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Questions & Answers to the presentation: “George Soros – The man who broke the Bank of England”
by Vaibhav Ajmera, Patricia Lopez, Sabrina Madani, Shabeena Meghani, & Nisha Patel

1. Could he (I assume Soros – my note, LL) have rained more money to benefit even more?

Yes—that was actually the plan.  At the time that Black Wednesday occurred he had only been able to create a position of 10 billion dollars as stated in the presentation.  He had planned to create a position of approximately 15 billion dollars (about 3 times the value of his Fund at the time).  But before he could get up to that amount, Black Wednesday occurred, the pound was devalued and he had to act quickly to make his profit.  

2. Do you think there should be some type of regulations placed on excessive hedging to prevent currency crises by large funds?

No, since such hedging only straightens out the imperfections that may exist in the market.  In addition, excessive hedging can no longer create crises as a result of how international money flows today. Before, speculators had enough of an effect through their actions, but today the trading done through the forex markets carries considerably less weight in terms of international monetary flows.  

3. Did Soros act unethically or was he just acting as the market force to bring England back to where its exchange rates and currency rightly deserved to be?

Soros was acting as the market force.  There was nothing unethical about the position that he created.  He bet on the fact that the ERM would only be able to work only if the countries coordinated their economic policies.  When this was evidently untrue (variation in interest rates), he was ready to exploit the weaker currency.  

4. How did Soros manage to borrow so much from Britain without the leakage of his intentions? (e.g. declaration of usage of borrowings etc).

George Soros and the other investors who rallied behind him all made it public knowledge that they were speculating against England. However, most of the international investors felt that England was too strong for such a crisis to happen and that they would be able to pull away from the speculative force initiated by Soros. Though the forex markets played a crucial part in those times, many thought that the Bank of England would outbid such speculators and not succumb to devaluation. 

In addition, Soros was not trying to hide his intentions or borrow secretly.  Keep in mind that the Bank of England was trying to build reserves at the same time he [Soros] was selling.  The reason others couldn’t follow Soros’ strategy is because they didn’t have the means to collect such large funds. Soros had the Quantum Fund.

5. What countries were in the ERM?

In 1979, the members of the ERM were Italy, Germany, Spain, Luxembourg, the Netherlands, Belgium, France, Denmark and Ireland.

6. If the Bank of England had run out of reserves to buy the pounds off the market, why didn’t the other members of the ERM step in and help England act?

Before the start of the ERM, the former president of the German Central Bank, Dr. Otmar Emminger, wrote a letter that was accepted by the German government, opting out of any obligation of unlimited intervention in support of weak currencies.  The contents of this letter were known to other central banks and thus the whole concept of unlimited intervention was a bluff.  Before the British pound devaluation, the Italian lire also was weakening and Germany attempted to support the currency against the ERM margins.  But after spending approximately 500 billion DM, the German Central Bank, felt that intervention had reached its limit.  

7. So, is the main reason why this cannot happen again because no person has enough funds to push the currency market in such a way?

That statement is true in the sense that no person has enough funds to push a currency relative to the total amount of action that takes place in the international arena. The amount of currency in the Forex has increased considerably since 1992 making it very difficult for one individual to have a significant impact.  Not only that, but Forex markets in our contemporary society accounts for only a small part of the overall international currency movement and thus affects currencies only to a small extent.

8. Has the Bank of England implemented any measures to prevent another Black Wednesday?

One must remember that before the unfolding of Black Wednesday, which led to England being forced out of the ERM, the Bank of England was always viewed as a conservative force in England’s monetary policies.  Black Wednesday shattered that image and questioned the bank’s economic competence.  While there are no permanent fixtures that were implemented to prevent another Black Wednesday, England did, however, institute a “credible, coherent, and convincing anti-inflation policy.”  In 1997, the Bank was granted independence on monetary policy, which gave them authority on reaching and sustaining their low inflation target.  While the real motive is not known, many concede that these measures are more in support for building a stronger economy for England rather than serving as a preventive measure.  (“Steady Eddie - Will he be the last Governor to hand over the pound?” Bill Jamieson--Executive Editor. 26 June 2003 The Scotsman (c) 2003)
9. To what extent could one say that Britain’s hesitancy to join the EUR stems from the failure of joining the ERM in 1990 and then the quick exit in 1992.
After doing more research, we’ve found that Britain’s hesitancy to join EUR does not clearly stem from the events that unfolded after Black Wednesday.  The Treasury is guarding against the move but their ‘conservative’ mannerism dates back to the establishment of their government and more specifically, their monetary policy policies.  

Keep in mind, however, that in 1997 when the push was being made, although England chose not to join the single currency, the government did decide however to take steps in order to make an entry “possible.”  “Committees of business grandees were set up to oversee preparations.  [England] promised to increase flexibility of the economy, press for the completion of the European’s single market, and make rules on government borrowing consistent with the EU’s stability and growth pact.”  (The Financial Times Limited--Financial Times--London, England--June 4, 2003, Wednesday London Edition--Copyright 2003)
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