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Treasury Chambers, Parliament Street, SWIP 3,

01-233 3000

13th July 1979
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I enclose a submission from
Sir Geoffrey Howe in his capacity as
Master of the Royal Mint, seeking
The Queen's agreement .to the appoint-
ment of three new members of the

Royal Mint Advisory Committee.

y”"‘) w7,

(M.A. HALL)

Private Secretary

The Rt. Eon. Sir Philip Moore, KCvO, CB
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The Master of Your Majesty's Mint,
with his humble duty to Your Majesty,
begs leave to suggest that Sir Peter Scott,
CBE., DSC., Miss Elizabeth Frink, CBE., Ra.
and Professor Lionel Hale, FBA, be appointed
members of the Royal lint Advisory
Committee, of which His Royal Highness,
The Duke of Edinburgh, is President, and
whose function is to'give advice on the
designs of Coins, Medals and Seals.

s

GEOFFREY HOWE

12 July, 1979
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ROYAL MINT LDVISORY COMIITME

Appointments to this Committee arise somewhct infreouently as there is
’%bno fixed period of membership. The establiched procedure is for the
Deputy Master to make the necessary enquiries, including ascertaining
that the persons sclected would be willing to corve, and then advise

the Chancellor accordingly.

2. Subject to the Chancellor's agrecment the matter is then put before
Her Majesty by the Chancellor in uis capacity as Master of the Mint.
The procedure seems to be for a submission to Her Majesty in the form
of the draft attached to Dr Gerhards mirute to be scnt under cover of a

letter to the Queen's Private Secretary from the Principal Private Secretery.

5« There is ro evidence that No. 10 is consulted on tlese occasions.
Incidentally there had apparently been a feeling for some time that there
should be a woman on this Committec and the present list of appointees
includes one. We are contert for the advice on these appoi

ntments to be
left to the Royal Mint.

U N o Dowrin Co/l/lcitﬂ)
4. I should be grateful for copies of thé’%grmal correspondence in due
course for cvr files, e
- . il
Ay

. ‘/"
C_WARD
11 July 1979
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PS/Master of the Mint
ROYAL MINT ADVISORY COMMITTEER

It is necessary lto appoint thrce new members to
the Royal Mint Advisory Committee to replace members
who have recently retired. Attached is a note on the
Committee.

I have consulted Prince Philip as President of the
Committee, who agrees that it would be desirable to
appoint an expert on natural history and two representatives
of informed public taste including, if possible, a woman.
The following new members would be acceptable to Prince Philip
and I recommend that they be appointed:-

Sir Peter Scott

Miss Elisabeth Frink, CBE RA

John Rigby Hale, Professor of Italian.
University College, London

I attach notes.on each.

Members of the Committee are appointed by The Queen
on the advice of the Master of the Mint. If the Master
of the Mint agrees with the foregoing nominations, ne is
advised to make submission to The Queen in the terms of
the attached draft.

et

-—

Deputy Master, Royal Mint
6 July 1979
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ROYAL, MINT ADVISORY COMMITTLEE

The Royal Mint Advisory Committee is a standing
committee which advises the Royal Mint on the design
of coins, medals, scals and decorations.

Members are appointed by the Sovereign on the
recommendation of the Chancellor of the IExchequer in
his capacity as Macter of the Mint. They are intended
to act os representalives of informed public taste as
well as in some cases providing specialised knowledge
in, for example, heraldry.

There is no fixed term of office nor any fixed
number of members, the present membership being:-

HRH Prince Philip, Duke of Edinburgh (Fresident - who
normally presides at meetings)

Dr D J Gerhard, Deputy Master (Chairman)

Sir John Betjeman

Mr Milner Gray

Sir Robin Mackworth Young

Mr John Porteous

Dr C H V Sutherland

Sir Anthony Wagner

Sir Hugh Casson

Mr Will Carter

The Committee was set up in 1922 with the approval of
King George V. At that time there was concern about .the
poor quality of numismatic art and it was felt that the
Deputy Master ought to be supported by the advice and
assistance of an indepenaent committee.

The Committee's role is strictly advisory in relation
to the UK coinage and new UK designs are submitted by tue
Master of the Mint to the Queen for approval. The Committee
also considers overseas coin designs when invited to do so
by the Royal Mint.

Members of the Committee are unpaid but expenses may be
reimbursed although normally no claims are made.

The Committee generally meets once or twice a year but
when a new design is being considered for the UK coinage
meetings would be more frequent.



N



AThe National Archives

DEPARTMENT/SERIES
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(one piece/item number)
Extract details:
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CLOSED UNDER FOI EXEMPTION 55\*0 7-’)

RETAINED UNDER SECTION 3(4)
OF THE PUBLIC RECORDS ACT 1958

TEMPORARILY RETAINED

MISSING AT TRANSFER

NUMBER NOT USED

MISSING (TNA USE ONLY)
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Instructions for completion of Dummy Card

Use black or blue pen to complete form.

Use the card for one piece or for each extract removed from a different
place within a piece.

Enter the department and series,
eg. HO 405, J 82.

Enter the piece and item references, .
eg. 28, 1079, 84/1, 107/3

Enter extract details if it is an extract rather than a whole piece.
This should be an indication of what the extract is,

eg. Folio 28, Indictment 840079, E107, Letter dated 22/11/1995.
Do not enter details of why the extract is sensitive.

If closed under the FOI Act, enter the FOI exemption numbers applying
to the closure, eg. 27(1), 40(2).

Sign and date next to the reason why the record is not available to the
public ie. Closed under FOI exemption; Retained under section 3(4) of
the Public Records Act 1958; Temporarily retained; Missing at transfer
or Number not used.



THIS IS A COPY. ORIGINAL CLOSED UNDER THE FREEDOM OF INFORMATION ACT 2000 EXEMPTION 5 (-Q-O ( z)



!

s
T
'l. ;
=

i
C It




 THIS IS A COPY. ORIGINAL CLOSED UNDER THE FREEDOM OF INFORMATION ACT 2000 EXEMPTION S Lf-o Cl)



- » .
= -
. 7
w -.-I » ] . =l B
» " - - x
1 - -, -
. N u 2 = N N n
Ny . y n . - =
N _=a - k- l: =
II = - I ..I T N
= - e
N e " 1 - = - .l: = E n e - !
“ ~d,
b =
] . - ) - .
-
o A
] -
: Vi anm
. [ - CENT .
3
1 n
- ) B -
»
L . b

%
-
.




oA Hall Eeg

Frivate Secrstvary
Treasury Chanbers
Parliament Strent
Tondon SWAP 2AG \

Dear Mr Hall

. . I -
ROYAL “INT ADVISORY COMAITTEE
In the DJeputy Master's absence on leave, I thank you
for your letter of 13th July and the subsequent
copies of The Queen's approval of the nominations.
We shall of course take due note of The Chancellor's
comaents in selecting persons for future nominations.
Yours sincerely

g

//6_; },/.’/ ey #
R W Gravenor
Commercial Director

s
THE QUEEN'S AWARD |

FOR EXPORT ACHIEVEMENT
1977
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1. PS/Minister of State (Mr. Rees)
2. PS/Master of the Mint

Royal Mint : Non-Executive Directors

At his meeting on 6th May the Master of the Mint agreed
that we should work out detailed proposals for the appointment
of non-executive directors to the Royal Mint Management Board.
Reorganisation of the Board's Business
2. At the present time the Board meets every four weeks to

consider a wide range of monitoring data, to settle policy
issues and to deal with a variety of housekeeping matters
(e.g. security). The Board is comprised of the Deputy Master,
Commercial Director, Production Director, Finance Director and
Sales Director - all full-time executives.

3. To accommodate the appointment of non-executive directors
the main performance reviews and principal policy issues would
have to be separated from the more mundane business. This could
be done by reorganising the Management Board around five meetings
each year, supported by an Executive Board which would meet every

four weeks. The reconstituted Management Board would consider:

. Quarterly trading results.

. Major Policy issues.

. The corporate plan.

The annual report and accounts.

Any management letters from auditors.

4. The non-executive directors would have a general right of

access to the Royal Mint and its affairs, and would be available

for consultations.

Terms of Appointment
5. Non—-executive directors would be appointed by the Master
A fee would be available,

of the Mint for a period of 3 years.
subject to the approval of the CSD, and agreed expenses would be
paid by the Royal Mint.

6. The letter of appointment would make it clear that the
non—-executive directors would have the right of direct access

to the Master of the Mint should they consider that the Management

e

Board, or the Deputy Master personally, were unreasonably ignoring
Cont.. |
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Mr. R. I. Tolkien cc Mr. W. S. Ryrie)
PS/Master of the Mint Mr. C. Ward y/.)Treasury
Mr. R. W. Gravenor-Royal
Mint

Non-Executive Directors

It is something of a compliment to the Royal Mint that
the two preferred candidates as non-executive directors,
Dr. Berry and Mr. '‘Davies, have indicated that if invited
they would accept enthusiastically. The way is, therefore,
open to extend a formal invitation and I attach a draft. The
key points to be made are:

(a) The appointment would be for three years in
the first instance.

(b) The appointment to take effect from lst
January next.

(c) Five meetings a year would be involved.

(d) The non-executive directors would have right
of access to the Master of the Mint - but I
think this might be balanced by a reference
to the Royal Mint having proposed their
appointment in the first place.

I can settle such matters as the fee and expenses in
subsequent correspondence. On the former Dr. Berry and
Mr. Davies are very willing to accept the meagre fee of
£1000 p.a. sanctioned by the Civil Service Department.

<

D. J. Gerhard
Deputy Master
10th November, 1980.
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Mr. Rr. I. Tolkien ce_Mr. Ryrie)
ps/Master of the Mint Mr. wWard )_Ereasury

Mr. Gravenor - Royal Mint

Non-Executive Directors

You will see from the attached copies that both
Dr. Berry and Mr. Davies have formally accepted the
invitation to serve as non-executive directors on the
Royal Mint Management Board. I will initiate the
necessary follow up action.

It occurs: to me that the Master of . the Mint might
like to meet Dr. Berry and Mr. Davies over lunch here
at Grosvenor Gardens. If so we will attempt to agree
a date early next year. Perhaps Mr. Ryrie would like
to join us?

ad

-

D. J. Gerhard
Deputy Master
24th November, 1980.
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From the Chairman’'s Office

Piease Reply lo

Royal Worcester Spode Lid

Tonyrelail

Porth

Mig Glamorgan, CF39 8YW
Telephone 0443 670666
Telex 498534

21st November 1980.

The Rt. Hon. Sir Geoffrey Howe, QC., MP.,
Master of the Mint,

Royal Mint,

7 Grosvenor Gardens,

LONDON. SW1w OBH

LgdA< /; Ggeﬁi%+n«].

It is with a great deal of pleasure that I acknowledge
your very kind invitation of 14th November 1980 to’
join the Royal Mint Management Board as a non-executive
director. Without hesitation and with a sense of
privilege I accept.

I am looking forward very much to making a real
contribution to the management style and discipline of
the Royal Mint, and accept in total the responsibilities
of a non-executive director under the Chairmanship of

Dr. Gerhard.
(S/, S

e g I
L m“"’ o
J’/ o

o ’;/

- =

Merrivale House Deansway Worcester WR1 2JH England
Telephone 0905 26971 Cables Royal Worcester Telex 336722
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NON-EXECUTIVE DIRECTORS ;HM/

The Chancellor would indeed like to meet Dr Berry and
Mr Davies over lunch at Grosvenor Gardens some time in
the New Year. Mr Ryrie would like to accompany him.
Miss Birnie will be getting in touch about suitable

dates.

2. The Chancellor has asked me to take this opportunity
to thank you for sending him a copy of your 1980 Annual
Report and to congratulate you on your results for that

year.

ijf‘

R I TOLKIEN
27 November 1980
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Mr. Wheeler asked the Chancellor of
the Exchequer who are the present mem-
bers of the Royal Mint advisory commit-
tee ; when this committee last met and
what items were under discussion; how
oflen (he committee has met in the last
five years ; what is the attendance record
of members ; and what is the annual cost
of the commitice both in the current year
and during the previous five years.

Sir Geoffrey Howe: The members of
the Royal Mint advisory committee are
at present:

His Royal Highness the Duke of Edinburgh
(President)

Dr. D. Gethard, Deputy Master and
Comptroller (Chairman)

Sir John Betjeman, CBE, C Litt

Will Carter Esq.

Sir Hugh Casson, MR, PRA, RDI, FRIBA,
FSIA.

Miss E. Frink, CBE, RA

Milner Gray Esq, CBE, RDI, PPSIA, AGI

Professor J. R. Hale, FBA

Sir Robin Mackworth-Young, KCVO

J. Porteous Esq.

Sir Peter Scott, CBE, DFC

Dr. C. H. V. Sunderland, CBE, D Litt, MA,

FBA
Sir Anthony R. Wagner, KCB, KCVO, D
Litt, MA, FSA

The Committee last met on 12 June
1980. Maitters under discussion at meet-
ings are considered to be of a confidential
nature and it is not appropriate to publish
details. The committee has met nine
times during the past five years but some
work is conducted by post. Members of
the committee give their time voluntarily,
and it is not therefore, in these circum-
stances, considered appropriate to reveal
details of attendance records. The costs
of the committce, both in the current
year and in the previous five years, were \

CODE 18-78 - negligible.
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Mr. Wheeler asked the Chancellor of
the Exchequer, pursuant to his reply to
the hon. Member for Paddington on 27
November on the Royal Mint Advisory
Committee, what is the role and function
of the committee.

Sir Geoffrey Howe : The Royal Mint
Advisory Committee was set up in 1922 as
a standing committee, with the approval

of His Majesty King George V, by
administrative Act of the then Chancellor
of the Exchequer in his role as Master of
the Mint. It advises the Royal Mint on
the design of coins, medals, seals and
decorations.
There were (wo reasons for establishing
a standing committee :
1. the then poor quality of numismatic art;
2.0t was felt that the deputy master, as a
permanent civil servant. ought to be sup-
ported by the ndvice and assistance of an
independent committee.
Mcmbers are appointed by the Sovereign
on the recommendation of the Chancellor
of the Exchequer in his capacity as
Master of the Mint.

CODE 18-78
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PRIME MINISTER . af Pven an
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EMS (Perapn [ comta Ao IR
ot o  rbve Fn Pt
The letter of 12th July from your Private Secretary G,Jmﬂ;;ﬁr
to mine set out the procedure you wished us to follow for “l&:f

considering further our position on the EMS. L ~3).
2. I now attach a paper which has been prepared after )2
meetings at which the Cabinet Office, FCO, Departments of .f],

Trade and Industry and the Bank of England were represented
under Treasury chairmanship. As you proposed, it has also ;(éPg*t
been discussed in a meeting of Permanent Secretaries under ﬁUﬁﬁA
Sir John Hunt and some changes have been made in the light

of that.

3. You will wish to consider when we should discuss this
paper. I would then like to circulate it under cover of a
short note of my own. Our experience with the Belgians last
week shows that the question of our position on the EMS is

likely to come up with increasing frequency in the weeks

ahead; perhaps the next really important stage will be at
your bilateral meeting with Chancellor Schmidt at the end

of October.

b, I am copying this letter at this stage only to
Sir John Hunt.

-

(G.H.)
L4 september 1979

SECRET







THE UK AND THE Et

Form of Paper

1S

1. The first part of this papér (baragraphs 2-10) is a

brief history of the LIS end description of the present UK

relationship to it. The second part (paragraphs 11-43)

identifies and discusses three main issues which llinisters

vish to consider in deciding \he ther to put sterling i‘ullv

b O

2 S0

v Lt

-
e

-
10

the EIiS. They zre first, the, 1nternaulonal monetary envirornens
e T,

and its bearing on managing ste“llng in the XMS; second

"‘“ﬂ

the relationship’ of ENMS obligations to domestic economic policy,
—_-——‘_‘-—\—._

especially to the money supply and tﬁ;;gly, the'Cdmmunlum

factor - the significance of the ENS for our relations with

Cornmun ity. A final part of the paper (paregraphs 44-52)

de

with certain snecific cuestions which require a Government vi

or would recuire a decision if
the relationship to the budgel

the possidle use of a2 €% margin

vinich wve tI

ink are effecblvely

Droblem, the present ]ow—kev

e o s iy

e
Vai

14}

|~

ja)
fed
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$
Ministers decided to Join the =:Z:

“0~—- e

‘of parts of the FEiS, the question of "travelling alongside”

-
[=5a¥el
[

The conclusions list the orticre

open ©o the Government and 2l

4
lists again the main considerations bearing on the choice.
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'HISTORY OF EIS AlID FRESENT UK POSITION

2.  The Europcan currcncy system which becane known as the "snake"
began to operate on 24 April 1972. Tor the then six members of the
EEC it linked currencies with 2% margins and was szen as part of the
movenent towards Zuropecon IMonetary Union. Britain joined the "snalke"
in May 1972 but left again after 6 weeks. Trance left in 1974 and
again, after a second period of membership, in 1976. TItaly, Sweden
and Norway also had periods of membership or association, but felv
obliged to leave in periods of balance of payments difficulty. By
1977/78 the "snake" consisted o6f Germany and the smaller countries
econonically closely linked to her - Benelux and. Denmark.

3. In 1978 several economic and political fac»ors combined to give
fise to proposals Tor a European Monetary System. The Germans wvere
concerned about the upvard pressure.bn the German mark produced By a
veak doTla* and felt vhat it could be mitigated iI the rark formed

"part of a larger block less readily moved by dollar weakmesns. That

S

vould protect German conmpetitiverness and make for nore currency
stability in ZFurope, vhich accounted for more than half of German
trade. ITGSWGGDu Giscard was a believer'in fixed rates and their

value as a counber inTlationery discipline to the French econony.

Other factors were some general disenchantment with floating exchangeé
rates, & distrust of the future of the dollar and a desire to restore

nonentun W zuroocan integration.

4, The discussion beitween April and Decenmber 1978 for the formation

. - - \—— - N PO
of the =MS, on the basis of an outline agreed beviiecen Chancellor Schiziét
and President CGiscard, reveated elements of earlier argunents in the

IIIF aboutv the overabion of fixel exchange rate sysvems, The potential
nev nemvers (TFrance, vhe UK and Italy) argued that th systen should

be constructed s0 2s to place on the strong Menberu (1e Ger"any) an.

e

S
‘obligation to play a
through domestic pol

——— e - - SUR———E LI T

full vart in keeping exchange rates togetzer
icy measures and intervention; end that if all the

.
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obligation fell on weaker members, the effect would be deflationary.

The Germans resisted what they regarded as inflationary proposals.

The UK, Italy and Ireland also argucd for better treavient of the
weéaker nenber countrics through the Community Budget. They said this
vwas necessary to the "convergence" of EEC economics without which such
an cxchange rate system would not succeed.

5. As agreed in December 1978 the EIMS included the following elements

i. a parity grid of exchange rates with 21% margins as in the
snake, but with a 6% option for new members (France, Italy, UK,

Irelénd); - -

ii. within the parity grid, a "divergence indicator" which could
lead to policy measures when a currency was diverging significant:
from its pariners. ivergence is measured against a basket of

Community currencies (the ECU); )

iii. enlarged short term end medium term credits to ascist
intervention and balance of payments adjustment;

iv. a revolving swap of reserves against ECUs, which would then

I ——
be the unit for accounting between EMS central banks.
O .

There was provision-for creating a Europezn Monetary Fund after

2 years vwith a full transfer of reserves, further development of the

ECU and absorption of existing credit arrangements.

6. The "divergence indicator" was the main concession in the working
of the exchange rate mecharism to the arguments of the "candidate
members" described in paragraph 5. Its working has been reviewed
this autumn. Svch imperfections as the review has revealea nave

not been considered sufficient to justifv any changas in its
mechanisms, at least on the basis of experience:rso far. It is

not clear tnat the indicator nas so far nad any notable extra

effect in triggering policy reviews. .

SECRFET
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7. Italy and Irelond reserved judgement at the December 1978 Europezn

Council but agreed to join the ENMS shortly afterwards when given certeai:
assuranccs about resource transfers. -Ifaly alone used the 6% margin.
France delayed the start of the EMS from January 1979 until 13 lMarch
1979 by seeking assurances about "green rate" cﬁanges in countries
whose currencies appreciated within the EMS ie'Germany. A specific
assurance was not obtained. The then UK Government decided not to
participate in the EMS exchange rate arrangements on the ground (as

Mr Callaghan said to the House of Commons) that they vere too '"close to
the original snske" and that "it would be imprudenf to join the exchengx
rate mechanism" when the EEC economies had in recent years not converger

Present UX Position

8. The UK already has links with the ENS:-
i. sterling is included in the European Currency Unit (ECU);

i, wve parficipated in the EMS expansion of the Community mediun

term credit;

" 3iii. we are entitled To Jjoin the exchange rate arrangements at any
time under the conclusions of the December 1978 Euronecan Council;

iv. there is provision for mutual consultation on chenges of
exchange rate policy between ourselves and full ENS members;

v. alt the Strasbourg Furopean Council in June 1879 the

Prime Minister announced that we would participete in the "swap¥
of reserves for ECUs. She made it clear that this was withoutl
prejudice to our decisiom on the ElfS exchange rate mechaniem,
but reflected our interested in the development of the ECU

and the Buropean Monetary Fund;
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vi. we participate in Community discussions about the closer
co-ordination of cconomic and financial policies which is intende
to prov1do the underlying condltlon" for the successful operation
of the EMS.

9. On 26 June the Prime Minister said in answer to a _
Supplementary Question in the House that we should not make a final
decision on vhether to join the EHS for some time. She made a
reference to the review of the EME "divergence indicator" after

6 months working which was scheduled to begin in September, saying
that "we would Be in a position to make some preliminary observations
when this matier was dealt with again in September". '

10. On 16 July the EEC Finance Council agreed that the review should
be conducted by the Monetary Committee and Committee of Central Bank
Governors in an "undramztic¢ way" and should be limited in scope.

The review has now been terminated by the Finance Council on
September 17. This was primarily at the instance of the Germans.

They argued that, since the specialist committees in Basle and

Brussels had reported that, on the basis of experience so far,
|there was no need to change the_mechanism§ of the svstem, and sinee
the markets appeared to be nervous in expectation of some change,
it would be advisable to express satisfaction at the Committee's
reports and to declare the review completed. = Although the UK
expressed doubts, the partlclpants all dec1ded to approve the
German proposal. The conclusion of the review (though it was on‘y
of "certain aspects" of the EMS) could be said to remove one answer
to those who might press for an early decision on whether or not
the UK will join. But the mere conclusion by the participants
that, on gxperience to date, the mechanisms do not at present need .

to be changed does not in itself greatly affect the more fundamental
considerations underlying the UK's choice.
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THE MAIN ISSUES

L ——

11. The main considerations raised for the Govefnment by the decis

whether or not to join the EMS exchange rate mechanism are:

i. Tfirst, whether an attempt to hold sterling to a fixed
but adjustable rate (within a 21% or even a €% margin) is like

to succeed in the present international mohetary environment.

This includes the special problems of sterling as a
("The International Monetary Environment™);

petro-currency".

m—

iji. second, how far there is-a conflict between giving priority
<
L

to an exchance rate target and the present economic volicy o
the Government, with the priority it gives to control of the
monetary agcregates. ("Relationship to Domestic Econonic

~PolicyD;

iii.. thirdly, the relationship between our decicsion on the EMNE
and the whole complex of our relations with our pertners in th
EEC. This includes the clarity of our political commitment
to the Community and aﬁy impact on the argument about our net

budgetary contribution. ' ("The Community Factor").

The following paragraphs examine these in more detail.

6
SECRET



u u L -. 1 u - I-I - . I .I
S - il . "N F 1" " mm
=5 0l Pt " . d" . Wt arcl
I, L L = g
. N N T =g == = = 4
I A= a1 = 1. T
FEL TS o) e .5 ". + = =
_h-
+I& ‘I- I I-
Lﬁ'l.-_-.-_L - :.l.....u_...:.:_i_._.r_
S T:_ll- =1 1ml =
- LI h I1 u u L ... - II
N, e
1. d 4 = rd i = 1 .
=L i 4 = =pj = 1% " ™ by
u u .III u = .I e L T I-
i L i . e 1*Rk=il
.I.L. .. o u - I.L.I -.‘I_
u L .II u .l III IIIII. u u I



SECRELT

THE IRTERVATIONAL MONETARY ENVIRONIMENT

—

12. This section discusses the situation and prospects of the
dollar, the LS group of currencies and sterling as the main
factors bearing on our ability to manege sterling in an EMS fixed
but adjusteble system, and on the likely costs of doing so.

15.' There have been two 1mDortant pollcy noves towards greater

exchE? e rate stebility in the nauL“j2 months. The first was the
CK;;bengfﬂpbiléy‘by the ﬁéugﬁnaﬁngvenoe 19738 towverds a much more
deliberate elfort to m:;;%aln the value of the do]l_r, enlisting

at the tire Germnn, Jeoannse and Swiss help. The secord was the

establishment of the EMS, which has now functioned for 6 months withe

major..crisis or realignment.

X
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14, Nevertheless, because the world cconomic situation, including

0il supply and price, is uncertain, the foreign exchange and gold
markets remain uneasy and volatile. The dollar, as the principal
reserve and trading currency, reflects these uncertainties as well as
the uncertainties of US domecstic policy. liovements of the dollar affect

both sterling and the present EMS.

15. The key dollar-deutschemark rate moﬁed from 1.7% (marks to the
dollar) in October 1978 to nearly 2.00 (+ 16%) in November 1978. After
1.81 in January 1979 and 1.92 in May it was again at 1.81 (10% below ..
the peak of 2.00)on 7 Septeﬁber. The scale of exchange market i
intervention remains large. Central bank purchases of dollars were;

$3% billion in 1977 and $36 billion in 1978. In the first 5 months of
1979 the 7 most important countries sold $19 billion net and in June

and July they bought about $11 billion. Tt is the scale of interventior
involved in limiting cdrfency movemenf which makes it important for
money supply and credit conditions in the countries whose currencies

are involved in it.

16. There will be factors operating in both directions on the dollar

. in the next 12 months. The US economy may move into recession;
interest rates could be held tight or tightened; the real oil price
might fall a little; the US current account deficit may be reduced.
Thes;—;;Z;g;Eﬁzsﬁid produce some dollar recovery. On the other hand
inflation remains high; an election in 1980 may inhibit tough policies
~and create uncertainty there could be more trouble over 0il “supply
end T rlces, or disturbance in the Mlddle East; and Saudi Arabia could
decide to sell its surplus dollars for other_curvencies instead of

"investing them in dollars. The most one can say is that change is at

least as likely as stability.

17. The EMS has been 1nf1uenced by the fortunes of the dollar and

me———

German reactions to them. In March, April and 1 Way vhen the dollar was

firm the Germans sold dollars in order to hold up the mark and reduce
domestic money supoly, offsetting 1977/8 dollar- purchqoes. By holding
up the mark this policy put strain on the weaker EMS currencies.

7
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<when the dollar weakened in June the Germans began to buy dollars,

but they also put up domestic interest rates, enforcing similar interest
rate increases in Denmark, Holland, Belgium and France. -
18. The Danish krone and Belgian franc have come under pressure

on several occasions and there have been rumours about realignment,

but this has so far been resisted by intervention and domestic policy
measures. France has not wished to see any early realignﬁeht, no

doubt partly because any change might raise questions about the Frernch
franc. All % countries have complained that the Germans have paid too
much attention in their dollar intervention and interest rate policies’

to countering domestic inflation and not enough to obligations to other

— - g
EMS members.
_‘_.-——-

19. VWe cannot be sure how smoothly the EMS will 6perate later this year
and in 1980. It is likely that after 9 months or a year market
~expectations of a realignment will grow stronger, if only because of

the inflation differentials betwveen bartners.' That could lead to
speculative pressures. But the performance of the dollar is likely to
be importent. If it moves sharply in either direction there are risks
to the EMS because the impact on EMS member currencies is likely to
differ. Again, the German reaction to such movements, and German

| monetary policy generally, could be critical.

20, Despite the recent dip in the market, sterling retains most of

:the strength that has been manifest since March as a result of

international oil developments and of the Government's monetary and

fiscal policies. There might have been some check to this rise if
Z g R — T Y 0

we had been EMS members from 13 March 1979, Buf even with such a

_check, it is likely that we should have reached either a 21% or a

_6% limit within a few weeks. We would have had to intervene to hold

phe excliange rate and accept the risks to_the monetary targeti and

to inflatiogi or there would have had to be an early realignment

of rates, which our partners would have regarded as unwelcome so early

in the scheme. They would also have criticised us if'we had made
_an interest rate increase like that announced in the Budget. Indeed,
_-it is very possivle that we should have had to téke a conéé, or

temporary period of leave, from the EMS.

Ppey
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21." Sterling tends to bevgpgggehexposed_enrnency than any in the ENS
other then the deutschemerk because it is still widely used in trade,
because of London's importance as a financial market and because as a
currency it is easily accessible. It has been a relatively volatile
currency recently. For example, in 1978 the sterling-deutschemark rate
fell from 4.10 in January to 3.70 in October (-10%); by July 1979

it rose to 4.13% (+12%). 1In the next few months sterling will be
exposed to a number of special uncertainies. They include the oil
situation; the impact on the economy of the new monetary and fiscal
policies of the Government, which will take time to show their effects;
and also, very importantly, the effects after 40 years of control of the
exchange control relaxations already ennounced or in prospect.

In addition, the markets will watch closely the development of pay

1ncreases during the winter.

22. Taking the international monetary environment as a whole,

it is difficult to be confident that the next 12 months will be a
period of relative stability for the dollar, for the EMS or for
sterling. - There are sets of eircumstanees which could mzke that

12 months more stable than the last - a quieter period on 0il prices,
some dollar recovery, smeller balance of payments differences between

major countries. But plenty of other scenes are possible.

e
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RELATIONSHIP TO DOMESTIC ECONOMIC POLICY

’1 The esscnce of the EMS exchango rate mechanlsm is that it
" requires certain exchange rate objectives to be maintained at least
until the members of the system agree that they should be changed.
E!This implies a high priority for exchange rate policy, and some
subordination of other policy objectives to it.

Benefits of the TS

24. The possible benefits of. such a policy can perhaps best be seen
through the eyes of present members of the EMS. There is first a
general benefit of greater stability which is seen as helpful to business
confidence, especially for small firms. Much of industry in the UK
would also see benefits in greater stability. It means greater
predictability of returns and greater stability of profits if significant
exchange rate changes happen oﬁiy every year or two years. A more

stable profit level may .make credit.easier to obtain. These aré

helpful factors, even if long term investment decisions still have to
cope with the likelihood of relative exchange rate changes.

25. However the costs and benefits of exchange rate stability are.
different for Germany and for most of her IMS partners. Tor Germany
the. trading -and irdustrial benefits of stability in the EMS are
reinforced by benefits to competitiveness, and her objective is
naturally to get these benefits with least damage to her inflation rate.
Her currency is held down, those of her partners are held up, and the
system requires the partners to join through intervention and domestic

policy in achieving this result. Germany gets greater exchange rate
stability in her most important trading area. But there is an inflation

cost through a louver mark rate, more intervention, the giving of more
e e s

credlt and pressure to relax domestlc pollcles.

26. For most other partners the benefits lie in countering inflation.
This is how Helland, Denmark, Belgium and France see it. For thenm

~there is a price in lost price competitiveness in keeping their exchange
rates higher than would otherwise be the case. But all these see the
system as a counter-inflationary discipline imposing restraint on other
policies and for several of them indexation of pay and benefits much
reduces the competitive gains from devaluation.

10
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‘;97. On entering the IS the UK could look for the benefits of stability

kubr industry described in paragraph 24. In addition, at different times
e UK nmight see advantage in holding its rate down for competitiveness .
or holding it up to counter inflation. If this were so, it could try
to do this unilaterally and remain free to change policy at any time; or
it could enter the HIS in order to carry more conviction becausc that
would make the commitment more permanent and because we could secek help
from our partners in holding our rate. Ve could not expect to gain much
"advantage" in either direction on first joining the EMS because our
starting rate would be agreed with our partnérs, but the system could
act as a drag on our rate in either direction over a period. The first
question this raises is however whether a fixed exchange rate can be
held, with periodic agreed adjustments, in the volatile world described
in the preceding section, and with a currency as volatile as sterling
has recently becen. The second question, discussed in the next section,
is how far there is a potential conflict with present economic policy.

The Exchange Rate and Money Suvpply Targets

28. Joining the EMS could produce a conflict with the Government's
approach to combating inflation through strict adherence to money supply
targets and a progressive reduction in monetary growth.

29. ©Small self-balencing exchange market interventions are not likely
to create serious problems for money supply targets, but they presuppose
a rate which is naturally stable, perhaps in a rather stable world
environment. That is not the situation of sterling. Large scale net
intervention in either direction (like any unpredictable capital flows)
makes it difficult to stick to a pre-stated nmonetary target. The scale
of its effects on the money supply is uncertain and it is rarely
possible to bring about adjustments in donestic monetary conditions to
conpensate in such a way that the target is met. The effect of gaining
greater exchange rate stability in these circumstances is to push the
instability back into the money supply. The possibility of meeting a
target rather than overshooting or undershooting it is correspondingly

reduced.

' 30. Substantial intervention to hold sterlins dowun so as to keep
| within an EMS margin would almost certainly inflate our money supply.

p—
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“The essence of this case is that we are creating (ie printing)

sterling in order to sell it and thus making it cheaper by making it
more plentiful. The effect is much the same as an increase in the
PSBR: the intervention is in fact financed by borrowing from the
National Losns Fund. After a while the extra sterling so crgzted

tends to find its way into the UK credit base. The previous

Government changed its intervention policies in the autumn of 1977,
and again to a lesser extent in the spring of 1979, because they
considered that intervention was making it difficult to meet monetary

objectives.

31. This has also been the experience of Germany and Switzerland. It
was the classic German complaint in the three or four years before the
dollar was floated in 1973 that the obligation on Germany to buy
dollars at a fixed ovef:}alued rate forced her to import inflation.

More recently Germany has had a rate of monetary growth in the 11% to
12% range (much in excess of target) during the period of heavy
intervention from mid 1977 to end 1978. Switzerland was obliged to

abandon her monetary target altogether when she decided in 1978 to

intervene massively to hold down the Swiss franc.

32. The other possibility is that we might need to intervene heavily
to hold sterling up in order to keep within EMS margins. The direct

effect of that would be to reduce the growth of the money supply. We
would be using our foreign currency reserves to buy back sterling

(and repay the National Loans Fund).

33, However the monetary consequences of intervention to defend a

rate against heavy attack may differ from those where intervention
holds up a rate which is not under severe pressure. The Germans sold
large amounts of dollars in the spring of 1979 to hold up their rate
and reduce their money supply. But they were not at their EMS margin.
Intervention when downward pressure is heavy becomes unpredictable

(it is not part of policy to undershoot a monetary target any more than
to overshoot it). And if the market concludes that a devaluation is
inevitable, holding a fixed rate can encourage speculators by offering
them a one-way option. If then people borrow sterling in order to

12
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¥
eculate against it, that borrowing inflates the money supply. The
féserves are used to buy back sterling created by our own banking
system. Companies can lead and lag, and back this by extra resort to
bank credit. This happened to the UK in 1976, and can become an
important offset to the monetary contraction normally associated with

selling reserves.

34, It may be argued that the conflict between money supply policy
and a fixed exchange rate can be greatly mitigated by taking full
advantage of the ability to change central rates which is an integral
part of the EMS. But the EMS does not provide for, and could not work

with, unilateral changes of rates. Frequent realignments are expressly

e

not welcome because they undermine the stable currency zone and

diminish exchange rate discipline on domestic policy. Rates tend to
move together after countries concerned have put up a fight to defend
their rate, and with due regard to the effect on competitiveness.
Appreciation may be somewhat easier than depreciation in the system
but the inhibitions on the frequency and timing of movement still apply.
We cannot expect special terms on this point. The Italians wanted
a "crawling peg" system. The answer to them was a 6% margin and we

would no doubt get the same answer.

m——
35, So long as strict adherence to monetary targets is an important
part of Government policy, the risk of conflict with an EMS fixed

rate obligation remains. However, this need not mean that the UK must

fa
remain indefinitely in a state of isolation from the exchange rate

=

arrangements in the system, 1f, for example, there were a period of

greater natural exchange rate stability and as it becomes clearer that

the Government is succeeding in its monetary objectives.

The Exchange Rate and Community Economic Integration

36. There is an important argument that EMS membership obliges
Community partners to align their domestic economic policies over a
period and thus contributes to the closer economic integration of the

Community.

37, It is certainly part of present Government policy to aim to match
German rates of inflation and ability to compete, and generally to

13
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.. nhable the performance of our economy at least to match the Community

SECRET

average. The question is whether, given our starting point, entering
an exchange rate system like the HIS iﬂ the near future would help us t
do so. The Government have taken the view that the right way to moke
progress, given our inflation rate and the weakness of the supply side
of our cconomy, is through strict control of the money supply and the
réstoration of market disciplines. There has been much acceptance of
this economic approach by our Community partners, especially Germany.
But under these policies the exchange rate responds to the money sunply
objective and is an instrument of it, whereas in a system like the IS
money supply control tends to be an instrument for supporting an
exchange rate objective. We are back to the botential conflict of  '

objectives discussed in earlier paragraphs.

: 38, It may be asked: why cannot we nou accept the EMS if our

8 partners can, most of whom give a high priority to countering
inflation? From an ecdnomic standpoiﬁt, the ansver is probably thav
their situations differ. Germany can afford to pay some inflationary
price for a major trading and political bvenefit. The circunstances of
the smaller countries (some of whom are now in difficulty) are not

comparable with ours. France is the most comparable case to the UX,

though with a stronger industrial economy and a less exposed currency.
Tt is too early to say how she will fare in the KIS : she left the

"snake" twice.

39; As to the UK, it can certainly be argued that the implication of
the Government's present economic policy is that we should apply tke
present policy strictly, especially in this first stage, in order to
make progress on "the fundanentals". If this argument is right we
would make better progress towards economic integration with Eurore DY
reducing the inflaticen differential first than by an early linking of

exchange rates.

14
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THE COMMUNITY FACTOR: RELATIONS WITH THE LEC

40, Joining the EMS in full would obviously te seen as a significant
step in reaffirming our commitment to the FFM, Our joininge would

be welcomed politically, especlally by Cermany, Italy, Benelux and

‘Denmark, and might help some of these countries to justify in

domestlc political terms their share of the cost of resolv1ng

our budget problem. Conversely, our standlng eside is often
represented as castirig doubt on our commitment to the EEC, and
this doubt would clearly be intensified if we were to go so far as
to declare an intention not to Join (as distinct from savine

"not now, but later").
41. This does not mean thaf ve a?e not free to choose the moment
when to join or that we are under special pressure to do so
immediately. Present indications are that a number of countries
would prefer us to wait for a moment to join when there was less
risk that we would disrupt the system. They are very conscious of the
existing pressures on it and of the strength and volatility of
sterling.

1

42, ~This situation could change if the dollar stabilised and the

pressure on o0il prices abated; and if sterling also looked stable.
However, when assessing the stability of sterling, some of our
partners will look not only at the international o0il and monetary
situation, but at the industrial and pay situation in the UK during
the coming winter. £o there may be uncertainty until the end

of the year or beyond.

4%, It is clear, at all events, that unless or until circumstances
change radically we should be careful as a minimum not to rule out
eventual full membership for the UK, and should keep the question
open. And we should also be careful to continue to make it
clear that we wish the system wéll.
15
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SOME SPECIFIC QUESTIONS

Relationship to our EEC Budret Problem

44, .Given their present pautioushattitude:to our early membership
of the EMS, it seems unlikely that the majority of our partners
would want to link the solution of our budget problem with our full
participation in the EMS. Aftempts might be made in various ways to
use the guestion as 2 debating point or delaying tactic, or pérhaps

., even. as an excuse for not making concessions which those concerned
were determined to refuse anyway. But if:there were such manoeuvres

it ought to be possible to deal with them.

45, If nevertheless, on a balance of all the considerations, the
Government decided to join by about the end of the vear, we would

obviously want to get all the leverage we could out of this

Hdeciéion in the budget context. Joining would not negative any of
- the particular arguments vhich our partners are likely to use

against us on the budget and would not change the real interests in
the debate. Its rezl bargaining value is therefore likely to be
limited. Its contribution would be to the general atmosphere,
mainly perhsps in the Benelux countries and Denmark: one or two

of them might see our entry as an opportunity for an EMS realignmeﬁt

which they see as desirable or inevitable.

46, Joining would also enable us to argue for interest rate
subsidies like those extended to Irelsnd and Italy. This would be
unlikely to make more than a modest contribution to our budget
problem however and we shall need to go on arguing that the loans

themselves do not score at all for that purpose.

47, If the Government decided apainst early adherence , 1t would

be important to state our position in terms most helpful, or least
damaging, to our budget case. The line could be that we were for the
moment exposed not only to the uncertainties of a "petro-currency",

16
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~out also to the exchange rate effects of the Government's radically

new structural approach to the UK economy.' That included the

“relaxation (perhaps abolition) of exchange controls in accordance with

our Community obligations, after 40 years of tlght control. Ve

hoped that the new policies would bring us before long to the ponnt
where we could join the EME with adwantage to ourselves and our
partners, but we had first to let sterling settle down to a level
which reflected the new situation and where we could reasonably look
forward to greater stability. It seems likely that in present
circumstances this line would be accepted by, our partners, especially
if explained to them (notably to Chancellor Schmidt) in advance of

the Dublin nuropean Council,

48, Our partners might become more interested in early sterling
mcmbéfship of the EMS if the currency situation became more stable.
One would have to look at all the circumstances at the time to
assess the implications of that. At present however it seems

best to assume that going bteyond the formula in paragraph

and announcing early acdherence to the EMS would not have a

reaily important bargaining value on the budgetary issue.

H

17
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Travellinr alonfside

49, One possibility = mentioned at Strasbourg is that we might
behave for an experimental period as if we were in the EMS exchange
rate mechanism (either at 22% or €%) without actually joining

Tt is not a possibility that need be ruled out in all circumstances
But it is best seen @s a short prelude to joining, subject perhaps
to extension if things go wrong in the trial period. As an
arrangement for zn indefinite period it offers few advantages. At
worst it would involwveus in policy constraints and intervention
obligations w1thgut the benefits of full membership. At best, if
it involved us in no greater constraints than wve shall in any case
face outside the mechanism, our partners would be less impressed by
our gesture of co-operation than by our refusal to commit ourselves.

A 6% Marein

50.- If Ministers decided to join, they could choose between a 24%

and a €% margin. Given the circumstances in which Italy argued

for a wider margin (desire for a "cramllng peg") it was w1de1J feared
that a 6% margin might be regarded as a sign of weakness and 1nv1te
speculation. In fact the lira has been strong and in present
circumstances no such suspicion would attach to sterllng. In Vlew

of volatility of sterling it might be wise to opt for the 6% margin.
This might require close thought if we were joining at a time of

sterling weakness however.

51. The wider maréin gives some extra time and room for manoeuvre
if the rate comes under pressure in either direction. However

once the margin is reached, the position is the same with a 6%5

as with a 21% margin and all the earlier arguments abputkspeculation

and intervendion apply.

18
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~ CONCLUSIONS

52, The ontions which we think are effectively open to the Government

on the IMS this autumn are:-

i. to announce a firm intention to join the EMS at an early‘date.
An "early date" for this purpose might be anywhere between the
date of the Dublin Council (29-30 November 1979) and say, the date
of the Spring Budget (probably April 1980). There would be a
choice, which could be left open until the, date of adherence, ;

between.a 24% and a &% margin;

ii. to say that while we expect in due course to join the EMS,
- we think it is/é%erybody's interest that we should first let
the structural changes affecting sterling under the new
vaéfhment work themselves out: the adjustment to oil self-
‘sufficiency, the new monetary and fiscal policies and, as a very
jmmediate and important point, exchange control relaxation.
Meinvhile we would plsy a full part in work on the evolution
of the'system and of the European Monetary Fund.

53. The main considerations béaring on the Government's choice are:-
3 R . : _
i. the risk that we might run into serious difficulty in
holding a "fixed but adjustable" exchange rate obligation in
the EMS, if it is undertaken in an uncertain international

nonetary enviroament, as with the snake in 1972,

ii. the benefits for industry of an exchange rate which
fluctuates less, if we can achieve that in the EIS;

iii. the risk of conflict between the Government's policy
for the monetary aggregates and an EMS exchange rate
obligation; )

19
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‘iv. the bearing of the choice made on the clarity Jdf our .
commitment to the EEC, on our relations with our Community
partners in general and on the budgetary question in particular.

54« On procedure, the questions are:

vhether any further statement, either for or againstjearly

i.
or made

entry, should be reserved for the Dublln Council;

earlier;

ii. whether Chancellor Schmidt and Pre31dent Glscard ohould be

given advance warning of our position;

iii. what should be said to the House of Commons.

he

ct

These questions can perhaps best be conuldered separately in

light of the main decision.

SECRET
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The Prime Minister held a meeting at 0945 hours this morning
to discuss the EMS and the Chancellor of the Exchequer's proposals
for further dismantling exchange controls. The following were
present: the Chancellor, the Foreign and Commonwealth Secretary,
the Secretaries of State for Industry and Trade, the Governor of
the Bank of England, Sir John Hunt and Sir Robert Armstrong. They
had before them the paper on EMS circulated under cover of the
Chancellor's minute of 24 September and the Chancellor's minute of
11 October on exchange control.

EMS

The Chancellor said that he was opposed to full membership of
the EMS for the present. There was considerable uncertainty about
the future path of the exchange rate, and this could make it
difficult to reconcile strict adherence to monetary targets with
the fixed rate obligations of EMS. One of the uncertainties on
the exchange rate front related to his proposals for further
dismantling exchange controls: if these were accepted, it would
be necessary to wait several months at least before joining the
EMS so as to allow time to see the consequences of future
liberalisation for the exchange rate. He did not believe that a
decision to join would make any significant difference to the UK's
bargaining position in relation to the Community budget. On the
other hand, it was a fact that the UK's continued exclusion from
full EMS membership tended to isolate UK Ministers in their
discussions in Europe; and he felt that full membership should
remain an objective for the medium term. The Governor said that
he supported the Chancellor's position, though he would like to

feel that the UK was moving in the direction of full EMS membership.

The Secretary of State for Trade said that, while he acknow-
ledged the political case in favour of joining, the economic
arguments against early membership were strong. In any case,

"

o

the dismantling of exchange controls must come first. The Secretary

of State for Industry said that he too was opposed. The Foreign
and Commonwealth Secretary pointed out that if the Government could
be sure that sterling would be under pressure in a downward direc-
tion, there would be advantage in the UK joining. In that situa-
tion, there would be no conflict with the policy of holding the
money supply, and the UK would benefit from the network of support
under the EMS arrangements. However, he agreed that it would not

be right to join for the time being.

SECRET / Summing up
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Summing up this part of the discussion, the Prime Minister
said that she agreed that the time was not yet ripe to join the
exchange rate regime. She was particularly concerned about the
potential conflict between the Government's monetary targets and the
EMS intervention requirements. Adherence to the monetary targets
was absolutely crucial if inflation was to be brought down, and
the Government's monetary objectives must remain paramount. She
herself was not optimistic that sufficient stability in the exchange
rate would be achieved to make joining possible even over the next
year. She did not intend to mention EMS in her Luxembourg lecture
the following day, nor did she intend to offer any kind of commit-
ment to the UK's joining EMS as a full member at the Dublin Council.

Exchange Controls

The Chancellor said that he had considered long and hard the
final dismantling of controls, and had come to the conclusion that
action next week would probably provide the last opportunity for
some time. If the decision were postponed beyond next week, it
would have to wait for at least two months until after the sale of
the BP shares. By the New Year, it could well be more difficult,
and it would probably be hard to present the abolition of controls
at the time of the next Budget since the background to the Budget
was likely to be difficult. He believed it was inherently right
to dismantle the remaining controls. Failure to do so would be
represented as a failure of confidence by the Government in its own
policies; and there was a strong economic case for using part of
the benefits of North Sea o0il to purchase overseas assets which
would yield foreign exchange earnings when North Sea oil began to
run out. There were admittedly risks for the exchange rate and
possibly for monetary policy; but on balance he was sure that it
was right to go ahead.

The Secretary of State for Trade said that he strongly suppor-
ted the Chancellor. In addition to the points which the Chancellor
had made, he added that the Government were rightly trying to create
a new climate of greater freedom, and it would be illogical to
refrain from the final dismantling of exchange controls: to do so
now could well unsettle the markets. A decision in favour
would enable the Prime Minister to say something positive at the
Dublin Council; it should also help the Government's position
vis-a-vis the trade unions, by showing that the Covernment were
determined that investors should be allowed to put their money
where they can earn the best return. The Governor said that he,
too, was strongly in favour of the Chancellor's proposals.

The Prime Minister said that, while she accepted the advantages
of further dismantling of the controls (and, in particular, she
favoured overseas investment in general), she was worried about the
risks of moving at this time. The Chancellor's minute had suggested
that the outlook for the money supply in the next few months was
favourable; and that therefore the risk of an adverse impact on the
money supply should be accepted. However, she understood that the
October money supply figures were likely to be a good deal worse than
the figures for September - and, moreover, worse than the Treasury
had been forecasting.

/ Commenting on
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Commenting on this point, the Governor said that the latest
estimates for the Central Government Borrowing Requirement sugges-
ted that the October figure was going to be perhaps £1 billion
higher than had earlier been forecast; this was indeed likely to
make for worse money supply figures for October. The reasons for
the high Central Government Borrowing Requirement for October were
not yet entirely clear but it appeared that delays in VAT payments
were a substantial contributing factor, and also possibly repay-
ment of debt by nationalised industries. Both of these factors
were likely to be temporary. On the other hand, the September
figures for lending to the private sector were well down on earlier
months' figures, and there was still a reasonable prospect that -
notwithstanding the high Central Government Borrowing Requirement -
the money supply figures for October would be within the Government's
target range. It was important not to concentrate simply on one
month's figures: looked at on a three-monthly basis, M3 was moving
in the right direction. Against this background, the Governor
did not think it would be right tc hold up the decision on exchange
controls because of worries about the money supply.

Asked by the Prime Minister about the exchange rate risks,
the Governor replied that these too were not sufficient to post-
pone a decision. The relaxation of controls in the summer had not
resulted in a weakening of sterling. There was no indication that
the institutions were likely to take precipitate action in moving
funds out of sterling into currencies on which the controls still
operated; for,K Wall Street in particular was not immediately attrac-
tive. Moreover, if there were to be a loss of confidence in ster-
ling, this would result in movement into other currencies in any
case: the Chancellor's proposals would not add very much overall
to the scope for sterling outflows in the short term.

The Foreign and Commonwealth Secretary pointed out that
exchange controls in relation to Rhodesia could not be lifted
separately from sanctions generally. It would have been better
from his point of view if the decision could have been held over
until after a decision on sanctions had been taken in November,
but in view of the difficulties which this would pose for the
Chancellor, he would not press for any delay. There would remain
a presentational problem which would have to be resolved.

Summing up, the Prime Minister said that - despite the risks
involved - she agreed with the Chancellor's proposals.

As a postscript to the discussion on EMS, I should add that
the Prime Minister has decided that she does not wish there to be
a further discussion of this issue in OD Committee, and that the
Chancellor's paper should not after all be circulated to OD.

I am sending copies of this letter to George Walden (FCO),
Stuart Hampson (Department of Trade), Ian Ellison (Department of
Industry), John Beverly (Bank of England) and Martin Vile (Cabinet
Office). It goes without saying that the decisions recorded in this
letter are highly sensitive, and therefore it should be circulated on
a strictly '"'need to know'" basis only.

/\,Wl L |

thwJovqtﬂl
A. M. W. Battishill, Esq., h""‘ :
H.M. Treasury. SECRET
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THLE EUROPEAN MONETARY SYSTEM

The Prime Minister held a discussion about British member-
ship of the European Monetary System (EMS) on Friday 22 January
with the Chancellor of the Exchequer, the Foreign and Common-
wealth Secretary, the Governor of the Bank of England, Sir Robert
Armstrong, Sir Douglas Wass, Sir Kenneth Couzens, Mr. Burns,

Mr. Middleton, Mr. George and Mr. Walters.

The Chancellor said that our stance had been that we were
prepared to join the EMS when the conditions were right. Our
reasons for not Jjoining, however, were often such as not to be
affected by changing events. The petro-currency status of sterl-
ing, which militated against full UK membership, would be with us
for a long time; on the other hand, the pressures on the exchange
rate vis-a-vis +he other European curreqc1es which arose from this
source were variable and this did not seem in itself to be a
decisive consideration. It was always possible to argue that the
re-alignment mechanism in the EMS could deal with this factor.

The most powerful argument, in his view, against joining was the
potential conflict with monetary policy. This too was a permanent
feature of the scene, and it might be argued that it had not
seemed a decisive consideration to the Germans against membership
of the EMS. He saw attraction in the possibility of anchoring
counter-inflation policy to an exchange rate target within the
EMS. Public opinion might respond more easily to an external
exchange rate target than to a set of complex and often conflict-
ing signals from the monetary variables. He saw dangers, however,
in putting too much faith in a disciplinary mechanism which bore a
European label: it would probably have precisely the wrong impact
on anti-EEC opinion, whose opposition to necessary corrective
measures would gain public support from the accusation that the
measures were imposed upon us by our EEC partners. Industrialists
were not attracted to our jolning at the sterling/DM parity now
prevailing. He himself was clear that, for this reason alone, we
were not in a position to join now, even 1f, on general grounds,
we thought it right in principle to do so.

The Governor said that he was in principle in favour of our
JjJoining. He believed that it would be necessary to give much
attention to the exchange rate in the coming years. Although

/ forecasts
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Torecasts of the exchange rate were particularly hazardous, he
believed, on balance, that sterling might be rather vulnerable
over the next few years. A world recovery and further upward
pressure on the o0il price would strengthen sterling, but, against
this, our own economic recovery might well put pressure on the
current account balance of payments, and there might be sizeable
outflows as the election drew nearer. Although the present
sterling/DM parity was too high, he would not otherwise like to
see in present circumstances either a significant depreciation

or appreciation from the present broad position of sterling.

The evolution of monetary policy pointed towards a clearer policy
on the exchange rate. Membership of the EMS would provide a
framework within which to pursue such a policy. The EMS provided
a web of rights and obligations in which we would have the help
of others to hold our exchange rate where we wanted it. It would
be very difficult to operate an explicit exchange-rate policy,
with a published band, outside the EMS and, so to speak, in mid-
Atlantic, in view of our position in the EEC and all that we had
said about our possible EMS membership.

The Foreign and Commonwealth Secretary said that there was
a good case for our joining the EMS at some stage, and he hoped
that we would not rule 1t out now; we should keep the
matter under review. He did not, however, believe that a decision
now to join the EMS would have a particularly favourable impact on
the attitude of our European partners in regard, for example, to
our objectives in respect of the Budget.

In discussion it was argued that there were powerful reasons
against joining. A sudden change in the fortunes of sterling or
of one of the other currencies in the system would lead to heavy
outflows from, or inflows into, the reserves over which the
Government would have little control,; on some occasions these
flows would take place purely to assist other currencies which
were in difficulty. There would be a loss of freedom of manoeuvre.
Membership of the EMS had not helped Belgium or Italy to manage
their economies successfully: 1t had not prevented the Belgians
from running a huge deficit, with very high interest rates, nor
the Italians from a continuing and high level of inflation. Sound
economic management depended upon sound domestic fiscal and
monetary policies; EMS membership offered no escape from these
imperatives. It had been hoped that the EMS would lead to a con-
vergence between the economies of its members. In fact, as the
Bundesbank October Bulletin said, there had been a divergence.

The discussions of realignments were highly politicised ana could
import into discussion of exchange rates wholly irrelevant and
distracting bargaining factors which were at issue in other fora
between the member countries.

Against this, it was argued that membership of EMS would
provide a more predictable and stable world in the short run for
our traders. A large and constantly increasing proportion of our
trade was with other EMS members and it would undoubtedly be help-
ful for business if there were a more stable relationship between
all the currencies concerned. The record of the EMS in this
respect had been one of reasonable success. Membership of the
system would not involve us in an unlimited obligation to use our

/ reserves.
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reserves. It was arguable that the less successful economies
within the EMS would have been in even greater difficulty outside
the svstem.

The Prime Minister said that she was not convinced that there
would be solid advantage in joining the EMS. She did not believe
that in practice it would provide an effective discipline on our
economic management. She was worried by the extent to which it
removed our freedom of manoeuvre. She accepted, however, that
when our inflation and interest rates were much closer to those
of the Germans the case for joining what was essentially a DM-
dominated system would be more powerful. We should, therefore,

f for the time being maintain our existing position on the issue.

I am sending copies of this letter to Brian Fall (Foreign and
Commonwealth Office), Tim Allen (Governor of the Bank of England's
Office) and David Wright (Cabinet Office).

VAmﬁ ﬁﬂ“‘dji

Midhoe b Shee bowr

/

John Kerr, Esqg.,
H.M. Treasury.
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European Community Finance Council

Mr. Garel-Jones asked the Chancellor of the
Exchequer if he will make a statement about the meeting
of the European Community Finance Council in Brussels
on 14 December.

Sir Geoffrey Howe: This was the last Finance Council
to be held during the United Kingdom Presidency. took
the chair,
Following the European Council's decision 10 Teview
» the progress and prospects for further development of the
European monetary system at its next meeting in March,
the Finance Council heard reports from the monetary
committee and the commmittee of central bank governors on
the technical studies that they have undertaken in this
field. It was agreed that the Commission would, as a next
step, prepare some further reflections on the subject in
consultation with the monetary committtee and the
commitee of central bank governors. The Finance Council
will discuss the matter again at its next meeting in
February.
The Council adopted its annual report on the economic
situation in the Community and approved guidelines for
1982. .
Useful progress was made in the Council’s continuing
consideration of the non-life insurance directive. The
committee Of permanent representatives will now continué
work on outstanding problems and report progress 1o the
Council by April 1982.

The Council agreed, by 2 qualified majority, to the
inclpsion in the 1981 amending pudget of 62 million ECUs |
for social measures to help the Community’s steel
industry. A draft decision was adopted which will allow
g0 million ECUS of loans to be provided to Greece for the
reconstruction of areas affected DY earthquakes 10
February and March this year. The loans will attract an
interest rate subsidy of 3 per cent. and will be provided
from either the new Community instrument  Of the
European Investment Bank’s OWI 1esources. Finally, the
Council agreed the draft “interim reports” directive which
establishes minimum content requirements for reports by
companies listed on 2 stock exchange on their activities
duripg the first half of their financial year. A

CODE 18-77
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1. MR C~wAHﬁ cc Economic Secretary

Mr Ryrie
2. CHANCELLOR Mr Monck

Deputy Master

CHANCELLOR'S VISIT TO THE ROYAL MINT

This submission sets out some current questions concerning the Royal Mint of which
the Chancellor may wish to be reminded. Full background briefing does not seem

required on this occasion.

2. VAT on gold coins We have discussed the impact on sales with the Director

of Finance and the Sales Director. The market in gold coins is highly competitive,
and the 25% seignorage we already take, plus 15% VAT, will make it hard for the Mint
to make a profit. It is also likely that in present market conditions the extra
15% will discourage purchases in general. On the other hand, since all suppliers
are subject to VAT the relative position of the Mint is not impaired. We have
asked the Mint to supply us with detailed figures on sales and profit margins for
the categories affected, and will comsider these vhen the market has settled down.

Some adjustment of the seignorage may be advisable, to help the Mint to maintain
its position in this difficult but lucrative market,

3. Defective 20p coins A small quantity - about 1% ~ of 20p coins delivered to
the banks were found to be defective, having been struck from an incorrect alloy.
These have now been recovered, and steps taken to rectify procedures. Cost of
recovery of the coins was about £10,000. The defect was not readily perceptible,
and would not have been detected at the Trial of the Pyx. The Economic Secretary
has been kept in touch during the incident.

4, 1983~87 Corporate Plan This has been received and is under study. The
Economic Secretary will shortly be discussing it with the Deputy Master and
officials. A first look shows sales projections rather lower than in last year's
plan, but profit margins higher. An increase in dividend to £8 million is forecast

this year, though not maintained in later years.
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Doputy Master and Compreaber
Miss T. Pollock, lst November, 1982.

APS/Economic Secretary,
H.M. Treasury,

Treasury Chambers,
Parliament Street,
London, S.W.1l.

Dear Miss Pollock,

I am writing to confirm the 29th
November as the date agreed upon in the
summer for the Economic Secretary to
lunch at Grosvenor Gardens (12.30 for 1 p.m.)
with the non-executive directors, Dr. Berry
and Mr. Davies, and Mr. Gravenor and the

Deputy Master.

Yours sincerely,
\?&kk‘mw,\ .i/'\\} "‘-‘L':\ \CKJIW‘~F

Jenny Williams
Secretary to Dr. Gerhard
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277, ue Odw ov\sop DATE: 27 May 1982
MR LAYRLLE - 13 For information :

CHANCELLOR OF THE EXCHEQUER \ Chief Secretary
. 5D .
<3 Economic Secretary

- Sir Douglas Wass
al Mr Littler

Mr Peretz

Mr C Ward

Mr Ridley

MINTING HALF SOVEREIGNS
You will recall that you accepted in principle the recommendation
in Sir K Couzens' submission of 20 April that an order be placed
with the Royal Mint for 24 million half sovereigns, and that you
had a preliminary preference for creating & "scarce" issue of
1982 coins by minting only % million for that date. This
submission invites you to take decisions on the dates for all 2}
million coins and on the channels through which they will be
marketed. These decisions are closely related.

2. Since presenting the previous submission we have had further
discussions with the Bank and the Mint, particularly with regard
to marketing and the likely financial return. In the light of
these discussions the balance of the argument now seems to be
tipped against marketing through the Mint and in favour of a more
cautious and traditional operation. But there remains powerful
arguments in favour of an operation through the Mint, not least
because it is a possibly unique opportunity to launch such an
experiment. You will wish to consider these arguments, for it
would be wrong to pretend that the decision is clear cut.

The marketing options

3. The two alternative strategies, of marketing a scarce issue
through the Mint and the balance by the Bank, or marketing the
entire issue through the Bank, have been carefully explored and

we are satisfied that both are feasible.
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4, The Mint would propose to market the coins by promoting
them widely through mailing lists and repeated newspaper advertisements
in Britain and the US. They would also circularise coin dealers at
home and abroad offering to supplx batches of coins. The Mint would
in their advertisements fix a premium above the bullion price at
which they would sell the coins. They suggest a 25% premium for
individual coins sold by post, and a 121-1%% premium for bulk
deliveries to dealers. On this basis the Mint propose paying the
EEA a 10% premium on each coin sold irrespective of the method.

5. Although the Mint would only be prepared to market a 4 million
"scarce" issue of 1982 coins at first, if the experiment were

successful they would be interested in a continuing marketing role.
Decisions on this could be taken later this summer when we saw how

the 1982 issue fared.

©. The various technical and accounting problems arising from

this route (and referred to in Mr Peretz' minute to Miss Rutter of 23
April) have been resolved through the device of agreeing that the
accounting and settlement between the Mint and the EEA would be

in gold.

M= By contrast, the Bank would market the coins to the City
gold dealing institutions in the same way that they have marketed
bullion sovereigns. This places the ultimate advertising and
distribution burden on those institutions. Because it would be
dealing with bulk deliveries to the wholesale market the Bank would
not want to handle an issue as small as 4 million coins. It would
wish that all 24 million coins be dated 1982 and thus there would
be no "scarce" issue. Having taken informal soundings in the
market, the Bank would propose to offer the coins initially at a
20% premium. Unlike the Mint, the Bank could vary the premium on
offered coins from day to day in the light of changing market
conditions. As the Bank's marketing costs would be negligible
almost all the achieved premium would be passed on to the EEA.
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5. ~Whichever marketing route is taken, we should need to make

a formal announcement of the new issue, by way of a PQ and
The publicity would stress the coin's

supporting press release.
novelty - it is the first issue since 1915 - and its experimental

nature (if the "scarce" issue route were chosen). We would explain

that there is substantial demand for smaller gold coins and the

issue would give inves%drs,>at home and abroad, the chance to buy

a British manufactured coin of this size. We would also stress

its suitability as a Christening gift but we could not make an
explicit link with the Royal birth. The Palace is trying to remain
above the inevitable commercialisation of the event, and would
probably not make an exception-of our own enterprise. Although

1t would seem appropriate for you to present a coin to the Prince
and Princess of Wales we would not recommend publicising the fact.

0. If the Mint markets the coin much of the publicity would be

left in their hands. But if the Bank were to market the coin it
might be advantageous to attract additional press coverage if you

were to visit the Mint to see the coins in production.

Balance of financial advantage

10. In that the Mint offers a 10% return to the EEA, while the
Bank offers 20%, on the face of it the decision looks simple. But
it is necessary to qualify both figures and this, unfortunately,

complicates the judgment.

11. The Mint doubt that in practice the Bank would achieve a
premium as high as 20% on a 24 million coin issue. They argue

that the coin would compete with one-tenth ounce Krugerrand on which

the premium is currently only 9%. However, we feel that even if

the Bank are over-optimistic the premium would have to be cut a
long way before its sales yielded on average only the 10% offered

by the Mint so there still seems to be a financial advantage in

using the Bank. -
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12. The Bank has a further advantage over the Mint in that it

can be much more flexible in pricing the coins; the Bank can alter
its price from day to day while the Mint is committed to the
premium quoted in its advertising. Thus were the Mint to understate
the market price they would be selling the coins at less than the
maximum available premium, but if they were to overstate the price
they would be left with unsold coins. The Bank should be able to
avoid these dangers; even if the market became quickly saturated
with the coins the Bank could simply hold back its sales for a

few months, but it would be harder for the Mint to re-advertise an

issue which had been seen to be unsuccessful.

12. There is another dimension to the Bank's flexibility. As it
would possess a stock of 2} million coins it could meet a high
demand for the coins in 1982 more easily than could the Mint which

would only handle a 4 million "scarce" issue.

14. However, in the Mint's favour is the argument that its marketing
techniques would bring-the coin to the attention of a wider circle
of investors than have previously purchased bullion coins, and so

in the long-term it could lead to larger sales than the Bank might
achieve. However, this is not an unambiguous benefit, for the
marketing of bullion coins through similar channels to that employed
by the Mint to market proof coins may lead to some substitution of
demand away from the latter. This seems possible given our
suspicion that some small investors who buy proof coins may be
unaware of the existence of bullion coins, or not know how to
purchase them. When they realise that bullion coins can carry a
much lower premium, so that the investor gets more gold for his
money, they may correspondingly switch their demand from proof coins.
Of course, any such substitution would be disadvantageous for both
the Mint and the Treasury as we would stand to forego the higher
premium on proof coin sales. The Mint can not forecast how large
this substitution effect might be. Selling half sovereigns via

the Bank would help maintain the segregation between the proof and
bullion coin markets and thus reduce the risk of substitution,
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but it would not eliminate that risk; the publiclty given to
the new coins will inevitably bring it to the attention of some

investors who might otherwise purchase proofs.

15. After paying regard tO the above qualifications it is
difficult to escape from the conclusion that marketing the entire
issue through the Bank would give a higher financial return than
marketing a "scarce' 1lssue through the Mint. The fundamental
advantage that the Bank enjoys in that the wholesale market has

a comperative advantage OVer the Mint in marketing and distributing
the coins. As a result the marketing costs via the Bank would be
negligible, whereas for the Mint they would represent a significant
proportion of the achieved premium. Moreover, the wholesale market
would take some of the marketing risks from our shoulders, for if
they overestimate the market the unsold colns would remain on theilr
books, not ours. Finally, the Bank has the advantage of greater
flexibility in modifying the price and the quantity sold.

Other factors

16. Against this financial analysis should be set two other factors

whose affects are less easy to quantify

(a) Whereas the Mint route would provide a marketing
channel to a wider circle of small investors, the Bank
route would not necessarily do so. Therefore we would
need to ensure that publicity surrounding the issue of
the coins made it clear from where they could be
obtained, but would need to do so in a way which did
not appear to give advantage to one side of the market
over another. We could well be faced with many public

enquiries on this point.

(b) Using the Mint on this occasion would give a

possibly unique opportunity to experiment with a different
marketing technique, and if successful for half sovereigns
this could later be extended to the bullion sovereign

programme .
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conclusion and Recommendation

e

17. The issues to be weighed in deciding on the marketing route
are complex and inter-related. A fundamental problem is that 1t
is very difficult to assess how the market will respond to the re-
issue of the half sovereign after a 65 year lapse, and so it is
difficult to assess which of the Bank or the Mint's judgement of
the market is the more sound. However, after thoroughly reviewing

the arguments, Sir K Couzens, Mr Lavelle, Mr Peretz and myself
have unanimously agreed that we should recommend that all 23}
million coins should be marketed through the Bank. We do so with

some reluctance, as it does seem a pity to give up the opportunity
But

of experimenting with a "scarce" issue marketed by the Mint.
strongly

both the financial analysis and the need for caution point
in favour of the Bank. The Mint would be disappointed with such a
decision as they have given considerable thought and effort to
putting forward their marketing proposals. But they will have the
consolation of being given the business of minting 24 willion coins.

18. The Mint are pressing for an urgent decision; they need to
know by about 1 June whether they will be asked to market any coins

in order to make the necessary preparations.

]

C J BAILEY
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FROM: C D HARRIGON

’weﬂp 1 June 1982

PS/CHANCELLOR (MISS RUTTER )~ cc PS/Chief Secretary
Sir Douglas Wass
Sir Kenneth Couzens
Mr Littler
Mr Lavelle
Mr Peretz
Mr C Ward
Mr Bailey
Mr Ridley

MINTING HALF SOVEREIGNS

This is to record t%%%bt%%ni told you earlier today, the
Economic Secretary's /fio lMr Bailey's submission of 27 May
was that the Mint would be a preferable vehicle for

marketing the half sovereigns than the Bank.

2. If the Chancellor so desires, the Economic Secretary
would be happy to discuss this question with officials
when he returns to the office tomorrow (Wednesday).

CHH
C D HARRISON
Private Secretary

CONFIDENTIAL
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CHANCELLOR

MINTING HALF SOVEREIGNS

Further to the meeting with officials
Secretary held on Wednesday 2 June to

CONFIDENTTIAT

ccC

C.
/EST seams to Lowe
‘h
Laocle Ha §c-.h-h..
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I'ROIM:

PS/Chief Secretary
Sir Douglas Wass
Sir Kenneth Couzens
Littler
Lavelle
Mr Peretz
Mr C Ward
Mr C Bailey
Mr Ridley

which the Economic
discuss the proposed

minting of half sovereigns, the Economic Secretary has

discussed this with Mr Ian Stewart MP.

2. In the light of that discussion he recommends that

the Chancellor should agree with officials' advice that
the Bank rather than the Mint should market the half sovereigns.

“

CONFIDENTTAL

NS
C D HARRISON
Private Secretary
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MINTING HALF SOVEREIGNS

JILL RUTTE

8 Jung 1982

PS/CST

PS/EST

Sir D Wass
Sir K Couzens
Mr Littler
Mr Lavelle

Mr Peretz

Mr C Wetd

Mr Ridley

/

The Chancellor has seen your submission of 27 May and the

Economic Secp€tary's comments recorded in his Private Secretary's

minute of 7 June.

2. The Chancellor agrees that the Bank should be the marketing

route for these half sovereigns.

J 1R

JILL RUTTER
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CHANCELLOR cc Economic Secretary
PS/Chief Secretary
Sir Douglas Wass
Sir K Couzens
Mr Littler
Mr Lavelle
Mr C Ward —

'wé\ Mr Hell

{F Miss Sincleair
Mr Page
Mr Donnelly
Mr Ridley

SULLION HALF SOVEREIGHS

We are now ready to launch the bullion half-sovereign, and as
suggested in Mr Bailey's submicsion of 27 May propose that this
should be done by wey of an inspired PQ and supporting press

release.

2. We have been considering with IDT how to arrange matters to
give the best chance of some reasonable publicity. As you know,
we are hoping to get a second round of publicity with the presen-
tation to Commonwealth Finance lMinisters. But we need to make the
formal announcement of the coin before then and that means making

it to the House before the summer recess.

2L We have concluded there would be advantage in tabling a PQ

so0 that the Answer can be released on a Friday morning. A morning
rather than afternoon announcement is, I gather, better for the
media. And a Friday announcement will be timed nicely for the
weekend press. So we have provisionally marked down Friday 23 July

for the announcenent.

4, On this timetable, if you are content, we should also propose
authorising IDT to contact the BBC and ITV tomorrow (16 July), on
a confidential basis, to see about arranging TV interviews which

Mr Lotherington of the Royal Mint has kindly agreed to give. The







(I hope very slight) risk of a leak seems worth running. IDI's
advice is that without a prior approach they would be most unlikely .
to be able to arrange successful TV interviews on 23 July.

5. I will be submitting a draft PQ and Answer for approval early
next week, together with a draft press release and briefing for IDT -
but you might like to glance at the attached preliminary drafts
prepared by Mr Donnelly to see the kind of material we have in mind.

6. We can consider how best to organise a second round of publicity
in connection with the Commonwealth Finance Ministers later on, and
in the light of the initial reception. But I should perhaps tske
this opportunity to say that it will be difficult to provide the
Ministers with glossy sales material on the lines suggested in
paragraph 3 of Miss Rutter's minute of %0 June. The nature of the
bullion half sovereign business is that the Bank only act as whole-
salers, and leave it to the private sector bullion and coin dealers
to arrange their own sales material. But we could certainly provide
a few typed pages about the history and design of the coinj; and a
further possibility might be an accompanying letter to each Minister,
perhaps making the point that each presentation bullion half
sovereign 1is one of the first minted in the UK since 1915.

D L C PERETZ







DRAFT

To ask the Chancellor of the Exchequer if he will make
a statement about the poductjon of bullion half sovereigns.

DRAFT REPLY

I have authorised the Royal Mint and Bank of England to
recommence production and distribution of bullion half
sovereigns for en experimental period. This will be the
first such production in the UK since 1915. The coins will
be supplied by the Bank of England to the London bullion
market 1n the same _way as bullion sovereigns, and will be
availeble for delivery to the market from [28 Julyl. They
will represent 2 British alternative to foreign gold coins

of a similar size for purchasers at home and overseas.







'DRAFT

RESTRICTED

Half Sovereigns

Notes for Editors .

It hes been decided to recommence production of bullion half sovereigns for an
experimental period to provide a British alternative to foreign gold coins of a
similar size for domestic and overseas markets. The pricing and distribution

system for half sovereigns will be identical to that for sovereigns.

Production and marketing

A small number of half sovereigns have been struck by the Mint as part of their
sets of proof gold coins. The Government's decision today means that bullion

e athe UK,
half sovereigns will again be produced in guantity/ for the first time since 1915.

Under the Coinage Act 1971, as ameénded by the Government Trading Funds Act 1973,
the Treasury must give the authority for gold coins to be issued. In view of the
close historical connection between coinage and public finance the Chancellor of
th e Ixchequer is also ex officio Master of the Royal Mint. The Mint's commercial

affairs ar+ managing by the Deputy Master, who is the Chief Exetutive.

Under the Exchange Equalisation Account Act 1979 the Treasury are responsible for
overall control of the Exchange Equalisation Account holding Britain's gold and
foreign exchange reserves. Some of this gold is used to produce gold sovereigns.
As sovereigns are sold the same amount of gold is bought for the reserves, thus
the sovereigns operation has no direct effect on the level of the UK's gold holding.
Because gold sovereigns and half sovereigns command a premium over the gold price
the operation provides a means of making some profit on the UK's gold holdings,

which otherwise would not earn any interest. The level of the premium varies over

time according to market conditions: currently the premium on sovereigns is about [7%]
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The Bank of England are responsible for the management of the EEA and for Britain's

gold reserves. They store the minted bullion sovereigns and half-sovereigns and
sell them wholesale to members of the London gold market, who then pass the coins

on to retail coin dealers. The retail price depends both on the prevailing gold

price and the level of the premium, s0 it is likely to fluctuate from day to day.

The Royal FMint undertake the actual production of sovereigns and half sovereigns

at their modern plant opened at Llantrisant in mid-Glamorgan, Wales in [1968].

History of the Half Sovereign

Verious ten shilling gold coins existed from the reign of Edward IV under different
names (ryal, rose-noble, angel, double crown, half-sovereign) until the introduction
of a grinea-based coinage under Charles II (the guinea was originally worth £1,
receiving its name from the use of Guinea Coast gold in its manufacture; but the

rise in the price of gold soon caused it to have a velue of around 21/-).

The gold half-sovereign was reintroduced in 1817, following a recommendation by

8 committee of the Privy Council the previous year that a gold £1 unit should be
substituted for the tiresome guinea as the standard unit for all transactions.

The committee's recommendation led to a general recoinage which resulted in the
withdrawal of all existing coinage, including many worn pieces from the previous
century, and its replacement by a simpler series of gold, silver and copper coins,
The public quickly christened the new major unit the‘sovereign’(a term originally
used for a twenty shilling coin of Henry VIII). The reverse design of the new
half-sovereign was initially a shield, the elements of which changed when the
reigning monarch changed, but since 1893 all half-sovereigns have borne the

Pistrucci design of St. George and the dragon.

RESTRICTED
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The story of the half-sovereign cannot sensibly be divorced from that of the
sovereign, save that ﬁone Z; non-proof form has hitherto been struck for the
current reign. It wa; coined in almost every year at Tower Hill from 1817 to

1915 inclueive. Small mintings were also guthorised at the Branch Minte:
Melbourne (in 16 of the years between 1874 and 1915), Sydney (most years between
1855 and 1916), Perth (8 years between 1900 and 1920) and Pretoria (1925 and

1926 only). Branch Mint coins are distinguishable from London mintings by a small
Any of

mint-mark letter which appears on the reverse of the coin at the base.

these half-sovereigns, bearing a date after 1837, remains legal tender in the

United Kingdom, whether or not struck abroad.

The greater part of all gold currency produced by the Mint was used - as it had
been in centuries past - for the settlement of international trade and it is

estimated that only one-third of production remained as part of the domestic

circulating currency.

In 1914, when Treasury notes of £1 and 10/- were introduced, payable at the Bank
of England in gold coin, Lloyd George said in the House of Commons that "anyone
who for selfish motives of greed or excessive caution «e. goes out of his way ...
to withdraw sums of gold ... is assisting the enemies of this country'". The
Royal Mint's Annual Report for 1958 comments that "tHh s devastating appeal . was

(s0) successful ... (that) sovereigns ceased in 1917 to form part of the regular

coinage work of the Royal Mint". The requirement for the samller denomination

also died.

When consideration was being given to the production of new bullion quality

sovereigns in 1956, the half-sovereign was not seriously considered because it

was the full sovereign which was used in international settlements and which was

being forged because of the high premium it commanded over its intrinsic value.
RESTRICTED
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In design the halfl sovereign is identical to the sovereign.

-

The obverie bears the Machin portrait of Her Majesty Queen Elizabeth II that

has appeared on almost 211 UK coins since 1968.

The reverse is a portrayal of St George and the Dragon by the Italian engraver
Benedetto Pistrucci. Pistrucci travelled to England under the patronage of
the Prince Regent. and was commissioned to produce the design, originally for
- sovereigns bearing the head ©f the Prince's father, George III. It has been

used on all UK gold coins minted since 1893,

The beauty of the design, and the more convenient size of the half sovereign,

have led to continued domestic demand for the coin from the jewellery trade.

Availability

Neither the Bank of England nor the Royal Mint sell bullion half-sovereigns
directly to the public, though the Mint continue to retail individual proof
sovereigns and half-sovereigns. Further details of the distribution, marketing
and likely price of the bullion half sovereign may be obtained from the members

of the London Gold Market: [Bank of England to supply relevant names].
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BULLION HALF SOVEREIGNS

FROM:

JILL RUTTER

18 July 1882

cc

Economic Secretary
PS/Chief Secretary
Sir Douglas Wass
Sir_K Couzens

Mr Littler

Mr Lavelle

Mr C Ward — - -~

Mr Hall

Miss Sinclair

Mr Page

Mr Donnelly

Mr Ridley

e

The Chancellor has seen your submission of 15 July. He is

content with the proposals you make for publicising the

bullion half-sovereign.

JER

JILL RUTTER
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RESTRICTED
FROM: M E DONNELLY

I)»"’ DATE: 20 July 1982

Wid 2, £

1% MR fPERETZ / cc Economic Secretary
PS/Chief Secretary

2o CHANCELLOR / Sie D Wass

Sir K Couzens

Mr Littler

Mr C Ward

Mr Hall

Mr Page

Mr Bailey

Mr Stubbington - Parly Sec.
Mr Ridley

LAUNCH OF BULLION HALF SOVEREIGNS: FRIDAY 23 JULY

Miss Rutter's note of 19 July confirmed that you were content
with the arrangements outlined in Mr Peretz' minute of 15 July
for an inspired PQ and supporting press release to launch the
bullion half sovereign this Friday.

23 wWwe have now prepared a final version of the PQ and press
material, incorporating comments from the Bank of England and
the Royal Mint, and this is attached. In addition IDT expect
to have sufficient copies of a photograph of the half-sovereign
by Friday for distribution to the press when the PQ is released.

3. It would be helpful to receive final clearance of the
draft PQ and other material sometime tomorrow, in order to leave
sufficient time for copies of the press release to be made.

/ME E\J.c'nn(.f;’.z
M E DONNE






FOR WRITTEN ANSWER
2% July

To ask the Chancellor of the Exchequer if he will make
a statement about the production of bullion half sovereigns.

DRAFT REPLY

I have authorised the Royal Mint and Bank of England to
recommence production and distribution of bullion half
sovereigns. This will be the first such production in the
UK since 1915. The coins will be supplied by the Bank of
England to the London bullion market in the same way as
bullion sovereigns, and will be available for delivery to
the market from 28 July. They will represent a British
alternative to foreign gold coins of a similar size for

purchasers at home and overseas.






BACKGROUND NOTL

You agreed in April to restart production of bullion half
sovereigns. [NOT FOR USE: 23 million coins dated 1982

are to be produced over the new few months before the

Royal Mint's present sovereign production unit at Llantrisant
closes for about % years while being moved into more secure
premises. The Bank hope for an initial premium of 20% on
sales of half sovereigns. But devending on demand for the

coin this may have to be adjusted dowmwards subsequently . ]

The half sovereign should provide a British alternative to the
1/10 gold Krugerrand, which is approximately the same size,

for purchasers in the dcmestic markets and overseas.

The marketing system for half sovereigns is the same as for
sovereigns. The Bank of England sells the coins wholesale to
dealers on the London Gold Market who then distribute them

to retail suppliers. The price of the half-sovereign will
therefore vary with the bullion gold price,the level of premium
charged by the Bank and the retail markup. With gold curnently
around 350 an ounce the half-sovereign is likely to cost

in the order of &£%0 initially.
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and A Briefing

Why is half-sovereign production being restarted now

Production is being restarted to meet market demand
and provide a British alternative to foreign gold coins

of a similar size to be sold here and abroad.

wWwhat sort of demand is expected

There is likely to be demand from coin collectors, small
investors and the jewellery trade. The half sovereign

will also provide a cheaper alternative to the sovereign
as a sultable gift for christenings, birthdays and other

such occasions.

Where can people buy half-sovereigns

The coins should be available from the same outlets in which

bullion sovereigns can be bought or ordered at the moment:

most bullion and coin dealers, and banks.

How much will they cost

This depends on the price of gold and the level of the premium,
both of which depend on market conditions. °"At the expected
levels of the gold bullion price and a premium somewhat higher

than on the sovereign, the price of the half sovereign is likely

to be of the order of £3%0.






What profit does the Government make

The Government's profit corresponds to the average
oremium over the gold price charged in the bullion market
less the (relatively small) cost of manufacture. This

profit is added to the UK's official reserves.

Government encouraging people to invest in gold

People may invest their money as they please. In so far as

they wish to purchase UK gold coins the Government is happy

to meet that demand - as it has done for many years by producing
bullion sovereigns. The decision to produce half sovereigns
means that people here and abroad now have the opportunity

to buy a British gold coin in this lower price range.

How many will be produced

In the long run this depends on how many coins are sold.
We expect the current minting to assure adequate supplies for

several years.

When was the half-sovereign last produced

The last bulk minting of the half sovereign was at London
in 1915, though small numbers were struck at some colonial

mints abroad until 1926.

Will VAT by payable on half sovereigns

VAT at the standard rate of 15% will be payable on the price
of the half sovereign on the same basis as for the sovereign

and other legal tender gold coins.
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It hes been decided to recommence production of bullion half
sovereigrs to rrovide z British alternetive to foreign gold

coins of & similar size for domestic and overseas markets.

The pricing mechenism ard distribution system for helf scvereigns

will be identicsl to that currertly used for bullion sovereigns.

Froduction snd merketing

A4 small number of half sovereigrs have beer struck in recent
years by the Mint =28 rart of their sets of proof gold coirs.
The Government's decision today means that bullion half
sovereigns will again be rroduced in cuantity in the UK for
the first time since 19105,

1. s =merded by the Goverrment Trading
b

-~

Under the Coinage Act 19
Funds Act 197%, the Treessury must give the suthority for gold
coirs to be issued. In view of the close historicel cornectlon
betweer coinage and_rtublic finerce the Chancellor of the
Exchecuer is elso ex officio Master of the toval Mint. The Mint's

commercisl affzirs s=re meneged by the Deruty Mester, who 1s the

L

Chief Zxecutive.

Under the Exchenge Douslisatior Account Act 1979 the Treasury
2Te resvorsible for overnll corntrol of the Excharge Equalisation
veccourts holdirng Britair's gold end forelgr exchange reserves.
Some of this gold is used te yroduce gold soverelgns, and now
helf sovereigns. 4s the coins are sold the same amount of gold
is bought for the reserves. Thus these orera ations have no
direct effect or the level of the UK's gold holding. Because
gold sovereigns end half sovereigns commend & premium over the
gold trice they provide ¢ meanrsg of meking a profit on gold
noldirgs in the UK's reserves. The level of the rremium charged
s over +ime sccordirg to merket conditions: currently the

R w

~remium or. sovereigrs is about &f:,
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were struck thero i 1974,

History of the Hdall Sovereien

Various ten shilling gola coins axisted “ron the reign of
Edward IV under ditlferent nanes (ryal, rose-noble, angel, double
crown, half-sovereign) until the introduction of a guinea-based
coinage under Charles 11 (the guinea was originally worth £1,
recelving its nanme from the use of Guinea Coast gold in its
manufacture; bdbut the rise in “he price of gold soon caused it

to have a value of around 21/-).

The gold half-sovereign was reintroduced in 1817, following a
reconmendation by a commibtiee of the Privy Council the previous
vear thategold 21 unit shoul- be substituted for the tiresome
suinea as the standard unit Sor all transactions. The conmittee's
recommendation led to & genwiul recoinage which resulted in the
withirawal of all awisting coinage, including many worn pieces

tury,y arne its replacenent b a simpler series

from tae arevious e

The pullic quickly christened
(2 Lerm originally used for
JI1I1). The rcverse design of

2 shisld, the elements of

sarca cinanged, but since 1893

all half-sovereigne have borne the Pistrucci design of St George






Thz story of the half-govereign cannol sensibly be divorced

from that of the sovereign, save that ncone in non-proof form has
hitherto been struck for the current reign. It was coined in
almost every year at Tower Hill from 1817 to 1915 inclusive.
Small mintings were also authorised at the Branch Mints:
Melbourne (in 16 of the years between 1874 and 1915), Sydney
(most years between 1855 and 1916), Perth (8 years between

1900 and 1920) and Pretoria (1925 and 1926 only.) Branch Mint
coins are distinguishable from London mintings by a small mint-
mark letter which appears on the reverse of the coin at the base.
Any of these half-sovereigns, bearing a date after 1837, remains
legal tender in the United Kingdom, whether or not struck abroad.

The greater part of all gold currency produced by the Mint was
used - as it had been in centuries past - for the settlement of
international trade and it is estimated that only one-third

of production remained as part of the domestic circulating

Currencye.

In 1914, when Treasury notes of &£1 and 10/- were introduced,
payable at the Bank of England in gold coin, Lloyd George said
in the House of Commons that "anyone who for selfish motives

of greed or excessive caution ... goes out of his way ... to
withdraw sums of gold ... is assisting the enemies of this
country". The Royal Mint's Annual Report for 1958 comments that

"this devastating appeal was (so) successful ... (that) sovereigns

ceased in 1917 to form part of the regular coinage work of the
Royal Mint". The requirement for thé smaller denomination also

died.

When consideration was being given to the production of new
bullion quality sovereigns in 1956, the half-sovereign was not
seriously considered because it was the full sovereign which

was used in international settlements and which was being forged
because of the high premium it commanded over its intrinsic

value,







Design
In design the half sovereign is identical to the sovereign.

The obverse bears the Machin portrait of Her Majesty Queen
zlizabeth II that has appeared on almost all UK coins since

1968, and on sovereigns since 1974.

The reverse is a portrayal of St George and the Dragon by the
Italian engraver Benedetto Pistrucci. Pistrucci travelled to
England under the patronage of the Prince Regent and was
commissioned to produce the design, originally for sovereigns
bearing the head of the Prince's father, George III. It has
been used on all UK gold coins minted since 1893.

The beauty of the design, and the more convenient size of the
half sovereign, have led to continued domestic demand for the

coin from the jewellery trade.

Availability

Neither the Bank of England nor the Royal Mint sell bullion
half-sovereigns directly to the public, though the Mint continue
to retail individual proof sovereigns and half-sovereigns.

Half sovereigns should be available to the public from the same
retail outlets from which sovereigns can currently be bought:
most coin and bullion dealers, and banks. Further details of
the distribution, marketing and likely retail price of the
bullion half sovereign may be obtained from the members of the
London Gold Market. Names and addresses of the five members

are attached. P






MEMBERS OF Tue LONDYON Gord MarkeT

Johnson Matthey Bankers Limited

5 Lioyds Avenue, - .
London, EC3N 3DB
Telephone: 01-481 3181
Telex: 884491

Mocatta & Goldsmid Limited

Park House,

16 Finsbury Circus,

London, EC2M 7DA

Telephone: 01-638 3636 '|
Telex: 889232 !

Samuel Montagu & Co. Limited

114 Old Broad Street,
London, EC2P 2HY
Telephone: 01-588 6464
Telex: 887216/886635

N. M. Rothschild & Sons Limited

New Court,
St. Swithin’s Lane

" London, EC4P 4DU
Telephone: 01-626 4356
Telex: 8812101

|
|
|

Sharps, Pixley Limited
10 Rood Lane,

London, EC3M 8BB
Telephone: 01-623 8000
Telex: 887017
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FROM: JILL RUTTER \
21 July 1882

cc: Economic Secrstary
PS/Chief Secretary
Sir Douglas Wass
Sir Kenneth Couzens
Mr. Littler
Mr. C Ward~
MR. DONNELLY Me. Peretz
Mr. Hall
Mr. Page
Mr. Bailey
Mr. Stubbington (Parly.Sec..
Mr. Ridley

- -

LAUNCH OF BULLION HALF SOVEREIGNS : FRIDAY 23 JULY

The Chancellor has seen your submission of 20 July. He is
content with the arrangements you have outlined, and is happy

with the draft PQ and supporting material.

JICR,

JILL RUTTER
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¥4 Gold Half Sovereigns <

Mr. Madel asked the Chancellor of the Exchequer if
he will make a statement about the production of bullion
half sovereigns.

Sir Geoffrey Howe: I have authorised the Royal Mint
and Bank of England to recommence production and
distribution of bullion half sovereigns. This will be the first
such production in the United Kingdom since 1915. The
coins will be supplied by the Bank of England to the
London bullion market in the same way as bullion
sovereigns, and will be available for delivery to the market
from 28 July. They will represent a British alternative to
foreign gold coins of a similar size for purchasers at home
and overseas.

ES 33
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The half -,
sovereign

1s back

GOLD half sovereigns are
being minted again afler a
break of 67 years, and go on
sale next week.

Chancellor Sir Geoffrey
Howe told Parliament today
that he had authorised the
Royal Mint and Bank of
England to start production

The coins will be supplied by
the Bank of England te the
London Bullion Market in the
same way as sovereigns

At the current gold price,
the half sovereign is expected
4 to cosl £30-£35.

CODE 18-78







CODE 18-78

1y

/u ro ek o ,li

Reference...

*

SO EREﬁ;N

Dally 'l“elegi‘ll’h\ R_,epol’-_tef

OLD bulliomn;  half
" sovereigns aré being
minted’ again “in Britain
fm- ‘m - m:e-:in.- 6?
yeam’ﬂr : rey qu.er
Chaneallor o 10e
Exchequer, - ‘announced
yesterday. 20 el 0
At “the  currenti

KTRACT 1m&e 4 TR iDau,s.j Nenel@Rir PATED |

AW 1 B2







CODE 18-77

FlLAA “iHe

- s e T e e
eomome  Hecrass Reera

%7,

The new half-sovereign

It was announced by the Chancellor of the Exchequer last month
that gold bullion half-sovereigns were being minted once again,
after a break of 67 years. They are now on sale. They were de-
scribed by the Chancellor as providing a British alternative to
foreign gold coins of a similar size for domestic and overseas
markets. The public may buy these coins from most coin and
bullion dealers and banks, in the same way as bullion sovereigns.
At the current price of gold, each new bullion half-sovereign is
likely to cost around £35.

Production and marketing

A small number of half-sovereigns has been struck in recent
years by the Royal Mint as part of their sets of proof gold coins.
(Proof coins are produced to especially high standards, mainly for
collectors.) Bullion half-sovereigns are now being produced in
quantity by the Mint for the first time since 1915.

Under the Exchange Equalisation Account Act 1979 the Treastiry
are responsible for overall control of the Exchange Equalisation
Account (EEA) holding Britain’s gold and foreign exchange re-
serves. Some of this gold is used to produce gold sovereigns, and
now half-sovereigns. As the coins are sold, the same amount of
gold is bought for the reserves. Therefore, these operations have
no direct effect on the level of Britain's gold holdings. Because gold
sovereigns and half-sovereigns command 2 premium over the
gold price they provide a means of making a profit on gold hold-
ings in the reserves. The level of the premium charged varies over
time according to market conditions: currently the premium on
sovereigns is about 6 per cent.

The Bank of England are responsible for the management of the
EEA, including Britain's gold reserves. They store the minted bul-
lion coins and sell them wholesale to members of the London gold
farket for US dollars. While the Mint retail individual proof
sovereigns and half-sovereigns direct to the public, no bullion
coins are sold direct to the public by either the Mint or the Bank.

From Edward 1V to Lioyd George

Various ten-shilling gold coins existed from the reign of Edward
IV under different names (royal, rose-noble, angel, double crown,
half-sovereign) until the introduction of a guinea-based coinage
under Charles Il, The guinea coin was originally worth £1, receiving
its name from the use of Guinea Coast gold, but the rise in the price
of gold soon caused it to have a value of around 21s.

I he gold half-sovereign was reintroduced in 1817, following a
recommendation by a committee of the Privy Council the previous
year that a gold £1 unit should be substituted for the tiresome
guinea as the standard unit for all transactions.

The public quickly christened the new major unit the ‘sovereign’
(a term originally used for a twenty shilling coin of Henry VIII). The
reverse design of the new half-sovereign was at first a shield, the
elements of which changed when the reigning monarch changed,
but since 1893 all half-sovereigns have borne the Pistrucci design
of St George and the Dragon. The same design is now used for
both the sovereign and half-sovereign.

In 1914, when Treasury notes of £1 and 10s were introduced,
payable at the Bank of England in gold coin, Lloyd George said in
the House of Commons that ‘anyone who for selfish motives of
greed or excessive caution . . . goes out of hisway . . . towithdraw
sums of gold .. .is assisting the enemies of this country.’ The
Royal Mint's annual report for 1958 comments that ‘this devastat-
ing appeal was (so) successful . . . (that) sovereigns ceased in 1917
to form part of the regular coinage work of the Royal Mint.’ The
requirement for the smaller denomination also died:. °

DISTRIBUTION ENQUIRIES

Copies of Economic Progress Report are available from Publica-
tions Division, Central Office of Information (CQI), Hercules Road,
London SE1 7DU. Readers who receive their copies direct from COl
are asked to return their address label when notifying any change of
address or the number of copies required.

' Crown copyright, 1982. Extracts may be used, except for advertis-
ing, without specific permission provided that the source is
acknowledged.

4 Printed in England for Her Majesty s Stationery Office by Colibri Press Ltd. Dd 8016752 8/82 151M ISSN (262-5067
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BUCKINGHAM PALACE

deu W Hute,

I write in reﬁly to your letter of 13th July
to Sir Philig Moore with which you enclosed a submission
from Sir Geoffrey Howe concerning the appointment of
three new members of the Royal Mint Advisory Commitiee.

. This has been laid before The Queen, who has

been Eleased to_approve the appointments of Sir Peter Scott,
Miss Flizabeth Frink and Professor Lionel Hale as members
of the Royal Mint Advisory Committec.,

c’f«ﬁm ;Y
b

M.A. Hall, Esq.
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