
TheRapidDevelopmentofForeignCurrencyFinancein

HongKong: “Internationalization"oftheFinancial

MarketDuringaPeriodofTransition

bySusumu SATO*

Preface

Substantialstatisticaldataconcerningcurrencyand 日nancing inHongKongfinallybeganto

appearatth ぞbeginning ofth ぞ1980's.λIthough somedata- suchasstatisticsonbalanceofpayｭ

ments-isstillnotavailabl 仁 川ld informationislackingcompar 吋to othercountries , thぞre arぞsigns

ofimprovementandmoreis はpected inth ぞfuture. 1
I

ThebulkoflandinHongKongisintheNewTerritories. Du ぞto th ぞimpending termination

ofth ぞlease onthisareain 1997 , thぞ1980's startedasth ぞ Pぞriod duringwhichth ぞfuture ofHong

Kongwouldfinally bぞd 引ぞrmined. 2 1
Negotiationswhichbeganin1982 bぞtween theChineseand

Britishgovernmentscametoaconclusiontwoyearslat ぞr with th ぞChina-British JointDぞclaration

(Dec ぞmber 1984)wh ぞr ぞth ぞplan bywhichHongKongwouldbereturnedtoChinawasmadeexplic-

Thus 、the periodfromaround1980to1997hasbぞcom ぞa transitionperiodfromHongKongas

aBritishcolo 町to Ho 時Ko 時as apartofChina. Si 町ぞth ぞ 山ajority ofthos ぞwho livei山n Hon

Ko凹n唱g ar町ぞp ぞopl片ぞwho f日1ぞ町吋【d fl仕rom Chi打na orth ぞ凸ir desce 引end ぞ引nt “5ラth ぞyare facedwithth ぞserious questionof

howtolivethroughthishistoricalshift. Manyhavebeencompell 吋to makeachoicぞeither tostay

ortoemigrat ぞto anoth ぞr country. Thenumberoftho 日who choosing ぞmigration hasrisensharply

since1980. :-¥Isoduringth ぞfirst halfofthe 1980 、instability during th ぞtransition resultedina

HongKongcurrencycrisisaswellasabankingcrisis
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1) Rぞsear てhers h加でcomplain ぞd aboutth ぞinsuffciency ofstatisticaldatafromasearlyasthe1950's. “Th ぞ

traditionsofconfidentialbankingmakeitdifIiculttoconvincethebanksofthenぞ仁何sity ofmakingcomｭ

pletestatisticalinformationpublic. Th ぞGm でrnment oftheColonyhasnotthoughtitn町四sary toreｭ

quirethemtodoso. Thebalancesh 何t informationissoincompleteastobeoflittlepracticalvaluetoa

HongKong ぞconomist.... Th ぞExchange FundaccountandacompleteBalanceofPaymentsforth ぞCol­

onyouξht tobepublish ぞd...." F.H.H.King , TheA1 oneta ~l' SyrtemofHongKong, 1953, pp.90-91. 39

yearslat ぞr ， thedぞtails oftheExchangeFundwぞre finallypublished

2) Althoughthe"restoration"wasanissuetobedealtwithsoonerorlater.publicdiscussionoftheissu ぞ

tookplac ぞat theThirdPlenumoftheIIthCentralCommiteeoftheChineseCommunistPartyheldon

Dぞcem b肘， 1 9 7 8 . Atthisrallyth ぞ “r ぞform andop ぞn door"policywasadopted. China'sdecisionto

"recoverHongKong"mayhれでtaken shap ぞat thissametime
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Measurestoreformandincreas ぞHong Kongfinancialdatahavebeentakenbecauseithasbeｭ

comenecessarytounderstandmoreaboutthecurrencyandmonetarysituationinthetransitionstage.

Suchchangeofstatisticsitselfisaphenomenonoftransition. Generallyspeaking , whentheruleof

thecolonialgovernmentwasstable , noneofthosewhocontrolledHongKong'seconomy(especially

bank ぞrs) 会It theneedtomakesuchinformationpuplic. Rather , theirattitudewasto “leave them

uninformed.,,3 ) Informationbecameavailableonlywhentheircontrolseemedi吋eopardy.

Thispaperaimstoexaminethehistoricalsignificanceofoneofthenotabletrendsthatcanbe

seeninthe“ new statistics":thesuddenincreaseinforeigncurrencyfinanceinHongKong. This

phenomenonhasb何n takenupinbothpublicandprivateliteratureandiscommonlytreatedasan

indexthatmostclearlyindicatesHongKong's “transition intoaninternationalfinancialmarke t. 円 .J. )

Suchmovementtowardinternationalizationisnowcommonlynotedtobeoneofthecharacteristicsof

theHongKongfinancialmark ぞt today. コ )

However , thefollowingtwopointsshouldbeconsideredwhenstudyingth ぞinternationaliza tion

phenomenon. First , itisnecessarytoplacethisphenomenoninth ぞcontext ofhistoricalchange. It

istemptingtoseeint ぞrnationalization merelyastheresultofaninevitablemodernizationprocess.

Nevertheless , sぞen fromthesideofHongKongwhichisworkingonitsowninternationalization , the

historicaltransitionisinterwovenintotheprocess. Withoutrecognitionofthishistoricalchange , the

internationalizationofHongKongcannotbecompletelyunderstood. Forexample , seenfromthe

formerpointofvi ぞ帆Hong Kong'sshifttoamodern “ in tern a tiona l financialcenter"wouldbea

furtherst ぞp towardmodernizationfortheoldBritish"internationalfinancialmetropolis." However ,

seぞn fromthelatterpointofvi ぞw ， onerealizesthattheHongKongGovernmentbegantopromotethe

transformationoftheterritoryintoaninternationalfinancialcenteronlytowardstheendofthe1970's

- thebeginningofthetransitionperiodtowardsaHongKongcontrolledbyChina. Untilthen , the

government , inconsiderationoftheinterestsofcolonialbanks , institutedpoliciesthatimpededthe

advancementofforeignpowers. Thepolicychangeoccurr 吋b ぞcaus ぞof thechangeinthehistori

Second , thewayinwhichhistoricalchangeisrぞcognized isatissue. Asweapproach1997 うdis­

cussionoverthisisbecoming heat 吋Such argumentsar ぞd ぞveloped mostlyonthepremisethat

HongKongshouldadjustitselftodifTrentenvironmentsthroughchangingitsshapeanditswayof

doingthings. Suchanimageisonlyaborrowingofthe “ind ぞpendent HongKong"imagethatwas

shapedbythecompromis ぞreached byth ぞPeople's RepublicofChina , theU.K. , andHongKong.

3)“ Manybusydir ぞctors ofbankinginstitutions{;付 I thatth ぞpublic doesnotn付d mOl でspecific information.

Itisenoughforth ぞm toknowthatthemanaξement IS111 宮ood hands、and、in anycase, thefirstdutyis
tothestockholders. Th ぞpublic shouldnotbぞtold thingstheycannothopetounderstand;theywill

onlymisinterprettheinformationandactfoolishy." ibid.,p.91

4) Forarepresentativecase, s肘Govぞrnment InformationService, Ho昭Ko昭1992-A Reviewof1991

5) InHongKong 司the tぞrm "int ぞrnationalization" implies confidenc ぞin thecolonyanditsprosperity

throughitsbeingutiliz 吋as amarketbyothercountries. Inaddition , itisalsousedattimesasacheck

topr 引でnt likelyhostilityagainstHon 宮Kong ， hinstin 宮that thosewhoopposeHon 宮Kong's interestwill

bereducingtheprofitsofoth ぞr countriesaswell. Therefore , wh引1 discussin宮the indicesof“Ill terna­

tionalization ," itisnぞcessary to ぞxamine thesubstanc ぞas opposedtothe"politicalutilizationvalue 刊
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Thesethreegroups'respectiveinterestsareatoddsandthereforeeachunderstandsHongKongdiι

ferently. Therulerandthesystemwillundergochange , butthepeopleofHongKongmustsurvive

thechanges. HongKonghasconsistentlybeenaBritishterritorythroughoutitscapitalistyears.

Therefore , itispossibletofocusonthe“ ch anges ineconomicconditions"thatenableordisablecoloｭ

nialrule.ti)

Thepurposeofthispaperistofocusontheincreasinguseofforeigncurrencyfinanceasanimｭ

portantsignofinternationalization , andtoconsidertheincreaseinforeigncurrencyfinanceinthe

contextofHongKong'shistoricaltransformation , i.e;itsreturntoChina.

AnotherphenomenonthatmarksHonξKong's shi 白to aninternationalfinancialcenteristhe

“ in tern a tion aliza tion offinancialinstitutions." Whilethetermmainlyimpliestherapidincreasein

thenumberofforeignbanksinHongKong ラthe HongkongandShanghaiBankingCorporationhas

launcheditselfintotheoverseasmarketinitsowndrivetoward“ in tern a tinal iza t ion . 円 I t isnecesｭ

sary , therefore , toconsidertheactivitiesofthesefinancialinstitutionsinrelationtotheinternationｭ

alizationtrend. Howeverduetolimitedspace , thispointwillbediscussedinanotherpaper.

Thecompositionofthispaperisasfollows:First , in“ T he DevelopmentofCurrencyandFiｭ

nanceinHongKong ," IwilldiscusstheBritishestablishmentofHongKong'sfinancialsystemafter
WorldWarII , includingtheprocess(1970's)bywhichthatsystemgraduallyerodesinthechanging

times. Next , in“ T he RapidIncreaseintheBalanceofHongKong ヲs ForeignCurrencyFinanceinthe

1980's ," Iwillshowhowtheincreaseduseofforeigncurrencyfinancewasbroughtabout. Finally , I

willexplainwhyIthinkthattheincreaseinforeigncurrencyfinanceintheHongKongfinancial

marketmarkstheendoftheBritishColonial 司style monetary/financialsystem.

I TheDevelopmentofCurrencyandFinanceinHong 区ong

A. TheBasicFinancialStructureinPostwarBritishHongKong- ProductionbyChinese

LaborandFinancialDominationbytheHongkongandShanghaiBankingCorporation

EvenafterthecollapseofoldcolonialismattheendofWorldWarII , HongKonghasremained

tothisdayaBritishcrowncolony. Theeconomicfactorthatenabledthispolitical “anachronism" to

survivewasHongKong'ssuccessfultransformationfromatransitcenterforgoodsinandoutChina

toaproductionbasemaintainingextraterritorialrightsinChina. InsteadofrelyinguponChinafor

capitalistproduction , HongKongbeganproducingcommoditiesonitsown. WhentheUnitedNaｭ

tionsinstitutedanembargotocounterChina'sparticipationintheKoreanWar , itbecameimpossible

forHongKongtocontinueitsprewar-styletransittradewithChina. However , atthesametime

6) Forexample , theHongKon 宮Government's interventioninthegeneraleconomy, particularlyinthe

monetarysectorintensifiedduringthe1980's. Manyinterpretthisas"aswitchinpolicy-makingfrom

thetraditionallaissez-faire." Becausethechangereflectschangesalreadymadeindevelopedcountries ,

itinterpretedasmovetoward “modern i za t ion . 竹 However inBritish-ruledHongKong, laissez-faire

didn'tstandalone;ithadtwofaces, oneofwhichwas “privilege." Increasedinterventionintheeconｭ

omymeansthat“ the privilegesderivedfromcolonialrulingareincrisis." Asaresultofnotbeingable

tosee(ornotwantingtosee)thisfact, theextremelyrealisticandimportantproblemofthehistorical

transitionofpowerinpoliticsandtheeconomyisapttobeoverlooked
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therewasarapidinfluxofpeoplecomingfromChina , which , togetherwiththeentrepreneursand

capitalflowinginmainlyfromShanghai , mergedtoforma “happy marrriage"ofunemployedlabor

andidlecapital. ThesefactorsallcontributedtothetransformationofHongKongintoaproduction

baseandexportcenter.7) TheleadingfactorfacilitatingthischangewasthecostoflaborinHong

Kong , saidtobehalfthatinSingapore.8)

Bankersandmerchants , HongKong'straditionalrulers , couldnowenjoytheirshareofsurplus

valuefromgoodsproducedinHongKong. Bankfinanceplayedadecisiveroleinindustrialdevelopｭ

mentandtheprovisionofitsinfrastructure. ItisestimatedthattheHSBC , thelargestoflocal

banks , controlledmorethanhalfofallindustrialfinanceinHongKong.
g
) AstheHSBC ラs powerirト

creasedalongwithindustrialdevelopment ラconfidence inbanknotes- thebulkofwhichwer ぞissued

bytheHSBC- increased. Strongexportsresultedinasurplusintheforeignexchangebalance ,

strengtheningtheexternalvalueoftheHongKongdollar.

Throughoutthe1950'sHongKong'seconomicstatuswasontherise , andasitretain 吋its role

asatransitcenterforAsiaevenwithoutChina , therewasagradualincreaseinthenumberofforeign

banksintheterritory. However , likedomesticbanks ぅthe foreignbankswerecalled “ au thorized

banks"andweresu 防ect toexchangeregulationsthatprotectedthesterlingpound. Thismeantthat

foreignbankswerecompelledtoabidebytheforeignexchangeratequotation(lateron , thedeposit

rate)setby th ぞExchange BanksAssociation , anorganaizationledbyBritishbankssuchasthe

HSBC. Foreigncurrencydepositsin"non-designatedarea"currenciessuchastheUSdollarwere

deemedas“ ma tte rs subjecttoapproval ," andalmostnosuchdepositswereactuallymade. Inshort ,

foreignbankswerepermittedtooperateinHongKongaslongastheyrecognizedthedominationof

theHongKongdollarmarketbyBrItishbanks. Foreignbanks うoperation wasrestrictedbytheexｭ

changecontrollawintheinterestofBritainandBritishcontrollingbodyinHongKong. Hong

Kong'scurrencyandfinancialsystemanditsrelationwithforeignbankswereestablishedinthe

1950'sand60'sunderpostwarBritishdomination.

B. TheCollapseoftheSterlingPoundandtheEmergenceofaEuro-CurrencyMarket

WhileHongKongprosperedasamanufacturingcenterofgoodsfor ぞxport ， themainlandBri ト

isheconomycontinuedtodecline. Inthelate1960's , Britain品目 d aseriouscurrencycrisis. Asa

result , themainlandcurrency(thepound)wasdevaluedagainstthecolonycurrency(theHongKong

dollar). In1972, whenthepoundwasfloated , theSterlingArea-createdtoprotectthepoundｭ

fellapart ラand thefixedexchangerelationbetweentheBritishpoundandtheHongKongdollarwas

abolished.

Asaresult , HongKong'sforeignexchangecontrolswereabolished. HongKong , whichstill

hadcostproblems , suchastaxation(corporateandinteresttax)andacartelamongexchangebanks

overtheapplicableinterestratesforcustomers , nぞverthぞless bぞcame aplacewh ぞre fre ぞtransactIOn

7) Endacott ,G.B.. AHistoヮ ザHong Kong,2ndedn. , 1977,p.316
8) Yo北kωO町yama Sh加lOichi 廿i. I香i港巷工業化の研究J (川A Stωw£ψy ofIμndu ω巴

9) Jao仏， Y.C. 一目 “Financin 宮Hon 宮Kong's PostwarIndustrialization:TheRol ぞof theHongkon 寓and Shangｭ

haiBankin 宮Corporation 刊in F.H.H.King , (ed.) ,EasternBanking, 1982
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betweenthedomesticcurrencyHongKongdollarmarketandtheEuro-currencymarketcouldtake

place. TheEuro-currencymarl 忙しwhich hadmaturedcentrallyinLondon , firstexpandedintoAsia

whentheSingaporeACUmarketbegantofunctioninDecember , 1988. Bytheearly1970's , ithada

strongfootinginAsia.

TheEuro-currencymarket ,aplayingfieldwherebankingcapitalfromvariousnationscanfreely

compete , isfreefromtheinternalregulationsofeachcountry. Althoughthismarketisisolatedfrom

thedomesticoneasanoffshoremarket , itfunctionstoincapacitatedomesticmarketregulationsin

othercountries , clearingthewayfortheabolitionofallregulations. Byutilizingoffshoremarkets

suchasthatofSingapore , HongKongdepositorswereabletoescapetaxationandarrangedrates

amongbanksathome. WhenJapanesefinancialliberationwaseventuallypromotedwiththeinauｭ

gurationofth ぞJapan OffshoreMarket リOM) ， HongKong(locatedinthesametimezoneasJapan) ,

togetherwithSingapore , providedexternalenvironmentsfortheliberalizationoftheTokyoMarket.

C. OppositionandCompromiseConcerningtheIncreasedActivityofForeignBanks- the

ReissueoftheBankingLicencein1978

Sinceliberalizationofthemarketalsomeantliberalizationofforeignbanks' activities , local

banks-especiallytheHSBC , withitslonghistoryofmarketdomination 一had toreactquicklyto

preventtheerosionoftheirmarket. Thesuspensionontheissuanceofbanklicences(“ th e moratoriｭ

um")from1965(theyearofth ぞbanking crisis)to1978wasameasurぞtaken byth ぞgovernment to

protectlocalbanks. Howev ぞr ， evenwithouta “bank" qualification , itwaspossibletoopenbanking

businesses(aslongastheydidnotacceptsmall , shorttermdepositsfromindividuals)intheformof

financecompanies; thus , thenumberoffinancecompaniesmultipliedduringthisperiod. Itisalso

true , however , thatsmallfinancecompanieswereliquidatedundertheDepositTakingCompany

Ordinancesof1976. Also , financecompanies(d ぞposit takingcompanies) , whichweregraduallyliqｭ

uidatedorupgraded tolicensed banksand or rぞstricted lie 引lsed banks , rapidlydecreasedin

number.
101 Howぞver， thぞdecision toreissu ぞbank licenses(th ぞlifting ofthemoratorium) ,wasepochｭ

making. Itopenedthewayforthemajorbanksofth ぞworld tobeginfull-scaleparticipationinthe

HongKongmarket.

Itseemsthatth ぞlocal HongKongbanks , representedbytheHSBC , madぞthe decisiontoopen

themarkettofre ぞcomp ぞtition onthesuppositionthatforeignbankswouldnoterodelocalbanks'pro ・

fitsduetolocalbanks'strongconnectionwithlocalindustryandtheHongKongdollarmarket.

However1978turnedouttobeahistoricaltransitionpointforth ぞHSB C. Th ぞend ofth ぞmoratori­

urnmarksthepointatwhichtheHSBCbeganitsdrivetobecomea"multinationalcorporation"(a

post-BritishHongKongstrategy).11I Inotherwords , theliftingofthemoratoriumwasatrade島off

fortheHSBCandforeignbanks.

10) Thebankin 宮syst ぞm ofHongKon 宮has takentheformofa"threぞーtier system刊 乱ccordin宮to therevised

BankingOrdinanc ぞof 1981. Thesystemhasexperienc 吋som ぞpartial revisions

II) Inthesam ぞyear (1978), theHSBCannounceditsacquisitionofMarineMidlandBanks, amajorU.S

bank. Itthenbou 宮htλ51.1 % shareofMarineMidlandBanks 、Inc. ， MMB ちs holdingcompany. In

December1987itboughtth ぞremaining shares- thぞHSBC nowownsallshares
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Afterthemoratoriumwas lifted , U.S.andEuropeanbanksimmediatelyrushedtoobtain

licenses. Japanesebanks , however , got0百 to aslowerstart. Ononehandthiswasbecausethe

JapaneseMinistryofFinancefirmlycontrolledtheopeningofoverseasbankoffices. Ontheother

hand , atthattimeU.S.andEuropeanbanksweremuchstrongerwhencomparedtolateryears.

Japanesebanksdidn'tbegintheirpowerfuladvanc ぞinto theHongKongmarketuntilthe1980's ・

II TheRapidIncreaseintheBalanceofHongKong'sForeign

CurrencyFinanceinthe1980's

ThebalanceinforeigncurrencythataccountsforHongKongfinancialinstitutions'totalassets

andliabilitiesthroughoutthe1980'swasfargreaterthanthebalanceinHongKongdollars. TableI

showsthebalancesheet(financialbalance)ofalltheauthorizedfinancialinstitutionsinHongKong

dollarsandinforeigncurrency. Thedatafor1991showsthatHongKong'sowncurrencyaccounts

foronlyabout20%ofthe total , whiletheremainderisinforeigncurrency. Whenwenotぞthe

changeinpercentagesoftotalbankassetsinHongKongdollarsandforeigncurrencyfrom1980 , the

rapidincreaseintheamountofforeigncurrencyisappar ぞnt ， ぞspecially duringtwoperiods:1982-83 ヲ

and1986-87(seeTable2).

TherewasnostatisticaldifferentiationbetweenforeigncurrencyandHongKongdollarsuntil

I可礼bk I Balance 沿hcet forAllAuthorizedFinancialInstitutions

(Unit:BillionHK$)

HK$ Foreigncurrency Total
Liabilitiesatendof

98 ハリ 1991 1980 19可u ハY ー ハ98ハリ 1991

Amountduetoauthorized
51 292 36 288 87 580

institutionsinHongKong

Amountduetobanksabroad う 126 163 3.193 168 3,319

Dc‘posits from <ustomcrs III 564 18 811 129 i 司375

(604*) (771*)

Otherliabilities 36 63ワ 15 183 51 346

Total 203 l 、145 232 4,475 435 5,620

Aseets 1980 1991 1980 1991 1980 1991

Amountduetoauthorized
51 291 35 287 86 578

institutionsinHongKon 符

Amountduefrombanksabroad 7 44 96 2,292 103 2,336

Loansandadvancestocustomers 104 724 80 1,520 84 2司244

Otherassets 29 115 33 347 62 462

Total 191 1,174 244 4‘446 435 5.620

*depositsadjustedtoexcl 吋e foreigncurre 虻y swapdeposits
Sourc ぞ : HongKongA/onth(vDigest~、 Stat istics ， variousissues
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theendof1970. Hence , bydistinguishingtheamount“ D u e toforeignbanks"(depositsoforborｭ

rowingfrombanksabroad)whichwasmostlyinforeigncurrency , andassumingotheraccountstobe

inHongKongdollars , thepercentagesofbothinthe1970'sareshowninTable3. Althoughthefigｭ

uresdonotmatchexplicitlywiththoseofthe1980's , itcanreadilybeseenfromthistablethatthe

movementtowardforeigncurrencyfinancebeganduringtheearly1970'sandcontinuedthroughthe

1970'sand1980's.

Table2 HK$andForeignCurrencyAssetsofAllAuthorizedInstitutionsinPercentages

Atendof 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991

HK$ 43.8 41.7 36.7 31.9 29.9 28.1 23.3 18.2 19.1 20.5 19.1 20.9

Foreign
56.2 58.3 63.6 68.1 70.1 71.9 76.7 81.8 80.9 79.5 80.9 79.1

Currency

Source:HongKongMonthlyD伊st ojStatisti α ， variousissues

Table3 AssumedI)HK$andForei 宮n CurrencyLiabilitiesin1970'sinPercentages

Atendof 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980

HK 事 92.5 89.8 86.5戸、 81内句ノ 75.0 67.6 65.4 63.3 61.0 60.4 56.1

Foreign
7.5 o円L. 13.5 18.8 25.0 32.4 34.6 36.7 39.0 39.6 43.9

Currency

Note:1) Itisassumedthattheac 仁ount "Duetooverseasbanks"isin foreign 仁urrcncy a吋that allother

accountsareinHongKongdollars

Source:HongKongAJo 仙台Digest ojStatistics ,variousissues

A. ViewsontheRapidIncreaseintheAmountofForeignCurrencyFinancialBalance

Therearemanydifferentexplanationsgivenfortheincreaseintheamountofforeigncurrency

financeinHongKong , buthere , inordertogainafootholdforabetterunderstandingofthesituaｭ
tion ,Iwillexaminetwoofthemostsalientexplanations.

Accordingtothemostpopularview ヲthe increaseduseofforeigncurrencyfinanceisasignthat

HongKonghasbecomeaninternationalfinancialmarket.12l However , whilethetendencytouse

foreigncurrencyisanaturaloutcomeofincreasingfinancial transactions , thesetransactionsarenot

alwaysmadeinthemarketwher ぞthey arebooked. Forexample , “markets" intheCarribean , deｭ

spitealltheirbookingsofinternationalfinacialtransactions , havenotbecomeinternationalfinancial

markets.
13l
Thusitisimportanttodelvefurtherintothematterwithouttakingstatementssuchas

12) Ho , RichardYan ・ki. “The Banking Syst ぞm: AnOverview"and"HongKongasanInternational

FinancialCentre 刊in RichardYan ・ki Ho ,RobertHanneyScottandKoAnnWon 宮(eds.) ， TheHongKong

Fi 問問。I Syste 押し 1991

13) JiroOtsukapointsoutthatinplaceswhere “substantial financialintermediaryactivity"takesplacein

othermarkets , whileonlyth ぞ “booking" isdoneatthehomemarket , suchasintheCarribianoffshore

market , thehom ぞmarket is 何sentially aEuromarketinsuchmaketsastheU.S.. TheLuxembourg

marketisseentohavethesamefinctionforGermany. However , OtsukamaintainsthatHongKon 宮
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“ more than60percentofthe(banking)sectors'aggregateassetsandliabilitiesareexternal , spreadｭ
ingovermorethan100countries"14)atfacevalueandtoquestionthenatureoftransactionsandthe

significancetheyhaveforHongKongasaninternationalfinancialmarket. Togiveawaytheconcluｭ

sionearly , thebulkofHongKong'sforeigncurrencyassetsandliabilitiesespeciallytherecentrapid

increase , ismerelythebookedbalanceofextendeddomesticfinancinginothercountries- inthis

case ,Japan's. Thetendencytouseforeigncurrencyinfinancereflectstherapidityandthoroughness

of “market liberalization." ButitdoesnotnecessarilyreflecttheactiveanduniqueroleHongKong's

markettakenonasan “in ternationalfinancialcenter."

Asecondperspectiveviewsthemovetowardusingforeigncurrencyinfinanceascurrencysubｭ

stitution- thesubstitutionofforeigncurrencyfordomesticcurrency. Accordingtothisview ,foreign

currencywaschoseninordertoescapetheHongKongdollarcrisiswhichreacheditspeakbetween

1982-86.
15
) Thisexplanationisplausible , butonlyifthediscussionislimitedtoforeigncurrency

deposits. Sincetheforeigncurrencybalancecancarrydifferentmeanings , thiskindofunderstanding

mayignoreimportantfactors.

Whilebothperspectiveshouldbeappreciatedforhavingacertainamountoftruth , bothhave

weakenesses. Inordertodrawamoreaccurateandcompletepicture ぅthe movetoforeigncurrency

financemustbesetwithinthedisintegrationprocessofthecurrency/financialsystemofColonial

HongKong.

B. TheJapaneseFinanceandForeignCurrencyDeposits- TheMajorFactorAccountingfor

theIncreasedForeignCurrencyFinance

TableIshowsthat , attheendof1991 , thetotalamountofforeigncurrencyliabilitieswas4 ,475

HK$(unitsareinbillionsofHK$). The“ Amoun t duetobanksabroad"was71.4%ofthetotal

(3,193HK$). Ifthe“ Deposit fromcustomers"18.1% (811HK$)isadded , thesumofonlythese

twoaccountsreachesahighof89.5%. Asforassets , the “ Amoun t duefrombanksabroad"and

“ Loans andadvancestocustomers"are51.6% (2 ,292HK$)and34.2% (1,520HK$)respectively.

Thecombinedassetsalsoamounttoasmuchas85.8%ofthetotal. Sincethecombinedliabilities

andthecombinedassetsattheendof1991(89.5%inliabilitiesand85.8%inassets)arelargerthan

correspondingfiguresattheendof1980(78.0%inliabilitiesand72.1% inassets) , theeachofthe

fouritemsincreasednotonlyabsolutelyinamountbutalsorelativelyaspartofthetotalliabilities

andSingaporedecideinterectratesontheirown, thusdifferentiatin 胃themsclve fromthosemarketswhich

donothave “financial substance." Otsuka'spointofviewisplausible. However , asforrecentEuroｭ

yentransactions , HongKonghasbeenasabookingcenterforpartofyenfinancinginJapan , similarto
whatLuxembourgisforGerma 町Jiro Otsuka ， “転換期の ア ジ ア金融市場一国際金融仲介水平分業化

への視点" r調査 月 報J (“ The AsianInternationalFinancialMarketinTransition:APerspectivetoｭ

wardstheHorizontalSpecializationofIntermediarγActivity inInternationalFinancing ," ChosaGeppo)

(日本長期信用銀行 The LongTermCreditBankofJapan) ,No.266 , 1990

14) GovernmentInformationService,op.cit.,p.72

15) Jao , Y.C. , “From SterlingExchangeStandardtoDollarExchangeStandard:theEvolutionofHong

Kong'sContemporaryMonetarySystem"inY.C.JaoandF.H.H.King, Monりin HongKong, 1990,

p.119
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andassets. Whatisthesubstanc ぞof thes ぞfour items?

Table4showsliabilitiesandclaimsclassifiedbycountry. TheproportionofJapaneseliabil ト

tiesandclaimsofthetotal(world)isshownfortheendof1980and1991. Fromthistablewecan

seethat , ofallauthorizedinstitutions , theJapaneseliabilitiesandassetsincreasedmostdramatically

between1980and199I. Byapplyingthesefigurestotheabove items , thぞapproximate Japanese

shareforeachit ぞm canbecalculated. Thus , fromth ぞ1991 sharepercentages68.5 , 61.5and76.0%

andtheaforementionedpercentagesofeachaccountof1991, 71.4, 5 1.6, and34.2% , theJapanes ぞ

shareofeachaccountisobtainedas48.9 , 3 1.7, 26.0 , rぞspぞctively. Thisshowsusthatasof1991 ,

48.9%offoreigncurrencyliabilitiesand57.7%(31.7+26.0)ofassetsweretransactionswithJapan.

Table4Japan'sShafeofExternalLiabilitiesandClaimsofAllFinancialInstitutions

(Unit:BillionHK$ ,%)

1980 1991
Atendofyear

J‘ap辻 - Total Shafe .Japan Total Shafe

Liabilitiesto For でign C 9.0 163.6 .">.5% 2,214 3,234 68..">に 0/0
banksoutsideHK HK$ 0.1 3.9 127

Claimson I勺feign C 8.1 ill.8 7.2% l 、475 2,398 61..">%
bankoutsideHK HK$ 8.0 つ 45

Claimsonnon- FOfei 符nC 56.0 3.7% 1.10内-ノ 1,451 76.0%
}川 nks outsideHK I-IK$ 1.6 15

Source:HongKongMonth｣vDigestofStatistics

Customers'foreigncurrencydepositsalsochangeddramaticallybぞtw ぞぞn 1980and 1981. In

1980therewer ぞ18 HK$depositedinforeigncurrencyasopposedtoIIIHK$inHongKongdollars ,

aratioof14.0%to86.0%. In 1991, thefigureswere811HKSto564HK$;theratioof59.0%to

41.0%. Evenafteradjustingtheforeigncurrencydぞposits withswapsintodefactoHongKongdolｭ

lardeposits , thefiguresare771HK$to604HK$ , a56.1% to43.9%ratio. Thisshowsthatforeign

currencydeposits ぞxc 町ded HongKongdollardeposits.

C. Hong 区ong asaBookingCenterandtheMoveAwayfromtheHongKongDollar-the

PresentStageofEuro-CurrencyandHongKongDollarMarkets

Table5illustrateshowth ぞproportions ofHongKongdollarstoforeigncurrencychang 何aft ぞr

deletingtheincreaseinbothbalancesduetoJapan ぞse andforeigncurrencydepositsbetw 代n th ぞ

periodof1980and1991. Thisprovesthatth ぞforeign currencyportiondecreasedfrom56.2%in

1980to48.4% in1991. Thismeanstheoverallincreas ぞin foreigncurrencyfinanceresultedfrom

twofactors:theincreasedJapanesebalanceandforeigncurrencydeposits. Iftherewereotherfacｭ

tors , thぞy playぞd insignificantroles.

Befor ぞtaking aclosぞr lookatthesetwokeyfactors ヲwe willsurv ぞv theincreaseinthebalanc ぞof

claimsonnon-bankcustomersbycountryandregion(Table6). Fromthe tabl ぞwe seethat 司the

numb ぞr ofHongKong'sext ぞmal customers'transactionsissteadilygrowinginthe1980's. Bぞcause
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domesticloansincreasedbyatleastsix times , thegrowthratefor “ oth er AsianOceania/countries"

increasedamere4.4times , whichcontrastswiththemoreincreasingtrendinthe1970's.16) Howev-

Table5 ForeignCurre 町y RatioafterdeductingtheJapaneseFina 町e (the

AmountBorrowedfromJapanbyHongKongFinancialInstituｭ

tions)andForeignCurrencyDeposits

Atendof HK$ ForeignCurrency

1980 43.8% 56.2%

1991 20.9% 79.1%

1991(Adjusted) 51.6% 48.4%

Adjustmentofliabilitiesasof1991(Unit:BillionHK$)

HK$ 1 ，185 1) 十578 =1,763 (51.6%)
ForeignCurrency 4，435 1) ー(2 ，205 2 ) 十578 3 ) ) = 1,652 (48.4%)

Total 3,415(100.0%)

Note:I) ForeigncurrencydepositswithswapareadjustedtoreadasHK$

deposits(TableI).

2) 2,205issupposedtobetheincreaseoftheJapaneseFinance
whichistakenfromtheincreasein'liabilitytobanksinJapan'in

Table4(2,214-9).
3) 578isthenetincreaseinforeigncurrency deposits , whichis
heypothesizedtohavebeenconvertedfullyfromHongKongdolｭ

lars. (TableI)771-1 ,375XI8--;-129
Source:HongKong.M onthウ D伊st ojStatistics,variousissues.

Table6 ClaimsonNon-BankCustomersoutsideHongKong

(Unit:BillionHK$ , Times)

Atendofyear China Japan
OtherAsian/Oceanian Others

Total
Countries (Europe , USAetc.)

1980 0.5 21 31.9 23.1 57.6

1991 47 1.1リハ5 141 173 1,466

Numberof
94X 526X 4.4X 7.5X 25.5X

Times'Increase

Source:HongKong.MonthlyDなest ojStatistics,variousissues

er , growthratesforChinaandJapanwereexplosiv ぞthe balancesasof1991are94timesand526

timesrespectivelyofasof1980. SincediscussionofChinarequiresmuchin-depthstudy , itshallbe

treatedinadifferentpaper. HereIwouldliketofocusonthesuddenriseinJapanesecustomer

16) FormoreinformationontheincreaseofHongKong'sexternalfinancialtransactionsinthe 1970's , see

S.Y.LeeandV.C.Jao ,FinancialStructureand.M onetaり Policies inSoutheastAsia, 1982 日 本銀行調査局 “国

際金融市場としての香港，シンガボールの発展について一前回石油危機以降のオイル・マネー還流に果

たした役割を中心に一" I調査月 報J (ResearchDapartment , TheBankofJapan , “On theDevelopment

ofHongKongandSingaporeasInternationalFinancialMarkets:theRoleTheyPlayedintheRefluxof

OilMoneyaftertheLastOilCrisis"inCllOsaGφpo) ， Vol.31, No.5 , May , 1980
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transactionsasonefactorleadingtotherapidincreaseinthefinancialbalanceforJapan- apheｭ

nomenonpeculiartothe1980's.

(1) ThreeTypesofHongKong-JapanInter-officeTransactions

Previousstudieshaveshownthatthesubstanceoftheincreaseinthefinancialbalancedueto

andduefromJapanwasJapanesebanks'financeloanedindirectlytotheircustomersinJapanafter

passingthroughmoneycenterssuchasHongKongandSingapore. Thistrendfollowedthe “libera­

tion"ofthe“ im pact loan"inyeninJune1984, andtheinaugurationoftheJapanOffshoreMarket
リOM) inDecember1986(interbanktransaction).I?) LoansinyenfromoutsideJapanincreased

notablyastheywereoutsidethescopeoftheBankofJapan's “window guidance"controlingbanks'

loanstocoustomers.

Moreover , itisbeingdiscoveredthattheEuro-yen loans , formallylentbyHongKongbut
actuallylentbybanksinJapan , werespentonrealestateandstocksinJapan.18) However , inHong

KongitwasnotonlytheyenimpactloanthatswelledtheJapanesebanks'foreigncurrencybalance

sheet. Thereareinfactthreetypesoftransactions;Type1, theimpactloans , maybethemostrepｭ

resentative. ButType2-diversionofaJOMfundtoageneraldomesticfund-andType3-an

operationforincreasingcurrentassets , donetosatisfytheliquidityratiopursuanttotheHongKong

BankingOrdiance- aredifferenttransactions ,eachwithadifferentpurpose. Thethreetogetherare

deemedtoconstitutethebasisoftheforeigncurrencyassetsandliabilitieswiththeJapanesebanks'

HongKongbranchoffices.

Therecanbe , ofcourse , otherkindsoftransactionsbetweentheheadofficesinTokyoand

branchofficesinHongKong , suchasthehead0伍ce takingintheEuro-dollarunilaterallyfromHong

Kong. Also , anincreasedbalancecanbegeneratedfromtransactionswithotherbanksinJapan.

Thus , Iamnotsayingthatthethreetypesoftransactionsaloneaccountforalloftheforeigncurrency

assetsandliabilitieswithJapanesebanksinHongKong. However ,judgingfromtherapidincrease

inForeigncurrencyfrom1986to1987andtheincreaseinbothsidesofthebalancesheetforJapan , it

canbeassumedthatTipeIand2inparticularwerethesignificantfactorsbehindtheincrease.
19
)

Althoughthethreetransactionshavedifferentpurposes , theydohavethefollowingpointsin

common:Types1and2areJapan'sandType3isHongKong's “loophole fordomesticregulations."

Allthreetypesare “booking transactions ," astheydonotrequireafterallanactualtransferofthe

17) OkudaKoji ， “ユー ロ 円 と ア ジ ア の オ フ シ ョ ア 市場.. I立命館 国際研究J (“ Euro-yen andtheAsian

OffshoreMarket"inTheRitsumeikanJournalofInternationalStudies) , 5-1 , May , 1992. IwaiAtsuo. “東

京市場と結びつきを深める香港金融市場.. I国際金融J (“ HongKongFinancialMarketStrengtheningIts

TieswithTokyo"inInternationalFinanceJournal) ,No.864, May , 1991. BIS , QuarterlyRevie 肌International

BankingandFinancialMarketDevelopment , 1992,pp.16-18.
18) YamaguchiYoshiyuki ， “ 「資産 イ ン フ レ」 の金融メ カ ニ ズム について一奥田宏司氏の所説の検討を手掛

かりにして一.. I名 城商学J (“ On theFinancialMechanismof‘Asset Inflation':UsingKojiOkuda's

ApprochasaFoothold"inTheJournalofCommerceandEconomics) , vol.41, No.I , June , 1991andNo.2 ,

October , 1991.

19) SeeOkuda'spapermentionedabovefordetailsontheEuro-yenimpactloanandthepointintimeat

whichHongKongandSingapore'sbalanceforJapanincreased
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i.mdstoandfromtheHongKongbranches.

LetusseehowTypesI2and3canbeexpressedinasimpleT-form. Toavoidcomplexity ,

variationsnotrelatedtothebasicmechanismaredisregarded.

TypeI Euro-yenImpactLoan
BankFinTokyo BankFHongKongBranchOffice

Loan to HK IBorrowi時from
Branch リOM) Iotherbanks リOM)

LoantocustomersIBorrowing from
inJapan I Head0節目

InTypeI , BankFTokyolendsmoneytoitsHongKongbranchbyborrowingfundsfromthe

10Maccount. TheHongKongbranchthenloansthefundsobtainedfromitsheadofficetocustomｭ

ersofBankFinJapan.

UnlikecasesinwhichthetransactioniscompletedinJapan , thistransactionfreesJapanese

banksfromtheBankofJapan'swindowguidanceregulatinginternalloans. Italsoenablestheutiｭ

lizationofthe10Mmarketasanadditionalsupplysourceoffunds. Furthermore , placingfunds

fromTokyotoHongKongintheabovemannercanalsobedonethroughageneralinter-office

account. Ifthisisthecase , theabove"10M"cansimplybedeleted.

InthecaseofType2, BankFacquiresfundsfromthe10MandloansthemtoitsHongKong

officethroughthe10Maccount. Atthesametime , theheadofficeborrowsthesameamountfrom
thebranchoffice. Thoughthedirectinflowoffundsfromthe10Mtothedomesticmarketis“ cu t

oW'exceptforcertainamountsinJapan , neverthelessthe10Mfunds , simplybymovingbackand

forthbetweenthetwooffices , aretransformedintodomesticallyloanablefunds. Intype2, thebaｭ

lanceoftheHongKongbranchofficewillswellbythesameamountonbothsidesofthebalance

sheetthroughthetransactionswithheadofficeinJapan.
20
)

Type2 JOMfundstobeconvertedintodomesticfunds
BankFTokyo BankFHK BankFTokyo

Loa剖組n tωo HK IBo肝rrowm
b伽r. リOM) If企k白om ot出he汀r

banks リOM)

Laρ却 tωo Tおok附yo IBo肝rrowm
HO Ifrom Tokyo

HO

Loantocus ト- IBor汀rowin
tωomers in IfromHK

Japan

Type3showsthewayBankF'sHongKongoffice ‘creates'itsassetswhichfallduewithinone

monthanditsliabilitiesoveronemonthbydealingwithitsTokyoheadoffice. Anycurrencyisapｭ

plicable , buttheyenortheU.S.dollarismostfrequentlyused. Thepartnerofthetransactiondoes

notnecessarilyhavetobetheTokyoheadoffice;itcouldbeanotheroverseasoffice, suchasonein
NewYork. However , sincetheheadofficeofJapanesebanksisinthesametimezoneasHong

20) FurumiKenichi , I ビ ジ ネ ス ・ ゼ ミ ナ ー ル外国為 替入門J (BusinessSeminar:aGuidebookofForeignExｭ

change) ぅ 1 990 ， p.191
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Kong , theheadofficeisusuallychosen.21)
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Type3 Produci時liquid assetsthatsatisfytheliquidityrequiredbytheHongKo 時Ba 此ing Ordina 町f

BankFHKoffice BankFTokyo

LoantoTokyo I BorrowingfromTokyo

Term:withinonemon 出 I Term:overonemonth

LoantoHK IBorrowinεfrom HK
Term:overon ぞmonth I Term:withinonemonth

Asstatedabove , thesetransactiontypesincreasethebalanceofassetsandliabilitiesintheHong

KongbranchofficeofJapa町se banks. WhileinType1Oapa町se) coustomersareontheassetsside

andbanksareontheliabilitiesside , intype2and3thebanksareonbothsides. Thus , thetransacｭ

tionwillappearonthebalancesheetforallauthorizedfinancialinstitutionsinHongKongasshown

inTable1inthefollowingmanner:Funds“ D u e tobanksabroad"(contributedbyTypes 1, 2and3)

areappliedpartlyto “Loan andadvance"(loanstocustomers , contributedbyType1) , andtherest

offundsisappliedto “Due fromforeignbank"(contributedbyType2and3).

(2) ForeignCurrencyDepositsandDecreasingConfidenceintheHongKongDollar

AsshowninTable7,foreigncurrencydepositsincreasedfasterthanHongKongdollardeposits

beforeexperiencingabriefinterruptioninSeptember1983. Theincreaseinforeigncurrencydeposits

outpacedHongKongdollardepositsin1984beforebecomingrelativelystabilizedtoward1990. As

statedbelow , thismovementwas , directlyorindirectly , closelyrelatedtothatofHongKongdollar

exchangerates. AndtheHongKongdollarexchangeratefluctuatedindifferentpatternsinthetwo

periodsbeforeandafterthecurrencyreforminOctober1983. Thecurrencyreformwasenactedin

21) AccordingtotheHongKongBankingOrdinance , everyauthorizedinstitutionmustmaintainaliquidity

ratioofnotlessthan25%ineachcalendarmonth. Theratioiscalculatedfrombetweentheinstituｭ

tion'sliquefiableassetsandqualifyingliabilitiesforeachworkin 宮day ofthecalendarmonth. Ifaforｭ

eignbanktakesfundsfromitsoverseasheadofficeinthetermofoveronemonth(tobenotcountedas

qualifyingliabilities)andplacesthemforatermwithinonemonth(tobecount ぞd asliquefiableassets)

thissetoftransactionswillgreatlyimprovetheoverallliquidityratioofthebank. Thiskindofinterｭ

o伍ce operationhasbeendoneactivelybyforeignbankssincetheliquidityratiorequirementwasinst ト

tutedbytheBankingOrdinancein1964. UntiltheBankingOrdinancewasrevisedin1986, bankswere

obligedtomaintainanaveragebalanceofliquidassetsinthecurrentmonthofnotlessthan25%ofthe

depositbalanceatth ぞ ぞnd ofthepreviousmonth. Theaggregateamountofeachmonth'sliquidassets

wasmadepublicbytheGovernment. Howeverinthecurrentsystem(after1986)nodataisavailablein

theGovernmentpublicationsconcernin 宮liquidity rations , suchasthesumoftheliquefiableassetsand
actualliquidityratio. Itisthereforeimpossibletodistinguishtheamountofliquefiableassetsfromthe

inter-officeoperationofforeignbanks. Howeveritisbelievedthatasubstantialamountisstillinvolved

becausefore 伊1 banksremaindependentonthisoperationtosatisfytherぞqu 町ment. "Itwillstillbe

possibleforanauthorizedinstitutionto'manufacture'liquiditytocomplywiththerequirementsofsecｭ

tion 102 bymismatchingtheperiodsofreceivablesandpayablesfromandtoaforeignbranch

Althoughthismayinvolveincurringaninterestcost , thiswillbesquaredupwhentheaccountsareco ル

solidat 吋in thebookofitsheadoffice. 刊Ghose ， T K. , TheBankings.-vstemofHongKong, 1987,p.271
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responsetothecurrencyandbankingcrisiswhichpeakedinthepreviousmonth.

Table7 CustomerDepositsofAllFinancialInstitutions

(Unit:MillionHK$ , %)

AtEndofYear HK$ ForeignCurrency Total
PercentageofHK$

ForeignC

1980 111,125 17,729 128,854 86.2:13.8
1981 134,359 29,266 163,625 82.1:17.9
1982 135,384 98,688 234,072 57.8:42.2

(Sept., 19831)) 133,627 146,785 280,412 47.7:52.3
1983 153,401 138,849 292,250 52.5:47.5
1984 193,190 175,198 368,387 52.4:47.6
1985 212,132 236,837 448,968 47.2:52.8
1986 245,103 317,426 562,529 43.6:56.4
1987 309,543 394,066 703,609 44.0:56.0
1988 346,744 498,776 845,520 41.0:59.0
1989 387,640 620,017 1,007,658 38.5 ・6 1.5

1990 452,382 778,889 1,232,271 36.7:63.3
1991 563,927 813,679 1,374,606 41.0:59.0

Note:I) FiguresattheendofSeptember , 1983-whenthecurrencycrisispeaked-werespeｭ
cificallyshown

Source:HongKo 昭Monthly DigestojStatistics,variousissues

BeforeOctober1983

TheperiodbeforeOctober1983ischaracterizedbythefallintheexchangevalueoftheHong

Kongdollar. ItfellwithincreasingspeeduntilbottomingoutatUS$ltoHK$9.5onSeptember24 ,

1983.
22)
DuringthisperiodoftensionduetothenegotiationbetweenChinaand Britain ぅserious

anxietyprevailedinsideandoutsidetheterritoryoverthefutureofHongKong. Thisanxietyreｭ

sultedinthecurrencycrisis , exasperatingtheongoingbankingcrisis.

Meanwhile , theUSdollarwasontheriseelsewhereintheworldatthistime. USdollarexｭ

changerateswerefirmedbythehighinterestpolicyconsciouslypursuedbytheReaganadministraｭ

tion. InHongKong , however , the1997problemmadetheUSdollarriseevenhigher. The1997

problemisclassifiedbymanyasapoliticalfactorandtherefor ぞirrelevant todecidethelevelofthe

exchangerate. Itwasapoliticalfactor , however , inthiscaseitwasacriticalfactordeterminingthe

acceptanceofpapermoneybythepeople. Asthefateofthepowerofthestatewhichcirculates

HongKongdollarswasplacedindoubt ,confidencewaslostinHongKongcurrency.

Inthisperiodforeigncurrencydepositsincreasedsharply. Thisincreasewasnotonlydueto

theabolitionofinteresttaxonforeigncurrencydeposits(February1982)andthefirmnessoftheUS

dollar. Foreigncurrencydepositswerepreferredasaninstrumentfortheflightofmoneyoutof

HongKongcurrency. TherewereotherflowsofmoneyoutofHongKongandintooverseasdeｭ

positsforthesamereason , however , withthelackofbalanceofpaymentdata(mentionedabove2l)it

22) GovernmentInformationService, HongKong1983, p.46 , HongKong1984, p.51. Accordingtoother
sources ,thelowestpointfortheHongKon 宮dollar is9.65
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isdifficulttoestimatethescaleofthewholemovement.23)

Accordingly , theperiodfrom1982-3 , (withthe1986-87periodwhenJapanesebalanceesp 。

ciallyincreased)isoneofthetworemarkableperiodswhentheamountofforeigncurrencyinHong

Kongfinancesharplyincreased.

AfterOctober1983

ThecurrencyreformofOctober1983obligedtheissuingbankstosurrenderUSdollartothe

GovenmentattherateofUS$1=HK$7.8inexchangeforacertificateofindebtednesswhichhadbeen

necessarytoissuebanknotes(torecoverbanknotesfromcirculation , theoppositeprocedureisfol ・

lowed). Asaresultofthisact , theexchangerateinthemarketstaysnear7.8. Themarketrate ,

allowedtofluctuateanddepartfrom7.8 , iskeptaround7.8byarbitration. Sincethecurrencyreｭ

form , theexchangerateforHongKongandUSdollarshasremainedatastable7.8.

TheattractivenessofforeigncurrencydepositsinUSdollarsduringtheperiodafterOctober

1983wasdue , nottoanyappreciationintheexchangerate , buttotherelativehigherinterestrates

forUSdollars. Althoughthereisnoofficialdata , itisbelievedthattheproportionofallforeigncurｭ

rencydepositsmadeinUSdollarsdecreasedrelativetotheothercurrencies , whilethatofEuropean

currenciesincreasedsharply. Inthecaseofnon-USdollardeposits , eveniftheUS/HKdollaris

stable , theforeigncurrencyriskremains. Thusattractivenessofnon-USdollardepositsremainedthe

sameasintheperiodbefore1983. Intheperiodbeforeandafter 1983, therewasasignificant

amountofforeigncurrencydepositswithswap(seeTableI) ,whichwereactuallyHKdollardeposits.

Thesedeposits , madeinordertobefreefromtheagreedinterestrate(onHKdollardeposits)setby

theBankersAssociation , obtainedhigherinterestratesthantheoneagreedon.

Asisobvious , especiallyinthefirstperiod , theincreaseinforeigncurrencydepositsisremarkｭ

ablesignofconfidencelostintheHongKongcurrencyandanescapefromit. Itistobenoted ,

however , thattheforeigncurrencydepositsinHongKongreflectonlyapartofsuchmovement;they

referonlytothosedepositsconvertedfromHongKongdollarstoforeigncurrencieswhichstayedin

HongKong , butnotthosewhichwentoutofit.

III Conclusion:AnEndtoBritishCurrencyandFinancialOrderinHongKong

Aswehaveseen , theincreasingamountofforeigncurrencycharacterizingHongKongfinance

inthe1980'smeansthat(a)HongKonghasbecomeabookingcenterand(b)confidenceinthe

HongKongdollarisdecreasing. Thetwofeaturesseemcontradictory:(a)lookspositiveforHong

Kongand(b)negative. However , thefactsshowthatbotharenegativephenomenafortheBritish

23) Thoughlackingbalanceofpaymentstatisticstoproveit, manyagreewiththeassumptionthatcapital
wasflowingoutofHongKongafter1983. Anotherinterpretationofthemovementofcapitalisasfolｭ

lows: “いThat ismorelikelyisthattherewassubstantialoutflowoflocalcapital , whichwaslargely, and

possiblyentirely , offsetbyasubstantialinflowofforeigncapita!." “Capital FlowsinHongKong ,"

HongkongBankEconomicReport, April , 1990
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HongKongFinancialorder.

ThedevelopmentofEuro-currencymarketsgivesleadingbanksintheworldtheopportunityto

pursuetheirinterestsinabroaderareawheredomesticregulationscannotreachthem. Thenumber

ofEuro-currencytransactionsinHongKonghasgrownsincethe70'sbasedonthedemandsofthe

trade. Bythe80's , almost80percentofthetotalbalanceofallfinancialinstitutionswereinforeign

currencies;halfofthatforeigncurrencybalanceconsistedofbookingofdefactodomesticfinancein

Japan , oneofthebiggestusersoftheHongKongfinancialmarket. Inthisway , HongKonghas

cometobeabookingcenterforJapanesedomesticfinance.

Thisdevelopmentistheinevitableresultofaseriesofeventssuchasthefloatationofthesterｭ

lingpoundandtheabolitionofexchangeregulation , theliftingofthe‘mora tor ium' onissuingbanking

licenses , andtheincreaseinthenumberofforeignbanksintheHongKongmarketplace. However ,

fortheleadersoftraditionalHongKongfinancesuchastheHSBC , thisisafatalcompromiseanda

retreatfromcompetitionwithstrongforeignbanks. ThosewhocontrolledHongKongfinanceleft

theforeigncurrencymarket(whichmadeitsappearancein70's)atthedisposalofforeignbanks.

TheconfidencelostintheHongKongdollartranslatedintoconfidencelostintheHongKong

bankingsystemwhichhasbeendependingonHongKongdollarfinance. Thiswasshowninthe

early80'swhentheHongKongdollarcrisisoccuredalongwiththebankingcrisis. Ofthethreefacｭ

torsthatkeepnonconvertiblenoteseffective-thevolumeofmoneyincirculation , thelegalforceof

thestate , andtheconfidenceofthepeople- measurescontrollingthevolumeofmoneyhavedeｭ

velopedremarkablysincethemonetaryreformof1983. However , thelattertwofactorswillbedeｭ

cidedinthefutureunderChineseadministration ,whichmeansatpresentitisdifficulttospeculateon

thecurrency'sstability.

HongKong'suseasabookingcenterandthelostconfidenceintheHongKongdollarillus 帽

trate , therefore , theirreversibleweakeningorretreatofthemonetaryandfinancialorderofBritish

HongKong. ThisorderwillcompletelydisappearatsomestageunderChineserule , aprocessis

alreadyhappeningduringthepresentperiodoftransition.

Table6showsthatHongKongfinancialinstitutions'externalassetstoChinaincreasedthrough

theendof1991- toalmost100tim




