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Before the handover to China in 1997, Hong Kong’s economic growth was very 
strong and the unemployment rate dropped to a record low of 2.2 per cent. In 
recent years, the widening income dispersion in Hong Kong has caught public 
attention. This book investigates the economic development and changes in 
income distribution of Hong Kong from different perspectives. 

Based on the latest empirical evidence for Hong Kong, the book examines the 
relationship between economic restructuring and rising income disparity. Public 
housing programmes in Hong Kong affect half of the population directly and the 
other half indirectly. This book assesses the redistributive effect of public rental 
housing on income distribution. Moreover, Hong Kong embarked on an ambitious 
expansion programme of tertiary education in 1989. The expansion represents an 
exogenous increase in the supply of university graduates and the book also 
evaluates the impact on income distribution. It investigates the income dispersion 
among and between natives and immigrants. 

Researchers, politicians and policy makers will be interested to learn about the 
causes of rising income dispersion in post-handover Hong Kong uncovered in 
this book. Although economic restructuring is named as the prime suspect behind 
rising income inequality, the empirical evidence proves otherwise. The book will 
also be of interest to policy makers whose work has implications for social security 
systems and income disparity.

Hon-Kwong Lui received his Ph.D. in economics from the University of Hong 
Kong and is now Associate Professor at the Department of Marketing and 
International Business at Lingnan University. He is the author of four books and 
has published articles in leading and highly respected journals, including 
Management Science, Urban Studies, Human Relations, Economic Inquiry and 
the Journal of International Marketing, among many others. Moreover, he has 
published over 120 commentaries in major newspapers. He has been frequently 
interviewed by media and invited as guest speaker on various live TV and radio 
programmes.
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Preface

My research interest in income distribution was ignited by a famous economics 
professor of the University of Hong Kong. In 1996, he invited me to take part in 
the Hong Kong Economic Policy Studies Series and write a monograph on 
economic growth and income distribution of Hong Kong. Since then I have 
maintained a strong interest in the topic and published several journal articles, 
which has further increased my knowledge of it. After the handover, some 
politicians and pressure groups frequently mentioned rising income disparity and 
working poverty. On many occasions, they put an equals sign between widening 
income dispersion and rising poverty. Whenever I read this kind of news, usually 
presented with some alarming estimates, I would get the impulse to write another 
monograph to correct the misconception and put forward more reliable estimates. 
But once I considered the tremendous effort involved in writing a monograph 
alone, the drive to write vanished instantly. The inception of this monograph arose 
from a short conversation with Yongling Lam of Taylor and Francis during her 
short visit to Hong Kong in summer 2011. She encouraged me to submit a book 
proposal to the publishers for review. I would like to thank Yongling for her 
encouragement and for allowing me to work with this wonderful publisher. 
Although this monograph attempts to answer some questions about income 
inequality and poverty, its main aim is to encourage people to uncover the truth by 
studying the empirical evidence.
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1 Introduction

‘The Death of Hong Kong’
Fortune magazine, 29 June, 1995

‘Oops! Hong Kong is Hardly Dead’
Fortune magazine, 28 June, 2007

On 1 July 1997, the Chinese government resumed exercise of sovereignty over 
Hong Kong and at the same time marked the end of British rule in Hong Kong. 
The transfer of sovereignty over Hong Kong from the United Kingdom to China 
is known as ‘the Handover’ internationally. Thousands of reporters from media all 
over the world fl ocked to Hong Kong to witness and report this historic moment. 
At that time, most people were sceptical of the so-called ‘One Country, Two 
Systems’ concept put forward by Deng Xiaoping and predicted Hong Kong would 
lose its lustre soon after the handover. The general sentiment in the Western world 
was best refl ected in the cover story, ‘The Death of Hong Kong’, published in 
Fortune magazine in 1995, which predicted that Hong Kong would lose its role as 
an international commercial and fi nancial hub after returning to China. Ten years 
after the handover, Fortune magazine wrote another story ‘Oops! Hong Kong is 
Hardly Dead’ and publicly admitted that it had been wrong.

In 2010, Hong Kong’s GDP per capita was 67.3 per cent of that of the United 
States. However, this ratio cannot fully refl ect the standard of living of an average 
Hong Kong resident. This ratio uses nominal GDP per capita and relies on 
prevailing exchange rates, which not only refl ects the differences in the cost of 
living in different countries but also distorts the differences in real income. A 
widely used method to adjust for the differences in cost of living is the purchasing 
power parity method. Based on the purchasing power parity approach, the 2011 
estimates of GDP per capita of Hong Kong and the United States were US$ 49,300 
and US$ 48,100 respectively (US Central Intelligence Agency 2012). This stylized 
fact suggests the average living standard of Hong Kong residents was comparable 
to, if not higher than, that of the United States. To develop from a fi shing port to 
becoming a service economy with living standard comparable to that of the United 



2 Introduction

States is a remarkable achievement. Although Hong Kong is proud of this, are the 
general population able to enjoy the fruit of the economic success? This monograph 
aims to study the income distribution of Hong Kong from a variety of perspectives.

1.1 Economic growth and income distribution
One of the best ways to see how Hong Kong performed before and after the 
handover is to study the labour market conditions, and to look at the changes in 
unemployment rate in particular. Table 1.1 presents the statistics on the labour 
force and unemployment rate. From the Table, we can see that before the handover 
Hong Kong’s economy was strong and the labour market was vibrant with full 
employment, in the practical sense, for a long period. The unemployment rate hit 
a record low of 1.1 per cent in 1989. During the period from 1982 to 1996, the size 
of a labour force increased from around 2.5 million in 1982 to around 3.16 million 
in 1996. It means the total working population increased by 660,000 persons, or 
26.5 per cent, in fourteen years. This was an enormous increase in a small city like 
Hong Kong and would create substantial pressure on its economy.

Even if we put aside housing problems, health care problems and infrastructural 
problems associated with the increase in population, Hong Kong needed to fi nd 
ways to create job opportunities for this additional manpower. Table 1.1, however, 
presents a striking picture. From 1982 to 1989, while the working population kept 
increasing from 2.5 million to 2.75 million, the unemployment rate kept declining 
from 3.6 per cent to 1.1 per cent. The empirical evidence suggests that Hong Kong 
was not only able to create new jobs to accommodate the extra manpower, but it 
was also able to reduce the unemployment rate further. When the labour force 
continued to increase, the unemployment was still consistently maintained at a 
very low level.

Before the handover, Hong Kong’s economy was booming and looked 
promising but the historic handover in 1997 marked an unwelcomed turning point. 
After the handover, the lowest unemployment rate was recorded in 1997, which 
stood at 2.2 per cent. A year later, the unemployment rate more than doubled to 
4.7 per cent and further rose to 6.2 per cent in 1999. Hong Kong was not only 
unable to create new jobs to accommodate the increasing labour force but also 
experienced a net loss in number of jobs.

Before the handover, the income inequality problem worsened despite healthy 
economic growth. The Gini Coeffi cient increased from 0.451 in 1981 to 0.518 in 
1996 (Census & Statistics Department 1993, 2007). After the handover, the 
income dispersion continued to widen while Hong Kong experienced economic 
recession for a few years. The economy picked up again with positive growth in 
more recent years. The 2011 Population Census results revealed that the latest 
Gini Coeffi cient rose to 0.537. Chapter 2 investigates the relationship between 
economic growth and income distribution of Hong Kong. It also examines whether 
Hong Kong residents can enjoy the fruit of the economic success or if they have 
been hard hit by economic downturn.


