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NOTE OF A MEETING BETWEEN THE CHANCELLOR OF THE EXCHEQUER AND 

THE DEPUTY SECRETARY OF THE US TREASURY, MR. ROBERT CARSWELL, 


AT NO.11, DOWNING STREET ON THURSDAY 6TH DECEMBER 1979 


US Deputy Treasury S e c r e t a r y C a r s w e l l c a l l e d on the C h a n c e l l o r 

t h i s morning d u r i n g a tow o f European c a p i t a l s . He was accompanied 

by Mr. Mundheim, General Counsel t o the US Tr e a s u r y , Mr. George 

Vest, o f the S t a t e Department, the US Ambassador and Mr. Ammerman. 

The C h a n c e l l o r was accompanied by t h e Governor o f the Bank o f England 

and Mr. McMahon; S i r Kenneth Couzens, Mr. Hancock and Mr. Hosker, 

Treasury S o l i c i t o r ; and by Lord Bridges o f the FCO. 


2. A f t e r an exchange o f c o u r t e s i e s , d u r i n g which the C h a n c e l l o r 
r e a f f i r m e d HMG's sympathy f o r the U n i t e d S t a t e s A d m i n i s t r a t i o n over 
the p l i g h t o f the hostages i n t h e Tehran Embassy, Mr. C a r s w e l l spoke 
a t l e n g t h . 

3. Mr. Ca r s w e l l r e c a l l e d t h a t P r e s i d e n t C a r t e r had w r i t t e n t o 
the Prime M i n i s t e r about t h e i r v i s i t . The P r e s i d e n t t h o u g h t i t 
would be h e l p f u l i  f t h i s s m a l l team came t o London, i n advance o f 
the v i s i t o f S e c r e t a r y o f S t a t e Vance, t o re v i e w p o s s i b l e 
f i n a n c i a l o p t i o n s which might be tak e n i n response t o the 
de v e l o p i n g s i t u a t i o n i n I r a n . The US had concluded t h a t an e a r l y 
r e s o l u t i o n o f the p l i g h t o f the hostages was u n l i k e l y . The 
s i t u a t i o n c o u l d w e l l e s c a l a t e w i t h t h e p o s s i b i l i t y o f show t r i a l s . 
The P r e s i d e n t was under extreme pressure t o a c t . A v a i l a b l e o o t i o n s 
were u n a p p e t i s i n g . A l l c o u l d have u n f o r t u n a t e s i d e e f f e c t s . 
They ranged over the v/hole spectrum. The consequences o f those 
i n the f i n a n c i a l area seemed more p r e d i c t a b l e . T h e i r purpose i n 
coming t o London was t o seek t o have them e x p l o r e d . The US was 
s e n s i t i v e t o the consequences f o r t h e UK o f t h e a c t i o n s a l r e a d y 

- 1 -


CONFIDENTIAL 




CONFIDENTIAL 


t a k e n , and wished t o take p r o p e r account o f them. Without f u r t h e r 

a c t i o n , p u b l i c p e r c e p t i o n would grow t h a t the I r a n i a n a c t i o n s 

were succeeding i n h u m i l i a t i n g the US. Th i s would have 

u n d e s i r a b l e consequences. He would l i k e , t h e r e f o r e , t o put f o r w a r d 

c e r t a i n p r o p o s a l s which H.M. Government might c o n s i d e r . 


H. Before coming t o t h e s e , Mr. C a r s w e l l b r i e f l y reviewed t h e 

events l e a d i n g t o the P r e s i d e n t i a l b l o c k i n g o r d e r and the 

consequences t h a t had f o l l o w e d . P r e s i d e n t C a r t e r ' s a c t i o n had 

been a d i r e c t response t o i n d i c a t i o n s t h a t t h e I r a n i a n Government 

contemplated w i t h d r a w a l of o f f i c i a l assets from t h e US, i n an 

attempt t o b r i n g about h i s c o u n t r y ' s f i n a n c i a l h u m i l i a t i o n . T his 

had t o be seen i n t h e c o n t e x t o f p r e v i o u s n a t i o n a l i s a t i o n o f US 

a s s e t s . The b l o c k i n g o r d e r had been i n t e n d e d as a measured 

response t o t h a t s i t u a t i o n . A number o f e x c l u s i o n s had been made 

from i t , and t h e P r e s i d e n t had l i c e n s e d a l l t r a n s a c t i o n s i n non

d o l l a r a s s e t s . There had been a d e l i b e r a t e a t t e m p t t o l i m i t 

t he e x t r a - t e r r i t o r i a l e f f e c t o f the o r d e r . To r e t r e a t now from 

t h a t p o s i t i o n c a r r i e d dangerous p o l i t i c a l consequences, not l e a s t 

f o r the hostages. The US was f a c i n g an emergency p o l i t i c a l and 

economic s i t u a t i o n . The A d m i n i s t r a t i o n had sent r e p r e s e n t a t i v e s 

f o r t a l k s w i t h France, Germany, I t a l y and S w i t z e r l a n d as w e l l as 

the UK and were meeting the Japanese t h e f o l l o w i n g week. But 

because o f London's f i n a n c i a l i m p o r t a n c e , and the e x t e n t o f 

I r a n i a n assets t h e r e , the U n i t e d Kingdom occupied a c e n t r a l 

p o s i t i o n . I n t h e coming week, t h e US Government were l i k e l y 

t o take a p o s i t i o n i n t h e UK c o u r t s on b l o c k i n g . The A d m i n i s t r a 

t i o n i n t e n d e d t o make a statement t o t h e c o u r t s , though the t i m i n g 

and procedures remained under c o n s i d e r a t i o n . 


5. Against t h a t background, Mr. C a r s w e l l went on t o suggest 
two p o s s i b l e courses o f a c t i o n t h a t he asked t h e UK a u t h o r i t i e s 
t o c o n s i d e r . 

(a)	 Statement by HMO 

Mr. C a r s w e l l ' s f i r s t s u g g e s t i o n was t h a t t h e A t t o r n e y 

General might appear i n the High Court t o make a 
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statement on b e h a l f o f Her Majesty's Government i n the 

/ p r i v a t e a c t i o n between the I r a n i a n a u t h o r i t i e s and the 

v. US A d m i n i s t r a t i o n and the Chemical Bank. The burden 


Jof h i s argument was t h a t the i l l e g a l and u n c i v i l i s e d 

/ a c t s o f t h e I r a n i a n Government should d e p r i v e them o f 

v t h e p r o t e c t i o n o f a p u r e l y p r i v a t e a c t i o n f o r c o n t r a c t 

/ i n t h e UK c o u r t s . He s u b m i t t e d t h a t , i n the present 

/ s i t u a t i o n , i t would be reasonable f o r t h e UK Government 

/ t o ask the c o u r t s t o t a k e account o f the w i d e r c o n t e x t 

/ i n j u d g i n g t h e l e g i t i m a c y o f a p p l y i n g the US b l o c k i n g 
( o r d e r t o assets h e l d i n t h e UK. Mr. C a r s w e l l and 

Mr. Mundheim suggested t h a t t h i s a c t i o n would be i n 
/ accordance w i t h t h e s p i r i t o f t h e S e c u r i t y C o u n c i l 
( R e s o l u t i o n and the o b j e c t i v e s o f the I n t e r n a t i o n a l 
\ Monetary Fund. 

(b)	 A c t i o n by UK Banks t o p r o t e c t t h e i r I r a n i a n loans 
Mr. C a r s w e l l s a i d t h a t s i n c e November l H h , t h e I r a n i a n s 
had made no payment t o any US bank i n r e s p e c t o f loans 
e i t h e r as p r i n c i p a l o r as s y n d i c a t e l e a d e r . I r a n was 
i n d e f a u l t t o a sum o f $200 m i l l i o n t o t h e Ex-Im Bank. 
These were no l o n g e r the a c t i o n s o f a normal borrower. 
The I r a n i a n Government was i n d e f a u l t i n a t e c h n i c a l 
sense and, he s u b m i t t e d , i n a r e a l sense. Was i t  , 
t h e r e f o r e , not time f o r o t h e r banks t o r e c o g n i s e t h a t 
f a c t and g i v e a c l e a r message t o t h e I r a n i a n a u t h o r i t e s . 
T h i s c o u l d produce a s i g n i f i c a n t s h o r t - t e r m e f f e c t on 
the s i t u a t i o n , though not i n the l o n g e r term because o f 
I r a n i a n o i l - w e a l t h . 

Mr. C a r s w e l l s a i d t h a t he r e c o g n i s e d t h e r e were d i f f i c u l t i e s i n 

pro c e e d i n g under UK law, but he hoped t h a t t h e UK Government would 

assess these a g a i n s t the e s c a l a t i n g p o l i t i c a l r i s k s i n t h e 

d e t e r i o r a t i n g s i t u a t i o n . He regarded t h e o p t i o n s he had d e s c r i b e d 

as a t the lower end o f t h e s c a l e o f p o s s i b i l i t i e s . 
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6. The C h a n c e l l o r repeated t h a t HM Government were sympathetic 

t o the US i n i t s present d i f f i c u l t i e s and t o t h e search f o r a l l 

p o s s i b l e means t o b r i n g about improvement. However, the 

Government would have t o weigh c a r e f u l l y t h e i m p l i c a t i o n s o f 

se e k i n g t o i n t r o d u c e p o l i c y c o n s i d e r a t i o n s i n t o a m a t t e r o f law. 

The second o f Mr. Car-swell's p r o p o s a l s seemed a r a t h e r b l u r r e d 

concept. Mr. C a r s w e l l agreed; but s a i d t h a t the US A d m i n i s t r a t e 

had had t o face t h a t f a c t , and a c t upon i t . I t was n o t unreason

able f o r a C e n t r a l Bank t o reach t h e view t h a t the a c t i o n s o f a 

f o r e i g n s t a t e were such as t o remove i  t from t h e area o f normal 

commercial r i s k s ; and i n t h a t s i t u a t i o n , t o advise commercial 

banks t o a c t a c c o r d i n g l y t o p r o t e c t t h e i r p o s i t i o n . The Governor 

q u e s t i o n e d whether loans t o a s o v e r e i g n government c o u l d ever be 

judged on p u r e l y commercial c r i t e r i a ; t h e r e must always be a 

balance o f commercial and p o l i t i c a l r i s k i n v o l v e d . Mr. C a r s w e l l 

agreed; but s a i d t h e r e was ample precedent f o r the US a u t h o r i t i e s 

t o make a f r e s h assessment o f p o l i t i c a l r i s k , and th e n take a c t i o n 

t o c l a s s i f y o u t s t a n d i n g l o a n s . The US had i n f a c t been v e r y 

p a t i e n t : the I r a n i a n s had been i n t e c h n i c a l d e f a u l t s i n c e t h e 

r e v o l u t i o n a r y government came t o power. 


\ 7. The C h a n c e l l o r then asked Mr. C a r s w e l l f o r what purpose t h e 

US Government were i n v i t i n g t h e UK t o take t h e a c t i o n s he had 

suggested. Mr. C a r s w e l l had e x p l a i n e d t h a t the b l o c k i n g o r d e r 


\had i n i t i a l l y been d i r e c t e d at the t h r e a t o f w i t h d r a w a l o f 

I r a n i a n a s s e t s . I  t seemed now t o be d i r e c t e d a t wider purposes, 

and almost t o s u s t a i n a p o s i t i o n o f economic w a r f a r e . Was t h a t 

t h e p o s i t i o n ? Mr. C a r s w e l l r e p l i e d t h a t t h a t was c o r r e c t . 

S e c r e t a r y Vance would be able t o e x p l a i n what o t h e r o p t i o n s were 

under c o n s i d e r a t i o n . The US was ready t o l i s t e n t o a d v i c e , and 

t o c o n s i d e r o p t i o n s which o t h e r s cared t o suggest. 
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8. The Governor s a i d he wanted t o be sure t h a t he understood 

what Mr. Ca r s w e l l was s a y i n g . The b l o c k i n g o r d e r had been 

i n t e n d e d o r i g i n a l l y t o p r o t e c t the US from a s i t u a t i o n i n which 

cl a i m s on the I r a n i a n Government would have been l e f t o u t s t a n d i n g . 

But the a c t o f w i t h d r a w a l by a d e p o s i t o r was not i t s e l f an 

i l l e g i t i m a t e a c t . Was Mr. C a r s w e l l s a y i n g t h a t the c u r r e n t 

a c t i o n s were designed t o secure t h e r e l e a s e o f hostages? Would 

such outcome r.emove t h e need f o r the b l o c k i n g o r d e r ? Or was 

Mr. C a r s w e l l i m p l y i n g t h a t i  t would s t i l  l be needed as a 

p r o t e c t i o n a g a i n s t the t h r e a t e n e d w i t h d r a w a l o f I r a n i a n a s s e t s . 


9. Mr. C a r s w e l l s a i d t h e main concern was f o r t h e hostages. 

But he c o u l d not deny the importance o f l o n g e r term i m p l i c a t i o n s 

o f the b l o c k i n g a c t i o n . How these would be u n r a v e l l e d depended 

on how the hostages were r e l e a s e d and whether normal r e l a t i o n s 

c o u l d be resumed w i t h I r a n . The US o b j e c t i v e would be t o get 

back t o normal as q u i c k l y as p o s s i b l e once t h e hostages were 

r e l e a s e d . He c o u l d not deny t h a t t h a t might not be immediately 

p o s s i b l e . The C h a n c e l l o r r e f e r r e d t o Rhodesian s a n c t i o n s . 

That had been a response t o a U n i t e d Nations r e s o l u t i o n . 

U n f o r t u n a t e l y the US was not o p e r a t i n g a g a i n s t t h a t k i n d o f back

ground. Mr. C a r s w e l l r e p l i e d t h a t t h a t approach c o u l d be one o f 

the o p t i o n s . But t h i s might r e q u i r e more time t h a n was a v a i l a b l e : 

and t h e r e was f e a r o f a Russian v e t o . A t r a d e embargo or 

blockade was another a l t e r n a t i v e ; t h a t c o u l d cause t e r r i b l e 

problems. The consequences f o r l i m i t e d f i n a n c i a l a c t i o n s v/ere 

more e a s i l y p r e d i c t a b l e . But a u n i f i e d response from o t h e r 

c o u n t r i e s c o u l d o n l y be h e l p f u l . The C h a n c e l l o r s a i d t h i s r a i s e d 

q u e s t i o n s about t h e powers a v a i l a b l e t o t h e UK Government and the 

Bank o f England, and whether f u r t h e r l e g i s l a t i o n would be needed. 

S i r Kenneth Couzens a d m i t t e d t o w o r r i e s t h a t e s c a l a t i o n o f t h e 

d e f a u l t a c t i o n might t u r n out t o be more h a r m f u l t o US s e l f - i n t e r e s t 

t han t o the I r a n i a n Government. The US c l e a r l y needed a s t r o n g l y 

c o n c e r t e d response from a whole number o f c o u n t r i e s . A p o w e r f u l 

response from one or two c o u n t r i e s c o u l d cause more d i f f i c u l t i e s . 

Mr. C a r s w e l l agreed t h a t i t would be best i f a l l c o u n t r i e s responded 
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t o g e t h e r ; b u t , because o f the h e i g h t e n i n g e f f e c t o f c r o s s 
d e f a u l t c l a u s e s , even h e l p from one or two would be v a l u a b l e . 

The e x t e n t o f I r a n i a n assets i n London removed any immediate 

r i s k t o the UK banking system. 


10. The Governor s a i d t h a t depended on the judgement o f the UK 

c o u r t s . There was no n e c e s s a r i l y c l o s e m u t u a l i t y between I r a n i a n 

c l a i m s and a s s e t s . He c o u l d not understand why t h e US had moved 

so q u i c k l y t o d e c l a r e d e f a u l t s . Would i t not have been b e t t e r , 
v 

and i n l i n e w i t h the d e c l a r e d o b j e c t i v e o f t h e b l o c k i n g o r d e r , f o r 

Chase t o have a l l o w e d assets t o be a p p l i e d t o US c l a i m s r a t h e r t h a n 

t o d e c l a r e a d e f a u l t . ' " 

1 1 . I n r e p l y , Mr. C a r s w e l l repeated what he had s a i d about f e a r s 

o f w i t h d r a w a l by the I r a n i a n s . Since 14th November, the I r a n i a n 

a u t h o r i t i e s had o f f e r e d t o make payments o n l y t o f o r e i g n banks; 

no o f f e r s whatsoever had been made t o US banks. For o t h e r s t o 

countenance such payments would weaken the US p o s i t i o n and 

s t r e n g t h e n t h a t o f I r a n . The Governor asked whether the I r a n i a n 

response was not s i m p l y t h a t they would meet t h e i r o b l i g a t i o n s t o 

those who had not taken a c t i o n a g a i n s t them. Mr. C a r s w e l l s a i d 

t h a t i g n o r e d t n e r a c t t h a t t h e US had l i c e n s e d payments w i t h newly
a c q u i r e d d o l l a r s . The C h a n c e l l o r s a i d he c o u l d not understand why 

Chase had r e f u s e d t o a l l o w payments mandated b e f o r e t h e 

P r e s i d e n t i a l Order. I  t seemed as i  f t h e US had a c t i v e l y encouraged 

d e f a u l t . Mr. C a r s w e l l r e p l i e d t h a t t h e C h a n c e l l o r ' s d e s c r i p t i o n 

o f t h e t i m i n g a p p l i e d o n l y t o the f i r s t d e f a u l t , not t h e second. 

S i r Kenneth Couzens s a i d he c o u l d not see t h a t i  t helped t h e US 

p o s i t i o n t o spread and e s c a l a t e d e f a u l t : t h i s would weaken the 

d o l l a r and h a r d l y h e l p t h e hostages. Once the US had secured the 

I r a n i a n a s s e t s , he c o u l d not see t h e l o g i c o f p r e v e n t i n g 

t r a n s a c t i o n s t o US banks and o t h e r r e s i d e n t s . Mr. C a r s w e l l s a i d 

t h i s was t o i g n o r e the t o t a l s i t u a t i o n , i n which t h e r e c o u l d be no 

e x p e c t a t i o n o f any a u t h o r i s e d payments t o US r e s i d e n t s . 
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12. The C h a n c e l l o r s a i d he d i d n o t wish t o seem t o be 

r e j e c t i n g a l l US s u g g e s t i o n s . We wanted t o be h e l p f u l . But 

we wanted a l s o t o a p p r e c i a t e l o n g e r - t e r m i m p l i c a t i o n s o f 

d i f f e r e n t courses. A f f e c t i n g t h e t r a d i t i o n a l s e p a r a t i o n 

o f the E x e c u t i v e from the J u d i c i a r y c o u l d have f a r - r e a c h i n g 

j u r i d i c a l and o t h e r i m p l i c a t i o n s . These needed t o be 

c a r e f u l l y weighed. Hasty a c t i o n c o u l d do more harm t o the 

US than I r a n and t o conf i d e n c e i n the f i n a n c i a l system. 

T h i s would not be i n our mutual i n t e r e s t . 


13- I n t h e course o f f u r t h e r exchanges-, Mr C a r s w e l l again 

repeated t h a t US a c t i o n s were d i r e c t e d f i r s t and foremost 

t o t h e r e l e a s e o f the hostages. Mr Hancock asked whether 

the proposed US statement t o the Courts would make t h a t 

c l e a r . Mr Mundheim s a i d t h a t the P r e s i d e n t a l o r d e r was 

wide enough t o embrace t h a t i n t e r p r e t a t i o n . But he and 

Mr C a r s w e l l acknowledged the importance o f r e a f f i r m i n g 

a c l e a r statement o f o b j e c t i v e . The Governor s a i d t h e r e 

was c o n s i d e r a b l e d i f f e r e n c e between t h e US see k i n g t o 

j u s t i f y i t s a c t i o n s a g a i n s t I r a n i a n assets by r e f e r e n c e t o a 

cl e a r a c t o f i l l e g a l i t y r a t h e r than t o a suspected t h r e a t 

o f d e f a u l t on I r a n i a n d e b t s . 


1*4. The Ambassador s a i d t h e r e was a r a t c h e t e f f e c t i n t h e 

pre s e n t s i t u a t i o n . I t was i m p o r t a n t t h a t the American 

people and P r e s i d e n t c o n t i n u e d t o respond moderately and should 

not be f o r c e d t o r e t r e a t i n t o u n i l a t e r a l c h a u v i n i s t a c t i o n . 

They must not f e e l i s o l a t e d from t h e i r f r i e n d s . 

U n i l a t e r a l a c t i o n would be l e s s e f f e c t i v e . And o t h e r s 

would c a p i t a l i s e on any s u g g e s t i o n t h a t t h e US had l o s t 

the f u l l support o f her a l l i e s . He was not s u g g e s t i n g 

t h a t t h i s was t h e p o s i t i o n but he hoped HMG would r e c o g n i s e 

th e P r e s i d e n t ' s sense o f p e r s o n a l i s o l a t i o n . 
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15. Mr C a r s w e l l thanked the C h a n c e l l o r f o r r e c e i v i n g 

them. Because o f French a i r t r a f f i c c o n t r o l problems he 

and Mr Vest would have t o leave almost i m m e d i a t e l y f o r P a r i s 

but Mr Mundheim was r e m a i n i n g i n London and would be 

a v a i l a b l e f o r f u r t h e r t a l k s w i t h the Bank. The meeting 

ended a t 1.30 p.m. 


A.M.W. BATTISHILL 

6th December 1979 


C i r c u l a t i o n 

C h i e f S e c r e t a r y Lord B r i d g e s , FCO 

F i n a n c i a l S e c r e t a r y Mr Bayne, FCO 

S i r D. Wass Mr R y r i e , UKTSD 

S i r K. Couzens 

Mr B a r r a t t 

Mr Hancock 


Mr Hosker Treasury S o l i c i t o r 


Governor o f the Bank o f England 

Mr McMahon Bank o f England 


Mr L a n k e s t e r , No 10-^ 


PS/Foreign S e c r e t a r y 
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