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ides fe ities for financing their t:

- Hon; g's firee market for foreign exchange is another favorable featu

f’gclony”for‘the:gold~smuggler55fs&nce.itfénabIES»them,to convert their lc
rency receipts from the sale of smuggled gold in the various Asian co 1t
~ hard currency (dollars, pound sterling) with a minimum of inconvenience. Fin
1t is probable that the close family connections maintained by the Chinese in
Hong Kong and the Chinese scattered throughout the Asian area have enhancec
Hong Kong's importance in the Asian gold trade.

Prior to the communist seizure of mainland China, Hong Kong gold merct
were chiefly engaged in meeting the demands of private gold hoarders in China., T
current gold business owes much of its existence to a Hong Kong governmental regu
lation in October 1953 which authorized the import of gold for purposes of re-export
within a specified time period provided such re-exports complied with the impo
licensing requirements of the country of destination. This enabled traders
to ship gold bty air-freight to Hong Kong, and then legally re-export it by ¢
plane to neighkboring Macao, which lacks a large airfield, or even a deep sea
herbor. Macac is a Portuguese colony whose residents may freely import commercial
gold. The 1953 regulations also authorized the traensshipment of gold owned b
‘nonresidents ¢f Hong Kong to any destination. This enabled nonresidents legally
to export gold which they somehow managed to bring into Hong Kong, usually by -
smuggling it in from Macao. S




untr o the : te Macao is not the only
plier/of gold into Hong Kong, but gold also arrives from the Mi

ectly from Europe. Unfortunately, there are no reliable estimates on thes

: 1 imports into Hong Kong. It is probable, however, that the decline in

Macao's gold imports does reflect to some extent reduced shipments from ang Ko:

mainly due to growing competition, especially from Laos. (See below p. 6).

Most of the gold entering Macao is in bullion of .999 fineness.
in the colony, the gold bars are melted down and cast into lighter ingots.
ingots are stored in Macao's extensive warehousing facilities until they f:
- their way back to Hong Kong, generally in small junks travelling between t
countries., Macao has regulations forbidding the export of gold, but these h
not discouraged the gold smugglers. Some of the gold is sold in Macao in the
of jewelry. :

o Onez in Hong Kong, the bars can be sold in the free gold market to |
".4~smugglers. The price of gold is quoted daily by the Hong Kong press (Daily
) it bbations), and is in terms of Hong Kong dollars per tael (I.20L troy

. The price is influenced by developments in the London Gold Msrket and the coqt of

el ;é Id of .9L5 purity, Hong Kong regulations ban transactions in gold
of mere.than +950 purity. The ingots traded generally weigh 6 or 12 troy ounces.




Hong Kong an

s per fine o

3 . 25 31¢ 08 .
1959 3.5h 3.L9 3.4k
1960 3.43 3.49 3.87
1961 k.56 L17 L. Ll
1962 3.9L 3.29 3.09
1963 3.L9 3.50

The first section of the above table shows the market price pe
ounce of gold in terms of U.S. dollars. The exchange rate used to conve
price fron Hong Kong dollars to U.S. dollers is the rate prevailing be
these currencies in the Hong Kong foreign exchange market at the end o

- specified month. Within the past five year, the gold price in Hong Ko

- varied from $38,17 to $L0.66 per fine ounce. The difference between H

- prices and world prices, as represented by the London price of gold, h

. from $3.08 to $5.06 per fine ounce. The high price of gold at the end

~explained by the sudden speculation against the dollar at that time, w

. the London gold price to rise from $35.16 at the end of August to over

~ October. The London price dropred to $35.60 by the end of the yesr, b
~ Kong price was slower in coming down.




e gt ' ng t the dollar prlce of gold,, “
ing up gold balances instead of selling gold.

:  used as & ‘hedge agalnst inflation as well asra~me
_;d‘ lared taxable income. :

PV‘fits from the sale of gold to India greatlyﬁexceed those to
;avallable'u to the be : ,

‘There is no indication that pr
' in reas1ng orice of gold in the Indi -
’g’the Last half of the 19501 This is probably due to the increased
! 14dld to India resulting from the increased efforts of the Indi
ies to check this trade. It is also the result of the ‘depreciation

Indian. rupee in the Hong Kong foreign exchange market (and in other f
~ exchange markets).

Table 3

HK$ per Indian rupee in Hong Kong exchange market
A (Monthly averages)

March June Sept, Dec.
1958 n.a. 1,179 1,184 1.182
1959 1.196 1.087 976 847
1960 .830 .823 .800 .950
1961 920 .890 .859 .865
1962 .890 .8L2 .820 2927

In September, 1958, the price of gold was Rs. 325 per fine ounce in
the Bombay market. At the Hong Kong dollar-Tndian rupee exchange rate of 1 18h
shown in Table 3, Rs. 325 were worth HK$38L.80 in Hong Kong. By September 1962,
the Bombay gold price had risen to Rs. 37k per ounce, a gsin of Rs. L9 over the
price four years earlier, However, the 37l rupees obtainable for an ounce of
gold in Bombay in September 1962 could be converted into only HX$306.70 in ang
Kong -- HK$78 less than could have been obtained from the sale of an ounce of gold
for rupees, in September 1958, ,




: g . en s radiC'but in June 1963,
ey@stlmabed at the high 1evel of about US$6.50 per ounce..

= ~Taere is little availablewinformation on the actual amounts
hare shipped to the various Asian destinations. In 1959, total mor
ments of 12,000 ounces of gold to Japan were considered routine. Als
that time, Indla received 12,000 - 20,000 ounces per month from Hong K

What is known as the broad trend in Hong Kong's gold exports
of her customers. In the past five years, Hong Kong's gold shipments
areas have undergone profound shifts; which indicates that the gold tra ]
from being stabilized or routine. Political disturbances in Asia and ot ‘r
-of the world as well influence the demand for gold in Asia and hence Hong }
pold shipments. Economic dlfflcultles which portend devaluation or tlght,ﬂ

~ change controls also affect the Asian demand for gold.

A% the beginning of 1957, Hong Kong's gold shipments to Tndo
- averaged about 60-70,000 ounces per month., These were sharply reduce
: regulasions were enacted permitting the police to search houses
~and when, as a result of the June exchange reform, the value of
ocal currency unit of Indonesia -~ depreciated sharply. In the sprln of;
ebellion in Sumatra and Celebes dealt another blow to the gold trad >
pments were virtually halted until January 1959, and even then they ‘were e
way of Lngapore. Towards the end of 1959, the gold trade to Indo ]

nesa4re51dents of the country . Many Ghlnese left Indone51a for ;m




. The 1 in October 1962 had a severe - though
ect on the Hong Kong gold trade. - On October 2L, Hong Kong de
000 ounces of gold, the largest amount sold in one day during 1
; As a result of the large demand for gold, the price rose sharpl
ame down after a few days., ' «

The most unsettling development in recent years and the potent
- serious for the future of the Hong Kong gold trade has been the establishmen
Laos as a rivzl Far Eastern supplier of gold to the Asian area, e

B. Laos and Thailand

The Kingdom of Laos would appear to be one of the least likely

for supplying gold to Asian countries. In contrast to Hong Kong, which u
widespread commercial and financial facilities to supplement snd support
trade and which is easily accessible by air and sea, the Laotian economy
. underdeveloped. It is completely landlocked, being surrounded by Vietnam
~ Cambodia, Thailand and Communist China. Internal movement is limited by ;
~of usable roads. There is no airport which can handle the large planes coming
- from outside the rrea. There are few commercisl banks in Laos, domestic o
- and the market for foreign exchange is quite narrow and prices are subjec
~sudden and large changes., s




, ‘The first legal shlpment of gold into Laos arriv“"" :

'eral the gold is flown to Don Muang Airport, near Bang
a',naller plane for Vientiens, Laos. Such ‘imports: 1ncreased,
vinder of 1959 and were at a high level in the first half of 19¢

ing to note that once restrictions impeding gold imports were
mber of individuals taking advantage of the prospect for high profit

~ ased t~ ' by November 1959. However by the middle of 1960, there w
xonly about 5 declared importers in the gold trade. .

‘The coup d'etat on August 9, 1960, and the resulting suspensio

’}Vconvertmbllity of the kip on September 12 reduced the inflow of gold

during the second half of 1960. On January 5, 1961, the free convert
‘the kip at the rate of 80 kip = US$1 was restored and gold imports resumed.
As Table L indicates, 1961 became a banner year for the Laotlan gold -

On January 5, 1962, exactly one year after the restorati
the National Bank of Laos halted sales of foreign excha,ge
ﬂauspen31on of U S. economlc als,sz.sta\nce.a In March, the,-

the JanuaryAmeasures, the bank would not grant any forelgn
jfthe gold trade., Desplte thls second suspenszon of c




, However, since most f
, gold imports appeared to have only

An indication of the extent to which Hong Kong gold traders were s
, *the Laotian competition is shown by the decline in Macao's imports of gol
the Laotian entry into the gold trade. ,

Table 5

Gold imports: Macao and Laos
{thousand ounces)

Laos as %

Macao Laos Total of T otal
1958 1,232 0 1,232 0.0
1959 1,437 399 1,836 21.7
1960 1,36k 538 1,902 28.3
1961 980 8L6 1,826 Li6.3
1962 985 6L6 1,631 39.6

By 1961, almost one-half of total recorded gold imports into these two
areas went to Laos. The large decline in Macao's gold imports in that year appears
to some extent, to be a result of a diversion of the gold trade from Hong Kong to
Laos. As indicated earlier, it may also reflect increased imports of gold into
Hong Kong directly from Middle Eastern countries, instead of via Macao.

Most of Laotian gold imports have come from the United Kingdom. Between
1959 and 1962, the United Kingdom exported 1.7 million ounces of gold to Laos,
equivalent to 69 per cent of that country’s total legal imports. Switzerland and
France also supplied gold.




ort of gold has provento te avery profitable venture f

e ' cent import duty, while not a large imposition
Government to obtain sizeable revenues, as shown ineih,_

Table 6

Budgetary impact of gold imports in Laos
3% duty on gold imports

% of custom % of total

Value (m, kip) revenues budgetary;reVgnues;f.;tp
1959 33.8 9. 6.1
1960 Lh.2 1.0 942
1961 7342 19.8 13.5
1962 56.9 13.6 8.8

By 1961, the year of the largest gold imports into Laos, customs revenues
from such imports reached 73 million kip and accounted for one-fifth of total cus-
toms receipts and 13.5 per cent of total budgetary receipts. Indeed in that year
~customs receipts from gold imports exceeded total revenues from direct taxes and

ere about equal to total revenues from indirect taxes. Thus the budgetary
‘position of the Royal Laotian Government benefited considerably from gold imports,
-and the Government suffered a significant loss of revenue as a result of the cur-
tailment of +he gold trade in 1963. '

Almost all of Laos' gold imports have been reexported to other countries
in Asia, judging from data on gold exports for 1959 and 1960, the only years for
which figures are available.

Table 7

Laos: Gold imports and re-exports
(thousand ounces)

Imports Exports Exports as % of Imports f
1959 2Q 3k 31 91.1

3 1L9 123 82.6
Lo 216 9L 89.8
Total 399 348 872
1960 1Q 276 2L9 90,2
2Q 233 210 90,1
3Q & LQ 29 2% 89.7
Total 538 L85




During these two years, official gold exports were equal to asbout 90 per .
orts. It is belleved that most of the exports were smuggled into
hough a part probably went to Cambodia and Vietnam. From Thalland
~gold possibly went to the Indian subcontinent. However, the Thais
‘been the ultimate buyers of a large part of the Laotian gold. This is a

wa«;sumption since Thailand restricted the legal imports of gold and the
_mestic price of gold exceeded the Hong Kong price,

In 1957, the value of legal nonmonetary gold imports into lhalland totaled
- US$5.1 million. This fell drastically the next year to only $1.1 million, equi-
~ valent to about 25,000 ounces. It was thought that this decline reflected an

. expansion in unauthorized gold imports. To encourage an increased flow through
legal channels, the Thai authorities on June 6, 1959, eliminated the 25 per cent
import duty on gold, reduced the purchase tax on gold (and silver and platinum) from
10 to 3 per cent, and reduced the purchase tax on ornaments made from these metals
from 10 to 5 per cent.

However, an import fee of US$2.80 per ounce of gold vas maintained and
this proved 1,0 be the key stumbling block to the revival of legal gold imports.
This import flee plus the remaining purchase tax were still sufficiently large;
especially when compared with the low import duty of 3 per cent instituted at the
same time in neighboring Laos, to inhibit legal gold imports. Trade statistics
show no recorded gold imports into Thailand throughout 1959, while as shown above,
gold imports into Laos rose rapidly. The influence of the Lao gold trade on that
in Thailand nay be discerned from movements on the price of gold in the Bangkok
gold market. Prices are traditionally quoted in Baht per baht-weight, which is .
equivalent to 15 grams or .L82 troy ounces. The Baht is the local currency unit
of Thailand.

Table 8

Average price of gold bullion in Bangkok
(U.5.”doIlars per fine ounce st free exchange rate)

First Second Third Fourth

Cuarter Quarter Cunarter Quarter Year
1958 L3.25 L2.16 L1.29 L1.27 L1.97
1959 41.93 L0.52 39.36 39.L6 L0.26
1960 10,01 39.20 40.78 a/ 43.80 v/
1961 112,20 39.86 39.76 39.27 © 40,30
1962 L0.93 39,50 39.32 LO. Ll 40.05
1963 41.89 L0.3kL

a/ Mid-August.
§/ End of October.
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During 1958 and the first quarter of 1959, the price of gold in Bangkok

 @veraged close to $4i2 per ounce. This price was $3.50 per ounce more than the pre-
vailing market price in Hong Kong and almost $7.00 more than in London. Legal
imports into Laos began to arrive in May 1959. In the second half of that year,
the price of gold in Bangkok fell and the price differential vis-3-vis Hong Kong
was reduced to under $1.00 per ounce,

' Barly in 1960, the Thai authorities decided to ericourage the legal import
of gold into their country, possibly in order to reduce the large inflow of smuggled
gold from Laos which was depressing the Bangkok gold market, Effective March 25,
the $2.80 per ounce tax on gold imports was reduced to $1.75, and the Minister of
Finance was empowered to grant exemptions from this import tax. For the period
June 9 to December 31, 1960, the Ministry of Finance authorized to licensed dealers
the tax free import of gold up to 80,000 ounces.

In addition in mid-June, Thai police raided about 20 gold shops and
commercial firms in Bangkok and about 30 other shops in the north-east provinces,
bordering Laos. Reportedly, over 1,000 ounces of smuggled gold were seized and
several merchants were fined and arrested, and some deported, presumsbly to India,
These raids caused an increase in the price of gold in Bangkok during the rest of
June and July, and made the legal import of gold more attrac.ive,

he disruption in the Laotian gold trade caused by the coup dtetat in
- early August and the speculation against the dollar in October also served to
. raise the gold price in Thailand even further.

legal gold imports into Thailand resumed in June 1960 and by the end of
the year totaled 79,025 ounces, (U.S.$2.9 million) a shade under the prescribed
quota., Such imports reached the quota of 180,000 ounces (US$6.L million) in 1961
and of 200,000 ounces (US$7.1 million) in 1962. In the first half of 1963, they
were slight.ly under 100,000 ounces.

Given the Thai Government's policy of maintaining a restrictive import -
quota on gold, the future of the Thai gold trade appears to be tied up with condi-
tions in Laos. Legal imports into Thailand have not been as large as those into
Laos. In 1962, Thailand's best year and a less than record year for Laos,
Thailand's gold imports were still no more than one-third those of Laos. However,
if the Laotian trade fails to survive the current economic and political difficulties
in that country, Thailand may stand to gain, At times of stress in Laos -~ such as
the coup d'etat in August 1960, the suspension of convertibility in January 1962,
and the prohibition of gold imports in November 1962 ~- the price of gold tends to
rise in Bangkok (See Table 8) and profits of Thailand's gold importers are con-
sequently increased.

However, unless the gold import quota is also increased, the resulting
high prices would tend to attract undeclared gold imports from such places as
Hong Kong. In the past, a low price of gold in Bangkok, such as that obtaining
in the last part of 1960, has inhibited the illegal import of gold from Hong Kong.,
Thus disruption of the Laotian gold trade would directly benefit the Thai gold

‘ trade and indirectly, that of Hong Kong and Macao. Also Hong Kong and Macao and




liers would benefit by being able to provide gold to third
lied by Laos, unless; of course, Thai gold merchants we
ade for themselves., Contrerivise, a resurgent Laotian
- affect adversely the gold trade in Thailand and Hong Kong,

- It need not be only the Laotian gold trade which would disrupt other

stppliers. Just as Laos suddenly rose as a significant gold trader
other governments seize upon the possibilities of making quicl
nationals and for themselves. Kuching, Sarawsk imported almos: ) -
s of gold from the United Kingdom in 1961 as compared to no imports two
~earlier. This spectacular rise, for reasons still unknown, petered out
- If it had continued, Kuching might have threatened both Hong Kong and
he chief Far Eastern supplier of gold, a

o Despite the uncertainties of how the gold trade will be distributed among
the present and potential Far Eastern suppliers, there is little doubt that the
trade will continue as long as political instabilities exist, as long as exchange
controls are used to support overvalued exchange rates, and as long as social and
religious traditions favoring the use of gold ornaments are maintained. L





