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"HONG KONG AND C H I N A  TRADEn 

I n  t h e  a t t a c h e d  l e t t e r  d i s c u s s i n g  Hong Kongls  p o s i t i o n  
as a W e s t e r n- c o n t r o l l e d  t r a d i n g  c e n t e r  n e x t  d o o r  t o  Communist China,  
A.  Doak B a r n e t t  r e v i e w s  t h e  p a t t e r n s  of Hong Kong and China t r a d e  
and t r a c e s ,  t h e  s h i f t s  which have come a b o u t  under  t h e  impac t  of t h e  
e v e n t s  of  t h e  p a s t  fou r .  years, He c o n c l u d e s  w i t h  a  summary of t h e  
p o l i c y  q u e s t i o n s  which a r e  l i n k e d  t o  t h e  problem of Hong Kongts  
s u r v i v a l  a s  an  o u t p o s t  of t h e  West,  

H i g h l i g h t i n g  h i s  f i n d i n g s  i n  a n o t e  accompanying t h e  
l e t t e r ,  M r .  B a r n e t t  w r i t e s :  

* 'The h i s t o r y  of  t h e  t r a d e  of  Hong Kong c l e a r l y  shows t h a t  
t h e  abnormal  i s  t h e  n ~ r r n a l . , . . ~  This  comment made i n  1950 by a 
l e a d i n g  Hong Kong businessman c e r t a i n l y  i s  t r u e  of  t h e  p a s t  f o u r  
y e a r s .  

MSome remarkab le  changes  have t a k e n  p l a c e  i n  t h e  t r a d e  
of  bo th  Hong Kong and Conmunist China d u r i n g  t h i s  p e r i o d ,  They a r e  
t h e  p r o d u c t  of r e v o l u t i o n ,  war and p o l i t i c a l  c o n f l i c t  i n  As ia .  

n A s  a r e s u l t  of Western  t r a d e  r e s t r i c t i o n s  and Chinese  
Communist p o l i c y  s i n c e  t h e  Korean War, Hong Kongls  t r a d e  w i t h  China 
h a s  dropped t o  o n e - f i f t h  of t h e  c o l o n y ' s  t o t a l  t r a d e ,  Hong Kong 
h a s  been  f o r c e d  t o  d i v e r s i f y  and l o o k  f o r  o t h e r  markets .  It h a s  
a l s o  gone th rough  an i n d u s t r i a l  r e v o l u t i o n ,  and a l m o s t  o n e - t h i r d  of 
i t s  e x p o r t s  now c o n s i s t  of i t s  own p r o d u c t s .  

ItDuring t h i s  same p e r i o d ,  Communist China  h a s  c a r r i e d  o u t  
a  r a d i c a l  r e o r i e n t a t i o n  of i t s  f o r e i g n  t r a d e ,  i i he reas  f i f t e e n  y e a r s  
ago, t h e  U,S.S,R. was r e s p o n s i b l e  f o r  l e s s  t h a n  one p e r  c e n t  of 
C h i n a ' s  t r a d e ,  r o u g h l y  t h r e e - q u a r t e r s  of Communist C h i n a ' s  f o r e i g n  
t r a d e  i s  now w i t h  t h e  S o v i e t  b l o c o n  
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nThe his tory of the trade of Hong Kong clearly shows 
tha t  the abnormal 1,s the normal. . . . . 11 

This comment, made by the Chairinan of the Hong Kong 
General Chamber of Commerce in 1950, cer ta inly i s  true of the 
past  four years. Since the Comunists came t o  power on the 
China mainland i n  1949, Hong Kongfs trade, and i t s  ent i re  
economy, h v e  undergone many remarkable changes. These changes 
have been the product of revolution, war and p o l i t i c a l  conf l ic t  
i n  Asia. 

The extraordinary economic problems which Hong Kong 
has faced, and the adaptations which i ts  resourceful business- 
men have been forced to  make, have not been t o  Hong Kongrs l iking.  
Anything which interferes  with trade i s  anathema t o  t h i s  strong- 
hold of pr ivate  enterprise. Hong Kong was.created on the 
foundation of f r e e  trade, and f r e e  trade i s  s t i l l  i t s  funda- 
mental creed. We are  just  simpEe traders who want t o  get  on 
with our dai ly  round and cormon task,n said  the Governor of Hong 
Kong not long a o. "This may not be very noble, but a t  any r a t e  
i t  does not d i s  t urb others. We do not f e e l  tha t  we have a 
mandate t o  reform the r e s t  of the worldeft 

But Hong Kongts non-political outlook has not protected 
the colony from the po l i t i ca l  confl ic ts  and forces a t  work i n  
Asia. The nnormaln channels of trade have been affected by 
po l i t i ca l  considerations t o  such an extent tha t  Hong Kongts 
commercial and indus t r ia l  development has been diverted i n  
directions which could not have been foreseen a few years ago. 

When the Chinese Communists f i r s t  came t o  power, How 
Kong experienced the most spectacular trade boom i n  i t s  history,  
but it was a r t i f i c i a l  and short- lived, Two prinary factors  soon 
changed the colonyfs en t i re  economic position. 

As a r e s u l t  of the Korean War, the western' Powers, 
led by the United States, imposed severe res t r ic t ions  on trade 
with Communist China. 
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And Comunist China itself carried out a radical volte- 
face in its economic orientation. For a hundred years (sinrtze - 
Opium War of 1840-42, when Britain acquired Hong ~ong), China had 
faced seaward, and its foreign economic relations were primarily 
with the West. But the Chinese Communists have-done everything 
possible to reorient their economy in the direction of the Soviet 
bloc, and China once again faces primarily toward the Eurasian 
continent. 

These developments have had a tremendous impact upon 
Hong Kong. The colony has been the child of China trade, created 
by it, sustained by it. Every fluctuation in China trade has had 
a direct effect upon Hong Kongls well-being, and Hong Kong now finds 
itself in a situation unlike any it has faced in the past. But, 
as the Chamber of Commerce Chairman said, such abnormality has 
become normal, and Hong Kong, despite the fact that it still 
faces grave economic problems, has shown great versatility in 
its struggle for existence, 

How KO~R'S Trade. Before World War I1 Hong Kong lived 
primarily upon Chinese im~orts and exports. The colony was the 
gateway to South China, and over 40 percent of its trade was with 
China. Supplementing this foundation of Hong Kong's commercial 
economy was a considerable amount of entrepfh trade between Asia 
and the West. The basic pattern of the colony's prewar trade 
was the exchange of raw materials from China and other Asian 
countries for the industrial products of the West. 

Hong Kong has many advanthges as a Far East trading 
center. Its seventeen-square-mile harbor, rimmed by protecting 
mountains, is one of the finest in the world. Its location is 
ideal, astride the major sea and air routes of the Far East and 
adjacent to the principal river network in South China. On 
almost any day, the list of destinations of ships loading in the 
Hong Kong harbor reads like a glossary of exotic plhces: Aden, 
Balfk Papan and Chittagong, Djibouti, Khorramashahr and Kuwait, 
Rabaul, Sandakan and Tangier, and, of course, New York, London, 
Yokohama and many others. 

Hong Kong has numerous assets besides its harbor and 
location, They are assets accumulated over a hundred years as 
a result of British rule and British and Chinese enterprise. 
Political stability, law and ordeqand effective policing rank high. 
Hong Kongls traditional free-trade policies have been equally 
Important. And Hong Kong has developed the skills and facilities 
for efficient handling of trade - excellent wharves and dockyards, 
numerous banking, insurance and shipping institutions, and business 
organizations with links all over the world. 

After the destructio'n and disruption of World War 11, 
Hong Kong recovered its prewar ecqnomic position rapidly and, as 
a matter of fact, it soon far exceeded the volume of its past trade. 
It was an island of colonial order and efficiency in a sea of 
political chaos. More and more trade channelled through the colony, 



and by 1948 the  d o l l a r  value of i t s  t o t a l  t r a d e  was c lose  t o  t h r e e  
times what it had been 10 years  previously.  h he r i s e  in volume 
was n o t  s o  l a rge ,  of course, s ince  value f i g u r e s  were i n f l a t e d  by 
p r i c e  inc reases  which took place during t h a t  period.) 

Then came the  Communists' r i s e  t o  power on t h e  mainland 
i n  China. Ins tead  of being calamitous f o r  Hong Kong, t h e  i n i t i a l  
impact of t h i s  t u r n  of events  proved t o  be a bonanza f o r  the  colony. 
Refugee c a p i t a l  from China poured i n t o  Hong Kong, Di rec t  t r a d e  
between Comunist  China and t h e  r e s t  of t h e  world dec l ined  due t o  
t h e  ~ a t i o n a l i s t s '  e f f o r t s  t o  blockade and bomb mainland por t s ,  and 
an increas ing  amount of China t r a d e  came through Hong Kong. The 
colony's t o t a l  t r a d e  soared t o  i t s  peak i n  1950-51, I n  1950 i t s  
t r a d e ,  in terms of value,  reached ~ ~ $ 7 . 5  b i l l i o n  and i n  1951 it 
reached an  al l - t ime high of HK$~. 3 b i l l i o n .  (HK#&OO cur ren t ly  
equals  s l i g h t l y  over US#O, 17). 

Overa l l  t r ade  f i g u r e s  a r e  o f t e n  deceiving, however. A s  
a r e s u l t  of t h e  Korean War, t h e  dec l ine  i n  Hong Kong's f o r t u n e s  
a c t u a l l y  began i n  t h e  l a t t e r  h a l f  of 1951, t h e  peak of  i t s  born 
(according t o  the  s t a t i s t i c s  on value of t rade) .  The i n f l a t i o n  
caused by t h e  war concealed the  f a c t  t h a t  t h e  a c t u a l  tonn&g e of 
t r a d e  dropped p rec ip i tous ly ,  a s  both Western t r a d e  r e s t r i c t i o n s  
and Chinese Communist t r a d e  pol icy began t o  a f f e c t  t h e  colony 
ser ious ly ,  I n  1950, over seven mi l l ion  tons of cargo passed 
through How Kong; in 1951 t h e  f i g u r e  dropped t o  5.8 m i l l i o n  tons. 
Th i s  dec l ine ,  appmching 20 percent ,  hurt .  

After 1951, Hong Kong's t r a d e  continued on t h e  downgrade. 
I n  1952, t o t a l  t r a d e  amounted t o  ~ ~ # 6 . 6  b i l l i o n  and 5 m i l l i o n  tons. 
Then t h e  f i g u r e s  l e v e l l e d  o f f ,  and t o t a l  t r a d e  during 1953 was 
roughly the same a s  1952 o r ,  t o  b e  prec ise ;  i t  was one percent 
lower i n  both value and tonnage. 

A t  t h e  moment Hong Kong is experiencing economic 
doldrums, Although i ts  t r a d e  i s  s t i l l  l a r g e r  than b e f o r e  t h e  war, 
t h e  colony has c l o s e  t o  a m i l l i o n  more i n h a b i t a n t s  t o  support ,  I n  
t h e  minds of l o c a l  people, furthermore,  t h e  present  slump i s  
compared with t h e  recent  boom, and t h e  con t ras t  makes the economic 
dec l ine  seem doubly disastrous.  Honp ~ s n g ' s  papers a r e  now f u l l  
of d iscuss ion  about " the  depression."' 

Comparing Hong ~ o n g ' s  present  t r a d e  with t h a t  of prewar 
years ,  one of the  g r e a t e s t  changes has been i n  the  d i r e c t i o n  of 
imports and exports, I n  t h e  pas t ,  China t r a d e  was t h e  primary 
reason f o r  Hong ~ o n g ' s  ex is tence ,  but t h e  tremendous drop i n  t h i s  
t r a d e  s i n c e  1951 has forced Hong Kong t o  t u r n  i t s  a t t e n t i o n  e lse-  
where and t o  i n t e n s i f y  e f f o r t s  t o  develop o ther  commercial o u t l e t s .  
Although China continues t o  b e  Hong Kong's l a r g e s t  s i n g l e  customer 
and source of imports, t r a d e  with China now c o n s t i t u t e s  only one- 
f i f t h  of t h e  colony's t o t a l  comnlerce; perhaps over tcvo-thirds  of 
Hong Kong's 1953 t r a d e  had nothing a t  all  t o  do with China. This 
is  a development which was c e r t a i n l y  not  foreseen  by t h e  B r i t i s h  
"merchant pr incesv who c rea ted  Hong Kong a s  a base  f o r  t r a d e  with 
China, 



Necessi ty  h a s  fo rced  businessmen i n  Hong Kong t o  use 
every poss ib le  method t o  expand t r a d e  wi th  coun t r i e s  throughout 
Asia, Europe and Africa,  and they have done so  with considerable  
success,  I n  s h o r t ,  a s  Hong ~ o n g ' s  China t r a d e  has dec l ined ,  i ts  
t r a d e  w i t h  o the r  p a r t s  o f  t h e  world has  grown. ' It has bought 
inc reas ing  q u a n t i t i e s  of goods from the United Kingdom, Japan, 
Thailand, Germany, Malaya and Pakistan. It has  s o l d  more and 
more t o  Indonesf a, Malaya, Japan, Thailand and t h e  United Kingdom. 

The composition of Hong ~ o n g ' s  t r a d e  has a l s o  been 
a l t e r e d ,  Ins tead  of se rv ing  p r imar i ly  a s  a way s t a t i o n  f o r  t h e  
exchange of manufactured goods f rom the  Vest and raw m a t e r i a l s  
from the  East,  Hong Kong's t r a d e  i s  now more d i v e r s i f i e d .  An 
i nc reas ing  number of  manufactured goods go West as wel l  a s  East, 

The m s s  t r markab le  development r e f l e c t e d  i n  recent  
t r a d e  f i g u r e s  i s  the  growth of Hong Kong as  an important in- 
d u s t r i a l  center.  Between 25 and 30 percent  of Hong Kong's exports  
now cons i s t  of manufactured goods produced i n  t h i s  t i n y  d o t  on 
t h e  map. Hong Kong i n  t h e  past  s i x  y e a r s  has become an i n d u s t r i a l  
producer t o  be reckoned with i n  t h e  F a r  East ,  I n  many respec t s ,  
t h i s  i s  most i l l o g i c a l ,  Hong Kong has p r a c t i c a l l y  no raw-material 
b a s i s  f o r  industry.  But when the  Communists took over China, 
Hong Kong acquired a wealth of i n d u s t r i a l  c a p i t a l  and s k i l l s  which 
f l e d  from the  mainland, and p a r t i c u l a r l y  from Shanghai. I n  one 
of t h e  s t range  twists of' h i s t o r y ,  China, which l ea rned  about 
modern indus t ry  from the  West and s t i l l  has  no t  successf 'ul ly  
developed more than a handful o f  i n d u s t r i a l  cen te r s ,  re- exported 
t h e  i n d u s t r i a l  r e v o l u t i o n  t o  Hong Kong. 

In t h e  course of f o u r  shor t  years ,  Hong Kong first 
experienced i ts  g r e a t e s t  boom, then a s e r i o u s  t r a d e  decl ine.  A s  
t r a d e  dropped, t h e  colony d i v e r s i f i e d  and s h i f t e d  t h e  d i r e c t i o n  
of i ts  imports and exports. It became l e s s  of  a f l o a t i n g  wharf 
f o r  China t r a d e  and more of a n  e n t r e m  f o r  world t r a d e  of many 
s o r t s ,  And i t  developed from merely a t r ad ing  cen te r  i n t o  an 
important cen te r  f o r  both  indus t ry  and commerce, These changes 
have been s o  rap id  t h a t  they a r e  n o t  f 'u l ly  understood even by 
many people i n  Hong Kong. They have been l a r g e l y  overlooked by 
those  persons i n  faraway p laces  who a r e  pr imar i ly  concerned with 
Hong Kong as  a poss ib le  l e a k  i n  t h e  c u r t a i n  of r e s t r i c t i o n s  
c rea ted  t o  c u t  o f f  t h e  f low of s t r a t e g i c  ma te r i a l s  t o  Communist 
China, 

Western R e s t r i c t i o n s  on China Trade,. The most t a n g i b l e  
and immediate causes f o r  How Kong's r ecen t  t r a d e  dec l ine  have 
been t h e  r e s t r i c t i o n s  imposed upon China t r a d e  by t h e  'Jestern 
Powers. I n  1950 Hong Kong was r i d i n g  high. Then came t h e  Korean 
War, and Communist ch ina ' s  in t e rven t ion ,  and one r e s t r i c t i o n  
followed another,  

The f i r s t  o f  Hong ~ o n g ' s  r e s t r i c t i o n s  on China t r a d e  
was imposed on B r i t i s h  i n i t i a t i v e .  I n  Ju ly ,  1950, a l l  petroleum 
expor ts  t o  Comvunist China were prohib i ted ,  Then, i n  August, 1950, 



about 200 s t r a t e g i c  items were embargoed by t h e  Br i t i sh .  These 
c o n t r o l s  were i n t e n s i f i e d  i n  December, 1950, and again  i n  March, 
1951. 

The most se r ious  blow t o  Hong Kong, however, came i n  
December, 1950, when t h e  United S t a t e s  suddenly placed an  embargo 
on a l l  American t r aae ,bo th  s t r a t e g i c  and nons t ra t eg ic ,  with Communist 
China ( a  few imports of s t r a t e g i c  goods from China haGe been 
excepted from t h e  ban). This was an actioti  designed t o  cut o f f  
any n a t e r i a l s  which might he lp  t h e  Chinese Communists' war e f f o r t ,  
bu t  l i k e  many ac t ions  taken under m i l i t a r y  pressure  it  was p r e c i g -  
~ ~ O U S ,  and h u r t  bystanders  a s  wel l  a s  the  primary t a rge t .  Not 
only d i d  t h e  U.S. embargo block t r a d e  between t h e  two coun t r i e s  
which had become Hong Kong s ma jor t r a d i n g  p a r t n e r s  i n  t h e  
inqed ia te  postwar period; i t  was a l s o  appl ied  t o  -any goods needed 
by Hong Kong f o r  i t s  own indus t ry ,  s i n c e  a t  t h a t  time t h e r e  was 
no system f o r  guaranteeing t h a t  these  comnlodities would n o t  be 
reshipped t o  China. 

On May 18, 1951, t h e  United Nations adopted a  r e so lu t ion  
c a l l i n g  f o r  stoppage of t r a d e  i n  s t r a t e g i c  goods with China. 
Almost immediately Hong Kong imposed a  genera l  system o f  import 
and export c o n t r o l s  over s t r a t e g i c  ma te r i a l s ,  e f f e c t i v e  June 25, 
1951. These c o n t r o l s  a r e  s t i l l  operative.  

Hong Kong has never  l i k e d  t r a d e  controls .  The colony's  
businessmen a r e  f o r  t h e  most pa r t  n o n m l i t i c a l  and & i s l i k e  a l l  
r e s t r i c t i o n s ,  whatever t h e i r  purpose. But t h e  Government of 
Hong Kong accepted t h e  ob l iga t ions  imposed by t h e  United Nations'  
r e so lu t ion ,  and i t  has done i t s  b e s t  t o  enforce cont ro ls  over- 
s t r a t e g i c  t rade.  

There i s  no doubt t h a t  the  con t ro l  system had many loop- 
holes  when f irst  es tab l i shed  and t h a t  smuggling of s t r a t e g i c  goods 
a t  f i rs t  was considerable ,  but gradual ly  t h e  loopnoles  were 
plugged and s t r a t e g i c  t r e d e  t h r h g h  Hong Kong f o r  t h e  'most p a r t  
was stopped. 

A t  g resen t ,  t h e  system of cont ro ls  over t r a d e  i n  
s t r a t e g i c  items is very thorough. It s t a r t s  wi th  imports. No 
commodities on the  B r i t i s h  prohib i ted  l is t  may even e n t e r  Hong 
Kong unless  adequate proof i s  presented t h a t  they a r e  f o r  l e g i-  
t imate  l o c a l  consumption o r  f o r  re- export t o  " f r i e n d l y  des t ina-  
tions." I n  t h e  former case,  an importer must descr ibe  i n  d e t a i l  
what t h e  goods w i l l  b e  used f o r ,  and by whom, be fo re  he can 
obta in  an Essen t i a l  Supplies  C e r t i f i c a t e  and import l i c e n s e  
requi red  f o r  t h e i r  en t ry  i n t o  t h e  colony. If t h e  goods a r e  t o  be 
suppl ied  t o  a  l o c a l  f a c t o r y  f o r  i ts use,  t h e  Hong Kong Government 
inspec t s  t h e  f a c t o r y  t o  determine whether or  not  t h e  q u a n t i t i e s  
a r e  reasonable. If t h e  goods a r e  f o r  r e t a i l  s a l e ,  only c e r t a i n  
approved r e t a i l  o u t l e t s  a r e  permit ted,  and they must make d e t a i l e d  
r e p o r t s  t o  t h e  Government. Pines of up t o  ~ ~ $ 1 0 0 , 0 0 0  and pr i son  
terms f o r  as long as  t h r e e  years  can b e  imposed f o r  f a l s e  
dec lara t ions .  



It i s  i l l e g a l  f o r  shipping companies t o  d e l i v e r  any 
s t r a t e g i c  goods t o  consignees unless  they have E s s e n t i a l  Supplies  
C e r t i f i c a t e s .  If such goods a r r i v e  i n  Hong Kong without the  
c e r t i f i c a t e s ,  they a r e  "frozentt i n  f o u r  government-designated 
warehouses. ~ e v k n u e  o f f i c e r s  spot-check incoming cargoes t o  
ensure t h a t  the r egu la t ions  a r e  observed, 

Export con t ro l  i s  a l s o  exercised, No l i c e n s e s  a r e  
issued f o r  China on any of t h e  s t r a t e g i c  i tems embargoed and 
spot checks a r e  made both  on loadings f o r  export and on junks 
and s h i p s  leaving  the  harbor. 

Export c o n t r o l  i s  d i f f i c u l t  because Hong Kong has a  
l and  border  with China and thousands of small junks i n  t h e  
harbor,  but  con t ro l s  have been s t e a d i l y  increased a t  p o s s i b l e  
smuggling o u t l e t s ,  On t h e  land border,  t h e r e  a r e  p o l i c e  in-  
spec t ions  a t  railway and road cross ings ,  and a  24-hour roving 
p a t r o l  has  been e s t a b l i s h e d  along t h e  e n t i r e  border,  t o  supple- 
ment t h e  c o n t r o l  of r egu la r  border  pos ts ,  Eighteen miles  o r  m e  22- 
mile  border  have been fenced. 

Sea p a t r o l s  a re  maintained by the  Department of 
Commerce and Industry,  the Po l i ce  and the  Royal Navy. The 
Department of Corrlmerce and Indus t ry  rnaint ai ns a  s h i p  a t  each end 
of t h e  main Hong Kong harbor and h a s  two o r  t h r e e  s h i p s  on 
p a t r o l  wi th in  t h e  harbor. Over 20 po l i ce  launches a r e  d i s t r i b u t -  
ed a t  f o u r  major b e a t s  surrounding Hong Kong and a t  key po in t s  i n  
t h e  o u t l y i n g  / islands.  The Royal Navy waintai ns six c r a f t  i n  t h e  
area. These various p a t r o l  vesse l s  cannot inspec t  a l l  of t h e  
17,000 r e g i s t e r e d  junks and m a l l  c r a f t  i n  Hong Kong, but  they  
cons tan t ly  make spot  checks on v e s s e l s  l eav ing  t h e  harbor,  and 
on t h e  b a s i s  of a  network of i n f o m e r s  they keep s p e c i a l  watch 
f o r  any sh ips  suspected of muggling. 

There is  no doubt t h a t  t h e s e  var ious  c o n t r o l s  have 
reduced smuggling of s t r a t e g i c  c o m o d i t i e s  through Hong Kong t o  
a  n e g l i g i b l e  f i g u r e ,  S t r a t e g i c  goods a r e  s t i l l  smuggled from 
t h e  West t o  Comunist  China, bu t  p r a c t i c a l l y  none of t h i s  i l l i c i t  
t r a d e  now cones through Hong Kong. It bypasses t h e  colony and 
goes d i r e c t l y  t o  Communist China. 

Understandably, Hong Kong r e s e n t s  t h e  o f t e n  un jus t  and 
d i s t o r t e d  charges which a r e  sometimes l e v e l l e d  a g a i n s t  i t  by 
fo re ign  c r i t i c s .  The colony f e e l s  tha t  i t  has  done a  good job 
i n  enforcing t r a d e  c o n t r o l s  which i t  d i s l i k e s  and which a r e  
de t r imenta l  t o  t h e  economy of the colony. 

I n  s h o r t ,  s u b s t a n t i a l l y  a l l  of Hong Kong's present  
t r a d e  w i t h  China i s  l e g a l  i n  i t s  view - t h a t  i s ,  i t  i s  r e s t r i c t e d  
t o  c o ~ v o d i t i e s  which a r e  not c l a s s i f i e d  a s  s t r a t e g i c  by the 
B r i t i s h ,  The B r i t i s h  base t h e i r  l i s t  of s t r a t e g i c  goods upon 
t h a t  of COCOM, t h e  Coordinating Committee of t h e  h r u l t i l a t e r a l  
Consul ta t ive  Group formed i n  P a r i s  i n  November, 1949, t o  co- 
ordj  n a t e  p o l i c i e s  on East-'ir'est t rade.  Neither t h e  B r i t i s h  nor 



any o the r  major Western power has  accepted t h e  American view t h a t  
a l l  t r a d e  wi th  Communist China, i n  nons t ra t eg ic  as  wel l  a s  s t r a -  
t e g i c  goods, should b e  embargoed, however, arid t h e r e  have been 
d i f ferences  on what should b e  included under the  term l t s t ra tegic :>  
It i s  t h e s e  pol icy d i f fe rences ,  r a t h e r  than any f a i l u r e  on Hong 
~ o n g ' s  p a r t  t o  implement e f f e c t i v e l y  t h e  p o l i c i e s  and regula t ions  
app l i ed  t o  i t ,  which have provided a  b a s i s  f o r  some of the  f o r e i g n  
c r i t i c i s m  of t h e  colony, 

Hong Kong-China Trade. Hong Kong could no t  surv ive  
without a  minimum of t r a d e  with Communist China. T h i s  is t h e  
first and most fundamental f a c t  which must be grasped f o r  an 
understanding of t h e  c h a r a c t e r  of t h a t  t rade.  

There a r e  s e v e r a l  o the r  c h a r a c t e r i s t i c s  of Hong Kongt s 
China t r a d e  which a r e  worth n o t i n g  a t  t h e  s t a r t .  

(1) A s  a l ready s t a t e d  Hong Kong's exports  t o  Comunist  
China s i n c e  1951 have been l imi ted  t o  commodities which the 
B r i t i s h  de f ine  a s  nons t ra tegic ,  T h i s  excludes a l l  m i l i t a r y  
equipne n t  and a  long l i s t  of t r a n s p o r t a t i o n  mate r i a l s ,  meta ls  
and minerals ,  rubber products, chemicals, e l ec t ro l i i c  equipment, 
p rec i s ion  instruments,  and i n d u s t r i a l  machinery, 'which could 
con t r ibu te  t o  Communist China's war-making po ten t i a l .  The 
B r i t i s h  l i s t  does no t  include,  however, some items which t h e  
American Government, us ing  a broader d e f i n i t i o n ,  be l i eves  should 
be considered s t r a t e g i c ,  inc luding  various chemicals, pharmaceu- 
t i c a l s ,  t e x t i l e  machinery, X-ray ma& ines ,  and so on, 

( 2 )  Hong Kongvs imports from Comunist  China c o n s i s t  
l a r g e l y  of ch ina ' s  t r ad i t , iona l  a g r i c u l t u r a l  export products. 
Foodstuffs head t h e  l i s t ,  - but  included a l s o  a r e  many o t h e r  
a g r i c u l t u r a l  products,  inc luding  a  few considered t o  b e  of s t r a-  
t e g i c  value by the  West, such a s  t u g  o i l  and p ig  b r i s t l e s .  China 
does not  export  t o  Hong Kong, however, those items of i t s  prewar 
export  t r a d e  whi'ch a r e  of most s t r a t e g i c  value,. such a s  t i n ,  
tungs ten  and antimony; t h e s e  a r e  be ing  reserved f o r  export t o  t h e  
Soviet  bloc. 

(3 )  , Both Comunist  China and Hong Kong consider  the  
Hong Kong-China t r a d e  t o  b e  importmt.  China e x e r c i s e s  s t r i c t  
c o n t r o l  over a l l  fo re ign  t r a d e  and r a t i m s  sca rce  fo re ign  exchange 
t o  buy much-needed commodities. Most consumer goods have been 
almost e l iminated from i t s  imports from Hong Kong, and i t s  ban 
aga ins t  luxury i tems i s  s o  s t r i c t  t h a t  t r a v e l l e r s  c ross ing  t h e  
border  from Hong Kong i n t o  China a r e  o f t e n  turned back i f  they 
a r e  ca r ry ing  more than one watch or foun ta in  pen. 

From Hong ~ o n g ' s  point  of v i e w ,  even d is regarding  t h e  
importance of t r a d e  i n  genera l  t o  i t s  c o w e r c i a l  economy, a  , 
l a r g e  propor t ion  of i t s  imports from Comunist  China: a r e  l i t e r a l l y  
e s s e n t i a l  f o r  i t s  su rv iva l ,  The 23,000 ac res  of cu l t iva ted  land  
i n  Hong Kong provide only a  small  f r a c t i o n  of t h e  colony's food 
requirements, For example, i n  t h e  b a s i c  s t a p l e ,  r i c e ,  the 16,000 



t ons  produced i n  Hong Kong i n  1952 compared with 200,000 t o  300,000 
tons  imported, mostly from Thailand, and v i r t u a l l y  a l l  purchased 
f o r  l o c a l  consurption i n  the colony, Most of Hong Kong's o the r  
food requirements, includinq meat, f r u i t s ,  vegetables ,  da i ry  ~ r ~ d - .  
u c t s ,  vegetable  o i l ' s i  h-d animal. feed,  _come from CovrnunTst China, 
and t h e s e  items make up the bulk of t h e  colony's i q p o r t s  from China 
a t  present ,  

On balance.  i t  is f a i r  t o  say  t h a t  although both  Contmu- 
qist China and Hong Kong consid7r thistradeto % F i % p o r t a n t ,  i t  i s  
a c t u a l l y  more e s s e n t i a l  t o  Hong Kong than  i t  i s  t o  Cmmunist China. 
If Hong Kong's food i a p o r t s  from China were cut  o f f ,  o r  if i t  had 
no means t o  pay f o r  them ( i , e , ,  i n  the  l a s t  ana lys i s ,  by' expor ts  
t o  ch ina)  Hong Kong would have t o  be placed on some s o r t  of i n t e r-  
n a t i o n a l  dole  t o  survive,  

The d e c l i n e  of Hong Kong's t r a d e  with Communist China has  
been much g r e a t e r  i n  t h e  pas t  two years  than the drop i n  the  colony's  
t o t a l  t r a d e ,  and, i n  f a c t ,  t h e  general  d e c l i n e  can be t r a c e d  d i r e c t l y  
t o  the l o s s  of China t rade ,  In 1951, Hong ~ o n g ' s  China t r a d e  amounted 
t o  ~ ~ ~ ~ $ 2 ~ 5  b i l l i o n ;  i n  1953 it  was roughly H.K. # l a b  b i l l i o n ,  a 
d e c l i n e  of 40 percent,  ( ~ o n g  Kong's 1953 t r a d e  with Communist 
China was s l i g h t l y  a b w e  t h a t  o f  1952 - ~ ~ $ 1 ~ 3 9  b i l l i o n  compared 
t o  ~ ~ $ 1 . 3 5  b i l l i o n . )  A s  s t a t e d  e a r l i e r ,  however, China remains 
Hong ~ o n g ' s  l a r g e s t  s i n g l e  customer and 80UPCe of inlports, 

The drop i n  Hong Kong-China t r a d e  has  been almost e n t i r e l y  
i n  expor ts  t o  China, which dec l ined  from mQ1.6 b i l l i o n  i n  1951 t o  
~ ~ $ 0 . 5  b i l l i o n  i n  19539 due t o  t h e  ban on shipments of s t r a t e g i c  
goods t o  Communist China. The Chinese Comunis t s  have continued 
t o  s e l l  almost as much a s  before t o  Hong Kong, however, and t h e  
f i g u r e s  f o r  1951 and 1953 a r e  v i r t u a l l y  the same ( ~ ~ $ 8 6 3  m i l l i o n  
and HX#857 mi l l ion) .  I n  maintaining these  exports ,  t h e  Chinese 
Communists have foregone an exce l l en t  opportuni ty t o  t u r n  t h e  screws 
of econovic warfare on Hong Kong by c u t t i n g  o f f  e s s e n t i a l  food 
suppl ies ,  'out they have done so  because they  a r e  very short  of 
fo re ign  exchange and have been accumulating a Hong Kong d o l l a r  
balance,  much of which they have been able t o  convert  i n t o  European 
currencies  ( p a r t i c u l a r l y  Swiss f r a n c s )  t o  make purchases elsewhere. 

The p r i n c i p a l  commodities which Co-vunist China needs 
and h a s  been able  t o  ob ta in  from Ilong Kong during the  p a s t  two 
years  have been chemicals ( t h e  v a t  important being su lpha te  of 
ammonia f o r  a g r i c u l t u r a l  f e r t i l i z e r s )  , pharmaceuticals ( par t icu-  
l a r l y  a n t i b i o t i c s  and sulf  a drugs, which t h e  Chinese. ~ o m w m i s t s  
have used both i n  t h e  Korean Uar and i n  t h e i r  d o ~ e s t i c  h e a l t h  
program), and dyes tu f f s  ( f o r  use i n  t h e  t e x t i l e  indus t ry) .  These 
t h r e e  ca tegor ies  alone ~ a d e  up over 60 percent  of Comnunist China's 
i a p o r t s  fronl Hong Kong duping 1952, Another 13 percent  cons is ted  
of machinery and p ro fess iona l  and s c i e n t i f i c  instruments ,  t h e  
l a r g e s t  items by value being t e x t i l e  machinery, watches, medical 
equipment, o f f i c e  machines and o p t i c a l  instruments. 



Roughly one-half of Hong Kong's i q p o r t s  from Comunist  
China i n  19  2 cons is ted  of foods tu f f s :  ~ ~ # 4 0 5 . 4  m i l l i o n  out  of a  7 t o t a l  o f  ~ ~ $ 8 3 0 ~ 2  mi l l ion ,  ( 1 t  is  worth no t ing  t h a t  Hong Kong's 
exports  t o  Communist China, HK$520,0 mi l l ion ,  only exceeded he r  
imports of  e s s e n t i a l  f o o d s t u f f s  from t h e  mainland by about 25 
percent.) The other  p r i n c i p a l  ca tegor ies  of t h e  colony's imports 
from Comunist  China were o i l  seeds and n u t s ,  animal and vegetable  
products and o i l s ,  a rd  t e x t i l e s ,  which t o g e t h e r  made up another  
40 percent  of Hong Kong's imports from t h e  vainland. The major 
items i n d  uded were tung, peanut, rapeseed, teaseed and soya bean 
o i l s ,  soya beans, sesamum seeds,  p ig  b r i s t l e s  and peanuts. Tung 
o i l  and p ig  b r i s t l e s  ( s t r a t e g i c  ma te r i a l s ,  al though of low 
p r i o r i t y ,  from t h e  West's viewpoint) alone accounted f o r  c l o s e  
t o  10 percent of t h e  value o f  Hong Kong's imports from Comunist  
China. 

E s s e n t i a l l y ,  the re fo re ,  Hong Kong-China t r a d e  a t  present  
involves the  exchange of f e r t i l i z e r s ,  medicines, dyes tu f f s  and 
smal ler  amounts of non'mili t  ary machines and i n s t r u v e n t s  from t h e  
West f o r  Comunist  ch ina ' s  foods tu f f s ,  which a r e  used i n  Hong 
Kong, and c e r t a i n  o the r  a g r i c u l t u r a l  products,  which a r e  re-  
shipped from Hong Kong t o  var ious Western des t ina t ions ,  It i s  
doubt fu l  if  t h i s  t r a d e  could be reduced much more without 
s e r i o u s l y  a f f e c t i n g  Hong Kong's a b i l i t y  t o  surv ive ,  and i n  t h e  
present  balance of t r a d e  Hong Kong i s  rece iv ing  more t h a n  i t  i s  
g iv ing  i n  terms of comodi t i e s .  

- Communist P o l i c i e s  A f f  e c t i m  China Trade. Vest e r n  re-  
s t r i c t i o n s  on s t raZegic  cormodit ies  a r g  not the on ly  causes f o r  
t h e  dec l ine  i n  Hong Kong-China t r a d e  s ince  1951, The  comvercial 
p o l i c i e s  and methods adopted by the  Chinese Communists themselves 
have a l s o  been de t r imen ta l  t o  t h i s  t rade.  

A s  soon a s  t h e  Chinese Comunis ts  e s t ab l i shed  a  c e n t r a l  
government i n  1949 they began t o  extend c o n t r o l s  w e r  fo re ign  
t r a d e  and t o  move i n  t h e  d i r e c t i o n  of a s t a t e  monopoly. Soon 
a f t e r  t h e  outbreak of the  Korean War they  i n s t i t u t e d  a  compre- 
hensive,  c e n t r a l i z e d  and r i g i d  system of import and export  
con t ro l s ,  A t  p resent  t h e  Chinese Communists r equ i re  l i c e n s e s  f o r  
a l l  imports and exports ,  

Although Communist China has  a  "f avorablew balance of 
comodi ty  t r a d e  with Hong Kong, i t  i s  extremely s h o r t  o f  fo re ign  
exchange i n  i t s  o v e r a l l  t r a d e  with t h e  West and the re fo re  re-  
q u i r e s  most t r a d e  t o  be c a r r i e d  out  on a  b a r t e r  bas i s .  The goods 
which can be imported and exported a r e  c l a s s i f i e d  i n  accordance 
wi th  s t r a t e g i c  and economic importance, No luxur ies ,  and very 
few consumer goods, a r e  imported. What Communist China wants, i n  
a d d i t i o n  t o  s t r a t e g i c  goods (which can only be obtained i n  
l i m i t e d  q u a n t i t i e s  fronl t h e  J e s t  through i l l i c i t  channels) ,  a r e  
pr imar i ly  i n d u s t r i a l  supp l i e s  and c a p i t a l  goods. 

S t a t e  t r a d i n g  agencies have s t e a d i l y  taken over more 
and more d i r e c t  con t ro l  of Comunist  ch ina ' s  commerce, and it i s  



est imated t h a t  a t  present  they handle 90 percent  of t h e  count ry ' s  
t o t a l  fo re ign  t rade.  A l l  t r a d e  with t h e  Soviet  b loc ,  a s  wel l  a s  
st ate-sponsored dea l s  w i  t h  non-Communist governments o r  de legat  ions  
o f  businessmen, a r e  handled by t h e s e  agencies,  and t h e  scope of' 
opera t ions  f o r  p r i v a t e  t r a d e r s  has  gradual ly  narrowed. P r i v a t e  
importers  and expor ters  a r e  now only encouraged t o  d e a l  i n  minor 
commodities, thraugh a few places  such a s  Hong Kong, 

A t  p resent  i t  i s  c l e a r l y  Chinese Communist p o l i c y  t o  
buy and s e l l  a s  much a s  poss ib le  with the  Soviet  bloc coun t r i e s ,  
even on terms of t r ade  l e s s  d e s i r a b l e  than  they could g e t  i n  
Hong Kong o r  o t h e r  Western t r a d i n g  centers .  I n  genera l  t h i s  
seems t o  apply t o  both imports and exports.  A s  a r e s u l t ,  al though 
t h e r e  a r e  numerous commodities which Communist China would l i k e  
t o  purchase from t h e  West, i t  has very l i t t l e  t o  s e l l .  Some of 
China's export  c m o d i t i e s  which West e rn  t r a d e r s  would be w i l l i n g  
t o  buy a r e  being reserved almost exc lus ive ly  f o r  t h e  Soviet  b loc ,  
and what i s  be ing  o f fe red  t o  t h e  West f o r  s a l e  is, i n  many 
respec t s ,  t h e  lef t- overs ,  Even these  goods t h e  Chinese Comu- 
nists a r e  t r y i n g  t o  s e l l  a t  very high pr ices .  The p r i c e s  a r e  
i n f l a t e d ,  a l so ,  by t h e  a r b i t r a r y  exchange r a t e s  s e t  by t h e  Chinese 
Comunis ts ,  r a t e s  which a r e  divorced from r e a l i t y  s i n c e  t h e r e  i s  
no f r e e  market f o r  Chinese Comunist  currency,  h he of'f'icial 
Chinese Comunist  r a t e  on s t e r l i n g ,  f o r  example, i s  now 
~ ~ . $ 6 8 , 0 0 0  t o  the pound, whereas a more r e a l i s t i c  r a t e  would 
probably be  c l o s e  t o  ~ ~ . $ 1 0 0 , 0 0 0 ,  i n  t h e  opinion of  Hong Kong 
businessmen, ) 

A l l  of t h e s e  f a c t o r s  tend  t o  l i m i t  Communist China's 
f o r e i g n  t r a d e  with t h e  Wes , and thereby a f f e c t  Hong Kong. In 
add i t ion ,  more and more o 2 t h e  t r a d e  which Comunist  China is 
doing with t h e  West now bypasses  t h e  colony, 

Df r e c t  t r a d e  between Communist China and Europe i s  
growing. Chinese t r a d e  agents  have been s e n t  t o  var ious c e n t e r s  
of  Western t r ade ,  and a c e n t r a l  headquarters  opera tes  i n  East  
Ber l in ,  which has become second only t o  Hong Kong i n  i t s  impor- 
teance a s  a buying c e n t e r  f o r  the  Chinese Communists, Chinest; 
s t a t e  t r a d i n g  agencies i n  East B e r l i n  buy s i z e a b l e  q u a n t i t i e s .  of 
goods from Western a s  we l l  a s  Eas tern  Europe, Much of what they 
buy c m s i s t s  of n o n s t r a t e g i c  goods, but included t o o  a r e  some 
s t r a t e g i c  items, 

Regular shipping rou tes  from European p o r t s  d i r e c t  t o  
Communist China have been es tabl i shed ,  The most important poin t  
o f  embarkation i n  Europe i s  t h e  Pol i sh  p o r t  of Gdynia, on t h e  
B a l t i c ,  and a t  present  goods from many European sources channel 
through it, Sovie t ,  Finnish,  Po l i sh  and some Western European 
s h i p s  c a l l  t h e r e ,  pick up cargoes and then go d i r e c t l y  t o  
Communist China por t s ,  There a r e  s e v e r a l  major unloading po in t s  
i n  China. Most important i s  Taku Bar, t h e  por t  f o r  the  North 
China i n d u s t r i a l  c i t y  of Tients in.  Next i n  importance a r e  two 
anchorages i n  t h e  mouth of t h e  Pea r l  River,  very near  t o  Hong 
Kong and Macao but  no t  i n  B r i t i s h  or  Portuguese waters where they 



would be s u b j e c t  t o  con t ro l s .  Lap Sap Mei ( ~ a f s a m i )  I s l a n d ,  
f o r t i f i e d  by t h e  Chinese Comrnuaists, s t a n d s  guard over t h e s e  two 
p l aces ,  and goods a r e  t ranssh ipped  from t h e r e  t o  Vithampoa, pop% 
of a n t o n ,  i n  sma l l e r  ve s se l s .  U n t i l  r e c e n t l y ,  Shanghai has been 
v i r t u a l l y  a dead p o r t ,  bu t  now a few s h i p s  c a l l  the re .  Dairen is 
a l s o  involved i n  t h i s  t r a d e ,  mainly as a cen te r  f o r  expor t i ng  
Manchurian ce rea l s .  It is es t imated  t h a t  c u r r e n t l y  about s i x  s h i p s  
a week c a l l  a t  Taku Bar, about f o u r  a week a t  t h e  P e a r l  Rives 
transshipment points, and one every t e n  days t o  two weeks a t  
Shanghai. 

Hong Kong is now being bypassed by @mmu,nist China i n  .another 
way, a l so .  I n  t r a d i n g  wi th  t h e  West, k i n e s e  b l r ~ n u n i s t s  have uade a 
number of l a r g e  dea l s  d i r e c t l y  w i t h  f o r e i g n  governments and u n o f f i c i a l  
t r a d e  de l ega t ions ,  P o l i t i c a l  motives have been c l e a r  i n  almost  a l l  of 
t h e s e  agreements - one df t h e i r  purposes is t o  i n f luence  p u b l i c  
opinion i n  t h e  coun t r i e s  involved and thereby  he lp  t o  undermine 
t r a d e  con t ro l s  on s t r a t e g i c  i tems - and t o  achieve p o l i t i c a l  purposes 
t h e  Chinese Cbmmnists have sometimes been w i l l i n g  t o  make s a c r i f i c e s  
on t h e  terms of t r ade ,  

The Mechanism of China Trade,. Hong Kong b s  beeh ---- 
a f f e c t e d  adve r se ly  by a l l  of t h e s e  facets of Chinese Cbrnrnunist 
po l icy .  But t h i s  i s  n o t  a l l .  The methods of fo r e ign  t r a d e  used by 
Cbmmunist China a l s o  have discouraged t r a d e r s .  The Chinese Cb~~lmunists 
i n s i s t  on t r a d i n g  only  on t h e i r  own terms, and when they  a r e  d e a l i n g  
wi th  p r i v a t e  companies t h e s e  terms a r e  u s u a l l y  tough ones, 

Within brnnunist  China f o r e i g n  t r a d e  i s  now c e n t r a l i z e d  
i n  t h e  Min is t ry  of  Foreign Trade, bu t  most of t h e  a c t u a l  p lanning 
and con t ro l  appears  t o  be done by t h e  China National  Import-Export 
b r p o r a t i o n ,  which works i n  c lose  coordinat ion wi th  o the r  s t a t e  
t r a d i n g  agenc ies  and t h e  Chstoms. I n  t he  f i n a l  a n a l y s i s ,  t h e  Import- 
Export Corporation seems t o  be t h e  o rgan iza t i on  which decides  who 
w i l l  import and expor* what, and a t  what p r i c e s .  

There a r e  s t i l l  a considerable  number of p r i v a t e  import- 
expor t  companies i n  Cbmmnist China, but  t hey  a r e  s imply used 
by t h e  as brokers be cause t h e i r  'contacts  a r e  u se fu l .  
The major i ty  of t h e s e  a r e  Chinese companies. Only a few of t h e  
l a r g e r  f o r e i g n  t r a d i n g  co.upanies s t i l l  have r e p r e s e n t a t i v e s  of 
t h e i r  own i n  bins. For t h e  most p a r t  f o r e i g n  companies have 
decided t h a t  a l t h ~ u g h  t h e r e  may be some f u t u r e  f o r  f o r e i g n  t r a d e  
w i t h  Chim t h e r e  is almost  no f u t u r e  f o r  f o r e i g n  t r a d e r s  i n  (kina. 

The remaining p r i v a t e  t r a d e r s  i n  China a c t  as agen ts  f o r  
t h e  s t a t e  agenc ies ,  and many of t h e i r  t r a n s a c t i o n s  a r e  c a r r i e d  ou t  
on a commission b a s i s  f o r  t h e  Import-Export Corporation. They a r e  
a l s o  allowed t o  make some b a r t e r  dea l s ,  which r e q u i r e  s t a t e  
approval  and superv i s ion .  If an importer  i n  Cbiruflunist China buys 
goods abroad and s e l l s '  them d i r e  c t l y  t o  t h e  Import-Export b r p o r a -  
t i o n  he is u s u a l l y  given,  as p r o f i t ,  a  low commission amounting1 
t o  two or  t h r e e  percent .  If t h e  government permits  him t o  ca r ry  
ou t  a b a r t e r  dea l  i n  which he i s  allowed t o  s e l l  h i s  imports  on 



t h e  remaining f r e e  market i n  China, h i s  margin of  p r o f i t  may be 
l a rge r .  

The Chinese Communists keep a  c l o s e  watch over a l l  
p r i v a t e  companies and no r e a l  freedom o f  act ion i s  allowed. 
Recently,  f o r  example, fo re ign  t r a d e r s  i n  China received w r i t t e n  
i n s t r u c t i o n s  informing them t h a t  with a  few exceptions a l l  t h e i r  
dea l ings  must be d i r e c t l y  with t h e  Import-Export Corporation. 
They were t o l d  not  t o  expect any payment u n t i l  15 days a f t e r  
d e l i v e r y  of cargoes, and were warned t h a t  they  must quote " the  
lowest poss ib le  prices,," 

I n  Hong Kong t h e  Chinese Communists have s e t  up a 
number of conpanies which serve  a s  ' ' f rontsV f o r  s t a t e  t r a d i n g  
organiza t ions  i n  dea l ing  with t h e  colony's businessmen, These 
companies have obvious advantages i n  buying and s e l l i n g  on t h e  
Hong Kong market, but p a r t l y  due t o  t h e  inexperience of t h e i r  
personnel t h e  Communists have had riunlerous d i f f i c u l t i e s  with them. 
A t  f i rs t  t h e  Comunists  t r i e d  t o  c e n t r a l i z e  opera t ions  i n  a  few 
companies, but t h e y  soon discovered t h a t  sharp-witted Hong Kong 
businessmen watched them c a r e f u l l y  and o f t en  were ab le  t o  a n t i c -  
i p a t e  t h e i r  demand and r a i s e  p r i c e s  on commodities they were 
ouying. A s  a  r e s u l t ,  opera t ions  were decent ra l ized ,  and over 
30 companies and many agents  were employed. But under t h i s  
s e t  up con t ro l  slackened, and t h e  Comunls ts  soon discovered t h a t  
d i f f e r e n t  agents  of t h e i r s  were d r iv ing  up p r i c e s  by congetlng 
aga ins t  each other.  About s i x  months ago, they  again c e n t r a l i z e d  
and t igh tened  up t h e i r  s y s t m .  A t  present  t h e r e  a re  s i x  major t rad-  
,ing cmpanies  a c t i v e  a s  agents f o r  the  Chinese Corwnunists in 
Hong Kong; t h e  most important one i s  c a l l e d  the China Resources 
Company. 

Financing of t h e  Comunist  China t r a d e  through Hong 
Kong i s  done pr imar i ly  by n ine  Conmunist-controlled banks i n  t h e  
colony, Coordinating them, and con t ro l l ing  a l l  of  t h e i r  f o r e i g n  
exchange and reinit tances,  i s  t h e  Bank of  China, This bank a l s o  
sends d e t a i l e d  p r i c e  and market r epor t s  t o  s t a t e  t r ad ing  agencies  
i n  China, and concentrates  on f inancing f o r e i g n  t r a d e  ou t s ide  of 
the  d o l l a r  bloc,  Much of the  f inancing  of d o l l a r  b loc  t r a d e  is 
done by t h e  Uanyang Bank, one of t h e  n ine  banks under the  Bank of  
China's supervis ion,  

There a r e  s e v e r a l  a l t e r n a t i v e  ways i n  which a Hong Kong 
company can make a  t r a d i n g  t r a n s a c t i o n  with Comunist  China. 
Those companies which s t i l l  have represent  a t  ives ,  home o f f  i ces  
o r  branches on t h e  mainland can d e a l  through them, and they i n  
t u r n  d e a l  with Comunist  government agencies  on t h e  China end. 
Many Hong ICong companies, however, d e a l  with t h e  f r o n t  companies 
e s t a b l i s h e d  by t h e  Chinese Comunist  s t a t e  t r ad ing  agencies  in 
Hong Kong. 

The Chinese Communists' methods of payment i n  fo re ign  
t r a d e  t r ansac t ions  with Hong Kong s t a c k  t h e  cards i n  the Communists' 
f avor  and make Hong Korg businessmen t ake  a l l  t he  r i sks .  The 



Chinese Comunists  r e fuse  t o  u s e  l e t t e r s  of c r e d i t  (which enable 
an  expor ter  t o  c o l l e c t  payqent a s  soon a s  he  has shipped h i s  goods). 
A l l  t r a d e  now must e i t h e r  b e  on a b a r t e r  b a s i s  o r  paid f o r  by a 
new device,  invented by t h e  Chinese Coamunists, c a l l e d  a l e t t e r  
of guarantee. 

From the  Rong Kong businessmen's poin t  of view, b a r t e r  
dea l s  a r e  genera l ly  undesirable ,  but  most of t h e  colony's bus i-  
nessmen a r e  fo rced  t o  accept  t h i s  vethod i f  they want t o  t r a d e  
with China a t  a l l .  The only conlpanies which a r e  able t o  avoid i t ,  
and obta in  payment by l e t t e r  of guarantee, a r e  a few l a r g e r  ones 
( inc luding  v o s t  of the fo re ign  companies), and those  dea l ing  i n  
d i f f i c u l t- t o- o b t a i n  commodities; t h e s e  companies have more bar-  
gaining power than  the  others.  

I n  a t y p i c a l  b a r t e r  dea l ,  a Hong Kong t r a d e r  w i l l  o f f e r  
a s-pecif i e d  quant i ty  of c e r t a i n  goods, quoting p r i c e s ,  and i n  
r e t u r n  he w i l l  b e  offered a choice of s e v e r a l  Chinese export  
c o ~ ~ v o d i t i e s .  For example, exporter  A i n  Hong Kong may o f f e r  100 
adding machines t o  p r i v a t e  importer B i n  Tients in.  If t h e  Import- 
Export Corporation and Customs approve t h e  i q p o r t a t i o n  of these  
machines, they w i l l  t e l l  i q p o r t e r  B tha t  he way o f f e r  t o  pay with 
X q u a n t i t i e s  of tung o i l ,  Y q u a n t i t i e s  of peanuts, or  Z q u a n t i t i e s  
of p i g  b r i s t l e s .  The Chinese Communist a u t h o r i t i e s  decide what 
va lue  t o  p lace  on t h e s e  things.  The man i n  Hong Kong can only 
take  i t  or  leave  i t ;  h e  must accept one of the  comnodities 
o f fe red  i f  he wishes t o  c a r r y  out  t h e  deal .  Then, if  he accepts ,  
he must s h i p  h i s  m chines first,  Only a f t e r  rece iv ing  them w i l l  
t h e  Comunis ts  a l low t h e  export  goods t o  be  s e n t  out of t h e  
country. 

I n  t h i s  procedure, the  Hong Kong businessman has  almost 
no bargaining power. He must accept ,  and then t r y  t o  r e s e l l ,  goods 
about which he may know nothing. The p r i c e s  of the goods he 
rece ives  a re  genera l ly  overvalued. And h i s  c s y i t a l  i; ti& a2 
f o r  a long t ime, s i n c e  h e  must s h i p  h i s  f i rs t  and wait r o r  
d e l i v e r y  of t h e  r e t u r n  shipment. The advantages of  t h i s  method 
from the Chinese Communists' po in t  of view a r e  obvious; t h e  terms 
a r e  s e t  i n  t h e i r  own favor. 

Many Hong Kong businessmen have a c t u a l l y  taken consider-  
s b l e  l o s s e s  on t h e  goods received from Conmunist ch ina  i n  these  
b a r t e r  deals.  They have been w i l l i n g  t o  make t h e  dea l s  e i t h e r  
because t h e i r  p r o f i t  va rg in  on exports  t o  Communist China more 
than  covered l o s s e s  on goods received,  o r  because they  have 
considered i t  important t o  keep on t r ad ing ,  even a t  a l o s s ,  just 
t o  s t a y  i n  business. 

The l e t t  er-of -guarantee method i s  g e n e r a l l y  prefer red  
t o  b a r t e r  by Hong Kong businessmen, but  t h e  r i s k s  involved a r e  
almost as great .  

A l e t t e r  of guarantee is a promise t o  pay f o r  goods 
not  at  t h e  t ime of shipqent ( a s  i n  t h e  case  of a l e t t e r  of c r e d i t )  
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but  within a  spec i f i ed  time - usua l ly  t e n  days t o  a  month - a f t e r  
t h e  goods have a r r i v e d  and been inspected a t  t h e i r  des t ina t ion .  
For example, a n  exporter  shipping chemicals t o  Communist China 
may rece ive  a  l e t t e r  of guarantee promising payment two weeks 
a f t e r  t h e  shipment a r r i v e s  and i s  approved i n  Shanghai. He can 
t a k e  t h i s  l e t t e r  t o  one of t h e  Comunist-control led banks in 
Hong Kong and ob ta in  a  loan  up t o  perhaps 80 percent of i t s  
value, Then he  must wait. If t h e  shipment is  accepted, he can 
then c o l l e c t  the  remainder, minus commissions. But t h e  b ig  r i s k  
involved is  t h a t  t h e  Communists m y  r e j e c t  the  goods. If t h i s  
happens, t h e  goods a r e  re turned  a t  t h e  expor te r ' s  expense, and he 
must t r y  t o  dispose of  them elsewhere. And he must repay t h e  
advance received from t h e  bank. 

Reject ion of  goods has taken place enough times t o  shake 
t h e  conf'idence o f  many Hong Kong businessmen i n  t h i s  procedure. 
I n  t h e  summer of 1953, f o r  example, s e v e r a l  very l a r g e  consignments 
of medicines were re turned  t o  Hong Kong, and a  s i z e a b l e  proport ion 
of  them were u s e l e s s  by t h e  time they  got  back. Whenever the  
Comunists  r e j e c t  shipments, they claim t h a t  t h e  goods a r e  not  
according t o  s p e c i f i c a t i o n s ,  but the  genera l  opinion among 
businessmen i n  Hong Konp; i s  t h a t  t h e  pharvaceut ica ls  shipped l a s t  
suvmer were p e r f e c t l y  s a t i s f a c t o r y  and t h a t  t h e  Communists' r e a l  
reason f o r  r e fus ing  them was t h a t  they needed l e s s  ~ e d i c i n e s  
a f t e r  f i g h t i n g  stopped i n  Korea and decided t o  use  t h e i r  l i m i t e d  
fo re ign  exchange f o r  o the r  purposes, I n  any case,  t h e  vict imized 
Hong Kong businessmen had no recourse.  

Both t h e  b a r t e r  and le t t e r - o f  -guarantee methods o f  
t r a d i n g  a r e  i n d i c a t i o n s  of t h e  Chinese ~ommunis ts ' general  a t t i t u d e  
toward t r a d e  with t h e  'SJest. There a r e  c e r t a i n  th ings  v h  i c h  t h e  
Chinese Cor~munists need and want t o  ob ta in  from t h e  West, but a t  
present  they  i n s i s t  on dea l ing  only on t h e i r  own terms - and 
s e t t i n g  the  t e r n s  i n  t h e i r  own favor.  

A l l  of t h i s  is  a  f a r  cry from f r e e  t r ade ,  p r i c e  negotia-  
t i o n s ,  i r r evocab le  l e t t e r s  of c r e d i t ,  cash-on-the-line and s i m i l a r  
i d e a l s  of a t r ad ing  cornuni ty such a s  Hong Kong. And t h e r e  is  no 
doubt t h a t  Chinese ~ o m u n i s  ts '  present  fore ign- t rade  methods i n  
themselves tend  t o  discourage t h e  Hong Kong-China t rade .  

China's Foreign Trade. Although China's t r a d e  with t h e  
West s tands  a t  a  low l e v e l  c o ~ p a r e d  t o  pre-Communist days, and 
Hong Koq-China t r a d e  has nose-dived s ince  1951, t h i s  does no t  
mean t h a t  t h e  Chinese Comunists  a r e  d i s i n t e r e s t e d  i n  fo re ign  
t rade .  On the  cont rary ,  fo re ign  t r a d e  i s  absolutely e s s e n t i a l  
t o  Communist ch ina ' s  plans f o r  m i l i t a r y  and economic development, 
and China's t o t a l  f o r e i g n  t r ade  has s t e a d i l y  increased  s i n c e  
1949 t o  t h e  point  where it  i s  now est imated t o  approximate t h e  
volume (and exceed t h e  value)  of ch ina ' s  prewar ~'ore;;'r*n t r a d e  
i n  1936. 

Exact s t a t i s t i c s  on Comunist  c h i n a ' s  fo re ign  t r a d e  a r e  
irn,possible t o  obtain.  The Peking regime, which c l a s s i f i e s  many 



kinds of ordinary economic i n f  ormat ion a s  "st a t e  s e c r e t s  ," has 
n o t  published them. But commercial exper ts  i n  Hong Kong 
es t imate  t h a t  Comunist  ch ina ' s  t o t a l  f o r e i g n  t r a d e  r o s e  t o  
about US@ b i l l i o n  i n  1950, exceeded  US#^ b i l l i o n  i n  1951, 
dropped s l i g h t l y  in 1952, and then increased moderately i n  1953 
t o  above t h e   US#^ b i l l i o n  f igure .  These a r e  merely guesses,  
which may be inaccura te  due t o  t h e  d i f f i c u l t y  of  es t imat ing  
t r a d e  on which t h e r e  a r e  no d e t a i l e d  s t a t i s t i c s ,  bu t  they a r e  
t h e  b e s t  guesses avai lab le .  ( ch ina ' s  t o t a l  f o r e i g n  t r a d e  i n  
1936 amounted t o  ~ ~ $ 8 6 3  mil l ion;  ad jus ted  t o  t h e  1951 value of 
t h e  U.S. d o l l a r ,  t h i s  i s  equal t o  about ~ ~ # l . g  b i l l i o n , )  

The most su rpp i s ing  aspect  of Communist China's present  
fo re ign  t r a d e ,  if compared t o  China's  comerce  i n  t h e  p a s t ,  is  
t h e  fundamental s h i f t  i n  t h e  d i r e c t i o n  of t r ade ,  d i c t a t e d  wholly 
by p o l i t i c a l  and m i l i t a r y  cons idera t  ions. Com~odit i e s  exchanged 
with t h e  Soviet  Union represented l e s s  than one percent  o f  China's 
t o t a l  f o r e i g n  commerce i n  1936;they never exceeded two and one-half 
percent  be fo re  t h e  Communists came t o  power i n  China. Since 1949, 
however, the Peking regime has turned away from t h e  Nest and has 
c lose ly  l inked  i t s e l f  with t h e  econonly of t h e  Soviet  bloc.  
According t o  o f f i c i a l  Chinese Co~rmunist s t a t e ~ e n t s ,  by 1951,61 
percent of c h i n a ' s  fore ign  t r a d e  was c a r r i e d  on with t h e  Soviet  
bloc;  t h e  f i g u r e  f o r  1952 was 72 percent ,  and the percentage f o r  
1953 is be l i eved  t o  be  about t h e  same, I n  shop tS  from a *normalt! 
prewar s i t u a t i o n  i n  which China t raded pr imar i ly  with the  U.S,, 
Japan, ~ r i t a i n  and  any, and had v i r t u a l l y  no s i g n i f i c a n t  
t r a d e  r e l a t i o n s  with the Soviet  Union or Eastern Europe, Communist 
China has now made such a complete about- face that  th ree- quar te r s  
of i ts  f o r e i g n  commerce i s  with the Sovie t  b loc ,  and t h e  t r ans-  
Sibe r i an  railway is  now China's t r ade  l i f e l i n e .  The Chinese 
Na t iona l i s t  c o a s t a l  blockwde i n  1949-50, and Nes t e r n  t r a d e  r e s t r i c -  
t i o n s  t h e r e a f t e r ,  were not t h e  b a s i c  causes of t h i s  change. The 
s h i f t  has  c l e a r l y  been t h e  r e s u l t  of conscious Chinese Communist 
policy. 

Present  t r a d e  between Communist China and the  Soviet  
b loc  i s  a l l  on a  b a r t e r  basis .  The Chinese a r e  obtaining a  wide 
v a r i e t y  of goods from t h e  Soviet  b loc ,  including q i l i t a r y  supp l i e s ,  
o i l ,  heavy machinery, machine t o o l s ,  metals ,  e l e c t r i c a l  supp l i e s ,  
a g r i c u l t u r a l  machinery, i n d u s t r i a l  c h m i c a l s  and dyes, paper and 
pulp, gaso l ine  and trucks.  The l a r g e s t  amounts come from t h e  
Soviet  Union, which alone is respons ib le  f o r  over one-half of 
Covmunist China's t o t  a 1  t r a d e ,  but  Czechoslovakia, Poland, East  
Gemany and t h e  o t h e r  s a t e l l i t e s  a r e  a l s o  sources of supply. 
Although i n d u s t r i a l  goods predominate i n  china ' s imports, some 
important consumer goods such a s  sugar ,  co t ton  p i e c e  goods, 
cameras and f i l m s  a r e  a l s o  included. 

/As f a s  as i t  i s  known, Communist China i s  required t o  
p y ,  with i t s  exports,  f o r  a l l  imports from t h e  Soviet  b loc ,  
ind-ading most m i l i t a r y  suppl ies .  No economic a i d  t o  Cornmumist 
China i n  t h e  form of g r a n t s  has been announced, and t o  date  t h e  
only loan  pub l i c ly  revealed has been t h e  1950 Soviet  f ive- year  loan  



of ~ ~ $ 3 0 0  m i l l i o n  earmarked f o r  e l e c t r i c a l ,  me ta l lu rg ica l ,  engi- 
neering, mining and t r a n s p o r t  equiprnent. This  loan  spec i f i ed  
repayment over  a  ten-year per iod,  with i n t e r e s t  of one percent  
per  year ,  by shipments of Chinese raw mate r i a l s ,  t e a ,  gold and 
U.S. do l l a r s .  (The f a c t  t h a t  t h i s  loan  is  t h e  only known 
f i n a n c i a l  a s s i s t a n c e  from t h e  Soviet  b loc  t o  China makes i t  
doubly amazing t h a t  i n  November, 1953, Comunist  China p r m i s e d  
t o  wr i t e  of f  ' ' a l l  suppl ies  given and expenses incurred" i n  North 
Korea and t o  ive  North Korea a  grant  - not  a  loan  - equivalent  
t o  roughly 350 mi l l ion  over  a  f our-year period. ) 

The burden o f  export ing goods t o  the Sovie t  b l o c  under 
e x i s t i n g  b a r t e r  a r r a n g m n t s  i s  very heavy, the re fo re ,  and Com- 
munist China is  sending s i zeab le  q u a n t i t i e s  of some commodities 
which a r e  i n  very s h o r t  supply within China. The outs tanding ex- 
ample of t h i s  is  foods tuf fs .  Large amounts of g ra in ,  pork and 
vegetable  o i l s  - a l l  o f  which a r e  i n  such shor t  supply within 
China a t  present  t h a t  r a t i o n i n g  has been adopted i n  a  nulnber of 
p laces  - a r e  being shipped t o  t h e  Sovie t  bloc. Other itnportant 
Chinese exports  i n  tha t  d i r e c t i o n  include mineral  or.es, soya 
beans, meat, t e a ,  tobacco, f r u i t ,  wool, s i l k ,  hides ,  and t h e  
whole range of a g r i c u l t u r a l  products which China f onnerly exported 
t o  t h e  West. 

There is  considerable  evidence tha t  the  terms of t r a d e  
i n  t h i s  b a r t e r  exchange a r e  very unfavorable t o  Communist China. 
( ~ e k i n g ' s  s t a t e  t r ad ing  agencies don ' t  have t h e  bargaining ad- 
vantage i n  nego t i a t ing  w i t h  t h e i r  Soviet  counterpar ts  tbt they do 
i n  r e h  t i o n  t o  p r i v a t e  t r a d e r s  dea l ing  i n  Vestern goods. ) In 
recent  months c o m o d i t i e s  such a s  pig b r i s t l e s ,  sesame seeds and 
vegetable  o i l s  have appeared on Uestern mropean markets - a f t e r  
having passed through t h e  Soviet  Union - a t  p r i c e s  below those 
which p r e v a i l  in China, and i t  i s  be l ieved t h a t  China g ran t s  
p r e f e r e n t i a l  t a r i f f  r a t e s  a s  wel l  a s  very low p r i c e s  on t r a d e  
with t h e  Soviet  bloc.  There i s  a l s o  evidence t h a t  many commodi- 
t i e s  from the  So'viet b loc  a r e  n o t  only of poor q u a l i t y  but a r e  
over,valued i n  b a r t e r  dea l s  with China. 8uss ian  t rucks ,  East 
Geman chemicals and Czechoslovakian saccuarine,  f o r  e x a ~ p l e ,  a r e  
adver t i sed  i n  t h e  Chinese Communist press  a t  p r i ces  s e v e r a l  times 
what equivaleqt goods cost i n  nearby Hoilg Kong. 

At present ,  Cownunis-l; China i s  a c t u a l l y  i n  a  ~ u c h  more 
disadvantageous pos i t ion  i n  r e l a t i o n  t o  i ts  t o t a l  balance of 
payments t h a n  piqewar China was. S t r i c t  c o n t r o l  over a v a i l a b l e  
fo re ign  exchange resources,  and a  domes t i c  currency sys tern 
divorced f rm a l l  fo re ign  exchange, have meant t h a t  t h e  fo re ign  
exchange which Comunist  China does earn can b e  devoted t o  essen- 
t i a l  ivpor ts .  But many prewar sources of f o r e i g n  exchange have 
declined. In  1937, f o r  example, China had almost a  25 percent  
d e f i c i t  i n  i t s  comodi ty  balance of t r a d e  and was ab le  t o  import 
more than i t  exported l a r g e l y  because of a  s i z e a b l e  mount of 
fo re ign  loans a r d  investments and remittan ces f r m  overseas 
Chinese. These have now e i t h e r  stopped or decreased, and C o r ~ u -  
n i s L  China must export more t o  obta in  the  imports which i t  needs. 



This  t h e  Chinese Colnmunists a r e  at tempting t o  do  by squeezing t h e  
nla~imum out of t h e  Chinese populat ion and expor t ing  f o o d s t u f f s  
which i t  can ill afford  t o  s p a r e  - and which, i n  Tact,  have been 
imported r a t h e r  than exported i n  t h e  past .  

I n  1950, Chinese Comrllunist l e a d e r s  claimed t h a t  China, 
f o r  the  f i r s t  tirrle i n  i ts  h i s t o r y ,  had an export  surplus.  This 
claim was dubious a t  t h e  t ime - i t  has not been put forward re-  
cen t ly  - and i t  i s  now be l i eved  t h a t  t h e  Chinese a r e  f a l l i n g  
behind on d e l i v e r i e s  t o  t h e  Soviet  Union and a r e  n o t  obta in ing  
a l l  t h a t  they d e s i r e  from the  Soviet  bloc. 

Trade with t h e  West i s  s t i l l  iqpor tan t  t o  Communist 
China, therefa? e, d e s p i t e  t h e  f a c t  t h a t  Soviet  b loc  t r a d e  takes  
f i rs t  p r i o r i t y .  Even w i t h  t h e  ban on s t r a t e g i c  goods t o  China, 
t h e  Chinese C m u n i s t s  a r e  a b l e  t o  o b t a i n  some th ings  from t h e  
West which they badly need - and which apparent ly  cannot be 
f u l l y  provided by the Russians and Eastern Europeans. Raw 
cot ton  from Pakistan,  rubber from Ceylon (which has no t  coopera- 
t e d  i n  t h e  U.N. embargo on s t r a t e g i c  goods), f e r t i l i z e r s ,  chemi- 
c a l s ,  medicines, and some types  of rllachines and veh ic les  have been 
bought i n  s i z e a b l e  quan t i t i e s .  I n  1952, Communist China exported 
roughly ~ ~ $ 3 2 5  m i l l i o n  of goods t o  t h e  West and was a b l e  t o  import 
over U S # ~ ~ O  mi l l ion ,  a n d  i t  i s  bel ieved t h a t  during 1953 t h i s  
t r a d e  probably increased. 

The Chinese ~ o m u n i s t s '  a t t i t u d e s  toward t r a d e  w i t h  
t h e  West have not  been cons tant ,  however. When they f i rs t  cane 
t o  power, they  showed a good d e a l  of enthusiasm and i n t e r e s t  i n  
t r a d e  with everyone, and f r e q u e n t l y  quoted A r t i c l e  57 of t h e i r  
Common Program which approves af a11 Foreign t r a d e  "oh a b a s i s  
of equa l i ty  and mutual b e n e f i t  .P After  t h e  Korean War, f r o v  
mid-1950 on, they were outwardly cool  toward t r k d e  with the  West - although they co nt inued t o  buy and s t o c k p i l e  needed goods. Then 
i n  Apr i l ,  1952, they once again begm a c t i v e l y  bidding f o r  a 
reviva-1 of t r a d e  wi th  Western countr ies .  A t  t h e  Moscow Interna-  
t i o n a l  Economic Conference, t h e  Chinese Covmunists made " t rade  
agreementst1 with " representa t ives"  of 11 \Yes t ern count r ies ,  
amounting t o  over 200 m i l l i o n  pounds s :erl ing.  (Many p a r t s  of 
these  agreements obviously could not be impleqented, i n  view of 
Western r e s t r i c t i o n s  on s t r a t e g i c  t rade .  ) 

Since 1952, Comunist  China has  t a lked  more and more of 
t r a d e  with the West, and t h e  promotion o f  such t r a d e  has now becove 
a major theme i n  Peking's propaganda output. I n  mid-January, 1954, 
f o r  example, Vice-idini s t e r  of Foreign Trade, Lei Jen-mirr, s t a t e d :  
"New China 'has always wished t o  r e s t o r e  and develop, subjec t  t o  
t h e  p r i n c i p l e  of equa l i ty  and mutual benef i t ,  h e r  t r a d e  r e l a t i o n s  
with at her countr ies .  T h i s  inc ludes  t rade  with both gov~rnments  
and peoples o f  count r ies  i n  the  c a p i t a l i s t  world." H e  went on t o  
a s s e r t  tha t  ! ' the demand f o r  the  establishment and development of 
t r a d e  r e l a t i o n s  with China i s  increas ing  and growing s t ronger  
daily.  



I n  f u r t h e r i n g  this l i n e  t h e  Chinese Communists have 
concluded t r a d e  agreements with s e v e r a l  non-Communist coun t r i e s  
inc luding  India ,  Ceylon, Pakis tan,  Finland and I n d o ~ e s i a ,  and with 
groups of p r i v a t e  businessmen from B r i t a i n ,  Japan, France, Vest 
Germany and var4ous o the r  countr ies ,  

These statentents and a c t i o n s  s b u l d  no t  be i n t e r p r e t e d ,  
however, as i n d i c a t i n g  any change i n  Communist China's b a s i c  
o r i e n t a t i o n  toward t h e  Soviet  b l o c  i n  i t s  f o r e i g n  economic re l a-  
t ions .  They do ind ica te  t h a t  Peldng would l i k e  t o  undermine 
e x i s t i n g  r e s t r i c t i o n s  on t h e  China t r a d e  t o  enable  Communist 
China t o  purchase c e r t a i n  much-needed cor rod i t i e s .  They a l s o  
show t h a t  Peking recognizes t h e  p o l i t i c a l  and propaganda value 
of t h e  t r ade  issue.  

The p o l i t i c a l  element i s  q u i t e  obvious i n  a major i ty  
of' the agreements which have been signed both with governments and 
p r i v a t e  businessmen. Shipping g ra in  t o  Ind ia  could only b e  done 
a t  t h e  cost  of considerable  s a c r i f i c e  by Comunist  China. The 
p r i c e s  pa id  by Peking f o r  Ceylon rubber have been except ional ly  
high. And t h e  Chinese Communists have been w i l l i n g  t o  pay more 
f o r  many corrlmodities o f fe red  by f o r e i g n  business de legat  ions  i n  
Peking than they would have had t o  pay f o r  s i m i l a r  purchases i n  
competit ive markets such a s  Hong ICong. The motives f o r  such 
ac t ions  on t h e  p a r t  of an economically hard-pressed country a r e  
c lear .  I n  the  case  of agreements with non-Communist governvents, 
t h e  Chinese Communists have hoped t h a t  the  t r a d e  dea l s  would 
e x e r t  a  d i r e c t  inf luence  on t h e  count r ies  involved. I n  the case  
of de legat ions  of fo re ign  businessmen, Peking has hoped t h a t  
these  people would r e t u r n  t o  t h e i r  own count r ies  and lobby agains t  
the  embargo on s t r a t e g i c  goods and f o r  t r a d e  and f r i e n d l y  r e l a t i o n s  
w i  t h  Communi st China. 

Needless t o  say,  the e f f e c t s  o f  p o l i t i c a l  inf luences  
of t h i s  s o r t  on the p a t t e r n  of , t rade have been disadvantageous 
t o  Hong Kong. 

Hong Kong's S l u m ,  Hong Kong: a t  present  is  i n  a  s t a t e  
of unce r t a in  expectancy. It has h i t  a  low poin t  on a r o l l e r  
coas te r  r i d e ,  b i t  i t  i s  no t  sure whether to-expect  a  l e v e l l i n g  
o f f ,  a  climb upward, o r  another downward plunge, 

The cur ren t  economic s lunp vhich worr ies  bo th  govern- 
ment o f f i c i a l s  and ordinary people i s  a  cur ious  th ing  i n  many 
respects .  You cannot s e e  i t  c l e a r l y  i n  the  t r a d e  s t a t i s t i c s ;  
t o t a l  t r a d e  i n  1953 was about t h e  s a l e  as in  1952. I t  i s  not  
t o  be seen i n  the  shop windows; they a r e  bulging with an amazing 
cornucopia of 'goods from every p a r t  of' the world. Yet i t  i s  f e l t  
throughout t h e  colony. During t h e  pas t  year ,  business  a c t i v i t y  
has s t e a d i l y  slackened, c m p a n i e s  have cu t  ;oayrolls and s a l a r i e s ,  
and ord inary  people have had l e s s  and l e s s  money t o  spend. 

One reason t h e  slump i s  p r t l y  concealed is  t h a t  Hong 
Kong is  a  p lace  of g rea t  c o n t r a s t s  of wealth and poverty, and t h e  



weal th ies t  and t h e  poorest  people have not been r a d i c a l l y  affected.  
Severa l  hundred thousand refugees f r o v  maink nd China have been 
l i v i n g  on t h e  b r ink  of complete d e s t i t u t i o n  ever  s i n c e  they came 
t o  Hong Kong. Their  l o t  nay have beconle s l i g h t l y  worse s i n c e  t h e  
t r a d e  d e c l i n e  began, but i t  could ha rd ly  ge t  much worse than i t  
was when they f i r s t  ar r ived .  On the  o t h e r  hand, b i g  business  
has  had a l o t  of f i n a n c i a l  f a t ,  accumulated From the p r o f i t s  of 
b e t t e r  days i n  t h e  pas t ,  cmd t h i s  f a t  i s  f a r  from used up. One 
repu tab le  l o c a l  newspaper e s t i v a t e s ,  f o r  example, t h a t  t h e r e  a r e  
today over a thousand ind iv idua l s  in Hong Kong - t h e  .na j o r i t y  of  
them refugee Chinese merchants and i n d u s t r i a l i s t s  from the  m i n -  
land  - who maintain bank accounts i n  excess of HK@0 mil l ion.  
Three years  ago, when t h e  f l i g h t  of p r i v a t e  c a p i t a l  From China 
had jus t  taken place,  Hong KO%. acquired t h e  r epu ta t ion  of pos- 
gess ing  " the g r e a t e s t  concentrat ion of m i l l i o n a i r e s  i n  t h e  world"; 
many of t h e s e  m i l l i o n a i r e s  a r e  st  ill in t h e  colony. 

The p o p l e  who have been h u r t  most by t h e  p resen t  slump 
a r e  t h e  g r e a t  mass of  people i n  the  middle - s ~ t r l l  businessmen, 
whi te-colla r employees, and t h e  r egu la r ly  employed working c las s .  
During t h e  p a s t  year  they  have seen job oppor tun i t i e s  and incomes 
shrink. 

There a r e  over 600 general  i n p o r t e r s  and expor ters  i n  
Hong Kong, and t h e  majori ty  of them a r e  slnall covpmies  which 
depended on China t rade.  These small  b u s i n e s s ~ e n  have no t  been 
ab le  t o  switch e a s i l y  t o  t rade  w i t h  o t h e r  a reas  - such as  Indone- 
s i a  and Japan - i n  t h e  way t h a t  some of t h e  l a r g e r  companies have 
done, and consequently many of them a r e  c u r r e n t l y  doing very 
l i t t l e  business  a t  a l l .  

The slowdown i n  bus iness  turnover i s  r e f l e c t e d  i n  t h e  
inc reas ing  gap between imports and exports. I n  1952 Hong Kong 
imported 30 percent  more gocd s than  i t  exported. I n  1953 t h e  
f i g u r e  was c l o s e  t o  40 percent. %hat t h e s e  f if;ures nlean is t h a t  
t h e  colony has become an overstocked warehouse f u l l  of  comnodities 
which a r e  not moving or going anywhere. 

Uuring t h e  pas t  year c a p i t a l  which formerly went i n t o  
t r ade ,  c r e a t i n g  jobs and wages, and s t iwula t ing  o v e r a l l  bus iness  
a c t i v i t y  i n  the  colony, has been t i e d  up i n  c m o d i t i e s  o r  bas 
flowed i n t o  t h e  l o c a l  s tock  m r k e t .  The amount of c a y i t a l  i n  
Hong Kong has  a c t u a l l y  expanded, as confidence i n  t h e  p o l i t i c a l  
and m i l i t a r y  s e c u r i t y  of the colony has increased ,  and  during t h e  
pas t  few months t h e r e  has  been a reverse  f low of c a p i t a l  from 
t h e  United S t a t e s  and Southeast  Asia. But much of t h i s  c a p i t a l  
i s  now i d l e  i n  Hong Kong. (one p e c u l i a r  r e s u l t  has been a 
bu i ld ing  boom, crea ted  by money which would normally go i n t o  t rade .  ) 

N 

The downward s p i r ~ l  i n  l o c a l  business  i s  r e f l e c t e d  in 
r e t a i l  t r a d e  of a l l  kinds. The business  o f  b i g  department s t o r e s  
i n  Hong Kong has dropped o f f  by about 10 percent i n  the  pas t  
twelve months, ard  nlany r e t a i l  s t c r e s  now have a turnover  20 percent 
s ~ a l l e r  than a year ago. Ordinary people have le'ss money t o  spend. 



A s  s , tated,  t h e  e f f e c t s  of  Hong ~ o n g ' s  cu r ren t  slump 
have been hardes t  on small  business  and a l l  the  people dependent 
on i t ,  but many of t h e ' l o u d e s t  complaints have come from b i g  
business ,  These complaints a r e  understandable, but  they  a r e  by 
no means f u l l y  j u s t i f i e d ,  Three years  ago, many t r a d i n g  companies 
were making a tremendous margin of p r o f i t  on imports and expor ts  - one which could not  have been expected t o  l a s t  indef in i te ly . ,  
Now t h e i r  margin has been c u t  t o  more reasonable propor t ions ,  
and they, be ing  human, a r e  very unhappy about it. 

What worr ies  Hong Kong Government o f f i c i a l s  most about 
economic condi t ions ,  however, is t h e i r  e f f e c t s  upon employmant, 
They have a very  l e g i t i m a t e  cause l o r  concern, If unemployment 
becomes t o o  widespread, a r e a l  t h r e a t  t o  t h e  i n t e r n a l  s e c u r i t y  
o f  the colony could develop. 

With a swollen population, almost double t h e  prewar 
f i g u r e ,  Hong Kong faces  a tremendous problem i n  c r e a t i n g  new 
job oppor tuni t ies .  Even a t  t h e  peak of the colony's  boom t h r e e  
yea r s  ago, t h e r e  were many thousands of jobless i n  Hong Kong, and 
t h e  number of unemployed and underemployed has s t e a d i l y  r i s e n  a s  
t r a d e  h a s  declined. 

There a r e  no accura te  s t a t i s t i c s  on unemployment i n  t h e  
colony, but  Hong Kong o f f i c i a l s  e s t ima te  t h a t  even i n  l o c a l  
indus t ry  - t h e  one s e c t o r  of the  economy i n  which t o t a l  employment 
has  grown r a t h e r  than  decl ined during t h e  p a s t  two years  - t h e  
l e v e l  o f  unemployment is se r ious ,  O f  t h e  t o t a l  f a c t o r y  working 
populat ion ( i n  r e g i s t e r e d  f a c t o r i e s  and workshops), i t  is  e s t i -  
mated t h a t  a t  present  t h e r e  a r e  20,000 unemployed and another  
25,000 underemployed (working only  part- time); t h e s e  two fl gures  
amount t o  w e r  a t h i r d  of the t o t a l  working f o r c e  connected with 
modern indus t ry ,  

The fundamental problem f a c i n g  Hong Kong is  how i t s  
present  population of 2- t o  2 & n i l l i o n  people 5s going t o  make a 
l i v i n g ,  There a r e  no quick so lu t ions  t o  t h e  problem i n  s i g h t ,  
If r e s t r i c t i o n s  on t r a d e  with China a r e  eased, o r  l i f t e d ,  t h e  
p o s i t i o n  of t h e  colony would immediately improve, but  many 
thought fu l  ob,servers b e l i e v e  t h a t  t h e  hope f o r  a spec tacu la r  
r e v i v a l  o f  China t rade-  would prove t o  be a mirage, even if re-  
& r i c t i o n s  were ranoved, The Chinese communists7 shorCage of* for;- 
sign. exchange, fo re ign  t r a d e  po l i c i e s .  and t r ad ing  methords w i l l ,  
i n  t h e i r  opinion, prevent  t h e  le v e l  of Hong Kong-China t r a d e  -from 
r i s i n g  t o  t h e  peak f i g u r e s  of a few p qrs ago, 

There is one b r i g h t  element i n  t h e  p i c t u r e ,  however, 
and t h a t  is t h e  growth of  modern industry i n  t h e  'colony. The 
i n d u s t r i a l i z a t i o n  of Hong Kong during t h e  p a s t  f o u r  years  has 
been a remarkable development, and the f u t u r e  of both  the  colony'a 
i n t e r n a l  economy and i t s  e x t e r n a l  t r a d e  has become dnextr icably 
bound up with t h i s  new industry,  

.Hang Kong's Indus t ry  and Tpade. W i o r  t o  1947 t h e  only 



l a r g e  modern indus t ry  i n  Hong Kong was one in t ima te ly  connected 
wi'th t r a d e  - shipbui ld ing  and s h i p  r epa i r .  A few smal l  l i g h t  
i n d u s t r i e s  had been es tab l i shed  during 1914-18 t o  provide goods 
f o r  l o c a l  consumption, and t h e  in t roduct ion  of imperial  Preference 
i n  B r i t i s h  &pi re  t r a d e  i n  t h e  1930's provided a s l i g h t  s t imulus  
t o  i n d u s t r y  i n  Hong KO-, bu t  t h e  colony was i n  no sense  an 
i n d u s t r i a l  center ,  Businessmen in Hong Kong were i n t e r e s t e d  i n  
buying and s e l l i n g ,  n o t  producing, 

This is  no longer  t h e  case. When t h e  v i c t o r y  of t h e  
Communists on t h e  mainland o f  China appeared imminmt, a  s i z e a b l e  
number of Chinese i n d u s t r i a l i s t s  moved t o  Hong Kong. Th6y brought 
t h e i r  c a p i t a l ,  and some machinery, and began t o  bu i ld ,  A l a r g e  
number of s k i l l e d  Chinese i n d u s t r i a l  workers a l s o  migrated t o  
How Kong, and t h e  i n d u s t r i a l  revolu t ion  i n  t h e  colony got  under 
w a y *  

I n  t h e  pas t  s i x  yea r s ,  Hong Kong has suddenly become a n  
imporca n t producer of manufactured consumer goods, export ing 
s i g n i f i c a n t  q u a n t i t i e s  o f  i t s  products t o  d e s t i n a t i o n s  a l l  over 
t h e  world. Th i s  development of indus t ry  h a s  followed t h e  c l a s s i c  
p a t t e r n  of "natural"  development i n  which economic' f a c t o r s  r a t h e r  
than t h e  p o l i t i c a l  and m i l i t a r y  aims o f  government a u t h o r i t i e s  
have determined investment, V i r t u a l l y  a l l  of t h e  new i n d u s t r i e s  
i n  Hong Kong produce l i g h t  c  cnsumer goods, 

The t e x t i l e  indus t ry  predominates, but  t h e  range of 
o ther  products i s  extremely varied,  lvlost important among them 
.are food$tuf fs ,  enamel ware, r u b ~ e r  shoes, chemicals, thermos 
b o t t l e s ,  f l a s h l i g h t s ,  aluminum ware, p a i n t ,  l a n t e r n s ,  p l a s t i c s ,  
c i g a r e t t e s  and matches, bu t  the re  a r e  nlany more including pens, 
f u r n i t u r e ,  but tons,  Chinese hand ic ra f t s ,  e l e c t r i c  f ans ,  needles ,  
ceramics and even clocks,  The raw mate r i a l s  f o r  almost a l l  of 
t h e s e  i n d u s t r i e s  must be imported, and a  l a r g e  proport ion of t h e  
output is exported, 

The phenomenal growth of t h i s  l i g h t  indus t ry  is re- 
f l e c t e d  i n  t h e  development of e l e c t r i c  power i n  Hong Kong. Since 
1946 t h e  colony's power generat ing capaci ty  has  more t h a n  doubled, 
from 61,000 kw t o  146,500 kw, and power consumption has increased  
10 times. The growth can be seen more d i r e c t l y ,  of course,  i n  
t h e  s t a t i s t i c s  on r e g i s t e r e d  f a c t o r i e s  and workshops (e s t ab l i sh-  
ments using power machinery o r  employing 20 o r  more persons i n  
manual labor  f o r  i n d u s t r i a l  purposes),  It i s  est imated t h a t  i n  
1940 t h e r e  were only  800 f a c t o r i e s  and workshops i n  Hong Kong 
with a  t o t a l  enlployed l abor  f o r c e  of about 30,000. I n  1947 t h i s  had 
grown t o  1,275 establ ishments  with over 64,000 workers. Since 
1947 t h e  number of f a c t o r i e s  and workshops has almost doubled. 
There a r e  now approximately 2,300 i n d u s t r i a l  es tabl ishments  i n  
t h e  colony with 103,000 workers, and the number i s  s t i l l  in-  
creasing. 

These f i g u r e s  on r e g i s t e r e d  f a c t o r i e s  and works hops do 
not  reveal  t h e  whole p ic ture .  Small-scale co t t age  i n d u s t r i e s"  



have a l s o  grown 
between 100,000 
# l i shrnent~  whi ch 

tremendously during t h i s  per iod,  and the re  a r e  npw 
and 200,000 i n d u s t r i a l  workers i n  s c a t t e r e d  e s t a b-  
do no t  use  modern machinery o r  power. 

The importance of  t h e s e  new i n d u s t r i e s  $0 Hong Kong's 
economic wel fare  a t  present  can hardly be overestimated, Last 
yea r ' s  t r a d e  s t a t  i s t i c s  show t h a t  exports  of products i d e n t i f f  ed 
as  loca l ly lnanuf  ac tured  goods amounted t o  ~ ~ $ 6 3 5  mill ion.  This  
was over 23 percent o f  Hong Kong's t o t a l  expor ts ,  and i t  is  be- 
l i eved  t h a t  if the s t a t i s t i c s  were more d e t a i l e d  t h e  percentage 
would be  approximately 30 percent,  

Vfithout t h e  products of t h e s e  new i n d u s t r i e s ,  Hong Kong 
would have faced  an impossible economic crisis during t h e  p a s t  
two years,  It i s  t h e s e  products,  r a the r  than  the  t r a d i t i o n a l  
re-export commodities, f o r  vd.l i c h  the colony' s bus inessmen have 
been a b l e  t o  discover  and develop new markets, pr imar i ly  i n  
Southeast  Asia and t h e  B r i t i s h  k p i r e .  

I n  Southeast  Asia,  nonindus t r ia l ized  coun t r i e s  such 
a s  Indonesia, Thailand and Malaya have become major markets f o r  
Hong Kong-produced consumer goods, and i n  t h e s e  a r e a s  t h e  colony's 
businessmen have t o  d a t e  been success fu l  i n  meeting t h e  stiff 
competit ion o f  Japanese exports. Indonesia has become p a r t i c u l a r-  
l y  important a s  a customer f o r  Hong K m g ;  i n  1953 i t  was t h e  
colony's second l a r g e s t  export  market, and of t h e  HK#372 m i l l i o n  
of goods s e n t  the re ,  ~ ~ 8 2 1 8  m i l l i o n  cons is ted  of Hong Kong products. 

The B r i t i s h  k p i r e  i s  t h e  second most important a rea  
f o r  t h e  marketing of Hong ~ o n g ' s  new i n d u s t r i a l  produce, primari-  
l y  because of t h e  e x i s t i n g  system of Imperial  Preference. Under 
t h i s  system, if 25 t o  50 percent  of t h e  cos t s  of production 
( m a t e r i a l s  and l abor )  of a c m o d i  t y  a r e  of "Empire o r i g i n  1' t he  
corllmodity i s  granted duty- free e n t r y  i n t o  a reas  which a r e  $ p a r t  
o f  t h e  B r i t i s h  Empire, 

 h he development of indus t ry  i n  Hong Kong is l i k e l y  t o  
be  an important long-run f a c t o r  a l t e r i n g  t h e  colony's t r a d i t i o n a l  
o r i e n t a t i o n  toward China. Comunist  China i s  n o t  purchasing from 
t h e  Hest consumer goods of' the kind Hong Kong now produces, and 
i n  1953 l e s s  than one-tenth of one percent  of the  expor ts  of Hong 
Kong products went to  C s m n i s t  China, ) 

A s  s t a t e d  e a r l i e r ,  the most important s i n g l e  indus t ry  
which has developed i n  Hong Kong dur ing  t h e  p s t  s i x  years  is 
cot ton  t e x t i l e s ,  and i n  many respec t s  t h e  ivmediate economic 
f u t u r e  of t h e  .colony depends t o  a g rea t  ex tent  upon t h i s  indus t ry  
alone. I n  1946 t h e r e  was 110% a s i n g l e  modern cot ton  t e x t i l e  
indus t ry  i n  Hone; Kong. Today, t ihere a r e  14 modern spinning m i l l s  
with 213,000 sp ind les  ( ano the r  45,000 sp ind les  w i l l  b e  added soon) 
and over  20 modern weaving f a c t o r i e s  with approximately 6,000 
looms. Cotton spinning, weaving and k n i t t i n g ,  and garmen-t-waking 
i n d u s t r i e s  a l l i e d  t o  them now enlploy 33,000 workers, o r  roughly 
one- third of the t o t a l  labor  f o r c e  i n  r e g i s t e r e d  f a c t o r i e s  and 



workshops. And i n  1953, co t ton  t e x t i l e  products (p iece  goods, 
yarn and var ious  a r t i c l e s  of c lo th ing)  made up 65 percent of t h e  
exports  of Hong Kong products. 

There a r e  d i f f e r e n c e s  of opinion i n  Hong Kong on t h e  
quest  ion of how much more development of i n d u s t r y  can be expected 
i n  t h e  colony, b u t  t h e  op t imis t s  be l i eve  t h e  p o t e n t i a l i t i e s  a r e  
st ill great .  They poin t  ou t  t h a t  Hong Kong has l a r g e  amounts of 
c a p i t a l  which might b e  a t t r a c t e d  i n t o  indus t ry ,  t h a t  managerial 
s k i l l s  and s k i l l e d  l abor  a r e  both p l e n t i f u l ,  t h a t  cheap money, 
cheap l a b o r  and low taxes  g ive  Hong Kong a considerable  competi- 
t i v e  advantage and t h a t  t h e r e  a r e  l i k e l y  t o  be good Asian markets 
in t h e  fo reseeab le  f u t u r e  f o r  the kinds of consumer goods which 
t h e  colony can manufacture. The problem, they s t a t e ,  i s  t o  a t t r a c t  
i d l e  c a p i t a l  i n t o  indus t ry  (one needed s t e p  is  t o  provide cheap 
i n d u s t r i a l  s i t e s ;  land i s  a major cost  item i n  overcrowded Hong 
~ o n g )  and a c t i v e l y  t o  develop new markets. 

But t h e r e  a r e  many unpredic table  e l even t s  which might 
a f f e c t  the1 fu ture .  Japanese competition i s  one of them. A t  
present ,  Japanese - industry t s c o s t s  of production a r e  higher than 
they were prewar, but  i f  they  a r e  redneed How Kong might have 
g r e a t  d i f f i c u l t y  .competing f o r  Southeast  Asian mawets. The 
s i z e  of Japanese indus t ry  is  a n  advantage t o  i t ,  f o r  the Japa- 
nese  can accept  la rge- scale  orders  which Hong Kong cannot touch- 
And Japanese indus t ry  is a c t i v e l y  supported by t h e  governvent, 
which i s  capable of subsidizing,  bargaining f o r  cheap raw materi-  
a l s  and making t r a d e  agreerrlents, whereas Hong Kong indus t ry  i s  
on i t s  own, under a government which wants it t o  develop bu t  
which follows a l a i s s e z- f a i r e  policy. 

I 

Government r e s t & i c t i o n s  are another imponderable and 
could s e r i o u s l y  af fec t  Hong Kong's f u t u r e  export  of i t s  indus- 
t r i a l  products, During the  pas t  year,  import r e s t r i c t i o n s  i n  
Indonesia Thailand and s e v e r a l  c% her  count r ies  have hindered 1 Hong Kong s exports  f o r  shor t  periods. Most o f  t h e s e  r e s t r i c t i o n s  
have been due t o  fo re ign  exchange d i f f i c u l t i e s  r a t h e r  than t o  
p o l i t i c a l  cons idera t ions ,  but  t h e  e f f e c t s  of them on Hong Kong 
have no t  been l e s s  because o f  t h i s  f a c t .  

Hong Kong f a c e s  many u n c e r t a i n t i e s ,  the re fo re ,  even 
i n  t h a t  por t ion  of  i t s  t r a d e  which has nothing t o  do with China, 
but  t h e r e  i s  no doubt t h a t  export of i ts own i n d u s t r i a l  products 
w i l l  be one of the  b a s i c  determinants of i t s  economic welfare  i n  
t h e  fu tu re ,  

Questions of' Policy. The economic p o s i t i o n  of Hong 
Kong c o n s t i t u t e s  only one minor f a c e t  of the  complicated i s s u e  
of China t r ade ,  but it is  one which should n o t  be overlooked. 

A good case can be made f o r  the f a c t  t h a t  IIong Kong i s  
a valuable  outpost o f  t h e  non-Communist world. It i s  a p lace  
where law, order ,  adminis t ra t ive  e f f i c i e n c y  and just  i c e  i n  the  
Western sense a r e  vigorously promoted. A s  such i% has had, and 



w i l l  undoubtedly continue t o  have, a s i g n i f i c a n t  inf luence on 
neighboring areas.  It isd s t r ange ,  perhaps, t h a t  t h i s  i s  so,  be- 
cause Hong Kong i s  a l s o  a v e s t i g e  of  colonial ism,  without any 
rep resen ta t ive  government, But i t  is t r u e  t h a t  the  colony has 
exer ted  a g rea t  in f luence  on many Asians, including Sun Yat-sen, 
l e a d e r  of ch ina ' s  IJat i o n a l i  st revolu t ion  i n  t h e  e a r l y  years  of 
t h i s  century. 

'"Ahere and how d i d  I g e t  my revolu t ionary  and modern 
ideas?' '  Sun Yat-sen asked i n  a speech t o  Hong Kong Universi ty  
s tuden t s  i n  1923. '?I got  qy ideas  i n  t h i s  very place;  i n  t h e  
colony of Hong Kong, ;,lore than t h i r t y  years  ago I was studying 
i n  Hong Kong and spent  a g r e a t  d e a l  of spare time i n  walking t h e  
s t r e e t s  of the  colony. Hong Kong impressed me a good dea l  because 
t h e r e  was order ly  calm and because t h e r e  was a r t i s t i c  work being 
done without in te r rup t ion .  I compared Heung Shan with Hong Kong, 
and, although they  a r e  only f i f t y  mi les  apa r t ,  t h e  d i f f e rence  of 
t h e  governments impressed me very  much., . . We must c a r r y  t h e  
English example o f  good government t o  every p a r t  of China.'' 

Hong Kong's r o l e  a s  a symbol of c e r t a i n  ideas  is no 
l e s s  important than it was t h i r t y  years  ago; i n  fa3. t ,  i t  i s  more 
important, now t h a t  the  regime which borders  i t  has become a p a r t  
of t h e  Soviet bloc,  

The colony is  a l s o  a refuge f o r  hundreds of thousands 
of refugees from Comunist  China and, without doubt, i t  i s  t h e  most 
iqpor tan t  p o l i t i c a l  sanctuary i n  Asia, It is  a l s o  t h e  p r i n c i p a l  
Asian l i s t e n i n g  post f o r  the  West on t h e  edge of t h e  Comunist  
b loc ,  and i t  is  a m i l i t a r y  and p o l i t i c a l  outpost of considerable  
value. 

If one accepts  t h e  premise t h a t  Hong Kong's a b i l i t y  t o  
survive,  and t o  provide a l ive l ihood  f o r  i ts  swollen population, 
i s  important t o  the West, it would follow t h a t  t h e  colony's 
s p e c i a l  economic p r o b l m s  should be given cons idera t ian  i n  t h e  
formulation of general  p o l i c i e s  on China t rade.  A complete s top-  
page o f  a l l  China t r ade  would be d i s a s t r o u s  f o r  Hong Kong. 

When t h e  U.S, f i r s t  imposed i t s  embargo on t r a d e  with 
Comunist  China, t h e  genera l  f e e l i n g  i n  Hong Kong - even among 
anti-Communist refugees from t h e  mainland - was t h a t  t h e  Americans 
were unsympathetic and c a l l o u s  t o  Hong ~ o n g ' s  problems, Many 
people spoke of t h e  embargo a s  if it were aimed a t  Hong Kong a s  
wel l  a s  Communist China, 

There was some b a s i s  f o r  t h i s  a t t i t u d e .  The export of 
many U.S. raw mater ia ls  e s s e n t i a l  t o  Hong Kong was c u t  o f f  f o r  a 
long per iod ,  u n t i l  t h e  bugs were worked o u t  of t h e  colony's  
E s s e n t i a l  Supplies  C e r t i f i c a t e  system. U. S, r e s t r i  c t ipns  on 
imports from Hong Kong continued t o  a f f e c t  the  colony even longer. 
The Foreign Asse ts  Control Regulat ions of t h e  U. S, prohib i ted  
importat ion of any goods o r i g i n a t i n g  i n  Communist China, and a 
wide range of commodities which formerly had been imported mainly 



from China were pr presumed" t o  be of Chinese or ig in ,  These "pre- 
sumption" i tems included numerous Hong Kong products, It took a  
lbng t ime f o r  t h i s  problem t o  be solved, but  now a system of 
Coqprehensive C e r t i f i c a t e s  o f  Origin enables authorized Hong Kong 
companies t o  export t o  t h e  U,S ,  solony-produced goods i n  over 
f o r t y  ca tegor ies  of ttpresumptiontl goods, 

Trade between t h e  U,S, and How Kong has remained st a 
f a i r l y  low l e v e l ,  however, I n  1947 16,3 percent  of t h e  colony's  
t r a d e  was with the  U, S, ; i n  1951 it was 5.8 percent ;  l a s t  year 
i t  was 4.3 percent,  The d i s r u p t i o n  of normal commercial channels 
by t h e  t r a d e  r e s t r i c t i o n s  has n o t  ye t  been overcome, and l e g a l  
t r a d e  between Hong Kong and t h e  U, S, has  not  revived t o  'the ex ten t  
which t h e  colony hopes f o r ,  

Hong ~ o n g ' s  success i n  adapting i t s e l f  t o  t h e  new and 
d i f f i c u l t  s i t u a t i o n  c r e a t e d  f o r  i t  by r e s t r i c t i o n s  on China t r a d e  
has been due t o  t h e  e n t e r p r i s e  of i ts  own businessmen, the re fo re ,  
and not  t o  any a s s i s t a n c e  from f o r e i g n  count r ies ,  Despi te  t h e  
f a c t  t h a t  U.S. o f f i c i a l s  i n  Hong Kong have attempted t o  ease  t h e  
colony's problems, U,S, po l i cy  has h u r t  Hong Kong, 

I n  the f u t u r e ,  assuming t h a t  t h e  U.6, embargo on China 
t r a d e  continues,  i t  would be d e s i r a b l e  f o r  t h e  U.S, Government t o  
t a k e  a  more a c t i v e  r o l e  i n  a s s i s t i n g  Hong Kong t o  so lve  i t s  e c o n h i c  
problems, Promot ion  of l e g i t i m a t e  Hong Kong-U. S, t r a d e  would be 
an important s t e p  i n  t h i s  d i rec t ion ,  

Hong Kong is,  of course,  only a  s i d e  i s s u e  i n  the  broad 
quest ion of China t r a d e ,  and i t  w i l l  remain so, 

Debate on the  problem of  economic pol icy toward China 
has become inc reas ing ly  widespread ever s i n c e  a c t i v e  f i g h t i n g  
stopped i n  Korea, The i s s u e s  involved a r e  r e a l l y  more p o l i t i c a l  
than economic, and t h e  debate  is  charged with emotion, 

There a r e  two divergent schools  of thought on the  sub jec t .  
One, l e d  by t h e  U, S, ( t h e  only country t o  embargo a l l  t r a d e  w i t  h 
Comunist  china), advocates long-term r e s t r i c t i o n s  on t r a d e  with 
China a s  a weapon of economic warfare, Every e f f o r t  should be  
made, i t  i s  argued, t o  slow down t h e  Chinese ~ornmunists'  m i l i t a r y  
and economic bui ldup,  a t  l e a s t  u n t i l  they show s i g n s  of wi l l ing-  
ness  t o  make concessions i n  t h e i r  dea l ings  w i t h  the  West, There 
is no doubt t h a t  t h e  r e s t r i c t i o n s  during the  pas t  three  years  have 
increased  Peking's economic problems, although i t  is  d i f f i c u l t  t o  
es t imate  how d e c i s i v e  t h i s  has been, o r  how i t  has a f f e c t e d  t h e  
Chinese Comunist  s t  a t t i t u d e s ,  

It i s  f u r t h e r  argued, by supporters  o f  t h i s  school,  t h a t  
Comunist  China i s  an  economic d r a i n  on t h e  Soviet  bloc,  t h a t  
Chinese-Russian r e l a t i o n s  a re  l i k e l y  t o  be complicated by economic 
problems c rea ted  by the  t r a d e  r e s t r i c t i o n s  and tha t  i t  would be 
unwise t o  allow any large- scale  r ev iva l  of Comunist  China's t r a d e  
with count r ies  such a s  Japan which might draw t h e s e  coun t r i e s  to-  
ward t h e  Soviet  bloc,  



The opposi t ion school of thought,  which advocates r e l a x-  
a t i o n  of c o n t r o l s  on t h e  China t rade ,  maintains  t h a t  t r a d e  con- 
t a c t s  n i g h t  h e l p  t o  draw Communist China away from t h e  Soviet  
bloc,  i h a t  r e s t r i c t i o n s  merely increase  Peking's dependence upon 
Moscow, t h a t  expended t r a d e  can be t o  t h e  n e t  advantage of t h e  
West, t h a t  the c o n t r a s t  of Western and Sovie t  b loc  goods can have 
d e s i r a b l e  psychological e f f e c t s  i n  China and t h a t  i t  is impract i-  
c a l  t o  at tempt  t o  c a r r y  out long-term economic warfare agains t  
Communist China now t h a t  f i g h t i n g  has stopped, Trade is  one of 
t h e  few weapons f o r  Bargaining with, and inf luencing  Communist 
China, i n  t h e  opinion of suppor ters  of t h i s  viewpoint, and should 
be used a s  such, 

The debate  i s  n o t  a l l  on the  l e v e l  of cool, r a t i o n a l  
cons idera t  ion  of t h e s e  complicated i s sues ,  however. Pressures  
from bus iness  groups advocating r e l a x a t i o n  o f  t h e  c o n t r o l s  on 
China t r a d e  a r e  growing r a p i d l y  in many countr ies .  This  i s  t r u e  
i n  Br i t a in .  Even though t r a d e  with China i s  l e s s  than one percent 
of t h e  United Kingdom's t o t a l  f o r e i g n  t r ade ,  t h e  l u r e  of a d d i t i o n a l  
t r a d e  with China and the  b e l i e f  tha t  a l l  t r ade  i s  important have 
c rea ted  widespread sentiment f o r  reducing cont ro ls .  It i s  a l s o  
t r u e  i n  Japan. Formerly China was a v i t a l  source of raw m a t e r i a l s  
and a  major market f o r  Japan, and increased t r a d e  with Cwmunist 
China i s  considered h igh ly  des i rab le  by many Japanese. (Sone 
Ja~mnese  businessmen a r e  undoubtedly overest imating- future possi-  
b i l i t i e s  of China's t r a d e  with t h e  West; i f  u n r e s t r i c t e d ,  i t  i s  
s t i l l  u n l i k e l y  t o  approach prewar dimensions. ) Pressur es arq 
beginning t o  c m e  even from sGe American businessmen on the  West 
Coast of the U.S. and i n  Japan. 

The per iod  ahead i s  one, theref  ore ,  i n  which Vestern 
p o l i c i e s  on t r a d e  with Communist China w i l l  be under s c r u t i n y  and 
re-examinat ion. One of t h e  quest ions which Americans w i l l  b e  
forced  t o  decide i s  what kind of pol icy  the  U. S, can c a r r y  out 
successful ly .  T h i s  dec i s ion  w i l l  have t o  t a k e  i n t o  Consideration 
t h e  problems and a t t i t u d e s  of many non-Communist count r ies ,  f o r  a  
u n i l a t e r a l  American pol icy  of economic warfare a g a i n s t  Communist 
China would have l i t t l e  chance of success.  A pol icy  of long-term 
r e s t r i c t i o n  of t r a d e  with Cob3mmist China can only  be success fu l  
i f  i t  is  formulated i n  such a way t h a t  i t  obta ins  wide support  
from the  na jor non-Co.~)munist c o m t r i e s ,  and t h i s  w i l l  become in-  
creas ingly  d i f f i c u l t  i n  t h e  1)eri od ahead. 



S t a t i s t i c a l  Appendix 

Table 1 

Long-Term Development of Hong Kong' s Trade : 
(BY v.alue, i n  millions of u.s.#) 

Imports 186.8 523.3 628.7 662.8 852.3 661.4 

Total 334.9 922.0 1157.3 1313.0 1628.0 1168.7 

( ~ o t e :  In  terms of purchasing power, the  U.S. do l la r  
i s  now worth r o u a l y  one-half of i t s  1937-38 value. 
The 1952 f igures  should be  almost halved t o  obtain a 
f a i s  comparison wi th  1937-38.) 

Source: United Natians f igures ,  repr inted i n  Far Eastern 
Economic Review, December 10, 1953. -- 

Table 2 

Recent Trends i n  Hong Kong's Trade, - By Value: 
(BY value, i n  rnillionsof HK#) 

1950 1951 1952 - 1222 
Imports 3,787.7 4,870.3 3,779.4 3,872.7 

Exports 3,715.6 4,433.0 2,899.0 2,733.7 

Total  79503.3 9,303.3 6,678.4 6,606.4 

Source: . Hong Kong T2ade Returns. 



Table 2 
' ~ e c e n t  Trends i n  How 'Kong ' s  Trade, By  Cargo Tonnage: 

(1n long tons,)  

&5!z 1951 Bz 
Imports 4,400,349 3,795, 930 3,5379138 PI 

($ Figures no t  published a t  dat e of w ~ i t i n g ,  ) 

Source: Hong Kong Department of Commerce and Industry, 
Annual Departmental Reports. 

Table 4 
Changing Pa t te rn  of How Kong's Flrade: 

($ of t o t a l  Hong Kong Tkade, by value. ) 

Uo K. 
7 U o  So A. China Japan Indonesia 

1938 60 9% 90.4% 4l0lL$ 20 0% 4.9% 

Source: Commercial Guide t o  Hong Kong, 1953. 



Table 5 

Ma lor Countries of Hong Kong Trade, 1952 and 1953: 

(millionsof H.K. 8 )  

United Kingdom 

Malaya 

Pakistan 

U o  S o  A. 

China (mainland) 

Indonesia 

Japan 

Thailand 

West Germany 

Netherlands 

Switzerland 

Totals,  a l l  countries 

H.K. Imports - H.K. Exportg 

(underlined f igures  indicate best sources 
and customers f o r  Hong Kong i n  1953.) 

Source: Hong Kong Department of Co~rnerce and Industry, 
Departmental Report, December, 1953. 



Table 6 

Major C a t e e r i e s  of Hong Kong TPade, 1953: 
(mi l l ions  of H.K. $) 

Live animals, c h i e f l y  f o r  food 
Dairy products,  eggs and honey 

Cereals and cereal  prepara t ions  

F r u i t s  and vegetables  

T e x t i l e  f i b r e s  and waste 

Sugar and sugar  prepara t ions  
Animal and vegetable  crude mate r i a l s ,  i ned ib le  

Animal and vegetable  o i l s ,  f a t s ,  greases ,  
d e r i v a t i v e s  

Dyeing, tanning and color ing  mate r i a l s  

Medicinal and pharmaceutical products 

Paper, paperboard and manufactures thereof 

Mineral f u e l s ,  l u b r i c a n t s ,  r e l a t e d  mate r i a l s  
T e x t i l e  yarn,  f a b r i c s ,  made-up a r t i c l e s ,  

and r e l a t e d  products  

Base metals  
Manufactures of  metals  
Machinery o t h e r  t h a n  e l e c t r i c  
Clothing 
Profess ional ,  s c i e n t i f i c  and con t ro l l ing  

instruments ,  photographic and 
o p t i c a l  goods, watches and clocks 

Misc. manufactured a r t i c l e s  

Imports Exports 
Under 1 

35.8 
26.9 

175.9 

79.6 
101.1 

134.6 

95.9 
121.2 

245.1 

51.7 
4.7 

462.1 

17.0 

99.0 
48eO 

223.3 

78.0 

105.7 

Source: Hong Kong Department of Commerce and Indus t ry ,  
Departmental Report, December, 1953. 



Table 7 
Long-Term Development of Hong Kong-China Trade : 

( ~ i g u r e s  include both Mainland China and Formosa. 
By value, i n  mi l l ions  of U. s.8) 

Imports 67.2 108.4 137.7 150.1 161.9 153.1 (~dainland) 
145.3 

Exports 63.7 70.6 126.8 255.7 305.0 127.3 ( ~ a i n l a n d )  
91.0 

Tota l  130.9 179.0 264.5 405.8 466.9 280.4 (kainland) 
236.3 

Source: United Nations f igures ,  repr in ted i n  Far Eastern 
Economic Rev-, December 10, 1953. 

Table 8 

Recent Trends i n  Hong Kong-China Trade: - 
( ~ i g u r e s  i n d u d e  only China Mainland. 
By value i n  mil l ions of H.K. #. ) 

Exports 540.3 

Source: Hong Kong Trafie Returns. 



Table 9 --- 
Major Categories  of Hong K O ~  -China Trade, 1g52@ 

( d l l i o n s  of H,K, $. Includes a l l  ca tegor ies  
'over 4410 million.. F igures  inc  lude china 
main1 and only, ) 

Imports 

Live animals, c h i e f l y  f o r  food 126 
Dairy products,  eggs and honey 50 
F i s h  and f i s h  prepara t ions  16  
Cereals and c e r e a l  prepara t ions  1 8  
F r u i t s  and vegetables  153 
Coffee, t e a ,  cocoa, s p i c e s ,  etc.  11 

Feeding s t u f f s  f o r  animals 25 

O i l  seeds,  nuts ,  ke rne l s  81 
T e x t i l e  f i b r e s  15 

Animal and vegetable crude mate r i a l s ,  i n e d i b l e  88 
Animal and vegetable  o i l s ,  f a t s ,  greases ,etc .  1 2 1  

Chemical elements and compounds 2 

Dyeing, tanning and color ing  m a t e r i a l s  5 
Medicinal and pharmaceutical products 1 

Explosives and misc. chemical products  2 

Paper, paperboard and rnanufac t u r e s  thereof 18  
T e x t i l e  yarns,  f a b r i c s ,  made-up a r t i c l e s  etc.  45 
Manufactures of meta ls  under 1 

Machinery o the r  than e l e c t r i c  under 1 

E l e c t r i c a l  machinery, apparatus,  appl iances under 1 
Profess ional ,  s c i e n t i f i c  and con t ro l l ing ,  

instruments,  photographic and o p t i c a l  
goods, watches and clocks under 1 

Misc, manufactured a r t i c l e s  11 

Exports 

under 1 

under 1 
1 

none 
under 1 

2 

under 1 

under 1 

29 

13 
2 

116 
6 1  

151 
11 

?7 
12 

11 

31 
11 

26 
2 

(1952 - Tota l  imports from China 830.2 
To ta l  exports  t o  China 520.0) 

( Deta i led  breakdown of t o t a l  Hong Kong-China t r ade  
f o r  1953 i s -n o t  ava i l ab le  a t  time of writ ing.)  

Source: Hong Kong Trade Returns, December, 1952. 



Table 10 -- 
Major Items of Hong Kong-China Trade, 1953 

  illi ions of H.K. 8. Figures  inc lude  China 
mainland only)  

Imports from China: - --- Exports t o  China: 

P igs  
Poul t ry  

&3gs 
Fresh Water f i s h  

Noodles e t c ,  
Fresh vegetables  

Raw s i l k  
P ig  b r i s t l e s  

P lan t s  etc. 

Peanut o i l  

S i l k  f a b r i c s  

Bed l i n e n  e t c ,  

(!Total Imports 

69.5 Coal- tar dyes tu f f s  
26.6 Indigo 

52.9 Pharmaceuticals 
11.9 Sulphate of ammonia 

14.4 

( ~ o t a l  Exports 

Source: Hong Kong Department ' of' 
Commerce and Indus t ry ,  

Departmental Report, 
December, 1953. 

Table 11 

Development of Hong Kong Indus t ry  

Year (end of  Year1 Registered 'vVo rker  s 
I n d u s t r i a l s t  ablishments - 

1947 1,275 64,499 
1948 1,266 63,873 
1949 1,426 819571 
1950 1,752 91,986 
1951 1,961 95,207 
1952 2,088 98,126 
1953 (es t imate)  2,330 ( e s t . )  103,000 ( e s t ,  ) 

( ~ e g i s t e r e d  f a c t o r i e s  and workshops include only those using 
modern machinery o r  employing over 20 workers. It is  
be l ieved thepe a r e  an even l a r g e r  number of workers i n  
unreg i s t e red  cottage- type indus t ry ;  published government 
es t imates  p lace  t h e  number a t  100,030; u n o f f i c i a l  government 
es t imates  p lace  t h e  number n e a r e r  200,000. ) 

Source: Hong -- Kong Directory - - -  f o r  iJashiwton - -% .. --I - S t a t e  --- -- - 
Third 1nternatio:ia.l Trade :pair, 1954. --------. --- -"- 



T o t a l  
T o t a l  
Major 

Major 

Table 12 

Hong Kong Products (mainly ~ n d u s t r i a l )  Exports, 1953. - - 
(mi l l ions  of HI(#) 

Hong Kong Exports 2,73307 
Exports of Hong Kong Products 
Exported Items of Hong Kong Products 
Cotton yarns 
Cotton p iece  goods 
Towels 
Household u t e n s i l s ,  enamel ware 
F l a s h l i g h t  b a t t e r i e s  
F l a s h l i g h t s  
Cotton s i n g l e t s  
S h i r t s  
Footwear 
Export iuarkets of Hong Kong Products 
United Kingdom 
Malaya 
Pakis tan 
B r i t i s h  West Afr ica  
B r i t i s h  East  Afr ica 
Burma 
Indonesia 
Ph i l ipp ines  
Thailand 

dource: Hong Kong Department of Commerce and Indus t ry ,  
Departmental Report, December, . l953,  

Table 13 

ch ina ' s  T o t a l z r e i g n  Trade: 
(hi i l l ions o f  US@) 

- 19ZZ 1952 
Imports Exports Imports Exports 

Russia and Eastern Europe 
Japan 
Other Far  East  Countries 
S t e r l i n g  Area, Including B r i t a i n  
Western Europe 
North America 
Other Countr ies  

T o t a l  Trade 

( ~ o t e :  Figures  on t r a d e  with Soviet  b loc  a re  estimates.  1952 
f i g u r e s  f o r  North America imports represent  Canada; U.S. has  
~ a d e  no shipments t ?  China s ince  1950, The ste li a rea  inc ludes  
dong K o n g ;  of 1952 lmport from s t e r l i n g  area,  $123 m i l l i o n  , 
caqe from B r i t a i n  i t s e l f ,  '7 

Source: New York Times, August 9, 1953, based on 
United Nations s t a t i s t i c s  and o the r  sources. 




