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Introduction 

Hong Kong is among the most remarkable of the twentieth century's economic 
‘miracles\It overcame the constraints on economic progress that beset the 
rest of China and the Third World after World War 11, despit，εthe loss of its 
traditional Mainland markets and in the face of rampant protectionism in 
Western countries. An ‘industrial revolution' transformed the war-ravaged 
British colony from a coastal trading port into a leading exporter to Western 
Europe and North America by the 1960s. In the following decade, it made 
the transition from manufacturing for export to become a substantial 
international financial and business centre. When China started to dismantle 
the Maoist era's barriers to foreign trade and investment at the end of the 
197船， Hong Kong embarked on a second ‘industrial revolution' , this time 
creating a major manufacturing base in southern China. 

A Proud Record 

This exceptional economic record required the support of a substantial and 
sophisticated financial infrastructure. Hong Kong had a vigorous indigenous 
banking community which had played an active part in China's development 
until 1949 when the Chinese Communist Party defeated the ruling 
Guomindang in the civil war. In addition, m斗jor international banks as well 
as China's principal financial institutions had long recognised the colony's 
special advantages in financing Mainland China's foreign trade and investrnent, 
and they dominated the local banking scene. Thus, throughout the twentieth 
century, Hong Kong possessed an open and multi-national banking system 
which could offer a range of services and a level of expertise to match the 
standards set by the principal Western banking centres. Chapter 11,‘The 
Exceptional Colony' , will argue that no other colony could boast a comparable 
range and quality of banking services. 
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Hong Kong's banks were able to meet in full the business community's 
demands for finance from 1935 to 1985. They underwrote each new 
transformation of the economy, no matter how daunting the political or 
commercial risks. During these 50 years, they adapted to the threats created by 
]apanese hostilities, civil war and revolution. They shifted their focus from China 
trade to global markets. They overcame the barriers created by UK exchange 
controls and the US ban on all China-related transactions which lasted until 
1971. Hong Kong was Asia's premier banking centre up to World War 11 
(although its status 耳vas not widely acknowledged before the 1970s).1 It retained 
this ranking after 1945, thanks to its free exchange market and its sophisticated 
international banking institutions. Not until 1960 did it slip to second place 
behind Tokyo after ]apan had completed its recovery from the war.2 

The quality of Hong Kong's financial institutions was put to the test by 
the 1997 Asian financial crisis, when it was credited with having the most 
effective banking regulation in the region.3 The crisis threatened to topple 
banks and currencies across the region. Hong Kong's banks, however, were 
never in danger, although by the end of that year, property prices had fallen 
by 30 per cent and share prices by more than 40 per cent as Hong Kong 
plunged into its first recession since the 1950s.4 As the recession bit harder 
in the following yea丸 the banks absorbed the strain through lower profit levels 
before resuming business growth in 1999.5 By the end of the century, Hong 
Kong could claim to have the freest and most stable financial system in the 
reglOn. 

A Scandalous Background 

Despite its impressive performance in financing rapid economic development 
between 1935 and 1985, the colony was no exception to the rule that ‘the 
history of banking is the history of bank failures\6 A conspicuous feature of 
the banking industry throughout this halιcentury was its lack of stability and 
integrity, and Hong Kong endured recurrent bank crises and financial scandals 
that grew worse by the decade. 
• Bank runs in 1935 threatened to topple the economy and caused such 

extensive panic that London officials and local business leaders demanded 
sweeping reforms, including professional regulators. 

• The early 1950s saw the widespread collapse of locally ow肘d Chi肘se

banks, and 52 of them had closed by 1955.7 

• Between 1961 and 1965, three licensed banks failed , and another six had 
to be rescued from imminent collapse, including Hang Seng Bank, then 
the colony's second largest bank. . In the 1970s, the government grossly mismanaged the currency. The 
money supply spiralled out of control, while the banking system was 
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allowed to fuel excessive speculation in shares and property, creating 
conditions for a collapse of the exchange rate in 1983. 

• Between 1982 and 1986, the financial markets were beset by corporate 
collapses, corruption and scandal, leading to the failure of seven licensed 
banks and the closure of 94 deposit-taking companies (DTCs).8 

The colonial administration's response to the ample evidence of 
mismanagement and misconduct among bank owners and executives was a 
scandal in itself. . During the 1950s and 1960s, according to the unpublished official 

archives, such disti月1山hed colonial officials as Sir ]ohn Cowperthwaite 
and Sir ]ack Cater proved ignorant and incompetent when personally 
involved in monitoring standards of banking behaviour. 

• During the 197飢， the public speeches of Sir Philip Haddon-Cave revealed 
him to be persistently ill-informed and complacent when confronted with 
unmistakeable signs that imprudent and illegal practices had reached 
perilous levels. . In the 1980日， the Independent Commission Against Corruption (ICAC) 
launched investigations into the regulators of the banking industry and 
the stock exchange. The Deputy Public Prosecutor in charge of criminal 
cases relating to three major bank failures in this decade was gaoled on 
corruption charges relating to their affairs. 

The failures of banking regulation and monetary policy hardly seemed 
to matter, however, since the rest of the economy did so well. Success appeared 
to be a natural state of affairs for Hong Kong. It escaped from poverty ahead 
ofan叭vhere else in Asia, it has been claimed, and it attained prosperity faster 
than any other society in modern history.9 It financed its own success, starting 
with rapid recovery from the ]apanese occupation after World War 11 and then 
the creation of an industrial base which made Hong Kong a leading exporter 
to Western markets. Unlike other Third World economies, the colony received 
only token foreign aid and remarkably little direct investment from abroad 
to finance its economic take-off. lO The local stock exchange raised virtually 
no funds for industrialisation. ll Yet, unlike almost every other Third World 
economy, Hong Kong's development was never constrained by a shortage of 
the capital needed to finance high-speed growth.12 

If Hong Kong's industrial take-off defied the usual obstacles to Third 
World growth, its subsequent expansion was no less impressive. Its GDP growth 
rates have been described as ‘one of the world's most remar>cable
achievements' Y From at least 1961 when national income statistics were 且rst

compiled, GDP increased in real terms every year without exception until 
1998.14 Such unbroken growth was astonishing by any historical criterion. By 
the 1990s, the colony had transformed itself into a world-class, post-industrial 
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society and, in the process, set a new benchmark for deindustrialisation with 
minimum social strain.15 In the mid-1990s, this Chinese city could claim to 
be:16 

. the world's eighth largest trading entity, with the world's eighth largest stock 
market, seventh largest tìnancial reserves, tìfth largest foreign exchange market, 
third busiest airport ... the world's busiest port 

Hong Kong's ‘economic miracle' had another dimension which was no less 
impressive than the sustained growth of its domestic economy during the 
second half of the last century: its contribution to the Mainland's emergence 
as a m司jor economic power after Deng Xiaoping's reforms created a new 
growth momentum from 1978. 叫Tithout Hong Kong's involvement' , it has 
been argued, 'China would face a much more difficult, if not impossible, task 
of successfully growing and modernizing its economy'.17 

A N eglected Model 

These achievements wuuld have been impussible withuut a banking system uf 
considerable scale and sophistication which was able to ensure that, between 
1935 and 1985 , growth was never hindered by a shortage of finance. 
Neverthele悅 any attempt to identi時 the ba此i時 industry's true place in the 
history of Hong Kong's economic development faces serious obstacles. 
Confusion has surrounded the process from the very start. The colony's early 
industrial growth was so phenomenal that it left contemporary observers 
bewildered.的

On the face ofit, Hong Kong is not at all well suited to be a manufacturing centre 
. Yet there has taken place this remarkable development of manufacturing during 

recent years, under a régime of almost complete free trade , and without any 
subsidies, tax concessions, or other forms of tìnancial encouragement by the 
Government. How can it be explained? ... Why should little Hong Kong, rather 
than some other Asian country, have succeeded in alleviating the post-war shortage 
of manufactured goods? Why should capital and entrepreneurs and skilled workers 
have come to Hong Kong rather than elsewhere? 

Contemporary economists, for the most part, had no satisfactory answers 
to these questions because Hong Kong broke the rules which were supposed 
to govern the economic destinies of Asia and the rest of the Third World after 
World War 11. Most governments, both in Asia and the West, believed that the 
state was far more capable of ensuring national prosperity and social progress 
than free-market capitalism. Governments took charge of the econom弘 and

the private sector was subject to extensive controls in capitalist as well as 
socialist countries.1 !J Foreign trade was attacked as a form of colonial and 
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capitalist exploitation, and the newly independent Asian and African nations 
were advised to replace imports from the industrialised nations with domestic 
products manufactured in local factories and protected by tariffs and import 
controls.20 These theories remained fashionable until the 198缸， partly because 
of the ideological commitments of political leaders but also because of the 
reluctance of economists to examine the poor resu1ts achieved by these 
policies.21 

Against this background, Hong Kong and its growth experiences seemed 
an anomaly which was irrelevant to the development issues facing the rest of 
the world. 22 This colony had stuck to political arrangements and economic 
policies that were little changed from the heyday of the British Empire. It 
retained an unreformed colonial political structure managed by an expatriate 
élite. Its government espoused free trade, minimal interference with market 
forces and no direct involvement in economic management. This sort of 
economic liberalism was to remain out of favour until late in the 制entieth

century. In addition, Hong Kong seemed a 虹ansitory society without a political 
future and whose sur社val as a flouris司

Hong Kong had emerged a肘s ‘ t由he leading dev間elop戶mg count缸rym supp抖lying the 
d世ev<間elop阱edwo叫r呵'1站d with labor-intensive ma缸祖nu吐1址fa缸ctur閃es正ιs',2\, 2扭4 Yet, its sustained business 
boom was seen as an incidental by-product of the Cold War and vulnerable 
to changes in Asia's political balance.25 After Hong Kong's transformation into 
a services-based economy in the 1970s, many observers forecast that Hong 
Kong could expect only a limited future as an international services centre. 
There was little confidence in Hong Kong's ability to survive competition from 
the Mainland in the 1990s, and the prediction was that Hong Kong would soon 
be overtaken by Shanghai.26 

Painful Adjustments 

With an economy which generated positive real growth every year from the 
mid-1950s until the end ofthe century, Hong Kong's banks should have faced 
few threats to either their stability or their profitability. Rapid economic 
development was neither a smooth nor a comfortable process, however. It 
involved the radical transformation both ofHong Kong's basic industries and 
of their business practices, a process which the banks managed to finance 
almost single-handed. But the banking system's own adjustment to a changing 
economic environment was often painful and sometimes self-destructive. 

Hong Kong's banks were unique among British colonies, it was noted 
earlier, because they offered services comparable to those of international 
financial centres. Throughout the last century, the banking system was divided 
into four distinct groups, each wi由 its own business model, its separate markets 
and its specialised functions. 
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China state-owned banks. These had been active in Hong Kong before 1949. Mter 
the Chinese Communist Party came to power and established total control 
over external trade and finance , these banks formed a tightly disciplined group 
under the Bank of China implementing state policies and little involved in 
Hong Kong's domestic economy.27 

Local Chinese-oωned banks. Until the 1960s, a distinction was often made 
between the modern commercial banks in this group and ‘Chinese native 
banks' which were believed to adhere to traditional business practices. In 
practice , apart from corporate status, the group shared much the same 
business model after World War 11. These banks preferred to specialise in 
property, currency and gold dealing. 

Foreign-owned banks. The group included branches of the world's leading 
commercial banks and formed the backbone of Hong Kong's activities as an 
international financial centre. These banks were largely free from constraints 
on their ability to make loans well in excess of their local deposit base. 

HSBG. This was the colony's largest bank group. Unique among British 
colonies, Hong Kong's dominant financial institution was not controlled from 
London (as Chapter 11 will explain). Its management was totally British, 
although , reportedly, Chinese shareholders were in the majority.28 HSBC 
enjoyed considerable monopolistic advantages, thanks to its size and its role 
as the colonial administration's principal banker until the government started 
to strip it of its central banking functions from the mid-1980s.29 

How each of the four banking groups adapted their business strategies 
in response to the challenges of economic transformation had a profound 
effect on the stability of the banking system. Yet, the importance of their 
different business models is generally overlooked when analysing the periodic 
bank runs and corporate collapses that were so regular a feature of Hong 
Kong's growth process. It is easy to regard ‘bank fragility [as] a symptom of a 
deeper malaise in an economy' , sometimes caused by business trends and 
sometimes by political events.30 Hong Kong banks were, indeed, hit by internal 
events - notably, by downturns in the property market in the mid-1930s, the 
mid-1960s and the early 1980s. They also suffered because of external 
developments: United Nations and US embargoes in 1949-50 and political 
panics during the Korean War in the 1950s, the Maoist Cultural Revolution 
in 1966-68 and the deadlock in the 1982-84 Sino-British negotiations over 
the colo盯's future. But these dramatic incidents were only the immediate 
triggers for bank runs and currency crises. The fragility within the financial 
system which they uncovered was caused by unsound business practices over 
a considerable period. 
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Conservative Communists 

Until almost the end of the period covered by this book, the China state-owned 
banks stayed largely aloof from Hong Kong's domestic economy. Once the 
Chinese Communist Party had come to power in 1949, their role in Hong Kong 
was confined almost exclusively to Mainland-related transaction. The political 
risks of trading with the Mainland during the extremism of the Maoist era 
thus fell mainly on this group. In the Cold War, these banks were the conduit 
by which the Chinese government obtained the convertible foreign exchange 
that the centrally controlled economy needed, a process which created a new 
role for Hong Kong as an international financial centre (as Chapter 4 , 
‘Financial Centre under Siege' , will explain). 

The business priorities for these banks were set by the Mainland where 
the government's policies were extremely conservative.31 The Bank of China 
and its ‘sister banks' in Hong Kong thus steered clear of real estate and the 
property and share markets, and maintained high levels of liquidity.32 Their 
involvement in ‘capitalist' business in Hong Kong started only after 1978 and 
the introduction of Deng Xiaoping's reforms. 

Local Traditions 

Historically, the local Chinese-ow肘d banks had pl可ed a conspicuous role in 
Hong Kong banking. They financed and organised trade with the Mainland 
regardless of wars, revolution and invasion. Mter the Chinese Communist Party 
took control ofChina's banking and external trade after 1949, this group did 
not realise how radically the economic environment was changing. Because 
the colonial administration was determined to preserve ‘traditional' banking, 
this group was given ‘informal' exemption from the 1948 Banking Ordinance 
and other legislation , which minimised the incentives for these banks to 
modernise their business practices. (These issues are explored in detail in 
Chapter 6,‘The Rise and Fall of Chinese Banking'.) 

Traditionally, local Chinese bankers preferred to make their money 台。m
currency dealing, gold and property. The first two activities remained largely 
illegal from the end of World War 11 until the late 1960s. The colonial 
administration tolerated gold and currency smuggling without realising how 
easily they could contaminate a bank's culture. In addition, the government's 
property policies encouraged high levels of real estate speculation in which 
this group of banks was heavily involved. Local Chinese-owned banks stayed 
aloof from the manufacturing boom, and their traditional business model 
seemed to flourish in the 1950s. Hang Seng Bank, for example, went from 
unincorporated money changer to the second largest bank in the colony within 
three decades. But, by the 196悅， the group had lost its market power and its 
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credibility with the public. Not even Hang Seng Bank was able to survive under 
Chinese ownership. Chapter 7,‘A Dangerous Business Model', and Chapter 
8,‘An Avoidable Crisis' , will demonstrate how the relationship between 
economic change, government policies and the business strategies of this 
group determined the rise and fal1 of the local Chinese banks. 

The Dominant Players 

When the manufacturing take-off began after World War 11, HSBC and the 
foreign-owned banks were no more enthusiastic than the local Chinese-owned 
group about adjusting their business models to the loss of traditional Mainland 
markets. Cultural factors deterred them from lending to Chinese 
entrepreneurs who did not belong to the smal1 Westernised elite. When the 
‘industrial revolution' began, it was barely noticed by contemporaries, and its 
potential for sustained growth was grossly under-estimated by bankers and 
bureaucrats alike. Chapter 5,‘Industrial Take-off: Cut-price and Selιfinanced' ， 

will explain how HSBC and the foreign-owned banks gradually overcame their 
prejudices and, through their willingness to tïnance the new mam由cturing

class, transformed Hong Kong into a major export centre. This chapter also 
identifies how foreign banks benefited throughout the last century from a 
‘liquidity loophole' because the colonial administration did not apply the same 
restrictions to their lending activities as were imposed on HSBC and local 
Chinese-owned banks. 

In the 197船， foreign-owned banks were to face problems with their 
business models which were very similar to the dangers that had overtaken 
the local Chinese-owned banks in earlier decades. Chapter 9,‘From Banking 
Crisis to Financial Catastrophe' , reviews how during the transition from 
manufacturing to a services economy in the 1970日， foreign banks moved 
outside the highly conservative trade and industrial finance which had been 
so profitable and so secure in the previous 20 years. Corporate relationships 
became increasingly important, and foreign banks started to rival local 
Chinese-owned banks in their appetite for deals that involved significant legal 
as we l1 as commercial risks. 

Government policy proved dysfunctional. Officials were determined not 
to extend regulation beyond the licensed banks, and a banking moratorium 
prevented newcomers to Hong Kong from obtaining licences. Thus , 
unregulated DTCs proliferated, and inferior professional standards soon 
contaminated the banking system as a whole. Reluctant regulation had much 
the same damaging consequences for the behaviour of foreign bankers in the 
1970s as the refusal to oversee Chinese banks had in an earlier era. The quality 
of regulation, not racial or cultural differences, was the decisive factor. Chapter 
11 wil1 show how the colonial administration los 
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in this decade , so that there was an ample supply of cheap funds for almost 
any speculative venture. The crisis that followed in the 1980s finally made 
drastic reforms unavoidable. 

The Case for Regulation 

Modern economists have become increasingly sceptical about the merits of 
government efforts to oversee financial markets. The self-inflicted losses 
incurred by Barings, Daiwa and Credit Lyonnais , and the involvement of 
prominent banks in such corporate disasters as Enron Corporation have been 
taken as evidence that regulators can do liUle to prevent fraud and misconduct. 
Furthermor亡， special measures to police the banking industry become harder 
to sustain as the boundaries blur between different types of financial institution 
and as banks themselves no longer concentrate on loan and deposit business 
but rely increasingly on marketing a range of financial products. The growing 
integration of financial services, institutions and markets through modern 
technology is an additional obstacle to effective regulation. Nevertheless, the 
overall conclusion of this book will be that effective regulation would have 
made a difference. 

The case for regulation in Hong Kong starts, as it does ever叭，yhere ， with 
the special nature of banking business. Historically, banks have needed 
relatively little capital. They are financial intermediaries, recycling money 
deposited with them so that the bulk of their ‘working capital' comes from 
the funds entrusted to them by their depositors. The barriers to imprudent 
behaviour are probably lower than in other businesses because a bank's owners 
stand to lose far less than the depositors if the bank fails. In the absence of 
banking regulations, they can actually lend out more to their customers than 
they have received from their depositors. Again , if there are no official 
restrictions, banks can try to compensate for low profits and outright losses 
by making loans which involve greater risks but for which higher interest can 
be charged. 33 In addition , the opportunities for corruption among bank 
owners and executives are considerable. These individuals can demand 
commissions over and above the interest payable to the bank from applicants 
for loans who are unable to obtain funds from more conservative banks. In 
these cases, borrowers are approved because they bring personal benefits which 
are not shared either by the bank's shareholders or its depositors. 

Early in colonial history, the colonial administration showed little 
understanding of the importance of a legal structure to ensure the stability 
of the financial system. In 1895, for example , the Attorney General ha 
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colonial administration was aware that the most effective way to improve the 
quality ofbanking management was professional regulation. The leading banks 
were advocates of reform. Yet, the government's reluctance to regulate 
persisted, as this book will relate , for 50 years. What is striking about the 
governmen t' s refusal to oversee the banks was its defiance of London's 
pressures before World War 11 and its speci且c directive to colonial governments 
after the war to protect the public's bank deposits.的 To a large degree, this 
attitude was inspired by the colonial administration's general repudiation of 
direct responsibility for the well-being of the community. 

The case for regulation was reinforced in Hong Kong by the special role 
of the banks by comparison with other Third World economies. Whether as 
an entrep缸， a manufacturing or a services-based economy, Hong Kong's 
dependence on external trade meant that a very high proportion of all 
business transactions had to be conducted through the banking system. Any 
threat to the good standing of this essential financial infrastructure could 
damage Hong Kong's credit ratings with its import sources and its export 
markets. Furthermo間， Hong Kong lacked protection against a sudden collapse 
in depositor confidence and an abrupt flight of capital because the colony 
did not enforce the exchange controls and investment restrictions which, from 
World War 11 until late in the last century, defended the solvency of most 
countnes. 

Political factors were also important. Hong Kong needed to keep China's 
leaders convinced of the colony's value to the Mainland. Unstable banks could 
easily be seen in Beiji時 as evide旺e of deep economic malaise. At the same 
time, the government had to persuade London that the colony would not 
become a financial liability to the UK through turmoil in local financial 
markets. As a colony, the government was very vulnerable to public unrest. 

This threat was aggravated by the high population densities which meant that 
in a bank n凹， large queues of depositors could form , legitimately seeking to 
recover their money, and these crowds might prove difficult to disperse 
peacefully if the bank ran out of cash. That scenario was an argument in favour 
of regulation that officials could never entirely ignore. 

Paradoxically, as the business of banking became more complex in the 
late twentieth century, the stability of Hong Kong's financial in 
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of the twentieth offers a very powerful refutation of claims that the stability 
and integrity of the banks are best left to free market forces and the informed 
judgment of investors and depositors. 37 

The ‘Data Deficit' 

A daunting obstacle to a full evaluation of Hong Kong's growth performance 
and the development of the banking industry is a large and insoluble ‘data 
deficit'. Hong Kong appears to have the worst record in Asia for compiling 
and publishing official economic and social statistics戶 For example, almost 
every other Asian government was releasing estimates of national income and 
balance of payments by 1950戶 The earliest 0且cial estimate of Hong Kong's 
GDP is for 1961 , and the data for the 1960s were not released until 1973.40 

Publication of official balance of payments statistics had to wait until 1999, by 
which time the colonial administration had endedY The absence of reliable 
figures has long frustrated research into Hong Kong's economic performance. 
As one economist lamented in the 1970s:42 

In order to evaluate the speed and magnitude of post-war industrialization, one 
would normally turn to industrial production statistics, but in the case of Hong 
Kong this is impossible, for none exist. There is, in fact, a scarcity of published 
economic statistics of every kind, and a total absence of national income accounts. 
This situation is the direct result of the Government's anachronistic economic 
policy, which attaches little value to comprehensive economic and social statistics. 

The government published almost no data that can be used to trace Hong 
Kong's transformation into a major manufacturer and exporter of t，εxtiles and 
other consumer goods. Reliable benchmarks are available only for the period 
after Hong Kong had already become a mature industrial economy and a 
leading banking centre for the region. 
• The GDP series started only in 1961. 
• The bulk of the output from local factories was sold overseas so that the 

official trade statistics ought to be a good measure of the expansion of 
total industrial production and of output by manufacturing sectors. 
Publication of the domestic exports series started only in 1959. . Data on the number of factories and on employment and wages should 
be good indicators of industrial trends as well as incomes. In 1952 , 
however, the colony's labour statistics were condemned in a confidential 
government report as ‘based on hearsay' and ‘almost useless'. They did 
not match the standards of other Asian economies and did not comply 
with international standards until after 1970.43 

• The socio-economic characteristics of the population were obscure , and 
even its total size was uncertain until 1961 because the colonial 
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administration steadfastly refused to organise a census before that date 
on the grounds that such an exercise would not help tackle the 
government's problems and would focus public attention on its unsolved 
social issues.44 

The statistics available on banking and financial trends are also 
unsatisfactory. 
• Banking statistics were collected from the industry in the 1950s but in the 

face of considerable misgivings among bankers. The figures were not 
comprehensive , and the consistency and reliability of the data are 
suspect.的

• The banks' published balance sheets were not an adequate substitute. 
Banks with headquarters outside the colony did not publish separate 
accounts for their Hong Kong operations. Local banks were permitted to 
obscure their‘ true financial positions until the mid-1990s through window 
dressing to conceal their inner reserves. 4G . The colonial administration sought to avoid the release of banking data 
that might reveal China's financial activities in the colony during the Cold 
War.47 

• Reliable and comprehensive statistics on licensed bank are available only 
from December 1964.48 

• The colonial administration refused to collect data from non-bank DTCs 
until 1978 on the grounds that this statistical exercise might imply an 
obligation to ensure the prudent management of the DTCs.的

The best-known authority on the history of Hong Kong banking has made 
an heroic effort to compile key banking data for the period 1954一的 before

the government started to collect comprehensive statistics. Professor Catherine 
R. Schenk's study has also demonstrated how invaluable analyses of banking 
developments and 0伍cial policies are in the unpublished data gathered by 
the Banking Commission for later years. 50 In addition to these statistical 
sources, this book will make use of confidential banking and currency data 
supplied to the author in the course of contemporaneous background 
briefings by the Economic Branch of the Hong Kong government.51 These 
statistics are limited and incomplete, however. 

It is almost certainly too late to statistically reconstruct the past . The 
sources of information needed to overcome the data deficit never existed in 
the first place. Well-resourced government agencies with extensive access to 
confidential data failed miserably in the 1950s to produce satisfactory estimates 
of key financial data for Hong Kong. ‘Pretty worthless' was the unflattering 
verdict ofthe Colonial Office's Statistics Department on the Bank ofEngland's 
attempt at statistical analysis of Hong Kong, for example戶 In the case of 
national income statistics, the government finally bowed to pressures from 
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London and started work under university auspices in 1962. Officials were 
unhappy about the outcome of this exercise, and its results were not published 
until 1969.的 Not surprisingly, there is a gap between the national income 
estimates subsequently reconstructed by the government for the 1960s and 
the work of other academics who were not so well-resourced. It is significant, 
too, that the colonial administration's first efforts to build a retrospective GDP 
series for the 1960s later required considerable revision:>4 The statistical void 
is yet another example of how different Hong Kong and its economic 
management were from the rest of Asia after World War 11.的

The data deficit was of more than academic interest. It meant that the 
colonial administration deliberate甘 made policy without the statistics needed 
to analyse policy propo叫s or to a甜的 their ol肛ome. Officials had to re行 on

instinct and anecdote to oversee banks and manage monetary affairs 
throughout most of the period. These were unreliable guides for action in 
managing an increasingly complex economy, as this book will demonstrate 
repeatedly. The記ed世1e且趾仁i扛ta址ls昀od世epr吐iv，間ed the colonial a吋dmini咀istra瓜拍tion'冶scωonst仗甜tltue凹nt臼s 
of the info叫r口吋-m
di臼scus的叩s位i叮on of statistical s仗tanda缸rc吋d也1s within the Br吋itish Empi 間, one distinguished 
colonial official claimed that where a territory had good stati日tics，‘ these owed 
their origin to the need of supplying information to active Legislatures and 
an interested and inquiring public, both ofwhich were lacking in most of the 
British Colonies' before World War 11' .56 Hong Kong officials were not to face 
elected members of the legislature until 1985, and the colonial administration 
took full advantage of the opportunity to manipulate the flow of statistical 
information before that date. 

Unravelling History 

In addition to a dearth of financial data, the contribution made by the banking 
industry to Hong Kong's development has been obscured by political and 
academic controversies. I吋ustrialists lobbyi時 for government subsidies and 
other incentives have repeatedly accused the banks of ignoring manufacturers' 
requirements. 57 The industrialists' attacks on the bankers have been widely 
accepted among academics.58 Critics allege that bank-lending policies had 
three damaging consequences. 
• Hong Kong's industrial grow出 was impeded by a lack of capital caused 

principally by the failure of the banks to comprehend the needs of the 
new manufacturing businesses.的

﹒ Industriali日ts could obtain only short-term bank finance on onerous terms, 
which ‘necessarily limited the scale and expansion of manufacturing 
firms'.削

• The economy became over-dependent on textiles and was dangerously 
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deprived of large-scale projects and advanced technology that required 
ample development capita1.61 

The allegations that Hong Kong's development in the second half of the 
last century was hindered by a lack of bank support are refuted by the way 
Hong Kong's industrial expansion outperformed everywhere else in Asia and 
the rest of the Third World. The only significant obstacles to even faster growth 
in the 1950s were the mounting restrictions imposed by Western countries on 
textile imports and Hong Kong's increasingly severe labour shortage at the 
end of that decade. Chapter 5,‘Industrial Take-off: Cut-price and Selι 
financed' , will present evidence that the banks were the chief source of finance 
for the creation of Hong Kong's manufacturing sector. 

As a British colony, the UK's role has inspired both controversy and 
conspiracy theories. There is a very natural presumption that the colonial 
administration was duty-bound to promote British financial and commercial 
interests at the expense ofHong Kong and to collaborate with London in using 
the colony's resources to protect the UK economy in general and its currency 
in particular 一- regardless ofHong Kong's own well-being戶 The government 
had to deny persistent allegations that ‘as a Colony LHong Kong wasJ 
compelled to hand over our surpluses and reserves to Britain, as if it were some 
form oftribute'.63 The evidence shows that the colonial administration almost 
never displayed such ‘patriotism' and that it made its own decisions with 
minimal interference from London , leaving colonial officials with no one to 
blame for their mistakes except themselves. The relationship between Hong 
Kong and the UK is examined in depth in Chapter 11 and, in the context of 
the Cold War, in Chapter 6. 

But the conspiracy theories did not always lack justification. The most 
striking example is the link between the gold smuggling and drug trafficking 
Mter sensational media reports in the 1960s, officials in both London and 
Hong Kong tried hard to smother public interest in this topic. However, the 
public records offices in both places reveal how high-level decisions were made 
to facilitate illegal shipments of gold to the colony by restricting police and 
customs service surveillance of smuggling activities. Officials knew that 
narcotics dealers would be able to take advantage of the tolerance shown 
towards the illegal movement of gold.64 

The most misleading assumption about Hong Kong's economic history is 
that what happened before World War 11 or before the start of the Co 
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A Colonial Case Study 

The focus of this book is deliberately parochial. The role of the state in the 
economic achievements of the 50 years from 1935 and in the history of the 
banking industry are examined from a strict1y Hong Kong standpoint. The 
wider context of Hong Kong's development has already been well explored 
by distinguished historians. The imperial background and the role of the UK 
have been described in a masterly volume by D r. Steve Tsang.的 The

relationship between the Colonial 0丘ìce and Hong Kong has been illuminated 
in a variety of essays by Professor David Faure. British and other overseas 
archives have been mined assiduously by Professor Schenk for a series of 
authoritative investigations of Hong Kong's financial institutions and the 
international dimensions of the colony's financial markets. Their scholarship 
sets the frame for much of the analysis in the chapters that follow. 

The starting point for this book is the colonial administration's own 
record, especially as recorded in its own unpublished files. The picture that 
emerges from these sources is not flattering to Hong Kong's former rulers. 
The contemporaneous record of how they went about the daily task of running 
an increasingly prosperous and complex economy offers few instances of 
effective administration. There was litt1e vision and not much internal pressure 
to inspire good performance. The files give a sense of isolation from the 
concerns of society in general, and there was litt1e to link the personal interests 
of the expatriate mandarins to the well-being of the Chinese community. Very 
occasionall弘 the colonial mood changed, most notably for a few years before 
and after World War 11 when new governors felt the urgency of new policies 
and brave reforms. On the whole , however, senior officials were not inspiring 
figures. 

Banking regulation and monetary affairs are important in their own right 
because they shaped the financial in台astructure on which Hong Kong's 
economic success depended. But they were also a test of the quality of colonial 
government and its leading personalities. Unlike social polici凹， the 
management ofHong Kong's money left litt1e room for debate about conflicts 
between economic progress and public welfare. In the period covered by this 
book, banking regulation - almost always - wasstraightforward and involved 
no more than the normal standards of business integrity and sensible 
commercial practice. Special financi 
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The British Record 

There are contradictory views on the British record as economic managers. 
Economic and monetary affairs were under the almost exclusive control of 
whoever occupied the post of financial secretary. These economic overlords 
were supported by the tiniest ofteams until the late 1970, and they delegated 
litt1e to their subordinates. 66 Y址， three of them, Sir Sidney Caine , Sir John 
Cowperthwaite and Sir Philip Haddon-Cave, earned the respect of the business 
community and came to be regarded overseas as distinguished authorities on 
economic affairs. Thus , the history of the colonial administration's 
management of monetary affairs is very much an account of the individual 
performance of the seven men who were financial secretaries between 1935 
and 1985. It is also important to emphasise that they personally dictated the 
management of monetary affairs. They retained personal control even after a 
Monetary Affairs Branch had been established with its own policy secretary. 

Despite 出e powerful personalities ofthe colony's Financial Secretaries and 
their public stature, there is a general assumption that, in Hong Kong, the 
state had no direct role of any significance in economic growth because of 
the government's commitment to laisser fiire and its minìmal intervention in 
either economic or social affairs. The colonial administration took a much 
less ‘ideological' view of its agenda, however. Officials never saw themselves 
as locked into non-interventionism by colonial tradition. For them, laisser faire 
was not a matter of principle but motivated by political convenience and 
economic expediency.67 The continued governability of Hong Kong was their 
overwhelming concern. Thus, under threat ofMainland sanctions in 1947 and 
of civil unrest because of bank runs in later decades , the colonial 
administration became more direc t1y involved in the management of the 
banking industry than in the affairs of any other sector of the economy. This 
was a political decision, and it will become apparent in later chapters that 
officials felt no concern for the well-being of depositors or even the protection 
of the public from fraud. 

This book devotes considerable attention to the impact of government 
intervention on banking. Chapter 1,‘Mismanaged by Mandarins' , explores the 
priorities and preconceptions of the expatriate members of the 是lite

Administrative Service who personally supervised the banking i 
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policies with overall economic trends depended more on guesswork than 
credible analysis. Decisions were based very often on misconceptions about 
how the financial system worked. In the 197飢， the statistical situation 
improved. Now the problem was that the government totally misunderstood 
the consequences of the break with sterling and the way its management of a 
floating exchange rate would fuel inflation, encourage speculation and lead 
to financial failures and collapse of the currency in the following decade. These 
developments illustrate the well-known phenomenon that the regulators' own 
policies often lead a banking industry into dangerous business practices.68 

Far more damaging, however, was the propensity of Hong Kong officials 
to discredit the regulatory system by disregarding their statutory obligations. 
The colonial administration appeared totally unaware of the close connection 
between the quality of the legal envir‘onment and banking developments.69 

The result was to create condit叫1S t血ha刮t a缸ct仙ual肘恃 encouraged impr凹ud世en叫ta拍n
illegal banking practices. Legislation and official policies are, of course , a 
powerful influence on business behaviour generally. They shape ‘ the rules of 
the game' which the entrepreneur follows because of their potential impact 
on profits. Where laws or official practices are mi日guided， it has been argued, 
the ‘rules' may encourage business behaviour that is both self~destructive for 
the entrepreneur and damaging to the economy as a whole.70 This assertion 
is a fair summary of the interaction of officials and bankers in the colony from 
the introduction of statutory regulation in 1948 until the radical reforms 
introduced after 1985. 

Throughout this book, history appears to repeat itself. The past was easily 
forgotten , and its lessons ignored. Crises were recurrent, with little change in 
their‘ causes or in the reluctance of the colonial administration to adopt the 
obvious remedies. Immigrants from the Mainland were often accused ofbeing 
mere sojourners with no real commitment to Hong Kong and its well-being. 
The real birds of passage were the colonial mandarins who could escape the 
consequences of their erroneous policies because they lived in splendid 
isolation from the community and thought of somewhere else as home. 71 

These were problems which the colony's political system could not solve. 
Indeed, between 1935 an 



Conclusions - A Political Deficit 

Hong Kong's economic ‘miracle' was not based on abrupt breaks with the past 
or ‘revolutions' in production processes and business techniques. The miracle 
lay in the surprising quality of its performance by comparison with other 
Chinese cities, British colonies and the rest of the Third World. Hong Kong's 
enduring feature between 1935-85 was its success as an ‘enterprise' economy. 
The underl抖ng business model for Hong Kong society was so resourceful and 
resilient that trade and production prospered even under the most adverse 
circumstances. Growth was largely incremental, and previous chapters have 
shown how each period of turbulence facilitated an economic surge in the 
years that followed. The flood of refugees in the 1930s seemed far beyond the 
colony's capacity to provide for them - even at a subsistence level - but 
investment con日dence was buoyant and industry boomed. A similar immigrant 
influx after World War 11 was followed by another boom which began with 
heavy investment in modern mills to meet the demands of textile factories set 
up before the war. Meanwhile, during the ]apa即se occupation, local Chi肘se

owned banks had turned to new sources of profit, and banking was probably 
the first business to resume normal operations when peace returned. Then, 
the Cold War separated the banks from their Mainland hinterland and seemed 
to threaten their survival. But Hong Kong was able to develop a new offshore 
financial market in the 1950s to serve China's development needs, despite a 
US embargo and Sterling Area exchange controls. Mter 1978, Deng Xiaoping's 
‘open door' policies could have made Hong Kong's Mainland role redundant. 
Instead, Hong Kong became the nation's leading source of capital and 
expertise to modernise southern China. 

This ‘enterprise' economy survived through a process of constant 
adaptation. But institutions and individuals differed in the speed and success 
of their adjustments because the changes required were rarely comfortable 
and not always immediately obvious. This book has shown how often the 
optimal strategy and rational decision were postponed and how much 
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depended on the relationship with clients and constituents. Factories and 
trading houses were direc t1y linked to overseas markets, which compelled them 
to adopt whatever production or business practices their customers preferred. 
For bankers, the relationship was not so close. Until the arrival of the large 
family conglomerates in the 197郎， the Hong Kong borrower was too small to 
be able to exert much power over a bank, and bankers could remain isolated 
from radical changes in Hong Kong's economic conditions. In the end, 
however, they were subject to market forces: failure to adapt would be 
penalised by lost profit opportunities. 

The government displayed much the same pattern. For the most part, 
bureaucratic rule by colonial mandarins and the absence of an elected 
legislature meant that there was litt1e direct link between government policy 
and the community's preferences. The colonial administration could pick and 
choose its constituents among the business éli間， and, in the case of banking, 
officials had considerable discretion in applying the law. There were no 
elections to penalise political failure or bureaucratic blunders - in marked 
contrast to business where bankruptcy could follow customer dissatisfaction 
and incompetent managemen t. But a threat of public protests on the colony's 
streets was a powerful incentive for ofticials to discard their usual disdain for 
depositors and to reform financial regulation. This book illustrates，的0 ， that 
the colony's political arrangements meant that the government was free to 
make the community pay the costs of mistakes in managing monetary affairs. 
Thus, the government regularly bailed out insolvent banks after 1965 for fear 
of public indignation if depositors were left to lose their sa吋ngs. The colony's 
Exchange Fund financed these rescue operations with money that could have 
been spent direc t1y on the community's well-being. 

Causes of Complaint 

Economists are divided about the contribution which banks make to economic 
modernisation.1 The banking industry's role in Hong Kong's growth has been 
portrayed in mainly negative terms. An influential view is that, because of its 
colonial status, Hong Kong's financial resources were diverted from investment 
in the local economy and devoted, instead, to protecting the British currency.2 
However, the claim that reserves were held in London as a form of colonial 
tribute is not supported by the evidence revie，、Ted in Chapter 10,‘Colonial 
Money and Its Management'. The real costs of maintaining large overseas 
reserves were social, not economic. Mter the 1965 bank runs, the colonial 
administration was determined to build up its reserves overseas to cope with 
future banking crises or financial collapses. This goal was achieved by under-
spending on social services and the infrastructure in order to boost the surpluses 
on the annual budget. Thus, the price for ill-regulated banking and mismanaged 
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monetary affairs fell heaviest on the ordinary fami1y. For examp1e , free an 
Eωompu叫ls叩or叮yprima訂ry education was de1ayed for as 10ng as pos臼ssi位i跆b1e in the 1960伽s ，

and hou昀凹s位ing was mostly squa叫1i泊d and overcrowded, even in the public sector.3 

Manufacturers and business in genera1 had 1ittle difficu1ty in borrowing 
from the banks. Neverthe1ess, Hong Kong industrialists have been depicted 
as victims of co1onia1 hostility to the rise of a Chinese manufacturing class that 
might threaten British financia1 and commercia1 dominance. As a result, it 
has been argued , the banking industry neg1ected manufacturing, and 
industria1 deve10pment was handicapped by a 1ack of capita1.4 It was true that 
the co1onia1 administration refused to provide the cheap finance and 
investment incentives common elsewhere in Asia, and Hong Kong's factory 
owners had to pay a full market price for credit faci1ities. 5 Yet, manufacturers 
managed to flourish without the state subsidies and the specialised 
deve10pment and investment banks common to most Asian economies. 
Chapter 5,‘Industria1 Take-off: Cut-price and Se1ιfinanced' ， exp1ained how 
the banking industry, HSBC and the foreign-owned banks, in particu1ar, filled 
the investment gap and financed Hong Kong's industria1 take-off. 6 

The co1ony was frequently urged to follow the examp1e of Singapore and 
other Asian states and introduce state direction and support of economic 
deve1opment. In practice, the co1ony was 1ess 1aisser faire than was rea1ised, 
and a comparative study of Singapore and Hong Kong found that the co1onial 
administration had estab1ished an extensive programme to serve the specific 
needs of manufacturing in terms of industria1 sites and bui1dings, professiona1 
and vocationa1 training, productivity and research programmes that was 
‘probab1y as significant as that of Singapore\7 Surveys of Asian tota1 factor 
productivity (TFP) growth suggest that Hong Kong's performance was not 
inferior to Singapore.8 South Korea and Taiwan cannot claim that they were 
more successfu1 than 1aisser-faire Hong Kong in fostering growth through their、
industria1 development programmesY 

The co1ony's manufacturers had a 1egitimate grievance, neverthe1ess. 
Bankers were slow to expand their industria1 1ending, especially in the early 
stages of the manufacturing take-off. For new factory owners , the 
unenthusiastic response they first encounte 
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• The local Chinese-owned banks played an indispensable part in the period 
up to 1949 when Hong Kong was integrated into the Mainland economy. 
Subsequently, they declined to take the lead in financing the new 
manufacturers and left that role to the international bankers, for which 
local banks had to pay a price in terms of growth opportunities. . The international banks (including HSBC) , with their experience of 
industrial economies and Western markets , financed Hong Kong's 
manufacturing take-off and its emergence as a major exporter in the 1950日，

albeit reluctantly at first. In the 1970日， the international banks adapted 
with excessive enthusiasm to the development ofwholesale and offshore 
banking, and they were caught up in the corporate collapses of the 1980s. 

Informal and Illegal 

The s旺cess with which the different bank groups made these adjustments was 
heavily influenced by government policy and legislation and, even more, by 
the way these were implemented. From 1935 to 1985, Hong Kong was ruled 
by a colonial administration whose instinct was to avoid intervention in 
economic matters and social affairs. In this period, the impact of the 
governmen t' s ‘informal' decisions on banking culture was at least as powerful 
as its laws, regulations and official policies, a conclusion which helps to explain 
the frequent self-destructive behaviour of banks, both individually and as 
groups.lO 

Before World War 11, there was no banking supervision, and senior officials 
and leading businessmen became alarmed at the potential for financial 
disaster. Regulation began in Hong Kong with the 1948 Banking Ordinance 
as part of a ‘good neighbour' policy towards the Mainland, where the 
authorities were complaining that Hong Kong banks were destroying the 
national currency through activities which contravened both Mainland and 
Hong Kong law. ll The 1948 ordinance's intention was to define the boundaries 
of legitimate business conduct within the colo盯 12 This objective was 
abandoned almost immediately. Instead, the government did its best to free 
local Chinese-owned banks from the letter of the law. The results were 
disastrous for the group as a whole, and this ‘informal' policy had become a 
threat to the entire economy by 1965. In addition, the colonial administration 
allowed gold and currency dealing to flourish , although illegal , and 
government property policies led to reckless expansion of real estate. These 
three businesses were key elements in the traditional Chinese banking model. 
The profits they offered were so attractive to local Chinese-owned banks that 
they neglected the manufacturing sector in the 1950s and 1960s. 

The regulators adopted a new ‘informal' policy from 1970 to 1985: 
enforcement of the Banking Ordinance would be confined to technicalities. 13 
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Bank owners and executives could safely conclude that the colonial 
administration had litt1e interest in either prudence or integrity. This message 
was reinforced by a formal policy decision not to protect the customers of 
DTCs even though most of these firms were, to all intents and purposes, 
banking institutions. In this period , HSBC and foreign-owned banks 
demonstrated that self-imposed prudence has its limits. ‘Conservative' 
corporate cultures can be abandoned with considerable speed when market 
conditions change and traditional conventions seem to stand in the way of 
continued profit growth. 

Hong Kong's experience indicates that non-interventionism is not a 
benign strategy when applied to banking and offers considerable evidence in 
favour of effective regulation. The primary j肘tification for active supervision 
of the colony's banking industry was law and order. The market itself proved 
unable to police banking practices, and the industry could not be trusted to 
conduct its affairs either hones t1y or e且cient1y if left entirely without official 
supervision. Several chapters have explained why, left to themselves, many 
banks would not resist the temptations offered by the immediate profits from 
speculative and even unlawful activities. Bankers, all too frequen t1y, were poor 
judges either of what would endanger their own survival in the case of the 
smaller, local institutions or of the severe losses that the crash of speculative 
markets could inflict on international banks. For the most part, however, the 
colonial administration chose non-interventionism and introduced reforms 
grudgingly and onlywhen the survival ofBritish rule would be in direct danger 
from bank runs or financial instability. Not until 1986, after five decades of 
crisis and scandal, did the colonial administration accept that only the 
introduction of professional regulation for the entire financial industry would 
end the recurrent failures of the financial system. 

The colonial administration's poor record in monetary affairs is very 
relevant to the continuing debate over 血e contribution oflaisser faire to Hong 
Kong's economic success. The dismal fate of the local Chinese-owned banking 
sector in the first two post-war decades is a warning of how dangerous the 
colonial administration's approach to business could be even when officials' 
motives were to protect local interests. The failure to grasp the conseq 
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Ramshackle Rule 

Hong Kong became such a splendid example of economic prosperity and 
community well-being that much of the credit has been attributed to the 
existence of a relatively smal1, highly disciplined bureaucracy that provided 
the management for an increasingly sophisticated community and a high-
growth , export-dominated economy.14 The result is to portray British 
colonialism as having been ideal for Hong Kong and the unique circumstances 
which its people faced , whatever its defects elsewhere in the world.15 Seen close 
up, however, nothing in the record of administrative officers in managing 
monetary affairs justified their reputation as ‘ high-mi吋ed mandarins, who 
sought to achieve the Confucianist ideal of disinterested administration and 
paternalistic concern for the welfare of the society' .16 In fact, until the 1980s, 
the Hong Kong government in general presented much the same ‘ramshackle 
appearance' that has been described as typical of public administration 
throughout the British colonial empire. 17 

Among senior Hong Kong officials, there was widespread hostility towards 
modern standards of professionalism for which, in the case of banking, budget 
stringency was invoked as an excuse. In reality, the annual licence fees paid 
by the banks were more than sufficient to pay for professional inspections in 
the 1950s.18 The government simply saw no obligation to use this revenue to 
employ adequately trained staff to oversee the banking industry.19 The 
acceptance of inferior standards reflected an important preconception of the 
colonial culture: quality was a Western prerogative. This attitude encouraged 
antipathy towards using professional expertise and mistrust ofWestern-trained 
professionals. ‘A professional man who has done his training in a wealthy 
country when given a job to do , naturally wants to do it to the highest 
professional standards he knows' , the Financial Secretary complained in 1962. 
‘ Because of the comparative economic position here' , he went on , 
professionals ought to recognise that Hong Kong should work to lower 
standards.20 During this decade, the colonial administration repeatedly warned 
the community not to compare the quality of its programmes with the UK or 
Commom何alth countries.21 By the 1980s, Hong Kong was a mature industrial 
economy and about to become a leading international business and financial 
centre. Now, another Financial Secretary denoun 
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the Chinese community did not expect its deposits to be safe and made 
little fuss when banks failed. . The colonial administration deliberately facilitated gold and currency 
smuggling which were important business activities for many banks. To 
oblige the Portuguese rulers of Macao , Hong Kong ignored the 
connection between this illegal trade and drug trafficking. 

• The colonial administration was anxious to attract overseas financial 
institutions to Hong Kong. As a result, international banks were not made 
subject to the s個tutory limits on lendi峙， and regulation of DTCs was 
introduced only reluctantly in the 1970s, despite evidence that their 
activities fuelled inflation and fina旺ed da時ero叫y speculative projects 

It is easy to find parallels in other policy areas that echoed the attitudes 
towards monetary affairs just quoted and which similarly appeared to put the 
interests of the least deserving groups ahead of those of the general public. 
For example: 
• Legislation to reduce the length of the working day for factory workers 

was postponed on the grounds that the business community objected and 
that Chinese workers liked long hours. 24 

• The colonial administration allowed violent triad gangs to hold deaning 
contracts for public housing , which gave them daily access to every 
household on a housing estate. Officials regarded this arrangement as 
acceptable because they received no complaints of extortion or 
intimidation from the tenants. 25 

• The colonial administration was anxious to retain the services of overseas 
professionals. For this reason, a confidential policy - concealed from the 
legislature 一- guaranteed every expatriate child a place in a primary or 
secondary school from the mid-1950s. Compulsory education for Chinese 
children was not introduced unti11971 at the primary level, and not until 
seven years later at the secondary leve1.26 

The explanation for this state of affairs lay partly in the political 
arrangements that left the colonial administration free from community 
supervision and public accountability. For example, the truth about the 
dubious decisions listed earlier in this section was buried in official files to 
which the public had no access. The Executive and Legislative Councils were 
no safeguard, for government appointees to the legislature had little incentive 
to challenge official members. But when the process of slow, modest political 
reforms began in 1985 , and a handful of elected members joined the 
legislature, the quality of financial regulation and monetary policy was rapidly 
transformed. 
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The Political Deficit 

The connection between the management of monetary affairs and political 
reform was a discussion topic within the Colonial Office during the 1950s. One 
London official claimed that the absence of democracy was a guarantee of 
sound finances. 27 

a Governor with a nominated Legislative Council and a climate of effective 
opinion , business opinion , which favours private enterprise rather than 
government acti前肘， should be the best safeguards of responsible and economical 
financial policy in the colony 一- certainly better safeguards than would be a 
constitution gi吋ng the vote and influence to the working classes, as distinct from 
the business classes, because the working classes might be expected to require 
more of a welfare state and hence a great increase in government expenditure 

Representatives from the business and professional classes filled the 
colonial power structure, but their presence did not ensure sound policies even 
in commercial and financial affairs. Appointees from this 丘lite dominated the 
network of advisory committees and statutory bodies which , in the absence of 
elections, provided the colonial administration with a substitute for popular 
endorsement by the Chinese community. But they were not a substitute for 
the professional policy-maker even when their own commercial survival was 
in the balance. Thus, when the battle against Western protectionism intensified 
in the 1960s and a long-term strategy to defend Hong Kong's manufactured 
exports was urgently needed , business leaders were , for the most part , 

dangerously confused about what to do , and they had to be c司joled into 
sensible decisions by senior 0丘Ïcials. 2H

The bankers' record was no better. They were prominent in the councils 
that governed Hong Kong, as well as at the lower levels of the power structure. 
Somehow, the bankers made little difference to the colonial administration's 
policy-making or regulatory programmes for banks and financial markets. They 
did not convince the government to intervene ahead of financial disasters, 
and they did not call officials to account for costly collapses. Yet, a recurrent 
theme of this book is how clear were the market signals that disaster was 
approaching. It was true that HSBC's size and status gave it some leverage over 
banking policy. But although it acted as a quasi-central bank during the period 
covered by this book, its private representations and public criticisms did not 
persuade the colonial administration to introduce timely measures to forestall 
the dangers of bank scandals and financial failures either in the early 1960日

or two decades later.29 Only after the colonial administration itself made an 
unconditional commitment to professional regulation of financial institutions 
in 1986 did the scandals stop. Stability then reigned unshaken by severe 
political and economic shocks during the rest of the century. Hong Kong's 
experience is an interesting demonstration that ‘irregular' and ‘informal' 
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banking practices are not the outcome of excessive government interference 
with an otherwise efficient business sector, as is often argued. 

In the last resort, it was the political environment that mattered most. 

Banking reforms were piecemeal between 1935 and 1985 and driven mainly 
by the colonial administration's assessment of public sentiment. During the 
recession of the mid-1930s, they were a priority because of the fears of general 
economic collapse. They lost their urgency when a boom started in 1938. The 
case for reforms revived after japan's defeat when Hong Kong's banking 
practices led to outright confrontation between the Mainland and the colony 
in the d抖ng days of the Guomindang. There were plenty of bank closures and 
occasional bank runs in the 1950s which were ignored by the colonial 
administration because the public did not take to the streets. In the 1960s, 
the political damage caused by bank failures in an age of increasing mass 
banking became too serious to ignore. Not only were banking reforms 
introduced, but the government realised that it was no longer politically 
possible to force depositors to suffer the costs of a bank failure. Full acceptance 
by the government of responsibility for the integrity of banks and financial 
markets became unavoidable in 1985 because the politicallandscape had been 
transformed by the previous year's Sino-British joint Declaration. This fïxed 
the date for the end of British rule and unleashed growing demands from 
the community for greater control over its own affairs. The first indirect 
elections to the legislature in 1985 made officials accountable in public for 
the consequences of their policies.30 

In the abse虹e of accountable government in Hong Kong, only the UK 
authorities were in a position to insist on reforms, either in the quality of 
government performance generally or in banking and monetary affairs. 
London rarely exercised its constitutional powers to force improvements on 
the colony. There was an obvious irony, for example, in the Bank ofEngland's 
campaign to improve banking standards at the internationallevel in the 197船，
a decade in which the quality of the colony's management of banking and 
monetary affairs was allowed to deteriorate dramaticallyY Thus, despite the 
unremitting pace of the colony's development, the government was able to 
cling to the policies and practices in managing monetary affairs that had been 
designed for 
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during the period, Hong Kong's people were well-off and, in any case, had 
little choice but to put up with conditions in the colony. Although prudence 
and self-interest have not prevented communities elsewhere from selι 
destructive behaviour, Hong Kong's people did not riot when banks failed. 
Nor did they withdraw their cooperation from the colonial administration. 
They did not abandon their trust in the banking system as a whole, even when 
well-known banks had forfeited the confidence of their depositors. They were 
prepared to patronise foreign banks regardless of the cultural discomforts they 
often encountered. All in all, the public understood the advantages which 
moderu banking provided for ordinary families as well as to the aff1uent. They 
brought the same personal discipline and social maturity to their banking 
affairs as they did to the rest of their lives, which was fortunate because they 
had a great deal to provoke them over the years. As a result of this public 
patience and tolerant pragmatism, Hong Kong prospered on a far greater scale 
than any other British colony and emerged in the 1980s as the premier 
business centre for the Asian region and the financial dynamo for the 
spectacular rise of China in the world economy. 
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26. Details of this piece of racial discrimination can be found in HKRS163-1-1707 
‘Education. Educational Provision for English-speaking Children' , in particular: 
M.6. Director of Education to Colonial Secretary, 8 February 1954; (8) Acting 
Director of Education memo to Colonial Secretary, 14 October 1954; M.83 
Financial Secretary to Colonial Secretary, 10 March 1956; M.84. Colonial Secretary 
to Governor, 14 March 1956; M.85. Governor to Colonial Secretary, 16 March 1956; 
(33) Agenda Item for Finance Committee Meeting, 11 July 1956; M.210. note by 
Financial Secretary, 20 July 1962. 

27. K. G. Ashton minute to W. G. Hulland, 10 July 1956. C01030j392 ‘Financial 
Devolution Hong Kong'. This argument against democracy was challenged on this 
file by two other London officials. See the minutes by J. B. Johnston (1 4 July 1956) 
and R.J. Vile (27 August 1956). 

28. Leading manufacturers even opposed the creation of an organisation to promote 
Hong Kong products in overseas markets. On the government's views of 
manufacture時， attitudes, see HKRS163-1-2861 'Cotton Textiles Allocation ofQuota 
to Restricted Markets'. On the government's difficulties in getting cooperation 
from manufacturers, see HKRS270-5-56 'Cotton Advisory Board. Minutes of 
Meeting'. For manufacturers' opinions, see Minutes of the fourth Meeting of the 
General Committee of the Federation , 26 August 1960, p. 3; Minutes of an 
EmergencyMeeting, 18July 1961 , p. 2. HKRS270-5-39 ‘Federation of Hong Kong 
Industries Minutes of Meetings of the Genera1 Committee'; Minutes of 73rd 
meeting, 3 January 1964, p. 2; Minutes of 75th meeting, 21 February 1964, p. 3; 
Minutes of78th meeting, 24 April1964, p. 3. HKRS163-1-118 'Federation ofHong 
Kong Industries Minutes of the Meetings of the ...'. 

29. HSBC's frustrations run contrary to the optimism expressed about the ability of 
powerful banks in the private sector to promote conservative banking and 
monetary policies as long as the government does not have to finance substantial 
budget deficits. Sylvia Maxfield,‘Financial Incentives and Central Bank Authority 
in Industrializing Nations' , World Politics, Vol.峙， No. 4. 叮uly 1994) , pp. 564-5 

30. An excellent analysis ofthe dramatic change in Hong Kong's political environment 
in the 1980s can be found in B. Karin Chai,‘Expor• Oriented Industrialization 
and Political and Class Development: Hong Kong on the Eve of 1997', in Richard 
Harvey Brown a 
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