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Kowloon Walled City: Self-Government Without a State

In the late 1980s, somewhere between 80 and 90 percent of the fishballs eaten in Hong Kong were processed in rooms where rats ran freely across the preparation surfaces. The workers who made them—many of them undocumented mainland refugees—earned no minimum wage, worked twelve-hour shifts seven days a week, and had no legal recourse when injured. One case, captured on film, shows a factory worker whose finger was severed by a machine who simply bandaged the stump and kept cutting noodles. Their employers paid no taxes, no licensing fees, and no safety inspector would ever visit. The entire operation ran out of a six-acre block in the middle of British colonial Hong Kong that had, for nearly a century, belonged to nobody at all.

That block was the Kowloon Walled City.

At its peak, this six-acre site held between 33,000 and 50,000 residents, over a thousand commercial businesses, and hundreds of industrial factories—all stacked fourteen stories high. The population density reached approximately 1.3 to 1.9 million people per square kilometer, a figure with no parallel in recorded human history. To the colonial press and the government that pretended to ignore it, it was a “cesspool of iniquity,” a “carceral city,” the Hak Nam—City of Darkness. The people inside called it home.

What the Walled City actually was, stripped of both the lurid tabloid framing and the libertarian romanticization it has accumulated since its demolition in 1993, was a working laboratory of institutional economics. In the complete absence of a state, tens of thousands of people solved the problem of property rights, organized a complex economy, and built a self-sustaining city. They did so imperfectly, brutally, and at enormous human cost—and yet they did it. The Walled City is the most concentrated real-world test of spontaneous order ever documented, and its results are more complicated, and more honest, than either its critics or its admirers tend to admit.


The Accident of 1898

The Walled City’s defining characteristic—the legal vacuum that made everything else possible—was not the result of careful planning. It was a diplomatic accident, and a remarkably durable one.

The site had been a minor Qing Dynasty administrative outpost: a small military garrison with granite walls and an official yamen, or magistrate’s compound, built to monitor the growing British presence on Hong Kong Island. When Britain negotiated the lease of the New Territories from the Qing in the Second Convention of Peking in 1898, the “City of Kowloon”—defined precisely by those granite walls—was carved out from the agreement. Qing officials would retain jurisdiction over the enclave, provided they did not interfere with British military operations.

This arrangement lasted approximately eleven months. In 1899, British colonial forces, citing suspected resistance activities, invaded the Walled City and expelled the Qing garrison by force. Having evicted the Chinese administration, however, the British then faced a problem: formally annexing the territory would trigger a diplomatic crisis with the Qing government, which vehemently rejected the expulsion and continued claiming sovereignty. So the British did the politically rational thing. They left the legal question unresolved.

The subsequent Chinese governments—Qing, Nationalist, and Communist in succession—all continued to claim the Walled City. The British continued to surround it, control its airspace, and pretend it didn’t fully exist. Neither side could govern it. Neither side would relinquish it. The result was a genuine black hole in international law: a six-acre patch of ground that two empires were simultaneously fighting over and both failing to control.

The physical walls themselves were destroyed during the Japanese occupation between 1941 and 1945. The Japanese military, needing construction material, demolished the Qing granite fortifications to expand the nearby Kai Tak Airport. The legal void remained, now stripped of its physical markers, defined only by invisible diplomatic inhibitions.



The Calculus of Refuge

When China’s Civil War intensified after 1945, hundreds of thousands of mainland refugees poured into Hong Kong, fleeing famine, political persecution, and the systematic violence of the late 1940s. For most of them, Hong Kong’s formal housing market—already strained near its breaking point—was inaccessible. But there was an option: a six-acre patch of land in the middle of Kowloon where the colonial government could not legally evict you.

The logic was straightforward. Removing squatters from the Walled City without the PRC treating it as a political provocation—a violation of Chinese sovereignty—was effectively impossible. Beijing maintained the same territorial claim as every previous Chinese government and was not shy about using the Walled City as diplomatic leverage. So the British government, faced with the transaction costs of provoking a confrontation with an increasingly assertive Communist neighbor, quietly allowed the squatters to stay.

For the refugees, the calculus was simple: within this specific six-acre boundary, you could live untaxed, free from visa checks, and immune from the colonial regulatory apparatus that governed every square inch of the surrounding city. Rent averaged around HK$35 per month in the 1980s—roughly four US dollars—a figure impossible in any formally regulated part of Hong Kong. For refugees lacking documentation, the Walled City was the one place in the colony where that absence was not a death sentence.

The initial wave of squatters attracted a second wave with different calculations. Mainland-trained doctors and dentists who lacked the formal credentials required by the British Hong Kong Medical Board discovered that inside the Walled City, there was no Medical Board. They set up clinics with minimal overhead—no licensing fees, rents amounting to almost nothing. They could charge patients a fraction of what formal Hong Kong practitioners demanded. Citizens of fully regulated Hong Kong would cross the invisible border deliberately to get a tooth extraction or a prosthetic fitted at a price they could actually afford. The Walled City’s medical economy was not serving only its own poor residents; it was providing subsidized healthcare to the working class of the formal city surrounding it.



The Triads as Government

Into the regulatory void created by the absence of legitimate authority, organized crime moved with the efficiency of a market filling a gap. The Triad syndicates—primarily the 14K and the Sun Yee On—arrived and established what amounted to a private government.

Their business model was simple. Vice that was aggressively prosecuted in formal Hong Kong—opium dens, heroin processing, gambling, prostitution—could operate openly inside the Walled City. These enterprises generated immense profits, but they required stability: predictable property rights and contract enforcement. In an ungoverned space, stability requires someone willing and able to use violence to protect those rights. The Triads filled that role. They maintained a monopoly on coercive force within the walls, which meant that while they extracted rents from the businesses under their protection, those businesses could predict their operating environment. Disputes were resolved. Debts were collected. The order was brutal and extralegal, but it was order.

A Public Choice economist would recognize the structure immediately: the Triads were a protection cartel, providing the baseline enforcement functions of a state in exchange for revenue, with the crucial difference that their legitimacy rested on violence rather than consent. The arrangement held through the 1950s and 1960s and began to break down in the 1970s, when Hong Kong’s Independent Commission Against Corruption (ICAC) dramatically raised the cost of Triad operations through coordinated raids and aggressive anti-corruption enforcement. As the cost-benefit ratio of overt criminal governance shifted, and as the growing prosperity of legitimate cross-border commerce offered better opportunities, Triad dominance waned. A safer environment emerged, and legitimate enterprise flooded in to fill the space it vacated.



Why the British Looked Away

The colonial government’s behavior toward the Walled City is often described as negligence or incompetence. It was neither. It was a highly rational, calculated policy of strategic non-intervention, and understanding exactly why reveals as much about the mechanics of government as anything that happened inside the walls themselves.

The fundamental constraint was political: any serious attempt to govern, tax, or demolish the city before the late 1980s would trigger a diplomatic crisis with Beijing, which routinely used the Walled City’s existence as a pressure tool in its broader campaign on Hong Kong sovereignty. The political cost of intervention was simply too high for any colonial governor to absorb.

Physical constraints reinforced the political ones. The city had evolved into a three-dimensional concrete labyrinth where conventional policing was nearly impossible. Buildings were packed within one to two meters of each other. There were no proper streets. The internal alleyways were too narrow for fire trucks. Enforcing building codes or health regulations would have required entering a structure with the architectural complexity of a fourteen-story rabbit warren on legally contested sovereign territory.

Faced with these costs, the colonial administration settled on what amounted to a “site and service” policy: enforce the outer boundary strictly—no expansion of the anarchic building practices beyond the enclave’s six acres—and provide just enough peripheral services to prevent catastrophic public health failures from spreading into surrounding Kowloon. They posted a single dedicated postman. They provided refuse collection at the perimeter. They offered standpipes for water at the outer edges. They deployed police responses at the boundary. They did the minimum necessary to prevent the Walled City from becoming a disease or fire vector for the rest of the colony, and nothing more.

This was not governance by omission. It was governance by precise calculation—the colonial administration had identified exactly which externalities threatened the wider city and addressed only those, leaving the interior volume entirely to unfettered market forces.



Property Rights Without a State

The conventional economic argument against ungoverned territories is that property rights require a state to enforce them. No deeds, no courts, no police power—no property. Without property, no rational actor invests capital. Without capital, no development. The Walled City violated this prediction comprehensively.

At its peak, the city was a fourteen-story reinforced concrete megalopolis—permanent structures, hundreds of millions of dollars in capital investment, all poured into a territory where no government would issue a deed, enforce a contract, or protect a title. The mechanism by which this happened is one of the more instructive episodes in modern institutional economics.

As the population expanded rapidly in the 1960s and housing demand intensified, the community formed the Kowloon Walled City Kaifong Welfare Promotion Association—the Kaifong. In Chinese urban tradition, kaifong associations are neighborhood organizations handling welfare, mediation, and community relations. In the Walled City, the Kaifong evolved into something more consequential: the de facto land registrar.

The mechanism was elegant in its simplicity. When a developer wanted to purchase a plot from an existing squatter, demolish it, and build a concrete high-rise in its place, both parties brought the transaction to the Kaifong. For a fee of HK$4 to $8—less than the price of a meal—the Kaifong would witness the contract and affix its official stamp to the transaction documents and tenant agreements. This stamp had no legal force in any court of law. But within the community, it carried enormous weight, backed by the Kaifong’s accumulated reputational capital and the social consensus that had built up around its authority over years of operation.

A Kaifong-stamped deed did not confer legal title in the British colonial sense. What it conferred was something more practically useful in that specific environment: community recognition. If tens of thousands of people agreed to honor a Kaifong-arbitrated transaction, then it effectively was enforceable—because the enforcement mechanism was not the police power of the state but the collective social consensus of the city’s own population. This is precisely what Coase described: in the absence of formal legal enforcement, parties find alternative mechanisms to reduce transaction costs and establish enforceable commitments. The Kaifong’s $4 stamp was a low-cost signal that coordinated expectations across the entire community at minimal overhead.

It worked. Private financiers, construction syndicates, and material suppliers extended credit and capital to developers holding Kaifong-stamped deeds. The city grew fourteen stories high on the strength of an informal institution that the sovereign British government had never authorized and could not have predicted.

The Kaifong also solved the land assembly problem that normally requires eminent domain. To build a high-rise on fragmented squatter plots, a developer needs to consolidate land held by multiple occupants. In a formal legal system, this is done through expropriation, with the state compensating holdouts at gunpoint if necessary. In the Walled City, it was done voluntarily: original residents were offered an apartment in the new high-rise in exchange for surrendering their ground-level plot, with the Kaifong serving as a recognized mediator for these negotiations. Developers could aggregate land without coercive state power because the informal system had sufficient legitimacy to make voluntary bargaining functional. This mechanism is now studied under the technical term “land readjustment,” and the Walled City remains one of the earliest and most extreme examples of it working entirely without state backing.

The punchline comes later. When the Hong Kong government finally decided to demolish the Walled City in the late 1980s and needed to determine compensation for evicted residents, colonial officials discovered that the only comprehensive record of property rights in the enclave was the Kaifong Association’s informal registry. The sovereign state had no choice but to use the community’s own records as the basis for the official compensation process. The institution that had emerged without state authorization became the instrument through which the state conducted one of the largest formal property settlements in the city’s history.



The Factory Floor

While the Kaifong was solving property rights, the absence of regulation was solving the problem of cheap industrial production—at enormous human cost.

Hundreds of factories operated inside the Walled City continuously. Because commercial rent was negligible and Hong Kong’s labor and safety inspectorates were legally barred from entry, industrialists established operations that would have been criminal a few hundred meters away in regulated Hong Kong. The food processing sector was the most significant economically. At peak production, the factories of the Walled City produced between 80 and 90 percent of all the fishballs consumed in Hong Kong—a staple ingredient in street food and restaurant cooking throughout the territory. These fishball factories, meat processors, noodle operations, and spring-roll wrapper facilities ran around the clock, churning out bulk ingredients shipped out of the enclave and sold to formally licensed restaurants across the city.

The conditions were not metaphorically degraded. Documentary footage from the era shows workers filleting fish at high speed in cramped rooms while cockroaches and rats move freely across the preparation surfaces. The labor force—largely undocumented immigrants and refugees who feared deportation if they left the enclave—worked twelve-hour shifts seven days a week, with no overtime pay and no mechanism to report anything. One documented case captures the spirit of the environment precisely: a noodle factory worker whose finger was severed by a machine who bandaged the stump and immediately returned to the cutting line. Reporting the injury to colonial authorities would have meant leaving the city.

Child labor was standard. Children were documented operating heavy machinery in PVC processing facilities that manufactured the plastic food containers sold throughout Hong Kong’s formal supermarkets. The regulatory arbitrage was complete: containers made illegally, without safety oversight, by children, in an unpermitted building—then sold to the clean, regulated formal economy surrounding the enclave.

The Walled City was not an isolated slum economy. It was deeply integrated into formal Hong Kong, supplying cheap inputs and cheap services to the regulated city that surrounded it. The unlicensed dentists and physicians lining the alleyways—advertising with glowing neon signs visible from outside—charged a fraction of formal Hong Kong rates because they paid no licensing fees, no income tax, and HK$35 a month in rent. Their patients were not primarily the poorest Walled City residents but the working class of formal Hong Kong, willing to accept the risk of unregulated medical care in exchange for prices they could manage. Affordable dentistry for the poor of one of Asia’s richest cities was being cross-subsidized, involuntarily, by the labor exploitation of the city’s most desperate residents.



Solving Water Without a Government

The Walled City’s informal institutions succeeded brilliantly at property rights and market exchange. They encountered harder limits with public goods—those goods where the costs of exclusion mean that private provision tends to underinvest and collective provision tends to collapse.

Water was the central problem. As the city grew to fourteen stories, demand vastly exceeded what surface collection could provide. The colonial medical authorities were willing to supply water access at the margin to prevent epidemic disease from spreading into Kowloon, but the administration was simultaneously determined to make it difficult. The Kaifong Association had been loudly demanding water services, and the British government had decided that granting the Association a major political victory would strengthen its legitimacy and its ties to Beijing. The official justification cited the enclave’s status as a squatter settlement technically ineligible for municipal services. The actual logic was political obstruction.

The result was eight free standpipes at the outer perimeter. Communities inside were left to solve the rest.

What emerged was a remarkable exercise in informal engineering. Private entrepreneurs drilled over seventy artesian wells through the concrete floor of the enclave, tapping subterranean groundwater. To distribute this water vertically through fourteen-story structures without any of the infrastructure of a formal utility, they built a chaotic network of pipes—routed up building exteriors, through public corridors, across interconnected rooftops—and organized electricity rationing schedules to power the pumps that lifted water upward. Because the informal electrical grid was unstable and electricity was expensive, water supply became a managed community resource: pumps were scheduled to operate in different sectors at different times, and residents learned to store water during their allotted windows.

The solution worked in the narrow sense that people had water. It failed in ways entirely predictable. Artesian groundwater directly beneath an industrial city with no sewage infrastructure was heavily contaminated by industrial runoff and human waste seeping into the water table. The makeshift pipe network was poorly maintained; corroded joints leaked constantly, creating a permanent interior drip throughout the lower levels of the city. Residents navigating the internal alleyways of the Walled City routinely carried umbrellas—not because of rain, since sunlight could not penetrate the narrow corridors—but to protect themselves from the perpetual leak above.



The Tragedy of the Garbage

If the water system represented spontaneous order partially succeeding under difficult constraints, waste management represented it failing entirely. The mechanism of failure was precisely what Garrett Hardin described in 1968: a commons that each individual has every incentive to exploit and no individual has sufficient incentive to maintain.

Without a central authority capable of taxing residents and funding an internal collection service, garbage removal defaulted to the path of least resistance. Residents threw their trash out of the windows. Because the alleyways between buildings were one to two meters wide and received no direct sunlight, organic matter accumulated without drying out, rotting steadily and producing the kind of smell that embeds itself in fabric. Rat and cockroach populations were immense, sustained by continuous food supply. Religious temples on the ground floor, whose roofs were being steadily buried under falling refuse, installed heavy metal grates above their properties to catch the trash before it reached their decorative eaves. This is not a metaphor for anything; this is what actually happened.

Over time, as the lower vertical spaces became unusable for waste disposal, residents carried garbage up the stairs to the rooftops, which became surreal landscapes of discarded furniture, rusted antennas, leaking water tanks, and makeshift clotheslines. The government eventually provided refuse collection strictly at the perimeter, requiring residents to haul waste by hand to the boundary—a solution that protected surrounding Kowloon without touching what was happening inside.

Electricity followed a trajectory from failure toward partial resolution. The initial solution was theft: individuals spliced into the formal Hong Kong grid, stringing uninsulated wires across the narrow alleys and into buildings. When colonial authorities cut a stolen line, a new one appeared within hours. The result was a permanent fire risk—thousands of tangled uninsulated wires combined with the heavy electrical loads of round-the-clock industrial factories. When the frequency of fires and the danger to surrounding Kowloon reached a threshold the colonial government could not ignore, HK Electric was pushed into something unusual: formally integrating an illegal squatter settlement into its customer base. They accepted metered connections inside the Walled City, trading the uncertainty of constant wire theft for the stability of paying accounts. The anarchic informal system had grown too large and too permanent to eliminate; the formal utility adapted to it instead.



The Architecture of Constraint

The physical form of the Walled City was the direct consequence of its regulatory environment. Without building codes, zoning laws, ventilation requirements, or any architectural oversight, the city maximized every cubic inch of available space until the individual buildings ceased to exist as separate structures at all.

The only effective height limit was not a zoning regulation but an airplane. The Walled City sat directly beneath the approach path to Kai Tak Airport. Building above thirteen or fourteen stories meant putting concrete in the flight path of landing airliners. This was the one physical constraint the city could not negotiate around, and it produced the enclave’s most distinctive visual feature: a perfectly flat roofline, uniform across the entire six-acre block, like a plateau cut by an invisible aeronautical ceiling.

Below that ceiling, structural engineering was creative in ways that were quietly terrifying. Many of the fourteen-story structures were built without proper pilings or deep foundations. Instead, new buildings leaned against existing ones for structural support, creating an interdependence where the stability of each building depended on the mass of its neighbors. As the 350 individual buildings expanded outward through caged balconies and cantilevered additions, they merged. By the 1980s, it was possible to walk from one end of the Walled City to the other without touching the ground, using a network of knocked-through walls, inter-building staircases, and informal passageways that had accumulated as the buildings consolidated into a single mass.

This consolidation had consequences. Buildings packed within one to two meters of each other let no sunlight reach the lower levels. The alleys below required twenty-four-hour fluorescent lighting. The heat exhausted by thousands of window-unit air conditioners and industrial factory operations had nowhere to go, trapped between the concrete walls of a perpetual narrow canyon. Combined with the steam from noodle factories and the perpetual drip from the leaking pipe network above, the resulting micro-climate—hot, humid, lightless—was what earned the enclave its name. Hak Nam. City of Darkness. It was a literal description.

The only open space was the rooftop. Despite being cluttered with refuse and infrastructure, the interconnected rooftops functioned as the Walled City’s only public square. Children played there in the afternoons. Families gathered in the evenings. In a city without parks, without streets wide enough to walk two abreast, without a single square meter of planned open space, the rooftops were what people made of the only horizontal surface the buildings had not yet consumed.

The logistical demands of this environment were extreme. The entire city contained two elevators for somewhere between 33,000 and 50,000 people. Everything else moved by foot up steep, narrow, damp staircases: propane gas canisters, raw factory materials, groceries, the elderly.

The complexity of the interior was such that the Hong Kong post office assigned exactly one postman to the Walled City. For thirty-three years, this single individual navigated an environment where formal addresses were meaningless—where delivery required memorizing the locations of specific knocked-through walls, hidden staircases, and the tacit geography of a constantly evolving three-dimensional labyrinth. That one person could hold this knowledge reliably for three decades is its own kind of testimony to what human beings will learn when the situation demands it.



What Anarchy Can and Cannot Do

The Kowloon Walled City was demolished between 1993 and 1994, following a compensation process totaling $2.76 billion HKD. As the 1997 handover of Hong Kong to the PRC approached, the diplomatic friction that had sustained the enclave’s legal void for a century evaporated. Both governments agreed, for the first time on anything regarding the Walled City, that it should be torn down and replaced with a public park. The original Qing yamen was preserved. Everything else became rubble within months.

Looking back at it honestly, the Walled City is neither the libertarian utopia that some of its later admirers described nor the simple failure of governance that its demolishers claimed. It is something more specific and more instructive.

Where spontaneous order succeeded, it succeeded because the problems it solved had the right structural features. Property rights are, at bottom, a coordination problem: everyone needs to agree on who owns what. The Kaifong Association solved this not through coercive enforcement but by providing a credible signal—the $4 stamp—that coordinated expectations at low cost. It worked because property disputes are inherently bilateral: two parties, a contested asset, an arbiter. The Kaifong’s reputational capital was sufficient to resolve bilateral disputes reliably enough to support fourteen-story construction investment. Market exchange worked for the same reason: prices, contracts, and production are small-group problems where reputation and repeat interaction can discipline behavior without requiring central enforcement.

Where spontaneous order failed, it failed because the problems had different structural features. Garbage disposal is not a bilateral problem—it is a many-person coordination problem where each individual’s rational action produces collective catastrophe. No bilateral reputation mechanism prevents you from throwing your trash out the window when everyone else is also doing it and there is no central authority to stop anyone. The same logic applies to groundwater contamination: individuals drilling artesian wells have no incentive to account for the contamination their industrial operations cause to everyone’s shared water supply downstream. These are negative externalities, and internalizing them requires a mechanism with the coercive power to make individuals bear the costs they impose on others—which spontaneous order, by its nature, cannot provide.

The labor exploitation was a third category: not a coordination failure but a power asymmetry. The workers in the fishball factories and PVC plants were not there by considered choice. They were undocumented immigrants and refugees whose outside option was deportation and statelessness. The “free market” in the Walled City’s labor sector was free in a narrow technical sense—no state was coercing anyone to sign a contract—but when one party’s alternative is catastrophic enough, the resulting contracts are not meaningfully voluntary. The outcomes produced in the Walled City’s labor market were not those of a freely functioning market; they were those of a market with a severe and structurally enforced power asymmetry on one side.

What the Walled City proves is that human beings, given sufficiently powerful incentives, will build complex institutions and productive economies in places where states refuse to operate. Fifty thousand people organized property rights, capital markets, medical care, water distribution, and a diversified manufacturing sector without a city council, a police force, a building inspector, or a public health department. The city that the Hong Kong government decided it could not govern continued to grow, invest, and function for four decades after the government stopped pretending.

What it equally proves is that this self-organization has hard and predictable limits. The limits are not random. They fall precisely where economic theory would place them: on public goods, negative externalities, and severe power asymmetries. The Walled City’s property rights system was robust enough that the sovereign state ultimately used it for a $2.76 billion compensation process. Its sanitation was an ongoing catastrophe contained only by the metal grates that desperate temples installed to keep the garbage off their roofs.

The Walled City was not a failure of human ingenuity. It was an accurate demonstration of what human ingenuity can and cannot accomplish when left entirely to itself—which is a more useful thing to know.
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