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HONG KONG AS A FINANCIAL CENTRE OF GREATER CHINA 

1. Introduction 

During the past three decades, Hong Kong has emeτged as one of the leading 
international financial centres (IFCs) of the world. Since China began its economic reform and 
open-door policies in 1979, and since cross-strait economic contacts began to improve in the 
m泊-1980s， Hong Kong's role has also bccome more varied and multi-faceted. The purpose of 
this paper is to evaluate Hong Kong as an IFC of Greater China (which cOlnprises Mainland 
China, Taiwan, Hong Kong and Macau). The territory's prospects as an IFC after Íts 
retrocession to China on July 1, 1997 will also be discussed . 

II. Some Misconceptions 

We may begin by disposing of two common misconceptions aboutHong Kong as a 
financial centre. The first one, surprisingly prevalent in the West, is that Hong Kong is an 
1、位h立坦白na坦坦Lcer立旦~r"offshore banking centre". Even respected scholars commit this 
solecislTI (Dufey and Giddy, 1978; Johns, 1992). 

To understand our argument, it would be useful to quote the definitions of n offshore 
financial centre" and "offshore banking centre" by two authorities . Roberts (1994a) states 

"The term 'offshore financial centre' came into usage in the 1960s to describe a 
new phenomenon - the operations of financial centres which, though physically 
located wíthin a country, have little connection with that count句's financial 
system. ....... Offshore financial centres form a third tier in the hierarchy of 
international financial centres, perfonning a narrower and more passive range of 
financial functions than the global or the regional international financial centres 
But unfortunately the distinctions are not clear-cut; for instance) by some 
yardsticks London and Switzerland are leading offshore financial centres because 
of their pre-eminent roles in the euromarket. Another possible source of confusion 
is the inconsistency in the terminology used in the literature on the subject : in this 
context, 'offshore financial centre' and 'offshore banking' are used interchangeably 
with 'international banking centre' and 'international banking' ." 

According to J ohns (1992), 

"Offshore banking is a qualitative rather than a geographically explicit locational 
term. It can apply either to : (1) banks that have located purposely in specific 
foreign jurisdiction, not necessarily island-based, whose legislative and tax 
frameworks and regulatory authorities are less restrictive in comparison with their 
home-based operational environment~ 仗， to (2) specifically designated facilities or 
financial 'free' zones with their own separate customised legislative and tax 
regimes, available to domestic and/or foreign banks, which are exempted from all 
or specific regulatory controls and taxes on international banking activities that 
otherwise apply in the rest ofthe local economy." 



From these definitions, it is c1ear that Hong Kong is not an offshore financial centre 
The Hong Kong Government has never set up an 0宜shore centre or free zone with special 
regulatory or tax concessions, and which is completely insulated from the domestic economy. 
ln fact , the authorities do not even distinguish between residents and non-resident, or 
domestic and foreign currency financial activities, on a substantive legal or administrative 
basis. Hewson (1982) recognizes this when, in an exhaustive study of offshore banking, he 
acknowledges that "Hong Kong is not really an offshore centre in the sense that we have 
developed that term" even though "there are important offshore activities conducted in Hong 
Kong" (p .425). ln other words, onshore and offshore activities are completely fused together 
in Hong Kong without any artificial barriers between them. 

The other misconception is that Hong Kong is the third largest lFC of the world. Not 
surprisingly, this view is largely confined to Hong Kong and China, though some foreign 
observers also subscribe to it. 1 The exact basis for this ranking has never been c1early spelled 
out, though it has been vaguely suggested that the number of foreign banks and other financial 
institutions is the third largest, or the intensity of foreign bank activity is the third highest, next 
only to London and New York. 

In my book (Jao, 1997), 1 have used an extensive set of quantitative data to rank Hong 
Kong as a financial centre. Obviously the details cannot be reproduced here, but Table 1 
presents Hong Kong's rankings in Asia-Pacific and the world according to a number of 
specific criteria. 

As may be seen from the table, :tIong Kong can be regarded overall as the sec~ 
largest financial centre in the Asia-Pacific_regiQp, being behind Tokyo but an豆豆豆!可 喜lngapore.

At the global level, Hong Kong is also very strong in international banking, and can be 
regarded as the fourth largest international banking centre (IBC). But mc is not equivalent 
to IFC: when financial markets other than banking are taken into account, Hong Kong's 
world ranking become rnuch less impressive. Overall, Hong Kong's 'Ncighted world ranking 
was 6.47 in 1995 , i.e., Hong Kong was between the sixth and seventh largest IFC of the 
world.2 

III What Kind of a Financial Centre is Hong Kong? 

How do we then characterize Hong Kong as a financial centre? Financial centres may 
be c1assified according to their purpose, geographical reach, and historical development. 
From the teleological standpõlnt, Hong Koñg is a functional centre, i.e., one where financial 
activities and transactions really take place, which generate substantial income and 
employment, both direct and indirect. Despite its low tax rates and narrow tax base, Hong 
Kong is not a tax haven, and therefore is not a paper centre (or brass-plate centre) which is 
used to book transactions in order to evade taxation, and whìch generates little or no income 
or employment. Hong Kong is also an integrated centre, where onshore and offshore markets 
are completely integrated, as opposed to an segregated centre, where onshore and offshore 
markets are clearly demarcated. (In other words, once a financial institution is admitted into 
Hong Kong, it can engage freely in any financial transaction or activity, whether onshore or 
offshore, whether with residents or non-residents, or whether denominated in domestic or 
h叫n curren的吵

2 



Table 1 

Ranlcing ofHong Kong as an IFC, 1995 
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Source: Y.C. Jao, (1997) 



From the geographical perspective, IFCs can be further sub-divided into global 
financial centres (GFCs) and regional financial centres (RFCS) .3. By general agreement, there 
are only three _GFCs in the world, namely, London, New York, and Tokyo (~obe肘， 1994b) 
Hong Kong is not in the same league as the three GFCs. It is on1y a 、 RFCJ or more 
specifically, the second largest financial centre in the Asia-Pacific region. 4 

From the historical point of view, scholars have distinguished between the traditi9.旦旦l

centre, the financial entrep釘， and the offshore banking centre (Dufey and Giddy, 1978). (Jhe 
traditional centre is one which serves as a net capital .exporter to the world either by bank 
lending, 0叮rb旬ycωa叩p戶i址t阱a

O缸er悶s the services of i的t臼s f缸lnan肌l比Cl圳a叫 institutions and / 1口ma訂rkζets tωo both domestic and foreign 
resl泊dent的S入 The offi倪fsh切1昀or陀e banking c切en凶tr閃e has alrea(吋dy been explained. ( It can safely be s~id _that 
Hong KoÍ1的 role is that of the financial entrepôt) 

As Greater China is a sub-set of the Asia-Pacific region, Hong Kong can be regarded, 
by logical reasoning, as an IFC of Greater China as wel1. However, there are other more 
compelling reasons for doing so) as will be explained in the next section. Moreover, after the 
transfer of sovereignty in 1997, Hong Kong will also become China's offshore financial centre, 
for reasons that will also be explained shortly. Note however, that the term "offshore financial 
centre" is used advisedly here from China's point of view. From Hong Kong's own point of 
view, the territory remains an integrated IFC 

IV. Hong Kong as an IFC of Greater China: Some M句or Determinants 

In this section, we will explain the reasons for treating Hong Kong as an IFC of 
Greater China, apa此企om the simple logical reasoning mentioned above. 

The first factor is obviously Hong Kong's 、political neutrality. Although China always 
insists that it wiU seek reunification by peaceful means, it also steadfastly refuses to renounce 
the use of force as a means of last resort. Taiwan, on its pa此， despite the lifting of martial law 
against "communist rebellion" and liberalization of cross-straits contacts, still refuses to accept 
Beijing's "one country, two countries" model or its demand for direct economic contacts 
Hong Kong, fortunately, is not burdened by the legacy of the Chinese civil war. It is the only 
Chinese city where economic, cu1tural, or even political contacts between the two sides of the 
Taiwan Strait can, and do, take place in a normal atmosphere free from political hostility or 
interference 

Second, Hong Kong has an unrivalled record for economic freed函n. Two US think 
tanks, Heritage Foundation and the Fraser Institute, have recent1y ranked Hong Kong as the 
country (territory) with the highest degree of economic freedom (Johnson and Sheehy, 1996 ~ 

Gwartney, Lawson and Block, 1996). Both China and Taiwan, especially the former , lag very 
considerably behind Hong Kong.5 (As a concrete example in the field of banking and finance , 
it is universally agreed that the complete freedom of capital movement and the full 
convertibility of the domestic currency are the most important hallmarks of an IFC) Only 
Hong Kong satisfies this condition fully. In China, the domestic currency, Renminbi'(R孔1B)，

has been convertible for current account transactions on1y since December 1, 1996. In 
4 



Taiwan, exchange control on the current account has long been removed; however, control on 
capital account still exists for capital movement in excess of US$5 million for individuals and 
US$20 million for tìrms 

l Third, Hong Kong's record of national treatment and reciprocity is also second to 
none) TJ:t~空巨型.Lof "nationaltreatment" forms J?_~rt of '!þ_egrinciple of "non-discrimiIl'也妞
one 已f the main pillars of t伽he昀eG臼e缸en吋1

/、

As enshrined in Articles 1 and III ofGATT, the 市10St favoured nation" (孔位'N) clause requires 
that, subject to certain exceptions, imports from all sources should face identical barriers, 
while "national treatment" requires that, once through the customs, foreign goods are subject 
to no taxes or regulations more onerous than those on equivalent domestic goods (Winters, 
1990). Since then the concept has been extended to direct investment and the tìnancial sector 

A previous study (Jao, 1988, pp. 20-1) shows that Hong Kong had the best record of 
"national treatment" in the Asia Pacitìc region in 1986. Recent reports by the U.S. Treasury 
have reconfirmed this finding (US Department ofthe Treasury, 1990, 1994) 

The 1994 report contains complaints against 33 countries or regions, including China 
and Taiwan, for failing to accord full "national treatment" to foreign banks and financial 
institutions, but none against Hong Kong. It says that "U.S . institutions generally give 
authorities high marks for fairness and transparency and generally expressed the view that 
Hong Kong does not discriminate in terms of competitive opportunities. Activities are 
conducted on an equal legal and regulatory footing with both local and foreign institutions" 
(p. 267) 

A separate concept is "reciprocity", which essential1y means according foreign banks 
or other tìnancial institutions the same treatment domestic banks or other tìnancial institutions 
receive abroad. In practice, many countries interpret "reciprocity" in a negative or restrictive 
sense, or use it as a bargaining device in bilateral negotiations. Hong Kong, however, tends to 
interpret the principle in a liberal or positive sense. According to the Hong Kong Monetary 
Authority (HK此1A)， the "reciprocity" required is "avaîlability of some acceptable form of 
reciprocity to Hong Kong banks" , or in other words, absolute equality in mutual granting of 
banking licences is not required .6 This has given rise to a situation whereby Hong Kong is 
under-represented in some countries or territories which nevertheless have a large banking 
presence in Hong Kong. China and Taiwan are good examples, which w i!I be detailed in the 
next sectlOn 

刊Fou吋h， although China since 1981 has advocated the three direct contacts across the 
至tr哇j; (àirect commerci剖， navigational and postallinks, or the 旦且也旦g policy), Taiwan has so 
far adaman叫yr閃efi缸郎1站S記ed tωo li 丘 the embargoes on such contacts) Trade, investment, and financial 
flows across the strait stiIl have to be routed or arranged through Hong Kong. For example, 
while Taiwanese banks are forbidden to deal directIy with PRC-owned or controlled banks, 
their branches in Hong Kong are permitted to do business with their PRC counterpa吋s . Hong 
Kong in other words is the natural intermediary by virtue of geography, language, culture and 
other ethnic ties, between China and Taiwan, whose economic exchanges have been booming 
since the mid-eighties. Although there are signs that Taiwan may be moving closer to the 
旦旦旦時 policy， imminent lifting of the embargoes is not in sight, given the political tensions 
which have dominated cross-strait relations during 1995-96 
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