PO“CH NL/OO%O
PLA



-CH  /NL/0080

PO

(Circulate under cover and
notify REGISTRY of movement)

R A

B, 2% /NIL./OOS8O

PART A

ARRANGEMENTS FOR THE
TRANSITION OF THE
SOVEREIGNTY OF HONG KONG
IN 1997




gt

rkyyese & at iy

s2che RETETWE

o i

s

Tt e B

b

3 GRS 700 / - e L S s Lt s bt A s e

SECRET. K& ?.W\

SECRET

e
: . DEDIP/DEVIL sﬁ\_‘\‘

FM PEKING Pt‘\\.-‘..(.\ ?N-Qa_inné}@,.\

TO DESKBY 051000Z FCOLN -

TELND 768 % Darve Taea W W

OF 05075327 MAY 87 : Raren SN DeAsmaen =

INFO IMMED]ATE HONG KONG e i N N

M
; Gt
PERSONAL FOR HUM, HKD FROM JACOBS Sa.

HONG KONG PERSONAL FOR GOVERNOR
DIALOGUE ON FINANCIAL MATTERS

o Lot e Ak B
S S e

1. WE MAVE HAD TwO MEETINGS WITH

A) LU PING (SECRETARY GENERAL OF THE HONG KONG AND MACAU OFF ICE OF
THE STATE COUNWCIL),

B) YUNG LUNQGUE! (ADVISES TO THE FINANCIAL COMMITTEE OF THE STANDING
COMMITTEE OF THE STATE COUNCIL)

C) LI YUMIN (FIRST EXECUTIVE VICE-PRESIDENT OF BANK OF CHINA)

D) ZHANG L1ANGDONG (VICE DIRECTOR OF HONG KONG AND MACAU OFF ICE OF
STATE COUNCIL)

E) CA! QIQUAN (DIVISIONS CHIEF HONG KONG AND MACAU OFFICE OF THE
MFA).

THE DISCUSSIONS HAVE GONE WELL AND OUR PROPOSALS FOR OPENING A
CONF IDENTIAL DIALOGUE OUTSIDE THE SCHOPE OF THE JLG HAS BEEN
ACCEPTED.

OUTL INE OF DISCUSSION

2. ON THE FIRST DAY | EXPLAINED OUR CONCERN THAT, IN THE RUN-UP TO
1997 AND BEYOND, MAJOR FINANCIAL ISSUES, BOTH AS REGARDS STRUCTURE -
AND POLICY,*SHOULD BE DEALTH WT{H FLEXIBLY AND THAT THERE SHOULD BE
CLOSE AND CONF IDENTIAL CONTACTS BETWEEN THE HONG KONG AND C}
AUTHORITIES TO ENSURE THAT THE LATTER WERE FULLY IN THE?‘i"”’
STRESSED THE IMPORTANCE OF GONFIDENTIALTIY, OF RESTRICTING K
OF CONTACTS TO AS FEW PERSONS AS POSSIBLE ON EACH SIDE AND oF -

KEEPING THE DIALOGUE OUTSIDE THE SCOPE OF THE JLG.

3. SECRETARY OF MONETARY AFFAIRS AND | GAVE PRESENTATIONS ON THE
PRESENT FINANCIAL MONETARY SYSTEM IN HONG KONG AND ON BANKING
SUPERVISION. SPEAKING NOTES ON THESE WERE HANDED OVER, | THEW
SPOKE TO THE BRIEF ON THE FUTURE OF THE MONETARY SYSTEM, STRESSING
OUR INTENTION TO OPERATE WITHIN THE TERMS OF THE JOINT DECLARATION
AND THAT OUR IDEAS WERE STILL TENTATIVE.




4. LU PING RESPONDED BY WELCOMING OUR APPROACH AND ACCEPTING THE
PROPOSAL FOR CONFIDENTIAL DIALOGUE OUTSIDE THE JLG IN SPECIFIC
TERMS. HE ALSO EXPRESSED THE PRC BOVERNMENT'S RECOGNITION OF THE
IMPORTANCE OF THE ISSUES AND OF THWE NEED FOR CONF IDENTIALITY.

5. THE CHINESE SIDE RAISED A NUMBER OF SPECIFIC QUESTIONS RELATING
PARTICULARLY TO THE MONG KONG/US DOLLAR LINK, THE FUTURE OF HONG
KONG AS AN INTERNATIONAL FINANCIAL CENTRE (TAKING ACCOUNT OF THE
INCREASE IN THE STANDING OF TOKYO), AND OUR PLANS FOR THE HONG KONG
BANK. WE GAVE ‘PRELIMINARY ANSWERS ON THESE. WE ARE HANDING OVER A
NOTE ON THE US DOLLAR LINK, ON WHICH WE STRESSED THAT THERE WAS NO .
PRESSURE FOR CHANGE FROM THE US GOVERNMENT AND NO INTENTION ON THE
PART OF THE HONG KONG GOVERNMENT TO ABANDON THE LINK OR ALTER THE
RATES ON THE HONG KONG BANK WE STRESSED THAT NO (NO) DECISIONS HAD
BEEN TAKEN, ALTHOUGH OUR PREL IMINARY THINKING WAS THAT THE PRESENT
ARRANGEMENTS WERE INCREASINGLY LEADING TO CONFLICTS OF INTEREST FOR
THE BANK AND WOULD REQUIRE CHANGE OF SOME KIND.

6. ON 5 MAY WE COVERED THE QUESTIONS OF THE BLDC ON THE LINES OF

THE AGREED SPEAKING NOTE. THE CHINESE SIDE RESPONDED ENCOURAGINGLY
TO OUR PLEA FOR FLEXIBILITY AND AVOIDANCE OF DETAIL IN THE SECTION OF
THE BASIC LAW DEALING WITH FINANCIAL QUESTIONS. THEY EXPRESSED AN
INTEREST IN CONTINUING CONTACTS ON THIS QUESTION.

7. ON THE DEVELOPMENT OF THE DIALOGUE, THE CHINESE ACCEPTED THE
IDEA THAT DISCUSSIONS SHOULD BE HELD AT EXPERT LEVEL. HOWEVER, THEY
STRESSED THAT CERTAIN OF THE MORE SENSITIVE 1SSUES AND THOSE
ADDRESSING MAJOR POLICY, (EG AT THE DOLLAR LINK AND THE HONG KONG
BANK) SHOULD BE WANDLED IN A VERY RESTRICTED FORUM, THEY EXPRESSED
FIRM PREFERENCE FOR THIS TO BE DONE IN THE SAME SENIOR GROUP AS OUR
PRESENT TALKS. WE EMPHASISED THE IMPORTANCE OF CONTACTS BETWEEN
EXPERTS TO ASSIST THE EDUCATIONAL PROCESS. THEY TOOK THIS POINT
BUT WERE CLEARLY CONCERNED ABOUT THE IMPLICATIONS OF TOO WIDE A
DIFFUSION OF INFORMATION ON BOTH SIDES.

COMMENT : : i
8. THE extaci!z HAS GOT OFF TO A GOOD START. 1T 1S PARTICULA ‘r;:
ENCOURAGING " THAT LU PING ACCEPTED AT ONCE THAT FURTHER TALKS SHOUL
se OUTISE THE JLG. THE APPROACH OF THE CHINESE WAS NOTABLY &
PRAGMATIC. WHILE | MADE CLEAR THROUGHOUT THAT OUR OBJECTIVE WAS TO
CARRY THEM WITH US IN OUR POLICY DECISIONS, SOME OF THEIR REMARKS
SUGGESTED THAT THEY REGARDED THE EXERCISE AS ONE OF CONSULTATION

OF FUTURE POLICY RATHER THAN EDUCATION. THIS 1S NOT SURPRISING AND
WE SHALL WAVE TO WANDLE IT WITH CARE AS WE GO ON. BUT THEY DID NOT
LAY UNDUE STRESS ON THE POINT AND IT WAS ENCOURAGING THAT THEY
SHOWED GREAT SENSITIIVITY TO THE QUESTION OF CONFIDENCE WHERE

FINANC 1AL QUESTIONS WERE CONCERNED. ON BALANCE THE SETTING UP OF THE

DIALOGUE SHOULD BE VERY MUCH TO HONG KONG'S ADVANTAGE.
— -




9. IT WAS HELPFUL THAT THEY TOOK A SENSIBLE LINE ON THE BASIC LAW.
THEY SHOWED THAT THEY ACCEPTED THER MEED NOT (NOT) TO SET POLICIES
AND INSTITUTIONS IN CONCRETE AND ENCOURAGE US TO MAKE FURTHER

: SUGGESTIONS, THERE SHOULD BE AN OPPORTUNITY FOR FURTHER HELPFUL
EXCHANGES,

10 wE DO FACE THE PROBLEM ON HOW TO GET THE DIALOGUE GOING, GIVEN
THE CHINESE WORRY ABOUT SPREADING DISCUSSIONS TO BROADLY. IT WOULD
NOT BE PRACTICABLE AND wOULD ATTRACT PUBLIC ATTENTION TO MAVE TOO
MANY MEETINGS AT THE MOST SENIOR LEVEL. WE SHALL HAVE TO THINK ABOUT
THIS CAREFULLY. POSSIBLY MORE MEETINGS IN HONG KONG wiLL BE THE
ANSWER .

11, FULL RECORDS wiLL BE SENT BY BAG FROM HONG KONG.
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Hong Kong : Representative Government
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J 1 1. Charles Powell's letter of 8 March indicated that you
were content with my strategy fcr handling the

this issue.

it

Graen Paper

>~

The Draf

2. The Hong RKong Government propose to table a draft Green
7 Paper on the review (copy attached) in the Legislative

Council on 27 May. The draft covers the following areas:

Chapters I & IIl: Historical Background.

Chapter III: The District Boards and Municipal Councils:

possible changes in their role and composition.

/Chapter IV
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Chapter IV: The Legislative Ccuncil: possible changes in its
numbers and balance, and whether a directly elected element

should be introduced;

Chapter V: The Presidency of the Legislative Council:

Chapter VI: Practical Aspects of Elections: possible changes

of detail to current arrangements;

Chapter VII: Concluding Summary.

3. The draft presents the options for possible changes in
these areas in a neutral and balanced way. The Hong Kong
Government have established an independent survey office
which will monitor public comment and submit its report to
the Executive Council before the end of October. The report
will then be published, and a Hong Kong Government White
Paper containing proposals which take account of the public
response to the Green Paper should be published in early
1988.

Consultation with the Chinese

4. The most controversial area in the Green Paper is the
discussion in Chapter IV of direct elections. This
continues to worry the Chinese, who do not wish direct
elections to be introduced in Heong Kong before the
promulgation of the Basic Law in 1890. 1In response to
Chinese concerns as put to us, we have reaffirmed that we
are committed to a full and genuine review of representative
government in Hong Kong in 1987; that such a review must
include the issue of direct elections; that if public
opinion in Hong Rong clearly favoured the early introduction
of direct elections we could not exclude the possibility of

change; but that we are proceeding prudently.

£50
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7. I am copying this minute to Willie Whitelaw, Nigel
Lawson, Douglas Hurd, George Younger, John Biffen, Paul
Channon, Michael Havers, Tim Renton and Sir Robert

Armstrong.

Foreign and Commonwealth Offic

SECRET



5. I have twice recently gone over this ground with Chinese
Foreign Minister Wu. 1In Berne on 27 March I handed over a
paper based closely on a draft of Chapter IV, shcwing how we
aimed to handle the composition of the Legislative Council
in the context of the review. Wu did not give ground on the
central Chinese concern that we should not include the issue
of direct elections in the review: but his request to that
effect was not put with much conviction. At a further
meeting in Bangkok on 21 April Wu did not press for omission
cf direct electicns from the review, but he was more
exXplicit than before in seeking our specific agreement not
to introduce direct elections in 1988 (a request which I
said I could not meet). Wu and his officials also suggested
certain specific changes in the balance of the paper I had
handed over on 27 March. It is gquite possible to make
adjustments to the text which would accommodate these

Chinese concerns without detracting from our own objectives.

)

We have accordingly agreed certain minor drafting changes
with ExCo. I do not propose to revert to the Chinese to
explain the changes we have made: that would set an
undesirable precedent. Instead, our next step should be to
pass the complete text of the Green Paper formally to the
Chinese for their information shortly before its publication
in Hong RKong. This would be done in Peking some 10-12 days

before publication.
6. I shall make separate recommendations about the eventual
Parliamentary handling of the publication of the Green

Paper, including possible background briefing of those MPs

and peers with a particular interest in Hong Kong.

i oA
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CHAPTER I

INTRODUCTION

In November 1984, the Government published a
wWwhite Paper entitled "The Further Development of
Representative Government in Hong Kong". The purpose of
the White Papér Qas to set out the Government's intentions
for 1985 with regard to the next stage of development of
representative government at the central level, It
concluded, amongst other things, that there should be a
further review 1in 1987 of the progress made in fhe

development of representative government.

The Form and Scope of the 1987 Review

25 The purpose of the 1987 Review is to consider
whether the systems of representative government in Hong
Kong should be further developed in 1988 vand, 1if s0, 1in
what manner. It will be conducted within the framework of
Hong Kong's existing constitutional arrangements. It will
also take fully into account the terms of the Sino-British
Joint Declaration on the Question of Hong Xong, which
provides for Hong Kong to become a Special Administrative
Region of the People's Republic of China with effect from

gy 1199073
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3. The publication of this Green -Paper marks the

first stage in the 1987 Review. Its contents encompass :

(a) a general review of the way in which
the system of government has developed so far at
the district, regional and central government

levels;

(b} an- assessment of the developments since the
publication of the 1984 white Paper and of the

phplic response to them; and

(c) consideration of the options for possible

further development in 1988.

4. The Green Paper does not recommend any one
option in preference to another. It does, however,
set out briefly the arguments for and against different
options. The objective 1is to encourage the widest

possible public response.

: SECRET s E#® %
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The main issues to be considered in subsequent

chapters are :

(a)

(b)

(=)

(d)

the composition and functions of the District
Boards and the Municipal Councils (i.e. . the
Urban Council and the Regional Council) and
possible ways of improving the 1links between

them {(Chapter III);

the composition of the Legislative Council and

.the methods nf selecting Council Members

(Chapter 1IV):

the question of whether the Governor should
continue to be the President of the Legislative

Council (Chapter V); and

practical aspects of elections to the District
Boards, the Municipal Councils and the
Legislative Council, including the seguence and
timing of electibns, the voting age and the
adequacy of present voting and electoral

arrangements (Chapter VL)



JH1ATN

6. Following publication of the Green Paper there will be
a period of public consultation extending to 30 September 1987.
During this time the public are invited to send their views in
writing to the Survey office which has been established £for the
purpose of receiving and recording public opinion on the 1987
Review. The terms of reference of the Survey Office, and cf the

independent Monitors overseeing its work, are at Appendix A.

) At the conclusion of the consultation period the Survey
Office will prepare a report on the opinions expressed on the Green
Paper. The report will be submitted to the Governor-in-Council. It
will then be tabled in the Legislative Council and published.
Thereafter, a White Paper setting out the Government's proposals for
the further development of representative government wildes e

prepared and published.



e T T e Rl e s a5 25012

e e e AP =

Y4

SECRET B E %

CHAPTER II

HISTORICAL BACKGROUND

Bis The development of representative government in
Hong Kong has been a gradual process. At each stage the
Government has consulted carefully within the community
in order to ensure the widest possible public support for

its policies.

9 Prior to {970 a formal system of consultation
existed in the New Territories through Village
Representati?es, Rural Committees and the Heung Yee Kuk.
In thé urban areas the Urban Council, made up of elected
and appointed members in addition to government
officials, was consulted on the provision of essential
municipal services. The Government also drew on the
advice of individual members of the community through a
wide range of advisory boards and committees and through
close contacts with kéifonqs and other similar

associations.
10. The key stages in the development of the

present structure of representative government in recent

years are summarised in paragraphs 11-27 below.
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Developments in the 1970s

e In the early 1970s the Government began to
place increasing emphasis on encouraging local residents
to become directly involved in the work of administration
at the neighbourhood and district levels. The Keep Hong
Kong Clean and the Fight Crime Campaigns were launched.to
tackle these pressing social problems. Efforts were also
made to promote better management and security in
multi-storey buildings through the establishment of
Mutual Aid Committees and Owners Corporations. City
District Committees, composed of leading members of the
community and representatives of appropriate government
departments, were set up in the urban districts of Hong
RKong and Kowloon to assist in co-ordinating these
efforts. They were assisted by local Area Committees
composed of members of the community fcom all walks of

life.,

123 These initiatives led to a strengthening of the
channels of communication between the Government and
local residents. In due course the City District
Committees were encouraged to assume a wider role 1in
stimulating a sense of local identity and helping to
ensure that the efforts of government departments were
co-ordinatgd as effectively as possible to meet the needs

and aspirations of the local community.

: SECRET = E# =
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135 In the New Territories, the movement of large
aumbers of people from the older urban areas, to live in
the developing new towns, gave impetus.to considefation
of how channels of consultation could be extended to meet
the needs of new residents, as well as phe indigenous
inhabitants. In 1977 the first District Advisory Board
was established in Tsuen Wan with a role and functions
similar to those of the City District Committees in the
urban areas. It comprised members of the local
community, Rural Committee Chairmen and government
officials working 1in the district. By - 1979 similar

boards had been set up in all New Territories districts.

14. During the 1970s steps were also taken to make
the system of government at the regiocnal and central
levels more representative, In 1973 the Urban Council
became the fjrst government body with elected membership
to be given statutory executive responsibilities and
financial autonomy. The six official members were
withdrawn from the Council, and the number of members

who were not officials was increased from 20 to 24, of

”,

whom 12 were appointed by the Governor and 12 were

directly elected on a limited franchise.

- SECRET s E# =
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155 During this period the membership of the
Legislative Council was expanded from 25 (excluding the
President) in 1970 to 44 in 1980, and the proportion of
Official Members was progressively reduced. By the end
of the 1970s, Members who were not government officials
were in a significant majority (55 per cent) on the
Council, and they were drawn from a wider range of social

and professional backgrounds than previously.

Subseguent Developments

District administration

165 The 1981 White Paper "District Administration
in Hong Kong" constituted the first formal statement of
the Government's policy intentions with regard to the
wider involvement of Hong Kong people in administration
ag) the district levels Following 1its publication,
District Boards were established in all the then eighteen
administrative districts of Hong Kong Island, Kowloon and
the New Territories with wide-ranging terms of reference
to advise the Government on matters affecting the well
being of people living and working in the district. At
the same time, District Management Committees, composed
of officials from government departments closely involved
with management at the district level, were established
in all districts to receive and act upon the advice of

their respective District Boards.

‘ SECRET & & #% %
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175 Initially, members of District Boards were
all appointed. They included Urban Councillors, Chairmen
of Rural Committees and Area Committees»in the district
and key members of the District Management Committees.
Elections to District Boards were held for the first time
in 1982, on the basis of local constituencies and a broad
franchise embracing all residents aged 21 years and over
who had lived in the territory for at least seven years.
In 1985, all official members on the Board (including the
Chairmen) were withdrawn and; tWe number of elected members

was doupled.

18.. There are now 19 District Boards with a total
of 426 members : 237 elected, 132 appointed and 57

ex—officio.

Developments at regional level

11925 Following the 1981 White Paper on District
Administration, the Urban Council franchise was extended
to bring it in line with that of the District Boards. 1In
order to strengthen the relationship between the Council
and the local community, territory-wide elections to the
Urbafh Council were replaced by elections from 15 regional
constituencies and each elected member of the Urban
Council was made an ex-officio member of an urban

District Board.

C I SECRET 5 E # &



207 In 1984 the Government announced that a second

municipal council was to be established to perform
functions in the New Territories similar to those of the
Urban Council in Hong Kong Island and Kowloon. A
Provisional Regional Council was set up in April 198S5.
The Regional Council, with full statutory authority, came

into existence one year later.

237 When the Regional Council was formally
established in April 1986, systems of representation
in the New Territories were already well developed
through the  Rural Committees, the Heung Yee Kuk and the
DistrictABoards. The composition, structure and working
arrangements of the Council were therefore devised to
take full account of the need to develop close links
with these various bodies. Thus, in addition to
appointed and diEectly elected members, the Regional
Council includes members indirectly elected by the New
Territories District Boards, and the Chairman and two
Vice-Chairmen of the Heung Yee Kuk are ex-officio

members.

P el ol n Y i - A
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Developments at the central government level

22 The progressive> development of a more
representative Legislature, noted in paragraph 15 above,
continued in the early 1980s. At the beginning of 1984,
the membership of the Legislative Council (excluding the
President) was 47, of whom 29 Members, or 62 per cent,
were not government officials. Nevertheless, 1in .the
light of developments at district and regional level,
there were increasing calls from the public for further
development of the system of representative government at

the central level.

TAE In considering how this might best be achieved,
the 1984 Green Paper took, as its guiding principle, the
importance of building on the systems of consultation
which were already 1in place. Two main approaches were
identified : one based on representation with reference
to where people live (e.g. Area Committees, District
Bocards, the Heung Yee Kuk etc.) and one Dbased on
representation with reference to their occupation or
professional expertise (e.qg. lawyers, doctors,

educationalists, industrialists etc.).

2
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24. Following public consultation, the 1984 White
Paper concluded that changes should be made to the
composition and balance of membership of the Legislative
Council. It recommended that the number of Official
Members should be reduced and that the system of
appointing Members to the Legislative Council, from a
wide range of geographical and occupational affiliations,
should be supplemented by the formal creation of specific
geographical and functional constituencies from within

which a substantial number of Members might be elected.

255 i The first elections of Members to the
Legislative Council were held in September 1985. Twelve
Members were elected by nine "functional constituencies”
composed of members of territory-wide organisations and
professional podies representing commerce, industry,
finance, labour, the social services, medicine,
education, the legal profession and the engineering and

-

associated professions.

26. The election of a further twelve Members to
represent "geographical constituencies" was carried out
by an electoral college comprising all District Board
members and members of the Urban and Regional Councils.

To ensure a reasonable balance in geographical

e SECRET s E# =
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representation the college was divided into 12
constituencies - ten made up of District Board members,

and two made up of members of the Urban and Regional

Councils.

gy The main outcome of the 1984 White Paper has
thus been to introduce new methods of selecting Members
of the Legislative Council by means of elections based on
a limited franchise. The public were also consulted, in
1984, on the desirability of introducing direct elections
to the Legislative Council, based on a franchise similar
to that for the District Board and Municipal Council
elections.v» The White Paper concluded that the issue
should be further cénsidered in the context of the 1987

Review.

¥

| SECRET = E# =&



G.F. 316

SECRET e X ## &

CHAPTER III

THE DISTRICT BOARDS AND THE MUNICIPAL COUNCILS

28. Chapter II described in general terms the
way in which representative government in Hong Kong has
evolved. The District Boards are primarily local advisory
bodies, although they are consulted on some territory-wide
issues which may have a significant impact on the
"man in the street". The Municipal Councils have
executive authority at regional level for the provision of
servicesnesséntial to public health and the well-being of
the community. The Legislative Council enacts laws,
controls public expenditure and is increasingly involved
in advising on the formulation of government policy.
Close links between the various reprééentative bodies have
be;n facilitated by cross-membership between the pDistrict

Boards and Municipal Councils and by the electoral college

system of elections to the Legislative Council.

2973 The structure of three separate but
inter-connected levels of government, which is illustrated
in the diagram at Appendix B, 1is thus clearly defined.

There has been some comment, however, that in a territory

K
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as small and geographically compact as Hong Kong it is
superfluous to have three levels. In particular,
attention has been drawn to an apparent similarity of role
between the District Boards and the Municipal Councils in
some aspects of district affairs, and to the cost of
administrative and support staff for the extensive network
of committees and advisory bodies. Some commentators
suggest that either the District Boards or the Municipal
Councils should be abolished and their functions combined,
or that they should be merged to create four or five
regional bodies, each with both executive and advisory

funclLiovns.

3.0 On the other hand there are strong arguments for
retaining the present three-tier structure. It has
encouraged public participation in the conduct of
government at all levels and has enabled the Government
to receive ad&ice from an increasingly wide range of
people. Key municipal services are provided efficiently
and cost-effectively and the present administrative
arrangements ensure that services and projects are
developed and provided in accordance with broad regional

priorities.

 SECRET s E# =&



AlEe The abolition of either the district or the

regional 1level of representative government, oOr their
merger to form a number of municipal boards, would cause a
major disruption in the structure and conduct of
representative government at a time when stability and
consolidation of the system must be a prime objective.
Either course would necessitate a complete re-organisation
of the support provided by government departments at the
district and regional levels and could lead to a loss of
efficiency and to potentially wasteful competition for

resources.

32 It is therefore not proposed in this review to
consider options which would so seriously upset the
established pattern of development of the system Or
disrupt the operations of existing statutory authorities
and their administrative arrangements. There have,
however been other suggestions for changes in the
composition and functiocns of the District Boards and
Municipal Councils, and in the relationships between the
two, which do not imply major changes in the present
structure. They are considered in later sections of this

chapter.
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The District Boards

335 At the level of district management the 19
District Boards now advise on a wide range of issues which
affect the residents of their districts. In. all
districts, committees have been established under the
Boards to enable more detailed advice to be given on
matters such as traffic and transport, environmental

improvement, community building and social services.

34. The Government also consults District Bnards on
selected ﬁajor territory-wide 1issues, PDistrict Board
members are an important channel through which members of
the public make known their views on Government policies,
raise specific complaints and make suggestions on the
performance of departments. Their role in the
consultative process 1is reflected in the wide range of
contacts which District Board members are developing with

the community.

35 To date there has been no systematic exercise to
gather public opinion on the contribution which District
Boards are making to the system of qovernment? AThe
opinion surveys which have been carried out have been
limited in scope but, nevertheless, show that the great
majority of respondents consider that the District Boards

are playing a positive role and have been effective

SECRET s E# =
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in promoting improvements 1in the 1living environment,
public transport se.vices and community facilities in
their district, and in conveying public complaints to the
departments concerned. The notable 1increase 1in the
turnout of voters at the second round of District Board
elections in March 1985, when 476,000 electors turned out
to vote compared with 336,000 1in 1982, 1s also an
indication of increasing public recognition of the role of

the District Boards.

86 A review of the opinions of District Bcard
members 6n the effectiveness of the PIStrict
Administratiod Scheme was carried out in early 1987. The
issues on which District Boards were consulted included
the adegquacy of present arrangements for consulting the
Boards; their - role in district management; the
desirability of further changes in their composition; and
the relationship of the Boards with the Municipal Councils
and the Legislative Council. The operating procedures of
the Boards were also reviewed and, as a result, sever;l

improvements are being implemented.

Role of District Boards

373 The review showed that most District Board
members were of the view that the role of the District

Boards should remain primarily advisory. However, they

~ SECRET =& # %
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considered that, notwithstanding the care taken to consult
them on appropriate issues, their advice was not acted
upon by government departments to the extent that they
would wish. Many Board members felt that closer 1links
between the District Boards and District Management
Committees would help to remedy this, by enabling them to
monitor, more effectively, the impact of their advice on
the administration of thei: district. (Under present
arrangements it is the District Management Committees,
composed entirely of government officials, which are
responsiblg for ensuring that the services and activities
of governmehp departments are effectively co-ordinated to

meet specific district needs.)

38 Mcst District Board members considered that, in
addition to their advisory role, District Boards should be
enabled to take decisions on certain matters of district
concern. The view was also expressed that the Boards
should assume a role in the management of certain district
community facilities, although it was recognised that the
scope of authority of the Boards would have to be clearly

defined.

39 The options which have been suggested for

possible changes in the role of the District Boards are :

§
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(i) to make no change in the present role of the
Boards, but to ensure that the Boards' advice is
accepted whenever possible and acted upon

promptly;

(ii) to empower the Boards to take decisions and to
direct the actions of government departments on
certain matters of concern specifically to their

districts:

(1ii) to give . to District Boards a role in the

management of certain district facilitlies,

40. As regards option (i), the Government accepts
that District Boards can reasonably expect their advice to
be taken unless it conflicts with policies or priorities
laid down at the central or regional levels of
government. Steps have already been takenrtc ensure that,
wherever possible, the advice of District Boards will be
taken and that, where this 1is not possible, full

explanation is made.

3. 1% Options (ii) and (iii) offer means of enhancing
the role of the District Boards provided it proves
possible to identify a range of issues on which decisions

can be taken at district level. It would,
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however, be necessary to consider the implications of such
developments for policy at the regional and central
government levels and for the management and raising of
public funds. In particular, it would be necessary to
distinguish clearly between the areas of authority of

the District Boards and those of the Municipal Councils.

Composition of the District Boards

42. Another important issue considered by Board
members was whether District Boards should continue to
include appointed and ex-officio members as well as
elected members. At present District Boards are made up
of elected and appointed members, who are in a ratio of
approximately 2:1. 1In addition, Urban Councillors and the
Chairmen of Rural Committees are ex-officio members of

rban and New Territories District Boards respectively.

43 . Most District Board members expressed support
for retaining appointed members, in the interests of
continuity and of achieving a balance of local knowledge
and experience on the Board. Some, however, felt that

the proportion of appointed members should be reduced.

Members of New Territories District Boards were also
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strongly in favour of Rural Committee Chairmen continuing

to be ex-officio Board members as a means of ensuring that
the interests of residents of rural areas are adequately
represented. On the other hand, most members of urban
District Boards were not in favour of Urban Councillors
continuing to be ex-officio District Board members for
reasons which are discussed more fully in paragraphbs 59

and 60 below.

44, In the light of the foregoing the options for
change in the composition of the District Boards in 1988

would seem to be :

(1) to make no change to the present proportioans of

appointed and elected members;
(ii) to reduce the proportion of appointed members;

(01 151%) to witndraw Urban Councillors from ex-officio

membership of urban District Boards.

45. As regards options (i) and (ii), the present
ratio of elected and appointed District Board members was
introduced following the 1984 review of the District
Administration Scheme. The changes introduced at that

time to the composition of the District Boards, namely
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the withdrawal of all official memberé (including the
Chairmen) and a doubling in the number of elected members,
weré regarded by some as premature in the 1light of the
short time the Boards had existed. This would tend to
argue against further change to the relative proportions

of elected and appointed. District Board members in 1988.

46. Cption (iii) raises the wider question of the
relationship between the Urban Ccuncil and the wurban

District Boards, which is discussed more fully in

paragraphs 59-65 below.

The Municipal Councils

47. The Municipal Councils are statutory bodies
responsible for providing the following three main

categories of services :

(a) Public health services: street cleansing and

refuse collection; food hygiene, including the
licensing and inspection of restaurants; pest
control; the management of hawkers and markets,

abattoirs, cemeteries and crematoria.
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{b) Cultural services: the construction and

management of performing arts centres, public

libraries and museums.

(c) Recreation services: the construction and

management of parks, swimming pools, gardens and
recreational open spaces; the management of
public beaches and a wide range of indoor and

outdoor sports facilities.

48. ~ Both Councils are financially autonomous and
derive most.of their income from a share of the rates paid
by property aners. They also obtain revenue from licence
fees and miscellaneocus hire charges. This income is used
mainly to pay for running the Urban Services and Regional
Services Departments, through which the Councils discharge
their executive responsibilities; and in the case of the
Urban Council to finance an extensive capital works

programme.

49. While both Councils fulfil largely the same
functions, there are differences in their composition and
methods of operation. These reflect in part their
different historical origins and in part the different

characteristics of the regions they serve.
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The Urban Council

50% The Urban Council provides services to some 35
million people living on Hong Kong Island and in Kowloon.
It is composed of 30 members: 15 appointed by the Governor
and 15 directly elected on a constituency basis. The
Chairman is elected by the Council from amongst 1its
membership. The executive authority of the Council 1is
exercised through the Standing Committee of the Whole
Council and its thirteen Select Committees. These deal
with Administration; Capital Works; Culture; pistrict
Relations;‘Entertainment; Environmental Hygiene; Finance;
Food Hygiene, Libraries; the Ligquor Licensing Board;
Markets and Street Traders; Museums; and Recreation. Tn
1987-88 the Council controls recurrent expenditure in the
order of $2,250 million and oversees the work of over

17,000 staff in the Urban Services Department.

Bl In recent years the Urban Council has played a
key role in developing a network of efficient municipal
services to create a cleaner, healthier and more
attractive city environment. It has also played a
prominent part in enriching life in Hong Kong by

developing cultural, recreational and leisure facilities.
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The Regional Council

52% The Regional Council provides services to over
1.8 million residents of the New Territories. Tt o as

composed of 36 members : 12 appointed, 12 directly elected
by geographical constituencies, nine indirectly elected
from New Territories District Boards and three ex-cfficio
(namely the Chairman and two Vice-Chairmen of the Heung
Yee XKuk). The Chairman of the Regional Council 1is

elected from among the members.

534 The Council has three Select Committees which
deal with éinance and Administration, Environmental
Hygiene and Recreation and Culture. It also has nine
geographically-based District Committees which deal with
most operational matters, thereby relieving the full
Council- of a lot ©of minor business. Each district
committee is made up of eight Regional Councillors, four
District Board members and three members from other local
organisations in the district concerned. They are chaired
by the District Board member whom the Board has elected to
the Council. In 1987-88 the Council controls a budget of
$1,000 million, and oversees the work of nearly 9,000

staff in the Regional Services Department.
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The need for two councils

54. Before the creation of the Regional Council the
view was ekpressed that, instead of creating a second
statutory municipal authority, the powers of the Urban
Council should be expanded to cover the New Territories.
The Government took the view, however, that a single large
council would be unwieldy, and not necessarily more
efficient and economical 1in its operations than two

smaller councils.

B Since the establishment of the Regional Counecil ,
some have continued to argue that the two Councils should
be amalgamated 1in order to streamline administrative
procedures and to economise o©on resources. However, the
general view appears to be that the decision to establish
a second municipal council was correct, having regard to
the different geographical and social characteristics of
the New Territories. Large areas of the region are still
rural in character, with much unplanned temporary housing
and industrial development which present problems 1in the
provision of basic sanitation and cleansing services.
(Those parts of the region which are urbanised, namely the
new towns, have generally been developed with _the
necessary modern infrastructure of public services and a

full range of community facilities.)
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50 On the other hand, the areas for which the Urban
Council is responsible are, for the most part, fully
developed and densely populated. They include many older
urban areas where there is a need to improve the 1living
environment oOf residents and to implement improved
standards of provision for facilities such as markets,
libraries, cultural centres and sporting and recreation
faecilities. It would clearly be difficult for a single
municipal council to develop and implement policies which
could be applied throughout areas with such diverse needs

and characteristics.

Recent views on possible change

The Regional Council

57 It is too early to evaluate fully the impact of
the Regional Council, but experience to date suggests that
it manages efficiently and economically the provision of
municipal services in the New Territories. The
arrangements under which District Board members are
elected to sit on the Council and the setting up of
district committees have provided an opportunity for the

views of local district representatives to be taken into
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account in the planning and provision of services and
facilities. There is thus no strong indication of a need
for change in the composition, structure or operating

arrangements of the Regional Council.

The Urban Council

58. There have been suggestions, however, thét
changes should be made in the composition, structure and
working arrangements of the Urban Council to bring it more
in line with the Regional Council and to improve 1its

relationship with the urban District Boards.

Relationship with the urban District Boards

59 The present arrangements under which all elected
Urban Councillérs are ex-officio members of a District
Board, and appointed Councillors are also nominated by
the Council to sit on a District Board were

introduced in 1982 when the full district administration
scheme was first implemented. The intention of these
arrangements was to strengthen the relationship of the
Urban Council with the local community by enabling greater
public participation and consultation at the local level
and placing greater emphasis on the importance of

district-based planning.

. SECRET = E#& =



G.F 116

SECRET = E # %

60. This system of cross-membership between the
Urban Council and urban District Boards has been
criticised by.many District Board members. They consider
that most Urban Councillors do not show sufficient
interest in district affairs and, as a result, have not
been able to represent adequately in the Council the views
and interests of District Board members, or to provide an
effective link between the district and regional levels of
government. Most District Board members see little point

in Urban Councillors continuing to sit on District Boards.

a1 - In countering this view the Urbaun Council has
pointed out ﬁhat, in addition to Councillors sitting as
Board members, District Boards are kept fully informed of
all aspects of the Council's work and, in particular, are
closely involved 1in the planning and organisation cf
district cultural and recreational programmes, and in
setting priorities for new capital works projects. On the
whole, they feel that the present relationship betwé@ the
Boards and the Council is working satisfactorily and that,
rather than introducing structural changes, efforts should
focus on improving channels of communication and
day-to-day working relationships between District Board
members and Urban Councillors. Some Councillors, however,

have acknowledged that their dual role as Urban Councillor
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and District Board member can at times place them in an
awkward position, when district interests must clearly
take second place to wider regional priorities for the

provision of services.

62 g 16 ity B SRS - éons1dered, in the:  light!  of :the
criticisms recorded in paragraph 60 above, that Urban
Councillors should no 1longer be ex-officio members of
District Boards, it 1is necessary .to identify alternative
ways of providing links between the Boards and the

Council. The options which have been suggested are :

(1) to replace the present system of direct
elections to the Council by a system of indirect
election of Urban Councillors from among

District Board members;
(ii) to provide more opportunities for District Board
members to participate directly in the work of

the Urban Council and its Select Committees;

(ixd) to expand the membership of the Urban Council to

include either :
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(a) a representative of each urban District
Board, elected to the Council from among
Board members (i.e. the system used on the

Regional Council); or

(b) the Chairman of each urban District BoardAas

an ex-officio member.

63 ~ Those who support option (i) consider that it
would impréve communication between the District Boards
and the Council and would provide opportunities for
District Board members to gain wider experience of
government at the regional level. However, to discontinue
direct elections to the Urban Council would be regarded by
many as a retrograde step, particularly having regard to
the long history of elected membership on the Council.
Such a change would also call into gquestion the
composition of the Regional Council, only a short time

after its establishment.

64. There are a number of ways in which option (1ii)

might be achieved :
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(a) District Board Chairmen or their nominated
representatives could attend Select Committee
meetings, or even meetings of the Standing
Committee of the Whole Council. Although the
Board members would have no voting power, they
would have more opportunity to represent
directly the views of their districts on matters

of concern to them.

(b) The present policy, which requires an urban
District Board member who is subsequently
eleéted to the Urban Council to give up his
District Board seat, could be relaxed. There is
no requirement for Regional Council members to

give up their District Board seats.

If one or both of these measures were supported, it would
be for consideration whether they should be introduced as
a supplement to the existing cross-membership arrangements
or 1instead of them. Neither course would necessarily

satisfy the criticisms of District Board members.
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65. Option (iii) is that preferred by most District
Board members, as it would enable the urban District
Boards to participate direétly in the decision-making
process of the Urban Council, in the same way as their
counterparts in the New Territories participate in the
work of the Regional Council. It would also help to
ensure that the views of district residents are fully
reflected on the Council. Members of the Urban Council
consider, however, that the inclusion of members elected
both directly and indirectly from the same geographical
areas would bring into guestion the representative status
of each type of member, even though this does not seem to

have been a problem so far on the Regional Council.

Size of the Urban Council

66. If option (iii) above were to be implemented it
would increase the size of the Urban Council by ten
members and alter the balance in the numbers of appointed
and elected members. Separate suggestions have been made,
however, that the Urban Council should be expanded because
it is at present smaller (30) than the Regional Council

(36) even though it serves a much larger population.
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67. An increase in the size of the Urban Council may
therefore be considered desirable in itself. If so,

bringing District Board representatives onto the Council
is one possible option (see paragraphs 62-65 above).

Others would be :

(1) to increase equally the number of appointed and

directly elected members;

(ii) to increase the number of directly elected

members only.

Both these options would enable the heavy workload of the
Urban Council to be shared amongst more Councillors. They
would also make it possible to reduce, to some extent, the
size of Urban Council electoral constituencies which
average 230,000 people compared with tnhose of the Regicnal
Council which fanqe from 45,000 people in the Sai Kung
constituency to 240,000 people in the Tsuen Wan

constituency.

Structure of the Urban Council

68. There have been suggestions that another means
of improving the 1links between the Urban Council and

District Boards would be to establish district committees
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under the Urban Council, similar in function to those
which have been set up under the Regional Council.
Such committees could, in theory, be established, whether
or not it is decided that District Board representatives

should become members of the Urban Council.

69. Some who have commented on this suggestion and,
in particular, members of the Urban Council, consider it
impractical to attempt to manage services in this way in
the urban areas because the relatively small size of urban
districts, and the need to make the most etticient use of
limited 1land resources, make it imperative to plan
services and.facilities having regard to the needs of the
region as a whole. In particular, if over-provision is tc
be avoided, not all districts can have a full range of all

types of facilities.

Z0% Others, while acknowledging the practical
arguments against a district-based approacn to the
management of municipal services in Hong Kong Island and
Kowloon, nevertheless consider that the setting up of
committees with responsibilities covering several
districts or a sub-region would complement usefully the
work of functional Select Committees and enhance

co-operation between districts and the Council.
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71 In the light of the above considerations the

options would seem to be :

1) to make no change to the committee structure of

the Urban Council;

{z1820) to establish sub-regional committees with
responsibilities covering more than one

district, either :

(a) in addition to the existing
Select Committees of the Council;

or

{b) to replace the functions of some

existing Select Committees.

12+ Option (i) 1is that favoured by the Urban
Counctily which sees no advantage in changing its
well-established committee structure and system cf

operational control.
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T35 Option (ii) could promote closer working
relationships between the Urban Council and urban District
Boards, but it might result in a less efficient and
cost-effective method of providing municipal services. In
particular option (1ii)(a) might lead to a duplication of
effort between the sub-regional committees and the Select
Committees. Option (ii)(b) would reduce the risk of
overlap between the responsibilities of sub-regional
committees and Select Committees but very careful thought
would be required to decide which services might be more
effectively .manaqed on a sub-regional basis and which

centrally.
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CHAPTER IV

THE LEGISLATIVE COUNCIL

The Functions of the Legislative Council

74 . The primary function of the Legislative Council is the
enactment of legislation, including legislation for taxation and for
the appropriation of public funds. Ten officials of the
Administration are responsible for introducing government business
and legislation into the Council. The remaining Members of the
Legislative council, who are not officials, are able to guestion the
Administration on public issues for which it is responsible and
debate questions of policy. They are also 1involved 1n advising on
the formulation of government policies through participation in
advisory committees and specialist panels and by studying and

commenting on draft bills and policy documents.

5 There are two Standing Committees of the Legislative
Council: the Finance Committee and the Public Accounts Committee.
The Finance Committee, which has two Sub-Committees dealing with the
establishment of the public service and the Public Works Programme,
scrutinises all public expenditure and approves the financial
implications of new policies and programmes. The Public Acccunts
Committee examines and reports on the findings in the Director of

Audit's Report on the Government's annual statement of accounts.

/o Since the start of the 1985/86 session, when membership of
the Legislative Council was increased from 45 to 56, the volume of
work has developed substantially. The frequency of Council meetings
has increased from fortnightly to weekly. The Council's role in
scrutinising legislation, and in helping to shape Government
policies, has been further developed in Select Committees and in
numerous ad hoc groups and panels. Council Members regularly meet a
wide cross-section of people, and thus keep closely in touch with
public opinion. They have also travelled extensively overseas on
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fact-finding missions. The Council's role as monitor of the
performance of government is increasingly displayed in the Council
Chamber both at question time and in debates on issues of public

concern or current interest.

Composition of the Legislative Council

T7 i In addition to..the President, the Council is now made up of:

(a) 10 Official Members: three public officers ex-officio (the

Chief Secretary, the Financial Secretary and the
Attorney-General), and seven others appointed by the

Governor.

{b) 22 Appointed Members: appointed by the Governor.

(c) 24 Elected Members: 12 elected by the functional

constituencies and 12 by the electoral college, details of

which are at Appendices C and D respectively.

7 8% Paragraphs 79-96 below review developments since the
publication of the 1984 White Paper, and discuss possible options
for changes in 1988, in respect of each of these categories of
members. In considering these optiocons, it is necessary to bear in
mind the question of the overall size and balance of the Council:

this qguestion is discussed further in paragraphs 111-115 of this

chapter.

Official Members

79t Following the adoption of the 1984 White Paper, the number
of Official Members who carry out the duties described in paragraph
74 above was reduced from 18 to 10. Experience since then indicates
that this is the minimum number required to maintain the efficient
conduct of public business in the Council, and to ensure that all

ma jor aspects of government activities are represented and can be
satisfactorily answered for. If, as seems likely, the burden of
work of the Council continues to increase, the number of Official
Members could not be further reduced without an unacceptable
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reduction in the capacity of the Administration to carry out its
duties effectively in the Council. The only feasible options for
1988 are that the number should be either maintained or increased

slightly.

Appointed Members

80. The 1984 White Paper took the view that, if an element of
continuity was to be maintained in the working of the Legislative
Council, it would be unwise to reduce the number of Appointed

Members appreciably or too hastily.

a8l There has been little suggestion, since the publication of
that White Paper, that the practice of appointing Members to the
Legislative Council should cease in the short term. The system of
having some members appointed by the Governor will have to be
changed in the future, to conform with the provisions of the Joint
Declaration. Nevertheless, the retention of Appointed Members in
the immediate future would enable the Legislative Council to
continue to benefit from the contribution of able persons who
represent a wide range of experience and understanding of sectors
important to the well-being of the Hong Kong community,

complementing the experience and interests of other Members.

B2 In the light of the discussion of this issue in 1984 and
since, the options for Appointed Members for 1988 would seem to be:

(1) to retain the same number as at present;
tid) to make some reduction.

Members elected by the Functional Constituencies

83 The 1984 Green Paper envisaged that the creation of
functional constituencies, on a formal basis, would be a development
from the previous informal system of the Governor appointing Members
from a wide range of professional and occupational groups, through

which much specialist knowledge and valuable expertise had been
provided for the Council.

-
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84. The concept of functional constituencies has been criticised
as elitist and unduly advantageous to the groups represented. On
the whole, however, comments on the system have been favourable, and
there have been suggestions that the number of seats should be
increased to enable other significant sectors of the community to be

thus represented.

85. _ . It was made clear in 1985 to sectors which complained of
being left out, that they would continue to be represented through
the appointment system. Nevertheless, since the 1984 White Paper, a
number of professional bodies and organisations, a list of which is
at Appendix E, have requested formal recognition as functional
constituencies. Some (e.g accountants) have scught to become new
functional constituencies while others (e.g dentists) have sought
inclusion in an existing constituency. At the same time, in at
least two constituences which are made up of twQ Qr more
professional groupings, some of the numerically smaller groups (e.g
architécts in the engineers and associated professions constituency)
have expressed the view that their interests are inadequately

represented because they are heavily outnumbered.

86. There has also been some criticism of the voting
arrangements at the 1985 elections. Some social workers and members
of labour unions were unhappy that votes in their respective
functional constituencies were given to social welfare agencies and
labour unions as such, and not to individual members. This was done
because of the difficulty of defining qualifications for membership
of these constituencies. The type of preferential voting system
used in the elections was also criticised and will need to be

re-examined: this point is covered in paragraphs 141-145 below.

85 Most of the views expressed continue to be in favour of
fetaining functional constituencies as a system for selecting
members of the Legislative Council. The range of constituencies
will be considered in the light of public response to the Green
Paper to see whether other sectors of the community should be thus

represented in the Council.
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Options for 1988

88. The options for 1988 would therefore seem to be:

(i) to retain the present nine constituencies electing 12

Members to the Legislative Council;

(idi) to maintain the existing number of constituencies but to
enlarge the scope of some constituencies with an additicnal

seat or seats in the Legislative Council allocated to them;

£iii) to expand representation to include additional
constituencies with their own seats in the Legislative

Council.

89. In view of the representations which have already been made
by various groups for recognition as functional constituencies,
option (i) would undoubtedly leave many dissatisfied. Option (ii)
would enable some existing constituencies to be more widely
representative. It might, however, lead to problems if too many
different professional or interest groups were included within one
constituency. Such problems could be reduced to some extent if the
constituencies concerned were provided with more than one seat.
Option (iii) would be favoured by those sectors seeking recognition
as functional constituencies. In considering whether an additional

group or groups might be included, the following guidelines may be

useful:

(a) functional constituencies should be substantial and of
importance in the community;

(b) any new constituency should be clearly defined to avoid
difficulties over who qualifies for inclusion and how the
electorate is prescribed:

(c) constituencies should not be based on ideology, dogma or
religion;

(da) particular groups or bodies should not be represented in

more than one functional constituency.
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Members elected by the Electoral College

Developments since the 1984 White Paper

90. The principal objective of the electoral college system is
to select some members of the Legislative Council on the basis of a
reasonably balanced geographical distribution of seats. Although
membership of the college is limited to members of District Boards
and the Municipal Councils, the electoral college may nominate and
elect any person who is a registered elector on the general
electoral roll and who has resided in Hong Kong for at least ten
years immediately before the date of nomination. In the 1985
elections, all candidates nominated were sitting members of PDistrict

Boards or the Urban and Regional Councils.

91. Before the 1985 elections, the concept of the electoral
college was generally well received, although some said that members
of the college should not be given the right to decide, on behalf of
the general public, who is suitable to sit in the Legislative

Council.

925 The arrangements for the 1985 elections gave rise to certain
criticisms in respect of the 10 District Board constituencies of the
electoral college. The way in which districts were grouped together
was thought, in some cases, to have linked together areas which had
little in common. Specific examples gquoted were the New Territories
Southern constituency, which is made up of Sai Kung, Tsuen Wan and
Isiands Districts; and the Hong Kong Eastern constituency where the
relatively small Wan Chai district is merged with the much larger

Eastern district.

93 The voting system used in the 1985 elections has also been
criticised. The repeated ballot system, it is said, created
factions in individual District Boards and competition between
separate District Boards in the same constituency. Voting

arrangements will be reviewed in paragraphs 146-148 below.
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94. Nevertheless, the electoral college system has undoubtedly
fostered closer links between the different levels of government and
has brought into the Legislative Council a number of Members

experienced in local affairs.
95. The options for 1988 would appear to be:

5 to retain the present 12 constituencies, each electing a

member to the Legislative Council;

(ii) to maintain the existing number of constituencies, but to
reorganise some geographical constituencies to provide for a
more compatible grouping of districts, with an additicnal
seat provided to constituencies which are particularly large

or diverse in character; or

(iii) to increase the number of geographical constituencies to
enable each District Board to elect a representative to the

Legislative Council.

06 Option (i) would leave the problems described in paragraph
92 above unanswered. Option (ii) would overcome the criticisms to
some extent, without increasing greatly the number of electoral
college seats. Option (iii) would eliminate rivalries between
District Boards, but would require an additional nine seats in the
Legislative Council, making 21 from the electoral college. It would
also result in a large district such as Kwun Tong, with a population
of 678,000, having the same representation in the Council as a small
district such as Sai Kung, with a population of 45,000. More evenly
distributed representation with, for example, each electoral coliege
member representing a constituency of some 250,000, would require
still further seats in the Legisaltive Council. This could inp turn
alter the balance of membership in the Council and might lead to
renewed criticism that District Board and Municipal Council members

are given too much influence in the Legislative Council.
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Suggestions for New Forms of Election

O Section 1 of Annex I to the Joint Declaration provides,
amongst other things, that "the legislature of the Hong Kong Special
Administrative Region shall be constituted by elections”. This
provision will, in accordance with paragraph 3(12) of the Joint
Declaration, be stipulated in the Basic Law to be passed by the
National People's Congress of the People's Republic of China. The
Basic Law, which is in the process of being drafted, may also
specify the method or methods of election which will be used for the
constitution of the legislature of the Hong Kong Special
Administrative Region after 1997.

98. This provision in the Joint Declaration clearly has
implications for the composition of the Legislature in the longer
term and, in particular, for the future of the present groups of
official and appointed members. Suggestions have been made, in the
context both of the development of representative government and of
the drafting of the Basic Law, that new forms of election to the
Legislature should be considered in addition to, or as a further
development of, the existing functional constituency and electoral

college systems.

99. A primary consideration is whether, in furthering the
development of representative government, it would be better to rely
on the maintenance or development of existing systems, or to

introduce additional systems of representation.

TR o) ek The Government has taken pains to ensure that many channels
are available through which the views and concerns of the community
can be made known to the Administration. In addition to the
principal institutions of representative government, namely the
District Boards, the Urban and Regional Councils, and the
Legislative Council, there is an extensive network of boards and
committees on which many hundreds of pecple participate, advising
the Government on a wide range of local and territory-wide issues,

up to and including the most important policy decisions.
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101. One suggestion is that a proportion of the Members of the
Legislative Council should be directly elected on the basis of a
universal franchise. A similar suggestion was discussed in the 1984
Green Paper. The 1984 White Paper concluded that further

consideration would be given to the issue in the 1987 Review.

102, Since the publication of the 1984 White Paper, opinions have
continued to be expressed for and against the introduction of direct
elections, although a substantial part of the community has not

openly expressed a view.

103. Those who favour the introduction of a directly elected
element into the Legislative Council believe that it would produce
members who are able to speak directly for the people of Hong Kong,
and thus better ensure that the views and interests of Hong Kong
people were being taken into account when important decisions are
made. They see direct elections as the best means of securing a
government which is truly representative and accountable, and thus
able to carry out its policies with the support of the majority of

Hong Kong people.

104. Others, however, believe that direct electiohs might be
manipulated by small, highly-motivated groups to secure the election
of candidates not generally representative of the whole community,
especially if the turnout of voters were low. Some point out that
direct elections might lead to confrontational politics, and perhaps
also to the emergence of political parties. In their view such
developments could undermine internal stability and overseas

confidence in the territory's future, and endanger its economic

prosperity.
Timing
105 Some have argued that, since the present systems for the

election of Members to the Legislative Council have been in place
for less than two years, it is premature to contemplate introducing
another form of election, even if changes are to be made later.

Some have also argued that no change should be made until the system
to be used for elections after 1997 is clarified by the Basic Law.
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Others, however, have argued that, if a stable system of
representative government is to continue to develop and if the
momentum of such continued development is not to be lost, then a
small proportion of directly elected Members should be introduced
into the Legislative Council in 1988. Only a very few, however,
have suggested that there should be a rapid move towards having a
substantial proportion of Legislative Council Members directly
elected. Rather, there has been a wide measure of agreement on the

importance of maintaining a carefully considered approach.

Methods of Election

106. There has also been discussion as to whether, if there were
to be direct elections, they should be conducted through a single
territory-wide constituency, a small number of large geographical
constituencies, or a larger number of smaller geographical
constituencies. A single territory-wide constituency would regquire
that candidates have substantial financial resources and
organisational support in order to reach out to all voters. On the
other hand, to conduct direct elections through geographical
constituencies would introduce a second system of geographical
representation alongside the existing electoral college. This could
invite comparison between the representati?e status of directly
elected members and members elected by the electoral college, and
throw into question whether the two categories should co-exist,
although it could be argued that different forms of election might

produce different types of candidate.

107. In the light of the above considerations there is a range of
possible conclusions on the question of whether there should be an
element of directly elected members in the Legislative Council.

They are:

(1) that direct elections to the Legislative Council are not

desirable:

(1ii) that in principle some element of direct elections 1is

desirable, but that it should not be introduced in 1988:
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(iii) that a directly elected element should be introduced in
1988, in addition to the existing categories of Members,
through either a single territory-wide constituency or a
number of geographically-based constituencies:

(iv) that there should be an element of directly elected Members
in 1988 as in option (iii), but that they should replace
those members elected by the geographical constituencies of

the electoral college.

A new Electoral College

108. Another idea which has been put forward in connection with
the drafting of the Basic Law has been that, in the longer term, a
proportion of the members of the Legislature might be elected by a
new, broadly-based electoral college. It has been suggested that
this might consist of several hundred persons drawn from the
Legislature, the Municipal Councils and District Boards, statutory
and non-statutory organisations and various other sectors of the

community.

1091 Those who favour this concept consider that such a body
would be broadly representative and therefore likely to ensure that
the Legislature would continue to benefit from the talents and
experience of members representing a wide range of interests. They
also see the new electoral college as a means of reducing the risk
of confrontational politics. Others have, however, questiqned the
representativeness of such a body, on the grounds that many of the
proposed members would be persons who have themselves not been
chosen by elections. Questions have also been raised as regards the
criteria both for identifying the organisations and sectors to be
included in the college and for determining the number of

representatives for each of them.

10, The concept of a new electoral college would need to be

further developed before a conclusion could be drawn as to whether
such an arrangement would be desirable. A considerable amount of
further thought and discussion would be required on issues such as

the exact composition and membership of such a college, the
proportion of members cf the Legislature to be elected by it and the
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procedures to be adopted for nominating and electing candidates.
The concept of a new, broadly-based electoral college is therefore
put forward as a matter for discussion for the longer term rather

than for consideration as an option for 1988.

Size and Balance of Membership of the Council

e This chapter has discussed a range of options for change to
the composition of the Legislative Council in 1988. The merits and
demerits of each option can be evaluated separately. However, the
cumulative impact of different combinations of options on the
overall size and balance in the composition of the Legislative

Council must not be overlooked.

112 Certain combinations of options would not necessitate a
significant increase in the overall size of the Council; but others
would. The number of Council Members (excluding the President) was
increased from 45 to 56 in 1985. The addition of more members has
undoubtedly helped in sharing out an increasing workload; but it has
also contributed to the workload itself, as more Members wish to
speak in debates, comment on legislation and question the

Administration.

138 A reasonable balance has to be sought, so that while all
individual Members are able to contribute to Council proceedings as
fully as they wish, the business of Council is also conducted
efficiently and expeditiously. A small increase from the present 56
Members would not have significant implications for the conduct of
the Council's business: by contrast, a large increase in the short
term could well require major changes in the way in which the

Council's business is organised and managed.

114. Certain options or combinations of options would have

a greater impact than others on the balance of membership in the
Council. At the time of publication of the 1984 Green Paper, all
Members of the Legislative Council were appointed by the Governor
and, although Unofficial Members were in the majority, Official
Members still constitued some 38 per cent of Council Members. In
September 1985, following the implementation of the White Paper
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proposals, the proportion of Official Members fell to 18 per cent
and of Appointed Members from 62 per cent to 39 per cent.

135 In the light of the significant change in 1985 in the
overall balance of membership, the effects of any option which would
involve further significant changes in 1988 must be carefully
evaluated. The community will expect that its representatives in
the Council continue to reflect the full spectrum of its interests,
with a balance of experience and vigour, at the same time avoiding
adversarial politics and taking a pragmatic approach to the problems
of the day. 1In particular, the capacity of the Government to carry
forward effectively the conduct of public business,and to answer for

its responsibilities in the Council, must be maintained.
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CHAPTER V

THE PRESIDENCY OF THE LEGISLATIVE COUNCIL

116 The Governor of Hong Kong is at present also the
President of the Legislative Council, and exercises
certain powers in regard to the Council in each of these

two capacities.

e T As Governor his powers include :

(a) to assent to, or withhold his assent from,

legislation passed by the Council;

(b} to appoint the dates on which the annual session

of Council begins and ends;

(c) to address the Council at the first sitting of

each session as of right;

(4d) to determine whether a sitting be held outside

the normal session;

(e) to make or withhold a recommendation that a
petition or motion be received in the Council
where it refers to taxes, charges on the revenue

etc;
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(£)

(g)

(a)

(b)

{<)

(d)

(£)
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powers in regard to the attendance of persons to
give evidence, and to their giving evidence

before the Council or a committee;

to dissolve the Legislative Council.

As President his powers include 2

tc ensure observance of the rules of order and

of debate, in all proceedings:

to control the agenda;
to nominate members of committees;

to accept a motion to adjourn for the purpose of

debate or an urgent public matter;

to extend a sitting beyond 6 p.m.

to determine the result of a vote on the

"voices", or " .to conduct a formal voting

procedure.
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119. The 1984 Green Paper discussed the proposal that
the Governor should be replaced As president of the
Legislative Council. The White Paper‘ recorded that
although the proposal was on the whole reasonably well
received, it seemed élear that the general view was 1in
favour of making no significant change in the position of
the Governor during the next few years: the matter would

therefore be reconsidered in 1987.

20. The response to the 1984 CGreen Paper revealed a
general perception that the Governor's role as President
of the Legislature was an important aspect of his position
as head of ‘the Government. His withdrawal from the
Legislature was regarded by many as a significant step, to

be taken only after careful thought and at the right time,

oS The Governor has a fundamental role to play in
the legislative process. Laws are made by the Governor,
by and with the advice and consent of the Legislative
gouncil. The presence of the Governor is symbolic of the
status of the Legislative Council, and adds to the dignity
of its proceedings. The Governor, as President of both
the Executive and the Legislative Councils, provides at

least a symbolic link between the two Councils.
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Furthermore, it is valuable for the Governor to be able to
hear and witness at first hand Councillors expressing
their views on the issues of the day, and to observe how

their opinions are developed and presented.

225 The question has nevertheless been raised
whether it 1is appropriate for the Governor, as the
principal executive authority and head of the Executive
Council’ly " to remaxn/ as the 1impartial Presideul of the
Legislature, It has been suggested that this dual role

may lead to a conflict of interest.

123. If it were considered desirable, the Governor
could be replaced as President of the Council by a person
from outside the Council or by another Member of the
Council. Such a step would not affect his powers as
Governor in regard to the Council (see paragraph 117
above). Consideration would however need to be given to
whether the new President should exercise all the powers
now attached to the Presidenc? (see paragraph 1138 above).
The person concerned would need to be of appropriately
high standing in the eyes of the community and the
Legislature. Past experience of the conduct of business

of the Council would also clearly be desirable.
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12 4. If it were concluded that the Governor should
remain as President of the Council, it would be for
consideration whether, in the Tight" rof ; “his heavy
commitments and other practical considerations, he might
appoint another person to preside from time to time in his
place. This might be the Chief Secretary, but could also
be another Member of the Council or a person from outside

the Council.
121550 Possible options are
1) no change;

& L that the Governor might appoint some other
person (either the Chief Secretary, another
Member of the Council or a person from outside
the Council) to preside in his absence for

specific sittings or parts of sittings;
i) that the Governor should withdraw from the

presidency at some stage and be replaced by a

Member of the Council or other person.
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CHAPTER VI

PRACTICAL ASPECTS OF ELECTIONS

126. This Chapter deals with practical issues
relating to the organization and conduct of elections to
the District Boards, the Municipal Councils and the
Legislative Council. It discusses whether or not changes

should be made to:

(a) the sequence and timing of elections to

these bodies;
(b) the terms of office of elected members;
(c) the age of entitlement to vote;
(d) the age of eligibility for candidature;
(e) the voting systems used in elections; and

(f) certain other electoral arrangements.
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Sequence of Elections

el The last elections were held in March 1985 for
the District Boards, September 1985 for the Legislative
Council and March 1986 for the Municipal Councils. As the
District Boards and the Municipal Councils constitute the
electoral college for part of the Legislative Councily it
might be more logical if the Legislative Council elections

came last, considering that:

(a) it would be desirable f{or wmembers of the
District Boards and Municipal Councils to
have worked together for a period before
they are called upon to elect members to the

Legislative Council;

{b) such a seguence would enable potential
candidates and sitting members better to
plan their candidature for the wvarious

levels of government.

The continued relevance of these considerations to future
elections would, however, depend on whether any changes
were made to the existing method of constituting the
Legislative Council., and to the arrangements for
cross-membership between the District Boards and the

Municipal Councils.
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Timing of Elections

128. If it were agreed that the sequence of elections

should be changed, it would be necessary to adjust the

timing of one or more of those elections, at least on one

occasion. The following factors tend to limit the scope

for such adjustment:

(a)

(b)

<l

the timing of the Legislative Council recess
suggests that August or September is the
best time to hold Legislative Council

clcctions;

as the operations of the Municipal Councils
are geared to the government financial year
from 1 April to 31 March, the Councils
themselves are understood to prefer
elections to them to be held in March, as

they are now;
elections need to be held on a schocl or

public holiday as school premises are used

as polling stations;
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(d) it would be impracticable to combine all
three types of election, given the separate
electorate and different franchises for the
Legislative Council. Technically it would
be possible to combine the District Board
and Municipal Council elections, but it
could be confusing to electors to have to
assimilate simultaneously campaign material
from the two groups of candidates. Some
candidates for the Regional Council and New
Territories District Boards might object to
having to campaign simultaneously for both
institutions, or having to decide whether or

not to contest one of the two.

129. A further point for consideration, regardless of
whether the basic sequence of elections is to be changed,
is the possibility o introducing an element of
"staggering® into the terms of office of Legislative
Council Members, whereby different groups of Members serve
terms of equal length but expiring at different times.
Given the 1increasing volume and complexity of the

Council's business, there may be merit in such an
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e o In the light of the considerations set out in
paragraphs 129 and 130 above, one of the possible ways of
implementing option (ii)(b), if it were generally agreed
that this should be done, might be to adopt the following

sequence for the next set of elections :

(a) March 1988 for the District Boards;

(b) August/September 1988 for the Leqislatibe
Council (either the 12 functional
constituency seats or the ten District Board

seats from the electoral college);
(c) March 1989 for the Municipal Councils;

(d) August/September 1989 for the Legislative
Council (the two Municipal Council seats
from the electoral college plus either the
ten District Board seats from the electoral
college or the 12 functional constituency

seats).

If it were decided that a directly elected element should

be introduced into the Legislative Council, it would be
necessary to consider where the elections would best 1t

1R
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Terms of Office

132. Another aspect of the existing pattern of
elections which merits examination is whether a three-year
term of office is the most appropriate. Legislatures and
similar bodies throughout the world have terms varying
from two years to five years or more. The considerations

appear to be:

{a) a longer period offers increased slabilily
and continuity as those elected will have
more time to settle into their new rnle and

acquire experience;

(b) it would reduce the fregquency of elections
and the consegquent possibility of a
"familiarity breeds contempt"” attitude to
voting. (There was some, albeit not much,
criticism that three elections were held
within a twelve-month period 1in 1985-86,
even though the general electorate was
involved in only two of the three

elections); and

((e) Fit would give the electorate more
opportunity to assess the performance of its
representatives before considering their
renewed candidature at- a following

election; but 5

SECRET = E# ®E



L

G.F. 316

. SECRET S E & &

B |

(d) on the other hand, too long a term of office
might discourage some potential candidates.
It would also reduce the opportunity for the
electorate to remove unsatisfactory

performers.

a3 It is for consideration whether the term of
office of the District Boards, Municipal Councils and
Legislative Council should remain at three years or be
changed to, say, four years. Except for any once-only
adjustment which may be made if the sequence of elections
were to be - changed (see paragraph gt . abovey 1t s
important thét the terms of office of all these bodies
should be of the same duration if they are not to get out

of synchronisation over time.

Age of Entitlement to Vote

134. The present age of entitlement to vote in Hong
Kong is 21 years. There has been some discussion on
whether this should be lowered in the 1light of the
recommendation in the Law Reform Commission's
report "Young Persons - Effects of Age in Civil Law" that,
in general, the age of full capacity should be lowered to

18 years.
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19855 The Commission itself, while stating that
logically it saw no reason for an exception to its general
recommendation to be made in the case of voting, took the
view that lowering the age of entitlement to vote raised
political and constitutional implications which would be

better considered in a wider context.

15365 Those who supported a lowering of the voting age
said that, if persons aged 18 to 20 years were tO be
regarded as adults for other purposes, there would be no
valid reason to deprive them of the privilege to vote.
They considered that allowing such young persons to vote
in elections Qould improve their social responsibility and
lend greater meaning to civic education. Others, however,
took the view that persons aged 18 to 20 years might not
generally have sufficient maturity and political sense to
be able to exercise their voting rights judiciously. Some
felt that civic education needed to be improved first.
(For comparison, public comments on the recommendation to
lower the age of majority generally to 18 years were also
mixed, with most of the unfavourable comments directed at
the lowering of the minimum age at which parental consent

for marriage is not required.)
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The options for. 1988 are either to maintain the

voting age at 21 years or to lower it to 18 years. In

considering which option to adopt the following factors

would seem to be relevant :

(a)

(b)

(c)

it is estimated that there are about 290,000
persons aged 18 to 20 years in Hong Kong,
representing about 5 per cent of the totél
population. L.t 15 per cent (an average
proportion) 1is discounted for those who do not
meet the residential requirement, some 250,000
persons would be eligible for registration as
eleciors if the voting age became 18. It tis
difficult to estimate how many would actually

register and vote;

under the existing systems of elections,
lowering the voting age would increase the size
of the electorate in respect of the District

Boards and the Municipal Councils;

young persons aged 18 to 20 years will either be
working after leaving school, finishing
vocational training, studying for their
matriculation or studying in a post-secondary

institution;
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(d) most countries set the age of wvoting by
reference to the age of majority. This - is,
however, not necessarily a reason at this stage
for lowering the voting age in Hong Kong, which
must form its own views on what is appropriate

for its situation.

Age of Eligibility for Candidature

138. The.discussion on voting age also addressed the
guestion of the age for candidature. There was general
agreement that, regardless of whether the former was
iowered, the latter should remain at 21 years. TEl S

reasonable to require that those seeking office should

possess sufficient maturity to discharge the
responsibilities which would fall to them if
elected. Tt is also relevant that the residence

requirement for candidates (10 years) is already higher

than that for voters (7 years).

SECRET = E # =




voting Systems

District Boards and Municipal Councils

139 The system of voting used in the 1985 elections
to the Diétrict Boards, and in 1986 for the directly
elected seats on the Municipal Councils, was the "first
past the: post" system in which the <candidate (or
candidates in the case of multi-seat constituencies) with
the largest number of votes won. The system worked well

and there has been no suggestion for change.

The Legislative Council

1740 < Feedback from candidates and members of the
public, together with reviews conducted oy the
Administration, have identified the need to consider
whether changes should be made to the voting systems used

for indirect elections to the Legislative Council.

The functional constituencies

141. The preferential "addition" system of voting was
used in the functional constituencies in 1985. In ‘thas

system, voters are required to mark down preferences on
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the ballot paper. The candidate who receives over 50% of
the first preference voles wins. If no such winner
emerges, a second count is made in‘ which second
preferences are added to the first preference totals
secured in the first count: the candidate who secures the
highest aggregate first and second preference votes wins,
provided the aggregate is more than 50 per cent of the
basic number of voters. If no candidate wins, a third
count taking into account third preference votes is

carried out, and so on until a winner is declared.

B’ 2. ‘There was criticism by some sectors of the
community that the method of aggregating the number of
first and subsequent preference votes could 1in theory
result in a candidate with the fewest first preference
votes winning the election, as in the following example

(assuming 100 voters):

Candidate

B S

lst preference 45 45 10

2nd preference S 20 65
Total of 1lst & 2nd

preferences 60 65 75

(3rd preference) (40) (35) (25)

(Total votes) (100) (100) (100)
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Candidate C wins despite having the least first preference
votes, mainly because the method gives equal weight to
first, second and subsequent preferences. It was claimed
that, besides being untair, this provided scope for
manipulation whereby candidates could instruct their
supporters to write in only their first preference votes,
in order to reduce the chances of other candidates gaining
ﬁ&re votes overall. The preferential "elimination®
system, practised more widely elsewhere in the world, was

suggested as a replacement.

§ LD The "elimination" system, which also requires
voters to mark preferences, differs from the "addition"
system in that higher preferences are given more weight
than 1lower ones. The candidate with the fewest first
preference votes is eliminated after the first count and
his votes are redistributed to the remaining candidates,
according to the second preferences marked on them. These
are then aggregated with the first preference totals of
the remaining candidates and a winner is declared if the
leading candidate receives more than 50 per cent of the
votes. If no winner is declared the one with the lowest
aggregate total is eliminated and his votes are
redistributed to the remaining candidates according to the

third preferences marked on them. The process is repeated

SECRET = K # &



. F Uk

until the leading candidate polls over 50 per cent of the
votes, Taking the example 1in 'paragraph 142 above,
candidate C who had the fewest first preference votes
would be eliminated after the first count and his ballot
papers would then be redistributed to candidates A and B
according to the second preferences marked on them, thus

making candidate B the winner.

144. It was suggested that this "elimination" system
was preferable to the "addition" system on the following

grounds:

(a) it would give greater weight to higher
preferences, thereby reducing the degree of

"compromise" in the selection process; and

(b) it would remove an incentive for candidates
to encourage their supporters to mark down
first preferences only (see paragraph 142
above). This would reduce the scope for
manipulation as well as the possibility that
no candidate obtains more than 50 per cent

of the total votes cast.
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14 5. Although, 1in practice, no particular problems
arose from the preferential "addition" system of voting in
the functional constituency elections 1in 1985, there
appears to be a case for considering whether it should be
changed to the preferential "elimination"™ system oOr some

other system.

The electoral college

146. For the electoral college elections to the
Legislative Council in 1985, the repeated ballot system
was used whgreby, if no candidate receives more than 50
per cent of the votes on the first count, electors vote
again in another round following elimination of the
candidate with the least first round votes. Ballots are
repeated until one candidate obtains the majority support

of his constituency.

147. There were two main criticisms of the system.
The first was the length of time taken to secure a result
in constituencies where several candidates were running:
for example, it took seven hours and five ballots to
secure a result in the Hong Kong Island (East)
constituency. The second was that candidates could more
less discern how the votes were cast at each ballot, i.e.
who voted for whomn. This caused embarrassmeht andy; 1in

some cases, enduring grudges between candidates.
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“ 8. It would appeér that the repeated ballot system
may not be the most suitable, particularly where two Or
more factions are involved in electing a single
candidate, and that improvements should be considered.

Two possible options are:

(i) a modified repeated ballot system involving
more stringent elimination criteria. In
cases where no candidate obtained an
absolute majority in the first round of
voting, only the two 1leading candidates
would proceed to a second round. Thus only
two rounds of voting would normally be

necessary; Or

(ii) the preferential "elimination"” system

described in paragraph 143 above.

Other Electoral Arrangements

149. In a separate exercise, the Administration
announced in May 1986 that it would review electoral
arrangements generally, and invited the public to comment
on such arrangements in writing. Fourteen submissions

were received on various subjects.
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1810 The review identified a number of possible
improvements to existing arrangements : these are dealt
with in paragraphs 151-156 below. No significant changes
were considered necessary in other aspects such as
residential qualifications for candidates and electors for
all types of elections, the numbers of nominators required
for candidates, polling hours and the form of ballqt

papers.

Measures to discourage frivolous candidates

1 R Election deposit for District Board/Municipal

Council elections: the present rate of $1,000 was set in

1955, The review recommended raising it to $2,000 for
District Boards and $3,000 for Municipal Council
elections. A candidate forfeits his deposit only if he

polls less than one-eighth of the valid votes cast.

152 . Election deposit for Legislative Council

elections: as a corollary, the deposit for Legislative
Council elections could be raised from $2,000 to $4,000 to

maintain parity.
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Electoral procedures

1:53. Name-dropping: misrepresentation in the content

of some campaign materials used in the last elections
attracted general criticism from the public. Although
section 16(3) of the Corrupt and 1Illegal Practices
Ordinance (Chapter 288 of the Laws of Hong Kong) provides
for interim or perpetual court injunctions to be taken out
by the injured party, such action can take time. The
review recommended an additional provision in the
Ordinance, specifically to cover name-dropping, by
requiring candidates to seek and obtain prior written
consent before using the name of any other person Or
~organisation in their election activities, and by making a

breach of this provision an offence.

1#. Election expenses: the present 1limits on

election expenses are $20,000 for District Boards, $35,000
for the Municipal Councils and $10,000 and $30,000
respectively faor electoral college and functional
constituency elections to the Legislative Council.
Complaints have been made that the limit for the Municipal
Councils in particular 1is inadequate; an analysis of
returns on electicn expenses shows that an average of

$28,500 per candidate was spent on election activities at
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the last Municipal Council elections. It is difficult-to
establish a clear relationship between the level of
spending and the size of the electorate, given such
variable factors as the competitiveness of the elections,
the availability of campaign funds ‘and the geographical
spread of the electorate. Nevertheless, y 1% Ly by - ey A o)
consideration whether the limit on election expenses fgr

the Municipal Council elections should be raised.

21552 Election expenses returns: the review

recommended that candidates should be reyuired to dcccribe
their election expenses more fully 1n order to facilitate
assessment and 1investigation (if necessary), and that
services in kind e g free printing of campaign

literature) should be included in the return.

156. Copy of the final register for candidates:

there has been fairly strong objection from the publie to
the disclosure to candidates of the identity card numbers
of electors. Although such information forms part of the
final register, it is of no practical use to candidates.
It is therefore proposed to omit the identity card numbers
of electors from the candidates' copies of the final
register and from the address labels produced for mailing

purposes.

SECRET e E#% =
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157.

on which
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CHAPTER VII

SUMMARY

The main issues discussed in this Green Paper,

the views of the public are now sought, are

summarized below.

The District Boards and the Municipal Councils (Chapter

T )

158.

As regards the role of the District Boards, the

options discussed in paragraphs 39-41 were:

(1)

(11)

(iii)

to make no change in the present role of the

Boards;

to empower the Boards to take decisions and to
direct the actions of government departments
on certain matters of concern specifically to

their district;

to give to the Boards a role in the management

of certain district facilities.

SECRET & & i# %
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159. As regards the composition of the District
Boards, the options discussed in paragraphs 44-46 and

62-65 were:

(51 ) to make no change to the present proportions of

appointed and elected members;
(ii) to reduce the proportion of appointed members.

(iii) to withdraw Urban Councillors from ex-officio

membership ot urban District Boards.

160. As regards the relationship of the Urban
Council with the urban District Boards, the options

discussed in paragraphs 62-65 were:

s to replace the present system of direct
elections to the Council by a system of
indirect election of Urban Councillors €from

among District Board members;

(ii) to provide more opportunities for District
Board members to participate directly 1in the
work of the Urban Council A and : its Select

Committees;

R SECRET s K # =
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(iii) to expand the membership of the Urban Council

19 1.

to include either :

(a) a representative of each wurban District

Board, elected to the Council from among

the Board members; or

(b) the Chairman of each urban District Board

as an ex-officio member.

As regards the size of the Urban Council, the

options discussed in paragraph 67 were:

(1)

(i1)

162,

Council,

C F U4

to increase equally the number of appointed and

directly elected members;

to 1increase the number of directly elected

members only.

As regards the committee structure cf the Urban

the options discussed in paragraphs 71-73 were:

SECRET B E # &
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(1)

(i1)

SECRET 2 E# =&

to make no change to the Committee structure of

the Urban Council;

to establish sub-regional committees with
responsibilities covering more than one

district, either:

(a) in addition to the existing Select

Committees of the Council; or

(b) to replace the functions of some ex1sting

Select Committees.

The Legislative Council (Chapter IV)

1863

As regards the composition of the Legislative

Council, the options discussed in Chapter IV were:

(1)

(ii)

to make no change in the numbers and relative
proportions of Official, Appointed and Elected

Members;

to conclude that, in principle, direct

elections are not desirable;
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(iii) to conclude that, in principle, some element of direct

elections is desirable, but that it should not be introduced
in 1988:;

(iv) if changes are desired in 1988, to choose one or more of the

following options:

(a)

(b)

(c)

(d)

(e)

(£)

to increase slightly the number of Official Members;
to reduce the number of Appointed Members;

to increase the number of Members elected by the

functional constituencies;

to increase the number of Members elected by the

electoral college;

to introduce a directly elected element in addition to
the existing systems of election, by means of either

territory-wide or constituency-based elections;

to replace the system of indirect elections from the
electoral college geographical constituencies by a system

of direct elections.

164. The concept of a new, broadly based electoral college, as a

possible method of electing a proportion of the members of the

legislature, was put forward as a matter for discussion for the

longer term.
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The Presidency of the Legislative Council (Chapter V)

165,
President

discussed

(1)

(i1)

tiil)

Practical

As regards the position of the Governor as
of the Legislative Council, the options

in paragraphs 122-125 were:

no change;

that the Governor might appoint some other
person (either the Chief Secretary, another
Member of the Council or a person from outside
the Council) to preside in his absence for

specific sittings or parts of sittings;
that the Governor should withdraw €£from the

presidency at some stage and be replaced by a

Member of the Council or other person.

Aspects of Elections (Chapter VI)

166.

As regards the sequence and timing of

elections, the options discussed in paraqraphsl27—131

were:

"SECRET e E # &
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(1) no change;

(ii) to alter the basic seguence of elections to one
in which the Legislative Council elections
follow the District Board and Municipal Council

elections, and either:
(a) make no otner change; or

(b) introduce an element of "staggering" by
holding the functional constituency and
electoral college elections to the

Legislative Council in different years.

67 As regards the terms of office of the District
Boards, Municipal Councils and the Legislative Council,
it is for consideration whether the present term of three
years‘should be changed. The question was discussed in

paragraphs 1 2 and 1 33.

1.68. As regards the age of entitlement to vote, it
is for consideration whether this should be lowered from
21 years to 18 years. The gquestion was discussed in

paragraphs 134-137.
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1°69. As regards the present voting systems for the
Legislative Council functional constituencies and

electoral college, the options discussed in paragraphs

141-180 were:

(1) in the case of the functional constituencies,
to replace the present preferential "addition"
system of voting by the preferential

"elimination" system or some other system;

(i1} in the c¢ase of the electoral cullege, to
replace the present repeated ballot system by

either:

(2) a modified repeated ballot system invelving

more stringent elimination criteria; or

(b) by the preferential "elimination" system

described in paragraph 143.

724

T It is for consideration whether the present
limit of $35,000 on electoral expenses for Municipal
Council elections should be raised. The guestion was

discussed in paragraphs 1.4,

SECRET B # %
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12k. The public are invited to send their views in
writing to the Survey Office at Block '0O', Victoria

Barracks, Hong Kong not later than 30 September 1987.
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APPENDIX A

The Survey Office

An independent Survey Office has been set up to
collect, collate and report on public response to the
Green Paper "The 1987 Review of Developments

in Representative Government".

25 The terms of reference of the Survey Office are

as follows :

(a) to invite as wide a public response as possible
to the issues discussed in the Green Paper "The
1987 Review of Developments in Representative
Government", and to receive and record all
views expressed in writing by 3C September
1987, including those submitted directly to it
or indirectly through established consultative

channels; and

(b) to submit to the Governor in Council, not later
than 31 October 1987, an impartial and accurate
report collating and presenting all such views

in accordance with the following directions:

e
4
4
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Elicitation of public response: the Survey

Office shall invite groups, associations,
statutory and non-statutory bodies and
individuals to consider the issues
discussed in the Green Paper and to forward
their wviews in. writing ' ‘to: the  Survey
Office; and take appropriate steps 'to

encourage as wide a response as possible.

Public opinion surveys: the Survey Office

may commission public opinion surveys; 1t
shall take note of other surveys and

comment on them.

Confidentiality: documents 1in respect of

which confidentiality has been requested by
the contributor shall be treated
accordingly and shall be destroyed as soon
as practicable after the publication of the

White Paper.

Media reports: the Survey Office shall

monitor views as reported in the media, to
the extent that these complement, and do
not repeat, submissions already received by

the Office.

VEPETSTEPP e PEPRICTE TNy
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(iv) the written submissions of
individuals who do not request

confidentiality; and
(v) the written submissions of
individuals who do request

confidentiality.

The Monitors

T Two independent Monitors, Mr. LI Fook-kow, CMG,
JP and Mr. Andrew SO Kwok-wing, OBE, JP have been
appointed to oversee the work of the Survey Office.

Their terms of reference are as follows :

"The Monitors are required to observe all
aspects of the work of the Survey Office and to
submit their independent report to the Governor
as to whether they are satisfied that the
Survey Office has properly, accurately and
impartially carried out its duties and followed
the procedures prescribed in 1its terms of

reference."

g SECRET 5 E# %
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(5) Signature campaigns and similar documents:

(6)

G.F. 316

the Survey Office shall comment upon the
source and method of compilation of such
documents, drawing attention to any

duplication or repetition.

The Report shall, inter alia, include

factual summaries of opinion expressed in

the following categories:

{1 debates, minutes and submissions in
the Pistrict Boards, the Urban
Council, the Regional Council and the

Legislative Council; -

1) the written submissions o©f other
statutory and non-statutory bodies,
with their membership, functions and
object;ves and the procedures
followed in formulating their

submissions noted;

(iii) the written submissions of groups and
associations, with their membership,
functions and objectives and the
procedures followed 1in formulating

their submissions noted;

SECRET e E® &
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APPENDIX B

Structure of Representative Government as at May 1987

[ To be prepared ]
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APPENDIX C

The Functional Constituencies

Nine functional constituencies elected an
overall total of 12 Members to the Legislative Council 1in

the elections held in September 1985.

2% The commercial, 1industrial, and labour
constituencies each returned two Members to the
Legislative Council. The remaining six constituencies

each returned one Member.

3. Delails of the nine tunctional constituencies

are 1n the table below.

Representative No. of Total
Constituency Organizations Seats Seats
1. Commercial Hong Kong General
Chamber of Commerce 1

Chinese General

Chamber of Commerce 1 2
2% Industrial Federation of Hong
Kong Industries 1

Chinese Manufacturers

Association i 2
3. Financial Hong ‘Kong Association
of Banks 1 1

SECRET 2 E#® &
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Constituency

Labour

Social
Services

Medical

Education

Engineers
and
associated )
professions)

)

)

Legal )
)

)

)

SECRET & & i
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Representative
Organizations

All Registered Employee
Trade Unions

Hong Kong Council of
Social Services

Hong Kong Medical
Association

Electoral rolls compiled
from:

statutory lists, as

well as membership/
staff lists of
institutions and
relevant professional
bodies

Total

Sk
B

No. of
Seats

Pt s

Py
%

Total

Seats

Y
[y}
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The Electoral College

The electoral college comprised all members of the
District Boards, the Urban Council and the Regional
Council. The college elected 12 Members to the Legislative

Council in September 1985.

2. In order to achieve a more balanced and adequate
representation the District Boards were grouped 1into ten
geograpnical constituencies each representing approximately

500,000 people.

Ja The. remaining two seats were provided by the two
special constituencies formed respectively by members of the
Urban Council and the Regional Council. The interests of
the Heung Yee Kuk were represented through the Regicnal

Council.

4. Details of the 12 constituencies formed from the

electoral college are in the table below.

Population Population

Constituency in 1984 Grouping in 1984
(000) (000)
1. East Island 696 Eastern District 481
Wan Chai District 215

CEPET = F # =2
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Population Population
Constituency in 1984 Grouping in 1984
(000) ({000)
2. West Island 507 Central & Western
District _ 272
Southern District 235
3. Kwun Tong 663 Kwun Tong District 663
4. Wong Tai Sin 452 Wong Tai Sin District 452
5. Kowloon City 441 Kowloon City District 441
6. Sham Shui Po 435 Sham Shui Po District 435
7. South Kocwloon 389 Mong Kok District 2415
Yau Ma Tel District 174
8. East New 524 North District 134
Territories Tai Po District 109
Sha Tin District 281
9. West New 459 Yuen Long District 238
Territories Tuen Mun District 221
10. South New 726 Tsuen Wan District 654
Territories (including Tsing Yi)
Island District 37
Sai Kung District 35

11. Urban Council

12. Regional Council

v SECRET s E# =
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APPENDIX E

Professional Bodies and Organizations which have

requested formal recognition as functional constituencies

since the 1984 White Paper

(1) Hong Kong Electrical and Mechanical Contractors

Association

(2) Hong Kong Society of Accountants

(3) Hong Kong Joint Branch of the Royal Institution oOf
Naval Architects and the Institute of Marine
Buylueers

{4) Heung Yee Kuk

(5) Hong Kong Institute of Architects (wish for better
representation in the Engineers and assocliated
professions constituency)

(6) Indian Chamber of Commerce

(7) Hong Kong Dental Association (wish to be included 1in

the Medical Constituency)

(8) Insurance Council of Hong Kong (wish to be included

in the Financial Constituency)

il SECRET s E®R =
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(9) Hong Kong Teachers Association (seek additional

seat(s) for the Teaching Caonstituency)

(10) Chartered Institution of Building Services Engineers
(wish for recognition within the Engineers and

associated professions constitucncy)
(11) Hong Kong Tourist Associatiocn

(12) Society of Builders, Hong Kong (wish for inclusion

in a functional constituency electorate)

{13) Hong Kong Institute of Land Surveyors (wish to be
included in the Engineers and associated professions

constituency)
{14) The Institute of Housing (Hong Kong Branch)

(15) Society of Education Heng Kong LEtd ( request

additional seat for the Teaching Constituency)

(16) Society of Dyers and Colourists (wish for a voice on

the Legislative Council)

(17) Hong Kong Institute of Surveyors (wish ' for ' a

separate constituency for land economists)

 SECRET sE#=
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(18) Hong Kong Deposit-Taking Companies Association (wish

to be included in the Financial Constituency)

"(19) Hong Kong Institute of Engineers (request additional
seat for the Engineers and associated professions

constituency)
(20) Joint Council of Engineering, Building & Land
Development (reguest additional seat for the

Engineers and associated professions constituency)

(21) Council of Hong Kong & Kowloon Kaifong Association

Ltd -

(22) Association of the Institute of Chartered

Secretaries & Administrators in Hong Kong

SFCREFT = FE# =
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OF 0701597 MAY 87
INFO DESKBY 0706002 HONG KONG

PERSONAL FOR HUM (HKD)

HONG KONG PERSONAL FOR GOVERNOR L///
| MY TELNO 768 AND HONG KONG TELNO 1716:

HONG KONG F./NANC.IAL SECRETARY'S D.1SCUSSIONS

1. JACOBS AND PARTY HAD A MEET.ING WITH STATE COUNCILLOR JI| PENGFE|
ON 6 MAY, .| WAS PRESENT. J| SAID THAT HE HAD RECEIVED REPORTS FROM

Sp P LU PING AND WANG DEYAN (CHAIRMAN OF BANK OF CHINA) :IN THE

KX

'}‘ ; D SCUSSIONS ON 4 AND 5 MAY. HE WELCOMED THE PROGRESS MADE AND (N
] LY

Uﬁﬂiw“” GENERAL TERMS ENDORSED THE IDEA OF FUTURE EXCHANGES.

| 2. ON HONG KONG MATTERS :IN GENERAL, JI REFERRED TO THE NEED FOR
GRADUAL AND PRUDENT CHANGE., HE DREW ATTENT-ION TO DENG X{AOPING'S
REMARK TO THE BLDC ON 16 APRIL THAT HONG KONG'S SYSTEMS COULD, IF
THEY WERE OPERATING WELL, CONTINUE FOR A FURTHER 5C YEARS AFTER
2047,

3. AT DINNER ON 6 MAY JACOBS AND | DISCUSSED WITH LU PING AND YUNG
LONGGUI (FANANCIAL ADVISER TO STAND:ING COMMITTEE OF NPC) THE
PROBLEMS INVOLVED [N KEEPING FURTHER EXCHANGES, FART.ICULARLY
HIGH-LEVEL ONES, CONF:IDENTIAL. LU PING EXPRESSED A PREFERENCE FOR
ANOTHER MEETING OF THE SENIOR GROUP BEFORE THE END OF THE YEAR, T
SEEMS CLEAR THAT IT wILL BE NECESSARY TO CONFINE DISCUSSIONS OF THE
MORE SENSITiVE MATTERS TO THE SEN.OR LEVEL. | HAVE AGREED WITH
JACOBS THAT HONG KONG SHOULD MAKE PROPOSALS ON HOw FUTURE EXCHANGES
SHOULD BE MANAGED AND THAT | wWiLL THEN COMMENT.

4, DUR.ING THE ViISIT THE PARTY ALSC HAD MEETINGS WITH THE PEOPLE'S
BAKK OF CHINA, THE MiINISTRY OF FINANCE, AND CITIC. THE ONLY MAJOR
POINT MADE BY THE CHINESE WAS A REPETITION BY L| PENG (A VICE-
MINISTER OF THE FANANCE (NEXT WORD UNDERLINED) NOT THE VICE-
PREMIER) OF THE REASSURANCE ABOUT THE OPEN-ING TO THE OUTSIDE WORLD.
THE MEETING WITH THE PEOPLE'S EANK WAS INTERESTING MAIKLY N
DEMONSTRATING THAT THEY ARE AT A VERY EARLY STAGE N LEARNING HOW TO
! TAKE UP THEIR ROLE AS A CENTRAL BANK, T |S CLEAR THAT THE BANK OF

i CHINA ARE THE RIGHT INTERLOCUTORS FOR THE MAIN EXERCISE.
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From the Private Secretary 8 May 1987

Do WY,

HONG KONG : REPRESENTATIVE GOVERNMENT

The Prime Minister has considered
the Foreign Secretary's minute of 6
May about the draft Green Paper on consti-
tutional matters, which the Hong Kong
government propose to issue on 27 May.
She agrees that Chapter IV of the draft
Green Paper should issue in the form
proposed, without further consultation
with the Chinese Government.

I am copying this letter to the
Private Secretaries to the Lord President,
Chancellor of the Exchequer, Home Secretary,
Defence Secretary, Lord Privy Seal,
Secretary of State for Trade and Industry,
Attorney General and Sir Robert Armstrong.

u,wm

(C. D. POWELL)

Robert' Culshaw, Esg., M.V.O.,
Foreign and Cogy¢nwea1th*0ff1ce.

ORI\ i'
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FROM: C W KELLY

DATE: 8 May 1987

CHANCELLOR cc Economic Secretary
Sir P Middleton

Sir G Littler

HONG KONG : REPRESENTATIVE GOVERNMENT

The Foreign Secretary's minute of 6 May covers the draft Green
Paper prepared by the Hong Kong Government on the next stage of

the move towards more representative government there.

2% This is convoluted stuff, and by no means essential reading.
There is no direct Treasury interest, other than the general one
in not doing anything which would put the financial stability of
Hong Kong at risk.

3 The most interesting section is chapter 4, which deals with
the subject of direct elections to the legislature. The Foreign
Secretary is suitably robust about not allowing Chinese concerns
to prevent further moves towards direct elections if that is what

the consultation process reveals the people of Hong Kong to want.

: \ ¢ 3 €
\ 4 - ‘-—‘\
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FROM: N G FRAY
DATE: 13 May 4% A

B

MR C W KELLY

\

HONG KONG: REPRESENTATIVE GOVERNMENT

The Chancellor has seen and was grateful for your minute of 8 May.

b
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HONG KONG DCA: RENEGOTIATION mﬁ%nﬂ EvAanS

MR B Tugrdute
As you are well aware, the current Defence Costs Agreement

(DCA) between my Department and the Hong Kong Government (HKG) is
due for renewal next Spring. Our officials have been in close
touch about our approach to the renegotiations, which have now

gone through two formal rounds without significant progress on the

central issue of apportionment of costs.

2% The current Agreement provides, broadly speaking, for the HKG
to contribute 75% of the costs of the garrison which we provide to
meet its need for external defence and internal security. In
anticipation of the transfer of sovereignty in 1997 to the
Peoples' Republic of China (RPC), my Department has prepared a
garrison rundown plan, which has been endorsed by our OD(K)
colleagues, the details of which are not in dispute between HMG
and HKG. This rundown plan will naturally yield substantial

savings in the overall garrison costs over the remaining period to

1997 .

3. We have taken the view that each side should benefit from
these reductions, and that there is otherwise no justification for

an alteration to the existing apportionment of costs between the

CONFIDENTIAL
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two Governments. The HKG view, by contrast, has been that, as a
result of the 1984 Anglo-Chinese Joint Declaration, the garrison's
commitment has changed from that of maintaining Hong Kong's
security to that of fulfilling HMG's obligations to the PRC. They
have therefore argued that Hong Kong's share of the garrison costs
should be significantly reduced from lst April 1988, and should

fall to zero well before 1997.

4. My officials have sought to reconcile our respective
positions by ﬁabling proposals that would permit an adjustment of
the apportionment in Hong Kong's favour within the DCA in return
for the HKG agreeing to a form of "host nation support®, in which
they would bear all the costs of certain garrison support
functions outside the DCA. This approach has been rejected;
indeed, the HKG have now formally tabled demands for a reduction
not only in their share of the apportionment but also in the

absolute level of their contribution.

5. I would still be content if an agreement could be reached
along the lines of that tabled by my officials, in which my
Department secured its objective that the HKG should continue to
pay at least 75% of the garrison costs. It may yet be possible
that the HKG can be brought to accept such an agreement. If,
however, they are unwilling to move, I will have no alternative

but to fall back on the position that, since the role of the

CONFIDENTIAL
2
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garrison in the Territory has not fundamentally changed in the

recent past and will not change until the early 1990s, there is no
justification for any change to the present arrangements for
apportioning the costs of the garrison. I am reinforced in this
judgement by the provision in the current DCA that, if new
arrangements are not agreed by both Governments, the terms and
conditions of the present DCA will be extended by a further five

years.

6. I am convinced that the only way of achieving our objectives
is to demonstrate to the HKG our resolve to maintain our present

position that any new DCA must be at least as favourable to HMG as

the current one. I hope that you, and the colleagues to whom I am

copying this minute, will support me in this.

¥ i I am sending copies of this minute to the Prime Minister, to

other members of OD(K) and to Sir Robert Armstrong.

Ly,

Ministry of Defence

5~ August 1987

CONFIDENTIAL
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Seel_M@ ev._*ﬁ{_ﬁ From the Private Secretary 7 August 1987

&» \OW‘(

HONG KONG DCA: RENEGOTIATION

The Prime Minister has seen the Defence
Secretary's minute of 5 August to the Foreign
and Commonwealth Secretary about the current
position in the renegotiation of the Defence
Costs Agreement with the Hong Kong Government.
Subject to the Foreign Secretary's views,
she is content with the course which the
Defence Secretary proposes to follow.

I am copying this letter to the Private
Secretaries to the Foreign and Commonwealth
Secretary, the other members of OD(K) and

Sir Robert Armstrong.
6}\UV<)A\|

i’

(CHARLES POWELL)

Ian Andrews, Esqg.,
Ministry of Defence.
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HONG KONG DEFENCE COST AGREEMENT (DCA): RENEGOTIATION

In his minute of 5 :August to. the Foreign Secretary, the Secretary
of State for Defence reports that Llittle progress has been wade
in the renegotiation of the DCA and seeks colleagues' support for
maintaining the UK position that any new DCA must be at least as

favourable to the UK as the present one.

Background

e The current DCA (which expires in March 1988) provides that
the UK and Hong Kong share the costs of UK forces 1in 'Hong Kong.
The cost shares under this agreement are, basically that Hong Kong
meet 75% with the UK meeting the remaining 25%.

i In view of the transfer of sovereignty in 1997 to China, MOD
have prepared a garrison rundown plan which has been agreed by
both" ‘sides. The rundown plan will yield substantial savings to
both sides over the period to 1997.

Hong Kong position

iy, Hong Kong's position in the negotiations has been that their
share Wof ' the Hgarrison costs “should ‘be significantly' reduced from
1 April 1988 and should fall to zero well before 1997. They argue
that following the 1984 Anglo-Chinese Joint Declaration, the




garrison's commitment has changed from one of maintaining Hong
Keng's security to that of fulfililing the -UK's'obligation to China.

S We consider Hong Kong's position totally unacceptable. The
agreed UK ‘position is ‘that the garrison costs .should fall at least
in line with the withdrawal = with both sides bearing the same
proportion «sof - the icositst Indeed, it might be argued that Hong
Kong's share might be increased since, following the 1984
Declaration, the external threat to Hong Kong 1is much reduced.
This means that the garrison is now largely contributing to Hong
Kong's internal security and thaft cosfs should fall mainly to Houg
Kong.

MOD's position

6. In view of the above, MOD's position has been that there 1s
no justification for altering the existing share of the costs between
the two governments. However, 1in an attempt to reconcile fhe
dif'f'erences they proposed taking some costs out of the ambit of
tlie DCA and transt'erring them all to Hong Kong. In this way Hong
Kongl'sisicosts’ "wibhin *the DECA  wouldy e “reduced: This compromise

has been rejected by Hong Kong.

HirE The Secretary of State 1is therefore proposing that 1if no
agreement can be reached, then the UK should fall back on the
position that, since the role of the garrison has not fundamentally
changed, there! 1 < no . Justifieatdon for. ' ‘changing +the “present

arrangements under the DCA.

Conclusion
8. In an attempt to reach agreement we consider that MOD should
stick firmly to their present position. However, if no agreement

can be reached they should move no further than their fall back
position. We are ou strong ground here because our legal advice
is:.that the present DCA could run to 1992 -if. -both Sldes ~cannot
agree to a change.



‘ Recommecndation

9. We recommend that you strongly support the Secretary of State's
proposal. A draft reply-is attached.

b

S H WOODALL
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DRAFT

FROM: CHANCELLOR OF THE EXCHEQUER
TO: SECRETARY OF STATE FOR DEFENCE

HONG KONG DEFENCE COST AGREEMENT (DCA): RENEGOTIATION

I have seen a copy of your minute of 5 August to the Foreign and
Commonwealth Secretary about the current position in the negotiations

of the DCA with the Hong Kong Government.

2l I strongly support the course which you propose to follow.
It is essential that we move no further than your suggested fall-
back position that the Hong Kong Government should continue to

pay at least 75% of the garrison costs.

5 I am sending copies -of this minute 'to' the Prime Minister,

to other members of OD(K) and to Robert Armstrong.
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FROM: PETER LILLEY
DATE: 17 August 1987
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SECRETARY OF STATE FOR DEFENCE

HONG KONG DEFENCE COST AGREEMENT (DCA): RENEGOTIATION

I have seen a copy of your minute of 5 August to the Foreign and
Commonwealth Secretary about the current position in the negotiations

of the DCA with the Hong Kong Government.

I strongly support the course which you propose to follow. It
is essential that we move no further than your suggested fall-back

position that the Hong Kong Government should continue to pay at

least 75% of the garrison costs.

I am sending copies of this minute to the Prime Minister, to other

members of OD(K) and to Robert Armstrong.
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SECRETARY OF STATE FOR DEFENCE

Hong Kong Defence Costs Agreement (DCA) Renegotiation

) G Thank you for your minute of 5 August about the way
ahead in the renegotiation of the Hong Kong Defence Costs
Agreement (DCA). I have also seen Charles Powell's letter

of 7 August.

2. Our officials have indeed been in closeftouch‘auring
the negotiations, and have discussed the outcome of the two
formal rounds of talks which your Department has conducted
with the Hong Kong Government. I note that you propose--
the maintenance of our present negotiating position, which
would permit an overall apportionment of the total costs
of the garrison between HMG and the Hong Kong Government
on the same basis as in the present DCA. I am content with

that approach.

3% As the negotiations proceed, however, I believe it is
important that we should be fully aware of the practical
and political constraints within which the Hong Kong Government
must operate. The Governor of Hong Kong has explained them
to Ministers here and to your officials. The main practical
constraint is that the Hong Kong Government will incur increased
Costs outside the DCA as it expands the local police force
to take over certain internal security tasks at present performed
by the garrison. Politically, it is' relevant that after
1997 any Chinese garrison in Hong Kong will be entirely financed
by the Chinese Government. The Hong Kong Government must
also take into account the perception in the territory that
the last DCA placed heavy burdens on Hong Kong; and the
determination of members of the Legislative Council, who
must approve any new'agreement, to ensure that this is an
equitable one. i

CONFIDENTTAT,
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4. The approach described in the fourth paragraph of your
minute would allow some presentational adjustments in the
apportionment within the DCA, consistent with our overall
negotiating objectives. I hope it might still offer a possible
way forward. I understand that following a discussion between
the Governor and your officials a message has now been sent

to the Hong Kong negotiators which may lead to a resumption

of exploratory contacts on that basis.

Do We must not lose sight of the wider political

implications of the present negotiations. If we are to achieve
our aim of securing a stable and prosperous future for Hong

Kong we must retain the trust of Hong Kong people, and their
belief that we are committed to their well-being. An open
dispute between HMG and the Hong Kong Government

would have a most damaging effect on confidence. If at any
future stage it appeared that the course of the negotiations
could put at risk our broader political objectives I believe

we should be prepared to look again at the basis of our approach.

6 I am sending copies of this minute to the Prime Minister,

to other members of OD(K) and to Sir Robert Armstrong.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
27 August 1987
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' From: S A ROBSON
Date: 2 September 1987

PS/CHANyéLLOR B D cc Mr Woodall

HONG KONG DEFENCE COST AGREEMENT NEGOTIATION V/

No response is required to the Foreign Secretary's letter of

Sl

S A ROBSON

27 August.




FINANCIALTIMES

Peter Montagnon examines the compromlse which has ended a dlspute between City banks and

Export credit market relieve

YESTERDAY’ compromise
‘end to0:the dispute between the
Export Credits Guarantee De-
ppartment'and City banks over:
plans o refinance a 10-year-old
loan to® Castle  Peak power-
station,s Hong Kong, relieved
the export credit market.
It means a bigger arrange-
.ment ‘to-reform Britain’s entire
syste'n of medium-term export
;credits has been salvaged after
bemg .on a knife-edge at the
iweekend. With the Castle Peak
‘problem eliminated the main
banks involved have accepted
new arrangements for export
credits which will come into
force on_ December 1. Yet
-much-réemains to be done before
then.

‘Banks have firmly accepted
These

finance existing loans cheaply
in the securities market. How-
ever, still to be decided is how
the refinancing will operate in
practice.

In the 18 months of talks
needed to set these terms little
thought has been given to the
mechanics of refinancing the

ECGD’s existing portfolio of-

medium-term export
worth more than £10bn.

This is to be done by workmg—
parties to be set up by the
Government, Bank of England
and lending banks. All the
signs are that they will have
their work cut out to produce
an effective, practxcal plan by
December.

The idea is that the ECGD
will use a specially-created

credits,

NEW INTEREST MARGINS. FOR
EPORT CREDITS
(% over money market rates)

Loans Loans
with maturing
up to 12 in more |
yearsto  than 12’
] maturity years
Sterling loans =
Up to £10m ‘% i
More than £10m . § . 3
Forelgn currency ‘loans :
Up to £10m
equivalent . 3
Higher ambunts | 3

in this way will continue to
receive a small residual margin
to compensate for their con-
tinuing role as so-called Jenders
of record and for work in

vehicle-company. The company,
to avoid refinancing becoming
part of the public sector borrow-
ing requirement, cannot be
legally owned by the Govern-
ment or the ECGD. Yet the
department will want to have a
close .say in its.operations.

-~ At the same time, it cannot

* be too ewcphcltl'y linked to any

single bank or group of banks

which : might ‘be able to win
-preferential treatment for their

own loans. ;

The refinancing - operation
itself is expected to be a com-
plex one which could call for
several instruments such as
commercial paper as well as
straightforward Eurobonds.

Bankers believe the ECGD as
presently constituted does not
have the expertise and man-

. sible that the ECGD

the mew arrangements.
involve introduction of interest
margins for export credits as

commitment to re-

FINANCIALTIMES_
City row
gver export
credit terms
‘resoived %~

By Peter Momagnon World
Trade Editor

THE LAST obstacle to the re-,
form of Britain’s system for fin- ¢
ancing medjium-term expon
credits was overcome vesterday i
when the Export Credits Guar-
an've Depariment and banks in }
the x’\ apread on a compro- }
ang t -u bu.er dispute ¢
¢ a 10-year-old i
ast'e Peak power §
11 " 0t |3

vehicle-company to buy the loang
from banks and refinance them
in the capital market. Banks the
loans of which are bought ou:

Following the compromise,
the main banks involved sig-
r.alled their acceptance of the;
new exnort credit rules in the
form of a letter written to the
Bank of England on behalf of
the Commiitee of London and
Scottish Clearing Bankers by
Mr Michael Madden, a senior
executive of Standard Char-
tered Bank.

The Bank of England is expec-
ted to snnounce at the enc of
this week that formal agree-
ment has been reached on the
reforms which involve a new set
of interest margins on export
credits as well as proposals to
refinance the ECGD’s existing
portfolio of export credits in the
international capital markets.

The agreement on export
credit reform marks an end to
13 months of negotiation be-
tween government and the City

which nearly foundered at -the
1ast minute afier the ECGD up-
set its bankers by insisting on
1ourh terms for refinancing the

o Peak ioan for a further|

initially setting up the deal.
This appears simplicity itself

but in practice it begs fquestions,

not least about ownership of the

three-and-a-halfyears.

Under the compromise, this
refinancing wixl go ahead at a
margin of jusl % per cent over
meney market rates but atl sim-
ilar refinancings in future will
carry the higher margins set out
in the new rules for export cred-
its. These are due to come into
force on December 1 and last
for five years until November
1992.

The Bank of England is mean-
while shortly due to establish
working parties of bankers and
officials to examine the mechn-
ics of refinancing ECGD's £10bn
portfolio of export credits in the
capital markets.

This is expected to produce;
substantial cost savings to the;
Government which has to meet.
the difference between rates:
cnarged by lenders 1n the ex-i
port credit market and the low;
fized rates paid by borrowers|
unGE" rules set by the Organisa-|

tion for Economic Co-operation |
and Devefopment in Paris. {
DPetails, Page 6 i

power to handle the operation
from its own résources.
raises the question of second-
ment of personnel from else-

This

where, though which personnel
from which organisations
remains to be decided.

Some bankers were
yesterday about the eventual
establishment of an indepen-
dent so-called export refinance
company. However, it is pos-
, initially,
may use GEFCO, a  vehicle
specially-established by Lloyds
Bank to refinance rescheduled
loans to the Philippines and
Yugoslavia, Even so, there are
other technical problems.

These relate, for example, to
treatment of loans only par-
tially-guaranteed by the ECGD
The working-parties will have
to decide the legal value of
such guarantees when the full
loan is refinanced.

Further, some loans have
been swapped into other cur-
rencies. This may involve
lenders in extra expense when

talking

the ECGD

d by Hong Kong <olftion

swaps are tnwound. Some have
been sold-cn in the secondary
market and new holders will
have to he traced before assets
are refinanced.

Moreover, some bnks, such
as Morgan Qrenfell, have a
large amount of export credits
on their balance-sheets which
they do not want to see dim-
inish too rapidly.

Bankers say they hope prob-
lems such as these can now be
ironed out in a positive, con-
structive spirit. However, with
interest rates in the US now
apparently rising, ‘doubt re-
mains over the securities mar-
Ket’s receptivity of the refinanc-
ing when it comes.

Time may also be taken to
repair relationships damaged
by the Castle Peak affair which
has marred the otherwise im.
pressive debut of Mr Malcolm
Stephens as ECGD chief execu-
tive.

(861 '8 raquiardag ‘Aepsan
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HONG KONG DEFENCE COSTS AGREEMENT RENEGOTIATION

Thank you for your minute of 27th August and your agreement
to the maintenance of our present negotiating position, as

proposed in my minute of 7th August.

2. There can, I suggest, be no disagreement about the ability of
Hong Kong to afford to continue to pay 75% of our costs (which
will be reducing) as well as the cost of building up their police.
Their economy is currently very strong - and getting stranger - as
very recent press articles have emphasised; and the garrison costs
them some 0.5% of their GDP.

35 I think I should also point out that at the time of the last
negotiation there was no perception of an inequitably heavy
burden. Their negotiating position in 1980 was for continuation
of the 75/25 sharing arrangement, and indeed the clause which
extends the DCA for five years on the same terms, unless both
sides agree otherwise, was drafted by the Hong Kong Government.

As the external threat has decreased, they presumably feel that it
is possible to take a harder negotiating line, although logically
and in equity they should pay more. Let us not therefore be
misled by their argument that they are belatedly seeking equity.

4, Nonetheless, I quite understand your concern about the wider
political issues. We shall do our utmost to improve and make more
palatable the presentation of the package. I would hope that the
Hong Kong Government also see the need to avoid confrontation and
maintain confidence. But I am sure you will understand that any

reconsideration of our approach, such as you suggest in your

CONFIDENTIAL
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paragraph 5, could not be at any greater overall cost to the
Defence Budget than that resulting from the proposals in my minute
of 5th August.

5 I am sending copies of this minute to the Prime Minister, to
other members of OD(K) and to Sir Robert Armstrong.

LY

Ministry of Defence
£ :
‘?(b September 1987
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From: R B SAUNDERS ‘

Date: 24 September 1987

NOTE FOR THE RECORD ce PES =

Sir G Littler
Mr C Kelly

SIR PETER MIDDLETON'S MEETING WITH MR PIERS JACOBS

Mr Jacobs, Financial Secretary to the Hong Kong Government, called
on Sir Peter Middleton on 24 September. Mr Kelly was also present.

2% Mr Jacobs said that he was increasingly concerned by the
outlook for inflation. It was expected to reach 8% by the end
of 1987, and seemed to be continuing to gather pace. A double
digit inflation rate would give rise to political difficulties
in Hong Kong. People would begin to question whether this was
the price for maintaining the 1link with the US dollar at the present
rate. The fiscal position was well under control - indeed, he
might well feel obliged to make some tax cuts in the next Budget.

Sie The labour market was tight. That 1left only the exchange
rate as an instrument for tackling the inflation problem. It
was not realistic to expect the current rate against the US dollar
to last another 10 years - even though the system might.

Revaluation was probably necessary in order to tackle the emerging
economic problems, although not for the trade reasons advanced
by Mr Baker. He had discussed the exchange rate informally with
several 1I1ndustrialists, who had in general said they could 1live
with a higher rate.

4, Sir Peter Middleton said that he agreed with all these
propositions. Mr Jacobs added, however, that by no means everybody
in Hong Kong shared his view that revaluation was 1inevitable;




“ the Governor was concerned about the effect it might have on the
stability of the financial system.

5 In further discussion, it was noted that revaluation at the
present time would be awkward, since it might be seen as giving
in to misguided American pressure. But if Mr Baker could be
persuaded to lay off, an opportunity might present 1itself for
revaluation in circumstances which would not damage the stability
of the system. The Budget might be a suitable moment.

6. Mr Jacobs reported that the latest round of discussions with
the Chinese had not gone as well as hoped. While the Chinese
delegation had shown a lot of interest during the meeting, asking
many questions, at the end they had read out a prepared piece
referring back to the Joint Declaration and affirming that no
change could be contemplated 1in the foreseeable future. In
discussion, it was noted that this probably reflected the limits
of the Chinese team's negotiating instructions rather than any
failure of the Hong Kong side to get their message across properly.

7id Concluding, Sir Peter Middleton said that it would be
worthwhile for Mr Jacobs to meet the Chancellor in Washington.
He would ask the Chancellor's office to arrange this with the
Hong Kong Government office in Washington.

5

2
we g

R B SAUNDERS

Private Secretary

T




SECRET Ty - ,/

"‘,“’ ﬂr Tg ?
¢ /

_thoreign and Commonwealth Office

: :
M K k& L 'J i London SWIA 2AH
S verod | [N
i xu:ns-aMl/\?? Lé i l {
hm._{/ﬁ{h&,mﬂ&& 1 ,l

m«meaMfT1ﬂ ; 29 October 1987

Hong Kong: Representative Government

The Foreign Secretary minuted to the Prime Minister
and to OD(K) colleagues on 6 May about the handling of the
Review of Representative Government which has been taking
place in Hong Kong over the summer. The period of public
consultation ended on 30 September. The report of the
Survey Office established to collect public reactions is due
to be published on 4 November. The Prime Minister may find it
useful to have an indication of the outcome of the Review and of
- how we now see the way forward.

The Governor of Hong Kong has received an advance copy
of the Survey Office report and has briefed the Foreign
Secretary on that basis. As we expected, the question of
introducing a directly elected element into the Legislative
Council dominated the Review and generated considerable
public interest. It is clear that a substantial body of public
opinion supports the introduction of an element of direct
elections in principle. But on timing significant numbers
are against their introduction in 1988, preferring to see
this happen after 1990 when the Chinese Government will
promulgate the Basic Law for post 1997 Hong Kong. The
submissions received by the Survey Office and the private
opinion polls conducted on the Office's behalf both show
that only a minority wish to see direct elections introduced
in 1988. There is also a substantial number of "don't knows".

On the other matters raised in the Review, it is clear
that there is strong support for keeping the voting age
at 21 years and for retaining the Governor's role as President
of the Legislative Council. There is also some support for
a slightly enlarged role for the District Boards.

This outcome accords generally with our expectations.
In particular the views expressed on direct elections
will enable us to take a decision in line with Hong Kong
public opinion to delay their introduction until after 1990,
thereby avoiding a damaging public disagreement with the
Chinese. This would mean direct elections starting in
1991 or 1992. The outcome on the other matters raised by
the Review is also satisfactory.

Throughout

SECRET
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Throughout the summer we had been under pressure from
the Chinese not to introduce direct elections in 1988. They
had made it clear that their objection was not to direct
elections as such but rather to their introduction before
their own drafting of the Basic Law was complete (which would
have given the appearance of direct elections having been
forced on China). we consistently declined to give the
Chinese any assurance on this point, on the ground that the
Review must be a genuine one.

However by September it was becoming clear that public
opinion in Hong Kong was shaping up the way which I have
described in the Preceding paragraphs. This enabled the
Foreign Secretary to brief the Chinese Foreign Minister,

Wu Xuegian, on the likely outcome: and the Governor of Hong
Kong subsequently took parallel action with Vice Foreign
Minister Zhou Nan on a visit to Peking. As a result we have
secured from the Chinese a private commitment that if direct
e¢lections are not introduced until after the promulgation of
the Basic Law, there will he an appropriate provision for them
in the Basic Law. The Chinese also agreed that the Hong Kong
Government White Paper to be published next February could
state with an "appropriate reference" to the Basic Law that
direct elections will be introduced in 1991 or 1992. The
existence of this understanding remains very sensitive.

The next step is the publication of the Survey Office
Report on 4 November. We are taking steps to brief MPs and
the press as necessary so as to ensure that they properly
understand its contents and its significance. Nothing will
of course be said about our understanding with the Chinese.
Thereafter work will begin on the Hong Kong Government White
Paper. There will need to be discussion with the Chinese
over the precise wording of the reference in the White Paper
to direct elections and the Basic Law. We may encounter
difficulties over this, but we believe they should be
surmountable.

I am copying this letter to Private Secretaries of
members of OD(K) and of Sir Robert Armstrong.

[
///%Jsu\)
(A C Galsworthy)
Private Secretary

C D Powell Esq
10 Downing Street

SECRET
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PRIME MINISTER

HONG KONG DEFENCE COSTS AGREEMENT \\[:L,g q,‘

I thought that I should write, as a matter of some urgency, to
let you and our OD(K) colleagues know the position that has been
reached in the negotiations with the Hong Kong Government over the

Defence Costs Agreement.

2ie There have now been three full rounds of talks, together with a
number of working level discussions. The two sides have reached a
goodrunderstanding of each other's position, and have discussed in
detail some of the technical aspects of a possible future DCA. But
it has become increasingly clear that the two sides remain divided by
one fundamental issue; that of the apportionment of the cost of the

Hong Kong garrison.

3% The principal objective of the Ministry of Defence, which was
reaffirmed by you and our OD colleagues after the second round of
talks in July, was that our share of costs should fall at least in
line with the overall costs of the garrison; in other words, that the
MOD should be at least as well off, taking one year with another, as
if the present agreement had continued unchanged until 1997. The
Hong Kong Government's position has been that their share of garrison
costs must fall substantially in real terms. It has now become clear
that the issue for them as much as for us is one of cash; in addition
to which they are seeking a presentational advantage. They have
suggested that they required a shift from the present 15525
apportionment to about 50:50; but they have also hinted that they
would be prepared to settle for a fall in their contribution from 75%
to at most 62.5% of garrison costs. The difference between 75% and
62.5% is equivalent to about £125 million at constant prices over the
period to 1997.

CONFIDENTIAL
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4, It has, of course, always been arguable that, for the remainder
of the period to 1997, the HKG should be expected to meet the full
cost of the garrison, since it will be devoted largely to meeting
their own security requirements. I therefore remain of the view that
the HKG's position is quite unreasonable, and that we are fully
justified in continuing to require them to bear at least 75% of the
costs of the Hong Kong garrison. There is no doubt, however, that
Exco and Legco have been brought to expect a change in apportionment
in their favour, and that there may be a disinclination to approve
any financial arrangements that do not incorporate, and make
manifest, such an improvement. I am quite clear, however, that the
defence budget should not be expected to bear such an additional

commitment.

B As I see it, therefore, we now have few options. The simplest
would be to persuade the Hong Kong Government to accept a new DCA
having the same effect in apportionment terms as the existing
arrangements; or, to the same end, to continue with the present
arrangements, as is provided for in the existing agreement. Any
other method would have in the end to come down to the same thing in
apportionment terms. An approach could in theory be made at a more
senior level than that of the negotiations so far but,as I have

explained, the fundamental issue remains that of the apportionment.

B In the absence of a move by one or both sides on this issue, it
is difficult to see how, no matter what the level of the next
exchanges, the consent of the Hong Kong Government could be
forthcoming. It is, however, for consideration whether, as a final
gesture on our part, a senior official might be sent to Hong Kong to
explore with the Government whether the basis for such consent might

exist; and I propose that we should now take this step urgently.

CONFIDENTIAL
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I should be glad to know whether you and our OD(K) colleagues
agree. I am sending copies of this minute to them and to Sir Robert

Armstrong.

Ministry of Defence
\ December 1987
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PRITME MINISTER

Hong Kong: Defence Costs Agreement

1. I have seen George Younger’s minute to you of
1 December about the negotiations with the Hong Kong
Government over the Defence Costs Agreement.

2. I am grateful to the Ministry of Defence negotiators
for the patience with which they have clarified the
issues and identified the possible features of a new DCA.
I note however that the two sides remain divided over the
fundamental question of the apportionment of costs
between HMG and the Hong Kong Government.

3. George Younger rightly points out the political
pressures in Hong Kong for a more favourable
apportionment of the cost. I stressed these in my minute
of 27 August, and I need not repeat them now. We are
gradually creating more democratic machinery in Hong
Kong, and rightly so. The corollary is that we must also
be ready to cope with the political reality which arises
from that machinery.

CONFIDENTTALI
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4. While it may be arguable that the Hong Kong
Government could afford to meet the full costs of the
garrison, it is also the case that, as in the Falklands,
HMG remains responsible for the defence and security of
Hong Kong as a British dependent territory: there are in
addition our treaty obligations to China in the Joint
Declaration on Hong Kong. There is therefore no
difficulty in justifying a contribution by the UK. More
to the point, Hong Kong financial provision for a new DCA
can only be authorised by the Hong Kong Legislative
Council, and the Hong Kong Government clearly cannot
givetheir consent to an agreement unless they are
confident of obtaining that authorisation. The Governor
does not consider that he will obtain the Legislative
Council’s endorsement on the basis of the present
apportionment.

5. As the Defence Secretary recognises, any agreement
must have the Hong Kong Government’s consent: we
certainly cannot impose an agreement on Hong Kong.
Failure to reach one would leave us logically with little
alternative but to pay ourselves, or to run down our
forces faster than we consider safe. That would be
unacceptable to the Chinese, who would, with
justification, see it as contrary to our treaty
obligations. It is not a road we could realistically
embark on.

6. I therefore very much hope that George Younger will

continue his efforts to reach an agreement which is
politically presentable in Hong Kong as well as here. I

CONFTDENTTAT,
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am content for a senior official, presumably from MOD, to
go to Hong Kong to pursue this. He will naturally need
to argue the UK case very strongly: but I hope he will
also have sufficient flexibility to explore solutions
which the Hong Kong Government could realistically expect
to present successfully to the Legislative Council.

6. I am copying this minute to OD(K) colleagues and to

//’ ——/
P

(GEOFFREY HOWE)

Sir Robert Armstrong.

Foreign and Commonwealth Office
3 December 1987
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Hong Kong Defence Costs Agreement

The Prime Minister has seen the Defence
Secretary's minute of 1 December about
the negotiations with the Hong Kong Government
over the Defence Costs Agreement.

Subject to the views of colleagues,
the Prime Minister is content with the
line proposed for the time being. But
she would not absolutely rule out some
gesture to go a little way to meet the
Hong Kong side if the negotiations reach
an impasse.

I am copying this letter to the DIrivate
Secretaries to other members of OD(K) and

to Sir Robert Armstrong.
OQ\Qurknh\
\

CHARLES POWELL)
( L ——

John Howe, Esqg.,
Ministry of Defence.
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HORG KORG DEFENCE COST AGREEMENT (DCA): RENEGOTIATION

In his minute of 1 December to the Prime Minister, the Secretary of State
reports that, in effect, an impasse has been reached in the negotiations with
the Hong Kong Governn?xt over the DCA and seeks colleagues agreement to sending
& senior official to Hong Kong, as a final gesture on the Covernment's part,

to see if any further progress can be made.

Background

2. The current DCA (which expires in March 1988) provides that the UK and
Hong Kong share the costs of UK forces in Hong Kong. The cost shares under
this agreement are, basicaly that Hong Kong meet 75% with the UK meeting the

remaining 25%.

3. In view of the transfer of sovereignty in 1997 to China, MOD have prepared
& garrison run down plan which will yield substantial savings to both sides
over the period to 199T7.

Hong Kong's Position
L, Throughout the negotiations Hong Kong's position has been that their share

of garrison costs must fall substantially in real terms. They have suggested
that they require a shift from the present T5:25 apportionment to about 50:50.
There are, however, indications that they may be prepared to move from T5 per
cent to 62.5 per cent (ie halfing the difference between 75% and 50%). But
even this would add about £125 million at constant prices to the Defence Budget
over the period to 1997.

5. We consider Hong Kong's position to be totally unacceptable. The agreed
UK position is that the garrison costs should fall at least in line with
withdrawal = with both sides bearing the existing proportion of the costs.
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:,5’ Jn. _ed, as the Secretary of State says, it could be argued that Hong Kong should
‘et the full cost since, following the 1984 Declaration, the external threat
&y v0 Hong Kong is mch reduced. This means that the garrison is now largely

contributing to Hong Kong's internal security.

MOD's Position
6. In view of the above, MOD's position has been that there is no justification
for altering the existing share of the costs between the two governments.

Following the third round of talks, the Secretary of State considers there are
only two real options left, either to get Hong Kong to accept some new DCA having
the same apportionment terms as the existing arrangements or to continue with
the existing DCA. We are on strong grounds on the latter option because our
legal advice is that the present DCA could run to 1992 if both sides cannot
agree to a change.

T. As a final gesture the Secretary of State seeks colleagues agreement to
sending a senior official to Hong Kong to explore with Hong Kong whether the
basis for an agreement could be reached on the lines of paragraph 6 above.

Recommendation
8. In a final attempt to reach agreement, I recommend that you agree to the

Secretary of State's proposal to send a senior official to Hong Kong but on
the firm understanding that any agreement which might be reached does not change

the apportionment of costs as exist under the current DCA.

9. A draft reply is attached.
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SECRETARY OF STATE FOR DEFENCE

HONG KONG DEFENCE COSTS AGREEMENT

You sent me a copy of your minute of 1 December to

the Prime Minister.

I agree that we should hold firmly to our existing
position - namely that Hong Kong should pay at least
75¢ of the cost of the Garrison. On that basis, I
have no objection to a senior official being sent to

Hong Kong to explore the position as you suggest.

I am sending copies of this minute to the Prime Minister,

to other members of OD(K) and to Sir Robert Armstrong.



