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Tim L a n k e s t e r E s q 

P r i v a t e S e c r e t a r y t o t h e Prime M i n i s t e r 

10 Downing S t r e e t 

London SW1 


... I e n c l o s e a b r i e f f o r t h e Prime M i n i s t e r ' s t a l k 
w i t h S i r Kenneth K e i t h on Tuesday 6 November. 
My S e c r e t a r y o f S t a t e i s s e e i n g S i r Kenneth 
K e i t h , S i r F r a n k McFadzean and S i r L e s l i e Murphy 
i n t h e c o u r s e of the morning and I w i l l send you 
su p p l e m e n t a r y b r i e f i n g e a r l y i n t h e a f t e r n o o n . 

I K C ELLISON 

P r i v a t e S e c r e t a r y 
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PRIME MINISTER'S TALK WITH S I R KENNETH KEITH ON TUESDAY 6 NOVEMBER 1979 

Purpose 


i to respond t o S i r Kenneth K e i t h ' s w i s h t o have a t a l k 

w i t h t h e Prime M i n i s t e r ; 


i  i t o s e c u r e h i s r e s i g n a t i o n from t h e C h a i r m a n s h i p of R o l l s 

Royce by agreement and w i t h honour. 


Background 


S i r Kenneth K e i t h t o l d S i r K e i t h J o s e p h l a s t Wednesday a t Derby t h a t 

i n a s e n s e he had "shot h i s b o l t " , t h a t he had n e v e r p r e t e n d e d t o be 

an e x p e r t i n m a n u f a c t u r e and t h a t i f he c o u l d t h i n k of someone who 

knows t h a t s i d e he would make way f o r him and a c c e p t an i n t e r n a t i o n a l 

s a l e s c o n s u l t a n c y r o l e . But he i s a m e r c u r i a l p e r s o n , s u b j e c t t o 

changes of mood, and t h e r e i s a l w a y s a p o s s i b i l i t y t h a t he w i l l have 

changed h i s mind, p a r t i c u l a r l y i f he s e e s a f u t u r e ahead w i t h o u t t h e 

encumbrance of t h e NEB. 


P o i n t s to b e a r i n mind 


i S i r Kenneth K e i t h has t h e s t r o n g e s t a n t i p a t h y t o S i r L e s l i e 

Murphy i n p a r t i c u l a r and t o t h e NEB i n g e n e r a l . T h i s means 

t h a t h i s r e s i g n a t i o n w i l l o n l y be a c h i e v e d i f i t i s c l e a r l y 

s e e n by him t o be none o f Murphy's d o i n g , and i f t h i s i s 

c l e a r t o t h e w o r l d at l a r g e t o o . I t a l s o means t h a t t o 

t e l l him i n c o n f i d e n c e of t h e Government's d e c i s i o n to 

t a k e RR out of t h e NEB w i l l be some compensation f o r h i s 

l o s s of t h e C h a i r m a n s h i p . 


i  i S i r Kenneth K e i t h i s a proud man who w i l l respond t o v i s i b l e 

s i g n s of r e c o g n i t i o n . F o r example, a d i n n e r g i v e n by t h e 

Prime M i n i s t e r t o mark h i s d e p a r t u r e from R o l l s Royce would 

h e l p ; 


i i  i S i r K e i t h J o s e p h w i l l have s e e n him on t h e morning of t h e 

Prime M i n i s t e r ' s t a l k , t o p r e p a r e t h e way, and f u r t h e r 

b r i e f i n g w i l l be g i v e n i n t h e l i g h t o f t h a t d i s c u s s i o n } 
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i v i t w i l l be b e s t t o c o n c e n t r a t e on S i r Kenneth K e i t h ' s own 

p e r s o n a l p o s i t i o n , but i f he i n t r o d u c e s d i s c u s s i o n on 

c a n d i d a t e s f o r t h e s u c c e s s i o n i t c o u l d be u s e f u l to mention 

t h a t t h e Government has i n mind. S i r F r a n k McFadzean. 

/ S i r K e i t h J o s e p h w i l l mention t h i s i f i t seems opportune 

i n t h e m o r n i n g ^ 


Conduct of t h e m e e t i n g 


Depending on how t h e morning's d i s c u s s i o n w i t h S i r K e i t h J oseph has 

gone, i t might be b e s t t o b e g i n by i n v i t i n g S i r Kenneth K e i t h t o 

g i v e t h e Prime M i n i s t e r h i s a s s e s s m e n t of t h e company's p r e s e n t 

p o s i t i o n and t h e way ahead. He might a l s o be i n v i t e d t o g i v e h i s 

v i e w s on t h e NEB. 


S u b j e c t t o t h e r i s k of changes of mood mentioned above, t h e r e i s a 

good chance t h a t S i r Kenneth K e i t h w i l l r e s p o n d by i n d i c a t i n g h i s 

w i l l i n g n e s s t o go and, i f so, t h a t makes t h e d i s c u s s i o n c o r r e s p o n d i n g l y 

e a s i e r . 


F a c t s and F i g u r e s 


A s h o r t note i s annexed (Annex 1) summarising some of t h e f a c t s on 

R o l l s Royce w i t h w h i c h t h e Prime M i n i s t e r i s a l r e a d y b r o a d l y f a m i l i a r . 


C o l l a b o r a t i o n w i t h Japan 


S i r Kenneth K e i t h w i s h e s to r a i s e t h i s . A note i s e n c l o s e d a t Annex I I 


P o i n t s to make i n d i s c u s s i o n 


i warm r e c o g n i t i o n of what S i r Kenneth K e i t h has a c h i e v e d 

s i n c e , a t t h e r e q u e s t of L o r d C a r r i n g t o n , he took o v e r 

t h e C h a i r m a n s h i p of R o l l s Royce f o l l o w i n g t h e c o l l a p s e 

i n 1971; no-one c o u l d have devoted h i m s e l f more whole­

h e a r t e d l y t o t h e t a s k and t h e n a t i o n r e c o g n i s e s t h i s ; 


i  i acknowledge t h a t t h e company has not been h e l p e d i n i t s 

t a s k by t h e Labour Government's d e c i s i o n t o t r a n s f e r t h e 

Government's ownership of t h e company t o t h e NEB and t e l l 
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S i r Kenneth K e i t h i n s t r i c t c o n f i d e n c e , f o r h i s own 

i n f o r m a t i o n o n l y and not t h a t of any of h i s c o l l e a g u e s , 

t h a t t h e Government i n t e n d s t o announce s h o r t l y i t s 

d e c i s i o n t o t a k e R o l l s Royce out of t h e NEB - t h e o n l y 

a l t e r n a t i v e would be to s e c u r e t h e r e s i g n a t i o n of 

S i r L e s l i e Murphy; 


/ I  t may be n e c e s s a r y t o s a y something b r o a d l y i n d i c a t i v e 

of t h e Government's t h i n k i n g d u r i n g t h e I n d u s t r y B i l l 

Debate on Tuesday, but t h e Government must c o n t r o l t h e 

h a n d l i n g of t h i s d e l i c a t e m a t t e r ^ 


r e t u r n i n g t o R o l l s Royce, c o n g r a t u l a t e S i r Kenneth K e i t h 

on a c h i e v i n g t h e l a u n c h o r d e r p o s i t i o n f o r t h e new 535 

e n g i n e i n t h e new Boei n g 757 medium range, medium s i z e , 
p a s s e n g e r a i r l i n e r . T h i s was v e r y much a p e r s o n a l 

achievement of S i r Kenneth K e i t h ; 


w h i l e welcoming t h i s , e x p r e s s t h e Government's c o n c e r n 

about t h e s c a l e o f t h e company's f i n a n c i a l p roblems. I n 

the normal way a s h a r e h o l d e r a c c e p t s t h e need t o f i n a n c e 

t h e c o s t of i n c r e a s e d i n v e n t o r y when b u s i n e s s expands, but 

u n f o r t u n a t e l y , w i t h movements i n t h e exchange r a t e , t h e p a s t 

e f f e c t s of i n f l a t i o n , and t h e d i f f i c u l t y of improving 

p r o d u c t i v i t y , R o l l s i s f a c i n g some heavy l o s s e s i n t h e 

p e r i o d i m m e d i a t e l y ahead; 


we know t h a t S i r Kenneth K e i t h s e e s t h e c r i t i c a l i s s u e 

f a c i n g t h e company, now t h a t he has r e - e s t a b l i s h e d i t i n 

the market p l a c e , as t h e s u c c e s s f u l management of a huge 

e x p a n s i o n i n t h e p r o d u c t i o n of t h e RB211 f a m i l y of e n g i n e s 

w i t h o u t i n c r e a s i n g t h e l a b o u r f o r c e and w i t h a major 

r e d u c t i o n i n c o s t s ; 


t h e Government t h i n k s t h i s a n a l y s i s i s a b s o l u t e l y r i g h t and 

t h e Prime M i n i s t e r has had a r e p o r t from S i r K e i t h J o s e p h 

of t h e p r i v a t e t a l k he had w i t h S i r Kenneth K e i t h l a s t 

Wednesday a t Derby; 
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v i i t h e Government a c c e p t s t h e wisdom of S i r Kenneth K e i t h ' s 
view t h a t t h e s k i l l s r e q u i r e d f o r t h i s new s t a g e i n t h e 
company's p r o g r e s s might b e s t come from a new Chairman; 

v i i i n a t u r a l l y t h e Government would want t o mark t h e change 
i n t h e C h a i r m a n s h i p by some p u b l i c r e c o g n i t i o n of 
S i r Kenneth K e i t h ' s c o n t r i b u t i o n ; ^The Prime M i n i s t e r 
might sound him about a d i n n e r i n h i s honour at No 10J7 

i x end w i t h r e c o g n i t i o n t h a t S i r Kenneth K e i t h h a s been 
m o t i v a t e d throughout by a s e n s e of p u b l i c d u t y and t h e 
Government w i l l remember t h i s . 

Notes f o r S u p p l e m e n t a r i e s 


A C o n t i n u i n g R o l e f o r S i r Kenneth K e i t h 


S i r F r a n k McFadzean does not want any f u t u r e i n v o l v e m e n t i n t h e 

company f o r S i r Kenneth K e i t h . But he would be p r e p a r e d to o f f e r 

him a r e t a i n e r f o r a c o n s u l t a n c y on t h e s a l e s s i d e , a l t h o u g h he 

has i n d i c a t e d i n s t r i c t c o n f i d e n c e t o us t h a t l i t t l e i f any u s e 

would be made of S i r Kenneth. 


C a n d i d a t e s f o r t h e C h a i r m a n s h i p 


S i r Kenneth K e i t h may have i d e a s of h i s own on t h e C h a i r m a n s h i p . 

He t h i n k s h i g h l y of John K i n g of Babcock & W i l c o x and a l s o of 

S i r A r t h u r K n i g h t , u n t i l r e c e n t l y Chairman of C o u r t a u l d s , and a l s o 

u n t i l r e c e n t l y on t h e board of R o l l s Royce. I f he mentioned them 

th e Prime M i n i s t e r might warmly r e c o g n i s e t h e i r a b i l i t i e s but 

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

S i r A r t h u r K n i g h t i s too much of an i n t e l l e c t u a l i n manner f o r t h e 

a i r c r a f t i n d u s t r y . The Prime M i n i s t e r might, however, s a y t h a t 

b oth w i l l be c o n s i d e r e d f o r p u b l i c a ppointments. 


The American V e r s i o n of t h e H a r r i e r - AV8B 


S i r Kenneth K e i t h i s v e r y keen f o r t h e RAF t o adopt t h e advanced 

v e r s i o n o f t h e H a r r i e r ( t h e AV8B), d e v e l o p e d by t h e A m e r i c a n s . 

T h i s i s t o h e l p p e r s u a d e t h e Americans t o adopt t h e a i r c r a f t . 
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R o l l s have a l o t t o g a i n from t h i s b e c a u s e t h e engine would be 

manufactured h e r e . F o r B r i t i s h A e r o s p a c e t h e i s s u e i s not so 

c l e a r - c u t b e c a u s e a s u b s t a n t i a l p a r t - y e t to be d e f i n e d ­
of t h e a i r f r a m e would be made i n A m e r i c a . 


I f S i r Kenneth K e i t h r a i s e s t h i s t h e Prime M i n i s t e r need o n l y 

t a k e n o t e . 


Department of I n d u s t r y 


5 November 1979 
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ANNEX 1 

KEY FACTS AND FIGURES 


Employees number 59,400 (56,600 i n t h e UK), most of whom work i n 
th e A e r o e n g i n e D i v i s i o n , whose main l o c a t i o n s a r e Derby ( c i v i l 
e n g i n e s , e s p e c i a l l y RB211) , and B r i s t o l ( m a i n l y m i l i t a r y e n g i n e s ) . 
O t h e r l o c a t i o n s i n c l u d e C o v e n t r y ( i n d u s t r i a l and marine e n g i n e s ) , 
Glasgow and L e a v e s d e n ( h e l i c o p t e r e n g i n e s ) . 

T u r n o v e r i n 1978 was £760 m i l l i o n , of w h i c h £660 m i l l i o n was from 
the s a l e of a e r o e n g i n e s (53% m i l i t a r y , 4 7 % c i v i l ) . 

E x p o r t s a c c o u n t e d f o r 4 5 % (£340 m i l l i o n ) o f t u r n o v e r . The company 
showed a p r o f i t o f £ 1 1 . 7 m i l l i o n ( b e f o r e t a x , a f t e r i n t e r e s t ) on 
c a p i t a l employed of £364 m i l l i o n . The company's l a t e s t f o r e c a s t 
c a s h r e q u i r e m e n t i s £765 m i l l i o n f o r t h e y e a r s 1979/83*£139 m i l l i o n 
i n 1979, £216 m i l l i o n i n 1980) . These f i g u r e s a r e a f t e r a l l o w i n g 
f o r £250 m i l l i o n l a u n c h a i d on RB211 -5^5 and RB211-524. 
The company f o r e c a s t a l o s s o f £34 m i l l i o n t h i s y e a r ; t h i s i s l i k e l y 
t o be worse as a r e s u l t o f t h e e n g i n e e r i n g s t r i k e . The f o r e c a s t l o s s 
next y e a r i s £45 m i l l i o n . 

R o l l s Royce Board 


Chairman: S i r Kenneth K e i t h 

V i c e - C h a i r m e n : Donald Pepper 


A s h l e y Raeburn CBE 

D i r e c t o r s : S i r George B u r t o n 


S i r S t John E l s t u b CBE 

Dennis Head CBE 

Samuel Higginbottom ( r e s i d e n t i n USA) 

S i r F r a n k McFadzean 

P e t e r Moloney 

M a r s h a l o f t h e R o y a l A i r F o r c e S i r D e n i s Spotswood GCB 


CBE DSO DFC 
S i r P e t e r T h o r n t o n K C B 
A i r C h i e f M a r s h a l S i r N e i l Wheeler GCB CBE DSO DFC AFC 
Raymond W h i t f i e l d 



ANNEX 2 


RB432 AND JAPAN 

S i r Kenneth Keith may refer to the proposed development, 

in collaboration with Japan of the RB4J2. 

This engine, of about 20,0001bs thrust i s aimed at the 


/seat 	 market for 100-130/aircraft, a market i n which RR has 
achieved a reasonable share in the past with the 
succesful Spey engine. Possible applications of the 
engine are the Fokker F29, a re-engined Boeing 737 and 
a Japanese project. None of these i s yet certain. 
Current RR estimates of the cost of the RB432 development 

i s £300m over a 5-6 year period. 

Because of the heavy financial commitments on development 

of the RB211 -524 and -535, RR have for some time 

recognised that new projects could only be launched i n 

collaboration - a trend which i s now widespread through­

out the aerospace industry. Since the Japanese Govern­

ment has a clear commitment to build up i t s aero-engine 

industry with the help of foreign technology, RR see 

advantage in harnessing Japanese funds to their project, 

assuring a secure market for the engine in Japan and 

possibly in a number of Far East countries, and 

pre-empting Japanese collaboration with RR's main 

competitors. 

The company have, however, recognised the main danger 

of such collaboration in the permanent transfer of 

technology to Japan. They have, therefore, extracted 

in the proposed collaboration agreement, a commitment 

from the Japanese to involve RR in any further aero­

engine projects based on the technology of the RB432. 

The terms of this are such as to exclude Japan from 

development of any aero-engines other than the large 

high by-pass engines such as the RB211 (which i t i s 

most unlikely they would want to do) without RR having 

the option to participate. 

The proposed agreement between RR and Japan envisages 

two stages; i n i t i a l launch i n which the two sides 

JUrther define the engine and establish the market, 

and f u l l launch at which stage both sides would need 

their Governments' approval and must have established 

a source of funding. 




5

CONFIDENTIAL 


The J a p a n e s e a r e a n x i o u s to get RR's s i g n a t u r e to the 

proposed agreement b e f o r e the end of the month, because 

the J a p a n e s e r e q u e s t f o r f u n d i n g goes b e f o r e the D i e t 

i n December. 


The company have been t o l d , however, t h a t i n p r e s e n t 

c i r c u m s t a n c e s M i n i s t e r s a r e a n x i o u s to have more time 

to c o n s i d e r the i m p l i c a t i o n s of c o l l a b o r a t i o n w i t h 

J a p a n . 


L i n e to Take ( I f s u b j e c t r a i s e d ) 


1 The proposed agreement i s of c o n s i d e r a b l e 

importance f o r the l o n g term s t r a t e g y o f 

the company. I t would be h e l p f u l to have 

more time to s t u d y the i m p l i c a t i o n s . 


2 Ask S i r Kenneth K e i t h to e x p l a i n the 
r e a s o n s f o r t h e u r g e n c y o f s i g n a t u r e . 
I s i t e s s e n t i a l f o r the Ja p a n e s e to have 
s i g n a t u r e b e f o r e the m a t t e r goes to the 
D i e t ? 

Department of I n d u s t r y 
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