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10 DOWNING STREET 

From the Private Secretary 16 O c t o b e r 1979 

The Prime M i n i s t e r h e l d a me e t i n g t h i s morning at 

0830 h o u r s to c o n s i d e r the c u r r e n t s i t u a t i o n and p r o s p e c t s 

of R o l l s Royce. The f o l l o w i n g were p r e s e n t : your S e c r e t a r y of 

S t a t e , S i r P e t e r C a r e y , Mr. R. D e a r i n g , Mr. K. F a r r o w ( a l l from 

y o u r D e p a r t m e n t ) , S i r John Hunt and Mr. P. l e Cheminant ( C a b i n e t 

O f f i c e ) and S i r Kenneth B e r r i l l . 


The m e e t i n g took the form o f a p r e s e n t a t i o n m a i n l y by 

S i r Kenneth B e r r i l l and Mr. D e a r i n g . T h i s f o l l o w e d c l o s e l y 

t h e t e x t which Mr. D e a r i n g l e f t a f t e r t h e m e e t i n g and which 

w i l l be c i r c u l a t e d to MlSC 22 a l o n g w i t h o t h e r background 

m a t e r i a l on the company. The p r e s e n t a t i o n was a i d e d by a number 

o f c h a r t s , w hich w i l l a l s o be c i r c u l a t e d t o MlSC 22. 


The f o l l o w i n g p o i n t s came up i n d i s c u s s i o n w hich were 

a d d i t i o n a l to the t e x t r e f e r r e d to above: 


( i ) I n res p o n s e t o a q u e s t i o n from t h e Prime M i n i s t e r 
about the l o s s e s on the RB211, i t was e x p l a i n e d t h a t 
t h e r e were no p r o d u c t i o n l o s s e s a s s u c h . The p o i n t was t h a t 
p r o d u c t i o n p r o f i t s were not l a r g e enough to c o v e r t h e heavy 
R and D e x p e n d i t u r e w i t h the r e s u l t t h a t o v e r a l l p r o f i t a b i l i t y 
was t o t a l l y i n a d e q u a t e . T h e r e was c e r t a i n l y s c o p e f o r improved 
p r o d u c t i v i t y , which was o n l y about h a l f t h a t o f the US a e r o engine­
m a n u f a c t u r e r s . P r o d u c t i v i t y a t R o l l s Royce i n the 1970s had 
f a l l e n b e c a u s e they had been u n w i l l i n g to s h e d s k i l l e d l a b o u r 
a t a time when demand was f l a c . R o l l s Royce's l a t e s t P l a n 
assumed a 25% p r o d u c t i v i t y improvement f o r b l u e c o l l a r w o r k e r s . 
T h i s was not enough, e s p e c i a l l y i f i t was n e c e s s a r y to pay 
f o r the p r o d u c t i v i t y i n c r e a s e s i n h i g h e r wages. The purpose 
of b r i n g i n g i n new management, as the S e c r e t a r y o f S t a t e 
p r oposed, was to a c h i e v e much b e t t e r p r o d u c t i v i t y and t h e r e b y 
b r i n g the company i n t o p r o f i t a b i l i t y e a r l i e r and on a more 
s u b s t a n t i a l s c a l e . A lthough i t was c l e a r t h a t the company 
were making i n a d e q u a t e p r o f i t s on t h e i r p r o d u c t i o n o v e r a l l , 
i t was l e s s c l e a r which p r o d u c t i o n c e n t r e s were t h e r e l a t i v e l y 
good and bad p e r f o r m e r s . The Department o f I n d u s t r y would t r y 
to o b t a i n f u r t h e r i n f o r m a t i o n on t h i s . 

( i i ) I n r e l a t i o n to t h e s t r a t e g i c a l t e r n a t i v e s , t h e Prime M i n i s t e r 
a s k e d whether t h e r e was s c o p e f o r an immediate s a l e of t h e a e r o 
e n g i n e b u s i n e s s to GEC. I t was e x p l a i n e d t h a t GEC would o n l y 

/ t a k e 




t a k e o v e r the b u s i n e s s a t t h e p r e s e n t time i  f i  t were handed 

o v e r as a g i f t and i n a d d i t i o n i f t h e y were g i v e n f u l l 

c o mpensation f o r the p r o s p e c t i v e l o s s e s . However, 

S i r A r n o l d W e i n s t o c k had i n d i c a t e d t h a t GEC might be i n t e r e s t e d 

i n p u r c h a s i n g t h e a e r o e n g i n e b u s i n e s s a t a l a t e r d a t e a f t e r 

GEC management had come i n t o t h e company and a f t e r t h e y had 

been a b l e to make t h e i r own a s s e s s m e n t from i n s i d e . 


( i i i ) The Prime M i n i s t e r s a i d t h a t i f the Government were 

t o put a d d i t i o n a l funds i n t o R o l l s Royce, t h e r e was a c a s e 

f o r a s k i n g the t r a d e u n i o n s t o put i n t h e i r own funds as w e l l . 


( i v ) S i r K e i t h J o s e p h s a i d t h a t a d e c i s i o n on h i s p r o p o s a l 

to b r i n g i n GEC to manage R o l l s Royce was now u r g e n t . 

S i r L e s l i e Murphy was l i k e l y t o be commenting on t h e p o s i t i o n 

o f the company i n t h e n e a r f u t u r e , and t h e l o n g e r t h a t a 

d e c i s i o n was d e l a y e d on measures to t u r n the company around, 

the worse t h i s would be f o r customer c o n f i d e n c e i n R o l l s Royce. 

M a i n t a i n i n g t h i s c o n f i d e n c e was a b s o l u t e l y c r u c i a l to t h e 

f u t u r e of the company. 


Summing up t h e d i s c u s s i o n , the Prime M i n i s t e r s a i d t h a t she 

h e r s e l f was p e r s u a d e d t h a t the o n l y r e a l o p t i o n was f o r t h e company 

t o c a r r y on w i t h i t s e x i s t i n g s t r a t e g y , but to b r i n g about major 

improvements i n p e r f o r m a n c e . Compared w i t h o t h e r i n d u s t r i e s , i t was 

c l e a r t h a t the U n i t e d Kingdom had a c o m p a r a t i v e advantage i n a e r o 

e n g i n e b u i l d i n g ; and t h e a l t e r n a t i v e o f w i t h d r a w i n g from th e RB211 

would be e x t r e m e l y c o s t l y . But even i f R o l l s Royce d i d manage t o 

improve i t s p e r f o r m a n c e , i t would s t i l  l a b s o r b l a r g e amounts o f 

p u b l i c funds; c o n s e q u e n t l y , t h e r e would need t o be l e s s s p e n t on 

i n d u s t r i e s w h ich d i d not have a f u t u r e . A d e c i s i o n on S i r K e i t h J o s e p h ' 

p r o p o s a l to b r i n g i n GEC to manage R o l l s Royce would need to be t a k e n 

by M i n i s t e r s c o l l e c t i v e l y , and she would a r r a n g e f o r MISC 22 to be 

r e c o n v e n e d s h o r t l y . 


I am s e n d i n g a copy of t h i s l e t t e r to M a r t i n V i l e , C a b i n e t O f f i c e . 


I a n E l l i s o n , E s q . , 

Department o f I n d u s t r y 
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