
£ PRIME MINISTER 


BRITISH LEYLAND 


E Committee dis c u s s e s BL on Monday. Th i s note summarises our l a t e s t 

t h o u g h t s . Together w i t h CPRS, we have o u r s e l v e s had t o take a s t r o n g 

" n e g o t i a t i n g l i n e " a t a l l t h e BL Group meetings a t K e i t h ' s Department, 

i n o r d e r t o make them face t h e r e a l i t y o f BL's p r o s p e c t s . T h i s new 

r e a l i s m i s r e f l e c t e d i n t h e i r r e p o r t (Annex B t o K e i t h ' s p a p e r ) . 

We a l s o had a p r i v a t e meeting w i t h Michael Edwardes l a s t n i g h t . 


1.	 Has BL a Chance? 


1.1 1 Dol o f f i c i a l s do now r e c o g n i s e t h a t BL's chances are l e s s than even. 

1	 We r e g a r d them as n e a r l y zero. For BL t o compete as an independent 


e n t i t y w i t h t h e much l a r g e r American, Japanese and C o n t i n e n t a l volume 

car producers,demands a complete r e v e r s a l of e v e r y t h i n g which has gone 

b e f o r e . Even i  f they are able t 6 regain" some of the l o s t market share 

i n t h e UK, t h e i r p l a n i s c r i t i c a l l y dependent on d o u b l i n g t h e i r 

present meagre s a l e s i n Europe. 


While the new M i n i and t h e Honda models w i l l appear i n l a t e 1980 and 

l a t e 1981 r e s p e c t i v e l y , t h e i r new home-grown medium car (LC10 and 11) 

w i l l not e n t e r the f i e l d u n t i l 1983 and not achieve f u l l planned 

volumes u n t i l 1986. Even t h e n , t h e volumes planned ( n e a r l y 300,000) 

are much l e s s than those of t h e i r major c o m p e t i t o r s . 


Even i f BL succeeds i n r a i s i n g p r o d u c t i v i t y by t h e planned 65% and 

t r a n s f o r m i n g i t s l a b o u r r e l a t i o n s , i t i s d i f f i c u l t t o see how they can 

generate the R&D funds necessary t o s t a y i n t h e race t o produce t h e 

next g e n e r a t i o n o f c a r s . 


In management terms, the whole p r o j e c t i s f r a g i l e . Would we back BL 

i f Edwardes went under a bus? He i s due t o f i n i s h at BL i n November 

1980.. and, i n our t a l k l a s t n i g h t , I got the c l e a r i m p r e s s i o n t h a t he 

would not s t a y on. •—-—-— — — 


2.	 Should we Back the BL Corporate Plan or not? 


2.1	 Our o r i g i n a l view was t h a t BL would not s u r v i v e and t h a t we s h o u l d 

r e f u s e t o back the p l a n . Our view of i t s chances i s unchanged, but 

we now agree w i t h K e i t h and h i s Department t h a t p u b l i c s u p p o r t f o r 

Edwardes and what he i s t r y i n g t o do would make i t e x t r e m e l y d i f f i c u l t 

f o r Government t o r e f u s e t o back him at t h i s p o i n t . The d i f f e r e n c e 

between us (paragraph 5 of K e i t h ' s memorandum) i s t h a t he i s a r g u i n g 

f o r s u p p o r t i n g BL because t h e r e i s a chance o f success; we argue f o r 

s u p p o r t i n g BL even though t h e r e i s v i r t u a l l y no chance of success. 


F u r t h e r delay i n g r a s p i n g t h e n e t t l e c o s t s not o n l y t h e a d d i t i o n a l 

funds f o r s u p p o r t , as t h e memorandum notes, but a l s o t h e o p p o r t u n i t y 

c o s t s	 o f a l l the s k i l l e d manpower and management e f f o r t locked up i n 

BL. But we s t i l  l f e e l t h a t s u p p o r t i s r i g h t . 
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2 . 3 ~ I f we do back the Pl a n , t h e r e are r e a l l y o n l y two p o s s i b l e outcomes. 

E i t h e r t h e unions are as u n c o - o p e r a t i v e as i n t h e p a s t , i n which case 

the BL Board w i l l recommend l i q u i d a t i o n ( t h i s u n d e r t a k i n g s h o u l d be 

r e f e r r e d t o by K e i t h p u b l i c l y ) ; or - and t h i s i s more d i f f i c u l t t o 

handle - the unions do co-operate and BL s t i l  l e v e n t u a l l y f a i l s . We 

have t o s e t t h e stage f o r t h i s e v e n t u a l i t y , now. 


3.	 Can t h e Government Achieve i t s own O b j e c t i v e s at BL? 


3.1	 Our o b j e c t i v e i s unchanged - t o t u r n an economic problem i n t o a 

p o l i t i c a l s t e p p i n g stone. F i r s t , we want t o e s t a b l i s h t h e c r i t e r i a 

by which the e l e c t o r a t e can judge our h a n d l i n g o f t h e BL problem both 

now and when ( o r i f ) i t f i n a l l y c o l l a p s e s . Second, we must ensure 

t h a t t h e unions e i t h e r behave r e s p o n s i b l y and thus improve BL's 

chances, or behave i r r e s p o n s i b l y and take t h e blame f o r BL's c o l l a p s e . 

T h i r d , we must minimise t h e economic and PES consequences o f break-up. 


3.2	 So f a r , t h i n g s have gone r a t h e r w e l l , p a r t l y because Edwardes knows 

t h a t t h e Government i s not b l u f f i n g , and he i s not b l u f f i n g h i m s e l f ; 

and p a r t l y because he i s a s k i l l e d n e g o t i a t o r and a r e s p e c t e d manager. 


3.3	 Edwardes does not b e l i e v e i  t i s p o s s i b l e t o get m e a n i n g f u l under­

t a k i n g s from t h e unions t o make t h e i r members d e l i v e r on t h e pay and 

c o n d i t i o n s package (assuming i t i s s u c c e s s f u l l y n e g o t i a t e d ) . The 

union l e a d e r s l a c k t h e w i l l and t h e a u t h o r i t y . But Edwardes made i  t 

c l e a r t h a t he would d i s m i s s anyone who d i s r u p t s , and he expects t h e 

unions t o accept t h i s . 


3.4	 S e t t i n g t h e p o l i t i c a l stage f o r e v e n t u a l break-up of BL must be done 

very c a r e f u l l y as p a r t and p a r c e l of t h e Government's a p p r o v a l of 

BL's Corporate Plan. I t i s a l s o i m p o r t a n t t h a t Cabinet doves shou l d 

agree, unambiguously, t h a t t h i s i s BL's l a s t chance as a complete 

and independent company. You w i l l want t o minimise t h e r i s k s o f a 

major s p l i t i n Cabinet i f BL has t o be c l o s e d down or broken up f o r 

s a l e i n a year or two. 


4.	 Other Comments on t h e K e i t h Joseph Paper 


4.1	 We don't t h i n k t h a t t h e economic consequences o f break-up would be 

q u i t e as d r a m a t i c as t h e Dol suggest. It. s h o u l d be p o s s i b l e t o use 

1980 i n p r e p a r i n g f o r a more g r a d u a l run-down, w i t h maximum d i s p o s a l 

t o overseas buyers. I t may be w o r t h d i s c u s s i o n , a t E, on how t h i s 

might be put i n hand. 


4.2	 Edwardes t o l d us, i n c o n f i d e n c e , t h a t he might be prepared t o a c t as 

an i n d u s t r i a l a d v i s e r , l o o k i n g f o r p a r t n e r s / b u y e r s , a f t e r he has l e f t 

BL. He mentioned t h a t he had a l r e a d y had some t e n t a t i v e d i s c u s s i o n s 
{ w i t h BMW about t h e p o s s i b i l i t y o f BL p r o d u c i n g a (new?) BMW model at 

S o l i h u l l . He s a i d t h a t BL management were t h i n k i n g much more 

r e a l i s t i c a l l y about such o p t i o n s now, which they would never have done 

two years ago. He a l s o s a i d t h a t t h e Honda d e a l c o u l d l e a d t h e way 

to a take-over o f Cowley, by Honda, i f t h e r e was i n c r e a s i n g p r e s s u r e 


2 




4.3


4.4


4.5


5.


5.1


on them t o s t a r t manufacture i n Europe. My own view i s t h a t Edwardes 

has come t o t h e c o n c l u s i o n t h a t BL cannot be saved. P r o v i d e d he 

p e r s o n a l l y i s not expected t o take o r d e r s from a f o r e i g n boss (which 

i s now u n l i k e l y s i n c e he has l e s s than a year t o r u n ) he i s r e a d i e r 

than he was t o h e l p us f i n d a buyer or buyers. 


 On t h e face o f i t  , K e i t h ' s s u g g e s t i o n t h a t the Government should 

approve t h e BL Corporate Plan b e f o r e t h e pay and c o n d i t i o n s n e g o t i a ­

t i o n s are complete, looks wronp. C e r t a i n l y , we should not respond t o o 

f a s t or i t l o o k s as i f we are 'a s o f t touch. However, i n view o f 

Edwardes' uncompromising p o s i t i o n ~ a s ~ regards t h e unions,and p r o v i d e d 

we can r e f e r openly t o h i s l e t t e r t o Murphy (he i s t h i n k i n g about t h i s ) 

or make o t h e r statements about BL Board's r e a d i n e s s t o recommend 

p u t t i n g t h e company i n t o l i q u i d a t i o n i  f t h i n g s go wrong, i  t may make 

sense t o g i v e t h e Plan p u b l i c b a c k i n g q u i t e soon. The p o i n t i s t h a t , 

i f we do decide t o back t h e Pla n , we should do so i n a way which g i v e s 

maximum c o n f i d e n c e t o everyone concerned, and demonstrates our t r u s t 

and h i g h r e g a r d f o r Edwardes and h i s team. A l l t h i s g i v e s them a 

f l y i n g s t a r t and, as K e i t h argues, c r e a t e s t h e best p o s s i b l e background 

f o r our r e f u s i n g t o b a i l them out again next t i m e . 


I f i n d i t hard t o accept Edwardes' argument, however, t h a t they must 

have t h e b a c k i n g so t h a t they can s i g n t h e Honda dea l on 20 December. 

That c o u l d p e r f e c t l y w e l l go ahead w i t h o u t our ba c k i n g , s i n c e Honda 

i s p r o t e c t e d by a £5$ m i l l i o n p e n a l t y c l a u s e . We t h i n k i  t i_s_ reasonable 

t o back t h e Plan b e f o r e t h e pay and c o n d i t i o n s n e g o t i a t i o n s are complete 

(on the b a s i s t h a t we have a b s o l u t e c o n f i d e n c e t h a t Edwardes would 

c a l l i t o f f i f he was not s a t i s f i e d w i t h t h e outcome o f those 

n e g o t i a t i o n s ) . But t o approve t h e Plan i n a rush t o meet t h e Honda 

d e a d l i n e might l o o k p r e t t y f e e b l e . 


 From t a l k i n g t o Edwardes, i t i s c l e a r t h a t t h e r e w i l l be some 

concessions by BL d u r i n g t h e pay and c o n d i t i o n s n e g o t i a t i o n s . However, 

he assures us t h a t they w i l l o n l y concede expendable b i t s and p i e c e s , 

put i n t o t h e package f o r n e g o t i a t i n g purposes. (BL had assured Dol 

t h a t the package was 100% t a k e - i t - o r - l e a v e - i t . ) I f t h e n e g o t i a t i o n s , 

which have b a r e l y s t a r t e d , bogged down, he might go out t o b a l l o t again. 

From our p o i n t o f view, i f we agree t h a t we sh o u l d g i v e BL one more 

year, p r e p a r i n g the ground f o r break up t h e r e a f t e r , we would p r e f e r 

t h e r e t o be no f u r t h e r b a l l o t . We can handle t h e whole t h i n g b e t t e r 

( S e c t i o n 5 below) i f Edwardes i s a b l e t o r e f e r back t o t h e overwhelming 

r e s u l t o f the e a r l i e r b a l l o t . A f a l t e r i n g m a j o r i t y i n a new b a l l o t 

would make our game p l a n harder t o f o l l o w . I t would not be enough t o 

l e t us p u l l t h e p l u g ; but at t h e same t i m e , Edwardes' a u t h o r i t y would 

be weakened. 


 Using BL as a Step p i n g Stone 


 I t would be d i f f i c u l t t o abandon BL now w i t h o u t l o s i n g t h e p u b l i c ' s 

support f o r Edwardes and h i s s t a n d a g a i n s t the unions. We would be 

s i m u l t a n e o u s l y abandoning f i r m management and moderate union members. 

The q u e s t i o n , t h e r e f o r e , i s whether t h e e x p e n d i t u r e can buy us a s t e p 

f o r w a r d on the union i s s u e , r a t h e r than s i m p l y p r e v e n t us t a k i n g a 

st e p back. 
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We b e l i e v e i  t can do t h i s , p r o v i d e d we e s t a b l i s h c l e a r l y and 

comprehensively why we are b a c k i n g BL. Our l i n e s h o u l d be as f o l l o w s 


The workers have g i v e n t h e BL Plan a chance, and so must we. 


We are ba c k i n g moderate union members as w e l l as management. 


We must d i s p l a y t h e Government's t o t a l commitment t o s u p p o r t i n g 

moderates and d e v e l o p i n g a new and h e a l t h y t r a d e union r o l e . 


We are o u t s i d e t h e BL s i t u a t i o n , we take no c r e d i t f o r what i s 

happening t h e r e . A l l c r e d i t i s due t o Edwardes on one s i d e and 

shop f l o o r workers on t h e o t h e r . 


T h i s g i v e s us a golden o p p o r t u n i t y t o show the p o s i t i v e s i d e o f t h e 

Government's p o l i c y . So f a r , i t i s t h e "hard f i n a n c i a l men" who have 

been most v i s i b l e , f o r good reason. We must shine t h e s p o t l i g h t on 

management and work f o r c e p u l l i n g t o g e t h e r , w i t h p o s i t i v e encouragement 

from Government. This i s a f o r e t a s t e o f where we are t r y i n g t o get t o 

over t h e next 10 year s . 


At t h e same t i m e , s i n c e we know t h a t BL i s l i k e l y t o f a i l i n t h e l o n g 

r u n , we must s e t t h e stage f o r t h a t as w e l l . We must s e t t h e r e c o r d 

s t r a i g h t , r e m i n d i n g t h e p u b l i c o f t h e s i z e of t h e j o b f a c i n g BL 

management and workers - i t s e l f l a r g e l y t h e r e s u l t o f years o f a p p a l l i n g 

l a b o u r r e l a t i o n s , i n which union m i l i t a n t s have a l l but d e s t r o y e d t h e 

company. We have t o e s t a b l i s h i n people's minds t h a t , i  f and when the 

company f o l d s , t h e damage they have done was so g r e a t t h a t even t h e 

e f f o r t s o f Edwardes and t h e union moderates was not enough t o put i  t 

r i g h t . We must a l s o make i t c r y s t a l c l e a r t h a t BL as a whole w i l l not 

be b a i l e d out a g a i n , so t h a t t h e Communists cannot argue, a year from 

now, t h a t we "conned t h e work f o r c e , l e t them down e t c " . 


JOHN HOSKYNS 

7 December 1979 
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