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10 D O W N I N G S T R E E T 

22 December 1979 
From the Private Secretary 

IRAN 


The Prime M i n i s t e r held a f u r t h e r meeting l a s t evening to 

discuss p o s s i b l e measures which we might take to a s s i s t the USA 

over Iran. The f o l l o w i n g were present: the Chancellor of the 

Exchequer, the Foreign and Commonwealth Secretary, the Secretary 

of State f o r Energy, the Attorney General, the Governor and 

Deputy Governor of the Bank of England, and s e n i o r o f f i c i a l s . 

The meeting had before i t your l e t t e r of 21 December and Stuart 

Hampson's l e t t e r of the same date. 


The Chancellor s a i d that the Treasury and the Bank had now 

agreed on a d r a f t reply to the United States' note of 17 December 

and on a d r a f t Memorandum of Understanding to be put forward f o r 

agreement between the governments of member countries of the EEC, 

Canada, Japan and Switzerland. These d r a f t s (which were attached 

to your l e t t e r ) incorporated the points which had been made at 

the previous day's meeting - and, i n p a r t i c u l a r , the idea that 

a r e c y c l i n g operation would be more h e l p f u l than the American 

proposal that cur banks should not accept new 

deposits, or increases i n e x i s t i n g non-dollar deposits, from 

Iran. The paragraph on advice to o i l companies had been agreed 

with the Department of Energy. The form of words suggested by 

the Secretary of State f o r Trade on ECGD cover could be included 

i n the l e t t e r to the Americans. I f the proposals set out i n 

the d r a f t l e t t e r could be agreed i n t e r n a t i o n a l l y , they would not 

do too much damage to our i n t e r e s t s . But he remained anxious 

that i f we were seen as the i n s t i g a t o r s of the measures, and 

other governments f a i l e d to go along with them, we v.ould face 

r e t a l i a t i o n from OPEC co u n t r i e s . Since i t now seemed almost 

c e r t a i n that the United States would very s h o r t l y apply f o r a 

Chapter 7 determination, i t might be be t t e r not to respond to 

the American proposals f o r the time being - but, r a t h e r , r e s t 

on our assurance that we would support them i n the United Nations. 


The Governor reported on f u r t h e r t a l k s he had had with the 

Governor of the Swiss C e n t r a l Bank. The Swiss were prepared i n 

p r i n c i p l e to go along with proposals A, C and D in the American 

document, but they were not prepared to give advice to t h e i r 

banks or to give the Americans any assurances i n w r i t i n g . They 


/would cooperate 




S E C R E T 


would cooperate with the Americans, but only on a p r i v a t e b a s i s . 

The Governor went on to say that he would p r e f e r i t i f we d i d 

not respond to the American proposals p r i o r to a d e c i s i o n on 

t h e i r a p p l i c a t i o n f o r a Chapter 7 determination; but, i f we 

did respond, we should f o l l o w the Swiss and do i t on an e n t i r e l y 

c o n f i d e n t i a l b a s i s . He was most anxious to avoid damage to the 

i n t e r n a t i o n a l f i n a n c i a l system and to s t e r l i n g which would 

undoubtedly r e s u l t from any p u b l i c i s e d , u n i l a t e r a l a c t i o n 

against Iran. The Iranians were already beginning to move t h e i r 

deposits out of London to A l g e r i a , Libya and, to a l e s s e r extent, 

to A u s t r i a . He agreed with the Chancellor that to the extent 

that we d i d take a c t i o n against Iran, i t was important to concert 

with other governments - and i t would be h e l p f u l to t r y to 

e x p l a i n to the Saudis what we were doing. In t h i s respect, 

i t was c r u c i a l that we l i n k our measures s o l e l y to the f r e e i n g 

of the hostages. By c o n t r a s t , the American p o s i t i o n had been 

decidedly ambiguous: at f i r s t they had s a i d that they had 

frozen Iran's assets to obtain the f r e e i n g of the hostages, but 

l a t t e r l y the o b j e c t i v e had been described as "to thwart I r a n i a n 
i n s t i g a t e d disturbance to the i n t e r n a t i o n a l f i n a n c i a l system". 


The Foreign and Commonwealth Secretary s a i d that even though 

the Americans were going f o r a Chapter 7 determination, they 

would s t i l  l f i n d i t h e l p f u l to have a p o s i t i v e response to t h e i r 

proposals. Although they would p r e f e r to be able to p u b l i c i s e 

our support, he agreed that, p r i o r to i n t e r n a t i o n a l agreement 

on the p a r t i c u l a r measures, i t would be b e t t e r to give our 

response p r i v a t e l y . The Prime M i n i s t e r added that a. f u r t h e r 

argument f o r keeping our response p r i v a t e was the f a c t that we 

s t i l  l had 27 Embassy s t a f f at r i s k i n Tehran. 


Summing up the d i s c u s s i o n , the Prime M i n i s t e r s a i d that HMG 

should respond to the Americans on the l i n e s of the d r a f t r e p l y 

attached to your l e t t e r , i n c l u d i n g an assurance on ECGD 

guarantees. But the r e p l y should be given o r a l l y to Ambassador 

Brewster. I t should be emphasised that we are already t a k i n g 

a c t i o n p r i v a t e l y with our banks and with the o i l companies; 

that t h i s a c t i o n and any f u r t h e r a c t i o n which we might take 

i s l i n k e d s o l e l y to the f r e e i n g of the hostages; and that we 

do not wish there to be any p u b l i c i t y for what we are doing. 

I t should a l s o be s t r e s s e d that we b e l i e v e ' i t e s s e n t i a l that 

there should be concerted a c t i o n . These various p o i n t s should 

be included i n a speaking note which the Foreign and Commonwealth 

Secretary could use f o r his meeting with the Ambassador. 


(I enclose a copy of the speaking note which was prepared 

f o r the Foreign and Commonwealth Secretary's use and agreed with 

the Chancellor a f t e r the meeting.) 


I am sending copies of t h i s l e t t e r to George Walden (Foreign 

and Commonwealth O f f i c e ) , B i l  l Burroughs (Department of Energy), 

Stuart Hampson (Department of Trade), B i l  l Beckett (Law O f f i c e r s ' 

Department), John Beverly (Bank of England) and to Martin V i l e 

(Cabinet O f f i c e ) . 


A.M.W. B a t t i s h i l l , Esq., 

HM Treasury 




We understand that your Government w i l l be making an 

a p p l i c a t i o n f o r a Chapter 7 determination, i n order to 

secure the release of the hostages. As we have s a i d 

already, we w i l l give a l l our support to t h i s a p p l i c a t i o n . 


In the meantime, we have considered the proposals 

contained i n the note handed to us on 17 December. I am glad 

to be able to t e l l you that we are already t a k i n g a c t i o n which 

should s u b s t a n t i a l l y meet what the Admin i s t r a t i o n i s asking 

us to do. But we must emphasise that any action which 

we are t a k i n g i s l i n k e d s o l e l y to the f r e e i n g of the hostages, 

and that as soon as they are freed, we w i l l f e e l free to r e l a x 

these measures. We have no t i c e d that there has been a c e r t a i n 

ambiguity i n your own approach so f a r : f o r example, the note 

handed to us r e f e r r e d to "economic measures to thwart 

Ir a n i a n i n s t i g a t e d disturbances to the i n t e r n a t i o n a l f i n a n c i a l 

system"; whereas e a r l i e r we had understood that any economic 

measures were to be aimed s o l e l y to secure the f r e e i n g of the 

hostages. 


Furthermore, we want i t c l e a r l y understood that the 

actio n we are t a k i n g must not be given p u b l i c i t y . This i s f o r 

three reasons. F i r s t , we wish to avoid as f a r as p o s s i b l e 

damage to the i n t e r n a t i o n a l f i n a n c i a l system. Second,, we 

have very s u b s t a n t i a l deposits from Iran and other OPEC 

countries i n London. The Iranians are already beginning to 

move these out, and we do not wish to exacerbate the s i t u a t i o n . 

T h i r d , we have 27 Embassy s t a f f s t i l l i n Tehran and 300 other 

B r i t i s h n a t i o n a l s i n the country. We do not want them to be 

taken hostage. 




/ /


BAN^NG MEASURES 


We are al r e a d y i n touch wi t h our banks and they w i l l not be 

o f f e r i n g new or incr e a s e d c r e d i t s to the I r a n i a n Government or 

governmental agencies - apart from short-term c r e d i t s s p e c i f i c a l l y 

a s s o c i a t e d w i t h commercial t r a n s a c t i o n s . 


We would be prepared to ask our banks not to open new demand 

or d e p o s i t accounts f o r the I r a n i a n Government and i t s agencies, 

and we would a l s o be prepared to ask them not i n general to accept 

s u b s t a n t i a l i n c r e a s e s i n e x i s t i n g n o n - d o l l a r d e p o s i t s from I r a n . 

But i n f a c t we now regard both of these proposals as i n c r e a s i n g l y 

academic. The I r a n i a n s are showing no i n t e r e s t i n b r i n g i n g t h e i r 

funds to London. On the c o n t r a r y , they are t a k i n g them out. However, 

to the extent that a c t i o n ijS needed to combat s w i t c h i n g of I r a n i a n 

funds out of d o l l a r s i n t o other c u r r e n c i e s , we t h i n k a f a r b e t t e r 

approach would be to organise a r e c y c l i n g o p e r a t i o n amongst c e n t r a l 

banks. Under such an arrangement, we would ask our banks to 

i d e n t i f y and re p o r t a l  l t r a n s a c t i o n s which appear to represent 

s w i t c h i n g by Iran from d o l l a r s i n t o other c u r r e n c i e s . 


However, we do not t h i n k that we can go* along w i t h your 

proposal B r e l a t i n g to d e f a u l t s . A l l banks expect t h e i r loans 

TO be s e r v i c e d promptly; i f they were not, the loans would be 

t e c h n i c a l l y i n d e f a u l t . But the bank or banks making the loans 

then have to decide whether and how best to e x e r c i s e t h e i r r i g h t s 

TO o f f s e t or enforce payment, as s p e c i f i e d i n the loan agreements. 

BUG cannot o b l i g e banks to take d e c i s i o n s on t h i s which c o n f l i c t 

WITH t h e i r judgment on where t h e i r f i n a n c i a l i n t e r e s t s l i e  . 
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We are already t a k i n g s u b s t a n t i a l a c t i o n s t h e r e f o r e 
i n the f i n a n c i a l f i e l d to support your p o s i t i o n . But we 
b e l i e v e i t i s e s s e n t i a l t h a t there should be concerted a c t i o n 
by the United Kingdom, FBG, I t a l y , France, Japan and S w i t z e r l a n d 
to secure the intended e f f e c t . We would be g l a d to support the 
Administration in approaches to these governments to get agreement 
on the measures o u t l i n e d above. We t h i n k these represent the 
highe s t common f a c t o r . 

O i l measures 

H i t h e r t o B r i t i s h o i l companies have not p a i d f o r I r a n i a n 


o i l i n c u r r e n c i e s other than UK d o l l a r s ; nor have they accepted 

recent I r a n i a n attempts to s e l l o i l i n 1930 at p r i c e s s h a r p l y 

above those asked by other OPEC c o u n t r i e s . HMG i s prepared i n 

p r i n c i p l e to advise B r i t i s h o i l companies to maintain t h i s 

a t t i t u d e i n f u t u r e as p a r t of e f f e c t i v e and concerted arrangements 

made by a l  l major OECD and IEA c o u n t r i e s which cover spot market 

t r a n s a c t i o n s as w e l l as purchases by the o i l companies. HMG i s 

ready t h e r e f o r e to j o i n at sh o r t n o t i c e i n i n t e r n a t i o n a l d i s c u s s i o n s 

designed to secure an e f f e c t i v e common i n i t i a t i v e by OECD and IEA 

c o u n t r i e s on these l i n e s . 


EC CD 
In a d d i t i o n , although t h i s does not f e a t u r e e x p l i c i t l y 

i n your p r o p o s a l s , we can r e a f f i r m t h a t on o f f i c i a l c r e d i t 
i n s u r a n c e , the Export C r e d i t Guarantee Department are not i s s u i n g 
any new guarantees f o r new busine s s . 



We would not contemplate blocking Iran's 

assets unless^constrained by gross 

v i o l a t i o n of her o b l i g a t i o n / to us or 

by a s p e c i f i c United Nati/ns Resolution 

r e q u i r i n g a l l nations to; do so. 




We would not contemplate b l o c k i n g Iran's 

assets unless co.^s4uiained by -g-r-oss 


tM
vioJUa^iott-*xrf her o b l i g a t i o n s to us or 
5y a^spec-iiic United Nations RescrhtrHron— 
r>eqi<i rrng a l l nations to do so. 



We understand that your Government w i l l be making an 

a p p l i c a t i o n f o r a Chapter 7 determination, i n order to 

secure the release of the hostages. As we have s a i d already, 

we w i l l give a l l our support to t h i s a p p l i c a t i o n . 


In the meantime, we have considered the proposals contained 

i n the note handed to us on 17 December. I am glad to be 

able to t e l l you that we are already t a k i n g a c t i o n which 

should s u b s t a n t i a l l y mnet what the Ad m i n i s t r a t i o n i s asking 

us to do. But we must emphasise that any a c t i o n which 

we are ta k i n g i s l i n k e d s o l e l y to the f r e e i n g of the hostages, 


^c4 i~rcc 

and that as soon as they are freed, we wj11 bo ready to 

re l a x these measure?.;. ^/^Furthermore, we want i t c l e a r l y 

understood that the a c t i o n we are t a k i n g must not be given 

p u b l i c i t y . This i s f o r twe- reasonp.^) F-ira\{, wo have very 

s u b s t a n t i a l deposits from Iran and other OPEC co u n t r i e s 

i n London. The Iranians are already beginning to move these 

out, and we do not wish to exacerbate the s i t u a t i o n . 

Second, we have 27 Embassy s t a f f s t i l l i n Tehran and 300 

other B r i t i s h n a t i o n a l s i n the country. We do not want 

them to be taken hostage. 




Treasury Chambers, Great George Street, S . W i 
O l - 0 3 O 1 2 3 4 







We would not contemplate b l o c k i n g 

Iran's assets unless 


-	 Iran g r o s s l y v i o l a t e d her 

o b l i g a t i o n s to us; or 


-	 the United Nations by mandatory 

r e s o l u t i o n s p e c i f i c a l l y required 


4
a l l nations to do so. w-*-* 










^\NKING MEASURES 


We are already i n touch with our banks and they w i l l not be 

o f f e r i n g new or increased c r e d i t s to the Iranian Government or 

governmental agencies - apart from short-term c r e d i t s s p e c i f i c a l l y 

associated with commercial t r a n s a c t i o n s . 


We would be prepared to ask our banks not to open new demand 

or deposit accounts f o r the Iranian Government and i t s agencies, 

and we would also be prepared to ask them not i n general to accept 

s u b s t a n t i a l increases i n e x i s t i n g non-dollar deposits from Iran. 

But i n fact we now regard both of these proposals as i n c r e a s i n g l y 

academic. The Iranians are showing no i n t e r e s t i n b r i n g i n g t h e i r 

funds to London. On the contrary, they are ta k i n g them out. However, 

to the extent that a c t i o n i_s needed to combat switching of Iranian 

funds out of d o l l a r s i n t o other c u r r e n c i e s , we think a f a r b e t t e r 

approach would be to organise a r e c y c l i n g operation amongst c e n t r a l 

banks. Under such an arrangement, we would ask our banks to 

i d e n t i f y and report a l l t r a n s a c t i o n s which appear to represent 

switching by Iran from d o l l a r s i n t o other c u r r e n c i e s . 


However, we do not think that we can go along with your 

proposal B r e l a t i n g to d e f a u l t s . A l l banks expect t h e i r loans 

to be serv i c e d promptly; i f they were not, the loans would be 

t e c h n i c a l l y i n d e f a u l t . But the bank or banks making the loans 

then have to decide whether and how best to e x e r c i s e t h e i r r i g h t s 

to o f f s e t or enforce payment, as s p e c i f i e d i n the loan agreements. 

DIG cannot o b l i g e banks to take d e c i s i o n s on t h i s which c o n f l i c t 

with t h e i r judgment on where t h e i r f i n a n c i a l i n t e r e s t s l i e  . 






P We are already taking s u b s t a n t i a l actions therefore 
i n the f i n a n c i a l f i e l d to support your p o s i t i o n . But we 
be l i e v e i t i s e s s e n t i a l that there should be concerted a c t i o n 
by the United Kingdom, FRG, I t a l y , France, Japan and Switzerland 
to secure the intended e f f e c t . We would be glad to support the 
Administration in approaches to these governments to get agreement 
on the measures o u t l i n e d above. We think these represent the 
highest common f a c t o r . 

O i l measures 

H i t h e r t o B r i t i s h o i l companies have not paid f o r Iranian 


o i l i n currencies other than UK d o l l a r s ; nor have they accepted 

recent Iranian attempts to s e l l o i l i n 1980 at p r i c e s sharply 

above those asked by other OPEC co u n t r i e s . HMG i s prepared i n 

p r i n c i p l e to advise B r i t i s h o i l companies to maintain t h i s 

a t t i t u d e i n future as part of e f f e c t i v e and concerted arrangements 

made by a l  l major OECD and IEA countries which cover spot market 

tr a n s a c t i o n s as w e l l as purchases by the o i l companies. HMG i s 

ready therefore to j o i n at short n o t i c e i n i n t e r n a t i o n a l d i s c u s s i o n s 

designed to secure an e f f e c t i v e common i n i t i a t i v e by OECD and IEA 

countries on these l i n e s . 


ECGD 

In a d d i t i o n , although t h i s does not feature e x p l i c i t l y 


i n your proposals, we can r e a f f i r m that on o f f i c i a l c r e d i t 

insurance, the Export C r e d i t Guarantee Department are not i s s u i n g 

any new guarantees f o r new business. 





