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The Politics of Laissez-faire

Hong Kong's Sirategy of Industrialization
in Historical Perspective

Abstract

In contrast to other late-industrializers, the colonial state of Hong Kong
never pursued, nor even attempted, an interventionist development strat-
egy during Hong Kong's postwar industrial take-off. In particular, it
never interfered with the inter-sectoral flow of resources and did not
provide special aid for the development of manufacturing industries.
This paper argues that part of the cause of the (comparatively) more
thorough adoption of a laissez-faire approach to industrialization can be
found in the financial capacity of the state. Both the capitalist and the
colonial nature of the Hong Kong state led to a low level of financial
capacity. The other condition for lnissez-faire in Hong Kong was the partic-
utar configuration of the governing coalition. When manufacturing in-
dustry was about to ‘sprout’ in the 1950s, the state’s dominarnt coalition
pariner was the financial and commercial bourgeoisie while manufactur-
ers occupied a marginal position in the power structure. The second part
of this paper attempts to substantiate these contentions by taking a fresh
look at two policy episodes surrounding the issues of industrial land and
finance. It is argued that in both cases a combination of fnancial con-
straints over the state and the alliance between the colonial bureaucracy
and the leading commercial and financial bourgeoisie worked to defeat
both proposals for state allocation of industrial land at preferential terms
{instead of by the market at the going rate through public auctions), and
for the establishments of an industrial bank to supply long-term credit to
manufacturers. These politicai defeats of the manufacturers laid the foun-
dation of the laissez-faire strategy and steadfastly steered the state away
from an interventionist industrial policy.

By now, the miraculous growth of Hong Kong from an entrepot
to an industrial economy is well known. In particular, that this
‘miracle” has been premised on a laissez-faire approach of the colo-
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nial state to the economy has been well rehearsed (Friedman and
Friedman 1980, Rabushka 1979, and Riedel 1974). Throughout the
postwar decades, the colonial state of Hong Kong has firmly com-
mitted itself to the free play of market forces. Looking back at the
industrial revolution, the government proudly attributed Hong
Kong’s success to such an approach to economic management:

The major factors that have given Hong Kong its inter-
national reputation as a leading manufacturing and
commercial centre continued to work well. Among
these are the consistent economic policies of free enter-
prise and free trade.... Apart from ensuring the provi-
sion of the infrastructure, either through direct services
or by co-operation with privately-owned public utility
companies and autonomous bodies, the government’s
principal role in the economy is to ensure a suitable
framework in which commerce and industry can func-
tion efficiently and effectively with minimum interfer-
ence. The government normally intervenes only in
response to the pressure of economic and social needs,
and neither protects nor subsidizes manufactures.
(Hong Kong Annual Report 1985, p. 71)

Indeed, in Hong Kong laissez-faire has assumed an air of inevitabil-
ity. It has been perceived by the governument and most observers
as the only way to manage the economy, and that it is only natural
for Hong Kong to develop such a style of economic and industrial
development. Recently, the principal component of laissez-faire, a
balanced budget, has even been enshrined in the Basic Law, the
future mini-constitution for the Special Administrative Region
government to be established in Hong Kong after the restoration
of Chinese sovereignty in 1997,

Under such circumstances, it is easy to forget that lnissez-faire
as any development strategy pursued by the state, is a political
product. It seems that everything is fine and everybody is happy
under such a strategy. Nonetheless, in the 19505 when Hong Kong
had still been on the edge of its industrial revolution, the nascent
manufacturing sector had lobbied intensely for an entirely differ-
ent model of state-industry relationship. Industrialists were press-
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ing for state intervention in two areas: land and finance. In order
to alleviate the bottlenecks of industrial growth, they demanded
the state to supply land and finance to manufacturing industries
at concessionary terms. Had the state concured with the manufac-
turers, we would have seen the emergence of something resem-
bling an industrial policy, which can be defined as ‘a national
policy aimed at developing or retrenching selected industries to
achieve national economic goals’ (Hawley 1986, p. 63). Therefore,
when Hong Kong was about fo embark on its industrial take-off,
the colonial state was actually presented not only one, but two,
opportunities to take a more active role in the structural transfor-
mation of the economy from a trading port to an industrial city.
Instead, the colonial state rejected demands for selective assistance
in the supply of both industrial land and finance, and this epito-
mized the state’s laissez-faire approach to industrial development.
In other words, while commonplace (but with different degrees of
success) in many other late industrializers, in postwar Hong Kong
there is no ‘industrial policy” designed to change the pace, direc-
tion and pattern of industrial development.

Hong Kong thus constitutes a deviant case and a puzzle to the
study of comparative development. A host of studies has demon-
strated that facing the situation of relative backwardness vis-d-vis
the advanced countries, late-industrializers often have to resort to
heavy-handed state interventions in order to push ahead indus-
trial development (Gerschenkron 1962; Rueschemeyer and Evans
1985; Onis 1991). Why, confronting the task of late industrializa-
tion, did the state in Hong Kong not follow the other Third-world
countries in leading (or at least attempting to lead) the industrial
revolution? How can we explain this ‘Hong Kong excep-
tionalism’? In this paper,  attempt to take a fresh look at the policy
episodes surrounding the two issues of industrial land and fi-
nance in order to decipher the political origin of the sirategy of
industrialization in Hong Kong. To anticipate the following dis-
cussion, I shall argue that in both cases, a combination of financial
constraints over the state and the alliance between the colonial
bureaucracy and leading commercial and financial bourgeoisie



4 The Politics of Laissez-faire

worked to defeat both proposals for state allocation of industrial
land at preferential terms (instead of allocation by the market at
the going rate through public auctions), and for the establish-
ments of an industrial bank to supply long-term credits to manu-
facturers. These political defeats for the manufacturers laid the
foundation of the laissez-faire strategy and steadfastly steered the
state away from an interventionist industrial policy.

By pointing to the political calculations and institutional basis
for the state’s decisions to refrain from offering selective assis-
tance to the nascent manufacturing sector, we can restore the
political nature of the laissez-faire strategy and make sense of the
‘Hong Kong exceptionalism’ in development. By explicating why
Hong Kong became so different from other late-developing states,
we can have a more comprehensive understanding of the political
economy of comparative development. In the first section, the
colonial state’s role in industrialization will be delineated. In the
second section, existing perspectives on Hong Kong's Inissez-faire
strategy are reviewed. Then I sketch an alternative argument fo-
cusing on the particular organization of the polity as the determi-
nant of industrial strategies in the Third World. Two variables, the
state’s policy capacity and the relationship between the state elite
and powerful social groupings, especially the bourgeoisie, are
highlighted. Both variables, I argue, are a product of the long
historical process of state formation and we outline their evolu-
tion in Hong Kong. Finally, the two cases, industrial land and
finance, are discussed in turn to elucidate how state policy capac-
ities and state-bourgeoisie relationship shape the contour of in-
dustrial policies in early postwar Hong Kong.

Laissez-faire and Industrialization in Hong Kongl

That manufacturing industries experienced phenomenal growth
after the Second World War should require little reiteration here.
The drastic decline in the traditional sources of income as a result
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of the Korean War and a dramatic increase in the labor force due
to the Chinese Revolution generated the need for an alternative
source of employment and income other than entrepot trade, In
this context, industrial development provided the perfect relief.
World market situations benefitted the growth of Hong Kong
industries: the prosperity in the Western world and the relatively
liberal international trade regime (Chiu 1994). Due to the earlier
venture of Hong Kong’s industries into the export market, Hong
Kong’s manufactured products were also able to capture much of
the Southeast Asian markets in the 1950s, though the rising tide of
economic nationalism in the late 1950s largely closed Hong Kong
products off to the Southeast Asian countries. Hong Kong exports
then began to go to the Western markets.

The apparently unlimited demand for low-priced consumer
products and the relatively low-cost and abundant supply of labor
stimulated investment in manufacturing undertakings. By 1961,
Hong Kong's transformation from an entrepot to an industrial
economy had more or less been completed. Though manufactur-
ing only accounted for about a quarter of the GDP in the financial
year of 1960-1961, it had become the largest sector in terms of
employment (Chang 1969, p. 66). In the 1961 census, it was found
that some 42 percent of the economically active population were
engaged in the manufacturing sector (Hong Kong Annual Report
1961, p. 74).

What were the patterns of public policies pursued during
Hong Kong’s industrial revolution in the 1950s? What exactly
were the concrete manifestations of laisséz-faire in Hong Kong? Of
course, it did not entail the state doing nothing in the devel-
opment process, but what did the Hong Kong state do? What did
itnot do?

The Colonial State and Industrial Growth

Compared with the other late industrializers, the role of the colo-
nial state in Hong Kong’s industrial development was minimal.
Indeed, a low level of state intervention in the economy had been
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the dominant style of economic management in the period of
industrial take-off and only limited changes were witnessed after-
wards. What the colonial state actually did to promote industrial
growth reveals a relatively limited scope of state action, and a very
low level of assistance to the development of industrial firms.
Most of the promotion efforts were connected to the marketing of
products overseas. The first one was the establishment of a system
of certification of origin of Hong Kong manufactured exports.
Despite Hong Kong's early start in export manufacturing, selling
Hong Kong manufactured products in overseas, especially West-
ern, markets was not a straightforward matter in the 1950s. For
example, there had been allegations from Commonwealth coun-
tries that some exports from Hong Kong had merely been re-ex-
ports of Japanese products falsely declared and labelled in order
to enjoy the advantages of Imperial Preference. This necessitated
the establishment of a system of certifying the origin and local
content of Hong Kong exports. Furthermore, under the Korean
War embargo, the United States government enacted a Foreign
Assets Control Regulations in 1952, banning the import of goods
originating from China or North Korea. Since Hong Kong pro-
duced a lot of traditional commodities that were also supplied by
China, the colonial state had to set up a system of inspection and
certification of such goods manufactured in Hong Kong.

The other important aspect of industrial promotion by the
Hong Kong government was an extensive publicity campaign
about Hong Kong’s manufacturing industries. The first such ven-
ture was Hong Kong's participation in the 1948 British Industries
Fair. Subsequently, Hong Kong had an exhibit at the annuai Fair
for the next seven years. From 1954 onwards, the colenial state
arranged displays of locally manufactured products in Seattle,
Toronto, Frankfurt, and New York. Apart from participation in
trade fairs, the colonial state published various guides to foreign
buyers, furnishing them with commercial information concerning
Hong Kong. From 1953, the state also published the Commerce,
Industry and Finance Directory, an irregular publication containing
useful information about Hong Kong’s economy to foreign buy-
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ers. Then in 1954, the Commerce and Industry Department began
to publish a monthly Trade Bulletin, circulating among overseas
businessmen.

Certification of origin, participation in trade fairs, and trade
publications more or Jess exhausted what the colonial state did to
specifically promote industrial growth. On the other hand, state
action was in general directed to provide a favorable environment
for all kinds of entrepreneurial activities. Firstly, it offered an
attractive regulatory framework in which businessmen could op-
erate. Laws and statutes followed the British system, with its
unambiguous commitment to and definition of private property.
The merits of this legal system were to allow private transactions
to be relatively free of administrative encumbrance, and yet to
offer protection against fraud by the legal enforcement of con-
tracts. The statutes regulating the economy were also clear and
simple, facilitating business calculations. The formation of compa-
nies, public or private, limited or unlimited, was easy and
straightforward. Secondly, the colonial state supplied the basic
infrastructure for economic activities. It built and managed roads,
railways, harbors, an airport, and other transport facilities. It was
also the owner of the most precious factor of production in Hong
Kong, land. Thirdly, the colonial state was responsible for the
maintenance of law and order, as well as the protection of private
property. Although the colonial state, unlike the other Fast Asian
Newly Industrialized Countries (EANICs), did not directly con-
trol or suppress union activities, it did try its best to contain the
activities of the left-wing labor movement in the 1950s. Finally,
beginning from the late 1950s, the colonial state assumed an in-
creasing responsibilities over the provision of means of collective
consumption, especially that of housing. The massive public
housing program provided low-cost accommodation to close to
half of the households in the colony and helped keep wage infla-
tion low.

A smaller but increasing group of ‘revisionists” has disputed
the characterization that Hong Kong has been a laissez-faire econ-
omy and that the colonial state has really stayed away from inter-
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fering in the process of economie growth (Schiffer 1991; Youngson
1982). While providing a useful corrective to the chorus of praise
for laissez-fuire, the revisionist account cannot deny the limited
economic role played by the state from a comparative point of
view. Hong Kong may be a far cry from the neo-classical utopia
that has never existed, but the weight of the colonial state in the
economy hardly matches its counterparts in other late indus-
trializers. State interventions were never strong enough to alter
the market advantages or disadvantages facing the individual
sectors or firms. This is particularly the case when we focus on the
manufacturing sector. In contrast to the other EANICs, Hong
Kong did not have the sector-specific or micro-level industrial
policy that sought to foster the growth of manufacturing as a
whole, a specific sector in manufacturing, or certain ‘national
champion’ firms. When individual firms or sectors collapsed or
threatened to collapse, which happened very often in Hong
Kong's postwar history, the state refused to engineer any ‘rescue
misston’. What was most important was that, the state’s support
of private capital accumulation normally benefitted all sectors and
types of enterprises, not manufacturing alone. Simply, the Hong
Kong style state intervention was close o a general supply-side
poliey which lowered the cost of operation of all firms no matter
their sector, ownership and size attributes. Therefore, as we shall
see in the cases of industrial land and finance, the state consis-
tently denied demands for sectoral policies to foster industrial
growth. As studies of comparative political economy now
abound, the contrast between Hong Kong's industrial policy (or
lack of it} and other late industrializers’ should be beyond any
dispute.”

What was more conspicuous from a comparative perspective,
however, was not what the colonial state did, but what it did not
do. The colonial state refrained from the provision of basic utilities
for industrial production. Electricity, transportation, and tele-
phone and cable services were all operated by franchised private
companies. The supply of crude oil, petroleum, and natural gas
was also the responsibility of a number of multinational oil com-
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panies, such as British Petroleum and Esso. Even for the training
and education of labor, state provision of compulsory free pri-
mary education came rather late in the mid-1970s, and technical
and vocation training by public agencies was relatively rare in the
1950s.

The colonial state was especially reluctant to offer selective
assistance to the development of manufacturing industries. There
was a long list of industrial policies that, though common in the
other EANICs, were never practiced in Hong Kong. In the words
of an economist:

In Hong Kong, one finds no five-year plans, no Govern-
ment-sponsored steel mill or any attempt to promote
large-scale operations or to protect cottage industries.
Market forces are allowed to shape the economy —
selecting the industries to be developed and sizes of the
firms composing them. When these forces spell the ruin
of many enterprises, or even entire industries such as
cement and steel, the Government does not exercise a
boxing referee’s discretionary function of stopping the
fight. No attermnpt is ever made to distort factor prices in
favour of any particular type of development: invest-
ment allowances, tax-holidays, loans to small firms,
rent controls on industrial premises and minimum
wage legislation find no place in a scheme of things in
which industries pay the econemic value of all factors
they exploit. (Owen 1971, p. 155)

For instance, when a request was made of the colonial state to
prepare a five-year plan of economic development, it was met
with outright refusal by the Financial Secretary:

I must,  am afraid, begin by expressing my deep-seated
dislike and distrust of anything of this sort in Hong
Kong.... Government should not presume to tell any
business man or industrialist what he should or should
not do, far lass what he may or may not do; and no
matter how it may be dressed up that is what planning
is. Economic planning is fashionable in countries which
need some artificial stimulus to the development of
their natural resources and in countries which, for doc-
trinaire reasons or because they are rich enough to af-
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ford the luxury, are more concerned with easing social
and economic fransitions and with the distribution of
wealth than with its maximization. (Hong Kong Hansard
1976-77, p. 741)

On several occasions, when particular manufacturing industries
faced distress and demanded special relief from the state, the
latter also refused to deviate from the principle of market alloca-
tion of resources. In 1968, the steel industry, facing competition
from imports, demanded the use of locally produced steel in the
construction of public housing estates. It was flatly rejected on the
ground that ‘special treatment for a particular industry would run
counter to Government’s well tested economic policies and would
have to be justified by quite special circumstances’ (Hong Kong
Hansard 1968, p. 431). In 1970, both the enamelware and the wig
industries were at the brink of extinction because of the contrac-
tion of demand. Again the colonial state rejected requests for a
rescue mission (Hong Kong Hansard 1970-71, pp. 114ff).

Conceptual Considerations

Existing Perspectives on Laissez-faire in Hong Kong

There have been very few studies by students of comparative
development on why the laissez-faire strategy of development was
adopted in Hong Kong." Most existing treatments of the subject
seek primarily to demonstrate the contribution of the strategy to
Hong Kong’s development. Consequently, most of the current
discussions about the relationship between the state and develop-
ment in Hong Kong have failed to resolve the comparative puzzle
we stated earlier: why was the laissez-faire strategy pursued in
Hong Kong to an extent so exceptional among developing coun-
tries? While there is a lack of full-fledged explanations, there are a
number of arguments that can serve as points of reference. The
first is an economic one, pointing to the unique economic con-
straints placed on the Hong Kong government whereby it was
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futile to intervene in the marketplace. The small size of the Hong
Kong economy, its scarcity in natural resources, and the high
dependence on foreign trade have often been alluded to as the
natural stumbling blocks to active state intervention. The colonial
state itself also justified its own arms-length approach by such an
argument, as the Financial Secretary stated: ‘We take the view that
it is futile and damaging to the growth rate of the economy for
attempts to be made to frustrate the operation of market forces,
particularly as it is so difficult to predict, let alone control, market
forces applicable to an open economy.”

The economic argument, however, is flawed. A comparison
with Singapore, an economy similarly dependent (or even more
dependent) on foreign trade and similar to Hong Kong in terms of
the level of economic development, does suggest that economic
circumstances do not dictate the choice of development sfrategies.
Under similar initial economic conditions, the Singaporean state
engaged in a ‘big push’ tactic to promote the investment by multi-
national corporations in Singapore’s manufacturing sector (Rodan
1989; Low 1983). ‘Signals’ from the economic environment must
be ‘processed’ by conflicts among various social groupings and
‘mediated’ by political institutions before they become policies.
Bureaucrats do not make policies in response to changing eco-
nomic context in a simple rational manner, they react at the same
time to political exigencies impinging on them and their agencies.
Even if we granted that bureaucrats in Hong Kong did make the
right choice, we have to ask what were the relevant political
conditions for such a choice whereas bureaucrats all over the
world often made the ‘wrong’ choices.

A second line of argument attempts to tackle this question by
highlighting a particular nature of the Hong Kong's political sys-
tern: its colonial nature. Lau Siu-kai captures the argument nicely
with his postulation of a ‘minimally integrated political system’ in
which the colonial state and the indigenous society are fundamen-
tally autonomous of each other and highly sensitive to each other
transgressing the boundary between them (Lau 1982). The state, in
this perspective, consciously chooses to refrain from intervening
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in the society and economy as part of its ‘boundary maintenance’
strategy. The more the colonial state involves itself in the indige-
nous society, the more questions can be raised concerning the
legitimacy of its authority. Being a colonial state, its only purpose
is to preserve the colonial political system by maintaining the
precarious balance between the public and the private sphere. The
indigenous Chinese society, on its part, also poses few demands
for state intervention and assistance, The society is contented to be
left alone, being free to thrive on the free market and entrepre-
neurship.

Along the same line as Lau, Cheng Tu-jun develops a sophis-
ticated explanation of the foundation of laissez-faire in the 1950s.°
Basically, he argues that an autonomous colonial bureaucracy
successfully fended off pressures for a more active industrial pol-
icy from a broadly-based coalition of business interests including
the leading traders and industrialists. On the one hand, the colo-
nial state could do this because it was constitutionally and organi-
zationally autonomous from the society. That the colonial state
wanted to maintain a more restricted role in the economy was, on
the other hand, motivated partly by ideological persuasion and
partly by the desire to avoid the possibility of ‘rising expectation’
towards government’s provision of social and economic services
which would have ultimately led to demands for more political
participation.

This line of explanation is appealing in its emphasis on the
political calculations involved in adopting a laissez-faire strategy
and is placing the strategy in Hong Kong's peculiar colonial situa-
tion: a broader context of ‘boundary-maintenance’ politics be-
tween the colonial state and indigenous society. Yet the argument
is incomplete because it fails to specify why a colonial state in
Hong Kong should refrain from intervening in the economy while
elsewhere colonialism resulted in a highly interventionist and
predatory state.” The ideology of colonial officials cannot fully
explain lnissez-faire in Hong Kong because British colonial govern-
ments in India and Africa had been known to deviate from the
precepts of laissez-faire.” In fact, during the early postwar years, the
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Colonial Office, under the rubrics of ‘colonial development’, had
been an active promoter of colonial planning and various mea-
sures to promote industrialization in British dependent territories.
Furthermore, Lau’s depiction of the Chinese society as being con-
tented to be left alone is also incorrect when applied to the issue of
industrial development. During the early phase of Hong Kong’s
industrial take-off, indigenous manufacturers had in fact persis-
tently demanded for governmental assistance. The laissez-faire in-
dustrial policy, therefore, was not a result of absence of demands,
but a product of a particular organization of the polity that
prompted the colonial state to reject such demands. Cheng
amends Lau’s thesis by pointing to a concerted developmental
coalition pressing for intervention. Nevertheless, as we shall
argue later, Cheng’s arguments fall short of specifying the institu-
tional constraints on economic policy in Hong Kong, and his
discussion of the effects of coalition politics on policy choices fails
to capture the contours of alliance and cleavage in the polity.

A Polity Dynamics Argument

Tn view of the limitations of the existing discussions of the origin
of lnissez-faire, here 1 develop a ‘polity dynamics’ argument to
comprehend the adoption and reproduction of the non-interven-
tionist industrial policy. The argument develops from the emer-
gent ‘historical institutionalism’ in comparative political research,
especially the ‘polity-centered’ analysis presented in Theda
Skocpol’s recent works.” Historical institutionalism and the pol-
ity-centered approach stem from the statist theory but make it less
state-centric by attempting to look at the institutional configura-
tion and dynamics of the polity which undergird both the state
and the society. The early statist theory emphasizes the autonomy
of the state in making decisions and the capacity embedded in the
state apparatus which enables or constrains the state’s im-
plementation of a particular policy. The ‘endogenous’ view of
state preferences and capacities, however, quickly gives way to a
perspective which traces the formation of the interests guiding
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state policy and the availability of policy instruments in policy
implementation to the interaction between the state elite and soci-
etal actors, and the institutional linkages between the two (for
examples, see Hall (1986) and Suleiman (1987)). The ‘polity
dynamics’ perspective thus moves its focus from the state ma-
chinery to the organization and dynamics of the polity, which can
be defined as the multifaceted, formal and informal, relationships
and interactions between state actors and societal actors. A “polity
dynamics’ approach here is therefore an attempt to transcend the
state-society antinomy by focusing on the various dynamic pat-
terned interactions between the state elite and various politically
significant societal actors which in turn define both the capacities
of the state to act and the policy preferences of the state elite.
Focusing on organization and dynamics of the polity, two
variables can be discerned as particularly relevant to the expla-
nation of industrial strategies in the Third World. One is the
institutional constraints or facilifation embedded in the polity on
the state’s capacity to intervene in the economy, and the other is
the structure of the governing coalition, especially the political
linkages between the state and the capitalist class. Implicitly, this
formulation is based on the assumption that every piece of public
policy is a product of the state’s inferest in realizing certain objec-
tives with the policy as well as its capacity in implement the pol-
icy."” The resources or policy tools available to the state cannot be
examined within the state machinery but must be put in the
context of the polity, that is, the patterned interactions between
state and societal actors. The state cannot simply decide that it
must have control over certain vesources. The process of state-
building, in which state actors struggle with each other and with
societal actors would determine the amount and types of re-
sources put under the control of a particular branch of the state or
the state as a whole. In addition, while the policy tools available to
the state determine its capabilities to implement certain policies,
in the Third World the linkages between state actors and the
capitalist class in the polity often shape the state’s interest on a
particular development policy. We are not suggesting that only
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the relationship between the capitalist class and the state elite
matters, but that often the state’s relationship with other social
groupings, for the sake of parsimony, can be analyzed in the light
of state-capital relationship.” The alliance or cleavage between the
state elite and the bourgeoisie, as a critical component of the
organization of the polity, affects how state actors define their
interests, goals and objectives. Since different development strate-
gies often have differential distributional consequences for differ-
ent societal groups, state elite would naturally want to benefit
their allies and punish opponents. Moreover, allies, by definition,
have institutionalized and low-cost access to the decision-making
arena, while non-allies or opponents are often excluded or
marginalized; a state-capital alliance, therefore, offen leads to an
institutional framework of the polity which ‘privileges’ the bour-
geoisie in the political process.”” A combination of these two or-
ganizational determinants of the polity (state capacities and
state-capital linkages), therefore, shape the industrial strategies
pursued by the state.

The accent here is on the combination of the two determi-
nants, not their individual effects. On the one hand, the emphasis
on the organizational and institutional configuration of the polity
as a whole points to the fact that institutional constraints or capa-
bilities also affect the state’s orientation to policies simply because
state actors, in formulating their objectives, would also consgider
the feasibility of an option. Simply, in many cases they would not
crash into the wall by attempting the impossible. On the other
hand, the state can often overcome a particular weakness if there
is a compelling political reason for it. In particular, we argue that
the state will not attempt to impose ¢ontrol over societal resources
when it has an alliance with the capitalist class, and conversely, it
will attempt to expand its own capabilities if the state has a politi-
cal cleavage with the capitalist class, though the degree of success
of such attempt again hinges on the wider institutional context.
We would not expect the state to encroach into societal resources
controlled by the capitalist class which normally controls the bulk
of societal resources. We do not, furthermore, assume that the
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capitalist class or the state will be a monolithic entity.” The inter-
nal cohesion or organization of the capitalist class and the various
branches of the state machinery is an empirical variable. We want
to know the political alliance or cleavage between a specific state
actor and the various segments of the capitalist class. Thus a state
actor might have an alliance or be in conflict with the landed,
commercial, and industrial segments of the bourgeoisie. This in
turn will have different effects on the state’s interest in a policy.

State Capacities: Genesis of a Stringent State

Before we can ascertain the effects of state capacities and state-
capital relationship on industrial policies in Hong Kong, we must
first turn to the historical formation of the colonial state prior to
the industrial take-off. Serious constraints on state capacity had
developed in Hong Kong out of the historical processes of colonial
economic and political development. The existence of such con-
straints when industrialization began in the 1950s constituted one
condition for Hong Kong's distinctive laissez-faire approach to the
management of industrial growth in the ensuing decades. This
section will demonstrate how the state’s financial stringency was
institutionalized in Hong Kong before its industrial take-off.
Firstly, in Hong Kong, a strong bourgeoisie had developed long
before the onset of industrialization. Under British colonialism, a
financial-trading complex had emerged from the earliest days of
Hong Kong's colonial history, with a group of cohesive merchants
and bankers dominating the economy. This powerful financial
and commercial bourgeoisie had struggled, well before the indus-
trial take-off and with considerable success, to limit the authority
of the colonial state in extracting resources from the market econ-
omy. Secondly, as a colonial state, the Hong Kong state had been
put under tight financial supervision by the British government in
London, to ensure that Hong Kong’s public finance’ be in a
‘healthy condition’. In practice, this had added to the financial
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constraints imposed upon the state by the bourgeoisie. With the
early institutionalization of a restricted financial base and with
little leeway to expand it, the state had faced stringent financial
constraints on expanding its role in the colony’s industrialization.

Colonial Economic Development and Class Formation:
Emergence of the Financial-Trading Complex

A central contention of this study is that historical patterns of
socio-economic development interacted with the state-building
process, shaping the state’s financial capabilities, From this angle,
we shall argue that Hong Kong's establishment as a commercial
colony and its subsequent development into a major entrepot of
the Far East had impinged upon the process of colonial state-
building, erecting serious blockages against the state’s financial
capacity.

With the Hong Kong economy gradually developing during
the nineteenth century, a capitalist class emerged. The main forms
of economic activity in Hong Kong during this period of time
were commerce and financial activities related to commerce. Con-
sequently, merchant capital predominated. British and European
merchants were first attracted to the Colony by the security of the
British flag. It also provided the headquarters for important mer-
chant houses which preferred to direct their operations in China
from the security of Hong Kong. Adventurers also flocked to
Hong Kong, in the hope of making easy money. By 1843, there
were already 12 major European ‘hongs’ (merchant houses) in
Hong Kong (Yuan 1988, p. 111). Most of the now famous trading
houses, such as Jardine Matheson and Swire, which dominated
the Hong Kong economy in the early postwar era, were estab-
lished in the nineteenth century. They laid down the foundation
of business by building warehouses and wharves on the water-
front and carried out trade on the China coast. They then entered
the shipbuilding and ship repairing business by forming joint-
stock companies, such as the Taikoo Dock and the Whampoa
Dock, and both of these companies were to develop into huge
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corporations in the postwar era (Chen 1988, p. 67). The formation
of Hong Kong Bank (then Hong Kong and Shanghai Banking
Corporation), the largest commercial bank in Hong Kong, was
also attributable fo this group of British merchants."

On the Chinese side, the formation of the capitalist class ini-
tially lagged behind its European eounterparts, as merchants in
China saw no reason for moving to Hong Kong.” But gradually, a
small number of Chinese settlers established themselves and their
families with the purpose of making Hong Kong their permanent
home. They started to accumulate capital and invested in real
estate, As the Colony entered the 1850s, this Chinese elite increas-
ingly assumed a position of leadership. There were three types of
Chinese capitalists according to their origins. First, there were the
successful contractors and builders who made a fortune out of the
early construction in Hong Kong after its founding as a colony.
The second group was the merchants, who had been mainly en-
gaging in coastal trade and later moved to Hong Kong, investing
mainly in real estate and land. A relatively large portion of this
merchant class came to Hong Kong in the 1850s, when the Taiping
rebellion broke out in China. The Taiping threat to Canton created
a refugee group which sought in Hong Kong more secure and
stable conditions.”® The third group was the compradors who
served in the foreign hongs. As trade increased on the China coast,
the compradors were provided with an opportunity to accumu-~
late considerable capital, which they invested in real estate and in
Chinese commercial firms."”

Joint-account business also developed between the compra-
dors and foreign merchants in Hong Kong as well as in other
treaty ports. There was little social interaction between the first
two groups of Chinese bourgeoisie and their European coun-
terparts, but some form of Sino-Western symbiosis was said to
have developed between the compradors and foreign merchants.
By the turn of the century, the Chinese capitalists in Hong Kong
had gained considerable economic power in the colony. They
handled an increasing portion of China’s foreign trade, bought
properties previously owned by Europeans, and emerged as the
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biggest and most important group of taxpayers in Hong Kong.”
The inter-war period marked the further development of the Chi-
nese capitalist class. Although European merchants and bankers
were still the major players in the economy, Chinese economic
power was quickly catching up. In particular, overseas Chinese
who had migrated to North America, Australia and Southeast
Asia, after accumulating considerable capital, came back to Hong
Kong and contributed to the development of Chinese economic
power.

The Structure of Capitalist Power on the Eve of
Industrialization

Therefore, on the eve of Hong Kong’s industrialization, the finan-
cial and commercial bourgeoisie linked to the entrepot economy
dominated the economy. In spite of the considerable development
of manufacturing industries in pre-war Hong Kong, it is still es-
sential not to exaggerate the importance of manufacturing before
the postwar industrial take-off of the 1950s."” For example, in the
1931 Census, the last one conducted before the industrialization in
Hong Kong,™ only 23.6 percent of the 470,794 working population
were employed in manufacturing. Another 35.7 percent were em-
ployed in the tertiary sectors,” and the rest in fishing and agricul-
ture (Butters 1939, p. 6). In 1935, an official commission on Hong
Kong’s economy concluded:

In 1896 the entrepot trade was the predominant and
practically sole activity of the Colony.... Twenty-four
years later, in 1920, no fundamental change was appar-
ent but other activities, though subsidiary, had grown
sufficiently to justify what might be termed a census of
production. In 1934 the transformation has progressed
a little further and the industrialization of the Colony
has accelerated though it is still of subsidiary import-
ance. (Breen 1933)

At the top level of the economic structure, the commercial and
financial bourgeoisie predominated. The following quotation
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from a business guide published in 1955 offers a succinct descrip-
tion of the dominant actors in the Hong Kong economy during the
early postwar period:

PFirst there are the great agency houses which have been
typical of the China trade since private English first
broke into the trading monopoly of the East India Com-
pany in Canton. Jardine and Matheson, with world
wide interests which vary from shipping to engineer-
ing, from trade to textiles.... Second, there are the great
Exchange Banks — Hong Kong’s own Hong Kong and
Shanghai Banking Corporation, the Chartered Bank of
India, Australia and China, and the Mercantile Bank of
India. These together with the other 91 licensed banks
in the colony, including a total of 26 authorized to deal
in foreign exchange, are one measure of the Colony’s
ability to finance the Far East’s trade and at the same
time find funds for new industries. But if these firms
stand out in the mind of an economic historian, there
are others that are just as important today — the insur-
ance companies, an essential part of the shipping indus-
try; the transportation and private utility companies
without which the Colony could never expand; and
hundreds of trading companies which at one time han-
dled the bulk of the China import trade. (The Hong
Kong Junior Chamber of Commerce 1955, p. 1)

The banks, the merchant houses, the public utilities and the big
property developers — the core of the financial-trading complex
in Hong Kong — were the largest firms in the economy. For
example, for the 10 largest listed companies in 1960, all of which
were in the financial-trading complex, their total paid-up capital
amounted to 12 percent of the GDP in 1960-1961.” Most of the
hongs had developed into diversified conglomerates in the post-
war era. For example, by the early 1960s Jardine had 9 major
wholly-owned subsidiaries in Hong Kong and stakes in many
listed companies (it itself was a private limited company), espe-
cially the public utilities. Another upstart hong, Wheelock
Marden, had 56 subsidiaries which were based in Hong Kong, as
well as another 111 companies all over the world (Economic Re-
porter September 9, 1963, pp. 5-9).
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It was not only the sheer size of individual firms that consti-
tuted the financial-trading complex’s influence in Hong Kong's
economy, but it was also the highly organized character of their
inter-firm ties. On a structural level, business joint ventures and
interlocking directorships bonded them together. For example, if
we examine the extent of interlocking directorships among the 52
publicly listed companies in 1960, we find that except for three
firms, all of the others had at least one interlock with another
firm.® On average, each firm was linked to 15.4 firms. A total of 15
firms also had more than 20 links each with the other 51 firms. On
the whole, we find that the names of a small number of persons
appeared again and again on the list of directorships of these 52
firms. A total of 316 directorships in the 52 firms were held by only
152 persons. Among these 152 persons, 28 who held three or more
directorships were holding in 1960 174 directorships, or 55 percent
of the total (see Table 1). From these data, we can say that the
bourgeoisie in Hong Kong was highly organized at the top level.

Table 1 Interlocking Directorships among 52 Listed
Companies, 1960

No. of No. of

peTSOns directorships
Persons holding 1 directorship 106 106
Persons holding 2 directorships 18 36
Persons holding 3 directorships 5 15
Persons holding 4 directorships 5 20
Persons holding 5 directorships 4 20
Persons holding 6 directorships 4 24
Persons holding 7 directorships 2 14
Persons holding 8 directorships 1 8
Persons holding 9 directorships 3 27
Persons holding 10 or more directorships 4 46
Total 152 316

Source: The Standard Press (1961).
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In particular, the Hong Kong and Shanghai Bank (Hong Kong
Bank in short) served as the lynchpin among the big British hongs,
as the major hongs had been responsible for its establishment in
the first place and continued to have close relationships with the
Bank. The Bank’s board room where members of the major hongs
were well represented, served as an arena for the hongs to ex-
change ideas and coordinate their operations.” Their structural
connections were also embedded in a dense network of social
relationships. In part, the social bonding among the European
merchants was based on a similarity in social origins. As Leth-
bridge puts it:

[S]uch information [concerning the social origin of the
merchant group] as is readily accessible leads to the
same conclusion, in that in course of time the great
hongs, such as Jardine, Matheson and Co., began to
populate their messes with young men — popularly
referred to as ‘griffins’ — educated at English public
schools or their equivalent in Scotland, such as George

Wat%)n’s College or the Edinburgh Academy. (1978, p.
165)

Scots constituted the majority of the British traders, thus adding
an ethnic homogeneity to the group (Lethbridge 1978, p. 207). In
early Hong Kong, the condition of a small group of expatriates in
a colonial settlement far away from home probably reinforced
their social interactions, so that the ‘foreign merchants of Hong
Kong and the treaty ports formed a small and intimate
community’ (Crisswell 1981, p. 102). Social interactions were also
increased by the common membership in exclusive clubs, such as
the Hong Kong Club established in 1846.

In sum, a comment made in the late 1970s concerning the
structure of the bourgeoisie, therefore, should only be even more
applicable to the early postwar years:

The business community in Hong Kong is dominated
by a few large concerns with which its larger and
wealthier members have directorial and financial links.
These same few large concerns also dominate the bank-
ing system of Hong Kong and the essential public utili-

The Politics of Laissez-faire 23

ties, The concerns themselves are closely linked at the
directorial level. However, these links are not only links
of the boardroom. The directors meet also in two other
places. First there is the common round of clubs, major
and minor, to which so many of them belong. They may
be close personal friends but they share an atmosphere,
an ambience, a social nexus. Secondly, there is the
shared membership of government councils, commit-
tees and boards as well as membership of many of the
charitable organizations. (Davies 1977, p. 69}

One might expect the relationship between the Chinese capi-
talists and the British merchants to have been less cozy than that
among the Britons due to their ethnic difference. Yet at least at the
top level, the two groups were getting along well enough, and
there was ‘a basic similarity of attitude’ between them (Davies
1977, p. 69). Scott also observes that:

In the 1950s and 1960s, the British and Chinese business
communities began to come closer together on public
policy issues. A common interest in the preservation
and expansion of wealth provided a basis for mutual
understanding and joint political action on the desired
direction of government’s response to the problems fac-
ing Hong Kong. (1989, p. 89)

In the aftermath of the Second World War, when Hong Kong
was on the eve of its miraculous industrial take-off, the financial
and commercial bourgeoisie had occupied the dominant position
in the Hong Kong economy. The power of this class was greatly
augmented by its cohesiveness and by its structural importance in
the economy. Thus the bourgeoisie was able to exert substantial
influence over the state’s extraction of resources from the econ-
omy. We shall turn to this in the next section.

The Bourgeoisie and the Institutionalization of Financial
Constraints

The deveiopment‘ of Hong Kong's bourgeoisie predated the
founding of Hong Kong as a Crown Colony, and it continued to



24 The Politics of Laissez-faire

prosper from Hong Kong's growth as an entrepot and financial
center in the Far East. The early development and entrenchment
of the bourgeoisie in Hong Kong created a significant constraint
on the colonial state’s financial capacity. By the time Hong Kong
pursued the path of industrialization during the 1950s, the inter-
actions between the bourgeoisie and the colonial state for the past
century had already deeply implanted the principle of financial
conservatism in the state’s management of the economy. Thus, in
the formulation of a development strategy, the financial solvency
of the state was the prime concern, and, added to the fact that it
had control over very little of the resources in the economy, a
dirigiste industrial policy found in other late industrializers was
ruled out. Laissezfaire over the sectoral flow of resources, coupled
with the reduction of the tax burden of capitalists and the in-
frastructural support of economic growth in general, seemed to be
the only feasible option for the colonial state which lived under
stringent financial limits.

This section shall trace the process by which financial conser-
vatism was institutionalized in the polity of Hong Kong. In the
case of Hong Kong, the nineteenth century saw the gradual for-
mation of the colonial state and the development of the prece-
dents and principles guiding its actions. One of the most
important principles of government institutionalized in nine-
teenth century Hong Kong was that of ‘responsible finances’ in
the Gladstonian tradition, namely, a balanced-budget, gradual
expansion of government expenditure, and incremental increases
in taxation in line with the overall rate of economic growth
{Rabushka 1976).

Business power was the primary institutional hindrance to
the state’s financial capacities to intervene in the marketplace.
Before industrialization began, a long struggle was waged by the
merchants against the colonial state to curb the state’s ability to
tax them and to restrain it from ‘over-spending’. As early as 1845,
only four years after the cession of the island, the merchant com-
munity had waged a battle against the colonial governor’s at-
tempt to increase revenue. Pressed by the needs of constructing
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the basic amenities of the newly established Colony, the Gover-
nor, Sir John Davis, attempted to increase revenues by introduc-
ing a poll tax on the population and to levy rates on properties.
The merchants opposed to the poll tax petitioned for its abolition.
The dispute ended in a victory for the merchants, since the Secre-
tary of State for the Colonies, the Governor’s immediate superior,
sympathized with them (Collins 1952, pp. 70-71).

Then the problem of the levy of rates and the general percep-
tion among the merchants of the government’s irresponsible fiscal
measures prompted them to petition in 1845 to the Secretary of
State against the imposition of new taxes. The petition was made
under the leadership of the largest hong, Jardine Matheson. It
condemned Davis’s taxation measures and even declared the levy
of rates and new taxes unconstitutional without the establishment
of an elected municipal body vested with the power of the alloca-
tion of revenues for local purposes. They went on to demand ‘the
Home Government to contribute more generously towards the
expenses of a colony which they claimed was held for imperial
interests connected with the whole of the China frade, and not
those of the Colony alone’ (Endacott 1964, p. 43). Due to the
merchanis’ persistence, the matter was eventually brought to the
Parliament, resulting in the formation of a select comunittee to
investigate the problem.

The report of the select committee had a lasting effect on the
colonial state, since it was regarded as a major policy statement
that helped to shape the basic approach of the government in
regard to trade and administration (Collins 1952, p. 73). The com-
mittee was steadfastly on the side of the merchants, when it re-
ported:

To the latter object of raising revenue in the Colony to
maintain the government, however, we think it unwise
to sacrifice the real interests of the Settlement, which
can only prosper under the greatest amount of freedom
of intercourse and traffic which is consistent with the
engagements of Treaties and internal order; nor do we

think it right that the burden of maintaining that which
is rather a post for general influence and the protection
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of the general trade in the China Seas than a Colony in
the ordinary sense, should be thrown in any great de-
gree on the merchants or other persons who may be
resident upon it. {quoted in Collins 1952, p. 74)

The committee also went on to urge the colonial state to place a
ceiling on ‘needless expense’. This event, then, marked the first
victory of Hong Kong’s nascent bourgeoisie over the embryonic
colonial state in the fundamental principle of taxation and govern-
ment spending.

In the nineteenth century, almost any major increase in tax or
government expenditure aroused vehement opposition from the
merchants.® Finally, in 1894, another major conflict broke out
between the bourgeoisie and the colonial state over the problem of
finance.” In the early 1880s, the Colony was plagued by financial
problems that sprang from three sources: the increasing scale of
public works, the heavy demands upen the Colony by Britain for
defense contributions, and the fall in the value of silver causing a
depreciation of the currency based on silver. The merchants,
through their representatives in the Legislative Council, the con-
sultative body to the Governor, sensing the danger in the increase
in the cost of government, pressed for a reduction in government
expenditures. Again bowing to the pressures from the merchants,
the colonial state appointed a Retrenchment Committee with mer-
chant representatives to consider ways to cut administrative costs.

The merchants pushed their position even further by de-
manding constitutional reforms in the Colony in order to put a
leash on the state’s power to tax and spend. In 18%4, a group of
ratepayers petitioned the Secretary of State for an elected unoffi-
cial majority in the Legislative Council.” Their argument was that
‘though this thriving community had been created by British mer-
chants, traders, and shipowners, these men had only a small share
of the government’, and that it was the ‘common right of English-
men to manage their local affairs and control the expenditure of
the Colony’ (quoted in Endacott 1964, p. 120). Ultimately home
rule was not granted to the British merchants, but the government
strived to incorporate more representatives of capital, Chinese
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and British, into the Legislative (Legco) and the Executive councils
(Exco), the latter being the local equivalent to the Cabinet in Brit-
ain (Fndacott 1964, p. 125). ‘More important than these structural
changes, however, was the greater willingness of the bureaucracy
to listen to the merchants’ (Scott 1989, p. 60). This meant a firm
commitment to a conservative financial policy, aiming at mini-
mizing the burdens of government on the bourgeoisie.

The financial control exercised by the bourgeoisie was also
institutionalized in the Finance Committee within the Legco.” The
Finance Committee was established in 1872. Though it was not
mentioned in the constitutional documents of the colony, this did
not prevent it from emerging as an important lever in the hands of
the bourgeoisie to restrain the colonial state’s ability to appropri-
ate resources from the society. As Miners states:

[1]t can be argued that the meetings of this Committee
are of far more importance than the sessions of the
Legislative Council itself, and second only to the meet-
ings of the Executive Council in their significance for
the working of the Hong Kong government system.
(1986, p. 138)

The Finance Committee comprised all unofficial members of the
Legeo, the Colonial Secretary, the Financial Secretary and one
other official member nominated by the Governor. It was chaired
by the Colonial Secretary, but none of the official members had a
vote in it. The unofficial members had the effective control over
the resolutions in the Committee, since they alone had the right to
vote.

All proposals for government expenditure had to pass
through the Finance Committee before they were discussed in the
full Legco. The annual Budget Estimates and the related Appro-
priation Bill had to be referred to the Committee, and it might also
call upon the public officer responsible for a particular proposal to
testify. Any additional expenditure arising during the financial
year after the passing of the Budget Estimates also had to be
approved by the Finance Committee. The Committee had the
effective final say on government expenditures. Although the co-
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lonial state could make use of the official majority in the full Legco
to override the veto of the Committee, this never happened.

The historical sketch presented here is very important to our
understanding of the blockages facing the state against a more
interventionist development strategy in the 1950s. The develop-
ment of the countervailing power of the bourgeoisie over the
colonial state’s financial capacity clearly preceded the formulation
of a strategy of industrial development in Hong Kong. All the
haggles between the colonial state and the bourgeoisie from 1845
onwards suggest that the state, though not acting at the behest of
the bourgeoisie, had to live within the limits set by the latter in
extracting resources from the economy and allocating the reve-
nues collected. While a major increase in the state’s command of
resources was being blocked, a massive expansion in the scale of
the state’s operation and intervention in the economy would be
impossible to sustain.” Miners’ comment on the inter-war period
seems apt to summarize the predominant policy ‘style’ on the eve
of industrialization:

In general the Hong Kong government was very loath
to raise rates of taxation or to seek new sources of
revenue. Hong Kong was then, and still is, very lightly
taxed, ... but the unofficial members were never reluc-
tant to assert that the colony’s trade and prosperity
would be ruined if any new exactions were imposed on
the taxpayers. So the government rarely attempted to
carry through more than marginal adjustments. (1987,
pp. 114-115)

The Financial System and State Capacity

In other late-industrializing couritries, such as Taiwan and Korea,
the establishment of newly independent state control over the
financial system through the nationalization of banks previously
owned by the colonizers gave the state valuable policy instru-
ments to direct the course of subsequent industrial development.
In contrast, in Hong Kong, private control of the financial system
prior to industrialization constituted a further hurdle to the state’s
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financial capacity. The Hong Kong state was deprived of the tools
of selective credit control to influence the financing of industrial
production, and it was also unable to determine the price {interest
rate) and quantity of money supply (more on this below). Without
these means, the.colonial state could only stay away from an
interventionist strategy and hold on to a policy premised on per-
fecting rather than tapering or tamnpering with the market mecha-
nism,

Banks in Hong Kong have always been privately owned com-
mercial banks, and not even a form of postal-saving banks exists.
On the eve of industrialization, banks in Hong Keng could be
divided into four groups according to their national origin (Jao
1974, p. 37). The most powerful were the British banks, such as
Hong Kong Bank and Chartered Bank. The second group was the
banks owned by the PRC. They had previously been either pri-
vately owned or had belonged to the Chinese nationalist govern-
ment; they were taken over by the communist government after
1949, The third group was a mélange of small banks owned by local
Chinese capitalists, which included the even smaller indigenous
financial institutions, the so-called native banks, The fourth group
was non-British expatriate banks which had set up offices in Hong
Kong. Thus the colonial state faced a very different financial sys-
tem than the postwar governments of Korea and Taiwan. The
state’s direct control over the financial institutions was limited
and there was very little it could do to administer the flow and
price of funds in the economy. No central bank, and not even a
central state agency responsible for the regulation of the banks
and meonetary supply like the Monetary Authority of Singapore,
existed in Hong Kong.

The monetary system further reinforced the constraints over
the state’s capacity to regulate the flow of financial resources. In
the early postwar years, the authority of note-issuing was dele-
gated to three private banks upon the latter’s purchase of certifi-
cates of indebtedness in sterling from the Government’s Exchange
Fund.® Consequently, the note-issuing banks could increase
money supply to the extent that they possessed the corresponding
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quantities of sterling balances. In an economic sense, Hong Kong
had neither its own currency nor any mechanism whereby the
government could control the money supply (Owen 1971, p. 161).

Due to the early development of the banking industry and
due to its powerful position in the economy, state control over the
banks’ creation of credit was remarkably loose. Until 1964, com-
mercial banks had no reserve requirements against deposit liabili-
ties,” After 1964, inter-bank deposits as well as currency and
foreign exchange holdings were counted as legal reserves. The
implication of this was that banks could arrange to cross-deposit
funds to bloat up their reserve base, effectively bypassing the
reserve requirements. Banks usually had large excess reserves,
which frustrated the government’s marginal moves to tighten or
relax credit supply (Riedel 1974, pp. 132, 134). Banks with foreign
connections could always draw cash to meet the reserve require-
ment. The price of money, the interest rate, was not controlled by
the government but was administered by a comunittee of bankers
headed by the note-issuing banks. Thus, the colonial state could
scarcely regulate the quantity of money supply nor its price in the
financial system, which deprived it of a major policy instrument
for interventions in the economy. This was diametrically opposite
to what was seen in Korea and Taiwan, where the state was able
to utilize the financial system and the power to create credit and
increase money supply as a lever to pursue a state-led strategy of
industrialization.

Colonialism and Financial Constraints

Besides the resistance of the bourgeoisie to a higher level of state
extraction from the economy, the colonial state in Hong Kong had
also been subjected to the financial constraints imposed by its
colonial linkages to Britain. Under the British system of colonial-
ismn, the Secretary of State for the Colonies was responsible for the
government of its overseas colonies, as well as the self-governing
dominions {e.g. Canada) until 1930.* The British Parliament rarely
legislated for the colonies. Apart from a few issues related to war

The Politics of Laissez-faire 31

and diplomacy, the Secretary of State had full responsibility. The
colonial governors were required to obey all instructions sent by
him and of course the governors were appointed by the British
government.

As students of the British colonial policy have pointed out, the
Colonial Office never attempted to govern the colonies directly.
Instead, much autonomy was accorded to the men on the spot,
namely, the governor and his senior aides. There was one excep-
tiort, however. ‘In no other area of administration was the Gover-
nor so tightly constrained by a detailed straitjacket of rules and
regulations as in matters concerned with finance’ (Miners 1987, p.
124). Though the Governor enjoyed a considerable latitude even
in this respect, there was one golden rule, that is, the colonies were
expected to be financially self-sufficient. Failing to do so would
mean a dependence on home government loans and grants-in-aid,
and this dependence would entail the supervision of colonial
finance by the Treasury. Both the colonial government and the
Colonial Office were anxious, therefore, to maintain the colonies’
financial solvency in order to protect their administrative inde-
pendence (Rabushka 1976, p. 14).

In the 1840s, Hong Kong had to rely on British grants to cover
its expenditure, due to both the disappointing conditions of trade
and the exorbitant costs of public works (Endacott 1964, pp. 79-
80). The Colonial Office, therefore, urged the colonial state to raise
revenue locally (Collins 1952, p. 71). But given the effect of new
taxes on the economy and the widespread resistance to increases
in taxation from the merchants, the emphasis was later changed to
‘value for money’ in government expenditure. In 1848, for exam-
ple, the Colonial Office ordered the Governor ‘to carry out a
thorough and comprehensive investigation into all branches of
colonial expenditure, .. with the object of making permanent
economies in the establishment’ (Endacott 1964, p. 80). The result
was a drastic cut in the size of both the civil and administrative
establishment,
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In later years, supervision by the home governumnent on the
financial condition of Hong Kong was never relaxed. In the inter-
war years, as Miners points out:

The Control exercised by the Colonial Office over a
colony’s expenditure was, formally speaking, absolute,
and could be extended down to the minutest detail....
The Governor was forbidden to make any addition to
the fixed establishments of the colony, or fo alter the
rates of salary or emoluments of any officer without the
previous sanction of the Secretary of State nor was he
permitted to propose the execution of any important
public work to the Legislative Council unless such
sanction had already been obtained. (1987, pp. 107-108)

In practice, the annual proposed budget of the government was
required to be submitted to the Colonial Office for sanction after it
had gone through the colony’s Legco. Except for very small sums,
the Governor had to solicit permission from the Colonial Office
for any additional items not included in the budget. In London,
colonial budgets. were meticulously reviewed and evaluated.
Even the budget was stipulated by colonial regulations te be
conservatively estimated, and in ordinary circumstances, total es-
timated expenditure should not exceed the estimated revenue.
The accumulation of a surplus was further encouraged. Finally,
the Colonial Office reserved the right to refuse permission for the
colonial state to raise a loan, and normally only loans for invest-
ment in safe and revenue-generating projects would be permit-
ted.”

After the Second World War, for a short while Hong Kong
again became dependent on Britain for financial aid and, conse-
quently, was subjected to Treasury control of its expenditure. In
addition to the Secretary of State’s review, the Treasury’s ratifica-
tion was required before the draft budget estimates were passed
on to the Legco. The financial control from London continued
until the late 1950s, when the Governor was relieved of the re-
sponsibility to send estimates to the Colonial Office (Miners 1986,
p. 146). But this did not cause major change in the financial policy
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of the colonial state since long before the abolition of formal
checks from the Colonial Office, the principle of financial conser-
vatism had already been institutionalized in Hong Kong. Of
course, any major setback in the financial well being of the colo-
nial state would still arouse the attention of the Colonial Office
and invite the latter’s interventions in Hong Kong's iriternal ad-
ministration. The combined weight of domestic resistance to
undue state extraction of resources from the bourgeoisie and
London’s checks on public finance invariably produced a situa-
tion in which the colonial state’s financial capacity was kept
within narrow bounds.

Financial Stringency and Laissez-faire

After accounting for the origin of domestic and external con-
straints on the state’s financial capacities prior to industrial take-
off, we can move on to examine how this shaped the pattern of
state interventions in the period of industrialization. One way to
look at the impact of financial constraints on the colonial state’s
economic policies is by examining the pattern of public finances.
As discussed above, the primary source of finance for the Hong
Kong colonial state was its tax revenue, coupled with a small sum
collected from the sale of land and government enterprises. As the
Financial Secretary put it: ‘“The unwelcome truth... is that today
just about the only cheap, and certainly the only long-term, money
available to us is money raised by the state’s compulsory powers
to tax’ (Hong Kong Hansard 1966, p. 75). The countervailing power
of the bourgeoisie developed in the past century continued to
exert itself during the period of industrialization. Consequently,
the state followed a Gladstonian policy: “a narrow tax base and
low standard rates of direct taxation facilitate rapid economic
growth which generates high and ever-increasing tax yields’
(Rabushka 1976, p. 113). Throughout the 1950s, the colonial state
avoided a major increase in tax, as Arthur Clarke, the Financial
Secretary, admitted in 1955 that: ‘Any considerable increase, I say
deliberately “considerable increase,” in the rate of direct taxation
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at a time when the economy is strained might well in the end
bring about a reduction of revenue rather than an increase.’
Again, in 1960, he stated: ‘We would do well to delay an increase
in our direct taxation rate, the low level of which is such an
incentive to our expanding economy, on which in turn we depend
for increasing revenue.™

A case in point was the introduction of an income tax. The
merchants had been successful in preventing such a tax from
being installed until the war had come in 1939. Squeezed by the
Home Government for war contributions, the colonial state intro-
duced an income tax for the first time. It was under a wartime
emergency situation that the colonial state could persuade the
bourgeoisie to accept an income tax and also under the condition
that it would be repealed immediately after the war (Miners 1987,
p. 124). After the war, the tax was briefly abolished from 1945 to
1946, but the extraordinary need for revenue in the rehabilitation
of the economy prompted the colonial state to reintroduce it, but
at a rate of 10 percent, much lower than the other EANICs and
many other developing countries (Ho 1979, p. 18). The income tax
later constituted a significant proportion of the state’s total reve-
nues, but even then it was constrained by the bourgeoisie’s resis-
tance to increasing it further. For instance, in the 1950s, the
government wished to increase the income tax rate from 10 per-
cent to 15 percent. The unofficial members in the Exco, mainly
representatives from the major hongs, protested vigorously,
claiming that ‘business would come to a standstill’, the Colony
would be ruined’, etc. Then the government had to compromise,
settling for a new maximum rate of 12.5 percent.”

As can be seen from Figure 1, though the state managed to
increase its share of the economy, it remained at a modest level
during the 1950s. State revenue started with a low 9.8 percent of
GDP in 1950-51 financial year,” increased to about 13 percent in
the mid-1950s, and then further to the peak 18 percent in 1964-65.
Thereafter, the share of state revenue in GDP dropped back to the
13 percent mark. When we compare the state’s share of GDP in
Hong Kong to that of Singapore in their respective periods of

The Polities of Loissez-faire

Figure 1 Percentage of Govermnment Expenditure and Revenue to GDP
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industrial take-off, we find that the extractive capacity of Hong
Kong was even lower than that of Singapore (see Table 2). So the
state’s Jimited financial capability to intervene in the economy
was not simply a result of economic conditions, as both Hong
Kong and Singapore were small and extremely open economies,
and highly dependent on foreign trade, even more so for Singa-
pore.

Table2  Share of State Revenue in GDP, Hong Kong

and Singapore (%)
Year Hong Kong Year Singapore
1950/53-1954/55 12.7 1960-65 16.4
1954/55-195%/60 13.9 1966-70 20.2

Sources: Hong Kong data from Ho (1979), Singapore data from Department of
Statistics (1983).

As mentioned, the principle of self-support and balanced
budgets had been institutionalized in Hong Kong during the cen-
tury-long bargaining between the colonial state elites and the local
bourgeoisie and reinforced by the colonial control exercised by the
British government. During the postwar period of industriali-
zation, the same principle was still guiding the budgetary policy
of Hong Kong. The colonial state ‘follows a fiscal policy intended
to avoid sustained or systematic deficits and, if possible, accumu-
late Teserves that permit sustained government expenditure over
a long recession without serious cutbacks, and, in the process,
earn interest to meet recurrent expenses’ (Rabushka 1979, p. 51).
Due to its limited financial capacity, the colonial state’s interven-
tion in the economy was limited to a similar extent. Throughout
the 1950s and the 1960s, state expenditure was kept below 17
percent. The lid on the extent of state spending was certainly a
consequence of the state’s own meager command of resources. As
a result, public spending was kept below revenue for all except
three years during the two decades of industrialization (see Figure
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1). During the 1950s, state expenditure stayed at an annual aver-
age of 11.6 percent of GDP, with a comfortable margin below the
13.3 percent share of GDP in stafe revenue.

The attitude of living within one’s means was institutional-
ized into formal and informal procedures in the formulation of
economic policies, among which the practice of preparing reve-
nue estimates before expenditure estimates. As the Financial Sec-
retary justified this in terms of the financial constraints imposed
on public finances:

Sir, | am sure honorable Members will have noticed that
both Sir John Cowperthwaite and Mr. Clarke [Financial
Secretaries of the 1960s and 1970s respectively] always
dealt with the revenue estimates before the expenditure
estimates and for obvious reasons: in our circum-
stances, there are severe limits to the range of indirect
taxes which can be imposed (e.g., a customs tariff such
an important revenue raised elsewhere, would be quite
inappropriate in our circumstances); and there are se-
vere limits also to the marginal rate of direct taxation.
By and large, therefore, we must fit public expenditure
to available public resources and not extend those re-
sources to fit expenditure. (Hong Kong Hansard 1972, p.
247)

The colonial state not only spent within the resources at its dis-
posal, but it also typically spent less than what it had, as indicated
by the substantial budget surpluses in the 1950s and the 1960s; the
rationale being that due to the absence of state control of the
currency, reserves provided the sole means at the disposal of the
state of financing a deficit. The state was well aware that, due to
the narrow tax base and the dependency of corporate profits on
world market situations, state revenues would be extremely sensi-
tive to declines in business activity. Therefore, under severe finan-
cial constraint, Hong Kong’s colonial bureaucrats were inclined
towards ‘hoarding’ official reserves for rainy days.

A disaggregated view of public spending can further iliustr-
ate how the colonial state behaved under financial stringency.
Table 3 classifies government expenditure by broad functional
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categories in the 1950s and the 1960s. It shows that, under the
budgetary constraint, the colonial state had been able to allocate
only a relatively small portion of the annual expenditure to pro-
viding services to the economy. Expenditure for ‘economic
services’ in a narrow sense accounted for 12.4 percent in 1950/51
to 1954/55, and increased gradually to about 14 percent in the
second half of the 1950s. During the 1960s, its rate of growth
lagged behind of that of the total expenditure. Consequently,
economic services accounted for only 8.7 percent and 9.5 percent
during the periods of 1960/61 to 1964/65 and 1965 /66 to 1969 /70
respectively. Besides economic services, expenditure on commu-
nity services can also be regarded as another form of public
spending to assist capital accumulation, since it included mainly
government spending on roads, land reclamation and water
works. Expenditure on community services increased consistently
in the 1950s and the 1960s, testifying to the colonial state’s effort to
support private entrepreneurship. Yet such assistance did not
depart from lnissez-faire, since infrastructural constructions did not
involve any microeconomic intervention by the state, and it facili~
tated the smooth functioning of the economy without directing
resources to a particular sector or firm.»
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Table 3 State Expenditure by Function® as Percentage of Total
Expenditure and GDP in Hong Kong, 1950-1969

1950-54 1955-59 1960-64 1965-69

General services Ab 24.9 19.0 15.9 18.0
B 2.5 2.5 2.6 2.7
Economic services A 124 14.1 8.7 9.5
B 12 1.9 14 1.4
Community services A 153 18.3 28.1 238
B 1.5 2.5 4.7 3.6
Social services A 23.1 33.4 382 38.3
B 2.3 4.5 6.4 31
Others A 243 15.2 9.2 10.4
B 2.3 2.0 1.6 1.5

Notes: (@) ‘General services’ include administration, law and order, defense,
public relations, revenue collection and financial control;
‘Bconomic services’ include primary products, airport and
harbor, commerce and industry, post office and raflway;
‘Community services’ include transport, roads and civil
engineering, water, fire services, amenities and related services;
*Social services’ include education, medical and health, housing,
social welfare, labor,

“‘Others’ include common supporting services (government
launches and dockyard, government printing, government
supplies, building development and electrical and mechanical
engineering), unallocable expenditure (government quarters,
passages, telephones, telegrams, etc.), and other financial
obligations (public debt, pensions and gratuities).

(b} A = Percentage of total expenditure; B = Percentage of GDP.

Source: Ho (1979, p. 37).

Furthermore, given the small size of the state budget, a sizable
share of it had to be devoted to the basic necessities of governance,
leaving few resources for other functions. Particularly important
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were the ‘political” functions directly related to the maintenance of
the colonial regime. In the 1950s and the 1960s, ‘general services’
and ‘social services’ sucked up more than half of the state budget.
As a resulf, we can see that state expenditure on economic services
typically accounted for less than 2 percent of GDP in the 1950s and
the 1960s. Adding ‘community services’ and ‘economic services’
together, state expenditure on assisting capital accumulation stil
accounted for less than 4 percent in the 1950s and only for about
5.6 percent in the 1960s.

Table 4 Breakdown of State Economic Expenditure in Hong Kong,
1952453 to 1955/56

% of % of total
economnic expenditure
expenditure

Public Works Department 56.8 17.6
Post Office 10.3 32
Marine Department 1.7 2.4
Civi] Aviation 52 1.6
Store Department 5.2 1.6
Commerce & Industry Department 32 1.0
Agriculture, Fisheries & Forestry Department 23 0.7
Royal Observatory 1.0 0.3
Co-operatives & Marketing Department L3 0.4
Labor Department 0.6 0.2
Miscellaneous (including railway) 6.5 2.0
Total 100.1 31.0

Source: Szczepanik (1958, p. 149).

A further breakdown of state economic expenditures is
shown in Table 4 in which a broader definition of economic ex-
penditures is used to include those officially classified as commu-
nity services. The broad definition yields a 31 percent share of
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economic expenditure in total expenditure. But the bulk of this
still had to be allocated to basic infrastructural construction, testi-
fied to by the overwhelming share for the Public Works Depart-
ment, the Post Office and the Marine Department in all
expenditures on economic services. Only a meager 3.2 percent of
all government economic spending was given to the Commerce
and Industry Department, the government’s arm of industrial
promotion.

Governmental borrowing might have been a possible means
for the colonial state to finance expanded intervention in the econ-
omy. In a sense, other Jate-industrializing states borrowed exten-
sively from the domestic banking system to finance their
economic interventions. Unlike these cases, in Hong Kong private
control over the financial system made borrowing from domestic
sources difficult. The bankers would be willing to buy govern-
ment bonds only if the state relaxed its regulations on reserve
requirements and reclassified government debts as liquid assets
(ef. Owen 1971, pp. 181-182). The result of this, however, would
have been highly risky for the state, as the Financial Secretary
reckoned:

Government’'s consent to its loans being treated as lig-
uid assets would involve it in an obligation to discount
or repurchase these loans on demand, should banks run
short of liguidity for any reason — as they might under
the very impetus of Government borrowing, and its
effect on our balance of payments, To do this a govern-
ment must be able to create money against the security
of its own obligations, bluntly, to print it; and, as T have
said many times, we cannot do that without getting into
trouble very quickly. (Hong Kong Hansard 1966, p. 76)

The colonial state feared that government bond sales would. gen-
erate substantial inflationary pressure on the economy, for the
banking system would be able to expand its credit by a multiple of
the value of the bond issue. An alternative, less inflationary chan-
nel of floating government loans was from foreign sources, which
had the additional advantage of bearing lower interest rates and
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easter terms than domestic loans. In the 1960s, the colonial state
had tendered applications to borrow from the British government
and from the World Bank and was unsuccessful in both cases. It
failed partly because the demand among developing countries for
multilateral official loans was simply too high; there were many
poor applicants which looked more deserving in the eyes of the
multilateral aid agencies. Another important factor was again
related to the structural power of the local bourgeoisie. The Finan-
cial Secretary’s statement on the problem of foreign borrowing
revealed clearly the vicious cycle constraining the colonial state’s
financial capacity:

Now how do we plan to fill the gap between revenue

and expenditure? Here I am in something of a dilemma.

I am told by the taxpayer that taxes, in particular in-

come taxes, should not be increased until we have bor-

rowed, preferably from abroad. Foreign lenders on the

other hand, particularly non-commercial ones, feel that

they should not be asked to lend to us, when there are

so many other needy clients in the world, until we have

increased our taxes.... (Hong Kong Hansard 1962, p. 55;
see also Hong Kong Hansard 1960, pp. 122-123)

So the hands of the state were tied even if it wanted to pursue an
active industrial policy to change the pattern and speed of indus-
trial development.

The Origin and Structure of State-Capital Alliance

But did the state ever intend to pursue an active industrial policy?
I shall argue that it did not, mainly due to its alliance with eco-
nomically and politically powerful business interests. My conten-
tion is that the alliance, as I shall argue below, accounted for not
only the states reluctance to adopt a selective industrial policy,
but also the state’s support of private entrepreneurship in general.
This approach, one that aims at providing general support to eco-
nomic development rather than aiding the growth of industrial
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sectors in particular, had been shaped by the particular pattern of
alliance between the colonial state and the local bourgeoisie. The
colonial state elite developed a close alliance with local bourgeoi-
sie, especially ifs commercial and financial segments. Conse-
quently, the state strived to build a favorable environment for
capital accumulation in general. But due to the marginal position
of the industrial bourgeoisie in the governing coalition, the state
did not pursue an active industrial policy to aid industrial devel-
opment. The purpose of this section is to delineate the evolution
and contours of this particular configuration of state-capital alli-
ance.

The Evolution of State-Capital Alliance

In Hong Kong’s early history as a Crown colony, the state and the
merchant community had by no means been in perfect harmony.
But in the course of the next century, a close alliance gradually
emerged between the state elite and the local commercial and
financial bourgeoisie. Hence by the time of industrialization inthe
1950s, the state had a fundamental coalescence of interest with the
bourgeoisie which prompted it to pursue policies assisting the
development of private enterprises but at the same time to refrain
from encroaching into resources controlled by private capitalists.
Also due to the fact that merchants and bankers dominated the
business community until the 1950s, they had a much closer rela-
tionship with the state elite than the industrialists. As a result,
there was no special incentive or assistance directed towards the
growth of domestic industries. The state was simply not moti-
vated politically to attend to the sector-specific interests of the
nascent industrial bourgeoisie. A historical sketch of the evolution
of the state-capital business is thus necessary to highlight the fact
that the political linkages between the state and the commercial
and financial bourgeoisie had developed prior to the industrial
take-off and constituted a crucial parameter of policy making in
the 1950s.
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In the earlier sections, we have discussed how attempts by the
bourgeoisie to limit the power of the colonial state to tax and
spend had led to conflicts between the two parties. These contlicts
frequently had spilled off to involve wider issues that had touched
upon the balance of power between the colonial state and the
bourgeoisie. As Lethbridge comments:

The constitutional history of Hong Kong... was a battle
between the commercial and business comumunity to
make Government move with the times in the interests
of commerce and trade, and the attempt of Government
to curk the hard-faced businessman, often of Scots an-
cestry, who refused to be soft-soaped by what he usu-
ally regarded as a supine administration too much in
the pocket of the traditional Chinese. (1969, p. 80)

The relative recency of the colony in the nineteenth century and
the absence of a clear modus vivendi between the state and the
bourgeoisie always tempted both parties to attempt to redefine
their relationship in their own favor. A typical example was the
petition by the rate-payers in 1894 to the British government for
changing the constitutional structure of Hong Kong (as described
earlier),

Nevertheless, the twentieth century saw a more stable and
amicable relationship between the colonial state and the local
bourgeoisie. The first impetus fo their reconciliation came from
the increased cooptation of representatives from the merchant
community into the state’s decision-making machinery after the
constitutional crisis of 1894. As already mentioned, the unofficial
component of the Legco was broadened to make room for a new
member from the Chinese merchant community, and the Exco
was also opened up for the first time to two unofficial members.
The first two unofficial members of the Exco were, of course,
appointed from the ranks of big business.”

The resolution of this constitutional crisis resulted in a period
of lasting peace and cooperation between the colonial state and
the local British bourgeoisie. At about the same time, the colonial
state also began to incorporate the Chinese bourgeoisie closer into
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the colonial regime. A number of statutory bodies were estab-
lished to this aim. Among them, the most important ones were the
District Watch Committee, the Po Leung Kuk and the Tung Wah
Hospitals. The District Watch Committee was established in 1891
to be the organ for both local law and order as well as the channel-
ing of Chinese opinions.”! Its significance in the community was
greater than its narrow function indicated:

In reality, the Committee is the Chinese Executive
Couneil of Hong Kong and is consulted on all matters
affecting them. Candidates are suggested by the Chi-
nese from among the most influential and wealthy men
in the Colony but are appointed by the Governor...
Appointment is very eagerly sought after because of the
great prestige attached to the office... the Chinese repre-
sentatives upon the Executive and Legislative Councils
are often selected from the District Watch Committee.
(Mills 1942, p. 398)

The Po Leung Kuk and Tung Wah Hospitals were both charity
organizations formed by prominent Chinese businessmen, and
the organization of both was enshrined by the government in an
ordinance.®® As in the case of the District Watch Committee, the
executive committees of the Po Leung Kuk and Tung Wah Hospi-
tals were drawn mainly from the rich and famous in the Chinese
community and overlapped a lot with the Chinese Chamber of
Commerce. As pointed out by Scott, the effect of these reforms
‘was to bring leaders of the Chinese community more directly into
the mainstream of political life in the colony. Government chose to
consult a wealthy elite who held positions on the important com-
mittees and boards’ (1989, p. 64). The realignment of the Chinese
bourgeoisie and the colonial state elite was gradual but unmistalk-
able. By incorporating a number of prominent Chinese {mainly
business) elite into the state-sanctioned institutions and by confer-
ring honors on them, a symbiotic relationship began to take shape
between the colonial administrators and the Chinese bourgeoisie.
In the words of Lethbridge, these ‘prominent Chinese were as
much watchdogs for the Chinese community, and especially the
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Chinese bourgeoisie, as guard dogs for the colonial Government’
(1978, p. 121).

By the 1920s, the expatriate community was much more set-
tled, and the interactions between the two protagonists had also
become much more predictable and mutually supportive. Ac-
cording to one chronicle of the period, by the 1920s:

[Hong Kong] had been in existence as a British posses-
sion for close on eighty years, and the expatriate com-
munity had evolved its own values, rituals, and
conventions, soon picked up by newcomers and passed
on to successors.... By now the great business compa-
nies, once so agile and predatory, had acquired a port-
lier air — the air of Establishment.... Taipans no longer
hissed at governors. (Morris 1985, p. 203)

In the two Councils, the opinions of the bourgeoisie were steadily
consulted through a stream of councilors from their own ranks.
For example, in examining the list of Exco unofficial members
before the Second World War, we found that, save for a few
lawyers, all the rest came from the major hongs.” Jardine, in
particular, supplied 9 of the 28 councilors (Endacott 1964, p. 250).

A common enemy, the working class, then drove the govern-
ment and the bourgeoisie closer together. Following the 1911 Rev-
olution in China, there was an upsurge of nationalism and social
mobilization both in the mainland and the colony. In the colony,
the nationalist senfiment was manifested in the formation of trade
unions among the working classes. As a result, a course of labor
unrest broke out in the 1920s.* This phase of heightened labor
mobilization culminated into the Canton-Hong Kong General
Strike of 1925, The General Strike started as a response to the May
30th Incident in Shanghai in which the protesting Chinese proces-
sion was shot at by police in the foreign concession. Subsequently,
a wave of anti-imperialist agitation swept through China; the
workers of Hong Kong also began to stage a general strike in June.
When further killings by foreign troops of anti-imperialist protes-
tors occurred in the foreign concession in Canton, some 100,000
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workers walked out of Hong Kong and sought sanctuary in Can-
ton (Chan 1975).

The General Strike was directed against both the colonial state
and FEuropean capital in Hong Kong. The siege mentality
prompted the local bourgeoisie and the government to band to-
gether in order to tide over the trouble. The colonial state called
for cooperation between the public and private sectors to keep
disruptions in trade and production to a minimum. Sensing the
threat to their prosperity, local capitalists, Chinese and British
alike, quickly rallied behind the colonial state. Some of them vol-
unteered to do manual work, as ‘Britons were found all over the
place doing the most unlikely jobs” (Coates 1977, p. 93). To allevi-
ate a run on the Chinese banks after the outbreak of the strike,
Hong Kong Bank also offered loans to the Chinese banks on a
guarantee by the state against any defaults (King 1987, p. 103;
Chan-Lau 1990, p. 185).

The nationalistic overtones of the strikers apparently had litile
effect on Chinese business elites in Hong Kong. On the one hand,
some 3,000 Western-educated and better-off Chinese residents
volunteered to help run essential services (Coates 1977, p. 93). On
the other, ‘the District Watch Committee was hyper-active during
these turbulent years and as keen to protect the European minor-
ity and thus help sustain the economy as were Europeans
themselves’ (Lethbridge 1978, p. 119). The wealthy Chinese mer-
chants even went as far as raising money to fund a right-wing
warlord in Guangdong in order to unseat the leftist Canton re-
gime which supported the strikers (Chan-Lau 1990, p. 201). Al-
though the attempted coup d'étaf turned out to be a complete
failure, this showed clearly the loyalty of the Chinese bourgeoisie
to the colonial and capitalist system.” Furthermore, prominent
Chinese businessmen in Hong Kong were instrumental in ending
the strike, At first, eight representatives were elected among
prominent Chinese merchants in Hong Kong to be the middlemen
between the colonial state and the strikers in Canton, and they
even promised to pay a sum to the strikers for the termination of
the strike. Though this did not end the strike immediately, their
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efforts opened up the channels of negotiation between the colonial
state and the Canton government.*

Tn the aftermath of the General Strike, as a reward to the
loyalty and service of the Chinese bourgeoisie, the Governor ap-
pointed the first Chinese to the Exco. A speech in the Legco made
by Sir Shouson Chow, the first Chinese Exco member, in support
of an ordinance introduced to make political strikes illegal after
the General Strike illustrated perfectly how class interest bonded
the Chinese bourgeoisie in Hong Kong to the colonial regime:

It is this class of mischief makers... that this Bill is de-
signed to deal with. Hong Kong is no place to them. We
do not want Bolshevism or Communism, We cannot
afford to have the economic and financial structure of
the Colony periodically shaken or undermined. What
we want are peace and good order, and the right to
follow our callings without let or hindrance. (Hong
Kong Hansard 1926, pp. 44-45)

The Postwar Consolidation of the State-Capital Alliance

After the General Strike, an external threat to Hong Kong further
strengthened the alliance between the colonial state and the local
bourgeoisie — the Second World War. The Japanese attacked the
British Colony on December 8, 1941. After a brief four-day baitle,
the British garrison stationed in Hong Kong was overpowered by
the Japanese Army and forced to surrender. For three years and
eight months until August 1945, Hong Kong was occupied and
ruled as the ‘Captured Territory of Hong Kong’ by Japan.

Although some of the expatriates in Hong Kong had already
been evacuated back to their homeland, a large number of civil-
ians, mainly expatriates, and goverrument officials who stayed
behind were interned by the Japanese. During the three-and-a-
half years of imprisonment, what remained of the social and sta-
tus distance between the government officials and the taipans was
finally eradicated, and the two parties had a rare chance of devel-
oping a sense of comradeship between themselves.” As one soci-
ologist observes:
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In Stanley internment camp, European businessmen,
pong-paatt 8 and Government officials lived cheek by
jowl for over three-and-a-half years. They shared in
common the cruel experiences and boredom of prison
life, and developed from this enforced propinquity
more neighbourly feelings than before the war. When
these people were liberated in 1945 they had acquired
an espirit de corps, the feeling of belonging to an exclu-
sive club — a club of ‘ex-Stanleyites’. (Lethbridge 1969,
p- 125)

He went on to argue that these feelings ‘were carried over into
peacetime and led to a rapprochement after the war between
some European businessmen and Government officials’
(Lethbridge 1969, p. 125). The relationship between the state elite
and the bourgeoisie became less formal and more at ease, reflected
in the sense of cooperation between the official and unofficial
members in the two Councils after the occupation. For example,
Alexander Grantham, the new Governor coming to office in 1947,
declared:

It is readily assumed that because there is a majority of
officials the slightest wish of Government is ‘steam-
rollered’ through this council. I am sure that no one
knows better than the Unofficial Members that this is
not so. The opinions of the Unofficial Members carry a
great deal of weight; as they should, and it is rarely
except in the matters of highest importance that the
Official Majority is used. (Hong Kong Hansard 1947, p.
257}

The unofficial members that Graham was addressing, let us not
forget, were mostly big capitalists.

On the Chinese side of the business community, after the
Japanese surrender there were some anxieties among leading Chi-
nese merchants about possible recrimination from the govern-
ment for they had been pressured by the Japanese to collaborate
with the occupation authority. However, the reconciliation be-
tween the colonial state and the Chinese bourgeoisie quickly
began with the British decision to prosecute as few Chinese as
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possible (Lethbridge 1969, p. 121). The colonial state worried that
a witch-hunt of collaborators would destabilize the society further
during the rehabilitation period, and then colonial administration
had to continue to rely on the cooperation of the Chinese elites
{Donnison 1956, p. 4). Prominent Chinese businessmen were duly
appointed to the re-inaugurated Legco and Exco.

Another key issue after the war was the rehabilitation of the
economy. Only by putting people back to work could social and
political stability be maintained in the chaotic aftermath of the
war. On this account, the support and cooperation of the bour-
geoisie were indispensable to the colonial state. The government
did impose some regulations on commaodities prices and install a
ration system, the first time in a century of the colony’s history,
but much of the economic activities was still conducted in the
private sector (Donnison 1956, pp. 254, 258). In particular, most
public utilities and much of the basic infrastructure were in pri-
vate hands. Without the supply of electricity and gas, or bus and
tram services, or wharves and godowns, there was little hope for
the colony to thrive again. Many of the utilities could not function
due to lack of maintenance while some of the machines had been
shipped to Japan. Thus in order to encourage the utility compa-
nies to recover their production, the colonial state had to give
favorable treatment to these firms:

{Tihe public utility companies were supposed to func-
tion under the general supervision of Government. In
fact, their board of directors were allowed to run things
by themselves and Government control was only nom-
ina); their shareholders were safeguarded by the
Government’s agreement to meet any losses and pay a
fair rent for the use of the companies’ property and
plant. (Lethbridge 1969, p. 125)

The financial bourgeoisie also played a leading role in the
process of rehabilitation. For example, the banks cooperated with
the government to advance loans for the purpose of rebuilding
private war-damaged properties.”’ In particular, Hong Kong Bank
was most active in providing funds for rehabilitation. Public utili-
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ties, for instance, were able to purchase new equipments from
overseas with huge advances from the Bank, even without any
collateral (Collis 1965, pp. 240-241; see also Cameron 1982, p. 157).
In return for the Bank’s assistance, the government also helped it
to recover from war damages. The official appreciation of the
Bank’s contribution to the rehabilitation of the economy can be
seen from Alexander Grantham’s, the Governor from 1947 to
1957, lavish applause of Arthur Morse, the Chief Manager of
Hong Kong Bank in the late 1940s, in his memoir:

Morse's guiding thought seemed to be ‘what is good for
the Colony is good for the Bank: the Colony came
first’.... Fully comprehending the Hong Kong situation
and pragmatic in his approach, Morse had little pa-
tience with economic theorists and by one short word
would dismiss their more fanciful theses. Not only did
he give much of his time to public affairs in the accepted
sense of the term but, by authorizing loans from the
Bank on practically no security, he saved more than one
humble club from disaster. (Grantham 1965, pp. 102-
103)

Thus, a close working relationship and interdependence were
developed between the colonial state and big business in rehabili-
tating the damages of war. Lethbridge’s observation best captures
this process of the consolidation of state-capital alliance:

Government found itself in such a position in 1945 that
it was forced to prop up the business community and
ensure its group survival. Many of the Hong Kong
notables benefitted from this policy —and no doubt felt
gratitude, or at least less antagonism, toward the Ad-
ministration, one that now saw eye to eye with themon
many things and was prepared to guarantee, or provide
existence as a status group. The prominent Chinese had
come into their own and had found their credentials
endorsed by a Government that desperately needed
them, that sought their loyalty. This then, was the start of
a process that drew Government and business more closely
together than had been the case pre-war. (1969, p. 125; em-
phasis added)
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Grantham also described the relationship of government officers
and ‘leading members of the Chinese and European communities’
in this period as a ‘remarkable team’, which ‘led to rehabilitation
from the war being speedier in Hong Kong than in most other
war-devastated areas’. Perhaps as a further indication of the trust
of the government for the bourgeoisie, he added that in the pro-
cess of rehabilitation, “private enterprise was given its head, and,
with the profit motive to spur it on, did a magnificent job’
(Grantham 1965, p. 103). It was this trust and sense of cooperation
that subsequently laid the foundation of the distinctive policy
approach that gave the private sector the maximum freedom in
making business decisions.

The Institutional Framework of State-Business Alliance

In postwar Hong Kong, the sense of comradeship generated by
the wartime ordeals and the postwar rehabilitation was not the
only foundation of the coalition between the colonial state elites
and local (British and Chinese) big business. At the same time, an
institutional framework was already in place to allow the bour-
geoisie to participate in the policy-making processes and to facili-
tate information to flow from the private sector to the state
machinery. This section will demonstrate how this institutional
framework had developed as a result of the alignment between
the state and the bourgeoisie, and how it worked to facilitate
exchanges between the state elite and big business in the commer-
cial and financial sector during the critical period of industrial
take-off of the 1950s.

The Exco and Legco referred to earlier were the principal
institutional channel through which bourgeois representatives
were coopted into the governmental machinery. As shown in
Table 5, as in other British overseas possessions, these Councils
were composed of a mixture of official and unofficial members
appointed by the colonial state. By the constitution of the colony,
the Governor is required ‘to consult the Council in all cases except
where the matter is urgent, trivial, or highly confidential” (Miners
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1986, p. 80). In effect, the Governor-in-Council is the highest exec-
utive authority of the Colony. Theoretically, the Governor can act
contrary to the views of the Council, provided that he explains to
the Secretary of State at the earliest opportunity. But in reality, the
Governor rarely opposed the majority views of the Exco, espe-
cially in the case of a consensus among the unofficial members
(Miners 1986, p. 80). The Exco unofficials often have a long tenure
of service and so can sometimes claim to have more experience
with local situations than the officials or the Governors.

The Legco is the supreme law-making authority for Hong
Kong. All bills, normally drafted and proposed by the administra-
tion, have to be submitted to the Legco to be debated, amended
where necessary, and passed as legislation. Formally, however, all
ordinances are enacted by the Governor ‘with the advice and
consent of the Legco’, and the Crown reserves the final right fo
disallow any ordinance through the Secretary of State (Endacott
1964, p. 213). The Legco also has an official and an unofficial
component, with all the unofficial members appointed by the
Governor for a term of four years. Until the 1970s, the General
Chamber of Commerce and the Justices of Peace had the custom-
ary right to elect respectively two representatives to the Legco
(Endacott 1964, p. 215). Before 1964, official members had a major-
ity in the Legco, but thereafter until the 1980s the number of
unofficial ones was the same as that of officials (see Table 5). As in
the case of the Exco, it is commonly believed that the opinions of
the unofficial members have been highly respected, and that the
government seldom acts contrary to the consensus of the unoffi-
cial members (cf. Miners 1986; Endacott 1964). Even though an
official majority (with a tie-breaking vote by the Governor) had
existed until the 1980s, it had rarely been mobilized to defeat a
united opposition from the unofficial members (Miners 1986, p.
123).
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Table 5 Composition of the Exco and Legco, 1845-1964

Year Officials Unofficials Total
(including the
Governor)

Executive Council

1845 3 0 3
1896 6 2 8
1926 6 3 9
1946 7 4 12
1948 6 & 12
Legislative Council
1850 3 2 5
1896 7 6 13
1929 9 8 17
1946 9 7 16
1951 9 8 17
1964 13 13 26

Sources: FEndacott {1964, p. 249); Miners (1986, p. 124).

The argument that the two Councils were a crucial insti-
tutional nexus between the state elites and the top layer of the
local bourgeoisie both before and during the postwar industri-
alization can be borne out by an examination of the social back-
grounds of the unofficial members. As Tables 6 and 7 indicate,
almost all of the Exco’s and Legco’s unofficial members in 1951
{when the Korean War Embargo, the prelude to industrialization,
began) and in 1961 (when the value of domestic manufacturing
exports exceeded entrepot trade) were successful business propri-
etors or executives, and this had been the modal pattern from the
late nineteenth century right to the 1980s. They were either chief
executives of the most prestigious merchant hongs in Hong Kong,
owners or chief executives of the major local banks, or directors of
major public utilities companies. Most of them were also directors
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of a handful of other companies besides their main occupations.
Some, like J.D. Clague, who was holding 32 directorships, and
GM. Goldsack, with 20 directorships, must be considered among
the most important representatives of the business community.
Jardine was not represented in the 1951 Councils, but in 1961, its
chairman was in the Legco. The representatives from Hong Kong
Bank became important figures in the two Councils, as the Bank’s
chairman was appointed to the Exco in 1951 while its chief man-
ager was in 1961. More revealing was that, during a leave of
absence of M. Turner, the chief manager of Hong Kong Bank in
1961, his deputy at the Bank, G.O.W. Stewart was duly appointed
temporarily to take his place (Hong Kong Annual Report 1962, p.
443). As in the pre-war period, it was an unwritten code that the
major hongs and Hong Kong Bank had to be represented in the
two Councils.

Some of the Chinese unofficial members had a professional
background as doctors or solicitors. But at the same time they
were also successful business proprietors and had stakes in many
major companies.” In the 1961 session of the two Councils, we
also notice that alongside the largest British bank, Hong Kong
Bank, the largest local Chinese bank, East Asia Bank, also had
representatives in the Legco. To gauge the connections of the
unofficial members to the top echelon of the local bourgeoisie, we
can juxtapose the list of unofficial members in 1961 to the list of
directors of the listed companies in 1960, undoubtedly the largest
and most influential corporations in the colony. As Table 8 shows,
10 out 14 of the Exco and Legco unofficial members in 1961 were
also directors of one or more listed companies.” Some, like FL.D.
Barton, J.D. Clague, G.M. Goldsack, and Lo Man Wai, had stakes
in 8 to 10 companies out of a total of 52. These people might not
have been the richest men in the colony, but they undoubtedly
represented a fair sample of the most important sectors and firms
in the economy: trading, banking, public utilities, and real estate.
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T ional B § i . .
able 6 Occupational Background of Unofficial Members of the Fable 7 Occupational Background of Unofficial Members of Exco
Exco and Legco, 1951
and Legco, 1961
Name Council Principal Number of Name Couneil Principal Number of
membership® occupation directorships membership® occupation directorships
Renson, D. E Manager, Mercantile 0 Chau, Sik Nin E Founder chairman, 10
Bank of India g’f Hong ‘Iiing
inese Ba
Cassidy, P.S. L M ing director, . .
assicy E anaging d;ref: or ? Barton, H.D.M. L Chairman, Jardine, 13
John D, Hutchinson .
& CO., Ltd. Matheson & CO., le.,
. The HK Land
D’ Almada, E Castro E.L Barrister, financier 1 Investment & Agency
Lo, Man Wai EL  Solicitor, construction 1 Co., Lid.
. : Clague, 1.D. E Director, John D. 32
Lo, Man Kam E Soin':xtor and proprietor 11 Hutchinson & Co.
Morse, A. E Chairman, Hong Kong 0 Fung, Ping Fun L Director, The Bank of 12
Bank Fast Asia Ltd.
Terry, CE.M. L Manager, HK & 0 Goldsack, G.M. L Director, Dodwell & 20
Kowloon Wharf & Co., Ltd.
lC:}odoxén Cf)'t,d Star Kwan, Cho Yin EL Solicitor, real estate 4
ey L0., LIG. Kwok, Chan L Vice-chairman, Hang 3
Watson, M.M. L Soliciter, shipping 7 Seng Bank Lid,
Chau, Tsun Nin E.L Barrister, public utilities 4 Lee, Richard Charles BEL Director, Lee Hysan 11
Chau, Sik Nin EL Medical practitioner, 2 . Estz‘ztta Co., Ltd'_
public utilities Lo, Man Wai E Solicitor, proprietor 8
Ngan, Shing Kwan EL Managing director, I
i tor B "
* E = Exco, L= Legco. g]dma Motor Bus Co
Source:  Hong Kong Directory 1951. Rodrigues, A.M. 8 Senior medical officer 0
Ruttonjee, D.J, L Manager, Dhun 0
Ruttonjee & Co.
{trading)
Terry, CEM. E Chairman, The HK 3
Home-Building &
Investment Co,, Ltd
Turner, M.W. E Chief manager, Hong 1
Kong Bank
Stewart, G.OW, E Chief manager, Hong 1
Kong Bank

2 E = Bxco, L = Legco,
Source:

Hong Kong Directory 1961,
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Table 8 Directorships held by Exco and Legco Unofficial Members
in 52 Listed Companies, 1961

Name of unofficial Number of directorships

—
o

Chau, Sik Nin
Barton, HD.M.
Clague, 1.D.

Fung, Ping Fun
Goldsack, G.M.
Kwan, Cho Yiu
Kwok, Chan

Lee, Richard Charles
Lo, Man Wai
Ngan, Shing Kwan
Rodrigues, A.M.
Ruttonjee, D.J.
Stewart, G.O.W.
Terry, CEM,
Tarner, M.W.

— e e DS SN O WY e 00O RO

Source: See The Standard Press (1961).

The Legco and the Exco were not the only institutional link-
ages between the state elifes and the bourgeoisie. From the late
nineteenth century, the colonial state had designed a number of
institutions to ‘absorb’ Chinese and British social elites into the
colonial power structure and to channel their opinions and aspira-
tions into the administration. First and foremost was the system of
installing advisory bodies to assist the colonial state’s day-to-day
administration. In 1962, for example, there were 67 advisory
‘Councils, Boards and Committees’. They were statutory bodies
with their membership wholly or partly determined by a specific
ordinance or appointed by the Governor to advise the head of a
department (Endacott 1964, p. 235).
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Reflecting the need for more state-business exchanges in the
course of industrialization, two new advisory boards were estab-
lished in the 1960s specifically for the purpose of advising the
government on industrial matters: the Trade and Industry Advi-
sory Board advising the Director of Commerce and Industry, and
the Cotton Advisory Board. In the word of T.D. Sorby, the Direc-
tor of Commerce and Industry, the Trade and Industry Advisory
Board ‘advises the Director on all matters, other than Jabor, which
affect the Colony’s trade and industry” (1968, p. 36). In 1961, it
consisted of the Director of Commerce and Industry, and 9 unoffi-
cial members including 2 hong merchants, 3 industrialists, and 2
bankers. The Cotton Advisory Board was established in 1961
mainly to advise the Director of Commerce and Industry on how
to meet the rising tide of protectionism in the United States and
the United Kingdom,

The proceedings of these two boards were in camera, and this
enabled the business elite to voice their demands and opinions
without any fear of unfavorable public scrutiny. Such a system of
intensive consultation with business elites worked particularly
well in Hong Kong, according to the Director of Commerce, for
Hong Kong’s small size and the geographical concentration of
business activity ‘makes it possible for the Administration to rely
much more heavily on advice from boards such as those men-
tioned above than is usual in some large countries’ (Sorby 1968, p.
37).

In the literature on the state-business relationship, it has also
been pointed out that, other things being equal, public-private
cooperation would be facilitated by a concentrated rather than a
dispersed private sector. For example, Katzenstein (1978} has
pointed to the higher degree of business centralization in Japan
and Germany that has facilitated the formation of a close state-
business coalition. A stable and efficient pattern of interactions
between the state and business would be difficult to create and
maintain if the private sector happens to be highly decentralized.
There would be too many people to consult, and a consensus
would be difficult to obtain. In the case of Hong Kong, state
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consultations with business are also facilitated by the high concen-
tration in the top layer of the economy, as we have discussed
earlier regarding the structure of the postwar bourgeoisie. This
point is also recognized by the Director of Commerce and Indus-
try, as he states:

[Concentration of the private sector] makes it inevitable
that members of the boards will also be prominent in
leading commercial and industrial organizations so
that, even if appointed in a personal capacity, they can
reflect accurately the thinking of organizations with
which they are associated. (Sorby 1968, p. 37)

As a manifestation of the underlying state-business alliance,
besides these two boards directly related to economic policy, busi-
ness elite in the early postwar decades were also dis-
proportionately represented in other advisory boards and
councils on a wide gamut of policy issues. Other voluntary organ-
jzations in the Chinese community, such as the Tung Wah and Po
Leung Kuk mentioned earlier, managed mainly by prominent
businessmen, were also developed from the late nineteenth cen-
tury to become the key administrative arm and consultative
forum of the colonial state.”

State-Business Alliance and the Power Structure

As a result of the development of this dense corporate network
prior to industrialization, a state-business symbiosis in the true
sense of the word existed in the postwar industrial take-off in
Hong Kong. As a high-level bureaucrat admitted:

From the highest levels of the Administration to the
Jowest, the Government is accustomed to working in
close contact with business interests, irrespective of race
or community. The unofficial members of both the
Governor's Executive Council and his Legislative
Council are, in large part, businessmen in the broadest
sense and this has been so for a hundred years. Both this
continuity and the substantial business representation
in the Government’s councils have had their critics, but
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the system has insured that the Administration has
never developed policies inimical to business interests;
and equally, has stimulated the growth of a responsible
attitude on the part of business to the social and other
responsibilities of the Administration. (Sorby 1968, p.
36)

Consequently, Hong Kong's power structure has been char-
acterized as the domination by a small group of power elites
comprised of high level colonial bureaucrats, and big business
elites, both Chinese and European (Davies 1977; Leung 1990). It
has also been argued that this power bloc was characterized by a
fundamental convergence in interest, and a commitment to the
maintenance of the colonial capitalist regime in Hong Kong. For
example, John Rear points out that the foundation of the ‘tacit
alliance” between the British officials and the Chinese business
community lies in ‘a very strong common interest in public order
and the economic stability which goes with it’, while the British
business community supports this alliance because it ‘has both a
nationalistic and a financial interest in the preservation of the
colonial system’ (1971, p. 79).

Nevertheless, two additional points need to be noted about
the state-business alliance in Hong Kong, Firstly, the existence of
an alliance between the state elite and the business elite did not
amount to bourgeois control of the state. Secondly, different seg-
ments of the bourgeoisie had different relation to the state elites,
and it was the large scale financial and commercial bourgeoisie
that had the best access to the reins of power. As we shall see, both
of these points had important ramifications for the formulation of
a development strategy in the 1950s.

The Relative Autonomy of the Colonial State

Our discussion of the confluence of interests between the state
elite and capitalist class does not lend itself to an ‘instrumentalist’
interpretation of the state in Hong Kong. The vulgar conception of
Hong Kong as being ruled by the Jockey Club, Jardine and Mathe-
son, Hong Kong Bank, and the Governor in that order has never
been an apt description of Hong Kong's power structure.” In the
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formal institutional sense, the colonial bureaucracy of Hong Kong
was highly autonomous, and it was not accountable to the society
nor to any particular interest groups in it. The Governor had the
power to make all decisions, and in the last analysis, his power
flowed from British government. To paraphrase Miliband (1977),
the Hong Kong colonial state was acting in the interest of the
bourgeoisie, but not at the behest of it.

The colonial state therefore enjoyed considerable autonomy
vis-a-vis the local bourgeoisie. When there was a major conflict of
interest between the bourgeoisie and the state elite, the latter
would not hesitate to push for its theoretically absolute power to
override the demands of the former. For example, in spite of the
bourgeoisie’s insistent demands for constitutional reform and
‘home rule’ in Hong Kong, the colonial bureaucracy, jealously
guarding its own control over the reins of power, was ‘willing to
open up only in a very limited way the decision-making arena to
the merchants. Another incessant bone of contention between the
colonial state and the local bourgeoisie was Hong Kong's contri-
bution to the cost of British military stations in Hong Kong,. Since
this touched the nerve of British colonial interest, the colonial
state, pressed by the home government, was quite unable to resist
the British demand for military contributions in face of business
opposition.”

Onthe other hand, we should not stretch this autonomy much
and picture the Hong Kong colonial state as a Leviathan standing
aloof above the social cleavages of the civil society (cf. Lau 1982).
The points of collusion and convergence in interest between the
state elite and the bourgeoisie have been too numerous to sustain
such an interpretation of the power structure in Hong Kong.
There is no point of speaking of an autonomous state when its
actions were found regularly consistent with the interests of a
particular segment of the society but not of others.” The capitalist
class certainly did not rule over Hong Kong directly,” but the fact
is that economic resources concentrated in the hands of this class
constituted a critical context with which the state had to reckon in
formulating and implementing policies (Leung 1990; ef. Block
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1977). The important point, therefore, is not who controlled
whom, but that the interests of the state elite and the financial and
commercial bourgeoisie were largely in unison.

The broad confluence of interests between the state elites and
the bourgeoisie contributed to an overall policy of supporting
private entrepreneurship. The Hong Kong government had in-
deed strived, within the limits of its capacity, to provide a most
favorable environment for the bourgeoisie to make profits. Never-
theless, the colonial state also possessed enough relative auton-
omy to resist undue demands that benefitted only small segments
of the business community at the expense of others. This was true
in particular concerning the state’s relationship to the local indus-
trial bourgeoisie, since it was the latter which demanded special
assistance to promote the manufacturing industries.

The Marginal Position of Industrialists in the Power Structure

The state’s ability to fend off industrialists’ calls for special aid
was a result of the particular configuration of the state-business
alliance. In my earlier discussion of the historical process of class
formation in Hong Kong, I have outlined the structure and origin
of the local capitalist class. As a consequence of the specific pat-
tern of colonial socio-economic development in Hong Kong, a
small group of financial and commercial bourgeoisie emerged fo
become the dominant segment of the bourgeoisie after the Second
World War. The major hongs, the banks, the public utilities, and
the large real estate developers emerged from the war to become
the most prominent business corporations in Hong Kong,
Although there had been considerable development in the
manufacturing industry during the inter-war period, it had still
occupied a minor though not insignificant position in the econ-
omy. On the eve of the explosive growth in industry, most of the
existing manufacturing firms tended to be small and under-capi-
talized. For example, only 0.4 percent of manufacturing firms
hired more than 1,000 workers in 1951 (Commissioner for Labour
1952). Furthermore, only 9 out of the 52 publicly listed companies
in 1960 were in manufacturing. Though they were undoubtedly
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the largest manufacturing firms in the colony, the sum of their
paid-up capital was only 6.9 percent of the total market capitaliza-
tion, and their total profits only 7.4 percent of all listed firms.”
Moreover, they were all subsidiaries of the major hongs, as the
hong merchants were found among their board chairmen and
directors. Many of them were legacies of the hongs’ manufactur-
ing activities catering to support trading, such as the dockyards.”
Of the new generation of industrialists profiting from the postwar
boom in export manufacturing, only those textile mills set up by
refugee entrepreneurs from Shanghai were of larger scale.” Yet
the Shanghai industrialists’ recent immigrant status implied that
they generally lacked the political clout of the more established
hongs and prominent Cantonese families. S.L. Wong’s research
revealed that they typically expressed ‘resignation and cynicism’
in their attitude towards politics (1988, p. 90).”

An indicator of the distance between the industrial bourgeoi-
sie and the center of state power can be found in the composition
of unofficial members in the two Councils. The colonial state’s
appointment of the unofficial members to the Legco and the Exco
had always been made from the most important and powerful
capitalists in the economy. As Tables 6 and 7 above show, none of
the unofficial members in the Legco and the Exco in 1951 was an
industrialist, nor was anyone in the 1961 cohort. As mentioned,
most of the unofficial councilors were hong merchants, bankers,
proprietors of major public utilities companies, and property
magnates. The first unofficial member of the Legco coming from
the manufacturing sector was not appointed until 1964, and the
Exco had to wait until 1972 for its first industrialist unofficial.”
Throughout most of the 1950s and early 1960s, when Hong Kong's
export-oriented industrialization came to an explosive start, the
industrial bourgeoisie was not represented at all in the top deci-
sion-making arena. Though there was some cooperation between
the Chinese Manufacturers’ Association (CMA), the only indus-
trial association in the 1950s, and the colonial state, the former did
not have institutionalized access to the power center. On occa-
sions when the CMA and industrialists protested their lack of

The Politics of Laissez-faire 65

representation in the two Councils, such ‘noises’” were typically
ignored by the colonial state.”

If the interests of industrial and commercial-financial bour-
geoisie were consonant, it did not matter who was connected to
the state and who was not. If the interests of industrial capital and
commercial capital converged, either one of them could be ex-
pected to speak for the class as a whole. The case of Hong Kong
was different. Similar to the case of Britain, there was an ‘institu-
tional separation of finance and industry’ in postwar Hong Kong
{cf. Ingham 1984). In Hong Kong, as in Britain, there were few
institutional linkages between the financial system and the manu-
facturing sector. In the first place, the development of the manu-
facturing sector was quite autonomous of the financial system and
the established big merchant houses. Although the early develop-
ment of trade had been advantageous to the later development in
export manufacturing, the hongs had not been actively involved
in the marketing of Hong Kong’s manufactured products abroad.
Instead, the smaller Chinese and some Indian import-export trad-
ers were the principal agents acting as middlemen between the
manufacturers and the foreign buyers. Throughout the 1950s, for
example, the biggest market for Hong Kong products was the
Southeast Asian countries, and it was the small Chinese trading
firms that handled these markets with their connections to the
overseas Chinese in the region.

On the other hand, the local banks, the most important agents
in the financial system, originated mainly from handling foreign
exchange involved in trade along the South China coast. ‘The
banks of the Colony have therefore been pre-eminently foreign
exchange banks which also performed the ordinary functions of
domestic banking’ (Mills 1942, p. 450). Consequently:

By long tradition banks in Hongkong tend to remain
highly liquid and to view with disfavour long term
commitments; a view influenced by their interest in
commerce and exchange as built up over the years and
by their acceptance of British banking practices; and
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British bankers have always regarded with suspicion
portfolio or long term investment. (Davies 1958, p. 129)

Even by the 1950s, their principal activities were the mediation of
foreign trade and domestic commercial activities, including the
financing of the lucrative real estate business. Local banks, as
good commercial banks, followed the traditional golden rule of
‘horrow short, lend short’ and loans to foreign and domestic trade
were favored over the manufacturing sector since trading loans
were normially self-liquidating and lucrative.” A writer described
the relationship between the banks and the manufacturing sector
candidly as follows:

It is, for example, difficult if not impossible for an in-
dustrialist to obtain long-term credit from any bank,
whether foreign or local. Industrial loans here are ar-
ranged on a short-term basis, renewable at maturity.
Such agreements do not guarantee renewal, which re-
mains at the discretion of the loan officer. As the officer
who originally approved the loan may no longer be in
office at the time of maturity, and as his successor may
view the matter in a different light, there exists a very
real possibiiig that the loan may notbe renewed. (Chen
1965, p. 470)

That the vast majority of manufacturing firms in Hong Kong
remained small in size and undercapitalized, as described earlier,
was both a cause and an effect of this ‘separation of finance and
industry’. Finance for both the setting up and expansion of manu-
facturing firms was extremely difficult to obtain from the financial
system, and the proprietors had to rest content with whatever
amount of money they had in hand or could borrow from friends
and relatives. As a result, the degree of self-financing in Hong
Kong industry was described as ‘abnormally high’ (Economist
Intelligence Unit 1962, p. 16) The resultant financial bottleneck
necessarily limited the scale and expansion of manufacturing
firms,

The limited scale of industrial capital, its institutional distance
from the dominant segment of the bourgeoisie, and its limited
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access to the center of power made its quest for a more active
industrial policy to assist the development of the local manufac-
turing sector most difficult. It was most difficult for the industrial
bourgeoisie to mobilize allies in support of an alternative deve10p~
ment strategy, and easier for the state elites to ignore or neutralize
the industrialists’ demands. The financial-trading complex shared
broadly similar class interests with the industrial bourgeoisie, but
they certainly disliked the idea of giving special aid to the devel-
opment of manufacturing industries. This was the case, in partic-
ular, if the prospective change in industrial policy would mean an
encroachment on their own prerogatives and a change in the
existing power structure of the Colony’s marketplace.

State-Business Alliance and Laissez-Faire

Finally, the state’s laissez-faire stance was also reinforced by the

close state-business alliance. The state elite had no great political
incentive to increase its financial capacity and hence increase its
leverage in the economy. The government’s rejection of new taxes
in 1962, for example, showed a great degree of trust for the private
sector:

Enterprise in Hong Kong has a good record of produc-
tive re-investment and I have a keen realization of the
importance of not withdrawing capital from the private
sector of the economy, particularly when it is responsi-
ble for an important part of the public services. I am
confident, however old-fashioned this may sound, that
funds left in the hands of the public will come into the
Exchequer with interest at the time in the future when
we need them. I therefore do not propose that the stan-
dard rate of Earnings and Profits Tax be increased this
year.

Since the government had developed a close partnership with the
bourgeoisie in transforming Hong Kong from a barren island to
arguably one of the most prosperous cities in the Far East, the state
was not in a hurry to displace private businessmen from the
center stage of industrialization in the postwar decades. The polit-
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ical interest of the local bourgeoisie and the state elite was largely
coincident; both were anxious to maintain the colonial system and
to generate a reasonable level of economic growth. It was no
surprise that the Financial Secretary for the 1960s would express
such great faith in the market allocation of resources:

For I still believe that, in the long run, the aggregate of
the decisions of individual businessmen, exercising in-
dividual judgment in a free economy, even if often mis-
taken, is likely to do less harm than the centralized
decisions of a Government; and certainly the harm is
likely to be counteracted faster.... It has to be recog-
nized, and it is recognized over a large part of our daily
life, that the community’s scarce economic resources
can be efficiently allocated only by the price mecha-
nism. {Hong Kong Hansard 1966, pp. 216, 218}

The close state-business alliance, therefore, was also contributory
to the two key features in the colonial state’s economic policy:
first, the maintenance of a favorable environment for business,
providing it with all those services and facilities without which
private capital accumulation would be frustrated; second, to give
businessmen as much freedom as possible, and not to distort the
environment for private managerial decisions.

The specific composition of the governing coalition also rein-
forced the laissez-faire approach to industrial development in the
early postwar years. Since industrialists were excluded from the
power structure, the state felt no compelling reason to alter the
existing approach to the economy. To actively promote industrial-
ization, the state would have had to first enhance its own capaci-
ties to change market behaviors. This would have meant a higher
level of resources extraction from the economy, running into di-
rect confrontation with the major resources controllers — the fi-
nancial and commercial bourgeoisie. With the later as the staunch
allies of the colonial regime, and the nascent industrial sector only
a marginal member of the governing coalition, an activist indus-
trial policy would have punished the state’s allies and rewarded
an insignificant actor in the polity.
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Of Land and Money: An Alternative Denied

So far we have characterized the political and structural basis for
the laissez-faire development strategies of Hong Kong during its
industrialization as a low-level state capacity and a high-level
state-capital alliance. To further unravel the complex relations
between state capacity, state-capital alliance and state policies, I
shall substantiate my argument by examining two key policy
debates in the 1950s concerning industrial development: the pro-
vision of land and financial assistance to the nascent manufactur-
ing industry. In both cases, there were demands for more state
intervention in industrialization, and the state elite was presented
with an opportunity to forge an aliernative development sirategy
prescribing a more active role for the colonial state. Yet the alter-
native never materialized. The combined weight of the state’s
financial constraint and the composition of the governing coali-
tion tilted the balance against the emergence of a dirigiste indus-
trial strategy.

Indeed, in the 19505, the nascent manufacturing sector lobbied
intensely for state assistance in industrial development. It was no
accident that the two issues of industrial land and finance became
the most important policy debates of the 1950s. Of the important
factors of industrial production, Iabor power was not a problem as
there was a massive inflow of refugees from mainland China.
Entrepreneurship was not lacking either, since many of the new
immigrants had had industrial experience before and were will-
ing to mobilize personal resources to exploit the new opportuni-
ties in Hong Kong to ‘become one’s own boss’, Industrialists were
particularly concerned fo press for state intervention in two areas:
land and finance.

Limited Assistance: The Provision of Industrial Land

When the manufacturing industries began to take-off in the early
1950s, industrialists quickly realized how limited was the supply
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of land in Hong Kong. The small area of the colony and the hilly
nature of the urban area created a built-in scarcity of land for
industry. Not only were new sites difficult to come by, but exist-
ing factories often found their rentals rising beyond their capabil-
ity (Wong 1958). As early as 1953, the vice-president of the CMA
had already suggested that industrial development in Hong Kong
required an increase of state assistance to industries in terms of an
expansion in the supply of industrial land:

Industrial expansion will require Government encour-
agement and help. I believe the time has come for Gov-
ernment to select a special territory to be developed as
an industrial area ~ with the main aim of combatting
the economic depression most likely to result from in-
ternational trade pacts which by-pass Hong Kong, and
the loss of the Colony’s main source of prosperity as an
entrepot. 50 much of our immediate future depends
upon this that I am sure haphazard industrial develop-
ment, without a central directing force, will be of little
or no avail. (U 1953, pp. 144-145)

On another occasion, a number of leading industrialists, mostly
associated with the CMA, also requested the state fo help manu-
facturing firms to find suitable sites.” The colonial state was in a
unique position to play this role, because all land was officially
owned by the Crown,® and the cost of developing new sites, with
the various logistics, was prohibitive to private developers.

The colonial state reacted favorably to the demands of indus-
trialists. In a public speech delivered in 1953, the Governor stated
that ‘among many of the problems of local industry, site develop-
ment is one of the most pressing’.” In the same speech, he an-
nounced the appointment of an inter-departmental committee, to
be chaired by the Director of the Commerce and Industry Depart-
ment, to investigate the forms and possibilities of state provision
of industrial land. In late 1954, the state embarked on a massive
project to develop industrial sites in the suburban township of
Kwun Tong.

By 1956, when the reclamation work at Kwun Tong had al-
ready commenced, a debate surfaced over how to allocate land so
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acquired to potential users. The colonial state announced that land
in Kwun Tong was to be auctioned as was all other Crown land.
But for lots developed there, payments could be paid in annual
installments of 7, 14 or 20 years, at a concessionary interest rate of
5 percent per annum. Buyers could take pogsession of the lot sold
by paying 10 percent of the land price and the first installment.”®

Industrialists were quick to rise against this method of land
sales. Their opposition was understandable:

Public auction means free competition. This method
almost ensures that land price would be bidden up to
the highest level the industrialists are able to afford. It is
obvious that this allocation methoed at that time did not
favour the small, or medium size factory owners be-
cause they possessed relatively less capital to obtain
land. However, the owners of large-scale [sic] would
also not prefer this method. Apparent enough, public
auction led to competition which in turn brought high
land price into existence. (Ho 1989, p. 263)

The notion of selling land to industries at the current market price
was particularly unacceptable to the industrialists, since they had
been complaining all along that speculation had raised the market
price of industrial land to an exorbitant level. Instead of the open
public auction, industrialists counter-proposed that a semi-closed
auction should be adopted for selling industrial land. The alterna-
tive method would restrict bidders only to existing firms which
had registered for land at Kwun Tong, and bids from new indus-
tries should be subjected to a thorough investigation of their eligi-
bility.71 The rationale behind the proposal, for the industrialists,
was to restrict potential bidders in order to reduce competition,
and hence the price, for industrial land.

The colonial state took no heed of the industrialists’ sugges-
tion or even their threat to boycott the auction. The first public
auction went on as scheduled in September 1956. What the indus-
trialists feared most happened, as the prices of the first lots were
far above the price of HK$5 per square foot set by the government,
ranging from HK$12.22 to $23.1 (Wu 1973, p. 171). By 1964, some
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641 acres of land in Kwun Tong had been created for industrial
use, and by 1968, there were 503 factories in Kwun Tong employ-
ing nearly 50,000 workers, or some 12 percent of Hong Kong's
industrial work force (Sorby 1968, p. 33). Still, the industrialists
did not get what they wanted most: all land in Kwun Tong was
sold at public auctions.

In developing new land for industry, the colonial state was
presented with an opportunity to increase its influence in indus-
trial development. According to the industrialists’ counter-pro-
posal, the state should have allocated land to manufacturing firms
at concessionary terms according to its desirability. This proce-
dure, essentially similar to what the Singaporean state had, would
have not only aided the development of industry further but also
allowed the state to have a say on the pattern of industrial growth.
Instead of auctioning off industrial land at the market price, the
state would have then fostered the development of a particular
sector by allocating cheap land to it. But, of course, the colonial
state shied away from this role. The Kwun Tong medel of devel-
oping land for industry was later followed in the subsequent
development of other new industrial towns, namely Tsuen Wan
and Kwai Chung.

The case of industrial land development illustrates very well
the intricate relationship between the state and various segments
of the bourgeoisie, and how policies were formed under stringent
financial constraints, First of all, the state’s willingness to under-
take the Kwun Tong project to provide new land for the manufac-
turing industry was an indication of the underlying state-business
partnership in maintaining the prosperity and stability of Hong
Kong. In the early 1950s, the disruption of the entrepot trade had
made the colonial state begin to realize the importance of manu-
facturing in providing employment opportunities for the large
number of new immigrants. In the public interest, and in its own
institutional interest to maintain the colonial regime, the colonial
state moved to support the development of new industries. Land
shortage, the most important bottleneck of industrial develop-
ment, had to be alleviated.

The Politics of Lalssez-faire 73

Secondly, industrial land development did not depart signifi-
cantly from the state’s established policy of laissez-faire, and it was
not beyond the state’s financial capability. It did not channel re-
sources to the manufacturing industries in a disproportionate
way. Land provision was just like other kinds of logistic support
that the colonial state offered to private enterprises. Disposing of
land by public auction also ensured that there was no hidden
subsidy involved in developing land and in allocating it to manu-
facturing firms.

Unlike other forms of assistance to industry, the colonial state
controlled the requisite resources in the Kwun Tong project —
lIand. Since industrial land development appropriated nothing
from the bourgeoisie but rather came from the state’s own pool of
resources, the bourgeoisie welcomed the act. The Kwun Tong
model of land development was also designed to avoid incurring
any large-scale financial burden to the state treasury. Although
the Kwun Tong project involved substantial cost, proceeds from
land sales through successive public auctions eventually paid
back the state’s investment.” Thus the state justified the policy of
selling land by public auction in terms of the financial benefits to
the government:

The policy of sale by public auction ensures, by and
large, that the person best able to develop the land
within the limitation laid down in the lease obtains the
right to do se, and that the community receives the
maximum return in cash for such leases. (Hong Kong
Annual Report 1957, p. 181)

Thirdly, industrial land provision was not a case of the colo-
nial state succumbing to the pressures and instrumental control
exercised by the industrial bourgeoisie. The state itself had an
interest in increasing the supply of industrial land and in the
growth of the manufacturing sector. The rejection of the
industrialists” proposal for state discretionary allocation of land to
manufacturing firms illustrated very well the autonomy of the
state from industrial influences. The relationship between the
state and the industrial bourgeoisie was thus a confluence of
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interest rather than the domination of the state apparatus by the
latter.

Fourthly, the composition of the governing coalition also en-
abled the state to resist demands for more state intervention in
industrial development. The state had a more intimate rela-
tionship to the financial-commercial bourgeoisie, which could be
traced to the earliest period of development in the colony. The
industrialists, as the new segment in the bourgeoisie, had yet to
develop stable access to the decision-making arena. As men-
tioned, the economic interests of the industrial bourgeoisie were
not entirely in consonance with that of the financial-commercial
bourgeoisie. Therefore, the latter might not share the interest of
industrial capital in a more dirigiste industrial policy to assist
industrialization.

For example, in 1955, when the colonial state was still moot-
ing the appropriate method of land sale for Kwun Tong, a Legco
unofficial member from the mercantile class, M.W. Lo, expressed
his concern over the terms of the land sale:

No one would question the Government policy of mak-
ing land available for factory sites. The scheme at Kun
Tong [Kwun Tong], reclaiming 140 acres certainly
would go a long way to meet the demands for factory
sites. The crucial question is upon what terms the re-
claimed land be granted to industrial undertakings. 1
understand that Government’s assistance to industries
would not be in the form of protection or direct subsidy,
but I note that Government's intention is to provide
land at reasonable price for sound industrial undertak-
ings. I think the formula, ‘reasonable price’, required
clarification. If ‘reasonable price’ means a price below
the proper market price, I feel the matter requires seri-
ous consideration.... By developing land and making it
available for industrial purposes, Government per-
forms a most useful service. But if Government were to
sell land below the proper market price, then I can see a
Jot of undesirable complications. Who are to be the
beneficiaries? Inevitably there would be corruption.
(Hong Kong Hansard 1955, p. 89)
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Another trader, D. Ruttonjee, also echoed Lo’s opinion. His com-
ment, however, was more revealing of the position of the finan-
cial-trading complex regarding industrial policies:

The extent of such assistance [to industry], must, how-

ever, be determined by the Colony’s revenue, and it is

felt that the prices charged for all land made available

for factories should fully cover the public outlay on

roads, water and other services.... The ultimate purpose

to be served by Government providing such assistance

to industry must not be the production of increased

profits for factory owners. (Hong Kong Hansard 1955, pp.

97-98)

The merchants’ worry was that if the state used public money to
subsidize the development of industry, an increase in tax would
have to be made to meet the ever-growing state expenditure
(Hong Kong Hansard 1955, p. 90). Though the financial-commercial
bourgeoisie welcomed the development of manufacturing which
would certainly enhance Hong Kong's prosperity, they were also
concerned to see that the manufacturing sector did not get special
favors from the state.”

Finance to Industry: The Elusive Industrial Bank

As we have seen in the other EANICs, state provision of industrial
finance, either through a pilot agency like the Economic Develop-
ment Board (EDB) in Singapore, or through a state-owned bank-
ing system in Korea and Taiwan, was the common denominator
of state intervention in industrialization. Thus it would be perti-
nent for us to review how the establishment of an industrial bank
to mobilize capital for industrialization was blocked in Hong
Kong.

When the growth of manufacturing industries accelerated in
the early 1950s, there were voices within the manufacturing sector
that complained about the precarious financial position of many
firms and the inadequacy of support from the financial sector. For
example, amidst the economic crisis caused by the Korean War, a
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leading industrialist claimed that a universal weakness among
Hong Kong industries was the shortage of funds. One of the
reasons for this weakness, he said, was the small amount of capital
that proprietors invested in manufacturing concerns. ‘Industrial
investors are not necessarily big capitalists, and big capitalists do
not necessarily invest enough funds’ (Wong 1952, p. 13, my trans-
lation).”™ Another reason was the insufficient assistance given by
the banks, and the absence of low-interest or interest-free loans
from the state. He said that this had prevented the industrialists
from expanding their plants and had forced them to resort to the
high-interest curb market for loans to meet the need for working
capital.

In the mid-1950s, there were constant reports in the press
about the adverse effects of the high interest rate on industrial
development, and the manufacturers also aired their dissatisfac-
tion through the CMA and the major newspapers.” After 1955,
there were reports that the major banks had relaxed their policy
on manufacturing loans, and that they were showing an increased
interest in accommodating credit demands from larger manufac-
turing firms at a lower interest rate. Nevertheless, medium- and
small-sized manufacturing firms still could not obtain loans from
banks without substantial collaterals.”

At the same time, industrialists and business correspondents
began to moot the idea of forming a specialized banking institu-
tion to finance industrial development at lower interests. The
establishment of an industrial bank was first proposed in connec-
tion with the development of the industrial estate in Kwun Tong,
so that prospective buyers of industrial lots could get help from
the industrial bank.” Then in 1957 and 1958, local banks raised
their interest rates successively in order to compete for deposits
and follow the lead of the world interest rate hikes.”” At the same
time, foreign (British, American, and Southeast Asian) manufac-
turers were beginning to lobby for protection against Hong Kong
exports. With the rejuvenation of the Japanese economy, Japanese
manufacturing exports were also threatening the markets for
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Hong Kong products. Facing such odds, manufacturers rallied to
give the idea of an industrial bank another push.”

In an executive committee meeting of the CMA in August
1958, a reselution on industrial development was passed. It re-
quested the government to set up a special agency responsible for
industrial lending, and the CMA’s chairman and vice-chairman
were entrusted to pass the demand on to the authorities.” In order
to generate more support for the proposal, the CMA organized
forums for their members to discuss the current problems of the
Hong Kong manufacturing, and how they could be solved. Man-
ufacturers attending these forums almost unanimously pointed to
the problem of capital shortage, both in fixed investment and
working capital, and demanded the establishment of an industrial
bank.”

Industrialists claimed that they were short in the area of fixed
investment and working capital. In particular, they complained
about the differential treatment they received from the banks
vis-a-vis the merchants, and looked forward to an industrial bank
that would redress the stafus guo. The following quotation reflects
this attitude very well:

Very few commercial banks are interested in giving
credit to productive industry [sic] being more interested
in the promotion of trade, and some of them do not
even require their customers to put up any margin
when applying for letters of credit — to take delivery of
the merchandise all they have to do is to sign a trust
receipt and pay later. This arrangement tends to en-
courage the undue expansion of trade. When Hong-
kong mainly depended on entrepot trade, such a
financial pattern was suitable enough but industrial
development has become an urgent need and the com-
mercial banks must gear their operations to the chang-
ing situation. Medium-term, and long-term credit
should be available and small borrowers should be pro-
vided with more credit against reasonable security. Es-
tablishment of a new financial institution is necessary
in order to supply credit for industrial enterprises.
{Chen 1960)
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The problem of the industrialists in obtaining credits was partly a
reflection of the long commercial history of the colony, in which
bankers had acquired much experience in handling loans to trad-
ers but not in the area of manufacturing. It was also due to the
different nature of manufacturing and commercial operations.
Traders could always use their incoming commodities as collato-
rals, and their credit needs were also more short-term.

The industrialists’ demand also found some support from
inside the establishment. For example, in 1958, an unofficial mem-
ber of the Legco, John Clague, who was also the chairman of a
major hong, the Hutchinson, raised the idea of setting up a devel-
opment corporation with public money. The purpose of the devel-
opment corporation, according to Clague, was to ‘actas a bridge
between Government and private enterprise’, and to finance the
growth of the manufacturing and construction industries (Hong
Kong Hansard 1958, pp. 119-120). However, support from the unof-
ficials was not uniform. Most of them were more concerned with
averting the possibility of tax increases and were satisfied with
what the government had done.” Since very few of the unofficials
came from the industrial sector, naturally they had no firm com-
mitment to a policy of giving special assistance to manufacturing,
Just as in the earlier issue of selling industrial land,
manufacturers’ interests were shut off from higher circles.

Because of the industrialists’ persistence and the increasing
importance of manufacturing to employment, the colonial state
found it hard to ignore altogether their demand. Their voice be-
came louder from 1958 onward, when the Lanchashire cotton
industry demanded the imposition of ‘voluntary restrictions’ in
Jocal textile exports. They claimed that once Hong Kong yielded to
the British pressure, the floodgate of protectionism would be
opened. An industrial crisis would be triggered off, making gov-
ernmental assistance all the more necessary.” In an address to an
industrial trade fair in Iate 1958, the Governor announced that a
proposal for the establishment of an industrial bank was under
consideration. Then in January 1959, he appointed a six-man com-
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mittee with one official and five unofficial members to review the
whole issue. The committee’s terms of reference were as follows:

To advise Government:
Whether there is a need for an indusirial bank for the
financing of industry in Hong Kong and, if so, whether
Government should take steps to set up such an institu-
tion and in the event of the answers to the first two
points being in the affirmative, further to advise what
should be the constitution and policy of the organiza-
tion proposed, with particular reference to the follow-
ing points:

{(a) the composition of the governing body;

{b) whether the capital should be supplied wholly by
Government, or partly by Government and partly
by the public;

{c) the extent and nature of its financing of industry;

(d} thepolicy thatshould be adopted in respect of rates
of interest. (Industrial Bank Committee 1960, p. 1)

The Committee’s meetings were conducted in private except one
session when it listened to the testimonies of representatives from
the CMA. The Committee also invited the CMA, the Hong Kong
General Chamber of Commerce (HKGCC), the Working Party of
the Federation of Hong Kong Industries (HKFI), and the Director
of Commerce and Industry to submit written memoranda.™

All of the three private trade associations expressed their sup-
port for the establishment of an industrial bank, with the CMA
being the most ardent supporter. In the CMA's memorandum to

the Committee, it argued zealously for the setting up of an indus-
trial bank:

Hong Kong Industry [sic] has been fighting a lone hattle
hitherto, with neither much support from Government
nor co-operative backing from local financial sources,
and this is why Hong Kong industry has been subject to
intercurrent reverses up to the present.

As Hong Kong's entrepot trade is now displaced by its
industry, Government should give it the attention it
deserves in order fo realize the well-being of the Col-
ony. If an industrial bank is established it can support
industry as well as facilitate their turnover in produc-
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tion, in particular assist medium and small industrial
undertakings, to make them gradually into modern fac-
tories, thereby consolidating the Colony’s industrial
production. It can also help such factories by finance to
pave the way for their export trade.

On the other hand, while the HKFI and the HKGCC were more
satisfied with the supply of short-term credits from the banks,
they both deemed an industrial bank as a necessary institution to
increase the supply of long-term capital loans.

After one and a half years of deliberation, the Committee
submitted its report in July 1960. To the disappointment of the
manufacturers, it recommended against the establishment of an
industrial bank:

The Committee has... been presented with no evidence
of any concrete case where an industrial development
had failed to secure finance in Hong Kong but could
properly have secured it from a specialized industrial
bank. This, taken in conjunction with the evidence of
the very considerable role played by banks in the ex-
pansion of industry in recent years, has led us to the
conclusion that the need for an industrial bank for the
finance of industry in Hong Kong is not proven. (Indus-
trial Bank Committee 1960, p. 15)

The decision to shelve the industrial bank in Hong Kong
setves as a very good illustration of the effects of the specific
configuration of state capacity and state-capital alliance on eco-
nomic policies. In the first place, as we have discussed, the finan-
cial capacity of the colonial state was limited internally on the one
hand by the low tax and tariff policy, and on the other, by the
private control of crucial resources in the economy. Externally, the
British government also had an interest in the financial health of
the colonial state to guard against the possibility of a massive
increase in state expenditure by deficit budgeting. Reflecting these
constraints, the colonial state was concerned with the source of the
industrial bank’s capital. This was revealed clearly in the terms of
reference of the Committee in which the government prescribed
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the Committee to consider who should fund the establishment of
an industrial bank.

In its report, the Committee discussed how alternative ways
of financing the industrial bank would affect the supply of capital.
It contended that if the industrial bank’s capital were subscribed
by private commercial banks or the general public, it would
merely divert capital from other competing uses to industrial
investment. In this case, the total amount of capital available for
investment would be constant with or without the industrial bank
{Industrial Bank Comumittee 1960, p. 13). In the event of the state
supplying the initial capital of the industrial bank, the Committee
pointed to the existence of the financial constraints over govern-
mental operations in Hong Kong:

Tt is true that Government itself has at present surplus
resources.... But, as was made clear in the 1960 Budget
debate, these resources are not even adequate to meet-
ing the large demands for social capital investment
with which Government is faced. It is doubtful there-
fore if Government could make available for long-term
lending by an industrial bank any considerable sum
from its present capital resources, particularly in rela-
tion to the present level of industrial investment; and it
seems unlikely that Government could raise any con-
siderable sum for this purpose by borrowing locally
long-term at acceptable rates of interest or could justify
doing so by taxation. (Industrial Bank Committee 1960,
pp-13-14)

The last point is very important since it sheds light on the very
limited sources of finance of the Hong Kong colonial state. It was
not considered for aid from the advanced countries. The British
government was also unwilling to subsidize the development of
Hong Kong's industry, being faced with recurrent financial defi-
cits at home and pressed by local industrial groups for protection
against Hong Kong products. Borrowing in the domestic financial
market could only be done on the going interest rate in the market,
and re-lending the borrowed money at lower than market rates to
industrial firms would incur losses to the government and jeopar-
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dize its balanced budget. Increasing tax would face opposition
from the bourgeoisie, and, as the Committee warned, the tax hike
would only take away a corresponding sum from private entre-
preneurs which would have been invested under normal circum-
stances.

Again, the state’s capacity alone did not determine the out-
come. Given sufficient interest in having an objective accom-
plished but without the requisite capability, the state will attempt
to increase its capacity or still attempt to do it regardless of its own
ability. The question of setting up an industrial bank in Hong
Kong, therefore, also hinged on the political support that the plan
drew from the society and the relationship of the state elite fo the
social groupings which would have benefitted from such an insti-
tution or to those who would have suffered. This in turn fell back
on the contour of political alliances that I have discussed.

I have already noted the conspicuous absence of manufac-
turers in the top rung of the bourgeoisie and the limited access
that the industrial bourgeoisie had to the state elite. The estab-
lished finance-trading complex occupied a privileged position in
the center of decision making within the state machinery, as a
result of the gradual emergence of a close alliance between the
large-scale financial and commercial bourgeoisie and the colonial
state elite. Due to these political alignments, the interest of the
manufacturers occupied a lesser position in the state elite’s politi-
cal calculus,

An indicator of the differential access of different segments of
the bourgeoisie to the state elite could be found in the composition
of the Industrial Bank Committee. The Committee was chaired by
a Deputy Financial Secretary and comprised 5 unofficial mem-
bers, 3 of whom were leading bankers, representing the largest
British bank, Hong Kong Bank, and 2 of the largest Chinese banks,
East Asia Bank and Hang Seng Bank. The other unofficial was an
Indian merchant and a senior member of the Legco. Interestingly,
none of the unofficials was an industrialist nor had significant
investment in manufacturing concerns. After the appointment of
the Committee by the Governor, the manufacturers filed a com-
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plaint over the absence of industrial representatives in a commit-
tee that mattered so much to their own future. They publicly
demanded that representatives from the manufacturing sector
should be appointed into the Committee. However, the govern-
ment would not yield, and ultimately it was this group of bankers
and traders who ruled that there was no shortage of capital in the
manufacturing sector and that the need for an industrial bank was
not established.

The financial bourgeoisie definitely did not like the idea of an
industrial bank. Bankers thought they were doing a good job of
serving the needs of the industrialists, and they of course resented
the notion of setting up a public or semi~public financial institu-
tion that would compete with them. As a review of the Industrial
Bank Committee Report stated:

In the face of a demand from business interests and
individuals through the press, Government appointed
a comumittee of bankers under the chairmanship of the
Deputy Financial Secretary to examine and report on
the need for an industrial bank in Hong Kong. Some
doubts were felt about this narrow specialism. Bankers,
it was thought, have from the nature of their profession
a peculiarly limited outlook and, in this particular
issue, a vested interest in the outcome. How could they
be expected to recommend the setting up of a rival
institution which would appropriate much profitable
business that would otherwise come to themselves?
{Matthews 1960, p. 435)

Bankers also doubted the financial viability of such a venture. This
misgiving was reflected in.a statement in the Report: ‘It would
have to be recognized from the outset that money would probably
be lost’ {Industrial Bank Committee 1960, p. 16). Given the state’s
tight financial condition, any lost of money resulting from the
Industrial Bank would have translated into higher taxes, and it
was doubtful how and where the colonial state would raise the

requisite capital for the Bank’s establishment. As a banker wrote
on the subject:
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[1}t is important to remember that even if an industrial
bank was established it would have to obtain funds
from somewhere to finance its lending operations. As to
whether it would be able to obtain sufficient long-term
capital locally is open to question, and if it had to rely
on funds from outside the Colony such funds might not
necessarily be available or cheap.®

The two stumbling blocks to a dirigiste industrial policy, state
financial constraints and the alliance between the state elite and
the financial-commercial bourgeoisie, therefore struck again in the
case of the establishment of an industrial bank, as in the debate
over the sale of industrial land. The colonial state could not afford
to foot the bill for an industrial bank. The peripheral position of
the industrial bourgeoisie in the state-business alliance did not
generate sufficient political interest on the part of the state elite to
wage a political battle and transcend the financial constraints. The
financial-commercial bourgeoisie, and financial bourgeoisie in
particular, with its established access to the decision-making
arena also provided additional support to the state’s ‘wait-and-
see” approach.” In the 1960s, demands for an industrial bank
continued to be heard from the industrial circles, especially dur-
ing years of tight liquidity.” But the state continued to resist such
demands.”

Summary and Conclusion

In contrast to other late-industrializers, the colonial state of Hong
Kong never pursued or even attempted an interventionist devel-
opment strategy during Hong Kong's postwar industrial take-off.
It provided a favorable environment for private business to thrive
by keeping tax rates low, maintaining law and order, building
infrastructural facilities, and reducing legal regulations and re-
strictions on business enterprises. But it never interfered with the
sectoral flow of resources and did not provide special aid for the
development of manufacturing industries.
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Part of the cause of the more thorough adoption of a laissez-
faire approach to industrialization could be found in the financial
capacity of the state. Both the capitalist and the colonial nature of
the state led to a low level of financial capacity. On the one hand,
the early development of a bourgeoisie shaped the state-building
process, imposing structural limits to the state’s control of eco-
nomic resources. On the other hand, the emphasis of the British
colonial policy on the colonies’ financial solvency and self-suffi-
ciency also reinforced the financial conservatism of the colonial
state. As a result of the state’s financial stringency, it was largely
unable to initiate and finance a significant increase in its interven-
tion in the developmental process.

The other condition for laissez-faire in Hong Kong was the
particular configuration of the state-capital alliance and the gov-
erning coalition. From the early twentieth century onwards, a
process of ‘elite settlement’ set in, when the local bourgeoisie
forsook the confrontational attitude towards the state elite and
began to develop a close partnership with the latter. The realign-
ment was also solidified by successive crises in the political sys-
tem, such as the General Strike in the 1920s and the Japanese
Occupation in the 1940s, When manufacturing industry was
about to ‘spurt’ in the 1950s, the state’s coalition with the domi-
nant financial-commercial bourgeoisie was supported by a dense
institutional network, inducing a coalescence of interests between
the two parties. One consequence of this alliance was that the state
provided support for capital accumulation in general. Neverthe-
less, the peripheral position of the industrial bourgeoisie in the
state-capital alliance also allowed the colonial state to resist de-
mands for a more active and selective industrial policy in aiding
industrial growth.

My discussion of the cases of the industrial bank and indus-
trial land has illustrated amply the intricate interactions between
the making of industrial policy, state capacities and state-commer-
cial capital alliance in Hong Kong. The state’s financial stringency
put the ceiling on the state’s ability to mobilize resources to subsi-
dize industrial development, hence fears of the state’s ‘inability to
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pay’ for the industrial assistance programs largely shaped the
policy discussion of the 1950s. Industrial land had to be sold to the
industrial bourgeoisie at the going market price and without any
special allowances or concessions. Public money also could not be
used to pay for the cost of low interest industrial loans. On the
other hand, the intimate relationship between the financial-com-
mercial bourgeoisie and the state elite resulted in the rejection of
the plan for an industrial bank by a committee of bankers and
hong merchants. Bankers resisted the idea of a publicly-owned
industrial bank which competed for business with them. Finally,
the commercial and financial bourgeoisie inside the governing
coalition blocked the industrialists’ demands to sell industrial
land at concessionary terms, partly as an objection to subventing
industrial development, and partly to forestall the possibility of
increasing taxes to pay for such subventions. Being in a peripheral
position of the power structure, the industrial bourgeoisie could
not reverse the state’s arms-length approach to industrial devel-
opment and could only take full advantage of the general assis-
tance provided by the state to all private enterprises.

If state financial constraints and the alliance between the state
and financial and commercial business interests were historically
the twin pillars of laissez-faire in Hong Kong, we would have
expected the state’s economic policies to change only had either
one of these conditions changed. Now that Hong Kong’s manu-
facturing industries are facing their greatest challenge since the
industrial take-off of the 1950s, are there signs that the state has
changed its relationship to the industrial sector? In my studies of
the patterns of industrial restructuring since the 1980s, I have
argued that so far the colonial state had not departed substantially
from the arms-length approach to manufacturing (Lui and Chiu
1994; Chiu and Lui forthcoming). This is not surprising from the
vantage point of the polity dynamics model proposed here, for
neither the state’s financial constraints nor the political alliance
between the financial and commercial bourgeoisie has changed.
Nevertheless, looking into the future, a more active industrial
policy may not be impossible in Hong Kong. For one thing, the
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state has, through years of prudent financial management, accu-
mulated a substantial surplus. The existence of fiscal surpluses
has not only relieved considerably the constraints over the state’s
financial capabilities but has also led to a considerable increase in
public demand for state actions. In fact, we have seen the state in
recent years devoting more resources to support the development
of high technology industries. But the state has not made an
about-face in its industrial policies, simply because the political
basis for extensive state intervention is still not in sight. No politi-
cal coalition demanding for a more active industrial policy has
appeared, and the financial and commercial bourgeoisie is still the
most powerful political actor in Hong Kong. But that will be the
subject of another study.

Notes

1. The colonial state had strived to avoid the depiction of its
strategy as laissez-faire because of its prejorative implication of
‘doing nothing’. It has coined another term, ‘positive non-
intervention’ to describe its own approach o economic man-
agement. I have stayed with [aissez-faire here because it is a
more common term, and laissez-faire, as used here, is always
relative and does not necessarily mean completely free of state
actions. Thus Hong Kong is a laissez-faire economy mainly
because state intervention has been lowest here compared
with other late-industrializers.

2. Details about the industrial promotion efforts by the colonial
state can be found in the various issues of the Hong Kong
Annual Report in the 1950s.

3. For a comparison of Hong Kong's development strategy and
other late industrializers’, see Haggard (1990).

4. There are exceptions, of course. Chu (1989) and Cheng (1987)
both placed Hong Kong in a comparative framework to try to
explain the differences in development strategies between
Hong Kong and the other three EANICs.
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Hong Kong Hansard (1977, p. 835). This argument is also
echoed in academic studies. See, for example, Lau (1982, pp.
41-42).

Cheng (1987, chap. 5). His emphasis, however, is not Hong
Kong per se but the comparative differences in the politics of
industrial adjustment between the EANICs. Still, his argu-
ment deserves special treatment because it is the only attempt
after S.K. Lau’s work to unravel the puzzle of Hong Kong's
laissez-faire.

Alavi (1979). The Japanese colonialism in Taiwan and Korea
certainly represented a much more interventionist style of
colonial rule. See Peattie and Myers (1984).

For example, the government of India’s policy towards indus-
trial development was by no means laissez-faire. Furthermore,
‘direct government ownership within the Indian economy in
1900 was no less extensive than in some latecomers to indus-
trialization, often characterized as stimulated by state-in-
duced growth’ (Charlesworth 1982, p. 60).

For examples of studies in this vein, see the papers in Steinmo,
Thelen and Longstreth (1992}, especially the introduction by
Kathleen Thelen and Sven Steinmo. For the ‘polity-centered’
approach, see Weir, Orloff and Skocpol (1988) and Skocpol
(1992).

The same distinction is also made by Hall (1986, p. 232) and
Comisso (1986).

In the Third World, very often the capitalists are the only
significant social actors. Labor and peasants, save in some
exceptional cases, do not constitute a social force. It must be
stressed that, in cases where these two do become significant
social forces, their relationship with state actors must be ex-
amined. This does not, however, destroy the integrity or ap-
plicability of the model, because the state’s relationship to
other social classes or social forces can be studied via their
effects on the state’s relationship to the capitalist class. A
state-working class alliance often leads to a more detached
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12.

13.
14.

relationship between the state and the bourgeoisie, for exam-
ple, but this is not necessarily the case. The state-capital alli-
ance argument advanced here resembles the coalition
argument presented in Gourevitch (1986) which he takes as
distinct from the institutional argument. Nonetheless, while
the conventional coalition argument emphasizes the relation-
ship among societal actors, I focus on the relationship be-
tween various societal actors and the state elite. A similar
argument can be found in the ‘policy network’ approach
which stresses the interactions between state and societal ac-
tors in shaping a particular policy outcome. See Wilks and
Wright (1987), and Maxfield (1990).

This idea of differential access to the decision-making arena
came from Charles Tilly’s polity model and his distinction
between ‘members’ and ‘challengers’. See Tilly (1978). The
effect of political institutions and the capacities of politically
active groups is highlighted by Skocpol (1992). Here, in con-
trast to Skocpol’s approach, I emphasize the historical pro-
cesses of state-society interaction (including those between
the state and the bourgeoisie) which lead to the formation of
particular political institutions. I reject the ‘exogenous’ view
of political institutions as the unmoved prime mover in polit-
ical processes. While Skocpol insists that state-society interac-
tions are included in her analytical frame of reference, her
writings tend to highlight the ‘independent’ character of polit-
ical institutions at the expense of their ‘dependent’ character
upon prior state-society interactions. See Skocpol (1992, pp.
41-47, and 569 note 90}.

On this point I follow Peter Hall's argument.

The experience of Jardine Matheson (commonly known as
Jardine), the largest hong, typified the development of British
capital in Hong Kong. It was first established in Canton in
1832 by two Scots, William Jardine and James Matheson, and
at that time its main item of business was opium. After the
acquisition of Hong Kong, it leased the first lot of land from
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the colonial state and started a building spree of warehouses,
wharves, houses and other facilities for shipping. Apart from
normal trading activities, Jardine also provided financing to
smaller traders and dealt in foreign exchange, remittances and
letters of credit. In 1850, it diversified into the business of
shipping and later built its own fleet. In the 1860s, Jardine
opened an office in Yokohama followed by offices in Naga-
saki and Kobe, which marked its emergence as a regional
corporation, In 1889, Jardine took part in the formation of the
Hong Kong Land Co., and increased its stakes in the real
estate business in Hong Kong. Hong Kong Land later also
became a leading corporation in Hong Kong. As the other
British hongs along the China coast, Jardine had agencies in
all the treaty ports of China, but its headquarters was kept in
Hong Kong. Its scale of operation in China was considerably
greater than in Hong Kong, but the latter was to remain the
nerve center of the whole company. Jardine had the lion’s
share of China’s foreign trade. It collected various commodi-
ties from all over China, such as tea, silk and tungsten oil, and
then re-shipped them to other parts of the world through
Hong Kong. It also controlled much of the coastal and inland
shipping business. Towards the latter part of the nineteenth

century, Jardine branched into the construction of railways,

the financing of railway construction and the provision of rail
equipment in China.

The most authoritative study of the emergence of the Chinese
bourgeoisie in Hong Kong is by Smith (1971) and Chan (1991).
Thus, contrary to some conventional accounts, the influx of
capital from China to Hong Kong did not start with the com-
munist revolution; there were in fact many instances in Hong
Kong's history of refugee capital contributing to the growth of
Hong Kong’s economy.

For a study of the compradors, see Nie (1979).

See Endacott (1973, pp. 195-196). For example, Governor
Hennessy reported in 1881 that among the 18 ratepayers hav-
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20.
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22.

23

24.

25.

26.
27.

28.

ing property rated at or over $1,000 per quarter, 17 were
Chinese. Only one, Jardine Matheson, was not Chinese. It is
also reported that some 90 percent of taxes collected in Hong
Kong came from the Chinese population in the 1880s (Yuan
1988, p. 130).

One example is Leeming, who wrote in 1975 that ‘the fact is
that Chinese industry in Hong Kong in 1940 was much larger
in scale, and much more advanced in style, than is allowed by
the conventional view’ (Leeming 1975, p. 338).

The next census was conducted in 1961.

This included transport and communications, and commerce
and finance.

Information on the capital of public companies, see the Stan-
dard Press (1961). GDP statistics for 1960-1961, see Chang
(1969).

An interlock or link between two firms is counted when the
same person sits on the boards of both firms.

For example, in 1972, among the 14 board members, there
were representatives from Jardines, Swire, Inchape, 1.C.1,
Hutchinson, Wheelock, Deacon, P. & O., and Dodwell, almost
a microcosm of the British bourgeoisie in Hong Kong. See
Economic Reporfer (May 10, 1972, p. 23).

“Griffin” was the name popularly given to the wild pony
imported from North China and used for horse racing in
Shanghai, Hong Kong and the Treaty Ports. The term “griffin”
was thus applied to the untrained young European when he
arrived in China to take up work with a foreign firm’
(Lethbridge 1978, p. 186).

A sample of these events can be found in Scott (1989, p. 57).
The following account is based on Endacott (1964, chap. 7),
and Scott (1989, pp. 59-60).

The petition was organized by Whitehead, the manager of
Chartered Bank, along with two other unofficial members of
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the Legco, Paul Chater and Ho Kai, both prominent capitalists
in the Colony.

The reasons behind the rejection of the demands for self-gov-
ernment will be discussed later in the section on state-busi-
ness relationship.

This discussion on the Finance Committee draws heavily
from Miners (1986, pp. 138-142).

For this point, see also Miners (1986, p. 136).

Later the reserve base was expanded to all foreign currencies,
but the system of 100 percent backing is still in force.

The impetus to change came from the recurrent outbreak of
banking crises in the 1950s. But the amendment in the regula-
tory framework merely ensured that the banks were free from
managerial frauds. The degree of state influence over the flow
of credit and the price of money was not increased. See
Tomkins (1962).

About the relationship between the Hong Kong government
and the Colonial Office, see Miners (1986, 1987).

This section draws on Miners (1987, pp. 107-111), and
Rabushka (1976, pp. 12-34).

Hong Kong Hansard (1955, p. 63; 1960, p. 62). Both quotations
from Rabushka (1976, p. 113).

This was reported in the memoirs of a former Governor, Sir
Alexander Grantham (1965). It is an invaluable piece of infor-
mation, since what happened inside the Exco was otherwise
unknown to the public.

The financial year in Hong Kong staris in April and ends the
next March.

Of course, the construction industry always benefitted from
the state’s public works expenditure. But this was not the
objective of the public works projects.

They were ]. Bell-Irving of Jardine, and Paul Chater, a local
financier and real estate magnate. See Endacott (1964, p. 125).
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When it was first established, it managed a body of Chinese
constables and detectives which operated in the districts that
were predominately Chinese, This function was taken over by
the police jn the late 1940s, See Lethbridge (1978, p. 120).

The Po Leung Kuk (the Protection of Virtue Society} was a
society founded to prevent and investigate the kidnapping
and abduction of women and young girls. It later expanded
its scope of activities to social welfare works in general. See
Lethbridge (1978).

This covered the period 1896 to 1941, as the first unofficial
Exco member was appointed in 18%6.

For a more detailed account of the industrial conflicts in this
period, see Chiu (1987).

The money was advanced from the accounts of the Tung Wah
Hospital. Due to the economic difficulties of the time, some of
the merchants involved in the funding were unable to fulfil
their pledges. The colonial state, at the risk of reprimand from
the Colonial Office, covered the merchants’ arrear with public
money. See Chan-Lau (1990, pp. 201-202).

The strike was officially terminated in October 1926. The im-
petus to the end of the strike was the ascendancy of the right-
wing Chiang Kai-shek in the Nationalist government who
deemed the existence of a left-wing Canton regime and the
concentration of striking workers there as a threat to his
power. See Deng (1949).

Lethbridge (1978) gives an account of the status differences in
the European community in Hong Kong.

This term refers to Europeans in uniformed supervisory jobs.
The term pong-paan was meant to distinguish this group from
the Taipans (the major expatriate businessmen).

But very few of the landlords actually solicited lending
through this charnel. See Endacott (1978, p. 299).

During the Japanese occupation, the Bank was forced to issue
some HK$119 million, the so-called ‘duress notes’, without
proper backing by assets. After the war, a natural problem
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that arose was whether the Bank should honor the notes. If so,
it would have to pay the government a corresponding
amount to back up these notes since all new issues of money
by the note-issuing banks had to be backed up by foreign
currency reserves deposited with the government. This
would have incurred serious losses to the Bank. Finally, in
1946, the government decided to share the loss incurred by
honoring the Bank’s ‘duress notes’ (Jao 1974, p. 17).
Professional education was common for the young Chinese
elite before they were expected to take over the family busi-
ness.

Two of them, Ngan Shing Kwan and D.]. Ruttonjee, were
owners of large non-listed companies, though they held no
directorships in the listed companies,

The District Watch Committee and its constable force was
abolished after the Second World War due to the strengthen-
ing and professionalization of the police.

This old cliché has been in popular parlance for many years,
see Hughes (1968, p. 17). Please see also the discussion in Scott
(1989, p. 65).

In 1864, the British government asked for the payment of
HK$20,000 annually for defense, and this demand ‘created the
liveliest opposition from all sections of the community led by
the unofficial members of the Legislative Council’ (Endacott
1964, p. 85). The motion was eventually carried through by
the official majority in the Legco. Thereafter, every negotia-
tion between the Hong Kong and British government over the
amount of defense contribution sparked intense reactions
from the unofficial members.

For a critique of the autonomy imagery of the Hong Kong
government, please see Leung (1990).

Despite the influence of the unofficials in the two Councils,
they played little direct roles in the overall formulation of
policies. See Miners (1986, chaps. 9, 10).
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The total paid-up capital of the 9 manufacturing firms was
HK$66,475,000 and their total profits were HK$22,183,000 in
1960. Paid-up capital is calculated from The Standard Press
(1961).

Three of the 9 firms were dockyards, another 3 were a rope
manufacturing, a canning and food processing company, and
a cement plant, and 1 was in the metal industry, Only 2 could
be regarded as new generation industries, and both of them
were cotton mills,

These textile firms typically employed more than one thou-
sand workers. See Commissioner for Labour (1950).

Wong argued that this ‘professed sense of powerlessness’ did
not square with the reality that the spinners had strong politi-
cal muscles. In support of this point, he cited a conflict be-
tween the government and the spinners in the early 1970s
over the revaluation of industrial land which ultimately re-
sulted in concessions by the government. Nevertheless, the
fact that the spinners could influence policies in the 1970s
does not mean that the same was true in the early 1950s. The
sense of powerlessness among the spinners probably revealed
their limited political influence during the early years of their
business endeavors in Hong Kong.

The first Legco unofficial member who came from the indus-
trial sector was Tang Ping-yuan, and the first unofficial in the
Exco was S.Y. Chung.

Such protests were particularly visible when industrialists felt
their interests had been sacrificed. See for example, Wah Kiu
Yat Po (March 29, 1955; January 26, 1959).

Jao (1974, p. 47) argues that in the early postwar period the
local British commercial banks only departed slightly from
the traditional ‘real-bills’ doctrine of the British commercial
banks, which means that a commercial bank was supposed to
make only short-term ‘self-liquidating’ loans to traders for the
purpose of financing their holding of inventories pending
their sales. His reasoning is: firstly, the British banks had
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rarely made equity investment in industrial firms; secondly,
their finance of industry was also related to commercial trans-
actions of a self-liquidating nature. Since most of Hong
Kong’s manufactured goods were for export, making loans
(e.g., packing credits) for this purpose was somewhat equiva-
lent to financing a commercial transaction. In doing this, the
commercial banks also had the opportunity to buy and sell
foreign exchange generated by manufacturing exports, and
this was another traditional operation of the banks.

The author was the manager of the Foreign Department of the
Canton Trust and Commercial Bank, a medium-sized Chinese
bank which eventually went bankrupt in the mid-year bank-
ing crisis (the article was published in March). That this was
the view of a middle-level employee of a smaller native bank
probably explains the difference between its tenor and that of
other leading British bankers. The latter customarily empha-
sized the contribution of the banking sector to industrial de-
velopment and that they were lending as much as they could
to manufacturing firms. See, as an example of the latter posi-
tion, Carruthers (1966). Mr. Carruthers was the Deputy Chief
Manager of Hong Kong Bank.

The Financial Secretary in Hong Kong Hansard (1962, p. 51).
Wah Kiu Yat Po (January 6, 1954).

For a succinct description of the system of land tenure in
Hong Kong, see Hong Kong Annual Report (1957, chap. 10).
South China Morning Post (December 23, 1953).

See Wu (1973, p. 170), and South China Morning Post {August
23,1956).

Wah Kiu Yat Po (September 5, 1956).

See Whatmore (1962), From 1956/57 to 1969/70, sales of in-
dustrial land in Kwun Tong reaped a total of HK$188 million,
or some 42.7 percent of total revenue from selling industrial
land in Hong Kong (Wu 1973, p. 193). For the importance of
land sales in the state’s revenue, see Fo (1989, pp. 252-254). In
1961/62, 1962/63 and 1963/64, contribution of land sales (in-
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dustrial, commercial and residential) to total government rev-
enue peaked at 8.7, 16.6 and 14.0 percent respectively.

The Legco unofficial members’ comments drew severe attacks
from the CMA and leading industrialists, saying that these
unofficial were only thinking in terms of the interest of the
land developers. They also demanded that industrial repre-
sentatives be appointed to the two Councils. See Wah Kiu Yat
Po (March 29, 1955; November 21, 1955).

One reason for this phenomenon was, of course, the competi-
tion for investment from other sectors: finance, commerce and
real estate. Wong was the chairman of the CMA in the 1950s.

See, for example, Wah Kiu Yat Po (September 21, 1953; January
6, 1954; May 15, 1954). For the viewpoints of the CMA, see
Haking Wong's article in Wah Kiu Yat Po (May 1, 1954).

Wah Kiu Yat Po (February 16, 1955).

See, for example, the article by an industrialist and executive
committee member of the CMA in Wah Kiu Yat Po (November
21, 1955).

Wah Kiu Yat Po (April 21, 1958). In 1957, banks in Brifain
increased their interest rates from 5 percent to 7 percent,
which caused local interest rates to increase by 1 percent.

See Wah Kiu Yat Po (September 8, 1958).
Wah Kiu Yat Po (August 22, 1958).

For the records of one such forum, see Wah Kiu Yat Po (Sep-
tember 11, 1958).

The speech of Kwok Chan, a banker, best represented this
position. See Hong Kong Hansard (1958, pp. 108-110).

Wah Kiu Yat Po (January 15, 1959).

In 1959, the government set up a Working Party to consider
the formation of a new industrial association, the Federation
of Hong Kong Industries. The Federation was duly estab-
lished in 1961,
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85. Memorandum from the CMA to the Industrial Bank Commit-
tee (April 2, 1959). Included in the Appendix of the Report of
the Industrial Bank Commitfee.

86. Miller ‘The Bank and Hong Kong Industry’. Paper read at
University of Hong Kong, Extra Mural Studies (September 26,
1968). The author was the Deputy Manager of Chartered
Bank, and the speech was written when the subject of an
industrial bank was being raised again in the mid-1960s.

87, This case also revealed one source of political weakness of the
industrial bourgeoisie. For instance, one official reason given
by the Industrial Bank Committee for the rejection of the
proposal was the lack of concrete data supporting the argu-
ment that manufacturing firms were suffering from severe
financial difficulties. The Committee had requested the CMA
to solicit information from their members, but the response
from industrialists had been very poor. The large number of
small- and medium-sized manufacturing firms created a
problem for collective action on the part of the industrial
bourgeoisie, so that the CMA could not mobilize their mem-
bers and other industrialists to push forward their case. On
the other hand, the bankers, with their small number and
highly coordinated character, were able to furnish the Com-
mittee with data supporting their side of the story: the supply
of funds in the financial system had been adequate, and there
was no need to change the status quo. Problems of organiza-
tion for collective action, therefore, further limited the politi-
cal influence of the industrial bourgeoisie relative to the
financial-commercial bourgeoisie.

§8. There were two such years in the 1960s: 1965, when there was
a serious run in the banking system, and 1967, when a left-
wing riot hurt the confidence of bankers about the political
future of Hong Kong,

89. Finally, in the eatly 1970s, a scheme to provide financial assis-
tance to industry was approved, though it was not an indus-
trial bank. The approved scheme was to provide guarantees
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for loans provided by commercial banks to small-scale manu-
facturing firms. A semi-government agency, the Productivity
Council, was to be responsible for conducting feasibility stud-
ies on loan applications and for making recommendations to
the banks regarding the granting of loans. That this scheme
was approved did not indicate a major change in the state’s
policy. That this was a scheme of guarantees for loans made
by commercial banks, and not a state-owned or semi-public
industrial bank, probably did not cause the bankers to rise up
against it. Purthermore, the loan scheme was not going to
create a heavy financial burden for the state since it was the
commercial banks which made the loan, not the state itself.
Since the potential client was small business also meant that
the amount of loans involved was not very great. To prevent
financial loss, the state also adopted a set of very stringent
criteria for approving loan guarantees. Each application had
to be submitted with a HK$1,000 non-refundable fee, a con-
siderable sum in the early 1970s. As a result, very few small
industrialists applied, and even fewer were approved. During
the first six months of the scheme, only one applicant actually
received a loan. For details of the scheme, see Wu (1973).
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