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BUSINESS SURVEY 

Between them the Scottish Chambers' Business 

Survey (SCBS) and the CBI's Industrial Trends 

Survey provide a reasonable guide to current and 

recent trends in the Scottish economy. Both 

surveys are carried out on a quarterly basis with 

results being derived from the responses of 

Chambers of Commerce and CBI members, 

respectively. While the two sources are 

complementary in nature there do exist important 

differences between them. Whilst the SCBS 

provides a geographical breakdown of responses, 

the CBI Survey provides information on trends by 

size of firm. Also, the CBI survey provides 

information on sectoral employment patterns, 

whilst the SCBS distinguishes between male and 

female employment and between full and part-time 

employment. Furthermore, the number of 

respondents to the SCBS is well over twice that to 

the CBI survey and they cover not only 

Manufacturing but also Construction, Wholesale 

Distribution, Retail Distribution and Financial 

Institutions. The results from the SCBS are 

therefore open to a greater degree of 

disaggregation than those of the CBI survey. 

The results of the two surveys are first 

considered separately before they are drawn 

together in a summary. The SCBS was conducted 

between 3 June and 14 July 1988 and the results 

refer to the 3 months ending 30 June. The major 

economic development within this period was a rise 

in interest rates to 9%. Since then, interest 

rates have risen even further. Respondents could 

not reasonably have foreseen this development. 

It is unlikely, therefore, that their responses 

will have been influenced by the most recent 

increases in interest rates. 

SCBS 

Overall, the Survey reveals that the short term 

prospects for the Scottish economy remain bright 

with firms in all of the main sectors being more 

confident now than in April. A major contributing 

factor to this optimism is the fact that demand 

for goods and services both at home and abroad 

continue to be buoyant. In Manufacturing a 

balance of firms (+8%) are more optimistic about 

their business climate than 3 months ago. This 

optimism is not, however, evenly reflected in all 

the regions. Only in Glasgow, which carries a 

large weight in the aggregate results is a balance 

of respondents more optimistic than 3 months ago. 

In Glasgow a positive balance of respondents also 

report higher orders and sales in the past 3 

months. Glasgow respondents expect this trend to 

continue over the next quarter. 

In Edinburgh, there is a negative balance in the 

trend of the total volume of both new orders and 

sales. A larger balance of firms in Edinburgh 

report demand growth in non-Scottish than in home 

markets. Indeed, with the exception of the 

Aberdeen area, export orders and sales are 

generally expected to be stronger than home sales 

and orders respectively. These latest figures 

support earlier evidence that the appreciation of 

sterling in 1988 and the continuing uncertainty 

over exchange rate policy may not have had the 

detrimental impact on exports that was initially 

feared. Within Manufacturing, the most optimistic 

sectors are Mechanical Engineerng and Electronic 

Engineering. Textiles, Leather, Clothing and 

Footwear and other engineering are the least 

optimistic about their general business situation. 
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In the Construction sector a balance of +63% of 

firms (higher than in any previous survey) report 

increased confidence. This optimism appears to be 

a direct result of the increased new orders. 

Orders from Central government and other public 

sector organisations are reported to have 

increased by a balance of +14% and +25%, 

respectively, while a balance of +48% of companies 

saw orders increase from the private sector. A 

balance of +48% of firms also report a rise in the 

amount of work in progress, and a balance of +82% 

expect a further increase in work in progress in 

the next quarter. 

With the exception of the Edinburgh area, the 

activity in the Wholesale distribution sector 

remains vigorous. A balance of +24% of firms are 

more optimistic than 3 months ago. The key to 

this optimism is again a rise in the volume of 

sales. A balance of +53% of wholesalers expect 

this rise to continue into the next quarter. 

The Retail Distribution sector also continues to 

be optimistic. An impressive +58% of respondents 

are more confident than in April. Retailers' 

optimism is due to the continued growth in the 

volume of their sales, fueled by increased 

consumer expenditure. The rise in consumer 

expenditure has been associated with an increase 

in real earnings, a low savings ratio, easy credit 

and tax cuts. A net balance of +49% of firms 

expect sales to rise during the third retail 

quarter. This compares with a net balance of +56% 

of firms reporting an increase in turnover during 

the 3 months to June. This anticipated moderation 

of sales growth may be due to the effects of the 

interest rate increases which occured in June. To 

the extent that this is true, growth in turnover 

may slacken further given recent interest rate 

hikes. 

Responses from Scottish financial institutions 

continue to reflect an expansion in domestic 

credit. An exceptionally large balance of 

respondents (+90%) report an upward trend in 

advances to the private/personal sector. A net 

balance of +52% expect this trend to continue. A 

balance of +81% report an increase in advances to 

the Corporate sector. The major sources of the 

demand for credit are for working capital and 

expenditure on investment in buildings. Four 

sectors are identified as sources of demand for 

new advances - manufacturing, the distributive 

trades, other services and construction. Of 

these, the largest source of demand is from 

services. The upward trend in credit is expected 

to continue into the next quarter. Again we might 

expect recent rises in interest rates to moderate 

credit expansion. 

A net 8% of manufacturers report a rise in their 

total employment. Male employment now appears to 

be expanding more than female employment. Over 

the next quarter, however, there is expected to be 

little change in employment. A positive balance of 

Manufacturing respondents in all regions report an 

increase in their total employment, but in 

Edinburgh a majority of respondents report a fall 

in male employment. Future prospects for 

manufacturing employment look less healthy. 

In Glasgow, Edinburgh and Aberdeen respondents 

suggest that employment in the coming quarter is 

likely to fall. 

Elsewhere, the employment picture is better than 

its been for some considerable time. In 

Construction, a significant net +57% of firms 

expect to increase employment in the next quarter. 

In the Wholesale and Retail Distribution sectors 

too, a positive balance of firms report an 

increase in their employment. The emphasis here 

is, however, on part-time employment. Although 

wholesale and retail sectors are more cautious 

about future employment prospects their responses 

are far from pessimistic. A balance of 2% in 

Wholesale and 9% in Retailing expect to increase 

the numbers they employ. Again, part-time work is 

expected to be the major beneficiary. 

In both the Manufacturing and Construction 

industries respondents indicate that the dominant 

constraint on output growth over the next three 

months is likely to be orders or sales. Some 

construction firms also indentify a lack of 

skilled labour as a major constraint on output. 

In the Wholesale and Retail distribution sectors, 

floorspace constraints are also beginning to bite. 

This constraint has led to an upward revision of 

investment intentions for premises among a net of 

+18% of companies in Wholesale Distribution and 

+36% of companies in Retailing. Investment 

intentions have also been revised upward in 

manufacturing for plant and equipment and revised 

downwards with respect to buildings. 

CBI SURVEY 

In the July CBI survey a positive balance of +14% 

of manufacturing firms are more optimistic about 
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their general business situation than in April. 

This increased confidence is displayed across all 

size groups of industry. However within the 

Manufacturing sector. Food, Drink and Tobacco and 

Textiles were less optimistic than 4 months ago. 

The rate of growth in demand of manufacturing 

output has also slowed from the previous quarter. 

A balance of +19% of respondents report a rise in 

the volume of total new orders compared with the 

equivalent figure of +24% in April. Increases in 

the volume of new manufacturing orders are 

expected in the next quarter. Whilst the the rate 

of growth in the volume of output is still strong 

it is no longer accelerating as in previous 

Surveys. Respondents in all size groups and 

sectors report increases in their output with the 

strongest growth being registered by the Chemicals 

sector. Only the Food, Drink and Tobacco sector 

expects output to decline in the next four months. 

The slowing down in the rate of output growth is 

reflected in the data for capacity utilisation. A 

balance of +34% of respondents report working at 

below full capacity, compared with the record low 

of +29% in April, although individual sectors such 

as Chemicals, Food, Drink and Tobacco and Other 

Manufacturing continue to report high levels of 

capacity utilisation. 

The CBI survey reports an improvement in 

manufacturing firms' export prospects. A balance 

of +23%, compared to -2% in April, expect their 

export orders to increase. This optimism is 

supported by the results on questions on the 

volume of new export orders and deliveries over 

the next four months. The volume of new export 

orders is expected to rise by a balance of +13% of 

respondents. 

The upward trend in manufacturing employment 

observed in earlier CBI surveys now appear to be 

slowing down. Nevertheless, employment still 

appears to be growing. A positive balance of only 

+15% of respondents report an increase in their 

employment over the past 4 months compared with 

+36% in April. Only the Food, Drink and Tobacco 

sector reports a decline in the numbers they 

employ. Job prospects look far less healthy in 

the coming quarter. Over the next four months, a 

balance of 6% of all respondents expect employment 

to fall. Job prospects are bleakest in the 

Chemical, Textiles, and Engineering Sectors. 

Fears about overheating in the economy seem 

exaggerated according to the CBI data on unit 

costs. The auguries, however, are not good. 

There was an acceleration in unit costs but not by 

as much as had been expected. A balance of +17% of 

firms do, however, report an increase in costs 

compared to only +10% in April. The rise in unit 

costs was experienced in all sizes of firms and in 

all sectors of industry. Somewhat ominously, 

apart from the Metals and Metal Manufacturing 

sector, the expectation is that average unit costs 

will rise faster in the next four months. The 

rate of increase in average prices is reported as 

stable over the past four months, despite the 

increase in average unit costs. 

In the CBI survey, investment intentions in 

buildings continue to show a negative trend. 

However firms expect to increase their investment 

in plant and machinery although at a slower rate, 

than that reported in April. The principle 

motivation for increased investment expenditure is 

to increase efficiency (82% of respondents cite 

this factor). Expansion of capacity was cited 

less frequently than four months ago and 

replacement was adduced as a factor by a higher 

proportion of respondents in July than in April. 

The most significant factor seen as limiting 

capital expenditure over the next year was 

uncertainty of demand. This was cited by 43% of 

respondents. An inadequate return on investment 

was reported as a factor by 39% of firms. 

Surprisingly, the percentage of firms citing the 

cost of finance as a factor was low at 3%, given 

that interest rates have risen. 

CONCLUSIONS 

Both Surveys agree that the prospects for the 

Scottish economy remain good. The most 

encouraging performance is by the Construction 

sector which, after a long period of declining 

business confidence, is now the most buoyant 

sector. Views on the performance of the 

manufacturing sector seem to be largely similar in 

both surveys, with optimism increasing and the 

expectation that sales and orders as well as 

exports will rise faster over the next quarter. 

In both surveys, employment prospects in 

Manufacturing are less bouyant with future 

employment either expected to fall or change very 

little. However, a question mark hangs over the 

credibility of these results until it becomes 

clear what effect recent rises in interest rates 

will have on consumer spending. The OECD contends 

that rises in interest charges will have little 

effect on domestic demand. Fiscal restraint in 

the form of tax rises are seen by the OECD as the 
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key to slowing down domestic demand. Such a move 

would have the added bonus of improving the UK's 

external trade balance, which has worsened as a 

result of the consumer spending boom. 

Primary 

AGRICULTURE 

The previous (June 1988) issues of the Commentary 

provided a summary of the level of effective 

subsidy to agriculture in OECD countries, and to 

Britain in particular, and detailed some of the 

responses being made to that level of subsidy and 

the associated surpluses of certain agricultural 

outputs. The major issues of concern and debate 

in the last three months have been the nature, 

consequences, and optimal response that farmers 

should make to the new levels of price support and 

the schemes such as "set-aside" which aim to 

reduce the levels of surpluses. 

The British Government has accepted that large 

gains potentially exist if agricultural subsidies 

are abolished multilaterally, but as the previous 

Commentary noted, the ad hoc policies being 

pursued in the absence of systematic multilateral 

reductions in support are not likely to be the 

best response. 

The Set Aside scheme looks likely to have an 

important impact in 1989; a MORI survey for the 

Bayer company has found that nearly one third of 

British farmers will take land out of arable use 

and receive government subsidy for so doing. Much 

publicity is being given to the need (and 

opportunities) for farm diversification, and the 

government has announced a scheme whereby grants 

of up to £10,000 will be made available for 

studies of feasibility and towards marketing costs 

for alternative land use projects. 

The Royal Society for the Protection of Birds, in 

common with other wildlife protection and 

environmental groups, recognises that the set 

aside scheme, and the general tendency towards 

subsidy reduction overall, represent opportunities 

for enhancing the environmental benefit of land 

use. The RSPB would like to see price policy 

adopt a tiered system linked to the environmental 

impact of production in question. 

Meanwhile, fears have been expressed at the 

potential employment loss effects of CAP reform on 

rural areas in Scotland. The Scottish National 

Farmers Union has urged the government to prepare 

a rural development programme for Scotland, which 

should be supported by the EEC Commission under 

its new legal framework. The EEC has a budget of 

up to £750m to spend over four years to develop 

alternative land uses such as forestry, tourism 

and small scale rural industry, together with the 

necessary infrastructure. The SNFU is to meet 

government ministers in September to discuss 

details of a programme to submit to the EEC 

Commission. 

FORESTRY 

With the developments in farming technology, 

leading to dramatic yield improvements, and with 

the forthcoming changes introduced through the EEC 

and the use of agricultural land, attention is 

increasingly being paid to the use of land for 

timber production. Until recently, the majority 

of new planting has tended to be in relatively 

high altitude upland areas; this may be changing 

as integrated farm-forestry schemes become more 

attractive and widely pursued. In the last 

budget, changes were introduced to the way in 

which forestry is treated for tax purposes. 

Insufficient time has passed since the budget to 

assess the impact of these changes on new 

planting, but early indications suggest the impact 

has been relatively minor. 

New planting in Scotland by both public and 

private sectors had continued to attract much 

criticism and opposition, particularly from 

environmental organisations. Planting (and 

proposed planting) in the low country of Caithness 

and in Sutherland has been particularly severly 

criticised. Present government policy is to 

continue new planting at a rate of 33,000 hectares 

(81,500 acres) per annum for Great Britian, with 

Scotland taking the largest share of that total. 

One indication of the extent to which land use has 

changed over time is given in a survey of land use 

in the Cowal Peninsula since the 1950s, 

commissioned by the HIDB. Forested land has 

increased threefold in area since the 1950s with 

nearly 40% of land area devoted to that use; it is 

now one of the most heavily afforested regions 

within Scotland. Meanwhile, the number of farms 

has dropped from 41 to 23, with the male 

agricultural workforce down from 102 to 41. Farm 

output has increased however, with cow numbers up 

by 38% and lamb production having risen despite a 
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drop of 32% in ewe numbers. We thus have here an 

illustation of the improved farm technology 

referred to in the first paragraph. 

An important justification for forestry activity 

has always been its contribution to stabilising 

employment in remote highland areas; (there is 

also some evidence which suggests that forestry 

and its ancilliary industries are more labour 

intensive than other primary land uses). Working 

practices in both public and private sectors are 

not always in accordance with these justifications 

however, particularly to the extent that use is 

made of teams of private contractors on temporary 

bases. Fears have recently been expressed by 

Forestry Commision (FC) workers that new working 

conditions to be introduced by that body will 

further the substitution of its own workers by 

private contractors, and thus threaten the 

viability of many fragile communities. 

The viability of a large scale Scottish forestry 

industry clearly depends upon the establishment of 

forward links towards the wood using and 

processing establishments and the final markets. 

Supply capacity and demand need to be developed in 

an integrated manner, and the necessary 

infrastructural investment has to be made. In 

this connection, it is interesting to note that in 

March of this year, agreement was reached between 

the FC and Railfreight Speedlink Distribution 

(RSD) for the transport by rail of 50,000 tonnes 

of timber p.a. to the Caledonian Paper Mill at 

Irvine. The Scottish Office has made a £555,000 

grant towards the costs of a railway siding at the 

Irvine mill. Clearly this is a welcome step, as 

the Highland road network is not of a sufficient 

standard at present to meet the existing uses made 

of it and those which will be made as future 

economic developments occur. 

FISHING 

The most recent available figures on the value of 

fish landed in Scotland are presented in Table 1, 

showing the values of landings in the period 

January and February 1988 compared with the 

position one year earlier. 

The total value of UK vessels landings at Scottish 

ports was nearly £41m, representing a marginally 

higher (one percent) level. These figures show 

that behind this nearly constant value were a 5% 

rise in volume of landings, with a 4% fall in 

average prices. This aggregate set of totals 

Table 1 Fish landings by UK vessels at Scottish 

Ports - selected species: January to 

February 1988 

Weight 

(tonnes) 

Landings o f 

Demersal 

Pelagic 

S h e l l f i s h 

31,633 ( -22) 

51,937 (+36) 

4,200 ( -14) 

Selected species 

Cod 

Haddock 

Whit ing 

Herr ing 

Mackerel 

Scal lops 

Queen 

Scal lops 

Norway 

Lobsters 

Sai the 

5,370 ( -7 ) 

11,736 ( -32) 

6,321 ( -23) 

3,474(+225) 

48,052 (+30) 

620 ( -30) 

588 ( -39) 

1,885 ( -17) 

2,528 ( -16) 

Value 

(£000) 

25,580 ( -3 ) 

5,992 (+51) 

6,343 ( -13) 

5,921 (+12) 

10,885 ( -14) 

3,690 ( -6 ) 

408(+404) 

5,552 (+44) 

993 ( -38) 

262 ( -35) 

4,062 ( -5 ) 

1,385 ( -1 ) 

Average Price 

per tonne (£ ) 

03 (+25) 

115 (+11) 

1,510 (+1) 

1,103 (+20) 

927 (+27) 

584 (+23) 

117 (+55) 

116 (+10) 

1,602 ( -11) 

446 (+6) 

2,155 (+14) 

548 (+18) 

Total (UK 

Vessels) 87,769 (+5) 40,915 (+1) 466 (-4) 

Figures in parentheses 

changes from period Jan -

1988. 

represent percentage 

Feb 1987 to Jan - Feb 

Source: Deptartment of Agriculture and Fisheries 

for Scotland 

hides considerable variation in the figures for 

individual species and categories. 

Demersal and shellfish categories both exhibited 

falls in the value of landings (of 3% and 13%) 

respectively, indeed there was a very substantial 

drop in the volume of demersal landings, these 

having fallen by 22% over the year. The overall 

fish landing figures were kept buoyant by a 

dramatic increase of over 50% in the value of 

pelagic landings, comprising increases in both 

volume landed (36%) and average price (11%). 

Looking at individual species we may note volume 

falls for most demersal (whitefish) species, 

including falls of 7% for cod, 32% for haddock and 
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23% for whiting. However, there were strong price 

rises for these species, so that the values of 

landings show a more varied picture. 

Very large increases in the weight of herring and 

mackerel landings were recorded (225% and 30% 

respectively). With significant prices rises too, 

in each case, landing values rose sharply, by 404% 

for herring and 44% for mackerel. 

The increases in volume and value of herring 

should be seen in the context of the unusually 

poor year for herring fishing in 1987, a year in 

which poor quality fish led to a tumbling in 

price, with some consequent reduction in fishing 

effort. The cause of this quality decline has not 

been established; however, there are indications 

that the quality of herring stock is now much 

improved, and that top quality Loch Fyne kippers 

will be available again during the season. With 

Japanese demand for herring roe also strong, 

prices should be kept at a significantly higher 

value than in 1987, when fishermen had no 

alternative but to sell excess catches to Eastern 

bloc factory ships. 

The question of the appropriate quotas fpr 

mackerel has aroused debate this summer. The EEC 

Commission believes that scientific evidence 

demonstrates that mackerel stocks in Western 

fisheries are heading towards economic extinction 

because of overfishing, and that a significant 

(perhaps 50%) cut in allowable catch is a 

necessary interim measure. This situation is made 

more complicated by a number of related issues; 

foreign fleets appear to be increasing their 

efforts and catching signficantly more than their 

mackerel quotas, whilst at the same time, mackerel 

migration patterns are changing, and Scottish 

fishermen are asking for greater flexibility in 

catch regulations to adapt to these changed 

patterns. The mackerel situation is putting 

extreme pressure on the common fisheries policy 

itself, and illustrates the great difficulty in 

achieving consensus for such a policy in the 

presence of technological improvements in fishing 

capital, changing patterns of fish availability 

and regional economic dependence on particular 

forms of fish harvesting and processing. 

Other issues have illustrated the possible 

tensions between conservationist and farming 

interests. The previous issue of the Commentary 

referred to the question of the growth in fish 

farming. During August 1988, many seabird 

colonies in Shetland and Orkney suffered devasting 

losses in young birdlife. No cause has been 

firmly established, but a strong candidate appears 

to be over-fishing of sand-eels. It is 

understandable that sand-eel fishermen whose 

livelihood is linked inextricably with this 

activity are reluctant to change their fishing 

behaviour until such connections are firmly 

established. 

Construction 

Official figures on the construction industry 

indicate that 1987 was a very poor year for the 

industry even by the mediocre standards of the 

recent past. The annual index of construction 

for 1987 was 88.9 (1988=100), the lowest annual 

level since the disastrous year of 1981. After 

briefly rallying during 1984 and 1985 the 

construction sector in Scotland has undergone two 

successive years of output contractions worrying 

situation which could not be more at odds with 

that for the UK as a whole. Provisional figures 

for the UK indicate that the construction index 

rose to 110.6 in 1987, a rise of 8.3% on the year. 

Thus, while the UK index now stands 10.6% above 

its 1980 level, the Scottish index languishes 11% 

below its 1980 level. 

C1990 = 1 0 0 ) 

120 - i 

110 -

100 — 

90 -

1978 19B0 1982 i9B<i 1906 1988 

However, there is encouragement to be drawn from 

the fact that the Scottish construction index rose 

every quarter during 1987, and provisional figures 

suggest a combination of this trend in the early 

part of 1988. In addition, the July Scottish 

Chambers' Business Survey indicates a higher level 
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of business confidence among construction firms 

than has ever previously been recorded (63%). 

This is the seventh successive Survey in which 

overall business confidence has increased, a 

result principally of favourable trends in new 

orders in all market sectors. As in previous 

Surveys the private sector provided the largest 

boost to orders during the quarter to July, with a 

balance of 48% of responding firms experiencing 

increases in new orders from this source. 

Central government and other public sector orders 

rose for a net 20% and 12% of respondents 

respectively. The upward trend in orders is 

expected to continue during the next three months. 

There is also evidence of an increase in work-in-

progress with a balance of 48% of respondents 

reporting arise in work-in-progress during the 

quarter to July, with fully 82% expecting an 

increase over the next three months. Consistent 

with these results is a rise in the average level 

of capacity utilisation to 81%, the highest level 

ever recorded in the Survey. In common with 

previous surveys, around one-fifth of responding 

firms identified skilled labour shortages as the 

main constraint on output growth. This may 

indicate that at the moment the shortage of 

skilled labour is no more of a problem than it has 

been over the last eighteen months. 

This view is supported by recent statements from 

the Scottish Building Employers' Federation 

indicating that while there was some evidence of 

Scottish construction workers being attracted by 

the high wage rates in the South East, there was 

as yet little sign of serious skill shortages. 

Incidentally, the Federation is now forecasting an 

increase in construction output in Scotland of 

4.5% during 1988. It is noticeable, however, 

that fears of skill and material shortages 

continue to dominate the thoughts of those 

concerned with construction in the UK as a whole. 

In August the chairman of NEDO's new construction 

industry sector group set a six month agenda for 

the industry to come up with solutions to these 

problems which are now seriously threatening the 

continued boom in the south. 

There is some encouraging reading in figures from 

the Scottish Office on new construction orders 

received by contractors. Total new orders stood 

at £383.4m for the first quarter of 1988, 12.7% 

higher than the corresponding figure for 1987. 

Interestingly, all the increase was attributable 

to the public sector which rose by 61% over the 

first quarter of 1987 to stand at £206.9m. By 

contrast, private sector new orders fell by 16.6% 

in the same period. Both the housing and non-

housing public sectors showed substantial growth 

in the first quarter, with the non-housing sector 

being particularly buoyant. 

Figures from the National House Building Council 

for private housing starts in the second quarter 

of 1988 continue the recent upward trend. A 

total of 4,100 starts were registered in Scotland 

in the second quarter, 32% higher than the 

corresponding period in 1987. The figure for 

Great Britain indicates no let-up in the private 

housebuilding boom particularly prevalent in the 

South East. Total GB starts for the quarter were 

60,800, 22% higher than the corresponding quarter 

in 1987 and the highest second quarter figures for 

15 years. 

On the company front the last three months have 

witnessed totally contrasting developments at two 

major Glasgow-based construction companies. The 

rehabilitation of FJC Lilley now appears to be 

complete, just two years after the group was on 

the verge of complete financial collapse. In 

July it was announced that a new top management 

would take over from Joe Barber who was brought in 

to rescue the ailing company in 1986, and a 

further £27m of new finance will be injected into 

the company. Mr Barber's tenure was marked by 

strict financial control and the judicious sale of 

subsidiaries whose activities were peripheral to 

those of the main company, and his work has 

resulted in a £50m loss being turned into a £2m 

profit in less than two years. The plan now is 

for Lilley's phase of recovery to move into one of 

expansion under new chief executive Bob Rankin. 

In sharp contrast to the developments at Lilley 

was the receivership in August of the Lafferty 

construction group, responsible for much of the 

renovation work in Glasgow in recent years. 

Within days of the announcement of the 

receivership the group was sold to W J Harte 

(City) Ltd, a subsidiary of a financial group from 

Manchester. The deal was largely dependent on 

successful negotiations regarding over £4m of 

outstanding contracts which Lafferty had with 

Glasgow District Council, and further sizeable 

contracts have also been confirmed. It is 

expected that most of the 700 employees of the 

group will retain their jobs under the new owners. 
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Energy 
proposes to relocate up to 400 key oil and 

personnel from london to Glasgow. 
gas 

OIL AND GAS COAL AND OTHER ENERGY 

The Royal Bank/Radio Scotland oil index for July 

was 131.2 (1980=100), up 4.3% from June. 

However, June production figures are always the 

lowest in each calendar year since this is the 

month in which offshore installations are closed 

down for annual maintenance. The July recovery 

in output was, in fact, far less than would have 

been expected from historical experience, in large 

part because of the production losses associated 

with the Piper Alpha disaster (which occurred on 7 

July). Of course, this tragedy will have a 

depressing effect on UK oil production for a 

considerable time to come. 

The estimated daily value of UK crude oil output 

in July was £18.8 million, up £0.6 million from 

June. The increase in daily value largely 

reflected the increase in the real volume of 

production, since a fall in the average dollar 

price of oil was offset by a depreciation in the 

average sterling/doliar exchange rate. 

Crude oil prices remained weak over the summer in 

the face of continuing evidence of persistence of 

global excess supply and an unwillingness of 

producers (including OPEC) to make downward 

production adjustments. News of the Gulf War 

ceasefire caused prices to rise briefly in the 

hope that it might encourage a renewed cohesion in 

OPEC's policies. However, prices fell again as 

the market came to realise that an end to the 

conflict could see both Iran and Iraq 

substantially increase oil output in an effort to 

rebuild their economies after the war. By mid-

August, Brent crude was trading at around 

$14.50pb. 

In August, the Government agreed to guarantee $90 

million for the development of the Emerald Field 

east of Shetland. Unusually, oil from the field 

will be sold to the Finnish company Neste at a 

pre-determined guaranteed minimum price, 

alleviating some of the uncertainties associated 

with oil price fluctuations. The Emerald 

development is expected to create 1,000 jobs in 

Scotland. 

BP announced in September that it intends to 

establish its centre for north-west European 

operations in BritoiVs offices in Glasgow BP 

Coat I coke OUIDUI 
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The Scottish Office has elaborated upon the 

Government's plans for the privatisation of 

Scotland's electricity boards. First, the 

geographical boundaries which define the markets 

served by the Boards will not be re-drawn since 

the Scottish office believes that the new 

companies will be fully viable with their existing 

customer bases. Secondly, a range of provisions 

have been made to ensure that each company has 

access to the full range of generating plant 

currently available to the North and South Boards 

through the Joint Generating agreement. 

Ownership of the NOSHEB's pumped storage Cruachan 

station will be transferred to the South company. 

This effectively formalises the present 

arrangement under which the Cruachan station is 

used by the SSEB to store electricity for use at 

peak demand periods. In addition the South 

company will contract to purchase at least 200 

megawatts (mw) of hydro capacity per annum from 

the North, at "commercial prices", and may 

purchase more if it desires. These assured 

purchases mean that the South company will have 

access to low (marginal) cost hydro power to 

supplement its existing Galloway scheme. 

However, the SSEB had sought up to half of the 

NOSHEB's 1064mw of hydro capacity in return for 

one of the South's coal-fired plants - Longannet, 

Kincardine and Cockenzie - probably Cockenzie. 

This more extensive transfer of assets was 

resisted by the North Board which argued that it 

required to retain the bulk of its low cost 

generating capacity in order to offset these 

"savings" against the higher costs of distribution 
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to remote areas. Thus, instead of a formal 

transfer of ownership, the North company will have 

the opportunity to purchase up to 600 mw of coal-

fired capacity from the South. In addition, 50% 

of the oil/gas-fired capacity at the North's 

Peterhead station will be available to the South. 

Finally, the existing nuclear assets will be 

shared between the new companies through a 

subsidiary jointly and exclusively owned by them 

with each company's holding being in proportion to 

the current sizes of the board. 

According to the Secretary of State, these 

arrangements have been devised with the aims of, 

"minimising disruption within the industry and 

ensuring the companies are viable and 

satisfactorily balanced in operational terms and 

in terms of future profitability and prospects."* 

Conspicuously absent as a criterion or 

consideration is the notion of competition through 

comparison which was aired in the White Paper. 

Instead, the mid-July announcement is designed to 

enhance the sale-ability of the Boards rather than 

to encourage competition. It is also an attempt 

to ensure a broad generating base for each of the 

vertically-integrated companies in the absence of 

the Joint Generating Agreement. Quite how the 

"commercial prices", at which the sales of 

capacity are to be made, will be determined 

remains unclear. In truth, the absence of 

competition means that the monopolists can set 

their own prices or have them set by a regulatory 

authority. In neither case is there the 

slightest hint of competitive pressure. 

These provisions have met with greater approval 

from the NOSHEB than the SSEB, since the latter 

favoured extensive asset swaps. Instead, the 

contractual arrangements for selling power between 

the new companies was the North's favoured option 

and it is now seeking long term deals (15-20 

years), arguing that the certainty these give will 

be more attractive to the investing community. 

Still unresolved is the matter of how the SSEB's 

extensive debt burden will be treated in the 

flotation of the new company. 

Responding to the privatisation proposals, the 

House of Commons Energy Committee rejected as 

meaningless the notion of competition by 

comparison. Secondly, it recommended the 

appointment of a separate Scottish regulator. 

Finally, it argued that the electricity needs of 

•Scottish Office News Release, 18 July/1150/88. 
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isolated communities must be protected, if 

necessary by subsidy. In more general terms, 

some concern was expressed about the haste with 

which the privatisation is being pursued. 

The government has decided to close the Dounreay 

nuclear plant in 1997 with a reduction in jobs 

from 2,100 to 500. The process of running-down 

operations will commence soon with the first-

breeder reactor closing in 1993-94. Thereafter 

some staff will be retained in the reprocessing 

plant for three years, following the closure of 

which around 500 staff will be required for 

security and maintenance purposes until the end of 

the century. A number of factors lie behind this 

decision. First, the government judges that 

fast-breeder reactors will not be required 

commercially in the UK for 30 to 40 years. 

Secondly, any additional nuclear capacity which is 

required during that period can be obtained from 

existing pressurised water reactor technology 

which has a lower capital cost although it is less 

efficient in the production of electricity. 

Finally, the CEGB last year assumed responsibility 

for 30% of the costs of fast breeder research and 

development. With privatisation imminent it does 

not wish to pass these on to potential investors. 

The closure decision is potentially damaging to 

this isolated and dependent community. However, 

with eight years before the closure there is 

little excuse for not making provision to assist 

the structural adjustment of the local economy. 

As part of the same alteration to the nation's 

energy strategy, 1,500 jobs will be lost at three 

English sites within the next three years. 

Although it has been shelved temporarily, the 

dispute between the SSEB and British Coal remains 
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unresolved. The short-term deal between the two 

expired in early July and BC decided not to apply 

for a renewal of the interim interdict prohibiting 

the SSEB from burning imported coal at Cockenzie 

and Longannet. In return the SSEB agreed to 

purchase between 3 million and 3.5 million tonnes 

of steam coal from BC at prices reported to be 

close to those prevailing prior to the outbreak of 

hostilities. In the short-run this means that the 

SSEB is free to burn its imported coal at 

Cockenazie, if it wishes, and Longannet if it is 

feasible. BC has gained time to regroup its 

arguments for the next round of the battle and the 

imminent threat to deep-mining in Scotland has 

been lifted. Nevertheless, a long term agreement 

remains a distant prospect and BC is clearly 

prepared to defend its rights to supply coal to 

Cockenzie (until 1993) and Longannet (until 1995). 

A number of issues arising from the dispute merit 

comment. First, BC has secured agreement from 

the NUM that six-day working and flexible 

practices will be accepted. Without these it was 

unlikely that any deal with the SSEB could have 

been contemplated. Certainly, the proposed 

Frances developments would not have progressed as 

far as they have. Secondly, the SSEB's 

assertions that foreign coal is a cheaper, 

reliable and realistic alternative to domestic 

supplies has been subject to questioning. It has 

been contended in previous Commentaries that the 

SSEB's arguments are distinctly shaky. If not 

shaky they are disingenuous. It may be the case 

that China, Australia, South Africa and others are 

prepared to ship coal to the UK at subsidised 

rates in the period prior to electricity 

privatisation. (For example, the SSEB's imports 

from China were trucked and loaded by the Chinese 

free of charge.) There is a clear incentive for 

potential suppliers to displace BC from this 

market, and when domestic supplies are displaced 

they cannot easily be re-activated. If and/or 

when domestic coal is no longer available the 

electricity industry is then exposed to the 

prospect of rising prices from importers with no 

alternative, and it is likely that international 

prices will rise and that BC prices will fall. 

Moreover, foreign supplies are considerably less 

reliable than domestic ones - just how likely is 

another national coal strike? Thus, it is surely 

incumbent upon the new south electricity company 

to ensure that its coal supplies are both 

reasonably priced and secure. This need not mean 

Scottish coal; there is no reason why BC cannot 

source the SSEB's needs from the south, but that 

is another matter. Of course, the SSEB's 

negotiators are aware of these issues. Why then 

do they see importing as an option? The answer 

would appear to be that within their own pre-

privatisation concerns it is important to be seen 

to be minimising costs. The SSEB's 

responsibilities are to its customers and future 

shareholders. The Board is not, and it would 

argue ought not to be, concerned about the 

tribulations of the Scottish coal field, 

especially since supplies can come from the south. 

In addition, the vase excess capacity of the 

Scottish electricity industry with the advent of 

Torness means that coal-burn generated power is 

largely for export purposes, and the scope for 

that is presently limited. 

Clearly, the issues are complex but it may be 

possible to describe the positions which each 

party ought to take. The electricity industry, 

constrained by the demands of customers and 

shareholders should seek coal supplies which are 

primarily secure and certain, and secondly, 

reasonably priced. The coal industry in the UK 

should endeavour to meet these demands by 

asserting that only it can provide certainty of 

supply. This solution does not rule out 

importing coal and thus imposing competitive 

discipline on BC. However, it gives BC the basis 

upon which to plan investments and the knowledge 

that competition exists. 

Even without the dispute BC in Scotland has not 

had its problems to seek. Uncertainty surrounds 

the future of Bilston Glen. That this should be 

so in a complex which has received significant 

investment in recent years, in particular the £40m 

underground link with Monktonhall, is surprising. 

However, BC made clear in July that output levels 

at the pit were wholly unacceptable. Instead of 

the desired 20,000 tonnes per week, the 1,100 

employees were producing barely 11,000 tonnes. 

Certainly there have been a number of technical 

problems which have depressed output. However, 

the concern of BC and the NUM is that morale in 

the complex has slumped to the position where BC 

accused some workers of attempting to sabotage 

operations and others of not caring about the pit. 

So seriously did BC view the position that it 

wrote to the employees saying that unless output 

levels approached the 20,000 tonnes per week 

target the colliery would be put into the closure 

review procedure. While not wholly endorsing the 

BC view, the NUM has encouraged its members to 

increase productivity. The union argues that 
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morale has slumped due to the uncertainty facing 

the whole of the Scottish coalfield. Certainly 

the outlook for Bilston Glen is a serious one, 

with press reports speculating a loss of £3m in 

the first three months of the financial year and 

the prospect of the full year figure being £20m. 

Since the low point of July output has risen but 

not to acceptable levels. It is possible that 

the losses incurred by the complex may be 

mitigated by a proposal to use the Bilston Glen 

preparation plant to process coal from the 

proposed Bowden Beg opencast mine. However, 

Bowden Beg is by no means certain to receive 

planning permission. If local authority consent 

is forthcoming in spite of environmental concerns 

and fears that Bowden Beg may replace Bilston 

Glen, the project would yield coal for around five 

years and support 60 to 80 direct jobs. 

There are many ways of expressing the rapid 

contraction of deep-mining in Scotland since the 

end of the strike; manpower, pits, investment and 

output have all declined. However, two recent 

events serve as cameos of this change. First, 

all four of the NUM's Scottish officers have been 

offered voluntary redundancy by the union. 

Secondly, BC headquarters in Scotland is to make 

redundant 300 people by early 1989, although the 

policy of no compulsory redundancies will 

continue. The running-down of the headquarters 

operation is a result both of the contraction of 

BC's operations in Scotland and of the new 

organisational arrangements which come into place 

in January of next year. These will see Scotland 

grouped together with South Wales, the North East, 

Western (Lancashire and Staffordshire) and Kent 

into the "peripherals" group run from a 

Nottinghamshire base. The director of this 

grouping will be the former Scottish director Mr 

Albert Wheeler. 

Only opencast operations in Scotland show any 

signs of health and these received a boost in June 

following the Cabinet's decision to proceed with 

phase two of the conversion of Kilroot power 

station in West Belfast from oil to coal. 

Kilroot already burns around 350,000 tonnes of 

Ayrshire opencast per annum and the figure could 

rise to 1.5m tonnes following the conversion. 

Some of this would be met from the newly-approved 

Dalquhandy site near Coalburn in Lanarkshire. BC 

has awarded a 20 year contract to Crouch Mining to 

extract 15m tonnes of coal from Dalquhandy and 

around 200 direct jobs will result. 

Two final notes of gloom for the coal industry. 

Tests have been taking place in Glasgow on a 

potentially cheap form of power station feed stock 

which may prove to be even cheaper than subsidised 

coal imports. The substance is a form of bitumen 

found in Venezuela which, when emulsified is known 

as orimulsion, and with present technology 

recoverable reserves are the thermal equivalent of 

all the coal in South Africa or all the crude oil 

in North America. Orimulsion could be used in 

oil-fired power stations rendering these more 

efficient than coal-fired ones at present prices. 

Proponents of orimulsion argue that it would be 

simple to alter the designs of oil-fired boilers 

to burn it and that the fuel is so cheap to handle 

and so efficient that it provides a realistic 

alternative to coal. Secondly, Norwegian gas 

companies are mounting a marketing campaign aimed 

at UK electricity companies to convince them that 

gas will be cheaper to burn than coal in the post-

privatisation era. This follows the success of 

Norway's Statoil in securing a deal with the 

Netherlands' state electricity utility to supply 

gas to power stations for a 20 year period from 

1996. 

Manufacturing 

FOOD, DRINK AND TOBACCO 

Figures for the index of production in the food 

and drink and tobacco industries confirm 1987 as a 

very mediocre year for both sectors. The food 

industry index has remained steady for the last 

three years at 102 (1980=100), and is now 

beginning to lag slightly behind the UK index 

which averaged 107 for 1987. 
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Despite a 5.4% rise in the drink and tobacco index 

in the final quarter of 1987, the annual average 

for the sector remained at 75, virtually identical 

to the level in the three previous years. By 

contrast, the UK index for the drink and tobacco 

sector rose by 3% during 1987, and the Scottish 

index now lags 25% behind the UK counterpart. 

This relative under-performance is of considerable 

importance from a Scottish perspective because 

drink and tobacco is relatively nearly three times 

as important to the Scottish economy as it is to 

the UK overall. 
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Over the last three months speculation has been 

rife that Scottish and Newcastle was about to 

become the target of a hostile bid by Elders IXL, 

the Australian-based brewing company. In July 

Elders tentatively proposed an agreed merger with 

S&N which was quickly rejected, and Elders have 

done little to enhance their 9.3% stake since 

then. There can be little doubt that Elders 

would be willing to fight for SSN if it felt the 

acquisition to be worthwhile, but there are at 

least two good reasons why Elders may be unwilling 

to make an early move. The first of these is the 

danger of sparking off a referral of the bid to 

the Monopolies & Mergers Commission (MMC). Quite 

apart from any important regional issues which may 

be at stake - which would be unlikely to influence 

the Director General of Fair Trading's decision on 

whether the bid should be referred - there could 

be grounds for referral on competition because of 

Elders' ownership of Courage. Elders has already 

experienced the frustration of an MMC inquiry when 

its 1985 bid for Allied Lyons was referred and 

subsequently cleared - but the time which elapsed 

during the investigation was enough to persuade 

Elders to abandon that bid and buy Courage 

instead. Elders will be wary of becoming 

involved in another MMC investigation. 

The second possible reason for Elders' caution m 

ay also relate to the MMC, but this time because 

of the Commission's duty to investigate 

monopolistic practices. The MMC is in the middle 

of (another) investigation into the brewers' tied 

house system. Even if the report is not too 

critical the Commission may take the opportunity 

to express a view on the desirability or otherwise 

of increased concentration in the beer market via 

acquisition. Elders may feel it prudent to hold 

fire on any posible bid for S&N until the 

Commission has completed this work. 

In the food sector there is a confirmed bid by a 

major Australian company which has a significant 

Scottish dimension. The bid by Gooman Fielder 

Wattie for Rank Hovis McDougaH has already been 

referred to the MMC principally, it appears, on 

the grounds of the high level of borrowing which 

would have to be undertaken by the Australian 

company to finance the bid. Only once before has 

the issue of leverage been critical in the 

decision to refer a proposed merger to the MMC, 

and that was in the aforementioned Elders IXL bid 

for Allied Lyons. The coincidence of Australian 

companies being involved in both of these unusual 

referrals led Lord Young, Secretary of State for 

Industry, to make a public statement denying that 

there was any victimisation of Australian 

companies considering acquisitions in the UK. 

The Scottish connection in this bid springs from 

the 2,000 bakery jobs at RHM plants in various 

parts of Scotland. Dr Norman Godman, MP for 

Greenock and Port Glasgow where many of these jobs 

are located, argued that the need for Gooman 

Fielder Wattie to borrow heavily to finance the 

bid could result in a long-run financial weakening 

of RHM with potentially detrimental consequences 

for jobs. For whatever reason, the bid has now 

been referred and we must await the MMC's 

decision. 

Rank Hovis McDougall were themselves involved in a 

Scottish takeover in July when the company 

purchased the trade mark and goodwill of 

marmalade-makers James Keiller & Son from owners 

Barker & Dobson. By far the largest part of 

Keiller's surviving operations in Dundee are in 

confectionery, and the 17 staff involved in the 

manufacture of marmalade have now been switched to 

confectionery. The Keillor name in preserves may 
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be kept alive by RHM, but production will be at 

Manchester. 

Running very much against all the trends in the 

tobacco industry, in July a new cigarette was 

launched in Scotland by the Edinburgh Tobacco 

Company. The brand, called "Capital", is 

manufactured in Israel but has a substantial 

British input. The company is now seeking 

enlarged distribution premises in Bonnyrigg which 

should increase the existing workforce of 25. 

Following rather pessimistic results from April, 

the latest Scottish Chambers' Business Survey 

results for food drink and tobacco are much more 

optimistic and in line with the survey as a whole. 

Over the three months to July a marginal balance 

of respondents experienced a rise in new orders, 

and a balance of 43% expect increased new orders 

over the next three months. As before, there is 

a clear divergence between home and export sales, 

with the latter much stronger than the former 

despite uncertainties in the foreign exchange 

markets. The pessimistic view of employment 

prospects expressed in the April Survey did not 

materialsie with a balance of 6% of respondents 

reporting overall employment growth in the quarter 

to July, with little change anticipated in the 

next three months. Capacity utilisation remains 

high at 86%. 
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The steady revival in the fortunes of the Scotch 

whisky industry continued during the first half of 

1988. Total exports in the six months rose to 

111.8m litres of pure alcohol (LPA), 4.6% higher 

than the corresponding period last year. Bottled-

in-Scotland blends, by far the most important 

sector of the market, rose by 3.1% to 73.4m LPA, 

an encouraging sign in times of increasing 

international competition in the drinks industry. 

As has been the trend in recent years, the highest 

growth sector was bottled malt exports which rose 

by 25% from the 1987 level to 3.8m LPA. The 

overall export figures are the best achieved in 

the first half of any year since 1982. 

Interestingly, as the market for whisky begins to 

revive once again, two major companies in the 

industry are in the process of expanding their 

portfolio of drinks out of the traditional 

product. In recognition of the general trend 

towards broadly-based international drinks 

companies, Whyte & Mackay has acquired the Four 

Bells dark rum brand which it plans to promote 

both at home and abroad. In addition the company 

has entered into two new agency deals and will 

become the UK distributors for Jim Beam, the 

world's leading bourbon brand, and for the premium 

cognacs and Chalot armagnac produced by Camus of 

France. Both bourbon and cognac are rapid growth 

sectors in the UK, and Whyte & Mackay are 

obviously intent on becoming more of a presence on 

the international drinks scene. It is expected 

that a further 20 jobs will be added to the 

existing Whyte & Mackay workforce of 240. 

In many ways more ambitious is the launch by Wm 

Teacher of Tachino, a completely new white spirit 

base on Brazilian cachaac. The basic spirit is 

shipped in bulk to Scotland where it is modified 

to make it more appealing to the British palate. 

This is a bold move by Teacher, involving entering 

a market which is already very crowded, with an 

entirely new spirit. 

At the same time another Glasgow whisky company 

has moved into the retail market with the most 

traditional of products - bottled malt whisky. 

Most of the 37 year history of Stanley P Morrison 

Ltd has been devoted to selling new fillings 

within the trade and to whisky broking, although 

the firm does produce limited amounts of its three 

malt whiskies for bottling. One of the brands, 

Bowmore, is now to be more actively marketed by 

the company, which has changed its name to 

Morrison Bowmore Distillers. This move is a 

recognition of the strong growth potential of 

bottled malt whiskies, for some time the fastest-

growing sector of the whisky market. Bowmore is a 

distinctive Islay malt, and has a long pedigree 

dating back to the distillery being founded in 

1779, making it the second oldest (legal) 
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distillery on the island. The whisky is reputed 

to be less peaty than most Islay malts, which may 

account for its apparently wide- spread appeal 

during market testing. There are no plans to 

develop Morrison's other brands, Glengarioch and 

Auchentoshan, along similar lines. 

The potential of malt whisky was well illustrated 

by interim figures released in August by Macdonald 

Martin Distilleries, owners of the leading malt in 

Scotland, Glenmorangie. In the six months to the 

end of June turnover rose 21% to £9.3m, while pre

tax profit more than doubled to £805,000. The 

improved figures were attributed principally to 

strong sales of Glenmorangie. 

In late July there occurred the latest twist in 

the Guinness affair, and one which may be of 

direct interest to former shareholders of 

Distillers. Guinness had appealed to the High 

Court against a ruling by the Takeover Panel that 

Guinness had breached the City takeover code by 

its link with a Swiss company which purchased 

shares in Distillers at a price above the offer 

price made by Guinness for Distillers shares. 

(The Takeover Panel, which monitors the way in 

which takeover bids are conducted, should not be 

confused with the Mergers Panel which meets on an 

ad hoc basis under the Director General of Fair 

Trading to decide whether "qualifying mergers" 

should be referred to the Monopolies & Mergers 

Commission.) The court rejected the appeal by 

Guiness, and the Takeover Panel may now decide 

that Guinness must pay the higher price to all 

Distillers' shareholders. This could involve a 

payment by Guinness of up to £100m. 

METAL MANUFACTURING 

This quarter brought the publication of BSC's 

Annual Report and accounts for the financial year 

1987/88. BSC turned in a trading profit of £424m 

on sales of £4,116m. After interest, taxation and 

exceptional items a net profit of £410m was 

listed. The Corporation's recent performance is 

set out in Table 1. 

This table demonstrates that average cost tends to 

fall in years of high production indicating the 

benefits of high plant loading. Unfortunately 

there is a suggestion that in 1988 this additional 

output had to be sold at lower sterling prices in 

export markets (Tables 2 8 3). 

Table 1 

Year, 

Sales/Liq.2 
Steel 0/put 

Cost of Sales/2 

Liq. Steel 0/put 

Liq. Steel 

0/put3 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

244 
276 
251 
287 
267 
296 
294 

262 
300 
260 
292(4) 

260 
278 
251 

14.1 

11.7 

13.4 

13.0 

14.0 

11.7(5) 

14.7 

Source: BSC : Annual Accounts 

1) 1988 = 1987/88 etc. 

2) £ per liquid tonne 

3) tonnes (m) 

4) £279 per tonne excluding costs arising from 

miners strike. 

5) Output affected by the Redcar Blast Furnace 

reline and the privatisation of Special 

Steels division (approximately 1.75m tonnes 

per annum). 

These figures suggest that in the last two years, 

BSC has concentrated maintaining sales revenue via 

increasing export volumes. Table 4 indicates the 

proportion of semi-finished product (slabs, 

billets, ingots etc.) in UK exports of steel 

industry products. 

Table 

Year 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

2 

Total 

Del. 

10.7 

9.3 
10.4 

10.6 

10.7 

10.3 

12.1 

Home 
1 

Del. 

8.0 
6.8 
7.5 
7.8 
7.7 
6.6 
7.7 

Home/ 

Total(Z) 

75 
73 
72 
74 
72 
64 
64 

Home Deliveries/ 

UK Consumption 

66 
57 
65 
70 
66 
55 
62 

Source: BSC: Annual Accounts, ISSB : Annual Statistics 

1) tonnes (m) 
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Table 3 BSC Average Selling Prices (E per tonne) 

BSC Strip Products Groupings 

Year Home Export Home Export 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

238 
271 
262 
284 
294 
298 
310 

210 
246 
216 
234 
299 
261 
256 

224 
268 
266 
288 
287 
284 
282 

254 
261 
278 
245 
261 
237 
227 

Source: BSC : Annual Accounts 

Table 4 

Year 1981 1982 1983 1984 1985 1986 1987 

% 5.1 8.4 14.7 12.0 15.7 20.7 26.4 

Source: ISSB : Annual Statistics 

Semi-finished steel has a lower value added than 

finished products and thus commands a lower price, 

although BSC's concast "semi" is likely to have 

greater value than those produced by plants with a 

lower level of steelmaking technology. However, 

realised average export prices for semis have 

declined markedly between 1985 and 1987 as have 

the average prices for long products (e.g. 

sections, rails, etc.) and plate. The opposite 

is the case for Strip Products where high world 

demand has resulted in stronger prices for both 

hot rolled strip and sheets. This suggests that 

the strip division is exporting significant 

tonnages of "low price" slabs causing the fall in 

average export prices indicated in Table 3. The 

EEC remains the strongest market for UK steel 

exports. Average realised prices for UK exports 

are higher in Europe than in other segments of the 

world market despite the fact that, by weight, 

semis accounted for 28% of total exports. Indeed 

in 1987 33% of UK "semi" exports were to the US 

market where sterling prices were particularly 

weak. 

In 1987, semis accounted for over 50% of UK sales. 

This point can be illustrated with respect to BSC 

by comparing export turnover and export volumes in 

different markets. In 1987/88 BSC's home market 

deliveries constituted 64% of weight and 66.5% of 

turnover while the outturn for the rest of the EEC 

was 13% and 17% respectively. Again this suggests 

that a high proportion of exports to other markets 

outwith Europe generate, on average, significantly 

lower sterling prices than in the EEC. The EEC 

quota regime and tarriff barriers have helped keep 

up prices in the face of lower rates of capacity 

utilisation than in most other OECD countries. It 

remains to be seen whether the scrapping of quotas 

for a wider range of products will lead to weaker 

prices. In addition, the weakening of the £ 

against the DM is recent years has increased the 

profitability of exporting to European markets. 

BSC estimate that 70% of export revenue is 

influenced by the DM as opposed to 21% influenced 

by the dollar. Any strengthening of the £ against 

the DM would be extremely unhelpful to BSC as it 

would seriously erode the profitability of 

continental exports. 

Thus BSC's sales strategy has been to maintain its 

UK market share at around the 60% level. UK 

prices have been relatively stable over the last 3 

years and the strength of the £ against the DM has 

staved off higher import penetration of home 

markets. BSC has increased exports substantially 

and is concentrating on the relatively lucrative 

EEC markets. Whilst this higher capacity 

utilisation helps reduce average costs, the 

increasing proportion of low value added semi

finished products and the low realised sterling 

prices for all products in non-European markets 

constrains the profitability of this strategy. 

The way forward is to increase penetration of EEC 

markets and BSC is inhibited in this by the 

prevailing nature of the distribution network. In 

Germany and France, steelmakers control 70% and 

55% respectively of stockholding activity. This 

acts as a considerable barrier to increasing 

market share in those countries. BSC has made 

several purchases of stockholders and steel 

processors in Northern Europe. However, this 

strategy has someway to go and BSC is rumoured to 

be considering purchase of a West German 

steelmaker to gain greater access via more 

effective marketing capability. Any unfavourable 

currency movement against the DM making EEC export 

less lucrative would find BSC deprived of 

profitable export opportunities as competition is 
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fierce, prices are weak and many other markets 

protected. This would force BSC to examine cost 

reductions by reviewing the number of sites. 

The other side of BSC's return to profitability is 

the reduction in costs per tonne of liquid steel. 

World Steel Dynamics estimates suggest that BSC's 

average costs have fallen from $680 per tonne in 

1980 to $415 per tonne making it currently the 

lowest cost producer in the world. 

Table 5 sets out various productivity measures 

which help account for this transformation. 

Table 5 

Tonnes of Steel/ 

Labour Energy Liquid Man Year 

Year Product. Consum. Gen. Steels Strip Div. 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

9.4 
9.3 
7.1 
7.0 
6.3 
6.2 
5.0 

22.4 

22.2 

20.9 

21.1 

21.2 

23.2 

21.8 

205 
208 
270 
269 
340 
324 
447 

Source: Annual Accounts: Warburg Securities 

1. man hours per tonne of liquid steel: ECSC 

production 

2. gigajoules per tonne of liquid steel 

All indicators are showing improvement over the 

period. The Labour Productivity figure for the 

two main divisions should not be used 

comparatively owing to more complex finishing 

processes in strip products requiring greater 

labour input. However, in both divisions 

productivity has risen because greater production 

has been concentrated at fewer sites. In addition 

at each site substantially fewer people are 

required to produce a given output. Thus labour 

productivity has improved dramatically and is on a 

par with the best in Europe. On top of this UK 

labour costs are low in terms of other OECD 

countires. Therefore cheap and productive labour 

is significant in BSC's low cost profile as are 

greater energy efficiency and improved yield owing 

to continuing investment in concast facilities and 

other process innovations. 

In a Scottish context, the results were 

overshadowed by the admission that there was a 

"probability" that the Ravenscraig strip mill 

would close in 1989. In the previous Commentary, 

we established that BSC would save £100m pa by 

deserting the Motherwell site but that withdrawal 

would have to be phased and tied in with future 

investment in order to maintain the product range 

at current volumes. At present demand for strip 

mill products is buoyant owing to increased 

automobile production. 

City estimates suggest that UK motor vehicle 

activity is likely to slow down this year but grow 

rapidly in 1989. If this transpires it would not 

be in the Corporation's interest to eliminate 

capacity for sometime yet. However both the OECD 

and the International Iron and Steel Institute 

(IISI) predict falls in OECD production and 

consumption in 1988. The IISI are projecting a 

sharp decline in steel activity at the end of the 

decade. City analyst Philips & Drew project a dip 

in production in 1990 with current levels of 

output being next achieved in the mid 1990s. It 

is entirely possible that the more efficient BSC 

will continue to perform relatively well, if it 

can continue to advance its share of EEC markets. 

As indicated earlier, BSC take currency 

fluctuations extremely seriously and seem set to 

protect home market share by substantially 

increasing UK stockholding activity. Sir Robert 

Scholey has ruled out diversification into non-

steel sectors but is not ruling out early 

acquisition of further EEC steelmakers, processors 

and stockists. The new Community regulations 

allow this, and in a properly functioning market 

characterised by low profitability and surplus 

capacity, efficient steelmakers should both 

increase market share via product market 

competition and subsequent exit of less efficient 

producers. As Ayler has recently pointed out the 

potential for this is questionable given the high 

proportion of EEC production accounted for by 

State-controlled companies which are forced to 

consider more explicitly the localised social 

consequences of a contractionary strategy. Thus 

the possibility of joint ventures to eliminate 

unwanted and inefficient capacity exists but still 

presents problems for the partner experiencing the 

closures and job losses. The fact that bulk 

steelmaking is now concentrated at a relatively 

few European sites suggests that the market for 

corporate control will be as slow to eliminate 

excess supply as was the carrot and stick approach 

favoured by the EEC in the first half of the 
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1980s. 

Earlier we referred to the pervasive effects of 

currency movements on the relative fortunes of 

world steelmakers. This potential source of 

uncertainty has been addressed by City analysts. 

Warburg Securities conclude that 35% of costs and 

25% of sales revenue are influenced by the dollar. 

If the dollar weakens against the pound then there 

is a gain for UK producers via cheaper sterling 

input prices as many key raw materials are priced 

in dollars. However UK exports become 

uncompetitive in dollar denominated markets. The 

reverse effect is also evident. 

Warburg concludes that the influence of the £/$ 

exchange rate is less than might at first be 

supposed. Three points should be noted. 

Firstly, a truer picture of BSC's current 

situation would be that 37% of costs and 21% of 

sales revenue are influenced by the dollar. 

Secondly, many dollar denominated markets are 

subject to protection and price competition, which 

suggests that the proportion of turnover accounted 

for by dollar influenced sales will be difficult 

to increase via greater export volumes. Thirdly, 

exchange rate movements also affect the 

competitive position of customers and thus could 

feed through indirectly to demand. Thus changes 

in the £/$ rate will hit BSC's turnover both 

directly and indirectly as both BSC and its 

consumers gain or lose share in markets where 

prices are denominated in dollars. However, UK 

industry is becoming increasingly orientated 

towards the European market and as Warburg 

Securities argue, the level of the pound against 

the German mark and other EEC currencies is 

certainly more critical to the performance of BSC, 

again via both direct and indirect effects on 

sales revenue. 

We have always stressed the vulnerability of BSC's 

export strategy to currency influences. This is 

certainly more critical from a Scottish 

perspective because it is the most likely source 

of reductions in both steel output and revenue per 

tonne of steel marketed. It is difficult to 

foresee any UK government allowing the pound to 

move dramatically against European currencies, and 

current monetary policy appears to be geared to 

maintaining export competitiveness. Nevertheless, 

relatively small adverse movements against 

European currencies could justify measures to 

eliminate costs via withdrawal from the marginal 

site at Motherwell. Although BSC regard the 

Philips and Drew scenario as pessimistic any 

downturn in the world consumption and production 

could justify the sort of phased withdrawal 

outlined by the recent Arthur Young report on BSC. 

There is some argument, however, that a low cost 

producer such as BSC might perform relatively well 

in such circumstances although the possibility of 

over £100m in further cost reductions through 

withdrawal from Motherwell may be required to 

shore up the share price. 

BSC is now beyond the influence of Government 

Ministers who now constitute an influential part 

of an expanded steel lobby. Ravenscraig appears 

to have little long run future within BSC given 

the views of current management. Any strategy to 

preserve the Scottish Steel industry should now 

recognise both these realities. Given the medium 

term requirement for Ravenscraig's concast 

product, proposals to divest the Scottish site 

must be carefully argued. The recent announcement 

of further concast facilities at Port Talbot is 

consistent with the view that the requirement for 

Ravenscraig is being progressively eliminated. 

This investment will allow greater utilisation of 

iron and steelmaking facilities and create 

increased supply for the rolling mills by 

partially eradicating the concast bottleneck. A 

further similar scheme is likely at LLanwern after 

the recent new concast machine has been 

commissioned and is working effectively. Thus a 

new role is required for Ravenscraig within or 

outwith BSC. One possibility is that BSC 

considers a European joint venture with a strip 

producer which would result in the preservation of 

bulk steel and strip production in Scotland. Any 

such schemes require two consenting partners and 

the difficulties, given the structure of EEC strip 

production, should not be minimised. However, as 

indicated earlier BSC is considering such ventures 

and the Scottish lobby may attempt to argue for 

Ravenscraig within this context. 

MECHANICAL ENGINEERING 

The mechanical engineering industry continues to 

present a most puzzling paradox: the official data 

record the steady decline of output and employment 

in the sector, yet among those firms which remain 

are some of the strongest, most successful and 

technologically-advanced in Scotland. The 

explanations for this may be fairly prosaic: the 

successful companies are not slow to tell the 

world of their achievements (e.g. Weir, Howden) 
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while the failures, whether contractions or 

closures, are less vocal. Alternatively, the 

apparent paradox may reflect changes in the 

structure of the industry with smaller firms in 

particular sectors disappearing and an increased 

proportion of output being concentrated among the 

larger concerns. In the absence of hard 

information, however, these are merely speculative 

comments. 
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Turning to the actual data, there was a further 

fall in the Index of Production during the final 

quarter of 1987 from 71 to 69 (1980 = 100). 

Although the index is unchanged from a year 

before, the average for 1987 was 4.0% below that 

of 1986. Scotland's performance makes poor 

reading when compared with the UK as a whole, 

where the Index remained stationary at 90 and the 

1987 average was slightly higher than in 1986. 

Remembering, of course, that these data are 

provisional and subject to, perhaps substantial, 

revisions, there are some encouraging indications. 

First, the Scottish Index now appears to be 

stabilising at just below 70. There has not been 

the marked contraction in output of 1984 or 1986, 

and with few major closures or contractions since 

the beginning of 1988 and none in prospect there 

is no severe downward pressure on output. 

Furthermore, the results of the Scottish Chambers' 

Business Survey (SCBS) for the sector over recent 

quarters have been encouraging. If there are 

concerns at the moment they are, at a general 

level, the rise in interest rates and, secondly, 

developments in the oil industry. The recent 

series of interest rate hikes will impact on the 

level of investment undertaken by firms and, being 

a sector which supplies predominantly investment 

goods, mechanical engineering is likely to be 

among the industries most affected. The sub-

sector of the industry which supplies the oil 

industry has seen a continuing weakness in oil 

prices. In addition, the Piper Alpha accident 

will affect this business. In the short-run there 

may be new work in order to ensure that offshore 

equipment complies with any new regulations 

resulting from the enquiry. Over the longer-term, 

however, the costs of development and production 

will be revised and may, therefore, deter or 
postpone some developments. 

The key results of the July SCBS are reported in 

Table 1. The recent confidence of firms in the 

sector continues with a net 30% being more 

optimistic than in April. Orders and sales 

performance have, again, been encouraging and a 

balance of firms also report an increase in total 

employment during the second quarter. 

Table 1 Scottish Chambers' Business Survey 

Mechanical Engineering 

Z Balance * 

July 1988 April 1988 

Change in optimism +30 +29 

Trend in new orders +47 +60 

Trend in sales +47 +18 

Trend in employment +27 +28 

* The "balance" is the difference between those 

replying "up" and those replying "down". Firms 

reporting "no change" are excluded. 

The National Engineering Laboratory (NEL) at East 

Kilbride is to be privatised. Currently run by 

the Department of Trade and Industry (DTI) it 

employs 620 people and has a budget of £20m per 

annum, some £15m of which comes from the DTI. The 

NEL provides research services in a number of 

fields including advanced manufacturing technology 

and wind power. From around nine bidders a short

list of five was made with the award being made 

jointly to the NEL management team and the YARD 

consultancy of Glasgow. There has been vociferous 

opposition to the sell-off from staff at the 

Laboratory although the industry, which would be 

the Lab's post-privatisation clients, has been 

conspicuously silent. The DTI laid down four 

principal criteria for assessing bids: first, how 

much cash was being offered and an indication of 

how and how quickly the DTI's input would be run

down; secondly, the financial management plans for 

32 



the NEL of the bidders and the financial strength 

of potential parents; thirdly, buyers' plans for 

transferring technology outwith the Laboratory; 

and finally, the number of jobs likely to be 

saved. The number of jobs to be lost will not 

become clear until after the new management has 

been in place for some time, up to six months. 

However, the existing management's plan is said to 

have envisaged 120 jobs disappearing. In spite of 

reservations about the precise future of the 

Laboratory there are two distinct advantages of 

this outcome. First, the NEL clearly does have a 

future, if somewhat uncertain in detail. 

Secondly, the skills, experience and management of 

a valuable research institute have been retained 

within the Scottish economy. 

This section of the Commentary continually reports 

the strength and successes of Weir Group. The 

firm's results for the first half of the year 

confirm its health. Profits are up from £6.2m to 

£7.8m (an increase of 20.5%) on a turnover of £87m 

(up 45%). Moreover, new orders in the six months 

to August totalled more than £95m and many of 

Weir's key markets provide a buoyant outlook for 

the medium term. In the UK, the CEGB has already 

placed three design contracts for new power 

stations with the Glasgow firm. Given the known 

demand for new stations into the 1990s Weir is 

well-placed to reap the benefits of its 

investments over the last six years. Worldwide, 

the demand for oil and water pumping equipment is 

strong. With a conserable cash reserve, yet more 

acquisitions can be expected. Prior to the 

publication of its financial results the group had 

made three further purchases. First, an 

undisclosed sum was paid for the assets and 

designs of W H Allen S Gwynnes Large Pumps of 

Bedford, previously a part of NEI. This 

acquisition is expected to strengthen the core 

pumps business. Secondly, Weir has taken a 50% 

stake in the British oil-drilling subsidiary of 

the French engineering group Alsthom. The firm, 

Neyrfor Drilling Services, is the world's leading 

supplier of turbodrills and will combine with 

Weir's drilling operation in a new company, 

Neyrfor-Weir. The deal has cost Weir £6.3m in 

cash and the new company's R & D headquarters will 

be at Weir's Alloa base. Finally, £11m was paid 

for the Scottish engineering concern Liquid Gas 

Equipment. 

Howden Group has continued its strong recovery 

from the problems of recent years. Its full year 

profits were £10.18m (£140,000 in 1987) although 

turnover rose by only 5% to £160.2m (£152.3m). 

The short-term prospects for the company are now 

good with orders buoyant. Over the medium-term 

too, the outlook is encouraging. The biggest 

drains on the group during the mid-1980s were re

structuring costs and, most significantly, the 

protracted problems at its wind park in 

California, USA, the latter of which cost more 

than £13m in 1987. Each of these problems has 

been resolved, to the extent that Howden is now 

clearly among the leaders in wind turbine 

technology and well-placed to benefit from the 

CELB/DE wind parks project. (See previous 

Commentaries.) Moreover, the Group expects to 

benefit from the up-turn in demand for power 

generation equipment into the 1990s. £15m was 

spent on acquisitions during the year, the 

purchase of Davidson Group of Belfast making 

Howden the world's leading manufacturer of fans. 

Following the announcement of the full-year 

figures, Howden entered a venture agreement with 

Verenigde Machinefabriken Stork of the Netherlands 

as a prelude to the takeover of the Dutch company 

in three years. The Dutch firm is a manufacturer 

of cooling fans with expertise in tunnel and metro 

ventilation. Howden has paid £1m for a half-share 

in the venture and has management control. It 

will acquire the remaining 50% in 1991 at a price 

between £2m and £3.25m depending on the venture's 

performance. 

Weir and Howden are the most successful and 

conspicuous of the firms in this sector which have 

been acquiring new businesses outwith Scotland. 

In both cases the early-to-mid 1980s had been 

problem periods in which a restructuring of the 

firms was undertaken. Once the core businesses 

had been secured, further expansion was easiest 

through the purchase of existing firms, thus 

bringing them under the control of Scottish 

management. Although anecdotel and small in scale 

compared to Bell's, Distillers and Anderson 

Strathclyde, these are little-heraided examples of 

a reversal of what is widely held to be an 

unwelcome trend, the external acquisition of 

Scottish firms. 

Anderson Strathclyde, of course, is suffering from 

the contraction of the coal industry, both at home 

and abroad. Following the closure of the 

Kirkintilloch facility last year, the company has 

announced the cessation of operations at 

Glenrothes (240 jobs) and a contraction at 

Motherwell (86 jobs). Overall, some 600 jobs have 

been left since the takeover by Charter 
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Consolidated. It is not clear whether this is 

part of a planned rationalisation in which the 

remaining plants (Glasgow and Motherwell) will 

face a secure future or if the group remains in 

difficulties. Certainly the UK market for mining-

equipment is far from buoyant. 

Moorfield manufacturing of Kilmarnock is to 

produce a "whole crop" cereal harvesting machine 

under license from British Technology Group. The 

machine is likely to be attractive where wheat is 

a major crop and finely broken straw is used as 

animal feed. Thus, target markets will include 

North Africa, the Middle East and India. 

Moorfield plans, initially, to produce six 

vehicles for field trials in Jordan this year. 

Vickers' subsidiary Brown Brothers of Edinburgh, 

the marine engineering concern, has won a repeat 

order for the world's largest folding fin 

stabiliser. The initial order from a Finnish firm 

was fitted to a cruise ship and the Finnish yard 

has now placed orders for two further stabilisers, 

the total value of the contracts being £2m. 

Following a gap of almost one year during which it 

was retained on a care and maintenance basis, the 

UIE yard at Clydebank has won a £12m order from 

BritoH for two gas platforms to be situated in 

the Amethyst gas field. The contract, which will 

give employment to 300 people, is for two jackets, 

two decks and two sets of foundation piling for 

what will be the first UK gas field to be 

controlled entirely from onshore. As ever in this 

sector, the success of one firm invariably means 

an ill-wind for others. In this case the 

McDermott yard at Anderston was the loser and 

redundancies among the 860-strong workforce will 

follow. Not only did McDermot fail to secure the 

Britoil order, a £16m contract for a deck for 

Conoco was lost to Press Offshore in Newcastle. 

ELECTRICAL & INSTRUMENT ENGINEERING 

The provisional index of production for the 

electrical and instrument engineering sector in 

Scotland registered a huge jump in the last 

quarter of 1987 to stand at 230, a 15% rise on the 

previous quarter and 13% up on the year 

(1980=100). Provisional figures are frequently 

revised, however, and it would seem wise at 

present to adopt a wait and see attitude to 

whether this, the largest quarterly rise in the 

last four years, is indicative of anything more 

permanent. 

The expected resumption of strong growth rates in 

the world semiconductor industry, which were 

discussed in the last issue of this Commentary, 

are expected to be good long-term news for 

Scotland, according to estimates prepared by 

Dataquest, a California-based market research 

company specialising in the electronics sector. 

They argue that Scottish producers of one megabits 

- particularly NEC and Motorola, the latter of 

whom has recently invested in a £40m facility 

which will produce one megabits and make East 

Kilbride the largest chip plant in Europe - are 

very well placed to cope with increased demand for 

this next generation of semiconductors which can 

store one million pieces of information and have 

roughly four times the capacity of the currently 

most popular 265K variety. At present, there is 

a world shortage of one-megabits (present capacity 

is 200m units, approximately 50m short of world 

demand) and prices have been forced near the $50 

mark. Dataquest also estimate that demand for 

one-megabits will continue to grow until well into 

the 1990s. 
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Exports of personal computers to Eastern Europe 

could also rise as a consequence of the decision 

by the Co-ordinating Committee on Multinational 

Exports (C0C0M) to relax controls, originally made 

for strategic reasons. While this opens up the 

possibility of a sizeable new market, one major 

disappointment for Scotland is that IBM's PS/2 

range remains on the restricted list. Greenock 

is the European manufacturing centre for this 

range, which accounted for a sizeable proportion 

of all European sales last year. The company 

argues that the wide availability of the machines 

in shops makes a nonsense of the controls. 
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Encouraging news continues to emerge from the 

company sector. In addition to the investment 

discussed above, Motorola have also opened a 

design centre at East Kilbride, which will employ 

20-30 chip designers and will produce integrated 

components with applications in automotive, 

telecommunications and consumer markets. The 

East Kilbride facility is now a fully integrated 

operation, responsible for the design, marketing 

and manufacture of semiconductors. 

The US company Sun Microsystems, that country's 

largest producer of computer workstations, is 

expected to open a factory in Inverclyde, probably 

in Gourock, creating up to 400 jobs. This is a 

major fillip for the area which has of course been 

hard hit by the run-down of Scott-Lithgow and has 

recently been designated an Enterprise Zone. The 

continued efforts of Locate in Scotland are 

probably more to the point, however, as the 

company is believed to have also considered sites 

in Livingston and elsewhere in the UK. Both of 

the US's major workstation producers will now be 

present in Scotland, the other being Apollo in 

Livingston. 

The benefit of the SDA's integrated approach to 

inward investment (Locate in Scotland acts as a 

co-ordinating agency for all interested bodies, 

which include the new town corporations, the HIDB 

and regional and local councils) has also been 

seen in dramatic relief recently with the decision 

of the Digital Microwave Corporation of America to 

set up in East Kilbride, a project expected to 

create up to 100 jobs in the next three years. 

LIS apparently managed to arrange a package 

sufficient to convince DMC within 48 hours, not 

surprisingly the fastest deal ever arranged by 

LIS. Importantly, DMC are believed to have been 

strongly influenced by Scotland's established 

track record in electronics and by the presence 

here of many major firms, providing some small 

evidence in favour of the so-called 'critical 

mass1 theory. Again, however, the established 

and professional attraction policies of both LIS 

and the East Kilbride Development Corporation were 

probably more important. Although small, the 

company will design, manufacture and market a 

range of optical fibre and transmission products 

for the European market. 

The new towns were once again the focus of 

attraction with the decision of Atex (a subsidiary 

of Eastman Kodak) to locate its European 

development HQ in Livingston. The subsidiary 

will develop newspaper and magazine publishing 

systems and 20 or so design engineers will be 

employed on advanced product development. This 

is an interesting development in that heretofore 

almost all inward investment in electronics in 

Scotland has been manufacturing. Recent years 

have, however, seen an increasing number of, 

usually small, design and development projects, 

more typical of the industry in the South-East. 

The success of the new towns in attracting foreign 

industry has apparently stimulated Edinburgh 

District Council to invest £15m in developing a 

showpiece high-technology business park at South 

Gyle. Planning permission has also been granted 

for a complementary development elsewhere in the 

city at Maybury. 

There have also been a couple of interesting 

developments in the fledgling indigenous industry 

(at present though this sector still only accounts 

for 8% of all electronics employment). The Perth 

company GRI which designs and manufactures printed 

circuit boards, reported pre-tax profits of just 

over £l/2m in 1987, and is reported to be seeking 

a stock exchange listing in the near future. And 

NTS of Leith, which designs and manufactures its 

own range of computers, has doubled production in 

the last few months (to 500 units) and is also to 

seek a listing in September. The company is also 

to open sales offices in London and Holland. 

CHEMICALS AND MAN-MADE FIBRES 
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The latest Scottish index of industrial production 

figures show that output in the chemicals and man-

made fibres sector rose by 10% over the fourth 
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quarter of 1987 to stand at 118 (1980=100). This 

compares favourably with the corresponding UK 

figures which show a marginal rate of growth over 

the same period. However, when the latest four 

quarters are compared with the preceding four, a 

more modest advance of 3% is revealed for 

Scotland, while the UK as a whole experienced 

growth of 7%. 

The July Scottish Chambers' Business Survey 

observed that a balance of 22% of respondents were 

more optimistic about the general business 

situation in this sector than they had been three 

months previously. This increase in optimism, 

despite a downward trend in actual new orders and 

sales over the three months to July, would appear 

to be in anticipation of future growth from 

increases in demand from home and abroad. A 

balance of 31% of firms expect orders and sales to 

increase over the third quarter of 1988. 

Employment trends in this sector are less 

optimistic, with a balance of 14% of firms 

reporting a reduction in total employment. A 

balance of 4% expected this trend to continue over 

the next three months. 

In May, BP announced it is to consider investing 

up to £100m in its Grangemouth oil refinery. 

This would effectively secure the long-term future 

of the refinery's 1,200 workforce and would place 

Grangemouth firmly in the big league in Europe. 

Work is now well underway rebuilding the £50m 

hydrocracker, to be served by a recently completed 

£23m computer control room. 

Around the same time Britain's largest petro

chemical complex at Mossmorran in Fife announced 

its intention to increase production capacity by 

more than 30%. The planned ElOOrn expansion is in 

anticipation of increased activity in the North 

Sea and a greater supply of natural gas liquids 

for processing by Shell Expro. Shell has already 

obtained planning permission to develop a multi-

million pound handling facility at the St Fergus 

gas reception terminal near Peterhead for output 

coming from the central North Sea. The expansion 

at Mossmorran, in addition to creating 900 

construction jobs over the next four years, would 

increase the permanent workforce by 12 to 260. 

Investment of up to £16m is to be made by ICI at 

its plant in Dumfries to expand production of 

polypropylene film used in wrapping confectionery 

and fresh produce. Capacity at Dumfries will be 

trebled and will create about 15 new jobs. 

Low and Bonar, the Dundee-based plastics, 

packaging, and textiles group announced the 

benefits of its recent investment programme with a 

20% pre-tax profits increase to £9.6m. Further 

new projects will come on stream later this year, 

including a second non-woven textile line at the 

home-base in Dundee. 

TEXTILES, FOOTWEAR, LEATHER & CLOTHING 
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Output in this heterogeneous sector rose by one 

point to 103 (1980 = 100) between the third and 

fourth quarters of 1987, to leave the Index of 

Production standing at its highest point since the 

second half of 1985. Compared to one year earlier 

the Index is now six points higher, some 6.2%. 

With the exception of 1985, the Index for 1987 is 

the highest since 1980 at 101. These results for 

Scotland compare with a UK figure for the fourth 

quarter of 106 and an average for the year of 105. 

Thus, although improving its output performance, 

the Scottish industry lags behind the rest of the 

UK. 

However, as Table 1 shows, further continuation of 

this improvement is uncertain in light of the lack 

of confidence expressed by respondents to the 

Scottish Chambers' Business Survey in July. A net 

10% of firms was less optimistic about the general 

business climate than in April with the apparent 

explanation being the failure of orders and sales 

volumes to meet the heady expectations of the 

previous Survey. Nevertheless, both orders and 

sales rose, on balance, as did total employment. 
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Table 1 Scottish Chambers' Business Survey 

Textiles, Footwear, Leather and Clothing 

X Balance 

July 1988 April 1988 

Balance of optimism -10 -44 

Trend in orders +46 +76 

Trend in sales +31 +75 

Trend in employment +25 +66 

When floated last year, Babygro, the Kirkcaldy-

based children's clothing manufacturer became the 

first Scottish management buy-out company to 

obtain a full listing. In July, however, the firm 

was taken-over, perhaps rescued, by Robert H Lowe 

of Cheshire, an English sportswear manufacturer. 

Not only had the profit expectations of the 

flotation failed to materialise, the company had 

slid into the red following a period in which 

slack demand saw sales fall below expectations and 

capacity utilisation slumped. Hence, unit costs 

rose as revenues failed to reach desired levels. 

Babygro's figures for the first half of 1988 

showed a loss of £1.7m compared with a profit of 

£400,000 in 1987, on turnover of £9.3m (£8.7m in 

1987). Compared with its market value at listing 

of £11.6m, Babygro was obtained for what Lowe's 

Chief Executive admitted "could be perceived as a 

bargain basement purchase", of £4.4m. It is 

argued that Babygro's troubles arose in its two 

Irish plants in Dublin and Mayo, resulting in the 

closure of the former, and that the 585 jobs at 

the three Fife plants are currently safe. 

As Babygro was rescued in 1983 by an 

institutional-SDA package, so too Stoddard 

Holdings was saved in 1982. Now known as Stoddard 

Sekers International following a merger with 

Sekers International of London, the high quality 

furnishings group announced record pre-tax profits 

for the year to March of £3.5m. However, since 

the merger did not become effective until May 1988 

Sekers International's figures are not included. 

The relevant comparison, therefore, is with the 

performance of Stoddard Holdings in the year to 

March 1987. This reveals profits up from £1.71m 

to £3.52m on a virtually unchanged turnover of 

£34.9m. 

Dawson International announced profits for the 

year ended 31 March of £47m, little changed from 

the £46.67m of the previous year. This failure to 

advance is the result of two factors. First, and 

predictably, the weakness of the dollar cost the 

group around £1.8m. Secondly, Dawson has been a 

loser in the economic liberalisation of China, one 

element of which has been the removal of the 

compulsion on cashmere goat herdsmen to sell their 

crops through the central state buying agency. 

Freed from this restriction the herdsmen have 

hoarded the cashmere with the result that prices 

have risen by one-third. Dawson is the world's 

largest processor of high value cashmere and 

obtains most of its supplies from Northern China, 

the region which accounts for 70% of world supply. 

The result of the price increase was a loss to 

Dawson of around £2m. On balance, the company's 

prospects are reasonably good. Overseas sales 

account for 65% of turnover and these have been 

assisted by the opening of retail outlets in the 

US and Europe for high quality knitwear as well as 

the acquisition of manufacturers in North America. 

Although there has been no hint of takeover 

activity, the company's market value is currently 

low with a price/earnings ratio in single figures. 

The recently-troubled Aberdeenshire-based Crombie 

cloth concern, now part of the Illingworth Morris 

Group, is facing a healthier future. Although it 

did not contribute to the group's £9.6m profit and 

there continues to be excess capacity, Crombie is 

expected to break even next year as export markets 

are attacked more intensively. Andrew Muirhead 

and Son of Glasgow received an initial order of 

£200,000 to refurbish upholstery for the world's 

largest airline, United Airlines of USA. 

PAPER, PRINTING & PUBLISHING 

Latest index of production statistics indicate 

that output in this sector fell slightly between 

the third and fourth quarters of 1987: from an 

index value of 114 to 113 (1980 = 100). Over 1987 

as a whole, output in Scottish Paper, Printing and 

Publishing was some 7% higher than it had been in 

1986. The equivalent UK growth rate was 9% 

Indications of more recent short-term performance 

in this sector can be obtained from responses to 

the July Scottish Chambers' Business Survey 

(SCBS). SCBS Paper, Printing and Publishing 

respondents reported increases in both second 

quarter sales and new orders (net balance of +32% 

and +44% respectively). However, growth was 
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entirely restricted to the UK market: on balance, 

international sales and orders fell slightly. 
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Overall, firms were notably optimistic about third 

quarter prospects: a net 59% expected new orders 

to increase and a net 47% expected sales to rise. 

In spite of a buoyant order and sales performance, 

a 9% balance of respondents indicated that 

employment had fallen in the second quarter and a 

net 6% expected further job losses between August 

and October. However 12% of firms noted that a 

shortage of skilled labour was the main constraint 

to further growth, indicating that in some 

segments of this rather heterogeneous sector there 

is still a strong demand for appropriately 

qualified personnel. 

Aggregate capacity utilisation fell from a (very 

high) 89% in the first quarter to 73% in the 

second quarter. Nevertheless, a net +14% of firms 

indicated that they had revised their investment 

plans for plant and equipment upwards. Again, 

these apparently conflicting results reflect 

different experiences in different parts of the 

industry. 

Services 

FINANCIAL SECTOR 

The consequences of the dependence of many 

Scottish investment managers on the investment 

trust industry has finally come home to roost. 

One of the largest Scottish investment managers, 

Ivory S Sime, was forced to restructure its 

portfolios, meeting in the process with some 

humiliating setbacks in its struggle to survive. 

Edinburgh Fund Managers saw its Crescent Japan 

fund the centre of unwelcome attention and, 

despite a prolonged fight, eventually unitised. 

Now Edinburgh Fund Managers finds another of its 

funds. New Tokyo, the centre of unwelcome 

attention. Robert Maxwell through his London & 

Bishopsgate Holdings has acquired a 27.6% stake in 

New Tokyo and approached Edinburgh Fund Managers 

with proporsals for reorganising the trusts 

investment policy and, implicitly, dropping 

Edinburgh Fund Managers from its management. 

Edinburgh Fund Managers is a diversified fund 

management operation with more than a third of its 

funds in unit trust operations including exempt 

trusts. But the loss of a substantial element of 

its investment trust operations is serious both 

because of the size of the lost income and its 

quality. Management compensation is a short term 

palliative but the advantage of investment trusts 

is that they provide a relatively stable and, 

until recently, low risk source of income. 

Investment trust management contracts are measured 

in years, pension fund contracts in days, whilst 

redemptions, a potential problem for the unit 

trust manager, are unlikely to be a serious 

consideration. (Trusts could redeem their own 

shares but this would be under management's 

control and not at the whim of investors.) 

Scottish fund managers are less reliant than in 

the past on their investment trust income but it 

still remains a significant source of high quality 

revenue. 

The loss of two trusts raises questions about the 

very survival of Edinburgh Fund Managers in its 

present form. One possibility is for General 

Accident, which has a 15% stake in Edinburgh Fund 

Managers as well as a 15% stake in American Trust 

which in turn has a 55% stake in Edinburgh Fund 

Managers, to acquire Edinburgh Fund Managers. A 

part of its business arises from managing unit 

linked funds for General Accident, and the 

acquisition would enable General Accident to 

acquire additional investment business. However, 

it is not clear that there are overwhelming 

advantages in such a strategy. Fund management 

offers substantial economies of scale. The loss 

of substantial amounts of investment trust asset 

management will adversely affect Edinburgh Fund 

Managers profitability for some time to come, and 

unless it can be secured for a modest outlay the 

attractions of its purchase seem slight. 
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The lesson of this latest bid should not be lost 

on Scottish fund managers. Investment trust 

management is a desirable source of revenue but it 

can no longer be counted on to continue 

indefinitely or at worst with only minor hiccups. 

The discount continues to attract predators and 

few trusts are safe although complex shareholdings 

provide some measure of defence. The only long-

term defence for investment trust fund managers is 

to diversify into other fund management 

activities. Some managers have already trodden 

this path so that investment trust fee income is 

but a minor part of total revenues, but for others 

time is short. It may already be too late. 

Investment trust are by no means the only part of 

the financial sector with troubles. Stockbrokers 

are also experiencing their share of tribulations. 

Recent cuts in margins by Citicorp Scrimgeour 

Vickers in an attempt to boost volumes have 

intensified the competition between market makers. 

On some estimates 40% was shed from average 

margins in the latest bout of price cutting and 

doubts persist as to the ability of the market to 

continue to sustain so many players. Large scale 

redundancies could reduce the cost base but in the 

face of continued low turnover the requirement is 

for more firms to withdraw from the market. The 

size and prestige of many of the players suggests 

that such decisions are not lightly taken. 

Measuring the size of financial centres is fraught 

with controversy, but on a number of criteria. 

London is the worlds major banking centre and 

banking prestige may be tied, in part at least, to 

the depth and breadth of its operations. 

Stockbroking losses may be perceived as a price 

that has to be paid to retain position and 

prestige. 

In this environment the apparent success of Greig 

Middleton in the face of such stiff competition is 

all the more remarkable. Greig Middleton, which 

absorbed the Glasgow stockbroker R C Greig and Co 

in 1983 is a private client broker (two thirds of 

its business) with some 25,000 clients of whom 

approximately a quarter are Scottish. The 

administrative centre of its operations is in 

Glasgow from which it services its London office 

and English branches as well as providing the 

normal range of broking functions. A significant 

part of its business is in managing clients' 

accounts making it a growing force in the fund 

management business. Low costs helped by the 

development of computer software which it has also 

been able to sell to other firms have enabled 

Greig Middleton to expand. Its latest venture is 

the takeover of Greene S Co for £1.25m (profits 

about £0.2m) which will increase its institutional 

and corporate base as well as providing access to 

a very successful discretionary unit trust and an 

investment trust. Greig Midddleton's performance 

in a far from easy market (with profits only a 

little down on last year and business continuing 

at 75% of pre-Crash levels) suggests that they 

have managed to use their private client base to 

insulate themselves from the falling margins and 

intense competition prevalent in some areas of the 

institutional market. Indeed, as the larger firms 

have de facto abandoned the private client market 

with the levying of higher and higher commission 

charges on small deals, the opportunities have 

increased for the smaller brokers with low 

overheads geared to these sectors. 

Not all of the investment sector has been gloom 

and doom. The life assurance sector has continued 

to go from strength to strength helped in part by 

the boom in the housing market. Insurance schemes 

continue to be a popular means of financing house 

purchase and have led to substantial increases in 

business for the Scottish companies. Life 

Association of Scotland, for example, has 

commented on the enormous success of its unit 

linked mortgage and notes that its total unit 

linked premium business has risen by 230%. 

Similar increases may be expected for some of the 

other Scottish specialists in this area although 

the longer term outlook with increases in mortgage 

rates and a less favourable regulatory stance on 

commission disclosure is less certain. 

DISTRIBUTIVE TRADES 

As had been predicted, Scottish wholesalers 

enjoyed a good sales performance in the second 

quarter, with a balance of 46% of July SCBS 

respondents reporting sales increases. 

Furthermore, a substantial net majority (+53%) 

expected further sales growth in the third 

quarter. 

As in the first three months of this year, a 

balance (+16%) of wholesalers recorded second 

quarter employment increases, primarily in terms 

of part-time employees. However, virtually no 

further job growth was expected between August and 

October. 

As in the previous SCBS, a significant number 

(27%) of wholesalers in July complained of 
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shortage of storage space. 23% also indicated 

that shortages of stock could be a constraint to 

short-term growth. 

floor space (noted by 21% of firms), and, partly 

as a response to this, a net 36% of SCBS retailers 

intended to increase their investment in premises. 

Table 1 gives the geographical distribution of 

wholesaling responses to the SCBS. Wholesalers 

in all areas enjoyed a good second quarter sales 

performance and all expected further short-term 

sales growth. Employment rose, on balance, in 

all areas except Aberdeen, where labour-shedding 

continued. However, only in the Glasgow area was 

there any significant prediction of further 

increases in wholesaling jobs during the third 

quarter. 

Table 2 gives the geographical distribution of 

retail responses to the July SCBS. Aberdeen and 

Dundee retailers enjoyed particularly good second 

quarters in sales terms, and both groups were 

optimistic about short-term sales prospects. 

Retailers in Glasgow and Edinburgh were notably 

less confident that the trend of increasing sales 

could be sustained into the third quarter. 

Table 1 Geographical 

wholesaling 

Overall confidence UP 

Actual sales UP 

Expected sales UP 

Actual employment UP 

Expect, employment UP 

Invest, intentions UP 
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D = Dundee A 
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% 

+38 

+66 

+84 
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+55 
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Table 2 Geographical 

retailing 

Overall confidence UP 

Actual sales UP 

Expected sales UP 

Actual employment UP 

Expect, employment UP 

Invest, intentions UP 
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X 

+78 

+71 

+83 

- 4 

+ 8 

+64 

Scottish retail sales continued to grow in the 

second quarter according to the July SCBS, with a 

net 56% of respondents reporting sales increases. 

Furthermore, a net 49% of retailers forecast 

further growth in sales during the third quarter, 

indicating that there was no strong feeling in the 

sector itself that the retail boom was running out 

of steam in the short-term. Increases in interest 

rates since the survey may, of course, have caused 

firms to revise these opinions. 

A net 20% of SCBS retail respondents indicated 

that employment had increased between April and 

June, with most of the gains being in part-time 

employment. However, as in wholesaling, only a 

small positive balance (+4%) of firms thought that 

there would be any further growth in retail jobs 

during the third quarter. 

Constraints on growth in this sector, as reported 

in July, still related primarily to shortage of 

Scotland is highly attractive to tourists. It has 

certain qualities - scenic grandeur, sites of 

historic and architectural interest, a romantic 

cultural heritage and so forth - which pull 

visitors towards it. They come primarily because 

of these intrinsic charms. During their stay they 

will utilise accomodation, catering and other 

services and a variety of supporting 

infrastructure. In addition, most tourists 

require visitor attractions. Such created 

amenities serve to supplement an area's scenic, 

historic and other advantages. They make it 

accessible for the tourist and their strategic 

role in tourism is now well recognised. Put 

simply, major attractions have the power to draw 

people to resorts and/or to induce them to stay 

longer. Significantly, the Scottish Tourist Board 

(STB) has announced that it is changing its 

financial assistance programme so that the bulk of 

loans and grants will be directed at visitor 

attractions in contrast to the previous 
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concentration on accommodation and catering units. 

Moreover, the emphasis is to be on attractions of 

national/international status capable of 

generating in excess of 100,000 visitors annually. 

While in both urban and rural resort areas of 

Scotland there is a self-evident need for more and 

better quality visitor attractions (especially in 

wet weather) the cities appear to have a distinct 

advantage. In the four principal urban centres -

Aberdeen, Dundee, Edinburgh and Glasgow - there is 

already a fairly well-developed attraction. 

The STB's annual Visitors Attractions Survey (VAS) 

show that Edinburgh and Glasgow each have nearly 

twenty visitor attractions recording +20,000 

admissions totals annually. Moreover, in these 

places exciting and innovative projects are taking 

shape. Aberdeen is seeking to establish an Oil 

Experience Centre, and the Dundee waterfront has 

acquired HMS Discovery as part of a wider heritage 

centre complex. Glasgow's Kelvin Hall has been 

transformed into an impressive sports stadium and 

transport museum and the city has played host to 

the years biggest summer event - the 1988 National 

Garden Festival. Meanwhile, its so-called 

Cathedral precinct is being redeveloped to 

capitalise on its religious and historic 

potential; a hi-tech £5 million attraction called 

the Glasgow Ark has been earmarked for a site 

immediately north of the Povand's Lordship. The 

latest technology will be employed to enable 

visitors to make frequent journeys into the past 

in order to gather information about aspects of 

the city's past. Just outside Glasgow at 

Greenock, there is an ambitious plan to build an 

Emigration Centre in Greenock dated to the 

historical and contemporary achievements of Scots 

abroad. 

Capital expenditure of over £10 million at the 

northern end of Edinburgh's Royal Mile will see 

the castle upgraded and the arrival of two new 

commercially operated heritage centres. The 

Scotch Whisky Heritage Centre opened this May and 

portrays the story of the drink's social and 

economic significance via an audio-visual and a 

time-car ride. Come next year it will exist cheek 

by jowl with the Edinburgh Story - a first foray 

north of the border for the York based attractions 

specialists, Heritage Projects. It is to tell the 

tale of an ordinary family living in the 1590's 

with "authentic" scenes from school room, market 

place, close, church and tavern. A second 

exhibition will feature great Scottish characters 

associated with the Capital. 

A £6 million development scheme for Edinburgh 

Castle was announced by the Secretary of State for 

Scotland in April of this year. It is to be 

phased over eight years and will include a 

pedestrian tunnel, improved catering and retailing 

facilities, and the deliberate theming of 

exhibitions. The first set of themes are to be 

royal ones - "The Castle as Royal Residence" and 

the "Mary Story" - while the second will focus on 

army stories with strong imprisonment and 

punishment elements. 

At the opposite end of the Royal Mile there are 

plans for a science and exploration centre to be 

known as the Younger's Universe. The 11 acre 

Holyrood Brewery site became vacant in 1986 when 

the brewing, drinks and hotels combine, Scottish & 

Newcastle (S&N) moved their Edinburgh brewing 

operation to new premises on the outskirts of the 

city. S & N have gifted the land to the trust, 

the Holyrood Brewer Foundation, who early this 

year proposed a £60 million redevelopment scheme. 

This envisaged a mixed development for the 

northern side of the site to consist of shops, 

workshops, restaurants, cafes and hotel 

accommodation, all of which could be designed to 

enhance and complement the traditional fabric of 

the Old Town and provide an attractive approach to 

Holyrood Palace. For the southern half of the old 

brewery site, the concept of a Younger's Universe 

has been advanced by the Brewery Foundation: a £20 

million tourist attraction project which aims to 

create a building which would reflect the Old 

Town's powerful historical contribution to science 

and culture and confirm - alongside the new 

international conference centre - the capital's 

status as a premier European City. 

TRANSPORT 

Rail 

The potential impact of the Channel Tunnel on 

Scotland is currently the subject of discussion, 

with the first of BR's Regional Forums held 

earlier this year in Glasgow and a conference on 

the issue (sponsored by Scotrail, the Scottish 

Office and the CBI) on the subject in Edinburgh in 

June. More detailed assessment will probably 

have to wait until December next year when BR is 

scheduled to publish detailed proposals on how it 

will deal with both freight and passenger services 

when the Tunnel opens in 1993. This will include 

options on how to increase access to the Tunnel 

from parts of the country outside the South-East. 
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However, an outline study published in July 

considered an initial set of options, ranging from 

improvements to existing lines to the construction 

of a new fast track through London and a new 

international passenger terminal at King's Cross. 

Costs range from £800m for the improvement option 

to £l,200m for the new track and terminal. BR 

has already committed itself to £500m worth of 

Tunnel-related investment, primarily in new 

rolling stock. 

For freight traffic, it is envisaged that most 

Scottish goods will go via the new depot at 

Willesden (which will have facilities for customs 

clearance and will give through links to 14 major 

Continental trading centres) which is expected to 

offer at least 19 services per day. Given fast 

and reliable services to Willesden from Scotland, 

BR estimate that most Scottish companies will be 

able to offer a next-day delivery service to 

almost anywhere in Europe. When seen on 

conjunction with the Single Market, the export 

opportunities seem clear. The major Freightliner 

depot in Scotland will be at Coatbridge. 

Two difficult problems affecting the Scottish 

equation remain at present. First, while the 

Regional Forum made it clear that BR are keen to 

see the Tunnel develop into an integral part of a 

flexible and reliable inter-modal (road-rail) 

distribution network linking the UK and Europe, 

the state of the road network is an important 

consideration, particularly the quality of the 

A74. The CBI, among others has recently said 

that improvement is now a priority. 

Secondly, there is the question of links through 

London and from London to the Tunnel. There is 

little doubt that these will become a significant 

problem by the turn of the century. Indeed, it 

has been suggested that by then, London could be a 

greater barrier to Continental travel than the 

Channel itself. The interim report mentioned 

above estimated that the construction of a new 

fast track and an international terminal would 

mean an Edinburgh-Paris journey time of just over 

6 hours, when the East Coast electrification is 

completed in 1991. If BR limits itself to 

improvements, however, passengers may have to 

spend an hour travelling through London. BR has 

shown some, perhaps understandable, reluctance to 

spend large sums when passenger demand is 

uncertain. Yet opponents (including Eurotunnel 

and those involved in the construction of the 

French section) believe that severe capacity 

constraints will be felt very quickly if a new 

track is not laid. Construction of such a track 

would take at least nine years, another reason, 

opponents argue, for taking a decision as quickly 

as possible. 

Elsewhere in the rail sector, there has been a 

mixture of news. The seven miles of track from 

Mauchline to Annbank in Ayrshire has been re

opened to carry coal shipments to Northern 

Ireland, only three years after it was closed. 

BR is also reported to be considering re-opening 

the Freightliner depot at Portobello, closed only 

18 months ago along with the depots at Dundee and 

Aberdeen in a reorganisation of East Coast 

services which cost 100 jobs. BR is reported to 

be studying the reintroduction of long distance 

container shipments because of the possibilities 

opened up by electrification and the Channel 

Tunnel. In Strathclyde, the Regional Council has 

shelved plans, originally announced last November, 

to reopen the Paisley Canal Line. This was in 

spite of the Region's own projections that it 

would have been in profit by £200,000 and that 

there would have been other social benefits The 

reason given was that it could not afford the 

initial £3m capital expenditure. Critics see 

this as a somewhat lame excuse in view of the 

proposed £274m the Region hopes to spend on 

highways in the next few years (see below). 

Roads 

On the buses, some evidence is emerging for the 

government's contention that the privatisation of 

the Scottish Bus Group into ten or so units 

(rather than its sell-off as a single entity, a 

solution which was strongly supported by 

management and employees) will foster the 

development of locally responsive companies. The 

management of Scottish City!ink Coaches has 

announced its intention to bid, and a four-man 

team at Midland Scottish, which employs 750, has 

also declared itself. This will probably create 

some tension at Midland since 180 employees at the 

Bannockburn depot now seem likely to shelve plans 

to set up a workers' co-operative. And even in 

the Borders, where rural services will be 

particularly hard hit by privatisation, the 250 

employees of the region's main operator. Lowland 

Scottish, are reported to be totally in favour of 

an employee buyout. It is impossible to say at 

present how the smaller companies which will be 

formed by privatisation will fare, but it is fair 

to say that the prospects are not encouraging. 
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The most recent results of the Scottish Transport 

Group (of which the SBG is a subsidiary) show that 

in 1987 it recorded its lowest level of passenger 

journeys for 5 years, 296m (compared to 314m in 

1986). Profits fell in consequence, from £!1m in 

1986 to £5m last year. While part of this is due 

to last year's drivers' strike (which particularly 

hit summer holiday traffic) most of the drop is 

reported by the group itself to be due to the 

intensity of competition following deregulation. 

Meanwhile, the Scottish Consumer Council has 

estimated that the total number of passenger 

journeys fell by 6.5% in the period between 

October 1986 (when deregulation was introduced) in 

April this year, accentuating a trend decline of 

about 3% which has been evident since 1977. 

Total bus mileage in Scotland, in contrast, is 

estimated to have risen by 5% since deregulation. 

While locally-based companies may be a sine qua 

non of local responsiveness, there must be doubts 

whether this is of itself sufficient to guarantee 

the future of local services. The local 

authorities for one seem to doubt that it is, 

since COSLA has called for the legislation, 

expected next spring, to include provision for 

guaranteeing services and ensuring employee 

participation. COSLA is also expected to begin an 

anti-privatisation campaign. 

The other major development in roads is the 

publication by Strathclyde Region of a set of 

options for highway development in Glasgow, which 

could cost up to £274m and which the Council 

believes is essential if traffic "stagnation" in 

the city is to be avoided within the next decade. 

The plans are currently open to public scrutiny 

and the Scottish Secretary is expected to make a 

decision in the spring. The two main proposals 

are for the construction of an east-west route 

linking the south of the Kingston Bridge with the 

M74 and, most controversially, a proposal to 

complete the inner ring road by constructing an 

east flank linking the new Townhead interchange 

with the Gorbals. This would run through an 

historic part of the city (including the Cathedral 

precinct and Glasgow Green) and the Region 

therefore proposes that the route should be partly 

tunnelled, which will significantly boost the 

cost. Environmentalists, however, still question 

whether the route is necessary at all. 

Air 

Scottish Airports Ltd. 32 jobs seem certain to 

go at Prestwick, the company's only loss maker, 

while numbers are still being discussed at 

Glasgow. More bad news for Prestwick is that it 

is also scheduled to lose some British Aerospace 

training flights which will be transferred to the 

new strip at Cumbernauld. It is believed that 

the problems were caused by the lack of a suitable 

spare landing strip at Prestwick. British 

Aerospace, which currently trains civilian pilots, 

is also hoping to win military contracts, which 

will also be based at Cumbernauld. 

Jobs are scheduled to go at Prestwick and Glasgow 

Airports in an efficiency drive by the owners, 
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The Labour Market 
THE LABOUR MARKET 

In line with previous Commentaries discussion of 

recent developments in the "external" labour 

market is centred around the three states of 

labour market to which individuals may belong: 

employment, unemployment and non-participation. 

Where data permit analysis is made of developments 

in the levels of labour market stocks as well as 

changes in gross inflows to, and outflows from, 

the stock. 

Employment: Stocks & Flows 

Recent data on employment in Scotland are 

presented in Tables 1 and 2. Since no seasonal 

adjustment has been carried out, interpretion of 

the tables needs to be undertaken with caution. 

The year to March 1988 has seen a rise of 6,000 in 

the number of employees in employment. This 

overall rise disguises the fact that for males 

employment has fallen by around 7,000. Increased 

female employment of 14,000 is consequently 

responsible for the change in total employment. 

Approximately 80% of this rise in female 

employment is due to the increase in part-time 

employment. This pattern reflects the longer term 

trends noted in previous Commentaries. 

Table 1 also summarises recent developments in the 

industrial composition of employment. Overall 

employment over the year to March 1988 fell in 3 

of the 4 sectors in the table. Employment fell by 

8,000 in the Production and Construction 

industries, by 13,000 in the Production industries 

and by 10,000 in the Manufacturing industries. 

Only in the service industries was there a rise in 

total employment of about 17,000. These figures 

strongly suggest that the trend whereby male 

employment was being shed from heavy industries 

whilst Services took on additional female 

employees who were predominantly working part-time 

is continuing. 

Gains in service sector employment over the year 

to March have been largely concentrated within 

Wholesale distribution. Hotels and Catering 

(+10,000) (See Table 2). Smaller gains in 

employment of 4,000 appear in the Banking 

Insurance & Finance sector, of 1,000 in Retail 

Distribution, and 3,000 in Public Admin. & 

Defence. There was no change over the period in 

employment in Education, Health and other services 

and Transport & Communication suffered a loss in 

employment of 1,000. Of the non-service sectors 

all apart from Construction have suffered a 

decline in employment in the year to March 1988; 

Agriculture, Forestry & Fishing (-3,000); Energy 

and Water Supply (-4,000); Metal Manufacture & 

Chemicals (-1,000); Metal Goods, Engineering & 

Vehicles (-4,000); Other Manufacturing (-5,000). 

In the construction industry employment rose by 

6,000. This is in accordance with the greater 

buoyancy and optimism within the construction 

industry revealed in recent business surveys. 

In the year to March 1988 employment in GB as a 

whole has increased by 375,000 from 21.086 million 

to 21.3461 million. Over the period male 

employment rose by under 1% to 11,647 thousand and 

female employment registered an increase of 2.8% 

to 9,814 thousand. Female part-time employment 

rose by 129,000 or 3% to 4,337,000. A contrast in 

employment changes in Scotland and GB is therefore 

apparent. While in Scotland male employment 

declined, in GB as a whole employment of both 

males and females increased. Around 48% of the 

increase in female employment in GB can be 

attributed to part-time work. Thus a much larger 

proportion of the increase in female employment in 

Scotland can be attributed to the rise in part-

time work. Why this should be so is difficult 

to ascertain precisely. We do now know, however, 

that a variety of factors, both on the supply and 

demand sides, have tended to initiate or reinforce 

the trend towards greater part-time female 

employment. 

On the supply side it may be the case that many 

females, especially married women, may only want 

to work part-time because of commitments at home 

in terms of household work and child rearing. 

Pressures on family income due to unemployment 

among male members of the household may also 

encourage female participation. Furthermore, 

women suffer from what may be termed "atrophy" and 

"intermittency". That is they tend to leave the 

labour force to have children and this leads to a 

depreciation in their skills and in the human 

capital they possess. This is especially so in 
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Table 1 Employees in employment in Scotland: industry aggregates (000's) 

Female 

Male All Part-time Total 

Production 

& construe. Production Manufacturing Services 

industries industries industries industries 

SIC 1980 

Scotland 

1979 June 

1983 June 

1986 Sept 

Dec 

1987 Mar 

June 

Sept 

Dec 

1988 Mar 

1,205 

1,060 

1,020 

1,006 

997 

1,006 

1,001 

996 

990 

897 

839 

866 

868 

865 

880 

878 

881 

879 

332 

337 

367 

375 

375 

379 

383 

389 

386 

2,102 

1,899 

1,886 

1,874 

1,862 

1,886 

1,879 

1,877 

1,868 

1-5 

831 

646 

595 

586 

578 

579 

577 

572 

570 

1-4 

676 

512 

460 

451 

442 

441 

437 

432 

429 

2-4 

604 

444 

409 

404 

396 

395 

392 

388 

386 

6-9 

1,224 

1,216 

1,261 

1,259 

1,254 

1,277 

1,273 

1,278 

1,271 

Source: Department of Employment Gazette, August 1988 

the case of managerial and professional 

occupations. Women may therefore be more likely 

to go for jobs where there is less likelihood of 

atrophy and these jobs are often low paid, 

unskilled and increasingly part-time. 

On the demand side it may be a conscious decision 

by the employer to take on part-time workers. The 

reasoning here would be that part-time employment 

offers greater flexibility in response to 

fluctuations in demand. With full-time labour it 

may be much more difficult due to contractual and 

legal constraints to match output changes with the 

required employment changes, and employers may 

simply hoard labour when demand falls. Typically 

lower wage rates are also an important incentive 

to employ part-time labour. 

Unemployment : Stocks and Flows 

Table 3 summarises recent changes in the stock of 

unemployed in Scotland. The seasonally adjusted 

level of unemployment in Scotland fell to around 

282 thousand in July. This represented a decline 

in unemployment of 48.7 thousand (13.3%) over the 

year. The unemployment rate fell from 13.5% to 

11.4% of the working population. Of this decline 

in unemployment 33.6 thousand were male and 15.1 

thousand were female. 

Whilst a fall in registered unemployment is 

generally to be welcomed it is interesting to 

investigate the components of that change. The 

fact that the unemployment figures are a by

product of an administrative process implies that 

their interpretation is sometimes difficult. Put 

simply, where are the unemployed going? The 

problem is more acute when we consider the 

apparent paradox of both male employment and 

unemployment falling simultaneously. In the year 

to March 1988 male employees in employment fell by 

7,000 and male unemployment fell by 30,800. 

Female employees in employment rose by 14 thousand 

over the year to March 1988 and female 

unemployment fell by slightly less than 12 

thousand. Possible explanations of this 

phenomenon were given in the previous Commentary. 

These included increased migration (possibly to 

find work), people leaving the labour force either 

through retirement or being "forced" out through 
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Table 2 Employment: Scotland Employees in employment ('000s) 

Agric./ Energy Metal 

forestry/ and water Manuf. & 

fishing supply chemicals 

SIC 1980 0 1 2 

Metal 

goods, 

Eng. ft Other Constr-

vehicles Manuf. uction 

3 4 5 

1979 

1983 

1984 Mar 

June 

Sept 

Dec 

1985 Mar 

June 

Sept 

Dec 

1986 Mar 

June 

Sept 

Dec 

1987 Mar 

June 

Sept 

Dec 

1988 Mar 

Scot land 

1979 

1983 

1984 Mar 

June 

Sept 

Dec 

1985 Mar 

June 

Sept 

Dec 

1986 Mar 

June 

Sept 

Dec 

1987 Mar 

June 

Sept 

Dec 

1988 Mar 

48 

37 

36 

35 

37 

33 

32 

34 

36 

31 

31 

31 

30 

29 

30 

30 

28 

27 

27 

Wh'sale 

d i s t r i b . 

ho te l s & 

c a t e r i ng 

61-63 

66-67 

197 

188 

180 

193 

193 

187 

188 

195 

198 

191 

190 

199 

199 

190 

189 

198 

202 

194 

199 

72 

68 

66 

65 

65 

65 

63 

60 

59 

58 

56 

53 

51 

47 

46 

45 

45 

44 

42 

Retai1 

d i s t r i b . 

64/65 

194 

183 

183 

186 

186 

196 

184 

185 

188 

193 

187 

186 

187 

191 

183 

185 

182 

191 

184 

82 

55 

52 

53 

53 

53 

53 

52 

51 

50 

49 

48 

48 

47 

47 

46 

46 

46 

46 

T ' s p o r t & 

communi

c a t i o n 

7 

135 

119 

118 

115 

115 

114 

115 

115 

115 

113 

111 

110 

111 

108 

106 

108 

108 

106 

105 

258 

195 

189 

189 

187 

188 

187 

188 

189 

186 

184 

182 

180 

178 

176 

177 

175 

173 

172 

Banking, 

Insurance 

& f i nance 

8 

123 

140 

138 

141 

146 

146 

147 

146 

151 

150 

151 

155 

158 

159 

161 

165 

164 

166 

165 

265 

194 

191 

192 

193 

192 

190 

191 

189 

187 

183 

181 

181 

179 

173 

172 

171 

169 

168 

Pub l i c 

admin.& 

defence 

91-92 

170 

171 

170 

170 

170 

169 

169 

170 

172 

171 

172 

175 

176 

176 

176 

177 

179 

179 

179 

155 

134 

136 

136 

139 

138 

137 

136 

136 

135 

133 

134 

135 

135 

136 

135 

140 

140 

142 

Educ. 

h e a l t h 

S o the r 

se rv ices 

93-99 

403 

416 

421 

425 

419 

422 

427 

432 

428 

433 

428 

435 

431 

436 

439 

444 

439 

442 

439 

Source: Department of Employment Gazette, August 1988. 
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Table 3 Scotland - Unemployment 

leavers (000s) 

seasonally adjusted (excluding school 

Date 

1984 

1985 

1986 

1986 Dec 

1987 Jan 

Feb 

Mar 

Apr 

May 

Jun 

Jul 

Aug 

Sept 

Oct 

Nov 

Dec 

1988 Jan 

Feb 

Mar 

Apr 

May 

Jun(r 

Male 

235.2 

243.6 

248.1 

242.6 

244.4 

243.4 

242.4 

243.1 

237.8 

235.5 

232.9 

229.4 

226.4 

223.2 

220.2 

218.2 

216.0 

213.5 

211.6 

208.8 

206.0 

) 202.5 

Female 

106.4 

109.3 

111.8 

104.8 

104.9 

102.9 

101.4 

102.8 

99.0 

98.4 

97.8 

96.8 

93.9 

92.3 

91.1 

90.5 

90.2 

89.9 

88.5 

86.5 

85.1 

83.4 

Total 

341.6 

353.0 

359.8 

347.4 

349.3 

346.3 

343.8 

345.9 

336.8 

333.9 

330.7 

326.2 

320.3 

315.5 

311.3 

308.7 

306.2 

303.4 

300.1 

294.9 

291.1 

285.9 

Change 

since 

previous 

month 

1.2 

1.9 

-3.0 

-2.5 

2.6 

-9.1 

-2.9 

-3.2 

-4.5 

-5.9 

-4.8 

-4.2 

-2.6 

-2.5 

-2.8 

-3.3 

-5.2 

-3.8 

-5.2 

Average 

change over 

6 months 

ending 

1.1 

1.1 

0.3 

-0.1 

0.1 

-1.6 

-2.2 

-3.0 

-3.3 

-3.8 

-5.1 

-4.3 

-4.2 

-4.1 

-2.8 

-3.4 

-3.4 

-3.4 

-3.8 

Unemployment rate 

percentage of 

working population 

14.0 

14.2 

14.5 

14.0 

14.1 

14.0 

13.9 

14.1 

13.8 

13.4 

13.3 

13.1 

12.9 

12.7 

12.5 

12.4 

12.3 

12.2 

12.1 

11.9 

11.7 

11.5 

Jul(p) 199.3 82.7 282.0 -3.9 -4.0 11.4 

(p) Provisional and subject to revision. 

(r) Revised. 

stricter criteria for claiming unemployment 

benefit. Which of these is the most important is 

difficult to assess on current information. 

Table 4 presents data on the inflows to and 

outflows from the stock of unemployment. These 

show that on a monthly basis there have been 

fairly large inflows and outflows. In July total 

inflows (unadjusted excluding school leavers) into 

unemployment reached 41.6 thousand and total 

outflow (unadjusted excluding school leavers) 

reached 39.8 thousand, leading to a net increase 

in unemployment in July of 1.8 thousand. (However 

as previously noted for the month of July, 

unemployment has been provisionally estimated to 

fall by 3.9 thousand on a seasonally adjusted 

basis.) 

Furthermore, monthly inflows continue to show a 

decline with respect to their counterparts of the 

47 



Table 4: Unemployment flows - standardised, unadjusted: Scotland (000s) 

Total 

incl. 

Month school 

ending leavers 

1987 Jan 46.0 

Feb 42.8 

Mar 38.3 

Apr 42.4 

May 35.5 

Jun 38.1 

Jul 50.5 

Aug 39.3 

Sep 53.6 

Oct 46.7 

Nov 44.0 

Dec 38.2 

1988 Jan 43.0 

Feb 39.8 

Mar 35.6 

Apr 38.3 

May 32.5 

Jun 35.5 

Jul 43.0 

I 

School 

leavers 

7.3 
3.8 
2.3 

1.8 
1.5 
1.5 

1.8 
1.2 
9.9 

3.6 
1.7 
1.4 

5.4 
3.0 
2.1 

1.5 
1.1 
1.3 

1.3 

n-flow 

Total 

excl. 

school 

leavers 

38.7 

39.0 

36.0 

40.6 

34.0 

36.6 

48.6 

38.0 

43.7 

43.1 

42.4 

36.8 

37.6 

36.8 

33.5 

36.8 

31.4 

34.2 

41.6 

Change 

since 

previous 

year 

2.2 
1.3 
0.8 

2.8 
-2.6 

-3.3 

-1.5 

-1.9 

-3.2 

-2.6 

-0.9 

-2,2 

-1.1 

-2.2 

-2.5 

-3.8 

-2.6 

-2.4 

-7.0 

Total 

incl. 

school 

leavers 

30.8 

50.7 

47.1 

42.7 

50.5 

44.4 

47.7 

45.1 

57.2 

54.5 

47.5 

35.4 

34.6 

48.2 

46.1 

44.6 

45.8 

44.2 

41.5 

School 

leavers 

1.3 
4.1 
3.1 

2.0 
2.1 
1.6 

1.9 
1.6 
2.6 

4.6 
3.0 
1.6 

1.8 
3.5 
2.7 

2.0 
1.6 
1.6 

1.7 

Out-flow 

Total 

excl. 

school 

leavers 

28.2 

46.6 

44.0 

40.7 

48.4 

42.8 

45.8 

43.5 

54.6 

49.9 

44.5 

33.8 

32.8 

44.7 

43.4 

42.5 

44.2 

42.6 

39.8 

Change 

since 

previous 

year 

5.8 
4.5 
5.4 

-0.4 

5.7 
2.1 

3.7 
3.1 
4.3 

2.2 
3.5 
0.6 

4.6 
-1.9 

-0.6 

1.8 
-4.2 

-0.2 

-6.0 

same month in the previous year. However, in the 

last 3 months outflows also show falls in their 

levels with respect to the previous year. 

Table 5 presents data on the age and duration of 

unemployment as of April 14 1988. The results are 

similar to those presented in a previous 

Commentary. Here around 26% of young males (under 

25) have a duration of unemployment of more than a 

year. The figure increases to around 50% for 

those aged 25-54 and to 60% for over 55s. For all 

males 44% have a duration of unemployment of more 

than a year. For females under 25, 23% have a 

duration of unemployment greater than a year, and 

for the other two-age categories the figures are 

32% and 66% respectively. For all females the 

figure is 30%. 

Table 6 presents information on the duration of 

unemployment by broad age category as of April 

1987 and April 1988. For each age group the 

absolute numbers of long term unemployed has 

fallen over the year and this may in fact reflect 

the possible favourable impact of the government's 

various special employment measures. A long-term 

unemployed person is defined as someone who has 

been continously unemployed for a period in excess 

of a year. This is quite restrictive in that it 

means that people who spend the large part of 

their time over a period of years as unemployed 

but who do take the occasional casual work lasting 

for a very short period will not typically be 

included in the definition of long term 

unemployed. 
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Table 5: Unemployment Age & Duration: April 14 1988 

Duration of 

Unemployment 

in Weeks 

2 o r less 

Over 2 - 4 

4 - 8 

8 - 1 3 

13 - 26 

26 - 52 

52 - 104 

104 - 156 

156 - 208 

208 - 260 

> 260 

Male 

<25 

4057 

3854 

5968 

6704 

13233 

16690 

9548 

3866 

1991 

1074 

1485 

25-54 

5158 

5746 

7645 

7781 

15956 

20258 

18414 

11205 

8081 

6041 

20199 

55+ 

824 

755 

922 

844 

2399 

3454 

3338 

2301 

1771 

1882 

4741 

A l l ages 

10039 

10355 

14535 

15329 

31588 

40402 

31300 

17372 

11843 

8970 

26425 

Female 

<25 

2333 

2061 

3398 

4127 

8105 

9471 

4626 

1938 

874 

512 

697 

25-54 

2570 

2467 

3639 

4080 

8272 

10089 

5886 

2983 

1790 

1239 

2860 

55+ 

194 

145 

233 

237 

603 

938 

1028 

760 

699 

600 

1472 

Al l ages 

5097 

4673 

7270 

8444 

16980 

20498 

11540 

5681 

3363 

2351 

5029 

All 68470 126457 23231 218158 38142 45875 6909 90926 

The number of long-term unemployed as a percentage 

of the total unemployed has stayed roughly 

constant. For the older age group (35+) the long 

term unemployed has actually increased over the 

year. This is because unemployment in general has 

been falling much faster than long term 

unemployment. Indeed long term unemployment is 

decreasing only slowly among the older age groups. 

The reverse is true for the younger age group 

(<34). Here the long term unemployed has fallen 

as the fall in long term unemployment is greater 

than that of unemployment overall. 

Table 6: Long-term Unemployment: Scotland April 

1988, April 1987 

Age 

Long-term XLong-term 

Unemployed Total Unemployed 

A p r i l 1988 

Less than 20 

20-34 

35-54 

55 and over 

TOTAL 

A p r i l 1987 

Less than 20 

20-34 

35-54 

55 and over 

TOTAL 

8,975 

46,726 

49,581 

18,592 

123,874 

12,881 

59,555 

54,269 

19,996 

146,701 

45,244 

138,986 

94,714 

30,140 

309,084 

57,540 

165,123 

106,607 

34,186 

363,456 

19.8 

33.6 

52.3 

61.7 

40.1 

22.4 

36.1 

50.9 

58.5 

40.4 

Source: Department of Employment 

Evidence for the UK is also available to suggest 

that the expansion of the government's Community 

Programme scheme has led to an increase in long 

term outflow rates of younger people but appears 

to be associated with a decrease in the outflow 

rates of older people. Thus there is the 

suggestion that some of the work undertaken by CP 

projects may be displacing work that would 

otherwise have been taken on by older people. 

Vacancies : Stocks and Flows 

Once allowance has been made for seasonal factors, 

total vacancies notified to job centres excluding 

those for the Community Programme stood at 19,500 

in July 1988 (see Table 7). Compared with 1987 

where vacancies steadily increased, the first half 

of 1988 has exhibited a levelling off in the 

levels of vacancies. For GB vacancies fell 

slightly to 252.7 thousand in June, although this 

was still 9% higher than a year ago. Scottish 

vacancies as a proportion of the GB total has been 

as low in the 2nd quarter (8%) as it has been for 

some time. Evidence from the Training Commission 

suggests that the majority of unfilled and 

notified vacancies are concentrated in 4 

occupational categories. These are clerical and 

machine operators, catering, selling distribution 

and cleaning and personal services. It should be 

remembered, however, that the offically recorded 

vacancies understate the total number of 

vacancies. This is largely because only a small 

proportion (between 40% and 48%) of vacancies are 
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notified. 

The relationship between the vacancy and 

unemployment statistics can be seen in terms of 

the UV relationship. 

Table 7: Vacancies : 

Stocks & Flows 

Scotland 

unemployment and vacancies depend critically upon 

the effective demand for goods and services. If 

increase in vacancies which will subsequently be 

reflected in increases in employment and perhaps a 

Here a smooth inverse reduction in unemployment. However the 

there is an increase in output, this leads to an 

relationship is by no means certain and short term 

changes in the stock of vacancies must be 

interpreted with caution since they reflect the 

net outcome of large inflows and outflows and the 

latter do not always reflect a placement. For 

example, if a downturn in output had a greater 

effect in reducing outflows than inflows the stock 

of vacancies would actually increase as a 

consequence. Table 8 summarises recent Scottish 

data on vacancy flows. Here we see that the flows 

in and out of stock each month are as large as the 

stock itself so that the average duration of a 

vacancy is very short (suggesting a very rapid 

turnover in vacancies). 

Vacancies at Job Centres (Excluding CP Vacancies) 

seasonally adjusted 000s 

GB 

1986 June 6 

July 4 

Aug 8 

Sept 5 

Oct 3 

Nov 7 

Dec 5 

1987 Jan 9 

Feb 6 

Mar 6 

Apr 3 

May 8 

June 5 

July 3 

Aug 9 

Sept 4 

Oct 2 

Nov 6 

Dec4 

1988 Jan 8 

Feb 5 

Mar 4 

Apr 8 

May 6 

June 3 

16.9 
17.4 
17.3 
17.0 
16.6 
17.0 
16.9 

17.2 
17.3 
17.6 
17.2 
18.1 
18.2 
18.3 
18.7 
19.6 
20.7 
21.4 
20.8 

19.4 
19.2 
19.5 
20.6 
20.2 
19.5 

183.3 
191.6 
198.4 
200.3 
206.0 
210.5 
208.6 

210.1 
205.2 
212.6 
215.1 
229.2 
232.0 
233.2 
234.9 
244.5 
259.2 
265.7 
253.6 

246.3 
244.9 
242.7 
250.8 
252.8 
252.7 

Scotland as 

of Z of GB 

9.2 

9 

8.7 

8.5 

8 

8 

8.1 

8.2 

8.4 

8.3 

8 

7.9 

7.8 

7.8 

8 

8 

8 

8 

8.2 

7.9 

7.8 

8 

8.2 

8 

7.7 

relationship can be obtained from the assumption 

that the demand for labour is determined by the 

planned level of output. The basis for this 

Keynesian approach is the proposition that both 

Redundancies 

Recent data on redundancies are given in Table 9. 

Although not comprehensive in coverage (employers 

are only required to notify redundancies involving 

10 or more workers) the data give some guide to 

recent Scottish experience. Redundancies clearly 

reflect an outflow from the employment stock to 

unemployment and non-participation stocks. The 

data seem to indicate a fall in the number of 

redundancies in the first 2 quarters of the year 

as compared with the number of redundancies in 

1987. The figures for May and June, however, are 

only provisional and it is expected that the final 

figures will be higher. Over the longer term the 

trend in redundancies in Scotland has been 

downward compared with the peak of 59,000 

redundancies in 1981. In January of this year 

redundancies went below the 1,000 mark for the 

first time since the peak of 1981. 

Redundancies are not necessarily a matter for 

concern especially if they are occurring in the 

context of a thriving economy which is generating 

compensating increases in employment in other 

sectors. Indeed within the context of a dynamic 

mixed economy it is to be expected that there 

would be fairly high gross flows across labour 

market states as the economy responds to shifts in 

demand and new technology. Thus when interpreting 

gross labour market flows caution has to be 

displayed and examination must not be attempted in 

isolation of labour market developments as a 

whole. 
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Table 8: Vacancy flows at Jobcentres, standardised, seasonally adjusted 

Scotland 

Date 

1987 Dec 

1987 Jan 

Feb 

Mar 

Apr 

May 

Jun 

Oul 

Aug 

Sep 

Oct 

Nov 

Dec 

1988 Jan 

Feb 

Mar 

Apr 

May 

June 

In-flow 

Level 

20.0 

19.8 

18.9 

21.2 

20.0 

19.2 

20.9 

20.0 

19.8 

20.3 

21.0 

22.2 

22.7 

20.2 

20.2 

20.7 

20.8 

20.6 

21.5 

Average 

change 

3 months 

ended 

-0.5 

-0.3 

-0.1 

0.4 

0.1 

0.1 

-0.1 

0.0 

0.2 

-0.2 

0.3 

0.8 

0.8 

-0.3 

-0.7 

-0.7 

0.2 

0.1 

0.3 

Out-

Level 

19.7 

19.4 

19.0 

20.8 

18.9 

19.1 

20.4 

19.6 

19.4 

18.7 

20.2 

21.6 

22.9 

21.2 

20.7 

20.4 

20.2 

20.4 

21.8 

flow 

Average 

change 

3 months 

ended 

-0.5 

-0.7 

0.1 

0.4 

-0.2 

0.0 

-0.1 

0.2 

0.1 

-0.6 

0.2 

0.7 

1.4 

0.3 

-0.3 

-0.8 

-0.3 

-0.1 

0.5 

Thousands of which: 

Placings 

Level 

16.6 

16.3 

16.1 

17.7 

15.9 

16.5 

18.0 

16.9 

16.8 

19.8 

17.3 

18.3 

19.4 

17.7 

17.4 

17.0 

16.8 

17.4 

19.0 

Average 

change 

3 months 

ended 

0.2 

-0.7 

0.1 

0.4 

-0.1 

0.1 

0.1 

0.3 

0.1 

0.6 

0.1 

0.5 

-0.1 

0.1 

-0.3 

-0.8 

-0.3 

0.0 

0.7 

Source : Department of Employment 

INDUSTRIAL RELATIONS IN SCOTLAND services out to tender. 

Industrial relations in Scotland continue to be 

affected by national issues. Industrial action in 

the Postal and Health Services arose from the 

implementation of national, rather than local, 

policies. The sporadic action over the acceptance 

of tenders from private firms for ancillary 

services in the Health Service is the result of a 

direct requirement on Health Services to put 

Compulsory competitive tendering, especially in 

Local Government, will be one of the dominant 

features of Scottish industrial relations over the 

next few years. Already a number of Scottish 

authorities have established policy units to plan 

how best to respond to the new legal requirements 

for competitive tendering. A study from 

Manchester suggests that more than 19% of jobs 
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Table 9 

Confirmed Redundancies Scotland as 

Scotland GB a X of GB 

1984 

1985 

1986 

1987 

1987 Qu. 1 

Qu. 2 

Qu. 3 

Qu. 4 

1988 Qu. 1 

1987 Mar 

Apr 

May 

June 

J u l y 

Aug 

Sept 

Oct 

Nov 

Dec 

1988 Jan 

Feb 

Mar 

Apr 

May* 

June* 

30,164 

26,424 

31,958 

22,833 

6,218 

6,523 

4,838 

5,254 

2,491 

2,305 

2,462 

2,413 

1,648 

1,607 

1,510 

1,721 

1,619 

2,122 

1,513 

616 

1,008 

867 

952 

597 

697 

245,443 

234,977 

238,001 

144,135 

51,639 

34,604 

28,472 

29,420 

29,984 

21,059 

12,484 

12,018 

10,102 

10,976 

9,390 

8,106 

9,366 

10,202 

9,852 

7,817 

8,214 

13,953 

10,740 

5,954 

5,228 

12.29 

11.25 

13.43 

15.84 

12.04 

18.85 

16.99 

17.86 

8.31 

10.94 

19.72 

20.08 

16.31 

14.64 

16.08 

21.24 

17.28 

20.80 

15.36 

7.88 

12.27 

6.2 

8.86 

10.03 

13.33 

* Provisional figures as at July 1 1988, final 

figures are expected to be higher than this. The 

total for GB is projected to be about 10,000 in 

May and 9,000 in June. 

Source: Department of Employment Gazette 

could be lost. Irrespective of the levels of 

changes and job losses there will be considerable 

implications for the patterns of industrial 

relations. National bargaining will be far less 

important, as foreshadowed by the LACSAB Report, 

and there will be far greater variations in wage 

and salary rates, for similar work, both within 

and between different authorities. The ending of 

the Community Programme, part of a rationalisation 

process of Government provisions into the new 

Employment Training schemes, led to considerable 

redundancies and popular concern over the ending 

of a number of welfare and social provisions. Not 

withstanding questions as to the lower rates of 

pay, and new philosophies embodied in Employment 

Training, it is questionable as to whether the 

same quality of provision for the least able in 

society will be maintained by these new 

provisions. 

Elsewhere in the public sector national action was 

threatened over job losses and reductions to 

services. Joint action by the CPSA and NUCPS took 

place over threats to rationalise benefit offices. 

The unions fear this heralds plans to close a 

number of Unemployment Benefit Offices and Job 

Centres. The National Union of Civil and Public 

Servants spoke of the possibility of industrial 

action over the closure of two coastguard 

stations. Many voiced fears as to whether the 

rationalised and reduced service would be able to 

cope with emergencies. The union also fears the 

possibility of a partial privatisation of services 

by use of private agencies. 

Issues of safety underlay threats of action by oil 

men. Claims that safety regulations were being 

ignored or were inadequate surfaced in the wake of 

the Piper Alpha disaster. By comparative 

standards, UK safety provisions for off-shore oil 

staff are limited. 

Almost inevitably the EEPTU figured prominently in 

Scottish industrial relations. The STUC had 

sought to honour reciprocal arrangements with the 

TUC by suspending the EEPTU. However, the STUC's 

constitution does not allow it to suspend a member 

union. Faced with the threat of legal action by 

EEPTU the STUC was forced to withdraw the 

suspension. The issue will undoubtedly surface, 

once again, at the STUC annual Congress. It is 

unclear why the EEPTU took the action, unless it 

fears poaching of members at Caledonian Paper at 

Irvine. The EEPTU has a single union agreement 

with the company which has been opposed by S0GAT. 

It seems almost inevitable that a measure of 

inter-union strife and poaching of members will 

arise as other unions look to the 25,000 EEPTU 

members in Scotland. 

Fundamental long term issues still remain in 

education. Short- and medium-term demographic 

changes have had, as has been well reported, major 

implications for school rolls. Whilst the first 

phase of rationalisations has been well argued the 

issue of surplus teachers still remains. 
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Effective manning and manpower planning is 

complicated by parental choice and could be 

further complicated by schools taking advantage of 

the forthcoming "opting out" proposals. 

For the proposed CTC schools and for schools who 

opt out there will be questions as to how the 

development of staff should take place: will such 

staff be able to use local authority facilities, 

and at what cost? Given indications of 

differences in payment rates and terms and 

conditions between such schools and the 

established public sector, the potential for 

tension and conflict seems considerable. 

More generally the changes to education, the 

ending of national bargaining at FE levels and 

possible changes to bargaining structures at the 

secondary level, stress the need for collaborative 

action by trade unions. However, whilst there are 

common issues the question of merger is less 

certain. The NASUWT, for example, whilst 

recognising such common concerns overwhelmingly 

rejected a merger with the NUT. 

Warnings that increased migration from Scotland 

could compound labour skill shortages was used to 

urge local authorities to end their opposition to 

the Government's new training initiatives. 

However, it serves equally well as an indicator to 

the consequences of widening pay differentials 

between regions. Lower paid areas may well become 

the training grounds and suppliers of labour to 

higher paid areas. Such arguments were used, by 

successive Governments, to support and maintain 

industry wide bargaining arrangements. There may 

well pressure for a return of such practices if 

the losses of labour becomes acute. 
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Regional Review 
REGIONAL LABOUR MARKETS 

Whilst Scotland has a labour market distinct from 

the rest of the UK, employment characteristics 

across this region are not uniform. The previous 

Labour Market section primarily looked at the 

movements of the Scottish market. It is the 

purpose of this section to highlight the sub-

regional variations in these movements. The data 

used to demonstrate the disparity differ somewhat 

from that used in the labour market section which 

were adjusted for seasonal factors. Typically 

data used to calculate unemployment rates at the 

sub-Scottish level are unadjusted and the 

denominator used to calculate the rates is defined 

more narrowly than the Scottish one since these 

include estimates of the self employed and HM 

Forces. As a result, the reported sub-Scottish 

unemployment rates are greater than the Scottish 

rates discussed in the previous section and are 

not wholly consistent with them. 

Table 1 shows that unadjusted unemployment in 

Scotland has fallen by over 52,000 between July 

1987 and July 1988, a decline of 15.3%. The rate 

now stands at 11.7% compared with 14.0% twelve 

months ago. Although unemployment has declined in 

all the mainland regions, the rate of decline has 

not been homogeneous. Grampian region experienced 

the largest decline in unemployment with 22.2% 

fewer people unemployed in July 1988 than at the 

same time in 1987. Coupled with a decline of 

20.2% in the Shetland Islands, this is indicative 

of the importance to these economies of the 

revival in the fortunes of the oil industry. 

Elsewhere, both the Borders and Central region 

have witnessed falls in excess of 21%, while above 

average decreases were recorded in Dumfries and 

Galloway, Lothian and Tayside. These changes 

leave the Borders and Grampian region as the 

mainland areas with the lowest unemployment rate 

at 7.3%. The rate in Shetland is slightly lower 

at 6.2%. Despite a fall of 25,429 in the number 

of unemployed, a below average decline of 13.7%, 

Strathclyde has not lost its status as the 

mainland region with the highest unemployment rate 

of 15.8%. The only region experiencing an 

increase in the number of unemployed is the 

Western Isles with a 4.9% rise taking the 

unemployment rate to 20.6%. 

Table 1 Unemployment by region 

Z rate Total Total Total Z change 

Jul 88 Jul 88 Jul 87 change in total 

Borders 
Central 
Dumfries & 
Galloway 

Fife 
Grampian 
Highland 
Lothian 
Strathclyde 
Tayside 
Orkney Is . 
Shetland Is 
Western Is . 

7.3 

13.0 

10.9 
13.7 

7.3 

11.7 
10.6 
15.8 
12.0 
10.9 

. 6.2 
20.6 

2,768 
13,604 

6,171 
18,410 
16,795 
10,320 
38,395 

160,487 
20,171 

732 

611 

2,028 

3,509 
17,336 

7,352 
21,217 
21,585 
12,183 
45,934 

185,916 
24,315 

799 

766 

1,933 

- 741 
- 3,732 

- 1,181 
- 2,807 
- 4,790 
- 1,863 
- 7,539 
-25,429 
- 4.144 

67 

- 155 
+ 95 

-21.1 
-21.5 

-16.1 
-13.2 
-22.2 
-15.3 
-16.4 
-13.7 
-17.0 
- 8.4 
-20.2 
+ 4.9 

Scotland 11.7 290,492 342,845 -52,353 -15.3 

Source: Department of Employment 

Table 2 shows that the general decline in 

unemployment has been marginally more concentrated 

in women than in men. The female total fell by 

15.6% between July 1987 and July 1988 to stand at 

88,662. During the same period, male unemployment 

fell by 15.1% to 201,830. Of the twelve local 

authority regions in Scotland, seven saw the 

female total fall by a greater amount than the 

male total. Female unemployment fell in all 

regions ranging from a decline of 29.6% in the 

Borders to a fall of only 1.6% in the Western 

Isles. In Central, Dumfries and Galloway, 

Grampian, the Highlands and the Orkney Islands the 

decline in male unemployment outstripped the 

decline in that from females. With the exception 

of the Western Isles, male unemployment fell in 

all regions ranging from 23.6% in Grampian to 9.3% 

in the Orkneys. Male unemployment in the Western 

Isles rose by 7.2% in the twelve months from July 

1987. This does however represent a slight 

improvement over last quarter's figures in which 

the rise was 15.3%. 
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Table 2: Unemployment by Sex and Region 

No. Unemployed No. Unemployed ZChange since 

July 1988 July 1987 July 1987 

Males Females Males Females Males Females 

Borders 

Central 

Dumfries & 

Galloway 

Fife 

Grampian 

Highland 

Lothian 

Strathclyde 

Tayside 

Orkney Islands 

Shetland Islands 

Western Islands 

Scotland 

1805 

9060 

3865 

12350 

10592 

7127 

26760 

114338 

13563 

489 

354 

1527 

201830 

963 

4544 

2306 

6060 

6203 

3193 

11635 

46149 

6608 

243 

257 

501 

88662 

2142 

11713 

4783 

14039 

13858 

8486 

31968 

132145 

16184 

539 

441 

1424 

237722 

1367 

5623 

2569 

7178 

7727 

3697 

13966 

53771 

8131 

260 

325 

509 

105123 

-15.7 

-22.7 

-19.2 

-12.0 

-23.6 

-16.0 

-16.3 

-13.5 

-16.2 

-9.3 

-19.7 

+7.2 

-15.1 

-29.6 

-19.2 

-10.2 

-15.6 

-19.7 

-13.6 

-16.7 

-14.2 

-18.7 

-6.5 

-20.9 

-1.6 

-15.6 

Source: Department of Employment 

Table 3 indicates the levels of vacancies in the 

regions and relates these to the levels of 

unemployment. The vacancy figures represent only 

those unfilled vacancies notified at Job Centres 

and Careers Offices on the reporting date. These 

represent approximately one third of the total at 

any given date and these vacancies are typically 

for lower paid and lower skilled jobs. Whilst the 

published vacancy data should consequently not be 

considered as giving a complete picture of current 

labour demand, as a consistent series, the vacancy 

figures provide a useful guide to regional 

variations and to developments. 

Two types of vacancy are distinguished: those for 

"actual" jobs and those for Community Programme 

(CP) places. Overall, CP places represent 14% of 

the total number of reported vacancies in 

Scotland, which compares well with 14.8% last 

quarter. However, the regional variation in the 

proportion of CP vacancies to total vacancies is 

vast, ranging from 3.2% in the Shetlands to 51.7% 

in the Western Isles. 

The unemployment/vacancy (U/V) ratio can be 

interpreted as a broad indication of the number of 

registered unemployed people competing for each 

vacancy. However, since registered vacancies 

account for only a proportion of the total, the 

true U/V ratio is likely to be lower. On the 

other hand, not only registered unemployed people 

will compete for vacancies and this will have the 

opposite effect on the ratio. 

Including CP places the U/V ratio for Scotland 

stands at 11.8 and with CP places excluded, the 

figure rises to 13.7. This compares favourably to 

last quarter's corresponding figures of 12.5 and 

15. The ratio is highest in Fife at 16.8 with 

Strathclyde second at 13.7. The low unemployment 

regions of Borders, Grampian and the Shetlands 

have comparatively low rates of 3.1, 5.9 and 6.5 

respectively and these may be indicative of 

current or near future recruitment difficulties. 
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Table 3 : Registered Vacancies* and Unemployment/ 

Vacancy Ratios by Region, July 1988 

CP 

Grampian region is a perfect example of the former 

case since eight out of the nine TTWAs located in 

the region have unemployment rates in excess of 

the regional average. It is the presence of the 

large low-rate TTWA of Aberdeen in which the 

unemployment rate is 6.0%, which draws down the 

regional average. 

Vacancies Vacancies U/V Ratios 

Exc. as a X Exc. 

Borders 

Central 

Dumfries & 

Galloway 

Fife 

Grampian 

Highland 

Lothian 

Strathclyde 

Tayside 

Orkney Islands 

Total 

888 

1323 

610 

1093 

2830 

1124 

3109 

11700 

1617 

78 

Shetland Islands 94 

Western Isles 

Scotland 

149 

24615 

CP** i 

847 

1198 

541 

967 

2790 

960 

2764 

9527 

1435 

70 

91 

72 

21181 

Df Total 

4.6 

9.4 

11.3 

11.5 

4.3 

14.6 

11.1 

18.6 

11.3 

10.3 

3.2 

51.7 

14.0 

Total 

3.1 

10.3 

10.1 

16.8 

5.9 

9.2 

12.3 

13.7 

12.5 

9.4 

6.5 

13.6 

11.8 

CP 

3.3 

11.4 

11.4 

19.0 

6.2 

10.8 

13.9 

16.8 

14.1 

10.5 

6.7 

28.2 

13.7 

Table 4 : 

Borders 

Central 

Dumfries 

Fife 

Grampian 

Highland 

Lothian 

TTWA 

Scott 

& Gall 

Strathclyde 

Tayside 

with unemployment rates above the 

ish and Regional Average 

oway 

No. of 

TTWA 

5 

3 

7 

3 

9 

8 

3 

12 

7 

No.above 

Scottish 

Average* 

0(0) 

2(2) 

3(3) 

2(1) 

1(1) 
5(5) 

10(8) 

2(1) 

No.above 

Regional 

Average 

2(4) 

KD 
3(4) 

KD 
8(7) 

5(4) 

KD 
5(7) 

2(3) 

Unfilled vacancies at Job Centres and Careers 

Offices 

Total 57 26(22) 28(32) 

** Community Programme 

Source: Department of Employment 

Figures in brackets refer to the previous quarter. 

Source: Department of Employment 

Variations in labour market indicators occur 

within regions as well as among them. Tables 4 

and 5 address the issue of intra-regional 

variations in unemployment and focus on Travel-to-

Work-Areas (TTWAs). A TTWA is an approximation to 

a self-contained labour market, that is, an area 

within which most commuting to and from work 

occurs within the boundary of that area. TTWAs 

are the smallest areas for which official 

unemployment rates are calculated. If the bulk of 

TTWAs contained in a region have rates in excess 

of the regional figure this indicates the presence 

of a few areas, possibly even one, with 

significantly below-average unemployment, while a 

low proportion of TTWAs with average unemployment 

indicates the existence of a high unemployment 

area. As the last column of Table 4 indicates, 

Table 5 presents another indicator of the 

distribution of unemployment within regions. It 

indicates for each region, the TTWA within highest 

and lowest unemployment rates. While Dumfries & 

Galloway's TTWAs may exhibit the biggest range in 

unemployment rates, ranging from 25.7% in Cumnock 

and Sanquar to 8.7% in Dumfries, the rate in 

Forres in Grampian is 3.17 times greater than 

Aberdeen's rate. The ratio is also greater than 2 

in Dumfries and Galloway, Strathclyde, and 

Tayside. In contrast, five mainland regions have 

a ratio of highest to lowest unemployment rates 

less than 2 with Highland's 1.55 the lowest 

overall. A low ratio is indicative of a 

relatively even distribution of unemployment 

within a region whilst a high ratio suggests a 

wide disparity. 
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Table 5: TTWA with highest and lowest unemployment 

Rates 

Z High High 

-Low /Low 

Borders H Berwickshire 11.3 5.3 1.88 

L Galashiels 6.0 

Central H Alloa 7.0 6.1 1.56 

L Stirling 10.9 

Dumfries & H Cumnock S Sanquar 25.7 1 2.95 

Galloway L Dumfries 8.7 

Fife H Kirkcaldy 15.5 5.9 1.61 

L North East Fife 9.6 

Grampian H Forres 19.0 13 3.17 

L Aberdeen 6.0 

Highland H Inver/gdon & D/wall 15.3 5.4 1.55 

L Inverness 9.9 

Lothian H Bathgate 14.3 5.9 1.70 

L Haddington 8.4 

Strathclyde H Girvan 21.1 13.1 2.64 

L Oban 8.0 

Tayside H Arbroath 18.0 9.1 2.02 

L Forfar 8.9 

Source: Department of Employment 
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