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NOTE FOR THE RECORD cc: Mr. Alexander 


The C h a n c e l l o r o f t h e Exchequer c a l l e d on the Prime M i n i s t e r 

at 0845 hours today. The f o l l o w i n g are t h e main p o i n t s which 

came up i n d i s c u s s i o n . 


( a ) The C h a n c e l l o r r e f e r r e d t o P r e s i d e n t C a r t e r ' s e m i s s a r i e s 

who were v i s i t i n g B r i t a i n today t o d i s c u s s the I r a n i a n s i t u a t i o n . 

They were i n t e n d i n g t o put pr e s s u r e upon the Government t o f r e e z e 

t h e I r a n i a n d e p o s i t s which were i n US banks i n London. Although 

the P r e s i d e n t had o r d e r e d US banks t o r e f u s e t h e w i t h d r a w a l o f 

these d e p o s i t s , under B r i t i s h law US banks r e s i d e n t i n London 

co u l d not be o b l i g e d t o comply. Already one c o u r t d e c i s i o n had 

gone i n f a v o u r o f an I r a n i a n p l a i n t i f f . I n t h e o r y , t h e 1964 

Emergency Powers Act c o u l d be used t o o b l i g e t h e American banks 

t o comply. The US a u t h o r i t i e s were b e g i n n i n g t o t h r e a t e n t h a t i f 

we d i d not cooperate they would t e l l the US banks t o p u l l out o f 

London. He regarded these developments w i t h g r e a t m i s g i v i n g . I  t 

was not c l e a r what t h e US Government was hoping t o achieve by 

t h e i r attempt t o f r e e z e I r a n i a n a ssets around t h e w o r l d . I t seemed 

d o u b t f u l whether i  t would have any e f f e c t on t h e i r h a n d l i n g o f 

the hostages. And i  f they were t r y i n g t o take a c t i o n on I r a n i a n 

debt d e f a u l t s i  t would have been f a r b e t t e r t o have c a l l e d a con

fer e n c e o f c e n t r a l bankers. The a c t i o n which t h e US had taken 

a l r e a d y was damaging enough i n terms of t h e d o l l a r ' s f u t u r e 

c r e d i b i l i t y ; i f i t were now t o be stepped up, t h e damage would be 

a l l the g r e a t e r . Furthermore, a l t h o u g h the Emergency Powers Act 

c o u l d be in v o k e d , i  t would appear t h a t we would be u s i n g i  t a g a i n s t 

I r a n w i t h whom we had no d i r e c t q u a r r e l - and t h i s might be hard 

t o defend. 


( b ) The Prime M i n i s t e r s a i d t h a t she was s t i l  l concerned about 

the Bank's h a n d l i n g o f monetary p o l i c y d u r i n g October. She hoped 

t h a t they were now moving q u i c k l y i n d e v e l o p i n g s p e c i f i c p r o p o s a l s 

f o r Monetary Base C o n t r o l (MBC). The C h a n c e l l o r r e p l i e d t h a t he 
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had indeed impressed upon them the need f o r speed w i t h the MBC 

p r o p o s a l s . He had a l s o asked them f o r a r a p i d a p p r a i s a l o f the 

methods o f s e l l i n g g i l t s , and a rev i e w o f p e r s o n a l c r e d i t 

mechanisms. 


( c ) The Ch a n c e l l o r asked t h e Prime M i n i s t e r whether she had 

discussed t h e q u e s t i o n o f appointments at the Bank w i t h the 

Governor. The Prime M i n i s t e r r e p l i e d t h a t she had seen t h e 

Governor p r i v a t e l y and had agreed very r e l u c t a n t l y t o t h e a p p o i n t 

ment o f Mr. McMahon as Deputy Governor, and t o h i s o t h e r p r o p o s a l s 

But she had t o l d him t h a t he must not assume t h a t McMahon would 

succeed him as Governor: she h e r s e l f would s t r o n g l y oppose t h i s . 

The C h a n c e l l o r commented t h a t Mr. McMahon was h i g h l y r e s p e c t e d 

abroad and c o u l d w e l l make a s t r o n g c a n d i d a t e f o r t h e e v e n t u a l 

succession. 


( d ) The C h a n c e l l o r s a i d t h a t he was a l i t t l  e w o r r i e d about the 

FCO's p u b l i c p o s t u r e on EMS. I n p a r t i c u l a r , Lord C a r r i n g t o n ' s 

r e c e n t speech i n B r u s s e l s had i n d i c a t e d t h a t we were r a t h e r more 

p o s i t i v e about EMS than he would have l i k e d . I t was c e r t a i n l y a 

more b u l l i s h l i n e than the d r a f t which t h e Treasury had prepared 

f o r the Prime M i n i s t e r ' s Luxembourg speech (and which i n t h e event 

had not been used). The Prime M i n i s t e r s a i d t h a t she d i d not 

t h i n k the FCO were q u i t e as f a r out o f l i n e as the C h a n c e l l o r 

suggested, but she agreed t h a t they s h o u l d be p u l l e d back a l i t t l  e 

The l i n e should be t h a t we hope t o be i n a p o s i t i o n t o j o i n EMS 

sooner o r l a t e r , but the time i s not r i p e y e t . (The C h a n c e l l o r 

asked whether he c o u l d have t h i s recorded i n w r i t i n g f o r the 

b e n e f i t o f t h e FCO: t h e Prime M i n i s t e r s a i d she d i d not t h i n k 

t h i s was necessary. However, I w i l l mention the p o i n t t o t h e FCO 

o r a l l y ) . 


( e ) EEC Budget: The C h a n c e l l o r asked whether the Treasury or 

the FCO should take the lead on the paper on the p o s s i b i l i t i e s o f 

withholding our c o n t r i b u t i o n . The Prime M i n i s t e r s a i d t h a t i  t 

should be t h e Treasury; she hoped t h e review c o u l d be completed 

by Christmas. The b a s i c s t r a t e g y was now t o get a £350 m i l l i o n 
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r e d u c t i o n i n c o n t r i b u t i o n s (as o f f e r e d a t D u b l i n ) , a £400 m i l l i o n 

or so improvement i n r e c e i p t s , and a change i n the s t r u c t u r e o f 

the Budget t o b r i n g b e n e f i t s i n two or t h r e e years t i m e . I f t h i s 

c o u l d not be achieved, then we s h o u l d w i t h h o l d our c o n t r i b u t i o n . 


a 

6 December 1979 



