INTERVENTION IN SEPTH‘[BE&/W

I attach our usual nde about the Bank's intervention tactics
last month.

2.  There were two short periods of strong demand for sterling

during September; the first over the period 29 August-5 September,

as the rate broke through the psychologically important g2.40

barrier; and the second at the outset of the Iran-Iraq war, before

the market concluded (rightly or wrongly) that the Middle East

conflict was likely to remain limited and that the world oil

market could easily absorb a temporary loss of Iranian and Iragi supplies.
At the end of September both the effective and the £/ rates were at much
the same level as they had been at the beginning of the month.

5e This was in spite of a narrowing during the month of the differential
between UK and US interest ratesfrom 43% to under 2%, as US rates rose.
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ey INTERVENTION IN SEPTEMBER 1980

This note discusses the Bank's intervention tact;ca in "danling
September" ie 28 August to 26 September 1980. It also comments
on the intervention figures for banking September. Tables showing
reserve transactions for September and on a cumulative three and,
six month basis are attached.

Prospects at the beginning of September

2.

At the start of dealing September the Bank had advance knowledge

of calls on the reserves totalling g1286 million, mainly representing
Government expenditure, interest and debt repayment (including §900
million early repayment of HMG III). These would be partially offset
by #548 million of maturities of forward purchases of foreign
currencies which had been swapped out of previous months. In
addition about $200 million was likely to accrue to the reserves

as a result of interest received and new borrowing.

September as a whole

%

The main features of September were:

(a) The rate breached the $2.40 barrier in New York on

29 Ahugust and remained around this level for the whole month.
Some nervousness in the third week of September, partly linked
to fears of a dock strike, was followed by a further short-lived
surge at the start of the Gulf war. Despite these events, by
the end of dealing September both the dollar rate and the effective
were roughly back to their levels at the start.

(b) The Bank bought 122 million spot from the market (and sold
#5 million forward) offsetting the sharp upward pressures on the
rate experienced at the beginning of the month and on 22 and 23
September at the start of the Gulf war.
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(¢) Bank customers' purchases of sterling amounted to

#248 million, just below the average for the last six months.
This figure was %14 million more than off-market sales of
sterling for Government payments.

(d) Maturing forward swaps amounted to $548 million and ‘in

the absence of forward market intervention the underlying rise

in the spot reserves (ie ignoring net debt repayments) would have
been $708 willion. 475 million of this was swapped forward to
bring the underlying rise in the spot reserves down to *

£233 million, a figure likely to be in line with market
expectations.

(e) The forward book fell by 79 million. Total intervention
(spot and forward) was therefore $154 million, the second
lowest monthly figure this year.

Intervention in dealing September

4, At the start of dealing September the rate stood at $2.393%6

and 76.29 in effective terms. During the first seven days of the
month as the rate went over $2.40 and touched $2.42, the Bank made
some modest purchases from the market. Subsequently, net intervention
balanced out until the last few days of the month. On 22 and 23
September sterling, and to a lesser extent the dollar, 'cﬂmeiunder
strong upward pressure at the start of the Gulf war. The effective
rate reached a 5} year high of 77.3. The Bank bought 50 in the market
in the course of the two days. The details are:

(% million)

Period 28 Aug- 8 Sept- 22 Sept-

5 Sept 19 Sept 26 Sept
Closing £ rate 2.4155 2.3855 2.3945
Closing effective 76.00 75.61 76.11
Market intervention +64 -2 +60
Customer transactions +24 +169 +73

Net forward transactions =73 -91 +85



Banking September

5. Intervention in ba
was as follows:
(£ million) s
R s
Market intervention
Central banks (customer
Government, interest re
Public sector borrowi:
Swaps outside the i
new swaps
maturities it
Total (change in reserves)®
Official borrowing (inc. -)
*Components do not sum to total, la:
conversion rates. 4 2
Official transactions! contribution
to external and foreign curremcy
finance adjustment to £M3 i

in the official borrowing figure. The market figure in
intervention around the end of calendar August when the
above $2.40. The swaps and maturities are those that he
fall outside the banking month; no new sweps were undertaken over
the September make up day to assist in money market operatioms.
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1. End August levg;s

2. Transactions in Septeml
(i)  Market
(ii) Swaps
(iii) Maturities
(iv) EEC Commission drawi
(v)  Other bank customers
(vi) Government
(a) departments' exp
(b) public sector debt
(c) HMG debt interest
(vii) Interest on the reserves

TOTAL INTERVENTION

Wit e
(viii) Public sector borrowing under

(a) borrowing
(b) repayment
Net &
(ix) HMG III capital repayments

CHANGE IN THE RESERVES

3.  End-September levels . ‘2?,63‘7 . 1,895

During this period the rate fell from g2.3940 to $2.3883 and from
76.20 to 75.97 in effective terms.



"\ RESERVE TRANSACTIONS FOR

1. End-June levels

2. Transactions July-August
(i)  Market
(ii)  Swaps
(iii) Maturities
(iv)  EEC Commission drawings
(v) Other Bank customers
(iv)  Government g

(a) departments' exper
(b) public sector debt

(vii) 1Interest on the reserves
s

TOTAL INTERVENTION

(vii) Public sector borrowing under ECS
(a) borrowing e T
(b) repayment
Net
(ix) IMF oil facility repayment
(x) HMG III capital repayments

(xi) Revaluation arising from renewal of
EMCF Bwap +58

-58
CHANGE IN THE RESERVES . —535‘ .8l
3. End-September levels 27,637 1,895

During this period the rate rose from $2.3470 to $2.3883 and
from 74.41 to 75.97 in effective terms.



'] RESERVE TRANSACTIONS FOR A

1. End-March levels

2. Transactions April-Septem
(i)  Market
(ii) Swaps
(iii) Maturities
(iv) EEC Commission drawings
(v) Other Bank Customers
(vi) Government
(a) departments' expendi
(b) public sector debt i
(c) HMG debt interest
(vii) Interest on the reserves

TOTAL INTERVENTION

- (viii) Public sector borrowing under ECS
(a) borrowing
(b) repayment
Net
(ix) IMF oil facility repayment
(x) Long-term debt repayments
(xi) HMG III capital repayments
(xii) Revaluation arising from renewal of

EMCF swap
CHANGE IN THE RESERVES +674
3. End-September levels 27,637

During this period the rate rose from $23640 to#£2.3883 and from
72.6 to 75.97 in effective terms.
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Present:

Chancellor of the Excl
Financial Secretary
Sir Douglas Wass
Mr P Middleton—

There was a short discussion
towards a number of the issues
submitted to the Prime Minister under
covering minute of 10 October about m
Chancellor and the Financial Secreta
Wass and Mr Middleton, were due to me:
Deputy Governor immediately after the me:

. &
25 The Chancellor recognised the need for some ch:
present methods of monetary control and said that the principal

objective of the meeting with the Governor must be to establish
whether he recognised this and if so what changes he would
contemplate. Mr Middleton noted that the experience with targets
over a number of years had been that monetary growth had mostly
exceeded them. The Bank might well say that the reason for the
current over-shoot was an excessive PSBR. On the other hand,
there had been over-shooting even when the borrowing position
had been better. This suggested weaknesses in monetary control.

3l Sir Douglas Wass, reporting on Mr Ryrie's and his discussions
with the Governor and Deputy Governor the previous day, said that
the Governor, in view of the Bank's assessment of the position and
prospect for the real economy, might well in effect suggest that
monetary policy be relaxed, er,at the least, nhot intensified, by
seeking to recover all of the ground which re-intermediation had

/revealed as being lost.



three per cent cut 1
which that might lead
target. If the Medium
primacy, as Ministers
that his preference was
to the MTFS.

4, The Finaneial Secretary
was more pessimistic than th
If this was not validated the p
would be better than was impli G
himself thought that present competi
result in a low outturn on wages.

i, Sir Douglas Wass reported that

the Bank could well go for Mr Middleton's fav
in view of the great uncertainties of the tren " monetary po:
that there should be no roll-over. It was hoted that such a
decision could be taken by the markets as a sign of weakness and
would therefore need careful presentation. However, reference
to the MIFS should help here.
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