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

2. The effective exchange rate fell 6% during the month,
from 105.5 on 29 January to 99.2 on 25 February. Much of this
fall was concentrated in the last few days of the month first
as the DM recovered sharply in anticipation of and immediately
following the Bundesbank's d on 19 February;
and secondly following of a sub tial MLR cut in the
Budget (in particular a report in the Observer on 22 February
that MLR would be cut by 3%).
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INTERVENTION IN FEBRUARY 1981

This note discusses the Bank's intervention tactics in 'dealing
February' (ie 29 January to 25 Feb y), and on
intervention figures for banking February. Tables showing reserve
transactions on a cumulative three and six month basis are attached.

Prospects at the start of February

At the start of the dealing month, the Bank had advance knowledge

of calls on the reserves totalling $370 million, mainly representing
government expenditure, interest and debt repayment. 372 million
of forward purchases of foreign currencies from operations in
previous months would mature and, in addition, about $200 million
was likely to accrue to the reserves as a result of interest received
and new borrowing.

February as a whole

The main features of February were as follows :

(a) In the first half of the month the effective rate
fluctuated around 104. From 13 February it began falling,
to reach 98.9 by the end of the month, reflecting in part
the recovery of the Deutschemark and in part rumours of a
substantial cut in MLR in the Budget. The dollar rate fell
from $2.38 on 2 February to $2.22 on 25 February. The
sterling/Deutschemark rate rose initially from 5.02 on 29
January to 5.07 on 16 February (the highest level for five
years) but the DM subsequently strengthened as a result of
the Bundesbank's introduction of measures to raise interest
rates, and the exchange rate stood at 4.69 on 25 February.

(b) The Bank spent $33 million in the market supporting

the rate from 23 to 25 February but, taking the month as a
whole, they bought g7 million from the market.
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(¢) Customer purchases of sterling came to g218 -ill:lont,)y
cy

offset by 212 million of purchases of foreign curren
Government departments.

(d) Maturing forward ‘swaps amounted to 372 and, in the
absence of forward market operations, the underlying rise
in the reserves would have been $411 million. #4415 million
was swapped forward to show an underlying change in the spot
reserves of - 4 million.

(¢) Total intervention during the month (spot and forward)
amounted to +$55 million.

Intervention in dealing February

At the start of dealing February sterling stood at $2.4052 and
105.47 effective. The markets were subdued over the first two
weeks of the month with sporadic selling of sterling resulting

from MIR nervousness. Between 14 and 20 February, the strengthening
of the Deutschemark (resulting from market anticipation of the
Bundesbank's measures) tended to depress the effective rate. This
fall was intensified (with the § rate falling as well) in the last
few days of the month as a result of rumours of a cut in MLR in

the Budget, and the Bank intervened in a modest way at this point

to. steady the rate.

The details are :

(# million)
29 Jan-13 Feb: 14-20 Feb: 21-25 Feb:

Closing dollar rate 2.2895 2.3250 2.2277

Closing effective 103.75 102.46 99.16

Market intervention +16 +23 2>

Customer transactions +118 +22 +47

Net forward transactions -18 +42 +36
e
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Banking February
Intervention over banking Feb y (22 Ji 18 F

) was

as follows :

Market intervention

Central banks (customer transactions)
Government, interest receipts etc
Public sector borrowing (net)

Swaps outside the banking month
- new swaps
- maturities
Total change in the reserves
Official borrowing

Official transactions' contribution
to external and.foreign currency
finance adjustment to &£M3

(£ million)
+54
+116
-118
+2

-238
+73
-105
+54

=51

(Components do not sum to total because of different conversion

rates).

Approximately half of the market intervention and over half of
the new swaps shown above took place in the last few days of
dealing January. There were no new swaps undertaken over the
February make-up day for the purpose of assisting domestic

money market operations.
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CHANGE IN THE RESERVES % +40 +59

3. End February levels 28,434 1,614

During this period, the rate fell from $2.3755 to $2.2032 but
rose, in effective terms, from 81.14 to 98.93.



Net

(ix) IMF oil facility repayment -78

(x) HMG III capital repayments -250
(xi) N.American loans - capital
repayments =124
(xii) IMF SDR allocation +373
(xiii) Revaluation ansms from renewal
f EMCF swap +266 -266
Change in the Reserves +245 =12
s End February levels +28,434 1,614

During this period the rate fell from 2.3545 to $2.2032 and
from 100.8 to 98.93 in effective terms.



(viii) Public sector borr

(a) borrowing +794
(b) repayment -827
Net =33
(ix) IMF oil facility repayments -158
(x) HMG II capital repayments =-1250
(xi) North American loans - capital repayments =124
(xii) IMF SDR allocation +373
(xiii) Revaluation arising from renewal
of F swap +348 -2348
CHANGE IN THE RESERVES +143 -360
3. End February levels 28434 1614

During this period the rate fell from $2.4025 to $2.2032 and

from 97.6 to 98.93 in effective terms.

SECRET



