e

-

i
; SECRET
GR 1454 QJ%U‘ i g Ww‘lﬂ ~ VR E T AR IRTE
FLASH . &,a_e.w.,. PD&.A:,&N,\L}M:DQT e ? 1 L
CYPHER CAT A ; n REGRAL
ce Lo @aﬂqu Sl Y E. ;ﬁy7{ !
FM FCO 121642 Pr 3 *dmtznmqla‘hmqf;;";'fiﬂomm%;“g“LT‘ J
£
SECRET |

TO FLASH BONN TELNO 572 OF 12 SEPTEMBER, 1973
FOLLOMING 1S TEXT OF MESSAGE REFERRED TG MIFPT.

1. | HAVE BEERN THIRKING RECENTLY ABOUT THE WORK WHICH LIES

AHEAD OF US ALL It THE COMMUNITY, IF MWE ARE TO COMPLETE BY sk
CF THIS YEAR THE PROGRAMME WHICH WE SET QURSELVES 1k PARLS

14 OCTOBER LAST YEAR, } BEL{EVE YQU “WILL SHARE MY VIEMS THAT
FAILURE TO ACRIEVE A SUFFICIENT DEGKEE CF PROGRESS Ol THE MAIN
A4S WHICH WE UHDERTOOK AT THE SUMMIT MEETIHNG WOULD BE'A SERICGUS
SETEACK MOT QNLY TO OUR ASPIRATIONS FOR THE DEVELOPHMENT OF THE

COMMURITY, BUT ALSO TO OUR WIDER AIMS OF EURCEEAN POLITICAL

CO-OPERATION,

2+ | ACKNOWLEDGE THE PRIMARY PLACE OF EFFECTIVE PROGRESS TOHARQS‘
ECOMOMIC AUD MONETARY UNIOMN, AT THE SAME TIHE YOU WiLL, 1 KHOW,
APPRECIATE THE POLITIGAL IMPORTANCE FOR ME, AS WELL AS FOR OTHER -3
MEMBERS OF THE COMMURITY, OF PARALLEL PROGRESS | REGIONAL DEVELOP~-
MEMT, | RECOGNISE TOO THAT THE SHAPE AND EXTENT OF THE SECOND STAGE |
OF ECONCMIC AND “ONETARY UMIOH IS Ii TURN LINKED WITH THE FACT THAT
SOME OF US ARE STILL HOT PARTICIPATING IN THE JOINT COWMMUNITY
ARRANGEMENTS OF THE FIRST STAGE, ' y

3. WHEN WE MET AT SCHLOSS GYMNICH N MARCH, YOU SHOWED GREAT UNDER-
STANDIKG OF THE REASONS, WHICH | DESCRIBED TQ YOU, WHY WE HAD NOT
YET FELT ABLE TO COME BACK INTO THE SNAKE. SINCE THEN MUCH HAS
HAPPENED |N THE CURREKCY FIELD, AND THE RELATIVE PARITIES OF THE
BALN INTERMATIONAL CURRENCIES NOW LOOK VERY DIFFERENT. THE
DEUTSCHEMARK HAS OF COURSE APPREC)ATED BY 19 PERCENT AGAINST THE
WEIGHTED AVERAGE RESULTING FROM THE SMITHSONIAN AGREEMENT. STERLIRG
OM THE OTHER HAHD HAS DEPRECIATED BY 19 PERCENT QELOW THE

SMI THSON| AN LEVEL, /. AT
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4. AT THAT TIME, LAST MARGH, | THOUGHT §T UNLIKELY THAT WE SH

BE ABLE TO SUSTAIY THE PARITY OF STERLIHGLAS 1T THEMN WAS, GIUER

THE PRESSURES UPOR OUR “A|;an OF PAYMENTS THAT WOULD ARISE DURING

THIS PHASE OF OUR ECONOMIC POLICY. WE ALWAYS RECOCHISED THAT, WHEN

THE EXPANSION OF THE LECCHOMY WAS fH1ABI|5HEﬁ AD INDUSTRIAL
|NVESTHENT REVIVED, VE SHOULD,SEE A SHARP RISE 1Y THE VOLUME OF CUR.
IMPORTS, AS Hauuvxcwungﬁﬁ BUILT UP STOCKS CF MATERIALS AND

BOUGHT REWPLANT AND MACHINERY. THIS BAS IKDEED BEEH HAPPENING, AND

THE EFFEGTS Ol OUR BALANCE OF PAYMENTS HAVE BEEN AGORAVATED BY

THE SHARP RISE 111 WORLD COMMODITY PRICES, ON THE OTEER SIDE, OF

COURSE, THERE IAS BEEN A HIGHLY YELCOME AHD SATISFACTORY |¥PROVEMENT
IN THE LEVEL OF QUR EXPGRTS, AND THIS INPROVED TREHD 1S COMTIRUING.
THE DEPRECIATION OF THE EXCHAMGE RATE THAT HAS OCCURRED MEANS THAT

OUR GOODS ARE MOW HIGHLY COMPETITIVE 1i WORLD MARKETS.

5, CUR FORECASTS NOW SUGGEST THAT WE CAN EXPECT A RATHER LLOMER,
BUT STILL ACCEPTABLE, RATE OF EXPANSION [§ THE ECO'O”Y NEXT YEAR
CONSISTENT W1l TH MAIRNTAINING AN JMPROVERENT 1IN THE {aVLL OF
INVESTYENT AHD OF EXPORTS. Of THAT BASIS WM& CAH EXPECT TO SEE THE
.DEFICIT IN THE CURRECT ACCOUNT OF THE BALANCE OF PAYMENTS DECLINE
DURING THE COURSE OF THAT YEAR, AND |i DUE COURSE MOVE BACK

INTO SURPLUS,

G, YE BELYEMESFHAT 1lAT ‘quLr | S ATTAIHABLE -CH THE BASLS OF -
°TEQL1““ EXCHANCE RATES AT BROADLY -THEIR PRESENMT LEVELS. (N THE
RWHILE, HOWEVER, WHILE WE COHTIHUE } i DeFICIT, CUR EXCHANCE
hn]E IS Ll‘ LE 170 COME UNDER PRESSURE AND TO HEER TO BE SUPPORTED.
EReM TEME TO -TI‘E-
7» FROM OULR QWM DOMESTIC RPOINT OF VIEMW THE EFFECTES QF THE
DEPREC} ATION OF STERLING UPON DOMESTIC PRUCE LEMELS HAVE BEEN
UHWELCOME, NOT LEAS BECAUSE OF THEIR IMPACT UPON OUR EHNDEAVOURS
TO ESTABLISH AND MAFNTAIN OUR COUNTER-{NFLATIONARY PROGRAMUE. WE
THEREFORE HAYE MO DESIRE F0 SEE THE STERLIHNG PARINEY “FABLEANY
FURTHER, GIVEN THAT STE?L]NF IS HOW, AS WE BEL{EVE, "BY NGO MEANS
OVERVALUED, HOR DO + SUPPOSE THAT OUR ‘PARTHERS <IN THE CbﬂﬁUMITY
OR OUR GTHER COMPETITORS IN WORLD MARKETS, ARE ANY MORE VEEN THAR
WE ARE QURSELVES TO SEE THE STERLING EXCHANGE RHTE FALL FURTHER,
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8. WE HAVE THEREFORE®* LATELY BEEN INTERVENING MORE f\;°|'H":’EL;‘{

MID SYSTEBATICALLY TO MALHTAIN THE RATE AND IT WILL BE OUR AlM TO

SUPPORT THE RATE AHD PPEVENT ANY MAJOR AND COHTILUING DEPREC) ATI 01

DURING THE PERIOD BEFORE THE BALANCE OF PAYMENTS SWINGS ROUND, THIS

WILL | HVOLVE SOME EXPEND| TURE:OF OUR RESERVES AND, 1T COULD BE,
OF HORMAL IMF SUPPORT FACILITIES TO DO NO HORE THAH OFFSET THE
EFFECT OW THE MARKETS OF THE CURRENT DEFLC{T,

9, BUT WE HAVE ALSO TO ALLOW FOR THE POSSIBILITY OF DESTABIL]}SING
SUORT TERM CAP)TAL MOVEMENTS, YOU WILL KHOW FROM YOUR QWM EXPERIERCE
THAT THESE PRESSURES CAN hLON UP LIKE A HURRICAKE CUT OF A CLEAR
SKY, AND ASSUME LI TERALLY OVERWHELMIHG PROPORTIONS IN THE COURSE

GF A FEW HOURS. ANY COUNTRY WITH LARGE FOREICGH-HELD BALANCES 1S
PARTICULARLY VULKERABLE TO THESE PRESSURES,

1¢. THERE 1S, THEREFORE, QUITE APART FROM THE FINANCLNG OF OUR
FORESEEABLE DEFICIT, THIS PROBLEM OF ENSURING AGAINST THE CONSEQUEN-
CES OF SUCH MAJOR CCHFIDENCE MOVEMENTS FOR ANY SINGLE CURRENCY OR

© COUNTRY ~ UNLESS AUD UNTIL VE CAX LOLLFCTiV’!Y FIND Al ANSHER
T0 THE MANAGEMENT OF THE LARGE YOLUMES OF HIGHLY MOBILE FUNDS THAT
EXIST TODAY. AS | SAID, NO COUNTRY CAN DEAL WITH THIS ON ITS OWN,
CAM THE COMMUMITY DO SO COLLECTIVELY? i

11, MWHEN YOU AND | MET AT SCHLOSS GYMRICH WE DISCUSSED THE
POSSIBILITY OF A SCHEME OF UNLIWMITED MUTUAL SUPPORT FOR COMMUNITY
CURRENCIES., WE WERE OF COURSE DISCUSSING THE CERM OF AN {DEA, NOT
THE  DETAILS OF A SCHEME, AND THE IDEA DID KOT SURVIVE THE SEVERER
SCRUTINY OF QUR FINANCIAL EXPERTS. [MDEED, WHEN THE CHANCELLOR OF
THE CXCHEQUER SOUGHT TO SPELL OUT ITS IMPLICATIONS .
AT THE SUBSEQUENT MEETING OF COMMUNITY FINAHCE MIHNISTERS

IN PARIS, HE WAS WILELY BUT UNFALRLY THOUGHT TO BE

SETTIHG CONDITIONS FOR STERLING?’S RETURN TO Tetlk

SHAKE, WHICH WE RHEW PER FECTLY WELL TC BE UNNEGOTIABLE. BUT THE
GERM OF THE {DEA WAS, IT STILL SEEMS T0 NE, SOUND. 1T WAS

SURELY THAT, IF SUPPORT |8 KNOWN TO BE UNLIMITED, THAT {8 THE BEST
POSSIBLE GUARANTEE THAT 1T WiLL NOT BE REQUIRED. SO LONG AS THERE
{S A LIMIT, THERE {S SOMETHING FOR THE SPECULATOR TO BEAT: A
POIdT BEYORD WHICH THE COULTRY (OR COUNTRIES) COh CERNED WILL BE

o - /FORCED
SECRET i



P g Y . - - - pi | .TO;.':S 1;.‘._-;1;:.'"'
FORCED TO ALTER TUE DATE OF EXCHAMGE AND COHCEDE FHE SPECULA
= tCED I A Euis Lt 55 AN ot 1N o4 . s N A

] v 1S . G ST -~ v (l' (.UU-':_{: ',L
THEY WERE GAMBLING upons UBLISLTE el ; | ¥ ‘)i i 4

; R Y e . N EVEHTUAL Al t
e T g TR Y i QM0 "l‘}":ﬂl:"CY l.‘Hl (.-H [ -(J OU!‘ ot N g ; =
!‘i.l‘\ll‘bl‘:.. (Jr "\\ CJ- | L¥.RH (-' 7 l}l}\}uc‘tlvt

A qONM TEN SUOPORT WAS 1 Q 30 AMBITIOUS Al
THAT ULLIMITED SUPPORT WAS, AND TS, TOO AlS v i

T GPR.CﬁﬁwU“]TYuggvﬁLcif:fI;-n:ﬁOL:D GE LINKED
THAT AT THIS STAGE PROGHESS 0N MUTUAL SUPPGRT SHOUL '
WITH PROGRESS OW COMMENITY CO-CPERATION It ECONGMIC - S
e e GUBELN. DE THE. CASE THAT ME SHOUDDSEERIEIRG
MANAGEMENT, BUT T MUST SURELY PE THE UGASE iutd & Al
IN TERNUS OF A SCHEME WHICH 1S SUFF)CIENTLY FAR—R&ACHI:G Af?‘
[MAGIKATIVE TO CONSTITUTE A DETERRERT RATHER THAN A GHALLENGE TO
SPECULAT) VE MCVERENTS.
?L?L?Liitl;T Sﬁﬁwlﬁﬁ TO PUT TO YOU AllY SPECIFIC PROPOSAL AT Iﬁl?
STAGE. MY CONCERH 1S THAT THE THIRKING THAT HAS BEEH GOi“G‘lhrO
THESE PROBLEMS AT OFFICI AL LEVEL HAS #QT BEEN GIVEN A STPOh? .
CHOUGH POLITICAL 1itPETUS, AND HAS NOT EBEEN SUFFICIEHTFﬁ éL{JF‘ﬁo
THE POLITICAL MEEDRS OF THE SITUATIOH, AS OPPOSED TG IH% ﬁl%%ELIAL
AND TEGHMICAL 1HTRICACIES, KO DOUBT THE lhTﬁlCh?lES Aat.bgtil' I
[0 NOT BELIEVE THAT THEY ARE IHSUPERALLE, | Tﬂg pALITICAL WILL
EXISTS TO OYERCOME THEM. e e
- 13- T~ SHOULD LIKE TO BELIEVE THAT B0TH YOU AND | ARE THINKING AEOUT
THESE PRORLEMS IN THE WIDER POLITICAL CONTEXT WHICH I KNOW THAT BOTH
OF US HAD IN MIND WHEN WE DISCUSSED THEM LLAST MARCH INCLUDIGG THE
QUESTION OF OUR ATLANTIC RELATIONSHIPS WdlCH WE ARE DI SCUSSIRG
SEPARATELY. | DID #OT BELJEVE | MARGH AMD | BELIEVE STILL LES; HOW
THAT TIHE 1§ Ot OUR SI!I‘E.' 1§ THE BROADEST POLITICAL TERMS |T 1S OF
CRUCI AL 1HPORTANCE TO MAINTAIN THE MOMENTUM OF THE GEVELOPMENT OF
THE COMMUNITY AHD SPECIFICALLY TO ACHIEVE THE AIMS WE SET OURSELVES: .
AT THE SU#MIT CONFERENCE. R P S R o Ba2 e e L
14, MR, CHARCELLOR, | SHOULD LIKE TO PROPOSE TO YQU THAT WE SHOULD  °
NOW APPROACH THIS QUESTION OF MUTUAL CURRENCY SUPRORT WITH
REMEWED PCLITICAL DETER!INATION TO FIND A SOLUTION HHICH_WILL
ENABLE US TO MAINTAlH THAT MOMENTUM AND ACHIEVE THOSE AlMS. THE
QUESTION MUST OF COURSE BE CO0:i!S|DERED BY THE COMMUNTIY AS A WHOLE,
BUT | BELIEVE THAT IT WOULD BE FRUITFUL THAT THERE SHOULD EE
PRELIMIARY TALKS BETWEEN US ABOUT WHAT M) GHT BE PGSSIBLE WHEN WE
MEET NERE AT THE BEGIWNING OF GCTOGER. IF THIS IDEA COMMENDS I TSELF
T0 YOU, | SHALL BE PREPARED TO SEND OVER TO BONN AS SO0}l AS POSS|BLE
A VERY SERIOR OFFICIAL FROM THE TREASURY, TOGETHER \WITH ONE OF MY
OWid SENIOR ADVISERS WITH INSTRUCTIGNS TO DISCUSS THE MATTER WITH
THEIR COUNTERPARTS IN YOQUR ADMINISTRATION, AND, IN ACCORDANCE WiTH
THE SPIRIT OF THIS LETTER, TO CRYSTALLISE POSSIEILITIES AND THEIR
IMPLICATIONS AS A BASIS FOft QUR UISCUSS|ION WHEN WE MEET. Jiss]
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5. AS 1 SAID AT THE OUTSET OF THIS LETTER, | WAVE VERY WUCH IN THE

FOREFROKT CF MY MIND AT THE MOMEWT THE IMPORTANCE OF THE NEXT

OHTHS FOR THE MAKING OF THE COMMUKTIY. | BELIEVE THAT DISCUSSIONS
ETWEEN OUR THO COUETRIES COULD HELP TO PREPARE THE CROUND
POLITICAL DECISICHS THAT WILL HAVE TO BE TAKEH BY THE

TY AS A WHOLE. '
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