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1 Introduction 

Monetary policy affects the demand for money and the money supply, it is not only an 

important indicator of the total amount of bank credit society, but also the central bank controls 

the money supply and demand, regulates the market, and achieves monetary policy objectives. 

Monetary policy relies on the relationship between the rates of interest in an economy, that is, the 

price at which money can be borrowed, and the total supply of money. Meanwhile, monetary 

policy system is important for one country to control its economy.  

As we know, the transfer of sovereignty over Hong Kong from the United 

Kingdom to China took place on 1 July 1997. The landmark event marked the end of British rule 

in Hong Kong. Hong Kong became to be a part of China. However, to avoid Hong Kong’s 

economy being affected by the implementation of a socialist market economy of mainland China 

and the gradual decline after the return of Hong Kong, the second-generation paramount leader of 

China Deng Xiaoping proposed the “one country, two systems” in the 1980s. The key points of 

the "one country, two systems" policy are that within the People’s Republic of China (PRC), the 

main body (mainland) will continue with its socialist system, while Hong Kong, Macao and 

Taiwan will maintain the capitalist system. Since that, Hong Kong had a very different monetary 

system from mainland China.  

The main objective of the thesis is to assess monetary policy system in mainland China and 

Hong Kong, based on the data from 2006 to 2015. We will mainly focus on the monetary policy 

system in mainland China and Hong Kong, which includes central bank, objectives of monetary 

policy, instruments of monetary policy and exchange rate regime. Besides, we will analyze the 

possibility of future monetary integration between Hong Kong Dollar and RMB.  

This thesis consists of five parts: Chapter 1 and 5 are introduction and conclusion. There 

are three main parts, which are Chapter 2, 3 and 4. In Chapter 2, we will introduce the theory of 

monetary and exchange rate policy, such as a central bank, the objectives of monetary policy, the 

instruments of monetary policy, and so on. Chapter 4 will focus on the comparison of monetary 

policy in mainland China and Hong Kong, which includes central bank, monetary policy and 

https://en.wikipedia.org/wiki/United_Kingdom
https://en.wikipedia.org/wiki/United_Kingdom
https://en.wikipedia.org/wiki/China
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exchange rate regime. Besides, we will analyze the possibility of future monetary integration 

between CNY and HKD. To compare the monetary  and exchange rate policy in mainland China 

and Hong Kong, we will introduce more information about economy in mainland China and 

Hong Kong, including historical situation, political issues, and general economic situation such 

as GDP growth rate, inflation rate, and international trading and so on. That will be part of 

Chapter 3. At the end of the thesis, based on the results presented in Chapter 4, main conclusions 

and recommendations will be presented in Chapter 5. 
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2. Theory of Monetary and Exchange Rate Policy 

Monetary policy, largely, is the management of expectations, said by Jump and Svensson 

(2010). Monetary policy relies on the relationship between the interest rates in an economy, that 

is, the price at which money can be borrowed, and the total money supply. In this chapter, we 

will introduce the whole theory of monetary policy, which is the actions of a central bank, 

currency board or other regulatory committee who determine the size and rate of growth of the 

money supply, which in turn affects interest rates. We will talk about the central bank, objective 

of monetary policy, the instruments of monetary policy, it also includes exchange rate policy.  

2.1 Central bank 

Central bank or monetary authority is a special financial institution, which is established by 

the government, responsible for controlling the country's currency, money supply and interest 

rates, regulates the financial system, especially the commercial banks and other financial 

institutions. Central bank of one country is the highest monetary and a financial regulatory 

institution and it has a dominant position in the national financial system.  

2.1.1 Guiding principles for central bank 

In general, according to Mishkin (2009, p. 37), there are seven principles that can give 

clearly and useful guide for the central bank to achieve its goals of monetary policy. 

First one is “Price stability provides substantial benefits”. Price stability requires a low and 

stable inflation rate. At this situation, the level of resources productively employed in the 

economy can be increased; and it can help firms and individuals to control the uncertainty about 

prices to increase the efficiency of the economy; also, it might help to increase the economy 

growth rate. 

Second one is “Fiscal policy should be aligned with monetary policy”. It will be much 

harder for the monetary maker to keep price stability if there is the irresponsible fiscal policy. 

Besides, large government deficits will make lots of pressure on monetary maker, because it may 
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cause rapid money growth and inflation in the economy. To keep inflation under control, it is 

necessary to align fiscal policy with monetary policy. 

Third one is “Time inconsistency is a serious problem to be avoided”. Calvo (1978), 

Kydland and Prescott (1977) and Barro and Gordon (1983) provide this opinion the time 

inconsistency problem is one of the key problems when policy maker make monetary policy. The 

policy maker always tries to exploit the short-run tradeoff between employment and inflation, 

they want to pursue short-run employment objectives. 

Fourth one is “Monetary policy should be forward looking”. It will be too late to find the 

problem if it already happened. If there is inflation, and the policy maker made tight monetary 

policy after noticed the inflation, the inflation expectation will be already existed in people’s life.  

This means the policymaker should consider the future when they make monetary policy, they 

need have a forward-looking approach, and act preemptively. 

Fifth is “Policymaker should be accountable”. There are two reasons, first one is because 

public people should make all of the policies, but usually we need policymaker to present the 

people, so the action of policymaker should hold accountable to the public. The second reason is 

it is very important the policymaker helps to promote efficiency in government, the policymaker 

knows if the economy performance is poor then they will get punished, the pressure will make 

them work efficiently somehow. 

Sixth is “Monetary policy should be concerned with output as well as fluctuations.” The 

one of the objectives of monetary policy is price stability; it is a very long-term to the end goal. 

Therefore, the policymaker should not only care about inflation fluctuations, but also output 

fluctuations, because the public care about output as well as inflation. 

And the last one is “The most serious economic downturns are associated with financial 

instability”. However, in addition to economic history, the key reason of the depth of economic 

contractions is financial instability. By preventing financial instability, a healthy and better 

economy and lower outpour fluctuations will be promoted. So it will be an important objective 

for monetary policy. 
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2.1.2 Function of central bank 

According to Valdez and Molyneux (2010), the functions of a central bank can be divided 

into four parts, which are macro economic controlling, a central bank to issues, central bank to 

bank, and central bank to government. 

According to macroeconomic goals of the central bank for a certain period, the central bank 

uses monetary policy tools to control the objectives and to achieve the ultimate goal.  The 

decision on monetary policy is taken by central banks if it is independent and it produces advices 

on monetary policy and economic matters, including all of the statistics. The central bank can use 

interest rates, open market operations and so on to control money supply. And the central bank 

can operate through indirect economic leverages to achieve macro-controlling. Generally, it is 

done the regulation of economic benefit of all financial institutions to influence their behavior, 

but in some specific circumstances, it will implement government interventions. 

A central bank to issues means the central bank has a monopoly right to issue currency of 

the country, and it is the only currency issuer, which is authorized by a country or a monetary 

union. In contrast to a commercial bank, a central bank possesses a monopoly on increasing the 

monetary base in the country and usually prints the national currency, which usually serves as the 

state's legal tender (Meiji University, 2007). 

A central bank to banks is a function that the central bank acts as the lender of last resort of 

commercial banks and other financial institutions. This function reflects the fact that the central 

bank is the special nature financial institutions, besides; it is the basic condition, which the 

central bank acts as a financial core system. Through this function the central bank can influence 

the activities of commercial banks and other financial institutions to achieve macroeconomic 

management purposes. 

A central bank to government, it is a specialized institution to provide services for 

government and manage country’s finance. Normally, the central bank acts as the government’s 

banker. It receives taxes or other incomes and pays out money for the government’s spending. 
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Besides, the central bank issues bonds for government, holds and manages international reserves 

of the country, and so on. 

2.2 Objectives of monetary policy 

Objectives of monetary policy are specific economic goals to be reached by the central 

bank to develop and enforce a particular monetary policy; this is the ultimate end to be achieved 

by monetary policy. Normally, there are four ultimate goals.  

2.2.1 Price stability 

Price stability is the first and principal objective of central bank’s monetary policy, and the 

effect of price stability is the currency stability. Price stability is to control inflation and the 

average price level will not drastic fluctuations in the short-term. To measure if price stability, 

usually there are three indexes.  

Average index of GNP 

It reflects the price changes in the cost of the final products and services which sets the 

final gross national product and services as the object. 

Consumer price index 

With consumer’s spending everyday life as an object, can accurately reflect the change of 

the consumer price level. 

Wholesale price index 

It is an object with wholesale trading, can accurately reflect changes in the price in 

wholesale trading.  
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2.2.2 High employment  

The high employment objective is to keep a higher and stable level of employment. In the 

case of high employment, those who have the ability and voluntary workers can to find the right 

job at any time in a reasonable condition. 

In our thesis, Hong Kong and Mainland China do not have this objective of monetary 

policy, so we will just give a simple definition. 

2.2.3 Economic growth 

The economic growth means the increase of the gross national product (GNP) must remain 

reasonable and high velocity. Usually, measuring indicators of economic growth adopts the 

annual increase rate of real per capita GDP, which is the nominal per capita GDP annual growth 

excluding increasing rate of prices level. The government will make an index of real GNP growth 

rate in a plan period, stated as a percentage, the central bank makes it as the target of monetary 

policy. 

2.2.4 International balance of payment 

According to the international monetary fund (IMF), the international balance of payments 

are statistics of a country's foreign economic exchanges during a period. 

In terms of the nature of the economic transactions on the balance of payments, mainly can 

be divided into two types: one is autonomous transaction, it is automatically economic 

transactions with the purpose of economic, political and moral motivation, such as trade, aid, 

given and exchange, and so on. The other one is accommodating transaction, it is to make up for 

the difference between the autonomy deal, such as gains 

2.3 Instruments of monetary policy 

Usually, the instruments of monetary policy can be divided into two types, the first one is 

quantitative instruments, general or indirect; and the second one is, qualitative instruments, 
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selective or direct. They touch the grade of aggregate demand through the supply of money, the 

price of money and availability of credit. In quantitative instruments, there are open market 

operations and discount policy. Moreover, in qualitative instruments, it includes foreign exchange 

interventions and reserve requirements. All of these policies, either are expanding the money 

supply or decreasing the money supply. 

2.3.1 Open market operations 

An open market operation is an activity by a central bank to give (or take) liquidity in its 

currency to (or from) a bank or a group of banks. The central bank can either buy or sell 

government bonds in the open market (this is where the name was historically derived from) or, 

which is now mostly the preferred solution, enter into a repo or secured lending transaction with 

a commercial bank: the central bank gives the money as a deposit for a defined period and 

synchronously takes an eligible asset as collateral. A central bank uses open market operation as 

the primary means of implementing monetary policy. The usual aim of open market operations is 

- asides from supplying commercial banks with liquidity and sometimes taking surplus liquidity 

from commercial banks - to manipulate the short-term interest rate and the supply of base money 

in an economy, and thus indirectly control the total money supply, in effect expanding money or 

contracting the money supply. This involves meeting the demand of base money at the target 

interest rate by buying and selling government securities, or other financial instruments. 

There are two basic types of open market operations, which are outright operated and 

repurchase agreements. Outright operations are the securities that are bought or sold; it is the 

“one-way” transaction. Repurchase agreements also called as repair operations, it is securities are 

bought or sold by the central bank from subsequent resale or repurchase for an agreed date; it is 

the “two-way” transaction. 

Possible Targets of Open Market Operation 

According to Hummel (2007), usually, there are five possible targets of open market 

operations, which are shown below: 
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1. Under inflation targeting, open market operations target a specific short-term interest rate in 

the debt markets. This target is modified periodically to reach and maintain an inflation rate 

within a target range. However, other variables of monetary policy can also often target interest 

rates: the US Federal Reserve, the Bank of England and the European Central Bank use 

variations on interest rate targets to guide open market operations. 

2. Besides interest rate targeting there are other potential objectives of open market operations. A 

second possible target is the contraction of the money supply, as was the event in the U.S. in the 

late 1970s through the early 1980s under Fed Chairman Paul Volcker. 

3. Under a currency board open market operations would be used to reach and keep a defined 

exchange rate in relation to some foreign currency. 

4. Under a golden standard, notes would be convertible to gold, thus there would be no open 

market operations. Nevertheless, open market operations could be employed to hold the value of 

a fiat currency constant relative to gold. 

5. A central bank can also practice an assortment of policy contexts, that change depending on 

conditions. A central bank may peg its exchange rate (like a currency table) with different levels 

or kinds of loyalty. The looser the exchange rate peg, the more latitude the central bank has to 

target other variables (such as interest rates). It may instead target a basket of foreign currencies 

rather than a single currency. In some instances, it is empowered to use additional means other 

than open market operations, such as changes in reserve requirements or capital controls, to 

achieve monetary outcomes. 

Functions of Open Market Operation 

1. Control the size of the loan and the money supply 

To buy or sell securities in the open market is an effective measure of the central bank to 

affect financial markets. When there is economic recession, the financial market funds 

comparatively deficient, the central bank buys securities in the open market, the essence is to 

inject monetary base, when the commercial banks increase their reserve, also the increased the 
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lending loans to enterprises, the result must be more than the expansion of credit and money 

supply increased. On the other hand, too much money in financial markets, inflation rise, central 

banks sell securities to reduce the Banks' reserve, the commercial banks  reduce or recovery of 

the loans and money supply also reduced accordingly, so that the inflation is under control, the 

economy tends to be stable. 

2. Directly affect the structure and level of interest rates 

Moving the money supply through open market operations will change the interest rate 

level, this is a kind of indirect impact. But in fact, open market operations have the ability to 

directly affect the level of interest rates, when the central bank bought securities in the market, 

will lead to rising demand of securities, thereby the price of securities rose, interest rates fell. Due 

to the stimulating effect of the interest rates on borrowing and consumption, and promote the 

realization of the expansion policy to a certain extent. Different periods of securities are traded by 

central bank on the open market, can directly change the social public demand for different 

period of securities, and make the structure of interest rates change, this effect is not by other 

policy tools. 

3. Coordinate with rediscount rate policy. 

Open market operations coordinate with rediscount rate policy, often can achieve the ideal 

policy effect. For example, when the central bank increased at the discount rate, if commercial 

banks have a certain amount of excess reserve, so it will not rely on the central bank, so that the 

monetary policy is not working. At this point if the central bank implements open market 

operations, to sell securities in the market, the commercial bank reserves will decrease, tightening 

target was achieved. Due to a mix between the two is a more significant effect of using a single 

tool, many countries have used to pay great attention to the interaction of them. 

We can list the advantages and disadvantages from Walsh (2010). 
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Advantages of Open Market Operation 

1. Open market operations control properly the commercial banks’ reserve by buying and selling 

securities, this role is more effectively than other tools. 

2. Open market operations can be used initiatively, make its effect on achieving goals, no matter 

in quality or in quantity achieves the central bank expected, and do not like the rediscount rate 

policy, in a passive position. 

3. Open market operations can be used at a less size and smaller steps, make the central bank can 

accurately adjust the reserve, and don't like the deposit rate policy, too violent impact. 

4. Open market operations can undertake regular, continuity operations, has strong scalability, 

therefore, it is an ideal tool of the central banks’ daily adjustment. 

5. Open market operations have a strong reversibility, it can according to a sudden change in the 

market situation, quickly make a operation in the opposite direction. 

Disadvantages of Open Market Operations 

1. Open market operations are relatively small, so the impact on the public expectations and the 

impact on the commercial Banks are weak. 

2. Open market changes at any time and continuously, its effects on forecasting are small. 

3. The existence of various factors of market, as well as a variety of changes in the increase or 

decrease in non-government debt, all of these may reduce or offset the impact of open market 

operations. 

4. Open market operation needs the coordination of commercial Banks and the social public, 

because the establishment of trade depends on the willingness of both parties. 



 

12 

 

2.3.2 Discount policy 

It is a traditional instrument of monetary policy. Discount policy is a policy taken by the 

central bank to increase and decrease the money circulation by raising or lowering bank rates. For 

the central bank, discount is buying commercial banks hold papers, flow out money, expanding 

the money supply, which is provide by Wu (2013). For commercial banks, the discount is giving 

the discounted bills; solve the shortage of funds. In fact, the whole process of discount policy is 

that funds assignment process and rediscount bills business between commercial banks and 

central banks. The discount policy, is the central bank interments the market interest rate and 

money supply and demand of the market by formulating or adjust the discount, to regulate the 

market money supply. 

According to Wu (2013), we will summary the types, functions, advantages and 

disadvantages of discount rate, more details shows below.  

Types of Discount Rate 

1. Discount loan 

Discount loan is a standing lending facility, which the bank is allowed to borrow all they 

want and anytime they want from the central bank. The discount rate is set by the central bank, is 

the lowest interest rate in the domestic market. Moreover, the discount loans are a short-term and 

non-secured loan, and it is cheap. 

2. Lombard loan 

Lombard loan is a short-term and secured loan, the Lombard rate is set by the central bank, 

and it is the highest rate in the domestic money market. Lombard loan is for banks, which are in 

financial trouble and with severe liquidity problems. Usually, it is expensive. 
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Functions of Discount Policy 

1. To influence the cost of capital of the commercial banks and the excess reserve, thus affecting 

the financing decisions of commercial banks, change their lending and investment activities. 

2. Announcing to the public, can show that the central bank's policy intention, which affects the 

commercial Banks and the public's expectations. 

3. Deciding what bill can have the discount qualifies, which can affect commercial banks’ 

investments. 

Disadvantages of Discount Policy 

1. From the point of control the money supply, rediscount policy is not an ideal control tool. First, 

the central bank is in a passive position. Commercial Banks are willing to apply to the central 

bank for discount, or not, and how much discount, determined by the commercial Banks, if 

commercial Banks can raise funds through the other way, and not rely on the discount, the central 

bank will not be able to effectively control the money supply. Second, increasing the pressure on 

central Banks, if commercial Banks rely on the central bank rediscount, this increases the 

pressure on the central bank, thus weakening the ability to control the money supply. Again, 

rediscount rate has high and low limits, and in the economic expansion or the economic 

depression, regardless of the discount rate is high or low, the central bank cannot limit or prevent 

the commercial bank to discount or borrow from central bank, it also makes the central bank 

difficult to effectively controlling the money supply. 

2. Look from the effect on interest rates, adjusted discount rate, usually cannot change the interest 

rate structure, it only affects the level of interest rates. Even it can affect interest rates, there must 

have two assumptions: one is that the central bank can freely provide loans according to the 

provisions of the rediscount rate at any time, in order to adjust the amount of lending in the 

commercial bank. Second, commercial Banks want to increase profits as more as possible, so 

they are willing to borrow money from central banks. When market interest rates higher than the 

rediscount rate, and the difference of interest rate is enough to make up for the risks and 
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management cost, commercial Banks will borrow from the central bank then lend to market.  

When the market interest rates higher than the rediscount rate, it is not enough to compensate for 

the cost, commercial bank will get back the lending from the market, and repay their borrowing 

from the central bank, and only under such circumstances, central bank rediscount rate can 

control the market rate. However, the actual situation is not entirely true. 

3. In terms of its elasticity, the discount policy is lack of elasticity. On the one hand, to adjust the 

discount rate, usually lead to frequent fluctuations in market interest rates, it makes enterprises or 

commercial Banks bewilder. On the other hand, discount rate cannot be adjusted at any time, it is 

not good for the central bank to adjust the money supply in the market flexibility, therefore, the 

elasticity of rediscount rate is very small. 

2.3.3 Reserve requirement 

Changes in reserve requirements affect the money supply by causing the money supply 

multiplier change. The reserves of commercial banks are the total amount of required reserve and 

excess reserves. When the required reserve increased, the amount of deposits used for providing 

loans by commercial banks to the client will go down, in this situation, the total money supply 

will decrease.  

The central bank will set a required reserve rate (RRR), national financial regulations are 

clearly defined, the commercial banks must be saved to the central bank to absorb part of the 

deposit, the ratio of these funds and the total amount of deposits is a deposit reserve ratio. The 

central bank to raise the deposit reserve ratio, the currency in circulation will be doubled down. 

This side of the truth is not hard to understand: the commercial banks to the central bank deposit 

reserve more funds themselves will be less disposable, thus reducing bank lending to companies, 

corporate deposits in banks will be correspondingly less, "deposit - Loans "grade level decreasing, 

the total amount of money the whole society is greatly reduced. This is similar to our debugging 

sound - reducing the power amplifier; the output volume will naturally be reduced. Conversely, if 

the central bank lowered the reserve ratio, the amount of money in circulation will be doubled. It 

is provided by Wu (2013, p. 379). 
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Functions of Reserve Requirement 

1. Guarantee the liquidity of commercial Banks' capital. Each bank guarantees the liquidity of 

their own money, consciously maintain cash for the extraction of depositors. In the case of the 

government intervention, the money is deposited in the central bank, which is prescribed by law, 

this institution can ensure that the commercial Banks is not induced by the temptation of good 

loan terms and the proceeds of lending, which may involve their own capital liquidity and 

solvency. 

2. Focus on a part of domestic credit funds. Due to reserves is putted in the central bank central 

bank, so the central bank objectively grasp a part of domestic credit funds, which can be utilized 

to execute the functions of Banks, transaction between interbank clearing, refinancing and 

rediscount, to balance the different portions of the funds  between different Banks. 

3. Adjusting the total amount of credit and money supply. Due to regulate credit and currency 

had a great significance for the central bank to implement monetary policy. In essence, the 

deposit reserve policy is the most powerful policy to influence the money supply. According to 

the basic model of the money supply, Ms = m*B, the change of money supply depends on the 

money multiplier and the monetary base adjustment. Moreover, adjust the rate of deposit is not 

only influenced the monetary base, but also affected the money multiplier.  

Disadvantages of Reserve Requirement 

1. The reserve requirement policy lacks elasticity. In general, the effect of the reserve ratio 

adjustments is strong, the central bank is difficult to determine the extent and timing of reserve 

requirement adjustment, thus the legal deposit rate should not be adjusted every day, so it cannot 

be the tool of central Banks to control the money supply every day. When central banks raise 

reserve ratio, commercial Banks which has not enough excess reserves must or forced to sell their 

liquid assets, or added to the central bank's loan, or withdraw immediately release payment, and 

so on. These measures will increase the pressure of central bank, so central Banks generally will 

not be often change, and many national central Banks usually tends to give a prior notice to 
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commercial banks before increasing the rate of preparation, this will make the effect of monetary 

policy tools more smoothly. 

2. Due to the reserve requirement policy has strong impactions on commercial banks' excess 

reserves, money multiplier and money supply, the adjustment of reserve ratio will have 

significant impact expectations on the expectations of economy and society in general, thus 

objectively prompted the tendency of the reserve ratio fixed. 

3. The deposit reserve policy’s influences on various Banks or regions are inconsistent. Because 

of excess reserves are not evenly distributed in the Banks, regional economic development level 

is different, and the bank is different size scale, the Banks at some point in the excess reserves 

held by the uneven. So when the central bank adjusted the reserve ratio, the impact on the 

different banks is not the same. 

2.4 Exchange rate regimes 

According to Shen (2007), an exchange-rate regime is the way a government manages its 

currency in relation to other currencies and the foreign exchange market. In general, in 

accordance with the magnitude of changes in exchange rates, the exchange rate regime is divided 

into two types: fixed exchange rate regime and a floating exchange rate regime.  

2.4.1 Factors influenced the selection of exchange rate regime 

According to the analysis done by the IMF (1997) in May, “World Economic Outlook”, the 

choice of exchange rate regime, what factors should be considered: 

Size and openness of the economy 

If international trading took a big percentage of GNP, then the cost of monetary instability 

will be high, so it will be better to use the fixed exchange rate arrangement. 
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Inflation rate 

If a country's inflation rate is higher than the inflation of its trading partners, it should be a 

floating exchange rate, in order to prevent the competition of its goods in the international market. 

If there is appropriate difference in inflation, then the best choice is to use fixed exchange rate 

regime. 

Labor market flexibility  

The more rigid wages, the greater the need to select a floating exchange rate system in 

order to facilitate a better response of the economy to external shocks. 

The degree of financial market development  

Usually, in developing countries, their financial markets are developmental immaturity. So 

it is not a wise choice to choose the floating exchange rate regime, because a small amount of 

foreign currency transactions will lead to vigorously shocks in their financial market. 

Policy makers’ credibility 

In case, the central bank's reputation is bad, the use of currency can help to build 

confidence of controlling inflation is more common. Fixed exchange rates helped the Latin 

America’s economy slows down the inflation
1
. In 90’s, the inflation rate reached 1000% in 

Argentina, even cannot be accounting. The president of Argentina Carlos Saul Menem 

implemented a dollar and peso fixed exchange rates, so that stable the prices, and restrain the 

inflation rate. 

                                                 

1
 Xin Hua Net (2016) 
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Capital liquidity 

The more openness of an economy to international capital, it will be harder to use a fixed 

exchange rate, so it will be more inclined to adopt a floating exchange rate regime, according to 

Shujun Ye (2009). 

2.4.2 Types of exchange rate regime 

Fixed Exchange Rate Regime 

Fixed exchange rate regime refers to the standard currency itself or legal value to determine 

the benchmark of exchange rate; it is a relatively stable exchange rate regime. With the different 

monetary system, there will be different fixed exchange rate regime. 

1. The Gold Standard 

The earliest establishment of a gold standard was in the United Kingdom in 1821 followed 

by Australia in 1852 and Canada in 1853. Under this system, the external value of all currencies 

was denominated in terms of gold with central banks ready to buy and sell unlimited quantities of 

gold at the fixed price. Each central bank maintained gold reserves as their official reserve asset, 

Bordo (1999). 

Characteristics: 

(1). Gold became as the material basis to determinate the exchange rate of the two countries. 

(2). Exchange rates only at the mint parity swings around the up and down 6 ‰, modestly. 

(3). The stability of the exchange rate is automatically rather than rely on artificial measures to 

maintain. 

2. Price specie flow mechanism 

The automatic adjustment mechanism under the gold standard is the price specie flow 

mechanism, which controls so as to correct any balance of payments disequilibrium and adjust to 
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shocks or changes. This mechanism was originally introduced by Richard Cantillon and later 

discussed by David Hume (1752) to refute the mercantilist doctrines and emphasize that nations 

could not continuously accumulate gold by exporting more than their imports. 

Characteristics: 

(1). Deficit nation: Lower money supply → Lower internal prices → More exports, less imports 

→ Elimination of deficit 

(2). Surplus nation: Higher money supply → Higher internal prices → Less exports, more 

imports → Elimination of surplus 

3. Reserve currency standard 

In a reserve currency system, the currency of another country performs the functions that 

gold holds in a gold standard. A country gets its own currency value of a unit of another country's 

currency, generally a currency that is prominently practiced in international transactions or is the 

currency of a major trading partner. 

The most widespread way of fixed exchange rates is currency board systems. Below this, a 

nation rigidly pegs its currency to a foreign currency, special drawing rights (SDR) or a basket of 

currencies. The role of central banks in the country’s monetary policy is really slight.  

According to Salvatore, Dean and Willett (2010), Currency Board Arrangements (CBAs) 

have been operating in many nations like: Hong Kong (since 1983), Argentina (1991 to 2001), 

Estonia (1992 to 2010), Lithuania (1994 to 2014), Bosnia and Herzegovina (since 1997), 

Bulgaria (since 1997), Bermuda (since 1972), Denmark (since 1945), Brunei (since 1967) and so 

on. 

This exchange rate regime built on a government legislative guarantees, promises a fixed 

exchange rate of a specified foreign currency and the equivalent in national currency exchange, 

combined with limitations on the issuing institution to fulfill legal duties. The key to the currency 

board system is that requires the central bank to ensure that the local currency equivalent of 
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foreign exchange has issued its ability to pay the insurance. Having no extra unit of foreign 

currency reserves into the economic system, the national currency cannot add a unit. 

4. Gold exchange standard 

Following the Second World War, the Bretton Woods system (1944–1973) replaced gold 

with the US dollar as the official reserve asset. The dollar linked to gold, other currencies linked 

to the dollar. The international monetary fund association (IMF) regulated, currencies linked to 

the dollar normally fluctuations in exchange rate parity + - 1% range, countries must work with 

the IMF, and take the appropriate measures to ensure that does not exceed the limit of exchange 

rate fluctuations. 

Characteristics: 

(1) The decision of the exchange rate is based on gold parity, but the currency issue has nothing 

to do with gold; 

(2) Fluctuation is small, but it is still more than the gold delivery point of upper and lower; 

(3) Exchange rates do not have automatic stabilizers, exchange rate fluctuations and the 

amplitude of the need for human policy to maintain; 

(4) The central bank rather than a direct control way by indirect means to stabilize exchange rates; 

(5) As long as necessary, the boundaries of exchange rate parity and exchange rate volatility can 

change, but the range is limited. 

Floating Exchange Rate Regime 

Unlike the fixed rate, a floating exchange rate is determined by the private market through 

supply and demand. A floating rate is often termed "self-correcting," as any differences in supply 

and demand will automatically be corrected in the market. Look at this simplified model: if 

demand for a currency is low, its value will decrease, thus making imported goods more 

http://www.investopedia.com/terms/f/floatingexchangerate.asp
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expensive and stimulating demand for local goods and services. This in turn will generate more 

jobs, causing an auto-correction in the market. A floating exchange rate is constantly changing. 

In reality, no currency is wholly fixed or floating. In a fixed regime, market pressures can 

also influence changes in the exchange rate. Sometimes, when a local currency reflects its true 

value against its pegged currency, a "black market" (which is more reflective of actual supply and 

demand) may develop, which was said by Gang (2013). A central bank will often then be forced 

to revalue or devalue the official rate so that the rate is in line with the unofficial one, thereby 

halting the activity of the black market. 

This regime has long existed in history, but until 1972 it became really popular, after the 

collapse of the dollar as the center of the fixed exchange rate system.  

In the world’s leading industrial nations, the state shall mostly practice a system of floating 

exchange rates, such as, the United States, Britain, Germany, Japan. However, most of other 

countries and regions are still using the pegged exchange rate system, most of its currency peg to 

the dollar, yen, and so on. 

After using the floating exchange rate regime, the original provisions of currency legal 

value or enter into a paper gold parity with other countries, has no effect anymore, therefore, the 

exchange rate regime of countries tends to complicate and marketization. 

Under floating exchange rates, countries have no longer rule the extent of exchange rate 

fluctuates up and down, the central bank also undertakes the obligation to maintain fluctuations 

of upper and lower no longer, and the exchange rate is according to the supply and demand of 

foreign exchange in the foreign exchange market to float and adjust the results. At the same time, 

a country's international balance of payments caused by changes in foreign exchange supply and 

demand is the main factors which influencing the exchange rate changes. The countries with 

international payments surplus, foreign exchange supply increases, foreign currency prices 

decreases, exchange rate goes down; the balance of payments deficit countries, increasing the 

demand for foreign exchange, foreign currency prices growths up, exchange rates to rise. It is a 
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normal situation that the exchange rate fluctuates up and down in the foreign exchange market, a 

country's currency to rise, is currency appreciation, down is depreciated. 

With the continuous reform of the global monetary system, the international monetary fund 

(IMF) on April 1, 1978 to modify "the international monetary fund" provisions into effect and 

officially, with so-called "a managed floating exchange rate system". Because of the new 

exchange rate agreement allows countries in the choice of exchange rate system has a strong 

degree of freedom, so now the various countries shall practice a system of exchange rate, with 

separate floating, floating peg, joint elastic floating, floating to wait. According to Gang (2013), 

generally there are three main types of floating exchange rate regime. 

1. Single Float 

Refers to a country's currency is not a fixed exchange rate links to any other currency, its 

exchange rate based on market supply and demand of foreign exchange to decide, for now, 

including the United States, Britain, Germany, France, Japan and so on more than 30 countries, 

implements single floating. 

2. Pegged Float 

Pegged floating currencies are pegged to some band or value, either fixed or periodically 

adjusted. Pegged floats are: 

Crawling bands 

The charge per unit is allowed to waver in a circle around a fundamental value, which is set 

periodically. This is managed at an unannounced rate or in a controlled way following economic 

indicators. 

Crawling pegs 

The rate itself is fixed, and adjusted as above. 
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Pegged with horizontal bands 

The rate is allowed to fluctuate in a fixed band (bigger than 1%) around a central rate. 

According to E. Ray Canterbery (2005), one version of the "pegged with horizontal bands" is E. 

Ray Canterbery's delayed peg. Fluctuations occur within a 2 percent band, sufficiently wide to 

allow some trade adjustments and considerable short-term capital flows, but narrow enough to 

avoid unusually large fluctuations. The wide bank is allowed to move in the case of large official 

foreign exchange losses. China's current "floating band" is essentially a delayed peg
2
. 

3. Joint Float 

Refers to the state practices a fixed group of member states currency exchange rates, the 

group combination of monetary, a floating exchange rate. There are 11 countries of the European 

Union (European Community) was established in 1979, the European monetary system, set up 

the European currency unit (ECU), currencies linked to the established exchange parity. In 

addition, constitute a parity net, fluctuations in currencies must remain within the specified range, 

once more than the exchange rate volatility line, the relevant countries to jointly intervene in 

currency markets. In 1991 the European Union signed “Maastricht Treaty”, made the process of 

European monetary integration. On January 1, 1999, the launch of the euro, the European 

monetary integration, the EU such regional currency group has emerged. 

2.5 Summary of the chapter 

To have a clearly structure, we will make a brief summary of this chapter. 

In this chapter, firstly, we illustrated the overall theoretical the monetary policy, which is 

the actions of a central bank, currency board or other regulatory committee who determine the 

size and rate of growth of the money supply, which in turn affects interest rates. We talked about 

the central bank, objectives of monetary policy, the instruments of monetary policy; it also 

                                                 

2
 The People's Bank of China (2016) 
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includes exchange rate policy. As for each participates in monetary policy and exchange rate 

regime, we demonstrated the guiding principles, main functions for central bank, and we 

introduced the objectives of monetary policy, which includes price stability, high employment, 

economy growth and international balance of payment. Then we introduced the instruments of 

monetary policy. Firstly, we described the definition of these instruments, and then we mentioned 

the functions, characteristics, advantages and disadvantages of these instruments. At the end of 

the chapter, we talked about the exchange rate regimes, including factors, which can influence the 

exchange rate regime and types of exchange rate regime. Moreover, we pointed the 

characteristics of each exchange rate regime.  
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3. General Economic Situation of Mainland China and Hong 

Kong 

Our thesis mainly talks about the monetary and exchange rate policy of mainland China 

and Hong Kong. Meanwhile, in this chapter, firstly, we will introduce brief historical background 

of mainland China and Hong Kong. And then we will focus on the economic situation in 

mainland China and Hong Kong and their connections with each other.  

3.1 Brief historical background 

3.1.1 Hong Kong Reunification  

British colonial rule in Hong Kong is the result of the first opium war in 1841. In 1982, the 

Chinese and British final formal talks on the Hong Kong issue. China refused to accept for the 

British territory of Hong Kong, so it required Britain to give back Hong Kong island, Kowloon 

and New Territories. Britain thought Hong Kong as a whole did not deliberately separated 

development by three copies of the treaty, the British government decided to give up on the 

sovereignty of Hong Kong. In the end, British and mainland China eventually (on December 19, 

1984), signed the “China-British joint declaration”, so since July 1, 1997, the People's Republic 

of China has resumed the exercise of sovereignty over Hong Kong, the establishment of the Hong 

Kong special administrative region. Since then, Hong Kong has been reunited. 

3.1.2 “One Country, Two Systems” 

“One country, two systems” came out by the second generation of the People's Republic of 

China supreme leader Deng Xiaoping in the 1980s, in order to achieve the goal of China's 

unification of the proposed constitutional principles. In the "one country, two systems" policy, 

Hong Kong retained capitalist economy and the political system, and the rest of the People's 

Republic of China which is mainland China continues to implement the system of socialism with 

Chinese characteristics. According to this policy, Hong Kong can continue to have its own 
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political system and legal system, economic policy, financial system and foreign relations for 50 

years.  

Since July 1997, Hong Kong has stayed society stable, and continued to develop as an 

international city, which depends on the successful implementation of the principle of "one 

country, two systems". This police ensure that Hong Kong retained its unique identity and 

advantages, as well as international business, finance, aviation-shipping center. 

Hong Kong's success relies on "four pillars “which are: adhering to the common law and 

maintaining the independence of the judicature; free flow of information; fair competition in the 

business environment; and have a clean and respected civil servant team.  

Hong Kong  retained the original economic system, maintain a business-friendly known 

low tax in the tax system, and reserve currency Hong Kong Dollar; the Hong Kong dollar peg, 

maintaining at the levels of HKD $7.8 to the US. Dollar since October 1983. 

Central government leaders stick to the principle of "non-intervention", this let Hong Kong 

people can manage itself affairs on its own (except for national defense and foreign affairs), 

under the promise of a high degree of autonomy.  

Hong Kong continued to play an important role in international affairs. Hong Kong is still 

in the name of “Hong Kong", as the world trade organization, the world customs organization, 

APEC and members of the Asian development bank, actively participate in activities, and 

standing as an affiliate, to participate in the United Nations and social commission for Asia and 

the Pacific.
3
 

                                                 

3
 Hong Kong Government (2016) 
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3.2 Economic situation 

To understand the monetary policy and exchange rate regime in Mainland China and Hong 

Kong, we will introduce some general economic situation in this part, which includes GDP, 

growth rate of GDP, inflation rate, consumer price index, imports and exports between Mainland 

China and Hong Kong. 

Figure 3.1 Growth rate of GDP from 2006 to 2015(in percentage) 

 

Source: The World Bank (2016) 

Because the size of area in Mainland China and Hong Kong has huge differences, we will 

only focus on the growth rate of GDP. From the figure 3.1, we can observe that growth rate of 

GDP for both Mainland China and Hong Kong has almost same downward trend during these 10 

years, especially from year 2008 to 2009, on which GDP decreased dramatically. Nevertheless, 

the Hong Kong has even a negative value of GDP due to the continuous effect that financial crisis 

has on the economy environment. 

 

 

-4.00%

-2.00%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

16.00%

2006200720082009201020112012201320142015

Hong Kong

mainlan China



 

28 

 

Figure 3.2 Inflation  rate from 2006 to 2015(in percentage) 

 

Source: The World Bank (2016) 

Loosely speaking, as we can observe from the figure 3.2, the inflation rate for both two 

parts fluctuated a lot in this time interval, as we can see, in year 2006, the inflation rate in Hong 

Kong is close to zero, but 10 years later, it reaches to the ceiling of 4% and still has an upward 

trend of increasing. Comparing with inflation rate in Hong Kong, the inflation rate in Mainland 

of China is higher in most of time even though it experienced a dramatically decrease from the 

level of 8% to the ground level from 2008 to 2009, since the world financial crisis has brought in 

a pessimistic and panic market environment on that time. We can also find that the inflation rate 

of Mainland of China goes up to 8% again in subsequent year. 
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Figure 3.3 Imports, Exports of Goods and Services (hundred million dollar) 

 

Source: Ministry of Commerce of the People’s Republic of China (2016) 

Table 3.1 Hong Kong’s trade with Mainland China from 2006 to 2007 (hundred million dollars) 

Years 

Hong Kong exports to 

mainland China 

Hong Kong imports from 

mainland China 

Value Percent change Value Percent change 

2006 692.2406 0 688.4015 0 

2007 1685.361 143% 1697.943 147% 

2008 1786.533 6% 1817.693 7% 

2009 1645.403 -8% 1615.32 -11% 

2010 2105.355 28% 1958.237 21% 

2011 2465.121 17% 2198.547 12% 

2012 2846.745 15% 2471.866 12% 

2013 3207.945 13% 2582.462 4% 

2014 3003.265 -6% 2631.329 2% 

2015 2874.678 -4% 2578.972 -2% 

Source: Hong Kong Census Bureau (2016), own calculation 
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The table 3.1 and figure 3.3 presents us the relationship of exports and imports between 

these two references. To obtain a sense of the extent of Hong Kong’s trade with Mainland China, 

this section presents some broad trends in Hong Kong’s imports from and exports to Mainland 

China since 2006 to 2015. Table 3.1 highlights some raw trade figures for exports and imports 

from Mainland China. The table offers an indication of the rise in Hong Kong’s trade flows with 

Mainland China. We can see from the table 3.1 that only in 2009 there had an obviously 

decreasing, that is because the global financial crisis affected the economy in both Hong Kong 

and Mainland China. However, in general, the trend of the trade between Hong Kong and 

Mainland China is increasing during 2006 to 2015. 

Then, we will compare the Hong Kong’s imports and exports from Mainland China and 

other countries. We will figure out if there is a tightly link between the Mainland China and Hong 

Kong in trading.  

Figure 3.4 Hong Kong’s exports to Mainland China and other countries (in percentage) 

 

Source: Hong Kong Census Bureau (2016) 

0%

10%

20%

30%

40%

50%

60%

70%

2006200720082009201020112012201320142015

 Mainland China

others



 

31 

 

Referring to figure 3.4, we can see the line exports to Mainland China have increased from 

46% at the start of the sample in 2006 to approximately 56% of total exports in 2015. In addition, 

the exports to others have decreased from 54% to 44%. This is an indication of the growing 

significance of Mainland China as a source of imports for Hong Kong. Interestingly, the line 

cross in 2009, the Mainland China became a larger trading partner than rest of Hong Kong’s 

trading partner. That shows after the global financial crisis, the Mainland China supported a lot to 

Hong Kong’s economy.   

Figure 3.5 Hong Kong’s imports from Mainland China and other countries (in percentage) 

 

Source: Hong Kong Census Bureau (2016) 

From the figure 3.5, we can easily see although there was a little decreasing, the percentage 

of imports from Mainland China was quite stable during 2006 to 2015. Compare to all of other 

trading partners of Hong Kong, the Mainland China was the biggest trading partners of Hong 

Kong during last ten years. That shows how important and close relationship between the 

economy of Mainland China and Hong Kong. 

0%

10%

20%

30%

40%

50%

60%

70%

2006200720082009201020112012201320142015

 Mainland China

others



 

32 

 

In a whole, from both figure 3.4 and 3.5, we can see no matter the exports to Mainland 

China or imports from Mainland China, the percentage in total trading is close to or higher than 

50%., and even the trend of both imports from and exports to Mainland China are growing up.  

The relation between Mainland China and Hong Kong is getting much closer and closer, there is 

a high level of trade linkages with Mainland China and Hong Kong. 

Figure 3.6 Exchange rate of CNY/HKD from 2006 to 2015 

 

Source: The World Bank (2016) 

We can see in the figure 3.6 that the exchange rate of CNY/HKD from 2006 to 2015 was 

increasing in generally, which means the CNY appreciated. In our thesis, we will use 

econometrics to analysis the relationship between the exchange rate of RMB/HKD and some 

variables, which can influence the exchange rate of RMB/HKD. For example, GDP growth rate, 

inflation rate (CPI), imports, and exports of Mainland China and Hong Kong, and so on.  
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Table 3.2 Correlation matrix 

Covariance Analysis: Ordinary    

Sample: 1 10     

Included observations: 10    
      
      Correlation     

Probability CNYHKD  CPIMC  GDPRMC  HKTMC  MCTHK  

CNYHKD  1.000000     

 -----      

      

CPIMC  0.033117 1.000000    

 0.9276 -----     

      

GDPRMC  -0.921195 -0.000772 1.000000   

 0.0002 0.9983 -----    

      

HKTMC  0.949275 0.104878 -0.805182 1.000000  

 0.0000 0.7731 0.0049 -----   

      

MCTHK  0.934211 0.134882 -0.789930 0.985765 1.000000 

 0.0001 0.7103 0.0066 0.0000 -----  
      
      

Source: own calculation 

We can see 0.9276 means p-value of CPIMC is greater than alpha, which means we are fail 

to reject H0. H0 is corr (CNYHKD, CPIMC)=0, so CPIMC is not correlated with CNYHKD, we 

are not to consider this data in our model. Other variables are correlated with CNYHLD. 

Table 3.3 Augmented Dickey-Fuller Test 

Variable name Probability Results 

CNY/HKD  0.1396 Has a unit root 

Log(CNY/HKD) 0.0928 Has no unit root 

GDPRMC 0.5766 Has a unit root 

Log(GDPRMC) 0.6695 Has a unit root 

d(GDPRMC) 0.0000 Has no unit root 

MCTHK 0.0549 Has no unit root 

HKTMC 0.1543 Has a unit root 

Log(HKTMC) 0.0105 Has no unit root 

Source: own calculation 
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According to the results of ADF tests presented in table 3.3.  We will use 

Log(CNY/HKD), d(GDPRMC), MCTHK, Log(HKTMC), which has no unit root. 

In order to test Ramsey’s regression specification error, we need to use Regression 

Equation Specification Error Test which is simply called as RESET test, the results are presented 

in table 3.4 

Model (1): uHKTMCMCTHKGDPRMCdCNYHKD  )log()()log( 3210   

Model (2): 

uHKTMCMCTHKHKTCMGGDPRMCd

MCTHKGDPRMCdHKTMCHKTMCMCTHKMCTHK

GDPRMCdGDPRMCdHKTMCMCTHKGDPRMCdCNYHKD







)log(*)(log*)(

*)()log(*)log(*

)(*)()log()()log(

98

765

43210







 H0:  Model 1 is correctly specified 

H1:  Model 1 is not correctly specified 

Table 3.4 RESET test 

 

Ramsey RESET Test   

Equation: UNTITLED   

Specification: LOG(CNYHKD) C D(GDPRMC) LOG(HKTMC) MCTHK 

Omitted Variables: Squares of fitted values  
     
      Value df Probability  

t-statistic  0.640624  4  0.5566  

F-statistic  0.410399 (1, 4)  0.5566  

Likelihood ratio  0.879037  1  0.3485  
     
     

 

 Source: own calculation 

From Table 3.4, we can see the probability is greater than 10%, which means we are fail to 

reject H0, we will just consider model 1. 

In the next step, we can estimate the simple regression model using the ordinary least 

square method with our data. Results of our estimations are presented in table 3.5. 
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Table 3.5 Regression analysis 

Dependent Variable: LOG(CNYHKD)  

Method: Least Squares   

Date: 04/16/16   Time: 16:01   

Sample (adjusted): 2 10   

Included observations: 9 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -2.997526 2.073212 -1.445837 0.2079 

D(GDPRMC) -0.007796 0.007034 -1.108216 0.3182 

LOG(HKTMC) 0.443107 0.325399 1.361736 0.2314 

MCTHK -0.000131 0.000210 -0.621415 0.5616 
     
     R-squared 0.851456     Mean dependent var 0.159310 

Adjusted R-squared 0.762330     S.D. dependent var 0.070927 

S.E. of regression 0.034578     Akaike info criterion -3.590106 

Sum squared resid 0.005978     Schwarz criterion -3.502451 

Log likelihood 20.15548     Hannan-Quinn criter. -3.779266 

F-statistic 9.553382     Durbin-Watson stat 1.432442 

Prob(F-statistic) 0.016377    
     
     

Source: own calculation 

From the F-statistic, first do hypothesis 

H0: 02 R  H1: 02 R  

The P-value is 0.016377, it is less than 0.05, and it means we need to reject H0, and accept 

H1, the R-squared is 0.851456, and it is significant. 

We obtain our estimated model (1) which as follows: 

MCTHK

HKTMCCNYHKD

000131.0

)log(443107.0(GDPRMC)0.0007796d-997526.2-)log(






 

The R square of the regression is 0.851456, which is a relatively high number; it means 

85.14% changes in the exchange rate CNY to HKD are explained by our input variables which 

are, difference of GDP growth rate in Mainland China , log(exports of Hong Kong to Mainland 

China) and log(imports of Hong Kong from Mainland China).  From the function, we can see that 

the GDP growth rate of Mainland China and imports of Hong Kong from Mainland China have 
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negative impact on the exchange rate of CNY to HKD. Moreover, the exports of Hong Kong to 

Mainland China have positive impact on the exchange rate of CNY to HKD.  

In real economics, when the growth rate of GDP in Mainland China decreased, it was not 

good for RMB in the foreign exchange rate market, because the exchange rate of CNY to HKD 

increased (appreciated).  This result is not consistent with economic theory. However, it could be 

explained that the movement of the exchange rate of CNY/HKD was regulated by the People’s 

Bank of China. Moreover, the impact of GDP growth rate on the exchange rate was too small. 

When the imports of Hong Kong from Mainland China increased, there could have been a trade 

deficit, the exchange rate of CNY to HKD decreased. Opposite, when the exports of Hong Kong 

to Mainland China increased, the exchange rate of CNY to HKD also increased.  However, in our 

model, the CPI is not correlated with the exchange rate of CNY to HKD, we think it may be 

because the apparent lack of data.  

3.3 Summary of the chapter 

In a summary, we introduced the brief historical background of mainland China and Hong 

Kong.  In July 1, 1997, the People's Republic of China has resumed the exercise of sovereignty 

over Hong Kong, the establishment of the Hong Kong special administrative region. The policy 

“One country, two systems” came out by the second generation of the People's Republic of China 

supreme leader Deng Xiaoping in the 1980s, in order to achieve the goal of China's unification of 

the proposed constitutional principles.  

And then we will focus on the general economic situation in mainland China and Hong 

Kong and their connections with each other. We described the GDP growth rate, inflation rate, 

imports and exports between Mainland China. We also compare the Hong Kong’s international 

trade between Mainland China and others. From that we know, Mainland China is the biggest 

partner in trading of Hong Kong.  

Moreover, we tried to use the data we described to find out the relationship between the 

exchange rate of CNY to HKD and some other variables, and estimated a function.  The function 

told us the GDP growth rate of Mainland China has negative impact on the exchange rate of 
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CNY to HKD, we can explained that the movement of the exchange rate of CNY/HKD was 

regulated by the People’s Bank of China. And also the imports of Hong Kong from Mainland 

China has negative impact on the exchange rate of CNY to HKD. Moreover, the exports of Hong 

Kong to Mainland China have positive impact on the exchange rate of CNY to HKD.  
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4 Monetary Policy System of Mainland China and Hong 

Kong 

In this chapter, we will compare the monetary policy system in Mainland China and Hong 

Kong. From central bank, objectives of monetary policy and instruments of monetary policy, we 

will get a summary of the differences and similarities. Moreover, we will analysis the possible of 

future monetary integration in Mainland China and Hong Kong. 

4.1 Central bank 

Mainland China 

In mainland China, the People’s Bank of China is the central bank of the People’s Republic 

of China, which is one of the departments of the State Council and works under the leadership of 

prime minister. The People's Bank of China (PBC) was established on December 1, 1948 based 

on the consolidation of the Huabei Bank, the Beihai Bank and the Xibei Farmer Bank. On 

September 1983, the State Council decided to have the PBC function as a central bank. The 

Governor of People’s Bank of China is Zhou Xiaochuan. 

Functions of central bank are
4
 

(1) Drafting and enforcing relevant laws, rules and regulations that are related to fulfilling its 

functions;  

(2) Formulating and implementing monetary policy in accordance with law;  

(3) Issuing the Renminbi and administering its circulation;  
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(4) Regulating financial markets, including the inter-bank lending market, the inter-bank bond 

market, foreign exchange market and the gold market;  

(5) Preventing and mitigating systemic financial risks to safeguard financial stability;  

(6) Maintaining the Renminbi exchange rate at adaptive and equilibrium level; Holding and 

managing the state foreign exchange and gold reserves;  

(7) Managing the State treasury as fiscal agent;   

(8) Making payment and settlement rules in collaboration with relevant departments and ensuring 

normal operation of the payment and settlement systems;  

(9) Providing guidance to anti-money laundering work in the financial sector and monitoring 

money-laundering related suspicious fund movement;  

(10) Developing statistics system for the financial industry and responsible for the consolidation 

of financial statistics as well as the conduct of economic analysis and forecast; 

(11) Administering credit reporting industry in China and promoting the building up of credit 

information system;  

(12) Participating in international financial activities at the capacity of the central bank;  

(13) Engaging in financial business operations in line with relevant rules;  

(14) Performing other functions prescribed by the State Council. 

Hong Kong 

Hong Kong has no central bank; the central bank is a group by different banks and 

institutions to share its operation
5
. 
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Table 4.1 Functions of Central bank in Hong Kong 

Issuing notes  Hong Kong and Shanghai Banking Corporation 

 Sandard Chartered Bank 

 Bank of China 

 Hong Kong Monetary Authority 

Issuing coins  Hong Kong Monetary Authority 

As the bank of government  Hong Kong Monetary Authority 

Supervision and Regulation   Hong Kong Monetary Authority 

 Securities and Futures Commission 

Clearing House  Hong Kong and Shanghai Banking Corporation 

Executive of monetary policy  Hong Kong Monetary Authority 

 Hong Kong Association of Banks 

Source: Hong Kong Monetary Authority (2016) 

The Hong Kong Monetary Authority (“HKMA”) was established on 1 April 1993 by 

merging the Office of the Exchange Fund with the Office of the Commissioner of Banking.  
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Its main functions are
6
: 

(1) Maintaining currency stability within the framework of the Linked Exchange Rate system; 

(2) Promoting the stability and integrity of the financial system, including the banking system; 

(3) Helping to maintain Hong Kong's status as an international financial center, including the 

maintenance and development of Hong Kong's financial infrastructure; 

(4) Managing the Exchange Fund. 

Hong Kong Association of Banks 

The Hong Kong Association of Banks (“HKAB”) was created by The Hong Kong 

Association of Banks Ordinance, Cap.364 (“Ordinance”) in 1981 to replace the Exchange Banks' 

Association. The Ordinance provides a framework for the Government to exchange views with 

the banking sector for the further development of the industry. 

The roles of Hong Kong Association of Banks are shown as below:
7
 

(1) To promote the interests of fully licensed banks in Hong Kong and to make rules for the 

conduct of banking business, in consultation with the Financial Secretary. 

(2) To be a focal point for consultation on law reform, new legislation and regulatory matters. 

(3) To form a sounding-board for the Government and other relevant bodies on general business 

and banking issues. 

(4) To offer a channel of communication among its members and with third parties. 
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(5) To promote best practice to members and provide information service such as issuing 

circulars on lost items of payment instruments. 

(6) To organise or sponsor conferences on topical issues and annual dinners with distinguished 

speakers. 

4.2 Monetary policy system 

In this section, we will focus on the monetary policy system in Mainland China and Hong 

Kong, which includes objectives, instruments and their comparisons. 

4.2.1 Objective of monetary policy 

Mainland China 

The objective of the monetary policy in Mainland China is to maintain the stability of the 

value of the currency and thereby promote economic growth. It means the monetary policy of 

Mainland China aims to keep the value of the RMB stable and contribute to economic growth. 

The People's Bank of China does not follow monetarism insofar as it achieves its policy goals, 

not only with reference to inflation control and employment expansion, but also with 

interventions to set differential interest rates in rural versus urban regions, forbidding lending in 

certain sectors, and demanding stranded asset write-offs in response to policy changes by the 

central government of China.
8
 

Hong Kong 

The monetary policy objective of Hong Kong is currency stability, defined as a stable 

external exchange value of the currency of Hong Kong, in terms of its exchange rate in the 

foreign exchange market against the US dollar, at around HK$7.80 to US$1. The structure of the 

monetary system is characterized by Currency Board arrangements, which requires the Hong 
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Kong dollar Monetary Base to be at least 100 per cent backed by, and changes in it to be 100 per 

cent matched by corresponding changes in, US dollar reserves held in the Exchange Fund at the 

fixed exchange rate of HK$7.80 to US$1.
9
 

4.2.2 Monetary policy Instruments 

Mainland China 

The monetary policy instruments applied by the People’s Bank of China (PBC) includes 

reserve requirement ratio, open market operation, rediscounting, central bank lending policy, 

interest rate policy and other policy instruments specified by the State Council. 

1. Reserve requirement ratio 

Deposit reserves are funds prepared by the financial institutions to ensure that customers 

need to extract deposits and fund settlement, and the reserve requirement is a central bank 

regulation that sets the minimum deposit reserve for commercial banks. The People’s Bank of 

China can use the reserve requirement ratio to influence financial institutions’ credit funds, 

thereby indirectly regulating the money supply. 

Since 2011, the central bank raised the deposit reserve rate four times once a month. On 

June 14, 2011, the central bank announced to raise the deposit reserve rate of 0.5%. This is sixth 

time the central bank raised the reserve requirement ratio. In December 2011, the central bank 

lowered the deposit reserve rate for the first time in three years. In February 2012, the deposit 

reserve rate reduced again. On February 5, 2015, the central bank reduced the deposit reserve rate 

of the financial institutions for 0.5%. On April 20, 2015, the central bank cut again the deposit 

reserve rate of 1%. Moreover, on June and September, the central bank reduced the deposit 

reserve rate for 0.5% twice. The People's bank of China, since March 1, 2016, lowered financial 

institutions deposit reserve rate of 0.5%. Now in 2016, the deposit reserve ratio is 16.5% for large 
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financial institutions and 13.5% for medium-small financial institutions in Mainland China. We 

can see the table 4.2, it shows the latest require reserve ratio change in Mainland China. 

Table 4.2 Latest Reserve Requirement Ratio changes in Mainland China  

Change 

date 

Large Financial Institution Medium-small Size Financial Institution 

Reserve Requirement 

Ratio 

Change Rate Reserve Requirement 

Ratio 

Change Rate 

1/3/2016 16.50% ↓ 0.5 13.00% ↓ 0.5 

24/10/2015 17.00% ↓ 0.5 13.50% ↓ 0.5 

06/09/2015 17.50% ↓ 0.5 14.00% ↓ 0.5 

28/06/2015 18.00% ↓ 0.5 14.50% ↓ 0.5 

20/04/2015 18.50% ↓ 1 15.00% ↓ 1 

04/02/2015 19.50% ↓ 0.5 16.00% ↓ 0.5 

18/05/2012 20.50% ↓ 0.5 16.50% ↓ 0.5 

24/02/2012 21.00% ↓ 0.5 17.00% ↓ 0.5 

Source: The People’s Bank of China (2016) 

2. Open market operation
10

 

In most developed countries, open market operations are the major monetary policy tools of 

the central bank to adjust the monetary base and market liquidity. China's open market operations 

include both RMB and foreign exchange operations. Open market operations of foreign exchange 

launched in March 1994, the open market operations of RMB resumed trading on May 26, 1998, 

gradually expanded the scale. Since 1999, the open market operations had rapid development, 

and it has now became one of the main tools of monetary policy by the people's bank of China, to 

adjust the level of liquidity in the banking system and guide the monetary market interest rates 

and money supply reasonable growth. 

Open market operation bond trading of the people's bank of China mainly includes repo 

transactions, cash transactions, and issuance of central bank bills. The repo transactions can be 
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divided into two types, which are positive repurchase agreement and reverse repurchase 

agreement. The positive repurchase agreement is the People's bank of China sells the securities to 

the primary dealers, and agrees to buy back the securities in a certain date in the future to buy 

back the securities. It is an operation the central bank takes back the liquidity from the market, 

and the maturity of positive repurchase is the operation of launch back liquidity to the market. 

Reverse repurchase agreement is the People's bank of China purchases securities from the 

primary dealers, and agrees a certain date in the future to sell securities to the primary dealers. 

Reverse repurchase is an operation the central bank put the liquidity to the market, maturity of 

reverse repurchase is the operation of central bank takes back the liquidity from the market. Cash 

transactions are divided into outright purchase and outright sale. The former one is the central 

bank directly buy bonds from the secondary market, make one time money supply, the latter one 

is the central bank sell bonds directly, and take back the currency from circulation at once. 

Central bank bills are the short-term bonds issued by the people's bank of China, central bank can 

reduces the monetary base by issuing central bank bills, and maturity of central bank bills is 

increasing the monetary base. 

According to the requirements of the currency regulation and control, in recent years, the 

People's bank of China made many open market operations tool innovations. In January 2013, 

based on the current monetary policy operation framework and learning from international 

experience, the People's bank of China created the “Short-Term Liquidity Adjustment Tool” 

(SLO). As a necessary complement of open markets operations, temporary used when there are 

some fluctuations in liquidity in the banking system. This tool will be helpful to the central bank 

effectively regulating the short-term money supply of market, promoting financial market 

running smoothly, also stabilizing the market expectations and effectively guarding against 

financial risks. 

3. Rediscount  

In Mainland China, the central bank adjusts amount of discount and interest rate, to clear 

the choice of rediscount bills, to achieve the control of monetary base and the purpose of the 

implementation of financial macro-control, at the same time, adjusts the credit structure. 
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Since 2008, to promote the effect of rediscount to structural adjustment, and direct the flow 

of funds, the people's bank of China further improved the rediscount management. Such as: 

appropriately increasing the rediscount authorized sectors, so that the financial institutions, 

especially the local small and medium-sized financial institution apply for rediscount more 

convenient. Appropriate expanding the scope of objects and institutions of rediscount, urban and 

rural credit cooperatives, deposits foreign financial institution, new type of rural financial 

institutions and enterprise group finance companies and other non-bank financial institutions can 

apply for the rediscount. Extending the use of commercial acceptance bills, and promoting the 

commercial credit bill. Making clearly of two types of rediscount, which are repurchases and 

outright purchases, to improve business efficiency.
11

 

4. Central bank lending policy 

Central bank lending policy refers to the central bank loans of financial institutions, 

referred to as “re-lending”. It is one way of the central bank control the monetary base. The 

central bank through timely adjust the amount of re-lending and interest rates to control the 

monetary base, and promote to achieve the goal of control the amount of currency credit, 

reasonable guide the flow of  foreign capital and credits. Since 1984, the central bank lending has 

always been the important monetary policy tools of central bank in Mainland China. In recent 

years, to adapt to the financial macro-control from direct control to indirect control, the 

proportion of central bank lending in the monetary base had  declined gradually, the structure and 

the fund allocation had great changes. Newly increased central bank lending is mainly used to 

promote the adjustment of credit structure, guide to expand the investment of the counties and 

rural areas.
12
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5. Interest rate policy 

Interest rate policy is an important part of Mainland China's monetary policy; it is one of 

the main instruments of monetary policy implementation. The People's Bank of China, according 

to the need of monetary policy implementation, timely uses interest rate instruments to adjust the 

level of interest rates and interest rate structure, thereby to achieve the goal of affecting the 

supply and demand situation of social capital to achieve the goals of monetary policy. The aim of 

interest rate tools is to adjust the central bank benchmark interest rate, including refinancing rate 

rediscount rate, deposit reserve rate and excess reserve rate; and to formulate the floating range of 

deposit and lending interest rates of financial institutions; to develop policies to adjust different 

kinds of interest rate structure. 

Table 4.3 Latest interest rate changes in China
13

 

Change date Interest rate 

August 25, 2015 4.600% 

June 27, 2015 4.850% 

May 10, 2015 5.100% 

February 28, 2015 5.350% 

November 21, 2014 5.600% 

July 6, 2012 6.000% 

June 8, 2012 6.310% 

July 7, 2011 6.560% 

April 6, 2011 6.310% 

February 9, 2011 6.060% 

December 26, 2010 5.810% 

Source: PBC base interest rate (2016) 
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Hong Kong 

1. Interest Rate Adjustment Mechanism 

Under the Currency Board system, the stability of the Hong Kong dollar exchange rate is 

maintained through an automatic interest rate adjustment mechanism. When there is a decrease in 

demand for Hong Kong dollar assets and the Hong Kong dollar exchange rate weakens to the 

convertibility rate, the HKMA stands ready to purchase Hong Kong dollars from banks, leading 

to a contraction of the monetary base. Interest rates then rise, creating the monetary conditions 

conducive to capital inflows so as to maintain exchange rate stability. Conversely, if there is an 

increase in the demand for Hong Kong dollar assets, leading to a strengthening of the exchange 

rate, banks may purchase Hong Kong dollars from the HKMA. The Monetary Base 

correspondingly expands, exerting downward pressure on interest rates and so discouraging 

continued inflows.
14

 

2. FX Swaps and Term Repos 

For system-wide Hong Kong dollar liquidity shortage, the HKMA may provide liquidity 

assistance to banks via foreign exchange swaps and term repos against Hong Kong dollar or 

foreign-currency denominated securities of acceptable credit quality.  These were originally two 

of the five temporary measures introduced in September 2008 during the global financial crisis to 

help relieve tensions in the local interbank market.  Upon expiry of the five temporary measures 

at end-March 2009, HKMA decided to incorporate FX swaps and term repos into ongoing market 

operations to offer Hong Kong dollar liquidity assistance to banks if needed, on a case-by-case 

basis. 
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3. Lender of Last Resort 

In the event of a bank facing serious funding difficulties, the HKMA may decide to provide 

Lender of Last Resort (LoLR) support if it is satisfied that the bank’s failure may pose systemic 

risk.  Under the LoLR framework, the HKMA can employ a wide range of instruments, such as 

repos, FX swaps and credit facilities, to provide funding support to a problematic bank.  The 

range of eligible collateral for LoLR support includes bank placements, residential mortgage 

loans and investment-grade securities denominated in HKD or other currencies.   

4. Discount Facility for Hong Kong Government Bonds 

The HKMA introduced a discount facility for Hong Kong Government Bonds (GBs) with 

effect from 15 December 2014 so as to provide greater flexibility for banks to manage liquidity.  

The facility will provide up to a total of HK$10 billion overnight liquidity against a sale and 

repurchase of GBs. The HKMA would obtain funding from the market to maintain the size of the 

aggregate balance as needed.
15

 

5. Liquidity adjustment policy 

The HKMA operates a discount window, which provides overnight liquidity to banks 

against eligible collateral to facilitate interbank settlement.  In addition, the HKMA has put in 

place measures to provide liquidity assistance to banks under various scenarios.  The provision of 

liquidity support to banks will help promote the smooth operation of the interbank market and 

also enhance the confidence in the Hong Kong banking system.  Banks experiencing short-term 

funding difficulties, either due to liquidity strains in the money markets or any other reasons 

specific to the bank, may approach the HKMA to request for short-term liquidity.  Depending on 

the situation, funds could be provided under several channels, including the lender of last resort, 

FX swaps and term repos and the discount facility for Hong Kong Government Bonds.  In 

addition to Hong Kong dollar liquidity, the HKMA is also ready to provide RMB funding under 
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the RMB liquidity facility, with a view to facilitate the long term development of offshore RMB 

business in Hong Kong. 

6. The Aggregate Balance 

Operating under the rule-based currency board system, the Aggregate Balance varies in 

accordance with the flow of fund into and out of the Hong Kong dollar. The HKMA operates 

convertibility undertakings on both the strong side and the weak side of the linked rate of 

HK$7.80 to one US dollar. The HKMA undertakes to buy US dollars from licensed banks at 

HK$7.75 to one US dollar (strong-side convertibility undertaking) and sell US dollars at 

HK$7.85 to one US dollar (weak-side convertibility undertaking). Within the convertibility zone 

between 7.75 and 7.85, the HKMA may choose to conduct market operations consistent with 

currency board principles with the aim of promoting the smooth functioning of the money and 

foreign exchange markets. 

4.2.3 Comparisons of objectives and instruments 

Through to the Mainland China and Hong Kong’s monetary policy, we can say they have 

similar monetary policy objectives, which are to maintain monetary stability and promote 

economic growth.  

In addition, their differences are: 

1. The formulation and implementation of monetary policy are not the same. In Mainland China, 

the people’s bank of China will make the monetary policy and then implement the policy; the 

monetary policy committee will make decisions for monetary policy, and using the monetary 

policy tool to implement monetary policy. In Hong Kong, The Hong Kong Monetary Authority 

( HKMA) is responsible for achieving the monetary policy objective in Hong Kong determined 

by the Financial Secretary, which includes determining the strategy, instrument and operational 

means for doing so, and for maintaining the stability and integrity of the monetary system of 

Hong Kong. 
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2. The choice of monetary policy instruments is different. In Mainland China, the people's bank 

of China as the central bank has systematic monetary policy instruments, including open market 

operation, rediscounting and other monetary policy instruments. There is no central bank in Hong 

Kong, the selection of monetary policy instruments are mainly some arrangements of the 

exchange fund operation. The monetary policy system in Hong Kong effectively and flexibility 

maintains the stability of the Hong Kong Dollars, plays as the role of monetary policy 

instruments. For example, the "new accounting arrangement" for bank settlement funds is similar 

to the central bank deposit reserve, reflects the control of the monetary base. Through the interest 

rate adjustment mechanism improving the influence of foreign exchange fund to the bank 

liquidity prices in Hong Kong, the effect is similar to the refinancing and rediscounting tools of 

the central bank in Mainland China. In essence, the exchange fund bills is the same with the 

central bank open market operations, both of them adjust the base of money supply through the 

market mechanism. 

3. The interest rate management system is different. In Mainland China, the interest rate policy is 

made by the people's bank of China according to the different requirements of different economic 

development during different period. In Hong Kong, it is mainly managed by the Hong Kong 

Association of Banks, which participated by all the licensed banks in Hong Kong, but the 

government of Hong Kong reserves the right to adjust interest rates. 

4.3 Exchange rate regime 

In this section, we will focus on the exchange rate regime of Mainland China and Hong 

Kong, which is one of the main differences in the policy “One Country, Two Systems”. Firstly, 

we will introduce the history of exchange rate regime; then, we will point what kind of exchange 

rate regime in Mainland China and Hong Kong, also, we will list the advantages and 

disadvantages of different exchange rate regime. 
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4.3.1 History of Exchange Rate Regime 

Mainland China 

The establishment of exchange rate regime in China had many alternations. Especially, during the 

period of Republic of China, it was the major transition of the society of China, the exchange rate 

regime changed a lot. After 1949, the establishment of People’s Republic of China, the exchange 

rate regime of Mainland China had become stable, which was managed floating. The first 

monetary system reform is in 1953, the exchange rate regime changed to dual exchange rate 

system. And in 2005, , the People's bank of China announced that Mainland China begins to 

implement managed floating exchange rate system, which is based on market supply and demand, 

reference to a basket of currencies, and allow the RMB rise by 2% against the US dollar. This 

decision of the people's bank of China marked the strategic adjustment of exchange rate system 

reform and economic growth in China is entering a new stage. We can have a clear look on table 

4.4. 

Table 4.4 History of Mainland China’s Exchange Rate Regime 

Period Exchange Rate Regime Features 

-1935 Silver Standard Silver dollars as legal tender 

1935-1948  “FaBi” Standard  “FaBi”$1:Silver dollar$1 

Linked up with British Pounds(1935-1946) 

Linked up with British Pounds and US 

Dollars(1935-1936) 

1949-1952 Managed floating regime Not on the basis of gold, the price level is 

the basis of exchange rate 

1953-1978 Managed floating regime  US$1:CNY2.462(1955-1971) 

US$1:CNY1.684(1971-1978) 

1979-1994 Dual exchange rate system From US$1:CNY1.555 to 

US$1:CNY8.619; RMB depreciated by 4.5 

times 
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1994-2005 Dual exchange rate system China unifies its dual exchange rates by 

aligning official and swap centre rates, 

officially devaluing the RMB by 33 

percent overnight to 8.7 to the dollar. 

US$1:CNY8.28-8.7  

2005-Now Managed floating exchange rate Based on market supply and demand with 

reference to a basket of currencies. 

China's central bank effectively pegs the 

RMB against the dollar at 6.83 to help its 

economy ride through the worst of the 

global financial crisis 

Source: Author‘s Composition  

We can see more detail from figure 4.1 about the price of RMB against to the US dollar, the 

exchange rate of USD/CNY had fluctuated a lot from 1980 to 2015.  

Figure 4.1 Exchange rate of USD/CNY from 1980 to 2015 

 

Source: People’s Bank of China (2016) 
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Hong Kong 

Similar with the history of Mainland China’s exchange rate regime, Hong Kong’s exchange 

rate regime also had lots of alternations. Seeing from table 4.5, before 1935, both in Mainland 

China and Hong Kong, the exchange rate regime are silver standard. After 1935, Hong Kong had 

many types of exchange rate regime, such as sterling exchange standard, fixed exchange rate 

against the US dollar, and free floating. Until 1983, the exchange rate regime in Hong Kong had 

been confirmed as linked exchange rate regime to now.  

Table 4.5 History of Hong Kong’s Exchange Rate Regime 

Period Exchange Rate Regime Features 

1863-1935 Silver Standard Silver dollars as legal tender 

12/1935-6/1972 Sterling Exchange Standard Exchange rate: 

H1:HK$16 (12/1935-11/1967) 

H1:HK$14.55(11/1967-6/1972) 

7/1972-11/1974   Fixed Exchange Rate against 

the US dollar 
 

Exchange rate: 

US$1:HK$5.650 (6/1972-2/1973) 

US$1:HK$5.085 (2/1973-11/1974) 

11/1974-10/1983   Free Floating 
 

Exchange rates on selected days 

US$1:HK$4.965 (25/11/1974) 

US$1:HK$4.600 (6/3/1978) 

US$1:HK$9.600 (24/9/1983) 

10/1983-Now Linked Exchange Rate System 

 

  US$1=HK$7.80 

US$1=HK$7.75 (from 9/1998 onwards) 
 

Source: Author‘s Composition  

Because Hong Kong’s exchange rate is linked to the US dollar, we will have a look on the 

historical exchange rate of the US dollar to HK dollar, which is shown in figure 4.2. 
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Figure 4.2 Exchange rate of USD/HKD from 1980 to 2009 

 

Source: Hong Kong Monetary Authority (2016) 

4.3.2 Exchange rate regime 

Mainland China 

Since 2005 Jul, to now, Mainland China has been implementing “a managed floating 

exchange rate based on market supply and demand with reference to a basket of currencies”. The 

exchange rate – after a minor initial revaluation of 2.1% -- would be set with reference to a basket 

of other currencies (with numerical weights unannounced), allowing a movement of up to +/- 3% 

in bilateral exchange rates within any given day.   

In the this regime, the RMB exchange rate is no longer pegged to the US dollar, but 

according to the actual situation of China's foreign economic development, given the 

corresponding weights of several major currencies, is referred to a currency basket. At the same 

time, according to the economic and financial situation of China and other countries, on the basis 

of market supply and demand, it refers to a basket of currencies to calculate the changes of 

multilateral exchange rate index, to manage and regulate of the RMB exchange rate, maintain the 
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RMB exchange rate at a reasonable and balanced level, basically stable, thus forming a managed 

floating exchange rate. Eventually, we can say it is a floating exchange rate. 

Characteristics of managed floating exchange rate regime in Mainland China
16

 

 (1) Market orientation. More greatly, it leads into the power of the market, more remarkable of 

the market-oriented; the effect of market supply and demand to the exchange rate effect is more 

significant. 

(2) Compared with previous single peg to the dollar system, it has more flexibility and local 

variability. Reference to a basket of currencies is conducive to better cope with the effects of 

unstable US dollar, lower the fluctuations of RMB’s exchange rate, thus to ensure the safety of 

China's exchange rate.  

(3) The consistency of market-oriented. In a managed floating exchange rate regime, the central 

bank mainly has the effect of filter. With the improvement of economic adaptation degree, the 

role of the filter can be weakened and adaptive. 

Advantages of managed floating exchange rate regime in Mainland China 

(1) High flexibility. Compared to the previous single dollar peg system, the current exchange rate 

is more flexible and more volatilely. The fluctuations of a basket of currencies may partly be 

offset by each other. As a result, the pressure of RMB exchange rate volatility is actually lower, 

and it is helpful to stabilize the exchange rate expectations. While retaining the initiative and 

control of central bank to adjust the exchange rate, it is effective against the exchange rate 

changes of other currencies in the world, which can shock the RMB, therefore enhanced China’s 

ability to cope with the pressure of speculative. 
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(2) In line with international standards. With the accelerating of China's economic growth, 

China's economic and trade exchanges with other countries are becoming more and more closely. 

From a single dollar peg to the change of the reference to a basket of currencies, it is more 

conform to the trend of China's economic internationalization and diversification. The RMB 

exchange rate system has become increasingly up to international standards. 

(3) Responsive to market. With the improvement of China's exchange rate formation, the 

market’s role is more and more important, the sensitive response of RMB exchange rate promote 

the perfection of the market economy system in China. It is conducive to the development of 

indirect financing companies.  

(4) Conducive to the overseas market demand pulls the economic growth. The current exchange 

rate policy promotes external expansion, brings surplus of current accounts and capital accounts, 

it is helpful to the economic growth. 

Disadvantages of managed floating exchange rate regime in Mainland China 

(1) Limit the independence of monetary policy. The current exchange rate system has greatly 

restricted the government’s ability to implement monetary policy and exacerbated 

macroeconomic fluctuations. 

(2) Exchange rate basically can't adjust the balance of payments. Under the current regime of 

exchange rate, the ratio of currency is fixed and the scope of fluctuations are limited by the 

central bank within a certain range, so it makes the exchange rate basically lost the economic 

lever function of regulating the balance of payments. 

(3) The adjustment of exchange rate lacks accurate information and maintains the high cost. 

When the exchange rates determined by supply and demand of foreign exchange market, this 

market is very narrow. Because of information asymmetry, the central bank is unable to get 

complete information, which is required for accurate pricing. In addition, to maintain the current 

exchange rate system increased the difficulty of flexible operation of the monetary policy, it will 

always maintain a high cost. 
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(4) Weaken the risk awareness of the enterprise. Existing exchange rate system constraints the 

flexibility of the exchange rate, make the economic lever function of the RMB exchange rate 

weakened. 

(5) The bank's risk increased. Although the indirect financing enterprises’ sensitivity of the 

exchange rate is stronger than the sensitivity of interest rate, but under the floating exchange rate 

regime, they have more weaker adaptability to market volatility. The uncertainty of enterprise 

repay loan increased, bank lending recovery rate fell, the risk increased, bad loans increased, 

bank’s profit fell down. 

Hong Kong 

The linked exchange rate system was implemented on October 17, 1983 in Hong Kong.  

To maintain exchange rate stability within the linked exchange rate system’s architecture is 

the monetary policy’s primary goal of the Hong Kong monetary authority (HKMA). Hong 

Kong's linked exchange rate system is a kind of fixed exchange rate system. Under the linked 

exchange rate system, in terms of its exchange rate in the foreign exchange market against the US 

dollar, is around HK$7.80 to US$1. Unlike other fixed exchange rate system, it is in essence a 

currency board system, government or central bank will not take the initiative to intervene the 

foreign exchange market under normal circumstances (it means through the control the supply 

and demand to directly affect the rate of Hong Kong dollar).  In the exchange rate system, 

exchange rate stability is mainly through the arbitraging, which are made by the Hong Kong three 

note-issuing Banks (bank of China (Hong Kong), Hong Kong and Shanghai bank, standard 

chartered bank), it could be called an automatic adjustment mechanism. This is one of the biggest 

differences between Hong Kong's linked exchange rate system and other fixed exchange rate 

system.
17
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The linked exchange rate system requires both the stock and the flow of the monetary base 

to be fully backed by foreign reserves. Any change in the size of the monetary base has to be 

fully matched by a corresponding change in the foreign reserves. In Hong Kong, the monetary 

base comprises the following components: 

(1) Certificates of indebtedness (as backing for banknotes) and government-issued notes and 

coins 

Banknotes in Hong Kong are issued by the three note-issuing banks. When issuing 

banknotes, the note-issuing banks are required to submit US dollars (at HK$7.80 = US$1) to the 

HKMA for the account of the Exchange Fund in return for certificates of indebtedness (which are 

required by law as backing for the banknotes issued). The Hong Kong dollar banknotes are 

therefore, fully backed by US dollars held by the Exchange Fund. In the case of government-

issued notes and coins, which are issued by the Government through the HKMA, transactions 

between the HKMA and the agent bank responsible for storing and distributing the coins to the 

public are settled against US dollars at the rate of HK$7.80 to one US dollar. 

(2) The sum of balances of banks' clearing accounts (aggregate balance) maintained with the 

HKMA for the purpose of clearing and settling transactions between the banks themselves, and 

also between the banks and the HKMA 

Operating under the rule-based currency board system, the aggregate balance varies in 

accordance with the flow of fund into and out of the Hong Kong dollar. The HKMA operates 

convertibility undertakings on both the strong side and the weak side of the linked rate of 

HK$7.80 to one US dollar. The HKMA undertakes to buy US dollars from licensed banks at 

HK$7.75 to one US dollar (strong-side convertibility undertaking) and sell US dollars at 

HK$7.85 to one US dollar (weak-side convertibility undertaking). Within the convertibility zone 

between 7.75 and 7.85, the HKMA may choose to conduct market operations consistent with 

currency board principles with the aim of promoting the smooth functioning of the money and 

foreign exchange markets. 
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(3) The outstanding amount of exchange fund bills and notes 

The proceeds from the issue of Exchange Fund Bills and Notes have over time been 

switched into US dollar assets. The HKMA has also undertaken that additional Exchange Fund 

paper will only be issued when there is an inflow of capital. This ensures that all new Exchange 

Fund paper will be fully backed by foreign currency reserves. Starting from 1 April 1999, interest 

payments on Exchange Fund paper are allowed to expand the monetary base. Additional 

Exchange Fund paper is issued to absorb such interest payments. This procedure is consistent 

with the currency board discipline, since interest payments on Exchange Fund paper are backed 

by interest income on the US dollar assets backing the monetary base. It also allows the 

Exchange Fund Bills and Notes program to grow in a non-discretionary manner. 

According to Jao YC (2001), we list the advantages and disadvantages of linked exchange 

rate regime in Hong Kong. 

Advantages of linked exchange rate regime in Hong Kong 

(1) Hong Kong is a typical system of the open economy, a stable exchange rate can reduce the 

exchange rate risk of trading, it is beneficial of import and export trade, it can consolidate the 

place of Hong Kong  as an international financial center. 

(2) Reduced the uncertainty of the economic activities, reduced transaction costs. As a barometer 

of market exchange rates of Hong Kong dollar supply expansion and contraction, it completely 

eliminates the credit issue of Hong Kong dollar, its essential characteristic is the linked exchange 

rate system innovation in the modern financial system. 

(3) To a great extent, the linked exchange rate system can constraint the government financing. 

Balance the budget is the medium-term goal of Hong Kong's prudent fiscal policy, which has a 

great surplus, so actually, the risk of government budget deficit is very small. 

(4) Choosing US dollars as the linked currency is a wise choice, the US's fiscal policy and its 

economic situation has an important influence on Hong Kong.  
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(5) Hong Kong has good conditions to implement the linked exchange rate system, the huge 

foreign exchange reserves held is an important tool of the Hong Kong government to maintain 

the financial market stability. 

Disadvantages of linked exchange rate regime in Hong Kong 

(1) The independence and flexibility of monetary policy is lost. The government of Hong Kong 

wants to retain fixed exchange rate, and allow the free flow of capital. If the government 

implements expansion monetary policy, then the interest rates will go down, and the capital will   

outflow, the Hong Kong dollar will face the pressure of devaluation, government will recycle 

Hong Kong dollar, so the goal of money supply cannot be achieved. The Hong Kong monetary 

policy passively follows the Fed's policy change. Fixed exchange rate, the free flow of capital 

and independent monetary policy cannot coexist, that is the famous “The Impossible Trinity". 

(2) Interest rate weapon may make Hong Kong suffered a heavy loss in the currency crisis. Under 

the currency board system, the government’s measure is abandoning the interest rates to keep 

exchange rate policy. For example, in the case of the Asian financial crisis of 1997, Hong Kong 

suffered severe losses. 

(3) It cannot use the changes of exchange rate to adjust the balance of payments, and through the 

adjustment of the price and cost is a painful process for a long time. Unable to adjust the 

exchange rate, after the Asian financial crisis, the Hong Kong's trade levels dropped overall, 

exports and the travel industry has been seriously affected. 

(4) Fiscal policy has been limited a lot of. Fiscal deficits will lead to the accumulation of heavy 

interest burden, make the government unable to repay. In case of the deficit monetization, it will 

lead to inflation and falling of foreign exchange reserves, eventually lead to the economic crisis, 

then the linked exchange rate system will crash. 

(5) Foreign exchange reserves under certain conditions may not be able to fulfill the requirements 

of exchange. To maintain exchange rate stability, it needs a large number of foreign exchange 
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reserves. Foreign exchange reserves once run out, will lead to the failure of the linked exchange 

rate system. 

Comparison of exchange rate regime in Mainland China and Hong Kong 

According to the characters of exchange rate regime in Mainland China and Hong Kong, 

we know the exchange rate regime is different. The Mainland China implements land the current 

exchange rate regime called "a managed floating exchange rate system", but from the actual 

exchange situation of the RMB to the US dollar, it is very similar to the "adjustable peg", which 

is pegged to the dollar to keep exchange rate stability. Hong Kong’s exchange rate regime is the 

mixture between fixed exchange rate system and floating exchange rate system. On the one hand, 

it has to maintain the stability of the Hong Kong Dollar system against the US dollar, on the other 

hand the market exchange rate reflects the real money supply and demand. We can analyze it 

from two different views. 

1. From the Impossible Trinity’s point view: 

From Shah (2010), the Impossible trinity (also known as the Trilemma) is a trilemma in 

international economics, which states that it is impossible to have all three of the following at the 

same time: 

 a stable foreign exchange rate,  

 free capital movement (absence of capital controls),  

 an independent monetary policy. 

Mainland China is a sovereign country's real economy, at the same time, the international 

financial mechanism is relatively closed, it is direct at the sacrifice of capital liquidity mechanism, 

so that Mainland China can use other methods to achieve the balance of internal and external, so 

it is good choice to adopt the managed floating exchange rate regime. 

Hong Kong is a small and medium-sized economic region, there is no independence 

sovereignty, it belongs to the developed economic region, and the tertiary industry is the main 

industry. Therefore, it only maintains the stability of exchange rate and free capital flow. 



 

63 

 

2. From historical background’s point view: 

From 1988, Mainland China set up semi-official currency swap centers around the country 

to allow firms to trade the yuan, also known as the RMB, at a rate that better reflects market 

demand. In 1994, Mainland China unifies its dual exchange rates by aligning official and swap 

center rates, officially devaluing the RMB by 33 percent to 8.7 against the US dollar, which is a 

part of reforms of "socialist market economy". In 1996, Mainland China allowed the RMB 

converts under the current account. In 2001, Mainland China joined the World Trade 

Organization and pledged to gradually adjust the currency regime. Besides, with the development 

of Mainland China’s economy, the international status of Mainland China has been improved and 

the demand of the foreign exchange has been increased. In this situation, according to the 

economic and financial situation both at Mainland China and overseas, a managed floating 

exchange rate based on market supply and demand with reference to a basket of currencies has 

been implementing, maintains the RMB exchange rate basically stable at a reasonable and 

balanced level. 

In 1982, the exchange rate regime in Hong Kong was the free floating exchange rate regime, 

the real estate industry in Hong Kong had greatly crashed. The confidence of Hong Kong 

domestic and foreign investors to the future of Hong Kong’s economy fall down. The British 

authorities canceled foreign currency deposit interest and maintained the interest of Hong Kong 

dollar deposits, there was an explosion of Hong Kong dollar crisis. From July 1982 to June 1983, 

the Hong Kong dollar had depreciated by 18 %, went down from US$1: HK$5.913 to US$1: 

HK$7.2. It caused runs on banks and snapping up. Under this situation, in order to save the crisis 

of Hong Kong Dollar, restore the credit of Hong Kong Dollar, the British authorities decided to 

change the free floating exchange rate system, implemented the linked exchange rate regime. 

In a summary, the exchange rate regime in Mainland China is a process of gradual 

marketization. It belongs to a managed floating exchange rate but it lacks marketability. The 

current exchange rate regime in Mainland China conforms to the strategy of "going global" and 

“bringing in”, which represents the needs of the development of China's socialist market 

economy. The Hong Kong's exchange rate system is an experienced mechanism after the hone of 
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marketization, it is the choice in a variety of economic background and the choice of many times 

after the test. However, it still needs to make some differences according to different situations in 

the future, in response to the development of the international economic situation. 

4.6 Future monetary integration  

The meaning of monetary integration in mainland China and Hong Kong refers to within 

the scope of mainland China and Hong Kong, practices in the monetary and financial 

coordination and cooperation, and ultimately forms a unified single currency system in RMB 

currency. In essence, the monetary integration is Hong Kong and Mainland China achieves 

economic and financial policies unification. 

Table 4.6 Bilateral currency swap agreements between China and other countries and regions 

(100 million of RMB) 

Participants Amount 

China-south Korea 1,800 

Mainland China-Hong Kong 2,000 

China-Malaysia 800 

China-Belarus 200 

China-Indonesia 1,000 

China-Argentina 700 

China-Ireland 35 

China-Singapore 1,500 

Total 8,035 

Source: International monetary fund (2016) 

Regional monetary integration has become an important trend of the economic 

development. The table 4.6 presents the circulation of RMB in the ASEAN areas; we can see the 

biggest partner is Hong Kong.  
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With the further development of economic globalization, trading competition, various areas 

appear constantly the trend of regional political and economic integration. Monetary integration 

provides a great convenience for the member countries and the area with its advantage of low 

cost, convenience and high. Because of the influence of the historical reasons and some polices in 

China, Mainland China formed a special status that several kinds of currency in one country. 

Although the current situation has a special effect on the current social stability, but it is not good 

for the long-term economic development, monetary integration in Mainland China and Hong 

Kong will be the future trend of the currency. 

From the Chapter 3, the high level of the trade linkages between Hong Kong and Mainland 

China is well recognized. To see if there is a potential of monetary integration in Mainland China 

and Hong Kong, we also need to find the degree of financial integration of Mainland China and 

Hong Kong. We will present some stylized facts about the recent trends in financial linkages by 

focusing mainly on the deposit rate and the lending rate of Mainland China and Hong Kong. 

Figure 4.3 Deposit rates in Mainland China and Hong Kong from 2006 to 2015 (in percentage) 

 

Source: International Monetary Fund (2016) 
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Figure 4.4 Lending rates in Mainland China and Hong Kong from 2006 to 2015 (in percentage) 

 

Source: International Monetary Fund (2016) 

The figure 4.3 and 4.4 shows the deposit rates and lending rates in Mainland China and 

Hong Kong. We can see the deposit rates in Mainland China and Hong Kong has a huge gap, 

however, the trends of deposit rates are quite similar. Then we move to figure 4.4, there are only 

small differences in lending rates between Mainland China and Hong Kong. Moreover, we can 

get an additional information that the deposit and lending rates in Hong Kong had become stable 

during these years; however, in Mainland China the deposit and lending interest rate had big 

volatility. 

The main reason is that Mainland China and Hong Kong has a great imbalance in the 

development of market. After years of development and perfection, Hong Kong has become a 

mature markets of the world's recognized. Its market openness, operation system, management 

level, trades, and so on, can be comparable to the world's most developed market. The time of 

Mainland China practices a system of market economy is shorter, the foreign exchange market is 

separate from foreign market and currency market, the capital market has only a small percentage 

of opening to the outside world. Moreover, the imperfection of the law, market operation is not 
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there is a quite big gap. Although China accelerated the pace of financial markets open, but the 

foreign exchange market is essentially a closed market, the open area of securities market was 

very limited.  

Market development level and the gap of openness will restrict monetary integration. When 

Hong Kong's government and people faced the present situation of Mainland China’s market, 

they will have a very cautious attitude. The gap between management and supervision level will 

also hinder the Mainland China and Hong Kong's financial markets open to each other, which 

will lower the speed of further integration. Especially, unrealized comprehensive marketization of 

the interest rate in Mainland China, bank deposit and lending rates is mainly composed by 

official government regulations, does not depend on the supply and demand of funds in market, 

which made the opening and the fusion of the Mainland and Hong Kong markets lack of the 

basic market prices. 

To sum up, the Mainland China and Hong Kong have close relation in trading, financial 

capital flows, spontaneous circulation between the two currencies and history, cultures and the 

sources of blood, which puts forth the necessity of integration of the RMB and the Hong Kong 

dollars. However, there still have a lot of problems in monetary integration.  Mainland China 

should focus on the development of economy, and have more coordination and corporations with 

Hong Kong.  

4.7 Summary of the chapter 

As a summary, we compared the monetary policy system in Mainland China and Hong 

Kong in this chapter.  

Firstly, we compared the central bank. The People’s Bank of China is the central bank of 

Mainland China, which formulates and implements all the monetary policies. In Hong Kong, 

there is no central bank, but the central bank is a group by different banks and institutions to 

share its operation. Hong Kong Monetary Authority is the mainly government authority in Hong 

Kong responsible for maintaining monetary and banking stability. Then, we compared the 

monetary policy objectives and instruments in Mainland China and Hong Kong. From the 
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comparison, we can say in Mainland China and Hong Kong, they have similar monetary policy 

objectives, which are to maintain monetary stability and promote economic growth. However, the 

formulation and implementation of monetary policy are not the same; the choice of monetary 

policy instruments is different; the interest rate management system is different; and so on. 

Moreover, we focused on the difference of exchange rate regime in Mainland China and Hong 

Kong.  In Mainland China, it is managed floating exchange rate regime, but from the actual 

exchange situation of the RMB to the US dollar, it is very similar to the "adjustable peg"; in 

Hong Kong, it is linked exchange rate regime, it is the mixture between fixed exchange rate 

system and floating exchange rate system. In addition, we will analysis the possible of future 

monetary integration in Mainland China and Hong Kong. 
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5 Conclusion 

Since the return of Hong Kong to China has been almost 20 years, and the second-

generation paramount leader of China Deng Xiaoping proposed the “one country, two systems” 

policy has been implemented till now. Hong Kong has a very different monetary system from 

mainland China. The main aim of the thesis was to monetary policy systems in mainland China 

and Hong Kong, based on the data from 2006 to 2015. We compared the central bank, objectives 

of monetary policy, instruments of monetary policy and exchange rate regime.  

In chapter 2, it is mainly introduced the theory of monetary policy system, for each 

participates in monetary policy and exchange rate regime, we demonstrated the guiding principles, 

main functions of central bank, and we introduced the objectives of monetary policy, which 

includes price stability, high employment, economy growth and international balance of payment. 

We described the instruments of monetary policy, the definition of these instruments, and the 

functions, characteristics, advantages and disadvantages of these instruments. In addition, we 

talked about the exchange rate regimes, including factors, which can influence the exchange rate 

regime and types of exchange rate regime. Moreover, we pointed the characteristics of each 

exchange rate regime. 

In chapter 3, the general economy situation was described. The background of Hong 

Kong’s return and „one country, two systems“ policy has been introduced.  And we compared the 

GDP growth rate, inflation rate, imports and exports between Mainland China. We also compared 

the Hong Kong’s international trade between Mainland China and others. We got the information 

that Mainland China has a tightly linkage with Hong Kong. To understand more clearly about the 

relationship between the exchange rate of CNY to HKD and the economic situation in Mainland 

China, we used linear regression analysis, got a function to present the relation. The exports of 

Hong Kong to Mainland China have a big effect on the exchange rate of CNY to HKD.  

Chapter 4 is the main part of our thesis. We compared the monetary policy system in 

Mainland China and Hong Kong. The central bank in Mainland China is the People’s Bank of 

China. There is no central bank in Hong Kong, but it is a group by different banks and 
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institutions to share the central bank’s operation. As for the objectives of monetary policy, we 

think both Mainland China and Hong Kong has the similar objectives, which are maintaining 

monetary stability and promoting economic growth. However, there are lots of differences in 

other parts. For example, in instruments of monetary policy, Mainland China and Hong Kong has 

different choices; the formulation and implementation of monetary policy are not the same; the 

interest rate management system is different and the exchange rate regime in Mainland China and 

Hong Kong are totally different. It is “managed floating exchange rate regime in Mainland China, 

in essence, it is floating exchange rate regime; in Hong Kong, it is linked exchange rate regime, it 

is the mixture between fixed exchange rate system and floating exchange rate system. The choice 

of exchange rate regime in both Mainland China and Hong Kong is good; they all conform to the 

real current economic and political situation. Moreover, we tried to analyze the possibility of 

future monetary integration of RMB and HKD, we believe there is a trend of monetary 

integration, and however there are still some problems to solve.  

In a whole, the monetary system of Mainland China and Hong Kong has its own 

characteristics. For mainland China, with the rapid development of economy, Mainland China 

will face the  international transformation, Mainland China should seize the opportunity, 

absorbing the successful experience of Hong Kong's monetary system, perfect the market 

standardization, at the same time, further reform, make the RMB exchange rate  more free 

marketization, improve the international status of the RMB. As for Hong Kong, the stability of 

the exchange rate cannot depart from the support of the Mainland China, they use the special 

relationship with Mainland China, pay more attention of the RMB, to accelerate the financial 

integration with the Mainland China. 
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Annex 1 Exchange rate of CNY to HKD from 2006 to 2015 

Date Exchange rate Date Exchange rate 

Dec 01, 2015 1.1941 Dec 01, 2010 1.1802 

Nov 01, 2015 1.2115 Nov 01, 2010 1.1606 

Oct 01, 2015 1.2266 Oct 01, 2010 1.1692 

Sep 01, 2015 1.2191 Sep 01, 2010 1.1626 

Aug 01, 2015 1.2153 Aug 01, 2010 1.1397 

Jul 01, 2015 1.2486 Jul 01, 2010 1.1450 

Jun 01, 2015 1.2485 Jun 01, 2010 1.1424 

May 01, 2015 1.2468 May 01, 2010 1.1400 

Apr 01, 2015 1.2492 Apr 01, 2010 1.1369 

Mar 01, 2015 1.2504 Mar 01, 2010 1.1367 

Feb 01, 2015 1.2380 Feb 01, 2010 1.1415 

Jan 01, 2015 1.2402 Jan 01, 2010 1.1303 

Dec 01, 2014 1.2494 Dec 01, 2009 1.1300 

Nov 01, 2014 1.2604 Nov 01, 2009 1.1392 

Oct 01, 2014 1.2684 Oct 01, 2009 1.1346 

Sep 01, 2014 1.2648 Sep 01, 2009 1.1372 

Aug 01, 2014 1.2603 Aug 01, 2009 1.1342 

Jul 01, 2014 1.2553 Jul 01, 2009 1.1331 

Jun 01, 2014 1.2492 Jun 01, 2009 1.1361 

May 01, 2014 1.2407 May 01, 2009 1.1353 

Apr 01, 2014 1.2386 Apr 01, 2009 1.1366 

Mar 01, 2014 1.2476 Mar 01, 2009 1.1342 

Feb 01, 2014 1.2622 Feb 01, 2009 1.1338 

Jan 01, 2014 1.2809 Jan 01, 2009 1.1344 

Dec 01, 2013 1.2821 Dec 01, 2008 1.1359 

Nov 01, 2013 1.2726 Nov 01, 2008 1.1354 

Oct 01, 2013 1.2716 Oct 01, 2008 1.1331 

Sep 01, 2013 1.2670 Sep 01, 2008 1.1346 

Aug 01, 2013 1.2677 Aug 01, 2008 1.1397 

Jul 01, 2013 1.2654 Jul 01, 2008 1.1420 

Jun 01, 2013 1.2630 Jun 01, 2008 1.1377 

May 01, 2013 1.2652 May 01, 2008 1.1241 

Apr 01, 2013 1.2586 Apr 01, 2008 1.1152 

Mar 01, 2013 1.2488 Mar 01, 2008 1.1098 

Feb 01, 2013 1.2429 Feb 01, 2008 1.0941 
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Jan 01, 2013 1.2453 Jan 01, 2007 1.0857 

Dec 01, 2012 1.2410 Dec 01, 2007 1.0677 

Nov 01, 2012 1.2448 Nov 01, 2007 1.0525 

Oct 01, 2012 1.2422 Oct 01, 2007 1.0373 

Sep 01, 2012 1.2243 Sep 01, 2007 1.0358 

Aug 01, 2012 1.2211 Aug 01, 2007 1.0335 

Jul 01, 2012 1.2173 Jun 01, 2007 1.0269 

May 01, 2012 1.2192 May 01, 2007 1.0209 

Apr 01, 2012 1.2301 Apr 01, 2007 1.0152 

Mar 01, 2012 1.2332 Mar 01, 2007 1.0107 

Feb 01, 2012 1.2323 Feb 01, 2007 1.0097 

Jan 01, 2012 1.2314 Jan 01, 2007 1.0042 

Dec 01, 2011 1.2331 Dec 01, 2006 0.9963 

Nov 01, 2011 1.2189 Nov 01, 2006 0.9929 

Oct 01, 2011 1.2166 Oct 01, 2006 0.9871 

Sep 01, 2011 1.2144 Sep 01, 2006 0.9854 

Aug 01, 2011 1.2175 Aug 01, 2006 0.9777 

Jul 01, 2011 1.2082 Jul 01, 2006 0.9750 

Jun 01, 2011 1.2040 Jun 01, 2006 0.9717 

May 01, 2011 1.2051 May 01, 2006 0.9669 

Apr 01, 2011 1.1962 Apr 01, 2006 0.9676 

Mar 01, 2011 1.1856 Mar 01, 2006 0.9678 

Feb 01, 2011 1.1870 Feb 01, 2006 0.9649 

Jan 01, 2011 1.1800 Jan 01, 2006 0.9622 

Source: The World Bank (2016) 
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Annex 2 General economy situation of Mainland China and Hong Kong from 2006 to 2015 

  

GDP growth 

rate of 

Mainland 

China 

(percentage) 

Exports of 

Hong Kong 

from Mainland 

China 

( hundred 

million dollar) 

Imports of 

Hong Kong 

from 

Mainland 

China 

(hundred 

million 

dollar) 

CPI of 

Mainland 

China 

(index) 

2006 12.7 692.24056 688.4015 102 

2007 14.2 1685.3612 1697.943 103 

2008 9.6 1786.533 1817.693 108 

2009 9.2 1645.4026 1615.32 98.5 

2010 10.6 2105.355 1958.237 101 

2011 9.5 2465.1206 2198.547 104.7 

2012 7.8 2846.7449 2471.866 104.2 

2013 7.7 3207.9445 2582.462 103 

2014 7.3 3003.2649 2631.329 102.8 

2015 7 2874.678 2578.972 101 

Source: Ministry of Commerce of the People’s Republic of China and The World Bank (2016) 

 

 

 

 

 

 

 

 


