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Qa 04373


From: SIR KENNETH BERRILL 
 e -

B r i t i s h L eyland 


1. On Monday, E Committee w i l l be d i s c u s s i n g S i r K e i t h Joseph's 

important paper on the fu t u r e of B r i t i s h L eyland. I a t t a c h a CPRS 

b r i e f on t h i s which the Prime M i n i s t e r might f i n d u s e f u l f o r her 

weekend box. 


2. I am sending a copy of t h i s minute and the attachment to 

S i r Robert Armstrong, and to Mr John Hoskyns who has been a member of 

the i n t e r d e p a r t m e n t a l working group. 


7 December 1979 


A t t s 
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BRITISH LEYIAND: THE STRATEGIC DECISIONS 


1. The Prime M i n i s t e r w i l l have r e c e i v e d S i r K e i t h Joseph's memorandum 
and recommendations on B r i i i s h L eyland (E(79 ) ? M « The CPRS has worked on 
the problems of the United Kingdom motor i n d u s t r y f o r a number of y e a r s 
and has taken an a c t i v e p a r t i n the most r e c e n t i n t e r d e p a r t m e n t a l s t u d i e s 
on B r i t i s h Leyland ( B L ) . The Prime M i n i s t e r may l i k e to have our views 
on the BL problem. I n summary, these a r e : 

( i ) Whatever views M i n i s t e r s might, have about the long-term 

f u t u r e of BL, the w i s e s t course a t t h i s moment i s f o r the Government 

to be seen to be g i v i n g f u l l support to S i r Michael Edwardes and to 

be going along with the key a s p e c t s of h i s P l a n , p a r t i c u l a r l y on 

new model development, c o l l a b o r a t i v e v e n t u r e s , and p l a n t r a t i o n a l i s a t i o n . 


( i i ) N e v e r t h e l e s s , i t i s our view t h a t BL i s a l r e a d y w e l l i n t o a 

v i c i o u s c i r c l e of d e c l i n e and w i l l not become v i a b l e as an independent 

volume c a r producer. Any s o l u t i o n to r e l i e v e Governments from l a r g e 

and open-ended f i n a n c i a l commitments w i l l have to be f a r more r a d i c a l 

than the p r o p o s a l s i n the Edwardes' P l a n . 


( i i i ) Longer term, BL w i l l e i t h e r have to be broken up and s o l d 

piecemeal, or s o l d complete as a package i f a buyer can be found. 

S a l e complete i s much the b e t t e r a l t e r n a t i v e but as time goes on 

the number of p o s s i b l e p u r c h a s e r s w i l l d i m i n i s h . 


( i v ) M i n i s t e r s might put i t to S i r Michael Edwardes that, w h i l e they 

back h i s Plan, would he i n the coming y e a r i n c r e a s e h i s t a l k s with 

other major companies (General Motors, Ford, and the Japanese) 

p a r t l y on ' c o l l a b o r a t i o n ' but a l s o to see i f there i s a p o s s i b l e buyer. 


The immediate d e c i s i o n : to accept or to re.ject the Edwardes' P l a n 


2. I f the BL n e g o t i a t i o n s over pay and p r o d u c t i v i t y reach a s a t i s f a c t o r y 

outcome, the Government w i l l probably f i n d i t s e l f with no p r a c t i c a b l e o p t i o n 

but to go along with the Edwardes' P l a n f o r the time being (except on d e t a i l s 

of funding, where we b e l i e v e there may be some room f o r manoeuvre, though 
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l e s s than o r i g i n a l l y supposed because of BL's r a p i d l y d e t e r i o r a t i n g 

f i n a n c i a l s t a t e ) . The main reasons f o r g i v i n g immediate support to the 

Plan a r e : 


( i ) To take advantage of the P l a n i t s e l f . The f i r s t y e a r of the 

Edwardes' P l a n i s , we suspect, v e r y s i m i l a r to the f i r s t y e a r of a 

pl a n designed s p e c i f i c a l l y to b r i n g about e i t h e r a c o n t r o l l e d 

rundown or a c o n t r o l l e d d i s p o s a l of the company. Acceptance, 

t h e r e f o r e , g i v e s M i n i s t e r s maximum f l e x i b i l i t y . 


( i i )	 To r e t a i n c o n t r o l of events. R e j e c t i o n of the Plan w i l l most 

n 

^ V ~ ^ ) • probably l e a d to an u n c o n t r o l l a b l e d e c l i n e i n the company's 

o p e r a t i o n s , even i f the Board could be persuaded not to r e s i g n . 

Acceptance would leave the Government and the Board i n c o n t r o l of 

events. 

( i i i  ) To c o n t a i n the e r o s i o n of confidence. What l i t t l e confidence 

remained i n BL has been badly shaken by i t s poor performance i n 

recent months. Even a non-committal r e p l y by the Government 

would a c c e l e r a t e the worrying r a t e of d e f e c t i o n s by middle manage

ment, by s k i l l e d workers, by d e a l e r s , and by customers, both p r i v a t e 

and f l e e t . 


( i v )	 To take advantage of the new s p i r i t of co-operation i n the 

Company. 


Fo r the f i r s t time the Board may have a g r i p on the workforce and 

the management. A l s o the Board a r e now a b l e to take a c t i o n s ( f o r 

example over Robinson) that they could not have contemplated before 

the change of Government. The BL workforce has demonstrated t h e i r 

goodwill over t h e i r acceptance of the r a t i o n a l i s a t i o n p l a n s and may 

do so again over the n e g o t i a t i o n s on pay and c o n d i t i o n s . The 

fut u r e e x i s t e n c e of the two l a r g e s t BL p l a n t s (Longbridge and 

Cowley) depends c r i t i c a l l y on t h i s s p i r i t of co-operation being 

maintained, whether under the Edwardes' Plan or any r a d i c a l 

a l t e r n a t i v e . 
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( v ) To minimise c o s t s . We are i n l i t t l e doubt t h a t an 

u n c o n t r o l l e d rundown would be the most expensive outcome, 

and the bulk of the e x t r a c o s t s would f a l l i n 1980/81. By
comparison, the f i n a n c i a l r i s k s i n going along with the 

Edwardes' P l a n f o r the time being are q u i t e s m a l l . 


I 
3. E a r l y approval of the P l a n i s we b e l i e v e the l e a s t expensive 
way f o r the Government to proceed. M i n i s t e r s may wish to d i s c u s s , 
however, whether formal approval should be withheld u n t i l the 
n e g o t i a t i o n s over pay and c o n d i t i o n s a re concluded. I n t h i s , the i s s u e 


L . of m a i n t a i n i n g confidence i n the company w i l l be an important c o n s i d e r a t i o n . 
PCV, frt*"' 


. Prolonged u n c e r t a i n t v over the Government's i n t e n t i o n s would be damaging. 


(l» The second d e c i s i o n : to leave the i n i t i a t i v e s with BL or not 

U. M i n i s t e r s may wish then to d i s c u s s whether, i  f they a c c e p t the 
Plan, they should leave a l l the i n i t i a t i v e s with S i r Michael Edwardes 
and the BL Board. M i n i s t e r s could choose between: 

£ 7 (  0 Accep t i n g the plan without c o n d i t i o n s ( a p a r t perhaps from 
' m o d i f i c a t i o n s to the f i n a n c i n g package). T h i s would leave BL 


with the single-minded o b j e c t i v e of making the P l a n work. The 

Government would then be i n a p o s i t i o n of w a i t i n g f o r BL e i t h e r 


r y ^ s S ' * y ^  ( a ) *° d e l i v e r t h e i r next Corporate Plan i n a y e a r ' s time, or 
(b) to approach the Government during the y e a r to say t h a t a l l 

i s not w e l l . 


( i i ) A c c e p t i n g the plan with a c o n d i t i o n t h a t the BL Board take 

s e r i o u s i n i t i a t i v e s to a s s e s s r a d i c a l a l t e r n a t i v e s to the P l a n 

t h a t would i n v o l v e s a l e of the company e i t h e r as a whole or i n 

p a r t s . 


"5. The short-term prospects f or BL. The CPRS sees a high r i s k of BL 

foundering i n the next y e a r or so, i f BL are r e s t r i c t e d to the sums of 

money requested under P l a n . I n the short-term, a l l the f i n a n c i a l r i s k s 

are down-side and BL's p o s i t i o n i s d e t e r i o r a t i n g month by month. The 
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company i s i n a v i c i o u s c i r c l e of d e c l i n e and many of the assumptions 

u n d e r l y i n g the P l a n f o r the next y e a r a l r e a d y look d e c i d e l y o p t i m i s t i c : 


( i ) Market share. The P l a n assumes t h a t the Company's s l i d e i n 

UK c a r market share can be h a l t e d a t around the 20 per cent l e v e l : 

A c t u a l F i r s t P l an f o r e c a s t s 
1974 1975 1976 1977 1978 h a l f 1979 1980 

1979 
X 33# 30% 27$ 24% 2J/c 20^6 20%/° 20fy° 

There i s no b a s i s f o r the assumed s t a b l e market share of 

204 per cent. I n r e c e n t months i t has continued to f a l l and i n 
November was moving t o w a r f h ^ J ^ j i e j ^ c e n t . Next year, BL's model range 

becomes a y e a r o l d e r and competitors w i l l continue to introduce new 

models. There i s no " n a t u r a l " f l o o r to BL's market share. 


( i i ) D e a l e r d e f e c t i o n s . BL are f i n d i n g i t i n c r e a s i n g l y d i f f i c u l t 

to cope with d e a l e r u n r e s t , p a r t i c u l a r l y among the l a r g e d e a l e r 

groups, as throughput/dealer f a l l s below economic l e v e l s . D e a l e r 

d e f e c t i o n i s p a r t i c u l a r l y s e r i o u s i n Europe. Loss of d e a l e r s l e a d s 

i n e v i t a b l y to l o s s of s a l e s , p a r t i c u l a r l y as some customers a r e more 

l o y a l to t h e i r d e a l e r / s e r v i c e agent than they a r e to the marque of 

c a r they own. 


( i i i  ) Customer d e f e c t i o n . I n r e c e n t year, BL have been more s u c c e s s f u l 

i n h o l d i n g on to f l e e t customers than to p r i v a t e customers. However, 

now t h a t the l a r g e r importers are w e l l - e s t a b l i s h e d with nationwide s e r v i c e 

networks, BL are beginning to l o s e many of t h e i r f l e e t customers as w e l l . 


( i v ) New models. BL d e s p e r a t e l y r e q u i r e new models, p a r t i c u l a r l y i n 
the v i t a l mid-car market. The only mid-car a c t i o n i n 1980 w i l l be a 
f a c e - l i f t to the Marina. BL's competitiveness w i l l continue to f a l l 
and t h i s w i l l l i m i t BL's a b i l i t y to r a i s e p r i c e s i n l i n e with i t s 
main competitors. 

k. ( v ) BL's f i n a n c i a l p o s i t i o n . BL w i l l e n t e r 1980 i n a f a r worse 

I ) "̂iriancir» 1 s t a t e than was envisaged when the Edwardes' P l a n was put 

W together. L o s s e s a t the 1979 year-end w i l l b e p e r h a p s £60 m i l l i o n 
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higher than f o r e c a s t . BL are now bidding f o r an a d d i t i o n a l 

£100 m i l l i o n of Government funds before next A p r i l i . e . i n 

the p r e s e n t 1979/80 f i n a n c i a l y e a r . The p r o s p e c t s of d e c l i n i n g 

market share coupled with the need to p r i c e c o m p e t i t i v e l y g i v e s 

l i t t l e comfort f o r next y e a r where even i f the P l a n ' s t a r g e t 

could have been met there would be a cash outflow of over 

£2^0 m i l l i o n . BL have now pointed out t h a t , because of the 

worsening outlook, t h e i r own contingency p r o v i s i o n of £138 m i l l i o n 

t h a t was b u i l t i n t o the P l a n f o r the whole y e a r could be f u l l y 

used up i n the e a r l y p a r t of 1980. 


The odds seem to be t h a t the P l a n ' s f i n a n c i a l targe t s f o r 1980/81 w i l l 

be missed by a wide margin. I f t h i s were to happen, the BL Board have 

implied that they would abandon the P l a n and would make pro p o s a l s to the 

Government on h a n d l i n g the r e s u l t i n g s i t u a t i o n with the minimum of damage. 


6. The long-term p r o s p e c t s f o r the company. I f the Edwardes' P l a n were 
a 100 per cent s u c c e s s , could BL s u r v i v e i n the long-term without being a 
permanent burden on the Government? I n our view BL would be nowhere near 
l a r g e enough, p a r t i c u l a r l y i n the volume c a r b u s i n e s s , to compete a t 
s u s t a i n e d l e v e l s of p r o f i t a b i l i t y . There would no doubt be p r o f i t a b l e 
y e a r s i n which there could be no c a l l on Government funds. But we do not 
see how a volume c a r producer of t h a t s i z e could generate y e a r i n y e a r out 
the cash to develop new models to keep i t a b r e a s t of i t s major competitors 
a l l s e v e r a l times i t s s i z e . 

7. C o l l a b o r a t i v e d e a l s of the Honda type, however n e c e s s a r y i n the 

short-term, are not the long-term answer. The nonda d e a l , i  f i  t goes 

through, would give BL a new model e a r l i e r and should help to stop the 

d e a l e r network from c o l l a p s i n g . But i t w i l l not provide BL with the p r o f i t s 

to develop new models of t h e i r own. 


8. S e l l i n g o f f the e a s i l y d i s p o s a b l e b i t s of BL i s e q u a l l y not the answer. 

BI. would then be l e f t with the core of t h e i r problem unsolved - the volume 

p l a n t s at Longbridge and Cowley. 
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9. BL w i l l remain a d r a i n on p u b l i c funds a s long as i t remains 

'	 independent. We q u e s t i o n the wisdom of p u t t i n g much more Government 

money i n t o BL ( e i t h e r d i r e c t l y or i n d i r e c t l y by a s s u r i n g i t s p r i v a t e 
s e c t o r borrowings) without making every e f f o r t to dispose of the 

company, p r e f e r a b l y i n toto, to one or more of the l a r g e motor 

manufacturers. Only under the umbrella of a h e a l t h y i n t e r n a t i o n a l 

motor manufacturer could the d e c l i n e i n BL be a r r e s t e d . 


10. I f M i n i s t e r s share our view, when should the e f f o r t be made to 

dispose of the company, by whom, and to whom? I t i s here t h a t the 

a t t i t u d e of the Board i s c r u c i a l . The CPRS understands t h a t 


S i r Michael Edwardes would a c c e p t the l o g i c of rmich of the above and 

be w i l l i n g to undertake f u r t h e r d i s c r e t e t a l k s (under cover of 

d i s c u s s i o n s on collaboration) to t r y to f i n d a buyer. 


11. M i n i s t e r s would need to c o n s i d e r i f there would be any buyers they 

would not a c c e p t . (The French w i l l not be happy with a Japanese buyer 

a»^they have demonstrated'''ove"r^heV~mmhTsC^ •f-


C onelusi ons 


12. The CPRS concludes t h a t BL's c o n t r i b u t i o n to the U n i t e d Kingdom 

economy w i l l continue to d e c l i n e y e a r by year i f i t remains independent of 

the i n t e r n a t i o n a l motor manufacturers. M i n i s t e r s may decide that they 

w i l l go along with the BL Board and t h e i r P l a n f o r the time being. However, 

we b e l i e v e that a t some stage M i n i s t e r s w i l l wish to pursue r a d i c a l 

a l t e r n a t i v e s to the P l a n . These a l t e r n a t i v e s could i n c l u d e 

( i ) T o t a l s a l e . U s i n g the r e l a t i v e l y a t t r a c t i v e p a r t s of BL 

(Jaguar, Rover, Land Rover, Triumph, Trucks and Buses) as a 

sweetener to persuade a l a r g e motor manufacturer to take over the 

whole of BL and to p r e s e r v e output i n the volume c a r assembly p l a n t s 

a t Longbridge and Cowley. Perhaps only Ford and General Motors would 

e n t e r t a i n such a p r o p o s i t i o n . 
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( i i ) T o t a l d i s p o s a l i n p a r t s . There should be no l a c k of 

pur c h a s e r s i n t e r e s t e d i n the S p e c i a l i s t C ars D i v i s i o n and i n 

the Trucks and Buses D i v i s i o n . The f r o n t runners f o r 

S p e c i a l i s t C ars might be Ford, Volkswagen, General Motors, and 

Daimler-Benz; f o r Trucks and Buses, I n t e r n a t i o n a l H a r v e s t e r 

and Iveco ( F i a t ) might be the f r o n t runners. The d i f f i c u l t y l i e s 

i n d i s p o s i n g of the Volume Cars D i v i s i o n , and i n p a r t i c u l a r of 

the p l a n t s a t Longbridge and Cowley. One p o s s i b i l i t y t h a t should 

be examined i s to a t t r a c t Japanese manufacturers to take over 

these p l a n t s by persuading them of the need to begin l o c a l assembly 

o p e r a t i o n s i n Europe, and to i n c r e a s e the l o c a l content of the c a r s 

they s e l l here. 
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