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THE ORDER FOR TYPE 22 FRIGATES 13 AND 14 

by the Secre tary o f State f o r Trade and I n d u s t r y 

I made c l e a r i  n my minute o f 21 December 1984 on t h i s subject i n r e p l y to 
the Secre tary o f State fo r Defence's minute o f 18 December tha t h i s 
proposal t ha t t h i y l y M e r s fo r the two Type 22 f r i g a t e s should be s p l i  t 
between Cammell vjoir^l—and Swan Hunter ins tead o f bo th being placed w i t h 
Swan Hunter needea^e ' rM)carefu l c o n s i d e r a t i o n i  n the l i g h  t o f the wider 
i m p l i c a t i o n s o f o u A ^ ^ p k ^ i o n . 

2. The a t tached note has been agreed between o f f i c i a l  s i  n my 
Department, the T r e a s u r ^ i n ^ r ^ t h e No 10 P o l i c y U n i t b r ings out c l e a r l  y the 
p r i n c i p a  l f i n a n c i a  l and emp^fyJSent e f f ec t s o f our d e c i s i o n . I n broad 
terms the e f f e c t o f saving &f7<JQ jobs at Cammell L a i r d w i l  l be to cause up 
to 1,200 e x t r a redundancies v B w ^ ^ i m e at Swan Hunter at a cost t o the 
M i n i s t r y o f Defence o f some E^^Kryx ion , and at an a d d i t i o n a  l cost t o 
B r i t i s  h S h i p b u i l d e r s p o s s i b l y oSZ^kk order o f £40 m i l l i o  n or more. 

Department o f Trade and I n d u s t r y 

22 January 1985 



THE ORDER FOR TYPE 22 FRIGATES 13 AND 14 


NOTE BY OFFICIALS 


Introduction 


1 The purpose of t h i s note i  s to provide f a c t u a l 

background and f o r e c a s t s bearing on the a l l o c a t i o n of the 

orders for Type 22 f r i g a t e s 13 and 14. I  t has been agreed 

between o f f i c i a l  s of HM Treasury, DTI and the No 10 P o l i c y 

Unit. o  r the most p a r t i  t concentrates on a comparison of 
F
 

the e f f e c t of: 


Course (a) p l a c i n g both orders with Swan Hunter; and 


Course (b) s p l i t t i n g the orders between Cammell L a i r d and 

Swan Hunter. 


5l£gct Costs 


2 i n accordance with Cabinet's d e c i s i o n on 19 J u l y 1984, 

the M i n i s t r y of Defence sought f r e s h tenders for the two 

s h  i p  s from Cammell L a i r d , Swan Hunter, and Vosper 

T b o r n y c r o f t Tenders were returned on 15 September. Swan 

H u  n t e r and Vosper Thornycroft b i d for an order for both s h i p s 

o  r
 e i t h e r one of them. Cammell L a i r d tendered for one or 

o t  h e r ship but not both. The r e s u l t s of the tendering 

p r°cess may be summarised as f o l l o w s : 




£m 


2 sh i p s from Swan Hunter 139. 4 Course (a) 

2 ships from Vosper Thornycroft 140. 9 

1 sh i p from Vosper Thorneycroft and 
1 from Swan Hunter 145. 2 

1 s h i p from Cammell L a i r d and 

1 from Swan Hunter 145. 5 Course (b) 


1 ship from Cammell L a i r d and 

1 from Vosper Thorneycroft 147. 2 


£1m i  f the 

In a d d i t i o n , MOD would incur e x t r a c o s t s of about v o rder were 

s p l i t  . The t o t a l e x t r a d i r e c t c o s t s of course (b) over 

course ( a ) are thus about £7M. 


I n d i r e c t Costs 


3 When co n s i d e r i n g i n d i r e c t c o s t s and redundancies, 

assumptions need to be made about the l e v e l of other work and 

the a l l o c a t i o n of overheads. I n providing f i g u r e s t h e r e f o r e , 

BS have assumed the same a l l o c a t i o n of overheads as was used 

i n the tenders submitted to MOD. Under course ( a )  , u n l e s s 

s p e c i a l a c t i o n were taken (see para 9 below), BS would c l o s e 

Cammell L a i r d w i t h i n two or three months. They would propose 

to move HMS Edinburgh to another ship-or dock-yard for f i n a l 

f i t t i n g out. Under course (b) there would probably be an 

under-recovery of overheads a t Cammell L a i r d , of some £l0m 

over 1985/6 and 1986/7 together; BS expect Swan Hunter to 

incur e x t r a under-recovered overheads of £5M i n 1985/6 and 

1986/7 together with higher f i g u r e s i n l a t e r y e a r s . 




Redundancies 


4 I n February, Swan Hunter w i l  l employ 5,200 a f t e r the 

current round of 2,100 redundancies i  s completed. Cammell 

L a i r d c u r r e n t l y employ 1,700 a f t e r implementing 1,600 

redundancies i n 1984. Both yards are l i k e l  y to have to 

decl a r e a f u r t h e r 500 redundancies i n 1985 whatever course i  s 

chosen. 


The yard t h a t does not win the second order w i l  l have to 

declare some 1,200 f u r t h e r redundancies, r e s u l t i n g i n Cammell 

L a i r d ' s case i n c l o s u r e . The cost of the 1,200 redundancies 

w i l  l be some £6iM under the S h i p b u i l d i n g Redundancy Payment 

Scheme (SRPS). 


Unemployment 


5
 Three of the four Swan Hunter yards are i n the Newcastle 

t r a v e l to work area (TTWA). Cammell L a i r d i  s i n tne W i r r a l l 

and Chester TTWA. Unemployment r a t e s are as f o l l o w s : 


Average of 12 months December 84 

to December 1984 


W  i  r r a  l and Chester 17.9% 18.2% 

Newcastle 17.9% 18.0% 


Unemployment r a t e s i n the adjacent TTWAs are a s fol l o w s (1 

Swan Hunter yard i  s i n the South Tyneside TTWA): 


Live r p o o l 20.6% 

South Tyneside 24.5% 




I n d u s t r i a l R e l a t i o n s 


6 I n recent years there has been c o n s i d e r a b l e i n d u s t r i a l 

d i s r u p t i o n a t Cammell L a i r d . The percentage of man hours 

l o s t due to s t r i k e s and stoppages at Cammell L a i r d has been 

above the BS average. CL has l o s t over 1.3% of p o s s i b l e man 

hours each year s i n c e 1981/2. I  t l o s t n e a r l y 4% i n 1983/4. 

The comparable f i g u r e s for Swan Hunter have never r i s e n above 

0.4%. I n J u l y 1984 the Cammell L a i r d workforce were l a i d o f f 

as a r e s u l t of i n d u s t r i a l a c t i o n over compulsory redundancies 

and some of them occupied the work i n the yard. 37 

s i t t e r s - i  n were j a i l e d i n October. As a r e s u l t of an 

u n o f f i c i a l Back to Work Committee the workforce on 9 November 

unanimously r e j e c t e d a s t r i k e c a l l  , and over 90% of them are 

c u r r e n t l y a t work. At Swan Hunter, the workforce have 

accepted the c u r r e n t round of redundancies without i n d u s t r i a l 

a c t i o n and a g a i n s t union a d v i c e . Although the " s t r i k e " a t 

Cammell L a i r d remains o f f i c i a l  , the n a t i o n a l union conference 

(SNC) r e c e n t l y made a low key request to the M i n i s t e r of 

S t a t e for I n d u s t r y (Mr Lamont) for a Type 22 f r i g a t e order to 

be placed with Cammell L a i r d . Both yards have agreed to 

implement the B r i t i s h S h i p b u i l d e r s Phase V wage agreement 

i n c o r p o r a t i n g new working p r a c t i c e s . 


Overcapacity 


7 As demonstrated i n the annex, the c u r r e n t c a p a c i t y i n 

the UK to b u i l d l a r g e s u r f a c e warships i  s seven to e i g h t 

f r i g a t e e q u i v a l e n t s a year a g a i n s t an a n t i c i p a t e d MOD 

requirement for four ( t h r e e f r i g a t e s and one l a r g e 

a u x i l i a r y ) . The only immediate export prospect i  s two 

f r i g a t e s for P a k i s t a n which Vosper Thornycroft hope to win. 

MOD w i l  l need a second submarine l i n e at a maximum order r a t e 

of one f r i g a t e e q u i v a l e n t . I  f Yarrow or Cammell L a i r d were 


JH1BTU 




to win the submarine order and Vosper Thornycroft to win the 

Pakistan order, the a v a i l a b l e c a p a c i t y for s u r f a c e s h i p s 

w o u l d f a l  l to about s i x to seven f r i g a t e e q u i v a l e n t s a g a i n s t 

MOD requirements for four. I  f Cammell L a i r d were to c l o s e 

and be s o l d as a f a c i l i t y  , the c a p a c i t y immediately a v a i l a b l e 

would f a l  l on the same b a s i s to four to f i v e f r i g a t e 

e <  3 U i valents, thus l a r g e l y e l i m i n a t i n g the o v e r c a p a c i t y . I  t 

would be p o s s i b l e however for the new owners of Cammell L a i r d 

t  o
 a t t  e m p t to r e - e n t e r the warship market. 


^ i v a t j - s a t i o n 


8 

Under course ( a ) , BS estimate the c l o s u r e c o s t s to them 


( i  e excluding SRPS) of Cammell L a i r d would be some £10M; they 

°uid then expect to s e l l Cammell L a i r d as a f a c i l i t  y for a 

e  w
 m i l i i   pounds. The net c o s t s would be of the order of 
o  n


m * Under course ( b ) , Cammell L a i r d would continue i n 

e x i  s t e n c e at l e a s t for the four years r e q u i r e d to b u i l d the 

^ r i g a t e . Even so, because of the a n t i c i p a t e d l e v e l of 

l o s s e s ,  a n d the need for f u r t h e r investment, BS and Lazards 

believe t h a t i  t could only be p r i v a t i s e d i  f p r i v a t i s a t i o n 

Were accompanied by a cash i n j e c t i o n of the order of £20m at 


a s t  *
 Course (b) reduces Swan Hunter's p r o f i t s by some £20m 

over the period with a comparable e f f e c t on p r i v a t i s a t i o n 

P roceeds. 


-£g£*al Action for Cammell L a i r d 


9 
B  s
 have considered i n conjunction with Lazards whether 

A a-J- a c t i o n at Cammell L a i r d would improve the p o s i t i o n 
Under  Q u <. 

e i t h e r course. I n p a r t i c u l a r , they have considered the 
ect of an award to Cammell L a i r d on a non-competitive 

oasis 
o  r
 a c o n t r a c t for the conversion of the Balder London 
w h i c  n 
 would provide a c e r t a i n work load for about one year. 


JH1BTU 




I t could i n c r e a s e MOD'S c o s t s by some £2-3m. Under course 

(a) i n BS's view, the award of a Balder London c o n t r a c t would 

be i n s u f f i c i e n t to prevent c l o s u r e of Cammell L a i r d . 

However, i  f a f u r t h e r MOD c o n t r a c t of a s i m i l a r s i z e to the 

Balder London conversion were awarded to Cammell L a i r d , BS 

b e l i e v e t h a t they may be able to s e l  l the yard to someone i n 

the o f f s h o r e s e c t o r p r e s e r v i n g a t l e a s t temporarily up to 

about 700 j o b s . But there can be no c e r t a i n t y t h a t t h i s 

would provide a future for Cammell L a i r d and MOD have been 

unable to i d e n t i f y a s u i t a b l e p o t e n t i a l c o n t r a c t . The c o s t s 

of such a c t i o n seem c e r t a i n to exceed the c o s t s of c l o s u r e 

and d i s p o s a l . Under course (b) the award of a c o n t r a c t for 

the Balder London would m a r g i n a l l y improve the p o s i t i o n of 

Cammell L a i r d and would defer some 300 redundancies. I  t 

would not however make the yard v i a b l e and i  t would only be 

s o l d with a very c o n s i d e r a b l e dowry. 


Summary comparison of e f f e c t s of main a l t e r n a t i v e s 


COURSE (A) COURSE (B) 

(both F r i g a t e s (one F r i g a t e a t Swan 

at Swan Hunter) Hunter; 


one at Cammell L a i r d ) 


1 D i r e c t Costs — 	 E x t r a c o s t s of £7m to 
MOD 

2 I n d i r e c t Costs — 	 E x t r a l o s s e s of some 
£1.5m a t Swan Hunter 
and £5m at Cammell 
L a i r d i n 1985/6. 
E f f e c t s i n l a t e r years 
a f f e c t p r i v a t i s a t i o n 
proceeds. 
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3 Redundancies 	 1,200 a t Cammell 1,200 a t Swan Hunter* 

L a i r d * 


4 P r i v a t i s a t i o n 	 C losure of Reduction of 

Cammell L a i r d P r i v a t i s a t i o n 

and s a l e as a Proceeds a t Swan 

net cost of Hunter of some £20m. 

some £5m. Cash i n j e c t i o n i n t o 


Cammell L a i r d of a t 

l e a s t £20m. 


l 6 -1.85 


* In 

^ addition both yards are l i k e l  y to have to d e c l a r e a
f
 

e  r
 500 redundancies i n 1985 


JH1BTU 




ANNEX 


WARSHIPBUILDING CAPACITY 


( e x c l u d i n g submarine b u i l d i n g  a t V i c k e r s ) 


UUKK C a p a c i tC a p a c i t yy frofromm 19819866 ( a( a )) Minimum Maximum P o s s i b l e 
C a p a c i t y C a p a c i t y 

Cammel l L a i r d ( b ) 1.5 2 
Swan H u n t e r 2 . 5 2 . 5 
V o s p e r T h o r n y c r o f t 0 . 5 0 . 5 
Y a r r o w ( c ) 1 .5 2 . 0 
H a r l a n d & W o l f f (AOR o n l y ) 1.0 1  .0 

7 . 0 8 . 0 

Demand ( a ) 


O r d e r s pa 

( a v e r a g e  o f 1985 -• 1990) 


F r i g a t e s 3 3 
AORs 1 1 

4 H 

F u r t h e r demand might be g e n e r a t e d from e x p o r t s , r e f i t s , 
m e r c h a n t work and s e c o n d s t r e a m s u b m a r i n e b u i l d i n g . 

Notes 


( a ) 1 AOR b u i l d t i m e a p p r o x = 1 F r i g a t e 
( b ) 2 now, d e c r e a s i n g to 1.5  i f y a r d r e s t r u c t u r e d 
( c ) 1.5 now, i n c r e a s i n g to 2  i f module h a l l b u i l t . 

DTI 

15 JANUARY 1985 





