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Summary 

The global automotive industry is dominated by a small number of very large vehicle 
producers who operate throughout the world. Competition is intense as established 
markets are nearing their limits for future growth, and as a result of significant global 
overcapacity. This competitive environment has led to pressure to constantly strive for 
innovation and efficiency in products and manufacturing. 

Despite a number of high profile plant closures, the UK retains a successful automotive 
industry, with most of the largest vehicle and component manufacturers having some sort 
of presence here. The UK also has an established reputation for specialist engineering and 
design. The UK is home to some of the most productive vehicle manufacturing plants in 
Europe. However, this solid base may not secure all plants from closure: in the current 
climate, individual plant can be vulnerable to closure as companies restructure their 
production across Europe. Furthermore, the recent expansion of the EU has intensified the 
competition for future investment. 

In order to stand the best chance of retaining as much automotive production as possible 
in the UK there are areas that need to be addressed. It seems that the UK is behind some of 
its competitors in the skills of its workforce, particularly amongst components producers. 
R&D is another area where the record of companies in the UK is not good enough. With 
the increasing technological sophistication of the industry, and the constant pressure to 
innovate and improve performance, both R&D and skills are vital and the UK cannot 
afford to lag in these areas. The industry also considers that the fact that the UK has not 
adopted the Euro has disadvantaged producers based here. 

Despite changes to the block exemption agreement, we are not convinced that consumers 
in the UK are getting a good deal in purchasing new cars or in servicing. Retailers selling 
vehicles to individual consumers do not enjoy the same generous wholesale discounts as 
fleet purchasers, so their margins are tight with little scope to offer deals. Consumers are 
also paying too much for car repair and servicing, where competition is being constrained 
and minimum standards are lacking. 
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1 Introduction 

The Global Automotive Industry 

1. The automotive industry is characterised by ruthless competition in a market dominated 
by global conglomerates. The traditional car markets of the USA and Western Europe are 
now reaching their limits for expansion, so future sales growth in them is dependent on the 
manufacturers’ ability to secure a greater share of the market for replacement vehicles than 
their competitors. This competitive pressure is compounded by the problem of excess 
global production capacity—in 2000 PricewaterhouseCoopers estimated that this was 
equal to 24 million units, or the equivalent of 96 modern assembly plants.1 

2. Manufacturers have responded to this intensely competitive environment by constantly 
searching for ways to cut costs and increase efficiency: “If you look at every major vehicle 
manufacturer operating globally, in the course of the last two or three years each of them 
has announced and re-announced cost-reduction programmes”.2 This has also meant that 
they have required their suppliers to strive for efficiency and savings in a similar fashion as 
the competitive pressure is passed down the supply chain into the components industry. 

3. Consolidation in car production is evident. An industry where a few giants dominate—
more than 80% of world car production is accounted for by just six global groups3—is 
likely to concentrate further in coming years, with mergers between big vehicle producers 
“part of the new scenery”.4 This consolidation is also being seen in the components 
industry. PwC predicted that, by 2010, there would be only 20 or 30 major systems 
suppliers operating globally.5 In addition to this, there are examples of collaboration 
between even the biggest firms; joint ventures are increasingly common as companies seek 
to spread the high cost of R&D.6 

4. Whilst this pressure has resulted in a difficult climate for those involved in vehicle 
production, it has also had benefits. The intensely competitive nature of the industry and 
the constant drive for efficiency improvements has meant that the industry is at the 
forefront of development of new production techniques which are then adopted in other 
sectors. The search for a competitive edge is resulting in better value vehicles being 
produced. As Professor Rhys notes, this does not merely mean the efficient production of 
competitively priced, functional, but ultimately uninteresting products. Instead, innovative 
design is needed as well as efficient production in order to succeed in the current market: 
“competitiveness on the supply side of the equation is of little use, if unattractive and bland 
cars are the result. This is the lesson the Japanese are having to learn: quality of build and 

 
1 PricewaterhouseCoopers, The Second Automotive Century (2000), p.11 

2 Q 32 (SMMT) 

3 Automotive Innovation & Growth Team (‘AIGT’), Executive Summary, DTI (May 2002), p.13. The AIGT was an 
initiative that brought representatives from industry, government, academia, trade associations, unions and others 
with interests and expertise in the sector to identify ways of strengthening all aspect of the automotive production 
in the UK. It reported in May 2002. 

4 PricewaterhouseCoopers, The Second Automotive Century (2000), p.14 

5 Ibid., p.15 

6 Qq 116 (Toyota) and 295 (Ford) 
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outstanding production per man is of little consequence if the cars are poorly received”.7 
Moreover, recently, car prices in the UK have fallen to bring them more into line with the 
rest of Europe.8 These factors have contributed to a thriving market for cars in the UK. 

The UK Automotive Industry 

5. Our predecessor Committee looked at vehicle manufacturing in the UK following the 
announcements that two of the largest automotive plants, GM’s factory at Luton and 
Ford’s at Dagenham, were to end vehicle production, and in the wake of BMW’s decision 
to dispose of Rover Group. It noted in its Report that “[i]t is over a quarter of a century 
since the UK vehicle industry faced a similar sense of crisis”9 and that “[t]he UK vehicle 
manufacturing industry is seen by some as in the midst of a crisis which could lead to the 
meltdown of a significant part of the UK’s manufacturing base”.10 

6. In spite of these fears, the UK retains significant automotive production and is home to 
some of the most efficient vehicle assembly plants in Europe.11 13 of the largest global 
vehicle producers have some form of manufacturing presence here, as do 17 of the world’s 
20 leading ‘tier 1’ component suppliers.12 There are also nine commercial vehicle plants, 
numerous internationally renowned design engineering firms, a significant motor sport 
industry, and a number of small, niche market vehicle producers.13 Approximately 1.65 
million vehicles were produced in the UK in 2003, about 3% of global production or 9% of 
European production. This ranks the UK ninth in the world and fourth in Europe in terms 
of vehicles produced.14 

7. The automotive sector remains a significant contributor to the UK economy. According 
to the Government’s figures, vehicle production employs around 243,000 people in 3,200 
businesses. It accounts for approximately £8.5 billion in value added, 1.1% of GDP, 6.2% of 
UK manufacturing value added, and 9.5% of total UK goods exports, making it the 
country’s largest manufactured export. Meanwhile, UK automotive sales for 2003 were at 
record levels for a third, successive year. Yet the industry has to work hard to maintain this 
position: margins are tight and there is constant pressure to innovate and make efficiency 
savings. 

8. Given the continuing significance of the automotive sector to the UK economy, we 
decided to conduct an inquiry, covering both the prospects for vehicle production, and the 
current state of the automotive retail sector. To this end we took oral evidence from the 
Automotive Distributive Federation (ADF), the Retail Motor Industry Federation (RMI), 

 
7 App 9 (Prof Rhys) 

8 App 8 (RMI). Discussed further in Chapter 6. 

9 Trade & Industry Committee, Third Report of Session 2000-01, Vehicle Manufacturing in the UK, HC 128, para 5 

10 Ibid., para 9 

11 App 9 (Prof Rhys), table 2. ‘Efficiency’ is defined by vehicles produced per employee. It is a slightly crude measure as 
it does not take into account the relative complexity of different vehicle models but is useful for illustrative 
purposes. 

12 The automotive supply chain is sub-divided into 3 tiers. Tier 1 comprises companies producing whole systems for 
direct supply to the vehicle manufacturers; tier 2 supplies components to the tier 1 companies; tier 3 comprises 
companies producing generic components or raw materials. 

13 App 10 (SMMT), para 11 

14 App 3 (DTI) 
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the Society of Motor Manufacturers and Traders (SMMT), the Transport and General 
Workers Union (TGWU), and Professor Garel Rhys of the Centre for Automotive 
Industry Research at Cardiff University Business School. We also wanted to hear directly 
from vehicle producers themselves, and so took oral evidence from Ford Motor Company, 
Phoenix Venture Holdings—the parent company of MG Rover—and Toyota. In addition 
we received a number of written submissions, which are listed on pages 37 and 38. Those 
directly cited are appended to this Report. We express our gratitude to all those who 
contributed to this inquiry. 
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2 UK Vehicle Production 
9. Most of the largest vehicle manufacturing groups have some form of production facility 
in the UK. However, unlike a number of competitor countries such as France, Germany, 
Japan, or the USA, little of this production capacity is domestically owned. As a 
consequence of the absence of ‘national champions’, the automotive sector cannot depend 
on national sentiment to secure its future, but instead it must ensure it remains a 
competitive place to manufacture: “[it has] to persuade international capital that [it is] 
worth investing in”.15  

10. The difficulty is that even competitiveness and efficiency cannot guarantee the future of 
individual plant. With international conglomerates producing vehicles throughout the 
world, decisions on production are made on an international basis; and, given the 
consensus that countries such as China and India hold some of the greatest growth 
potential, we were concerned that the multinational car companies would move resources 
and production from the UK to Asia. We were assured that the cost of transporting 
finished vehicles, and the resulting preference of companies to build as close to their 
market as possible, is likely to prevent production from shifting on a vast scale to Asia.16 
However, our witnesses were less sanguine about the possibility of manufacturing moving 
elsewhere in Europe, and to Central and Eastern Europe in particular.17 The UK is part of 
an integrated European car market—some 68% of the vehicles produced in the UK are 
exported, whilst 80% of the vehicles bought here are imports, predominantly from the 
Continent.18 Consequently, decisions on the location for production of future models will 
be made on a Europe-wide basis. With domestic production so reliant on exports, and 
domestic sales so dominated by imports, the implications for the balance of payments 
could be serious. 

11. The pressure on companies to introduce new models on a regular basis is considerable. 
In order to keep development costs to a minimum a platform is designed and a number of 
variations based around it are then produced. Even so, the production lifespan is limited 
and the turnover of new models and new platforms is rapid. With production organised on 
a Europe-wide basis, UK plants will be competing with their company’s plants elsewhere in 
Europe to win new models to replace their existing ones as they reach the end of their 
production lifespan. This intra-company competition is all the more intensified as many 
companies have surplus productive capacity in Europe. Consequently, individual plant 
may be vulnerable in future as a result of company reorganisation and consolidation. 

12. GM’s decision to end vehicle production at its Vauxhall plant at Luton highlights this 
vulnerability. Luton was a profitable plant but was hit by the fall in sales of the Vectra it 
produced and a reduced production schedule for the Vectra’s successor model, the Epsilon. 
This was compounded by the recent modernisation of Vauxhall’s plant in Germany, which 
left Luton vulnerable when GM decided to reduce European capacity. As our predecessor 

 
15 App 9 (Prof Rhys) 

16 Qq 113 (Toyota) and 7–11 (SMMT) 

17 See Chapter 5 

18 App 3 (DTI) 
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Committee concluded, “Luton was the plant producing the wrong model at the wrong 
time. [Ending vehicle production] was the only way General Motors could take out a 
significant amount of capacity in the short-term”.19 The speed with which the decision was 
taken was noted in the Committee’s Report,20 and Professor Rhys emphasised that: “The 
real significance of the GM decision is not whether the UK is still a good place to make 
vehicles. Rather it is the speed with which the multinational took action to address an 
overcapacity problem which had dire implications for its European profitability… This has 
injected huge uncertainty into the equation, even if the UK remains a good home for 
vehicle making”.21  

13. In spite of the end of vehicle production at Luton and Dagenham, and the impact of 
BMW’s withdrawal on Rover, UK total vehicle production is only a little lower than it was 
in 1997, with increases at other plants compensating for these closures. Professor Rhys 
remains optimistic that the UK record production figure of 1.92 million vehicles, set as 
long ago as 1972, can be exceeded in the near future.22 Whilst the closures have grabbed 
headlines, he argues that they are primarily the result of company restructuring rather than 
a reflection of problems inherent in vehicle production in the UK. Consequently they 
should not be seen as symptomatic of the UK automotive industry as a whole.23 

14. However, whilst individual plant closures have not fundamentally undermined the 
UK’s vehicle production capacity, they can have a serious economic impact on the regions 
in which they are located. In areas such as the West Midlands, where vehicle production is 
long-established, the impact of closure can spread out through the supply chain to have an 
effect considerably beyond the plant itself. Future plant closures, even in the context of a 
reasonably strong automotive sector nationally, are clearly, therefore, a matter for concern. 

15. Consequently, we were concerned by press reports that called into question the 
prospects for continued car production at Longbridge. The accusation in these reports was 
that Phoenix Venture Holdings (PVH), the consortium that had taken on Rover from 
BMW, had little interest in continuing vehicle production. Specifically, the suggestion was 
that, following PVH’s reorganisation of the group, MG Rover—the loss-making car 
production company—had been isolated from the other, profitable parts. Press reports also 
referred to the fact that BMW had transferred significant former Rover assets to 
Techtronic, a holding company set up by the consortium that created the PVH group 
structure.24 BMW also wrote off outstanding debts, reported to be of approximately £400 
million, and provided a loan in the region of £500 million.25 However, some press reports 
alleged that, following the creation of PVH, MG Rover was being starved of the investment 

 
19 Trade & Industry Committee, Third Report of Session 2000-01, Vehicle Manufacturing in the UK, HC 128, para 53 

20 Ibid, paras 48–49 

21 App 9 

22 Ibid. 

23 Ibid. 

24 Q 263 (PVH) 

25 Ian Griffiths ‘MG Rover gains scant benefit from BMW’s £1bn largesse’, The Guardian, 7 February 2004 
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that might ensure its long-term survival as available funds were, instead, being used to 
benefit the owners of PVH.26 

16. Given its historic importance to the automotive industry of the UK and to the regional 
economy of the West Midlands, the future of MG Rover and the Longbridge plant is a 
highly emotive issue. This is compounded by the fact that it is the only British-owned 
volume car producer. Consequently, we questioned PVH’s representatives on their plans 
for the company. 

17. The reorganisation of the companies under PVH has clearly left MG Rover as a 
separate entity within the group. However, the other companies within the group are now 
also separate entities. Whilst, hypothetically, this could leave MG Rover isolated, it also 
reflects the structure of many large companies. It is a common management strategy 
designed, for instance, to better highlight the flows of capital around the group.27 

18. Whilst it seems that the PVH directors have ensured they are generously remunerated 
for their involvement with MG Rover and associated companies, we found nothing to call 
into question their commitment to continued car production, both at Longbridge and 
elsewhere.28 Despite restructuring of the company, funds continue to flow into MG Rover 
from the rest of the PVH group, rather than away from it.29 Losses have been substantially 
reduced, from £378 million in 2000, when PVH took control, to £95 million in 2002, the 
most recent audited figures. Investment in engineering continues, including £100 million 
into a new medium-sized model,30 and the company is in the process of negotiating several 
joint ventures and investing in plant abroad, for future production. We were assured that 
this would not impact detrimentally on the prospects for future production at 
Longbridge. For example, Mr Towers assured us that production of the Rover 75 would 
continue at Longbridge, even if negotiations to acquire a plant in Poland are 
successful.31 Since we started our inquiry, PVH has successfully concluded negotiations 
with the Shanghai Automotive Industry Corporation (SAIC) to co-operate on new 
models.32 

19. Vehicle production is highly competitive and the future for a company of MG Rover’s 
size will be difficult in a market dominated by global conglomerates. This includes the 
continuous search for cost reductions in the supply of components. This and the expansion 
of MG Rover’s international contacts will doubtless mean continuing challenges for those 
domestic suppliers diversifying to reduce their reliance on it. However, we found no 
evidence to suggest that its owners have any intention other than trying to compete as best 
they can. In doing so the challenges they face are the same as those faced by any other 
company making cars. 

 
26 See, for instance, Ian Griffiths ‘Rover’s Financial Rebuild’, The Guardian, 2 March 2004; Christopher Hope ‘How Rover 

feathered its nest with Rover’s prize assets’, The Telegraph, 14 November 2003; Alex Brummer ‘MG Rover drives into 
a storm over rewards’, The Daily Mail, 17 December 2003 

27 Qq 222 and 225 

28 Q 195 

29 Qq 225 and 264 

30 Q 231 

31 Qq 195-196 

32 John Griffiths ‘MG in tie-up with Chinese carmaker to fund new range’, Financial Times (17 June 2004) 
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20. The fact is, however, that both the history of MG Rover and its continuing role as 
the only UK-owned manufacturer mean that its affairs are likely to remain in the 
spotlight of public attention. In his evidence, Mr Towers acknowledged that the 
company has to take on board the unique position that it occupies in public debate. We 
are also conscious that the trade unions and others have condemned some of the 
allegations which have appeared in the press but are still concerned about some of the 
decisions that the PVH directors have made, including the scale of the benefits 
awarded. It is important that PVH finds ways of transparently promoting good 
governance, to dispel any doubts about the way in which its assets could be used in the 
future and to underline that sustainable car production at Longbridge remains its core 
focus. We therefore welcome Mr Towers’ commitment to introduce a covenanting 
arrangement and/or appoint independent representation on the PVH board by the end 
of the year.33 

21. The commercial vehicles sector highlights the dangers of failing to remain competitive. 
Once one of the strongest commercial vehicle industries in the world, it seems that having 
lost this position, it has little chance of regaining it. With limited exports in this class, 
Professor Rhys describes it as ‘an also-ran’.34 

22. The UK is still a competitive place to make vehicles, but, regardless of this, 
individual plants may still close. However, the risk of this will be reduced, and the 
prospects of continued investment in the remaining plant will be maximised, if 
constraints on competitiveness are identified and minimised. Whilst the UK is 
acknowledged to be a good venue for automotive production, our witnesses identified a 
number of areas of concern in the course of our inquiry. 

 
33 Q 274. After we agreed this Report, it was announced that an independent non-executive director, Mr Nigel Petrie, 

had been appointed to serve on the boards of both MG Rover and PVH. According to press reports, Mr Petrie has 
been given the option to recommend the recruitment of more independent directors as part of setting up audit and 
remuneration committees: ‘MG Rover appoints first non-exec’, Financial Times (22 July 2004), p23. 

34 App 9 
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3 Skills 
23. When we conducted our inquiry into UK competitiveness in manufacturing, skills 
shortages were highlighted as a constraint on manufacturing growth and on the adoption 
of more high tech working.35 The automotive sector exemplifies this problem. The 
Automotive Innovation and Growth Team (AIGT) noted the importance of skills for the 
continued success of the UK automotive sector but concluded that “[t]his an area where 
the UK automotive sector continues to lag”.36  

24. Industry figures told us that this is a serious problem. Toyota complained of a 
continuing shortage of adequately skilled candidates for vacancies, which makes 
recruitment of staff and their subsequent retention difficult: “…shortages include 
engineering graduates and technician grade candidates. We also find that mathematics 
skills of applicants are particularly poor”.37 Whilst the company provides training in the 
specific areas needed it was worried about the general suitability for training, even amongst 
graduates: “We do not really mind what skills or knowledge they bring to the company 
because we will be training them anyway; but the basic English, the ability to communicate, 
the ability to interrelate with other people, and the basic mathematics have dropped off. 
That is clear”.38  

25. The need for continuing training is clearly recognised by the automotive manufacturers 
and they have various programmes to deliver this.39 There have also been regional 
initiatives by Regional Development Agencies (RDAs) and Local Learning and Skills 
Councils (LSCs) aimed at improving the skills base for the automotive industry.40 
However, whilst the big, international companies invest in their own training, there is 
particular concern that this skills emphasis is not yet permeating the supply chain 
adequately.41 

26. One of the AIGT’s key recommendations was that an Automotive Academy should be 
established to provide training and boost skills throughout the sector. Since the 1990s, the 
SMMT Industry Forum has seen various automotive companies collaborating to develop 
and promote best practice in engineering. The AIGT proposals for the Automotive 
Academy took this collaboration to another level, encompassing skills development from 
the shop floor to senior management.42 The Government accepted the AIGT’s proposals 
for the Automotive Academy and it is currently in the process of being launched and its 
first students are registering. The Government has committed £15 million of funding with 
the rest coming from industry, though the aim is ultimately for it to be self-funding. Rather 

 
35 Trade & Industry Committee, Third Report of Session 2001–02, The Competitiveness and Productivity of UK 

Manufacturing Industry, HC 597, paras 23–30 

36 Automotive Innovation & Growth Team, Executive Summary (May 2002), p.5 

37 App 12, para 4.4 

38 Q 100; see also App 10 (SMMT), par 46 and App 14 (Vauxhall), para 2.5 

39 Q 158 (Toyota) 

40 Q 37. Though Toyota did say they had limited contact with LSCs: “We have had some discussion with them: not a 
great deal. I think they tend to leave us to our own” (Q 158). 

41 The automotive supply chain is discussed in more detail in Chapter 4. 

42 Automotive Innovation & Growth Team, Executive Summary (May 2002), pp. 6-7 
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than provide the training itself, the Academy, having reviewed skills needs and existing 
provision, will oversee the content and assessment of training provided regionally, through 
a ‘kitemark’ approval scheme.43 

27. We also received evidence of the potential of motorsport for boosting education and 
skills in the automotive sector more broadly. Not only does the UK’s own motorsport 
industry require a continuous supply of highly skilled personnel to remain globally 
competitive, but the exciting image of motorsport can also be used to stimulate young 
people’s interest in engineering more generally. Ford representatives told us that this is the 
rationale behind the Jaguar Formula One in Schools competition. We are also pleased that 
the Government has recognised the importance of motorsport with the creation of the 
Motor Sports Strategy Board, and support for the Motor Sports Academy in particular.44 

28. We are pleased to see that the issue of skills is being taken seriously by both industry 
and Government. The Automotive Academy is an innovative solution to the problem 
in an industry where processes are increasingly high tech and innovation and 
adaptability are crucial and where persistent skills shortages could threaten the UK’s 
continued success. As well as the involvement and support from Government and 
unions, it is encouraging that, in an intensely competitive industry, the individual 
companies have been able to collaborate, as they have done in the Industry Forum, in 
establishing the Automotive Academy. With skills a problem throughout the industry 
and with a shared interest in improving the situation, collective effort would seem to 
have the best chance of success. 

29. The Automotive Academy is designed to enhance the skills of those already employed 
in the automotive sector. As such it can do little to improve the suitability of potential 
recruits to the industry. Whilst the evidence provided to us that potential recruits lack the 
required levels of numeracy and basic communication skills is anecdotal, it is naturally a 
concern. We are aware that the Government is trying to raise the standard of school 
leavers’ proficiency in basic skills; but we note that one of the competitive advantages 
attributed to a number of Eastern European countries is the comparatively high 
educational standard of their workforces. Unless the UK is seen to have solved the basic 
skills problem rapidly, the comparative advantage enjoyed by our competitors may be a 
significant factor in decisions by companies on where to locate production. 

 
43 Q 63 (SMMT) 

44 Q 302 
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4 The Supply Chain 
30. The components sector is facing the same challenges as the vehicle manufacturers 
resulting from a highly competitive market, globalised production, and the constant 
pressure to improve productivity and to innovate. However, whilst large international 
companies are emerging at the top of the supply chain, the components sector still has a 
high proportion of Small and Medium-sized Enterprises (SMEs) who are unlikely to have 
the same resources to invest in remaining competitive. 

31. Vehicle manufacturers have increasingly sought to reduce the number of suppliers with 
which they deal directly and to buy complete systems—suspension or transmission, for 
instance—which are then fed directly into their production process, rather than producing 
these themselves. In looking to purchase complete systems, the vehicle manufacturers are 
transferring much of the pressure they are under to innovate and make efficiency savings 
onto their suppliers, so the intense competition in the car market is being passed down the 
supply chain.  

32. The rapidly evolving area of telematics—wireless communications technologies that are 
being integrated into vehicle control systems—will intensify the pressure on automotive 
suppliers to innovate. Existing systems are increasingly incorporating high technology 
electronics and telematics is also generating a growing number of new products to be 
included in vehicles such as Global Position Systems (GPS) and in-car entertainment.45  

33. The pursuit of efficiency savings by the vehicle manufacturers is being passed on to the 
components sector, with two, potentially contradictory, trends emerging. First, the 
manufacturers are increasingly working with their suppliers to help reduce their costs. 
There are industry-wide examples of this such as the SMMT’s Industry Forum and, now, 
the Automotive Academy. But individual companies are also working with their key 
suppliers to help them reduce their costs and improve efficiency. Mr Broome from the 
SMMT Industry Forum noted that “[i]t is encouraging to see the number of manufacturers 
who are embarking upon full supply chain development”.46 Toyota, for instance, 
mentioned the work they are doing with their Tier 1 and 2 suppliers and the use they are 
making of the Industry Forum.47 

34. Secondly, there is a clear trend towards vehicle manufacturers, and tier 1 suppliers, 
sourcing their components internationally. Whilst vehicle manufacturers are continuing to 
work with their suppliers to increase efficiency, the quantity of components made in the 
UK that is going into the vehicles has fallen significantly and is continuing to do so. For 
instance, the UK-produced content of General Motors’ UK-assembled cars is falling from 
55% to 45% by value added; Honda are reducing theirs from around 70% to 50%; UK 
components comprise around 51% of UK-assembled Peugeots;48 Toyota told us that they 
have reduced the UK-sourced components in their cars from 60% to 50%.49 With the 

 
45 Automotive Innovation & Growth Team, Design, Development & Manufacture Report (May 2002), p.6 

46 Q 30 (SMMT) 

47 Q 120. See also App 12, para 4.2 (Toyota) 

48 App 9 (Prof Rhys) 

49 Q 118  
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relentless pursuit of cost-savings, vehicle manufacturers are now prepared to source 
components from Europe and beyond. Whilst the cost of transport and a preference for 
Just in Time sourcing might lead manufacturers to prefer, where possible, to rely on local 
suppliers, if these advantages are substantially outweighed by cost savings then UK-based 
companies will lose out.50  

35. Costs are not the only issue, though, and quality and innovation are also significant 
factors. The perception seems to be that efficiency is greater amongst continental firms.51 
This is clearly a concern: retaining as much automotive employment and value added as 
possible in the UK does not only depend on the continuation of vehicle assembly but on 
components as well: the components sector in the UK includes 2000 companies employing 
140,000 people and with a combined turnover of £12 billion.52 At the moment, however, it 
was suggested to us that too many companies in the UK components sector are too small. 
Consequently they lack the resources to invest in equipment, skills or research and 
development.53 Consolidation is evidently required. The SMMT claim that there are signs 
that this is now taking place, with an observable decrease in the number of firms operating 
in the sector, but with no corresponding fall in employment.54 However, it is clear that the 
components sector will continue to bear the brunt of the drive to cut costs in the 
automotive industry. The vehicle manufacturers are using their market power to pressurise 
suppliers into cost-reductions: we were told that they have been required to make annual 
price reductions of 5–10% annually over the last five to ten years.55 

36. Dr Bryan Jackson of Toyota56 told us that the quality of components in the UK and in 
Europe was sometimes lower than that available from their suppliers in Japan, stemming, 
primarily, from differences in the quality of R&D, which allowed the Japanese suppliers to 
make improvements to the components they were contracted to produce: “When I was in 
Japan dealing with Japanese suppliers, they had the drawing [of the component] but they 
would come up and say, ‘We have looked at this. We can do this, this and this. It is the 
same performance. It is better quality. We can make it for a couple of yen less’ and they 
would develop it. In the UK and in Europe it is very much ‘Here is the drawing’ and ‘I have 
made it to the drawing’”.57 

37. Suppliers who can innovate to improve specifications of the components they are 
making or to lower the cost are clearly desirable for any vehicle manufacturer. However, 
this sort of relationship between supplier and vehicle manufacturer evolves over time. It 
requires a thorough understanding of the vehicle manufacturer’s operations and 
requirements on the part of the components supplier, and it requires the vehicle 
manufacturer to have a very high degree of confidence in the expertise and judgement of 

 
50 Exchange rate uncertainty has also had an impact on this process. This is discussed in Chapter 5. 

51 Automotive Innovation & Growth Team, Executive Summary (May 2002), p.5 and Design, Development & 
Manufacture Report (May 2002), p.5 

52 App 10 (SMMT), para 24 

53 App 9 (Prof Rhys); Q 173 (PVH) 

54 App 10, para 26 

55 App 2 (Confederation of British Metalforming), para 4 

56 Dr Jackson is Managing Director of Toyota Motor Manufacturing (UK) 

57 Q 119 
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the supplier. As Toyota noted, this sort of relationship develops over a 20– or 30– year 
period of working together.58 

38. The difficulty is that, in recent years, vehicle manufacturers have been less likely to 
maintain and nurture these types of relationship with their suppliers, as they increasingly 
source globally and aggressively use their market position to drive down the prices they pay 
for their components. 

39. SMMT told us that the key to retaining, and indeed, promoting, a successful 
components industry in the UK is to focus on the high-tech, high value-added end of the 
spectrum.59 Where the automotive manufacturers and large tier 1 suppliers have to invest 
significant amounts in product development, then they will look to longer term, more 
collaborative relationships with suppliers. On the other hand, suppliers of low value added 
products, where alternative suppliers are readily available, switching costs are low, and 
competition is almost exclusively price-based, will find it extremely difficult:60 “there will 
always be someone cheaper than you”.61 

40. The implication of this is that, in a relatively high wage economy like the UK, 
components manufacturers must focus on investing in research and development and 
skills in the constant pursuit of innovation. However, the SMMT point out that levels of 
investment in R&D amongst UK components firms remains “worryingly low”.62 The high 
number of SMEs in the sector means that many do not have the knowledge to establish 
R&D programmes or to increase their skills base in the right way. Furthermore, the cost-
cutting pressure from the vehicle manufacturers means that margins are tight and 
significant surpluses that can be reinvested in R&D are not being generated. 

41. The production of engines is a good example of this. It is an area where the UK now 
has an established position.63 Whilst individual plants may close, this is a sector in which 
the UK can establish itself as a world leader.64 Not only are volume engine producers such 
as GM, Ford, Toyota, Honda, Nissan, and MG Rover all producing here, but the UK is also 
home to specialist engine builders such as Cosworth, and to several manufacturers of 
engines for commercial vehicles.65 However, continued success is highly capital-intensive 
and engine performance is an area where there is considerable regulatory pressure to 
increase efficiency and lower emissions. Furthermore, it is a sector where new, cleaner fuel 
sources will have a disruptive effect on established technology in coming years. Investment 
in R&D is central to the UK’s ability to maintain, and build on, its existing strength in 
engine production. 

42. In addition to engine production, the UK has a significant number of other specialist 
firms in the spheres of performance engineering and motorsport. These range from low 
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volume sports car manufacturers such as TVR and Lotus, to high performance engineering 
and other specialist firms in a cluster supporting the global motorsport industry from 
Formula One downwards. With a high proportion of spend on R&D, the UK’s 
performance engineering is an important part of the automotive industry today with links 
to other high tech sectors such as aerospace. We have already referred to the relevance of 
motorsport to the education and skills agenda.66 For these reasons we believe the 
motorsports and performance engineering sector is one which merits further study and to 
which we may wish to return. 

43. The Automotive Distributive Federation (ADF) told us that the trends evident in the 
supply chain for car assembly were also present in the production of aftermarket 
components. With firms producing products for the aftermarket not tied into the vehicle 
production process, the sector is even more ‘footloose’. There is overcapacity in the 
production of aftermarket parts and consolidation is underway. This has already seen plant 
closures and ADF implied that more would be likely: “from an aftermarket perspective, it is 
difficult to identify any real positive prospect for future growth in the UK production of 
[aftermarket] vehicle components”.67 The ADF noted the increasing volume of aftermarket 
parts being imported to the UK from countries such as Turkey, where labour costs are 
relatively low and skill levels increasing. 

44. The automotive components sector is a difficult market to operate in. There is 
considerable pressure from the vehicle manufacturers to both innovate and to reduce 
costs on a continuing basis. Margins are tight, yet investment is clearly required: our 
evidence suggests that those companies that do not focus on high value added products 
will find it hard to survive. Yet it is important that the UK retains, and, indeed, grows 
its automotive supply base. With vehicle manufacturers purchasing entire systems and 
passing an increased amount of the burden for R&D on to their suppliers, an increasing 
proportion of the value added of the car is accounted for by its components. This is a 
trend that is likely to continue with developments such as telematics. Consequently, it 
is vital that Government and industry representatives continue to collaborate to boost 
skills and investment in the sector. 

 
66 Para 27, above 
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5 Europe and the Euro 

The Euro 

45. The automotive industry in the UK is thoroughly integrated into a wider European 
market: domestic production is reliant on exports, primarily to mainland Europe, and the 
domestic market is served by imports, again, mostly from the Continent. Vehicle 
manufacturers are multi-national conglomerates who view Europe, rather than the UK, as 
the market and who make decisions on production accordingly. And, as noted in Chapter 
4, UK vehicle production is itself increasingly reliant on components sourced from the 
Eurozone and beyond.68 

46. With this European integration of the industry, it is of little surprise that exchange rates 
have been of constant concern for the industry; this would be the case even without the 
continued debate about Britain’s adoption of the Euro. In a globalised industry reliant on 
imported components and exports of the finished product, changes in exchange rates can 
have a serious impact on costs and revenues. 

47. When our predecessor Committee looked at this area in 2001, the high value of Sterling 
against the Euro was a particular matter of concern, as it was making British-produced 
vehicles exported to the Eurozone expensive. The relative rise in the value of the Euro in 
the intervening period has improved the situation, though Toyota said they would prefer it 
higher still—around €1.38 to the pound.69 However, our witnesses emphasised that it was 
the uncertainty created by exchange rate fluctuation, rather than just the rate itself, that was 
problematic.70 The desire for more stability underlies the industry’s general support for UK 
Euro membership. However, our witnesses stressed that the rate of entry is significant, and 
should only be at a level that does not disadvantage the UK against the rest of the 
Eurozone. 

48. Ms Sarah Chambers of the Department of Trade and Industry conceded that the UK 
vehicle manufacturers were disadvantaged by not being part of the Eurozone: “I think the 
stability argument is a very important one. Most of these companies are planning over very 
long timescales and being a very competitive industry it is a very small profit margin that 
most of them are working on, so fluctuations in currency are deeply significant to them”.71 

49. In the meantime vehicle manufacturers in the UK have taken various steps to reduce 
their vulnerability to exchange rate fluctuation. At least some of the competitive 
disadvantage deriving from exchange rates has been absorbed by the UK vehicle 
manufacturers’ superior productivity.72 This does, of course, mean that the UK is not 
gaining the full benefits of its greater efficiency in vehicle production. Furthermore, as 
noted in Chapter 4, whilst vehicle assembly is noted for its productivity, a large number of 
suppliers, particularly SMEs, are less efficient and will therefore feel the impact of 
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unfavourable exchange rates more heavily. Whilst the vehicle manufacturers are able to 
overcome at least some of the disadvantage from exchange rates, small component firms 
will be less able to do this. 

50. A serious threat to the UK supply sector is caused by the practice of sourcing 
components from the Eurozone to protect against currency fluctuations. By replacing UK-
manufactured components with components produced in countries that are members of 
the Euro, vehicle manufacturers can hedge against changes in the relative value of the two 
currencies.73  

51. Some of the vehicle manufacturers have sought to offset their exposure to exchange 
rate changes by conducting business with their suppliers in Euros. A key plank in Toyota’s 
‘survival plan’ has been requiring its suppliers to invoice in Euros. Toyota rejected the 
suggestion that they were merely passing on their risk to their suppliers as they were not 
specifying the rate at which they quoted; it was up to the suppliers to choose the 
appropriate Sterling/Euro rate. However, given the extremely competitive nature of the 
supply sector, there will be pressure to quote as low a rate as possible, leaving little margin 
for changes in exchange rate. Consequently, it is probable that this policy does pass on the 
risk of exchange rate fluctuation to the supply chain. 

52. There can be little doubt that non-membership of the Euro has created difficulties 
for the UK automotive sector. Initially, the high value of Sterling against the Euro 
meant that UK exports were particularly expensive. With the value of the Euro having 
appreciated against Sterling in the intervening period, the rate of the two currencies is 
less of a concern now. Whilst the vehicle manufacturers would mostly prefer the value 
of the Euro to be higher still, the issue of predictability is of greater concern at the 
moment; exchange rate fluctuations can significantly reduce margins, which are 
already tight.74 Whilst large vehicle manufacturers and tier 1 suppliers may be better 
equipped to cope with these fluctuations than smaller companies further down the 
supply chain, it is an issue for even the biggest manufacturers: marginal returns on 
small cars are themselves small and absolute profit is dependent on high sales. Where 
the margins are so tight, exchange rate fluctuations can have a serious impact on overall 
profitability.75 

53. The issue of Euro membership should not be held solely responsible for the difficulties 
of the components manufacturers. As Professor Rhys noted, “The problems facing the UK 
components sector are not all due to exchange rate issues, though they can intensify them. 
The basic efficiency of too many component companies is insufficient, the size of 
operations is too small, investment in all areas has been deficient and of course commercial 
advantage may mean buying abroad”.76 

54. Many UK vehicle manufacturers trade with areas that are not part of the Eurozone: 
many are heavily dependent on the US market, for instance. Moreover, there is no 
guarantee that the Euro will prove a more stable currency than Sterling. Nonetheless, the 
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Sterling/Euro exchange rate is one more variable that adds uncertainty. Furthermore, the 
industry’s desire for Euro membership is primarily motivated by cost considerations rather 
than revenue: the manufacturers want to be able to predict production costs as accurately 
as possible. Consequently, even those manufacturers whose primary market was not the 
Eurozone believed that they could gain from Euro membership: “Frankly, if we could nail 
one of those [currencies] to do a five year business plan against that volatility it would be 
an advantage. Manufacturing margins are pretty slim and if you are making between 3 and 
5% you are doing quite well. When you can get a 15 to 18% movement, as we have seen, in 
50% of your revenue, it makes five year business plans a hopeless dream”.77 

EU Expansion 

55. The industry’s preference for building close to market means that significant vehicle 
production is currently unlikely to shift from the UK to low cost economies such as 
India or China. Companies that have production facilities in the UK are increasingly 
involved in these markets, frequently through joint ventures with indigenous 
companies. But we were told that these are generally to gain access to markets that are 
anticipated to grow substantially in coming years. Vehicle production in these locations 
is not aimed at producing cars for export back into Europe and the UK.78 

56. There are of course exceptions to this. PVH has a deal with the Indian company, Tata, 
to produce the City Rover. This vehicle has been produced for European markets, but PVH 
told us that this would not affect their plans to continue production of other models in the 
UK at their Longbridge plant.79 But with established markets reaching their limit for 
incremental growth, companies are looking to markets with greater potential. 

57. A number of markets in Asia, notably China, are clearly attracting the interest of 
automotive manufacturers. But Eastern Europe is also an area where significant growth is 
predicted and a number of these countries have recently become members of the European 
Union. Given that they have well established industrial production and substantially lower 
wage levels than the UK, and that many manufacturers based in the UK already have 
production facilities there, we were concerned whether, as well as providing opportunities 
for vehicle sales, they now also provide a threat to continued UK vehicle production. 

58. The SMMT presented the accession of new members to the EU primarily as an 
opportunity rather than a threat for the UK automotive sector. With the UK industry so 
dependent on exports to the EU, its enlargement means a larger market into which to sell. 
They did also acknowledge that “there is always a risk that industry can migrate to other 
markets, and it would be fatuous…not to underline that point”.80 However, they remained 
confident that the UK was a sufficiently competitive venue to maintain production in the 
face of the challenge from these economies: “Yes, there is a risk of migration, I do not 
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belittle or deny it, but we do have a strong track record and I think it is strong enough to 
resist some of that migration”.81 

59. Professor Rhys also thought that the risk of large scale relocation of automotive 
production from the UK to the accession countries was limited. He noted that the 
preparations for EU expansion had been in place for some time, so the automotive 
industry was already well integrated by the accession date.82 Furthermore, he predicted that 
the wage advantage of these countries would swiftly be eliminated—already, manufacturers 
were looking further East, at countries like Belarus and Ukraine.83 The Department agreed: 
“I do not think the impact of the accession…will be particularly revolutionary, I think we 
have already seen quite a lot of impact on us”. 84 However, there might be a threat resulting 
from a downturn which left companies with substantial excess capacity. If plants needed to 
be closed under these circumstances, companies might be reluctant to close their new, 
modern plant in Eastern Europe having invested so heavily in them.85 

60. The vehicle manufacturers acknowledged that EU expansion entailed tougher 
competition but were mostly relatively confident that no mass migration of production was 
imminent.86 Nonetheless UK plants had already lost work—Toyota UK had failed to secure 
the production of a new diesel engine, which would be made in Poland instead.87  

61. It seems that UK production is unlikely to migrate to the accession countries in the 
short term. Car companies work on an international basis and have been investing 
heavily in the accession countries for some time so there seems little prospect of an 
immediate ‘shock’ to UK vehicle production. However, the recent investment in 
production capacity in the new EU members will inevitably intensify competition 
between EU members for future investment in manufacturing and increase the 
competitive pressure on the UK. 
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6 Vehicle Sales and Servicing 

Sales 

62. When our predecessor Committee looked at vehicle retailing, it was concerned that UK 
consumers were paying too much for their vehicles. Whilst there were mitigating factors, 
such as the UK tax system and the different specifications required for UK cars, the 
Committee concluded that the distribution arrangements were primarily responsible for 
consumers paying more for cars in the UK than in other EU countries.88 

63. Since that Report was published, the trend in car prices in the UK has been downwards, 
which has brought them more closely into line with the rest of the EU; the Retail Motor 
Industry Federation (RMI) estimated falls in the region of 10%.89 This is highlighted by the 
demise of the practice of parallel importing from other EU countries into the UK which 
was popular when the price differential was greater. Parallel importing gave rise to the 
paradoxical situation where UK-built cars which were exported to the EU, were then 
reimported to the UK. The RMI said that price reductions had seen the practice fall to 
negligible levels.90 

64. The price reductions have seen UK car sales grow strongly. In 2003, 2.58 million cars 
were sold, a 0.6% rise on 2002, itself a record year. 2003 has been the third successive 
record year. 

65. As well as the increased competition from the grey market of parallel imports, the RMI 
attributed the fall in prices to the impact of the Supply of New Cars Order 2000 and the 
revisions made to the block exemption rules. The Supply of New Cars Order limited the 
vehicle manufacturers’ practice of pre-registering cars to give the impression of discounts, 
rather than publishing a lower list price. It also required the extension of fleet offers to the 
domestic consumer.91 The block exemption rules were singled out in our predecessor 
Committee’s Report as being “inherently anti-competitive” and unjustifiable.92 The control 
over the sales network which the original block exemption rules allowed the vehicle 
manufacturers has been loosened by revisions that took effect in October 2003. 

66. However, the RMI suggested that the vehicle manufacturers were still able largely to 
determine the retail price of their vehicles. Whilst not engaging in explicit price setting, the 
control that vehicle manufacturers retain over dealers’ margins means that, in reality, they 
can still exercise considerable control over retail prices. The dealers have a margin of 
around 10% with which to deal and make a profit. In practice, they would normally retain 
only 2 or 3%.93 
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67. RMI noted that fleet purchasers are able to buy vehicles at a very substantial discount. 
Given that fleet purchases are very large, it is unsurprising that generous discounts are 
available. However, it seems that these discounts are considerably in excess of those offered 
to even the largest dealers, despite the fact that these dealers may be placing even larger 
orders. In fact it was suggested that the vehicle manufacturers are seeking to recoup some 
of the value of the fleet discounts from sales to the domestic market—in other words, 
individual consumers are subsidising fleet purchases. 94  

68. Car prices have fallen since this issue was last considered by our predecessor 
Committee. However, it seems clear that there is still scope for individual consumers to 
pay less for their cars. If the discounts offered to fleet purchasers were not as large, the 
margins with which dealers could trade with individual customers would not be as slim. 
We can see no reason why the discounts offered to fleet purchasers should be greater 
than those offered to any other bulk buyer such as a large retailer. The consolidation in 
the car retailing market was pointed out to us, though we were told that at the moment 
individual consumers could expect little benefit from this.95 If bulk purchases by dealers 
were discounted in a similar way to fleet purchases of a similar size, consumers might 
see some benefit from this consolidation. At the moment that does not appear to be the 
case. Under these circumstances we would recommend that the Office of Fair Trading 
re-examine this area. 

Servicing 

69. As well as retailing, the revision of the block exemption rules was supposed to improve 
competition in the servicing of cars by opening up the market beyond the franchised 
dealers. There are also requirements on the vehicle manufacturers to make information 
about parts available to improve competition in the provision of aftermarket spares. At the 
moment, the impact of the block exemption revisions seems to have been limited. 

70. The cost of servicing cars in the UK remains higher than in either France or Germany. 
The Consumers’ Association (CA) estimate that, once relative wages are taken into 
account, the UK is 50% more expensive than France, and 40% more expensive than 
Germany.96 Neither is the quality of servicing particularly good: “Mechanics routinely miss 
out basic safety checks, charge for work they haven’t done, and recommend unnecessary 
repairs”.97 

71. Whilst the block exemption revision was supposed to break the ‘sales-and-service’ link 
with franchised dealers, we were told that the effect had been limited. With tight margins 
in selling cars, franchised dealers have sought to recoup money through servicing. The 
Competition Commission suggested that their gross margins on sales of new cars were 
4.6%, 21.1% on spare parts, and 60% on workshop hours. Inevitably franchised dealers are 
considerably more expensive than independent garages—the Office of Fair Trading (OFT) 
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gives the average price as £199 and £116, respectively—but with no apparent difference in 
the quality of service received.98 

72. Vehicle manufacturers can now give independent garages ‘Authorised Repairer’ status. 
However, the criteria that have to be met to achieve this status are so high as to seriously 
restrict the number of garages who are able or willing to achieve it. ADF suggested that it 
would require £30,000 of investment to meet Citroen’s criteria for authorised repairer 
status.99 Furthermore, criteria such as dedicated servicing areas for specific brands of 
vehicle, mean that achieving Authorised Repairer status will effectively restrict the number 
of different brands which a garage that has achieved the status can service. Some vehicle 
manufacturers have set lower criteria, presumably in order to encourage Authorised 
Repairers to fill gaps in their service network. This would seem to indicate that the level 
of investment required by those that have set them higher is a barrier to entry, perhaps 
in order to compensate their franchised dealers, rather than a genuine requirement for 
being able to service their vehicle properly.100 We fail to see, for instance, how specifying 
the type of carpet tiles required in the reception areas can be judged to impact on the 
quality of servicing and repair that a garage offers.101 

73. It also seems that the market for aftermarket spares is being limited by the difficulty 
in accessing the technical specifications of the cars. According to the RMI, information is 
available, but at a cost, and in an unstandardised manner. The levels of training required to 
understand the information varies considerably—even the name used for the same part 
varies between manufacturers.102 This is significant as the independent garages generally 
rely on independent aftermarket products, rather than sourcing them from the vehicle 
manufacturer.103 

74. It seems that the aim of creating greater competition in the market for servicing and 
repairing cars is having limited impact. Authorised repairer status has failed to provide 
independent competition to the franchised networks and prices are considerably higher 
here than in comparable countries. The Government and the trade associations have 
launched the CarWise scheme which pledges to give a better deal to consumers in the 
servicing of cars.  

75. Standards of training of technicians are important and, as cars become increasingly 
technologically sophisticated, will become more so. We were therefore pleased to hear that 
the RMI is negotiating with the Institute of the Motor Industry to establish a technicians 
registration scheme, aimed at ensuring minimum standards of technical expertise.104 

76. The standards that, it is hoped, the CarWise scheme will introduce are to be 
welcomed. If it sets minimum standards for both the level of training that technicians 
have and for their conduct then it will be beneficial for consumers both in terms of 
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ensuring a minimum level of skills and promoting competition. However, this will not 
address the shortcomings with the Authorised Repairer status discussed above nor the 
need for franchised dealers to try to cross-subsidise their car sales from their servicing 
and repair work. The car market is clearly highly competitive and sales margins are 
tight. However, we see no reason why consumers should suffer restrictive practices in 
the servicing and repair of their cars. We believe that some of the conditions imposed 
on those wishing to become Authorised Repairers are anti-competitive, and we 
recommend that the Office of Fair Trading (OFT) investigate these practices. 
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7 Government Support 
77. With the sector dominated by large multinational companies, Government’s ability to 
give direct support to the industry is constrained by EU state aid rules. Nonetheless, the 
Government has been working with industry in a variety of ways. These are listed in the 
DTI’s written submission.105 We discuss some of the most significant initiatives here. 

78. The AIGT was an innovative review of the automotive industry in the UK, its strengths 
and weaknesses, and the areas where Government intervention might help. The approach 
of bringing industry representatives, academic experts and other stakeholders together 
with Government to review strengths and weakness and identify areas to be addressed has 
evidently been considered a success by the DTI as IGTs have subsequently been launched 
in a number of other industries. 

Research & Development 

79. The AIGT identified several areas where Government action would help. We have 
already discussed the skills issue and how the Automotive Academy emerged from one of 
the AIGT’s recommendations.106 The AIGT also argued that Research and Development 
(R&D) was fundamental to the continued success of the UK automotive sector, but this 
again is an area where the UK has been considered to be underperforming.107 The SMMT 
described the investment in R&D as “worryingly low”.108 

80. Since its introduction in 1997, the Foresight Programme has been the flagship vehicle 
for promoting innovation through commercialisation. It has provided matched 
Government funding to encourage collaboration between industry and academia. Since 
1997 it has funded more than 100 projects, and also, in 1992, produced a ‘roadmap’ 
identifying key areas for future research. Foresight was criticised by the AIGT for funding 
too much blue skies research without clear application, for lacking focus, and for being 
inadequately commercially oriented.109 In 2003 the SMMT took over the management of 
the programme from the National Engineering Laboratory. It is to be hoped that this will 
give it the commercial focus that it was considered to be lacking.  

81. As well as the Automotive Academy, the Government has also adopted the AIGT’s 
proposals for two Automotive Centres of Excellence. One of the Centres is focussing on 
low carbon and fuel cell technology, and the other on telematics and sustainable mobility. 
These Centres are intended to “identify gaps in existing knowledge and practice, establish 
integrated solutions, demonstrate how existing technology and knowledge can be 
industrialised, identify and bring in new players, and become leading knowledge transfer 
bodies for the automotive and supply base industries”.110 With industry input, it is hoped 
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that the Centres of Excellence can successfully commercialise research in these key 
areas. We are, however, concerned at the apparent delays in establishing them. The 
announcement of their location is now overdue and the SMMT told us that, whilst 
progress was being made, “a kick up the backside” for those involved was required.111 

82. One of the Centres of Excellence is devoted to new, cleaner fuel technologies, which 
highlights the emphasis being given to this area across the globe. It is clearly important that 
the UK establish itself at the forefront of the next generation of fuel technology and, with 
its strength in engine production, it should be in a good position to do so. One area of 
concern, however, is the balance that needs to be struck in research funding between a 
‘technology-neutral’ approach and providing leadership to encourage research. Toyota told 
us that they were keen to see a technology-neutral approach to research on new fuel 
technology, with the onus being placed on standards rather than particular means to 
achieve them.112 The danger with such a strategy, however, is that it allows uncertainty over 
which of the myriad new technologies will become successful. Under such circumstances, 
research in all technologies is jeopardised. In California, considerable investment is being 
put into the creation of a ‘Hydrogen Highway’ with a view to directing research and 
promoting the take-up of hydrogen cell technology. It may be too early for the 
Government to back a specific technology but leadership may ultimately be required in 
order to stimulate the roll-out of the infrastructure required to make cleaner fuel cars 
commercially viable. 

83. It is also important that research is not excessively concentrated on alternative fuels. 
The internal combustion engine will continue to be the means of powering the majority 
of cars for the foreseeable future. Considerable improvements have been made and will 
continue to be made in the environmental and economic efficiency of such engines—
both petrol and, especially, diesel—so it is important that research in this area is not 
neglected by the UK. Again we were made aware of the potential of the UK’s 
performance engineering and motorsports sectors in developing more environmentally 
efficient propulsion systems. 

Regulation 

84. In the automotive industry, as in so many others that we have looked at, the issue of 
regulation has been a source of complaint. Whilst regulation per se is not necessarily 
dismissed as a bad thing, the complaint has been about the volume of new regulations 
emanating from the European Commission (EC). The managing director of Toyota UK 
told us: “If you take regulations individually, they are sensible and very much in line with 
our philosophy of how we operate—our ethics. The analogy I use is that it is like a brick: I 
can pick up a brick, examine it and say ‘how am I going to use this?’; but when they come 
one after another it is a wall and now I have got to get over this wall. That is much more 
difficult”.113 Ford called for a better balance to be struck between environmental, social and 
economic aspects of regulation.114 
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85. The countervailing argument is that, whilst regulations are frequently an irritant for 
those working in the industry, they have played a central role in driving improvements in 
engine efficiency that have reduced emissions, as well as in the area of safety for both 
passengers and pedestrians. There is little doubt that regulations do impose extra costs on 
vehicle manufacturers. However, we were not convinced that Ford’s assertion that the 
cumulative per vehicle cost of EU regulations of $5000 is accurate, given the relatively low 
price of cars.115 Furthermore, a number of regulations that were highlighted to us as 
problematic, such as the Working Time Directive or the Emissions Trading Scheme, are 
not peculiar to the automotive industry. Regarding emissions, there is a regulatory drive to 
lower emissions in both Europe and North America which will affect all manufacturers 
who produce or import into these markets. However, given the increasing concentration of 
UK production on larger, faster, or luxury cars such as Jaguars and Land Rover, the impact 
on UK manufacturing could be greater than elsewhere. For environmental reasons, it is 
unlikely that the pace of such regulations will ease. Promoting investment in R&D to 
maximise opportunities for Britain to get the competitive advantage in producing the 
technologies to meet these challenges is therefore crucial. It is important that the 
Government plays an active role in supporting this and does not allow either national 
or European bureaucracy to inhibit such support being given. 

86. What seems to be causing as much anguish as the number of EC regulations is their 
interpretation and implementation in the UK. The suspicion amongst those operating in 
the UK is that EC regulations are interpreted overly strictly, ‘gold-plated’, or introduced 
earlier than in other member countries. With these other countries making greater use of 
any scope for interpretation, UK-based operations are, it is claimed, put at a 
disadvantage.116 It was acknowledged that much of the evidence for this was anecdotal, 
though the Emissions Trading Scheme was one example that was mentioned.117 This is 
obviously a concern as, if true, then companies operating in the UK are being placed at a 
disadvantage. We have also been presented with anecdotal evidence that EC regulations on 
government procurement policies are interpreted rather more inflexibly in the UK than in 
some places, to the detriment of firms manufacturing vehicles in the UK.118 All 
Government departments and agencies should examine their own methods to satisfy 
themselves that they are not operating procurement rules too inflexibly and that they 
take full account of the importance of their own role in promoting and safeguarding 
the UK manufacturing base. 

87. Preventing new regulations from Europe is not within the competence of this or any 
other individual Government. The Department has sought to help industry cope with new 
regulations via its VIPER119 programme, which aims to provide an ‘early warning system’ 
by monitoring and anticipating the thrust of new regulations before they emerge.120 
However, the Department is responsible for the manner in which regulations are 

 
115 App 4, para 36. PwC estimated the global average per unit cost of vehicle production to be $4,311: 

PricewaterhouseCoopers The Second Automotive Century (2000), p.11 
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118 Qq 77–80 (TGWU)  
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implemented. UK-based firms should not be disadvantaged by the way in which 
regulations are interpreted and implemented. A central plank of the Government’s 
policy on Europe should be to ensure the consistent implementation of regulations 
throughout member countries. In this context, we note the recent statements by 
Ministers of their intention to scrutinise the National Allocation Plans of other 
Member States in relation to the European Union Emissions Trading Scheme and to 
raise any doubts about insufficiently rigorous proposals in such plans with the 
European Commission. We also urge any company with evidence that other Member 
States are not playing by the rules on regulation to bring this evidence formally to the 
attention of the Commission—otherwise there will be no action to rectify the situation. 
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Conclusions and recommendations 

UK Vehicle Production 

1. The UK is still a competitive place to make vehicles, but, regardless of this, individual 
plants may still close. However, the risk of this will be reduced, and the prospects of 
continued investment in the remaining plant will be maximised, if constraints on 
competitiveness are identified and minimised. Whilst the UK is acknowledged to be 
a good venue for automotive production, our witnesses identified a number of areas 
of concern in the course of our inquiry. (Paragraph 22) 

Migration of Production 

2. The industry’s preference for building close to market means that significant vehicle 
production is currently unlikely to shift from the UK to low-cost economies such as 
India or China. Companies that have production facilities in the UK are increasingly 
involved in these markets, frequently through joint ventures with indigenous 
companies. But we were told that these are generally to gain access to markets that 
are anticipated to grow substantially in coming years. Vehicle production in these 
locations is not aimed at producing cars for export back into Europe and the UK. 
(Paragraph 55) 

3. It seems that UK production is unlikely to migrate to the EU accession countries in 
the short term. Car companies work on an international basis and have been 
investing heavily in the accession countries for some time so there seems little 
prospect of an immediate ‘shock’ to UK vehicle production. However, there will 
inevitably be more intensification of competition between EU members, old and 
new, for future investment in manufacturing and this will increase the competitive 
pressure on the UK. (Paragraph 61) 

Components Sector 

4. The automotive components sector is a difficult market to operate in. There is 
considerable pressure from the vehicle manufacturers to both innovate and to reduce 
costs on a continuing basis. Margins are tight, yet investment is clearly required: our 
evidence suggests that those companies that do not focus on high value added 
products will find it hard to survive. Yet it is important that the UK retains, and, 
indeed, grows its automotive supply base. With vehicle manufacturers purchasing 
entire systems and passing an increased amount of the burden for R&D on to their 
suppliers, an increasing proportion of the value added of the car is accounted for by 
its components. This is a trend that is likely to continue with developments such as 
telematics. Consequently, it is vital that Government and industry representatives 
continue to collaborate to boost skills and investment in the sector. (Paragraph 44) 
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Skills 

5. Unless the UK is seen to have solved the basic skills problem rapidly, the 
comparative advantage enjoyed by our competitors may be a significant factor in 
decisions by companies on where to locate production. (Paragraph 29) 

6. We are pleased to see that the issue of skills is being taken seriously by both industry 
and Government. The Automotive Academy is an innovative solution to the 
problem in an industry where processes are increasingly high-tech and innovation 
and adaptability are crucial and where persistent skills shortages could threaten the 
UK’s continued success. As well as the involvement and support from Government 
and unions, it is encouraging that, in an intensely competitive industry, the 
individual companies have been able to collaborate, as they have done in the 
Industry Forum, in establishing the Automotive Academy. With skills a problem 
throughout the industry and with a shared interest in improving the situation, 
collective effort would seem to have the best chance of success. (Paragraph 28) 

Regulation 

7. UK-based firms should not be disadvantaged by the way in which regulations are 
interpreted and implemented. A central plank of the Government’s policy on Europe 
should be to ensure the consistent implementation of regulations throughout 
member countries. In this context, we note the recent statements by Ministers of 
their intention to scrutinise the National Allocation Plans of other Member States in 
relation to the European Union Emissions Trading Scheme and to raise any doubts 
about insufficiently rigorous proposals in such plans with the European 
Commission. We also urge any company with evidence that other Member States are 
not playing by the rules on regulation to bring this evidence formally to the attention 
of the Commission—otherwise there will be no action to rectify the situation. 
(Paragraph 87) 

8. For environmental reasons, it is unlikely that the pace of regulations affecting the 
automotive industry will ease. Promoting investment in R&D to maximise 
opportunities for Britain to get the competitive advantage in producing the 
technologies to meet these challenges is therefore crucial. It is important that the 
Government plays an active role in supporting this and does not allow either 
national or European bureaucracy to inhibit such support being given. (Paragraph 
85) 

R&D 

9. Research and Development is fundamental to the continued success of the UK 
automotive sector, but we heard concerns that the UK is falling behind its 
competitors. With industry input, it is hoped that the Centres of Excellence can 
successfully commercialise research in the key areas of low carbon and fuel cell 
technology and telematics and sustainable mobility. We are, however, concerned at 
the apparent delays in establishing the centres. The announcement of their location 
is now overdue and the SMMT told us that, whilst progress was being made, “a kick 
up the backside” for those involved was required. (Paragraph 81) 
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10. It may be too early for the Government to back a specific cleaner fuel technology but 
leadership may ultimately be required in order to stimulate the roll-out of the 
infrastructure required to make cleaner fuel cars commercially viable. (Paragraph 82) 

11. It is also important that research is not excessively concentrated on alternative fuels. 
The internal combustion engine will continue to be the means of powering the 
majority of cars for the foreseeable future. Considerable improvements have been 
made and will continue to be made in the environmental and economic efficiency of 
such engines—both petrol and, especially, diesel—so it is important that research in 
this area is not neglected by the UK. Again we were made aware of the potential of 
the UK’s performance engineering and motorsports sectors in developing more 
environmentally efficient propulsion systems. (Paragraph 83) 

The Euro 

12. There can be little doubt that non-membership of the Euro has created difficulties 
for the UK automotive sector. Initially, the high value of Sterling against the Euro 
meant that UK exports were particularly expensive. With the value of the Euro 
having appreciated against Sterling in the intervening period, the rate of the two 
currencies is less of a concern now. Whilst the vehicle manufacturers would mostly 
prefer the value of the Euro to be higher still, the issue of predictability is of greater 
concern at the moment; exchange rate fluctuations can significantly reduce margins, 
which are already tight. Whilst large vehicle manufacturers and tier 1 suppliers may 
be better equipped to cope with these fluctuations than smaller companies further 
down the supply chain, it is an issue for even the biggest manufacturers. (Paragraph 
52) 

Government procurement 

13. All Government departments and agencies should examine their own methods to 
satisfy themselves that they are not operating procurement rules too inflexibly and 
that they take full account of the importance of their own role in promoting and 
safeguarding the UK manufacturing base. (Paragraph 86) 

MG Rover 

14. We were assured that MG Rover’s proposed joint ventures and its investment in 
plant abroad would not impact detrimentally on the prospects for future production 
at Longbridge. For example, Mr Towers assured us that production of the Rover 75 
would continue at Longbridge, even if negotiations to acquire a plant in Poland are 
successful. (Paragraph 18) 

15. Some press reports have suggested that PVH has little interest in continuing 
production at Longbridge and that MG Rover is being starved of funds to the benefit 
of the owners of PVH.  We found no evidence to suggest that its owners have any 
intention other than trying to compete as best they can.  The fact is, however, that 
both the history of MG Rover and its continuing role as the only UK-owned 
manufacturer mean that its affairs are likely to remain in the spotlight of public 
attention. We are also conscious that the trade unions and others have expressed 
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concerns about some of the decisions that the PVH directors have made, including 
the scale of the benefits awarded. It is important that PVH finds ways of 
transparently promoting good governance, to dispel any doubts about the way in 
which its assets could be used in the future and to underline that sustainable car 
production at Longbridge remains its core focus. We therefore welcome Mr Towers’ 
commitment to introduce a covenanting arrangement and/or appoint independent 
representation on the PVH board by the end of the year. (Paragraphs  15, 18, 19 and 
20) 

Car prices and the Consumer 

16. Car prices have fallen since this issue was last considered by our predecessor 
Committee. However, it seems clear that there is still scope for individual consumers 
to pay less for their cars. If the discounts offered to fleet purchasers were not as large, 
the margins with which dealers could trade with individual customers would not be 
as slim. We can see no reason why the discounts offered to fleet purchasers should be 
greater than those offered to any other bulk buyer such as a large retailer. There has 
been consolidation in the car retailing market. If bulk purchases by dealers were 
discounted in a similar way to fleet purchases of a similar size, consumers might 
benefit from this consolidation. At the moment that does not appear to be the case. 
Under these circumstances we would recommend that the Office of Fair Trading re-
examine this area. (Paragraph 68) 

Servicing and Repair 

17. It seems that the aim of creating greater competition in the market for servicing and 
repairing cars is having limited impact. Vehicle manufacturers can now give 
independent garages ‘Authorised Repairer’ Status.  However, the criteria set by the 
manufacturers to achieve this status vary widely, with some manufacturers effectively 
requiring investment of tens of thousands of pounds. Others have set significantly 
easier criteria. This would seem to indicate that the level of investment required by 
those that have set them higher is a barrier to entry rather than a genuine 
requirement for being able to service their vehicle properly. We fail to see, for 
instance, how specifying the type of carpet tiles required in the reception areas can 
have any impact on the quality of servicing and repair that a garage offers. 
(Paragraphs 72 and 74) 

18. It also seems that the market for aftermarket spares is being limited by the difficulty 
in accessing the technical specifications of the cars.  (Paragraph 73) 

19. The CarWise scheme is to be welcomed. If it sets standards for both the level of 
training that technicians have and for their conduct then it will be beneficial for 
consumers both in terms of ensuring a minimum level of skills and promoting 
competition. However, this will not address the shortcomings with the Authorised 
Repairer status discussed above nor the need for franchised dealers to try to cross-
subsidise their car sales from their servicing and repair work. (Paragraph 76) 

20. The car market is clearly highly competitive and sales margins are tight. However, we 
see no reason why consumers should suffer restrictive practices in the servicing and 
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repair of their cars. We believe that some of the conditions imposed on those wishing 
to become Authorised Repairers are anti-competitive, and we recommend that the 
Office of Fair Trading (OFT) investigate these practices. (Paragraph 76) 
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Tuesday 20 July 2004  

Members present: 

Mr Martin O’Neill, in the Chair 

Mr Roger Berry 
Mr Richard Burden 

Mr Lindsay Hoyle 
Ms Judy Mallaber 

Mr Michael Clapham Linda Perham 
Mr Nigel Evans Sir Robert Smith 

 

The Committee deliberated. 

Draft Report (UK Automotive Industry in 2004), proposed by the Chairman, brought up 
and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 87 read and agreed to. 

Summary read and agreed to. 

Resolved, That the Report be the Eighth Report of the Committee to the House. 

Ordered, That the Chairman do make the Report to the House. 

Ordered, That the provisions of Standing Order No. 134 (Select Committees (reports) be 
applied to the Report. 

Several papers were ordered to be appended to the Minutes of Evidence. 

Ordered, That the Appendices to the Minutes of Evidence taken before the Committee be 
reported to the House.—(The Chairman.) 

[Adjourned till Tuesday 7 September at half past Three o’clock. 
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Oral evidence

Taken before the Trade and Industry Committee

on Tuesday 9 March 2004

Members present:

Mr Martin O’Neill, in the Chair

Mr Roger Berry Mr Lindsay Hoyle
Richard Burden Judy Mallaber
Mr Michael Clapham Linda Perham
Mr Jonathan Djanogly Sir Robert Smith

Witnesses: Mr Christopher Macgowan, Chief Executive, Mr Paul Everitt, Head of Communications,
Economics and Policy, andMr Graham Broome, Chief Executive, Industry Forum, the Society of Motor
Manufacturers and Traders Limited, examined.

Q1Chairman:Good afternoon,MrMacgowan.Can closed and all sorts of good things have been going
I welcome you here once again. It is some years since on in the meantime, but, you are right, they were
you were here last, but that, as much as anything, headline “closures”.
was the reason why we decided to return to the
subject. Because sometimes committees like ours are

Q2 Chairman: I think the point was that at that timeaccused of ambulance-chasing, if that is the
they were being closed for the purposes of carappropriate expression. Certainly, we are going in,
assembly, and perhaps the point you were makinglooking at it and just leaving the issue. We felt that
was that the car assembly business in the UK is stillthere had been a number of changes over the last two
quite robust and resilient. I think that the supplyor three years and that it would be useful to discuss
chains which feed them, and in which I suppose youwith you and your colleagues and interested
have an interest aswell, I am never quite sure towhatstakeholders what the state of play was. We are
extent you have more than, as it were, informal linksmindful of the time on the last occasion we started—
with that part of the industry. Maybe you could putI think we were going to look at Longbridge, and
your part of the car industry in context with thefollowing the potential closure of Longbridge—then
supply chain and see whether the restoration ofwe had the closure of Dagenham and thereafter the
assembly numbers would be along the same lines asannouncement of the closure of Luton.We hope our
the supply chain?inquiry will not have that eVect on this occasion, but

that was more accidental than anything else. One of MrMacgowan:Wehave an absolute commitment to
the problems which remain with us is overcapacity. the entire manufacturing process. Indeed, I have
I realise that, to an extent, it is not quite as big a with me my colleague, Graham Broome, who is the
problem as it was, in the UK, but it is still a global Chief Executive of SMMT Industry Forum, who is
problem.Given the global nature of the car industry, involved specifically in some of those supply chain
do you think that the UK’s automotive industry is issues. If you do not mind, I will ask him to make a
likely to shrink much further? What is the mood, if contribution.
you can tell us, please? Mr Broome: To add to Christopher’s point, we are
Mr Macgowan: I think the mood is that we have heartened by the volumes which we are seeing being
been through our most diYcult years and things manufactured in the UK, and naturally it gives an
definitely seem to be stabilising. You are right to added advantage where we have got close proximity
reflect on some of those closures, which you so we have got some logistical benefits for the supply
mentioned in your opening remarks, but of course it chain. I think we have seen some very, very
is worth noting that we are now back up to a impressive steps up in the productivity and
production level of about 1.65million vehicles a year competitiveness performance at all levels of the
in the UK. I think the view is that we have stabilised supply chain, so we are in a lot healthier condition—
at that level and we are starting to build up again. but certainly not complacent—compared with the
Yes, we have been through a diYcult time. As last time that Christopher came before this
regards overcapacity specifically, volumes in theUK Committee.
are increasing again, and really it just goes to prove Chairman: Thank you.
that you need to be able to demonstrate that the UK
is indeed a good place to be building vehicles, thatwe

Q3 Mr Hoyle: What you are saying is that 1.65are competitive and that we can fight our way in the
million cars are being produced in the UK, that isworld. I think that is what has happened since the
fantastic, but is that complete cars or is that wherelast time I appeared before your Committee. Also, of
we tinker a bit with the headlights, or swap the boot,course, it is worth saying that, in actual fact, Luton

is far from being closed, Dagenham is far from being or something? What are we talking about, is it
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complete or badging with cars? I am never quite domestic suppliers, absolutely that is the case. Our
sure, and I am sure the Committee would sooner best opportunity in those markets really is through
know where it stands. our component manufacturing business, the
MrMacgowan:Let me be very clear to you. It is 1.65 opportunity to set up businesses in both China and
million vehicles, so it is cars and light commercial India and to provide vehicles from the UK which
vehicles and heavy commercial vehicles, to be very are suited to those markets, but, fundamentally,
precise. those markets will be supplied locally, by local

manufacturers. Our opportunity is in the areas of
things like technology transfer, there is some of thatQ4 Mr Hoyle: It is everything?
going on already, and at the SMMTwe are involvedMr Macgowan: Yes, but the overwhelming
in introducingUK companies to Chinese companiespercentage, in fact, is cars, and those are cars which
and forming joint ventures and making certain thatare assembled, built, here in the United Kingdom.
we are involved in that way as well. There areThey do not refer to the kind of exercise that you are
opportunities in those markets, it is absolutely thetalking about, where a bit of last-minute tinkering is
case.done and then the vehicle is sold on, that is not what

we are talking about. We are talking about real,
genuine production, we are talking about the

Q8 Linda Perham: I am sorry, I am not quite surevehicles which are built at Nissan, in Sunderland,
what you mean by domestic suppliers. I am talkingToyota, Honda, fully-fledged production. It is very
about the possibility of setting up large plants for theinteresting tome, because I have been in the industry
main manufacturers in those countries?for many a long year, but if you were to go back in
MrMacgowan:Again, I will ask Paul to throw sometime, to the so-called halcyon days of the industry,
light on that.back in the sixties, I think we were building about
Mr Everitt: Essentially, what we are seeing is that1.6/1.7 million complete cars then. Okay, there were
these are growth markets, the level of demand forsome other vehicles as well but, frankly speaking, we
new vehicles in those markets has been very smallare back to those kinds of volumes, whereas many
and is now growing. A number of the global vehiclepeople would make the observation that, in some
manufacturers are looking to take advantage of thatway, we have sort of shrunk dramatically from those
growth by setting up plants in those markets. Thedays. We are back almost to those sorts of levels.
demand will be met predominantly from plants
which are established in those markets. It is unlikelyQ5 Mr Hoyle: As you include wagons, vans and
to take production from perhaps the UK andeverything, what is the diVerence between, say, the
transplant it into somewhere like India or China,last time we had these conversations, three years
certainly not at this particular time anyway. It isago, and now, in pure car production?
much more likely that there are opportunities, asMr Macgowan: The figures have been just gently
those markets liberalise and as their economiesinching forward since we were last together. The car
grow, that there is potential for UK and European-production figure, I would have to come back to you
based vehicles to be sold into those markets.on a specific car figure, but the overall vehicle

production is there at 1.65, and I guess about three
years ago probably it was 1.45–1.5. Q9 Linda Perham: In fact, contrary to what we were

saying, and the Chairman’s first question was about
Q6 Mr Hoyle:Was that all-car or all-vehicle? the automotive sector being bound to shrink,
MrMacgowan: Paul may have some statistics which actually you see possibilities, and China and India
will help. have got huge populations, there is a real chance that
Mr Everitt: Actually, in 1999, which perhaps was the industry could expand globally?
just before some of the diYculties which hit the Mr Macgowan: Yes, that is absolutely right, but it
industry, we produced 1.7 million cars, solely cars, will not be expansion in the conventional way. I put
whichwas about the highest level since the very early it to you, it will be expansion through technology
1970s. Obviously, because of the closures at transfer, it will be expansion by introducing
Dagenham and Luton, we drifted down in 2000–01 companies which are in theUK to partners in China,
to around 1.45 million cars and since then we have and there have been some famous examples already
moved up to about 1.65 million cars in 2003. Our where this is starting to take place. I think that is
forecasts on car production are around the same where the opportunities for UK industry really stem
level and drifting up, again, to about the 1.7 from, because we do have this unrivalled reputation
million level. in the UK for our technical ability, our ability to

handle projects around the world. I think that is
Q7 Linda Perham: With the main expanding what we are good at and we are seeing evidence of
markets seeming to be places like China and India, some of that coming to fruition.
are companies likely to move nearer to those areas
so that they are closer to the new markets?

Q10 Chairman: We kind of missed the boat withMr Macgowan: You are absolutely right that, of
China, insofar as, at the moment, in China, you lookcourse, those are what you might call the glamour
around and if you are going to get run over bymarkets, at the present moment, the markets which
anything it is going to be a VW rather than a bicycle,are showing huge growth. As far as we are

concerned, those markets will be supplied by their at some time?
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MrMacgowan:Absolutely, that is right, and Iwould Q15 Mr Djanogly: Is that happening?
Mr Macgowan: It is starting to happen, yes.not wish, in any way, to describe to the Committee

a situation anything other than the fact that those
manufacturers who have been there for many Q16 Mr Djanogly: Can you give any examples?
years—and you mentioned Volkswagen, which is Mr Macgowan: For instance, the other day, our
a very good example, certainly they have the colleagues from the Korean Hyundai struck up a
advantage of that vision and being there first. All the deal with one of those accedingmembers, and we are
time in the background there are companies like involved very closely with the supply of components
GKN, like Pilkington, who have been operating to that factory. It is there, it is happening and it is
with Chinese partners formany a long year, and that good news.
is where our area of expertise lies.

Q17 Sir Robert Smith: Can I just clarify though, in
terms of the growing challenge, when you assembleQ11 Mr Djanogly: If I can stay on that one, briefly,
finally near to the market, is Eastern Europe nearChairman. We know, from various surveys, that
enough to the UK market to mean that assemblyalmost all manufacturers are looking at the relative
could shift from here to Eastern Europe, if thecosts of manufacturing in the Far East, and you did
economics dictated that?not go quite so far as to say why cars should not be
Mr Macgowan: I think that the UK has establishedmanufactured in the Far East. Is it the costs of
itself over a number of years as being a very, verytransporting them here?
good place to manufacture product and I think thatMrMacgowan: The plain truth is that we operate in
needs to be said time and time again. I always takea global industry, as you know only too well, and
every opportunity I can to remind the Governmentthere is a strong argument for building reasonably
of the day that this is an industry that we shouldclose to market. Therefore, it is becoming less likely
cherish and nurture, and, those manufacturers thatthat vehicles are being transported enormously long
we have here, we should be looking after theirdistances and people are tending to build closer to
interests andmaking certain that it is as successful asmarket, which is why, for instance, Volkswagen
it possibly can be. Of course, there is always the riskhave a plant in China, as domany others. That is the
that industry can migrate to other markets, and itway the industry is going and I think that will be the
would be fatuous for me not to underline that point,way we will see it progressing for the next few years.
and indeed I want to underline that point to
illustrate the fact that we need to nurture that which

Q12 Mr Djanogly: Looking a bit closer to home, we have got. Mercifully, our current investors are
what impact do you think the expansion of the extremely happy, by and large, with what they find
European Union eastwards will have on the here in the UK. It is no accident that, for instance,
domestic market? just to name a couple of examples, Nissan, in
Mr Macgowan: I think it is the most wonderful Sunderland, Toyota, in Burnaston, indeed the
opportunity, because we have got these additional Packard, the American-owned Leyland truck plant,
Member States joining us from May onwards and are among some of the most productive factories in
this means that, essentially, we will have a much the world, and there are many other examples, but
bigger domestic market than we had the day before. they are all here in the UK. Yes, there is a risk of
This is a fantastic opportunity for us and I think it is migration, I do not belittle that or deny it, but we do
perceived as very, very good news. have a strong track record and I think it is strong

enough for us to resist some of that migration.

Q13 Mr Djanogly:We are only a few months away
Q18 Mr Clapham: Before I come to the exchangefrom it happening. Do you think the industry has
rates, can I ask, in terms of what you have just saidprepared itself for those opportunities?
about the Eastern and Southern European markets,Mr Macgowan: Yes, I think so. I have been visiting
whether we are transferring technology into thosethe countries which are about to accede to the
markets as well as the Far Eastern markets? WhatEuropean Union to see what kind of condition they
kind of shape is that taking, is it joint ventures,are in, in terms of some of the regulations that we
working with larger companies which are there, withhave, and they all want to get very, very heavily
university input?involved immediately, and our colleagues here in the
Mr Macgowan: By and large, the technologyUK likewise. I think that the timetable is well
transfer is to the markets such as India and China,understood and there is a great opportunity for
that is our focus, by and large, that is where theexpansion, yes.
emphasis is. Yes, there is some technology transfer,
very often, through the world of academia, many of
the universities, as you know, have arrangementsQ14 Mr Djanogly: Which is, what, building cars
with one another, we are seeing some of that. Theout there?
overwhelming direction is towards China and India.MrMacgowan: In some instances, it is a question of

doing better in some of those markets with those
vehicles that we build here in the UK, but again it is Q19Mr Clapham: Can I come to the exchange rates
the formation of joint ventures with manufacturing then. In your submission, you highlighted the
businesses in those countries as well, so it is a two- detrimental impact that exchange rates could have,

but, of course, we have seen recently the pound/europronged attack.
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improvements, whilst, at the same time, on the other Q22 Mr Hoyle: It seems strange, there is an empty
plant in Poland, is there not, and nobody has takenside of the score, there has been a worsening of the
that up, apart from Rover looking at it, but that ispound/dollar exchange rate. Do you still favour
another matter? Can I take you on to the big issueearly entrance into the euro?
last time, that was rip-oV Britain and the rip-oV carMr Macgowan: I think our members, the members
prices, and obviously it was about the blockof this great industry of ours, are interested
exemption. What impact has the removal of theprimarily in exchange rate stability. Again, if I may,
block exemption had in the case of market share,MrChairman, I will ask Paul to pick up on this point
either at home or abroad?What has been said is thatparticularly.
the margins are back up now and the cars are beingMr Everitt: I think the key is, we have argued very
produced, but what you did not say was how muchstrongly for stability and a competitive rate, and
of the market share we have got. Has it reduced,clearly everyone has benefited from the weakening
because there are more people buying new cars?of sterling against the euro, certainly over the course
Mr Macgowan: I am pleased to report that theof the last 18 months, two years. It is slightly on the
market in the UK has gone from strength toturn again now. I think, predominantly, that has
strength. We are now the second largest market inbenefited certainly the component suppliers, because
Europe. We are sitting at about 2.5 million new carsthey have been under a lot of cost pressures. As you
each year and we are one of the few markets inwould expect, the euro is a diYcult issue for any
Europe actually which are rising. Many of the othertrade association. I think it would be fair to say that
European markets, sadly, actually are declining. Asmost of the global vehicle manufacturers and
regards block exemption, it has had a number ofcomponent suppliers would prefer to see the UK
eVects. Most of them, we are still learning what thewithin the euro because they believe that would
eVects are; frankly, it is too early to say. Certainly,reduce risks and uncertainties associated with
on the retail side, it is the case that there are someexchange rate fluctuations, but that is not a signs of consolidation taking place, we have haduniversal view. consolidation amongst manufacturers. Funnily
enough, there is some evidence to suggest that
consolidation is taking place and that some dealersQ20 Mr Clapham: Given that view, obviously you
are buying each other, and there is some enthusiasmmust have looked at the impact that going into the
for that. Actually, that may not work out in theeurozone is likely to have on firms which market
interests of the way block exemption was scriptedoutside the eurozone. Is that something you have
originally. As regards the market as a whole, it islooked at, do you have a view on that?
remaining very, very strong, but I am sure youMrEveritt:One of the big things, I guess, and one of
understand fully that about 70% of that which wethe benefits that we have seen in the UK, certainly
build in the UK is sold outside the UK and aboutover the course of the last four or five years, is the
70% of what is sold in the UK is imported, and thatnumber of vehicle manufacturers now producing in
is a function of a truly global market. That hasthe UK who are specifically targeting the US and
shifted a little bit since we were together three yearsindeed other global markets. In the main, I think
ago, but not greatly.that, whilst it is a concern, and rates and fluctuations

are a concern, the focus of their concern is on the
Q23MrHoyle:Obviously, we have seen prices comecost base rather than from where they gain their
down. What about servicing charges, are theyrevenue. Clearly it has an impact, but I think they
coming down now?feel more comfortable being able to balance the
Mr Macgowan: You are right, the prices have comerevenue risks in some of those other markets. As I
down and that is well documented by the OYce ofsay, their focus really is on their cost base, which is
National Statistics. Servicing charges, I do not havevery diYcult with the currency fluctuations against
any figures to hand. I am going to refer to mythe euro, and very often because there are
colleagues as to whether we have figures to hand incompetitor plants elsewhere in Europe to the ones
that sector.which operate in the UK.
Mr Everitt: I do not think we will have seen service
charges coming down generally, across not just the
automotive sector but the rest of the economy. In theQ21 Mr Hoyle: Just to touch on a point you made
service sector overall, costs have been rising farearlier, the Hyundai plant, if the UK was so good,
higher than in manufacturing, so we will have seenwhy do you think we lost out in getting the Hyundai
servicing costs increase generally but probably at aplant in the UK?
level no greater than general prices.Mr Macgowan: I think that it is diYcult ever to

imagine you are going to be able to sweep up all the
investors into the UK. There is history involved. Q24 Mr Hoyle: Do you believe still, and there was
There is a perception at the moment that, some of an article, I think it was in one of the Sunday papers,
the Eastern bloc countries, they are about to accede which said, rip-oV Britain still exists even though
into the European Union, they do oVer the kinds of prices have dropped? It did some comparisons to say
labour rates, they do oVer the kind of flexibility, and are we really still getting a fair price, if you takeLand
it is a tough call for us, and that was not one which Rover, I think that is a good example, whether it is
was going to come to the UK. I regret it bitterly, but the Discovery. I wonder if you have any views on

that?I have to live with that.
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MrMacgowan: Yes, I do. I remember when the rip- Motorsport Industry Association provide the
secretariat. Can I return to the components industry.oV Britain campaign was at its height how very

diYcult it was to explain to anybody who was We can come on perhaps to what is being done to
improve things in the component industry, but firstprepared to listen that there were a number of

factors involved. I think what we have seen over the of all can we identify what you think is the problem?
The amount of components which are sourcedlast three years is that prices in the United Kingdom

have come down demonstrably. I think that the locally, the percentage of cars manufactured in the
UK which have got components produced in thestatistics are very clear, and I am sure they have had

some bearing on the health of the UKmarket. I have UK, is considerably lower than it was 20 years ago.
Why do you think that is?What is the problem, howto say to you that, as long as in Europe we have this

enormously diVerent tax regime and for as long as much of it is cost and howmuch of it is other things?
Mr Broome: The fact is that global purchasing nowwe have in Europe cars being taxed in an entirely

diVerent way fromalmost any other product you can is the normal pattern of behaviour. Twenty years
ago there was very much a localised approach to thethink of, wewill continue to see these variations. The

number of variations has plummeted, and the sourcing pattern. In that time, there has been a
massive restructuring of the supply base, farnumber of private imports has plummeted, so

clearly the pricing thing hasworked.Youwill always fewer direct suppliers into the VMs (vehicle
manufacturers), and with that rationalisationhave some exceptions. In answer to your

fundamental question, consumers know that the activity then a look outside of the UK, because, as
a matter of course now, people are purchasing on aUK now is the best place to buy a car and they are

demonstrating that in great numbers, and that is global basis and the comparisons are very, very
transparent. That, I think, is at the heart of the issue.why the figures are going up. You will always get, I

am sure that I will always be able to quote to the Twenty years ago, to your point, it would not have
entered many of the purchasing departments’Chairman, and vice versa, the exceptions, but it is a

far less varied picture than it was three or four processes to have been shopping around the world,
but now it is and the new technology, such asyears ago.
the Internet, only promotes, encourages and
accelerates that.Q25 Mr Hoyle: I have just noticed you said there

were a number of factors and peoplewould not listen
to you. Maybe it was as well they did not listen to Q29 Richard Burden: Is there, potentially, a bit of a
you because the price has dropped? conflict between, on the one hand, the industry—
Mr Macgowan: That is right, yes. and manufacturers stress the need for developing

long-term partnerships with components
suppliers—and, at the same time, because of theirQ26 Chairman:Do you think then that the forecasts

of doom and gloom that you were giving us three wish to source globally and to look globally, to keep
components suppliers dangling on a bit of a thread,years ago, the impending end of western civilisation

as we know it, maybe that was a wee bit of an where their business could go fairly quickly? Is there
that conflict, and how do you think that could beexaggeration?

MrMacgowan: I would never, ever, dream, even for addressed?
Mr Broome: I think in the high-tech componentsone moment, of making any criticism of the

Chairman of this Committee, but I think, with then long-term deals are the way, because people are
making big investments in the product developmentrespect, that is a slightly selective recall of what I

said. and the process development by which those
products are made. If you are in the commodity end,
of low switching costs, easily sourced, no ‘barriers toQ27 Chairman: It is not inaccurate. The bits that I
entry’ products, then, yes, life gets very, veryhave selected were pretty accurate at the time?
diYcult, and I think that is why it places a greatMrMacgowan:Certainly, it was a very diYcult time
emphasis on ourmanufacturers today being globallyfor us. There were a number of factors that we were
competitive in their quality, cost and delivery ofvery, very worried about. In the event, the UK
serial supply. Of even greater importance is that theyGovernment and the UK economy have remained
are looking to the future and making sure that theyincredibly stable through this period. One of the
have some good, embedded technology, and thatthings that manufacturers want more than anything
they are, as we often use the expression, getting intoelse is economic stability, and that they have had and
the high value-add products. In that way, suchthat they have seen. We have had new products
manufacturers are not left, if there are low switchingbeing introduced, we have got exciting cars for
costs, as you put it, dangling on the end of a piecepeople to buy, and you are quite right, mercifully,
of string.some of our fears were not realised.

Chairman: We will wait to see if the good doctor
Brown gets a Nobel Laureate equivalent from the Q30Richard Burden: Is there anymore you think the
British motorcar industry, but I think that may be manufacturers could do to nurture the components
rather long term in realisation. industry here in the UK?

Mr Broome: It is heartening to see the number of
manufacturers which are embarking upon fullQ28 Richard Burden: I had better put an interest on

the record, to start oVwith, that I chair the All-Party supply chain development. I think, as you know,
Richard, through some of theDTI schemes, recentlyMotor Group, for which the SMMT and the
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we have been putting investment behind ensuring condition. Do you have any evidence of the
that we have got people looking to improve the dependence of the German or French car industries
competitiveness throughout the chain, and it takes a on supply chains which extend outwith national
lot of investment and eVort on the part of everybody, boundaries, in terms of components, and things like
from vehicle-maker, right the way through. When that? Do you have evidence of that?
we look at the total costs, as I mentioned earlier on, Mr Macgowan: My hunch is that those countries
there are many logistical, and therefore cost, benefits with a strong, local-owned industry tend to have
to people shopping and purchasing closer to home, their supply chain close to home. I think, frankly, we
and the more that we can do to build those national are ahead of the game. That is where we used to be
supply chain group activities the better it will be for 20 years ago and we have moved on from there. I
the UK component industry. think the answer to your question is that our supply

chain stretches far further than I suspect do the
supply chains in some of the other markets. PaulQ31 Richard Burden: What do you think are the
looks after our economics area and, if I may, I willrespective roles of the industry as a whole, I suppose,
bring him in on this point as well.yourselves, as a kind of trade group within the

industry, and ofGovernment and of firms within the Mr Everitt: As Christopher mentioned, things are
industry, to try to create that virtuous circle you are changing. If you look at every major vehicle
talking about? What actually needs to happen? manufacturer operating globally, in the course of the
Mr Broome: I think the way in which manufacturers last two or three years each of them has announced
have put eVort into things, such as our own and re-announced cost-reduction programmes.
organisation, with Industry Forum, where Inevitably, in that process, no company can aVord to
everybody is trying to get a common set of measures keep on board companies and suppliers which do
and build up a capable, competent bunch of not deliver to the standards which are required, and
individuals who can go out and provide practical, increasingly there is a focus on cost, which means
hands-on assistance to getting the QCD that choices are beingmade across the board. I think
performances up, that is a good example of things it is not just in the UK where the sourcing patterns
done. The DTI’s pump-prime funding, which was are changing. I think that the big challenge is in
provided for that, was very helpful. Equally, what trying to identify what is going to happen, what are
we should recognise is, that is at the national level. the products and product innovations which need to
Regionally, what we are seeing now is more and bemade so that you secure, in the component supply
more regional schemes. Youwill be familiar yourself chain, some of the intellectual property and being
with the activities in the West Midlands, with the the providers of care rather than the providers of
Accelerate Programme, which is of many years’ commodity parts, because in that market there willstanding now. In the North East there is the NEPA always be someone cheaper than you.programme, which is putting regional funding also

Mr Macgowan: I think, as well, the old-stylebehind encouraging companies at all levels of the
national boundaries almost had to be abandoned. Isupply chain to carry out practical activities, to
will give you, if I may, just one, very brief example.boost their skill base and provide people who
There aremany other similar examples, but I happenactually can cope in this more demanding
to highlight just one. There is a very talented groupenvironment. I think it has to be aligned.
of people working for General Motors in Luton,Mr Macgowan: Since we were last together, Mr
who have basically a central purchasing role. I met aChairman, the Prime Minister formed the
young man from that particular department theAutomotive Innovation and Growth Team, which
other day, who is buying seats for various diVerentspawned seven recommendations, whether it is the
General Motors factories around Europe from aAutomotive Academy, the reorganisation of the
variety of suppliers across the whole of Europe.Foresight Vehicle Programme, a better way for
National boundaries do not come into it, basically itGovernment to work with a sector such as ours. As
is a global sourcing exercise, and I think we areyou know, the concept of an Innovation and
ahead of the game in the UK in understanding that.Growth Team has spread indeed to several other

sectors as well, notably the chemicals sector. I think
there is a role for Government, in answer to your
question, just to be a broker of best practice. The Q33 Sir Robert Smith: Can we come on to some of
industry can do an awful lot of it itself, but I think the concerns you have raised, and particularly the
theGovernment does need to be proactive inmaking concern about regulation and the burdens that
some of this happen and delivering messages back to places on the industry. You have mentioned in
those boardrooms in Detroit and Tokyo, etc., that there, obviously, this final product regulation,
the UK is serious about the future of the motor manufacturing process, marketing and sales, all
industry. Frankly, whilst it is not often I am praising diVerent areas which face regulation. Presumably, in
the Government, I think the Government has made terms of competitiveness of manufacturing in the
a step change in that relationship and it is noticed UK, it would be the manufacturing process where
outside the UK. the regulation would be distorting, because,

presumably, final product marketing and sales
would hit anyone else from outside the UK alsoQ32 Chairman: On this question of outside of the
trying to access our market?UK, the outsourcing of the supply chain, if I can put

it that way, often is assumed to be only a UK MrMacgowan: Again, if I may, I will bring in Paul.
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Mr Everitt: I think there are a number of areas. so, clearly, one of the issues that we are pursuing is
trying to ensure that the Pension Protection FundFairly recently, a number of representatives of the

European motor industry paid a visit to the and the levy imposed is at a minimum level.
President of the Commission to raise with him the
whole question of regulation within the European Q37 Sir Robert Smith: Presumably, you would want
Union, which is posing a problem and creates a to see the funds based on a risk assessment, rather
competitive disadvantage for those within the EU. than a plan?
Specifically in the UK, yes, predominantly it is on Mr Everitt: Very much so.
the product and on the product processes, but there
are layers of issues. Really it is about an Q38 Sir Robert Smith: I suppose, the one devil’s
interpretation. In many of the pieces of legislation, advocate question, and someone from the
Member States have a degree of licence in terms of Government can come back, is that, if the UK is
how they interpret, and clearly that can have a more of a challenge regulatorily, how come Nissan
significant impact on the competitive situation. For is so high-flying when it is based in the UK rather
us, there is just the volume. If you can imagine that than in mainland Europe?
across all of those areas, I can think of at least three Mr Everitt: It assumes that everything stays as it is.
or four in each of those sections which are current, Essentially, what we are trying to do when people
which are going through the legislative process now. raise these issues is, in order to ensure that the
We have a monitoring system which we run jointly manufacturing and the output stays as it is—
with Government, and we stop at 30 pieces of whether it be Nissan or any of the other
regulation, on the grounds that there are lots more companies—the model turnover is much quicker
beyond 30 but you cannot focus and you cannot than it was once, so a model normally would be
prioritise on that basis. Whilst one is the volume, about five years, there will be a new model which
two, it is the interpretation then in the UK and its comes into each of our plants. We are in internal
implementation. competition with the other plants within the various

VM groups, all of the time, to secure additional
Q34 Sir Robert Smith: Can I just clarify that. I want investment, or the new model, or the new
to pin that down. Presumably, surely, anyone investment, so ensuring that the regime in which
supplying the UK market is going to be faced with they are operating is as competitive as the other
the same product burden, whether they are plants is terribly important. It is an ongoing war of
importing or manufacturing here? attrition, essentially, that everyone is faced with,
Mr Everitt: Yes. because plans are already being made for what will

happen in three and four and five years’ time, and so
the sentiment, if you like, when investments areQ35 Sir Robert Smith: You highlight two examples
made is terribly important.of gold-plating: the Solvent Emissions Directive and

the Emissions Trading Scheme. Do you have other
examples in themanufacturing process wheremaybe Q39 Judy Mallaber: Despite policies like R&D tax
the Government have gone faster than the EU? credits, in your evidence you point out that R&D
Mr Everitt: There is a range. In not all areas is it a spend is still worryingly low, and you give some
question of faster, but again it is how things are statistics showing how we do worse than the EU
interpreted and the speed at which they are doing it. average, and particularly worse than America. Is
There is the whole question of Integrated Pollution that a serious threat to the continuing success of
Prevention and Control, which is a huge piece of the sector?
legislation, and there are various elements which are Mr Everitt:We think that, in the kind of world we
brought in at diVerent times. Certainly, the have described, where it is product innovation and
relationship between the industry and the regulating high-value manufacturing which will secure the
authorities in the UK is very diYcult. That is a sector longer term then, yes, R&D, and expenditure
significant batch within that. on it, is very important. If you look at the big vehicle

manufacturers, I do not think we believe those are
the people, there are some who are investing alreadyQ36 Sir Robert Smith:Do you have any examples of
in the UK and do work in the UK, but it is veryUK-generated regulation in areas which are not in
important for the components supply industry thatthe EU competence?
they invest more and look to improve the productsMr Everitt: In the main, obviously, regulation tends
that they are oVering. That is the area we areto be European for our sector, so that is the main
focusing on mainly.focus. At a UK level, it will tend to be the tax

environment. A particular concern for the sector at
the moment is the whole question of the new Q40 Judy Mallaber: Is it the responsibility of the

industry itself to remedy matters, or are there areasPensions Bill and the creation of the Pension
Protection Fund. Again, as an industry, we provide where you think Government should be doing more

than it is at present?final salary pensions, and I think the industry
generally takes a responsible view and sees that as Mr Everitt: Certainly, as an industry, we welcome

the R&D tax credits, and particularly the recentone of the big benefits it oVers to its employees.
Clearly, though, anything that adds cost to the UK confirmation of the broader interpretation, so that

development and a range of other things comeand feeds directly into the bottom line on
manufacturing operations is a cause of concern, and within those terms. I think that is a good thing and
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that will have an impact. The biggest challenge we make the most of research expertise in British
face is that many of the companies we are looking at universities and linking that together with what the
in the component supply chain are relatively small, industry needs for the future?
and they do not have necessarily all of the skills MrMacgowan: Yes, I think there is some work that
and wherewithal to go about creating R&D could be encouraged, and I will ask my colleague,
programmes. I think there is still a role for Graham, to step into that, on some of the work that
Government alongside the industry itself in trying to is being done.
communicate what is available and howwe go about Mr Broome: I think, very much, Richard, with the
it. We are fortunate within the SMMT that within Automotive Academy, what we are trying to ensure
our membership we have also a whole range of is that actually we are making all the linkages which
design engineering and consultants who tie up are appropriate. As I am sure everyone is aware, this
companies, who, because of the relationships we is a very complex situation. Universities move at a
have within the SMMT, are able to build contacts, great rate of knots, so do the companies, so we see it
provide information, and that kind of thing. There as a very, very important issue that actually we bring
is still a culture gap, if you like, which needs to be the supply and the demand sides closer together. I
closed, about when money is available the first thing think it is a pretty good success story but there is a
on people’s minds is not necessarily to use that lot more yet to be done on that.
money to invest in new products. Mr Macgowan: There are some famous examples,

with which you are familiar. The Ford experience
Q41 JudyMallaber:What can be done about it, and with Loughborough University is best practice by
is it up to you and the industry, or are there specific anybody’s standards. The Toyota experience with
recommendations you would like us to be making to Nottingham Trent would be best practice. I guess
Government or any other agencies? Jaguar’s experience with Coventry would be best
Mr Macgowan: Certainly I think that you have a practice. There is some good stuV around. Frankly
very good model in place with something known as we need more examples and more of it.
the Foresight Vehicle Programme, which does help
in this process, so there is something in place. I think
we would like to see more of it, I think we would like Q45 Richard Burden: Are you satisfied with theto see that economic climate enabling more of that

mechanisms that are being developed to spreadto be delivered, but, fundamentally, it is down to the
those kinds of best practice, whether it is theindustry to encourage those companies which, as
Automotive Academy or other things?Paul said, are not well equipped to do it. It is down
Mr Macgowan: No, I think it is too cumbersome, itto us to encourage them, but the financial, economic
is just complicated and cumbersome, and we wouldframework needs to be there for that to happen.
like to have some simplification.Once again, it is a partnership thing between

Government and the industry.

Q46 Richard Burden: How could it be simplified?Q42 Judy Mallaber: Are there any particular
MrMacgowan: I think it comes down to the dreadedrecommendations you would like us to be making
subject of money. I think, if it were possible forwhich would assist in that?
companies to be given some form of incentive toMr Macgowan: The Foresight Vehicle Programme,
spearhead these arrangements, that would be very,as I say, is up and running and it is proven. I think
very helpful. At the moment, it is an extremelywe would welcome very much the Committee giving
expensive operation and it is an enormous act ofthought to whether or not the Foresight Vehicle
faith long term that you are going to see theProgramme should be ramped up, in terms of the
payback, and the examples I have given are run bysize and the scale of the work that it does. It would
companies which do see that payback. I think itbe inappropriate for me to be seen to be lobbying the
would be (a) simplification, or (b) a tax break orCommittee, but I think that would be something
cash, to enable us, as an industry, to do more of it.that we would welcome being looked at.
Mr Everitt: I think the situation at the moment
is somewhat clouded, but the DTI have beenQ43 Judy Mallaber: Is not that what you are here
conducting and recently have published theirfor?
Innovation Strategy. They are due to publishMr Everitt: Also, under the AIGT report, there are
shortly, I think, their Technology Strategy. Atwo, what are termed, “centres of excellence” being
number of the relationships have had to be putdeveloped, one for telematics and one for fuel cell
slightly on hold while this review goes on and, to aand low carbon technology. Whilst they are
certain extent, we are still waiting to see quite howdeveloping, shall we say, they are not moving along

at the speed at which we had thought originally the changes will impact on the relationships which
perhaps they might. exist already and how the direction may change as a
Mr Macgowan: A kick up the backside in that area consequence. It is an area which is slightly in
perhaps would be helpful. transition, basically, so it is quite diYcult to say.

Clearly, we are not where wewere three or four years
ago, but the direction of how Government is goingQ44 Richard Burden: This follows on a bit from that
to intervene, with the money and resources that itquestion really. Do you feel there is any more that

could be done particularly to try to harness and has, is not yet clear.
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Q47 Richard Burden: I am struggling just a bit to mean there was an opportunity for the UK to catch
up and to create its own competitive advantage,know exactly what needs to be simplified. I

understand that, in a sense, youwouldwish formore not necessarily in producing fuel cells but in
the technologies that you would require tomoney, that is one of the areas to be expected, but is

it the procedure for applying for a hundred tax commercialise the fuel cells. It might be how it fits
into a vehicle, some of the refuelling technology,credits that needs simplifying?

MrEveritt:We are still trying to get experience on it. there is a whole range of opportunities, because
there is going to be this fundamental, significant shiftThe key area is that many of the sources of grants,

and even within Foresight, which is presented very in technology, whereas if we could focus suYcient
attention on it then there would be spin-oV benefitsmuch as a programme and actually it takes money

from three or four diVerent sources, much of the for the UK and to provide competitive advantage.
That is very much the focus of the Low Carbonfunding for this, whilst rightly it is supposed to

ensure that what you are doing is pre-competitive, Vehicle Partnership, which was one of the spin-oVs
of theGovernment’s FutureVehicles strategies, I ambut very often it is so pre-competitive, in order to get

the funding, that actually it is not five years away sorry, I am getting confused, there have been so
many diVerent reports. I think the Governmentfrom being something that would be in a vehicle or

developed, it is 20 and 25. Those kinds of rules, understands what it needs to do and we are seeing
things being put into place. Inevitably, there iswhich stipulate that you cannot do something which

might have a payback within a reasonable period, always an argument that they should be doing it
faster andmoremoney should be spent, but there areare ones which deter companies from putting their

money into those kinds of collaborative ventures. If always going to be limits.
it has got a payback and they know it has got a
payback they will do it themselves. If it has got to be Q50 Mr Berry:What more should the industry do?
so far ahead of the market then probably they will Mr Everitt: In a global market, it is not easy to say
not bother. we should do what is right for the UK. I think all the

people who work in the UK, the global vehicle
manufacturers and the component suppliers, wantQ48 Richard Burden: The motorsport industry has

been recognised recently as having been both quite to secure competitive advantage for theUK, but that
means you have to spend money, and persuadingan important industry and quite a catalytic industry

in the UK. Do you feel enough is being done, in your global bosses that you should increase
investment in the UK in specific areas is not an easyterms of developing links between, if I can put it this

way, mainstream automotive and the motorsport task. What we are embarked upon is a longer-term
process about demonstrating that the UK is a goodindustry?

MrMacgowan: I think there are some opportunities. place for the industry, first and foremost; and that
the environment, in terms of the regulatoryMembers of the Committee will know that many of

the Formula 1 teams are still based here in the UK, environment and tax environment for the vehicles in
the UK, is an attractive one, so that the UK isand that is the tip of the iceberg. There is a great deal

more motorsport going on also here in the UK. I perceived to be the launch market for new
developments and new technologies, which, in turn,suppose it does have the glamour, it is the glamorous

end of the industry. Certainly, there are some gives us an opportunity. We have a degree of
specialism in some of the development and engineopportunities and we are looking at those at the

present moment. There are some opportunities, and testing work, and over time you attract more and
more investment into those areas which you arewe hope to exploit some of them. I would say that,

in essence, the best opportunities are in the whole good at, which builds up a centre of excellence or a
recognition across the world that this is a placearea of technology and development, and we get

back very much into some of the areas which my where this type of work is good to do.
MrMacgowan: Put another way, at the moment wecolleague mentioned just now. It is a great prize that

we have got in the UK and we would like to use it have got an unrivalled reputation in existing
technology in the UK and that is in the engine area.more.
There are very few other markets around the world
where there is as much technology, research andQ49 Mr Berry: On technology, in your written
development going on, on the engine side of life,submission you referred to R&D on low carbon and
and, indeed, as many diVerent engines plants, andfuel cell technologies, and so on. Is the Government
that has got critical mass and you see it being justdoing enough to ensure that the UK is at the
added to and added to and added to. A quick trip upforefront in developments like that?
the A13 to Ford at Dagenham demonstrates that. InMr Everitt: I think it would be diYcult to say, if you
a way, that is what we would like to see startare looking at fuel cells, that somewhere in theUK is
happening in other technologies.going to become the centre for fuel cell development,

when, if you look at the States or Canada, they have
been pursuing programmes quite actively over a Q51 Mr Berry: That is because there is already a

critical mass there. To paraphrase Mr Everitt, helong period of time. When we reviewed this during
part of the AIGT process, one of the reasons why seemed to be saying, really, clearly this is a global

industry, clearly other people are engaged in R&D,there was a big focus on low carbon and fuel cells
and why we wanted a centre of excellence was that there is no obvious reason, in the short term, why the

UK industry should put too much money in thisthese were suYciently far away from the market to
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area, clearly it is a matter for public policy, almost. Mr Everitt: We have already got within the UK a
number of programmes which are being run whichIf the Government wants to put money into more
encourage R&D and demonstration projects, andR&D for low carbon and fuel cell technologies, fine,
various diVerent vehicle manufacturers are involvedthat is based on a decision that activity should take
in those. It is not like there is not anything there andplace in the UK, that is a matter for Government.
that they are participating, it is a question that toYou are saying almost that is the reason why the
succeed long term you have to ramp up that level ofindustry believes it should be Government money
investment, and similarly to draw the componentsrather than industrymoneywhich is going into those
suppliers into those projects. It is a long-termareas. Is that a fair summary of what you said?
strategy.MrEveritt:That was not the impression I was trying

to give. I do not think I was trying to suggest that it
should be Government that puts in the money. I Q53MrDjanogly: Is this an area where you feel that
think, inevitably, it is a question of how you go the European Union is pushing the industry along,
about attracting more of the global investment to any extent, or what?
which goes into R&D to be made into the UK, and Mr Everitt: The European Union always appears to
you are not going to be in a situation where today be looking to regulate in some way, which means
there is not any and tomorrow there is going to be inevitably that we have to develop more technology
loads because you have done one or two things. It is rather more quickly than ideally we would like.

Particularly looking at hydrogen, there are a numbera long-term process, which says that we do have
of European level schemes, or projects, but at theexcellence in the UK, both in manufacturing and in
moment I think they are all of the “gazing into theengine technology, in particular.We knowwhere the
future, wondering what it all means” variety, ratherfuture is going to be, because we are looking at it, it
than being focused on specific areas of technology oris going to be a lower carbon future and might
on specific projects.possibly be a fuel cell future. What we should be

trying to do is ensure that we are building the
expertise in those areas in the UK, so that we have a Q54Mr Djanogly: Some UK car plants are amongst
better chance of winning some of the global the most productive in the world, but they tend to be
investment from those areas. Japanese-owned. What could be done to improve
Mr Macgowan: A good example really is what productivity amongst the others?
happened on Friday of last week, where Corus, MrMacgowan: I agree with you that the perception

is that some of the most productive plants areformerly British Steel, Corus Automotive, elected to
Japanese-owned, but I think I have to say, in defencemove their development and engineering centre into
of any of the other plants who are also up there, theyWarwick University. In so doing, it believes that it is
are not all Japanese-owned. The Japanese have angoing to gain critical mass from that decision and
unrivalled history and we welcome them and whatalso, if the economic climate is right, it will attract
they do is fantastic, but I mentioned earlier thatadditional projects. That is the spirit of what we are
there are other plants which are absolutely at the topsaying to you. The climate has got to be right, but
of the tree. What a huge credit it is to Ford/Jaguarultimately it is the industry that puts in the money,
that, at their last report, it is up there with the mostnot the Government.
productive plant, I think Ford said last week it is
their single most productive car plant in the world.

Q52 Mr Djanogly: If global traders do not want to Really, in the UK, we know how to do it, we know
put money into national projects, are you suggesting how to host these plants, we know how to get the
then that the impetus for bringing on this technology most out of them. It is the case that the way was led
should come from a multinational government by our Japanese colleagues and that is a huge plaudit
approach? Are you saying that not enough is being for them, but it is not only the Japanese plants now.
done, or would you agree that if more was done on
a multinational government approach then the Q55 Sir Robert Smith: Do the Japanese find that
industry might respond more than it has? their plants here are more productive sometimes
Mr Macgowan: We have got some fine, fine than the ones back in Japan?
universities, doing some fine, fine work, as I said, MrMacgowan:Yes.One of the best days I had in the
much of it in conjunction with the global last year was when I was invited by Toyota
corporations in our industry. We just want to see Burnaston to witness the first Burnaston-built
more of it being attracted into the UK. I hope I am Avensis cars being shipped back to the domestic
not going to be a hostage to fortune, I do not think market in Japan, a huge credit to the workforce and
the money so much is a problem, it is a question of everybody else at Burnaston. Yes, you are right, that
creating the right environment. In just the same way is how it all started, and I think we have taken it up
that Nissan selects Paddington for a design centre, a level, andmy colleague,Graham, has done so, with
because it knows it is the right place to be, we want so much of the work that he has done. We have
to create the environment which makes that same increased that productivity even above what I think
corporation decide, “Yes, we want to put more our Japanese colleagues originally thought was
development and people and eVort into the UK possible.
rather than into Germany.” It is the creation of an Mr Broome: Once again, it is an obvious point that
environment which makes that possible. That is is worth stating. With so many of the VMs all

purchasing components from the same supply base,what I am after.
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and with that supply base representing such a huge Q57 Judy Mallaber: When we wanted Toyota in
Derbyshire, it was a huge wooing exercise to get itproportion of the costs, we can see how this
there. TakeToyota as an example.What should theyproductivity virus, in the positive sense, is able to
be able to expect, in a practical sense, which wouldspread to the benefit of all.
assist them, from a Regional Development Agency,
or Regional Development Agencies working
together? What would they want out of that and areQ56 JudyMallaber: Are the Regional Development
there ways in which they or other companies couldAgencies being useful, are they providing a source of
be assisted, in practical terms?useful support for the automotive industry?
Mr Broome: I think, if you have a look at the supplyMr Broome: The answer to that is, yes. What we see
chains, it is critical that even if your immediate tieris, from our perspective, it is an advantage to have
one supplier is close to you then, when you have apeople who are able to be rather more rapidly
look at the sub-suppliers into those, very rapidlyresponsive because they are closer to the issues.
they spread across the UK and, as we have talkedThere is a risk, of course, and that is, in this global
about earlier on, often outside the UK.What wouldindustry of ours, to fragment further can work
Toyota expect? If there is a consistent framework ofagainst us, thereforewe have not been idle. Only last
assistance for those suppliers, if there is a Nationalweek, together with Toyota and indeed some of the
Vocational Qualification system that is similaraerospace industry, we went down to meet with all
across the piece and no regional sub-divisionof the Chairmen of the RDAs in order to discuss
thereof, that is going to be to their enormous benefit.how we can work together on a Sector Skills
Quite clearly, that was the point that wewere puttingAgreement, so that we can ensure that we have got
across last week. The national framework isa national framework within which the RDAs can
something that international companies and theoperate. That was extremely well received, I am very
national government have to work on, but then it ispleased to say. The RDAs themselves were keen to
almost a competitive race to see who can implementpoint out that they benefited, and valued an
standardisedoperations ofVocationalQualifications,industry which has tried to get its act together
and ideally some of the grant regimes, so that there isbehind the scenes then to come forward and say,
no confusion. When a purchasing individual travels“Right, we will take ownership of the responsibility
from Burnaston, if you are fortunate, but moreof working to the Government’s agenda, which is
likely Brussels, possibly Tokyo, that they do see thelooking to the Twenty-first century skills through to
UK as one face presented, one set of solutions, even2010, so that we can harness some of the
if there are tweaks at the local level that are belowproductivity-improving issues” which have been
their radar chart.mentioned earlier on. In this microcosm of the
Mr Macgowan:Mr Chairman, if my information isglobal market-place, to get the richest of mixes,
correct, I think you have Toyota appearing beforealign that with the NVQ system which then we can
you later in this inquiry and I hope that you may beroll out through the regions rather more quickly
able to address the question to them directly,than if we try to do it purely from a centralised
because I think those are the sorts of answers thatsituation, which has all the necessary inertia which
you will be receiving.goes with that.
Chairman: Thank you very much. That will beMr Macgowan: I think that is all very good news,
helpful.and that is why the RDAs are working together, we

would claim we are bullying them slightly into
working together but nonetheless they are working Q58 Mr Hoyle: Do you think the Regional
together. The bit that I do not understand is how it Development Agencies could play a bigger role and
is possible, when we come to another subject, like enter into discussions with the regional police forces,
inward investment, I just do not understand how it the constabularies, to stop them buying overseas
can be a good idea for many of those RDAs to have cars? It seems fairly odd that if youwent toGermany
an attitudewhich is “I don’t really care about the rest or France you would see indigenous industries, their
of theUnited Kingdom, I want the investment in my cars being used by their services. Do you not think it
patch.” I remember being at a bash, I think it was at is a role that Government and the RDAs ought to be
the British Embassy, in Tokyo, and Japanese playing in the police force and saying, “Look,
businessmen were being approached by individual frontline vehicles, surely you ought to be backing
RDAs who were saying, “Don’t take any notice of British industry, as it’s British taxpayers’ money
the East Midlands. What you want to do is come that’s being used.” The same with the Ambulance
down to Wales.” I thought, “These poor blokes and Service, we have the finest vans built at
women who are running these enormous Japanese Southampton and yet time and time again we see
enterprises, that cannot be the way to go.” Surely, on Mercedes vans. That does nothing for British
inward investment, the role is to get the investment industry and all it is doing is stripping the British
into the UK and then figure out subsequently taxpayer of money?
whereabouts in theUK it goes. I must say, I find that Mr Macgowan: I have enormous sympathy with
a real struggle, as regards whether that is an eYcient what you are saying, but you can tell from the way I
way of attracting inward investment. am answering the question that I do not agree with
Chairman: I think it is one that we have encountered you. I think, honestly, that anything of that sort, no

matter how well intentioned, and I know it is wellas well.
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intentioned, ends up either being protectionist or Mr Hoyle: And we know the result, Chairman.
looking like being protectionist. I think, in the UK,
one of the great things we have got in this country is

Q61 Chairman: Yes, indeed. That is the point, Ithat we stand up on our own two feet, on merit, and
think.if I am manufacturer X my product stands up on its
Mr Macgowan: May I say, I cannot speak forown four wheels, under its own credit. Really it is
Jaguar, but I would imagine that, if I am aspiring togood that people make decisions as to how you are
improve the performance of my brand in Italy,going to have that. There is no nationalistic feeling
possibly that is a very good marketing decision toabout the way in which I should buy my car, or
make. I am not an expert in this area, but that is whyindeed the way local authorities buy equipment. I
people do it.think, on balance, that is probably the right way to
Mr Hoyle: Just on this last point, the diVerence iskeep it. I know where you are coming from and I
that giving a car to Tim Henman is one thing, but Irespect it but, on balance, I think I prefer the open do not see how you can even compare it with the

approach, the “stand on your own two feet or die” police vehicles and the huge volume of police
approach that we have in the UK culture, harsh vehicles that are riding round on the motorways. I
though I know that is to say. think you have totally, deliberately missed the point,

but I accept that you do not want to answer it
correctly.

Q59MrHoyle: It is an interesting comment, because
what you are saying really is that when we play

Q62 Chairman: Also, it raises a question, for us ascricket we play by the rules and yet all the teams we
taxpayers, about the purchasing policy of the Policeare playing against will not even let us into their
Service. Why police Chief Constables need to goprotective markets. It seems very odd, like the
round in Range Rovers and fly a Union Jack onJapanese vehicles we see, certainly youwould not see
them, when everybody else can live in normal sizea German police car being used which was British-
cars, escapes me, and the need for helicopters, whichbuilt. What I am saying to you is that, yes, it is great
are much beloved by Police Committees. I am surethatwe play cricket, but do you not feel that the rules
they are very useful for taking councillors aroundought to be the same and we ought to use the same
the country, but I think that is another matter and Ilevel playing-field? Just out of interest, what we do
do not think we need to go down that road.know is, and I think you ought to be aware of this
Mr Macgowan: I am hoping that might be slightlyand I would have thought you would do a bit more
outside my remit, Mr Chairman.research, the message is quite clear, that foreign

companies deliberately will ensure and engineer the
market share in the product of a highly visible police Q63 Chairman: I am not sure if Greg Rusedski is
car. There will be discounts, after-sales service, you getting a car or not, but we will find out probably
name it, in order to get that product on the road in later today. The Automotive Academy, if we can
that foreign country. Are you not worried about perhaps elevate the tone of the discussions once
that, and, if you are not, I think there is a question- again, it has been established, you mentioned it en
mark over your judgment? passant, and perhaps you can give us a wee bit more
Mr Macgowan: Of course I am aware of the information as to the skills shortages that we are
accusation that you are making. I have to say to you trying to address there and how you feel this
again that where companies put all of their organisation is beginning to develop?
marketing eVort and where they want to be visible— MrMacgowan:As you rightly say, it came out of the
I notice that Jaguar has done a deal with Tim Prime Minister’s and the Secretary of State for
Henman this week to raise the tone of that brilliant Trade and Industry’s Innovation andGrowthTeam,
brand—is entirely up to them. I am just implacably it was one of the recommendations. My colleague,
opposed to anything that smacks of a protectionist who is very close to the Automotive Academy, will
way of doing business. answer the question.

Mr Broome: I think you are right, Chairman, to
touch on the issue of the skills gap, because we have

Q60 Mr Hoyle: Just so that I am clear, you do not said many times here today that we want to be in the
mind thembeing protectionist or having a protective high value-add sector of our industry and we are
market, as long as we do not? going to need high-value skills. If we look at the
MrMacgowan: I would much rather they did not, of Academy’s objectives, they are to make sure that we
course, but I do not think that gives us the excuse to have got globally competitive content, globally
do it ourselves. competitive trainers and globally competitive
Mr Hoyle: So you carry on playing? assessors with every product which the Academy
Chairman: I am not sure if the British car industry develops, or hall-marks, or kite-marks, or validates,
wishes to emulate the success of English cricket, but and the assessors are absolutely critical. At the
that is a diVerent matter, I will leave that to the moment, we have got a Chairman appointed, I am
private grief of people. More significant, I think it delighted to say, in the form of Joe Greenwell, out
was the Italian rugby team which had Jaguar on of Jaguar. Although the oYcial launch does not take
their sweaters on Saturday afternoon. I noticed they place until October, we have actually got three

programmes which are being piloted currently. Thewere suVering.
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first one of those is at the team leader level, where it it had been intended. How do you see the industry
was agreed by everyone who was on the Board this addressing this challenge now, when one would no
is a pivotal level, the first line of leadership in our longer be obliged to go to the local dealer-cum-
factories is of critical importance if we are going to garage for servicing?
be competing globally. That is being piloted in the Mr Macgowan: We are in the middle of delivering
North East and the Midlands. The first 20 people that which the block exemption regulation demands,
have finished their, if you like, classroom training and, of course, theOYce of Fair Trading have a very
and are embarking now upon the NVQ assessed big role to play in this to make certain that we
application side of the programme, so that, comply with the rules. I think you are right, Mr
hopefully, within three to six months, we will have a Chairman, I think that consumers will understand
number of people who have been through a that they are free to take their car for service work
programme which honestly can be said has got wherever they wish to, provided the work is done to
globally competitive content and trainers that have an appropriate standard, and those that wish to do
gone with it. The second element is that of the so will do just that. It is an interesting dichotomy,
automotive leaders, with Cambridge, where the first that, in actual fact, it is the case, as you say, that
six or seven people will be going through that, many consumers actually wish to remain within the
starting in a month’s time, or so. Last, but not least, franchise network, and do so, and some wish not to
is a graduate programme that BMW have played a and they will be free to do that also. Provided the
very strong role in shaping, so that we can get some standards are met for service work, which they will
of the new entrants, but we are not capturing enough be, I think that it will give consumers real choice,
of the best people coming into our industry. Those which is what it was intended to do.
are the three prongs at the moment. We have had
some very, very good support from the LSC

Q66 Chairman: Is it the case that some of the(Learning and Skills Council), both nationally and
servicing is dependent upon specialised equipment,in the regions, because although we are talking
which is still going to be within the control of the carabout the RDAs and the regionalisation we are
manufacturers themselves, so that by drip-feedingpleased to see the way in which the LSCs are aligning
this equipment on to the service market they wouldthemselves with the work that theAcademy hopes to
still be able to dictate who would do the servicing?do. We do see, and Christopher made the point
Mr Macgowan: I think that the OYce of Fairearlier, on the issue of simplification, there are a
Trading will take a very dim view of that position.bewildering number of National Vocational
The reality is that manufacturers are obliged toQualifications in this country. One of our objectives
make authorised repairers a possibility, some willbasically is to rationalise those down to a
have many, some will have few, and it is somethingmanageable number which then we can promote
which is happening and will happen. Some of theactively throughout the supply chain, so we can get
manufacturers have got very advanced programmespeople at all levels upskilled, if we are going to have
whereby they are setting up authorised repairers asa future in this more demanding, continuously
we speak.productivity-improving expectation world that we

live in.

Q67 Chairman: Do you see your role as the trade
association having any policing function in this, orQ64 Chairman: That is fine, as far as assembly
do you see that being left to the OFT?productivity is concerned.What about servicing, are
MrMacgowan:No. Obviously, the OFT is Brussels’you going to turn your attention to that issue?
police force, so the answer to the question is, yes, itMrMacgowan: Surely we are, yes. As you know, the
is down to the OFT, but our role is to underline toSecretary of State, Charles Clarke, has introduced a
our members, if they need it underlining to them,series of Sector Skills Councils, and the automotive
and to date that has not been the case, what theirindustry, being quite large, has got two of these. One
obligations are, and they are rising to the challenge.looks after the manufacturing side of life, but
You will see authorised repairers emerge andrecently Automotive Skills Limited was launched by
consumers will have that option.the Secretary of State and specifically it looks after

the retail sector and is going to be addressing just
those issues, to get, again, the consistency going Q68 Chairman: You understand why I am asking
through the entire retail sector. Why do you want to that question, because the block exemption has been
do that, so that the consumer experience is improved in place for a while, you have been one of thewhen people improve. That is very much at the organisations, you might say, responsible forcentre of the way they are screened by the maintaining standards and these standards have notGovernment and the industry.

been very high. Hence the recognition of that by the
removal of the block exemption obligation. So you
have got to get your act together as well, I wouldQ65 Chairman: Just one last point on this issue. The
imagine, on this?further modification of the block exemption is going
Mr Macgowan: I am pleased to tell you that we areto cover servicing and no longer will people be
doing precisely that. There is a new Code of Practiceobliged to be locking into badged servicing centres,
in place with the OYce of Fair Trading whichas it were, and how do you see that? The general

feeling is that it did not guarantee service in the way addresses just that point. I amvery confident that the
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spirit which was laid down in the new regulation will Chairman: On that point, Mr Macgowan, can I
thank you and your colleagues. As always, we say ifbe fully translated into reality. There is no future in

anybody trying to hold back from that. It is there is additional information wemay well get back
to you in writing, but thank you very much for yourenshrined, it is there and you would be making a

mistake not to embrace it. evidence today.

Witness: Mr Steve Hart, Senior Regional Industrial Organiser, Transport and General Workers’ Union,
examined.

Q69 Chairman: Good afternoon, Mr Hart. Can I the components together. The major components
suppliers participate in a supplier park, and thatwelcome you here. I think, on previous occasions

whenwe have looked at the car industry, it was Tony gives the magnitude of the problems that we have
got. It is absolutely critical that we maintainWoodley who came along, so this may be the seat

which catapults you on to other things. production and expand the production we have got
and then ensure that the tier one suppliers areMr Hart:He has moved on to more exciting things.
manufacturing here in all sorts of diVerent ways.

Q70 Chairman: Indeed, and all the rest, it is there for
Q71 Chairman: Who do you see as leading theus to see, but can I say we are very pleased to have
charge on that? Is it the Government or is it theyou along this afternoon. I think you have been
industry itself? You have identified the problemsitting in, so probably you have heard a number of
quite graphically, what would you suggest?the areas we are concerned with. It was gratifying to
MrHart: I think it is a very diYcult problem. One ofhear that there has been something of a recovery in
the problems the components sector faces is that,the British car assembly and truck assembly
with the competitiveness of the industry, the bigactivities. Sadly there is a downside to that, insofar
manufacturers are bearing down very heavily on theas it seems that the components which are assembled
components sector, which then bears down on thein the United Kingdom perhaps are not as many in
next tier down, with all the pressures that entails.number as once they were, in fact, we know they are
The way forward will be, as that pressure builds up,not as great as once they were in numbers, that now
whether or not that is translated into newthere is far more sourcing from outwith the United
investment, new production techniques, and so on,Kingdom. What do you think can be done about
which modernise, or whether sometimes it is movingthis, either by the Government or by industry itself,
out of Britain elsewhere, the Far East or Easternto try to reverse this trend?
Europe, in terms of some of those facilities. I thinkMr Hart: First of all, I think there was a somewhat
Government has got a very important role in havingoptimistic gloss put by the SMMT, as they would,
a relationship with the manufacturers to reduceperhaps, about production. In fact, between 1996
some of those pressures, having partnerships withand 2003, total UK vehicle production went from
the component manufacturers to ensure that they1.68 million down to 1.65 million, there is no
retain their production here, and, technology isrecovery there, actually it was stable through that
more and more important in the car, electronicsperiod. That was a time when car registration in
become a greater and greater part of value added, toBritain went from 2.02 million up to 2.57 million, so
ensure that new products are sourced here and thathalf a million extra sales, and that has been a steady
the second-tier components are sourced here as well.progress in sales and car production remaining

absolutely static. We have got now, roughly
speaking, a one million car deficit, sales versus Q72 Chairman: You heard what the SMMT said.
production, and that is a serious problem. That is They recognised there was a problem but they did
what you would expect when we have lost twomajor not necessarily put it quite as starkly as you have.
plants, each with a capacity of about a quarter of a They said that there was a tendency, where there
million, so there is a serious problem there. That is was, as it were, indigenous ownership of car
reflected then, to some extent, I think, in the production, there was a greater incentive for locally-
components sector. One of the problems that we sourced components. In the case of Belgium, I am
have got is that we are just on a knife-edge oV having not sure if that would run necessarily, but in
suYcient production in this country to sustain local Germany, in the Federal Republic, certainly it
component manufacture, and that is why really we would, although it might be argued equally that the
have got to give it a lot of attention. I was looking close proximity to them of components suppliers in,
at Automotive News recently, and supplier parks are say, Poland, the Czech Republic, Slovakia and
very important, the big car plants, today. We have Central Europe generally, Hungary, have you done
got two supplier parks in the UK, at Ellesmere Port any work on that?
and Halewood, and I think there is one developing Mr Hart: Clearly, it is one of the major problems
a bit around Jaguar. Whereas, if you look that we have got in Britain now, that we have not got
at Germany/Belgium, there is a central belt of any really major domestic champions, obviously
automotive manufacture around there, there are there is MG-Rover, but in terms of an indigenously-
about 12 supplier parks. A supplier park is where the based national champion, we do not have that. In

Germany, the weight of Ford andGeneralMotors isfinal assembly is of the tier one suppliers, they put
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seen increasingly as German, to an extent, they have sourced there. It is seen as an extremely competitive
plant globally. The ECU (Engine Control Unit)a sort of sense of the German base, and then the

indigenous manufacturers in France, obviously, engine is a technology which is moving on, it needs
a new product, but at present, without majorFiat. The Japanese manufacturers will have their

family members, either based in Japan or outlets will intervention, that plant is under serious threat.
There are a number of other plants which competebe sourced sometimes close to manufacturing sites,

sometimes elsewhere, but determined back in Japan, with other plants on the Continent, and we do need
not a light touch but a fairly strong touch inrather than building up the networks. As with main

production, the problem that we face, time and time Government to ensure that the various plants do
stay open and do not come under the cosh whenagain, as somebody was saying, we play to the

Queensbury Rules and every other country plays it there is some retrenchment because of overcapacity
at the European level.free for all, and the end result is, when push comes to

shove, if there is a diYculty, it is a British plantwhich
tends to go, whether it is the components sector or Q74 Mr Clapham: Taking that on board but at the
the main industry. That is a problem that we have to same time bearing in mind the impact that the
face and deal with, Government has to deal with fluctuation of diVerent exchange rates could have,
that. do you feel that entrance into the eurozone is likely

to give any stability?
Mr Hart: Firstly, it is interesting that Lewis Booth,Q73 Mr Clapham:Mr Hart, you were in the gallery
who is the President of Ford of Europe, said in thewhen we had the previous group making their
FT the other week that, with the benefit of hindsight,presentation and you heard them say that there is
he realised that if Dagenham had not closed theyenormous competition, global competition, of
would have saved $90million, I think it was, becausecourse, and you have referred to the fact yourself
of the fluctuations in the exchange rates. I thinkthat there is some overcapacity. Given that
stability is what is wanted and, as the SMMT said,situation, how do you see the UK industry
the stable economy is very important. Stableresponding to that? Are we likely to see more
exchange rates are valued in the industry, however,consolidation, could there be job losses, or is there
they also hedge, to a great extent, and so fluctuationssomething which can be done to oVset the negative
are not important, in that sense. In Britain, theside of the change?
relationship with the euro is a key issue but also theMr Hart: As the SMMT said, and we would
relationshipwith the dollar. For example, because ofstress as well, we have got many world-class
exports to the US, Jaguar, Land Rover, and so on,manufacturing sites, in assembly and engines, and so
are looking very much at the rates with the dollar.on, and that cross-ability, we are very competitive.
While a stable exchange rate, by entry to the euro,In Britain, we have a lack of capacity rather than
obviously is a positive reason for entering the euro,overcapacity. Clearly it is a European market, but,
our view would be very much in line, I suppose, withas I said earlier, we saw an increasing market, unlike
the Chancellor’s, that is on the positive side. Therethe rest of Europe, it has gone up to 2.6 million, but
are other factors, in terms of the overall economywe produce only 1.6. That says to me we have an
and the stability of the economy which also need toundercapacity. We have faced a problem in the past
be taken into account.with world-class manufacturing sites. Luton, for

example, was regarded internally as equal to or
Q75 Sir Robert Smith: Just following that up, it maybetter than its competitor sites in Europe, similarly
be something we should write to the SMMT about.Dagenham. Contrary to some myths, Dagenham, in
In some sectors now, the main contractor, theterms of productivity, cars per head, etc., was seen as
vehicle manufacturer, in this case, covers theirhighly competitive. Yet when the boardroom
currency risk by passing it down the supply chain.decides it is easier to eliminate capacity in this
Are you aware how much it is that manufacturerscountry, as compared with Germany, whether it is a
require their suppliers to invoice in euros, or is therequirement for social plans, whether it is a
hedging done in another way?requirement to consult with a supervisory board,
Mr Hart: To be honest, I am not aware of it. Somewhatever the details or regulatory framework, it is a
companies, GM, I think, operate in euros, whetherfact, it is easier and cheaper to dismiss people in this
that is all the way down the supply chain, Fordcountry relative to elsewhere. We still have
operate in dollars. I do not knowwhat that tells you.problems. Only in the last few weeks the closure of
Sir Robert Smith: We will write to SMMT on thisthe Ford Averley plant has been announced. That is
maybe.a small pilot plant with highly-skilled people, and

that has been announced, in spite of the fact that
Ford announced, after an investing and sourcing Q76 Judy Mallaber: In your submission you
agreement after the closure of Dagenham, that mention the role of public procurement in aiding the
Averley was definitely staying open. They signed it commercial vehicle sector, and you will have heard
and said it was a legally-binding agreement, but then the exchange earlier between Lindsay and the
they come back to us and say, “Well, the world SMMT. Can you elaborate on what you are
changes, we had to close it.” We have had several arguing for?
other plants which are not out of the woods. In Mr Hart: It is curious. In the defence sector there is
particular, the Ellesmere Port engine plant is facing very major defence procurement going on currently,

in terms of support vehicles for the Ministry ofclosure. We should be getting other products
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Defence. I do not know how these things work, but competition. I think it should be a factor. Nobody
would say that the public sector, or Government,clearly all the companies that are going for it think

that there is an important role in showing that you should buy duV vehicles that are overpriced, but
working in partnership with diVerent manufacturershave domestic production, because in all their

lobbying activity they show that it is very important. to promote local production, to promote the highest
quality research and development translating toWe believe that is very important, and indeed, on

this particular one, we believe that the project that production, that seems entirely reasonable. It should
be a factor, I think, because it is a factor everywherewould link up with LDV, in the Midlands, would be

particularly helpful, in terms of securing, in part, the else in the world.
future of LDV into which the Government has put
money previously. The particular bid which Q78 Sir Robert Smith:Howwould you get round the
supports LDV,we think, is a good bid and should be European regulations to require them to tender
supported. That is an important one on openly and not use public money to subsidise?
procurement in the defence industry. I think that Mr Hart: I think we should stick to the European
what is good for the defence industry and the rules, the same way every other country does in
Ministry of Defence surely ought to be good in other Europe.
sectors of the economy. It seems entirely reasonable
to me that, in Dagenham, the police force always

Q79 Linda Perham: I have just bought a new Nissanhad Fords. I do not know what they buy now, to be
Almeira. That car was made in probably the mosthonest, because it is a problem, maybe it is Jaguars,
productive plant in the country, in Sunderland, sowhich probably has gone down very well because it
they are jobs which British people have got. The factis kept in the family. In Luton, the police force
that it is a Japanese manufacturer should not makealways had Vauxhalls, and that seems a natural
any diVerence to me buying that car, I would havething, to support your local economy. It is
thought. I was not thinking, “Oh, dear, I’m buying aabsolutely right that, in terms of foreign countries
Japanese car.” Lots of cars and components are notthat you go to, there is local procurement, it does
made in this country, they are imported, and weseem entirely reasonable. I think that can be taken a
export to other countries. From the point of view oflot further. For example, buses. Buses are not
supporting local economies, I think, in the last fewbought by Government, obviously, but certainly in
years, perhaps in the last couple of decades, theLondon and elsewhereGovernment has amajor role
thinking has changed from “You must all supportin bus procurement, in terms of regulatory
MG-Rover, a known British marque, and not thinkframeworks and specifying, and so on. Why should
about buying other cars, as a point of supportingnot local government, or, for example, in London,
your own country and thinking about jobs whichthe Mayor, take a view about the procurement of
exist, and perhaps could be increased, in thisbuses? London has the biggest market in buses. To
country.” Do you think that is a fair point, or not?take that on further, for example, London is testing
Mr Hart: It is a problem for Britain. Only two outthree fuel cell buses, Mercedes Benz fuel cell buses.
of the top ten best-selling cars are manufactured inWhy should not local government say, “Yes, we do
Britain. I think that is a problem for the Britishwant zero emission vehicles, very low emission
manufacturing industry and the British motorvehicles, we do want fuel cell vehicles, and, in
industry. I am not talking about pure Britishpartnership with company X, Y or Z, we will
marques, here I am talking about publicsupport you in building fuel cell buses.” Britain then
procurement, I am talking about looking atcould have the technological lead, and so on, in that
manufacture in Britain. It seems entirely reasonableparticular technology. In London already, on that
to me that British manufacturing should have someparticular example, we have one of the world’s
preference, some relationship with Government.biggest diesel manufacturing sites, in Dagenham.
Government does supportmanufacturing in all sortsWhy should we not move that on to starting oV on
of ways, so I do not have a problem with that. Ifuel cells, why shouldwe not have that kind of public
cannot see why anybody would have a problem withprocurement role?
some support for British manufacturing. I think it is
a problem that there is a balance of trade deficit in
the motor industry of £11 billion, and I think weQ77 Judy Mallaber: Basically, do you expect the
ought to be working to reduce that balance ofpublic sector to buy British, is that what your
trade deficit.expectation is, because the counter argument which

SMMT and others would put is that we should not
be protectionist in that way and that, overall, longer Q80Mr Hoyle: I think you are absolutely right, and
term, that would damage our competitiveness and we had the strange answer before, from
our ability to trade? What are your expectations of representatives of the motor manufacturers, which
the public sector? seemed rather odd. If we take one of the unusual
Mr Hart: You can read books about perfect examples, of a Chief Constable who does not have
competition and it will be fine, that works if his car tendered for but he has a price range from
everybody else is playing the same game and there is which to choose. If he goes out and chooses a
perfect competition everywhere. However, if there is Mercedes, it does nothing for any British jobs here.
not perfect competition anywhere else apart from What worries me is that what we have seen is, and it
here, what that means is simply you cede territory was not really answered before, that fleet vehicles,

say, police vans, we have got Southampton down theto everybody else who is not playing perfect
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road, which I believe is one of the finest vehicles on is role for that. It works in other countries and I
think this is how it should be. Just to clarify thatthe road, and yet Mercedes will come along and

persuade them to buyMercedes, on the grounds that point, because I see some puzzled faces—much of
the industry recognises that if they wish to have bigthe resale value is higher because they will take them

back oV them. It is loopholes like that in order to sales in a country it is critical they have a
manufacturing footprint. That is what industrytake the market share, and it seems very strange that

their playing-fields would not even let you through leaders recognise. The question is, how big is that
manufacturing footprint? There is room for pressurethe door, even to tender for any of their contracts,

and it is that which we have got to address. I believe on those sorts of issues.
firmly that British taxpayers’ money ought to go to
supporting British jobs, because, at the end of the

Q83 Richard Burden: As a way of safeguarding andday, the only way the economy can continue is if
nurturing the industry in the UK, you probablypeople are employed. I think the danger is, if you
heard, there was some discussion earlier on with theallow it to continue it would be foolish, and I just
SMMT about the importance of the activewonder if you agree with that thinking?
involvement ofGovernment and the industry, thingsMr Hart: I think, largely so. I think we have got a
like fuel cell technology and low carbon vehicles,European industry, and one should be careful
and so on. Are you confident that enough is beingbecause we make engines for cars which are made
done in those areas?abroad, and so on, and it is a sophisticated industry,
Mr Hart: No. I think the fuel cell is a fascinatingso one has to have some appreciation of that.
case, and I hope there will be a sad case study of theEqually, it seems to me that it is right that British
relationship with science, technology and industry.jobs—jobs in this country—should be supported in
The fuel cell was developed scientifically in Britain,a variety of ways, whether it is active Government
the early development of it was actually at thewhich supports British plants, in the same way as,
Central Electricity Research Laboratories infor example, free marketeer Berlusconi, in Italy,
Leatherhead, within nationalised industries. Thatwhen Fiat comes under some threat, will shout from
was where the scientific work was done for the fuelthe rooftops in favour of Fiat. Can you imagine
cell which went on the first Apollo mission. WeFrance dispensing with Renault, Peugeot or
had the early science of it. Even since, we haveCitroën? Of course not. Britain should be shouting
been slipping away, in terms of technologicalfrom the rooftops, actively saying that we want our
development. The most recent developments on theindustry here and have a degree of preference and
fuel cell have come from Government intervention,support for jobs, highly eYcient British workers,
but not in this country. Paradoxically, andmaking British cars in this country.
surprisingly, it is from American Government
intervention that some of the development has

Q81 Sir Robert Smith: One crucial thing is to make come, in particular, zero emission vehicles in
sure that, any public sector organisation which is California, which led to various partnerships,
producing and putting out anything for tender, there unlikely partnerships, of General Motors, Ford and
is nothing in the requirements for the tender which others, and with, in particular, Ballards being the
will act as an unnecessary barrier to British beneficiary, who are doing some of the most recent
manufacturing? work on fuel cell development. Government
Mr Hart: Absolutely, yes. intervention is what has propelled it. In this country,

yes, the Foresight Programme, there is a lot of good
work going on, but it seems to me to be taking workQ82 Chairman:Have you done any research on how
forward but notmaking the leap that will come fromsignificant a purchasing policy of this nature would
substantial Government intervention somewhere.be, either in terms of the number of vehicles bought,
Put bluntly, emission controls would never happenthe number of jobs saved or the degree of assistance
without harsh regulation. The catalytic converterthat would give to the company? We can spend a lot
would not have come from the industry, they areof time on that kind of rhetoric, that is
quite happy not to have it, but when there is harshunderstandable.
regulation the industry gets there. I think it is theMr Hart: I accept what has been said and I think
same on fuel cells. Fiddling around the edges, beingthere should be, as I have said. However, I do not
ready to move in fast within five to eight years, whenthink we should overstress this. Far more important
there is a requirement for zero emission, is where theto us is, when there are plants under threat, when
industry is. The question is, which Government,there are problems, that the DTI and Government,
whether it is at European level or city level, is braveat PrimeMinisterial level, see it as absolutely critical
enough to push fuel cells fast enough, and whichto keep plants in Britain. Put bluntly, the DTI up to
country is prepared then to develop that into a1997 had a view of no intervention under any
partnership? The first in will be the one with thecircumstances, no touch, light touch, or whatever.
leadership, and that is why I say, no, maybe LondonSince then there has been much more involvement,
would be, and the Mayor has done things inbut we are not there yet, in my view, of where there
London, or it may be Birmingham, or whatever,should be what I would call active government,
where there are elements of the industry, could beshouting from the rooftops, as I say, and pressing
the first with developing the technology, and it willand looking senior executives in the eye and saying,
come first, and probably in buses, or CVs and then“If you want to sell in this country, you’ve got a duty

to produce in this country,” and so on. I think there follow on. Remember, fuel cells is not just about
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propulsion, because of the nature of it, it transforms made redundant, often they are not brought back
into the industry. There are skills issues and a wholecompletely the nature of the vehicle, the whole floor

pans versus top hats, as it is at the moment, number of others. Upskilling is very important.
We participate in partnership and a lot of thetransforms because of the weight, and so on. It will

be a completely transformed industry, it will be far developments are quite positive, in terms of people
with the lower skills levels in production technology,more plastic and everything will change, but the first

in there will have the advantage, and there will be and so on. With highly skilled people, I think there
are areas of shortage. The Automotive Academy weentirely new plants in the industry. The question is,

is it going to be 2012, 2015 or 2025? My view is, for participate in and it does seem to be very helpful.
There are other measures around that we should notwhat it is worth, that it will come, without a doubt,

unless some technology that we are not aware of neglect. SMMT did not mention it but, for example,
I know that Ford place a lot of stress on the fact that,comes along, but, the question is, when and where,

and can Government go a lot beyond the Foresight in the main, they have addressed historically only
50% of the population. They are working forProgramme, which is good stuV but is still only a

bit— diversity measures, and the Dunton R&D Centre
has introduced a crèche, and retaining women
employees and attracting women into skilled rolesQ84 Richard Burden: What more do you think
has become quite an important thing to do. Family-Government should be doing, precisely? If I was
friendly policies retain people a lotmore. Clearly, wesitting here, as Government, and said, “Okay, I will
need more on skills. The Learning and Skillsintervene asmuch as you like tomake the leap you’re
Councils are doing a lot, but it is not an absolutelytalking about,” what does it mean actually, in terms
critical problem, in our view, in quite the same wayof developing that technology in the UK?
as some of the key problems of retaining jobs in theMr Hart: I think probably it will be linked with low
industry.emissions and congestion charging in more than one

city and saying, “This is going to happen, and
therefore you will— Q89 Linda Perham: The ending of the block

exemption, you mention in your submission that it
would be an issue at the Ford Daventry plant, butQ85 Richard Burden: We are talking about
would you like to comment on that?intervention in terms of regulation and being
Mr Hart: Daventry is the warehousing plant fordemand-led?
Ford dealerships, where Ford-branded products go,Mr Hart: On the one hand, partnership with the
so, clearly, with the next phase, potentially, that is acompanies in developing specific vehicles.
problem, if the Ford-branded dealerships lose
market share and there is a grey market, orQ86 Richard Burden: What does it need to do in
whatever, that is a problem. Block exemption, onepartnership with the companies that it is not doing?
should not exaggerate the diYculties but certainlyMr Hart: Sitting down with chief executives and
there are potential diYculties for the existingsaying, “This is going to happen, do you want to be
workforce in existing dealerships, and, in our view,part of it?” That is the way it happens in other parts
that could translate into problems also forof industry, in other sectors. Put bluntly, I think
consumers, if you get lower quality work being donethere is a role for that kind of serious partnership.
and if the regulatory environment is not precisely“We want to do this, it is going to be good for
right. There are problems around but I would notBritain, it could be good for you. Do you want to be
like to exaggerate, but Ford Daventry, in particular,part of it?”
could face some problems.

Q87 Richard Burden: I just cannot understand how
Q90 Linda Perham: Perhaps it is too soon to tell,that is diVerent from when the Government sits
long term, what the ending of the block exemptiondown now and talks to industry about those things?
would mean for the industry as a whole?Mr Hart: Probably, on fuel cells and emissions, we
Mr Hart: Yes, I think it is. It cannot assist theare notmaking the leap. They areworking, and there
industry, in our view. There may be some areas inis very good work being done, R&D on fuel cells,
which a consumer will do better, in other areas theyand so on, but it is not going far enough, in my view.
may lose servicing, in more isolated areas. There are
diYculties ahead and time will tell.Q88 Richard Burden: Could I take you on to the

issue of skills. First of all, we have had a lot of
evidence from a lot of quarters indicating that there Q91 Chairman: What is the level of recruitment in

the servicing side of the motorcar industry, unionis a problem for a number of companies in the sector,
both recruiting and retaining suitably skilled and membership in servicing?

Mr Hart: It is not very high. We have a relationshipqualified staV. Do you agree with that, and, again,
do you think the eVorts which are being made to with the motor vehicle retail repair industry, it is one

of the biggest collective agreements. We negotiateaddress that, such as the Automotive Academy, etc.,
are the right kinds of things to be doing? basic terms and conditions with the motor vehicle

retail repair, the Retail Motor Industry FederationMr Hart: I could comment that the problem our
members tend to face is that they have got skills and body, but the membership is not enormous,

although we are making a lot of progress. Forthey are being made redundant, which is a problem.
Skilled people, when they leave the industry, they are example, because of the union recognition
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legislation, we achieved recognition with Kwik-Fit, Q95 Richard Burden: You mean, RDAs competing
against each other for inward investment?and now we have a very positive relationship with

Kwik-Fit, which is a very good organisation in terms Mr Hart: Yes, for inward investment. There is a lot
of good work being done. For example, thereof training, and stands to gain, ironically, from some
are centres of manufacturing excellence beingof the block exemption changes. It is a sort of
established round the country, and Dagenham hasreconfiguration of the industry. It is an area in which
got a beautiful, architect-designed centre ofthere is a lot of union membership growth, at the
manufacturing excellence. That is a good thing andmoment, in fact.
it is doing very good work, with linkages with higher
education. The bad thing is that it is instead of an

Q92 Chairman: I was asking because one gets the assembly plant and you can see the dust pile of the
impression, and it is understandable, that, in part, at old assembly plant from theCME centre.We should
least, you answer the questions through the not knock that work, and it is important in diVusing
perspective of those areas where your membership lean methods and all that stuV that is going on, it is
could be aVected, although it need not mean good stuV but we do not want to exaggerate it either,
necessarily that there was a reduction in its impact on an industry that is as big and ruthless
employment, per se? and powerful as the motor industry. The RDAs are
Mr Hart:We would never do that, we have a broad helpful but could be much better funded, we could
view. Interestingly, one of the approaches to block have more regional assistance than is available, we
exemption has been Mercedes, who had bought up use far less regional assistance than Germany, for
their dealerships, and there are many issues with example, in this country. I think they have begun but
that, and we do have a relationship withMercedes in we need to build on that and fund it more, and so on.
a number of areas. Because they are directly
employed by Mercedes, the bulk of the dealerships

Q96 Richard Burden: If the RDAs had morenow, it is a diVerent structure, in terms of trade
funding, what would you see as the main areas inunion organisation and the relationship with the
which they could deploy those resources, what kindscompany and conditions and skills training, and so
of things should be done by them as opposed toon.
being done by other arms ofGovernment, in a sense,
I suppose?

Q93 Mr Hoyle: Is the truth of the matter that block Mr Hart: One of the areas every RDA is looking at
exemption in the servicing of cars will mean that the is clustering, and so on, clustering networking, and
companies will retain it because cars have become so I think we have got room for work around that. If
sophisticated that small people could not set up to clustering is seen to be quite important in smaller
service these cars, in fact, the cars are designed manufacturing then certainly it is an area that they
actually to be serviced in-house, rather than could play a major part in, plus coupling that with
allowing anybody else even to begin to compete? Learning and Skills Councils, the training that is
Mr Hart: I think, in many areas, that is going to be appropriate to that. DiVusing technology to the
the case in servicing diagnostics. I think, in some lower tiers in the supply chain as well is a role they
cases, the diagnostics is done by computers in can play to ensure that there is a good oVer to the
Germany, so I think it is very sophisticated. manufacturers to sustain the big companies.
However, we do not know, will there be some
dealerships which will grow up which will service

Q97 Linda Perham: Do you think the expansion ofeverything and approach it in a very diVerent way?
the EuropeanUnion eastwards will have an eVect onWe simply do not know how it might develop and it
the UK automotive industry?is an industry in which there are a lot of
MrHart: I think it is an opportunity and a threat, tomisconceptions. It is dominated by a very few
use the jargon, is it not? It is interesting, incompanies, which do not appear on the boards, but
Automotive News, which is the European tradethe Pendragons of this world, and so on, European
journal, only quite recently, they have startedMotor Holdings, own large numbers of dealerships
enumerating the sales figures in Central Europe aswhich are not necessarily across company. Who
well as Western Europe, it is seen as a market whichknows how it will develop. It is going to be
is linking into theWestern European market now. Itinteresting to see, some good things for the
is a bigger market. There is some production whichconsumer and some dangers and some good things
is exported into Western Europe. Skoda is probablyfor the industry and some bad things.
the only big one, but General Motors has exports,
the Aguila, which is a Suzuki original vehicle, and

Q94 Richard Burden: The RDAs are an instrument certainly they have got some very competitive
of intervention. How eVective are they in supporting plants. Also, in terms of a kind of local Eastern
the sector, in your experience? European market, it is a place where the big
Mr Hart: I agree entirely with the points made multinationals squeeze extra value out of cars, so the
earlier about inward investment. The onset of the classic Escort was built there, the classic Astra will
RDAs meant, in areas other than Wales and be built there. In other words, the last Astra when
Scotland, there has been now a very coherent oVer, the new ones come out inWestern Europe, the cheap
in terms of inward investment, but I think also it is and cheerful car. That is getting more money out of

a design, more money out of a platform. That is acompetitive, which is not a good idea.
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bigger market for Europe as a whole and it is quite seems to be the most direct threat of moving sites
eastwards, and I think it is a diYcult area. It is goinguseful. On the other hand, it is a major competitive

pressure. I think, in fact, that we have a role, as trade to be a question of whether the increasing
production increases total European sales fasterunions, in that we believe that the living standards

and the wages probably will rise quite rapidly. I have than Eastern Europe increases its production itself,
so it is going to be a diYcult one.We have got to keepbeen involved with the General Motors European

Works Council for some time, the Polish trade a close watch on it in order that we do not lose
production, lose jobs from here to there.unions have been on that, and clearly we will be

looking to make sure that there is not intra-plant Chairman: I think we have just about covered all the
areas wewanted to,MrHart. Thank you verymuch,competition there. That will change, but it is still

significant competitive pressure. The components that was very helpful. It is very useful to get your
point of view. Thank you.industry is the area where, at the moment, there
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Richard Burden Mr Lindsay Hoyle
Mr Michael Clapham Judy Mallaber
Mr Jonathan Djanogly Linda Perham
Mr Nigel Evans Sir Robert Smith

Witnesses: Dr Bryan Jackson OBE, Managing Director, Toyota Motor Manufacturing (UK) Limited,
Mr Paul Philpott,Commercial Director, Toyota (GB) PLC, andMrMike Hawes,Head of External AVairs,
Toyota Motor Europe, examined.

Q98 Chairman: Good afternoon, Dr Jackson. We basic English, the ability to communicate, the ability
to interrelate with other people, and basicare very pleased to see you. I think that you will be

aware that we are having this inquiry because it is mathematics have dropped oV. That is clear.
about four years since we last looked at the Chairman: We may well return to these issues in a
automotive industry. In the intervening period a little while.
number of things have happened. Some things that
we expected to happen; and other things that other

Q101 Mr Djanogly: It is generally acknowledgedpeople wanted to happen still have not happened
that there is global over-capacity in car productioneither. The real intention today is to try and assess
at the moment. Despite this, UK manufacturersthe state of the automotive industry in the UK.
seem to be increasing output. Do you think that thatObviously, as one of the major foreign players and
is sustainable?one of the companies which is now well established
Dr Jackson: It is how you define ‘over-capacity’.in the UK, it is only fair to invite you, in the light of
There are certain companies who would say thatyour collective experience. What do you see as the
they have over-capacity. In our case at the momentmain strengths of the UK as a venue for automotive
we have under-capacity. It is a very complexproduction?
problem. It is how much you use your equipment;Dr Jackson:Much of what we found when we first
how you operate. It is the type of vehicle you arecame here 14 years ago still exists today. It is
selling; the type of market you are selling into. If youfundamentally a stable economy; a long history and
take a broad brush, therefore, you could say there istradition of motor manufacturing and parts and
over-capacity, but within that there is under- andcomponent supply; a good workforce with a good
over-capacity. In our case it is under-capacity. Wework ethic; and an opportunity to manufacture and
are looking at ways of increasing our volume.export into Europe. Also back then there were a

number of issues that we now face, namely some of
the regulations that we now face have changed. In Q102 Mr Djanogly: So you see growing capacity in
the main, however, still a good place to operate. We Europe?
have grown consistently over those 14 years, from Dr Jackson:Again, it depends on the vehicle and the
very small to, now, a quarter of a million vehicles. market in which you are selling. In our case, we
We are currently examining ways of increasing that manufacture Avensis and Corolla. Sales of Toyotas
volume in the UK. So our commitment to the UK is in Europe have increased 11 consecutive years, and
pretty strong, and based on those fundamentals. we are setting sales records every year. We see an

opportunity, because the customer at the moment
Q99 Chairman:What you are really telling us then is likes the product and we seem to be meeting the
that the strengths you identified when you first came needs of the customer—which is what it is all about.
here have not diminished to any appreciable extent? As such, we are the sole manufacturer of Avensis
Dr Jackson: In the main, they are still there. There and we, among others, supply the Corolla to the
are some issues that have changed that do impact on Europeanmarket. Clearlywe cannot satisfy the sales
us.One is in the educational field; one is in the supply companies at the moment. From our perspective,
field, which is changing; and some of the regulation therefore—and I can only speak from our
that we now face has put an additional challenge, perspective—we see an opportunity to expand.
shall we say, rather than burden on us.

Q103 Mr Djanogly: So, apart from increasingQ100 Chairman: The education—are you talking
market share, you see the market increasing inabout the output from schools or from universities?
Europe?Dr Jackson: Primarily from university. We recruit
Dr Jackson: Again, how do you define “Europe”?and we have been expanding our workforce. We do
With Eastern Europe opening up, Russia—yes,find among 21 to 25 year-olds a falling-oV in
there is great opportunity. Then, for Toyotastandards of the basics. We do not really mind what
globally, you have Asia and the southern continents.skills or knowledge they bring into the company,

because we will be training them anyway; but the So there is a lot of opportunity.
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Q104 Mr Djanogly: I know that another colleague decision on what was competitive. Equally, we work
very closely with our suppliers. We therefore havewill ask you about eastern Europe a little later on, so

perhaps we could stick to western Europe. How do the opportunity of working with them to introduce
the Toyota Production System. We are heavyyou see the market changing in western Europe over

the next 10 years? supporters of the Industry Forum. In fact, if I can
make a request, please ask the Government toDr Jackson: Primarily it will probably change in the

type of engine—so between petrol and diesel. There continue their support of the Industry Forum. I
think that there is a huge benefit to that. We workis a big swing and diesel is increasing year on year.

In terms of the market itself, probably hovering with our suppliers, taking cost out, not negotiating
price down.round its current level. I do not think it will expand

much greater; but, again, there are always
opportunities to create new markets. You can bring Q109 Mr Evans: You spoke about Eastern Europe
in a sub-compact; you can bring in a diVerent type opening up, and I am not sure what constitutes
of vehicle; five or six years ago it was SUVs. So it is Europe these days. However, where we have these 10
changing all the time. It is challenging, but I think countries now acceding to the European Union,
that it is a great opportunity. what impact do you think that will have generally on

the whole gamut of car manufacture?
Q105 Sir Robert Smith: In your submission you Dr Jackson:Certainly in places like Poland.We have
mentioned the problems of the historic strength of moved to Poland. We are now building a new plant
sterling against European currencies. Do you have a in Poland; we have an engine plant there, a
view on whether it would be beneficial for the UK to transmission plant there. We are also going into the
join the Euro? Czech Republic, and there is a Joint Venture with
Dr Jackson: We have always said that we had an PSA. I think that it follows our philosophy of
exchange rate problem rather than a Euro problem. manufacturing the vehicle close to the market in
The Euro would give stability in business planning which it is sold. So, with eastern Europe opening up,
and any risk you take out of business planning has it is quite natural. I do not think that it is an
to be good for business. Equally, however, we know economic, “Britain is a bad place to do business.
that this is a sensitive issue. What we have therefore Let’s build in Poland”. It is natural that we would go
tried to do is control the controllables. We have close to the market and this is the market. For
taken a lot of cost out of our business and we have Toyota, therefore, there are huge opportunities. For
tried to maximise our volume.We call it our survival Toyota UK, it is a challenge, because we have to
plan, because we were haemorrhaging money, and compete globally. We have to win new business. We
that had to stop. We have been successful in that, did not win, as an example, the new diesel engine.
and we have introduced two new models. The That has gone to Poland. We cannot relax,
Corolla and the Avensis are new and they are very therefore. We have to be competitive and we have to
successful in the market. We have had to do what we be able to convince the shareholder that we are the
have had to do, rather than rely on somebody else right place to invest. Sowe are not complacent about
trying to sort out our problems. our position.

Q106 Sir Robert Smith: From this base, are you Q110 Mr Evans: It is too easy to say that eastern
mainly trading into, first, the UK market and, Europe, and particularly Poland, is a threat and an
secondly, a Euro currencymarket? Or do you benefit opportunity; but do you see itmore as a threat on the
from trading into other currency markets? manufacturing side?
Dr Jackson: 20% of what we manufacture is sold in Dr Jackson: To Toyota UK?
the UK; 80% is sold into mainland Europe. It is
probably about 75% into mainland Europe; there is Q111 Mr Evans: Yes.
5% that goes to another 100-odd countries around Dr Jackson: Yes, you could see it as a threat, but I
the world for marketing reasons, but primarily would rather see it as an opportunity, because what
Europe. it makes us do is look at how we operate; to say,

“Can we take more cost down? Can we improve our
Q107 Sir Robert Smith:Requiring a supply chain to performance? Canwe becomemore productive?”. In
bill in euros—what sort of percentage does that other words, we should look upon it positively, not
mean you are exposed to the currency, or howmuch negatively. That said, we can only do so much. We
do you pass on to your supply chain? can only control what we can control. So we have to
Dr Jackson:We still have an exposure to the euro— be careful that we are not getting an un-level playing
buying parts versus selling the vehicle.What we have field by having this charge to regulation very
done over the last two years is to minimise that quickly. Individually, I have no truck with anything
greatly. We have therefore minimised our risk. It is that the Government has done. If you take the
part of our survival plan. regulations individually, they are sensible and very

much in line with our philosophy of how we
operate—our ethics. The analogy I use is that it isQ108 Sir Robert Smith: But the supply chain has

taken on the risk? like a brick: I can pick up a brick, examine it and say,
“How am I going to use this?”; but when they comeDr Jackson: No, we did not stipulate to the supply

chain what was the exchange rate: they quoted in one after the other, it is a wall and now I have got to
get over this wall. That is much more diYcult. Weeuros. They were therefore able to make their own
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have to understand that there has to be a balance. Dr Jackson:Not so much for us. As I say, we have a
problem at the moment. We cannot satisfy theWe are not saying do not introduce regulations from
volume demands for Europe. So our attention isEurope. That is nonsense: we have to.We should not
focussed primarily on that. For Toyota globally, agold-plate them, however. We should not rush to be
huge opportunity, yes.first. There are a number of examples recently that

have been quite alarming.
Q115 Mr Clapham: Given that there will be a
massive market out there, do you see anyQ112 Mr Evans: Have you looked at some of the opportunities at all for the UK car industry, otherregulations that the Polish particularly will have to than the components industry?follow? I do not know if they have had any Dr Jackson: I cannot speak for the rest of thederogations when they come into the EU. You also industry but, as an observer of the industry, I think

mention gold-plating. Can you give us any examples that there has to be an opportunity, if you were
of things that aVect your industry? going tomake a very small, cheap car, I suppose. But
Dr Jackson: I have not looked at the Polish thing, I honestly believe that the market will grow
but I know that when I visit the Poland plant suYciently in Asia that whatever is made in Asia will
the atmosphere and attitude there of how be sold in Asia. I think that you have to be in the
manufacturing is seen is diVerent to the UK market. You cannot ignore it. The big players have
Government. Very welcoming, warm, supportive— been there for a while, so it is not new to us.
“Anything you want, we can supply. We want you However, it is too big a market to ignore.
here”. It is almost blatant. In terms of gold-plating,
this is perhaps not a very good example of gold-

Q116 Linda Perham:You mentioned joint ventures,plating, but it speaks to the rushing. We have EU
Dr Jackson. We have increasingly heard ofEmissions Trading coming in and we are rushing, as
companies being involved in joint ventures. Whata country, to implement this. The application of it is
are the benefits of that?not fair; it is not a level playing field. It encourages
Dr Jackson: Basically, you are spreading your costs.companies who are removing production rather A lot of our joint ventures are in research andthan increasing production. Basically, we will rush development into future technologies, and it is wiseahead and introduce it. There is a massive cost to the to share the burden of that cost. We do have jointindustry. There is a cost to us. Then we hear—and it ventures in terms of manufacturing. The longest JV

is only hearsay—that France will exclude the motor we have had is with GM in the US. Toyota’s first
industry from it. Within the United Kingdom itself venture into the US was with GM. That was a
it is so interpretable that some of our competitors are mutual agreement, because GM got the benefit of
in and some are not. So it is all a bit of a mis-mash. the Toyota Production System and Toyota learnt
However, we are charging ahead and everybody else about manufacturing and operating in the States.
is backing oV, saying, “We will just relax and wait Since then, it is mainly economies of scale—like our
and see”. We are not saying do not introduce it, but joint venture with PSA in the Czech Republic to
we are asking why be first? For once, let us relax a make a very small car. It makes sense to share the
bit, step back, see what our competitors do— costs.
because they are competitors—see what our
competitor countries do, and then introduce a Q117 Linda Perham: Are there countries where you
sensible, workable, fair and equitable process. We could not operate unless you were in a JV? The
make mistakes when we tend to rush. We do as well, Committee went to China about 18 months ago and
as a business. It is better to step back and think it there were, not the automotive industry in particular
through. but other industries where companies could not

operate unless they had a JV. Is that the case in the
Far East?Q113 Mr Clapham: Dr Jackson, it is predicted that
Dr Jackson: Not to my knowledge. I know that inthe growth for cars will be in Asia. Given that fact,
China it is very much the process, but I am notdo you feel that there is a threat that companies may
familiar with the rest of the arrangements. I canrefocus to be nearer to those markets?
understand why it makes sense. If I were the ChineseDr Jackson: I do not think there is a threat. Toyota
Government, I would want to get involved; I wouldhas already established itself in China, India,
want to learn; I would want to generate anBangladesh, and has a number of joint ventures.
indigenous industry. It is common sense to do it.Basically, it is following its philosophy, as I said

earlier, of building cars in the market in which they
Q118 JudyMallaber:Youhave said in your evidenceare sold. Primarily, the manufacturing plants there
that you have always tried to use UK-basedwill service the market there. Quite the reverse: it
suppliers and have given the positive reasons forcould be a good opportunity, particularly for the
that, but also that the UK component, as with otherparts and components industry, to help supply into
companies, has fallen. Can you say a bit more aboutthose areas. So I see it as an opportunity. I do not see
the reasons for that and what you may have tried toit as a threat to me; I see Europe as a threat to me.
do to maintain that base in the UK?
Dr Jackson:Weused to be about 60:40; we are about

Q114 Mr Clapham: So you see it as an opportunity 50:50 now in terms of the UK/European supply
base. There is a mixture of reasons why that hasfor Toyota UK?



9890361002 Page Type [E] 12-08-04 21:07:13 Pag Table: COENEW PPSysB Unit: PAG2

Ev 24 Trade and Industry Committee: Evidence

30 March 2004 Toyota

come about. Obviously suppliers faced exactly the generating all the training programmes. So now
same challenges as we did, so they have made we have British-trained engineers applying the
business decisions to move to mainland Europe and, eYciency improvements through the Industry
indeed, not necessarily to Euroland but outside Forum.
Euroland as well. That is self-generated, therefore.
Also, they cannot compete any more on price alone.
There is quality, R&D, development and Q121 Judy Mallaber: Can I move back to the
innovation. It is a sweeping generalisation to say question of regulations? That is obviously a subject
that Britain is bad and mainland Europe is good, of some concern to you, and you have expressed
because that is not the case. The good suppliers have concerns separately tomy constituency as a local car
been able to compete, compete competitively, and company. It is claimed that the UK is more rigorous
still retain the business. The not-so-good have lost in its application of EU regulations, and you have
business; but that applies to any business, I think. So said that earlier. I know that you are particularly
it is a mixture of competitiveness and making concerned about the Emissions Trading Scheme,
decisions on their own particular future which you referred to earlier. In other areas in your
development as a business that has made themmove evidence, however, you also talk of places where the
oV the UK to mainland Europe. UK has not opted, and you are asking us not to go

alongwith provisions on temporary staV and to keep
Q119 Judy Mallaber: You also have a line in your the opt-out on the Working Time Directive. I
evidence saying that there is still a lower level of wonder if you can give us a picture overall on how
quality from European suppliers, including the UK, you see our commitment to new regulations and how
compared with Japanese suppliers. Can you break it aVects the company?
that down for us at all? Where does that lack of Dr Jackson:A lot of it tends to be anecdotal, does it
quality come forward and what are they falling not, about the gold-plating and what-have-you?
behind on? Again, if you look at everything that has come in the
Dr Jackson: The first thing is quality of R&D. last five years, it is not so much the regulation itself;
Perhaps I can explain the diVerence. When I was in it is the application. I do not think suYcient study is
Japan dealing with Japanese suppliers, they had the made of the cost implications. It is the cost of
drawing but they would come and say, “We have introduction, the cost of administration, and the
looked at this. We can do this, this and this. It is the cost of application. Perhaps I may give an example.
same performance. It is a better quality. We can We had the climate change levy, and we have to
make it for a couple of yen less”, and they would submit for a rebate. Yesterday, the senior engineer indevelop it. In the UK and in Europe it is very much, charge of environment spent four and a half hours“Here is the drawing” and “I have made it to the

with Customs and Excise, going through ourdrawing”. There is a huge diVerence in approach and
submission line by line, to make sure that we wereattitude. However, I think that stems from having a
claiming correctly. I would rather that he spent four20 or 30-year relationship. “I can trust you. I have
and a half hours reducing the emissions coming outdealt with you for 30 years. If you are going to make
of my plant, not on paperwork. Point one is thea change to the drawing, I will trust you.” Again, it
hidden costs of what we do in terms of introducingis not black and white. In terms of quality of
regulation. You specifically raise two issues whichcomponent, the component that goes on the vehicle
we have referred to in our submission. We have, inis no diVerent to a Japanese component. Otherwise,
our agreement with our trade union, the statementwe would not use it. The process of getting there,
“to provide long-term, stable employment”. That ishowever, is very diVerent. The reject and scrap rate
a contract balance. We need flexibility because ourwill be a lot higher than a Japanese supplier and you
business is cyclical. When we are introducing newhave to work harder at getting to the quality level;
vehicles or if volumes are changing, therefore, webut the quality that goes on the vehicle has to be
need to be able to adapt very quickly to that. Wethe same.
need that flexibility. In terms of the opt-out, it is not
a given. Nobody can be allowed to work more thanQ120 Judy Mallaber: Are you taking any action to
48 hours per week without the express permission oftry to improve the productivity, the ease of dealing
senior management in the company. We monitorwith, or the quality of the UK-based suppliers?
and control it.We issue reports everymonth. It is theDr Jackson: Yes. Within our purchasing division
last resort to opt out. Sowe share the objective of thewe have a department that is responsible for
Working Time Directive. We do not want peopleworking with the supplier to improve quality.
working excessive hours. Within that, however, weBasically we do it by working with the supplier to
know that our industry is not flat; it is cyclical. Weproduce the Toyota Production System. We have a
need that flexibility. Otherwise we cannot deliverdedicated team of TPS experts who will go and
our commitment towards long-term, stablework with the supplier. That is our input, and we
employment. So, yes, please retain the opt-out. Wework with 25 or 30 major suppliers, doing that. We
are way below the average number of percentage ofalso support the Industry Forum, whichworks with
people who do opt out in Europe, from the reports.the first and second-tier supplier, and we have
Our control of it, in how we control the Workingsupported that with manpower. We brought our
Time Directive, was cited by the CBI as an exemplarexperts from Japan right at the start, together with

other colleagues, and worked in establishing it and for the UK.
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Q122 Judy Mallaber: There is also a suggestion that pre-assignment. That grant support has been very
important in increasing acceptance for that newnot only might there be a diVerential application of

regulations between countries but that they are technology. To get a consumer to invest in new
technology is a diYcult process. However, I thinkapplied diVerently between companies within the

same country. You refer to that again specifically on that what the Government have now found is that,
because there is a myriad of technologies coming tothe Emissions Trading Scheme. Can you say a bit

more about that? the market or coming forward, they need to look at
how they manage those competing technologies. AtDr Jackson: It is based on the definition of what
the moment, Powershift identifies as worthy ofgenerates your power. I do not have hard evidence
support CNG, LPG and hybrid. What we wouldfor this. However, this is a pretty incestuous
advocate is moving away from that technology-industry, and we know everybody, because basically
specific standard and towards a much morewe all started in the same company—andwe can find
standards-based approach, where you establish a setout. We find that some companies are being

excluded; some people are being included. If, for standard. Any technology, within reason, that
example, you have one boiler that generates a certain qualifies by those emission standards should then be
wattage, you are in; if you have exactly the same but eligible for some sort of grant. Even though we have
there are two and therefore they are half, you are not benefited from the technology-specific approach in
in—but the power generation is the same, and so on. the past, we think it is time to change it.
We find that you will have one company that will be
in, one company that will not be in. There is a cost. If

Q124 Richard Burden: Would the standards in theyou take ETS, we are in a situation where they have
scheme you are advocating be much the same, butcalculated it over the 1998–2002 average—but we
they would not be technology-specific? For example,have been expanding. We have been expanding,
would you get to a situation where there couldrecruiting people, producing a higher volume, selling
almost be a further incentive on diesel?more vehicles abroad and earning money for the
Mr Hawes: I think that you need to look at theUnited Kingdom. Our target is set on the average.
basket of emissions. Clearly where the governmentSo if I had been declining and getting rid of people,
policy is going forward is looking very much at CO2.I would have had a bigger allocation. Now I find
However, we also have to recognise that there aremyself in the position where, because I have been
European emission standards for the other basket ofexpanding, increasing the volume, and recruiting
regulated emissions—NOx, particulate matter,people, I now have to go and buy carbon. Who do
amongst others. You have to look at the two inI buy it from? I have to buy it from people who are
combination. What we would propose would be, todeclining but who have been allocated a huge
use a pun, some sort of hybrid which looks atamount more than we have. Not only that, we find
balancing a CO2 incentive as well as the stricterthat no account is taken of what we did from 1992,
environmental air quality benefits which some of thewhen we started, to 1998. We were the first car
newer technologies can also deliver.company in Europe to get ISO14001. We

understand and are concerned about the
environment. That is ignored. It is just these four Q125 Richard Burden: As well as there being anyears. Again, we have a target of such high incentive to the customer to swap over to a cleanerproportion that the technology does not exist to form of technology when purchasing or after havingachieve it at the moment. If you read the regulations,

purchased a car, are there things you think thethere is something in there which says that you
Government should be doing, or indeed the industryshould not have an unfair advantage to your
should be doing, in terms of improving Britain’s rolecompetitor. You should not be asked to do things
in developing cleaner technologies themselves?that are not physically possible—yet we are. That is
Whether that be further work on diesel or whether itan example of rushing into implementing, and not
be pushing forward fuel cell technology.getting it right.
Mr Hawes: Most of Toyota’s research andChairman: You may care to drop us a line on that,
development takes place outside of the UK.because we are looking at Emissions Trading quite
Obviously, because it is a Japanese company thatsoon in another context. We are therefore happy to
tends to be focussed on Japan and our Europeanget a spectrumof experience of some of the problems
headquarters in Belgium. I think that thewhich are being confronted.
Government are looking at ways of stimulating UK
research and development. Certainly, as a UK-

Q123 Richard Burden: Could we move on to cleaner based company we would encourage that, through
fuel technologies, cleaner engine technologies? In initiatives such as the Low-Carbon Vehicle
your evidence you say that there is something of a Partnership. I think that is the right forum, because
policy confusion in government, and the example of it has as one of its main missions to stimulate
Powershift is mentioned, which was oversubscribed, UK companies’ involvement in these newer
and so on. What do you think that the Government technologies. I understand that a centre of excellence
should be doing to encourage cleaner fuel and for low-carbon technologies is just round the corner.
cleaner engine technologies? I think that we will therefore begin to see the fruits

of some of those deliberations.As a global company,Mr Hawes: You refer to the grant programme,
Powershift. Toyota has benefited from that we will look at the best in the world and, if a

particular research and development stream is basedprogramme over the past three or four years with the
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in the UK, we are more than willing, as a global happy with the situation as it is, and you made that
very clear. Does that mean that your French factorycompany, to enter into relationships with the UK-

based organisations. is allowed to opt out or not? I presume that they
must have signed up to theWorking TimeDirective.
Dr Jackson: DiVerent volumes, diVerent vehicles.Q126 Richard Burden:Would you say that the kind

of incentives, the kind of competitions, projects and
so on, that the Low-Carbon Vehicle Partnership are Q131 Mr Hoyle: Is that a yes or a no, just out of
adopting are the right ways of going about that, or interest?
are there other things that could be done? Dr Jackson: It is a no. I do not think they have opted
Mr Hawes: I think that it is on the right track. It is out. I do not think they can opt out.
only one year in. I think that it is a long-term
process, and one of the major obstacles we have to

Q132 Mr Hoyle: Yes, they have signed up.overcome is getting consumer acceptance of some of
Dr Jackson: I honestly do not know. I would havethese new technologies. People are still scared that
to check.they are investing in a Betamax rather than a VHS,

to use an analogy. To overcome that, we have to
Q133MrHoyle:Could you let us have that, becauseraise people’s awareness of the environment as a
it seems interesting that you put a very strong case,factor in the purchasing decision—which again will
quite well put, convincing everybody why we shouldrelate to cost. A lot of these technologies, including
not be, but people might question it if your Frenchhybrids, have a slight price premium, which
factory has signed up to it. If we could have thatgovernment mechanisms can help overcome. We
information, I think that we could all benefit from it.must look at all these issues and find a way of raising
Perhaps I can take you on to something completelyawareness of these cleaner technologies and
diVerent. Obviously the motorsport sector in theheightening consumers’ acceptance of these new
UK is very important and very strong. Do you havetechnologies.
any interaction with the motorsport companies?
Dr Jackson:No. It is based inGermany and has beenQ127 Richard Burden: What about the use of
for a number of years. There is nothing that we do,advanced materials? We have been talking about
other than go to the Grand Prix in July! Seriously,fuel systems, engine systems. What about the use of
we have very little to do with it.lightweight and advanced materials? Have they got

much to oVer in the future or are they going to be too
expensive for the mainstream automotive industry? Q134 Mr Hoyle:Do you believe that we can get any
Mr Hawes: They have. Clearly the lightweight benefits from the motor race industry?
materials will help reduce the weight of the car and Dr Jackson: Obviously what our engineers are
hence reduce the CO2 performance. Clearly that will developing and designing in the Formula 1 car—
help all manufacturers meet their targets under many such developments do find their way
the voluntary agreement with the European eventually into the mass-production car, but
Commission. The problem comes when you have directly, no. We have very little involvement, as I
competing priorities. The examples you use— say.
lightweight materials, things like carbon fibre—are
less recyclable than some of the other existing Q135 Mr Hoyle: So you do not believe that it gives
materials. We have also to meet commitments under you any competitive advantage by being in there?
the End of Life Vehicles Directive, which will Mr Philpott: On the sales side it adds a promotional
regulate the recyclability of our vehicles. As that dimension to our brand, and that has to be a
target goes up, we need to make sure that we can positive.
achieve that. If we also face the competing target of
reducing weight to reduce CO2 with the introduction

Q136 Mr Hoyle: In terms of the researchof these newmaterials, you can see quite quickly that
and development and technological advantage,we are at something of an impasse.
however, there is nothing to be gained by coming out
of that? You do it in-house in other ways.Q128 Mr Hoyle: We went to Singapore, where we
Dr Jackson: Yes.were told that life expectancy of a car is nomore than

10 years. Would you like to see that introduced in
Q137 Mr Evans: On the back of one of Lindsay’sthe UK?
other questions is the matter of France. Are you ableMr Philpott: I think the life expectancy right now of
to compare the productivity or profitability of thea Toyota is something nearer 12 or 13 years.
British plant versus the French plant?
Dr Jackson: No. It is almost meaningless, becauseQ129 Mr Hoyle: Would you like a law passed that
the vehicle is so diVerent; the manufacturing layoutno car can be on the road over 10 years?
is very diVerent in France. We kaizen every time, soMr Philpott: No.
it is a diVerent layout. It is not something that we do.
We would rather compare on quality.Q130Mr Hoyle: Can I take you to a question where

I was not quite sure what the answer was. You spelt
out that, regarding theWorking TimeDirective, you Q138Mr Evans: So there is no sort of league table of

productivity or profitability?do not want theGovernment to sign up to it; you are
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Dr Jackson: No. There are companies and there are Q144 Mr Hoyle: That is what I am saying.
Dr Jackson: But there is no benefit. I am not goingnewspapers that do it, but it is a bit apples and pears,

to be honest. The only thing I would say about the to be making the Yaris.
tables, and why I read them and pay any attention,
is the relative position you are in. If it is an apple and Q145 Mr Hoyle: Presumably, in the great Toyota
a pear this year, as long as it is the same apple and structure, somewhere higher up the chain,
pear—if you have moved, then it is relative. somebodymust compare cost, to make the decisions
However, I pay very little attention to productivity of the future.
figures that appear in such tables. Dr Jackson: Yes.

Q146 Mr Hoyle: I wonder if you could possibly getQ139 Mr Evans: So why do you think that we lost
some of that information to share with theout to Poland then on the new investment?
Committee in a letter. It would be very useful, toDr Jackson: It is cost. It is how much you can make
show the advantages or the disadvantages of theit for.
French factory.
Dr Jackson: Can you leave that with me?

Q140 Mr Evans:Which does not bode very well for
the future, does it, if it is cost? Q147 Mr Hoyle: Of course I will, yes.
Dr Jackson: It is cost at the time. We know what are Dr Jackson: I am not so sure I want to be sharing
the issues. In terms of the car, it was not. That was the costs—
because of the market. In the case of the diesel, Mr Hoyle: That is why I said in writing, and not to
however, it was cost. So cost of investing compared show outside this room.
with cost of investing; cost of labour compared with
cost of labour, and the decision was taken that it Q148 Mr Djanogly: When you have plants across
would go to Poland. As I said, what we now do is Europe and Turkey, from Toyota Japan’s point of
study and, if we cannot beat cost, then we will have view does currency come back into it again? In other
to beat it on something else. Speed of delivery, words, does having a plant out of the Euro and in the
quality of delivery. The quality would be the same, Euro act as a hedge factor?
so there is no option there. There is a worldwide Dr Jackson: Maybe four or five years ago it was a
quality standard and we are audited by TMC— factor, but nowwe have taken steps to address it and
every company around the world. We cannot so it is not such a factor.
compete on pure quality, therefore. We have a plant
in Turkey. Salaries there are much lower than our Q149 Mr Djanogly: Financial hedging?
salaries. Regulatory burden? None. No Working Dr Jackson: No, we have just taken cost out, to
Time Directive in Turkey. You can work as many handle any exchange rate fluctuation. So we can
hours as you like. They have really outstanding operate now at a better exchange rate than we could
people coming out with engineering and science four years ago.
degrees, who work on the production line
sometimes, not as engineers. So their education Q150 Mr Djanogly: You have passed on costs to
system is generating high-quality people, who are other people?
operating in such a situation. So, yes, it is a Dr Jackson: No, we have not passed on costs to
challenge—a huge challenge. Poland and the Czech other people. We have reduced them. It is no good
Republic—the salaries there are 50%, something like me bankrupting a supplier. I need the part.
that. Yes, it is a challenge.

Q151 Mr Djanogly: Yes, but the costs are so
dramatically lower in Poland or Turkey, as you haveQ141 Mr Evans: You can never compete with that,
just said. How much cost can you take out ofcan you? You would not want to in any event.
England, comparatively?Dr Jackson: No, impossible. What I do not want to
Dr Jackson:We took 30% out on the new model.do, however, is have the additional burdens added to

the cost I have already got.
Q152 Mr Djanogly: That makes an English factory
competitive with a Turkish one?

Q142MrHoyle: I am amazed, because you said you Dr Jackson: Yes, absolutely. We have lost a lot of
could not compare the cost of the UK plant to the money. Our target this year is to break even. That is
French plant, yet you can compare Turkey— a huge turnaround. Everybody in the company has
Dr Jackson: I did not say cost. I said productivity been committed to taking cost out, without
and— damaging the quality of what we are doing because,

again, that is short term and would not pay us any
benefit long term.Q143Mr Hoyle: But it all comes down to cost at the

end, does it not? Productivity is part of the cost.
Dr Jackson: Yes, but I do not make a Yaris. I make Q153 Richard Burden: I will ask you a couple of

questions about skills but, before I do so, could IAvensis and Corollas, so comparing the cost of
manufacture is very diYcult. I make a diesel engine; take you back briefly to the comments you made

regarding motorsport? You suggested that in thisthey aremaking a diesel engine. It is very easy for me
to compare the cost. I could compare the cost. country you see it mainly as a marketing tool, rather
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than anything particularly technological. Do you board of directors, andwe assess and give advice and
guidance on this. We are very pleased to see thethink that it is seen the same way in Germany? In

other words, why did Toyota, when setting up a number of kids who are participating in this, both
male and female. Yes, it is a drop in the ocean, butmotorsport operation, talk to Germany rather than

the UK, when, if you like, the motorsport industry if we all start doing something like that it will sell to
the child that there is something else other thanis bigger in the UK?

Mr Philpott: Our Formula 1 team was set up in the being a lawyer—with no disrespect to those present.
factory where our previous rally sport team was set
up. Q157 Richard Burden: Most of us round the table

would say amen to that, but not all! It is good that
Toyota has taken that initiative, but do you find thatQ154 Richard Burden: I was not meaning Formula 1

particularly; I was meaning the motorsport in the places that it happens, the schools, they buy
into that project? Do they promote that project by,operation.

Mr Philpott: Okay, but that was the decision why it say, the local Learning and Skills Councils, or is that
patchy across the country?went to Germany. It was already an existing

operation that has been expanded and built upon. It Dr Jackson: No. We ran a pilot and then we were
approached by schools to participate in it. It is likeis diYcult for us in the UK to comment on whether

that gives diVerent commercial opportunities to our all things: schools are driven by personality. Some of
the headmasters and headmistresses I have metGerman colleagues than it does to us. It was felt that,

given that existing operation, there was a better personally are absolutely driven and committed, and
want to make a diVerence. If you get a good head,access to the broad skills base that is needed to run

a Formula 1 team. the school buzzes; and they are innovative and
prepared to try new things—certainly the head and
the staV involved in the schools that we are workingQ155 Richard Burden: In relation to skills, the
with. However, it is not all altruism. We benefit,Automotive Academy has been established recently.
because hopefully some will go on and work for usDo you think that is structured in the right kind of
in the locality. The other benefit it gives us that it isway? Is it doing the right kinds of things? Is there
run by our young graduate engineers. It gives themanything else that could be done?
the opportunity to go out. I go into the school and itDr Jackson: I should declare an interest. I sit on the
is, “Here’s an old guy coming in to talk boringboard of the Automotive Academy. So, yes!
manufacturing”. A 22 year-old engineer goes in andSeriously, I think that the way we are going is the
says, “I’m six years ahead of you and this is what Iright way. I am very pleased that the Government
have done and this is what I am doing”. Eyes pop,are supporting it, and they should continue to
and they can identify with this guy. So it has beensupport it. We have just started, basically. The next
very good development for our young engineers.six months are very critical. We have to establish the
Everybody is benefiting from this process.programmes; we have to establish the credibility of

the programmes. Under the chairmanship of Joe,
who will be giving evidence later, I think that we will Q158 Richard Burden: You mention schools. What

about LSCs?make this work. I think that it is a major element in
up-skilling and increasing the performance of our Dr Jackson: We have had some discussion with

them: not a great deal. I think that they tend to leaveindustry in the UK. I would like to think that in—I
do not know how many—10 or 20 years, if you are us to our own—they visit and see what we do. We

have our own huge training centres. We say, “If youa fellow of the Academy, it will be seen as a
worthwhile and “want to” qualification to work in join Toyota, it is a training company. It is a lifelong

training”. We do keep abreast and we do keep closethe industry. We have the right mission, we have the
vision, and we have the commitment to make it contact with the LSC and also with the RDA,

because we do not operate in a vacuum.We are partwork. So, yes, I am very supportive.
of the community. We would like to think that we
are a good corporate citizen, as they say. We try toQ156 Richard Burden: That is good to hear. Is there
participate and support, and we lend our name toany more that you think should be done, whether
many initiatives. The brand is powerful in suchthrough the Automotive Academy route or others,
aspects.either by government or by the industry itself?

Dr Jackson: In terms of skills, not really. As a
company, wewill handle that. In terms of university, Q159 Linda Perham: Can we have your views about

the changes to the block exemption rules?I hope that we do not price out students from the
longer degrees of science and engineering. We Mr Philpott: It is obviously early days still. Those

companies distributing vehicles and parts havemoreshould be finding a way to encourage people into
those fields and we need to get them young.We have commercial freedom. We have seen, in these early

days, some consolidation in the retail industry thata role to play there, as part of the industry. Industry
has a role. We cannot complain.We ought to go and could work against the very increase in intra-brand

competition that the Commission were trying todo something about it. We have created young
science clubs and young engineers’ clubs in the local achieve. So we have seen some consolidation in the

early days. Toyota argued consistently, through aschools, where we get anybody from about nine to
13. We give them a project; they develop this positive dialogue with the Commission, that block

exemption should be reassessed regularly. We haveengineering project; they come and present it to the
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taken that opportunity, through block exemption, Q166 Chairman: So where are you then with the
model if, in two and a half years’ time—to reassess our network, establish new standards, in
Dr Jackson: I realise that I have some of myorder to deliver a better experience to the customer.
competitors sitting behind me, so can I just—Having established and redefined our dealer

network with what we call a hub-and-spoke
Q167 Chairman: You do not have to be undulyapproach, we are giving operators greater
frank. What I am trying to get at is—opportunity, with bigger areas of responsibility,
Dr Jackson: I am not worried about the future fivewhere they may have two or three outlets. Working
or six years, if that is behind your question.with those operators, we are now driving up

standards. The early signs from consumer surveys is
Q168 Chairman: You would anticipate having athat consumers are recognising that they are now
replacement in time?being provided with a better service.
Dr Jackson: For both.

Q160 Linda Perham: What about independent Q169 Chairman: These decisions are taken where?
garages? We have some evidence later from the Are they taken in Brussels or in Japan?
Automotive Distributive Federation, and they are Dr Jackson: It is a typical Japanese company, so I
saying that independent garages are still having cannot put my finger exactly where. It would be
trouble identifying components for replacement. between me, Brussels and Japan. It sort of happens.
What about the approved servicing of your vehicles?
Have the arrangements for that changed at all? Q170 Chairman: How much does that kind of
Mr Philpott:Yes, they have. Through the new block investment cost? Say for the one that you have got
exemption, obviously the agreements for sales and on line last year?
service have been broken apart. We now have a Dr Jackson: Again, it varies considerably. If it is a
separate service agreement. Indeed, we have around brand-new model, it can be considerable. We are

talking £50–60 million, maybe more—from the20 authorised repairers set up who do not have the
manufacturing perspective and parts development.agreement to sell Toyotas, but they can service,
The total investment cost of a car now is enormous.maintain and supply parts for Toyotas.
What we try to do, of course, is to limit the amount
of investment we have to do, because one of the bigQ161 Chairman: Perhaps I can raise one last costs that impacts on our performance isquestion with you, Dr Jackson. You have given us a depreciation. So we do not want to be investingvery optimistic picture, in the sense that you have heavily in new equipment if we can modify, amend,

said past performance has been improved year on and utilise what is there. It is probably part of why
year; that you have a mass production unit and you we start so soon, because basically that is the time to
are producing two cars, the Avensis and the Corolla. take cost out of the project. Once you start making
Where are they in their lifespan as vehicles? it, it is much more diYcult; so we put in all the
Dr Jackson: Avensis was launched last May, so in eVort now.
the first year, and the Corolla is two years out—so
pretty new. Q171 Chairman: I know you are saying that the

market is expanding, but are you anxious, when you
have a Turkish, perhaps Polish, maybe French,Q162 Chairman: The life of a car is what? Four
competitor in the field within your own group?years?
Dr Jackson: No, I am not anxious, because it is theDr Jackson: Four to five years.
family of Toyota; but I am always aware. We make
the Avensis, which is a complex vehicle—a high-

Q163 Chairman: How long does it take to set up a value vehicle. It is perhaps beneficial that we can do
replacement line for, let us say, the two year-old one? the added-value stuV. France makes Yaris, which is
When would you have to start making the decisions a much smaller vehicle. Turkey makes Corolla, and
about the replacement model and the line? so they are a direct competitor to us. They are
Dr Jackson: Probably two, three years ago. making the vehicles that are coming into Europe but

which also will go that way [indicating]. Again, it is
being close to the market in which they are sold. WeQ164 Chairman: How many months do you expect
are always looking at Turkey, for the Corolla; andit will take you to get to market?
we are always looking to Poland for engineDr Jackson: A Corolla?
manufacturing. It is healthy competition within the
family. We are rivals, but we are not going to kill

Q165 Chairman: Yes. each other—hopefully.
Dr Jackson: It varies, but 30months, 35 months, but
the decision has to be made. Depending again—we Q172 Chairman: We wanted to get a worldwide
have to work with the supply base; we have to work perspective fromyour group as well. Thank you very
with equipment manufacturers; and we have to much. You have been very frank and you have given
determine how we are going to build it. Then we us a lot of your time. We would appreciate a note on
spend a lot of time. Our experimentation is beforewe the Emissions Trading Scheme, because it will
sell it, not after we have sold it. So we do a lot of pre- inform us in our next inquiry.

Dr Jackson:We are happy to do so.production and development work.
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Q173 Chairman: Thank you very much, Mr Towers Chairman: Thank you.
and Mr Beale, for coming along today. It does not
seem like four years since we first went round the
track on this issue, Mr Towers, as far as we are

Q174 Sir Robert Smith: That leads on partly to theconcerned. Perhaps we could start oV with your
question about the supply chain. In your submissionreflections on the period that you have been
you say you are still sourcing 75% of your UKoperating as MG Rover. How have you found the
production fromUK suppliers, but there is pressure,UK as a location for automotive production? Do
you say, to go to overseas suppliers. Is training theyou think that the positives that you have been able
key thing to reverse that? What can be done toto identify have been suYciently strong and
reverse that?attractive to guarantee the continued success of
Mr Towers: There are two things that come out ofautomotive production in the UK?
the training, and I am not speaking just aboutMr Towers: Yes, for car making the UK is a good
training in terms of fundamental education, I amplace and it is our most important place. We have a
talking about training in the particular skillsheritage, I think, which is quite special in
associated with being more productive, being moreLongbridge—and I guess in the West Midlands as
cost-eVective and being more quality eYcient. Thatwell—in that we have a skills pool and an
in itself, obviously, helps people compete againstunderstanding of car making that has been there for
some of the very significant price diVerences thatyears and years and years. So whilst we would all of
exist between them and, for example, suppliers in theus like the Euro to be at 1.20 rather than at 1.50,
Far East. The other part about the overall businesswhilst we would like to think that some of the
and education of people is that I actually think therelegislative frameworks that exist here and in Europe
is a major set of opportunities. I would reflect onand do not elsewhere in the world were diVerent, it
some of the previous evidence that was given, in thatis diYcult not to speak positively about the UK as
in these markets that we are tending to fear asa car manufacturing base. The second issue which I
competitive manufacturing bases for ourselves therethink is very important is that the UK is our biggest
is, certainly in the short term, a major opportunitymarket and, therefore, we want to be in that market

making cars to service that market properly. When of involvement for not just the car makers
you look at the broad range of issues that you think themselves but, also, the suppliers to the car makers.
about as a businessman in terms of having a There is no reason whatsoever why the UK car
successful business and you reflect on the various supply industry cannot be part of that process, but
items of controversy that we have debated in the being part of that process does require certain skills
industry: skills, for example, is not a direct problem to get into it.
for MG Rover; we can attract, amongst the breadth
of activities that we undertake, the right people for
the right jobs. I actually do not either have any

Q175 Sir Robert Smith: Are you working with yourconcern at all about the basic skills issue, when it
supply chain to improve their productivity?comes to the previous comments made about
Mr Towers: Very much so. I have to say thatgraduates, and so on. I think where the skills issue
certainly my personal preference, and I guess ourdoes start to impact most in the UK is as you get
overall preference, is to deal with UK suppliers.further and further down the supply chain and you
However, there has to be a limit that we place uponstart to deal with smaller businesses who then, by
that preference. One of the things that we do verythemselves, are not able to put quite so much
significantly as part of our global sourcing activitiesresource into their own training of people and their
is not to look at global sourcing as an opportunityown re-skilling of people. When we took the
simply to go there to buy it but to use the globalbusiness over from BMW nearly four years ago our
sourcing work to bring information back to ourassembly track people were basically skilled in one
suppliers to try to get them to the point where theyvery confined job; they are now skilled in at least five
can at least be close to a competitive level with somediVerent activities that they can undertake within the

factory. We have done that ourselves; that has not of the people overseas. It would be far better for us
come oV the back of any sort of educational process. to work with them and develop them to the point
Many of our suppliers are not able to do that such that they can compete, or almost compete, with
themselves and this is why it is so important that that level of cost than to actually go and buy it there.
things like the SMT industry forum, which the DTI
supports very, very well, in our view, needs to
continue; it is why the college, the academy—the

Q176 Sir Robert Smith: Finally, in your submissionthings you have been talking about previously (I do
you talk about the Euro and the benefits, possibly,not want to go over all of that ground again)—are
of having a better exchange rate. Do you, at theso, so important. I would say that they are actually
moment, require your suppliers to invoice you inmore important and more significant for our
euros?supplier community than almost anything else. For
Mr Towers: No. The Euro is discussed veryour supplier community to avoid the issues that they
popularly as an issue of certainty. One of the biggestdo certainly face and be able to take advantage of the
things to me is that it should not be the certainty ofopportunities that could occur through the
failure. I would not think thatwe had certainty in theglobalisation of their activities, those skills and those

training issues are absolutely fundamental. context of being a member of the Euro if it was 1.50.
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Sir Robert Smith: So a sensible exchange rate. you are leading to the point which I think you are
leading to, which is when do we start making money
properly, then it is around about 180,000 where weQ177 Judy Mallaber: You heard the exchange
break even. So we have some way to go to get to thatearlier with Toyota about the question of EU
point, but, nevertheless, we can see ourselves gettingregulations. Can you tell me what your view is on it?
there in our current plan.Do you think that the UK is more rigorous in the

application of regulations and that it is damaging, or
Q182 Mr Clapham: You say that your current plando you take a diVerent view?
indicates you will get there but can you make aMrTowers:No, I do not take a diVerent view. As an
prediction as to when?industry we generally feel that we are terribly British
MrTowers: I think this year is going to be as diYcultin our implementation of regulations. I am sure we
as any. I think next year is the point where we woulddo not have a level playing field at all. Could I give
expect to get there.you an example which is diVerent from the

popular—a little anecdote? I was at an exhibition, as
we all are, from time to time, in Europe; our Q183 Mr Evans: You halved your losses last year
products were on display and there was a delightful and you have just given an indication as to how you
German lady looking around our products, she was have managed that.
obviously interested in them and I was in Mr Towers: I am sorry, last—?
conversation with her and she said how nice they
were. It got to the point where I said: “Look, I can Q184 Mr Evans: Last year, was it not a £95 million
organise you a test drive”. She said: “There is no loss?
point really; I’m German, we have problems with Mr Towers: Our loss position, basically, went from
our economy, car manufacturing plays a big part in the £800 million loss under BMW, and then we
our economy, I will buy a German car because it is halved that—we went to about £378 million. We
good for our economy.” I said: “I cannot argue with then halved it again in 2002—and they were our last
that. Funnily enough, we do the same thing in the audited accounts—and we came out of that with £95
UK; we like to buy German cars to support the million. Last year has not been published yet and I
German economy as well.” You cannot possibly cannot give a figure until it is audited but it will be,
expect that consumers in your market are going to again, a significant improvement on the £95 million.
want to buy British cars. This is not an advert—
please—for MG Rover; there are lots of other Q185Mr Evans: Excellent. So apart from taking out
people making cars in theUK.However, if I say that the loss-making cars that you have identified, what
hell would freeze over before I could sell an MG or do you put it down to?
a Rover to any French state-run or state-influenced Mr Towers:Massive cost-cutting for one thing. Our
organisation—we knowwhat theDirective is but are costs have reduced out of all proportion to the
we not playing that game ever so correctly? volume changes over those almost four years.

Q178Mr Clapham:MrTowers, could I ask a couple Q186 Mr Evans: Are you able to indicate what sort
or three questions about production? Could you tell of costs you have been able to save?
me what the current volume of car production is at Mr Towers: Again, falling back on a comment that
Longbridge? wasmade earlier, if I could reply to you in writing on
Mr Towers: It is about 150,000. that, to give you what is fairly commercially

confidential detail, that would be good.
Q179 Mr Clapham: How does that compare, for Mr Evans: Okay. Thank you very much.
example, with when BMW were the owner?
MrTowers: I think in the last year that BMWowned Q187 Richard Burden:You are involved in a number
us we produced about 225,000. of joint ventures abroad, from India, Poland,

possibly, and have plans in Italy.What do you think
Q180Mr Clapham:Howmany people at the present the benefits to the company are from those ventures?
time are employed at Longbridge? Mr Towers: Very significant. Again, to try to add to
Mr Towers: Directly employed by Rover, we have the debate rather than to repeat things said earlier,
about 6,250 people. one of the most important reasons why we are

currently putting a lot of work and eVort into China,
similarly with Poland and with other areas, is that itQ181Mr Clapham: It is now four years on since you

took over. How does that fit with your business plan would be virtually impossible to do business and sell
cars in those territories unless you were involved inat the beginning of the venture?

MrTowers: It is very similar in terms of employment the manufacture of them—not necessarily by
completely owning the factories there but certainlylevels. Our original business plan, as we went into

the programme—and I think I was widely quoted at by having a partnership or a joint venture in
manufacturing activity. It is not just a question ofthe time—talked about a production level of about

200,000 cars. We are at less than that volume right wandering around the world looking for cheap
sources of supply of cars—quite the reverse. Anynow. One of the reasons for that is that we did find

that quite a lot of cars were being sold for significant cars that are produced in China and, also, arguably,
in Poland are going to be mopped up in thoselosses and we immediately took them out of our

production processes and, also, our business plan. If territories, not in European territories, over the next
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few years. After five or six years I think China could Mr Towers: I do not see the diVerence. First of all,
be an entirely diVerent matter, certainly over the Rover 75 is an attractive proposition in a JV sense.
next few years, but the fact of the matter remains It has been labelled bymany people as the best front-
that if you are going to stand any chance at all of wheel drive car in theworld, so it is a part of our asset
selling cars in those markets you have to be part of that is quite important in the context of drawing
the manufacturing process there. these things to a conclusion.Yes, Rover 75 produced

inChina, consumed inChina and,maybe, part of the
Chinese market. There is a huge market within

Q188 Richard Burden: In the Far East how do you Eastern Europe where we are not represented and
see your involvement with China developing? Is where the Rover 75 is an attractive car but where,
there any link between that and discussions going on arguably, by the time we get it there from
in Malaysia, for instance? Longbridge it is probably not price competitive. So
Mr Towers: There has been commentary recently it makes great sense to produce that car in Poland if
that we seem to be operating on a number of we can get a cost-eVective manufacturing base to
diVerent fronts; they are not actually diVerent do it.fronts, they are quite complementary fronts. Again,
I do not want to go into the commercially
confidential aspects of what we are discussing, but Q191 Richard Burden: So it is transportation costs
the biggest, by far, is the possibilities that are that would—
available to us in China. The Chinese market is Mr Towers:No, it is not just transportation, it is the
expanding at a massive rate; you have seen the GDP fundamental costs. We are talking about something
figures—compound 9% growth and looking as like 30% of the cost base to produce the car in
though they are going to become the second-biggest Poland. Why should that mean that we would not
car producer in the world in a few years’ time—so it want to continue to produce cars in the UK?
cannot be ignored. That is where we are putting the
maximum amount of our eVort and energy; not

Q192 Richard Burden: You do not think it would be(contrary to many rumours) in order to displace
cheaper to import back into the UK?production at Longbridge but, in fact, to assist
MrTowers: I think it would be cheaper, but I am notLongbridge in the short term. Why? As soon as you
sure it would be a wise business decision to do that.move towards a position of producing your cars in

that territory you do not start oV with a clean sheet
of paper and buy everything there; you have to buy Q193 Richard Burden: In terms of capacity at
considerable amounts of supplies, of components, of Longbridge—again, looking at where production
local factory activities in the originating plant. That may go—Rover 75 is produced there already. One of
is a fact of life and that will be of considerable benefit my colleagues will be coming on to talk in a while
to Longbridge in the short and medium term. about projected new models and so on. Would there

be a possibility that those new models, if produced,
could be produced on an existing line, or would itQ189 Richard Burden: Would that logic apply to
mean opening up a new line? If it is the former, whichPoland as well?
model would go to make room for it?Mr Towers: Yes. Again, if I can be, I suppose,
Mr Towers: Again, similar to the evidence that youslightly colourful, I am puzzled by the fact that the
have heard before, as far as we can we try to maketrade unions are telling us today that we absolutely
the existing facilities suitable for the new models.must not stop producing Rover 75s in Longbridge. I

am puzzled because we do not want to stop
producing Rover 75s in Longbridge either. Given Q194 Richard Burden: So there would be the
that the Poland process has been going on as long as capacity at Longbridge to open up a new line to
it has, it puzzles me that people should misinterpret produce a new model without displacing—
things in that way. It has always been clear that if we

Mr Towers: Without throwing everything away.set up something at the Daewoo factory in Poland it
Absolutely. There is huge capacity at Longbridge. Iwould be to the benefit of Longbridge, and that
was interested in the earlier capacity debate because,continues to be the case.
arguably, you could say that Longbridge could
produce 350,000 cars a year—which it has done, and
it has done more than that. The thing that is mostQ190RichardBurden: I think the concern, probably,
important is how is the business geared, what is thearises around the fact that what is being discussed is
break-even point and, therefore, what is theRover 75. If you were producing cars in China for
profitability point in having a thriving business? Ithe Far Easternmarket, that would be one thing, but
guess, if you totalled all of theUK capacity together,I think people would say “Actually, producing
you would actually come to about 2.6, 2.7 millionRover 75s in Poland—is it really going to be the case
cars, which is more than we actually consume in thethat if you have the same model eVectively being
UK. The important thing is how are the businessesproduced for the East European market you will
geared. I thought the Toyota explanation was veryalso want to continue with production in the UK as
good. Where is their profit point, where is theirwell?” This is the danger. If the cost-base is lower
break-even point and what are they actuallythere then production will actually shift from

Longbridge over to Poland. planning to produce?
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Q195 Richard Burden: As well as that capacity, in MrTowers:Maybe I can speak to that issue of R&D
terms of physical capacity at Longbridge, there is a and new products. You may recall when we bought
scenario thatwould suggest that if a newmodel came Longbridge from BMW we had three cars: we had
on the tracks the 75 would move oV to go to Poland. the MGF, the Rover 25 and the Rover 45. The first
That would be completely wrong? thing we did was to bring the Rover 25 out of BMW
MrTowers:Every single process thatwe are engaged and out of Cowley, and we introduced the estate
in would be to the benefit of Longbridge not to the version of that. We then did theMGZR, ZS, ZT; we
detriment of Longbridge; every single discussion replaced the TF; we introduced the SV models and
that we are having, every single JV outline that we we introduced the X Power ZT 260 and further
are looking at, right from the early days of our JV models.We nowhave 11, and at theGeneva showwe
discussions, every single one has been premised showed the new 75 (the 04 model 75) and we also
around being to the benefit of Longbridge. unveiled the V8. During the rest of this year we have

two new models coming along, which we have not
Q196 Richard Burden: So 75 production stays at announced yet but they will be here this year.
Longbridge?
Mr Towers: Yes.

Q202 Chairman: Based on the 75?
Mr Towers: Based upon certain aspects ofQ197 Chairman:You have been in business now for
engineering that we have, yes. That factory now hasjust over three years.
11 cars when it had three. So we have not been idleMr Towers: Nearly four years.
on the engineering front during the time thatwe have
owned the business. In looking at the future, and ourQ198 Chairman: How many JVs have you entered
future investment plans, then of course we wouldinto?
like to partner with someone to get into the newMrTowers: I think the one thatwe started first—and
markets, to get into the economies of scale that youI think this reflects the length of time it actually takes
would all recognise we would be irresponsible notto get a JV to a conclusion—was the one with Tata.
to do.In fact, that is a very interesting example of the

Longbridge benefits that I was talking about earlier.
There is a car that is not produced at Longbridge, it

Q203 Chairman:However, in the intervening periodis produced in India but it is marketed through our
your output has fallen from 225,000 to 150,000 andUK marketing organisation. It is a car that was not
you are still 30,000 short of the figure of 180,000 thatpreviously here and it has actually created jobs
you would identify as the sort of break-even point?within MG Rover, not because of manufacturing
Mr Towers:Yes. Another way of putting it is that inissues per se but because of the input we have had
the intervening period we have improved the losseswith Tata and also because of the distribution
by £700 million.arrangements when it comes to the UK.

Q199 Chairman: One JV with Tata. How many Q204 Linda Perham: You mentioned two new
manufacturing jobs are we talking about out of the models possibly coming out. How diYcult is it for a
6,250? firm of your size to finance new models?
Mr Towers: Absolutely not many. I am simply Mr Towers:We do work diVerently from the typical
making the point that because you enter into industry players; there is no question of that. You
arrangements with people on a JV basis does not hear a lot spoken about the cost of a car’s
necessarily mean it is going to be to the detriment of development—typically, billion-pound type sumsthe people back at home.

are put forward. We certainly do not spend that
much.

Q200 Chairman: What I am trying to get at is it
might not be to the detriment of them but it does not
seem to be greatly to their advantage, given that the Q205 Linda Perham:What is the time frame if you
cash flow that is coming in will not be going to the are thinking of introducing new models?
plant but will be going elsewhere. I am just not quite Mr Towers: A typical new model takes three years.
clear. The JVs that you are envisaging in Poland and If you distinguish between, first of all, facelifts and
China are concerning a vehicle which is, what, three then significant engineering programmes and then
years into its life now? completely new platforms, platforms last for about
Mr Towers: Yes. seven or eight years and you do significant work on

them in between times.We have a new platform that
Q201 Chairman: So it is almost facing a midlife is scheduled to be in production towards the end of
crisis, shall we say, in terms of its longevity. How next year. The rest of the work that we have carried
does that fit in with new models coming in? You are out has been significant engineeringwork on existing
extending the production of a previous vehicle platforms.
abroad, but it is not—although it may contribute to
cash flow—the kind of joint venture, as I understand

Q206 Mr Hoyle: You mentioned new platforms.it, which spreads research and development and
Which model is that aimed at? Small, medium orplanning andmarketing costs across severalmarkets

simultaneously, is it? large?
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Mr Towers:Medium. MrTowers: TheMG, ZS and the Rover 45 platform
is a double wishbone, front suspension, with some of
the most modern engineering in that platform thatQ207 Mr Hoyle: So it is about the 45?
you could ever wish to find in any car today. ThereMr Towers: Forty-five and a bit bigger.
is nothing—absolutely nothing—wrong with that
platform in a contemporary context. The fact that aQ208MrHoyle:Forty-five plus a bit. Obviously that
car called Rover 45 has been around for a long timeis a new development and that will go down at the
does not mean that massive, massive things haveLongbridge site?
been done to that platform. I wish we would all getMr Towers: Yes.
it out of our heads that we are dealing with
something that is not particularly attractive, becauseQ209 Mr Hoyle: I want to take you back to your
that is not the case. The fact that the motorsportearlier comment, because you said that when you
version of that car is one of the most competitivetook over the company you had only a couple of
products on the racetrack actually tells you howmodels going down.
good that platform is. So that is the platform point.Mr Towers: Three.
The second question which you raise is “What stops
you, once those manufacturing bases are establishedQ210MrHoyle: In fairness, the newMini wasmeant
in China or Poland or whatever, bringing them backto go down and it was in exchange for the 75, so I
to the UK?” Nothing stops us, except the fact that Ithink you really would have had four, whichever
am telling you that Longbridge is going to makeway it had gone. I was pleased you did the move
those cars.quite easily to Cowley and back between yourselves

and BMW. The 75 has been the backbone; you have
Q214 Mr Hoyle: That is fine. I hate to just pursueextended it, you have put an extendedmodel in there
it—aswell, the slightly stretched limo of the 75, but what
Mr Towers:Which, by the way, I am able to tell youis the life expectancy? As the Chairman pointed out,
because I do not have to ring Tokyo to find outwe are just over four years into the lifespan of the 75.
whether that is the case.Okay, you can move it out to Poland, and that is

what Vauxhall have done with their aging models.
Q215 Mr Hoyle: That is brilliant. I once dealt withDo you see the 75 as being moved on and that there
McDonalds in a very similar way in Chorley. Theywill be a replacement for Longbridge of the 75 in the
opened a new store and they said “Don’t worry, weprocess time?
won’t close the McDonalds on the other side of theMr Towers: First of all, the 75 is an extremely
town because we believe we have got the advantagemodern—
of operating on both sides and we are going to take
full advantage.” Guess what? We have only got oneQ211MrHoyle: It is an exceptional car. So longmay
McDonalds and it is the new one that we are leftwe have them.
with.Mr Towers: Thank you. A very modern car and an
MrTowers:BecauseMcDonalds had to ring Tokyo,extremely contemporary platform. Frankly, the 75 is
did they not?the least of our concerns at the moment, in terms of

new platform engineering development. It would
not be correct to link our conversations about Q216 Mr Hoyle: No, they did not, unfortunately,
Poland or elsewhere with the possibility of the 75 because it is a franchise and they operated both. So
platform requiring replacement. Not at all; it does just to say to you that I think the point is you have
not require replacement, it is an excellent car. tried to reassure us today, we are going to accept

your commitment, it is actually an investment for
the Eastern Bloc and it certainly is not one to exportQ212Mr Hoyle:Absolutely, and that is why it is the
back to the UK. We can take that as a guaranteedonly car you have got to negotiate with, whether it is
assurance?in China or whether it is in Poland. Of course, the
Mr Towers: Yes.MG is a very good model but it is not a value model

that you can hawk round the world, whereas with
the 75, in fairness, if I am right, you can negotiate Q217 JudyMallaber:Can I follow on from that?We
quite well into China, because it is modern, it is a have just been in Malaysia and it would be
good platform, it is a robust car and it is a quality interesting to know how the letter of intent with
car—all the things you have said. Presumably, Proton ties into the things we have been discussing,
Poland will also give that advantage because is it not because I do not think we learnt very much when we
a new factory, the Daewoo factory, in Poland? were there.
Mr Towers: It is very modern. Mr Towers: I heard that you had diYculty meeting

with Proton. I cannot understand why that would be
the case. Kevin Howell, our Chief Executive, wouldQ213 Mr Hoyle: Absolutely, and one that has never

been used, so they will want to bring it into have very much liked to be here today; we were
trying as late as last week to reorganise things inproduction. I think the temptation—and this is the

worry that has been touched on earlier—is that if order for him to be here. He is actually in Malaysia
right now, as we speak—hopefully he has finishedyou start producing in those two countries, really,

what stops you bringing that back into the UK if the discussions he was having this morning on that
very subject. The discussions are progressing quitethey turn out to be very good ventures?
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well. The one thing I do not ever do, under any of gain third party business in some cases, and
Powertrain is a very good example of this if we arethese conversations with JVs, is to create a greater

expectation of timeliness than would be the case; selling engines to some of our competitors, because
they are more happy dealing with a Powertrainthey do take a long time and you do have to put a lot

of eVort into these processes and they do take a long company than a MG Rover-branded company. I
guess, if you wanted a little micro-example of whytime to consummate. Yes, those discussions are

going well and we look forward to some significant this works so well, I would take—which is a very
small business on the general scale of things—benefit for ourselves and Longbridge out of the

process. Studley Castle. When we took over, that was a
vaguely interesting overhead of the business; it was
a slightly luxurious overhead, a place where,Q218 Judy Mallaber: What sort of benefits would
generally, in-house conference facilities were used.come to Longbridge out of it?
We have now separated that out, taken it away asMr Towers: The business development activities for
being a distraction from the MG Rover Groupa combined arrangement between Proton and MG
Board; it has now got its own board of directorsRoverwould involve two possible platforms, both of
there and it is now a profitable business. Under 10%which we would be involved in and both of which
of its business is in-house business, the other 90% iswould involve us inmajor economies of scale and for
to third-party sales, it makes a contribution and itwhich both plants would be engaged.
makes a profit for the benefit of the rest of the
Group. So it is actually turning an overhead into aQ219 Judy Mallaber: So you are talking about
profit, and that is what we have done with each ofproduction at both ends?
these businesses and focused on, perhaps, the harshMr Towers: Yes.
reality of life, that MG Rover is a significantly loss-
making company but some of the other parts of theQ220 Judy Mallaber: Not just using your
business make a significant profit.opportunities for them to assemble.

Mr Towers: No.
Q223 Chairman: How does this splitting up of the

Q221 Sir Robert Smith: Answering Mr Hoyle you business and the re-orientation of some of the
were expressing a frustration that platforms should revenue streams facilitate increased investment in
not be seen to be out of date so quickly, and they are Longbridge?
perfectly good products. Is not the reality of the way Mr Beale: I suppose there is a confusion here about
the market has been developed, and in which your the reporting requirements of a group of companies
competitors, at least, operate and the customer, that and where the actual cash flows to and from.
the expectation is that you have to have a new Basically, the way our cash flows is that our cash
platform and new models turning over very quickly comes out of our private company and ends up in the
nowadays to satisfy the sales of new cars? manufacturing company, which does indeed
Mr Towers: Very much so. The activities that you support not only the losses but the on-going product
will see from us this year will reflect that. We do new development.
things to our cars every year, every two years, every
three years, but that does not mean a new platform

Q224 Sir Robert Smith: Just following that up, I waseach time, and that is the distinction.
recently in India on a visit by Lib Dem Friends of
India, paid for by the Indian Government, and weQ222Chairman:Wehave seen various reports about
did meet Tata and saw their enthusiasm for the dealthe restructuring of PVH. I wonder if you could,
they have done, from their side, and they weremaybe, talk us through what has happened there?
particularly impressed with your dealer network.MrBeale:Perhaps I could pick up on that?Whenwe
You mentioned earlier how Longbridge benefitstook over the Rover Group it was one large
from that deal, but if the companies are all separatedorganisation. I do not think anybody was very sure
is it not the dealer and distribution side that benefits?whether Landrover was making money or losing
MrTowers: Let me give you a very graphic example.money; whether the Rover Group was losing this
We said right from the outset that we could not—much money or that much money or how much
given our more limited resources—and would not,Powertrain was making. So we followed a perfectly
be investing in our own small car. We felt that wasnormal—almost textbook—way of running a group
simply not a responsible business position to take atof companies; it makes sure there is complete
that time, and for the medium term. Equally, wemanagement focus on each of those elements and
know that for a retail organisation a full range ofthat no group directors can actually hide. It creates
cars is a major benefit, but it is not just a benefit fora huge amount of transparency in the individual
the dealers themselves; the more footfall we can getoperations of those companies. So we have
into our retailers to see not just, perhaps, the smallseparated out our manufacturing, our parts
car that they are interested in but to see the range ofoperation, our Powertrain operation and quite a few
cars the better it is for our overall organisation andother group companies as well. It has paid huge
the more likely it is that people will appreciate thedividends for us. It does not necessarily make any of
MGRover range—more than they do today.We arethose companies more viable by splitting out the
not a business that has the resources to spendcompanies but it does allow us total scrutiny of those

businesses and how they are doing. It also helps us billions on advertising; we are not on the television
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every second of the day, so getting the footfall PVH with car production isolated from the
profitable elements in any way hindered thethrough our dealers with another sector product can

only be of help to the Longbridge business. introduction of the new models, for instance.
Mr Towers: No.Sir Robert Smith: Thank you very much.
MrBeale:No, and in answering your question about
the way ringfencing would work, if we were trying toQ225 Richard Burden: Pursuing the kind of line of
ringfence assets your property example is a veryquestioning that Martin asked a little earlier on, the
good one, one would have left the cash in theallegation, put bluntly, has been that far from
property company, one would not have taken thesplitting up the businesses helping and channelling
cash and put it back into the company, so it is verycash into the car business it has been drainingmoney
diYcult to tackle this problemwhen if we had left theaway from that. There has been speculation about
business as it was it would have carried on losingthat in the press. Could you explain why that is not
£700million a year and wewould not be here to havethe case? For example, perhaps you could explain
these interesting conversations about what we havethe structure of the company and, in particular, how
done with our assets. Like you, I can understandthe financial flows do work?
why people may suggest that, but there is certainlyMr Beale: I suppose I could answer that very, very
no evidence to support it and I think our actionssimply, if you want to look at it purely from an
show completely the opposite eVect.accounting point of view. Where is the cash in our

balance sheet at the end of the year? For anybody
Q227 Mr Djanogly: For instance, there have been awho wants to look at our statutory accounts, the
lot of articles written about your company in the lastcash is in MG Rover. The cash from the well-
few weeks.publicised sale of the land, whichwas the sale of land
Mr Beale: I have read some of them.from our property company, was actually paid into

the MG Rover Group bank account and is there at
Q228 Mr Djanogly: Guardian, 2 March: “Questionsthe year-end. There are allegations, yes, but there is
are now being asked about how PVH has chosen tono evidence to support any of those allegations. It is
distribute the BMWdowry”—that is the £1.1 billionjust total nonsense.
that you received.Mr Towers: It is quite the opposite. Let me give you
Mr Beale: I do not recall ever receiving £1.1 billion.a very, very real perspective on this. Wind the clock

back four years and look at the company structure
as it was with BMW—which seems to be the type of Q229MrDjanogly:Okay, why, because some of it is

in land and so forth?single structure that people would like us to return
to. As an outsider from that business you would not Mr Beale: Because we received £427 million.
know what at all was going on; nobody outside that
business was able to pick up a set of accounts and Q230 Mr Djanogly: Plus land and companies given
understand what was going in the business. Today in shareholdings and so forth. It says some industry
anybody can do that; anyone can pick up a set of analysts are concerned that cash is being conserved
accounts and understand everything that is going on to prop up day-to-day operations rather than
in each of the individual segments of the business. To invested in the development of the new medium-
some extent, the fact that we have all of this sized models regarded as essential to MG Rover’s
information flowing around the press about us is a long-term survival.
clear indication of transparency. Are people Mr Beale: Yes, we have used the cash to help our
seriously suggesting that we should go back—and losses. If we had not done we would be able to
these are the suggestions that we are getting—to that introduce newmodels. I do not quite understand the
single, homogenous structure that was completely question.
impenetrable and completely opaque? I shall not
mention the name but I read one newspaper which Q231 Mr Djanogly: When you were responding to
was continuing to identify our structure as extremely Mr Hoyle’s earlier question about the proposed
complex over and over and over again—issues of its middle-range new vehicle, is that production yet
complexity—and then found in the actual article a funded?
very simple diagram simply identifying the structure Mr Beale:We have spent just under £460 million on
of our company. I think this is just completely silly. engineering since May 2000. Approximately £100

million of that is on the new medium car which is
substantially complete from a platform andQ226 Mr Djanogly: It is not the complexity of the
engineering point of view. There is still the ability tocompany structure, it is the way that following the
do more work on it to eVect the styling which werestructuring, assets—which of course aremore than
hope we will do in co-operation with a jointjust cash and include land—have been ring-fenced in
venture partner.companies that would eVectively mean that if the

motor manufacturing components of the group
went, the rest of the assets would be ringfenced and Q232 Mr Djanogly: Do you still have to raise

significant amounts of money to put that car intotherefore questions have been asked as to the
motives behind the restructuring, in my view quite production?

Mr Beale: We had a fairly healthy cash position atvalidly although there may have been good reasons
why you wanted to organise things in that way. The the end of last year. I think if you look back on our

accounts we have had substantial cash balances atquestion that arises is whether the restructuring of
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the end of each year.We have managed our business Q236 Mr Clapham: Could I ask you a couple of
questions on the shares because it is important. Yourvery carefully from a cash point of view, we have
employees, for example, receive shares in thesweated our assets at every opportunity. It is
company although they do not have voting rightssomething we are getting very skilled at. Will we
and they are based on the profitability ofMGRoverhave suYcient assets and cashflow to complete the
rather than on the profitability of PVH overall. Imedium car by ourselves? If we have to, that is what
heard what you said about the dividends, that youwe will do but that is not our preferred route. Our
do not pay a dividend but could you say whetherpreferred route would be to share those costs with a
there is some trading done amongst employees andjoint venture partner.
is it possible to say what the value of the shares is?
MrBeale:No, it is not possible to say what the value

Q233Mr Djanogly:You will see where I am coming of the shares is. Our company can be valued in many
from. If you did not have the cash to do that then diVerent ways so, no, I would not like to express an
would the assets around the group be up for opinion on the value of it. Just to be clear, though,

when we set up the share scheme we were verydeveloping the new car?
careful to word the share scheme knowing that weMr Beale: Again we have shown already that if we
were going to enter into this restructuring process sodo need to raise additional cash we have the ability
what we gave the employees a share in—and I thinkto do it. We have assets such as the land we raised
they understand this, perhaps the outside world doessome money on at the end of the year. It is not our
not understand it so well—was the businesses wepreferred route; we prefer not to sell oV assets to
took over from BMW so it is a very broadly writtencomplete the new medium car. We do need a new
trust document. If we take something like Xpart outmedium car though, that is absolutely essential, so
of MG Rover they still own a share of bothwe will have one. Our preferred route now is to get
companies. It was done in such a way that it did notone of the many joint venture companies we are
restrict our ability to move assets in companiestalking to on board, allow them to share in that
across the group.platform, which means sharing in the cost as well as

the revenues from it, and complete it in that way.
Q237 Richard Burden: Given that there was terrific
support in the community for your taking over of

Q234 Richard Burden: In the non-MG Rover the company and an engagement there by the
subsidiaries within PVH, for instance the property workforce, is there not a feeling amongst the
company and SudeleyCastle and so on,what kind of workforce that they should be able to put some
proportion of the profits made by the profit-making valuation on the shares that they have?
subsidiaries have actually gone to supporting the Mr Beale: I suppose I would probably like to know
development of newmodels or otherwise supporting how much my shares are worth, and I think that is a
the car business and what proportion would go very valid point, but the shares are only worth what
towards covering head oYce costs? somebody would be paying for them. I am sure you
Mr Beale: Obviously there are head oYce costs but could get many accountants to do an evaluation of
apart from those head oYce costs, 99% of the cash our balance sheet, look at our assets, certainly look
we generate from those group companies goes back at our intangible assets, like our brand name and
in. We tend to keep a small amount of cash in each IPR, and come up with a fairly high valuation. On
subsidiary to meet its day-to-day requirements and the other hand, somebody else could look at it and

see some of the problems we have talked about hereso on but if you were to ask me what the total
today, about it is still loss-making and it is going toamount of cash is today in all our companies outside
be diYcult moving forward and put a very low figureMG Rover, bearing in mind we are talking about
on it. I certainly would not like to be the accountanthundreds of millions in MG Rover at any point in
who was asked to express a valuation but I cantime, it would be under £10 million in all those other
understand that people sat there with a sharecompanies including PVH.
certificate would very much like to understand what
that share is worth. I am not sure that is how the

Q235 Richard Burden: And how much would have majority of the workforce would look at it. I think
what they are most interested in is are they going tobeen distributed in dividends to individuals?
be carrying on in employment, are they still going toMr Beale: None. We have never paid a dividend
be working at Longbridge, and are we going to befrom a holding company to any shareholder. There
carrying on putting investment back in Longbridge.was some confusion in the press, and I might be
I think that share certificate is some evidence thatpredicting where your question is coming from,
they are a stakeholder and partner in this business.because a dividend was paid from Techtronic to a

holding company in December 2000 but that was a
strange accounting quirk because we could not Q238 Chairman: Can you tell us a wee bit about
prepare accounts for the holding company to 31 MGR Capital. How does it relate to PVH?
December 2000 because it had only been in existence Mr Beale: MGR Capital was quite an interesting
for six weeks but all dividends that have been paid in exercise. It is mistaken for being the finance
our company have gone up to the top holding company of MG Rover, which it is not. Any
company and not one penny of dividend has gone commission on all cars that have been sold since we

took over the company are shared between the bankout to any shareholder.
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putting up the finance and the dealers. We do not Q241MrHoyle:Even if they do not know the value?
Mr Beale: Yes.take a share of that at the moment although it is one

of the strategic objectives to do so in the future as our
financial abilities improve. Q242 Mr Hoyle: That is interesting.

Mr Beale: I think they are evidence of being a
stakeholder in the business. If you speak to any of

Q239 Chairman:You say we do not; does that mean my workforce they are very, very passionate and
that you as the rest of the group or you as the gang very, very committed to the company. The turnover

in our staV is very low.of four?
MrBeale:Nobody does,MGRover, the gang of four,
nobody. I will come on to explain whatMGRCapital Q243 Mr Hoyle: They are tied in as well. I
is because I think that will answer your confusion. understand that.
What MGR Capital is is the business that BMW had Mr Beale: A lot of them are very proud of those
written when they were selling Rover Cars under their share certificates.
ownership. It was a static book debt of some £327
million that was owed to BMWFinancial Services by Q244 Mr Hoyle: That is great. To take that on, of
various customers that had bought cars. That was not course the company came along and stepped in and
for sale because BMWdid notwant to sell it but it was I believe the decision was right. There were two
fundamentally important that MG Rover actually choices and the Phoenix coming out of the ashes was
acquired that book debt for two very good reasons. wonderful news. Obviously the press thenwent on to
Firstly, it is a huge database of people who have say there is money being taken out of the business

and that was part of the headline you touched onbought Rover products so it enabled us to market
before, that they do not understand how youthose customers as their financial agreements came to
financed the business and how you moved moneyan end as opposed toBMWbeing able tomarket them
around. What is the commitment of the directors?and try to convince them to buy a new Mini or a 3-
What personal guarantees have they got in it andSeries. Secondly, BMW had entered into an inter-
what do they stand to lose if it did go wrong?group contract that basically said if any of those
Mr Towers: Could I just mention one part of this.vehicles when they came up at the end of their
You said there were two possible outcomes. Therefinancial lives lost money compared to the expected
were only two possible outcomes, and that wasvalue then Rover Group had to pay BMW Financial
closure—Services for it. Those losses in the first 12months were

running into many thousands of pounds per vehicle.
Q245 Mr Hoyle: It depends how you look at itBMW had no need or desire to sell our cars in the
because we could rewrite history.second-handmarket in an eYcientmanner becausewe
Mr Towers: The point about this is on 9 May 2000were underwriting it, so it is absolutely crucial forMG
when we arrived at Longbridge having signed theRoverGroup to either get control of that book of debt
deal with BMW there was no alternative. Theby themselves or have somebody who would favour
liquidation team had actually landed at BirminghamMG Rover owning it. Unfortunately our financial
Airport. Alchemy had pulled out threeweeks earlier.advisers could not find a way of MG Rover or PVH
There is a lot of conversation going on about thebuying that book of debt because of the impact on our
Alchemy alternative. There was no Alchemybalance sheet showing that huge liability so the only
alternative. Alchemy had been advised that theoption that was left to us was for us to enter into the
business deal that they were facing was too high aarrangement personally which involved us putting up
risk, as had we. There was only one alternative toa fairly serious personal stake in conjunction with a
closure. The liquidation team had arrived. When wemajor bank to get control of that book of debt. So we
got to Longbridge they were very happy to get backdid take some personal risk. We hope we will one day on the plane and go back to Munich but they hadget some personal reward out of that but the benefit arrived and that was that day that they were going

toMGRover was £20 million/£30 million/£40million to set the liquidation process into place. Again, I do
saving in residual value losses plus the ability to not want this to sound as though it is appealing for
market those customers so it was absolutely crucial anything, it is simply putting the facts to right. We
that we did that for the company. had huge emotional support from all over the place,

not from everywhere but from all over the place and
we were very grateful for that. We were particularly

Q240Mr Hoyle: It is interesting we are on about the grateful for people who again in an emotional sense
share certificates. Your critics are very critical of the placed themselves a little bit on the line in support of
company, and we have talked about the press and this but at the end of it all there were only four
without doubt they have certainly gone to town at individuals—not four individual businesses and not
times, I think you would agree with that. Do you four individual millionaires—just four individuals
think it is fair when your critics call the share who were prepared to put their hands in their
certificates “junk bonds” because there is no real pockets to actually save that business, not the banks,
value and nobody really knows the outcome? not the government, not the financial institutions,
Mr Beale: I think that would be very unfair on our no-one else, and without that happening the
workforce. I think they take some pride in those business would not be here. 6,500 people directly

and another 25,000 people indirectlywould have lostshare certificates.
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their jobs. Four years later it is quite easy to forget Mr Beale: I have to answer to my wife every evening
when I go home because she keeps reading in thethat. Four years later, after six months of being told

we were not going to be in business for nine months paper that I am a billionaire.
and then another 12 months of being told we were
not going to be in business for two years, to be sitting Q252 Chairman: £31 million between four of you is
here today and still hearing those same sort of a good start. That is the figure that is quoted.
comments is really quite startling—and I am not Mr Beale: If you put it in the context of our
saying from you, I am saying from the outside workforce we are very well paid, we have good
world—but most importantly completely forgets salaries, we have well-reported loan notes, we have
that initial situation that all of those people faced. a good pension scheme, so yes, we feel we have been
Sorry, I just wanted to make the point. fairly treated out of this deal.

Q253 Chairman:Who treats you by the way? ThereQ246MrHoyle: I will come back to that in aminute.
are only four directors, are there not, so there is noDo you want to answer the question?
salary committed.Mr Beale: Sorry?
MrBeale:Fairly treated by events compared to, say,
the company running out of cash or running out ofQ247 Mr Hoyle: The guarantees?
business after 12 or 18 months. We could have beenMr Beale:What have we actually put into business?
treated very diVerently by events.

Q248 Mr Hoyle: No, no, if the company were to go Q254 Chairman: But you have treated yourself
what is your commitment in personal guarantees? rather well, have you not, in the sense that there are
Mr Beale: That was what I was going to say. I was four of you and you are able to decide howmuch you
going to go through the history of it. We certainly get in your pay, there is nobody else on the board. It
had personal liabilities in excess of £1 million on day is not very good corporate governance, is it?
one. We put £240,000 of our own money into the Mr Beale: It is probably the same corporate
company which we would lose. We had to put up governance that applies to every private company in
£500,000 cash each for MGR Capital and put quite this country.
a lot of personal assets at stake for that business
which for me personally would have been personal

Q255Chairman:But it is a private company that wasdevastation if anything had gone wrong over the last
dependent at its foundation on the goodwill of antwo years since we did that deal, so a lot.
awful lot of public individuals, a lot of people, your
workforce included, and they are now excluded from

Q249 Mr Hoyle: Are they still there at this stage? this process of being involved. You say it is more
Mr Beale: Yes. transparent but, as my colleague said, the

transparency seems to be a rather eVective conduit
to looking after yourselves.Q250 Mr Hoyle: What I am trying to get to is you
Mr Beale: I do not quite understand thehave put a lot into keeping this business going and
transparency issue because I think—you still stand to lose if this business were to go

wrong so you have got an added interest committed
to this business to keep it going long term. That is Q256 Chairman: You say that you are splitting it
what I am trying to get at. into diVerent bits.
MrBeale:Absolutely. Just to be totally fair, I would Mr Beale: But our salaries and pensions schemes
say that our personal guarantees and so on in MGR seem to be in every newspaper in the country. I think
Capital get less as time goes on because as the book we are the least transparent private company—the
debt goes down the possibilities of losses are much most transparent private company in the country.
lower today than they were 12 months ago when it
was very scary levels. Yes, absolutely, and it is not Q257 Chairman: The most transparent, yes! I take
just our financial commitment, it is our reputational your point but the point I am trying to get at is that
commitment. People like John Towers and Nick you are rewarding yourselves, that you are the judge
Stephenson and our other business partners have a and jury on your own success or failure, and there
reputational risk in taking on this business. They are a lot of people out there who have got valueless
have had hugely successful careers and so it is not (because nobody is able to put a value on them)
just the financial, it is more important than that, it is share certificates.
the reputational risk that they are running in keeping Mr Towers: A huge amount—
this company going and improving it as time goes
on. Q258 Chairman: The scale of your industrial

achievement is being undermined by what appears
to be financial sleight-of-hand, not necessarilyQ251 Chairman: If things are so good why are they

so bad? “Phoenix feathered its nest with Rover’s anything illegal but just the manipulating of book-
keeping practices in such a way you are doing ratherprize assets”, “MG Rover drives into storm over

rewards”. This is not the Socialist Worker or the well and everybody else is just muddling along.
Mr Towers: Could I make a few points. First of all,Morning Star. We are talking about the Daily

Telegraph and the Daily Mail. How have they got it we truly valued the emotional support, there is no
question about that, on the other hand, I repeatso wrong?
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myself, we were the only people who put our hands interest and dividends flow up to the holding
company. The holding company has certain costs.into our pockets, so that is one issue. Secondly, the

question of moving things around, the process is That cash is then made available to the rest of the
group. In our case it simply lends back down toMGentirely transparent, if it were not transparent then

there would not be reporting of such issues. Has the Rover as and when it is required which is why I say
at any point in time we do not finish up with hugereporting been correct? No, absolutely not. Let me

speak freely about my own salary. My salary is sums of money in PVH, we actually finish up with
just a fewmillion pounds in PVH, the rest of it is lent£36,000 fromMGRover as a director of MGRover

and £246,000 from Phoenix Venture Holdings from back to MG Rover to help sustain their losses and
new product development. I do not understandthe other businesses we are involved in. That is my

salary. I do not think that is the impression that any comments, and I rather take issue with
any allegations of financial sleight-of-hand. It ispeople get. I amnot going to talk about anyone else’s

salary, that is mine. Is it transparent? Yes, it is. Has standard textbook ways that groups of companies
are run. I think if you ask the same questions of anyit been correctly reported? No, it has not.
private company of our size or certainly of any of
our competitors sat here today their companies willQ259 Chairman:Has it been wrongly reported in the
be run in exactly the same way. It is the right way tosense that it is not true?
run a company and we are very proud of it. I cannotMr Towers: Yes.
quite understand the words accusations and
allegations of financial sleight-of-hand. I am very,Q260 Chairman: But you have not sought legal
very proud of what we have achieved in thisredress?
company and the way it is structured.Mr Towers: Yes.

Q261 Chairman:You are in the process of doing so? Q265 Richard Burden: I am just trying to clarify
Mr Towers: Yes. because the allegation that has been in the press is

that interest charged within the group—
Q262 Chairman:With any prospect of success? Mr Beale: How can that be an allegation? It is like
Mr Towers: I am a car maker, I am afraid, not a saying you get interest on your deposit account.
lawyer.
Chairman: Okay. Richard?

Q266 Richard Burden: The allegation is that interest
charged within the group from the parent companyQ263 Richard Burden: Could I just take you back to
to MG Rover generates interest that does not getthe financial flows inside the group of companies.
recirculated back into the car business. Now whatAgain one of the allegations has been around
you are saying is that that interest does recirculateinterest payments, that the loan from BMW was an
back into the car business.interest-free loan in respect of what at the time was
Mr Beale: I would also take issue with whether itcalled Rover. Within the group though interest is
would be an allegation if it did not. I do not quitecharged from the parent company down to MG
understand why it would be an allegation in the firstRover. As I understand it, you have said that is
part. As it happens we need to put it back into MGnormal accounting so that the car company knows
Rover to fund projects but it certainly would not bethe cost of the capital it is using, but where does
an allegation if we left it there because that is how ainterest go when it is charged?
lot of companies would run their business. BMW forMr Beale: The interest goes from MG Rover to
example every night put all the cash of all theirTechtronic. You say that the loan was to the car
subsidiaries into their parent company overnight tocompany. The loan was never to the car company
get good returns on the money market. Is thatBMWalwaysmade it clear that they would only deal
financial sleight-of-hand? Should that not be anwith Techtronic alone.
allegation? It is almost impossible to defend against
something which is not an allegation in the firstQ264 Richard Burden: It is to Rover.
place.Mr Beale: It was to Techtronic. This was the legal
MrTowers:Unlike any private company I have everagreement that was drawn up that BMW would
known, not only havewe clarified these issues as theyenter into a loan with Techtronic, it would not enter
have come along but we have also invited qualifiedinto a loan to MG Rover. MG Rover simply lends
people in—I am not just talking about lay people—that money to Techtronic. It is not just that money,
we have had accountants from our trade unions inother money gets lent and the money returned, it is a
and we have invited them to go all of the waymoveable feast. Yes, Techtronic charges MG Rover
through our books. Yes, we are concerned and asinterest on that. If you asked any colleagues from the
you can see from time to time we are really quiteother car companies do they charge interest on inter-
irritated that this nonsense is flying around in thegroup debt they would probably also say that is
way that it is to the extent that we have invitedthe case.
qualified people in, opened the books and let themMr Towers: As did BMW.
go through everything. They have gone away, as aMr Beale: BMW charged interest to Rover Group,
lot of people know (it is not that widely reported butsubstantially more than Techtronic is charging MG
a lot of people know) entirely happy with what theyRover Group. For all the companies in a group—

and this is exactly the same with other groups— have seen.
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Q267 Chairman: As I understand it, in part at least, Q270 Chairman: Would you say then that in the
unfortunate tragic event of you having to lay peoplethe money that you were given from BMW and the

money came from the proceeds of the sales of cars oV in sizeable numbers youwould have the resources
to be able to oVer them more than the stateand what have you, was to meet obligations that

might arise or liabilities that might have come about minimum?
had the company had to stop trading. Is that Mr Beale: I think probably if you followed your
correct? logic through you would have suggested of that £427

million we did not invest it all in new models andMr Beale: There were no conditions on what the
money could be used for, whether to settle liabilities losses but we put some of it aside to plan for failure.

That is simply not how we run our business.or not. We put a simple business case to BMW.
There were lots of interested consortia going around
putting various propositions. Our proposition to

Q271 Chairman: The thing is you are no longerBMW was simple: “We think we can make this
required to do that even if you wanted to and youbusiness work.” It was terribly important that BMW
have just indicated that you do not want to. Thebelieved that. There was a huge danger that they
point I am trying to get at is was the money madewould give us the well-reported dowry and then if we
available (and you and I can agree to disagreefailed they would then be attacked by the liquidator
perhaps) as is my understanding, this so-calledto put back in the money they had taken from
dowry, not just for the distributors but that therebefore, so we had to put up a very robust business
was a sense of responsibility towards the workforceplan. The reason we were successful was partly
as well?because of what we at the time were using was 100

years’ experience in the motor trade—John Towers, Mr Beale: I am sure that is right. We are arguing
about diVerent things, I think.Nick Stephenson, John Edwards and myself. So we

did put a very good business case toBMW.They had
an expectation on the one hand if they did close the

Q272 Chairman:We can lay that to one side, I think.business as theywere intending that they would have
Really what I was concerned about was in the eventhuge liabilities because BMWdo tend to be very fair
of there being diYculties for you, am I right inand proper towards their workforce and dealers.
thinking that you would be in a position to treatThey had a view that this was quite a high number.
your workers in a way that is more generous than theWe suggested a much lower number and we
basic state payments?eventually settled after much negotiation (this

money was not just given to us) on a figure of £427 MrBeale:Who knows what? I cannot envisage what
that failure would look like. Certainly there wouldmillion in cash.
be a lot of assets within the group and if we did
happen to have an accident and run out of cash one

Q268 Chairman: As I understand it, the fairness of day in many years’ time there would be assets within
BMW as an employer was such that they wished to that group. Certainly any assets in the group would
ensure that redundancy payments would be rather be at the disposal of the administrator or liquidator
more than just the state minimum and that at least to settle as he saw fit. It is certainly not something we
part of that money— are planning to do.
Mr Beale: I know one thing they were intending to
be fair on was their dealers. I am not quite sure what

Q273 Chairman: I hope you do not, with respect,the redundancy attitude would be. You may well
and I do not mean that in a nasty way. One lastbe right.
point, there is a great anxiety at the moment across
British industry, across working people about the
question of pension entitlement. Can you give anyQ269 Chairman: Put it this way: had Longbridge

closed and they had been the employer, the indication of the health of the pension fund at the
present moment?workforce would have walked out with more than

state benefit. It is not unreasonable to imagine that Mr Towers: Many British plcs I think would give
within the £427 million there would have been an their right arm to have the employees’ pension fund
element which would have taken account of that? that we have. We have a pension fund that is

£160 million ahead of the minimum fundingMr Beale: I see where you are going; it is simply not
the case. BMW had worked out what they thought arrangement. All these funding calculations are

falling into disrepute and there is a new systemthe liabilities of closing the plant would be, which
would be many—there would be the redundancies, coming up, but against the minimum funding level

we are £160 million ahead, against the RS17 level wethere would be the dealer liabilities when they shut
down the dealers, et cetera, et cetera, et cetera—and are something like £76 million behind. You can take

your own diVerent views of those two numbers butthey came up with a very large figure. We never
discussed how they built up that figure. All we did perhaps themost significant thing about our pension

scheme is this: that we have something like 5,840was oVer them a diVerent solution and that solution
was for a certain cash sum, which we settled on £427 current in-work members and something like 142

retirees, and of course the company loan has paidmillion, we would go down this route. So, no, the
£427 million had no logic in that regard whatsoever. £50 million into that pension fund since we started,
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sowe have a fundwhere significant funds are flowing process, and so hopefully it will be useful and it will
contribute to our process as well rather than justin and where there are actually very few people who

are drawing benefits from the fund. There is a big being a message, but I think we should do that.
membership profile totalling 6,000 but very few

Q275 Chairman: We are taking evidence from apeople who are drawing funds out of the group. As
number of car companies, some of them far biggerwe all know, one of the reasons why many funds are
than you, some of them more profitable than you,getting into diYculty is because they have it the other
some of them employing far more people than you,way round. They have a huge number of people who
but the fact is that, as you say, you were borne on ahave retired who are drawing funds and a lesser
wave of public goodwill which has becomenumber of people who are paying into the scheme
somewhat frayed at the edges. There may be otherand this is why companies are finding it an awesome
institutions that come to mind of a similar charactertask to keep the schemes going. As a matter of
but I will not go down the road of my own personalinformation, when these discussions were going on
grief in that sense. The point I am getting at is therewith BMW and we were getting all the sound, sage
is a sense in which you have maybe created a stick tofinancial advice we were told that we ought to
break your own backs by laying out the re-organisedabandon the final salary pension scheme and move
structure of the companies and then by layingto a money purchase scheme, which was an
yourself open to the kind of scrutiny that you haveincreasing trend. We do not want to do that. We
had and that perhaps some gestures to try andthink we should be continuing to maintain the same
restore the goodwill and the trust that was endowedlevel of potential benefits that we always have done
in you nearly four years ago might not be a badfor our employees.
thing. I say that I hope not in a pious-sounding way
but there is a sense in which you as the last major

Q274 Richard Burden: The trade unions have been British car manufacturer have a certain place here
critical about some decisions that have beenmade by and there is a great dependence on it. In some
the company, in particular the trust fund and the respects we take the view that you have a critical
loan note, but they have nevertheless been fairly place in the economy of the West Midlands and the
defensive of the company against some of the car industry and the supply chain, a supply chain
allegations that have appeared in the press. They which a lot of other companies would have great
have made a suggestion that in order to dispel those diYculty surviving if your business was not there to
allegations, however unjustified the allegations may keep them going. I think the length of time we have
be and to answer the “what if” scenario of the kind spent and the degree that we have gone on is
that has just been talked about, the company could evidence of our concerns. It is not necessarily
usefully look at an independent director on the evidence of hostility but it is, I think, an opportunity
board. Others are suggested things like a to air a number of these issues. We are very grateful
covenanting arrangement to answer the “what if” to you for the answers you have given.Wemaywant
questions. Has the board considered it? to come back to you and see if we can get some other
Mr Towers: I think the company should do that. points in writing. If you are agreeable to do that we
Equally, another audience of people say, “Look, you would be happy.
are a private company and private companies do not Mr Towers: Sure. In the context of goodwill by all
have these things, why do you?” Okay, we are a means visit our company and talk to our employees
private company but sometimes we are regarded as and you will see what continued goodwill really
a mixture between a private company and a piece of means.
national heritage or something, so you cannot dig
your heels in and say, “We do not have to do that, Q276 Chairman: The only problem is they are not
we are a private company.” By the end of this year the only people who have to buy cars so we will leave
we shall have done something of that nature. It it on that note.
would be a sad thing if we have to do something Mr Towers: I simply oVer that as an observation.

Chairman: Thank you for your evidence.which is pretty useless and not contributing to our

Witnesses: Mr Roger Putnam, Chairman, Ford of Britain, and Mr Joe Greenwell, Chairman and CEO,
Jaguar and Land Rover, Ford Motor Company, examined.

Q277 Chairman: Good afternoon, gentlemen. The Mr Putnam: Chairman, I chair Ford Motor
Company Ford of Britain which we will call Bluelast session went on a wee bit longer for reasons I am

sure you understand. We are almost in the Oval for the purpose of this afternoon, that is the
corporate badge of Ford, looking after the 465,000position—and it is something I would never say

about any of your models—where we have got vehicles that we distribute here in theUK every year,
or we did last year. Joe Greenwell on my left here“boring” old Ford now, not in any kind of nasty

sense, as a two-car Ford family, but anyway, there looks after the luxury UK brands, Jaguar and
Land Rover.is a marked lack of notoriety surrounding you at the

present moment. Can I just welcome you here and Mr Greenwell: I am Chairman and Chief Executive
perhaps, Mr Putnam, you would like to introduce of Jaguar Land Rover, which is part of the Premier
yourself and Mr Greenwell. Automotive Group which also includes Aston
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Martin and Volvo. invest substantially, as you will be aware from our
submission, in both Jaguar and Land Rover in new
product development, in facilities, £1 billion in theQ278 Chairman: It seems strange, we do not really
four plants and two engineering centres representedthink of Ford as a foreign company in some respects,
by Jaguar Land Rover, over a period of about fiveyou have been here for such a long time. In either
years. We faced a prospect of new product-ledcapacity, as Brits or as employees of a foreign car
growth in Land Rover. The company is poised andcompany, what do you see as the strengths of the
Jaguar is consolidating its four model lines. Thevehicles here, that is almost one in five of every
driver for that growth was going from a two-modelvehicle sold in Britain. Although we do not
line-up to a four-model line-up. I will not take youmanufacture passenger cars as Blue Oval, we still
through the detail but this year we are adding tohave enormous investments here, in fact in the
every one of those model ranges to grow ourexisting plants we invested something close to £2
business. The challenge is essentially exchange rates.billion in the last four or five years so we see Britain
It is all very well to grow geographically as we haveas an absolutely vital part of Ford’s global business.
done but our ultimate task is to achieve a
satisfactory return on our investment, the parent

Q280 Mr Djanogly: It has generally been company’s investment, which of course was part of
acknowledged that there is over-capacity in car the original acquisition objectives of both Jaguar
production on a global basis. Despite this, UK and Land Rover, so we face challenging times
manufacturers are increasing output. Do you see although in sales volume terms we have some very
any kind of crunch arising here? encouraging progress and expect that to continue
Mr Putnam: Perhaps I can speak for Ford. during the course of this year with some major
Obviously the over-capacity has had to be dealt product launches from both brands.
with, unlike some of our colleagues who are late
arrivals in comparison to 101 years of involvement. Q281 Mr Djanogly: Just to follow up on that, the
Our structures obviously owe a lot to history and exchange rate problem is what, selling British cars
that is not just true here in Britain but also across the into the US?
rest of Europe and so we instigated a European Mr Greenwell: Principally.
turnaround strategy three years ago which was
focused on several major projects. One was to try

Q282 Mr Djanogly: So the problem would be thereand rationalise our European capacity, which
if we had the Euro?resulted in one of our car plants, Halewood,
Mr Greenwell: Yes, depending on what value thebecoming a Jaguar plant, and shortly a PAG plant.
Euro is at it can exacerbate or mitigate the impact ofDagenham ceased car production but of course is
an adverse dollar–pound exchange rate. This is notnow a major diesel engine manufacturing plant
something that is new to us. Jaguar, if Roger and Iwhich exports a huge percentage of its volume and is
go back, have always been either in a good positionlooking to increase that volume. We have had to
or a less encouraging position on the dollar–poundlook not just at Britain but across Europe. We have
exchange rate. At the moment, as I have said, whileclosed plants in Poland, we have closed plants in
we have new product-fuelled growth the impact onPortugal, we have taken 5,000 people out of our
margins is significant. When you export, as we do,Belgian operation and 2,000 people out of our
75% of our product at Jaguar and 70% at LandGerman operation so this is not just a UK issue, it is
Rover, we are a global player and we are used toa means by which we ensure as best we can in a
applying the appropriate measures in terms ofvolatile and extremely competitive business our
hedging contracts tomitigate. To pick up on some ofsurvival over the long term. As I say, you do not take
the testimony that I heard earlier on this afternoon,a £2 billion investment lightly if you are planning to
our drive and our focus on costs is more rigorousmake further changes in your business.
than ever because we have to regard that as aMr Greenwell: Capacity is an issue unquestionably
business as usual process rather than someand capacity utilisation is an issue for Jaguar Land
occasional mitigating eVort to reduce the impacts ofRover as it faces its challenges. There have been
exchange on our bottom line.dramatic changes since wemet before in terms of the

volume profile of Jaguar and Land Rover. When I
joined Jaguar in 1982 there was a global sale of Q283 Sir Robert Smith: Can I explore that a bit

further because in paragraph 56 of your20,000 units. As a result of consistent investment
from our parent, Ford Motor Company, with new memorandum you say you support early entry at a

competitive exchange rate to the Euro and then youproduct-led introductions, that volume grew to
around 50,000 in the late 1990s and now stands at go on to say “or at a rate that does not position the

British economy at a long-term disadvantage”. So isaround 120,000–130,000 units. As Roger said, the
adoption of the Halewood Plant, which has your desire for stability so great, even if it is not fully

competitive, that you prefer to fix the rate?demonstrated a fantastic turn around to produce
our new X-Type premium saloon. Land Rover was Mr Putnam: I think stability is all. I echo colleagues

from Toyota, when you have got the volatility weacquired round about the time that you were last
meeting in June 2000. That company underwent a have seen generally, one hopes that one is a little bit

luckier in that you do not get major changes in bothtrebling of volume between 1992 and 2000 towards
its current level of 165,000–175,000 units. The dollar and Euro at the same time. This last one has

been pretty diYcult for anybody exporting fromchallenge facing us is that we have continued to
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Britain because when the Euro was strong the dollar decision to put our UK manufacturing base into a
diVerent place to where it had been for decadeswas down and vice versa. Frankly, if we could nail

one of those to do a five-year business plan against which is very much in the high quality, high
premium business, be it diesel engines or luxurythat volatility it would be an advantage.

Manufacturing margins in all manufacturing vehicles. I think because of the commitments we
have made—again I go back to the £2 billion thatbusiness are pretty slim and if you are making

between three and 5% you are doing quite well. has been invested in the last four years—anymove to
a cheaper cost base would be to provide additionalWhen you can get a 15 to 18%movement, as we have

seen, in 50% of your revenue, it makes five-year volume to those markets.
business planning a hopeless dream.

Q287MrEvans:Youhave quite rightly said that you
have invested considerable sums of money in theQ284 Sir Robert Smith:Howmuch have you tried to

pass the currency risk down the supply chain in United Kingdom and that that investment will
continue. I am just thinking that as far as futureterms of requiring invoicing in euros?

Mr Putnam: We have long-term partnerships with investment plans are concerned you think that
Britain can hold its own against the attractions thatour supply base and that would not be feasible. We

would not go very far if our supply base were in the other ten countries would bring forward?
Mr Putnam: I am afraid that we do always have tosevere financial constraints.

Mr Greenwell: 50% of our supply base at Jaguar do a sanity check or a benchmark check when we
make investments and the RSA position here inLand Rover is to UK-based companies, about 35%

in euros, but to low-cost sources, which you referred Britain is certainly nowhere near as favourable as we
have seen elsewhere. That is always going to be ato earlier, it is about 15%. So I think two things.

Firstly, you can understand why we and some of the consideration. Having said that, we are looking very
seriously at some increased capacity in Britain and Iother people who have given testimony today work

genuinely very hard and with great rigour with our will try to ensure with my colleagues in Ford of
Britain that it goes into BritainUK supply base through the SMMT Industry

Forum and in partnership with government to try
and introduce world-class standards. That said, Mr Evans: I declare my interest as a Jaguar owner.
however good our strategic platform is (down Unlike the Deputy Prime Minister, sadly, I only
hopefully against a stable exchange platform base) have one.
you have to look around. You have to look at the Chairman:That is why you are not theDeputy Prime
ultimate long-term context and I think our Minister!
investments, our history and the data you have in
front of you demonstrate that our parent company,

Q288 Mr Evans: That and other reasons why. I amJaguar Land Rover, have demonstrated a long-term
sure that he does your brand a great deal of good! Icommitment to the industry in this country.
am just wondering with the newmarket that is there,MrPutnam: I think also, perhaps uniquely, Ford has
these 75 million-plus people, do you see that as ana portfolio of brands including Volvo as a more
opportunity for the prestige end of the market asrecent acquisition as well as Land Rover four years
well? You only produce Jaguar in Britain; is thatago, and for those world-class suppliers here in
right?Britain there are synergies we can bring to invisible
Mr Greenwell: Jaguar and Land Rover built-upparts like door-lock mechanisms for example where
units. We are a prestige car company. We arethe customer really is buying a car with a burst-proof
making 120,000–130,000 units a year for Jaguar.Welock regardless of how it looks or whatever, and
hope to get a record this year. We make 170,000those capable world-class suppliers here in Britain
Land Rovers. As I said, that has emerged after acould find themselves manufacturing huge
period of growth of both brands. So we are talkingquantities of individual items which would not just
300,000 units. We are facing German competition.go into vehicles made here but vehicles made on a
Frankly, they make three times that number of unitsglobal basis.
so we are dealing in the premier end of the market,
which of course is what the overall strategy is to be

Q285 Mr Evans: Do you understand the fear that incremental in terms of Ford’s base products
some people have that with these ten countries globally. I come back in terms of our commitment to
coming into the European Union that a number of the fact that they are solid British brands, they have
manufacturing firms here might want to up sticks a recent track record of intensive investment in order
and move there where there is a lower cost base? to lead this new product-led growth, and investment
Mr Putnam: You mean vehicle manufacturers? too in working with suppliers and working with

young people in terms of training in base skills and
process. It is further evidence of a commitment toQ286 Mr Evans: Generally and I think the fear is

therefore that you being a manufacturer would be the industry in this country. As Roger rightly says, I
do not think you are going to get an unqualifiedincluded amongst them.

Mr Putnam: I would hope that for a variety of assurance regarding the placement of investments
over a 30 or 40-year timespan. The track record ofreasons, and I would like to say with great foresight

but I dare not say that totally, we restructured our Ford Motor Company is to think long term on
investments. We are not going to chase exchangebusiness much earlier than the current environment

would have demanded and therefore we took our rates in terms of the siting of plants and facilities.



9890361002 Page Type [O] 12-08-04 21:07:13 Pag Table: COENEW PPSysB Unit: PAG2

Trade and Industry Committee: Evidence Ev 45

30 March 2004 Ford Motor Company

You are talking hundreds of millions of pounds Q292Mr Clapham:But you see that opportunity for
expansion with regard to the diesel engine units?here. If there is major evidence of structural change
Mr Putnam: Absolutely. We have cutting-edgesuch that we do not think that it is a reasonable
technology. We have a joint venture with PSA,prospect to achieve our ultimate financial objectives,
which in fact is the engine that Dagenham produces,then we need to look at that with some care, but I
which is a joint venture engine, a six-cylinder V6 2.7have described (as Roger has) the kind of strategic
litre, which is about to go into its first applicationcontext we are working in here. It is that of a
in Jaguar.company that is strongly committed to Britain but
Mr Greenwell: It is extremely important to us. Inwanting to work very, very hard on cost within the
China when I say modest volumes I think last yearinfrastructure and, frankly, use its size and overseas
we sold 150 Jaguars and 700 Land Rovers. That islow-cost sources of supply to its advantage as
expected to grow significantly but these are built-upappropriate.
units that we are importing for sale. Longer term if
one looks at the growth in the industry in China,

Q289 Mr Evans:Do you see those ten countries as a which I think is the point you are making, certainly
potential market for your premium cars? You say onewould hope over time a premium segmentwould
that you compete against the Germans and they are develop within which we could compete. I do not
producing Mercedes almost everywhere. think—and I may be wrong—it would be suYcient
Mr Greenwell: They are a million plus. We do find to justify a local manufacturing source for Jaguar
ourselves facing principally BMW and Mercedes although Land Rover has some potential. As part of
and Lexus from Japan—we are never going to be a our strategic review in Asia we look routinely at
substantial volume player in some of these markets. prospects in that area but as part of the Ford motor
Take Jaguar, for example, it is 50% in the USA. It car enterprise approach to China because it makes
has been higher going back when Roger and I much more business sense for us to do it.
worked there first time round but 25%, our second
biggest market, is the UK and next up is the Q293 Linda Perham: Just staying on the Dagenham
Eurozone. On a base of 120,000 units the volumes engine plant for a moment because it employs a lot
are relatively modest. of people inmy area of London, we visited there four

years ago when we did the previous inquiry. What
changes have there been in the workforce, numbersQ290 Mr Clapham: I hear what you say about the
or diVerent skilled people, because of its change toEuropean market but the real growing market is
being the engine plant?going to be Asia, is it not? For example, we visited
Mr Putnam: From the original car plant?the ASEAN countries and it is good to see, Mr

Greenwell, that the small Jaguar is very prominent
Q294 Linda Perham: Yes.in Singapore. I saw quite a number.
Mr Putnam: I do not have that data because itMr Greenwell: It has got a very good distributor
predates my time at Ford but I will certainly bethere.
happy to let you have it.

Q291 Mr Clapham: But we have got the Chinese
Q295 Linda Perham: Thank you. You did justmarket coming on there. Do you see this as being a mention joint ventures as well. We have heard of carlikely attraction for companies to refocus? Is Ford companies increasingly becoming involved in joint

UK, for example, likely to be considering refocusing ventures. What do you see as the benefits of those
nearer to the larger market? sort of arrangements?
Mr Greenwell: In terms of volume and the way we Mr Putnam: If I can perhaps take the lead on this.
would manage our strategy in that market it is Let us take the example of low-carbon engines, low-
probably best if I let Roger start, I think. carbon fuels, alternative fuels. I notice that my
Mr Putnam: Going back to what we in Blue Oval colleague from Toyota mentioned the Low-Carbon
produce in Britain; we produce Transits and about Vehicle Partnership. I actually sit on that board so I
54% of them are exported all over the world because have a pretty close interest in how that develops.
it is a light and medium commercial vehicle and has There are many routes in which we could move
an appeal in every market where people need to forward. I guess the general popular view amongst
move goods around.We also produce diesel engines. the industry and governments in Europe is that
The Dagenham engine plant is a brand new ultra hydrogen-based fuel cells will be the ultimate goal,
high-tech diesel engine plant and in the next three but there is no infrastructure, there is no sustainable
years one in four Ford engines that go into every way of making hydrogen at the moment so that is a
Ford car worldwide will be produced here in Britain, long-term holy grail, if you like, and many
either at Bridgend or at Dagenham. That is the manufacturers follow diVerent paths depending on
extent to which we will be exporting Britain to their own economy or their own environment.
markets in the Far East. I think developing markets Without a doubt diesel engines are themain lowCO2
like China need roads before they need luxury cars producing form of propulsion in Europe at this
to a certain extent. They are very well furnished in moment in time, hence our investment inDagenham
places like Shanghai, which is where you get taken, and our intention to use that engine plant as a global
but when you get a bit further out it gets a bit closer supply route. Mazda, one of our companies, is

pursuing hydrogen. Volvo is looking very closely atto oxen than to luxury cars.
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CompressedNational Gas because it is a sustainable kind of technical capability that we are trying to
product from biomass. I am told because of the huge encourage with the rump of suppliers who of course
forests in Sweden this is a good thing but I represent the bulk of our purchasing base. We want
understand a lot of it is imported from potatoes to encourage world-class standards of process, R&D
grown in Poland, but that is another issue. I do not expenditure and technical competency and that is an
think all of us can pursue all these routes at the same industry-wide responsibility. At the end of the day
time. The cost in a very competitive industry is huge. an American customer or a German customer when
Joint ventures enable us to share technology, to he is evaluating a product in a ride and drive
enjoy technology transfer, to get cutting edge. Ford situation versus a BMW, a Mercedes or a Lexus or
itself has a joint venture with Toyota on hybrid any number of other competitors, we have to be the
technology for example. We in turn are likely to best. In the XJ and Range Rover we happen to think
supply them with diesel engines because in Japan it we have two of the world’s finest products. We think
is a low-cost petrol market and diesel engines are we have got an eVective balance in terms of the UK
unheard of, rather like the USA, so all these areas supply base trying to encourage institutionally the
take the maximum benefit from, if you like, the UK supply base but also picking the best
environment the home manufacturer finds himself components if we have to go outside. Some of the
in. We are totally diVerent in structure to the best components are from within Ford Motor
Japanese market so we can co-operate and not Company because of their investment in research
replicate or duplicate some of the running costs that and development and we can work with Ford
we have to go through to meet the Kyoto standards. engineers, for example, on the latest generation

technology diesel engines. There is this tremendous
unit, as Roger says, that we are about to launch.Q296 Linda Perham: Are there any countries where

you could not operate unless you were in a joint Where was our best source? It was within our own
venture? company.
Mr Putnam: In terms of sales companies and MrPutnam: I want to make one point about the fact
manufacturing, yes, there are many, China being that we still spend £8 billion in the UK as a buying
one where you cannot operate without a joint company which is over one-third of Ford of
venture agreement with a Chinese partner in Europe’s entire spend so it is still pretty huge. On top
manufacturing. We have been to Malaysia. We of that we spend between us £1 billion in R&D per
cannot operate there without a Bumiputra partner year here.
and that is true in Indonesia too. I suspect that
arrangement will stay, so in many cases you have no

Q298 Mr Clapham: What I was going to ask Mroption and this is a way of protecting, I guess, the
Greenwell was whether your engineers could be usedlocal companies and ensuring that the local expertise
to encourage some of your suppliers to improve theiris maintained.
quality and productivity?
Mr Greenwell:We are doing that all the time. YouQ297Mr Clapham: Just turning to components, Mr
have heard evidence from a number of people andPutnam, the UK has got an extremely large
we would not want to sequester that initiative—it iscomponents sector but yet we see that the amount of
an industry-wide initiative working with the DTIUK components being used inBritish-produced cars
and the SMMT—but having a UK supply base overis falling oV. Have you got any particular
50%, in light of everything you know and have heardexplanation for that? Could you say for example,
over the years, is not a bad eVort on the part of ourwhat proportion ofUK-produced components Ford
company and reflects continuous dialogue. Ifuses in the cars that are manufactured here?
anything, we need intensification of that dialogue.Mr Putnam:We only manufacture Transits here so
Fortunately we have some excellent media devicesI guess Joe is probably better versed because he sells
such as the SMMT Industry Forum and of course300,000 vehicles across Jaguar and Land Rover.
the recently announced Automotive Academy. AllMr Greenwell: Ultimately for a premium brand
of those initiatives represent a way to encourage thecompany it is about quality and technology and

performance. If we could go to a UK supplier and industry itself to move towards genuinely world-
get a transmissional steering ramp to match the one class standards and act in a coherent and joined-up
we can get from a European source in terms of way.
performance and technical capability, which fits the
drivability in the case of Jaguar for example, then

Q299 Sir Robert Smith: You have made some quitethat will be relevant to us. The fact is, however, that
interesting suggestions about over-regulation andif you are working on a premium brand and your
one of the earlier witnesses talked about each brickcustomers have expectations in terms of the
at a time is okay but the whole wall coming at oncevehicle—its feature level, its equipment level,
is maybe too much. We wanted to specificallyits dynamic performance, its behaviour—
address one of those concerns that you have backedcommensurate with the price he is paying, you have
at the SMMT about trying to get implementation into make sure you have the very, very best of product
other EU countries the same as here. You put it thatquality and technology content, and I do not mean
way roundmaybe. Do you have any examples whereto suggest that is simply not available but in some
the UK has been more rigorous in itsmajor components you would want it is necessary

for you to go elsewhere. That said, it is precisely that implementation of EU Directives?
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Mr Putnam: I think the most obvious one is see is less—and of course Jaguar used disc brakes on
D-Types back in the 1950s on the sports model carssomething I mentioned earlier which is CO2. We are

the only market in Europe which has legislated its and that transferred into virtually every road car
that you see today. I think the sophistication ofcompany car tax based on CO2 output which when

the rump of British manufacturing is in the luxury Formula 1 and the cost does preclude the same sort
of technological transfer you used to see, which issector does penalise large engine vehicles and, as Joe

said earlier, 75% of Jaguars are exported and 70% of why in the Government’sMotor Sport Board we are
desperately trying to revive grass-roots racingLand Rovers are exported. It is very hard to be a

strong exporter if your domestic market is under programmes. Although club racing is thriving very
successfully we need to look at things like energythreat on a non-level playing field basis. I am sure

that the German government would find it very eYcient saloon car racing. I sit on a small subgroup
to try and encourage diesel engine race cars, againdiYcult to penalise their own home industry in a

unique way. As much as we are working extremely applying low carbon technology to the sport tomake
it more consumer acceptable. They see it in racinghard to reduce CO2 output I think it would take 200

Focuses, today’s most popular Ford, to produce the cars and I think that is where we can get technology
transfer rather than in hardware as it used to be.Yousame pollution level as one Anglia of 1967 so that

will give you some idea of how things have changed. look at the data control unit on a Formula 1 car
which is the size of a matchbox and there is little useI think I have got it the right way round!

Chairman: You did not have to have so many for that on a car on the road because it costs £85,000.
That is where the cutting edge of the sport has goneAnglias!
but I believe there is a lot more that can be done to
transfer sentiment perhaps. That is not marketing,Q300 Richard Burden: I hope that was not an
that is something quite diVerent, it is getting theannouncement of a model launch of a new Anglia!
consumer to accept some of the things that we haveActually my question follows on the issue of clean
to do to reduce CO2.technology. You heard what Toyota said earlier on

about the way they would like to see things like the
Power Shift Programme developing and their Q302 Richard Burden: What about education and
comments on the Low-Carbon Vehicle Partnership. skills?
What do you think theGovernment should be doing Mr Putnam: As you know, we have the Motor
in terms of promoting cleaner technology, whether it Sports Academy. I have had them down at our own
be engines, whether it be fuels, whatever? public-private partnership site at Dagenham to give
Mr Putnam: Again I have to declare an interest them a taste of how they could structure. JohnGrant
being on that board. I think it is an excellent who is leading it is making good progress. Again I
initiative. It has yet to get its teeth into anything think this is absolutely fundamental to everything
substantial but, as Toyota said, we approved at last we do in the industry now, be it motorsport or
week’s board meeting a centre of excellence for low- getting people into the industry and the engineering
carbon fuels development. I think the real push the andmanufacturing side, and to perhaps answer your
Government can give is to ensure that we spend an question before you ask it I think the Government
adequate amount of money. At the moment we are could help not just the automotive sector but
not talking a huge amount. If you look at what is manufacturing industry in general by providing us
being spent in Europe we are probably down below with some overall guidance to make industry much
a quarter of what is being invested by some of the more attractive to kids at school.We do a lot of work
other European governments. That is something with school children, Jaguar too with their Formula
that I think needs a close eye kept on. Admittedly we 1 in Schools, which is something I think is vital. We
are probably going to help a lot of SMEs and smaller have to find the little gems in our business that are
companies with technology. Unless there is rigour in attractive and push them out into the community at
the way the thing is structured and run, it will be very the lowest age where it is seen as something
hard to attract the big OENs to get involved because attractive.
of loss of competitive advantage and so on. It needs Mr Greenwell: I would endorse that. I think the
a little more thinking through and I have certainly Formula 1 in Schools initiative is an excellent carrier
made that point in the board. for the industry and the leading edge aspect of it. I

agree with Roger, the promotional value of
involvement in Formula 1 globally, if you added upQ301 Richard Burden: The next thing that links in
what you have to spend in terms of fixed marketingwith trying to promote cutting edge technology here,
or advertising, remains a very eYcient carrier of ais Toyota today were fairly much of the view that in
brand. I think for an engineering-based company—relation to motorsport they saw the involvement of
and essentially Jaguar and Land Rover arethe UK in that as principally a marketing tool rather
engineering companies—there is something to bethan a driver of technological development. Would
said too to be able to take advantage of what is ayou see it that way?
kind of fast-moving laboratory in terms of theMrPutnam:You have the advantage of knowingmy
electronics, materials, leading edge technology butbackground. I spent 16 years at Lotus and I ran
also leading edge process management. HavingJaguar’s race programme so I am pretty involved in
access to that kind of expertise, that kind of finemotorsport. I also sit on the Government’s Motor
leading edge advanced technology is appropriate forSports Board. I would have to say that the

opportunity for technological transfer as we used to Ford Motor Company but it is appropriate for a
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premium maker in particular. In terms of worry that the whole basis of the level one market
concept here in Britain could be undermined by theinvolvement with schools and young people it is an

incredible motivator to stimulate interest in our fact that we are not going to see the multi-brand
eVect that perhaps we hoped but it is very early days.business in manufacturing and in engineering in

some exciting aspects of the job. In my mind the jury is out until we have seen a lot
more changes. The large dealer groups are very
profitable at the moment, which cannot be said forQ303 Linda Perham: What is your view about the

eVect of the changes in the block exemption rules? some of the smaller dealers. If that balance is
redressed then we may see a diVerent pictureMr Putnam: How eVective have they been or?
emerging.

Q304 Linda Perham: Well, the changes in terms of
how they have aVected servicing arrangements with Q306 Linda Perham: You impose conditions

obviously for approving servicing of your vehicles.dealerships?
Mr Putnam: Not to any great extent. We at Ford Do you think in your case or other manufacturers

they are overly stringent?have found it quite diYcult to attract authorised
repairers into our processes and systems. I think the MrPutnam:Compared to Jaguar they are very, very

lax because the requirements of a luxury car ownermind-set among the independents is quite diVerent
from the regulated mind-set that we have to impose. are quite diVerent to a volume car owner. As I said,

we cannot escape the fact we are under theI think at the end of the day we live in a world which
has now got endless benchmarking companies microscope by a whole range of outside measurers/

benchmarkers who measure our customermeasuring our success or otherwise in delivering
customer satisfaction. That drives process and that satisfaction, which has a major impact on how the

public see us. We do not impose processes or costsdrives costs. Getting authorised repairers to invest in
those processes is quite diYcult so we have not seen on our dealers that are not totally in line with the

levels of service work and excellence and expertiseany great measure of an increase in authorised
repairers any more than Toyota have. I think it is that we believe are demanded by the customer.
very early days. I do worry about the way in which
there seems to be a consolidation of dealer Q307 Chairman: Thank you, gentlemen. I think we

have covered all of the areas we wanted to. You tendbusinesses and the possibility—and I have no data or
proof of this—that smaller dealers or rural dealers to find as the day goes on our questions become

rather shorter and the fact that we have not takenare selling up and moving away, which cannot be to
the benefit of the consumer. quite as long as we did with your predecessors is no

disrespect to your organisation or to the rigour of
your responses. Thank you very much. If there isQ305 Linda Perham: Your evidence says that that is

the case. Have you got any evidence to back that up anything else we need to get in touch with you about
we will.for smaller dealers?

Mr Putnam: I can only talk about our own network Mr Putnam: I will certainly follow up on the
Dagenham numbers of employees.and that is true. We are finding it increasingly

diYcult to find new investors in rural areas and I Chairman: Thank you.

Witness: Mr Brian Spratt, Chief Executive, Automotive Distributive Federation, examined.

Chairman: Good afternoon, Mr Spratt, it is getting three suppliers to improve their expertise and their
cost bases and everything else to make sure they staynear the end of what has been a rather long day for

us but we will, I am sure, pay attention and sit up in the supply chain. My perspective is slightly
diVerent because I tend to talk about the units fittedstraight, as my wife, an old school teacher, would

put it. We have had a number of references to your on vehicles when they are being serviced when they
body, the Academy, over the last wee while and I are on the road, and it is that drop in component
thinkmy colleague Robert Smith would like to start. supply from the UK base which really formed the

focus of my submission.

Q308 Sir Robert Smith: Before I start I know much
of your submission has been looking at the after Q309 Mr Clapham:Mr Spratt, the evidence that we

have had suggests there is a significant consolidationmarket but with the other witnesses we have been
pursuing the supply chain in the manufacturing side underway in the components industry. Do you see

this as helping competitiveness or are you still a littleand the drift away fromUK suppliers andwe are just
wondering from your perspective whether vehicle pessimistic, as was expressed in your submission?
manufacturers are doing enough to try and work MrSpratt: I am not normally a pessimist but, no, we
with their supply chain to improve productivity? do see areas where for competitive reasons

companies try to ensure their survival by makingMr Spratt: I look at this as an onlooker to that part
of the industry because the after market is our area sure they consolidate their eVorts as they can,

whether that is by consolidating here in the UK orof expertise.We do see eVorts through things like the
Industry Forum and other initiatives for the vehicle whether it is by moving things into other countries.

I think it would be fair to say that the majority ofassemblers to encourage tier one, tier two and tier
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replacement unit suppliers into the after market are Mr Spratt: We are just discussing that with some
people who have complained to us. I should explainsubsidiaries in some way of overseas companies.

Those companies tend to take their decisions in a few weeks ago I acted on behalf of one of my
member companies in speaking to a large number ofslightly diVerent ways to perhaps a UK-based

company. his garage customers and I invited them to bring to
us any instances of warranted refusals through the
independent garage servicing or any other restrictive

Q310 Mr Clapham: What we have heard from the practices, and just this week we have actually had
evidence given by the motor manufacturers is that some information fed to us but we have not had time
they see themselves as being a stimulus, should we to investigate it fully unfortunately. If we think that
say, to greater productivity amongst their suppliers, the problems that these people have reported to us
not only that but helping to improve the quality of are in some way infringing the block exemption
some of the components. Do you find that they do regulations then we will be speaking to the OYce of
work in that way? Fair Trading.
Mr Spratt: I think that is undoubtedly true,
particularly if you are threatening to take a contract

Q314 Linda Perham:Have you had any informationaway that is likely to act as a stimulant, so that is
that this is a problem in other EU countries?right but hopefully it is not just a stick, there are also
Mr Spratt: Certainly there have been infringements.some carrots along the way. Generally speaking the
In Germany Mercedes were required to drop one ofSMMT’s Industry Forum works quite well in terms
their marketing ploys which showed if you took aof providing expertise and encouragement for those
servicing agreement with Mercedes the garage thatcompanies to improve their performance in all areas.
did the servicing would only use Mercedes parts.
That is against the block exemption regulations and
Mercedes have had to remove that part of thatQ311 Richard Burden: Another thing the SMMT
service agreement rule.have said is that the increases in production in the

former Eastern European countries and in Asia
obviously present some challenges to the component Q315 Linda Perham:And I do not know if you were
industries but quite a lot of opportunities as well. in when we were talking to Ford but I was asking
How well placed do you think the components about the impact on smaller independent dealers. I
sector is to take advantage of those opportunities? think you have identified that as well. Is there a real
Mr Spratt: To use those areas as centres of supply? danger that a lot of them are going to go out of
I think that is happening already. The industries that business?
are being established in those areas are new Mr Spratt: I have not examined dealers very closely.
industries in the main so they hold the advantage of Independent garages, some of whomwish to become
new machinery often at a lower cost base. You authorised repairers, are finding that the hurdles
mention Asia. Turkey in particular is a major they have to leap to become authorised repairers are
provider of car parts not just for OE parts on the line rather high. It is a question of judgment as to
but it is also providing parts for the after market. whether it is artificially high or not. Is it there to keep
Last week was the commercial vehicle show at the them out and keep the dealer family happy or is it an
National Exhibition Centre and I had three Turkish actual justifiable cost based on some technical
companies come to me and ask if they could join my requirement for their businesses? 30,000, which is a
organisation. figure I used in my submission, is a figure that was

quoted by Citroen and they have subsequently
found that only a small percentage of the people whoQ312 Richard Burden: Are there opportunities that
applied have followed up the original enquiry andyou think could be exploited in terms of those
tried to become authorised repairers. I do not knowmarkets as opposed to those being bases for
how Citroen arrived at that figure but I know that inproduction to exploit our markets?
certain cases part of the stipulation is for specificMrSpratt:My view is that it is more diYcult to see it sorts of carpet tiles in the reception area and thingsfrom that angle. When I look at the UK component like that, so they hardly seem to impinge on thesupply industry, these tier one to three companies, quality of the repair that the motorist is receiving

they tend to be not the units that I normally deal from the garage or the dealer.
with on a day-to-day basis. They tend to be the
integral part of a body for instance that you would

Q316 Mr Evans: Are you suVering or any of yournot normally see as a part you could sell somewhere
members suVering from a skills shortage? Have theyother than to the original vehicle assembler. So the
complained to you about that?idea of actually exporting some of those parts to
MrSpratt:Yes they are. It always surprises mewhenother parts of the world is not on because those
I look at all sectors of the motoring industry that wevehicles are not produced there or they are but not
seem to have a rather bad image as far as newcomersthe normal replacement parts.
to the industry are concerned at whatever level they
come in at, whether it is school-leavers or further

Q313 Linda Perham: You claim that the changes to through the educational system. It is an industry that
the block exemption rules are being undermined by deals with a highly technological product but we still
the vehicle manufacturers. Is there anything that have the “greasy hands” syndrome. We do note that

the type of people that we get oVered to us, generallycould be done about that?
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speaking, particularly at the school-leaver level are Mr Spratt: I am not intimately involved with the
Automotive Academy. I have seen some aspects ofnot really useable without an awful lot of work from
its work. It seems to concentrate mainly on theourselves. They are not being presented to us in the
vehicle assembler and then the dealer network. I amway we feel they should be. I am sure that has
sure there are areas where some of our needs and ouroccurred in other industries as well. I am very
eVorts are mirrored by theirs but they do seem to bepleased to see some of our members’ eVorts in
focused on their end of the industry rather than myconjunction with local technical colleges in actually
independent after market sales.producing courses which address those basic skills

shortages and also introduce people to the world of Q320Mr Evans: That might be a shortcoming then?work properly and the world of the automotive Mr Spratt: It might well be. We are actually
after market. sponsoring members of the Automotive Skills

Council, which is the body which sets the standards
for training across the industry, and we are workingQ317 Mr Evans: Did you say the technical colleges
with them for standards for our own part of theare doing this now or should be doing this? industry and I understand that there is somemove to

Mr Spratt: Some colleges are doing it and some of actually make sure that Automotive Skills Council
them are doing it in co-operation with some of our and the Automotive Academy work in close liaison
member companies, which is very worthwhile. to make sure they do not duplicate each other or

miss something out.

Q318 Mr Evans: You think there should be a lot Q321Chairman: Such has been the concision of your
more of this to ensure that we do not have a skills replies we have got through the questions very well.
shortage? As I have said already, please do not think that the
MrSpratt: I think so. The partnership between these shortness of the time we have been with you is any
colleges and potential employers, whether in my indication of the low priority we give to it because we
industry or not, is very, very important. It is very are very conscious that once a car comes oV the
easy for educational establishments to carry on their forecourt that is when Joe Public gets involved.
work in a vacuum without realising what is required Mr Spratt: That is when we all feel it!

Chairman: Can I say thank you very much. If weby the eventual employer of that particular person.
need to get back to you maybe on some of the skills
and training issues we might follow up a couple of

Q319 Mr Evans: Will the Automotive Academy points there. Can I just say thank you for your time
and patience this afternoon in waiting.address the component parts as well?
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Q322 Chairman:Good afternoon, gentlemen. Can I despite being built in this country, were clearly being
imported back into this country. It does not appearwelcome you here once again. It is some years since

you were last here and, in the intervening period, car to be happening today to any extent.
prices have fallen. What is the reason for that? To
what do you attribute the fall? The last time you

Q324 Chairman: Are we exporting cars to parts ofwere here, we were complaining that car prices were
Europe from where previously we were importingtoo high as against other European countries. They
them?seem to have fallen, but the impression we have is
Mr Pulham: Yes in the case of Northern andthat we are still a wee bit higher than elsewhere in
Southern Ireland. We had a very significant numberEurope. Is there any advice you can give us on these
of cars crossing the border south to north, up to 25%positions?
of the car and light van market was coming in fromMr Pulham: Since we last met, I think you were
the south. We are now seeing certain modelsperhaps, without being patronising, a catalyst for
crossing the border in the opposite direction.something that started around about that time

which was followed by the New Cars Order which
came out from the then Secretary of State. Rapidly Q325 Chairman: With one gallon in the tank, I
following that, we saw amovement inUK car prices. would imagine!
Most came down something in the order of 10%.

Mr Pulham: Only one gallon, yes.This movewasmade by the vehicle manufacturers in
response, I think, to criticism, in response to theNew
Cars Order and in response to the vast number of Q326 Mr Clapham:We have been told that there is
parallel and grey imports that were coming into the consolidation in car retailing now. Is it possible to
country at that time. Since the reduction in price, we say what is driving that? How is the consumer going
have seen a new car market in this country that has to fare, for example? Is there going to be a reduction
gone up for five successive years and clearly I think in competition impacting on consumers or is there
the consumer, male or female, is voting with their likely to be benefits from the economies of scale?
purse or wallet and buying new cars in large Mr Pulham: Taking the last point first, at the
numbers. The growth is predominantly in the retail moment, with the way our industry is structured,
sector rather than the fleet sector. So, whatever there is little opportunity—I stress little
happened seems to have worked. With regard to opportunity—for benefits of economy of scale.
European prices, I believe we are pretty close now. Manufacturers set the prices; they only vary prices to
Out of the 70-odd prices that are looked at by the the fleet industry; they do not tend to vary them
Commission twice a year, something like 40 UK significantly to the retail sector through their
prices are now lower than they are in someEuropean dealers. So, the economy of scale is not yet apparent
countries. That clearly was not true five years ago. with some few exceptions. The consolidation at the
As a result, the level, particularly of parallel imports, moment I would suggest is having neither a
has dropped to the point where one could say that it beneficial nor detrimental eVect in the marketplace.
is almost irrelevant to the industry. What we are seeing is some wealthy groups buying

out other groups. It is something that has been a
fairly regular occurrence in this industry since the

Q323 Chairman: By that, what percentage are we war; this has happened before. We have seen high
talking about in terms of parallel imports? levels of consolidation and then the industry goes
Mr Pulham: Probably single-figure percentage, we through a diVerent cycle after that and changes. It
would estimate less than 5%. There are no formal has been an historical fact. At this moment, I do not
figures being published that one can access but, by think there is an issue that will impact on the
talking tomembers and understandingwhere the big consumer.
issues were previously, it is clearly not happening
now. It was premium brands that were being hit the
most because you could save the most money. Q327 Mr Clapham: Is it possible to say what is the

driver there, just to bring that out a little more?So, BMWs, Mercedes, Jaguars and Land Rovers,
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Mr Pulham: I think the driver is probably the Stock themselves. So, arguably, something like 60% of
Exchange as much as anything. If you are running a the market is sales handled by manufacturers
large public limited company, you have to be seen to commercially. The dealers may physically handle
be doing things and one thing is maybe taking over the vehicles but they do not have any interface
another business and growing your business. commercially with the customer until it becomes a
Mr Carrington: If I may add to that the fact that service issue once it is in the market.
block exemption has made it more feasible for a
large group to buy another group because they do

Q336 Mr Hoyle: I was speaking to somebody at thenot then have, necessarily, to get the manufacturer’s
weekend about a company that always had a 12%permission to be able to take over the dealerships.
fleet discount and the fleet discount has beenSo, part of it is being driven by the fact that they can
increased to 30%. If that kind of discount can bemore easily do it now than they used to be able to.
operated to fleet purchases, surely poor old Joe
Public out there once again is being turned over byQ328 Mr Clapham: Given what you have just said,
the manufacturers because, if you were to get theMr Pulham, you do not feel that there is going to be
same discounts for the fleet, obviously that couldbenefit to the consumer from this consolidation

overall? then be passed on to the public at large and we could
MrPulham:Not as long as themanufacturers set the all benefit. However, would it be fair to say that the
prices in the way they set them today, no. manufacturer is once again quite happy not to pass

on any benefits to yourself and to the public but is
Q329MrHoyle:Can I just take you on to something happy to keep the sales figures to try and keep in the
that is always intriguing people.What percentage do top ten and that the people who subsidise it are the
you get to play with by the car manufacturers as public themselves?
franchise dealers: 15%, 20%, 30%? Mr Pulham: Absolutely. I think you are quoting
Mr Pulham: As a rule, less than 10% is free to play from our evidence of 1998 precisely!
with. Another 6%, occasionally as much as 8% if the
initial percentage is lower, is based on certain

Q337 Mr Hoyle: And the fact that it still remains soperformance criteria. This can be customer
satisfaction, it can be premises standards and it can is even more worrying, I am sure you would agree.
be volume achievement. Mr Pulham: Absolutely. It is the one thing that has

most relevance in changing motor retailing and the
Q330 Mr Hoyle: So you have about 10% below list relationship between customers and the deal they
price to play with? get. If something can be done with that, a lot of
Mr Pulham: Yes. things could start to happen. As long as 60% of the

market is controlled by the manufacturer at better
Q331 Mr Hoyle: Does that include profit? terms than the dealer can buy vehicles, then we are
Mr Pulham: That is potentially but then, if you are not going to have a healthy competitive market.
going to trade with that, that is what you are getting Mr Hoyle: Yes, that is what is worrying me and the
from your manufacturer. fact that somebody has actually made a percentage

kill because they have a better deal with that fleet
Q332 Mr Hoyle: That is the part I am more business and they are taking money out of it as well,
interested in. and that is obviously at the expense of yourselves
Mr Pulham: That is not his profit, that is his and the public out there who could get an even better
trading margin. deal and I think that is the message we must get

across.
Q333 Mr Hoyle: Basically, from the list price, you
will achieve below 10% on average?

Q338 Chairman: If I could just go back a couple ofMr Pulham: Yes. Most dealers retain somewhere
points, this process started in the 1970s and, at thatbetween 2 and 3%.
time, the way of getting around pay freezes and the
like was to oVer benefits in kind.Q334 Mr Hoyle: I have noticed from your evidence
Mr Pulham: Yes.that, quite rightly, you say that your members are

not getting as good a deal as the fleet purchaser.
Mr Pulham: That is correct.

Q339 Chairman: These have now been taxed but the
taxation has not really had the eVect of breaking thisQ335 Mr Hoyle: Why is this and why do you feel
umbilical link, as it were, between the low price andthat members are being held to ransom in this way?
the manufacturers. Do you think there is anythingMr Pulham: That is an historical issue. The
else that the Treasury could do to end that?manufacturers right from the 1970s started handling
Basically, what you are telling us, if I can go back tofleet business rather than the dealers and
what you said in 1998, is that those of us who do notprogressively they have taken control of it. Since the
buy fleet cars are in fact paying over the oddsadvent of benefit in kind taxation and, prior to that,
because of the discount which is given to the fleetwage restraint policies, we have seen a tremendous
companies.growth in the company car market and

manufacturers have chosen to manage that market Mr Pulham: That is it, absolutely.



9890361003 Page Type [O] 12-08-04 21:08:58 Pag Table: COENEW PPSysB Unit: PAG3

Trade and Industry Committee: Evidence Ev 53

4 May 2004 Retail Motor Industry Federation

Q340 Chairman:What happens when the person or Chairman: I think we can perhaps explore this. It
may be that, at some later stage, the OFT might bethe company after 18 months or whenever hands

back the fleet car to whomever? The man/woman on invited in to discuss our findings rather than to take
evidence at this stage.the road hands back the Mondeo to whom? Is it to

the dealer?
Mr Pulham: It can be to the manufacturer, it can be Q346 Linda Perham: Can I ask you how your
to a leasing company, it can be to a dealer. In many members responded to the block exemption
cases, the deal has been struck in such a way that, at changes? Mr Carrington, you mentioned in reply to
the end of the period of time, there is a value already my colleague Mr Clapham about larger groups
determined for that vehicle, so they knowwhat price being able to buy other groups. In general, have your
they are going to get. They can assess the whole life members found that this has been of benefit or
cost of that vehicle while they operate it as a fleet car. otherwise?
They understand. That is something that the private Mr Carrington: Perhaps I can start on that and ask
individual has to worry about because of market Alan to come in on the franchise side. The answer is
forces at the end of the time that they have kept a that the block exemption has not actually created
vehicle. too much of a change as yet. It is creating some

changes on the margin, like the ability to be able to
Q341 Chairman: What is the determining factor in buy dealerships without getting manufacturer
the second-hand price of the form of leased car? approval provided that they already have that brand
Mr Pulham: Quite often that deal that is originally in their dealership group in the company. In terms of
done with the vehicle manufacturer; it has been other eVects, we are rather waiting for them to
predetermined. appear, on the positive side. On the negative side,

what it has done is pushed up costs quite a lot. We
may get into that but what has broadly speakingQ342 Chairman: So, if I wanted to buy a second-
happened is that the manufacturers have taken thehand car that is 18 months old having been leased, I
opportunity of the block exemption to requirewould pay the market rate which would be perhaps
their franchise network to invest substantially,almost about the same price as what was originally
particularly in the buildings but to some extent alsocharged in the first instance by the manufacturer.
in the training, and they have required people whoMr Pulham: It could be even more.
wish to become authorised repairers, whether they
are from the independent side or they are peopleQ343 Chairman: I just wanted to get that on the
giving up selling cars from the franchise side, torecord because I felt that we just needed to have that
match that level of investment. Consequently, therespelt out once again because some people who read
has been a negative aspect with the block exemptionthe reports we make are not that smart or certainly
as well as what we hope is going to be the positivethe conclusions that should be drawn from the
side.reports have to be wrung out of them sometimes in
Mr Pulham: Clearly, dealers have gained someways that we do not always appreciate but, thank
powers. Matthew has alluded to the ability to sellyou, that is very helpful.
their business, the ability to be selective aboutMr Pulham: You asked a question as to what else
whether they want to be sellers of motor cars or justcould the Treasury do. I am not sure that the
repairers and whether they want to perhaps repairTreasury can do anything. I think what we would
several brands of motor cars, so that is anseek, representing dealers, would be a situation
opportunity. October 5 next year, with the removalwhere nobody should be able to buy a car on better
of the location clause, will perhaps give dealers someterms than the dealer who buys it wholesale. So, if
more options without having to kowtow to thesomehow that were put in place, that would ensure a
manufacturers. I think the big impact, as Matthewmore stablemarket. In otherwords, ICI orNatWest
has said, has been the cost of that and that, asBank could not buy cars on better terms than, say,
always, must get transmitted somehow through toReg Vardy or Inchcape could buy those same cars
the end user, to the customer. We are not seeing afrom the vehicle manufacturer.
market where retailers are having an opportunity toMr Carrington: Quite an easy way of doing that of
take any cost out of their business. We are seeingcourse would be that the vehicle manufacturers
them having to add cost.could not sell direct to end users, they would have to

go through the dealers to sell to fleets. Of course,
they would have to give dealers the same price they Q347 Linda Perham: So, it has given you some more
had given to fleets. freedoms on the positive side but the negative is

really the cost.
Mr Pulham: Yes and the diYculty for a retailer whoQ344 Mr Hoyle: Unless they own the dealers.
has made an initial investment is whether he is thenMr Carrington: Even if they own the dealers, they
able to take advantage of the freedoms really, otherwould have to give other dealers the same price and,
than to sell his business perhaps.the way things stand, they would not be able to sell

to their own dealers at a diVerent price.
Q348Mr Berry:You suggest that manufacturers are
still in a position, despite the traders, to set the priceQ345 Mr Hoyle: But they do.

Mr Carrington:Not to any great extent, we hope. If of cars and I would like to know how you believe
they do that. This time last year, I was looking for awe had evidence of it, we would create trouble.
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new car. I looked at the obviouswebsites and I found manufacturer for volume. So, if dealers are
a vast diVerence in price for exactly the same car, a incentivised to sell certain types of vehicle to a
few thousand pounds here or there. I was not getting certain level of throughput in a certain period—and
the impression that there was some manufacturer it gets quite complex—then their bonus that is
out there determining the market. I had the calculated, which is a significant portion of the
impression that some were oVering good deals and margin for a dealer, can vary quite substantially if
some were oVering bad ones. You are saying that you hit those targets or you do not hit those targets.
manufacturers set the price, but how do they do it? So, to some extent, the way in which the dealers are
Mr Pulham: They establish the price at which they rewarded for selling vehicles influences the price at
sell the motor car to the retailers and, from that, the which those vehicles are sold because, if you are a
retailer then has an opportunity to put on to it 5%, dealer and you are very close to hitting those bonus
6% or whatever, but he only has a scope within levels, you really just need to get rid of the vehicle
perhaps 5 or 6% to vary that price. and the price becomes almost irrelevant because the

diVerence between hitting the bonus target and not
Q349 Mr Berry: In practice, it does end up in some hitting the bonus target becomes significant. So, it is
quite significant price variations for the samemodel, more complicated than just fleet versus dealer,
in my experience. I have not checked recently. although that is the biggest influence, there are these
Mr Pulham: In some instances, some dealers have other aspects of the way in which manufacturers
been able to take advantage of an element of the exercise control on dealers through the profitmargin
NewCarsOrder that said thatmanufacturers should as well.
oVer fleet discounts of similar volumes to the retail
sector, which really meant that only the very largest
dealers could perhaps take that advantage. In the Q353 Richard Burden: Continuing on with that for
main, the manufacturers would only oVer the sort of the moment, given what you were saying, putting
models that they were oVering big discounts on fleet, fleet and retail together and saying that the same
which might be low-line models, loss-leader type would apply to both would not necessarily solve themodels. The other thing that is going on in what problems for the reasons you say?is now a fiercely competitive market is that

Mr Carrington: It would go a long way. It is by farmanufacturers are putting additional marketing
and away the biggest influence but there are secondsupport behind certain cars at certain times because
order influences which are to do with margins ofthey are all struggling to get a market share. If you
dealers.analyse over the last five years how the market has

changed, you will see relative positions in terms of
market leadership have changed. Overall, it has

Q354 Richard Burden: I was trying to think abouttended to be the volume players who have lost out
how that could be regulated because earlier on youand the premium and the cheaper models that gain
said that one way of regulating that would be to saybecause, in many cases, people have realised that the
that manufacturers could not sell below the pricepremiummodel, although it might have a slight cost
available to dealers, which would eVectively meanpremium, actually overall because of a good residual
that somebody who was classified as a dealer wouldvalue at the end of ownership, is probably a better
end up in a sense collectively cornering the marketbuy than maybe a volume car that has very little in
on the sales of new cars, whether fleet or retail. If thatterms of residual value at the end of three to five
were to happen, what would there be to stop theyears. Then there are other people who have just
dealers themselves doing what the manufacturersentered the new car market because of lower prices

who are buying at the modest end and that is the end are doing? That if fleet orders were potentially more
that is growing the most. Minis and Super-Minis lucrative because of volumes and so on, would you
seem to be the best selling segments over the last not actually end up transferring, if you like, the
two years. alleged price fixing from the manufacturers to the

dealers doing exactly the same thing themselves?
Mr Carrington: No, you would not, and there areQ350MrBerry: I think you have touched on this but

let me be quite clear. Given that you are arguing that two reasonswhy youwould not.One is that there are
essentially manufacturers still determine the price of a lot of dealers and, as your colleagueMr Berry said,
cars, what do you think should be done about it? people go on to the internet and find the best price.
Mr Pulham: If you took out this disparity between So, there is a lot of competition on the dealer side
fleet and retail and created an openmarket, then you and it would be very diYcult for dealers to operate
might begin to see some changes in vehicle prices. what is eVectively a cartel, which I think is what you

are describing. The other thing is that, as my
colleague Mr Pulham has suggested, as at 1 OctoberQ351 Mr Berry: Is there anything else?

Mr Pulham: I do not believe so. 2005, it becomes possible for dealers to sell in each
other’s territories under the block exemption
regulation and that would mean then that, if oneQ352 Mr Berry: That is the key?
dealer was selling at a higher price than anotherMr Pulham: I think that is the key.
dealer felt he could sell at, the cheaper dealer wouldMr Carrington: There is one other thing which does
take all the business away from the more expensiveinfluence but is very much on the margin. It is the

way in which dealers are recompensed by the dealer.
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Q355Mr Berry:What I was getting at is if particular encourage people to do it. Where manufacturers
have not wanted that to happen, it has not happeneddealers who would have quite a lot of muscle in the

marketplace were able to get a kind of critical mass and there have not been the people wanting to
become authorised repairers. Therefore, you couldof orders and line up a number of big fleet orders,

that is where their money would come from and say that the block exemption is not working. On the
other question of access to technical information, weactually they may end up finding that that was

actually the most lucrative way of doing it and have done a lot of work on this as youmight imagine
and I think our belief is—and it is still a rathertherefore there would not actually be any great

incentive to oVer retail customers the same deal even confused picture—that the manufacturers are all
making technical information available. It is not theif there was no cartel.
access to technical information that is the problem.Mr Carrington: I think that, if they did not, there
The problem is the cost at which it is accessible. Inwould be other dealers who would. So, I think it
other words, what you have to pay to get thewould balance out. No dealer is that dominant in the
information principally oV the manufacturer’smarket in terms of market share that they could
website. What sort of level of training do you needcontrol the market to any extent, even if you added
to understand the technical information? In otherin the fleet business (because I think you will find
words, how accessible is it to somebody with athat the fleet business was spread fairly evenly across
normal level of training in the motor industry? Thethe country and therefore would be spread across
third problem is that there is no standardisationmany dealers), so I do not think you would find that
between manufacturers as to how they present theany dealer would be in a market-dominant position
technical information. So, you may go into oneand therefore be able to eVectively control the price.
manufacturer’s site and, because you understandI do not think that would happen.
thatmanufacturer, you can understand the technical
information on his site but you can go and look at

Q356 Richard Burden:Can we just move on with the exactly the same equivalent technical information
after market because it has been suggested that on another manufacturer’s site but it is presented in
changes in block exemption actually end up being a diVerent language and, by that, I mean diVerent
underlined in the after market through limits on terms being used in English for the same parts, and
access by manufacturers to certain technical youwould not be able tomake immediate use of that
specifications and setting unreasonable without additional training. So, there are problems
requirements or what seem to be unreasonable really at a level below manufacturers saying, “We
requirements, on achieving authorised repairer are not making the information available.” They are
status. How do you feel about that? Do you think making the information available, it is just not in a
that is a real problem? readily useable and aVordable form.
Mr Carrington: I think it is potentially a real
problem. The situation, if I can answer the

Q357 Richard Burden: Would it be possible, on theauthorised repairer point first because it is
question of investment that you raised first, for yousomething we touched on earlier, comes down to the
to maybe provide us with some more information ofamount of investment that the manufacturers are
examples? I am sure we would want to draw arequiring people aspiring to authorised repairer
distinction between where, in a sense, investment isstatus to put into their operation and that is very
being required to drive up standards amongstmuch the level of investment or exactly the level of
repairers and investment that is required in order toinvestment that they are requiring the franchised
ensure that somebody gets vehicles to repair anddealer to put into their operation. What they have
somebody does not, that is just kind of cosmetic. Idone is increase the investment level and they have
think it would be useful to have information as toincreased the investment level in the workshop just
how much each of those are both good practice andas they have in the showroom for selling the new
less good practice.cars. Consequently, our estimate is that, for an
Mr Carrington: We can provide you with what weindependent garage wanting to become an
have.As I say, it is very patchy still and because thereauthorised repairer, they would find it very diYcult
are so few garages that apply to become authorisedto make it economically viable in most cases,
repairers, the information is not clear in manyparticularly when it looks as though it would be
instances, but we do have some and we will willinglyquite diYcult if you are an authorised repairer to
let you have what we have.cover more than three brands or three marks of the

vehicle because of the nature of the way that, under
block exemption, the manufacturers control what Q358 Sir Robert Smith: Following on the repairing
you put in your workshop. I think that the problem theme, the CarWise scheme is supposed to give
is one of level of investment in that and consequently consumers a better deal in car servicing. Is there not
we have seen very few people applying to become a sense that, if the RMI is involved, that you are
authorised repairers where themanufacturers do not acting as gamekeeper and poacher? Do you think it
want them to. There are some manufacturers who would be a more authoritative scheme if it were seen
are very keen to have authorised repairers because to be run by an independent organisation?
they have gaps in their service and repair network Mr Carrington: It is self-regulation and it was set up
and they have been encouraging people to become to be self-regulation and that was the purpose
authorised repairers and there they have kept the behind it and there are some good reasons for that,

but it is actually independently controlled in anyinvestment levels down to low enough levels to
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case through several ways. One is that we have an be notified that this is a garage to keep a watch on.
And there will be all the local publicity as well. So,independent scrutiny committee which monitors

what the standard is that garages have to achieve, it there are big penalties in terms of trying to run a
successful garage if you are struck oV the list.monitors the performance of the garages, it controls

our mystery shopping, our inspection of garages,
and indeed can call for any data that they feel they

Q360 Sir Robert Smith: At £100 a garage, what sortneed to be able to justify that the scheme is working.
of hit rate would there be in terms of . . . ? How areThis independent scrutiny committee is composed of
people going to be caught? If there is going toa consumer representative the National Consumer
be mystery shopping, presumably there wereCouncil and Trading Standards OYcers, the
complaints.independent element would be the majority on the
Mr Carrington: There are three ways that people arescrutiny committee and then we have some people
caught in this. There are two ways in terms offrom the industry to give the technical expertise to be
inspection and mystery shopping. We inspect halfable to understand what is going through. So, it has
the garages every year. So, in a two-year cycle, everya big level of independence but it is also of course
garage will be inspected.We have agreed statisticallymonitored very closely by the OFT because what we
with the OFT that mystery shopping has to be doneare actually implementing is what we hope will be an
to 11%, slightly bizarrely for us non-statisticians! So,approved code. It has been granted stage one. We
we will be mystery shopping at 11% and we will behope that stage two under the OFT approved codes
mystery shopping those garages that look as thoughregime will be granted to us before very long. So, the
they are failing in addition to that. We also run,OFT will monitor very closely what we do as well
which we have done for the industry for a very longand of course it would be a disaster for CarWise to
time, a national conciliation service, an arbitrationlose OFT approval. Consequently, if the OFT felt
service and a disciplinary service. Part of CarWise isthey were unhappy and removed the approval, we
that it will be made much clearer to the customerwould be in trouble. The great advantage of self
how they can access the conciliation service.regulation over statutory regulation or some form of
Consequently, there will be customer feedback slipslicensing or whatever it is that is in place is twofold.
and these will trigger inspection. Where a customerOne is cost. If I can give you a comparator of that,
complaint comes in, that will trigger us going andat CarWise we are charging—and there are
looking at that garage again in greater detail. So,discounts—£100 per outlet/garage for members of
there are three routes in. Clearly—and I make nothe RMI to sign up to CarWise and £525 for people
bones about this—some garages will from time towho are not members of the RMI because there is an
time carry on not giving the perfect service. We justoverlap in how their subscriptions are paid. The
think that we will catch them, we will stop them butfranchise networks and those independent garages
what it will do principally for the motorist is thatthat sell cars are currently having to come to grips
they will be able to identify which garages havewith the InsuranceMediation Regulation. From the
committed themselves to this level of service asFinancial Services Authority. This covers one small
opposed to those garages which have basically said,bit of their business which essentially is selling
“We don’t care.”insurance which they do as an adjunct to selling

motor cars. We reckon that is going to cost each
garage somewhere between £3,500 and £4,500 per

Q361 Mr Djanogly: Levels of service are also to doannum and indeed some estimates have put it close
with who is doing the servicing and the Consumers’to £8,000 per annum. There are a lot of good reasons
Association has expressed concern about the poorfor that but you can tell the diVerence between the
standard of training for vehicle technicians. Is thetwo in terms of cost. Self regulation ought also to be
RMI taking a lead in this area?more eVective because what we have is people
Mr Carrington: Yes, we do. We have the largestlooking at these garages, what they do as garages
apprentice training scheme in the motor industry inand what they should do as garages who will then be
our subsidiary called Remit. We have somethingable to say, “Look, forget what the letter of the law
around 7,500 apprentices under training at any onesays on this, actually what you are doing is not what
time. Indeed, I think it is about the second largestyou should be doing for your customer and you had
apprentice training scheme in the country. So, we arebetter put that right or we are kicking you out of the
deeply into that. We also encourage our members toscheme because we have the flexibility to do that.”
increase the post-apprentice training levels of their
technicians. We are also very involved in the new

Q359 Sir Robert Smith: Is that the main penalty? initiatives that were set up just recently, in fact
bringing together other training initiatives, calledMr Carrington: The main penalty—we do not have

the legal power to fine people—is that, if they will Automotive Skills Limited, which is the sector skills
council for the retail motor industry. The RMI wasnot put their house in order, they will get kicked out

of the CarWise scheme, they will no longer be able very heavily involved in getting approval from the
sector skills development agency for it to beto show the logo for CarWise and, probably more

importantly, the OFT logo (the approved codes established. We are very keen on technician training
and technician qualification and, indeed, are inlogo). Of course because CarWise is being done in

conjunction with trading standards oYcers in their discussions with the Institute of the Motor Industry
who are one of the awarding bodies for technicianlocality, they will be taken oV the Trading Standards

approved list and the trading standards oYcers will training on their proposals to have a form of
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technician registrations, so that there is a validation overpriced financial assistance plus a meaningless
insurance. You will make us a lot of money but youof the continuing professional development of

technicians in the motor industry. will end up with a cheaper car.”
Mr Carrington: I think that if you went in as a
consumer and bought overpriced finance andQ362 Mr Djanogly: From what you were saying,
meaningless insurance, you would be better oVdoes that mean that the quality of technicians is
going down to the bank and saying, “What deal willimproving?
you do for me to finance this car?”Mr Carrington: It is improving. It is improving we

believe considerably. The manufacturers put a huge
Q366 Chairman: That is what I used to do and theneVort into training technicians as well, it is not just
I used to go to them and say, “You are getting thethe retail side itself. With the increasing complexity
money right away oVme, so why can’t I get a higherof modern cars and the technologies which modern
discount because I am providing the money?”cars use which they did not use before, technicians
Mr Carrington: That is right and you may well bedo need continual retraining now which perhaps 20
able to negotiate it as a package, if you go to theyears ago they did not. So, there is a major eVort
combination of a bank and the dealer, and you maygoing into that.
be able to get a cheaper deal. On the other hand, you
may not. What I would say to you if you are buyingQ363 Sir Robert Smith: You were talking earlier in
a car—and I think it is what most of our membersanswer toMr Berry’s question about themarket and
would say to you—is, go and look at what yourMr Berry talked about shopping around for prices,
options are but do look at the total price of what youbut my limited experience of buying through dealers
are buying, not just at the individual elements of it.is that the price on the screen bears no relation at all

to the price a few minutes after you have started
Q367 Chairman:One thing that I was not quite cleartalking about possibly wanting to buy the car. I just
about is that you said toMr Berry that there is a 10%wondered, do you think there is any move towards
margin that you have a degree of discretion on anda more transparent pricing system or is it really a
then there is maybe another 2 or 3% that you mightquestion of negotiating a deal?
get but, on top of that, there is some volumeMr Carrington: I think it is a pretty transparent
discount. So, if you sell 40 Peugeot 306s, the garagesystem already. Clearly, you can do deals. They are
will get money for that but that is a kind of discountnot called dealers for nothing!
that probably, until you are down to about the last
two at the margin, the customer will never see theQ364 Sir Robert Smith: It is the speed at which the benefit of. Would that be right?price drops. Mr Pulham: That floating margin that you referredMr Carrington: It depends on what else you are to includes the trading money.doing as well. If you are going in to a dealer and you

are saying, “I just want to buy a car”, clearly the Q368 Chairman: So, that is the 2 or 3%?
dealer is looking then at that transaction tomake his Mr Pulham: That is the 2 or 3% and it can be more
profit. If you go in there and say, “I want to buy a car than that in some franchises.
but, by the way, I would quite like to take out some
consumer finance as well to cover it”, the dealer will Q369 Chairman: It is just that I was not clear. So,
make some money on the consumer finance there is the 10% and then there is maybe 2%—
probably. So if you are getting consumer finance as Mr Pulham: 10%. In some instances, it might be far
part of the package, and if you are then buying all lower than that and the floating element might be
the various insurance related products around the bigger.
consumer finance, you might also be putting money
into the dealer’s pocket by doing that, in which case Q370Chairman:But it is rarelymore than, let us say,
the price of the car may come down because the 15 or 16%—
dealer is looking for a return on the car and will be Mr Pulham: Very rarely. In fact, more commonly,
looking at the whole deal as a package. Also, some 12% in total.
dealers are hungrier to do deals in that particular
month than other dealers, as I was saying earlier, Q371 Chairman:As against the 30% that you would
and some manufacturers may well be doing say would be the upper limit for a fleet deal.
incentive deals, it will change literally from day to Mr Pulham: No, 45%.
day. So, you may find that you walk into a garage
and you just hit lucky. Equally, you might want to Q372 Chairman: A factor of three almost, you
shop around. might say.

Mr Pulham: Yes.
Chairman: That is very helpful and that is a goodQ365 Chairman: So, in some ways, the old idea of

going in withmoney and saying, “I would like to buy start to the afternoon. Thank you. If there is
anything else that we need to come to you for, wewilla car, there is a wedge”, they will say, “I am sorry,

we don’t want your money, we want to sell you do so.
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Q373 Chairman: Good afternoon, Professor Rhys. that big base load at home. So, 69% is exported and
the recovery of production since the early 1990s isIt is a wee while since we have seen you. You have

appeared on both sides of this table for this export-led, it is not actually the penetration in
the domestic market, and this is a bit of aCommittee over the years and therefore Iwill not say

that it is surprising that you are painting a disappointment because, with the new investment
that came into the UK via the Japanese etc, it wasreasonably optimistic picture of the automotive

industry, but perhaps you could just rehearse for us hoped that we would be able at least to push back
imports a little, but it seems impossible. Last year,what you see as the strengths of theUK industry and

perhaps the downside, where you see our exports went over 80% for the first time and it had
been hovering amongst the top seventies and itweaknesses.
stayed there this year. When you look at some of theProfessor Rhys: I think the strength of the industry
gaps in our production in very crucial areas, inis that it is still a broadly-based one. Wemake a very
Britain, for instance, in 1999–2000, the super miniwide range of products. We are good at upmarket
sector was about 25% of the British market and nowcars/executive cars. However, the majority of
it is 32% and yet we only really make oneproduction is actually for the mainstream market,
mainstream super mini, theMicra. There are others:Japanese producers, Peugeot etc, and it is only really
the Mini itself, made in Cowley; that is a sort ofthe Germans and us in Europe that have those two
super mini, and the Rover 25, and the City Rover ofstrings to the bow in quite thatway. So, that is a plus.
course comes from India. So, we only have oneAlso, I think that we still have a robust component
product really, one big product, in that sector that isindustry and systems industry and R&D. The
burgeoning. Another sector is within the light/threats are that the level of production is still lower
medium area where huge growth has occurred in thethan it was in 1999 but the industry in a sense is
small people carrier, the European size peoplemarking time although hopefully it is on a long-term
carrier, not the Renault Espace, that is too big, thetrajectory. The 1990s were good but with the market
engines are too big, you did not want that, youturndown in 2000, production turned down
wanted the sort of vehicle that was really highlightedconsiderably in the UK.
by a vehicle like the Megane Scenic, a European size
people carrier. In the period of four years, the light/

Q374 Chairman: Before you go any further, can I medium sector has seen that sort of variant go from
just ask you, how do you define production given 6% of the market to nearly 25%. So, one quarter of
that, for example, Ford only assemble vans here but that segment. We do rely upon that light/medium
they also do engines. Do you have a kind of segment and the other medium segment, so we do
yardstick of output which is separate from the tend to have gaps there. The other area of weakness
number of vehicles that come oV the end of the line is, frankly, commercial vehicles. It used to be our
or are you doing it only by the one yardstick? huge strength, but now we are eVectively a van
ProfessorRhys:We look at the vehicles that come oV maker plus—and it is still there and it is still one of
the end of the line but we also try to use figures the most eYcient plants in the world and continues
from the component or supply sector, it is so to get awards—the Leyland Daf assembly plant in
homogenous. So, we take the production of engines, Lancashire. Also, of course, we do make fire engines
if you like, as a proxy for the health and robustness for Dennis, Optare makes buses in Leeds and
of the supply sector into the industry. It is pretty hopefully Dennis will continue to make buses as
imperfect but the trouble is that components are so well. Apart from that, there is very little and itmeans
heterogeneous and the data is not nearly as good as that it has a big impact in the balance of payments.
the data for vehicles and the data that we managed If you are buying a heavy truck, something around
to put together on engines. So, those are the two £80,000 before discount, almost invariably this
main yardsticks that we use. One of the issues that vehicle has to be imported. So, there are strengths
we have to take on board is that for many, many but there are some weaknesses and there are some
years, it is not so much a British motor industry but highlights for the future which do not look too good.
a motor industry in Britain. It is foreign-owned and
therefore nobody is going to do us a favour. We do
not have Supervisory Boards saying to the company, Q375 Chairman: That is a helpful introduction and

I think that a number of my colleagues will want to“No, you cannot invest in Spain, you have to invest
in Germany.” Also, the market itself, although it is come in on issues of import substitution and things

like that. Can I just dwell for a moment on the onea record and this year it is likely to be another record,
well over 2.6 million, it could even be 2.7 million this part of the UK car industry which is still UK owned,

MG Rover. We took evidence from some of theyear, over 80% is foreign penetration. So, the link
between British production and the British vehicle senior management team and I think it was almost

inevitable that we would be looking at some of themarket is now a pretty tenuous one. In the 1980s and
up to the early 1990s, the industry would say, financial arrangements, but what did come out and

perhaps you couldmaybe confirm or contradict this,“Reduce taxes or give us easier credit conditions.
Get the market bigger and we will make more meant that the impression I had was that, in the first

instance, there are no new UK models comingvehicles for you.” Now, frankly, you are doing more
for Stuttgart or Turin or factories inGermany.What through at the present moment. There are variations

on existing models but there is not something youwe have is an export-led industry. 69% of production
is exported, that is the strength, but it is also a can seize on and say that it is, not perhaps the new

white hope because that would be over-egging it, butchallenge because it does mean that you do not have
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there would be some. Secondly, that the structure of with one leap, the hero be free, so to speak? It is the
joint venture route. Joint ventures allow you to getthe company was such that a number of the other
into bed with other vehicle makers who themselveselements could exist without car manufacturing and
have other plants, so it is a form of a multinationalassembly if that were the case. Thirdly, that there
operation. It is a secondary form because it is clearlywere prayers and wings identified as far as possible
a company you do not control, and I thinkwhat theyventures in Poland. There has been the Chinese
have been trying to do is to find companies thatoption for some years and it does not seem to be
would not dominate them because there are all thegetting any closer, and then there is the Proton issue
usual suspects—theVolkswagens of this world—butwhich I have to say that our experience in Kuala
MG Rover will be just a tiny company; it would beLumpur suggested that certainly Proton did not
like a partnership between a Hippopotamus and ahave very much to say to us and Lotus had even less.
sparrow—it would not be equal by any stretch of theSo, there is a sense in which there may well be a car
imagination. So try to find companies that are aboutsales element, there may well be a spare parts
the same size as you and have the same interests aselement, there may well be a useful property
you. That is not easy, but without those jointdevelopment side of things but, as it were, what
ventures there is really no future because you simplyyou would have regarded as the core of MG
will not have the volume to start unlocking some ofRover’s operations—the design, development and
the economies of scale that your big rivals enjoy as amanufacture of new models and replacement
commonplace. In terms of the structure of themodels—did not seem to be quite central in the way
company, in some ways, I think, there are parts ofyou would have thought a realistic possibility for
that company that could survive without cars. If youdevelopment and expansion element should be
look at the Powertrain division, 90% of the enginesthere. I am sorry that I have taken so long putting
actually go into MG Rover cars that have beenthis point, but would you have the same anxieties
produced. There is not really a business there thatthat I have tried to indicate?
would be viable without MG Rover. The financeProfessor Rhys: Up to a point. In some ways it is
company, again, I think, probably, over 90% of theremarkable that a company the size of MG Rover,
new finance that that company underwrites are MGwhich is actually just one plant—it is like saying
Rover Cars. It is interesting to look at companiesthere is a company called Ellesmere Port, if you
that have big finance arms and see what the financiallike—is even contemplating trying to introduce a
industry has done in terms of giving them creditnew car. Up to now it has been repackaging the
ratings. If you look at GMAC, General Motorsexisting vehicles, doing a lot with the suspensions,
credit company, it has exactly the same rating asand so on, but there has to be a new product—this is
General Motors itself. The market does not see thisjust holding the line. The question is hownew is new?
as a more secure company, because even withGM—In the motor industry the marketing department
and GMAC being a well-established financeprojects something that is very new and the
company—over 85% of its payback is Generalengineers know there is a lot of carry-over from
Motors product. The same thing with Ford. Thesomething else because that is the only way you can
only slight diVerence is with French companiesaVord to do it. The new product that they can do on
where the rating of the finance arm is a bit higher buttheir own, and the only one that was ever feasible,
that is because the finance industry in France is sowas the light-medium car—the car that has slipped
regulated that it is not entirely competitive, so thosefrom this year to next year. It will use the 75
arms are a little bit more secure. So I do not think,platform, but that is commonplace in the motor
really, there are these companies that can survive onindustry; you can use a platform over a number of
their own. So it is absolutely crucial that the cardiVerent cars as long as that platform is a very
company does succeed, because I do not think theeYcient. A platform of this nature is simply three
rest of the edifice would have much of a futurepressings underneath, of the floor panel, which
without it.accounts for about 40% of the body tooling costs. If

you can, therefore, use that over various other
vehicles you have got a chance of actually getting a Q376 Chairman: At the moment, would you say, in
new car which, otherwise, probably you would not. the light of your experience, that these deals which
That product has slipped; it was supposed to be in have been mooted are actually in the oYng? Or do
the market this year, in a month or so’s time, we are you think it is still wishful thinking?
now going to see it—so it seems from the evidence Professor Rhys: The negotiations are taking place,
they gave you—towards the end of next year, so they but they have still not been brought to a conclusion.
have to hang on longer. That is the only new product It is like the car itself; that has not been brought to
that they can do on their own, because to succeed its conclusion. However, as far as I can gather, the
that car must be introduced and it must be a success negotiations in China are still going on very
in the marketplace—you and I must want to buy it. seriously. And they do have a chance because the
Also, there must be a raft of joint ventures around Chinesemarket is a very curious one, that everybody
the company because a company of this size is an knows it doubled last year and the first mover has an
anachronism; it certainly does not survive in the amazing market share. Volkswagen has over 30% of
motor industry; it is a single-plant company, to all the Chinese market. The year before they had 40%
intents and purposes; they are competing against but 40% of one million is less than 30% of two
multi-plant companies which are, basically, million, so they are as happy as sand-boys. Number

two is General Motors, with 9%—a huge gap. Thenmultinationals. How can they do that? How can,
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you have the 5s, the 6s and the 7s, and there are 80 for the red meat stuV at the beginning, but there was
a lot of very interesting information there which youor 90 enterprises in China that have aspirations to be

part of the motor industry. So there is no shortage of could actually put together with other things.
suitors askingMGRover whether they would be the
ones to be taken up to the altar and the relationship

Q379 Mr Clapham: Professor Rhys, I am justconsummated, so to speak. I do believe there is
looking at Table 2 of your submission and it is quitesomething reasonable going on. The interesting one,
clear there that the most productive car plants inagain, is Poland. That depended upon the Polish
Europe are Japanese, and the most productive in theGovernment making sure that there were no
UK are Japanese. Why is this? Why is it that theliabilities that would then end up on the books of the
Japanese retain this high productivity and are able tonew venture. Again, it seems, from what Polish
out-shine the rest of their competitors?journalists are asking me, that that is on the verge of
Professor Rhys: They have kept their advantageoccurring, so the debtors and the Government are
which they established at the end of the 70s. It is allnow in line—
linked up with lean production; designing vehicles
for manufacture, not for style, so that you make the
product easily and do not have to rectify it. YouQ377 Chairman: That might be a diVerent type of
train the workforce, you make sure that the plant isarrangement, might it not, in the sense that it is the
laid out in a way that production is going to bepurchase of a plant for the production of 75s?
maximised; you lay it out in such a way that theProfessor Rhys: Yes, it is the purchase of a plant.
components that are coming in from your suppliersThere is no money to be put in as such, I do believe,
come in easily to the line—you do not have thingsbut what will happen is as production occurs there is
like congestion for the trucks trying to get into thealmost the internal royalty going then to the
plant, which seems an obvious thing to avoid butcompany. They do not have any money to put in—
when you have not got a plant that is designed tothey recognise that—so it will be virtually self-
actually take the lorries going in like a herring bonefinancing as it goes along. To start with these are
along the production line it is more diYcult. So it isgoing to be simple boxes coming in from the UK
all those factors that have allowed them to establishwith a very high British content but, I suppose,
that tremendous eYciency in the 70s and 80s andinevitably, the Poles will want the content to start
now they have maintained that. Now they areincreasing. That is a diVerent project. The Proton
learning, however, that lean production is notone is a bit of a mystery because they talk about two
enough; lean production is a necessary condition butextra platforms, and so on. Does thatmean that they
it is not suYcient; you want to make things also inwill plug into the 75A platform and the 75 modified
very big volumes because it was said in the 70s andplatform or is there another one coming out of the
80s by people who perhaps thought the Japaneseether because the one area thatMGRover cannot go
were even more adept than they were that a smalleron its own, because you need about 500,000 cars a
Japanese company is more eYcient than a bigyear to have a fighting chance to make any money,
western one. The last ten years have shown that isis the super mini. They are nowhere near that in total
not the case; most of the Japanese companies haveproduction. So would Proton do that for you?
actually had to sell out or become controlled byProbably not because Proton itself is only about
western companies—it is only Toyota and Honda200,000 units, so that does not seem to be a route
who are left as 100% Japanese. Also, theymustmakedown towards a super mini. I think, possibly, they
the products that people really want. In the earlywould take the risk of doing it with a Chinese
days the lean production itself was making vehiclescompany, but that remains to be seen. At the
of tremendous quality; they did not break down, nomoment it is more for the future—Yeti projects if
rattles and it was the production system that did it.you like; everybody has heard about them but
People then made the mistake that the productionnobody has yet seen them. Hopefully, one day, all
systemwill help the demand curve. It does not. In thewill be revealed. I do understand from many of the
end, whenwe are all good—and, indeed, there is verymachine toolmakers that orders are now pouring in
little gap now in the quality of cars made anywherefromMGRover for the car to be made next year. So
in Europe or America—you then go back to the oldit does seem as if some buttons are being pushed.
values of branding and so on. However, the
Japanese have not found it nearly as easy as Europe

Q378 Chairman: So, regardless of the legalities or in the 90s as they expected it to; they thought it was
otherwise, you might say that a car plant in China is going to be easier than this. In the end it is not the
going to produce Yetis? I just wanted to get your Japanese that are coming to the fore, it is actually
view on this because it is part of the UK car industry individual companies. You do not have tremendous
that we have looked at and, perhaps, we were open industries, you have good companies. So it is not
to the criticism that we spent more time on the that all the Japanese were good, some of them were.
financial arrangements. I think these points were, Clearly, not all of them are good, by looking at the
perhaps, somewhat lost, although they are in the debacle ofMitsubishi, but Toyota, at the moment, is
oral evidence as given by the company. It is useful to the company that is suddenly coming out of the traps
have some alternatives. and beginning to really increase its market-share in

Europe—4%, 4.5%, 5%. It is not the Japanese, it is,Professor Rhys You got some nuggets out of that,
actually. Reading the oral evidence, there was a lot if you like, Toyota. Hopefully, from our point of

view, it will also be Nissan and Honda.of stuV there and, of course, the attention had gone
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Q380 Mr Clapham: In addition to the lean the Euro” but that is a diVerent issue. There are two
issues: one is the exchange rate here and now and themethodology and having the market, you have got

to have design as well? other one is the uncertainty of planning for whatever
it is in the future. You have seen it with companiesProfessor Rhys: Absolutely right.
who have reduced the British content of things. The
Ford Motor Company did it by getting out of theQ381 Mr Clapham: This seems to be one of the
UK. They wish they had not now because with thethings we were saying that the Japanese have failed
Pound going down against the Euro it would haveon, is the design.
been better to have a higher British content. So beingProfessor Rhys: They are now coming back to it.
part of the Euro, to some manufacturers, is still aThey are getting their act together, an intake of
plus. However, you find, amongst the Japanese, thatbreath, but it has taken awhile. They found that they
Honda said “We have to take this exchange rate; wereally did have to open big design houses and centres
are not worried about it.” Toyota was in the middlein Europe to get exactlywhat the Europeanswanted.
ground and now say, “It is no problem to us”, andWorld cars are fine, but there are diVerent
Nissan, perhaps because of the people fromRenaultinterpretations of the world car. You can take, if you
behind them, keep on whinging about it. So youlike, the Japanese interpretation of the world car so
have got a very diVerent view even amongst the threehigh in Europe but to get beyond that you really
Japanese. You do not hear a problem from Generalhave to make it more European. If you now look at
Motors anymore; Peugeot feels that theymustmakethe styles and designs of these Japanese companies
a gesture andmention it now and again, but PAGdoyou realise that some of them have nearly learned
not seem to worry about it either. So it seems that wethat lesson and are now going to exert the pressure
could have handled about half of the appreciation ofon European manufacturers that the Europeans
Sterling against the Euro up till about three yearsthought was going to happen 10 years ago.
ago with the improvement in productivity, and theHopefully, the Europeans have learnt the lesson and
change in the exchange rate—the net change—thathave got themselves into a position that they can
we have seen in the last few years does appear tonow meet that competition because the degree of
have knocked it into the long grass. You will still getcompetition we are going to see in the next 15 years
some people, of course, who unfortunately in theis going to be unprecedented.
long tail of the component industry, where you do
have some very ineYcient firms, who might well use

Q382 Mr Clapham: What kinds of things have the this still as an excuse for other problems. That is the
Europeans taken on from the Japanese—the key—to try to unravel what the true reasoning is.
training, the organisation of the plant? When you find firms which are eYcient then the
Professor Rhys: They have taken on board the exchange rate, at the moment, is not at the forefront
organisation of the plant, they have taken on board of their worries.
the training, they have taken on board the
improvements to their supply chains, they have

Q384 Sir Robert Smith: It is interesting that Ford didtaken on board the need to actually design the
go so far as to say that they would even like to joinvehicle for the marketplace. That is not necessarily
the Euro as long as it was not disadvantageous for it.going to ask you want you want—that is a cop-out,
It seemed to be a stability argument.really. There is a misunderstanding that when we
Professor Rhys: Quite right.economists talk about consumer sovereignty it

means that the consumer knows what they want. I
Q385 Chairman: Mind you, that implies that thewould not have a clue how to design my shirt or tie
Euro will be more stable than Sterling.or my house or whatever, but what I do is reject
Professor Rhys: It is not enough.things until I find the one I want. So consumer

sovereignty is rejecting things until you find the one
youwant. Sowhat the Japanese have been able to do Q386 Chairman: There is also the point that would
is to put in someone who has gone along the line and it be the case that Nissan, making Micras, make the
rejected until “Oh, I will have that”, whereas a few smallest margin, probably, because people
years ago they would have glided past that and on to historically have not made a lot of money out of
something else. small cars?

Professor Rhys: That is correct.
Q383 Sir Robert Smith: You note in your evidence
that the UK’s better productivity record has gone Q387 Chairman: Therefore, they are looking for

every edge that they can get, and if it is of amonetarysome way to compensating for the disadvantages
deriving from the exchange rate. Is there any character relating to exchange then they will identify

that as something that they will be takingquantified estimate of the extent of that
disadvantage? advantage of.

Professor Rhys:Absolutely. It used to be “small car,ProfessorRhys:Well, it certainly is not the diVerence
in the exchange rate between now and 1997. Given small profits”. Some people then said “small cars, no

profits”, but that was not the case; that if you had bigthe change in the price of the Euro against the
Pound, although the Pound has strengthened a little production runs which were uninterrupted, in

absolute terms you could make a lot of moneybit subsequently, the cries of disadvantage seem to
have disappeared within the British motor industry. making Micras. The margin may be small but you

make a lot of them so the absolute profit and,You still have people saying “Wedowant you to join
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therefore, the return on capital can be quite good, combustion, into something else. That is not joined-
up thinking because fuel cells can be made anywherealthough return on turnover might not be anything
in the world; they could come in from a country thatto write home about.
has lots of sunshine making the hydrogen. So we
have to be careful that we do not give wrong

Q388MrHoyle: It is always interesting, is it not, that messages that we are not interested in the internal
people complain about currency levels and yet a lot combustion engine, we are going rushing after the
of these manufacturers were in Germany where they windmill of hydrogen. Far from it. There is so much
had the strongest currency in theworld and it did not that can be done in terms of improving the fuel
stop them selling cars or producing them. So I eYciency of internal combustion engines; you can
always think of it as a bit of crocodile tears in some make internal combustion engines run on hydrogen.
of the arguments they use. I may be wrong. In terms That is what BMW wants to do. If they have the
of research and development, we have had the hydrogen revolution, they do not see it as fuel cells—
SMMT before us and they were very concerned that an electric BMW does not send the blood coursing
manufacturers in this country are not investing in through the veins probably. So they do have a vested
the levels that they believe we should be and that interest but they say “There is the infrastructure.
R&D has fallen away quite significantly. What does You would have a pump, you would have a tank”.
it hold for us? Do you feel there is a real danger? How do you get this into the marketplace so much
Are we missing out especially, say, on engine quicker? Consumers would accept the hydrogen
development and the fuel savings that need to be route through liquid hydrogen. It is not going to
achieved in order to keep engine production in the happen tomorrow, it could be 20 or 30 years, and
UK but, also, in the States, and that we are leading then you would say “We are working with
in manufacturing as well as design? universities in Sweden on this.” 25% of CO2 comes

from transport but 75%does not. In that area, whereProfessor Rhys:Yes, I think this is a great long-term
75% does not come from, you can switch to otherworry. It is a dynamic problem and a long-term one.
fuels much more easily than transport. A view isThe area of engines is crucial. If we can unlock this
being put forward by economists: “Get rid of CO2 incapacity and make 4 million engines we become one
non-transport areas and then wait for science toof the great engine centres of the world. Really, you
come up with the ideas.” We are waiting for thedo have to have the R&D happening around it. In
physicists; we are waiting for the chemists; we aretheory you can do it in Germany or in Italy, you can
waiting for the solution. I now talk to physicists whodo it in Japan, but it is actually much better to have
say, “It is not hydrogen, my lad. It is zinc.” All right,this cluster of expertise in the country itself. When
it might be zinc. That is the trouble; you just do notyou look at the ownership of companies where they
know exactly what the future is. So how can thehave their main R&D it is not in the UK. That is the
industry tick it oV. They have to be so careful. Theycost of it. One of the benefits of these companies—
are a conservative industry because you and I areyes, they have invested here but they have come from
conservative. One of the main reasons for thattheir own countries and they have not transferred
conservatism was actually brought up in the lastR&D. That does not mean to say that we cannot get
session.anything; the fact that design houses have comewith

some of the Japanese is a plus, but we do have to find
other ways, and very innovative and clever ways, Q389 Mr Hoyle: That is my election finished!
to bring together government, universities, the Professor Rhys:With a small “c”. That conservatism
companies, the trade associations to concentrate on is because you have got an asset, a used car. It is not

like my suit, which I will throw away; I expect aa few areas of expertise. There is no point in trying
residual value. If you buy a vehicle that is very, veryto do the whole lot, you just cannot do that; the
revolutionary you are worried that somebody elseindustry is not big enough to do that. It is one of the
will say, “No, I don’t want that.” So that you, as asmaller motor industries of the traditional countries
consumer, will buy a product that you think theof theworld. I am very glad it is still here butwemust
market will take on. So the consumer is conservativenot run away with ourselves that it is one of the
only because they are looking at their bottom line, orfront-rank industries—it is not. Consequently, we
their profit and loss account, and therefore thehave to husband our resources and, therefore,
industry has to be. So many of these ideas could beconcentrate our attack on various points over the
done in the UK but we really should not be runningwide range of things that other manufacturers and
too far ahead of ourselves, because, frankly, thoseother countries are doing. We are innovative, as a
could be going into avenues that (a) are not going tonation. Too often, unfortunately, we do the research
be put into place for the next 30 years or (b) never.which is simple in money terms but the development

is what costs money, and very often that
development occurs somewhere else. We have to be Q390 Mr Hoyle:Do you think the Government has
careful. Engines is a good example: we do have this got it rightwith their tax advantages if you have your
amazing engine base but you do then get projects R&D here and that tax breaks are available, or is it
where reports say “Let’s try to make Britain the just not enough?
centre of expertise for fuel cells and hydrogen.”Fine, ProfessorRhys: It is a start.Wewish it could bemore
but in some ways, if that works, you have just but, of course, it is controlled by the Treasury. There
destroyed a major part of your industrial base are countries in Europe that can go a bit further and

there are others that can go less, but the point is thatbecause you have gone away from engines, internal
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the competition increases. The Czechs are going is still quite a movement of people from one
company to another. So it is almost like feudalism,hell-for-leather for high value-added. They are
the horizontal links and movement of labour is stilltrying to attract design houses to bring the vehicles
quite impressive and, indeed, growing at thein; they are trying to attract theR&D. So it is not just
strategic level in the industry. So, again, you get thethe existing countries now, it is actually the new ones
information being shared. The industry is not asin the East that will also be competing. Some of
good as some in coming together to do the projects,them, for a number of years, will still be able to put
but that actually is because they feel so competitive.together very innovative fiscal packages.
They are told to be competitive, they are
competitive—somebody in Stuttgart is brought upQ391 Chairman: Do you see the balance between to believe that nobody in Munich knows what theyR&D conducted by the companies and the R&D are doing, in someways—so it is muchmore diYcultwhich is taking place in the UK universities, and the for those companies actually then to come togetherlink between the two? Do you see this as at an nearer the market. That has been some of the

appropriate level or do you think that technology problems that the European scheme have had; trying
transfer from the university to the companies to ape the Japanese where the Japanese are world-
is happening, or is it that, because they are class in competing tooth-and-nail, but not so near
international in character, what might be happening the market those companies share all their ideas. It
in a British institution is of little interest to a has been much more diYcult to actually translate
company which is operating out of Detroit or that into Europe. It is a bit easier in America because
Tokyo? that was a nation state and they have already
Professor Rhys: It is getting better at a very, very consolidated their industry down to a few players.
impressive rate, Chairman. Vehicle manufacturers Europe, of course, is inching towards the structure
watch each other like hawks, they worry about what that it would have been, let us say, if the European
legislators are going to do and they do not want to Union had been created in 1900.We probably would
miss anything that is happening around the world. have had three manufacturers making cars by now,
So they knowmore than ever what is happening in a so it would have been much easier to have those
particular university. So the links between university near-the-market links. So you cannot blame them, in
and industry, particularly the motor industry, are a sense; it is in their DNA to compete—“I am not
getting better and better in terms of the funding of going to show you our Crown Jewels”—but it is
projects in the UK and then, hopefully, keeping getting better as the realisation comes about that,
those projects in theUK to then create the jobs when frankly, you all benefit from this. It is trying to make
they start to be put into place. Not all of them will, sure that the product is going to have a market for
it is impossible—of course it is—but if you can keep the next 10, 20 or 30 years. The chances are that it
just one of the ten projects that means you will be will, because one of the projections we make is that
creating some very interesting, high-value jobs in in the next 20 years there will bemore carsmade than
the future. in the previous 110 years of the industry’s history in

the world. It is only now breaking out from the three
“small” places to which it has been confined: NorthQ392 Chairman: How do the car companies keep
America,Western Europe and Japan. It is beginningtabs on technology transfer? We have looked, as a
to break out. So it is an industry that is actually notCommittee, at a number of other industries and,
going the way of the gas lamp, it is only on the vergebecause of their nature—for example, in the biotech
of its true, massive global expansion, and we mustindustry—there is a sense in which most people
get part of that. It does not mean to say that all thisknow what everybody else is doing, partly because
is going to happen in these new countries, much ofthere are relatively few clusters in the UK and
the expenditure is going to be in the refurbishing andinternationally there are not that many. One gets the
renewal of plant in the traditional countries, but weimpression in the car industry that there are a lot of
must make sure that we are there, up front, showingproduction centres, there are a lot of activities and, people that we are still an excellent place to put thesefor the reasons you have given, the UK position in products into.this is nothing like as strong as once it was—for

reasons that we do not need to cry over now because Q393 Richard Burden: I mainly want to ask about
it has happened. On the other hand, we still the components sector, but if we can just return
have engineering departments, methodological briefly to the questions being asked about MG
departments, and the like, of some international Rover, can I be clear on the points you are making
status. Are they capable of making the connections on this? Essentially you were making three points in
with the manufacturers in the way they might have your opinion: firstly, that the picture that is being
done in the halcyon days when we had UK-owned painted of MGRover being almost incidental to the
car manufacturers in sizeable numbers? Phoenix Venture Holdings operation and could be
ProfessorRhys:Yes, they are. Themajor institutions sacrificed is not a true picture.
are because they have got more and more full-time Professor Rhys: Correct.
staV who are geared to try to make sure that there is
them and there is the other side. The industry is a Q394 Richard Burden: Secondly, that the
network of par excellence; whether it is conferences, speculation that the new medium car, as it is called,
whether it is seminars, whether it is the exchange of being a smoke and mirrors thing, does not appear to
papers, whether it is the exchange of ’phone calls, correspondwith the fact that orders are being placed

in the components sector.they intrinsically know what is going on. Also, there
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Professor Rhys: Correct. about the traditional component base. The assembly
plants, I think, have got a much better future as long
as the vehicles in the plants are sellable—it is up toQ395 Richard Burden: Thirdly, that the long-term
eachmanufacturer tomake sure those plants are safefuture of the company relies on joint ventures, and
for the vehicles they make—but it could well be,whilst they have not come to fruition, again the
ironically, at the cost of some jobs or somenegotiations are real and, again, the talk of
companies. Some of those component firms arenegotiations is not a smoke and mirrors operation.
winners, and what they will get are more ordersProfessor Rhys: No, it is not smoke and mirrors.
around Europe. I think, possibly, that is one of the
reasons why the figures have not shown the declineQ396 Richard Burden: Given those three things, that people thought theymight. It could also be that,what impact do you think the constant speculation looking at the experience in Wales, with the WDA’sover the future of MG Rover is having, and the figures, you have the odd bit of expansion—50 jobsspeculation about all those things being smoke and
here, 100 jobs there—in a component firm. It doesmirrors?
not hit the headlines but all those figures add up toProfessor Rhys: There is a danger with your joint
a reasonable sum for our country. Very often that isventure partner that you are dealing with somebody
not taken on board. So it does show that yes, therewho is not here for the longer term. That is
will be a components sector but I think we will haveundoubtedly true. So you have to make sure that
to really examine what our comparative advantagewhat you have to show them is at variance to a view
is within that components sector itself. Just like wethat you are in and out. So it does mean that the task
cannot make every vehicle, so it seems any more,they have to prepare the ground is a bit more
probably we will not be able to make everydemanding, but it can be done. The eVect on sales
component. That is already the case. There arehas not been all that great in the UK because if you
components which we are falling out of. I think thelook at their sales in Britain they have held up quite
most worrying area is, clearly, the electrical andwell. The problem is exports. In 2001 they exported
electronics because, at last, the value of a car that isover 40% of production. Last year it was 29%. So the
electronics is now beginning to accelerate. It wasBritish customer has not really been aVected, if that
long predicted: at the end of the ’80s it was going tois a guide to it, but it is not helpful. However, I do
happen by ’95, then ’97, then ’2000, and now it seemsnot think that it has fatally wounded them.
that it is. Perhaps by 2010 on average the electrical
component of a vehicle in value will be around 20%.

Q397Richard Burden: In relation to the components If we make virtually nothing from that it means, by
sector, your evidence that has already been put out is definition, that we are excluded from one-fifth of the
quite upbeat and quite optimistic about the potential vehicle industry. It is in areas like that that we have
for the motor industry in Britain. However, you do problems. What you then want to do, if you can, is
say that the place where the real threat is is the go hell-for-leather to try to get some inward
components sector, and that, as manufacturers, the investment. All right, it might be assembly jobs to
cost of production is hedged against currency start with but from the small acorn a big tree mightfluctuations by sourcing abroad. What do you think eventually grow. Or to make sure that we have thethe future of the components sector is? Does it have R&D (coming back to the earlier questions) cominga future? If so, what should they be doing? out of the universities and out of the companies, weProfessor Rhys: The components sector does have a

have to make sure that there is a small company thatfuture but one fears for the future of a whole raft of
suddenly is able to burgeon. We do have them.individual companies. Of course, the vast majority

of those companies—or the biggest cluster of
them—are still in the West Midlands. So there are Q398 Richard Burden:Who should be doing what to
many companies in the West Midlands who are not foster that? Is there something specific the
looking at the future with equanimity, I would have Government should be doing that it is not doing?
thought, and are seeing that probably they are not Professor Rhys: I think the industry has to do it as
going to be able to meet the standards, the product well. The Government is alert to all of this and will
development, of their major customers. That is the be as helpful as it can be, but we do not always have
worry. Employment has held up remarkably well in the funds that are behind the good intentions. I think
the last few years, but there are signs now that there we get, in many ways, remarkable value for money
are job losses in the component sector. There have in the Government’s schemes, but sometimes they
been job losses in vehicle making—Luton and do look a bit threadbare compared with what is
Dagenham increased productivity—but the going on in the rest of the world. In fact, I am afraid,
manufacture of parts for motor vehicles held up it is the nature of the animal.
remarkably well over the last four to five years. I
think when we do get the figures for 2003 broken

Q399 Chairman: Are you really saying that in somedown to that level (we have not got them yet) we
respects the production of cars is a bit like themight see that there has been an absolute reduction
production of ships; the fact that the hull is not theof 4–5,000 where that occurred. There are other
important thing; it is what goes into the body? In theareas, like the manufacture of electrical equipment
past we have tended to have associations with steelfor motor vehicles, again, of worrying reduction
and stamping, and that was the bulk of thefrom 11,000 down to about 8,000—not a huge gross

figure but in percentage terms. One still is concerned expenditure, but now it is the electronics.
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Professor Rhys:There is certainly an element of that, there is a misprint” and I had to put in brackets the
words afterwards “99%”) for importing to theexactly—ship building, aeroplanes, fuselage, wing,

engines. Three big contracts for the systems. Within West—the smaller ones they export out. Of course
they will be sold there but it will be part of the newthe vehicle industry the more that you get true

systems, true modular construction, it will be EUmarket. Already the car-makers are anticipating
further expansion; they are looking at Belarus andvarious modules that will be the things to look at

rather than, if you like, “Where do those pressings the Ukraine. Ford has been slow, they missed the
boat; they thought they were just selling to thesecome from, where do those engines come from?”
countries, and they have not and they have actually
failed—they only have about 5% of thatQ400 Mr Djanogly: Is the EU’s expansion to the
marketplace. Volkswagen has 23%, both FrenchEast going to accelerate the problems for British-
have over 10% but now they and Renault are at thebased operations?
forefront and are going to build major plants in theProfessor Rhys: I do not think they will.When Spain
Russian Federation. So within ten years’ time thosejoined the EC they had had preferential trading
countries might well have, on a product-by-productagreements on the automotive sector for 15 years.
basis, free trade treaties with us. I think it will not beWe have had trade agreements with the accession
a problem in these accession countries; already thecountries since 92/95, depending on the individual
challenge goes on eastwards.country, so de facto where the motor industry is

concerned they have been integrated in. So we can
Q402 Sir Robert Smith: Are you saying that therelook at the period from then to see how much has
might be a problem if there was a downturn at all ingone into those countries. Although it has been
the car industry but the more modern plant in thesignificant—Slovakia has done remarkably well, for
Eastern European country might stay open, andinstance, and the Czech Republic—other countries
they might scale back their plants somewhere else?have not done as well, or as well as they expected.
Professor Rhys: Yes, possibly.The Poles have lost out to other countries in that

area; it is not just one homogenous group, they are
all at each other’s throats trying to get that Q403 Sir Robert Smith: That is long-term?
investment. So the amount of investment that has Professor Rhys: It is long-term. Peugeot’s policy is to
gone in and which seems to be planned for those become a true, global company in its size by unitary
countries is not a sign of total meltdown in the EU growth. They did all their mergers in the ’80s, first
or on the periphery. In other words, Spain, with Citroen and then the Chrysler inheritance and
Portugal—and us. Last year, Spain made more cars they admit that on three occasions they thought they
than they had ever done in their history, and yet they had had it; they had bitten oVmore than they could
were one of the countries that were supposed to be chew. So they avoided the mergers of the ’90s, not
in the firing line because these new countries are the because they did not want to merge but because they
new Spains because of what they have got to oVer— were too frightened to do it, but they still want to be
good sites, cheap labour, etc. etc.However, it ismore one of the big makers. So they are building their own
than that; it is human capital; it is know-how; it is plants. So they do not reallywant to shut a plant, but
making sure the networks are in place, and the if suddenly the market turned against their product
systems. Those things have value. The speed with then they would have, say, 300,000 units of excess
which wage rates increase in those countries is capacity—what would they do? Would it be our
phenomenal. You might have ten years of a window plant? Would it be one in Spain? Would it be one of
but it closes. In Slovakia in the motor industry the the new plants? Unlikely, probably, but you can
figure is about 4 euros an hour; in Germany it is 34. never guarantee it. The truth of the matter is that in
Well, they have gone too far. France is 22, andwe are every decade since the beginning of the motor
probably 18, and most of that is actually covered by industry in Britain a plant has closed. So we have
our net productivity. There are dangers, though, if a had the plant for this decade, hopefully—
vehicle-maker hits trouble. If a vehicle-maker has Dagenham—but, on the other hand, the decade was
put new plants in Eastern Europe and in four to five ’45 to ’55, so this decade ends in 2005, and then it is
years’ time its models are not as good as they should open season again. On a statistical probability it is a
be, and therefore they have got excess capacity, then racing certainty that a plant will close, but hopefully
you start to worry “Where is that excess capacity?” the economics will contradict that.
Peugeot are putting two plants in, one in Slovakia
and one in the Czech Republic with Toyota; they Q404 Mr Berry: Professor Rhys, you referred, very
have 500,000 units of capacity coming out of that briefly, a few moments ago, to various government
and the Japanese will have 100,000 units. General schemes to support the industry. Could you say a bit
Motors has built a number of new firms making more about that? Are these schemes at all successful?
Astras— Professor Rhys:Yes, I think they are. The schemes in

terms of tax breaks, the schemes in terms of working
with the industry and the DTI and the SMMTQ401 Mr Djanogly:Will they sell most of those cars

in the East? forum, bringing the best practice into companies—I
think that has been world-class and has been used asProfessor Rhys: No, it will be there and into the

West. It will go both ways. Slovakia’s Volkswagen a template for other industries. I think, also, to be
fair, schemes like inward investment schemes, goingplant, I am reliably told by them, exports 99% (when

I wrote this the editor of the journal said “Surely for some of the best companies around the world,
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which is an unheralded programme but one, of Professor Rhys: I think in terms of looking at the
new technologies. Not picking winners because thatcourse, that has added up over the years. Schemes

whereby you are trying to help with particular is drilled into our mind we cannot do that. That is
not the point, that is not what you do; you try to helpproduct areas. Schemes where you are trying to

unlock all the talent and bring people into one lead the myopia out of the market because
sometimes the market takes too short a view, it doesvirtual location—the automotive academy, if you

will. All of these things, I think, are very impressive, not look at the long term. When the Singaporean
Government is trying to help that is not pickingand the sort of schemes which are the ones that are

going to be allowed in the European Union in the winners, it is trying to create the climate by which
new ideas can burgeon, whereby people of like mindfuture, where Brussels tries to save the taxpayer from

the largesse of their rulers, so to speak. So you really can be brought together with some, again,
innovative financing which need not be great buthave to find very cost-eVective ways of doing things

and really unlocking the talent that is there and, also, makes sure that you really put your finger on the
pulse of what is occurring in the generality of theshowing people as shop windows. At the moment,

one is conscious of the Government, the DTI and economy and you say, “Yes, this can actually be
applied to manufacturing”, perhaps in general butthe Foreign OYce, pushing our performance-

engineering side. We really have a Silicon Valley in certainly to the automotive sector as well.
the automotive industry, one is the competition side
of the industry—motor racing and so on—and the

Q409 Linda Perham: You touched earlier on theinfrastructure behind it making engineering, and the
decline of the commercial market sector. What areother one is the design houses and the design
the reasons for that?courses. The two university courses are over-
Professor Rhys: We were the strongest commercialsubscribed, with a tremendous quality of people,
vehicle maker in the world until about the early ’70s.and those people could be used far more. They
There is a whole series of reasons. One, the Britishshould be our ambassadors, even if they are not
Government allowed the exclusion of theBritish they were trained here. The British do tend to
commercial vehicle industry from the Kennedybe a bit self-eVacing about this.
round of tariV reductions in order to allow the
restructuring of the commercial vehicle industry in

Q405 Mr Djanogly: You talk about cost-eVective France and in Germany and in Italy, who were
measures. I think the term used earlier was frightened of Bedford and Ford and companies like
“threadbare”; that the resourcing in the UK was that. So we were kept out of the EC. In the early part
threadbare compared towhat happens in some other of the 70s the tariV on cars fell from 22 to 11, it
European Union countries. stayed at 22 on commercials and that is where the
ProfessorRhys:Not the EU countries, further afield. common external tariV still almost is, at 20. That
The days are gone when you could really put meant it was impossible. So we were excluded from
together big government schemes anywhere in the market at that time. Then British Leyland was
Europe and put public money behind it. If you do formed and Leyland Motors, which was a world-
you are in danger of falling foul of some sort of law class operation, became involved in the organised
or additionality rule in Brussels and it is chaos of the car company, and instead of the funds
undermined. going back into the trucks, which it should have

done, it was cross-subsidised into the cars. The cars
Q406 Mr Djanogly: That is the obstacle; it is not the were supposed to succeed, and they would pay the
failure of government to recognise a sound truck company back. It did not happen, because the
economic case for investment in these industries? car company did not succeed and the money just
Professor Rhys: Not any more. I think the motor disappeared down the drain. Then the smaller
industry forced government and everybody else to makers were caught out as the tariVs fell and as
recognise that they had turned themselves round; competition intensified, and it was impossible for the
that the industry, in many ways, was synonymous small makers who had lived by putting together
with all that was wrong about the British economy. other people’s engines and gearboxes—Atkinson,
Suddenly people realised this is all that is good. Foden, ERF, they have all just gone, the last ones.

So there was a whole series of reasons why we
Q407 Mr Djanogly: Finally, how do you regard lost those world-class heavy commercial vehicle
government initiatives that support the industry in companies. The last one we have left is the legacy,
the UK as compared with the rest of the European actually, of the Ryder rescue of British Leyland
Union? because the building of this brand new assembly
Professor Rhys: I think they are innovative, I think plant in Leyland was part of it. That plant has a two-
in terms of eVectiveness they are just as good but I shift capacity of 34,000 units. So it is working at full
think, perhaps, we still want a few extra schemes and single shift but if PACCAR finds they want to make
for them to be more wide-ranging. In detail we do more vehicles there—it is DAF’s biggest plant, they
not really have much to learn from what is going on makemore DAFs there than they do inHolland and
across the Channel. Fodens are still made there up from Sandbach—that

plant can show what can be done. However, it is an
assembly operation; the engines are not made there,Q408 Mr Djanogly: Are there any particular
some might be made in Britain if a Foden has got aschemes that you have in mind when you say “a few

extra schemes”? Cummins engine in it but most of the Caterpillar
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engines they use come from America, the engines which are the ones that the consumer has been
waiting for and the consumer disproportionatelythat go into theDAFs come from theContinent, and
will go to that sort of product. As I said earlier, wethere are some Cummins engines still. The cab used
were hoping that would have been the case throughto be a British-made cab by the Motor Panels
the 1990s but it has not happened. It is the Britishcompany, part of Mayflower, but they lost the
consumer perhaps. We love choice, the amount ofcontract for that to Renault, which meant that the
choice in the market is astounding and you cannotUK value of the Leyland truck instead of being 80%
make more than a fraction of that choice basically.became 54%—nothing to do with the Euro, just lost
That is the same in France, the same inGermany, thethe order. So we are hanging on with that but our
same in Italy. The old-fashioned domestic content ofstrength, if strength it be, is actually on vans,
the market, by which I mean the Italian content inparticularly the panel van—the Transit-type vehicle.
Italy, the German content in Germany, the FrenchThe big success of the last few years has been the
in France, is all falling as this Europeanism takesGeneral Motors/Renault joint venture where in
over and you regard that product made in Italy asLuton products are made with the Vauxhall badge,
just as good perhaps as the product made in France.the Opel badge, the Renault badge and the Nissan
It is Italy where the big unravelling has occurredbadge, and that is the reason why, in that category,
because Italy, in a way, is a bit like Britain where thewe have 57% exports. In other categories virtually
British motor industry ended up in British Leyland;nothing, apart from about 37% exports of the rigid
all the others were still on the periphery around it. Intrucks, and mainly in small numbers.
Italy Fiat bought the lot, so if Fiat is not working the
Italian industry is not. There are only a tiny handful

Q410 Linda Perham: Returning to cars, you said at of cars that are not made by Fiat. The result is that
the beginning of your evidence and in your remarks imports are growing at an incredible rate in Italy.
that we import 81% of our cars and export 69%. Is The import content in Italy is itself heading towards
there any leeway for import substitution that we 80% and this is the new Europe. It could well be that
could, perhaps, export more and import less? Or we are ahead of the game but the fact is by exporting
maybe there is a problem with the change in the so much to Europe we are not anything of the sort,
sourcing of components in what is a British car? we are just selling in other parts of the worldmarket.
Professor Rhys: That is a very good point because Consequently, that is the lesson that the Italians will
the new factories make products which are made in have to learn, and they have not been good at it
Britain, but in the preferences of the consumer they because that is the problem with Fiat, the further
will simply be seen as Japanese cars made in Britain, north you go in Europe, the smaller themarket share
or French cars made in Coventry. It is not like Ford of Fiat. Essentially they are a South European
was—that was sort of British, was it not? It had been company. The French are having to learn that lesson
made here since 1911, you knew it was not British and the Germans are having to learn that lesson. It
but it was not American either—there was is possible that we will be able to sell a slightly higher
something about it. Unfortunately, we have not proportion in the UK but I would not hold my
been able to transfer that little bit of goodwill, breath for it. It seems that this is it, this is the new
perhaps, to the new factories. So what they are, Europe.
eVectively, is to make imports into the UK, in terms Chairman: On that topical note, we will finish,
of the brand. There is no particular psychological ProfessorRhys. Thank you verymuch, that has been
edge that these vehicles have. All you have got to very helpful. If we need to come back to you we

know where you are. Thank you very much.hope for is that they will come up with products

Witnesses: Ms Sarah Chambers, Director, Automotive Unit, Mr Ashley Roberts, Deputy Director,
Automotive Unit Mr Francis Evans, Head, Automotive Unit Birmingham OYce, and Mr Philip Davies,
Analyst, Automotive Unit, Department of Trade and Industry, examined.

Q411 Chairman: Good afternoon, Ms Chambers. that is little cause for complacency. How confident
Perhaps you could introduce your team and we will are you that this can be sustained, this comparative
get started. success?
MsChambers:Thank you, Chairman. I have Ashley MsChambers: I think it is never possible to be totally
Roberts on my right, who is Deputy Director of the confident because in this industry it is fiercely
Automotive Unit in DTI. Francis Evans, on my left, competitive. Our industry has to continuously
is Head of our Birmingham team, our regional team. improve itself if it is going to be able to retain the
Philip Davies, on my extreme right, is our Analyst. place it has got in the world market. I see no reason

why it should not do so. It does need to continue to
produce the right products, products that consumersQ412 Chairman: Thank you. I think you have been
want to buy. It needs to continue to be innovative inin the meeting for most of the afternoon so you have
its manufacturing processes so that it produces thoseseen the ground we are covering. I think there is a
vehicles as eYciently as it possibly can and to thesort of schizophrenia in Britain about the car
right quality. We need to continue to update theindustry, as there are in so many other industries, in
skills of the workforce that are making those cars orthe sense that people very often do not realise how

well they are actually doing but, having said that, else we will not bemaking them as well as we should.
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It is a constant battle to stay up with the big boys group—it has got a nice name—which is to do
precisely that, to look at the whole wall from a topwho are going to make it in the future. It is not easy

but I see no reason why industry in the UK cannot view down to see what impact this is having on the
competitiveness of the industry as well as on thego on succeeding and continuing to export in the

way that it has been doing. I think the last point that objectives that the regulations are trying to do,
trying to make sure that the regulations are going toGarel Rhys made was very pertinent. In some ways

we are ahead of the game because we have been achieve their objectives without having unforeseen
consequences and without damaging our industry.playing on the global stage for a long time, we are

not dependent on a captive domestic consumer. It
would be very nice to have some captive domestic Q414 Mr Djanogly: Has that just started?
consumers, which we do not, but because we do not Ms Chambers:No, it has been going for over a year
we have got rather good at selling to a very now. It started early last year.
discerning global market. I think we have certain
strengths that put us ahead of some of our

Q415 Mr Djanogly: Have they come out with anycompetitors, but it is not going to be easy to keep
conclusions from that?that.
Ms Chambers: It is not really the sort of group that
comes out with that. It is not like the Automotive
Innovation Growth Team which had a very specificQ413 Mr Djanogly: It has been suggested to us that
remit to look into the industry and come up withthe UK can be overenthusiastic when it is putting in
some conclusions aboutwhat needed to be done, thisplace European regulations and tends to goldplate
is much more of an ongoing process where we arethem. Is this something that you have been
looking at regulations as they come up, preferablyaddressing?
looking at regulations before they come up,Ms Chambers: It certainly is. It is not the first time
anticipating what might be the next thing that comesthat we have heard that point made. The
over the hill either from Brussels or elsewhere inmanufacturers continuously tell us that we must be
Whitehall or whatever. It is ongoing. It is aboutvery careful not to goldplate our regulations or to
looking at the eVect of everything that is going on.bring them in in an unseemly rush and it is
It has spawned all sorts of interesting discussions onsomething that we have been paying quite a lot of
individual regulatory issues as well as looking at theattention to in recent years. There are a number of
impact of one regulation on another. It is not greatways we have been doing that. I think the last time I
media astounding stuV but actually the industrywas before this Committee we were discussing the
does appreciate it quite well.End of Life Vehicles Directive and that is a case in

point where I know the manufacturers were very
worried that we were going to implement that Q416 Chairman: It seems that our End of Life
Directive in a way which was faster than every other Vehicle investigation was not all in vain then.
Member State and perhaps more intensively than Ms Chambers: Of course not.
every other Member State and there was a big
concern about that. We made sure to lay down

Q417 Linda Perham: I mentioned that End of Lifesome principles when we were considering
Vehicle Directive to one of my staV who thoughtimplementation, principles of a level playing field
that we were talking about hearses.across Europe and not harming the competitiveness
Ms Chambers:We will look into that one.of the industry in the UK.We stuck very, very firmly

to those principles even when it meant that we knew
Q418 Linda Perham: You mentionedwe were going to be late in implementation. We
competitiveness and I come back to the question mydecided it was much more important to get it right,
colleague was asking about regulations. When weto make sure that the competitiveness of our
did our previous inquiry we also went to the plantsindustry was not damaged. That is what we have
that had problems, and indeed some of them weredone and I think the industry have now appreciated
closed, Luton, Dagenham and Longbridge.the way that we have implemented it is in line with
Ms Chambers: Longbridge is not closed.the rest of Europe and has taken full account of their
Linda Perham: I said some of them were threatenedconcerns. That is just an example of what we have
with closure or had problems anyway.done. We are trying to repeat that across the board.
Richard Burden: You took a couple of years oV myWe are also trying, and I think we are the first in
life then.Europe to do this, to have a look at the impact of the

regulatory framework on the automotive industry
across the board. Toyota, in their evidence to you, Q419 Linda Perham: That is why I said some were
called it the wall; they can deal with the individual threatened with closure. The word that was always
bricks but climbing over thewall of all these diVerent mentioned by the workforce and the union
bits of regulation is very, very hard, and it is representatives was flexibility of the labour market
particularly hard when the people who are making which we have in the UK and that was seen as a
the individual regulations do not necessarily talk to problem, it is much easier to close plants, or threaten
each other and realise that there is a cross-impact of to close plants, in this country, and yet employers in
diVerent regulations on each other. We in the UK business are always saying we are over-regulated.
have set up what we call the VIPER group, the Where do you see the balance being for the UK

automotive industry?Vehicle Industry Policy and European Regulation
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Ms Chambers: Flexibility does have two sides. I Ms Chambers: I think most of what we are doing is
about making sure that the industry are helpingthink if we did not have a relatively flexible

regulatory framework here compared with some of themselves in areas where they have got some
control and where we can help them, which is aboutthe other Western European Member States we

would encourage less investment than we do now improving productivity, improving skills and so on.
There are a small number of what we hope are goingbecause it is very important for companies to know

that they can take on extra workers without to be quite high impact initiatives that we are taking
forward with the industry to try to make sure thatnecessarily being saddled with themkeeping forever.

The motor industry, perhaps more than some our industry is competitive, maybe even more
competitive than their French and Germanothers, is subject to big fluctuations. Maybe the

obvious company at the moment is Peugeot which counterparts, in order to overcome the disadvantage
of being outside the Eurozone. I think thosetook on this fourth shift about 18 months ago

because they had to meet some extra demand for its initiatives are good ones.
very, very successful 206 and the new variants of
that. It has recently announced that that fourth shift Q423 Mr Hoyle: Obviously we have heard about
is no longer necessary and they will have to let some diVering levels of productivity between diVerent
of those workers go. If two years ago we had had a plants in the UK and I wonder what role or what
very rigid labour market, I do not think it would route the Government can take to assist to ensure
have ever taken on that fourth shift, so we would that we get the best levels of production coming out
have lost 18 months’ worth of extra production, it of all plants. Is there anything that you have in mind
would have gone somewhere else and the UK as a to ensure that production is equal across plants?
whole would have lost out. The balance of the Ms Chambers: I am not sure that it is our objective
argument is that flexibility is a good thing but it to get equal production across plants.
needs to be kept within bounds. There has to be a
balance. There has to be a certain amount of

Q424 Mr Hoyle: Not so much equal but to improvecertainty about where you are.
the poorer plants. If we take Longbridge, most
people would say that the reason for Longbridge is

Q420 Sir Robert Smith: Are UK based vehicle it is outdated, it is the wrong design and the wrong
producers being put at a disadvantage by shape and that may be somewhere where the
uncertainty over currency exchange rates? Government can step in and say “Let us look at that
Ms Chambers: I think the answer you got to that and give them the money to redo it”, I do not know.
question fromGarel Rhys does not fully reflect what Ms Chambers: The productivity measures that most
I am hearing from manufacturers. What I am people quote when they say that some of our
hearing from them on the whole is that they are factories are very much more eYcient than others,
disadvantaged by being outside the Eurozone. They the statistics are very crude ones and tend to be based
do not all say so very loudly and they say so to on cars made per person. I do not think they truly
diVerent degrees depending on who you are talking reflect the real measure of productivity, which is
to. I think it is more than just whinging. I think the value added per person, and they certainly do not
stability argument is a very important one. Most of measure anything to do with total factor
these companies are planning over very long productivity which is really the measure you want to
timescales and being a very competitive industry it is get at if you are trying to look at who is producing
a very small profit margin that most of them are most eYciently. Bearing in mind everything that
working on, so fluctuations in currency are deeply goes in, if we were to try to get those statistics we
significant to them. The Euro-Sterling exchange rate would get a much more complex picture.
is not the only one that matters, of course, and that Nevertheless, it is undoubtedly true that there are
is something that we always need to bear in mind. some plants in the UK which are better, more
There are other reasons why being in or out of the eYcient, more productive than others and we are
Eurozone might help them or not, but undoubtedly trying to do what we can in partnership with the
there is an argument about the instability of industry to try to spread best practice. We have a
currencies being a factor which would go against National Supply ChainGroups programmewhich is
them. particularly trying to filter things out downwards to

the supply chain where the diVerences are most
pronounced. We have the Automotive AcademyQ421 Sir Robert Smith: It is one of the sectors where

they see more of an upside of stability coming from where we are trying to spread the skills from one set
of people to another. The SMMT Industry Forum,fixing our exchange with the Euro.

Ms Chambers: That is what most of them tell me. I which we have supported over the years, is also
designed to spread the benefits of some of the bestthink diVerent manufacturers may have diVerent

views, there is not one absolutely clear view that you companies to all the others. Yes, there are a number
of initiatives which industry has led with our supportget from the industry. That is what most of them are

telling me. over the years and which we are continuing.

Q425 Mr Hoyle: Do you think that there is someQ422 Sir Robert Smith: Given that there is still not
any immediate prospect of directly joining the Euro, disadvantage to being an indigenous car maker as

opposed to somebody from overseas where it seemsis the Government doing anything else to overcome
that perception of disadvantage? to be, “Come here, what do you want? What can we
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help you with? Here is the chequebook, here is the away and get the motorways moving very quickly.
land, here is whatever”, whereas if you are an What vehicle do you think they would drive? A four
indigenous car company there is nobody to turn to wheel drive, you would probably say Land Rover,
in the same way? even Honda does a four wheel drive but they have
Ms Chambers: I do not think that in itself is true. bought Mitsubishi, which is not British, not built in
Whether you are indigenous or foreign-owned, the Europe so it does not even come under EU policy.
assistance available is exactly the same. You can get The statement made was we do not believe this is the
Regional Selective Assistance if you are in the right right vehicle for the job because they are not the best
region and you cannot if you are not in the right for motorway use. This is absurd. Once again, we
region. If you are in a region that does not quality for will see this huge number of vehicles on the
Regional Selective Assistance you cannot get it and motorway carrying the Japanese badge with no jobs
that has got nothing to do with whether you happen for theUK.Do you not feel worried?Do you not feel
to be foreign-owned or not. I do not think that is ashamed?
true. There is some truth in the proposition that it is Ms Chambers: I cannot answer for any individual
easier to become very productive on a greenfield site procurement decision. In terms of Government
than it is in a very old factory, but even there the policy, we are—
evidence is mixed because if you see what Ford PAG
have managed to do at Halewood, they have

Q428 Mr Hoyle: What advice would the DTI bemanaged to turn around that rather old, ineYcient
giving to the Highways Agency? I think that is thesite with all sorts of problems into one which is now

the best performing Ford factory in the world, which key, is it not?
is quite an extraordinary achievement. No, I do not Ms Chambers: The advice that we would have to
think it has got anything to dowith being indigenous give to the Highways Agency is that we do have to
or not. Being a greenfield site can help because you abide by EU State Aid rules.
can make sure that you have got everything aligned
but that does not mean there is not room to really

Q429 Mr Hoyle: This is a Japanese-built vehicle; dopick up some of the older factories in our country,
not keep hiding behindEurope. It is a Japanese-builtand I think some of our companies are trying very
vehicle that has been supplied to the UK beinghard to do just that.
bought with taxpayers’ money to provide a service.
Forget the EU, what would your advice be to the

Q426 Mr Hoyle: Can I move on to another point Highways Agency?
about procurement. What is it about the UK that Ms Chambers: The policy of both the Government
somehow we never seem to be able to buy cars that and the EU is that value for money has to be theare built here and yet if you go to France, Germany prime consideration for any public procurement. Ifor Italy you will never see an ambulance, a police car

that vehicle turns out not to have been best value foror anything else that was not built in their own
money, is not the right product for the job, thencountry? Why do you feel that we have not got the
something has gone wrong. As I say, I do not knowsame procurement policies as they use?
anything about that particular contract so I do notMs Chambers: I do not think it is so much about
think I can answer for it.procurement policies as about cultures. I think we

have a culture in the UK, a consumer culture, which
is based, and has been based for a long time, on value Q430 Mr Hoyle: Okay, I will give you another one
for money and not on location of manufacture, then: police vehicles. We have probably the finest
whereas in France andGermany there still is a much van vehicles in Southampton, we produce the transit
stronger culture of buying from the country that you van that has been the backbone of UK industry for
are in. I do not think that is just about public generations, and suddenly we see them being used by
procurement, it is about private procurement as the police. My understanding is that they do not win
well. I do not think they need to have a public the tender upfront but what they say is it will be
procurement policy in France and Germany which an after-sales buy-back arrangement that has
says “thou shalt buy French” or “thou shalt buy persuaded the police to buy. So there is a bit of
German”, they would not be allowed to under the jiggery-pokery to get around the rules in order to
European State Aid rules, just as we are not allowed ensure that they use Mercedes, is there not?
to, but the point is in France and Germany they do Ms Chambers: I have no knowledge of thatnot need it because it is a natural thing that they will contract either.look to their own companies first and all other things
being equal they will automatically go for their own
country’s products. Q431 Mr Hoyle: Do you think that when it is

taxpayers’ money where vehicles are being bought
that the DTI ought to be sending out a circular, weQ427 Mr Hoyle: Maybe it reflects government
ought to be looking at contracts? It is no use sayingpolicy, that people have pride because the
“I do not really know”, I think we ought to beGovernment has pride. I will give you another
proactive backing up British industry and at leastexample and maybe you can answer this for me. We
supporting jobs in the UK, especially when it ishave just heard a statement made that because of
taxpayers’ money that is being used.accidents on motorways we are going to have this

highway patrol that will come and clear the vehicles Ms Chambers: Absolutely.
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Q432Mr Hoyle:We start with oVwith the ministers be the impression that a lot of us have. Quality is
as the first resort because they do not all use British sometimes in the eye of the beholder, especially when
vehicles either. you do not have to pay for it.
Ms Chambers: Our Secretary of State is extremely
interested in this issue of public procurement and

Q436 Sir Robert Smith: Can EU State Aid Rules behowwe should becomemore intelligent in our public
amended to make sure that specifications do not inprocurement without, of course, going outside the
any way rule out British suppliers?rules. There are all sorts of things that intelligent
Ms Chambers: Indeed, that is one of the things thatprocurement can look at, including innovation in
can be done. One needs to be careful not to skewour own industry, the prospect of competitors still
specifications too much.being around in a few years’ time so that they will
Chairman: The Poitiers CustomsDepartment comeshave choice, not just now but in three, five, ten years’
to mind.time. There are all sorts of things that can be looked

at. I think the Chancellor announced a review of
public procurement policy across Europe last Q437 Richard Burden: In their evidence to us, the
December and also that is going to be looking at SMMT told us that investment in R&D is
what is going on in other European countries so that “worryingly low”. You have heard what Garel Rhys
our companies can get smarter on how to get into had to say about R&D. Do you think investment is
their markets as well as thinking about how we can too low? What do you think Government should be
get smarter at using our own domestic public doing to remedy that?
procurement contracts. Yes, it is something we are Ms Chambers: Yes, we are worried about R&D ininterested in. I understand exactly what you are the UK being lower than we would like it to be. Wegetting at and I know that it is something that is of

are worried that of all the automotive R&D done inmajor importance to our companies.
this country, some 70% is done by Ford. It is great
that Ford are investing that much in R&D in this

Q433 Mr Hoyle: Will you start by looking at the country but it is very worrying that the rest
contracts that have been awarded as DTI to make combined are only making up 30%. This is
sure that there is fair play and give advice to support something that we are actively addressing because
British companies? we would like to see a far larger proportion of R&D
Ms Chambers: To look at every single contract that that is happening in Europe and, indeed, in the
has been awarded in the public sector would require world happening in the UK. If you do not mind a
a whole new Government department. double answer, Chairman, could I just ask Ashley

Roberts to elaborate on what it is that we are doing
Q434 Mr Hoyle: If we take the army vehicle to try to encourage more R&D.
contract—I will leave it at this one—we have heard
that Leyland are supplying the army vehicles and

Q438 Chairman: We do not mind double answers,there is not one British truck manufacturer bidding,
we just do not like duplication.they have been excluded.Does that not concern you?
Mr Roberts: I think it is fair comment that ourMsChambers: It is something that we have concerns
under-performance in innovation and R&D has ledabout and we do get involved but it is not the only
to a productivity gap, so we really need to addressconsideration.
that. We have been attempting over several yearsMr Hoyle: The EU rules do not apply to army
now to start to tackle this issue through assemblingvehicles.
a very powerful network across the industry to lookChairman: In terms of the Highways Agency, if we
at some of the issues. As a knowledge transferwere going to have Chief Constables working for it,
network, the Foresight Vehicle programme wascollecting the vehicles that have broken down, all
really trying to address the issues about innovation,vehicles would be Range Rovers.
how you can look at technology, road mappingMr Hoyle:Mercedes actually.
where we want to be in the future and how we can
get from where we are to where we want to beQ435 Chairman: It does seem that some elements of
through this process and looking at criticalpublic procurement are as much to do with the
technologies on that path where we might need towhims of some of the senior oYcials as it is anything
intervene. The programme itself has spent someelse. ACPO and people like that perhaps should be
money on real collaborative research which is takingtaken round the best of British car manufacturing
things forward. It is also about assembling groups ofplants and shown some of our quality vehicles.
people to make them more accustomed to workingPerhaps that is something that the ministry should
with one another. Although it is too early for a fulldo.
evaluation because of the lead times, we are seeingMs Chambers: As I say, we are looking at public
that the intervention through Foresight Vehicle hasprocurement afresh and we are looking to see what
led to greater investment in R&D by thewe can do to make sure that we do get more
participating companies, it has led to much more ofintelligent public procurement which does take
a collaborative approach by departments and,account of all of these factors.
indeed, knowledge transfer from the science baseChairman: It does seem to have a kind of mind
where we are very richly endowed in that upstreamchanging requirement which is not that far away

from lobotomies or steam hammers. That seems to knowledge.



9890361003 Page Type [E] 12-08-04 21:08:58 Pag Table: COENEW PPSysB Unit: PAG3

Ev 72 Trade and Industry Committee: Evidence

4 May 2004 Department of Trade and Industry

Q439 Richard Burden: Can you give us some products on paper which they claim perform a
certain level of emissions performance or eYciency,examples of where it has led to that kind of

improvement? and one of the big things we have been able to do to
try to filter out a lot of the claims from the realityMr Roberts: There are a number of thematic areas
through the networking is to put the small people inwe have been particularly addressing. Power train is
touch with the larger companies here through theone in terms of conventional technology and in
networking process. That is now being run by theterms of alternative power train, design and
SMMT who look after Foresight Vehicle. It is verymanufacturing, so not just product development but
important that there is an intelligent customer andprocess improvement as well, materials and
that the supplier of the technology is actually awarestructures and also the electronics content of the car
of what the customer wants. It is all very wellwhich is becoming more important, as we have
producing something but if the market does notheard, 35% of the value of some cars. We are seeing
want it, the customer does not want it, or there is oneacross all those areas collaborations taking place
that works diVerently or the regulations are pushingand people starting to think about commercialising
it a certain way, there is a certain futility in thatthose technologies. It is a slow process and it is
process. Again, I think a lot of trying to sort out thesomething that we have had to promote for a long
good ideas and taking those good ideas forward istime but we are seeing some companies who have
through making connections with the customer,come first to market with particular technologies
with the market, and that is the added value that weperhaps where there has been some Government
think can be brought through the process we havesupport in the past, going back several years, ten
done and, of course, there is the infrastructure of theyears perhaps, where we have been told anecdotally
Small Business Service, Business Links, who canthat they might have pulled out of that particular
help people go through the process of applying fortechnology area were it not for just a modicum of
funding and things like that. It is a diYcult problemsupport at a particular time. It does seem that it is
and there are an awful lot of false claims. Therenot about quantities, it is about small amounts of
needs to be a process to eliminate those, I think.funding, sharing the risk and getting a very robust

road mapping process in place. Where we are today
is that we have fully committed our funds to Q441 Richard Burden: As well as processes being
Foresight Vehicle but we are trying to raise this in able to diVerentiate the diVerence between claims
order of magnitude through the new Technology and reality for firms applying for assistance, is that
Strategy and the Technology Fund which is looking process of audit going on in terms of things like
to create even more critical mass in these Business Link to see whether the claim of support is
technologies so that we can really attempt to solve actually being met by the reality?
this problem of the commercialisation of this Mr Roberts: I cannot comment on the individual
knowledge and getting the supply chains involved in applications that have been made to Business Links
that process is key. I think a point that did not really for some of the small grants but certainly—
emerge earlier today was the fact that a lot of the
intellectual property in these new products and Q442 Richard Burden: I am asking how far thatprocesses are actually owned by the supply chain process is being reviewed, aboutwhether the supportand this is where we can start to make some real and advice that is given is as good as it should be.inroads in terms of cars in the future, making sure Mr Roberts:Wherever we are giving out money andthat we do get some niche activities in some of making these connections there needs to be a properthese areas. evaluation process in place and I would expect that

all the schemes would be appropriately evaluated. I
cannot speak for where we are at in that process.Q440 Richard Burden: It would be useful if you

could send something about some case studies where
Government intervention has actually made a Q443 Richard Burden: Could I take you on to the
diVerence. I just wonder if hypothetically I was, say, issue of skills shortages. That is obviously a problem
an independent engine builder and I was looking to throughout the industry and a number of witnesses
try to secure a particular contract overseas to have highlighted skills shortages as being an issue.
develop a new kind of product or get an existing Could you say what steps are being taken to
product up to EU regulations on emissions and so address that?
on, are you confident that as a fairly small company Mr Roberts: Just as much as innovation
if I go, say, to my local Regional Development performance is contributing to a productivity gap,
Agency or Business Link and say “Help, I need some there is a skills gap too which is equally part of that
backing to do this” I would actually get that or issue.What we have tried to do is to look at the skills,
would I just be given a load of forms to fill in? the technology and the best practice, and we have
Mr Roberts: It is a big problem because the process tried to converge improvements in these areas to
to actually break into that market is very, very make a diVerence. Skills is an area where the AIGT,
diYcult. What we see, not just us but a lot of the the Automotive Innovation and Growth Team,
agencies and a lot of the companies as well, is that highlighted the problem and a number of other
a lot of people come up with their designs, “I have reports have highlighted the problem. What we are
invented the perpetual motion machine” and things trying to do through the Automotive Academy is to
like this, which we receive an awful lot of, and we set up an infrastructure which will actually put the

employer at the heart of the skills agenda and thenhave got a number of people who have got particular
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make the connection between individual skills and includes the maintenance people you are talking
business improvement. It is through a process of about, is covered by a completely diVerent Sector
upskilling and then that upskilling will lead to Skills Council, which is Automotive Skills Limited
productivity improvements in companies. We are which Matthew Carrington was talking about
setting up an infrastructure which is based on earlier. That is already up and running and
validated materials, course providers and assessors, beginning to look at how to seriously improve
a national approach to training that the industry is standards across the sector, not just the technicians,
driving. We are half way through that process now. although technicians are terribly important, but also
We have invested a sizeable sum of money, one the customer facing people at the retail end of the
million pounds to date, in setting up the Academy business which in the past has not been handled as
infrastructure. It is now being launched as a legal eVectively as it might have been, and the managers
entity under the auspices of the SMMT. It has an within the dealerships who have to manage all the
industry-led board, the Chairman of Jaguar is now parts of the business. There is already some good
in charge of that board and we are in the process of material that has been developed on management
appointing a chief executive to the company. Then development programmes in the retail sector.We are
we will be investing a further sum of money, about not waiting for the Automotive Academy to be up
£12million, to ensure that this process is sustainable, and running and then transferring it to the retail
that it works, that we are able to simplify and sector, we are doing both at once. Obviously there
rationalise the availability of training, make sure will be some links between them because some of the
that trainingmeets the requirements of industry and, skills that we are talking about are in common or
by having industry running the process, make sure transferable, but not all of them, there are some
that industry takes part and that we are not seeing skills that are diVerent which is why we had to set up
competing oVerings coming from diVerent people a separate one for the retail sector who are more
but making sure there is a validation process so that customer facing people.
there are accredited materials and providers that are Chairman:Perhaps when you have done the businessdelivering through the Academy and then having a on the car sales people you can pass on the secrets toregional infrastructure around the Academy to look

politicians because we seem to have the same level ofat the skills gaps in particular regions and address
public esteem.those through training and support. It is very

important that this initiative is a success because a
lot of other sectors are looking at what is going on. Q445Linda Perham:Have youmade any assessment
We have the support of the Learning and Skills of the likely impact on the UK vehicle industry
Council, we have the support of the Sector Skills concerning the expansion of the EU to the East?
Council in SEMTA who are looking at this. This is MsChambers:The impact of the accession of the ten
a flagship and it needs to be a success. Everyone is new Member States has already largely been
backing it at themoment.We have tomake sure that anticipated by the automotive industry, as Garel
the number of people who go through the Academy Rhys was talking about earlier. I do not think the
processes grows. There is a business plan in place impact of the accession last weekend is going to be
which is looking to ensure sustainability. We are particularly revolutionary, I think we have alreadysupporting that, we are on the board, and we are seen quite a lot of the impact upon us. We haverunning a project and working very closely with

already been enjoying the extended market, thisSMMT and the Academy to address that.
market of 450 million customers, increasingly
prosperous customers, which is a great market to be
a domestic market for our customers. We haveQ444 Chairman: This is fine as far as manufacturing

is concerned and improving the skills content there, already been exploiting that for some years.We have
but for a lot of us the maintenance of our vehicles is also been challenged by the competition in terms of
just as important and when we spoke to people manufacturing locations and we have seen factories
responsible for the maintenance end of the industry already being built in Poland and the Czech
they said—this is not a criticism, it is really more Republic and so on. We know that our
a query as to what you envisage—once the manufacturing plants have to compete with them,
AutomotiveAcademy is up and running and you are they have already had to do so. This is not new
getting the skills improvements at the assembly and because it has been coming. Whether the impact
manufacturing end of the business, that you would overall is positive or negative is diYcult to say, it is
try and improve the standards that prevail within the a fact of life, it is part of the general impact of
maintenance and general workshop standards as globalisation. We are working and living in a global
well. marketplace, not a domestic marketplace. I think
MsChambers: I think I can answer that. It is not one the UK, more than most countries, is well prepared
after the other, we are doing both at the same time, for it because it is the way that we have been
if you like. There are two Sectors Skills Councils in operating our industry and our markets for some
the automotive industry. It is such an important time. I think on balance it may well be a good thing
industry that we have actually got two of them. One but there are certainly a lot of challenges in it.
of them is SEMTA—which covers manufacturing
more broadly and includes the automotive industry,

Q446 Linda Perham: So good opportunities forand the Automotive Academy are going to be
working with SEMTA—and the retail end, which exports?
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Ms Chambers: Yes, good opportunities for exports component, however humble, if it were made in the
right way with the right skills and with the right costand to become even better as we move further East

and the Russian market, which is a very big market, base, in fact, could be made competitively.
becomes more and more open to us. It is a good
market for exports. It may be a good market to get Q449 Chairman: I think valve makers for radios
some of our components from, which can be a good would dispute that proposition.
thing for our vehicle assemblers and it can be a bad Mr Evans: True. That is one possibility. If a product
thing for our component manufacturers, it depends itself becomes obsolete then clearly no amount of
who you are as to whether this is good or bad. As a Government intervention seeking to preserve that
consumer it may well be a good thing because I think company or make it more eYcient will, in fact, help
it is going to be another element which keeps the and that would be bad advice. That is where the kind
industry fiercely competitive and will keep prices of technology road map that my colleague, Mr
down. Roberts, referred to has become relevant where we

may see a particular component will no longer be
made. Where there is a future for it then it isQ447 Linda Perham: I was going to move on to the

components sector because you mentioned in your surprising how even a steel pressing, firstly, shall we
say, has a lot of technological content and, secondly,evidence in paragraph 2.6 about manufacturers

pursuing cost cutting and hedging against currency can benefit from a very close relationship at the
design stage between the vehicle manufacturer andfluctuations by sourcing abroad. Is there anything

that can be done to help the UK components the supplier. It is in those areas where those very
close relationships that Toyota, for example, mostmanufacturers or is this just a competitiveness issue

which we have got to address along with famously seeks to promote, and I think they spoke
about this in their evidence to the Committee. If weeverything else?

Ms Chambers: Yes, I think it is a competitiveness can foster those interdependencies between UK-
based vehicle makers and their suppliers, that isissue that has to be addressed in the way that we are

doing through supply chain groups and all those where local suppliers have an advantage. Clearly if,
for example, labour content, because of the product,sorts of things. The currency hedging and the cost

down pressures work both ways, they are not all to is going to be a very high proportion of the value
then it would be very diYcult for those companies tothe detriment of our components sector, it depends

what sort of company you are. If you are the sort of compete. If we take wiring harnesses, very few of
those are now made in this country because it is acompany that is very dependent on the domestic

market and if you are dependent on low value added particularly diYcult process to automate, so you see
UK companies, such as Volex or TT, who haveproducts, you are going to find this time extremely

challenging. If you are interested in exports, invested in the Far East andmade products there but
carry out their customer relationships and theirparticularly if you are at the innovative end of the

components sector, I think the opening up of the R&D in this country. Outward investment, which
may look like exporting jobs, may be the rightmarkets can be an advantage. If you look at our

engines sector, that is what they have been doing.We strategy for a company in that type of component to
survive. On the other hand, where the labour contentexport more engines than we import. That is one of

the most important components of all. can be much lower, particularly if there is good
investment in mechanisation, then there is no reason
why manufacturing in this country cannot be fullyQ448 Chairman:When we took evidence earlier this
competitive with even the lower cost economies.afternoon Professor Rhys was making the point that

the way in which the car is going, the content is more
about wires and the microprocessors and things like Q450 Chairman: I just worry a wee bit.We have seen

the love aVair with the PC and how we werethat than it is about widgets and the old bits and
pieces that I do notwish to disparage butwhich seem assembling computers in the UK and it very quickly

became clear it was little better than a screwdriverto still occupy a disproportionate number of people
in the West Midlands in the traditional car supply activity and you had to move up the supply chain. I

just wonder if the same thing could happen to partsarea. To what extent is the Government addressing
this, as it were, medium-term structural change in of the assembly of motorcars. If you are going to

assemble cars in Britain you are going to assemblethe design of the motorcar? Nothing you have said
so far takes account of that. You are saying it is them, but the component element of it, which is

highly technical, could well have to be almosttough, if you make old widgets you are going to get
done over because theHungarians, etc. will be doing exclusively imported on the basis that we do not

have any capability in the UK. We are remarkablythat for 20 minutes and will put us out of business
and they will come in with the next lot. There does successful in the case of Ford in producing engines

for the world, one in every four engines used by Fordseem to be a certain gap in the thinking there. If there
is not, can you illuminate us as to how you propose is produced in the UK, but one does not see

sophisticated electronic equipment of the kind thatto fill it?
Mr Evans: I will do my best to address that, the next generation of motorcar might well require.

Is there even green shoots, to use an old cliché, in theChairman. It was suggested to me once by a
manufacturer of washers that there is no such thing UK? If there is then, please, persuade us and tell us.

It is important for us, for the record, to know whereas a low value-added product, there is only a low
value-added process, in other words that any the next generation of sophisticated components for
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the car industry are going to come from and to what Q451 Chairman:Have you any examples of success?
extent the United Kingdom is capable of playing a Mr Roberts: The Low Carbon Vehicle Partnership
part in it or whether we are really chasing the game has something like 125–plus members. We have a
at the present moment and not worrying about what very high-level board which has signed oV the
is there on the horizon. Sorry, that was a long- implementation plans for the centre of excellence.
winded question. We have a number of Regional Development
Mr Roberts: There are two particular areas that we Agencies who are keen to get involved in the process.
are looking at in terms of sustainable mobility. One We have individual companies we are aware of who
is the clean powertrain, and we have mentioned low are involved in technology and turning that
carbon technologies and possibly fuel cells as well, technology into product which could well end up
elements of low carbon technologies, and the other is under the bonnet of a future car. It is really about
telematics and technologies for sustainablemobility, getting all of these people to work together. It is early
congestion alleviation and all those activities, days, of course, because there are no commercially
motorist assistance and crash prevention. In both of available fuel cell cars. Trying to construct supply
those areas we recognise that we need to grow the chains for some future market is very diYcult, of
supply chains for the future. That might involve course, because it is very diYcult to get investors to
some companies transforming themselves into buy into that. We are having some early results in
modern suppliers for the future. We are doing work that area in terms of getting people together and
through fora, such as the Low Carbon Vehicle working in a common direction.
Partnership, to look at how we can attract new
companies into the sector. They could be electronics

Q452 Sir Robert Smith: On the operation of thecompanies, they could be software companies, they
market, the Retail Motor Industry were concernedcould be people making fuel cells, fuel suppliers,
that manufacturers are still able to control the pricesgoing outside the traditional boundaries as well, it is
at which their cars retail. They are also concernednot just exclusive automotive, it starts to involve the
that in spite of changes to the Block Exemption,chemical industry, the fuel suppliers, certainly the
sales and servicing have not been properly separatedICT industries involved in this and making them
and that competition is being undermined. Do youaware of what the policy direction is in terms of
have any views on this?reducing CO2, in terms of emissions and in terms of
Ms Chambers: In the DTI we are not responsible formobility and starting to map out not just existing
monitoring or enforcing the new Block Exemptionsupply chains but a supply chain map for the future
regulation so that really is a matter for the OYce ofand looking at what best process there is to start to
Fair Trading, not for us. Obviously we keep an eyegrow some new suppliers. One of the AIGT
on the industry and we have an interest in it. I haverecommendations involved setting up centres of
not yet seen any evidence of wrongdoing in terms ofexcellence in these two critical areas. What that is
people blatantly not abiding by the new Blockreally trying to do is to look at the infrastructure, to
Exemption regulation. From some of the things thatactually try to look at integrating and structuring the
I have heard alleged, some people think that thereUKusing the expertise that we do have, whichmight
may be some things that are against the regulation.be fragmented, and pulling that all together in this
If they do have any such evidence I would stronglyvery critical area of future automotive supply and
urge them to present that to OFT so that they canthen looking to use that as a shop window for the
look into it. That is really all I can say about it.rest of the world to encourage inward investment in
Chairman: I think we have covered pretty well all thethis area where there are gaps or to encourage new
ground. I should say to you that five o’clock is onehome grown investments through transfer of
of these witching hours in the House of Commonstechnology from the knowledge base. Very much a
when a lot of other meetings take place and we hadkey function of these centres of excellence is to bring
intended finishing by five but your evidence and theabout this change but to do it from a position of
others took rather longer. We are very grateful tounderstanding the market. To a certain extent, part
you for the answers that you have given us, they haveof what we are doing is about transforming the
been very helpful. If we need to come back to you onmarket because if people do not want to buy the cars,
points of detail or other matters then we will.or if the cars are not available at the right price at the
Obviously once you see our report you will beright time, then there is very little point investing
replying to that again. If we are not happy with thatin these technologies, so it is about a market
we will have your political master or mistress in. Ontransformation programme and making sure we
that happy note, can I thank you verymuch for yourhave got the supply chains to deliver key products

and processes into that future market. evidence.
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APPENDIX 1

Memorandum by the Automotive Distribution Federation

The Automotive Distribution Federation is the trade association representing manufacturers, importers
and independent wholesalers of vehicle components, accessories and consumables. Our members range
from global component manufacturing companies supplying the vehicle assemblers with the parts used “on
the line”, through national and regional parts distributors, to local distributors (motor factors) servicing
the needs of the garage trade across the UK. Our membership constitutes approximately 75% of the parts
wholesaling outlets in the UK.

Our responses to the issues identified in the Committee’s inquiry are given from the perspective of the
automotive aftermarket; that is, the sector of the motor industry which provides service and support for
vehicles once they have entered service.

As an important section of the supply chain of parts from the manufacturers to the final installer of the
part, ADF members’ activities are vital in providing the motorist/vehicle owner/consumer with a
competitive alternative supply route for the items required in maintaining vehicles in a safe, eYcient and
economic manner.

1. ComponentManufacture

The supply of components into the automotive aftermarket is a mature and overcrowded sector, with
diminishing role for UK production. Over the past twelve months a number of manufacturers have
announced closure of UKplants in favour of production in other countries. (GKNDriveline being themost
recent, with an announcement this week). However, given that the majority of component producers are
non-UK companies, it is unsurprising to find companies relocating production, not only on the basis of low
production costs, but also on the basis of maintaining employment (and avoiding the costs of ceasing
employment) in their “home” states.

Thus, from an aftermarket perspective, it is diYcult to identify currently any real positive prospect for
future growth in the UK production of vehicle components. The undermining of the UK’s manufacturing
base is of deep concern to us, both from the perspective of our own industry sector and also from the
appreciation of the nation’s future economic health.Wewould urge the Committee to support an expansion
of UK manufacturing, particularly in this important economic sector.

2. Parts Supply to Vehicle Assemblers

One of the important provisions in the latest EU Block Exemption Regulations is the freedom for parts
manufacturers to include their brand marks on parts supplied to a Vehicle Assembler (VA) as original
equipment (OE). Linked to that is a prohibition onVAs’ attempts to restrict supply of certain, usually highly
complex, parts to the independent sector of the aftermarket; commonly referred to as “tied parts”.

It is apparent that some component manufacturers are unwilling to jeopardise their “OE” contract by
insisting upon the “branding” option and supplying all parts freely.

Thus, we have a potential for the independent aftermarket, particularly independent garages, to be
prevented from identifying the original manufacturer of components removed from a vehicle and obtaining
the components necessary to ensure the safe and eYcient operation of vehicles.We feel that UK competition
authorities should examine this point.

3. Vehicle Servicing and Customer Support

We have noted that, despite recent changes in EU Block Exemption Regulations, the ability of the
independent sector of the garage trade to provide the service required by the motorist remains limited by
the attitudes of the vehicle assemblers and their dealers.

In particular, the standards set by vehicle assemblers for the appointment of “AuthorisedRepairers” (that
is, companies who can service new vehicles but do not sell them) are set at a level that prevents many
independent garages from being appointed. Specific demands for dedicated areas within the garage for the
individual vehicle marque, when that garage will be servicing a much wider range of marques, are seen as
unrealistic. Likewise the demands for the use of equipment designed specifically for the vehicle marque and
model rather than suitable generic tools and equipment, makes the exercise of applying for the “AR” status
uneconomic. For instance, Citroen’s recent announcement thatmore than half of their “AR” applicants had
been rejected becomes more understandable when the cost of meeting those standards is revealed as being
in excess of £30,000 and thatCitroen demand a floor area of at least 200 squaremetres. Such demands favour
ex-franchised dealers over independent garages.
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Other aspects of access to technical data are still, despite the provisions of BER, being reported as causing
diYculties for the independent repairers. However, to date we have received no documentary proof of
infringements. But, as mentioned in respect of parts availability above, we feel that UK competition
authorities should examine this point.

4. UK Skills Base

The independent automotive aftermarket, as inmany other sectors of themotor industry, is suVering from
a skills shortage. Right across our membership we receive reports of a lack of suitably qualified and
motivated entrants to the automotive industry. The UK’s educational system needs to identify and action
the need for school-leavers to be equipped with basic numeracy and literacy skills and for them to
understand the needs of the workplace. The ADF, along with many other industry bodies, has supported
the establishment of the sectors’ own Skills Council. However, the demands placed upon “Automotive
Skills” could mean that more prominent areas of the automotive industry receive a greater attention than
the, somewhat fragmented, independent sector. The ADF, along with other bodies representing this sector,
is addressing this with the Skills Council but we feel that representatives of government should appreciate
the need for skills development across the industry as a whole.

5. Regulation

The majority of ADFmember companies, and likewise the companies who are their customers, are small
local enterprises, often with single figure employee totals. The burden of compliance with regulation falls
disproportionately upon those companies. Although we reflect this point whenever responding to
consultation processes, our members cannot help but feel that claims of reducing “red tape” lack substance.
The Small Business Service was establishedwith a publicly stated objective to reduce the burdens upon small
businesses. In reality their role appears to be more one of explaining the reasons for regulation and the
methods of managing compliance, rather than actual reduction in regulation. Although this is a point that
has a wider impact than just the UK automotive industry, we feel that the Committee has a responsibility
to include this topic in its investigations.

The ADF appreciates this opportunity to alert the Committee to the concerns of companies operating in
the independent automotive aftermarket.

4 March 2004

APPENDIX 2

Memorandum by the Confederation of British Metalforming

1. The Confederation of British Metalforming is the Trade Association representing three industry
sectors:

Hot Forging.

Cold Forming and Fasteners.

Sheet and Pressed Metal.

2. All three sectors supply a significant proportion of their products to the automotive industry, eg Hot
Forging produces crank shafts, suspension and transmission units, drive trains etc. Cold Forming and
Fastening supplies the nuts, bolts, screws and Sheet and Pressed Metal supplies body panels and
fabrications.

3. CBMMembership is over 200 companies, mainly SMEs and over 80% of total product is dedicated
to automotive customers. The industry produces in excess of £2.9 billion worth of components and
employs in excess of 35,000 people directly plus a significant number indirectly in the provision of non-
core activities.

4. For the past 5 to 10 years, component suppliers to the motor industry have been subjected to a
cost down regime applied by the car makers which has been typically a 5% to 10% price reduction year
on year.

5. At the same time, component makers have been subjected to increased manufacturing costs eg:

Steel price increases of typically 50% since January 2003 plus new surcharges on steel tonnages.

Liability insurance premiums which have risen between 100% and 800% since January 2003.

Energy costs which have risen between 30% and 40% since mid 2003.

6. Compliance costs for component suppliers have risen sharply thanks to both EU and UK
legislation and directives. The impact of the Climate Change Levy has markedly increased
manufacturing costs but the rebate payable via NHI contributions has benefited the Service Sector at
the expense of the Manufacturing Sector because of the latter’s improved productivity levels. UK
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compliance requirement is much higher than the rest of the world and among our EU partners. Much
of the EU sees directives as aspirational and advisory. The UK both applies and gold plates directives.
Regulatory Impact Assessments (RIAs) are undertaken in isolation with little thought given to the
cumulative eVect and cost of diVerent and often conflicting legislation and directives. These statements
are NOT anecdotal but result from experience gained while working in EU countries.

7. The purchasing policies applied by UK car makers has accelerated the rate of importation of
components to the detriment of UK suppliers. As an example, the UK’s Fastener manufacturing
industry is now 15% of the size it was in 1986 while the international fastener distributor industry has
flourished on the back of cheap Far East imports.

8. UKMetalforming sectors are suVering an increasing rate of attrition as they are unable to charge
an economic price for the goods they make. They make world class products but the world is not
prepared to pay the price they should charge to remain viable. UK companies are well managed, agile
and innovative. The use of new technology such as FE and FV Computer Simulation as a design tool
is widespread. Innovative and groundbreaking solutions to customer problems are the norm, not the
exception, but UK companies cannot compete in world markets because of the costs they bear compared
to competitors.

9. The rate at which manufacturing capacity, and therefore jobs is being transferred from the UK to
India, China and other low wage, low regulation economies is increasing. In 2003 the UK lost 50,000
engineering jobs. In 2004 the figure is expected to be in excess of 120,000.

10. We now face the massive distortion of steel supplies caused by the China EVect. China’s race to
industrialise is causing a world wide shortage of steel and will increase prices significantly. It should be
noted that this is an entirely new and unique situation. It should also be noted that the future price of
steel will be much less important than its availability. The problem is simply that as European steel mills
cannot obtain the rawmaterials necessary—iron ore, coke and scrap steel—to produce more steel, some
have had to close. The shortage of the raw materials is caused by China’s acquisition and retention of
those materials. It follows that while the solution would be an increase in production of steel in Europe
and the USA, the materials necessary for production are growing acutely scarce on the world markets.
Some countries, eg India and Russia, have now placed embargoes on the export of scrap and other
materials to protect their domestic steel making and metalforming industries. The UK and EU have
made no such provisions which make our Metalforming and Automotive industries extremely
vulnerable.

11. No-one knows how long the China EVect will distort the world steel andmetalforming industries.
What can be presumed is that as this is a world wide problem, there will be increases in the price of
products containing steel, such as cars, white goods, IT equipment, medical items, whether they are
imported or manufactured in the UK. Existing economic models showing a retail deflation in 2004 may
well have to be revised and it is at present impossible to predict how many manufacturing and related
jobs will be lost in the UK to the detriment of our economy and balance of payments.

12. Should the present situation continue, one can envisage car assembly relocating from the UK to
areas where component supply and support can be clustered in a low wage, low regulation economy.
The exponential rise in skill acquisition and product quality achieved by India and China makes this
distinctly possible and economically sensible for the automotive industry.

APPENDIX 3

Memorandum by the Department of Trade and Industry

1. Introduction

The story of themodernUKautomotive sector is a remarkable one—unique inEurope—of a sectorwhich
has embraced the challenges and opportunities of globalisation and not only survived, but thrived. At
vehicle manufacturer and first tier component level the industry is based almost entirely on inward
investment, in sharp contrast to France and Germany. Some inward investors such as Ford and GM have
very long histories of manufacturing in the UK. Others such as Toyota, Nissan Honda and BMW are more
recent arrivals but are now an integral part of the automotive industry in the UK.

Altogether eight companies manufacture cars in volume in the UK, together with seven truck and van
manufacturers and many of the world’s major component manufacturers. No other European country has
anything like this range of automotive manufacturers. Some 68% of UK vehicle production is exported,
whilst UK consumers are also global in their buying habits; over 80% of new cars are imported. Supply
chains have also become much more multinational, so that UK content of cars made here has declined but
the volume of parts exported has increased.
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Globalisation brings risks as well as opportunities, and the industry in the UK has had to take its share
of rationalisation andmuch-publicised closures, but overall the picture is one of remarkable resilience, based
on continuous development and openness to world markets.

The automotive industry has two distinct parts; manufacture of vehicles and components, and sales,
service and aftermarket services, each having their own characteristics. Manufacturing is subject to global
demand, whilst the retail sector exists to satisfy UK consumer needs. However, there are strong strategic
business links between these sectors, and these links will remain strong drivers for change.

This submission deals first with the manufacturing sector, starting with a global overview to set the scene
in which theUK industry operates. Then it describes theUK retail sector, before discussing the various ways
that Government is working with the industry to improve its competitiveness and ensure UK’s continued
presence as a significant force in the global automotive industry. Finally, the submission considers some of
the challenges that will face the automotive industry in the future.

2. AutomotiveManufacturing

2.1 The Global Manufacturing Industry

The automotive manufacturing industry is dominated by a few huge firms, which operate on a global
basis. Six global groups account for over 80% of world car production. Consolidation in the commercial
vehicle sector has gone even further, with five groups dominating the world market for trucks and buses.
Large multi-national firms increasingly dominate the component sector, with a global presence to match
that of the manufacturers. The major component manufacturers are seeking to establish a leading position
in selected key technologies, reflecting a trend for suppliers to take on an increased responsibility for product
design and development and the manufacture of sub-assemblies. Despite these trends some smaller
independent companies continue to thrive by building strong competitive positions in niche markets.

The industry is technologically advanced, both in terms of manufacturing processes (often setting
standards for other sectors) and in its products. It is characterised by economies of scale and low unit costs,
despite the increasing complexity of its products. A key force driving technological change is environmental
regulation. The industry has made major strides in the areas of emission control and safety, but will
inevitably face pressures for further improvement.

The industry suVers from global over-capacity and with manufacturing best practice rapidly diVused
around the world, the fight to build or retain market share is relentless and competition fierce. The intense
pressure on suppliers is likely to increase yet further. Lean production, though essential, is not enough;
companies are striving to sustain profitability by building desirable brands and through excellence in design,
engineering and marketing.

2.2 UK Automotive Manufacturing Overview

Around 243,0001 people are recorded as employed in themanufacture of vehicles and components in some
3,200 businesses. The sector contributes around £8.5 billion value added to the UK economy, and accounts
for 1.1% of GDP, 6.2% of manufacturing value added and 9.5% of total UK export of goods. It should
however be noted that this may understate the scope of the industry to some extent, as some components
are manufactured by businesses classified to other industries. Alternative figures, which attempt to take this
into account, are also in circulation.

The UK produces around 3% of global vehicle output (9% of European output) ranking 4th in Europe
behind Germany, France and Spain, and 9th globally.

The West Midlands remains the heart of the UK automotive manufacturing industry, with about 40% of
automotive added value generated in this region. There are other major concentrations in the North West,
North East and Wales with a good spread of the remainder of the industry through most of the United
Kingdom.

2.3 UK Car Manufacturers

The UK provides a manufacturing base for BMW (MINI, Rolls Royce), Ford (Jaguar, Land Rover and
Aston Martin), Honda, MG Rover, Nissan, Peugeot, Toyota, and GM (Vauxhall) as well as a range of
smaller producers serving specialist markets, such as sports and luxury cars and London taxis. After
declining in recent years production is increasing at most of themajor UK producers, driven by good export
demand in Europe, US, and many other markets. Of the volume producers only MG Rover is UK owned.
For the other companies, strategic decisions on future products and purchasing strategies are mostly taken
oVshore by the parent company.

1 Source ONS: SIC codes 25.11, 31.61, 34.1, 34.2, 34.3.
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UK CAR PRODUCTION 2003 BY MODEL AND LOCATION

Manufacturer Brand Model Units Location

BMW MINI MINI 174,191 Oxford
BMW Rolls-Royce Phantom 502 Goodwood
Caterham Caterham Super 7 435 Dartford
Ford Aston Martin All 1,476 Bloxham, Newport Pagnell,

Gaydon
Ford Jaguar All 126,121 Halewood, Coventry, Castle

Bromwich
Ford Land Rover All 147,545 Solihull
General Motors Vauxhall/Opel Vectra, Astra 122,857 Ellesmere Port
General Motors Vauxhall/Opel Frontera 9,576 Luton
General Motors Vauxhall/Opel VX220 1,204 Hethel
Honda Honda CRV, Civic 184,693 Swindon
LTI LTI TXI 2,346 Coventry
Metrocab Metrocab Metrocab 111 Tamworth
MG Rover MG Rover All except Citirover, SV 132,789 Longbridge
Morgan Morgan All 516 Malvern
Nissan Nissan Micra, Almera, Primera 331,924 Sunderland
Peugeot Peugeot 206 207,237 Coventry
Proton Lotus All 1,731 Hethel
Toyota Toyota Avensis, Corolla 210,617 Burnaston
TVR TVR All 871 Blackpool
VW Bentley All 816 Crewe

2.4 UK Commercial Vehicle Manufacturers

The UK has six sites producing light and medium vans. IBC Vehicles in Luton built some 74,000
Vauxhall, Opel, Renault and Nissan badged vans (80% for export) in 2003, the Ford plant in Southampton
around 55,000 Transit vans and LDV in Birmingham some 9,000 vehicles. In addition Vauxhall/Opel Astra
car derived vans are produced at GM’s Ellesmere Port plant, 206 vans are made at Peugeot’s Ryton facility
and MG Rover builds its Rover 25/MG ZR derived van at Longbridge.

The sole remaining UK volume truck builder is Leyland Trucks near Preston. The company is a wholly
owned subsidiary of PACCAR Inc of the US—as is Foden (also built at Preston) and DAF in Holland.
Within the last 10 years Volvo have closed their UK plant and the parent companies of others such as ERF
(MAN) and Seddon Atkinson (Iveco) have moved production to mainland Europe. The Leyland assembly
plant is one of Europe’s largest and most advanced with 1,000 employees, building trucks under the DAF
and Foden brands. Production was over 13,000 vehicles in 2003 in an expanded 6–44 tonne range. Leyland
now builds 68% of all DAF badged vehicles. The PACCARGroup’s UK market share in 2003 was around
22%—the market leader.

2.5 UK Vehicle Production Data

UK car production peaked in 1972 at just over 1.9 million cars, but a steady decline set in and within 10
years production had more than halved to under 900,000 units. However, growth has again returned with
new investments at carmakers around the country.

In 2003, over 1.65 million cars and 189,000 commercial vehicles were produced in the UK. Of these over
66% of the cars and nearly 55% of the commercial vehicles were exported to a variety of markets. This is in
stark contrast to the industry of 40 years ago, when most cars sold in UK were designed and built in the
UK, mainly for the UK market. UK made vehicles are now exported to a wide variety of markets, with
Europe the main destination, significant sales in North America, and specialist luxury marques sold around
the globe.

UK’s leading facility in terms of output is Nissan at Sunderland, with 332,000 cars produced in 2003. This
is also Europe’s most productive car plant2, with Toyota (Burnaston) and Honda (Swindon) also in the
European top 10 most productive car factories. 2002 saw the end of Ford car production at Dagenham
(though the site is now their global diesel engine centre of excellence), whilst 2001 saw the arrival of the
BMWMini, now a major success around the world.

2 SourceWMRC—productivity defined as vehicles made per employee per year.
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2.6 Automotive Components

Over the last decade the UK sector has been subject to significant acquisition and subsequent
consolidation, mainly by US corporations, as individual companies expanded to meet the challenges of
supplying the rapidly globalising automotive industry. At the same time vehicle manufacturers have
substantially reduced the numbers of their primary suppliers (tier 1 suppliers) and put increasing
responsibility for innovation, development and liability on them. Companies therefore need the resources
and global reach to deliver and provide economies of scale.

The market is dominated by a small number of global players, with GKN, Johnson Matthey and
Pilkington still UK owned and based here, with a large number of small to medium sized companies also
active. Over 2,500 companies are active in the automotive sector, contributing over £4.7 billion added value
and employing about 148,000 people.3 The component sector exported £7.6 billion worth of goods in 2002,
three quarters of this destined for Europe, and over £1 billion-worth to the Americas.

In recent years, the components sector has been under severe pressure. In part this is attributable to the
need to be close to vehicle manufacturers, wherever they are located. But further turbulence has resulted as
vehiclemanufacturers have increasingly been purchasing components fromEuropean suppliers, and further
afield, as a natural hedge against currency fluctuations. Typically, the UK sourced content of a new model
has halved compared to the model it replaces. Moreover, suppliers continue to face the relentless quest by
vehiclemanufacturers for year-on-year reductions in prices of 3–5%on average, but up to 10% in some cases,
against a backdrop of rising raw material costs.

The UK is an increasing force in engine production thanks to major recent investments. BMW’s Hams
Hall facility produces a significant proportion of the company’s engines, all for export, whilst Ford will
source 25% of their global engine supply from the UK. UK engine manufacturing output is rising, and
represents substantial net exports. The growth in engine production for export is an example of the status
of the automotive industry in the UK as an integral part of the global industry.

2.7 Design Engineering

TheUKhas a long-established, independent, design engineering sector whose service oVerings exploit the
full spectrum of capability from concept design through to limited-series vehicle production. The sector’s
assets include major testing facilities for vehicles, systems and sub-systems and it has a particular strength
in powertrain development. It includes companies with origins and market focus in the mainstream
automotive sector and those that have evolved from other sectors, such as motorsport. It has successfully
competed bothwith overseas counterparts and the in-house capabilities of vehiclemanufacturers themselves
but is currently facing the additional challenge of low cost design services from for example Asia and
Eastern Europe.

The UK design engineering sector is recognized internationally for its flexibility and responsiveness and
for the innovative qualities of its engineers. The sector continues to evolve and the last five years have
witnessed a succession of acquisitions, closures and re-emergences in response to the changing demands of
its globalmarket. The sector employs about 7,500 and has a turnover of around £0.65 billion, with an export
proportion around 65%. Its more successful companies are those that have best responded to the market’s
demand for world-class expertise, integrated into appropriate packages and delivered locally to the
customer.

The UK is also strongly influential in vehicle styling with many British designers and alumni from British
institutions directly employed by vehicle manufacturers around the globe.

2.8 Motorsport

The UK remains the global leader in motorsport, with UK firms commanding around 80% of the global
market. TheUKmotorsport industry directly employs nearly 40,000 people. Of particular note is the spread
of capability from motorsport to mainstream automotive. Examples include Prodrive, which has moved
from its roots in rallying to oVer design engineering and development services. The company is able to secure
a competitive advantage in these areas as a result of the motorsport culture of teamwork and on-time
delivery. In the case of McLaren, the company’s relationship with Mercedes Benz has led it to develop and
build a road car (the Mercedes-McLaren SLR) drawing on motorsport technology and the UK’s unique
network of specialist suppliers. As brand values become ever more significant in securing competitive
advantage, motorsport oVers global manufacturers a unique platform to establish their reputation. The
transformation of Subaru’s position in the UK market, thanks to their success in rallying, is perhaps the
best-known example.

3 Source ONS: SIC codes 25.11, 31.61, 34.2, 34.3.
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3. The UK AutomotiveMotor Trade Sector

3.1 Introduction

The “motor trade” encompasses new vehicle sales through franchised and other dealers, traders in used
vehicles, vehicle maintenance, servicing and repair, and aftermarket sales of spare parts. Around 544,000
people are recorded as employed in themotor trades in some 65,000 businesses, contributing over £20 billion
added value to the UK economy and accounting for 1.9% of GDP.4

The mood is upbeat for new vehicle sales in a strong market, with 2003 car sales at a new record level in
excess of 2.5 million units. Vehicle manufacturers and retailers are price-cutting to maintain market shares,
and this has undoubtedly helped drive sales to their current level. The used market is also strong, with
residual values holding up well.

Profit margins on vehicle sales are however historically low: particularly noticeable with pre bonus
margins (when discounting any special incentive payments from vehicle manufactures to retailers for say,
reaching volume targets). This year new vehicles are attracting 1.6% pre bonusmargin and 6.2% post bonus.
For the used vehicle market, 2003 margins are around 7.5%. Despite price cutting, dealers’ net profits
(ROCE) are better this year compared to last, but are still only averaging around 2% currently (2002: 1.4%).

After-sales profits are also under pressure due to lengthening service intervals, price competition and
rising labour costs.

3.2 Main Developments

Implementation of new Block Exemption Regulations (which allow vehicle manufacturers to operate
their franchised network of car retailers without breaking competition rules) is presenting both threats and
opportunities. Vehiclemanufacturers are restructuring their retail networks, withmany dealer contracts not
being renewed. Manufacturers have raised standards of operation of their retailers, with retailers forced to
invest heavily to meet these new standards in order to be issued new contracts by manufacturers. The cost
of market entry is continuing to rise. Under the new regulations, some dealers are considering giving up new
vehicle sales and becoming approved repairers only.

There is likely to be a rash of takeovers during 2004, with large franchised dealer groups acquiring smaller
dealerships. For instance, Pendragon Plc has already announced its takeover of CD Bramall Plc. Should
the takeover go ahead, Pendragon would be the largest retailer by far operating in the UK market, with
about 250 dealerships, which represents about 4% of the total franchised dealerships in the UK. Recently,
OFT published the findings of its market study into extended car warranties. It concluded there was
insuYcient consumer detriment to justify a full investigation and referral to the Competition Commission.
However, the OFT did recommend that the industry rapidly improve the transparency of information
available to consumers describing the contractual and other conditions of warranties and extended
warranties. OFT will review the market situation again in 2004.

4. Government/Industry Co-operation

4.1 AIGT

The Automotive Innovation and Growth Team (AIGT) brought together industry, government and
other stakeholders to assess the competitiveness of the industry and recommend actions to help it to face
future challenges. InMay 2002 the AIGTmade a series of recommendations including the establishment of
an Automotive Academy to foster improved business performance through skills enhancement; funding for
supply chain groups extending across the UK;5 the establishment of two centres of excellence in low-carbon
and fuel cell technologies and in-transport telematics and technologies for sustainable mobility; the creation
of the LowCarbon Vehicle Partnership; changes to the Foresight Vehicle programme and the establishment
of a Retail Motor Strategy Group.

Ministers endorsed the AIGT’s conclusions and Government has committed £45 million to fund the
implementation of the three major initiatives. The Automotive Academy is being taken forward by a board
headed by Joe Greenwell, Chairman and CEO of Jaguar and Land Rover. It will shortly be established as
part of the SMMT and is undertaking a programme of development work in preparation for its full opening
in October. The Supply Chain Groups programme was launched at the end of 2002 and has so far funded
10 programmes involving 94 companies. A panel of purchasing directors from vehicle manufacturers and
Tier 1 suppliers appraises applications. The DTI’s Automotive Unit is also working closely with industry
representatives to develop the plans for the two technology centres. It is expected that both will be launched
by the end of May 2004.

4 Source ONS. SIC classes 50.1, 50.2, 50.3, 50.4.
5 Supply Chain Groups bring firms involved in the production of a particular component together to improve their overall
eYciency.
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The AIGT recognised that the automotive industry is inevitably aVected by a wide range of public
policies. Sir Ian Gibson, chairman of the AIGT, placed particular emphasis on the importance of a
continuing dialogue between the industry and all parts of government to ensure that policy takes account
of the needs and concerns of business. As part of the reorganisation of the DTI Business Group its
Automotive Unit has assigned relationship managers to the major firms in the industry with the role of
providing a link between them and government.

4.2 Foresight Vehicle

Foresight Vehicle is a knowledge transfer network, recently taken over by SMMT, in which industry,
academia and government come together to identify critical technologies for sustainable road transport. The
network has produced a roadmap identifying the technologies that satisfymarket requirements formobility,
safety, performance, cost and desirability as well as meeting social, economic and environmental goals. The
supporting Foresight Vehicle LINK programme has provided funding for collaborative R&D in support of
roadmap objectives. Over 100 individual projects have been started since 1997 with a total value in excess
of £100 million. These cover the key technology themes of:

— Engine and powertrain.

— Hybrid, electric and alternatively fuelled vehicles.

— Advanced software, sensors, electronics and telematics.

— Advanced structures and materials.

— Design and manufacturing processes.

Industry has contributed around 50% of this figure with matching funds from DTI, EPSRC, DfT,
Highways Agency, MoD, Home OYce and DoH. DTI funding is now fully committed and the Foresight
Vehicle network ismaking inputs to the department’s new technology strategy with a view to securing future
business support for collaborative R&D.

4.3 Motorsport

The UK’s dominant position is under threat, notably from producers in Italy and the USA. There have
been some recent contract losses, notably in the feeder formulae below Formula 1. Government and the
industry together formed aMotorsport Panel to make recommendations on how to meet this challenge and
in July 2003, £16million was pledged by Government towards meeting the Panel’s recommendations. These
include the development of energy-eYcient forms of motorsport, the creation of a Motorsport Academy
and a range of business development activities. The retention of world-class motorsport events is also key
and Government is working to secure the future of the British Formula 1 Grand Prix, the Motorcycle GP
and the UK round of the World Rally Championship, the Wales Rally GB. These activities are taken
forward through a Government Motorsport Unit, based in Northampton at the heart of “Motorsport
Valley” led by the relevant Regional Development Agencies and including representation from DTI and
DCMS.

4.4 VIPER

A significant development in 2003 (particularly valued by the automotive industry) was the establishment
by theDTI’s AutomotiveUnit of an inter-governmental forum for better policy and regulationmaking. This
is the VIPER Group (Vehicle Industry Policy and European Regulation Group); an inter-Departmental
(No 10, HMT, DEFRA, DfT, DTI) and automotive industry Group. VIPER delivers a joined up approach
from “a one stop policy shop”, through which the industry and Government add value to policy and
legislative processes in theUKand the EU, and in the wider global context. It is an earlywarningmechanism
for industry and other stakeholders on emerging policy and regulatory ideas, including those emanating
from Brussels. (The VIPER model for Government-industry co-operation is likely to be replicated within
DTI and other Departments for other industry sectors.)

4.5 CarWise

The Government, particularly DTI and OFT, have been working with both vehicle manufacturers and
retailers to improve the deal that consumers get when servicing their car. Last year, retailers and vehicle
manufacturers, together with the key trade associations, and DTI Ministers signed a Memorandum of
Understanding, pledging to improve the deal for consumers. The Retail Motor Industry Federation is
launching CarWise, which aims to improve the standards of servicing so as to provide the consumer with a
better deal. It is envisaged that CarWise will shortly receive Stage 1 approval fromOFT under its new code
of industry practice scheme and it is hoped that OFT will award CarWise the final Stage 2 approval some
time during 2004. CarWise has the support ofDTI, consumer groups and carmanufacturers. For the scheme
to work properly by having as wide a membership as possible, car manufacturers will need to work closely
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with the Retail Motor Industry Federation in order to help incentivise the franchised retail networks to join
CarWise. The Retail Motor Industry Federation is already working hard to recruit both independent and
franchised garages into the CarWise scheme.

4.6 Other Government Support

Government assistance is available to the automotive industry in various forms. The principal financial
scheme is Regional Selective Assistance, designed specifically to safeguard employment in assisted areas.
Much of the UK automotive industry is located in such areas, and since April 1998 grant oVers in excess of
£100 million have been made to vehicle manufacturers and component suppliers around the country.

Devolution means that a major part of the responsibility for supporting industry now resides with the
Regional Development Agencies and Devolved Administrations. The importance of the industry in
particular parts of the country has led to the establishment of some major regionally based support
programmes notably the Accelerate programmes in theWest Midlands andWales. DTI’s Automotive Unit
is working with regional bodies to ensure that regional and national initiatives complement each other so
that companies know where to go for support. Examples include Advantage West Midlands’ support for
Premium Automotive Research and Development Programme, the funding and other support provided by
RDAs and the Devolved Administrations for the Supply Chain Groups programme and the plan for the
Automotive Academy to work closely with regional partners who will act as the local spokes for the
Automotive Academy.

5. Challenges for the Future

5.1 Manufacturing

The principal future challenge is for the UK’s automotive manufacturing industry to align its technology,
product and business performance to deliver customer value at even lower cost. Vehicle manufacturers will
continue to leverage suppliers’ capability to improve their own products while they refocus on core
competence. This provides opportunities to suppliers but also threats as vehicle manufacturers become even
more sophisticated in their relentless pursuit of cost-down. Increasingly, lower value-added components are
being sourced from lower cost economies and UK companies need to embrace a culture of lean
manufacturing and sharing best practice to meet this challenge. The role of the Industry Forum to drive
quality, cost and delivery standards further and deeper into the UK sector is as pressing as ever. However,
process improvement, while necessary, is not suYcient and suppliers will have to invest in their people,
knowledge and technology to oVer greater added value to UK vehicle manufacturers.

5.2 The Global Players

Global vehicle demand is likely to remain relatively flat in the mature markets of North America and
Western Europe over the rest of the decade.Most of the new growth is expected to occur in Eastern Europe,
South America and Asia, the latter fuelled by China’s dramatic expansion. Many observers of the
automotive sector predict that SEAsianmanufacturers will dramatically increase their global market share,
including within Europe. The UK is in a unique position in that most of the global players manufacture in
the UK; the challenge will be whether the UK can gain competitive advantage from this uniqueness,
particularly when the key procurement decisions tend to be made on a European-wide basis at corporate
centres that are rarely located in the UK.

5.3 Regulation

In global terms, the European Community is one of most highly regulated markets in which to
manufacture, market, use and service motor vehicles. In particular, environmental protection and safety
legislation are set to strongly influence the number and type of vehicles that will be manufactured, marketed
and used in the Community. Ultimately, this will determine the choices open to consumers seeking to
purchase and use cars. Further Voluntary Agreements and legislation directed at CO2 savings and other
exhaust emissions are imminent. The challenge for the UK (and the Community) will be to secure the
environmental benefits whilst generating competitive advantage.

5.4 Retail

The past decade has seen a shift in added value from the manufacturing of vehicles to the retail end of the
business chain. Other key drivers for change include the wide scale introduction of information technology,
the application of lean business processes and the introduction of greater competitive forces in the European
Community. As a result, the retail sector will continue to undergo dynamic change with the emergence of
large retailer groups competing across Europe. Within Europe, the UK probably now has the most
concentrated market in terms of domination by large companies, and this trend is likely to continue. The
big challenge for the UK retail automotive sector is whether it can gain significant competitive advantage
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by the creation of strong UK-owned retail dealer groups that can grow in Europe and elsewhere. Over the
next decade, the shift in value-added to the retail part of the business chain will also be a key commercial
driver for the vehicle manufacturers, who will be striving to share in the commercial benefits of this shift.

5.5 Skills

A series of studies have identified skills shortages and gaps within the industry. The challenge is to put
together eVective training and education schemes that bring the skill levels within UK industry up to and
beyond those of our competitors, enabling UK Industry to attract high quality recruits and compete more
eVectively in the global market. This requirement was captured in the Skills Strategy White Paper 21st
Century Skills launched in July 2003. The Strategy aims to strengthen theUK’s position as one of theworld’s
leading economies by ensuring that employers have the skills to support the success of their business, and
that employees have the necessary skills to be both employable and personally fulfilled. The Automotive
Academy, through its administrative hub, with delivery spokes planned in Scotland, Wales and Northern
Ireland and across the English regions, is working to deliver this change. It will establish a core curriculum
of industrially-validated training programmes, providers and assessors supporting business improvement
by working with stakeholders including the sector skills council (SEMTA), the qualification awarding
bodies and the Learning and Skills Council whose providers will be responsible for the bulk of training
delivery and assessment for the sector. The DTI Automotive Unit is also working with Automotive Skills
Limited to help them develop the sector skills agreement for the retail sector.

5.6 Innovation

Innovation lies at the heart of improved productivity performance and the challenges described in the
Government’s InnovationReport, published on 17December, are particularly applicable to the automotive
industry in the UK. The Foresight Vehicle roadmap illustrates the societal, technological, environmental,
economic, political and infrastructural drivers for change. Many of these pressures are pulling the industry
in seemingly conflicting directions (such as requirements for recycling, pedestrian protection and reduced
emissions) but new technology can help deliver solutions. The challenge for the UK is to ensure that we
apply the best of our knowledge to these solutions as part of a strategy, which promotes both home grown
and inward investment.

Key technology issues identified by the AIGT are concerned with the reduction of carbon emissions and
sustainable mobility. The Centres of Excellence that we are establishing will play a key role in ensuring UK
industry derives commercial benefits through process and product innovation in these areas. Cars of the
future are the subject of a current enquiry by the House of Commons Transport Select Committee. The
memorandum to that committee by the Department for Transport gives more information on technology
challenges for the future, and how government is facilitating the development and introduction of promising
new technologies, and ensuring the full involvement of the UK automotive and supplier industries.

6. Conclusions

The UK automotive industry has been through diYcult times, and many challenges lie ahead if the UK
is to maintain and grow its position in this highly competitive global market. However, the industry has
many strengths and unique characteristics and DTI is committed to work with industry to build on these,
so as to improve overall productivity and competitiveness through all means at our disposal. TheUK should
be able to gain competitive advantage in the global market by focusing on these strengths and unique
characteristics.

APPENDIX 4

Memorandum by Ford Motor Company

1. Ford Motor Company (“FMC”) welcomes the opportunity to submit written evidence to the House
of Commons Trade and Industry Select Committee’s inquiry into the British automotive industry.

Company Global Overview

2. FMC, headquartered in Dearborn, Michigan in the United States of America, is one of the world’s
largest vehicle manufacturers, with approximately 335,000 employees in 200 markets on six continents. Its
automotive brands include Aston Martin Lagonda, Ford, Jaguar, Land Rover, Lincoln, Mazda, Mercury
and Volvo. Combined global sales were 6,720,000 in 2003. Net income globally last year was $495 million,
and turnover was $164.2 billion. FMC’s automotive-related activities include FordCredit, Quality Care and
Hertz. FMC observed its 100th anniversary on 16 June 2003.
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FordMotor Company in Britain

3. FMC group companies in Britain employ around 37,000 people—approximately 45% of all Ford
MotorCompany employees in Europe. Close to 22,000 of these people are employees of Jaguar, LandRover
and Aston Martin.

4. Four Ford Motor Company brands build vehicles in the country—Ford “Blue Oval”, Jaguar, Land
Rover and Aston Martin Lagonda.

5. The Bridgend and Dagenham Engine Plants also build petrol and diesel engines respectively for Ford
and Jaguar products. In addition,Mazda and Volvo have sales organisations in Britain, and Ford Financial
Europe—Ford’s financial services organisation—is headquartered in the country.

6. FMC group companies operate over 30 facilities in England, Wales and Scotland. A third of Ford’s
European spending, and over two-thirds of Jaguar and Land Rover’s total spending, is in Britain. In total,
FordMotor Company spends around £8 billion in the UK each year. Jaguar and Land Rover is among the
country’s largest exporters to the United States market.

Ford “Blue Oval” in Britain

7. FMC’s association with Britain began in 1903, the year of the company’s founding in the United
States, when two FordModel A cars were shipped to the country. By 1908, a Ford sales company had been
established, and the first Ford manufacturing plant in Britain was opened at TraVord Park, Manchester in
1911. The first Ford vehicle built in Britain was the Model T.

8. FordMotor Company Limited (“Ford of Britain”) has been the new car sales market leader in Britain
for the past 27 consecutive years, and leader for 38 successive years in the medium commercial vehicle
market with the Ford Transit. Britain is second only to the United States in terms of sales of Ford cars and
commercial vehicles, and is the onlymajor automotivemarket where Ford has both new car and commercial
vehicle leadership. Ford of Britain accounts for around 25% of all Ford “Blue Oval” vehicle sales in Europe.
In 2003, Ford had three cars in the Top Ten new car sales list, including the Ford Focus at No.1 for the fifth
successive year. The Ford Focus was also the leading car model in the fleet sales sector, and Ford was the
overall leader in the diesel sales market.

9. Ford of Britain employs approximately 13,300 people in Britain, and operates a dealer network with
582 Car and 218 Transit Specialist sales outlets. There are 621 Ford authorised vehicle repairers, plus 240
Transit authorised repairers.

Jaguar, Land Rover and Aston Martin in Britain

10. Jaguar has a long and distinguished manufacturing presence in Britain. The company was founded
in 1922, beganmanufacturing vehicle bodies in 1928 and has produced complete vehicles in Britain since the
mid-1930s. Based at its Coventry headquarters, Jaguar has undergone rapid growth in recent years, having
increased the number of model ranges from two in 1998 to four in 2001—sales have increased from 50,000
in 1998 to 130,000 in 2002. The British market is extremely important to Jaguar accounting for 24% of total
sales last year.

11. Land Rover has produced vehicles at its Solihull site in the West Midlands since 1948. Like Jaguar,
Land Rover has grown significantly over the last decade, with sales trebling between 1992 and 2000, when
more than 175,000 vehicles were sold. Land Rover’s Defender had its 50th Anniversary in 1998 and
approaching two million of these vehicles have been sold worldwide. The Range Rover is the most critically
acclaimed Land Rover ever and the Freelander is Britain’s best selling 4x4 vehicle. The British market is
very important to Land Rover, accounting for 29% of total sales in 2003.

12. Created in 1914,AstonMartin is the world’smost exclusive sports car company. Its newheadquarters
and manufacturing site at Gaydon, Warwickshire, was oYcially opened last September, and the company
has just commenced production of the all-new DB9 Coupe. This coming autumn the DB9 Volante
(convertible) will go into production. In mid-2005 production will commence of the AMV8 Vantage—the
small AstonMartin model. This is in line with AstonMartin’s objective to sell 5,000 cars per annum inmore
than 32 countries around the world.

FordMotor Company GlobalManufacturing Facilities

13. FMC has manufacturing facilities located in 25 countries on six continents. Manufacturing
employment is about 80% of the approximately 335,000 people employed at Ford. The company produces
passenger cars, commercial vehicles, engines, transmissions, castings and forgings, and metal stampings of
all kinds at its 110 wholly owned, equity-owned and joint venture plants. The company has 20 engine
plants globally.

14. FMC has 35 manufacturing operations in nine countries in Europe (including Turkey). Of its 20
global engine plants, six are located in Europe (including one in Turkey).
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Ford of Britain Manufacturing Operations

15. Ford of Britain operates three manufacturing centres in Britain: the Ford Swaythling plant near
Southampton which manufactures Ford Transit variants; the Dagenham Engine Plant in East London
which is Ford’s global centre of excellence for the engineering and manufacturing of diesel engines; and the
Bridgend Engine Plant in South Wales which builds petrol engines.

16. Aside frommanufacturing diesel engines for FMC, theDagenhamEngine Plant also provides engines
for LDV commercial vehicles.

Jaguar, Land Rover and Aston Martin Manufacturing in Britain

17. The plant at BrownsLane, Coventry, is Jaguar’s UKHeadquarters and employs 2,500 people on final
trim and assembly of the XJ and XKmodel ranges. 2,300 people are employed at Jaguar’s Castle Bromwich
plant, where XKandXJ body inwhite and S Type complete vehicle production takes place. Jaguar’s XType
saloon is produced at Halewood on Merseyside where a further 2,500 people are employed.

18. Some 8,500 people are employed at Land Rover’s Solihull plant where all four current models—
Defender, Discovery, Range Rover and Freelander—are produced. In July 2003 it was announced that the
next generation Freelander, expected in 2006, would be manufactured at Halewood.

19. A further 3,000 staV are employed at Jaguar/Land Rover’s design and engineering centre at Gaydon,
Warwickshire and 2,100 at Jaguar’s Whitley Design Centre in Coventry.

20. Aston Martin employs 650 people at its new headquarters and manufacturing site at Gaydon and a
further 350 at Newport Pagnell where Aston Martin’s Works Service is also based.

21. Supply Industry—FMC’s manufacturing activity in the UK has a direct economic benefit in terms
of its impact upon the automotive supply industry. Jaguar and Land Rover spends £2 billion in purchasing
goods and services from UK suppliers and makes a huge contribution to employment and the economy of
the West Midlands in particular, although the positive impact stretches across the UK.

Current State of the Automotive Business

22. On 22 January 2004, FMC reported full-year 2003 global net income of $495 million, or 27 cents per
share. This compares with a net loss of $980 million, or 55 cents per share, for full-year 2002. For the full
year 2003, Ford’s worldwide automotive sector earned a pre-tax profit of just $104 million in 2003.

23. However, Ford’s “Blue Oval” European automotive operations reported a pre-tax loss of $1.1 billion
for 2003, comparedwith a loss of $549million a year ago—even though full-year revenue for Europe totalled
$22.2 billion, up from $18.9 billion a year ago. The European market continues to be a very competitive
marketplace for all players in the automotive industry.

24. Whilst Ford of Britain maintains its market leadership, the intense competition in the market means
that profitability in Britain is limited. This situation is likely to continue into the foreseeable future. It is also
anticipated that Ford “Blue Oval’s” European full-year 2004 financial results will show a loss of between
$100 and $200 million.

25. The Premier Automotive Group, of which Jaguar, Land Rover and Aston Martin form its British-
based part, reported a pre-tax profit of $164 million for 2003, compared with a loss of $740 million last year.
The improvement of $904 million primarily reflected cost reductions and improved mix, partially oVset by
unfavourable exchange rates. Revenue increased to $24.9 billion from $21.3 billion a year ago.

Investment Overview

26. In recent years FMC has made substantial new investments in the UK, and these investment actions
are ongoing. Among the most significant recent investments are the following:

— Over £375million has been invested on the DagenhamEstate, including over £312million in diesel
engine engineering and manufacturing;

— By the end of 2004, some £450 million will have been invested at Land Rover Solihull since FMC’s
acquisition of the Company in 2000;

— Over £265 million at Bridgend to build a new inline six-cylinder petrol engine for FMC’s Premier
Automotive Group brands;

— £300 million at Halewood for the production of Jaguar X-TYPE;

— £200 million at Castle Bromwich for the Jaguar S Type launched in 1999;

— £135 million has been invested in the new Jaguar XJ programme at Castle Bromwich and
Browns Lane;

— £50 million at Southampton for the production of the latest version of the Ford Transit.
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27. FMC’s investment decisions are long-term commitments and take into account many factors
including: market demand; existing manufacturing capacity; proximity to a competitive supply force; a
productive, flexible and well-educated workforce; infrastructure support; grant assistance availability;
exchange rate stability; GDP and economic growth of the country in question; past history of investment;
plant productivity, etc.

Research and Development

28. Research and development forms an important part of FMC’s activity in the UK and accounts for
the overwhelming majority of automotive industry R&D in Britain, with around 10,000 people working at
its three main technical centres in the country: the Ford of Britain technical centre at Dunton, Essex, and
the Gaydon and Whitley complexes responsible for Jaguar, Land Rover and Aston Martin engineering
development.

29. Ford of Britain’s technical centre alone employs close to 5,000 people, and Ford of Britain’s spending
on R&D in Britain in 2002 was £484 million. Spending on R&D in the UK for Jaguar and Land Rover is
annually around £456 million and is of critical importance in enabling the company to respond quickly to
the market in terms of design, engineering and product development.

30. Other R&D is also conducted into diesel engine engineering at the Ford Dagenham Diesel Centre,
and among the technical teams working in FMC manufacturing facilities.

FMC Spend in Britain

31. In 2002, FMC’s total spend in Europe was $33 billion—of which around 34.5%, or $8 billion, was in
Britain. That is roughly equivalent to twice the size of the Department of Trade and Industry’s annual
budget.

32. Ford “Blue Oval” spend in Britain in 2002 accounted for around 22% of its total European spend,
while Jaguar and Land Rover’s Sterling expense was over 60% for each company in 2002.

33. FMC is committed to a strong and healthy supply base in Britain—as evidenced by our continuing
spend and by Jaguar’s collaboration with theWarwickManufacturing Group in theMidlands. This should
be compared to the dramatic cut in Sterling spend by many of our competitors.

Issues Impacting on FordMotor Company’s Automotive Business in Britain

Over-regulation

34. In recent years there has been a significant increase in regulation on the automotive industry, much
of it emanating from the European Union, and this is having a significant impact upon global
competitiveness and increasing the cost of doing business in Europe. There are currently almost 100 EU
Directives and Regulations relating to vehicles and these have been subject to more than 200 amendments.

35. The combined cost impact of current European laws on tailpipe emissions (Stage IV), recycling end
of life vehicles, pedestrian protection and potential new laws on tailpipe emissions (Stage V), mobile air
conditioning, chemicals products, and CO2 is likely to exceed $5,000 per vehicle. Clearly, consumers are not
prepared to pay for these cost increases. FMC believes that, too often, new regulations are adopted without
any assessment as to their impact on industry and often impose costs on vehiclemanufacturers that outweigh
the anticipated benefits. In some cases, such as with emissions and CO2, they place conflicting demands on
industry which are impossible to reconcile.

36. FMC believes the European Union and national governments need to strive to achieve a better
balance in assessing the economic, social and environmental impacts of newly proposed legislation. FMC
recommends that all proposedEU regulations should be subject to a detailed cost/benefit analysis conducted
by an independent body. This autonomous body would have to be created as part of a new EU treaty.
Further, the EU Competitiveness Council should be given additional responsibilities. It would be helpful if
the Competitiveness Council had the right to review all draft proposals for new regulations impacting on
industry before being formally adopted by the Commission.

37. If a detailed cost/benefit analysis does not justify the proposal going ahead in its existing form, the
Competitiveness Council should be empowered to have the proposal changed by the European
Commission.

38. FMC supports the Society of Motor Manufacturers and Traders (“SMMT”) call for the European
Commission, the British and other EUMember States’ Governments to improve their vigilance in ensuring
a more uniform implementation of EU legislation in other countries so that British-based businesses are not
disadvantaged as a result of incomplete or non-implementation in other Member States.



9890361008 Page Type [O] 12-08-04 21:52:06 Pag Table: COENEW PPSysB Unit: PAG4

Trade and Industry Committee: Evidence Ev 89

Taxation issues

39. Company Car Taxation—As indicated earlier in this submission, the British home market is vital to
FMC’s businesses, both as regards “Blue Oval” and Jaguar and Land Rover sales. However, the UK is the
only EUMember State with a company car taxation system based upon CO2. The switch to the new system
in 2002 has led to an absolute increase in the cost of running a car for company car drivers. This unilateral
action is particularly damaging to the competitiveness of Jaguar and Land Rover, and also to Ford of
Britain.

40. This cost will be compounded by a further reduction in tax thresholds for 2005–06, though FMC
welcomed the fact that the reduction was limited to 5g/km as announced in the 2003 Budget. FMC has
supported the Government’s review into the impact of company car taxation on the market, but believes a
period of stability is now required to allow the system to bed down. No further changes to the system should
be made until the Inland Revenue has completed its evaluation of the impact of the recent company car
taxation changes, and its findings discussed with the automotive industry.

41. Vehicle Excise Duty—The introduction of a graduated VED system has provided a clear signal to
motorists about the importance of CO2 emissions. The scheme introduced in March 2001 has been subject
to revision in 2002 and 2003 with the establishment of additional bands for vehicles with CO2 emissions
below 120g/km and 100g/km respectively. These changes reinforce the target established in the
Government’s Powering Future Vehicles strategy that by 2012, 10% of new car registrations would have
CO2 emissions below 100g/km.

42. Given the recent changes to the VED, FMC believes there should be a period of stability and no
further changes to the VED system in the short-term.

43. Fuel Duties—The revalorisation of fuel duties announced in the last Budget took eVect from 1
October 2003. The Chancellor has also committed to the introduction of a 0.5 pence diVerential for sulphur-
free fuels from Sept 2004. Whilst FMC supports the Government’s encouragement of zero sulphur fuels,
especially as it can have an immediate eVect on reducing the historic parc’s tailpipe emissions, a 0.5 p/litre
incentive is not enough to give widespread fuel availability as required by the EU for 2005.

44. Although FMC welcomed the three-year plan for fuel incentives outlined in the Chancellor’s pre-
Budget statement in December, the planned erosion of the incentive for Liquefied Petroleum Gas—taken
together with the recent concerns over LPG product funding via the Energy Savings Trust’s PowerShift
scheme—will negatively impact on the viability of OEMs providing LPG vehicles in the British market.
Whilst the CO2 savings benefit of LPG is not significant compared to diesel, it does provide CO2 savings
over petrol and an 80% reduction over diesel in terms of other emissions, such as NoX and particulates. A
move to amono rather than bi-fuel vehicle fuel system (ie, LPG exclusive rather than a diesel or LPGoption)
would also improve LPG CO2 reductions by around a further 10%.

45. Corporation Tax—Capital allowances at a 25% disclaimable level are vital to FMCgiven its intensive
UK manufacturing bases and cyclical businesses. The capital allowances are available on qualifying
expenditure on plant and machinery—with the ability to disclaim those allowances in loss making years.
Such allowances are viewed as an incentive to invest, largely because they are front-end loaded.

46. Eliminating the flexibility to disclaim plant and machinery capital allowances would accelerate and
increase tax liabilities, resulting in increased uncertainty in terms of the rate to be used and discouraging
inward investment. Therefore, Ford Motor Company warmly welcomes the Government’s decision
following the corporation tax reform consultation not to replace capital allowances with uncertain book
depreciation that could be distorted by unscrupulous accountants and International Accounting Standards.

47. Pension provision—Under the Government’s proposed pension protection fund, companies
operating defined benefit pensions would be charged a compulsory levy to establish a compensation scheme.
There are serious business fears that the levy will further undermine pensions by penalising prudent
companies by making them responsible for those companies that are not. There is a danger this could
accelerate the move away from defined benefit schemes destabilising pension provision and undermining
business commitment to their maintenance.

48. FMC urges the Government to carefully assess the impact of its proposals on pensions and
competitiveness before imposing new burdens on companies. Any changes should not negatively impact
companies providing good pension provisions for their employees.

49. Private use of commercial vehicles—The Society ofMotorManufacturers and Traders’ submission to
the consultation on the private use of commercial vehicles has provided the Inland Revenue with a detailed
response to its review of the benefit in kind taxation of employer provided vans. In its comments, the SMMT
stressed that industry had found the existing approach straightforward, transparent and broadly
appropriate.

50. FMC is keen to ensure particular classes of commercial vehicle or body types are not presented as
more of a private benefit than others. Any benefit is determined by access and use of the vehicle, not the
vehicle’s specification. The automotive industry takes its environmental responsibilities seriously and places
a high priority on improving its products. However, FMCdoes not feel that changes to van tax would create
any extra incentives for employers to make choices more based on environmental considerations.
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51. R&D Tax Credits—FMC welcomes the proposals in the December 2003 pre-Budget statement on
R&D tax credits. Overall, the consultation process has worked well and Government has listened to and
acted on recommendations to produce some positive enhancements to the regime.

52. In particular, FMC supports the proposals for revised definitions outlined and the expansion of the
qualifying cost base to include all R&D utility costs, as well as software costs directly attributable to R&D
activity. The confirmation that specially commissioned R&D prototype costs should attract credits is also
welcomed, as the testing of prototypes is a substantial product development cost in the automotive business.

53. FMC would also like to see the Government demonstrating a long-term commitment to the
incentivisation of R&D with minimal administration or compliance burden for taxpayers. Future actions
should avoid any erosion or dilution of the current regime’s scope or value—whether by legislative
restriction or practical limitations on audit of claims by the Inland Revenue.

Regulation and automotive industry competitiveness

54. Plant EYciency—The global automotive market is acutely competitive and FMC like other vehicle
manufacturers, has to compete every day on quality, delivery and cost performance. Over the past eight
years, for example, the number of products competing with Land Rover in the SUV market has more than
doubled. FMC plants in the UK have made real progress in delivering improvements in eYciency and
working practices but this is a continuous process and success in this area will determine the future
prosperity of the industry and secure jobs.

FMC and Britain’s entry into the Euro

55. FMC regards Britain’s entry into the Euro as being in the long-term interest of the country as it will
provide stability, make it more attractive to inward investment and will help to maintain long-term
competitiveness.

56. FMC continues to support British early entry into the Euro at a competitive exchange rate or,
alternatively, at an exchange rate that does not position the British economy at a long-term disadvantage
versus its Eurozone peers.

57. FMC welcomed the Chancellor of the Exchequer’s response to the Five Key Economic Tests in June
2003 as it has provided a roadmap for Britain’s entry into the Euro at some point in the future.

Initial eVects of Block Exemption changes

58. The new EU Regulation, No 1400/2002, relating to the distribution and servicing of motor vehicles
in the European Union, came into eVect on 1 October 2002, allowing for a 12-month transition period. The
Regulation has opened up the automotive sales and servicing distribution networks in order to increase
competition in the market.

59. FMChas implemented the newRegulation and, as a result, the dealer networks across all of the Ford
group brands have migrated to new dealer agreements (covering vehicle sales, repairs and parts).

60. However, it is the case that small independent dealers oVering service and choice for rural customers
are leaving the industry. This concern was raised during the Block Exemption consultation process, and
there is now empirical evidence to support this opinion.

61. While the profitability of larger dealers is on the increase, as was also predicted in the Block
Exemption consultation process, there are also now clear indications of a move towards the potential
consolidation of large dealer groups. This could result in the creation of dealer “super groups”with extensive
territorial coverage and large volume sales.

62. Such a situation could see both inter and intra-brand competition decrease. This strengthenedmarket
control of a smaller number of “super groups” could lead to less choice for consumers in terms of choosing
where to buy or service their vehicles, and might result in a decline in product availability as dealers opt to
sell only those vehicles with higher profitability.

Regional Selective Assistance

63. FMC has benefited from the British Government’s assistance over the years in gaining access to
Regional Selective Assistance, including recently over £23 million to support an ongoing $425 million
investment at the Bridgend Engine Plant to build a new six-cylinder inline engine for use in Premier
Automotive Products.

64. RSA is a significant consideration when deciding on future investment decisions. It is important that
the BritishGovernment continues to provide competitiveRSA support to ensure the continuation of foreign
direct investment, especially given the growing competition for automotive investment not only from
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existing EU Member States but also from the EU accession states and from outside Europe. Should this
challenge not be met, Britain will find itself at a competitive disadvantage in securing foreign direct
investment in the future.

New Car pricing

65. According to the OYce of National Statistics, the price of new cars in Britain fell by 2.9% in 2000,
4.4% in 2001 and 0.8% in 2002. In 2003 there was a reported 0.8% increase in prices, the first rise since 1998.
Prices for Ford cars in Britain over the past six years have also fallen in real terms—despite significant
improvements in vehicle specifications to meet customer demands and legislative requirements.

66. Britain has now become one of the cheaper markets in Europe, which reflects the substantial change
in the Euro/Sterling exchange rate.

24 February 2004

APPENDIX 5

Supplementary memorandum by the Ford Motor Company Limited

Job Losses at Dagenham Due to the Ending of CarManufacturing

At the oral evidence session on the 30 March 2004, Linda Perham MP asked the Ford of Britain
Chairman, Roger Putnam, if Ford could provide details of the number of job losses on theDagenhamEstate
due to the cessation of vehicle manufacturing. I am replying to the committee in response to Mrs Perham’s
information request.

Some 2,700 employees left Ford between July 2000 and February 2002 as a result of the ending of Ford
Fiesta production. As with all separations fromFord employment since 1967, the Dagenham job reductions
were achieved solely through voluntary programmes. In addition, the separation terms oVered to departing
Dagenham employees were industry-leading.

Around 500 Dagenham Vehicle Operations employees were redeployed to the Dagenham Engine Plant.
Of this number, some 250 were new jobs created by production volume increases at the plant.

While cars may no longer be built at Dagenham, it remains a major production centre for Ford.
Dagenham is still London’s largest industrial complex, employing close to 5,000 people. Of the $600 million
invested at Dagenham since 2000, $500 million has been focussed on diesel engine engineering and
manufacture, and the plant is now Ford’s global centre of excellence for this important engine technology.

John Gardiner
Manager, Government AVairs

5 April 2004

APPENDIX 6

Memorandum submitted by Phoenix Venture Holdings

Phoenix Venture Holdings (PVH)

1. Phoenix Venture Holdings (PVH) is an independent, medium-sized, British-owned company with
approximately 6,000 employees. Following BMW’s decision to dispose of Rover Group in May 2000, PVH
acquired MG Rover Group. Based at the Rover site in Longbridge, PVH’s mission has been to create a
successful, profitable and sustainable business, building outstanding cars for personal and for fleet use. Its
management is implementing this vision with determination and realism in what are challenging times for
the UK’s manufacturing sector.

PVH Structure and Performance

2. PVHworks across the automotive sector through various companies. The major businesses within the
Group are:

— MGRoverGroup, acquired fromBMW in 2000, this is the main company within the group which
produces 11 car models, giving the group a presence in the small, medium, large and sports car
markets;

— Powertrain Ltd, acquired in 2001, it produces diesel and petrol engines and transmissions for use
by Rover and MG as well as external companies including Land Rover and Lotus;
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— Xpart, established as a separate company in 2002 to supply and distribute car parts for the
aftersales market (crash repair, maintenance etc) and to develop supply businesses for other, third
party, customers;

— MG Sport and Racing, operates as a motorsport company, which provides specialist high
performance products, marketing value and engineering knowledge that can be deployed across
the group;

— Phoenix Distribution Ltd, this company has the distribution rights to Tata utility vehicles (Safari
and Pickup).

3. These businesses each have a specific commercial focus. They work as independent companies within
the Group to provide maximum scope for their management to identify and exploit distinct business
opportunities and to pursue operating eYciencies. In those businesses where it is planned to develop a
greater level of third party business, it is a distinct commercial advantage to be able to display a degree of
independence from a competing vehicle manufacturer. This is an approach that is perfectly usual within the
automotive industry worldwide. They are now profit centres with their own business plans, for which they
are accountable to the Group. In turn, each company also benefits from being within the PVH umbrella
which can provide financial, information and other support that enables each individual operating company
to be mutually supported by the activities of other parts of the Group.

4. In the year ending December 2002 (the last for which audited figures are available) PVH’s turnover
stood at £1,741 million. It recorded a loss of £95 million, which halved the previous year’s losses. This
continues PVH’s significant progress in transforming the financial position of the business. Overall progress
made by PVH in reducing losses since BMW’s divestment of MG Rover is shown in Fig 1.

5. Audited financial data for 2003 is not yet available. PVH is confident that the figures will show further
reductions in the overall group loss for the year.

6. Total car retail sales were circa 145,000 units, in 2003. This is broadly comparable with the previous
year. MG Rover accounted for around 3.7% of the total UK car market in 2003.

Fig 1.  PVH Loss Reduction
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7. Our European market volume has been aVected by two major factors: firstly, the need to partially
unwind the MG Rover dealer network from the formerly integrated Rover/BMW/Land Rover set-up, and
secondly, our decision not to sell vehicles at a loss, due to the unfavourable exchange rate. These factors
have had a big impact on our European dealer network and, therefore, volume potential. The European
network is now on a firm footing and looking forward to sales launch of new models.

8. PVH has also been pleased to report very positive developments on the product side. The Group has
launched nine new models since it took over MG Rover in 2000. This has included a range of MG saloons,
Streetwise (based on the Rover 25) which is designed to appeal to younger drivers as well as the MG TF,
which was voted the “World’s Most Beautiful Cabriolet” at the Milan motorshow by some of the world’s
leading designers.We are delighted that theMGTFhas subsequently become theUK’s best selling roadster.
At the very top of the range, we were also proud to launch the XPower SV, a high performance sports car,
which went on sale in November 2003. This year MGRover Group has already launched a newly designed
Rover 75 saloon and Tourer together with MG variants. With a view to changing consumer environmental
concerns, Powertrain added to PVH’s overall product range with the introduction of a range of Liquefied
Petroleum Gas (LPG) powered vehicles.
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Building a Sustainable Business

9. Developing PVH’s automotive businesses, in particularMGRover Group, into sustainable long-term
concerns is a significant strategic challenge. Our approach has not been to create a narrowly based sports
car provider, an approach that was advocated by other prospective purchasers of the business. Our goal has
been to maintain higher volumes by developing a multi-niche approach. The business model has been to
oVset risk by not relying on a single brand but developing a portfolio of products.

10. The UK car sector is dominated by global car manufacturers (such as Ford, General Motors and
certain Japanese companies) producing for the mass market with huge marketing and research and
development budgets. These manufacturers are able to generate substantial economies of scale because of
their geographic reach and ability to stretch investment in platforms to a wide range of diVerent models,
whose primary diVerentiation relates not to underlying engineering but branding and cosmetic features. At
the other end of themarket, the UK car industry is also populated by very small niche providers. These tend
to build specialist models, often sports type cars and often in very low volume.

11. PVH’s approach seeks to build a sustainable business model based on far higher volumes than most
niche providers—but at a much lower level than the global production of the dominant industry players.
Delivering PVH’s strategy depends upon developing amarket presence with a number of models to generate
economies of scale that reduce costs across the range. These economies accrue from an enhanced ability to
run production facilities at higher volumes (because the line can be switched between models) and by using
common components across various models. PVH’s attempt to sustain a “one-site” high volume business
model has not been replicated elsewhere in theUK.However, PVH believes that its approach at Longbridge
has a unique potential to succeed. Key factors in facilitating this include:

— significant brand value in the Rover and MG brands, which provide strong ongoing marketing
potential;

— a high-base of investment in the Longbridge site which has allowed us to exploit and develop state-
of-the-art facilities, usually only available to a global player; and

— the expertise of Longbridge’s local skills base, which has been built on and developed with world-
leading engineering and design talent.

12. Even with these advantages PVH’s management still faces a challenging task. The baseline situation
it inherited was not ideal. BMWwould not have divested if that were the case. The key management priority
has therefore been to find new ways of sustaining and growing the existing business in an extremely
challenging commercial environment. Its approach has been characterised by its drive to seek:

— Cost productivity/eYciency gains.

— EVective collaboration.

— Product Development.

Cost productivity/eYciency gains

13. Improving MGRover Group’s cost eYciency and productivity has been a key objective since PVH’s
acquisition. Significant strides have been made in this area. This has included, for example, the location of
all manufacturing and in-house component manufacture operations on the Longbridge site. The process
of consolidating production at Longbridge was a major operation, involving major technical and logistical
challenges. This included the transfer of the Rover 75 production line from its previous base in Oxford and
transferring existing new Mini production facilities from Longbridge. This was a massive undertaking that
was completed with stunning success. The entire R75 relocation was completed on time and on budget to
a 12-week schedule. Rover 75s are now produced at Longbridge at higher levels of eYciency and to more
stringent quality standards than were achieved under BMW’s management. The importance of this should
not be underestimated. It has been crucial in protecting MG Rover Group’s brand values and maintaining
confidence (among key stakeholders such as the dealer network, suppliers and employees) in the future of
Longbridge.

14. The redevelopment of the production side was accompanied by additional business consolidation to
improve performance. This included moving all marketing and sales functions to Longbridge as well as
quality control and testing functions. MG Rover Group is now a stand-alone operation with all support
services on site. Other PVH businesses are also located there making Longbridge a true corporate
headquarters.

15. PVH businesses, including MG Rover, have also extended their supplier base. Part of this has
included seeking supplies from overseas. Our preference is to seek supply from the UK if possible,
particularly where we have built up long term relationships. PVH nevertheless does have to be cognisant of
commercial realities. Our priorities must be cost and quality. We are pleased that PVH continues to source
75% of its components from the UK. However, we are always examining how we can make component
supply more eYcient and cost eVective and our sourcing policy is under constant review to ensure PVH’s
core businesses are able to operate at optimum eYciency. We cannot ignore the fact that many component
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and sub-assembly supplies from abroad can be imported at an average of 25–30% lower prices compared
to UK-sourced supplies. Maintaining eVective supply of components is a crucial element in securing the
long-term future of car manufacturing in Longbridge.

16. We continue to build long-term relationships with world class suppliers and contractors. This
included XPart agreeing a 10-year partnership with Caterpillar Inc for logistics support, which has helped
its ongoing sales and profitability growth.

17. PVH’s eVorts to increase labour productivity and capability have been greatly assisted by a
constructive relationship with our workforce. For example, flexible working practices currently operating
on the three main production lines at MG Rover Group mean that we are able to flex our output by up to
20% to match changes in demand. This is particularly helpful in an industry that is subject to significant
seasonal variations. The changes introduced have been significant. When PVH acquired MGRover Group
production line staV did one job. Now these same workers are able to do five. This helps line flexibility but
also benefits the workforce by increasing their skills set, providing variety in their work and, ultimately,
supporting their continued employment. The development of skills on the site has been a substantial
contribution to productivity and eYciency and is one of the key achievements delivered. SinceMay 2000 an
improvement of c.30% in labour productivity has been realised.

Effective Collaboration

18. Collaboration is a vital component in PVH’s strategy. Our management is consistently evaluating
opportunities to develop relationships that will enhance its ability to compete both in the UK and
internationally. Strategic relationships with other companies have been invaluable in helping PVH fill gaps
in its product range and open new markets. Applying MG Rover “DNA” and our engineering standards
to existing platforms already developed by other manufacturers has helped significantly reduce the costs of
bringing new models to market.

19. Our partnership with Tata, the Indian conglomerate, exemplifies this approach. Tata andMGRover
Group collaborated to develop the new CityRover model, a small car that brought MGRover Group back
into an important sector of themarket. The car, based on the Tata Indica platform, ismanufactured in India
to MG Rover Group’s design and engineering standards. It is sold throughout Europe, including the UK,
by MGRover Group’s dealer network. This creates an income stream to support MG Rover Group’s core
activities. It also supports the dealer network, providing direct financial benefits and supporting the Rover
brand. While this particular venture does not directly support manufacturing specifically in Longbridge, it
is an invaluable component in maintaining MG Rover’s competitive position and creates positive knock-
on eVects for cars actually built at Longbridge.

20. PVH was also pleased, earlier this month, to sign a letter of intent with Proton, a car manufacturer
based inMalaysia. This signals our intention to explore the feasibility of a number of potential collaborative
projects, many of which have detailed discussions underway. Partnerships such as these will continue to be
an important aspect of sustaining and developing PVH businesses at Longbridge.

21. The benefits of a collaborative approach are significant and diverse, providing knowledge transfer,
the potential for new product lines and the opportunity to open up new exportmarkets. There are, of course,
risks involved. MGRover Group was working in partnership with China Brilliance. The collaboration was
at the time a fundamental element of our plans to introduce a newmedium sized car. Unfortunately a major
dispute between the owner and the Provincial Government resulted in China Brilliance’s inability to
complete the project. This created significant disruption to MG Rover’s plans. This was followed by our
major engineering partner, TWR, going into receivership and together with the China Brilliance issue this
caused a major delay to the introduction timing of the new medium car.

22. One partnership that is fundamental to the long-term success of MG Rover is the relationship it has
with its dealer network. We are delighted to say that we have been able to sustain a committed and vibrant
network since 2000.We currently have 270 dealers within theUK and are hoping to strengthen our presence
by around 10% over the next year. Apart from the headline growth expected we have also been actively
managing distribution within the existing network. This involves, for example, replacing dealers within the
existing network where their performance has been below target. This boosts overall performance by finding
more eVective dealerships and better sites. We also supported our dealer network by negotiating an
agreement to provide dealer wholesale and retail financial services in the UK. This service is now provided
by Capital Bank (part of Bank of Scotland). Similar agreements with other providers of vehicle financing
have been reached in other major markets to assist dealers. New opportunities regarding the dealer network
may also be emerging because of the recent reform of the Block Exemption legislation applied to car
distribution. There is now the prospect for all dealerships to consider franchise extension.MGRover Group
is already aware of some expressions of interest in this area and is examining the potential oVered by this
opportunity.

23. It has already been noted that PVH’s relationship with its workforce has increased its operational
flexibility. This has relied on eVective partnership. One key element of our collaboration with the staV has
involved training. The training provision has been recognised as “Best-in-Class” by the Adult Learning
Inspectorate, which has designated the Young People Development Scheme as “Outstanding”, by the
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Birmingham and Solihull LSC as “Excellent” and by the DFES which awarded the Company “Beacon
Status”. There are very strong links with Dudley College, which has an annex on the Longbridge site, and
the University of Central England, which notably has jointly developed an MSc in Leadership and Change
Management. The training is very practically biased as evidenced by over 1,000 production operatives
having an NVQ Level 2 qualification, Performing Manufacturing Operations. In each of the last two years
there has been, on average, more than one training intervention per employee. A crucial theme has been
transferring the learning to the supply chain, dealerships and the local community. Our ultimate aim is to
improve quality standards to ensure that learners are getting the best possible education and training. This
benefits our staV and the company.

Product Development

24. The introduction of new models and the development of replacements for older versions, is an
important strand in PVH’s strategy. The extension of MGRover’s small car range with the introduction of
Streetwise, a new and innovative product based on the Rover 25 platform, and CityRover exemplify this
approach. Similarly, significant strides are being made towards finalising development of a replacement for
the Rover 45. This model will, on completion, provide significant new opportunities for growth and be an
important component in securing a sustainable future for all the businesses within the PVH group. Over
£100m has already been invested in this model up to the end of 2003.

25. Other opportunities for product innovation are also being developed. Apart from in-house
development and manufacturing joint ventures PVH has also branched out into distribution deals. It
currently does not make utility vehicles, which are an important component of the overall car market.
Phoenix Distribution Ltd was created to distribute Tata utility vehicles in the UK and Ireland. This
introduced updated versions of Tata’s Safari 4x4 oV-roader and the Loadbeta pick-up truck. These vehicles
are being sold via a network of around 45 Phoenix Distribution dealers. This programme not only provides
profit that can support the overall activities of PVH, it has also identified new, simpler, cost eVective ways
ofmanaging distribution in a relatively low volume environment that PVH intends to read across to its other
operations where appropriate to help enhance overall business performance.

26. PVH is also keen to exploit business diversification and this has been evident in Powertrain and
XPart, which have both been seeking new third party customers and newmarkets for their products. Indeed,
the acquisition and creation of these semi-autonomous companies is a highly significant development for
the Group.

Economic Impact of PVH

27. PVH is keenly aware of the impact that its operations, particularly MG Rover, have on the local
economy. We are also aware of the Committee’s own desire (expressed in its report BMW, Rover and
Longbridge) to see large-scale manufacturing continue at the Longbridge site and for this activity to
continue to support jobs directly and in its supplier base.

28. In this context it should be noted that, across the group, PVH directly employs over 6,000 people.
PVH also supports indirect employment in a wide variety of UK suppliers. In 2003, for example,MGRover
Group and Powertrain purchased £850 million worth of materials from within the UK. It also purchased
some £275millionworth of other goods and services. (Using a conservativemultiplier we assume that PVH’s
operations in turn help support a further 30,000 throughout our supply base). In total, since PVH assumed
control of MGRover Group, we estimate that we have spent some c.£6 billion in total on sourcing services
and components, and the vast majority of this expenditure will have been made in the UK.

29. We have no doubt that the continued existence of a volume manufacturing operation at Longbridge
has a significant and substantial benefit to the local and national economy. It is, therefore, worth noting also
that £450 million, a significant sum, has been raised for the Government from PVH, its dealers and
employees through the payment of various taxes (including income tax, NICs, Rates and Vehicle
Registration Fees). In addition, PVH has exported c.£2 billion worth of vehicles.

Supporting the UK Automotive Sector

30. The evidence above illustrates the range of activities PVH is engaged in within the automotive sector.
These mutually supportive operations are steadily bringing it towards break even and sustainability. Even
so, as with any business, government activity has the potential to either help or hinder PVH’s eVorts. The
Government’s objective should be to minimise the obstacles it presents to the UK automotive sector and
provide as much positive assistance as possible. PVH recommends that this should involve:
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Curtailing unfair state aid in Europe:

European Union rules constrain the provision of state aid. The British Government adheres strictly to
this legislation. We fear that some of its EU partners may not be so principled in respect of aid provided to
the automotive industry. Given the portability of operations, multi-site operators are adept at playing one
member state against another when it comes to extracting from them the most generous packages of
assistance. This puts a single-site operator such as PVH at a significant disadvantage. Inappropriate aid to
motor manufacturers will unfairly support the competitive position of our direct competitors. The
Government should proactively seek to expose and encourage the Commission to prosecute such practices.
If these practices cannot be prevented it should consider if there are other ways in which it could even up
the playing field.

Euro entry:

For much of the last decade UKmanufacturing has had to compete in a European market characterised
by a weak Euro/strong pound. In a highly competitive market this has made winning export orders more
challenging and squeezed or eliminated profit margins. In the second half of 2003 it appeared that a
strengthening of the euro might finally enhance UK manufacturing’s export opportunities. Unfortunately
recent Euro/pound exchange rate conditions have again deteriorated. Uncertainty in respect of this
exchange rate relationship harms the ability of UK businesses to develop eVective European strategies.
Unlike their Euro Zone competitors, UK exporters have to be prepared to accommodate significant
exchange rate risk, which places them at a very real competitive disadvantage. At a minimum the
Government should finalise its position on Euro entry. Ideally it should make clear plans to enter the Euro
at the earliest possible opportunity.

Trade assistance:

Saturated/mature western markets, with high levels of competition, oVer restricted growth opportunities.
Other less developed markets present greater commercial opportunities. One of PVH’s strategic decisions
has therefore been to explore prospects for collaboration andmarket development in the Far East, including
China. These markets oVer potential for significant volume growth and opportunities to share product
development costs and reduce component supply costs. Developing these opportunities does, however,
involve overcoming significant political and cultural barriers. UK Embassies in relevant countries are often
very helpful in tackling these problems. However, more could be done. A market like China, for example,
attracts attention frommany companies in many sectors. The process of finalising deals is subject to unique
complications given layers of government at local, provincial and national levels. Significantly more direct
assistance could be given toUKcompanies trying to negotiate the political and regulatory obstacles inherent
in developing these opportunities. A proactive approach should also be taken to ensuring that companies
of all sizes—not just the largest multinationals—are aVorded the level of support they need.

Engineering and regional support:

Our major interaction with the wider UK automotive sector lies in the purchase of components. It is,
however, becoming increasingly unattractive to source componentswithin theUK for reasons of investment
levels and unit costs. Serious consideration should be given to measures to make UK supply more
competitive. One route would be Government support for improved skill development in the engineering
sector. As we have seen within PVH, eVective training and skills enhancement can be instrumental in
enhancing eYciency, reducing costs and, ultimately, increasing competitiveness. Another route might
involve developing incentives to ameliorate the capital costs of tooling for UK-specific supply. Clearly, this
type of assistance would have to be carefully developed to ensure it complies with state aid rules. However,
a creative approach in this area could pay dividends in supporting the wider automotive sector and protect
the very infrastructure of the UK component supply industry.

End of Life Vehicle Directive implementation:

The DTI’s approach to ELV is supported by MG Rover. While it is not ideal and presents commercial
risks for MGRover group, the “own marque” approach is likely to be the most competitive, and therefore,
cost eYcient and practical implementation system for take-back and recycling. It is now up to individual
manufactures to establish how to best deal with the recovery industry process. MG Rover Group, with
around 11% of the ELVs arising in 2007 is obviously disadvantaged by the Directive given the historical
responsibilities it has to assume being much larger than the size of business that it now is, but at least it is
well placed to enter into a sensible long-term contract with a service provider on the basis that it will provide
them access to a significant aluminium rich feedstock through their network. However, the DTI must take
an ongoing role to ensure that the criteria to define the “adequacy” of the producer-contracted networks
are not excessive in comparison with that of other European countries.
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Conclusion

31. PVH has made major progress, not all of it immediately visible to the outside world. All 6,000 of the
PVH employees have played a major part in our achievements to date. At the time of the initial purchase,
no one involved in the business was under any illusions about the scale of the challenges facing the company.
An additional challenge has been the fact that stories about MG Rover always make for more sensational
copy if they portray an imminent collapse rather than steady progress. There have also been some setbacks
along the way, including the collapse of the China Brilliance JV and TWR going into receivership.
Moreover, whilst the UK market, where MG Rover sells two thirds of its cars has been buoyant this has in
part been driven by the contraction in volumes in other European markets. Coupled with the exchange rate
benefits which Euro-based manufacturers have enjoyed for most of the past four years, the pressure on UK
margins has, therefore, been intense.

32. Finally, PVH recognised that it could not pursue the conventional business model followed by other
volume car producers. It was, indeed, such a conventional approach that was unable to provide a viable
strategy for the old Rover Group. PVH simply does not have the resources to do things in line with those
normal industry practices. Instead PVH has addressed the challenges it faces by adopting a new strategy
that enables it to react more quickly, more cost eVectively and in line with the limited resources at its
disposal. PVH’s goal remains the pursuit of these alternative routes in order to secure the future for all of
its businesses and stakeholders.

APPENDIX 7

Supplementary memorandum by Phoenix Venture Holdings

Performance of the UK’s Automotive Sector

I am writing to supplement our evidence to the Select Committee’s inquiry into the UK’s automotive
industry.

Firstly, in the light of recent media coverage I thought it would be helpful to briefly detail the role of
Techtronic (2000) Limited in our company’s structures. When the Phoenix Consortiumwas successful in its
bid to buy MG Rover Group from BMW in May 2000 it required an acquisition vehicle to do so. In line
with normal business practice it used an “oV the shelf” company, Techtronic (2000) Limited and this became
the holding company for MG Rover Group and Powertrain Limited which it acquired 12 months later.
Techtronic (2000) Limited does not trade and remains in place in relation to the deal with BMW, holding
the loan note from them. This structure does not materially aVect the implementation of PVH’s strategy to
build a sustainable future for Longbridge. Other key operating companies within the Group (as detailed in
our original submission) have been acquired since this initial acquisition. This structure maximises the
operating transparency of the Group’s activities and allows management to more eVectively identify cost
savings and commercial opportunities.

Secondly, this week has also seen our attendance at the GenevaMotorshow and I am enclosing copies of
our press pack [not printed] which outlines the plans for a new 75-derived top-of-the-range Rover V8 saloon
fromMGRover Group and a higher powered version of the sports car theMGXPOWER SV-R fromMG
Sport and Racing.

I hope this is of help to the Committee.

Kevin Howe
Group Chief Executive

8 March 2004

APPENDIX 8

Memorandum by the Retail Motor Industry Federation

The Retail Motor Industry Federation (RMI) represents the interests of retail businesses within the
automotive industry, one of the largest industrial sectors in the UK, employing 600,000 individuals. With
10,000 member companies spanning petrol retailers, small garages, medium-sized businesses and large
groups, the RMI is one of the UK’s biggest trade bodies.

As the RMI represents motor retailers and repairers we would like to raise issues relevant to the third
item detailed in your press release; “Developments in vehicle sales and distribution, servicing and customer
support.”
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Background

The RMI last met with your Committee to discuss new car sales and pricing in October 1998 and April
1999. In 1998 you reviewed Vehicle Pricing and in 1999 Grey and Parallel Imports. At that time the UKwas
perceived as the most expensive new car market in Europe, and “Rip OV Britain” was a phrase frequently
used in the media.

Since then we have seen a significant change in the new vehicle market brought about by some key factors.
Firstly, in 1999 and 2000 we saw a dramatic increase in the level of parallel imports from mainland Europe.
This growth was undoubtedly driven by consumer dissatisfaction with UK prices and the publicity arising
from your high profile inquiries.Many car brokering companies, some less financially secure than they should
have been, were established and in the short term prospered, brokering import deals for UK customers.

Secondly, we saw the implementation of the Supply of New Cars Order 2000. The Secretary of State for
Trade and Industry put this regulation in place to limit the vehicle manufacturer practice of pre-registering
cars to sell cheaply rather than publish lower new car list prices. It also required vehicle manufacturers to
oVer dealers similar deals to those oVered to Fleet Purchasers subject to similar volume criteria. The
regulation caused vehicle manufacturers to review their UKpricing policy and consumers were soon oVered
lower new car prices. As a result we saw the start of a period of market growth that has continued until now.

Thirdly, the European Commission approved a new Block Exemption Regulation 1400/2002 eVective
from October 2002 with a further amendment due in October 2005 and an end date of May 2010. The new
regulation has given dealers greater freedom to source and retail cars throughout the European Union,
opportunities to multi-franchise their businesses if they so choose, opportunities to expand their after-sales
activities and from October 2005 opportunities to expand their vehicle sales areas of responsibility.
Additionally the regulation requires vehicle manufacturers to publish criteria applicable for independent
repairers to become Approved Repairers and also to create greater accessibility to technical information.

There are areas which caused concern in 1998 which are still impacting on consumers and new car dealers.

Competition

“The control exercised by manufacturers over dealers’ margins has taken the possibility for varying the
invoice price out of the dealers’ hands. Whilst any explicit price setting would be illegal, the nature of the
relationship between manufacturers and dealers means that manufacturers have considerable power over
retail prices. In our view, the new car market would be more competitive if there was less power in the hands
of manufacturers.”

Manufacturers continue to limit dealer margins and as a result control absolutely the prices consumers
pay for new cars. EC Regulation 1400/2002 has given dealers a certain amount more control over their own
businesses butmanufacturers have increased the cost of entry to and retention of a franchise by such a degree
that dealers are severely limited in their ability to deal.

Fleet Cars

“Given the size of the fleet market, it would seem inevitable that fleet buyers will be in a position to
negotiate substantial discounts; that the manufacturers seek to recover from other sales some of the profit
foregone; and that as a result consumers find themselves paying for fleet discounts. This preponderance of
new car purchases by fleet operators means that a single consumer can be at a competitive disadvantage.”

The large discounts still available to large and not so large fleet operators continue to distort the market
place. It is still our contention that it is wrong that a fleet buyer can negotiate terms that are significantly
better than those enjoyed by our largest members who are buying more cars and have made an enormous
investment in a franchise.

Servicing and Repair

“There is a general dissatisfaction with the services provided by garages and we have seen no evidence
that franchised dealers are making any contribution to providing better customer service.”

TheRMI is currently workingwith theDepartment for Trade and Industry and the OYce of Fair Trading
to implement a new Automotive Code of Practice that will give customers greater confidence in motor sales
and repair businesses. The new scheme will be known as the RMI CarWise Code and it is anticipated that
this will be one of the first of the new Codes of Practice accredited by the OFT. The RMI and its members
are committed to delivering good service to our customers and the new code will ensure that this happens
in an auditable manner.

The RMI would be happy to provide further information if necessary.

Matthew Carrington
RMI Chief Executive

19 February 2004



9890361013 Page Type [O] 12-08-04 21:52:07 Pag Table: COENEW PPSysB Unit: PAG4

Trade and Industry Committee: Evidence Ev 99

APPENDIX 9

Memorandum by Professor D Garel Rhys, Director of the Centre for Automotive Industry Research,
CardiV University Business School

Introduction

The British car market in 2003 almost reached 2.6 million sales which was the third record year in
succession. It is likely that 2004will be similar and could be a new record at over 2.6 million. Indeed, January
2004 saw sales at an annualised rate of 2.8 million. The UK car market is the fourth largest in the world,
which is not surprising as the UK economy is also the world’s fourth largest. However, as 81% of these cars
were imported this was mainly to the benefit of foreign car factories. Crucially over 69% of UK car
production is exported and the recovery of car production from 1.2 million in 1991 to over 1.6 million in
2003 has been export-led as never before. Whatever the source of the sales the great hope is that in the near
future the record production of 1.92 million cars reached as long ago as 1972 will be exceeded, and also that
the 2 million production barrier will be breached.

The Automotive Sector in Britain

As most of the significant vehicle makers and component producers in the UK are foreign owned, the
motor industry in Britain is more representative of that in the rest of the world than the other major centres
of vehicle making like the USA, Japan, Germany, France and Italy that have an indigenous industry.
Although the industry in the UK covers all the main segments of the car market and commercial vehicle
market, the fact that companies are foreign ownedmeans it faces the same challenge as the automotive sector
in most countries. They have to persuade international capital that they are worth investing in. So, bearing
this in mind, what of the position of the UK as a vehicle making centre? The ending of car making by
General Motors in the Vauxhall plant at Luton should not be taken as a sign of the total meltdown of the
motor industry in Britain. Clearly coming hot on the heels of BMW’s retreat from Rover, and the long
drawn out closure of Ford’s car assembly at Dagenham, this was one of a series of blows coming after a
decade of climbing production and record exports. However the particular problems of these companies
should not be translated into a general malaise. Even with a weak euro the UK can still be a good place to
make vehicles and to place new investment.

The closures by Ford and General Motors removed a capacity potential of 460,000 cars on a two-shift
basis. Even so, the expansion of Jaguar, Land Rover, Peugeot and BMW-MINI, together with the
consolidation of Rover, Honda, Toyota, and Nissan, and the continuation of Vauxhall (GM) production
on Merseyside, and the plans by VW for Bentley and BMW for Rolls Royce leaves enough productive
potential to comfortably make 2 million cars a year (Table 1). This potential can still be turned into reality.

The growth of output since 1991 was reversed in 2000-1 but 2002 saw a strong recovery that was sustained
in 2003 (Table 1). The really exciting thing was that potential standard capacity (which is about 85% of
absolute capacity) (Table 1) allows room for further growth—apotential which could be realised in 2005–08.

Table 1

Output (’000s) Potential Capacity1

1997 1999 2001 2002 2003 2004

MG Rover 395 226 163 147 133 200
Ford 302 255 73 13 — —
PAG (Ford) 151 241 263 280 374 400
General Motors 285 339 194 137 134 200
Peugeot 85 163 186 198 207 230
Nissan 272 271 296 297 332 450
Toyota 105 179 155 212 211 250
Honda 108 114 113 177 185 250
MINI (BMW) — — 41 160 175 180
Others 10 11 9 9 9 20

Total 1,713 1,799 1,493 1,628 1,657 2,180

1 At standard capacity: ie, sustainable annual capacity on which overhead costs are allocated.
2 Figures may not add up due to rounding.

Output in 2003 of over 1.65 million was not too dissimilar to the 1.7 million achieved in 1997. A
comparison of the two years shows the robustness of the “new” motor industry in the UK. In 1997, Ford,
General Motors and Rover made 979,000 cars but by 2003 this had fallen to under 270,000. However, the
decline of Rover and the closure of Luton and Dagenham has been fully compensated elsewhere. The huge
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growth in Premier Automotive Group output at Jaguar and Land Rover confirms Ford’s continuing
commitment to UK car production, whilst the growth at Peugeot, MINI, Toyota, Honda and Nissan is
equally noteworthy. This recovery in output seems set to continue.

The high levels of productivity attained in the UK’s Japanese car plants (Table 2) together with the
substantial improvements elsewhere go much of the way to dealing with the euro-pound exchange rate and
variations against currencies such as the US dollar and yen. This is important for the UK quality car sector
given its reliance on the US market. The German reaction to a similar dependence is to manufacture in the
USA. This lesson has not been lost on the volume makers, with Honda taking commendably quick action
to re-orientate export sales and Toyota increasing volume to spread costs. In addition, and this is where the
real threat lies to automotive employment, vehicle makers can give themselves a built-in hedge against
currency re-alignment by reducing the British content of their British output and sourcing supplies abroad.
In the recent past, the total UK content by value, of GM’s UK production, including labour and overheads
costs as well as components and materials, was only about 55–58%. However, the new Vectra made at
Ellesmere Port now has an even smaller UK content of 45%. A UK-assembled Peugeot is around 51%
British by value added. Honda is reducing its component sourcing from 70% British to 50% which in hard
cash means the annual loss of £80 million of expenditures in the UK supply chain. Such a strategy can
preserve jobs in the UK vehicle plants but at the cost of job losses in the component and supply
infrastructure, including of course steel plants. However if foreign sourcing goes too far and the pound
depreciates then such a policy can backfire. If production is moved abroad totally then similar diYculties
result. In the latter regard the change in the pound-to-euro rate has badly aVected Ford.

Table 2

LEADING PLANT PRODUCTIVITY IN EUROPE (VEHICLES PER EMPLOYEE) 2000

Rank in Europe Company Plant Performance

1 Nissan UK Sunderland 101
2 Toyota UK Derby 86
3 Honda UK Swindon 83*
4 Ford Germany Saarlouis 81
5 GM Germany Eisenhach 81

* Underlying productivity. Actual was lower due to model changes, etc.

The problems facing the UK component sector are not all due to exchange rate issues, although these can
intensify them. The basic eYciency of too many component companies is insuYcient, the size of operations
is too small, investment in all areas has been deficient and of course commercial advantagemaymean buying
abroad. For instance, the reduction in the UK content of the new range of British built Leyland Daf trucks
from over 70% to 52% was due to Renault winning the contract to supply, against domestic competition,
the new vehicle’s cab on straight quality and specifications issues. The exchange rate was not a factor.
Therefore, it is important that the exchange rate is not used as an excuse to mask underlying problems.

Finally, competitiveness on the supply side of the equation is of little use, if unattractive and bland cars
are the result. This is the lesson the Japanese are having to learn: quality of build and outstanding production
per man is of little consequence if the cars are poorly received. Jaguar shows what is possible if attractive,
eYciently made cars are sold with no exchange rate problem. In short lean production may be a necessary
condition for commercial success and survival but it is not suYcient. The suYcient condition is the
utilisation of lean methodology together with suYcient volume to obtain economies of scale tomanufacture
desirable products.

The particular problem facing GM in Europe was overcapacity and they partly addressed this mainly by
closing Luton. But why Luton? Was it because of the pound, or the ease of closing plant in the UK or
particular problems with Luton? In essence it was the latter, as the exchange rate problem was contained
by the built-in hedge via foreign content. The plant was profitable and eYcient within its own limits, but it
was old, cramped, awkward and in the wrong regional location. At the same time GM had completed the
modernisation of its main German plant for Vectra production. However it was soon realised that due to
limited growth in the Vectra upper medium segment and increased competition, sales targets had to be
revised downwards. There was too much Vectra capacity and Luton became marginal because of the prior
modernisation in Germany. A crucial factor was that Luton was caught by timing: it had not been
modernised for the new Vectra and Vectra targets were reduced. So, Germany won out.

However, once such problems reveal themselves it is undoubtedly easier to close a plant in the UK than
in Belgium, Germany or Spain. Ironically the factors that are deployed to make the UK a good home for
inward investment, all the things that add up to a flexible unregulated and agile economy, are also those that
make it easy to leave. In the view of the economist there is free entry and exit. Clearly, if Luton had
overwhelming advantages over other plants, the “free” exit question would not have arisen, but where
matters are close to call it can become a factor.
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The real significance of the GM decision is not whether the UK is still a good place to make vehicles.
Rather it is the speed with which the multinational took action to address an overcapacity problem which
had dire implications for its European profitability. Ford took ten years to come to grips with the same issue,
GM took ten days. This was a wake-up call to Government and anyone else interested, that nothing can be
taken for granted about the future of UK manufacturing. This has injected huge uncertainty into the
equation, even if the UK remains a good home for vehicle making. In other words the market is a hard task
master and as theUK illustrates, the vehiclemakers will only invest where the prospects of a return are good.

Table 3

UK ENGINE MAKING FACILITY

Output 1999 Forecast Output 2005 UK Content

Ford (incl Jaguar) 650,000 1,950,000 Moderate
Land Rover 200,000 250,000 High
Rover MG 290,000 200,000 High
GM 120,000 Possibly 0 Low
Nissan 280,000 450,000 High
Honda 80,000 250,000 Moderate
Toyota 120,000 250,000 High
Perkins 300,000 300,000 Moderate
Cummins 30,000 30,000 Low
BMW — 400,000 Low
(i) Others (Tractors, construction

equipment, marine, generators, etc) 40,000 55,000 Moderate (average)
(ii) Other (car) 5,000

Total 2,115,000 4,135,000

Source: Professor D Garel Rhys, Centre for Automotive Industry Research, CardiV University
Business School.

This has manifested itself in the manufacture of automotive engines. The combination of capital intensive
techniques and plant eYciency has seen the UK become a major centre of engine manufacture with a
promising future (Table 3). However, nothing can ever be taken for granted and within a positive industry-
wide trend individual operations could still decline. This is probable as regards the GM engine plant in the
UK where global company-wide developments may make the UK facility redundant.

Also the closure of Dagenham and Luton should not be seen as supporting the hypothesis that the future
of car making in the UK will be based upon specialist cars with the demise of mass market products. The
eYciency of the three Japanese producers, the success of Peugeot’s operation and the refurbishment of
Vauxhall’s Ellesmere Port facility would suggest otherwise. In short, the UK, like Germany, can play host
to both specialist and mass market producers. If this were not so, then the future of the UK car industry
would rely on the Premier Automotive Group plus up to 20,000 vehicles a year made by the ultra specialist
operations of independents (eg, Morgan, TVR, etc) and large companies (Bentley (VW) and Rolls Royce
(BMW)). To call MG Rover and MINI specialist operations may be stretching the definition too far.

Commercial Vehicles

Until the late 1970s the UK had one of the strongest of the world commercial vehicle industries. Now this
is a pale shadow of its former self and has no chance of duplicating the resurgence of the UK car industry.
In international and, in some respects, domestic terms, the UK commercial vehicle industry is an also-ran.

Now the only significant part of the UK commercial vehicle industry is based upon light van production
mainly by GM, Ford and LDV. The remaining heavy truck production is by DAF (owned by the US
company Paccar, a very prosperous concern that in 2003 posted its 68th successive year of profits) in its
Lancashire plant. This also makes Foden trucks. In addition Dennis Eagle make emergency vehicles and
Optare and Transbus (formerly Dennis and Alexander) make buses and coaches.

In 2003 there were 282,000 light vans, 37,000 rigid trucks, 19,000 artics and 4,000 buses registered new in
the UK. Of these just over 65,000 light commercials up to 3.5 tonnes gross weight, 7,800 rigid trucks, 2,000
artics and 1,500 buses were made in the UK. Although 57% of light commercial vehicles are exported and
36% of rigid trucks, very little else is. This, together with the minor role of UK made CVs, other than light
ones, as import substitutes shows the reduced role of the UK commercial vehicle industry.

At the same time there is still a major CV supply infrastructure. Diesel engines are made by Cummins and
Perkins whilst bus and coach body builders add over 50% to the final value of foreign buses and coaches
sold in the UK. However, the supply sector is in decline as the foreign content of UKmade trucks and vans
increases. Only in the case of super specialist vehicles such as Oshkosh in Wales might some new additional
capacity appear.
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Conclusions

Although trading conditions in 2003 have been diYcult and competition was intense, the sales plans
of the companies involved a ramp-up of production in most of the UK car plants. This involved an
advance on a broad front for, like Germany, the UK has a major specialist car making capability to
add to the products made for the mass markets. The market for specialist products is growing
worldwide as people become wealthier and want something diVerent. This will underpin the growth
of not only Jaguar and Land Rover but also Aston Martin, Bentley, and Rolls Royce. Similarly, and
although in a quite diVerent segment, this will support the unprecedented rate of growth from zero of
MINI production.

At the same time 2003 saw an impressive performance by the mainstream producers in the UK. The
plants of Nissan, Toyota and Honda are the most productive in Europe, but now they have the
products to grab attention. The Japanese firms have learned the lesson that important as it is,
production excellence is not enough. They must make desirable cars. At the same time Peugeot
maintained a high level of production at its UK plant in an attempt to satisfy the excess demand for
its product. General Motors is keen to unlock the potential of its refurbished and flexible plant at
Ellesmere Port. MG Rover engaged in “holding the line” in 2003 awaiting its important new medium
class car for mid-2005 launch.

The UK will see its position as a manufacturer of speciality and mass market cars consolidated in
2003–05. The UK is an eYcient producer of all types of car. What the motor industry needs to do in
2004–05 is to increase its share of its home market to add to its excellent export record. The critical
mass of first-rate products emerging from the British car factories in 2004 might see it do that, but
the UK customers’ demand for variety and choice militates against. Also given the growth in market
segment the industry needs to make new superminis, and small medium people carriers like the
Renault Scenic. The bottom line is that the desire for consumer choice will make the position of
imports diYcult to undermine. As a result the position of UK car making will depend on the
continuing ability to export a huge proportion of production. This is a world where the UK customer
wants foreign made cars and foreigners want UK built cars in record numbers.

APPENDIX 10

Memorandum by the Society of Motor Manufacturers and Traders Limited

Executive Summary

1. The Society of Motor Manufacturers and Traders (SMMT) welcome the opportunity to submit
evidence to the Trade and Industry Select Committee inquiry into the UK Automotive Industry in 2004.

2. SMMT is the leading trade association for the UK motor industry. It represents some 600 member
companies ranging from vehicle manufacturers, component andmaterial suppliers to power train providers
and design engineers. The motor industry is an important sector of the UK economy. It generates a
manufacturing turnover approaching £45 billion and supports around 850,000 jobs.

3. The UK motor industry is committed to meeting the social and environmental challenges posed by
widespread vehicle ownership and use. It has made significant progress in addressing safety, air quality,
climate change and resource use issues. Vehicle manufacturers are working closely with their supply chains
to ensure that vehicles continue to oVer consumers choice and diversity.

4. The UK has enjoyed record levels of new vehicle registrations and production at UK plants has
increased. The prospects for the coming years are positive, although increased output will depend upon
economic growth in the major European markets. The UK is now a significant location for engine assembly
and planned investments will see volumes increase. This provides an important opportunity for the UK.

5. The UK motor industry recognises that it must continue to improve if it is to compete eVectively. It
is working with government on a number of important initiatives that are helping to create a strategic
advantage for the UK. SMMT Industry Forum is delivering leading edge productivity improvement to
companies in the automotive supply chain. It is also passing on the lessons learnt to other sectors. The newly
created Automotive Academy is helping ensure that current and future employees have the skills and
training they need to succeed in the modern motor industry. The Foresight Vehicle Programme is nowmore
closely linked to industry and focusing on the products and technologies that will be needed to meet future
safety and environmental challenges.

6. The UK motor industry operates in an intensely competitive global marketplace. The UK has
benefited from strong and stable economic growth, but government must continue to provide a tax and
regulatory environment that is attractive to international companies with production facilities across the
world.
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7. There is increasing competition between locations for new investment. It is essential that government
plays a more active role in promoting the UK to the global motor industry. There is concern that eVorts by
RDAs to encourage new investment are not suYciently co-ordinated. The competition is between the UK
and other countries not between diVerent regions. There should be a more targeted approach with RDAs
working within a broader national inward investment strategy.

8. The motor industry is under increasing pressure from national and European regulators to implement
a wide range of technical legislation. SMMT is anxious to ensure that legislation is developed with industry
and not imposed upon it. It would like to see independent impact assessments undertaken on all new EU
regulation before it is progressed and the EU Competitiveness Council given a more direct role in
scrutinising the economic impact of all proposals. When legislation is implemented in the UK, government
must ensure that the burdens imposed are no more onerous than those in other EU member states.

9. The automotive sector recognises that success in the futurewill depend upon new product development
and innovation. The sector has welcomed the introduction of R&D tax credits and is keen to work with
government on the implementation of the DTI Innovation Review. It will be important to develop further
initiatives to encourage greater investment in automotive research and development.

10. The newblock exemption regulations have been in place sinceOctober 2002. The new regime provides
opportunities for innovation and diversity within the distribution and servicing sector. Vehicle
manufacturers are committed to delivering choice, quality and value for money for consumers. There are
some concerns that the new regime is reducing choice in rural areas and that consolidation amongst dealer
groups may not produce the results envisaged by the European Commission.

An Overview of the UK Automotive Sector

11. Britain is the manufacturing base for 13 of the world’s leading volume car brands, has nine
commercial vehicle plants, is home to 17 of the world’s top 20 Tier 1 component suppliers and is the base
for 20 of the world’s leading automotive design engineering firms. Motor sport and specialist vehicles are
“niche” markets in which the UK is a world leader.

Vehicle manufacturing

12. The most productive car plant in Europe is Nissan’s Sunderland plant with Toyota’s Burnaston
facility in Derbyshire, Honda’s Swindon location and Peugeot’s Ryton plant all in the top half of Europe’s
automotive sites.6 Ford Motor Company has announced in recent weeks, that the Jaguar facility at
Halewood in Merseyside is their most productive site in the world. There have been investments made at
the manufacturing facilities at Vauxhall, Jaguar, Land Rover, Bentley, BMW and Nissan amongst others.
The UK also boasts the most productive commercial vehicle plant—the Leyland factory in Lancashire.

13. The automotive industry is an important part of the UK economy and is the second largest market
in Europe, behind Germany. The automotive manufacturing sector contributes around 1.1% of GDP, with
around £9 billion of added value, and represents 6.1% of UK manufacturing. More than half the products
made by UK automotive companies are exported—making it Britain’s biggest manufacturing exporter.

14. In 2003, UK production output rose 1.7% to 1,657,558 million units. The SMMT forecast for 2004
and 2005 is for 1.65 million units in both years. This is supported by recent investment bringing new vehicle
models to be produced at UK manufacturing sites.

15. The UK new car market rose to a record 2,579,050 units in 2003—a 0.6% increase on last year’s
previous high. The market substantially bettered expectations, thanks to a strong and stable economic
backdrop, especially amongst private buyers. This annual growth marks the third successive record market
and the 11th time volumes have risen in the past 12 years. Almost a million additional units have been added
to the market during this period.

16. The UK is now firmly established as Europe’s second largest market, and once again out-performed
Europe as a whole. In 2003 the EUmarket as a whole dropped below 14 million units for the first time since
1997. Of all the EU markets, only the UK and Spain saw increases in market size in 2003. The UK’s share
of the European market rose to 18.6%, up from 18.3% in 2002.

17. UK registrations are expected to be tempered by the expected pick-up in interest rates, which are
likely to lead to a cooling in consumer spending. It is forecast that 2.5 million new cars will be registered in
2004 with 2.45 million in 2005.

6 www.wmrc.com/press—release/20030708-1.pdf
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Commercial Vehicles

18. TheUKcommercial vehicle (CV) business includes some 40 vehiclemakers supplying vans and trucks
and trailers. These businesses are complemented by a wide range of often very small companies producing
bodywork for those vehicles.

19. Trucks are built as chassis cabs and need specialist bodywork or a trailer to carry a payload. No truck
makers also make trailers. Over 20 companies of varying sizes make commercial trailers here and over 1,000
companies produce CV bodywork. Some trailer makers body their own chassis and some sell chassis to
bodybuilders which sell completed trailers under their own brand.

20. Supporting the nine commercial vehicle manufacturers, imported vans and trucks play an important
part of the UKmarket. Domestic trailer makers probably take over half their market and UK bodybuilders
take over 80% of their market.

Engine manufacturing

21. The UK is a significant location for engine assembly in Western Europe. In volume terms car engine
manufacture is the most important, with GM, Ford, Toyota, Honda, BMW, Nissan, MGRover all having
a significant presence in the market. There are also specialist companies like TVR, Cosworth and Lotus and
well-established manufacturers of engines for oV-highway, non-automotive and heavy commercial vehicle
applications like Cummins, Perkins, Lister-Petter and Alstom.

22. The continuity of assembly at these sites and planned major developments by Ford and BMW will
continue to secure the UK’s future as a major force in engine manufacture and development to 2005 and
beyond. In 1995 it is estimated that the UK produced about 2.1 million car engines. Currently, that total
could be in the region of 2.3 million and by 2005, if the business context remains favourable, that could rise
to 3.5 million. The expansion envisaged by Ford at Dagenham is a key driver and could see it directly and
indirectly responsible for well over half of this total potential for car engine assembly.

23. This investment and forecast volume increases provides an important opportunity for the UK to
become the global centre for engine development and manufacture.

Supply Chain

24. In the automotive supply chain, there are estimated to be 7,000 manufacturing sites operating in the
UK. SMMT research suggests that there are approximately 2,000 companies where the majority of their
business is in the automotive sector. It is estimated that these companies provide some 140,000 jobs and had
a combined turnover of £12 billion. About 50% of these companies fall into the Small and Medium-sized
Enterprise (SME) category.

25. There are also companies who supply products such as rubber, plastics, tyres, electronic and electrical
components, prefabricated metal products into the automotive industry. SMMT estimates that these
companies have an automotive turnover of £3 billion and employ up to 50,000 people.

26. OYce of National Statistics data indicates that there has been a significant reduction in the number
of enterprises operating in this market, but that total employment has remained stable.

27. In February 2003, SMMTproduced a report into the automotive components sector. “Strengthening
the Supply Chain” outlines the sector and sets out a range of factors aVecting SMMTmembers. The report
is included as Appendix A of our submission.7

Competitiveness in a stable economy

28. The high value of the pound has been a challenge for vehicle exporters in recent years. However, the
weakening of sterling against the Euro has provided opportunities for manufacturers to enhance their
competitive advantage. In 2003, UK vehicle manufacturers produced 69.2% for the export market. Nearly
80% of those exports were within the Euro zone. The strength of the pound against the USDollar, however,
has caused some concern to those manufacturers who export to the US market.

29. One of the key issues of the economy and competitiveness of UK manufacturers continues to be the
uncertainty of future market movements. Whilst currency uncertainty is only one factor in investment
decisions, the delay in announcing a timetable to decide on the UK’s intentions of joining the Euro has not
allayed some of the fears. SMMT continues to call for the earliest possible clarity on this whichwould enable
manufacturers, as part of global enterprises, to secure continued investment in the UK.

30. The UK automotive industry has, for many years, been instrumental in helping itself to improve its
processes and the subsequent competitiveness. The formation of SMMT Industry Forum in 1996 saw the
start of collaboration between the major players in the industry, with world experts in manufacturing
process improvement and acknowledged practitioners in this subject.

7 Not printed. “Strengthening the Supply Chain” is also available at: www.smmt.co.uk/industryissues/competitiveness
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31. Since 1996, SMMT Industry Forum has worked with over 450 vehicle and components
manufacturers to improve performance, equip engineers with the tools and techniques of modern practices,
and to train engineers from a number of other sectors. The programmes oVered are practical, shop floor
based process improvement activities bringing about tangible, sustainable bottom-line results. In eVect, they
are the industry’s own dedicated resource for process improvement.

32. The linkage between skills, productivity, competitiveness and profitability is crucial to our achieving
the objective of prosperity for all. SMMT Industry Forum is now working very closely with the SEMTA,
the sector skills council, to ensure that a robust qualification system, capable of achieving upskilling in the
tools and techniques of improving productivity and competitiveness, is developed. To this end the Learning
& Skills Council has engaged IF to train a small number of NVQ Assessors throughout England to ensure
their confidence and competence to deliver a consistent standard of assessment. This programme of work
will feature strongly in the Sector Skills Agreement which SEMTAwill submit on behalf of the Automotive
Industry later this year.

Attracting and promoting inward investment

33. The automotive industry is a truly global business, and is intensively competitive. Historical national
loyalties have been replaced by company values whereby operations are based wherever the greatest
competitive gain can be achieved. Therefore measures which impinge on UK competitiveness have
immediate eVects on the prospects of UK based operations and the likelihood of attracting further
investment.

34. It is essential that the UK Government plays a more active role in promoting the UK to the global
automotive industry. In recent years, both the Prime Minister and the Secretary of State for Trade and
Industry have given high profile support for the sector. A continued high profile by ministers and civil
servants will help to reinforce government’s eVorts to encourage automotive investment in the UK. The
Sunday Times Motor Show Live provides a welcome opportunity for Government to support the UK
automotive sector.

35. The industry was pleased to see Government recognising the importance of manufacturing when it
published its Manufacturing Strategy setting out the key factors guiding its approach. This Strategy
supported the earlier report and recommendations of the Automotive Innovation and Growth Team
(AIGT).8

36. The AIGTwas the first of a series of innovation and growth teams established by the DTI. The AIGT
drew on the expertise of all major stakeholders to identify the key issues shaping the future of the industry
and how the UK can best respond to the competitive challenges which it will face.

Industry Concerns

Regulation

37. The motor industry has implemented a range of regulation in recent years, covering final product,
manufacturing processes, marketing and sales as well as business regulation. The majority of it has
originated at a European level and then been implemented by UK Government. The regulatory burden
borne by a sector should be proportionate and fair. SMMT feels that there are instances where the UK
automotive industry is more strongly regulated than other Member States and this is concerning. The
industry would like to see independent impact assessments undertaken on all new EU regulation before it
is progressed and the EU Competitiveness Council given a more direct role in scrutinising the economic
impact of all proposals.

38. As implied above, the range of regulatorymeasures and other standards that the motor industry must
comply with is increasingly diverse. Steps to develop cleaner and more eYcient vehicles in order to reduce
emissions levels and improve air quality are being taken alongside safety improvements in vehicles which
increase the vehicle’s weight and consequently, its fuel consumption.

39. SMMT welcomes both the establishment of the Better Regulation Taskforce and Government’s
recently published Revised Regulatory Reform Action Plan as positive signals of Government’s
commitment to providing a good business environment here in the UK. The motor industry has experience
of being aVected by over-complicated regulation in past, for example, on the issue of the End of Life Vehicles
Directive. Industry hopes to see continued evidence of this commitment to regulating with a “light-touch”.
Industry representatives and civil servants from across government regularly meet to review forthcoming
European legislation. These regular meetings, as well as better cross governmental awareness of the sector,
have started to deliver a “no surprise” culture.

8 AIGT information can be found at: www.autoindustry.co.uk/automotive—unit/aigt/
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40. SMMT would like to highlight the problems of early implementation, over-zealous implementation
and “gold-plating” of EU legislation here in the UK. In terms of early implementation, the Solvent
Emissions Directive is to be implemented well ahead of the deadline laid down by EU rules thereby
potentially putting the UK at a competitive disadvantage in the interim period.

41. The UK’s National Allocation Plan for the EU Emissions Trading Scheme will seek emissions
reduction levels in excess of that demanded by the UK’s Kyoto commitment. While the commitment to
addressing climate change is admirable, the eVect of this decision on the competitiveness, especially of the
UK manufacturing sector, is concerning.

42. There is a need for the European Commission and the UK Government to be more vigilant in
ensuring a more uniform implementation of EU legislation so that UK businesses are not disadvantaged as
a result of incomplete or non-implementation in other Member States.

43. As the EU expands later this year, its decision-making is set to becomemore protracted. SMMT feels
therefore, that the extension of voluntary codes and agreements as an alternative to regulation should be
supported by UK Government as a way of allowing businesses more flexibility while at the same time
achieving changes more speedily.

44. SMMT is pleased to see the formation of a new European de-regulation initiative. It is suggested that
cutting red tape in Europe could raise EU output by as much as 7%, and increase productivity by up to 3%.9

Involvement by industry in the deregulation process, as well as in the formation of new regulation, is vital
if the competitive benefits are to be achieved.

Skills and Training

45. The automotive industry takes skills, training andworkforce development extremely seriously.While
the industry itself is taking steps to address this matter, government support and initiatives are also valuable
and necessary.

46. SMMT member companies report diYculties in filling vacancies due to a lack of suitably qualified
candidates. These shortages include engineering graduates and technician grade candidates. SMMT feels
that reforms to the UK system of higher education should not result in young people being deterred from
pursuing longer and potentially more expensive courses, such as science and engineering. More vocational
elements in the curriculum such as the incorporation of work experience placements would be supported.
The outcomes of the Tomlinson review into 14–19 education may go some way in addressing these concerns
at school level.

47. SMMT welcomes the formation of Employer Training Pilots and hopes that nationwide extension
will be achieved as soon as possible so that businesses and employees in all areas can benefit from this
valuable scheme. Instilling a culture of lifelong learning is essential for the long term health of the UK
economy and is particularly important for a sector such as automotive, in which technologies and processes
are constantly being updated.

48. The Sunday Times Motor Show Live will feature a Career’s Day to present the full range of careers
that the industry has to oVer. The target audience for these activities will also include thosewho advise young
people on careers. SMMT is inviting Connexions advisors and schools careers staV to the Show to see the
modern industry for themselves. SMMT feels strongly that the perception of the manufacturing sector is
often inaccurate and hopes that careers activities at Motor Show Live will go some way to amending these
perceptions.

Automotive Academy

49. The newly formed Automotive Academy is a positive example of industry working alongside
government to enhance the skills base of the sector.

50. One of the direct recommendations of the Automotive Innovation and Growth Team, the
Automotive Academy is a unique organisation designed to enhance the skills of Britain’s motor industry,
its productivity and competitiveness. The Academy will develop a national approach to training in the
industry and to kite-mark approved courses, providers and assessors.

51. TheAcademyhas been createdwith the backing of £15million ofGovernment funds. It operates from
a central administrative hub at the Birmingham Business Park, with delivery spokes being formed in
Scotland, Wales, Northern Ireland and the nine English regions. The first of the regional spokes in theWest
Midlands and the North East have begun operations.

52. The Academy will promote skills improvements at all levels, from shop floor, right through to the
boardroom, encompassing technical, leadership, management and support programmes. It will review
training needs with the industry before examining existing training material which it will then either endorse
or suggest modifications.

9 “When leaner isn’t meaner: Measuring Benefits and Spillovers of Greater Competition in Europe”, IMF, 2003.
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Research and Development

53. R&D levels in the UK are still worryingly low. Gross domestic expenditure on R&D in the UK is
below that of our main competitors and has not risen in recent years. European figures show that R&D
expenditure in the UK has been declining since 1994. Expenditure for 2002 was 1.84% of GDP, compared
with an estimated figure of 1.99% for the EU 15 average and 2.67% for the United States. Currently the US
spends 1.5% of GDP on research in contrast to the 0.76% predicted to be spent by the EU of 25 following
enlargement.

54. The Pre Budget Report contained a number of examples of the kind of measures that the motor
industry would like to see more of in order to support and stimulate R&D. These include R&D tax credits
whichwill exempt diesel fuel when used in research applications and theAlternative Fuels Frameworkwhich
gives more long-term certainty to companies investing in future fuels research. The new draft definition of
R&D and the extension of the SME qualifying thresholds were also welcomed.

55. The industry has developed extensive working relationships with UK academia to enhance R&D
levels. The recent report into the links betweenUK business and academia (Lambert Review) and the DTI’s
Innovation Review all bring forward the need for us to further the good work the industry is already
participating in. SMMT is keen to work with government on the implementation of the Innovation Review.

Centres of Excellence

56. The AIGT report recommended that two Centres for Automotive Excellence be established to
develop research and development on low carbon and fuel cell technologies and on transport telematics and
technologies for sustainable mobility.

57. The Centre for Low Carbon Technologies is a priority issue for the Low Carbon Vehicle Partnership
(LowCVP) who are advising on the implementation process and engaging industry with the outputs. The
LowCVP R&D Working Group has been developing the business case and a functional specification for
the Centre.

58. The Centre of Excellence on Transport Telematics and Technologies is being shaped by a core group
of stakeholders. It will be a strategic ITS resource at the heart of the UK’s eVort to ensure that the
automotive industry is globally competitive, to ensure that the UK supply base is globally competitive and
to support sustainable mobility.

59. The Centres will identify gaps in existing knowledge and practice, establish integrated solutions,
demonstrate how existing technology and knowledge can be industrialised, identify and bring in new
players, and become leading knowledge transfer bodies for the automotive and supply base industries.

Foresight Vehicle Programme

60. Foresight Vehicle is a UK Government initiative set up to identify and fund appropriate research
projects and through collaboration projects between academia and industry, develop and demonstrate
appropriate product and process technologies for use in road transport for the future. Launched in 1995,
the programme has involved nearly 100 projects, of which 35 are still live. Over 400 participating
organisations have been involved, with the total value spent on the programme approaching £100 million.

61. Over £40 million of Government funding has already beenmade available with industry contributing
the remainder to a total of approximately £100 million. Foresight Vehicle is currently investigating ways of
securing new innovation funding through the DTI.

62. In 2003, SMMT took over the management of the programme which was formerly carried out by the
National Engineering Laboratory (N E L).

63. In 2002, Foresight produced a Technology Roadmap10 in order to identify technology and research
themes for road transport, with the aim of supporting UK industry in the globally competitive market for
transport products and to provide sustainable mobility for UK citizens.

Regional Government

64. The English regions are helping to attract overseas investment and supporting those incoming
companies, and SMMT is pleased that they are now better funded. However, there is a need formore central
co-ordination of activities. The current lack of coordination is leading to duplication of eVort by oYcials in
diVerent regions and industry, and causes diVerent regions to be in direct competition for automotive
investment. The competition is between the UK and other countries not between diVerent regions. There
should be a more targeted approach with RDAs working within a broader national inward investment
strategy.

10 Foresight Vehicle Technology Road Map: www.foresightvehicle.org.uk/info–/FV/init01–trm.pdf
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65. Productivity improvement eVorts need to be nationally coordinated even though they are
subsequently implemented regionally. An example of positive coordination within the regions can be seen
through theNorth East Productivity Alliance which has seen theRDA,GovernmentOYce, universities and
industry collaborating in a unique programme focussing on people and skills, new technologies and best
practice dissemination. These activities need to be replicated nationally to ensure that duplication of eVort
is reduced.

Access to Support Programmes

66. The automotive industry in the UKhas benefited from a wide range of support from the government.
Automotive manufacturers throughout the industry have taken advantage of European selective assistance
support down to local levels of support oVered by Business Links, Learning and Skills Councils and
respective Regional Development Agencies. In between these two extreme levels, the industry has benefited
from financial and non-financial support oVered by central government.

67. The various governmental institutions all oVer a wide range of business support programmes. The
experience of those in the automotive sector suggests that these can be diYcult to access and information
on the full scope of the services oVered is diYcult to find. Multiple qualification criteria, diVerent access
arrangements, a lack of easily available guidance and knowledgeable staV administering the schemes also
present significant barriers to the take-up of schemes. A single entry point that would provide expert advice
and guidance for automotive companies would help to maximise the benefits of these schemes.

Trade Concerns

68. As a global business, the automotive industry favours trade facilitation measures. However, in
relation to the World Trade Organisation (WTO), reductions in customs tariVs must be matched by the
elimination of non-trade barriers (quotas, local testing and certification regulations, limiting distribution
channels etc) if the competitive edge is to be maintained.

69. The industry has called for an elimination of “nuisance” tariVs (below 2%) on components which
currently create added bureaucracy for members, often outweighing the perceived outcomes of the
programme.

70. The industry is supportive of global free trade, but there is increasing concern that the WTO
negotiations fail to deliver trade liberalisation which would help global manufacturing companies. The “big
conference approach” has become a target for protest groups and political posturing, whereas bilateral
agreements (such as that between the EU and Mexico) deliver fast, eYcient results to the benefit of the
industry.

71. SMMTmember companies feel that theWTOdispute settlement process is slow and costly.Members
have had to spend considerable resources building cases, without any certainty that the issue will ever be
settled.

72. In encouraging overseas investment in the UK, SMMT and its members have welcomed the new
sectoral approach adopted byUKTrade& Investment. This is a step forward that has benefited the industry
and helps to ease some cross-governmental issues. There is a need for the new sectoral teams to be staVed
at a senior level in order to give the new structure suitable credibility when dealing with government
postings. There must also be a renewed focus on supporting medium to large sized firms as well as SMEs
and new exporters.

Uncertainty in Alternative Fuels Support

73. The recent uncertainty created by the exhaustion of grant funding for TransportEnergy programmes,
which provides purchase incentives for cleaner vehicles and technologies, has caused considerable concern.
It is essential that these well supported programmes are adequately funded and that they prioritise the
cleanest and most environmentally beneficial technologies. The Society hopes that government moves
quickly to provide greater certainty for consumers, fleet managers and manufacturers. In particular the
programmes should be based on clear environmental criteria and be available to all qualifying technologies.

Accessibility Regulations for Bus and CoachManufacturers

74. The Public Service Vehicles Accessibility Regulations 2000 set target dates in 2014 and 2016, after
which all buses used on local services have to be wheelchair accessible. Under the current system, operators
buy new vehicles when they can make a commercial case for doing so, not according to a pre-determined
replacement rate. This results in peaks and troughs in purchases.
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75. On the “straight line” replacement basis, which SMMT has to use as its basic model, purchases of
new buses are already being identified as insuYcient to allow the accessibility deadlines to be met.
Manufacturers and importers alike predict a purchasing peak from around 2011 and are concerned that
there will be insuYcient capacity to allow demand to be met. Government action or guidance to encourage
a more consistent investment by operators and/or for manufacturers is needed if vehicles to make these
regulations successful are to be available.

76. The Department for Transport have indicated their intention to apply accessibility regulations to
coaches used on touring and leisure services (as opposed to the National Express or “Oxford Tube”-type
services). Discussions are at a very early stage, but manufacturers have already highlighted concerns about
the eVects on vehicle design and, hence, on the acceptability of vehicles.Members have expressed very strong
concern that accessibility requirements for smaller coaches (less than 22 seats) have implications for the UK
manufacturer of such vehicles.

Digital Tachographs

77. Bus, coach and commercial vehicle manufacturers are very concerned about the introduction of
digital tachographs. There is a severe concern that the legislation is still due to be implemented in 5 August
2004 despite the lack of compliant equipment which will enable users and manufacturers to incorporate the
technology into product lines. This is an example of technical legislation that was passed without the full
involvement of industry at the earliest stages of discussion. SMMThas urged government to push for a delay
in the implementation of this legislation to allow suitable technology to be identified.

78. Delays in the introduction of a UK scheme for national type approval of buses and coaches are
hindering the industry’s ability to adapt its procedures to the needs of the EUWhole Vehicle Type Approval
system. Progress on the UK scheme is imperative in SMMT’s view.

Vehicle Sales, Distribution, Servicing and Customer Support

79. Vehicle manufacturers operating in the UK market are clearly focused on delivering choice, quality
and value for money to consumers. There have been a number of significant developments during the last
few years and these will continue to influence competition, service and value into the future.

Block Exemption Regulation

80. Supply, distribution and servicing agreements within the car industry have benefited from a block
exemption fromEU competition rules since 1985. The EuropeanCommission agreed on new rules to reform
theMotor Vehicle Block Exemption in July 2002, but with a one year transition period to allow the industry
to implement the necessary changes. The new regulation “Distribution and Servicing of Motor Vehicles in
the European Union” came into force on 1 October 2002. The European Commission claimed that the
revised regulation was designed to open up the sales and repairs of cars to increased competition and reduce
restrictions imposed on dealers and repairers.

81. The Block Exemption Regulation is now a permissive, rather than a proscriptive, piece of legislation,
allowing companies that operate in the franchised and independent sectors of the market, greater
opportunities to identify and exploit new developments.

82. In the CV market, multi-franchise dealers, handling and both sales and after-sales service, has meant
that the Block Exemption changes have done little more than codify existing custom and practice in UK
commercial vehicle sales, distribution and aftermarket arrangements.

83. Since the introduction of the new regulations, the industry has become aware that small retail dealers
oVering service and choice for rural customers are leaving the industry. We are also beginning to see
potential consolidation of large dealers which could also reduce choice for customers within regions. Such
points were all raised by SMMT during negations with the European Commission.

Car Pricing

84. According to OYce of National Statistics data the price of new cars fell by 2.9% in 2000, by 4.4% in
2001 and by 0.8% in 2002. In 2003 they reported a 0.8% increase in prices, the first rise since 1998. There are
a variety of other sources of car price information all confirming the significant year-on-year reductions in
car prices since the late 1990s.
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85. The European Commission prepares a twice yearly report comparing vehicle prices in diVerent EU
member states. The most recent highlighted the gradual harmonisation of European car prices, but also the
considerable diVerences that existed between some markets. The UK has now become one of the cheaper
markets in Europe, which reflects the substantial change in the Euro/Sterling exchange rate.

SMMT New Car Code

86. The OFT has established a Consumer Codes Approval Scheme to promote consumer codes of
practice that meet demanding core criteria. These are aimed at safeguarding the interests of consumers and
cover the organisation of the code sponsor, the preparation and content of the code, complaints handling,
monitoring, compliance and publicity.

87. SMMT is close to finalising OFT approval for its New Car Code. This sets out standards that all
manufacturers will comply with regarding new car sales; the terms and operation of car manufacturer
warranties, the availability of replacement parts, repairs and servicing, advertising and complaints
handling.

88. The SMMT has operated a consumer code of practice since 1976. This had been jointly operated by
SMMT, the Retail Motor Industry Federation (RMI) and the ScottishMotor Agents Association (SMTA).
The new OFT approval scheme requires a more rigorous approach to compliance, which includes regular
monitoring and appropriate penalties for those that consistently fail to deliver on the code’s promises to
consumers.

Repair and Service

89. In August 2000 the OFT published a report into car servicing and repair. This recommended the
setting up of a taskforce to address concerns about the quality and reliability of the services oVered by
franchised and independent garages. In September 2001 the DTI published the task force’s report, which
focused on the establishment of a voluntary code of practice and led to the publication of guidance for
consumers.

90. In 2003 theRetailMotor Industry Federation, with support from theDTI, vehiclemanufacturers and
other motor industry trade bodies, announced their intention to launch a revised and strengthened code of
practice for all companies involved in the service and repair of motor vehicles. The scheme, “CarWise”, is
due to be formally launched with OFT approval later this year.

New Car Warranties

91. In July 2003 the OFT launched a study into warranties for new cars. The study focussed on how
competition in car servicing was aVected by restrictions on where cars could be serviced during the warranty
term. In December 2003 they published a report recommending that manufacturers and dealers should
improve the advice provided to consumers on their options for servicing new and nearly-new cars and their
statutory rights. In addition manufacturers and dealers were asked to remove servicing restrictions from
their new car warranties.

92. In response vehicle manufacturers have provided assurance to the OFT that those operating
restrictions will remove them. The information on warranties contained in the SMMT New Car Code will
be made widely available to consumers.

93. The sales, servicing and repair of motor vehicles have been the subject of significant scrutiny and
analysis by the Government and competition authorities in recent years. The industry has responded
positively to all the concerns that have been raised and sought to demonstrate their commitment to
delivering value for money to consumers.

February 2004

APPENDIX 11

Supplementary memorandum by the Society of Motor Manufacturers and Traders Limited

When SMMT gave evidence to the Trade and Industry Committee it was indicated that further input on
areas where Government could improve its support for the automotive sector would be welcome. In its
evidence SMMThighlighted the impact of regulation, the need to domore to encourage investment in R&D
and for Government to do more to promote the UK to global automotive companies. We believe there are
some specific actions that could be taken to make progress in these areas.
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Regulation

The automotive industry is one of the key contributors to UK and European competitiveness.
However, the current economic environment is particularly challenging and there is a strong need to
promote a better regulatory environment. This was the main focus of a recent meeting between the
European Automobile Manufacturers Association (ACEA) and the President of the European
Commission, Romano Prodi.

SMMT would urge the UK Government to increase pressure on the European Commission to
conduct more rigorous and independent assessments of the impact of regulatory changes at the earliest
stages of their development. This should specifically examine any impact on competitiveness and should
be linked to a stronger and more formal scrutiny role for the Competitiveness Council.

The DTI Automotive Unit leads a cross-departmental initiative to identify areas where new or
enhanced regulations are being developed by the European Commission and UK Government that
impact on our sector. This approach needs to become embedded and systemised within the culture of
government oYcials so that there is greater transparency in the policy making process. It should be the
norm for Government to have discussed the aims and objectives of new initiatives with industry, before
supporting the development of proposals in European level working groups.

Support for R&D

The future success of UK manufacturing, particularly amongst companies in the automotive supply
chain, will depend on their ability to develop new products and innovative solutions for global vehicle
manufacturers. The key to lifting R&D spending in the private sector lies not only in carefully targeted
financial and fiscal policy measures, but in adopting “holistic” measures spanning areas as diverse as
education, public procurement and competition.

It is essential that there is a sustained increase in R&D expenditure. SMMT would like to ensure that
the two centres of excellence recommended by the Automotive Innovation and Growth Team are up
and running as soon as possible. The Foresight Vehicle Programme has been very successful and it is
important that this valuable programme continues to be adequately funded.

Major sources of funding for R&D are the European framework programmes, but UK companies
have not tended to fare well in accessing these funds. This is because of the complex and time-consuming
process involved and the requirement of a good understanding of how the system works. Foresight
Vehicle is working with the DTI and the Framework 6 National Contact Point for Sustainable Surface
Transport to examine ways to help companies, particularly the smaller ones, and guide them through
these processes.

The Government has put in place a number of programmes to support R&D and demonstration
projects, it has also introduced R&D tax credits. Despite this there is still a relatively low level of
awareness of what is available and how to access it. TheDTI should develop, with SMMT and Foresight
Vehicle, a strategy to increase awareness and provide advice and support for automotive companies so
that they can maximise the benefit of these existing schemes.

Promoting UK Automotive

UKministers need to recognise that they can have a very significant influence on investment decisions
by engaging directly with the senior figures in the global automotive industry, especially the UK
representatives of those large investors. The involvement and support of ministers for automotive
events and activities provides a clear signal to the sector of the Government’s commitment. The more
that can be done to raise the profile of the sector the easier it will be to attract new investment. The
British International Motor Show at the NEC provides an ideal opportunity for ministers to
demonstrate their support and commitment to the sector. SMMT would hope that the Trade and
Industry Committee would endorse the view that senior members of the UKGovernment should attend.

Euro Pricing

SMMT is aware that an issue about the purchasing practices of vehicle manufacturers was raised by
the Committee by other witnesses. The Society understands that some vehicle manufacturers require
suppliers to invoice in Euros and others allow them to choose either sterling or Euros. Policies adopted
will vary from company to company and depend on its own currency and risk strategies.

Christopher Macgowan
Chief Executive

15 March 2004
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APPENDIX 12

Memorandum by Toyota

1. Background

1.1 Toyota is the world’s third largest automobile manufacturer, producing over six million vehicles each
year—equivalent to one every six seconds. Toyota vehicles are manufactured in 58 plants in 27 countries
and marketed in over 160 countries.

1.2 Toyota’s philosophy has always been to produce the right car at the right place at the right time and
so contribute to the societies in which we operate. This policy of “localisation” means that R&D, design,
manufacturing and sales are established as close as practical to various global markets. To meet the
increasing demand for Toyota vehicles in Europe, Toyota has gradually been expanding its presence within
the market. Starting with the UK at Burnaston in 1992, Toyota now also produces vehicles in France and
Turkey and has a joint venture with PSA Peugeot Citroen in the Czech Republic which is due to commence
production in 2005. In addition, we have engine plants in Deeside and Poland as well as a separate
transmission plant in Poland.

1.3 Toyota’sUKmanufacturing operations are the responsibility of ToyotaMotorManufacturing (UK)
Ltd (TMUK). To date over £1.7 billion has been invested into the UK car and engine manufacturing
facilities in Burnaston and Deeside. Burnaston produces two models; the Corolla and the Avensis. The
Avensis is exclusively produced here in the UK. Production levels for 2003 were 213,500 vehicles, up on
expectations, and 400,000 engines and CKD parts. Since start of production in 1992 TMUK has built over
1.5 million vehicles and over 1.5 million engines. 80% of vehicles produced in the UK are exported,
predominantly to the rest of Europe, adding some £460 million to the UK’s balance of payments. In 2003,
the Avensis became the first European produced Toyota vehicle to be exported to Japan where it is on sale
nationwide.

1.4 Toyota (GB) PLC is the importer and distributor for Toyota and Lexus vehicles in the UK and is
responsible for sales, marketing, after-sales and customer satisfaction. Sales are managed by a network of
around 200 Toyota retail centres and 50 dedicated Lexus centres. We oVer the UK’s widest product range
comprising 14 diVerent Toyota vehicles as well as six Lexus models. Around 133,500 of our vehicles were
sold in the UK in 2003 giving a market share of 4.6%.

1.5 Toyota has a philosophy of being a good corporate citizen wherever in the world we operate. It is a
responsibility we take very seriously as we recognise the benefits such assistance can make to organisations
and to people’s lives. Given the nature of our business we tend to focus our support on issues relating to the
environment and safety especially where children are concerned. Over the past year in the UK this policy
has resulted in support for initiatives organised by the British Red Cross, The Children’s Trust and a variety
of local community projects.

1.6 Toyota’s commitment to the UK is therefore very strong but this must be sustainable. As a global
business Toyota in the UK needs to be able to compete with businesses across the euro zone (including new
entrants). The perceived advantages of investing in the UK have gradually eroded impacting upon our
competitiveness and we believe this is due to three key elements:

(1) Macro economic factors notably the fluctuations of exchange rates plus government intervention
in the UK market.

(2) Lack of policy consistency or a holistic approach to the sector.

(3) Diminishing skills and supplier base in the UK.

This submission focuses upon the impact of these factors upon Toyota’s ability to do business in the UK
but also looks at the ways Toyota is adapting and investing in future technology.

2. Macro Economic Factors and Government Intervention

2.1 By the end of 2003, Toyota had enjoyed 11 consecutive years of growth in terms of sales in the UK.
This remarkable run of success has contrasted with the fortunes of our manufacturing operations. Despite
increasing demand and an operation which is one of the most eYcient in Europe, the company has faced
considerable challenges and has lost a cumulative £722m since production started in 1992.

2.2 Toyota chose to establish itself in the UK for a number of reasons notably the UK’s long tradition
of engineering and vehicle manufacturing; experienced supplier base; skilled work force and a good
communications infrastructure. However many of these attributes have been eroded. At the same time the
cumulative impact of regulation from the UK and European institutions has impacted upon our business
plus we have suVered due to the historic strength of Sterling against other European currencies, most
obviously, the Euro.

2.3 In the last two financial years for which accounts have been filed, TMUK has lost a cumulative £270
million. To counteract diYcult operating conditions, Toyota has instigated a series of measures. These have
been described as a “survival plan” and include:
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— Removing cost from the operation—a target of 30% reduction in overheads has been set and
largely accomplished. This has not been achieved by “squeezing suppliers” as such a tactic
invariably means a drop in quality. Instead, we have been taking costs out of operations,
improving eYciency andworkingwith suppliers to improve their productivity and quality. Indeed,
Toyota has long workedwith its suppliers to ensure the quality standards are met. This philosophy
has been taken up by the Industry Forum and we remain very supportive of this Industry/
Government initiative.

— Requiring suppliers to invoice in Euros—this has helped us oVset some of the exposure to the Euro
and—in combination with other measures—negated the need to hedge against currency
fluctuations. It should be stressed, however, that this measure does not totally remove our
exposure and, given the increasingly multi-national nature of the supply base in the UK, has been
a move which our suppliers have been happy to meet.

— Improving production processes—The essence of the Toyota Production System (TPS) is “kaizen”
or continuous improvement. This is ingrained in all our members. The onus is on them to identify
ways in which the system can be improved still further—not by additional investment but by
improving process. This has—and will continue to deliver—improvement in the operational
eYciency of TMUK.

— Amore favourable exchange rate—the recent increase in the value of the Euro versus Sterling has
helped, given that 80% of our vehicles are exported to Europe. Although not at the optimum level
for exporters (somewhere around 1.38 Euros to the pound) its increase in value has helped.

2.4 However, the “survival plan” invariably focuses on maximising the utilisation of fixed assets and
therefore reducing fixed costs per vehicle. InMay 2003, we announced our intention to move to a three-shift
pattern at the Burnaston plant in 2004 (Deeside already operates on three shifts) and we are confident we
will do so. This will have a significant and positive impact upon employment and production at Burnaston.
We are currently putting in place the necessary preparations. This is a considerable logistical exercise, the
complexity of which should not be underestimated. For theUK, TMUK’smove to three shifts has a number
of benefits; first, the increased production will largely be exported adding further to Toyota’s contribution
to the UK’s balance of payments; secondly, this increased production will have “multiplier eVects” boosting
the supply industry, the local economy and, finally, will create up to 1,000 additional jobs at TMUK alone.

2.5 Toyota currently employs over 5,500 people directly in the UK and many more when one adds in
the jobs created at retail centres, suppliers, and other related industries. Despite the challenging economic
conditions we have maintained our commitment to our staV or “members”. The relationship between
members and management is one of the strengths of the “Toyota Production System”. Through the Toyota
Management Advisory Board (TMAB) process we have a robust forum in which issues such as the Annual
Salary review can be discussed and actions agreed which will be supported by all members.

2.6 Our track record on industrial relations is excellent and is a tribute to the process and the good
working relationship with our members and the Amicus Union. Our members have shown exceptional
flexibility over the past two years as we have had two model changes in quick succession. This places
enormous strain on management and members alike but has been achieved whilst actually raising levels of
quality. Having to recruit up to 1,000 new members could have caused diYculties but our experience is that
we remain an attractive employer in the region and beyond.

2.7 Our attractiveness as an employer is, we believe, because we oVer a commitment to our members.We
continue to oVer a final salary pension (for those who stay with the company over five years). This we believe
is a tangible benefit that we are keen to maintain. However, we have some concerns over the proposed
Pensions Protection Fund.Whilst we applaud its objectives and the need to safeguard final salary pensioners
whose employers have gone out of business, wewould need to consider the details of the proposals as it could
have the potential to undermine well-managed pension schemes in order to safeguard those who failed to
invest or lacked the foresight to do so. This could act to accelerate the move away from final salary schemes.

2.8 Toyota is committed to long-term employment and therefore we aim to maintain permanent
employment levels despite inevitable changes in production and model cycles. To do this, however, requires
a certain degree of labour market flexibility. At Toyota in the UK we employ temporary staV, when
necessary, which allows us the opportunity to react to changes in demand andmodel cycles.We are therefore
pleased that the UK Government has opposed EU proposals to reduce qualifying time for equivalent
permanent terms and conditions as this would place manufacturing in the UK at a competitive
disadvantage. This issue may return and so therefore we urge the UK Government to continue to oppose
these proposals.

2.9 Another key element of flexibility is the Working Time Directive opt out. Although used sparingly,
we firmly believe that this should remain optional for all employees. However this option is essential for
us in order to maintain our commitment to our permanent members throughout variations of model and
production cycles. TMUK exemplified as best practice in a recent CBI study urges the UK Government to
oppose any abolition of the UK opt out.

2.10 However we find that our prudent and responsible approach has not beenmatched across the sector.
We do not believe that it is fair or competitive for companies that do not takemeasures to adapt to economic
changes to be supported by government grants. Government grants to individual operators of significant
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sums undermine fairness and Government commitment to competitiveness and the “level playing field” for
all operators. We therefore welcome the overall findings of the Public Accounts Committee that recently
suggested that Regional Selective Assistance (RSA) grants were not achieving the benefits expected and
instead having some negative eVects. Toyota did not choose to invest in the UK because of government
enticement and we continue to invest without such financial support. We therefore argue that the success
of the UK automotive sector depends not on government subsidy but on the maintenance of competition
against which the best will flourish.

3. Policy Consistency and Holistic Approach

3.1 Toyota takes great pride in its responsibilities as a corporate citizen and as such we recognise the
importance of operating at the highest possible standards for the benefit of our members and the wider
community. However the diYcult economic climate has been made more problematic by an increasing
regulatory and fiscal burden including Climate Change Levy and other environmental regulations which we
estimate could cost £3–5 million annually.

3.2 It is not necessarily the individual impact of each piece of new regulation that is harmful to doing
business in the UK but it is the cumulative and often conflicting eVect of such regulation that hinders our
ability to compete in a very competitive environment. By way of example the forthcoming EU Emission
Trading Scheme (EU ETS) is a notable scheme to reduce CO2 emissions from all industry but in the case of
the automotive sector, its implications have not been fully thought through.

3.3 There is growing concern about this for a number on reasons. First, its early implementation. The
UK government is set on meeting EU deadlines and appears to be one of very fewMember States intent on
doing so. This could put UK manufacturers at a significant competitive disadvantage. Due somewhat to
tight timescales its application has been confused and uneven with some manufacturers apparently exempt
whilst a single plant has captured 25% of the sector allocation. This contravenes the principle within the
directive to prevent undue competitive disadvantages within sectors and urgently needs addressing. Second,
the burden to be placed on industry for compliance would be hugely disproportionate to the benefits in CO2
emission savings that can be achieved. A recent study in relation to the climate change levy put the savings
achievable by the automotive sector at around 5% of all energy use and only 1–2% on more modern and
eYcient plants such as Burnaston. The EU ETS expects unrealistic improvement on gas use (19% reduction
at two shifts or 27% at three shifts). It also does not take into account Best Available Technology and the
ability therefore of more modern and eYcient operations to improve. One of the most cost eVective means
of expansion is through shift pattern changes but this could be penalised under the currentmeasures as this is
specifically excluded from the New Entrant Reserve free allocation that appears to contravene the Directive
definition of expansion of existing facilities. Finally, the experience of the climate change levy indicated such
a trading system is very diYcult to establish in such a competitive sector, one which is increasingly
“footloose”.

3.4 We fully accept that the most important issue facing the industry is the environment. Toyota is
committed to reducing the impact of the car on society.We are striving for “zero emissions” at every stage of
the vehicle’s life cycle—research and development, design, production, use and disposal. In theUKToyota’s
commitment to this is based on 5Rs: design refinement; waste reduction; material re-use and recycling and
retrieval of energy. This approach needs to be supported, where appropriate, by consistent and holistic
legislation.

3.5 Toyota’s philosophy has always been to produce the right car at the right place at the right time. This
applies equally to manufacturing and marketing strategies as it does for environmental development. The
introduction of new technology will not be simultaneous in all markets given variable resources,
infrastructure, regulatory frameworks and consumer demand.Developing the “car of the future”, therefore,
means developing a range of technologies.

3.6 Toyota is putting this approach into practice. Having launched the first mass produced hybrid car,
the widely acclaimed Prius, in 1997, we have recently launched an all new model. The new Prius combines
a conventional 1.5 litre petrol engine with a compact 500v electric motor and achieves new levels of lower
emissions and fuel consumption, particularly in congested urban areas where air pollution is most crucial.
At 104g/km for a D-segment car, it is arguably the cleanest car on the market.

3.7 Hybrids remain new technology and, as such, there is an understandable consumer wariness and due
to higher technology and manufacturing costs, a price premium. In order to overcome these financial and
market barriers and encourage the take up of new technologies, the Government has included hybrids on
the Powershift register and therefore eligible for a Powershift grant. Such support is critical if consumers
are to be convinced of the merits of purchasing cleaner vehicles. However the Powershift grants have been
over-subscribed in the past 12 months and there is now a funding shortage. Despite assurances of the
Government’s commitment to cleaner vehicles, a recent consultation by the Energy Saving Trust on
Powershift funding proposed grant cuts of up to 40%. This will undermine confidence in the market and
could aVect sales dramatically. Whilst the need for the review of funding is clear, rather than the “across the
board” approach proposed, the review should direct the majority of the support towards the very cleanest
vehicles whatever the technology. This would be in keeping with the objectives of the Low Carbon Vehicle
Partnership, and indeed the Government’s broader environmental goals.
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3.8 The Powershift issue is symptomatic of the wider policy confusion over fuel technology. We
welcomed the Treasury’s indication in the Pre Budget Report that current financial incentives for the likes
of LPGwill be reduced over coming years to reflect more fairly their actual environmental benefits.We wish
to see fiscal incentives being used to ensure the development and take up of the best and cleanest technology
and for the assessment criteria to be regularly assessed.

3.9 The range of regulatory measures and other standards that the motor industry must comply with is
increasingly diverse. For example, steps to develop cleaner and more eYcient vehicles in order to reduce
emissions levels and improve air quality are being taken alongside the need to adapt to the increasing
regulation and consumer demand for safety which increases the vehicle’s weight and consequently, its fuel
consumption. The motor industry must therefore face a number of challenges simultaneously, some of
which conflict.

3.10 For instance, like all vehicle manufacturers, we must reduce CO2 emissions in order to meet our
140g/km average fleet target. However, Toyota recognises it must also improve air quality which could be
worsened by the “dash for diesel” CO2-based measures such as the Company Car Tax. Whilst diesels tend
to emit less CO2 than petrol engines, emissions of NOx (which results in ground level ozone) and harmful
particulate matter (PM) are much higher in diesels. Toyota has therefore produced a unique technology to
reduce diesel emissions.

3.11 Toyota has developed D-CAT—the first diesel after-treatment catalyst to combat both NOx and
PM. D-CAT halves NOx emissions and reduces PM by over 90% (from 0.21 to 0.005g/km). For the first
time, diesels will have the potential for regulated emissions close to those of petrol without sacrificing the
CO2 benefit. To bring this technology tomarket in any numbers, however, the next round of European diesel
emission standards (Euro V) must be much more stringent. Inevitably, other manufacturers will claim
treating Nox and PM emissions will be too high a price to be commercially viable and would undermine
attempts at CO2 emission reduction. We would reject those accusations and urge the relevant Departments
to introduce sensible regulations which encourage new technology.We recognise that policy should support
environmental objectives but in order to do this successfully it should also encourage the development and
take up of new technologies.

3.12 It is important for both the productivity and competitiveness of the UK automotive industry that
policymakers in London andBrussels apply a long-termholistic approach to the sector. This involves taking
a broader look at targets and their compatibility with policy objectives. It means ensuring targets are the
same across the EU and it means providing suYcient lead in time to new regulations to ensure that
manufacturers can adapt successfully. This is critical where industries are competing on a global scale.

4. Skills and Suppliers in the UK

4.1 At Toyota we believe in continuous development and we strive to ensure that all members achieve
their full potential. The practical expression of Toyota’s people and customer-oriented philosophy is known
as the Toyota Production System (TPS). This is not a rigid company-imposed procedure but a set of
principles that have been proven in day-to-day practice.

4.2 The foundations of TPS are built on standardisation to ensure a safe method of operation and a
consistent approach to quality. The system is built around standard processes and procedures, which
members learn and thereafter are encouraged to improve in order to ensure maximum quality, improve
eYciency and eliminate waste. We invest considerable resources in training and ensure tailored personal
development opportunities for our members throughout their employment at Toyota. We provide all
members with an introductory programme explaining our philosophy and values. We then provide
individual on the job plans developing skills essential to the business and we set targets in order to
demonstrate competence. The aim is continually to improve the skills and competency of our members
aligned to business needs. We are also planning the creation of a modern technician apprenticeship scheme
leading to NVQ Level 3 to be operational by the end of 2005. Training of our members is therefore a major
priority, a commitment that has been recognised in the repeated awarding of Investors in People status.

4.3 As part of the UK automotive industry we have proactively tackled the skills issue by being founding
members of the Industry Forum. This Forum has increased the transferral and development of skills in the
sector through practical, shop floor based processes bringing about tangible, sustainable bottom-line
results.

4.4 The industry however continues to have diYculties in filling vacancies due to a lack of suitably
qualified candidates. These shortages include engineering graduates and technician grade candidates. We
also find that mathematics skills of applicants are particularly poor. Toyota believes that reforms to the UK
system of higher education should not result in young people being deterred from pursuing longer and
potentially more expensive courses, such as science and engineering. There also needs to be a more
vocational element in the curriculum of some courses, such as the incorporation of work experience
placements. It is vitally important that children are informed at an early stage in their career path
development of the benefits of a career in industry which we believe is sadly lacking currently.
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4.5 As a responsible corporate citizen Toyota has always tried to useUKbased suppliers which has had a
positive impact upon the local and regional economy. As we operate Just-in-timemanufacturing we require
eYcient and reliable suppliers and once found develop long-term relations with them. However, the
changing structure and location of the automotive supply sector is forcing a readjustment of the UK-
overseas supply ratio. Toyota’s supplier partners face a number of challenges:

— A gradual erosion of UK-produced content as Euro-zone located suppliers compete aggressively
on quality and price. Current UK content is less than 50%.

— There is still a lower level of quality from European suppliers (including UK) compared with
Japanese suppliers.

— Global competitiveness (notably £/ƒ and ƒ/Y exchange rates as well as increased cost of raw
materials) will place further cost pressure on UK suppliers.

— Japanese production levels in Europe have now reached “critical mass” which would make them
more attractive to Japanese suppliers.

We are concerned that if this situation is not rectified the availability and quality of UK suppliers will
continue to decline until partnership with them is no longer viable.

5. Retail Experience

5.1 In contrast to ourmanufacturing business the retail sector has enjoyed successive years of record sales.
Toyota has still managed to outperform the market with 11 consecutive years of growth. The causes of this
“boom” are perhaps due to more varied, desirable, well-made vehicles tempting consumers into the
showroom but also to renewed consumer confidence and competitive pricing. The allegations of “rip oV
Britain” in the car sector have disappeared as prices have aligned with other Member States.

5.2 During the Competition Commission inquiry into new car process, we consistently argued that the
price disparity between the UK and abroad was the result of a number of factors including specifications
and, significantly, exchange rates. The increase in value of the Euro has therefore had a dramatic eVect on
comparative prices. This has been clearly demonstrated in the significant fall in parallel imports.

5.3 However, the Competition Commission also highlighted some flaws in the competition arrangements
covered by the “Block Exemption Regulation (BER)”. Toyota felt that there was indeed justification for a
review of the arrangements, some of which had become outdated and against the consumer interest.
Through JAMA we had a positive dialogue with the European Commission and welcomed most of the
revisions to the BER.

5.4 We have adapted successfully to the Block Exemption changes in the UK. We have used the BER
review as an opportunity to reassess our network, redefine standards to a higher level and thereby improve
the retail experience. Retail outlets have been redesigned to create a more welcoming environment for
customers—bothmale and female. In addition, a “hub and spoke” approach has been adopted whichmeans
that a better service oVering is available to a wider number of locations. This is a significant step for Toyota
and one which seems to be delivering results as customer surveys reveal positive reactions to these
developments.

5.5 We have also made considerable investment in training for our centre management, sales and service
personnel. In 2002 a Toyota and Lexus academy was opened at Nottingham Trent University. This 1.2 acre
site provides classrooms, two showrooms, training workshop and body/paint shop designed to cater for
10,000 delegates a year. Both formal qualifications and professional development programmes are oVered
in conjunction with the university’s respected business school and centre for Automotive Industries
Management. We also recognise our role in the local community and as such have joined forces with the
Prison Service to help finance a scheme that provides technician training and the possibility of obtaining a
level 3 NVQ.

6. Conclusion

6.1 Toyota has invested heavily in the UK and is committed to doing business here in the long term. The
exposure to exchange rates will continue to be an issue for the company although we are taking every step
to minimise that exposure. For the present, however, any deterioration from the current level could have a
negative eVect on the company’s profitability. Exchange rates, however, are not necessarily in the gift of
governments. The area in which the Government should focus its eVorts, therefore, is in minimising the
eVects of regulation and ensuring any new proposals are implemented with a “light touch.” Furthermore,
continuing intervention by the Government into the market place not only undermines competitiveness but
sends the wrong message to overseas investors.
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APPENDIX 13

Supplementary memorandum by Toyota Motor Manufacturing (UK) Ltd

Thank you for the opportunity to provide oral evidence to your inquiry into theUKAutomotive Industry
on the 30 March. We welcome your Committee’s interest in the future of our industry and hope that our
contribution was helpful to you.

During evidence you asked us to respond to you in writing on three specific issues:

(1) Implementation of the EU Emissions Trading Scheme.

(2) The Working Time Directive Opt Out.

(3) Comparative costs with non UK based Toyota manufacturing facilities.

I hope the attached note addresses these issues and answers any further questions which may have arisen
since our oral evidence. On a slightly lighter note and in response to a comment made, may I assure the
Committee that, whilst I may attend the Grand Prix from time to time, nothing associated with Formula
One is in any way free—particularly for those companies with a participating team.

We look forward to your report and recommendations later this Spring and also to the inquiry into
Emissions Trading which we hope you will be able to instigate at the earliest opportunity.

1. EU Emissions Trading Scheme (EU ETS)

We welcome your Committee’s intention to hold an inquiry into the issue of Emissions Trading.We hope
that such an inquiry will help clarify a number of uncertainties in the current UK ETS proposals. Whilst we
welcome the objectives of the EU ETS, we remain concerned that the UK’s proposals are rushed and ill-
considered which will result in an inequitable and anti-competitive implementation for many UK
automotive companies.

TheUK is already one of the fewMember States to publish its proposedNational Allocation Plan (NAP).
This headlong dash to “lead the way in Europe on emissions trading” could disadvantage UK companies
significantly. Indeed, it is already a concern in that Rolf Annerberg, the Chief Adviser to the European
Environment Commissioner Margot Wallstrom, praised the UK for being “good, rigorous, stringent and
tough on its industry”, whilst what few other NAPs have been submitted were “simply farcical”. Our hope
of a level playing field with the rest of Europe on this seems forlorn.

ETS and Climate Change Agreements

One of the most significant issues is the relationship between EU ETS and CCA and the merits or
otherwise of a company “opting out” of ETS and therefore remaining with the CCA. This is an option open
to us but a considered decision is virtually impossible given the fact that the UK’s proposed implementation
of EU ETS remains unclear and the proposed revision of the CCA targets will not take place until summer
2004—after the submission of the NAP to the EU. TMUK cannot, therefore, make a sensible decision on
the opt out. We urge the Government to extend the deadline by which time all companies must decide
whether they will remain with CCA or sign up to ETS, until after the CCA targets have been revised. An
early inquiry by your Committee into this matter would be most advantageous.

Unrealistic targets

As expressed during oral evidence our concerns over EU ETS rest in its rushed implementation. The
current government plans will result in emission reduction targets which are neither realistic nor fair across
the industry. It is certainly not the “level playing field” we expect from government as can be seen from the
following table.

Kyoto UK SMMT SMMT Toyota EU
EU ETS EU ETS CCL ETS (2 shift)

Start 1990 1990 2002 1995 2002
Finish 2010 2010 2005 2010 2005
% reduction 12.5 16.3 18.8 15 22.7
% Rate pa 0.6 0.8 6.3 1 7.6

The table shows that TMUK’s own reduction target of 22.7% is well in excess of the Government’s overall
UK reduction target under ETS of 16.3%. Also TMUK’s rate per annum 7.6% reduction is 12 times tougher
than the Kyoto target of 0.6% and more than our SMMT competitors.

The proposals do not take into account best available techniques but demand “across the board”
reductions, regardless of the nature and eYciency of the plant in question. The current plans would therefore
place TMUK with its modern facilities at a significant disadvantage within the market. In fact, no



9890361018 Page Type [E] 12-08-04 21:52:07 Pag Table: COENEW PPSysB Unit: PAG4

Ev 118 Trade and Industry Committee: Evidence

technology is currently available which would enable TMUK tomeet its target. This contravenes Annex III
criteria 3 of the EUEmissionsDirective in that the technological potential does not exist to reduce emissions
to the allocated level.

Anticompetitive allocations

The current proposals benefit one or two key automotive players and put the rest of the market at a
significant competitive disadvantage. One conglomerate has been given 70% of the sector’s allocation for
CO2 emissions but is currently slowing down UK operations. Other key competitors seem to be excluded
from this process altogether, giving them a significant cost and investment saving. Both of these issues
contravene Annex III criterion 5 of the Directive.

Inhibiting investment and expansion

TMUK’s proposed increase in volume would be significantly aVected by the current plans. The
Government has excluded such increases utilising existing facilities from the new entrant reserve (NER)
allocation. This means that TMUK will have to buy allocation from competitors in order to increase
volume. It is likely we will have to buy from businesses closing down operations in the UK as they will have
spare allocation. This is anti-competitive and penalises companies wishing to invest further in the UKwhilst
benefiting those that are seeking to reduce their presence here.

TMUK has provided a written submission to DTI and Defra on EU ETS and we enclose a copy for the
Committee’s consideration [not printed].

2. Toyota France and theWorking Time Directive (WTD)

Although used sparingly, we firmly believe that the WTD Opt Out should remain optional for all
members. This option is essential for us in order to maintain our commitment to our permanent members
throughout variations of model and production cycles. The Opt Out system at TMUK is purely voluntary
and must be justified and then personally approved by TMUK top management each time. All hours are
monitored closely and action taken should the number become a concern. We have done so at all times in
co-operation with our union Amicus and we are proud of our positive long term relationship with them.

Your Committee asked us about the situation in France. As you know the UK was the only country in
the EU to adopt the “provision to derogate” from the original Working Time Directive allowing employees
to opt out of a 48 hour week average through collective / workplace agreements. Other member nationsmay
have rejected the opt out butmany have found other ways to ensure flexibility, which oftenmeans in practice
members work beyond the 48 hours over a seven day period. In fact in January 2003 the law was amended
to allow greater flexibility

3. Comparative Costs in European ToyotaManufacturing

We mentioned in oral evidence that it is incredibly diYcult to compare costs of manufacturing plants
across Europe as plants manufacture diVerent vehicles at diVerent levels of capacity. Toyota vehicles are all
manufactured to a high global standard but the complexity of the model can vary tremendously (compare
a Yaris with a Lexus, for example) and will, by definition, aVect the manufacturing eYciency itself. The
Avensis, for instance, is built in the UK and is a highly sophisticated, family sized (D segment) vehicle. It
is not, therefore, possible to provide a direct comparison with our French plant in Valenciennes, which
produces the B segment Yaris. In addition, in the UK we build two models rather than focusing upon one.
Indeed in the weld and paint processes both Corolla and Avensis flow down the same line, again making
cost comparison diYcult.

The Corolla is produced at both the UK and Turkey plants. However, once again direct comparisons are
not simple. TMMTproduce three versions of the car including the all new Corolla Verso, whilst we produce
one version—the hatchback.

During the sessionDr Jacksonmentioned the level of Corolla investment. To ensure nomisunderstanding
Dr Jackson was referring to the investment within the manufacturing company (TMUK). The figure of £86
million represents a major commitment made a number of years in advance of actual start of production.
To suggest that a decision as to whether a plant gets a new model is taken within a couple of years of
production and only if government helps meet some of the costs is disingenuous in the extreme. We do not
believe in seeking government support for such investments as this remains a purely commercial decision.
We believe that theUKGovernment’s continued financial support for individual car manufacturers distorts
the market and we call for a level playing field where operators compete without artificial advantages.
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APPENDIX 14

Memorandum by Vauxhall Motors

Vauxhall welcomes the opportunity to make a submission to the House of Commons Trade and Industry
Select Committee inquiry into the UK Automotive Industry in 2004. This report gives an overview of
Vauxhall and other UK operations of GM and the issues currently aVecting our industry.

Vauxhall fully supports the submission made to the Committee by the SMMT.

Contents

1. Vauxhall Motors

1.1 IBC Motors

1.2 Saab GB

1.3 GM Daewoo

2. Industry Issues

2.1 Current alternative fuels—LPG

2.2 Future fuels—Hybrid/Fuel Cell/Hydrogen

2.3 End of Life Vehicle Directive

2.4 Employment Legislation

2.5 Training and Skills

2.6 Pedestrian Protection

2.7 Vehicle Excise Duty

2.8 Car Taxation

3. Corporate Social Responsibility

3.1 Charity

3.2 Motability

3.3 Environment and Sustainability

1. VauxhallMotors

Vauxhall Motors is a wholly owned subsidiary of General Motors.

Other GM subsidiaries include IBC Vehicles, Saab GB, Millbrook Proving Ground and GMAC
(financial arm). General Motors owns a 41% share of GM Daewoo. It is estimated that General Motors’
British operations, excluding retailers, supports 30,000 jobs in the UK.

Vauxhall now has two main bases, Luton and Ellesmere Port, Cheshire. In 2003 Vauxhall produced
130,304 vehicles and over 6 million press stampings. The company is closely integrated with GM Europe in
terms of its products, manufacturing processes and information systems. Vauxhall currently has a
workforce of 5,500. The company’s net income for 2003 was £(109) million.

The UK is GM’s biggest market in Europe and constitutes 24% of GM Europe’s sales. The UK is GM’s
third largest market, behind the US and Canada. Vauxhall has a manufacturing plant in Ellesmere Port,
Cheshire, and its head oYce, Warehouse and European Customer Care Centre are situated in Luton,
Bedfordshire. The Customer Care Centre serves 20 countries across central and western Europe, dealing
with nearly all of GM’s European brands.

The Ellesmere Port plant begins production of the new Astra in March 2004. This is Vauxhall’s flagship
product and thus its success is important for the UK. Products produced at the plant are also manufactured
for export under the Opel and Holden brands. In 2003, production at the Ellesmere Port plant increased by
13.9% from 114,377 to 130,304. Total exports increased by 10.3% to 62,116 in 2003. It is interesting to note
that, despite the closure of the Luton plant, total UK production only decreased by 0.8% from 2002 to 2003.

Ellesmere Port is also home to the FIAT-GMPowertrain joint venture, which produces the ECOTECV6
engines for use in FIAT GM Powertrain customer vehicles across the world. In 2003, 88,600 engines were
produced for global use, including engines for the Vectra 3.2 V6.

Vauxhall’s market share for cars has increased by 0.3% to 12.7% from 2002 to 2003, and the market share
for vans increased from 12.1% to 16.4% in the same time period. Vauxhall has the highest fleet market share
of 20.8%. Vauxhall was second in the retail market in 2003 with a share of 6.9%. The Corsa and the Astra
were, respectively, the second and fourth best selling cars in the UK for 2003.

Vauxhall retailers currently have nearly 500 customer sites. Its Network Q operation (used vehicle
initiative) celebrated major success in 2003, winning the title of What Car?’s Best Approved Used Car
Programme for the second year running; the only manufacturer ever to achieve this.
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1.2 IBC Vehicles

IBC is based in Luton and has a workforce of 2,271.

The manufacturing plant produces the Vivaro van, a medium sized commercial vehicle. As part of a joint
venture with Renault, it is produced for sale under the Vauxhall, Opel, Renault andNissan brands. In 2003,
73,930 Vivaros were produced and 52,320 were exported. As a result of a particular focus on van sales,
Vauxhall commercial van operations working with the full support of IBC has doubled its volume over the
past year. This partnership has seen the introduction of innovative production concepts whereby products
have been fully equipped at the manufacturing plant with necessary customer specific internal tooling and
equipment for the vehicle to go directly to the road eg AA recovery vehicles.

Up until December 2003, IBC Vehicles also produced the Frontera 4x4 vehicle.

1.3 SAAB GB

Saab GM is based in Maidenhead in Berkshire, and has 100 franchised dealers in the UK oVering
technical and aftersales support. Annual sales in the UK during 2003 rose to the figure of 14,500. The UK
is now the second largest market for Saab outside Sweden. All of Saab’s products have achieved five stars
in the Euro NCAP safety tests.

1.4 GM Daewoo

GMDaewoo has been part ofGeneralMotors for a year. Its UKbase is in Luton, Bedfordshire. $1 billion
has been invested in GM Daewoo for the production of five new products, and the introduction of diesel
engines over the next three years.

2. Industry Issues

2.1 Current alternative fuels—LPG

Vauxhall is committed to reducing the environmental impact of all of its activities from manufacturing
processes to the motor vehicles themselves. It is working towards implementing technologies, which are
designed to minimise emissions. Vauxhall is proud to lead the way in producing fully warranted Liquefied
Petroleum Gas (LPG) vehicles and developing alternative fuel-powered cars.

The Vauxhall Dualfuel (LPG/petrol) range, oVers significant reductions in harmful exhaust emissions,
including particulates and oxides of nitrogen. Dualfuel vehicles provide an immediate solution to improved
air quality and lower levels of global warming gases.

Vauxhall is proud to lead the way in LPG fuelled vehicles with over 60% of the market and encourages
the market trend and support for future fuel development and implementation.

Vauxhall was concerned about the market uncertainty created by the announcements in the 2003 Pre-
Budget report on the review of fuel duty incentives for LPG. On the strength of Government
encouragement, Vauxhall and GM have made significant investments in research and development into
LPG, contributing to the Government’s aims of meeting climate targets and improving urban air quality.

LPG has significant emission benefits over petrol and diesel, and to encourage direct injection technology
and investment into monofuel LPG development, it is looking to the Government to restore stability to
the market.

Vauxhall was also the first manufacturer in the LPG/petrol sector to beat the stringent Euro IV petrol
emissions standards, which do not come into eVect until 2005.We are pleased that the government currently
supports the development of LPG by such methods as the exemption for alternative fuelled vehicles from
the London congestion charge.

Vauxhall is a keen participant in the partnership between Government, EST and other industry bodies
to develop the LPG market through such initiatives.

Today there are around 1,200 LPG filling stations and a new one opens almost every day. Vauxhall
worked in partnership with fuel companies to ensure the infrastructure is in place to facilitate this move to
cleaner fuels.

Vauxhall’s extensive range of Dualfuel vehicles with their low level of emissions also benefit from being
placed in a lower Vehicle Excise Duty (VED) band. In real terms this means that for a Dualfuel 1.8 litre
Vectra, the annual VED payment would be £110 compared with the petrol models at £155, a saving of £45
alongside the impressive estimated 40% saving on the average annual cost of fuel.

Vauxhalls Dualfuel range is also of particular benefit to the company car user who capitalises on the 1%
reduction in the applied level of Benefit-in-Kind taxation. However Vauxhall remains concerned that this
is not enough to slow the move to diesel, which the fleet market is currently experiencing. Vauxhall seeks
to work with fleet buyers to help them take account of both the environmental and economic advantages
of LPG.
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2.2 Future fuels—Hybrid/Fuel Cell/Hydrogen

In order to add a further dimension to future technology discussions, it was felt helpful to provide some
brief information on GM’s future fuel programmes. Vauxhall is able to capitalise on the research and
development of GMs Global Alternative Propulsion Centre, which is leading the world on Fuel Cell
technology. Fuel Cells convert hydrogen into electricity in a chemical process with the only tailpipe emission
being water.

The Zafira-based Hydrogen 3 concept vehicle demonstrates the important advances being made in
hydrogen powered fuel cell technology by more than 200 scientists at GMs Global Alternative Propulsion
Centre. Vauxhall looks forward to being among the leaders in bringing virtually noise and emission free
vehicles to the market in the next few years.

Discussions have already commenced with the UK Government on any roadblocks foreseen by GM in
this area and are working within the recently established Low Carbon Vehicle Partnership to explore the
proposed “Centre of Excellence” for hydrogen and fuel cells.

It has produced AUTOnomy, a concept vehicle that captures the vision and potential of Hydrogen fuel
cell technology, and the revolutionary Hy-wire, a vehicle unmatched in both hydrogen and electronic
technology.

GM is currently working with Federal Express (FedEx) to validate real world use of fuel cell vehicles.
FedEx in Tokyo is running a number of hydrogen fuel cell Zafiras to demonstrate their practicality and
reliability. Until hydrogen is available more widely on a commercial basis. Vauxhall/GM are continuing to
investigate other alternative fuel technologies that will bridge the gap and ease dependency on fossil fuels.
Advanced Hybrid technology is being developed, including a downsized combustion engine and electric
motors working together to improve fuel consumption by up to 15% as well as reducing emissions.

The first vehicle of this kind, the GM Sierra, will go on sale in the US in the next few months. Hybrid
vehicles will be available in the UK once this technology is proven in smaller European vehicles.

Visionary vehicles are not the only result of GM’s commitment to technology innovation and leadership:

— GM has made great strides in solving many of the challenges inherent in fuel cell technology,
including the tendency to freeze and stop working in cold weather. The GM fuel cell’s freeze start-
up time has decreased to less than 15 seconds for 100% power at minus 20 degrees Celsius.

— With its historic expertise in manufacturing and engineering, GM has taken a leadership position
in fuel cell technology, systems, controls and gasoline/natural gas hydrogen fuel reforming.

— GM’s prototype stationary fuel cell unit already generates power for GM’s New York fuel cell
development facility.

— In only two years, the power density ofGM’s fuel cell stack technology has increased tenfold, while
costs have decreased proportionately.

— In only eight months, GM developed and delivered the world’s first and only hydrogen fuel cell
vehicle with an on-board gasoline reformer. GM’s revolutionary fuel cell vehicle, Hy-wire, has no
internal combustion engine, instrument panel, brake or accelerator pedals—but it does have ample
power supplied by a GM fuel cell that runs on hydrogen.

The UK also has the advantage of the presence in the UK of major representatives of relevant industry
interests eg BP, Johnson Matthey and BMW (with whom GM are working on liquid hydrogen storage
issues). Within GM, Vauxhall has developed a strong reputation for its alternative fuel development and
marketing.

The support provided by the UK Government has certainly been applauded and recognised with GM
following with interest experiences Vauxhall has had in terms of bringing alternative fuelled vehicles to
market. Without doubt this has established a firm foundation for future fuel development and marketing.
However, the UK and the EU do need to step up a pace in terms of encouraging development in this area.
The US, Canadian and Japanese governments have certainly moved ahead in terms of providing support
for fuel cell developments.

2.3 End of Life Vehicles Directive

Vauxhall is actively working with the DTI on conditions relating to further regulations. We support the
principle behind the European ELV Directive, and we are currently seeking ways to achieve the objectives
of theDirective in the most economically eYcient manner. For many years we have been developing a range
of incentives, such as designing vehicles for recycling, using materials from renewable sources and
developing uses for recycled materials. A voluntary agreement has been signed to reduce the amount of
automotive waste going to landfill—from 25% in 1997, to 5% in 2015.

We will take back vehicles first registered from 1 July 2002 at no cost to the owner and ensure that certain
conditions are met.
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2.4 Employment Policy

— Information Directive: Vauxhall supports the directive that establishes the minimum requirement
for communication and involvement in large firms. Vauxhall and GM Europe already had
European Works Councils which meet on a regular basis in order to discuss current issues facing
the company.

— Equal Opportunities: Vauxhall aims to match its employee diversity with that of the local
community. It also aims to increase the number of women in management. Vauxhall is confident
that current policies (covering all aspects of abuse, harassment, bullying, racism and victimisation)
ensures that all potential and current employees are treated with respect and dignity. The equal
opportunities policy is being updated to reflect changes in the law, and in addition the company
is rolling out disability awareness training to employees.

— Stress: As holders of Investors in People, Vauxhall strives to help its employees in all aspects of
their work life balance. Courses are available on time management to aid individuals in managing
their workload. In addition, Vauxhall also employs a multi-faith Chaplain who is available to talk
about any issues of concern.

2.5 Skills and Training

Vauxhall has training centres in Luton and Ellesmere Port who have commenced a recent programme of
working alongside local public sector training providers and Learning and Skills Councils to oVer its
employees and its retailers training. This programme will complement programmes already in place.

In 2002, Vauxhall set itself the goal of improving people development, building on the foundations laid
by the Vauxhall Social and Ethical Policy at the start of 2002. As a result, the company endeavours to realise
and make best use of each individual’s potential whilst at the same time ensuring that people are developing
the knowledge and skills that will support the positions within Vauxhall in the future. The process is driven
by the various business units and reviewed by human resources.

Vauxhall believes more could be done to enhance co-ordinated training support from the public sector
to assist the motor industry. Regional policy can ensure that local needs are met but for multi-national
companies it would be beneficial to see more co-ordinated national policies.

Vauxhall’s retailer body reports diYculties in recruiting and retaining good quality staV—particularly on
the technical skills side. This is apparently a pan-industry issue.

2.6 Pedestrian Protection

The EU directive’s oYcial journal was published in 2001 and states that:

— From 1 October 2005 all new vehicle types will have to comply with two tests concerning
protection against head injuries and leg injuries.

— From 1 September 2010 a second set of tests will apply to all new vehicle types and to all new
vehicles by 2015.

Vauxhall is pleased this study remained incorporated in the Directive, as was the case in the Industry
Voluntary commitment.

2.7 Vehicle Excise Duty

Vauxhall is generally supportive of the newCO2 basedVED regime introduced in 2001. It is widely known
that other European member states are viewing the UK system as an example of best practice. It is also
important that other air quality considerations are taken into account as well—particularly when
considering incentives for alternative fuels.

2.8 Company Car Taxation

Vauxhall is supportive of the current CO2 company car taxation regime in the UK. Again it would press
that other air quality issues are taken into account. Another problem for alternative fuelled vehicle owners
is the fact that for P11D reporting purposes an LPG vehicle is classed as a “luxury option”. Thus causing
an extra cost burden to customers.
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3. Corporate Social Responsibility

3.1 Environment and Sustainability

Careful consideration is given to the environmental impacts of Vauxhall’s business activities and our
products through their lives.

Vauxhall’s Ellesmere Port plant was the first manufacturing facility to be environment sound. Each year
the plant is recognised by the Green Organisation as a Motor Manufacturer with Green Credentials. In
2002, it won National Gold award for its 14% reduction in general waste, despite a year of major change.

Vauxhall’s pioneering CSR work has led to its involvement with the Sigma project. The Government
sponsored initiative helps companies to meet challenges posed by social, environmental and economic
problems and create a template for sustainable management.

Vauxhall is also supportive of the work of the Low Carbon Vehicle Partnership.

3.2 Charity support

Vauxhall is proud of the relationships it has with the communities of Bedfordshire and the Wirral. As
such, it undertakes many charity activities and has a philanthropic fund for donations.

Vauxhall’s key areas of involvement are education, vehicle safety and hospice care. In addition many of
its employees undertake their own fundraising activities, which the company endeavours to support with a
cash donation.

Every year, the Vauxhall GriYnAwards are run and these are held to recognise and promote the successes
of local community activity in the community of our UK bases of Bedfordshire and the Wirral.

A £10,000 first prize and three runner-up prizes of £1,000 are donated to those organisations that the panel
believe will bring most benefit to the local community. Also, one organisation in each region wins the use
of a Vauxhall vehicle.

3.3 Motability

Vauxhall motability is the premier supplier of motability vehicles in the UK. Vauxhall has the widest
range of models, a flexible choice of finance options and depth of expertise to ensure the optimum mobility
solution is provided.

4. Commentary on Issues

— It is important the Committee appreciates the current highly competitive nature of the European
motor industry. Vauxhall competes for investment on a global basis within the GM family and
thus burdensome regulation as listed in the SMMT submission adds to the case stacked up against
future development.

— There are few examples of major European car industry players making profit at present. This is
due to a number of reasons, mainly over-capacity and a softening in the market in a number of
European economies.

— Examples of challenges for the UK industry:

— High wage compared to Eastern European economies (accession countries),
— Logistics penalty—which lead pan-European organisations such as GM Europe to prefer to

invest in mainland Europe.

— DiVerent vocational education and skills provided by the Higher Education system in other
parts of Europe. The UK’s tendency to encourage 16–19 year olds to aim for university level
education rather than vocation based training has led to a dearth of suitable candidates for
employment. This has hit our retail network particularly hard.

— Insolvency laws in the UK means that companies such as the joint GM who use worldwide
purchasing procedures are reluctant to provide support to UK suppliers.

— The UK automotive supplier base is hindered from new enterprise due to the burdensome
regulations surrounding the establishment of new companies. It takes twice as long to set up
a company in the EU compared to the US.

— The European motor industry has recently made proposals to the EC for seeing an improved
“partnership” approach in terms of regulation. It is important in terms of the UK Government
that they consider the UK perspective on this. Proposals recently put forward include:

— Introduce a consolidation period.

— Implement proper integrated impact assessment.

— Provide suYcient lead time for the industry.
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— Increase predictability of EU regulatory process.

— Prioritise EU policy objectives.

— Improve policy co-ordination between DGs and with other institutions and Member States.

— Avoid duplication of consultation procedures.

Vauxhall Motors (UK) Ltd

February 2004
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