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10 DOWNING STREET Tveuwny

THE PRIME MINISTER 26 September 1985

»
¢

f/l QM ’11& C\W\b\
(

Metro Cammell's future, which you described in your letter of

I was very concerned to hear from you of the threat to

30 August.

I know that Metro Cammell have made strenuous efforts to
win orders to fill the long foreseen gap in London Transport
orders for tube stock. The Government has also helped Metro
cammell with offers of grants amounting to some £15 million
over the last six years to develop new vehicles and

equipment.

I was therefore particularly delighted to learn that
Metro Cammell has today been successful in obtaining the KCRC
contract. I know that officials both here and in Hong Kong
did all in their power to assist Metro Cammell to obtain the
order and that Ministers who were recently in Hong Kong
stressed to the Hong Kong Government the importance the UK
Government placed on the contract being awarded to Metro
cammell. I hope that this success bodes well for the
company's future prospects 1in this market and that you will

win further orders.

I also understand that British Rail hope to announce
soon the outcome of the tenders for Diesel Multiple Units.
One of the objectives of the public Purchasing Initiative is
to give UK companies access to t+he home market in a way which

will strengthen their ability to export, and the nationalised
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industries have given their support to this.. -In the last

decisions on where to place orders have to

resort, however,
r the commercial judgement of the business

be matters fo

concerned, as I am sure you will recognise.

J.A. Gardiner, Esqg.
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David Norgrove Esqg

Private Secretary to
Prime Minister

10 Downing Street

London

SW1

Dear Mr Norgrove

THE LAIRD GROUP - METRO

DEPARTMENT OF TRADE AND INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

Telephone (Direct dialling) 01-212)
GTN
(Switchboard) 01-212 7676

25 September 1985

CAMMELL

I mentioned to you this

successful in obtaining
further re-draft of the
to Mr Gardiner. Due to
direct to you although a copy has been sent to Mr Hosker in
the Secretary of State for Trade and Industry's office.

Yours sincerely

morning that Metro Cammell were
the KCRC contract. This means a
proposed reply by the Prime Minister
the urgency I have sent the attached

B N STEELE

3JPAAP
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DRAFT REPLY FOR THE PRIME MINISTER TO SEND TO:

J A Gardiner Esqg

Chief Executive

The Laird Group

3 St James's Square
LONDON
SW1Y 4JU

Thank you for your letter of 30 August about the Kowloon and
Canton Railway Corporation (KCRC) contract and British
Rail's rolling stock purchasing policy. I am sorry for the
delay in replying which was caused by my being out of the

country.

I was concerned to hear from you of the threat to Metro
Cammell's future. I am well aware of the company's past
successes in Hong Kong and equally I recognise the company's
importance as a supplier of the tube stock for London
Transport and as a UK competitor for British Rail's
requirements. I can assure you that the present situation
of the company and the importance of winning early orders
for its future are clearly understood and I well recognise
the strenuous efforts you are making to achieve these.

In your efforts overseas the Government has given
substantial aid to help Metro Cammell's attempts to remain
in such a difficult market including the offer of grants
amounting to some £15m, of which £8m has been taken up, over
the last six years to develop new vehicles and equipment

together with the maximum help possible in overseas markets.
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10 DOWNING STREET

THE PRIME MINISTER

I was very concerned to hear from you of the threat to
Metro Cammell's future, which you described in your letter of
30 August.

I know that Metro Qg@mell have made strenuous efforts to
win orders in-erder to close the long foreseen gap in London
Transport orders for tube stock. The Government has also
helped Metro Cammell with offers of grants amounting to some
£15 million over the last six years to develop new vehicles

and equipment.

grws—“aik-thEGhe%pwwewcaﬂ~&n-@verseas -markets.

I understand that efforts are continuing at official
level to push along the Metro Cammell bid for the Kowloon and
Canton Railway Corporation contract, aad-these-will-certainly

continuew You suggested that polltlcal pressure might now

"\q.‘"

help. At this stage, however, ~4tmseem&“%ike1y that efforts

of this kind would be strongly resented and might be
counter-productive, unless there is evidence of interference
in the commercial decisions of the Railway Corporation. But
the importance of this order to your Company is well
understood. I believe that ECGD have been helpful in working
out a buyer credit with your bankers which will enable Metro

Cammell to improve its financial package.
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I also understand that British Rail hope to announce
soon the outcome of the tenders for Diesel Multiple Units.
One of the objectives of the Public Purchasing Initiative is
to give UK companies access to a home market which will

strengthen their ability to export, and the nationalised

industries have given their support to this. In the last
resort, however, decisions ﬁ%on where to place orders have to

be matters for the commercial jud?ement of the business
+f

,-“'l ﬁ\,\-"!?e_\ #
V.

concerned, as I am sure you will understand

J. A. Gardiner, Esq.
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DEPARTMENT OF TRADE AND INDUSTRY

1-19 VICTORIA STREET

LONDON SWIH OET

5422
TELEPHONE DIRECT LINE  01-215

SWITCHBOARD 01-215 7877

Secretary of State for Trade and Industry

AQ September 1985

David Norgrove Esq

Private Secretary to the
Prime Minister

10 Downing Street

LONDON

SW1

Dea Dy ol
THE LAIRD GROUP - METRO CAMMELIL

Mark Addison asked on your behalf for a re-draft of the proposed
reply from the Prime Minister to Mr Gardiner which I sent you on
the 13 September. The original draft has been amended, as
requested, to make it fuller and more sympathetic.

Yo ewcr
S L Mud (Hfaes

EDMUND HOSKER
Private Secretary
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DRAFT REPLY FOR THE PRIME MINISTER TO SEND TO:

J A Gardiner Esqg
Chief Executive

The Laird Group

3 St James's Square
LONDON

SW1Y 4JU

Thank you for your letter of 30 Augustsabout—the—forthceming
Kowloon and Canten-Railway-Corporation—(KERE)—contract—and
British Rail's rolling" stock purchas;ng_pallcEw

r

4 o =1

L.\ N LS / “J
I waé”concerneg to. hgpg from you of the“threat to Metro,

LA ,‘}\4\9./4‘\1];
Cammell's fqture rﬁnm1ﬁnnmr1ﬂ:¥:. : any re—pa

LA LA oAt r & ! P , "‘P " h" ’*“‘- d--‘_..xyjir

A F
\ ]
Dan 0 o 8 ""‘,,cif"

A\ Y
-iﬂ-={~i-ang~ Wéﬁ&"} recognise. its importanee—as—a—supplier—of--

tube*stbck*tﬁ“ﬁﬁﬁdﬁﬁ"Transport«an&”asma“BK cvmpétftﬁ?”for

British Rail's requirements. n-pE-the
Wt "‘QJJ'»' N (s i { A WT}{/"\

'CompaﬂY“aﬂd—ﬁheWImportance=of-the }-orders-for-its

V
L ) "" '*"‘)\D

I aﬁﬁﬁg%lwaw%§emef thé&gtrenuous'gﬁfgrts)ma&e—by Metro
Cammell;to~ebtaiﬂ these and other orders in order to close
the long foreseen gap in London Tran%Eort orders for tube
stock. Egually ﬁhe Government t66 ha%Lmade very—strenmzous
and substantial efforts to help Metro Cammel¥)w1th offers of
grants amounting to some £15m over the last six years to
develop new vehicles and equipment, together with the maximum

help possible in overseas markets.
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Political pressure by the United Kingdom Government on the
Hong Kong Government is likely to be strongly resented and
result in the opposite effect to that intended. It may well
rebound also on other UK companies seeking business in Hong
Kong. In the absence therefore of any evidence of
interference in the commercial decisions of the Kowloon and
Canton Railway Corporation I feel that it would be unwise to
attempt to use political pressure to obtain this order. 1In
the meantime the present efforts at official level to
encourage a favourable view of the Metro Cammell bid both in
the Hong Kong government and the Railway Board will be
continued. I also understand that Export Credits Guarantee
Department have been helpful in working out a reimbursable
buyer credit with your bankers which will enable Metro
Cammell to improve its financial package.

}understang tnqt BR hope to bq_tnwa~pes&txonﬁte-announce the

("N‘ C’J !\\ V'
outcome of the DMY tenders/very shortly. I cannot of course

anticipate that announcement. The need for a consistent and

coherent purchasing policy by nationalised bodies to give UK

companies access to a home market base on which to found

their export ability is well recognised by the Government.
It is the basis of the Public Purchasing Initiative to which

nationalised bodies have given their support. In the last
h«.\g
resort nowever ‘decisions such -as when-and where to place
rBAR Oy LD
qfders must-be matters for the commercial judgement of the
Pl 34 O §

H

concerned, J fam Brt don wald pdetrod

Yours sincerely
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DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET

LONDON SWIH OET

TELEPHONE DIRECT LINE 01-215
SWITCHBOARD 01-215 7877

5422

Secretary of State for Trade and Industry

David Norgrove

Private Secretary to the
Prime Minister

10 Downing Street

LONDON

SW1l

e Davik

g A

THE LAIRD GROUP - METRO CAMMELL = A Y i N

Thank you for your letter of 2 September. I enclose a draft reply
to Mr Gardiner.

Metro Cammell (Metcam) are indeed in a serious position. The
company has little work and employment has dropped from 2,000 some
two years ago to only 150 now. The bedrock of the company in the
past has been a steady flow of orders for tube stock from London
Transport. However it was long foreseen that the company would
have a serious problem between 1985 and 1990 due to a gap of at
least five years in London Transport orders. Of necessity Metcam
has made efforts to break into highly competitive export markets
and have been most successful in Hong Kong where they have supplied
cars for the Mass Transit Railway and coaches for the Kowloon
Canton Railway. During this period they have received Government
assistance, financial and otherwise. Recently Metcam's hopes have
been pinned on obtaining the Tuen Mun (Hong Kong) Light Rail
contract, now lost to an Australian consortium, the Kowloon and
Canton Railway Corporation (KCRC) order and orders from BR.

So far KCRC has placed all orders with Metcam who in February
exXpected to land the current order through a negotiated contract.
In the event no order has so far been placed. In the meantime
currency changes have opened a wide price gap (15 per cent) between
Metcam and the Japanese competition. Metcam feel rather aggrieved,
possibly with some justification since there has been a recent
suggestion that the Hong Kong Government - the 100 per cent owners
of RCRC - had understood that the order was almost certain to be
placed with Metcam. Our concern about events should certainly be

JH3CDM
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CONFIDENTIAL

expressed to the Hong Kong Government but a political approach
could well backfire. We prefer instead to pursue the matter at
official level. This is also FCO's attitude.

There is no means by which any direct financial help could be given
to Metcam to close the price gap. However ECGD have reacted
positively to a proposal from Lazards, Metcam's bankers, which will
enable Metcam to offer KCRC a financial package which KCRC might
consider as offering the equivalent of a price reduction.

As far as orders from BR for Diesel Multiple Units (DMUs) are
concerned, BR currently has authority from Department of Transport
to order 240 and is almost ready with a request for authority to
order a further similar number. Later, perhaps 600-700 more will
eventually be needed, but the timing for these further tranches is
uncertain. The likely purchasing pattern by BR of DMUs and EMUs
(Electric Multiple Units) which are Metcam's product range is on
average perhaps 300 per year over the next 4 years. However the
preferred rate of build is not uniform and the combined capacity of
the industry as a whole is greatly in excess of that workload. 1In
such circumstances Metcam's request for a firm base of 200 units a
year is unrealistic. BR are committed to the principle of
purchasing rolling stock by competitive tendering, but they cannot
give guarantees of future workload, particularly when the total
numbers needed are relatively small in relation to the guarantees
that are being requested.

Nor can they easily give the whole order to one supplier, if they
want to maintain competition the future. Metcam's concern about
the delay by BR in placing an order is understandable. But BR,
while conforming with the Public Purchasing Initiative, have to
base decisions on the Board's best long-term commercial interest.
They have to have in mind the need to ensure that there can indeed
be genuine competition when they come to invite their next tenders,
and that may influence where they allocate the current orders. All
this takes time, but it is understood that the order could well be
announced within the next few weeks, provided existing discussions
between BR and suppliers come to reasonable conclusions. The most
likely outcome would be to share the bulk of the order between BREL
and Metcam with some 30 going to BL, a new entrant in this field.

I am copying this letter to Tony Kuczys (HM Treasury), Colin Budd
(Foreign and Commonwealth Office) and Sarah Straight (Department of
Transport).

EDMUND HOSKER
Private Secretary
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Mr J A Gardiner
Chief Executive

The Laird Group

3 St James's Square
London

SW1Y 4JU

Dear Mr Gardiner

Thank you for your letter of 30 August about the forthcoming

Kowloon and Canton Railway Corporation contract and British

Rail's rolling stock purchasing policy.

Metro-Cammell's present situation and the importance of
these potential orders for the company's future are clearly
understood. Equally the strenuous efforts made by
Metro-Cammell to obtain these and other orders are well

recognised.

At the end of the day the customer must be guided in
purchasing decisons by commercial considerations. This is
our policy for our own nationalised industries: it would be
impossible to justify asking the Hong Kong Government to

take a different line in respect of the KCRC.



http://www.nationalarchives.gov.uk/legal/copyright.htm

The present efforts at official level to encourage a
favourable view of the Metro-Cammell bid both in the Hong
Kong Government and the Railway Board will be continued but
in the absence of any evidence of interference in the

commercial decisions of the Kowloon and Canton Railway

Corporation, it is difficult to see the justification for

the sort of political pressure by the United Kingdom
Government on the Hong Kong Government which you are
suggesting. Indeed such pressure is likely to be strongly
resented and result in the opposite effect to that intended.
In the meantime I understand that Export Credits Guarantee
Department have been helpful in working out a reimbursable
buyer credit with your bankers which will enable

Metro Cammell to improve its financial package.

I understand that BR hope to be in a position to announce
the outcome of the DMU tenders very shortly. I cannot of
course anticipate that announcement. The need for a
consistent and coherent purchasing policy by nationalised
bodies to give UK companies access to a home market base on
which to found their export ability is well recognised by

the Govrnment. It is the basis of the Public Purchasing

Initiative to which nationalised bodies have given their
support. In the last resort however decisions such as when
and where to place orders must be matters for the commercial

judgement of the body concerned

Yours sincerely
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CONFIDENTIAL - COMMERCIAL IN CONFIDENCE

10 DOWNING STREET

y& 2 September 1985

From the Private Secretary

THE LAIRD GROUP: CONTRACTS

The Prime Minister has received the enclosed letter
from the Chief Executive of the Laird Group. I should be
grateful for an early advice and a draft reply.

I am copying this letter and enclosure to Tony Kuczys
(HM Treasury), Colin Budd (Foreign and Commonwealth Office)
and Sarah Straight (Department of Transport).

David Norgrove

Andrew Lansley Esqg
Department of Trade and Industry.

CONFIDENTIAL - COMMERCIAL IN CONFIDENCE
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The Laird Group

PUBLIC LIMITED COMPANY

: 3 St. James’s Square, London SW1Y 4JU
J.A.Gardiner
Chief Executive Telephone: 01-839 6441 Telex: 919329

JAG/aks 30th August 1985,

PRIVATE & CONFIDENTIAL

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

10 Downing Street,

LONDON, S.W.1l.

Dear Prime Minister,

I have decided to take the exceptional step of writing to
you direct because Metro-Cammell is facing a serious situation
which could possibly result in its closure and also because there
are two key issues which, if decided in Metro-Cammell's favour,
will avoid this.

Metro-Cammell is part of The Laird Group PLC and the
company responsible for manufacturing all the railcars for London

Transport, all the railcars for the Mass Transit Railway
Corporation in Hong Kong and all the recent railcars purchased by
the Kowloon Canton Railway Corporation for the line from Hong
Kong to the Chinese border.

The issues facing Metro-Cammell are immediate and serious
and they are:-

e A contract which is soon to be awarded by the
Kowloon Canton Railway Corporation, Hong Kong.

-

2.

——

KOWLOON CANTON RAILWAY CORPORATION, HONG KONG

Metro-Cammell has supplied over 700 railcars, worth over
£350 million, to Hong Kong and, in recent years, the Hong Kong
market has taken the place of Metro-Cammell's domestic market for
which no significant orders have been placed since 1981.

Part of Metro-Cammell's strategy for survival without
significant UK orders was to seek more orders from its Hong Kong
customers and an opportunity was seen in the early part of this
year to take advantage of the weakness of Sterling.

Registered in England No.55513
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Accordingly, the Management set about persuading the
Kowloon Canton Railway Corportion to buy more trains.
Metro-Cammell succeeded in creating a market. However, the
Japanese (a Consortium of Kawasaki and Mitsubishi), who have been
trying for many years to take Metro-Cammell out of the Far Fast
market, have moved in with subsidised pricing and financing
packages and battle has once again been joined.

In the circumstances I believe I am justified in asking you
for as much help as can be given and in particular that the UK
Government should make a major political effort to persuade the
relevant Hong Kong authorities that our offer to the Kowloon
Canton Railway Corporation is a good one. In these marginal
situations, efforts of this kind can have a vital effect.

Now I would like to turn to British Rail.

BRITISH RAIL - UK BASE LOADING

The Government has encouraged Metro-Cammell to compete for
British Rail railcars in competition with British Rail's own
Workshops. 1In February of this year we tendered for 240 Diesel
Multiple Units and, despite having submitted the lowest bid, no
order has been placed with us. T

What Metro-Cammell requires from British Rail, if we are to
remain in business and in the absence of any further UK orders,
is a steady ordering programme of 200 railcars per year for three
to four years. The financial authorisations have already been
given for a substantial number of vehicles and we believe that we
should already have received a significant order as a result of
public tendering that took place six months ago.

If the Kowloon Canton Railway Corporation business is lost
and British Rail fail to provide reasonable continuity of orders,
then Metro-Cammell will probably go out of business, thereby
opening the UK market, yet again, to overseas suppliers, simply
because the UK, in this case, cannot get its act together.

Yours sincerely,

ojﬂ.g

J A, Gardiner——



http://www.nationalarchives.gov.uk/legal/copyright.htm



http://www.nationalarchives.gov.uk/legal/copyright.htm

Treasury Chambers, Parliament Street, SWIP 3AG
ne

Kenneth Baker Esq MP (q
Minister of State
Department of Industry
Ashdown House “\ﬂ
123 Victoria Street
London SW1 9 September 1981

(]

L /
"-.hf\*.f& ‘

METRO-CAMMELL LIMITED: KOWLOON-CANTON RATILWAY

Thank you for your letter of 14 August in which you proposed
that Metro-Cammell be allowed to take out backdated cost
escalation cover for the cash contract which it is negotiating
with the Kowloon-Canton Railway. I entirely agree with John
Biffen's conclusions, set out in his letter of 1 September,
that it would not be acceptable to use the CEC scheme, which

is intended to operate as a viable insurance facility, to
provide a subsidy through retrospective insurance where a claim
would be certain to arise.

I understand that as a result of Treasury officials initially
rejecting this proposal, informal discussions with the Kowloon-
Canton Railway began on the possibility of credit, incorporating
interest subsidies, being offered as a means of obtaining their
agreement to an increased price. The cost of providing interest
subsidies may well exceed the subsidy requested under the Cost
Escalation Cover scheme. If the latter subsidy is regarded as
the amount necessary to obtain the contract, it does not seem
sensible to provide a greater subsidy through an altermnative
route in order to obtain the contract.

I would prefer that this contract be seen in relation to the
second contract mentioned in your letter which Metro-Cammell
wishes to obtain in Hong Kong from the Mass Transit Railway.

There is clearly an inter-relationship between the two contracts
since if the subsidy requested for the first contract is granted
but not the subsidy for the second, Metro-Cammell appears unlikely
to obtain sufficient work to tide itself over until it obtains

new orders from London Transport. On the other hand if a
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subsidy is provided for the second contract but not the first and
Metro-Cammell loses the first contract Hong Kong would no longer
be such an effective showpiece for the company.

I understand that the Industrial Development Unit has in fact
already started an appraisal for the use of the Industry Act to
assist Metro-Cammell on the second contract. If no subsidy is
provided for the first contract and this contract is accepted on

a loss-making basis this loss could be incorporated in the apprai-
sal undertaken by the Industrial Development Unit of the company
and the contracts. I would hence prefer to defer a decision on
the provision of any subsidy to Metro-Cammell until the Industrial

Development Unit has reported.

I should however record at this stage my increasing concern about
the number of applications received from exporters for subsidies

of various forms to assist them in obtaining specific overseas
contracts. In this case, the subsidy requested is to enable
Metro-~Cammell to continue its operations. It should be seen as much
in the context of a domestic industrial subsidy as an export subsidy
and will have to be justified in part on these grounds.

I am copying this letter to the recipients of yours.

LEON BRITTAN
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DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SWiH OET Telephone 01-215 7877 l
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Fromthe Secretary of State

The Rt Hon Ieon Brittan QC IMP

Chief Secretary

HM Treasury

Treasury Chambers

Parliament Street , |

Iondon, SWAP 2AG | i " September 1981

C‘“}\

e o5 (:/JLuZﬁb%‘ <l4~aﬂqu;:T]‘[V¢:<%
e

T have seen Kenneth Baker's recent letter to you about the £17 million
order which Metro-Cammell Limited are pursuing for rolling stock for
the Kowloon-Canton Railway in Hong Xong. I appreciate the importance
of additional business to the company's future; it would be a pity if,

because they were unable to negotiate this order as a supplement to the

existing contract, it ended up going to the Japanese in an international
R ]
bidding situation. However, I have to inform you of my conclusion,

after discussion with my officials and legal advisers, that what is
proposed would not represent a proper use of the relevant part of

BN m
ECGD's Act.

A T T S A A G TR ety

uggestion is that the Act be used to provide retrospective cost
ion cover (CEC), going back no less than three years. The
always been represented to Parliament,-%3¥h by our
rs and by the present Government, as providing insurance
against the unpredictabilities of future inflation levels. ILast

e R

March Cecil Parkinson, in moving the scheme's extension to 1982,

—emphasised the Government's objective to make it viable and

-

elf-financing. It is also relevant to note here the assurance given
House by our predecessors, that CEC would not be used to provide

®

al assistance to firms facing difficulties for employment or

viability reasons.

the existing contract had included specific provision for the supply

1ese additional trains, perhaps in the form of an option, 1t might

have been possible to act as Kenneth has proposed. But it did not and
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From the Secretaryof State

I am convinced that in all the circumstances it would not be
reasonable to treat the current request as if it had been made three
years ago when the existing contract was negotiated. Equally I do not
believe that it would be a correct use of the power which Parliament

has enacted if my Department were to provide an outright subsidy by

giving CEC on ‘the retrospective basis requested. To do so would,
m

oreover, be at odds with the basis on which we have defended it in

GATT and other international fora critical of such schemes.

I am copying this letter to the recipients of his.

FP JOHN BIFFEN
8
(Approved by the Secretary of

State and signed in his absence.)
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DEPARTMENT OF TRANSPORT '
2 MARSHAM STREET LONDON SWI1P 3EB

The Rt Hon Leon Brittan QC, MP 5‘

Chief Secretary to the Treasury
Treasury

Parliament Street
LONDON SWA 28 August 1981

L[S \"‘““\\

I have seen Kenneth Baker's letter to you of 44 August
about an extension of Cost Escalation Cover for Metro Cammell's

contract to supply rolling stock for the Kowloon-Canton Railway.

I am writing to support Kenneth's view of the serious situation
which would arise for Metrb Cammell if they cannot secure
extension of the cover. As he says, after 1983 there is a 6 year
gap before London Transport are likely to be able to place
- rolling stock orders with Metro Cammell again., It would be
extremely unfortunate if, because cover is not extended,
Metro Cammell went out of business and London Transport - and
any other UK purchasers - had to turn to overseas suppliers,
So this contract could be crucial and I join with Kenneth in

urging you to agree to Metro Cammell's request,

NORMAN FOWLER
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28 August 1981

Thank you for your letter of 27 Aggust
providing some background information about
Metro-Cammell in the context of the proposal
for support for their orders from Hong Kong.

The Prime Minister was grateful for this
inforastion.

M. A. PATTISON

Jonathan Hudson Esq
Department of Industry
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COMMERCIAL IN CONFIDENCE

DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWI1E 6RB

FROM THE TELEPHONE DIRECT LINE o01-212 ©4071
MINISTER OF STATE SWITCHBOARD 01-212 7676

FOR INDUSTRY AND
INFORMATION TECHNOLOGY

Kenneth Baker's Office 2f7 Avgust 1981

‘/éZZﬁﬂd;- /‘Ad&iéézz,

Mike Pattison Esq
Private Secretary

10 Downing Street /ﬁ/
27/
Vil

London SW1

Deer Mide |

The Prime Minister asked about the level of Metro-Cammell's

wage settlement in the context of support for their orders from
Hong Kong. S

I attach a note setting out the details. Briefly, the
supervisory and some white collar staff have settled for_5%.
The direct labour force were given 8% in August last year but

the offer for this year is zero. In the last year productivity
has increased by 8.75%. —

e
(jo\aa S ‘ (\.‘ UJUUO v
%Jk, e I -
JONATHAN HUDSON w!

Private Secretary
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Reference

~conyED, IN

Mr Hudson F¥3”““““ﬁ5ﬂ. cc Mr Dell o.r.
PS/Mr Baker ﬁjﬂ%ﬁiiéi ; Mr Pride o.r.
2 | I N "

AFFICE OF THE :

et TA
MINISTER OF S

KENNETH BAKER

METRO=-CAMMELL LTD - WAGE SETTLEMENTS, PRODUCTIVITY AND COSTS

I understand the Prime Minister expressed interest in the
above. You may like to have the following information.

i) Wage settlements

After a long struggle, but without "industrial
action" being taken, the company had succeeded in
obtaining -agreements for a.i% wage increase for the
following non—operative classes:=—

1 January ASTEMS (foremen)
1 May APEX clerical staff)
1 June TAFFR draughtsmen)

Metro— Cammell operates piece=work rates for their
directly employed labour force and on 17 August 1980
agreed an %ﬁ increase for these workers. Employee
representatives are now negotiating for a review but
) ) the company (at least at this stage) is offering
&lanaging Director) nothing. Mr Sansome*said that the company enjoyed good
Tndustrial relations; most of the workers realised
that Metro=-Cammell had a falling work load and he
expected more opposition (To the company's nil offer)
from union officials than from the workers themselves.
Nevertheless an oyertime ban had been imposed.
Mr Sansome justified the absence of any offer of an
increase by saying that the workforce would just have
to work harder.

About 20% of Metro-Cammell's labour force is composed
of "indirect" lower paid workers whose rates have been
progressively f&lling behind. These workers were
awarded a 15% increase on 17 August 1980 and "might"
get a furthér 5% in the presert round of negotiations
) sy,
-

=2

Productivity

The firm tells us that over the past year productivity
has increased by Q.IE%. A year ago it took 1,000 men
to produce 8 rail cars a week. At present it is taking
between 900 and 910 men.

iii) Rise in manufacturing costs

State controlled % OF M=C's % INCREASE OVER
Overneaqas TOTAL OVERHEADS LAST 12 MONTHS

Gas, rates,

electricity,

water and National 25% 20%
Insurance

Contributions )

Fuel oil 5% 20%
CODE 18-77

(FO 12/80)
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Reference

% OF M=C's % INCREASE OVER

TOTAL OVERHEADS LAST 12 MONTHS -

Costs within
M=C's Control

Wages 8%)

Costs of Materials
Pension costs g 20% 8%

100% 11%
(average)

The firm was unable to say how M=C's increased costs compared
with those of other similar engineering groups but referred to
to CSO Digest of Statistics which, in Section 18.5, gave the
index of average earnings as 11% (v—C 8%) and, in Section 18.11,
gave index of materials costs as 17% (M~C 8%).

iv) The firns actions to control costs

Metro=Cammell point to the following as evidence
of their successful efforts to control.costsi=-

a. following the 8% wage increase in August 1980
the company was not prepared to make any wage
increase offer from August 19813

the company had no cogtly occqg%jion pension
n

scheme of its own, but had "contracted 1n" to

the State Pension Schemes

M=-C's major sub-contractors were GEC, BICC
and Hawker Siddeley. Since work had started
on the Hong Kong order, M-=C had taken options
for further equipment down the line (and each
option had, according to the firm been more
competitive). (When Mr Sansome 'phoned iis on
21 August he told us that M=C took strenuous
steps to hold down suppliers' prices.)

All in all this seems to be an encouraging piecture and justifies
our efforts to help the company to win business overseas.

Sl

J C S PRISTON
MEE 3 .

ASH 538 X6008
24 AUGUST 1981

CODE 18-77

(FO 12/80)
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Foreign and Commonwealth Office

London SWI1A 2AH

2_6 August 1981

From The Minister of State ‘//,VM

Ny /
P S

METRO-CAMMELL LTD: KOWLOON-CANTON RAILWAY (KCR)

I have seen a copy of Kenneth Baker's letter to you of 14 August
requesting agreement to the provision of Cost Escalation Cover
for the extension of Metro-Cammell's contract to supply rolling-
stock to the KCR. I strongly support this request because there
are wider issues at stake, not only because of the significance
of the order for Metro-Cammell's future, but for other political

and commercial reasons.

The original specifications for the modernisation of the KCR

and the purchase of rolling-stock were drawn up by British
consultants with the Metro-Cammell product in mind. It would do
our export promotion work, in both Hong Kong and the Far East as

a whole, considerable harm if a British firm failed to negotiate
in a British Dependent Territory an extension of an order drawn

up to British specifications, and the Hong Kong Government went

to international tender. Success in the competitive Hong Kong
market is highly beneficial in promoting British exports in the
region. Conversely, failure there would have wider repercussions.
For example, while it is true that economic readjustment has
caused China to cut back her modernisation plans, it is expected
that the Chinese will eventually require new rolling-stock for their
own railways, particularly their part of the Kowloon to Canton
line. If the whole KCR order is secured, Metro-Cammell would then
be well placed for such orders.

It is also worth bearing in mind that a Transport Conference is
being planned to be held in Hong Kong in February 1982. The aim
is to promote the work of British consultants and exporters,

using Hong Kong, which has bought much from our transport industry,
as a showpiece. It could be serious if the KCR had, just prior

to the conference, turned to our foreign competitors for the
remaining rolling-stock it requires. I therefore hope you will
agree to the provision of Cost Escalation Cover.

COMMERCIAL IN CONFIDENCE
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COMMERCIAL IN CONFIDENCE

I am copying this letter to members of EX Committee, to
Norman Fowler and to Sir Robert Armstrong.

C
v~

JL'\:L,V\‘V/\

Nicholas Ridley

The Rt Hon Leon Brittan QC MP
Chief Secretary

HM Treasury

Parliament Street

ILONDON

SW1P 3AG

COMMERCIAL IN CONFIDENCE
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

FROM THE TELEPHONE DIRECT LINE o01-212 6401

MINISTER OF STATE SWITCHBOARD 01-212 7676
FOR INDUSTRY AND

INFORMATION TECHNOLOGY ol /%n ;,.
Kenneth Baker yime é

TAS o5 Maj G
The Rt Hon Leon Brittan QC MP % Z
Chief Secretary Msolﬂidi v C (hoak™

HM Treasury ‘"“‘L?{ .
Treasury Buildings /ﬁgéZéf’aV/
Parliament Street wies.
London

SW1 /lf August 1981

METRO-CAMMELL LTD: KOWLOON-CANTON RAILWAY

Metro—Cammell are currently working through a large contract to
supply rolling stock for the Kowloon-Canton Railway, a contract
which they were helped to obt&in by sSupport under the. Cost Escala-
tion Cover Scheme. The KCR authorities are sufficiently pleased
with the first cars that have been supplied to want to extend

the contract to include an additional 16 three-car sets.

STy

Had KCR originally indicated that they might be interested in

such an extension Metro-Cammell would certainly have pressed for such
an option to be written into the contract and for it also to be
covered by the Cost Escalation Cover Scheme. In fact, KCR only
raiSed this possibility a Iew weeks ago. DMetro-Cammell have asked
ECGD for the same support for the extension to the contract, although
they recognise that this might involve paying premium at the higher
current rate of 2%. It is a cash contract, and therefore does not
involve the interest make up costs that would normally be associated
with an order of this scale.

Without CEC support Metro-Cammell could not undertake the contract
extension without incurring significant losses. If they are obliged

To turn down the opportunity of a negotiated contract, KCR will

defer any additional purchases but will eventually go to international

tender. ECGD calculate the cost of support at £1.7 million.

Metro-Cammell would expect to negotiate a price of around £17.5 million.

I well understand the difficulties in making an exception to the
normal arrangements under this Scheme. Nevertheless there are strong
arguments for doing so. Metro-Cammell is the UK's only manufacturer
of mags transit rolling stock and has good long term prospects

both at home and aﬁgggé. In the 1990s London Transport will once
more be ordering - Metro-Cammell estimate their annual requirement

to be some £75 million at 1981 prices. Moreover there are a large
number of ci¥Tes around the world, particularly in the developing
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countries, who are considering setting up or extending mass transit
systems. NMany of these projects have been deferred through lack of
money, but as transport problems grow in these expanding cities

the pressures to establish such systems will eventually prove
irresistible.

The problem is ensuring that Metro-Cammell survive to take advantage
of these future opportunities. Their major customer, London
Transport, does not propose to order any cars at all in the period
1983 to 1988. Although it is important in the context of public
purchasing policy to have an even ordering programme, it appears
that there 1s very little scope for London Transport to bring
forward orders into this six-year gap.

Using their successful performance in both the UK and Hong EKong

as show cases, Metro-Cammell are actively pursuing a number of
overseas possibilities (such as Baghdad), but only two of these
are sufficiently far advanced to provide work in the early years
of the gap. The KCR extension is one and the new Island Line for
the Hong Kong MasSs Transit Railway is the other. Officials are
currently examining a currency obstacle which if resolved will
enable the company to negotiate a contract on the Island Line too,
and I expect that this issue will be coming before Ministers shortly.
The two contracts together would enable Metro-Cammell to survive
with a slimmed down capacity during the early years of the gap and
we are confident that otWér contracts at home and abroad can be
found to carry them over the later years of the decade.

If Metro-Cammell were not able to accept these two negotiated
contracts, we would have to face the very real possibility that
Metro-Cammell would not survive the IT ordering gap, with the
consequences that LT would probably turn overseas for their future
requirements and that valuable export business in an expanding world
market would be lost. This would be particularly galling when
Metro-Cammell and the Government have put considerable effort

into making Hong Kong an attractive show case for the company.
Closure of Metro-Cammell would mean the loss of around 1500 jobs
in the West Midlands, over 1000 of which are based on good long
term: prospects. A similar amount of work would be lost to Metro-
Cammell's suppliers in the UK.

A decision on the KCR contract is required urgently. I hope you
will be able to agree to the request for Cost Escalation Cover.

I am copying this letter to members of EX Committee, to Norman
Fowler and to Sir Robert Armstrong.

.
# ( Aryeosek

KENNETH BAKER
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