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cc: Mr Mountfield
Mr Vile

GOVAN

There have been two late developments of which the Prime Minister

should be aware:-—

2o

(a) British Shipbuilders are confident that they can postpone
next Monday's meeting with the unions for a week. This

gives us a little more time.

(b) A new private sector possibility has emerged in that a

Mr Vliasov of the Silver Line has indicated a possible interest
in buying four ships of a kind which can be made at Govan.
The gap between expression of interest and an order is of

course very wide.

The Secretary of State for Industry will no doubt report both

developments to E this morning.

P Le CHEMINANT

28 November 1979




SCOTTISH OFFICE
WHITEHALL, LONDON SWIA 2AU

CONFIDENTIAL

PRIME MINISTER

GOVAN SHIPBUILDERS

We had a brief word after E Committee yesterday about the
need to secure further work for Govan shipbuilders.
Officials are, as you suggested, making every possible
effort to find a suitable UK customer for vessels to be
built at the yard. I very much hope that this exercise will
prove successful. If it is not I hope that, before reaching
final conclusions, we can weigh the disadvantages you saw
with the Liberty Maritime deal against the very serious
political, social and financial consequences of not securing
further work for Govan.

Keith Joseph has made out a strong case for proceeding on
shipbuilding grounds. The only points I wish to add are

(a) I recognise the misgivings of colleagues about the
standing of the company, but it is by no means unusual
for owners to establish single ship operating companies
to manage their fleets - moreover, I am now told that
this company operates no less than seven other ships,
has another building in Japan and has no record of
default;

while under the terms of the deal the company is bearing
much less of the risk than usual, if the worst happens
and it does default British shipbuilders would retain
the wvessels.

My principal concern, .aowever, is the effort which failure to
secure further work would have on West Central Scotland. It
is no exaggeration to say that West Central Scotland has
suffered a series of hammer blows over recent months, and
further major closures and redundancies are in prospect.
Despite this, the unions and the affected employees are
treating the situation responsibly and are putting their
trust in us and in our goodwill to do our best in what all
recognise is a very difficult situation. This trust is
immensely valuable not only for shipbuilding but also for

our efforts to tackle industrial problems throughout Scotland:
my impression is that for the first time in many vears a
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Conservative Government is being being given a fair
opportunity to prove itself and its policies on Clydeside.
The July announcement of the shipbuilding rundown was very
serious for Clydeside, and some of those concerned were
all for disruptive action. However, the reasonable
explanation given for the rundown by Keith Joseph and
British Shipbuilders convinced them toc be responsible,

and union leaders have been making every effort to damp
down any disruptive influences.

Included in these explanations was the assurance by British
Shipbuilders that they had a letter of intent for a further
order for Govan, and this was undoubtedly a major factor

in persuading all concerned to be reasonable. lle would,
therefore, be held completely responsible for the failure
of Govan to secure further work, and in view of the
assurances which have been given to the workforce over
recent months this would only be regarded as a breach of
faith on our part. The criticism to which it would give rise
would in my judgement very much outweigh any criticism of a
deal with Liberty Maritime; and I doubt whether the trust
which we now enjoy would survive, making our task in
Scotland immeasurably more difficult.

I am copying this minute to the members of E Committee and

to Sir Robert Armstrong.

G

27 November 1979
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CABINET OFFICE
70 Whitehall, London swia 2as  Telephone o1-235 8319

From the Secretary of the Cabinet: Sir Robert Armstrong Kce cvo

Ref. AO0T78 27th November, 1979

D&ATFM

Govan Shipbuilders Litd.

Since Monday's meeting of E officials have
investigated the possibilities of public sector orders for
____ the Govan shipyard. I attach their report, which will be
considered by E at its meeting after Cabinet tomorrow.

I am copying this letter to the Private Secretaries
to members of E, the Secretaries of State for Defence,
Scotland and Northern Ireland, the Lord Privy Seal and
the Minister of Transport.

k_/m.-u Qurea,
Mot (AU

(M.J. Vile)
Private Secretary

T.P. Lankester, Esq.
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= We were asked, following the meeting of E Committee on 26 November, tz o
review the possibility of finding a public sector order or order for the ; )
3
Fairfield Yard at Govan Shipbuilders in place of the two ships for Liherty'hteqﬁfi;
[daa
w kb
Industry, Transport and Energy, the Ministries of Defence and of Agriculture, iﬂt 1

Maritime, This note has been prepared by officials of the Departments of

the Scottish Economic Planning Department, the Treasury and the Central Policy
Review Staff (CPRS), under Cabinet Office Chairmanship.

L) Govan Shipbuilders employ 5,450, of whom 1,100 are at Scotstoun and

4,350 at Fairfield. Scotstoun is due to close by the end of this year.

The workforce at Fairfield is due to be reduced by 1,150 to 3,200, by voluntary
redundancies and by transfers to other yards on the Clyde. This planned
rundown has already started and will be completed on the delivery of the last
Polish ship, now expected in March 1980, The achievement of this rundown is
itself dependent on an assurance now of further orders for the yard after the
completion of the Polish order., And the completion of the Polish ships will
also be in jeopardy if further orders are not fdrthcoming. As of now, the
yard has no further work beyond the Polish ships. The Liberty Maritime order
would employ part of this workforce, utilising the whole only for a brief
period in the summer of 1980 and finishing completely in the Spring of 1981,

The Need

Fe Ideally, any new order should provide comparable employment to the Liberty

Maritime order, It should not involve a ship for which there was an urgent
operational requirement, because of the risk that it might be 'locked-in' if
the plan goes wrong. The additional cost should be within the limits of
finance which the Department of Industry were prepared to make available for
the Liberty Maritime order (see below). It should be suitable for the modern
facilities at Fairfield, which is a general-purpose yard concentrating on
medium/large merchant ships. It has available a range of designs for bulk
carriers and general cargo ships of around 25,000 tons. With more notice,

it could construct any other relatively sophisticated merchant ship or fleet
1
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auxiliary. Within the total numbers employed, it is particularly important
to find work if possible for the 1,000 steelworkers at the yard, whose work
comes first in the construction of any ship and is now diminishing, If the
market recovers sufficiently (and there are some signs of recovery now),
British Shipbuilders plan to secure orders for the yard for ships of

higher added value such as ferries.

Available Finance

4, The proposed contribution from public funds (provided within the
Department of Industry's and British Shipbuilders' PES allocation) for the

Liberty Maritime deal was:

i, £4.5 million grant from the Intervention Fund, spread over

two years;

ii. £0,7 million as an interest relief grant from British Shipbuilders

(spread over the 15-year life of the ship);

iii. £2.7 million grant element as Section 10 assistance (spread
over 8 years).

By The total direct public support was therefore £7.9 million. The figure
of £§} million mentioned in the CPRS paper (E(79) 66) is the total cost of

constructing the vessels. This would be lost only if the ships were

completed and then locked-in permanently, without being re-sold. Given the
other calls on Department of Industry shipbuilding funds, we understand that
there is little prospect of providing further public assistance, beyond the

£7.9 million, from thisz zource,

6., We have considered a full list of potential public sector shipbuilding

orders over the next few years. Only 7 of these are remotely suitable for

Govan, and there are serious problems in each case.

(i) Offshore Patrol Vessels (OPVs or Fishery Protection Vessels)

There is a requirement for 4 replacement vessels (at about £10 million each)
for the Fisheries Departments and Ministry of Defence and for one smaller

vessel at a cost of £5 million for the Department of Agriculture and Fisheries

2
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for Scotland (DAFS)., The Treasury has offered, in the context of the
current Public Expenditure Survey discussions, to finance two of these,

it would be possible to operate more than these two if the funds were
available, but this would impose current costs as well as capital costs for
which there is at present no provision. There is an established design
for these ships, developed for Ministry of Defence by Hall Russell, a
British Shipbuilders subsidiary in Aberdeen. The first two ships are
being built in Aberdeen and the first will be launched in March. Any
subsequent orders could be allocated to Fairfields but British Shipbuilders
estimate that, because the facilities are less suitable, the shipbuilding
cost could be 20/25 per cent higher than at Aberdeen, requiring still
further extra funds. If all three extra ships were allocated, the work

would occupy about 750 men at the peak.

ii. Fleet Support Tanker

Ministry of Defence is now in the final stages of tendering for two fleet
support tankers though it is currently reconsidering whether it can afford
them at the present time, The design work has been done. The two would
cost £54 million. Each ship would employ 1,000-1,500 men. Govan is not
one of the yards tendering for this order., There has been great political
pressure for these orders and lobbying by local Members of Parliament
especially on behalf of Swan Hunter, Cammell Laird and Harland and Wolff.
Any departure from normal tendering would therefore be controversial and
might involwve higher costs, Work could begin by the middle of 1980,
These would be suitable ships for construction at Govan, and a

delay in their completion could be tolerated,

iii. Conversion of HMS Tarbatness

This is a potential major recomstruction job, but does not involve much new
steelwork. Ministry of Defence have no present PES funds and may drop it

from their programme, Work on design has now stopped. The contract price
would be over £30 million, of which a high part would be fitting-out of new
equipment., Further design work at Cammells would be necessary and a start

could not be made for some months.

CONFIDENTIAL
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iv. Hydrographic Vessels

There is a requirement for three of these, They are small and complex
vessels, The cost would be £24 million (for which PES provision has not
yet finally been approved) for all three, and about 500 jobs per vessel
would be involved. The detailed design work has still to be done, and no

order seems possible before early 1981.

v. Train Ferry for British Rail (BR)

British Rail is considering ordering two new train ferries for the Harwich/
Zeebrugge route at a cost of £13 million each, The viability of the operation
depends on improved railway and Customs operations. The Government has not yet
approved the order, for which there is no provision in BR's investment -
programme, There is pressure from Germany to improve the through rail

freight service, and from Belgium for at least one of the orders. Some

design work has already been dome. British Shipbuilders, who have been
involved, believe they could start in about six months, It is unlikely

that British Rail would choose Gowvan,

vi. Cable Ship for Cable and Wireless

A decision in principle has been taken by Cable and Wireless to construct a
new cable ship. But the design will not be finalised until the end of
February, and there will be a tendering and negotiating process after that.
Cable and Wireless believe they would not start until September 1980; the
Department of Industry think it might be possible to start a month or two
earlier. This will be a large job around £15 million or more, There will
be political pressures to construct in the North East; Lord Glenamara is

the Chairman of Cable and Wireleszs.

vii. A further Fleet Support Tanker for Ministry of Defence, to a basic

commercial design with minimum modifications.

Provided extra funds could be made available, MOD could find a use for such
a vessel which might cost up to £20 million and could be started quite
quickly. This would avoid the need to divert existing orders from other
yards but would involve additional running costs in due course, If MOD

then decided to postpone the two specialist tanker wessels, there could be

reactions at the other yards which might have expected the orders.

4
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7. Further options

There are two other possibilities which could be considered:

viii, Speculative building

The Liberty Maritime order itself could be regarded as a form of speculative
building, with the purchaser laying out only £0.5 million for an option which
he could later decide to cancel, leaving British Shipbuilders with the vessels,
A straight speculative build financed by the Government would lead to

pressure for comparable orders from other yards.

ix, Diverting work from other Ministry of Defence dockyards

There is little or no scope for this in the short term because the facilities
and labour force at Fairfield are not suited for warship construction and

rEfi't—.

Cabinet Office

27 November 1970
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FRIME MINISTER

The E Committee decided under your chairmanship this afternoon
that officials should look into the possibility of finding a

public sector order, or orders, for Govan.

e ——————— s

e

We recognised the need for speed. There is indeed an acute

RS —— T
issue of timing. British Shipbuilders are due to meet the

unions again on Monday 3 December and, if any public sector order
L S —
is not to be seen as a concession to trade union pressure, we
ought to take our decision before then. With the EEC meeting
A —
I know the pressure on your time, but I should be most grateful

if Ministers could meet again within the next two or three days

to consider the report of officials that has been commissioned.

I am asking my officials to have completed a first survey of
the possibilities in time for a meeting of an interdepartmental
group tomorrow morning. But at first sight the possibilities

v .of (getting an order) of the right kind, quality, and solving the

-
\)’:Mfmding_ problems do not seem good.
9 . c?‘aaEJJ-:' A~ o4 4:f"tH-‘14(-;T ,

(i

I am sending copies of this minute to other members of E

/Committee ...
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Committee and to Sir Robert Armstrong.

q

KJd

2G November 1979

Department of Industry
Ashdown House

12% Victoria Street
London SW1
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(Minute to you from the Secretary of State for Industry ‘n.
dated 16 November and E(79) 66) T
BACKGROUND }"

The question is whether British Shipbuilders should be authorised to

accept an order for two ships from Liberty Maritime in association with Hambros.
E(EA) discussed this on 13th November (E(EA)(79) 20th Meeting, Item 4) and
agreed, on balance, that it should. You had however asked that the decision
should come to you for confirmation before action was taken, and in the event
asked that the matter should be further considered in E. As an aid to the
discussion the CPRS have circulated E(79) 66.

HANDLING

7 You might ask Sir Keith Joseph to report on the discussion in E(EA) and

then Sir Kenneth Berrill to introduce his paper. Mr. Prior and Mr. Younger

will then wish to comment on the industrial relations and employment aspects
for Clydeside. Finally Mr. Biffen might comment on financial aspects
(though the conditions which he laid down at E(EA) have been met).
da The questions raised by CPRS are summarised in paragraph 9 of their
paper and you may wish to run through these. We understand that the answers
are likely to be along the following lines:-
(i) The yard may be able to get further orders on a normal commercial

basis. If notit will start to run down by August 1980, By then the

Polish ships will have left the yard and there is no penalty for late

i delivery of the Liberty Maritime ships to give the workers the leverage

they now have.
(ii) These orders will occupy the yard till that run-down starts.
(iii) The delivery schedule is the latest BS estimate, No reason to doubt it,

The ships should be released well before August.
—
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(iv) The terms will not be publicised, And British Shipbuilders can be
told it isn't a precedent.

(v) Without industrial trouble BS are likely to stay within their cash limit
this year, and will be told to stay within it next year, taking account
of these orders. Industrial trouble, however, especially if widespread,
could very easily cause them to exceed their cash limits, this year or
next.

CONCLUSION

4. The decision turns on a political judgment on the relative
disadvantages of the alternative courses. The primary decision will be
either to go ahead or to refuse these orders. If the decision is to go ahead
you will wish the Department of Industry to take steps to minimise the
repercussions as far as possible., This might involve telling BS that:-

(a) the order is not a precedent;

(b) they must not give 'half commitments' of this kind to the workers again;

(c¢) they must stay within their cash limits no matter what happens.

(Robert Armstrong)

23rd November, 1979
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DEPARTMENT OF TRADE
] VICTORIA STREET
LONDON SWI1H OET

TELEFHONE DIRECT LINE 01 213 5?8"]
SWITCHBOARD 01 215 7877

Parliamentary Under Secretary of State

Sir Keith Joseph

Secretary of State for Industry

Ashdown House

12% Victoria Street

London -

SW1 ) 23 November 1979

D ek,

GOVAN SHIFPBUILDERS

John Nott asked me to write to you about this
he will be out of the country when E Committee ¢
~rdzy the Govsrn Shipbuilders papers E(ER) (79) ='%,=
~ the CPRS) E(72) {&8). I believe that we should "™
sition on both political end practical grounds.
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~ider first the future credibility of the Government
r to industrizl blscikmeil from this ship yard.
od with other difficult closure problems in this
ries where hard decisions have to be taken in

If a precedenc set at Govan others in
s will be much le likely to believe that we
, and we shall simply be making a rod for our own
ticular industrial blackmail would if implemented
making it certain that no other shipowner would
for Govan. e
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120 be msking a U-turn in the shipping and shipbuilding
policy fields. In Opposition we strongly criticised give-away
shiphuilding deals which helped competitor fleets to damage our

wn shipoing interests. But none of these deals involved an
. interest-free loan, a customer of such uncertain reputation, or
his relief from virtually all commercial risks. Agsin our credi-
bility, not least with our own supporters would be in jeopardy.

Over and above these general points, the specific terms of the

order raise important points on the proper role for this nationalised
industry. If the market moves against Liberty Maritime they can

pull out, and since Hambros are only nominal Owners the problen
reverts :oigg. If they try to find another charter they are enteritg
into the shipping market in competition with the private sector.
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If they arrange a sale we have effectively had speculative
building. Either eventuslity is inconsistent with our principles.

Against this, there are the speculative financial consequences of
the locking-in of Polish ships. But the CPRS paper makes clear
that the financia is much less than previously argued.
What must also be taken into account are the financial consequences
of it being reslised that Ministers were susceptible to this kind
of pressure.

The CPRS paper comments cogently that we are being asked to buy a
short period of peace for a yard which has no longer—term future.
I hope colleagues will agree that this is not worth the sacrifice
of so many points of principle snd so much credibility

copying this letter to the Prime IMinister, E Committee members,
nenneth Berrill.

@”ﬁ//;..;

Robert Armstrong and Sir

INORMAIT TEBBIT







SCOTTISH OFFICE
WHITEHALL, LONDON SWI1A 2AU

Tim Lankester Esg
Private Secretary
10 Downing Street lJ

LONDON Sw1 November 1979

My Secretary of State has seen your letter of 19 November to the Private Secretary
to the Secretary of State for Industry indicating the Prime Minister's wish that
the proposal for further support to Govan Shipbuilders should be considered again
in E Committee.

Mr Younger wishes to express the strongest possible hope that consideration in

E Committee can take place as a matter of urgency. So far, as Sir Keith Joseph's
minute of 16 November says, the workforce have been extremely cooperative but

for the reasons which have been explained there is a firm expectation in the yard
that new orders will be placed and in the continuing absence of this restiveness
is growing. There are clear indications that the mood of the workers is changing
and Mr Younger is concerned that they could quickly become unco-operative with the
possibility of a major industrial confrontation following. We understand that
when BS met the unions on Monday they agreed to meet again in 2 weeks, but that the
union side warned that unless a firm order appeared soon, the leadership would not
be able to restrain the more militant elements.

My Secretary of State has also noted the reference in paragraph three of the
Secretary of State for Industry's minute of 16 November to the agreement of
colleagues in E(EA) that the Govan yards would in all probability have no long term
future. But British Shipbuilders have hitherto taken the view that the Govan
(Fairfield) yard was to be regarded as part of the 'core' of merchant shipbuilding
capacity and therefore for retention if at all feasible.

I am sending copies of this letter to the Private Secretaries of members of E(EA)
to Martin Vile (Cabinet Office).

GODFREY ROBSON
Private Secretary
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE o1-22 &40

SWITCHBOARD 01-212 7476
Ministar of State

The Hon Adam Butler MP

The Rt Hon John Biffen MP 19 November 1979
Chief Secretary to the
Treasury
i Treasury
Parliament Street
London SW1

a . .
Deaw 3w, | 5\'14\.

E(FA)(79)64 ~ GOVAN SHIFBUILDERS/LIBERTY MARITINE

When E(EA) Sub Committee considered the above paper on
13 November I was asked to confirm to you that there is
no element of UK tax allowance in the Liberty Maritime
deal which would provide a hidden increase in subsidy.

BS have explained that the proposed dezl is on a non-tax

lease basis, as the Hambros subsidiary is ineligible for

the allowances because of the buy-out option whizh effectively
turns it into a hire purchase dezl. On this basis I am able
to give you the necessary assurance.

Should the deal be approved, it will bemade clear to BS
that they must carry the consegquences of any default by
Liverty Maritime within their agreed external financing -
limits.

I 2m _copying this letter to the Prime Minister, members of
E(EA) and to Sir Robert Armstrong.

ADAM BUTLER







Scotland
Wales
Trade
Energy
Chief Sec.

S o) 10 DOWNING STREET

From the Private Secretary 19 November 1979

|
F

The Prime Minister has considered your Secretary of
State's minute of 16 November in which he reported on the
E(EA) discussion on the proposal for further support to
Govan Shipbuilders.

The Prime Minister is still not persuaded that it would
be right to provide the necessary support for the Liberty
Maritime orders, and she would like this proposal to be
considered again in E Committee.

I am sending copies of this letter to the Priwvate

Secretaries to members of E(EA) and to Martin Vile (Cabinet
Office).

T.P. LANKESTER

Ian Ellison, Esq.,

Department of Industry.




10 DOWNING STREET

From the Private Secretary

SIR KENNETH BERRILL

s — e

Govan Shipbuilders

As I told you, the Prime Minister has
decided that the Govan proposal should be

lreconsidered in E Committee. 8She would be

igrateful if you would circulate a collective
tbrief, drawing on the points which you made

in your minute of 16 November.

I am sending a copy of this minute to
Martin Vile (Cabinet Office).

T. P. LANKESTER

;

19 November 1879
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You asked that I should report to you the discussion in E(EA)

PRIME MINISTER

on the proposal for support to Govan Shipbuilders, (E(EA)(79)6e4),

before any final decision is taken.

e e ——
p—

In answer to your specific queries raised in your Private
Secretary's minute of 12 November, the Minister of State
Department of Industry explained that the size of the subsidy

proposed for these orders is not in fact larger than normal. 7

- -

The only exceptional feature in the size of subsidy is the
interest free loan during construction, which amounts to 4.2
per cent of purchase price, or sbout £0.7 million. We have agreed

higher subsidies for BP tankers; there were also cases under

T

the previous Administration; and the competition for shipping
orders is increasingly fierce. He also assured us that great
efforts had been made to find an alternative British order, but
the only contender was the Ocean order mentioned in the paper

which would have required very much greater subsidy.

In discussion, it was common ground between colleagues that the

Govan yards would, in all probability, have no long term future.

e

Thus the purpose of supporting this order would be to cushion a
painful process of run-down. So far the workforce had shown a
remarkable degree of cooperation with the BS management in

achieving their strategic plans for the industry. But in the

negotiations on this strategy BS had mentioned the "letter of

intent" for 2 ships, and the men were now becoming increasingly
——— ——

restive that these orders had not appeared. The Secretary of

/Btate ...




State for Scotland, and the Minister of State, Industry, were
in no doubt at all that unless orders are forthcoming very

soon, industrial unrest is inevitable. In that event the

vulnerability of the Polish ships to being "locked in" means
e

that BS could quickly suffer financial penalties greater than the
sums we were now considering. And if industrial action spread
throughout the industry, as it well might in view of the central
position of Govan, and as a result all orders slipped by 3 months,
costs of perhaps £100 million would arise. But apzrt from the
financial consequences, the existing co-operative attitude of the
unions would also have been forfeited. The Secretary of State
for Bcotland emphasised to us the succession of closures that
have recently been announced on Clydeside - Singer, Prestcold,
Massey Ferguson, Linwcocod, BSR. The loss of Govan as well in the
short term - with over half the male workforce of that Employment
Exchange area working at the yard, would in his view be the last

straw.

We noted that the company involved in the orders, Liberty Maritime,
i ——

was virtually unknown, and that it had almost no declared assets.
e e — —

There must therefore be a significant risk that it would default,

and we should certainly have to be prepared to face criticism

for giving them a subsidised order. But against that, in the

event of default BS would have the vessels available to realise
a part of the money, and we would also have to face political
pressures if we let the yard fail immediately, with the consequences

we had forseen. We noted that the money needed for this subsidy

/would ...




would be found within the provision already made in the

Intervention Fund.

Because the existence of a "letter of intent" has been known
since August, it should be possible to present the order as

coming to fruition in the normal way, and to avoid any allegation
that special arrangements have been made in response to the

risk of industrial =zction.

On the other hand the Chief Secretary expressed the opinion
that the deferment for perhaps a year of the closure of Govan
would be seen as being bought by us under pressure with
unfortunate overtones of what happened, also at Govan, in

1972.

However most colleagues on E(EA) were persuaded that in spite
of the acknowledged drawbacks, it would te right to proceed

with these orders, and I agreed to report that view to you.

I am copying this to the members of E(EA) and Sir Robert

Armstrong.

LS

Ju K7

1G November 1979

Department of Industry
Ashdown House
12% Victoria Street
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To: MR IANKESTER
From: SIR KENNETH BERRILL

Govan Shipbuilders

1. I have seen the minute by the Secretary of State for Industry to the
Prime Minister of 16 November reporting the conclusions of E(EA) on the
proposal to build two ships for Liberty Maritime at the Fairfields yard of
Govan Shipbuilders.

2. The minute brings out very clearly the anxieties which Ministers in
E(EA) had about the serious employment position on Clydeside. The Prime
Minister may feel that it is therefore a political imperative to finance
the order for Liberty Maritime (which is described in some detail in
E(EA)(79)6%4). But before taking such a decision the Prime Minister may
wish to consider a number of points which worry the CPRS and perhaps raise
questions on them with Departments.

3. The arguments for financing the Liberty Maritime order are two: (a) to
help cushion the painful process of running down shipbuilding on the Clyde

at a time when there have been many other plant closures in the area; and

(b) to secure the release of the Polish ships being built at the Fairfields
and Scotstoun yards of Govan which might be locked in if further orders for

Govan are not forthcoming. Both these arguments need examination.

b, Cushioning the rundown of employment -

(i) Ministers in E(EA) accepted that in all probability Govan is not
viable long-term. The CPRS fully shares this view. Even when the
demand for shipbuilding recovers worldwide, South Korea, Taiwan and
Japan will build the kind of ship produced at Govan and at a much lower
cost (simple, small to medium sized bulk carriers). If the intention
then is to keep Govan going only for the next year or so, where will the
orders come from for the 5 to 6 ships a year needed to maintain even the
reduced labour force envisaged for the Fairfields yard? The Liberty
Maritime order is for two ships only. Is the assumption that more
orders will be obtained? And will it be any easier to decide on closure
next year or the year after?
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(ii) The proposed order has disturbing features which might excite
public comment, Liberty Maritime Agency Limited is a firm of ship
brokers which last filed accounts in 1976 (which makes it technically
in default under the Companies Act) and at that time its declared assets
were £12,000. The terms of the contract are such that at any time
during construction it can pull out at negligible cost and will almost
certainly do so if the shipping market does not recover sufficiently

to make it worth their while completing the deal. British Shipbuilders
carry all but about £im. of the financial risk. Since British shipowners
show no interest in placing orders for Govan, the likelihood is that
any successor orders to keep the Fairfields yard open for a few months

longer would have to be on similar terms and with similar companies.

o Securing the release of the Polish ships. The second main argument

for the Liberty Maritime order is that it will secure the release of the
eight Polish ships from Govan and prevent other industrial dislocation and

costs.

6. The Liberty Maritime order will mean a contingent liability to HMG of
£20m. and against this, if it is not accepted, is put a possible cost of £100m.

This looks a reasonable exchange, but -

(i) a figure of £100m. can only be arrived at by assuming industrial
action on a much wider scale than the Clyde. The total amount directly
at risk to HMG on the Polish ships is £30m. (not £52m. as implied in
E(EA)(79)64) - less whatever would be saved by not completing them.

The figure would be still further reduced if the ships were not completed
or if they were eventually released and sold. And the figure is falling
as ships are released - of the nine mentioned in the E(EA) paper one had

already gone by the time of the discussion in E(EA).

(ii) The contingent liability on the Liberty Maritime order is £20m. but
this may not be enough to extract all the Polish ships; unless additional

similar orders to keep the yards going are accepted, which would increase
the contingent liability proportionately.




. As I have said above, the employment position on Clydeside may create
a political imperative to finance the Liberty Maritime order even if it only
means an extra few months grace. But if the Prime Minister does not consider

the issue clear-cut she may wish to ask the Secretary of State for Industry -

(i) if, as indicated in the Secretary of State's minute, Fairfields
is unlikely to have a long term future,when is it thought that the
yard will close? Why should it be easier to close later rather than

sooner?

(ii) How many orders, and at what total cost, will be needed to provide
work for the labour force envisaged in E(EA)(79)64?

(iii) What guarantee do we have that the Liberty Maritime order will

be the key to secure release of all the Polish ships?

(iv) What shall we do if, say, next month British Shipbuilders bring
forward an identical order to help fill the Fairfields yard?

(v) When, level of subsidy apart, the terms of the order and the status
of Liberty Maritime become known, what reception should we expect from
British shipping interests, from the press, and from our European
partners? Will it not be seen for what it is, a thin c¢loak for a
speculative build.

I am sending a copy of this minute to Sir Robert Armstrong.

KR

16 November 1979




PRIME MINISTER

Govan Shipbuilders

We have discussed this with C.P.R.S. since E(EA)(79)64.
Sir Kenneth Berrill will be sending you a minute. This

summarises the position as it appears to us:-

Govan is doomed

It's the big loss-maker. Closure costs have to be

faced one day.

2. The Liberty order

2.1 The "order" is simply a low-cost option to buy. It's
effectively speculative building of two of the wrong ships

for someone else's benefit. Liberty itself is a balance sheet
Jjoke.

2.2 It's purpose is to get B.S. off the book with the Polish
ships and ease the natural run-down at Govan, but would it

not be a transparent (and thus ineffective) stratagem to the

workforce, as well as inviting ridicule for Government?

Where does it end?

Govan closure is inevitable one day. C.P.R.8. is
concerned that, if Government says yes to a Liberty, to whom
could it ever say no? What if B.S. comes up with an identical

order from Liberty next year? Our view is that this may not

be a real problem. It's not impossible for Government to say

ves to the first and no to the second. The real problem

igs that the Liberty order itself will not "do the trick"

(2.2 above).
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4, The Cost of Saying 'No' now

4,1 Economic

(a) B.S. will blame it all on Government. But exposure
of Liberty facts will make B.S. board look pretty silly.

(b) Properly handled and in light of (a) above, do we
really expect more than a sit-in on Polish ships? If the work-
in started now and went on for ever, it would cost £30 million,
less £5.10 million of avoidable finishing costs. Against
this, the contingent liability on Liberty order is probably
well under £20 million; work would slow or stop well before
the ships were completed.

(e) The Govan story is almost bound to end with a work-in,
whenever it happens, since all its ships are hostages for

continued Government support.

4.2 Political

(a) Unlikely that closure in a year or two will be more
convenient than now; higher unemployment there by then? Closer
to election? Scot Nats trying to rally?

(b) There is a case for saying that closure of Govan
should be linked to the Polish order, not the Liberty one.
As a matter of principle, the workforce originally gave absolute
assurances that they would not delay completion of the Polish
order: the Polish order fiasco is still fresh in people's

minds; and it is firmly associated with the last Government.

16 November 1979
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10 DOWNING STREET :

From: the Private Secretary 12 November 1979

Govan Shipbuilders

The Prime Minister has read the memorandum
by Mr. Butler on Govan Shipbuilders whieh is to
be teken in E(EAY Committee this week.

She has been struck by the extraordinarily
subsidy which will be required for the
Mgritime order, and has asked whether
could not be obtained TIor a
subsidy. K than this. In any case, she would
teful for a report on E(EA)'s conclusions
a final decision is taken. :
I am sending copies of this letter to the
Frivate Secretaries to members of E(EA) Committee
and to Martin Vile (Cabinet Office). g

Fllison, Esqg.,
£ IndU.St'I_‘F' s i
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o ﬂr_ 9@:@(1 S

Gl /.L] 7
Cou o Cra ba Sie hn.o.:l

10 DOWNING STREET

From the Private Secretary October 1979

COMMERCIAL - IN CONFIDENCE

Sir David Brown called on the Prime Minister at 1100 this
morning. He told the Prime Minister that he was very dissatisfied
with the compensation which the Department of Industry were
offering for the nationalisation of Vosper's: their offer amounted
only to £4.5 million, whereas the market valued the company at
£35 million based on its performance right up to vesting day.
Although he understood that the Department's offer had been
worked out on the basis of the compensation terms in the Nationali-
sation Act, he still thought that the offer was totally unfair;
he had also been advised that the ESecretary of State could, if he
so wished, offer compensation outside the terms of the Act. If
the offer was not improved, the shareholders might well appeal to

the European Court: he had been advised that they might well win
such an appeal.

Sir David went on to say that he was concerned that the
Government appeared to have no plans to sell the warshipbuilders
back to the private sector. Since nationalisation, British ship-
builders had not received a single warship contract. If there
was too much delay, the warshipbuilders would go into decline.

He hoped that Sir Keith Joseph would bring forward plans for de-
nationalisation in the near future,

The Prime Minister said that she noted the points which Sir
David had made. Although she thought it would be difficult tc offer
compensation outside the terms of the Nationalisation Act, she
was sure that Sir Keith Joseph would look into the issues which
Sir David had raised; in addition, he would no doubt be considering
the possibilities of selling the warshipbuilders back to the private
sector, though the first priority must be to slim down and
rationalise the merchant-shipbuilders.

Sir David handed over the enclosed note, which the Prime
Minister has asked me to draw to your Secretary of State's attention.

T. P. LANKESTER
L

Ian Ellison, Esq.,
Department of Indust
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” VOSPER LIMITED -- Compensaticn

€ covering the Nationalisation of
/(Q Vosper Thornycroft (UK) Limited

Pt Vosper Shiprepairers Limited

1. It is now more than two years since Vosper Limited

was deprived of its U.K. Shipbuilding and Shiprepair-
ing businesses in consequence of the Labour Government's
controversial Aircraft and Shipbuilding Industries Act 1977.
To date only £1,350,000 has been received as payments on
account and the highest offer of further compensation so
far put forward amounts to £3,150,000. This is quite
unacceptable since the total compensation would amount to
little more than half the annual rate of profits being
earned before nationalisation. ~~

2. The record of the nationalised Vosper companies in the
5 to 6 years up to Vesting day was one of rapid and
substantial growth.
Turnover and profits before taxation were

Turnover Profits Profit Margin
£M £M

Year ended 31.10.72 36.0
31.10.73 39.5
31,10.74 53.5
31.10.%5 76.0
31.10.76 85.0
8 months to 30. 6.77 69.5

-

GOk W
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The turnover and profits for the last period before
vesting day were thus at rates of approximately £100 million
and £8 million per annum respectively.

3. The nationalised Vosper companies have been fairly valued
by the Stockholders' representative, merchant bankers and
stockbrokers at £35.4 million.

Nett tangible assets were £25 million. Goodwill is
therefore £1C million. (Price/earnings ratio 8.5)

4. Since nationalisation Vosper Thornycroft (UK) Limited has

continued to make substantial profits (British Shipbuilders’
Accounts) thus confirming continuing success from contracts
negotiated prior to nationalisation.

9 months to March 1978 £4,511.000.
12 months to March 1979 £10,730,000.

9. Orders in hand at Vesting day £267 million.

6. Vosper Shiprepairers was profitable prior to nationalisation
but has sustained losses since from contracts negotiated
since nationalisation.

9 months to March 1978 £3,733,000. loss
12 months to March 1979 £2,490,000. loss.
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Members of the present Government when in Opposition
agreed in debate that the compensation should be fair.

If no agreement can be reached with the Secretary of
State, the matter will be taken to arbitration.

If the result of arbitration is unsatisfactory it is
Vosper's intention to make application to the European
Commission and Court of Human Rights at Strasbourg

9. Counsel has advised that Vosper has good prcspects of
success at Strasbourg. |
10. In the event that the Conservative Govern$ent were success-
ful at Strasbourg, it would be setting a most undesirable
precedent for a future Labour Government. ,
]
11. The Act provides for compensation to be based on the
Parent Company's average share price during the refer-
ence period (1973/4) which has been rigidly adhered to in
negotiation by the Department of Industry while disregarding
Section 38(1l) which provides that the compensation

M. ...shall be such as may -be determined by
agreement between the Secretary of State and
thestockholders' representative...."

Queen's Counsel have confirmed that this gives the Secretary
of State power to agree a fair figure.

12. It had been understood that it was the present Government's

intention to de-nationalise certain elements of the
Shipbuilding Industry and in particular, the warshipbuilders.
Could we be advised as to why this was reversed and whether it
is still the intention to de-nationalise at some stage.

13. It being in the interests of all concerned, not least the

Couservative Government to resolve this problem without
recourse to Arbitration and Strasbourg, would the Pr.me
Minister ask Sir Keith Joseph or Mr. Butler to meet our
Chairman and Stockholders representative (Mr. Richards of
Deloittes) in an attempt to resolve this matter on a fair
basis.

16th October 1979.
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r;@nt]i“ subsiﬁlary companies 1979 1978

7 i . . . Profit/ Profit/

Where . (loss) {loss)
s - Turn
ie (T registered TROVEX  pefore tax TUTROVET  pefore ta

L}

sarclay Curie & Co. Ltd Scotland 2,439 (1,379) 2,284 (778)
(in 1979 a subsidiary §
of Vickers Shipbuilding
Group Ltd.)

benton Nominees Ltd England

aritish Shipbuilders Pension Trust Ltd England

Arooke Marine Ltd England

ammell Laird Shipbuilders Ltd England (26,233)

lark Hawthorn Ltd England

George Clark & NES Ltd England (1,471)

Falmouth Shiprepair Ltd England . (3,138)

The Goole Shipbuilding & Repairing .
Co. Ltd England (1,435) 97

Govan Shipbuilders Ltd Scotland {13,539) (9,951)

Hall Russel & Co. Ltd. + Scotland 160 229

Hawthorn Leslie (Engineers) Ltd | England (787) 132

*John Kincaid & Co Ltd Scotland 24 {2,910}

River Thames Shiprepairs Ltd England (5,214) (2,702)

Robb Caledon Shipbuilders Ltd Scotland (11,725) (7,616}

Scott Lithgow Ltd Scotland (12,473) (23,802)

Scott Lithgow Drydocks Ltd Scotland (918)

Shipbuildino Publications Ltd _ England

Smith's Dock Company Ltd England 46,743 (6,032) =~ 22,224

Sunderland Shipbuilding &
Engineering Co. Ltd England 95,117 3,642 66,407

Swan Hunter Shipbuilders Ltd England 106,942 (15,761} 100,705

Swan Hunter Training & Safety Co. England 1,031 94 637

Tyne Shiprepair Group Ltd England = 32,063 (8,373) 16,399

Vickers Offshore (Projects &
| Developments)Ltd England 636 (5)

Vickers Shipbuilding Group Ltd England 147,227 9,025

l
i

|

Vosper Shiprepairers Ltd England 7,810 (2,490)

Vosper Thornycroft (Ui) Ltd England 99,4§4 10,730
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companies

(continued)

where
registered

Turnover

1979

Profit/

(loss)
béfore tax

1978

Profit/

(loss)
before tax

Turnover

I

| rrow Shipbuilders Ltd

England

52,582

3,099

29,654 1,789

hrrow (Training) Ltd

Scotland

244

163




26 September 1979

Thank you for vour letter of today's date
enclosing the two pieces by Joel DBarnett on
public expenditure. I have passed these on
to the Prime Minister,

I enclose a copy of a note which I did
for the Prime Minister on subsidies to the
shipbuilding industry. This was based on
information gleaned from DUL and some personal
knowledge of the situation since I had the
wisfortune to be the Principal in the Treasury
responsible for shipbuilding for three years,

T.P. LANKESTER

Adam Ridley, Esq.,
H.M. Treasury,




10 DOWNING STREET

From the Private Secretary 10 September 1979

At the end of your meeting with
the Prime Minister this morning, she
mentioned some information on our
shipbuilding industry. I now enclose
2 factual note which you may find of
interest.

T. P. LANKESTER

Bernard Shrimsley Esq




Shipbuilding

Huge subsidies have been paid, and are continuing to

be paid to this relatively small industry. There are

30,000 employed in merchant shipbuilding, and the

merchant shipbuilding industry has received about £550m

of assistance since 1972. In addition, British Shipbuilders,
in its first two years of operation, made losses totalling
£154m. Assistance to the industry during the last two years
has been truly massive:

- in 1977/78 total assistance was £95m to which
much be added British Shipbuilders' losses of
£108m. Total £203m.

in 1978/79 total assistance was £85m plus BS losses
of £56m. Total £141m.

The total wage bill for merchant shipbuilding is approximately
£150m. Thus, during the past two years, total assistance has
either exceeded or been close to the total wage bill.

There are no orders to speak of even at the current high rates
of subsidy. Total annual capacity in merchant shipbuilding

is about 600,000 tonnes. In 1978 BS took orders amounting to
only 230,000 tonnes. This year, there is little prospect of
reaching even this figure. BS have advised that there is

little hope of future orders if the present levels of subsidy
remain limited to the present maximum of 30% of contract
price.

Other countries are already embarked on a substantial
contraction of their industries, or have announced plans to
do so. Contraction in the UK, however, has barely started.
Examples:

- Japan will close 35% of its 1978 capacity by
March 1980, nearly a third of its employees will
EO.

West Germany has announced a 50% cut-baeck in man-
hours work in the industry by 1980, compared
with 1975.

France is planning for a 50% cut-back in capacity.
- In the Netherlands, employment is being reduced by 35%

The number of jobs which will be lost in the current BS closure
programme amounts to only 4,000. BS are planning to cut
capacity and employment by about one third by 1981, but up

to now actual closures have been minimal.

Productivity at our Yards is dreadful - far below all our
main competitors despite substantial modernisation programmes
in recent years. Hence the stagnation of output since the
1950s, while other countries forged ahead.
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PRIME MINISTER

Shipbuilding

There are tE::e points which we need to get across:

(i)

Huge subsidies have been paid, and are continuing to be paid to this
relatively small industry. There are 30,000 employed in merchant
shipbuilding, and the merchant shipbuilding industry has received
about E550m of assistance since 1972. 1In addition, British Ship-
builders, in its first two years of operation, made losses totalling
£154m. Assistance to the industry during the last two years has been

truly massive:

- 1in 1977/78 total assistance was £95m to which must be added
British Shipbuilderd losses of £108m. Total £203m.

- in 1978/79 total assistance was £85m plus BS losses of £46m.
Total £131m.

The total wage bill for merchant shipbuilding is approximately £150m.
Thus, during the past two years, total assistance has either exceeded
or been close to the total wage bill. (Unfortunately, it is not
possible to isolate the total assistance paid to the individual Yards
which are now scheduled for closure. This is because BS do not break
down their losses Yard by Yard. Nonetheless, the Yards which are due
for closure in Scotland are those with the worst prospects. They are
Scotstoun on the Upper Clyde, Ecott%Fowling and Scartsdyke on the
Lower Clyde and Robb Caledon at Dundee. Scotstoun is one of the old
Upper Clyde Shipbuilders' Yards: it and the Fairfield Yard have
continued under the name of Govan Shipbuilders. They have absorbed
vast sums of money over the past 7 years (£45m in 1977/78 alone), and

it is a great pity that the Scotstoun Yard was not closed years ago.)

There are no orders to speak of even at the current high rates of sub-
sidy. Total annual capacity in merchant shipbuilding is about

600,000 tonnes. In 1978 BS took orders amounting to only 230,000 tonnes
(of which 134,000 tonnes was represented by the infamous Polish order).
This year, there is little prospect of reaching even this figure. BS
have advised that there is little hope of future orders if the present
levels of subsidy remain limited to the present maximum of 30% of

contract price.

/(iii) Other




(iii) Other countries are already embarked on a substantial contraction of
their industries, or have announced plans to do so. OContraction in the

UK, however, has barely started. Examples:

Japan will close 35% of its 1978 capacity by March 1980, nearly
a third of its employees will go.

West Germany has announced a 50% cut-back in man-hours work in the

industry by 1980, compared with 1975.
France is planning for a 50% cut-back in capacity.
In the Netherlands, employment is being reduced by 35%

The number of jobs which will be lost in the current BS closure
programme amounts to only 4,000. BS are planning to cut capacity and
employment by about one third by 1981, but up to now actual closures
have been minimal (Falmouth shiprepairing and one of the Yards in the

North East).

Productivity at our Yards is dreadful - far below all our main
competitors despite massive investment in recent years. Hance the
stagnation of output since the 1950s, while other countries forge

ahead.

6 September 1979
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

Telephone Direct Line 01-212 5 201
Switchboard 01-212 7676

B Eféfacremry of State for Industry

{ September 1979

Tim Lankester Esq
Private Secretary to the
Prime Minister

10 Downing Street

London SW4

Wi e,

GOVERNMENT SUPPORT FOR THE UK SHIPBUILDING INDUSTRY

I am attaching notes produced today in an attempt to meet the
Prime Minister's requests for information about the scale of
support to the UK shipbuilding industry. I regret that it has
not been possible to isolate the assistance to the individual
yards which are now scheduled for closure. I know that the
Prime Minister wanted to relate these amounts of assistance to
the wages bill and can only suggest that this relationship is
expressed instead in terms of the total amount of assistance
to the industry. As you will see, in 1977/8 total assistance
was £95 million, to which should be added losses by British
Shipbuilders of £108 million - ie a total of £203 million. In
1978/9 the total was £85 million, plus losses of £46 million -
ie £13%1 million. A very rough indication of the total wages
bill for the merchant shipbuilding industry would be 30,000
times rough average earnings of £5,000 - ie £150 million.

It would be fair to say that the industry has received hundreds
of millions of pounds of taxpayers money and that in recent years
this has been on the same scale as the entire wages bill of the
merchant shipbuilding industry.

Some notes are also attached on the scale of contraction planned

in other countries.
djﬂtis1 }i“;nuf]
i

L]

ANDREW DUGUID
Private Secretary
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SHIPBUILDING CONTRACTION IN OTHER COUNTRIES

Our major competitor countries in the developed world are
already involved in substantial contraction of their ship-
building industries or have announced plans to do so. Japan
has already begun to implement a programme of scrapping or
freezing 35% of its 1978 facilities by March 1980, with an
envisaged reduction of 20,000 of the 64,000 workers employed
in the industry at the end of 1978.

Within the EEC, West Germany has announced that the number of
manhours worked in the industry will be cut by over 50% on
mid-1975 levels by 1980. Over the same period France envisages
a 50% cutback in capacity (output). In the Netherlands, employ-
ment is being reduced by some 35% (1975-1981). Contraction
programmes are also being drawn up in Italy and Ireland and in
Denmark merchant shipbuilding employment has already fallen by
one=third from 1975.

The Swedish Parliament has endorsed an employment cutback of
20% on 1978 levels. (This will amount to a reduction of 50%
since 1974.) In Norway the Governmment has recommended that
employment be reduced by 40% (on 1975).
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Excludes trading losses.




10 DOWNING STREET

THE PRIME MINISTER 31 August 1879

(Tt

Thank you for your letter of 20 August about the shipbuilding

situation.

I do mot think that the announcements by British Shipbuilders
warrant the recall of Parliament, to which a statement was made
by Adam Butler on 23 July.

He then explained to Parliament the serious siﬁuatian facing
the shipbuilding industry throughout the world andr;he scale of
contraction that British Shipbuilders considered would be
necessary. I regret the need for this contraction, but the
United Kingdom cannot be insulated from the worldwide situation,
which is affecting shipyards and workers throughout the world.
Nevertheless the Government did announce at the same time major
measures of support to the industry without which even less of
it could survive. In deciding to give this support the

Government gave great weight to the levels of unemployment

in the shipbuilding areas. Moreover, in deciding the

revised boundaries for the Assisted Areas, the Government




took into account the shipbuilding contraction. These

will enable assistance to be concentrated in the special
development areas and Dundee will, of course, benefit

L

from this.

Ernie Ross, Esq., U.P.




DEPARTMENT OF INDUSTRY
Ashdown House

123 Victoria Street
London
SW1E BRB

Telephone: Direct Line
01-212 6401
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Office of the Minister of State




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE o1-212 ©4071

From tha SWITCHBOARD 01-212 7676

Ministar of State

The Hon Adam Butler MP

Sir William Lithgow & August 1979
PO Box 2

Port Glasgow

Renfrewshire

PA14 S5JH

The Prime Minister has asked me to thank you for your letter

of 20 July, which she has passed to me because of my particular
responsibility for shipbuilding. You will understand that it
is difficult for her to see you herself af the moment, but has
asked if I would talk with you on her behalf; which I am
delighted to do.

T chall be most interested to discuss the future of the indusiry

with you. My secretary will be in touch with yours to arrange
a mutually convenient time.

wor SR LA

ADAM BUTLER




10 DOWNING STREET

From the Private Secretary 1 August 1979

I enclose a copy of a letter to the Prime Minister
from Sir William Lithgow. He is an old friend, and has
written to her from time to time since the Election.

Whilst the Prime Minister would like to take advantage
of his offer to discuss the way ahead for the shipbuilding
industry, she feels that it might be most useful if
Mr. Butler were to see Sir William on her behalf. We
discussed this over the telephone, and you agreed that it
would be possible to arrange this.

I would therefore be grateful if you could now
arrange for Mr. Butler to write to Sir William in response
to his letter to the Prime Minister offering to meet him
at a suitable time. Could you please let me have a copy
of that letter for our records in due course. I have not
sent an acknowledgement to Sir William.

I am sending a copy of this letter and enclosure to
Kenneth MacKenzie (Scottish Office).

M. A. PATTISON

Mrs. E. A. Riley,
Department of Industry.




10 DOWNING STREET

PRIME MINISTER

Do you wish to see
Sir William Lithgow? I
know yvou used to see him in
Opposition but I have had
a word with Tim Lankester
about this and he does not
consider it necessary. I

hope you agree.

25 July 1979
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Shipbuilding

Adam Butler's statement (Flag B) was received in complete
silence, Mr. Silkin had earlier said that he would have preferred
Sir Keith Joseph ('"'the butcher'") to make the statement rather
than Mr. Butler ('"the butcher's boy"), but Mr. Butler dealt with
the House quietly, firmly and successfully.

Mr. Silkin said that he was proposing the virtual déstruction
of one of our traditional major industries and totally disregarding
the social consequences of his action. He said that the programme
was too short, that British ships should be built in British
yvards and that the limits of Government subsidy should be greatly
increased to provide comparable terms to those available in other
countries.

Mr. Butler said in reply that it was true that all
shipbuilding industries throughout the world were subsidised,
but we could not make the level of subsidy limitless. The

e —

important thing was for British shipbuilders to deliver their

ships to order, to specification and on the due delivery date.
— Ty

e —— y e S ]
The Government was well aware of the levels of unemployment in
the areas concerned, almost all of which were special development

areas. There had been 11,000 redundancies in merchant ship-

ey S Y o
building in the last two years.
M

In response to other questions, he said that he was concerned
about the position of the Falmouth Docks; that any scrap-and-

building scheme had to be cost effective; that this Government
I T ———

was more likely to provide orders for warships than the Labour

Government; that we had to remember always that subsidising

unnecessary jobs had effects on profitable industry, where the

funds for those subsidies came from, as well as the recipients;
and that we needed to end up with a merchant shipbuilding industry
which was able to survive without subsidy.

/The Opposition




The Opposition response was muted, since the contents
of the statement had been largely discounted in advance. There

was a minor fuss about Harland and Wolff, since the Northern
Ireland Written Answer was only just becoming available as Adam
Butler spoke, But very few Labour Members argued seriously

that there was a case for maintaining the industry at its present

size or anything like it.

23 July 1579
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Plans for the Belfast shipyard of Harland
Wolff will be made known separately by my Rt hon friend the

Secretary of State for Northern Ireland.

Our consultations have fully confirmed the view of the last
end indeed of those working in the industry - that
further contraction is inevitable given the extreme severity of

the world recession.

At the end of last year, British Shipbuilders put their plans

for dealing with this grave situation to the previous adminilration,

advising in effect contraction in merchant shipbuilding to an

annual rate of some 430,000 tons by March 1981, with a reduction
rem— T

—

of manpower to around 20,000.
———




ties in securing new orders - only
~ British Shipbuilders recognised at
agni
430,000 tons, a he vi need to increase

well as for recovery :

not taken place, and my consultations

hers afford few grounds for
Substantial over-capacity exists wo
wide and at present there appears to be no early prospect of

recovery. I must warn the House that BS will find it very hard

to sustain their target capacity.
o

e

Ty

In such circumstances the Government

mach it can help.

One of the Government's early acts on taking office

a renewal of the Intervention Fund which it found had

March 15, and a temporary agreement was reached with the EEC
e ————

Commission. The Government is now r=king proposals for a fund

of £120 million to cover the next two years. In putting these

proposals to the Commission I have had to say that the capacity
of 430,000 tons is the highest figure that in our view could be

retained in 1981.

e e R e kit

by




In zdditicn to the Intervention Fund, the Government will pursue

other measures of support. It is ready to take part in a
Community Scrap and Build Scheme providing that it is cost-
effective; it is proposing credit for conversions by ' UK ship
owners, and will support improved credit terms in current OCECD
discussions; and it will advance public sector orders where

practicable.

The Government will give British Shipbuilders a nil commencing

capital debt. We are considering further the most appropriste
means of financing the Corporation. In the meantime, British
Shipbuilders will continue to be financed on an interim basis

from the Nationzl Ioans Fund.

The cost to public funds will be substantial and BS are aware of

the need for strict financial discipline. For the current

financial year BS' cash limit of £250 million and trading loss

limit of £100 million, after crediting Intervention Fund
i,

assistance, are not being ahanged.\ The Corporation are also

being set a financial target for 1980-81 of limiting their trading

loss, before créditing Intervention Fund agsistance, to &30 million.
et

The Corporation must make substantial progress towards providing

in the longer term an adequate return on capital employed.
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orders within the limits of the
finsncial assistance which the Government is making available.
future, we attach particular importance to the prospect
sh Silile lers achieving high levels of efficiency and
without subsidy,
hen the recession is over, in what is still likely to be a
very tough world. We are prepared to put public funds, for

a two year period, behind the industry's own efforts to achieve

vigbility. After tha it depend largely on the extent to

which all those who work i he industry have been successiul

in helping themselves.




Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The

National Archives.

House of Commons Hansard 23/07/79
Columns 29-40 British Aerospace and British Shipbuilders

House of Commons Hansard 23/07/79
Columns 41-58 Shipbuilding

Signed m@ﬂw Date 3 Novembtsr 2009

PREM Records Team




2 MARSHAM STREET
LONDON SWIP 3EDB

My ref: HIPSDXJ-}QEE/?{J

Your ref:

AR July 1979

S

My Secretary of State has seen the final statement on merchant
shipbuilding policy circulated with your letter of 19 July.

He suggests that it might be helpful to expand the last paragraph
on page 3 of the draft somewhat so as to bring the statement

of possible alleviatory measures rather more in line with eg policy
on the Shotton area - but without unduly raising hopes. He has

in mind adding to the paragraph words on the following lines:

"The Government will consider for indiwvidual closures what

other measures might be taken to alleviate their local
effect and, in particular, to encourage new industry".

f? / ) -~ A
Z ﬂ-f";:i,“jr;"'..:-'("- /: i,

MRS E J MEEK
Private Secretary

Cfry{f E'i.' /J ¢ Tean Lon fre or O
/E"‘. LR -:'\.I.-.,_ L‘ .'1(c'

T M Jaffray Esq
PS/The Hon Adam Butler MP







10 DOWNING STREET

From the Private Secretary 23 July

I}mrﬂu 'jFQ{ 7

Shipbuilding Policy: Harland and Wolff Ltd.

The Prime Minister has considered your
Secretary of State's minute of 20 July on
the above subject, and agrees thal the
Government has no alternative but to provide
further support to Harland and Wolff - and in
particular, that they should be provided with
funds up to a limit of £65 million for the
period April 1879 to March 1981.
The Prime Minister is content for this to be
announced in a Written Answer before the House
rises.

I am sending covnies of this letter to the
Private Secretaries to members of E(EA), the
Minister of State for Defence and to
Sir John Hunt.

J. G. Pilling, Esg.,
Northern Ireland Office.




e Cfg.ﬁ%gLKZ? 2

PAld S5/H

20th July, 1979.

fzr

Rt. Hon. Mrs. Margaret Thatcher, P.C., M.P.,
Prime Minister,

10 Downing Street,

LONDON S.W.1l.

I think that the problems of British shipbuilding can be
solved to the National advantage. There are still some
excellent elements in the marine industries. Although
essentially out of the industry, I would be happy if you,
at a quieter time, wish to discuss the way ahead.

My respects,

\{;...._.-n/l Y] %W\‘

< N
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SHIPBUILDING POLICY: HARLAND AND WOLFF LTD (H&W) do vk I sanss .

A1
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PRIME MINISTER

Keith Joseph reported to you on 9 and 13 July the strategic and
detailed decisions which the Sub-Committee on Economic Affairs ,Z
(E(EA)) had reached on shipbuilding policy. An assessment of

the position at H3W was included in the papers before E(EA),

but detailed plans for H&W were left for consideration by the '%9:7
Ministers primarily concerned. I am accordingly reporting

to you separately the proposals on H&W which I have agreed

with Keith Joseph and John Biffen, and of which other colleagues

on E(EA) are also aware.

H&W's order book of 8 ships is better than that of most of British
Shipbuilders' (BS) merchant yards and lasts until about March 1981
(though massive redundancies would be necessary well before then
if no new orders were obtained). It is a single yard Company,

and it is impossible to close part of it: the immediate
alternatives are to keep the whole yard going, to close it now

or to announce that it will be closed when the present orders

are completed. To decide now to close the yard or to seek no

new orders would create severe political employment and other
difficulties in Northern Ireland: either course would involve
extremely heavy financial penalties for failure to deliver the
existing order book on time.

I therefore intend to provide the Company with funds to enable
present orders to be executed, and new orders to be undertaken
if they can be obtained on the terms agreed with the EEC, within
a clear financial limit of £65 Million from 1 April 1979 up to
March 1981 for all purposes. Even if such new orders were taken,
total employment would fall from 7,800 now to a projected figure
of about 6,430 by June 1980. Whether orders can be obtained on
these terms remains to be seen: as in the case of BS, there is
no question of our underwriting a particular level of future
capacity.

The cost of keeping the yard in operation is disturbingly high and
will impose severe pressures on Northern Ireland's public expenditure
allocations, but there is no cheaper alternative. The proposed
course of action keeps our longer term options open, and gives

H&W the chance to move back towards the relatively promising

level of performance achieved 18 months ago. If they succeed

in this it will reduce the call on the finance which I am making
available. I intend to look at all the options again next year

when the existing order book is nearer completion; this will be

a fundamental review taking full account of developments in BS.
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It has also been agreed that our plans for H&W and BS should be
put to the EEC jointly, as proposals for the UK shipbuilding

industry as a whole.

I intend to outline our plans for H&W in a Written Answer in the
House immediately after the proposed statement on BS by Keith
Joseph. On present plans this will be on 23 July.

I am sending copies of this minute to the members of E(EA), to
the Minister of State for Defence and to Sir John Hunt.

A

/

H A
20 July 1979







CONFIDENTIAL

8 ST. JAMES'S SQUARE LONDON SW1Y 4B
Telephone Direet Line or-214 025

Switchboard o1-214 6ooo

T M Jaffray Esq

Private Secretary

Department of Industry

Ashdown llouse

123 Victoria Street

LONDON SW1 oJuly 1979

b Tom

SHIPBUILDING

With your letfer to Peter Mason of 19 July you circulated the latest
draft of thé Parliamentary statement on shipbuilding.

Cur only comment on this draft is that it would be helpful if the
penultimate paragraph included a seniencey however vague, about the
possibility of additional measures to alleviate the effects of major
run-downs. (Something on these lines was included, as you know, in

the statement or Shotton). We suggest that after "... regional indus-
trial policy on those arcas" you might add: "When major redundancies

are imminent we shall consider what additional measures it mav be
possible to take in the areas concerned. In addition, to help alleviate.l

I am copying this to those to whom you sent your letter.

Yowa wuieitly
%{iu ﬂﬂﬁfﬂ@“«

J ANDERSON
Private Secretary







10 DOWNING STREET

From the Private Secretary 20 July 1979

Shipbuilding Statement

The Prime Minister has seen Tom Jaffray's lgyfngto
Peter Mason of 19 July, to which was attached a draft Statement
for Mr. Adam Butler to make on 23 July.

The Prime Minister has made no comment on the text of the
Statement, and is content that Mr. Butler should make it on
Monday. :

She has not yet had an opportunity to look at Sir Keith
Joseph's draft Statement on the disposal of British Aerospace
and British Shipbuilders assets; we will let you have her
reaction to that as soon as we can, but she is out of London
today and it will not be possible to show it to her until late
tonight.

I am copying this letter to Charlotte Egerton (Chancellor

of the Duchy of Lancaster's Office).

N J, SANDERs

Andrew Duguid, Esq.,
Department of Industry.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
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LONDON SWIE 6RB
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ESWITCHEOARD 01-212 76756
From the ' 0Fes
Ainizter of Stata S ffice

The Hon Adam Butler IMP
Peter Mason Esq 19 July 1979
Private Secretary to the

Secretary of State

Department of Industry
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I now attach the final draft of the P’JT Liamentary u.:uE"’L""‘*THF‘*l

on iterchant shipbuilding policy which Mr Butler will s._}l-, f.?i
making on 2% July. This takess accountv of comments made on

the previous draft circulated with my letter of -10

I would be grateful if any final comments on th

X

could resach 'u: by noon Friday.
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Copies of this let
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Martin Vile.

T M Jaffray

frivate Secretlary
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DRAFT PARTIAMENTARY STATEMENT ON SHIPBUILDING

One of +the most serious and immediate issues facing the Government
i

on taking office was the state and prospects of merchant shipbuilding.

The Government has now completed a review of the situation with
British Shipbuilders, and has had wide consultations with Unions,
private sector interests, the shipping industry and fhe EEC
Comnission. I am now in 2 position to inform the House of the
situation, and of the approach the Government proposes to adopt.
Plans for the Belfast shipyard of Harland and Wolff will be made
¥nown separately by my Rt hon Friend the Secretary of State for

Northern Ireland.

Qur consultations have fully confirmed the view of the last
Government - and indeed of those working in the industry - that

further contraction is inevitable given the extreme severity of

he world recesszion.

Lt the end of last year, British Shipbuilders put their plans for
dealing with this grave situation to the previous administration,
advising in effect contraction of a third in merchant shipbuilding

to an annual rate of some 4%0,000 tons by March 1981, with a

reduction of manpower to around 20,000.

With the severe difficulties in securing new orders - only 230,000

i

tons in 1978 - British Shipbuilders recognised at that time the

magnitude of the task facing them in avdding contraction below

#4%0,000 tons, and the vital need for recovery in the market.
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So far this year recovery has not taken place, and my consultations
with British shipowners and others afford few grounds for optimism
in that respect. Substantial over-capacity exists worldwide and

I
must warn the House that BS will find it very hard to sustain their

target capacity.

In such circumstances the Government must judge how far and how

much it can help.

One of the Government's early acts on taking office was to seek a
renewal of the Interventiocon Fund which it found had lapsed on
March 15, and a teumporary agréement was reached with the EEC
Commission. The Government is now making proposals for a fund of

%120 million to cover the next two years. In putting these proposals

to the Commission I will have to say that the capacity of 430,000
e )
tons is the highest figure that in our view could be retained in

1981.

—

In addition to the Intervention Fund, the Government will pursue
other measures of support. It is ready to take part in a

Community Scrap and Build Scheme providing that it is cost-effective;
it will support improved credit terms in current OECD discussions,

as well as credit for conversions; and it will advance public

sector orders where practicable.

The Government will give British Shipbuilders a2 nil commencing
capital debt. We are considering further the most appropriate

of financing the Corporation. In the meantime, British




DENTIAL

Shipbuilders will continue to be financed om an interim basis

from the HNational Loans Fund.

The cost to public funds will be substantial and BS are aware of

the nsed for strict financial discipline. BS' cash limit of
£250 million and trading loss limit of &£100 million, after
rediting Intervention Fund assitance for the current financial ®
year, are not being changed. The Corporation are also being set
a financial target for 1980-81 of limiting their trading loss,
before crediting Intervention Fund assistance, to £90 million.
The Corporation must make substantial progress towards providing

in the longer term an adequate return on capitdl employed.

It is unavoidable that contraction will occur mostly in localities
where unemployment is already high. For the most part the ship-
building industry is located in Special Development Areas and we
are concentrating cur instruments of regional industrial policy

on these areas. To help alleviate hardship to individual workers
and their families the Government has extended the Bpecial
Eedundancy Payments Scheme to the full period authorised by the

Shipbuilding Redundancy Payments Act.
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Mr Speaker, the Government wants to see a viable and flourishing
merchant shipbuilding industry. Butbt. the economic facts of the
present situation are there for all to see. Prospects depend

on the abilivy Lo win orders withia the limits of the extensive
financial support which the Government is making available. For
the future, we attach parficular importance to the prospect of
British Shipbuilders achieving high levels of efficiency and
productivity and of their being able to compete, without subsidy,
when the recession is over, in what is still likely to be a very
tough world. We are prepared to put public funds, for a two year
period, behind the industry's own efforts to achieve viability.
After that, it will depend largely on the extent to which all tho se

who work in the industry have been successful in helping themselves.
/ g
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10 DOWNING STREET

THE PRIME MINISTER
18 July 1979

Dear Sir William,

Thank you for your letter of 9 July, with your thoughts
on a strategy to ensure the survival of a shipbuilding industry

built around genuinely viable units.

As you will know, the future of the shipbuilding industry
is one of our headaches at present. It is not only a matter
of price - but of delivery dates. All the tenders and reporis
I have seen recently have .put us way behind everyone else on
time taken to build ships. And time is money in the shipping
business. Moreover, if we put in the latest equipment to
speed up the building time the unions are unlikely to let it
be used at proper manning levels. There are indeed problems.

Yours sincerely}y,

Hargaret Thatcher

Sir William Lithgow
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From the Private Secretary 17 July 1979

D i s (o)

Shipbuilding Policy

The Prime Minister has considered your
Secretary of State's minute of 13 July reporting
on E(EA) Committee's further discussions about
shipbuilding policy. The Prime Minister has
endorsed the Committee's detailed conclusions
as set out in the minute, and she has noted
Sir Keith is aiming for an announcement to
Parliament before the Recess, I would be
grateful if you could let us see a draft of
the statement.

I am sending copies of this letter to
the Private Secretaries to the members of
E(EA) Committee, the Secretary of State for
Defence, the Secretary of State for Northern
Ireland and to Sir John Hunt,

qﬂymﬁ e .
e

Peter Mason, Esq.,
Department of Industry.

CCNFIDENTIA
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SHIFBUILDING POLICY ?L

On 9 July I infermed you of the main strategic decisions which l"-’

the Sub-Committee on Economic Affairs (E(EA)) had reached on

shipbuilding policy.

On Wednesday we looked at the details. We began by considering

a point raised at our earlier discussion by the Secretary of

State for Scotland, namely, whether a much contracted industry

would still be sufficient to meet our strategic needs for both
———

warship construction and merchant shipping. We concluded that

it would - even if, as we expect, the industry contracts to half

its present size.

On the detail, we agreed:

a) that there was no alternative to continuing to

provide financial support for British Shipbuilders (BS)

for at least 2 years. However, it is our intention that

they should be told that there is no commitment on our
part to continuing the Intervention Fund after July 1981;

e el
and any public statement of Government policy would make

this clear;

b) that we should negotiate with the EEC Commission for

an Intervention Fund of £120 million over the next 2 years

;’ftc -
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to be used to provide subsidy grants of up to 30 per

cent;

c) that public sector orders should be brought forward as

soon as possible with Intervention Fund assistance if

necessary;

a) that the aid programme should in principle continue to

be available to secure orders;

e) that the possibility of bringing forward further defence

orders should be kept under review;

f) that the United Kingdom should accept OECD proposals
for easing the existing limits on export credits and that

the terms of Home Credit Scheme should be amended in line;

e) that the Home Credit Scheme should be extended to apply

to conversions of existing ships;

h) that, provided our financial reservations are met,

we should accept a Community "scrap and build" scheme;

i) that BS should be encouraged to extend the scope of their

existing scheme for helping redundant employees to transfer

to other jobs within the organisation;

j) that, if BS propose to top up the statutory redundancy

/scheme
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scheme in specific cases of yard closures, this should be
considered on its merits provided that the cost can be

contained within their cash limits;

Ic) that officials should consider the possibility of
encouraging firms, especially small firms, in areas affected

by shipbuilding closures;

1) that the Redundancy Payment Scheme should not be extended

to the private sector.

All in all, these proposals should provide useful savings to be made
——— T,

from next year onwards to the existing PES provision. This year

there is a danger that the BS cash 1limit may be exceeded if the rapid

run-down in the industry which we believe is necessary is achieved.

The Chief Secretary accepted that it would not make sense to force

BS to keep within this year's cash limit at the expense of slowing

down the rate of closures and $Hhereby Increzsims—+the need of

financial support later. A number of relatively unimportant

——

financial issues have yet to be resolved but decisions on these
are not essential to implementing our main proposals and I do not

propose to delay on their account.

My aim is that there should be an announcement to Parliament
before the recess. We were all agreed that it was a matter of

considerable urgency that the process of closing yards for which

there is no work should go forward with the minimum of delay.

/Adam ...
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Adam Butler is consulting members of the Sub-Committee on the

text of a suitable announcement.

I hope you are content that we should proceed on the basis of

these and our previous conclusions.

I am copying this letter to other members of the Sub-Committee,
the Secretary of State for Defence, the Secretary of State for

Northern Ireland and to Sir John Hunt.

em

?}? E J
)3 July 1979

(Approved by the Secret of State
and signed in his absence

Department of Industry
Ashdown House

12% Victoria Street
IONDON  SW1




PRIME MINISTER

This letter from Sir William Lithgow

S¢S out his sirategy for preserving a
shipbuilding industry slimmed down to its

viable units.

Would you like to send simply a brief
acknowledgement as in the attached draft,
or would you prefer to ask Sir Keith Joseph's

advice on a more substantive reply?

12 July, 1979.




DCE

=)

(P L)
DIT'
B]mi
A, Sec.

10 DOWNING STREET

From the Private Secretary 10 July 1979

SHIPBUILDING

The Prime Minister was grateful for your
Secretary of State's mi e of 9 July on
the above subject, and has noted that he
will be reporting to her again following
further discussion in E(EA) Committee.

I am sending copies of this letter to
the Private Secretaries to other members
of E(EA), Joe Pilling (Northern Ireland
Office) David Jones (Ministry of Defence)
and Martin Vile (Cabinet Office).

Andrew Duguid, Esq.,
Department of Industry.
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9th July, 1979.

Rt. Hon Mrs. Margaret Thatcher, PC.,MP.,
Prime Minister,

10 Downing Street,

London.

DW fow /MMJZ}{”

Thank you for your kind letter of 18th May. George Younger suggested
that I write, although my advisory role effectively lapsed with moving
out of the mainstream of industrial decision making. Morale in
shipbuilding areas is tragic, management utterly frustrated, men
muddling towards disaster (shades of U.C.S.). The centralist cancer,
epitomised in the British Shipbuilders H.Q. organisationj u
immediate and decisive surgery, c.f. organisation chart, also inter-
national reputation.

A firm dedicated streamlining policy concentrating on fewer efficient

units can only be carried out by experienced managemenE on the ground.
The Merchant Industry has had no sound relationship with Government

since the War. We have had inconsistent policies, decisions always

too late, (no Polytechnicians). The last Conservative Government,

having taken too long to react, eventually cut the red tape with the
"Adback" programme and construction grants.

The world market for British marine equipment has never been bigger.
Going uUp market in shipbuilding and ocean engineering makes sense for
national economy and employment. Non discretionary investment grants
to British shipowners building in the U.K. and a counter cyclical
Defence budget are the simplest tools available to Government.

Present World prices bear no relationship to anyone's costs. The
market should be in some kind of balance by 1982/3. Keep cowboys out
of U.EK. waters. Scrap and build; if all else fails, build for
lstock; Lithgows did successfully for many vyears.

|Given something to go for, those with the ability to succeed will
emerge by natural selection. In an area with little skill and less
hope, our private Campbeltown has been built into World beater in
eight years. = Its Rome market has been paralysed for six months -
meanw e the French have qguadrupled their fishing vessel programme -
but that is another matter. new generation of young enterprises is
beginning to make its presence felt in the West of Scotland.

At least West Strathclyde managed to put Adam Fergusson into the
European Parliament.

My respects and all good wishes,

N
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As you know, the British shipbuilding industry - in common with'q};>

most of its competitors - is in a mess. Contraction is

——

inevitable and the cost is likely to be high.
Sub-
The Ministerial/Committee on Economic Affairs has begun an

examination on the position on the basis of proposals which

s ]

Adam Butler put to us. We confined ourselves at the first

e
e = i

meeting to the general strategy and will return to the detail

shortly. You may however care to kmow that we reached a general

et

consensus on the strategy: we accepted that a major contraction
e, —

of the industry was inevitable - in all probability British

Shipbuilders' capacity for merchant shipbuilding will need to

be at least halved; we agreed that the Government should not

become committed to underwriting any particular capacity target
- which would in effect give BS a blank cheque; and we agreed
that decisions on particular closures, dependent as they are on
the level of Government financial support and BS success in
competing in world markets, were matters which the Government

should leave to BS management.

e

At our next meeting we will be considering specific measures to

Qelp British Shipbuilders to secure orders; means of alleviating

the effect of closures; the appropriate financial arrangements

between the Government and BS; and the public presentation of

Jour ...




our policies. I will report to you again when this discussion

has taken place.

T am copying this minute to the members of the Sub-Committee,
to the Secretary of State for Northern Ireland (because of his

interest in Harland and Wolff), the Minister of State for Defence,

and to Sir John Hunt.

?

i)

9 July 1979

Department of Industry
Ashdown House







10 DOWNING STREET

From the Frivate Secretary 11 June 1972

THE CRISIS IN THE SHIPBUILDING INDUSTRY

The Prime Minister has considered your Secretary
of State's minute of 8 June about the shipbuilding
industry. She has noted that the current situation of
the industry is extremely serious, but that equally the
current rate of subsidy to the industry is absolutely
enormous. The Prime Minister is glad to note that
Sir Keith Joseph is reviewing the whole position of the
industry as a matter of high priority and that he will
be reporting further in due course.

I am sending copies of this letter to the
Private Secretaries to the Chancellor of the Exchequer,
the Foreign and Commonwealth Secretary, the Secretaries
of State for Scotland, Employment, Trade, Defence and to
Sir John Hunt.

(. P. LANKEST

A. A, Duguid, Esq.,
Department of Industry.
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PRIME MINISTER

E_':, LI.AHH-A+
THE CRISIS IN THE SHIPBUILDING INDUSTRY hasth, ndewd e~ e

fridonas  WEn [risiha b & ary, 5
You will be generally aware of the world slump in shipping and of ﬁf;:

the crisis that exists in consequence throughout the shipbuilding
industries in all countries. It is correctly described as the

most severe shipbuilding slump since the 1930s. Q1{

The position I find is even worse than I had feared, both in terms

of the scale of contraction and the implications for public expenditure.

I have commissioned an urgent re-working by British Shipbuilders of
the options in the Corporate Plan they provided to the last Government
and of their likely cost. However, even from the broad figures we

have now, it is clear that whatever course we adopt will be painful

and expensive. (The policy adopted by the last Government involves

a cash limit of £250 million for the present year, and very high figures
e Rt

for succeeding years).

The present position of British Shipbuilders is critical. Their
order book is very thin; and they face the prospect of imminent

collapse. Without new work soon British Shipbuilders will have to

declare some 15,000 redundancies during the present calendar year,
—

almost all of them in areas of wvery high unemplozyent - the Clyde, the

Tyne, the Wear and the Mersey. There will also be direct conseguences

/for
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2.

for British Shipbuilders engine works and for the supplier industries

[ -

as a whole: it is usually said that_khere are ‘14 supporting jobs for

each man in the shipyard. But the prospect of getting new work is

bleak: the market recession is such that even to get to the starting
line to compete for new business, British Shipbuilders must offer

substantial discounts - upwards of 30% of contract price - and

preferential credit arrangements. The Commission are, however,

refusing to countenance Intervention Fund subsidies at the 30% level

previously approved by them and are pressing for the normal ceiling
to be reduced to 25%. In addition, to secure the preferential credit
arrangements mentioned above would require very contentious legislation,
and even then this may not stimulate fresh orders to any significant

extent.

None of the courses open to us will avoid severe contraction. Indeed

the history of the industry suggests that it is not a sector where

we are fundamentally competitive. Contraction is therefore right.

[ —

However the speed and severity of the run down immediately facing us

would be too precipitate to handle.

Heavy public expenditure is unavoidable; on the one hand British
Shipbuilders have advised me that the threat of a collapse will be
severe industrial action and slow working, with consequent heavy
penalty costs for defaults of contract. They warn that the sum could

run into hundreds of millions of pounds.

On the other hand, the cost of obtaining orders - even if we can get

/Commission
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Commigsion approval - often exceeds the wage costs of the jobs

(:h directly safeguarded. IlMoreover, Commission approval will require a

serious political initiative within the EEC involving the expenditure

of good will that may be needed for other major policy initiatives.
1t may well be that lesser but sill very large sums of money can be

used in a combination of a few orders, easing redundancies and

facilitating mobility and new job opportunities.

e

will be reporting further.

\\ I am going into the whole position as a matter of high priority and

I am sending copies of this minute to the Chancellor of the Exchequer,
the Foreign Secretary and the Secretaries of State for Scotland,

Employment, Trade and Defence and to Sir John Hunt.

{

K J
@ June 1979

Department of Industry
123 Vietoria Street
London SW1







18th May 1979

Thank you very much indeed for your

kind letter and also the one you sent

to Denis. We are both grateful to
you for writing.

We have raached our first objective
in Scotland. low we have to start
winning seats from Labour. It will
not be an easy task but it is one

I am determined to achieve.

With best wishes.

Sir William Lithgow
















with compliments
D J L MOORE

Treasury Chambers

Parliament Street

London SW1P 3AG

Tel: Direct Line 01-233
Switchboard 01-233-3000
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CONFIDENTIAL

MR NOKTON cc Mr Lavelle
LA C.5. Mr Davis

Mr Richardsén
Mr Adams

GOVAN SHIPBUILDERS LIMITED

As .requested in your minute of February I3 I attach a paper which I
have prepared on the Govan problem. I apologise for its.

inordinate length. If necessary, the section on UCS and Fairfield's
can be skipped; but I thought it useful to outline the full story

of HM3's involvement with the Govan yards.

R

T P LANKESTER
3 March 1976
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CONFIDENTIAL

OVAN SHIFBU RS LIMITED

INTRODUCTION

1. Last August, Ministers decided to provide Govan
Shipbuilders Limited (GSL) with a further £17.2 million

(at 1975 Survey prices) to enable the company to complete

its redevelopment programme and to fund the expected losses

on its order-book; they slso extended thé-guarantes of GSL's
liebilities from 1977 to 1979. Some of us were highly
sceptical of the basic assumptinnion which this decision was
predidﬁed - that the company would become profitable in 1978.
It is now ahundantly clear that the losses in.1-75:7?_3?;-ggﬁng
to be substantially higher than forecast, and that there is no
chance of the company becoming profitable in 1978.

2e Decisions will be needed soon on what siouiu be done.

This is not only because the basis of the £47.2 million decision
has already proved false, but alse because GSL are asking the
Government to approve new loss-making orders.

THE PAST

3« Before considering the options, it is worth describing the
background to the present problem-going back 10 years to HMG's
first involvement in support of shipbuilding on the Upper Clyde.

L. GSL today consists of three yards:

*

Govan end Linthouse (which is now used for steel preparation
work only) on the South bank of t.ha Glyde, and Ecatataun
opposite on the North bank,

In 1965 these yards were owned and uparatad'br separate companies:

Fairfield Shiphuilﬁing and Enginaaring (Govan), James Stsphen
(Linthonse) and JGonnell (Scotstoun).

A number of small yards on the Upper Clyde had closed over the
preceding 15 years, and these three companies had been struggling.

1
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Fairfield's was the largest and best equipped of the three, but
in October 1965 it was forced into receivership.

5a The Government decided to keep the yard going. First, it
arranged for the Bank of England to advance up to £ million to
the Receiver, backed by a Treasury guarantee. £0.5 million of
this was eventually written-off. Secund; the shipyard assets
were acquired by a new company, Fairfield's (Glasgow) Ltd, which
was established in early 1966 with a 50 per cent equity
participation (at a cost of £3 million).by HMG. HMG also
provided #1 million in loan stock. Then followed the so called
"Fairfield Experiment". This was an attempt by the new manage-
ment, headed by Iain Stewart, to radically improve worker/
mansgement relations (for which the shipbuilding industry had a
dismal record) and generally to increase productivity by better
use of manpower; and facilities. (A £5 million modernisation
programme had been completed by the predecessor company in 1964 ).
The "experiment" was suppnrted by the unions, who had provided
£1 80,000 of the new company's capital. =

6. It is generally reckened that the "Experiment" broke new
ground in worker/management relations, but that it produced no
long-term benefits. It is an open question whether it might
have mmw=m done, because in early 1968 Fairfield's was merged into
Upper Clyde Shipbuilders and Iain Stuart and his men disappeared
from the scene. In terms of productivity, performance ‘i iate
1967 had only recovered to the level that it had been in 1964,
and the price of worker cooperation in the "Experiment" had been
wage increases which could not be afforded, and which repercussged
on all the other Clyde yards.,

7. UCS was formed in February 1968. It brought together five
companies: Fairfield's, Stephens, Connell, Yarrow (mainly a
warshipbuilder), and John Brown (at Clydebank, several miles down
the river). Yarraw was not fully merged with the rest, only

51% of its equity uaa’ transferred to UCS. The merger had its
origin in the 1966 Geddes Report, which had concluded that
shipbuilding could only become competitive if there was
consolidation of individual firms. The Shipbuilding Industry

Act 1967 provided the funds to make mergers attractive, and set up
the Shipbuilding Industry Boerd to implement them.




' going concern. (Yarrow had alruady; aarliar in 19?1, baan'

8a It is not possible ta recount here the eventa which led up
to the collapse of UCS in June 1971. Suffice it to say that
between February 1968 and June 1971 the group made,losses amounting
to sbout £28 million. Rather more than half of this seems to have
been accounted for by Govan and Linthonse, and most of the rest by
Clydebank; only a small part was dua to Scotstoun and Yarrow.

The Government (either directly or through the EIB} provided UCS
with the following sssistance:

Grants £ 5«5 million j
Equity ! £ 3 million
Loans : £11 .7 million

}All written-off

"£20,2 million
Practically all of it was used to finance losses and working
capital. The only capital expenditure to speak of was &1 .2 millimm

2

spent at Yarrowe

9. It seems that all of the constituent yards, with the exception
of Yarrow's and to a lesser extent Scotstoun, were neading for
trouble when the merger took place - because of*ﬂ#yrofinunle |
contracts, poor productivity, and (except for Fairfield's) wern out
equipment. But the UCS structure seriously aggravated the
aituatiun because the new management that was brought in proved

- very meﬂiacra, and overhead costs - f&r-from being reduced as

. expected by Geddes — were substantially increased. Finally, by
1971 thg Furld ship maztat had gone inte recession.

£l
Libe

10. mh& Rapurt n{ the “Fbur Wise Hﬁn", who were askad to
"invaatigate the régénna for tha failure, saw little pruspent far
Hhiphuilding on a nommereiallr viable basis at Gavan, Linthnusa _
' nr Glyﬂabank They tought that Ecnﬁatoun might be auld nff‘aa a

'"aaparatad from the grnup]. :  _ L AgERE gy

eX ‘_‘__ _J ;- s w , ___4;_.

1?} !hs Inrkrin at thu yarda and the genaral uutcnr at thu
pruapeet nf a ganaral closure of the UCS yards had a profnunﬂ
effect on the then Government. They responded in three wayaa
First, they put pressure on the liguidator to complete the existing
- orders, and to this end advanced him £4.3 million in grants and

£§ million in loans. Eventually, all the orders turned out to be

; ;.3;.- o

-nd'
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big loss-makers, and the £6 million loan had to be written—off.
The biggest loss-makers were at Govan, Linthouse and Clydebank,
with Scotstoun again doing relatively better. Second, the
Government appointed Hill Samuel to investigate the possibility
of resuscitating Govan and Linthouse, and fiis study was later
extended to Scotstoun. Third, the Government had a feasibility
study done on possible alternative uses for Clydebank, and this
led eventually (in autumn 1972) to the establishment - with some
£12 million of Government assistance — of Marathon (UK).

12. The Hill Samuel Report offered the Government two options:

to concentrate on Govan and Linthouse only, or to include Scotstoun
as well. The cost of redevelopment and loss-funding in the former
case was forecast at £22 million, and in the latter at £35 million
(both at 1972 prices). In terms of commercial viebility, both
schemes were considered sbout equal: a "small profii” was expected
after 3 years, but this, taking account also of the”inverim losses,
"£e11 far short of what would be scceptable from a -espm~~cial point
of view". Commenting on the Report, the newly fofmed board of

GSL said that even the assumptions on which the foPecasis were
based were "lisble to be wrong as right". The Govermucut opted
for the bigger company (and the larger expenditure) because of the
extra 1,300 jobs which it would provide.

y BT In.view of the qualifications quoted ebove, it is not altoge-
ther surprising that the £35 million has proved in&deqﬁﬁta. With
hindsight it is evident that in considering the £35 million package
not enough attention was given to the risks of overspend. Tlie
following table compares the support requirements as forecast by
Hill Samuel and accepted by the Go?éfnment, and as forecast in

the 1975 DOI submission (both at 1975 Survey prices):

: £m
Hill Samuel 1975 Submission
Purchase of Yards 3.9 3.9
Capital Development 14.2 23.5
Working Capital 8.3 18.3
Losses 20.3 19.6
Contingency L,2
209

To be finsnced by

i) Direct
assistance




-‘J'II. : L{_
Hil11l Samuel 1975 Submission

ii) Statutory grants L+

As of last summer, the "overspend" was occurring in capital
development and working capitala Losses were forecast at

sbout the same figure in real terms, though they now stretched into
1977 whereas Hill Samuel had forecast profits by 1976.

1. - It is now known that last summer's loss forecast was too
optimistic. GSL are now forecasting profit/losses, compared
with the 1975 submission, as follows:

£m (at current prices)

1975 Submission s Latest company
forecast forecast

1973 ~ 3«3 (Actual)
1974 ~ 5«3 (Actual)
1975 % 68 -10.5 (Actual)
1976 ~ 6.8 1046 (=1 528,
1977 - 0.4 - 1.3 (=14.8)
1978 + 1.4 : not availsble (~ 7.2)
1979 + Lo WA ST

This latest sssessment relates only to existing orders; it assumes,
quite implausibly, that profitable new contracts can be wone But
even on this basis, it implies that an additional £8 million in cash
will be required from the Government on top of the 72 million
agreed in August. :

The figures in brackefs are GSL's forecast of losses if no more
orders are wun.an& there is a "gradual run-down of the yerds".
Phis must reflect some arbitrary aasumptinn- ‘gbout "go-slows'
on the final ships. . : : e 4 ei'e

15. Thus, on all three frohté - cost of redevelopment, warking
capitel and lesses - GSL have done worse than Hill Samuel forecast.
The rirst has been the fault partly of the forecdst, which under-
estimated the smount of work which needed to be done; but also the
contrator's costs have risen very considersbly, and more than

the general inflation indices which have been used to revalue the
figures. Working capital requirements have been higher than fore-
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~cast partly because losses — which have been rising — have not

been funded until 6 months after the end of each financial year.

Also, instalments on tme ships have been blocked at their owners'
el insistences

g} : ‘
?f' 16. As regards the higher then expected losses, the mest
'E' striking failure is in regard to productivity, which does not !

- appear te have improved at all. Hill Samuel forecast a 50 per
1 - cent increase in productivity by 1975 and a doubling by 1976.
This assumed a reduction in man-hours per ton of steel* from
gbout 80 to 4O. In ract, at Govan/Linthouse, productivity has

1
F fluctuated around 80-90, with an increase to over 100 in June 1975.
3 The lowest figure yet achieved was 72 in Octnher-19?5, but in
“} Revemher it was oyer 90 again - though there has hean a slight |
;@ improvement again since then. Over the three ysars 19?3-?5 i
?ﬂ productivity has actually been worse than it was at Fairfield's
EE in 1965~67. Productivity at Scotstoun has been worse still,
=, fluctuating at around 100 man hours per tonj the latest figure for {

January is a messive 130. The average for the. aecaﬂﬂ half of 1975
%& was 82 at Govan and 100 at Scotstoun. GSL are forec=-!ing. :
2 5.5 months slippage on current contract delivery dates at Govan,
i end 8.3 months et Scotstoun. The resultant penaslty clauses
must be adding to their losses. ' :

&

9 | 17. The productivity failure has been blamed on the slowness

1 - to compista the redavelnpmeﬁt work, and the disruption causcd by

' 1t ﬁs&av&lnpment is certainly = year or so behind sehednle;
but it i& alse elear that changes in work methods and urganiﬂatinn

i which were to have been implemented alongside the redavelupmant

":prﬂgraﬁha" havu nﬂt had any nnticaahle affect. Wh ar& told that
this is partlr due to 1naﬂequata middla and juninr managﬂment-
There hava also been no reduntinna in msnning le?els;r ﬂn the: iyg
cnntrury, the numbers employed hava actually incrﬂaaad’frum.h,EUu
in Eeptamher 1972 te 5,100 1n.Jhnuarw 1975, and to 5,300 i '

January 19?6. The increase to about 5,000 was axpactad aftar-tha

e — e o ————— . &8

e e —_ e A

i T, ;_fmhia.ia=tha mest common and simplest measurs of prnduutivity in-

.~ shipbuilding: the figures are adjusted, on the basis of a.nntinnal '

i - standard ship, to take into account the relative difficulty of the
particular ship. The best Swedish and Japanese yards achieve
around 30 man hours per ton. Besides steelwork, the other main

activity is outfitting: this is much harder to measure, and no
-figures are readily availsble for GEL.

6




start-up of the new company, but tha'furthar increase in 1975 was
nota I understand that the latter teook place largely in order to
arrest production alippage.#' ey

18« The second reason for GSL's losses is inflation. - The Scots
have made much play of this point, arguing that shipbuilding - with
its long production span-has been harder hit by inflation than most
industries. GSL cannot really be faulted for failing in {973 to
forecast 25 per cent inflation for 1975« However, if they had
forecast inflation right, and had priced -their produck accordingly,
they would certainly have failed to win any orders. This is borne
out by the fact — which was explained to the C and AG by DOI -
tﬂﬂ“ %& 1973 and 1974, when GSL were trying to avoid fixed price
Eﬂﬂi$ﬂiiﬂta, they were nonetheless forced by the competition to
accept them; and this was at a time when the market was bueyante.
Therefore, although GSL's losses would have been smaller with
lower inflation, the high rate of inflation experienced cannet.. .
really be regarded as a justification fur the higher than expected
losses. i

19. On the one cost element nominally in their own control; wasgsa,
GSL have done badly« I do not have information on their{1973 wage
settlement, but in 1974 they agreed an increase of 19«2 per cent
plus a measure of indexation, which was well outside the Seocial
Contract. The excess over the TUC guidelines has 1tﬁulf added
gbout £ % million to the annual loss figures. In 1975, they
settled for the full £6 1imit even though productivity was stagnat—
ing, and losses: mnuﬁtingt There have, it is true, been ne major
strikes at GSL, hut thia appears te hava been huught at a haavr
prices« detie: :

20, Actual sssistance to GSIL, including final fotiREton fon
1975/76, has been as followa: .

W N =‘=F'..'--
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£ m at current prices

Equity Loans Grants Total

1972/73 5.0 3.0 - 8.0
1973/74 - 55 1.0 6.5
1974/75 5.0 5.8 b 18.0
1975/76 - 10.0 543 15.3

10.0 2.3 8.5 L2.6&*

The sbove total of course comes on top of the assistance to the
three condituent yards in earlier years. Their share of the
assistance to UCS and the UCS liquidator, plus the assistance to
Fairfield's, was probably sbout £25 million (at 1975 Survey pr;ces)
Thus, on the same price basis, total support to these yaras over
the last ten years has amounted to about £68 million, or about
£410,000 per employee. 4

THE FUTURE i

21. The company ere now faced with two basic problems: - thsy will
need a minimum of £8 million more from the Government in Loss-—

funding in order to complete their existing orders; and secondly,
and more immediately from their point of view, work on existing
orders will start to run-down in October, and the prospect of

getting new orders is poor.

22, The Government will have no option but to provide the £8m
because Ministers have publicly undertasken to meet the company's
1iabilities until 1979. But in principle part of this (perhaps
£5 million) could be met from the £17.2 million commitment by
cancelling the rest of the redevelopment Work.

*This equals £42.5 million at 1975 Survey prices, which means
that compared with the present agreed ceiling there 1is £16.9 m

to comea
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23, As far as orders are concerned, there are in principle

two possibilities. Firstly, GSL could embark on speculative
building, with the Government under-writing the costs. Last
autumn they put forward a proposal to DOI on this basis for the
building of L4 bulk carriers at a cost of £38 million. DOI
considered this and rightly decided that, in view of the current
market uncertainties, the financial risks were quite unacceptable.
Their Ministers have now told GSL, and it is unlikely that we will
hear any more of the idea.

2. The second possibility is that GSL will - with HMG consent -
take on new loss-making orderse. GSL have asked the Department if
they can tender for 8 vessels to a Philippines customer at a price
of £8.7 million each, snd for 6 ships at a price of about

£40 million each to a Kuwaitl customer. They estimate thal there
would be a loss of £0.8 million each on the first, and & .million
each on the second. Both contracts are for delivery in 1.978.

so that if both tenders were successful, only one or other could

ided ;
be taken up. In each case, work would be ;ggméﬂe& for a full year.

25. There is a subsidiary proposal from GSL that they should be
allowed to do advance ordering of materials in anticipation of one
or other contract. Although deferral of ordering may cost. GSL
about £1 .2 million per month from now if a contract 1s won

(because of delivery delays), DOI are teking the line - contrary

to what we had been told - that there should be no advance crdering
until Ministers have decided whether or not the tenders are
acceptahle. I think this is right. The main question of the
tenders is to be put to Ministers in the next week, and no doubt
DOI Ministers will be arguing in favoura i

26. One of the conditions of the £17.2 million assistance agreed
1ast summer was that the Secretary of State should be satisfied
that progress was made towards the praductivity targets. The
fallure as yet to show any progress at all, and the £8 million of
further loss-funding which will in due course be required, would
meke it necessary for Ministers to reconsider the future of GSL
soon enyway. The Phillipine and Kuwaiti tenders make this
reassessment all the more urgent.

=
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27« It is now perfectly clear from the tender proposals that

GSL, if they are going to get any orders, will continue to operate

at a substantisl loss in 1977 (after the £0.8 million forecast

for 1976). GSL's own assessment of the losses on each ship

implies a total loss for 1977, on top of the £ .1 million final

loss on existing contracts, of about £6 million. I am told that

the tenders are based on "conservative assumptions" regarding

productivity etc. If these are the same "econservative assumptions"

made last summer,they include an improvement in steelwork from

80 plus men hours per ton of steel at present to 70 by 1977.

With the completion of the development programme, this ought

to be achievesble. But in view of the past record, one cannot

be too confident. Given also that it is not even certain that

GSL will win either of the contracts, it would probably be more

realistic to assume that for the company to continue operating at
P ak i

full capacity, it will be Waakégg total losses in 1977 "of around

£10 million (say £9 million at today's prices). i

28. For later years the position is more uncertain. It ia-
generally agreed that world shipyard capacity will exceed new
demend for ships by at least 2 to 1 unti&ﬂﬁﬁi.miduigﬁﬁ‘u.
Accordingly, as present order books are merked off, competition
will become increasingly fierce, and therefore it is likely that
this will offset any progress at GSL towards their productivity
targets. My guess is that GSL's losses would continue at about
the same level - in real terms — until 1980, after which they
might begin to decline. But it would be optimistic to think that
they would ever be eliminated. (On this scenario losses would
amount to about half the wage bill until 1980. If this seems
excessively gloomy, consider that the best Japanmese shipyards
already have twice as high productivity as GSL's target for 1979,
and their wage levels are lower.)

29. An alternative scenario is that part of GSL would close -

ie only Govan/Linthouse or Scotstoun would continue. Govan/
Linthouse employs 4,400 and Scotstoun 1,350. As mentioned earlier,
productivity at Scotstoun has been worse than at Govan/Linthouse in
the past year or two (in contrast to the UCS period); and in 1976
losses per employee at Scotstoun are forecast slightly highar at

£ ,925, compared with £1,865 at Govan/Linthouse. The planned

10
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facilities at Scotstoun are nearer completion than at Govan,

" but they are regarded as inferior. It seems likely therefore
that losses per employee will be lower at Govan/Linthouse in the
long run, but of course they will be very much larger in total.
Let us assume that they will sccount for $ of the losses projected
for GSL as. a whole, so that an operation based on Govan/Linthouse
alone would result in losses from 1977-80 of £6.8 million

annually (at today's prices).

30. Unless the loss estimates above are far too pessimistic,
there is no economic case for keeping either yard open.

DOI and Treasury economists, who have been looking at the
economics of shipyard closures, have concluded that, on

economic grounds, it is worth the Government paying up to

30 per cent of the GSL wage bill*. This takes into account

the problem of finding re-employment if the yards close and the
resultant loss of output to the economy. Ta thesxtent that the |
subsidy exceeds jﬂ'per cent of the wage bill, the 1Dfﬂrﬂnca.iﬂ.thﬂt‘
@GDP ia reduced prg tanto. !

3. The annual wage bill(including insurance contributions etec)
currently smounts to about £18 million. The maximum justifiable
subsidy on economic grounds is therefore sbout £5.5 million (and
£,.1 million for Govan/Linthouse ;g;;e). Bringing together the :
loss estimates given earlier, and assuming as a rough approximztion :
that the wage bill stays constant in real terms, we have -

*Strictly speaking, the present discounted value of future
subsidies expressed as a percentage nf tha present discnuntad
velue of the wage hilL.; :
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£ m at today's prices
ESH-!au.Suﬂiq Ciova~ | Linthouse only
Losses 'Economic’ Economic Losses '"Economic' Economic
subsidy cost of subsidy cost of
continuing :
2 3(1-2) 5

5.3

3a5

3«5 t L.
4.1

9 6.8 T | 2.7

R — —

L7 : 19 36 1026 15

Albeit crude, columns 3 end 6 show that the cost to the ccuiouwy in terms
of output (and income) fcregane for 1976-80 will be £9 uillion for
keeping the whole of GSL in operation, and £5 million for maintaining
just Govan/Linthouse. [k famr, &1 crplakre walic, Mo togh - 1936 Wil b

B b bevie m:m-u.)

324 The gross public expenditure costs of keeping the yards going

are approximated in colums{ and 4. (This ignores the final
disbursements (ebout £8 million) on the redevelopment programme, and
also any additional working capital needs; on the other hand, the

loss flgures do incluﬂﬁkﬂﬁgtifion for ?eyreciat;cn which may be
sufficient to meet any future working capital needs.) The expend-
iture cost will be very much less if one deducts redundancy payments,
unemployment benefit etc in the event of closure. Mr Richardson

has agreed to estimate what the exchequer costs of closure might be:

I suspect they may be £410-15 million. But these would almost certainly
finish by 1980, whereas loss funding would continue after that.

33« The net public expenditure effect needs to be looked at in its
own right since we are operating very much in a public expenditure
constrained situation. Thus, even to the extent that a subsidy is
justified on economic grounds (ie columns 2 and L4), it still involves
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a redistribution of expenditure away from another activity or group
of pedple. Alternatively, the public expenditure constraint fails
to hold, and there is an undesirable addition to the PSBR.*

THE OPTIONS
3y, Ministers now have perhaps 4 options:

(i) Run-down the whole of GSL. This would mean refusing to
agree the Kuwaiti or Phillipine tenders, or any others, and
stopping the redevelopment work.

(i1) Keep the whole of GSL going on a long-term basis, which
would mean approving the tenders and standing ready to spprove
other loss-makers. In that case the redevelopment work would
have to be completed.

(iii) Close down either Govan/Linthouse or Scotstoun. In this
case, approval of the tenders would be conditional on the. ;
running down of one or other. GSL would have to renegotiate
the number of ships in the contracts, or the timing thereof.

(iv) Support GSL (or part of it) until the end of 1977 when
re-employment prospects should have picked up considerably.
Again, this would mean approving the tenders.

35. Option (i) would be the right solution from an ecnnumiclﬁqﬁ
public expenditure standpoint. GSL rank at or near the bottom of the
list of shipbuilders in terms of prospective viability, and therefore, |
if there is to be a contraction of the industry, they ought to be the
one of the first to goe. The task of British Shipbuilders would be
considerably eased without them. However, the political difficulties
are formidable — memories of the UCS collapse and the part that some
present Ministers then played in demanding a full-scala rescue; the
Scottish factor (Govan is a marginal Labour held seat — previously held
by the Eﬂfj; and Tﬁ.g per cent male unemployment in Glasgow. On the
other hand, option (1i) - the worst from the Treasury's standpoint -
must be avoided.

*Ag indicated in the table in paragraphiy (figures in brackets), GSL
think their losses on existing orders may be some £24 m higher if they
do not get any new orders than if they do. This seems an extraordinarfly
high figure and I would like to see it properly suhstantiated. But to
the extent that there were additional losses, the economic and public
expenditure benefits of closure would be that much less £
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3. The best that it seems likely we can hope for is a combination
of (iii) and (iv). Under (iii), we should press for the run-down
of Scotstoun. Option (iv) will have attractions to Ministers, not
least because 1t means postponing certain unpleasantness. But it
certainly ought to be easier to implement a run-down on the scale of
Govan/Linthouse when the prnmié&d economic up-turn comes. Indeed,
with present high unemployment levels the justifiable "economic"
subsidy may be somewhat higher than indicated in the table.

(This is because the methodology assumes a more normal employment
situation). To give option (iv) any chance of sticking, -it would
have to be made clear, as with Harland snd Welff last year, that no
more loss-making tenders - after the Kuwaiti and Phillipine ones -
are to be approved.
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