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RECORD OF A CONVERSATION BE
THE CHANCELIOR OF THE:LiQﬁE

Present:
The Prime Minister
Mr. R. T. Armstrong

Foreign Exchange Situation

The Iime Minister said tha
the morning the Chancellor and he

present currency proclems. He was
of this additional and unprogrammed m
He understood that, though most other

would be better nct to carry out h:Lﬂ visit
would visit the Abbey of Maria-Laach the
Yill $ 1
home to London after dinner.
The Prime Minister then rehearsed
of action that he had Giscussed mﬁh\ﬂ@!ﬁ

earlier meeting. &
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The first possibility was for 1] l
defend their existing dollar parity.
to close the exchanges meant that a d
against that course. : R

-

The second possibility was ';_.‘j % o

political point of view; it would &
from the point of view of progress -
The Chancellor interjected that, if
European considerations, a national

co-operation. The Prime Mi: :
Dutch would follow the Germans in floa
only the French: this morning's e:gp
French would not now be likely to try

The Chancellor said that it was st
whether the French would feel able to ¢
European solution in the middle of an
M. Giscard d'Estaing to go to Brussels on |
suggested, however, that they might be wil n
Herr Poehl thought that it was probable thaf
prepared to move if an acceptable formul:

float without Britain and Italy, on t‘ha DE
and Italy would come in when they could.
said that he would not exclude this @‘ lution .
doubted whether the French would ‘ne prepa
The Prime Minister asked the




which excluded Britain, Ttaly an
thought that they probably would.

The Prime Minls‘ter said t t
to take a major step forward:
advantage of the crisis to qpa;;;
based on a joint floating. Such a
include reserve pooling and other t

' The Chancellor said that he &
of the Italian Government was. H
Ossola, speaking personally, had |
decision would depend on the Brit:
find it difficult to join in aCommm

come as close as possible.

The Prime Minister said that a jo
the British with considerable problems.
fix a new parity with other European
some argument about what the rate would et
was to be a reasonable prospect of ayv
movements against sterling. The joint float
be backed by reserve pooling: reserves w o
available for use for the support of ﬁ? cu -_
ment of interest and without fixed repayment
It-would be important from a political
this step to reserve pooling: otherwise
support would be open to the chdrges of

represented the lines on m@h ‘EHQ-
The _Chancellor aaiﬁ hat it
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They would certainly go very mu
facilities available in the Com
In a joint float every member w
A danger of speculative movemen

weeks ago, because in the meant

devalued. The Germans would b

could do in a European monetary t
situation.

Herr Poehl said that the Chanc

in a Commnity float. He thought
aspect was important: the str
degree of unity involved in a joint £I
helping o avoid loss of reserves. It
what the terms of support should be.
said in Paris was that the Germans
further than the present pas_iti@f_q,\
need to be negotiated.

Mr. Mitchell said that, when
to the adequacy of the existing ex
mind the whole swap network and
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might be availablé for support in.
had never been clearly defiﬁgﬁg h
" had referred to a total lack of ¢
put the whole matter in a complete

' Herr Poehl confirmed Mr. Mif
that Herr Schmidt had cleaxlgm¢U4
credit on easy terms. He himse

on the basis of a nil interest.-'

years — he suggested seven or sw
had to all intents and puxposeg hee
Herr Poehl confirmed, with the ;g-

-

the offer still held good. Terms of 3
had not been discussed in Paris g@f i
would prefer not to make any offEr;

the British to say what they fhaugh& jou
The Prinme Minister said tha:l: he had

and reserve n0011ng, so that the 'euu

Herr Poehl said that the Mon
considering the proposals ﬁﬁmm'
tomorrow. He repeated thai-im
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German Government, and it m,,nﬁt& T
an offer; they would now await t
Committee and Finance Vinisters.

.b d ]

Commission's propoaals would f'-___?.-_

to pay a very high price for a Eur -

The Prime Minister said that '
had taken the line that he could x
because it was now for the Commiss

Herr Pochl asked what we tho
make a European solution creﬂ.flhj'lsa
Mr. Mitchell said that tmﬁ'*
would be, but it was difficult to
most difficuli questions was the cho

the probable course of our ba.lanw‘f

next crisis for sterling would be
the future. So much of all this w "5

Brussele machinery to run such'a @' - '
it would not be run from Brussels; it
aegis of the European Monetary
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through the existing concerta
Bank for International Settleme

through the European Monetary Co-ope
thought that this need not be so.

was' there and the political d
working out could follow reason
of Finance Ministers, meeting on
the conclusion that a joint Europ
regulations favoured by the Frenc
adopted and that that should be ¢
support and intervention system, if
days or at most a few weeks to work
said that if it could be wurkéﬁﬁf
be fine; but that things would not be
weeks. | |tk Al

The dollar was not overvalued now and '.,.,
he envicaged that a great many people wt

when the marketsre-opened. :
on Wednesday 7 March, and there was
and we were supported by Bundesbank i :
discussed, he thought that the sy

to greater stability. o
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lir. Uitchell asked Herr Poshl
Italians would do, T

writing an article recommaﬂﬂing a ]
members of the Community agreed, I
be outside.

The Prime Minister aekad
to the problem of the Eurodolla:
Herr Poehl had seid at one stage
central bank was the way to QW
Herr Poehl said that a joint Comm
very elegant answer to the Eurodo:
not do something like this, the:ae v :
danger of damaging the convertibili: urrencies
liberalisation of trade and services.
monetary union the Commudty had comm
of capital movements, but the policies

were quite opposite. He recalled that every
in the Commmity had arisen out of a crisi
taking risks. Vhatever system waa
perhaps could not, be perfect from _
weeks we encountered problems and tron
the system. He accepted that a mwa
float would be a course of no re
adopt that course, there would be a

towards Furopean economic and moneta
remarked again that a great 'de'al of 1}
on central bankers, and that war -.n; }
the short time available wouiﬂ%g
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end of the meeting of Eimi»&tgm%
to be sufficiently satisfied that
to meke arrangements for negot
the Community. Thatmight not be «

Herr Poehl said that, so fa
was concerned, there was no pro J;:.?:;.: d
in whether the sterling parity wa
Ttalien Government sousht to de
would accept that, even though 1
of payments justification for it;
would devalue by very muich. He w
would not wish to change their j
main risk for us was fixing the right

would of course include scope Z£c
would be important not to make too .

threat to sterling. The parity adc ;

be credible. Ve should have to re

Mr. ¥itchell said that the eé.Ef‘
parity while the degree of success wt

by the counter inflation programme !
Herr Poehl argued that it would h&
within a European sysiem which provided
support than to fix alone. h‘. '
Germans had been very generous in the
possible conditions of such support. _
been a certain amount of taler&;! o0 - Hoit
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‘support. Herr Poehl agreed 'Bha‘b whe

the domestic policies of count

measure of reserve pooling; t'bﬂ.,'- Q-f“;
to pool 21l reserves. Mr. Mitchell se
possible to develop a system ap ﬂ""
quotas, with reserves availa "}.?_-G ﬁ@
tranches, the first tranche heﬁgﬁﬁ_
conditional in terms of aV'“”%;;;»
such a system. but he thcmgh‘f. that
the Community might find it%alﬂ-

lines.

Herr Poehl said fhaﬁ; ££L¢i7
Monetary Co-Operation Fund s .
central bank, then it did not __=_r ck
conditions on the support which th

united currency, in fact even if n
were no problems of balance of payment
the area covered by this currency.
implied a system of total reserve po d dr
attention to a paper by Prof. Triffon which moved inthis
direction. '
Finally, Mr. Mitchell said that a
Community float would have two 2equire
be a political will and an instify

intervention at present in operation w
and could readily be adapted for this pu



