SECRET 1981/14

FOREIGN EXCHANGE AND GOLD MARKETS

Week ending 8th April 1981

Mounting concern over Soviet intentions towards Poland,
coupled with abrupt changes in US short-term interest rates, made for
a nervous and erratic week on the exchanges. The dollar fluctuated
sharply in response to these differing considerations but ended the
week generally rather firmer. Sterling weakened, encountering some
heavy selling, particularly on Monday; the ERI fell 0.8 to 99.4.

Growing speculation about the timing of the next cut in MLR
caused some softness in sterling throughout the early part of the
week. However, the rate firmed a little following the release on
Tuesday of the banking statistics indicating a larger-than-expected
%% rise in £M3, which was taken to rule out an early reduction. After
closing in New York on Wednesday night at 2.2420, sterling opened at
2.2397 in London the next day and gave some ground in advance of the
MLR announcement. Selling by the IMM in New York took the rate
briefly below 2.20 on Thursday night but having initially rallied to
2.2145 on Friday morning the rate fell back in the afternoon as the
dollar advanced, to close at 2.1970 before the weekend. On Monday,
with the dollar continuing to strengthen on concerns over Poland,
sterling was hit by a very large commercial selling order and, in a
rather thin market, the rate fell steadily to a low of 2.1670 before
turning. Tuesday's banking statistics aided sterling's recovery and
on Wednesday as the dollar fell back, the rate returned above 2.20 to
end the period at 2 3 cents lower over the ws . Sterling
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Gold was active. The first fixing was at $517 but, as the
threat to Poland grew, the price rose sharply on Monday to fix at
$534.25 in the morning. Then, as the tension eased, the price dropped
fairly quickly to end at $508.50, $6 lower over the week.
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22390 £/% 2.1940

100.1 Effective exchange rate index -

L5/ 63 pre. i Forward 3-months

14%% Euro-$ 3-months 1559 /163

1/L6E fpre. 1/16% pre.
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