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RECORD OF A MEETING IN THE PRIME MINISTER'S ROOM AT THE HOUSF OF 

COMMONS AT 2130 ON TUESDAY 23 OCTOBER 1979 


P r e s e n t : 

Prime M i n i s t e r S i r A r n o l d W e instock 
S e c r e t a r y o f S t a t e f o r I n d u s t r y S i r Kenneth Bond 
S e c r e t a r y o f S t a t e f o r feesabe Mr. L e w i s 
Mr. T. P. L a n k e s t e r 

* * * * * * * * * * * * 
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on t h e c u r r e n t s i t u a t i o n u n l e s s a prope-P^arms-length r e l a t i o n s h i p 

were e s t a b l i s h e d between CEGB ancL-NNC. GEC would u s e i t s b e s t 

e n d e a v o u r s to p r o v i d e management t o NNC s o t h a t i  t c o u l d f u l f i l 

i t s p r o p e r f u n c t i o n ; ^once NNC's competence had been b u i l t up, GEC 

would l i k e t o g i v e tip t h e i r s u p e r v i s o r y r o l e . 


R o l l s Royce 


S i r K e i t h J o s e p h s a i d t h a t S i r A r n o l d was f a m i l i a r w i t h t h e 

c u r r e n t problems w h i c h R o l l s Royce were f a c i n g . I n b r i e f , t h e 

RB2-11 e n g i n e had had to be s o l d a t a low p r i c e i n o r d e r t o b r e a k 

i n t o t h e American market; t h i s p r i c e had been denominated i n 

d o l l a r s and t h e exchange r a t e a s s u m p t i o n s had p r o v e d f a l s e ; and 

t h i s problem had been e x a c e r b a t e d by poor p r o d u c t i v i t y and i n a d e q u a t e 

c o s t c o n t r o l by management. S i r Kenneth K e i t h had made an 

i m p o r t a n t c o n t r i b u t i o n t o t h e company a s a s a l e s m a n , but h i s 

p e r f o r m a n c e a s a manager - and he a d m i t t e d t h i s h i m s e l f - had been 

f a r l e s s s u c c e s s f u l . The Government were h o p i n g t h a t GEC would be 

w i l l i n g t o l e t Mr. Morgan become C h i e f E x e c u t i v e o f R o l l s Royce, 

w i t h t h e p o s s i b i l i t y o f GEC p r o v i d i n g management a s s i s t a n c e on a 

c o n s u l t a n c y b a s i s a s w e l l . The Government thought i t would be b e s t 

not t o impose a GEC c o n s u l t a n c y upon R o l l s Royce i m m e d i a t e l y s i n c e 

t h i s might l e a d t o a mass r e s i g n a t i o n o f t h e R o l l s Royce Board. 

I t would be b e t t e r f o r Mr. Morgan t o a s s e s s t h e company's needs 

f i r s t , and t h e n p e r s u a d e t h e Board t h a t GEC management a s s i s t a n c e 

would be h e l p f u l . The p o s i t i o n o f S i r Kenneth K e i t h would i n any 

c a s e c a u s e problems, s i n c e i t seemed u n l i k e l y t h a t he and Mr. Morgan 

would be c o m p a t i b l e . I t might be p o s s i b l e t o promote S i r Kenneth 

t o t h e P r e s i d e n c y o f t h e company a f t e r a few months; but a g a i n i t 

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

Board, and w i t h S i r Kenneth h i m s e l f , was t o be a v o i d e d . Such a 

c o n f r o n t a t i o n would be bad f o r c u s t o m e r c o n f i d e n c e . T h e r e was a l s o t h e 

q u e s t i o n of R o l l s R o y c e ' s r e l a t i o n s h i p w i t h t h e NEB: t h e Government 

had i t i n mind t o make t h e Department o f I n d u s t r y d i r e c t l y 

r e s p o n s i b l e f o r t h e company a g a i n . 


S i r K e i t h went on t o s a y t h a t he undertood t h a t GEC were 

i n t e r e s t e d i n p u r c h a s i n g R o l l s ' I n d u s t r i a l and Marine D i v i s i o n and 

a l s o p e r h a p s i t s n u c l e a r i n t e r e s t s . But M i n i s t e r s had c o n c l u d e d 


t h a t i t would not be w i s e p o l i t i c a l l y , nor would i t be 
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c o m m e r c i a l l y b e n e f i c i a l to e i t h e r company, i f e i t h e r o f t h e s e 

a c q u i s i t i o n s were t o go ahead a t a time when GEC were t a k i n g on 

management r e s p o n s i b i l i t i e s f o r R o l l s Royce. However, assuming 

GEC went a l o n g w i t h t h e Government's p r o p o s a l s , t h e o p t i o n of 

a c q u i r i n g t h e s e two p a r t s o f t h e R o l l s Royce b u s i n e s s would remain 

open f o r some l a t e r s t a g e . 


The Prime M i n i s t e r r e i t e r a t e d t h a t i t was i m p o r t a n t t o m a i n t a i n 

an a r m s - l e n g t h r e l a t i o n s h i p between GEC and R o l l s Royce. She would 

a l s o l i k e t o be s u r e t h a t GEC were a b l e to t a k e on t h e proposed 

r e s p o n s i b i l i t y f o r R o l l s Royce, a s w e l l a s p l a y i n g a b i g g e r r o l e i n 

t h e n u c l e a r i n d u s t r y . 


S i r Arnold W e i n s t o c k r e p l i e d t h a t t h e Government were a b s o l u t e l y 

r i g h t to r u l e out t h e o p t i o n of t a k i n g R o l l s Royce out of t h e a e r o 

e n g i n e b u s i n e s s ; a l t h o u g h the company's p e r f o r m a n c e had been v e r y 

poor i n terms of p r o f i t a b i l i t y , n o n e t h e l e s s i t would be v e r y 

u n w i s e t o throw away t h i s t e c h n o l o g y . The q u e s t i o n was: how t o 

improve R o l l s R o y c e ' s p e r f o r m a n c e ? He had no doubt t h a t , w i t h b e t t e 

management, i t  s p e r f o r m a n c e c o u l d be improved. GEC would be 

p r e p a r e d t o a s s i s t on t h e l i n e s s u g g e s t e d by S i r K e i t h J o s e p h , and 

he d i d not f o r e s e e any d i f f i c u l t y i n d o i n g t h i s a s w e l l a s p r o v i d i n g 

a g r e a t e r management i n p u t to NNC. But he was s u r e t h a t Mr. Morgan 

would not g e t on w i t h S i r Kenneth K e i t h , and i t was t h e r e f o r e 

e s s e n t i a l t o f i n d an e a r l y e x i t f o r him - a t l e a s t from management 

r e s p o n s i b i l i t i e s . He had h e a r d t h a t S i r Kenneth had been o f f e r e d 

t h e c h a i r m a n s h i p of STC, and wondered whether t h i s would not p r o v i d e 

a s a t i s f a c t o r y a l t e r n a t i v e to h i s remaining w i t h R o l l s Royce. A l s o , 

Morgan would not be a b l e to a c h i e v e s u c c e s s on h i s own: he would 

need h e l p from Stanhope G a t e , though he ( S i r A r n o l d ) u n d e r s t o o d t h a t 

i t s h o u l d be f o r Morgan t o a s k f o r t h i s s u p p o r t r a t h e r t h a n h a v i n g 

i t imposed by t h e Government. 


He a c c e p t e d t h a t t h e r e would be a p r e s e n t a t i o n a l problem i f 

GEC were now t o a c q u i r e any of R o l l s ' i n t e r e s t s , and t h a t an arms
l e n g t h r e l a t i o n s h i p between t h e two companies was needed. However, 

t h i s d i f f i c u l t y m i g h t not have a r i s e n i f GEC had been a b l e to p r o c e e d 

w i t h i t s i d e a s f o r s p l i t t i n g i t s own b u s i n e s s . F o r some time, he 

had been c o n s i d e r i n g s p l i t t i n g GEC i n t o s m a l l e r companies. F o r 
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f
 example, he would have l i k e d t o h i v e - o f f S c h r e i b e r / H o t p o i n t so 

a s t o make i t s t a n d on i t s own f e e t . S i m i l a r l y , he had c o n s i d e r e d 

t h e i d e a o f h i v i n g - o f f GEC's power e n g i n e e r i n g b u s i n e s s and merging 

i t w i t h R o l l s R o y c e ' s power e n g i n e e r i n g s e c t i o n s . I f t h i s l a t t e r 

p l a n had been v i a b l e , t h e p r e s e n t a t i o n a l d i f f i c u l t o f GEC a c q u i r i n g 

p a r t s of R o l l s Royce - w h i l e a l s o p r o v i d i n g management - might not 

have a r i s e n . However, t h e p l a n s f o r s p l i t t i n g GEC were made 

i m p o s s i b l e by c u r r e n t t a x l e g i s l a t i o n , w h i c h meant t h a t s h a r e h o l d e r s 

i n t h e newly formed companies would be l i a b l e t o c a p i t a l g a i n s 

and income t a x when t h e y exchanged GEC s h a r e s f o r s h a r e s i n t h e new 

companies. 


S i r A r n o l d made t h e f o l l o w i n g f u r t h e r p o i n t s : 


( i )	 GEC were i n t e r e s t e d i n o t h e r a c q u i s i t i o n s from t h e p u b l i c 

s e c t o r - p a r t i c u l a r l y C a b l e and W i r e l e s s and B r i t i s h 

A e r o s p a c e . 


( i i )	 I f GEC were to h e l p R o l l s Royce, t h e y would not be 

p r e p a r e d t o t o l e r a t e t h e u n f a i r c o m p e t i t i o n w h i c h R o l l s 

Royce were engaged i n on t h e gas t u r b i n e s i d e . They 

had s e t up a j o i n t company w i t h a US company, Coopers, 

and were t e n d e r i n g on a l o s s - m a k i n g b a s i s a t GEC's 

expense. S i m i l a r l y , GEC/Marconi were h a v i n g d i f f i c u l t i e s 

w i t h u n f a i r c o m p e t i t i o n on t h e e l e c t r o n i c s s i d e from 

B r i t i s h A e r o s p a c e . He hoped t h a t t h e Government would make 

s u r e t h a t t h e s e u n f a i r p r a c t i c e s were stopped. ( S i r K e i t h 

a s k e d S i r A r n o l d t o s e n d him f u r t h e r i n f o r m a t i o n on them.) 


( i i i  )	 He begged t h e Government not t o g i v e u n n e c e s s a r y p u b l i c i t y 

t o c r e d i t and o t h e r a r r a n g e m e n t s p r o v i d e d t o GEC by 

d e p a r t m e n t s . The F r e n c h Government was much l e s s p u b l i c 

i n t h e a s s i s t a n c e w i t h w h i c h i t p r o v i d e d companies: he 

hoped t h e i r p r a c t i c e c o u l d be f o l l o w e d i n the UK. The 

p r e v i o u s Government had too o f t e n c a u s e d problems f o r GEC 

b y p u b l i c i s i n g t h e a s s i s t a n c e w h i c h t h e y had p r o v i d e d . 


The P r i m e M i n i s t e r s a i d t h a t s h e was v e r y g r a t e f u l t o S i r A r n o l d 

and h i s c o l l e a g u e s f o r coming and f o r a g r e e i n g i n e s s e n c e w i t h t h e 
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Government's p r o p o s a l s i n r e l a t i o n t o both t h e n u c l e a r i n d u s t r y 

and R o l l s Royce. She noted t h e p o i n t s w h i c h S i r A r n o l d had r a i s e d 

and a s k e d t h a t he s h o u l d not t a k e any a c t i o n on R o l l s Royce 

b e f o r e e i t h e r she or S i r K e i t h had f i r s t s e e n S i r Kenneth K e i t h . 

S i r A r n o l d r e a d i l y a g r e e d to t h i s . 


The m e e t i n g f i n i s h e d a t 11.15 p.m. 


TL 

24 O c t o b e r 1979 


D i s t r i b u t i o n : P r i v a t e S e c r e t a r i e s t o : 

The F o r e i g n and Commonwealth S e c r e t a r y 

The S e c r e t a r y of S t a t e f o r I n d u s t r y 

The S e c r e t a r y o f S t a t e f o r T r a d e 

The C h a n c e l l o r of t h e E x c h e q u e r 

The S e c r e t a r y of S t a t e f o r D e f e n c e 

The S e c r e t a r y of S t a t e f o r E n e r g y 

The S e c r e t a r y of S t a t e f o r Employment 

S i r John Hunt 
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