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STRACTLY PERSONAL FOR CLAFT (HONG KONG DEPARTMENT) FROM BREMR{DGE,

‘PN THE LuGHT OF THE EXCHANGE RATE PROBLEMS EXPERIENCED AT THE END

OF LAST WEEK, WE HAVE 3EEN CONSHDERUNG A PROPOSAL FOR A SUBSTANTHAL
REVISAON OF THE MECHANMCS FOR #SSUUNG AND REDEEMMNG CERTIFICATES

OF \WNDEBTEDNESS TO THE NOTE=tSSUvNG BANKS "IN SUCH A WAY AS TO
PRODUCE AN EXCHANGE RATE wH4CH WOULD MORE ACCURATELY REFLECT THE
FUNDAMENTAL STRENGTH OF THE SCONOMY. A CHANGE OF TH:S NATURE

WOULD MEAN THE ASSUMPT-ON BY THE EXCHANGE FUND OF A MORE S:GMNIF LCANT
ROLE N THE EXCHANGE RATE DETERMHN4ATLON MECHANHSM,

2. THE «MPLHCATHONS OF SUCH A MAJOR CHANGE AN EXWUSTING PRACTUCE
NEED THE MOST CAREFUL EXAMINATAON. THE DOWN S#DE Rei.SKS MUST BE
EVALUATED AND WE ARE PARTICULARLY CONCERNED THAT WE MAY TRANSMUTE
A POTENThAL RUNAWAY EXCHANGE RATE WNTO A LEVEL OF 4NTEREST RATES
WHRACH wMLL HAVE SQUALLY DAMAGING SFFECTS ON THE ECOMOMY, POSSWBLE
EFFECTS ON THE EXCHANGE FUND MUST ALSQ BE EVALUATED AGAMNST ‘A
SACKGROUND OF LOSS OF CONFWDENCE.

3« AFTER CONSULTATI(ON, ADV:iCE N HONG XONG hS CONFLICTENG. THE

AONG KONG BANK ARE NOT ENTHUSHASTIRC, THOUGH THEY ACCEPT THAT +f THE
EXCHANGE RATE AGA'WN RUNS AWAY THE COURSE PROPOSED MAY CONCEAWVABLY
SE THE LESSER OF EWw#kS., MUCH WOULD DEPEND UPCN THE CROSS-RATE TO
THE U.S. DOLLAR MT-HTALLY SET.

4o o REPEAT HOWEVER THAT WE CANNOT R:SK A LEAP 4N THE DARK, NOR
S THERE A NEED FOR PRECHPUTOUS ACTION AT THAS JUNCTURE, THOUGH
CLEARLY THE SwTUATHON COULD CHANGE Qu-+CKLY.

5« & AM CONSEQUENTLY SEND#NG YOU TwO PAPERS FRQDUCED .IN MONETARY
AFFASRS BRANCH WHICH EXPLAMN THER GENERAL THANK(NG,

6. WOULD YOU PLEASE 4N THE PRESUMED AGSENCE OF THE GOVERNOR

OF THE BANK OF ENGLAND 4N WASH4NGTON DHSCUSS THS TELEGRAM wuTH
€47 MCMAMCON OR SQU-WALENT AND REQUEST THAT WHTH THE MAXdMUM
ACCEPTABLE DESPATCH CHARLES GOODMART OR A MAN OF SQUEVALENT STATURE
SHOULD FLY TO HONG KONG TO ADVISE yS QN THE SHTUATHCN AS 4T NOw
PRESENTS WTSELF. THE PURPOSE OF TELEGRAMMING THE FULL TWO FAPERS
15. ENTER ALEA SO THAT THE BANK OF ENGLAND AND THE MAN WHO S COMING
QUT HAVE TIME TO REFLECT ON THE «SSUES SN RO TE.
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ABOYE wourp BE THE SUBSTANCE oF { NO OTHER
TION wOULD BE TAKEN BY THE GOVERNMENT. THE NOTE~ISSU4NG
UE To TREAT .OTHER BANKS Fa BRLY N
TRANSACT-&ONS, BUT WHETH£R TH#S HNVOLVYED RETENT.ON
» OR EXCHANGING NOTES AGAMNST FOREMNGN
ALMOST EQuaL (ALLOw NG FOR & sMmaii SERVICE
PERHAPS) TO THE Cuh RATE, wOULD BE FOR THE BANKS TO AGREE

SB-ALWTY OF THE EXCHANGE
PARTHCULAR RATE wouLpD

2

FUNANC AL HUNST

AT pA Ty E

UNDER THE PROPOSED s

HNTER
c

NOTE=HSS LG




alil! 1]
wOULDd

CHANGE FUND GUARAN

TO NOTE=hS

SU-RG
BANK LN

MAK

BE : N {ERE whid A LEARNLWHG PROCESS AND HENCE

CAUTHON, AKD POSS:k G EDs 1Tl \CCOUNT OF LARGE
DEALS COMdNG N 'KET RATE WOULD TEND

WHERE'S THE CATCH?

13. SO FAR, T ALL SOUHDS TOO &00D TO JE, WHERE'S THE CATCH?
WHERE DO THE COSTS OF ACHIEWAG

14, UNDER THiS SCHEME, UNLJMKE UNDER PRESENT ARRANGEMENTS, AN
"NCREASE & THE DEMAND FOR FOREMGN CURRENCY wOULD TEND AUTO-

MATUCALLY TO PUT A CONTRACTHOMARY PRESSURE ON THE MONEY SUPPLY:.
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