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The story of paradigm shift to what is generally described as the New Public Management (NPM) 

in Hong Kong has several sub-themes and episodes. It is a story with roots in the late 60s and 

early 70s with periods of lull and renewal characterized by shifting powers and expectations 

among stakeholders. It is a narrative of reform in which a colonial administration seeks social 

legitimacy. It is also a story of administrative adjustment to the process of transferring 

sovereignty, adjustment to a restructuring economy and society, and a time of diffusion of new 

ideas into the domain of public management. 

This paper investigates the antecedent conditions that shaped the reform process in each of its 

key episodes, the triggers that accelerated it, and the forces that emerged to dampen it.  

The Colonial Period: Internal Developments and External Influences 

Scott (1998) argues that the origins of managerial efficiency in Hong Kong can be traced to the 

British government's concern that expenditures in each colony should not exceed its revenue. 

Once the territory had reached self-sufficiency, the colonial civil service was left largely in control, 

with little attention from London. 

The bureaucracy was not held accountable to any local representative institutions and was not 

challenged by local politics in any meaningful sense (Cheung, 1977:720). Indeed for most of its 

history party politics was not tolerated in Hong Kong, and until 1985 all members (but the officials) 

of the Legislative Council had been appointed by the governor. "Colonial absolutism had not 

excluded local participation, but such participation was confined to established elites – mainly 

business and professional elites" (Cheung, 1977:721). 

The doctrine guiding the government was one of a laissez-faire until the 50’s when it was 

replaced by a doctrine described by the term "positive non-interventionism" coined by Hadden-

Cove, the Financial Secretary (1972-1981). The doctrine rested on the premises that (1) it is futile 

and damaging to economic growth to intervene in market processes, and (2) it is essential for 

government to provide only pure public goods and when necessary to undertake actions to 

protect markets. Huang et al. (1993:1419) observed that, based on the ideas of minimum 

interference and active concern for economic development, the metapolicy in the 1960’s and 

1970’s was to "define its (the government’s) role as being to provide the infrastructure within 



which decisions on entrepreneurial activity remained the prerogatives of the entrepreneur". The 

emphasis in the domain of social policy was minimum interference and the provision of those 

services necessary to preserve political stability and economic growth. 

This state of affairs came to an end after riots in 1966 and the spillover from the Cultural 

Revolution which highlighted serious flaws in the Hong Kong civil service. The resultant 

modernization of the colonial civil service in the 1970s significantly expanded the scope of 

government activities in the areas of education, health, housing and social welfare. Despite 

pressures from the Finance Branch to check the growth in the public sector, the size of the civil 

service increased from 1967-1980 by 44%. Its growth, and its expanded responsibilities, led to a 

significant increase in the proportion of professionals among the civil servants, although power 

remained concentrated in the small group of civil servants in the general/administrative grade 

(Scott, 1998). To improve the effectiveness of the government in delivering expanded social 

programs, the civil service was reorganized by separating policy functions from implementation. 

This followed the recommendations of external consultants (McKinsey and Company) who were 

hired to facilitate change in 1974. Other recommendations involving financial decentralization met 

strong resistance from the Finance Branch. 

During the late 70s and early 80s, two key developments affected the evolution of public 

management in Hong Kong. Internally, the civil service was pressed to respond to a rapidly 

emerging service economy (notably financial services) in need of a more sophisticated regulatory 

apparatus.  

Externally the negotiation between the U.K. and PRC about the future of Hong Kong increased 

uncertainty and pressures on the government to provide stability and defend its legitimacy. The 

signing in 1984 of the Sino-British agreement did not resolve the uncertainty and created new 

pressures on the colonial government to maintain economic stability and increase its 

responsiveness to the population of Hong Kong. The government departed, in practice, from its 

doctrine of non-interventionism and got involved more aggressively in attempts to foster 

economic growth. Thus, for example, half of the appropriation of the Industry Department in 1986-

87 was earmarked for industrial investment promotion (Huang, Tang and Chow, 1993:1428). The 

government also increased its intervention in a variety of areas such as environmental protection, 

in response to citizens’ complaints. 

To defend its legitimacy in the transition period the government also introduced some measures 

to increase representation. In 1984 after a review of representation processes in regional levels, it 

was decided to extend the electoral process to the central level as was done in the 1970’s at the 

regional and district levels. In 1985 the Legislative Council was reorganized with the introduction 

of 24 members elected by functional constituencies and an electoral college. On the 27th of May 

1987 the government published a Green Paper entitled "The 1987 Review of Developments in 

Representative Government" followed by the publication of a White Paper which outlined the plan 

to introduce a number of directly elected members into the Legislature in 1991 (Government of 

Hong Kong, 1988). 



While only limited measures to increase the political accountability of the government were 

introduced the moment was ripe to re-examine the backbone of the government structure – the 

Civil Service. 

The New Public Management in Hong Kong: Round 1 

The emergence of what is referred to as the "New Public Management" began to dominate the 

public administration agenda in several countries in the 1980’s. In particular, the public 

management reforms carried out by the Conservative government in the U.K., starting in 1979, 

served as a model for the Hong Kong government (Pollit 1996). While "value for money" 

initiatives and the importance of small government were ingrained in the colonial public 

administration traditions of Hong Kong, the decentralization that the New Public Management 

Paradigm requires was alien to British colonial governance traditions, the PRC-preferred model of 

governance and to Chinese culture. All emphasized a well-controlled hierarchy. The shift to the 

"New Public Management" also required a significant transformation in the culture of the civil 

service, from one focused on input-oriented administration to a managerial culture focused on 

effective outcomes.  

A report on Public Sector Reform published in 1989 by the Finance Branch signalled the first 

comprehensive move of the Hong Kong government to the "New Public Management" (Finance 

Branch, Government of Hong Kong, 1989).  

The Public Sector Reform document articulated the following seven principles: 

1. Regular, systematic review of the whole of public expenditure (zero-base budgeting).  

2. Systematic evaluation of benefits and costs of all government activities and policies and 

the provision of such information to decision makers to affect policy reviews.  

3. Definition and delegation of responsibility for policy, implementation and resources.  

4. Accountability of managers for all expenditures incurred in support of their policy 

objectives.  

5. Provision of services through an organization and management framework that is 

appropriate to the nature of each service.  

6. Improvement of the relationship between related policy and executive functions (policy-

agency relationship).  

7. Improvement of the managerial skills of civil servants.  

Several pilot projects were launched. The first reviewed the division of responsibility between 

policy branches and their relevant departments, giving each significantly greater financial 

authority to manage their budgets and re-deploy savings that accrued. A second project 

examined the delegation of authority, while a third project involved the creation of trading fund 

departments (i.e., departments staffed by civil servants but run on a quasi-commercial basis with 

revenues accruing to separate trading funds). The fourth project focused on statutory 

corporations established to provide public services, with the goals of clarifying their objectives 

and increasing their accountability. A review of government operations was also initiated, 

including the exploration of opportunities for efficiency gains through "contracting out" and review 



of the benefits and costs of further "corporatization" and privatization initiatives. The review also 

examined accounting procedures, the introduction of objective-led planning systems, and the 

introduction of "business managers" to complement the functions of traditional public service 

administrators. 

The implementation of the pilot projects was completed in 1991. In mid-1992, a special unit – the 

Efficiency Unit – was set up to serve as a focal point for the direction, coordination, and 

implementation of public sector reform. The arrival of a new governor (Patten) in 1992 brought 

new vigour to the reform. He added an emphasis on viewing the public as clients, rather than 

supplicants of the public sector. The Efficiency Unit, along with the Civil Services Branch, were 

charged with nurturing in the public service "a culture that perceives the public as paying 

customers and treats them accordingly". The method of achieving this objective was through the 

introduction of "performance pledges" to all government departments. 

To support this change in managerial culture, and help modernize business practices and 

technologies, a Business Centre was set up to provide internal consulting to the various agencies 

and departments. 

Lam (1997) reports the following achievements of the reform process by 1996: 

1. The customer-driven approach was adopted by the Land Registry. This consisted of an 

appointment of a customer service manager, regular liaison meetings, customer surveys 

and newsletters to customers.  

2. The Department of Health appointed a patient relations officer to handle special 

problems, some amenities for patients were provided in clinics and all departments 

directly serving the public had adopted performance pledges.  

3. A business-oriented approach to the use of trading funds was adopted by the Company 

Registry and the Land Registry to employ temporary and contract staff, to reinvest cash 

surpluses and to work with private sector partners.  

4. Staff participation and commitment was emphasized by the creation of work improvement 

teams within the Hong Kong Police and Land Registry, by holding tea receptions in the 

Department of Health and establishing a service quality committee for the police.  

5. Efficiency was increased in the Land Registry by designating each operational division as 

a cost centre.  

6. A quality assurance system was established at the governmental Land Transport Agency 

in the form of quality control circles.  

7. Work simplification schemes in attempt to raise effectiveness were adopted by the 

Labour Department.  

8. New human resource management practices were introduced to the Buildings 

Department with the establishment of a staff development panel, a grade consultation 

group, and a departmental working committee on training.  

9. A total of 4500 management staff members received training on leadership skills and 

management change and some 34,000 civil servants received training in customer 

services.  



Some evidence of improved effectiveness is also noted by Lam (1997), especially in the domain 

of service provision. For example, a savings of 8% was achieved in 1996 through improved 

programming and the establishment of cost centres. Service targets in this domain were 

exceeded. Similar achievements are noted in the health and social welfare areas. In all these 

areas, however, budgets increased, hardly the vision of the "small government" envisaged by the 

more ideologically motivated versions of the New Public Management. 

Increasing decentralization had some counterproductive effects. Lack of coordination between 

different programs led to policies and programs inconsistent with each other. For example, 

inconsistent transportation system and housing development plans have led to severe problems 

of traffic congestion and air pollution in Tuen Mun and Tsuen Wan districts (Lam, 1997). The 

introduction of reforms through pilot programs have led to marginal changes far short of the total 

reform articulated in the principles included in the 1989 Public Sector Reform Document that 

envisioned a global shift from public sector administration to management. 

As can be expected, the more radical proposals to reform the public sector encountered 

resistance reflecting a variety of factors, such as civil servant responses to lessened employment 

security, bureaucratic inertia, culture clashes, lack of capacity and inadequate training. Some 

failures could be attributed to such resistance, while others reflected failures endemic to the New 

Public Management (Hood,1996). A dominant factor, however, was the growing presence and 

influence of China and the uncertainties that the approaching change of regime brought about. 

Regime Change 

The 1984 Sino-British agreement specified that "public servants previously serving in Hong in all 

government departments, including the Police Department, and members of the judiciary may all 

remain in employment and continue their service with pay, allowances, benefits and conditions of 

services no less favourable than before (Joint Declaration, 1984, s. IV). 

Thus the bureaucracy as an institution was intended to continue, as before, relatively unaffected 

by the transfer of power (Scott, 1998:158). Indeed, "the Chinese government has emphasized its 

wish to inherit a bureaucracy which will retain centralized and hierarchical characteristics" (Scott, 

1998:159). The Civil Service was viewed by it as a means of continued control and a symbol of 

continuity which was important for the protection of the economic benefits which were flowing to 

China and the additional benefits that might flow in the future. 

In contrast the colonial government sought to buttress its legitimacy by bringing reform involving 

increased decentralization, corporatization and working toward increased responsiveness of the 

civil service to citizen demands.  

The dash of expectations by both regimes reflects the uncertainties surrounding the reforms 

started in the early nineties. Indeed as 1997 approached the presence and influence of the PRC 

grew and the motivation of civil servants to pursue implementation of reforms declined. 



Indeed, while increased efficiency as a norm for the civil service was generally accepted many 

were skeptical about the motives of the colonial government in introducing the reforms. Cheung 

(1996:43) argued, for example, that claims for increased efficiency were only rhetorical and that 

the reform was intended to release public managers from political pressures of transitional 

politics, not to make them more accountable or responsive. It was also claimed that 

corporatization was intended to shield the colonial regime from the increased voice of the 

emerging political parties. 

The value of stability and predictability to Hong Kong elites and to the Chinese government 

peaked just before and immediately after the transition. The Civil Service became the symbol of 

continuity under the new appointed Chief Executive. 

Only after reassuring the world that indeed a "one country two systems" is a reality, could the new 

regime re-examine the role and structure of government and contemplate change. 

The introduction of some measures of representative government, though very limited, meant an 

increase in political accountability and continued demands for a responsive government. The 

institutions developed in the 1990’s to bring about reform and the know-how accumulated 

implementing some reform measures, provided an infrastructure for a new reform movement 

once the political conditions were appropriate. A short period of stability and relative non-

intervention by Beijing in the internal affairs of the SAR decreased the anxiety of foreign 

economic stakeholders and the local population. A recession then provided the trigger for reform. 

A New Regime and the Asian Flu: An Epoch for Bold Strokes or Long Marches? 

The Asian flu and the deep recession it brought about in Hong Kong, have led to two 

contradictory developments in public management. On the one hand, they facilitated a drive to 

reform the civil service along principles consistent with "New Public Management" (e.g., shrinking 

the civil service, privatization, introduction of market mechanisms to the sphere of the public 

sector). On the other hand, they have encouraged a government that was lauded by Milton 

Friedman as a model for minimalist government in a free market economy to take a more 

interventionist role in its economy. 

During the 1998 financial crisis and to counter speculative runs on the Hong Kong dollar by 

sophisticated hedge funds, the government decided to intervene by buying aggressively in the 

stock market to bolster its value and discourage speculation. The fixed exchange rate between 

the Hong Kong dollar and the U.S. dollar was considered an essential condition for maintaining 

financial stability and defending the position of Hong Kong as an international financial centre. 

The strategy succeeded and the devaluation of the Hong Kong dollar was prevented. Indeed, the 

government has made significant gains from its investments.  

In isolation this measure may reflect an uncharacteristic response to a severe crisis. A persistent 

recession, however, encouraged the government to re-examine its role in economic matters and 

pursue what is best described as the development of an industrial strategy. "We have caught the 

Net fever said Michael Sze, Executive Director of the Hong Kong Trade Development Council. 



Hong Kong is aiming to lay the groundwork for a dot-com boom by building a massive high-tech 

complex and by creating a technology-friendly financial environment. The territory’s officials say 

Hong Kong remains strong in financial services, telecommunications and property development, 

and any high-tech endeavours would complement those strengths" (Jong, 2000). 

The government articulated a vision of Hong Kong as an information technology regional hub. To 

implement its vision it created a new stock market for "start-up" technology companies and 

initiated, in a joint venture with the private sector (the Pacific Century Group), the US$1.6 billion 

Cyberport property development project. The project will create an intelligent building complex, a 

state-of-the-art broadband telecommunication and information ‘backbone’, and a wide range of 

shared facilities to attract technology companies to Hong Kong (HKSAR, 1999). 

Developing a new financial market and even financing physical infrastructure are, arguably, not 

inconsistent even with the purer versions of the New Public Management ideology which could 

see a role for governments in coping with market failures. However, the Hong Kong government, 

in articulating a particular vision of the sectoral structure of its economy has gone far beyond 

correcting for market failures. 

While the recession brought about a more interventionist public policy it also generated the 

expected pressures to shrink the government. Rising demands for services and falling revenues 

typically trigger a quest for cost cutting and increases in efficiency. The financial crisis of 1998 

was accompanied by a collapse in the real estate market, thus reducing the flexibility of a 

government that has made, in the past, effective use of public land sales to meet unexpected 

financial demands. 

The year (1998) was also a likely year of change for another, perhaps more important reason. 

The transfer of regime was completed without apparent disruption and loss of confidence by both 

domestic and foreign economic stakeholders. It was now an obvious time for the new regime to 

re-examine the post-colonial role of government and the nature of its system. 

Reform ideas introduced but not acted upon in the transition period have surfaced. Institutions 

such as the Efficiency Unit established to bring about change in the early nineties were ready to 

champion reforms and provide the technical expertise. One of the first initiatives implemented 

immediately after July 1997 was the initiation of the Performance Measurement Programme 

(PMP). In parallel, Price Waterhouse was engaged to conduct a research project covering best 

practice in performance in both the public and private sectors and the Government undertook "its 

own stocktaking ... to assess the state of performance measurement within the Government. 

Based on this assessment, the aim was to identify gaps and improvement opportunities" (The 

PSR Forum(a), n.d.). As long as continuity and reduced uncertainty were important objectives of 

the new regime the preferred way to reforming the public sector was through what Kanter et al. 

(1992) called a long march strategy, i.e., reforms introduced as operational initiatives by a variety 

of units. Change under this strategy is affected by many small wins and muddling through 

(Lindblom, 1959; Weick, 1984) not "bold strokes" involving strategic moves by top level officials. 



The severity of the recession, however, provided both the motive and legitimacy for bold strokes 

involving articulation of a new vision for the Civil Service. The Chief Secretary for Administration, 

Anson Chan, asked in the first issue of the Civil Service Reform Newsletter: "Why is it necessary 

to reform the civil service which has served Hong Kong so well in the past?" Her answer, "The 

civil service must be in step with expectations of the community, it must be alert to the changing 

needs of the community, and must improve itself and enhance its efficiency and flexibility to meet 

the challenges ahead ... we have initiated this debate on Civil Service Reform not because of 

pressure from the community to do so, although there is undoubtedly public interest in this. The 

main reason is, with transition behind us, it is opportune for us to take a hard look now to see how 

we can position ourselves to serve the community in the next millennium" (Chan, 1999). 

The release of a consultation document by the Civil Service Bureau in March 1999 provided for 

public scrutiny a rather ambitious reform program going well beyond a cost cutting exercise. 

The 1999/2000 budget summarized the major highlights of the proposed reform as follows: 

 A review of employment terms and conditions, including starting pay, allowances and 

other benefits  

 An overhaul of the appointment system to provide greater flexibility in the hiring and firing 

of staff and to consider the introduction of performance-related pay increases  

 Strengthening the result-oriented and service-based culture  

 Maximising room for private sector involvement in the delivery of public services  

 An Enhanced Productivity Programme to deliver productivity gains of 5% of operating 

expenditure by 2002/3 (with gains of HK$800 million (U.S.$103 million) expected in 1999/2000 

(HKSAR, 1999)  

Six principles were articulated by the government to guide the reform implementation process: 

"changing amidst stability, reforming step by step, taking a comprehensive overview, holding wide 

consultations, adopting practicable measures, and ensuring that the reform is reasonable" 

(Xinhua, 1999). 

Under the initial reform plans, some 20,000 clerical and 50,000 employees in law enforcement 

organizations (i.e., police, the Immigration and Customs and Excise departments) would retain 

their tenure as permanent employees, while about 120,000 would be employed on contract basis. 

As an interim measure the government introduced a pay freeze and a freeze on hiring new staff 

as permanent civil servants, offering new recruits one to five year contracts. 

The measures initially encountered strong opposition from civil service associations and unions. 

For example, the Chairman of the Hong Kong Civil Service General Union, representing general 

workers within the civil service most affected by the proposed reforms, suggested that his union 

was studying the possibility of labour actions as well as legal actions to oppose the reform. He 



identified four problematic areas of reform: (1) the elimination of lifetime job guarantees; (2) 

changes to disciplinary procedures; (3) performance linked pay; and (4) work culture. "Our 

members are very upset about those four areas of so-called reform" Mr. Cheung said (Hong 

Kong Standard, March 17, 1999). 

The combination of a severe recession and a "high distance" hierarchical culture on the one hand 

and the element of uncertainty introduced by flexible implementation schedules reduced the 

ability of the civil service associations to mobilize public opinion and their own members’ support 

for dramatic actions.  

A month later, appearing before the Legislative Council, representatives of nine civil servant 

associations suggested that the reforms are premature and too severe but are bound to take 

place. "They said that the government had begun reforms before examining what needed to be 

done ... civil servants are upset that the government did not consult them before creating plans 

for the reform. The government’s consultation paper, released in February, and the consultation 

period that ends in June were dismissed as a side show by the civil servants" (Hong Kong 

Standard, March 10, 1999). 

In June 1999 a powerful civil servants union (The Hong Kong Chinese Civil Servants’ 

Association) "... departed from its usually adversarial stance to urge the government to carry out 

civil service reform gradually" (Hong Kong Standard, June 24, 1999). The union suggested 

dealing first with comparatively easy items (e.g., simplifying disciplinary procedures) and 

deferring, though with a time limit, difficult items (e.g., performance evaluation, performance pay 

linkage issues). The union expressed its willingness to work with the government in carrying out 

the reform provided it is carried out by stages. Its spokesman warned the government not to 

worsen the "already damaged relationship" as civil service stability was indispensable for good 

administration. 

The argument for maintaining stability of the civil service of Hong Kong as a symbol of continuity 

and autonomy of the regional government, which was effective in stopping much of the reform 

during the post 1997 period of transition, has lost some of its power as the business community 

was reassured by China’s relatively non-interventionist policy toward the economic affairs of 

Hong Kong. 

The recession provided the government with another argument against a privileged civil service. 

This argument was echoed by the South China Morning Post, which suggested that "the 

employment terms civil servants traditionally enjoyed could not continue unchecked in a time of 

recession. Even if the SAR had not been in economic crisis, the time had come to make the 

service leaner, fitter and more in line with good management practices in the private sector " 

(South China Morning Post, March 9, 1999). 

On October 6th, 1999, in his annual policy address, Mr. Tung, the Chief Executive of the SAR, 

reiterated the determination of his government to continue the reform of existing government 

systems and procedures to adapt to changes and demands of the new era. He identified three 

foci to the future efforts of the government. The first area of reform was changes that are intended 



to defend Hong Kong’s position as a regional financial centre. This included measures to 

consolidate financial markets and strengthen the linked exchange rate regime (i.e., the 

maintenance of the fixed exchange rate between the U.S. dollar and the Hong Kong dollar). 

These measures are intended to remove weaknesses that surfaced during the financial turmoil 

brought about by the Asian flu and speculative runs against the Hong Kong dollar. The second 

area of reform was rationalization of the government’s basic policies and delivery system. 

Specific measures proposed included the launch of education reforms and dissolution of 

municipal councils (Xinhua News Agency, October 6, 1999). The third area of reform was 

targeted at the modernization of the civil service structure and improved efficiency. Specific 

measures included entry pay adjustment and the implementation of productivity enhancement 

mechanisms including some adjustment in the tenure of some groups of civil servants. Cognizant 

of the growing militancy of civil servant associations and unions, and threats of labour actions, Mr. 

Tung suggested that these measures will be implemented gradually after consultation and careful 

deliberation with the aim to improve services and efficiency. These reforms will be introduced "in 

different areas at varying speeds by different means". The initial plans for ambitious restructuring 

which included elimination of lifetime job guarantees for about 120,000 non-management 

employees will be introduced in a way to minimize possible interruption in the supply of services 

and reduction in productivity. Though the implementation of the full reform program will indeed 

require a long march, the bold stroke taken with the announcement of the 1999 reform opened 

the door for many quick "small wins". Only a bold stroke could move a retrenched Civil Service 

system by changing expectations. Implementation, however, requires a degree of cooperation 

that is difficult to achieve without a measure of stability and predictability that a radical change 

may threaten.  
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