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Abstract

Governments often find themselves trapped into rescuing big businesses 
on the brink of financial collapse, because such businesses are “too big to fail.” 
However, when Rolls-Royce, a company which is synonymous with British 
industrial might, was hit by two consecutive financial crises, first in October 
1970 and then in January 1971, the administration of then British Prime Minister 
Edward Heath chose not to bail out the company with an unlimited governmental 
financial commitment. At the time of the first crisis, the Heath administration 
procured a commitment from the City to serve as moneylenders to Rolls-Royce. 
At the time of the second crisis, the Heath administration decided to let Rolls-
Royce go into bankruptcy rather than bailing it out. In this paper I will examine 
the question, “Why did the Heath administration let Rolls-Royce go bankrupt?” 
Rolls-Royce, however, was a critical international player in the development 
of new aviation technology and its demise threatened the economic viability 
of Rolls-Royce’s development partners including the American aviation giant 
Lockheed. The Heath administration together with the U.S. Nixon administration 
worked to bring Rolls-Royce out of bankruptcy by the “bailing in” of concerned 
interests in order to prevent the disappearance of both Rolls-Royce and Lockheed 
from the aviation industry. The result was a quasi-nationalisation of Rolls-Royce 
in the form of Rolls-Royce (1971) Limited with risk spread among business, 
financial and state interests.
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1. Introduction
1.1 The bankruptcy of Rolls-Royce

While many may argue over whether the Rolls Royce/Lockheed rescue in 
the early 1970s was the first full scale intervention taken by a government on the 
behalf of private corporations, the historical significance of the government action 
in this particular case is undeniable. Without the joint British/U.S. government 
action taken to save these two aviation giants, the history of air travel in the 
late 20th century would have been extremely different. Government support 
provided the essential capital required to take the leap from narrow-bodied (1 
aisle) airliners to wide-bodied (2 aisles) airliners. This move to larger planes made 
international travel a possibility for nearly everyone around the world. This new 
mobility among all classes of people has had a ripple effect which has reached 
throughout all aspects of modern life and has impacted business, communication, 
cultural customs and even seemingly unrelated areas such as disease patterns.

The bankruptcy of Rolls-Royce on 4 February 1971 was the second shock to 
British people in the post-World War II era following the Suez crisis in 19561 and 
it represented a turning point in British postwar history. The corporate history of 
Rolls-Royce described this bankruptcy as, “[T]he whole country was stunned.”2 
Fortune quoted one government official as saying, “the news of Rolls-Royce was 
like hearing that Westminster Abbey had become a brothel.”3 While Rolls-Royce 
is perhaps best known as a luxury automobile manufacturer, a major portion of 
its sales had been generated by its aero-engine division since World War II when 
Rolls-Royce provided the famous Marine aero-engines for Spitfire fighters. Rolls-
Royce was a symbol of British technological excellence until its bankruptcy in 
1971. The bankruptcy of Rolls-Royce could have caused a chain bankruptcy of 
U.S. Lockheed because Rolls-Royce had promised to produce the RB211 aero-
engine for the Lockheed TriStar wide-bodied jet aircraft. The British and U.S. 
governments thus had to negotiate to rescue the ongoing RB211/TriStar project 
between Rolls-Royce and Lockheed. 

“Too big to fail” is the oft heard justification offered when government 
rescues large failing businesses with a national and/or international presence. A 
recent example is the bail out of General Motors by the U.S. government in 2009. 
GM went into management crisis after 2005. A generous healthcare program 
and high wages for workers coupled with a sales slump of SUVs and pickup 
trucks were at the root of the GM management crisis. Although the G.W. Bush 
administration put a total of $13.4 billion dollars into GM under the Troubled 
Asset Relief Program (TARP), GM still went insolvent on 20 February 2009 and 
the company tried to find a compromise with their debtors and the union. Despite 
these efforts, GM was nationalised on 1 June 2009 under Chapter 11, Title 11 of the 
U.S. Code with a total of 172.8 billion in debt with the U.S. government holding 
60% of GM stock. The U.S. government thus bailed out a failing big business using 
an enormous injection of taxpayer money. Despite the recent recovery of GM and 
outward success of this bail out approach, this case should really not be viewed as 
a template for future government intervention because it exposes taxpayer money 
to too great a risk in support of private business. 

The Rolls-Royce/Lockheed case from 1970 to 1971 offers a contrasting 
approach to governmental intervention with a failed company and re-
1　John Newhouse, The Sporty Game (New York, 1982), 177.
2　Peter Pugh, The Magic of  a Name: The Rolls-Royce Story Part Two, The Power Behind the Jets, 1945-1987 (Cambridge, 2001), 145.
3　Fortune, June 1971, 68.
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organisation of business stakeholders especially banks. This approach has been 
described by Joseph E. Stiglitz as a “bail in.”4 The Heath administration “bailed 
in” concerned interests and the Nixon administration while minimizing the 
spending of taxpayer money. We can draw lessons from this approach that will be 
applicable to future corporate crises.

1.2 Development of the aircraft industry
The expansion of air travel demand in the mid-1960s pushed airframe 

manufacturers to introduce wide-bodied airliners into the short- to medium-range 
airliner market. Wide-bodied airliners had lower operating costs and could carry 
a much greater number of air travellers. The medium-range airliner market was 
dominated by narrow-bodied airliners such as the Boeing 727/737 and Douglas 
DC9. The three entities of Lockheed with the TriStar, McDonnell Douglas with 
the DC10 and a European consortium which operated under the name of Airbus 
with the A300B were battling it out in the arena of airliner body development 
and sales in what became known as the “airbus wars.” At the same time, three 
engine manufacturers were jockeying for position in the development and sales 
of high-bypass fan engines. The “big three” were the U.S. companies of P&W 
with the JT9D engine and General Electric (GE) with the CF6 engine, and the 
British Rolls-Royce with the RB211 engine. The development cost for wide-bodied 
airframes and big fan aero-engines were huge compared to conventional narrow-
bodied airframes and engines. Boeing settled on the P&W JT9D as engine for 
their long-range 747,5 while both McDonnell Douglas and European consortium 
selected the GE CF6. Lockheed opted for the Rolls-Royce RB211 as engine for the 
TriStar because the Rolls-Royce engine was built using the advanced three spool 
configuration while P&W and GE employed more conventional technologies. 

Rolls-Royce signed a contract to provide RB211 engines for the Lockheed 
TriStar aircraft in March 1968. At that time, Lockheed and Rolls-Royce expected 
the TriStar/RB211 to enjoy a monopoly in the medium-range wide-bodied airliner 
market. However, the big four airlines of American, United, TWA and Eastern 
in the United States did not all jump on the Lockheed/Rolls-Royce bandwagon. 
American and United decided to go with the McDonnell Douglas DC10/GE 
CF6 pairing while TWA and Eastern did contract with the Lockheed TriStar/
Rolls-Royce RB211 pairing as expected. Thus, the medium-range airbus market 
was divided and neither the McDonnell Douglas/GE nor the Lockheed/Rolls-
Royce pairings were generating sufficient income from their slice of the market to 
recoup development costs. Rolls-Royce, therefore, could not absorb the escalating 
development costs for the RB211 and, consequently, was pushed into a severe 
liquidity crisis beginning in late 1970.

1.3 Rescue of Rolls-Royce/Lockheed
At the time of the first liquidity crisis in October 1970, the Heath 

administration procured a commitment from the City to serve as moneylenders to 
Rolls-Royce. At the time of the second liquidity crisis in January 1971, the Heath 
administration decided to let Rolls-Royce go into bankruptcy. If, however, the 

4　Joseph E. Stiglitz points out that IMF attempted a “bail in” approach in which private sector participated in the rescue 
program in 2000 after a stalemate over the “bail out” approach to failed countries. Joseph E. Stiglitz, Globalization and Its 
Discontents (New York, 2002), 203-205.
5　The Boeing 747 was a long-range, large capacity airliner and expensive. The 747 was not a direct competitor to the 
DC10 or TriStar. The European A300B was a short-range airliner. 
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RB211 project were to be cancelled, it would almost certainly have caused the 
chain bankruptcy of Lockheed. This outcome was unacceptable to all concerned 
parties, but particularly the U.S. government. Thus Lockheed, the Nixon 
administration, the Heath administration, and a group of 24 U.S. banks opened 
negotiations over how to financially stabilize both Rolls-Royce and Lockheed 
and ensure the continuation of the TriStar/RB211 project. By June 1971, the U.S. 
bank group agreed to provide a new $250 million loan to Lockheed, subject to a 
debt guarantee by the U.S. government. This loan provided Lockheed with the 
financial buffer it required to continue to use the Rolls-Royce RB211 engine in its 
design and do business with the airlines from a position of strength. 

Against this backdrop, I will first examine the situation from a theoretical 
perspective in the section entitled “Models for analysis.” I will then turn my 
attention to the historical record in the section entitled “Historical arguments.” 
Then finally I will consider the lessons to be gleaned from the Heath 
administration’s approach to the fiscal failure of a corporation inextricably linked 
with the national economy and pride.

2. Models for analysis
Two models have already been proposed to analyse the collapse of Rolls-

Royce which had the potential to also bring down Lockheed. Model 1 looks at 
the situation from the standpoint of inadequate in-house management control, 
particularly of development costs, (business) and was proposed by Akio Okochi 
in 2001, while Model 2 looks at the situation from the standpoint of excessive 
interdependent control between manufacturers (business) and banks (finance) 
and was proposed by Kazuo Matsui in 1975. However, neither of these models 
address the issue of how Rolls-Royce was saved and reborn as Rolls-Royce (1971) 
Limited, a quasi-nationalised entity. Thus, I have proposed a third model (Model 
3), which is presented herein. This model is designed not to replace but rather to 
complement and extend the existing two models. Model 3 looks at the situation 
focusing on the rescue aspect and how this rescue took the form of a “bail in” of 
concerned stakeholders, and examines the roles played by business, finance and 
state interests. 

Model 3 is divided into 3a which covers the bankruptcy of Rolls-Royce and 3b 
which covers the quasi-nationalisation and relaunch of the Rolls-Royce as Rolls-
Royce (1971) Limited. This model focuses on two points, first, we have to consider 
the Rolls-Royce/Lockheed crisis not as two separate, but rather linked problems 
that could have lead to a chain of bankruptcies and had a destabilising effect on 
the international economy and second, we have to examine this crisis from the 
viewpoint of the role of the state. The Heath administration played a decisive and 
active role in the rescue of Rolls-Royce. Its role is an important focus of my newly 
proposed Model 3. 

2.1 Model 1: inadequate in-house management control (Okochi [2001])
Akio Okochi examined the fall of Rolls-Royce by focusing almost exclusively 

on the actions of business interests within the company itself. He attributed the 
financial collapse of Rolls-Royce to a number of internal decisions within the 
company that lead to a loss of control and accountability. Okochi pointed out in 
his paper that Rolls-Royce changed its accounting rules in 1961. Research and 
development costs were moved from cost outlays, recategorised as capital outlays 
and treated as deferred assets. This change lessened the internal accounting 
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restrain on expenditures related to research and development costs.6 Furthermore, 
the Board of Rolls-Royce also took steps to facilitate greater independence among 
the Rolls-Royce divisions in 1967, thus allowing each division to make decisions 
on their own with little oversight. Rolls-Royce Chairman, Sir Denning Pearson, 
then established a separate finance committee within the company that served to 
oversee fiscal activities in January 1969. This organizational restructuring resulted 
in the financial director of Rolls-Royce losing his independence as well as power 
and ultimately, Rolls-Royce lost its ability to manage internal financial decisions.

This series of perhaps superficially unrelated decisions created a power 
vacuum at the top of Rolls-Royce. Sir David Huddie, chief of the Derby Engine 
Division, stepped into this vacuum and proceeded to make unilateral decisions on 
the development of the RB211 with no one around to rein in his spending. Okochi 
thus argues that the Board of Rolls-Royce was unable to deal with the escalating 
costs associated with the RB211.7

Thus Okochi answers the question of: “Why did Rolls-Royce go bankrupt?” 
based on a model that focuses on the internal business management and does not 
examine the actions of outside actors such as financial or state interests. His model 
does present compelling evidence of mismanagement on the part of Rolls-Royce, 
but it still does not tell the whole story both before and after the collapse of Rolls-
Royce. 

2.2 Model 2: excessive interdependent control between manufacturers and 
banks model (Matsui [1975])

Kazuo Matsui examined the situation not from the perspective of Rolls-Royce, 
but rather from that of Lockheed. He also considered not just business interests, 
but also financial interests. Lockheed was conducting negotiations with a group 
of banks during the same period when Rolls-Royce was teetering on the brink 
of collapse. While Lockheed was not directly involved in the operation of Rolls-
Royce, their use of the RB211 in the TriStar made much of Rolls-Royce’s future 
contingent on the success of Lockheed. 

Lockheed found its hands tied in many ways by the involvement of financial 
interests. Matsui points out that financing for big business usually takes the form 
of syndicate loans and that the financial interests in the form of banks not only 
provide the requested capital, but also get involved in managerial decisions. The 
“main bank” in the syndicate normally organises the syndicate, plays the role 
of negotiator with the borrower and apportions the financing provided by each 
member bank in the syndicate. This syndicate loan allows the banks to reduce 
their individual risk and tamps down competition among banks.8

Lockheed found itself unable to raise the price of the TriStar and thus 
also unable to raise the price of the RB211 because of constraints placed upon 
Lockheed management by the syndicate. This inability to procure further funds 
for Rolls-Royce at this critical juncture was one additional factor in the collapse of 
Rolls-Royce. Matsui viewed the control that the syndicate exerted on Lockheed 
management through the prism of a modified “theory of financial hegemony” 
based on Mintz and Schwartz [1984].9 The theory of financial hegemony is 
founded on the idea that financial actors such as banks and insurance companies 
6　Akio Okochi, Rolls Royce: Collapse of  the British Spirit of  Ecstasy (Tokyo, 2001), 26. 
7　Akio Okochi, Rolls Royce: Collapse of  the British Spirit of  Ecstasy (Tokyo, 2001), 157-166.

8　Kazuo Matsui, U.S. Major Industries and Financial Institutions (Osaka, 1975), 31.
9　Beth Mintz and Michael Schwartz, The Power Structure of  American Business (Chicago, 1985); Kazuo Matsui, Preface to Study 
of  Modern U.S. Financial Capital (Tokyo, 1976), 256. 
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not only provide financial support, but are often able to impose policy upon 
resistant non-financial firms or actors. Matsui saw the aircraft industry as a good 
example of theory of financial hegemony due to the structural restraints placed 
upon Lockheed. The airlines paid Lockheed in advance for delivery of the TriStar. 
The bank syndicate provided facilities for both Lockheed and the airlines. Matsui 
argued that Lockheed’s independent management strategy was restricted by the 
bank syndicate in this situation.

Thus Matsui helps shed light on the answer to: “Why did Rolls-Royce go 
bankrupt?” based on a model that focuses on the actions of the business itself 
as well as outside financial interests. However, while his model shows that 
Lockheed, and by implication, Rolls-Royce was hamstrung by financial outsiders, 
this model still does not touch upon the role played by state interests. 

2.3 Model 3: “bail in” model (Sakade [2010])
While the models of Okochi and Matsui both provide information and 

analysis that is critical to understanding the Rolls-Royce bankruptcy, these models 
still do not provide a full picture, particularly in regards to how Rolls-Royce was 
able to emerge from bankruptcy. The actions of the state, in the form of both the 
Heath and Nixon administrations, need to be considered to tell the whole story 
both before and after the collapse of Rolls-Royce. If the actions of the state are 
considered, the question becomes: “How does government react to the failure 
of management that could lead to bankruptcy within a corporation which is not 
only prestigious but also plays an important role in the national economy?” The 
government typically is considered to have two choices: let the corporation go 

Model 2  
Excessive interdependent control

between
 manufacturers and banks model (Matsui [1975])

24 U.S. 
banks 

Financing

Advance payment
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Model 3a  Bail in - first liquidity crisis
 (Sakade  [2010])

City 
interests 

£42M £18M

bankrupt or bail out that corporation through an infusion of public capital.
The Heath administration, however, did not opt for either choice. They felt 

that they could not let Rolls-Royce go bankrupt for reasons of national prestige, 
employment and technological development. Yet, they balked at simply handing 
over the huge amount of government funds required to save Rolls-Royce. Thus, 
the Heath administration decided to adopt a third course: a “bail in” approach. 
The Heath administration bailed in concerned interests which ended up sharing 
responsibility for Rolls-Royce and ensuring the continuation of the TriStar/
RB211 project. These concerned interests included financial interests in the City, 
Lockheed, a U.S. group of 24 banks and the Nixon administration.

Since the corporate crisis of Rolls-Royce stretched over two stages, the 
model which I have proposed is divided into two parts corresponding to the first 
liquidity crisis and recovery from the second liquidity crisis. Model 3a outlines the 
first liquidity crisis of Rolls-Royce in October 1970.

At the time of the first liquidity crisis, Rolls-Royce needed additional capital 
injection of £60 million to avoid bankruptcy. The government provided £42 
million and then the Heath administration persuaded the City to provide the 
remaining £18 million, in other words, “bailed in” the City as moneylender to 
Rolls-Royce. 

Model 3b represents the situation at the time of the second liquidity crisis in 
January 1971. This model, in contrast to those of Okochi and Matsui, considers 
this situation from the viewpoints of business, finance and state interests. The 
second stage was the second liquidity crisis in January 1971 at which time the 
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Heath administration decided not to bail out Rolls-Royce but instead let it go into 
bankruptcy. The Heath government thus, at this point, abrogated responsibility 
for the TriStar/RB211 project and essentially left Lockheed holding the bag and 

potentially triggering the bankruptcy of Lockheed as well. 
If this nightmare scenario was to be averted, two critical issues still needed 

to be resolved at this juncture if Rolls-Royce was to ever come out of bankruptcy. 
First, the price of the RB211 engine had to be raised to help ensure that a large 
portion of development costs were covered, and second, the British government 
would have to provide additional new funding to cover the remaining 
development costs. However, Rolls-Royce could not itself raise the price of the 
RB211 engine, but rather had to depend on Lockheed to raise the engine price 
for its airline customers. Moreover, Lockheed would require a new loan from its 
banks if it were to take this step of raising the engine price. The banks themselves 
refused to consider further financing to Lockheed without a U.S. governmental 
loan guarantee. At the same time, if the Heath administration were to bring Rolls-
Royce out of bankruptcy and provide continuing financial support, they also 
needed to know that the U.S. government would back Lockheed. 

U.S. and U.K. governments thus clearly played decisive roles in this complex 
situation involving multiple parties and intense negotiations at the highest levels. 
The scenario outlined above demonstrates that Model 1 and Model 2 are both 
insufficient to analyse this situation because these two models ignore the critical 
role of the state. In contrast, Model 3, the “bail in”model, provides a framework 
for effectively analysing a situation involving diversification of the enormous 
financial risks to stakeholders, particularly in a situation where a huge aircraft 

Model 3b  Bail in - second liquidity crisis
 (Sakade  [2010])

Loan guarantee
24 U.S. 
banks   

New contract

Negotiations

Financing

New 
funding
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project was beyond the budgetary scope of a single business, a single bank and a 
single government.

3. Historical arguments 
3.1 The first liquidity crisis in October 1970

The decision-making process of Heath administration toward the corporate 
crisis of Rolls-Royce from autumn 1970 to spring 1971 shall be examined herein 
by using newly released materials from the National Archives, Kew (hereinafter 
referred to as TNA). These new materials not only reveal the details of discussions 
surrounding Rolls-Royce, its bankruptcy and subsequent rebirth as Rolls-Royce 
(1971) Limited but also help to make it clear that modern aircraft projects had 
become both essential to international economic development and too big to be 
managed exclusively by private corporations. Thus, I will examine not only the 
question, “Why did Rolls-Royce go bankrupt?”, but also “Why did the Heath 
administration let Rolls-Royce go bankrupt?

The Rolls-Royce rescue operation started with a report from Rolls-Royce 
on 17 September, 1970 to the Heath administration that the company had fallen 
into a management crisis. Rolls-Royce informed the administration that RB211 
development costs were rising and that the company would go bankrupt without 
a £60 million additional long-term loan. The Heath administration response was 
to ask City interests to take on part of the burden and financial risk to avert the 
collapse of Rolls-Royce.

Prime Minister Edward Heath made his attitude toward Rolls-Royce and 
its financial crisis clear in a ministerial meeting on 2 October 1970 when he 
stated: “[I]t should not be the tax payer but the shareholders and bankers who 
had allowed these companies to be so badly managed who should take the 
consequences.”10

Nonetheless, the Heath administration decided to step in and play a decisive 
role in the rescue of Rolls-Royce. The proper approach was discussed in the 
Cabinet meeting of 3 November:

The Ministers directly concerned had thereafter considered 
the situation. They had concluded that the first step must be 
the appointment of a new Chairman of Rolls-Royce, Lord 
Cole, to carry through a managerial and probably a financial 
reconstruction of the company: and the appointment of an 
independent firm of accountants to carry out an examination of 
company’s finances on behalf of the Governments and advise 
on the minimal additional sum required for the completion of 
the [RB211]-22 engine.

If the Government , in due course, proposed 70 per cent of the 
additional cost of development of the [RB211]-22 engine, i.e. £42 
million, in the form of launching aid, this would avoid any risk 
of involvement by the Government in wider responsibility for 
the company’s debts and would still leave the City to find a 
further £18 million.11

The Ministerial Group subsequently considered the terms offered by the 

10　TNA, PREM 15/2, "Note of  a meeting at 19 Downing Street at 10.45 a.m. on Friday October 2 to discuss the future 
of  Rolls-Royce." 
11　TNA, CAB128/47, CM(70) 35th Conclusions, 3 November, 1970: Department of  Trade and Industry, Rolls-Royce 
Limited (London, 1973), para. 427.
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banks for providing additional facilities on 5 November:

The proposed conditions were that the Government would 
provide additional launching aid of £42 million and that there 
would be no repayment of any launching aid for the RB211-
22 engine before all the drawings under the special facilities 
proposed had been repayed and the facilities terminated. On 
these terms the facilities provides would be: Bank of England 
£8., Lloyds bank and Midland bank £5 million each.12

The Cabinet then drafted a rescue package in the wake of these discussions, 
where the City provided 30% and the government provided the remaining 
70% of the needed capital to Rolls-Royce. This package suggests that the Heath 
administration pushed the concerned financial players within the City to help 
solve the RB211 development problem by sharing the responsibility with 
Rolls-Royce. This “bail in” process not only minimized the budgetary outlay 
of the Heath administration for the RB211 project but also diversified the risk 
of huge aircraft project that was beyond the budgetary wherewithal of a single 
government and placed a portion of the risks on the stakeholders themselves. 
Model 3 sees the role of the state as decisive when big business is in crisis in 
comparison with Model 1 (inadequate in-house management control model) and 
Model 2 (excessive interdependent control between manufacturers and banks 
model).

The Heath administration was thus able to temporarily pull Rolls-Royce out of 
crisis. However, Rolls-Royce came back to the government a scant three months 
later when the company became mired in a second, even more severe liquidity 
crisis. 

3.2 The Heath administration’s decision to let Rolls-Royce go into bankruptcy 
This second Rolls-Royce liquidity crisis began in January 1971. The 

Heath administration took a decisive step and allowed Rolls-Royce to go into 
bankruptcy. The objective of this decision was to minimize financial outlay on the 
part of the government while protecting Rolls-Royce assets essential to national 
defence. 

By 21 January 1971, Rolls-Royce’s 1971-75 group forecast showed that their 
cash requirement had grown by £47 million to £107 million.13 On 22 January 
1971, Lord Cole, the Chairman of Rolls-Royce, and Sir Henry Benson of Cooper 
Brothers met with Sir Ronald Melville of the Ministry of Aviation Supply. Cole 
reported that Rolls-Royce had fallen into a serious management crisis and the 
notes of their meeting indicated that the situation: “led the Board of Rolls-Royce 
to decide that they must stop work on the RB211, and break their contract with 
Lockheed, unless the Government decides that the project should continue in the 
wider national interest.”14

An Emergency Ministerial Meeting was held on Friday 29 January 1971 at 
10.45 am. The Prime Minister chaired the meeting with the Secretary of State for 
Foreign and Commonwealth Affairs, Chancellor of the Exchequer, Secretary of 
State for Trade and Industry and Minister of Aviation Supply present. Frederick 
Corfield, the Minister of Aviation Supply, presented a document which outlined 
three courses of action open to the government: (1) “[o]verride the decision Rolls 
12　TNA, CAB134/3447, "Events Leading up to £60 million Support for Roll-Royce.”
13　Peter Pugh, The Magic of  a Name: The Tolls-Royce Story Part Two: The Power Behind the Jets (Cambridge, 2001), 143. 
14　Department of  Trade and Industry, Rolls-Royce Ltd and the RB211 Aero-Engine (London, 1972), 11;TNA, 
CAB130/504, GEN16(71)1, 28 January 1971. 
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Royce Board and support the continued development of the RB211 at a cost of 
at least £50 million over and above the £60 million already earmarked with the 
risk that further cost may be incurred if Lockheed claim compensation for any 
delay;” (2) “[a]ccept the cancellation of the RB211 but provide Rolls Royce with 
sufficient funds to enable them to avoid the appointment of a receiver. This will 
cost £70 million in substitution for the £60 million already earmarked and there 
may be very large claims for compensation from Lockheed which would fall to 
the Government to pay” and (3) “[f]ace up to the appointment of a receiver and 
acquire the relevant parts of the undertaking. The cost to Government of this 
operation is still uncertain but the assets we acquire could prove to be basis of 
a profitable undertaking.” Corfield recommended “[t]o accept the decision of 
Rolls Royce Board that the RB211 development must be stopped immediately” 
and purchase necessary assets which are critical to the national interest from a 
receiver. In the Minister meeting, Heath concluded that the only practical course 
was the third of Corfield proposals.15

It was under these circumstances that Daniel Haughton, Chairman of 
Lockheed, arrived in London on 2 February. The options were put to him and 
then followed by a lunch of cold salmon. He noted wryly that, “The weather 
and food were cold and news wasn’t so hot either.”16 Rolls-Royce and Lockheed 
resumed discussions in the early morning of Wednesday 3 February. Haughton 
asked for further time to consider the position and he commented on the situation:

He could give no assurances of any kind at the present time. 
Lockheed had no financial resources to offer Rolls Royce. 
Lockheed’s bankers would require at least 30 days to consider 
the position which had been disclosed to him by Rolls Royce 
and thereafter there would clearly need to be discussions 
before any solution could be evolved between Rolls Royce, its 
bankers and the United Kingdom Government on the one hand 
and Lockheed, its bankers and the United States Government 
on the other hand. The United States Administration would 
certainly not put any pressure on American banks to provide 
further financial assistance to Lockheeds but if such pressure 
were applied it would be resisted by the banks. The United 
States Administration could not provide further financial help 
to Lockheeds, if they were willing to do so, without an Act of 
Congress. Even if Lockheeds agreed to abandon all claims under 
the existing contract with Rolls Royce, the airlines involved 
would certainly press their claim for damage.17 

Rolls-Royce and Lockheed then came to an understanding on their current 
position by 9.30 a.m. of 3 February 1971. Their understanding was described 
as: Firstly “[r]eceivership is inevitable today unless (a) The British Government 
will undertake to put up a large sum – over £100 million; and (b) Lockheed give 
assurance that they will endeavour to achieve the following and have reasonable 
hope of success – (i) To advance the price of the engine, (ii) To abandon all claims 
under the contract, (iii) To accept delay in delivery up to 12 months.” “Lockheed, 
due to absence of time cannot give the above assurance without discussion with 
bankers and others in the USA.” Thirdly,” [t]he risk of claims by the airlines 
remains.” Fourthly, “[f]inancial help by the American Administration is doubtful 
15　TNA, CAB130/504, GEN16(71)1, Memorandum by Minister of  Aviation Supply," January 28, 1971; TNA 
CAB130/504, GEN17(71) 1st Meeting, 29 January 1971 at 10.45 a.m."
16　Peter Pugh, The Magic of  a Name: The Rolls Story Part Two: The Power Behind the Jets (Cambridge, 2001), 144. 
17　TNA, CAB130/504, GEN16(71) 6th Meeting, 3 February 1971 at 11:30 a.m.
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and in any event would require an Act of Congress.”18

The Rolls-Royce Board then asked the trustee for the debenture holders 
to appoint a Receiver and Manager on 4 February. On 23 February the Heath 
administration decided to nationalize the military engine program of Rolls-
Royce. A new company, Rolls-Royce (1971) Ltd, was thus created to take over the 
business acquired by the Heath administration.19

Model 1, the inadequate in-house management control model, proved 
effective in analysing the January 1971 crisis of Rolls-Royce. The Board of Rolls-
Royce essentially was unable to fully comprehend the true cost of RB211 research 
and development. This managerial ineptness on the part of the Rolls-Royce board 
essentially brought the company down. Model 2, the excessive interdependent 
control between manufacturers and banks model is also effective when analysing 
Rolls-Royce’s fall into bankruptcy. Haughton could not resolve the situation 
without approval by the Lockheed bankers while the Heath administration was 
focused on minimising its financial commitments and also preserving Rolls-Royce 
assets required for national defence. 

The problems analysed in both Model 1 and Model 2 were eventually 
resolved, and Model 3 provides a better framework for analysing the resolution 
of these problems, particularly from the point in time where the U.K. and U.S. 
governments embarked on intense negotiations. 

3.3 Anglo-American negotiations to rescue Rolls-Royce/Lockheed 
At the time of the second liquidity crisis in January 1971, the Heath 

administration made the decision to let Rolls-Royce go into bankruptcy on 
3 February 1971. The Heath administration also declared that the British 
government was washing its hands of the RB211 project. The U.S. bank group 
and the Nixon administration pushed back and urged the Heath administration 
to take measures to save the RB211 project, because the cancellation of this project 
would almost certainly have led to the chain bankruptcy of Lockheed. The 
Heath administration did an about-face and embarked upon negotiations with 
Lockheed.

Rolls-Royce went into bankruptcy on Thursday 4 February. Heath asked Lord 
Peter Carrington, the Secretary of State for Defence, to take charge of the complex 
Rolls-Royce affairs on the following day.20 David Packard, U.S. Deputy Secretary 
of Defense talked by phone with Carrington on 10 February. Packard indicated 
that options were being kept open and said that “the American airlines were not 
worried about the delay to the TriStar programme, but they would want firm 
undertakings from the company and British Government about delivery date, 
price and performance of the RB211 engines.” Carrington asked Sir William Cook 
to put together an independent assessment committee to look into the RB211. This 
committee would investigate the estimated costs and come up with options for 
continuing the project.21

The Heath administration’s decision to let Rolls-Royce go into bankruptcy 
was viewed with great alarm and displeasure by the U.S. bank group, which 
had serious interests as money lenders in both the U.S. aircraft manufacturing 
industry and the airlines themselves. Sir Kenneth Keith22 a British merchant 
18　TNA, CAB130/504, GEN16(71) 6th Meeting, 3 February, 1971 at 11.30 a.m. 
19　Department of  Trade and Industry, Rolls-Royce Ltd and the RB211 Aero-Engine (London, 1972), 15.
20　TNA, CAB129/155, CP(71)18, 5 February 1971. 
21　TNA, PREM15/229, "Note for Record," 11 February 1971. 
22　Sir Kenneth Keith was a major merchant banker. He was famous by push Hill Samuel up to major merchant bank 
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banker, communicated the angry response of the U.S. bank group to Robert 
Armstrong, Heath’s Principal Private Secretary, in telephone discussions on 12 
February. 

Keith: I saw the day before yesterday afternoon William Moore, 
who is the Chairman of the Bankers’ Trust, who is the leading 
Bankers for Lockheed.

Armstrong: Yes.

Keith: And he had been informed by Lockheed that their 
engineers were of the opinion that this (RB211) was a really 
good engine. It was what they wanted and that the various 
airlines, and I happened see a friend of mine, who is a Director 
of Eastern, and the airlines wanted it and Moore said me that 
he was absolutely certain that the airlines would pay a bit more, 
and that Lockheed could pay a bit more and that the Bankers, 
if there was an understanding, would pay a bit more and the 
orange could cut three ways.

Armstrong: Yes.

Keith: Now one thing I think we should be absolutely certain of 
is that if, through any lack of co-operation on the British part, 
this thing falls down, and Lockheed goes under, repercussion 
here will be serious and we will not be forgiven for very very 
many years.23

The message was that the U.S. bank group was prepared to concede some 
points if the Heath administration was willing to back Rolls-Royce. 

Representatives of the U.S. bank group outlined the general situation in 
United States to the Governor of Bank of England. 

William Moore, Chairman of Bankers’ Trust, called on Sir 
Leslie O’Brien, the Governor of the Bank of England, on 
19 February. He was accompanied by Mr. R.G. Ross, Vice-
President of the Bank of America. “Bankers’ Trust and the 
Bank of America were leaders of syndicate of twenty-four 
banks who were engaged in financing of Lockheeds and of 
the three principal U.S. airlines that had ordered the Tristar. 
A total of some $1 1/2bn. was committed, of which over two-
thirds had already drawn….The bankers were naturally very 
concerned at the possible consequences of a collapse of the 
RB.211 project and had therefore come to London to explore the 
situation, unobtrusively, and to explain their assessment of the 
program….It was necessary to stress the urgency of coming to 
a decision about the RB.211….It was probable that the airlines 
could survive if they were forced to abandon the Tristar and 
wait for alternative aircraft. But this would cause a great deal 
of pain of money….There was therefore a real danger that the 
most favourably placed (airlines) would “cut and run” unless 
it could be assured, very soon, that the Tristar would go ahead. 
Once a major customer had “cut and run” the viability of the 

in the City. He was appointed the Chairman of  Rolls-Royce in 1972. Stephan Aris, Close to the Sun,: How Airbus challenged 
America’s domination of  the Skies (London, 2002), 108.
23     TNA, PREM15/230,”Record of  Conversation between Mr. Robert Armstrong and Sir Kenneth Keith at 2.45p.m on 
Friday, 12 February.”
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entire project would probably fall away.”O‘Brien said that 
Moore had provide him with a “very useful presentation of 
the general picture, from an American point of view, and of 
the U.S. banking interests in the whole Lockheed/Rolls-Royce 
situation.” O‘Brien said that he would let British government 
know what the bankers had told him.24

The U.S. bank group urged the Heath government to back Rolls-Royce. Thus 
Lockheed and the Heath administration continued their negotiations over a new 
contract to supply the RB211 for the TriStar during the months of February and 
March.25 The focus of these negotiations was firstly to raise the engine price, and 
next to procure a loan guarantee by the U.S. government to Lockheed bankers. 
While the negotiations with the Heath administration continued, Lockheed 
started negotiations with the airlines of TWA, Eastern, Delta and Air Canada over 
the price and delivery date of the TriStar and the RB211 as well as the U.S. bank 
group over the new big loan. Though a compromise was reached on the engine 
price, negotiations deadlocked because the Nixon administration was reluctant to 
provide the loan guarantee for the TriStar project required by the U.S. bank group 
as well as the Heath administration. 

The first round negotiations between Heath administration and Lockheed 
were held from 2 to 4 March 1971 in London. Lord Carrington, British 
representative, insisted the price increase of engine for the first 646 engines 
amounting to £91 million and “appropriate warranties on both side that the 
project could be seen through to conclusion.” Haughton, Chairman of Lockheed, 
replied that such a price increase of engine was “unrealistic” and it was noted 
that: ”[h]e had no means of providing such a guarantee. Neither the banks and the 
US government were likely to provide one.”26

Lord Carrington visited Washington D.C. and met with Haughton and 
John Connally, U.S. State of Treasury on 25 March 1971 for the second round 
of negotiations. Carrington first met with Haughton and indicated that British 
government was looking for a commitment of between £80 million to £97 million 
for the engine price. Haughton countered with a proposed engine price of 
between £50 million to £60 million. These discussions ended without resolution. 
Carrington then held another meeting with Connally to discuss the warranty 
issue. Connally concluded in this discussion that:

the TriStar project could not be continued without Government 
help. The banks might be persuaded to increase their 
commitment from $350m to $500m; but it would probably be 
necessary for the Government to provide a loan of a further 
$250m or $300m. The problem was that no agency of the US 
Government had authority to make this sort of loan without 
Congressional approval. However, he would be prepared to 
recommend to President Nixon that an approach should be 
made to Congress for the necessary legislation. 27

24     TNA, T225/3677, “Note for Record,” 19 February 1971.
25　 A new company, Rolls-Royce (1971) Ltd, was created to take over the business which the Heath administration 
acquired in terms of  national interest. Department of  Trade and Industry, Rolls-Royce Ltd and the RB211 Aero-Engine 
(London, 1972), 15.
26   TNA, CAB134/3446, “Record of  a Meeting with Representative of  the Lockheed Corporation at 1530 Hours, 3 
March 1971.”
27　 TNA, PREM15/231, “Meeting of  Defence Secretary and Attorney General with the US Secretary of  Treasury in 
Washington, 25th March 1971.”
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Connally added “it would first be necessary for HMG (British government) 
and Lockheed to agree upon an engine price” and ”Lockheed could then go to the 
airlines to secure their continuing support and then to the banks to obtain their 
backing and draw up a financial plan.”28 As a result of the negotiations, the Heath 
administration agreed to take on responsibility for the RB211 project and, while 
Lockheed agreed not to pursue penalties for breach of contract on delivery date. 
Lockheed further consented to a rise in the engine price to £50 million. This price 
increase required that Lockheed get a new loan from U.S. bank group subject to a 
U.S. governmental guarantee. 

Lord Carrington reported on the Washington negotiations to the Cabinet on 
29 March 1971 and conveyed that Lockheed had made an offer of engine price 
amount of £50 million to £60 million. “He was satisfied that this represented 
Lockheed’s final offer both because they did not have the resources to offer 
more and because a further increase in engine price would leave the TriStar 
uncompetitive with its competitor, the Douglas DC10.” Lord Carrington 
continued that Connally was prepared to ”(a) put pressure on the United States 
banks to increase their credit to Lockheed from $350 million to $500 million” 
and”(b) seek the authority of Congress for a Government loan of $300 million.” 
He said,” [a]ny new agreement between Lockheed and Rolls-Royce and the 
British Government could safely be expressed as conditional upon the satisfactory 
completion of these financial arrangements by the United States Administration. 
Thus, there would be no risk of our commitment to the continuation of the 

RB211.” Carrington recommended to his colleagues that “we should accept 
Lockheed’s final offer on engine price, subject to being satisfied by the financial 
arrangement promised by the United States Administration.”29

After the negotiations between the British and U.S. government in 
Washington, on 5 May, John Connally, U.S. Secretary of the Treasury, made an 
announcement that he would ask the approval of Congress for a debt guarantee 
of $250 million for Lockheed. On 11 May, Rolls-Royce (1971) company concluded 
a new contract to supply the RB211 engine to Lockheed. On 4 June, Haughton 
and Connally reached an agreement with the 24-member U.S. bank group to 
provide a new loan subject to the U.S. administration’s debt guarantee.30 William 
Moore, Chairman of Bankers’ Trust, said on 15 July in Congress, ”New aerospace 
programs . . . today cost in the billions of dollars and extend over several years . 
. . No bank, or no group of banks, no matter how large, could take such a risk.” 
The debt guarantee bill passed the House on 30 July, the Senate after four days 
28   TNA, PREM15/231, “Meeting of  Defence Secretary and Attorney General with the US Secretary of  Treasury in 
Washington, 25th March 1971.”
29    TNA, CAB128/47, CM(71)18th Conclusions, 29 March 1971.
30    TNA, T225/3691, “Summary of  Terms of  Proposed Bank Loan to Lockheed Corporation.”

Table 1. Financing for the Lockheed TriStar 
Creditors Amount Lent

Bank of America, Bankers Trust, Chase 
Manhattan, First National City (New 
York), Manufacturers Hanover, Morgan 
Guarantee and Security Pacific

$210 million 

Other banks $190 million
Source: Business Week, 26 June 1971, 72.
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in a very small difference. On 14 September, the new contract between the two 
companies of Rolls-Royce (1971) Limited and Lockheed was signed, and the Rolls-
Royce/Lockheed chain bankruptcy crisis was settled.31

4. Conclusion
Faced with the crisis of this prestigious national corporation, the Heath 

administration found a solution. They did not bail out Rolls-Royce by limitless 
government financial commitment but rather ‘bailed in’ concerned interests—
namely, the City, Lockheed, the U.S. bank group and the Nixon administration. 
As a result, the Heath administration urged the concerned players-the Nixon 
administration and U.S. bank group-to solve the TriStar/RB211 problem by 
transfer the Heath government’s responsibility to Lockheed. This “bail in” process 
not only minimized the Heath administration’s budgetary outlay for the RB211 
project but also diversified the risk of huge aircraft project beyond the budgetary 
room of one government to stakeholders including U.S. government.

I have examined the effectiveness of three models in analysing the historical 
events surrounding the collapse of Rolls-Royce. Model 1, inadequate in-house 
management control, focuses on managerial missteps by Rolls-Royce, which 
resulted in bankruptcy. Model 2, excessive interdependent control between 
manufacturers and banks model, puts the spotlight on the actions of Lockheed 
and the U.S. bank group. Model 3, “bail in,” introduced herein stresses the role of 
government in the situation of corporate crisis in terms of interdependence among 
business, finance and state interests.

We can apply lessons from the case of Rolls-Royce/Lockheed rescue package 
to other cases. When we think of failures of big business such as the U.S. financial 
institutions after Lehman Brothers bankruptcy in 2008, General Motors in 2009, 
and recently the Tokyo Electric Power Company (Tepco)’s as a result of the linked 
disasters of an earthquake, tsunami and nuclear energy plant accident, we tend 
to condone government use of unlimited fund to rescue failed big business by 
using the phrase: ”too big to fail.” However, as British Prime Minister Edward 
Heath said, “It should not be the tax payer but the shareholders and bankers 
who had allowed these companies to be so badly managed who should take 
the consequences,“ we should try to glean further lessons and approaches from 
the Heath administration’s approach toward the Rolls-Royce/Lockheed chain 
bankruptcy crisis. 

31　Congressional Quarterly Inc., Congressional Quarterly Almanac, 1971 (Washington, D.C., 1972), 154.


