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CONFIDENTIAL

Copies to The Deputy Governor o/r
Y Mr Loehnis
Mr Dawkins

THE EXCHANGE RATE

In the course of a conversation I had this mornin

g with Roger Lavelle,
he passed on one or two thoughts

on a minute by the Financial
Secretary to the Chancellor. (The minute, which we had not

previously seen, has been sent. across by the Treasury this morning

and is attached.) The substance of what Lavelle had to say was
that the Financial Secretary seemed quite likely to put some

emphasis at this afternoon's meeting on the arguments against

intervention; and at the same time, to suggest that there seemed

no reason for the Financial Secretary's assumptions about the
necessary symmetry of intervention on the way up and on the way
down to hold in practice.

Deputy Governor's Secretariat
6 October 1980
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REDUCING THE EXCHANGE RATE: INFLOW CONTROLS AND OTIIER GITzopls

the paper
very curefully/prepared by

of Mr Lavelle's

I have read EF and gant undar Zgue,
minute of 26 September.

Copy was sent across to W
Mr Lav

I understang thsi a
ashington last weelk; and have notaol
elle's suggestion that You may wish ta dincnas it = our
return, prior to the

Prime Minister's meeting on 13 Octaner

On intcrvnntion,
S ae Vent 10

I recall that in an earlie;:

Papur, infleo
controls were rejected

above all on the groungs (which L %oz,
to be mistaken) that they would necassarily lead ty

interyeabior
and the establishment of an explicit

exchange rate polic.. 1720

is suddenly presented in a wiach wore

I note ofr tourse, that, of the fyur OOt
outlined in baragraph 21,

in this paper intervention

favourable Light .

three - (b) (c) and {4) — are r;;kaﬁ
But I would equally winh (o nee {(a;

in practice, it would be bound to lead to
on the way up,

rejected out of hand.

Increaning intervéenhow
‘'which would not only inflate the money

supei . aba,
time when we can le

ast afford it, but also Would Le cleagd.

by the market and seen - most damagingly - as a Tubdamwent.;:

of policy; and all to no useful effect. Of course let thaus =

intervention on the way down; but let there be none on tlu

either: I very much doubt whether the intervention here hzs
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practice kept sterling lower than it would othrrwinu have ged: &~
a ‘sustained basis, since freak rises would soon have hoon

by the market itself. On "talking down", this seems tn me {: = 1
in general a most unwise course to pursue, willi 14 more in lost :
than to gain. Again, I note that, of the four vpt.ons iderviy i, !

in paragraph 17, two - Tumbers (iii) and (4v)-arc guite rigrtlg

f
¢
rejected. But I am not happy with the acceptonre ol (i) and (1Y) E‘
either. In particular, (1) is surely out of thr quustivi.
Ministers are repeatedly attacked, both inside and ouilrxide Ehe .. }
over the damage done by a strong pound: they are hound tu Cini- i
to defend themselves by pointing out that a strong npound bae tks y
" good points too. As to (ii), this is I suppose a atnrtor, hus
will need very careful drafting indeed if it is to be notic.:i . |
K yet not interpreted as a change of policy, Clearly, nc dacisiow
should be taken until a specific draft has been attempterd and
carefully examined. And even if it does pass muster, tnevre g
always the danger that it will lead to musing 01 & less consz -
Kind. in any event, this prescription seems Luv i 12 miss the
point: it is hardly likely to provide the polilical cover whioe

inherent in the notion of inflow controls. |

Which brings me to inflow controls. It is a pily ihat of 1 achals {

have been able to come up with so little. Perhape the wal #Nwwd

might be to look at it again (whether intthe conleal OF ov=rseos

purchases of gilts or in a wider context) as a2 $ax matier, d&ﬁauj

to produce a new source of revenue. The advanlapge 01 this

approach is that we could pronounce ourselves ratislied so faras (D

any additional tax revenue¢ was produced: this ehould greasli -~

the administrative paraphernalia needed to make thoyoughgoinz

controls effective would not reqguire any justil:ication in terws Of

an actual fgl] in the exchange rate, would be easier prvSPW*AﬁaAﬂj .

and would provide greater political cover (a9 7ewer riskzi 4l

the"talking down'" option,

NIGEL LAWSON
29 Seplewbsr 1950




