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Introduction 
The Linked Exchange Rate System was established in 1983. The objective of  LERS is to stabilize the exchange rate of Hong Kong. Under 

the Currency Board Arrangements, the Hong Kong Monetary Authority has to hold the exchanged fund at the fixed exchange rate of HK$7.8 

to US$1.In recent years, people in Hong Kong advocate that we should peg HKD to RMB instead of USD because of the internationalization 

of RMB 

There are three main aspects for us to consider whether to peg our home currency to a foreign currency: 

1.The business cycles of the two economy 

1.Inflation  

2.Export and Import 

Methodology 
Data Sources: 

->Real GDP Growth Rate from THE WORLD BANK 

->RMB as world payments currency from SWIFT WATCH 

-> CPI, Export and Import from Hong Kong Census and Statistics Department 

->GDP from National Bureau of Statistics of China 

->Exchange rate from the World’s Trusted Currency Authority 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In the past six years, 

-The correlation between the Hong Kong economy and the China’s economy is 0.929  

-The correlation between the Hong Kong economy and the US economy is -0.018 

⇒The business cycles of the Hong Kong economy is closer to the China’s economy than the US economy 

⇒Under fixed exchange rate system, Hong Kong can stabilize the exchange rate but lose the control of the money supply 

⇒From 2010 – 15, the Fed implemented the expansionary monetary policy (QE3) to stimulate its weak economy while HK 

needed a tight monetary policy to fight inflation (the high growth of China’s economy) 

⇒So, Hong Kong should peg its currency to RMB as the business cycles of Hong Kong economy and China’s economy is 

synchronise               

                

                

                

                

                

                

                

                

          

Rise of RMB as the world 

payments currency in value 

 

RMB is going 

internationalization 

 

Stage of RMB 

internationalization: Promote 

RMB through trade 

 

Global Central Banks have 

confidence in using RMB as 

trading currency 

 

RMB is supportive and 

potential 

 

It could reduce the exchange 

rate volatility of Hong Kong 
 

 

 

 

In the past 10 years 

 

- 54% of Hong Kong export is 

to Mainland. 

 

- The correlation between Hong 

Kong export to Mainland and 

exchange rate between HKD 

and RMB is -0.848. 

 

- Hong Kong’s export is 

negatively related to exchange 

rate between HKD and RMB 

according to the correlation 

analysis. And it is also a very 

significant part of Hong Kong’s 

GDP. 

 
 

In the past 10 years. 

 

- 46% of Hong Kong import is 

from Mainland. 

 

- The correlation between Hong 

Kong import from Mainland and 

exchange rate between HKD and 

RMB is -0.839. 

 

- Hong Kong’s import is 

negatively related to exchange 

rate between HKD and RMB 

according to the correlation 

analysis. 
 

R-square: 0.957 

S = -4.43E + 0.55P1 

+ 0.29P2 + 2.95C + 

3.303 

- The R-square is 0.957, 

which means that 95.7% 

dependent variables can be 

explained by the linear 

regression, so the regression 

relationship is strong 

 

- The p-values show the 

significance of the exchange 

rate and policy 1, and 

insignificance of policy 2 and 

CPI, therefore the spending of 

mainland visitors is surely 

affected by the exchange rate 
 

CPI: a measure to examine the 

weighted average price level of 

goods and services. 

 

- The percentage change of CPI 

can generally show the degree 

of the inflation rate.  

 

- When quantitative easing 

policies were implemented by 

Fed, the central bank of USA, 

the percentage change of CPI 

are all bigger than 4%  

 

- When Fed did not implement 

quantitative easing, the 

percentage change of Hong 

Kong's CPI are all smaller than 

3% 
 

- The business cycles of Hong Kong’s economy is closer to the China’s economy than US economy 

- Monetary policy implemented by the People’s Bank of China is effective toward Hong Kong economic environment 

- The rise of RMB as global payment currency  

- RMB is going internationalization 

- The expansionary policies implemented by the Fed, the central bank of USA, increased the inflation in Hong Kong because of pegging to US dollars 

- A stable exchange rate between HKD and RMB can stabilize the trade balance of Hong Kong, which means a stable GDP growth rate and a stable inflation rate 

=>Hong Kong should peg its currency to RMB instead of USD in the future 

Export and Import 

Inflation 

Analytical Tools: 

->Correlation 

->Regression 

Business cycle and the global payment currency 

Hong Kong total export in a decade 

Year mainland China with HK Others with HK Difference 

Exchange 

Rate The rate of trade with mainland 

2007 1308332 1379181 -70849 0.9746 0.4868188545 

2008 1370445 1453706 -83261 0.8919 0.4852591097 

2009 1263249 1205840 57409 0.8812 0.5116255429 

2010 1598222 1432797 165425 0.8713 0.5272886775 

2011 1747355 1589898 157457 0.8297 0.5235908096 

2012 1857759 1576587 281172 0.8137 0.5409353047 

2013 1949247 1610439 338808 0.7988 0.5475895908 

2014 1979016 1693735 285281 0.7925 0.538837509 

2015 1936515 1668764 267751 0.8033 0.5371331872 

2016 1943469 1644778 298691 0.855 0.5416207413 

Correlation   -0.847742981 


