The Scottish Economy

Industrial Performance

ONERVIEW

For the fourth quarter in a row the index
of industrial production and construction
in Scotland registered a fall when the
results for the second quarter 1986 were
released. The index was down 0.3% from
the first quarter 1986 figure (which, in
turn, had been revised upwards by 0.4%
from the previous production index new
release) and stood at 99.3 {1980=100),

In marked contrast, the year-on-year UK
total index rose by 2.6% whereas the
Scottish index marked time, the UK
annual index {made up of the last two
guarters in 1985 and the first itwo in
19867 now stands above its 1979 level at
1074 compared with 106.9. In Scotland
the picture is quite different with the
latest four gquarter index averaging 1015
compared with the 1979 figure of 1064
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Indications from the latest Scotiish
Business Burvey and CBI Industrial Trends
survey suggest that output may have picked
up in the fourth gquarter of 1986 but
previous surveys indicate that the third
quarter, figures for which should be
available for the May Commentary, will
register further decline in Scottish
output levels. The effects of the oil
price collapse filtering throughout the
Scottish economy are undoubtedly a major
cause of this dichotomy between Scottish
and UK performance,

In the briefing paper by Boyle and Jenkins
contained in this Commentary the main
features of the 1984 Census of Employment
are discussed and, in particular, the
relative growth and decline in Scottish
and UK industrial activities, The
Tigures detailed make grim reading and
further highlight the Scottish element of
the ‘northesouth dividet.

BUSINESS SURVEY

With the inauguration of the quarterly
Scottish Business Survey (SBS) in Qotober
1984 there are now two regular up-to-date



indicators of ftrends in the 3Scottish
industrisl sector. The combination of
the new survey and the jong-standing CBI
Industrial Trends Survey provides a
comprehensive assessment of trends in
Scottish industry, The two dats sources
are essentially complementary, but there
are important differences between them.
Whilst the CB1 Survey provides information
on trends by size of firm, the Scottish
Business Survey provides a geographical
breakdown of responses. Egually, the CBI
provides information on sectoral
employment trends, while the B3B3
distinguishes between male and female
employment, and in some sectors between
full~ and pari-timers, In addition, the
number of respondents to the 3B3 is well
over twice that of the Scottish section of
the £BI survey, Hesponses are elicited
not only from manufacturing but also
construction, distribution and financial
institutions. The results from the new
SAS are therefore capable of a greater
degree of disaggregation than those from
the CBI,

Since the last SB3 and CBI surveys,
sterliing has stabilised after having
weakened considerably in the last months
of 1986, There has been 2 considerable
rise in the price of oil over the past
guarter by almost 30% but this has not yet
percolated through to other prices and the
retail index rose only slightly in the
last quarter., This rise in the general
level of prices was mabched by a slight
increase in nominal interest rates,

THE SCOTTISH BUSINESS SURVEY

For the first time since its inception the
SBS indicates that a buoyant mood now
prevails amongst respondents. This new
optimism is, however, qualified in both
its geographical and industrial extent.
Most worrying, perhaps, 1s that whilst it
would appear that there may be some
abatement in the rate of job losses, there
is little indication, as yet, that
significant inroads will be made into
unemployment.,

The most pronounced optimism is expressed
by respondents in retail distribution and
manufacturing industries, In
manufacturing, a positive balance of 14%
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of respondents expect an improvement in
their general business situation. In
retail distribution an impressive 20% of
respondents are, on balance, nore
optimistic. This underlines the recent
record levels of retail sales, The
construction industry, which has
consistently taken 2 pessimistic outiook,
now has a positive balance of 7% of
respondents viewing conditions more
favourably., Only in wholesaling does
there appear to be broad pessimism about
future trading conditions. Reduced
optimism is reported by 2 balance of 14%
of respondents,

In terms of geographical spread, the
results confirm that Aberdeen is stiil
suffering from Lthe effecis of the
recession in the ©il industry. All
sectors in Aberdeen are experiencing
retrenchment and despite the recent
increase in the price of oil there is
little prospect of recovery in the coming
quarter, In Glasgow, service sector and
construction activity are the most buoyant
whilst in both Edinburgh and Dundee, it is
the manufacturing sector which shows the
strongest signs of recovery. Indeed, in
Pundee, respondents in manufacturing
actually expect to inc¢resse the numbers
they employ. Female rather than male
employment would appear to be the main
peneficizry in this respect,

Considering now the sectoral breakdown of
resulis in further detail the following
main points emerge. In Constructicn, the
principal source of increased activity in
the coming months is likely to be orders
which are placed by central government and
other public sector organisations. Only
in Edinburgh is the expansion of private
sector orders expected to dominate.
Despite the sometimes substantial balance
of respondents expecting increases in
orders, most contractors expect to reduce
the number of people they employ. In
both Glasgow and Dundee, however, there is
some indication that employment may be
expanded,

In the wholesale trade sector, alone in
maintaining a pessimistic outlook, there
is some indication that conditions may
improve over the next three months, The
recurns for Glasgow stand in marked
contrast to those from other areas and
suggest that volume sales and employment



have expanded there over the past guarter.
Whilst respondents from Edinburgh claim to
be pessimistic about trading conditions,
they do expect pronounced inereases in
both volume sales and employment over the
three months Lo April, It is likely that
if other sectors in the economy do recover
in due course the benefits of this will
spillover inte wholesaling, Unlike
wholesaling, activity in retail
distribution now exhibits considerabls
vigowr. This is perhaps surprising given
that respondents were previously only
mildly optimistic, Feelings about
business optimism have now been
substantially revised upwards with a
balance of 20% of respondents expressing
greater optimism. The growth in volume
sales which established new records in the
past gquarter is actually expected to be
surpassed in the coming quarter. As
noted previously, it is only the Aberdeen
returns which do not conform to this
general trend. In (lasgow, in
particular, retall activiby appears to be
expanding at a feverish pace. Indeed, it
is only in Glasgow that the increased
throughput has had beneficial knock-on
effects on employment. Last quarter's
growth in total employment is expected bo
be sustained over the coming four months
but the balance of this expansion is
heavily weighted toward partetime working.
The general optimism which now prevails in
the sector appears to be sufficiently
strong to have led to an upward revision
of investment intentions. A balance of
24% of respondents have, over the past
three months, made plans for the expansion
of their premises,

In the last Commentary, a significant
balance of respondents in manufacturing
were less optimistic about their general
business situation. The position is now
exactly the reverse, A balance of 1% of
respondents report increased optimism.
Since this optimism is only newly founded
it would be imprudent Lo place too much
emphasis on it.

the increased volumes of new orders and
sales which were expected by respondents
in the past quarter materialised and this
growth is now expected to be consolidated
over the coming three months. As
previocusly, the expansion in demand would
appear Lo emanate largely from outside
Scotland, Export orders and sales
provide the principal source of expansion
but orders and sales originating from
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other areas of the UK are now also a
significant source of growth, Domestic
orders and sales remain weak by
comparison,

Support for the view that the optimism in
manufacturing will not be of an ephemeral
nature 1is found in the invesiment
intentions of manufacturers. A balance
of 21% of respondents expect {0 increase
investment in plant and equipment and a
balance of 6% expect to increase
investment in premises. Noticeably, of
the reasons cited for the authorisation of
investment, the desire to expand capacity
now features quite prominently.
Previously, virtually all investment was
undertaken with a view io increasing
efficiency. Once again, though job
loszes are unlikely to be as pronounced as
previously, the expansion of manufacturing
activity is unlikely to make much impact
on unemployment,

THE CBI SURVEY

The results of the CBI survey largely
endorse those of the 3BS, In the CBI
survey a bpalance of respondents in
manufacturing are more optimistic about
their general business situation There
is the expectation of increased orders and
sales but, in contrast to the 383, there
is no evidence to suggest that investment
will be eyxpanded. On the contrary, a
negative balance of respondents expect to
increase capital expenditure on both
buildings and plant and machinery.
lIncertainty about demand and the prospects
of less than adeqguate returns are adduced
as the principal reasons for the
reluctance to invest, On balance,
therefore, the resulis of the CBI survey
are perhaps less sanguine than those of
the SBS,

On disaggregation the CBI results indicate
that optimism is greatest amongst medium
and large sized firms, Small firms would
appear to be benefiting less obviously
from the expansion in activity., AL the
sectoral level, optimism appears to be
broadly based. Optimism is most apparent
in the chemicals and textiles sectors.
Whilst the textile sector has shown signs
of buoyancy in the past few years, (but
not in previous quarters) chemicals has



very rarely shown indications of business
confidenge, Export prospects, in
particular, appear to explain the hew mood
of optimism in the chemjcals sector.

In the mechanica}, instrument, elecirical
and vehicle engineering sector there is
also evidence of & turn-around in
fortunes, A4 large balance of 20% of
respondents are more opiimistic sbout
their general business situation than they
were three months ago. As in other
gectors of the economy much of this
confidence would appear ¢ have i4s
origins in the growth of export markets,
Hitherto there has been little growth in
the exports of Sceitish engineering.
Whilst there has been a2 recent history of
employment contraction in the sector, the
growth in orders is this time expected to
be sufficiently large o lead respondents
to suggest that they may increase the
numbers they employ.

There are, however, sectors which report
an expectation of more depressed
conditions. The decline of the metals
and metal manufacturing sector shows no
sign of abatement, Export markets still
appear to be contracting though perhaps
not in such a pronounced way as before;
job losses continue and ecapacity is
grossly under-utilised.

Rather surprisingly, the Pother
manufacturing® sector, which had in recent
quarters been one of the few areas of
activity to have shown signs of expansion,
now appears to be experiencing reversals.
Wnilst previously forecast increases in
employment did in fact materialise,
respondents now expect to shed labour over
the next quarter. Underlying this
setback would appear to be a contraction
in domestic orders. Export order books
look set to grow and respondents in other
manufacturing stand alone in expecting to
authorise more investment on both
buildings and plant and machinery.

In summary, both the 3BS and CBI surveys
suggest that the increased pace of
economic activity, which was already
evident in some regionz of the UK, may now
be percolating through to Scotland.
Responses o both surveys do, however,
exhibit an element of volatilifty and
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caution should, therefore, be exercised in
the interpretation of theilr resuits,
Kevertheless the turnaround in optimism is
sufficiently broad in its basis to suggest
that the improvement may endure. It
appears unlikely, however, that
significant reductions in unemplioyment
will ocowr unless a substantially greater
grovwth in output is achieved.

Primary

AGRICIR.TURE

Having fallen from £172m in 1984 to £#3m
in 1985, Scottish net farm income rose in
1986 to an estimated £9%m according to the
government's 1987 Annual Review White
Paper, released at the end of January.
becording to the same source, bank
advances to Scottish agriculture rose by
TE in 1986 Lo £943m, with interest charges
down 2% to £193m.  The government claims
to be spending around £330m on support for
farming in Scotland.

These figure serve to underline the fact
that, more than in most industries,
performance is outside the c¢ontrol of
those who work in agriculture and direct
it. A& greater threat even than the
weather is posed by the Lommon
Agricultural Policy of the European
Community, which is now ¢ut of control.
The latest plan, to cub nominal prices of
cereals and certain fruit and vegetables
while freezing the prices of most other
products is unlikely to he any more
successful in saving the policy from
collapse than any of its predecessors.
It now seems a probability, rather than a
possibility, that the CAP budget will
simply run out of cash, bringing about
thereby a cesssation of intervention
buying, and ultimately leading to a
repatriation of agricultural policy-making
to member countries,

In principle, the collapse of the CAP will
be no bad thing, since it has predictably
been a financial disaster for ¢onsumers
and taxpayers, while failing bto satisfy
farmers. What will take its place?



Indications are that the present
government has lost patience with the
level of subsidy to the UK farming
industry currently running at £1578m and
expected to rise to £1800m in 1990, At
the recent Oxford Farming Conference, the
Chief Secretary to the Treasury, Mr John
Mclregor, a former Junior Agriculture
Minister, said that "the overall cost is
no longer sensible for the taxpayer, the
consumer, the farmer, or the national
economy . *

The advantage of restoring agricultursal
policy«making to individual member
countries is that it will make possible
the tailoring of policles to suit the
needs of each country, and will compel
member countries to come to terms with the
fact of excess supplies of farm foodstuffs
whnich are likely to increase in the
foreseeable future rather than diminish
throughout the temperate zones of the
world, What is evident is that there must
De an orderly programme for facilitating
the movement of both farmers and land out
of the production of surplus commodities.

The alternztive 13 & disorderly
destruction of the farming industry in
Scotland, a process which appears already
to be underway, and which is likely to
accelerate in the next few years. At the
present time, about 60,000 people are
directly occupied in agriculture in
Scotland, with about & further 150,000
employed in agriculture-related
industries, To suggest that the sclution
to the looming crisis is to be found in
diversification into goat farmwing and
iupin production, as did the government's
spokesman on Scottish agriculture in the
House of Commons on 19 January, is to
insult the intelligence of the farming
community and the taxpaying citizen,

FISHING

The latest figures published by the
Department of Agriculture and Fisheries
for Scotland show that the value of fish
landings in 3cotland by UK vessels in the
first eleven months of 1986 was £217
miliion., This represents an BL increase
over the corresponding figure for 1985,
The total quentity of landings was 514,000
tonnes, 3% below that recorded a year
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earlier. Pemersal species remain
dominant accounting for %2% of total
guantity and 70% of valiue, The two most
important of the demerssl species, cod and
haddock, have enjoyed differing fortunes.
Cod landings (which accounted for 17% of
total value over the period) fell by 25%
in terms of gquantity to around 42,000
tonnes whilst average prices rose by 20%.
Those figures combine to yield a 0% fall
in value over the year, Conversely,
haddock landings (which accoumted for 32%
of total value} increaged in quantity by
7% and price by 13%.

Pelagic specles accounted for aimost 11%
of the total value of landings and 41% of
quantity. Again the major species in
this category enjoyed differing fortunes.
Mackerel landings fell by 17% in volume
terms and prices fell by 1% whilst herring
landings increased by 4% in quantity and
prices fell by 10%, Finally, shellfish
accounted for 7% of fotal quantity 20% of
total wvalue, Tne total quantity of
iandings rose by 5% to 34,000 fonnes
whilst prices rose by 104,

Towards the end of 1986, negotiations
petween the EC and HNorway over the
alliccation of Joint fish stocks were
successfully concluded, The agreeent
allows Norway a total herring share of
224,000 tonnes in 1987, 55,000 tonnes of
which c¢an be taken from within the EC
zZone, The amount made avallable to
Norway 1s based upon the size of its
spawning stock and any changes in those
stocks will alter their future share
accordingly. This, it is hoped, will
provide an incentive for the Horwegiansg to
follow & more considered herring catehing
regime which will not result in excess
depletion of stocks,

There was some disappointment with this
agreement voiced by the Scottish
Fishermens' Federation, particularly with
the level of access to fish in EC waters
made avallable to Norweglan boats,
However, much more concern was expressed
over the results of the negotiations on
guotas of white fish, Overall, whitefish
guotas were cut substantially and the UK
North Sea fleet, many of whom are based in
the north east of Scotland, face a
reduction of 60,000 tomnes in 1987,  This
in turn could mean a loss of earnings of
over £i0m which would obviously have



saricus implications for the areas
involved,

Later in December, it was announced that
agreement had been reached amongst EC
Ministers over fish quotas for the North
Sea as a whole, Mest of these quotas
also referred to stocks jointly owned with
Norway andé Sweden and so were heavily
influenced by the earlier agreement
reached with Norway. Consequently, the
new guctas involve major reductions in
total allowable catehes for most species
but with the largest cut falling on cod
andé haddook. The UK fleet will be
allowed to take 55,000 of the total of
125,000 tonnes of cod in 1986 which
represents a reduction of around 2T% over
1986 levels, Similarly, the UK share of
haddock is down te 101,000 fonnes out of a
total of 151,000 or a fail of around 33%.

The EC Commission argued that such drastic
cuts were reguired to ensure future
stocks, gilven the advice it had received
from its scientific advisers. In fact,
the aim of conservation was boosted
further by agreement on measures to
protect young eod stocks in the German
Bight which should subseguently lead Lo
less restrictive allowances.

Both Scottish fishermen's representatives
and representatives of the onshore
processing industries protested at the
severity of the cutbacks and forecast that
major job losses could result, These are
especially associated wibth the processing
industry where cutbacks of 20% and more of
available fish coudd place over 1,000 jobs
in jeopardy.

One plan put forward by S3cottish fish
merchants to ameliorate the effects of
lower guotas is to swap some of the UK's
share of west coast herring and mackerel
in return for whitefish (mainly cod and
haddock) from Northern Norwegian waters,
As most of the west coast stocks involved
are Klondyke quotas they provide little on
shore spin.of f, However, compensation
would be reguired for around 50 to 60
vessels which would suffey from such an
arrangement, This plan was attacked by
fighing industry Spokesmen as unrealistic,
First, they argued that Scotland had
insufficient boats to catech the additional
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fish so far north and, secondly, the
amount of fish to be traded (150,000
tonnes) represents over 68% of the herring
and mackerel available to the UK fleet.

On a brighter note, in December the EL
announced a major new programme aimed at
improving and adapting the EC fishing
flests, A total sum of £59%0 million has
peen allocated to the programme which will
have several aims. A large part will go
towards the renewal of fishing boats of
over 33 metres in an attempt to improve
the capability of bigger trawlers and
encourage them to fish beyond EC waters.
There will also be allowances for fish
farmirg, exploratory fishing, fleet
nodernisation and permanent cessation.
The programme will run from 1987-1991 and
it is hoped it will help alleviate
problems of excess capacity at a time of
diminishing stocks. Parts of Scotland
will benefit for the first time from the
Drogramne.

The continuing row over the increases in
fish farm rents announced by the lrown
Estate Commissioners {see past
Commentaries) reached 2 partial settlement
when the Commissioners announced a
temporary reprieve until 1 July to allow
further consultations to go ahead, The
moratorium will enable further
consideration of the special difficuities
faced by Isiand farmers in the hope of
providing for & more amicable longer-term
settlement.

Construction

The index of construction stood at 88.7
for the second quarter of 1986 (1980=100),
the lowest quarterly level since 1983 and
a full 6.4 points below the index for the
second quarter of 1985, This figure is,
however, likely to be subject to
considerable revision in the future, which
tends to make meaningful analysis
difficult. Revisions can be subsitantial;
for example, the index of construction for
the first quarter of 1986 has now been
revised from 92.5 to 90.2, By contrast,
the UK index rose in the second guariter to
101.8, indicating the relative buoyancy of
this sector south of the porder where the
recession in construction has been neither
as severe nor as prolonged as that in
Scotland,



A vroadly similar pattern is evident from
the latest Department of the Enviromment
figures for the value of contracts
obtained by bullding contractors, which
relate Lo the third quarter of 1986, The
total for Scotland was £276m, 2.5% lower
than the corresponding quarter in 1985,
and 16.9% lower than the encouraging
figures reported for the second quarter.
Those figures largely reflected a surge in
new housing coniracts in both the private
and public sectors, but in the third
guarter housing contracts fell back to
levels more typical of the recent past,
At £25m new publie sector housing
contracts were at virtually the same level
as the third quarter of 1985, slthough the
value of contracts for the nine months to
September 1986, was still 4% lower in
nominal terms than the cerresponding
pericd in 198%, largely due to the
exceptionally low level of public sector
housing starts in the early part of last
year.
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By contrast, new contracts in the private
housing sector continue to be relatively
buoyant. Although the third quarter's
total of £71m represented a fall of 34%
over the preceding guarter, this is a
reflection of the unusually high level of
orders placed in the months April to June
rather than & slump in the subsequent
quarter, Total new private housing
orders for the first nine months of 1986
were still 5% above the corresponding
period in 1985,

However, it should be borne in mind that
housing contracts represent littlie over
one third of all new orders received by
contractors, In recent years the third
quarter has proved to be a poor one for
the placing of new industrial and
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commercial orders, and 1986 has proved to
he no exception. Total non-housing
contracts stood at £189m, 7% down on the
second guarter in nominal terms bub almost
identical to the third quarter of 1985,
Private sector industrial and commercial
orders proved particularly weak,
reflecting at least in part the low ojil
price which prevalled virtually throughout
the year,

Once again these figures afforg an
interesting comparison between the
fortunes of the construction industry in
Scotland and the UK as a whole. Total
new orders in the UK for the third quarter
stood at £4,568m, fractionally up on the
previous guarter and fully 21% higher than
the 1985 figure, s stark econtrast to the
continued depression in Scotland.

There are, however, several notes of
optimism in the construction sector, In
January it was announced that the European
Regional Development Fund had awarded
grants worth a further £1i.6m for
infrastructure projects in Scotland, A
total of £57m in ERDF grants have now been
allocated to Scotland in the last twelve
monihs, The K5 projects which will
benhefit from the new grants cover six
different regional and island avthorities
throughout the country, and involve
projects as diverse as new drains for
Thurse and thirty-six workshop units for
the Stirling Business Park, although the
bulk of the grants will be used for
projects in Strathclyde Begion.

The properties arm of the Argyll Group has
submitted plans to Kilmarnock & Loudon
District Council for congtruction of s new
3,250 s@ m Presto store at & cost of
£H,5m, If the plans are approved the
year-long project is expected to create
100 new construction jobs, with a further
150 new permanent jobs arising from the
aoperation of the store itself. And there
i5 a bonus as well. The land for the
proposed new store is being purchased from
BMK, the ecarpet marufacturers which once
dominated the town of Kilmarnock but which
fell on hard times during the 1970s. BMK
say that the proceeds from the land sale
will be used to purchase more capital
equipment for their Kilmarnock plant, thus
creating further employment, an imporiant
consideration for the council planners,

In December the now Edinburgh-based CALA
Properties acquired Dominion Homes, a



hougebullder strong in the Midlands and
south east of England., At £7.2m this is
the largest of the three English
acquisitions made by CALA since 1983, and
the purchase is expected to add almost 50%
to present annual turhover of £28m, It
seems likely that CALA's spending on
acquisitions has neot yet ended; the
company failed in a recent attempt fo buy
Salvesen Homes, and {s known to be still
locking to strengthen its position in the
west of Scotland,

Encouragingly, the optimistic signs are
carried over intc the latest Scottish
Business Survey, covering the three months
to December 1986. For the first time in
the Survey's history there was a balance
of construction firms which expressed
increased confidence about the industry
over the next three months., The actuzl
position over the last three months only
served to confirm 1986 a8 a poor year for
the industry, with very few firms
reporting increases in either new orders
or employment., However, the early part
of 1987 is viewed in 2 more Tavourable
light, with more firms expecting an
increase in new orders than anticipate a
fall, although it should be emphasised
that most firms expect little real change.
This general feeling of increased optimism
does not filter through to the prospects
for employment. Twice as many firms
expect to shed labou before the end of
Mareh as expect Lo increase their labour
force. Given the severity of the
recession in construction such caubion in
labour feorce predictions is not, perhaps,
surprising. But it is interesting to
rnote that cne fifth eof firms which
respended to the Survey lidentified a
stiortage of skilled labour as the single
mest important factor which would limit
their cutput in the next guarter, with
Edinburgh firms apparently being most
proene Lo this problemn, If this lack of
skilled workers is a widespread problem
row then it augurs iil for the time when
the industry finally does begin to enjoy a
suatained recovery, for it is at that time
that any skill shortages may become an
acube bottieneck,

Energy

QIL AND GAS

North Sez oil output fell for the second
successive month in December 1986 to give
a Royal Bank/Radic Scotland oil index
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vaiue of 142.8 {1980=100), whieh was the
second lowest monthly value recorded
during the year. Becember ocutpuf, at
2.352 mbpd, was adversely affected by
seasonal bad weather and by repair work to
the Flotts pipeline. Despite the fall in
production volume the value of dajly oil
cutput in December held steady at £26
miliion, since prices recovered in the
wake of the OPEC agreement reached during
the month {see below)

Annual North Sez oil output in 1986
averaged 2.56 mbpd, a decline of just over
1% on the equivalent 1985 figure.
Industry analysts take this as supportive
evidence of the widely~held view that
North Sea production has tpeaked’ and is
now in siow decline.

iz indicated above, on 20 December (QPEC
members reached an aggeement to limit
production to around 16 mbpd in 1987 and
to set fixed contract prices for oil
trades dated after 1 February this year,
OPEC's stated aim 18 Lo establish a price
of $18pb for its reference crudes, and the
market immediately responded to OPEC's
announcement by moving crude prices
towards levels consistent with an $18pb
OPEC marker. Support for OPEC's
objectives has been provided by certain
non~-0PEC preoducers, such as Mexieo,
Malaysia and Norway, who have also
armounced output cuts {or, in some cases,
non-implementation of planned outputb
increases). & majority of market
analysts seem to believe that these OPEC.
inspired moves will be sufficient to
establish crude prices of around $18pb
during the early months of 1987; however,
some doubts remain as to whether this
price level can be sustained in the late
spring and summer when there will be a
seasonal fall in ¢oil demand in most of the
major consuming countries.

Given the ‘'North Sea premium', an
established OPEC reference of $18pb would
imply prices for North Sea crudes such as
Brent of around $20pb.  Such an oil price
rise {remembering that Brent traded at
under $10pb for periods during 1986) would
undoubtedly assist the beleaguered
Scottish oll suppiies industry. Indead,
the Hoyal Bank have estimated that an oil
price of $20pb could save over 10,000 jobs
in Scotland {(allowing for ‘*knock-on'
effects) compared with the likely



employment outcome if oil prices remained
at $10-$15ph0.

Certainly, 1986 was a particularly bad
year for the Scottish supplies sector in
which some 14,000 direecily oil-related
jobs were lost and, even with an
optimistic view of the oil-price levels
sustainable during 1987, employment
recovery will be slow, However, as the
Energy Minister has pointed out, the
operational requirements of existing North
Sea fields c¢reate a supplies markei of
some £2 billion per annum, and, in all but
the most pessimistic ¢il price scenarios,
some pnew exploration and development
activity is almost certain to take place.
Indeed, in early December, Wood Mackenzie
predicted that, even at the then
prevailing prices of around $1%pb, oil and
gas developmenis on the UK Continental
Shelf would be worth around £4 billion
over the two years till end 1988,

COAL. AND OTHER FNERGY

The total energy and water supply index of
industrial production in Scotland moved
ahead rapidly in the second quarter of
1986, It registered a 6.7% increase on
the imdex for the first quarter to finish

at 110, In contrast, the UK index fell
back by 2.7% $o 124, s5till well in
advance, in relative terms, of the

Scottish index. Un & year-on.year basis
the two indices moved very much in line;
both rose by Just over 9% taking the
latest four quarters on the preceding four
guarters,
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The index for coal and coke in Scotland
also rose, It stood at 56 {3% up on the
previous quarter) in comparison with a
figure of 78 for the UK as a whole (2%
down on the previous guarter).
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The £57m Castlebridge deep-mine entered
production in Oclober of iast year and has
aiready registered Scottish production
records of over S tonnes per manshift.
The pit is the first major deep mine to
open in Scotland for over 20 years and, as
part of the Longannet complex of pits,
will contribute to the supply of 2.2
million tonnes of coal per yvear to
Scogland's largest electricity power
station. The Longannet complex consists
al present of Castlehill, Castlebridge and
Solsgirth pits and should soon be joined
by Polmaise, It is by far the most
prestigious complex in the Scottish
coaifield and its position is central to
the Scottish Area's drive for commercial
viability.

Just two months after the opening of
Scotland's newest pit, the oldest mine in
the coalfield, Seafield, received yet
another setback, The Fife mine, dogged
by a peor productivity record, suffered a
major underground fire during the New Year
holiday period, At one point it was
feared the whole mine might have to be
abandoned but, fortunately, the fire was
contained in the new Coronation face and
prevented from spreading to the older
Dysart face. Nevertheless, the face lost
had been the focus of £3.5m worth of
investment activity over the last few
yearg and the abandonment came a3 a major
Diow to both local pit employees and the
Scottish Area of British Coal ip their
endeavours to ensure the pitts future



workforce., One hundred and twenky fiv
men (14% of the existing workforce) are t
be made redundant as production i
concentrated at the single face lefi.
The degree of job loss was not as great as
many people feared,

British Ceal ocutlined pians in December to
inerease productivity furibher in the
nationwide coal industry, In association
with the Engineering Industry Training
Board, a multi-skilled training package is
being intreduced Lo replace the oid craft
apprenticeship scheme. This will enable
future siilled mineworkers to operate and
service the high-~technology coal-cutiers
British Coal are introducing as part of
their long-term viability strategy., At
present only 75 of the 325 coal faces
cperated by British Coal have heavy duty
equipment installed, The Board
eventually intend £o introduce this type
of machinery into all their pits. Inso
doing a further rationalisation of
manpower and working practices will be
required. Robert Haslam has already
stated his intention to move towards a
four-day week with longer daily shifts to
achieve more intensive working of ccal
faces and efficient use of expensive
machinery. His target is to have f{wenty-
four nowr mining, six days per week at key
pits.

However, these intentions, given present
and forecast market conditions, are
likely to lead fo reduced manning levels
and, in some instances, pif{ closures.
Major producktivity records have been set
in the UK coal industry over the last
year, The latest figures indicate that
average outpubt per manshift in Ootober
1986 was running at 348 tonnes. in
increase of 8% on September, 23% on
Cctober 198% and 46% on the average
produckivity recorded in 1981, The
resuit is that stocks are growing quickly
as cvonsumpiion falls off (although the
severe weather in January will undoubtedly
have increased coal burn significantly).
As the industry introduces more and more
new technology into pits those at the end
of the gueue will become surplusg to
requirements, The position of individual
pits in the high-tech gueue {5 not well-
defined but may be crucial to long-term
survival as the industry moves towards
privatisation in the eariy 1990s.

Manutfacturing

FOOD, DRINK AND TOBACCO

As mentioned in previous Commentaries the
frequent, and on cccasions radical,
revisions to the index of production can
have the tendency to either mask or
exacerbate short-term output fluctuations,
making analysis a hazardous operation.
In the food industry the index for the
first guarter of 1986 has now been revised
downwards by two points £o 101, with the
index for the second quarter recorded at
103 {1980=100), This is virtnally
identical to second quarter performance in
1986, and broadly similar to the UK index.
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The drink and tobacco index, however,
continues at T4 for the second guarter,
uncharged from the first quarter but fully
20 points below the drink and tobacco
index for the UK.
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There is nevertheless some cause for
optimism from the latest Scottish Business
Jurvey, In the three months to December



there was a clear balance of firms
experiencing increased new orders and
overall sales. Exports were particularly
buoyant, with fully two-thirds of
responding companies reporting an increase
in the volume of new export orders, and
none reporting a fall. Encouragingly,
this trend is expected to continue during
the three months to Mareh, The prospects
for employment also appear beiter; more
firms experienced an increase in
employment during the last quarter of 1686
than experienced a decline, despite
expectations to the contrary contained in
the previocus Survey. The next three
months are expected to continue this
favourable frend, although the prospects
for female employment appear 1o be much
brighter than those for male employment.
It seems, however, thait businessmen in
food drink and tobacco are g cautious lot,
despite the trends indicated above, just
as many respondents confessed to being
less optimistic overall about the
immediate future as said they were more
optimistic.

Once agaln there have been important
takeovers in both the food and the drinks
industries. The Argyll Group, whose
chairman James Gulliver has not yet given
up all hope of a merger with troubled
Guinness, purchased the UK elements of the
Safeway chain in January for £68im. The
addition of Safeway's 132 cutleks to the
existing Prestc stores gives Argyll a
total of 662 retail outlets in the UK and
some 9% of the packaged grocery irade,
Following the purchase of Fine Fare by the
Dee Corporation last summer, this move
signifies a substantial rationalisation of
the grocery trade in Great Britain, with
the clear emergence of a "big five®
comprising 3Sainsbury, Tesco, Dee/Fine
Fare, Asda and now Presto/3afeway.

The backgrounhd to the sale of Safeway's UK
stores is rather unusual, Safeway 1s an
American company which last year was faced
with a hostile takeover attempt from
another US grocery retailer, Dart., Ina
novel attempt to prevent the takeover the
company was bought out by its own
management, incurring $4.7b of debt in the
process, and reincorporated as a private
company, safe from fthe clutches of
unwanted predators. The desire to sell
of f the company's UK stores is part of an
attempt to raise funds to reduce the large
debt burden resulting from the buyoub.

While this tskeover represents something
of a coup for Mr Gulliver, nob every
Argyil enterprise meets with complete
SuCeess. One of the existing Presto
stores in Glasgow is to close this month.
The Pollok store, opened in 1980, employed
43 full-time and 71 partetime siaff; most
of the full-timers are expected to be
redployed at other Presto stores, but no
guarantees have been forthcoming about the
Jjobs of the partetime staff.

Takeover activity in the drinks secktor
concerns the acquisition in January of
Edinburgh-based brewers Drybrough by fhe
Ailiedw-Lyons drinks conglomerate for
£48.5m.  The seliers were another drinks
conglomerate, Grand Metropoiitan, who
thewmselves have just cowmpleted the
acquisition in America of the Heublein
drinks group, The immediate effect of
the Drybrough takeover was the ending of
brewing at the company's Craigmillar
brewery, with its transfer to Allied's
existing Alloa Brewery., Keg filling and
distribution is to be maintained in
Fdirburgh, and the initial job losses have
been restricted te 29, The
raticnalisation of brewing activities
between these iwo relatively small
operations was inevitable once control
pagsed toc common ownership, Both
companies held around 7% of the Scottish
draught beer markei, but combired annual
capacity was around 800,000 barrels, much
greater than the combined operation couid
gver hope to achieve in sales. Indeed,
even with the transfer of Drybrough heavy
to Alloa total annual output is unlikely
Lo rise above 800,000 barrels. Through
the purchase of Drybrough Allied also gain
155 pubs in Scotland and 32 in England,

&lthough it has never been confirmed, if
was widely rumoured that Grand
Metropolitan also discussed the sale of
Drybrough with Belhaven, a company
apparently revitalised under the
chairmanship of Raymond Miquel, Such is
Mr Migquel's hold on the company that its
heagquarters are to be moved from Dunbar
to Perth, M¥r Miquel's old stamping ground
wnen he was chief executive of Arthur
Bell. Whether or not Belhaver was
interested in Drybrough it certainly seems
likely that the company will zoon be on
the takeover trail, having in Januvary
successfully raised £13.4m via a rights
issue to be used not only in developments
concerped with the Belhaven brands of
heer, but also with acquisitions in the



field of leisurewreiated activities,
Whether these moves will take place in
Scotland or elsewhere is as vet unclear.

The most depressing piece of news in this
sector in the last guarter was the news
that the Golden Wonder crisp factory at
Broxburn is 1o close at the end of July
with the loss of 3#) jobs. West Lothian
nas seen more than its fair share of
closures in recent vears and can iil
afford the loss of yet another
manufacturing unit, Golden Wonder says
that the closure, which will be
agcompanied by the closure of ancther
factory in Nerthamptonshire employing 320,
is a necessary ratlonaliisation to
safeguard the 2,500 jobs at the company's
twoe other planis st Corby and Widnes.
This has done little to mollify the TGWY,
which represenis most of the Broxburn
workforce. The unlon argues that while
the plant is reliatively small, it is
modern, highly sutomated and efficient,
and poinis out that even Golden Wonder
admits that there is no real evidence of a
slump in the market for snacks, The
union has also indicated its belief that
ihe closure comes as a result of the sale
of Golden Wonder by Hanson Trust teo
Dalgety just last November, although the
company ciaims that a review of
manufacturing capacity had been under way
for 18 months before the closure
announcement,

WHISKY

The prospects for the whisky industry seem
rather brighter than at any time since the
beginning of the 1980s, Since 1978 over
one guarter of zll malt whisky
distilleries in Scotland have ciosed
either temporarily or permanently, the
result of massive overcapacity in the
industry. At last, however, there are
signs that this painful process of
rationatisation is bearing fruit. A
recent report by stockbrokers Campbell
Neill estimates that the ratioc of whisky
stocks to annual consSumption has fallen
from 8.9 in 1980 to 7.7 in 1986, the
heslthiest position for over twenty years.
A reduction in stocks was required not
only becguse there was too much whisky on
the world market but because of the
enormous expense borne by distillers and
blenders who are, in any case, obliged to
carry massive stocks.
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Production of whisky for the nine months
to the end of September totalled 186.0m
litres of pure alcohel (LPA), fractionally
up on the first nine months of 1985, of
rather more importance is the indication
that exports, which account for fourw
fifths of ail whisky sales, are once again
pleking up. Total exports for the first
eleven months of 1986 stood at 214.7m LP4,
34% higher than the corresponding period
in 1985, and mainly the result of a strong
performance in the second half of the
year, As has been the norm in recent
years exports of malt whisky, especially
bottled malts, have increased rapidly, up
144 in the year to Kovember. The 1%
ihcrease experienced by blended exports in
the same period, while much more modest in
percentage terms, is nevertheless very
encouraging given the dominance of blended
whisky in the overall whisky mariket. The
export market would look even healthier if
the continuing decline in US exports could
be halted or even reversed,
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In the last Commentary mention was made of
the strong representations being made to
Japan by the Scotch Whisky Assocclation
{3W4) in conjunction with the EC in an
effort to persuade the Japanese to
dismantle the tax regime imposed on
imported wines and spirits. This tax
system is particularly harsh on imported
3coton whisky, taxing it twice as heavily
as Japanese Yfirst grade™ whisky and seven
times as heavily as "second grade" whnisky.
To add insult te injury, Scoteh whisky
entering Japan pays seven times as much
import duty as does Japanese whisky on
entering the EC, The SWA argues that the
combination of these factors makes it
impossible for Scotch o compete fairly in
Japan with locally produced spirits
because Scoteh is effectively excluded
from 80% of the Japanese market. It has
been estimated that the removal of all



such import duties and teaxstion could
result in a doubling of Scotch whisky
gxports to Japan, The Japanese
government {inally agreed that changes
would be made, ard that if they proved
unsatisfactory to the EC the matier could
be decided by @ panel from GATT {(the
General Agreement oh Tariffs and Trade).

Unfortunately, the long awaited reforms
fell far short of the SWA'S requirements
when they were anncunced in December.
Hather than completely abolish the system
of grading, which was what the SWA wanted,
the Japanese have proposed a
reclasszification which now includes Scotch
whisky with Japanese f{irst-grade whisky,
put maintains a tax differential of fwo
and & hall times between this combined
grade and Japanese second-grade whisky.
While the proposed abolition on 1 January
1988 of ad valorem taxes and the 30%
reduction in importe duties are welcome,
the SWA maintains that unless these moves
are accompanied by the scrapping of the
grading system there will still be
effective discrimination against whisky,
in breach of GATT, The European
Commizsion has now accepted the view thal
the proposed reforms do nol go far enough,
and has indicated that it will now pursue
the case of whisity and brandy exporis to
Japan under the GATT procedure,

Almost inevitably, the major news in the
whisky industry in the last quarter has
been developments at Guinness. Rather
overshadowed by the Department of Indusiry
{BT1) investigation inioc the company's
affairs was the news of the closure of the
Black & White bottling plant at Stepps,
one of five such planis acquired by
Guinness during the Distillers' takeover.
The plant will close in March with the
1oss of 340 jobs, and another 90 jobs will
disappear at the same time through
cuthacks at the Johnnie Walker cooperage
in Kilmarnock and reorganisation in
warehousing and general administration.
While by no means entirely unexpected -
Guinness was known to have been
updertaking & major review of all
Distiilers' activities -~ this closure
represents the first of what the trade
unions fear could be a series of major
redundancies as rationalisation of
Guinness! new whisky interests tfakes
piace. The company claims that average
unit costs at the 3tepps plant were double
those of the other planis but redundancies
at Leven, Kilmarnock, Perth and Shieldhall
have not been ruled out.
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Given the extent of anti-Guinness feeling
in Scotland it was unsurprising to see the
strength of reaction against the cliosure
announcement.  However, it should be born
in mind that the boiitling capacity
inherited by Gulinness following the
Distillers' takeover was far in excess of
the company's likely foreseeable needs,
and that the Stepps plant in particular
was operating at about 30% of capacity.
3een in this light the closure may be
viewed as part of the necessary
rationalisation of the industry in line
with the preseni requirements of the
market, rather than as CGuinness simply
choosing to wield the axe in Scotlamd.

Another strand of this rationalisation
process was made apparent with the
announcement in December that ail of
Guinness' UK sales and marketing of
spirits will be handled from the Perth
headguariers of Arthur Bell from July,
under the aegis of a& new company 4o be
called Bellrs Brand Group. The
activities of the London-based Distillers
Home Trade will move to Scotland, which is
expected to lead to 50 new jobs in Ferth.
The logic behind the rationalisation is
obvious, but the benefits may take some
timeto acquire., In the immediate future
the sales foreces of Bell’s and Distillers
are Lo remain separate, while a strategy
is developed for the co-ordinated
marketing of previcusly competing brands,

The news which has given the press a field
day is not, however, of plant closures or
company reorganisation, bub the series of
almost dally revelstions which have
surfaced since inspectors from the DT1
arrived at Guinness' headguarters on 1
December, 1L soon became apparent that
the investigation centred on share
dealings which took place during the
Distillers' takeover, and further
inquiries into the Bell's takeover have
not been ruled oul, Much of the af fair,
which has already cost Ernest Saunders his
job, has more to do with the City of
London than with the Scotch whisky
industry, as witnessed by the number of
heads which have rolled in a variety of
merchant banks,  However, thére are some
aspects of the way in which the
Distillers® takeover was conducted which
are of wmore immediate concern to the
industry.

One of these concerns the transfer in
Kovember of the Dewar's trademark to



Schenley Industries of the USA,  Schenley
have been US distributors of Dewar’s for a
number of years, and have wide experience
of the industry; indeed the company ab one
time had a much closer interest in Scotch
whisky through its ownership of Long John
between 1956 and 1975, The odd thing
about the Dewar's assignment ig that the
previous incarnation of the Guinness
management apparently gave the brand to
Schenley for nothing; odd, because Dewar's
wag Distillers' top-selling US export and
could therefore have been expected to
command a reasonable price. It has also
been noted that Schenley's owner, Meshulam
Rikiis, apparently spent a lot of money
buying Guinness shares at the time of the
Distillers! takeover. The new Guinness
management will no doubf be Keen o
investigate the precise circumstances
regarding the assignitent,

Arcther interesting peint concerns the
position of the ten brands of whisky whose
UK rights Guinness agreed to sell to Whyte
& Mackay in order to prevent the referral
of the Distillers’ bid to the Monopolies &
Mergers Commission. If the share-buying
scandal resulis in criminal prosecutions
against any former member of the Guinness
management the legal position of that
divestment may be in some doubf, although
there is no doubt that Whyte & Mackay
acted in good faith,

The reaction of institutional investors to
Mr Saunders’ sacking is bound to be mixed.
One one hand there is a general view that
a damage-limitation strategy could best be
pursued by the company with the chief
executive removed from centre stage, On
the other hand, there can be 1ittle doubt
that the institutional suppert which was
s0 evident at the time of Guinness!
Pmerger® with Distillers was largely
forthcoming because Mr Saunders was
perceived to be the man who could do the
best Jjob for the combined companies.
With the departure of both Mr Saunders and
finance director Olivier Roux a large hole
is created in the Guinness menagement
team, and the major institutional
sharehoiders will need to be convinced
that there is still a strong hand at the
corporate tiller.

The man selected to act as chairman in
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this interim period is Sir Norman
Macfarlane, chalrman of his own "Clansman"
packaging group and a nonwexecutive
director of several major Scotiish
companies, His appointment does much to
restore dignity to Guinness' tatbtered
public image, but suggestions that hnis
appointment will revitalise the proposed
*3cottishness® of Guinness seem at best
premature and st worst wildly optimistic.
It seems likely that Sir Norman will
initially be more interested in steering
the company through the most difficult
period in its history than making major
strategic decisions such as the location
of the group's corporate headquarters,
especially since his tenure as chairman
may be of a temporary nature,

No one who has any concern for the Scoteh
whisky industry, even those who were
opposed to Guinness' takeover of both
Arthur Bell and Distillers, can take any
satisfaction from recent events. Until
the DTI investigation and its aftermath
are resolved many Senior managers in the
aleoholic drinks ipdustry will be
deflected from their primary purpose of
running profitable businesses, That is
bad for the whisky industry and ulitimately
bad for the Scottish economy. While it
is to be hoped that the investigation will
be thorough and will reveal any illegal
activity during the Pistillers' takeover,
it should be carried out as quickly as
possible in order to allow both Guinness
and with it a large part of the whisky
industry to get back on an even keel,

MECHANICAL FNGINEFRING

Rarely has such a short period of time
been guite 30 catastrophic for an
industry. Since the iasi Commentary the
announcements of closures or redundancies
at Caterpillar, Kestrel Marine, Reyrolle
Belmos and Babeook Power have signalled
the loss of more than 2,600 direct jobs in
the Scotiish mechanical engineering
sector, Muoh of this section will focus
on these reverses and the very serious
guestions which they raise about the
conduct, or more accurately, the absence,
of a realistic industrial policy for the
country's traditiconal manufacturing
sectors,
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Even before recent events the industry in
Secotland had been experiencing serious
problems as evidenced Dy the Index of
Production figures for the second quarter
of 1986, These show a fall in cutput of
ten points (11.9%), from 84 to 74, between
the first and second gquarters of last
year, The series now stands at its
iowesteever level, In contrast the UK
Index actually grew by two points to G5,
The implied contraction in production in
Scotland is enormous, if it is true,
However, given the considerable revision
in the first guarter’s figure from 77 when
first reported to 8% as currently
reported, it may be wise to withhold final
Judgement.

danuary's Scottish Business Survey,
completed before most of the major
redundancy announcements, provides no
additional comfort. Fifty firms
responded Lo the Survey and their replies,
weighted by employment in order to give
the industry-wide picture, indicate that a
balance of 16% of firms are less
optimistic about the buginess climate than
in October, Moreover, a net 31% of firms
expect total employment to fzll in the
three months to the end of March, Thus
the prospects for the shori-term &t least
are of further redundancies and loss of
capacity, suggesting that the poor Index
of Production figures for early 1986 may
merely have been the harbingers of the
year’s end doom.

The major heasdlines in the industry have
been created by the announcement in
Japuary of the imminent closure of the
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Caterpillar crawler tractor plant at
Uddingston with 1,221 redundancies. As
recently as September the long-term future
of the factory seemed assured with the
firm embarking on a planned £62.5m
investment programme to follow the £20m of
investment over the previous vear. It
was expected that the successful
production of the D6 bulldozer and other,
new products would continue for the
foreseeable future given the company's
capital commitment. However, the
American-based parent company experienced
world-wide losses during the third quarter
of 1986 and in response closed two plants
in the USA as well as UYddingston, It is
¢lear thal there was no consultabion with
iocal management or workers about the
decision and none with the Scottish Office
which had offered financial assistance
with the planned investment. The
transfer of Uddingston's business to a
European plant, either in Belgium or
Grenoble, France, is likely.

Although the closure may have been sudden
and unexpected, some problems should have
been anticipated., There is no question
that the workforce at Uddingston produce
an excellent product and do so
effjciently. Furthermore, the industrial
relations record at the plant is ewxcellent
- no strike for eight years. As a
result, the D6 bulldozer dominates the UK
market in its class, However, 90% of the
750 vehicles produced annvally are
exported, mainly to Europe and the Middle
East, It is in these markets and the USA
that Komatsu of Japan has been
increasingly active in recent years. it
was Komaltsu's success in the US4, in
particuiar, that led Caterpillar into the
coest cutting programme of which the
Uddingston workforce is a vietim, The
Scotiish Office and the Department of
Trade and lndustry (DTI) do not emerge
from this episode with credit, It was
the government which gave the Komatsu
£2.7m of regional aid to set up its
European base in Newcastle - in the former
Caterpililar factory there. Several
questions about the role of UK government
departments can be raised: does the DTI
monitor the performance of the parents of
foreign-owned UK plants? What assurances
did the Scottish Office extract from
Caterpillar in the US4 in offering public
fungs to invest at Uddingston? If, as Wr
Maleolm Rifkind said, the Caterpillar
decision is deplorable, are new, tighter
codes of conduct reguired for muitie
national companies?



Turning to the fubture, there appears to be
no possibility of the company reversing
its decision, The workforce has occupied
the premises and may continue production
at some level, As yet there have been no
public indications of a possible rescue
attempt, although some efforts may be
being made in private, A management buy-
out, a workerst co-operative, and takeover
by ancther firm or interested parties are
options which will undoubtedly be
considered over the next few months. In
addition to any input from central
government it could be expected that the
3DA and the local authorities {perhaps
through their pension funds) will either
find or provide assistance fo & potential
buyer,

The second major blow to mechanical
engineering in the west of Scotiand was
the decisjon of Babocock Power in December
Lo make 620 people redundant from its
workforce of 2,570 at Renfrew. This
anhouncement was not unexpected although
it was certainly avoidable., The November
Commentary discussed the "Programme of
Change® which the workforce and management
had underifaken since 1979 invelving
changes in working practices, training and
technology, combined with job cuts to
enable the firm to compete more
efficiently in the world market. The
most recent phase of the Programwme,
"Operation 85/86" included a commitment
from management that there would be no
compulsery redundancies before January
1987. However, with the introduction of
short-time working in September the
company made it clear, ohce again, that
Job iosses of a considerable magnitude
wouid be inevitable in the absence of a
new programme of power station orders.

The world-wide decline in power station
orders is the conbext within which the
redundancies became necessary. Total
orders by foreign utilities are currently
running at 10,000 megawatts {Mw) to 12,000
Mw per annum compared with 60,000 Mw in
1980. However, within the UK at least,
it is known that new power stations will
be required by the mid«199%0s at the latest
if power shortages are %0 be avoided.
The Central Electricity Generating Board
(CEGB) needs 12,000 ¥w of new and
replacement capacity by the year 2,000 in
contrast to the 3,000 Mw ordered since
1973, It is because the CEGB has refused
to bring forward its ordering programme in
advance of the government's decision over

Sizewell B that Babcock Power and other
firms in the indusiry are struggling. A
recent report commissioned by Northern
Engineering Industries concluded that any
further delays in orders, particularly for
Sizewell B, could be the "final straw",
for much of the industry. The danger
identified by the report is not simply the
1055 of expertise and skilled labour
through the contraction or closure of
companies; it is that when the inevitable
increase in demand comes, both at home and
internationally, the UK faces the prospect
of being unable to compete successfully
for potential exports and even of losing
domestic orders to imports.

Elsewhere in the industry Kestrel Marine
of Dundge and Reyrolle Belwos of Blantyre
announced closures resulting in 500 and
265 redundancies respectively, The Dundee
fabrication yard has suffered from the
downturn in the oil industry while the
Blantyre firm faced falling demand for its
coal mining engineering eguipment.

Heightened competition in the heavy diesel
engine market will continue to pose
problems for the British industry., From
the Scottish perspective the position of
the American-hased Cummins Corperation
with its Snotts plant is of particular
interest. As a result of exceptionally
fierce and co-ordinaied marketing efforts
by Japanese firms, especlally in North
America, Cummins was foresd Lo undertake
serious economy measures, including
shedding 3,000 of its 20,000 employees.
One outcome of the "Thirty Month Sprint¥,
a5 the exercise was known, has been the
collapse in the firm's net profits from
$187.9m in 1984 to a net loss of $109.6m
in the first three guarters of 1986,

The UK machine tools sector seems set for
much fiercer competition due to the
decisions of cother countiries. The U5
Government has decided to cut imports of
machine tools over the next five years.
In addition a recent change in U3 law now
requires the Pentagon to buy American-made
machines. Currently trade with the
Department of Defence is worth $30m per
annuy to British companies. In Japan,
despite record turnover and profits in
1985, the machine tools industry has
applied to the government for
restructuring. Both the rise in the
value of the Yen and American moves on



imports have affected the sector more
recently. The effect of these
developments in America and Japan will be
Lo increase competition in markets outwith
the 34, with the {urther threat of far-~
Eastern companies looking to furope for
increased trade.

An issue of national importance, Lraining,
has surfaced again in recent months with
accompanying acrimony., Tne Engineering
Industry Training Beard (EITR} has pointed
out that although the demand for trained
engineers 1s rising, especially cutwith
engineering, there is no way that the
industry can avold the costs of training.
Thus, it has petitioned the Minister of
State for Employment, Mr Trippier to find
a means of making all of industry and
commerce pay for industrial trainming, In
addition, the E1TB claims that the levy
system no longer works - 95% of firms
claim exemption. The three proposed
selutions are: first, tougher
implementation of the present system to
reduce the number of exempt firms.
Secondly a compulsory levy of 1% on
engineering payrolls to yield £160m per
BRUM. Finally, to raise £30m which
would see the EITB become a largely non-
interventionist body eoncerned mainly with
national Lraining initiatives, The group
of 13 major companies - including Ford,
GEC, Lucas and Perkins Engines - which two
years ago called for the abolition of the
EITB, is preparing a response.

The President of the Institution of
Mechanical Engineers, Professor Bernard
Crossland has called for substantial
changes in engineering training; f{rom
schools to universities to in-service
training. With respect to the role of
the tertiary sector, he believes that the
existing engineering faculties in
universities, central institutions and
polytechnics should be condensed into 20
or so0 "echnical universities®, such as
Strathelyde, In addition, undergraduate
courses should be made considerably less
intensive with cowmpanles and the
individual being responsible throughout
the engineerts career for the maintenance
of professional standards., This would
involve continuous testing while in
employment, complementary increased block
release, shori-courses, seminars and
distance learning. These recommendations
seem pertinent in light of the "Changing
Working Patterns" report prepared for NFDO
by the Institute of Manpower Studies which

pointy to the continuing increase in the
demand for skilled engineers by industry.

Turning finally to company news, John
Brown Engineering (JBE) of Clydebank has
secured conbracts worth £45m with China's
Ministry of Petroleum to supply power
generation equipment at three of the
country’s oilfield installations. The
235 Mw generating equipment will be used
to produce power for oil pumping machinery
and district power grids, The order was
won in the face of competition from Japan,
West Germany and France and should secure
Jobs at Clydebank throughoul the first
half of 1987, The company i% also one of
several bidding for the first CEGB
contracts for flue gas desulphurisation
equipment to reduce aciderain., The first
contract will be for the DBrax power
station in Yorkshire and will be worth
£200m over four vears with work commencing
in 1989, Like other potential contractors
JBE has entered a technology agreement
with an overseas firm which has expertise
in this field. In JBE's case the firm is
General Electric of the USA.

The Weir Group has had another successful
quarter. Two orders worth nearly
£600,000 have been received for fire pumps
for oil and gas installations in the North
Sea and Mozambique. The orders were
placed by McbBermott Engineering and BP
Africa.

On the technology front Weir Pumps
announced that it has reached an advanced
stage of development with a system which
will allow fluids to be pumped together
from the seabed without prior separation
into gas and llquids. This would mean
that production platforms would no longer
have to be sited close to well«heads and
that gases, liguids and fluids could all
be pumped together, either to shore-based
facilities or to one central production
platform, Clearly this will make many
marginal oil fields more cost efficient.
laboratory tests have already been
successfully compleled on a subsea model
which can handle 5,000 barrels per day
{bpd)., The second phase, at the moment
partly funded by Arco British, will see
the development of itwo protolypes to
handle #00,000 bpd.

Babecock Power, apari from announcing
redundancies, is & pariner in the



consortium preferred by the government Lo
manage the Royal naval Dockyard at Rosyth,
Babeock Thorn.  The contract will be for
geven years with Babcock Thorn promising
savings of £38m including a reduction of
the permanent workforce from 4,800 to
4,600, Babcock Power is also in line to
receive the go-ahead on £90m of work for
the 3izewell B power station agreed in
principle some time ago,

The Secretary of State for Trade and
Industry has announced that Holls Royce
will be privatiszed in April or May. In
addition to the privatisation flotation
estimated to be worth £750m - £1,000m, a
further flotation of ordinary shares will
take place to cover the company's net
borrowings. The govermment will retain a
HWapecial share™ and its consent will be
required if the company wishes to dispose
of more than 25% of its assets or of its
nuclear business assets. Foreign and
individual sharehcidings will be limited
inttially and the composition of the board
will be at least 75% UK citizens, TRolls
Royce has two large Scottish plants at
Hillington and East Kilbride,

Seaboard Lloyd the oil well-head equipment
producer opened its £im UK headquarters
and manufacturing plant at Cumbernauld,
This will create 100 jobs over the next
four years, Two orders for fabrication
piles have peen placed by Shell UK
Exploration and Production, The first
worth £2m for the Shell-Esso Eider field
has been placed with Lewis Offshore Lid,
The order is for 24 piles using 5,500
tomnmes of steel, The second placed with
Mebermott Scotland at Ardesier is for 32
piles worth £2.5m using 7,500 tonnes of
asteel, Given the downturn in oilwrelated
activity McDermott is planning to
diversify into other areas with the
Dornoch Bridge and the Jetty for the
Faslane submarine base belng contracts in
which 1t may be interested.,

ELECIRICAL AND INSTRUMENT ENGINEERING

Despite the upward revisicn in the figures
for the first gquarter of 1986 the first
half of 1986 has seen electrical and
instrument engineering output fall
markedly in Scotland, The 11% fall in
the first quarter, reported in the
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previous Commentary, was translated into
an 8% fall in light of the revisions.
However, a further 4% fall meant that the
index closed the quarter at 164, its
lowest since the second gquarter 1984,
This figure represents a 13% fall on the
second quarter 1985 figure - the peak for
that year.

In the UK as a whole the second quarter

figure fell merginally by 1% down from 127
Lo 126,
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As with other sectors of the Scottish
economy, the responses by electrical and
electronics firms to the January Scottish
Business Survey showed a substantial
increase in business optimism, On
balance 36% of respondenis were more
optimistiec about the general business
situation than they were three months
previcusly. New orders and sales
performance in the non-Scottish UK and
export markeis were the main reasons
behind this optimism,. Despite this,
overall capacity utilisation was only
reported at 56% and the expected trend in
total employment is downwards according to
a balance of 20% of respondents. Oprders
and sales are cited by 69% of respondents
a8 being the factors most likely to limit
cutput over the next three months, The
trend of increased business optimism but
reduced employment prospects was a common
feature in the January Scottish Business
3urvey and, therefore, is not unique to
the electronics sector,

Given the emphasis on the electironics
industry in the signed articles contained
in this Commentary the report on
industrial performance is shorier than



usual, 4 commentary on some of the wider
developments in the electronics industry
world-wide since November 1086 will be
included in the May edition,

In the meantime there has been mixed
company news over the last few months,
Amongst the announcements of openings and
gxpansions has been one of the most
cutstanding successes of the Locate in
Scotland Bureau, its capture of Compag
Computers' first BEurcpean manufacturing
facility. LI5S faced siromg competition
from other Luropean countries, among then
Germany, France and Ireland, and this
suctess is a credit to the package of
financial and locational incentives the
pureau has painstakingly pieced together,
Tne announcement was made in November that
the fast-growing US giant was to set up in
the grounds of Erskine Hospital and
provide 350 jobs by 1990, Fifty percent
of these jobs will be for assembly line
workers and over 150 for graduates,
Despite the strain this development will
place on the supply of skilled labour in
Seotland the emphasis on a highly skilled
workforce is most welcome, Further job
boosts came from four other U3 companies,
BBN Communications, manufacturer of
private data networks, is Lo set up in
Livingston and will employ 100 people Dy
July,  Another Livingston company, Apollo
Computer is expanding its technieal
workstation manufacturing facility and is
expected eventually to add 200.300 workers
to its already 180 strong employee base,
Tne Livingston plant alreasdy supplies 60%
of the company’s Europesan sales and this
development is geared towards ensuring
that 100% of European sales can be met
from Scotland.

In East Kilbride the computer supplies
company, Inmac, 15 to create B0 jobs over
the next three years as it seits up an
operation to supply interface cables, data
transfer switches and line testers to the
wider industry. Lastly, Bigital are to
boost their Ayr workforce by another 100
{to over 1,000) in 1487, This is in
addition to a 130 job expansion announced
in October,

However, ss usual, their is always Lhe
downside in this highly volatile industry.
Burroughs, one of the cldest electronics
multinationals in Scotland {and now
renamed Unisys Since its merger with
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Sperry} are to close their Cumbernauld
development facility with the loss of 360
jobs, more than the number Compag will
bring over the next four years. This
announcement was a further blow to the
company's Cumbernasuld workforce beecsuse a
similar number of redundancies were
announced in February last year when the
manufacturing wing closed, Unisys still
employs 750 people abt its Livingston plant
but the loss of such a well-gualified
workforoe, concentrating on design and
development, 15 a major setback for the
Scottish industry which is at its weaskest
in the design and development area,

TRAKSPORT EQXIIPMENT

The adverse domestic repercussions of a
fall in the price of oil, feeding through
Lo lower development and exploration
activity, was seen as a threat to the
shipbuilding industry in Scotland in the
last Commentary. This threat turned to
reality in November in the worst possible
Way. Trafalgar House announced that
1,600 out of the 2,500 strong workforce at
the lower Clyde vard of Scoti~Lithgow were
to go. In effect, the core, permanent
workforce will be reduced to 700 during
the course of 1987 and, if no more orders
are won, in September this year there will
be further cutbacks, Indeed, it would
surprise no-one if the yard closed
altogether on the completion of the
Atlantic Conveyor conversion and the
possible MOD contract work. These are
changed days since August 1974 when 9,000
employees were registered at the Scott
Lithgow yards. It is just three vears
ago that almost 4,000 were employed at
the company, then controlled by British
Shipbuilders, and the first threat of
closure hung over the yard, In evidence
to the Scottish Select Affairs Commitiee
in ¥arch 1984 the Fraser of Allander
Institute calculated that, if the Scott-
Lithgow yard was to ¢lose, a further 3,957
long-term Scolttish jobs would be lost;
over 1,000 in the utilities and service
sector, With the recent announcement
alone it is likely bthat a {urther 1,500
jobs will be lost over the next few years
in 3cotland as the lost purchasing power
from both workers'! incomes and company
expenditures feeds through.

Relief for Scoti~Lithgow's pllght from the
general shipbuilding market looks like a



forlorn hope. In the latest quarterly
shipping study from the OECDH, new orders
in the first nine months of 19@6 were down
33% on the same period in 1985, Worst
hit were Western Furopean yards where only
499 ship orders were placed compared with
1,870, In Japan 4,510 ships were ordered
compared with 5,604 in the nine months the
year previously, Sad to say, even these
falls in new orders do not look like the
trough for the world shipbuilding
industry. Over supply in world shipping
tonnage stood at nearly 25% or 161.8m
deadweight tonnes in 1985, This gross
imbalance could be redressed from itwo
sides; first, the demand side through
inereases in utilisation and secondly, the
supply side through decreases in new ships
ordered and/or increased scrapping rates,

The volume of world trade has fallen back
to 1974 levels over the last decade and
there have been few signs of increased
demand in the immediate future, One
potential stimulus Lo world trade is the
fall in the 01l price which might increase
demand in industrialised and non-oil
developing country economies, If this
demand feeds through to trade asctivity,
and even increased demand for oil,
utilisation rates for general cargo ships,
bulk carriers and fankers would increase,
So far there has been 1ittle sign of this
happening although it is always the case
that the ‘gainers’ from any economic event
such as the o1l price fall take longer Lo
react and adjust to the new trading
conditions than the *lesers!, It may be
the case that within the next few years
there will be & major upturn in the
shipping market. The problem facing many
yards worldwide is how to stay in the
shipbuilding game until then, On the
supply side genersal government
subsidisation policies have exacerbated
the oversupply of ships by making it
abtractive for shipping owners to build
specuiatively. Prices of new ships have
declined drastically, for exanmple, &
250,000 dwt tanker cost $T8m in 1980
whereas in 1985 the same ship was selling
for $47Tm. Nevertheless, government moves
to reduce subsidies and bankers' atiitudes
towards loans for ship owners have both
acted to reduce the speculstive demand for
new ships since 1984/85, Recent moves in
Europe (see below} and Japan have
maintained the course of reduced
subsidisation., On the scrapping front,
only 3.5m gross registered tomnes (220
ships) were scrapped between 1978 and
1985, Perhaps a more efficient way of

subsidising the industry would be for
governments Lo promote reduced supply in
this way. For this policy to work, co-
operation between governments worldwide
would be reguired; a marked departure
from the normal state of affairs.

Amongst others, the United Nations
Conference on Trade and Development
{UNCTADY and the Euvropean Community {EC)
have suggested that solutions must be
found for the world shipping crisis. So
far no-one has come up with proposals
which can attract broad support,

Unilaterally the EC has agreed new subsidy
levels for shipbuilding, The new, all
inclusive subsidy was set at 28% in
December, despite the faci that the price
differential between some European
shipbuilders and Far East shipbuilders
stands at 80% and will thus force more
rationalisation on the European industry
{whieh holds 18% of world capacityl.
British Shipbuilders had argued for a
subsidy level of 36% claiming that
anything less would force vards ocut of
business, Given this warning the hunt for
orders at Govan and Appledore Ferguson
must prove fruiiful this year or their
future will be in grave doubk, Recent
press reports have suggested that & £50m
order for three container ships for China
are in the offing. It is to be hoped that
these prove correct as the Norsea, Govan's
last order on the stocks, is due to be
completed hy the end of March,

A subsidy of Just over 5% would have
secured an eight ship order for the
Aberdeen vard of Hall Russell from the
Indian Government., However, bureasucratic
red«tape meant thai the buyer had to
apply for trade and aid assistance before
the UK Government would consider the
appeal which would secure 500 jobs for
four years. At the time of writing no
firm decision has yet been made on the
conbract,

In contrast to the plight of the merchant
shipbuilding industry in 3cotland, our
fledgling aerospace sctor ls booming.
Eighteen new orders for the highly



successful Jeistream 31 aireraft built by
British Aerospace at Prestwick were placed
in December, detstream Internationsl, a
iong-standing customer, took up obtions on
14 planes and placed options for 20 more.
The iobs of the 2000 workforce look safe
for 1887 and well into 1983,

The bus market deregulation which has
caused a drastic fall in large bus
registrations, only 300 being expected in
the UK in 1987 compared with the 1984 pree
legislation tofal of 3,000, has not
adversely affected the Fallirk ocoach-
builder, Walter Alexander. The group's
pre-tax profits for the first six monhths
were up on a siightly reduced turnover.
Undoubtedly the group's restruchuring and
diverse activities have contributed to
this situation. Another remnant of the
Scottish vehicles industry, Volvo Trucks
at Irvine, reported record output last
year, The assembly plant employs around
250 people and concenirates solely on the
British heavy trucks market, {This
stands in marked contrast to the Leyvland
piant at Bathgate, formerly Scotland's
only truck manufacturer, which closed in
1686, Its market was for light trucks
aimed at the developing country market,)
Volve has the ability bo build double~
decker buses but, given the present market
difficulties, is unlikely to make use of
this facility in the foreseessble fufure.

CHEMTCALS AND MAN-MADE FIBRES
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The latest Scottish index of industrial
production figures revesal that over the
second quarter of 1986 output in the
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chemicals and man-made fibres sector fell
by 2% to stand at 108 (1980=100).
Furthermore, when the four quarters to
June 1986 are compared to the four
guarters a year previously output has
fallen by H%. These figures confirm &
continvation in the downward trend in
cuiput which has been evident since the
first gquarter of 1985 when the index
peaked at 117. In contrast the UK index
stood at 118 for the second guarter of
1986 showing no change over the previous
quarter and indeed no change over the
year.

Results from the January Scottish Business
Survey imply, however, that some recovery
in output may be expected over the latler
part of 1986 and the early months of 1987,
&4 halance of 43% of respondents wers more
opbimistic aboui the general business
situation in their industry than they had
been three months previously. The source
of this optimism seems to lie in 2 healthy
upward trend in new orders and szles over
the last three months of 1986 especially
in export markets and this frend is
expected to continue into 1987, Such 2
trend is unlikely to be accompanied by
increased employment as a significant
balance of respondents expect the recent
downward trend they have experienced Lo
continue inte 1987. This dichotomy
between expected oubtput growth and
employment decline may, in part, be
explained by responses Lo the question on
investment intentions. There is some
evidence of an upward revision of intended
investment in plant and equipment with the
aim of increasing efficiency, It is
possible that firms in the industry view
increased efficlency and labour-saving
capital investment as moving band-in-hand.
Capaeity utilisation remains low with the
main constraint on output being =
deficiency in demand. Indeed, until this
constraint is lifted employment in the
industry is uniikely to recover,

Tnese results to some exteni sit
uncomfortably with the conclusions of &
recent NEBO report on the British
chemicals industry {"Maintaining the
Balance®, NEDO Books, London). The
report notes that whilst Britain's share
of the international market has been
static, its share in the UK market has
peen declining, The average growth of
the industiry has been below that of its



main competitors and Britain new has a
Ltrade deficit of £400m with the EC, a
vital market given its size and ease of
BOCEBS.

The need to improve its competitive
position viswaw.vig Europe has prompted
plans for ratiomalisstion by BP Chemicals
at Grangemouth, BP plan to integrate the
BXL Plastics plant with its petro-chemical
complex with the aim of removing any
duplication ipvolved in operating two
closely related sites manufacturing
similar products, BXL produces loww
density polyethylene whilst BP produces
high~density polyethelene. The changes
will involve 6% redundancies at BXL,
mostly voluntary, but at the same time £4%
million is bheing spent to upgrade the
high~density polyethelene plant in order
to increase production and stremgthen the
competitive base of the Grangemouth site.

The Costain civil engineering company is
behind the proposals to build a £100
million chemical plant at Nigg Bay on the
Cromarty Firth. The proposals, which are
still at a preliminary stage, involve the
building and operation of a 275 mile
pipeline to bring gas liguids from the
North 3ea for convertion into commercial
progucts. The ultimate decision on
whether to proceed will depend on how
successful Costain are at attiracting
customers.  However, if it does go shead,
the venture is not expected to create a
large number of permanent jobs.

TEXTILES, FOOTWEAR, LEATHER AND CLOTHING

After a sharp fall in the first quarter of
1986, the index of production for the
textile industry in Scotland rose by three
percentage points in the second quarter of
the year, Output in the most recent four
quarters was 4% higher than the previous
four quarters, but this level is still
some 10% below what it was in 397%.

The fall in the numbers of American
tourists visiting Furope in 1986 had a
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significant effect on UK sales of Scottish
guality branded knitwear., For example,
Dawson's UK sales were down by 20% in the
six months to September, and this had a
knock~0n effect on the profitability of
knitwear-related activities such as
hosiery spinning and raw material
processing. Profits have been shielded
by the fact that 80% of knitwear goes for
export and the recent weakening of the
external value of the pound is expecied to
have a beneficial effect on profits later
this year.
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Another part of the industry which has
benefitted from the decline in the
exchange rate is the carpet trade, where
there has been a downturn in imports from
Europe. However, exchange rate movements
have not been enough to shelter the jute
industry in Tayside from whal they regard
as unfair competition from imports of
cheap Jjube products from India. The
industry has lost 300 jobs in the past six
monthsy now only 1,200 remain, and the
prospect of their survival depends upon
direct government intervention, While
the present government has been reluctant
fo make such discretionary interventions
in the past, it is hoped by industry
representatives that the prospects of a
general election will concentrate the
minds of Ministers. A decision is
awaited from the Departmeni of Trade and
Industry at a time when, ironically, the
UK has imposed restrictions on imports of
textiles and clothing from other EC
countries, This has Deen done under the
fourth Muiti-Fibre Arrangement, which came
into force on 1 January. The jute
industry c¢laims that there is not
sufficient time for it ta seek
international agreement on its proposed
import ban, and it wants unilateral
action, Just before Christmas 1486,



Tootal opened what they claim is the most
up-towdate thread dye works in the world,
at Newton Mearns, It is also claimed to
be the largest such plant in Furope,
employing 140 people, The investment is
estimated fo have cost £7 million, of
which government fihancial assistance is
thought to be about £3.5 million., It has
peen undertaken by Tootal's subsidiary
company, English Sewing, which produces a
range of 138 different commercial and
domestic thread products, mainly for the
¥ market.

PAPER, PRINTING AND PURLISHING

The Scottish Index of industrial
production for paper, printing and
publishing showed no change for the second
gquarter of 1986; remaining at 102
{1980=100). The figures also show that
in the four guarters to June 1986,
compared with the four quarters one vear
previously, output increased by only 1%.
The comparable figures for the UK are a 2%
increase in the second quarter of 1086 and
a four quarter rise of 3%. The UK index
now stands at 101 confirming that Scottish
performance in this sector since 1980 has
been marginally better relative to the
rest of the UK,
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in contrast to the impression given by
these figure of little output change in
the {irst half of 1986, there is some
better news from the January Scottish
Business Survey. A balance of 8% of
respondents in the paper, printing and
publishing sector were more optimistic

42

about the general business situation than
they were three months previously., The
major source of this increased optimism
was a net increase in new sales expected
over the next three months, Any
improvement is unlikely $o involve a
recovery in employment as a significant
balance of respondents expect further
decline in employment in the first few
months of 1987, ‘There is some indication
of an upward revision of investment
intentions with the need to increase
efficiency being the major motivating
factor. However, capacity utilisation
remaing low with a lack of demand being
the overriding constraint faced by firms
in this sector.

The Scotbtish papermaking industry received
& significant boost in January with the
confirmation that Irvine has been chosen
a5 the site for a new mill., The Finnish
company Kymmenew3Stromberg {(formerly
Kaukas) intend to invest about £215
million between now and fuil production in
1990. This represents the largest ever
single inward investment announced for
Seotland.

The mill will produce high quality
lightwelght coated paper of the type used
in magazine and advertising literature and
in full production will require around
200,000 tonnes per annum of spruce
pulpwood supplied from Scottish Foresis.
Direct employment will amount to 48D
people of which a quarter will be in
technical and managerial posts. The
remainder will consist mainly of semi and
unskilled manusl workers, categories of
labour which are in abundant excess supply
in the local labour market. In addition,
around %00 additional jobs will be created
in the forestry and supporting services
industries, Construction of the factory
will involve a further large number of
Jobs,

Elsewhere in the papermaking industry,
Tullis Russell of Fife announced z 4%
increase in turnover in 1986 to £59.3
million whilst pre tax profits have soared
to £4.6 million compared to just over £0.6
million in 1985, FEmployees will benefit
to the tune of £370,000 in shares as part
of a profit sharing scheme sgtarted in
February of 1986,
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BANKING, INSURANCE AND FINANCE

The Guinness affair is an interesting
example of the excesses thal managers and
their associates can indulge in. It would
be wrong to view it as anything more than
a temporary storm with few if any lomg.run
impiications for capital markets. It does
not represent a decline in ethical
standards, nor does it reflect the power
of shareholders, annoved by management's
blatant disregard for the undertakings it
made in the Distillers bid, o disecipline
management. Ethical standards are simost
certainiy higher now than they were in the
past, reflecting both a greater awareness
and a tightening up of standards. There
ig also littlie evidence to show that a
minority of shareholders {and it must be
remembered that the majority of
shareholders were happy with recent
decisions of the Guinness Board) can force
changes on & reluctant Board or stir a
government depariment into action. The
needs of Guinness to diversify from ifs at
bes:, slow growing, traditional market,
forced it into a particularly competibive
takeover battle in which winning became
the prime objective and the management
were tempted to sail closer fo the wind
than was prudent. They are not the first
company to do so and are unlikely to be
the last,

The Guinness affair ralses a number of
interesting guestions about the relations
petween managers, advisers and
shareholders, not least the size of the
fees that are paid, as well as questions
about movements in share prices both
before the announcement of the bid and
during the period of the takeover. A
considerable manber of academic studies of
the returns that acerue to shareholders
from takeovers have shown that it is
typical for abnormally large returns to
occur in the months before takeovers are
announced. Academics have beep loath to
speculate on the csuse of these abnormal
returns but at least one explanation must
be the use of inside information. If the
government is serious in its desire bto
protecet shareholders it will order, in
future, the monitoring of returns in
takeover bids as a routine precaution and
provide resources for the investigation of
suspioous cases.
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The methods of appointment of non-
executive directors and the relations of
the Board to its executives must also be
examined. It does not seem appropriate
that a significant proportion of the Board
should be ignorant of major expenditures
by their company on ‘fees'. Shareholders
are entitied to demand some explanation
for the directors apparent ignorance.
Directors may be non-executive but they
are drawing fees for thelr services and it
is important that they should know what
the company 1s doing when such large sums
of money are involved.

Important as the current furore over the
Guinness affair is, there is s danger that
such evenls may obscure other significant
changes that are taking place in the
capital markets. One such change is the
move by the European Commission to widen
compebition in financial markebs. A
European Commission directive has ordered
the first step in the process of producing
a unified Europesn financial services
market in which financial intermedigries
are able to freely export their products
50 long as they meet the regulations of
their own country. By 1992 member states
must free from exchange control
transactions in a variebly of securities
including unit trust units., The direct
ef fects on Britain of the directive are
small. The indirect effects, however,
could be significant since it will start
to open up the capital markets of France
and Italy bto competition from British
intermediaries. More European Commission
directives are expected thabt will exbtend
European financial integration and open up
profitable opportunities for competitive
British financial intermediaries. An
obvious beneficiary of such opportunities
should be the 3Stobttish life offices.
Unfortunately on past experlence it is
uniikely that they will grasp the
challenge with the vigour 1t deserves.
Their fallure to tap the unlt trust market
in its early years of growih is emphasised
by thelr success with recent launches,
Standard Life's recently published results
indicate that their unit trusts, launched
on the first of May, attracted one hundred
and five million pounds in the first
fifteer days and almost two hundred
million pounds by the end of 1986, If
ihey had entered the market with the same
delermination ten years earlier they couid
by now have been one of the dominant
players. 3tandard Life are not alone.
Several of the Scottish life offices have
only recently entered the unii trust
market and most appear surprised by the
strength of the response.



it is te be hoped that the message has got
home., Opportunities for expansion exist
and must be grasped, Europe is on the
verge of a major liberalisation of its
financial markets. The Scoftish offices
should be preparing both for incresased
competitiion in domestic markets and to
acquire new l1life business in European
Community markets. A3 yet their
inveolvement in these markets, apart from
Iréland, 1s negligible. 1% is to be hoped
that it does not continue that way. The
suggestion that expansion may not be in
the best interest of policyholiders may
convince some coritics but to others these
excuses ring hollow and simply cloak
inertia and corservatisa.

In any event substantial changes in the
domestic life assurance market may be
inevitable if the proposals of the Life
Assurance and Unit Trust Regulatory
Organisation (LAUTRO) are adopted. LAUTRO
is recommending waximum commission on a
aumber of products as well as limiting
initial commission to a maximum of twenty
five percent of premiums in any one year,
The aim of the proposals is to both lower
commissions by modest amounts and to
reduce the initial commission payments by
spreading paymenis over a manber of years
for policies involving regular renewal
premiums, The consequence may be that
some insurance brokers will find it more
difficult to survive particularly as the
pressure on commission payments is coming
at the same time as increased competitiion
from banks, building societies and other
financial intermediaries for insurance
business. For the consumer the proposals
do not go far enough in reducing
commission or enforcing disclosure of the
size of commissions. They do, however, at
least go some way to improving early
surrender values,

Charges in the marketing of bank products
are also gathering pace. The Clydesdale
Bank nas already announced a reduction in
a2 number of its branches and a cut in its
staff and it is unlikely to be alone. The
problems of the banks have been
extensively commented on, Increased
competition and reduced margins, together
with technological change is {forcing the
banks to reorganise and change the manner
in which financiz]l products are sold., An
increase in the volume of transactions
handled has protected bank staff from the
manpower reductions that fechnological
change could have induced., Further
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dramatic increases in volume to offset
even more rapid change and increased
competition require the banks Lo segment
their markets and to market much more
aggressively to their customers., It
reguires a change in the hature of bank
pranches and more importantly in the
relationship between bank staff and their
customers., The Clydesdale has responded
by dividing itz business beiween the
retail and commercisl sectors and intends
to refer the large corporate customers to
its speciaiist division., At the same t{ime
the retall division is to be trimmed.
These changes are similar fo those taking
place in the Midiand Bank and undoubbedly
reflect the parent taking a tighter
control over iis subsidiary. It will be
surprising if further rationalisation and
cost cutting does not take place.

PISTRIBUTION

A 4% valance of wholesale respondents to
the January Scottish Business Survey {583)
reported that sales had fallen in the last
quarter of 1686 and 3 net majority
expected further sales reductions in the
early months of this year, The evidence
from successive 3BS returns suggests that
an overall trend of small, but persistent,
declines in Scotiish wholesale sales is
becoming well established,

& net 4% of 383 wholesalers reported that
total employment had fallen in the fourth
quarter, with declines in both full-time
and part-time workers, Ominously, & net
30% of respondents expected further
reductions in employment in the first
quarter of 1987,

Civen the actual and anticipated downward
trend in sales, it is not surprising that
a2 positive halance of wholesalers felt
less optimistic about general trading
conditions in January than they had done
in Qctober,

The geoegraphical pattern of wholesale
responses to the Januvary SB3 is shown in
Table 1,

Following a trend observed throughout
1986, Glasgow wholemalers enjoyed a
better-than-average fourth guarter with



the reverse being true for wholesalers in
Aberdeen, Interestingly, though Edinburgh
wholesalers had an overall weak fourth
guarter performance in terms of sales,
they were optimistic concerning future
growth in employment and sales,

Table 1 Geographical response to Jamuary
1987 SB3: Wholesaling

Balance of respondents in:
G E 3} A

3 3 % 3
(Overail
confidence HP 413 32 -5 34
Actual sales UP + 8 -6 432 w29
Expected sales UP +35 5 g 49
Actual
employment 0f +28 413 0 =25
Expected
employment P - 4 23 -30 50
Invesiment
intentions 0P+ 9 413 g 27

Key G = Glasgow E = Edinburgh
I = Dundee A = Aberdeen

Source: Scotiish Business Survey

According to SBS returns, retailing in
Scotland continued to exhibit strong sales
growth towards the end of 1986, with a net
33% of respondents reporting an increase
in sates during the fourth quarter.

In spite of the buoyant sales performance,
employment in Scottish retailing fell
slightiy during the last three months of
1986, with & fall in full-time employment
only being partially offset by a reported
increase in parte~time workers.

Overall, Scottish retailers were notably
optimistic about future sales prospects
with a2 nei 36% of 3BS respondents
expecting further increases in sales
during the first gquarter of this year,
However, on balance, retailers expected
employment to continue to fall.

Following the general pattern observed
during 1986, there were marked differences

in overall fourth quarter performance
among retailers in different Scottish
regions, as shown in Table 2. Retailers
in the Glasgow and Dundee Chamber of
Commerce areas generally enjoved a good
fourth guarter sales performance and were
confident of further growth in the early
months of this year. In stark contrast,
overall retail sales again fell again in
the Aberdeen ares and local SBS
respondents expected the situation to
worsen in early 1987.

Table 2 Geographical response to January
1987 SB3: Retailing

Balance of respondents in:

G £ b A
* 3 3 *

corfidence HP 430 +5 #1016
Actual sales UP 468 + 6  +31 15
Expected sales UP +53 17  +34 -28
Actual

Overall

employment P +7 =3 16 =29

Expected

employment P +7 «i0 -5 43

Investment

intentions UP #1311 +13 #3565 #11

Key: G = Glasgow £ = Edinburgh
D = Dundee A = Aberdeen

Sowree: Scotiish Business Survey

A recent Business Monitor (SDO2%) provides
some aggregate statistics on retailing
activity in Scoiland during 1984,
According to the survey, there were just
over 27,000 retsil outlets in Scotland
with a total turnover of £6.9billion, The
largest single kind of business was food
retaziling, with 8,770 outlets and a
turnover of £2.8billion. Scotland had 8%
of the total number of retail outiets in
Great Britain and B.8% of British retail
turnover. On average esch Scottish outlet
had a turnover of £255,000, which is
slightly higher than the £231,000 per
outlet recorded for Britain as a whole.

TOURISM

Tourism is now recognised as ap important
part of Britaints economic activity.



Growth in the industry has occurred
shroughout the post-war period: in some
areas in spectacular fashion. Tourist
trips to London increased from one to
twenby million between 1960 and 1980,
York schieved a 300% expansion in staying
visitors between 1975 and 1985, Moreover,
the conventional wisdom is that Britain's
tourist industry has achieved prominence
before it has reached anything like its
full potential, Britain is a theme park
and the possibilitlies seem immense. The
government, confidently expects fourism to
play a major role in reviving the British
economy ,

It remains the case, however, that the
geographical pattern of tourism
development has been decidedly uneven,
Over the past decade and a half, the
growth sectors have been London, a handful
of favoured heritage towns {eg York,
Chester, Canterbury), aznd some innovative
provincial c¢ities which have fashioned
tourism identities for themsslves in
response to the near collapse of their
mapufacturing bases {eg., Bristo}l,
Liverpool, Sheffield and Bradford). Other
types of tourist destination have fared
less well., The tourism industries in
traditional seaside resoris have suffered
a pronounced decline, ¥isitors to
Blackpool dropped by 40% over the period
1972-82, while Brighton's summer season
between 1964 and 1982 recorded & fall in
day and staying visitors of 68% and 40%
respectively, In remoter rural areas, the
commercial viability of tourism
development remains problematic because of
the relative weaknesses of both the
visitor and resident markets.

The performance of Scotland's tourism
sector over the past decade is indicative
nelither of growth nor decline. The
vigitor influx of approximately 14 million
trips recorded in 1976 is the same as that
for 1985, the last year for which a full
set of refturns is avallable, The figures
for 1986 may well be down on 1885, The
factors which have sustained expansion
have been highlighted in successive
Commentaries and may be summarised as
follows:—

1. Poor weather,

2. High cost of access to and within
the country,

%, The lack of exciting created
attractions, especially commercially
operated ones,

4, The need to upgrade catering and
retail facilities and improve the
quality of customer service,

5. A far from ideal structure of public
auvuthorilty involvement in the
industry.

The realisation of Scotland's tourism
potential and the exploitation of its
strong market image ninges on its ability
to tackle these constraints in a wvigorous
and effective manner. This, in turn,
raises the issue of government
intervention in the field of tourism.

As Sgoittish tourism stands, there is a
desperate need for a cohesive ang
realistic plan to be drawn up for the
industry. So far the Scottish Office role
has been to give moral and financial
support to three national agencies - the
Scottish Tourlist Board, the Highlands and
Isiands Development Board and, latterly,
the Scottish Development Agency. Left
largely to their own devices these quangos
have weilded government funds with some
skill and no shortage of effort over the
years, However, in the final assesspent,
they have not produced '1ift of ' for the
Scottish tourist sector,

If there is going to be a 'mext phase of
growth*, then powerful collaborative
initiatives need to be forged between the
Scottish Office and its various nationsl
agencies, on the one hand, and between the
local authorities and large and small-
scale businesses on the other, Trades
unions, heritage agencies and the
political parties could slso usefully play
a part in evolving an agreed framework of
initiatives. Scottish tourism reguires a
degree of indicative planning and it is
clear that the impetus for this to happen
must vitimately be a political one. It is
time for govermment (0 toke a lead role.



The Labour Market

In  the third quarter of 1986 the
seasonally adjusted level of unfilled
vacancies in  Scotland rose to  17.5
thousand {see Table 1}. This was the
third successive quarter in which an
increase in vacancies was registered, and
their current level is the highest
recorded since the first quarter of 1980,
Homever, Scottish  vacancies  as &
progortion of GB's fell to its second
lowest recorded level (8.6%).
{Comparisons prior to that date have to be
undertaken with eaution, since these are
calculated on the pre-Oeiober 1985 basis
of caleyiating vacancies.) In general,
unfilled vacancies in Scotland have tended
to increasse with increases in econcmic
activity "peaking™ in both 1974 and 1979.

Over the lorger-term perhaps the most
apparent feature of vacancies 1s the
approximate constancy of their order of
wagnitude, Certainly, the procyclical
fiuctuations in vacancies have been guite
marked with a Tpeak' over 22,000 in 1979
and a 'trough' of 10,7 thousand in 1981,
but there is no marked trend in the data,
This is in stark contrast to the numbers
unemployed  in Scofland  which have
exhibited a dramtic and persistent rise
over the same period (from 77.3 thousand
in 1974 Q2, on a seasonally adjusted
basis, to 344,85 thousand in 1986 Q3).
The difference in the two serlies’ movement
is apparent from the very marked decline
in vacancies as a proportion of
unemployment. In 19784 vacancies were
over 25% of numbers unemployed whereas,
recently, they have fallen to below 5% of
unenployment.,

Clearly, if unfilled vacancies were Lo be
interpreted as a reliaple indicator of
1abour market activity this would lead to
a radically different view from that which
would be obtained from interpretation of
unemployment as a good proxy for the
Texcess  supply' of  labour. Some
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Table 1 Vacancies and mewployment in
Seotlamd {000s) 19741986,
seasonalily adjusted

Unemploved
less
Unemployed Vacancies vacamcies

1974 @2 77.3 1G.7 57.6

1975 @2 92.5 18.2 T4.3

1976 Q2 134.7 1,2 120.5

19717 Q2 152.2 15.8 136.4

1978 @ 155.6 21.1 134.5

1979 Q1 152.3 0.5 131.8

@2 150.2 23.7 128.5
Q3 149,99 22.3 127.6
Q4 151.4 21.6 129.8
1980 01 160.9 18.3 1457
Q2 113.2 6.5 156.7
Q3 190.1 14,3 175.8
Q4 214,68 12.1 202.5
148t O 232.5% 12.6 21%.9
6 250.8 10.7 250,14
Q3 264,86 10.8 253.8
Qi 272.8 12.5 260.3
1982 Q1 278.1 13.2 264.9
473 282.1 12.5 268.6
Q3 289.7 13.1 276.6
Q4 286.9 13.4 283.5
1983 Q1 301.8 14,5 287.3
Q2 306.7 16.0 280.7
Q3 309.1 15.6 243.5
Q4 210.3 5.2 295.1
1984 Q1 316.4 14,9 30%.5
Q2 317.6 14.8 02.2
Q3 320.3 .7 305.6
Q4 322.6 4.5 307.7
1985 91 335.7 14,8 310.9
Q2 333.4 .2 319.2
a3 332.7 4.9 317.8
Q4 333.7 1.5 319.2
1486 Q1 335.9 .7 32t1.2
g 3480.,0 16,1 323.9
Q3 3L4.5 7.5 329.0
Sowrece: Scottish Economic Bulletin,

December 1986



Table 2 Confirmed redundancies by region

Yorkshire
Scotland & Husberside South East 82

Nusbers (% of GB) Numbers (X of GB) Numbers (% of GB)

1978 23,768 (13.77) 15,180 ( B.78) 28,781 (14.92) 172,563
1979 33,018 (17T.67) 17,838 ( 9.55) 26,798 {14.3%) 186,784
1980 57,178 (11.58) 50,879 (10.31) 70,015 {14.18} 493,704
1981 59,036  (11.10) 63,102 (11.86) 105,878  (19.90) 532,030
1982 48,985 (12,22)  ¥5,957  (11.48) 80,300 (20.05)  400,H16
1983 41,538 (12.72) 37,807  (11.87) 58,385  (17.86) 326,638
1984 30,108 (12.29) 26,570 (10.83) 42,501 {17.32) 245,443
1985 Q1 7,009  (13.18) 4,213 ( 7.90) 8,729 (16.36) 53,304
R 7,674 (14,09) 5,224 { 9.58) 7,276 {13.36} i 466
Q3 5,228 { 9.30) 11,252 (20.02) 8,815  (15.69) 56,198
Q4 6,512 ( 9.18) 12,630 (17.80) 10,106  (14.24) 70,969
1986 Q1 5,897 (10.18) 6,384 {11.68) 10,797 (19.87) 54,334
g2 7,605  {13.98) 8,082  (14.78) 9,603  {17.5%) 5,406
3 7,014%  (14,08) 5,168% (10,36}  10,698% (21.47) 49,826

*  Provisional

Source: Employment Gazette {December 1986}

Table 3 Empioyees in employment: Scotland (000s) unadjusted [1980 SIC]

Prod. &
Female Index Hanuf', Constr. Services
Male All P/T Total® 1980=100 (2-4)} (1-%) {6-93

1979 June 1,205 897 332 2,107 101.9 606 837 1,222
1982 June 1,081 851 351 1,933 93.6
1983 June 1,070 851 361 1,921 92,9 By 47 1,231
1484 June 1,048 882 386 1,930 93.4 437 £34 1,255
1985 March 1,051 883 397 1,934 93.6 435 631 1,263

June 1,054 a1 ¥10 1,955 G4.7 437 630 1,285

Sept, 1,058 90 H11 1,963 95.0 438 631 1,205

Dec 1,054 897 413 1,952 9,5 432 622 1,290
1986 March 1,043 8t 411 1,933 93.6 u27 613 1,281

Junet 1,088 ane a5 1,951 ol & 523 609 1,303

*Minor discrepancies between this row and previous rows are due to rounding errors in
official data,

*4igures for all periods up to June 1986 have been subject to revision in light of survey
and other information. June 1986 figures are likely to be revised in turn, and
therefore should be treated with caution when belng taken as indicative of btrend.

Source: Faployment Gazetbe




economists had, in the past, advocated the
use of numbers unemployed less number of
vacancies as an indicator of excess labour
supply. Unsurprisingly, the trend in
unemployment  fotally dominates this
measure as  the third column of Table 1
indicates, inemployment less vacancies
moves more or less as toial unemployment,
although & fall in this series is
registered in 1978 92 and 1979 Q1 as well
as in those pericds when unemployment
falls (1979 @2, Q3 and 1985 Q3). Of
course, some economists regard the
increase in unemployment as predominantly
reflecting a change in the ‘'natural rate
of unemployment!, in which case the
vacaney data may give a more accurate
indication of the condition of the labour
market {see below).

Provisional  estimates of redundancies
(Table 2) in Scotland suggest that they
fell in the third quarter of 1986,
although given (uncorrected} seasonality a
vetter guide may be provided by the annual
change (+1975} or by the quarterly change
in Secotiish redundancies as 2 percentage
of those in 68 (+0,1%).

In any mived economy redundsncies are to
be expected as a consequence of shifts in
tastes and technologies alter the
composition of output, However,
redundancies do also vary inversely with
the overall level of economic activity, as
evinced by the 'peaking' of the series at
59,039 in 1981, As is evident from the
employment data, new jobs have failed to
fully compensate for redundancies in
Secotland in recent years, at least on a
full-time equivalent basis (see below).

This issue of the Commentary will
concentrate exclusively on developments in
the “external®™ labour market, Recent
developments in Winternal! labour markets
- that is, merkets which exist within
firms - will be considered at length in
the next issue of the Commentary, together
with data on changes in activity rates and
migration flows,

EMPLOYMENT: STOCKS AND FLOMS

Table 3 shows recent changes in the number
of employees in employment in Scotland.
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Total employment in Scotland has changed
remarkably little in the last four years,
showing an increase of 0.9% over that
period, However, a slightly longer<term
perspective shows more significant change
in the pericd between 1979 and 1982,
during which employment fell by over 8%,
While total employment has risen by 18,000
since 1982, male employment has declined
{more or less steadily} by 33,000; female
employment has more than offset this fall,
and increased by 51,000 over the period,
It is clear, however, that this increase
is entirely due to the rise in female
pari-time employment., Pari-time
employment is accorded an equal weighting
with full time employment in the official
recording of employment statistics, If a
more  reasonable weighting is  adopted
whereby wo part-time jobs is equivalent
to one full-time job, then the increase in
total employment referred to earlier would
be eliminated,

Changes in the composition of the Scottish
workforce 1in employment are mirrored very
¢losely by their counterparts in the UK.
Totzl employment rose by 0.8% over the
previous four years (as compared to 0.9%
in Scotlamd) and the propertional changes
in male and female employment indicated
above are very closely matched by their
respective changes in the UK.

The changes, while small from one guarter
to another, are cumuiatively significant,
The percentage ratic of female to male
enployment has risen from TH$ in 1979 to
86% in 1986, during which time part-time
female employment increased by 285%,
Changes in the nature of Job market
opportunities  have thus occurred and
continue to do so. There are many
reasons suggested to account for these
developments - the relative cheapness and
flexibility of a partetime workforce may
be important, for example, The welle
docunented increase in female
participation rates in the labour market
would, in any event, tend to result in an
evening out of the male to female
empioyment  ratics, particularly if
discrimination against females in
employment is  simltanecusly lessening
{although no evidence 1S presented to
support this case), The most  important
contributory factor may well be  the
changing relative employment prospects
agross  sectors, in conjunction with
differences in the sexual composition of
empioyment between these sectors.



Tabhie 4 Empioyees in empioyment in Scotlamd (000s): production and construction
industries (1980 SIC)

Energy & Metal goods
Agri, forestry water Metal manuf, engineering Other

& fishing supply & chemicals & vehicles  manuf. Construction
0 (1M 2) 3) {4) (5)
1979 June 48 73 80 260 266 157
1984 March 42 77 50 186 203 124
June yp 7 50 183 2048 119
September 43 19 56 161 206 120
December &0 80 §9 181 205 118
1985 March 50O 79 48 180 204 116
June 41 5 g7 186 205 115
September 37 77 47 184 207 116
December 38 11 ug 180 205 134
1986 March 39 75 b 178 204 112
June 34 3 L2 178 | 113

Source: Employment Gazette

Tabie 5 Fmpioyees in employment in Scobland (000s) service industries {1980 SIC)

Wholesale
distrib. Banking Public Education
hotels & Retail Transport & insurance admin & health and
?gtfging distribution commmication & finance defence ofher services
163
(66-67} (64/65) N (8 (91-62) (93-99)
1979 June 197 196 133 124 177 395
1984 March 196 202 117 136 172 6
June 203 206 114 138 172 421
Sept 204 209 113 143 172 15
Dec 197 220 112 143 171 K17
1685 March 199 210 M3 144 172 L2y
June 209 213 118 145 174 429
Sept 213 218 115 THG 175 42y
Dec 207 224 114 149 174 4§22
1686 March 207 218 112 149 176 51g
June 217 218 112 153 177 #25

Source: Employment Gazette



Table 3 also documents the continuing
decline of employment opporiunities in
Secottish manufacturing, in contrast to the
relatively buoyant employment offered by
the service sector, What is particularly
dramatic is the 318 drop in manmufacturing
employment  since 1979,  significantly
larger than the 23% fall for the UK,

Tables 8 and 5 provide a more detailed
picture of the distribution of employment
changes in the production/construction
industries and the service sector (bearing
in mind that 'menufacturing’ refers to
categories 2.4 only of Table ), As this
data is unadjusted for seasonal variation,
quarter to quarter changes are not
necessarily indicative of any underlying
trend. Looking at the successive Jime
results, the production and construction
sector shows & fairly uniform pattern
across its component industries;
employment in  each industrial  group
decreased by between 3,000 and 6,000 after
June 1984, There 1is no sign of any
increased esployment prospect in any of
these {broad) groupings.

In contrast, the employment changes in
services, given in Table 5, show more
variation, 411 service sectors other
than one {transport and communication)
have exhibited increases in employment
since 1984, However, the increases have
varied gquite considerably with the
whol esale distribution, hotels and
catering sector {+14,000) and the banking,
insurance and finance sector {415,000}
showing particularly large empioyment
gains.

It has been observed often that, in
particular, three indusiries have
performed exceptionalily in Scotland in

recenf years. Tahle 6 shows employment
in these three industries, since 1978,
Clearly they have not experienced the
serious employment falls s in
manufacturing as a whole, Coincident
with this relatively good employment
performance has been the rapid
productivity rise in these indusiries,
Evidence f{or this ¢an be gained when one
compares the employment levels in Table 6
with the following output indices:
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SCOTLAND: 1986 indices of output: (1080
= 140}

Average manufacturing 100

Health care 170

Electronics 200

High technology manuf, 212

The progrosis  for net gains in

manufacturing employment following from
this analysis is clearly not encouraging.
The most successful industries, in terms
of cutput increases, are also likely to be

the quickest growing in  terms of
productivity; at best, therefore net
manufacturing employment is 1ikely to

remain roughly constant unless oubput c¢an
hbe increased al exceptionally high rates,

The three industrial categories referred
ko in Table 6 share another
characteristic; the large proportion of
forelgn ownership within these industries.
Some new information on  muliinational
enterprise in Scotland has recently been
provided by the Industry Department for
Scotland (IDS) {reported in the Scottish
Economic Bulletin, December 1986), A new
database iniroduced by the 1DS allows for
much  more detalled analysis of  the
contribution of foreign-owned fims to the
Seottish economy than has hitherto been
possibie.

Table 6 Industry employment ievels in:
Scotliand
High tech. Elec- Health
m/facturing tronics  care
1978 7 38,400 n/a
14979 45,800 1,700 6,000
1980 B7,900 3,100 6,100
1981 HT 500 50,500 6,600
1982 46,200 39,700 6,300
1683 46,600 42,800 6,200
1984 45,100 uh 700 6,000
1985 na 43,800 n/a
n/a: not available
Source: Scotbiish Econtmic Bulletin,

December 1986



The overall employment trends in foreign~
ouned multinational enterprises (MNE) show
that between 1950 and 1974 MNE
manufacturing employment as a share of
total manufacturing employment in Scotland
increased from 4% to 184, Approximately
three gquarters of MNE employment was in US
compantes in 1975,

Since 1975, the decline in UK and in
Scottish manufacturing has been mirrored
by a worsening employment performance  in
the MNE sector, The decline in foreign-
owhed MNE employment has, however, been
rather less severe,

O0f particular interest
database is the information provided on
the Fcompenents of change” in employment.
Aequisition of existing UK-owned plant has
been of growing importance since the late
1960s, whilst new plant openings on
greenfield sites have declined
significantly {witn the important
exception of the electronics industry).
Since 1975, Job gains from expansion of
existing plants have also declined
markedly.

in the IDS MiE

UNEMPLOTMERT;  STOCKS AND FLOWS

This section will consider the latest
available information on the STXK of
employed persons, and the FLIMS of
individuals to and from that stock,
Unemployment  flows can indicate the
dynamic processes occurring in the Job
market, and can assist in an appreciation
of its impasct on welfare; it is clear that
the welfare implications of unemployment
are very different if the stock is made up
of & given number of unchanging
individuals compared with a larger number
of persons periodically moving between
different states in the job market.

The stock of unemployment, on a seasonally
adjusted basis has risen between November
and December 1986 by 1,400, Indeed the
stock has risen in every month except one
since November 1985; this upward trend was
oniy disturbed by a fall of 1100 in
September 1986, In the twelve months
from December 1985, adjusted unemployment
has risen by 13,300, vrepresenting an
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increase 1in the
13.3% to 13.8%.
reveals no clear
down in  the

vnemployment rate from
&n inspection of Table 7
indication of @ slowing
rate of increase of
unemployment - although the large
increases in the summer of 1986 have not
been repeated since that time.

Male unemployment  continues to  bhe
significantly higher Than the average, and
has risen by 1,600 te 242,800 in December

1986, Mearmhile female unemployment has
fallen slightly for the fifth successive
month, and stood at 104,900 in December.

Tabie 8 Seotland - Unadjusted flows Yo
and from stake of \mempioyment¥

Inflow Outfiow

{0D0s) (0005}

1585 December 37.3 35.2
1986 January 36.5 23.7
February 37.7 120
+February n/a n/a
March i5.2 38.6
April 37.8 4.1

May 36.6 42,7
June 39.9 40,7
July 5.1 #2.0
August 39.9 4.3
September 46,9 50.3
Getober B5.7 7.7
November #3.% 1.0
December 39.0 33.2

+Figures since February 1986 are on the
new Dasis {estimated for February) and
are not directly comparable with eariier
figures, It is estimsted that the change
in the compilation of the figures reduces
the count by 4,570 on average.

*The recorded unempiovment flows are only
slightly affected by the change in the
compilation of the unempl oyment
statistics from March 1986,

Source: Employment Gazette

Table 8 shows the monthly unemployment
fiows since December 1985, These figures
are not seasonally adjusted, and exclude



ioble § Likelitoo® of

beooming  unadoved and

censing o be vnempiioped by region and sex

Grest
Sooilat Britain
MLE
Unenpiopmrk rates (%)
Juy 198 .6 13.3
July 1986 16.6 13.3
Likelitood of beroming, wespl oyedss
Aprdl 1985.Tuly 1985 5.4 4.3
Aprdl 195.Riy 196 8.7 4,5
Cherge +0.3  «0.2
Eiied Hhood of oeasivg o be
el opedet
fpril 1985-duly 198 »O #.5
April 19B.July 1986 B8 Ha
{harge +08 +1.4
FEIMRLE
Hoempilowert rates (308
July 198 0.5 9.0
July 198 16.8 3.3
Kikel fhoedd of beoomirg unaspilopehd
Aprdl 1995 July 195 4.5 3.8
Aril 98-y 1955 4.8 4.0
Crerge +«0,%  +0.2
Likd iy of cemasirg $o be
unerployedi®
hoil 19B-Ay 1955 2.1 §1.2
April 1986.July 1987 4.3 w2
(harge 0.8 +18
MLE NN FEMEE
Uneiloyment: ratest
Jully 15% o 116
July 1986 W3 1.7
L irood of beoosirg vnaspilovedsf
April 1985-R0y 1985 5.0 5,1
Aril 19-July 1986 5.3 8.3
Osrge +0.3  +0.2
Ll itond of ceasing to be
wempiloyety
Aprit 1988y 195 3B.5 %5
April 10%6.Rdy 1906 .9 3.9
(harge + 04 +1.3

* These 1ijeliloods provide a relative guide to the
prospects of an rdividuel becaming ar ceasing W
be unemioved, ey canrot be taen as actial
probebiljties for these everts.

+ The lielihood of beoomirg inamployed s the
inflow expressed as a paroentage of the average
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rrber of emloyees in eplowent, e wemioyed
arg self-arployed and HMY Forces,

% The likelihood of cessing to be uamiloyed 15 the
affion egpressed as a porcentege of the avarge
urber nemioyed ver the querters.

fi¥hile the flgwres for wepionent rates are

50 one decirel place, they dnuld ot
be regarded as impiying precision {o that degree.
The rates for those uder 40 are sbject to the

Saroer  Brployment. Gazette

school leavers {if such an exclusion were
not made, @ misleading impression of the
magnitude of variability would be given).
The average monthly inflous and outfiows

40,450 and 39,890 respectively, each
represent  approximately 11.58 of  the
unemployment  stock, If the same

individuals were b0 change status beltween
employed/unemployed only once, after a
period of 9 months the stock would be made
up of . & completely different set of
people. This is, however, a  grossly
unrealistic assumption; the probabilities
of changing job market status vary greatly
between different groups in the labour
market.,

An  interesting way of looking at
unemployment stocks and flows is in terms
of the (average) 'likelihood of becoming
unemploved® and 'likelihood of ceasing to
be unemployed!', These statistics, using
the latest avelilable information, are
given in Table 9 for Scotisnd and Greal
Britain, For both males and females the
likelihood of becoming unemployed is much
less  than  that of ceasing to  be
unemployed. {The ‘two figures, ip
percentage terms for males and {emales
together in Scotland being 5.3 and 36,9
respectively.} This difference reflects
tne  fact that while inflows and outflows
are approximately equal when the stock of
unemployment 1s steady, the "likelihoed of
becoming unempioyed”® rate expresses
inflows as a percentage of a much larger
number (the workforce)} than the Tceasing
to be uvnemployed! figure which expresses
outflows as a percentage of ‘total
unemployment.

Compsring Scotland and Great Britain, it
is clear that the likelihood of bhecoming



Table 7 Scotland - Unemployment - seasonally adjusted {exciuding school leavers)

1985 December

1986 January
February
Mareh
April
May
June
July
August
September
Qctober
November
December

Number
(0003}

334,54
334.8
335.1
331.9
338.7
339.3
3412
3483.5
5.1
345,90
345.8
346.3
3477

Change

sinve

previous
Rate month
%} {000zs)
13.3 +1.7
13.3 +.4
13.3 0.4
13.4 +.7
13.5 +#.8
13.5 +0.6
13.6 +1.9
13.7 +2.3
13.7 +1.6
13.7 w3, 1
13.8 +0.8
13.8 +3.5
13.8 +1.4

Average

change over

previous 3 Male

months Numnber

{000} {0005}
0.8 232.5
3.3 233.1
0.8 232.9
+1.2 235.2
+1.3 235.5
+1.4 234.8
+1.1 236.1
+1.6 236.7
+1.9 2384
+1.3 234.0
0.8 240.2
+0.4 281.2
+.9 22,8

Female

Rate Number rate
(%} {0003y {3}

16.0  101.9 8.6
6.0 101.7 4.6
16.0 102.2 9.7
16.2  102.7 9.7
6.2 103.2 9.7
%.1  104.5 4.9
1%6.2 1051 9.9
6.3 106.7 16,1
6.4 106.7 10.1
6.4 106.0 0.0
8.5 105.6 10,0
16.6  105.1 9.9
16.7  104.9 5.9

Note: Seasonally adjusted {igures have been revised and are all consistent with the new
coverage.

Source: Employment Gazette

Table 10 Unemployment: Scotland - Age and duration: O October 1985

Puration in weeks

2 or less

Over 2 and up to 8
4

8

13

26

52

104

156

208

Over 260
All

8
13
26
52

104 .

156
208
260

Male Female

Under 5% & Under a5 &

25 25-54  over A11 25 25.54  over K3
5,841 6,755 1,068 13,668 3,866 3,461 206 7,530
5,120 5,361 670 11,151 3,328 2,688 128 6,144

11,780 9,016 1,310 22,11% 7,889 5,078 301 13,268
7,282 8,36t 1,354 16,997 4,300 L,228 290 8,814

14,202 16,350 3,002 33,554 9,096 9,327 661 19,084
14,895 19,4836 3,933 138,264 9,390 11,847 1,020 22,257

13,112 22,354 3,861 39,327 6,774 7,819 1,255 15,848
5,435 13,385 2,795 21,535 2,535 3,329 927 6,791
3,105 9,328 2,274 14,707 1,503 2,077 859 4,439
1,899 7,976 1,678 11,853 8900 1,430 695 3,025
1,752 18,688 4,194 25,634 761 2,586 1,178 4,538

84,432 136,970 26,099 241,501 50,32 531,876 7,517 11,735

Source: Employment Gazette
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unemployed 1s significantly higher in
Scotland  for both males ard females.
This likelihood has increased between 1985
and 1986 for both sexes in Scotland and
Britain. The likelihood of ceasing fo be
unemployed has increased for males in the
two areas, although for Scottish females
it has fallen by @ spall amount. As
before, caution should be exercised in the
interpretation of these iikelihoods; they
would only apply to each individusl in =
completely  homogenous labour force. In
fackt the lasbour force is  highly
heterogenous, and employment opporiunities
and security vary widely between different
categories of the labour market, Data on
unemployment from other sources, shows
clearly that unemployment is particulariy
skewed in the direction of unskilled ang
semi-gkilled manual workers.

Turning now Lo duration rates, Table 10
illustrates unemployment duration by age
and  sex, The striking feature of this
data 1s the evidence of a large core of
long term unemploved. Forty-one percent
of total unemployed persons in Scotland
have been unemployed for over one year;
8% for more than 6 months. The
corresponding figures for males alone are
%5% and 61%.

Finally, Table 11 shows median durations
of unemployment for those who  have
completed and those who have not yet
conpleted spells of unemployment at June
1986. The median figures of over 15
weeks for the former and 38 weeks for the
latter are broadly in line with the
durations for the whole of Grest Britain.

As was suggested in a previous issue of
the Commentary (February 1986}, these
stalistics may be used to shed some light
on  alternative theories of unemployment.
Broadly spesking, monetarists or nhec-
classical theorists tend to see
unemployment as largely voluntary; the
individual is in a state of unemployment
whilst engaging in a process of search to
gain better information about the
distribution of wage and job offers. In
this scenario, the more imperfect is the
flow of information in the market, the
greater will be the teguilibrium® stock of
unemployment, Keynesians focus more
closely on the level of demand in the
economy  and  see unemployment as  an
involuntary consequence of insufficient
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demand. An  extreme Keynesian position
would thus suggest a pool of unemployed
persons, with litile movement into or out
of this pool except when cyclical changes
in demand occur. Keither this extreme
case, nor the rapid change and high
volatility implied by the neoclassleal
perspective seen to fit easily with the
data, The co-existence of significant
flows together with large nusbers of long-
term unemployed suggest that both theories
nave & role to play in  explaining
unemployment.,

Tohle 11 Median duration of wenmploprent by region

arst oo (weddos)
Grest
Sotlad Britain

WLE
CGompilebed apells {oomuberised
reccords only}

Hril 1985-ddy 198 15.7 16.2
Bordl 1986.July 1986 15.4 .7
Gharge -,3 ~1.5
Urompleten) spells (gl records)

July 198 a7 4.3
Jily 1985 85,1 4.9
Crarge P 3
FEMEE
CGompilebed wxlls (oompxierised

records only)

Al 19Rdy 1985 .6 5.7
Aoril 1986.Rily 1956 15.0 .0
Charge ~1.6 «1.7
Urrompiieted spelis (a1l records)

July 1985 a8 241
July 1586 214 5.2
(harge 0.7 .1
WALE RD FENE

Completed 3peis (oompoberissd

records orily)

Aril 190duly 1956 6.0 6.0
orid 19%6-Ray 1906 15.3 4.5
harge -7 ~1.5
Urompieted spells (a1l records)

iy 1985 38,1 383
duly 1986 ®|L B8
rarge 03 -5

Sorve:  "Employment Garette



INDUSTRIAL RELATTONS

Scotiish industrial relations continued to
be dominated by the teachers' dispute.
The recommendation, by the EIS, to reject
the Main/Rifkind package had prompted new
initiatives by both sides of the dispute,
The Secretary of State for Scotland
indicated & preparedness to  adopt
legislative measures similar o  those
contained in the Hducation Bill. The
£IS, whilst ealling a one day national

stoppage, offered to negotiate ‘without
conditions' in an attempt to break the
deadlock. Following a degree of public

posturing by both sides two working groups
were  established, within the established
Scottish Joint Negotiating machinery, to
produce  separate reports on Leachers! pay
and conditions of service. The Secretary
of State had insisted on an active role
for SED representatives in this process,
thereby hroping to ensure that expenditure
limits were not exceeded, The trade
unions, facing the increasing iikelihood
of a legislatively imposed settlement and
& prowing sense of weariness on the part
of their members, had effectively reduced
their bargaining aims Lo securing a more
egalitarian salary structure and
protection of their members from the more
extreme wmanagerialist proposals in  the
Main Report.

The EIS executive, 1in reducing its
abjectives, faced the difficulties of
comvincing the membership to accept the
change 1in policy and revised agresment.
Hence the threats by John Pollock 1o
resign  and attempts fo reduce the actions
of those local associations of the union
oppesed o the proposed setilement. Over
72% of the EIS membership accepted these
terms, bub whilst 87% of primary teachers
supported  the agreement omly 56%  of
secondary teachers — favoured the
settlement. Such divisions may well
weaken the union in iis negotiations over
a series of important issues which were
deferred until the results of reporis are
known and joint working parties have met,
Horeover, the voting pattern may herald
further and more extensive divisions
within the EIS and lead to changes in fhe
relative size of unions within education,

Seottish education continues to face major
problems. The recent agreenent shelved

the contentious issues of absentee cCover
and composite classes, leaving ithese to be
discussed by joint working parties. The
agresment did not touch on the other major
problem facing education, the declining
school roils and hence the closure of
schools. Whilst there has been some
change in policy - the language is now of
school mergers rather than closures - the
decline in pupil mmbers will inevitably
lead to dislocation of teaching and local
disputes.,

Reductions in the level of goverrment
support are the cause of the continuing
financial difficulties facing Scolbish
universities, Bberdeen, Dundee and
Strathelyde have had to develop a series
of plans to reduce projected deficlencies,

However, such, schenes, impiying
redundancies, and either the closure of
departments (Dundee), reduction in the

scale of subjects taught in the Arts
faculty {Strathelyde), and alternative
work patterns (the four ferm forty week
year proposal for Aberdeen}, have all met
with considerable opposition. However,
the long running pay dispute is likely o
be the first cause of industrial unrest.
& day of action in March is to be folliowed
by boyeotts of final examination marking
in June.

Flsewhere the contours of  Scottish
industrial relations continue to be shaped
by closure and redundancies. The dispute
involving wore than 10,000 Scotfish
employees of British Telecom stems from &
national dispute over wages, as does the
threat of similar sction by electricians
at the BBC, Lobbying of Parliament by
staff at the Royal Naval Dockyard at
Rosyth is a consequence of the continued
fears for employment after privatisation.
Both the cosl and steel industries face a
bleak  future. The dismantling of
Gartcosh with the coil inspection line to
Shotbon and temper mills to Port Talbot,
is a clear indication of British Steel's
intention to run down 1its Scottisy
activities. Similarly the indication
that British Coal is being put into a
state of readiness for privatisation bodes
i1l for Scottish Cosl which has still %o
achieve an operating profit and Taces
declining demand. British Rail's closure
of freightliner depots at Aberdeen, Dundee
and Edinburgh with the loss of 120 jobs



went relatively unnoticed in 2 spate of
redundancies which included: 430
announced from Distillers by Guinness; 620
by Baboocks; 500 at Kestrel Marine; 360 at
Burroughs, several hundred arising from a
rationalisation by the Clydesdale bank;
330 plus with the closure of the Golden
Wonder factory; 120 by Brocks at Sanguhar;
and threats to some 450 with the run down
of the Drybroughs brewery in Edinburgh.

The announcewent of a further 1,700
redundancies at Scott Lithgows leaving a
rump of 700 permanent staff raises seriocus
questions as fo the ability of the yard to
compete effectively for major orders in
the future. More generally, the
relatively low levels of EC support for
shipbuilding threaten, in the long term,
the remainder of Scottish merchant
shiphuilding. The closure of the
Caterpiliar factory at Uddingston, with a
loss of 1,208 jobs atiracted the greabtest
publicity. The obvious embarrassment it
posed for the Secretary of State for
Seotland who had listed the factory as an
example of the growing security of
employment in Scotland being the prime
cause for government concern.

Two govermment injtiatives may well return
a degree of self control to Scottish
industrial relations bul the consequences
of such changes are likely to be an
increasing gulf in the wages and salaries
between Scotland and other parts of the
United Kingdom, First, btoth the
Chancelior of the Excheguer and
Environment Secretary have urged councils
to opt cut of national pay deals, te end
the established machinery for determining
pay and conditions on a national basis.
Sueh changes have already taken place in
steel, mining, shipbuilding and British
Telecom. The Treasury has proposed
similar geographical variations in pay for
civil servants and inland revenue staff.,
The current Education Bill includes the
provision for a similar break up of the
national bargazining machinery - the
Burnham machinery - for teachers in
England and Wales, Secondly, the
government has announced requirements for
1local asuthorities to increase the range of
services they put out to private tender,
including: refuse ¢ollection, street
cieaning, building maintenance, catering,
vehicle maintenance and parks services.
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Regional

REGIONAL LABOUR MARKETS

Due to changes in the compilation and
caleulation of unemployment data, some of
the figures reported in this section may
appear to be at variance with those used
in the Labour Market section, For an
expianation of these changes the
interested reader 1s referred to previocus
Commentaries.

Between Jeptember and December of last
year Sootland’s seasonally unadjusted
unemployment total climbed by a further
2,190 (0,6%) to 365,217 {Table 1) The
rate now stands at 15.9%, 0.1% higher than
three months previously. The rise in
unemployment cccurred in most parts of the
country with only three of the twelve
Regional and Island Authority areas
registering a fall: Sirathclyde, Lothian
ang Fife,

The most substantial incresses ccowrred in
Highland, Grampian and the Shetland
Islands as the ripple effects of the
troubles in the oil industry continued.
Of these three areas, Highland and the
Shetland Islands which were especialy
hard-hit with increases of 13.7% and
17.7%, respectively since September,
Thus, almost a year after the oil price
began to fall severe employment effects
are stiil being experienced. The Western
Isles continues $o be, by far, the area
with the highest unemployment at 24%,
while on the mainland Stirathclyde leads
the way with 1B4%. At 10%, Borders
remains the lowest unemployment region
{excluding Shetland) despite an increase
of 225 since September. An interesting
Teature of the figures is that, for the
first time, the unemployment rabe in each
of the regions is in double figures.

The previous Commentary noted that against

o

Review

the background of rising wemployment, men
have been faring worse than women in
recent months, This trend continued to
an even greabter extent between Seplember
and December.  Whereas male unemployment
rose by 0.5 points to 19.7%, female
unemployment again fell, by 04 points to
11% {fable 2). The increase in male
unemployment was almost umiversal, the
only slight area of relief being in
Lothian where the rate remained unchanged
at 16,5%. Male unemploymenti stands at
22.2% in the Western Isles, begging very
gserious questions about government policy
for the area, On the mainland male
unemployment varies from 11.3% in Borders
to 23.5% in Strathelyde. Although far
from satisfactory, the position for women
appears o be less bleak.,. Unemployment
fell in five areas and rose in six, The
largest increase came in Highland where
the rise of 2.7 points gives it the
highest female unemployment rate in
Scotland at 14.5%.

Table 1 Unemployment by region
Total Change since % rate
Dec 186 Dec 186 Dec *B6
Borders 3,897 225 10,0
Central 18,781 201 15.9
Punfries &

Gal loway 8,286 507 14,2
Fife 22,254 - 9 i16.4%
Grampian 23,705 1,514 10.5
Highland 14,817 1,77% 17.7
Lothian Lr.220 «1,329 12.9
S/clyde 195,883 -1,261 18.4
Tay side 26,171 Bik 14,7
Orkney

Islands 951 100 1,1
Shetland

Islands 898 135 7.5
Western

Isles 2,354 90 24,0
Scotland 365,217 2,180 15.9
Source: Department of Employment



Tables 3 and 4 demonstrate that there is a
considerable varijety of unemployment
experience within regions as well as
interregional variations, Lodkting first
al the differences between regions, a high
unemployment region is one in which a
majority of the Travel-to-Work Areas
{TTHA) exceed the Scottish average. This
confirms Strathelyde and Highland in
particular as being high unemployment
areas, and in this respect the position of
both regions has deteriorated since the
last Commentary. In contrast, Borders
and Grampian coniinue to experience lower
than average unemployment throughout most
of their areas.

Table 2  Unemployment rates by sex and by

region
e since
% rate Dec 1986 Sept 1986
Males Fewmales Maies Fessles
Borders  11.3 8.4 1.3 -9.4
Central  19.0 11.8 0.8 0.7
Dumfries
& G/way 15.7 12.2 1.0 0.3
Fife 19.4 12.5 0.8 0.7
Grampian 1.7 8.6 1.4 -
Highland 19.8 4.5 1.6 2.7
Lothian  16.5 8.8 - e.7
Slelyde 23,5 11.9 0.3 0.6
Tayside 18,1 107 0.6 0.3
Qrkney
Islands 15.8 11.7 1.4 1.7
Shetland
Isiands 7.5 7.6 1.5 0.6
Western
Isles 2.2 13.2 1.1 0.6
Scotland 19.7 1.0 0.5 0.4

Source: Department of Employment

From Table & and the final column of Table
3 regions in which there is a
particularly uneven distribution of
unemployment can be identified. The
prime examples of this are in Gramplanh and
Dumfries and Galloway. In the former
eight of the nine TTWAs have unemployment
rates in excess of the regional average,

with the difference between the highest
and lowest being 16.8 points.

The most accurate measure of the disparily
of unemployment rates is the ratio of the
highest {Forres} to the lowest (Aberdeen)
which stands at 2,89. The ratio declined
throughout most of 1986 as unemployment in
iberdeen rose, In Dumfries and Galloway
f'ive of the seven TIWA have unemployment
rates above the regionsl average, with the
ratic of highest (Cumnock & Sanguhar) te
lowest (Dumfries) being 2.79. Both of
these regions are characterised by large
dominant, low unemployment centres
surrounded by smaller communities with
relatively high unemployment.

Cumnock and Sanguhar has again displaced
Forres as the area with the highest
unemployment rate, Skye and Wester Ross
replaces Sutherland as the TTWA with the
highest unemplovment rate in Highland
regicn,

Table 3 TTWA 1n region with wnemployment
rates above the Scolttish and
regional averages

Nozbove No above
Scottish regiondl
No of TIWA  average average

Borders 5 th 2

Central 3 2 2

Pumfries &

Galloway 7 3 5
Fife 3 2 1
Grampian G 2 8
Highland g 6 5
Lothian 3 1 %
Strathclyde 12 1 TS
Tayside 7 2 3
Total 87 29

#in addition, the Dunfermline rate is the
same a5 the regional rate, 16.4%,

%¥%In addition, the Oban rate is the same
as the regional rate, 18.4%,

Source: Department of Employment



Table 4 TIWA with highest and lowest
unempioyment, rates
High High
2 Sow Slow
Porders H Berwickshire 15.1 6.4 1,80
I, Galashiels B,k
Central H Alloa 8.5 4.8 1,36
L Stiriing 13.6
Dunfries H Cumnock &
& Giway Sanquhar 6.8 16,5 2.89
L. Dumfries 0.8
Fife H Kirkealdy 17.4 B4 1,45
L North East
Fife 12.0
Grampian B Forres 25,7 1.8 2.8%
L Aberdeen 8.9
Highland H Invergordonh &
Bingwall 25.3 12.0 1.90
L Thurso 13.3

Lothian H Bathgate 20,6 9.5 1.86
L Haddington 11.13

S/ciyde H Irvine 28,9 10.5 1.73
1. Oban 14,4

Tayside H Arbroath 20.5 9.8 1,42

Source: Depariment of Employment

fecording to the Department of Employment
40,427 people became unemployed between
November and December while 34,910 left
the register, Table 5 presents the
probabilities of leaving unemployment for
men and women in esch region.,  {Again it
must be recognised that a personleaving
the register is not necessarily moving
into employment.)

Borders and Grampian Regions had a
markedly higher rate of off-fiow than any
of the others, at 11.1% and 12.7%
respectively, indicating the relative
buoyancy of their labour markets., fThis
in stark contrast to Strathclyde where the
rate was 7,43, Put simply, this means
that for every 1,000 people who were
unemploved in November, 127 had left the
register in Grampian by December while
only T4 people had left in Strathclyde,
In all but two of the regions « Fife and
Grampian - the preobability of leaving
wmemployment was higher for women than for
men,

Typically the female off-flow rate was
markedly higher and this is one reason for
the fall in the female unemployment rate,
Table & focuses on the probability of
becoming unemployed between November snd
December, In the main there is very
little difference among the mainland
regions, although Borders, again, does
have a noticeably lower rate of onwflow,
In every area the probability of becoming
unemployed is greater for men than for
WOmen,

Table 6 Probability of joining the
unemployment register from the
labour force between November and
December 1986, by region (%)

Male Female A3

Borders 13,1 13.1 11,1 { &}
Central 7.9 0.6 8.7 (7.5}
mfries &

Galloway 7.2 g.4 8,1 (10}
Fife 8.1 0.8 9.0( &
Grampian 2.7 12.6 12.7( %D
Highland 8.3 8.1 g.2 ( 93
Lothian 8.0 1.9 9.2 ( B)
Strathelyde 6.3 0.0 7.8 (1)
Tayside 8,2 9.8 8.1 (7.
Orkney Islands 5.5 7.8 6.3 {12}
Shetland Islands 9.3 11,6 1.5 ( 3)
Western Isles 9.3 11.8 9.9 (W

Source: Department of Employment



Tables 5 and & yield the following
concliusions. First, the level of lsbour
market activity i3 much greater in low
unemployment areas such as Grampian and
Borders, Secondly, women appear to be
faring betier than men both in terms of
leaving the register and joining it.

Tabie 6 Probabiiity of joining ithe
unemployment register from the
labour force between November and
December 1986, by region (%)

Male Female A11

Borders
Central
Dumfries &
Galloway

Fife

Grampian
Highland
Lothian
Strathelyde
Tayside

Orkney Islands
Shetland Islands
Western Isles
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Table T shows redundancies notified during
December and Jdanuary. Due fo the
regulations covering the reporting of
redundancies these figures grossly
understate the true figures bul they are
nevertheless useful as a guide.

£1

4 total of 3,228 redundancies were
reported during the f{wo months with the
overwhelming number being in Strathclyde.
Manufacturing redundancies accounted for
more than half of the total, indicating
that the decline in employment in this
sector has noi been arrested. 0f the
redundancies in the primary sector the
majority cecurred in coal mining in
Strathelyde.

Tahle 7 Notified rekndacies by sectar
and by region, Decanber 1906 and
Janery 1961

Total Primey Ml Gndrue, Sav

Berders H i
Central & & 4%
Dumfries &

Galloway -
Fife 36 65 i 378
Grampian 24 & .3 A 4g
Highland 57 ol 3
Lothian 38 x5 e 135
Stratelyde 2,051 % 1,18 1R 26
Tayside 45 % i %
Sretlan

Igiams el i 16
Totzi 378 581 L7060 W 3




