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Abstract

The thesis contributes to an established, but largely anecdotal, literature examining
the rapid decline of the British car industry’s remaining mass producing manufacturer,
British Leyland (BL), through the rigourous examination of three key issues raised by
historians and contemporaries of the period in relation to the quality of British Leyland’s
products: (1) ‘product-led’ decline; (2) losing an advertising war with incumbents, (3)
and the imposition of Voluntary Export Restraints (VERs), between the UK and Japan
in 1977 aimed at restricting the quantity of imported Japanese cars to Britain in order to
protect domestic firms. In order to capture each of these issue, which relate to product
quality, the thesis blends primary and secondary sources with the analysis of a substantive
data set. The later captures every model-version sold in the UK car market from 1971-
2002 and includes over one hundred and thirty characteristics ranging from the humble
cupholder to traffic navigation systems and on-board computers. This is matched to a
complete set of firm accounts and model-level advertising expenditures.
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Chapter 1

Contextualising the Motor Industry

in Britain’s Industrial ’Decline’

The explanation of the post-war decline of British industry has been a central question
in historical research. In the mid-1970s scholars began to refer to the precipitous fall in
British industrial competitiveness during the twentieth century as the ‘British disease’
[Allen (1979)]. The concept that British industry as a whole suffered represented the
broadening of a pessimistic literature that traced the declining fortunes of the troubled
‘staple’ industries, such as textiles and coal, to encompass new sectors that had grown
out of the technological advances of the Second Industrial Revolution. These new sectors
included chemicals, and complex manufactured goods associated with industries as diverse
as aerospace, cars, computing, and engineering [Dintenfass (1998)].

The declinist literature came into its own during the 1980s with a series of texts argu-
ing that Britain’s manufacturing was in perpetual decline.! The British disease became
associated with a number of alternative explanations with different authors placing differ-

" ing emphasis on one or more specific factors. Much of the literature took a broad based
approach of listing factors that were specific to the UK to justify her divergent perfor-
mance.2 The list of factors were associated to economic actors in the form of government
institutions, technological and managerial or entrepreneurial failures, and intransigent
workers [Allen (1979)]. Other authors emphasised specific groups of actors. For example,
Barnett (1986) speculated that following the Second World War policy was drawn from a
post-War consensus that led to a marginalisation of manufacturing by the policy makers.
Wiener (1985) also focused on education and considers that the elites’ preference for ru-
ral romanticism in the nineteenth century underlay an ambivalence about the ‘industrial

1Wiener (1985) ; Kirby (1981); Dintenfass (1998); Pollard (1984); Elbaum and Lazonick (1986); Alford (1988).
2Dintenfass (1998); Kirby (1981); Dintenfass (1998); Pollard (1984); Alford (1988).



spirit’ of the nation. Elbaum and Lazonick (1986) on the other hand focus on institu-
tional arrangements between workers and managers and managerial choice of technology
adoption.

The declinist literature, however, has in recent years been criticised for being ‘exces-
sively’ pessimistic. At the extreme of the revisionist view, Rubinstein (1993) argued that -
Britain never had a comparative advantage in manufacturing and that economic perfor-
mance was not captured in economic indicators. More recent work by Booth (Booth,
2001a, 2003a,b) has also painted a rosy picture of Britain’s manufacturing performance
by arguing that during the 1980s and 1990s Britain outperformed her competitors.® Work
by Broadberry (2004) aimed to provide a more balanced view of Britain’s post-war manu-
facturing performance. Broadberry takes a cdmparative approach focusing on the relative
productivity rates between the UK, Germany and the US. He points out that, in terms
of productivity, the UK made some progress by closing a productivity gap between its
US and Germany rivals that opened up during the 1970s. It is possible therefore to con-
ceive of the UK’s industrial performance in two distinct periods: the first phase being
one of relative decline, occurring prior to the early 1980s, and a second phase of relative
productivity catch up thereafter.

Of the Second Industrial Revolution industries, the dramatic decline of the car industry,
reflected in the domestically owned producers’ share of the UK car market, which fell
from a dominant 41% in 1970 to a mere 4% in 2002, became the ultimate metaphor
for the ‘British disease’. The industry’s pivotal role in the post-war economy, its striking
decline, and that the indigenous industry was expected by government and contemporaries
to take a pivotal role in the UK economy [Ministry of Supply (1948)], provide partial
explanations for the academic attention bestowed upon it. The importance of the motor
industry to UK manufacturing is exemplified by Rhys who noted that one third of the
increase of industrial production in the mid-1960s can be attributed to the motor vehicle
industry, hence “fluctuations in the activity of the motor industry have a profound effect
on economic activity generally” [Rhys (1972, 78)]. But what has principally justified
the many pages of text devoted to the industry is that it encapsulates the full set of
explanations for British industrial decline by being an industry identified with industrial
relations problems, managerial deficiencies, technological inadequacy, and government
intervention at various levels [Foreman-Peck, Bowden, and McKinlay (1995)].

Before reviewing explanations for the decline of the firm that was effectively the in-
digenous British industry from 1968 onwards, British Leyland (BL), Section 1.1 sets the

31t is recognised by the more recent research that the ‘declinist’ literature in part concerns the UK economy as a whol.e

rather than manufacturing [Booth (2003b)]. Since the thesis is focused on the UK car industry the Chapter reasonably
contextualises it role and development relative to the manufacturing industry [Broadberry (2004)].




scene by examining the nature and extent of the ‘decline’ of UK manufacturers in general,
and the motor industry in particular. A more disaggregated breakdown of how domestic
production for the local and export markets, as well as imports into the domestic market,
evolved through time, is then detailed. The analysis illustrates that two dramatic shifts
in UK production occurred between 1971 and 2002: the decline of BL and the rise of
UK based Japanese manufacturing. These two shifts are linked by government adminis-
tered industry-to-industry agreements designed to protect domestic industry in the form
of bilateral Voluntary Export Restraints (VERs). By restraining Japanese imports to
the UK, VERs provided the central impetus to Japanese foreign direct investment in UK
plant. In addition, Section 1.1 provides a descriptive analysis of developments related
to other significant manufacturers operating in the UK. While the thesis is focused on
British Leyland, examining the production and sales trends of BL/’s rivals provides impor-
tant background to later Chapters where BL’s product performance is gauged through
juxtaposing its offerings with those of its rivals. Also, since the time period examined
stretches to 2002 so Section 1.1 serves to bring recent developments in the history of the
UK car industry up to date.

Having contextualised trends in the UK motor industry, Section 1.2 surveys a sub-
stantive literature that has attempted to explain the demise of the indigenous UK motor
industry. To provide a conceptual framework to structure the discussion, the possible
set of explanations are broken into two parts with factors affecting supply and demand
being assessed separately. The distinction between demand and supply factors provides
a neat way to critically evaluate the literature within the context of the substantial tech-
nical change that has occurred in the industry since the 1970s. As importantly, the
supply/demand split provides a methodological framework to analyse the determinants
of the decline of Britain Leyland in later chapters of the thesis, as is detailed in Section

1.3.

1.1 UK Production, Exports and the Imports

1.1.1 The Productivity and Scale of UK Manufacturing and the Motor In-
dustry

The pessimistic literature of the 1980s was not wholly founded on labour productivity as
the prime indicator of Britain’s industrial decline. The declinist literature also emphasised
the fall in the absolute size of UK manufacturing, both in terms of its output and employ-
ment, what was coined ‘de-industrialisation’ [Pollard (1992, 395) and Kitson and Michie
(2000)]. A more all encompassing means to determine whether the pessimists were right

10



to commiserate over Britain’s relative manufacturing activity is to examine whether their
case was justified on their own grounds. To do so, a comparative view is taken through
the derivation of decade averages of the two macro aggregates capturing the economic
size of the sector: manufacturing output and total hours worked (employment multiplied
by the average number of hours worked per annum). The growth rates of those variables
in the UK, France, Germany and the US are depicted in Table 1.1. Panel A in Table 1.1
draws out the relative changes in manufacturing output and labour input. In doing so
the analysis extends the work of Kitson and Michie (2000) .4 Panel B contains analogous
sets of data series from the motor industry.

The data used come from O’Mahony and de Boer (2002) who provide internationally
comparative productivity estimates for the UK, France, Germany and the US between
1964-1999. The choice of data set is determined by two factors. First, the data set
was designed for comparative analysis. It is quite different from other databases such as
the OECD and STAN databases which report data from the national accounts for the
variables underlying productivity calculations. Second, comparison is facilitated since the
data set was also used by Steve Broadberry (2004) who provides the most up to date
account of British post-war manufacturing performance. However, while the same data
- set that is used by Broadberry (2004) is analysed, the productivity measures differ in that
they include a third comparative country, France, and are calculated using hours worked,
rather than by number of workers. The choice of examining the 1965 period reflects a
desire to maximise the number of countries compared during 1971-2002 period, which this
thesis is concerned with, while Broadberry is interested in a far longer time horizon.® The
preference of accounting for hours worked is that there are quite substantive differences
in work hours between the four economies and that these have changed over time. For
example, the mean British manufacturing employee worked 10% longer than his German
counterpart in 1973, and 15% longer by 1998. In contrast, employees in the US worked
8% longer hours in 1979 than UK employees but worked 17% longer hours by 1998.

Table 1.1 shows that, in terms of output growth, all three of UK’s rivals out-paced the
UK. France and the US both witnessed output growth that was double that of the UK
while Germany’s was half again as great. Other than obtaining average annual growth
rates that was 0.1% higher during the 1980s, and greater rates of the similar magnitude
relative to the US in the late 1960s and Germany during the 1990s, the UK exhibited

4Table 1.1 differs from Kitson and Michie (2000) in that they provide different year groupings 1973-1979, and employment
rather than hours worked. Also those authors used 1985 as their base year rather than 1996. 1996 is used as the base year
here to be consistent with the analysis of the productivity data below. Finally, Kitson and Michie (2000) are only interested
in UK manufacturing in general while they do not provide data or analysis on the motor or aay other industry.

5The O'Mahony and de Boer (2002) estimates of French productivity levels are only available from 1964 but are available
for the UK, US, and West Germany from 1950.

1



comparatively lower output growth rates during all sub-periods.6

Table 1.1: Manufacturing and Motor Indus

try Output and Employment: International Comparisons

(1965-99) :
Manufacturing 1965-69 1970-74 1975-79 1980-84 1985-B9 1990-94 1995-99 AVERAGE
UK Real Output (100=1996) 734 85.8 86.0 77.3 89.0 94.8 100.9 89.9

. } Annual Growth Rate 1.3 0.9 -0.3 0.7 1.8 0.0 0.4 0.5
Total Hours Worked (mn) 17,319.9 15,6855 13,860.5 10,992.6 9,681.8 8,237.0 8,080.5 11,979.7
Annual Growth Rate -1.0 -1.3 -2.3 5.7 -0.9 4.0 0.3 -2.3
France Real Output (100=1996) 50.8 7.2 83.2 87.3 89.7 95.5 104.2 92.6
Annual Growth Rate 1.8 1.8 1.1 -0.2 1.0 -0.1 1.3 0.7
Total Hours Worked (mn) 10,136.4 5,291.7 94953 88,2650 7,191.3 6,669.6 6,089.3 8,324.8
Annual Growth Rate -0.2 0.3 27 -3.3 -1.7 -2.6 0.4 -1.5
Germany Real Output (100=1996) 61.3 7.4 84.8 87.7 94.8 103.8 100.1 94.2
Annual Growth Rate 16 1.1 1.0 0.2 1.0 0.0 04 0.6
Total Hours Worked (mn) 187525 4863.0 155697.1 14537.5 13916.0 13491.3 2375.2 13843.7
Annual Growth Rate 04 0.4 -2.0 -2.1 0.1 -2.5 -2.7 -1.56
us Real Output (100=1996) 53.3 59.0 66.2 66.7 79.3 82.5 110.6 91.7
Annual Growth Rate 1.2 0.6 0.8 0.0 14 0.7 25 12
Total Hours Worked (mn) 39,169.5 4,011.9 38,5159 37,907.0 38,039.1 36,772.8 37,940.3 38,067.9
Annual Growth Rate 29 -0.6 1.2 -1.3 0.1 -0.8 0.5 0.3
Motor Industry 196569 1970-74 1975-79 1980-84 1985-89 1990-94 1995-99 AVERAGE
UK Real Output (100=1996) 132.8 148.4 142.4 110.5 119.8 93.5 101.8 121.3
Annual Growth Rate 1.8 3.3 -3.0 -3.9 26 4.2 1.2 -0.3
Total Hours Worked (mn) 960.5 959.1 854.5 593.0 480.8 380.5 428.4 665.2
Annual Growth Rate -0.4 -0.8 -2.3 -9.5 04 -6.4 4.2 -2.2
France  Real Output (100=1996) 5§3.7 85.3 111.6 100.5 97.9 96.2 118.4 96.2
Annual Growth Rate 2.6 4.0 0.7 -2.2 14 -1.1 49 1.5
Total Hours Worked (mn) 282.7 324.9 331.0 285.8 232.8 212.7 204.5 267.8
Annual Growth Rate 23 21 0.2 4.6 -34 -1.4 -0.3 -0.8
Gemmany Real Output (100=1996) 44.3 59.6 74.7 82.2 91.0 100.4 106.0 76.4
Annual Growth Rate 1.6 0.4 2.6 -0.1 1.1 -0.3 03 1.1
Total Hours Worked (mn) 1107.1 12186 11527 1181.0 1213.7 1164.1 1130.1 1035.7
Annual Growth Rate 1.9 -1.2 1.9 -1.3 1.0 2.7 -2.8 0.0
us Real Output (100=1996) 66.5 735 93.9 73.2 93.5 82.5 110.6 84.8
Annual Growth Rate 2.2 0.1 22 0.2 -1.0 24 1.2 1.0
Total Hours Worked (mn) 1734.7 1696.8 1778.3 14985 1665.5 1694.8  2095.6 1737.8
Annual Growth Rate 34 -0.4 2.6 -1.2 -1.2 39 26 14

Source: Derived from O'Mahony and de Boer (2002)

Notss: Employment multiplied by average annual hours worked (in millions of hours)

More dramatic than the slower rates of output growth was the poor performance of the
sector as an employer. Growth in the number of hours worked fell in the UK, France and
Germany throughout the period, and in the US in the 1980s, but the relative decline of
UK manufacturing was more pronounced throughout. The data show that the reduction
in employment has occurred since the late 1970s, so to some extent the fall during the
1980s can be viewed as representing the acceleration of an established trend in manufac-
turing. Overall, reductions in labour inputs were the driving force behind improvements

SIn Germany’s case the reduction in output growth in the 1990s was influenced by the effects of reunification since the
data incorporates East Germany from 1989.
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in labour productivity: a phenomena that was termed the ‘tail-enders’ argument, which is
an analogy to the tail-enders of a cricket team being dropped to raise the team’s average
[Pollard (1992)]. In effect, the proportionate fall in employment was greater than in out-
put, which raised labour productivity by definition. The 1980s have received considerable
attention since the decade is strongly associated with the Thatcher regime’s radical shift
in policy and legislation, designed to weaken the market power of trade unions.” Sup-
port for that government’s labour market strategies is backed up by a number of studies
in the economics literature that found investment levels were lower in competitive firms
and marginally lower in non-competitive ones where unions were recognised [Denny and
Nickell (1992)]. Furthermore, Gregg, Steve, and Metcalf (1993) show that the negative
impact of manual union recognition halved between 1984 and 1990.

While the UK’s manufacturing sector as a whole has witnessed a decline in output
relative to its three major competitors, the UK motor industry was unique in experiencing
both relative and absolute de-industrialisation over the period as a whole. In employment
terms the UK sat firmly at the foot of the table with average annual reductions of 2.2%
in employment levels, which were almost three times greater the next closest competitor,
France. :

The key evidence in support of the revisionist case for UK manufacturing, described
by Kay and Haskell (1990) as the “jewel in the crown” of 1980s economic policy, was
an improvement in productivity. To frame that development over a longer time period
Table 1.2 traces the relative productivity performance of the UK between 1965 and 1999.
Table 1.2 illustrates that the UK’s labour productivity performance, both for aggregated’
manufacturing in general and the motor industry in particular, differed between its US
and Continental neighbours. The upper panel shows that US manufacturing productivity
growth was below that of the UK from 1965 to the 1980s but turned around thereafter.
Over the period as a whole the UK was a full percentage point higher than the US. The
motor industry’s performance followed similar trends but was less impressive, being half
a percentage point higher than the US over the period as a whole. Compared to its two
main Continental rivals, however, the UK’s productivity performance was unimpressive.
French productivity rates were on average a percentage point higher, year-on-year, while
Germany witnessed growth rates that were about half a percent higher. Like the UK,
the growth of French and Germany productivity fell during the 1970s, but the UK’s
productivity fell comparatively further still. Over all, the UK managed to turn around
its relatively poor performance during the 1980s until the mid-1990s when relative labour

7Such legislation were predominantly determined by ever stronger provisions under the Employment Act in 1980, 1982
and 1988, the repeal of the Fair Wages Resolution of 1891 in 1983 and the Wages Act of 1986. Riddell (1989) provides an
excellent survey of how each of these policies were aimed to reduce union powers.
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productivity once again fell back against her Continental and US rivals.

The productivity performance of the UK motor industry in many ways mirrored ag-
gregate UK manufacturing trends. Indeed, during the 1980s the gains were identical.
However, the inferior performance of the industry between 1965-79 and during the 1990s
meant that the industry was an under-performer over the period as whole, even within
the UK manufacturing context. Productivity growth in the US and Germany was also
lower than manufacturing as a whole. Indeed, Germany’s productivity was identical to
the UK over the 1970-99 period, but there was some catch up to the US. The French mo-
tor industry was the standout performer with productivity performance that was higher
than her competitors over nearly all the sub-periods depicted in Table 1.2 and was by far
the most successful performer during the 1990s.

Table 1.2: Labour Productivity Growth in Manufacturing and the Motor Industry: International Com-
parisons of Five Year Average Growth Rates (1965-99)

Manufacturing

1965-69 1970-74 1975-79 1980-84 1985-89 1990-94 1995-99
UK 4.7 4.6 1.8 44 5.0 4.3 0.5
France 7.6 5.0 5.8 3.0 4.1 25 3.1
Germany 7.0 5.7 4.7 20 22 2.2 3.8
USA 2.0 26 1.5 1.5 34 25 44

Motor Industry
1965-69 1970-74 1975-79 1980-84 1985-89 1990-94 1995-99

UK 3.2 6.7 -1.0 44 5.0 0.0 -1.1
France 7.7 7.7 1.8 0.6 6.6 -04 9.3
Germany 5.7 30 5.9 1.2 1.6 31 0.3
USA 4.3 2.2 3.6 24 -0.9 2.1 0.2

Note: Five year average growth rates in productivity (deflated value added divided by hours worked)
were derived using data compiled by O'Mahony de Boer (2002).

The productivity growth of the 1980s has received attention by economic historians,
being widely attributed to the policy settings put in place during the Thatcher years.
Broadberry (2004), (Crafts, 1991, 1996) and Eltis (1996) all cite the productivity rise of
the 1980s and early 1990s as providing evidence that the Thatcher government had been
successful in leading to that productivity recovery. More up to date data provided here
do not support a view that Britain has been in terminal decline from the mid-1970s. Nor
does the data suggest that there has been a success story either, given the relative decline
of productivity since the late 1990s. These findings are in a way not a complete surprise
given previous findings that there were once-and-for-all gains associated with the 1979-84
and 1988-89 periods [Gregg, Steve, and Metcalf (1993); Machin and Stewart (1996)].

While the data contained in Tables 1.1 and 1.2 are suggestive there are a number of
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reasons why the industry data in particular should be regarded with caution. First, the
data relate to the ‘motor industry’ rather than car manufacturers per se, and hence include
component manufacturers as well as manufacturers of trucks and other vehicles. Second,
and perhaps more importantly, labour productivity, while an important component of
productivity was by no means the only factor driving the industry’s competitiveness.
Indeed, given the increasingly capital intensive nature of the car industry, comparative
labour productivity can only be viewed as being a rough guide to overall productive
performance.? A third limitation with using the O’Mahony and de Boer (2002) data is -
that it provides quite a limited coverage both of car producing nations and time periods.
One means to partially overcome the aggregation and coverage issues is to use industry
production data. Church (1994) and Foreman-Peck, Bowden, and McKinlay (1995) have
taken the same approach, and also compare aggregate international production levels for
a. similar set of car producing countries albeit over different time periods. Specifically,
Church (1994, Figure 3, 45) illustrates production levels from 1945 until 1989, while
Foreman-Peck, Bowden, and McKinlay (1995) cover 1945 to 1978, although neither in-
clude Spanish production. Unfortunately the measures of employment needed to construct
country-level labour productivity indices are not available.® Figure 1.1 illustrates that the
shifting fortunes of UK production occurred in three phases. The first, and predominant,
phase was one of relative decline with respect to Continental car markers who system-
atically succeeded in eclipsing Britain’s early lead as Europe’s dominant manufacturer
between 1956 and 1973 - Germany (1956); France (1967), and Italy (1973). The second
phase reflected an absolute decline in production from 1970 to 1984 that saw the relative
late comer to European mass production, Spain, surpass the UK in 1983. While all pro-
ducers witnessed a decline in output in 1973 the slide in production differed in that in the
UK it was sustained. In 1972 the UK accounted for 8.8% of the total production of major
car manufacturing nations, but by 1984 it only accounted for 3.7%, which also represented
more than a halving of production in absolute terms. The third phase reflected a more
subtle rise in production levels relative to the same basket of international producers to
reach 6.3% in 2002. What is noteworthy in comparing the output and production data is
that they tell quite divergent stories for the 1990s. While the macro output data suggests
that there was a decline in real output over the 1990s the production data sees a 72%
8Data limitations disallow an analysis of total factor productivity trends over the periods since data on French TFP is
not available for the motor industry and German data is only available since the unification in the O’Mahony and de Boer
(2002) data set. That TFP and capital stock differences may be important factors is reflected in the substantive level

differences between the countries. For example France had a capital stock per hour worked that was three times greater
than the UK for motor vehicles in 1999.

9The complication being that employee data available from company accounts record global staffing rather than em-
ployment by geographic region. These data cannot therefore be used at the national level to generate country comparisons
provided above. The reason being that the majority of firms operating in the global car market have production in many
locations their accounts data is typically only available at the firm (consolidated) level.
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rise. Putting these growth rates in a comparative context, the expansion in production
of 3.4% per annum during the 1990s was joint equal to that of Spain’s in obtaining the
highest production levels of the major car manufacturers. It is difficult to conceive that
the output from Japanese firms’ UK plants was at low levels of productivity as these
plants were reputed to be the most efficient in Europe and amongst the most efficient
in the world [The Economist (3/10/1992)]. The imphcation is that lower productivity
rates in the non-car manufacturing components of the ‘motor industry’ drove the lower

productivity rates in the industry from the mid-1990s.

Figure 1.1: Car Production of Major Car Manufacturing Countries
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SOURCES: France (Comte des Constructeurs Frangais d'Automobites),’ Germany (Vertwnd der AutomoMindustrie); /ta/y (ANFIA) ; Japan (JAMA); Spain
(Agrupaclon Nacional de Fabicantes des Automobiles y Carrions); USA (American Automobile ktinufacture's Assoc.); UK (Society of Motor Manufacturers
and Traders)

Taking the period as a whole however, with the exception of Italy whose domestic cham-
pion Fiat suffered from severe financial difficulties during the 1970s and 1990s [Volpato
(1996)], Britain was unable to match the production level of its continental neighbours.
Nor has any nation been able to match the production levels of the stand out performer,
Japan, who opened up a significant gap with the US from 1987 even with Japanese trans-
plant production in the US and the UK being excluded from Figure 1.1. Despite suffering
a more pronounced reduction in production during the recession of the early 1990s, Japan
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still maintained a level of production that was five times that of the UK’s and more than
50% higher than that of its largest rival, the US, in 2002.

1.1.2 Changing Market Structure and the Decline and Rise of the British
Car Industry

In order to get a better gauge of the activity of firms underlying the UK’s aggregate car
production levels, Table 1.3 summarises production by UK car manufacturers over the
1970 to 2002 period that were marketed in the domestic and export markets. At the
beginning of the 1970s production for the domestic market was predominantly located
in the UK. UK production was dominated by a group of three multinational operations,
Ford UK, GM Vauxhall, Chrysler UK, and the last remaining UK mass producer, British
Leyland, with sales being roughly split between these two groupings. From a production
perspective, British-owned industry effectively was British Leyland with residual sales by
UK niche producers making up less than 1% of sales in their home market throughout
the period. Indeed, before Rover was purchased by a British firm, Phoenix Consortium,
in 2001 the only British owned car manufacturer in the year 2000 was Morgan whose
sales never exceeded 400 units in the UK car market any given year. Understanding
the forces underlying the shifting production trends summarised in Table 1.3 requires an
examination of the production history of the UK domestic industry and key multi-national
producers operating in the UK.

The consolidation of the domestic UK car industry occurred in two stages. The first
pre-dates the sample period and involved the formation of two major manufacturing
consortia, in the form of Chrysler UK and BL, in the late 1960s. Table 1.4 details the
mergers that formed BL during the 1960s until its subsequent consolidation by 2002, and a
breakdown of merger activity relating to all firms operating in the UK market is provided
in Appendix B for reference purposes. Church (1994, 84-92) argues that the 1967 merger
ultimately reflected the interests of shareholders in the participating companies. However
the government through the Industrial Reorganisation Corporation (IRC) promoted the
merger with the Minister of Technology, Tony Benn and the two company chairman Stokes
[Leyland Motor Corporation (LMC)] and Harriman [British Motor Corporation (BMC)]
in 1966. The rationales were given as the achievement of scale and scope, the protection of
exports and employment, and the assurance that a significant proportion of the industry
remained in British hands.!® The creation of British Leyland represented the merging of
the relatively smaller LMC, which was predominantly a truck maker, but had acquired

10Concern that the industry was being overtaken by overseas interests was heightened following the acquisition of Rootes
by Chrysler in previous year [Wilks (1984)].

17



Table 1.3: Total Sales in the UK and Export Car Markets Market (1971-2002)

, 1971 . 1975 1980 1985 1990 1995 2000 2002

UK BL 48.7 48.7 415 414 31.6 273 14.9 17.6
Jaguar 1.0 1.1 1.1 25 5.2

Land Rover 05 1.6 3.9 6.1 6.5

German BMW 6.1
us GM Vauxhall 14.0 11.5 7.9 18.1 26.0 17.4 19.4 11.6
Ford UK 233 31.0 44.8 36.1 334 30.0 17.8 2.2

France/US Chrysler UK/PSA 135 12,6 54 24 37 6.5 13.6 15.6
Japan Nissan 1.8 6.9 13.0 15.5
Honda 35 55 11.1

Toyota 2.7 5.7 76
TOTAL (000s) 1,027.5 837.9 571.4 840.3 889.8 787.5 578.5 582.3

Export

1971 1975 1980 1985 1990 1995 2000 2002

UK BL 54.0 54.1 45.1 49.5 335 204 8.3 4.3
Jaguar -14.6 7.9 3.5 7.0 8.9

Land Rover 4.8 8.1 9.2 1.7 1.2

German BMW 119
us GM Vauxhall 7.7 4.8 28 0.1 6.2 16.8 16.8 6.7
Ford UK 17.8 15.6 244 6.9 8.0 5.0 4.9 0.0

France/US Chrysler UK/PSA 20.1 24.2 271 228 20.6 36 10.1 10.2
Japan Nissan 14.7 21.7 238 19.8
Honda 8.5 4.0 10.8

Toyota 9.1 13.0 16.0

TOTAL (000s) 7145 596.2 349.6 207.7 405.8 7446 1062.9 1047.7
Proportion Exported (%) 41.0 389 38.0 19.8 31.3 48.6 64.8 64.3
GRAND TOTAL 1741.9 1534.1 921.0 1048.0 1295.6 1632.1 1641.5 1629.9

Notes: Jaguar and Land Rover's sales are incorporated into British Leyland's saies until 1882.
Source: SMMT, Motor Industry of Great Britain (World Automotive Statistics): various years.

the niche manufacturers Standard-Triumph, in 1961, and Rover, in 1967, with British
Motor Company (which incorporated all Britain’s mass producing brands and who had
acquired Jaguar Group in 1966). While the smaller of the two firms, LMC had proved
relatively the more successful [Turner (1971), Rhys (1972)]. The IRC considered that the
successful LMC would be able to inject managerial strength into the under-performing
BMC. Following the merger the IRC’s commitment to the merger was made clear by a
£25 million loan for retooling [Turner (1971)].

As a result of the merger the company was restructured into a multi-divisional firm
comprised of the Specialist Car Division, comprising Jaguar, Rover and Triumph, and a
second that included Austin-Morris, representing the two volume producers, and strangely,
the specialist MG sports cars. Gradualism was the prescribed strategy prior to the com-
pany’s nationalisation in 1975 with Stokes, the erstwhile Chairman of the firm, arguing
the market was sufficiently large to accommodate model-overlap “for some time” [Wood
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Table 1.4: Evolution of Market Structure (British Leyland and its Subsequent Incarnations)

Mergers and splits of British Leyland’

1961 Leyland merge Standard and Triumph
1967 Leyland merge Rover and Land Rover -
1968 Leyland merge BMC? [Austin-Morris; Jaguar]

renamed British Leyland (1968) then Austin Rover (1979)
1986 British Leyland | divested Jaguar
1988 British Aerospace | acquired British Leyland
1991 British Aerospace | divested Ford (PMG) acquired Jaguar
1994 British Aerospace | divested BMW acquired |Austin-Rover
2000 BMW split Pheonix Consortium | acquired | Rover Group
2001 BMW split Ford (PMG) acquired | Land Rover

[1] names are the firm name after the merger or split.
[2] British Motor Company incorporated the Austin-Healy, MG, Nuffield, Riley and Wolesley marques.
Sources: See Appendix A. .

(1988)]. Indeed, British Leyland maintained all four of its the major mass producing
marques (Austin, Morris, Triumph, and Rover) until the mid-1980s (with Morris and
Triumph exiting the market in 1984 and 1985 respectively). The lower sales brands that
were mass market segment producers (VanPlas; Reliant, and Wolseley) who remained in
the market for eight, fifteen and nineteen years respectively, after the formation of BL.

The merger was not a success with the firm recording low profits levels until 1974
when it slipped into the red, which necessitated a request for state aid.!* The request
for aid prompted three independent official reports. The first was prepared by the Ryder
Committee, set up by the Labour government as a preliminary for deciding on a policy
for the domestically owned industry [National Enterprise Board (1977)]. The second
was that of the Trade and Industry Sub-Committee of the House of Commons (HC)
which conducted its investigation by interviewing numerous witnesses from the industry
[Expenditure Committee (1975)]. The third was produced by a government ‘think-tank’
the Central Policy Review Staff (CPRS) [Central Policy Review Staff (1975)]. Each
of the reports agreed that poor industrial relations and outdated plant and machinery
contributed to the low productivity of the firm compared to its rivals. The CPRS and the
HC also considered that the firm had failed to respond to consumer demand in various
respects.

Of the three sets of recommendations the Ryder Report was most influential securing
cabinet approval for a massive public investment in order to renew plant and restructure
the firm. The firm was effectively nationalised with the IRC overseeing subsidies and

11 Source: Company accounts coliated by the author (1968-2002).
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monitoring the firms’ activities. That the Ryder plan was accepted was not uncontrover-
sial. The Expenditure Committee (1975) accused the Ryder committee of formulating its
strategy to suit the government’s political and economic ideology rather than the corpo-
ration’s underlying problems. Regardless of whether this was the case the plan justified
the need for expanding production and no redundancies. The government was unwilling
to allow the firm to exit due to its substantive export earnings, in a period where the bal-
ance of payments problems were high on the agenda, but principally because the industry
was & substantial employer.’? These factors were reflected in the Prime Minister, Harold
Wilson, not wishing to be responsible for the scrapping of an “essential part of the United
Kingdom economic base.” [Wilson (1979, 137-9)]. The Trade and Industry Subcommittee
commented that Ryder’s strategy was

“to a remarkable degree... the type if not the scale of changes that British Ley-
land Motor Company themselves were planning to make” [Expenditure Com-
mittee (1975, vol. XXV, para. 235)].

The gradualist firm product strategy was maintained following Stokes’s departure, hav-
ing been removed because of his role in the poor management of BL [Wood (1988, 179)].
Alec Park, BL;s former finance director assumed the role of Chairman with model de-
velopment emphasising the development of a new Mini model] as it had prior to Stokes’s
departure [Church (1994, 100)]. The formerly autonomous firms, who made up separate
divisions tied to the original brands, remained profit centres answering to the divisional
chiefs overseen by a board of directors and a managing director [Salmon (1975, 60)]. As
such the lack of co-ordination between the different entities making up British Leyland
maintained a degree of independence. For example, there was no centralised engineer-
ing and design office or a definitive corporate product strategy, thus raising problems of
product overlap as separate development programs competed against each other. Deci-
sions were often delayed or reversed as the cental staff frequently received contradictory
information from several different sources. Salmon (1975, 60-1) pointed out that “no one
- certainly not in the factories - felt responsible for anything.”

The appointment of Michael Edwardes in 1977 was followed by a new internal policy
- the Radical Corporate and Shopfloor Restructuring (CORE). This was implemented
from 1979, and represented a substantive departure from the Ryder recovery strategy
[Edwardes (1983)]. Edwardes’ aim was to generate a ‘product-led recovery’ by 1986
through severely rationalising the BL range and concentrating resources on the production
of a narrower range of models based on two brands encapsulated in the renamed Austin

13The industry employed 501.7 thousand employees, or 6.5% of manufacturing workers in 1974 [source: Annual Census
of Production, based on SIC 381 - Source: Central Statistical Office (1981)].
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Rover (AR). Where the Ryder plan allowed the firm to maintain employment levels and
had implemented co-operative ‘work-place democracy’ Edwardes’ goal was to “restructure,
de-man, modernise and drive through a production plan.” [Edwardes (1983, 41-2)]. In
rationalising the firm by culling both the number of employees and the product range
Edwardes was largely successful.

A second important facet of Edwardes’s strategy was that it provided an impetus to
form a strategic alliance with a Honda. An alliance was need in order to for the firm to
fill the gaps in its product range that had resulted from a lack of product development
[Edwardes (1983)].13. The willingness of Honda to enter into the agreement reflected
their constrained sales in the market following the implementation of Voluntary Export
Restraints in 1977. The model designs, and expertise to produce those products, were
to become crucial to BL survival since it was Honda designed cars, rather then those
produced by BL’s own design team as part of the CORE strategy, that were relatively
successful in the market place. More generally, those agreements were to have a profound
impact on UK production from the mid-1980s when another Japanese manufacture, Nis-
san, made the UK its central location for European production with Toyota following suit
in 1994.14

The rationalisation strategy was continued after Edwardes departed BL by Sir Austin
Bind (1982-86) and Graham Day (1986-1988).1° The only subsidiaries not affected by the
restructuring were the specialist Land Rover and Daimler-Jaguar marques with Jaguar
being floated as a private company in 1984 prior to being acquired by Ford in 1991.

British Aerospace (BAe) purchased AR in 1988. The change of ownership did not lead
to a change in corporate direction, with the product range being expanded only through
production of Honda based models [Mair (1994, 238-39)]. The takeover by BAe of AR
was conditional on a pledge that AR would not be sold during the following five years
[Thatcher (1993)]. By that time the CORE strategy’s three models, which had been
envisaged as the saviour of AR, had effectively been superseded by models derived from
the Honda-AR collaborative projects. Facing losses in its core business, BAe moved to
divest its interest in AR as soon as the contractually obligated time period elapsed. After a
failed attempt to sell the firm to Honda, BMW made a successful offer purchasing the firm
in January 1993 [The Economist (03/03/1994)]. Table 1.3 shows that the AR was able
to maintain its production levels, expand export sales, and stabilise its productive share
of the domestic market for only a short period during the late 1980s. AR’s export share

13Honda was not Edwardes first port of call. But after Edwardes’ failing to come to agreements with European manu-
facturers Honda became the most viable candidate [Edwardes (1983))

14 A detailed appraisal of the trade policy is conducted in Chapter 6.

15Edwardes stepped down from the BL chairmanship in September 1982. Edwardes’s original three-year secondment from
Chloride having was then extended, at the government’s request, by a further two years [Wood (1988, 235)].
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peaked in 1987 with the short term success based on the launching of CORE models, but
production volumes never reached their 1979 levels. Certainly production level projections
of 950,000 units per year were not met, sales peaking at 450,852 units in 1985.16

The decline of the mass producer Rover continued under BMW. An inability to provide
viable new models meant that the elusive ‘product-led recovery’ did not occur. Falling
production levels, with BMW’s UK subsidiary contributing only 12.5% of UK produc-
tion by 1999, coupled with continuing losses, led BMW to question the viability of the
non-niche component of its UK subsidiary [The Guardian (09/05/2000)]. In May 2000
BMW threatened to close Rover but a new buyer was found in the form of Phoenix Con-
sortium. Significantly BMW retained ownership of the Land Rover subsidiary and the
plant in Oxford destined to produce the new Mini, which BMW maintained the rights to
manufacture, with the model being launched in 2001. Indeed, during BMW’s period of
ownership of Rover Group, the Land Rover subsidiary had been the success story with
production levels of the three 4-by-4 models doubling and attaining output levels that
were not dissimilar to the mass market oriented Rover brand. With the launch of its own
4-by-4 luxury competitor to Land Rover, the X5, BMW swiftly divested its ownership of
Land Rover in October 2000 to Ford [BBC (17/03/2002a)].

Table 1.3 shows that output continued to fall at Rover under Phoenix Consortium’s
management, despite an expansion of the product range to incorporate the re-launching of
the MG marque in 2001. Both BMW’s Mini and Land Rover achieved production levels
that were greater than the combined production of the Rover and MG brands. When
Phoenix Consortium returned the volume car remnants of the former BL to UK ownership
the firm’s sales accounted for only 4% of the UK market in 2002. To some degree the
reduction in market share reflected the stripping of the two most successful features of the
firm by BMW. Unlike the Rover Group sales of its former specialised subsidiaries were
focused on export markets with over four of every five Mini cars and Land Rover 4-by-4s
produced being exported, while less than half of Phoenix Corporation’s output were sold
in export markets. The failure in export markets however was not a recent trend. Indeed
BL performance in the domestic market, despite being poor, was still better than in the
international market place with the firm accounting for less than 5% of UK car exports
by 2002.

The two other principal firms operating in the UK were Ford and GM Vauxhall. Ford
had a long history of production in the UK operating its first assembly plant in Manch-
ester in 1911. It was not until 1929 that Ford’s production facility at Dagenham was set
up [Tolliday (2003b, 153-166)]. Ford UK’s role in European production declined from

16Quoted from an employee communication from the company director, Opt cit, Willman (1992).
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the early 1970s, reflecting a shift from the firm’s “two fishing line” approach, of building
models specifically for the German and UK markets, towards Continental European pro-
duction. The autonomy of Ford UK was eroded with the formation of Ford Europe in 1967
[Tolliday (2003b, 194-201)]. These developments led to a reduction in Ford’s exports from
the UK which were concentrated on EFTA markets, while its exports to EEC countries
were derived mainly from its German and Belgian subsidiaries. These developments had
two effects on the sales of Ford UK cars. First, its subsidiary’s exports, fell substantively
from an average 24.1% of UK exports between 1976 and 1982, to a mere 1.2% in 1989.
Domestic sales were also compromised since the UK market became increasingly supplied
from Ford’s continental European operations. Ford’s strategic investment in Europe fo-
cused on the development of major new facilities in Germany (Saarlouis in 1968) and
Spain (Valencia in 1974) and the expansion of capacity in Ford’s Belgian plant located
in Genk. Initially Ford’s models were principally developed in the UK. For example, the
Escort was designed in the UK, being launched in 1968, with little German input and
was successful in both markets. The Capri was designed in the UK and launched in 1969
with production being split between UK and German plants until 1976 when the model’s
production was permanently shifted to Germany. [Tolliday (2003a, Ch.2)]. The move
from Dagenham to Cologne “as the centre of the Ford Europe universe” was also reflected
in all large Ford models being produced in Germany with design and R&D being con-
centrated in Ford's German subsidiary from 1976.7 In addition, Ford’s expansion into
the ‘small family’ segment with the Fiesta in 1977 was predominantly supplied to Europe
from its Spanish plant in Valencia, with tied imports also emanating from Germany after
1980. Ford UK’s exports and production effectively ended in 2002, when the new Fiesta’s
production was sourced exclusively from Valencia and Cologne, with Dagenham ceasing
to be a car assembler after over ninety years of Ford assembling cars in the UK [BBC
(17/03/2002b)]. Despite Ford’s retreat from manufacturing ‘Ford’ branded models in the
UK the firm continued to make a substantial contribution to UK production, remaining
the second largest UK producer in 2002, through the development of the Premier Motor
Group (PMG). The PMG encompassed four specialist Ford subsidiaries three of whom
were formerly UK owned brands (Aston Martin, Jaguar, Land Rover) and Volvo. The
development of the PMG reflected Ford’s appreciation of the need to be represented in all
segments of the product spectrum in an increasingly fragmented mature market place. As
will be developed more fully below the fragmentation of demand has been an important
feature of car markets in developed countries.

The first tentative step in the formation of the PMG occurred via the acquisition of the

17Burgess-Wise, Ford at Dagenham, p180, opt cit Tolliday (2003, 200).
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elite sports car manufacturer Aston Martin in 1986. The second, more substantive, move
occurred when Ford purchased Jaguar in preference of Saab in 1991 [Tolliday (2003a,
88-90)]. Ford had wanted to access the executive and luxury markets but had had little
success with either its executive model, the Granada, or with its predecessor, the Scorpio.
Ford’s chairman of Jaguar, Hayden, quickly discovered that Jaguar was a troubled firm
suffering from run down production facilities, and more importantly lacking new product
development. When Hayden arrived the only model in the design phase was a sports
model, the F-Type, which he canceled development of due to its high fuel costs and lack
of mass sales appeal. Ironically, the sales success built on the XJ6 and the Sovereign
models between 1986 and 1988 was credited to Jaguar’s former chairman, Egan [Whyte
(1996)]. Ford wanted to redirect the company towards a mass luxury saloon market
raising sales from below 50,000 to 150,000 units and to compete head on with BMW
[Wernle (2/06/2003)]. Ford committed substantive investment to Jaguar whose sales
rebounded from a trough in of 20,006 units 1992 to reach 122,000 cars in 2002. However,
sales of the brand did not reach Ford’s sales target [Automotive News Europe (2003)].
Ford has initiated a substantive investment expansion reflected in the development of the
new Land Rover models and a £200 million investment in its Halewood plant [Reuters
(2004)]. However, it is too early to assess the effect of Ford’s ownership of the fourth
member of the PMG group, Land Rover.

General Motors was initially represented in the UK market by two brands: GM Vaux-
hall and GM Opel. GM had been active in the European market since the interwar period
when it acquired its UK subsidiary, Vauxhall, in 1926, and its German subsidiary in 1929
[http : | /www.gm.com/company/corpinfo/gmhis1920.html]. GM'’s UK production op-
erated from a single production facility in Luton, which commenced production in 1925
before a second plant at Ellesmere Port was built with assembly beginning in 1962. GM’s
products were marketed under both the Vauxhall and Opel brands in the UK until the
1980s when Opel branded models where phased out. Like Ford, GM expanded its Euro-
pean production locations through the establishment of a plant in Zaragoza (Spain) that
became the exclusive location for production of the Corsa model. The peak of GM’s UK
production occurred during the late 1980s and early 1990s with production of the highly
successful Cavalier and the commencement of production of IBC, GM’s 4-by-4 production
subsidiary, in 1987 that manufactured the Frontera for the European market. Unlike other
GM models the Cavalier and Frontera UK production was centred in the UK which led
to a substantive rise in GM’s share of UK exports from an average of less than 1% during
the 1980s to 16.3% between 1990 and 2000. The announced closure of the Luton facility
that produced the Astra and Vectra models led to a reduction in GM’s production and
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exports with Vauxhall’s domestic production making up 8.5% of total UK production in
2002 from its peak of 24.7% in 1992 [The Times (09/04/2001)].

The only firm to eclipse British Leyland’s poor performance was Chrysler’s European
operations. Chrysler was the last of the US multinational producers to obtain plants in
Europe. Chrysler gained entry into European production through its acquisition of its
French subsidiary, Simca, in 1963, and through its gradual takeover of the foundering
Rootes Motor Company in the UK between 1964 and 1967 [Young and Hood (1977, 58
67)]. Of the two companies Simca had the greater assets, and Chrysler (France) enlarged
and updated Simca’s model range. Rootes had completed its horizontal growth in 1955
when it acquired the failing Singer Motor Company to add to the Hillman, Humber, Sun-
beam and Talbot brands. Little rationalisation of brand o