Second Place
Hong Kong and China: Different Property rights protection, different outcomes
Hernando de Soto has made a compelling argument when explaining the missing elements of capital that, in most cases, render capitalism ineffective in lifting developing countries out of widespread misery. Capital, in the words of de Soto, “…is the force that raises the productivity of labor and created the wealth of nations”
 He refers to five mysteries of capital that are the epicenter of successful capitalism. These are the mystery of missing information, capital, political awareness, missing lessons of US history and the mystery of legal failure. All these mysteries have led to the crucial importance of private property and only when it is properly recorded and protected can its potential be unleashed for the benefit of all.  

Hernando de Soto did not focus extensively on East Asian countries, but at a closer look East Asian countries, although following a state-led development (except Hong Kong), perfectly illustrate how property rights allowed these economies to flourish. In the social sciences there are not perfectly controlled experiments, however before our eyes there is a natural occurring case study; Hong Kong and China. There is not reliable data for these two places’ Gross Domestic Product (GDP) per capita in the 1950, a key date in the economic history of these two places, but it can be suggested they were not extremely different. However, by the year 2008 this changed dramatically. Hong Kong’s GDP per capita was USD 31,850, while China’s was USD 3,180
. It can be argued that this abysmal difference in economic development was due to property rights.   
Hong Kong’s history resembles the entrepreneur history of the United States. Hong Kong was, in the words of a London politician, a fishing village largely made off “…barren rock, with hardly a house upon it.”
 Nevertheless, Hong Kong’s natural harbor was essential for the British desire to establish a naval resupply point and in 1842, after China was defeated in the First Opium War, the territory became part of the British Crown Colony. At this point Hong Kong was less developed than the most important cities in the Chinese mainland, yet in 1997 when the territory was handed over to China, after 157 years in British rule, Hong Kong belonged to the selected group of fully developed capitalist economies. Hong Kong’s rise to become the ‘pearl’ of the British Empire has its roots in “the predictability of British law and government”
 That enabled Hong Kong to prosper as a centre of finance and international trade. 

In the late 1990’s Roll and Talbott
 set out to understand why developing countries are not developing. This is a question that has puzzled economists since the first glimpses of dramatic economic growth after the start of the Industrial Revolution in the 18th Century. Roll and Talbott disregarded culture, geography, history and religion as determinants of stagnation and lack of economic development. Instead, they found a series of determinants that can account for up to 80 per cent of the variation in income of different countries; the most significant of these are property rights and a black market activity. These two elements depend on the rule of law and its adequate enforcement. It is not a coincidence that these two variables are prevalent in opposite degrees in Hong Kong and China. 

The British legacy of the rule of law to Hong Kong can be considered the best gift to the territory since this is what preserves and protects property rights in any market economy. However, Hong Kong did not take advantage of these benefits until the 1950’s when a manufacturing industry flourished rapidly
. Despite an influx in immigrants from Mainland China, after Mao Zedong took over the government, standards of living in the territory were improved, rather than deteriorated. The government’s laissez-faire policies, focused on upholding the rule of law and correspondingly the protection of private property, contributed to this industrialization. Therefore, it is fair to state that this economic boom occurred not despite rapid migration, but because of the new influx of labor and entrepreneurship from mainland China. Even after the relocation of the manufacturing industry across the border with China in the 1980’s, the rapid and virtually undisrupted shift of industries, from manufacturing to services, was very successful. Largely as a result of the confidence provided to local and overseas investors by the protection of property rights, an independent judiciary system and the government’s free market policies. 

The year 1949 marked a drastic change in China’s domestic political environment with the arrival of a communist government where property rights were eradicated from the business vocabulary, thus effectively hindering the economic development of the country. Since the communist government confiscated all land and nationalized privately-owned enterprises the population was fearful of the aftermath of such policies. As a consequence there was an influx of people into Hong Kong, from wealthy business owners to poor people. They were after the opportunities that protection of property rights offered. They understood, if not intellectually then experientially, that “you need a property right before you can make money”
 It was not until Deng Xiaoping succeed Mao that the country started making some progress towards fomenting foreign investment. Deng understood the importance of protecting property rights to achieve his aim and thus introduce Special Economic Zones (SEZ) as part of the new ‘open door’ policy. These zones were to have policies more in line with the protection of foreign investment
. The decision to establish the SEZs across the border with Hong Kong was deliberate. This would allow China to take advantage of Hong Kong’s investment capital and experiences of how certain policies such as the protection of property rights encourage development, although, some obstacles still existed.

There are many and diverse obstacles for the protection of property rights as most developing countries can demonstrate, however, most of these stem from corruption, especially in the judiciary and regulating government departments. Hong Kong, for instance, was not immune to this vice that was most prevalent in the police force, and to a lesser extent in government departments.
 The enforcement of the rule of law was threatened, but with the creation of the Independent Commission Against Corruption in 1974 this changed, thus increasing the confidence among the local population and foreign investors. Currently China resembles Hong Kong before the anti-corruption department was set up. Despite China passing a property law in 2007, which covers the creation, transfer and ownership of property, corruption still creates many obstacles in allowing people to release the economic potential embodied in their assets. The judiciary system is weak and controlled by the government. Therefore, the state has the final decision in any disputes. Opening, registering and/or obtaining licensing for a business requires many steps, which can potentially signify a bribe and consequently a limitation on efficiency. A culture of corruption can dissipate the benefits that the introduction of laws protecting property rights could potentially have.

The different realities of Hong Kong and China in terms of development stem primarily from the protection of property rights. As has been mentioned there are other determinants that allow for this protection to result in economic development. Retaking the other determinants that Roll and Talbott calculated explicates how Hong Kong has reached one of the highest GDPs in the world, while China continues its struggle to reach sustainable development with sound political stability. These other determinants are: regulation (-), inflation (-), civil liberties (+), political rights (+), press freedom (+), government expenditures (+) and trade barriers (-). As would be expected Hong Kong achieves high grades - low if the determinant possesses a negative sign - in all these categories compared to China.

The differences between Hong Kong and China are further evidenced by the 2009 Index of Economic Freedom published by the Heritage Foundation that uses protection of property rights as a criterion for calculating the index. Overall, Hong Kong reached the top spot, while China is trailing in the 132nd spot. When ranking countries by the protection of property rights Hong Kong is found in 5th place, whereas China is found in the 157th place. Moreover, when ranked by freedom from corruption Hong Kong is in the 14th place and China occupies the 80th position. As this index exemplifies the economic freedom, as economic development, is determined by many factors but as has been demonstrated property rights protection is a key criterion. Even though this element needs to be promoted on its own, it must be accompanied by a series of elements for the potential found in the most humble of assets can be realized. 

Hong Kong and China clearly exemplify the difference that protection of property rights make to the level of economic development a country, or a city, can achieve. The legal system in Hong Kong permitted the identification of who owned what, ensured that debts would be paid, facilitated the conversion of resources into money, allowed the division of ownership into shares, standardized the description of assets, unified the rules that governed property and most importantly guaranteed the protection of private property. Capital is everywhere and evolving at a rapid pace, therefore the main obstacle for any country is keeping pace with this evolution in terms of laws and regulations that foresee the value in new capital and consequently unleashes all the potential that this embodies. After all these elements are in place the natural entrepreneurship characteristics of all races can freely flourish.
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