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The Prime M i n i s t e r h e l d a meeting a t 1800 hours t h i s e vening 

t o d i s c u s s the response which t h e Government might make t o the 

U n i t e d S t a t e s p r o p o s a l s t h a t we s h o u l d take a c t i o n t o f r e e z e 

I r a n i a n a s s e t s i n London. The f o l l o w i n g were p r e s e n t : t h e 

Fo r e i g n and Commonwealth S e c r e t a r y , t h e C h a n c e l l o r o f the Exchequer, 

t h e S e c r e t a r y o f S t a t e f o r Trade, t h e A t t o r n e y General, the 

Governor and Deputy Governor of the Bank of England, and S i r 

Robert Armstrong. 


The Prime M i n i s t e r f i r s t r e p o r t e d b r i e f l y on her meet i n g 

w i t h Mr. Vance e a r l i e r today. Mr. Vance had handed over a copy 

o f an O p i n i o n by Mr. P a t r i c k N e i l l , QC, which suggested t h a t t h e 

Government d i d have powers under t h e 1947 Exchange C o n t r o l Act 

t o implement t h e f r e e z i n g o f I r a n i a n a s s e t s w i t h US banks l o c a t e d 

i n London. T h i s was c o n t r a r y t o the a d v i c e which she had been 

g i v e n i n her b r i e f i n g . She asked t h e A t t o r n e y General f o r h i s 

a d v i c e on Mr. N e i l l ' s O p i n i o n . 


The A t t o r n e y General s a i d t h a t he had now had an o p p o r t u n i t y 

t o s t u d y t h e O p i n i o n , and had concluded t h a t i  t was p r o b a b l y 

wrong. His own view was t h a t , i f t h e Government were t o use 

t h e 1947 powers as a p u r e l y p o l i t i c a l a c t i o n , t h e c o u r t s would 

be l i k e l y t o r e g a r d i  t as u l t r a v i r e s . He c o u l d not be c e r t a i n 

o f t h i s , b u t he f e l t t h e r e was a more than even p r o b a b i l i t y t h a t 

t h e y would. Mr. N e i l l had c i t e d t h e f a c t t h a t the 1947 Act 

had been used t o b l o c k the Rhodesian balances i n 1965. But 

t h e r e had been an economic b a s i s f o r t h i s a c t i o n , and i t was 

not p u r e l y p o l i t i c a l as i t would be i f we were now t o move a g a i n s t 

I r a n . The t e s t as t o whether use o f t h e 1947 Act was l e g a l was 

whether t h e m o t i v a t i o n was economic; i f we were t o f r e e z e t h e 

I r a n i a n a s s e t s , when so f a r they had shown no i n t e n t i o n o f 

d e f a u l t i n g o r w i t h d r a w i n g t h e i r f u n ds, t h e a c t i o n would be taken 

as e n t i r e l y p o l i t i c a l . I t had been argued t h a t , i n o r d e r t o 

mi n i m i s e t h e r e p e r c u s s i o n s o f an o r d e r f r e e z i n g I r a n i a n a s s e t s , 

such an o r d e r s h o u l d make i t c l e a r t h a t i t s o b j e c t was t o secure 

the f r e e i n g o f the American hostages. But t o do t h i s would make 

th e o b j e c t i v e t r a n s p a r e n t l y p o l i t i c a l and make i t a l l t h e more 

l i k e l y t h a t t h e o r d e r would be o v e r t u r n e d i n the c o u r t s . I f i t 
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was a c c e p t e d t h a t we d i d not have powers t o f r e e z e t h e I r a n i a n 

a s s e t s , p r i m a r y l e g i s l a t i o n would, o f course, be r e q u i r e d . 

But i f we were t o propose t h e necessary l e g i s l a t i o n , the I r a n i a n s 

would presumably imm e d i a t e l y w i t h d r a w t h e i r funds i n a n t i c i p a t i o n . 


The Governor s a i d t h a t , even i  f i  t were p o s s i b l e t o f r e e z e 

the I r a n i a n a s s e t s , t h e r e were p o w e r f u l economic arguments a g a i n s t 

any move i n t h i s d i r e c t i o n . He o f course u n d e r s t o o d why t h e 

US A d m i n i s t r a t i o n was p u t t i n g p r e s s u r e upon us t o take a c t i o n : 

a p a r t from w a n t i n g our g e n e r a l s u p p o r t , most o f I r a n ' s monetary 

as s e t s were l o c a t e d i n US and UK banks i n London, whereas 

American c l a i m s on I r a n were w i t h US banks i n New York. But 

i f we were now t o t a k e a c t i o n when we had no d i r e c t q u a r r e l w i t h 

t h e I r a n i a n s , t h i s would r e s u l t i n grave r i s k s f o r t h e UK as 

a ba n k i n g c e n t r e and f o r t h e i n t e r n a t i o n a l f i n a n c i a l system. 

Other c o u n t r i e s would l o s e c o n f i d e n c e i n s t e r l i n g as a r e s e r v e 

c u r r e n c y and would t a k e t h e i r a s s e t s elsewhere. There were 

r e p o r t s f r o m Kuwait t h a t the K u w a i t i s t h o u g h t t h e American a c t i o n 

was q u i t e improper and t h e r e was a danger t h a t t h a t t hey would 

s w i t c h t h e i r a s s e t s o ut o f d o l l a r s . I f European Governments 

were t o take any a c t i o n i n s u p p o r t o f t h e Americans, i t would 

seem f a r b e t t e r t o a c t on t r a d e w i t h I r a n r a t h e r than h i t at 

the payments mechanism which c o u l d have much w i d e r r a m i f i c a t i o n s . 


The C h a n c e l l o r added t h a t t h e r e were r e p o r t s from our 

Embassy i n Jeddah t h a t t h e Saudis would be g r e a t l y w o r r i e d by 

any f r e e z i n g o f I r a n i a n a s s e t s on our p a r t o r by any o t h e r 

European government. The S e c r e t a r y o f S t a t e f o r Trade p o i n t e d 

out t h a t the o i l producers might a l s o r e a c t t o f u r t h e r f r e e z i n g 

o f I r a n i a n a s s e t s by kee p i n g more o i l i n t h e ground. T h i s 

p o i n t was p a r t i c u l a r l y r e l e v a n t w i t h t h e meeting o f OPEC M i n i s t e r s 

coming up on 17 December. 


The Governor went on t o say t h a t even i f t h e Government 

d i d not t a k e up Mr. Vance's p r o p o s a l s , t h e e x i s t i n g P r e s i d e n t i a l 

o r d e r c o u l d v e r y w e l l soon cause s e r i o u s d i f f i c u l t i e s f o r us. 

He had i n mind a s i t u a t i o n where the c o u r t s found i n f a v o u r o f 

an I r a n i a n t r y i n g t o w i t h d r a w h i s funds from a US bank, and 

t h a t bank r e f u s i n g t o agree t h e w i t h d r a w a l . I f t h a t happened, 

the bank i n q u e s t i o n would be i n d e f a u l t under B r i t i s h b a n k i n g 

law. I n t h a t s i t u a t i o n , he would have t o r e f u s e t h e bank a 

l i c e n c e under t h e new Banking Act. T h i s would mean t h a t US 

banks would have t o go elsewhere, which would be damaging t o 

them but a l s o t o t h e UK. 


The F o r e i g n and Commonwealth S e c r e t a r y s a i d t h a t , w h i l e 

i  t was c l e a r t h a t t h e r e were many d i f f i c u l t i e s i n our t r y i n g 

t o f o l l o w t h e US l e a d , t h e r e was none t h e l e s s a r e a l p o l i t i c a l 

problem. I t would be v e r y hard f o r t h e US A d m i n i s t r a t i o n t o 

unde r s t a n d i  f we d i d n o t h i n g t a n g i b l e t o a s s i s t them i n t h e i r 

c u r r e n t s i t u a t i o n . The Prime M i n i s t e r s a i d t h a t she a l s o 


/was most 




S E C R E T 


- 3 ­

was most concerned about our d o i n g n o t h i n g t o h e l p . But on the 

f a c e ' o f i t  , we d i d not have t h e powers t o f r e e z e t h e a s s e t s as 

the US A d m i n i s t r a t i o n would l i k e us t o do. Moreover, even i f we 

had t h e powers and were t o a c t , t h i s would endanger t h e l i v e s 

of UK c i t i z e n s i n I r a n . She u n d e r s t o o d t h a t t h e r e were 

some 300 non-diplomats t h e r e ; and i t c o u l d w e l l be d i f f i c u l t 

t o w i t h d r a w our Embassy s t a f f except g r a d u a l l y . I f they were 

t o t r y t o leave a l l a t once, the I r a n i a n s would p r o b a b l y p r e v e n t 

i t  . We ought t o c o n s i d e r what e l s e we c o u l d do t o h e l p t h e 

Americans; and whatever our r e a c t i o n t o Mr. Vance, i  t was 

most i m p o r t a n t t h a t we s h o u l d c o n c e r t w i t h t h e French and the 

Germans. I t would be necessary t o reach an agreed p o s i t i o n 

i n t i m e f o r t h e q u a d r i p a r t i t e d i n n e r on Wednesday n i g h t . 


I n c o n c l u s i o n , t h e Prime M i n i s t e r s a i d t h a t Ministers s h o u l d 

reconvene tomorrow t o r e c o n s i d e r t h e o p t i o n s . I n the meantime, 

t h e FCO s h o u l d sound out the Germans and t h e French on t h e i r 

r e s p e c t i v e p o s i t i o n s ; t h e Governor s h o u l d o b t a i n a r e p o r t on 

t h e d i s c u s s i o n between cent r a l bankers and Mr. V o l c k e r which was 

scheduled f o r l a t e r t h i s e v e n i n g , and s h o u l d t r y t o o b t a i n 

f u r t h e r i n f o r m a t i o n on the German p o s i t i o n from Governor P o h l ; 

t h e A t t o r n e y General s h o u l d g i v e f u r t h e r t h o u g h t t o t h e l e g a l 

a s p ects; and f u r t h e r c o n s i d e r a t i o n s h o u l d be g i v e n t o what 

p o s s i b l e a c t i o n o t h e r than f r e e z i n g a s s e t s might be t a k e n . 


I am s e n d i n g c o p i e s o f t h i s l e t t e r t o t h e P r i v a t e S e c r e t a r i e s 

t o t h e C h a n c e l l o r o f t h e Exchequer, the S e c r e t a r y o f S t a t e f o r 

Trade, t h e A t t o r n e y General, t h e Governor o f t h e Bank o f England, 

and S i r Robert Armstrong. 


G.G.H. Walden, Esq., 

F o r e i g n and Commonwealth O f f i c e . 



