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ABSTRACT

China resumed sovereignty over Hong Kong on 1 July, 1997. After being a British
colony for more than 150 years, Hong Kong became a Special Administrative Region
of China following the "one country, two systems" policy. This dissertation is

concerned with the examination of the market changes in Hong Kong's university
distance education in the transition period.

Information about respondents' demographics, evaluation and intention to pursue
further study through distance education programmes was collected by sending
questionnaires to two types of subject: current students using distance education
programmes and potential adult students in Hong Kong. A total of five groups were
1dentified as representing the first type of subject: students of the Henley Management
College/Brunel University (UK) - MBA programme, the Curtin University of
Technology - Bachelor of Commerce and Master of Accounting programme
(Australhia), and the Open University of Hong Kong - Bachelor of Business
Administration and MBA programmes. The second type of subject comprised Hong
Kong adults who were interested in studying via distance education programmes. One
group ot subjects were visitors to the Hong Kong Education Expo 1996, and they

were classified as potential students who wished to study in distance education
programmes in Hong Kong.

All the data were processed using the Statistical Package for Social Science software

programme. The research questions were tackled by the resultant data and analysis.
The important findings obtained from the subjects are:

a) The need for higher-degree-level programmes 1s very great among Hong Kong's
distance learners. The decision to undertake further study to distance Master
degree level after completing a distance Bachelor degree aptly demonstrates this
situation. Consideration should, therefore, be given to developing distance Master
degree programmes for students currently studying distance Bachelor degree
programmes, and distance Doctorate degree programmes for students currently
studying distance Master degree programmes. The majority of distance students,
particularly at the higher-degree-level, tend to be in the higher-income bracket.

b) Hong Kong adults who are interested in distance education programmes come
from different occupation segments. Their choice of further study varies according
to their needs and occupations. Consideration should be given to repositioning the
current distance education programmes, particularly at Bachelor's degree or
Diploma level. In addition, a segment comprising housewives has been 1dentified
as potential students for Bachelor's degree programmes by this study.

In the further discussion about Hong Kong during the transition period, Fagerlind and
Saha's Dialectical Model is used to examine the development of Hong Kong's higher
education system with three important dimensions: political, economic and social
forces. Finally, this analysis provides three possible alternatives of development for
the integration of Hong Kong's and China's higher education systems in the post-
transition period: "One Country, One System", "One Country, Two Systems", and

"One Country, Many Systems".
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Chapter One

Introduction




Orientation of the Study

Map of The People's Republic of China (China)

Heilongjiang

Hong Kong

@

inan 1 - Beijing
(Not to scale) 2 - Tianjin
3 - Ningxia

Source: Goodman, S G, 1989, China’s Regional Development (London, Routledge), p. 188.

Map 1: Map of The People’s Republic of China

Hong Kong lies inside the tropics on the Southeast coast of China, adjoining the
province of Guangdong (Map 1: Map of The People’s Republic of China). Over 88%
of the people in Hong Kong speak a Chinese dialect, Guangzhouhau, and share the
heritage of one Chinese culture. Geographically, Hong Kong consists of three main

areas, namely Hong Kong Island, Kowloon and the New Territories. The total area is



about 1,066 square kilometres, including about 235 outlying islands, the biggest of

which 1s called Lantau on which a new airport is being constructed.

Since 1842, Hong Kong had been a British colony established by the Treaty of
Nanking. In the early days it was a small fishing village of about 2,000 people, almost
entirely lacking in natural resources. Rabuska (1979, p. 12) wrote about early Hong
Kong saying "its mineral wealth 1s negligible, consisting of a modest amount of iron
ore, building stone, kaolin clay, graphite, lead, and wolfram. Most of the activity in
the mining and quarry industry concentrates on the production of building stone and
sand." Hong Kong remained a British colony until 30 June, 1997, when the
sovereignty of the territory reverted to the People’s Republic of China (China). In
1984, the Prime Ministers of Britain and China had signed the Joint Declaration 1n
Beijing and agreed that Hong Kong would become a Special Administrative Region
of China on 1 July, 1997, and would be allowed to continue its present system of

government and economy for another 50 years.

By late 1991, over 5.6 million people were living in the small area of Hong Kong.
Between 1961 and 1991, the resident population of Hong Kong had increased
dramatically by 2.5 million. This increase in population was mainly due to the influx
of immigrants from China in the periods of 1950-60 and 1976-81 (Census Planning
Section 1993, pp. 25-32). Despite social problems created by the huge immigration,
it provided a workforce and capital resources for Hong Kong’s early industrialisation.
Riedel (1974, p. 41) explained that the increasing immigration from China

contributed a key factor for Hong Kong’s industrialisation, transforming 1ts economy



from one dominated by entrepot trade to an important manufacturing and commercial

centre 1n the short period between 1950 and 1980.

Hong Kong has now become one of the Four Little Dragons of Asia. According to the
1993 Report of the Asian Development Bank, in terms of the 1991 per capita Gross
National Product, Hong Kong’s was over US$13,200, which was even better than
those of the other three Little Dragons, Singapore (US$12,890), Taiwan (US$7,890)
and South Korea (US$6,340) (Asian Development Bank 1994 pp. 108, 150, 264, and
298). Rabuska claims (1979, p. 2) that the success of Hong Kong’s economy can be
ascribed to the adoption of a "laissez faire" or free market. In fact, external events,
particularly those in China, are influencing the development of Hong Kong far more
deeply. In the 1980s, two external environmental events occurred that affected Hong

Kong’s economy and education policy.

The first event took place when China launched the "open door" policy in 1979.
Attracted by low production costs and geographical proximity, Hong Kong
manufacturers have to a great extent shifted labour-intensive production into China,
mainly to Special Economic Zones such as Shenzhen and Zhuhai. This investment
was made to offset sharply rising production costs in Hong Kong. With this trend
continuing, the proportion of the total employed population working 1n the
manufacturing sector has declined significantly. By 1980, manufacturing employment
was about 907,500 persons, or 39.1% ot the total employed population. By 1994,
manufacturing employment was only 570,200 persons, or 19.6% of the total

employed population. In the years between 1980 and 1994, the manufacturing sector



was estimated to have lost over 337,300 jobs. Begg et al. (1987, p.573) define
structural unemployment as "the unemployment arising because a mismatch of skills
and job opportunities when the pattern of demand and production changes." In Hong
Kong, the emergence of industrial migration has resulted in structural unemployment.
In 1990, the unemployment rate in Hong Kong was about 1.3%, and this had
increased to an average figure of 3.5% by 1995. Hong Kong had a total employed

population of 3 million 1n 1995. A 3.5% unemployment rate indicated that about

105,000 persons were unemployed (Census and Statistics Department 1990 p. 35;

Census and Statistics Department 1995, pp. 16-17).

The Hong Kong Government estimates that the structural changes of industry will
continue and the share of manufacturing employment will drop by 4.5% a year on
average between 1991 and 2001. The number of manufacturing employees will be
reduced to 426,600 by 2001. This means that the proportion of the total employed
population in the manufacturing sector will drop significantly from 26% in 1991 to
13% in 2001 (Education and Manpower Branch 1994, p. 24). The unemployment rate,
particularly for those employed in the manufacturing industry, will get worse. As

Hong Kong no longer relies on manufacturing, the provision of training programmes

for the workforce to adapt to the change caused by industry emigration 1s an urgent

matter for the Hong Kong Government.

The second occurrence was the Tiananmen Square "Crackdown" — on 4 June, 1989.
The Hong Kong stock market’s Hang Seng Index had reached 3,079 in mid-April,

1989, but immediately dropped 581 points - from 2,674 to 2,093 - after the 4 June



Event. This also put increased pressure on the emigration flow of Hong Kong people,
chiefly among those in the highly educated sector of the workforce. The reason was
simply that these Hong Kong people suffered a crisis of confidence and sought the
security of a second nationality before the 1997 handover. The consequences of this
event have had a far-reaching effect on the supply of highly educated people in the
worktorce. Some research by Maule (1990, p. 52) indicates that the net loss due to

emigration has been about 18,000 persons per year during the period between 1989

and 1996. About 7,600 each year are people who have had a tertiary education.

In view of the demand for highly educated personnel in the workforce and the
shortage ot supply, the Hong Kong Government took two important decisions on its
higher education policy in 1989. The first was the establishment of the Open Learning
Institute of Hong Kong. This was the first time that a post-secondary institution using
open access and distance education programmes had been set up to provide higher
education 1n Hong Kong. The second was that all tertiary institutions (including
universities, polytechnics and post-secondary colleges) should be funded by the
University and Polytechnic Grants Committee (currently named the University Grants
Committee), in order to greatly expand the opportunity for undergraduate education.
Higher education in Hong Kong then, with huge financial assistance from the
Government, developed rapidly (Education Commission 1988, p. 10 and p. 43). In

1995, there was a total of 13 local higher institutions that could offer degree and post-

eraduate degree programmes and of these, six institutions had university status.



Due to the increased higher educational opportunities, the proportion of people aged
over 15 with a tertiary education (including diploma, first degree, or postgraduate
levels) has grown substantially in Hong Kong. In 1981, about 6.7% of the total

population aged over 15 (or about 251,200 persons) had received a tertiary education,
whereas by 1991 the proportion had almost doubled and reached 11.3% (or about
493,900 persons). At the end of 1996, the proportion reached 15.2% (or about
768,500 persons) (Census Planning Section 1993, p. 73; Population By-Census Office
1997, p. 24). With the increased supply of graduates, the sector of the workforce

comprising people with tertiary education qualifications was projected to increase
from 279,800 1n 1991 to 378,600 1n 1996 and to further increase to 501,000 by 2001,

representing an impressive average growth of 6% a year over the 10 year period

(Education and Manpower Branch, 1994, pp. 13-16).

In addition to full-time degree programmes, distance education programmes are also
expanding quickly in Hong Kong. The distance education programmes of non-local
education institutions have been introduced to Hong Kong students either by
those institutions' own operational offices, by local agents/operators or through
co-operation with local tertiary institutions. Most local tertiary institutions have a
continuing or adult education department running various non-local and short-course
programmes. In 1992, a total of 165,486 students was estimated to have attended
the courses provided by the continuing education departments of local universities
(Lee and Lam 1994, p. 49). The non-local education institutions provide distance

education programmes to Hong Kong students from degree level to higher degree

level. The number of such degree programmes is expanding very rapidly. In 1994-



1995, about 132 internationally franchised university distance education programmes
were otfered to Hong Kong’s distance students. According to Table 1.1, the UK
programmes were the largest in total (73 programmes), followed by Australia (41
programmes) and the USA (seven programmes). Business and Management was the
most popular discipline (68 programmes out of the total of 132), and was mainly for
higher degrees, such as the Master of Business Administration (MBA). Education was

another popular discipline for Hong Kong students (18 programmes out of the total

of 132).

Table 1.1: List of Internationally Franchised University Distance Education
Programmes, 1994-1995

Country UK  Austraha Macau  USA China Other  Total
Programme Discipline

Business & Management 39 19 2 4 3 1 638
Computing 3 4 7
Construction 1 1
Education 14 4 18
Engineering 2 2 4
Law 3 2 d
Science & Technology 3 6 9
Social Science 2 3 1 1 7
Nursing l 6 7
Other 5 1 6
Total 73 41 3 7 6 2 132

Source: Extracted from Hong Kong Council for Academic Accreditation, 1996, Academic Programmes
Guide 1994-1995: A Guidebook on Programmes and Courses of Study offered in Hong Kong by
Overseas Institutions, (Hong Kong, Hong Kong Council for Academic Accreditation), pp. 40-395.




The increasing number of local tertiary institutions and internationally franchised
university distance education programmes has expanded the supply of higher level
manpower as well as upgraded the educational mix of Hong Kong’s workforce. A

report on The Making of Managers stated that, "business and management education is

now needed by everyone with responsibility and can no longer sensibly be restricted
to a purely managerial stream." (Manpower Service Commission 1987, p. 6). Hong
Kong’s industrialisation is based on many factors, but one of the most important
factors should be highly efficient manpower. Mak (1993, pp. 12-17) has identified

numerous factors tor Hong Kong’s successful transformation into a financial centre in

the last decade. These factors include economic freedom; financial liberalisation; non-

discriminatory treatment of foreign banks; advanced telecommunications; low
transaction costs; highly efficient manpower; and good industrial relations. Amongst
these tactors, highly efficient manpower is cited as an important factor in accounting

tor Hong Kong’s rise as an Asian international financial centre in the 1990s.

In the period between 1961 and 1976, the combination of abundant labour, expanding
population, capital inflow and stable government all contributed to the rapid economic
growth of Hong Kong (Chen 1980, p. 225). Since 1979, China’s "open door" policy
has been a catalyst which enabled Hong Kong to become an important financial and
business centre by 1990. If Hong Kong had been able to maintain its pre-handover
system and governance, the outlook for the economy and the political and educational
environment could easily have been delineated. However, Hong Kong has now

changed its status from that ot a colony to a Special Administrative Region of China.

One perspective is that this change will bring uncertainty for Hong Kong businessmen



and people, and for those in education; and even for academic researchers. This is
because the present political, economic and educational systems will be integrated into
a new governance- Communist China. Therefore, it is worth examining the probable
course of development of university distance education during this transition period.
The reason 1s that Hong Kong has clearly become one of the biggest markets for
internationally franchised university distance education programmes and one of the
most important business and financial centres in Asia. In essence, the study of the
striking change in sovereignty over Hong Kong not only provides an overall review of
the current competitive market situation, but also gives an insight into the prospects
for university distance education programmes and institutions in Hong Kong and the

region’s integration into China.

Rationale for the Study

The success of Hong Kong’s industrialisation has been due basically to the stable
political policy and rapid economic growth. These two elements are the vital

determinants of industrial productivity and economic success for Hong Kong

(Denison 1967, p. 78). The signing of the Joint Declaration between the British and
Chinese Governments in 1984 resolved to end the colonial era in Hong Kong.
Nonetheless, the direct impact of this declaration on Hong Kong’s political and

economic systems has been considerable (Chen and Zhong 1995, pp. 8-14):.
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a) Hong Kong became a Special Administrative Region of the People’s Republic of
China (China) on 1 July, 1997; and

b) China, using the "one country, two systems" policy, will allow Hong Kong to

enjoy a high degree of autonomy, except in matters of defence and foreign affairs.

The Joint Declaration offered a dramatic prelude to Hong Kong’s future. Hong Kong,
as a small, capitalist and Western educated society, would return to one of the world’s
most populous nations, and a Communist one at that. This was a critical and historical
moment for Hong Kong. During the ensuing transition period, no systematic and
comprehensive investigation was undertaken to evaluate the impact of this change on
university distance education programmes or institutions in Hong Kong. China
should become one of the major Asian economic powers in the next century 1f its
economic growth can be sustained (Faust and Kornberg 1995, pp. 247-255; Nixon
1994, p. 121; and Overholt 1993, p. 25). How beneficial will university distance

education programmes be to China’s higher education system, and what part will

Hong Kong play in this process?

My research looks at these questions and touches upon many essential issues of the
relationship between Hong Kong and China. It includes studies of various aspects;
the political, economic, social and educational environment from the historical
development to the transition period. The findings of this study will provide
‘nformation for the decision makers of Hong Kong’s university distance education

programmes to facilitate their future improvement and development.

- 11 -



Purposes of the Study

While other Asian countries have suffered from frequent political transformation,
Hong Kong under British rule has enjoyed rapid economic growth in the last three
decades. Miners (1981, p. xvii) described the stable political existence of Hong Kong
as a "living fossil of imperial government”". The Joint Declaration in 1984 rang the
bell tor the decolonisation of Hong Kong. During the transition period, Hong Kong’s
environment presented many challenges. This study focuses mainly on the transition
between 1995 and 1997, a critical period for the reshaping of Hong Kong’s politics
and policies. How did university distance education programmes and their institutions

adapt to these new challenges 1n the transition? The findings of this study attempt to

answer this 1ssue.

The purposes of my research are:

a) To analyse the important environmental factors and trends aftecting Hong Kong’s

university distance education market, especially those under China’s influence;

b) To evaluate university distance education programmes in Hong Kong during the

transition period;

c) To assess the potential for the university distance education market in Hong Kong

during the transition period; and

d) Finally, to help to formulate appropriate strategies for university distance

education programmes in the changing environment of Hong Kong.
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Research Questions of the Study

China resumed sovereignty of Hong Kong on 1 July, 1997. After more than 150 years
as a colony, Hong Kong has changed its political status and having returned to China
has adopted Deng Xiao-ping’s "one country, two systems" policy (Deng 1993, pp. 6-
11). One cannot predict how Hong Kong will eventually integrate into the entirely
different system of a Communist nation. During the transition period of 1997 and the
years that follow, university distance education programmes, their institutions and

markets will face irreversible changes. Therefore, the major research question for this

study will be:

How will Hong Kong’s university distance education market change as
a result of Hong Kong’s transition from a British colony to a Special

Administrative Region of China?

The major research question will be tackled by considering the following five

questions:

1. Will there still be a potential market for university distance education programmes
in Hong Kong during the transition period?

2. What kinds of university distance education programmes will be necessary for
Hong Kong’s worktorce during the transition period?

3. Will Hong Kong’s higher education system remain unchanged after Hong Kong
becomes a Special Administrative Region of China in 19977

4. Will China be a potential market for Hong Kong’s university distance education
programmes”?’

5. What is the impact of the transition on the development of the higher education
system in Hong Kong?
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Organisation of the Dissertation

The chapter topics of this study are as organised below and illustrated in Figure 1.1.

Chapter One provides an introduction with reasons why the study of university
distance education in the transition period in Hong Kong has become an important
research issue. It sets the major research question for what is to follow in this study,

showing the significance of the study.

Chapters Two, Three and Four review the literature on the changing environment of
higher education in or between Hong Kong and China, providing a historical and
empirical study, and Chapter Five describes the university distance education in Hong

Kong/China from an international perspective.

Chapter Six documents the methodology for the design of the study, use of
instruments, pilot test, and data collection and analysis. Chapter Seven presents the
research results and findings to the respondent demographics of the surveyed

population and research questions. Chapter Eight interprets the research findings of

the distance education market and occupation segments.

Chapter Nine projects the impact of the post-transition period of 1997 on the higher
education system in Hong Kong, especially in political, economic, and social terms.
Chapter Ten, the concluding chapter, includes a Summary and Recommendations, as

analysed in previous Chapters and discusses the Limitations of this Research and

Suggestions for Future Research.
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Chapter One
[ntroduction

Chapter Two
Hong Kong and China - Two
Unique Systems in One Nation

Chapter Three Chapte'r Four |
The Development of Higher Hong Kong’s Higher Education

Education in Modern China and University Distance
Education

Chapter Five
University Distance Education in

Hong Kong/China From an
International Perspective

Chapter Six
Methodology

Chapter Seven
Research Results

Chapter Eight
Extrapolation from Findings

Chapter Nine
Further Discussion - Rapid Changes
of the Hong Kong Environment in
the Post-Transition Period

Chapter Ten
Summary and Recommendations

Figure 1.1: Chapter Organisation of the Dissertation
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Explanation of Terms

Impenal China
(1616-1911)

Republican China
(1911-1948)

China

The People’s
Republic of China
(1949-the present)

Taiwan
The Republic of

China
(1949-the present)

"One Country, Two
Systems" Policy

In this study this refers to the Qing dynasty. The Qing

dynasty conquered the mainland of China in 1644 and ruled
until 1911.

The Qing dynasty was overthrown by a revolutionary army in
October, 1991, The 1911 October Revolution. Republican
China was established by Sun Yat-sen (1866-1925), the
"father of Republican China". In this study, Republican
China refers to the period between 1911 and 1948 and
includes the violent years of warlordism (1919-1927).

The army of the Chinese Communist Party (CCP) won the
civil war (1948-1949) against the army of the Nationalist
Party (Kuomintang) led by Chiang Kai-shek (1887-1975).
The People’s Republic of China was founded in the capital
city, Beijing, in 1949 by the Chinese Communist Party and
Mao Ze-dong (1893-1976) became the first Chairman of the

CCP. China 1s also described as Communist China 1n this

study.

The Republic of China was set up in Taiwan when the army
of Chiang Kai-shek was defeated in the civil war (1948-
1949). Chiang’s government and its army withdrew from the

mainland to Taiwan.

The "one country, two systems" policy was suggested by
Deng Xiao-ping (1904-1997) to resolve the question ot Hong
Kong’s future after 1997. He explained this policy clearly on
22 June, 1984, to a Hong Kong industrial and commercial

delegation. "After China resumes the exercise of its

sovereignty over Hong Kong in 1997, Hong Kong’s current
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The Joint Declaration

social and economic systems will remain unchanged, its legal
system will remain basically unchanged, its way of life and
Its status as a free port and an international trade and financial
centre will remain unchanged and it can continue to maintain
or establish economic relations with other countries and
regions...Our policies with regard to Hong Kong will remain
unchanged for 50 years" (Deng 1993, p. 6). Furthermore, the
"one country, two systems" policy has been outlined as a
general principle for resolving the problem of unification of
Taiwan with the rest of China by allowing two systems to

co-exist in one country (Deng 1987, p. 94).

The background leading to the signing of the Sino-British
Joint Declaration 1n 1984 is that the lease of Hong Kong was
due to expire on 30 June, 1997. Hong Kong Island had been
ceded on a permanent basis, but the leases of Kowloon and
the New Territories, were to expire on 30 June, 1997. In the
1970s, not only Hong Kong people but also foreign investors
were becoming concerned about the political future of Hong
Kong after 1997. Diplomatic negotiations between Britain
and China took place. The "Joint Declaration of the
Government of the United Kingdom of Great Britain and
Northern Ireland and the Government of the People’s
Republic of China on the Question of Hong Kong" was
finally signed in Beijing on 19 December, 1984, by British
Prime Minister Margaret Thatcher and Chinese Premier Zhao
Z1-yang. In this Joint Declaration, Britain agreed to return the
sovereignty of Hong Kong to China in July, 1997. China
agreed to treat Hong Kong thereafter as a Special
Administrative  Region directly under the central
Government, with a high degree of autonomy. The current
economic, social, and judicial systems, and the way of life

would remain unchanged for another 50 years.
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Significance of the Research

The factors of China’s continued economic growth, the migration of Hong Kong’s
Industry, and the interdependence of business relations between Hong Kong and
China have promoted Hong Kong as a rising financial and business centre in Asia,

and a gateway to China’s market in the coming century. The question of the

integration of Hong Kong and China after 1997 has consequently become an

important research issue.

In tact, the political structure of Hong Kong has already undergone changes. In the

two years prior to returning to China as a Special Administrative Region, the China

factor became influential and essential to the formulation of economic, political,

social and educational policies in Hong Kong.

My research, therefore, will hopefully be of some significance to university distance
education policy-makers, distance education practitioners, academic scholars and

Hong Kong businessmen 1n the following ways:

a) For university distance education policy-makers (both local and non-local
institutions), this study can provide an overall review of the university distance
education market and students in Hong Kong, with respect to the crucial
determinants of the environmental factors influenced by China. I expect this
study to caution university distance education policy-makers to formulate
strategies on the basis of a realistic assessment of the change (integration) in Hong

Kong’s environment, particularly in respect ot the potentialities of China,
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b)

d)

For distance education practitioners, the study can initiate the reassessment and
redesign of university distance education programmes for Hong Kong in the light
of environmental changes and student needs. These are the fundamental elements
of a successful university distance education programme. It is also important to
ensure that umversity distance education not only provides higher education to

adult students, but that it is also an essential path for the life-long training of a

highly educated workforce (at tertiary education levels).

For academic scholars, the study of the university distance education market in
Hong Kong may induce future studies and researches. There are many studies of
university distance education which concern themselves with students, teachers’
roles, or programme design. However, the study of university distance education
1n the change from a Western education system to a Communist governing system
1s probably unique, so this study 1s an attempt to grasp the essentials of
environmental change in Hong Kong in relation to the umiversity distance

education market and to provide market information for positioning university

distance education programmes;

For Hong Kong businessmen, the importance of university distance education
programmes lies in the training of the workforce. This study may help them to
understand how university distance education programmes can provide cost-

effective training to strengthen the human assets of their companies in the

transition period; and

Hong Kong’s return to China was is a unique event, because Hong Kong, an
economically developed region with well-established Western social, economic
and education systems, integrated with the world’s most populous nation,
Communist China. This may provide a golden research opportunity to study the

university distance education market in the process of transition and beyond.
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Chapter Two

Hong Kong and China - Two Unique Systems in One Nation
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Overview

This chapter examines the amazing development of Hong Kong, from a fishing

village ot 2,000 residents to an Asian Little Dragon of over 6 million people, from an

entrepot to a world finance centre, and from a Western capitalist society to a Special

Administrative Region of Communist China in 1997.

The reason for Hong Kong’s success is rather difficult to define in a few words.
However, the development of Hong Kong can be seen as a result of the efforts of
Hong Kong people. In addition, there has been an efficient government, a well-
established legal system, a "laissez faire" or free market economy, entrepreneurial
flair and a hard-working immigrant workforce, 1n addition to the intfluence ot China’s

"open door" policy which started in 1979.

The Joint Declaration of 1984 between the British and China Governments 1s a
historical agreement for Hong Kong to fit into the "one country, two systems" policy,
but the Tiananmen Square "Crackdown" in 1989 made Hong Kong people worry
about this agreement and their future. This chapter will examine the linkage between
Hong Kong and China during the transition period. An "impossible yet possible”

event, the 1997 issue, puts them, Capitalist Hong Kong and Communist China,

together in one entity.
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Hong Kong - From an Entrepodt to an Industrialised City

Ancient artefacts which have been unearthed in the last 30 years indicate that for at
least 5,000 years there were settlements and trading activities by Chinese farmers and
fishermen 1n many parts of Kowloon and Hong Kong Island. In 1841, the British
deteated Imperial China in the first infamous Opium War. As a result, Hong Kong
I[sland was ceded to Britain on a permanent base by the Treaty of Nanjing in 1842,

and 1n the following year Britain officially established the colony of Hong Kong.

Imperial China was again defeated by Britain in 1858. The Kowloon Peninsula (south
of present-day Boundary Street) and Stonecutters' Island were ceded to Britain under
the Convention of Beijing in 1860. In 1898, in the second Beijing Convention, Britain
forced Imperial China to lease to it the New Territories (south of the Shenzhen River)
and 235 islands for 99 years. Together with Hong Kong Island and Kowloon, they

formed the entire territory of the British Crown Colony of Hong Kong.

With an extremely well-protected harbour, Hong Kong grew from being a group of
small farming and fishing villages in the 18th century to one of the most important
ports in Southeast Asia by the 1930s. Goods came to China from the United States,
Europe and many Southern Asian countries via Hong Kong and vice versa. Hong
Kong’s entrepdt activities attracted many Chinese from the mainland to migrate,
although this was at times interrupted or accelerated by political upheavals, famines
and epidemics in China. Davis (1949, p. 90) clearly described the attractiveness of

Hong Kong to the early settlement of Chinese, a magnet attracting with its higher
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standard of living and comparative order and security a continuous flow of Chinese
immigrants. In 1861, there were less than 100,000 residents in the territory; but by

1939, just prior to the outbreak of World War Two, Hong Kong’s population had

Jumped to one million (Government Publication Bureau 1961, p. 15).

While Hong Kong tried, after World War Two, to reconstruct itself after its
massive destruction, civil war in mainland China broke out between the Nationalist
(Kuomintang) and the Communist Governments. Many thousands of refugees from
the mainland came to Hong Kong between 1949 and 1950. Nearly all the leading
banks, trading companies and manufacturers that had been centred in Shanghai moved
to Hong Kong. They brought with them two important resources for Hong Kong’s
industrialisation: capital and skills and they began producing low-cost textiles for the
world market. Mass refugees from China were a favourable factor for the
development of labour-intensive manufacturing, and this provided the basis of Hong
Kong’s economic growth between 1950 and 1960. Many of these new arrivals
brought with them capital, industrial skills, and technical efficiency, and they laid the

foundation for a rapidly developing industrialisation (Riedel 1974, p. 41).

Soon the Korean War broke out. The United Nations imposed a total trade embargo
on China in 1951, and consequently Hong Kong’s entrepdt functions were severely
damaged. Furthermore, using the pretext of trying to contain the expansion of
"communism", the United States led a military build-up in Japan, South Korea,
Taiwan, Philippines and Thailand. The encirclement of Communist China created an

extremely tense atmosphere 1n the region and made it difficult for Hong Kong people,
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who had increased in number to two million by 1952, to make a living. The Korean
War was a catalyst for Hong Kong’s industrialisation. Vogel (1991, p. 68) stressed the

point that until 1950 the basic source of Hong Kong’s economic vitality had been its

entrepoOt trade with China and the rest of the world. But as the Korean War began and

the United States sealed the border with Communist China, this trade dried up.

When Hong Kong was forced to rely on its own resources, the only way forward was
to industrialise. Because of the technologies and capital brought by Chinese refugees
from Shanghai, Hong Kong plunged into the textile industry. In the beginning, 1t was
cotton textiles, but then gradually woollens and artificial fibres were produced. Even
today textile and garment manufacturing form the backbone of Hong Kong’s
industrial sector. Other major industries introduced to Hong Kong were plastic goods
and shipbreaking in the 1960s, though these were replaced by electronic products,

clocks and watches 1n the 1970s.

China’s Economic Reforms - An Economic Miracle

The relationship between China and the Western world was frozen after 1949,
particularly during the periods of the Great Leap Forward (1958-1960) and the

Proletarian Cultural Revolution (1966-1976). The Chinese Government in 1979, three
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years after the death of Chairman Mao Ze-dong, launched an economic reform,

making major efforts to modernise China in four areas ("Four Modernisation"

programmes): science and technology, industry, agriculture and national defence (Li
1995, p. 423). Following Deng Xiao-ping’s suggestion, the Third Plenary Session of
the Eleventh Chinese Communist Party’s Central Committee introduced a series of
reform programmes. The main theme was to "revitalise the economy and open the
country up to the outside world". Under the guidance of this policy, the responsibility

system of linking remuneration to output has been implemented in rural areas, and the

industrial enterprises have carried out reforms (Fewsmith 1994, p. 19 and p. 56).

In 1979, Deng Xiao-ping emphasised that China’s objective 1in achieving the "Four
Modernisations" is to attain a comparatively comfortable standard of living for the
Chinese people by the end of the century (Deng 1987, p. 55). This will call for the per
capita Gross Domestic Product (GDP) to reach US$800 by then. According to
Kleinberg’s (1990, p. 11) analysis, there are three main features to China’s "open door
policy” in the economic reform programmes. These are: attracting foreign investment;

encouraging foreign trade; and setting up Special Economic Zones (SEZs).

The "open door" policy aims at improvement in foreign investment and trade. As
shown in Table 2.1, the total foreign investment of the post-reform period (1979-
1993) amounted cumulatively to US$61.87 billion. In 1993, foreign Investment
reached a peak level of US$27.52 billion. Of that 1993 foreign investment, Hong
Kong invested US$17.44 billion (or 63.3% of the total), Taiwan invested US$3.139

billion (or 11.4% of the total), and Japan invested US$1.36 billion (or 4.9% of the
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total). In terms of international trade, exports and imports in 1979 were recorded
at only US$13.66 and US$15.67 billion respectively, but they had increased

substantially to US$91.76 and US$103.95 billion respectively by 1993. The value of

foreign trade shows a nearly sevenfold increase between 1979 and 1993.

T'able 2.1: Foreign Investment and Trade in China (1979-1993)

Total
Value 1in US$ billion 1979 1980 1985 1990 1993 1979-1993

| (a)
Foreign Investment $1.17 $1.66 $3.49 $27.52 $61.87

(Capital used)

Foreign Trade
Exports $13.66 $18.12 $27.35 $62.09 $91.76 $212.98

Imports $15.67 $20.02 $42.25 $53.55 $103.95 $235.44
Note (a): The figure includes 1979-1980.

Sources: State Statistical Bureau, 1992, Statistical Yearbook of China 1991, (The People’s Republic of
China, State Statistical Bureau, China Statistical Publishing House), p. 615; and
State Statistical Bureau, 1995, Statistical Yearbook ot China 1994, (The People’s Republic of
China, State Statistical Bureau, China Statistical Publishing House), p. 527 and p. 772.

The last feature of the "open door" policy was the creation of Special Economic
Zones (SEZs). In the first decade, only four SEZs opened to foreign investment. They

are strategically located: Shenzhen (next to Hong Kong); Zhuhai (adjacent to the
Portuguese Colony of Macau); Xiamen (across the straits from Taiwan); and Shantou
(with close trade ties to overseas Chinese in Southeast Asia). In 1984, 14 coastal

cities were opened to foreign trade and investment. These cities included: Dalan,

Qinhuangdao, Tianjin, Yantai, Qingdao, Lianyungang, Nantong, Shanghai, Ningbo,
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Wenzhou, Fuzhou, Guangzhou, Zhanjiang and Beihai (Map 2: China’s 14 Open

Coastal Cities and Four SEZs).
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T. . . .
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Source: Yeung, Y M, 1993, Urban and Regional Development in China - Toward the 21st Century, (Hong
Kong, Hong Kong Institute of Asia-Pacific Studies, The Chinese University of Hong Kong), p. 4.

Map 2: China’s 14 Open Coastal Cities and Four SEZs
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