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IRANIAN DOLLAR BALANCES 


As the Prime M i n i s t e r knows, the I r a n i a n Government 

'"announced \ t h i s morning t h a t I r a n ' s f o r e i g n currency 

h o l d i n g s , s a i d t o be "around $12 b i l l i o n " , would be 

withdrawn from American banks, both i n the U n i t e d States 

and i n o t h e r c o u n t r i e s , and p l a c e d w i t h banks o f c o u n t r i e s 

more f a v o u r a b l e t o I r a n such as France and West Germany. 

I n response t o t h i s move, P r e s i d e n t C a r t e r s i g n e d an o r d e r 

b l o c k i n g a l l o f f i c i a l I r a n i a n assets i n the U n i t e d States 

i n c l u d i n g d e p o s i t s i n US banks and t h e i r f o r e i g n branche 

and s u b s i d i a r i e s . The value o f theSe aSSets i s thought t o 

be not much more than h a l f t h e $12 b i l l i o n f i g u r e mentioned 

by I r a n . The White House announcement s a i d t h a t the purpose 

o f t h e o r d e r was t o ensure t h a t c l a i m s on I r a n by the 

Uni t e d S t a t e s and i t s c i t i z e n s were p r o v i d e d f o r i n an 

o r d e r l y manner. 


E a r l i e r t h i s a f t e r n o o n t h e C h a n c e l l o r r e c e i v e d a 

telephoned c a l l from Mr. C a r s w e l l (Deputy S e c r e t a r y o f the 

US Trea s u r y ) t o say t h a t the P r e s i d e n t had j u s t signed 

t h i s o r d e r . Mr. C a r s w e l l s a i d t h a t t h e US Treasury had 

t r i e d t o n o t i f y the C h a n c e l l o r b e f o r e t h e o r d e r was signed 

but had been unable t o c o n t a c t him. The U n i t e d S t a t e s 

saw the seriousness o f the i m p l i c a t i o n s o f t h i s d e c i s i o n 

f o r t he Euro-markets; they would c o n s i d e r a l l p o s s i b l e 

avenues o f m i t i g a t i n g them. 


The C h a n c e l l o r thanked Mr. C a r s w e l l f o r c o n t a c t i n g 

him so p r o m p t l y . He s a i d t h a t he would, o f course, have 

c o u n s e l l e d c a u t i o n had t h e c o n v e r s a t i o n taken place b e f o r e 

the P r e s i d e n t ' s d e c i s i o n . But he c e r t a i n l y understood the 

s p e c i a l d i f f i c u l t i e s o f the s i t u a t i o n ; i n the circumstances 
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he noted the importance o f what Mr. C a r s w e l l had s a i d , and 

looked f o r w a r d t o f u r t h e r d i s c u s s i o n s o f the r a m i f i c a t i o n s 

o f t h i s sequence o f events. 


S e c r e t a r y M i l l e r subsequently telephoned. He a p o l o g i s e d 

f o r h a v i n g been unable t o warn the C h a n c e l l o r i n advance. He 

s a i d t h a t b l o c k i n g would not be t o t a l ; t r a n s a c t i o n s deemed 

a p p r o p r i a t e by the US Government c o u l d be p e r m i t t e d . He 

t r u s t e d t h a t our a u t h o r i t i e s w i l l remain i n t o u c h , so t h a t 

d i s r u p t i v e a c t i o n could be avoided. The C h a n c e l l o r s a i d we 

would do our best t o be h e l p f u l . We understood the Americans' 

reasons f o r t h i s a c t i o n and would c o n s i d e r each i s s u e which 

arose i n t h i s uncharted t e r r o r i t y as and when i t arose. 


There are grounds f o r d o u b t i n g whether i t would be 

p o s s i b l e f o r the U n i t e d S t a t e s t o en f o r c e t h e i r o r d e r i n 

Londpn i n a l l cases. I f a branch or s u b s i d i a r y o f a U n i t e d 

Spates bank i n London r e f u s e d t o act on an o r d e r by I r a n t o 

r e l e a s e a d e p o s i t , the I r a n i a n Government c o u l d take t h e 

bank t o an E n g l i s h Court. The Court would have t o c o n s i d e r 

which law a p p l i e d and the answer would depend on the p r e c i s e 

circumstances i n which the d e p o s i t came t o be placed w i t h 

the bank i n q u e s t i o n . I f t h e d e c i s i o n was t h a t the d e p o s i t 

was h e l d under UK law, the Court would presumably r u l e i n 

fa v o u r o f t h e I r a n i a n Government. I f the d e c i s i o n was t h a t 

t h e d e p o s i t was h e l d under US law, t h e d e p o s i t would 

presumably not be r e l e a s e d . F u r t h e r c o n s i d e r a t i o n i s b e i n g 

g i v e n t o the l e g a l aspects o f the m a t t e r i n c l u d i n g whether 

t h e r e i s l i k e l y t o be any d i f f e r e n c e o f view between the 

B r i t i s h and US Governments on which j u r i s d i c t i o n a p p l i e s i n 

any p a r t i c u l a r case. 


The Americans have not asked us t o take any a c t i o n t o 

r e i n f o r c e the e f f e c t o f t h e i r o r d e r i n London. The language 

used by Mr. C a r s w e l l - and subsequently by Mr. M i l l e r - i n 

speaking t o the C h a n c e l l o r quoted i n paragraph 2 above 

suggests t h a t the U n i t e d States a u t h o r i t i e s do not wish 

us t o take any Draconian steps i n t h e i r s u p p o r t . 


To do so would s e v e r e l y damage t h e r e p u t a t i o n o f the 

C i t y o f London and banking r e l a t i o n s h i p s a l  l over the 

w o r l d . I  t would a l s o , we t h i n k , be a g a i n s t the i n t e r e s t s 

o f the U n i t e d S t a t e s . So l o n g as the d e p o s i t s remained i n 

d o l l a r s and were si m p l y s w i t c h e d from U n i t e d S t a t e s banks 

t o o t h e r banks i n the Euro-markets, t h i s a c t i o n i n i t s e l f 

would b r i n g no downward pr e s s u r e on the d o l l a r ( a l t h o u g h 

o f course i  t might a f f e c t c onfidence t o some degree). But 

any a c t i o n on our p a r t i n su p p o r t o f t h e U n i t e d States 

c o u l d c r e a t e doubt i n the minds o f h o l d e r s o f d o l l a r s a l l 

over the w o r l d about whether d o l l a r d e p o s i t s were safe 

e i t h e r i n t h e U n i t e d S t a t e s or i n t h e c e n t r e o f the 

E u r o - d o l l a r market here i n London. The i n c e n t i v e t o 

s w i t c h out o f d o l l a r s would i n such circumstances be 

g r e a t l y i n c r e a s e d and the i n t e r e s t s o f the U n i t e d S t a t e s , 

as w e l l as the UK, a d v e r s e l y a f f e c t e d . 
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A note on the e f f e c t o f t h e days events on t h e 

f o r e i g n exchange markets i s a t t a c h e d . 


I am sending copies o f t h i s l e t t e r t o the P r i v a t e 

S e c r e t a r i e s t o the F o r e i g n and Commonwealth S e c r e t a r y , t h e 

S e c r e t a r i e s o f S t a t e f o r Energy, I n d u s t r y , Defence and 

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

England and S i r Robert Armstrong. 


f i t 

(M.A. HALL) 

P r i v a t e S e c r e t a r y 
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ANNEX 


EFFECT ON FOREIGN EXCHANGE MARKETS 


The news about the US f r e e z e on I r a n i a n balances 

u n s e t t l e d the f o r e i g n exchange markets today and t h e r e were 

wide f l u c t u a t i o n s i n r a t e s . The d o l l a r weakened g e n e r a l l y 

t h i s morning on news t h a t the I r a n i a n s proposed t o withdraw 

t h e i r balances but s t r e n g t h e n e d when t h e Americans announced 

t h a t the balances would be blo c k e d . The UK t r a d e f i g u r e s 

d i d not seem t o have had any marked impact. Markets 

g e n e r a l l y were nervous and v o l a t i l e . 


2. S t e r l i n g opened at $2.1072 and then f e l l t o below 

$2.09 on the miners' r e j e c t i o n o f the NCB pay o f f e r . I t 

rose t o $2.11 on the news t h a t the I r a n i a n s would withdraw 

t h e i r d o l l a r funds and f e l l back t o $2.10 when the Americans 

made t h e i r announcement. The c l o s i n g r a t e was $2.1072, 

i . e . unchanged from the opening. The e f f e c t i v e r a t e f o r 

s t e r l i n g f e l l from 67. 9̂  t o 67.67 d u r i n g t h e day. The 

d o l l a r f e l l d u r i n g the day a g a i n s t t h e deutschemark and 

the Swiss f r a n c ; b u t the g o l d p r i c e d i d not r i s e as 

s h a r p l y as might have been expected. 


3. E u r o - d o l l a r r a t e s were a l i t t l  e f i r m e r than a t the 

opening b u t , at 15 per c e n t , lower than l a s t n i g h t ' s c l o s e . 

S t e r l i n g i n t e r - b a n k r a t e s rose t o over 16 per cent because 

the market expects a r i s e tomorrow i n the MLR. 
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