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™he Sterlins Trisis

Purther discusuions witl Gordon TFepner and cthers love shed
addition=l lisht on what has been happening in the last weck or sc.

The initizl presiure on sterling arose bhecause last Thursday weelr Lap-
pened, for nc particular reason, to be 2 dzy on which itie cogsereial
racul“e"cnt nf ‘c dc cf sterlirg for foreism currency :’1?5"?
fnis naturally led T0 acute nressure on iue exc..Ahge
. of serious pres.ure on this scale for some onthc

the lisrket 4+cﬁes tlie nattern of events extrenel;” closely <o se
whether tle Tank of Zngland is interested in intervering to sunzort ik
exclange rﬁie, or }ef‘cr it is content to see it fall. On this
ogcasion the 2ank ostentatiously sbst:ined from intervening alilough the
a ine in the  narity was precipitate. Cnce thizt faet was clear it c
immediately in tke interesis of cotler short-term dealers io sell more
sterline in order to anticinate the furtlher 2:lls viiicl seemed inevit-
able once tle Bank's nolicy was clear. On top of that tlere wan tle
matter of a partizlly correct ruwiour about the Jiversification of
Nigeris ternational regerves - correct in as much o T EubsTantisd

rancring in ner currercies has ihdeed taken nlace, incorrect in =as
puch as this nrocess hal nothixng to do with last Tlwrsday's everts d
a8 been ts=king pslace over many uontis.

T™he final factor was undoubtedly tle excessivel; low intcrest
rates w!.ich Pﬂve coue ahout : 8 a re dnlt of the lon: secuence of snmzll

Bdn the 1Hnimum lending late in tl.e recent past. Thess cute cone-
bined witl: growing u award nres._ure an short tern interest ratec in
America - a nres sure «l.ich is 1ikely to be sustained for tie Tine being
gnd drcrecsed by the socond half of tle year - meant that lLollers ol siort
term sterling were likely to zet restlecs in any cise.

It now &pnears likely that interest rates will have to rise sharply
"'ore very lonz, ﬁerl'..; 98 by a full percentage »oint or even by two. If
and when tl.at haosoens *he problens of sellir 1z gilt-edged securities N,
become riore ccute unless the inereases are .o larze trhat tlere is ot
Jeast the slhort term nros'ect of a revaluation to brins 2bort falling
interest rates and therefore risin; gilts prices for a whilc.

It 18 clearly feared that the exchanse rate is now likely to rise
again. The Omithesoniun depreciation of 3;f or so should be more than
erouuh in the very short run to comnensste us for the recent excess over
the rate of inflation over that in other countries. However, it is
‘becoming increasingly anparent that ti.e Sovernnent will =zllow ins
gxchange rate to sink as far 2s they corsider to he safe, in order to
.encourage exports, prohadly trying to ensure 2 rate of depreciation of
about half a perCunt s mohth when measured over meaningul periods of
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¥rs. Thatcher . 15%th farech, 197(
time. ‘Thile '!:.i:. mpy well tleln exportera who involed oy foreir cwr—
terms and who are : 9lling N short delivery dates the continuing
instability in the cxelonce vete and uncertsinty sbout the Goverrzent's
true intontions may well be inoressing the roblems Taced Ty exporters of

cenital goods wlhere 1m = torm debts are inevitable =nd the e: eh-nje
rigks cor becous 'ln,r" lorze indeed whatever the orofessions ol the

Governmant's Capital Cost ...ﬂi.':E'...-..ﬂEi.GL ECllene .

P.5. Gordon Tesper zlso mentione’ that the w urI he has uniertalen on
the m'ﬂ:rr.:unt*ﬂ iﬂ'_ﬂ-ﬂﬂut a,. m‘-t interest =8 his feelinr that
eherous aide. He also nsntiolicd tThs
chonsideration in his current
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