
George Soros and Black Wednesday 
In October 1990, Douglas Hurd, the Foreign Secretary, convinced the Government 
to sign the UK up to the Exchange Rate Mechanism (ERM). This is a system that 
fixed all European exchange rates (a bit like China is doing now with the USA) and 
guaranteed that the UK Government would follow an economic and monetary policy 
that would prevent the exchange rate between the £ and other member currencies 
from fluctuating by more than 6%. The same system operates now (but the UK is not 
in it anymore).

The pound entered the mechanism at DM 2.95 to the pound. Hence, if the exchange 
rate ever neared the bottom of its permitted range, DM 2.778, the government would 
be obliged to intervene. 

At the end of 1991, the US dollar depreciated rapidly. The US was the UK’s major 
trading partner at the time. UK imports become more expensive (inflation up) and 
their exports fell quickly. At the same time, Germany was in the midst of reunification.  
Consumption was increasing, and therefore it had very high interest rates to curb 
inflation.

What’s the problem?

What do you think the UK tried to do? 

https://en.wikipedia.org/wiki/Deutsche_Mark


The Treasury took the decision to defend the £’s position and on 16 September 1992 
the UK government announced a rise in the base interest rate from an already high 
10 to 12 percent in order to tempt speculators to buy pounds. 

The Treasury also spent £27 billion of foreign currency reserves in order to buy 
pounds. 

Draw a diagram to show how this plan would keep the UK exchange rate high

However, despite all of this (and a promise on the same day to raise interest 
rates again to 15 percent), speculators kept selling pounds, convinced that the 
government would not stick with its promise. One of them was George Soros.  
George Soros sold £1bn because he could see that the only way for the UK 
exchange was down. Once he sold his fortune, others (many others) followed.

The vast amounts of money involved essentially shifted the supply curve to such an 
extent that the Government could not keep up. It left the ERM that day!

George Soros later bought back lots of £ once the currency had depreciated 
massively. Sell high, buy low makes you a billionaire!

http://www.youtube.com/watch?v=AHDsO7gvXHQ

http://www.youtube.com/watch?v=AHDsO7gvXHQ

