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TRANSCRIPT FROM 1 O'CLOCK NEWS, BBC RADIO 4, 24 MAY 1989

PRESENTER (JAMES NAUGHTIE): Joining us now from our radio car in
Downing Street is the Chancellor, Nigel Lawson. Mr Lawson, hasn't
this latest rise in interest rates been caused by what the Prime
Minister said yesterday, perhaps ill advisedly, because the result
wase to send a jittery City running to sell the pound?

CHANCELIOR : I don't think you can attribute any one particular
causa, though there have been a number of things happening -

HAUGHTIE: But it didn't help?

CHARCELLOR = There have been a number of tThings happening;
notably the remarkable strength of the dellar in recent weeks.
What had happened, guite simply, was that the pound was under
pressure to the point where it was necessary to raise interest
rates in order to keep monetary policy sufficiently tight. I have
gaid all along that we have got to get inflation down, and that
means interest rates have to be as high as is needed for as long
as is needed, and I judged that the time had come, given what was
happening in the foreign exchange market, to raise interest rates,
and this is indeed has had a salutary affect. But what you have
to look at, as Alan Budd quite rightly said, is what is happening
to the domestic economy, and on the domestic economy things are
going just as they should do. You have seen the housing boom has
subsided, the amount of borrowing, therefore, which 1s largely
IIEEE_Htﬂ purchasing housing, that has come down, the retail
Epeﬁaing has come down, we see the :aLEITh_EElEE figures today,
that has Elowed down tremendously, and the progress of getting
inflation down takes-Ez;E: of course, but it is going according to
plan.

HAUGHTIE: But you see, the reaction of the market yesterday to
what Mrs Thatcher said was very sharp indeed, as you know, and to
make that kind of comment off the cuff at question time against
the background of the strong dollar against the background of 8%
inflation, against the background, frankly, of a long standing




dispute between you and the Prime Minister about exchange rate
policy, is surely 111 advised, and almost certainly going to
produce the kind of reaction that forced you to put up rates
higher than you would want this morning?

CHANCELLOR 1 I really wouldn't attrihut€£L£FE market, what is
happening in the foreign exchange market, to’ what the Prime
Minister said, that is absurd. What this shows is the febrile
—

natura of financial markets and the foreign exchange market in
particular. That's something we have always known about, and that
is one of the reasocns why, within the G7 major industrial nations,
we have tried to exercise a steadying influence over the years,
because the nature of markets is such that they are extremely
febrile and volatile.

MADGHTIE: The Prime Minister said last year that you could not
book the markets, you are saying that you have got to do it. Now
looking back to what the Prime Minister said on that subject last
Friday, she said that the inflationary trouble started, she said
we actually picked it up, the inflationary tendency, during a time
when we were trying to hold our pound lavel with the Deutschmark
at 3 marks. HNow that was a policy she didn't support, but you
pursued. Isn't that the beginning of all our trouble?

CHANCELLOR = No, I'm really not going to go over all that. I
think +this is absurd. What is important is that we have a very,
very strong economy, we have a highly successful economy, we have
invastment higher than it has ever been before, both in total and
in terms of business investment, and as a proportion of the
economy as a vwhole, we have productivity growing faster than it
has ever grown before, and wa have an excellently performing
economy . Now we do have inflation too high, it is necessary to

take steps to brfﬁq inflation down, those steps have been taken,

and the further measure I took today shows quite clearly that the
Government's resolve is total and absolute. Whatever is necessary

to bear down inflation, we shall take those measures, and that is
in stark contrast, if I may say so, with the Labour Farty. We
heard Mr Smith earlier, that every policy the Labour Party has
will simply put inflation higher.




HAUGHTIE: Ian't it the case that we wouldn't hawve this kind ot
problem on the foreign exchange markets 1If we had been full
membars of the Exchange Rate Mechanism of the European Monetary

System, earlier than now?

CHANCELI.OR 3 I think it is impossible to say what the position
would be if we had been members of the Buropean Monetary System.
But thera are no magic answers, no magic solutions. The answer is
that obviously there is a strong case for joining the ERM; that is
why we have said very clearly, time and time again, that we will
indeed jeoin, when as a Government we decide the time 15 right.

NATGHTIE: But economic advisers were saying the time was right in
198661 If we had gone in, we would not have this problem now.

CHANCELLOR : That is really not relevant to what we are
discussing now, which is the measures to bear down on inflation.
I mean, the underlying rate of inflation, if you strip aside
mortgage payments, the underlying rate of inflation, even now, I
think is far too high, but even now is lower than it ever was in
the very best month in the whole of the pericd the Labour Party
was in office.

NADGHTIE: Do you think the interest rate is going to have to rise

again this year?

CHANCELLOR : Well, I see no reason to say that, but as I say, I
will do whatever iz necessary at any time; but we had interest
rates steady at 13% for a period of & montha, which is the longest
period we have had without any change in interest rates for a
very, very long time, for a number of years.

MAUGHTIE: So we should not take literally what the Prime Minister
gsaid yesterday, mnamely that what you have done will control
inflation? More may be necessary? . e
D

CHANCELLOR = Inflation is already coming round, not in the sense
that the RPI figurss will yet show, that will take a little bit
longer, but it will certainly be visiEiE_Puring the course of this
year. But already, as I have said, the scale of borrowing,




particularly thﬁ borrowing to buy houses, that has fallen very
considerably, retail salegs are not growing nearly as fast, the
overheating in the economy, to use the cliche, is now on the way
to subsiding, and T think ewverybody, you heard what Alan Budd
zaid, everybody agrees that it is merely a matter of time before
inflation will be coming down again. That is what really matters.

NADGHTIE: Isn't there one clear signal that peocple are bound to
take from today's action, namely that tomorrow's trade figures are
going to ba bad?

CHANCELLOR : I am not going to talk about tomorrow's trade
figures. You will have to wait and see what they are tomorrow.

NAUGHTIE: Mr Lawson, thank you very much indeed.
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IRN interview - 24 May 1989

Ehancellurlizare has been pressure on the pound and I have always
said that we would keep interest rates as high as needed for as
long as is needed to get on top of inflatien. And with the
pressure on the pound, with the pound slipping back a little bit,
and largely because of the Strong dollar, but nevertheless looking
back that does threaten,if nothing is done, to undermine the
strength of the anti-inflationary policy. Therefora 1 is
necassary to restore it by putting interest rates up a point.

Moffirt Although there have been occasions in tha past when tha
pound has been very weak against a strong dollar and that has not
produced the sort of imported inflatian that many outside
observers thought it would (why will it this time 7

Chancellor We've always taken the exchange rate into account,it's

very Iimportant to do so, and I'm not saying that this is going to
push inflation higher in itself. What I was Baying is that if we
had left it ,if I had left it, so that the pound was allowed to
drift down any further, then I think this would undoubtedly have
undermined the strength of the anti-inflationary discipline which
it is necessary to put in place, E;E—-EEE;EEGIE this has been
tightened by the only way posaible, which iz to raise interast

races.

Moffitt You have been trying to hold base rates at 113% despite

ey
relentless pressure from the City that you should put them up.
How big a set back is this for you personally ?

—,

Chancellor I think you can discount the relentless pressure from
the City there are always a lot of voices in the City and they say
different things. We have had interest rates at now 13% ,which was
a high level, for six months, and during that time we saw the
medicine working veF;_EEEIEEnctﬂrily‘ We saw the house price boom
subsiding, and thEI;E_EE;hnver indeed falling very considerably.
We ;::-;étuil spanding cEEIEE'dnwn 50 that is subsiding toe. And




altogether everything happened just as it should, and so wa wer:
on track and that was fine. But as 1 Eay we've now had the
developments in foreign exchange market which meant that if theu:
had been no reaction the satisfactory progress that we have beear

&

achieving so “far would have been undermined. And that I was not

prepared to allow.

Moffitt You have previously made it clear that interest rates
would stay high as long as they need to stay high in ordar tc
squeeze inflation out of the economy. This move has bean forcec
on you by external circumstances: can we assume that this latest

1% rise might be reversed earlier than we might otherwise hawe

G
axpectad?

Chancellor Mo, I don't think you can assume anything, except
this: that I will always take whatever action I judge to be right
in the interests of the eaconomy, in the interests of getting
inflation down, and also in the interests of having a stronc
SCONOMY . When [ believe it is necessary to raise interest rates,
interest rates are raised. I believe there is no point in
ﬂhEinking from unpopular action; you have to do what is right, anc
equally when the time comes for interest rates to come down, they
will come down. But of course, there is no way I can tell ¥ou
when that will ba.




