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24 February 1983

Aid to China
Thank you for your letter of 23 February.

The Prime Minister agrees that English
language teaching should be the first charge
on aid funds available for China and that its
level should be gradually increased (within
the existing aid programme),

JOHN COLES

John Holmes, Esq.,
Foreign and Commonwealth Office.
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CONFIDENTIAL

Foreign and Commonwealth Office

London SWI1A 2AH

23 February, 1983

Aid to China

Your letter of 25 prgger recorded the Prime Minister's
view that we should consider the desirability of a future
programme of English language teaching and help for Chinese
students when we had the report o a mission that was to visit
China to discuss English language teaching.

The mission has completed its visit, and I enclose a short
summary of its report. Its main recommendation is that the
level of British aid for English language teaching be gradually
increased.
‘___———\

There are strong political and commercial arguments for
the increased (but still small) technical cooperation programme
with China which would be financially possible within the current
ald framework. Other western countries are already stealing a
march on us, despite the advantage which the English language
offers and the excellence of British science and technology. As
China resumes her economic development programme the prospects
for western exports are now improving. But British commercial
interests will be handicapped if there are no such funds available
to support worthwhile feasibility studies, consultancies or
technical training.

We have considered this proposal in the light of the
negotiations on the future of Hong Kong. We judge that the
pr our general policy of
continuing business as usual in as many fields of Anglo-Chinese
relations as possible. We believe this is helpful to the
background atmosphere of the negotiations. It also gives a
public impression which helps confidence in Hong Kong. Moreover
since May 1982 it has been known in Britain that we are considering
a slightlz increased technical cooperation Ero§ramme for China;
and during her visi o Pekiling e Prime Minister indicated this
to the Chinese Pzggger and to Madame Deng Yingchao. The small
scale of the proposed programme would avoid any risk of its being
seen as an attempt to 'bribe' the Chinese. If relations with

China were to deteriorate seriously, we could of course terminate
the programme.

CONFIDENTIAL
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If the Prime Minister agrees, we would propose to make
English language teaching the first charge on aid funds
available for China. Zhao Ziyang suggested to her that this
might be the form of technical cooperation which the Chinese
Government wanted most. From our point of view it has a useful
multiplier effect. 1In 1983/84 the total UK aid money available
for China is only £500,000; after increasing our help for
English language training, we would propose to divide the
remainder (something over £250,000) approximately equally
between help for Chinese science and technology students or
trainees coming to Britain, and a feasibility (or other)
study in China by British consultants which might open up
further opportunities for British firms.

Incidentally we intend that Chinese students in Britain
should be eligible for the new scheme of discretionary awards
which was announced in Parliament on 8 February. But the funds
for this are limited (only 100-150 new awards altogeth er in
the first year of the scheme) and we shall need to give priority
to students from the Commonwealth,eg Hong Kong, Cyprus, Malaysia
and certain other territories. Thus the scheme will usefully
complement, but represent no adequate substitute for, that part
of the proposed technical cooperation programme not committed
to English language teaching and commercially-orientated feasibility
studies etc.

The exact division of the money must of course depend on
discussions with the Chinese, and we would like to retain
sufficient flexibility to accommodate any other small proposals
that they may put to us, eg for agricultural visits.

I 2

Ao

(J E H es)
Private Secretary

A J Coles Esq
Private Secretary
10 Downing Street
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IN CONFIDENCE

ENGLISH LANGUAGE TEACHING DELEGATION TO CHINA: 8 - 21 NOVEMBER 1982

Terms of reference

19 ! To study and assess the present state of English
language teaching (ELT) in China - particularly at tertiary

level. :

Lo 2 To evaluate the current programme of ELT activities
undertaken by Britain within the terms of the Sino-British
Cultural and Educational Agreement.

153 To make recommendations on the scale and nature of
future ELT activities that might be undertaken by Britain.

Recommendations

2.1 That the level of British aid to ELT in China be
increased gradually from mid-financial year 1983/84 settling
at an appropriate level by mid 1985/86.

2.2 That this aid be directed at

22 38 Teacher development: to provide resources to
support Ministry of Education training programmes for
secondary and tertiary level teachers of English in
key institutions

RS Pre-departure courses: to provide resources
for a centre to give English language instruction to

personnel coming to Britain for training and further
studies

24253 Distance learning: to provide resources to
support the development of English language courses
offered by the Central Radio and Television University

2.2.4 Evaluation: to assist the development of valid
and reliable tests of language proficiency for use in
the educational systemn.

Rationale

3l Britain and British expertise are held in high regard by
the Chinese authorities: there should be a British presence
in China to promote a wider understanding and appreciation
of our country (most Chinese students studying abroad go to
America and Australia).

3.2 English has replaced Russian as the main foreign language
taught in China (the second most popular foreign language is
Japanese) .




, 303 China 1s a developing country: teaching is often
undertaken in spartan conditions; local funds are spent

only on bare essentials for the job; and there is a
commitment on the part of students, teachers and administrators

which augurs well for successful collaboration in ELT.

3.4 An 1ncreasing command of English within the country,
particularly in the industrial and technological sectors, is

of potential commercial advantage to Britain.

Costings

The Overseas Development Administration's contribution to
the current ELT programme is £180,000 (1982/83). The proposals
made by the delegation include project options that would require
Technical Cooperation funding of the following order:

1983/84 1984 /85 1985/86

£343,100 £420,400

Maximum 240,200 7
Minimum 218,700 £303,450 £399,700 .

The basis for these figures is 1983 prices plus 5% for risen
costs in 1984/85 and 1985/86.




COVERING CONFIDENTIAL

Foreign and Commonwealth Office

London SWI1A 2AH

10 November 1982
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Prime Minister's Tour of the Far FEast

I enclose copies of despatches which we have received
recently from HM Ambassadors in Tokyo and Peking on
Mrs Thatcher's visits to Japan and China. Both are being
printed for wide distribution, but as this process appears
likely to take some time, you might like to have these
advance copies now.

7juj L —

(R B Bone)
Private Secretary

A J Coles Esq
10 Downing Street
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VISIT OF THE PRIME MINISTER TO CHINA

SUMMARY

Te Mrs Thatcher visited China from 22-26 September., It was
a working visit, concentrating on discussions with Premier Zhao
Ziyang and Chairman Deng Xiaoping, but allowing for short
visits to Shanghai and Canton. (Paras 1-3)

245 Talks with Zhao Ziyang on world affairs centred on Sino-
Soviet and Sino-US relations and showed that Chinese and British
views on many international topics were close. (Paras 4 and 5)

e On Hong Kong, the meetings resulved in a joint statement,
providing for talks via diplomatic channels with the object of
maintaining Hong Kong's stability and prosperity. (Paras & and 7)

4. The Prime Minister met resiucant British businessmen and had
talks with the Chinese on commercial matters. (Para 8)

Se In Shanghai, where we plan to reopen a Consulate-General,
Mrs Thatcher launched a ship for Sir Y K Pao, visited a
biochemistry research institute and met the local British
community. In Canton she had talks with the Provincial Governor
on economic cooperation. (Paras 9 and 10)

Oe The visit raised Sino-British relations to Prime Ministerial
level, advanced commercial prospects and secured agreement to
begin talks on Hong Kong. (Para 11)
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BRITISH EMBASSY,
PEKING.

7 October 1982

~The Right Honourable
Francis Pym MC MP
etc etc ete
Foreign and Commonwealth Office

Sir

VISIT OF THE PRIME MINTSTER TO CHINA

1e I have the honour to report that the Prime Minister, the

Rt Hon Mrs Margaret Thatcher MP, accompanied by Mr Denis Thatcher,
visited China from the 22nd to the 26th September as part of her

Far Eastern tour. Her programme here and a list of her party

are attached at Annexes A and B.

2 The programme, which, as is customary with Chinese arrange-
ments, took final shape only the day before the Prime Minister
arrived, was that of a working visit, concentrating on
discussions with Chinese leaders in Peking for the first two and
a half days, and allowing only a brief visit to Shanghai and
Canton on the way to Hong Kong. It provided for two meetings of
about two hours each with Premier Zhao Ziyang, and one two-hour
meeting with Chairman Deng Xiaoping (now called Chairman by
virtue of his position as Chairman of the Party's Military
Affairs Commission and Advisory Committee). We had asked for,
and I am sure would have been given, a meeting also with the
Party Secretary-General, Hu Yaobang, which would have offered
Mrs Thatcher the chance to assess the third member of the

current ruling triumvirate. But the sudden decision of

/Kim Il Sung
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Kim I1 Sung, the Korean leader, to visit China at the same time
meant a hasty re-scrambling of arrangements on the Chinese sgide

and Hu Yaobang disappeared into the provinces escorting his

Korean guest.

Do The Prime Minister's VC10 arrived on one of those glorious
still and sunny afternoons which are the mark of the Peking
autumn. She was met by Vice-Foreign Minister Zhang Wenjin who,
with his wife, accompanied her throughout the visit, and was
driven to the State Guest House through streets decorated with
bunting and across a Tian An Men Square hung for the occasion
with British and Chinese flags. At a formal welcoming
ceremony outside the Great Hall of the People she inspected a

guard of honour. The strains of God Save the Queen, played by

the band of the People's Liberation Army, rang out impressively

against the unusual setting of the vast square with its distant

view of the Forbidden City.

¢

4. The first round of talks with Zhao Ziyang was devoted to
a survey of world affairs with particular reference to China's
relations with the United States and the Soviet Union. After
Mrs Thatcher had explained'that the state of the Western
Alliance was good in spite of current differences over
equipment for the Siberian gas pipeline, Zhao said that he had
recently told ex-President Nixon that China was not in favour

of anything that strengthened the Soviet Unionj; but the

/United States
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United States should not ask its friends to do something which
it was not prepared to do first. He noted that President Reagan
had lifted the grain embargo when he came to office. China
approved of President Reagan's determination to curb Soviet
expansionism, but considered that some US policies, eg in the
Middle East and South Africa, did not serve that overall
objective., China attached importance to the development of
relations with the United States, not merely to oppose Soviet
.hegemonism, but also in the interest of economic and
technological cooperation. The recent joint communicue on arms
sales to Taiwan was an important first step in the removal of a
serious obstacle to Sino-US relations but was only a beginning:
the 1ssue had not yet been thoroughly solved. China would wait
and see how the United States would implement it. China had

been very flexible, which showed the importance the Chinese

attached to Sino-US relations.

|

5 Premier Zhao also described the Soviet Union's desire to
expand as the fundamental caﬁse of tension in the world and
said that China's foreign policy had not changed. It was an
independent policy not swayed by expediency. China wished to
maintain normal state-to-state relations with the Soviet Union

on the basis of the five principles of peaceful coexistence.

The Russians would be sending a Vice-~Foreign Minister to Peking

in October to exchange views. However, if the Soviet Union

/sincerely
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sincerely wanted to improve its relations with China, it would
have to take practical measures. to remove the threat it posed
to China by its occupation of Afghanistan, its support for

Vietnam, and the excessive number of Soviet troops stationed

along the Sino-Soviet border and in Mongolia. Zhao ended by
saying that he personally was not very optimistic about the
prospects for the forthcoming talks. He also spoke at some

length, but in familiar terms, about Afghanistan and Cambodia,

- expressing the hope that HMG could give political, moral and

material support to the Cambodian coalition. In response,
Mrs Thatcher was able to say that our views on these iscsues

were similar.

6. This first round of talks with Zhao was useful in helping
to establish some personal contact between the two leaders.

It was followed by a welcoming banquet in the Prime Minister's
honour given by Zhao Ziyang in the Great Hall of the People
for some two hundred guests. In thelr speeches, copies
attached at Annexes C and D, both Prime Ministers referred to
the long history of Sino-British relations and expressed the
belief that the British Prime Minister's visit would furthér
strengthen them. Both speeches made cautious reference to the
subjecﬁ of Hong Kong, Zhao saying merely that "in our bilateral
relations there are problems left over from history that need

to be solved through consultations".
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7. The second round of talks with Zhao the next morning were
devoted principally to Hong Kong. With this in mind, the
Governor of Hong Kong, Sir Edward Youde, joined the Prime
Minister's delegation in Peking and was present throughout the
talks with Zhao Ziyang and Deng Xiaoping. The substance of
the Prime Minister's talks with Zhao and Deng on Hong Kong is
reported separately. It is sufficient to say here that the
Prime Minister was able to agree with the Chinese a brief
statement, as follows:-

"Today the leaders of both countries held far-reaching

talks in a friendly atmosphere on the future of

Hong Koné. Both leaders made clear their respective

positions on this subject. They agreed to enter into

talks through diplomatic channels following the visit,

with the common aim of maintaining the stability and

prosperity of Hong Kong."

’

8e In her second round of talks with Premier Zhao

Mrs Thatcher also raised a number of bilateral commercial
matters, but there were no firm responses from the Chinese side.
In the course of her visit she also attended a reception at the
Embassy for representatives of the British community and for

some of our Chinese contacts; visited the Central Music Academy,

the Peking Fine Arts Acadewy, a British book exhibition in the

National Art Gallery, and gave an impressive return banquet for

/the Chinese
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the Chinese Premier in the Great Hall of the People at which
the tables were decorated for the first time in that building
with fine pieces of British silver. Copies of the short
speeches on this occasion are attached at Annexes E and F.
ohe was also entertained to dinner by the Association of
British Commerce in China, which gave her an opportunity of
discussing trade issues and learning something of the

opportunities and problems for British businessmen resident

here.

e

9. On the 25th of September, Mrs Thatcher went on to Shanghai,
’where she visited the British Petroleum office, a biochemistry
research institute (where she deeply impressed the Chinese
specialists with her knowledge of their area of expertise), and
launched a ship built for the Hong Kong shipping magnate,
olr Y K Pao, naming it "World Goodwill". She also met members
of the growing British community resident in Shanghai and was
entertained by the Mayor at a splendid banquet where the guests

ate to the strains of Auld Lang Syne, Home Sweet Home, All

Through the Night, and the Last Rose of Summer. A performance

of Chinese dancing and Peking opera followed. Mrs Thatcher's
visit to Shanghai was relevant to our decision to open a
Consulate-General there and gave valuable support to our

efforts to obtain suitable accommodation for the office and

staff.

/105 Binallwy,
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10, Finally, the Prime Minister paid a short visit on the
26th of September to Canton, where she was able to hold talks
with the Governor of Guangdong Province,who afterwards
entertained her to lunch. The talks concentrated on business
opportunities and economic cooperation in Guangdong. She was
present at the signing of a Letter of Intent between Cable and
Wireless Ltd and a Chinese company for the establishment of an

important microwave communications link in the province.

11. When plans for the Prime Minister's tour were being
discussed last spring, Mrs Thatcher forecast that her visit to

China might be the most strenuous part of her tour. The

programme here was certainly a full one and the talks with

" Chinese leaders were concentrated and important. This was the
first visit by a British Prime Minister in office to China and,
therefore, raised Sino-British relations to Prime Ministerial
level. In this we have hitherto lagged behind our' friends and
competitors. I hope conditions will be suiltable for
Zhao Ziyang to take up next year the invitation Mrs Thatcher
gave him to make a return visit to Britain. On the commercial
side, though no large contracts were signed, Chinese attention
was concentrated on a number of important deals, which I trust,
as a result, are closer to signature. Finally and most

 important, the visit allowed us to tackle the difficult issue

of Hong Kong, which in coming months is likely to dominate

/Sino-British
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ino-British relations, with considerable potential for good
to the Prime Minister's advocacy we were able
sacure our nain objective for the visit, nemely an agreement
begin talks about Hong Kong via diplomatie channels with the

stated objecct of maintaining Hong Kong's stability and

prosperity. ‘e must now follow up that initial achievement.

12. T am sending copies of this despatch to HM Ambassadors

at Washington, Moscow and Tokyo, and to the Governor, Hong Kong.

I am, Sir

Yours faithfully
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PERCY CRADOCK
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| PRIME MINISTER'S VISIT TO CHINA: WORKING PROGRAMME AS OF

21 SEPTEMBER
Wednesday, 22 September

1320 Arrive at Peking Airport by British special plane.
Met by HMA and Lady Cradock; Vice Foreign Minister
7hang Wenjin; Ambassador Ke Hua and Mrs Ke Hua;
Head of the Western European Department of the
Ministry of Forelgn Affairs, Wang Benzuo; and by
representatives of the Protocol Department

Arrive at the Guest House

Members of the Prime Minister's Delegation leave
the Guest House for the Great Hall of the People

Leave the Guest House for the Great Hall of the
People (Prime Minister and lr Thatcher)

Welcoming ceremony (in the Square outside the
Fastern Entrance of the Great Hall): Embassy staff
to assemble at 1540 hrs at GHP North Entrance lobby

fg 1615 %ourgesy.call on Premier Zhao Ziyang (at the Hebel
all

1630 Talks with Zhao Ziyang (at the Eastern Hall) -
183%0 Return to the Guest House

1920 TLeave the Guest House for the Great Hall of the
People

1930 Welcoming banquet (at the Banquet Hall)

Afterwards - Visit Chancery

Thursday , 2% September
0800 Breakfast

0850 Leave the Guest House for the Great Hall of the
People

0900 Continued talks with Zhao Ziyang

12-=1%00 Reception given by Sir Percy and Lady Cradock at
British Embassy (Residence)

13%0-143%0  Private lunch at Guest House
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Teave the Guest House for a visit to the Central
Conservatory of Music

Arrive at the Conservatory

Leave the Conservatory for the Central Academy of
Fine Arts to meet some artists

1550 Arrive at the Central Academy

1650 Leave the Central Academy of Fine Arts for the
Art Gallery

1700 Visit the British Book Exhibition
£.31750 Leave Art Gallery for Residence

LY a7us Meeting in Chancery

1900 Visit Residence (to change)
1925 Leave Residence for Jianguo Hotel

1930 Arrive at Jianguo Hotel for dinner given by British
. business community

(Afterwards (?) Prime Minister's Press Secretary briefs British
' press at Jianguo Hotel

Friday, 24 September

0800

0935
0945
1030
1230

1450

1500
1600
1620

Breakfast

-~ Leave the Guest House for the Great Hall of the People

Meet with Vice Chairman Deng Yingchao
Meet with Vice Chairman Deng Xiaoping

Luncheon given by State Councillor and Foreign
Minisger Huang Hua (Yangyuan Hall, Diaoyutai Guest
House |

TLeave the Guest House for a short visit to Haidian
free market en route to the Summer Palace

Arrive Summer Palace
Leave Summer Palace for the Guest House

Arrive back at Guest House
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Leave the Guest House for the Great Hall of the
People

Press Conference
Later return to Guest House

Leave the Guest'House for the Great Hall of the
People

1930 Return banquet

2120 onwards Interview with radio and television correspondents
at Guest House

Saturdax, 25 September

:30650 Luggage Call

0700 Breakfast

0800 Premier Zhao Ziyang arrives at the Guest House to
bid farewell

50815 Leave the Guest House for the Capital Airport
0900 - Leave Peking for Shanghai by Chinese special plane
1030 Arrive in Shanghai (met by Mayor Wang Daohan)

.+ 1050 approx Visit British Petroleum's Headquarters+*in Shanghai
(near airport en route to the Guest House)

Later arrive at the Jinjiang Guest House
1200 Luncheon given by Sir Y K Pao
1400 Leave the Guest House for Jiangnan Shipyard

1430-1500 Attend the naming ceremony of MV "World Goodwill"
built by Jiangnan Shipyard

1520-1630 Visit the Institute of Biochemistry

1700-1800 Reception given by HM Ambassador for the British
community in Shanghai to meet the Prime Minister:
at the Jinjiang Club

1900 Banquet given by the People's Government of Shanghai
Municipality, followed by cultural performance

/Sunday, 26 September
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26 September

Depart Shanghai Airport in Chinese Boeing 707 (VC10
to follow)

Arrive Canton

Embassy has asked MFA for the Prime Minister to
attend Cable and Wireless signing ceremony/

(to be confirmed by MFA) - Call on Guangdong

Province Governor for a general discussion of
economic development projécts

Iunch as the guest of the Governor of Guangdong

Leave Canton by VC10 for Hong Kong
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10 DOWNING STREET

From the Private Secretary October,

HONG KONG

3

In my letter of 21 October I promised to let you know
separately the Prime Minister's views on the attitude we should
adopt to various projects in the field of Anglo/Chinese bilateral
relations (your letters of 14 and 15 October refer).

The Prime Minister agrees that:-

(a) we should maintain our bid for the Luda Destroyer project
(Mrs Thatcher notes that there is no suggestion that we
should improve the financial terms).

we should also maintain our interest in the Guangdong nuclear
project. '

BP should continue its involvement in oil activities off South
China,

the proposed mission to China on 6 November to discuss English
language teaching should go ahead and we should consider the
desirability of a future programme of language teaching and help
for Chinese students only when the mission has reported.

B, 1. COLES

J.E, Holmes, Esq.,
Foreign and Commonwealth Office
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CONFIDENTIAL

Foreign and Commonwealth Office

London SWIA 2AH

15 October, 1982

7~
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Visit of the Prime Minister tg_the Far
East . 0T
_T‘
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Further to my letter of v October, I promised to let you
have a note on the general question (raised in your letter of
~4’6§tober) whether it is appropriate to make any further gestures
to the Chinese given the current situation over Hong Kong. Your
letter of 13 October, to which we shall be replying separately,
gave an indication of the Prime Minister's attitude.

In essence we believe that the Chinese are not likely to be
seduced into a more forthcoming attitude in the Hong Kong
negotiations by gestures from us on issues not directly connected
with those negotiations; but that any identifiable dealings below
what the Chinese would normally expect could have a positively
harmful effect on the negotiations.

Applying this to projects at present under consideration, we
believe that it would be counter-productive to withdraw from the
positions we have taken up on the Luda Destroyer project and the
Guangdong nuclear power project. On the first, my letter of
14 October explained that there was nothing more which we could
do to help at this stage, but there is still a possibility of
securing a valuable contract, and for us to hold off now (eg by
withdrawing our agreement to waive the Research and Development
levy) would in our view send quite the wrong signal to the
Chinese. Similarly, for us to slow down or arrest the discussions
on the Guangdong nuclear project, in which there is a major Hong
Kong interest as well as considerable involvement by British industry,
could well damage our cause in the Hong Kong negotiations; energy
development in South China is of especial importance for the
Chinese. It would similarly not be in our overall interests to
restrain BP in their current negotiations for participation.

The arguments for giving further assistance in the fields of
English language teaching and fees for Chinese students are rather
less clear-cut. The Chinese are aware of our plans (described in
paragraph 3 of my letter of 14 October) to send a mission on
6 November to discuss English language teaching, and although this
mission need not produce early results we believe that it would be
wrong to cancel it. The rather wider proposals for funding awards

/in
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in Britain for Chinese students (paragraph 4 of my letter) could
however easily be delayed.

lors 22

it

(J E Holmes)
Private Secretary

A J Coles Esq
Private Secretary
10 Downing Street
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Foreign and Commonwealth Office

London SWIA 2AH

14 October, 1982

Visit of the Prime Minister to the Far East

In your letter of 4 Oétbber you asked for advice on how we
propose to follow up a number of points that remain outstanding
from the Prime Minister's recent tour.

For China you asked us to consider what could be done to
help with the Luda Destroyer project, English language training
and fees for Chinese students in Britain. On the first, the
Ministry of Defence say that there is nothing more they can do to
help. They have, as you know, already undertaken to waive the
Research and Development levy provided that the negotiations are
successfully concluded on both the British Aerospace and Vosper
Thornycroft contracts. The Chinese know this. Naval conversions
are not eligible for support from the intervention fund. Nonetheless
British Aerospace and Vosper Thornycroft teams now in Peking continue
to negotiate. There has been progress on the British Aerospace
contract, for which agreement on price has been reached, but several
important contractual clauses remain unresolved. British Aerospace
are cautiously optimistic of success. Vosper Thornycroft appear to
have made little progress in their talks, but achievement of a
successful contract with British Aerospace could persuade the
Chinese that it would be in their interest to make further concessions
in an effort to close the gap with Vosper Thornycroft.

For further English language teaching the British Council have
put forward tentative proposals for a programme in three parts:

(i) teaching English to those selected for technical
training in Britain;

(ii) training a professional cadre of teacher-trainers,
(iii) training the staff of the TV University.

We plan to send a specialist mission to Peking on 6 November to
discuss these proposals with the Chinese and work out a programme
for ODA to finance. With paragraph 4 of your letter in mind, we
should be grateful for confirmation that this is acceptable to the
Prime Minister.

CONFIDENTIAL
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A programme of technical cooperation with China would
normally provide fully funded post-graduate awards in Britian
for carefully selected trainees in fields relevant to national
development; but a possible alternative would be to provide
partial funding for larger numbers as Mr Zhao seemed to have in
mind. These are questions of priorities that we can only start
discussing with the Chinese when we have determined the size and
scope of our programme. We would see advantage in it covering not
only English language teaching and agriculture but also transport
and power and other sectors of commercial and industrial - not
cultural - interest. 1Is the Prime Minister content with this?

We have noted the Prime Minister's view that we should attempt
to time the proposed visit of the Japanese Prime Minister to Britain
in the way most likely to advance our economic interests. It is
unlikely that the Japanese will wish the visit to take place before
the end of 1983 (although the change of Prime Minister in Japan could
affect this); and it is too early to say what time after that would
suit us best from this point of view. But we shall of course bear
the point in mind in our planning for next year and 1984.

The question of use of the term British Nationals in Hong Kong
passports had already been dealt with in Roger Bone's letter of
11 October to you. I understand that the meeting to discuss this
has been arranged for next week.

o 2me

il 2,

(J E Holhes)
- Private Secretary

A J Coles Esq
Private Secretary
10 Downing Street
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\ . CABLE AND WIRELESS PUBLIC LIMITED COMPANY

MERCURY HOUSE * THEOBALDS ROAD * LONDON WCI1X 8RX - TELEPHONE 01-242 4433 - LONDON TELEX 23181 CANDW G

(It

13 October 1982 ‘\’g‘

I am writing to express the appreciation of the Court
of Directors of Cable and Wireless for your participation in
the signing ceremony in Guangzhou for our joint venture with
the provincial telecommunications and oil services authorities.

Eric Sharp C.B.E.
Chairman & Chief Executive

Against the background of a physically demanding
itinerary and diplomatic negotiations of considerable complexity
and sensitivity with which you had to deal, 1 would wish
to convey my personal and sincere appreciation for the splendid
way in which you identified yourself with our activities in
China both by your personal presence and by your toast to
our Chinese friends.

I know that Director Li of the Telecommunications Bureau
and Director Zhou of the Nanhai O0il Joint Service Corporation
were very impressed and flattered by your remarks, and the
Governor Lieu Tien Fu also conveyed to me at the banquet
celebrating the 33rd Anniversary of the establishment of the
PRC held some days after you had left, how delighted he
was that you had been able to visit Guangzhou and see him.

Needless to say your visit will have considerably helped
Cable and Wireless in exploiting our preferential position
and in the development of the exciting new business
opportunities now opening up for us in that vast market.

fe A
Gl Sl

The Rt.Hon. Margaret Thatcher MP
Prime Minister
10 Downing Street

London
SW1

19719

REGISTERED NUMBER 238626 ENGLAND
REGISTERED OFFICE MERCURY HOUSE THEOBALDS ROAD LONDON WC1X BRX
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10 DOWNING STREET

From the Private Secretary 12 October, 1982

* PRIME MINISTER'S VISIT TO CHINA

I enclose a record of conversation between the Prime Minister,
the Governor of Guangdong Province and the Mayor of Canton on
27 September., I also enclose an account of the Prime Minister's
visit to BP in Shanghai on 26 September. Both these notes were
prepared by the Embassy in Peking and have just reached us by bag |

- hence the delay.

I am copying this letter and enclosures to John Rhodes
(Department of Trade), Jonathan Spencer (Department of Industry)

and Julian West (Department of Energy).

oger Bone, Lbksq.,

Foreign and Commonwealth Office
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10 DOWNING STREET

From the Private Secretary 4 October 1982

Visit of the Prime Minister to the Far FEast

I think the Prime Minister would find it helpful to have a
brief note soon explaining how Departments propose to follow
up the various points outstanding from her visit to the Far East.
In preparing such a note you may like to bear the following
points in mind.

Hong Kong -

I understand that, following a brief discussion at Cabinet
last Thursday, the Home Secretary may wish to let the Prime
Minister have his views on the question of the use of the term
"British nationals'" in Hong Kong passports.

China
As you know, the Prime Minister undertook to consider whether
we could help with:

(a) The Luda destroyer project;

(b) Fees for Chinese students in Britain and English language
training for Chinese.

In considering advice on these matters, 1 believe that the
Prime Minister will wish to consider carefully whether it is
appropriate to make any further gestures to the Chinese until
they have shown themselves disposed to be helpful over the future
of Hong Kong (or, conversely, whether any such gestures could
help to produce the solution we require).

“Japan

You will recall that the Prime Minister invited the Japanese
Prime Minister to visit Britain, though without naming a date.

The Prime Minister told me later that she thought we should attempt
to time the visit in the way most likely to advance our economic
interests.

In view of the references to the future of Hong Kong in this
letter, I am not copying it to other Departments, but you will
doubtless consult them before replying.

JC

John Holmes, ESQ. —~ ~ ¢ ypr=pr=y p=rn e
Foreign and Commonweé 1;ZI:. bEO rl 1'.""\-‘! E E/C\#.L




FER Bub{gr Esq

Private Secretary to the PM
No 10 Downing Street

With the compliments of
THE BRITISH EMBASSY

G E Clark
Commercial Counsellor
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Reference

NOTE FOR THE RECORD

PRIME MINISTER'S VISIT TO BP ESTABLISHMENT IN SHANGHAIL

s The Prime Minister and her immediate party visited the

BP residence in Shanghai on 26 September for a short briefing:

by Mr Simon Downs, the BP China representative, on BP's activities
in China.

ie Mr Downs said that, along with other oil companies, BP had
put in tremendous efforts in the exploration of China's offshore
waters in the belief that the prospects of finding oil in
commercial quantities were "world-ranking". The seismic work
done beginning in 1978/79 confirmed this belief. Most of the
work done by BP was in the East China Sea off the coast near
Shanghai. Under the rules of the game the data gained by their
surveys was shared with all other participants, which meant

%25 companies in the Shanghai area and 45 altogether for the
coastal waters of China. In addition, BP had drilled two
exploration wells in the Yellow Sea. The data recovered from
these was shared with the Chinese but not with any other oil
companies. ‘

B The oil companies have now made their bids, and the Chinese
0il Ministry was examining them. BP had been told informally
that the Chinese were disappointed in the main with the level

of bids received, but this disappointment did not extend to BP.
Without going into detail, Mr Downs said that the bids contained
three main aspects: the number of wells the company proposed

to drill, the amount of money 1t was prepared to put Im, and

thé amount of il 1t wished to take out. If licences were
awarded, they would be for 5 to 7 years in the first instance.
Under the oil exploitation law, the companies had the right to
the production of the wells which they drilled for 15 years

from the start of the flow of oil. On the other hand, the
Chinese would have the right to take over the well once the
company had recovered its development and production costs.

4. BP would continue to maintain its main office in Peking.
The seismic surveys made it necessary for BP to move the centre
of gravity of its efforts in China to Canton: the South China
Sea and the Pearl River delta were much more promising than

the East China Sea. This had been reflected in the bidding,
where very few companies had put in more than token bids for
work in the East China Sea.

Sk The main problems facing BP and other companies were
unfamiliar contractual conditions, obviously inadequate speed

of response by the Chinese authorities to practical problems,

and strange arrangements for arbitration. A great deal of
training of Chinese oil ersonnel would be necessary. BP thought
the best course was honest and straightforward advice, which

they had pursued with success up to now. UNMr Downs expected

that BP would be among the first companies to be summoned to
discuss their bid, and that offshore work would begin as a

result in the first or second quarter of 1983.

/6.
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6. In answer to questions from the Prime Minister, Mr Downs said

he thought that undersea pipe would not be required in great
quantities for at least 7 years. Some of the drilling rigs would

be made in China, but most would be brought in on contract as there
was now a large international surplus of equipment. He hoped that
the British offshore service industry would improve on its slow start
and obtain a reasonable share of the business. Finally, Mr Downs
predicted that not more than a dozen companies would be asked to
discuss their bids in the first instance as to do more would strain
Chinese negotiating capabilities.

(2. .

G E Clark
29 September 1982




Commercial Department Peking

c/o Diplomatic Service Mails Office

Osborn Barracks Waterloo Road Kowloon Hong Kong
Commercial Department

British Embassy

11 Kuang Hua Lu Peking People’s Republic of China
Cable Prodrome Peking Telephone 521961/2/3/4

Your reference

F' E R Butler Esq

Private Secretary to the Our reference

Prime Minister

No 10 Downing Street Date

LONDON SWA 29 September 1982
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the Prime Minister, the Governor of Guangdong Province and the
Mayor of Canton on 27 September. I have given it no circulation.
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RECORD OF A MEETING '‘HELD IN CANTON ON 27 SEPTEMBER AT 17
BETWEEN THE PRIME MINISTER AND THE GOVERNOR OF
GUANGDONG PROVINCE, MR LIU TIANFU, AND THE MAYOR

OF CANTON, MR LIANG LINGGUANG

Al After the initial words of welcome, Mrs Thatcher asked
Governor Liu what special powers Guangdong Province had.

Mr Liu said that the main point was that Guangdong and Fujian
Provinces can pursue specific policies and flexible measures,
by which he meant that the two Provinces were even more OpPEl
to the outside world than China as a whole under the present
open-door policy, and had more local power of decision. This
applied throughout the Province but in the Special Economic
Zones the policy was even more Opel. The Prime Minister asked
whether the Special Economic Zones decided their policles on
their own or whether they had to refer for authorisation to
the provincial government. IMr Liu explained that as the
establishment of the Special Economic Zones had been made Dby
the Central Government, they in fact derived thelr authority
from it and had rather closer relations with the State Council
than the Province.

25 The Prime Minister then referred to the close relations
between Hong Kong and Guangdong Province, and commented on the
telecommunications link which had already been established by
the Cable and Wireless Company. Mr Liu said that Cable and
Wireless was a very good company and there was already a long
history of cooperation between Guangdong Province and it. A
new agreement had just been signed for a Province-wide microwave
1ink and later in the day a letter of intent would be signed
between Cable and Wireless and the Guangdong Post and
Telecommunications Bureau for a joint venture for communications
with the offshore oil rigs. The Prime Minister said that she
was very glad that she was going to witness this signature.

e Mrs Thatcher then referred to the Guangdong nuclear project
as an enormous example of possible cooperation between Britain,
Hong Kong and Guangdong Province, and referred to her close
friendship with Sir Walter lMarshall as the head of the CEGB,
who had recently visited Canton for discussions about the project.
Mr Liu spoke in praise of Lord Kadoorie, and his great
enthusiasm for the project. Four generations of his family had
1ived in China and now that he was over 80 he wished to do his
bit for the modernisation policy. It was largely owing to his
enthusiasm that the proposed joint venture between China Light
' and -Power and the Guangdong Electric Power Company was under

. discussion.

4. The Prime Minister said she also wanted to mention the
Dunlop company, who had nearly completed a contract for the
modernisation of a tyre factory in Canton. She understood that
it was only held up by a tax point. Mr Liu said that Canton town
was indeed negotiating with Dunlop and the talks were going on

at the moment. Mr Liang, the Mayor of Canton, said they had

/almost
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almost reached agreement. Mrs Thatcher asked them both to
push forward as soon as possible to achieve agreement. ©She

understood the tax point had been referred to Peking and the
Ambassador and his staff would help sort it out there.

Die The Prime lMinister then asked about Guangdong's plans.

Mr Liu said that Guangdong Province had a lot of light industry
which provided particular areas for cooperation between Guangdong
and the UK on the supply of equipment. There were also
possibilities for the exploitation of non-ferrous and rare metals
such as molybdenum, titanium, aluminium, tungsten, lead and tin.
The Province was very rich in deposits of these along its coastal
areas. !Mrs Thatcher commented that Guangdong seemed very rich
in natural resources if you remembered the offshore oil as well.
Mr Liu said that his first priority was to develop light
industry and secondly to exploit the non-ferrous metals referred
to. The main difficulties Guangdong faced were in a shortage of
energy resources and poor transportation. Guangdong had hardly
any coal and although it was quite rich in offshore oil, it would
take some time To exploit. 7The oil companies' bids were

being examined by the Ministry of Fetroleum: probably by early
next year they would have derricks and drilling platforms on
site. This was another area for possible cooperation with the
UK. The Prime lMinister welcomed this and said that i1t was
important to have a good back-up - helicopters, supply ships

and so on. Britain's North Sea experience could be very useful
to Guangdong. BP, whom she had visited in Shanghai, would be
very useful in this connexion. BP had developed the first big
field in the North Sea and had acquired very valuable experience
about what to do and not to do. She presumed that conditions
were probably better in the South China Sea than in the North
Sea, and asked about the incidence of typhoons, which would
affect rig design.

6. The Prime Minister asked if there was a shortage of energy
why Guangdong did not use solar energy. llr Liu said that there
was of course a lot of sun but much of the year was cloudy.
There was more sunshine on Hainan Island than i1n any other part
of the Province. The Prime Minister asked how electricity was
generated now. Mr Liu said by hydropower and by conventional
coal-powered stations. Of the total output of 2000 megawatts,
60% came from hydropower; unfortunately the water supply was
erratic.

(e The Prime Minister asked about the relationship between the
Mayor's powers and those of the Province. lNMayor Liang said that
the city was governed under the guidance of the Province. Its
industrial output and financial revenues amounted to 40% of the
total provincial output and revenues so he must do a good job

in Canton. He was able to keep about one-third of these revenues

/plans

to carry out his own plans. The Prime Minister asked whether those
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plans were agreed between the city and the Province, or whether
they were laid down by the Central Government, and if they were
discussed annually. IMr Liu explained that the plans were discussed
annually between the Province and the city; the Central Government
did not come into it. Discussion was made easier by the fact that
the Mayor was also a member of the provincial government. The
Prime Minister commented that he was sitting on both sides of the
fence. ©She asked if there were pressure within the city for

eg. better housing, how the lMayor and the Governor decided
what to do. !Mr Liang said that this would be dealt with under

the annual plan. When planning time came round every year that
sort of question was very carefully discussed. While priority

was given to energy, communications and industry as the source

of future wealth, they also had to give weight to education,
science and the living standards of the people. The Prime
Minister said she understood the problems. They were the same

the world over.

8. The meeting closed with the usual courtesies at 11.45am.
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" 10 DOWNING STREET

From the Principal Private Secretary 29 September, 1982.

Dcw'jﬂh“.

I enclose.a copy of a record of a
conversation between the Prime Minister and
Premier Zhao Ziyang about trade between
Britain and China durinz Premier Zhao
Ziyang's farewell call on the Prime Minister,

I am sending copies of this letter |
and its enclosure to John Kerr (HF Treasury,,
John Rhodes (Department of Trade), and

HM Ambassador, Peking.

S \/OU‘M l-/\&-‘f’
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John Holmes, Esq.,
Foreign and Commonwealth Office.
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. rar Fast Tour - headinzs for report to Cabinet tels
29 - 4.

Japan

Mainly concerned with trading issues,

L
Message - growing Japancse surplus (-$11 b. in 1980, + 5 b. in
1981, + $17-20 b, forecast for next year) threat to open trading

system,
Pressed tnem on % fronts -

(i) Inter-industry agreements on import restraint - agreement
on immediate machine tool mission.

(2) Opening pmarket to moe® British goods, including capital
goods and defence equipment. |

(%) More invggtﬁént in Britain.

Agreed in principle to agreement on technological cooperation, but
e i o b S i e i)

must be specific.,

Opportunity for friendly talk with Chairman of Nissan.
' P S —————"

China

Talks with Zhao Ziyang and Deng Xiaoping.

On international issues, China's main preoccupation is still that

West should provide & counter-force to Russia,

Also concerned with Taiwan: having compromised with US, want to

Promumsmaa——-—

see US restraining arms sales,
e

Hong Kong - China stated hard position on regaining sovereignty,
e R m——-‘m

over whole area in 1997. We stood firm on treaties, and told
Nt i an b i

them that Hong Kong would only survive as financial centre under

British administration.,

Terms of communique - both sides stated positions and agreed to

talks with common objective of maintaining Hong Kong's prosperity

and Stabllityo

/ Talks
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Talks will be tough and will take time. Main problem is holding

Hong Kong confidence in the meantime.
Wm

Hong Kong
Outcome of talks in China main preoccupation, Understandably

much concern, and some money has started to move,
O

One or two bilateral issues in Hong Kong which will take up
e 3.d i e b B S+ b e i B S A e AR 230 il
directly with colleagues;and will discuss with Foreign Secretary

how to carry forward talks with Chinese on Hong Kong.

o
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10 DOWNING STREET

THE PRIME MINISTER 28 September, 1982,

L Ju' Yl

Thank you for the delightful lunch in Canton and all the
arrangements made at the splendid ceremony to launch the
"World Goodwill". Thank you too for your fine plaque

commemorating the launching, and the beautiful presents which

you have so kindly given me.

I look forward to seeing you again in London in the not

too distant future.

My warm regards to Lady Pao.

i
s

Sir Y.K. Pao




MARINE NAVIGATION COMPANY LTD

Incorporated 1916.

STH. FLOOR, HILL HOUSE
1, LITTLE NEW STREET,
LONDON, EC4A 3TB

TELEPHONE: 01-583 1510
CABLES: WOSHIP LONDON EC4

TELEX: 888425 WOSHIP G
883023 WOSHIP G

Miss Carolyn Stephens
Personal Assistant to the Prime Minister

No. 10 Downing Street
London S.W.1.

MOM COM(SLT\, )

With reference to our telephone conversation this morning

I enclose herewith a telex message from Sir Yue-kong Pao

to the Prime Minister, together with a copy of a speech which
Sir Yue-Kong intends to give at the luncheon in honour of the
Prime Minister on 25th September in shanghai.

We would be grateful if you could show it to the Prime Minister
at a convenient time.

Thank you very much for all your assistance.

With kindest regards,

L"\C)\/\A‘S QsW CQA Q.-QTJ
)

(LA\ O C

Nancy Chu

0

Encl.

Registered Office as above Registered in England No. 143618
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Prime Minister, Mayor Wang Daohan, Chairman Chai Shu-Fan, (Mr. Thatcher,)

Sir Percy, distinguished guests and friends,

It is a great pleasure for me as Chairman of the World-Wide
Shipping Group, £o h&gt this lunchéog hege tgday in ﬁhi;ﬁgreat'%ity
of Shanghai for the Prime Minister of the United Kingdom. I am grateful
to Mayor Wang for allowing me the opportunity to extend a warm welcome

to the Prime Minister and her delegation and I am, indeed, honoured to

do so.

We would all like to congratulate the Prime Minister on
her successful visit tp Beijing in the past three days. We.are sure
that her talks there and her visit generally has done much to cement
Sino-British ties, which are of such long standing, and to strengthen

the bonds of friendship between the Chinese and British peoples.

As everyone knows, China has embarked on an intensive
programme of modernisation aimed at quickening the nation's economic
development and raising the living standard of its population. This
programme has been looked upon by China's friends throughout the world with
interest, enthusiasm and admiration.
——

Only 25 days ago, (Vice Chairman) Deng Xiao-Ping, in his
opening address at the 12th National Party Congress, pointed out that
1980s will be an important decade in the historical development of the

party and the state. He said that three major tasks lie ahead: to

intensify socialist modernisation,fto strive for reunification,land

to combat hegemonism. He emphasised that economic construction is

at the core of these three tasks, as it is the basis for the solution




‘ .

of the country's international and domestic questions.

I believe (Vice Chairman) Deng's message signifies a renewed
ﬁ
invitaiton to those governments and peoples who are China's friends to

ﬁﬂ
participate and to assist in China's modernisation programme. I
[ ]

believe also his message holds a particular significance for Hong
w

Kong. Having such a close economic relationship with China, Hong

-

Kong is uniquely placed and willing and, indeed, duty-bound, to

play an even more useful role in China's modernisation programme
s ee———————————————————————————————————————————

in the future than in the past. We sincerely hope that, through

this memorable visit, the Prime Minister and the government she so

ably leads will see fit to give the government and people of Hong

Kong their strongest possible support. I have every reason to

believe that that support will be forthcoming thereby enabling Hong

Kong to continue to contribute energetically towards China's efforts

to achieve her goals.

It 1is a matter of great pride to me that one of the Prime
Minister's scheduled activities in Shanghai is to honour the World-Wide

Shipping Group with her sponsorship of our new vessel "World Goodwill",
R S SR S LR

just completed by the jiangnan Shipyard. I would like to thank that
the sponsorship ceremony this afternoon will remind us all of the
kind of productive economic co-operation that can be achieved by

China and Hong Kong.

Finally, I would like to thank the Prime Minister again
for giving us the privilege of her presence on this occasion, together
with all our other prominent guests and friends. May I now ask all
of you to join me in a toast to the Prime Minister's health combined
with a toast to the long-lasting friendship between the peoples of

the United Kingdom and China. Thank you.




10 DOWNING STREET

THE PRIME MINISTER 28 September 1982

Lieak

I write to thank you most warmly for all the
arrangements made for my visit to Canton. I greatly
enjoyed my discussions with you and am most grateful
for your generous hospitality at lunch. I much

enjoyed the tour of Canton afterwards.

There are very considerable opportunities for
Anglo/Chinese co-operation in the exciting development

plans for Guangdong Province. I shall continue to take

a special interest in these.

(a A ) o~
His Excellency Mr. Liu Tianfu. @ %




10 DOWNING STREET

THE PRIME MINISTER 28 September 1982
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I write to thank you and your staff most warmly
for all the arrangements made for my visit to Shanghai.
It was a most memorable visit. I greatly enjoyed
meeting you and recall with the greatest of pleasure
the splendid banquet which you arranged for me and my
party and the superb cultural performance which was

given afterwards. I am deeply grateful to all concerned.

D wet ’)mw"b

N e

/

Mr. Wang Daohan,
Mayor of Shanghai.




10 DOWNING STREET

THE PRIME MINISTER 28 September 1982

/)2,,% Pusfrior D ans

Thank you so much for all the arrangements made
for my visit to the Institute of Biochemistry last
week. I found our discussion fascinating - and it was

extremely kind of you to conduct it in English. T much

enjoyed my brief tour of your laboratories and was most
impressed by the quality of the research which is being

undertaken. Please pass on my warm thanks and best

wishes to all your colleagues.

at f)wl.w«/b
/\
/(e

Professor Wang Yinglai




10 DOWNING STREET

THE PRIME MINISTER 28 September, 1982.

rv\.' T)cnuj

I am extremely grateful to you, Lady Cradock and all your

staff for everything you did for me in China.

Your Embassy gave me marvellous support - if I may say
so, a thoroughly professional performance in circumstances
that are not altogether easy. Would you please thank all
the staff for me, both those whom I saw and those whom T
did not, because I know how much work is done behind the
scenes to prepare for visits of this kind. Denis joins me
in sending special thanks to yourself and Lady Cradock for

your splendid help and hospitality.

tm Oﬁ"

af at”

g e i s

His Excellency Sir Percy Cradock, K.C.M.G,




10 DOWNING STREET

THE PRIME MINISTER 28 September, 1982.

Qﬂ, OW 2o

I write to thank you most warmly for all you did to make
my visit to China so interesting and useful. My husband
and I were most grateful for all the generous hospitality
which we received in Peking, Shanghai and Canton. May
I thank you too for the delightful gifts which you presented

to us.

I believe that my visit, and my talks with Chairman

Deng Xiaoping and yourself, have opened up many possibilities

for Anglo-Chinese co-operation, and clarified the problems
which need to be resolved. I shall continue to pay particular

attention to relations between our two countries.

His Excellency Premier Zhao Ziyang
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THE PRIME MINISTER 28 September, 1982.
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I am most grateful to you for your role in making
my visit to China so interesting and useful. It was most
kind of you to accompany me on my visits to Shanghai and
Canton. Your presence greatly added to the pleasure
I derived from the programmes arranged for me in those
two fascinating cities.

I send you my best wishes for the future.

o
FIRon e

/

His Ekcellency Vice Minister for Foreign Affairs Zhang Wenjin
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THE PRIME MINISTER 28 September, 1982.
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I write to thank you warmly for the part you played
in the arrangements for my visit to China. I recall with
particular pleasure the splendid lunch which you so kindly
gave for me and my party at the Yanyguan Hall - a most

memorable occasion.

I believe that, as a result of my talks in Peking,
Shanghai and Canton, there are now possihilities for cgreater
co-operation between the United Kingdom and China and for
resolving certain problems to the benefit of our two

countries.

My warm thanks.

s ’)ulw-yf)

C?avuw/’ / o

His Excellency State Councillor Huang Hua

M
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Note of a conversation at the farewell call of Mr. Zhao Ziyang
on the Prime'Minister‘at'Diaoyutai_Guest House;'Péking;'at
8 a.m. on Saturday;'25'S§Bﬁembery'1982

After an exchange of courtesies, in which Mr. Zhao Ziyang

said that the Prime Minister's visit had been a great success

and that the British and Chinese Governments & —~eared to have
similar views on a broad range of international issues,

Mr. Zhao Ziayang said that there were broad prospects for
Sino-British cooperation in the economic, technological and
trade fields. The economic situation in China was improving
daily. They were starting major projects gradually and in

a planned way, concentrating on the fields of energy,
transportation and the exploitation of natural resources;

and this would provide increasing scope for cooperation with
Britain, the European Community, the United States and Japan.

It was unlikely that the Chinese economy would be greatly
affected by the world recession. So long as the Chinese
Government pursued their present policies, the increase in

major projects undertaken was likely to continue in the remaining
20 years to the end of the century. But as China was still
an underdeveloped and relatively poor country, the main diffycuity
in developing economic relations was that they could not afford
high rate loans or expensive equipment. The Chinese Government
wished to develop economic relations with the European Community,
including Britain, and not solely with Japan and the United
States. He hoped that the United Kingdom would try to help to
surmount the obstacle which high rate loans and high prices

put in the way of expanded Sino-British relations. He was not
asking for an immediate answer, but he wanted to draw the

Prime Minister's attention to the obstacle.

The Prime Minister commented that she had already seen great

changes in China since her last visit, and these were no doubt
due to the prudent policies recently pursued by the Chinese
Government. She felt confident that China would grow steadily

CONFIDENTIAL / as
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as these policies were pursued over the next 20 years. She
could see that they would provide opportunities for cooperation
to the mutual advantage of the two countries, and hoped that
these opportunities would be taken up. She took note that the
Chinese would drive a hard bargain in any trade negotiations.
She commented that it was worth having in mind that the best
products were often worth a higher price, and that cheaper

goods were not always the best. Goods that were more

expensive at first tended to last longer and be a better buy

in the long run. She felt that some international negotiations

tended to ignore this.

The Prime Minister and Mr. Zhao Ziyang concluded with mutual
expressions of thanks for the gifts which had been exchanged

between the two sides.,

Ees.

27_§eptember,'l982.
CONFIDENTIAL




10 DOWNING STREET

THE PRIME MINISTER 24 September, 1982.

wal Larsy,

I am writing to thank you for your courtesy and kindness

in conducting Mr. Thatcher and myself on the visit to the
Haidian Farm Produce Fair, and on the tour of the Summer

Palace this afternoon.

I enjoyed the Farm Produce Fair and was interested to
see this development in the Chinese system for the

~distribution of agricultural produce. Similarly, the
visit to the beautiful Summer Palace and our walk around

it was delightfully refreshing after my work 'and discussions
with Chinese leaders over the previous two days.

Mr Wang Xiaoyl




10 DOWNING STREET

THE PRIME MINISTER 24 September 1982

Oiitahe s

I am writing to thank you for arranging the working
meeting last evening with members of your Association and
for entertaining me at dinner afterwards. I was very glad
to have the opportunity to hear at first hand the experience
of the members of your Association in doing business in
Chinay, and I am grateful to those who made the brief

presentations which enabled me to get a good picture in the
short time available to us.

I send you my best wishes for the continued success of
your Association, and all its members in promoting British

trade in China. My husband also sends his thanks and best
wishes.

O. Baudert, Esq.




W

Private Secretary

/

LETTERS OF THANKS

a5 You have asked to whom letters of thanks should be sent -
apart from the obvious ones to Zhao Ziyang, Foreign Minister
Huang Hua and Vice Foreign Minister Zhang Wenjin.

e Because of the concentration of power in China, we have
negotiated about the visit with very few people on the

| Chinese side, and they are the ones who should receive

letters of thanks. The principal Chinese organiser is

Mr Cao Yuanxin, the Deputy Director of the Ministry of
Foreign Affalrs Protocol Department. In fact, he has been
in charge of Chinese preparations for the visit since late
August.

e Our earlier discussions were with Tang Longbin, also a
Deputy Director of the Protocol Department of the MFA. You
may care, in your letter to Mr Cao, to pass on thanks also
to Mr Tang Longbin.

4., The MFA's protocol desk officer, Yuan Zude, has been

in charge of the detailed arrangements Jjust before, and during
the visit in Peking. He probably deserves a separate short
letter.

B A person in the Embassy whom you may not have met and
who made a special contribution to the visit is Miss Elaine
Robertson, who has kindly lent her Carmen hair rollers to

Mrs Thatcher.

M W Atkinson
24 September 1982
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TO IMMEDIATE F C O
TELEGRAM NUMBER 596 OF 24 SEP 82

AND TO IMMEDIATE HONG KONG (PERSONAL FOR ACTING GOVERNOR)

SECRET | %3
b zussorsee sz SECRET o fo. DS/

TO PS TO SECRETARY OF STATE
FROM PS TO PRIME MINISTER

PRIME MINISTER'S TALKS WITH DENG XIAOPING: HONG KONG

1. THE PRIME MINISTER MET DENG XTAOPING ON FRIDAY 24 SEPTEMBER.
DENG IMMEDIATELY RAISED THE QUESTION OF THE FUTURE OF HONG KONG

AND ASKED THE PRIME MINISTER TO SPEAK FIRST.

2. "THE PRIME MINISTER REPEATED MUCH OF WHAT SHE HAD SAID TO ZHAOQ,
STRESSING THE FOLLOWING POINTS:

A) THE TwWO SIDES HAD THE COMMON OBJECTIVE OF MAINTAINING
THE STABILITY AND PROSPERITY OF HONG KONG.

THAT WHAT WAS SAID OR DONE NOW(UNDERLINED) WOULD HAVE
AN IMMEDIATE |IMPACT ON CONF IDENCE IN HONG KONG ITSELF AND
INTERNATTONALLY s

SHE KNEW HOW IMPORTANT SOVEREIGNTY WAS TO CHINA BUT
IT WAS ALSO A DIFFICULT ISSUE FOR HER. HOWEVER,

IF THE TwWO GOVERNMENTS COULD AGREE DEFINITE ARRANGEMENTS
ABOUT THE FUTURE ADMINISTRATION AND CONTROL OF

HONG KONG AND IF SHE WERE SATISFIED THAT THEY COULD

WORK AND COMMAND CONFIDENCE, AND |F SHE COULD JUSTIFY
THEM TO THE BRITISH PARLIAMENT AND IF THEY WERE
ACCEPTABLE TO THE PEOPLE OF HONG KONG, THEN SHE .COULD

CONSIDER THE QUESTION OF SOVEREIGNTY. WITHOUT SUCH
AGREEMENT SHE COULD NO MAKE RECOMMENDATIONS TO HER

GOVERNMENT ON SOVEREIGNTY.

THE IMMEDIATE ISSUE WAS NOT WHAT WOULD HAPPEN IN 1937
BUT WHAT PEOPLE NOW (UNDERLINED) THOUGHT WOULD HAPPEN
IN 1997.

THERE WAS NOT ENOUGH TIME DURING HER VIZIT TO RECONCILE
THE DFFERENCES BETWEEN THE /TWO SIDES PUT SHE BELAEVED
THOSE DIFFERENCES COULD BE /RECONCILED/THROUGH TAKLKS AND

1 . 1 b . i . \Iw L) L \ .I ' A AN -
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E) THERE WAS NOT ENOUGH T IME DURING HER VI°|T TO RECONC ILE
THE DIFFERENCES BETWEEN THE TwO SIDES BUT SHE BELIEVED
THOSE DIFFERENCES COULD BE RECONC ILED THROUGH TALKS AND
AND 1T WAS ESSENTIAL TO MAINTAIN CONF IDENCE MEANWHILE,

THE PRIME MINISTER PROPOSED THAT THE TwO SIDES SHOULD ANNOUNCE
BEFORE SHE LEFT PEKING THAT SHE SHOULD HAVE FURTHER TALKS, TO BE
PURSUED URGENTLY, AND THAT THE COMMON OBJECTIVE OF THOSE TALKS
SHOULD BE THE MAINTENANCE OF PROSPERITY AND STABILITY IN HONG KONG.

3. CHAIRMAN DENG X1AOPING SAID THAT ZHAO HAD ALREADY CLEARLY
ENUNCIATED CHINA'S BASIC POSITION ON HONG KONG. THERE WERE

THREE QUESTIONS - SOVERE IGNTY SEMICOLON THE CONTINUED PROSPERITY
OF HONG KONG SEMICOLON AND DISCUSSIONS BETWEEN THE CHINESE AND
BRITISH GOVERNMENTS ON HOW TO AVOID TURBULENCE [N HONG KONG

IN THE PERIOD BETWEEN NOW AND 1997 AND HOW TO MAINTAIN HONG KONG'S
PROSPERITY THEREAFTER.

4o DENG REITERATED THAT CHINA HAD NO LEEWAY ON THE SOVERE IGNTY
QUESTION. IT _SHOULD BE CLEAR TODAY THAT CHINA WOULD CERTAINLY

e st s s

RECOVER SOVERE R_HONG KONG IN 1997. ON THIS PRECONDITION
CHINA AND BRITAIN WOULD HOLD TALKS ON FORMULAE FOR THE

FUTURE OF HONG KONG AND ON POLICIES FOR MAINTAINING HONG KONG'S
PROSPERITY. IN NO MORE THAN ONE OR TWO YEARS TIME THE CHINESE
GOVERNMENT WOULD FORMALLY ANNOUNCE ITS DECISION TO RECOVER HONG KONG.
THEY WOULD WAIT ONE OR TWO YEARS IN ORDER THAT THE TWO GOVERNMENTS
COULD CONDUCT FRIENDLY CONSULTATIONS SO THAT MAJOR DISTURBANCES
SHOULD BE PREVENTED AND SO THAT THE PROSPERITY OF HONG KONG WOULLD
BE MAINTAINED. TIME WAS NEEDED TO SETTLE THE FUTURE OF HONG KONG.
BUT AN ANNOUNCEMENT COULD NOT BE PUT OFF FOR MORE THAN ONE OR

TWO YEARS. HE THEN SUGGESTED THAT THE CHINESE RESUMPTION OF
SOVERE IGNTY OVER HONG KONG WOULD BENEFIT BRITAIN BY BRINGING

TO AN END THE PERIOD OF COLON[AL ISM.

5« THE PRIME MINISTER REPLIED THAT BRITAIN WAS NOT COLONIALIST

SEMICOLON WE SIMPLY WANTED TO CARRY OUT OUR MORAL DUTY TO HONG KONG.
WE KNEW THAT IN 1997 SOVERE|GNTY OVER 92 PERCENT OF

HONG KONG WOULD PASS TO CHINA. THE BRITISH GOVERNMENT KEPT TO

ITS TREATIES AND WAS NOT CONTESTING THE TERMINATION OF THE LEASE,

SHE STRESSED AGAIN THE NEED TO BOLSTER INVESTOR CONFIDENCE NOW
(UNDERLINED). SHE SUGGESTED THAT WE SHOULD BEGIN TALKS IMMEDIATELY
IN ORDER TO OBTAIN AN AGREEMENT ACCEPTABLE TO CHINA, HONG KONG,

AND THE BRITISH PARL IAMENT AND WHICH WOULD PRESERVE PROSPERITY,

FOR IF WE DESTROYED PROSPERITY IT WOULD NEVER RETURN., SHE

RECOGNISEE - 1 91 TWN—PT ON - ON—"SOVEREFEN T Y r—t
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IN ORDER OBTAIN AN AGREEMENT ACCEPTABLE INA, HONG KOG
AMD-TAE BRITISH P MENT AND WHIC LD PRESERVE.PRU§FE§$¢$T
FOR IF WE DESTROYED PROSPERITY IT WOULD NEVER RETURN. SHE A
RECOGNISED THAT CHINESE HAD ITS OWN POSITION ON SOVERE IGNTY. up
T00 HAD OUR POSITION. BUT THESE POSITIONS WERE RECONCILABLE AND

IN THAT SPIRIT WE COULD ENTER TALKS,

6. DENG REPLIED THAT HE HOPED WE WOULD UNDERSTAND THAT CHINA
WOULD RECOVER SOVERE IGNTY OVER THE WHOLE OF HONG KONG BY 1997. HE

DID NOT THINK HONG KONG'S PROSPERITY COULD ONLY BE MAINTAINED

UNDER BRITISH ADMINISTRATION, THE MA|NTENANCE OF PROSPERITY WOULD
DEPEND FUNDAMENTALLY ON THE POLICY PURSUED BY CHINA TOWARDS

HONG KONG AFTER 1T HAD RECOVERED SOVERE IGNTY AND WHEN HONG KONG

WAS ADMINISTERED BY CHINA. SOME CHANGES WOULD BE MADE BUT HONG KONG

WOULD REMAIN A CAPITALIST SOCIETY,

7. DENG CONTINUED THAT 1T WAS UNAVOIDABLE THAT THERE WOULD BE
SOME QUOTE FLUCTUATIONS UNQUOTE AFTER CHINA ANNOUNCED THAT IT WOULD
RECOVER SOVEREIGNTY, CHINA WOULD TRY TO AVOID MAJOR FLUCTUATIONS
AND, WITH COOPERATION, THIS COULD BE DONE. MANY PEOPLE SAID THAT

IF PROSPERITY IN HONG KONG COULD NOT BE MAINTAINED THIS WOULD EFFECT
CHINA'S MODERNISATION DRIVE. THERE WOULD BE SOME EFFECT BUT iT ’
WOULD NOT BE GREAT. WITH REGARD TO THE FLIGHT OF |NVESTMENTS

FROM HONG KONG, PROVIDED CHINA PURSUED APPROPRIATE POLICIES

FOREIGN INVESTMENTS WHICH HAD LEFT WOULD RETURN. WHEN CHINA
ANNOUNCED ITS INTENTION TO RESUME SOVEREIGNTY, IT WOULD AT THE

OAME TIME ANNOUNCE THE POLICIES AND MEASURES TO BE ADOPTED. IF

THERE WERE VERY LARGE AND SERIOUS DISTURBANCES IN THE NEXT FIFTEEN
YEARS THE CHINESE GOVERNMENT_WOULD BE FORCED TO CONSIDER THE T|ME
AND FORMULA FOR THE RECOVERY OF [7¢ SOVERE IGNTY. NOT ONLY SHOULD
THE TWO GOVERNMENTS NOT DO ANYTHING TO THE DETR IMENT OF PROSPER|TY,
BUT THEY SHOULD PREVENT BUSINESSMEN FROM DOING THINGS DETRIMENTAL
TO THE PROSPERITY AND STABILITY OF HONG KONG. HE PROPOSED THAT THE
TWO SIDES SHOULD AGREE TO START DISCUSSIONS THROUGH D|PLOMATIC
CHANNELS ON THE PRECONDITION THAT IN 1997 CHINA WOULD RECOVER
SOVEREIGNTY OVER HONG KONG. ON THIS PRECONDITION THEY WOULD
DISCUSS HOW TO ENSURE A GOOD TRANSITIONAL PERIOD AND WHAT WOULD BE
DONE THEREAFTER.

8+ THE PRIME MINISTER REPLIED/THAT SHE S WORRIED DENG'S
REFERENCE TO DISTURBANCES. SHE WAS NOT /CONTEMPLATING DISTURBANCE
SEMICOLON SHE WOULD DO EVERYAH ING TO PREVENT THEM./ SHE ALSO
WANTED TO PREVENT FINANCIAL COLLAPSE. / SHE URGED DENG NOT TO 4 E
THE/KIND OF STATEMENT HE HAD SUGGESTED AND ASKED/HIM TO AGREE HAT

THE TWO SIDES SHOULD SAY THAT THEY HAD HAD TALKS, THAT THIS MAL cﬁ;(a?& |
A ,

BEEN THE FIRST EXCHANGE, IT HAD NOT BEEN POSSIBLE TO SOLVE ALL
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§. THE PRIME MINISTER REPLIED THAT SHE WAS WORRIED BY DENG'S
REFERENCE TO DISTURBANCES. SHE WAS NOT CONTEMPLATING DISTURBANCES
SEMICOLON SHE WOULD DO EVERYTHING TO PREVENT THEM. SHE ALSO

WANTED TO PREVENT FINANCIAL COLLAPSE. SHE URGED DENG NOT TO MAKE
THE KIND OF STATEMENT HE HAD SUGGESTED AND ASKED HIM TO AGREE THAT
THE TWO SIDES SHOULD SAY THAT THEY HAD HAD TALKS, THAT THIS HAL
BEEN THE FIRST EXCHANGE, |T HAD NOT BEEN POSSIBLE TO SOLVE ALL
PROBLEMS IN THIS SESSION, BUT THEY HAD AGREED TO ENTER INTO

FURTHER TALKS THROUGH DIPLOMATIC CHANNELS WITH THE COMMON AlM OF
MAINTAINING PROSPERITY AND STABILITY IN HONG KONG. MR DENG HAD

MADE KNOWN H1S POSITION ON SOVEREIGNTY BUT SHE WAS NOT FREE TO

ABROGATE TREATIES WITHOUT REFERENCE TO HER CABINET AND PARLJAMENT.

9, THE PRIME MINISTER AND DENG THEN AGREED THE STATEMENT IN MY
TELNO 591 OF 24 SEPTEMBER.

10, THE PRIME MINISTER WISHED THE CONTENT OF THIS REPORT TO BE
VERY CLOSELY GUARDED. IT SHOULD THEREFORE BE GIVEN EXTREMELY
RESTRICTED CIRCULATION.

11. PLEASE COPY TO NO. 10 DOWNING STREET.

CRADOCK
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251 PRQUECT. PEKING ,TEL NO 586 OF 23 SEPTEMBER REFERS.

1. THE SITUATION REGARDING THE BAE CONTRACT IS AITHER DIFFERENT FROM

THAT |INDICATED IN PARAGRAPH 3 OF YOUR TUR. BAE ASSESS THE GAP

BETWEEN.THEM AND THE CHINESE T7C BE BETWEEN POUNDS 3M AND POUNDS

e 5M 1T 15 NOF POSSIBLE TO BE -MORE PRECISE SINCE THEIR CALCULATIONS
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VAR TABLES . WHICH HAVE HOTFT YET.Bi
ANK GUARANTEECARRANGEMENTS.,
CONTRACT IS COMPLACATED. BY THEFACT THAT EACH SADE HAS
CALCULATED ITS "OFFER ON A DIFEERENT BASE. DATE. THE LATEST CHINESE
POUNDS 49.,9M REJECTED BY VT, WAS ASSESSED ON A BASE DATE
RBDWG, 3619 S E C R E T

VT OFFER OF POUNDS 52.9M WAS CALCULATED ON A BASE DATE
O 1 APR 82. HOWEVER IF THE VT PRICE WERE TO BE. ADJUSTED TO SEP 82

WOULD HAVE :TQ BE" INCREASED TO ABOUT POUNDS. 53,7M, LEAVING A GAP 0
Je3Me BUT AS IN THE DAE CASE, THE VT FIGURES:ASE SUBJECT TO
BETWEEN THEM AND THE CHINESE ON THE .PRICGE VARTATION
FORMULA PROPOSED BY VT. SO FAR = LHANESE HAVE NOT ACCEPTED. THIS
FORMUL A, AND THE REAL GAP. IS THEREFQRE ‘CONS IDERABLY GREATER THAN
POUNDS 1 348M

3. THUS, ALTHOUGH 'THE TOTAL PRICE GAP ON THE WHOLE PROJECT APPEARS

TO BE OF THE ORDER OF POUNDS 6.8 TO 8.3M, TH1S DIFFERENCE WOULD BE

GREATER IF THE CHINESE DO NOT ACCEPT THE PRICE | NDEX/PRICE VARIATION

FORMULA PROPOSED BY BAE AND VT,




4o AS RCGARDS GOVERNMENT ASSISTANCE, “MOD HAS 'ALREADY UNDERTAKEN TO

JATVE THE R AND D LEVY PROVIDED THE WEGUTIATIONS ARE SUCCESSFULLY

CONCLUDED ON-THE TWO.COWTRACTS, AND - THE CHINESE ARE AWARE .OF THIS

04 THE INTERVENT | ON
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DECTTDE THAT I T WOULD BE

MMERCTAL =INTERES J RERUCE R PRICES»STILL FURTHER

SOMETHING WHICH THEY HAVE -INDICATED THEY ARE -‘NOT

PAGE 3 ‘RBDWC., 3619 §

PREPARED TO DO,

5« THE MISUNDERSTAND ING OVER THE: PRICE {1NDE

AND MAKES AGREEMENT BETWEEN THE CHINESE ARND

JibOF REGOT LATLONS W1TH VE, EESS LIKekY, NEVERTHELESS;

ASSESSMENT CONTINUES TO BE THAT THZ BEST PROSPECTS OF

NEGOTIATHONS TO CONTIMUE: ON-THE BAE €ONTRACT,

N THE HOPE THAT-UAN ACCOMMODATION CAN. BE REACHED ON: THE OUTST=-

)




ANDING “I'SSUES,. BUT, TH.IS WOULD"SEEM TO DEPEND ON- THE CHINESE BEl:

w by LAS)

PREPARED TO MAKE A MOVE ON THE PRICE IKDEX IN PARTICULAR,

6. THE FCO AND DOl HAVE BEEN CONSULTED,
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TELEGRAM NUMBER 447 OF 24 SEPTEMBER

FOR PS/PM FROM PS/PUS

YOUR TELNO.586: 051 (LUDA) PROJECT

1. MOD ARE REPLYING DIRECT TO YOUR TUR AND HAVE CLEARED THEIR.
DRAFT WITH FED. WE ARE CONFIDENT THAT MOD ARE FULLY AWARE OF THE
POLITICAL CONSIDERATIONS,

o PUS RETURNS TOMURROWN FROM MEXICG CITY,




(Translation)

Premier Zhao Ziyang's Toast at the Return Banquet
Given by the British Prime Minister Mrs. Thatcher

24 September 1982

The Right Honourable Prime Minister Margaret Thatcher and
Mr. Denis Thatcher,

His Excellency Ambassador Sir Percy and Lady Cradock,

Comrades and Friends,

This evening, I am most pleased to attend the
banquet given by the Right Honourable Prime Minister and
meet joyously again with the distinguished British guests,
On behalf of 211 my Chinese colleagues present here and in
my own name, I wish to express our heartfelt thanks to you,
Prime Minister, for your kind invitation and the friendly

remarks you have just made.

This morning Prime Minister Margaret Thatcher had
o, sincere conversation with Comrade Deng Xiaoping, and an
amicable meeting with Vice-Chairman Deng Yingchao. Over
the last few days the Prime Minister and myself have also
held wide-ranging and in-depth talks. We have had a full
exchange of views on the current international issues and
bilateral questions of common concern, which is very helpful
to the deepening of our mutual understanding. I am glad to
say that the two sides share identical or similar views on
some important international issues. We are also pleased
to note that over the last few years new progress has been
made in the cooperation between our two countries in the
economic, trade, scientific-technological, cultural and
educational fields. During the talks the two sides put
forward constructive proposals for the further development
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of this cooperative relationship. Not long ago, the two
sides reached an agreement in principle to exchange
consulates~-general. This marked another development of
Sino-British relations.

We consider that the Prime Minister's visit is
successful. It has not only helped to strengthen
the good personal relations between leaders of our two
countries but also promoted the further development of
Oino~British relations. Moreover, it is of great
significance to the maintenance of world peace and stability.

Tomorrow: the Prime Minister will leave for Shanghai,
an industrial city and the largest port of China, and then
to another big city Guangzhou. On the eve of your departure
from Beijing, Prime Minister, I wish you a pleasant journey,

I now propose a toast

to the friendship between the Chinese and British
peoples, |

to the health of Her Majesty the Queen,

to the health of the Right Honourable Prime Minister
Margaret Thatcher and Mr. Denis Thatcher,

to the health of His Excellency Ambassador Sir Percy
and Lady Cradock, and

to the health of all the ladies, gentlemen and
comrades present here!




10 DOWNING STREET

From the Private Secretary 24 September 1982

Yoo Frbe

Prime Minister's Visit to Peking

I enclose a copy of the discussion between the Prime Minister
and Chairman Deng Xiaoping in Peking on 24 September.

I am copying this letter and enclosure to Sir Percy Cradock
and Sir Edward Youde.

I should be grateful if the contents of this letter could be
very closely guarded. Copies should be circulated only to those
who have a strict need to know the contents.

%pd,ﬂa&/
\gﬁ_&ﬂﬁ,.

John Holmes Esq
Foreign and Commonwealth Office.

SECRET
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RECORD OF A MEETING BETWEEN THE PRIME MINISTER AND VICE CHAIRMAN
DENG XIAOPING AT THE GREAT HALL OF THE PEOPLE ON FRIDAY 24 SEPTEMBER
AT 1030 A.M.
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Present

Prime Minister Vice Chairman Deng Xiaoping
H.E. Ambassador Mr. Huang Hua

Governor of Hong Kong Mr. Zhang Wenjin’

Mr. F.E.R. Butler Mr. Ke Hua

Mr. A.E. Donald Mr. Wang Benaio

Mr. A.J. Coles Cao Yuanxin

Mr. A. Galsworthy. Mr. Lu Ping

Mr. R. Peirce Mr. Zheng Yaowen

After an exchange of courtesies Mr. Deng Xiaoping said that

he had read the minutes of the Prime Minister's discussions with
Premier Zhao Ziyang. ' They had had good talks on international
issues, and there were not big differences between Britain and China.
Observing that Sir Edward Youde was a member of the Prime Minister's
party, he suggested that the present talks should concentrate on
Hong Kong, on which Premier Zhao Ziyang had expressed the basic
viewpoint of the Chinese Government in the talks on the previous

day. INMr. Deng Xiaoping said that he would like to hear the Prime
Minister's comments on what Premier Zhao Ziyang had said. The

Prime Minister said that she was grateful to Mr. Deng for raising

this question. Its importance was evident from the presence in
Peking of the Hong Kong press and journalists from all over the
world. She believed that Mr. Deng had seen the record of the
discussion on Hong Kong on the previous day and the carefully
drafted press statement which had been issued afterwards. At
present there were some differences between the positions of the
two sides which she hoped that it would be possible to resolve
through co-operation and consultation. She would start by
emphasising one or two points and would then hope to get down
to discussion and to agree what the two Governments would do
and what they would say to the press.

/ The Prime Minister

‘."'_\. r?:-_‘“' z".‘_.’I-T-*
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The Prime Minister said that the British and Chinese
Governments had a common objective: they shared the aim of
maintaining the prosperity and stability of Hong Kong in the
interests of the people who lived there. ©She believed that if
the two Government co-operated together they could achieve that
objective. ©She noted that Premier Zhao Ziyang also said that the
time was now ripe to settle the question of Hong Kong's future.

The Prime Minister said that she was conscious that the
present talks were taking place with the eyes of the world upon
them and that anything which was now said or done would have an
immediate impact on confidence both in Hong Kong itself and
internationally; and confidence was essential to the continued
economic well-being of Hong Kong. As she had said to Premier
Zhao Ziyang she understood how important the principle of
sovereignty was to Chinaj; but sovereignty was also a difficult
issue for her. ©She had read the records of the talks between
Premier Zhao Ziyang and lMr. Humphrey Atkins and between
Mr. Deng Xiaoping and Mr. Edward Heath yﬁaghlncluded a similar

point about the Chinese position on sovereignty. On this issue
she had to convince the British Parliament and Mr. Deng had to
convince the Chinese people. ©So sovereignty was a difficult
point for both sides.

The Prime Minister said that she wanted to repeat what she
had said to Premier Zhao Ziyang, namely that if the two Governments
could agree definite arrangeme?Es about the future administration
and control ¢i Hong Kong, and/the Prime Minister were satisfied
that they would work and that they would command confidence,
and if she could justify them to the British Parliament, and
they were acceptable to the people of Hong Kong, there would be
a new situation in which the Prime Minister could consider the
question of sovereignty. But without agreement on concrete
arrangements on administration and control, she would not
be able to make any recommendations to the British Government
on the question of sovereignty.

/ Interjecting




Interjecting at this point Mr. Deng Xiaoping asked what

the Prime Minister meant by control. The Prime Minister said

that Hong Kong owed its prosperity to the system which it had
had during 140 years of British administration. This system was
compounded of several different elements - a political system
which was different from that of Chinaj; an assured legal system;

and an independent currency.
Mr. Deng Xiaoping asked whether "control" meant rule of a

lace b ountry.
P g.ﬁr%me M;ﬂls:e: said that she drew a distinction between

sovereignty and administration. There had been examples of

one country exercising administration in territory of which

another country was sovereign. It could be said that this

situation had existed in the New Territories, where Britain had

had a lease from China. It was the firm belief of the British
Government that unless people believed that the present arrangements
for administering Hong Kong would continue for a long time, there
would be a most damaging effect on confidence: and if changes

in the administrative control of Hong Kong by the United Kingdom
were introduced or announced now, the result would be disastrous

for Hong Kong confidence.

The Prime Minister emphasised that as she had explained to
Premier Zhao Ziyang the immediate issue was not what would happen
by 1997 but what people now in 1982 believed would happen: it was
that which would determine what they would do with their investments
in the coming months and how far they would support the Hong Kong
dollar. So the problem was an immediate one. Things would change
in China as in the wider world, but people would make their present
Judgements against the background of recent Chinese history,
of a difference /etw een political systems of China and Hong Kong
and of a modernisation programme which had only just begun in
China. Against this background, if a change in Hong Kong's
future status was announced now on the lines suggested by the
Chinese Government, those with money and skill would immediately
begin to leave the territory, and this would bring about an

economic collapse which could be irreversible, if it went fast.

/ The Prime Minister
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The Prime lMinister said that there was no time in the present
short visit to reconcile the differences on this issue which
existed between the British and the Chinese Governments, but
she belleved that those differences could be reconciled and
that 1t was essential to maintain confidence while they were
reconciled. That ;-waswhy she proposed that it should be announced,
while she was in Peking that further talks were to take place
between the two Governments and that those talks would have a
common objective to maintain prosperity and stability in Hong Kong.
A Press Conference on the whole of her visit to Peking had been
arranged for later that day and she would have to say something
on this issue then. ©She would like to discuss before the end
of the meeting what she proposed to say with the aim of maintaining
confidence while talks went on. But she could not make any
statement which misrepresented the genuine views of Mr. Deng
Aiaoping and herself. ©She then invited Mr. Deng to raise any points
or details in her statement which he wished to discuss.

lMr. Deng Xiaoping said that Premier Zhao Ziyang had enunciated

the Chinese basic position on Hong Kong frankly on the previous
day. There were three questions - sovereignty; the continued
prosperity of Hong Kong; and d&@g&gsions between the Chinese and
British Governments on how to/turbulence in Hong Kong between now
and 1997 and how to maintain prosperity in Hong Kong thereafter.

He said that the Prime Minister had talked about prosperity after
1997 but not in the intervening period. As Premier Zhao Ziyang

had said, on sovereignty there was no leeway for China: sovereignty
was not a matter which could be discussed. In Premier Zhao Ziyang's
words, the time was ripe for settlement of the Hong Kong issue.

It should be clear today that in 1997 China wouldcertainly recover
sovereignty over Hong Kong. It was under this pre-condition

that China and the United Kingdom would hold talks between the

two sides on formulae for the future of Hong Kong and on policies
for maintaining Hong Kong's prosperity.

Mr. Deng Xiaoping said that if in 1997 the People's Republic
of China had not recovered Hong Kong the Chinese leaders and
the Chinese Government would not be able to account for it to
the Chinese people or to the people of the world. If sovereignty

N ala T / were not
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were not recovered, it would mean that the new China was like
the China of the Ching dymnasty and the present leaders were like
Li Hongzhang., The Chinese People's Republic had waited for 33
vears for the recovery of Hong Kong, and they would have to wait
another 15: it was only because the Chinese Government enjoyed
the full trust and faith of its people that it could wait such a
long time, But if in 15 years they had not recovered Hong Kong,
the people would have every reason no longer to put faith in their

leaders and the Chinese Govermment ought to retire voluntarily

from the political arena,

Mr, Deng Xiaoping said that this decision need not be announced
now; but that in no more than one or two years time the Chinese
Government would formally announce their decision to recover
Hong Kong. The only reason why they were postponing this decision
for a year or two was so that the Chinese and British Governments
could conduct friendly consultations so that major disturbances should
be prevented and so that the prosperity of Hong Kong would be
maintained, Time was needed to settle the future of Hong Kong: during
that period the Government would also listen to certain circles in
Hong Kong and have discussions with them on the policies and principles
to be followed after the 15 year period, The Chinese Government
recognised that the policies would need to be acceptable not only
to the people of Hong Kong but also to investors including investors
from Britain, Time was needed, But an announcement could not be

put off for more than one or two years,

Mr., Deng Xiaoping said that he noted from Mrs, Thatcher's
statement that there were difficulties on the British side over
sovereignty, In his view an announcement of the Chinese resumption
of sovereignty over Hong Kong would bring a much bigger benefit
because it meant that the period of colonialism would have ended in
Britain, In the past Britain had been known as the empire where
the sun never set, but Britain had ended her colonial role in very
many former colonies e.g., India, Singapore, Malaysia and many others,

The Prime Minister interjecting said that there were 45 members of

the United Nations which were former colonies brought to independence
by Britain., That was Britain's normal policy: the reason why it
could not be done in the case of Hong Kong was because of the
complications of the lease from China, She wanted to emphasise

that the British Government derived

-'wf”ﬁ
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no revenue from Hong Kong, and Hong Kong received no aid.

Her duty, which she felt deeply, was to reach a result
acceptable to the people of Hong Kong. Britain was not a
colonialist country : we had moved beyond that. Britain simply
wanted to carry out her moral duty to Hong Kong. The British
Government knew that in 1997 sovereignty over 92% of the territory
would pass to China when the lease ended. The British Government

kept to its treaties and was not contesting the termination of
the lease.

/ Mr. Deng Xiaoping




Mr. Deng Xiasoping said that previous Governments had

already solved bigger and more difficult issues. If the

Hong Kong problem were to be solved during the Prime Minister's

period in office, it would mean that Britain's colonial era

had been brought to an end. This would redound to British
credit ., The British Government should therefore support

China's policy and decisions on this issue. He hoped that

both sides would co-operate and handle the issue in such a way

as to maintain the prosperity of Hong Kong.

The Prime Minister said that there was still a certailn

amount of misunderstanding between the two sides. ©She wished
to clarify the position so that comprehension was complete.

As regards sovereignty we understood China's position.
She had explained to Mr Zhao Ziyang that it was for that
reason that for the last ten years we had not reported to the
United Nations on Hong Kong as a colonial territory. Under
existing treaty arrangements 92 per cent of the total area
i.e. the New Scheduled Territories would return to China in
1997. ©She was not asking for an extension of the lease. That
left the treaty arrangements covering Hong Kong and Kowloon.
China did not recognise these treaties but she believed that
they were valid in international law. Her aim was that, if
those treaties were to be changed, they should be changed by
agreement and not abrogated by one side or another. ©She was
striving to come to an agreement that was acceptable to China
and the people of Hong Kong and would maintain prosperity and
would be accepted by the British Parliament.

Mr. Deng Xiaoping had referred to the maintenance of

prosperity between now and 1997. It was not only British
investors who were involved but investors from the United
otatesg Japan, Australia and from other parts of the world
who invested in the territory. Many had put their whole
savings and their whole future in Hong Kong. An investment

/was
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was normally placed for at least 20-25 years. Any investor who
saw 1997 approaching would question whether he should put his
money in Hong Kong and in reaching his decision would take into
account the fact that the situation would change in 1997 and

that China would acquire sovereignty over a large part of the area
at that time. ©So he would have to consider how to assess China.
He would take into account the recent turbulent past, the very
different political system and the fact that the modernisation
programme was only just beginning. Those factors would lead him
to conclude further investment was too risky. There were already
signs that investments were moving out. The process might continue
in the coming months and years. At the moment, the investor was
bound to see, at best, uncertainty. The atmosphere for investment
was very bad. The likelihood was that a good deal more people
would move money to other financial centres which offered a more
certain prospect of return. This was why she was proposing talks
based on a certain formula. ©&She wanted to provide enough assurances
for investors to keep their money in Hong Kong so that prosperity
could be maintained. To this end, we should agree, in further
talks, that after 1997 British administration would continue with
The same certain system of law, the same certain political system
and the same certain independent currency. <She believed that this
would provide the certainty after 1997 that investment would
continue and prosperity be maintained. This would not only benefit
the people of Hong Kong but would continue to benefit China which
profited greatly from a prosperous Hong Kong. If we could through
talks at a later stage arrive at such an agreement there would be
a tremendous upsurge in confidence. ©She could then go to the
British Parliament and say that because there was agreement on

the continuation of British administration for a considerable time
and because prosperity would thereby be maintained we could

consider the whole question of sovereignty, including sovereignty

over Hong Kong and Kowloon. China would get what she wanted.
Prosperity would be maintained both before and after 1997. The
solution would be acceptable to Hong Kong because every survey
showed that the people of Hong Kong wished the British system
of administration to be maintained.

/Her
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Her attitude was not that of a colonial power.
She was trying to carry out her duty to the people of
Hong Kong just as Mr. Deng did in performance of his
duty to the people of China. Her suggestion was, therefore,
that we should begin talks immediately in order to obtailn
an agreement which was acceptable to China, Hong Kong and
the British Parliament and would preserve prosperity.
For if we destroyed prosperity it would never return.
Meanwhile it was necessary to issue a very careful
statement today. The aim was to maintain confidence.
We wished to be able to say publicly that the two sides
had entered into talks with the purpose of maintaining
prosperity. She recognised that China had i1ts own
position on sovereignty. We too had our own position.
But these positions were reconcilable and in that spirit

we could enter into talks.

Mr Deng Xiaoping said that he was very sorry. He

hoped we would understand that sovereignty over the entire
area, including Hong Kong Island and Kowloon, would be
recovered by 1997. That was certain. China had no other
choice. On the question of maintaining prosperity, China
hoped to enjoy the co-operation of Britain. But that did
not mean that the prosperity of Hong Kong could be
maintained only under British administration. The
maintenance of prosperity when sovereignty had been recovered
by China, and Hong Kong was administered by China, depended
fundamentally on the policy pursued by China towards

Hong Kong, including the political, economlc and
administrative systems which were used. The laws

enacted in Hong Kong would also be relevant. Of course,
some changes would be made. But Hong Kong would remain a
capitalist society. Many systems which were favourable

to the maintenance of prosperity would remain in the
future. He wished to cite, as an example, Singapore.

After the end of colonial rule in Singapore it had managed
its own affairs and had done so quite well.

/He thought
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He thought it unavoidable that some fluctuations would
take place after China had announced that it would recover
sovereignty. But China would try to avoid major fluetuations
and, with co-operation, this could be done. But he could tell
the Prime Minister that when the Chinese Government had formulated
ite policy decisions it had taken various factors and possibilities
into consideration. DMany people said that if the - prosperity of
Hong Kong could not be maintained, this would affect China's
modernisation drive. There would be some effect but it was incorrect
to believe that it would affect this policy to a large extent.
If the modernisation programme was based on the maintenance or
decline of prosperity of Hong Kong, then the modernisation decision
was not a sound one. As regards the flight of foreign investment,

provided China pursued appropriate policiles the foreign investment
which had left would come back.

When China announced. its intention to resume sovereignty, it
would at the same time announce the policies to be pursued and the
measures'ghbge 3 %n}o %%p%:Kon%x%y%%%%ﬁér two, China would solicit
widespread views from various circles in Hong Kong about this issue.
The Chinese side was pleased that on this matter the British Government
had put forward many suggestions. He meant by this the proposals
relating to 1997. China hoped that in the intervening period no
big fluctuations would take place and that, after the recovery of
sovereignty, China would benefit from British suggestions in the spirit
of co-operation.

There was one point upon which he did not want to dwell but
which he wished to make. If there were very large and serious
disturbances in the next fifteen years, the Chinese Government
would be forced to consider the time and formula relating to the
recovery of its sovereignty over Hong Kong. The Prime Minister
had said there might be a disa gr%%%1%f£%ls kfﬁxug%vgggg%ter |
have to make its decisions in the face of such a situation. / pe
hoped that after the current visit the two Governments would hold
consultations and discussions. There had been no decision on the
level of such talks but they could be conducted through diplomatic

channels and the issue discussed with a view to avoiding major

a5 N e /disturbances.
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disturbances. He was sure that, as a result of full

consultation, the defined policies to be pursued after 1997
would be acceptable to the people of Hong Kong and to

investors from various countries. These would not be adversely
affected nor would their interests be affected. That was not
the point which worried him. What China worried about was

how to ensure a good transitional period in the coming

fifteen years so that major disturbances did not occur. If
they did occur they would be man-made (artificial), not

natural.

The Prime Minister said that all disturbances were
created by man. IMr. Deng Xiaoping said that he meant
that the disturbances would be created, not by Governments,
but by individuals, some Chinese, some British. Take for
instance the Hong Kong and Shanghai Bank. No-one knew how
many banknotes it had issued. Sir Edward Youde said that we
knew. Mr. Deng Xiaoping agreed that we knew but said that
the Hong Kong people he talked to did not. In any event,
it would be easy for some people to create disturbances. The
consultations would be aimed at solving these problems. Not
only should the two Governments not do anything which was detrimental
to the maintenance of prosperity. They should also prevent
some businessmen from doing things which were detrimental

to the prosperity and stability of Hong Kong.

Mr. Deng Xiaoping then suggested that the two sides
should reach agreement to the effect that the two Governments
would start discussions through diplomatic channels. The pre-
condition was that in 1997 China would recover sovereignty over
Hong Kong. Under this pre-condition, they would discuss how
to ensure a good transitional period of fiteen years and what
would be done after fifteen years.

/ Mr. Deng Xiaoping
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Mr Deng Xiaoping was at this point handed a piece of
paper by his advisers. He read the following text:

"Today leaders of the two countries have had deep ranging
discussions on the question of Hong Kong in a friendly
atmosphere. Although there existed differences, both
sides believe that discussions were useful in order to
seek an appropriate settlement of the Hong Kong
question. Both sides agreed to maintain contact on
the question of Hong Kong through diplomatic channels,
following this visit."

The Prime Minister said that she wished to make a number

of points. As regards Mr. Deng's reference to Singapore, she
had great admiration for that country and for Mr. Lee Kuan Yew

but 1t was a sovereign, independent country, whose position did

not equate to that of Hong Kong. Under normal circumstances we
would bring Hong Kong similarly to sovereign independence but we
could not because China would not accept this and the people of
Hong Kong knew that.

What really worried her was Mr. Deng's attitude to
disturbances. ©She was not contemplating disturbances. She
would do everything to prevent them. ©She was however contemplating
the possibility of a financial collapse and she also wished to
prevent that. The fact was that Hong Kong had been financially
prosperous and very well run under British administration. If
disturbances occured, they would not have been caused by British
administration in any way. ©So she urged him not to make the kind
of statement that he had suggested. Instead, we might take the
first sentence and then record the agreement of the two sides to
enter into. talks about the future of Hong Kong. We should not
disturb the prosperity of the Chinese people of Hong Kong, most
of whom had worked extremely hard for it. Reverting to the
proposed statement, she suggested that the two sides should say
that they had talks, these were a first exchange, all problems

/could
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could not be solved in this session, but there was agreement
to enter into further talks through diplomatic channels with
a common aim of maintaining prosperity and stability.

Mr. Deng had made his position on sovereignty known. But she
was not free to abrogate treaties without reference to her
Cabinet and Parliament.

Mr. Deng Xiaoping suggested that we should add to the
proposed formula a statement to the effect that the leaders
of both countries had clearly expressed their respective
positions on the future of Hong Kong.

After some further discussion, it was agreed to issue the
following statement:-

"Today the leaders of both countries held far

reaching talks in a friendly atmosphere on the

future of Hong Kong. Both leaders made clear

thelr respective positions on this subject. They
agreed to enter talks through diplomatic channels
following the visit with the common aim of maintaining
the stability and prosperity of Hong Kong."

The Prime Minister commented to the effect that diplomatic

channels might be used to agree upon a framework for the
talks. If either side wanted to conduct talks through ' special

emissaries these can be brought in. Mr. Deng Xiaoping agreed.

The discussion ended at 1245.

A7 cC.

24 September 1982
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NOTE FOR THE RECORD

The Prime Minister called on Vice Chairman Deng Yingchao at
1000 a.m. on 24 September at the Great Hall of the People. The
meeting was essentially taken up with courtesies. The only points

of substance were as follows.

The Prime Minister said that she had been impressed by the

music she had heard at the Peking Conservatoire the previous day.

ohe hoped that we might be able to hear some of these talented

young people perform in London. Madame Deng asked the Chinese

Ambassador to London to see what we could do to promote this.

The Prime Minister said that she was very happy to see that

the policies of Premier Zhou Enlai were now being followed in

China. lMadame Deng said that they were not only the policies

of Zhou, but also those of Mao and other past and present leaders

of the Communist Party. These policies had been disrupted by

the Gang of Four and were now being restored. Present policies

were therefore a continuation of previous policies, with a

few changes to accommodate the times.

Madame Deng asked how the Prime Minister felt about the
two sessions of talks she had held with Premier Zhao. The
Prime Minister replied that they had been friendly. She felt that
they had got on well together. This mattered, because a good

personal relationship would assist in a happy outcome to the
talks. We held many views in common.

At a later point the Prime Minister said that Premier Zhao
had been very interested in seeing more Chinese students coming
to Britain for study. ©She would pursue this. ©She would also
look into the possibility of providing more English language
training in China, and more technical training. ©She added that
many thousands of tourists wished to come to China. The Chinese
Ambassador sald that about 30,000 British tourists visited
China every year. The Prime Minister supposed that the numbers

were limited by the number of hotels available. The Chinese

Ambassador felt that it was more a question of the distance.

/ Finally
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Finally lMadame Deng said that she hoped that the Prime
Minister's visit would enable some important questions to be
solved satisfactorily. ©oShe wished the Prime Minister every success
in this. The Prime Minister said that we were working hard to
solve such questions, and she believed that we could do so.

A3 C.

24 September 1982

‘f! . A, t l\ - N‘t»“ ™a
" IA‘” "L }’FNTIAL
S b/ RSB B (A




CONFIDENTIAL

051 FROJECT -~ TUPDATE AS AT 241700 LOCAL

o [ Tt has become evident during the day from signals and

our own information that z misunderstanding over the price
escalation index has oceured during the BAE London talks. This
means that there is now also a price gap in the BAE negotiations.

-

The current overall position is:-

DIFFERENCES

Ao Price escalation index figure on total price,
VVaries with base date.
Bank guarantees. Fossibly a compromise can be

reached but may cause rise in BAE price.

Termination clause. To be negotiated further

Payment arrangements. Further negotiations by bank.

Best estimate of current gap is some £3 - 4.5 million.

/VOSPER THORNYCROFT
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VOSFER THORNYCROFT
a Payment conditions attached to latest Chinese
offer.
b. Five contractural points of substance still

unresolved.

Estimate of current gap is £% million.

Total estimated gap is now therefore £6 - 7.5 million.

BRITISH EMBASSY

"EKING

24 September 1982
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I am most grateful to you for accompanying me on my

visit yesterday, The music at the Central Conservatory was

most exhilarating and my admiration for Chinese art was

again excited by dur tour of the Central Academy of Fine Arts,

It was a great pleasure to meet you,

Thank you so much
for sparing your time,

2l
Q%M%ﬁ

/

His Excellency Deputy Minister Mr Zhou Weizhi
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I am writing to thank you most warmly on behalf
of my husband and myself and of the British Delegation
for your courtesy and hospitality in giving a Banquet
for me today at the Yangyuan Hall. It was a wonderful
experience for me to enjoy such a magnificent Chinese
Banquet in those beautiful and interesting surroundings,
and I enjoyed my conversations with you and your other
guests.

My husband joins me in sending our thanks and best
wishes.

State Councillor and Foreign Minister Huang Hua
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I am aware that time was very short for our discussion
of bilateral and commercial matters on 23 September. There
was one important contract which I was unable to mention in the
Time available, namely the proposals made by the British
congsortium of Wimpey, Kleinwort Benson and Freeman Fox for the
provision of modern container port facilities at Xiamen in
Fujian Province. I understand that while the consortium has
reached agreement with the provincial authorities, both are

awalting the approval of the State Planning Commission for the
project. - .

If approved, this contract would be the biggest civil
contract for British companies to sign with China for some
years. The British Government has given the companies its
full support and attaches great importance to this fine example
of possible co-operation between our two countries. Speedy
signature of the contract would give the greatest possible
encouragement to the expansion of trade between our two countries,
which as you pointed out is the object of our two Governments.

\iﬁ w0 ulu»wﬁ
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His Excellency Premier Zhao Ziyang
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THE FUJIAN FORT MODERNISATION FROJECT

Vil We spoke. I attach a draft of a possible letter for the

Frime lMinister's signature to Mr Zhao Ziyang drawing his

attention to our wish to see this contract concluded as soon

as possible.

24 September 1982
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I am aware that time wai/very short for our discussion

of bilateral and comme?cial matters on 25 September.

There was one import jt contract which I was unable to

mention in the time '%ailable, namely the proposals made
by the British cons rtium of Wimpey, Kleinwort Benson and
Freeman Fox for th¢ provision of modern container port
facilities at Xia#en in Fujian trovince. I understand
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