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Ref. A0372 

P R I M E M I N I S T E R 

F u t u r e A r r a n g e m e n t s f o r R o l l s - R o y c e 

(MISC 22(79) 1) 

B A C K G R O U N D 

T h i s paper by the S e c r e t a r y of State f o r I n d u s t r y r e f l e c t s a good dea l of 

d i s c u s s i o n i n w h i c h Cab ine t Of f i ce , and i n p a r t i c u l a r S i r K e n n e t h B e r r i l l , have 

taken p a r t . T h i s does not m e a n tha t we n e c e s s a r i l y ag ree w i t h i t s c o n c l u s i o n s 

but I hope we havehe lped to b r i n g o r d e r i n to the p r e s e n t a t i o n of a v e r y c o m p l e x 

s i t u a t i o n . 

2.	 T h e r e a r e r e a l l y four i n t e r l i n k e d i s s u e s : ­

(a)	 The r e l a t i o n s h i p be tween the G o v e r n m e n t , the N E B and R o l l s - R o y c e . 

A s m a t t e r s stand the N E B and R o l l s - R o y c e a r e no t on speaking t e r m s 

(Si r Kenne th K e i t h i s u r g i n g S i r K e i t h Joseph to sack 

S i r L e s l i e M u r p h y and v i c e v e r s a ) . 

(b)	 The q u a l i t y of the R o l l s - R o y c e m a n a g e m e n t . I t i s c o m m o n g r o u n d tha t 

the p r e s e n t m a n a g e m e n t has l o s t c o n t r o l of the c o m p a n y . 

S i r K e n n e t h K e i t h i s an e x c e l l e n t s a l e s m a n and has p l a y e d a m a j o r p a r t 

i n p u l l i n g R o l l s - R o y c e r o u n d a f t e r the t r a u m a of 1971 but p r o d u c t i o n ­

o r i e n t e d m a n a g e m e n t i s m i s s i n g . 

(c)	 The f i n a n c i a l p r o s p e c t s fo r the company . These a r e u n i v e r s a l l y a g r e e d 

to be unaccep tab le . On p r e s e n t f i g u r e s R o l l s - R o y c e i s a sk ing fo r 

n e a r l y £1 b i l l i o n o v e r the nex t four y e a r s fo r a p r o s p e c t i v e p r o f i t of 

£20 m i l l i o n . R o l l s - R o y c e , i n c o m m o n w i t h m u c h of B r i t i s h i n d u s t r y , 

has been h i t by the s t r e n g t h of s t e r l i n g - p a r t i c u l a r l y so because i n the 

c i v i l a e roeng ine bus ines s , d o m i n a t e d as i t i s by the A m e r i c a n s , p r i c e s 

a r e quoted i n d o l l a r s and the e s s e n t i a l c o m p e t i t i o n i s A m e r i c a n ; by 

d i f f e r e n t i a l i n f l a t i o n i n the U n i t e d K i n g d o m as c o m p a r e d w i t h the U n i t e d 

States; and , p a r a d o x i c a l l y , because the boom i n c i v i l a i r c r a f t sa les and 

R o l l s - R o y c e ' s success i n e s t a b l i s h i n g i t s b ig c i v i l engines i n the c i v i l 
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a i r c r a f t m a r k e t , r e q u i r e s s u b s t a n t i a l i n c r e a s e s i n w o r k i n g c a p i t a l . 

W h a t e v e r m a n a g e m e n t s o l u t i o n M i n i s t e r s go f o r t h e r e w i l l be v e r y r e a l 

d i f f i c u l t i e s i n r e d u c i n g s u b s t a n t i a l l y the f i g u r e f o r w h i c h R o l l s - R o y c e 

a r e a s k i n g . The f i n a n c i a l need a r i s e s m a i n l y f r o m the R B 211 f a m i l y and 

we have c o m m i t m e n t s i n v a r y i n g deg rees to L o c k h e e d s , B o e i n g , B r i t i s h 

A i r w a y s , e tc . 

(d)	 The d i s p o s a l a n d / o r p r i v a t i s a t i o n of R o l l s - R o y c e . T h e r e a r e two th reads 

he re - G E C ' s a m b i t i o n s to buy p a r t s of R o l l s - R o y c e (no tab ly on the 

i n d u s t r i a l eng ine , m a r i n e engine and n u c l e a r s ides ) and m o r e g e n e r a l l y , 

the c o m p a n y ' s poor p r o f i t e x p e c t a t i o n s . 

3. These p r o b l e m s do not a l l have to be so lved at once but the m a n a g e m e n t 

aspec ts a r e u r g e n t - the p r i v a t e r o w s be tween N E B and R o l l s - R o y c e cou ld become 

p u b l i c a t any t i m e . M o r e o v e r the s o l u t i o n of these p r o b l e m s l i n k s w i t h d i sposa l s 

( i f GEC are i n v o l v e d ) and c o u l d , o n l y too r e a d i l y , p r o v o k e m a j o r ques t ions 

a f f e c t i n g not o n l y the fu tu re of R o l l s - R o y c e but a l so our r e l a t i o n s w i t h the U n i t e d 

States (where the fo r t unes of both Boe ing and L o c k h e e d a r e s i g n i f i c a n t l y dependent 

on R o l l s - R o y c e ' s c i v i l engine p r o d u c t i o n ) and have a v e r y d i r e c t b e a r i n g on our 

defence c a p a b i l i t y . I t i s a l so r e l e v a n t tha t R o l l s - R o y c e i s a m a j o r source of 

e x p o r t e a t i n g s (£400 m i l l i o n a y e a r ) and one o f o u r few e n g i n e e r i n g e n t e r p r i s e s 

of w o r l d s t a t u r e . 

4. S i r K e i t h Joseph 's p r o p o s a l s , s u m m a r i s e d i n p a r a g r a p h 34 of h i s pape r , 

c o n s t i t u t e a c o h e r e n t a p p r o a c h to these p r o b l e m s though h i s c e n t r a l 

r e c o m m e n d a t i o n about e m p l o y i n g GEC to manage the c o m p a n y (and the p r i c e 

S i r A r n o l d W e i n s t o c k m a y exac t f o r the he lp he g i v e s ) i s l i k e l y to be p o l i t i c a l l y 

v e r y c o n t e n t i o u s . We do not ye t know G E C ' s p r i c e but any p r i c e i n v o l v i n g 

d i s p o s a l s c a r r i e s the r i s k of cha rges of " a s s e t - s t r i p p i n g " . I n a d d i t i o n t h e r e 

m u s t be doubt about the ex ten t to w h i c h G E C ' s m a n a g e m e n t , h o w e v e r good, i s 

capable of hand l ing s i m u l t a n e o u s l y the f u l l range of A r n o l d W e i n s t o c k ' s a m b i t i o n s 

( w h i c h appears to ex tend to B A e and Cable & W i r e l e s s as w e l l as R o l l s - R o y c e and 

f u r t h e r i n v o l v e m e n t i n the n u c l e a r bus ines s ) . T h e r e m u s t a l so be doubt about 

whe the r the GEC p r o p o s a l i s the on ly way o f cop ing w i t h the m a n a g e r i a l p r o b l e m 

(both N E B and S i r Kenne th K e i t h have o the r ideas and the GEC s o l u t i o n m a y be 

w e l c o m e to n e i t h e r ) ; and g iven the U n i t e d States and defence c o m p l i c a t i o n s t he re 
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a r e c o n s i d e r a b l e p r e s e n t a t i o n a l p r o b l e m s i n any s o l u t i o n i n a s i t u a t i o n w h e r e , i f 

the p r e s e n t a t i o n goes w r o n g , the i n t e r e s t s of the company and o f the n a t i o n c o u l d 

be d a m a g e d . 

5. T h e r e i s no g r e a t u r g e n c y f o r a d e c i s i o n f r o m the cash f l o w p o i n t of v i e w : 

the r eason why S i r K e i t h Joseph wants a v e r y e a r l y d e c i s i o n i s because the r o w 

be tween M u r p h y and K e i t h c o u l d come out i n t o the open at any t i m e . I f the 

G r o u p fee l that they have i n s u f f i c i e n t i n f o r m a t i o n to go nap on the GEC s o l u t i o n , 

one p o s s i b i l i t y w o u l d be to ask a m a n a g e m e n t consu l t an t to r e p o r t on R o l l s ­

R o y c e ' s f i g u r e s so that the G o v e r n m e n t m a y take dec i s i ons on the bes t s t r a t e g y 

f o r R o l l s - R o y c e before a p p o i n t i n g a new m a n a g e r to i m p l e m e n t t h e m . 

H A N D L I N G 

6. You w i l l wan t to ask the S e c r e t a r y of State f o r I n d u s t r y to i n t r o d u c e h is 

p a p e r . T h e r e a f t e r the eas i e s t c o u r s e m i g h t be to r u n t h r o u g h h i s spec i f i c 

r e c o m m e n d a t i o n s i n p a r a g r a p h 34. In d o i n g so you m i g h t l i k e to know tha t the 

" s m a l l g r o u p of o f f i c i a l s " r e f e r r e d to i n r e c o m m e n d a t i o n 5 has a l r e a d y been 

c o n s t i t u t e d , i n f o r m a l l y , unde r S i r Kenne th B e r r i l l ' s c h a i r m a n s h i p and, sub jec t 

to the o u t c o m e of M i n i s t e r i a l d i s c u s s i o n , i s r eady to w o r k q u i c k l y on p r o d u c i n g 

the n e c e s s a r y r e p o r t . T h e r e has been some d i s a g r e e m e n t be tween the 

D e p a r t m e n t o f I n d u s t r y and the T r e a s u r y about w h e t h e r M i n i s t e r s shou ld defer 

d e c i s i o n s u n t i l that r e p o r t i s a v a i l a b l e o r w h e t h e r the i n s t a l l a t i o n of the GEC 

m a n a g e m e n t and the f l o w of i n f o r m a t i o n t h i s w o u l d gene ra t e , i s a n e c e s s a r y 

p r e r e q u i s i t e to the p r o d u c t i o n of an adequate r e p o r t . The v i e w we have t aken i s 

that the O f f i c i a l C o m m i t t e e shou ld be asked to get on w i t h i t w h a t e v e r v i e w 

M i n i s t e r s take on the m a n a g e m e n t i s s u e . I f a f l o w of i n f o r m a t i o n f r o m the 

c o m p a n y r e s u l t s f r o m a M i n i s t e r i a l d e c i s i o n , w e l l and good. I f not t he re a r e 

o the r p o s s i b i l i t i e s , e^. the e m p l o y m e n t of c o n s u l t a n t s , w h i c h cou ld be b r o u g h t 

i n t o p l a y . 

C O N C L U S I O N S 

7. The key d e c i s i o n i s w h e t h e r S i r K e i t h Joseph shou ld be a u t h o r i s e d to open 

d i s c u s s i o n s w i t h R o l l s - R o y c e , the N E B and S i r A r n o l d W e i n s t o c k on the l i n e s he 

p r o p o s e s . I f so then r e c o m m e n d a t i o n s 1 and 2 o f p a r a g r a p h 34 can be accep ted . 

R e c o m m e n d a t i o n s 3 and 4 f l ow f r o m the ou t come of those c o n s u l t a t i o n s and the 
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G r o u p m a y wan t to have a r e p o r t f r o m S i r K e i t h Joseph about the r e a c t i o n s of the 

p a r t i e s before t a k i n g a f i n a l d e c i s i o n . R e c o m m e n d a t i o n 5 ( s e t t i n g up a s m a l l 

g r o u p o f o f f i c i a l s ) can be endor sed at once. R e c o m m e n d a t i o n 6 i s a n e c e s s a r y 

p a r t of an i n i t i a l a p p r o a c h to G E C . R e c o m m e n d a t i o n 7 needs to be r e s e r v e d fo r 

f u r t h e r c o n s i d e r a t i o n w h e n the i n i t i a l soundings have been c o m p l e t e d . 

J O H N H U N T 

5th O c t o b e r , 1979 
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