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Spanish and Mexican silver dollars - an
international currency commonly used in
nineteenth century Hong Kong and
throughout the region. ‘Chops’ were made on
the coins by shroffs, or money-handlers, to
confirm the genuineness of the coin.



MONETARY SYSTEMS IN
HoNG KONG’'S HISTORY

the past 150 years, monetary
policy in Hong Kong has centred on
developing a reliable and stable currency

to meet the needs of a rapidly expanding
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(37.43 D) RATZR 1200 Z 1300 K58 - trading centre. This has not always been
Silver ingots and copper cash — the main an easy task.

currency of China in the nineteenth century.
A tael (37.43 grams) of silver was equal to N ) _
between 1200 and 1300 cash. When the British colonised Hong Kong in

1841, China's bimetallic monetary system
operated on two levels: copper, bronze or
iron cash were used for the smaller
day-to-day transactions; uncoined silver
ingots were used for larger business
transactions, paying taxes, and storing

wealth. In addition, Spanish and Mexican
silver dollars were used for international

trade.
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only legal tender. A Hong Kong version of
the silver dollar was issued in 1866.
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The first Certificate of Indebtedness, issued under
the 1935 Currency Ordinance as backing for
banknotes issued in Hong Kong.
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Sources:
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Census and Statistics Department, 1945-2000



The silver standard, 1863-1935

The silver standard became the basis of
Hong Kong's monetary system until 1935.
Considerable fluctuations in the value of
silver against gold gave Hong Kong a
variable, and often volatile, exchange
relationship with the gold-based currencies,
such as the pound sterling. This contributed
to the severe financial and economic crisis
that hit Hong Kong in the early 1890s.

On the other hand, a largely consistent
exchange relationship with the Mainland of
China provided stability in the price of some
basic commodities.

The sterling link, 1935-1972

In November 1935, as a result of the
dramatic outflow of silver caused by the
rising price of silver in the USA and
elsewhere, China abandoned the silver
standard. Hong Kong immediately followed
suit. On 9 November 1935 the government
declared the Hong Kong dollar as the local
monetary unit, with an exchange value fixed
at the rate of one Hong Kong dollar to one
shilling and threepence (or HK$16 to the
pound). Under the Currency Ordinance of
1935 banks were required to surrender to
an Exchange Fund (which was invested in
sterling assets) all silver bullion held by
them against their banknote issues in
exchange for certificates of indebtedness.
These certificates were the legal backing for
the notes issued by the note-issuing banks
under what became, in effect, a currency

board system.
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Date Exchange Rate Regime

RAL

Silver standard

1863 —4/11/1935

BTG

Link to sterling

12/1935 - 6/1972

G

Link to sterling

BETEN FEETR
RIZE % £2.25%

Link to the US dollar with £2.25%
intervention bands around a
central rate

6/7/1972

EA 3 T B 8
Link to the US dollar

14/2/1973
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Free float

25/11/1974
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Link to the US dollar

17/10/1983

Reference Rate
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Silver dollars as legal tender

£1=HK$16
(12/1935 — 11/1967)

£1 = HK$14.55
(11/1967 - 6/1972)

US$T = HK$5.65

US$1 = HK$5.085
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Exchange rates on selected dates

US$1 = HK$4.965 (25/11/1974)
US$1 = HK$9.600 (24/9/1983)

US$1 = HK$7.80
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INFLATION, ECONOMIC GROWTH AND 3
THE HONG KONG DOLLAR EXCHANGE RATE 4
DURING THE FLOATING YEARS

(1974-1983)
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HoNG KoNG DOLLAR/US DOLLAR
EXCHANGE RATE

(1935-2000)

Year-end rate: Hong Kong dollar
to the US dollar
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The floating years, 1974-1983

Because of Britain's declining economic
power, the pound became an increasingly
unreliable anchor for the Hong Kong dollar.
Sudden and dramatic devaluations of the
pound in 1949 and 1967 were disruptive
to Hong Kong's financial system.

In June 1972 the British Government
decided to float the pound sterling. The
Hong Kong dollar was then linked briefly to
the US dollar, first at the rate of HK$5.65 to
the US dollar, and, from February 1973, at
HK$5.085.
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In November 1974, against a weakening US
dollar, the Hong Kong dollar was allowed to
float freely. The first two years of the floating
regime went fairly well. But from 1977
onwards an explosion in money growth and
credit supply contributed to a deteriorating
trade balance, a persistent depreciation of
the currency, and double-digit inflation.

The crisis of 1983 and the linked
exchange rate system

The depreciation of the Hong Kong dollar
was made worse by speculative attacks and
by the escalating crisis of confidence in the
future of Hong Kong, which came to a head
in 1983. At one point in September 1983
the exchange rate dropped to a record low
of HK$9.60 to the US dollar.

Facing both a currency panic and
nervousness about the soundness of a
number of banks, the government
announced on 17 October 1983 a new
policy to stabilise the currency, which is now
the basis of Hong Kong's monetary system:
the link between the Hong Kong dollar and
the US dollar at the fixed rate of HK$7.80 to
the US dollar.



