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An Analysis of the Economic Significance & Feasibility of
Monetary Integration between RMB Yuan and Hong Kong Dollar

HUANG Yan-jun, ZHAO Sheng-xian
(Department of Finance, Zhejiang University, Hangzhou , 310027, China)

Abstract: Realizing monetary integration between RMB Yuan and Hong Kong Dollar is getting more
and more important, strategically and economieally, especially at a time of economic globalization and
finance integration. In this paper, the cost benefit analysis is used to analyze the cost and benefit of
monetary integration. Monetary integration can decrease the transaction cost, save foreign exchange
and remove foreign exchange risk. What is more, it also improves social welfare, gains dynamic
henefit and promotes the status of RMB Yuan in the long run. Whereas the corporeal cost of monetary
integration is caused by currency transference and operation, And in the process of monetary
integration, the invisible cost mainly comes from the loss of efficiency of the economic stabilization.
Taking Hong Kong and Mainland China as a whole, we show in this paper that the cost of monetary
integration is limited, while the saving of transaction cost and foreign exchange is accumulative and
continuous. The social welfare and dynamic benefit will increase and dominate after the tuning of
monetary integration. On the other hand, when we analyze these two bodics separately, we find that
the cost and benefit are different in Hong Kong and in the Mainland. Hong Kong can achieve
significant benefit, both directly and in the long term; while the Mainland gains indirect and dynamic
benefit. From the point of both the whole and the single, we show in this paper that benefit is always
larger than cost. It is also true in the long term. The increasing coopetation, the more integrated
market and the increasing inter-dependence between Hong Kong and the Mainland make it possible and
necessary for monetary integration between RMB Yuan and Hong Kong Dollar. Although Hong Kong

and the mainland has been separated for over 100 years, they are tied by common history, common

culture, and there is a long history th e there is a solid social basis
of monetary integration and it is comp aration hetween Hong Kong
and the Mainland. But the great diffe t and the inconvertibility of
RMDB Yuan all make it difficult for lence monetary integration
between RMB Yuan and the Hong Ke should not be completed in
a rush. A feasible approach for Hong p jointly, until the goal of

monetary integration is reached.
Key words: monetary integration; Mainland China and Hong Kong; benefit-cost analysis; feasibility

analysis




