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iNew York close after
{the markets assessed
|steadied on comments
|opened firmer on the
ino effect.

i The gilts market continue to trade very erratically. Longs opened over
12 points up but had lost much of this gmin by 11.30. Since then longs
ihave rebounded and mre up arocund a point and a half on the day.

i The equity markets continue to domirmmte. The Nikkei lost 15 per cent.

i FTSE opened down 186 points and had lost & further 80 points by 10am. At

112.32 FTSE down 295 points at 175%9. Money numbers had 1?;2%%7effgct =
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Tuescday 20 October 1987

NOON 0il Price (10 aM)
i Dite s
1.6698 Nov $18.97
2.9928 Dec $18.97
1.7923 Jan $18.97

Eurcodollars

7 5/8 (~3/16)
8 1/16 (~1/16)
9 3/16 (-1/16)
9 3/4 (-1/16)

Figures in brackets show change since previous market close
* No change available
i MARKET COMMENT In the foreign exchange market the dollar firmed at the
the Baker/Stoltenberg meeting. It opened emsier as
the consecquence of this meeting but has now
by Stoltenberg underscoring Louvre accord. Sterling
weaker dollar with the money supply figures having
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MR BLOWER

UNCLASSIFIED

FROM: CATHY RYDING
DATE: 20 October 1987

/
TODAY'S STOCK MARKET: MONDAY 19 OCTOBER»///

The Chancellor was grateful for your minute of 19 October.

ke

CATHY RYDING
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INTERVIEW: CHANCELLOR ON CHANNEL 4 NEWS, “FPHORSPAY 20 OCTOBER,

7.00 PM

Introduction (Peter Sissons) [afikt4““M§d°“ the weild ““&JE]

First I asked him whether the endZwas ine siight.

Ac: I think it's very rash to say when the storm will die

out - it certainly will die out, but precisely when it

will happen is difficult to say. But what is interesting

is that today there has been two-way movement
market has been going part of the day down and
the day up, whereas yesterday it was just down

time. So there are signs that it is gradually

and the
part of
all the

blowing

itself out. But as you say, it is difficult to say

exactly when.

Ok Is there any case to be made for some sort of concerted

international effort to ensure that these movements do

not make such large waves?

A: I think that this is the first time that this has

happened on anything 1like this scale since the new

electronic markets....existed. And T

think...themselves...will be conducting a postmortem to

see what can be done to prevent some of things that have

perhaps added to the instability on this occasion.
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... economic trends could be knocked sideways by the

technology ...

I don't believe that any cconomic plans need to be
knocked out .... certainly the economic prospects for
Britain won't be in any way knocked sideways. The
British economy is in very good shape and has been
totally unaffected by Lhis. I don't believe economies
elsewhere in the world will be either. If there is any
risk ... I think it is going to be in the United States.
And I think that is why the American authorities today
have made various statements and done one or two things
designed to bolster confidence in the United States.
Because this thing as you know began in Wall Street, it
began in the United States with a loss of confidence
there in the American economy. And think that that is

possibly the weak link.

What I think you are referring to is the statement by the
Chairman of the Federal Reserve in the United States that
they are standing by their role as traditional liquidity

provider what does that mean?

That means that if there is a danger of major financial
houses getting so short of liquidity that they can't meet
their commitments and a financial collapse arises as a
result of that then they would provide on a temporary
basis the necessary 1liquidity to prevent that from

happening.



Does that go to the Bank of England too?

Our institutions are in a stronger position I think and
the state of confidence is very much higher in this
country so I see no need for the Bank of England - indeed
the Bank of England itself has seen no need to make any

statements of that kind.

An additional worry has been today's figures for bank
lending - up again by more than £4 billion. How long can

that go on?

What has been happening is that public sector borrowing -
borrowing by the ... has been going down, private sector
borrowing has been going up, the total amount of
borrowing has not been increasing. And this increase in
private sector borrowing has been to a very large extent
the growth of home ownership, it's been mortgages where
as you know the banks have been more and more going into
this market - a growing market, and increasing their
share of this market at the expense of the Building

Societies. And that is reflected in these figures.

Is there a risk of interest rates having to go up again?

I have obviously to watch interest rates very closely and
put them up when it is necessary to do so and put them
down when that 1is the right thing to do. I shall

continue to do that, in order to keep us on a firm



anti-inflationary course. But there 1is absolutely
nothing in the event of the past few days - nothing at

all - that should put upward pressure on interest rates.

A couple of big banks in the United States have cut their
crime rate. Can one make out a case for cutting interest
rates here to head off fears of recession and to give the

market a boost?

I don't believe there is any likelihood of a recession in
this country; there were fears of a recession in the
United States; I think there were greatly exaggerated but
undoubtedly they clearly existed. But the British
economy is growing faster than any other major economy in
the world today ... any fears at all of a recession in

this country.

Has anything happened in the last few days to deflect you
from your plans to reduce the basic rate of tax to 25 per

cent?

No, I have always said that I would do that as soon as it
is prudent to do so, and I am happy to repeat that to you

this evening.

Earlier today when my colleague Nicholas Owen spoke to
the Chairman of the Stock Exchange
Sir Nicholas Goodison, he said that today there was not
much incentive to apply for BP shares: would you agrece

with that?



I think he - he after all is in a very good position to
judge: I think his judgement may be absolutely right. I
don't want to quarrel with him. But of course there is
another week before the offer - a week or more before the
offer closes, and we shall just have to see what happens

during the coming week.

Does it concern you that the new capitalists - the
7 million people whom you are so proud of recruiting to
share ownership - might have been terrified by what is

happening in the markets?

Well I hope they are not terrified. If they are
terrified then I would say to them don't be. You went
into the world of share owning not' to make quick
speculative gains but in order to have a long term
investment which will be an investment, a stake in
British industry and which over time will be a profitable

investment.

Will the Government's privatisation programme ever be the

same again?

Oh yes, I am quite confident that privatisation will go

on from strength to strength.



But if it doesn't? 1If there is a setback, that surely

must setback your plans for fiscal reform, because you

need that money to do it?

No, it doesn't. If that were to be the case it wouldn't,
because companies' finances now are sounder than they
have ever been before. However, I don't believe the
premiss is correct, T don't helieve the privatisation
programme will be stopped in its track. All the
indications are that there is a growing desire to own
shares, not only in this country but throughout the

world - other countries are following our example.
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TOKYO STOCK EXCHANGE

e Following our telephone conversation yesterday I attach a copy
of the TSE's press release issued on 16 October {and translated by
ourselves). You will see that the criteria for the selection of new
members are Gafy‘unspec1f£g, but I understand that the TSE will be
holding & briefing meeting for potential applicants next week, which
may make things a little clearer.

On fees (para 3), the net result is that the total amount to
be paid on admission will be ¥1,13 billion (£4.8 million), little
changed from the fee payable last time., There had been rumours
that the cost might be as much as ¥1,7 billion, so this will be
welcomed by the candidates,

oy I also attach a copy of the article which appeared in the
Nikkeli on 17 October, which includes the list of candidates which
they consider most likely to be admitted at this stage.

As reported in our telno 803 (which I hope you have now managed
to trace) the Ambassador and I called on the TSE and MOF on
16 October and spoke on the lines you suggested (in FCO telno 642),
In addition, Mr Malcolm Rifkind, Secretary of State for Scotland,
called on Gyohten this morning and (amongst other points raised)
reiterated the polical importance of a satisfactory result for our
5 candidates,

At our end, I think we need to await the briefing meeting
promised by the TSE, I shall report on this, and suggest the next
steps, as soon as possilble,

5(0\_‘ e

!
O /.
D G Railkes
Financial Attache
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TOKYO STOCK EXCHANGE MEMERSHIP

At its special committee meeting on 16 Octobar the Tokyo Stock
Exchange decided that a total of 22 firms will be newly admitted
as its members. The decision will be finalised in an official form
at its members' general meeting on 4 November after receiving its :
board's approval on 20 0ctober.[&otal membership will increase by
22 from the present 92 to 114 when new members are admitted next
May:; the merger of two existing members on 1 October has created
one vacancy which adds up to a total of 22 new members to be

admitted,]

2. The stock exchange will hold one or more explanatory meetings
on membership application procedures from the end of this month;
applications will be received in November. Under the current plans
new members will be nominated before the end of December, but
actual admission will not take place until towards the end of next
May by which time one hundred (stock) names will beetransferred to
electronic trading room in order to create enough space in the
trading floor to accomodate 22 new members.

3. About 80% (17 or 18 firms) of new members are likely to be
foreign; however the number may decrease to 16 or 17 depending on
the degree of intenseness of domestic applicant firms' criticisms
"foreign firms are being too favourably treated at the victim of
domestic firms" (about ten domestic firms have so far registered
their interest with the stock exchange). Although selection
procedures are to start after applications are officially received
in November, actual selection work is already in process 'under
the surface of the water'. From what our reporters have gathered
from senior officials in the Ministry of Finance and Tokyo Stock
Exchange the following foreign firms are most likely to be newly

admitted as its members:

UK: Kleinwort Benson, Baring, Schroder and County Natwest.

USA: Salomon Brothers, First Boston, Shearson Lehman Brothers,
Smith Barney, Prudential Bache and Kidder Peabody.

FRG: Deustche Bank and Dresdner Bank ABD.

SWL: Swiss Bank and Swiss Union Philipps & Drew.

e
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4. In addition the following firms are very likely: Chase
Manhattan, W I Carr and James Capel. Of these three, however, W I
Carr is still disputable as a senior MOF securities bureau said:
“The admission of French firm(s) is controversial from- a
reciprocity point of view.® No foreign member is currently
admitted at French stock exchanges; in addition, it has not been
decided yet whether foreign members will be newly admitted on the
occasion of, or in connection with the planned liberalisation of

capital subsciption in 1992.

B Commenting on yesterday's decision many foreign firms
including Schroder welcomed it by saying "the number of membership
increase on this occasion has been greater than expected.”
1)However, it is highly likely that the admission of American and
IBritish commercial banks' affiliated securities firms;—_aﬁage
experiences in Japan are not long enough, will be tabled °%.35$ﬁff-
occasion. On the other hand some firms, such as Hoare Gabest,
hitherto regarded as hopeful, have apparently decided to withhold

applying until next time for cost and other reasons.

6. A team of US audit board reprensentatives arrive here on 21
October to investigate among other things whether additicnal US
government pressura will be required for further membership
opening o¢f the Tokyo Stock Exchange. Foregin pressure will
undoubtedly increase in the future as foreign nonmember firms'
foodholds here become secure with growing business opportunities.
However, as "maximum efforts have already been paid to admit as
many new members as possible" (as said by Tokyo Stock Exchange
Chairman Takeuchi on 16 October when annoucing the above
decision), there will be very little room physically to allow in

. any further "full and proper"” member; so a drastic review of the
current membership system, which will involve ravisions to the
Securities Trading Law, will probably become necessary on the next
round of membership opening.

From Nihon Keizai Shimbun on 17 October 1987

o



T o e Ofi-lUnduc 78 vadUTi 1 PR

Ll

TOKYO STOCK EXCHANGE MEMBERSHIP: NUMBER OF NEW MEMBERS TO BE
ADMITTED, METHOD OF SELECTING NEW MEMBERS, AND THE AMOUNT OF MONEY
TO BE PAID ON ADMISSION (OUTLINE)

1. NUMBER OF INCREASE

The number of members shall be increased by 22; this includes
one vacancy made available by Daiyo Securities Co. Ltd. which
recently left the stock exchange.

2. METHOD OF SELECTING NEW MEMBERS
(A) THE INVITATION OF APPLICATONS

Applications will be invited not on a tender basis but through
the presentation of a special admission fee.
(B) THE SELECTION OF NEW MEMBERS

The selecticon will be carried out by the stock exchange by
taking into account on an overall basis such points as the
business scale of an applicant firm, financial details, business
performance, and securities business experience and organisation
in Japan. Selection will however have to be approved by its
special committee on membership and then by the board of directors
before it becomes final.

Note: Considerations on business scale and financial details will
be based on (a) paid-up capital, (b) net assets, (c) trading
profits, (d) recurring profit ratio, (e) debt ratio, etc. and
those on business performance on (a) turnover on shares and
convertible bonds, (b) commission received, (c) commission paid,
etc. For foreign securities companies these considerations will be
based on figures pertaining to their branches in Japan though
those of their head offices, etc. will also be taken intc account

as necessary.

3. AMOUNT OF MONEY TO BE PAID ON ADMISSION

(A) SPECIAL ADMISSION FEE
The amount of special admission fee shall be ¥500 million, the

same as on the previous occasion.

(B) OTHER
(a) The basis for a default loss compensation reserve levy shall
be 1/92.

(b) The basis for a 'members' deposit' levy shall be 1/114.



iCHANCELLOR'S INTERVIEW ON 20 OCTOBER 1987
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Interviewer: Do you feel like King Canute this morning?

Chancellor: No, I've never professed to be able to control the

stock markets.

Interviewer: Somebody should perhaps, do you think they are out

of control?

Chancellor: No, I think they have always been rather volatile

by nature, and I think in modern trading conditions with the
electronic devices there are world wide markets they

are perhaps more volatile than they used to be.

Interviewer: Is that because they simply don't have time to come

to their senses between dealings?

Chancellor: No, I don't know what the reasons are, nobody ever

does and it's foolish to pretend. What has happened is that stock
markets have been rising throughout the world pretty solidly for
the past 10 years and particularly for the past 5, so there is
bound to be some sort of correction, some sort of turn-down sooner
or later. What was not expected was the severity of the turn-down,

which quite frankly is rather absurd.

Interviewer: But do you think that's something to do with America

having a badly run economy as distinct from ours?

Chancellor: Yie's, i think: it Siiss sundoubtedil vi. I mean this began
on Wall Street. It has "a lot toe do with the American' stock market),

a lack of confidence in the United States and some careless talk

by those who should have known better.

Interviewer: Is that the danger that people talk themselves into

collapse?

Chancellor: Well I think certainly. When people have been talking

about the possibility of America going into a recession, I see
no fundamental signs why the United States economy should go into

recession and indeed the possibility of higher interest rates



.would certainly in my Jjudgement not lead the American economy
into recession. The only way in which the American economy would

go into recession is if it actually talks itself into recession.

Interviewer: Is that why you said go ahead with the BP sale,

because you didn't want to contribute to negative talk?

Chancellor: No, we are going ahead because the whole issue has

been underwritten. We had it underwritten because there is always

a risk of this sort of thing happening.

Interviewer: But, you are a man who talks in favour of thec market

usually, and yet clearly the economy and the market are not

necessarily the same things?

Chancellor: No, they're not, but the economy is fundamentally

sound, this has been reflected by stock markets for a very long
time, but stock markets are very volatile and although I profoundly
believe . In the market system is the best way of securing econom(C

prosperity, that doesn't meen to say that markets are infallible.

Interviewer: And therefore is it unwise to encourage the innocent
to enter into the stock market?

7 ik ol
Chancellor: No,//my advice to the millions of small investors

who have entered the stock market in the past few ycars, would
be to keep calm, there is absolutely no reason not do so, and
that I believe that stock market investment over the long-term
will prove well worthwhile. But there are fluctuations, there
are along the way, there can be from time to time rather 1like

the big dipper.

Interviewer: But can you leave it to itself? You have Louvre

accord and things 1like that? Is there not a need now for more
international co-operation, firm exchange rate, some control over

what markets do?

Chancellor: I think it is very desirable to have international

co-operation over the foreign exchange market. I think the exchange
rate fluctuations which can affect trade very considerably, affect.éée
prosperity of British industry and world industry very considerably.

I think that if we can get a degree of stability there that is
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.highly desirable, and that co-operation is designed to/that and
I was very glad to that after an apparent difference of opinion
which perhaps shouldn't have been aired in public in the way it
was, that Mr Baker, the American Treasury Secretary and his German
opposite number Mr Sholtenberg and the President of the German
Central Bank issued a statement last night reaffirming their
commitment to the Louvre accord. And that's diwpourlant, and it's
very striking too that throughout all this turmoil on the stock
markets throughout the world, the foreign exchange markets have

really been pretty steady, remarkably steady.

Interviewer: Nigel Lawson, thank you very much.
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CATHY RYDING
20 October 1987

MR ILETT cce Economic Secrctary
Sir P Middleton
Sir G Littler
Mr Cassell
Mrs Lomax
Mr Peretz
Mr RI G Allen
Mr C W Kelly
Mr Neilson
Mr Cropper

GEMMS AND THE JAPANESE
The Chancellor was grateful for your minute of 19 October and is

content with your advice that we should stick to the course
suggested by Sir G Littler.

G

CATHY RYDING
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FINANCIAL MARKETS BILL : MARKET INSOLVENCIES

You will recall that the DTI, with Treasury support, obtalned time
for a Bill this session to clear up conflicts between insolvency
law and market practices in the event of the insolvency of market
members. The intention - indeed, the need - to legislate is nof
public knowledge. The purpose of this submission is to warn Treasury
Ministers that in present circumstances DTI Ministers may seek
their agreement to a very early statement that this Bill will be

introduced with retrospective effect.

e In brief, accepted market practice would permit the market
authorities to close a defaulter's positions in an orderly fashion
so as to minimise disruption to the market and to recover as much
of the value of those positions as possible for the benefit of
creditors. But the 'DTI @ discovered that this practice . .mighbws=loe
overruled by the liquidator's duty under the insolvency legislation
to treat all creditors equally. The objective of the Bill is to
clarify the position and allow markets to protect themselves against
default at the Ieast cost to the principles of the insolvency System.

Bis DTI officials have produced some pretty complex proposals
ok Bhal. - chfceth With MG and the Bank, FIM is currently 1looking
at these proposals and is working up policy on parallel arrangements
for the gilts market. We are accelerating this work as far as

possible.
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[Ty The DTI's original plan was to delay any announcement until

g Balid:dso intredused; so a8 to veduce the period.iof uneertainty.
However, the market crisis this week has brought fears of an
insolvency which would trigger the contingency with which the Bill
is designed to deal. Specifically, doubts in the US about E F
Hutton, which is a significant player in London commodity markets,
provoked the DTI to consider making a statement to enable the ICCH
to take any necessary action without fear of complications wunder
insolvency law. There was a good deal of toing and froing in the
DTI earlier today, until Mr Kenneth Clarke ruled that there was
no need for any action today.

2 We have told DTI officials, and you have told DTI Private
Offices, that there can be no question of the DTI making any
announcement under any circumstances whatever without prior clearance
with the Chancellor. We have also made it clear that in present
circumstances Treasury and Bank officials would advise strongly
against making any statement about insolvency and market failure

because that could make things worse.

6. Also, the Treasury Solicitor advises that if the Government
did make a statement promising broadly that "actions taken in good
faith to cope with a default or impending default cannot be
challenged orw-sseti waside itndeny fprovisiongiis off- i 'thel* InsSoLVERTCY:
legislation", (to quote the (preposterous) DTI draft which
Mr Kenneth Clarke struck out), and the 1legislation which we duly
produced did not 1in every respect meet expectations aroused by
that statement, the Government could be liable for very substantial

damages for negligence or even recklessness.

Ty The way this has been left 1is that DTI officials have been
asked to work up draft statements on a contingency basis, with
the help of the Treasury and the Bank. This  is "witheout: pre judice
to whether the statements will actually be used if a crisis occurs.
And work on the policy on the Bill will be speeded up further.

([fj Wu‘ws"bus)
B Tostreecapl, - theretiigtinesnecdisfior faction yeor decisionsinow but

the situation could obviously change.

o

N J ILETT
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CONVERSATION WITH DAVID MULFORD

As you requested I spoke to David Mulford this morning, and
put to him the proposition that the collapse in stock markets
changed the political arguments surrounding action to reduce
the US budget deficit. The damage that the 1929 crash did
to the Republican cause would surely make the President anxious
to do whatever he could to contain the fall in markets.
Determined action to reduce the fiscal deficit would help
confidence and in the new circumstances an increase in taxes
could be less damaging politically than continuing demoralisation

in the financial markets.

Mulford assured me that he was sensitive to the sort of points
that I was making about fiscal policy. He had talked by
telephone last night with Baker about "all aspects of the drama"
and they would be having a further talk as soon as Baker returned
to Washington later today. He then went on to say that the
financial markets had not yet taken on board the very large
reduction in the fiscal deficit in the year just ending, to
around $70 billion, and that with fears of recession haunting
the markets many people would aryue Lhat an incrcacc in taxes
would be an "anti-growth" solution to the problem. I'said
that that was not the way I thought the financial markets would
see it: there were real worries about the fiscal prospect for
1988.

He acknowledged this, but said that as he saw it, the chief
fear unsettling markets was the feeling that there was "nobody
TreeotrtTol Y . This manifested itself in the trade deficit,
the growing pressures for protectionism and the feeling that

the Louvre accord was losing its credibility. The first message
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to get across to markets was that Louvre was still in force,
and his reading of developments in the past 24 hours was that
yesterday's agreement between Baker and Stoltenberg had had

some success in that direction.

As regards the budget deficit for 1988 the current position
was that Congress had passed a bill that includes tax increases
and the administration would have to react to this. He assured
me that the budget front was under active consideration in
the Treasury. But the White House had a committed position
against tax increases. I said that it was in that spirit that
I had put forward the point about the political implications
of the stock market collapse. He said that he took that point,
and indeed it was one that was already being made in the press
this morning, by some eminent Republicans. It would undoubtedly
figure in the discussion of the "drama" that he would shortly
be having with Mr Baker. But it was not only the United States
but Germany and Japan that needed to reexamine their basic
policies. This was a point that had been just made forcefully

to him by Wilson of Canada.

He had discussed with Wilson, and would be putting to the other
G7 Deputies, the question whether they saw advantage in a G7
statement, building on the statements by Baker and Stoltenberg.
I said my own view was that wunless there was something
substantive to say vague statements of good intentions usually
did not help market sentiment, and more often had exactly the
reverse effect. He said that was very much his own view too.
I said however that I would take soundings here and if there
was a feeling that a statement might be worth considering I

would ring him back.

F CASSELL
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PS/CHANCELLOR

STOCK MARKET CLOSING: 20 OCTOBER

As you will be aware the equity market has again been very volatile,
fhroughout the day, and has closed substantially lower.

2l Wall Street set the scene with a 508 point fall to 1739
(down 22 per cent on the day). Tokyo followed by falling 3836
points to: 21910 **(down +15 per  eéeéent on the day) whilst Hong Kong
suspended trading for the rest of the week to "protect investors".
London opened down 186 points on the FTSE 100 and fell until noon
when it was 304 points lower at 1748.

B3 e Prior to Wall Street's opening two US banks reversed rises
in their prime rates from last week and the London market recovered
strongly to a net loss of 67 points at 1985 by 3.00pm. Wall Street
gained sharply, up 186 points around 4.00pm, but ran out steam
as the London close approached and London fell back sharply. London
ended down 250.7 points at 1801.6 on the FTSE 100 and Wall Street
was down 5.98 at 1732.4 and falling.

b, Since last Wednesday the FTSE 100 had lost 2) per cent and

the Dow Jones had lost 27 per cent by 4.30pm. London is now back
to January levels on the FTSE 100.

AL

Q&) R N G BLOWER
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| |
I FINANCIAL MARKETS Wednesdamy 21 October 1987 |
] |
; |
i Opening 10 AM NOON 0il Price (10 AM) |
| |
: 73.4 73.4 £ERT 73,4

| 1.6530  1.6540 $/% 1.6857 Nov $18.97 .
| 2.9903 2.9916 DM/ £ 2.9897 Dec $18.97 '
| 1.8090 1.8087 DM/ $ 1.8057 Jan $18.97 .
| 143.90  143.65 Yen/s 143,35 l
] [}
| |
| UK interbank £ Eurodollars |
] |
; ;
| 9 7/8 (+2/4) 7 day 7:.:7/%6 (~5/16) i
' 9 7/8 (+1/32) 1 month 2 311/16 (-3/8) |
| T8 R A (-1/16) 3 month 8 3/16 (-1) !
i 10 3/8 (~3/16) 12 month 8 11/16 (-1 1/16) i
\ |
| ;
' '
: |

I MARKET COMMENT In the foreiogn exchange market the dollar opened firmer,
and has remained steady. It had picked up in New York after the Stock
imarkets hed rallied. Sterling opened easier on the stronger dollar and
ihas remained steady in & quiet market. T The equity markets now showing

i@ small about-turn.Nikkei closed at 23,947 (+2037),the Dow Jones closed
iat 1841 (+102),in London the FTSE100 was 1915.7(+114.1) at 12.15.

I The gilts market opened slightly down but firmed during the mormni

iSmles of both Index linked and Conventionals, /4f£5 /ﬁV/Q

E___”_,____,_*_u__www,___~_u‘muw*,,-_,-_--_u*"”_*_,_,,*---;ﬁf?igf:1€§;L-w

MARKET INTERVENTION ($m) OTHER COUNTRIES INTERVENTION ($m)
Overnight -

Today so far -

Total -
AL R0 S SR R R SR o e v o et 050 S bl i i e e e 5l S e S S |
| | f
{GILTS ' '
| | |
i Latest market Price change since | Gilt Smles since !
: movements previous close | market opening '
] ] ]
| 1 1
| | +£140.0 million !
| Shorts Better -1/32 i |
| Mediums Easier -1/32 i +21.5 Index Linked!
Longs Easier +3/32 et T — '
| t
|Futures +21/32 (Vol:11229) !
| (lLong Contracts) !
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CONFIDENTIAL

CATHY RYDING
21 October 1987

4

MRS LOMAX '\"’3

cc: Sar: G Littler
Mr Cassell
Mr Ilett

TOKYO STOCK EXCHANGE MEMBERSHIP - LETTER FROM SIR MARTIN JACOMB

The Chancellor has seen Sir Martin Jacomb's letter to Sir G Littler
of 19 October.

22 The Chancellor has commented that we must do what we can to

get a commitment (a) that BZW will be in on the next tranche and (b)
t

P

that it will be in no more than a year from now.

® o

CATHY RYDING
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FROM: A C S ALLAN
DATE: 21 September 1987

PS/ECONOMIC SECRETARY cc Sir P Middleton
Sir T Burns
Mr Cassell
Mr Peretz
Mr Culpin
Mr C W Kelly
Mr Cropper

MARKETS

The Chancellor discussed with the Economic Secretary and others on
Friday the question of market tactics after the August trade

figures were announced (on Thursday this week).

2. The Chancellor thought the figures could be taken very badly,
and we needed to be prepared to raise interest rates swiftly by
1 per cent. But we certainly would not want to be seen to move
because of the trade figures, and it was therefore essential that
we should instead be seen to act because of pressure in either the
domestic or the foreign exchange markets. The line would
correspondingly be either that the domestic markets were clearly
indicating a move and it would give the wrong signals if the
authorities were to resist; or that we were simply reaffirming our - .

commitment to the Louvre accord.

35 He would not want to move while the pound remained above
DM2.90, unless the” domestic interest rates had risen sharply. But
if the foreign exchange markets reacted sharply and the rate fell
below 2.90, then he would be ready to move as early as this Friday 3
though this scenario was perhaps unlikely.

NaTE OF




4, The difficulty would come if the exchange rate dropped to,
say, DM2.95 and the money market rates moved upward by, say, % to
1 per cent. 1In those circumstances we would face a dilemma between
seeming to confirm rather too narrow a range for the exchange rate,
or facing days of newspaper headlines about the authorities - as

last year - being reluctant to act when it was clearly necessary.
5 There would clearly need to be close contact between those

with the Chancellor in Barbados and Washington and those remaining

in London, with decisions taken in the light of how the marekts
reacted.

eSS

A C S ALLAN
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CONFIDENTTIAL

P D P BARNES
9 1 October 1987

PPS oo PS/Financial Secretary
Sir P Middleton
Sir T Burns
Mr Cassell
Mrs Lomax
Mr Moore
Mr Peretz
Mr Ilett
Mr R I G Allen
Mr Board
Mr Neilson
Mr Richarson
Mr Cropper

FINANCIAL MARKETS BILL : MARKET INSOLVENCIES

The Economic Secretary has seen Mr Ilett's minute to you

20 October.

25 The Economic Secretary thinks that, since the legislation
will be retrospective, it is not clear why the announcements
need to precede a default, especially since no one outside the

Government apparently knows that there is a problem.

i

P D P BARNES

Private Secretary

CONFIDENTTIAL
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FROM: N G FRAY
DATE: 21 October 1987

MR BLOWER
STOCK MARKET CLOSING: 20 OCTOBER

The Chancellor has seen and was grateful for your minute of 20

October.

. oo~

S



MR 3/26
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FROM: CATHY RYDING
DATE : 21 October 1987

MRS T.OMAX

e ST G Tmattler
Mr Cassell
Mr Ilett

TOKYO STOCK EXCHANGE MEMBERSHIP - LETTER FROM SIR MARTIN JACOMB

The Chancellor has seen Sir Martin Jacomb's letter to Sir G Littler
of 19 October.

25 The Chancellor has commented that we must do what we can to

get a commitment (a) that BZW will be in on the next tranche and (b)
that it will be in no more than a year from now.

€4

CATHY RYDING
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Treasury Chambers, Parliament Street, SWIP 3AG
01-270 3000

21 October 1987

David Norgrove Esq
10 Downing Street
LONDON

SW1

Dew Dand

PRIME MINISTER'S QUESTIONS: STOCK MARKET

I attach briefing for Prime Minister's Questions tomorrow on

stock markets (plus a separate brief on BP, cleared with the
lawyers, underwriters etc).

As you will see, the numbers and tables will need updating
tomorrow, and I will send these over as soon as I can. There
are various other bits of briefing which the Chancellor
thought would be useful, and we will send these over tomorrow:

(1) The position in the gilts market;
(ii) Labour's BP share sale in 1977; and
- fii}) Labour's inability to decide whether it is in favour

of ordinary people owning shares or not.

y"“”j , Free -—ley' &6 oF

(#3498 .
«6}(} -2 37# .

—— B
A C S ALLAN
Principal Private Secretary
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“':IIB TO TAKE

Stock Market

Following the initial collapse on Wall Street, there have been
enormous gyrations in stock markets all around the world. The UK
has been swept up in that, and share prices are now back to the
levels of some six months ago. But what matters is that the
British economy, and British industry, remain sound and strong.

Interest rates

Maintained at levels necessary to keep downward pressure on
inflation.

BP

BP offer will go ahead as planned. Offer underwritten precisely to
guard against fall in share price. (See also separate brief.)

Exchange aarkets

Exchange rates have remained stable in spite of turmoil in the
equity markets. All seven.Summit countries are committed to that.



RA3.18

BACKGROUND

- At close on 21 October London stood at 1944, 15} per cent down on
close Thursday 15 October, but 8 per cent up on the day. Even at
the close on Tuesday it was still well above its level at the start
of the year (full details in table and chart attached).

BP share price 299 at close on 21 October, (BP offer price fixed at
330p).
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EQUITY INDICES
(closing, except where indicated)

Change on Change on Change on Change on
Closing ' previous Thursday 1987 1987
Index close close peak previous low
level points 4 points 4 points ) 4 points 4
NEW YORK
(Dow Jones Industrial) (2722 on 25/8) (1927 on 2/1)
Thursday 15 2355
Friday 16 22LT -108 - 4.6
Monday 19 1739 -508 -22.6 -616 -26.2 -983 -36% -188 -10%
Tuesday 20 1841 +102 + 5.9 =51k -21.8 -881 -32% - 86 - L3
Wednesday 21
Thursday 22
Friday 23
LONDON
(FSTE 100) (2449 on 16/6) (1798 on 29/1)
Thursday 15 2302
Friday 16 -
Monday 19 2052 =250 =10.9
Tuesday 20 1802 -251 -12.2 -501 -21.7 =647 -26% + b -
Wednesday 21 (w353 [195'6 251 + 875 =346 -15.6 -Lo% =187 o +138 +9% J
1944 +142 479 —~358 -50s -20hA  J146 +8A




k148/007 NH

Change on Change on Change on Change on
previous Thursday 1987 1987
Index close close peak previous low
level points 4 points % points % points 4
TOKYO
(Nikkei Dow) (26626 on 14/10) (18544 on 13/1)
Thursday 15 26428
Friday 16 26367 - 6] - 0.2
Monday 19 25746 - 621 - 2.3 - 682 - 2.6
Tuesday 20 21910 -3836 -1k4.9 -4518 -17.1 -UT36 -18% +3366 -18%
Wednesday 21 23947 +2037 + 9.3 -2h31 - 9.4 -2699 -10% +5403 +29%
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FROM: CLARE PELHAM
DATE: 2\ October 1987

MR TAYLOR (2{e Mr Moore
Mrs Brown
Mr Bent

CURRENT PRICES OF PRIVATISATION SHARES

You asked for a note of the current prices of some major
privatisation shares(Compared with their offer prices. This
is below:

Fully Paid
Company Offer Price Current Price
(Date of Offer) (3:30 pm today)

Jaguar 165p (August 1984) 454
British Telecom 130p (November 1984) 234
British Gas 135p (December 1986) ¥52
British Airways 125p (February 1987) 177
Rolls Royce 170p (May 1987) 167
BAA 100p (partly-paid price 125 (partly-paid)

in fixed price

offer)

(July 1987)

Aave 8 aun

CLARE PELHAM
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GOVERNMENT EYES ONLY

)

" BP SHARE SALE

The briefing material below has been cleared with all parties to
the sale, as is required by the terms of the Underwriting
Agreement. But our lawyers have rightly advised us to stress the
importance of the Health Warning given the BP share price and the
uncertain state of world stock markets. This note, which is not

being given a wide circulation, amplifies the Health Warning as
follows: -

PRESS OR PUBLIC ANNOUNCEMENTS (SAVE IN PARLIAMENTARY PROCEEDINGS
IN ANSWER TO ANY QUESTION OF WHICH PRIOR NOTICE HAS NOT BEEN
GIVEN) SHOULD RECEIVE THE PRIOR CLEARANCE OF ROTHSCHILDS (ON
BEHALF OF THE UNDERWRITERS) AND BP.

ANY PRESS OR PUBLIC ANNOUNCEMENT OR COMMENT MADE BY A MINISTER OF
THE CROWN WHICH IS NOT SO CLEARED AND WHICH IS MATERIAL IN THE
CCNTEXT OF THE OFFER CAN LEAD TO THE UNDERWRITSERS SEEKING TO

TERMINATE THE UNDERWRITING AGREEMENT.

R M BENT
H M Treasury



-maold .

i\RIHE MINISTER'S QUESTIONS

BP SHARE SALE

HEALTH WARNING:ANYTHING SAID ABOUT THE OFFER, BP OR BP'S TRADING
ENVIRONMENT MUST BE FACTUAL, ACCURATE AND FAIR, AND SHOULD BE
CONSISTENT WITH THE PROSPECTUS. NO OPINION SHOULD BE EXPRESSED AND
NO PREDICTION MADE ABOUT THE PROSPECTS FOR THE SHARES OR FOR BP'S
BUSINESS OR ABOUT BP'S COMPETITORS OR THE 0IlL INDUSTRY GENERALLY.
NO STATEMENTS SHOULD BE MADE WHICH COULD BE INTERPRETED AS AN
INDUCEMENT OR RECOMMENDATION TO BUY, OR NOT TO BUY, BP SHARES.

Line to take

I can confirm that the Government is not considering terminating
the offer. It is fully underwritten.

The [Rt] Hon Member will understand that there are limits to what
more I can say while a public offer is underway.

Details of the offer are set out in the Prospectus, a copy of
which has been placed in the Library. Copies of the Prospectus are
being sent to all those who have registered their names with the
BP Share Information Office, and are now publicly available.

Investors must decide for themselves whether or not to apply. They
have until 10 am on 28 October to make up their minds and to

deliver a completed application form to whichever primary
receiving centre 1is appropriate for their particular surname.

Supplementaries

Should small jnvestor apply?

The offer is priced at‘fB.SO, payable in three instalments.
Investors must decide for themselves whether to apply. taking

account of the offer terms set out in the Prospectus and current
market prices.

Position of those who have applied already?

Once applications have been made they cannot be withdrawn.

Government Qrepared to modify terms of offer?

Terms of offer are as set out in the Prospectus. No change is
contemplated.

Wider share ownership in tatters?

Not so. Hon Member must wait and see what happens on BP share
sale. Implementation of Government's wider share ownership



\
policies has been highly successful.

Shareholders buying into earlier Government sales always knew that
share prices could go down and well as up. They have a continuing
stake in the success of British enterprise.

Will the offer be left with the Underwriters?

That depends on the number of applications received when the offer
Ccloses at 10 am on 28 October.

Collapse of City institutions under weight of underwriting?

Hon Member is Presuming outcome of the BP share sale, and casting
doubt on strength of City institutions. Do not share his concerns.

Advertising and marketing costs wasted?

Right and proper to advertise share salas. Can give no estimate of
costs of BP sale at this stage.

Cutback in offer advertising?

Some readjustment is being made to the offer advertising.
Advertisements setting out the terms of the Prospectus and/or

supplying an Application Form are being published according to
plan.

Limit on foreign ownership of partly paiqd shares?

Not appropriate. The issued ordinary share capital of the company
is already listed on the stock exchanges in London, Tokyo, Paris,
Geneva, Basle, Zurich, Dusseldorf, Frankfurt and Hamburg and is

trided in the fora of depcesitary receipts on the stock 2xchanges

in New York and Amsterdam. Foreign share ownership is welcomed by
the company.

How many foreign sharsholders expected?

That depends on the outcome of the offer.
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CONFIDENTIAL - MARKET SENSITIVE

FROM: MRS R LOMAX
DATE: 21 October 1987

PRINCIPAL PRIVATE SECRETARY cc: PS/Economic Secretary
Sir P Middleton
Mr Cassell

- Mr D Moore
A Mr Ilett
\ Mr Board

STOCK MARKET COLLAPSE: AFTERMATH

The FTSE 100 recovered pretty sharply today - up 142. BP closed
aEE297, “up. 2.

20 Supervisors from the Bank and the Stock Exchange have been
making special enquiries, ahead of the normal account day return
this Friday and have now received partial returns from banks
and Stock Exchange member firms. Enquiries have also been made

at some institutions who fall into neither category.

254 Brian Quinn reports that there are no signs that any
significant player is in difficulty. Some have taken significant
losses, but they are book losses, which will therefore dwindle
as and when the market recovers. One UK house is known to have
called for "a relatively small amount" of capital from its parent.
And one large non-bank financial institution, which seemed to
have had worryingly large losses, turns out to be able to cover

them from surpluses accumulated during the summer bull run.

4. US houses are reported to have met with some resistance
on the inter-bank market, where there has been concern about
their exposure in both New York and London. The underwriting
stick on the overseas tranche of BP has caused some nervousness
in New York about the houses involved. One house - Morgan Stanley
I think - had its inter-bank 1lines cut for a time, but they
have now been reinstated, though not in full, and on a secured

basis.



»

CONFIDENTIAL — MARKET SENSITIVE

5% In short, nervousness 1is slowly beginning to evaporate

and there are no real distress signals at the moment.
6. The Bank and the Stock Exchange are duing another round-

up tomorrow morning. I suggested Brian Quinn might contact

Mr Cassell, in my absence, if there is anything further to report.

L

RACHEL LOMAX
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From: Sir Brandon Rhys Williams, MP

HOUSE OF COMMONS
LONDON SWIA 0AA

21st October 1987
The Editor, The Times,
Times Newspapers Limited,
1 Virginia Street,
London, El1 9XN
Sy

Curing Market Instability

While the major trading countries pursue autonymous
policies of internal economic management it is inevitable
that conditions in the main financial centres will vary
and that markets will notice the fact. The variations can
be accommodated by changes in rates of exchange; or currency
adjustments can be temporarily postponed by official
intervention - in which case there will be unwelcome
variations in the ruling rates of interest in the different
centres instead. Though plainly overdone, the rapid
fluctuations in share prices of recent days are a reflection
of the fact that markets are suffering from measures of
official interference which are certain to be defeated in
the end - the concerted attempts of national central banks
to prevent the decline in the relative value of the dollar
against the yen and the EEC currencies. Since the United
States Government is not correcting its deficits, dollar
devaluation obviously has to come.

Only one way is open to the national monetary authorities
to avoid instability in the markets - the sincere, continuing
co-ordination of their monetary, economic and fiscal policies.

Economic nationalism did not work in the 1930's. It is
not working now. Under the gold standard, the national
authorities were obliged to operate within a fixed framework.
Gold cannot return to its former place, but it remains open
to national finance ministries and central banks to integrate
their activites as an act of deliberate policy. In present
circumstances the Rome Treaty, still only partially implemented,
shows how the democratic countries of Europe can save themselves
from recession by their endeavours and the rest of the world
by their example. We know what has to be done. lave our
governments the will?

Yourssaftatehtulily,

/



‘f i MEMBER'S BRIEF
1 = 8}‘)
... World Stock Markets: A Case of Overreaction
Overreaction. The ‘fall 1in  the Lendon Stock Market at the beginning

of the week reflected a massive overreaction on Wall Street not
Justified by anything in the real economy. in- partlicnlay “the UK
economy and British industry remain sound and strong. JLiG sl ol
noting that, after huge falls on Monday and Tuesday, share prices
recovered sharply on Wednesday, bringing them back to the 1levels
of last March.

Link with United States. The fall in share prices started on Wall
Street and was triggered by uncertainties about the US economy .
In the global investment markets of today this fall was reflected
in stock markets around the world. Thus the exchanges in Frankfurt,
Paris, Hong Kong, Tokyo, Singapore and Australia, as well as London,
experienced record falls. The US authorities have now acted to
restore confidence. Wirlle “the “markets "are stil) 'volatile, fhere
are signs that things may be settling down.

Underlying Causes of Fall. Concern about the US economy surfaced
at a time when markets were already vulnerable. For many years
now, share prices have moved up with barely an interruption. We
have had a bull market of record duration. As the Chancellor has

said:

"Stock Markets have been rising throughout the world pretty
solidly for the past 10 years, ...., so there was bound to
be some sort of downturn sooner or later. What was not expected
was the severlty of the downturn." [BBC Radio 4, 20 October

19871

In " perspective. While the fall in share prices was extremely rapid
it should be seen in perspective. At the close of Wednesday's trading
share indices had only fallen back to the level at which they stood
in March 1987. Even at the end of Tuesday, at the low point, the
index was still above its level at the start of 1987.

Outlook Remains Good. Despite the large fluctuations in share
prices over the last week, the UK's economic prospects remain good.
The resurgence of UK manufacturing industry is set to continue.

The exchange rate has remained stable throughout. Interest rates
will be maintained at 1levels necessary to keep downward pressure
on dnftilatioen. This aberration in the stock market will not divert

the Government's eye from that key responsibility.

Although a major recession in the United States would have knock-
on effects in the UK, there's no reason to expeet this. As .the

Chancellor said:

"I see no fundamental reason why the United States' economy

should go into recession .... The only way the American economy
would ‘g0 into re&cession 1s . 1f 16 actually: talks 'itself into
recession.”" [1bid]
Small Investors should Keep Calm. Stock markets have always been
volatile, and those 1investing in shares are fully aware that the
price can go down as ‘well as up. The Chancellor gave this advice
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‘o the millions of small investors who have entered the Stock Market
Pn the past few years:

"My advice .... would be to keep calm, there is absolutely
no reason not to do so, and I believe stock market investment
over the long-term will prove well worthwhile. But there
(will be) fluctuations along the way." [ibid]

Impactl on BP Share Issue. The offer for sale of the Government's
remaining holding of British Petroleum shares is going ahead as
planned. The Government had this sale underwritten; underwriting
provides insurance against Jjust this kind of eventuallty. 1'he

underwriters receive a fee for taking on the risk that they may
have to buy unsold stock.

Wider Share Ownership. The Government remains firmly committed
to its objective to increase the number of people owning shares.
As a result of the privatisation programme so far over 9 million
people now own shares, and have a continuing stake in the success
of British enterprise. The privatisation programme will, of course,
continue throughout this Parliament.

H M Treasury 22 October 1987
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CATHY RYDING
22 October 1987

MRS LOMAX

STOCK MARKET COLLAPSE: AFTERMATH

The Chancellor was grateful for your minute of 21 October.

L

CATHY RYDING




MG NOON REPORT

Figures in brackets show change since previous market close

] [}
] ]
| '
' : i
I FINANCIAL MARKETS Thursday 22 October 1987 |
] [}
; ;
I Opening 10 AM NOON 0il Price (10 AM) !
] |
| ]
| b b Y 7S £ERTI 75.5 !
| 1.6490 1.6500 $/% 1.6518 Nov $19.15 |
| 2.9954 2.9948 DM/£ 2.9964 Dec $19.20 |
l 1.8165 1.8150 DM/ $ 1.8140 Jan $19.22 t
| 144.20 1464517 Yen/$ 144,35 |
| |
; ;
! UK interbank £ Eurcdollars i
[} |
| ]
| !
: 9 7/8 (=) 7 day 6 15/16 (+1/8) |
' 9 7/8 (=) 1 month 7 1/4 (=) '
| 10 1/8 (=) 3 month 8 1/16 (+1/186) l
' 10 3/8 -) 12 month 8 7/16 (=) :
] [}
; ;
' '
]

| MARKET COMMENT In the foreign exchange market the dollar firmed
iovernight in New York after hopes that Reamgan may cut interest rates.
|A press conference is being held tonight. The dollar is steady and firm
ithis morning. Sterling opened emsier on last nights close and has
iremained steady at around 1.65%$. Markets calm awaiting Greenspan
itestifying on market volatility from 2.30pm onwards.

i The gilts market opened a little softer but strengthened in the late

re bt oL B R EEI - TR
|
EMARKET INTERVENTION ($m) OTHER COUNTRIES INTERVENTION ($m)
f Overnight +142%8 New York
E Today so far -
; Total +1428
§ e e s s o S o S B B 4 S 2 S o e
GILTS
Gilt Smles since

] ]
[} L}
] [}
| |
| |
! L.etest market Price change since |
! movements previous close ' market opening
| |
| ]
| 1
]
|
|
]
|

+£120.0 million

| Shorts Better +3/32

| Mediums Better +4./32

ongs Better +2/32 Tt e ————— !
] ]
] ]
|Futures +17/32 (Vol:9859) |
| (LLong Contracts) !
S e e e e s o o s S S S S e S e o o S S et S S o o o S 2 S e S et e e o S e e +

NAME: Miss R J McRobbie, MG1 Division
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cc: PS/FST
PS/EST
Sir P Middleton
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FINANCIAL MARKETS BILL: MARKET INSOLVENCIES

The Chancellor was grateful for your minute

Moore
Peretz

R I G Allen
Board
Neilson
Richardson
Cropper

of 20 October. 1In the

event, the idea of a statement does not seem to have run very far.
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A C S ALLAN
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CONFIDENTIAL .

A C S ALLAN
22 October 1987

MR CASSELL

cc: Sir P Middleton
Sir T Burns
Sir G Littler
Mr Peretz

CONVERSATION WITH DAVID MULFORD

The Chancellor was most grateful for your minute of 20 October. He
very much agrees with your view that unless there is something
substantive to say, vague statements of good intentions usually do
not help market sentiment, and more often hage exactly the reverse

effect.
Mgﬂ”

A
A C S ALLAN
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Treasury Chambers, Parliament Street. SWIP 3AG
01-270 3000

22 October 1987

David Norgrove Esg
10 Downing Street
LONDON

SW1

-

) e, LS S

PRIME MINISTER'S QUESTIONS: STOCK MARKET

1 attach some updated tables as promised in Alex Allan's
letter of yesterday. The further briefing will follow
shortly.

CATHY RYDING
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EQUITY INDICES
(closing, except where indicated)

Change on Change on . Change on Change on
previous Thursday i 1987 1987
Index close close | peak previous low
level points % points % | points 3 points L}
f
NEW YORK :
(Dow Jones Industrial) (2722 on 25/8) (1927 on 2/1)
Thursday 15 2355
Friday 16 2247 -108 -4.6
Monday 19 1738 -508 -22.6 -616 -26.2 -984 -36% -189 -10%
Tuesday 20 1841 +102 +5.9 -514 -21.8 -881 -32% -86 -4%
Wednesday 21 2028 +187 +10.2 -327 -13.9 -694 -25% +101 +5%
LONDON
(FSTE 100) (2449 on 16/6) (1798 on 29/1)
Thursday 15 2302
Priday 16 -
Monday 19 2052 -250 -10.9
Tuesday 20 1802 -251 -12.2 -501 -21.7 -647 -26% +4 -
Wednesday 21 1944 4142 +7.8 -358 -15.6 -505 -21% +146 +8%
Thursday 22 (11'00am. 934 =10 -0 - 362 -6 'O -85 -A1%| +136 +3%
(8:20pm 381 -163




Change on Change on Change on Change on
previous Thursday 1987 1987
Index close close peak previous low
level points $ points 2 points % peints %
TOKYO
(Nikkei Dow) (26646 on 14/10) (18544 on 13/1)
Thursday 15 26428
Friday 16 26367 -61 -0.2 s
Monday 19 25746 -620 ~2.4 -681 -2.6
Tuesday 20 21910 -3836 -14.9 -4517 -17.1 -4736 ~-18% +3366 +18%
Wednesday 21 23947 +2037 +9.3 '-2480 -9.4 -2699 -10% +5403 +29%
Thursday 22 24404 +457 +1.9 -2024 -7.7 -2242 -8% +5860 +32%
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Jaguar

- BT
British Gas
British Airways
Rolls Royce

BAA (*)

PRIVATISATION ISSUES

(Fully paid prices except where indicated)

Issue Date Issue Peak Thursday
Price Price close
(18/10)
August 1984 165 626 578
November 1984 130 336 261
December 1986 135 200 168
February 1987 125 235 219
May 1987 170 240 206
July 1987 100 1542 151

(* partly paid, fixed price offer)

(adesc C_\'m\ﬁ_‘)e_ o e d%
ET a5 #7349 — (6K F | FL9 U
Fr o8 |LOFq - 9K [u03q
Dous Jaas Aoau:q — 30 ‘qeﬂkﬁg

Wednesday
close
(21/10)
~a0
448 LuLO|V 24
237 &Yy acc
149 (32X 132
175 183 Y 148
166 (W3 X 42
198 g B
ee 30 .
-t iy
R L g TP
- 63

% change

Wednesday
close on
issue price

+172%
+82%
+10%
+40%
-2%
+25%

e T ——
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Thursday 15
Friday 16
Monday 19
Tuesday 20
Wednesday 21

Thursday 22
(opening)

EXCHANGE RATES

(London close, except where indicated)

$/¢€

1.6650
1.6645
1.6865
1.6560
1.6532

1.6490

$/DM

1.7990
1.8005
1.7718
1.8060
1.8100

1.8165

DM/

2.9953
2.9969
2.9881
2.9907
2.9923

2.9954

Y/$
142,00
142.70
141.30
143.75
143.90

144.20
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Treasury Chambers, Parliament Street, SW1P 3AG
01-270 3000

22 October 1987

David Norgrove Esq
10 Downing Street
LONDON Swl

Dear Md)

PRIME MINISTER'S QUESTIONS: STOCK MARKET

... I attach the further briefing for Prime Minister's Questions this
afternoon mentioned in Mr Allan's letter of yesterday.

You will want to note that the stock market has fallen again over
the last few hours. At 1.35pm the FTSE was down 164.6 at 1779.2.

Houss

>

oy

CATHY RYDING

e Tha notes o~ 4a BP shoue sala o 933 aue 0oF oMaxchad .

e Ln +ho e coudabla Le haue boon wnable o= pedluce
Rgures +Hhok we cue suHhuenty confRdant about & Hoo
PM to us=o .
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BRIEFING FOR PRIME MINISTER'S QUESTIONS, 22 OCTOBER

LABOUR CONFUSION ON SHARE OWNERSHIP

As on so many issues, the Opposition cannot make up their minds
whether they are in favour of ordinary people owning shares or not.
Last month the HM for Dagenham wrote that "instead of opposing
wider share ownership, we should set about making it a reality."
(Sunday Times, 27 September 1987). But earlier this week the HM

for Sedgefield warned that "the Stock Exchange is a casino where

you can lose as well as win". (Evening News, 20 October).
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|BRIEFING FOR PRIME MINISTER'S QUESTIONS, 22 OCTOBER

GILTS MARKET

Yields on long gilts rose by about 0.2 per cent on Monday and fell
by over % per cent on Tuesday. Neither movement was unprecedented.
Gilt markets are at present a little higher than at the end of last

week.
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SECRET
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FROM: N J ILETT
DATE: 22 October 1987

CHANCELLOR 72X cc: Financial Secretary
/ Economic Secretary
o Ny Sir P Middleton
sk e S Sir T Burns
i \E A\~ Mr Cassell
\ \ Mrs Lomax o/r
) Mr Peretz

EQUITY MARKETS

The London market opened slightly down despite strong overnight
performances by Wall Street and Tokyo. Today's peak was +12.9
(1956) on the FTSE 100. But the FTSE 100 then fell steadily until
its low point at 3.00pm (-193.5). Major influences were the Iranian
missile attack on a Kuwaiti oil terminal, and the poor start on
Wall Street. The Bank suspect some UK institutions were selling
this afzernoon. Much of the ground was recovered thereafter; the
index finished at -19#0.6 . (1833). Nevertheless, ¢the outcome 1is
that the market lost 40% of yesterday's record gains.

2 The Bank of England's assessment 1is that the atmosphere in
the major financial centres 1is getting distinctly worse. Worries
are still largely general in character - specific sources of worry

remain rslatively isolated (a Dutch market maker has failed, and
I have reported separately on the Hong Kong futures market).

3 The most sensitive point of concern is probably one of the
interfaces between the securities houses and the core banking system,
ie the lines of credit which the banks supply to finance the houses'
operations. There are growing signs on banks cutting down on their
lines to at least US securities houses. At Mr Moore's meeting with
Goldman Sachs (lead underwriter to the BP issue in the USA), Goldman
Sachs emphasised that they were fully capable of maintaining their
indemnity commitment, and so were the other US underwriters. But

this contrasted with 1liquidity worries which Goldman Sachs
communicated to Rothschilds yesterday.

Ps. Walk Shet war dngun 77 A

b a0 o Cp- au.Jxm N J§ ILETT
¢S at clore. ' SECRET
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Treasury Chambers, Parliament Street, SW1P 3AG
0O1-270 3000
22 October 1987
David Norgrove Esg
10 Downing Street

LONDON
SW1

-

Ténm » A s Syek

PRIME MINISTER'S QUESTIONS: STOCK MARKET

I attach some updated tables as promised in Alex Allan's
letter of yesterday. The further briefing will follow
shortly.

Hoors ch/(,v\\)

CATHY RYDING
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EQUITY INDICES
(closing, except where indicated)

Change on Change on : Change on Change on
previous Thursday i 1987 1987
Index close close | peak previous low
level points % points % | points % points %
T

NEW YORK :
(Dow Jones Industrial) (2722 on 25/8) (1927 on 2/1)
Thursday 15 2355
Friday 16 2247 -108 -4.6
Monday 19 1738 -508 ~-22.6 -616 -26,2 -984 ~36% -189 -10%
Tuesday 20 1841 +102 +5.9 -514 -21.8 -881 -32% -86 -4%
Wednesday 21 2028 +187 +10.2 -327 -13.9 ~-694 -25% +101 +5%
Tharsclay 89 qs0
Py AD 19951
LONDON
(FSTE 100) (2449 on 16/6) (1798 on 29/1)
Thursday 15 2302
FPriday 16 >,
Monday 19 2052 -250 -10.9
Tuesday 20 1802 -251 -12.2 -501 -21.7 -647 -26% +4 -
Wednesday 21 1944 +142 +7.8 -358 ~15.6 ~505 -21% +146 +8%
Thursday 22 o =} ¥ ' '
N




Change on Change on Change on Change on
previous Thursday 1987 1987
Index close close peak previous low
level points % points % points % points
TOKYO
(Nikkei Dow) (26646 on 14/10) (18544 on 13/1)
Thursday 15 26428
Friday 16 26367 -61 -0.2
Monday 19 25746 -620 -2.4 -681 -2.6
Tuesday 20 21910 -3836 -14.9 -4517 -17.1 -4736 -18% +3366 +18%
Wednesday 21 23947 42037 +9.3 |—2480 -9.4 -2699 -10% +5403 +29%
Thursday 22 24404 +457 +1.9 -2024 -7.7 -2242 -8% +5860 +32%
Prdax
NWDndﬁga 33303
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Jaguar

BT

British Gas
British Airways
Rolls Royce
BAA (*)

BP

(Fully paid prices except where indicated)

Issue Date

August 1984
November 1984
December 1986
February 1987
May 1987
July 1987

(* partly paid, fixed price offer)

PRIVATISATION ISSUES

Issue
Price

165
130
135
125
170
100

Peak
Price

626
336
200
235
240

1512

Thursday
close
(18/10)

578
261
168
219
206
151

Wednesday
close

Pﬂ:ﬁgj % change
Wednesday

(21/10) (ﬁgdﬂny' close on

448
237
149
175
166
125

en i==ue 18sue price
PR )

336 (104 ) +172%
233 (7a) +82%
g2 (8) <108
iGU (15) 4408
taee 705) Tanay
eV DIEETT
IS



CONE Yen L.

\
MWS Ve 9;1‘0 g’%
/ =

SpAlu A /2/(:)»&,\' b

I, Hm}"/Lu:f  Tawwm Wve (ved b— bt <
| E-PV PR 5CV0\,2-/4Q, &/LM«, W/ WiV &
' Y. - Euler ~faln
(/(Lm T R |
z:/.h-\( W R lupuoww»/(,)



c

Net /&‘vu/vt)\w\ N GW“"U’Q Gk« S P

d’;‘ M ,/;ol,mm;&f covew &W@vrw\j
C Pt ppatpiniillye. BT TR, A
E-§ ML o Riide, o Mﬁw
e hempatns ) o Pl bdsh e, Sl ot
L w Ca””w ivenr A Wi

L Moo UelinidZo Ot lepurdiet
B I Tl ten N R







B Do ofeedute e iy Beny . R o

£, e Aot Wﬂ iAol hoareng.

5.5 P



[ 7 S
o

153317031
SECRET
‘l

‘ FROM =N . FoLEETD /
DATE: 22 October 1987

PS/CHANCELLOR cec: Sir P Middleton
Mr Cassell
Mrs Lomax o/r
Mr Peretx

HONG KONG FUTURES MARKET

Mr Loehnis (Bank) telephoned at 4.00pm this afternoon. There
are .pressiHgnd s Clity rumours “that @ serious defaultsi in  theiiHong
Kong futures markets are imminent. (We have picked up City
rumours on the same point ourselves = gspeecitiecaglly suthal
James Capel are hard hit and that the Hong Kong authorities
propose to negate all futures contracts entered into since Monday
this week.) The reports the Bank is getting from various sources

vary in seriousness.

. e fhe - Hong o 'Kong = authorlties  wililsvnot isay: much' 'iover: ‘the
telephone,: -possibly for security reasons. But s Riers- Jacobs
I think this morning, asked Hambros to send out experts on futures
markets to help the W authorities; Brian Williamson (LIFFE

Chairman) is on his way to Hong Kong now with a Hambros expert.

8= The Bank does not know the scale of the problem, no®sthe
direct dimpact (if any) on London or New York. TR normail
circumstances, this would probably be a domestic Hong Kong affair.
In present circusmtances, the effect on fragile world markets

could be serious.
1S The Bank is keeping the FCO in touch.

s horratnesimomenty wtherepsdis vn o iealili= for Sishes LUK Eauthorl taes
to tTake any aetion except, of course, to keep a close eye. onh

. developments.

AA.

N J ILETT

SECRET
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INTERVIEW WITH THE CHANCELLOR ON 'WORLD AT ONE', 23 OCTOBER 19(3—'.7 gl
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John Widlake: Chancellor, how would you summarise last week?
Chancellor. I think Mr Ross Goobey's summary which I have just

been listening &&m_}.s Ere__st?y accurate. It has been a correction><
- /X

in the market nobody expected. I think that most
people thought that equities had got very high, that shares had
got very high, and they had been going higher steadily year after
year and there was bound to be some fall back, but this has gone
further and faster, certainly faster than anybody was expecting.
I think it has had an adverse effect on confidence which has now
got to be restored because there is no reason why confidence should
be weak, certainly not in Britain where the British economy is
very sound and very strong, but I believe that the world economy
generally despite the undoubted problems of the United States,

the world economy is in fairly good shape.

Brian Widlake. Do you think that we are now out of the wood bar

a few hiccups?

Chancellor. No, I think it's impossible to say that because when

you have these wild swings in markets they can always overshoot
and it is very difficult to say how far they can overshoot. We
saw this in the foreign exchange markets, with the dollar in the
not. so recent past. But what I do say is that the fundamental
conditions are sound, the economies are sound, and what is also
striking throughout this week is that the difficulties have been
confined exlusively to the share market; there has been no trouble
as we had some past periods in the foreign exchange markets and

no problems at all in the bond market and the gilt edged market.

Brian Widlake. We've seen the Midland and Barclays cut base rate

by % per cent this morning. Did you do that to allay any fears
of any interest rate increases and therefore more gloom in the

market?

Chancellor. “No, not<at -all, T did it beecause I thought that=in

the circumstances, in the 1light of current conditions, that was

the right thing to do.



‘Brian Widlake. In what sense, what effect did you expect it to

have, or what effect do you expect it to have?

Chancellor. We have a policy of keeping inflation down, that

is wvitally important; we should stick with that, and that does
from time to time involve a higher rate ot 1interest in order to
keep conditions sufficiently tight. But at other times we can
make do with a lower rate of interest. When we can in my judgement,
when conditions are such that a lower rate of interest is
appropriate, there 1is no danger - I think even those who were
saying earlier that there was a danger of the economy over-heating
are unlikely to make any such judgements now in the light of what
has happened in equity markets in this country and throughout
the world. So I believe that it is within the prudent policy
we have been pursuing it was right to reduce interest rates. I
think that one has to take conditions, all conditions, into account

all the time and that is what we do.

Brian Widlake. Chancellor, do you feel that perhaps President

Reagan did not give the markets what they were hoping for last

night, particularly on more positive measures to cut the deficit?

Chancellor. I rather suspect that the markets have rather
under—-estimated the importance of what President Reagan said 1last

night. It is quite clear that he has shifted his position and

he is now now prepared for the first time to accept the possibility
of increases 1in taxation as part of package to cut the American
deficit. And that is the key that might well unlock this door

which it of so much importance.

Brian Widlake. You mean that if perhaps he did announce a programme

which included raising taxes and therefore obviously easily the
Budget deficit would you see that restoring a good deal of

confidence to world markets?

Chancellor: Yes, I think that the Americans to give them credit
have reduced their Budget deficit very substantially in the year
that has just ended by something 1like $60bn American dollars,




and that is a substantial reduction. I think what people are
worried about is that they see no follow through in the year that's
just beginning, no further reduction in the Budget deficit which
is still very big. Now I think to get a sufficient reduction,
he is goiny to have to agree to increases in taxation as well
as reductions in public expenditure, the package has gol to contain
both. He 1is entering now into negotiations with Congress so
he is not going to show his full hand and the markets have
under-estimated that, because I think what does lie behind that
is a readiness on his part, which has hitherto been absent, to

have tax increases as part of a package.

Brian Widlake. Leaving Mr Reagan aside for a moment, we heard

earlier in the programme from Alasdair Ross Goobey who was stressing
the importance of international financial co-operation to deal
with the market crisis we have been going through. He was saying
he thought you would be a very useful intermediary in the sense
that you could act as it were between nations. Now, is there
anything more that could be done in terms of international

co-operation to ease the pressure on markets?

Chancellor. I think that you are right and he is right to say

that international co-operation 1is very important between the

major nations and we have that. It did break down temporarily
between the United States and Germany but that \s now patched
ups And we have international co-operation fully operating now

yu{\hAUYE) although mainly in the foreign exchange markets but
perhaps we've buily™ co-operation on a wider field, and
that should continue and we have all been closely in contact over

the past week over the telephone.

Brian Widlake. Chancellor, thank you for talking to me.




ps2/71R

| Treasury Chambers, Parliament Street, SW1P 3AG
) ISEE)E S)10).©)

23 October 1987

Sir Brandon Rhys Williams MP
House of Commons
LONDON Swl

Decr S Broodon

The Chancellor has asked me to thank you for your 1letter of
21 October and the copy of your letter to the Times.

CATHY RYDING
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FINANCIAL MARKETS Friday 23 October 1987 !
: 1
i Opening 10 AM NOON 0il Price (10 aM) !
1 1
' Pl 73,3 £ERTI 2&+5 !
! 1.6545 1.6525 $/% ). 65725 Nowv $19.02 ]
' 2.9897 2.9870 DM/ £ 2.9926 Dec $19.05 '
' 18070 1.8065 DM/ $ 1.80855 Jan $19.10 ]
' 144,10 144 .05 Yen/$ 143,87 |
' UK interbank £ Eurodol lars |
' 7 day 6 15/16 (-) !
' 9 5/8 (~-5/16) 1 month FEA 6 () !
' 9 5/8 (~7/16) 3 month o -8 L (~) |
' 9 5/8 (-10/16) 12 month 8\ (-) |
1 |
1 |

Figures in brackets show change since previous market close
| |
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|
| MARKET COMMENT The dollar firmed in New York on short covering ahead '
iof Reagan press conference. It emsed in the Far Emst subseguently. |
Dollar hes continued to emse slightly this morning me & result of Ohte !
icomment that Japmn should expect medium to long mppreciation of the Yen |
rand of & nervous market., Sterling opened firmer on the wemker dollsr. !
iThe high point wee 1.6615. It remained strong on the trade figures st {
111.30 in the range DM 2.9940 to DM 2.9925. The bmse rate cut announced |
i@t 12.12 stemdied it at the lower end of thie range. i
i The US and Japanese eauity merket closed down: Dow Jones at 1950.43 —77 |
tand Nikkei 23201 -1203, The FTSE100 opened at 1833. At the low point at |
i1lam it wae down 87 pointse. It rallied after the UK trade figures to -41!
rdown but fell back subsedauently to «71, the interest rate announcement '
ilittle effect at 12.30 it was 1766 -67 points. !
iGilts were firm in advance of the Bank’s announcement of & cut in itse |
imoney market demling rates from 9 7/8 to 9 3/8 which took place shortly |
rafter noon. Following this money market rates fell auickly and at |
112.30pm stood at 9 5/8 across the maturity range. Gilts surged on the |
announcement with prices rising 1/2 a point in longs and mediums. Midland)

rand Barclays announced & 1/2 per cent cut in base rates at 12.42pm/ 45
S S 7&%‘%-:
| MARKET INTERVENTION ($m) OTHER COUNTRIES INTERVENTIO ($m) H
' Overnight - |
| Today so far e gl |
' Tota)l - ST '
1 e e e e e e . b e e e B 5 1 e o e e o |
{GILTS | '
| L.atest market Price change since | Gilt Sales since |
| movement s previous close ' market opening '
' ' +£435.0 million !
| Shorte Emaier +11/32 ! |
I Mediums Fasier +49/32 I +90 Index linked |
Lonas Easier +82/32 o o s e s e e e . e o '
Futures +70/32  (Vol: 15909) |
i (Long Contracts) '
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; — 23rd October 1987
l\»~LLj/bk
MARKET ANNOUNCEMENT

The Council of the International Stock Exchange has been asked
whether, in the light of actions taken by stock exchanges
elsewhere, it is considering closing its market or the SEAQ price
display system for short periods. - The Council does not believe
that either action would have a significant effect on volume or
the settlement backlog. The Council has therefore decided that
the market and SEAQ should remain open during normal hours.
Meanwhile the Exchange's central systems continue to work

reliably.

For further information: Anne Coleman, Chief Press Officer; Teresa Hodges, Gill Ackers, Press Officers:
Telephone: 01-588 2355; Fax 01-256 8972

Issued by: The International Stock Exchange of the United Kingdom and the Republic of Ireland Limited
0ld Broad Street, London EC2N 1HP. Registered in England & Wales No. 2075721.
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. FROM: MRS R LOMAX
DATE: 23 October 1987

NOTE FOR THE RECORD Q- cc: PPS
il PS/Financial Secretary
X PS/Economic Secretary
Sir P Middlelon

Mr Cassell
Mr Monck
\\ d Mr D Moore

! Mr Ilett
\ Mr Board

STOCK MARKET: MORNING REPORT

This note records a telephone conversation with Brian Quinn

at 8.45 am this morning.

2 Brian Quinn has been in touch with the Fed in Washington
and New York. On Wednesday evening the Fed had told him that
they had spoken to all the major firms involved in the overseas
tranche of the BP issue. Losses then 1in prospect were well
within their capacity to absorb. Yesterday Brian Quinn told
his Fed contact that there were reports at this end that if
the BP issue were not pulled, the US securities houses involved
in the issue would find themselves with a severe liquidity
problem. As a result his Fed contact spoke to the US Treasury,
and rang back "with a different tone in his voice" saying that,
"there might be something there", but it was a matter of market
psychology rather than the scale of the prospective underwriting
losses. The tone in the market was very Jjumpy, and the BP
overhang was a factor in that. But the Fed were still making
enquiries, and trying to get a proper appreciation of the
situation. At this stage, the Fed did not want to commit itself
in one way or the other. It was agreed that the Bank and the

Fed would stay in very close touch.

3i On the facts, Brian Quinn's understanding is that each
of the US underwriters has exposure of the order of $120 million
(give or take) all booked in New York, not London. As a rough

rule of thumb, every 10p that the BP price falls below 310p
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eans a loss of about $20 million per house. As of last night,
therefore, the houses were individually looking at losses of
around $60 million each - which is not very large, in relation

to the size of the institutions.

4. The judgement that the main problem was confidence was
subject to two caveats: it was conceivable that one or more
of the houses had suffered significant losses in consequence
of other stock market transactions, and it might be that market
worries were creating funding problems for at least some of
the institutions. On the latter point, information at the London
end suggests that one $% billion line was pulled, but subsequently
reinstated. The Bank thought that a number of London institutions
were looking very carefully at their exposure to US institutions
and might %é;;d some funding to run off. But extensive or
persistent questioning on this subject is tricky, for obvious
reasons. There was no suggestion of any funding problems in
New York.

5 Oon the general market situation, Brian Quinn noted that
liquidity was not a problem, either in New York or London. A
number of fairly unrelated factors had combined to unsettle
sentiment on Thursday: the collapse of the Japanese warrant
market, the bankruptcy of a number of Dutch market makers, the
Iranian bombing, and market rumours that large institutional
investors had started to sell. The gilt market had been strong.
Ultimately market worries focused on US policy, rather than
the UK.

s We touched briefly on the Hong Kong situation. Information
was very scanty, but there must be a risk of big losses, affecting
the London market. So far, however, the Bank is not aware of

any difficulty at James Capel.

Thes In short, the general picture was much as on Wednesday
evening; no real distress signals anywhere, though one or two
cases of parent institutions providing extra capital for their

securities subsidiaries.

RACHEL LOMAX
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FROM: MRS R LOMAX
DATE: 23 October 1987

PsS/FST
PRINCIPAL PRIVATE SECRETARY cc: PS/Economic Secretary
—_— Sir P Middleton
i) ‘ | Mr Cdassell

: & b~ Mr Monck

— = Mr D Moore
3 Mr Ilett
« Mr Board

STOCK MARKET: EVENING REPORT

Brian Quinn reports a better tone to the equity market today.
After opening quite sharply down, the FTSE 100 recovered, and

then stayed fairly steady at 40 points off. Business was
reasonably two-way, and "elements of stability" crept Dback
into the situation. BP closed around 285, up from a low of
257

2% On the institutional front, there was less nervousness
all round. There are still a couple of peripheral traders in

options and futures who are "fairly close to the wire", but
they are being kept afloat by 1lending from the clearers for
the time being. And they are small players, one in Birmingham

and one in London.

313 There is a better tone in New York too. The Fed describe
the situation as "pretty stable". On the whole the Fed are
more comfortable, but there are still one or two institutions
(notably E F Hutton) about whom they are "not as comfortable
as they would like to be". They still do not have "a clear
fix" on how worried they ought to be about the US investment
banks involved in the BP issue. There is evident concern about
how events will unfold in Hong Kong. In Chicago, there seems
to have been some problem with an options trading subsidiary
of Continental Illinois, which has been resolved with the parent

putting in capital.
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. The New York Stock Exchange closed early today, and will
do so again on Monday and Tuesday. In both New York and London
there will be weekend working to catch up with paperwork. T
have not formally heard the outcome of the Bank's discussions
with the London Stock Exchange about whether they should also
close early next week: the impression I got from Brian Quinn

is that this is unlikely to happen.

His In general, then, the Bank is not aware of any systemic
risks or difficulties either in New York or London, on the
information now available to it. They are keeping a particularly
close watch on US houses in London, and as far as they can tell,
there has been no further "line cutting" in the inter-bank market.
As for Stock Exchange member firms, a number of foreign-owned
institutions have needed to top up their capital, to meet Stock
Exchange requirements - the sums involved being of the order
of £308m1 i Lot Somewhat smaller amounts have been put up by
the clearing banks, on behalf of their securities subsidiaries.
On the whole the Bank's impression is that the market makers
have weathered this storm quite well: and as the week has gone
on, and they have managed to square their books, their ability

to cope has improved. So far, so good.

£i

RACHEL LOMAX
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John Widlake: Chancellor, how would you summarise last week?

Chancellor. I think Mr Ross Goobey's summary which I have just
been 1listening t is rg%ﬁy accurate. It has been a correctioan(
in the market thﬁgZ;eg%g;éégy nobody expected. I think that most
people thought that equities had got very high, that shares had
got very high, and they had been going higher steadily year after

year and there was bound to be some fall back, but this has gone
further and faster, certainly faster than anybody was expecting.
I think it has had an adverse effect on confidence which has now
got to be restored because there is no reason why confidence should
be weak, certainly not in Britain where the British economy is
very sound and very strong, but I believe that the world economy
generally despite the undoubted problems of the United States,

the world economy is in fairly good shape.

Brian Widlake. Do you think that we are now out of the wood bar

a few hiccups?

Chancellor. No, I think it's impossible to say that because when

you have these wild swings in markets they can always overshoot
and it is very difficult to say how far they can overshoot. We
saw this in the foreign exchange markets, with the dollar in the
not so recent past. But what I do say is that the fundamental
conditions are sound, the economies are sound, and what is also
striking throughout this week is that the difficulties have been
confined exlusively to the share market; there has been no trouble
as we had some past periods in the foreign exchange markets and

no problems at all in the bond market and the gilt edged market.

Brian Widlake. We've seen the Midland and Barclays cut base rate

by % per cent this morning. Did you do that to allay any fears
of any interest rate increases and therefore more gloom in the

market?

Chancellor. No, not at all, I did it because I thought that in

the circumstances, in the 1light of current conditions, that was

the right thing to do.
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EQUITY INDICES

(closing, except where indicated)

. Change on Change on Change on Change on
= Closing previous Thursday 1987 1987
=g Index close close peak previous low
level points % points % points % points %
NEW YORK
(Dow Jones Industrial) (2722 on 25/8) (1927 on 2/1)
Thursday 15 2355
Friday 16 2247 -10§ - 4.6
Monday 19 1739 -508 -22.6 -616 -26.2 -983 -36 -189 -10
Tuesday 20 1841 +102 +:. 559 =51k -21.8 -881 32 - 86 -4
Wednesday 21 2028 +187 +10.2 =327 =1359 -694 -25 +101 +5
Thursday 22 1950 SSALL - 13.8 -405 -17.2 =772 -28 + 23 + 1
Friday 23 1952 + 1 - -403 -17.1 =770 -28 - 25 +1
Monday 26 1794 -158 - 8.1 -561 -23.8 -928 =34 -133 -6.9
sgesday gl | 846 s e 8 —2ib ke —8) -2
Wedimetdan 23 S < il - S 3 o = a0 ) =i
g 32&\ == 6 +@ S SR 246 g -3Z 2 %2
LONDON
(FSTE 100) (2449 on 16/6) (1798 on 29/1)
Thursday 15 2302
Friday 16 -
Monday 19 2052 =250 =10:9
Tuesday 20 1802 -251 -12.2 -501 -21.7 -6LT -26 + b -
Wednesday 21 194k +1k42 7.8 =358 -15.6 =505 -21 +146 + 8
Thursday 22 1833 -110 - 5.6 -L69 -20.54 -616 -25 + 35 + 2
Friday 23 1795 =38 - 2.1 =507 -22.0 -654 =27 - 3 -
Monday 26 168k =111 - 6.2 -618 -26.8 =765 =31 -114 aclB
Tuesday 27 €X=x5) ey + 150 + 009 60555 -26.@ —75@»\{} -30 ¥ -0y - @31/
i 1 o} v/ — o< o -—S20 ] / - KX
W eclune 28 658  Tece _G6 =423 B & T 0 41 o (%O 1
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Change on Change on Change on Change on
previous Thursday 15 1987 1987
Index close close peak previous low
level points 4 points b4 points % points %
TOKYO
(Nikkei Dow) 4 (26646 on 14/10) (1854 on 13/1)
Thursday 15 26428
Friday 16 26367 - 61 - 0.2
Monday 19 25TL€E - 620 - 2.4 - 681 - 2.6
Tuesday 20 21910 -3836 -14.9 -4517 -17.1 -4736 -18 +3366 -18
Wednesday 21 23947 +2037 + 9.3 -2480 - 9.4 -2699 -10 +5403 +29
Thursday 22 2hLok + 457 + 1.9 -202k - 7.7 2242 -8 -5860 +32
Friday 23 23201 -1203 - 4.9 -3227 -12.2 -34L45 -13 +L657 +25
Monday 26 22203 - 998 - 4.3 -L2o5 -16.0 =443 =17 +3659 +20
Tuesday 27 22835 + 632 - 2.8 -3593 -13.6 -3811 -1k +4291 $23
Weeluesd j'zg caste e =380 - 1%6 —0eg — IS +402¢ 42z
TRwrsdeiy 220 22035 4P -2« =eelee — 16k —4613 — 17 TG + 19

9
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- 1 Change on j Change on | Change on ? Change on
2 5’) ‘L | previous ' Thursday 15 1987 | 1987
tfli& Index | close ! close peak previous low
\\% level points % !points $ points 3 points %
‘BNEW YORK |

(Dow Jones Industrial) | | (2722 on 25/8) | (1927 on 2/1)

Thursday 15 2355

Friday 16 2247 -108 -4.6

Monday 19 1733 -508 -22.6 E -616 -26.2 -984 -36% -189 -10%

Tuesday 20 1841 +102 +559 % -514 -21.8 -881 -32% -86 -43

Wednesday 21 2023 #1187 i 0 i =327 -13.9 -694 -25% +101 +5%

Thursday 22 195D =] 3.8 | =405 -17.2 =772 -28% +23 +1%

Friday 23 1952 +1 - I =403 =-17.1 =580 -28% +25 +1%

Monday 26 1794 -158 -8.1 | =561 -23.8 -928 -34% -133 -7%

Tuesday 27

Welnesday A

Thuredewy a9

LONDON

(FSTE 100) ' (2449 on 16/6) (1798 on 29/1)

Thursday 15 2302

Friday 16 =

Monday 19 2052 -250 =109

Tuesday 20 1802 =251 -12.2 =501 -21.7 -647 -26% +4 -

Wednesday 21 1944 +142 +7 8 =358 -15.6 =505 -21% +146 +8%

Thursday 22 1833 =110 -5.6 | =469 -20.4 | -616 -25% +35 +2%
: Fri. 23 1795 =00 =291 i =507 -22.0 -654 -27% ' -3 =

Monday 26 1684 -111 -6.2 | =-618 -26.8 i -765 -31% | -114 -6%

Tuesday 27 ° . o E ; i T

Weclrosday 28
Thiuwsdouy 29K



Change on

Change on

Change on

Change on

% previous Thursday 15 1987 | }987
Index | close close peak ; previous low
level | points % points % points % | points %
-
TOKYO | | |
(Nikkei Dow) | | (26646 on 14/10) (18544 on 13/1)
Thursday 15 26423 %
Friday 16 26367 -61 -0.2 |
Monday 19 25746 | -620 w2l - TS68 1 -2.6 1
Tuesday 20 21910 ; -3836 -14.9 % -4517 =170 -4736 -18% | +3366 +18%
Wednesday 21 23947 § +2037 +9.311 ~2380 -9.4 -2699 -10% +5403 +29%
Thursday 22 24404 | +457 e o004 -7.7 -2242 -8% +5860 +328
Friday 23 23201 ; -1203 -4.9 | -3227 -12.2 -3445 -13% +4657 +25%
Monday 26 22203 % -998 -4.3 -4225 -16.0 -4443 -17% +3659 +20%
Tuesday 27 22835 % 63 S (8 % ~=3593 -13.6 —3811 -14% +4291 +23%
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EQUITY INDICES

(closing, except where indicated)

&

Change on

Change on

Change on

Change on

previous Thursday 15 1987 1987

Index close close peak previous low

level points % points % points % points $
NEW YORK
(Dow Jones Industrial) (2722:0n .25/8) (1927 onii2/1)
Thursday 15 2355
Friday 16 2247 -108 -4.6
Monday 19 1738 -508 -22.6 -616 -26.2 -984 -36% -189 -10%
Tuesday 20 1841 +102 +5.9 ~-514 -21.8 -881 -32% -86 -4%
Wednesday 21 2028 +187 +10.2 -327 -13.9 -694 -25% +101 +5%
Thursday 22 1950 -77 -3.8 -405 -17.2 -772 -28% +23 +1%
Friday 23 1952 +1 - -403 -17.1 -770 -28% +25 +1%
Monday 26 1794 -158 -8.1 -561 -23.8 -928 -34% -133 -7%
Tuesday 27 1846 +52 +2.9 -509 -21.6 -876 -32% -81 -4.2%
Wednesday 28 1846 +0 +0 -509 -21.6 ~-876 ~-32% -81 -4.2%
Thursday 29
LONDON
(FSTE 100) (2449 on 16/6) (1798 on 29/1)
Thursday 15 2302
Friday 16 -
Monday 19 2052 -250 -10.9
Tuesday 20 1802 -251 <3242 =501 -21.7 ~-647 -26% +4 -
Wednesday 21 1944 +142 1.8 -358 -15.6 -505 -21% +146 +8%
Thursday 22 1833 -110 -5.6 -469 -20.4 -616 -25% +35 +2%
Friday 23 1795 -38 -2.1 -507 -22.0 -654 -27% -3 -
Monday 26 1684 -111 -6.2 -618 ~-26.8 -765 -31% -114 -6%
Tuesday 27 1704 +20 +0.9 -598 -26.0 -745 -30% -94 -5.2%
Wednesday 28 1658 ~-46 -2.7 -644 ~-28.0 -791 -32% -140 -7.8%
Thursday 29 (nocon 032 +a0 +1:& —-6aH -3+ -37| - 31% —130 —6°7%

] 1 leFa iy +og | —620 -3k | -333  -23%| —i@b -70%




Change on Change on Change on Change on
previous Thursday 15 1987 1987
Index close close peak previous low
level points % points % points % points %
TOKYO
(Nikkei Dow) (26646 on 14/10) (18544 on 13/1)
Thursday 15 26428
Friday 16 26367 -61 -0.2
Monday 19 25746 -620 -2.4 -681 -2.6
Tuesday 20 21910 -3836 -14.9 -4517 -17.1 -4736 -18% +3366 +18%
Wednesday 21 23947 +2037 +9.3 -2480 -9.4 -2699 -10% +5403 +29%
Thursday 22 24404 +457 +1.9 -2024 -7.7 -2242 -8% +5860 +32%
Friday 23 23201 -1203 -4.9 -3227 -12.2 -3445 -13% +4657 +25%
Monday 26 22203 -998 -4.3 -4225 -16.0 -4443 -17% +3659 +20%
Tuesday 27 22835 +632 +2.8 -3593 -13.6 -3811 -14% +4291 +23%
Wednesday 28 22578 -257 -1.1 -3850 -14.6 -4068 -15% +4034 +22%
Thursday 29 22033 -545 -2.4 -4395 -16.6 -4613 -17% +3489 +19%
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The peak price was 416p (on 7 July this year). The low this
year was 238p (on 2 January). The share price over the last
10 days is as follows:

BP
Wednesday 7 Oct 369
8 Oct 367

L g o 363

Monday 12 "Dex 362
13 Oct 362

14 Oct 35

15 Oct 349

16" 'Oct 350

Monday 19 Oct 317
20 Oct 286

21 “OCcE 299

22 Oct 280

23 0ct 287

Monday 26 Oct 266
27 0Oct 260

28 0ct 254

Thursday Q4 Oct
(neon) Q6N
(Bpm) 362
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Jaguar

BT

British Gas
British Airways
Rolls Royce

BAA (*)

BP

(* partly paid,

PRIVATISATION ISSUES

(Fully paid prices except where indicated)

Issue Date Issue Peak Thursday Wednesday 28

Price Price close (% change

(18/10) on issue

price)
August 1984 165 626 578 286 (+73)
November 1984 130 336 261 229 (+76)
December 1986 135 200 168 137( +1)
February 1987 125 235 219 140(+12)
May 1987 170 240 206 125(-26)
July 1987 100 152 15) 107( +7)
254

fixed price offer)

Thursday

(noon)

Q99 a9
A4 A3
6 THD
138" 156
135 e
105 103
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Thursday 15
Friday 16
Monday 19
Tuesday 20
Wednesday 21
Thursday 22
Friday 23
Monday 26
Tuesday 27
Wednesday 28

Thursday 29

EXCHANGE RATES
(London close, except where indicated)

$/€
1.6650
1.6645
1.6865
1.6560
1.6532
1.6522
1.6605
1.6910
1.6930

1.7120
| -0

$/DM

1.7990
1.8005
1.7718
1.8060
1.8100
1.8105
1.8032
1.77125
1.7692

1.7505
13330

DM/£

2.9953
2.9969
2.9881
2:9907
2.,9923
2.9913
2.9942
229573
229953

2.9969
Q9863

Y/$
142.00
142.70
141.30
143.75
143.90
144.30
143.55
141.85
141.80

139.05
13530
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RS AR S AR SRR =3

i ) ey Jo 2810l
248 /'/ U

JAN ' FEE ' MAR ' AFR ' MAY ' JUN " JUL " AUG " SEF " OCT °
___ BRIT.FETROLEUN

87 DAILY

468 | AR

:

| \/«,.\N I \\
350 \[ 7

\~

268 |

JAN ' FEE ' MAR ' AFR ' MAY ' JUN " JUL " AUG " SEF " OCT °

L o PRICE HIGH 416.86 7/ 7,87 LOW 248.67 2/ 1/87 LAST 298.68
PRICE REL. TO LONION - F.T.A. 588 SHARE INDI. - FRICE INDEX




ﬁdHUN TO FCOLN
% e i B B L
BRS 747

CONFIDENTIAI
F vawu HOMG

- g

i 8§

HONG RONG

~”Cﬂ EXCHANGE
IRED TO REPORT :
IONS. THE i
HE MARKET ON
WHO FARlIt 70
IRPLINARY

=D T0O CONT INUE
TJRDQYJ TO
TED TRADING

:II'
4,m

A
4

m;&g:wu

*U\ DRY
REPORT UM

CHAMBE IS5 NOW WIDELY

i SHORT STRATEMENT
¥ PORTANCE OF THE

HOS ENGAGED THE HAMBROS BANK LTD..
TO BCT A5 BOVERNMENT? S

GOVERNMER

INDON MERCHANT BAMKD,

ADING L

MATTER® .
THE PURLIC LINE THAT **THIS IS A VERY COMPLEX AND

MATTER AND H

§ et

MBROS HAS BEEN ENGAGE O LOOR INTO-IT: o WE
NOT WISH TO MAKE ANY COMME § TRAGE UNTIL WE HAVE

CONSIDERED THE ADVICE OF HAMBROS®?.

HOMEROS IS MEDIATING BETWEEN THE TWDO GROUPS REFERRED TO IN MY
TELNG 17 OF 22 OCTOBER, I.E. THE *’LONGS’® LED BY KIM CHAM AND
RONALD i1, AND THE ”"SHGRTE” LED BY HL HONG RKONG BANK GROUR, 10
FIND AN RCCEPTRBLE SOLUTIUN. g



CHAN PRESENTED SN ALTERNATIVE SOLUTION THIS MORNING, WHICH
ITTLE WAY TOWARDS MEETING THE *’8SHORTS’ Y. BUT THE G ;
ILL SURSTANTIAL.

® EXECUTIVE COUNCIL
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Fm HONG RONG

TO FLABH FCO

TELNO 40335

OF 2310457 OCTOBER .87

STRICTLY PERSONAL FOR HUmM, HRKD

FROM DEPUTY TD THE GUVERNOR SF UBN (. KoNT
CLOSURE OF STOCK MARKET AND FUTURE®S MORKET
MIPT REFERS.

QUOTE

e, somm s, 1oy foasn segee

FROM FINANCIAL SECRETARY

GUESTION =

DOES THE GOVERNMENT APRROVE OF THE DECISION OF THE COMMITTEE OF
THE STOCK EXCHANGE OF HONG KONG LTD TO SUSPEND TRADING ACTIVITIES
ON THE EXCHANGE FOR FOUR DAYS (TUESDAY 2ZOTH OCTUBER TO FRIDRAY 23RD
OGCTORBER 1387 INCLUBIVE) AND, IF 50, WHAT ARE THE MAIN REASONS FOR
SUCH APPROVAL AND WHY DID THE COvMISSIONER FOR SECURITIES NOT ORDER
THE SUSPENSION UNDER 27 OF THE SECURITIES ORDINANCE, RATHER THAN

LEAVING THE DECIBION TO TriE COMMITTEE OF THE STOCK EXCHANGE OF HK

LTD?
REPLY =

THE GENERAL COMMITTEE OF THE HONG KONG STOCK EXCHANGE UNANIMOUSL
DECIDED YESTERDAY TO SUSPEND TRODING FOR FOUR DRAYS TO ENABLE ALL
GUTSTANDING TRANSACTIONS TO BE SETTLED IN ACCORDANCE WITH THE TRADING
RULES OF THE EXCHANBE. THE QUESTION OF BOVERNMENT ARPROVAL DOES NO il
ARISE SINCE THE EXCHANGE HAS THE BOWER TO TAKE SUCH ACTION UNDER '
1TS OWN RULES. THE BGOVERNMENT WRS, HOWEVER, INFORMED IN ADVANCE oF
THE PROPOSED ACTION, WHICH IT REGORDS AS A SENSIBLE RESPONSE TO ‘
THE SITUATION.

THE DECISION TO SUSPEND TRADING WAS LARGELY DETERMINED BY THE
CONSIDERABLE EACKLOG DF OUTSTANDING TRANSACTIONS WHICH REGLIRE TO
EE SETTLED. THIS BACKLOB RESULTED FROM THE RECENT VERY HIGH LEVEL
OF TURNDVER IN THE MARKET. IT IS IMPORTANT THAT BODKS ARE PROPERLY
SOUARED BEFORE TRADING IS RESUMED PARTICULARLY ABAINST A EACKEROUND
OF MIBHLY VOLATILE WORLD MARKETS. THE EXCHANGE CONSIDERS THAT 1T
WILL TAKE FOUR DAYS TO CLEAR THE BACKLOG. I MIGHT ADD THAT A
‘SECONDARY EENEFIT OF THE SUSPENSION, WHICH I REGARD AS HELPFUL
THAT IT ALLOWS TIME FOR THE INITIAL OVER-REACTION TO EVENT .

 BUBSIDE. , i
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THE BUESTION OF INTERVENTION BY THE COMMISSIONER FOR BECURITIES
DID NOT ARISE BECAUSE THE HONG KONG STOCK EXCHANGE TOOK THE
INITIATIVE OF SUSPENDING TRADING UNDER ITS OWN RULES. I THINK IT
15 PREFEROBLE FOR SELF REGULATORY RODIES SUCH AB THE EXCHANGE TO
MAKE USE OF THEIR OWN POWERS WHERE THESE ARE RAVAILABLE INSTEARD OF
RESORTING TO GOVERNMENT INTERVENTION. THIS IS5 IN LINE WITH OUR
GENERAL PHILOSOPHY TOWARDS THE FINANCIAL MARKETS IN HONG KONG.
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LNMDAN 53941 HMLNAN 0886
CONFIDENTIAL
27 FEBEN
—M HORON TO FCOLN
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CONF IDENTIAL

FM HONG KONG

TO FLASH FCO

TELNG 4032

OF 2310557 OCTOBER 87

STRICTLY PERSCONAL. FOR HuM, HKD

FROM DEPUTY TO THE GOVERNOR OF HotC. KefJo

CLOSURE OF STOCK MARKET AND FUTURE®S MARKET

FROM FINANCIRL SECRETARY

BENERAL

MY REPLY TO MARTIN LEE’S GUESTION IN LEGCO YESTERDRY, COPY IN

MIFT, GIVES THE OQDMINISTRATION’S LIME. LEGCO MEMBERS WERE CONCERNED
ABOUT THE UNBATISFACTORY CLEARING SYSTEM OF THE EXCHANGE. I SAID

THE EXCHANGE 15 EQGRGING EXPERT ASSISTRNCE 7O DEVISE A FAR MORE
SATISFACTORY CLEARING SYSTEM. ON THE GUESTION OF WHETHER THE
FOUR-DAY CLOSURE WILL AFFECT HONG KONB®S IMAGE AS A FINANCIAL CENTRE,
I MADE THE POINT THAT THE EVLW”S OF THE PAST FEW DRYS WILL HAVE AN
EFFECT WORLDWIDE ON INVESTORS® CONFIDENCE FOR SOME TiImMeE TO COME

BUT I DID NOT BELIEVE THAT HONG KONG WOULD SUFFER ANY MORE THAN

OTHER MAJOR CENTRES. ON ihg DD%QIELTTY OF EARRLY REDPENING OF THE
EXCHANGE, OUR LEGRL ADVICE rOGOVERNMENT HEAS NO POWER 70
INTERVENE TO RERBUIRE THE EKEJ. = T BE REOPENED ERMRLIER. THERE ARE
ALSO NO RESTRICTIONS OMN THE POWER OF THE EXCHANGE TO CLOSE, OTHER

THAN THEIR OWN RULES.

2. BECAUSE OF SEVERE DROPS IN WORLD MARKETS ON TUESDRY, I
BELIEVE THERE IS NOW GENERAL SUPPORT FOR THE DECISION TO SUSPEND
TRADING ALTHOUGH THERE ARE OTHERS AIRING STRONGLY THE OPPOSITE VIEW.

3. WHEN THE MARKET WAS SUSPENDED ON TUESDAY, THERE WAS A RUSH OF
UNIT TRUST HOLDERS TO REDEEM THEIR HOLDINGS. HOWEVER, THERE WERE NO
DISORDERLY INCIDENTS. THE UNIT TRUSTS (EXCERPT ONE) VERY QUICKLY
ANNOUNCED THAT THEY WOULD NOT REDEEM UNITS INVESTING IN HONG KONG
STOCKS WHILE THE STOCK MARKET REMQINEE CLOSED BECAUSE THEY WERE
UNRBLE TO GUOTE FPRICES.

4. THERE WERE REPORTED ACTIVITIES IN THE GREY MARKET. AS OF

' YESTERDAY, TRADING WAS REPORTED TO BE AT PRICES AT 20-25 PERCEN
DR ABOUT _BOG POINTS IN TERMS DF THE HANG SENG INDEX, BEL
MONDAY CLOSING. ACCORDING TO MARKET SOURCES, SOME BIG LO
PLAYERS INCLUDING K S LI WERE REPORTED TO BE BUYING AS A SI
SUPPORT, MAINLY FROM UNIT®TRUSTS TO ENABLE THEN TO MEET RED




DEMANDS WHEN THE MARKET REORENS.

J. THE BGENERAL COMMITTEE OF THE SEHK WILL MEET LATER TODAY TO
CONSIDER WHEN THE EXCHANGE SHOULD RESUME TRADING. RONALD Ll
CHAIRMAN OF THE EXCHANGE, IS ADAMANT THAT THE EXCHANGE SHOULD NOT
REDOPEN BEFORE MONDAY ON THE GROUNDS THAT **MORE TIME IS REQUIRED
TO ASBESS WHETHER IMPROVEMENTS IN OTHER STOCK MARKETS ARE ONLY
TECHNICAL REBOUNDS®®, AND THAT SETTLEMENT OF MANY TRANSACTIONS
REMAIN INCOMPLETE.

6. OUR PUBLIC POSITION IS THAT THE TIMING OF REMPENING OF THE STOCK
MARKET IS8 A DECISION FOR THE EXCHANGE. WE ARE OF COURSE KEEDING
CLOBE CONTACT WITH RONALD LI. THERE 15, BHUWEVER., A GRAVE PROR.EM
BESETTING THE FUTURES EXCHANGE, KNOWLEDGE OF WHICH IS NOW PUBLIC

AS A RESULT OF AN ARTICLE IN TODAY'S RAGIAN WALL STREET JOURNRL.

THE J URES ;xubr,n—

7 n TATAL. OF QﬁG TS 7000 SONG SENG INDEX FUTUREE CONTRACTS ARE
,JMISIBMLLEHL IN H ?ﬂmh;wa *Gru MORKET,, THE **SHORTS’® BGRIN

AND THE **LONBS®*® LO8E., MOST DF THE **SHORTS®® ARE INSTITUTIONAL
INVESTORS , LOCAL AND INTERNATIONAL, USING THE **SHORT?? POSITION
LARGELY 0 ~~Dbn THE P CAL BTOCDKS THEY ARE HOLDING. MOST OF THE
> LONGS? ? ARE | ' JIDUBLES AND FIAMS BETTING ON A RISING STOCK
MARKET. THEY g7 n\w TO LOBE SUBRSTANTIALLY IN PRESENT CIRCUMSTANCES.

(4] m 1

8. 80 FAR BIX MEMBER FIRMS OF HKFE HAVE NOT RBEEN ABLE 7O MEET MARGIN
BECIIREMENTE AND THERE I8 A SHORTFALL OF DOLLARS &4 MILLION ON AN
ONGOING BUQINESS MBIS. IF A FURTHER DROP IN THE HANG SENG INDEX
CURS WHEN THE STOCK #MARKET i NG NEXT MONDRY., THERE COULD BE
STHER qifwﬂﬁl EFRULTS. THE GUARANTE CORPORATION, WHICH
GBUARANTEES PAY! ON AL CONTR 1 UTED ON THE HKFE, HAS A

LN

CRPITALISATION OF ONLY DOLLARS 15 mMILLI AND. RESERVES. WHICH
WOULD PROBABLY ALLDOW ACCESS TO AROUND DOLLARS 2= MILLION DF COVER

FOR DEFAULTS. S

9. THERE ARE TWO ODTIONS. IR THE FE ;
70 ** CLOSE Ut Bl 4 CONTRACTS, ,.t. REGUIRING THE
DNTRACTS 7O INVOICED BACK AT PRICES A8 DETERMINED EBY ITS MARKET
- THIS wcH_D LONTAIN | OSSFS FOR MARKET MEMBERS WITH
i WG MANY OF WHOSE c;*hmra HAVE WALKED AWAY FROM THEIR
COMMITMENTS BUT RE SEEN TERNGBTIONALLY M5 RENEGING ON CONTRACTS '
DESPITE :nL“iHu; THAT 7%:5 18 Lageiig_pga'*sszELE QVD HAS BEEN DONE
IN OTHER MARKETS NOTARLY THE LONDON METAL XCHQNGu. FURTHERMORE, 1IT
WOLLD LEAVE THOSE WIiTH *"s~u<i T POSITIONS ON WITH UNCGVERE
*LONG?® POSITIONS IN THE STOCK MARKET WHICH *a Y WILL WISH TO B
WHEN THE EXCHANGE REQPENS. THE HONGKONG EANK GROUP HAS
LA WRE, THOSE AFFECTED NRGUE THAT TI1S WOULD
MEGN THE ES MARKET IN HONG KONG, BECAUSE THE HWFE,
AND THE EJHRHuﬁ & CJ’“GNQ ION THAT STANDS BEHIND IT. wGULD LOBE
ALL INTERNATIONAL CREDIBILITY: THE RIS PLAYERS WOULD WITHDRAOW:
LENGTHY AND COSTLY LITIGATION ABRINST THE HKFE AND I1TS DIRECTORS
COULD FOLLOW. ADDITIONALLY, THE STOCK MARKET WOULD FALL HERAVI
WHEN 1T OPENS UNDER THE WEIGHT OF THE SELLING BY THOSE WITH
UNCOVERED °*LONG’* POSITIONS. :

EClSh_iIS_EXE~I

AT SR

L Lib

T

"7 ONG??  POSTT

LIGUIDATE

10. THE SECOND OPTION, ADVOCATED EY THE EIG PLAYERS LED H :
_BANK, I8 FOR THE fQRnE"ﬁii-EENTTﬁUE WITHOUT CONTRACTS EBEING
DUT. THAT WOULD MEAN A SUBSTANTIAL NUMEER OF HKFE MEMEERS A

“HRGRERQGE FIRMS, "PRACTICALLY ALL LGCQ;;:%£E£¥%é§§§§§é§3hwh,‘m_w‘




SUBSTANTIAL RUN NN THE GUARANTEE CORPORATION. TO MEET THE RUN, A

. ﬁ_LIFEBDRT_ WOULD BE REGUIRED. WHICH THE BIG PLAYERS WOULD FE—REQDY TO

PUT TOBETHER RY INJECTING SUBGTANTIAL CAPITAL+POLEARE 1 T0O 2 BN)

VINFO THE CORPORATION. THIS WOULD BE CONDITIONAL, HOWEVER, ON THEIR
EFFECTIVELY TAKING OVER OF THE HKFE. AND CHANGING MANY OF THE RULES
WHICH THEY ALLEGE WAVE CONTRIBUTED TG THE PRESENT DIFFICULTIES. THIS
COURSE OF ACTION I8 AT PRESE a. STRONGLY OPBPOSED BY THE PRESENT
MANAGEMENT, INCLUDING KIM CHA e

ii. THE PRESENT BDARD AND ¥ANAGEMENT OF HKFE ARE OF THE VIEW THAT

IF TH: ROUTE WERE TO BE FOLLOWED THERE WOULD BE KNOCK-ON EFFECTS

IN THE BTOCDK MARKET FROM THE FAILURE OF HKFE MEMBERS WHO ARE ALSBD
BIG QLQYERS 0N THE EXCHANGE. FURTHER IT IS5 CONSIDERED THAT THE BOARD
OF THE HKFE WOULD BE LIABLE T R CLOIMS FROM ITS MEMEBERS AS
THE FRILURE TO CLOSE TOUT POSITIONS WILL HAVE DIRECTLY CONTRIBUTE

TO THEIN LUSSES.

PRESENT SCTION

12 IN AN ATTEMPT 70 FIND MIDDLE GROUND WE HAVE :NifiﬂEiED HAAMBROS

TO ACT ON GOVERNMENT? 8 REMALF. THEY ARE NOW ENGRGING IN RCTIVE
DISCUSSI0ON WITH B Ii\fr‘:‘-'\"}'_'S"é'Eli‘ PRARTIES., HHEIR 1’\»1"’ AL MVIEW 15
THQ'T ANY SOLUTION MU C‘J E"’ ACCERPTARBLE TO THE INTERNATIONAL ECWI‘V‘UNI Baadet
IF HONG KOMG®S CREDI Y A5 AN INTERNATIONAL FINANCIAL CENTRE 18 L
TO BE MAINTAINED BT ~~V RECOGNISE THAT THERE IS NO ERABY OUTCOME. e
WE HAVE MRADE IT L,W:{%':) THAT IT IS EXTREMELY UNLIKELY THAT GOVERNMENT

WILL BE ABLE TO CONTRIBUTE ANY FINANCIAL SURPORT TOWARDS A SOLUTION,

1

BOTH ON POLITICAL AND LEGRL BROUNDS.

gt

. WE ARE UP ABAINST A TIGHT TIME TRELE AS ANY SOLUTION MUST BE
N PLACE BEFORE THE STODK MARKET RE-OPENS. IN THE CIRCUMSTANCES,
E-OPENING THE STOCK MARKET BEFORE THE WEEKEND IS NOW IMPRACT ICABLE.

Lo
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YOUR TELNO 2802

THAT Y”S*bRDQY’S TELEGRAMS ON THE CLGSURE OF THE
AND FUTURES MARI ENT TO THE GOVERNDR IN NEW YORRK
7O YOu. i e £ o InN MIFT .
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CHANCELLOR : cc: Sir P Middletom (¥ > 4 B LF

[ %
Mr Cassell 3Jﬁr

s

>
R
¢
=

Mr Peretz \v e -
Mr Ilett \W OV &

Nhe }\ <, Y \ ;} % ﬁ,_;
HONG KONG ' Pni /\a i w»' / L'\ YN~
PR o £ ; VY / \ }\y : };

- ‘{ Ny
I attach a bundle of telegrams from the Deputy Governor Of Honge”
Kong to the Hong Kong Governor (who 1is currently in the Ub)

reporting the present situation. In terms of hard news, they

are not a great advance on Anthony Loehnis's report at your

meeting this morning, but they do give a reasonably clear accuunt\ ;&
r"‘

of the present problem in the futures market, and the possible

solutions that are being considered.
25 There is one point on which we shall need to take yonx\“
mind later on today. In( telno 4034, the Deputy is asking for
contingent approval - from the Foreign Secretary - to use the
resources of the Exchange Fund either to prop up the equity
market, when it reopens on Monday or to contribute to a |
recapitalised guarantee corporation. The Foreign Office are ¥
consulting their lawyers urgently. At first glance, the exchange
fund ordinance does appear to cover the purchase of "securities
approved by the Secretary of State", which would appear to include
equities. We are not sure whether the ordinance covers the

second option.

She The Foreign Secretary will certainly need advice from

ourselves and the Bank. I will report further when I have

o

RACHEL LOMAX

consulted Anthony Loehnis.
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{ CONFIDENTIAL - MARKET SENSITIVE [\
. FROM: MRS R TLOMAX
= DATE: 23 October 1987
‘ PS/CHANCELLOR cc: PS/Economic Secretary

Sir P Middleton
Mr Cassell

Mr Peretz

Mr Ilett }
Mr Kelly 23

HONG KONG

Following our telephone conversation this afternoon, in which
you told me that the Chancellor had accepted my advice, agreed
with Anthony Loehnis, that we should leave use of the Exchange
Fund to local judgement, providing the proposed uses were intra
vires, the Foreign Secretary has given contingent authority
as requested in the Deputy Governor's telegram no 4034. Foreign
Office lawyers confirmed that it was proper to use the Exchange
Fund to contribute to a recapitalisation of the guarantee

corporation.

20 As I told you on the telephone, the emerging package seems

to be on the following lines (according to the FCO):-

S the futures market will be closed out at a lower
level, which will ensure that the speculators get their

fingers burnt, but do not lose their shirts;

abaiE the "shorts" will be persuaded to rally round and

provide credit for the "longs";

5Lkl the authorities will aim to get local financial
institutions to «contribute to a recapitalised guarantee
corporation, which the Government will top up (from the

Exchange Fund) ;

et clear undertakings will be given about reorganising

‘ the markets, with tighter rules.




CONFIDENTIAL - MARKET SENSITIVE

3. The option of supporting the equity market on Monday by

buying blue chip shares seems to have receded.

4. The broad intention behind the present package is Lo limit
the gains of the shorts, who are largely foreign institutions,
and persuade them to bale out the longs - local individuals,
who have lost quite heavily. This much is implied by the analysis
in paragraphs 9-10 of telno 4034. I discussed with the Foreign
Office whether it would be possible to obtain a more considered
analysis in response to the Chancellor's questions, before action
falls to be taken, but we were forced to conclude that it was
probably not. As noted at the Chancellor's meeting this morning,
we are in the hands of the people on the spot, given our present

state of knowledge.

RACHEL LOMAX
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23 Qeteber iB8T

From the Private Secretary

Year Mg

}
HONG KONG

The Chancellor this morning outlined to the Prime
Minister the problems faced by Hong Kong, particularly the
heavy exposures and potential losses in the stock index
futures market. The Prime Minister stressed to the Chancellor
her very great concern about the possibility of severe
financial difficulties in Hong Kong. This would strengthen
the position of "the Left" in China and could put at risk the
agreement with the Chinese Government about the future of Hong
Kong.

DAVID NORGROVE

Alex Allan, Esqg.,
H.M. Treasury.

SECRET
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MARKETS IN HONG KONG: =
P kg X 1
DAVID LI (CHAIRMAN BANK OF EAST ASIA) SPOKE TO THE SECRETARY OF [, 7%
STATE THIS MORNING IN BEIJING TO MAKE SOME POINTS ABOUT THE HONG
KONG STOCK MARKET :-

(A) HIS OWN VIEW WAS THAT THE FUTURES MARKET WAS AT CRISIS POINT.
CURRENTLY CLOSED, IN HIS VIEW, IT WOULD NEVER REOPEN.

(B) IN HIS VIEW, HONG KONG STOCK EXCHANGE AUTHORITIES HAD ACTED
UNWISELY IN CLOSING EXCHANGES SO PRECIPITATELY. STRONGER
HANDLING WOULD BE REQUIRED IN FUTURE.

(C) HE SAID HONG KONG AUTHORITIES (IN WIDEST SENSE) HAD BEEN
INEFFECTIVE AND SHOULD NOW ASSERT THEMSELVES. IN HIS VIEW,
GOVERNOR'S ABSENCE WAS REGRETABLE. HE SHOULD CONSIDER RETURNING
FOR REOPENING OF THE MARKET.

2. LI WENT ON TO MAKE POINTS ABOUT ONE WELL-KNOWN HONG KONG BANK.

IT HAD BEEN TOO HEAVILY INVOLVED IN FUTURES MARKET AND WAS NOW
DANGEROUSLY OVEREXPOSED. HE SAID THE BANK HAD APPROACHED THE HONG
KONG AUTHORITIES SEEKING HELP FROM GOVERNMENT RESERVES. LI SAID
THAT BANK OF CHINA (WHO OWN 5% OF HIS BANK) HAD TOLID HIM IN BEIJING
TODAY THAT THEY WERE OPPOSED TO THIS SOLUTION. 1IN LI'S VIEW, THE
GOVERNOR'S PRESENCE WAS CALLED FOR.

COMMENT:
3. SOME OF THESE POINTS MAY HAVE BEEN OVERSTATED BY LI AND WHAT HE
SAID MAY NOT BE NEW. NEVERTHELESS, SECRETARY OF STATE THOUGHT IT

RIGHT FOR THESE VIEWS TO BE PASSED TO CHANCELLOR AND GOVERNOR OF THE
BANK OF ENGLAND.

4., SEE MY IFT.

EVANS

PAGE 1
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.. .MIPT: MARKETS IN HONG KONG.

1. THE BANK REFERRED TO (MIPT, PARAGRAPH 2) WAS
THE HONG KONG AND SHANGHAI BANKING CORPORATION.
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£ND TO DESKRY ZEO100Z PEKIMG

JSSIDENT CLERM PLEASE DOSS TH SI3 Do HWI-EANT BRIVATE SEERETARY
TO SECRETARY OF STATE AND HUM, HONG KONG DEPARTMENT FROM DEBUTY
T StHE LCEYVERNEAR,

SIRCDLWILSHN Ta AT BROWN® S THETREL H0l —498=6020 HIS BERIVATE “SEERETAORY
RIEHARD HERRE 15" 1IN ROOM 74,

V.R TELNGC 2813 (NOT TO BPERING) STOCK AND FUTURES MARKETS

HHE PREBEENMSTIINEMY. TEENESSLOSO=4 CANBT SN0 PER TG WERE
DISCUS5EDL BY" EXEQ DV THEEMERNING BESSSHEOETERERL S THE CEOUNETISSWERE
INFERMED GF “THE ASSEESMENT BY STHe GOVERMMENT? &5 ADVISERS. “HAMEREOS
SNDBE ShETEATIE Q’” PROPOSALS FOR RACTICN.

-

e BHRE= BPTIONS HAD EEE! SNTIEIED RY (HAMEROS. S alHESESAERESITE
DO NOTHING, LOSE OUT AT AN _AREITRARY PRICE OR A _COMMITTED DRAWING
S5CILITY OF UP 7O =W DOLLARS 2 EILLION TO ENARLE THE GUARANTEE

Hu
_CORPORATION TO MEET ITS COMMITMENTS. THE COUNCIL RECOGNISED THAT

T-Z OVER-RIDING RZQUIREMENT WAS TO PRESERVE HONG KONG’S REPUTATION
AS AN INTERNATICONAL FINANCIAL CENTRE, TO PROTECT THE ECONOMY AND
T RELISVE THE 2RESSURE ON THE EXCHANGE RATE. ONLY THE THIRD OF
THESE OPTIONS WOULD ACHIEVE THIS. BUT IN AGREEING TO IT SOME
MEZYEERS SXPRZSSED CCONCERN THAT THIS MIGHT BE SEEN AS A EBAIL OUT
USING PUELIC FUNDS TO PROTECT THE DPOSITION MF THOSE, RICH LOCAL
SHOECULATORS WHO HAD GONE LONG IN THF FUTURES EXCHNNGE, AND THAT IN
ARTICULAR SOME OF THOSE CONCERNED MIGHT TAKE REFUGE EREHIND SHELL
COMPANIES IN ORDER TO ESCAPE THEIR LIARILITIES. IT WAS POINTED OUT
TO MEMEBERS THAT IN THEZ TIGHTLY KNIT CCMMUNITY OF HONG KONG IT WOULD
EZ VERY DIFFICULT FOR THOSE CONCERNED TO DEFAULT ON THEIR COMMITMENT
IN THIS WAY AND TO REMAIN IN TOWN. OTHER MEMBERS THOUGHT THAT
WHATEVER HAPPENED THE GOVERNMENT WAS LIKELY TO COME IN FOR SEVERE
CRITICY¥SM., GENERALLY MEMEERS MADE IT CLEAR THAT THE PRICE OF THEIR
'DDRT WAS A VIGOROUS EFFORT TO CLEAN UP EOTH EXCHANGES.

3. ‘MEMBERS BRIEFLY DISCUSSED THE PROPOSAL BY 2?2 7THE BIG PLAYERS®®
(PARTICULARLY MR LI KA-SHING) THAT THE TAKE OVER RULES AND RULES
FORBIDDING SHARE PURCHASE IN THEIR OWN COMPANIES SHOULD EBE WAIVED
IN DORDER 70 ENABLE THEM TD PROP UP THE MARKET. THEY EXPRESSED
RESERVATION ABOUT ARPPROVING THESE MEASURES BEFORE THERE HARD EBEEN AN
OPPORTUNITY TO CONSIDER THEIR IMPLICARTIONS IN FULL. GENERALLY THEY
NOTED THAT THE MOST EFFECTIVE WAY TO HELP THE RECOVERY OF THE STOCK
TARKET WOULD EE TO WITHDRAW RIGHTS ISSUES NOW PENDING.



|

4. MEYRERS WERE IN FAVOUR OF USING THE EXCHANGE FUND AT THE
PROPRIATE MOMENT TO EUY INTO THE MARKET. THEY WERE ALSO IN FAVOUR
= RESTRICTED TRADING_OVER THEZ NEXT WEEK IN ORDER TO LIMIT THE FALLS
FROM DAY TO DAY. THEY NOTED THAT THERE MIGHT EE A CASE FOR -
DEFERRING THE OPENING OF THE STOCKX MARKET TOMORROW EUT RECOGNISED
THAT IT WAS TOO EARLY TO TAKE A DECISION ON THIS.

e ON THE BASIS OF EXCD’S DSCISION DISCUSSIONS WERE HELD TODAY WITH
HKFE PARTICIFANTS AND LEADING INVESTORS. THIS HAS ENABLED US T0O
RGREE A PRCHAGE AS FOLLOWS - Sy

(R) HE FORMATION OF A SUFPORT FACILITY FOR THE HONG KONG
FUTURES GUARANTEE CORPORATION (FKFGBC) TO ENRELE THE LATTER
TO MEET ITS GUARANTEE COMMITMENTS AND TO UNDERWRITE NEW
GLIRARANTEES:

(B) THE FACILITY WILL HAVE A LIMIT OF HK DOLLARS 2_000_OC D00
THIS WOULD PROVIDE COVER. ON A WORST CASE SCENARIO., FOR A FALL
OF APPROXIMATELY 1050 POINTS IN THE HANG SENG INDEX FROM THE
CLOSE ON 15 DCTORER 1987:

U]

(C) THE PARTICIPANTS WILL RE -

(1) UP TO KK DOLLARS 1,000 000,000 : THE MAJOR

PARTICIPANTS IN THE HWKFE AND SHAREHOLDERS OF HKFGC:

(II) UP TO HK DOLLARS 1,000,000, 000 : THE HKG (CN A LAST
. IN-FIRST OUT BASIS). (THIS WILL COME FROM THE EXCHANGE
FUND., ) =

(D) REPAYMENTS ARE 7O BE OVER S YEARS MAXIMUM. WITH RECOURSE
LIMITZD 7O THE PROCEEDS DOF -

(I A LEVY ON FUTURE HKFE CONTRACTS:

G119 A NEW LEVY ON ALL FUTURE CONTRACTS ON THE HONG KONG
STOCK EXCHANGE:

(I11) RECOVEZRIES SUESEGUENTLY RECEZIVED RY HKFGC FROM
DEFAULTING CLEARING MEMEERS OF THE HXFE:

() RESTRUCTURING OF THE FUTURES EXCHANGE INCLUDING THE
APPOINTMENT OF A NEW CHAIRMAN AND INJECTION OF NZW MEMEERS.
THE CHAIRMAN IS 7O BE WILFRID NEWTON. CHAIRMAN AND CHIEF
EXECUTIVE OF THE MASS TRANSIT RAILWAY CORPORATION. WHO IS
AN ACCOUNTANT BY PROFESSION AND HIGHLY REGARDED:

(F) AGREEMENT WITH HOLDERS OF *’SHORT’® POSITIONS IN THE
FUTURES EXCHANGE NOT TO REALISE LONG PDSITION IN THE STOCK
MARKET DURING THE PERIOD OF THEIR FUTURES CONTRACTS.

Bl IN"ADDITION WE HAVE EEEN IN TOUCH WITH A NUMEBER OF EIG
ESTORS SEEKING THEIR EROAD SUPPORT IN AVOIDING PANIC SELLING
W THZ S570CK EXCHANGE.

7. ON THIS BASIS EOTH THE HONG KONG STOCK EXCHANGE AND THE FUTURES
EXCHANGE WILL OPEN AT 1100 HONG KONG TIME ON Z6& OCTOEER.

PUBLIC ANNOUNCEMENT



d. A STATEMENT RY GIS COVERING THE PACKAGEZ WILL EE MADE AT ZZ1S
HONG KONG TIME (1415 GMT) TONIGHT 2S5 OCTOEER.

INFORMING THE- EHINESE

g2 THE POLITICAL RDVISER HAS INFCRMED NCNA TCONIGHT OF THE PACKAGE
BEFORE THE ANNOUNCEMENT. HE EMPHRSIZED THE IMPORTAMCE WHICH THE
GOVERNMENT ATTACHES TO THE SUPPORT OF THE CURRENCY AND THE
FAINTENANCE OF HONG KONG’S RPCSITION AS A FINANMCIAL CENTRE.

10. A SEPARATE BACKGROUND TELEERAM HAS BEEN SENT TO PEKING. WHO
MAY WISH TO DNHW ON THAT AMD MATERIAL IN THIE TELEGRAM IN
EXPLAINING THE RCSITION 7O CHINESE GOVERNMENT INTERLOCUTORS.
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N G FRAY
26 October 1987

MRS LOMAX
STOCK MARKET: MORNING & EVENING REPORT

The Chancellor has seen and was grateful for your two minutes of

23 October.
A4

N RAY ~
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FINANCIAL MARKETS

Opening 10 AM

73.8 73.9
1.6838 1.6870

1.7765 L7727
141.90 141.65

UK interbank £
9 3/8 -y

9 11/32 (-9/32)
9 3/16 (-7/32)
9 7/16 (~-3/32)

MG NOON REPORT

£ERT
$/%
DM/ £
DM/ $
Yen/$

7 day
1 month
3 month

12 month

Monday 26 QOctober 1987

NOON 0il Price (10 AM)
Zaul

1.6935 Nov $18.85

1: 72700 Jan $19.00

141745

Eurodollars
6 7/8 (~1/16)

y (~1/16)
7 11/16 (~-1/16)
8 (~1/4)

Figures in brackets show change since previous market close
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| MARKET COMMENT In the foreign exchange market the dollar fell sharply

| (denied by UdYreasury). It firmed in the Far East this morning

lafter the ToKQo stock market fall, but emsed on profit taking to close
ilittle changed.It has continued to emse this morning in & nervous London|
I market. Sterling is sharply up on the weaker dollar by about 3 cents and)

ihas continued firm.

| The Jmpmnese and Hong Kong equity market closed down, Nikkeil at 22202

1 =1096 and Hang Seng 2241.69 ~1120 a drop of 33% since last opening. The
iUS market closed little changed from Thursday at 1950.76 +0.33. The
IFTSELQD opened at 1685.5 -109.7 and at 12.11 it was 1669.7 -125.5.

| The gilts market opened well above Fricdmy’s close. And went higher. For
imuch of the morning longs were 3 points up on the dj:f;ptil profit

]
itaking took it off its best before noon. v //f%?252%§§;

MARKET INTERVENTION ($m)

Price change since

|

'

| Overnight +103$% New York
| Today so far +1808%

| Total +2538%

|

1

|

'

{GILTS

]

1

d L.atest market
| movements

|

;

| Shorts Better

i Mediums ‘Better

Longs Steady
|

1

|Futures

| (l.ong Contracts)

|
|
]
1in New York on Friday evening on a rumour of a G5 meeting at the weekend!|
]
:
|

OTHER COUNTRIES INTERVENTION ($m)

Gilt Sales since

-£6.6 million
+39/32
+73/32 All Indexed linked
+88/32 | e o s o e e e e s e !

|

| ]
] 1
] ]
] ]
] ]
[} ]
| 1
| ]
previous close I market opening |
! |
| |
I |
| ]
| i
1 ]
| 1

i
|
i
+83/32 (Vol:23154) i
|
i

NAME: Miss R J McRobbie, MGl Division
TEL NOS: 270 55857/5560
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FROM: P D P BARNES
DATE: 26 October 1987

PS/CHIEF SECRETARY cc Sir P Middleton
Sir T Burns

Mr Cassell
_Mr Peretz
. f ,'.‘ . 3 ‘7—_‘ Al L"'."

'Mr R I G Allen
Mrs Lomax
Mr Cropper

CRASH OF 87 AND THE 1929 ANALOGY

The Economic Secretary thought that the Chief Secretary and copy

recipients might also like to see the attached minute.

fe

P D P BARNES

Private Secretary



SECRET AND PERSONAL

FROM: ECONOMIC SECRETARY
DATE: 23 October 1987

CHANCELLOR

CRASH OF 87 AND THE 1929 ANALOGY

For what they are worth, I elaborate below the ideas I mentioned

at the markets meeting this morning.

. History does tend to repeat itself, albecit neither exactly
nor deterministically. We have the power to prevent events
unfurling as they did after the crash of 1929 if we learn from

that (and subsequent) experience.

3% One lesson has been learnt - and that is the crucial importance
of preventing bank failures. Friedman concluded that the banking
collapse and consequent reduction of the money supply by one third

turned what would have been a severe recession into an unprecedented

depression. Deposit insurance in the USA, coupled with the
willingness of central banks to act as lenders of last resort,
should prevent a repetition. (Nonetheless, we need to consider
whether the high 1level of securitisation means a security market
collapse can have a direct impact without bank failures. Also,
banks can contract the global money supply without failures by
calling in loans. Given their existing exposure to sovereign

debt they may be very tough on a new set of creditors, rendered

dubious risks by the collapse of the securities market).

4. However, even if we know how to prevent a recession becoming
a depression,I am less certain that we know how to prevent a major

market collapse initiating a severe recession.

5 There is no doubt that a fall in securities markets will

have a severe effect on demand and growth in the real economy

via several channels:-

(1) the wealth effect on consumer spending/borrowing,
(ii) the equivalent effect on company investment

intentions,

Sl CUR BT AND PERSONAL
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(1ii) contraction of bank lending/recalling loans to dubious
’ risks
(iv) ripple effects to housing market.
6. If anything these effects are likely to be greater now than

in 1929 since financial wealth is proportionately greater.

7 Unfortunately we face the same dilemma as in 1929:
= expansionary measures have 1little effect because
confidence has been punctured (Keynes rightly said

monetary relaxation was like pushing on a string),

& the measures necessary to restore confidence are
themselves contractionary - e.g. reducing the US

budget and trade deficits.

g Even with the benefit of nearly 60 years of hindsight, I
have never seen a convincing analysis of how this dilemma could
have been resolved in 1929 to avoid a severe recession. <

am not optimistic that there is a ready means of avoiding a

repetition now.

9. But we can avoid what commonsense suggests were three failings

in governments' response then which aggravated the problem:

(1) Lack of vigour. Governments then were so bemused they
seemed to react with too little too late and not to press
home such initiatives as they did take. In part this clearly
sprang from their recognition of the dilemma outlined above.
Maybe monetary relaxation did feel as ineffectual as pushing

on a string. But if that is the main anti-deflationary measure

available maybe we just have to push harder.

Likewise they probably recognised that cutting deficits was
both necessary to restore confidence and deflationary. As
a result they went about trying to restore balance in a
half-hearted way. This got the worst of both worlds. It
reduced nominal spending without restoring confidence. The
lesson for Reagan should be clear. Apparently half-hearted

attempts to cut the deficit will not restore confidence,

5 ECRREE Y AND PERSONAL
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but will reduce spending power. Cuts must either be credible
or not at all. Best of all they should be credible but offset

by relaxation overseas.

(11) Lack of Unity. Because governments did not coordinate
their actions effectively they were less effective than they
could have been. Uncoordinated steps - particularly in easing
monetary conditions - will have little effect since markets
will assume they will be undermined by contrary action (e.g.

higher interest rates) elsewhere. What is needed now is

obviously a reduction in both short term interest rates and
long term funding in Germany, Japan and UK which is seen
to be coordinated. Maybe a G7 meeting, properly prepared

and with concrete decisions to announce, would be helpful.

(iii) Loss of Initiative. Because governments reacted

like rabbits before a stoat in 1929 and were seen to be 'doing
nothing' the intiative moved elsewhere. So politically they
lost the initiative to protectionist pressures and the markets

sensed a lack of leadership which further weakened confidence.

(iv) Failure to recognise that the collapse eclipses its

original cause. There is a danger now as then that governments

will remain mesmerised by the problems which initiated the
collapse and fail to recognise that the main problem
progressively becomes the financial collapse itself. 155 2
may have been inflationary fears which unsettled Humpty Dumpty

(ie confidence) but it is the fall itself which finally

shatters him.

Indeed it is only a slight exageration to say that , though
inflationary fears caused the collapse,the collapse has cured
inflation. Increasingly, if it continues , the problem is

likely to be the financial collapse itself.

To be more precise a 10% interest rate may have been barely
adequate to contain inflationary pressures last week. Today
9%% is at least adequate. And I can readily foresee further
cuts (preferably coordinated with Japan and Germany) without

S ECRET AND PERSONAL
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reigniting inflationary flames.

!nfortunately there are fewer 1lessons for this for the UK than

for the other major countries since were are not really part of

the imbalance which has sparked it off.

Ui £
BE ) S SO
PETER LILLEY
’,‘
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¢ CONFIDENTIAL — MARKET SENSITIVE
i FROM: MRS R LOMAX
' DATE: 26 October 1987
. MR KELLY ce: PPS

PS/Economic Secretary
Sir P Middleton

Mr Cassell

Mr Peretz

Mr Ilett

Mr Board

HONG KONG

I attach a further telegram outlining the emergency package

that has now been put in place. Brian Quinn, who kept me in
touch over the weekend, reported some difficulty in getting
two of the foreign banks to sign up until the last minute. In

the event, however, the authorities not only got their package:
they also secured the undertaking from major institutions not

to offload stock referred to in paragraph 6.

28 But it remains very doubtful whether the package has done
‘ the trick. After a "good" morning, there was a strong wave
of selling in the afternoon, and the Hang Seng Index closed
1126 points down, oE G833 Brian Quinn's contact sounded

understandably gloomy during their early morning chat.

Shs The fall in the index is rather more than allowed for:in
setting up the facility, so there must be some question about
whether it will prove adequate. But 4 is . toow early” o tell.
The facility has not been drawn down at all yet. As far as
I can make out, this is because the market works on next day
settlement for margins, so that margin calls will only crystallize
tomorrow. There is also a certain amount of accumulated past
margin "in the kitty" which can be used before tapping the
facislitlty. Finally, the net position of individual brokers
and institutions is still extremely uncertain. There are three
futures contracts, and market participants may be on different
sides of different contracts. The shortest dated contract is
‘ due to fall in tomorrow.
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: ’ One way and another, therefore, tomorrow is likely to be

an important day in Hong Kong. As luck would have it, both
Lord Young and the Governor of Hong Kong are due to speak at
the Hong Kong trade centre here in London. DTI will be clearing
Lord Young's speech with us and the Bank during the course of
today, and they will be very anxious to hear an up-to-date report

of the state of play early tomorrow morning.

Aol

RACHEL LOMAX
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REPORT ON THE STOCK/FUTURES MARKET

i
53

3

{

S5TOCK MARKET

THE STOCK MARKET RESUMED TRADING AT 11.00 AM AFTER A
SUSPENSION OF 4 TRADING DAYS. HEMAVY SELLING SENT SHARE PRICES
TUMBLING WITH THE HANG SENG INDEX OFF 20 PERCENT TO 2700 IN THE
FIREST FIFTEEN MINUTES OF TRADING. CONBISTENT HEAVY SELLING
CONTINUED AND BY 11.4% AM, THE HANG SENG INDEX REACHED A LOW OF
2480, DOWN 2Z&H PERCENT FROM THE CLOSE OF LAST MONDAY. SOME BARGAIN
HUNTERS APPEARED IN THIS LEVEL AND IN THE LAST HALF HOUR OF THE
MORNING SESSION, THE HANG SENG INDEX FLUCTUATED WITHIN THE RANGE
BF 250070 2550, IT CLOSED THE MORNING AT 2517.35, DOWN 845.04
POINTS (25 PERCENT) FROM THE PREVIOUS CLOSE OF 3362.33. TRADING
WHRS HECTIC WITH A TURNOVER OF HKD 2,265 MILLION IN ONE AND HALF
HOURS OF TRADING. SELLING PRESSURE INCREASED IN THE AFTERNOON
AND THE MARKET CLOSED AT 2242, A FALL OF 1120 POINTS (33 PERCENT)
COMPARED WITH THE PREVIOUS CLOSE ON MONDRY, 19 OCTORER. THE
TOTAL TURNOVER WAS DOLLARS 3.82 RBILLION. REUTERS REPORT A BANK OF
CHING BPOKESMAN A8 SAYING THAT P.R.C. ENTITIES HAVE BEEN BUYING
SHARES IN *° OWN COMPANIES?® SEMICOLON SHARES IN KA WAH BANK UNION
GLOBE DEVELOPMENT OND WAH SHIN TOYS CERTAINLY FALL BY LEBS THAN
AVERAGE.

Za THE HANG SENG INDEX IS NOW BELOW THE 2568 MARK IT REACHED AT
THE END 0OF 19388,

FUTURES MARKET .
3. THE FUTURES MARKET ALS0 RESUMED TRADING THIS MORNING.
A TEMPORARY RULING WAS IMPOSED TO BAN ALL SELLING EXCEPT FOR
LIGUIDATION., DEALINGE OF THE NOVEMEER AND DECEMBER CONTRACTS WERE
POFF IN THE FIRST FIFTEEN MINUTES AFTER FALLING EY 150 POINTS, THE
LIMIT DOWN OFFER. 8PROT MONTH TRADING RE-OPENED RAFTER STOP-TRADING
TWICE IN THE FIRST HALF HOUR. OCTOBER CONTRACTS PLUNBED TD 1375
AT THE CLOSE OF THE AFTERNOON SESSION WITH A TOTAL TURNOVER OF
RABOUT 13000 CONTRACTS. THIS REPRESENTS A FALL OF 1554 POINTS
COMPRRED WITH THE PREVIOUS CLOSE ON 13 OCTOBER. TRADING OF THE
NOVEMBER LAND DECEMBER HSI FUTURES CONTRACTS WAS AGAIN SUSPENDED
RT 2.40 PM AFTER FALLING ANOTHER 180 POINTS.

BENERAL.
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= FROM: C W KELLY

DATE: 26 October 1987

MRS LOMAX cC: PPS
/ PS/Economic Secretary
Sir P Middleton
Mr Cassell
Mr Peretz
: Mr Ilett
V’ Mr Board

HONG KONG

I attach a further telegram recording developments today.

2. The Hong Kong authorities are now close to a decision to
. introduce a further package to support the futures market, by
adding to the facility of HKS$2 billion already established to

enable the guarantee corporation to meet its commitments.

8 The proposal is to add a further HKS$2 billion. OFfe thisy
HK$1 billion would from the Exchange Fund, HKS$250 million each
from Standard Chartered and the Hong Kong and Shanghai Bank and
the remaining HKS$500 from the Bank of China. Standard and
Chartered and the Hong Shai are said to be signed up already.
They are still talking to the Bank of China. They think it
important to ensure that the package 1s 1in place by tomorrow

morning, Hong Kong time.

4. They have also decided that they did not need the authority
of the Secretary of State to use the Exchange Fund for the first
package, nor therefore for the second, in the light of the form
the package eventually took. The Foreign Office are consulting

. their lawyers, but seem at present disposed to agree.
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5.. This is perhaps just as well. We still 1lack sufficient
information here in- London to 'make it “sensible for us  to ¢try
to second guess Hong Kong, even if we wanted to; and it is
difficult to find out any more from Hong Kong at present because

all those concerned are still tied up in meetings.

ey

C W KELLY

enc



