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As you know, the Governor of Hong Kong will be
discussing with his Executive Council on 12 October
the scheme which has been devised to stabilise the
Hong Kong dollar. I enclose a copy of a telegram
which we have sent this evening to the Foreign
Secretary in Athens to bring him up-to-date on the
background. As you will see, there may be a need
for some very quick decisions on 12 October. We
will be in touch as necessary during the course of
the day. Meanwhile we would welcome any initial
views you may have on the issues raised in the
telegram.
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I am copying this letter to John Kerr (HM Treasury),
Richard Hatfield (Cabinet Office) and John Bartlett
(Bank of England), with the same request.
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Private Secretary

A J Coles Esqg
10 Downing Street
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HONG KONG: PROPOSED FINANCIAL MEASURES

i On 12 October the Governor of Hong Kong proposes to put

s
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to the Executive Council & scheme to stabilise the Hong Kong
dollar. There is a possibility (no more) that EXCO will be
opposed to the scheme. No decisions are reguired now since
Sir E Youde will report his discussion with

action is taken. But the Secretary of

some of the background now since urgent decisions may be
required by the evening of 12 October on whether to support
Governor in the event that he wishes to introduce the sheme
the face of EXCO's opposition. Even if EXCO are comtent, the
Secretary of State will be asked to approve a proposal that
€250 million should be transferred from the Exchange Fund to
General Revenue Account to enable the scheme to go ahead.

Za The Secretary of State is aware of the general background.
In the view of Treasury officials the proposed measures are

technically
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technically feasible. The Chancellor has not sought to

dissuade the Governor from going ahead. The Prime Minister has
noted the Hong Kong Government's intentions.
= The scheme has three components:

) to issue and redeem against US dollars, at an
exchange rate fixed by the.authorities, the
Certificates of Indebtedness issued by the Exchange
Fund to banks issuing Hong Kong dollar notes;

a simultaneous abolition of “the withholding.tax on

interest on Hong Kong dollar deposi =

a transfer of HK$250 million from t Exchan

to Revenue Account in order o make

he ing loss of revenue. (T

tate _ \ | reguired).
4. The Governor believes that EXCO might
to his proposals. The scheme would place the
front line. The burden of higher interest r:
borrowers, notably home buyers and such highl
as those in the distressed property sector.
view pressure on the banks and on interest ra
preferable to pressure on the Exchange Fund
rate. He would put this view strongly to EXC
the point that such an arrangement would help
in the negotiations. However, EXCO might not
banking and property interests are strongly represented amor
them.
48 The Governor is empouwered to act in oppoesition to
advice given to him by EXCO if he deems this riaht
to report to the Secretary of State on the gr
for his action. He will thus be seeking poli
vis—-a=vis EXCO members rather than formal autl

proceed. But it is highly unusual for the Gowve

against the advice of EXCO. We cannot find any precedent To
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the past 20 years.

i The Governor is wvery conscious of the significance and

difficulty of such a step now. Clearly it would harm his
relationship at a particularly awkward moment. However he
only intends to act against EXCO's advice if the financial
position makes this absolutely necessary and after e

to persuade them.

T L There is one potential legal difficulty.

Exchange Fund Ordinance requires banks to pay

"face value' of Certificates of Indebtedness,

Hong Kong dollars. The proposal however is that banks should 3
future be required to pay in US dollars. However, the Hong K
Government and its legal advisers do not see any immediate n
for amending legislation.

8. In the rather unlikely event

matter could be regularised by

could if necessary be retrospective.

cooperate such legislation could be adopted by

under the powers reserved to the Crown.

9. The proposed transfer from the Exchange Fund t

Revenue Account does not appear to raise any Legal

problems.

10.  EXCO will meet on the morning of 12 October.

to implement the measures after markets close for a

weekend on the evening of 13 October. If the Secre

support needs to be sought by the Governor, this wil
the—dey—of 12 October.

11. The initial view here is that it

event that the Governor decides to act

to back him up. This might take the form of authors
Governor to inform EXCO that the British Government
confidence in his judgement f this step is to be

will want to be sure that at least the Prime Ministe
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Chancellor are content 2efore a final decision is taken.
are warning their offi accordingly.

R If we proceed as in paragraph 11 above, it will
clear that HMG have given their approval tc the scheme
and parliamentary and other questions will be answered
accordingly. If, on the other hand, EXCO aaree with
scheme, the immediazte problem will be Lless but thera
still be parliamentary interest (e§pi§1ally if, :
oes wrong). inisters may be pﬁ{iged;gsﬁwe whether
§ ave the schen their ap 7\ e t
consciously to

where we would

or whether

matter for
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was not call upon to

hd—rurther—wilththe Depard
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