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SUMMARY

1. GERMAN ATTEMPTS TO PLAY DOWN REPORTED FRANCO-GERMAN DIFFERENCES
OVER EMS EXCHANGE RATES.. EXPRESSHONS OF SYMPATHY WefTH THE FRENCH
FOSHTHON MIXED WATH A FH&M RESOLVE TO STAVE OFF ANY REALMMGNMENT
UNTHL AFTER THE FEDERAL ELECTAONS. EVENTS MIGHT MAKE THIS MPOSSIBLE
BUT EVEN SO THERE S UNLMKELY TO BE ANY DAMAGE TO THE GOVERNMENT'S
ELECTORAL POS4TWON.
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2., THE GERMANS ARE ATTEMPTYNG TO PLAY DOWN THE APPARENT TENSHON WifTH
FRANCE OVER EMS EXCHANGE RATES WHICH WAS GIVEN PROMINENT COVERAGE BY
THE BRATMSH MED#WA TODAY. CONTACTS HN BONN AND FRANKFURT AT ALL
LEVELS HAVE EMPHASYSED THAT RECENT PRESSURES ON THE FOREMGN
EXCHANGES HAVE RESULTED FROM THE MARKET PERCEPT:HON OF DOMESTHC
POLHTHCAL DEVELOPMENTS N FRANCE AND THAT, BEYOND FULF#LLING NORMAL
OBLAGATHONS UNDER EMS ARRANGEMENTS, NO FURTHER ACTAON tHS
CONTEMPLATED TO BRIING THE DMARK ## LsWNE W#TH OTHER CURRENCHMES. fW
WORDMING WHACH HAD OBVs#OUSLY BEEN CAREFULLY PREPARED, THE CHANCELLERY
TOLD US THAT THEY THOUGHT CH#RAC HAD YESTERDAY SPOKEN RATHER HASTALY
AND W4THOUT CONSHDERATWON FOR THE EFFECT WHHCH H#1S STATEMENTS WOULD
HAVE ON THE FatNANC#AL MARKETS. THE4R TONE WAS, HOWEVER, ONE OF
UNDERSTANDANG RATHER THAN ANGER AT THE FRENCH POSMiON. THE FEDERAL
ECONOMMCS MiamNiSTER, BANGEMANN HAS SHNCE REPEATED MUCH THE SAME THHING
TO JOURNALWSTS. HE RULED OUT ANY REVALUATHON, CLAYMING THAT ''THE DM
HAS AN APPROPRHMATE VALUE WATH#N THE EMS AT THE MOMENT ', '

3. WE UNDERSTAND FROM THE FEDERAL FHNANCE MHNASTRY THAT A SAMILAR
LYNE WAS TAKEN AT A MEETMNG OF THE ¢WNER CABNET TH{S AFTERNOON, AT
WHICH STOLTENBERG WAS PRESENT. TURBULENCE CAUSED BY A FRENCH
POLATHCAL CRSHS DD NOT JUSTUFY AN EMS REALWGNMENT, «F o7
TONTWNUED, ''OTHER MEASURES'' M{GHT BE NECESSARY, 4N WHCH FRANCE
WOULD BE REQUMRED TO PLAY A PART, BUT THE POLMTACAL CONSEQUENCES OF
A RELWGNMENT BEFORE THE FEDERAL ELECTMONS = ALSHENATED FARMERS,
DMSSATHSFsHED «INDUSTRY= RULED THAT OPT4ON OUT.
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4, ONE #4MPORTANT REASON BEH#ND GERMAN RELUCTANCE #S A GENUNE WORRY
OVER A LOSS OF COMPETHT:wE EDGE FOR THE-S‘RAEXPORTS THEY CAN CoTE
MANY ARGUMENTS TO SUPPORT THEWR CASE: FiHGURES #SSUED RECENTLY FOR
THE THHRD QUARTER SHOW EXPORTS 1.5 PER CENT DOWN ON A YEAR EARLYER:
SOME :MPORTANT SECTORS OF #NDUSTRY, EG CHEMYCALS AND MACHHNE TOOLS,
HAVE WARNED OF A MARKED DECLAWNE #eN EXPORT PERFORMANCE: THE STOCK
MARKET HAS «tNDHCATED A LACK OF CONFWDENCEs AND MANY OF THE RECENT
##NDEPENDENT ECONOMMC FORECASTS HAVE EMPHASUSED THE RMSKS FOR THE
ECONOMY TH:S YEAR FROM FALLING EXPORTS.

5. THERE 1S, HOWEVER, A GROWMNG BELHEF, PARTHICULARLY AMONG THOSE W
FRANKFURT CONCERNED W:fTH THE FORE'MGN EXCHANGES, THAT THE GOVERNMENT
CANNOT HOLD TH:S LWNE MUCH LONGER. SCHLESH®NGER (BUNDESBANK)
COMMENTED TO ME THe#S EVEN#NG THAT ALTHOUGH THE F.R.G. WAS FULFALLANG
WTS OBLGAT#ONS UNDER THE EMS, BUY:MNG DANWSH KRONER TODAY AS WELL AS
FRENCH FRANCS,” THEY COULD NOT #WDEF4NWTELY CONTHNUE TO PAY OUT SUCH.
SUMS. THE QUESTWON THEREFORE AROSE WHETHER “THER THERE WOULD BE A
REALWGNMENT, OR WHETHER THE PROBLEM WOULD SOLVE #TSELF BY OTHER
MEANS. AS OF NOW TH#iS QUESTHON WAS ST4LL OPEN. ASKED WHETHER A
REALSHGNMENT WOULD BE FEASH#BLE 4N THE LAST FORTNMGHT OF THE FRG
ELECTHON CAMPAUGN, SCHLESHNGER SAD nfT WAS NOT EXCLUDED, BUT
POLATNC:IANS HERE AND s\ FRANCE HAD RATHER THED THE#R OWN HANDS BY
THE4R PUBLYC STATEMENTS: MAK#NG A DRAMA OUT OF WHAT OUGHT TO BE

TREATED AS A TECHNeWCAL:WTY.

COMMENT
6. # FEEL' SURE THAT THE AUTHOR:#THES HERE wilL DO ALL THEY CAN TO

STAVE OFF ANY REALAGNMENT «NVOLV4NG UPWARD REVALUATHON OF THE
DEUTSCHMARK UNTAL AFTER THE ELECTHON ON 25 JANUARY. BUT #F EVENTS
MADE TH4S UNAVO:-DABLE BEFORE THEN, # DO NOT BELAEVE THAT THE
COALMTTWHON'S PROSPECTS #N THE ELECTHION WOULD BE SERHOUSLY DAMAGED.
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