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STABMLUSATION OF EXCHANGE RATE.

FOLLOWING S TEXT OF STATEMENT WHICH THE F4&NANCIHAL SECRETARY
WitL MAKE AT NOON HONG KONG THME SATURDAY OCTOBER 15,

le WANT TO TELL YOU ABOUT TwWO STEPS WHiCH THE GOVERNMENT S TAK4NG
NOW TO STABHASE THE EXCHANGE RATE OF THE HONG KONG DOLLAR.

2. FIRST LET ME &WWE YOU SOME BACKGROUND. FOR 37 YEARS FROM

1335 TO JULY 1972 THE HONG KONG DOLLAR WAS PEGGED TO STERLMNG.
AN THOSE DAYS THE STERLING AREA EX{STED AND FOR MOST OF THAT
PERIOD THE HNTERNATHONAL MONETARY SYSTEM WAS CHARACTERWSED BY
FAXED EXCHANGE RATES. FROM 1972 TO NOVEMBER 1974 THE HONG KONG
DOLLAR WAS PEGGED TO THE US DOLLAR. StNCE 1974 HONG KONG ‘IN
COMMON wiTH OTHER MAJOR MARKET ECONOMIES HAS HAD A FREELY FLOAT NG
EXCHANGE RATE. THIS FLOATUNG SYSTEM HAS SERVED US WELL. T HAS
GINEN US A MEASURE OF #MNSULATION FROM THE UPS AND DOWNS OF OTHER
ECONOMAES, AND UNDER kT HONG KONG HAS RECORDED VERY HHGH RATES
OF ECONOMIC GROWTH. LitVANG STANDARDS HAVE RU4SEN ACCORDINGLY.

3. TOWARDS THE END OF LAST YEAR THE
TO WEAKEN, REFLECTANG AMONGST OTHER
HONG KONG'S FUTURE.

XCHANGE RATE STARTED MARKEDLY
ACTORS UNCERTA(NTHES ABCUT

E
F

b, BEFORE THE GOVERNMENT ANNOUNCED THREE WEEKS AGO THAT kT WAS
CONS{DER NG PORPOSALS TO STABILISE THE EXCHANGE RATE CURRENCY
DEFRECIATION WAS TENDING 'MNCREASHNGLY TO FEED ON «-TSELF N AN
UNSTABLE AND (RRATIONAL MANNER. TH#S DEPRECIATION WAS NOT JUSTIF(ED
BY ETHER CURRENT ECONOMIC DEVELOPMENTS OR FUTURE PROSPECTS.,

THE ECONOMY HAS REBOUNDED AND S DOYNG VERY WELL. THERE 4 LITTLS
UNEMPLOYMENT AND EXPRTS ARE 300MING. HONG KONG HAS SUBSTANT hAL
FORE:IGN CURRENCY RESERVES, A GENERALLY LIQUID BANK NG SYSTEM

AND V:RTUALLY NO GOVERNMENT DEBT,

3« THE GOVERNMENT HAS 3EEN CONCERN Lt CHANGE RATE
AND HAS DONE EVERYTHING R

TO ATTEMPT TO STABILISE

LAMETED Su
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6. THE CARCUMSTANCES OF HONG XKCNG PRECLUDE EXCHANGE CONTROL. AFTER

A THOROUGH EXAMINATION OF REALSTIC OPTHONS, WE HAVE NOW DECHDED

TO ALTER THE FRAMEWORK WiTH{N WHICH THE EXCHANGE RATE S DETERMINED,
whTH EFFECT FROM MONDAY 17 OCTOBER, THE TWO NOTE={SSUING BANKS

WillL PAY THE GOVERNMENT'S EXCHANGE FUND FOR ADDTHONAL CERTIF-ICATES
OF 4NDEBTEDNESS, WHiICH THEY ARE REQU:+RED TO HOLD AS BACKING FOR

ANY PNCREASE N THE4AR NOTR #SSUES, 'IN FORE#GN EXCHANGE AT A

FUXED RATE OF HK DOLLARS X.XX EQUALS US DOLLARS 1,

7. FROM THE SAME DATE, WHEN NOTES ARE WITHDRAWN FROM C:RCULAT:ION
AND THE NOTE=#SSULNG BANKS SURREMDER CERT#FCATES OF WNDEBTEDNESS
THE EXCHANGE FUND widLi PAY THEM THE EQUAWALENT FCRE:IGN_EXCHANGE
AT THE SAME F4XED RATE. *WT .S OUR 4NTENTAON TO HOLD HTHS RATE
UNCHANGED.

8. THE RATES OF EXCHANGE wHi4CH A BANK CUSTOMER wellL OBTAN,

WHETHER EXCHANGING BANK NOTES OR MAK:NNG ANY QTHER FORE(GN

CURRENCY TRANSACTHWONS, wiLi CONTUNUE TO BE DETERMINED SY MARKET
FORCES, BUT wiLL #N PRACTHCE BE CLOSE TO THE F¥XED RATE OF HK
DOLLARS X.XX EQUALS US DOLLARS 1. THUS wilL BE THE CASE BECAUSE FROM
NEXT MONDAY MARKET FORCES wtLL OPERATE AGAdNST THE BACKGROUND OF THE
F-iXED RATE FOR CERTMFWCATES OF #NDEBTEDNESS. « MUST EMPHASISE

THAT THESE NEW ARRNGEMENTS wiLL MEAN BUSUNESS AS USUAL BETWEEN

BANKS AND THE#® CUSTOMERS AT STAB#LJASED RATES.

J. YOU WiLL ASK ABOUT THE :IMPLLCATHONS FOR THE ECONOMY OF STABL tSING
THE EXCHANGE RATE N THIS WAY. ‘N THE SHORT TERM THERE MAY BE SOME
UPWARD PRESSURES ON HONG KONG DOLLAR “NTEREST RATES. ONCE THE

STABHL (TY OF THE EXCHANGE RATE BECOMES EVLDENT AND ACCEPTED,

JNTEREST RATES SHOULD FALL BELOW PRESENT LEVELS. LOOK:4NG FURTHER
AHEAD CHAMNGES 4 THE EXCHANGE RATE wibLi NO LONGER BE AN ELEMENT

#N OQUR ECONOMY'S ADJUSTMENT PROCESS. FACTURS SUCH AS LNTEREST

RATES AND MONEY SUPPLY wddL ADJUST TO BALANCT OF PAYMENTS

PRESSURES AUTOMATHCALLY W{THOUT GOVERNMENT WNTERVENTON,.

10. G0 NMENT BELLEVES THAT TH&S NEw ARRANGEMENT MUST

NOw BE PREFE TO THE FREELY FLOATING EXCHANGE RATE SYSTEM,

WE CANNOT RUN THE RUISK OF FURTHER SPARALL:NG DEPRECHATION, WHTH THE
RAMPANT NFLATON AND DiSTRESS wHiILH THAT WOULD ERIIWNG TO ALL

QUR COMMUN.TY. A RETURN OF CONF BDENCE t# QUR CURRENCY U ESSENT!AL.

11. -k SALD THAT -« HAD TwWwO MEASURES TO ANMNOUNCE. THE SECOND (S
THiS. AS FROM MONDAY 17 OCTOBER INTER ON HONG KONG DJOLLAR
CEPOSUTS wiTH FIMANC AL INSTLTUTIONS wiLlL NO LONGER 3E TAXED.

TH{S ":':.'-'\- THAT THERE wiILL & LONGER - TAX ADVANTAGE N HOLI-ANG
FORE 1GN CURRENCY DEPOSITS OR N HOLDING HONG XCNG DOLLAR DEPOSITS

N S
DFFSHORE .

/12. BS I SAID




12. AS i+ SAHD LAST MONTH, THE GOVERNMENT 15 WORRIED ABOUT

POSSBLE SERIOQUS EROSHON OF PROFITS TAX REVENUE AR/SING FROM THE
REMOVAL OF #NTEREST TAX. WE ARE STIILL STUDY:ANG THIS COMPLEX ISSUE.

4N REMOVHMNG -INTEREST TAX ON HONG KONG DOLLAR DEPOSITS WiiTH F{iNANCHAL
NSTHTUTHONS, WE ARE DOING THE MOST THAT HS POSS:WBLE, PENDNG THE
OUTCOME OF QUR STUDY. W HOPE TO BE N A POS#TION TO PROPOSE MORE
LASTUNG REFORMS (N THESE FELDS OF TAXATHON N THE BUDGET NEXT
FEBRUARY.

13. THESE MEASURES ARE DES.{GNED TO STABHWLWZE THE EXCHANGE

VALUE OF THE HONG KONG DOLLAR, AND THUS TO PROVHDE A CLAMATE FOR
GROWHNG PROSPERWTY weiiTH RESTRAUNED WNFLATION., THE GOVERNMENT HAS
CONF-HDENCE N THE STABULISED EXCHANGE RATE. SO CAN THE PEQPLE

OF HONG KONG. LET US NOW GET ON WiTH OUR BUSINESS.

YOUDE

LIMITED ™.
W(hﬁ‘i APPLEYARD) MR BURROWS LEGAL ADVISERS

PS/MR LUCE MR PERRETZ TREASURY

PS/PUS MR D HOLLAND BANK OF ENGLAND
MR GIFFARD

MR EVANS

MR DONALD
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STABMLISATAHON OF THE EXCHANGE RATE

EXECUTIWE COUNC#L ACCEPTED THIS MORNING (F SOMEWHAT PASSIWELY)
THAT THE PROPOSED STABJLASATAON SCHEME SHQULD BE H4PLEMENTED 'FROM

MONDAY, OCTOBER 171 AND THAT AN AHNOUNCEMENT SHOULD BE MADE AT
12 NCON HONG KONG T:##ME ON SATURDAY OCTOBER 15, i

-

2. THE ONLY "'DECLARATHON OF POSHTHON'' WAS MADE BY SR S.Y. CHUNG
WHO SAHD THAT HE THOUGHT THAT THE SCHEME WOULD N THE LONG TERM

BE DETR4MENTAL TO THE FUTURE OF HONG KONG BUT 4F THE ADMINISTRATION
FELT THAT THERE WAS A NEED TO PROCEED FOR SHORTER TERM ECONOMIC
REASONS HE WOULD NOT wiSH TO STAND N OUR WAY, (HE DD NOT EXPLAIN
HOW T WOULD BE DETRAMENTAL BUT MAY HAVE HAD 'bN MIND HiS VAEW

THAT ECONOMAIC DMFF4CULTHES N HONG KONG ARE THE STRONGEST PRESSURE
ON THE CHENESE TO COMPROMISE ON ADMIMNISTRATION).

SANDBERG HAD EARLMER #NDMCATED THAT H4S PREFERENCE WOULD HAVE BEEN
TO DO NOTH4NG: BUT DD NOT SPEAK AT THE END., (THE HONG KONG BANK'S
VIEW WAS RECORDED N PARA 19 OF MYTEL UNDER REF.)

3« THE TEXT OF THE FuNANC.HAL SECRETARY'S STATEMENT WH{CH wiil BE

4o ¢ HAVE APPROVED THE (MPLEMENTATWHON OF THE SCHEME FOR THE REASONS
SET QUT N PARA 28 OF THE MEMORANDUM. ALTHOUGH THE RISKS ARE
APPARENT « CONSIDER THAT THERE ARE FAR GREATER RISKS N ANACT4ON,
OVER THE PAST YEAR THERE HAS BEEN A SERIES OF DOWNWARD LURCHES (|
THE DOLLAR RATE AND THE LAST ONE 3ROUGHT WiTH 4T ''A WHIFF OF
PANAKC''. IF ANXJETY BUILDS UP AROUND NEXT WEEKS TALKS AS T DD ON
23 SEPTEMBER AND/OR THE CHINESE FAJL TO AGREE TO AN ENCOURAGING
COMMUN.#QUE THERE COULD 3E ANOTHER SEVERE AND
SLIDE N THE EXCHANGE RATE. 1T COULD WELL BE
HELD MNCw BY THE EXPECTHCM !N THE MARKET THAT
S ABOUT TC COME UP WiTH A PLAN. N ANY CASE

THAT WE SHALL REACH ANOTHER IMPASSE wi!TH
SOMEWHERE ALONG TH {NE:, AND ALL THE EXPERT ADVICE S TO THE

HAT T S BETTER TC ACT WHEN THE RATE 45 RELATIVELY

.'J?“Z-.:‘I o " :;Li_l:i;c ; /5. I SHALL

~r ™m
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5. ++ SHALL ALSO COMMENT POSHT.HVELY ON THE SCHEME AND PRESENT WT AS
c

-
=

AN EXPRESSION OF OQUR CONF:DENCE .WN THE CURRENCY AND THE ONOMY

UNDERL}"!ING {1

6. SATURDAY NOON WAS CHOSEN TO ENSURE THAT THE F{RST IMPACT
OF THE SCHEME wtLL BE ON THE HONG KONG MARKET ON MONDAY AND
NOT ON MARKETS ABROAD AS WOULD BE THE CASE «#F THERE WERE AN

ANNOUNCEMENT TONGHT.

YOUDE
e COPIES TO:

o
%%MITAD MR GIFFARD MR BURROWS LEGAL ADVISERS

HD/EBD(MR APPLEYARD MR D PERRETZ TREASURY
PS YR EVANS MR D HOLLAND BANK OF ENGLAND

ggj%gsLUCE MR DONALD




