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1, THE GERMANS HAVE TOLD US THAT SCH¥IDT ?lLL wWISH TO DISCUSS /2~J&
EMS WITH THE PRIME MINISTER AND WE KNOW FROM MY TALK WITH HIM
ON 19 SEPTEMBER THAT HE HAS STRONG VIEWS AEGUT 1T. H¥G HAVE SAID ’;
THAT THEY FOR THEIR PART WILL TAKE A DECISIOMN ON WHETHER TO
BECOME FULL MENMBERS THIS AUTUNN, A VIEW FROM BONN MAY THEREFORE
BE HELPFULL-AT THIS STAGE. ;
2, SCH¥IDT HAS ALWAYS SEEN AND STILL SEES THE EMS PRIMARILY AS
A POLITICAL ACT OF 'wILL, THOUGH ONE WITH BENEFICIAL ECONOMIC
CONSEQUENCES. AND HZ SEES IT AS A JOINT PCLITICAL ACT ®I1TH HIS
FRIEKD GISCARD: TO RELAUNCH A EUROPEAN COMMUNITY IN THE DOLDRUMS
AND TO ESTABLISH A DISTINCT EURCFEAN IDENTITY IN THE FINANCIAL
FIELD., THE CREATION OF AN AREA CF EXCHANGE RATE STABILITY IN
EUROPE AND TAKING OUT A FCRM OF INSURANCE AGAINST THE INCOMPETENCE
OF THE CARTER ADMINISTRATION AND THE RESULTANT YO-YO EFFECT OF THE
DOLLAR ARE USEFUL FIKANCIAL EONUSES, HERE IN BONN, SCHMIDT PUT
IT THROUGH AGAINST THE COMEINED SCEPTICISM CF THE MINISTRY OF
FINANCE, THE BUNDESBANK AND MOST OF THE GERMAN FINANCIAL
ESTASLISHMENT. IT 1S NOT FOR ME TO ASSESS GISCARD’S N¥OTIVES: BUT
0NE CLEAR RESULT HERE HAS EBEEN TO REINFORCE THE PRIVILEGED NATURE
OF THE FRANCC-GERMAN RELATIONSHIP. SCHE*IDT AND GISCARD NOV
SEEM TO ENJOY THE SORT OF POLITICAL AND PERSONAL RELATIONSHIP
WHICH COYES AFTER PEOPLE HAVE BEEN THROUGH FIRE TOGETHER AND COME
CUT STRENGTHENED ON THE OTHER SIDE. LAST WEEK’S FRAKCO-GERMAN

SUMYIT IN BONN ( MY TELNO 555 CF 3 OCTOBER ) COKFIRMS THIS
VIEW.
3. SCHYIDT HAS, IN THE EVENT, BEEN PROVED ON THE WHOLE RIGHT AND
HIS FIKANCIAL ESTABLISHMENT CM THE WHOLE WRONG. THE SYSTEM WCRKS
AND HAS CLEARLY COMZ TO STAY. THZ DOUBTS OF THE FINANCIAL

"ESTAELISHMENT HAVE BEEN STILLED EVEN IF THEY ARE NOT WHOLLY

PUT TO REST. FOR PRACTICAL EXPERIENCE OF THE wAY THE SYSTEM
wORKS OVER THZ LAST SIX MONTHS HAS, ON THE wWHCLE, EEEN
SATISFACTCRY, !T HAS NOT, OF CCURSE, DONE AwAY wITH THZ PROELENM
CF THE STRONG D-MARK AND WEAK DCLLAR, EBUT, ThHzN, KOEODY
EXPECTED THAT IT wOULD. BUT THE SYSTEM HAS SURVIVED CONSIDERAEBLE
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DOLLAR TURGULENCE FROM WITHOUT AND HAS DEMCNSTRATED ITS CAPACITY
TO MAKE THE NECESSARY INTERNAL ADJUSTMENTS, DESPITE MAJOR
DIFFERENCES IN GROWTH RATES, INFLATICN RATES AND BALANCE OF
PAYMENTS OUT-TURNS, LIFE HAS BEEN EASIER BOTH FOR THOSE WITHIN
THE SYSTEM AND FOR THOSE WITHOUT LIKE THE AUSTRIAN SCHILLING

AND THE SW1SS FRANC. NEITHER THE LELGIANS NOR THE DANES, THE
WEAKEST PARTNERS OVER THE LAST S1X MONTHS, SEEM TO WANT OUT,

MY VIEW 1S THAT NOT ONLY SCHMIDT, BUT ANY FORESEEABLE ALTERNATIVE
GOVERKNMENT HERE, TOGETHER WITH THE GERMAN FINAKNCIAL

ESTAELISVMENT NOW HAVE A VESTED INTEREST IN MAKING THIS

QUOTE ( NEXT TwWO WORDS UNDERLINED ) ACQUIS COMMUNAUTAIRE

UNQUOTE WORK AND SURVIVE. IN OTHER WORDS, THE EMS 1S DOING WHAT
WAS EXPECTED OF IT = WITHOUT US. AS TO THE FUTURE, 1S IS NOT
CLEAR THAT THE ENMS WILL LEAD AS QUICKLY AS PROCLAIMED TO AN EMF 3
BUT THAT IS FOR THE FUTURE AND WE SHOULD PRESUMABLY HAVE MORE
INFLUENCE ON FUTURE DEVELOPMENTS FROM A PCSITION FOUR-SQUARE
WITHIN THE SYSTEM, '

4, IT 1S, | THINK, MO SECRET THAT THE REASON WHY BRITAIN DID

NOT REPEAT NOT JOIN AT ‘THE BESIKNING WAS ALSO PRIMARILY
POLITICAL., THE FINAKCIAL ARGUMENTS WERE ALWAYS, EVEN LAST WINTER
EVENLY BALANCED. BUT THE THEN GOVERMMENT WITH THE WINTER OF
DISCONTENT ON ITS HANDS AND AN ELECTION LOOMING, SIMPLY COULD
NOT TAKE ON IN ADDITION THE TASX OF SELLING EMS TO ITS
SUPPORTERS. WHEN THZ ‘POLITICAL DECISION NOT TO JOIN THE EXCHANGE
RATE MECHANISHM WAS TAXEN, THERE WERE NATURALLY PLENTY OF SOUND
TECHNICAL ARGUMENTS TO BACKX IT, JUST AS THERE %OULD HAVE BEEN
PLENTY OF SOUND TECHNICAL ARGUMENTS TO BACK A CECISION TO JOIN
HAD THAT BEEN THE DECISION., BUT THAT IS THE WAY OF POLITICAL
DECISIONS WHEN THE TECHNICAL ARGUMENTS ARE EVENLY BALANCED. IT
IS PERHAPS WORTH RECALLING THAT OUR MAIN FEAR AT THE TIME WAS
THAT STERLING WOULD BE TOO WEAK TO STAY WITHIN THE SYSTEM WITHOUT
INTERVENTION AND THAT wE MIGHT HAVE TO SQUANDER PRECIGUS RESERVES
TO MAINTAIN THE RATE. THE FACT THAT PRECISELY THE OPPOSITE HAS
HAPPENED PERHAPS DOES- NO MORE TRAN EMPHASISE THZ DIFFICULTY OF
DOUBLE-GUESSING THE MARKET.

5. THE E9SENTIAL-POINT HOWEVER, 25 speu FROM BOXN, 1S THAT 1IN
CONCEIVING AND ERINGING THE'EMS TO FULL TERM, SCHvIDT HAS
COMMITTED AN ACT OF PCLATICAL WILL, HAS BEEN JOINED IN THAT ACT
OF WILL BY GISCARD AND TOGETHER THEY HAVE BEEN JOINED BY THE SIX
AND THE COMMISSION., %E ARE ON THE SIDELINES, AS EVENTS OF THREE
WEEKEKDS AGO, WHEN WE WERE NOT EVEN INVITED TO THE REALIGNMENT




&

W:criis, DEYONSTRATED. 1T IS CLEAR FROM WHAT HE TOLD ME AT DINMER
IN MY HGUSE O 15 SEPTEMEER THAT SCHAIDT 1S LOOKING FOR A SIMILAR
AGT OF POLITICAL FAITH AKD WILL FROM THE PRINME MINISTER. IT 1S
TRUE THAT GERHAN OFFICIALS AT ALL LEVELS DO N0V EXPECT US TO JOIN
AND WILL BE RELAXED IF WE DO NOT. THAT MESSAGE WE ARE GETTING
LOUD AMD CLEAR. ESUT IT 1S NOT THE MESSAGE FROM SCHMIDT
HIESELF. SCH41DT wiLL NO DOUET LE TOO POLITE TO SPEAK IN THE SAME
TERMS TO THE PRIME ¥INISTER AS HE SPOKE TO ME: THE RELATIONSHIP
IS NOT YET.OF LONG ENOUGH STANDING AND IN ANY CASE AMEASSALORS
EXIST ( NEXT TwO WURDS UMBERLINED ) IHTER ALIA TO ACT AS SHUGK

BSORBERS. BUT WHILE HE ACCEPTS THAT, WITH THT ADVENT OF A
CONSERVATIVE ADMINISTRATICN TO POWER, MUCH HAS CHANGED FOR THE
BETTER IN ATTITUDES TO EUROPE HE IS NOW, TO PUT IT VULGARLY,
WAITING FOR US TO PUT OUR MONEY WHERE OUR MOUTH HAS BEEN SINCE
MAY. FOR ONCE AGAIN, THE EUROPEAN TRAIN HAS MOVED ON WITHOUT US,
AS IT DID AT THE FOUNDATION OF THE COMMUNITY. OR RATHER WITH US
CLINGING TO THE OUTSIDE OF THIS PARTICULAR CARRIAGE.

6. IN BRIEF, IT SEZEMS FROM HERE AS IF A DECISION TO JOIN THE

"FULL EMS SYSTEM IS A PREREQUISITE TO OUR COMING GOOD ON OUR
FREQUEKTLY PROFESSED AND AS FREQUENTLY WELCOMED DESIRE TO PLAY
A FULL ROLE IN DETERMINING THE FUTURE CF EUROPE., WE CANNOT
DO SO FROM THE SIDELINES. IT IS CERTAINLY A PREREGUISITE TO
ESTABLISHING A STAELE EUROPE ON THE BASIS OF A BONN—PAR)S—LOHDON
TRIFOD INSTEAD OF, AS AT PRESENT, A EONN-PARIS AXIS. IT IS ALSO
CERTAINLY A PREREQUISITE FOR THE PRIME MINISTER’S ESTALLISHING
WITH SCH4IDT THE SORT OF RELATIGHSHIP OF CONFIDENCE THAT HE HAS
WITH HIS FRIEND GISCARD. ALTHOUGH | COULD NOT CROSS MY HEART AND
SAY THAT A DECISION TO JOIN THE FULL EMS SYSTEM WOULD MAKE 1T
EASIER TO GET WHAT WE WANT ON THE BUDGET OR THAT THERE IS ARY
SUCH COMJUNCTION Off SCHMIDT’S MIND, IT IS AT LEAST CLEAR THAT
IT WOULD TRANSFORM THE ATMOSPHERE. |

WRIGHT

Feo |wh DisTN

WED

CONF V‘--NT!




