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PRIME MINISTER 


THE CRISIS IN THE SHIPBUILDING INDUSTRY' 
You w i l l be g e n e r a l l y aware of the world 'slump i n shi p p i n g and of 
the c r i s i s t h a t e x i s t s i n consequence throughout the s h i p b u i l d i n g 
i n d u s t r i e s i n a l l c o u n t r i e s . I t i s c o r r e c t l y described as the 
most severe s h i p b u i l d i n g slump since the 1930s. 

The p o s i t i o n I f i n d i s even worse than I had feared, both i n terms 

of the scale of c o n t r a c t i o n and the i m p l i c a t i o n s f o r p u b l i c expenditure. 


I have commissioned an urgent re-working by B r i t i s h S h i p b u i l d e r s of 
the options i n the Corporate Plan they provided t o the l a s t Government 
and of t h e i r l i k e l y cost. However, even from the broad f i g u r e s we 
have now, i t i s c l e a r t h a t whatever course we adopt w i l l be p a i n f u l 
and expensive. (The p o l i c y adopted by the l a s t Government i n v o l v e s 
a cash l i m i t of £250 m i l l i o n f o r the present year, and very h i g h f i g u r e s 
f o r succeeding y e a r s ) . 

The present p o s i t i o n of B r i t i s h S h i p b u i l d e r s i s c r i t i c a l . Their 
order book i s very t h i n ; and they face the prospect of imminent 
collap s e . Without new work soon B r i t i s h S h i p b u i l d e r s w i l l have t o 
declare some 155000 redundancies d u r i n g the present calendar year, 
almost a l l of them i n areas of ver y high unemployment - the Clyde, the 
Tyne, the Wear and the Mersey. There w i l l also be d i r e c t consequences 
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as a whole: i  t i s u s u a l l y s a i d t h a t there are supporting jobs f o r 
each man i n the shipyard. But the prospect of g e t t i n g new work i s 
bleak: the market recession i s such t h a t even t o get t o the s t a r t i n g 
l i n e t o compete f o r new business, B r i t i s h S h i p b u i l d e r s must o f f e r 
s u b s t a n t i a l discounts - upwards of 30% of c o n t r a c t p r i c e - and 
p r e f e r e n t i a l c r e d i t arrangements. The Commission are, however, 
r e f u s i n g t o countenance I n t e r v e n t i o n Fund subsidies at the 30% l e v e l 
p r e v i o u s l y approved by them and are press i n g f o r the normal c e i l i n g 
to be reduced t o 25%. I n a d d i t i o n , t o secure the p r e f e r e n t i a l c r e d i t 
arrangements mentioned above would r e q u i r e very contentious l e g i s l a t i o n , 
and even then t h i s may not s t i m u l a t e f r e s h orders t o any s i g n i f i c a n t 
extent. 

None of the courses open to us w i l l avoid severe c o n t r a c t i o n . Indeed 

the h i s t o r y of the i n d u s t r y suggests t h a t i t i s not a sector where 

we are fundamentally c o m p e t i t i v e . C o n t r a c t i o n i s t h e r e f o r e r i g h t . 

However the speed and s e v e r i t y of the run down immediately f a c i n g us 

would be too p r e c i p i t a t e t o handle. 


Heavy p u b l i c expenditure i s unavoidable; on the one hand B r i t i s h 

S h i p builders have advised me t h a t the t h r e a t of a collapse w i l l be 

severe i n d u s t r i a l a c t i o n and slow working, w i t h consequent heavy 

pe n a l t y costs f o r d e f a u l t s of c o n t r a c t . They warn t h a t the sum could 

run i n t o hundreds of m i l l i o n s of pounds. 


On the other hand, the cost of o b t a i n i n g orders - even i f we can get 
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Commission approval - o f t e n exceeds the wage costs of the Jobs 

d i r e c t l y safeguarded. Moreover, Commission approval w i l l r e q u i r e a 

serious p o l i t i c a l i n i t i a t i v e w i t h i n the EEC i n v o l v i n g the expenditure 

of good w i l l t h a t may he needed f o r other manor p o l i c y i n i t i a t i v e s . 


I t may w e l l he t h a t l e s s e r but s t i l l very l a r g e sums of money can be 

used i n a combination of a few orders, easing redundancies and 

f a c i l i t a t i n g m o b i l i t y and new Job o p p o r t u n i t i e s . 


I am going i n t o the whole p o s i t i o n as a matter of h i g h p r i o r i t y and 

w i l l be r e p o r t i n g f u r t h e r . 


I am sending copies of t h i s minute t o the Chancellor of the Exchequer, 

the Foreign Secretary and the Secretaries of State f o r Scotland, 

Employment, Trade and Defence and t o S i r John Hunt. 


K J 

% June 1979 

Department of I n d u s t r y 
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