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The Scottish Economy

Industrial

BUSINESS SURVELS

With the inauguraticn of the guarterly
Scotiisn Business Survey (3B3) in
September 19B4 there are now two regular
and up-to-daie indicators of trends in the
Seottish industrial sector, The
combrination of the new survey and the
long-standing CBIL Indusirial Trends
Suprvey provides a comprehensive assessment
of trends in Scotiish industry.

The two datz sources are essentially
complementary, but there are imporiant
differences between them, While the (BI
survey provides information on trends by
size of firm. the Scottish Business Survey
provides a geographical breakdown of
responses. Equally, the CBI provides
infermation on secioral empioyment Lrends,

Performance

i4

while the 35BS distinguishes betwen male
and female employment, and in some seciors
between full- and part-timers. In
addition, the number of respondents to the
4BS is well over iwice that to the (Bl
survey, and they cover noi only
manufacturing but also construction,
distribution and financial institutions.
The results from the new 3BS are therefore
capable of & greater degree of
disaggregation thar those from the CBL.

The resulis of the two surveys are first
censidered separately, and their combined
verdict on Scottish manufacturing trends
is then summarised. Major background
gvents during the weeks in which the
surveys were conducied (late June - early
July} were continuing appreciation of
gterling, relatively high (pnominal and
real) interest rates, end an increase in
the annualised rate of inflation above
that forecast in the March Budget.

SCOTTESH BUSINESS SURVEY RESULIS

In Manufacturing, the patiern of cauiious
optimism {optimisis exceed pessimists, bubt
noet by a large margin) noted in the
January and April Surveys is sustained.
4 positive balance of respondents report
higher orders and sales in the past three
months, in both home (Scottish end UK) and
export marketis, and expect this trend to
aoentinue over the next three months.
Vithin manufacturing, the most buoyant
seciors with respeci Lo general business
optimism, orders and sales are Chemicals,
£lectrical and Elecironic Engineering,
Textiles and Miscellaneous Manufacturing;
those least optimistic include Metal
Manufacture; Other Engineering and Paper,
Printing and Publishing, though even in
these sectors there are positive signs of
improvement.  Higher expori orders and
sales continue Lo be 2 major determinant
of growth ir ocutput in most sectors, ¢
thot the recent shérp rise in sterling
must be regarded with some concern.



Improved sales and orders over the past
twelve months or more have reanited in
higher overail capacity utilisation, from
534 to 57%, but this remains dangerously
low in Mechanical Engineering {at 28%),
Cther Engineering {(at 29%) and
Miscellaneous Manufacturing (at 818). In
contrast, capacity utilisation is 97% in
Textiles, Clothing and Footwear, and 81%
in Chemicals,

SUETES HEINESS SIVEY JE-JLY 1985
Balarre of regordets repating (3
Higher
Greatey Grovth Grosth saien
il in in vew this
wism sales orders quarter
A1 Merufacturirg 8 1 B ¥
Metsl & Metal Products -7 ~dd B -8
Gemicals i &= 15 29
Medhardeal Frgireering T 24 ) Pt
Electrical & Electronics 36 &2 ) 57
Cther i - &5 2 62
Food, Drirk & Tobecos 14 8 13 2
Tentiles, Clothing,
Footiear 12 i i i
Paper, Prirtirg &
Pubilighirg 10 1 -~ 7
Misoellareous B 4} 58 73

Scurce:  FAT Scottish Business Survey, Ay 195

In seven of the nine sub-sectors of
Manufacturing (the exceptions are Metal
Manufacture and Other Engineering), a
positive balance of respondents report
upwards revisions to investment
intentions, most strongly in Electrical
and Electronic Engineering, and in
Textiles, Clothing and Footwear, Unlike
eariier Surveys in which the major reason
for new investment was Lo increase
efficiency, a majority of respondents in
the present Survey cited replacement as
the principal reason. Increased
efficiency however, remains an important
factor.

Employment in manufacturing rose in the
three months to June 1985, and 1s expected
to rise further {both males and females)
in the next quarter. ¥ithin
Manufacturing, all sectors except Qther
Engineering and Food. Drink and Tobacco
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reported an increase in the past three
months, but a lesser number expect an
increase in employment over the next three
months, Except in Electrical and
Electronic Engineering, and Textiles, the
balances are relatively small and unlikely
to make & significant impaci on the
overall employment total.

Orders or sales remain the dominant
constraint on output growth over the next
three months for all sectors, though in
Textiles plant capacity and the
availability of skilled labour alse appear
as significent potential constraints.

CBi SURVEYS

Results of the Scottish component of the
CBI Survey, alsc conducted at the end of
4une, are broadly consistent with the
3cottish Business Survey with respect to
manufacturing as a whole. 4 small but
positive balance of respondents report
greater optimism sbout the general
business situation: with regard to export
prospects, however, the balance falls in
the direction of less optimism, and this
is supported by the results of guestions
on expected export orders and deliveries
over the next four months. In contrast,
a positive balance of respondents expect
continued growth in domestic orders and
deliveries.

WET X OF FIRNS NRE DPTIMISTIL aBOUT
3 SEMERA. SITUATION THAN 4 NONTHS ABD
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Like the SBES, CBI respondents report an
increase in capacity utilisation over the
past few months and an upwards trend in
numbers employved; unlike the 3B3, this
employment trend i3 expected to be
reverszed over the next four months, and
this may well reflect the greater degree
of pessimism regarding export markets on
the part of CB! respondents,



Although eazrlier CBI Surveys seemed to
suggest differences in performance and
expectations between small (0~1990
employees}, medium (200-499) and large
{5004} firms, with medium-sized firms
showing stronger signs of recovery, the
present Survey roveals a similar picture
seross firm-size classes. Results for
the larper firms are slightly mnmore
cptimiztic than Lhose for small and
medivmesived firne, hut Yre aifforences
are pordly significant,

NET 2 OF FISN5 MORE OPTIAISTIC ABOUT
4@, FIPIRT PROSPECTS FOR NEXE 12 AONTHS
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k11 sectors except Food, Drink and Tobacco
repert higher cttput in the four menths to
Jure, btut in only two sectors {(Engineering
and Textiles) do a positive balanec of
respondents expect a higher volume of
output over the nexi four months fxcept
for Textiles, and to a lesser extent
Chemicals, the overwhelming constraint on
output is seen to be crders or sales, and
ressimism with regard teo oraers and
deliveries on home and export markets is
particularly marked in the Metals and
Fetal Manufacturing sector.

Investnent intentions in plant and
rachinery have been revised upwards in
Cnemicals and Textiles, but downwards in
sll other sectors, reflecting tihe
generally wore cautious view of market
condltions over the next few months,
There are, however, distinct differences
between sectors, with Chemicals,
Engineering and Textiles recording a
strong upward trend in cutput, and in the
case ¢f the latter twe, expectaticns «of a
continuing upwards trend. In Metuls,
although output. sales and orders roge
sharply over the past four months, an
equally sharp dowtwerds trend is expected
cver the next four months, In Food,
trink and Tobacco, although a swall
talance of respondents report greater
optimism with respect to the gereral
business situation and export prospects,
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expectations of future cutput, employment
and sales are on balance negative.

Commenting on the earlier {April} SB3S and
CBI Surveys, the previous issue of this
Commentary noted the importance of exports
in sustaining the recovery in
manufeoturing output. Results of the
current Surveys lend further emphasis to
this factor, ir that there is a somewhat
less optimistic view of export prospecis
and, hence, in comparison with the April
Surveys, a less buoyant view of trends in
output, employment and investment.
Although recovery has been malntained,
macro-economic and externul developments,
particularly movemenits in interest rates
and in the sterling exchange rate, are
iikely to be crifical between now amd the
next Survey.

AGRICULTURE

tarmers, farm workers and other members of
the rursl community in Scotland will have
been surprised by a Scottish O0ffice Neus
Felease dated 25 June which claims that
"overall Covernment expenditure per head
of population in 1963/84 on direct support
to the major sectors of eccrnomic activity
is estimeted to have besr £228 in rural
Scotland compared with £125 in Scotland as
2 whole, RBural Scotland is defined by
district council areas, and comprises the
whole of Scotland less the Central Belt
and the c¢ities of Aberdeen and Dundee,

Agairst a background of declining real
farm incomes, it is evidently desirable
for the Government Lo be seen Lo be
supporting the rural community., And if
it were frue that the rursl population,
Just over one quarter of the Scottish
tetel on the Government’s definiiion,
received almost twice as much Government
expenditure per kegd the urban
nopulation, that would De remarkable
indeed., Eul, of course, it is rob brue,

& &

Bespite the phrase Yoverall Government
experditure®, the fact is that the items
of expenditure defined in this instance as
"direct support to the major sectors of
economic activity® account for only £125
gut of meore than £2,000 of public



expenditure per hesd of the population in
Scotland.

The Scottish Office has a lomg history of
convenient statistical omissions, Their
annual statistics for public expenditure
in Scotland omit one of the largest
components - defence spending. Ten years
age it became apparent that it would be
politically embarassing to include within
the statistics of Scottish production the
value of output of oil from Scottish
waters., Consequently, definitions were
changed so that while wages and salaries
earned offshore were included in the
definition of Scottish output, rents,
taxes and profits {(some §5%} were omitted.

Now selective definitions have once again
been used to bring about politieally
desirable results, The phrass "direct
support to the major sectors of economic
activity" has been defined teo exclude net
lending fo the nationalised industries in
Svotland, 2 figure which was running at
some £300 million in 1981/82, {the figures
for 1983/84 are not available). If the
payment of E22 millicn in regional
development grants to Britoil in Easter
Ross and to BP in Shetland are also
subtracted from "rural Scotland's® share
of Government funding, then the rural and
urban gpending figures come closely into
line, and the basis for the Government's
claim disappears, Needless to say, the
figures quoted by the Scottish Qffice
exclude such major components of
Government spending as housing and social
security.

FISHING

Tctal landings of fish in Scotland in the
first five months of thir vear were
167,099 tonnes, and their value was
£80.6m. Landings were 4.6% higher than
in the same period of 1984, while their
value rose by 6%,

Although the overall volume of Tish
landings in Scotland has risen, the
demersal catch has fallen relstive to the
1984 level. The volume of demersal
species brought to Scottish ports by UK
vessels in the five months to May was
108,571 tonnes, a reduction of around 10%
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compared £o the same period of 1984 which
this is due to scarcity of stocks,
particularly from the North Sea. This
decline was spread over the main white
fish catches, including whiting, plaice
and haddock, but landings of cod were
marginally higher, in contrast, the
pelagic cateh hnas increased considerably
since last year, with landings in the five
months Lo May up by almost §0%.  Poth the
matkerel and herring catches were
sighificantly greater, boosting total
revenue from the pelagic cateh by cover
100% compared with 1084,

The extension to Scalpay Pler, a project
carried out under the Integrated
Pevelopment Programme for the Western
Isles, was completed recently, The
extension provides extra berths to
accommodate the island's fleet of twelve
boats,

CONSTRUCTION

CONSTRUCTION CRITPYT

,l. T T 4

In the first quarter of 1985, orders for
new construction work in Scotland totalled
£346.2m, of which £175.9m came from the
public sector and £170.3m from the privete
sector, Following their ususl seasonal
pattern, the orders for new work were w
substantisl 21% above thoSe received
during the winter months, while there was
& rise of 2.4% over those received in the
first quarter of 1984, However, these
figures are recorded ir rominal terms, and
do not take accouvt of inflstion. The
nominal increase of orly 2.4% is likely to
result in 2 drop in real output compared
to the same period of lzst year.

Contracts from the public sector were up
by 291 on the previcur querter’s total but
were lower than the exceptionsl leve! of



the sume pericc of 1884,  The strength of
the public sector as a source of
construction demand has been slipping in
feotland, but its first gquarter
contribution boih this year snd last were
considerable. In beth instances, the
resurgence was mainly due to aboveezverage
levels of roads and harbours coniracts.
For the first three months of this year
these were worth z total of £57.9m,
compared to just £15.66m in the preceding
quarter and £7%.4n in the corrssponding
pericd of 1984,  In the other categories
of work, housing orders of £29.65m were
higher than at any time lzst year, but
51111 lower than in previous years, public
transport ard energy supply work gaired
contracts totalling £17.78m, again higher
thuan the averasge for 1984 but less than
in some previous gquarters.

Frivete sector orders, worth £170.3m, were
132 righer than in the preceding quarter
and roughly 27% greater than in the {irst
quarter of 1964, when demand for most work
wss relatively depressed. The single
most important category of private =secter
work is housing, for which crders received
in the three months (o March were £69.6m,
ug by 20% on the low level of the zame
guarter last year, The cowmnmercial
sector, c¢cohsisting of offices, shops,
garages, entertainment and miscellaneous
categories, provided new corders with &
total value of £61.3m, compared with
£50.8m for the corresponding period of
1484, Finally, contractors received
£5040 in orders for new indestrial work,
well up on the abnormaliy low figure for
the first quarter last year, and
maintaining the improvemeht In Lfhese
orders evident since then, Taking all
non-housing work together, the value of
censtruetion work has increased relative
to the preceding quarter, but it is
difficult to judge whether this will
continue, because of the fluctuations
evident in quarterly orders in the past,

The latest Scotitish Business Survey,
reporting on business conditions in the
gquarter ending June 1985, suggests that
the construction irndustry anticipates
renewed decline in coming months. 67
firme responded to the survey nationally,
and on balence, they were more pessimistic
about business conditions than three
months previcusly, The greatest
constraint on future activity is seen Lo
be a lack of orders or sales, The
outicok for new orders for the July-
September period wasz judged to be
relatively poor - a net 19% of respondents
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expected & decline in orders from central
government, while a net 39% anticipated a2
reduction in other public sector work.
In contrast, the outlock for private
sector work continued to look favourable,
with a net 9% response subscribing Lo this
view. Further job losses are expected.
Compared fo the previous svrvey, a higher
proportion of respondents expect teo cut
back on labour and a lower proportion hope
to increase employment.

Official estimates of employees in
employment show that the rumber of people
Wworking in Seottish construction in March
of this vear was 116,000, approximately
1.7% lower than the December total., A
comparable decline took place in Britain
as a whole, where employment dropped to
942,000 in March, The level of
construction employment in Scotland in
that month was 4% lower than at {he same
time last year, which means that
employment contraction in Scotland was
worse than the average reduction of 2.7%
in ¥ritain; only two English regions. the
North and North West, recorded more severe
rates of decline over the period.

Of the eleven standard *regions’ beloved
of official statistics, Scotland’s level
of employment in construction ranks third,
behind those of Greater London and the
South East. Indeed, Scotland has a
relatively high share of British
construction employment - over 124 is
located in Scotland, compared to a 9%
share in all production and construction
emnployment.,

The industry’s faith in the private sector
has been rewarded lately with some large
contracts being awarded in Scotiand, The
£15m contract for the underground cable
system commissioned by Clyde Cablevision
has been given to Balfour Kilpatrick.
670km of cable will be laid north of the
river in Glasgow, and the cable TV service
is expected to be in operation in some
areas by (October.  Balfour Kilpetrick are
irvestigating possibilities for using some
of the eity's ¢id infrastructure, such as
tramway ducts which carried cable, disused
rail tunnels ete, for part of the system,
It is expected that the contract will
provide around 150 jobs,

Morrison Construction’s subsidiaries in
Scotlsnd have secured a number of building



contracts, worth in tofal £4.5m.
Projects in the north of Scotland include
remedial work to warehouses at Brora
Distillery, Sutherland, a £2.5m contract
for 101 heuses at Montrose and a petrol
filling station at Inshes, Inverness.
Costain has received a £2.5m contract for
the construction of a service station,
near Stiriing, for Granazda Motorway
Services. A purpose~-built distribution
centre is to be built at the Motherwell
Food Park, and the company who
commissioned the work will lease the
centre to UB Bistribution Services, The
£1.5m contract has been won by Clarke
Design & Build.

Of the contracts placed by the public
sector. the largest, worth £15m, has been
won by Press Construction of Renfrew.
Scottish Gas has contracted the firm to
lay and maintain gas digtribution mains
around Scotlamd. and the work will provide
60 new jobs., Two contracts for work on
sewage sysiems have been announced
recently ~ Fairelough Scotland have gained
the £4.6m contract for sewerage works at
Stevenston in Ayrshire, while Shanks &
McEwan have taken on a £2.8m job of
improving a sewage system at Coatbridge,
which includes the construction of a
repiacement sewer in the town, Finally,
Miller Construction has gained z contract
worth £5.7m to build a secondary school
for Fife Regional Council. The school
will asccommodate nearly 1,300 pupils in
the Lochgelly ares and is scheduled for
completion by the end of 1985,

The NHBC estimates that the number of
intended private housing starts in
Scotland rose to 3,600 in the second
guarter of this year, a rise of almost 9%
over the preceding three months. The
total number of intended starts in the
first half of the year was 6,500, 10.%9k
iower than in the corresponding period of
1984, when s record number of starte was
registered with the BHBC. The downturn
in Scottish private housebuilding
contrasts with activity in the rest of
Britain, where national figures indicate a
slight increase for England and a
considerable rise in starts in Wales.
For Britain as s whole, the total number
of intended starts in the first half of
1985 rose fractionally to 86,000,

There were some d¢ifferences in the pattern
of activity among the Scottish regions.
While a decline in proposed new building
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ook place in most of the regions in the
six months to June, the reverse was true
of Central and Fife. In the latier two
regions the growth in private
housebuilding had peaked in 1983,
preceding the other regions, and the level
of starts in 1985 so far represents @
recovery from the decline which took place
in 1984

The mmber of dwellings completed for the
private sector is estimated by the NHBC to
be 3,300 for the second quarter of 1985,
bringing the total for the half-year 1o
6,300, the highest level of the 1980's to
date. Information on the public sector
covering the same period is not yet
available, but the Scottish Development
Department has produced finsl detaiis for
1984, showing a2 drop of over 5% in the
number of dwellings started during 1684,
This signals further decline in
completions during 1988, to follow the
1.7% reduction in new houses built for the
public sector last year.

House price inflation in Scotland has
remzined relatively low this year,
according to the results eof both the
Halifax and Nationwide Building Societies'
surveys of house prices, They concur
that for Scotland as a whole, the average
rise in house prices in the year bto the
second quarter of 1985 was 7%, a2 lower
annual rate than was experienced last
year. The reason for the slowing down of
price increases, in what is normally the
busiest season For housing, is generally
regarded as high mortgage rates, which
had, until very recently, shown no signs
of coming down.

ENERGY: OIl AND GAS

International development and 0il prices

Demand for ¢il has continued to fall in
the world market ieading to disarray in
the Organisation of Petroleum Exporting
Countries. (il consumption in the CECD
countries in the second quarter is runhing
about 2% below the same quarter of 1984,
In the first quarter of 198% the demand
was 35.8m barrels/day, which is 1.6% less
than the corresponding flgure in the first



guarter of 1984, fceording to the
International Energy Agency's forecast the
QECD oil demand for this year will be
34.4m barrelssday. The corresponding
figure for 1984 was 34.6m barrels/day.

Last year oil demand increased by only
1.9%. the first increasze since 1979
About 0.5% of this increase was a direct
result of the UK miners' strike and took
rlace against a background of a 4%
increase in overall energy demand., The
HE, the largest consumer, hoW requires
only (.65 units of energy for each unit of
growth in gross domestic product,  This
compares with 0.B% wnits in 1970,  Demand
hay been cut by the combined effects of
vorld depressicn, fuel conservation and
substitution, In power generation
ruclear and coal-fireé plart rules the
day. Traditional oil burning industries
have disappesred and the remaining
industries sre much more fuel efficient
thar before, So although there has bheen
some recovery in the world econcmy, worid
il corsumpiion remaing abouvt Y5 dowrn on
1979%,

Ecoromic recovery in the developed
countries may het significantly increase
the future demand for COPEL oil.
According to the Royal Dutch/Bhell's
forecast, o0il demand could be stagnant
during the next decade but the most likely
srospect is of & slow rate of growth,
According te the Interrational Energy
Agency, however, western countries could
face "wassive oll price increases' if they
become conmblacent in the face of the
current weakness in the oil market. The
Agency argues that its members! oil
production has reached its peak and will
seon decline while the IEA's dependence on
oll imports is =et to increase by W.EL to
855m tonnes & yesr by the end of the
decade.

Potential supply has inereased from the
non-CPEC countries. New areas such as
Alaska, Mexice and Ching have replaced a
substantial part of OPEC's trade. Europe
rroduces nearly Um barrels/day compared
with less than 500,000 barrels/day ip
marginal! {ields with reserves beiween

1974, In less than a decade China and
Russiz have grown Lo the point where they
now produce 39m barrels/day., HNorth Sea
0il, despite costing three to four times
as much to produce as OPECTs, has been a2
major factor in slashing OPEC's share of
the total ¢ll market, That share iz down
to oniy 31% last year, Part of this loss
of market share was g deliberate crestion
of the OPEC countries, To achieve some
measure of control over prices, the
producers sought to restrict output by
means of agreed production guotas. OPEC
last year cut its output ceiling to 16m
harrels/day, In May this vear production
was 14.5m barrels/day compared with 16.2m
barrels/day in April and 17.2m barrels/day
during 1564,

The spot market price of Arab Heavy has
been around $25.25 recently., The price
of Arabiap light is $28 a$ the official
rate, although lately its spot market
price stcod at $26.80. This undercut is
the result of overproduction and
underpricing by some OPEC members.,  Saudl
Arabia has threatened to boost ils output
to 9m barrels/day from a 20 year low of
about 2.3m barrels/day {its OPEC output
quota is #,3m barrels/day)., This would
probably mean oil prices falling to
between $18 and $19 a barrel, creating
more pressure on prices of North Sea oil.
lion~OPEC producer Mexico has cut the price
of its heavy crude blend from $25.50 Lo
%24, China has reduced the price of its
iight oil by 60 cents to $26.75 a barrel,
The price of Britain's Brent crude for
July delivery fell 20 cents to $26.90 a
barrel on the spot market recently,
#lihough it has recovered in future
markets for August by 103,

According to Britoil, North Sea oll
projects are urnlikely to be upset by the
prevailing uncertainty sbout future oil
prices. Although production and
exploration may not be affected by Lhis
uncertainty (mainly because huge sums of
money have already been spent, so
potential gains still outweigh the
finamelal risks), development of existing
finds, particularly those which are

*World gas use grew by 6% with Japan in particular switching from oil te

Eas.
the UK caused by the pit strike.
geherated by the nuclear plants,
fuel and reduced the demand for fuel oil.

Total worid coal consumphbion was up by 4% despite a 30% rewdction in
There was & 7% rise in the electricity
This dispiaced over 40m tonnes of fossil



50m and 200m barrels, is most at risk, A
study by Wood, Mackenzie on a series of
cll prices ranging from $27 to $20,
suggests that for a range of oil prices
between $27 and 320 very few of the
current development contenders would stand
a chance of seeing the light of dav. But
the industry remains convinted that in the
longer run prices are likely Lo rise
again. Another reason for optimism is
that the present North Ses tax regime is
constructed in such a way that for
individual operators it is worthuhile o
develop fields with a negative present
vaiue.

Britain has officially withdrawn from the
business of setting official North Sea oil
prices. The British National Qi1
Corporation has announced that it will
wind down most of its parbticipation
agreements with oil producers. Under
these agreements BNOC used to receive more
than 1m barrels/day of oil. The handful
of smaller companies will receive whatever
price the corporation's traders are able
to realise, cargo by cargo, in the open
markef. BNOC will go on trading the
remnants of its contract o0il along with
about 2%0,000 barrels/day of il received
by the Government as royalty from North
Sea fields until its abolition in October,

The BROC move may reflect a coming to
terms with the reality that Government
income from the off-shore activities are
due to peak during the npext financial
year. From then on the flow of funds to
the Treasury will begin to decline. The
gradual fall is partly the result of some
eariy North Sea cilfields passing peak
cubtput. Another factor is higher
development costs of future filelds which
will leave less of a taxable margin
between production costs and selling
prices, The Government faces a loss of
between £500 million and £550 million &
year in revenue for every fall of 31 in
the barrel prices of oil.

Privatisation of gas and ¢il

British gas is forming a special tashk
force to analyse various aspects of the
corporation's propesed privatisation,
The key issues are {(a) the type of

21

performance target against which the
application for future tariff increases
can be judged, The options appear to be
a financial return target or some kind of
productivity measure or @ mixture of the
two: (b} deciding on the formulae to be
used to set tariffs, The preference is
to foliow an inflation linked indicator;
and (¢} deciding whether to regulate both
pulk industrial and domestic tariffs and
how rigid the reguiations should be, The
Treasury 1s not yet convinced that the
proposed abolition of the special tax on
gas in some of the low cost North Sea
fields can increase the market value of
British Gas. The main guestion is
whether the translation of a big public
moncpoly into & big private monopoly is
consistent with the ideals of increased
competition and liberslisation. Along
with privatisation the Gas Consumers!
Council for Scotland will be abolished,

Britoil is expected to push shead with the
development of gas fields in the southern
North Sea. The latest well was drilled
in 70 feet of water to the Rorth-~west of
the Amethyst gas find. Tests produced a
flow resching 30.6 million cubie feet a
day. It will give a boost to the
Government's planned sale of its 49§
holding ip the corporation.

Licencirg

The Government has attempted Lo favour the
UK's independent oil companiesg in the
ninth round of offshore oil and gas
licvences. The major international
companies appear to have been directed
into the deepwater 'frontier! areas. 4
total of 93 blocks have been awarded,
Burmah 0il has been swarded 15 blocks
while Britoil received 18 blocks.
Enterprise 0il will operate offshore for
the first time with 7 blocks, British
Petroleum, however, was not awarded a
single block, although it has been awarded
a 50% stake in the ninth round's most
sought after biock, 98/6 offshore Dorset,
which may contain aboul 40m barrels of low
cost oil,

The Government is to drop controversial
‘“suy British' clauses from the conditions
appiied to fubture North Sea oil licences,
The Euyropean Commission seemed to indicate
that the UK Government wes discriminating
apainst firms based in other member states
who have failed to give assurances that



they would make a contribution to the UK
economy in return for the granting of
drilling permits,

Mmost the whole of the UK has been opened
up to the onshore search for cil and gas
under new licencing arrangements.
Companies first have to acquire: an
exploration licence, which will last for
six years. to search and drill for oil end
gas; followed by an appraisal licence,
lasting five years, te enable them to
e8tablish the extent of any discovery;
and, finally., & fvll cevelopment licence
for 20 vears to extrset the oil or gas.

In the ninth round the Department of
Energy allccated 18 blocks west of the
Hebrides, but the geological message was
that the Rockhall Trought blocks lie in
very deep water for which the reguired
technology does not yeb exist.

Qutput and exploration

Exploration of the deep waters west of
Shetland is only Just beginning and no
finds suitable for commercisl development
have been rade, & large gas field was
discovered by Chevron, zbout 50 miles
nerth-west of Scotlang which could
inerease the UK's gas reserves by up to a
{ifth. If this ges field is of very poor
quality, recoverable reserves could be no
rere than one trillion cubic feel. I,
however, the reservoir is of good quality
recoverable reserves could reach é
triilion cubic feet. This compares
favourably with the Norweglan Sleipner
field with its 7 &rilliion cubic feet of
gas, Eritish Petroleum has drilled a
well off the Scuth Coast of Ireland which
may he an important gas find. A test
drilling achieved & flow of 13.7 million
cubie feet a2 day from a single layer of
gas, which is several times more than the
initial flow rate zchieved for some
commercial fields ir the North Sea.

The Angloliorweglan Frigg gas field which
supplies the UK with a third of its gas
could be exhausted more than twe vears
earlier than expected, The field did not
contain as much as the original estimate
af 227 billion cublc metres ang the actual
figure might be no more than 170 billion.
The gas corporation is afraid thet it will
not have enocugh gas to mest domestic
demand in the zsecond half of the decade.
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Prnillips Petroleum has warned that winter
supplies of gas may be cub sharply because
of rapid sea~bed subsidence benealh the
central platform of its Ekofisk oil and
gus field, The field supplies about 5%
of West Europe's natural gas consumption
with output between 960 million cubic
feet/day and 1.2 billion cubic feet/day.
Furopean buyers will be sble to meet the
shortfall by purchasing gas from suppliers
such as the Netherlands or the Soviet
inion.,

Other developments

BNOC revesled that it had lost almost £86
million in a Government-imposed attempt Lo
shore up world oil prices. The
Government told BNOC that the national
interest demanded that the corporation
refrain from cutting its official prices
while spot prices tumbled. As a result
BNGC lest 1tz contract customers and was
chliged to sell most of its entitlement of
1% of Kortih Ses oil on a depressed spot
market.

Shell has revealed plans to spend £2-5
billion developing & ciuster of five North
Sea oi} and gas fields. Four of the
fields form the Gannet cluster, lying 112
miles east of Aberdeen. The f£ifth lies
26 miles north west of the Gannet cluster.
Total recoverable reserves of the five
fields are estimated at 220 million
barrels of oil and 600 billion cubic feet
of gas. The corstruction of the jackets
and topsides for the Gannet platforms will
provide more than 1,000 jobs over about
three years. The equipment and
facilities obtained from suppliers could
provide several thousand more Jjobs.

British Petroleum has made & gas discovery
in the Duteh sector of the North Sea.
The well in the Dubch block P/2 tested gas
at a stabilised rate of about 10.5 million
cubic feet a day.

A number of companies, including Shell and
British Petrcleum, have terminated
production from a number of fields for
¢rxtensive maintenance work, taking
advantage of the current break in world
demand.,  The major cilfield losses of
production stoppage are: Fulmsr (150,000
barrels/day} Finian (74,000 barrels/day},
Beryl & {26,000 barrelssday), Thistle
(20,600 barrels/cay), Staffordise (19,000
barrels/day) and Forties (16,000



barrels/day). Froduction in June
averaged 2.2m barrels/day compared with
2.6m parrels/day in the previous month.

3hell 18 to establish a market price for
liguified petroleum gas, North Sea LPG
production totalled 3m tonnes in 1983 and
is expected £o rise to about 5m tonnes in
1990.  Shell produces about 800,000
tonnes annually from its Brent, Cormorant,
Duniin and Fulmer fieids. Further
production will come from the development
of North Sea fields such as Clyde, Tern,
Edder and the Gannet complex, LPG isan
important petrochemical feedstock and is
used extensively to heat homes. Demand
for LPG in North West Europe is expected
to rise from 16 million tonnes a2 year in
1983 to about 22,5 million tonnes a year
by the end of the decade., Shell’s market
price will differ crucially from BROC's,
in that it will vary slightly %o take
account of the extra costs involved in
Handling the small guantities from
independent Norih Sea producers. This
has given some jmpetus Lo the efforts of
smaller companies to set up a co-operative
that would aggregale and sell the crude
0il and LPG.

ENERGY: COAL FLECTRICTTY AND WATER

OTHER EMERGY 3 WATER
SUEPLY QUTPIY
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The index of industrial production for
coal and coke in the fourth quarter of
1984 continued to reflect the effects of
the miners’ dispute. It stoed at § in
that quarter as compared with 27 in the UK
as a whole, There was no change in the
Seottish index for other energy and water
supply at 121 although the UK index had
increased from 120 £o 125. The reasons
for this can be attribuited to the fact
that the Scottish power industry had
approached full capacity and was supplying
the CEGB with "export® electricity in
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order that the latter could conserve its
coal stooks. Nevertheless, as %the
traditionally high power usage fourth
quarter came round UK production would
automstically have had to increase to meet
demand,

Figures relessed from a number of
nationalised industries and public
utilities in the past few weeks have
demonstrated the enormous cost of the cosl
strike to the nation. In &}l it is
estimated to heve cost over £6,000 million
(including policing costs) of which the
CEGB has contributed £2,0600m, British Rail
£250m, British Steel £180m, the NCB
£2,225m, the SSEB £86m and the North of
Scotland Hydro Electric Board £30m. 2s
was argued in the Commentary at the start
of the dispute even this massive sum,
spread over all of the country's taxpayers
during the next few years, will not be
overwhelmingly evident in increased prices
and taxes. Hence, the reason that Mr
Scargill's strategy was not significantly
and immedigtely harmful to the people
whose discomfort (financial or physical)
would have helped him most - the general
public, Nonetheless, these costs will
have to be mel and, somewhat ironically,
it is just this fact which may give Mr
Scargill the last laugh.

COAL & CIME QUTPUT
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The public secitor losses caused by the
dispute in the last {irancial vear will
have to be made good somewhere and
somebime, This may result in reduced
scope for tax cuts in the pnext, and
possibly the following, budget.
Consequently. by the next general
election, the Government’s plans Lo reduce
taxation and, by so¢ deing, stimulate
demand and jobs {(simultanecusly increasing
the incentives for the supply of low-wage
labour) may have had tog 1ittle time to
work through the system. Public opinicn
surveys are showing an increased regard



for unemployment as the most important
gconomic i1l - the Government's hopes of
it faliling in the run-up to the next
election may have been thwarted by Mr
Seargilits frontal assault,

Ir the Scottish coalfield the last three
months have produced a mixed bag of news,
First, tnere are hopeful signs of a
siackening in the hard line taken by the
N(B management over the reinstatement of
satked miners. Oniy in the 3Scottish and
Xent areas have no miners sacked during
the dispute {(for offences ranging from
industrisl misconduct to criminal
activity) been given their jobs back.
Since the end of the dispute it has been
very obvious that the NCB {(and the
Goveroment} have taken the opportunity of
the miners' surrender to impress on the
HiM and other miners’ bodies just who is
in charge. Confidence in the industry is
at & loweebb and suspicion is running
high, A reappraisal of the Scottish
Area's policy on sacked miners would be
the first indication that management in
the industry was thinking again in terms
of good industrial relations and not just
the necessity to relate Lo ane's
industrial partners whether one likes it
ar net,

fecondly, investments totailling E£18m were
announced for certain Scobtish pits in
July.  Biiston Glen (£2m}, Monktonhall
(£3m}, Castienill (£3m) and Seafield (£}
are the main beneficiaries and this
pattern provides a clear indication of how
the NOB views the future of the two
Avrshire pits. XKillech and Barony.
Mareover, relative tc the size of
investments announced in the UK as a whole
{£2,000m -« which is intended to create
7,000 jobs), the figures for Scotiand are
alzo 2 clear indication that the XCB
regards Scotland as a whoily marginal,
cersipheral area. The long-term future
for coml in the Scottish economy will
remaln bieak as long as planned ocutput
levels remain in the hands of a
central ised UK board.

Thirdly, the short-term f{uture for
Scottish coal mining was given a slight
beost by the publication of the 35EB's
Annual Report for 1984-85. The coal-burn
at S3EB power stations is expected to be
£8.5m tonnes per annum pntii 1987-88 {over
Zm tonues upb on the 1983-84 figure) when

the Torness power station is expected to
start operation, Thereafter, demand for
coal in the pover stations will fall to
£5m tonnes per annum and the future of
coal capacity will become more dependent
on the ability of the S3EB to 'export?
electricity through the national grid to
the CECB which may become increasingly
difficult, given developments in the
Channel cable link with France {see
below}.

Fourthly, the long.awaited decision to
convert Kilroot power station in Ulster
from oll to coal was finally ratified on
22 June, Ayrshire coal will be used to
supply the station {800,000 tonnes per
annum) but will come from opencast sites
and not the two remaining pits (the NCB's
investment criteria announced a fortnight
later merely conf{irmed that the pits had
ne futurel, This will bring the total
supply of Ayrshire opencast coal for
Northern Ireland power stations %o 1.3m
tonnes per annum {500,000 tonnes already
being delivered to Belfast power station}
and will mean further development of
opencast sites as well as developments at
the port of Ayr,

Finally, the NCB launched 3 job creation
scheme for the 900 Polkemmel workers made
redundant after the pit's closure due to
flooding, Free training, advice and
assistance were on offer for those who
wished to set up in business or invest
their redundancy money., This scheme was
announced, coincidentally the NCB claim,
with the independent public inquiry set up
by West Lothian District Coumcil into the
closure of the pit. The inguiry's
findings were that it was "technically
feasible® to re-open the pit. The NCB
refused to take part in the proceedings.
Although anathems to the NUM, the litmus
paper test of these findings would be to
open the doors for a possible private
takeover of the pit, It would seem
sensible to allow the possibility of
saving some jobs at the mine, since the
coal board clearly has no intentions of
re-opening Polkemmet, At the same time
such a wove would test the reaction of
private mining concerns as to whether they
are willing to invest in the industry,

On the 'other energy' front, as referred
to above, both the North of Scotland Hydro
fLlectric Board and the SSEB announced



los3es because of the coal dispute
although both held price increases lower
than the rate of inflation for the fourth
year running. Whether cheaper
electricity in real terms will be again
possible next year remsins to be seen,

In the February Commentary a further
threat to indigenous energy production in
the form of an under~Channel cable linking
the French electricity network to the
British national grid was mentioned. In
June it appeared that Britain (the CEGR)
had rejected the offer of cheap French
nuclear electricity (as currently enjoyed
by Italy) because of fears for its effect
on the coal industry and on power industry
unjons. However, it later became clear
that all the CEGB had done was to refuse
to sign a formal contract and that it
would indeed buy cheap electricity from
France on a day-toeday basis.
Undoubtedly, this rather unsatisfactory
position will prove temporary and, as the
French believe, two to three month
contracts will soon replace the proposed
day-~towday purchases, The effect of this
deal on the ability of the 38EB to
continue supplying the CEGB with
electricity generated from Scottish coal
is not clear at present,

In another joint project, this time
irvolving both France and Germany as well
as the UK, Dounreay has been chosen as the
UK's proposed site for a £200m nuclear
fuel reprocessing plant., This plant is
expected Lo handle fast breeder reactor
waste from the three countries invelved in
the deal although only UK waste will
eventually be stored in this country, it
is expected that the UK Atomic Energy
Authority (rather than British Nuclear
Fuels who run the much criticised
Sellafield reprocessing plant) will manage
the facility. George Younger has taken
charge of the planning decision in order
Lo consider fully envirommental concerns
{as he did when rejecting the Loch Maree
hydro propesals),

The Government has also snnounced in
recent weeks that it 1Is to continue to
back research into varicus forms of
renewable energy power generation,
Passive solar energy, biofuels, geothermal
hot dry rocks and wind are the main
technologies chosen for further funding
{#s well as waste heat usage) wheregas
research into geothermal aguifiers and
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wave power s Lo be progressively
abandoned, The sum involved Tor this
year is £i4m {around £20m whern the energy
efficiency office and EEC projects are
included) which is little different from
last year {thus representing a fali in
real terms) and down on the £17Tm allocated
in 198182, The Government takes pride
in peinting out that research funding for
renewables totalled £68m between 198084
35 opposed to {16m between 1975-80,  What
it fails to mention is that most of Lhis
large increase was dus Lo the panic
reaction to the last msjor rize in oil
prices during 1979~-80, Indeed, figures
from the International bnergy Agency show
that research int¢ renewable and
alternative energies 1s highly sensitive
to the price of oil and reflects shorte
sighted reflex reactions by most
governments rather than longeterm
commitment to the development of
alternative energy sources,

Unlike France, the lUnited States znd many
small developed countries, the Britics

Government pays little more than lip-
service to developing the massive energy
potential embodied in renewable and
conservation sources, The U5 Department
of Energy has recognised that renewables
could eventually supply 50% of the
country’s energy reeds and France has 2
major, and specifiec, programme of action
on applications of conservation and
renewable sources, In Scotland actual
hydro power, one of the best known and
tested renewables, stsnds abt only half
its potential supply and yet 1L is chesper
and cleaner tharn nuclear-, coale cor oll-
fired electricity generaticn. A& longer-
term perspective, incorporating the
positive environmentel considerationy
associated wWith many renewable
technologies, would show the Government to
be concerned with a clearer ervironmernt ac
well 25 2 commitment to the well-being of
future generations,

To this end the Goverrment's shiwre of ihe
£500,000 viability study inlo the pros
of a combined heat angd power syaten faof
tdinburgh i1s money well spent
t8-month study into the pos
waste heat from Cockenzie power
being pumped to the city zrnd ov
used for cantral heating purpo
successiul, then the enzcuing £H
lasting 10-15 years will provi
of jobs and create 2 zircng |
Bilston Glen and Monkionk:




Similar projects have Deen proven to work
cost-effectively throughout North-Western
Europe,

Finally, on the issue of cost-
effectiveness, a2 report presented %o a
conference of electricity users and
producers in June shows the UK as having
the highest-cost eleciricity generation
and power station bullding of the six
countries incliuded in the study {(West
Germany, ltaly, the Netherlands, Belgium,
France and the UK}, Kuclear and coal
plant building costz are much higher than
in many of the other countries {eg coal-
fired power stations in the UK cost 1,366
¥CUs per KW, almost double the cost in
Ttaly and France) znd actusl generation
costs are alse the highest. Labour
costs, welfare charges, lack of
standardisation and frequency of design
thanges were blamed for many of the
differences, The report concluded on an
unhappy note for the future of the coal
industry. It noted that nuclear power
was the most cost~effective option for
European electric utilities and that its
economic advantage over coal was widening.

FOOD, DRINK AND TOBACCO

According to the results of the July
Scottish Business Survey, respondents from
the Food, Drink and Tobacco sector are on
palance slightly more optimistic about the
general business situation than they were
three months ago. 9% reported an
increase in the volume of new orders in
the last three months and 32% expect this
trend to continue in the current quarter.
40% also experienced an increase in the
total volume of sales in the last quarter,
with 343 anticipating further increases in
the next few months.,  Almost half of the
survey respondents expect higher export
sales and orders in the next quarter,
Although 62% forecast an unchanged
employment trend during the next three
months, 25% intend fo increase employment
wnilst 13% anticipate reduced employment.

The index of industrial production for the
food industries has been subject to
substantial revisions which have made
trends in output difficult Lo identify.
For exanmple, the estimate for the second
quarter of 1984 has been given as 106, 117
and Y10 in three successive news releases.
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The latest figures suggest that oubput
declined by approximately 3% in the last
quarter of 1984 affer a period of relative
stability since the fourth quarter of 1983
when the index stood at 110, In the UK
@5 a whole, the corresponding index stood
at 105 for the fourth guarter of 1984,
uncnanged from the previocus guarter but 2
percentage pointsz down on the estimate of
107 for the same quarier the previous
year.

FOGD INDUSTRIES OUTPUT
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fccording Lo Ministry of Agriculture
figures, family expenditure on food in
Britain in the first quarter of 1485
averaged £37.32 per week, Compared to
corresponding figures for the first
quarter of 1984 spending has risen by
around 3% in nominal terms but is lower in
real terms once food price rises are taken
into account. Competition, particularly
among supermarkeis, for a share of this
expenditure has led to some interesting
developments in the food retail trade.
The Argyll Group. the food and drinks
chain, is to bring its 1,100 grocery shops
under {wo names only, Presto and Lo-cost,
chosen to reflect a more modern image for
value products than +trading names
currently in use. The names change,
whiech is only one part of a major
expansion programme, is expected to boost
net trading margins. In 1984.8% the
chain increased its market share of the
retail food market from 5.5% to 6% and its
operating profits by 364 to £84m. The
groupts 81 Templeton stores in Scotland
wWwill be trading under the Presto name by
the end of this year. Jitimately, =
national chain of 380 supermarkets
incorporating alsoc the bigger Liptons,
Galbraith and Hinton stores will be
formed. The smaller Hinton and Lipton
stores will be assigned the Lo-~cost name.

Fine Fare, the supermarket chain currently
sponsoring Scottish League football, has
also announced detalls of an investment
programme which will lead to the creation
of approximately 7,500 jobs in the UK as a



whole and 1,855 in Scotland where fourteen
additional stores are planned. Freezway,
the Glasgow-~based retailing group, has
agreed the takeover of Norfrost Freezer
Foods, the Newcastle freezer firm. The
£130,000 takeover will provide Freezway
with a base of four retail cutlets in the
North~East of England where Freezuway
intends to pwsue further expansion.,

With the rejection of @ uvnion plan to save
some of the 660 Jobs at risk af the
Rowntree Mackintosh factory in Edinburgh,
closure remains scheduled for 1987, Less
than five years ago the factory enployed
more than 1,000 people., Meanwhile, the
company are moving some of their
operations involving bulk supplies of
local milk for West Cumbria to Girvan in
Ayrshire.

The Martin Retail Group, 2 subsidiary of
Guinness the brewing giant, has bought
Southland-MeColl (UK), the holding company
for the chain of B 5 McColl newsagents,
confectioners and tobacconists shops.
245 of the 370 R 5 Meloll shops are
located in Scotland.

Qutput in drink and tobacco industiries
rose in the final quarter of 1984 £o 76,
an increase of 6% over the previous
gquarter, mainly reflecting an improvement
in the outpub and sales of the whisky
industry, For the year as a whole, the
index level of 75 was 2.6% below the level
for the previous year and almost 281 lower
thag the pre-recession level of 104 in
1970

Imperial Tobacoo, the parent company of W
D& KO Wills have announced That 200 jobs
at its Alexandra Palace factory in Glasgow
are to be axed over a pericd of two and a
half years. Approximately half of the
redundancies are to come from ihe cigar
production division, 50«50 from the hand-
rolled tobacco section and 2530 from the
pipe Lobacco division, Declining trends
in cigarette consumpbion and high taxation
are cited as the main {actors behind the
job losses. flsewhere in the tobacco
sector, U3 Teobaceo Interpational is
gearing up to produce sachets of smokeless
tobacceo for the Eurcpean nmarket.
Initially 35 people will be emploved in
their East Kilbride factory. The
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product, however, has already attracted
the attention of healih and anti-smoking
campaigners who c¢lalm thsl use of the
product could increase the risk of
developing cancer of the mouth. The
company argue that a link between
smokeless tobacco and disease had not been
estab] ished,

BRING 1 TOBACEO OUTRUT
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Scottish and Newcastle has given an
undertaking to the Secrelary of State for
Trade that it will not increase its share
of Matthew Brown over 15% while the
Monopolies Commission investigation of 3 &
N's bid for the Blackburn brewing compahy
is in progress. & & % currently hold &
145,9% stake in Matthew Brown.  Results
for the year to April 1985 show thabt 8 &
N's profits grew by 14.2% from £56.9m to
£65m at the operabing level and margins
also improved, The acguisition of
Matthew Brown still appears to figure
prominently in future plans for long-term
growth of 5 & N's Deer activities and it
seems, certain that 5 & ¥ wiil go ahead
with the bid, assuming that the Monopolies
Commission gives the allw.clear. S &N
currently show no inclination to become
involved in the takeover batile between
Guinness and Arthur Bell, the Scottish
whisky company. Given the growth of its
hotel division with profits doubling from
£5.5 to £10.7m in the last financisl year,
S &k ¥ may well develop an interest in the
hotel side of Bell's business should 1% be
hived off at some stage. Ladbroke Hotel
Group meanwhile has already declared an
interest in the ultimate ownership of
Bell's hotels by buying a 3.251 stake in
Bells in August. The performance of 3 &
N's wines and spirits division nas not
been s¢ impressive with profits falling
from £700,000 to £100,000. Hopling,
however, tc benefit from the markei trend
towards wine drinking in Scotland, 5 & N
launched through its =subsidiary, the
Canongate Beverage Company, its Castaway
wine cooler, a drink consisting of wine,
carbonated water and fruit juice.



WHISKY

Whisky production in the first gquarter of
1985 was 71.2m 1itres of pure aleohol, up
5% on the corresponding period last vear,
and the highest firstequarter figure since
1981,  Given the recent eXport success of
bottled malt whisky, it is perhaps not
surprising that most of the increase came
in thiz area, Malt production rose by
8.9% compared with 2.3% for grain. The
apparent contradiction bhetween the
numerous distillery closures annhounced in
recent Commentaries and increasing output
is easily resolved. Those distilleries
which have remained open are now operating
at higher levels of capacity than of late,
although by today's standards any
distillery working at more than 50% of
capacity is reckoned to be doing well.
It is less clear what effect the increased
proeduction will have on the alresdy
overstocked industry {see below),

Total whisky exports for the first six
months of 1985 fell by 2,3% over the same
pericd in 1984, However, this modest
fall masks wide variations in the
performance of different types of whi sky.
The most dramatic changes occurred in malt
whisky, where exports of bottled malt rose
by 34% and bulk exports fell by 38%, While
the rapid rise in exports of bottled malt
is unambiguously good, there will be mixed
feelings about the fall in bulk exports.
Tne dramatic decline, some 5.0 million
LPA, is mainly accounted for by problems
being experienced in the Japanese whisky
industry -~ the Japanese are the biggest
importers of bulk malt whisky which they
admix with the local product for home
consumption, Those companies which have
long felt bulk exports to be against the
long—run interests of the industry will no
doubt feel that the chickens are coming
home Lo roost in this market, while the
bulk exporters will be hoping that the
problems in Japan are short-lived.

Encouragingly, bottled blended exports,
the mainstay of the industry, have also
risen. While the 5.,5% increase is much
mere modest than that achieved in bobtled
malt, 1t is nevertheless very welcome for
the seator of the market which has been
worst hit by the recession.

The bipgest single item of news in the
last quarter is, of ocourse, the bid by
Guinness for Arthur Bell. With the

28

pessible exception of Highland
Distilleries, Bell is the most fanatically
independent of whisky companies, a frait
which springs largely from the dominant
personality of Chairman Raymond Miguel.
Guinness must have known they were in for
a fight when the bid was annocunced. The
bid took the form of an offering of 9
Guinness shares in exchange for every 10
of Bell's with & 225p per share cash
alternative, The whole package is worth
around £300m, The fact that acceptances
for 5% of Bellts opdinary shares were
received by the first closing date,
coupled with the unsurprising decision not
to refer the bid to the Monopolies and
Mergers Commission, must make the Guinness
directors feel confident of Success. By
the time this Commentary goes to press it
is expected that Guinness will have
improved their initial offer in an effort
Lo obtzin the 75% of Bell's share held by
the financial institubions.
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One intriguing element in the
Guinness/Bell battle was the announcement
that the Kuwait Investment Office (KI0)
bought over 5m Bell shares {3.8% of the
issued capital) just after the bid was
announced, The Kuwaitis are still
smarting from Bell’s success in buying the
Gleneagles Hotel which they badly wanted,
and it is now known that the KI0 shares
represent the bulk of the 5% acceptances
initially obtained.

Should Bell's apparently invinciblie
independence finally crack, more than one
independent distiller would be casting
anxious glances over its shoulder, Even
the mighty Pistillers Company is rumoured
not to be immune, although its size alone
would dampen the ardour of all but the
most serious of suitors. DCL'S pre-tax
profits for the year to Merch look fairly
impressive - up by almost a quarter o
£236.2m, Admittedly, much of this
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increase in profits is due to the siide of
the pound against the dollar during the
last financial vear. Nevertheless, the
Eroup can reasonably point towards its
attempts at large-scale rationalisation
over the last year in both distilling and
bottling, and can claim that it is doing
as much as anyone to get supply of whisky
back into line with demand, DCL, has
5til: failed fo develop the necessary new
products, and is a long way from shedding
its "dinosaur® image, but it is at least
trying.

One other item of company news neatly
iliustrates the sort of problems facing
the industry at the moment. In July
Macallan-Gienlivet, whose single malt "The
Macallan" is the world's fifth top seller,
announced jits intention to raise £5.8m via
a rights issue of unsecured loan stock,
The jdea is to eliminate the increasingly
enerous Interest charges on bank borrowing
which would have reached £8006,000 in 1985
in the absence of the issue, With demand
for single malts growing rapidiy Macallan
Glenlivet has to find the cash to keep
laying down stocks of new whisky, which
lie uhused for at least ten years, as well
as to cover the expense of existing
stocks, In this company's case the
problem is exacerbated by its insistence
on having *Ihe Macallan" mature only in
casks which have already been used for
sherry. This practice, once widespread
in the industry, has all but died out
nost whiskies today are coloured by the
addition of caramel,

The massive overstocking which besets the
industry at the moment has been the
subject of comment by a numer of parties,
One of the more interesting proposed
solutions came recently from a Grampian
Region councillor who suggested that Lhe
excess supplies of mall and grain whisky
should be rectified into neutral ®white"
spirit for the production of wodka and gin
as well as for use as industrial alcohol.
Before purists faint at the idea of “the
cratur” being transformed into baser
spirits, it should be pointed out that
Invergordon Distillers has been involved
in the production of white spirits for
three years and by all accounts is doing
very nicely oub of it,

The objection to this plan is that it is
simply nob costeeffective. White spirit

produced in this way would be two or three
times as expensive as that produced
commercially at the moment, which suggests
that a ready market would be difficult to
find. Nevertheless, the fact that both
Beottish Malt Distillers and Chivas
Brothers were prepared to pass comment on
the proposed scheme illustrates the degree
of concern about stocks within the
industry.,

METAL INDUSTRIES

The index of industrial production for
metal mapufacturing is now available bui,
as for all other sectors, only up to the
fourth quarter of last vesar. Such
lateness seriously detracts from the use
of the index as an indicator of current
developments., This deficiency is
compotnded by the near certainty that the
index, which stood at 91 in the fourth
gquarter of 1984, will subsequently be
revised. Substantial revision is evident
in the indices for earlier guarters, The
index for Lthe first quarter has been
revised downwards from 101 to 98 while
that for the third querter has been raised
from B& to 90. Comparisons with the
corresponding indices for the UK indicate
that the Scottish results are subject Lo
considerably greater revision,
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Respondents to the July Scottish Business
Survey report considerable pessimism. On
balance, 47% of respondenis are lesas
optimistic about trading conditions than
three months ago. While there were
slight increases in both new orders and
sales in the last quarter, these are
expected to be reversed over the next
three months, Overwhelmingly, orders and
Sales are identified as the major
constraint on cutput in the near future,
With firms already operating with much



spare capacity, investment intentions in
this sector have tended to be revised
downwards,

In early August BSC announced its plans
for the steel industry. Despite
considerable lobbying by Scottish groups
in recent months, B3C is not undertaking
new investment in coke ovens at
Ravenscralg, nor indeed elsewhere in the
UK. Incressingly, although debate in
Scolland centred on the nature of new
investment, it had become apparent that
the option of not replacing coke ovens was
the likely ocutcome. Much more unexpecbed
was B3C's decision to close the Garteosh
rolling mill in March 1986, with the loss
of B0O jobs. These decisjons probably
signal the end of the 3cottish steelw
making industry by the end ¢of the decade.

The Gartcosh mill rolls and finishes a
high proportion of Ravenscraig's coils of
wide strip steel for use in the
manufacture of vehicles and domestic
appliances. After March 1986 those coils
will have to De fransporied to other BSC
mills for finishing, %the most likely
destination being the Shotton works in
North Wales. This loss of an adjacent
customer and lower planned output will put
Ravenscraig's preduction at a cost
disadvanbage relative to the ouiput of the
Welsh plants at Llanwern and Port Talbot.
That disadvantage will almost ceriainly be
held against Ravenscraig in the next
comprehensive review of BSC's operations
in 1988,

Prospects of the Gartcosh mill being sold
to a private company are remocte, The
option of a privale sale was not pursued
for the Glengarnock plant which closed at
the end of March. That option is
constrained by the need for capacity
reductions, an end which is not achieved
by sale to a private company.

1t nas been known throughout the 1980's
that BSC wishes to close Ravenscraig.
The compleX has been protected since the
last major erisis in late 1982 by the
undertaking made by Patrick Jerkin, That
undertaking has been reinforced recently
ty the considerable political goodwill
generated by the Ravenscralg workers'
refusal to support the NMUM in the miners’
dispute and by the positive response Lo
exhortations to raise productivity levels.

The new strategy 1s & convenient
arrangement for both BSC and the
Government, 1t satisfies B3C's desire
not to provide any guarantees for
Ravenscraig's survival beyond 1988 and the
Government's wish to confirm its political
commitment to the main complex during the
lifetime of this Parliament. The
timescale involved also sults B3SO's
current commercial requirements since
Ravenscraig's output will be needed while
the Redcar blast furnace is rebuilt next
year and until refurbishment projects are
completed at Llamwern and Port Talbot.

uniess there is a marked
Ravenscraig's future is
extremely precarious. 4 number of
influences point Lo closure. Perhaps
most fundamentally, BSC is charged with
making the industiry commercially viable
and with preparing the industry for
privatisation. B3C has repeatedly
maintained that, given likely market
demand, it cannot achleve these objectives
with three strip mills {see previous
Commentaries) .

Thereafter,
chiange in policy,

It is clear from Norman Tebbit's comments
on the new BSC sirategy that warket and
privatisation considerations will prevail,
Social and regional considerations which
played an important part in the 1882
defence of Ravenscraig have no place in
such thinking.

The Furopean policy dimension also has an
important bhearing. Negotiations are
currently underway on the restructuring of
the Eurcpean industry. Although the
exact outcome of those negotlations lis
unclear at this stage, the EEC has already
announced that by 1990 capacity reductions
similar in scale to those of the past five
years will be reguired to balance supply
of and demand for European steel. The
EEC has also for some time been of the
view, perhaps inspired by B3C's own
position, that one of the three UK strip
mills should be closed. In the near
future, therefore, B3C may be seeking
further capacity reductions in line with
EEC restructuring.

By 1983 BRavenscraig's long-standing
locational disadvantage will be compounded
by a dire need for new invesiment in not



oniy coke ovens but also by then a blast
furnace. At that state the commercial,
privatisation and EEC restructuring
objectives could be simultaneously
gatisfied by Ravenseraig's closure.

MECHARICAL ENGINFERING

An interesting feature of this sector has
been the conflicting message coming from
the Scottish Index of Froduction and the
Seottish Business Survey (SBS). The
index of production has coontinued
remorselessly downward throughout 1984,
falling from 83 points in the first
guarter to 70 in the final quarter. The
final quarter results were by far the
lowest recorded since this index started
in 1480, In contrast, of the u2
mechanical engineering respondents to the
January 1685 Scottish Business Survey, 35%
reported that sales were up in the final
quarter of 1984, 54% reported sales
steady, and only 11% had suffered 2 drop
in sales.,
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Why were the index and 3B3 pointing in
opposite directions at the end of 19847
Presumably the answer lies in the fact
that the SBS sample does nob cover all the
firms included in the index of production,
It was noted in the last Commentary that
enly certain sectors of mechanical
engineering appeared to be in decline in
Scotland, namely mining equipment,
offshore fabrication, and power supbly.
Firms in these sectors are generally large
and will have 2 considerable effect on the
index of production. If, as seems
likely, most are not included in the 3BS
sample, then it is not surprising that the
SBS is painting a more optimistic picture
of mechanical engineering than the index .
_of production,. -0 T
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To some extent, although the index is very
out of date, it may give a2 more accurate
picture of overall trends in the industry
Lhan the 3BS, but in the process it may
miss out important changes among the
smaller mechanical engineering
establishments.

In the last Commentary it was reported
that many mechanical engineering firms in
Scotland were feeling cautiously
optimistic about conditions, and
undoubtedly this was a reflection of
improved export prospecis following the
slide in the pound. HMechanical
engineering is one of the most export-
orientated sectors of UK manufacturing.
5 1ittle over 40T of UK sales went abroad
last year (eguivalent figures are not
available for Scotlandh

It seems surprising then that improved
export sales had not fed through to either
Seotland or UK production by the end of
last year. This ig in distinct contrast
to snother highly expori-orientated
Seottish industry, textiles and knitwear.
The difference apparently lies with the
much longer production time for mechanical
engineering products. Most mechanieal
engineering firms are producing investment
goods, and a recent survey of Secottish
mechanical engineering firms found that
69% of the sample "were producing units to
requirement®.  Unlike clothing and texile
firms, mechanical engineering firms can
rarely simply increase production of an
existing product when demand improves.

UK statistics only began to show a
noticeable increase in export orders by
Hovember 1984 and export sales did not
rise until February 1985, March 1985 sau
a catastrophic fall in new UK export
orders, however, as the pound begapn o
rise, and the impact of this rise has
shown up clearly in the 3BS, For the
gquarter ended June 1985 only 42% of
respondents reported that export orders
were up compared with 30% suffering a fall
in export orders. This contrasts
noticeably with the SBS results for the
guarter ending December 1084 (before
sterling began bo strengthen) when 0% of
firms reported & rise in hew export orders
and only 3% had experienced a fall in
export orders in the last quarter of 198,
The evidence suggests that the nature of
mechanical engineering is such that it was



able to derive only a limited and very
short-lived boost from the decline in
sterling in 1984,

One interesting consequence of last vear's
fall in sterling has been the decision by
Caterpillar, the U3 construction equipment
manufacturers, to switch production from
the US to Britain Caterpillar have been
naving a very hard {ime in recent years
because of the world-wide slump in
construction projects. Their losses have
been rising for several years to a record
$428m in 1984, Caterpillar have closed
down and consollidated a number of plants
in the US as well as their factory in
Newcastle.

In the past few months Caterpillar have
reversed %the decision to continue
production of crawler tractors and loaders
at Davenport, Towa. Instead the crawler
tractor production will be added to
Caterpillar's existing plant in Glasgow,
while the loaders will be produced in
Grenoble. The Glasgow workforce has been
inereased by 130 in the last year and more
new jobs are now expected. Caterpiliar
claimed that in Qctober 1984 the cost of
manufacturdng in Iowa "was 23% higher than
in Glasgow, and the subseguent
strengihening of the dollar has moved this
Lo LQgn, Sterling’'s value, at
approximately $1.4 is now well above its
October 1984 figure of $1.2. It will be
interesting to see if Caterpillar once
again reverse their decision as a result
of the rise in sterling.

Conditions have remained uncertain among
the three Scottish mechanical engineering
sectors which were singled outb as facing
difficuities in the last Commentary.
Mining equipmeni manufacturers had been
expecting a boom in orders from the NCB
once the Board had recovered from the
strike. This boom has so far not
material ised. One positive result of the
strike was that UK mining equipment
suppliers managed to increase exporis by
6%, from £130m to £200m in 1984,
Andersen Strathelyde of Motherwell is one
of those firms which has had considerable
export success and has recently won more
orders from China.

Offshore fabricators are also suffering
From delays in orders for two of the major
of fshore contracts expecied to be awarded
this year. Three Scotiish yards, Howard
Doris, Highland Fabricabors and McDermott

have had to reesubmit Lenders for the
Sedeo Forex floating production vessel
after Sedeo failed to reach agreement with
Highland Fabricators over possible delays
or defaulis on the construction schedule,
Coneco's order for platfoerms for gas
production from its Valient, Vanguard and
Vulcan fields off Great Yarmouth has alsc
heen delaved because Conoco and British
Gas have failed Lo agree on @ price for
the gas supplies.

Meanwhile, arguments over the relative
merits of PWR and AGR reactors have
continued to emanate from poitential
suppliers {see last Commentary). At
Weirts AGHM, Lord Weir suggested that
Weir's would reap substantial benefits
from a PWR choice for Sizewell,  Babcook
have also contlnued to campaign for a PWR,
A survey by stockbrokers Hoare Coveit
argued that Baboock would need to invest
£10m in eguipmeni at their Renfrew plant
in order to complete the PWR contract,
The stockbrokers believe that Babeock
would only do this if i% was sure that a
series of PWR's were Lo be ordered.
Although Babcock has well established
facilities for the construction of
conventional coal and oil fired plants, it
is apparently keen to move into a
completely new area, at great investment
costs, because it hopes Lo then become the
sole UK supplier.

Howden in Renfrew received money from the
electricity board towards the cost of
building iits Renfrew plant for
manufacturing gas circulators for AGR's,
This time the CECB hag made it c¢lesr that
it does not intend Lo fund any invesiment
by British firms if it is allowed to go
ahead with a2 PWR at Sizewell.

ELECTRICAL AND TINSTRUMENT ENGINEERING

ELECTRICAL & INGIRUNENT
ENGINEERING DUTPUT
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The index of industrial production for
Scotland is now beginning to show signs of
the slowdown in growth which badly hit
parts of the electronics industry in late
1684, The index for the fourth guarter
1984 increased to 179 (3 points up on that
of the third quarter} but represented the
slowest quarter on quarter increase since
1982, For 1984 as a whole outpub in the
3cottish indusiry increased by 30% over
the previous year whereas figures for the
UK showed only a 14% rise. The
difficulties of the semiconductor indusiry
notwithstanding, the Scottish index can be
expected to continue to outperform the
U€'s as the industry North of the Border
appears to be weathering the current
confidence crisis in the industry rather
well.

The July Scottish Business Survey gives
rise Lo cautious optimism regarding the
future of electrical and electronic
engineering., Whereas the number of net
respondents experiencing actual increases
in the total volume of new orders over the
previous three months has fallen from 60%
in danuary to 27% in April to 25% and then
in July, a net 43% of respondents expect
increases in the next three months. {One
particularly bright feature of the
expected trend in new orders is that
orders from the 3cottish sector itself
are seen as growing by 50% of respondents.

The capacity utilisation rate has
increased in the industry %o 77%4 from 60%
in the previous Survey and stands 20
percentage points above the rate for all
manufacturing industries, A net 51% of
respondents experienced increases in
employment over the last three months,
with the increase in female employment
slightly ahead of that in male employment
While this trend seems set to continue, it
looks likely that the increase will be at
& much slower rate, a net 2T7% of
respondents expecting an upward trend in
the nexit three months.

The news of #50 job losses at Hational
Semiconductor in Greenock ab the bheginning
of June brought the troubles in the world
semiconductor industry home to the
Scottish populace in a splash of media
anguish. These redundancies, added to
the 200 people szlready shed in natural
wastage, brought employment in the factory
to around 1,100, with production running
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at aboub 4OF of the 1984 level of output,
However, the company insist that their
£100m investment plan announced last year
will still be implemented resulting in an
eventual workforce level of 2,500, While
it is pleasing to contemplate the eventual
arrival of these jobs in the depressed
Tail Of The Bank, and no-one doubts the
sincere intentions of the National Semi
management 4o implement the plans when an
gpturn does oceur, they are chickens which
may be far from being haboched. Two
factors suggest the need for csution about
the future. First, when the upturn in
demand for semiconductors does come (and
there is little evidence that it is going
to be before early to mid-1986, if then)
the price of each microchip is likely to
be substantially below the level of 18
months previously. Wnile, as demand
increases, prices can be expected to
regain some of this lost ground it is
going to take some time before revenues
return to levels which will allow major
projects to be finsznced. Internal
funding is likely to be especially
important given the present attitude of
investors to high-tech companies trying to
raise funds on the stock exchange (see
below). Secondly, the spectre of
Japanese competition in the high~-volume
microchip field (in which National Semi
and Molorola are two of the current market
leaders) is rising in the background,
Hitachl and NEC have been investing
heavily in chips which will compete
directly with some of the existing basic
products. Depending on when and how they
make their push for a larger nmarket share,
the prospects for a recovery of the major
U3 producers will be determined.

Tt is certain that the peak of orders
reached in early 1984 will not be repeated
for a while yet. This peak was achieved
mainly through over-cordering by home
computer makers, arcund twenty of whom
expected to supply between 203-50% of the
market sach. Many of these firms have
since fallen by the wayside eg Dragon and
Oric, and a number of others are unlikely
to reach 1983's peak production figures
ever again eg Acorn and Sinelair, over
supply of the latter's products being the
main cause of Timex's 400 redundancies
announced in June,

Zcotland’s semiconductor industry may have
sneezed but the cold had been raging on
the other side of the Atlantic for =
number of months, 3,000 jobs have gone



at Texas Instruments since December, 900
at Intel, around 1,000 at National
Semiconductor, 600 at Micron Technology
noL Lo mention further redundancies at
computer systems firms such as Wang and
Aopplie. The fact that the US
semiconductor presence in Scotliand has not
been reduced more suggests that these
firms do not view 3cotland as a staging
post, as some commentators have suggested,
but rather as an integral and important
part of their corporate organisations.

As mentioned above, bhe stock markef does
not seem to be favouring high-tech
business at the moment. Companies quoted
onn the Stock Exchange have seen their
share prices fall substantially this year;
nonge more 50 than the big guns  of UK
glectronics ~ GEC, Plessey, STC, Thorne
EMI, Racal and Ferranti. The reasons for
this losy of confidence by the market are
many and varied but one which must be
considered extremely worrying is common Lo
a2 number of firms in the US and UK.
Apple, Texas Instruments, Sinclair
Research, Acorn, Thorn-EMI, Inmos, STC and
Scotiand's Future Techhology Systems have
all been subjeci to boardroom reshuffles
or manzgement oustings.

One of the major worries over the last few
years has been the ability of Scotland,
and the UK generally, to supply suitably
qualified techpnicians and graduate
engineers to meet the rising quality
manpower requirements demanded by inward
investing and indigencus firms. Tndeed,
the success of the 3DA's somewhat
amorphous strategy of "eritical mass"
hinges on an indigencus supply of
innovative entrepreneurs. What clearly
must also be addressed is the supply of
quality managerial talent., |Whereas the
ability of high«tech entrepreneurs to
supply technically excellent products is
not in doubt, examples of poor management
nave abounded in a number of spheres.
Late products, poor peliability and
atrocious service and back-up® are cited
25 being the norm rather than ihe
exception in the home computer industry.
While an lncreasing supply of technically
skilled people is an obvious requirement
for Scotland's future success in the
giectronies industry, this nust be
complementied by similar developments in
our fiow of business and management skills
people, The present Government’s squeeze
on higher educaiion does nobt augur well
for fulfilment of these needs,
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The job losses abt National Semiconductor
and Timex apart, the last three months
have seen further major investments in the
Scottish high-tech sector, ACT are
expected Lo hire 50 more staff at their
husiness computer operation in Glenrothes
and Novatech Microsystems have announced a
major expansion to their business with the
opening ofa new branch plant at
Kilmarnock. Further to these
developments, two new inward investments
have been announced in the past few weelks.
Damon Biotech, which produces man-made
proteins, are to sebt up a £30m biow
pharmaceutical facility in Livingsbton
which will provide up to 300 new jobs and
DEC are to invest £82m in a new microchip
plant at Butlaw, near Soulh Queensferry.
This investment is expected to create 400
iobs by 1988,

TRANSPORT EQUIPMENT

The failings of the index of producticn
for transport equipment were discussed in
detail in the last Commentary.
Unfortunately, the special nature of this
sector makes 1t difficult to find any
aiternative guide to trends in the
industry.

Trapnsport equipmeni in Scotland is
dominated by & small pumber of large
establishments, notably the shipyards,
British Aerospace at Prestwick and British
Railts Engineering unit in Springburn.
Any sample survey of the sector is
therefore likely Lo be distorted because
it will miss out a few very important
establishments, The Sceftish Business
Survey does not distinguish transport
equipment from other engineering, and even
if it did, the inevitably small number in
the sample would mean that it would be
unwise Lo draw any general conclusions
from the resulis.

Transport equipment is, in any case,
composed of four different industries, le
shipbuilding, aerospace and manufacture of
vehicles and frains. There is no reason
Lo expect each industry to be experiencing
similar conditions. It therefore makes
sense to look at each industry separately.
&s usual, this sector is dominated by news
from the shipyards,

British Shipbuilders have recently
announced resuts for 1984 whieh reveal
that trading losses last year were down to



£25.2m, compared with £161m in 1983, The
warship sector is continuing to make good
profits, and the losses come from the
wmerchant shipyards, As noted in the last
Commentary, however, there is growing
evidence that UX merchant shipbuilding is
finalliy showing signs of recovery.

Lioyds Register reported that in the
guarter ended 31 March 198% the gross
tonnage of steamships and mobtor ships
under construction in the world was down
by 703,323 on the previous guarter. New
orders were alsc down to 3.8mg%, O.Bmgt
less tharn the previous quarter., What is
interesting is that it is the majer
producers, Japan and South Korea {who
between them received 73% of the world's
new shipbuilding orders in 1984), who are
bearing the brunt of this loss in orders,
Meanwhile, the UK and certain Eastern
European couniries, Romania, Poland and
Yugosltavia, nave won incresased orders in
the first months of 1985,  The UK's total
order book (including warships) rose by
27% {gross tonnage) between the end of
1984 and 3% March this year.

UK merchant shipbuilding should also be
boosted by a recent EEC decision which
allows the Government to raise subsidies
to statewcwned yards from 17% to 22,53 of
the price of the contract (27.5% for
Harland and Wolff)., Italian and Dutch
yards were also given permission to raise
subsidies. France is still negotiating
with the Commisszion over the rate for its
subsidies. The Government had asked for
a 35% subsidy for British yards, and there
was disappointment at the small rise
agreed by the EEC, This higher rate
ghould, however, help the merchant yards,
to compete against the lower prices
offered by Japan and South Korea.

The Government's policy of privatising
commercially profitable sectors of
rationalised industries inevitably led
them to offer British Shipbuilders!
profitable warship ysrds for gale, while
holding on to the lossmaking merchant
yards. This policy proved successful
when Yarrows was bought by GEC.  GEC have
finally reached agreement with Yarrows'
workforece in an arrangement which gives
the workers a pay rise of approximately
5%, plus a one-off payment of £1,000, £60C
of which is compensation for loss of the
British Shipbuilders’ (BS) redundanoy
scheme.
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In contrast, the scheme for privatising
Hall Russell in Aberdeen has run into
considerable difficulties, In recent
years the vard has specialised in offshore
patrol vessels for the Roval Navy and last
year made a profit of £765,000. The
probilem is that Hall Russell's future
profitability is by no means assured,
The yard has work teo take it through to
the autumn of 1986, but no more orders
from the Royal Navy are expected in the
near future. Michael Heseliine announced
in June that defence estimates for 198%/6
did not include allowance for any
expenditure on offshore patrol vessels,

Only three organisations have shown
interest in buying Hall Russell. The
first, a consortium headed by lan Sproat,
withdrew ciaiming that the Government had
spent too long deciding on their offer,
British Aerospace, who have worked 1n
conjunction with Hall Russell on the
design of a new offshore patrol vessel,
appeared interested for a while, bhut
apparently lost interest when it became
certain that there would be no new orders
from the navy in the near future.

Only one interested party remains, a
consortium headed by accountant Ian
Philips and including former Labour Energy
Minister Dr Dick Mabon, The same problem
seems to be arising for this consortium as
with the Spreat group, ie given the
uncertain future of the yard, the
consortium is not willing te offer
anything 1ike the £5m the Government is
believed to be asking for Hall Russell.

Inereasing concern is being expressed by
the Hall Russell workforce, Aberdeen
Couneil, and local MP's over the long
delay in deciding the future of the yard.
The Government has been cailed on by
several interested parties including the
Philips consortium to end privatisation
plans and retain Hall Russell as part of
B85, Indeed it has been polnted out that
although Hall Russell has recently
received a stream of naval orders, it was
never seen as a2 purely warshipyard, Hall
Russell was included among the
warshipyards to be sold off.

The decision to place Hall Russell in the
warship department of BS has put the yard



at a considerable disadvantage.  Under BS
regulations warship yards may not tender
for merchant orders, Hall Russell is
conseguently also excluded from
benefitting from the EEC subsidy
{(intervention fund) for merchant
shipbuilders. The long delay in selling
Hall Russell and freeing it from the
restraints it faces under BS, has
exacerbated this situation and has
hampered Hall Russell in its search for
new orders,

Government plans to privatise the naval
dockyards has also run into considerable
opposition., The all party report of the
Public Accounts and Pefence Commitiees
argued against privatisation of the yards,
but this was ignored by Michael Heseltine,
who confirmed in July that Rosyth and
Bevenport will be put under commercial
management within 2 years. He predicted
a loss of 400 Jjobs from Lhe 6,300
presently at Rosyth. The workforce
immediately held a 2% hour protest strike.

One of Scotland's few remaining vehicle
manufacturers, BL's Bathgate factory,
which produces engines for the Roadrunner
series, looks increasingly set to ¢lose
next year. Bl. has already announced
plans to close the plant in the summer of
1986 unless a buyer can be found., Two
potential buyers. tractor manufacturers
Marshalls of Gainsborough {who use the BL
engine in their tractors), and JCB
¢xcavators, bhave both abandoned plans
to takewover the plant. There are no
other buyers on the horizon and shop
stewards are afraid that BL will be happy
to sell the plant to property developers
who are interested in building a hyper-
market on the site,

In contrast, the small specialist car
manufacturer, A £ Scoiland of Glasgow,
have recently signed a £2m deal with Alfa
Romeo for the manufacture of the new AC
Ecosse car, and hopes to add 60 people to
its workforce as & resulti.

CHEMICALS AND MAN-MADE FIBRES

Output of chemicals and man-made {ibres in
3cotland rose by 4% in the final quarter
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of 1984 mainly as a resuli of greater
cutput in the organics sector, The index
of industrial production is now at its
higgast level since the first quarters of
19 *

The volume of output in the UK chemicals
industry rose by 6% in 1984 ax a whole
even though there was only a modest rize
of 0,5% in the fourth quarter compared
with the previous quarter. This was the
second year in succession that output rose
substantially. The rise in output
centinued in the opening months of 1988
but the latest provisional data suggest
that there was a pause in growth in the
three months to May. Significant gains
were achieved in all sectors of the
industry during 1984, with organics and
plastics performing particulariy well and
with substantial increases in production
of fertilisers and agrochemicals.
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The volume of exports showed a big
increase in 1984 {10%) and this trend
continued in the first guarter of 1985
when exports benefitted from strong
overseas demand and the relative weakness
of steriing against other international
currencies. Home demand showed a
significant rise (2%} in 1984 with the
result that the ratio of exports $6 home
sales now stands at 448%. The increase in
oubtput in 1984 combined with fairly stable
employment indicates a further rise in
productivity in 1985,

Foellowing close on the heels of Fermentech
{see last Commentary), & £30um technology
plant is to be bullt at Livingston by
Damon Biotech of the U3, The plant,
claimed to be the biggest of iis type in



the world, will manufacture monoclional
anti-bodies, man-made proteins used by the
drug industry. The plant is to be built
and paid for by the SDA and the Government
is to contribute towards the cost of job
training and research and development,
The project is expecied to create 300 jobs
over the next four years.

The new Livingston plant is to be the
principal production cenire for Damon's
monoclonal anti«bodies, The company's
existing plant in Boston, Mass, with
production capacity of only 10% of that
planned for Livingston will be used as a
piloet plant for research and development.
Work on the site will commence in January
1686 and produstion should start Louwards
the end of 1986, The first stage of
operation will be the recruitment of 25 to
30 schoolwleavers and graduabtes who will
undergo training at Damon's plants in the
US at the Government's expense, Be
Chemicals is to invest £12m in a new plant
at Grangemouth to product Yemethyl
pentene~1, & co-monomer used in the
production of linear low density
polyethylene (LLDP), The plant will have
a capacity of 25,000 tonnes/annum,
Construction is expected to begin in the
Autumn and is due for completion in 1987,
An arrangement has been made between BP
Chemicals and HNeste Oy the Finnish
chemical company, whereby the latter will
uge part of the new plant to make cow
monomer for their own polyethylene and
have acecess to BP Chemicals! Hepethyl
pentene~1 technology.

According to the MEP for mid-Scotland and
Fife, Mr Alex Falconer, Scottish
companies’ waste disposal costs have
soared since the closure of the RewChen
plant at Bonnybridge. The MEP claims
that ICI's Grangemouth plant has incurred
additional costs of £175,000 per annum in
transporting noxious chemicals Lo England
for disposal. Mr Faleoner is concerned
that this increase in costs could place
Jjobs at risk and could also lead to s
build-up of toxic waste materials in his
constituency. In an open letter to the
Scottish Secretary, Mr Falooner has asked
Mr Younger what action he proposes to take
for the disposal of dangerous chemicals,
and if he will ensure that incinerators
for the safe disposal of these chemicals
will be built in Scotland,
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A Glasgow-bazed chemicals supply company -
Power Service Products - established in
1983 is forecasting an increase in
turnover frow £600,000 to £1.5m in 1685,
the products handled Dy the company range
from simple debergents to specialist
coatings for the oil industry. Recently
a new product has been added to the range,
called Power Steel, which, it is claimed,
converts rust back into steel and can be
used as an undercoat primer that can be
applied under wet conditions, Although
the product has only been on the market
for & few weeks, 1%t is already accounting
for some 10% of total sales. the company
has at present 35 employees and 1s
expected to double the workforee within 2
years,

The major company news is centred on ICI's
disappointing halfuyearly resul$s, when
profits hefore tax at £53%m were only £3m
above last vyear's comparable figures,
The company attribute the resulis o
sterling strength against the Deutschmark
rather than the US dollar, Steriing's
appreciation against the Deubschmark is
believed to have eliminated most of the
improvement in competitiveness against the
West German Chemicals industry achieved by
the group since 1980,

Despite all the re-structuring of the past
six vears, ICI s$ill generates almost 50%
of its szles in two areas - petrochemicals
and plastics and general chemicals ~ where
UK capacity is comfortably in profit at a
sterling exchange rate of DM3.50 and
parely profitable at DM4.00, ICi's
experience was exceptionally unfortunate
since during the second guarter processing
raw materials purchased with expensive
dollars earlier in the year and selling
the finished product in expensive pounds,

Division results for the first six montns
showed a distinct gap between the
performance of commodiiy chemicals and
that of more specialised, high-valued
products, The petrochemicals and
plastics division suffered a 37% fall in
trading profit compared with the previous
year; fertilisers were down 16%; and
general chemicals profitability fell by
5%. The more highly specialised
agrochemicals business turned in a 37%



improvement in profit; pharmaceuticals
were 15% ahead; and speciality chemicals
{including a three month contribution from
their latest US acquisition - Beatrice)
almost doubled their profit.

Finantial forecasters believe that the
third quarters results from the company
may be even worse.

BP Chemicals Internatienal have also
reported poor trading results with an
operating profit of £im for the first
quarter compared with £26m & vear ago.
The company laid the blame on a weak
market for its products and significantly
increased production costs because of bad
weather,

Textiles and clothing i3 perhaps one of
the few Scoitish sectors for which the
index of production does provide a
reasonably accurate indication of general
trends in the volume of production, This
sector proves suitable for indexing for
two reasons. First, most of the outpub
is easily measured in volume terms. ¢g s¢
many yards of a certain quality of
textile, so many pairs of wool socks.
Secondly, the industry is spread across a
large number of relstively small
egstablishments, Thus, even if a few
establishments do not complete their
returns, enough establishments, should be
covered by the sample to provide a
reascnable impression of what is happening
in the industry.

It is not surprising, therefore, that the
indeX of textiles and clothing has been
fairly consistent during the last year.
There has been only marginel revisions of
estimates from one guarter to the nexi,
and the index has followed a path that has
been confirmed by all the other avidence
coming from the industry, ie a notlceable
expansion of ocutput throughout 1984,
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The index does, however, have one major
drawback, Tt is always several months
out of date, It alsoc provides no
information on the sources of changing
demand (home or overseas), nor trends in
employment, In these respects the
Scottish Business Survey (SBS) comes into
its own.

Unfortunately the SBS is limited in its
geographical coverage. It only takes in
firms within the boundaries of the
Aberdeen, Dundee and Tayside, Edinburgh
and Glasgow Chambers of Commerce,
Significant sections of the Scottish
textile industry, most noticeably the
quallity knitwear manufacturers, bui also
to a considerable extent wool textile
firms, operate in the Borders. These
firms will not be included in the B3,
which suggests that the survey will be
biased towards made-up clothing
manufacturers and the production of the
cheaper quality knitwear and Lextiles,
For this resson it seems advisable %o
refer to both the SBS and the index of
production when following the fortunes of
clothing and textile production.

The last few Commentaries have reported a
massive rise in export sales among
knitwear and wool textiles manufacturers,
This has been particularly true among
Scottish firms, but has also occurred
elsewhere in Britain. It may seem
surprising. therefore, that the British
Textile Confederation has recently
announced that 1984 saw a record UK
deficit on trade in textiles and clothing,
29% higher than 1983, This result is not
as depressing as it first appears.
Export earnings were in fact well up, but



they were outweighed by the growth in the
value of imports. Much of the rise in
expenditure on imports is explained by the
fail in sterling and the consequent rise
in the sterling value of imported items.
The growth in the volume of imports was in
fact fairly limited. he Confederation
report that the volume of textile importis
only rese by 10% during 1984 and the
voiume of clothing by 9%, This matched
the rise in the volume of British retail
sales over the vear and, in fact, import
penetration has remained fairly stable.
The most interesting result is the slow-
down in the growth in the volume of
elothing imports throughout 1984, By the
first guarter of 1985 the volume of
clothing imports was actually 1% down on
the same quarter in 1984,

Previous Commentaries have discussed at
length the boost in exports that Scotiish
wool textiles and knitwear have received
from the decline in sterling., The impact
of the falling pound has been slower to
feed through to the clothing sector which
mainly serves the home market, but there
is no doubt that clothing manufacturers
throughout Britain were benefitting from a
switeh away from imports by the end of
last year.

Tt is very difficult to obtain an
impression of what is happening in the
Scottish e¢lothing industry, Unlike
knitwear and wool textiles, there is ne
umbrella body for Scotland which can
provide an overall sassessment,
Furthermore, the majority of clothing
mapufacturers in Scotland are subsidiaries
of English or overseas {lrms, and so it is
often impossible to obtain information on
their performance distinct from their
parent company.

Information drawn from a few of the larger
firms does, however, indicate a
consistently good performance durinhg the
last year, For example, Baird Textiles,
which owns a pumber of clothing factories
in Scotland enjoyed a IT% rise in turnover
in 1984, Vantona Viyellez reports good
progress by their Scottish subsidiaries
Welch Margetson and F Miller. Daks
Simpson in West Lothian have recently
announced that they dre Lo add 100 jobs to

their present workforce of 165,
Alexandra Workwear, which has the majority
of its manufacturing based in Scotland,
increased profits by a massive 82.6% in
the vear ended January 1985. Meanwhile,
Clethland, a manufacturer of sweatshirts
and jogging suits, which already operate a
plant in Dalkeith has announced the
opening of a second plant, employing 30
people, in Livingston,

These casual impressions of a recovery
among Scottish manufacturers are
reinforced by the results reported in the
SB3, which, as we have already noted, will
be biased towards coverage of clothing
firms. At the end of December 1984, 65%
of the clothing and textile respondents
reported that the veolume was up, none
reporting falling sales. A rise in both
BK and export sales was egually
responsible for this improvement.

A1l sectors of the Scottish clothing and
textiie industry will now be under
considerable threat from the rising pound,
which has been appreciating since
February. It is very noticeable that
optimism in this Industry has declined
since the Survey at the end of 1984, AL
that time #4% of respondents felt more
optimistic about the general business
situation but by the June survey this
figure had fallen to 26%. In December
67% of respondents said that the volume of
new orders had risen during the previous
three months, while by June only 48% had
experlenced increased orders,

There is no doubt that the slump of the
pound at the end of 1984 brought shortw
term bepefits to Scotiish clothing and
textile manufacturers, but there must be
some doubt as to whether the disruption of
such rapidly fluctuating exchange rates is
really in the Jong-ternm interests of the
industry.

The Glasgow-based textile, varn and
clothing firm, Coats Patons, saw profits
rise by 26% for the year ended Pecember
1984, The company estimated that aboub
half of this rise in profits was a direct



consequence of the falling pound. The
improved profits result from the increased
sterling value of the earnings from
overseas subsidiaries as well as higher
export earnings by UK plants. Even with
these good results, the Chairman, Sir
William Coats, comments as foliows on the
fluctuating exchange rates:

"Long-term planning becomes
almost impossible, and it seems
unsatisfactory toe have an
international exchange system in
which rates are dictated by money
flows and not by the fundamental
competitive situation. The
Speed at which exchange
variations are taking place
Creates a heavy adjustment burden
on industry.”

A recent report by Euromonitor
Publications does, however, provide some
hope that the recent decline in clothing
imports is not entirely determined by the
value of the pound, According to
Euromonitor, British clothing tastes are
moving "up-market”. They are becoming
more distinctively British, with imported
styles, such as those using denim and
Asian cloths, losing popularity. These
changing tastes give British firms the
advantage when it comes to responding
gulckly to new styles,

Multi-Fibre Arrangement

The Government has announced that it
intends to argue for renewal of the MFA
Wwhen it meeits with other EEC
representatives Lo decide on an gverall
EEC approach.  The Government statement,
by Paul Channon, Minister of Trade, was,
nowever, noticeably vague on the long-term
prospects for the MFA, He commented ®the
renewed MFA, which should be designed to
carry on from July 1986 into the wider
GATT negotiations, would be more liberal
than the present one®,

Channon's statement appears to imply three
things {a) that the next MFA will reduce
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import restrictions into the EEC; (b} that
the new MFA will only exist for a short
period until the next GATT round, expected
to open within a couple of years; and {¢}
Lthat probably the UK Government will argue
for the scrapping of the MFA in the GATT
round. This last point has not been made
clear by the Government, but is indicated
in other statements by Government
ministers, along with the May Treasury
*Economic Progress Report® which extols
the virtues of bpoth the Silberston Report
(which advocated short-term renewal of the
MFA pending a complete phasing out of the
Arrangement) and free trade. The British
Textile Confederation and other Knitbing
and Ciothing Manufacturers' Associations
remain very unhappy with the Government's
position,

OTHER MINERALS AND MINERAL PRODUICTS

The index of industrial production for
this sector shows, provisionally, an
increase of just over 2% in production
levels in Scotland in the fourth quarter
of 1984, For the yvear as a whole,
however, & 5% fall in the level of output
was recorded, bringing production down to
a level comparable with 1981, the worst
year of the recession, The Scottish
sector's performance appears to be
relatively worse than that of the UK as =
whole, where the level of production has
been stable over the three years to end-
1984,  However, it is advisable to view
the initial results of the index with
caution, as they are usually sublect %o
revision in subsequent guarters.

OFHER MINERALS ETC QUTPYT
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Sales of building materials in Scotland
have been relatively weak up to April this
year, and their performance 1is



discouraging because a more buoyant market
is usually expected of that time.
According to the Builders Merchants'
Federation, whose members distribute more
than £3b of construction suppiies annuily
in Britain, materials sales in Scotland
for April were 16,23 lower than in the
same month a year previously, while
cumulative figures for the year ended
April were 9.3% down on the preceding
year, Most of the BMF's ten regions
suffered declining sales in the same
perigd, but the Scottish resuits were the
vorst.,

PAPER, PRINTING AND PUBLISHING
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In the final quarter of 1984, the Scottish
index of production for paper, printing
and publishing industries at 95 (1980100}
stayed unchanged from the previous two
quarters. It was however up on the level
of 91 recorded in the corresponding
quarier the previous yeasr, For 1984 as z
whele, output in SBcotland was 6% higher
than in 1983, compared to a rise of 4% in
the UK in the same period.

More recent information from the Scottish
Business Survey indicates that a
significant proportion of respondents
experienced a fiat trend in orders and
sales volumes in the second quarter of
this year and an even higher proportion
{84%) expect little change over the next
three months. However, a positive
balance of respondents are pessimistic
about progpects for sales and orders Lo
the domestic market, pariiculariy with
respect to the rest of UK. Employment
prospects have been revised downwards with
only 5% of survey respondents anticipating
some increase in employment over the next
few months.
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Paul Harris investments {Edinburgh) Ltd,
trading as Paul Harris Publishing, has
gone inko liquidation following an
unsuccessful share flotation in April on
the over«the~counter market., The failure
of the flotation left the company with the
burden of the costs associsted with the
flotation and inadequate capital with
which, amongst other things, to complete
the scquisition of the Thistle Publishing
Group, publishers of Scottish Portrait.
Notice of complaint regarding the
organisation of the share flotation has
been filed by the company to the National
Association of Security Dealers and
Investment Managers, The liquidation has
resulted in the loss of ten jobs.

John Menzies has bought Early Learaing, a
company which specialiises in the sale of
childrens' books and educational toys,
from Fine Art Development, the greeting
card and mail order group. In a deal
costing £8.84m Menzies acquired the
company's 96 siores, nine of which are
located in Seotland,

Recent announcements by Dundee-based Low
and Bonar underline its strategy of
specialising in three main areas of
activity; packaging, textiles and
electronies, It is negotiating the sale
of Bonar Langley, the last of its
engineering interests, in a management
buy-out deal costing over £2m. The
company also anpounced plans to invest
£3.4m in its UK packaging division with
the aim of kKeeping the group ahead of its
rivals in two film markets, pearlised
polypropylene and linear low density
polyethylene. Low and Bonar also went
into the market place to purchase shares
in Cole Group, the Surrey-based plastics
and electronics company. By mid-July,
Low and Bonar had increased its
sphareholding in Cole to 25.76%, thus
strengthening its hand should it wish to
become involved in a takeover bid for
Cole,

Finally, a £1.7m investment in new
premises by M & A Thomson Litho of East
Kilbride will lead to the creation of 40
new jobs there, The company with
interests in legal and educational
publishing and, more recently, the



printing of compuber manuals has taken
over a 15,0600 sg £t factor unit next to
its existing factery, & move which the
company say will also safeguard existing
jobs,

OTHER MANUFACTURING
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The index of production for other

manufacturing in Scotland rose for the
fourth consecutive guarter to stand st 103
in the final quarter of 1984, In
reversing a 3% decline which occurred in
the sarly part of 1984, the index is now
at its highest level since the first
quarter of 1980, although still some 13%
below its pre~recession peak of 118 in the
second quarter of 1979, For the UK, the
corresponding index remained stable at 99
thoughout 1984,

Receivers were appointed to timber
merchants  Riddoch of Rothiemay in July.
There is however some optimism that the
company could be 501d as a going concern.
At risk are the company’s three sawmills:
Kilmaliie near Fort William, Kinncir near
Huntly and Mosstodloch near Elgin which
employ in total 250 people. The
Kiimallie plant, the largest of the three,
employing approximately 100 people, had
undergone a £5m modernisation programme in
1681, Inability to get together a
refinancing package to resolve the
company’s more immediate financial
difficulties seems to have been the factor
which precipitated the company's crisis.

Elsewhere in the sector, Brownlee, the
Glasgow timber merchant has bought W Lang
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of Paisley, a soft-wood timber merchant,
Brownlee who in the year to March 1684
made pre~tax profits of approximately
£2.6m on a turnover of over £34m, acquired
Lang for £700,000,

COMPANY FORMATIONS AND DISSOLUTIONS

The second guarter of 1985 saw company
formations rise to an all~time record for
a three month period of 1518, The strong
upward trend in start-ups therefore
continues unabated.

TOTA. COMPANY FORFATIONS
1N SOOTLANG
2006,
1590
19089,
580
771 a5 2
TOTAL COMPANY DISSOLLITIONS
IN SCOTLAMD
1509,
1808
598
#
171 85 2

At 896 dissclutions have fallen to
something 1ike the historical norm after
the last quarter’s unprecedented peak of
1451, Previous Commentaries have
mentioned, however, the dangers of reading
too much into this raw data with regard to
the level of entrepreneurship and economic
activity in Scotland.
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The Service Sector

FTRANCIAL. SECTOR

The Government's plan for the ending of
the 3tate earnings-related pensions scheme
{SERPS) has not been greeted by the
Scobtish institutions with the enthusiasm
which might have been expected. Several
of them have argued that the low level of
the minimum contribution and the
competition for business from other
institutions suggest that the business is
unlikely to be sttractive., It is clearly
the role of management to assess Lthe
prospects and response appropriate for
different markeis but on the surface at
least the comments are not those of an
ageressive, expanding industry but rather
those of a protected oligopoly. Fortunes
have been, and surely will continue to be
made, by devising schemes to tap small
savings. Institutions that fail fo
embrace such opportunities are unlikely to
have a secure, growling future and such
comments inevitably raise guestions about
their record with regard to innovation and
competition.

Humerous comments have been made in recent
menths about the renaissance of the
investment trust movement together with
suggestions that thelr future is now more
secure, The cause of such optimism is
not hard to find, & variety of
apnouncements by the trust have suggested
that management has recognised profitable
opportunities and has plans to exploit
them., Typical of such announcements is
the possible tie up between the Scottish
Northern Investment Trust (SNIT) and the
aggressive and small but growing
Stanecastle Assets, Foliowing the
inmitial announcement, at least three other
groups, Baillie Gifford, Britannia Arrovw
and the Investment Bank of Ireland, have
entered into negotisbtions with SHIT,

Such negotiations raise a number of
interesting issues abouti the rights of
shareholders, the duties of the Board and
the role of management in investment
trusts.

There is now considerable academic
evidence showing that the market in
investment trust shares is efficient.
Put simply this means that investment
trust shares respond quickly to new
information, Announcement of a takeover,
unitisation or liquidation, for example,
results in an immediate appraisal of the
news and induces an appropriate response
in the share price, Despite such
reassurance investment trust shares
continue Lo trade at a discount to netb
asset value, The size of this disecount
far exceeds, for the vast majority of
investment trusts, the cost of liguidation
or unitisation® and begs the guestion:
why aren't more trust liquidated or
unitised?  Surely rational investors will
find it profitable to induce investment
trusts to liquidate and realise for
investors the difference befween the
discount and the value of agsets {less the
costs of liguidation)? A variety of
possible explanations may be advanced to
explain this conundrum of an efficient
market but apparently irrational behaviour
on the part of investors.

The one that best fits the facts is based
onn the fast expanding area of Agency
theory which examines the relationships
between owners, managers and debl holders,
It suggests that the source of the problem
is the nature of the management contracts
petween the sharehclders of an investment
trust and its managers. Managers may be
expected to tie up thelir management
in such a way as to make its termination
dgifficult. BRecognition that investment
trusts with valuable assels cannot easily
be dismembered in the face of management
opposition implies that the price of a
trust must reflect the return appropriate

hraper, P, Gibson, H & Stevens J

and Market Efficiency®.
Aissocliation, Arizona, June 1385,
Hniversity of Strathclyde,
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for the risk assumed and not the value of
its assels. Management costs reduce the
return avallable to shareholders so that
trusts trade at a substantial discount.
Far from being irrational, shareholders
realise the difficulties in realising a
trust’s book value and value the shares
accordingly.

The tieing up of management contracts by
investment trust management hag becoms,
for some, an art form, Possibly the
easiest path to follow is to become part
of an investment group. The independent
trust Is alone and exposed, Takeover or
liguidation can be forced on it by its
major shareholders, in contyrast, the
same trust as part of a larger management
group may be cushioned by the existence of
a network of share holdings in the trust
held by assocliated companies, funds and
Brusts, A& simple example is provided by
a group of three trusts each of which
holds 25% in each of the other two trusts,
The group, and hence the managers. control
50% of the shareholdings and votes. Any
change detrimental to the mapagers can be

stopped.

The example is extreme but illustrates the
possibilities. It helps explain the
substantial reduction in the number of
independent trusts and the desire of SNIT
to become part of a management group
rather than remain independent. Some of
the motives for other moves such as the
recent formation of Dunedin Fund Managers
are also laid bare. It seems plausible
o suggest that further such moves may be
on the way.

The main contribution of the Agency
argument is not however concerned with
these moves. It is interested in the
relationship between shareholders and
managers. The managers want to protect
their management contracts, The
interests of the shareholders are
secondary to the managers' own interests
of prolonging their own stream of income.
Becoming part of & group may enable thenm
to hang on to these contracts ionger than
would otherwise be possible. The losers
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are the shareholders. Liguidation or
unitisation would almost certainly be &
more profitable alternative to the
continued existence of & trust trading 2t
a substantial discount. Shareholders in
SHIT and any other trust with similar
schemes should consider carefully any
proposals laid before them. Indeed,
ideally they should persuade their
managers to lay out the financial
implicstions to the shareholders of
alternstive possibilities inciuding
unitisation and liquidation. The
existence of substantial unlisted
securities in a portfolic or loan stock is
unlikely %to make unitisation or
liguidation an unprofitable alternative
for shareholders, although it may be for
the managersl It is timely to remind
Boards of investment trusts that their
role is to represent the interests of
shareholders instead of protecting
managers and doing their bidding.

DISTRIBUTIVE TRADES

The July Scottish Buginess Survey (SBS})
reported a further increase from last
quarter in the level of optimism of
wholessle traders. This would appear
well founded, for although net sales are
marginally down on the previous survey &
net 28% of respondents enjoyed improved
sales and 47% expect this to continue over
the next 3 months, Judging from the most
recent Distributive Trades Survey from the
CBI/FT (end of June 1985) the Scottish
experience reflects UK trends, as
wholsalers' sales volumes in the last
quarter continue to exceed those of
earlier this year., However the Survey
does point out that builders' merchants
and agricultural machinery wholegsalers are
fairing less well compared Lo other
wholesalers, They blame this on the
imposition of VAT on some building works;
and milk quotas and tax changes.

Unfortunately last guarter's suggestion
that actual and potential increases in
wholesale sales might result in employment
growth in this sector have not been
substantiated. The latests 585 found
that respondents had exerienced falls in



employment and expect further job losses,
Some part~time jobs have been created but
these were far cubweighed by the number of
full-time 3ob losses,

At the regional level, sales are up on the
1ast quarter in all areas except Dundee
(see Tabie 1). The substantial increases
in actual sales coupled with the rise in
expected sales in all four areas help
explain the inereasing confidence of
wholesalers, (lasgow traders appear to
have more cause for optimism than those in
other areas, Overall, the most probable
constraint on a further increase in sales
has been identified as insufficient ficor
space, which hasg gprompted revised
investment decisions, Credit faciiities
and stock shortages are also mentioned
significant constraints,

Table 1 Geographical responses to April
1085 SBS Sarvey: wholesaling

Item fialance of respondents in:
G E b A
% b3 % %
Qwerall

confidence UP 425 £4 +3 + 5
Actua}

sales P 435 +51 N +30
Expected

sales UP  +78 % 4+ 3 39
Actual

employment UP  +2% +8 -5 ~19
Expected

empioyment UP -~ 5 N -5 ~8
Investment

intentions UF 421 #H 2 + B

Key: & = Glasgow E = Edinburgh
D = Dundee A » Aberdeen
N = No change

Scottish retailers like thelr counterparis
throughout the UK enjoyed a particularly
prosperous three months to end June 1985,
Scottish Business Survey respondents
reported a net £2% increase in sales over
the period with a further rise of 66%

expected over the next quarter.
Meanwhile, the most recent CBI/FT survey
found last quarter's retaitl sales
improvement 46 be well in excess of those
for the first three months this year.
However, June's retail sales, although 43%
up on those of June 1984, were slightly
below expectations.

Nevertheless, both the 3BS and CBI/FT
surveys are in line with estimates
released earllier this month by the {30
which suggest that consumer spending is
beginning to improve after an eighteen
month period of stagnation. Consumer
spending was 2% greater in the second
guarter of this year than the first.
This together with the announcement of
haif & percent cut in the bank lending
rate to 125, can only serve to justify the
improving confidence of the retail sector,
Improving conditions in the industry will
help achieve the increased empioyment
forecast by SBS respondents, thereby
consolidating last guarterts 17%
employment gain. However, in Scottish
retailing, as in the wholesale sector,
there has been a distinct shift in
employment from full to part-time working
which would seem likely to continue,

The regional pattern in retailing ls
iliustrated in Table 2. This quarter,
like last, Dundee appears Lo have fared
distinctly less favourably than other
regions, and again this has probably
contributed to the lower level of optimism
among Dundee retailers than In the rest of
Scotland. However, Dundee retallers
report a merked increase in the intention
to invesk. Insufficient floorspace and
stockshortages are once more identified as
the factors most likely to inhibit sales
growth in each of the Scottlsh areas.

The CBI/FT survey for motor traders
indicates that sales volumes were broadly
in iine with June expectations, at 1%
higher than sales a year ago. 4 slight
improvement (7% up on July 1984) is
expected for the July figures but, of
course the most interesting figures are
for August when the new C registration
comes out and sales reach their annual

peak.



Tabie 2 Geographic responses to April
1985 SBS Survey: retailing

Item fialance of responses in:
G E B A
* % * *

Overal:

confidence 1P +31 +35 +18 +3¢

Aotual

sales Uy +89 +93 420 +85

Expected

sales P +86 +43 20 +50

Actual

employment. UP 24 -2 N +27

Expected

employment UF <37 +11 + G +1

Investment

intentions UP +14 + 2 13 +29

Key: G =z Glasgow E = Edinburgh
D = Dundee A » Aberdeen
¥ = No change

TOURISH

The Scottish Tourist Board's 16th Annual
Report for 1G84-85 was published in July
vontaining its verdict on last year's
performance by this sector of Scotland's
economy.,  This is largely based upon the
Nationaz! Survey of Tourism in Scotland
(NSTR), a fvolume and value® survey of
domestic tourism {by GB residents only) in
Scotland introduced by the STB last year.
The Feurd has withdrawn its support for
involvement inthe British Home Tourism
Survey {BHTS) which it felt did not give
an accurate refiection of domestic tourism
in Scotland, The BHTE will continue Lo
be published by the British Tourist
Authority (RTAY and to be supported by the
Kational Tourist Boards for England and
Wales. Although it will continue to
collect data relevant to Scotland, these
data will not be included in the annual
repert., The 1984 BHTS results will be
published later this year. The 5T will
maintain its support for the International
Passenger Survey (IPS) published by the
Pepartment of Trade and Industry which
proviges inforration on overseas visitors
te the country. Its summarised findings
are normally released each September,
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Tnhe Chairman of the S§TB, Mr Alan Devereau,
0OBE, states that the new Scotland only
NSTS invalidates any comparisons with
former all-British studies of previocus
years, Nevertheless, he confidently
reports that 1984 was "another record year
for Scottish tourism with sales exceeging
£1,400m", The STB claims the NSTS
indicates that touwrism in Scotland now
generates a per capita income of about
£270 compared with £180 for England (see
Table 1} although how these comparative
figures were arrived at is not explainped.

Table 1 The volume and value of tourism

in Scotland, 1584

Trips Bednights Expenditure
millions millions £ millions
GB restdents 13.2 6.3 1,161
Overseas
visitors#® 1.2 1.8 292
Total 18,3 7.7 1,453

*Provisional figures

Sowuree: STB's National Survey of Tourism

in Scotland

If the NTS is more accourate in its
estimates of the vojume and value of
tourism to Scotland then it must be
welcomed as an improvement in the data
base on tourism in Scotland. However,
ST8 resources might have been better
utilised in further encouraging
improvements to the BHTS rather than
declaring UDI, It is not possible, for
instance, Lo compare the relative
importance of tourism in Scotland to
England and Wales and observers and
planners will have to walt yvears before
NSTS will be useful for discerning trends
in tourism in Scotland. The real data
requirements for those involved in tourism
in Scotland are not at the national
{macre) level but at the local (micro)}
level., Plamners and potential developers
in tourism are continuvously frustrated by
the lack of adequate information and are
faced with generating it themselves in
expensive cone=0ff surveys for specific
projects. This constitutes a serious



detriment to investment in Scottish
tourism, The STB ¢could provide a real
service Lo the development of tourism in
seotland by fulfilling this basic
requirement.

The 3TB believes that estimates of
experditure by British tourists contained
within the NST3 asuggest that the
contribution of tourism to Scotland's
economy has beeen considerably undervalued
in the past (the 1983% BHTS estimated that
GB resident tourists made 11 million trips
te Sectland generating 50 million
bednights and £600 million expernditurel,

The 5TB's i6th Annua) Report places great
emphasis on marketing activities,
particularly the newly acquired ability to
promote Scotland directly overseas (rather
than through the BTA as was the case
before the passing of the Tourism
{Overseas promotion) (Scotland} Act 1964,
Much to the ceontrary of conventional
wiadom, the 3T8's Chairman does not
believe that the relatively strong value
of the US dollar during 1984 had any major
benefit to Scottish tourism. He puts
his faith in the hardwork of his staff and
the cost effective use of the STH's
£200,000 overseas promotions budget. He
still awaits the Secretary of State for
Scotland's deferred decision regarding the
recommendation by the Scobtish Affairs
Committee on the Highlands and Islands
Development Board (HIDH) that the HIDB
should cede its tourism marketing
functions to the STB. This, he argues,
will further enhance the cost effective
rarketing of Secotland as g tourist
destination, The 3TE's outgoing Chief
Executive, Br D A Pattison {(one time
lecturer at Stratheiyde University and
former tead of the HIDB's Tourism
Division), states that "during 1GE5/UE the
foard will continue to estsblish a strong
business foundatior to enable the positive
and aggressive marketing of Scetland in
the future, The S57B's energy and
resources would then be devoted to
tackling the more intractable problems of
Scottish tourism, such sz seasonality,
extending the oversess rarkeils, broadening
the marketl base and the uncommitted
market". This apparently corstitutes a
change in the 3T8's marketing strategy
which ccupled with the introduction of its

verification classificution and grading
schemes for tourist sccommedstion
represent the Board's major objectives

Pr Pattison will be leaving STB shorily it
take up an appointment with Arthur Young
Mclelland and Moore the accounting and
matagement consultancy group. Like &
nimber of cther consultancy companiern they
are seeking to estshlish a stronger
presence in Scottish tourism. This
coincides with the recent launch of the
Scottish Development Agency's {&D4)
Tourism and Leisvre Division which has
also been recruiting staff, It will pe
interesting to note how many companien
maintain their interest in Scoltish
tourism cnce the 3SDA has complieted its
investment programme in that sector,

Twe majior reports on tourism in Britein
have been published in the last few weein,
Lord Young's Interministerisl Commitlee of
Enguiry was set up to look at ways of
removing obstacles to development of
tourism which exist within the public
sector. This repart was publiszhed tog
late for any serious discussiorn of its
findings to be irnciuded in this
Commentary. in assessment of ite
findings will be ircluded in the rnext
issue, The Confederation of Britisk
Industry's (CBI) report on the chillerge
und opportunity of travel and tourism wes
pubiished early in July. The CEI
commissioned Professcr Medlik of the
Urdversity of Surrey to survey the whaole
field of tourism ir Britasin and o make
recommendaticns zbout jts {utoLre
development, The report ertitied oying
Guests' 15 cleprly a lobhying ool
addressed to the Goverrniment. Tvs
recommendations refiect this and can Le
summari sed as fo) lows,

i) There is 2 rewl reed for a policy W
state Lthe Goverrnmentfs position n
tourism and whit iis commitment
entails in order Lo provide clear
guidelines for the machinery of
Government LES maEny Bgendien
cencerned with tourism, A seninr
minister in the Department of Trace
and Industry should bave tonrior =
& maior respohsibiisty, with koo

7
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{111}

{ iv)

Covernment departments whose
activities relate Lo tourism being
represented on a permansnt senior
interdepartmental committee chaired
by him/bher to co-ordinate their
approach to tourisn.

Early decisions are required on the
future statutory responsibilities
for tourism promotion, development
ant co-ordination. The report
mekes specific reference to Scobland
in this respect and to other regions
where in addition to tourist boards,
cther statutory agencies are
increasingly involved ir tourism.
Their respective roles need to be
reviewed and clarified,

Since the sterling exchange rate is
an important influence on the volume
¢f overseas visitors and their
expenditure {as well zs on GB
residents' travel abroazd) the
Government could assist the ftourism
sector by enswring the establishment
of a reslisiic exchange rate and the
maintenance of its stability.

The BTA should be given inereased
funding to enhance its promotional
efforts of Britain to overseas
markels.,

Tourism is about the movement of
people and is dependent upon an
efficient transport network {also
vital to manufacturing industries
moving goods to both the British end
cverseas marketsh The Government
should review its ocurrent stance
on investment in  transport along
with other infrastructure
investment., Tourism depends for
much of its resource base on
public investment in conservation,
environment and national heritage.
An  adeguate level of public
funding has to be sustained in
order to maintain and improve
the fabric of Britain both for
its own people and as a place
bo visit,
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{ vi}

{(vii)

There is scope for the review of
criteria for financial assistance
towards tourism projects under
Section 4 of the 1969 Development of
Tourism Act with greater prominence
being given to smaller businesses
which predominate in the tourism
sector.  The Government should alse
consider extending regional
development grants Lo the tourism
sector thereby enabling tourism to
increase its contribution to some of
the sress of grestest economic and
social need, whilst at the same time
removing one of the last rewmaining
cases of discrimination against
Lourism investment in this country.

Other recommendations include
reducing YAT to zero rating on
services purchased by overseas
visitors in line with retail
pupchases, simplifying planning
procedures and rationalising
building regulations, withdrawing
restrictions on shop opening hours,
relaxing licencing hours in line
with the successful reform in
Scotland, and abolishing some legal
constraints on gembling %to increase
foreign earnings. The report's
recommendations end with a cgll for
Government action in the fieid of
employment protection legislation
concerning controls over pay, hours
of work and other conditions of
employment which are seen as
impediments to increasing the number
of Jobs in the tourism sector.

These recommendations bear remarkable
similarlities to those made in z series of
feature articles on tourism published in
the Commentary during the last year.



The Labour Market

DEVELOPMENTS IN INTERNAL LABOUR MABKETS

Internal labour markets are markets for
labour gservices which exists within the
firm, A given stock of employees can
generate a wide variation in the flow of
effective labour services depending on its
utilisation rate, Against the background
of some ¥spare ocapacity? in the use of
existing iazbour, an increase in demand is
iikely to be mef initially by increases in
the utilisation rate of the existing
labour force through: reduced short-time
working; inereased effort per hour; and
increased overtime working. In the
agsumed circumstances this is a much
cheaper way of increasing output than
increasing the size of the labour force:
for increases in employment can be
expensive Lo implement, and such decisions
tend to be very costiy to reverse.

3ince all increases in internal labour
market activity increase productivity
measured as outpul per person, the latter
series provides a potentially useful
indicator of overall internal labour
market activity., The accompanying graph
indicates that this measure of
productivity has exhibited marked
increases over the 1980s. However, past
Commentaries have noted the ambiguity in
interpretation of this productivity boom,
in particular, its assocciation with
declining manufacturinhg sector employment
suggests the need for scepticism of the
of ficial view that this is "good news®,

Recent changes in the varijous components
of <hanges in internal labour market
actlivity are documented in the
accompanying graphs. The ocutput per
person hour measure of productivity
provides a crude {seasonally adjusted)
measure of fluctuations in effort per
person hour since it takes into sccount
the effects of both short time and
overtime working., Hours lost through
shortwtime working per person again show
some reduction, and overtime hours per
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person continues to exhibit an increase,
The co-existence of short~time and
overtime working most likely reflects
heterogeneity of experience across
industries and different skill groups.

CUTPYT PER PERSON HOUR In

1@, SCOTTISH PANUFACTURING

~N

P T TETTET

B4

Economists have for some time been aware
of the potential significance of the hours
dimension, of the labour input, and in
particular, the role of overtime hours as
a buffer used to absord unanticipated
fluctuations in demand, However, many
institutionalists have tended to regard
overtime hours as part of the overall
wage~employment bargain and as not
necessarily reflecting especially
productive activity.

Tables 1 and 2 summarise recent trends in
average working hours for Scottish male
and female manual workers respectively.
The second column show$ average overtime
hours worked over all manual workers
while the fourth column indicates average
overtime hours among those actually
working overtime,

Average overtime hours for male manual
workers exhibit a pro-cyclical pattern
{keeping in mind that the last cyclical
peak occurred in 1979}, as would ke



expected if the *puffer® view of overtime
hours wag valid, However, the range of
variation is fairly limited and this is
not inconsistent with an institutionalist
view of the role of overtime working.

Tade 1 Aeroge workirg hoes in Socobland; il

Lime pzile mapned workers
Peroen-
Ortire e iime
as receiv,  hoas of
Nl Overe § o oftime thoee work-
asic  fime  basic Y ing oftine®
Wre W0 5.9 4.8 5.3 10.7
197 385 6 153 1.3 0.6
wE o 65 1.3 57.3 11.3
197 &t 6.7 BT 57.8 1.6
190 00 67 183 B0 1.3
9 399 5.0 125 48,1 0.4
1982 38,5 5.3 13 9.2 106
198 393 AL RS 48,4 0.1
198 3.4 5.4 137 5.3 0.5

¥ (vertime/per oerft receivirg o/time pay) x W0

Table 2 Averoge working hoars in Scoblamk Ad1-

time farpile marial warkers
Peroen-
Viime: e Otine
&3 receiv.  hours of
Horwal Over. % of otime  thoe wri.
basic  time besic Y irg o/tine®
196 387 1.2 3.1 17.8 6.7
W77 389 1.2 30 16.8 7.4
198 BE 15 39 2.1 6.8
1979 38.8 1.3 3.4 17.6 7.4
190 BB 12 38 16.9 7.1
1981 BB 10 26 A 8.9
1982 85 11 28 B2 6.8
198 382 1.3 34 191 6.8
168 38,3 ta 3T 210 6.7

*ewertine/per cent recedving o/tise pay) x W00

Given the comparative constancy of normal
basie hours {which is considered below),
overtime as a percentage of these baslc
hours also exhibits a procyclieal
pattern., Inspection of the final two
columns of Table 1 suggests that
ad justments Lo overtime occur primarily
through fluctuations in the percentage of
male manuval workers whe are working
overtime rather than through fluctuations
in the number of covertime hours per
overtime worker, This might reflect the
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specialised nature of some overtime tasks
or perhaps the allocation of overtime in
discrete blocks in accordance with
seniority.

Overtime working is much less prevajent
among female manual workers both in terms
of the percentage receiving overtime pay
and the number of hours worked per
overtime worker., Thus in 1984 51,32 of
male manual workers were working overtime
whereas only 21% of their female
couterparts did so., However, since
reaching a minimum in 198%, overtime
working has tended to increase, especiazlly
in terms of the percentage of female
workers receiving overtime pay.

Normal basic hours over the period have
been comparatively stable (particularly
when it is recalled that the New Earnings
Survey is bagsed on oniy a 1% sample, so
that no significance can be atbributed to
mincr year to year fluctuations in
estimatesd basic hours)., This is what
would be expected given that basic hours
tend to be institutionally determined, and
0 are not subject to short-run
adjustments by either emplovers or
employees. However, over the longer term
standard hours can be altered through the
collective bargaining mechanism and,
indeed, over the course of the century
basiec hours have failen by over a third.
This probably largely reflects the
importance of increased reazl incomes
increasing the demand for leisure. This
in turn generates supply side pressure for
& shorter working week and less working
weeks per year {since there are advantages
to employees and employers alike to
leisure being taken in discreet blocks).

DEVELOPMENTS IN EXTERNAL LABOUR MARKETS

EMPLOYMERT

The composition of changes in employment
over the year to March 1985 are generally
in line with longer term trends as Tables
3 and 4 indicate., However, toftal numbers
employed over this year did in fact
in¢rease by arcund 12,000, Whilst any
increase in employment is, of course,
welcome news, this figure should be viewed
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against the background of an estimated
incresse in part-time female employment
over the same period of 21,000 and an
estimated fall in male employment of
10,000, Given the industrial compesition
of the changes, full-time equivalent
employment seems unlikely to have
increagsed noticeably {and could even have
failen}, Over the period since the last
(moderate) eyelical pesk {June 1979} to
March 1985 numbers employed actually fell
by 187,000 despite an increase in part-
time female employment of 64,000, The
fall in full time equivalent employment is
thus almost certainly significantly
greater than a simple head count of those
in jobs suggests.

The trend towards part-time employment
has, of course, been apparent over a much
longer period. Thus the total number of
part-time workers in Scotland increased by
over 100,000 between 1971 and 1981
{Source: Labour Force Surveys), Part of
this increase simply reflects the relative
growth of those industries in which part-
time female employment is most
concentrated. However, it has recently
been estimated that over two thirds of the
inerease in part-time employment cannol be
attributed %to a pure industrial
composition effect (MeNie and
Carmicnael ,1985), and so reflects a
substitution effect in favour of part.time
workers. Previous Commentaries have
stggested that this could in part reflect
the firms’ desire for a more flexible
workforece in the presence of a more
uncertain business envirorment.

As already noted, the industrial
composition of employment changes in the
year Lo March 1985 broadly reflects longer
term trends. Thus employment in
manufacturing industries fell {by 5,000 -
see Table 3), whereas it rose in the
energy and water supply industries by
24000, and employment in agriculbture, ete,
and the construction industries alse fell
{by 2,000 and 5,000 respectively), Total
service sector employment inereased over
the year by 22,000, although virtuslly all
of this must have consisted of part~time
female enmployment. Transport and
communications was the only service sector
to register a fall in employment over the
pericd {see Table #)}. The trend
contraction in predominantly male, full-
time emplioyment in the production and
construction industries continues then, as
does the trend increase in service sector
employment f{especially part-time
employment for females),
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EARMINGS

Earnings have figured prominently in the
news during the last c¢uarter as a
conseguence of two Government decisions.
First, the Covernment announced its
intention te reform Wages Councils by
exciuding those under 21 from the
Councll's protection and by restricting
their powers to the setting of a minimum
hourly rate and single overtime rate.
Seceondly, the Government decided to
impiement the recommendations of the
Plowden Report on top peoples' salaries in
the public sector.

It is difficull to reconcile either of
these decislons with the Government's
Stated intenticn of increasing the
flexlbliity of the labour market, and its
continuing emphasis on the need to price
workers into jobs, The Government!s view
i3 that labour markets are generally
competitive except for the frictions
imposed by intervention {such as through
Wages Counciis and incomes policies) and
the power of trade uniens. Figure 1
rovides a simple iljustration of the
overnment's perspective of a typical
labour market.

Renl Figure 1
Wage !
Woin b o o e
Be b — 1
2
Weeiling §. o _ _ I B
t 1 :
| y ) 1
i | j
I i
: . P , ]I
i 1 ! j
= =3 P 5}
Lc Lmirsl' I‘mi nI"c

[

The demand curve for labour is negatively
sioped reflecting an inverse relation
between the real wage and employment
demanded, (see the last issue of the
Commentary for a detajled exposition and
evaluation), The supply curve of labour

L]
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13 positively sloped reflecting an
assumption that more labour is supplied a=
the real wage rises, Equilibrium, which
would be attained avtomstically in the
absence of "frictions® cccurs at real wage
We and employment level Le,

In the Government's view Wages Counciis
set minimum wages at a level above the
equiliprium leve] We ~for example at Wmin
in Figure 1. They consequently induce an
excess supply of labour at Wmin, and,
Eiven that workers cannot persuade firms
to employ more than they would wish at tho
prevalling real wage, employment will be
Binin « which is less than iLs equilibrium
level., Wages Councils therefore reduce
empioyment and, given that displaced
workers are eligible to ciaim benefits,
increase registered unemployment.
Abolition of Wages Councils would, of
course, reverse these effects, However,
even given present assumptions an adverse
distributional effect i3 possible,

Wnat is surprising in the light of thisz
anzlysis is that Wages Councils were not
abolished altogether. It seems unlikely
that distributional considerations were of
paramount importance (eapecially given
acceptance of the Plowden Report}, and iv
any case it is not ciear why any :such
considerations would not extend equaily Lo
the young, Exclusion of thcse under 23
combined with retention of Wages Counciis®
power over other workers: geems curicus.
Retention of the Councila seems Lo
indicate an acceptance of the view that
some "protection” is necesszary {and Lthus
that markets d¢ not cperate in the
competitive way assumed in Figure 13,
Higher youth unemplovyment, on the
Government's view, is attributable to too
small 2 differentisl belween the under iz
and others. But, given that the
Government has decided that protection &f
necessary, the logical reform would have
been to introduce a two tier minimum wage
system which enforced s minimumn
differentisl,

P

It 35 perhaps worth noling, however, itnst
minimum wages for the under £z couls have
¢reated preblems for the [prelaned
extansion of the Youth Traiming Icheme.

Rerort's recommentdes
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is not necessarily inconsistent with the
Government's view that people should be
"oriced into" jobs, For suppose
persistent informal publie sector incomes
pelicies had forced top peoples’ real
Wwages below the market clearing rate to
Weeiling in Figure 1, The excess demand
that resulis would push employment toi%
given that emwployers cannot induce
employees to part with more labour
services than they would wish at the
prevailing real wage. In such a context
an increase in real wages to We would
increase employment,

However , as Brittan (1985) has argued
recently, it is exiremely difficult to
"iustify® the Flowden Heport in these
terms. The implied threatensd exodus to
the private sector has not manifested
itself in actual movement and
comparability is the principle thab lies
at the heart of the report - and yet this
is precisely the principle that the
Government has apparently been seeking Lo
itmdermine hoth directly via its industrial
relations legislation and attitudes to
other groups of public sector workers, and
indirectly through its macroeconomic
policy stance,

The reform of Wages Coupncils is, it is
true, likely to moderate youth
unempioyment slightly, but largely at the
expanse of other workers if, as the
Covernment now apparently believes,
employers who are covered have some degree
of market power, Implementation of the
top peoples' pay awards must make it
rather more difficult for the Government
4o continue to deny the relevance of
comparability elsewhere in the public
sector,

Table 5 summarises recent average weekly
earnings of male employees in Scotland.
The most striking feature in recent years
is the very marked increase in the non-
manualemanual differential from 20.7
percent in 1979 to 33.5 per cent in 1984,
{The differential is defined as [non-
manual less manual earnings/manual
earnings] times 100}, The impression is
that manual workers' employment has
suffered comparatively more cver this
period, and in itself this seems difficult
to square with the notion that the price
of labour is an all-imporfant determinant
of employment., It is however consistent
with the recession exerting a differential

impact on the demands for skilled and
unskilled labour which in turn caused a
widening of the differentizal.

Tdle 5 Mversmye woddy earmirgs of  nmele anployess
in Seckland {at Aril)

Ny Averope wodkly

wmanal/ wedkly eorvdrgs
Bverage weddy merwel  exciudirg o
SHTHIES differ- tine
mnElhoc-mnl®  edbial Mool {(8-(DxI00
{1} 2 @ W 16
916 66.2 .8 21 B4 B2
T ) 8.0 21 &7 B4
8 B 9.8 26 BB &
9 Wb 1138 o7 TaE 8.8
W 122 139.8 246 B0 8y
1681 2.8 1B1.8 256 WL Ba
e 1%9 1799 34 1172 B
1983 B8 1.6 #E 1BaE BE
9" 162 2086 #BE OIBA Ba

# Up to April 1983 eqrmirgs refated to males aged 2
axd over axd females 18 ad over Wk from Arid
198 emrmirgs are for males ayd females on adil
rates,

Souces; HNew Farmings Sarvey
Soottish Eeonate Bulletin

Not surprisingly the percentage of total
earnings atbribulable to basic hours only
is counterwcyclical as column {5) of Table
% makes clear., This is what we would
expect given the procyclical nature of
overtime hours,

Male-female earnings differentials in
Scotland are presented in Table 6. The
most striking feature of this differential
is its gbsolute size, In April 1984, for
example, male manual workers earned a
total of 71.1% more than their female
counterparts and the differential for non-
manual workers was 76.9%., Admittedly,
once overtime payments are omitied from
the calculation the male~female
differential for manual workers is reduced
significantly to 53.5% in 1964, a fact
which reflects the concentration of
overtime working among males which was
neted earlier,

Over the 14976 to 1984 period the
differentizls for both manwal and non-
manual workers do seem bto exhibit a
slight upward trend, and there iz some
evidence of a prowcyclical pattern with
peaks of 72,4% and 79,44 in 1974,



Tie & Malofemale earmings differentials in

Soctlard (Axsl 1988)
Mverepy weeldy
exrvings exiuding
Keroge iy eardngs overtdime
¥oinl  Nooamreml Wanni
difTer differ— differential
erkial ezl (/1)
@ 2 ) {1
e 680 g 1.1 54
1977 65.9 1.9 1.1 5,2
918 622 76.3 1.2 =Ry
9re 2.4 7.4 1.3 5.1
19 692 788 11 g
%81 T3 Th,g 11 2.5
9 729 78,1 1.1 54,0
3 63.8 78.6 1.1 3.2
19 7 .9 1.1 5.5

¥ Up to Ardl 1993 earnirgs related to males aged 21
and over ard femsles 18 and over, b from April
1984 ecrrrirgs are for males ad females on adit
rates,

Sovpoes:  Naw Earmings Sarvey
Sottish Econrde Budletin

Table 7 Hanual male-female earnings
differentials by region {(April

1984}
Manual Female

Male Female differ- as %

manual manual ential of male
Gr.London 169.8 1090.4 5%.2 64,4
Remainder
of S.Bast 153.3 93,2 64,5 60.8
E.Angliaz 146.2 (94,5) (54,7} (64,72
S.West 142, 84,9 58,9 62.9
W.Midlands 148.6  92.% 60,8 62.2
E.Midlands 147.9 88,1 67.8 59,6
Yorkshire
& Humber 150,84  89.2 68.6 59,3
N.West 1811 92,3 63.7 61,1
North 1%2.0  90.8 67.4 59,7
Wales 48,9 94,0 58,4 63,1
Seotland  156.2  91.3 71.1 58.4
Source: New Earnings Survey 1984 (Part E}

Table 7 provides estimates of the? manual
worker male-female differential for
regions of the UK economy. Whilst

Scotlsand ranks second in terms of male
earnings, it ranks only seventh in terms
of female earnings for manual workers.
The male-female differential is in fact
greater in Scotland than elsewhere,
Naturally this implies that female
earnings as a percentage of male earnings
is lower than in all other regions
{58.4%), Whilst the absolute level of the
manual worker differential is, of course,
reduced by netting out overtime payments,
the broad pattern of differentials is not
mueh affected,

However, considerable caution should be
exercised in the interpretation of these
figures, In particular both the manual
and non-manual categories cover a very
heterogeneous group of workers, and
different regions have very different
industrial structures,

UNEMPLOYMENT AND VACANCIES

Table 8 summarises Scottish unemployment
totals for recent months, The seasonally
adjusted figure rose each month from
November 1984 until June 1985, but fell
slightly in July 1985, However, the
unadjusted total of 352,262 in July 1985
represented an increase of 15,100 over the
preceding July and in fact was the worst
July total since 1933 (although
comparisons over such long periods musy be
made rather cautiously since a number of
chapges have been made in measurement
methods.) The accompanying graph
indicates the continued upward trend of
guarterly seasonally adjusted
unemployment,
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Table 8 Scottish unemployment

Table ¢ Scottish vacancies unfilled at
Jobcentres

Seasonally adj. Unadjusted
excluding inciuding
schooi-leavers schoo}~leavers
mumber rate nunber rate
{000s) % (000s) (%}
1984
July 323.5 14,3 336.7 14,9
hug, 324,48 14,4 336.8 14.9
Sept. 326.4 165 349.2 15.5
flet 326.2 TH. 4 343.1 15.¢
Now 325.9 thou 3434 15.2
Dec 326.3% 14,4 343,1 h.2
1985
Jan 328.0 14,5 362.2 6.0
Feb 3129.2 4.6 3n7.2 15.8
March 331.6 4.7 351.9 15.6
April 3381 15.0 354,7 15.7
May 338.7 15,0  349.9 15.4
June 339.3 15.0 35,6 15.3
July 138.6 15,0 52.3 15.6
Source: Department of Employment Press
Notice
Furthermore, whilst the number of people

covered by special employment and training
measures is small as s proportion of total
employed, it stood at end June 1985 at
100,854 « 28.7% of current unemployment.
However the actual effect on registered
unemployment 1s likely to e far less than
this since, for example, some of those on
schemes would have been employed anyway,

Becent frends in vacancies are summarised
in Table G, Alvhough there is some
distortion to the April and May figures in
particular, the number of unfilled
vacancies appears to have increased each
month since March 1885 on a seasonally
adiusted basis ang since February on an
unad justed basis.  Assuming that problems
of matching the skills reguired by
employers have not increased this could be
indicative of a slight improvement in
conditions on the demand side of the
labour market, which might subsequently be
reflected in employment and, possivly, in
a2 reduction in unemployment, The
accompanying graph of quarterly adivsted
vacancies registers & rise in the (irst
guarter of 1685,

Seasonally adjusted tmadjusted
nmamber

mumber
1984 July 15.2 18.7
Aug 16,1 6.4
Sept. 6.3 16.9
ot 17.7 18.0
Nov 16.7 16.5
Pec 15.6 14.6
1985 Jan 15.8 11.8
Feb 15.2 13.8
Mar 14,8 14,2
April# 15,3 15.9
May# 15.4 6.7
June 15.8 iT.4
July 17.2 17.6

® The statistics of vacancy stocks vere
distorted during April and May because
of a change in the M3SC Employment
Bivision's administrative arrangements,
During the month to April there were
delays in the recording of notified
vacancies and of vacancies which had
either been filled or withdrawn by
employers, This resulted in an
artificial increase in the April level
of unfilled vacancies, The distortions
in April have been substantially offsef
in the month of May and the recorded
stocks for May should not be minimally
affected.

Source Department of Employment Press

Notice
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INDUSTRIAL RELATIONS IN SCOTLAND

Seottish industrial relations continues to
be dominated by fears of insecurity of
employment and uncertainty as to the
future,

The privatisation of the Royal MNavy
bDockcyards, noted in an earlier Commentary,
with the likely loss of more than a
thousand jobs at Rosyth, is but the first
stage of contracting out a range of
Ministry of Defence work., A further 1086
Jobs are threatened {576 on the Clyde, 440
Resyth, and T0 at Kyle of Lochalsh) by
suggestions to privatise the Ministry of
Defencels marine services work which
includes harbour berthing, ferry services,
mocrings, salvage, tank cleaning and oil
polliution controll), The announcement by
BSC to close Garteosh with & loss of 800
Jobs will virtually dictate the closure of
Ravenscraig by 1490, threaten the security
of employment at a number of private steel
plants and end production steel on any
significant scale in Scotland.

The sporadic action by HNUR members in
Glasgow arose over British Rail and
Strathclyde Regional Council plans to
introduce single manning, or driver-only
operators (D00} to reduce the Council's
subsidies covering loss-making lines.
However, underlying the dispute are
British Rail's attempts to restore
progress on productivity improvements. To
date both the NUR and ASLEF have
recommended that members refuse Lo ¢o-
operate until a full agreement has been
reached, This issue was, by agreement,
avoided in the annual pay talks in April
1985, The cumbersome negotiating
procedures, the impracticability of
adapting the driverwonly operating
practices agreed for freight traffic to
passenger traffic and the issue of
regional subsidies are likely to make this
matter, along with other productivity
proposals including reducing manning
levels at stations and ticket offices,
feature in localised disputes for some
time %0 come.

The instruction to Scottish Health Beoards
0 cut ancilliary budgets by 5% for the
current financizl year and tO make savings
of 1% in 19856 has extended fears of job

T

losses already raised by the requestis to
put a range of services out to tender,
Together these proposals will, in the long
term, imply more than 1000 job iosses.

Az yet the introduction of new technoclogy
in printing and the attendant problems of
redefining demarcation and recognitlon
lines has not been a feature in Scotland,
However, it is unlikely that the national
Seottish papers will avaid such problems
especially if the satellite printing,
planred, by Eddie Shah, is successful,

Uncertainly characterises both the
teachers' and bank staff's disputes. The
rejection by the EIS of the latest
Scottish Office proposal followed the
earlier rejection by the teaching unions
in England and Wales of the proposal by
the Secretary of State for Employment.
The Scottish Office offer implied an
additional 2.%% teo the, a5 yet
unspecified, awards for the four years
from 1986/7, It is clesr that the
management side envisage a degree of
staging in any increase, possibly linking
payments to changes in the contract of
employment. The EIS plans to intensify
the work to rule, curriculum boycobil,
examination boycotts and selective
disputes, However, closing some schools
for up to a month wiil be difficult te
sustain for a second year especially if it
requires the doubling of the twice monthly
levy, The lack of a genuinely new of {er
from the Government suggests that thelr
policy, unlike that of the management side
of the Scottish Negotiating Committee, 1o
based on wearing down rather than
negotiating with the EIS,
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Regional

The announcement in July of record
unemployment figures for 3cotland as a
witcle is reflected in the seasonally
unadjusted totals for individual regions,
411 regions, with the exception of the
Western Isles. experienced an increase in
the numbers registered as unemployed
during this period. The most significant
inereases were in Fife (1.3%) Central
{1.0%) and Highland {0.9%). Strathclyde
now tops the unemployment rate, 18.8%, and
is closely follouwed by the Western Isles
with 17.8%. Grempian and Shetland remain
relatively isolated from rising
unemployment with rates of 7.8 and 5.6%
respectively, {(see Table 1}

e 1 Unemployment by Scottish regionm:
seorally unad jeded

Crexee

Tzl shiwe Retel

Ay My Ady hdy  Goee

5 1981 19 195 b
Borders 3,521 + 1% 9.2 8.8 0.4
Certral 18,717 +1210 1.1 .1 +1.0
Dfries &
Gallowsy 7,601 +33% 133 12.7 .6
Fife DT w175 BS 18,1 +1.3
Grarpian 17,062 + 913 7.8 1.3 0.5
Highlad 12,410 + 789 5.1 4.2 .9
lothian 80,130 %72 127 12.3 0.4
Strathe
clyde 19,007 3 188 8.3 W7
Tayside  &,939 #1301 W9 42 .7
Western
Isles 1,78 -~ 128 178 194 ~1.3
Orikney T o+ 57 1.0 0.1 +#1.9
Setlard &8 + 77 56 B3 0.7
Seotlad 202 HFHH b 14,9 0.7

Scaroe:  Departmert, of Bployment

Cumnock and Sanquhar has replaced Irvine
as the travel to work area (TTWA) with the
severest unemployment problem, But for
every region there is a wide range of
unemployment experience. This is greatest
for Grampian where the difference between
the TTWA with the pighest (H} and lowest
{L} unemployment rates is 17.0% {(see Table

e

&

58

Review

Table 2 TTWA with highest and lowest
unemployment rates in each region

TIWA % Hel,
H Berwickshire 13.6 6.0%
Borders I. Galashiels 7.6
H Alloa 19,2
Central L Stiriing 1.6 7.6%
Damfries & H Cumnock &
Galloway Sanguhar 6.1
L Dumfries 10,3 15.8%
H Kirkcaldy 6.9
Fife L North East Fife 11.4 5.5%
H Forres &34
Grampian LAberdeen 6.1 17.0%
H Sutherland 21.7
Highland L Inverness 1.5 10,24
H Bathgate 21.5
Lothian L. Haddington 8.6 12.u%
H Irvine 25.8
Strathelyde L Ayr 8.6 12.9
H Arbroath 18.1
Tayside L. Perth 10.0 8.1%
Source: Department of Employment

Male unemployment rates continue to exceed
those for females, In the absence of more
definite information, it is difficult to
say how much this is due to the greater
propensity to register among male members
of the workforce,

The differential is grestest in
Strathelyde (10,9} and the Western Isles
(11.6}. However, in the relatively low
unemployment areas of Gramplan and
Shetland the differential is negative with
figures of -0.1 and -0.5 respectively.
This can probably be partly explained by


http://IXmfri.es

the preponderance of male-~dominated jobs
amongst those offered by the North Sea oil
industry The positive differential
explained by the observed jncrease in
mainliy part-time female empioyment over
the past two years or 80 in Scotland as a
whole, (see Table 3},

Tabje 3 Regional utiemployment rates for
males and females
Male Female M.F
% %

Border 10.0 8.3 1.7
Central 14,0 12.3 6.7
Dumfries & Galioway 14,58 11.3 3.2
Fife 7.6 2.7 4,9
Gramplian 7.7 7.8 0.1
Highland 17.9 11.0 6.9
L.othian 15.9 8.9 .0
Strathelyde 23.6 12,7 10.%
Tayside 17.8 11.4 6.4
Western Isles 22,8 1.2 11.6
Orkney 12,8 8.5 4.3
Shetland 5.4 5.% (3,5
Note: Year on year changes may

contradict those for the tetal
figures in Table 1. This is
because the percentage rates are
caleulated using different
esztimates of the number of
employees,

Source: Department of Employment

Table 4 charts the reported vacancies for
July 1985, These show some overall
improvement, especially in Tayside,
Borders and 5Strathclyde. But, by
calculating unemployment/vacancy ratios,
it can be seen that these changes have had
only a slight influence on the employment
prospects for the existing unemployed, In
five regions there are more than twenty
unemployed persons per reported vacancy,
{see Table 5),

Using data derived from the computerised
count of unemployed claimants, the
analysis of past Commentaries can be
repeated allowing s fuller picture of
unemployment experience in the Scottish
regions, It is assumed throughout the
following analysis that (i} the labour
force is homogeneous (il} that no

Table § Vacancles by Scottish reglon

Total Charge since 3

July 85  July 8% Change
Borders 478 118 +24,69
Central B2z - 15 - §,12
Dumfries &
Galloway 403 - 2 - (.50
Fife g9l -19% ~15.52
(arampian 2419 T + 7.11%
Highland 895 - Bl - 7.5
Lothian 2415 112 + 4,64
Strathclyde 8325 1645 +19.76
Tayside 1009 263 +26.,07
Orkney it - 30 -63,83
Shetland 72 11 +15,28
Western Isles B3 - 12 ~14,46
Scotland 17,862 1,944 +10.82
Notes:

{ i) The statistics for vacamcy figures are
distorted tids month because of 2 dhage in Ue
M3C's Employment Division's administrative
avagamats s hees resulted in delays in
the records of mtifications of vacarcies ad
of vacarcies which have either been filled or
withdrawn by employers and has led to an
artificial increase in the April level of the
stock of vecancies,

{i1) Vacancies include those motified at Career’s
(XYices ay the Erploymert Services Division,
This leads to overcouting and thee a margirel
overestimation of the true nanber,  However
this is more fhan compensated for by the
expectation thet reported vacamies represent
aord oe thind of ahul totals,

Tabie 5 Unesployment/vacancy rates
April April 3
1985 1984 Change
Borders 7.37 9.29 weld 7
Central 22,11 19,48 16.9
Pumfries &
Gal Loway 18,06 17.G4 0.7
Fife 20,86 15.93 30.6
Grampian T.05 719 - 1.9
Hightand 13.87 12,14 14,3
Lothian 19040 19,35 - 1.3
Strathclyde 23.67 28.37 ~16,6
Tayside 25,71 32.97 22 G
Western Isles 20,94 19.60 6.8
Orkney 15,57 8,77 7.5
Shetland .14 10,34 -11.6
Seuree: Department of Dmployment



individual has entered, ieft and then re-
entered the register in the period under
study, and (iii) that unemployment was
constant throughout the period under
study, Althougn these may be thought {o
be restrictive and unrealistic agsumptions
they are necessary to allow the
caleulation of measures of average
expected unemploymeni edperience. Given
the lag between the reporting and analysis
of the data and its avallablility. the
latest pericd for which {igures are
available is the firast guarter of 1988,

Table 6 tabulates the median duration of
unemployment spells of those on the
register in April 1985. This is
accompanied by information on the
percentage of the stock of unemployed
attributable to gach spell length., In
Table 7 this information 13 given in
cumulative format, allowing direct
caleulation of the total percentage of
the unemployed for less than the perlod
shiown,

Table 7 % Unemployed per duration (weeks)

<& <13 <26

30.9%
26,40

<52

T0.73
63.39

£3.46
65,70
74,10
72.90
61.25
55.95
42,25 £3.006
37.75 60.93
556.14% 79.09

43,67 67.25

<T04

83,54
80.05

79.45
82.22
%‘32
86.15
78.10
72.57
T6.43
76.43
89.20

82,26

Borders 5.93
Central 6.76
hmfries

& Giway 5,98
Fife 7.1
Grampisn 7.39
Highland 7.0%
Lothian 5.78
S/elyde 4,73
Tayside 5.15%
Orkney 3.7%
Shetland 8.74
Western

isles 6.55

50.25
41,63

41,08
41,88
52.09
85,73
40,16
36.23

23.59
2702?
39.93
26.52
25,3

22,22
28,47
20.66
31.58

24,78

Tahile 6 Medizn dmation of unemployment spetl and

distribution of uneplovment duration (wedcs)

T experiencirg drsbion (weeks)

Medtion 0% &

wecks Ot 413 13-36 B2 S3-H over
orders 5.8 5.8 503 19.29 20.48 12.81 6.8
Carral 07T 6,76 19,64 19,29 21.76 16.56 18.%
Dunfries
& Ghay W06 4,08 1861 1785 2242 15.98 BB
Fife 3.9 7.11 20,16 16,61 2082 16.%2 1117
Cragisn 245 7.39 2858 16,16 22,01 2.2 3.8
Highlam 28.86 7.05 1947 20.21 26.17 3.5 3.5
icthian 388 5.15 19.32 7.8 2081 5.3 258
S/clyde .09 4,73 740 W01 10721062 208
Tayside B8 5.15 1932 17,78 20.81 15,34 21.58
riaey %&3XE&%1UB&B%&8%
Setiarg 22,75 BTG 22081 28,50 22,95 10,11 10.78
Western
Istes .50 6,55 8.3 18.89 2581501 7.

The median durations all exceed twenty
weekes, &y in most cases are almost double
this., In Strathclyde, for instance,
median duration is 4200 weeks. Given
tat the majority of Scotland's werployed
register in Strathclyde, this gives sme
indication of the seriousness of the

80

Source: Department of Employment

problem of long term unemployment, Even
in the relatively low unemployment areas
of Grampian znd Shetland, the wmedian
durations exceed 5 months,

In 9 out of 12 regions, more than half of
those on the register had been unemployed
for more than & months, In B out of 12
more than 30% had been on the register for
6 months to 1 year and in 5 out of 12
regions more than 20% unemployed had been
registered for more than 2 years., HNot
surprisingly, regions with a relatively
lower unemployment rate suffer less from
longer term unemployment spells. For
instance, in Shetland and Grampian more
than 30% of those on the register have
been unemploved for less than three months

bPata on flows onte and off the register
during the periocd have been used to
calculate the measures reported in Table
8. The probabiliiy of leaving the
register is calculated as the off-flow
during the periocd divided by the stock
figure at the period end. It indicates
that if each unemployed persen ¢an expect
the same employment experience then
upwards of one guarber could expect to
leave the register every three months.
Again, Strathclyde fares relatively badly
on this measure with a probability of only
28%., This compares with a figure of 55%
for Grampian,



Table 8 Probability of leaving/joining
register and expected frequency

of unewp]oyment

Proba— Proba- Expected

bility bility frequency

of of of e

leaving Joining ployment

register register spell

(%) {2} {months)

Borders bg 4,3 69.5
Central kth 6.0 5.0
Domfries &
Galioway 34 45 67.0
Fife 36 5.7 52.2
Grampian 5% g2 7.4
Highland az 6.2 8.7
Lothian 3i 4,3 0.1
Strathelyde 28 5.6 53.3
Tayside 33 5,2 58,0
Orkney 34 3.4 89.1
Shetland 54 3.0 48,5
Western Isles #0 6.4 47,1

Source: Department of Employment

The probability of joining the register is
calculated by expressing the on-flow
during the periocd as & proportion of the
estimated regional lsbour force, For this
measure there is again evidence of
significant regional variation, Figures
range from 3% for Shetland to 6.2% for
Highland. When inverted this measure is
equivalent to the frequency with which a
member of the labour force can expect to
experience a spell of unemployment.

These measures are crude indicators of
average expected experience and do not
correct for characteristics such as skill
category. age Or sex. For example. the
more nighly skilled the worker, the lower
the spell of unemploymeni duration he
should expect. Conversely, the
expectation is that the longer term
unemployed will consist of mainly lower
skilled workers. Similarly. some groups
of workers may expect more freguent but
short spells of unemployment., This
applies to construction workers and others
employed in industries where short term
conbracts are normal,

However, it 1s expected that the major
influence on the size of those measures 1s
current economic conditions and this is

Gl

current economic conditions and this is
borne out by the observation that regions
which have the highest unemployment rates
fare worst on the other measures of
unemployment experience.

Table 9 ranks regions in terms of
relative performance on each measure. The
lower is the rank then the worse is the
relabtive performance,

Tohle 9 Relative rgiom) performerce

L Freb,  Prub.

L0 lowirg Joinirg  Overe

mek, WY boree reg- T~ &1

raie robio abtion ister ister E rak
Bordas 10 13 10 10 g8 4 1
Catrdl 3 3 b 3 3% 2
Dpfries
dGhey T 7 5 3 7 2 1
Fife i 5 7 7 L/
Grampian 11 12 11 12 0 % 1
Highlad 5 9 9 9 2 3 8
lothian 8 6 2 3 8 21 5
Stelyde 1 2 1 1 5 W 1
Tayside 6 1 6 2 6 21 3
roey 9 8 3 3 ER T
Setlad 2 10 12 n e 5 12
Westarm
Isles 2 3 8 & 1 A

Sarce: Department of Eplowent

Strathelyde is easily the worsi-off
region, Higher unemployment i3
accompanied by more frequent spells of
longer duration. Given that almost half
of the Scottish labour force resides in
Strathelyde, this gives a further
indicator of the severity of the current
unemployment problem and its coverage. In
particulsr, the problem of long term
unemployment appears increasingly
intractable with over 80,000 of the
unemploved being on the register for more
than twe years,

The Government's present stance appears to
be that policies aimed at ensuring &
greater efficiency in the labour markets
will eventually have a beneficial impact.
But the evidence from Scotland to date is
tnat this is having little effect,



