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Chronology Or Major Events In This Chapter

7 July 1937

2 May 1938

8 October 1938

21 October 1938

October 1939

July 1940

25 December 1941

15 August 1945

16 September 1945

20 September 1945

Japanese troops bombarded Lugou Qiao (Macro Polo Bridge) in Beijing. The Sino-Japanese
War broke out.

Upon Japanese demand, Britain agreed to transfer to Japan customs tariffs collected within
Japanese-occupied Chinese territories, which presaged Britain’s gradual loss of control over
the Chinese Customs.

The Hong Kong Government issued an emergency order proclaiming Hong Kong as a neutral
zone to avoid being embroiled in the Sino-Japanese War.

After the fall of Guangzhou, the Kowloon-Canton Railway as a pipeline for transfer of military
supplies to China was sealed off. The Japanese invasion was threatening the security of
Hong Kong.

The Consul-General of Japan in Hong Kong demanded Inspector of Kowloon Customs to
hand over to Japanese troops in Guangdong the control of the Kowloon Customs and forfeit
tariff revenue to the Japanese, but the Inspector refused.

The Consul-General of Japan in Hong Kong again demanded that the Kowloon Customs be
put under Japanese troops. Britain was waging war in Europe with Germany thus unable
to respond in strong resistance. The Hong Kong Government eventually allowed Japanese
coordinators to station at the Kowloon Customs.

The Preventive Service was disbanded upon Japanese occupation in Hong Kong. Some
Chinese members of the Preventive Service returned to the Mainland and joined the Chinese
army to fight against the Japanese.

Japan surrendered to the Allies, with China securing the final victory in its war against
Japan.

British Rear Admiral Cecil Harcourt on behalf of Britain accepted the surrender of Japanese
troops stationed in Hong Kong and established a temporary military government in Hong
Kong. The Supplies, Trade and Industry Section was set up to control the prices of items in
short supply such as rice, fuel and charcoal and to practise food rationing. In the meantime,
the Preventive Service was reinstalled to assist the military government’s control of supplies.

The Hong Kong Government abolished the Opium Monopoly, classifying opium as a
dangerous drug.

May 1946

1 January 1947

12 January 1948

1 April 1949

30 May 1949

August 1949

1 October 1949

21 October 1949

January 1950

25 June 1950

July 1950

Mark Young resumed his governorship, disbanded the military government and announced
that the Supplies, Trade and Industry Department take over from the military government the
duty to control supplies of rice and fuel, etc.

To speed up the post-war economic recovery, 23 countries including the United States and
Britain signed the General Agreement on Tariffs and Trade, or GATT, in Geneva, agreeing to
reduce the tariffs among countries to enhance free trade.

The Chinese and Hong Kong Governments signed the China-Hong Kong Anti-smuggling
Agreement to enhance cooperation between the Chinese Customs and the Preventive
Service in combating the rampant smuggling activities in the vicinity of the Hong Kong
waters.

The United Nations’ measure of food rationing ended. The Supplies, Trade and Industry
Department as well as the Imports and Exports Department were merged to form the
Commerce and Industry Department, responsible for import and export control, duty
collection and anti-smuggling operations, etc.

The Government of the People’s Republic of China terminated American Lester Knox Little’s
office as Inspector General of the Chinese Imperial Maritime Customs, restoring the control
of customs deprived for 94 years.

The Hong Kong Government enacted the Registration of Person Ordinance for better
understanding of the population in Hong Kong through issuing of identity cards.

The People’s Republic of China was established.

Inspector of Kowloon Customs W.H. King communicated with the central government in
Beijing and stated having severed the ties with the Chinese Imperial Maritime Customs that
had moved to Taiwan.

The Kowloon Customs was renamed the Kowloon Customs of the People’s Republic of
China.

The three-year Korean War between North and South Korea began.

The Hong Kong Government imposed an embargo against North Korea, prohibiting any
goods from being exported to North Korea.



Chronology Or Major Events In This Chapter

August 1950

19 October 1950

October 1950

1951

18 May 1951

25 June 1951

27 July 1953

1956

1957

1959

The Hong Kong Government amended the Importation and Exportation Ordinance, regulating
the export of a series of strategic commodities. Anyone exporting these commaodities from
Hong Kong had to apply for Export Licences from the Commerce and Industry Department.

The Chinese Government sent the Chinese People’s Volunteer Army to the Korean Peninsula,
putting into practice the policy to “resist America and aid Korea”.

After 63 years of operation in Hong Kong, the Kowloon Customs’ office was withdrawn by
the Chinese Government.

The United States approved the Trade Agreements Extension Act, stipulating the inclusion
of an Escape Clause in any trade agreement between the United States and any other
countries. This allowed tariff concessions for foreign goods to be lifted once the United
States’ local industries were threatened by the massive import of foreign goods, heralding
the United States’ trade protectionism.

As China was supporting North Korea in fighting against United Nations troops in North
Korea, the United Nations General Assembly passed a resolution of embargo against China
and North Korea.

In response to the United Nations’ embargo against China and North Korea, the Commerce
and Industry Department strengthened the import control, requiring proof to the Department
that goods imported into or transited via Hong Kong were for local consumption in Hong
Kong or transit to permitted countries. This seriously affected the raw materials supply to
Hong Kong industries from China and Hong Kong’s re-export trade that relied on China’s
export.

The Korean War ended. Resulting from the embargo during the War, the re-export trade in
Hong Kong shrank significantly, prompting the development of textile, garment and other
industries as a new impetus to the Hong Kong economy.

The Preventive Service set up the Training Section headed by an Assistant Chief Preventive
Officer.

Industrial methyl alcohol was abused to adulterate liquors, resulting in casualties after
consumption and arousing public concerns. The Preventive Service therefore started to
regulate and levy duties on methyl alcohol to safeguard public health.

The Preventive Service started to regulate the import and export of acetic anhydride.

16 June 1961

August 1962

1 October 1962

Member states of GATT signed the Short-term Arrangement Regarding International Trade
in Cotton Textiles, controlling the export of prescribed categories of textile products to the
United States and Britain.

In response to the import quota system imposed by Britain, the United States and Canada
on Hong Kong's textile products, the Commerce and Industry Department set up the Textile
Controls Branch to ensure that local textile exporters conformed to the quota requirements
of various countries.

The Long-term Arrangement Regarding International Trade in Cotton Textiles replaced the
Short-term Arrangement Regarding International Trade in Cotton Textiles, imposing more
comprehensive restrictions on Hong Kong's textile products.
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Section |

After the Lugou Qiao (Macro Polo Bridge) Incident on 7 July 1937,
the Sino-Japanese War broke out. With its advanced armed forces,
Japan swiftly occupied China’s coastal regions, moving inland towards
the South. To support the battlefront in the Mainland, the Chinese
Nationalist Party and the Eighth Route Army of the Communist Party, in
the name of the Wing Kee Hong Trading Company and South China
Company respectively, set up offices in Hong Kong to help transport
military supplies into the Mainland via Hong Kong and to appeal to the
Hong Kong community for participation in resistance against Japan.
As the Japanese troops closed into Southern China, the Hong Kong
Government issued an emergency order on 8 October 1938 proclaiming
Hong Kong as a neutral zone to avoid being embroiled in the Sino-
Japanese War. To remain neutral in the War, the order prohibited Hong
Kong businessmen from providing Chinese or Japanese with services
for ship repair or foods replenishment. It also forbade the citizens to
take part in large-scale assemblies or rallies. On 21 October 1938, after
the Japanese had occupied Guangzhou, the Kowloon-Canton Railway
was severed, cutting off the channel for transporting military supplies
into China. The Japanese troops in close proximity also threatened the
security of Hong Kong. In December 1938, in a telegram to Geoffry
Northcote, the Hong Kong Governor, the British Colonial Office took the
view that permitting firearms to be transported from Hong Kong to the
Guangdong Province by trucks or merchant vessels would jeopardize
the interest of Hong Kong. As a result, from January 1939, the Hong
Kong Government forbade the export of firearms and ammunition to
China. In March 1939, the Hong Kong Government even raided the
office of the Communist Party’s Eighth Route Army in Hong Kong and
detained its staff members.’
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1919 F o) MR E R B uh
[Picture 1]

Terminus of the Kowloon-Canton
Railway in Tsim Sha Tsui in 1919

[E=]

#1925 F e B N B B 48 uh
A2 (BAZNEBENEEILEH
- & 48 %A [Chinese Maritime
Customs])

[Picture 2]

Terminus Concourse of the Kowloon-
Canton Railway in Tsim Sha Tsui

circa 1925 (on the right was an office
of Kowloon Customs with signage
“Chinese Maritime Customs”)

At this time, the Inspector General of the Chinese Imperial Maritime
Customs was in control of the customs in China. However, after
occupying the Chinese coastal regions, the Japanese Government
started to exert pressure on the British Government, demanding that
the Inspector General deposit customs tariffs levied in Japanese-
occupied regions into the local branches of the Japanese Specie
Bank Limited as part of the reparation payment of the Boxer Rebellion
Indemnity to Japan (indemnity paid by the Qing Government to the big
powers after the Eight-Nation Alliance Incident). In order not to infuriate
Japan, the British Government agreed to this demand on 2 May 1938.
The puppet governments Japan had nurtured in its dominion began to
take over the customs in these regions, headed by Japanese officials.”

In October 1938, the Japanese troops occupied Guangzhou
and Shenzhen, which bordered Hong Kong, and took control of
the Kowloon Customs, which was subordinate to the Guangdong
Customs, and other Customs checkpoints at the Shenzhen border.
This immediately resulted in the problem of jurisdiction over the
Kowloon Customs and the issue of double taxation. As mentioned in
Chapter 1, the Guangdong Customs of the Chinese Imperial Maritime
Customs set up the Kowloon Customs in Hong Kong in 1887 to levy
tariffs on opium and other goods imported from Hong Kong to the
Mainland as well as to combat opium smuggling into the Mainland
from Hong Kong by sea. However, since the operation of the Kowloon-
Canton Railway on 1 October 1910, the rail mode had been used
for transport of most cargo from Hong Kong to the Mainland. On 5
October 1911, the Kowloon Customs therefore set up the checkpoint
at the Kowloon Railway Station in Tsim Sha Tsui to levy tariffs on goods
transported from Hong Kong to the Guangdong Province. After the
Guangdong Customs had fallen into the hands of the Japanese in
1938, the Hong Kong Government could not continue the practice
to allow the Kowloon Customs to levy tariffs at the Kowloon Railway
Station for the Chinese Government without generating the problem
of double taxation, as tariff would then be levied again when the
goods were transported through the checkpoint at the Japanese-
controlled Shenzhen border. On the other hand, the practice could
infuriate the Japanese Government, causing it to continue blocking
the Guangdong-Hong Kong border, leaving the trade lane between
the two places unopened, hence inflicting serious impacts on Hong
Kong’s economy. However, if the Hong Kong Government agreed to
the Japanese request for the placement of a Japanese personnel in
the Kowloon Customs, it would inevitably whip up the anti-dJapanese
sentiments in the Hong Kong community. Following the outbreak of the
Second World War in September 1939, Britain was too busy to divide
its attention to issues in Asia, leading to its softened stance in the
embargo against China and the issue of the Kowloon Customs.®

In October 1939, the Consul-General of Japan in Hong Kong
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[Picture 3]

Japanese troops confronted Hong
Kong troops at the border after
Japan’s invasion of Shenzhen in
October 1938

made a requisition to the Inspector of Kowloon Customs, demanding
that the entire Kowloon Customs be placed under the control of
the Japanese troops in Guangdong, and that all tariff revenue be
transferred to the Japanese Specie Bank Limited not to be allocated
for operation of the Kowloon Customs unless with approval of the
Consul-General of Japan in Hong Kong. The Inspector of Kowloon
Customs thus sought instructions from the Hong Kong Governor
Mark Young, who opined that, as the Japanese had yet to occupy
the Kowloon Customs in Hong Kong, the tariffs levied by the Kowloon
Customs should not be handed over to the Japanese. Furthermore, the
Inspector General of the Chinese Imperial Maritime Customs pointed
out that the checkpoint of the Kowloon Customs at Mirs Bay under
Chinese control with a monthly tariff revenue of HK$100,000 could still
provide the major source of revenue for the Kowloon Customs, despite
the suspension of the Kowloon-Canton Railway and the sharp decline
in tariff revenue at the Kowloon Customs as a result of the Japanese
occupation in Shenzhen. If Japan were to invade Mirs Bay, it would
have to bear immense expenses for stationing a large troop there to
guard against guerilla attacks from surrounding areas, hence more a
loss than gain. For this reason, Japan hoped to control the Kowloon
Customs Headquarters in Hong Kong so as to seize tariff levied by the
checkpoints along Mirs Bay. Taking all these factors into consideration,
the Kowloon Customs rejected Japan's demand.*

As early as 1937 when the Sino-Japanese War broke out, the Hong
Kong Government had already acquiesced to the smuggling of strategic
commodities to the Mainland through Hong Kong. In May 1940,
Germany invaded Western Europe, invoking the war in Europe between
Britain and Germany. Though an ally of Germany, Japan remained in
peace with Britain in Asia. On 24 June 1940, the Japanese demanded
Britain to close the Hong Kong border and to expand the embargo
against Chinese import of firearms and ammunition to other strategic
commodities including fuel, petrol, oil, trucks and railway equipment.
Considering it unfeasible to declare war on Germany, Italy and Japan at
the same time, the British Government displayed a conciliatory attitude
towards the Japanese demand. On 17 July, the British Government
agreed to the Japanese demand of an embargo on China starting on
the following day. The Hong Kong Government then dispatched staff of
the Preventive Service to the border and waters between Guangdong
and Hong Kong to prevent the smuggling of strategic commodities from
Hong Kong to the Mainland. The stance of the British Government on the
Sino-Japanese War thus shifted from supporting China to compromising
with Japan. In July of the same year, the Consul-General of Japan
in Hong Kong once again proposed the annexation of the Kowloon
Customs Headquarters situated in Hong Kong so as to appropriate for
its own use the tariffs levied by the checkpoints at Mirs Bay. However,
the Hong Kong Government only allowed Japan to station coordinators
in the Kowloon Customs, leaving the post of Inspector of Kowloon
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Customs still in the hands of the British. Nevertheless, subsequent to
the Japanese coordinators stationing in the Kowloon Customs, the
Hong Kong Government could no longer ignore the smuggling activities
in support of the Chinese resisting against Japan. Moreover, with
Japanese warships frequently entering Hong Kong waters and assailing
Hong Kong vessels, Hong Kong's role as a transit port for strategic
commodities to China was put to an end.”

After 1938, as trade between Guangdong and Hong Kong
had significantly shrunk during the War, the Kowloon Customs was
mostly left idle. In contrast, after the Japanese occupation of South
China, opium smuggling from the Mainland to Hong Kong could not
take place, resulting in a sharp revenue gain from the Government’s
Opium Monopoly operated by the Preventive Service, necessitating
a significant increase of manpower in the Preventive Service in order
to cope. In December 1941, on the eve of Japan’s invasion of Hong
Kong, totally seven Senior Revenue Officers and 136 Revenue Officers
in the Preventive Service were on duty under the leadership of the
Chief Preventive Officer. Some of these officers took part in resisting the
Japanese invasion, with two sacrificing their lives in the 18-day battle
in defense of Hong Kong. On 25 December 1941, the Japanese army
occupied Hong Kong and disbanded the Preventive Service. Some
Chinese members of the Preventive Service returned to the Mainland
to join the Chinese army in fighting against the Japanese. The huge
amount of opium stored in the Preventive Service's warehouse then
fell into the personal control of Rensuke Isogai, the Governor-General
of Japanese-occupied Hong Kong. Later on, Rensuke Isogai passed
the opium to Xu Chongzhi, his ex-classmate of the Imperial Japanese
Military Academy to be sold in the Mainland.’

After occupying Hong Kong, Japan dismissed all the British,
American and Dutch personnel working in the Kowloon Customs
in January 1942, but retained 10 Chinese staff to keep accounts
and clear other unfinished business. On 1 February, the Kowloon
Customs was renamed the Guangdong Customs Liaison Office
in Hong Kong, with Japanese official Binlan Hamano as the
Head of Office. Acceding to requests from the Japanese Military
Government in Guangzhou, the Japanese-controlled Guangdong
Customs set up branches at Man Kam To, Shenzhen and Nantou
on 12 August of the same year. The branch at Man Kam To was
designated as the headquarters, and the chief of Bao An District
as the Branch Head. Each branch was subordinate to the Liaison
Office in Hong Kong, levying tariffs on goods moved across the
Hong Kong-China border. After the victory in the war of defense,
the Inspector General of the Chinese Imperial Maritime Customs in
Chongqging appointed Pu Anxi, who used to be Inspector of Fujian
Customs, as Inspector of Kowloon Customs, putting the Kowloon
Customs back within the jurisdiction of the Inspector General of the
Chinese Imperial Maritime Customs.”
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Section 2

Control of Supplies after the War

On 15 August 1945, Japan surrendered to the Allies, putting
an end to the Second World War. On 16 September, British Rear
Admiral Cecil Harcourt accepted the surrender of the Japanese
troops stationed in Hong Kong on behalf of Britain and established
the military government, resuming the British’s sovereignty in Hong
Kong. Following Hong Kong'’s liberation, the Chinese members of
the Preventive Service returned to their posts, and some European
officers who had been held by the Japanese troops also resumed
their duties in the Preventive Service after vacation. As the
aftermath of Japan’s atrocious rule for three years and eight months,
Hong Kong was suffering from severe scarcity of all supplies,
with the shortage of rice hitting the people worst. In view of this,
the temporary military government in Hong Kong requisitioned
personnel directly from the army to help form the Supplies, Trade
and Industry Section, in a bid to exercise price control over items
in short supply including rice, fuel and charcoal, to instigate food
rationing, and to assist the local industries in resuming production.
The Preventive Service was assigned by the military government
to control the supplies of rice, firewood and peanut oil. In the
meantime, the military government issued the public with ration
cards allowing them to claim five catties of rice at designated rice
shops. However, as many had overstated the family size in report
so as to deceive for higher ration of rice, the scene of people vying
with each other for claiming rice was phenomenal.’
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[Picture 4]

The Hong Kong Wharf & Godown Co.
Ltd. and Tsim Sha Tsui Star Ferry
(front) in the late 1940s. On the right
is a two-storey office of the Preventive
Service of the Commerce and Industry
Department
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[Picture 5]

An office of the Preventive Service

of the Commerce and Industry
Department situated outside Gate
No.1 of the Hong Kong & Kowloon
Wharf & Godown Co. Ltd. near Tsim
Sha Tsui Star Ferry Pier from the
1940s to the 1960s

In May 1946, Mark Young resumed his governorship, ending the
administration of the military government. To speed up the recovery
of Hong Kong’s external trade, he reinstalled the Imports and Exports
Department and relaxed the import and export control imposed
by the military government. To stem dishonest claim for rice ration,
Mark Young also directed the newly established Supplies, Trade
and Industry Department to take up the military government’s task to
control supplies of rice and fuel etc. To fulfill the task, the Supplies,
Trade and Industry Department adopted a district-based rationing
system which restricted citizens to buying rice at rice shops in the
district where they lived. The rice ration was also reduced from one
catty twelve taels to one catty four taels per person per five days.
Amid the rice rush in China, panic buying of rice in Hong Kong was
common despite the United Nations was already coordinating rice
supply and its distribution. To cope with this situation, from 1 January
1948 onwards, the Hong Kong Government started to ration rice
every 10 days instead of five to ease the public’s hardships from
queuing for rice as well as reduce the fluctuations in supply due to
delays in transport. By the end of 1949, the rationing campaign by the
United Nations ended. With the restoration of Hong Kong’s economy
and stable supplies, the Supplies, Trade and Industry Department’s
task in controlling supplies was largely accomplished, setting the
scene for its merger with the Imports and Exports Department on
1 April 1949 to form the Commerce and Industry Department.® The
Preventive Service, once within the jurisdiction of the Imports and
Exports Department, was then taken over by the Commerce and
Industry Department and renamed the Preventive Service of the
Commerce and Industry Department. One of the major missions for
the new Preventive Service was to exert import and export controls
in Hong Kong consequential upon the introduction of the Preferential
Tariff System in 1932 and the obligations under international trade
agreements in the 1950s and 1960s.
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[Picture 6]

A horde of drug addicts flocks to

the government-run opium outlet to
buy opium amid shortage of illicit
opium supplies in Hong Kong after
Japanese occupation of South China.
(photographed in 1939)
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[Picture 7]

Preventive Service officers destroyed
seized opium in 1949

Cessation of Opium Monopoly

Since the implementation in 1914, the Government’s Opium
Monopoly had generated income contributing to nearly half of
the government’s total revenue. Therefore, in order to maintain a
sufficient level of revenue, and in the face of pressure from the
international community to ban the opium trade, the Dangerous
Drugs Ordinance enacted in 1923 was made applicable only to
morphine, heroin, cocaine and medicinal opium but not to prepared
opium the sale of which was still monopolized by the government.
In the 1930s, due to huge influx of cheap opium smuggled from
the Mainland, and the rising popularity of morphine and heroin,
the revenue collected from the Opium Monopoly was gradually
declining. For this reason, the Hong Kong Government amended
the Opium Ordinance in 1932, stipulating that only those authorized
by the Imports and Exports Department were permitted to import
raw opium and manufacture and export prepared opium. Besides,
in a report to the League of Nations to account for the Imports
and Exports Department’s Opium Monopoly, the Hong Kong
Government pointed out that the cost for operating the Opium
Monopoly exceeded the income drawn from it, testifying that the
motive behind the Government’'s Opium
Monopoly was not the monetary interests but
the impetus to capitalize on the monopoly
to combat illicit opium activities towards
incremental reduction of opium sale, ultimately
to solve the social problem of opium addiction.
In 1941, the United States joined the Second
World War, helping Britain and its allies to fight
against the axis powers such as Germany and
Japan, assuming the role of a leader whom
Britain followed. In March 1943, the United
States decided to stop the opium monopoly
activities in all its colonies and Japanese
dominions. Following the American trail, Britain announced on 10
November 1943 a total ban on all opium activities in its colonies. On
20 September 1945, the Hong Kong military government issued the
Proclamation No. 13, announcing the inclusion of all raw, prepared
and dross opium, other than medicinal opium, into the ambit of
the Dangerous Drugs Ordinance. After the Opium Ordinance was
repealed in 1946, the Opium Monopoly which the Preventive Service
was operating ended and the duty to detect opium activities within
the territory was transferred to the Hong Kong Police Force.™

With the cessation of the Government’s Opium Monopoly,
opium addicts had to resort to the black market for smuggled
opium. As opium trade was enormously profitable, and without the
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[Picture 8]

Preventive Service officers destroyed
opium seizure onboard a vessel in
1949

[E ]
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[Picture 9]

Preventive Service officers board
and search a fishing boat in anti-
smuggling operation

Government competing in opium sale, illegal narcotics activities
such as opium divan and peddling of drugs like “red pills”
mushroomed exponentially after 1946, despite the Government’s
numerous prohibitive orders. In November 1950, the registration
and other administrative work of the Dangerous Drugs Ordinance
was transferred from the Commerce and Industry Department to
the Medical and Health Service. Consequently, many well-off opium
addicts tried every effort to secure from registered physicians
proof of illness for which opium smoking was necessary, so as to
justify pain relief and the Medical and Health Service’s permission
to keep an opium pipe for smoking opium at home. There were
3,000 “permitted patients” allowed to smoke opium legally at home
at that time. From the end of the 1940s to 1950s, under slack anti-
narcotic law, there were on estimate 35,000 people addicted to
drugs like opium and heroin in Hong Kong, causing a serious social
problem."" In view of that, in 1955, the Preventive Service set up
an anti-narcotics section which worked collaboratively with the
Narcotics Bureau of the Police established also in the same year, in
suppressing drug trafficking. The anti-narcotics section was tasked
to search for and confiscate drugs coming in and out of Hong
Kong, apart from providing the Police with narcotics intelligence. In
the following year, the anti-narcotics section was upgraded into the
Special (Narcotics) Division, of which the manpower was increased
threefold and the strength enhanced by the provision of two patrol
launches in October 1958. Besides searching vessels for smuggled
drugs, the Division also deployed staff to board vessels and planes
from drug producing and exporting countries to deter the drug
smuggling into Hong Kong." In 1959, the Preventive Service began
regulating the movement of acetic anhydride to prevent it from
being used illegally for the manufacture of heroin.
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[Picture 10]

A Preventive Service officer
rummages the hold of a
fishing boat
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[Picture 11]

A Preventive Service officer
unearthed 244.5 pounds of
opium hidden inside a false
compartment behind a metal
wall of a ship’s engine room
on 7 December 1955
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[Picture 12]

Common concealment methods adopted in drug trafficking in the 1950s
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[Picture 13]

The Preventive Service’s
successful raid at an opium
divan
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Section 3

During the Sino-Jdapanese War, China’s coastal regions
were kept sealed off by Japan’s prolonged sea blockade and
its industries were relocating in mass to the hinterland such as
Sichuan, leading to the plunge in productivity, which was so drastic
that the people had to rely on imports to maintain their everyday
life. Besides, the long term suspension of Chinese exports during
the War led to insufficient earnings of foreign exchange. In order
to reserve limited foreign exchange for the daily necessities, the
Chinese Government imposed tight restrictions on the type and
quantity of imports. There were not only complicated application
procedures for import permits, but also import prohibition on luxury
goods like foreign textile products. As there were material needs
to be met in the upper wealthy class, who had just moved back to
big cities like Shanghai, unscrupulous merchants were therefore
lured into smuggling luxury goods for exorbitant profits. With the
advantage of the railway and the harbour, Hong Kong fast became
the centre of smuggling to the Mainland. When smuggling activities
were tidal up to the peak, there were more than 3,000 people
exploiting the Kowloon-Canton Railway for smuggling. Apart from
daily necessities, paraffin, cotton goods, medicine and cigarettes
were the most common smuggled items. As the Chinese Customs
fleet had largely been destroyed during the War, the Chinese
Customs replenished the fleet with retired naval vessels purchased
from the United States, which were however too ill-equipped for
effective suppression of smuggling activities in the Hong Kong-
Chinese waters. In January 1947, the Chinese Government
dispatched the Military Police Unit 36 to Yuehai, Kowloon, Gongbei
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[Picture 14]

The Chinese Customs was allowed to
exercise anti-smuggling operations in
the shaded areas of Hong Kong waters
under the China-Hong Kong Customs
Agreement

and Jiangmen to help support the Chinese Customs’ anti-smuggling
operation and to work with the Hong Kong Government in tackling
the problems of smuggling at sea and on land. In April, the gunboat
“Qingyuan” of the Guangdong Customs was attacked with heavy
machine gunfires by smuggling vessel, killing six Customs officers
onboard, reflecting the severity of the smuggling situation then."

Due to its geographical location, Hong Kong had long been
the smuggling centre in South China. As early as 1909, the
Chinese Government and the Hong Kong Government had begun
the negotiations for the mutual agreement on anti-smuggling
cooperation, but all to no avail. Following the rise of China’s
international status after the Sino-dapanese War, and coupled
with its heightened efforts to restoring trade between Guangdong
and Hong Kong, the Hong Kong-China Customs Agreement was
eventually signed on 12 January 1948. According to the Agreement,
vessels under 200 tonnes were only allowed to load and unload
at the Western Anchorage, Yau Ma Tei Typhoon Shelter and Tai Po
Harbour to facilitate the Preventive Service's search. On the other
hand, the Chinese Customs was allowed to patrol in Hong Kong’s
designated waters at Kap Shui Mun (now Deep Bay) and Mirs Bay
to check against any discrepancy between the goods onboard
the vessels and the export permits. Vessels found to be involved
in smuggling would be handed over to the Hong Kong Preventive
Service for further action. In addition, legal export via the land
border to China could only take place at the designated points at
Sha Tau Kok, Lian Tang, Guangzhou-Kowloon Highway and Lo
Wu Railway Bridge. To enforce the China-Hong Kong Customs
Agreement, the Chinese Government set up the South China
Preventive Service in Guangzhou in February of the same year,
with 10 armed launches to combat smuggling activities in southern
Chinese waters near Hong Kong. In order to coordinate with the
South China Preventive Service, the Kowloon Customs also set
up checkpoints at Tsim Sha Tsui, Yau Ma Tei and Western District
to strengthen the preventive work against outbound smuggling.
However, due to China’s disagreement in the boundary of Deep
Bay, the Hong Kong Government did not execute the Agreement
immediately. After rounds of negotiation, the two parties resolved
the disagreement and the Hong Kong Government finally enforced
the Agreement at the end of 1948, allowing the Chinese Customs
to dispatch preventive launches to Mirs Bay and Deep Bay for anti-
smuggling operations."
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[Picture 15]

The “Tanacs” — The
Preventive Service’s launch
in 1947
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[Picture 16]

The Preventive Service’s
60-foot launch in 1952
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[Picture 17]

The Preventive Service’s
70-foot patrol launch in

Map of Hong Kong Island and Kowloon Peninsula in 1945
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[Picture 19]
North Hong Kong Island in 1947, with government organizations and commercial wharves

clearly indicated
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Section 4

On 1 October 1949, the People’s Republic of China was
established. With the People’s Liberation Army stationing in
Guangzhou, the British Government found it necessary to bolster the
military defence of Hong Kong. As many nations were rebuilding their
economies after the Second World War, there was rising demand
for supplies and raw materials like petroleum. It was then that the
Hong Kong Government started to control the import and export
of strategic commodities. In addition, in view of the huge influx of
refugees from the Mainland during the turmoil of the War, the Hong
Kong Government also started to close the border with China,
limiting the free movement of people between China and Hong Kong.
Before that, the Hong Kong Government had already enacted the
Registration of Person Ordinance in August 1949, on one hand to
effectively maintain law and order through registering and issuing
identity cards to the Hong Kong citizens; and on the other to ensure
the citizens were provided with the government’s foods and supplies
by proof of their identity cards under special circumstances.'

Despite tightening control on flows of people and cargo from China,
the Hong Kong Government was by no means stern, nevertheless, on
the business of the customs. Though the post of Inspector of Kowloon
Customs had always been taken up by the British, it fell into the hand of
American Lester Knox Little in 1943. With the outbreak of the Chinese
Civil War, the Nationalist suffered one defeat after another and even
Lester Knox Little himself had to join the Nationalist Government's retreat
to Taiwan in April 1949. When the Chinese Communist Government
terminated Little’s office on 30 May of the same year, the Chinese
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resumed control of the Chinese Customs. Against this background,
the British Foreign Office anticipated that the Kowloon Customs would
be taken over by the newly formed Chinese Communist Government.
Therefore, after the Chinese People’s Liberation Army had entered
Shenzhen on 19 October 1949, the Inspector of Kowloon Customs
W.H. King communicated with the central government in Beijing on
21 October and stated having severed the ties with the Office of the
Chinese Imperial Maritime Customs that had moved to Taiwan. On 15
November, the Communist army in Guangzhou set up a committee
to take over the 11 checkpoints of the Kowloon Customs by phase.
In January 1950, the Kowloon Customs was renamed the Kowloon
Customs of the People’s Republic of China. The staff deployed to the
Kowloon Customs in Hong Kong then sailed the 20-odd anti-smuggling
launches back to Guangzhou in June of the same year, ceasing its sea
patrol duty for anti-smuggling work in the waters near Hong Kong. The
South China Preventive Service was therefore disbanded. In October
of the same year, the Chinese Government closed all offices of the
Kowloon Customs in Hong Kong. Since then, the Kowloon Customs
in Hong Kong, having rendered 63 years of service levying tariffs on
imports from Hong Kong was withdrawn to the Mainland. On 1 July
1997, the Kowloon Customs of the People’s Republic of China was
renamed the Shenzhen Customs District.™

Hong Kong’s Imposition of Embargo on
China and North Korea

Soon after its establishment, the People’s Republic of China got
involved in the Korean War. On 25 June 1950, the North Korean leader
Kim ll-sung dispatched troops to pass the 38th parallel north to invade
South Korea, unveiling the Korean War. Authorized by the United
Nations, American General Douglas MacArthur, the then Commander-
in-chief of the United Nations’ forces, led troops of the allied nations
to support South Korea and drive the North Korean troops back to the
north of the 38th parallel, approaching the Chinese border with North
Korea. On 19 October, China sent the People’s Volunteer Army to
North Korea, starting the 3-year war to resist the United States and aid
North Korea. As Britain was a member of the United Nations, the Hong
Kong Government imposed an embargo against North Korea in July.
In August that year, the Government amended the Importation and
Exportation Ordinance of 1915, regulating metal machinery, steelwork,
chemicals, petroleum, petroleum facilities, electronic articles, shipping
equipment, etc. The new law required export of these articles to be
covered by export permits issued by the Commerce and Industry
Department in order to prevent such strategic commodities from being
used against the Allies."”
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In response to Chinese’s trooping to reinforce North Korea
against the United Nations’ forces, the United Nations General
Assembly resolved on 18 May 1951 to implement an embargo
against China and North Korea on prohibiting member states from
exporting any weapons, ammunition, nuclear material and supplies,
petroleum and strategic conveyance to China and North Korea.™
As a lot of raw materials and supplies were shipped to China via
Hong Kong at that time, the Commerce and Industry Department
implemented more stringent controls on imports and exports on
25 June, in order to put the resolution of the United Nations into
effect. A registration scheme was set up for importers, re-exporters,
retailers and end users of strategic commodities. The system
required that any import, export or re-export of these strategic
commodities be approved by certificate issued by the Commerce
and Industry Department upon the registered importer’s or re-
exporter’'s proof that such commodities were for local consumption
or re-export to permitted countries. If the Preventive Service
suspected the identities of the users on the certificate application
form, they would visit the users for verification. As verification was
time-consuming, a lot of goods in transit were therefore piled up
in Hong Kong, failing to reach the foreign buyers in time, hence
giving rise to insufficient working capitals in many re-export traders.
At the same time, driven by its skepticism over Hong Kong’s
capability to prevent shipment of strategic commodities to China,
the United States stopped supplying raw materials to Hong Kong,
resulting in the closure of many Hong Kong factories because of
the lack of industrial inputs. The Hong Kong Governor, Alexander
William Grantham, also admitted that 1951 was “a year of downs
or declining trade”. Although the embargo seriously affected Hong
Kong's industrial production, the Preventive Service and the Marine
Police stepped up their measures in patrolling Hong Kong waters
with the support of the British Navy, to prevent smuggling vessels
from reaching China so as to execute the resolution of the United
Nations. A sensational case took place on 21 November 1952
when a patrol launch of the Preventive Service was supporting the
Marine Police in intercepting a smuggling boat “Wise” nicknamed
“Black Cat”, at the Lei Yue Mun Channel. The “Black Cat” eventually
smashed into the patrol launch, setting itself ablaze before sinking
into the sea."

The embargo imposed on China dealt a serious blow to the
re-export trade in Hong Kong. According to the statistics of the
Commerce and Industry Department, the total product value of
goods exported to China from Hong Kong was HK$1,600 million in
1951, representing 36.2% of the total export value, which dropped
significantly to HK$540 million in 1953. Though the Korean War
ended in 1953, the export trade to China did not improve and
instead nosedived. In 1956, Hong Kong’s export value to China
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dropped to HK$130 million, constituting 4.2 % of the total export
value. In 1963, the total product value of export and re-export trade
fell to HK$70 million, about 4% of the value in 1951. Under the
embargo during the Korean War and the containment of China by
the West, Hong Kong lost its role as an entrep6t between China and
foreign countries. In order to compensate for the loss incurred by
the cessation of China-Hong Kong trade, importers and exporters in
Hong Kong had to significantly cut the wholesale prices of the major
imports and exports such as metalware, industrial raw materials
and Western medicine. In 1952 alone, the wholesale prices of
imports and exports in general dropped by 36% compared with that
of the previous year. The embargo led to the loss of HK$300 million
among all sectors in Hong Kong, and nearly 10,000 people were
laid off. The export values from Hong Kong to the United States also
fell from HK$300 million in 1950 to HK$62 million in 1953.%

In the 1950s and 1960s, due to changes in society, Hong
Kong's economy was transformed from re-export trade to industrial
production. In October 1951, the Assistant Director of Commerce
and Industry led a delegation of Hong Kong businessmen to
participate in a trade promotion conference of the United Nations
Economic Commission for Asia and Far East held in Singapore
for promoting Hong Kong’s products, with a view to seeking new
opportunities for Hong Kong’s economy. In addition, to win the
trust of the United States, the Commerce and Industry Department
drastically increased the frequency of factory inspections in 1953
to ensure local products were not originated from China or North
Korea but counterfeiting as Hong Kong products to reap foreign
exchange for China or North Korea. In 1955, the Commerce and
Industry Department set up a new office to issue Certificates of
Origin specifically for goods to be imported to the United States,
sparing the Preventive Service for factory inspections against
false declaration of Hong Kong origin. In 1963, the United States
gradually became the major market for Hong Kong’s local industrial
products, with the total export value of Hong Kong products
exported to the United States reaching HK$973 million, a rise of
300% compared with the figure in 1950. With the assistance of the
Commerce and Industry Department, the export trade of Hong
Kong products was prospering day by day. The export value rose
from HK$635 million, or 25% of the total export value in 1953 to
HK$3,317 million, or 76% of the total export value in 1962. The
number of factories and workers also rose respectively from 2,131
and 100,952 in 1953 to 7,305 and 297,897 in 1962. At this juncture,
the industry had replaced the re-export trade as one of the main
economic pillars of Hong Kong.”'
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x— 1949 FE 1963 FHEBNTEREBENESLEHE

1950 1461.1 655.3 308.7

1952 830.3 2211 113.5

1954

1956 RERETET

1958 1396.92 155.76 439.56 326.35

12.98 (H0O) - 745.25 (HA) -
1960 €59 107.26 (&0) 1200 18.13 (#0)

8.47 (M) - 878.64 ({HQA) -
1962 1213417 76.92 (#80) e 28.89 (#0)
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Table 1: Volume of Hong Kong’s Trade with China and the United States from 1949 to 1963 #

1950 14611 655.3 308.7

1952 830.3 2211 113.5

1954

1956 Figures Not Available

1958 1396.92 165.76 439.56 326.35

12.98 (Export), 745.25 (Export),
1550 i 107.26 (Re-export) el 18.13 (Re-export)

8.47 (Export), 878.64 (Export),
1962 121347 76.92 (Re-export) 192:37 28.89 (Re-export)
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Development of Preventive Service in its
Organization and Structure

After the end of the Korean War in 1953, the Preventive Service
for the first time, underwent a re-organization so as to carry out
more effectively its duties to combat smuggling and control import
and export. On a functional basis, the Preventive Service was
divided into three divisions, namely the Headquarters Division
in charge of administration, investigation and training; the “B”
Division in charge of detecting smuggling activities as well as
factory inspection; and the “C” Division in charge of duty collection
on dutiable commodities including liquor and tobacco. The chief
of each Division was a Senior Revenue Inspector, who directly
reported to the Chief Preventive Officer, the head of the Preventive
Service at that time. The establishment of the Service also included
38 Revenue Inspectors, 35 Revenue Officers Class |, 143 Revenue
Officers Class I, two Woman Revenue Officers Class Il and 12
Woman Revenue Officers Class lll. In 1956, the Preventive Service
underwent its second re-organization by increasing the number
of divisions from three to seven which were structured on both the
geographical and functional basis into the Marine Enforcement,
Land Enforcement, the New Territories, Excise Administration,
Prosecution, Special (Narcotics) and Industry programme areas. As
the four patrol launches of the Service had been in service for quite
a long time, four new launches were purchased in the same year to
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expand the size of the fleet to eight, boosting the law enforcement
capability of the Preventive Service in suppressing smuggling
activities within Hong Kong waters.”

To enhance operational efficiency and discipline, the Preventive
Service laid down Routine Orders and Standing Orders in the
1950s. Meanwhile, it also introduced comprehensive training
and examination mechanism as a more systematic approach to
developing staff to cope with the increasingly heavy workload.

In 1954, the Commerce and Industry Department published the
Preventive Service Drill Book, stipulating the instructional commands
and body movements during foot drill and parade. Besides, officers
ranked Revenue Inspector or below were required to demonstrate
respect by saluting, in the way used by Her Majesty’s Customs officers
and firemen then in Britain, while greeting the Director and Deputy
Director of Commerce and Industry as well as the Chief Preventive
Officer, and while the British National anthem was playing.”* The
systemized training mechanism had laid a good foundation for the
rapid development that ensued in the Preventive Service.

In 1956, the Training Section of the Preventive Service was set
up, with the Assistant Chief Preventive Officer as the Commandant.
At that time, the Preventive Service’s Initial Training Course was
designed for the new recruits, comprising 13 modules covering the
major responsibilities of the Preventive Service, including duties of
a Preventive Service officer, import and export control, the Dutiable
Commodities Ordinance, management of licensed premises for
dutiable commodities, control of drugs and poisons, Preventive
Service orders, procedures for confiscating articles, court
proceedings, factory inspection, etc. In order not to disrupt the
Preventive Service’s normal operation, the course took six weeks to
complete. The new recruits spent the majority of the training time
in attachment to experienced Preventive Service staff for visits to
factories and other locations. Foot drill training accounted for only a
small proportion in the training course.”

Besides training courses, the Preventive Service had in place a
promotion examination system to ensure that officers at and above
the rank of Revenue Inspector would be the cream of the elites. For
promotion to the rank of Revenue Officer Class |, a Revenue Officer
Class Il had to pass both oral and written examinations. The criteria
for promotion of Principal Revenue Officers Class | and Class Il
to Revenue Inspector were even more demanding. They had to
not only have completed secondary school education and have
excellent command of English, but also pass a written examination.
The examination in 1956 consisted of seven papers, including an
essay on current social affairs and questions on general knowledge,
dutiable commodities, import and export control, court proceedings
and discipline in the Preventive Service. Examples of social affairs
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[Picture 21]

Terminal of Kai Tak Airport in the mid-
1960s (on the left was the newly built
Kai Tak Airport Terminal)
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[Picture 22]

Preventive Service officers uncover an
illicit distillery in a remote site
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[Picture 23]

Preventive Service officers inspect
passengers’ luggage at Hong Kong-
Macao Ferry Pier
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[Picture 20]
Officers inspect passengers’ luggage at the airport
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[Picture 24]
Hong Kong-
Macao Ferry
Pier in the
1950s and
1960s
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[Picture 25]

Cover of the Preventive Service Drill
Book of 1954
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USTOMS AND EXCISE SERVICE
PREVENTIVE SERVICE

STANDING ORDERS STANDING ORDERS
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[Picture 26]

Preventive Service Standing Orders of the 1970s (right) and 1980s (left)
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[Picture 27]

Cartoon depicting the pre-requisites of an outstanding Revenue Officer in “The See and Eye”, a publication of the Preventive
Service in 1956

FrIpmMmON®>

-

cHr POPOZIN=

. Lightning conductor.

. ‘K" Flag.
2 Wuh:rprmf feather for warrant

. Cantonese ticket. 6 rounds.

- Standing Orders.
. Section instructions.

(rF:}

l r| r' i !

LEGEND.

Wind vane for telling next blast.

Mitrous oxide for keeping happy.
Ear trumpet for R.T.
Clanger.

Rubber torch for rebounding.
Pedometer—mileage allowance.
Routine Orders.

Flippers for flapping.

Duty Roster.
Trumpet for blowing.
Rear view anti anti 'C' mirror.
Rose coloured spectacles.
lcourtesy of C.P.O.).
Ear muffs.
Cloud for being under.
Loock! Mo hands!

“THE COMPLEAT REVEMUE OFFICER™
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[Picture 28]

Preventive Service officers on parade in the 1950s and 1960s
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[Picture 29]
A Preventive Service officer’s salute
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[Picture 30]

Parade of the Preventive Service
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[Picture 31]

Preventive Service officers in uniform

LRV UL ES

Al

ERREERER 1937-1963
Vitality in the Midst of Critical Times

227



22

8

JP~ AR ALRACHE SR A o iy S 1Y G ] B T AR A R
KSR IR iR e T85> DA g IR e St o ) R i R
D75 > B I EORIE S o el Z ool s
[R5 45 AL B BR T 2R BB RE B A MU DU A ALK TARS1 - 72
TEHEAT B BRI > AR DR FCRN R B AR R IR I Iy ) B
BREEAE ko

S B B AT RV R

1932 4F B B AT FF S BARL I B - 75 58 kil ORI AR
A At - DA b R RS N S e BB AR R RS B A O
IR K EYRMILRE - B 5 K T E A A D B
JEAE 1949 A5G DF LT RH 68 BAEAR - T 0% S 8 P R A A i 74
JELA H A 1 A8 B 2 T ) R B T 8 S R o 7V AR
Z P R BB b 25% B Y REE R A T B 2
FEDEHF R (British Commonwealth) 8 [E A3ET - T RG34 1
o e B R R B R B RS YR A RAE G AR
BB B /T B AY 1 0 U > (o 4 4 0ty B R B 6 - 58
s S P A ] 2R S I IRE > W] IR B A A (K B o
FA AR A U B4k S AR SE H W 1 A A B AT ZE R
S R R e B A% > I RAEE KR IRET] o (RG> 6 LRSI Y 1h )
o S R R O R Vg B R T T > B S AR R A
il 15% S0 b i o B EE A A AE > BV AR A 15 R SR BERE - T
5 VR TR PR ol ) o A O AT I A (R R o A B i
7 B A N I TR B S A B B T A - 9k 2 R 1 A
F % [ I AT B 0 B R AR A R o b A R
BRI 30 ) 3 A (] A K1Y 275 68 A R ) 2 R > AN D i
R R A 1) 5 [ 6 B 28 LA B SRR B B R R
P A R o RTIRY > I 2 ) R T e R B R R
AR R EENER] L O & o

TE 1949 2 1950 4F WP U 75 8 ik 7 1) o EE B o

ERBEBERL
Hong Kong Customs - A Centenary History

topics covered in the essay paper were “Should the future of Hong
Kong depend on re-export trade or industrial development?” and
“What are the solutions to the problems of agricultural society in
South Africa?” which were quite demanding for the candidates.”
The diversity of the examination questions reflected the high
requirements of the Preventive Service that Inspectors should not
only be conversant with local affairs and the Preventive Service'’s
operations, but also possess global vision to ensure their knowledge
and skills would keep apace with the changes in global situations.

Development of Preferential Tariff System
in The British Empire

The Preferential Tariff System implemented in Britain in 1932
resumed after the Second World War. As it had been the Imports
and Exports Department’s task to process the application for
Certificates of Origin and Certificates of Preference before the War,
the same task concerning the Preferential Tariff System passed
to Commerce and Industry Department after the amalgamation
of the Supplies, Trade and Industry Department with the Imports
and Exports Department in 1949. To reap the benefit of British
preferential tariff, Hong Kong manufacturers had to spend at least
25% of the production costs and wage expenses within the British
Commonwealth. The Commerce and Industry Department would
check the certified accountants’ reports on the production costs
against the minimum requirements for the Preferential Tariff System
before issuing the British Empire’s Certificates of Preference, with
which local products could be exported to Britain with low tariff
rates. In the early 1950s, as the textile and garment industries in
Hong Kong were prospering, the requirement of a Certificate of
Preference for every single item was cost-ineffective. Therefore,
with the assistance of the Commerce and Industry Department, an
agreement was made between Hong Kong manufacturers and the
British Customs to allow Certificates of Preference to be issued to
any textile product if at least 15% of its components were made
of British-grown cotton. The same privilege applied to garment
products using locally produced textile. Hong Kong manufacturers
only had to submit the stock records and cost ledgers every six
months to the British Customs for verification so that individual
application for Certificates of Preference individually could be
waived. However, as the Preferential Tariff System imposed different
requirements for different types of textile products, many local
manufacturers who failed to submit reports such as stock records to
the British Customs would suffer delays in approving the preferential
tariff. To beware the industries of this risk, the Commerce and
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Industry Department delivered talks to manufacturers to explain the
necessary procedures for applying for Certificates of Preference
with a view to ensuring the timely export of local products.”’

In the financial year of 1949/50, the number of applications for
Certificates of Preference was 9,400, which rose threefold to more
than 37,000 in 1963/64. Though under the shadow of the British
quota system imposed on its textile products, Hong Kong’s total
export to Britain still benefited from the Preferential Tariff System,
rising from HK$130 million in 1949 to HK$860 million in 1963. Britain
became another major overseas market for Hong Kong products
after the United States.”

Table 3: Numbers of Applications of Hong Kong Certificates of Origin and British Empire’s
Certificates of Preference from 1949 to 1963 *

April 1950 to March 1951 16,843 12,671

April 1952 to March 1953 28,756 20,146
April 1954 to March 1955 121,580

April 1956 to March 1957 Figures Not Available

April 1958 to March 1959 103,031 58,663

April 1960 to March 1961 134,260 52,046

April 1962 to March 1963 136,862 38,999
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R 1949 F£ZF 1963 FEBNEBENESZLH

1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963

BeRRHIERVE E

387.7
407.7
619.1
470.4
474.3
369
441

666.21
530.89
573.72
664.04
757.24
759.61
859.85

139.7
168.3
214.6
83.4
119.2
162
251
REGHET
336.75
393.24
462.19
585.24 (HA) - 22.58 (#EH)
589.2 (HH) - 18.48 (¥EM)
714.43 (HA) - 22.91 (#0O)
863.84 ({HH) - 43.2 (#Q)
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Table 4: Trade Values of Hong Kong and Britain from 1949 to 1963 *

1949
1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963

(B=+=]
FEMNBBRKELA
[Picture 32]

Industrious workers of Hong Kong’s
garment industry

387.7
407.7
619.1
470.4
474.3
369
441

666.21
530.89
573.72
664.04
757.24
759.61
859.85

139.7
168.3
214.6
83.4
119.2
162
251

Figures Not Available

336.75
393.24
462.19
585.24 (Export), 22.58 (Re-export)
589.2 (Export),18.48 (Re-export)
714.43 (Export), 22.91 (Re-export)
863.84 (Export), 43.2 (Re-export)

Implementation of Quota System

Before the Second World War, Shanghai was one of China’s most
important industrial cities enjoying rapid growth in its textile industry.
When the Chinese Civil War broke out after the Second World War,
waves of manufacturers in Shanghai drained into Hong Kong with their
capital and skills. In addition, the massive influx of Chinese refugees
escaped from warfare resulted in the rise of Hong Kong’s population
from 600,000 in 1946 to 2,130,000 in 1952, providing a colossal supply
of cheap labour to drive the remarkable development
of industries, particularly the textile industry in Hong
Kong. In the 1950s, the worker population in the
textile industry was only 28,000, which rose to more
than 62,000 in 1960. As for the garment industry,
which was closely related to the textile industry,
the worker population also rose sharply from 2,000
in 1950 to more than 42,000 in 1960. The total
population of workers in these two industries alone
constituted 40% of the labour force in Hong Kong’s
manufacturing sector, being the central pillar of the
labour-intensive industry in Hong Kong at that time.*'
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Nangyang cotton mill in Hong Kong’s
history
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Kwun Tong, a district that
provided 300 hectares of
industrial land
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Starting from 1954, a large amount of cheap textile products
made locally had been exported from Hong Kong to Britain, inciting
the British textile merchants’ complaint to the British Government
against Hong Kong’s low-priced textile products undermining their
competitiveness. The British Government then imposed a Voluntary
Restraints measure against Hong Kong’s textile manufacturers,
requiring them to sign a “voluntary” agreement to limit their exports to
Britain to a certain amount. After replacing Britain as the largest export
market of Hong Kong’s textile products in the late 1950s, the United
States also imposed Voluntary Restraints on textile products imported
from Hong Kong starting from the early 1960s.*” These measures were
indeed regarded as the precursors of the quota system.

In the 1950s and early 1960s, the Americans’ general
perception was that the cheap exports of industrial products from
new developing industrial regions like Hong Kong and Japan had
led to the United States’ trade deficits with these two places. As a
result, both the industrial sector and the Department of the Treasury
in the United States were inclined to limiting foreign imports in order
to achieve trade balance and safeguard the development of local
industries. Although the General Agreement on Tariffs and Trade
(GATT) signed by 23 countries including the United States and
Britain in Geneva on 1 January 1947 was geared to lowering tariffs
among member countries to enhance free international trade, the
Escape Clause in the Agreement introduced by the United States
could be triggered to cancel the tariff concession on goods from a
country when the volume of exports to the United States seriously
threatened the survival or competitiveness of American industries.
The Trade Agreements Extension Act passed in the United States
in 1951 further required that an Escape Clause be incorporated in
each and every trade agreement with other countries in future.®

Regardless of the Americans’ general perception, the truth was
completely opposite, as there was in fact no trade deficit between the
United States and Hong Kong. According to the trade figures from
January to April 1961, the value of imports from America was US$47 .4
million while the value of exports to the United States was only US$30.9
million Hong Kong had a deficit of a quarter in the trade with the United
States. For this reason, a person in charge of an American Sportswear
Company with a wide spectrum of business in the Far East pointed out
to the then Secretary of State of the United States, David Dean Rusk,
that the huge trade surplus between the United States and Hong Kong
had reached a critical level. If the situation were to persist, Hong Kong
might have to impose restriction on imports from the United States.
If the United States intended to export high-technology products
overseas, it would have to purchase products like textile and plastic
flowers to engender a mutually beneficial situation; otherwise, foreign
buyers would not have sufficient capitals to buy American products,
which would result in more of a loss than gain to the United States.*
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Nevertheless, trade protectionism eventually emerged in the
United States. American garment employees and their unions
reckoned that the garment and textile products from Hong Kong
seriously threatened their survival, and such worries were frequently
reported in trade magazines and the media in the United States. As
such, the industry sector of Hong Kong generally anticipated that
the United States would limit the import of Hong Kong garments.
As a small British colony, Hong Kong had scarcely any bargaining
power in any trade war. In view of that, as early as 1959, the Hong
Kong Garments Manufacturers’ Union, which contributed 70% to
80% of the total export volume in the industry, had already pledged
to the United States to limit the export of Hong Kong garments as a
gesture of goodwill, in the hope of securing more quota to minimize
the impact on Hong Kong’s textile industry if the United States were
to implement import restrictions in future.*®

Since the United States opined that its textile industry was
severely threatened by the new developing industrial regions
including Hong Kong, it started multilateral negotiations regarding
the regulation of the international textile trade under the framework
of GATT. On 16 June 1961, the various member countries formulated
the Short-term Arrangement Regarding International Trade in Cotton
Textiles to limit the export of certain types of textile products to the
United States and Britain. The agreement was later replaced by the
Long-term Arrangement Regarding International Trade in Cotton
Textiles in 1962. Under the long-term agreement, member countries
importing products could practise quota restrictions even in the
absence of evidence to prove that the competitiveness of their local
textile products had been seriously undermined, hence imposing
more stringent export restrictions on Hong Kong's textile products.®

To meet the requirements of the quota system for textile trading
imposed by Britain, the United States and Canada, the Commerce
and Industry Department set up the Textile Controls Branch in
August 1962 to check the returns of the exported textile product, to
compile records of export licence applications of various types of
textile products and to study the difficulties faced by Hong Kong's
textile manufacturers and exporters under the quota system in
order to formulate trade measures to support the development of
the industry. Under the Textile Controls Branch were the United
Kingdom Section and the United States and Canadian Sections,
which handled applications for export licences made by Hong
Kong’s manufacturers in response to the different export controls
imposed by these three countries on Hong Kong'’s textile products.
By December 1964, 60% of the exports of local textile products
were restricted by the quota systems, which accounted for 23% of
all exports from Hong Kong.”
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