CONFIDENTIAL

PRIME MINISTER

BILATERAL WITH THE CHANCELLOR: SUPPLEMENTARY BRIEF

You may like to be aware of three further points before you

see the Chancellor this afternoon:

(i) he may report to you that the bridging loan for

L4 ”‘\\__.
Yugoslavia was agreed by Central Bank Governors

yesterday;

he may also mention to you arrangements for

recruiting a new Director General of NEDO when

John Cassels retires. I gather the Treasury plan to

advertise and then convene a selection board
comprising o€ Peter Middleton, John Banham and

Norman Willis;

the markets today have paid a lot of attention to a
report of an interview the Chancellor gave to the
W§£l~§E£gg£_g955nal (attached)?*'During the morning,
the markets seem to have interpreted this as

signalling the possibility of higher interest rates;

money market rates moved up and equities are well
down with the FTSE-100 off over 40 points at 1750.

ng~éxchange rate is little changed on the day at
$1.884 and just over DM3.16.
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Lawson Urges

Linking Pound,
Deutsche Mark

By PETER TORDAY

8taff Reporter of THE WALL STaxeT JOURNAL

LONDON - U.K. Chancellor of the Bx-
chequer Nigel Lawson renewed his support
for a close link between sterling and the
Deutsche mark, suggesting he would like to
resume tight management of the pound.

Mr. Lawson said in an interview that he

pressed Mr. Lawson "
to abandon a tightly controlled target zone
for steriing because she feared that massive
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womngs.| Lawson Renews Call

cut base rates, which now stand at 8%.
Mr. Lawson soon may have to direct a
base-rate increase and tolerate a further
unwelcome rise in sterling because of new
Inflationary pressures, such as recent steep

~Increases in money-supply growth and

consumer credit. The chancellor showed
little concern in yesterday’s interview
however. “Inflation fluctuates a bit, but
don’t believe there are any signs of
resurgence,” he sajd. ‘“The rise In the
exchange rate has itself tightened up
monetary conditions. There wouldn't neces-
sarily need to be" higher rates.

Differences Over EMS

The differences between the chancellor
and Mrs. Thatcher also were clear from his
WM&MMWBHMM
bership in the European Monetary System's
fixed exchange-rate program. The prime
minister has shown her antipathy to Brit-
ain’s acquiring full EMS membership by

For Linking Pound
To the Deutsche Mark

Continued From Page 9
not just the mark, it's also true of the yen,”
he said.

On the world stage, the chancellor
Mctedthnthecmmol&venum«
industrial nations would maintain their
commitment to stabilize the dollar
the U.S. presidential election in November.
He also said there could be an internation-
ally coordinated boost in interest rates,
following the U.S. Federal Reserve's likely
increase In short-term rates to curtail U.S.
inflation.

A coordinated effort by West Germany,
Japan and other nations “is cer-
tainly possible. We did have very close
coordination in the immediate aftermath”
of the October stock-market crash, Mr.
Lawson said.

Any Fed action on U.S. rates also would
seek to underpin the dollar, the UK.
chancellor added. West Germany and
Japan have held back on




