. 01 601 4444 BANK OF ENGLAND
LONDON EC2R 8AH

4 October 1982

M C Scholar Esq

Prime Minister's Office
No 10 Downing Street
London SwW1l

e

You telephoned this evening to ask for
further information on how the recent fall
in the Hang Seng index has been distributed
between sectors. I attach a note which
the Governor asked to be prepared following
his meeting with the Prime Minister last
Friday and which I hope will give you
sufficient information. Please do let me
know if you need more.
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T E Allen

Private Secretary to
the Governor
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I have considered whether one can point to any particular level of the
Hang Seng index which might, effectively, signal a red light for the
property companies but, given their differing degrees of strength,

I am doubtful about the usefulness of hazarding any such guess.

There is a more indirect point which has relevance, however, and this
is the effect which a falling stock market and weakening confidence
might have on property prices themselves. I attach an extract from

a record of a conversation between DGH and Colin Martin last November.
The figure of 30% which Martin gquoted was, very broadly, the order of
the fall which had taken place between the peak in mid-1981 and the time
when Martin saw DGH. Since that time, the market has been fairly
flat and taking Martin's words at their face value, I draw the
conclusion that if property prices were now to fall by, say, 20%,

they would be at his hypothetical danger point. Last November he
thought such a further drop was inconceivable. From the viewpoint

of today, I am not sure that it is a totally remote contingency in the

worst scenario.

The attached table shows the development of the Hang Seng index
gquarter by quarter from 1976 to mid-1981, and attempts to isolate
particularly significant events and their results in the most recent
period. The fall of 1973 shown at the head of the table is, perhaps,
not so relevant but came out of all our investigations as a

particularly dramatic episode in the earlier period.

1 October 1982
J E W Kirby
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HANG SENG INDEX

1973

early March
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17 July

5 October
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Q2
29 July
30 July

8 August

9 August

16 August

20 September
24 September

1 October

2 By 74
1,301

(levels at end-quarter) July 1964=100

All-time peak

All factors not clear, but
basically pricking of a speculative
boom (including discovery of forged
share certificates)

All-time peak

Trough (fall related to economic
factors, developments in other
international centres etc)

Fall related to uncertainties about
Hong Kong's future. Probably news
of statement from Peking source
that Hong Kong might become a
Special Economic Zone.

Sale of land to Bank of China
announced.

Trough

Recent peak

Before news of outcome of
Mrs Thatcher's talks







