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Future of Hong Kong: Stock Market and Exchange Rate

As you asked, I enclose a note commenting on the recent
fluctuations in the Hong Kong Stock Market and exchange rate.
Some supporting material which shows the relative movement
of the Hong Kong index as compared with others in the Far
East is also attached. I also enclose a copy of Hong Kong
Telegram No 1117 giving the Governor's views on the relative
importance of the Hong Kong dollar rate and the Hang Seng
Index. =
—

The broad conclusion is that falls in both the Stock
Market and the exchange rate were to be expected in the
context both of Hong Eong's domestic economic position, and
of the world economic situation. Moreover, the fall in the
Hong Kong dollar has been markedly less than that of the
stock market and to a considerable extent due to the rise of
the US dollar. But this cannot diSpuISe the fact that concern
over The future of Hong Kong has accentuated the downward
pressure, Even more to the point is That economic factors
likely to encourage neryousness are likely to persist during
the period in which talks with the Chinese on Hong Kong
are being undertaken. Reports and rumours about the progress
of these talks are likely to contribute to the market's
already natural volatility. One example of this has been
shown by the fact that yesterday's quite impressi ise
was partly attributed to rumours that the Bank of China
would be prepared to finance 20-year loans (ie beyond 1997).
But as is clear, uncertainty is more inclined to push downwards
than up.
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On the other hand, if the progress of the talks is
reasonably reassuring, the natural tendency for the
bullS to move inh and push the markets upwards, with a
corresponding boost to the Hong Kong dolTar, is likely to
be assisted. But firm prediction is impossible and the
situation will have to be very carefully watched.

éJ E Holmes)

rivate Secretary

A J Coles Esq
10 Downing Street
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CONFIDENTIAL
HONG KONG STOCK MARKET AND EXCHANGE RATE

3 6% The Hang Seng Bank index closed today at 866, 21% lower
than on 24 Sepfember (1096). It had already fallen earlier in
the year from a peak of 1445 on 12 January.

2, Sharp fluctuations in the Hang Seng Bank index are not
unknown; in 1973 it fell from 1700 to little more than 200,
although it should be said that the peak was the result of a
period of intense and unsustainable speculation which is now
precluded by subsequent regulation. The Hang Seng Bank index
appears to fluctuate somewhat more than other Far Eastern
indexes; some comparisons are attached. This is not altogether
surprising. It is fairly heavily centred on property shares,
and the market has always been quite speculative.

3z It is hard to single out the influences behind this year's
fluctuations. Both economic and political developments have

been important. There has been a steady deterioration of
economic prospects over the year, resulting primarily from

world economic conditions, although there may also have been

some erosion of confidence domestically for political reasons.

It seems reasonable to interpret the fairly sharp decline in
recent days as disappointment over the result of the Prime
Minister's visit to China, although it is hard to tell what

hopes were entertained beforehand.

4, It is worth noting that the only improvement in the index
seen in recent days - when it recovered yesterday by 60 points -
was ascribed to rumours that the Bank of China was contemplating
20-year mortgage loans.

oL The exchange rate has fluctuated considerably less. It

now stands at HK$6.51 = §1, slightly up on yesterday, but 6%
below the level of 27 September (6.11). The dollar rate remained
stable for most of the year at around HK$§5.80-90 but weakened a
little from August, largely, it would appear, because of the
unusual strength of the dollar. It is worth noting that today's
rate against sterling (HK$10.96) is still slightly stronger than
at the beginning of the year. L

6. The implied weakening of the property market and of
confidence in the Hong Kong dollar are not such as to call into
question the collateral of bank loans or of the government's

ability to contrGI the situation. But continuation of these

trends for a long period would be another matter.
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STOCK EXCHANGE INDICES 1982

Range
(% of mean)

Australia
(A1l ordinary)

Hong Kong
(Hang Seng)

Japan (Dow)

Singapore
(Straits Times)

UK (Industrial
Ordinary)

US (Dow Industrial)

(4 Jan) 443

(12 Jan) 818

(27 Jan) 6848

(8 Jan) 557

(3 Sep) 518

(21 Sep) 777

(4 Oct)

(1 Oct:)

(18 Aug)

(12 Aug)
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FM HONG KONG @5094BZ OCT 82

TO IMMEDIATE FCO

TELEGRAM NUMBER 1117 OF 5 OCTOBER

FOLLOWING FOR DONALD FROM GOVERNOR

YOUR TELNO 8891 FUTURE OF HONG KONG

THE FALL IN THE VALUE OF THE HONG KONG DOLLAR OVER THE PAST WEEK
1S OF GREATER CONCERN THAN THE FALL IN THE HANG SENG INDEX, THOUGH
THE LATTER HAS ALSO BEEN PRONOUNCED. THERE ARE A NUMBER OF FACTORS
AT WORK, INCLUDING THE STRENGTH WORLDWIDE OF THE U.S. DOLLAR,
"“THE_OUT OOK FOR WORLD TRADE AND THE DULL STATE OF THE PROPERTY
MARKET HERE.. BUT THE MOST IMPORTANT INFLUENCE HAS UNDOUBTEDLY BEEN
NERVOUSNESS ABOUT.THE'FUTURE IN THE LIGHT OF THE PRIME MINISTER'S
TALKS IN PEKING AND FUELLED BY THE VARIOUS STATEMENTS AND

ARTICLES ABOUT SOVEREIGNTY WHICH THE CHINESE HAVE PUT OUT SINCE.

| SHALL OF COURSE DO WHAT | CAN TO CALM THE SITUATION AND BOLSTER
CONF IDERCE IN MY LEGCO SPEECH TOMORROW.

YOudt 7 .
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