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FUTURE OF HONG KONG: F/INANCPAL SITUATION.
AT THE CLOSE OH 23 SEFTEMBER 1923 THE HONG KONG DOLLAR/U.S.
DOLLAR EXCHANGE RATE WAS 8.73 COMPARED WITH 6.12 A YEAR AGD, A
DEPRECATION OF 42.5 PERCENT. THE TRADE WE IGHTED EXCHANGE RATE
INDEX STOOD AT 62,6 COMPARED wiTH 87.3 A YEAR AGO, A FALL OF
28.3 PERCENT. THE EXTENT OF THE DEPREC {AT1ON WAS PARTICULARLY
SHARP (N OCTOBER LAST YEAR AND N JUNE THIS YEAR, BUT [T IS
THIS PAST WEEK WHICH HAS HAD A TRULY DRAMATIC AIR ABOUT
BETWEEN THE CLOSE ON 16
THE RATE FELL FROM 7.78 TO 8.73, OR BY
WE [GHTED .NDEX FELL FROM 68.3 TO §2.7,
THE CLOSE AT NOON ON SATURDAY 24 SEPTEMBER THE RA
TO 9.50 AND THE TRADE WE:GHTED :NDEX TO 57.2.

2., THE HANG SENG :(NDEX ALSO DECL/MNED SHARPLY THIS PAST WEEK FROM
916 AT THE CLOSE ON 16 SEPTEMBER TO 786 AT THE CLOSE ON 23
SEPTEMBER, ON WHICH DAY (T DECLINED BY 63 POINTS. N 1982 (MONTHLY
AVERAGE) THE HNDEX WAS 1106 AND ((N! THE FIRST HALF OF THIS YEAR

WAS 967. TOTAL TURNOVER 1N 1982 WAS HONG KONG DOLLARS 46 BiLLION,
COMPARED WATH 106 BILLION N 1981 AND 19 BALLION IN THE FIRST SiX
MONTHS OF THIS YEAR.

3. TO SOME EXTENT, THE WEAKEN{HNG TREND OF THE EXCHANGE VALUE

OF THE HONG KONG DOLLAR OVER THE PAST YEAR HAS BEEN A REFLECT

OF THE STRENGHT OF THE US DOLLAR WORLDWDE AND THERE HAS BEEN
SPECULATIVE ACT.VITY FROM TIME TO TWME, BUT ANXIETY ABOUT THE
FUTURE HAS UNDQUBTEDLY BEEN THE MA(Hl FACTOR. CERTAINLY, THE

RECENT COLLAPSE REFLECTS THE CUMULATIHVE EFFECT OF THE BARRAGE OF
CHINESE PROPAGANDA OVER THE PAST COUFLE OF MONTHS. THE MARKET

S NOW (INDIFFERENT TO POSHTHVE ECONOMIC NEWS, SUCH AS AN UPWARD
REV:SION OF THE GDP FORECAST FOR 1983: T (S SUSCEPTIBLE TO RUMOUR=-
MONGER/NG AND UNHELPFUL COMMENTARY BY THE CHINESE: AND T 1S READY
TO PLACE THE WORST POSS!BLE INTERPRETATION ON THE ABSENCE OF ANY
AUTHORATLT-LWVE STATEMENTS DEMONSTRATING THE PROGRESS OF THE

r£l<i?~\

NEGOT-ATtONS. AT THE END OF LAST WEEK AND OVER THE WEEKEND THERE WAS

SOMETHNG AKIN TO PANIC [N THE AfR. THERE WAS A SCRAMBLE TO DumP
HONG KONG DOLLARS AND GO LONG /N U.S. DOLLARS AND GOLD. THERL WAS
EVEN SOME DOMEST:IC STOCK PLING OF BAS:IC FOODSTUFFS.

4, THE CHINESE HAVE ARGUED THAT THE WEAKNESS OF THE HONG KONG
DOLLAR 'S AN ECONOMIC PHENOMENON AKD NOT A POLITICAL ONME: MORE
RECENTLY THEY HAVE PERSISTENTLY ACCUSED THE HONG KONG GOVERMMENT
E - THER INERT LA OR OF ACTUALLY ENGINEERING THE SITUATION WiTH

OF
A VIEW TO NFLUENCING THE nEGOTwaTIONS. SECRET /8.
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THROUGHOUT THE PA \R THE GOVERNME! THROUGH THE EXCHA
HT TG QGTI AND WAYWARD SHIFTS [N THE

- XCHANGE RATE. THERE | BEEN SUBSTANTIAL D T ANTERVENT 1ON
FORE IGN EXCHANGE MARKETS i HONG KONG AN OM 1ES IN LONDOH
NEW YORK. THE EXCHANGE FUND HAS ALSO BEE! I Y BORROWING IN
THE INTERBAHK MON MARKET ‘IN QOREDER TO MONEY MARKET
INTERES tATE =SPITE UNDESIRABLE SIDE (E<Ga ON THE
PROPERTY MARY ND MANUFACTURING COSTS THE HONG KOMG ASSOC LAT-ON
OF BANKS HAS D DEPOSIT INTEREST R&TES ON A MUMBER OF OCCASIONS
(N ORDER TO MA# THE HOLDING OF HONG KONG DOLLARS MORE ATTRACTIVE
AND TO PUSH UP LENDING RATES (MAKING |T MORE EXPENSIVE FOR
EXPORTERS TO BORROW HONG KONG DOLLARS TO MEET THEIR LOCAL LIABILITIES

F‘:«—) J\.L.U

NSTEAD OF REPATRIATING THEIR FORE{GN CURRENCY EARNINGS)., BUT
THESE EFFORTS HAVE ONLY HAD A LIMWTED EFFECT. AT BEST, THE RATE
OF DEPREC/(IAT{ON HAS BEEN SLOWED DCOWHN. THE DEMAND FOR FOREIGN
CURRENCIES TO HOLD (MOSTLY U.S. DCLLARS) HAS REMAINED STRONG,
AND THERE HAS BEEN AN ABSENCE OF TwO=-WAY TRADING. IN OTHER WORLDS,
SENTIMENT N THE MARKET HAS BEEN PERSISTENTLY AGAINST THE DOMESTIC
CURRENCY: DRAMATACALLY SO OVER THE PAST WEEK.
T UP TO LAST WEEK WE HAD

S €S OF SLIPS AND THE uw|DE
FROM TIME TO TIME HAVE EN (HNDICATIVE CF A VERY THIN,
MARKET. ALSO, ALTHOUGH wE HAVE BEEN PRESSURISED FROM TIME
TO "*ACT'' TO ''SAVE THE DOLLAR'' AND FROTECT THE PEOPLE'S
LVEL{HOOD, ETC., THERE HAS BEEN A RELUCTANT PUBLIC ACCEPT
THAT MARKET FORCES ARE WNEXORABLE, HOWEVER, THIS HAS BEEN
WiTH SOME BEWILDERMENT AND RESTLESSNESS AEOUT OUR PASSIVE P
RELATHONS STANCE ‘tN RELATION TO THE NEGOTIATIONS IN THE FAC
OF THE COMMUN4ST CAMPAIGN, BUT WAS UNTiL LAST WEEK, CONTAINABLE

6. LT COULD BE ARGUED THA
NOTHING WORSE THAN A 7
B
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7. BUT BY YESTERDAY (SUNDAY) WE HAD TO CONCLUDE THAT
THE PRESENT SHTUATHON WAS SO DIFFERENT /i DEGREE
AS TO BE DIFFERENT (N KiND TO THAT WHICH WE HAD
EXPERMENCED SO FAR. SO WE DECDED ON THE FOLLOWING
MOVES N AN ATTEMPT TO STOP REAL PANILC SETTING (M

AT THE BEGINNING OF THIS WEEK:

(112) I SSUED A STATEMENT EXPRESSING GREAT CONCERN ABOUT THE
QUNWTE UNREASONABLE RATES BE/(ING QUOTED FOR THE HONG KONG
DOLLAR ARGUNG THAT THEY WERE QUITE INCONSISTENT WITH
THE UNDERLY:ING ECONOMIC AND POLITICAL SITUATION AND
URGING PEOPLE TO IGNORE RUMOURS AND UNKELPFUL COMMENTARY
(AN OBLAQUE REFERENCE TO COMMUNAST PROPAGANDA) .

THE ACTHNG FNANCHAL SECRETARY SUBSEQUENTLY SSUED A
FURTHER STATEMENT HINTENG AT A REVHSION OF THE PRESEN
ARRANGEMENTS FOR :1SSUNG AND RCDEEMING CERTIF ICATES OF
{NDEBTEDNESS TO THE NOTE=ISSUING BANKS,

WHICH M(GHT HAVE A HELPFUL INFLUENCE ON THE EXCHANGE
RATE, AND HE STRESSED THAT THE EXCHANGE FUND WOULD

QPERATE #MN THE FORE |GN EXCHAMGE AND INTERBANK MONEY

MARKETS AS AND WHEN APPROPR.UATE, SECRET -2- / C1is)
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IF ﬁ‘U.GUNS THAT

HONG KONG DOLLAR

WiLL BE DRAWN TO THE FORE(GHN HOTCS (PROHIBITION OF
CiiRCULA TION) ORDI CE WA ICH MAKI | ILLEGAL TO ASK ?JT;

OR F”Li OFFER, FORE.GN NOTE - Of OME € TRANSACTIONS.

I CET Twh

AND GET TwO wAY
S INTERVENING ON
THE RATE AT M|DDAY
HE U.S. DULLﬂ?], VERY
e

INDICATIVE OF AN

WED SOMEWHAT AFTER

THE HONG KONG ASSOCIHAT !ON
RALSE DEPOSIT INTER
AND LENDING RATES HAV

G« WE CANNOT, OF COURSE, G MMITTING LARGE

DOLLARS TO THE MARKET }

THE ONLY OTHER MEASURES |\ OQULD DEPLOY wOULD BE TO ABOL|

TAX OM HONG KOWNG DOLLAR DEPOSITS (BUT THIS WOULD HAVE THE MOST
MARGINAL EFFECT AND BE EXPENSIVE OF REVENUE): AND WE COULD TRY
SCMEHOW TO PENAL.ISE. THOSE CUSTOMERS BORROWING HONG KONG DOLLARS
AGAINST THE SECURNTY OF FOREIGN CURRENCY ASSETS (BUT SUCH A
DEVICE WOULD BE COMPLICATED TO POL{CE AND CCULD BE DAMAGING

TC CONFLDENCE N HONG KONG AS A FINANCIAL CENTRE).

9. I'T REMAINS TO BE SEEN WHETHER WHAT WE HAVE DONE wiLL HAVE
ANY DURABLE EFFECT. BUT TO HAVE DONE NOTHING WOULD HAVE

GRAVELY WEAKENED PUBLIC CONF-DENCE N THE HONG KONG GOVERNMENT .
i WILL REPORT FURTHER AS THE SdTUATHON DEVELOPS
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