
Uneasy Partners
The Confl ict Between 
PUBLIC INTEREST and PRIVATE PROFIT 
in Hong Kong

Leo F. Goodstadt

Goodstadt_00_fm.indd���iiiGoodstadt_00_fm.indd���iii 03/08/2012���7:49�AM03/08/2012���7:49�AM



Hong Kong University Press
The University of Hong Kong
Pokfulam Road
Hong Kong
www.hkupress.org

© 2005 Hong Kong University Press

ISBN 978-962-209-733-9 (Hardback)
ISBN 978-988-8028-09-2 (Paperback)

All rights reserved. No portion of this publication may be reproduced or transmitted 
in any form or by any means, electronic or mechanical, including photocopy, record-
ing, or any information storage or retrieval system, without prior permission in writing 
from the publisher.

British Library Cataloguing-in-Publication Data
A catalogue record for this book is available from the British Library.

10 9 8 7 6 5 4 3

Printed and bound by Goodrich Int’l Printing Co., Ltd. in Hong Kong, China



 Contents

Preface — Expectations of Excellence vii

Introduction — Against Great Odds 1

Chapter I The Colonial Culture and Its Siege Mentality  19

Chapter II  Colonial Rule and Its Political Constraints 31

Chapter III  The Struggle for Autonomy 49 

Chapter IV  The Diplomatic Battles 71

Chapter V In Place of Democracy — A Privileged Elite 97

Chapter VI Government and Business — A Rewarding Alliance 117

Chapter VII The Business of Corruption 139

Chapter VIII The Triumph of Chinese Capitalism 159

Chapter IX The Hongkong Bank — The Ultimate Survivor 181

Chapter X The Shanghainese — Colonial Allies, Colonial Heirs 195

Conclusions —  The Ideal Constituents 211

Goodstadt_00_fm.indd���vGoodstadt_00_fm.indd���v 07/08/2012���4:19�PM07/08/2012���4:19�PM



 

vi Contents

Statistical Appendix 229 

Notes  237

Bibliography  301

Indexes  331

Goodstadt_00_fm.indd���viGoodstadt_00_fm.indd���vi 03/08/2012���7:49�AM03/08/2012���7:49�AM



 
Introduction — Against Great Odds

Hong Kong occupies a unique place in the history of the British Empire. No 

other colonial territory has matched its economic achievements, and no other 

colonial community has been so deprived of access to democracy. It was the 

fi rst society in Asia to escape from poverty after World War II, and by the end 

of the century its people had a standard of living unmatched anywhere else 

in the region except Japan and Singapore. “No other society in history,” it 

has been claimed, “has ever grown wealthy so fast.”1 By 1997, Hong Kong had 

become the only crown colony in imperial history where, by the end of British 

rule, the average level of prosperity measured by GDP per head exceeded that 

of the United Kingdom. Politically, however, the territory had barely advanced 

during British rule. For once when the British retreated from an imperial 

possession, they did not leave behind a legacy of parliamentary democracy. 

Hong Kong was also exceptional for its political and social stability.2 Unlike 

the rest of the United Kingdom’s Asian empire, no indigenous movement was 

launched to expel British colonialism or to expropriate the capitalists, and 

riots, unlawful demonstrations and even industrial disputes were relatively 

rare occurrences. By the end of the colonial era, it seemed as if economic 

success and social stability were part of the natural order. The weight of expert 

opinion was that the British had devised an ingenious system that triumphed 

over the inherent confl icts caused by colonialism and capitalism. This system 

seemed to have put itself beyond serious criticism by the prosperity and stabil-

ity it delivered and by the peaceful transition from British to Chinese rule that 

was achieved in 1997. 

This fl attering view ignored the struggles that took place between the 

power-holders during Hong Kong’s emergence as a major international 

economy. The rate of political, economic and technological change had been 

so rapid that memories of what went before seemed irrelevant in relation to 

current events.3 But Hong Kong could not escape from the tensions created by 

colonialism, and these were aggravated by the British reluctance to allow the 
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2 Uneasy Partners

general public to participate in government through direct elections, relying 

instead on a partnership with the business and professional classes. In turn, 

the government’s capitalist collaborators had their own personal and corpo-

rate interests to promote, which frequently confl icted with the well-being of 

the rest of the community. 

The strains caused by the anachronistic political arrangements sometimes 

led to open political clashes, but they were visible mostly in the form of defects 

and distortions in Hong Kong’s way of life. They became increasingly diffi cult 

to manage in the 1990s, and they did not disappear at the end of British rule. 

Indeed, the fi rst Chief Executive, Tung Chee Hwa, made a considerable effort 

to replace political confrontation with consensus.4 This book looks at the 

impact of these confl icts on the way that Hong Kong was governed, their con-

sequences for the community, and how the competition between rival groups 

affected the distribution of political and economic power in the second half 

of the twentieth century. 

The Capitalist Setting

Always centre stage in any review of Hong Kong is its glittering economic 

success since World War II. The odds in Hong Kong’s favour at the end of 

a brutal Japanese occupation had not been good. By 1949, over a million 

refugees had arrived in search of shelter from the civil war engulfi ng the 

Chinese Mainland and the impending victory of the Chinese Communist 

Party. Hong Kong was about to lose its Mainland markets, and the economy 

faced ruin. National income per head was a mere quarter of the United 

Kingdom’s levels.5 Yet, by the time the British came to leave, Hong Kong was a 

major player in the global economy:6

generating a GDP equivalent to over 20% of China’s . . . the world’s eighth 

largest trading entity, with the world’s eighth largest stock market, seventh 

largest fi nancial reserves, fi fth largest foreign exchange market, third 

busiest airport . . . the world’s busiest port.

The Last Bastion of Laissez Faire 

Hong Kong’s transformation into a world-class economy has been attributed 

very widely to its commitment to the laissez faire doctrines imported from 

nineteenth century Britain. Despite the central role that laissez faire played in 

government policies, these doctrines were never defi ned offi cially and com-

prehensively, nor were they subject to much systematic analysis by academic 

economists.7 
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  Introduction — Against Great Odds 3

Few were bothered by this lack of formal defi nition because both the 

government and the community believed that the essential features of a 

laissez faire regime were almost self-evident. They included: free trade and 

no import or currency restrictions; low taxes and small government; negligi-

ble state borrowing and regular budget surpluses; minimal interference with 

market forces and no state planning; no development subsidies and no invest-

ment incentives. There was also a strong element of self-reliance for, unlike 

the rest of Asia, Hong Kong received virtually no foreign aid; and when its 

post-war industrialization drive began, its products faced severe restrictions in 

their search for markets in the United Kingdom as well as in Western Europe 

and North America. 

Laissez faire was not confi ned to economic policies but went hand-in-

hand with a deep reluctance among offi cials to become involved in social 

development, combined with a marked preference for leaving Chinese 

society to manage its own affairs. As for the business of politics, this was in the 

hands of the colonial administration and its co-opted collaborators from the 

business and professional classes. In the absence of democracy, the popula-

tion was supposed to be content with rising incomes, an almost total freedom 

from unemployment, and endless opportunities for the enterprising and the 

talented. It seemed that in Hong Kong, the confl icts latent in most societies 

were absorbed and resolved through the processes of market competition.

Throughout this book, laissez faire and such similar terms as “non-inter-

ventionism” refer to the features set out in this section. They have the same 

meaning that they had in Hong Kong’s offi cial policies and public rhetoric 

during the second half of the twentieth century and which were enshrined in 

the Basic Law, China’s constitutional blueprint for the post-colonial era. The 

theoretical inconsistencies and the deviations from classical laissez faire are 

ignored here, just as they have been by Hong Kong itself. The Hong Kong 

version of laissez faire was based, this book will argue, on political pragmatism 

rather than economic principles.

Economic Fashions

Hong Kong’s path to prosperity ran counter to conventional economic 

wisdom, which discarded a passive and non-interventionist role for the 

state after World War II. As Western colonial rulers withdrew from the 

rest of Asia, they were replaced by governments inspired by nationalism 

and socialism. These saw central planning and state controls as the surest 

route to prosperity. They borrowed heavily and solicited development assis-

tance from abroad. Hong Kong refused to follow the prevailing economic 

fashions, and the specialists in development economics took a gloomy view 

of its prospects, predicting that “almost everyone would be doing better than 

Hong Kong”, even Colombia in South America.8 
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4 Uneasy Partners

The colonial administration explicitly rejected the fashionable econom-

ics of the era because offi cials saw essential differences between Hong Kong 

and most other developing economies. They believed that light industry, with 

a low capital/output ratio, was ideal for Hong Kong. This strategy generated 

immediate employment and rapid rates of growth. Light industry was very 

profi table, made economical use of available capital, and did not involve the 

subsidies and long lead times usually required by heavy industry elsewhere in 

the Third World. Its products were not confi ned to the small, local market, 

but could be exported to wider and wealthier markets in the West.9 In any 

case, offi cials argued, Hong Kong’s industrial products were so cheap that 

any form of government subsidies or incentives for local manufacturers would 

have intensifi ed demands in Western countries for further restrictions against 

its exports.10 

Not until the closing decades of the twentieth century did Western econo-

mists change their prescriptions and start to urge the withdrawal of the state 

from ownership and direction of the economy. By this time, even the Chinese 

Communist Party had retreated from central planning and state controls. 

Thus, fi nally, Hong Kong’s strategy of relying on business executives rather 

than bureaucrats to mobilize investment and to manage markets became fash-

ionable among specialists in economic development.11

Imperfect Competition

Hong Kong did not need this shift in expert opinion to feel secure in its 

adherence to old fashioned economic ideas that belonged to the earlier age 

of the British Empire. Its formula for achieving prosperity seemed attractively 

straightforward: the government stayed out of the way of the investors and 

entrepreneurs who generated wealth. The results were remarkable. From at 

least 1961, there was not a single year until the end of the colonial era in which 

the economy did not expand in real terms. This record of sustained and self-

generated growth seemed to redeem the reputation of both colonialism and 

capitalism. The last remnant of the British Empire in Asia had made itself the 

equal of First World cities against considerable political and economic odds. 

Nevertheless, laissez faire did not guarantee either perfect competition 

or market effi ciency. There was a tendency to equate competitiveness with 

the sort of thoroughly pro-business environment fostered by the Hong Kong 

government. As a result, organizations like the Cato Institute, the Heritage 

Foundation and World Economic Forum regularly rated Hong Kong as among 

the most competitive economies in the world. These assessments were mis-

leading but were invoked with considerable pride by government offi cials and 

business leaders. In reality, and on a more objective basis, Hong Kong could 

be shown to be no more competitive than the average OECD economy.12
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  Introduction — Against Great Odds 5

One sector of the economy was, of course, awesomely competitive. 

To survive fi rst as a manufacturing exporter and then as an international 

fi nancial services centre, Hong Kong’s external sector had to match world 

standards. In the domestic market however, monopolies and cartels had con-

siderable power. Restrictive practices proliferated in the banking industry and 

the property sector, the power industry and the port — indeed in any area of 

business that did not face direct competition from abroad.13 Offi cials, both 

before and after the British departure, took the complacent view that Hong 

Kong was as competitive as any economy could expect to be and declined to 

take more than token measures to promote market competition within the 

domestic economy.14 

Telecommunications, together with broadcasting, was the major excep-

tion. The government failed, however, to apply Hong Kong’s experience of 

the substantial benefi ts that a competition law had brought to this industry. 

Here, a long-standing British-controlled monopoly came to an end in 1995, 

and the industry was made subject to increasingly severe anti-monopoly 

regulations modelled on United States, European and Australian practices. 

Offi cials were happy to take credit for the impressive reductions in charges 

and the rapid expansion of telecommunications services that resulted.15 But 

they resolutely refused to extend this model to the rest of the economy. They 

also resisted calls from the International Monetary Fund (IMF) for a vigorous 

government response to the widespread restraints on competition.16 

The government’s unwillingness to counter the way that major fi rms col-

laborated to curtail competition in key sectors of the economy highlighted a 

fundamental confl ict within Hong Kong life. Government policies were openly 

biased in favour of business, and the well being of the rest of the community 

seemed a secondary consideration. The offi cial justifi cation for its reluctance 

to redress the balance in favour of the public was Hong Kong’s commitment to 

the principles of laissez faire. On this theory, the government should practise 

non-interventionism and leave market forces to regulate business affairs and 

set personal living standards. In practice, since the colonial rulers monopo-

lized political power, and business cartels and other anti-competitive practices 

could lawfully control large segments of the economy, the public could easily 

be exploited — and frequently was. 

The Colonial Context

Of course, British rule could not have survived so long if the contest between 

private profi t and public well being had been wholly uneven. Despite the 

commitment to economic and social non-interventionism, laissez faire did 

not mean a do-nothing government. The bureaucracy created, almost single-

handedly, the infrastructure on which the economy’s growth depended. The 

Goodstadt_00_Introd.indd���5Goodstadt_00_Introd.indd���5 03/08/2012���7:51�AM03/08/2012���7:51�AM



6 Uneasy Partners

public sector undertook ambitious capital projects, as well as providing such 

direct services as programmes to improve productivity and training and to 

promote trade and tourism. More important still was the contribution to 

economic and social development from the public sector’s housing and social 

services programmes. Through these, the government was able to provide 

indirect but important subsidies that helped to offset the low wages of the 

labour force and to contain potential social discontent.17 

Palliative Politics

The various social programmes of the post-war government became symbols 

of Hong Kong’s commitment to a caring society. However, its initiatives were 

usually reluctant and had little to do with any notions of social justice. Their 

starting point, almost always, was a begrudging tradition of palliative politics 

that came to the fore in the 1950s. By 1956, the population had been swollen 

to 2.5 million by the arrival of almost two million newcomers since the war. 

Housing, schooling, health, and other social services were totally inadequate, 

and living conditions were grim.18 The colonial administration added to the 

misery as it sought to deter the new arrivals from remaining in the territory. 

They were denied the offi cial food rations for example, and in squatter areas 

government policy was to provide only minimal protection against fi re hazards, 

while health and sanitation were totally ignored.19 These harsh measures were 

presented as the rational reaction to an unprecedented emergency.20 In fact, 

they incorporated a deeply-entrenched reluctance to accept responsibility for 

the welfare of the community at large which could be traced back to early 

in the twentieth century when offi cials had declared that Hong Kong had to 

choose “between wealth or health”.21 The post-war colonial administration was 

merely being faithful to its own traditions. 

Nevertheless, the account of how the colonial administration created a 

resettlement programme almost overnight to re-house some 50,000 squatters 

made homeless by a Christmas fi re in 1953 has become part of the Hong 

Kong legend. A distinguished Hong Kong historian has argued that the Shek 

Kip Mei fi re was an “administrative godsend” that enabled the Governor, Sir 

Alexander Grantham, to overcome the business elite’s stubborn opposition 

in the legislature to the introduction of subsidized housing.22 However, there 

is no evidence that, in the immediate aftermath of the tragedy, offi cials saw 

themselves as free at last to launch a mass re-housing programme. Indeed, 

they appear to have been too shocked by the complexity of trying to re-house 

the fi re’s victims to contemplate taking responsibility for resettling the rest of 

the squatter population.23 Even as they struggled to organize emergency relief 

measures, they tried hard to disclaim any direct responsibility for the victims’ 

well being. Behind the scenes, the colonial administration sought desperately 
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  Introduction — Against Great Odds 7

to avoid embarking on the mass housing programmes that the disaster had 

made unavoidable.24 Nor did the government subsequently pretend that it 

had bowed to the inevitable with any enthusiasm.25

When the government was forced reluctantly into providing housing and 

social services on a mass scale, economic considerations dominated offi cial 

policies. For example, the colonial administration always emphasized that 

public housing was not a welfare measure but was intended, almost exclusively, 

to clear urban land for development. Although fi nance was not a constraint 

throughout the fi rst decade of the resettlement programme, this economic 

goal was not broadened to allow access to public housing on social grounds 

until 1964.26 Similarly, the colonial administration repudiated responsibility 

for comprehensive, community-wide healthcare during this period, although 

child and maternal healthcare services were made available on the grounds 

that they would ensure a healthy adult population for the future. By implica-

tion, the government’s priority was the quality of the future labour force.27 

When it came to social welfare, the principle was laid down that assistance 

should be focused on those who could become self-supporting quickly. 

Hence, services for disabled adults were to be limited to those who “can be 

rehabilitated”, and only “relief of destitution and minimal services” were to be 

offered to the “incurably handicapped”.28 

The insistence that social needs were not the government’s concern, but 

that they should be solved if possible through the market, was widespread 

until the 1970s. Offi cials expressed scepticism about the merits of introducing 

free education for all, despite its contribution to labour productivity.29 Primary 

education did not become free and compulsory until 1971, and Hong Kong 

did not achieve three years of free and compulsory secondary schooling until 

1978. In consequence, at the end of British rule, most of the adult popula-

tion had been reared, educated and spent much of their working lives in an 

environment disadvantaged and even impoverished by the failure to upgrade 

the social infrastructure in line with economic growth. 

Third World Legacy

Advocates of non-interventionism assumed that growth itself would provide 

the answers to all Hong Kong’s problems, and the government and business 

leaders ignored the fact that development had taken place at such breakneck 

speed that it had outpaced the development of both the economic and the 

social infrastructures. Thus, in the 1990s, Hong Kong had a First World export 

performance of which it rightly boasted. Largely unacknowledged, however, 

was the glaring contrast between this and the Third World conditions left over 

from its humble post-war origins that prevailed throughout much of Hong 

Kong life. For example, 
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8 Uneasy Partners

•  There was neither a central bank nor a completely level playing fi eld 

for fi nancial institutions before the Hong Kong Monetary Authority was 

set up in 1993. Standards for the securities industry and corporate gov-

ernance still fell short of international benchmarks in 1999.30

•  The healthcare system was fragmented and inadequate until the 

creation of the Hospital Authority in 1990. 

•  The labour force was not protected by a statutory retirement protec-

tion scheme before December 2000. 

•  At the end of the century, whole-day schooling was available for 

less than half the children in primary education, with school premises 

still operating morning and afternoon shifts as they had done fi fty years 

earlier. Almost 40 percent of the teaching profession had no degrees, and 

15 percent were untrained.31

Economic and social structures were thus deeply fl awed in the late twentieth 

century, despite Hong Kong’s vast fi nancial reserves and its familiarity with 

best practice elsewhere in the world. 

Confl ict and Collaboration

Political power in Hong Kong was controlled by colonial offi cials, alien in 

both language and culture who, with the other members of this European 

minority, enjoyed superior status and infl uence solely on account of their 

race. These “expatriates” were always a tiny group during the second half of 

the twentieth century. Their total numbers never accounted for more than 

0.9 percent of Hong Kong’s population, with the true fi gure probably being 

closer to 0.6 percent.32 British rule was exercised by a privileged minority, a 

state of affairs that created the conditions for serious clashes over race, class, 

language, and political and ideological loyalties. These rarely materialized, it 

was argued, because of the community’s overwhelming commitment to social 

harmony.33 But the processes that maintained political stability were neither 

straightforward nor spontaneous. 

Splendid Isolation

On the British side, an awareness of Chinese antagonisms led to a self-imposed 

segregation of the rulers from their constituents. The origins of this isolation 

could be traced to racial preconceptions. Before World War II, the govern-

ment responded to expatriate prejudices about the Chinese population by 

enacting discriminatory legislation, most notably in restricting the most desir-

able residential areas for exclusive European occupation. In the second half 
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  Introduction — Against Great Odds 9

of the twentieth century, this legacy of racial discrimination was an embar-

rassment to colonial offi cials, who tried to play down its signifi cance.34 Racial 

barriers persisted, nevertheless and were maintained primarily through the 

privileges relating to employment that enshrined the expatriates’ superior 

status, obstructed the integration of the rulers and the ruled, and persisted 

until the British departure. 

The superior employment conditions and the lifestyle of the colonial 

administration’s expatriate staff left them largely untouched by Hong Kong’s 

chronic shortage of housing and its inadequate social services, keeping them 

ignorant of the conditions under which the bulk of the population lived. Their 

isolation was compounded by the daunting language barrier of Cantonese, 

which is among the hardest of China’s dialects to master. Most expatriates 

expected the Chinese they encountered to make the effort to use English, and 

all too often, expatriate knowledge of Chinese society was limited to what could 

be gleaned from such intermediaries as domestic servants and “petty fi xers”.35 

Expatriates lived in a state of constant insecurity about the sea of Chinese 

around them, from whose attitudes and aspirations foreigners felt cut off.36 

In self-defence, anxious colonial offi cials sought to deter even the most 

middle class of their local critics. The same offi cials were extremely appre-

hensive about promoting their Hong Kong colleagues to positions of real 

responsibility. This mistrust aggravated the latent antagonisms within colonial 

society. Chapters I and II, “The Colonial Culture and Its Siege Mentality” 

and “Colonial Rule and Its Political Constraints”, will analyse the disabling 

features of colonial culture and illustrate its adverse impact on the colonial 

administration’s policies and performance.

The External Threats

The expatriates’ fears were aggravated by Hong Kong’s historical and geo-

graphical circumstances. Unlike the United Kingdom’s other imperial posses-

sions, the colony was a tiny enclave, surrounded by a vast population with a 

sophisticated culture and a proud patriotism. There was no question of the 

United Kingdom competing for the loyalty of the Chinese community. At 

best, colonial offi cials could hope for its cooperation, but they certainly could 

not rely on repression to remain in power. The colony had been created by 

military conquest and expanded in 1898 by force of arms. The British will 

to maintain imperial interests in China then started to weaken, and a retreat 

from the Chinese Mainland began at the end of the 1920s, surrendering treaty 

ports and concessions and relinquishing the legal and commercial privileges 

enjoyed by British fi rms and individuals.37 London’s incentives for retaining 

Hong Kong after World War II were very weak. This colony had become no 

more than a remote British outpost of little strategic interest and limited 
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10 Uneasy Partners

commercial value to the United Kingdom.38 The Chinese community sensed 

the United Kingdom’s lack of political commitment, which created an addi-

tional challenge for colonial offi cials seeking to maintain British rule.39

In dealing with external threats, the colonial administration felt it had 

little room for compromise. As Chapter III, “The Struggle for Autonomy” will 

argue, economic growth would have been crippled if the colonial administra-

tion had not battled successfully for the right to manage its fi nancial affairs 

and international trade policies with minimal interference from London. 

The colonial administration also had to defl ect threats from the Mainland, 

particularly after the Chinese Communist Party came to power in 1949. Here 

again, the complication was London, which had its own priorities in dealing 

with the Chinese government. 

To survive, the colonial administration had to make Hong Kong useful to 

the Mainland and its rulers. During the Cold War and Washington’s attempt 

to isolate the newly-established People’s Republic, the colonial administra-

tion helped Beijing to shelter its trade and fi nances from the United States’ 

embargo on all transactions with China. But the colonial administration also 

felt compelled to maintain its authority in the face of political pressures from 

Beijing, even at the risk of Sino-British confrontations. Chapter IV, “The 

Diplomatic Battles”, will recount how Hong Kong prospered when it managed 

the relationship with Beijing, but suffered considerable setbacks when the 

British Foreign Offi ce took charge. 

Big Business

In dealing with internal challenges, the colonial administration’s instinct was 

to disengage itself from the Chinese world. From the earliest days of British 

rule, colonial offi cials preferred to minimize the scope for confl ict with the 

Chinese population by using intermediaries. To the colonial administration, 

the business and professional classes seemed the group most fi rmly rooted 

in Hong Kong, with the biggest personal stake in its survival because of their 

investments and ownership of local assets.40 They also appeared entitled to a 

special voice in the conduct of public affairs because when Mainland or local 

political developments threatened British rule, they could be relied on to 

cooperate in keeping revolution and anarchy at a distance. Thus, the leaders 

of business and the professions were seen by the British as the best qualifi ed to 

be involved in the colonial power system. 

In place of democracy, colonial offi cials selected individuals from this 

group to represent the community, both in the legislature and in the Executive 

Council (the colonial equivalent of the United Kingdom’s Cabinet), and on 

the host of statutory bodies and advisory committees that made up Hong 

Kong’s system of “consultative” government. Over time, appointees came to 
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  Introduction — Against Great Odds 11

represent business interests, and “big business” in particular, rather than com-

munity concerns. The colonial administration portrayed itself as creating a 

capitalist meritocracy that was superior to conventional democracy. Its appoin-

tees were drawn from the wealthiest and most Westernized groups in Chinese 

society, and they constituted the “business elite”. This select group was made 

up of the families that owned the leading banking, commercial, industrial, 

and real estate enterprises, together with the senior executives of major public 

companies and principals of leading professional fi rms, and wealthy indi-

viduals with professional qualifi cations. The term “elite” is employed in this 

book in the same sense as has become the convention among Hong Kong’s 

social scientists. It embraces a concept widely employed and well understood 

(though not precisely defi ned) in Hong Kong.41 “Elite”, “business elite” and 

“business and professional classes” will be used interchangeably to refer to 

the individuals whom the colonial administration regarded as qualifi ed in 

terms of background and reliability to be co-opted into the power structure. 

Signifi cantly, these same individuals were Beijing’s preferred targets in identi-

fying appointees to the post-colonial power structure.42 

But the elite’s boundaries could be confusing, and there were confl icts 

within its constituent groups. For example, wealthy lawyers and medical prac-

titioners played prominent roles in the colonial power structure, but affl uent 

members of both professions also campaigned vigorously for political and 

social reforms and were not fully committed to the political partnership with 

colonialism. Similarly, some civil servants encouraged colleagues from the 

voluntary sector to use their access to the policy-making process in order to 

overcome the government’s reluctance to expand welfare facilities.43 Other 

professional groups — social workers and teachers in particular — became 

prominent adversaries of the colonial administration from the 1970s onwards. 

Thus, among the professional class, a signifi cant number supported liberal 

and reformist policies. Overall, however, only a minority of the professionals 

had the inclination or the moral courage to directly challenge the colonial 

and capitalist set-up, of which they were major benefi ciaries until the 1990s.44 

As a result of this alliance with the local elite, ordinary people hardly 

seemed to count. Indeed until the late 1950s, offi cials regarded the bulk 

of the population as sojourners who had fl ed the Mainland for temporary 

refuge from wars, revolutions and economic disasters, and who were not truly 

members of the community.45 Even when it became clear that the newcomers 

would not return to the Mainland, the colonial administration still refused 

to recognize that they had civil rights, and offi cials tried to stifl e political 

activism and block reform. The British lacked the confi dence to allow the 

public to participate directly in the political process, so Hong Kong remained 

a constitutional anachronism whose political arrangements remained virtually 

unchanged from the previous century until the fi nal decade of the colonial 

era. 
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12 Uneasy Partners

In fact, this system of co-opting the local elite had been created origi-

nally not for Hong Kong, but for the administration of the Indian Empire 

and Asian and African colonial possessions when their economies were still 

pre-industrial, commercially and technologically backward and burdened by 

poverty and social deprivation. Thus, Hong Kong was perpetuating a form 

of government that was thoroughly Third World long after it had become an 

affl uent, cosmopolitan First World city. Chapter V, “In Place of Democracy 

— A Privileged Elite”, will review the practical workings of Hong Kong’s politi-

cal arrangements and the areas in which they failed to contribute to good 

government. 

An Ideological Weapon

There was a clash between the colonial administration and the community 

over moral issues. Within the Chinese world, the citizens expected their rulers 

to exercise moral as well as political leadership. The remoteness of colonial 

offi cials from the Chinese world meant that they did not feel much identity 

with the community’s values and aspirations.46 Although an eminent academic 

has argued that “moral obligation” was the basis of the United Kingdom’s 

policy on the colony, the Chinese community did not believe the British ful-

fi lled their moral responsibilities towards Hong Kong.47 Formal acknowledge-

ment of moral obligations had not been entirely absent from offi cial rhetoric 

before World War II but it almost vanished in the second half of the twentieth 

century.48 As a matter of policy throughout its history, the colonial administra-

tion preferred to retreat from such obligations by extending its laissez faire 

philosophy to social affairs, thus disengaging itself from Chinese society. But 

British rule needed to be able to invoke some principles that would command 

majority support in settling political debates, particularly over the allocation 

of public resources. 

The colonial administration created a unifying ideology round two prin-

ciples. One was the rule of law. Until quite late in the colonial era, Hong 

Kong’s legal system seemed alien and therefore remote, irrelevant, and unre-

liable to the public at large. Nevertheless, even in the nineteenth century, the 

contrast between the legal system in Hong Kong and the breakdown of the 

Mainland’s courts and law enforcement agencies was very apparent, both to 

the working class and to intellectuals in the Chinese society of Hong Kong.49 

Furthermore, the promise of even-handed justice for all, however imperfectly 

fulfi lled, had an obvious appeal in a society where the courts seemed the only 

countervailing institution against the overwhelming power and privilege that 

race and wealth conferred on the ruling elite and its business allies. Public 

protests and political activism in the 1970s created an awareness of the rel-

evance of the rule of law to the rights of public assembly and freedom of 
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speech.50 By 1983, the rule of law had become an important feature of the 

political landscape.51 The 1984 Sino-British Joint Declaration and the prospect 

of coming under the authority of the Chinese Communist Party heightened 

concerns about civil liberties among a population that had sought refuge in 

Hong Kong from ideological turmoil and excesses. The public’s attachment 

to the rule of law as a means of protecting the Hong Kong way of life became 

an increasingly sensitive political factor as 1997 approached.52 

In terms of everyday politics, however, the second principle, that of laissez 

faire, was of much greater signifi cance. In the absence of democratic institu-

tions, the government’s partners were drawn overwhelmingly from the repre-

sentatives of the business elite and not from the community as a whole. The 

colonial administration could not ignore the danger of widespread political 

unrest if business and property interests were given the freedom to exploit 

the public at will. Adherence to the doctrines of laissez faire under its various 

post-war labels, including “positive non-interventionism”, enabled offi cials 

to resist pressures from the privileged business and professional classes. The 

colonial administration could appeal to the principles of laissez faire to fi x 

acceptable boundaries between public and private interests within a political 

system that was based on a partnership between colonialism and capitalism.

This strategy worked. Although the community at large did not approve 

the extensive infl uence and control that leading businessmen exerted over 

Hong Kong’s administration, laissez faire allayed public suspicions about the 

benefi ts that the business world enjoyed through its partnership with the 

government. In consequence, ordinary people felt little envy or resentment 

towards the affl uent, and the polling evidence showed a widespread public 

endorsement of laissez faire as the prevailing economic philosophy.53 Chapter 

VI, “Government and Business — A Rewarding Alliance”, will argue that 

laissez faire successfully prevented the outright plunder of public resources 

even though the business elite still enjoyed substantial opportunities to profi t 

handsomely from their involvement in the power structure. 

Dishonest Government

The pernicious consequences of the moral divide between the colonial rulers 

and Chinese society were most visible in confl icting attitudes towards corrup-

tion. Until the 1970s, British rule was incapable of guaranteeing honest gov-

ernment. The general public was bitterly resentful about the endless extortion 

it experienced in its daily contacts with government departments, but colonial 

offi cials dismissed its complaints as malicious or exaggerated. The average 

expatriate assumed that Chinese society was irredeemably corrupt but that 

the British themselves were largely untainted. To quote a confi dential govern-

ment report: “Bribery and corruption exist but so it does all over the East, 

where it is a national trait and is not regarded as amoral.”54 
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Corruption is frequently treated by social scientists as “rent-seeking” and 

as the inevitable and indeed rational response to oppressive governments 

that suppress legitimate business activities.55 The Hong Kong government, 

however, made the creation of a business-friendly environment its fi rst priority, 

and the lack of integrity within the Civil Service must therefore be attributed 

to the more basic causes of personal greed and administrative mismanage-

ment compounded by moral indifference. Integrity was further undermined 

by the government’s double standards when it came to law enforcement and 

by an offi cial inclination to tolerate whatever seemed good for the business 

community, regardless of the letter of the law.

Thus the colonial administration in general preferred to close its eyes 

to the dishonesty that proliferated in virtually every branch of government 

until 1974 when the Independent Commission Against Corruption (ICAC) 

was founded. Even when gross dishonesty was uncovered, offi cialdom tried 

to shrug off the consequent opprobrium, and Chapter VII, “The Business of 

Corruption”, will identify the governors who allowed corruption to fl ourish. 

Within the government itself, the lack of integrity led to open scandals, notably 

in the police force. This chapter will analyse the campaign by a handful of 

senior offi cers that put an end to colonial complacency on this issue. It will 

also recount how the private sector resisted efforts to eradicate malpractices 

which were the cause of major abuses particularly in the property sector and 

construction industry. 

A Chinese Victory

The United Kingdom had seized Hong Kong as part of its drive to force open 

China’s markets to British trade, and before World War II, Hong Kong had 

been integrated into the network of treaty ports along the China Coast.56 In 

these, foreigners were exempt from Chinese administration and were ruled by 

their own courts, and they were protected from the venality and collapse of law 

and order that plagued the Mainland during this period.57 Once the Chinese 

Communist Party came to power in 1949, Western commercial power in China 

evaporated. Foreign fi rms were forced to quit the Mainland but only after 

negotiations with the new rulers that were both commercially costly and per-

sonally humiliating for the expatriate executives who participated in them.58 

The foreign fi rms in Hong Kong that had specialized in serving the China 

market found it hard to survive after the outbreak of the Korean War and the 

imposition of a United Nations embargo on transactions with the newly estab-

lished People’s Republic of China.59 With the demise of the traditional China 

trade, the territory transformed itself into a manufacturing centre, in which 

few foreign fi rms were able to compete on equal terms with Shanghainese 
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and Cantonese industrialists. Nevertheless, the British still seemed powerful 

enough until the end of the 1970s. Early in that decade, four British fi rms 

were estimated to account for nearly half the capitalization of all publicly listed 

companies. A British critic complained of the enormous leverage they still 

exerted and accused British business of being “a tiny group that manipulates 

the money supply, the stock exchange and the government”.60 But their pre-

eminence was about to crumble. Within a decade several of the most famous 

British fi rms had been swallowed up by Chinese rivals, while the listed compa-

nies controlled by a single Chinese entrepreneur, Li Ka-shing, accounted for 

around 18 percent of Hong Kong’s total stock market capitalization, outstrip-

ping the largest British company.61 

In the battle for the commanding heights of the economy, the colonial 

administration could have intervened on behalf of the British fi rms for whose 

benefi t the colony had been established in the fi rst place. This is how offi -

cials would have been expected to behave during the fi rst century of colonial 

rule.62 But times had changed and colonial offi cials, certainly from the 1960s, 

had to convince the public that the government was committed to the com-

munity’s well being. Furthermore, it had its alliance with the Chinese elite 

to nurture, especially during the strains caused by the extremism of Mao 

Zedong’s Cultural Revolution, which swept the Mainland between 1966 and 

1976. 

The colonial administration did not try to rescue its compatriots, and the 

British management of the Hongkong Bank (The Hongkong and Shanghai 

Banking Corporation) took a similarly unsentimental attitude. Both the gov-

ernment and the bank preferred fl ourishing Chinese partners to ailing British 

fi rms that needed to be bailed out. In addition, expatriate entrepreneurs and 

executives frequently mishandled relations both with the Chinese commu-

nity in Hong Kong and with the Mainland authorities. Chapter VIII, “The 

Triumph of Chinese Capitalism”, will concentrate on the British survivors of 

this confl ict and the often considerable costs of beating off the challenges 

from their local rivals. 

Chapter IX will be devoted to the Hongkong Bank. This powerful colonial 

institution dominated the business scene throughout British rule. Its profi ts 

were assured by the privileged position it enjoyed thanks to the reluctance 

of the colonial administration to set up a modern system of central banking. 

The Hongkong Bank’s strength also refl ected its success in switching its focus 

from captive expatriate business to the new Chinese business empires that 

grew up after World War II. The Bank fought the colonial administration for 

control of key policies but with limited success. Before the end of British rule, 

it had been stripped of its profi table colonial prerogatives, and by this date 

had begun its own retreat from Hong Kong, having transformed itself under 

its new “HSBC” label into one of the world’s largest fi nancial institutions. 
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Shanghai’s Shadow

The contradictions and distortions created by colonial history were graphi-

cally illustrated by the role played in post-war Hong Kong by wealthy refugees 

from Shanghai. Hong Kong had long lived under the shadow of Shanghai, 

which acted as the “British beachhead” in China from 1860 until the People’s 

Liberation Army entered that city in 1949.63 Leading Shanghainese industrial-

ists sought to escape from civil war and communist nationalization of their 

assets by relocating to Hong Kong after World War II. They pioneered the 

creation of modern, large-scale textile production in Hong Kong and became 

prominent in the colonial power structure. This small group of well-educated, 

Westernized entrepreneurs has been given much of the credit for Hong 

Kong’s transformation into a world-class manufacturing centre after World 

War II. 

Chapter X, “The Shanghainese — Colonial Allies, Colonial Heirs”, will 

suggest that their contribution to Hong Kong’s economic development has 

been exaggerated. Nevertheless, they had a unique role in the alliances and 

antagonisms of colonial society. They preferred to fi nd their political and 

commercial partners among the expatriates and did not integrate with the 

Cantonese majority. Yet, they were disdainful of the racial barriers that had 

been a conspicuous part of colonial business life until their arrival. At the 

same time, they won political access and infl uence through cultivating British 

friends, and joined forces with British business in an unsuccessful campaign 

to induce the colonial administration to abandon its laissez faire principles. 

Senior British executives often had an almost sentimental attachment to their 

traditional partners from Shanghai. This chapter will show how some British 

fi rms paid dearly for retaining their links with the Shanghainese and ignoring 

the new generation of Cantonese tycoons. 

The Real Heroes

There was one confl ict that never emerged. The overwhelmingly Chinese 

population did not take direct retaliatory action for its exclusion from politi-

cal power or to redress the pro-business and anti-welfare bias in government 

policies. Instead, the people of Hong Kong transformed a war-ravaged colonial 

territory with uncertain political and economic prospects into “an island of 

stability and social progress, a model for anyone seeking to build a peaceful, 

prosperous and successful community”, to quote Christopher Patten, the last 

British Governor who went on to elaborate:64

The glitz of society life, the full throttle thunder of economic activity . . . 

tend to take the eye away from a vital part of Hong Kong’s story, the creation 
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of a resilient, sophisticated, highly educated society, ambitious to improve 

the lot of its members, caring to those in need, offering freedom to exercise 

abilities. How many would have predicted such an outcome from a com-

munity of refugees and merchant venturers ruled over by a colonial power? 

Denied the democratic institutions that resolve contests for power in 

modern states, Hong Kong made do with a political system that gave the 

individuals who dominated the business landscape a disproportionate rep-

resentation in the power structure. Polarization would have been natural 

enough under these conditions if it had not been for the social discipline 

and political maturity of the community at large. Despite the anachronis-

tic and increasingly ineffi cient political arrangements, the community as a 

whole avoided outright confl ict, whether with the colonial administration or 

with employers. 

Thanks to a keen collective social conscience, the people of Hong Kong 

made good the defi ciencies in the provision of essential social services by the 

colonial administration, which minimized its economic and social responsi-

bilities through invoking the laissez faire doctrines of the previous century. 

In the 1950s, when Hong Kong was hit by the abrupt and catastrophic loss 

of the China trade, hitherto its principal economic activity, spending on edu-

cation and other social services was minimal. In 1961, nevertheless, despite 

gross under-provision of primary school places and high fees, the urban male 

population was almost entirely literate.65 Hong Kong had escaped the danger 

of an illiterate work force ill-equipped to move beyond low-skilled, labour-

intensive manufacturing. By the 1960s, the quality of its factory workers was 

the highest in the Asian region — with the exception of Japan — in terms of 

cultural adjustment to the demands of industrial production and effi ciency in 

learning the skills required by such new industries as electronics.66

Similarly, in the fi rst post-war decade, the threats to the health standards 

of this largely immigrant and impoverished community were acute. A govern-

ment survey of school-age children in 1954 classifi ed “67% as nutritionally 

sub-normal”, with over 13 percent described as nutritionally “poor”.67 Yet, 

mortality from infectious and epidemic diseases was quickly slashed, and at 

least one measure of antenatal health exceeded United Kingdom standards 

in the 1950s, mainly because of society’s own health-consciousness.68 Social 

discipline and good sense transformed a fl ood of refugees of vastly different 

backgrounds, who spoke a variety of dialects, into a society more stable and 

law-abiding than most Western cities. 

Their civic virtues have been no less impressive. The population rarely 

took to the streets in violent protest.69 Its protests were mostly about practical 

matters, and even industrial disputes were infrequent, provoked mainly by 

unpaid wages. The work force bowed to the dictates of the market, shifted 
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jobs and learnt new skills as industries rose and fell. The community chose 

not to dispute the need to create an environment in which business could 

fl ourish, and the public made the most of their opportunities even though 

their political infl uence was small and their incomes failed to improve in line 

with overall economic growth.70 They managed to attain improved living stand-

ards because, in the face of severe political and economic obstacles, Hong 

Kong’s people did not make revolution, as the rest of China and most of Asia 

did in the fi rst three decades after World War II. They created instead, a First 

World economy fully integrated into global markets, and even in the absence 

of democracy, succeeded in establishing standards of personal freedom that 

were as high as anywhere in the Asian region. For this reason, there is no 

chapter in this book discussing confrontations between the community and 

its colonial rulers or their capitalist allies. But the community and its well 

being are the underlying themes of what follows. They deserved the best of 

governments and the most progressive of policies, and it is by these standards 

that the performance of their rulers is assessed in the rest of this book.
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Throughout the colonial era, sheer survival was an imperative even more 

compelling for Hong Kong’s colonial administration than for governments 

in most other political systems. Despite the glittering economic performance 

of Hong Kong during the fi nal fi fty years of colonial rule, and despite the 

remarkable political stability and social cohesion achieved during that period, 

the British never escaped from an awareness of how vulnerable their rule was 

to internal confrontation and external challenges. This sense of fragility inten-

sifi ed after Mao Zedong and the Chinese Communist Party came to power. If 

the British ever lost control, Hong Kong would simply revert to its original 

status as an integral part of China whose population had never ceased to form 

part of the Chinese nation — culturally and emotionally. The fear that Hong 

Kong might be taken over was shared, of course, by a majority of the popula-

tion, as opinion polls recorded until the very last days of colonialism.

A Tolerant People

Colonialism itself created a sense of insecurity among the alien rulers that 

was in surprising contrast to the reputation they had won for themselves. 

The colonial offi cials who administered Hong Kong have been hailed in 

almost mythical terms as “high-minded mandarins, who sought to achieve the 

Confucianist ideal of disinterested administration and paternalistic concern 

for the welfare of the society”.1 By the end of the colonial era, Beijing’s own 

commentators acknowledged the contribution made by the relatively small, 

highly-disciplined bureaucracy which had managed an increasingly sophis-

ticated community and its high-growth, export-dominated economy.2 These 

virtues did not prevent its members from being “aloof from the concerns of 

the multitude”, however.3 Their desire for disengagement from the Chinese 

community was a form of self-defence that led to the deliberate avoidance of 

responsibility for its economic and social well being. 
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Colonial rule never saw itself as capable of achieving a secure partner-

ship with the community at large. Expatriate offi cials, like their business 

counterparts, had great diffi culty in discarding the treaty port mentality that 

depended on compradors and other intermediaries to handle direct dealings 

with the Chinese world. Expatriate offi cials found it diffi cult to treat their 

Hong Kong colleagues in the Civil Service as equal partners until the last fi ve 

years of British rule. Society was to pay a considerable price for this mistrust 

of the people they ruled, as Chapter I, “The Colonial Culture and Its Siege 

Mentality”, and Chapter II, “Colonial Rule and Its Political Constraints”, 

argued. In particular, housing, health, schooling, and welfare services lagged 

well behind what Hong Kong could afford to provide throughout the second 

half of the twentieth century. 

The need for elaborate defences against the Chinese community was 

belied by the British experience of Hong Kong whose people were astonish-

ingly cooperative and should not have been feared or patronized. The public 

was very forgiving of the colonial administration’s errors and excesses.4 Hong 

Kong remained largely free from the levels of violence suffered by many Third 

World cities.5 Whatever the measure — revolution, riots, industrial disputes or 

crime — Hong Kong was a stable, law-abiding society that showed no interest 

in overthrowing the colonial regime or challenging its capitalist priorities.6 

Although British rule was buttressed by an armoury of repressive legis-

lation, the public’s cooperation with the colonial administration, its alien 

political institutions and unfamiliar laws cannot be attributed to coercion in 

the latter half of the twentieth century.7 There were more positive incentives 

for social stability. In part, British rule benefi ted from comparison with the 

wars and invasions, the natural disasters and political anarchy that so often 

overtook the Mainland in the nineteenth and twentieth centuries, as well as so 

many other Asian nations after World War II. Academics have also argued that 

the British came close to matching the standards of acceptable government 

set by Chinese traditional norms.8 On these comparisons, British rule was not 

intolerable enough to provoke insurrection.

More important still in maintaining stability, the community brought a 

disciplined maturity to Hong Kong’s complex circumstances and exercised 

an objectivity of judgment about its political and economic situation that 

allowed it to tolerate its highly adverse conditions. As prosperity increased, 

the public realized that the employers took a disproportionate share of Hong 

Kong’s wealth and had an unequal share of political power. No matter what 

the pressures and frustrations, nevertheless, the levels of social and labour 

unrest were extraordinarily low. Signifi cantly, even when wages stagnated 

and the gap between rich and poor widened still further, labour productivity 

rose substantially.9 At the same time, authoritative polling data showed that 

a majority of the population retained a strong sense of hope and well being  
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and a somewhat unrealistic optimism about their opportunities to advance 

economically and socially.10 

A Hostile World

While Hong Kong was a far more politically secure society than its British rulers 

ever permitted themselves to believe, externally there was an endless struggle 

for both economic and political survival in a hostile world. After World War 

I, Hong Kong’s foreign trade had been damaged as governments around the 

world sought to protect their domestic industries from foreign competition. 

In response, Hong Kong began to examine the merits of creating some form 

of Free Trade Area with southern China in the 1920s, a proposal that political 

circumstances made it impossible to implement. Not until after the British had 

gone was such an arrangement feasible, and a Closer Economic Partnership 

Arrangement (CEPA) was concluded in 2003 between the Central People’s 

Government and Hong Kong. However, even before World War II, colonial 

offi cials and leaders of the expatriate business community had publicly recog-

nized Hong Kong’s total dependence for its economic survival on China and 

the need to fi nd a new relationship with an increasingly self-assertive Chinese 

nation.11 Protectionism gathered new strength after World War II even among 

the world’s richest nations in the West, and they made considerable efforts to 

restrict Hong Kong’s exports. Economic vulnerability was aggravated by the 

Cold War and the United States’ efforts to curtail commercial and fi nancial 

transactions between China and the rest of the world until 1971. 

In the post-war world then, vulnerability seemed more diffi cult to manage 

than ever. Hong Kong had to create a stable relationship with China’s new 

communist leaders, to steer its own path through the Sino-United States 

hostilities during the Cold War, and to act as its own advocate in countering 

moves to block its access to markets in the West. And from year to year, there 

was no guarantee that Hong Kong would continue to be insulated from the 

radical fervour that was unleashed by the Chinese Communist Party’s mass 

campaigns on the Mainland. How to defend Hong Kong against these dangers 

was all the more diffi cult because Beijing refused until 1984 to recognize that 

the colonial administration had a legal status. 

It was far from certain, too, that the United Kingdom would fi nd it worth-

while to maintain its colonial presence in Hong Kong when it had withdrawn 

from the rest of the British Empire. An added complication was that a fre-

quently unsympathetic London had, constitutionally, total control over this 

colony. The colonial administration’s survival called for the ruthless pursuit 

of the maximum autonomy from London and a stubborn insistence on Hong 

Kong’s right to decide how best to deal with Beijing, as Chapter III “The 

Struggle for Autonomy”, and Chapter IV, “The Diplomatic Battles”, described. 
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In keeping London at bay, informal devolution was of the greatest impor-

tance. In this process, it helped that Hong Kong was too distant from the 

United Kingdom to be of any great strategic or economic value and that it 

was too remote to be of more than marginal interest to British voters. At 

the same time, colonial offi cials could not countenance retarding the Hong 

Kong economy to advance the interests of the United Kingdom. For example, 

the growth of Hong Kong as a manufacturing centre came at the expense 

of the cotton industry in the north of England. The colonial administration 

dared not rein in local textile manufacturers in order to safeguard the jobs 

of English workers. Similarly, the colonial administration could not afford to 

subordinate Hong Kong’s fi nancial interests to United Kingdom priorities, 

even if the direct consequence was to weaken the British pound and under-

mine the Sterling Area. 

With the exception of the period from 1982 until 1989, when, as Chapter 

IV described, London made most of the running in dealings with Beijing, 

the colonial administration showed an astonishing capacity for getting its 

own way. It is true that colonial territories generally tried to ignore London 

when its directives made little sense on the ground, but Hong Kong’s colonial 

offi cials behaved as if they had a mandate from the community to challenge 

British ministers and their offi cials, while governors were prepared to go their 

own way in defi ance not just of British policies but of the letter of the law (as 

Chapter III recorded).

Diplomats by Default

It was in the political sphere and the relationship with the Chinese govern-

ment that the importance of autonomy was most apparent. As long as the 

colonial administration was in control of dealings with the Mainland, a rela-

tionship was possible that took account of both Hong Kong’s requirements 

and China’s national interests. When the British Foreign Offi ce took direct 

charge of Sino-British negotiations in 1982 and sought to minimize Hong 

Kong’s own role, the colonial administration suffered a protracted erosion of 

its credibility. Its ability to govern effectively was damaged by the community’s 

conviction that colonial offi cials were colluding in the sacrifi ce of Hong Kong 

interests to benefi t the United Kingdom.

In creating a working relationship with Beijing, it helped that during 

the Japanese hostilities and China’s civil wars, Hong Kong had provided the 

Chinese Communist Party with a “base area” — to use Mao Zedong’s own term 

— separated from the main combat zones and had acted as a vital escape route 

when the Party was driven out of key Mainland strongholds.12 In base areas, 

Mao had laid down, economic toleration was to be practiced instead of strict 

communism.13 The Party applied this strategy to Hong Kong in the extremely 

Goodstadt_11_Conclusion.indd���214Goodstadt_11_Conclusion.indd���214 03/08/2012���7:59�AM03/08/2012���7:59�AM



  Conclusions — The Ideal Constituents 215

inhospitable international environment it faced after coming to power in 

1949. Its leaders grasped from the start how this British-run enclave would give 

the Mainland safe access to the hostile, capitalist world of the West throughout 

the Cold War.14 There grew up a reluctance to get rid of this insurance policy 

against isolation and encirclement by unfriendly foreign powers. The colony 

existed at the sufferance of the Chinese Communist Party and survived for so 

long because its leaders put national interests before ideological appearances, 

even when challenged by the former Soviet Union about such toleration of an 

imperialist presence on Chinese soil.15 When in 1982, it came time for Deng 

Xiaoping to fi x the date for the British departure, he proved in no greater 

hurry than previous leaders and laid down a fi fteen-year period of transition 

from British rule.16 

For half a century, a remorseless anti-colonial propaganda barrage cam-

oufl aged the China’s communist leaders’ clear understanding of how much 

the Mainland stood to lose if the British departed prematurely. Considerable 

evidence was presented in Chapter IV showing that confrontations with the 

Chinese authorities did no lasting damage to Hong Kong during the clashes 

of the 1950s, the Cultural Revolution or even the last fi ve years of British 

rule. There was a tacit understanding between Hong Kong offi cials and the 

Mainland authorities that allowed pragmatism to prevail. To have achieved 

this level of cooperation with a communist party that had come to power 

pledging to eradicate imperialism and capitalism was a remarkable diplomatic 

feat. For a colonial regime without any formal diplomatic representation of its 

own and often in direct confl ict with the British Foreign Offi ce, it was a signal 

triumph. 

No Place for Patriotism

The lack of loyalty to London displayed by colonial offi cials was matched by 

a similar lack of patriotic sentiment among colonial offi cials in dealing with 

their business compatriots. The average British fi rm never really came to terms 

with the Chinese world and its sense of cultural self-suffi ciency and superi-

ority.17 As late as the 1970s, nevertheless, British economic power seemed 

secure enough as Hong Kong’s seven largest conglomerates were still run by a 

socially superior, close-knit group of thirteen men, all but one of whom were 

from the United Kingdom.18 Within a decade, their dominance had been lost 

to Chinese businessmen. The colonial administration’s commitment to laissez 

faire and non-interventionism permitted it to remain a benign onlooker at 

the demise of famous British fi rms. Thus, it did not have to jeopardize its 

credibility with the community by rescuing British commercial interests, as 

Chapter VIII, “The Triumph of Chinese Capitalism”, explained. 

It was the Hongkong Bank, the second most powerful British institution 

in the territory after the colonial administration itself, that illustrated most 
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starkly how colonial survival depended on discarding expatriate obligations 

and cultivating a Chinese constituency. Its management put profi ts before 

patriotic sentiment and fi nanced its Chinese clients as they harried major 

British fi rms. In its turn, the Hongkong Bank was to experience a similarly 

unsentimental treatment from colonial offi cials. Until the 1980s, there had 

seemed no end to the bank’s ability to profi t from the government’s reluc-

tance to abandon its opposition to modern central banking and its consequent 

dependence on the Hongkong Bank. But this anachronism was not so much a 

matter of sentiment as the result of a misplaced attachment to laissez faire. In 

the end, the Hongkong Bank was unable to resist surrendering its privileges 

because, as Chapter IX, “The Hongkong Bank — The Ultimate Survivor”, 

explained, the government was compelled by changing market conditions to 

accept direct responsibility for monetary affairs. The stability of the exchange 

rate after it was linked to the United States dollar in 1983 counted much more 

with offi cials than consistency with their previous dogmatic rejections of a 

monetary authority.

The Shanghainese illustrated how perilous the associations of the past 

could be for the expatriate. After World War II, the average colonial offi cial 

and British businessman both felt more at home with the Westernised 

Shanghainese immigrants than with their Cantonese counterparts. The 

colonial administration’s faith in its Shanghainese friends had some justifi ca-

tion. They made a major contribution to Hong Kong’s transformation into a 

world-class manufacturing centre. They also provided a pool of textile exper-

tise that the government exploited in the early battles against overseas restric-

tions on Hong Kong’s exports. But they also, unintentionally, harmed their 

British business partners. The case studies in Chapter X, “The Shanghainese 

— Colonial Allies, Colonial Heirs”, illustrate how Shanghainese connections 

discouraged British fi rms from adjusting to the new Hong Kong where the 

Cantonese were to dominate the creation of wealth. Ironically, in the post-

colonial era, Shanghai came to be perceived as the principal threat to Hong 

Kong’s future. The conviction quickly gained ground after 1997 that Shanghai 

would soon outclass Hong Kong, as it had done before 1949.19 

Distaste for Democracy

The successful struggle for autonomy and the rejection of patriotic obligations 

did not make Hong Kong any less colonial in character. Even liberal-minded 

foreigners were easily seduced by the comforts of the expatriate’s lifestyle into 

ignoring the darker side of colonial rule, as a distinguished English sinologist 

complained.20 Colonial offi cials carefully isolated themselves, socially as well as 
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politically, because they felt so unsure about the attitudes and aspirations of 

the community at large. They retained, largely unchanged, the political insti-

tutions and the laissez faire economic and social policies from the nineteenth 

century until the closing years of British rule. This conservatism was not 

imposed by London, contrary to a widespread assumption.21 On the contrary, 

it refl ected the ideological preferences and the bureaucratic convenience of 

colonial offi cials. 

The distaste for democracy revealed the fundamental confl ict between 

colonialism and Chinese society. It refl ected the deep misunderstanding 

and mistrust of the Chinese world that prevailed among the tiny group of 

expatriates who ruled Hong Kong, and whose behaviour was explored in 

Chapter I. They manipulated London in order to secure exemption from the 

policy of political reform applied to the rest of the colonial empire by the 

post-war Labour government. Instead of elections, the British rulers preferred 

to co-opt local partners whose cooperation would be based on motives that 

were solidly self-serving. The colonial administration thus formed an alliance 

with the business and professional classes to which it clung until almost the 

very end. From the British, this elite gained admission to the power structure, 

which it was able to exploit for direct personal and commercial advantages (as 

Chapter VI, “Government and Business — A Rewarding Alliance”, pointed 

out). In return, the British drained off from the Chinese community in the 

earlier decades of their rule infl uential individuals who could have acted as 

political rivals to the colonial administration. Increasingly in the post-war 

period, however, the British were recruiting individuals whose wealth and 

success were not accompanied by any signifi cant political infl uence within 

the Chinese community. At best, their Chinese identities allowed these British 

appointees to win a hearing from the Chinese community for their colonial 

allies in a crisis. 

The partnership with the elite coloured almost every aspect of Hong Kong 

political life and ensured that business enjoyed a highly privileged position on 

the political agenda. Social policies were subordinated to the goal of creating 

a business-friendly environment. Over much of the post-war period, the public 

sector was deprived of the resources needed to fully meet the requirements of 

a high-growth, rapidly modernizing urban economy. At the same time, offi cials 

bowed to business pressures and tolerated wholly inadequate self-regulation 

of the banking and securities industries and extensive monopolistic practices 

throughout the economy. Furthermore, the colonial administration showed 

considerable trepidation about tackling malpractices and corruption within 

the private sector. In short, collaboration between colonialism and capitalism 

was sustained at the expense of the community as a whole. 
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Ethical Boundaries

Nevertheless, the British were never at the mercy of the business and profes-

sional classes. The colonial administration shared power only grudgingly with 

its appointees (as Chapter V “In Place of Democracy — A Privileged Elite”, 

recounted). Furthermore, the colonial administration was not prepared to 

risk its ability to govern through proffering unlimited generosity towards the 

elite. Here again, autonomy from London was of great importance. When the 

Labour government had expanded the state’s grip on the United Kingdom’s 

economy after World War II, the colonial administration did not follow suit. 

Instead, it chose to abandon the sweeping powers it had acquired during the 

wartime emergency, even though trade and exchange controls had proved 

invaluable in protecting the infant textile industry against shortages of raw 

materials and mounting Japanese competition in the early 1950s.22 Colonial 

offi cials ignored prevailing economic fashions in the United Kingdom and 

the rest of Asia and returned to traditional laissez faire doctrines. 

Adherence to social as well as economic non-interventionism shaped the 

nature of British rule and allowed the colonial administration to defi ne its 

own responsibilities. Laissez faire was used as an excuse for treating welfare 

needs as a residual consideration, which satisfi ed the business and profes-

sional classes.23 But rejection of direct government responsibility for economic 

management also allowed the colonial administration after World War II to 

resist pressures from the elite for subsidies, investment incentives, and govern-

ment-funded development programmes. And when political circumstances 

required, laissez faire doctrines did not hinder the government from social 

improvement programmes. Chapter VI, “Government and Business — A 

Rewarding Alliance”, argued that, in this way, laissez faire came to defi ne the 

frontiers between public and private interests and to set limits to the elite’s 

ability to exploit its powerful position in the colonial power structure. 

Yet, laissez faire doctrines led to a moral ambivalence that obstructed 

enforcement of the law and encouraged administrative practices that under-

mined honest government, as Chapter VII, “The Business of Corruption”, 

explained. Nevertheless, the colonial administration could not abandon laissez 

faire without endangering its credibility in an increasingly well-informed and 

sceptical political environment. As several chapters have shown, its antiquated 

doctrines were indispensable if the colonial administration was to resolve the 

confl icts within the political system and resist the pressures from competing 

interest groups that in a modern political system should be settled at the 

ballot box. 
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Blaming the Victims

A widespread tendency has been to suggest that if there was much amiss with 

the way Hong Kong was run, the Chinese community should take the blame 

because it got the sort of political and social conditions that were the natural 

consequence of its Confucian traditions. Furthermore, Hong Kong people 

were depicted as driven by an obsessive materialism that made them put 

personal wealth ahead of all other goals.24 Assertions of this sort were discred-

ited by the rapid development of conventional party politics after publication 

of the 1984 Sino-British Joint Declaration. Nevertheless, not until after the 

colonial era did a senior offi cial condemn “the patronising canard that Hong 

Kong people are only interested in money, and not politics”.25 By this date, the 

public was under attack for being too interested in politics, as members of the 

elite feared that their coalition with the business-friendly government would 

be threatened if the community were given a larger role in running Hong 

Kong by way of elections.26 

The victims were also blamed for their own social plight. The lack of statu-

tory protection for the labour force in the form of redundancy and similar 

benefi ts was explained away in earlier decades by traditional Chinese social 

attitudes which, allegedly, made both employers and employees resistant to 

reform. In addition, Chinese workers were said to be ready to accept almost 

any working conditions provided they could take home the largest possible 

pay packet.27 Even in more sophisticated and sympathetic analyses, economic 

motives were seen as the main driving force in Chinese society. For example, 

it was claimed that in Hong Kong the primary commitment of mothers was 

to “wage earning work rather than to the nurture and raising of her child 

or children”.28 In fact, the statistical evidence showed a somewhat differ-

ent picture. Women left the labour force relatively young to care for their 

children. They returned to the labour force when their children no longer 

required full-time care from their mothers out of economic necessity rather 

than from a desire to pursue their careers.29 

The drive to earn was not a matter of choice for the average family, which 

knew how easily poverty could overtake its members despite four decades of 

sustained economic growth.30 Hong Kong, after all, was a place where, at the 

end of the twentieth century, the theory could be advanced in all serious-

ness that inadequate social services were “an important component of [Hong 

Kong’s] ticket to prosperity” because “if food and shelter are easy to come 

by, then people will not work hard”.31 Offi cials stuck to this attitude during 

the two recessions that struck the new Special Administrative Region, and the 

unemployed were blamed for being unable to fi nd work. Although less than 

20 percent of the jobless received social security benefi ts, they were portrayed 

as “lazy, morally weak, irresponsible and potentially damaging to society”.32 
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The Case for Reforms

The most serious charge that can be levelled against the “consultative” govern-

ment to which colonial offi cials clung so long was how little the elite contrib-

uted to the quality of government. Similarly, the strongest case in favour of a 

directly-elected legislature was not the citizen’s theoretical right to democracy, 

but the manifest ineffi ciencies of the appointed system. The appointees con-

tributed little to ensuring that the colonial administration avoided erroneous 

economic policies, established modern regulatory systems, maintained fair 

and competitive markets, or even provided honest government. The post-war 

record was replete with business scandals and market failures that were almost 

all avoidable and which pointed both to offi cialdom’s unwillingness to learn 

from past experience and to the business elite’s determination to minimize 

government regulation of markets. Only elected institutions can guarantee 

open and accountable government. In the absence of representative govern-

ment, there were no signifi cant penalties for political failure, for administra-

tive mismanagement, or for personal incompetence. 

This sorry state of affairs would not have mattered after 1997 if so much 

of the colonial structure had not been retained intact by the Basic Law. This 

post-colonial, mini-constitution imposed legal obligations on the post-colonial 

administration to adhere to a stricter interpretation of non-interventionism, 

small government and low taxation, and the other doctrines of laissez faire 

that the British had espoused. It also enlarged the role of the business elite 

in the power structure. In fact, the Chinese government and its business allies 

in Hong Kong had misread the British record. The principles, policies and 

political arrangements of the past had not been carefully crafted to create 

the ideal environment for capitalist growth or to deliver a docile work force 

undistracted by notions of democracy or social justice. Their purpose was to 

overcome the threats to the colonial administration’s ability to rule a British 

enclave always at risk of being overwhelmed by the Chinese world. Nor was it 

true that the last Governor’s limited political reforms were a plot to under-

mine the post-colonial government. The British unfortunately had preached 

so hard against progress towards democracy since World War II that serious-

minded observers refused to believe that he was promoting reform for its own 

sake rather than engaging in gesture politics.33 The reality was that, by the 

1990s, it was obvious that without an expansion of the public’s participation 

in the process of government, the credibility of Hong Kong’s political institu-

tions could not be maintained and there would be a crisis of governability.

Of course, a co-opted elite, laissez faire and non-interventionism had 

been part of a historical formula that had enabled the colonial administra-

tion to create an environment in which a Chinese community had achieved 

remarkable progress. But they were not essential conditions for economic 

progress in a Chinese setting. As the experience of Singapore indicated, an 
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equal degree of economic progress and social stability could be achieved even 

when a popularly-elected government abandoned laissez faire and espoused 

social reforms and economic development simultaneously. 

Confl icting Agendas

The post-colonial administration realized very quickly that the system that 

the Basic Law had entrenched did not eliminate clashes and contention or 

enlarge the capacity for cooperation and collaboration. The confl ict between 

business interests and the community’s well being was in fact intensifi ed. 

The new government did not have to appease the population as a whole or 

compete for its good will against the Chinese Communist Party as the colonial 

administration had done. The territory was now returned to the motherland, 

and there should be no more threat of divided loyalties or internal disaffec-

tion.34 From the business elite’s standpoint, there was no longer any excuse 

for not giving top priority to its agenda especially after Hong Kong suffered 

two recessions during the fi rst fi ve years of post-colonial existence. Business 

leaders, therefore, felt entitled to demand generous government support to 

promote business and encourage investment, and they were relatively success-

ful, as Chapter VI recorded. The public reacted with considerable outrage. 

They saw the government as swayed by businessmen, and the community 

regarded this group as opposed to political reforms and lacking in a sense of 

social responsibility.35 

A wide gap emerged between the government’s agenda and the com-

munity’s expectations. Opinion surveys showed that more than 90 percent 

of the population regarded the provision of medical services for the general 

public and adequate care for the elderly as the fi rst two obligations of the gov-

ernment, followed by decent housing for all, which was supported by almost 

80 percent. Well over 60 percent of the population believed the government 

should pursue full-employment policies and provide direct assistance for the 

unemployed and for low-income families.36 The fi rst Chief Executive’s pro-

gramme did not match these community priorities, but retreated from direct 

provision of public housing and social services. In 2001, “only a miniscule 

8.6 per cent” of the community believed Tung Chee Hwa’s initiatives were 

for “the benefi t of the people of Hong Kong”. Almost 30 percent thought 

that “business corporations” were his intended benefi ciaries, while 22 percent 

regarded his motive as seeking to “ingratiate himself with Beijing”.37 

This outcome was not surprising given the substantial changes that Tung 

made to long-standing government programmes. In 2000, a new hospital 

policy was announced that imposed fi nancial restrictions on patient access 

to treatments of preference despite the statutory obligation on the Hospital 

Authority “that no person should be prevented, through lack of means, from 
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obtaining adequate medical treatment”.38 Funds would no longer be available 

to supply pacemakers, for example, or the provision of drugs required for the 

effective treatment of such conditions as hepatitis, breast cancer, leukaemia, 

and multiple sclerosis. Patients would have to fi nd the money themselves or 

turn to charitable foundations.39 A similar situation was true of the elderly. 

The Chief Executive pledged to “show more concern for the elderly, take 

better care of them and reciprocate their contributions to our society”.40 

Nevertheless, fi nancial restrictions led to a decline in the availability of elderly 

services. And despite serious complaints about the quality of care facilities, 

the government persisted in allocating the management of homes for the 

elderly by competitive tender.41 Professional social workers believed that the 

commercialization of these services would endanger their quality, regardless 

of offi cial reassurances to the contrary.42 

In the fi eld of public housing, the Chief Executive identifi ed the middle 

class as the group he most wanted to benefi t from his ambitious housing 

targets. Expensive housing “is not good for the society as a whole,” he had 

declared, “because middle class people with the dream of home owner-

ship see their dream evaporate away”.43 As Chapter VI recounted, Tung was 

blamed personally for the collapse of the housing market which wiped out 

a substantial proportion of the value of the middle class’s principal invest-

ment. Subsequent efforts to rescue the market in response to pressures from 

property tycoons included a radical retreat from traditional public housing 

commitments, which added to the dissatisfaction of ordinary families already 

suffering from record levels of unemployment, falling wages, and increasing 

hours of work.44 On the employment front, Tung and his team fell far behind 

public expectations as unemployment soared and the jobless suffered increas-

ingly tight restrictions on their access to social security during Hong Kong’s 

worst depression for half a century.45 

Education was another area where the Chief Executive’s policies managed 

to alienate both the middle classes and the population at large. There was 

wide agreement among the community that the educational system required 

change, and the post-colonial administration embarked on an overhaul of all 

aspects of the system.46 Most of the major innovations provoked considerable 

controversy: restrictions on the use of English in secondary schools, language 

profi ciency tests for teachers, the creation of elite “direct subsidy scheme” 

schools, and changes in the length of undergraduate degrees, to name only a 

few. Overall, the educational initiatives left the public unimpressed. There was 

a widespread lack of confi dence in both the direction of the new policies and 

their probable outcomes. This discontent was particularly marked among the 

best educated, the middle-aged, and the middle class groups. One measure of 

their acute dissatisfaction was that some 60 percent in this group intended to 

send their children to foreign universities, compared with 35 percent in the 

lowest income group.47 
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A particularly damaging controversy was over proposals to slash funding 

for universities. The Chief Executive had assigned a key role in his vision of 

Hong Kong’s future prosperity to the development of a “knowledge economy”, 

with university excellence and longer fi rst degree programmes making a 

major contribution. In 2003, severe fi nancial constraints were imposed on 

tertiary education. After already absorbing a 5 percent reduction in recur-

rent expenditure, universities were asked to accept another 10 percent cut 

for the following year, with further unspecifi ed reductions to follow. Public 

funding for sub-degree courses and taught postgraduate degrees was with-

drawn. 48 The government saw no contradiction between declaring a “strong 

conviction that education is an investment that is of the utmost importance 

to us in this knowledge age” and, in the same statement, offering a vague and 

unconvincing pledge that forthcoming fi nancial cuts would “not affect the 

core activities and the quality of education of the universities”.49 There could 

be no hiding the adverse consequences that would follow the government’s 

failure to provide the resources the universities needed to add an extra year to 

the length of an undergraduate degree or to achieve excellence in advanced 

studies and research.

Wooing the Middle Classes

As the diffi culties of the post-colonial administration increased, the Civil 

Service rapidly lost its reputation for excellence.50 The Basic Law had 

retained intact the Civil Service, its personnel, its structures, and the existing 

machinery of government.51 As Chapter V explained, however, the fi rst Chief 

Executive became disenchanted with Hong Kong’s previous arrangements by 

which senior offi cials undertook ministerial roles: drafting policy proposals, 

presenting them to the public, steering them through the legislature, and 

then implementing them. He preferred to entrust these functions to his own 

team of “ministers” — individuals who would be appointed and dismissed by 

him subject to Beijing’s approval. 

From the start, the public was unimpressed by both the concept and 

the fi rst appointees.52 The justifi cation for the ministerial system was that the 

set-up inherited from the past had failed to deliver the quality of governance 

expected or, indeed, to maintain the standards of the past. But the “ministers” 

did not bring early relief, as Chapter V discussed in some detail. The new 

system did not lead to the prompt removal of offi cials who had forfeited the 

public’s confi dence. Their management of the SARS epidemic was bitterly 

criticized. “Ministers” failed to handle the community’s expectations adroitly 

enough to avoid serious confrontations with Beijing, both in dealing with 

Article 23 of the Basic Law and its requirement to enact national security leg-

islation and in managing further progress towards democracy.
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As the government’s performance continued to deteriorate and its cred-

ibility declined still further, the leadership in Beijing and Hong Kong decided 

that the middle class was the crucial political factor. This analysis had a certain 

logic. While the community as a whole had become very cynical about Hong 

Kong’s political institutions, the middle class became the “most disgruntled 

and anxious” of all social groups. Its members’ confi dence in the career pros-

pects and personal prosperity they had taken for granted in the past had been 

shattered by the economic recessions of recent years.53 Moreover, these were 

the entrepreneurs and professionals who had not taken advantage of their 

capital and their “portable” qualifi cations to join the exodus from Hong Kong 

in search of more secure homes overseas during the transition to 1997. They 

had committed themselves to a future in the Special Administrative Region 

and found their hopes disappointed.

After claims that the half million protestors who marched on 1 July 2003 

were mostly drawn from the middle class, offi cials rushed to woo this group.54 

China’s President Hu Jintao used a personal meeting with Hong Kong’s 

richest families to urge them into an alliance with the middle class, and 

the same message was relayed by other Mainland offi cials.55 The two largest 

political parties which supported Tung and his administration responded to 

Beijing’s call and promised to extend their appeal to the middle class voter.56 

The Chief Executive made a personal appeal for their cooperation, declaring 

“that only a stable and fully confi dent middle class will guarantee the stabil-

ity and prosperity of Hong Kong”. He pledged “to involve more middle class 

people in political affairs”. However, this increased participation would not 

come through meeting their demands for greater democracy. Instead, “we will 

appoint more middle class managers and professionals into the Government’s 

advisory boards and committees”.57 

This offer showed the limitations of the government’s political analysis. 

Offi cials had previously highlighted in public the very high proportion of 

places on the government’s fi ve hundred advisory committees and statutory 

boards allocated to executives and professionals.58 Appointment to these 

positions of privilege and infl uence had failed to convince the middle class 

that “consultative” government was meeting Hong Kong’s needs and was an 

adequate substitute for more democratic political institutions. The strategy 

of wooing the middle class, instead of seeking to mobilize support from the 

public as a whole, revealed how deeply mistrust of the community at large had 

become embedded in the Hong Kong political system. 

It was, furthermore, an expansion of a strategy that had already failed 

in the past. The British rulers had always relied on the business and profes-

sional classes to buttress the colonial administration in the absence of democ-

racy. Yet, the British had failed to prevent younger members of these classes 

from becoming severe critics of colonialism in the 1970s, and Chapter II, 

“Colonial Rule and Its Political Constraints”, discussed the case of the Hong 
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Kong Observers and their open challenges to expatriate offi cials. During 

that decade, many members of the middle class took leading roles in social 

action campaigns. In the 1980s, they became leaders of the emerging political 

parties and pressure groups that sprang up as the Sino-British negotiations 

on Hong Kong’s future began in 1982. Political activism spread even further 

within the middle class after 1997 because of disenchantment with the gov-

ernment’s performance and anxiety about its reluctance to protect the Hong 

Kong way of life against Mainland pressures.59 The thread that ran through 

all these political experiences of the middle class was the commitment of its 

members to the community’s well being. They had a large sense of respect 

and responsibility towards the rest of society, especially to its underprivileged. 

They were the last group in Hong Kong that was likely to be swayed by 

government appeals to their narrow class interests or to forget their decades 

of involvement in campaigns for social progress and political reform. Its 

members, like the rest of the community, had discovered very quickly after 

1997 that a business-dominated government was no guarantee of a fl ourishing 

economy or even of the effi cient management of the public sector. Senior 

offi cials appeared not to have realized that, in common with the rest of the 

community, the middle class had lost confi dence in the elitist system inherited 

from the colonial era and which relied on co-opting the business and profes-

sional classes into the power structure. 

Basic Tensions

The political strains that proved so diffi cult to resolve in the post-colonial era 

were aggravated by a failure to recognize the quality of Hong Kong’s people 

and their obvious capacity to run their own affairs on the same democratic 

basis as any other First World city. There was a continuous erosion of the 

government’s political credibility because of the daily disappointment of 

the community as a whole with the performance of an administration that 

adopted policies so much at odds with the community’s own expectations. 

Discontent was aggravated by poor management of such emergencies as the 

1997 outbreak of avian fl u and the SARS epidemic of 2003. Prolonged and 

unprecedented economic recession led to further disenchantment with Hong 

Kong’s leadership. Public concern mounted with the failure of offi cials to 

take a tougher stance towards Beijing over such issues as the independence of 

the local courts, national security legislation, and political reforms. A chronic 

inability to deal effectively with Hong Kong’s crises discredited the argument 

that the quality of government was best guaranteed by restricting the role of 

direct elections and postponing the introduction of democracy. Protracted 

economic stagnation made a mockery of claims that the business elite were 

the ideal rulers for Hong Kong.

Goodstadt_11_Conclusion.indd���225Goodstadt_11_Conclusion.indd���225 03/08/2012���7:59�AM03/08/2012���7:59�AM



226 Uneasy Partners

The post-colonial political arrangements did not provide effective mecha-

nisms to resolve the underlying tensions, as Chapter IV explained. The Basic 

Law had actually reduced the modest level of popular representation in the 

legislature at the end of British rule and had signifi cantly curtailed its powers 

to challenge the government.60 The business elite had become the dominant 

player in the political system. Previously, the Civil Service had been forced 

for the sake of its own survival to set clear limits to the power of the elite and 

its infl uence over the government. Now business interests were in a position 

to dominate the political structure because of the Basic Law’s arrangements 

for the selection of the Chief Executive and the election of the legislature’s 

functional constituencies (in addition to the veto power it conferred on those 

constituencies). Senior offi cials lost the last of their role as “gatekeepers” with 

the appointment of “ministers” who were to be responsible both for deciding 

policy and for mobilizing political support for the government. Un-elected 

bureaucrats had been replaced not by elected legislators but by appointed 

“ministers”. 

The Basic Law was designed to postpone the introduction of full democ-

racy, but there was nothing in its provisions to prevent the post-colonial 

administration from making the political system more inclusive and more rep-

resentative. The government preferred, however, to expand the elite’s already 

extensive political infl uence still further, which made public resentment hard 

to avoid. As was noted earlier in this chapter, the community became con-

vinced that business interests were paramount in determining government 

policies. The protest march by at least 500,000 people on 1 July 2003 and a 

similar number a year later highlighted the political costs of the exclusion of 

the public at large from direct participation in the political system. Beijing 

was reluctant to change political arrangements which, Chinese offi cials 

believed, had worked well under British rule without democratic innovations. 

The priority for China’s leaders was to preserve the dominant role of the 

business and professional classes, and to convince Hong Kong to concentrate 

on economic progress rather than political development.61 When the public 

consultations began in late 2003 on how to implement the Basic Law’s provi-

sions for full, direct elections for the legislature and the selection of the Chief 

Executive after 2007, Beijing openly intervened to quash Hong Kong expecta-

tions of rapid movement towards a higher level of democracy.62 Political con-

frontation with Beijing had not disappeared with the end of colonialism.

An Intractable Majority

Beijing’s intervention meant that the 2004 elections would have a very limited 

impact: the quality of governance over the next four years rather than the 
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principles for political reform. A commitment to democracy, nevertheless, 

remained the fi rst priority for the electorate. As in previous elections, an 

intractable majority ignored the Chinese Government’s pressures and sup-

ported candidates pledged to the early implementation of universal suffrage. 

These won 58 percent of the total votes for directly-elected seats and over half 

the votes in functional constituencies but, because of Hong Kong’s restric-

tions on popular representation, only 25 of the 60 seats in the new legislature. 

All the same, the message was plain. Neither the bungling and misconduct 

within the largest pro-democracy party nor a year of intense anti-democratic 

propaganda from Mainland offi cials and their Hong Kong proxies had shaken 

this preference for democracy.

Because Beijing had made political reforms such a distant prospect, 

voters in the direct elections also looked for legislators who seemed capable of 

contributing to the better government of Hong Kong. In some cases, success-

ful candidates had established reputations as unrelenting critics of offi cial-

dom who refused to be intimidated by either legal or physical threats. Strong 

democratic credentials were not always essential as in the case of the fi rst post-

1997 President of the Legislative Council who profi ted from a reputation for 

integrity and even-handedness.

The 2004 elections left the system of functional constituencies totally 

discredited. Of the 15 seats directly allocated to business corporations, asso-

ciations and representatives, 9 went uncontested without even a pretence of 

democracy. A mere 275 voters elected as the fi nancial services’ representative 

an individual expelled from the legislature in 1998 after being sentenced to 

prison on forgery charges. Yet, no matter how tarnished the functional constit-

uencies became, the Chief Executive had a powerful incentive to retain them 

as long as possible. They elected 23 supporters of the Government compared 

with only 12 pro-government legislators who managed to win directly-elected 

seats.

But expediency had its limits. Even the main business party recognized 

that success in direct elections had become essential for political respectabil-

ity. The public accepted the case for credible business voices in the legisla-

ture, and the party won its fi rst two directly-elected seats with candidates who 

had served as Executive Council members. Repeated claims by Beijing and 

Hong Kong offi cials that business candidates could not hope to capture the 

popular vote had proved as ill-founded in Hong Kong as they would be in any 

other advanced urban society. But there were still no signs that the leadership, 

either in Beijing or Hong Kong, was prepared to trust the good sense of the 

ordinary voter and accept the case for universal suffrage.
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228 Uneasy Partners

Ideal Constituents

Reunifi cation with the Mainland was supposed to have made Hong Kong 

people masters in their own house. In consequence, Tung and his team faced 

an entirely different array of political challenges and public expectations from 

their predecessors.63 Yet, the political arrangements that left it to the govern-

ment to decide who would be appointed to represent the community had 

been borrowed from the colonial past. Why did an administration based on 

the principle of “Hong Kong people ruling Hong Kong” require intermediar-

ies to deal with its own Chinese people? Why not let the community speak for 

itself directly in a way that had not been achieved under colonialism? Tung, 

however, chose to minimise contact with the legislature and spurned its “pro-

democracy” members. His political credibility collapsed as he disappointed 

the wider community’s expectations and ignored its aspirations. Yet, it was 

only after the Chinese leadership decided he was beyond salvation and had 

publicly rebuked him that he resigned in March 2005. 

Offi cial misgivings about allowing the community greater and more 

direct participation in managing Hong Kong affairs were wholly unjustifi ed. 

It was the living standards of ordinary men and women that bore the brunt of  

economic recession after 1997. But this sudden blow to their well being did 

not lead them to call for radical political changes, and they appeared more 

“conservative” in their political outlook than the middle class. Complaints 

were widespread but expressed by the general public with moderation. They 

were anxious about reductions in government spending but were grateful 

for the housing and social services still available to them. They were realistic 

about the limited opportunities for infl uencing a business-dominated govern-

ment. They were increasingly suspicious of the elite but did not call for an 

end to capitalism or the extensive redistribution of wealth.64 Chinese society 

in Hong Kong had grown sceptical, critical, increasingly sophisticated and 

demanding. It was more and more willing to participate in public protests and 

demonstrations from the 1970s, but it rarely stepped outside the limits of what 

has been termed “polite politics”.65 

There was never any need for the rulers to keep the people of Hong 

Kong at a distance or to exclude them from participation in government. 

They deserved, rather, to be respected by offi cials and by business leaders 

alike as model citizens. It would have been hard to fi nd anywhere a society 

more socially responsible and tolerant, more politically mature and self-

reliant, or a people easier to serve and rule. They were ideal constituents, 

the secure foundations on which Hong Kong’s success had been built despite 

the economic turbulence and political uncertainty of the second half of the 

twentieth century. They had preserved these characteristics in the transition 

to the new Special Administrative Region. In consequence, the challenge for 

Hong Kong’s rulers did not change at the end of the colonial era in 1997: 

how to serve a people whose exceptional qualities entitled them to the best of 

governments.
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