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The Scottish Economy 

Industrial Performance 

BUSINESS SURVEYS 

With the inauguration of the quarterly 
S c o t t i s h Bus iness Survey (SBS) in 
September 1984 there are now two regular 
and up-to-date indicators of trends in the 
S c o t t i s h i n d u s t r i a l s e c t o r . The 
combination of the new survey and the 
long-s tand ing CBI I n d u s t r i a l Trends 
Survey provides a comprehensive assessment 
of trends in Scottish industry. 

The two data sources are essent ia l ly 
complementary, but there are important 
differences between them. While the CBI 
survey provides information on trends by 
size of firm, the Scottish Business Survey 
provides a geographical breakdown of 
responses. Equally, the CBI provides 
information on sectoral employment trends, 

while the SBS dist inguishes betwen male 
and female employment, and in some sectors 
between f u l l - and p a r t - t i m e r s . In 
addition, the number of respondents to the 
SBS i s well over twice that to the CBI 
s u r v e y , and they cover not only 
manufacturing but a l so c o n s t r u c t i o n , 
d is t r ibut ion and financial institutions. 
The results from the new SBS are therefore 
c a p a b l e of a g r e a t e r d e g r e e of 
disaggregation than those from the CBI. 

The resu l t s of the two surveys are f i r s t 
considered separately, and their combined 
verdict on Scott ish manufacturing trends 
i s then summarised. Major background 
events during the weeks in which the 
surveys were conducted (late June - early 
July) were continuing appreciation of 
s te r l ing , re la t ive ly high (nominal and 
real) in te res t r a t e s , and an increase in 
the annualised ra te of inf la t ion above 
that forecast in the March Budget. 

SCOTTISH BUSINESS SURVEY RESULTS 

In Manufacturing, the pattern of cautious 
optimism (optimists exceed pessimists, but 
not by a l a rge margin) noted in the 
January and April Surveys i s sustained. 
A positive balance of respondents report 
higher orders and sales in the past three 
months, in both home (Scottish and UK) and 
export markets, and expect t h i s trend to 
continue over the next three months. 
V.'ithin manufacturing, the most buoyant 
sectors with respect to general business 
optimism, orders and sales are Chemicals, 
Electr ical and Electronic Engineering, 
Textiles and Miscellaneous Manufacturing; 
those l e a s t o p t i m i s t i c include Metal 
Manufacture; Other Engineering and Paper, 
Printing and Publishing, though even in 
these sectors there are positive signs of 
improvement. Higher export orders and 
sales continue to be a major determinant 
of growth in output in most sectors , so 
that the recent sharp r i se in s te r l ing 
must be regarded with some concern. 
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Improved sales and orders over the past 
twelve months or more have resulted in 
higher overall capacity uti l isation, from 
53% to 57%f but t h i s remains dangerously 
low in Mechanical Engineering (at 28%), 
Other E n g i n e e r i n g ( a t 29%) and 
Miscellaneous Manufacturing (at 41%). In 
contras t , capacity u t i l i s a t i o n i s 97% in 
Text i les , Clothing and Footwear, and 81% 
in Chemicals. 

reported an increase in the past three 
months, but a lesser number expect an 
increase in employment over the next three 
months. Except in E l e c t r i c a l and 
Electronic Engineering, and Textiles, the 
balances are relatively small and unlikely 
to make a s i g n i f i c a n t impact on the 
overall employment to ta l . 

SCOTTISH EUSDESS suwx JUKJUT 19% 

Balance of respondents reporting (%) 

Hif$er 

Creater Ctawtti Qxwth sales 
cptL- in in new this 
mism sales orders quarter 

All Manufacturing 8 
Metal & Metal Products -47 
Cnemicals 41 
Mechanical Ergineering 7 
Electrical & Electronics 35 
Other Engineering - 2 
Food, Drink & Tobacco 14 
Textiles, Oothung, 
Footwear 12 

Paper, Printing & 
Publishing -10 

Miscellaneous 34 

30 
-4 
22 
24 
62 
65 
8 

42 

1 
40 

25 
8 

15 
16 
25 
20 
13 

42 

-7 
58 

36 

-a 
29 
72 

57 
62 
20 

42 

7 
73 

Source: FAI Scottish Business Survey, July 1935 

In s e v e n of t h e n i n e s u b - s e c t o r s of 
Manufacturing ( the excep t ions a r e Metal 
Manufacture and Other Engineer ing) , a 
p o s i t i v e ba lance of respondents r e p o r t 
u p w a r d s r e v i s i o n s t o i n v e s t m e n t 
i n t e n t i o n s , most s t r o n g l y in E l e c t r i c a l 
and E l e c t r o n i c E n g i n e e r i n g , and in 
Text i l es , Clothing and Footwear. Unlike 
e a r l i e r Surveys in which the major reason 
f o r new i n v e s t m e n t was t o i n c r e a s e 
e f f i c i e n c y , a ma jo r i t y of r e sponden t s in 
the p r e sen t Survey c i t e d rep lacement as 
t h e p r i n c i p a l r e a s o n . I n c r e a s e d 
e f f i c i e n c y however, remains an important 
fac to r . 

Employment in manufactur ing rose in the 
three months to June 1985, and i s expected 
to r i s e f u r t h e r (both males and females ) 
i n t h e n e x t q u a r t e r . W i t h i n 
Manufactur ing, a l l s e c t o r s except Other 
Engineer ing and Food. Drink and Tobacco 

O r d e r s or s a l e s r e m a i n t h e d o m i n a n t 
cons t ra in t on output growth over the next 
t h r e e months for a l l s e c t o r s , though in 
T e x t i l e s p l a n t c a p a c i t y and t h e 
a v a i l a b i l i t y of sk i l led labour also appear 
as s igni f icant potent ia l cons t ra in ts . 

CBI SURVEYS 

Results of the Scottish component of the 
CBI Survey, also conducted at the end of 
June, are broadly consistent with the 
Scottish Business Survey with respect to 
manufacturing as a whole. A small but 
positive balance of respondents report 
greater optimism about 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 questions 
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. 

NET •>. OF FIRMS H0RE OPTItllSTlC WOUT 

38 

18. 

- 1 8 . 

- 38 . 

- 5 8 . 

- 78 . 

75 

GENERAL SITUATION THAN •> fWTHS AGO 

I 85 2 

Like the SBS, CBI respondents report an 
increase in capacity utilisation over the 
past few months and an upwards trend in 
numbers employed; unlike the SBS, this 
employment trend is expected to be 
reversed over the next four months, and 
this may well reflect the greater degree 
of pessimism regarding export markets, on 
the part of CBI respondents. 
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Although e a r l i e r CBI Surveys seemed to 
suggest d i f f e r e n c e s in performance and 
e x p e c t a t i o n s b e t w e e n s m a l l ( 0 - 1 9 9 
employees) , medium (200-499) and l a r g e 
(500+) f i r m s , wi th medium-sized f i rms 
showing s t r o n g e r s i g n s of recovery , the 
present Survey r e v e a l s a s i m i l a r p i c t u r e 
ac ros s f i r m - s i z e c l a s s e s . Resu l t s for 
the l a r g e r f i r m s a r e s l i g h t l y wore 
o p t i m i s t i c t h a n t h o s e f o r s m a l l and 
medium-sized f i r m s , but t r e d i f f e r e n c e s 
are hardly s ign i f i can t . 

NET < OF Ft WIS H0RE OPTtnlSTIC ABOUT 

^ EXPORT PROSPECT? FOR NEXT 12 TIONTHS 

-29. / A / 

-«. W I / V_^y / 

-68. / 

- 8 » l , , , , ; . , , , , , , , , , , , , , , , , . , • 
79 1 85 2 

All sec tors except Food, Drink and Tobacco 
report higher output in the four months to 
June, but in only two sec tors (Engineering 
and T e x t i l e s ) do a p o s i t i v e ba lance of 
respondents expec t a h ighe r volume of 
output over the next four months. Except 
for T e x t i l e s , and t o a l e s s e r e x t e n t 
Chemicals, the overwhelming cons t ra in t on 
output i s seen to be o r d e r s or s a l e s , and 
p e s s i m i s m w i t h r e g a r d t o o r d e r s and 
d e l i v e r i e s en home and expor t markets i s 
p a r t i c u l a r l y marked in the Ke ta l s and 
Metal Manufacturing sec tor . 

I n v e s t m e n t i n t e n t i o n s in p l a n t and 
machinery have been r ev i s ed upwards in 
Chemicals and Text i l es , but downwards in 
a l l o t h e r s e c t o r s , r e f l e c t i n g t h e 
g e n e r a l l y more c a u t i o u s view of market 
c o n d i t i o n s over the next few months. 
There are , however, d i s t i n c t d i f f e r e n c e s 
b e t w e e n s e c t o r s , w i t h C h e m i c a l s , 
Engineer ing and T e x t i l e s r e c o r d i n g a 
strong upward trend in output, and in the 
case of the l a t t e r two, expectat ions of a 
con t inu ing upwards t r e n d . In Meta l s , 
a l though o u t p u t , s a l e s and o r d e r s r c s e 
sharply over t h e pas t four months, an 
equally sharp dowrv.ards trend i s expected 
over the next four months. In Food, 
Dr ink and T o b a c c o , a l t h o u g h a s r r a l l 
balance of r e sponden t s r e p o r t g r e a t e r 
opt imism with r e s p e c t t o the gene ra l 
bus iness s i t u a t i o n and expor t prospects, 

expectations of future output, employment 
and sa les are on balance negative. 

Commenting on the earl ier (April) SBS and 
CBI Surveys, the previous i s sue of t h i s 
Commentary noted the importance of exports 
i n s u s t a i n i n g t h e r e c o v e r y i n 
manufactur ing ou tpu t . Results of the 
c u r r e n t Surveys lend fur ther emphasis to 
t h i s f a c t o r , in t h a t there i s a somewhat 
l e s s o p t i m i s t i c view of export prospects 
and, hence, in comparison with the April 
Surveys, a l e s s buoyant view of trends in 
o u t p u t , employment and i n v e s t m e n t . 
Although recovery has been ma in t a ined , 
macro-economic and external developments, 
p a r t i c u l a r l y movements in i n t e r e s t r a t e s 
and in the s t e r l i n g exchange ra te , a r e 
l ike ly to be c r i t i c a l between now and the 
next Survey. 

AGRICULTURE 

Farmers, farm workers and other members of 
the rural community in Scotland w i l l have 
been s u r p r i s e d by a S c o t t i s h Office News 
Release dated 25 June which c l a i m s t h a t 
" o v e r a l l Government expenditure per head 
of population in 1983/84 on d i r ec t support 
to the major sectors of economic ac t i v i t y 
i s e s t ima ted to have been £225 in r u r a l 
Scotland compared with £125 in Scotland as 
a whole". Rural Scot land i s def ined by 
d i s t r i c t council areas, and comprises the 
whole of Scot land l e s s the Cen t r a l Be l t 
and the c i t i e s of Aberdeen and Dundee. 

Against a background of d e c l i n i n g r e a l 
farm incomes, i t i s ev iden t ly d e s i r a b l e 
fo r t h e Government t o be seen t o be 
suppor t ing t h e r u r a l community. And i f 
i t were t r ue t h a t the r u r a l p o p u l a t i o n , 
j u s t over one q u a r t e r of the S c o t t i s h 
t o t a l on the Government's d e f i n i t i o n , 
received almost twice as much Government 
e x p e n d i t u r e pe r head as t h e u rban 
popu la t ion , t h a t would be remarkable 
indeed. Eut , of cour se , i t i s not t r u e . 

Despi te the phrase " o v e r a l l Government 
expend i tu re" , the f a c t i s t h a t the i t ems 
of expenditure defined in t h i s instance as 
" d i r e c t suppor t t o the major s e c t o r s of 
economic a c t i v i t y " account for only £125 
c u t of more than £2 ,000 of p u b l i c 
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expenditure per head of the population in 
Scotland. 

The Scot t ish Office has a long h is tory of 
convenient s t a t i s t i c a l omissions. Their 
annual s t a t i s t i c s for publ ic expenditure 
i n S c o t l a n d o m i t one of t h e l a r g e s t 
components - defence spending. Ten years 
ago i t became apparen t t h a t i t would be 
p o l i t i c a l l y embarassing to include within 
the s t a t i s t i c s of Scot t ish production the 
value of ou tput of o i l from S c o t t i s h 
waters. Consequently, d e f i n i t i o n s were 
changed so t h a t whi le wages and s a l a r i e s 
earned o f f shore were inc luded in the 
d e f i n i t i o n of S c o t t i s h o u t p u t , r e n t s , 
taxes and p ro f i t s (some 95%) were omitted. 

Now se lec t ive def in i t ions have once again 
been used t o b r ing about p o l i t i c a l l y 
d e s i r a b l e r e s u l t s . The phrase " d i r e c t 
suppor t t o the major s e c t o r s of economic 
ac t iv i ty" has been defined to exclude net 
lending to the nat ional ised indus t r i e s in 
Sco t land , a f i g u r e which was running a t 
some £300 mil l ion in 1981/82, (the f igures 
for 1983/84 a re not a v a i l a b l e ) . I f t he 
payment of £22 m i l l i o n in r e g i o n a l 
development g r a n t s t o B r i t o i l in E a s t e r 
Ross and t o BP i n S h e t l a n d a r e a l s o 
s u b t r a c t e d from " r u r a l Sco t l and ' s " s h a r e 
of Government funding, then the ru ra l and 
urban spending f i g u r e s come closely into 
l i n e , and the b a s i s for the Government's 
c la im d i s a p p e a r s . Needless t o say , the 
f i g u r e s quoted by t h e S c o t t i s h Off ice 
e x c l u d e s u c h m a j o r c o m p o n e n t s of 
Government spending as housing and social 
secur i ty . 

FISHING 

Tctal landings of fish in Scotland in the 
f i r s t f i v e mon ths of t h i s y e a r were 
167,099 t o n n e s , and t h e i r v a l u e was 
£80.6m. Landings were 4.6% h igher than 
in the same per iod of 1984, whi le t h e i r 
value rose by 16%. 

Al though t h e o v e r a l l volume of f i s h 
l a n d i n g s i n S c o t l a n d h a s r i s e n , t h e 
demersal catch has fa l len r e l a t i v e to the 
1984 l e v e l . The volume of demersa l 
s p e c i e s brought t o S c o t t i s h p o r t s by UK 
v e s s e l s in t h e f i v e months t o May was 
108,571 tonnes, a reduction of around 10% 

compared to the same period of 1984 which 
t h i s i s due t o s c a r c i t y of s t o c k s , 
p a r t i c u l a r l y from t h e North Sea. This 
d e c l i n e was spread over the main whi te 
f i s h c a t c h e s , i nc lud ing w h i t i n g , p l a i c e 
and haddock, but l and ings of cod were 
marg ina l l y h ighe r . In c o n t r a s t , the 
p e l a g i c ca tch has increased considerably 
since l a s t year, with landings in the five 
months to May up by almost 80%. Both the 
m a c k e r e l and h e r r i n g c a t c h e s were 
s i g n i f i c a n t l y g r e a t e r , boos t ing t o t a l 
revenue from the p e l a g i c ca tch by ever 
100% compared with 1984. 

The ex t ens ion t o Scalpay P i e r , a p r o j e c t 
c a r r i e d o u t u n d e r t h e I n t e g r a t e d 
Development Programme for the Western 
I s l e s , was completed r e c e n t l y . The 
e x t e n s i o n p r o v i d e s e x t r a b e r t h s t o 
accommodate the i s l a n d ' s f l ee t of twelve 
boa ts . 

CONSTRUCTION 

CONSTRUCTION OUTPUT 

128 

IIB.A . 

180. V \ 

98. \ s
r
\/~

s 

78 1 91 1 

In the f i r s t q u a r t e r of 1985, o rde r s for 
new construction work in Scotland to t a l l ed 
£346.2m, of which £175.9m came from the 
public sector and £170.3m from the pr iva te 
s e c t o r . Fol lowing t h e i r usual seasonal 
p a t t e r n , the o r d e r s for new work were a 
s u b s t a n t i a l 21% above those rece ived 
during the winter months, while there was 
a r i s e of 2.4% over those received in the 
f i r s t q u a r t e r of 1984. However, these 
f igures are recorded in nominal terms, and 
do not t ake accouut of i n f l a t i o n . The 
nominal increase of only 2.4% is l i ke ly tc 
r e s u l t in a drop in r e a l output compared 
to the same period of l a s t year. 

C o n t r a c t s from the p u b l i c s e c t o r were up 
by 29% on the previous quarter ' s t o t a l but 
were lower than the excep t iona l l e v e l cf 
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the same period of 1984. The strength of 
the p u b l i c s e c t o r as a s o u r c e of 
construction demand has been slipping in 
S c o t l a n d , but i t s f i r s t q u a r t e r 
contribution both this year and last were 
considerable. In both instances, the 
resurgence was mainly due to above-average 
levels of roads and harbours contracts . 
For the f i r s t three months of t h i s year 
these were worth & t o t a l of £57.9m, 
compared to just £15.66m in the preceding 
quarter and £71.4m in the corresponding 
period of 1984. In the other categories 
of work, housing orders of £29.65m were 
higher than at any time l a s t year, but 
s t i l l lower than in previous years; public 
transport and energy supply work gained 
contracts totalling £17.74m, again higher 
than the average for 1984 but l e ss than 
in some previous quarters. 

Private sector orders, worth £170.3m, were 
13? higher than in the preceding quarter 
and roughly 27% greater than in the f i rs t 
quarter of 1984, when demand for most work 
was re la t ive ly depressed. The single 
most important category of private sector 
work is housing, for which orders received 
in the three months to March were £69.6m, 
up by 20% on the low level of the same 
quar te r l a s t year . The commercial 
sector, consis t ing of off ices , shops, 
garages, entertainment and miscellaneous 
categories, provided new orders with a 
to ta l value of £61.3m, compared with 
£50.9m for the corresponding period of 
1984. Final ly , contractors received 
£29.4n in orders for new industrial work, 
well up on the abnormally low figure for 
t he f i r s t q u a r t e r l a s t y e a r , and 
maintaining the improvement in these 
orders evident since then. Taking a l l 
non-housing work together, the value of 
construction work has increased re la t ive 
to the preceding q u a r t e r , but i t i s 
d i f f i cu l t to judge whether t h i s wi l l 
continue, because of the f luctuat ions 
evident in quarterly orders in the past. 

The l a t e s t S c o t t i s h Business Survey, 
reporting on business conditions in the 
quarter ending June 1985, suggests that 
the construction industry ant ic ipates 
renewed decline in coming months. 67 
firms responded to the survey nationally, 
and on balance, they were more pessimistic 
about business cond i t i ons than three 
months p r e v i o u s l y . The g r e a t e s t 
constraint on future ac t iv i ty i s seen to 
be a lack of o rde r s or s a l e s . The 
outlook for new orders for the July-
September period was judged to be 
relatively poor - a net 19? of respondents 

expected a decline in orders from central 
government, while a net 39% anticipated a 
reduction in other public sector work. 
In contrast , the outlook for private 
sector work continued to look favourable, 
with a net % response subscribing to this 
view. Further job losses are expected. 
Compared to the previous survey, a higher 
proportion of respondents expect to cut 
back on labour and a lower proportion hope 
to increase employment. 

Of f i c i a l e s t i m a t e s of employees in 
employment show that the number of people 
working in Scottish construction in March 
of th i s year was 116,000, approximately 
1.7% lower than the December t o t a l . A 
comparable decline took place in Bri tain 
as a whole, where employment dropped to 
942,000 in March. The l e v e l of 
construction employment in Scotland in 
that month was 4% lower than a t the same 
time l a s t year , which means t h a t 
employment contraction in Scotland was 
worse than the average reduction of 2.7% 
in Britain; 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 of f ic ia l s t a t i s t i c s , Scotland's level 
of employment in construction ranks third, 
behind those of Greater London and the 
South East. Indeed, Scotland has a 
r e l a t i v e l y high s h a r e of B r i t i s h 
construction employment - over 12% is 
located in Scotland, compared to a 9% 
share in a l l production and construction 
employment. 

The industry's faith in the private sector 
has been rewarded lately with some large 
contracts being awarded in Scotland. The 
£15m contract for the underground cable 
system commissioned by Clyde Cablevision 
has been given to Balfour Kilpatr ick. 
670km of cable wi l l be la id north of the 
river in Glasgow, and the cable TV service 
is expected to be in operation in some 
areas by October. Balfour Kilpatrick are 
investigating possibilit ies for using some 
of the c i ty ' s old infras t ructure , such as 
tramway ducts which carried cable, disused 
r a i l tunnels e tc , for part of the system. 
I t i s expected that the contract w i l l 
provide around 150 jobs. 

Morrison Construction's subsidiar ies in 
Scotland have secured a number of building 
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c o n t r a c t s , wor th in t o t a l £4.5m. 
Projects in the north of Scotland include 
remedial work to warehouses at Brora 
D i s t i l l e ry , Sutherland, a £2.5m contract 
for 101 houses a t Montrose and a petrol 
f i l l i n g s ta t ion at Inshes, Inverness. 
Costain has received a £2.5m contract for 
the construction of a service s t a t ion , 
near S t i r l i n g , for Granada Motorway 
Services. A purpose-built distribution 
centre i s to be bu i l t at the Motherwell 
Food Park , and t h e company who 
commissioned the work wi l l lease the 
centre to UB Distribution 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. 
Scott ish Gas has contracted the firm to 
lay and maintain gas d is t r ibu t ion mains 
around Scotland, and the work will provide 
60 new jobs. Two contracts for work on 
sewage systems have been announced 
recently - Fairclough 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 
replacement sewer in the town. Finally, 
Miller Construction has gained a contract 
worth £5.7m to build a secondary school 
for Fife Regional Council. The school 
wi l l accommodate nearly 1,300 pupils in 
the Lochgelly area and i s scheduled for 
completion by the end of 1985. 

The NHBC est imates that the number of 
intended p r i v a t e housing s t a r t s in 
Scotland rose to 3,600 in the second 
quarter of th i s year, a r i s e of almost 9% 
over the preceding three months. The 
t o t a l number of intended s t a r t s in the 
f i r s t half of the year was 6,900, 10.5? 
lower than in the corresponding period of 
1984, when a record number of s t a r t s was 
registered with the NHBC. The downturn 
in S c o t t i s h p r i v a t e h o u s e b u i l d i n g 
contrasts with ac t iv i ty in the res t of 
Britain, where national figures indicate a 
s l i g h t i n c r e a s e for England and a 
considerable r i s e in s t a r t s in Wales. 
For Bri tain as a whole, the to ta l number 
of intended s t a r t s in the f i r s t half of 
1985 rose fractionally to 86,000. 

There were some differences in the pattern 
of ac t iv i ty among the Scottish regions. 
While a decline in proposed new building 

took place in most of the regions in the 
six months to June, the reverse was true 
of Central and Fife. In the l a t t e r two 
r e g i o n s t h e g r o w t h in p r i v a t e 
housebui ld ing had peaked in 1983, 
preceding the other regions, and the level 
of s t a r t s in 1985 so far represents a 
recovery from the decline which took place 
in 1984 

The number of dwellings completed for the 
private sector i s estimated by the NHBC to 
be 3,300 for the second quarter of 1985, 
bringing the t o t a l for the half-year to 
6,300, the highest level of the 1980's to 
date. Information on the public sector 
covering the same period i s not yet 
avai lable , but the Scottish Development 
Department has produced final details for 
1984, showing a drop of over 5% in the 
number of dwellings s tar ted during 1984. 
Th i s s i g n a l s f u r t h e r d e c l i n e in 
completions during 1985, to follow the 
1.7% reduction in new houses built for the 
public sector last year. 

House price inf la t ion in Scotland has 
remained r e l a t i v e l y low t h i s year , 
according to the r e su l t s of both the 
Halifax and Nationwide Building Societies' 
surveys of house pr ices . They concur 
that for Scotland as a whole, the average 
r i s e in house prices in the year to the 
second quarter of 1985 was 7%, a lower 
annual r a t e than was experienced l a s t 
year. The reason for the slowing down of 
price increases, in what i s normally the 
busiest season for housing, i s generally 
regarded as high mortgage ra tes , which 
had, unt i l very recently, shown no signs 
of coming down. 

ENERGY: OIL AND GAS 

International development and o i l prices 

Demand for o i l has continued to fa l l in 
the world market leading to disarray in 
the Organisation of Petroleum Exporting 
Countries. Oil consumption in the 0ECD 
countries in the second quarter i s running 
about 2% below the same quarter of 1984. 
In the f i r s t quarter of 1985 the demand 
was 35.8m barrels/day, which is 1.6$ less 
than the corresponding figure in the f i rs t 
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qua r t e r of 1984. According to the 
International Energy Agency's forecast the 
OECD oi l demand for th i s year wi l l be 
3^.4m b a r r e l s / d a y . The corresponding 
figure for 1984 was 34.6m barrels/day. 

Last year oi l demand increased by only 
1.9%. the f i r s t i n c r e a s e s ince 1979. 
About 0.5? of t h i s increase was a d i rec t 
resul t of the UK miners' s t r ike and took 
place a g a i n s t a background of a 4% 
increase in overall energy demand. The 
US, the larges t consumer, now requires 
only O.65 units of energy for each unit of 
growth in gross domestic product. This 
compares with 0.85 units in 1970. Demand 
has been cut by the combined effects of 
world depression, fuel conservation and 
s u b s t i t u t i o n . In power genera t ion 
ruclear and coal - f i red plant ru les the 
day. Traditional oil burning industries 
have disappeared and the remaining 
industr ies are much more fuel ef f ic ient 
than before. So although there has been 
some recovery in the world economy, world 
oil consumption remains about % down on 
1979*. 

Economic recovery in the developed 
countries may not s igni f icant ly increase 
the f u t u r e demand fo r OPEC o i l . 
According to the Royal Du tch /She l l ' s 
forecast, o i l demand could be stagnant 
during the next decade but the most likely 
prospect i s of a slow ra te of growth. 
According to the In terna t ional Energy 
Agency, however, western countries could 
face 'rt-assive oil price increases' if they 
become complacent in the face of the 
current weakness in the oi l market. The 
Agency argues t h a t i t s members' o i l 
production has reached i t s peak and wi l l 
soon decline while the IEA's dependence on 
oil imports is set to increase by 10.5% to 
855m tonnes a year by the end of the 
decade-

Potential supply has increased from the 
non-OPEC countr ies . New areas such as 
Alaska, Mexico and China have replaced a 
substantial part of OPEC's trade. Europe 
produces nearly 4m barrels/day compared 
with less than 500,000 barrels/day in 
'marginal' f ie lds with reserves between 

1974. In l e s s than a decade China and 
Russia have grown to the point where they 
now produce 39m barrels/day. North Sea 
o i l , despite costing three to four times 
as much to produce as OPEC's, has been a 
major factor in slashing OPEC's share of 
the total oil market. That share is down 
to only 31% last year. Part of this loss 
of market share was a deliberate creation 
of the OPEC countries . To achieve some 
measure of con t ro l over p r i c e s , the 
producers sought to r e s t r i c t output by 
means of agreed production quotas. OPEC 
l a s t year cut i t s output cei l ing to 16m 
barrels/day. In May this year production 
was 14.5m barrels/day compared with 16.2m 
barrels/day in April and 17.2m barrels/day 
during 1984. 

The spot market price of Arab Heavy has 
been around $25.25 recently. The price 
of Arabian l i gh t i s $28 at the of f ic ia l 
r a t e , although la te ly i t s spot market 
price stood at $26.80. This undercut i s 
t h e r e s u l t of o v e r p r o d u c t i o n and 
underpricir.g by some OPEC members. Saudi 
Arabia has threatened to boost i t s output 
to 9m barrels/day from a 20 year low of 
about 2.3m barrels/day ( i t s OPEC output 
quota i s 4.3m barrels /day) . This would 
probably mean o i l p r i c e s f a l l i n g to 
between $18 and $19 a bar re l , creating 
more pressure on prices of North Sea o i l . 
Non-OPEC producer Mexico has cut the price 
of i t s heavy crude blend from $25.50 to 
$24. China has reduced the price of i t s 
l i gh t o i l by 60 cents to $26.75 a barre l . 
The price of Bri ta in 's Brent crude for 
July delivery f e l l 20 cents to $25.90 a 
b a r r e l on the spot market r e c e n t l y , 
although i t has recovered in fu tu re 
markets for August by 10%. 

According to B r i t o i l , North Sea o i l 
projects are unlikely to be upset by the 
prevailing uncertainty about future o i l 
p r i c e s . Although product ion and 
exploration may not be affected by th i s 
uncertainty (mainly because huge sums of 
money have already been spen t , so 
p o t e n t i a l ga ins s t i l l outweigh the 
financial risks), development of existing 
f i nds , p a r t i c u l a r l y those which are 

•World gas use grew by 6% with Japan in par t icular switching from o i l tc 
gas. Total world coal consumption was up by 4% despite a 30% reudctior ir. 
the UK caused by the pit strike. There was a 17% rise in the electricity 
generated by the nuclear plants. This displaced over 40m tonnes of fossil 
fuel and reduced the demand for fuel o i l . 

20 



50m and 200m barrels, i s most at risk. A 
study by Wood, Mackenzie on a se r ies of 
o i l p r i c e s ranging from $27 to $20, 
suggests that for a range of o i l prices 
between $27 and $20 very few of the 
current development contenders would stand 
a chance of seeing the light of day. But 
the industry remains convinced that in the 
longer run prices are l ike ly to r i s e 
again. Another reason for optimism is 
that the present North Sea tax regime i s 
cons t ruc ted in such a way t h a t for 
individual operators i t i s worthwhile to 
develop f ie lds with a negative present 
value. 

Britain has officially withdrawn from the 
business of setting official North Sea oil 
p r i c e s . The B r i t i s h Nat ional Oil 
Corporation has announced tha t i t wi l l 
wind down most of i t s p a r t i c i p a t i o n 
agreements with oi l producers. Under 
these agreements BN0C used to receive more 
than 1m barrels/day of oi l . The handful 
of smaller companies will receive whatever 
price the corporation's t raders are able 
to r ea l i s e , cargo by cargo, in the open 
market. BN0C wi l l go on trading the 
remnants of i t s contract o i l along with 
about 250,000 barrels/day of oil received 
by the Government as royalty from North 
Sea fields until i t s abolition in October. 

The BNOC move may ref lec t a coming to 
terms with the r ea l i ty that Government 
income from the off-shore activit ies are 
due to peak during the next f inancial 
year. From then on the flow of funds to 
the Treasury will begin to decline. The 
gradual fal l is partly the result of some 
early North Sea o i l f i e lds passing peak 
output . Another f ac to r i s h igher 
development costs of future f ie lds which 
w i l l leave l e s s of a t axab le margin 
between production cos t s and s e l l i n g 
pr ices . The Government faces a loss of 
between £500 million and £550 million a 
year in revenue for every fa l l of $1 in 
the barrel prices of oil . 

Privatisation of gas and oi l 

Bri t ish gas i s forming a special task 
force to analyse various aspects of the 
corporation's proposed p r i v a t i s a t i o n . 
The key i s s u e s are (a) the type of 

performance target aga ins t which the 
application for future t a r i f f increases 
can be judged. The options appear to be 
a financial return target or some kind of 
productivity measure or a mixture of the 
two: (b) deciding on the formulae to be 
used to set t a r i f f s . The preference is 
to follow an inf la t ion linked indicator ; 
and (c) deciding whether to regulate both 
bulk indus t r ia l and domestic tar iffs and 
how rigid the regulations should be. The 
Treasury i s not yet convinced that the 
proposed abol i t ion of the special tax on 
gas in some of the low cost North Sea 
f ie lds can increase the market value of 
B r i t i s h Gas. The main ques t ion i s 
whether the t rans la t ion of a big public 
monopoly into a big private monopoly is 
consistent with the ideals of increased 
competition and l i be ra l i s a t i on . Along 
with pr iva t i sa t ion the Gas Consumers' 
Council for Scotland will be abolished. 

Britoil is expected to push ahead with the 
development of gas fields in the southern 
North Sea. The l a t e s t well was dr i l led 
in 70 feet of water to the North-west of 
the Amethyst gas find. Tests produced a 
flow reaching 30.6 million cubic feet a 
day. I t w i l l give a boost to the 
Government's planned sale of i t s 49% 
holding in the corporation. 

Licencing 

The Government has attempted to favour the 
UK's independent o i l companies in the 
n in th round of offshore o i l and gas 
l i c e n c e s . The major i n t e r n a t i o n a l 
companies appear to have been directed 
into the deepwater ' f ront ier ' areas. A 
to t a l of 93 blocks have been awarded. 
Burmah Oil has been awarded 15 blocks 
while B r i t o i l received 18 blocks . 
Enterprise Oil wil l operate offshore for 
the f i r s t time with 7 blocks. Bri t ish 
Petroleum, however, was not awarded a 
single block, although i t has been awarded 
a 50? stake in the ninth round's most 
sought after block, 98/6 offshore Dorset, 
which may contain about 40m barrels of low 
cost o i l . 

The Government i s to drop controversial 
'buy British' clauses from the conditions 
applied to future North Sea oil licences. 
The European Commission seemed to indicate 
that the UK Government was discriminating 
against firms based in other member states 
who have failed to give assurances that 
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they would make a contribution to the UK 
economy in return for the granting of 
drilling permits. 

Almost the whole of the UK has been opened 
up to the onshore search for o i l and gas 
under new l i c e n c i n g ar rangements . 
Companies f i r s t have to acqu i r e : an 
exploration licence, which will last for 
six years, to search and d r i l l for oil and 
gas; followed by an appraisal l icence, 
las t ing five years, to enable them to 
es tabl ish the extent of any discovery; 
and, f ina l ly , a ful l development licence 
for 20 years to extract the oil or gas. 

In the ninth round the Department of 
Energy allocated 18 blocks west of the 
Hebrides, but the geological message was 
that the Rockhall Trought blocks l i e in 
very deep water for which the required 
technology does not yet exist. 

Output and exploration 

Exploration of the deep waters west of 
Shetland i s only j u s t beginning and no 
finds suitable for commercial development 
have been made. A large gas f ield was 
discovered by Chevron, about 50 miles 
nor th -wes t of Scot land which could 
increase the UK's gas reserves by up to a 
fifth. If this gas field is of very poor 
quality, recoverable reserves could be no 
more than one t r i l l i o n cubic feet. If, 
however, the reservoir i s of good quality, 
recoverab le r e s e r v e s could reach o 
t r i l l i o n cubic f e e t . This compares 
favourably with the Norwegian Sleipner 
f ield with i t s 7 t r i l l i o n cubic feet of 
gas. Br i t i sh Petroleum has d r i l l ed a 
well off the South Coast of Ireland which 
may be an important gas find. A t e s t 
d r i l l i ng achieved a flow of 13.7 million 
cubic feet a day from a single layer of 
gas, which is several times more than the 
i n i t i a l flow r a t e achieved for some 
commercial fields ir the North Sea. 

The Anglo-Norwegian Frigg gas field which 
supplies the UK with a third of i t s gas 
could be exhausted more than two years 
earlier than expected. The field did not 
contain as much as the or iginal estimate 
of 227 billion cubic metres and the actual 
figure might be no more than 170 billion. 
The gas corporation is afraid that i t will 
not have enough gas to meet domestic 
demand in the second half of the decade. 

Phillips Petroleum has warned that winter 
supplies of gas may be cut sharply because 
of rapid sea-bed subsidence beneath the 
central platform of i t s Ekofisk o i l and 
gas f ie ld . The f ield supplies about 5? 
of West Europe's natural gas consumption 
with output between 960 mill ion cubic 
feet/day and 1.2 b i l l i on cubic feet/day. 
European buyers wi l l be able to meet the 
shortfall by purchasing gas from suppliers 
such as the Netherlands or the Soviet 
Union. 

Other developments 

BNOC revealed that i t had lost almost £86 
million in a Government-imposed attempt to 
sho re up wor ld o i l p r i c e s . The 
Government told BNOC that the national 
in te res t demanded that the corporation 
refrain from cutting i t s o f f ic ia l prices 
while spot prices tumbled. As a resu l t 
BNOC los t i t s contract customers and was 
obliged to sel l most of i t s entitlement of 
51? of North Sea o i l on a depressed spot 
market. 

Shell has revealed plans to spend £2-5 
billion developing a cluster of five North 
Sea oi l and gas f i e lds . Four of the 
fields form the Gannet cluster, lying 112 
miles east of Aberdeen. The f i f th l i e s 
26 miles north west of the Gannet cluster. 
Total recoverable reserves of the five 
f i e l d s are es t imated a t 220 m i l l i o n 
barrels of oil and 600 billion cubic feet 
of gas. The construction of the jackets 
and topsides for the Gannet platforms will 
provide more than 1,000 jobs over about 
t h r e e y e a r s . The equipment and 
facil i t ies obtained from suppliers could 
provide several thousand more jobs. 

British Petroleum has made a gas discovery 
in the Dutch sector of the North Sea. 
The well in the Dutch 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 
B r i t i s h Petroleum, have te rmina ted 
production from a number of f ie lds for 
ex tens ive maintenance work, taking 
advantage of the current break in world 
demand. The major o i l f i e ld losses of 
production stoppage are: Fulmar (150,000 
barrels/day) Kinian (74,000 barrels /day) , 
Beryl A (26,000 barrels/day), Thist le 
(20,000 barrels/day), Staffordise (19,000 
b a r r e l s / d a y ) and F o r t i e s (16,000 
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b a r r e l s / d a y ) . Production in June 
averaged 2.2m barrels/day compared with 
2.6m barrels/day in the previous month. 

Shell i s to es tabl ish a market price for 
l iquif ied petroleum gas. North Sea LPG 
production totalled 3m tonnes in 1983 and 
i s expected to r i s e to about 5m tonnes in 
1990. Shell produces about 800,000 
tonnes annually from i t s Brent, Cormorant, 
Dunlin and Fulmer f i e l d s . Fur ther 
production will come from the development 
of North Sea f ie lds such as Clyde. Tern, 
Edder and the Gannet complex. LPG i s an 
important petrochemical feedstock and i s 
used extensively to heat homes. Demand 
for LPG in North West Europe i s expected 
to r i s e from 16 million tonnes a year in 
1983 to about 22.5 million tonnes a year 
by the end of the decade. Shell's market 
price wi l l differ crucial ly from BNOC's, 
in tha t i t wi l l vary s l ight ly to take 
account of the extra costs involved in 
handling the small q u a n t i t i e s from 
independent North Sea producers. This 
has given some impetus to the efforts of 
smaller companies to set up a co-operative 
that would aggregate and se l l the crude 
o i l and LPG. 

ENERGY: COM. ELECTRICITY AND WATER 
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The index of indus t r ia l production for 
coal and coke in the fourth quarter of 
1984 continued to re f lec t the effects of 
the miners' dispute. I t stood a t 9 in 
that quarter as compared with 27 in the UK 
as a whole. There was no change in the 
Scottish index for other energy and water 
supply at 121 although the UK index had 
increased from 120 to 125. The reasons 
for th i s can be a t t r ibuted to the fact 
that the Scott ish power industry had 
approached full capacity and was supplying 
the CEGB with "export" e l e c t r i c i t y in 

order that the l a t t e r could conserve i t s 
coal s tocks . Never the less , as the 
t r ad i t iona l ly high power usage fourth 
quarter came round UK production would 
automatically have had to increase to meet 
demand. 

F igures r e l ea sed from a number of 
n a t i o n a l i s e d i n d u s t r i e s and publ ic 
u t i l i t i e s in the past few weeks have 
demonstrated the enormous cost of the coal 
s t r i k e to the na t ion . In a l l i t i s 
estimated to have cost over £6,000 million 
(including policing costs) of which the 
CEGB has contributed £2,000m, British Rail 
£250m, B r i t i s h S tee l £l80m, the NCB 
£2.225m, the SSEB £86m and the North of 
Scotland Hydro Elect r ic Board £30m. As 
was argued in the Commentary at the start 
of the dispute even th i s massive sum, 
spread over a l l of the country's taxpayers 
during the next few years, wi l l not be 
overwhelmingly evident in increased prices 
and taxes. Hence, the reason that Mr 
Scargill's strategy was not significantly 
and immediately harmful to the people 
whose discomfort (financial or physical) 
would have helped him most - the general 
public. Nonetheless, these costs wi l l 
have to be met and, somewhat i ronica l ly , 
i t i s jus t t h i s fact which may give Mr 
Scargi l l the l a s t laugh. 
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The public sector losses caused by the 
dispute in the l a s t financial year wi l l 
have to be made good somewhere and 
sometime. This may resu l t in reduced 
scope for tax cu t s in the next , and 
p o s s i b l y t he f o l l o w i n g , budge t . 
Consequently, by the next general 
election, the Government's plans to reduce 
taxation and, by so doing, s t imulate 
demand and jobs (simultaneously increasing 
the incentives for the supply of low-wage 
labour) may have had too l i t t l e time to 
work through the system. Public opinion 
surveys are showing an increased regard 
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for unemployment as the most impor tan t 
economic i l l - the Government 's hopes of 
i t f a l l i n g in the run-up to the next 
e l e c t i o n may have been thwar ted by Mr 
Sca rg i l l ' s f ronta l a s s a u l t . 

In the S c o t t i s h c o a l f i e l d the l a s t t h r e e 
months have produced a mixed bag of news. 
F i r s t , t h e r e a r e h o p e f u l s i g n s of a 
s l acken ing in the hard l i n e taken by the 
NCB management over the reinstatement of 
sacked miners. Only in the Scot t i sh and 
Kent a r ea s have no miners sacked dur ing 
the d i s p u t e ( fo r o f fences ranging from 
i n d u s t r i a l m i s c o n d u c t t o c r i m i n a l 
a c t i v i t y ) been given t h e i r j o b s back. 
Since the end of the d i s p u t e i t has been 
very o b v i o u s t h a t t h e NCB (and t h e 
Government) have taken the opportunity of 
the mine r s ' s u r r e n d e r t o impress on the 
MUM and o the r m i n e r s ' bodies j u s t who i s 
in charge. Confidence in the industry i s 
a t a low-ebb and s u s p i c i o n i s running 
high. A r e a p p r a i s a l of the S c o t t i s h 
Area's pol icy on sacked miners would be 
the f i r s t i n d i c a t i o n t h a t management in 
the indus t ry was t h i n k i n g again in te rms 
of good indus t r i a l r e l a t i ons and not ju s t 
t h e n e c e s s i t y t o r e l a t e t o o n e ' s 
indus t r ia l pa r tne r s whether one l i k e s i t 
or not. 

Secondly, investments t o t a l l i n g £l8m were 
announced for c e r t a i n S c o t t i s h p i t s in 
Ju ly . B i l s t o n Glen (£2m), Monktonhall 
(£9m), C a s t l e h i l l ( £ 3 m ) and S e a f i e l d (£4) 
a r e t h e main b e n e f i c i a r i e s and t h i s 
pattern provides a c lear indicat ion of how 
t h e NCB v i e w s t h e f u t u r e of t h e two 
A y r s h i r e p i t s . K i l l o c h and Barony . 
Moreover , r e l a t i v e t o t h e s i z e of 
investments announced in the UK as a whole 
(£2,000m - which i s in tended to c r e a t e 
7,000 j o b s ) , t he f i g u r e s for Scot land are 
a l so a c l e a r i n d i c a t i o n t h a t the NCB 
regards Scot land as a wholly marg ina l , 
p e r i p h e r a l a r e a . The long- te rm fu tu re 
for coal in the S c o t t i s h economy w i l l 
remain bleak a s long as planned output 
l e v e l s r e m a i n i n t h e h a n d s of a 
central ised UK board. 

T h i r d l y , t h e s h o r t - t e r m f u t u r e fo r 
S c o t t i s h coal mining was given a s l i g h t 
boost by the p u b l i c a t i o n of the SSEB's 
Annual Report for 198U-85. The coal-burn 
a t SSEB power s t a t i o n s i s expected to be 
£6.5m tonnes per annum u n t i l 1987-88 (over 
2m tonnes up on the 1983-84 f i gu re ) when 

the Torness power s t a t i o n i s expected to 
s t a r t operation. Thereafter, demand for 
coa l in the power s t a t i o n s w i l l f a l l to 
£5m tonnes per annum and t h e f u t u r e of 
coal capacity w i l l become more dependent 
on the a b i l i t y of the SSEB t o 'export* 
e l e c t r i c i t y through the n a t i o n a l grid t o 
t h e CECB which may become i n c r e a s i n g l y 
d i f f i c u l t , g iven d e v e l o p m e n t s in t h e 
Channel c a b l e l i n k w i t h F r a n c e ( s e e 
below). 

Fou r th ly , t h e long-awa i t ed d e c i s i o n t o 
conver t K i l r o o t power s t a t i o n in U l s t e r 
from o i l t o coal was f i n a l l y r a t i f i e d on 
22 June. Ayrsh i r e coa l w i l l be used t o 
supply the s t a t i o n (800,000 tonnes per 
annum) but w i l l come from opencast s i t e s 
and not the two remaining p i t s ( the NCB's 
investment c r i t e r i a announced a for tn ight 
l a t e r merely confirmed t h a t the p i t s had 
no f u t u r e ) . This w i l l b r ing the t o t a l 
supply of Ayrsh i re opencast coa l for 
Northern I r e l a n d power s t a t i o n s t o 1.3m 
tonnes per annum (500,000 tonnes a l r eady 
being delivered to Belfast power s ta t ion) 
and w i l l mean f u r t h e r development of 
opencast s i t e s as well as developments a t 
t he por t of Ayr. 

F i n a l l y , t he NCB launched a job c r e a t i o n 
scheme for the 900 Polkemmet workers made 
redundant a f t e r the p i t ' s c l o s u r e due to 
f looding . Free t r a i n i n g , adv ice and 
a s s i s t a n c e were on o f fe r for those who 
wished to s e t up in bus ine s s or i n v e s t 
the i r redundancy money. This scheme was 
announced, c o i n c i d e n t a l l y the NCB c l a i m , 
with the independent public inquiry se t up 
by West Lothian D i s t r i c t Council into the 
c l o s u r e of t h e p i t . The i n q u i r y ' s 
f i nd ings were t h a t i t was " t e c h n i c a l l y 
f e a s i b l e " t o re-open the p i t . The NCB 
refused to t ake p a r t in the p roceed ings . 
Although anathema to the NUM, the l i t m u s 
paper t e s t of t h e s e f i nd ings would be to 
open the doors for a p o s s i b l e p r i v a t e 
takeover of the p i t . I t would seem 
s e n s i b l e t o a l low the p o s s i b i l i t y of 
saving some j o b s a t the mine, s i n c e the 
coal board c l e a r l y has no i n t e n t i o n s of 
re-opening Polkemmet. At the same time 
such a move would t e s t the r e a c t i o n of 
pr iva te mining concerns as to whether they 
are wi l l ing to invest in the industry. 

On the ' o the r energy ' f r o n t , as r e f e r r e d 
to above, both the North of Scotland Hydro 
E l e c t r i c Board and the SSEB announced 
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l o s s e s because of the c o a l d i s p u t e 
although both held price increases lower 
than the rate of inflation for the fourth 
y e a r r u n n i n g . Whether c h e a p e r 
e l e c t r i c i t y in real terms w i l l be again 
possible next year remains 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 e l e c t r i c i t y network to the 
British national grid was mentioned. In 
June i t appeared that Br i ta in (the CEGB) 
had rejected the of fer of cheap French 
nuclear e lec tr ic i ty (as currently enjoyed 
by I t a l y ) because of fears for i t s e f f e c t 
on the coal industry and on power industry 
unions. However, i t l a t e r became c lear 
that a l l the CEGB had done was to refuse 
to s ign a formal contract and that i t 
would indeed buy cheap e l e c t r i c i t y from 
F r a n c e on a d a y - t o - d a y b a s i s . 
Undoubtedly, t h i s rather unsat i s factory 
position wi l l prove temporary and, as the 
French b e l i e v e , two to t h r e e month 
contracts wi l l soon replace the proposed 
day-to-day purchases. The effect of this 
dea l on the a b i l i t y of the SSEB to 
c o n t i n u e s u p p l y i n g t h e CEGB w i t h 
e lec tr ic i ty generated from S c o t t i s h coal 
i s not clear at present. 

In another j o i n t p r o j e c t , t h i s t ime 
involving both France and Germany as well 
as the UK, Dounreay has been chosen as the 
UK's proposed s i t e for a £200m nuclear 
fuel reprocessing plant. This plant i s 
expected to handle fas t breeder reactor 
waste from the three countries involved in 
the deal although only UK waste w i l l 
eventually be stored in this country. It 
i s expected that the UK Atomic Energy 
Authority (rather than B r i t i s h Nuclear 
F u e l s who run the much c r i t i c i s e d 
Sel laf ie ld reprocessing plant) wi l l manage 
the f a c i l i t y . George Younger has taken 
charge of the planning dec i s ion in order 
to consider f u l l y environmental concerns 
(as he did when re jec t ing the Loch Maree 
hydro proposals). 

The Government has a l s o announced in 
recent weeks that i t i s to continue t o 
back r e s e a r c h i n t o v a r i o u s forms of 
renewable energy power g e n e r a t i o n . 
Passive solar energy, biofuels, geothermal 
hot dry rocks and wind a r e the main 
technologies chosen for further funding 
(as wel l as waste heat usage) whereas 
research into geothermal a q u i f i e r s and 

wave power i s t o be p r o g r e s s i v e l y 
abandoned. The sum involved for t h i s 
year i s £14m (around £20m when the energy 
e f f i c i e n c y o f f i c e and EEC p r o j e c t s are 
included) which i s l i t t l e d i f ferent from 
l a s t year (thus representing a f a l l in 
real terms) and down on the £17m allocated 
in 1981-82. The Government takes p r ide 
in pointing out that research funding for 
renewables totalled £68m between 1980-85 
as opposed to £16m between 1975-80. What 
i t f a i l s to mention i s t h a t most of t h i s 
l a r g e i n c r e a s e was due t o t h e p a n i c 
react ion to the l a s t major r i s e in o i l 
pr ices during 1979-80. Indeed, f i gu re s 
from the International Energy Agency show 
t h a t r e s e a r c h i n t o r e n e w a b l e and 
alternative energies i s highly s e n s i t i v e 
to the price of o i l and r e f l e c t s short
s i g h t e d r e f l e x r e a c t i o n s by mos t 
g o v e r n m e n t s r a t h e r t han l o n g - t e r m 
commitment to t h e d e v e l o p m e n t of 
a l t e r n a t i v e energy sources . 

Unlike France, the United Sta tes and many 
small developed c o u n t r i e s , the B r i t i s h 
Government pays l i t t l e more than l i p -
serv ice to developing the massive energy 
p o t e n t i a l embodied in r e n e w a b l e and 
conservation sources. The US Department 
of Energy has recognised t h a t renewables 
c o u l d e v e n t u a l l y supp ly 80% of t h e 
coun t ry ' s energy needs and France has a 
major, and specif ic , programme of action 
on a p p l i c a t i o n s of c o n s e r v a t i o n and 
renewable sou rces . In Scot land ac tua l 
hydro power, one of the bes t known and 
t e s ted renewables, s t ands a t only hal f 
i t s potential supply and yet i t i s cheaper 
and c l e a n e r than n u c l e a r - , c o a l - or o i l -
fired e lectr ic i ty generation. A longer-
term p e r s p e c t i v e , i n c o r p o r a t i n g t h e 
p o s i t i v e envi ronmenta l c o n s i d e r a t i o n s 
a s s o c i a t e d w i t h many r e n e w a b l e 
technologies, would show the Government to 
be concerned with a cleaner environment as 
well as a commitment to the well-being of 
fu tu re generations. 

To t h i s end the Government's share of the 
£500,000 v i ab i l i t y study into the prosper', 
of a combined hea t and power system for 
Edinburgh i s money wel l spent . If the 
18-month study i n t o the p o s s i b i l i t y of 
waste hea t from Cockenzie power s t a t i o n 
being pumped to the c i t y and even tua l ly 
used for c e n t r a l h e a t i n g purposes proves 
successful, then the ensuing £500r. project 
l a s t ing 10-15 years wi l l provide thousancs 
of jobs and c r e a t e a s t rong l i f e l i n e for 
B i l s t o n Glen and Monktonna l l p i t s . 
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Similar projects have been proven to work 
cost-effectively throughout North-Western 
Europe. 

F i n a l l y , on t he i s s u e of c o s t -
effectiveness, a report presented to a 
conference of e l e c t r i c i t y users and 
producers in June shows the UK as having 
the highest-cost e l e c t r i c i t y generation 
and power s ta t ion building of the six 
countries included in the study (West 
Germany, Italy, the Netherlands, Belgium, 
France and the UK). Nuclear and coal 
plant building costs are much higher than 
in many of the other countries (eg coal-
fired power stations in the UK cost 1,366 
ECUs per KW, almost double the cost in 
I ta ly and France) and actual generation 
costs are also the highest . Labour 
c o s t s , w e l f a r e c h a r g e s , l a c k of 
standardisation and frequency of design 
changes were blamed for many of the 
differences. The report concluded on an 
unhappy note for the future of the coal 
industry. I t noted tha t nuclear power 
was the most cos t -ef fec t ive option for 
European e l e c t r i c u t i l i t i e s and that i t s 
economic advantage over coal was widening. 

FOOD, DRINK AND TOBACCO 

According to the r e su l t s of the July 
Scottish Business Survey, respondents from 
the Food, Drink and Tobacco sector are on 
balance slightly more optimistic about the 
general business situation than they were 
th ree months ago. 39% repor ted 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 las t quarter, 
with 34% 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% fo recas t an unchanged 
employment trend during the next three 
months, 25% intend to increase employment 
whilst 13% anticipate reduced employment. 

The index of industrial production for the 
food i n d u s t r i e s has been sub jec t to 
substant ia l revisions which have made 
trends in output d i f f i c u l t to identify. 
For example, the estimate for the second 
quarter of 1984 has been given as 106, 117 
and 110 in three successive news releases. 

The l a t e s t figures suggest that output 
declined by approximately 3% in the l a s t 
quarter of 1984 after a period of relative 
stabili ty since the fourth quarter of 1983 
when the index stood at 110. In the UK 
as a whole, the corresponding index stood 
at 105 for the fourth quarter of 1984, 
unchanged from the previous quarter but 2 
percentage points down on the estimate of 
107 for the same quarter the previous 
year. 
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According to Ministry of Agr i cu l tu re 
f igures, family expenditure on food in 
Bri tain in the f i r s t quarter of 1985 
averaged £37.32 per week. Compared to 
corresponding f i gu re s for the f i r s t 
quarter of 1984 spending has r isen by 
around 3% in nominal terms but is lower in 
real terms once food price rises are taken 
into account. Competition, particularly 
among supermarkets, for a share of t h i s 
expenditure has led to some in teres t ing 
developments in the food r e t a i l trade. 
The Argyll Group, the food and drinks 
chain, is to bring i t s 1,100 grocery shops 
under two names only, Presto and Lo-cost, 
chosen to reflect a more modern image for 
value products than t rad ing names 
currently in use. The names change, 
which i s only one pa r t of a major 
expansion programme, is expected to boost 
net trading margins. In 1984-85 the 
chain increased i t s market share of the 
re ta i l food market from 5.5% to 6% and i t s 
operating prof i t s by 36% to £44m. The 
group's 81 Templeton stores in Scotland 
wi l l be trading under the Presto name by 
the end of th i s year. Ultimately, a 
na t iona l chain of 380 supermarkets 
incorporating also the bigger Liptons, 
Ga lbra i th and Hinton s t o r e s w i l l 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 de ta i l s of an investment 
programme which will lead to the creation 
of approximately 7,500 jobs in the UK as a 
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whole and 1,655 in Scotland where fourteen 
addit ional s to res are planned. Freezway, 
t h e Glasgow-based r e t a i l i n g group, has 
agreed the takeover of Norfros t F reezer 
Foods, the Newcast le f r e e z e r f i rm. The 
£130,000 takeover w i l l provide Freezway 
wi th a base of four r e t a i l o u t l e t s i n the 
N o r t h - E a s t of England where Freezway 
intends to pursue fur ther expansion. 

p roduc t , however, has a l ready a t t r a c t e d 
t h e a t t e n t i o n of h e a l t h and anti-smoking 
campaigners who c la im t h a t use of the 
p r o d u c t c o u l d i n c r e a s e t h e r i s k of 
developing cancer of the mouth. The 
company a r g u e t h a t a l i n k be tween 
smokeless tobacco and disease had not been 
es tabl i shed . 

With the re jec t ion of a union plan to save 
some of t h e 660 j o b s a t r i s k a t t h e 
Rowntree Mackintosh factory in Edinburgh, 
closure remains scheduled for 1987. Less 
than f i v e y e a r s ago the f ac to ry employed 
more than 1,000 people . Meanwhile, t he 
company a r e moving some of t h e i r 
o p e r a t i o n s invo lv ing bulk s u p p l i e s of 
l o c a l milk for West Cumbria t o Girvan in 
Ayrshire. 

The Mart in R e t a i l Group, a s u b s i d i a r y of 
Guinness the brewing g i a n t , has bought 
Southland-McColl (UK), the holding company 
for the chain of R S McColl newsagents , 
c o n f e c t i o n e r s and t o b a c c o n i s t s shops. 
245 of t h e 370 R S McColl s h o p s a r e 
located in Scotland. 

Output in d r ink and tobacco i n d u s t r i e s 
r o se in the f i n a l q u a r t e r of 1984 to 76, 
an i n c r e a s e of 6% o v e r t h e p r e v i o u s 
quar ter , mainly re f lec t ing an improvement 
in t h e output and s a l e s of the whisky 
i n d u s t r y . For the year as a whole, t he 
index level of 75 was 2.6? below the level 
for the previous year and almost 28% lower 
than the p r e - r e c e s s i o n l e v e l of 104 in 
1978. 

Imperial Tobacco, the parent company of W 
D & H 0 Wills have announced tha t 200 jobs 
a t i t s Alexandra Palace factory in Glasgow 
a re t o be axed over a per iod of two and a 
h a l f y e a r s . Approximately ha l f of the 
redundancies a re to come from the c i g a r 
production divis ion, 50-60 from the hand-
rol led tobacco section and 25-30 from the 
pipe tobacco division. Declining trends 
in c iga re t t e consumption and high taxation 
a re c i t e d as the main f a c t o r s behind t h e 
job l o s s e s . Elsewhere in the tobacco 
s e c t o r , US Tobacco I n t e r n a t i o n a l i s 
gearing up to produce sachets of smokeless 
t o b a c c o f o r t h e E u r o p e a n m a r k e t . 
I n i t i a l l y 35 people w i l l be employed in 
t h e i r E a s t K i l b r i d e f a c t o r y . The 

S c o t t i s h and N e w c a s t l e h a s g i v e n an 
undertaking to the Secretary of State for 
Trade that i t w i l l not increase i t s share 
of Matthew Brown ove r 15% w h i l e t h e 
Monopolies Commission invest igat ion of S & 
N's bid for the Blackburn brewing company 
i s in p r o g r e s s . S & N c u r r e n t l y hold a 
14.9% s t ake in Matthew Brown. Resu l t s 
for the year t o Apr i l 1985 show t h a t S & 
N's p r o f i t s grew by 14.2% from £56.9m to 
£65m a t the o p e r a t i n g l e v e l and margins 
a l s o i m p r o v e d . The a c q u i s i t i o n of 
Matthew Brown s t i l l appears t o f i g u r e 
prominently in future plans for long-term 
growth of S & N's beer a c t i v i t i e s and i t 
seems, c e r t a i n t h a t S & N w i l l go ahead 
with the bid, assuming that the Monopolies 
Commission g ives the a l l - c l e a r . S & N 
c u r r e n t l y show no i n c l i n a t i o n to become 
involved in the takeover b a t t l e between 
Guinness and Arthur B e l l , the S c o t t i s h 
whisky company. Given the growth of i t s 
hotel divis ion with p rof i t s doubling from 
£5.5 to £10.7m in the l a s t f inancial year, 
S & N may w e l l develop an i n t e r e s t in the 
hotel side of Bell 's business should i t be 
hived off a t some stage. Ladbroke Hotel 
Group meanwhile has a l ready dec la red an 
i n t e r e s t i n the u l t i m a t e ownership of 
B e l l ' s h o t e l s by buying a 3-25% s take in 
B e l l s in August. The performance of S & 
N's wines and s p i r i t s d i v i s i o n has not 
been so impres s ive wi th p r o f i t s f a l l i n g 
from £700 ,000 t o £100 ,000 . Hoping, 
however, to benefit from the market trend 
towards wine d r ink ing in Sco t land , S & N 
launched through i t s s u b s i d i a r y , t h e 
Canongate Beverage Company, i t s Castaway 
wine coo l e r , a dr ink c o n s i s t i n g of wine, 
carbonated water and f r u i t ju ice . 
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WHISKY 

Whisky production in the f i rs t quarter of 
1985 was 71.2m l i t r e s of pure alcohol, up 
5% on the corresponding period las t year, 
and the highest first-quarter figure since 
1981. Given the recent export success of 
bottled malt whisky, i t i s perhaps not 
surprising that most of the increase came 
in th i s area. Malt production rose by 
8.9% compared with 2.3% for grain. The 
apparent c o n t r a d i c t i o n between the 
numerous dis t i l lery closures announced in 
recent Commentaries and increasing output 
i s easily resolved. Those d i s t i l l e r i e s 
which have remained open are now operating 
at higher levels of capacity than of late, 
a l though by t o d a y ' s s t a n d a r d s any 
d i s t i l l e r y working a t more than 50% of 
capacity i s reckoned to be doing well. 
I t is less clear what effect the increased 
product ion w i l l have on the a l ready 
overstocked industry (see below). 
Total whisky exports for the f i r s t six 
months of 1985 f e l l by 2.3% over the same 
period in 1984. However, t h i s modest 
f a l l masks wide v a r i a t i o n s in the 
performance of different types of whisky. 
The most dramatic changes occurred in malt 
whisky, where exports of bottled malt rose 
by 34% and bulk exports fel l by 38%. While 
the rapid r ise in exports of bottled malt 
is unambiguously good, there will be mixed 
feelings about the f a l l in bulk exports. 
The dramatic decline, some 5.0 million 
LPA, i s 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 f e l t bulk exports to be against the 
long-run interests of the industry will no 
doubt feel tha t the chickens are coming 
home to roost in t h i s market, while the 
bulk exporters wi l l be hoping that the 
problems in Japan are short-lived. 

Encouragingly, bot t led blended exports, 
the mainstay of the industry, have also 
r isen. While the 5.5% increase i s much 
more modest than that achieved in bottled 
malt, i t is nevertheless very welcome for 
the sector of the market which has been 
worst hit by the recession. 

The biggest single item of news in the 
l a s t quarter i s , of course, the bid by 
Guinness for Arthur Bell . With the 

p o s s i b l e e x c e p t i o n of H i g h l a n d 
Dist i l leries, Bell is the most fanatically 
independent of whisky companies, a t r a i t 
which springs largely from the dominant 
personality of Chairman Raymond Miquel. 
Guinness must have known they were in for 
a fight when the bid was announced. The 
bid took the form of an offering of 9 
Guinness shares in exchange for every 10 
of Bell 's with a 225p per share cash 
alternative. The whole package i s worth 
around £300m. The fact that acceptances 
for 5% of Bell ' s ordinary shares were 
received by the f i r s t c los ing d a t e , 
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 i t 
i s expected t h a t Guinness w i l l have 
improved their in i t ia l offer in an effort 
to obtain the 75% of Bell ' s share held by 
the financial institutions. 

WHISKY PRODUCTION 
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One i n t r i g u i n g e l e m e n t i n t h e 
Guinness/Bell battle was the announcement 
that the Kuwait Investment Office (KIO) 
bought over 5m Bell shares (3.8% of the 
issued capi ta l ) j u s t after the bid was 
announced. The Kuwait is are s t i l l 
smarting from Bell's success in buying the 
Gleneagles Hotel which they badly wanted, 
and i t i s now known that the KIO shares 
represent the bulk of the 5% acceptances 
ini t ia l ly obtained. 

Should B e l l ' s apparent ly i n v i n c i b l e 
independence finally crack, more than one 
independent d i s t i l l e r would be casting 
anxious glances over i t s shoulder. Even 
the mighty Disti l lers Company is rumoured 
not to be immune, although i t s size alone 
would dampen the ardour of a l l but the 
most serious of su i to rs . DCL's pre-tax 
profits for the year to March look fairly 
impressive - up by almost a quarter to 
£236.2m. Admit tedly, much of t h i s 
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increase in profits i s due to the slide of 
the pound against the dol lar during the 
l a s t f inancial year. Nevertheless, the 
group can reasonably point towards i t s 
attempts a t large-scale ra t iona l i sa t ion 
over the las t year in both dis t i l l ing and 
bot t l ing , and can claim tha t i t i s doing 
as much as anyone to get supply of whisky 
back into l ine with demand. DCL has 
s t i l l failed to develop the necessary new 
products, and is a long way from shedding 
i t s "dinosaur" image, but i t i s a t l eas t 
trying. 

One other item of company news neatly 
i l l u s t r a t e s the sort of problems facing 
the industry at the.moment. In July 
Macallan-Glenlivet, whose single malt "The 
Macallan" is the world's fifth top seller, 
announced i t s intention to raise £5.8m via 
a r ights issue of unsecured loan stock. 
The idea is to eliminate the increasingly 
onerous interest charges on bank borrowing 
which would have reached £800,000 in 1985 
in the absence of the issue. With demand 
for single malts growing rapidly Macallan-
Glenlivet has to find the cash to keep 
laying down stocks of new whisky, which 
l ie unused for at least ten years, as well 
as to cover the expense of e x i s t i n g 
s tocks . In t h i s company's case the 
problem is exacerbated by i t s ins is tence 
on having "The Macallan" mature only in 
casks which have already been used for 
sherry. This pract ice , once widespread 
in the industry, has a l l but died out -
most whiskies today are coloured by the 
addition of caramel. 

The massive overstocking which besets the 
indus t ry a t the moment has been the 
subject of comment by a numer of parties. 
One of the more in teres t ing proposed 
solutions came recently from a Grampian 
Region councillor who suggested that the 
excess supplies of malt and grain whisky 
should be rec t i f ied into neutral "white" 
spir i t for the production of vodka and gin 
as well as for use as indus t r ia l alcohol. 
Before pur is ts fa int at the idea of "the 
cratur" being transformed in to baser 
s p i r i t s , i t should be pointed out tha t 
Invergordon Dis t i l l e r s has been involved 
in the production of white s p i r i t s for 
three years and by all accounts is doing 
very nicely out of i t . 

The objection to th i s plan i s that i t i s 
simply not cost-effective. White spir i t 

produced in this way would be two or three 
t imes as expensive as t h a t produced 
commercially at the moment, which suggests 
that a ready market would be difficult to 
find. Nevertheless, the fact that both 
S c o t t i s h Malt D i s t i l l e r s and Chivas 
Brothers were prepared to pass comment on 
the proposed scheme i l lustrates the degree 
of concern about s tocks wi th in the 
industry. 

METAL INDUSTRIES 

The index of indust r ia l production for 
metal manufacturing is now available but, 
as for a l l other sectors , only up to the 
four th q u a r t e r of l a s t year . Such 
la teness seriously detracts from the use 
of the index as an indicator of current 
developments. This def ic iency i s 
compounded by the near certainty that the 
index, which stood a t 91 in the fourth 
quarter of 1984, wi l l subsequently be 
revised. Substantial revision is evident 
in the indices for earlier quarters. The 
index for the f i r s t quarter has been 
revised downwards from 101 to 98 while 
that for the third quarter has been raised 
from 86 to 90. Comparisons with the 
corresponding indices for the UK indicate 
that the Scott ish r e su l t s are subject to 
considerably greater revision. 

METAL MANUFACTURING OUTPUT 
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Respondents to the July Scottish Business 
Survey report considerable pessimism. On 
balance, 47% of respondents are less 
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 output in the near future. 
With firms already operating with much 
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spare capacity, investment intent ions in 
th i s sector have tended to be revised 
downwards. 

In early August BSC announced i t s plans 
for the s t e e l i n d u s t r y . Despi te 
considerable lobbying by Scottish groups 
in recent months, BSC i s not undertaking 
new i n v e s t m e n t in coke ovens a t 
Ravenscraig, nor indeed elsewhere in the 
UK. Increasingly, although debate in 
Scotland centred on the nature of new 
investment, i t had become apparent that 
the option of not replacing coke ovens was 
the likely outcome. Much more unexpected 
was BSC's decision to close the Gartcosh 
rolling mill in March 1986, with the loss 
of 800 jobs. These decisions probably 
signal the end of the Scottish s t e e l -
making industry by the end of the decade. 

The Gartcosh mill r o l l s and finishes a 
high proportion of Ravenscraig's coils of 
wide s t r i p s t e e l f o r use in t he 
manufacture of veh ic les and domestic 
appliances. After March 1986 those coils 
wi l l have to be transported to other BSC 
mil ls for f inishing, the most l ikely 
dest inat ion being the Shotton works in 
North Wales. This loss of an adjacent 
customer and lower planned output will put 
Ravenscra ig ' s product ion a t a cost 
disadvantage relative to the output of the 
Welsh plants at Llanwern and Port Talbot. 
That disadvantage will almost certainly 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 remote. The 
option of a pr ivate sale was not pursued 
for the Glengarnock plant which closed at 
the end of March. That opt ion i s 
constrained by the need for capacity 
reductions, an end which i s not achieved 
by sale to a private company. 

I t has been known throughout the 1980's 
that BSC wishes to close Ravenscraig. 
The complex has been protected since the 
l a s t major c r i s i s in l a t e 1982 by the 
undertaking made by Patrick Jenkin. That 
undertaking has been reinforced recently 
by the considerable p o l i t i c a l goodwill 
generated by the Ravenscraig workers' 
refusal to support the NUM in the miners' 
dispute and by the posi t ive response to 
exhortations to raise productivity levels. 

The new s t r a t e g y i s a c o n v e n i e n t 
a r r a n g e m e n t fo r bo th BSC and t h e 
Government. I t s a t i s f i e s BSC's desire 
not to provide any guaran tees for 
Ravenscraig's survival beyond 1988 and the 
Government's wish to confirm i t s political 
commitment to the main complex during the 
l i f e t i m e of t h i s Par l i ament . The 
t imesca l e involved a l so s u i t s BSC's 
current commercial requirements since 
Ravenscraig's output will be needed while 
the Redcar b las t furnace i s r ebu i l t next 
year and until refurbishment projects are 
completed at Llanwern and Port Talbot. 

Thereafter, unless there i s a marked 
change in policy, Ravenscraig's future i s 
extremely p r eca r ious . A number of 
influences point to closure. Perhaps 
most fundamentally, BSC i s charged with 
making the industry commercially viable 
and with prepar ing the indus t ry for 
p r i v a t i s a t i o n . BSC has repea ted ly 
maintained tha t , given l ike ly market 
demand, i t cannot achieve these objectives 
with three s t r i p mil ls (see previous 
Conmentaries). 

I t is clear from Norman Tebbit's comments 
on the new BSC strategy that market and 
privatisation considerations will prevail. 
Social and regional considerations which 
played an important part in the 1982 
defence of Ravenscraig have no place in 
such thinking. 

The European policy dimension also has an 
important bearing. Negotiations are 
currently underway on the restructuring of 
the European industry. Although the 
exact outcome of those negotiations i s 
unclear at this stage, the EEC has already 
announced that by 1990 capacity reductions 
similar in scale to those of the past five 
years w i l l be required to balance supply 
of and demand for European s t ee l . The 
EEC has also for some time been of the 
view, perhaps insp i r ed by BSC's own 
posit ion, that one of the three UK s t r i p 
mil ls should be closed. In the near 
future, therefore, BSC may be seeking 
further capacity reductions in l ine with 
EEC restructuring. 

By 1988 Ravenscraig 's long-s tanding 
locational disadvantage will be compounded 
by a dire need for new investment in not 
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only coke ovens but also by then a b las t 
furnace. At that s t a t e the commercial, 
p r i v a t i s a t i o n and EEC r e s t r u c t u r i n g 
ob j ec t i ve s could be s imul taneous ly 
satisfied by Ravenscraig's closure. 

To some extent, although the index is very 
out of date, i t may give a more accurate 
picture of overall trends in the industry 
than the SBS, but in the process i t may 
miss out important changes among the 
s m a l l e r m e c h a n i c a l e n g i n e e r i n g 
establishments. 

MECHANICAL ENGINEERIMG 

An interesting feature of this sector has 
been the conflicting message coming from 
the Scottish Index of Production and the 
Scottish Business Survey (SBS). The 
index of product ion has continued 
remorselessly downward throughout 1984, 
f a l l i n g from 83 p o i n t s in the f i r s t 
quarter to 70 in the f inal quarter. The 
f inal quarter r e su l t s were by far the 
lowest recorded since this index started 
in 1980. In c o n t r a s t , of the 42 
mechanical engineering respondents to the 
January 1985 Scottish Business Survey, 35? 
reported that sales were up in the f inal 
qua r t e r of 1984, 5456 repor ted s a l e s 
steady, and only 11% had suffered a drop 
in sa les . 

HECHANICAL ENGINEERING 

OUTPUT 

78 I 81 1 

In the l a s t Commentary i t was reported 
that many mechanical engineering firms in 
S c o t l a n d were f e e l i n g c a u t i o u s l y 
o p t i m i s t i c about c o n d i t i o n s , and 
undoubtedly th i s was a ref lect ion of 
improved export prospects following the 
s l i d e in t h e pound. Mechanica l 
engineering i s one of the most export-
orientated sectors of UK manufacturing. 
A l i t t l e over 40% of UK sales went abroad 
l a s t year (equivalent figures are not 
available for Scotland). 

I t seems surprising then that improved 
export sales had not fed through to either 
Scotland or UK production by the end of 
last year. This i s in distinct contrast 
to another highly e x p o r t - o r i e n t a t e d 
Scottish industry, texti les and knitwear. 
The difference apparently l i e s with the 
much longer production time for mechanical 
engineering products. Most mechanical 
engineering firms are producing investment 
goods, and a recent survey of Scottish 
mechanical engineering firms found that 
691 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. 

Why were the index and SBS pointing in 
opposite direct ions a t the end of 1984? 
Presumably the answer l i e s in the fact 
that the SBS sample does not cover a l l the 
firms included in the index of production. 
I t was noted in the l a s t Commentary tha t 
only c e r t a i n s e c t o r s of mechanical 
engineering appeared to be in decline in 
Scot land, namely mining equipment, 
offshore fabricat ion, and power supply. 
Firms in these sectors are generally large 
and will have a considerable effect on the 
index of product ion. If, as seems 
l ike ly , most are not included in the SBS 
sample, then i t i s not surprising that the 
SBS is painting a more optimistic picture 
of mechanical engineering than the.index . 

_pf .production. -

UK s t a t i s t i c s only began to show a 
noticeable increase in export orders by 
November 1984 and export sales did not 
rise until February 1985. March 1985 saw 
a catastrophic f a l l in new UK export 
orders, however, as the pound began to 
r i s e , and the impact of th i s r i s e has 
shown up clear ly in the SBS. For the 
qua r t e r ended June 1985 only 42% of 
respondents reported that export orders 
were up compared with 30% suffering a fall 
in export o rde r s . This c o n t r a s t s 
noticeably with the SBS resu l t s for the 
qua r t e r ending December 1984 (before 
sterling began to strengthen) when 60% of 
firms reported a rise in new export orders 
and only 3% had experienced a fa l l in 
export orders in the last quarter of 1984. 
The evidence suggests that the nature of 
mechanical engineering is such that i t was 
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able to derive only a l imited and very 
short- l ived boost from the decline in 
sterling in 1984. 

One interesting consequence of last year's 
fall in sterling has been the decision by 
Caterpillar, the US construction equipment 
manufacturers, to switch production from 
the US to Britain. Caterpillar have been 
having a very hard time 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. Caterp i l la r have closed 
down and consolidated a number of plants 
in the US as well as t he i r factory in 
Newcastle. 

In the past few months Caterpi l lar have 
reversed the dec i s ion to cont inue 
production of crawler tractors and loaders 
at Davenport, Iowa. Instead the crawler 
t r a c t o r product ion w i l l be added to 
Caterp i l la r ' s exis t ing plant in Glasgow, 
while the loaders w i l l be produced in 
Grenoble. The Glasgow workforce has been 
increased by 130 in the las t year and more 
new jobs are now expected. Caterpi l lar 
claimed tha t in October 1984 the cost of 
manufacturing in Iowa "was 23? higher than 
in Glasgow, and t h e s u b s e q u e n t 
strengthening of the dollar has moved this 
t o 4 0 V . S t e r l i n g ' s v a l u e , a t 

approximately $1.4 i s now well above i t s 
October 1984 figure of $1.2. I t w i l l be 
in te res t ing to see if Caterpi l lar once 
again reverse the i r decision as a resu l t 
of the rise in sterling. 

Conditions have remained uncertain among 
the three Scottish mechanical engineering 
sectors which were singled out as facing 
d i f f i c u l t i e s in the l a s t Commentary. 
Mining equipment manufacturers had been 
expecting a boom in orders from the NCB 
once the Board had recovered from the 
s t r i k e . This boom has so far not 
materialised. One positive result of the 
s t r i k e was t h a t UK mining equipment 
suppliers managed to increase exports by 
66%, from £130m to £200m in 1984. 
Anderson Strathclyde of Motherwell is one 
of those firms which has had considerable 
export success and has recently won more 
orders from China. 

Offshore fabr ica tors are also suffering 
from delays in orders for two of the major 
offshore contracts expected to be awarded 
this year. Three Scottish yards, Howard 
Doris, Highland Fabricators and McDermott 

have had to re-submit tenders for the 
Sedco Forex f loating production vessel 
after Sedco failed to reach agreement with 
Highland Fabricators over possible delays 
or defaults on the construction schedule. 
Conoco's order for platforms for gas 
production from i t s Valient, Vanguard and 
Vulcan fields off Great Yarmouth has also 
been delayed because Conoco and Br i t i sh 
Gas have fai led to agree on a price for 
the gas supplies. 

Meanwhile, arguments over the r e l a t ive 
m e r i t s of PWR and AGR r e a c t o r s have 
continued to emanate from p o t e n t i a l 
suppliers (see l a s t Commentary). At 
Weir's AGM, Lord Weir suggested that 
Weir's would reap substant ia l benefits 
from a PWR choice for Sizewell. Babcock 
have also continued to campaign for a PWR. 
A survey by stockbrokers Hoare Govett 
argued that Babcock would need to invest 
£10m in equipment at their Renfrew plant 
in order to complete the PWR contract . 
The stockbrokers believe tha t Babcock 
would only do th i s if i t was sure that a 
s e r i e s of PWR's were to be ordered. 
Although Babcock has well established 
f a c i l i t i e s for the cons t ruc t i on of 
conventional coal and oil fired plants, i t 
i s apparen t ly keen to move i n t o a 
completely new area, at great investment 
costs, because i t hopes to then become the 
sole UK supplier. 

Howden in Renfrew received money from the 
e l ec t r i c i t y board towards the cost of 
b u i l d i n g i t s Renfrew p l a n t for 
manufacturing gas c i rcu la tors for AGR's. 
This time the CEGB has made i t clear that 
i t does not intend to fund any investment 
by Bri t ish firms i f i t i s allowed to go 
ahead with a PWR at Sizewell. 

ELECTRICAL AND INSTRUMENT ENGINEERING 

ELECTRICAL I INSTRUMENT 

ENGINEERING OUTPUT 
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The index of indus t r ia l production for 
Scotland is now beginning to show signs of 
the slowdown in growth which badly h i t 
parts of the electronics industry in la te 
1984. The index for the fourth quarter 
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 output in the 
Scottish industry increased by 30% over 
the previous year whereas figures for the 
UK showed only a 14% r i s e . The 
difficulties of the semiconductor industry 
notwithstanding, the Scottish index can be 
expected to continue to outperform the 
UK's as the industry North of the Border 
appears to be weathering the current 
confidence c r i s i s in the industry rather 
well. 

The July Scottish Business Survey gives 
r i s e to cautious optimism regarding the 
fu ture of e l e c t r i c a l and e l e c t r o n i c 
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 January to 27% in April to 25% and then 
in July, a net 43% of respondents expect 
increases in the next three months. One 
p a r t i c u l a r l y b r i g h t f e a t u r e of the 
expected trend in new orders i s that 
orders from the Scottish sector i t s e l f 
are seen as growing by 50% of respondents. 

The capaci ty u t i l i s a t i o n r a t e has 
increased in the industry to 77% from 60% 
in the previous Survey and stands 20 
percentage points above the ra te for a l l 
manufacturing indust r ies . A net 51% of 
respondents experienced i n c r e a s e s in 
employment over the l a s t three months, 
with the increase in female employment 
slightly ahead of that in male employment 
While this trend seems set to continue, i t 
looks likely that the increase will be at 
a much slower r a t e , a net 27% of 
respondents expecting an upward trend in 
the next three months. 

The news of 450 job losses at National 
Semiconductor in Greenock at the beginning 
of June brought the troubles in the world 
semiconductor indus t ry home to the 
Scottish populace in a splash of media 
anguish. These redundancies, added to 
the 200 people already shed in natural 
wastage, brought employment in the factory 
to around 1,100, with production running 

at about 40% of the 1984 level of output. 
However, the company ins i s t tha t thei r 
£100m investment plan announced las t year 
will s t i l l be implemented resulting in an 
eventual workforce level of 2,500. While 
i t is pleasing to contemplate the eventual 
a r r iva l of these jobs in the depressed 
Tail 0' The Bank, and no-one doubts the 
sincere intent ions of the National Semi 
management to implement the plans when an 
upturn does occur, they are chickens which 
may be far from being hatched. Two 
factors suggest the need for caution about 
the future. F i r s t , when the upturn in 
demand for semiconductors does come (and 
there is l i t t l e evidence that i t is going 
to be before early to mid-1986, if then) 
the price of each microchip i s l ike ly to 
be substant ia l ly below the level of 18 
months previously. While, as demand 
increases, prices can be expected to 
regain some of th i s los t ground i t is 
going to take some time before revenues 
return to leve ls which wi l l allow major 
p r o j e c t s to be f inanced. I n t e r n a l 
funding i s l i k e l y to be e s p e c i a l l y 
important given the present a t t i tude of 
investors to high-tech companies trying to 
ra i se funds on the stock exchange (see 
below). Secondly, the spec t r e of 
Japanese competition in the high-volume 
microchip f ie ld (in which National Semi 
and Motorola are two of the current market 
leaders) i s r i s ing in the background. 
Hi tachi and NEC have been inves t i ng 
heavi ly in chips which w i l l compete 
d i rec t ly with some of the exis t ing basic 
products. Depending on when and how they 
make their push for a larger market share, 
the prospects for a recovery of the major 
US producers will be determined. 

I t i s 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-order ing by home 
computer makers, around twenty of whom 
expected to supply between 20%-50% of the 
market each. 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 Sinc la i r , over 
supply of the la t ter ' s products being the 
main cause of Timex's 400 redundancies 
announced in June. 

Scotland's semiconductor industry may have 
sneezed but the cold had been raging on 
the other side of the Atlantic for a 
number of months. 3,000 jobs have gone 
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at Texas Instruments since December, 900 
at I n t e l , around 1,000 a t National 
Semiconductor, 600 at Micron Technology 
not to mention further redundancies at 
computer systems firms such as Wang and 
A p p l e . The f a c t t h a t t h e US 
semiconductor presence in Scotland has not 
been reduced more suggests that these 
firms do not view Scotland as a staging 
post, as some commentators have suggested, 
but rather as an in tegra l and important 
part of their corporate organisations. 

As mentioned above, the stock market does 
not seem to be favouring h igh- tech 
business at the moment. Companies quoted 
on the Stock Exchange have seen the i r 
share prices fal l substantially this year; 
none more so than the big guns of UK 
electronics - GEC, Plessey, STC, Thorn-
EMI, Racal and Ferranti. The reasons for 
this loss of confidence by the market are 
many and varied but one which must be 
considered extremely worrying is common to 
a number of f i rms in the US and UK. 
Apple, Texas I n s t r u m e n t s , S i n c l a i r 
Research, Acorn, Thorn-EMI, Inmos, STC and 
Scotland's Future Technology Systems have 
a l l been subject to boardroom reshuffles 
or management oustings. 

One of the major worries over the last few 
years has been the a b i l i t y of Scotland, 
and the UK generally, to supply suitably 
q u a l i f i e d t e c h n i c i a n s and graduate 
engineers to meet the r i s ing quali ty 
manpower requirements demanded by inward 
investing and indigenous firms. Indeed, 
the success of the SDA's somewhat 
amorphous strategy of " c r i t i c a l mass" 
hinge s on an indigenous supply of 
innovative entrepreneurs. What clearly 
must also be addressed i s the supply of 
quality managerial ta len t . Whereas the 
ab i l i ty of high-tech entrepreneurs to 
supply technically excellent products is 
not in doubt, examples of poor management 
have abounded in a number of spheres. 
"Late products, poor r e l i a b i l i t y and 
atrocious service and back-up" are cited 
as being the norm r a t h e r than the 
exception in the home computer industry. 
While an increasing supply of technically 
ski l led people is an obvious requirement 
for Scotland's fu ture success in the 
e l e c t r o n i c s i n d u s t r y , t h i s must be 
complemented by s imilar developments in 
our flow of business and management ski l ls 
people. The present Government's squeeze 
on higher education does not augur well 
for fulfilment of these needs. 

The job losses at National Semiconductor 
and Timex apar t , the l a s t three months 
have seen further major investments in the 
Sco t t i sh h igh - t ech sec to r . ACT are 
expected to h i re 50 more staff a t the i r 
business computer operation in Glenrothes 
and Novatech Microsystems have announced a 
major expansion to their business with the 
opening o f a new branch p l a n t a t 
K i l m a r n o c k . F u r t h e r to t h e s e 
developments, two new inward investments 
have been announced in the past few weeks. 
Damon Biotech, which produces man-made 
p r o t e i n s , a re to se t up a £30m b i o -
pharmaceutical f ac i l i t y in Livingston 
which will provide up to 300 new jobs and 
DEC are to invest £82m in a new microchip 
plant at Butlaw, near South Queensferry. 
This investment i s expected to create 400 
jobs by 1988. 

TRANSPORT EQUIPMENT 

The fa i l ings of the index of production 
for transport equipment were discussed in 
d e t a i l in t he l a s t Commentary. 
Unfortunately, the special nature of this 
sector makes i t d i f f i cu l t to find any 
a l t e r n a t i v e guide to t r ends in the 
industry. 

Transport equipment in Scotland i s 
dominated by a small number of large 
establishments, notably the shipyards, 
British Aerospace at Prestwick and British 
Rail 's Engineering unit in Springburn. 
Any sample survey of the s ec to r i s 
therefore l ike ly to be dis tor ted because 
i t wi l l miss out a few very important 
establishments. The Scottish Business 
Survey does not dist inguish transport 
equipment from other engineering, and even 
if i t did, the inevitably small number in 
the sample would mean that i t would be 
unwise to draw any general conclusions 
from the results . 

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

B r i t i s h Sh ipbu i lde r s have r ecen t ly 
announced resuts for 1984 which reveal 
that trading losses last year were down to 
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£25.2m, compared with £161m in 1983. The 
warship sector i s continuing to make good 
prof i t s , and the losses come from the 
merchant shipyards. As noted in the las t 
Commentary, however, there i s growing 
evidence that UK merchant shipbuilding is 
finally showing signs of recovery. 

Lloyds Register reported tha t in the 
quarter ended 31 March 1985 the gross 
tonnage of steamships and motor ships 
under construction in the world was down 
by 703,323 on the previous quarter. New 
orders were also down to 3.8mgt, 0.8mgt 
less than the previous quarter. What i s 
i n t e r e s t i n g i s t h a t i t i s the major 
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 t h i s loss in orders. 
Meanwhile, the UK and cer ta in Eastern 
European countr ies , Romania, Poland and 
Yugoslavia, have won increased orders in 
the f i rs t months of 1985. The UK's total 
order book (including warships) rose by 
27$ (gross tonnage) between the end of 
1984 and 31 March this year. 

UK merchant shipbuilding should also be 
boosted by a recent EEC decision which 
allows the Government to ra i se subsidies 
to state-owned yards from 17% to 22.5% of 
the p r i ce of the con t r ac t (27.5% for 
Harland and Wolff). I t a l i an and Dutch 
yards were also given permission to raise 
subsidies. France i s s t i l l negotiating 
with the Commission over the rate for i t s 
subsidies. The Government had asked for 
a 35% subsidy for British yards, and there 
was disappointment at the small r i se 
agreed by the EEC. This higher ra te 
should, however, help the merchant yards, 
to compete a g a i n s t the lower p r i c e s 
offered by Japan and South Korea. 

The Government's policy of pr iva t i s ing 
commercially p r o f i t a b l e s e c t o r s of 
nationalised indust r ies inevitably led 
them to of fer B r i t i s h S h i p b u i l d e r s ' 
profitable warship yards for sale, while 
holding on to the lossmaking merchant 
yards. This policy proved successful 
when Yarrows was bought by GEC. GEC have 
f inal ly reached agreement with Yarrows' 
workforce in an arrangement which gives 
the workers a pay r i s e of approximately 
5%, plus a one-off payment of £1,000, £600 
of which i s compensation for loss of the 
B r i t i s h Sh ipbu i lde r s ' (BS) redundancy 
scheme. 

In contras t , the scheme for pr ivat i s ing 
Hall Russell in Aberdeen has run into 
considerable d i f f i cu l t i e s . In recent 
years the yard has specialised in offshore 
patrol vessels for the Royal Navy and last 
year made a prof i t of £765,000. The 
problem i s that Hall Russell 's future 
p ro f i t ab i l i t y i s by no means assured. 
The yard has work to take i t through to 
the autumn of 1986, but no more orders 
from the Royal Navy are expected in the 
near future. Michael Heseltine announced 
in June that defence estimates for 1985/6 
did not inc lude allowance for any 
expenditure on offshore patrol vessels. 

Only th ree o r g a n i s a t i o n s have shown 
in te res t in buying Hall Russell. The 
f i rs t , a consortium headed by Ian Sproat, 
withdrew claiming that the Government had 
spent too long deciding on the i r offer. 
Br i t i sh Aerospace, who have worked in 
conjunction with Hall Russell on the 
design of a new offshore patrol vessel, 
appeared in teres ted for a while, but 
apparently l o s t in t e res t when i t 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 Sproat group, ie given the 
uncer ta in fu ture of the yard, the 
consort ium i s not w i l l i n g to offer 
anything l ike the £5m the Government i s 
believed to be asking for Hall Russell. 

Increasing concern is being expressed by 
the Hall Russell workforce, Aberdeen 
Council, and local MP's over the long 
delay in deciding the future of the yard. 
The Government has been called on by 
several interested par t ies including the 
Phil ips consortium to end pr iva t i sa t ion 
plans and re ta in Hall Russell as part of 
BS. Indeed i t has been pointed out that 
al though Hall Russel l has r ecen t ly 
received a stream of naval orders, i t was 
never seen as a purely warshipyard. Hall 
R u s s e l l was i n c l u d e d among the 
warshipyards to be sold off. 

The decision to place Hall Russell in the 
warship department of BS has put the yard 
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at a considerable disadvantage. Under BS 
regulations warship yards may not tender 
for merchant orders. Hall Russell i s 
c o n s e q u e n t l y a l s o exc luded from 
b e n e f i t t i n g from t h e EEC subs idy 
( i n t e r v e n t i o n fund) f o r merchan t 
shipbuilders. The long delay in selling 
Hall Russell and freeing i t from the 
r e s t r a i n t s i t faces under BS, has 
exacerbated t h i s s i t u a t i o n and has 
hampered Hall Russell in i t s search for 
new orders. 

Government plans to pr iva t i se the naval 
dockyards has also run into considerable 
opposition. The a l l party report of the 
Public Accounts and Defence Committees 
argued against privatisation of the yards, 
but this was ignored by Michael Heseltine, 
who confirmed in July tha t Rosyth and 
Devenport w i l l be put under commercial 
management within 2 years. He predicted 
a l o s s of 400 jobs from the 6,300 
p re sen t l y a t Rosyth. The workforce 
immediately held a 24 hour protest strike. 

One of Scotland's few remaining vehicle 
manufacturers, BL's Bathgate f ac to ry , 
which produces engines for the Roadrunner 
se r i e s , looks increasingly set to close 
next year. BL has already announced 
plans to close the plant in the summer of 
1986 unless a buyer can be found. Two 
potent ia l buyers, t r ac to r manufacturers 
Marshalls of Gainsborough (who use the BL 
engine in t h e i r t r a c t o r s ) , and JCB 
excavators, have both abandoned plans 
to take-over the plant . There are no 
other buyers on the horizon and shop 
stewards are afraid that BL will be happy 
to se l l the plant to property developers 
who are in teres ted in building a hyper
market on the s i te . 

In contrast , the small spec i a l i s t car 
manufacturer, A C Scotland 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 
i t s workforce as a result. 

CHEMICALS AND MAN-MADE FIBRES 

Output of chemicals and man-made fibres in 
Scotland rose by 4% in the f inal quarter 

of 1984 mainly as a r e su l t of greater 
output in the organics sector. The index 
of indus t r ia l production i s now at i t s 
highest level since the f i rs t quarters of 
1980. 

The volume of output in the UK chemicals 
industry rose by 6% in 1984 as a whole 
even though there was only a modest r i se 
of 0.5% in the fourth quarter compared 
with the previous quarter. This was the 
second year in succession that output rose 
s u b s t a n t i a l l y . The r i s e in output 
continued in the opening months of 1985 
but the l a t e s t provisional data suggest 
that there was a pause in growth in the 
three months to May. Significant gains 
were achieved in a l l s e c t o r s of the 
industry during 1984, with organics and 
plastics performing particularly well and 
with substant ia l increases in production 
of fer t i l i sers and agrochemicals. 
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The volume of expor ts showed a big 
increase in 1984 (10%) and th i s trend 
continued in the f i r s t quarter of 1985 
when expor ts b e n e f i t t e d from strong 
overseas demand and the relative weakness 
of s te r l ing against other internat ional 
c u r r e n c i e s . Home demand showed a 
s ignif icant r i s e (2%) in 1984 with the 
resu l t that the r a t io of exports to home 
sales now stands at 44%. The increase in 
output in 1984 combined with fairly stable 
employment indicates a further r i s e in 
productivity in 1985. 

Following close on the heels of Fermentech 
(see l a s t Commentary), a £30m technology 
plant i s to be bu i l t at Livingston by 
Damon Biotech of the US. The plant, 
claimed to be the biggest of i t s type in 
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the world, w i l l manufacture monoclonal 
anti-bodies, man-made proteins used by the 
drug industry. The plant i s to be bu i l t 
and paid for by the SDA and the Government 
i s to contribute towards the cost of job 
training and research and development. 
The project i s expected to create 300 jobs 
over the next four years. 

The new Livingston plant i s to be the 
principal production centre for Damon's 
monoclonal ant i-bodies. The company's 
existing plant in Boston, Mass, with 
production capacity of only 10$ of that 
planned for Livingston wi l l be used as a 
pilot plant for research and development. 
Work on the s i te will commence in January 
1986 and production should s t a r t towards 
the end of 1986. The f i r s t stage of 
operation will be the recruitment of 25 to 
30 school-leavers and graduates who will 
undergo training at Damon's plants in the 
US a t the Government's expense. BP 
Chemicals is to invest £12m in a new plant 
a t Grangemouth to product 4-methyl 
pen tene-1 , a co-monomer used in the 
p r o d u c t i o n of l i n e a r low d e n s i t y 
polyethylene (LLDP). The plant will have 
a capaci ty of 25,000 tonnes/annum. 
Construction i s expected to begin in the 
Autumn and is due for completion in 1987. 
An arrangement has been made between BP 
Chemicals and Neste Oy the Finnish 
chemical company, whereby the la t t e r will 
use part of the new plant to make co-
monomer for the i r own polyethylene and 
have access to BP Chemicals' 4-methyl 
pentene-1 technology. 

According to the MEP for mid-Scotland and 
F i f e , Mr Alex F a l c o n e r , S c o t t i s h 
companies' waste disposal costs have 
soared since the closure of the Re-Chem 
plant at Bonnybridge. The MEP claims 
that ICI's Grangemouth plant has incurred 
additional costs of £175,000 per annum in 
transporting noxious chemicals to England 
for disposal. Mr Falconer i s concerned 
that th i s increase in costs could place 
jobs at r i sk and could also lead to a 
build-up of toxic waste materials in his 
constituency. In an open l e t t e r to the 
Scottish Secretary, Mr Falconer has asked 
Mr Younger what action he proposes to take 
for the disposal of dangerous chemicals, 
and if he wi l l ensure that incinerators 
for the safe disposal of these chemicals 
will be built in Scotland. 

A Glasgow-based chemicals supply company -
Power Service Products - established in 
1983 i s f o r e c a s t i n g an i n c r e a s e in 
turnover from £600,000 to £1.5m in 1985. 
The products handled by the company range 
from simple detergents to spec ia l i s t 
coatings for the oil industry. Recently 
a new product has been added to the range, 
called Power Steel, which, i t is claimed, 
converts rus t back into s teel 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 a few weeks, i t is already accounting 
for some 10$ of total sales. The company 
has a t p resen t 35 employees and i s 
expected to double the workforce within 2 
years. 

The major company news is centred on ICI's 
disappointing half-yearly r e su l t s , when 
profits before tax at £535m were only £3m 
above l a s t year's comparable figures. 
The company a t t r i bu t e the resu l t s to 
sterling strength against the Deutschmark 
rather than the US dollar . Ster l ing 's 
appreciation against the Deutschmark i s 
believed to have eliminated most of the 
improvement in competitiveness against the 
West German Chemicals industry achieved by 
the group since 1980. 

Despite al l the re-structuring of the past 
six years, ICI s t i l l generates almost 50? 
of i t s sales in two areas - petrochemicals 
and plastics and general chemicals - where 
UK capacity is comfortably in profit at a 
s te r l ing exchange r a t e of DM3.50 and 
bare ly p r o f i t a b l e a t DM4.00. ICI 's 
experience was exceptionally unfortunate 
since during the second quarter processing 
raw materials purchased with expensive 
dol lars ea r l i e r in the year and sel l ing 
the finished product in expensive pounds. 

Division results for the f irs t six months 
showed a d i s t i n c t gap between the 
performance of commodity chemicals and 
that of more specialised, high-valued 
products . The pe t rochemicals and 
p las t ics division suffered a 37$ fa l l in 
trading profit compared with the previous 
year; f e r t i l i s e r s were down 16$; and 
general chemicals p rof i t ab i l i ty fe l l by 
5$. The more highly s p e c i a l i s e d 
agrochemicals business turned in a 37$ 
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improvement in prof i t ; pharmaceuticals 
were 15% ahead; and speciality chemicals 
(including a three month contribution from 
the i r l a t e s t US acquisi t ion - Beatrice) 
almost doubled their profit. 

Financial forecasters believe that the 
third quarters r e su l t s from the company 
may be even worse. 

BP Chemicals I n t e r n a t i o n a l have also 
reported poor trading r e su l t s with an 
operating prof i t of £4m for the f i r s t 
quarter compared with £26m a year ago. 
The company la id the blame on a weak 
market for i t s products and significantly 
increased production costs because of bad 
weather. 

TEXTILES 

Textiles and clothing i s perhaps one of 
the few Scot t ish sectors for which the 
index of product ion does provide a 
reasonably accurate indication of general 
trends in the volume of production. This 
sector proves su i tab le for indexing for 
two reasons. F i r s t , most of the output 
is easily measured in volume terms, eg so 
many yards of a c e r t a i n q u a l i t y of 
t e x t i l e , so many pai rs of wool socks. 
Secondly, the industry is spread across a 
l a rge number of r e l a t i v e l y s m a l l 
establishments. Thus, even i f a few 
establishments do not complete t h e i r 
returns, enough establishments, should be 
covered by the sample to provide a 
reasonable impression of what is happening 
in the industry. 

I t is not surprising, therefore, that the 
index of t e x t i l e s and clothing has been 
fa i r ly consis tent during the l a s t year. 
There has been only marginal revisions of 
estimates from one quarter to the next, 
and the index has followed a path that has 
been confirmed by a l l the other evidence 
coming from the industry, ie a noticeable 
expansion of output throughout 1984. 
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The index does, however, have one major 
drawback. I t i s always several months 
out of da t e . I t a l so provides no 
information on the sources of changing 
demand (home or overseas), nor trends in 
employment. In these r e s p e c t s the 
Scottish Business Survey (SBS) comes into 
i t s own. 

Unfortunately the SBS is l imited in i t s 
geographical coverage. I t only takes in 
f i rms wi th in the boundaries of the 
Aberdeen, Dundee and Tayside, Edinburgh 
and Glasgow Chambers of Commerce. 
Significant s ec t ions of the S c o t t i s h 
t e x t i l e industry, most noticeably the 
quality knitwear manufacturers, but also 
to a considerable extent wool t e x t i l e 
firms, operate in the Borders. These 
firms wi l l not be included in the SBS, 
which suggests that the survey wi l l be 
b i a s e d t o w a r d s made-up c l o t h i n g 
manufacturers and the production of the 
cheaper qual i ty knitwear and t e x t i l e s . 
For t h i s reason i t seems advisable to 
refer to both the SBS and the index of 
production when following the fortunes of 
clothing and text i le production. 

The last few Commentaries have reported a 
massive r i s e in export s a l e s among 
knitwear and wool textiles manufacturers. 
This has been par t icular ly true among 
Scott ish firms, but has also occurred 
elsewhere in B r i t a i n . I t may seem 
surprising, therefore, that the Br i t i sh 
T e x t i l e Confederat ion has r ecen t ly 
announced t h a t 1984 saw a record UK 
deficit on trade in texti les and clothing, 
29? higher than 1983. This result is not 
as depress ing as i t f i r s t appears . 
Export earnings were in fact well up, but 
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they were outweighed by the growth in the 
value of imports. Much of the r i s e in 
expenditure on imports i s explained by the 
f a l l in s te r l ing and the consequent r i s e 
in the s te r l ing value of imported items. 
The growth in the volume of imports was in 
fact fairly limited. The Confederation 
report that the volume of text i le imports 
only rose by 10% during 1984 and the 
volume of clothing by 9%. This matched 
the r i s e in the volume of Br i t i sh r e t a i l 
sales over the year and, in fact , import 
penetration has remained fa i r ly s table . 
The most in te res t ing resu l t i s the slow
down in the growth in the volume of 
clothing imports throughout 1984. By the 
f i r s t q u a r t e r 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 Scottish 
wool t e x t i l e s and knitwear have received 
from the decline in sterling. The impact 
of the fa l l ing pound has been slower to 
feed through to the clothing sector which 
mainly serves the home market, but there 
i s no doubt that clothing manufacturers 
throughout Britain were benefitting from a 
switch away from imports by the end of 
last year. 

I t i s very d i f f i c u l t to ob ta in an 
impression of what i s happening in the 
S c o t t i s h c l o t h i n g indus t ry . Unlike 
knitwear and wool t e x t i l e s , there i s no 
umbrella body for Scotland which can 
p r o v i d e an o v e r a l l a s s e s s m e n t . 
Furthermore, the majority of clothing 
manufacturers in Scotland are subsidiaries 
of English or overseas firms, and so i t is 
often impossible to obtain information on 
the i r performance d i s t inc t from the i r 
parent company. 

Information drawn from a few of the larger 
f i r m s d o e s , however , i n d i c a t e a 
consistently good performance during the 
last year. For example, Baird Textiles, 
which owns a number of clothing factories 
in Scotland enjoyed a 17% rise in turnover 
in 1984. Vantona Viyella reports good 
progress by the i r Scottish subsidiar ies 
Welch Margetson and F Miller. Daks 
Simpson in West Lothian have recently 
announced that they are to add 100 jobs to 

t h e i r p r e s e n t workforce of 165. 
Alexandra Workwear, which has the majority 
of i t s manufacturing based in Scotland, 
increased prof i t s by a massive 82.6% in 
the year ended January 1985. Meanwhile, 
Clothland, a manufacturer of sweatshirts 
and jogging suits, which already operate a 
p l an t in Dalkei th has announced the 
opening of a second plant, employing 30 
people, in Livingston. 

These casual impressions of a recovery 
among S c o t t i s h m a n u f a c t u r e r s a r e 
reinforced by the results reported in the 
SBS, 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 t e x t i l e respondents 
reported tha t the volume was up, none 
reporting falling sales. A rise in both 
UK and e x p o r t s a l e s was e q u a l l y 
responsible for this improvement. 

All sectors of the Scottish clothing and 
t e x t i l e indus t ry w i l l now be under 
considerable threat from the rising pound, 
which has been app rec i a t i ng s ince 
February. I t i s very noticeable that 
optimism in th i s industry has declined 
since the Survey at the end of 1984. At 
that time 44% of respondents f e l t more 
opt imist ic about the general business 
s i tuat ion but by the June survey th is 
figure had fal len to 26%. In December 
67% of respondents said that the volume of 
new orders had r isen during the previous 
three months, while by June only 48% had 
experienced increased orders. 

There i s no doubt that the slump of the 
pound at the end of 1984 brought short-
term benefits to Scottish clothing and 
texti le manufacturers, but there must be 
some doubt as to whether the disruption of 
such rapidly fluctuating exchange rates is 
real ly in the long-term in te res t s of the 
industry. 

The Glasgow-based t e x t i l e , yarn and 
clothing firm, Coats Patons, saw prof i ts 
r i s e by 26% for the year ended December 
1984. The company estimated that about 
half of t h i s r i se in prof i ts was a direct 
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consequence of the fa l l ing pound. The 
improved profits result from the increased 
s t e r l i n g value of the ea rn ings from 
overseas subsidiar ies as well as higher 
export earnings by UK plants. Even with 
these good r e s u l t s , the Chairman, Sir 
William Coats, comments as follows on the 
fluctuating exchange rates: 

"Long-term planning becomes 
almost impossible, and i t seems 
u n s a t i s f a c t o r y t o have an 
international exchange system in 
which rates are dictated by money 
flows and not by the fundamental 
competi t ive s i t u a t i o n . The 
s p e e d a t w h i c h e x c h a n g e 
v a r i a t i o n s are tak ing place 
creates a heavy adjustment burden 
on industry." 

A r e c e n t r e p o r t by Euromoni to r 
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, Bri t ish clothing t a s tes are 
moving "up-market". They are becoming 
more distinctively British, with imported 
s ty les , such as those using denim and 
Asian c lo ths , losing populari ty. These 
changing t a s t e s give Br i t i sh firms the 
advantage when i t comes to responding 
quickly to new styles. 

Multi-Fibre Arrangement 

The Government has announced that i t 
intends to argue for renewal of the MFA 
when i t m e e t s w i t h o t h e r EEC 
representat ives to decide on an overall 
EEC approach. The Government statement, 
by Paul Channon, Minister of Trade, was, 
however, 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) tha t the next MFA wi l l reduce 

import restrictions into the EEC; (b) that 
the new MFA wi l l only exis t for a short 
period until the next GATT round, expected 
to open within a couple of years; and (c) 
that probably the UK Government will argue 
for the scrapping of the MFA in the GATT 
round. This l a s t point has not been made 
clear by the Government, but i s indicated 
in other s t a t e m e n t s by Government 
minis ters , along with the May Treasury 
"Economic Progress Report" which extols 
the virtues of both the Silberston Report 
(which advocated short-term renewal of the 
MFA pending a complete phasing out of the 
Arrangement) and free trade. The British 
Texti le Confederation and other Knitting 
and Clothing Manufacturers' Associations 
remain very unhappy with the Government's 
position. 

OTHER MINERALS AND MINERAL PRODUCTS 

The index of indus t r i a l production for 
t h i s sector shows, provisionally, an 
increase of j u s t over 2% in production 
levels in Scotland in the fourth quarter 
of 1984. For the year as a whole, 
however, a 5% f a l l in the level of output 
was recorded, bringing production down to 
a level comparable with 1981, the worst 
year of the recession. The Scottish 
s e c t o r ' s performance appears to be 
re la t ive ly worse than that of the UK as a 
whole, where the level of production has 
been s table over the three years to end-
1984. However, i t i s advisable to view 
the i n i t i a l r e su l t s of the index with 
caution, as they are usually subject to 
revision in subsequent quarters. 
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Sales of building materials in Scotland 
have been relatively weak up to April this 
y e a r , and t h e i r pe r fo rmance i s 
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discouraging because a more buoyant market 
i s usua l ly expected of t h a t t ime . 
According to the Bui lde rs Merchants ' 
Federation, whose members distribute more 
than £3b of construction supplies annully 
in Bri ta in, mater ia ls sales in Scotland 
for April were 16.2% lower than in the 
same month a year p r ev ious ly , whi le 
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 
period, but the Scottish results were the 
worst. 

PAPER, PRINTING AND PUBLISHING 
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In the final quarter of 1984, the Scottish 
index of production for paper, print ing 
and publishing industries at 95 (1980=100) 
stayed unchanged from the previous two 
quarters. I t was however up on the level 
of 91 recorded in the corresponding 
quarter the previous year. For 1984 as a 
whole, output in Scotland was 6% higher 
than in 1983, compared to a r i s e of 4% in 
the UK in the same period. 

More recent information from the Scottish 
B u s i n e s s Survey i n d i c a t e s t h a t a 
s ignif icant proportion of respondents 
experienced a f l a t trend in orders and 
sales volumes in the second quarter of 
th i s year and an even higher proportion 
(84%) expect l i t t l e change over the next 
t h r e e months. However, a p o s i t i v e 
balance of respondents are pessimist ic 
about prospects for sales and orders to 
the domestic market, par t icular ly with 
respect to the res t of UK. Employment 
prospects have been revised downwards with 
only 5% of survey respondents anticipating 
some increase in employment over the next 
few months. 

Paul Harris investments (Edinburgh) Ltd, 
trading as Paul Harris Publishing, has 
gone i n t o l i q u i d a t i o n fol lowing an 
unsuccessful share f lo ta t ion in April on 
the over-the-counter market. The failure 
of the flotation lef t the company with the 
burden of the costs associated with the 
f lo ta t ion and inadequate capi ta l with 
which, amongst other things, to complete 
the acquisition of the Thistle Publishing 
Group, publishers of Scottish Por t ra i t . 
Notice of complaint regarding the 
organisation of the share f lo ta t ion has 
been filed by the company to the National 
Assoc ia t ion of Secur i ty Dealers and 
Investment Managers. The liquidation has 
resulted in the loss of ten jobs. 

John Menzies has bought Early Learning, a 
company which specia l ises in the sale of 
childrens* books and educational toys, 
from Fine Art Development, the greeting 
card and mail order group. In a deal 
costing £8.44m. Menzies acquired the 
company's 96 s tores , nine of which are 
located in Scotland. 

Recent announcements by Dundee-based Low 
and Bonar under l ine i t s s t r a t e g y of 
s p e c i a l i s i n g in t h r ee main a reas of 
a c t i v i t y ; packaging, t e x t i l e s and 
electronics. I t i s negotiating the sale 
of Bonar Langley, the l a s t of i t s 
engineering i n t e r e s t s , in a management 
buy-out deal costing over £2m. The 
company also announced plans to invest 
£3.4m in i t s UK packaging division with 
the aim of keeping the group ahead of i t s 
r i va l s in two film markets, pearlised 
polypropylene and l inear low density 
polyethylene. Low and Bonar also went 
into the market place to purchase shares 
in Cole Group, the Surrey-based p las t ics 
and electronics company. By mid-July, 
Low and Bonar had i n c r e a s e d i t s 
shareholding in Cole to 24.76%, thus 
strengthening i t s hand should i t wish to 
become involved in a takeover bid for 
Cole. 

F i n a l l y , a £1.7m investment in new 
premises by M & A Thomson Litho of East 
Kilbride wi l l lead to the creation of 40 
new jobs t h e r e . The company with 
i n t e r e s t s in l e g a l and educa t iona l 
pub l i sh ing and, more r e c e n t l y , the 
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print ing of computer manuals has taken 
over a 15,000 sq ft factor unit next to 
i t s exis t ing factory, a move which the 
company say wi l l also safeguard existing 
jobs. 

of Paisley, a soft-wood timber merchant. 
Brownlee who in the year to March 1984 
made pre-tax prof i t s of approximately 
£2.6m on a turnover of over £34m, acquired 
Lang for £700,000. 

OTHER MANUFACTURING COMPANY FORMATIONS AND DISSOLUTIONS 

The index of product ion for o ther 
manufacturing in Scotland rose for the 
fourth consecutive quarter to stand at 103 
in the f i n a l q u a r t e r of 1984. In 
reversing a 3% decline which occurred in 
the early part of 1984, the index i s now 
a t i t s highest level since the f i r s t 
quarter of 1980, although s t i l l some 13% 
below i t s 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 t imber 
merchants Riddoch of Rothiemay in July. 
There is however some optimism that the 
company could be sold as a going concern. 
At risk are the company's three sawmills; 
Kilmallie near Fort William, Kinnoir near 
Huntly and Mosstodloch near Elgin which 
employ in t o t a l 250 people . The 
Kilmallie plant, the largest of the three, 
employing approximately 100 people, had 
undergone a £5m modernisation programme in 
1981. I n a b i l i t y to get toge the r a 
r e f inanc ing package to r e so lve the 
company's more immediate f i n a n c i a l 
difficulties seems to have been the factor 
which precipitated the company's c r i s i s . 

The second quarter of 1985 saw company 
formations rise to an all-time record for 
a three month period of 1515. The strong 
upward t r end in s t a r t - u p s t h e r e f o r e 
continues unabated. 
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85 2 

At 896 d i s s o l u t i o n s have f a l l e n to 
something like the h i s to r i ca l norm after 
the l a s t quar ter ' 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. 

Elsewhere in the sector , Brownlee, the 
Glasgow timber merchant has bought W Lang 
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The Service Sector 

FINANCIAL SECTOR 

The Government's plan for the ending of 
the State earnings-related pensions scheme 
(SERPS) has not been greeted by the 
Scottish institutions with the enthusiasm 
which might have been expected. Several 
of them have argued that the low level of 
t h e minimum c o n t r i b u t i o n and the 
compet i t ion for bus iness from other 
institutions suggest that the business is 
unlikely to be attractive. I t i s clearly 
the role of management to assess the 
prospects and response appropriate for 
different markets but on the surface at 
l e a s t the comments are not those of an 
aggressive, 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 . I n s t i t u t i o n s that f a i l to 
embrace such opportunities are unlikely to 
have a secure, growing future and such 
comments inevitably raise questions about 
their record with regard to innovation and 
competition. 

Numerous comments have been made in recent 
months about the rena i ssance of the 
investment t r u s t movement together with 
suggestions that their future i s now more 
secure. The cause of such optimism is 
not hard t o f i n d . A v a r i e t y of 
announcements by the trust have suggested 
that management has recognised profitable 
opportunities and has plans to exploi t 
them. Typical of such announcements i s 
the possible t i e up between the Scott ish 
Northern Investment Trust (SNIT) and the 
a g g r e s s i v e and s m a l l but growing 
S t a n e c a s t l e Asse ts . Following the 
in i t ia l announcement, at least three other 
groups, Baillie Gifford, Britannia Arrow 
and the Investment Bank of Ireland, have 
entered into n e g o t i a t i o n s wi th SNIT. 

Such n e g o t i a t i o n s r a i s e a number of 
in teres t ing issues about the r ights of 
shareholders, the duties of the Board and 
the role of management in investment 
t rus ts . 

There i s now cons iderab le academic 
evidence showing t h a t the market in 
investment t rus t shares i s ef f ic ient . 
Put simply th i s means that investment 
t r u s t shares respond quickly to new 
information. Announcement of a takeover, 
un i t i sa t ion or l iquidat ion, for example, 
r e su l t s in an immediate appraisal of the 
news and induces an appropriate response 
in the share p r i c e . Despite such 
reassurance investment t r u s t shares 
continue to trade a t a discount to net 
asset value. The size of th i s discount 
far exceeds, for the vast majority of 
investment trusts, the cost of liquidation 
or uni t isa t ion* and begs the question: 
why a r e n ' t more t r u s t l i q u i d a t e d or 
unitised? Surely rational investors will 
find i t profi table to induce investment 
t r u s t s to l i q u i d a t e and r e a l i s e for 
i n v e s t o r s the difference between the 
discount and the value of assets (less the 
costs of l iquidat ion)? A variety of 
possible explanations may be advanced to 
explain t h i s conundrum of an eff ic ient 
market but apparently irrational behaviour 
on the part of investors. 

The one that best f i t s the facts i s based 
on the fas t expanding area of Agency 
theory which examines the relat ionships 
between owners, managers and debt holders. 
I t suggests that the source of the problem 
is the nature of the management contracts 
between the shareholders of an investment 
trust and i t s managers. Managers may be 
expected to t i e up t h e i r management 
in such a way as to make i t s termination 
difficult. Recognition that investment 
trusts with valuable assets cannot easily 
be dismembered in the face of management 
opposition implies that the price of a 
trust must reflect the return appropriate 

•Draper, P, Gibson, H & Stevens J "UK Closed End Funds, Liquidation Costs 
and Market Eff ic iency". Paper de l ive red to the Western Finance 

Association, Arizona, June 1985. Mimeo. Department of Economics, 
University of Strathclyde. 
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for the r isk assumed and not the value of 
i t s assets. Management costs reduce the 
return avai lable to shareholders so that 
t r u s t s trade at a substant ia l discount. 
Far from being i r r a t i o n a l , shareholders 
r ea l i se the d i f f i c u l t i e s in rea l i s ing a 
t r u s t ' s book value and value the shares 
accordingly. 

The t i e ing up of management contracts by 
investment t r u s t management has become, 
for some, an a r t form. Possibly the 
eas ies t path to follow i s to become part 
of an investment group. The independent 
trust i s alone and exposed. Takeover or 
l iquidat ion can be forced on i t by i t s 
major shareholders. In contrast , the 
same trust as part of a larger management 
group may be cushioned by the existence of 
a network of share holdings in the t rus t 
held by associated companies, funds and 
trusts. A simple example is provided by 
a group of three t r u s t s 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 managers can be 
stopped. 

The example is extreme but i l lustrates the 
p o s s i b i l i t i e s . I t helps explain the 
substant ia l 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 la id bare. I t seems plausible 
to suggest that further such moves may be 
on the way. 

The main c o n t r i b u t i o n of the Agency 
argument i s not however concerned with 
these moves. I t i s interested in the 
re la t ionship between shareholders and 
managers. The managers want to protect 
t h e i r management c o n t r a c t s . The 
i n t e r e s t s of the sha reho lde r s are 
secondary to the managers' own in t e r e s t s 
of prolonging their own stream of income. 
Becoming part of a group may enable them 
to hang on to these contracts longer than 
would otherwise be possible. The losers 

are the shareholders. Liquidation or 
un i t i sa t ion would almost cer ta inly be a 
more p r o f i t a b l e a l t e r n a t i v e to the 
continued existence of a trust trading at 
a substantial discount. Shareholders in 
SNIT and any other t rus t with s imilar 
schemes should consider carefully any 
proposals la id before them. Indeed, 
i d e a l l y they should persuade t h e i r 
managers to lay out the f i n a n c i a l 
i m p l i c a t i o n s to the sha reho lders of 
a l t e r n a t i v e p o s s i b i l i t i e s inc luding 
u n i t i s a t i o n and l i q u i d a t i o n . The 
e x i s t e n c e of s u b s t a n t i a l u n l i s t e d 
securities in a portfolio or loan stock is 
u n l i k e l y to make u n i t i s a t i o n or 
l iquidat ion an unprofitable a l te rna t ive 
for shareholders, although i t may be for 
the managers! I t i s timely to remind 
Boards of investment t r u s t s that the i r 
role i s to represent the i n t e r e s t s of 
shareho lders in s t ead of p r o t e c t i n g 
managers and doing their bidding. 

DISTRIBUTIVE TRADES 

The July Scottish Business Survey (SBS) 
reported a further increase from l a s t 
qua r t e r in the l e v e l of optimism of 
wholesale t raders . This would appear 
well founded, for although net sales are 
marginally down on the previous survey a 
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 
exper ience r e f l e c t s UK t r e n d s , as 
wholsalers' sales volumes in the l a s t 
qua r t e r cont inue to exceed those of 
ea r l i e r t h i s year. However the Survey 
does point out that bui lders ' merchants 
and agricultural machinery wholesalers are 
f a i r i n g l e s s well compared to o ther 
wholesalers. They blame th i s on the 
imposition of VAT on some building works; 
and milk quotas and tax changes. 

Unfortunately l a s t quarter 's suggestion 
that actual and potent ial increases in 
wholesale sales might result in employment 
growth in t h i s sec to r have not been 
substantiated. The l a t e s t s SBS found 
that respondents had exerienced f a l l s in 
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employment and expect fur ther job losses . 
Some par t - t ime jobs have been created but 
these were far outweighed by the number of 
fu l l - t ime job losses . 

At the regional l eve l , sa les are up on the 
l a s t q u a r t e r i n a l l a r e a s except Dundee 
(see Table 1). The subs tant ia l increases 
in a c t u a l s a l e s coupled w i th t h e r i s e i n 
expected s a l e s in a l l four a r e a s he lp 
exp l a in the i n c r e a s i n g c o n f i d e n c e of 
w h o l e s a l e r s . Glasgow t raders appear to 
have more cause for optimism than those in 
other areas. Overall, the most probable 
cons t ra in t on a fur ther increase in sa les 
has been ident i f ied as insuff ic ient floor 
s p a c e , which has p rompted r e v i s e d 
inves tment d e c i s i o n s . Cred i t f a c i l i t i e s 
and s tock s h o r t a g e s a re a l s o mentioned 
s i g n i f i c a n t cons t ra in t s . 

Table 1 Geographical responses t o Apri l 
1985 SBS Survey: wholesaling 

Item Balance of respondents i n : 

G E D A 

% I I % 

Overall 
confidence 
Actual 
sales 
Expected 
sales 
Actual 
employment 
Expected 
employment 
Investment 

UP 

UP 

UP 

UP 

UP 

intentions UP 

+25 

+35 

+78 

+21 

- 5 

+21 

+ 4 

+51 

+75 

+18 

N 

+44 

+ 3 

N 

+ 3 

- 5 

- 5 

+ 2 

+ 5 

+30 

+39 

-19 

-18 

+ 5 

Key: G = Glasgow E = Edinburgh 
D = Dundee A r Aberdeen 
N = No change 

Scott ish r e t a i l e r s l i k e the i r counterparts 
throughout the UK enjoyed a p a r t i c u l a r l y 
prosperous three months to end June 1985. 
S c o t t i s h B u s i n e s s Survey r e s p o n d e n t s 
reported a net 62? increase in sa les over 
the per iod w i t h a f u r t h e r r i s e of 66? 

e x p e c t e d o v e r t h e n e x t q u a r t e r . 
Meanwhile, the most recent CBI/FT survey 
found l a s t q u a r t e r ' s r e t a i l s a l e s 
improvement to be well in excess of those 
for the f i r s t t h r e e months t h i s year . 
However, June's r e t a i l s a l e s , although 43? 
up on those of June 1984, were s l i g h t l y 
below expectations. 

N e v e r t h e l e s s , both the SBS and CBI/FT 
s u r v e y s a r e in l i n e w i t h e s t i m a t e s 
r e l e a s e d e a r l i e r t h i s month by t h e CSO 
which sugges t t h a t consumer spending i s 
beginning t o improve a f t e r an e igh teen 
month per iod of s t a g n a t i o n . Consumer 
spending was 2? g r e a t e r in t h e second 
q u a r t e r of t h i s y e a r t h a n t h e f i r s t . 
This t o g e t h e r wi th the announcement of 
h a l f a p e r c e n t cu t in the bank l end ing 
r a t e to 12?, can only serve to jus t i fy the 
improving confidence of the r e t a i l sector. 
Improving conditions in the industry wi l l 
he lp ach ieve the inc reased employment 
f o r e c a s t by SBS r e s p o n d e n t s , thereby 
c o n s o l i d a t i n g l a s t q u a r t e r ' s 17? 
employment ga in . However, in Scot t ish 
r e t a i l i n g , as in t h e wholesa le s e c t o r , 
t h e r e h a s been a d i s t i n c t s h i f t i n 
employment from fu l l to par t - t ime working 
which would seem l ike ly to continue. 

The r e g i o n a l p a t t e r n in r e t a i l i n g i s 
i l l u s t r a t e d in Table 2. This q u a r t e r , 
l i k e l a s t , Dundee appears t o have fared 
d i s t i n c t l y l e s s favourably than o the r 
r e g i o n s , and aga in t h i s has probably 
contributed to the lower level of optimism 
among Dundee r e t a i l e r s than in the r e s t of 
Sco t land . However, Dundee r e t a i l e r s 
report a marked increase in the intent ion 
to i n v e s t . I n s u f f i c i e n t f l oo r space and 
stockshortages are once more ident i f ied as 
the f a c t o r s most l i k e l y t o i n h i b i t s a l e s 
growth in each of the Scot t ish areas. 

The CBI/FT s u r v e y fo r motor t r a d e r s 
indica tes tha t sa les volumes were broadly 
in l i n e wi th June e x p e c t a t i o n s , a t 1% 
higher than s a l e s a year ago. A s l i g h t 
improvemen t (7? up on J u l y 1984) i s 
expected for the Ju ly f i g u r e s bu t . of 
course the most i n t e r e s t i n g f i g u r e s a re 
for August when the new C r e g i s t r a t i o n 
comes out and s a l e s reach t h e i r annual 
peak. 
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Table 2 Geographic responses to April 
1 9 % SBS Survey: retailing 

Item Balance of responses in: 

G E D A 
J » J J 

Overall 

confidence 

Actual 

sales 

Expected 

sales 

Actual 

employment 

Expected 

employment 

Investment 

intentions 

UP 

UP 

UP 

UP 

UP 

UP 

+31 

+89 

+86 

+24 

+37 

+14 

+35 

+93 

+93 

- 2 

+11 

+ 2 

+18 

+26 

+26 

N 

+ 9 

+13 

+32 

+85 

+90 

+27 

+10 

+29 

Key: G - Glasgow E = Edinburgh 
D - Dundee A = Aberdeen 
N r No change 

TOURISM 

The S c o t t i s h T o u r i s t Board 's 16th Annual 
Repor t f o r 1984-85 was p u b l i s h e d i n J u l y 
c o n t a i n i n g i t s v e r d i c t on l a s t yea r ' s 
per fo rmance by t h i s s e c t o r o f S c o t l a n d ' s 
economy. This i s l a rge l y based upon the 
N a t i o n a l Survey o f Tou r i sm i n Sco t l and 
(NSTS), a 'vo lume and va lue 1 survey o f 
domestic tour ism (by GB res idents only) i n 
Scotland introduced by the STB l a s t year. 
The Board has w i t h d r a w n i t s suppo r t f o r 
i nvo l vemen t i n t h e B r i t i s h Home Tour ism 
Survey (BHTS) wh ich i t f e l t d i d not g i v e 
an accurate r e f l e c t i o n of domestic tour ism 
i n S c o t l a n d . The BHTS w i l l c o n t i n u e t o 
be p u b l i s h e d by t h e B r i t i s h T o u r i s t 
Au tho r i t y (BTA) and to be supported by the 
N a t i o n a l T o u r i s t Boards f o r England and 
Wales. A l t hough i t w i l l c o n t i n u e to 
c o l l e c t da ta r e l e v a n t t o S c o t l a n d , these 
data w i l l no t be i n c l u d e d i n the annual 
r e p o r t . The 1°S4 BHTS r e s u l t s w i l l be 
publ ished l a t e r t h i s year. The STB w i l l 
ma in ta in i t s support f o r the I n t e rna t i ona l 
Passenger Survey ( IPS) p u b l i s h e d by the 
Depar tment o f Trade and I n d u s t r y wh ich 
provides i n fo rma t ion on overseas v i s i t o r s 
t c the country . I t s summarised f i nd ings 
are normal ly released each September. 

The Chairman o f the STB, Mr Alan Devereau, 
OBE, s t a t e s t h a t t h e new S c o t l a n d o n l y 
NSTS i n v a l i d a t e s any compar isons w i t h 
f o rmer a l l - B r i t i s h s t u d i e s o f p r e v i o u s 
yea rs . N e v e r t h e l e s s , he c o n f i d e n t l y 
repor ts t h a t 1984 was "another record year 
f o r S c o t t i s h tour i sm w i t h sales exceeding 
£ 1 ,400m". The STB c l a i m s t h e NSTS 
i n d i c a t e s t h a t t o u r i s m i n S c o t l a n d now 
genera tes a per c a p i t a income o f about 
£270 compared w i t h £180 f o r England (see 
Table 1) a l t h o u g h how these compara t i ve 
f i gu res were a r r i ved a t i s not expla ined. 

Table 1 The volume and value o f t o u r i s a 
in Scotland, 1984 

Trips Bednights Expenditure 
millions Billions £ Billions 

GB res idents 13.2 6.3 1,161 
Overseas 
v i s i t o r s * 1.2 1.1 292 

Tota l 14.3 7.7 1,453 

• P r o v i s i o n a l f i gu res 

Source: STB's Nat ional Survey o f Tourism 
i n Scotland 

I f t h e NTS i s more a c c u r a t e i n i t s 
e s t i m a t e s o f t he volume and v a l u e o f 
t o u r i s m t o S c o t l a n d t h e n i t mus t be 
welcomed as an improvement i n the da ta 
base on t o u r i s m i n S c o t l a n d . However, 
STB resources m igh t have been b e t t e r 
u t i l i s e d i n f u r t h e r e n c o u r a g i n g 
improvements t o the BHTS r a t h e r than 
d e c l a r i n g UDI. I t i s no t p o s s i b l e , f o r 
i n s t a n c e , t o compare t h e r e l a t i v e 
impor tance o f t o u r i s m i n Sco t l and t o 
Eng land and Wales and o b s e r v e r s and 
p lanners w i l l have t o w a i t yea rs b e f o r e 
NSTS w i l l be usefu l f o r d iscern ing trends 
i n t o u r i s m i n S c o t l a n d . The r e a l da ta 
requirements fo r those involved i n tour ism 
i n S c o t l a n d a r e n o t a t t h e n a t i o n a l 
(macro) l e v e l bu t a t the l o c a l ( m i c r o ) 
l e v e l . Planners and p o t e n t i a l developers 
i n tour ism are cont inuously f r u s t r a t e d by 
the l a c k o f adequate i n f o r m a t i o n and are 
faced w i t h g e n e r a t i n g i t themse lves i n 
expens ive o n e - o f f surveys f o r s p e c i f i c 
p r o j e c t s . Th i s c o n s t i t u t e s a s e r i o u s 
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d e t r i m e n t t o inves tment i n S c o t t i s h 
tour ism. The STB could provide a real 
service to the development of tourism in 
Scot land by f u l f i l l i n g t h i s basic 
requirement. 

The STB b e l i e v e s t h a t es t ima tes of 
expenditure by Br i t i sh tour ists contained 
w i t h i n t he NSTS sugges t t h a t the 
con t r ibu t ion of tourism to Scotland's 
economy has beeen considerably undervalued 
in the past (the 1983 BHTS estimated that 
GB resident tour ists made 11 mi l l ion t r ips 
to Scot land genera t ing 50 m i l l i o n 
bednights and £600 mi l l ion expenditure). 

The STB's 16th Annual Report places great 
emphasis on ma rke t i ng a c t i v i t i e s , 
part icular ly the newly acquired ab i l i t y to 
promote Scotland direct ly overseas (rather 
than through the BTA as was the case 
before the passing of the Tourism 
(Overseas promotion) (Scotland) Act 196*0. 
Much to the contrary of conventional 
wisdom, the STB's Chairman does not 
bel ieve that the r e l a t i v e l y strong value 
of the US dollar during 1984 had any major 
benefit to Scottish tourism. He puts 

his f a i t h in the hardwork of his staf f and 
the cost e f f e c t i v e use of the STB's 
£200,000 overseas promotions budget. He 
s t i l l awaits the Secretary of State for 
Scotland's deferred decision regarding the 
recommendation by the Scot t ish A f f a i r s 
Committee on the Highlands and Islands 
Development Board (HIDB) that the HIDB 
should cede i t s t ou r i sm market ing 
funct ions to the STB. This, he argues, 
w i l l fu r ther enhance the cost e f f ec t i ve 
market ing of Scot land as a t o u r i s t 
des t ina t ion . The STB's outgoing Chief 
Executive, Dr D A Patt ison (one t ime 
lec tu rer at Strathclyde Univers i ty and 
former head of the HIDB's Tourism 
Division), states that "during 1965/86 the 
Board w i l l continue to establish a strong 
business foundation to enable the positive 
and aggressive marketing of Scotland in 
the f u t u r e . The STB's energy and 

resources would then be devoted to 
tackling the more intractable problems of 
Scot t ish tour ism, such as seasonal i ty, 
extending the overseas markets, broadening 
the market base and the uncommitted 
market". This apparently const i tu tes a 
change in the STB's marketing strategy 
which coupled with the introduction of i t s 

v e r i f i c a t i o n c l a s s i f i c a t i o n and grading 
schemes f o r t o u r i s t accorcmcdatien 
represent the Board's major objectives. 

Dr Pattison w i l l be leaving STB shortly to 
take up an appointment w i th Arthur Young 
McLelland and Moore the accounting and 
management consultancy group. Like a 
number of other consultancy companies they 
are seeking to e s t a b l i s h a s t ronger 
presence i n S c o t t i s h tour ism. This 
coincides w i th the recent launch of the 
S c o t t i s h Development Agency's (SDA) 
Tourism and Leisure Div is ion which has 
also been rec ru i t i ng s ta f f . I t w i l l be 
i n te res t i ng to note how many companies 
ma in ta i n t h e i r i n t e r e s t i n S c o t t i s h 
tourism once the SDA has completed i t s 
investment programme in that sector. 

Two major reports on tourism in B r i t a i n 
have been published in the last few weeks. 
Lord Young's Interminister ia l Committee of 
Enquiry was set up to look at ways of 
removing obstacles to development of 
tourism which ex is t w i t h i n the public 
sector. This report was published toe 
l a te for any serious discussion of i t s 
f i n d i n g s to be i n c l u d e d i n t h i s 
Commentary. An assessment of i t s 
f ind ings w i l l be included in the next 
issue. The Confederation of B r i t i s h 
Industry 's (CBI) report on the challenge 
and opportunity of travel and tourism was 
pub l ished ea r l y i n Ju l y . The CBI 

commissioned Professor Medlik of the 
Univers i ty of Surrey to survey the whole-
f i e l d of tourism in B r i t a i n and to make 
recommenda t ions about i t s f u t u r e 
development. The report ent i t led 'Paying 
Guests' i s c l e a r l y a lobby ing t oo l 
addressed to the Government. I t s 
recommendations r e f l e c t th i s and can be 
summarised as follows. 

( i ) There is a real need for a policy t r 

state the Government's pos i t ion on 
tourism and what i t s commitment 
en ta i l s in order to provide clear 
guidel ines for the machinery of 
Government and i t s many agencies 
concerned w i th tour ism. A senior 
minister in the Department of Trace 
and Industry should have tr.uri.vr or 
a major r espons ib i l i t y , w i th those 
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Government d e p a r t m e n t s whose 
a c t i v i t i e s r e l a t e to tourism being 
represented on a permanent senior 
interdepartmental committee chaired 
by him/her to co-ordinate the i r 
approach to tourism. 

( i i ) Early decisions are required on the 
future s ta tutory re spons ib i l i t i e s 
for tourism promotion, development 
and c o - o r d i n a t i o n . The report 
makes specific reference to Scotland 
in this respect and to other regions 
where in addition to tourist boards, 
o t h e r s t a t u t o r y agenc ies are 
increasingly involved in tourism. 
Their respective roles need to be 
reviewed and clarified. 

( i i i ) Since the sterling exchange rate is 
an important influence on the volume 
of overseas v i s i t o r s and t h e i r 
expendi tu re (as well as on GB 
r e s i d e n t s ' t r a v e l abroad) the 
Government could assist the tourism 
sector by ensuring the establishment 
of a rea l is t ic exchange rate and the 
maintenance of i t s stabil i ty. 

( iv) The BTA should be given increased 
funding to enhance i t s promotional 
e f f o r t s of B r i t a i n to overseas 
markets. 

( vi) There i s scope for the review of 
c r i t e r i a for financial assistance 
towards tour ism p r o j e c t s 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 also 
c o n s i d e r e x t e n d i n g r e g i o n a l 
development grants to the tourism 
sector thereby enabling tourism to 
increase i t s contribution to some of 
the sreas of greates t economic and 
social need, whilst at the same time 
removing one of the l a s t remaining 
cases of d iscr iminat ion against 
tourism investment in this country. 

(vii) Other recommendations include 
reducing VAT to zero r a t i n g on 
s e r v i c e s purchased by overseas 
v i s i t o r s in l i n e with r e t a i l 
purchases , simplifying planning 
procedures and r a t i o n a l i s i n g 
building regulat ions, withdrawing 
restrictions on shop opening hours, 
relaxing licencing hours in l ine 
with the successful reform in 
Scotland, and abolishing some legal 
constraints on gambling to increase 
foreign earnings. The report 's 
recommendations end with a call for 
Government action in the f ield of 
employment protection l eg i s la t ion 
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. 

( v) Tourism i s about the movement of 
people and i s dependent upon an 
e f f ic ien t t ransport network (also 
v i t a l to manufacturing indust r ies 
moving goods to both the British and 
overseas markets). The Government 
should review i t s current stance 
on investment in transport along 
w i t h o t h e r i n f r a s t r u c t u r e 
investment. Tourism depends for 
much of i t s resource base on 
public investment in conservation, 
environment and national heritage. 
An adequate l e v e l of publ ic 
funding has to be sustained in 
order to maintain and improve 
the fabric of Bri ta in both for 
i t s own people and as a place 
to v i s i t . 

These recommendations bear remarkable 
similarl i t ies to those made in a series of 
feature ar t ic les on tourism published in 
the Commentary during the l a s t year. 
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The Labour Market 

DEVELOPMENTS I N INTERNAL LABOUR MARKETS 

Internal labour markets are markets for 
labour services which exis ts within the 
firm. A given stock of employees can 
generate a wide var ia t ion in the flow of 
effective labour services depending on i t s 
util isation rate. Against the background 
of some "spare capacity" in the use of 
existing labour, an increase in demand is 
likely to be met ini t ia l ly by increases in 
the u t i l i s a t i o n ra te of the exis t ing 
labour force through: reduced short-time 
working; increased effor t per hour; and 
increased over t ime working. In the 
assumed circumstances th i s i s a much 
cheaper way of increasing output than 
increasing the size of the labour force: 
for i nc reases in employment can be 
expensive to implement, and such decisions 
tend to be very costly to reverse. 

Since a l l increases in in ternal labour 
market ac t iv i ty increase productivity 
measured as output per person, the la t ter 
ser ies provides a p o t e n t i a l l y useful 
i n d i c a t o r of o v e r a l l internal labour 
market activity. The accompanying graph 
i n d i c a t e s t h a t t h i s measure of 
p roduc t iv i t y has e x h i b i t e d marked 
increases over the 1980s. However, past 
Commentaries have noted the ambiguity in 
interpretation of this productivity boom. 
In p a r t i c u l a r , i t s a s s o c i a t i o n wi th 
declining manufacturing sector employment 
suggests the need for scepticism of the 
official view that this i s "good news". 

Recent changes in the various components 
of changes in in ternal labour market 
a c t i v i t y a r e documented in t he 
accompanying graphs. The output per 
person hour measure of productivity 
provides a crude (seasonally adjusted) 
measure of f luctuat ions in effort per 
person hour since i t takes into account 
the e f f e c t s of both shor t t ime and 
overtime working. Hours los t through 
short-time working per person again show 
some reduction, and overtime hours per 

person continues to exhibit an increase. 
The co -ex i s t ence of s h o r t - t i m e and 
overtime working most l ikely ref lec ts 
he te rogene i ty of experience across 
industries and different skil l groups. 

OUTPUT PER PERSON HOUR IN 

118. 

138. 

I 2 8 1 

118. 

198. 

98* 

78 

SCOTTISH IIANUFACTURING 

~r'~ 
i 81 1 

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 absorb unanticipated 
f luctuat ions in demand. However, many 
i n s t i t u t i o n a l i s t s have tended to regard 
overtime hours as part of the overall 
wage-employment bargain and as not 
n e c e s s a r i l y r e f l e c t i n g e s p e c i a l l y 
productive act iv i ty . 

Tables 1 and 2 summarise recent trends in 
average working hours for Scottish male 
and female manual workers respectively. 
The second column shows average overtime 
hours worked over a l l manual workers 
while the fourth column indicates average 
overt ime hours among those ac tua l l y 
working overtime. 

Average overtime hours for male manual 
workers exhibi t a pro-cyclical pattern 
(keeping in mind that the l a s t cyclical 
peak occurred in 1979), as would be 
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expected if the "buffer" view of overtime 
hours was val id . However, the range of 
var iat ion i s f a i r ly l imited and th i s i s 
not inconsistent with an inst i tut ionalis t 
view of the role of overtime working. 

Table 1 Average working hours i n Scotland: f u l l -
time male manual workers 

Normal 
basic 

1976 40.0 

1977 39.9 
1978 40.0 
1979 40.1 
1980 40.0 

1981 39.9 
1982 39.5 

1983 39.3 
1984 39.4 

Over
time 

5.9 
6.1 
6.5 
6.7 
6.1 
5.0 
5.3 
4.9 
5.4 

cytine 
as 

Xof 
basic 

14.8 

15.3 
16.3 
16.7 
15.3 
12.5 
13.4 

12.5 

13.7 

Panoa>-
tage 
reoeiv. 

o/time 

pay 

55.3 
57.3 
57.3 
57.8 
54.0 
48.1 
50.2 
48.4 

51.3 

O/tJme 
hours of 
ttose work
ing o/tii iE* 

10.7 
10.6 
11.3 
11.6 
11.3 
10.4 
10.6 
10.1 
10.5 

* (overtims/per cent receiving o/time pay) x 100 

Table 2 Average working hours in Scotland: full-
time female manual workers 

Percat-

Nerval Over-
basic 

1976 38.7 

1977 38.9 
1978 38.8 

1979 38.8 
1930 38.8 
1981 38.8 
1982 38.5 

1983 38.3 
1984 38.3 

time 

1.2 
1.2 

1.5 

1.3 
1.2 
1.0 
1.1 

1.3 
1.4 

O/time 
as 
%c f 

basic 

3.1 
3.0 

3.9 
3.4 

3.1 
2.6 

2.9 
3.4 

3.7 

tage 
reoeiv. 
o/time 

pay 

17.8 
16.8 
22.1 
17.6 

16.9 
14.4 
16.2 

19.1 
21.0 

(ytane 
hours of 
those work
ing o/fcime* 

6.7 
7.1 
6.8 
7.4 

7.1 
6.9 
6.8 
6.8 

6.7 

•(overtime/per oent receiving o/tims pay) x 100 

Given the comparative constancy of normal 
basic hours (which i s considered below), 
overtime as a percentage of these basic 
hours a l so e x h i b i t s a p r o c y c l i c a l 
pat tern. Inspection of the f inal two 
columns of Tab le 1 s u g g e s t s t h a t 
adjustments to overtime occur primarily 
through fluctuations in the percentage of 
male manual workers who are working 
overtime rather than through fluctuations 
in the number of over t ime hours per 
overtime worker. This might reflect the 

TOTAL HOURS LOST THR0U6H SH0RT-TWE PER 
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0 .S0. 
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76 
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OVERT l TIE HOURS W0RKEC PER PERSON 
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specialised nature of some overtime tasks 
or perhaps the al locat ion of overtime in 
d i s c r e t e blocks in accordance with 
seniority. 

Overtime working i s much less prevalent 
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 51.3$ of 
male manual workers were working overtime 
whereas only 21? of t h e i r female 
c o u t e r p a r t s did so. However, s ince 
reaching a minimum in 1981, overtime 
working has tended to increase, especially 
in terms of the percentage of female 
workers receiving overtime pay. 

Normal basic hours over the period have 
been comparatively stable (par t icular ly 
when i t is recalled that the New Earnings 
Survey i s based on only a 1$ sample, so 
that no significance can be attributed to 
minor year to year f l u c t u a t i o n s in 
estimatesd basic hours). This i s what 
would be expected given that basic hours 
tend to be institutionally determined, and 
so a r e not s u b j e c t t o s h o r t - r u n 
adjustments by e i t h e r employers or 
employees. However, over the longer term 
standard hours can be altered through the 
col lec t ive bargaining mechanism and, 
indeed, over the course of the century 
basic hours have fal len by over a th i rd . 
This probably l a r g e l y r e f l e c t s the 
importance of increased r ea l incomes 
increasing the demand for leisure. This 
in turn generates supply side pressure for 
a shorter working week and less working 
weeks per year (since there are advantages 
to employees and employers a l i k e to 
leisure being taken in discreet blocks). 

DEVELOPMENTS I N EXTERNAL LABOUR MARKETS 

EMPLOYMENT 

The composition of changes in employment 
over the year to March 1985 are generally 
in l ine with longer term trends as Tables 
3 and 4 indicate. However, total numbers 
employed over t h i s year did in f ac t 
increase by around 12,000. Whilst any 
increase in employment i s , of course, 
welcome news, this figure should be viewed 

against the background of an estimated 
increase in part-time female employment 
over the same period of 21,000 and an 
estimated f a l l in male employment of 
10,000. Given the industrial composition 
of the changes, fu l l - t ime equivalent 
employment seems un l ike ly to have 
increased noticeably (and could even have 
fa l len) . Over the period since the l a s t 
(moderate) cycl ical peak (June 1979) to 
March 1985 numbers employed actually fell 
by 187,000 despite an increase in pa r t -
time female employment of 64,000. The 
fal l in full time equivalent employment i s 
thus almost c e r t a i n l y s i g n i f i c a n t l y 
greater than a simple head count of those 
in jobs suggests. 

The trend towards part- t ime employment 
has, of course, been apparent over a much 
longer period. Thus the to ta l 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-
t i m e female employment i s most 
concentrated. However, i t has recently 
been estimated that over two thirds of the 
increase in part-time employment cannot be 
a t t r i b u t e d t o a pure i n d u s t r i a l 
c o m p o s i t i o n e f f e c t (McNie and 
Carmichael ,1985), and so r e f l e c t s a 
substitution effect in favour of part-time 
workers. Previous Commentaries have 
suggested that this could in part reflect 
the firms' desire for a more f lexible 
workforce in the presence of a more 
uncertain business environment. 

As a l r e a d y n o t e d , t h e i n d u s t r i a l 
composition of employment changes in the 
year to March 1985 broadly reflects longer 
te rm t r e n d s . Thus employment in 
manufacturing industries fell (by 5,000 -
see Table 3), whereas i t rose in the 
energy and water supply industr ies by 
2,000, and employment in agriculture, etc. 
and the construction industries also fell 
(by 2,000 and 5,000 respectively) . Total 
service sector employment increased over 
the year by 22,000, although virtually al l 
of t h i s must have consisted of part- t ime 
female employment. Transport and 
communications was the only service sector 
to register a fall in employment over the 
p e r i o d ( s e e Table 4). The t r e n d 
contraction in predominantly male, full-
time employment in the production and 
construction industries continues then, as 
does the trend increase in service sector 
employment ( e s p e c i a l l y p a r t - t i m e 
employment for females). 
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Table 3 Bvdcyees in employment In Sootland (000s): productkn and construction industries OgBD SEC) 

Energy * Metal goods, Prod. & 
«gri, forestry veto- Metal nanuf. erd^Bering Other Marrf IVod control. 
& fiihiiTg supply & chemicals & vehicles manuf. Construction Indus,1 inks. inks. 

(0) (1) (2) (3) W (5) C3-4) (VJ») (V5> 

1979 J L T 48 73 80 260 266 157 605 679 837 

1963Dec 42 77 50 185 203 124 440 517 640 

1984 fer 

Jin 
Sep 
Dec 

1985 fer 

42 
42 

43 
40 

40 

77 
77 
79 
80 

79 

50 
50 
50 

49 

48 

184 

183 
181 
181 

180 

202 

aw 
206 

205 

204 

121 

119 
120 
118 

116 

436 
437 
436 
434 

431 

512 
514 

515 
514 

510 

633 
634 
635 

633 

626 

1Minor discrepancies betweeri this colunn and the sun of (2), (3) and (4) are due to rounding errors in the 
official data. 

Source: Department of Employment Gazette 

table 4 

1979 Jin 

1983 Dec 

1984 !^r 

Jir. 
Sep 
Dec 

Brplcyees in cqplcynent in Sootland (OODs) service industries and tota l eaplojnent (19BD SEC) 

Wholesale 
d i s t r l . 
hotels & 
catering 

(6V63,) 
(66-67 ) 

197 

191 

190 
203 
204 
197 

Retail 
d i s t r i . 

(6V65) 

196 

207 

202 
206 
209 
220 

Transp. & 
QOKrtL. 

(7) 

133 

115 

117 
114 

113 
112 

Barking 
insce. & 
finance 

(8) 

124 

134 

136 
138 
143 
143 

Rbl ic 
admin. & 
defense 

(91-92) 

177 

172 

172 

172 
172 

171 

Education 
health & 
other serv. 

(»-99) 

395 

415 

416 
420 
414 
416 

Total Total 
service eapl£jnnt. 
i n k s . 

(M) 

1,222 

1,234 

1,232 
1,253 
1,254 

1,259 

a l l i n k s . 

2,107 

1,917 

1,908 
1,928 

1,933 
1,932 

1985 Nfer 198 209 111 143 172 420 1,254 1,920 

Source: Department of Enplcymert Gazette 



EARMDCS 

Earnings have figured prominently in the 
news during the l a s t q u a r t e r as a 
consequence of two Government decisions. 
F i r s t , the Government announced i t s 
in tent ion to reform Wages Councils by 
e x c l u d i n g t h o s e under 21 from the 
Council's protect ion and by r e s t r i c t i n g 
the ir powers to the s e t t i n g of a minimum 
hourly rate and s i n g l e overtime rate . 
Second ly , the Government dec ided to 
implement the recommendations of the 
Plowden Report on top peoples' salaries in 
the public sector. 

I t i s d i f f i c u l t to reconc i l e e i ther of 
these dec i s ions with the Government's 
s t a t e d i n t e n t i o n of i n c r e a s i n g the 
f l ex ib i l i ty of the labour market, and i t s 
continuing emphasis on the need to price 
workers into jobs. The Government's view 
i s that labour markets are general ly 
compet i t ive except for the f r i c t i o n s 
imposed by intervent ion (such as through 
Wages Councils and incomes p o l i c i e s ) and 
the power of trade unions. Figure 1 
provides a s imple i l l u s t r a t i o n of the 
Government's perspect ive of a typ ica l 
labour market. 

Figure 1 

Wceiling _ 

i s p o s i t i v e l y s l o p e d r e f l e c t i n g an 
assumption that more labour is supplied as 
the real wage r i s e s . Equilibrium, which 
would be attained automatical ly in the 
absence of "frictions" occurs at real wage 
We and employment level Le. 

In the Government's view Wages Counci ls 
s e t minimum wages at a l eve l above the 
equilibrium level We -for example at Wmin 
in Figure 1. They consequently induce an 
excess supply of labour at Wmin, and, 
given that workers cannot persuade firms 
to employ more than they would wish at the 
prevailing real wage, employment wil l be 
Snin - which i s l e s s than i t s equilibrium 
l e v e l . Wages Councils therefore reduce 
employment and, given that displaced 
workers are e l i g i b l e to claim b e n e f i t s , 
i n c r e a s e r e g i s t e r e d u n e m p l o y m e n t . 
Abol i t ion of Wages Councils would, of 
course, reverse these e f f e c t s . However, 
even given present assumptions an adverse 
distributional effect i s possible. 

What i s surpris ing in the l i g h t of t h i s 
a n a l y s i s i s that Wages Councils were not 
abolished a l toge ther . I t seems unlikely 
that distributional considerations were of 
paramount impor tance ( e s p e c i a l l y given 
acceptance of the Plowden Report), and in 
any case i t i s not c lear why any such 
considerations would not extend equally to 
the young. Exclusion of those under ?1 
combined with retention of Wages Councils' 
power over other workers seems c u r i o u s . 
R e t e n t i o n of t h e C o u n c i l s seems to 
i n d i c a t e an acceptance of the view t h a t 
some " p r o t e c t i o n " i s necessary (and thus 
t h a t m a r k e t s dc no t o p e r a t e in t h e 
c o m p e t i t i v e way assumed in F igure 1). 
Higher you th unemployment , en t h e 
Government's view, i s a t t r i bu tab le to too 
small a d i f fe ren t ia l between the under ? is 
and o t h e r s . B u t . g i v e n t h a t t h e 
Government has decided that protection ir, 
necessary, the logica l reform would have-
been to introduce a two t i e r minimum wage 
system which e n f o r c e d a minimum age 
d i f f e r e n t i a l . 

min ' min c 

The demand curve for labour i s negatively 
sloped r e f l e c t i n g an inverse r e l a t i o n 
between the real wage and employment 
demanded, (see the l a s t i s sue of the 
Coaaentary for a detailed exposition and 
evaluat ion) . The supply curve of labour 

I t i s perhaps worth noting, however, that 
minimum wages for the under 21s could have 
c r e a t e d p r o b l e m s fo r t h e p roposed 
extension of the Youth Training Scheme. 

The P l o w d e n R e p o r t ' s r e c c m m e n d e ' 
subs tant ia l increases in top peoples' p-v 
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i s not necessar i ly i n c o n s i s t e n t w i th t h e 
Government's view t h a t people should be 
" p r i c e d i n t o " j o b s . F o r s u p p o s e 
pe r s i s t en t informal public sector incomes 
p o l i c i e s had forced top p e o p l e s ' r e a l 
wages below the market c l e a r i n g r a t e t o 
Wcei l ing in F igu re 1. The excess demand 
t h a t r e s u l t s would push employment t o 1^ 
g i v e n t h a t e m p l o y e r s c a n n o t i n d u c e 
e m p l o y e e s t o p a r t w i t h more l a b o u r 
s e r v i c e s than they would wish a t t h e 
p r e v a i l i n g r e a l wage. In such a con t ex t 
an i n c r e a s e in r e a l wages to We would 
increase employment. 

However, as B r i t t a n (1985) has argued 
r e c e n t l y , i t i s ex t remely d i f f i c u l t t o 
" j u s t i f y " t h e Plowden Report in t he se 
t e rms . The impl i ed t h r e a t e n e d exodus t o 
the p r i v a t e s e c t o r has not mani fes ted 
i t s e l f i n a c t u a l m o v e m e n t a n d 
c o m p a r a b i l i t y i s t h e p r inc ip le tha t l i e s 
a t t he h e a r t of the r e p o r t - and y e t t h i s 
i s p r e c i s e l y t h e p r i n c i p l e t h a t t h e 
Government has apparently been seeking t o 
undermine both d i r e c t l y via i t s i ndus t r i a l 
r e l a t i o n s l e g i s l a t i o n and a t t i t u d e s t o 
other groups of public sector workers, and 
i n d i r e c t l y through i t s mac roeconomic 
policy s tance . 

The reform of Wages Counci ls i s , i t i s 
t r u e , l i k e l y t o m o d e r a t e y o u t h 
unemployment s l i g h t l y , but largely a t the 
e x p e n s e of o t h e r w o r k e r s i f , a s t h e 
Government now a p p a r e n t l y b e l i e v e s , 
employers who are covered have some degree 
of market power. Implementa t ion of the 
top p e o p l e s ' pay awards must make i t 
r a t h e r more d i f f i c u l t for the Government 
t o con t inue t o deny t h e r e l e v a n c e of 
c o m p a r a b i l i t y e l s ewhere in the p u b l i c 
sec tor . 

Table 5 summarises recent average weekly 
e a r n i n g s of male employees i n Sco t l and . 
The most s t r ik ing feature in recent years 
i s the very marked i n c r e a s e in the non-
m a n u a l - m a n u a l d i f f e r e n t i a l from 20.7 
p e r c e n t in 1979 to 33.5 per cen t in 1984. 
(The d i f f e r e n t i a l i s defined as [non-
manual l e s s manua l e a r n i n g s / m a n u a l 
e a r n i n g s ] t i m e s 100). The impress ion i s 
t h a t manual w o r k e r s ' employment has 
suf fe red compara t i ve ly more over t h i s 
period, and in i t s e l f t h i s seems d i f f i c u l t 
t o square wi th the no t ion t h a t the p r i c e 
of labour i s an a l l - impor tan t determinant 
of employment. I t i s however consis tent 
with the recession exert ing a d i f f e ren t i a l 

impact on t h e demands for s k i l l e d and 
u n s k i l l e d l abour which in t u rn caused a 
widening of the d i f f e r en t i a l . 

Table 5 Average weddy earnings of male eqp&cyees 
in Scotland (at April) 

Non- Awera0= weekly 
nEnual/ weekly earnings 

Avera@s weekly marual escluiing ewer-

1976 
1977 
1978 

1979 
1980 

1981 
1982 

19&3 
1984 

earnings 
D H X B A X X H I H I B I * 

(1) 

66.2 

72.5 
81.4 

93.6 
112.2 
124.8 

136.9 
145.8 

156.2 

(2) 

80.8 
88.0 

99.8 

113.0 

139.8 
161.8 

179.9 
195.6 

208.6 

differ-tame 

entdal 

(3) 

22.1 
22.1 
22.6 

20.7 

24.6 

29.6 
31.4 
34.8 

33.5 

Manual ( 
(4) 

56.4 

61.7 
68.7 
78.4 

95.0 
107.8 
117.2 
126.4 

133.4 

4 W 1 ) J 

(5) 

85.2 
85.1 
84.4 
83.8 

84.7 
86.4 
85.6 
85.6 
85.4 

* Up to April 1983 earnings related to males aged 21 
and over and females 18 and over but frcm April 
1984 earnings are for males and females on adult 
rates. 

Sources: New Earnings Survey 
Scottish Economic Bulletin 

Not s u r p r i s i n g l y the percentage of t o t a l 
earnings a t t r i b u t a b l e to basic hours only 
i s counter-cyclical as column (5) of Table 
5 makes c l e a r . Th i s i s what we would 
expect given the p r o c y c l i c a l n a t u r e of 
overtime hours. 

Male-female e a r n i n g s d i f f e r e n t i a l s in 
Scot land a r e p re sen ted in Table 6. The 
most s t r ik ing fea ture of t h i s d i f f e ren t i a l 
i s i t s a b s o l u t e s i z e . In A p r i l 1984, for 
example, male manual workers earned a 
t o t a l of 71.1% more than t h e i r female 
counterparts and the d i f f e ren t i a l for non-
manual workers was 76.9%. Admi t t ed ly , 
once ove r t ime payments a r e omi t t ed from 
t h e c a l c u l a t i o n t h e m a l e - f e m a l e 
d i f f e ren t i a l for manual workers i s reduced 
s i g n i f i c a n t l y t o 53.5% in 1984, a f a c t 
which r e f l e c t s t h e c o n c e n t r a t i o n of 
over t ime working among males which was 
noted e a r l i e r . 

Over t h e 1976 t o 1984 p e r i o d t h e 
d i f f e r e n t i a l s fo r both manual and non-
manual workers do seem to e x h i b i t a 
s l i g h t upward t r e n d , and t h e r e i s some 
evidence of a p r o - c y c l i c a l p a t t e r n w i th 
peaks of 72.4% and 79.4% in 1979. 
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labile 6 Male-female earnings differentials in 
Scotland (April 1985) 

Average teddy 
earnings eaorOiittng 

Average weekly earnings 

1976 
1977 
1978 

1979 
1990 
1981 
1932 

1983 
1984 

Maud. Nan-manual 
differ- differ
ential ential (2)/(1) 

(1)» (2) 

68.0 71.9 
65.9 71.9 
62.2 76.3 
72.4 79.4 
692 78u8 
70.3 74.9 
72.9 78.1 
68.8 78.6 
71.1 76.9 

(3) 

1.1 
1.1 
1.2 
1.1 
1.1 
1.1 
1.1 
1.1 
1.1 

overtime 

Maud. 
differential 

(4) 

48.4 
46.2 
44.0 
51.1 
49.4 

52.5 
54.0 
53.2 
53.5 

* Up to April 1983 earnings related to males aged 21 
and over and females 18 and over, but from April 
1984 earnings are for males and females on adult 
rates. 

Soirees: New Earnings Survey 
Scottish Eeononic Bulletin 

Table 7 Manual m a l e - f e m a l e e a r n i n g s 
d i f f e r e n t i a l s by region (April 
1984) 

Gr.London 
Remainder 
of S.East 
E.Anglia 
S.West 
W.Midlands 
E.Midlands 
Yorkshire 
& Humber 
N.West 
North 
Wales 
Scotland 

Male Female 
manual manual 

169.8 

153.3 
146.2 
142.9 
148.6 
147.9 

150.4 
151.1 
152.0 
148.9 
156.2 

109.4 

93.2 
(94.5) 
89.9 
92.4 
88.1 

89.2 
92.3 
90.8 
94.0 
91.3 

Manual 
d i f fer 
e n t i a l 

55.2 

64.5 
(54.7) 
58.9 
60.8 
67.8 

68.6 
63.7 
67.4 
58.4 
71.1 

Female 
as 1 
of male 

64.4 

60.8 
(64.7) 
62.9 
62.2 
59.6 

59.3 
61.1 
59.7 
63.1 
58.4 

Source: New Earnings Survey 1984 (Part E) 

Table 7 p rov ides e s t i m a t e s of the manual 
worker m a l e - f e m a l e d i f f e r e n t i a l f o r 
r e g i o n s of t h e UK economy. W h i l s t 

Scot land ranks second in t e rms of male 
e a r n i n g s , i t ranks only seventh in terms 
of female ea rn ings for manual workers . 
The male- female d i f f e r e n t i a l i s in f a c t 
g r e a t e r i n S c o t l a n d t h a n e l s e w h e r e . 
N a t u r a l l y t h i s i m p l i e s t h a t f e m a l e 
earnings as a percentage of male earnings 
i s l o w e r t h a n i n a l l o t h e r r e g i o n s 
(58.4J). Whilst the absolute leve l of the 
manual worker d i f fe ren t i a l i s , of course, 
reduced by net t ing out overtime payments, 
the broad pat tern of d i f f e r en t i a l s i s not 
much affected. 

However, c o n s i d e r a b l e cau t ion should be 
e x e r c i s e d in the i n t e r p r e t a t i o n of these 
f i g u r e s . In p a r t i c u l a r both the manual 
and non-manual c a t e g o r i e s cover a very 
h e t e r o g e n e o u s g r o u p of w o r k e r s , and 
d i f f e r e n t r e g i o n s have very d i f f e r e n t 
indus t r i a l s t r uc tu r e s . 

UNEMPLOYMENT AND VACANCIES 

Table 8 summarises Scot t ish unemployment 
t o t a l s for recent months. The seasonally 
ad jus ted f i g u r e ro se each month from 
November 1984 u n t i l June 1985, but f e l l 
s l i g h t l y in Ju ly 1985. However, the 
unadjusted t o t a l of 352,262 in Ju ly 1985 
represented an increase of 15,100 over the 
preceding Ju ly and in f a c t was the wors t 
J u l y t o t a l s i n c e 193 3 ( a l t h o u g h 
comparisons over such long periods must be 
made r a t h e r c a u t i o u s l y s ince a number of 
changes have been made in measurement 
m e t h o d s . ) The a c c o m p a n y i n g g raph 
i n d i c a t e s the cont inued upward t rend of 
q u a r t e r l y s e a s o n a l l y a d j u s t e d 
unemployment. 

UNEnpi.ornEN1 IN SCOTLAND 
350 (SFAS. »0J > <000'S) 

310. /~~~~'~ 

in. / 
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Table 8 Scottish unemployment 

Seasonally adj. 
excluding 
school-leavers 
number rate 
(000s) (X) 

Unadjusted 
including 
school-leavers 
number rate 
(000s) (X) 

1984 

July 
Aug 
Sept 
Oct 
Nov 
Dec 

1985 

Jan 
Feb 
March 
April 
May 

June 

July 

323, 
324. 
326, 
326, 
325, 

14, 
14, 
14. 
14, 
14, 

326.3 

328.0 
329.2 
331.6 
338.1 
338.7 
339.3 
338.6 

14.4 

14.5 
14.6 
14.7 
15.0 
15.0 
15.0 
15.0 

336.7 
336.8 
349.2 
343.1 
343.4 
343.1 

14, 
14, 
15, 
15, 
15, 

362, 
357, 
351, 
354, 
349. 
345, 
352, 

15.2 

16.0 
15.8 
15.6 
15.7 
15.4 
15.3 
15.6 

Source: Department of Employment Press 
Notice 

Furthermore, whi ls t the number of people 
covered by special employment and t ra in ing 
measures i s small as a proportion of t o t a l 
employed, i t s tood a t end June 1985 a t 
100,854 - 28.71 of c u r r e n t unemployment. 
However the a c t u a l e f f e c t on r e g i s t e r e d 
unemployment i s l ike ly to be far l e s s than 
t h i s s ince, for example, some of those on 
schemes would have been employed anyway. 

Recent trends in vacancies are summarised 
in T a b l e 9. A l though t h e r e i s some 
d i s to r t i on to the April and May f igures in 
p a r t i c u l a r , t h e number of u n f i l l e d 
vacanc ie s appears t o have inc reased each 
month s ince March 1985 on a s ea sona l ly 
ad jus t ed b a s i s and s ince February on an 
unadjusted bas is . Assuming that problems 
of m a t c h i n g t h e s k i l l s r e q u i r e d by 
employers have not increased t h i s could be 
i n d i c a t i v e of a s l i g h t improvement in 
c o n d i t i o n s on the demand s ide of the 
labour market, which might subsequently be 
ref lected in employment and, possibly, in 
a r e d u c t i o n in unemploymen t . The 
accompanying graph of quarter ly adjusted 
vacanc ie s r e g i s t e r s a r i s e in the f i r s t 
quarter of 1985. 

Table 9 S c o t t i s h vacancies u n f i l l e d a t 
Jobcentres 

Seasonally adjusted Unadjusted 
number number 

1984 July 
Aug 
Sept 
Oct 
Nov 
Dec 

1985 Jan 
Feb 
Mar 
April* 
May* 
June 
July 

15.2 
16.1 
16.3 
17.7 
16.7 
15.6 

15.8 
15, 
14. 
15, 
15. 
15, 
17, 

15.7 
16.4 

16.9 
18.0 
16.6 
14.6 

13.8 
13.8 
14.2 
15.9 
16.7 
17.4 
17.6 

* The s t a t i s t i c s of vacancy s tocks were 
d is tor ted during April and May because 
of a change i n t h e MSC Employment 
D i v i s i o n ' s admin i s t r a t i ve arrangements. 
During the month to Apr i l t h e r e were 
de lays in the record ing of n o t i f i e d 
vacanc ies and of vacanc ies which had 
e i t h e r been f i l l e d or withdrawn by 
e m p l o y e r s . T h i s r e s u l t e d i n an 
a r t i f i c i a l i n c r e a s e in the Apr i l l e v e l 
of unf i l led vacancies. The d i s t o r t i o n s 
in April have been subs tant ia l ly offset 
in the month of May and the recorded 
s tocks for May should not be minimal ly 
affected. 

Source Department of Employment P ress 
Notice 
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INDUSTRIAL RELATIONS IN SCOTLAND 

Scottish industrial relations continues to 
be dominated by fears of insecuri ty of 
employment and uncertainty as to the 
future. 

The p r i v a t i s a t i o n of the Royal Navy 
Dockyards, noted in an earlier Coraentary, 
with the l i k e l y l o s s of more than a 
thousand jobs a t Rosyth, i s but the f i r s t 
s tage of c o n t r a c t i n g out a range of 
Ministry of Defence work. A further 1086 
jobs are threatened (576 on the Clyde, 440 
Rosyth, and 70 a t Kyle of Lochalsh) by 
suggestions to pr iva t i se the Ministry of 
Defence's marine s e r v i c e s work which 
includes harbour berthing, ferry services, 
moorings, salvage, tank cleaning and o i l 
pollution control) . The announcement by 
BSC to close Gartcosh with a loss of 800 
jobs will virtually dictate the closure of 
Ravenscraig by 1990, threaten the security 
of employment at a number of private steel 
plants and end production s teel on any 
significant scale in Scotland. 

The sporadic action by NUR members in 
Glasgow arose over B r i t i s h Rail and 
Strathclyde Regional Council plans to 
introduce single manning, or driver-only 
operators (DOO) to reduce the Council's 
subs id i e s covering loss-making l i nes . 
However, under lying the d i spu t e are 
B r i t i s h Ra i l ' s a t t empts to r e s t o r e 
progress on productivity improvements. To 
d a t e both t he NUR and ASLEF have 
recommended that members refuse to co
operate unt i l a ful l agreement has been 
reached. This issue was, by agreement, 
avoided in the annual pay ta lks in April 
1985. The cumbersome nego t i a t i ng 
procedures , the i m p r a c t i c a b i l i t y of 
adapt ing the d r ive r -on ly ope ra t ing 
practices agreed for freight t ra f f ic to 
passenger t r a f f i c and the i s sue of 
regional subsidies are likely to make this 
matter, along with other productivity 
proposals inc luding reducing manning 
levels at s ta t ions and t icke t off ices, 
feature in localised disputes for some 
time to come. 

The instruction to Scottish Health Boards 
to cut anc i l l i a ry budgets by 5J for the 
current financial year and to make savings 
of 10J in 1985-6 has extended fears of job 

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

As yet the introduction of new technology 
in printing and the attendant problems of 
redefining demarcation and recognition 
l ines has not been a feature in Scotland. 
However, i t is unlikely that the national 
Scottish papers wi l l avoid such problems 
especially if the s a t e l l i t e print ing, 
planned, by Eddie Shah, is successful. 

Uncer ta inly c h a r a c t e r i s e s both the 
teachers ' and bank s ta f f ' s disputes. The 
r e j e c t i o n by the EIS of the l a t e s t 
Scottish Office proposal followed the 
ea r l i e r reject ion by the teaching unions 
in England and Wales of the proposal by 
the Secretary of State for Employment. 
The Scottish Office offer implied an 
a d d i t i o n a l 2.51 t o t h e , as ye t 
unspecified, awards for the four years 
from 1986/7. I t i s c l ea r t ha t 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 boycott, 
examination boycot t s and s e l e c t i v e 
disputes. However, closing some schools 
for up to a month wil l be d i f f i cu l t to 
sustain for a second year especially if i t 
requires the doubling of the twice monthly 
levy. The lack of a genuinely new offer 
from the Government suggests that their 
policy, unlike that of the management side 
of the Scottish Negotiating Committee, is 
based on wearing down r a the r than 
negotiating with the EIS. 
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Regional Review 

The announcemen t i n J u l y of r e c o r d 
unemployment f i g u r e s for Scot land as a 
whole i s r e f l e c t e d in t h e s e a s o n a l l y 
unadjusted t o t a l s for i n d i v i d u a l r e g i o n s , 
All r e g i o n s , wi th the excep t ion of the 
Western I s l e s , experienced an increase in 
t h e numbers r e g i s t e r e d a s unemployed 
during t h i s period. The most s igni f icant 
i n c r e a s e s were in F i f e (1.3?) Cent ra l 
(1.0%) and Highland (0.9%). S t r a t h c l y d e 
now tops the unemployment r a t e , 18.8%, and 
i s c l o s e l y fo l lowed by the Western I s l e s 
with 17.8%. Grampian and Shetland remain 
r e l a t i v e l y i s o l a t e d f rom r i s i n g 
unemployment wi th r a t e s of 7.8 and 5.6% 
respect ive ly , (see Table 1). 

Table 1 Unemployment by Scottish region: 
seasonally unadjusted 

Change 
Total since Kate % 
July July July July 
1985 19»» 1985 198U 

Borders 
Central 
IXmfri.es I 
Gallcway 
Fife 
Grampian 
Highland 
Lothian 
Strath
clyde 
Tayside 
Western 
Isles 
Orkney 
Shetland 

3,521 
18,717 

7,601 
20,677 
17,062 
12,410 
46,130 

197,077 
25,939 

1,738 
732 
&58 

+ 175 
+1240 

+ 335 
+1756 
+ 913 
+ 769 
+1572 

+7534 
+1341 

- 124 

+ 57 

+ 27 

9.2 
16.1 

13.3 
15.5 
7.8 

15.1 
12.7 

18.8 
14.9 

17.8 
11.0 
5.6 

Scot land 352,262 +15595 15.6 

15.1 

12.7 
14.1 

7.3 
14.2 
12.3 

18.1 
14.2 

19.1 
10.1 
5.3 

14.9 

Qfinge 
J 

-(0.4 
+1.0 

•(0.6 
+1.3 
•(0.5 
•(0.9 
-(0.4 

•(0.7 
•(0.7 

-1.3 
•(0.9 
-£.7 

+0.7 

Table 2 TTWA with h ighest and lowes t 
unemployment rates in each region 

Borders 

Central 

Dumfries & 
Galloway 

Fife 

Grampian 

Highland 

Lothian 

Strathclyde 

Tayside 

TTWA 

H Berwickshire 
L Galashiels 

H Alloa 
L S t i r l i ng 

H Cumnock & 
Sanquhar 

L Dumfries 

H Kirkcaldy 
L North East Fife 

H Forres 
LAberdeen 

H Sutherland 
L Inverness 

H Bathgate 
L Haddington 

H Irvine 
: L Ayr 

H Arbroath 
L Perth 

% 

13.6 
7.6 

19.2 
11.6 

26.1 
10,3 

16.9 
11.4 

23.1 
6.1 

21.7 
11.5 

21.5 
8.6 

25.8 
8.6 

18.1 
10.0 

H-L 

6.0% 

7.6% 

15.8% 

5.5% 

17.0% 

10.2% 

12.9% 

12.9 

8.1% 

Souroe: Department of Biplcyment 

Source: Department of Employment 

Male unemployment r a t e s continue to exceed 
those for females. In the absence of more 
d e f i n i t e i n fo rma t ion , i t i s d i f f i c u l t t o 
say how much t h i s i s due t o the g r e a t e r 
propensity to r eg i s t e r among male members 
of the workforce. 

Cumnock and Sanquhar has rep laced I r v i n e 
as the t ravel to work area (TTWA) with the 
s e v e r e s t unemployment problem. But for 
every reg ion t h e r e i s a wide range of 
unemployment experience. This i s g rea tes t 
for Grampian where the difference between 
the TTWA wi th the h i g h e s t (H) and lowes t 
(L) unemployment ra tes i s 17.0% (see Table 
2 ) . 

The d i f f e r e n t i a l i s g r e a t e s t i n 
S t r a t h c l y d e (10.9) and the Western I s l e s 
(11.6). However, in the r e l a t i v e l y low 
unemployment a r e a s of Grampian and 
Shetland the d i f f e ren t i a l i s negative with 
f i g u r e s of -0.1 and -0.5 r e s p e c t i v e l y . 
This can probably be p a r t l y expla ined by 
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t h e preponderance of male-dominated jobs 
amongst those offered by the North Sea o i l 
i n d u s t r y The p o s i t i v e d i f f e r e n t i a l 
expla ined by t h e observed i n c r e a s e in 
mainly p a r t - t i m e female employment over 
t h e p a s t two y e a r s or so in Scot land as a 
whole, ( see Table 3) . 

Table 3 Regional unemployment rates for 
males and females 

Border 
Central 
Dumfries 4 Galloway 
Fife 
Grampian 
Highland 
Lothian 
Strathclyde 
Tayside 
Western Isles 
Orkney 
Shetland 

Hale 
% 

10.0 
19.0 
14.5 
17.6 

7.7 
17.9 
15.9 
23.6 
17.8 
22.8 
12.8 

5.4 

Female 

% 

8.3 
12.3 
11.3 
12.7 
7.8 
11.0 

8.9 
12.7 
11.4 
11.2 
8.5 
5.9 

M-F 

1.7 
6.7 
3.2 
4.9 

-0.1 

6.9 
7.0 
10.9 
6.4 
11.6 
4.3 
-0.5 

Note: Yea r on y e a r c h a n g e s may 
c o n t r a d i c t those for the t o t a l 
f i g u r e s i n T a b l e 1. T h i s i s 
because the percentage r a t e s are 
c a l c u l a t e d u s i n g d i f f e r e n t 
e s t i m a t e s of t h e number of 
employees. 

Source: Department of Employment 

Table 4 char ts the reported vacancies for 
J u l y 1985. These show some o v e r a l l 
i m p r o v e m e n t , e s p e c i a l l y i n T a y s i d e , 
B o r d e r s and S t r a t h c l y d e . But , by 
calculat ing unemployment/vacancy r a t i o s , 
i t can be seen tha t these changes have had 
only a s l i g h t influence on the employment 
prospects for the exis t ing unemployed. In 
f i v e r eg ions t h e r e a re more than twenty 
unemployed pe r sons per reported vacancy, 
(see Table 5). 

Using data der ived from the computerised 
c o u n t of unemployed c l a i m a n t s , t h e 
a n a l y s i s of p a s t Commentaries can be 
repea ted a l l owing a f u l l e r p i c t u r e of 
unemployment exper ience in the S c o t t i s h 
r e g i o n s . I t i s assumed throughout the 
fo l lowing a n a l y s i s t h a t ( i ) the labour 
f o r c e i s homogeneous ( i i ) t h a t no 

Table 4 Vacancies by Scottish region 

Borders 
Central 
Dumfries 4 
Galloway 
Fife 
Grampian 
Highland 
Lothian 
Strathclyde 
Tayside 
Orkney 
Shetland 

Total 
July 85 

478 
822 

403 
994 

2419 
895 

2415 
8325 
1009 

47 
72 

Western Isles 83 

Change since 
July 84 

118 
- 75 

- 2 
-194 

172 
- 64 

112 
1645 

263 
- 30 

11 
- 12 

J 
Change 

+24.69 
- 9.12 

- 0.50 
-19.52 
+ 7.11 
- 7.15 
+ 4.64 
+19.76 

+26.07 
-63.83 
+15.28 
-14.46 

Scotland 17,962 1,944 +10.82 

Notes: 

( i) The s ta t i s t i cs for vacancy figures are 
distorted this month because of a change in the 
MSOs Employment Division's administrative 
arrangements. This has resulted in delays in 
the records of notifications of vacancies and 
of vacancies which have either been filled or 
withdrawn by employers and has led to an 
artificial increase in the April level of the 
stock of vacancies. 

(ii) Vacancies include those notified at Career's 
Offices and the Employment Services Division. 
This leads to overcounting and thus a marginal 
overestimation of the true number. However 
this i s more than compensated for by the 
expectation that reported vacancies represent 
arand one thirt of actual totala 

Table 5 Unemployment/vacancy r a t e s 

Borders 
Central 
Dumfries 4 
Galloway 
Fife 
Grampian 
Highland 
Lothian 
Strathclyde 
Tayside 
Western Isles 
Orkney 
Shetland 

April 
1985 

7.37 
22.77 

18.06 
20.80 
7.05 
13.87 
19.10 
23.67 
25.71 
20.94 
15.57 
9.14 

April 
1984 

9.29 
19.48 

17.94 
15.93 
7.19 
12.14 
19.35 
28.37 
32.97 
19.60 
8.77 
10.34 

J 
Change 

-20.7 
16.9 

0.7 
30.6 
- 1.9 
14.3 
- 1.3 
-16.6 
-22.0 

6.8 
77.5 
-11.6 

Source: Department of Employment 
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individual has entered, le f t and then re
entered the r eg i s t e r in the period under 
study, and ( i i i ) that unemployment was 
cons tan t throughout the period under 
study. Although these may be thought to 
be restrictive and unrealistic assumptions 
they a r e n e c e s s a r y t o a l low t h e 
c a l c u l a t i o n of measures of average 
expected unemployment experience. Given 
the lag between the reporting and analysis 
of the data and i t s ava i l ab i l i t y , the 
l a t e s t per iod for which f i gu re s are 
available i s the f i r s t quarter of 1985. 

Table 6 tabulates the median duration of 
unemployment s p e l l s of those on the 
r e g i s t e r in A p r i l 1985. Th i s i s 
accompanied by informat ion on the 
percentage of the stock of unemployed 
a t t r ibu tab le to each spel l length. In 
Table 7 t h i s information i s given in 
cumulat ive format , a l lowing d i r e c t 
calculat ion of the to t a l percentage of 
the unemployed for l e s s than the period 
shown. 

Table 7 % Unemployed per duration (weeks) 

< 4 

Borders 5.93 
Central 6.76 
Dumfries 
& G/way 4.98 
Fife 7.11 
Grampian 7.39 
Highland 7.05 
Lothian 5.78 
S/clyde 4.73 
Tayside 5.15 
Orkney 3.71 
Shetland 8.74 
Western 
Isles 6.55 

<13 

30.96 
26.40 

23.59 
27.27 
39.93 
26.52 
24.3 
22.22 

24.47 
20.66 
31.55 

24.78 

<26 

50.25 
41.63 

41.04 
43.88 

52.09 
46.73 
40.16 
36.23 
42.25 
37.75 

<52 

70.73 
63.39 

63.46 
65.70 
74.10 
72.90 
61.25 
55.95 
63.06 
60.93 

556.14 79.09 

43.67 67.25 

<104 

83.54 

80.05 

79.45 
82.22 
86.32 
86.15 
78.10 
72.57 
76.43 
76.43 
89.20 

82.26 

Source: Department of Employment 

problem of long term unemployment. Even 
in the r e l a t i v e l y low unemployment areas 
of Grampian and She t land , t he median 
durations exceed 5 months. 

Table 6 Median duration of unemployment spell and 
distribution of unaipLoyment duration (weeks) 

% experiencing duration (weeks) 
Median 104 4 
wdes 0-4 4-13 13-35 26-62 52-105 owr 

Borders 
Central 
Dumfries 
&GAey 
Fife 
Granpian 
Highland 
Lothian 
S/clyde 
Tayside 
Orkney 
Shetland 
Western 
Isles 

25.82 

34.07 

34.06 
31.96 
24.5 
28.86 
35.88 
42.09 
33.88 
35.62 
22.75 

5.93 
6.76 

4.98 
7.11 
7.39 
7.05 
5.15 
4.73 
5.15 
3.71 
8.74 

25.03 
19.64 

18.61 
20.16 
25.54 
19.47 
19.32 
17.49 
19.32 
16.95 
22.81 

19.29 20.48 12.81 16.45 
19.29 21.76 16.66 19-95 

17.45 22.42 
16.61 21.82 
19.16 22.01 
20.21 26.17 
17.78 20.81 
14.01 19.72 
17.78 20.81 
17.09 23.18 
24.59 22.95 

15.99 20.55 
16.52 17.77 
12.22 13.68 
13.25 13.85 
15.34 2.58 
16.62 2.43 
15.34 21.58 
15.50 23.58 
10.11 10.79 

31.50 6.55 18.23 18.89 23.58 15.01 17.74 

Soros: Department of Employment 

The median durations a l l exceed twenty 
weeks, and in most cases are almost double 
this. In Strathclyde, for instance, 
median duration i s 42.09 weeks. Given 
that the majority of Scotland's insmployed 
register in Strathclyde, this gives sane 
indication of the seriousness of the 

In 9 out of 12 r e g i o n s , more than h a l f of 
those on the r eg i s t e r had been unemployed 
for more than 6 months. In 8 out of 12 
more than 30% had been on the r e g i s t e r for 
6 months t o 1 year and in 5 out of 12 
regions more than 20% unemployed had been 
r e g i s t e r e d for more than 2 y e a r s . Not 
s u r p r i s i n g l y , r e g i o n s wi th a r e l a t i v e l y 
lower unemployment r a t e suffer l e s s from 
longer term unemployment s p e l l s . For 
i n s t a n c e , in She t land and Grampian more 
than 30% of t h o s e on the r e g i s t e r have 
been unemployed for l e s s than three months 

Data on f lows onto and off t h e r e g i s t e r 
d u r i n g t h e p e r i o d have been used t o 
calcula te the measures r epo r t ed in Table 
8. The p r o b a b i l i t y of l e a v i n g t h e 
r e g i s t e r i s c a l c u l a t e d as the o f f - f low 
during the per iod d iv ided by the s tock 
f i g u r e a t t h e pe r iod end. I t i n d i c a t e s 
tha t i f each unemployed person can expect 
t h e same employment e x p e r i e n c e t h e n 
upwards of one q u a r t e r could expect t o 
l eave the r e g i s t e r every t h r e e months. 
Again, Strathclyde fares r e l a t ive ly badly 
on t h i s measure with a probabi l i ty of only 
28%. This compares wi th a f i g u r e of 55% 
for Grampian. 
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Table 8 Probabi l i ty of l e a v i n g / j o i n i n g 
r e g i s t e r and expected frequency 
of unemployment 

Borders 
Central 
Dumfries & 
Galloway 
Fife 
Grampian 
Highland 
Lothian 
Strathclyde 
Tayside 
Orkney 
Shetland 

Proba
b i l i t y 
of 
leaving 
register 

(%) 

46 
34 

34 
36 
55 
42 
34 
28 
33 
34 
54 

Western I s l e s 40 

Proba
b i l i t y 
of 
joining 
register 

(*) 

4.3 
6.0 

4.5 
5.7 
4.2 
6.2 
4.3 
5.6 
5.2 
3.4 
3.0 
6.4 

Source: Department of Employment 

Expected 
frequency 
of unea-
ployment 
spel l 
(months) 

69.5 
50.0 

67.0 
52.2 
71.4 
48.7 
70.1 
53.3 
58.0 
89.1 
98.5 
47.1 

The probabi l i ty of joining the r eg i s t e r i s 
c a l c u l a t e d by e x p r e s s i n g t h e on-flow 
dur ing the pe r iod as a p ropo r t i on of t h e 
estimated regional labour force. For t h i s 
m e a s u r e t h e r e i s a g a i n e v i d e n c e of 
s i g n i f i c a n t reg ional var ia t ion. Figures 
range from 3% fo r Shet land to 6.2% for 
Highland. When i n v e r t e d t h i s measure i s 
e q u i v a l e n t t o the frequency wi th which a 
member of the labour force can expect t o 
experience a spe l l of unemployment. 

These measures a r e crude i n d i c a t o r s of 
average expected exper ience and do not 
correct for cha rac t e r i s t i c s such as s k i l l 
ca t egory , age or sex. For example, the 
more highly sk i l l ed the worker, the lower 
the s p e l l of unemployment d u r a t i o n he 
s h o u l d e x p e c t . C o n v e r s e l y , t h e 
e x p e c t a t i o n i s t h a t t h e l o n g e r t e r m 
unemployed w i l l c o n s i s t of mainly lower 
sk i l l ed workers. S i m i l a r l y , some groups 
of workers may expect more f requen t but 
s h o r t s p e l l s of unemployment . T h i s 
applies to construction workers and others 
employed in i n d u s t r i e s where s h o r t term 
contracts are normal. 

However, i t i s expected t h a t the major 
influence on the s ize of those measures i s 
c u r r e n t economic c o n d i t i o n s and t h i s i s 

c u r r e n t economic c o n d i t i o n s and t h i s i s 
borne out by the observation tha t regions 
which have the highest unemployment ra tes 
f a r e w o r s t on t h e o t h e r m e a s u r e s of 
unemployment experience. 

T a b l e 9 r a n k s r e g i o n s in t e r m s of 
r e l a t i v e performance on each measure. The 
lower i s t h e rank then the worse i s the 
r e l a t i v e performance. 

T£fcLe 9 Relative regkral psrfbmroe 

Uhsn-

P * * -
menb 

rate 

Borders 10 
Central 3 
Dunfries 
&G7way 7 
Fife 4 
Grarpian 11 
Highland 5 
Lothian 8 
S/clyde 1 
Tayside 6 
Orkney 9 
Shetland 12 
Western 
Isles 2 

UW 
ratio 

11 

3 

7 
5 

12 

9 
6 
2 
1 
8 

10 

4 

Dira-
atfcn 

10 
4 

5 
7 

11 
9 
2 
1 
6 
3 

12 

8 

Prob. 
leaving 
reg
ister 

10 

3 

3 
7 

12 
9 
3 
1 
2 
3 

11 

8 

Prob. 

joining 
reg-
ister 

8 

3 

7 
4 

10 
2 
8 
5 
6 

11 
12 

1 

E 

49 
16 

29 
21 

56 
34 
27 
10 
21 
3 

57 

23 

O w -

a i i 
rak 

10 
2 

7 
b 

11 
8 
5 
1 
3 
8 

12 

4 

Source: Department of Biploymsnt 

S t r a t h c l y d e i s e a s i l y t h e w o r s t - o f f 
r e g i o n . H i g h e r u n e m p l o y m e n t i s 
accompanied by more f requent s p e l l s of 
longer d u r a t i o n . Given t h a t a lmost ha l f 
of the S c o t t i s h labour force r e s i d e s in 
S t r a t h c l y d e , t h i s g i v e s a f u r t h e r 
i n d i c a t o r of the s e v e r i t y of the c u r r e n t 
unemployment problem and i t s coverage. In 
p a r t i c u l a r , the problem of long term 
unemployment a p p e a r s i n c r e a s i n g l y 
i n t r a c t a b l e w i t h o v e r 80,000 of t h e 
unemployed being on the r eg i s t e r for more 
than two years. 

The Government's present stance appears to 
be t h a t p o l i c i e s aimed a t ensur ing a 
g r e a t e r e f f i c i e n c y in the labour markets 
w i l l eventually have a beneficial impact. 
But the evidence from Scotland to date i s 
t h a t t h i s i s h a v i n g l i t t l e e f f e c t . 
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