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What are the underlying seeds of unrest?

British Troops on the streets of  Hong Kong to quell leftist riots in 1967



         
	     The Voice for Reason 

Comments and Views for the Individual Investor 

(Note to Reader: This is part of  a series of  commentaries by Bruce VonCannon 
providing analysis and background to the current crisis in Hong Kong.  It can be 
found online at www.voncannononline.com.   For further inquiries kindly send 
email to bvoncannon@rexmereassociates.com) 

(August 15, 2019)-   Hong Kong is the world’s third largest financial centre and 
repository for over USD 1.1 trillion (or 13% of  all global offshore wealth). The 
city has most recently been rocked by a series of  weekend demonstrations and 
riots staged by students and opponents to the current Hong Kong government.  
The unrest was ignited in early June by the proposed implementation of  an 
“extradition bill” submitted by Hong Kong’s de factor head of  government, 
Chief  Executive Carrie Lam.  The first weekend of  the mass demonstrations 
saw approximately 2 million or 25% of  Hong Kong’s eight million residents hit 
the streets in a largely peaceful demonstration objecting to the passage of  the bill 
by Hong Kong’s legislative council (referred to locally as “Legco”).  The mass 
demonstrations, however, morphed over a series of  ensuing weekends into 
widespread violence by radical elements within the protesters.  The increasing 
level of  violence has been met by armed police who have resorted to using tear 
gas and rubber bullets to contain the violence that has spread to over a dozen of  
Hong Kong’s urban districts within its 428 square mile area.   As the protests 
have become more violent, the police have resulted in stronger and stronger 
measures to contain the unrest.   By mid-August over 700 protesters aged 
between 16 and 45 have been arrested.  While no direct deaths have occurred, 
scores of  protesters and police have been injured in the clashes.  

Meanwhile,  Chinese authorities in Beijing have monitored the violence and 
unrest with increasing alarm.  When the protestors rushed the Hong Kong 
International Airport last week, operations and flights were practically shut 
down for two consecutive days.   The Hong Kong stock market fell by over 7% 
the following two days after the airport unrest and regional and global markets 
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were also affected.   By mid-week China began a series of  media 
announcements informing the public that preparations had been laid to conduct 
intervention by a paramilitary force should the situation on Hong Kong streets 
continue to deteriorate.  The thought of  military intervention to control the 
protests casts shivers down the spine of  everyone in Hong Kong.  The last time 
massive armed intervention against students by Beijing occurrred, an estimated 
10,000 students were killed by Chinese troops in Beijing’s Tiananmen Square in 
June 1989.   Furthermore, the last time military intervention occurred in Hong 
Kong on a large scale was mandated by the British Colonial government during 
1966 and 1967.  At that time British Troops were mobilised to quell riots incited 
by leftist elements who were largely inspired by the Cultural Revolution which 
was fully underway in mainland China.  Historical records show that by the end 
of  1967 over 50 people had died (many from incendiary bombs), over 800 had 
been injured, and in excess of  4,000 protesters had been arrested with many 
later tried and convicted in colonial court.      

The Bigger Picture 
Hong Kong was formally a British Colony for 150 years until 1997.  It was 
leased to Great Britain in the aftermath of  a humiliating period of  history for 
China, the Opium Wars of  the 1840s conducted by the largely corrupt Ching 
Dynasty.  The British kept their promised and Hong Kong was retroceded back 
to China in July 1997 in keeping with the Sino-British treaty signed in 1842.  

From 1842 fast forward to 1949 just after the Communist Party seized power in 
China and founded the People Republic of  China (PRC) serves as a suitable 
inflection point for understanding the Hong Kong that we know today.  Hong 
Kong was just a sleepy British colonial outpost of  just under 1.9 million until 
1949.  Following the 1949 revolution, Hong Kong’s population swelled rapidly 
with thousands of  refugees fleeing across the boarder from mainland China 
after the communist regime established control in Beijing.   It resulted in the 
almost doubling of  the Hong Kong population between the years of  1950 and 
1960.  During the 1960s, Hong Kong briefly overtook Shanghai as the epicentre 
in Greater China of  business activity while Shanghai and the rest of  the 
mainland of  China stood still in history and, public order disintegrated into a 
near civil war during the Cultural Revolution (1966-76).  Economic activity in 
mainland China nearly ceased during this period of  history.   
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Meanwhile, Hong Kong starting in the 1970s started the begins of  a fabulous 
success story along with Taiwan, Korea, and Singapore.  These four areas in 
Asia became commonly referred to as the “four tigers” as a tribute to their 
booming economies whose GDP grew at a near double digit pace annually in 
the 1970s and1980s.   

Following the death of  paramount leader Mao Tse-Tung in 1976 and the arrest 
of  Mao’s wife, Jiang Qing, and the Gang of  Four, Deng Xiao-Ping and his 
followers were re-habilitated politically in China.  It was under Deng’s 
monumental market reforms that China re-entered the global economy by 
1980.    Hong Kong also played a key role in the re-emergence of  China’s 
economy during this pivotal time period when the Deng reforms were 
introduced.  However, the role that Hong Kong has played in China’s success 
has been evolving during the past twenty-two years following the 1997 handover.   

At the peak of  its influence in 1984 Hong Kong accounted for a staggering 18% 
of  China’s entire GDP.  However, today that significance has fallen to a mere 
3% of  China’s GDP, not because Hong Kong’s GDP is shrinking but because 
cities and economic zones across China have averaged annual GDP growth of   
7% to 8% for the past 25 years.  Once serving as the “window into China” 
during the early years of  the PRC government, Hong Kong has now fallen prey 
to the abundant number of  direct entry points into China.   Shanghai, known as 
the “pearl of  the Orient” in the 1930s, has essentially re-emerged with its 
population of  20 million people as the rightful business and economic centre of  
China.  There have been other economic success stories as well.  Take for 
example Hong Kong’s next door neighbour just across the boarder in mainland 
China, the city of  Shenzhen.  A sleepy city of  approximately 1 million during 
the 1970s, today Shenzhen boasts a population of  13 million residents and last 
year its GDP surpassed that of  Hong Kong.  Shenzhen and the remaining 6 
sister cities just across the border in Guangdong Province (population: 100 
million) were one-third of  Hong Kong’s annual GDP a mere twenty years ago.  
Today the collective GDP of  these seven cities is now 3 times larger than Hong 
Kong’s annual GDP. 
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Other issues  
From a Western perspective it may seem easy to point an accusatory finger at 
China for the situation that has developed on the streets of  Hong Kong in 
recent weeks.  However, one might take a more balanced view if  one accounts 
for the backstop that China has provided to the Hong Kong economy for the 
past two decades under Chinese rule.  Undeniably the economy and 
infrastructure of  Hong Kong under China’s watch has remained buoyant and 
resilient and, in fact, improved.   

The only exceptions to this trend would be the sharp market downturns that 
occurred during the SARS crisis in 2002 and the steep market correction that 
occurred in 2008.  Otherwise, under Chinese rule Hong Kong’s subway and 
transit system have expanded and become one of  the most modern and 
extensive in the world.  It moves over 90% of  the Hong Kong population of  8 
million around everyday with remarkable efficiency.  Sanitation standards are 
much higher today than under colonial rule and China has helped to perpetuate 
and prop up Hong Kong’s tourism and retail sector by allowing over 10,000 
tourists to cross over the border into Hong Kong each day.  What country in 
Europe or North America would not appreciate so many tourists coming to its 
major cities?  The simple fact is that today Hong Kong, compared to pre-1997, 
is bigger, better, faster, cleaner, and more cosmopolitan than it ever was.  

However, on the blame side, one cannot also cast a blind side to the imbalances 
that have also become a by-product of  Hong Kong’s astonishing success.   
These imbalances fall into three broad categories: 

Side effects of  an obvious housing shortage- 
Housing prices in Hong Kong have soared over the past decade by 242% while 
salaries (particularly for young people entering the work force) have increased 
only slightly more than 12%.  Today the average home in Hong Kong is 900 
square feet and sells for USD 1.2 million.  Simply put, Hong Kong is one of  the 
most expensive cities in the world to live in.  At current salary levels, the typical 
young person entering the workforce no matter his/her level of  education 
cannot expect to own a home in the first 20 years of  a work career.  By 
comparison, Singapore (another nascent Asian city compared often to Hong 
Kong) with its excellent HDB housing program and CPF pension program have 
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made it possible for nearly 80% of  the population to own their homes.  By 
contrast, home ownership in Hong Kong has been falling steadily over the past 
15 years and now stands at a mere 48%.  This trend is worrisome.  

The Growing Gap between the rich and poor  
Hong Kong offers a contrast of  distinctions.  In a recent Boston Consulting 
Report report on the highest density of  millionaires globally, Hong Kong ranked 
4th (ahead of  the UK and United States) with 8.6% of  all households possessing 
investible assets exceeding USD 1 million.  This result has been achieved despite 
the fact that its manufacturing sector has essentially moved offshore (mostly to 
mainland China) and the service industry now comprises 90% of  GDP.  

However, enormous disparity of  wealth in Hong Kong was highlighted recently 
in a study by Oxfam that noted the gap between the rich and the poor in Hong 
Kong had widened significantly in recent years and was at its highest in 45 
years.  At current levels, the gap between rich and poor is significantly worse 
than the gap in the United States or Western Europe.   For example, the 
purchasing power of  minimum wage in Hong Kong is worse today than it was 8 
years ago.  It is estimated that 1 out of  4 youth live below the poverty line
———— perhaps an explanation of  why we see so many young students clad in  
black shirts in the recent street protests in China.    Property price escalation 
stands out as the most pervasive factor influencing the distribution of  wealth 
issues now facing Hong Kong.   

The need for Educational Reform 
Eduction reform is a hot topic in modern day Hong Kong.   For reasons of  
simplicity, let’s take one slither of  the educational issue and describe the 
language policies of  schools in Hong Kong.   Hong Kongers speak the 
Cantonese dialect, a dialect common in areas of  southern China and, in fact, 
the same dialect as the early Chinese migrants to the U.S. who built the trans-
continental railroad.  Under the British Colonial rule, both English and 
Cantonese were the key languages of  learning in Hong Kong schools.  By 
contrast language policy in mainland China since 1949 has required that 
Mandarin dialect (a northern dialect) become the language of  learning taught in 
the schools all across China.  China has over a dozen major dialects and scores 
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of  sub-dialects spread across its 34 provincial level administrative zones.  By 
adopting Mandarin as the national language of  China in 1949 Beijing was 
seeking to further unify the population.    ( Note:  Mandarin is also the dialect of  
Chinese that is universally taught to language students around the world at most 
universities in Europe and North America.)  

Since Hong Kong retrocession back to China in 1997, Mandarin has been 
flourishing as a dialect among Hong Kong residents.  However, under the “One 
Countries, Two Systems” promised to Hong Kongers by the 1997 “Basic Law” 
handover accords, Cantonese dialect has been allowed to remain the dialect of  
learning in Hong Kong schools.  It should be noted that Cantonese speakers and 
Mandarin speakers essentially read the same chinese characters.  However, an 
innocent bystander listening to the same passage being ready by Cantonese or 
Mandarin speakers would be astonished listening to such passage.  They sound 
like two distinctively difference languages.   

The language policy in Hong Kong implemented by the government allows an 
element of  autonomy to be preserved in Hong Kong culture and daily life.  
However, one could argue that in the long run and in the new age of  globalism 
requiring Mandarin dialect to be the dialect of  learning in Hong Kong (like 
what is practiced in Singapore schools)  might actually prepare young Hong 
Kongers more readily for the job market than the the current language policy.  
At present sense of  pride and self-determination in Hong Kong stand in the way 
of  such reform. 

Beyond language policy there are other contentious educational issues in Hong 
Kong schools too complex to cover in just a few lines.  However, the issue of  
language policy and the Cantonese dialect in schools continues to help 
perpetuate Hong Kong’s uniqueness.  However, while teaching in Cantonese 
ensures Hong Kong retains its uniqueness,  the flip side of  the coin requires self-
reflection and “does  language policy in Hong Kong schools also guarantee 
young Hong Kongers can compete for jobs in the global marketplace? “  Can 
young Hong Kongers compete in job markets throughout Asia on equal 
standing with other Chinese from the mainland, Taiwan, Malaysia, and 
Singapore who have been educated in Mandarin in their schools since early 
childhood?  What policy will create a path forward that will promote not only 
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career opportunities for youth but also greater unity and assimilation into 
China? 

In summary, there is the risk of  great miscalculation and misunderstanding of  
unfolding events in Hong Kong by Western media and observers.  Radical 
elements within the students (sometimes waving British and American flags) 
have sought to turn the mass protests into a movement about freedom and 
democracy.   Meanwhile, to many Chinese both in Hong Kong and in China, 
there is a certain disdain for seeing British and American flags on territory that 
rightfully belongs to China.  (Note:  Most Americans would likewise not be 
happy seeing a Chinese flag being flown in Hawaii or downtown of  a major U.S. 
city.) Also, the British ruled Hong Kong for 150 years and never introduced 
universal suffrage for the leader of  Hong Kong————is Beijing in the 22 
years since 1997 really less democratic than London was for 150 years?  Clearly 
the U.S. National Guard would have been called out long ago if  street protests 
of  this magnitude and violence occurred in a U.S. major city.  Beijing so far has 
exercised enormous restraint by not calling out their military as they know to do 
so would risk global condemnation (even though the British did it in the 1960s).  
The current situation calls for cool heads among the students, the Hong Kong 
authorities and police force, and the authorities in Beijing.   On the horizon look 
for further breakthroughs through negotiations before Hong Kong university 
students are due to return to school in early September.  

Stay tuned for the next special edition of  “Understanding the Hong 
Kong Problem,” a special edition of  “The Voice for Reason” by 
Bruce VonCannon.  
___________________________________________________________ 
Footnotes:                                                                                                   
i) The 1966 riots in Hong Kong began as a protest against ticket price 
increases on one of  the key transportation links, the cross-harbour Hong 
Kong Star Ferry.   The protests quickly transformed into an “anti-
colonial” movement.   The Star Ferry traverses Hong Kong harbour 
throughout every day every departing the harbour pier every 12 minutes 
ferrying passengers to and from the Kowloon and New Territories side of  
Hong Kong to Hong Kong island and the Central business district.  
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ii) Guangdong Province which is located just across the boarder into 
China has a population of  100 million (larger than Germany!).  In 
addition to Hong Kong, the seven “sister cities” which today make up 
what is called the Greater Bay Area (GBA) in southern China include the 
cities of  Guangzhou, Dongguan,  Jiangmen, Zhuhai, Macao, Shenzhen, 
and Zhaoqing.  

iii) The Ministry of  Education in Singapore requires that all children 
must follow a bi-lingual academic path with English and Mandarin being 
preferred as the most sought after bi-lingual combination.  Chinese 
dialects (other than Mandarin) are also forbidden to be spoken in public 
schools and public company offices in Singapore.   
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