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The immediate crisis was averted but sterling reserves were so low that
Operation Brutus remained the contingency plan for the rest of the year in its
most drastic form - Brutus 3:
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Permenent Under Secretzry of State

MR. HALLS

Contingency Plannings Operation Brutus

We have had two meelings of Lhe Official Group which was
ept up after Sunday evening's talks, Two papers are being
circulated to Ministers for theilr discussion tonight. The first
deale with the contingency planning as such. The sccond with the
possible effects on trade.
Contingency Planning (MISC,.205(68)1)

Brutus ] ie so unsatisCactory as a means of stopping the
drain on our reserves that it could be contemplated only in the
gituation of last weekend and has therefore served its turn.

We recommend that contingency planning should concentrate on
getting Brutus 3 into a more advanced state of readiness, What
respurces we should put into this operation depends on developmentls
in the markets and on other demands; e.g. we must begin to
prepare contingency plans against the possibility that the U.5.
goes of T gold,
In extreme emergency Brutus 3 could be applled very quickly.
We could imposce a block and in effect [reeze all Lransactions
while we got an administrative stafl together. This would produce
chaos but we should not be moving in this way other than in a
chaptic situation. However we can without undue security risk
improve on this situation by [urther work, The paper explains
that there are two main things which need to be done to make possible
the more orderly introduction of Brutus 3 at 48 hours' noticei-
{a) Further work on the policy questions ralsed in
paragraph 18, I recommend Lhat my Group be asked Lo
continue this work and to report,
(b} Earmarking of the 1350 staff and their acconmodation
required at the Bank of England and of the comparatively
small additional number of staft required at the Treasury.
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The Bank are already Laking discreet steps which should
serve to reduce substantially the three week period
mentioned in the paper, I recommend that no Formal
instructlon should be given to the Bank to go l'urther
than this until Ministers have considered the suggested
angwers Lo the pollicy questions and have received a
rurther report on the trade aspects.

The paper brings out that theSize ol Lhe participation of
U.K. banks in the Euro-dollar market could produce serious problen
if the shock Lo confidence resulting from blocking led to a
withdrawal of funds from this market, I recommend that my Group
should be asked Lo consider a paper by Lhe Bank of England on this
subject discussing whether it is desirable to seek to reduce the
s¢ope of the Euro-dollar markct operations,

Trade Effects (MISC,205(68)2)

Discussion in the Group this morning indiecated that the
majority expected that our blocking of non-residents' use of
sterling would fairly rapidly lead to a situation in whiech the
U.K. would find itself short of roreign exchange to pay lor
current imports and that the introduction of a comprehensive contr
over the whole range of U.K. imports would become necessary within
a comparsatively short time. There was however a considerable
amount of disagresment about the speed with which this situation
would be likely to develop and about the ways Lln which we could
deal with it. There was also considerable argument about some of
the parsgraphs in the trade paper which has been circulated to
Ministers, but since there was insurficient time to amend it to
the satisfaction of all concerned it was decided that it would be
better Lo lel the paper go Torward to Ministers in the Form in
which it had been drafted. I recommend further that the Group
should be asked to re-examine this question as g matter of urgency
since the possible need te introduce comprehensive import control
at an carly stage after Brutus 3 would be a very major considerati
Conclusjon: Actjon Proposcd

I recommend that Ministers should:

(a) request the necessary work on the policy aspects of

Brutus 3 to be put in hand [orthwith;
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(b)

(c)

(d)

ITop S ECRET

note that the Bank of England are making discreet
préparations on the administrative aspects ol the problem
defer the issue of instructions to bring these preparatio
to a specilic state ol readiness (which must increase
somewhat the security risk);

request a sLtudy of Lhe Euro-dollar aspects of the problem
menl ioned above ;

request a further paper on the trade effects, with
particular reference Lo the possible need to introduce
import control,

{nm&ﬁﬁn}

20th March, 1968
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Brutus 3 would have prevented all non-essential foreign travel:

Ly owrsdided

(/2052

BRUTIS:; TRAVEL; OASH GIFTS: FMTIGRANDS

This paper considers the treatment under the Drutus regine of
overpeas travel exponditure by U.K. reaidento ond of emigranta from
the UK.

Iravel

U.K, realdents travelling oversean

2. At present, there is no restricticn on travel expendituce in
the sterling area. For the non=-aterling avea the baglic fowelgm
currency allowance is £50 a yoar, £20 a day is sllowed foxr
business $ravel, and various rates for aducational travel and
other specizl canea, In addition, £15 in sterling notes may be
talken and exchanged abread on each Jourasy.
3. lUnder Brutus, the distinciion boiween the sterling area and
the non-sterling area will disappesr. Any restrictions will ba
worldwide.
4. In the Brutus oituation it is propossd that initislly there
phould be no sllovancs at all for overseas travel axcaps for
epeential business purposss, Less essential imports are to be
prohibited completely. Hollday and other less essential travel
ghould be treated in the sams way although this will inevitably
provoke violent protests and & mass of applications fer exceptional
treatment.
3 Dater it might be posaible to @llow somo basic allowance for
travel at least to countries which are 8o keen o Tacaive british
touripts that they are prepared to malke bilateral arrangementa

i wnder which ther malta available seme of their currency againit
payment to Ho,3 sterling account.
6. I+ will be nooessary to allow forelpn currency oxr No.2
aterling for travel conGidered essential, Thisz would bo a -t
norrower satagory thon the present pategory of business itrawvei;
gnd it would probably be deslrable to introduce differential ratas
acoording to destination instend of the present 220 a day for all.

JThig L8
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Thio is not excessive for export salea business in New York, But
it is more than enough in some other cases,

Ta Sinilarly it may later be necessary to allow speainl trestment
for some educational and perhaps health travel: and compaasionate
coBEas .,

8, The strongest Iinjunctions should be given to curtail travel
abroad by linisters and Govermment officimla. Insofar as sugh
Journeya are really neceassry, cradit to Ho.2 account or foreign
curreney will wsually have to be allowed s Lhal the journeys oan
talte place.

s  Further thought will be given to appropriate rules rogarding
the ioport and export of sterling and forcign curreney notes,

10, Transitional arrangements will be necesoary for U.K. residents
wio happen to be travelling nbroad on the szorc data. Thasze ars
mentioned in another paper. I

Non-reaident= ftravelling in the U.IL

i1. Should none-resident visitors to the U.E. be allowed to draw
ot No.1 or Ne,l sterlinsg accounta to meet living expenszs in the
U.K.? Tourism ig an invisible export, TLike other exports, it
should be finsnced from No.2 account sterling or with forelsn
currenoy. Bub it is harsh to alop non-residents ueing thelr owm
blocked aberling for living expenses in the UK, The present
rules for Ahedesin allow Rhedesian sterling accouwnta {though not
suapenss accounts) to be debited for this purpose,
12. It is recommendsd that & private holder of Ho.i or Ho.3
account steTling way use it up to £2650 g week for hiz own or his
family's living exyenses in the U.E.
13. Some exceptiona wWill be necessory on hardship grounda,
ezpecially for residents of the Lfovmoer sbevling aveo, ond for
educational expenditurs in the U.K,, and where owvieitew has nao
other funds ao an sltormative o clais for national assistonos.
25 ifta

14, A% preoent cash gifts are unrostricted to the 0,5,4,, and to

Lhe Hod.4A.
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the 1.5.A. lexcept Rhodesia) allowsd up to £50 & year in offisial
exchange. It ls ouggested that under Brutus the allowsnce remaln
£50 a year, but poyment be only to Ho,d account. It will be up

to the foroign banks conecerned %o determine whoether and whon they
allew such gifts to be effective by releasing Torslgn currency to
the recipient,

15. For cash gifte by non-reaidents to residents of the U.K., 20
regtriction on debits from He.2 geeount Sterling, but o restriction
15 neessoory on gifts from No,d or Wo.3 account sterling in oxder
to prevent evasion in the form af commeércial paynents dizpguised ne
gifta, {n the other hand it is remgonable to allow genuing gifis.
4 limit is suggested of £250 for amy ona gift {as for Rhodesin),
16, Some excepbions on hardehip grounds will be necessary allovwing
larger gifte from Ne.l or No.} accounid in special cages,

Einlpranta

1%. Under pressnt rules, there are no ragtrictions on emigrants’
remittances to the sterling areaj for the nen-sterling arco
{except Rhodesia) the Tule iz no papgtriction on transfers of foraign
gurroncy securities oT of aterling incoms, but oo gterling eapital
thore ig o resteistion of £5,000 (in official axchanga} Lor the
rirat four yeors, during which capital over £5,000 may only be
tpamaforred througn tho investment currency mariet {aa & Tesult of
a recent case thy rules ave under review).

18, Under Brutus, westrietions on emigrents’ remittanees becomns
worldwide and the {ollowing Tules ars gugpasted.,

19, Epipraonta who have alraady laft the country But 81411l hava
angeto here rogtricted under the four-year rulas: these restricted
posets tranoferred to ¥o,1 meccumt and then gubjeet to the normal
Ko.1 aecount rules., Mo Jurther franefers through the investment
currency marlet, oven Lf this BEill exists.

20. Tool-zero emigrants may transfer up to 25,000 $o Fe,} seeount;
uny osher sterliasg asssts to Ho.1 account. Inocoma origing from
UK. sources after emigwation to Ho.3 account lika olher lnocus

due from the U.K, to non-residents. If the credits to Ifo.3 accound

are not lmmodiotely effective in producing foreign currency nbrond,

TOP SEORET , /e
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the emigeant will hawve Lo walt untfl they ore.

31, The treatment of foreign gurroncy securities Delonging to post-
gero emigrants depends on what is decided about nebilising foreimn
currency holdings of private individuale. I ne cuch operaticon is
yot in hond, it i acarcely feaaible to provent eaigrants taking
with them a8 &t present any forcign currency scourities already im
their posscasion, If hewever z compulsory acquisition of foreign
apeurities is already in %rain, then it is for consideration whether
this could apply to such secupitico hold by enirrants with the
sterling procasds ocredlited to Ne,1 account. (This nceds further
congideration in the light of the drafting of any new 1¢31§1amiun
on this subject,)

23, The tight comtrel on emiprants' remittances may be evaded by
the purchase before cmigration of jowsllomy oT other articlea of
valueo, which can then be talen az part of an epigrant’s personal
gffecta. To check thiz by tighter comtrols over the expon® of

personal effneta would be extremely difficult administratively.

10ch June 1968

e — e
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Non-resident sterling accounts (both individual and corporate) would have
been substantially blocked:

. : ANNEX I

TOF JECRET - 3 ]
| (3/2057

BROTUS: FRAMENORE FOR DECISTIONS

This nete is Intended e an alde memolre ne & vemindear af
eortain festures of the Brutus schens, snd conolderstions arising cut =
of them, which conatitute the framewerk for varlious guéstions baing
puat forward for detailed decision.

2. The Brutus echeme extends exchange ocontrol to trangactions
botween the United Kingden end all other countries. The eXisting
distinction betwsen the sterling area and nen-eterling ares
digappéars.

3. There are three categories of nen-resident aterling sccounts:

Ho. 1: These ara bleoeked, with only narroes usea. Thay aps

- not convertible inko Coreign currency. They may ba
traneferred from one holder to mnother within the saze
country bvut net Crom one country to another, They arae
the depoaitory of pro-sero sterling asoets,

Ho. 21 Thess nre fully convertible on demand fnto Toreign
currency and Tally trsneferable from one holdep to
anathes, They are eguivalent to forelgn currency.

Ho. 3t These are tranaferable from cne helder to another (and
therefore probably cenvertible st a discount in unefflelal
markste abrosd), but are eonvertible officially only in
tranches aa determined by the U.K. autherities. Most
post-zere payments by the UK, are to bo made to thepe
acoountn.

L. In the situation poatulated U,K, ferselgn currency reserves wiil
be extremely small. BSubsaquent supplies of forcign curreney will be
linited to what 18 earncd from pogt-zZers exports, snd some from
Pré=zero exporte supplied on credit.

5. It met be m prime objective of pslicy to restriet forther
expendlture ol forelign currency from the remaining pagserves and
payaente to No. 2 agoount which is likaly to be converted. I the

raount eroditsd to No, 2 agoounts exesads the avallable remaining

1
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reparves this will at once compel Tloating. I the rate is already
floating, credits to He. 2 account will deprass it,

ba It should slse be an objective to minimiee paymentas to Ho. 3
acocounte. We nead to keap down the length of Lhe gueus Tor official
ponvertivility, and hepnee reduce the discount st which thie aterling
1a unefficially convertlidle abroad. The mopre wo can do this, Uhe
greater the chenee of this form of payment being accopinble abroad.
7. There ia leas atrong objection So pa¥mentz te Ho. 1 accounts,
tut beceune of the stringent rectrlctions on the uses of Ho. 1 acaoums
guch pesyments mre not likely to be acceptable avrosd; and any
additiona to No. 1 mccount add marginally to the problem of
nltimately discharging these liabilitice.

B Parment to Fo, 3 account ls primarily iatended as the nermal
mpans of ssttlempent Cor UK. imports post-mero. IF 2t dosa not
preve accoptable abroad, and Toreign suvpliers insist on payment

in forslgn eurrency, the disruption of taie will be scute. The

mops that settlement in Hos 3 sccoubt aterling will in pgeneral be
acteptable rests on the baliel that the U.K. market is importsnht

to Coreipn suppliers, whe will often be proparsd to mccept a csrtain
dday in payment in order te¢ maintsin ssles to the U.X. Whers they
are not so willing, this will reduca imperts into the U.K, wilch,

a0 long ag they are not essentisl, is in itsell in linc with

U.K. policy. (For essentisl imports special arrangenents are
anvisagzed LT neceasary.)

S Ho. 3 acewnt'ataﬂmg i unlikely 4o bo on acésptable means af
sattlement for tronsactions where the forcign supplier doas not have
an intersat in the tpansaction taking place. In such cages there
will ba no alternative ¢ allowing forcipn currency or Ko. 2 aterling

or accopling that the transsction cannot tako placc.

fth Juns, 1958

ra

TOF BECRET




Document reference: PREM 13/2054

The international monetary situation looked particularly perilous in November
when the French threatened to devalue. The Prime Minister summoned the
German Ambassador to a midnight meeting and threatened that the British
might have to withdraw their troops from Germany unless the Germans
revalued the Deutschmark:

Copy We. .. L.. of 4 copios (’-3’;’20‘5&;

TP SECHET PN
ERCOHD: OF A COIVERSATION BETWEEN THE PRIME MINISTEX, TE
POOEIGK ARD CCMEONWEALITH ..>LCIL. TARY, TE CHANGETIOR OF UHE
EXCHEQUER AND TUE GEHMAN AA3ASSADOR AT NO, 10 DOWNING STRRET
AT 12,30 aum, ON WEDNESDAY, NOVEMBER -0, 1988

Prasent:
Tha Prime Winister Herr Blankenhorn

The Foreipn and Commormweal th
Sacretary

Tng Chancallor of the BExchegusr
Sir Burke Trend

ir, Halls

Mr. Pallissr

Tha Prime Minjisier apoleogised for summoning the
Abassador at guch a late howr. But he wished him to be
aware of the very grave concern caused to the British
Government by the decisions announced that evening in
donn in regard to the internaticonal monetary sitvation.

The British Government regarded these as totally inadequate
in the circumstances and as presenting Britain and the Iroe
world with an intolerable situation, They believed that the
right answer would have been for the German Government to
undertake & substantial revaluation of the DM. Instsad of
thisz thay understood that various fizcal neasures were Lo
be taken. COn their present informaticn, they could not
reliably estimate the extent of the effect of these, but
they baliovad that it would be totally inadequaste and would
not, reduce tie lfundamental imbalance existing at present.
But a failure to do this would oroduce an intolerabls
giluation. Tne British Covernment wnderstood that thers was

to be a meeting the following day in Bonn of the Group of Ten,



- -

on the Invitation of Dr. Schile r. The Chancellor of the
Exchaguer would of gourse attend this meeting but he would
be bound to represent the British Covernment's view that the
measures anncunced that day by the Cerman Government were
not. only inadeguate but were irresponsible in terms of the
Iree world as a whole, The Dritish Government could not
accept that they represented the final decision of the
German Covernment: nor could they accept that the mometary
markets of the world could be left in uncertainty for days
or possibly weeks on end. If continuing doubt about the
German position persisted, there would be a serious
aggravation of the present situaticon and nn intolerable
escalation of speculation.

The Prime Minister said that, so far as they could
Judgs at, present, the decisions ammounced by the German
Govarnmant. were equivalent to barely a third of what was
required: but thls was simply an initial estimata, The
exact figure might be different; but in any event the
mpasures were clearly inadequate.

The Prime Minister recalled that, during the recent
NATO meating in Brussels, the Foreign and Commorweal th
secretary and the Defence Secretary had re-affirmed the
British Government's determination that Lhe defenoss of the
Weat, should be strengthened and owr offer to contribute
further to that end., Dut military defences wore meaningless
without an adequate economic foundation., If the
deterioration in the present internatiocnal monetary
sltuation cortinued, the Dritish Government — and perhaps



i

other Covernments as well - would find themselves obliped
seriously to re-appraise their present attitude. This
would be totally comtrary to their desires and to
everything they believed in. They could only hope that the
German Government would play their part in ensuring that
suth a re-appraisal did not begome inevitable.

The Chancellor of the Exchequer explained that the
Britieh Government had initially favoured a meeting of the
Group of Ten. But this was before the German Government's
statemant that evening, which had made it appear that the
German Covernment had already taken their decisions; which
meant that the decisions had now preceded the meeting. He
would still attend the mesting, but he was now doubtful of
It desirability and fearad that it might simply inoresae
international tension and speculation. Although the major
mongy markets would be closed the following day while the
conference was taking place, there was a danger that, if it
failed to reach conclusicons commensurate with the expectatims
which it would arouse, an even more danperous situation
would be oreated. This had been the purport of the messapgs
he had sent that afterncon to Ur, Schiller. The Osrman
Anmbassader interjected that he was not aware of bhis message:
he had no instructions: he was only aware from radio
reports of what his Government had announced.

Tne Chancellor of the Exchequer explained that, in the
light, of the wpmulﬂtiw pragsure arising frs:m the Doutsstomk-
French frane Dusﬂ.lcn it. mipht. not. ha pnsail:le for tha
EI‘J.T..J.SEI Guvﬂmmmt. t.|:| suat.ﬂin the cxctw]gﬂ rat.a uf ut.crlinpr.
In aucn cirt.mmtancas, they would hru.rﬂ to allow the sterling

Pa.t.a to Tlmt. Umuph Lley recopnised that Itl‘n LOnSeduences



of this wonld be rrave both Lfor Hritain and for the othep
mojor curroncles, including the doller. Not ocnly would
it glaarly be impossible in suweh circumstances 'or the
British Government. Lo comtemplate any increase in the
sterling cost of thelr axpenditure in Germany: but thay
might hove to make n mijor re-apnraisal of their con-
writution to the glliance; and 1t could becone diff'icult
for them to contime to mointain o military presence in
Garmany. It was thepafore essentisl Lhot, by the end

of the Group of Tan meetlng, there should heve beoen n
reuriinition of the Oerman nositioo, By far the post
satistuctory solution would be 4 revaluation of the IR,
sooompanied by o devaluation off the ireneh frone, whilée
the exchanre rates of tha other currencies co cerned
rameined wnchangmad. ot & the very lesgt - thouph this
would not necessarily have the same effect as revelunmtion —
there should be a substantial increase in the swtent of
tha Cermen measures snnounced that cvening: such an
inecrease should be at least thpeefold: Ghe present
MBasUrds Wers totally inadeauate.

The Chapgullor of the Lxecheougr ssid Lhot the poszition
of ir, Schiller at the mesting the followling doy would
be grucisl, The meoting waz being beld in Bonn:

Dr. Schiiller was Choirmian of the Groun of Ten: and the
position of the 1M was the gentrrl issus. Judgement on
the outcome of the meeting would be pronounced by the
moneLary mrkels of Lhe world and Lhe coomeguences could
he axcepltionnlly grava for both Dritain and Germany.

The Foreien and Commonwealth Hagpatspr seid that the

Britlsh fovernment, ns he bolieved the ferman Government,



Document reference: PREM 13/2055
Brutus 3 looked on the cards again:
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Exchange Rates

If the French move down and the Germans dun"t..h'\e mist loat tenporarily
and be ready Lo introduce Brutus shortly afterwards.

S0 far we have only had the backwash of this erisis, yet in New York
alone we were yesterday losing money at @ rate approaching £300 million per
week. Moreover It 1s accelerating = the loss yesterdasy (Thursday) was nmrf:
m the loss on Wednesday. In my view Thursday's loss
will be chicken feed once the French are off because:-

(&) Our long-term competitive prospects will e worse - and this

afternoon's announcement does nothing about that - thus

sterling will be directly suspect.,

(b} Everyone will still expect the Deutsche Mark to go up and

sterling will be obwvious currency to get out of,
These effects are hm:‘nd'-;:.n be cumilative, and the gain from import deposite
will be a flea bite compared with the outllow of sterling. Even ot b oé'
maximum deposits give us only about £6 million a week compared to £500 million
in a day (!} which went out on the Friday before devaluation,

On the other hand if we float completely:-—

(i} We won't lose any money directly (the problem of the dallap

guaranteed sterling balances will exist whether we make a
fixed move or fleat).
(i1) The strain will then pass to the dollar.

(111) This strain in its turn will be comlative. Originally the strain
was shared as money was moving out of franes, sterling and dbllars,
but with us floating all the strain would fall on one currency -
the dollar - and there would be three obvious currencles to move
Into. Moreover, with us floating, sterling would offer the
prospect of a direct and immediate speculative gain.

I realise this situation would cause temporary chaos in the financial
markets but do we have very mich to lose? The other alternatives seem no
better:=

(a) I think we will certalnly be foreed off ir we don't move,

{b) It is very unlikely we could hold a fixed drop without supporting

this with both import guotas and Brutus amd we should try to avoid
this latter as long as We CaN.

iyt
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The main argument against floating is that it could couse a wage/price spiral
in this country, but surely not If it was really temporary (i.e. a matter or
days rather than weeks) while it retains the msjor adventaze of showing the
Americans we mean business. It is the only option which actually makes
them grapple with the outflows of money as opposed to mere verbal threats.

Co ion

The Treasury are arguing that this arfternoon's announcement will
strengthen confidence. I very much doubt this. We must watch New York
hour by hour., If the Treasury are wrong, a poliey deeision on whether or
not Lo devalue and if so whether it should be fixed or floating, may be
required in a mailer of hours rather than days. This is the one occasion
on which I pray to God that my advice ls totally wrong.

Hoollofrirlo—

(ANDRERN CRAHAM)

22nd November 1968
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