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PRIME MINISTER

Hong Kong

You are seeing the unofficials at 3.30 on Monday.

There will be about eleven of them and I suggest we

= T
u’,/ﬁée the Cabinet Room.

On this occasion, I think there would be value
in having your "Hong Kong team'" with you because some
of the faces will not De Known to the unofficials.

v~ It will be particularly useful for Richard Luce to be

present as well as the Foreign Secretary since he looks

after Hong Kong in the FCO and may need to visit the
Colony.

I therefore suggest that you are accompanied by
the Foreign Secretary, Richard Luce, Antony Acland and

Alan Donald. Agree?

e

30 June 1983
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SECRET

SECRET

FM HONG KONG 293945Z JUN 83

TO PRIORITY FCO

TELEGRAM NUMBER 984 OF 29 JUNE
INFO PRIORITY PEKING

PEKING TELSNOS 599 TO 681: FUTURE OF HONG KONG

1. | INFORMED EXCO THIS MORNING OF THE OUTCOME OF THE AMBASSADOR'S

MEETING WITH YAO GUANG REPORTED IN TELS UNDER REF

« THEY ASKED ME

TO CONVEY THEIR CONGRATULATIONS TO SIR P. CRADOCK ON THE SKILL

WHICH HE HAD DISPLAYED IN CONDUCTING THE NEGOTIATIONS ABOUT THE

AGENTA FORMULA AND THE ANNOUNCEMENT. THIS | READILY AGREED TO DO.

YOUDE
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Fit HONG KONG 2912152 JUN 33

TG IMMEDIATE FCO

TELEGRAM NUMBER 905 OF 29 JUNE 1983
INFG IMMEDIATE PEKING

PEKING TELNO 593: FUTURE OF HONG KONG: OPENING STRATEGY

1. UNDER CERTAIN CIRCUMSTANCES | AM NOT OPPOSED TO THE USE OF SUB-
COMMITTEES ALTHOUGH FOR THE REASONS SET OUT BELOW | DO NOT SEE THE
CONTRIBUTION WHICH SUB=COMMITTEES COULD MAKE AS LIKELY TO BE OF

SUCH SIGNIF ICANCE IN QUR STRATEGY AS THE AMBASSADOR DOES. BUT SEFORE
WE SET THEM UP WE NEED TO 3E QUITE CLEAR IN QUR OuN MANDS AS TO THE
PURPOSE THEY WOULD SERVE , WHAT THEIR FUNCTION WOULD BE ; AND HOw
THEY WOULD OPERATE.

2« AS REGARDS THE PURPOSE, OUR AIM IN THE TALKS IS TO COMVINCE THE
CORE OF SENIOR POLITICAL LEADERS WHO ARE RESPONSIBLE FOR POLICY ON
HONG KONG OF THE NEED FOR CONTINUING BRITISH ADMINISTRATION. THEIR
PRESENT FAILURE TO UNDERSTAND (OR AT ANY RATE ACCEPT) THIS IS UN-
LIKELY TO BE BASED ON LACK OF ACTUAL INFORMATION ON HOW THE ADMIN-
ISTRATIVE, FINANCIAL AND LEGAL SYSTEMS IN HONG KONG WORK. THIS
INFORMATION IS FREELY AVAILABLE IN A VARIETY OF PUBLISHED DOCUMENTS.
HOR DO THEY LACK SENIOR ADVISERS WHO UNDERSTAND VERY WELL THE

QUOTE COMPLEXITIES OF THE HONG KONG FABRIC UNQUOTE (PARA 4 OF PEKING
TUR). FOR EXAMPLE AS REGARDS THE FINANCIAL SYSTEM, THE HONG KONG
DOLLAR ETC. THE SENIOR DIRECTORATE OF THE BANK OF CHINA (WHO ARE
PEKING APPOINTED) OPERATE SUCCESSFULLY AND WITH PROFESSIONAL COM=-
PETENCE IN HONG KONG AND THERE (S NOT MUCH THAT THEY COULD BE

TAUGHT ABOUT E.G. THE EXCHANGE FUND. IN SHORT, TECHWICAL Sus-
COMMITTEES ARE NOT GOING TO ADD VERY MUCH TO THE (NEXT TWO WORDS
UNDERLINED) FACTUAL INFORMATION ALREADY AVAILABLE TO SENIOR CHINESE
LEADERS FROM THEIR OWN SIDE ON THE OPERATION OF THE HONG KONG
ECONOMY, OR IN OTHER AREAS.

3. IF THEIR WORDS ARE TO BE TAKEN AT FACE VALUE, THE SENIOR LEADERS
DO NOT EVEN NEED TO BE CONVINCED THAT THE CHINESE GOVERNMENT IN
PEKING COULD NOT DIRECTLY RUN HONG KONG AS T IS TODAY. THEIR Qwi
PLAN PROVIDES FOR HONG KONG TO BE RUN BY THE HONG KONG CHINESE «
(NOR IS IT ANY PART OF QUR CASE THAT THE HONG KONG CHINESE, (MNEXT
FOUR WORDS UNDERLINED) IF LEFT TO THEMSELVES, WOULD BE INCAPABLE

OF RUNNING THIS TERRITORY).

4. MOREQVER EVEN WHEN WE HAVE EXPLAINED THE COMPLEXITY OF HOMG KONG
WILL PRESUMABLY BE THAT THE QUOTE SYSTEMS UN=-
QUOTE WE HAVE DESCRIBED wOULD REMAIN UNCHANGED UNDER HONG KONG

CHINESE RULE, AND THAT THERE WOULD THEREFORE 3E NO DIFFICULTY.

SEORET / 5. THe




5. THE CASE WE HAVE TO MAKE, WHICH 1S SET OUT IN ANNEX B TO THE
PAPER ON STRATEGY, IS THAT HOWEVER ATTRACTIVE ik THEORY, THE
CHINESE PLAN WOULD NOT WORK IN PRACTICE BECAUSE WITHOUT THE QUOTE
INSULATOR UNQUOTE BETWEEN HONG KONG AND PEKING WHICH BRITISH
ADMINISTRATION PROVIDES THERE wOULD BE NO CONFIDENCE.
ACCORDINGLY =

(A) THE PROFESSIONAL CLASSES WHO ARE ESSENTIAL TO THE OPERATION OF
ITS COMPLEX ECONOMY WOULD LEAVE:

(B) DOMESTIC AND INTERNATIONAL INVESTORS WOULD CEASE TO INVEST:
AND IN CONSEQUENCE

(C) THE ECONOMY WOULD RUN DOWN AND THERE WOULD BE WEITHER PROSPERITY
NOR STABILITY.

THESE POINTS CAN BE SUPPORTED BY REFERENCE TO THE YOUNG RROFES-
SIONALS' MEMORANDUM, TO FIGURES RELATING TO EMIGRATION APPLICATIONS
AND SO ON. BUT THEY ARE ESSENTHIALLY POLITICAL POINTS WHICH WE NEED
TO GET ACROSS AT A HIGH LEVEL. THEY ARE SCARCELY POINTS FOR SuB=
COMMITTEES.

6. THIS BRINGS US BACK TO THE FUNCTION OF THE SUB-COMMITTEES. IF
THE AMBASSADOR'S VIEW IS THAT THIS WOULD BE PRIMARILY EXPLANATORY
ON OUR SIDE, WE COULD CERTAINLY PREPARE FACTUAL PAPERS DESCRIBING
HOW THE PRESENT SYSTEMS WORK AND PROVIDE EXPERTS FROM HERE TO
AMPLIFY OR ELUCIDATE PARTICULAR POINTS. BUT IN MY VIEW THIS WILL
NOT BE ENOUGH. IF THE PAPERS ARE TO FULFILL A GENUINELY EDUCATIVE
FUNCTION, AND TO CONTRIBUTE TO OUR OBJECTIVE (PARA 2 ABOVE), THE
FACTS wILL NEED TO BE PRESENTED IN SUCH A WAY AS TO LEAD IN-
ESCAPABLY TO THE CONCLUSION THAT CONTINUING BRITISH ADMINISTRATION
IS NECESSARY (THIS POINT IS ALSO MADE IN PARA 5(B) OF THE QUOTE
FORWARD STRATEGY UNQUOTE PAPER: QUOTE QUR AIM SHOULD BE TO CONTINUE
THE PROCESS OF EDUCATING THE CHINESE...BY MAKING DETAILED PRESENT-
ATIONS ON SPECIFIC AREAS«..(NEXT TWELVE WORDS UNDERLINED) IN ORDER
TO DEMONSTRATE THE VITAL IMPORTANCE OF MAINTAINING THE BRITISH LINK
UNQUOTE) «

7. IT IS HOWEVER UNLIKELY THAT THE CHIWESE wiLL FAILL IN WITH ANY
PLAN WHICH ALLOWED SUB-COMMITTEES SUCH A ROLE. THEY MAY LISTEN TO
ANY INITIAL PRESENTATIONS WE MAY MAKE IN SUB-COMMITTEES. BUT THEY
WILL HAVE IN MINDs IN DISCUSSION OF
ITEM 1 OF THE AGREED AGEMNDA THEY WiLL WANT THE SuB~COMMITTES TO
DEAL WITH DETAILED ARRANGEMENTS AFTER BRITISH ADMINISTRATION H
CEASED. WE COULD NOT OF COURSE AGREE TO THIS. WE MIGHT THEREFO
FIND THAT, HAVING ESTABLISHED SUB-COMMITTEES, WORK IN THEN WOU
GRIND TO A HALT AFTER TWO OR THREE MEETINGS.

2
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SECRET

8. IN THE LIGHT OF THE ABOVE IT SEEMS TO ME THAT THE TERMS OF
REFERENCE FOR SUB—-COMMITTEES WILL BE A KEY ISSUE. POINTS (A) AND
(B) IN PARA 7 OF PEKING TUR ARE VIRTUALLY SELF=-EVIDENT, AND SUB-
COMMITTEES COULD CERTAINLY BE USED TO QUOTE EXCHANGE INFORMATION
UNQUOTE (POINT (D)). BUT THE FORMULATION IN POINT (C) DUCKS THE
ISSUE: WE SHOULD BE UNDER NO ILLUSIONS THAT IT WILL BE EASY TO
REACH AGREEMENT IN PLENARY ON WHAT MATTERS SHOULD BE REFERRED TO
SUB-COMMITTEES, OR THAT THE SUB-COMMITTEES THEMSELVES WILL BE ABLE
TO PRODUCE QUOTE RESULTS UNQUOTE TO BE REPORTED BACK TO THE PRENARY

SESSIONS.

9. IT WAS BECAUSE OF THE PROBLEMS SET OUT ABOVE SURROUNDING
THe OPERATING ETC. OF SUB-COMMITTEES THAT | SAW THE EDUCATIVE
PROCESS BEING BEST CONDUCTED IN A QUOTE COMMITTEE OF THE WHOLE
UNQUOTE WITH APPROPRIATE EXPERT PARTICIPATION.

18. MY TWO IFT'S DEAL WITH MORE DETAILED POINTS ON MODALITIES.

FUTURE OF HONG KONG
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PRIME MINISTER

BRIEF FOR CABINET : HONG KONG

You informed Cabinet on 16 June of the position reached

(see attached Cabinet minutes),
You may now like to brief Cabinet on the following lines:

"(a) I told Cabinet on 16 June that the Chinese were
now showing more urgency about substantive talks and
that we were seeking agreement on an agenda which did

not prejudge our position on sovereignty.

(b) It has now been agreed that substantive talks
will begin on 12 July. An announcement will be made in
London, Hong Kong and Peking on 1 July stating:-
pEERE ST ST

"Following the discussions between the

leaders of the two countries in September

1982, and subsequent useful exchanges, it

has been agreed that a second phase of the

talks on the future of Hong Kong will begin

in Peking on 12 July 1983."

(c) The main difficulty over the agenda was the wording of

the reference to sovereignty. We were prepared to agree that

the relevant item would be worded "matters relating to a

transfer of sovereignty'". The Chinese wanted ''matters relating

to the transfer of sovereignty". We refused to accept this
prejudicial language. Our Ambassador, who handled the discussions
wipg_gzpat skill, manoeuvred the Chinese into proposing ''matters

relating to transfer of sovereignty'" i.e. no article, definite

or indefinite. We accepted that as being sufficiently neutral.

(The complete agenda is attached.)

/(d) The talks

ECRET
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(d) The talks will be long and difficult but it looks
as though we shall at last be able to get down to serious
discussion., Our first objective will be to demonstrate
to the Chinese in considerable detail how Hong Kong works
at present and how essential a system of administration
and law like the present one is to the future stability

and prosperity of Hong Kong.

(e) Members of the Hong Kong hegislative and Executive

Councils will be visiting London on 4/5 July for
consultations with me and the Foreign Secretary. This
is part of our continuous process of consultation with

Hong Kong representatives,"

29 June 1983
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PRIME MINISTER

HONG KONG

As you know, the Unofficials are visiting London

on 4/5 July. You agreed earlier to see them.

I do not think that you need give them a meal this
time. Richard Luce is giving them lunch. But if you

wanted to, you could give a working dinner on Monday,

4 July. Alternatively, you could set aside an hour for

—

a meeting. They will be 11 in number, including the

Governor.

What would you like to do?

28 June 1983
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1230 IH¥ PEKING. | SAID THEF JLD

B
i LONDON. HONG KONG WOULD ALSO MAKE
NEED TO SAY THAT THE GOVERMNOR WAS ATTEMNDING.

. YAQO GUANG THEN MOVED ON TO THE COMNDU { HE | { TALKS AND
GREED WITH MY SUGGESTION AT OUR LAST M HA i SIDES
SHOULD MAKE OPENING STATEMENTS. HE REFERREI AS '"GENERAL
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\RRANGEMENTS AFTER 1997. WE WOULD WiSt \PPRAOCH THIS BY
SINNING A STUDY OF HOW HONG KONG WORKED RESENT IN ORDER TO
ACH A JOINT ASSESSMENT OF TH NS MAKING FOR STABILITY AND
OSPERITY.
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7. YAO GUANG SAID HE ? THAT THE FIRST ITEM ON THE AGENDQ
SHOULD BE ARRANGEMENTS 1997, BUT THE CHINESE SIDE WOULD
WISH TO CONFINE THE FIRST MEETING TO THE GENERAL STATEMENTS SO AS
TO GIVE THESE MORE PROMINENCE. AFTER THE OPENING STATEMENTS AND
ANY COMMENTS ON THDM, THE TWO SIDES MIGHT WISH TO CONS IDER, PERHAPS
ON THE AFTERNOON OF 12 JULY, HOW TO TACKLE THE FIRST ITEM ON THE
AGENDA. AFTER SOME QUESTIONING IT BECAME CLEAR THAT HE DID NOT

SH THE F{RST ROUND TO OCCUPY MORE THAM ONE DAY..HE SA|

IT WOULD BE POCSSIBLE TO HAVE A SECOND MEETIN
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O$NF INING THE FIRS
IENTS WILL CAUSE US SOME_|NCONVENIEN
LET ME KNOW WHETHER HE COULD MANAGE

MEETING ON R 20 JULY. IT IS IN OUR INTEREST TO KEEP UP
MOMENTUM, 1T LOOKS AT THOUGH IT IS GOING TO TAKE TWO MEETINGS TO
ACHIEVE WHAT | HOPED TO DO IN ONE, IE TO LAY THE GROUNDWORK EOR
THE DETAILED DISCUSSION ON HONG KONG. BUT THE ARGUMENTS REMAIN
AS SET OUT IN MY TELNO 593 AND | SHALL NEED FARLY INSTRUCTION TO

ENABLE ME TO SPEAK TO ZHOU NAN WIiTHIN THE MNE 1 FE','.’ DAYS.
P —— e, S
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R YAO GUAMG OF THE. MINISTRY OF UOREIGN AFFAIRS OF
RSPUBLIC OF CHiNA AjD IRITISH 4M3AS3ADOR TO CHINA
DOCK HAVYZ HELD OISCUSSICHS ON THE AGZNDA FCR THE
Hisr OF THE SINOJERITISH TALKS 04 THE QUESTION OF HOWG
IT IS AGREED THAT DURING THE COURSZ OF THE TALKS MATTERS
RELEVANT TO THE FUTURE OF HONG (ONG SHOULD BE flSuUaS:U i
PARTICULAR ALL THE SUBJECTS MENTIONSD IN MRS THATCHER'S LETTER
AD PREMIER ZHAO'S LETFER. THESE WILL INCLUDE ARRANGEMENTS FOR
THE MAINTENANCE OF THE STABILITY AND PROSPERITY OF HOMG KON
AFTER 1937, ARRAN HONG XONMG BETWEEN iHOW AND 1997, AND
S RELATING CF SOVEREIGHT , IM THAT ORDER. IT
REED THAT TH SHOULD REMAIY CCHNF IDENTIAL,
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10 DOWNING STREET

From the Private Secretary 27 June 1983

FUTURE OF HONG KONG

The Prime Minister has seen Peking
Telegram No. 580 in which Sir Percy Cradock
reports on his recent conversation with
Minister Zhou Nan. Mrs. Thatcher has
minuted that Sir Percy handled this
conversation very well indeed.

A.J. COLES

J.E. Holmes, Esqg.,
Foreign and Commonwealth Office.
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FROM PEKING 270235Z JUN 83

TO PRIORITY FCO

TELEGRAM NUMBER 587 OF 27/6/83

REPEATED FOR INFO TO PRIORITY HONG KONG

HONG KONG TEL NO 854: THE QUEEN'S SPEECH

1. THE CHINESE PRESS HAS REPORTED wlTEQUT_gpMMENT

THE QUEEN'S SPEECH INCLUDING THE PASSAGE thU? HONG KONG,

AND QUOTING THE REFERENCE TO ''THE AIM OF REACHING

A SOLUTION ACCEPTABLE TO THIS PARLIAMENT, TO CHINA AND TO THE
PEOPLE OF HONG KONG'',

CRADOCK
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Fi4 PEKING 2707557 JUN 83

TO IMMEDIATE FCO

TELNO 593 OF 27 JUNE

RPTC INFO IMMEDIATE HONG KONG.

FUTURE OF HONG KOWG: OPENING STRATEGY

1, MOW THAT THE FIRST SUBSTANTIVE MEETING 1S I SIGHT, | HAVE PEZcd
SIVING FURTHER THOUGHT TO OUR STRATEGY FUR THE NEXT Few WEEKS,
HAVING OVERCOME (AT LEAST FOR THE TIME BEING) FIRST THE PROBLEMS
ATTENDANT ON THE CHINESE ''PREMISE'® AND THEN THOSE ARISING FROM
THEIR DEMAND FOR A GEMERAL AGENDA FOR SUBSTANTIVE TALKS, WE AT
LAST HAVE THEM IN A POSITIVE MOOD TO GET DOWN TO WORK. WE SHOULD
SEEK IN OUR FIRST PLENARY MEETING TO MAKE THE ®OST OF THIS
OPPORTUNITY AND ENSURE THAT THE MOMENTUM 1S SUSTAINED BEYOND THAT
MEETING AND THAT WORK BEGINS AS SOOH AS POSSIBLE ON THE FIRST
AGENDA {TEM.

2. OUP STRATEGY PAPER ENVISAGES THAT OUR OPENIHG STATEMENT (INCLUD-
ING THE GOVERNOR'S PRESENTATION) SHOULD CONCLUDE WITH ME SUGGESTING
TO THE CHIMESE THAT THE TWO SIDES SHOULD NEXT DISCUSS

MATTERS OF DETAIL, SUCH AS THE FINAMCIAL, F1SCAL AND LEGAL SYSTEMS
IN HONG XONG AND THE NETWCRK OF TRADE AGREEMENTS, IN ORDER TO
ESTABLISH THE ROLE OF THE PRESENT DETAILED AGHINISTRATIVE
ARRANGEMENTS IN MAINTAINING STABILITY AND PROUSPERITY, AMD HOW THE
CONTINUITY OF THESE SYSTEMS MAY BE ENSURED. AS YOU KNOW, | HAVE

TO SOME EXTENT FLOATED THIS PROPOSAL ALREADY WITH ZHOU NAN, BY
TELLING HIM THAT IN OUR VIEW THE LCCICAL WAY TO START WORK ON THE
F12ST ITCM OF OUR AGREED AGENDA, IE. ''ARRANGEMENTS FOR THE
MAINTENANCE OF THE STABILITY AMD PROSPERITY OF HONG KONG AFTER
1997, 1S TO CONDUCT A JOINT ASSESSMENT OF THE ARRANGEMENTS THAT
CURRENTLY MAINTAIN THAT STABILITY AND PROSPERITY, AND THAT WE
SHOULD PROCEED AFTER THAT TO DISCUSS HOW CONTINUITY MIGHT BE
ENSURED AFTER 1997. ZHOU NAN HAS TAKEN THIS POINT, SUBJECT TO THE
CAVEAT THAT OUR DTSCUSSION OF THE PRESEWT ARRANGEMENTS SHOULD WOT
RECOME ' 'PHILOSOPHICAL OR ACADEMIC'', THE CHINESE wiLL THUS BE
PREPARED FOR OUR SUGGESTION ONM THE HEXT STEP AND, JUDGING FROM
ZHOU NAN'S RESPONSES TO DATE, MAY WELL AGREE. WE SHOULD THEREFOPE
36 READY TO PUT TO THEM SPECIFIC SUGGESTIONS 0N HOW THAT DETAILED
WORK SHOULD 3E CONDUCTED.

IT, DETAILED WORK MUST & ELEGATED TO SUB-COMMITTEES,

EXPERTS FROM OUR SIDE SPEAKING TO THEIR COUNTERPARTS
e—— R e
CHINESE SUD0E. | COULD NOT PRETEND TO EXPOUND TO YAQ
“’TRMS OF , SAY, THE FOREIGN EXCHANGE FunD
BE AMY POINT I D MYSELF
10N WHILE HEM OUR Tt
40 EOVE?, THERE " 1S A VAST AMGUAT ©
GAL, FINANCIAL, FI1SCAL ETC.

NOT TO Bt

|
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WiLL HAVE TO MOVE FORWARD OM SEVERAL FRONTS AT THE SAME TIME. THE
ESTABL I SHMENT OF SUB~COMMITTEES IS THEREFORE ESSENTIAL. AS YOU
KNOW, THE CHINESE ARE ALSO THIMKING ALONG THESE LINES, AND ZHOU
NAN HAS RAISED THE QUESTION wiTH ME SEVERAL TIMES.

4o | MOTE THAT THE GOVERNOR (HONG KONG TELMO 322) HAS SOME
MISGLVINGS ABOUT SETTING UP SUB=~COMMITTEES W THE EARLY STAGES.

| TAKE A DIFFERENT VIEW. IT HAS BEEN OUR CONSISTENT AlM, SINCE

LONG BEFORE THE PRIME MINISTER'S VISIT LAST SEPTEMBER, TO EDUCATE
THE CHINESE IN THE COMREXITIES OF THE HONG KONG FABRIC, IN ORDER
FIRST TO DISCOURAGE THEM FROM FORMULATING DANGERCUS ANMD INTRACTABLE
POLICIES POR THE FUTURE, BASED ON IGNORANCE AND OVER=SIMPLIFICATION
OF THE REAL PROBLEMS SEMICOLON TO SHOW THAT THE REMOVAL OF ONE
THREAD COULD UNRAVEL THE WHOLE FABRIC SEMICOLON AND ULTIMATELY

TO INDUCE THEM TO DRAW FOR THEMSELVES THE |INFERENCE THAT BRITISH
ADMINISTRATION 1S THE KEY TO THE MAINTENANCE OF STABILITY AND
PROSPERITY. UNFORTUNATELY IT PROVED IMPOSSIBLE TO BEGIN THAT
EDUCATIVE PROCESS BEFORE THE PRIME MINISTER'S VISIT, AND THIS
CONTRIBUTED TO THE DIFF ICULTIES WHICH FACED THE PRIME ‘MINISTER IN
HER TALKS HERE. IN OUR DISCUSSIONS IN HONG XOMG DURING THE PRIME
MINISTER'S VISIT, WHICH SET OUR BROAD STRATEGY, AMD SUBSEQUENTLY,
WE AGREED THAT OUR AIM IX THE INITIAL STAGES OF TALKS WITH THE
CHINESE SHOULD BE TO GET AWAY FROM QUESTIONS OF PRINCIPLE, ON

WHICH BOTH SIDES TOOK OPPOSING VIEWS, AND ON TO MATTERS OF DETA|L
- GROUND ON WHICH WE WERE STRONG AND THE CHINESE WERK(. TALKS

TO DATE HAVE BEEN CONFINED TO RATHER BARREN QUESTIONS OF PRINCIPLE.
MEANWHILE TIME HAS PASSED, DURING WHICH THE CHINESE HAVE THROUGH
VARIOUS CHANNELS, REPEATEDLY REVEALED UNSATISFACTORY PLANS FOR

THE FUTURE, AND, APART FROM A FEW SPORADIC VISITS, OUR EDUCATIVE
PROCESS HAS NEVER HOT UNDERWAY,

5. WE NOW AT LAST HAVE AN COPPORTUNITY TO BEGIN THE EDUCATIVE
PROCESS THAT IS FUNDAMENTAL TO CUR STRATEGY.

IF wE DO NOT
TAKE IT WE MAY LOSE THE PRESENT FAVOURABLE WiIND. WE SHALL RISK
VALIDATING THE LIKELY CHINESE COMPLAINT THAT WE ARE INTERESTED
OMLY N PHILOSOPHICAL AND ACADEMIC POINTS AND WE SHALL CONDEMH
QURSELVES TO A PROLONGED WRANGLE OVER PRINCIPLES. | THEREFQRE
RECOMMEND STRONGLY THAT AT THE FIRST SUBSTANTIVE MEETING WE SHOULD
SCEK TO SET uP SUB-COMMITTEES TO COnNDUCT TC DETAILED WORK AND PRUPGSE
THAT THEY SHOULD BEGIN THEIR WORK AS SOON AS POSSIBLE, IDEALLY
WITHIN A FEW DAYS OF THE END OF THE FIRST MEETING,

6. THERE ARE OF COURSE POINTS wE MUST WATCH IN THE SETIlNG UP GF

SUB=COMMITTEES, SOME OF WHICH THE GOVERNOR HAS NOTED IN HIS TELNC
—_———

822, THE FIRST IS THAT, DESPITE THEIR APPARENT WILLINGNESS TOC

COMLY WITH OUR PROPOSAL THAT THE SUS=COMMITTEES SHOQULL FIRST CONDUCT

JOINT ASSESSMENTS OF PRESENT ARRANGEMENTS, THE CHINESE WILL e

INTEHD IN DUE COURSE TO USE THEM FOR THEIR OwN PYURPOSES, MAIHLY
TO_PRESS FOR CHAMGES. BUT THIS_IS WNOT A SUFFICIENT ARGUMENT
AGAINST HAVING SUB=-COMMITTEES. |7 MAY 2E SAID OF THE ENTIRE

HEGOTIATION THAT THE OBJECTIVES OF THE TwO SIDES ARE NOT THE

SAMEs IT WOULD BE A UNIGUE NEGOTIATION TH IERE i€ ESSEATIAL
#— e = - i =
THING 1S TC KEEP IN MI®)THE CHINESE PUR

TALKS TO SUIT OUR Owie AS |

RE CRUCVAL TOo0UR PURPUSE.




FOINT. | AGREE WITH THE

T. TERMS OF REFERENCE WILL BE A
E | AM AMXIQUS TC AVOID ANOTHER

GOVERNOR HERE, BUT AT THE SAME TI
JEXTENDED WRANGLE WITH THE CHINESE ON

FORM OF WORDS. THIS IS LIKELY TO OCCUR IF WE SEEK TO ACREE TER#MS
OF WwHICH BEAR ON THE FRINCIPLED PQSITICHS OF BOTH SIDES.
INSTEAD | BELIEVE WE SHOULD SEEX SIMPLY TG AGREE THAT THE SUB=-
COMMITTEES 8=

A) SHOULD 3E SUBCRDINATE TO THE PLEMARY SESSIONS,

(&) SHOULD WAVE NO POWER OF DECISION,

(C) SHOULD DISCUSS PATTERS REFERRED TO THEM BY THE PLENARY
SESSIUM, AND REFER THE RESULTS CF THEIR DISCUSSIONS BACK TO THE
PLENARY,

(D) MAY BE USED TO EXCHANGE INFORMATION.

e s

AL
ME

v
i
=
0

.
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8. WE SHOULD NEED TO KEEP A CAREFUL EYE CN THE ACTIVITIES
SYS=COMMITTEES TO ENSURE THAT THESE TERMS WERE NOT EXCEEDE
ENVISAGE THAT MEMMERS OF THIS EMEASSY, AND/OR THE POLITICAL
ADVISER'S OFF ICE, SHOULD ATTEMD SUB-COMMITTEE MEETINGS FOR THIS
PURPOSE,

OF
B.

9. WE NEED TO COMSIDER URGENTLY HOW MANY SUB=COMMITTEES WE WOULD
REQUIRE AND WHAT FIELDS THEY SHOULD COVEW. ZHOU HAN SUGGESTED THREE
TO ME ON 23 JUNE (MY TELNO 580) = LEGAL/ADMINISTRATIVE, FINANCIAL/
CGMMERC[‘E—IEE-ONE COVERING INTERMATIONAL RELATIONS. YOU AND HONG
KONG ARE BETTER PLACED THAN | TO CONSIDER THIS QUESTION. MY OwWN
THOUGHTS ARE SIMPLY THAT THERE SHOULD NOT BE TOO MANY SUB-
COMM|TTEES — THREE SEEMS ABOUT RIGHT = AND THEIR CATEGORISATION
SHOULD BE OF A RELATIVELY GEMERAL MATURE, AS ZHOU HAS SUGCESTED,
WE SHOULD AVGID SETTING UP SUB=COMMITTEES ON SPECIALISED SUBJECTS,
ESPECIALLY THOSE SUBJECTS (EGe MARITIME, AVIATION ETC.) THAT ARE
CLOSELY BOUND UP WITH SOVEREIGHTY,

10. IF SUB=COMMITTEE SESSIONS ARE TO BE USED TO BEST EFFECT IT
WILL BE ESSENTIAL TO HAND OVER PAPERS SETTING OUT THE DETAILS OF
THE LEGAL, FINANCIAL, FISCAL SYSTEMS ETC. SO THAT SOME OF THESE AT
LEAST CAN BE PASSED UP ON THE CHINESE SIDE TO THE DECISION=-MAKERS.
WORK ON THESE PAPERS SHOULD BEGIN AT ONCE, SO THAT THEY MAY BE
PRESENTED AT THE START OF WORKING SESSIONS 1IN JULY AS A BASIS FOR
DISCUSSI0NS. THEY WILL HAVE TO BE GOQD PAPERS, ‘FOR IT 1S ONE OF
THE MOST IMPORTANT CARDS IN OQUR HARD THAT Eg_gﬁPEFQTaﬂn HOW HONG
KONG WORKS, WHILE THE CHINESE DO NOT. OUR FIRST OBJECT SHOULD

SE TO DEMONSTRATE OUR MASTERY OF THE SUBJECTS AND THE DEFICIENCY
OF THEIR UNDERSTANDING.

11, % THIS CONTEXT, | MIGHT ACD THAT THE AMERICAN CHARGE HAS
TOLD ME THAT A GROUP OF AMERICAN LAYYERS HAD RECENTLY HAD A VER
USEFUL YISIT TO PEKING TO EXPLAIN THE SOVERZIGN IMMUNITIES ACT

ey s - ~ M P %~ ~ ~on " g -
TO THE CHINESE (N CONNECTION WiTH THE HU GUANG RAILWAY BONDS
DISPUTE). THE AMERICANS HAD DONE THGROUGH PREPARATIGHS, HANDED
QVER LEThl&gg_Eéggﬁs AT A SERIES OF MEETINGS AND EXPLAINED IN
OBJECTIVE TERMS THE FACTS OF AMERICAN LAW, [N SPITE OF THE TENSIONS
OF SINO=US RELATIONS, THE CHIKESE HAD B

- et i = . joos : S— =

WELL MOVE SOME WAY TO MEET THE AMERICANS AS A RESULT. THESE TALKS
BETWEEM EXPERTS, AVOIDING ANY OBVIOUS POLITICAL FOINTS, ARE
PRECISELY THE SORT GF THING | SHOULD LIKE TO SEE HAPPEN IN OUR

SUB=COMIAITTEES,.
///T:;usr
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12. | MUST STRESS THE IMPORTANCE OF HU:lHG FAST IF wE ARE TO EXPLOIT
THE PRESENT OPPORTUNITY. MY HOPE 1S THAT wt CAN ESTABLISH OUR SUB=—

COMMITTEES AT THE FIRST MEETING AND SET THEM TO WORK IN JULY, WITH
A BRIEF FROM THE PLENARY MEETING TO EXAMINE THE PRESENT ARRAMGE=-
MENTS [N THEIR VARIOUS FIELDS. IDEALLY, AT THE END OF JULY QR THE
VERY BEGINNING OF AUGUST, wE MIGHT HAVE A SECOND PLENARY

SESSION, TO HEAR INITIAL REPORTS OF THE SUB=COMMITTEES AND TO SET
THEIR WORK FOR THE FOLLOWING WEEKS. THUS WHEN THE GOVERNOR AND |
60 ON LEAVE IN AUGUST THE PROCESS WiLL BE WELL UNDER WAY.

13 | SHALL TELEGRAPH SEPARATELY SOME THOUGHTS ON THE NOD&LIT!iS
OF SUB-COMMITTEES. ~
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4 JUNE
IMMEDIATE HONG KONG,

YOUR TELNO 320: FUTURE OF HONG KONG

1. | TELEPHONED ZHOU NAN TH1IS MORNING AKD TOLD HIM THAT, ON A

PERSONAL BASIS, | SAW NO DIFFICULTY ABOUT THE AGENDA AS AGREED
YESTERDAY IE OUR DRAFT PLUS THE ADDITION OF ''THE MAINTENANCE

OF THE STABILITY AND PROSPERITY'' AND DELETION OF THE ARTICLE

BEFORE *'TRANSFER''. HE SAID HE WOULD REPORT TO YAO GUANG WHO

WOULD, NO DOUBT, ASK ME TO CALL ON 27 OR 28 JUMNE.

2. HE THEN ASKED WHETHER WE COULD AGREE, FOR THE PURPOSES OF A
FORMAL STATEMEMT OF THE AGENDA, TO DELETE THE TWO LINES ''IN
ORDER TO MEET THE WISH OF THE CHIMESE SIDE FOR A BROAD AGENDA
COVERING THE WHOLE COURSE OF THE FORMAL TALKS, THE BRITISH SIDE
AGREE '"'AND BEGINSIMPLY BY SAYING ''IT IS AGREED THAT DURINGC THE
COURSE OF THE TALKS ETC''? | SAID | THOUGHT THAT WOULD BE
ACCEPTABLE. HE THEN TRIED TO SUGGEST THAT IN PLACE OF ''THE
FUTURE OF HONG KONG'' IN LINE &4, WE SHOULD HAVE ''THE QUESTION

OF HONG KONG'®', | SAID WE HAD NO SOONER AGREED AN AGENDA THAN

HE WAS TRYING TO TINKER WITH IT. WE SHOULD STICK TO THE TEXT.

HE ALSO SUGGESTED DELETION OF THE PHRASE ''|T IS AGREED THAT''

IN THE FINAL SENTENCE. AGAIN, | REFUSED. ZHOU DID NOT PRESS THESE
LAST TwWO POINTS.

3. WE ALSO READ OVER AGAIN THE AGREED TEXT OF THE PRESS ANMOUNCE=-
MENT. HE SAID THAT AT MY MEETING WITH YAQ GUANG WE SHOULD BE ABLE
TO FILL IN THE PRECISE DATE FOR THE BEGINNING OF TALKS AND AGREE
THE WAY IN WHICH THE ANNOUNCEMEMT WOULD RE MADE.

AS | GET A DEFINITE APPOINTMENT WITH YAO GUANG | SHALL
OU KNOW. GIVEM ZHOU NAN'S PERFORV 1ANCE, WE CANNOT RULE OUT
FURTHER LAST-MINUTE CHINESE ATTEMPTS AT CHISELLING, BUT WiITH
YAQ GUANG ARE LIKELY TO BE DONE IN A RATHER MORE ELEPHANTINE

WAY
WA

——
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5., REGARDING THE TIMING OF THE FIRST MEETING, SUBJECT TO THE
GOVERNOR'S VIEWS 1| SHOULD PREFER TO BEGIN ON TUESDAY, 12 JULY,
THIS WOULD ALLOW THE GOVERNOR TO TRAVEL TO PEKING ON THE MONDAY,
AND WE COULD MAKE OUR FINAL PREPARATIONS FOR THE TALKS DURING A
MORMAL WORKING DAY. ON THE PRESS ANNOUNCEMENT, THE CHINESE WILL
NO DOUBT WISH TO RELEASE IT THEMSELVES VIA NCNA HERE, IF YOU
AGREE, { SHALL PROPOSE TO YAO GUANG THAT WE SHOULD MAKE A
SIMULTANEOUS ANNOUNCEMENT TO BRITISH CORRESPONDENTS, IN PEKING.
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FROM PEKING 231020Z JUN 73

ot K b

TO IMMEDIATE FCO
TELEGRAM NUMBER 580 OF 23/6/82

REPEATED FOR INFO TO IMMEDIATE HONG KONG

YOUR TEL NO 386: FUTURE OF HOMNG KOAG

| HAD ASSISTANT MINISTER ZHOU MAN ROUND FOR A DRINK THIS
TERNOON ANMD ON THE USUAL PERSGMNAL BASIS PUT TO HIM
STROMGLY THE DIFFICULTIES THAT WOULD BE CREATED BY THE
PHRASE ''THE TRANSFER OF SOVEREIGNTY''. | SAID WE WERE BOTH
N SEARCH OF NEUTRAL WORDING WHICH WOULD ALLOW US TO EMBARK
UBSTANTIVE TALKS., THE PHRASE ''A TRANSFER OF SOVEREIGNTY'!
A SERIQUS ATTEMPT ON QUR SIDE TO MOVE FROM WHAT
WOULD HAVE BEEN OUR PREFERRED LANGUAGE, NAMELY ''ANY TRANSFER OF
SOYEREIGNTY'", TO MIDDLE GROUND. ON THE OTHER HAND, THE USE OF THE
DEFINITE ARTICLE WOULD CONVEY THE CLEAR IMPRESSION THAT A
WAS ALREADY SIGNED AND SEALED, THIS WOULD BE |NACCURATE.
ALSO BE UNCONSTITUTITIONAL, SIMCE S GNTY LAY
IFT OF PARL IAMENT. THE RISK TO CONF | 1 HONG KONG WOUuLD
MMENSE IF THERE WERE AMY LEAKAGE b
ALREADY OF DELICATE MATTERS OM
HiIM TO THINK AGAIN.

CLAIMED THAT, STARTING FROM ZHAQ'S
CHINESE SIDE HAD ALREADY MADE |MMENSE CONC IOMS AND THAT THE

ASECLOGY HE HAD NOW SUGGESTED WAS ENTIRELY UTRAL. THE USE
-—-'—'\.——--s
THE |INDEFINTE ARTICLE WAS QUITE UNACCEPTABLE

SOME FURTHER EXCHANGES, WE AGREED
SOMETHING OF AN IMPASSE.HE THEREUPON

OMNLY POSSICLE WAY OUT, TH AT WE SHOULD D

ARTICLES, DZFINITE AMD INDEFIHITE, AND HAVE h VEHATTERS
RELATING TO

IBLY PROVIDE A \WAY ¢ US ARNI dQULD F

| SAID THAT HIS OTHER AMENDME! NAMELY THE

THE PHRASE "'THE MAIN { THE STABILITY AND
WOULD PROBABLY MOT CAUSE 1 ) MUCH DIFFICULTY IF OTH

TRAN OF SOVET . | SAID THIS MIBHT POSS—-

THINGS FELL (NTO PLA
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IT WAS LI ; WOULD GET IN TOUCH WITH HIM ON
24 JUNE AND ANSWER WAS SATISFACTORY VICE-MINISTER
YAO GUANG WOULD ASK ME TO CALL ON 27 JUNE.

5 TddLPDC THE END 9F OUR DISCUSSION, ZHOU TRIED ON
ANOTHER AMEMDMENT TO OUR DRAFT AGENDA NAMELY TO SURST
FOR 'TARRANMGEMENTS IN HONG KONG HOW AND 15
PHRASE ''ARRAMGEMENTS I# HONG KONG IM THE TRAKSITI
PERIOD BETWEEN MOW AND 19297''.| TOLD HIM THIS WAS N(
RAPIDLY WITHDREW IT. | GOT THE IMPRESSION THAT HE
INSTRUCTED TO GO THROUGH THE MOTIONS.

B
M

6. WE WENT OVER THE QUESTICGN OF THE PRESS ANNOUNCEMENT

AND |IT WAS AGREED, AS REPORTED (M MY TEL NO 570, THAT HE

COULD ACCEPT THE FIRST SENTENCE OF QUR DRAFT WITHOUT

AMENDMENT , | REMINDED HIM THAT WE WOULD BE UNDER

GREAT PRESSURE FRTM THE PRESS AND WOULD NEED TO BE VERY CAREFUL
TO MAINTAIN THE CONFIDENTIALITY OF THE DISCUSSIONS ANMD, IN PAR-
TICULAR, OF THE AGENDA, HE FULLY TOOK THIS POINT AND SAID WE
HAD A STRONG WEAPON AGAINST THE PRESS, NAMELY OUR AGREED
ANNOUNCEMENT . WE WOULD SAY NO MORE AND NO LESS THAM THAT.

7. ON TIMING , | SAID THAT EVEN ASSUMING ALL WENT WELL,
IT WAS UNLIKELY WE COULD HAVE A MEETING BEFORE THE WEEK BEGIN=-
NING 11 JULY. HE SAW MO DIFFICULTY IN THIS . IT WAS AGREED WE
SHOULD THINK IN TERMS OF A MEETING ABOUT 11 JULY. | ASKED
HOW LONG HE ENVISAGED THE FIRST MEETING WOULD BE AND SAID PERHAPS
WE SHOULD ALLOW FOR TWO DAYS, IE ONE DAY FOR THE MEETING AND

- h_h - - -
THE SECOMD DAY FOR ANY SPILL-OVER. HE DID NOT DISSENT.

— -y

3. ON THE AGENDA FOR THE FIRST ETI AGA N ASSUMING ALL
WENT WELL, | SAID THAT WE SHOUL“ GO F?P THE FJRST AGE!DA
ITEM AND , AS A PRELUDE TO THAT, TRY TO REACH A JOINT

i
ASSESSMENT OF THE FACTORS MAKING FOR THE PRESENT HOHG
STABILITY AND PROSPERITY . HE SAW MO :JIFFICJLTv ABOUT
A —— -l—-
THIS, BUT SAID EACH SIDE WOULD NO DOUBT WISH TO MAKE AN
OPEMING STATEMENT BUT REPEATED HIS EARLIER CAVEAT
ABOUT AVOIDING PHILOSOPHICAL DISCUSSIONS: THE CHIMESE WANTED
—— pe— —
TO GET DOWN TO DETAILS AS 35008 AS POSSI|ELE.

9. O THE FORM OF THE TALKS, HE SPOKE AR ENAR |
POSSIBLE COMMITTEES, NAMELY A LEGAL/ADMINISTRA
A FINANC I AL/ZECORMIC CO iT*__,L L COMMITTEE TO COMS

INTERBATIONAL PELATIONS ITS POSITIOHN

| SAID |

LIST BUT

JER I Uk b TO DI5CUSS
HE ASKED AGAIN WHETHER WE FOREGAW ARY TIME LIMIT FOR DISCUSSIONS
OF EACH TOPIC: | REPEATED { DID NOT THINK IT WOULD RE
HELPFUL TO TRY TO SUCH A LIMIT IN ADVANCE.

SECRET 2




IN THIS COMTEXT | REPEATED MY COMCERN AT
OF |MPOS|ING THE SEPTEMBER 1984 DEADLINE. ZHOU WAS PERHAPS

LESS UNYIELDING OM THIS THARN oN 21 JUME.

PROVIDED 1T WAS

17, ON VENUE, ZHOU SUGGESTED '' .OME QUIET PLACE'' IN PEKING
WHICH WAS HEITHER THE EMBASSY NOR THE MINISTRY OF FOREIGN AFFAIRS.
- A f S AR A AL TR e A
13. ON INTERPRETERS, THE CHINESE SUGGESTED WE SHOULD BRING
OUR Qul, FOR 30TH PLENARY AND COMMITTEES. | WARNED WE WERE NOT
SO WELL STOCKED IN THIS RESPECT AS THE CHINESE , BUT UNDERTOOK
TO CHECK. — e e

'—__...—-—-.
COMMENT

14. THIS WENT REASONABLY WELL AMD UMLESS | HEAR FROM YOUR TO THE
CONTRARY | SHALL ELEPHONE ZHOU AT 10 AH LOCALON 24 JUNE

TO SAY THAT WE CAN ACCEPT THE AGENDA, 1E OUR DRAFT PLUS THE
INSERTON ''THE MAINTENACE OF STABILITY AND PROSPERITY"!

AND THE DELETION OF ANY ARTICLE BEFORE ''TRANSFER''.

{ JUDGED IT RIGHT TC GO THROUGH THE MOTION OF REFERRING

SACK TO YOU SO AS TO UNDERLINE THAT WE WERE REALLY

EXTEND 16 OURSELVES IN ORDER TO MEET THE CHINESE.
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TO IMMEDIATE PEKING

TELEGRAM NUMBER 386 OF 22 JUNE

INFO IMMEDIATE HONG KONG (PERSONAL FOR GOVERNOR)

YOUR TELNOS 570, 571 AND 575 AND HONG KONG TELNOS 843

AND 835: FUTURE OF HONG KONG

1. NOTWITHSTANDING EXCO'S ADVICE IN PARA 2 OF HONG KONG TELNO
843, MINISTERS ARE RELUCTANT TO ACCEPT THE FORMULA 'THE TRANSFER
OF SOVEREIGNTY' IN THE AGENDA. THIS WOULD TILT THE LANGUAGE TOO
FAR IN THE CHINESE DIRECTION AND COULD PROVE EMBARRASSING IF THE
CHINESE MAKE IT PUBLIC. THEY ASSUME THAT THE CHINESE MAY WANT

TO MAKE MAXIMUM USE OF THE AGENDA FORMULA, NOT ONLY IN THE
SUBSTANTIVE TALKS THEMSELVES, BUT ALSO THROUGH PUBLIC INNUENDO TO
IMPLY THAT WE HAVE AGREED TO SURRENDER SOVEREIGNTY OVER THE WHOLE
OF HONG KONG.

2 MINISTERS ARE THEREFORE NOT PREPARED TO GIVE YOU DISCRETION TO
ACCEPT THE DEFINITE ARTICLE BEFORE 'TRANSFER'. THE OBJECTIVE
SHOULD BE TO GET THE INDEFINITE ARTICLE OR, AS A FALL BACK, NO
ARTICLE AT ALL, LEAVING THE PHRASE TO READ: 'MATTERS RELATING TO
TRANSFER OF SOVEREIGNTY'.

3. YOU SHOULD THEREFORE CONTACT ZHOU NAN AGAIN AND RESUME
DISCUSSION ON THE SAME PERSONAL BASIS.

YOU SHOULD EXPRESS DISAPPOINTMENT THAT,

HAVING MADE SIGNIFICANT PROGRESS IN NARROWING THE GAP BETWEEN THE
TWO SIDES, THE CHINESE SIDE ARE NOW SEEKING TO MAKE FURTHER AMEND-
MENTS WHICH WOULD AFFECT THE COURSE OF THE SUBSTANTIVE TALKS.

YOU SHOULD ARGUE THAT THE PHRASE 'A TRANSFER OF SOVEREIGNTY' IS
THE FORMULA WHICH MOST NEARLY EXPRESSES IN ENGLISH THE PRIME
MINISTER'S CONDITIONAL OFFER SPELT OUT IN HER LETTER TO PREMIER

/2nno
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ZHAO. HAVING PRESSED FOR RETENTION OF THIS FORM OF WORDS YOU
MAY FALL BACK IF NECESSARY TO AGREEING TO DROP THE ARTICLE
(DEFINITE OR INDEFINITE) ALTOGETHER (PRESUMABLY IT WOULD BE
BETTER IF THE CHINESE WERE TO PROPOSE THIS IN THE FACE OF YOUR
UNWILLINGNESS TO MOVE) IN DOING SO YOU SHOULD MAKE CLEAR TO THE
CHINESE THAT MINISTERS' WILLINGNESS TO DO THIS IS IN ORDER TO
GET SUBSTANTIVE TALKS GOING AND THE PHRASE IS WHOLLY WITHOUT
PREJUDICE TO THEIR POSITION AS REGARDS A TRANSFER OF SOVEREIGNTY
AS STATED IN THE PRIME MINISTER'S LETTER. "

4. YOU COULD CONTRIVE TO LINK THE TWO AMENDMENTS PROPOSED BY
THE CHINESE IN PARA 1 OF YOUR TELNO 570 WITH THE HINT THAT IF THE
CHINESE WOULD ACCEPT EITHER ''A TRANSFER'' OR ''TRANSFER'', WE
COULD AGREE TO THE PROPOSED EXPANSION OF THE PENULTIMATE
SENTENCE (PARA 1A OF TUR).

5. MINISTERS ARE AWARE THAT THIS IS A VERY DIFFICULT HAND TO PLAY,
AND PARAGRAPHS 3 AND 4 ABOVE ARE SUGGESTIONS ONLY. MINISTERS.
ARE CONTENT TO LEAVE THE TACTICS IN YOUR HANDS.

6. ON THE PROPOSED ANNOUNCEMENT, MINISTERS AGREE THAT THE
SECOND SENTENCE MAY BE DROPPED BUT HAVE A PREFERENCE FOR OUR
ORIGINAL WORDING, IE 'A SECOND PHASE OF THE TALKS' RATHER THAN

' SUBSTANTIVE DISCUSSIONS'. WE UNDERSTAND THE HONG KONG REQUIRE-
MENT FOR A SHORT STATEMENT SAYING THAT THE GOVERNOR WOULD BE GOING
TO PEKING ON SUCH AND SUCH A DAY TO TAKE PART IN THE TALKS.

T WE WERE CONCERNED THAT ZHOU NAN HAD SUGGESTED THAT THE
AGREED AGENDA SHOULD BE RELEASED PUBLICLY AND YOU SHOULD AGAIN
REMIND HIM OF THE IMPORTANCE OF KEEPING WHATEVER IS AGREED FOR
THE AGENDA STRICTLY CONFIDENTIAL.

8L ON THE SUGGESTION THAT SUBSTANTIVE TALKS MIGHT BEGIN ON

4 JULY, WE SUPPORT THE HONG KONG VIEW THAT THE PROPOSED VISIT BY
THE GOVERNOR AND THE UNOFFICIALS SHOULD GO AHEAD AT THE TIME
ALREADY AGREED IN PRINCIPLE. IN SPITE OF THE POINTS IN YOUR
TELNO 575, THE CHINESE CANNOT SERIOUSLY

ARGUE THAT WE WOULD BE DRAGGING QUR

FEET BY SUGGESTING THAT TALKS MIGHT INSTEAD BEGIN A WEEK LATER,
IE ON 11 JULY, AS THE GOVERNOR HAS SUGGESTED. HONG KONG SHOULD
PLAN ON THIS BASIS.

2
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9. AS FAR AS AN ANNOUNCEMENT ABOUT THIS IS CONCERNED
WE SHOULD LIKE TO MAKE A SMALL AMENDMENT TO THE
TEXT PROPOSED IN HONG KONG TELNO 848 SO THAT IT READS AS FOLLOWS:
'AS PART OF THE CONTINUING PROCESS OF CONSULTATION ON
THE FUTURE OF HONG KONG, THE GOVERNOR OF HONG KONG,
ACCOMPANIED BY THE UNOFFICIAL MEMBERS OF THE EXECUTIVE
COUNCIL, WILL VISIT LONDON DURING THE WEEK BEGINNING
4 JULY. WHILE IN LONDON THEY EXPECT TO CALL ON THE
PRIME MINISTER, THE SECRETARY OF STATE FOR FOREIGN AND
COMMONWEALTH AFFAIRS AND THE MINISTER RESPONSIBLE FOR
HONG KONG IN THE FOREIGN AND COMMONWEALTH OFFICE, MR
RICHARD LUCE.'
10. WE SHOULD BE GRATEFUL HOWEVER IF HONG KONG WOULD HOLD ANY SUCH
ANNOUNCEMENT UNTIL THE AMBASSADOR HAS MADE CONTACT AGAIN WITH
ZHOU NAN AND WE HAVE A BETTER IDEA OF WHETHER THE CHINESE WOULD
AGREE TO POSTPONE THE START OF SUBSTANTIVE TALKS UNTIL AFTER THE
GOVERNOR'S RETURN TO HONG KONG.

HOWE

FUTURE OF HONG KONG
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From the Private Secretary 292 June 1983

Thank you for your letter of today's date. The Prime

Minister discussed the present state 6f negotidtions with the
Foreign and Commonwealth Secretary this afternoon.

(a)

It was agreed that:

We could accept the Chinese proposal to make the opening °
phrase of the penultimate sentence of our formula for

the agenda read "These will include arrangements for the
maintenance of the stability and prosperity of Hong Kong
after 1997 ..." (The following words, '"arrangements

in Hong Kong between now and 1997" were omitted from your
description of the Chinese proposal but would of course
be retained.)

As regards the Chinese proposal to insert the definite
article before "transfer of sovereignty'", the aim in
further discussions with the Chinese should be to retain
the indefinite article or to have neither. Sir Percy
Cradock should argue strenuously for such an outcome.

He should have discretion as to tactiecs - it might be
better for him to revert to our proposal for the indefinite
article in the hope that the Chinese would themselves

propose the compromise of having neither. He does not

have discretion to accept the definite article.

As regards the proposed announcement for the substantive
talks, we can agree to the Chinese proposal that the
second sentence be omitted.

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

SECRET
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Foreign and Commonwealth Office

London SWIA 2AH

22 June 1983

T A
] i-;)- Zéj\../:( '\JL\W .
Future of Hong Kong

You will have seen the two latest telegrams from
Peking (570 and 571) reporting on Sir Percy Cradock's
latest contact with his Foreign Ministry interlocutor,
Zhou Nan. I enclose a copy of Hong Kong Telegram Number
843 reporting the views of EXCO on that discussion.

Sir Percy Cradock has asked for instructions if
possible by the morning of 23 June. To meet this
deadline we should need to send a telegram tonight.

Sir Geoffrey Howe would like to discuss this with the
Prime Minister when they meet later this afternoon. You
may find the enclosed note of the key texts useful for
the discussion.

Lfi\m'bS C/wd\../

(J B HolmeQQ
Private Secretary

A J Coles Esqg
10 Downing Street

SECRET
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FM HONG KONG 2229267 JUN 83

TO 1MMEDIATE F C O

TELEGRAM NUMBER 843 OF 22 JUHE
INFO IMMEDIATE PEKING

PEKING TELNOS 570 AND 571 : FUTURE OF HONG KONG

1. AT TODAY'S EXECUTIVE COUNCIL MEETING 1 TOOK THE ~QPPORTUNITY TO
INFORM MEMBERS OF THE DISCUSSION WITH ZHOU NAN REPORTED IN PEKING
TURS AND TO SEEK THEIR ADVICE ON THE AGENDA FORMULA AND THE JOINT
PRESS ANNOUMCEMENT.

AGENDA

2. A NUMBER OF MEMBERS INTERPRETED ZHOU NAN'S AMENDMENTS,

PART ICULARLY WHEN TAKEN TOGETHER, AS INDICATING A CHINESE
[NTENTION TO TRY TO LIMIT DISCUSSION UNDER THE FIRST ITEM TO

THE QUESTION OF HOW TO MAINTAIN STABILITY AND PROSPERITY (NEXT
WORD UNDERL INED) AFTER SOVEREIGNTY (AND CONTROL) HAS BEEN
TRANSFERRED TO CHINA. ACCORDINGLY THERE WAS GENERAL AGREEMENT
WITH THE AMBASSADOR'S PROPOSAL THAT AN ATTEMPT SHOULD BE MADE

TO PERSUADE THE CHINESE TO REFER SIMPLY TO *TTRANSFER'' OF
- SOVEREIGNTY (OMITTING THE ARTICLE) AND THUS TO BRING THE ENGLISH
AND PROBABLE CHINESE TEXTS INTO LINE. (SOME MEMBERS TOOK THE
VIEW THAT DIFFICULTIES ARE LIKELY TO ARISE IN DISCUSSION OF THE
FIRST ITEM IN ANY EVENT: AND THAT ZHOU NAN'S AMENDMENTS WOULD NOT
IN ANY CASE INHIBIT US FROM PRESENTING THE CASE FOR CONTINUED
BRITISH ADMINISTRATION). MEMBERS ALSO THOUGHT IT [MPORTANT,
PARTICULARLY IN VIEW OF THE EXPECTATIONS NOW BUILDING UP HERE
THROUGH PRESS REPORTS, NOT TO RISK FURTHER DELAY {N THE START OF
THE SUBSTANTIVE TALKS BY PROLONGING DISCUSSION OF THE AGENDA
UNDULY. |T WAS THEREFORE THEIR UNANIMOUS ADVICE THAT THE
AMBASSADOR SHOULD HAVE DISCRETION TO ACCEPT ZHOU NAN'S TWO
AMENDMENTS IF A FURTHER EFFORT TO GET THE CHINESE TO ACCEPT

" 1TRANSFER'' RATHER THAN ''THE TRANSFER'' IS UNSUCCESSFUL.

3. EXCO WOULD BE CONTENT WITH A ONE SENTENCE 'ANNOUNCEMENT ON THE
LINES DISCUSSED BETWEEN THE AMBASSADOR AND ZHOU NAN (PARA 8 OF
TUR). HOWEVER THEY TOOK THE VIEW THAT IF THE CHINESE REVERTED

TO A PREFERENCE FOR NO JOINT ANNOUNCEMENT AT ALL, THE HONG KONG
REQUIREMENT WOULD BE MET BY A SHORT STATEMENT ISSUED HERE SAYING
THAT THE GOVERNOR WOULD BE GOING TO PEKING ON SUCH AND SUCH A
DATE TO TAKE PART IN THE TALKS.

SecrsT /4. AS
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4. AS REGARDS A DATE FOR THE START OF SUBSTAWTIVE TALKS (PARA 4

OF PEKING TELNO 572) MEMBERS CONFIRMED THEIR STRONG VIEW THAT THE
Y VISIT TO PEKING

TO TAKE PART IN THE TALKS (PARA 1 OF MY TELWNO 835). UN THIS BASIS,

AND ASSUMING THAT THE FIRST SUBSTANTIVE MEETING WOULD BE ONE

WHICH | WOULD ATTEND, THE EARLIEST PRACTICABLE DATE FOR THE START

OF THE SECOND PHASE WOULD BE MONDAY 11 JULY.

YOUDE

FUTURE OF HONG EONG
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(a)

(b)

(e)

FUTURE OF HONG KONG

TRANSFER OF SOVEREIGNTY

Extract from Prime Ministef's letter of 10 March to Premier Zhao:

'TI fully understand the importance the Chinese Government

attach to the matter of sovereignty. Buk as I explained to you
and Chairman Deng it is not constitutionally in my power as

Prime Minister acting alone to agree to the transfer of
sovereignty; that is a matter which I have to refer to

Parliament which alone has the power to decline. If Parliament
is to agree to such a transfer of sovereignty, it will need to

be part of an overall package of measure guaranteeing the future
stability and prosperity of Hong Kong. I understand your
difficulties, but I hope that you will understand mine. In

my meeting with you I said that I would be prepared to consider
making recommendations on sovereignty to Parliament in certain
circumstances. Perhaps it would be helpful if I strengthened
that assurance. Provided that agreement could be reached between
the British and Chinese Government on administrative arrangements
for Hong Kong which would guarantee the future prosperity and
stability of Hong Kong, and would be acceptable to the British
Parliament and to the people of Hong Kong as well as to the
Chinese Government, I would be prepared to :recommend to Parliament
that sovereignty over the whole of Hong Kong should revert to
Chinal! : :

EXtract from Premier Zhao's response on 9 May to the Prime Minister's
Tetter:ii-is . ; ;

1 also note that in your letter you have given an assurance that
you are prepared at:a certain stage to recommend to Parliament that
sovereignty over the entire Hong Kong area should revert to Chinals

AGENDA FORMULA

Extract from Premier Zhao's response on 9 May to the Prime Minister's
letter: :

'Discussions on the form of transference of sovereignty as well as
on the related questionsof how China and Britain can cooperate
duriqg the transitional period between now and 1997 and after
1997,

Extract from Vice Minister Yao's conversation with the Ambassador
on 24 May:

'Three-point agenda proposed in Zhao's letter:
A. The form of transference of sovereignty

B. Cooperation before 1997

C. Cooperation after 1997 '

. Formula agreed by the Prime Minister on 15 June:

"SECRET
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'In order to meet the wish of the Chinese side for a broad
agenda covering the whole course of the formal talks, the
British side agree that, during the course of the talks,

matters relevant to the future of Hong Kong should be discussed,
in particular all the subjects mentioned in Mrs Thatcher's
letter and Premier Zhao's letter. These will include
arrangements for Hong Kong after 1997, arrangements in Hong
Kong between now and 1997, and matters relating to a transfer
of sovereignty in that order. It is agreed that this agenda
should remain strictly confidential'.

Amendments proposed by Assistant Minister Zhou to the Ambassador
on 21 June:

'....These will include arrangeméts for the maintenance of

the stability and prosperity of Hong Kong after ]QQZgand matters
relating to the transfer of sovereignty in that order. It is o
agreed that this agenda should remain 'strictly confidential'. '

ANNOUNCEMENT OF SUBSTANTIVE TALKS

The wording agreed by the Prime Minister on 15 June:

'"Following the discussions between the leaders of the two |
countries in September 1982, and subsequent useful exchanges, |
it has been agreed that a second phase of the talks on the /
future of Hong Kong will begin in Peking on ' Both sides
have reaffirmed the common aim of maintaining the stability .
and prosperity of Hong Kong and have expressed their determlnatln
to pursue the talks to a successful conclusion:.®

(b) Change proposed by Zhou Nan to the Ambassador on 21 June: Omisiion

of the second sentence of the above. ;

o

////t:L{f wo’mwkﬁf A HomJ Kb»j
B mee wais snd 411

e

/
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CONFIDENTIAL
CONF IDENT AL
Fid HONG KONG 2129487 Jud 33
TO PRIORITY FCO
TELEGRAM NUMBER 337 OF 21 JUNE
INFO PRIORITY HONG KONG GOVERNMENT OFF ICE LONDON, PEKING

MY TELNO 826: FUTURE OF HONG KONG: PRESS COVERAGE.

1. THE NEWSWEEK ARTICLE AND THE GOVERNMEWT SPOKESMAN'S RESPONSE
WERE BOTH GIVEN PROMINENT AND WIDESPREAD COVERAGE IN THE LOCAL
PRESS ON 21 JUNE. MOST PAPERS SOUGHT COMMENT FROM THE USUAL
SELECTION OF ACADEMICS AND BUSINESSMEN, ALL OF WHOM EXPRESSED
SCEPTICiISM ABQUT THE NEWSWEEK REPURT, IN PARTICULAR THE WOTION
THAT DENG XiAOPING HAD SET A DEADLINE FOR THE NEGOTIATIONS. MOST
NEWSPAPERS INTERPRETED THE GOVERNMENT STATEMENT AS A DEWIAL OF
THE DEADLINE STORY AS WELL AS OF THE ASSERTIUN THAT THE TALKS

iN SEPTEMBER 1982 HAD BEEN ACRIMONIOUS. ONLY THE SOUTH CHINA
MORNI{G POST (SCMP) POINTED QUT THAT THE GOVERNMEMT STATEMENT HAD
NOT, IN FACT, REFUTED THE ASSERTION THAT DENG XIAQPING HAD SET A
DEADLINE FOR THE TALKS. THE PRESS RELEASE OM MINISTERIAL MESSAGES
WAS ALSO WIDELY COVERED AND GENERALLY SEEN AS A COUNTER TO THE
NEWSWEEK ASSERTION THAT THE FCO HAD GIVEN UP ANY REAL HOPE OF
RETAINING EVEN TITULAR SOVEREIGNTY OVER HONG KONG AFTER 1997.

2. THE HONG KONG ECONOMIC JOURNAL (INDEPENDENT) ALONGSIDE ITS
COVERAGE QOF THE NEWSWEEK ARTICLE, CARRIED ON ITS FRONT PAGE ON
21 JUNE AN ARTICLE QUOTING |HFORMED SOURCES AS HAVING

REVEALED THAT THE SINO/BRITISH TALKS WERE NOW FOCUSING ON THE
AGENDA FOR THE HEGOTIATIONS. AGREEMENT HAD YET TO BE REACHED ON
THE ORDER OF DISCUSSION OF THE TWO MUST IMPORTANT TOPICS,

SOVERE IGNTY AND FUTURE ADMINISTRATIVE ARRANGEMENTS. BRITAIN
WISHED TO DISCUSS FUTURE ADMINISTRATIVE ARRANGEMENTS FIRST, BUT
CHINA WANTED TO HAVE SOVEREIGNTY AS THE FIRST ITEM. IN AN
EDITORIAL IN THE SAME EDITION, THE ECONOCHUIC JOURNAL SUGGESTED
THAT IT WOULD BE REASONABLE TO DETERMINE FIRST HOW HONG KCNG'S
CONTINUED ADMINISTRATION SHOULD BE ORGANISED BEFURE SETTLING THE
SOVERE IGNTY ISSUE. IF THE SOVEREIGNTY ISSUE WERE DEALT wiTH FIRST,
THIS MIGHT CAUSE CHAOS IN HONG KONG. THE EDITORIAL ALSO URGED
HONG KOWG PEOPLE TO STATE THEIR VIEWS AND TO BEZAR IN MIND THAT
SOVERE IGHTY WAS AN ABSTRACT NOTION WHICH DID NOT AFFECT THEIR
DAILY LIVES IN THE WAY THAT THE ORGANISATIUN OF HONG RONG'S
ADMINISTRATION DID.

CONFIDENTIAL /3. Remarks
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3. REMARKS MADE BY THE DIRECTOR DESIGNATE OF NCMA HONG KONG,

XU JIATUN, TO A SUB-COMMITTEE GF THE %PC WERE WIDELY REPGRTED

IN THE LOCAL PRESS OVER THE WEEKEND. PARTICULAR ATTENTION WAS
PAID TO HIS ASSERTION THAT SOVEREIGNTY wWAS NOT NEGOT | ABLE.

4. FOLLOWING THE WEN WE| PO ARTICLE REPORTED IN PARAGRAPH 2 0F

MY TELNO 818, THE TA KUNG PAO PUBLISHED A COMMENTARY ON 19 JUNE
WHICH MAY ALSO BE READ AS A RESPONSE TO THE YOUNG PROUFESS IONALS!
MEMORANDUM. THE ARTICLE SUGGESTED THAT AS HONG KONG PEOPLE WERE
CHINESE PEOPLE, SELF RULE WAS ANOTHER FORM OF CHINESE RULE. SINCE
LOCAL RESIDENTS WERE FAMILIAR WITH THE CAPITALIST SYSTEM IT WOULD
BE APPROPRIATE TO LET THEM ADMINISTER THE TERRITORYQkCHiNESE
PEOPLE IN HONG KONG ALREADY OCCUPIED SENIOR PROFESS IONAL AND
MANAGERIAL POSTS AS WELL AS SUME TOP LEVEL POSTS IN THE ClviL
SERVICE. AFTER CHINA REGAINED SOVEREIGNTY, LOCAL PEQPLE wUULD BE
GIVEN THROUGH LEGISLATION THE RIGHT TO ADMINISTER THE TERRITORY
AND THEIR SITUATION wWOULD BE MUCH BETTER. THE ARTICLE REPEATED
SUME OF THE HISTORICAL ARGUMENTS MENTIONED IN THE EARL IER WEN

WEl PO COMMENTARY AND CONCLUDED WITH AN APPEAL TO LOCAL PEOPLE ;
TO BELIEVE IN THEMSELVES AS CHINESE. WITH THE PASSAGE OF TIME THE

AUTHOR BELIEVED THAT THERE WOULD BE MANY MORE LOCAL CHINESE
WILLING TO WORK TOGETHER FOR HONG KOWG'S CONTINUED PROSPERITY.

YOUDE

FUTUERE OF EONG EONG
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TELEGRANM NUMBER 570 OF 21/6/82
{INFO TO IMMEDIATE HONG KOMNG
FUTURE OF HOMNG KONG

1. | LUMCHED WITH AN ON < - DISCUSS THE AGEHDA FORMULA
IN TUR. AS USUAL OTY MADE IT PLAIN THAT EVERYTHING WE SAID

WAS OM A PERSONAL BASIS. HE AT OHCE PICKED UP THE PHRASE '"IN

THAT ORDER''. | EXPLAINED THAT SINCE ZHOU HIMSELF HAD TOLD HE

I 2 JUNE THAT THE CHINESE COULD ACCEPT OUR ORDER OF DISCUSSION,

| COULD SEE NO POSSIBLE OBJECTION TO THE PHRASE, AFTER SCME
HESITATIOH HE DROPPED THE POINT AND EXPRESSED HIMSELF CONTENT
WITH THE FORMULA SUBJECT TO TwO CHANGES:

A) HE PROPOSED THAT THE PE} {ULTIMATE SENTENCE SHOULD BE EXPAND

-
o
E

=
i "*THESE WiLL INCLUDE ARRANGEMENTS FOR THE MA I NTENANC
THE STABILITY AND PROSPERITY OF HONZ KONG AFTER 1397,
EMENTS IN HOMG KONG BETWEEN NOW AND 1997 ARD snew Vs
OBJECTED ''VERY STRONGLY'® TO THE TERM ''A
SOVEREIGHTY '' AND INSISTED THAT THIS SHOULD

| TO (NEXT WORD UMDERLIMED) ''THE TRANSFERueaa''s

2. | TOLD ZHOU THAT | WOULD DEPORT 30TH POINTS. ON POINT (B)
| TPIED VERY HARD TO PERSUADE HIM POINTING OUT THAT THE RIS~
TINCTION WOULD BE MON-EXISTENT IH CHINESE (WHICH HE FIRST

ADMITTED 3BUT LATER DENIED) AHD EED CAUSE HIM CONCERN IN

EHGLISH, | EYPRESSED DI1SMAY THAT SuCH MA POINT SHOULD MEAM THAT
WE WERE UMABLE TO REACH | “AENT AT THIS SE HOWEVER ,

70U WAS ADAMANT THAT HE

WE RETUR TO THE POINT SEV

ON & JULY. | UNDERTOOK
AUTIONED HIM AGAIH THAT THE DIFFICULTY HE
NOT CONDUCIYE RO RAPID PRNGRESS.
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YAO WOULD ALSO TELL

6. ON THE SUBSTANCE OF THE FIRST MEET | EXPLAINED TO ZHCU
THAT IM OUR VIEW THE BEST WAY TO BEGIN OUR CONSIDERATION OF THE
FIRST AGENDA ITEM, (E ARRANGEMENTS AFTER 1997, WAS TO REACH

A COMMON UNDERSTANDING OF THE ELEMENTS CONTRIBUTING TO THE STAB-
ILITY AND PROSPERITY IN HONG KONG NOW, AND ON THAT BASIS TO
CONSIDER WHAT WAS NECESSARY TO MAINTAIN STABILITY AND PROSPERITY
IN THE FUTURE. ZHOU SEEMED TO TAKE THIS POINT, BUT SAD THAT WE
SHOULD NOT CONFINE OURSELVES TO A ''PHILOSOPHICAL OR ACADEMIC
DISCUSSION"'", | AGREED READILY THAT WE WANTED TO GET DOwH TO
CONCRETE MATTERS.

7. ZHOU ASKED IF | THOUGHT (T DES ET A TIME-FRAME FOR
DISCUSSION OF EACH OF THE AGENLA e AID | THOUGHT IT WAS
HARDLY POSSIBLE TO FORESEE HOW LONG WE SHOULD NEED. HE SEEMED

TO ACCEPT THIS.

8. | ALSO TRIED THE DRAFT PRESS ANNOUNCEMENT (PARA 3 OF TUR)

OM ZHOU NAN. HE FIRST SAID THAT, SINCE WE HAD LAST

DISCUSSED THIS, HE HAD COME TO THE VIEW THAT NO SUCH ANNOUNCEMEN
WAS NECESSARY. HOWEVER, HE LATER ACCEPTED THAT SOMETHING

WOULD PROBABALY HAVE TO BE SAID AND THAT IT WOULD B3E BETTER

TO HAVE A FORM OF WORDS AGREED BY BOTH SIDES. %HE EXPRESSED
DISSATISFACTION WITH OUR DRAFT SAYING THAT THE PHRASE ''A

SECOND PHASE OF THE TAL“““ SHOULD BE REPLACED BY ''SUBSTANTIVE
DISCUSSIONS'', AND SUGGESTING THAT THE AGREED AGENDA SHOULD

AL30 BE RELEASED. | REMINDED Ai¥ OF HIS AGREEMENT (PARA 3 ABOVE)
TO KEEP THE AGENDA CONF IDENT! HE FINALLY AGREED TO A P
ANNOUNCEMENT ON THE LINES OF THE FIRST

BUT OMITTING THE SECOND. HE MADE 1T 93€TT? CLEAR

WANTED TO SAY “MORE, THE

THEIR JwWN PIECE ABOUT

-
WE

3
S8

SUL
QUICKLY AS POSSIBLE.
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IT PLAIN THAT THERE
''A TRASFER''. MY Fi

TRANSFER'' WiILL
3UT THE CRUCIAL POINTS FOR US ARE (A) THE ORDER OF AGENDA ITEMS,
ON WHICH ZHOU HAS NOT ONLY A D OUR SEQUENCE BUT EVEN, WITH
' AND (B)

UNFORTUNATE

b T ~ " ~ U ASE 1 1 THAT 'W.I'D";_"’
SOME :‘\‘FLiFPT:\-’{ct, AGREED TO 1 tAS 1IN THA oRDE
E ON THE OTHER

CT THAT TRANSFER OF SOVEREIGH IS DEPENDE
ED TH1S, WE SHOULD NOT

It MRS THATCHER'S R. HAVING SECUR
ALL THAT WE HAVE GAIN FOR THIS OHE POINT. IT IS JUST
I3LE, THOUGH IN MY VIEW UNLIKELY, THAT THE CHINESE MIGHT
OMIT THE ARTICLE ALTOGETHER. | THEREFORE RECOMMEND THAT |
INSTRUCTED FIRST TO TRY THIS WITH ZHOU NAN BUT, IF NECESSARY
(AS | SUSPECT IT WILL BE ) TO AGREE TO SUSSTITUTE ''THE '' FOR
'1ATY, PROVIDED THE REST OF THE FORMAULA WE HAVE AGREED ON A
PERSONAL BASIS 1S ENDORSED FORMALLY. | ALSO RECOMMEND THAT WE
SHOULD AGREE TO ZHOU'S PROPOSAL AT L1(A) ABOVE
N WHICH | SEE NO DIFFICULTY. | SHOULD BE GRATEFUL FOR
INSTRUCT1ONS BY 0900 LOCAL TIME ON THURSDAY 23 JUNE.

n
|

11, MIFT COMTAINS OTHER, LESS PRESSING, POINTS COVERED
AT THIS LUNCH.
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10 DOWNING STREET

From the Private Secretary 21 June 1983

FUTURE OF HONG KONG:
BRIEFING THE AUSTRALIANS

Thank you for your letter of 10 June.
The Prime Minister shares the view of the
Foreign and Commonwealth Secretary that it
will be appropriate to give the Australian
Foreign Minister a general briefing on Hong
Kong before his visit to the, Colony on 3 to
5 July.

John Holmes, Esq.,
Foreign and Commonwealth Office.
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TO IMMED F ;
0 IMMEDIATE FCO 2A

TELEGRAM NUMBER 324 OF 21 JUNE 'aa“" b

INFO PRIORITY HONG KONG (PERSONAL FOR GOVERNOR) PEKING (PERSOWNAL

FOR-AMBASSADOR) ' b‘,k.

MY TELNO 322: VISIT 3Y MR HAYDEN TO HONG KONG

| HAVE NOW SEEN HONG KONG TELNO 216 AND PEKING TELNO 564.

IT 1S THOUGHT PREFERABLE TO BRIEF MR HAYDEN PERSOMALLY BEFORE
HE LEAVES AUSTRALIA, | SHOULD BE ABLE TO ARRANGE TO CO THIS WH ILE
HE IS IN SYDNEY.

CULL IMORE

LiRITED
HD/ HKD
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nd) FED
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28 June 1983

From the Private Secretary

The Prime Minister has asked me
to thank you for your letter of
20 June which she read with considerable
interest. She has asked me to establish
whether you are likely to be visiting
London in the near future. If so, she
will be happy to have a word with you
about this matter herself. Perhaps you
would kindly let me know.

Mr. Roger Henning.
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HENNING INTERNATIONAL

SUITE 604 135 MACQUARIE ST., SYDNEY N.S.W. 2000 AUSTRALIA
Tel. (02) 27 9949 TELEX AA24667 CABLES: HENINT SYDNEY

RH:ng 20 June, 1983

Dear Prime Minister,

We were all absolutely thrilled with the election result and
again extend our congratulations to you on a superb victory!

Pru and I hope to be in the UK shortly to attend the weddlng of
one of our politicians in London on 9 July. \

However, I have given some thought as to how,to communicate to
you some information regarding the attitude of China towards Hong

Kong.

I do not believe it is wise to commit to paper the :source of
these comments but they are authoratitve and come from a private
conversation involving a prominent Chinese businessman with
interests in Hong Kong, Macau and China.

He said prior to your election that he believed the Peoples
Republic would begin negotiating "on a sensible basis” with the
British Government during the second week of August.

He did not indicate a reason for stipulating the second week of
August but felt that this month would be critical.

He believes that China has become quite aware of "the stupidity
in insisting that the Governor of Hong Kong be someone appointed
by the Chinese authorities.”

He said that China has realised that a number of mistakes have
been made in the handling of initial negotiations over the future

of Hong Kong.

The Chinese business community has apparently put pressure on the
decision-making process within China which was described as

"archaic”.

This discussion with someone whose future is dependent on both
Hong Kong and Macau could best be described as pessimistic.

He was adamant that the future of both Macau and Hong Kong are
irretrievably linked and if Hong Kong ceased to be a British
colony, then the Chinese would be forced to do an about face on
Macau and the fate of both territories would be similar.

cossel/2
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He believes the Chinese authorities are looking for a face-
saving solution which is difficult for a country which he
describes as being "50 years behind the times and unaware of how
to communicate outside the Peoples Republic and devoid of any
public relations or image-making skills.”

He said that he automatically "writes off any business
involvement he may be forced to have in China as an immediate bad
debt” and gets it off his books.

His belief is that the Hong Kong situation can be resolved if
"the British stick to their guns and do not concede to the
unrealistic suggestions being made by China.”

This prominent figure and others believe that it is essential for
China to maintain the British presence in Hong Kong and that this
necessity has been recognised.

The man involved in this conversation has no knowledge of my
involvement with the Thatcher family as a friend and I intend to
keep it that way.

Because of my on-going business activities involving Hong Kong,
Macau and China and having been responsible for a report on
tourism development in the southern provinces of China which
helped lead to the opening of the border gate between Macau and
China, I have some superb contacts and sources of information.

To the best of my knowledge the only person who knows that I have
any connection with any member of the Thatcher family is my Hong
Kong financial adviser who has met Mark on one occasion when we
all had lunch together in Hong Kong« .

I mention this to make it very clear that this pipeline to
various sources of information in the Hong Kong/Chinese
community, Macau and within China may be a resource of value to
you but I do not know how to communicate to the appropriate
person within your Government.

I am also anxious to retain the capacity to expand my ability to
do business with China.

I can elaborate further on this conversation and others if 1% 18
of benefit to you or your colleagues in Government.

|.-o-/3
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I am reluctant to deal directly with any member of the
bureaucracy or foreign office without first establishing the need
for my various sources of information to be protected gnd it is
vital that I am not linked directly with any Government to
Government negotiations unless I am requested to participate on
an official basis, as this could lead to embarrassment for all
concerned and perhaps spoil opportunities fdr a happy final
result for everyone.

I will be returning to Macau shortly and have an invitation from
China to revisit the country but have chosen to postpone any
direct contact with China until I can establish in my own mind
the goal of the British Government in respect to Hong Kong.

Then and only then can I speak with any real knowledge .of the
situation as I am limited at this stage to the interpretation
that is placed on the subject of Hong Kong by foreign
correspondents and some areas of the business Ly

I hope this input is of some benefit and I look forward to seeing
the twins if they are in London when next we visit your country.

You have given us all new hope and for that we are most
grateful.

Our best wishes for your next five years in office.

Sincerely and with best wishes

s e

(ROGER HENNING)
Managing Director

The Right Honourable Mrs Margaret Thatcher
Prime Minister

10 Downing Street

London

UNITED KINGDOM
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Future of Hong Kong: Briefing the Australians

As you are aware, we have been keeping the Americans
up-to-date on the future of Hong Kong
The Australians

however have been given more limited briefing,

= L3 although our High
Commissioner in Canberra was authorised to bring
Mr Hayden and the Australian Prime Minister a little
more fully into the picture before Premier Zhao visited
Australia in April (your letter of 30 March).

The Australians continue to have a considerable
interest in Hong Kong's future because of their significant
investments there, the growing importance of their relation-
ship with China and their interest in stability in the area.

Mr Hayden, the Australian Foreign
Minister, is passing through Hong Kong from 3 to 5 July
as part of a wider Asiqg;fbur. His primary purpose is
to discuss regional economic issues with local bankers
and businessmen, but he also apparently wants to get a
personal feel for Hong Kong's future prospects. The
Governor has offered to see Mr Hayden and to give him

lunch, e e—

_—

In the context of this visit, it would in our view
be useful to bring the Australians up to date,on the
politTcal net, on how far we have got in our contacts
with the Chinese, in particular the most recent moves
towards opening substantive talks (we would, as before, not
go into details of the Prime Minister's talks with the
Chinese). A briefing in Canberra before Mr Hayden
leaves would be the easiest way to do this. 2

el
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I would be grateful for confirmation that the
Prime Minister shares the Foreign and Commonwealth
Secretary's view that such a briefing is justified
and appropriate.

(J E Holmes)
Private Secretary

A J Coles Esqg
10 Downing Street
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TELEGRAM NUMBER 826 OF 2@ JUNE
INFO IMMEDIATE PEKING

FUTURE OF HONG KONG : NEWSWEEK ARTICLE

1. SOME EXCITEMENT HAS BEEN CAUSED HERE BY REUTER AND AFP REPORTS ON
AN ARTICLE IN THE LATEST (27 JUNE) INTERNATIONAL EDITION OF

NEWSWEEK HEADED ''DENG'S HONG KONG DEALIWNE''. THE AGENCY REPORTS
HIGHLIGHT TwO POINTS:

(1) THAT DENG XIAOPING TOLD THE PRIME MINISTER IN AN ''ACRIMONIOUS''
MEETING LAST SEPTEMBER THAT ''IF BRITAIN AND CHINA DO NOT REACH
AGREEMENT BY THE END OF 1984, CHINA WILL ANNOUNCE ITS OWN
SOLUTION'', THE SOURCE IS GIVEN AS HU YAOBANG IN AN INTERVIEW WITH

A NEWSWEEK COLUMNIST.

(2) THAT ACCORDING TC ''RELIABLE SOURCES IN LONDON'' THE BRITISH
FOREIGN OFF ICE HAS GIVEN UP ANY REAL HOPE OF RETAINING EVEN

TITULAR SOVEREIGNTY OVER HONG KONG AFTER 1997,

2. THE NEWSWEEK EDITION CONTAINING THE ARTICLE IS ON SALE HERE
FROM TODAY.

3, WE HAVE TAKEN THE FOLLOWING LINE IN RESPONSE TO QUESTIONS FROM

THE MEDIA:
'ITHE QUTCOME OF THE TALKS BETWEEN THE PRIME MINISTER AND
CHINESE LEADERS WAS DESCRIBED IN THE JOINT STATEMENT ISSUED IN
PEKING ON 24 SEPTEMBER 1982. THE JOING STATEMENT SAID SPECIFICALLY
THAT THE TALKS HAD BEEN HELD *'IN A FRIENDLY ATMOSPHERE''.

WE KNOW OF NO BASIS FOR THE VIEWS ATTRIBUTED IN THE REPORT
TO THE FOREIGN AND COMMONWEALTH OFFICE. HMG'S AIM WAS AND IS TO
SEEK A SOLUTION TO THE QUESTIOK OF THE FUTURE WHICH IS
ACCEPTABLE NOT ONLY TO THE BRITISH AND CHINESE GOVERNMENTS BUT
ALSO TO THE PEOPLE OF HONG KONG.

THE DIPLOMATIC TALKS ARE CONFIDENTIAL. THE GOVERNOR INDICATED
THEIR PRESENT STATE IN HIS TV INTERVIEW ON 20 MAY''.

RESTRICTED /4. 4 press
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L., A PRESS RELEASE ON THE MINISTERIAL MESSAGES IN YOUR TELNOS 534
AND 536 WiLL BE ISSUED THIS EVENING AND MAY HELP TO REDUCE THE
IMPACT OF THIS STORY. TEXT IS AS FOLLOWS:

'*THE NEW SECRETARY OF STATE FOR FOREIGN AND COMMONWEALTH:
AFFAIRS, SIR GEOFFREY HOWE, AND THE MINISTER OF STATE AT THE
FORE IGN AND COMMONWEALTH OFF ICE WHO HAS BEEN“GIVEN SPECIAL
RESPONSIBILITY FOR HONG KONG, MR RICHARD LUCE HAVE SENT
PERSONAL MESSAGES TO THE GOVERNOR AND MEMBERS OF THE EXECUTIVE
AND LEGISLATIVE COUNCILS. IN THESE MESSAGES THEY REAFFIRM HMG'S
COMMITMENT TO HONG KONG, AND TO SEEKING A SOLUTION ON THE
FUTURE OF THE TERRITORY WHICH IS ACCEPTABLE TO THE PEOPLE OF
HONG KONG AS WELL AS TO THE BRITISH AND, CHINESE GOVERNMENTS. THEY
ARE CONF IDENT THAT SUCH A SOLUTION CAN BE ACHIEVED. THE TwO
MINISTERS LOOK FORWARD TO MEETING AND WORKING WITH MEMBERS OF

EXCO AND LEGCO''.

YOUDE

FUTURE OF HONG EONG

ILDMITED COPIES TO

HD/HED SIE I EINRCLATE LEGAL ADVISER
MR BURROWS LEGAL ADVISERS
HD/PLAKKING ETAFF MR ROBERTS KEWS D

e ME MARTIN ASSESSMENTS STAFF

PS
PS/LADY YOUNG CABINET OFFICE
PS/MR LUCE MR FIOWER FUSD

ggéPUS MR COLES NO 10 DOWNING STREET
J BULLARD " " "
ME GIFFARD SIR A PARSONS

MR DORALD
MR WRIGHT

2
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TELEGRAM HUMBER 822 OF 18 JUNE 1983
iNFO PRIORITY PEKING

FUTURE OF HONG KONG: SUBSTANTIVE TALKS

1. | NOTE THAT IN HIS CONVERSATION WITH GALSWORTHY ON 9 JUNE
ZHOU NAN ASKED WHETHER THE TALKS MIGHT AT SOME STAGE BREAK
UP INTO SMALLER GROUPS ON PARTICULAR POINTS, AND LATER AGREED
THAT THERE MIGHT BE FORMAL SESSIONS, COMMITTEE SESSIONS AMD
INFORMAL CONVERSATIONS (PARA 5 OF PEKING TELNO 543). THE
OSSIBILITY OF ESTABLISHING SUB-COMMITTEES HAS ALSO BEEN MEN-
TIONED IN SOME OF QUR OWN PLANNING PAPERS, THOUGH IT HAS
HITHERTO BEEN REGARDED AS yNL| KELY TO APPEAL TO THE CHINESE
SUGGEST THAT IT NOW NEEDS FURTHER THOUGHT.

2. THE FIRST QUESTION IS WHAT FUNCTION AND TERMS OF REFERENCE"
SUB-COMMITTEES OR SMALL GROUPS WOULD HAVE. IF AGREEMENT HAD

SEEN REACHED WITH THE CHINESE ON A PROGRAMME INVOLVING DETAILED
EXAMINATION OF ARRANGEMENTS IN PARTICULAR AREAS, IT MIGHT WELL BE

APPROPRIATE TO DELEGATE SOME OF THE WORK TO SUB-COMMITTEES. BUT
IT IS DIFFICULT TO SEE HOW WE ARE GOING TO GET TO THAT POINT, AT
LcAST ON THE BASIS OF PRESENT POSITIONS, IN DISCUSSIONS OF QUOTE
ARRANGEMENTS FOR HONG KONG AFTER 1997 UNQUOTE. THE PROSPECT WE
FACE IS THAT THE CHINESE WILL CONTINUE TO INSIST THAT DiSCUSSION

ST BE ON THE BASIS THAT THE UK WILL RELINQUISH SOVERE IGNTY AND
CONTROL IN 1997 AND THE GROUPS SHOULD EXAMINE SPECIFIC AREAS OF
ADMINISTRATION ETC ON THAT BASiIS. THAT WOULD NOT BE ACCEPTABLE TO
US. WE WILL BE SEEKING TO DEMONSTRATE THAT A CONTINUING ADMIN=-
ISTRATIVE ROLE FOR THE UK If CONFIDENCE IS TO BE
PRESERVED. SO THE TwO SIiDES WOULD BE PROCEEDING AT LEAST IN THE
FIRST STAGES ON PARALLEL RATHER THAN CONVERGING COURSES. 1IN MY
VIEW IT wOULD BE TACTICALLY UNWISE AND DANGEROUS TO REMIT
QUESTIONS TO SUB-COMMITTEES WITHOUT CLEAR AGREEMENT BETWEEN THE
TWO SIDES ON WHAT THEY ARE TO DO.

3. THERE WOULD ALSO BE THE QUESTION OF WHO SHQOULD LEAD AND
ATTEND SUCH SUB-COMMITTEES. IF THE IDEA WAS THAT THERE SHOULD 3E
A SUB-COMMITTEE TO CONSIDER FIMANCIAL AND FISCAL ARRANGEMENTS
POST=1997 IT MIGHT WELL BE APPRUPRIATE FOR £.G. THE FINANCIAL
SECRETARY TO TAKE PART N SOME AT LEAST OF 1TSS MEETINGS. IN THAT
CASE THE F INANCI COULD HARDLY BE A MEMBER OF A SUB-
COMMITTEE LED AT COUNSELLCR LEVEL: HE WwOULD HAVE TO LEAD. WOULD
THE CHINESE ACCEPT THIS?

SE'-J ET %uesé
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L. THESE CONSIDERATIONS SUGGEST THAT WE SHOULD NOT THINK IN TERHS
OF ESTABLISHING SUB-COMMITTEES IN THE EARLY STAGES OF THE SUB-
STANTIVE TALKS. BUT IT MIGHT BE WORTH CONSIDERING THE CONCEPT OF
COMMITTEES OF THE WHOLE, IN WHICH THE BRITISH TEAM WOULD BE VARIED
ACCORDING TO THE SUBJECT BUT THE AMBASSADOR WOULD RETAIN THE LEAD.
| SHOULD BE INTERESTED IN SIR P CARDOCK'S COMMENTS.

FUTURE OF BONG EONG
LIMITED COPIES TO

S o SIR I SINCIATR LEGAL ADVISER
MR BUEROWS LEGAL ADVISERS

ED/PLANKING STAFF
ED/PUSD : MR ROBERTS NEWS D

Ps _ MR MARTIN ASSESSMENTS STAFF
PS/LADY YOUNG CABINET OFFICE

PS/MR LUCE MR FIOWER FPUSD

PS/FUS ~MR COLES NO 10 DOWNING STREET

MR G%FM.H.D SIR A PARSONS " "
MR DONALD
MR WNRIGHT

"




SECRET

DD 180200Z PEKING
GRS 572
SECRET
DESKBY 1802002 Fﬂ}JQA?
FM FCO 1714302 JUN 83 ¢
TO IMMEDIATE PEKING ¥ S
TELEGRAM NUMBER 375 OF 17 JUNE
INFO HONG KONG (PERSONAL FOR GOVERNOR)
YOUR TELNO 543 AND HONG KONG TELNO 780: FUTURE OF HONG KONG
1. MINISTERS HAVE NOW DISCUSSED THE FORMULA AND ORDER OF
THE AGENDA FOR SUBSTANTIVE TALKS WITH THE CHINESE. THE
FORMULA WHICH THEY CAN ENDORSE READS AS FOLLOWS:-
"IN ORDER TO MEET THE WISH OF THE CHINESE SIDE FOR A
BROAD AGENDA COVERING THE WHOLE COURSE OF THE FORMULA
TALKS, THE BRITISH SIDE AGREE THAT DURING THE COURSE
OF THE TALKS MATTERS RELEVANT TO THE FUTURE OF HONG
KONG SHOULD BE DISCUSSED, IN PARTICULAR ALL THE
SUBJECTS MENTIONED IN MRS THATCHER'S LETTER AND
PREMIER ZHAO'SLETTER. THESE WILL INCLUDE ARRANGEMENTS
FOR HONG KONG AFTER 1997, ARRANGEMENTS IN HONG KONG
BETWEEN NOW AND 1997, AND MATTERS RELATING TO A TRANSFER
OF SOVEREIGNTY, IN THAT ORDER. IT IS AGREED THAT THIS
AGENDA SHOULD REMAIN CONFIDENTIAL'.
2. THE PRIME MINISTER PREFERRED TO SPELL OUT THE IMPORTANCE
OF THE ORDER OF THE AGENDA IN WRITING, RATHER THAN LEAVE IT TO
YOU TO MAKE ORALLY.
3. MINISTERS AGREE THAT WHEN IT IS CONFIRMED THAT SUBSTANTIVE
TALKS ARE TO TAKE PLACE, IT WILL BE IMPORTANT NOT TO GIVE THE
IMPRESSION THAT THE PAST NINE MONTHS OF CONTACTS WITH THE
CHINESE HAVE BEEN STERILE AND THAT ONLY NOW ARE WE BEGINNING TO
TALK BUSINESS. THEY AGREE THAT IT WOULD BE APPROPRIATE FOR A
JOINT STATEMENT TO BE MADE TO THE EFFECT THAT FOLLOWING USEFUL
EXCHANGES THE TALK WERE ABOUT TO MOVE INTO A NEW STAGE. WE
SUGGEST THE FOLLOWING FORM OF WORDS:-
'FOLLOWING THE DISCUSSIONS BETWEEN THE LEADERS OF THE TWO
COUNTRIES IN SEPTEMBER 1982, AND SUBSEQUENT USEFUL EXCHANGES,

1
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IT HAS BEEN AGREED THAT A SECOND PHASE OF THE TALKS ON THE
FUTURE OF HONG KONG WILL BEGIN IN PEKING ON .... BOTH SIDES
HAVE REAFFIRMED THE COMMON AIM OF MAINTAINING THE STABILITY AND
PROSPERITY OF HONG KONG AND HAVE EXPRESSED THEIR DETERMINATION
TO PURSUE THE TALKS TO A SUCCESSFUL CONCLU?ION'.

4. HONG KONG WILL WANT TO USE A SEPARATE FORM OF WORDS EITHER
FOR A STATEMENT OR IN ANSWER TO QUESTIONS. WE SUGGEST:-

'THE BRITISHE DELEGATION WILL BE LED BY THE BRITISH AMBASSADOR
IN PEKING. THE GOVERNOR OF HONG KONG WILL ALSO TAKE PART

OPEN SQUARE BRACKETS AS A MEMBER OF THE BRITISH DELEGATION CLOSE
SQUARE BRACKETS'. ~

PERHAPS YOU AND THE GOVERNOR COULD DECIDE BETWEEN YOU WHETHER
TO INCLUDE THE PASSAGE IN SQUARE BRACKETS AND HOW TO HANDLE THIS
PRESENTATIONAL POINT.

5. MINISTERS AGREE THAT IT WOULD BE USEFUL IF EXCO UNOFFICIALS
COULD VISIT LONDON BEFORE THE PARLIAMENTARY RECESS, WIICH MAY
BEGIN AS EARLY AS THE WEEK ENDING 22 JULY.

6. THE FORWARD STRATEGY PAPER WAS NOT CONSIDERED BY MINISTERS
IN DETAIL. THEY RECOGNISED HOWEVER THAT DURING THE SUBSTANTIVE
TALKS THE NEGOTIATORS WILL NEED SOME LATITUDE ON BOTH CHOICE
AND ORDER OF PARTICULAR TOPICS AS WELL AS THE PRECISE LANGUAGE
TO BE EMPLOYED. IT WAS GENERALLY AGREED THAT AT THE FIRST
SESSION YOU AND THE GOVERNOR SHOULD MAKE A PRESENTATION SETTING
OUT HOW HONG KONG WORKS NOW IN ORDER TO ILLUSTRATE THE VALUE
OF THE PRESENT SYSTEMS AND THE KEY IMPORTANCE OF THE UNITED
KINGDOM LINK.

7.  YOU SHOULD NOW RENEW CONTACT ON A PERSONAL BASI: WITH

ZHOU NAN AND PROPOSE THE FORMULA IN PARAGRAPH 1 ABOV' AS THE
AGENDA FOR TALKS. AS THE SITUATION DEVELOPS WE WILL ASSUME
THAT THE GOVERNOR WILL BE KEEPING EXCO CLOSELY INFORMED. -IT
WOULD BE HELPFUL IF THE GOVERNOR COULD PROPOSE SOME DATES FOR

A POSSIBLE VISIT BY EXCO UNOFFICIALS TO LONDON.

How &

FUTURE OF EONG EOKNG

COPIES TO

HD/HED SIR I SIRCLAIR LEGAL ADVISER
MR BURROWS LEGAL ADVISERS
MR ROBERTS NEWS D

MR MARTIN ASSESSMENTS STAFF
CABINET OFFICE

MR FILOWER FUSD
MR COLES NO 10 DOWNING STREET
SIR A PARSONS " ¥ £

MA WRIGHT




FUTURE OF HONG KONG

Thank you for your letter of 16 June,

Prime Minister agrees with the Forei

Commonwealth Secretary's proposals

publicising the substantive talk

“ 4
» U

ment has been obtained that

caey

John Holmes, Esq.,
Foreign and Commonwealth Office.
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TELEGRAM NUMBER 812 ¢

INFO VMMEDIATE PEKING

FUTURE GF HONG KONG

I TOOK ADVANTAGE OF AN INFORMAL DINNER WITH EXCO THIS EVENING
EEm———— @000 eseee————
TO CONFIRM THAT THE FOLLOWING FORMULA WAS ACCEPTABLE TO THEM.

2. QUOTE IN ORDER TO MEET THE WISH OF THE CHINESE S1DE FOR A
BROAD AGENDA COVERING THE WHOLE COURSE OF THE FORMAL TALKS, THE
BRITISH SIDE AGREE THAT, DURTNG THE COURSE OF THE TALKS, MATTERS
RELEVANT TO THE FUTURE OF HONG KONG SHOULD BE DISCUSSED, IN
PARTICULAR ALL THE SUBJECTS MENTIONED IN MRS THATCHER'S LETTER
AND PREMIER ZHAG'S LETTER. THESE WOULD INCLUDE ARRANGEMENTS FOR
HONG KONG AFTER-£29?, ARRANGEMENTS IN HONG KONG BETWEEN NOW AND
1997, AND MATTERS RELATING TO A TRANSFER OF SOVEREIGNTY IN THAT
ORDER. BOTH SIDES AGREE THAT THIS AGENDA SHOULD REMAIN

CONF IDENT IAL. UNQUOTE.

3. IN ADDITION | CONFl@kED THAT IT WAS THE COUNCIL'S INDEPENDENT
VIEW THAT

(A) THE REFERENCE TO "TARRANGEMENTS IN HONG KONG BETWEEN NOW AND
1997'' WOULD NOT GIVE THE CHINESE ANY NEW STATUS OR RIGHT TO
INTERFERE BEFORE-1997, (PARA 3(1) OF MY TELWO 773).

(B) TO ATTEMPT TO WRITE IN A SPECIFIC REFERENCE TO THE
AREANGEHENTg,HAVIHG TO BE ACCEPTAGCLE TO THE PEOPLE OF HONG KONG
WOUuLD LEAS'TO A FURTKJER WRANGLE WITH THE CHINESE TO WHOM THE
REFERENCE WOULD BE UNACCEPTABLE. THEY BELIEVED THAT THE R

TO THE PRIME MINISTER 'S LETTER HAS A Si?FiCliﬂT ihEEGUARD UF QUR
POSITION,

VO @0

—
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Future of Hong Kong

The Prime Minister asked the Foreign and Commonwealth
Secretary yesterday for a form of words for a joint statement
to be issued, assuming it is agreed that substantive talks
can shortly take place. His suggested wording is as follows:

'Following the discussions between the leaders
jof the two countries in September 1982, and
subsequent useful exchanges, it has been agreed
that a second phase of the talks on the future
of Hong Kong will begin in Peking on .......

Both sides have reaffirmed the common aim of
maintaining the stability and prosperity of Hong
Kong and have expressed their determination to
pursue the talks to a successful conclusion.'

Hong Kong may want to use a separate form of words,
either for a short statement of their own or in answer to
questions. We suggest:

'The British delegation will be led by the
British Ambassador in Peking. The Governor of
Hong Kong will also take part[as a member of the
British delegation.,']

These suggestions take into-account the views of the
Governor and the Ambassador. If the Prime Minister agrees,
we shall telegraph ThHe texts to Peking and Hong Kong. It is
for agreement between thé& Governor and the Ambassador whether
the passage in square brackets in the second text should be
included or not, given the different sensitivities of their
respective clients. i

————

l’(M«é‘m@-—-

Hd—2

(J E Holmes)
Private Secret&tf

A J Coles Esq
10 Downing Street
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10 DOWNING STREET

From the Private Secretary 16 June 1983

dews Pl

Future of Hong Kong'

The Prime Minister held a meeting here
yesterday to discuss this subject.

The discussion was in two parts, first a
general exchange of views on the problems
presented by the negotiations with the Chinese,
secondly consideration of the immediate points
for decision now that substantive talks appeared
to be imminent. The latter part of the discussion
was based on your letter of 13 June, Hong Kong
telegrams numbers 624 and 779 and the FCO paper
on forward strategy.

I am copying this letter and enclosure to
Richard Mottram (Ministry of Defence).

Yo v
ol Gl

John Holmes, Esq.,
Foreign and Commonwealth Office,

CECRET
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RECORD OF A DISCUSSION AT 10 DOWNING STREET ON WEDNESDAY 15 JUNE
ABOUT THE FUTURE OF HONG KONG

Present: Prime Minister
Foreign and Commonwealth Secretary
Defence Secretary
Sir Antony Acland
Mr. Donald
Mr. Freeland
Sir Anthony Parsons
Mr. Butler
Mr. Coles

The Foreign and Commonwealth Secretary said that he had

formed, in the brief time since he had taken office, some
preliminary impressions about the problem. Confidence in Hong
Kong was rather fragile at present. Anxiety was bound to recur
between now and 1997 unless and until a satisfactory solution could
be produced regarding arrangements for Hong Kong after 1997. Many
Hong Kong Chinese appeared to be hedging their bets at present.

It was clear that in the last resort our position in Hong Kong was
untenable, China had overwhelming strength in the area and could
overcome such resistance as we might care to mount. China had an
economic interest in Hong Kong but this would diminish as its own
economic strength increased, The major need was to bring the
Chinese to an understanding of how the Hong Kong system worked and
flourished, It was doubtful whether we could expect to retain a
British administration of the present kind.

The Defence Secretary said that there was no easy way out.

The choice before us was whether to accept an agenda on the lines
proposed in the paper before the meeting or not. We must seek to
ensure that the discussion with the Chinese centred initially on

the question of maintaining industrial confidence.

The Prime Mihister said that the problem remained disturbing.

It would not be right for Hong Kong Chinese to think that the

present system would necessarily be maintained until 1997.
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It remained important to stick to our position on the Treaties.
By dint of the Treaties Hong Kong and Kowloon were ours in
perpetuity unless we agreed otherwise. This was a fact which

the Chinese had to face. While it was true, as the Foreign and
Commonwealth Secretary had said, that China had overwhelming strength
in the area it had so far refrained from using this and for good
reasons relating to its economic interests and its international
reputation. If the Chinese were to insist on a '"red flag and
yvellow face" in Hong Kong, the remainder of the system after 1997
would have to be an administration of roughly the present kind
though we might need to find a word other than administration to

describe it. Our major responsibility was to the 4 million Chinese

who had sought freedom from Communist rule. If tﬁé conviction grew

that a Communist system would hold sway in Hong Kong after 1997,
the basis of confidence would be destroyed. We had to find a
system whereby the rights of the people of Hong Kong depended on
the United Kingdom and were independent of Peking. Hong Kong
needed this umbilical cord. China had provided for special regimes
elsewhere. Perhaps it could be brought to accept in Hong Kong

an effective system of administration of the present kind. It was
not necessary that it should be called British administration.
Confidence in Hong Kong would be retained only if China gained little

more than titular sovereignty.

As regards the present state of the talks, it was important
to be sure that EXCO were content with the approach which was
proposed. She had expressed concern earlier that willingness on
our part to discuss with the Chinese arrangements for Hong Kong
between now and 1997 would give China a status in Hong Kong that
it did not now possess. Mr. Freeland pointed out that mere agreement

on our part to discuss arrangements with the Chinese did not
necessarily give China increased status. The Prime Minister said

that another problem was that it might be difficult to discuss

the first agenda item proposed, namely arrangements for Hong Kong
after 1997, without implying an acceptance of Chinese sovereignty.
Sir Antony Acland observed that the question of sovereignty and

the conditions under which we could agree to transfer it to China

were covered in the Prime Minister's letter to Premier Zhao and

/ the




the proposed formula for the agenda specifically mentioned that

letter. Mr. Donald pointed out that the Chinese had originally

sought to make the question of the transfer of sovereignty the
first item on the agenda. By agreeing to invert the order, China
had made a concession.

The Prime Minister said that she had to be sure that Hong Kong

telegram number 779 was an accurate account of the discussion in
EXCO. If necessary, we should have to publish EXCO's advice at a
later stage. She recalled that at an earlier stage EXCO had not been
content with the approach then proposed. We should also recognise
the danger that the Chinese would leak the proposed formula for the

agenda if it was agreed. The Defence Secretary and Sir Anthony Parsons

commented that if the Chinese took this course, we should have to

leak the Prime Minister's letter to Premier Zhao.

Following further discussion the Prime Minister stated that

the formula to be put to the Chinese should read as follows:

"In order to meet the wish of the Chinese side for

a broad agenda covering the whole course of the formal
talks, the British side agree that, during the course

of the talks, matters relevant to the future of Hong

Kong should be discussed, in particular all the subjects
mentioned in Mrs. Thatcher's letter and Premier Zhao's
letter, These will include arrangements for Hong Kong
after 1997, arrangements for Hong Kong between now and
1997, and matters relating to a transfer of sovereignty

in that order. It is agreed that this agenda should remain

strictly confidential."

The Prime Minister said that HM Ambassador in Peking should,
EXCO having been told the latest position, be instructed to put
this formula to the Chinese.

As regards the presentation of our case during the first

round of substantive talks, discretion should be given to
Sir Percy Cradock on the basis of the text in Hong Kong telegram

number 624. Further consideration would need to be given to what

/ should
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should be said in public about the new stage reached in the

talks. The Foreign and Commonwealth Secretary said that he would

submit a text shortly.

The Prime Minister said that it would be helpful if EXCO

Unofficials visited London in the near future for further talks

with Ministers.

The Foreign and Commonwealth Secretary said that there were

one or two further points which needed consideration. When we
spoke of discussing with the Chinese arrangements between now and

1997, we had to be clear what we had in mind. The Defence Sécretary

said that it was plain that China would in that period continue to
be involved in such matters as investment decisions in Hong Kong.
The answer tothe point raised by the Foreign and Commonwealth
Secretary was therefore probably that the arrangements to be
discussed were those needed to maintain stability and prosperity

between now and 1997.

The Foreign and Commonwealth Secretary said that we also

needed to give thought to our condition that any solution must be
"acceptable to the people of Hong Kong'". We should come under
increasing pressure to define this. At the moment we were only
using EXCO as a test of acceptability. The Prime Minister agreed
that more thought should be given to this criterion but stated that

she could only recommend transfer of sovereignty if she was satisfied
that the proposed solution was indeed acceptable to the people of
Hong Kong. She understood that wording relevant to this point
appeared in a current draft of The Queen's Speech. This would be

discussed in Cabinet on Thursday, 16 June.

A-3-C.
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10 DOWNING STREET

From the Private Secretary 15 June 1983

THE THREAT TO HONG KONG

The Prime Minister has seen JIC(83)(N)85.

Mrs. Thatcher has asked me to bring to the attention of the
Foreign and Commonwealth Secretary and the Secretary of State
for Defence her view that this is an important assessment which
she would wish to be kept firmly in mind by all concerned as
negotiations over Hong Kong progress. She has asked that, as
and when developments in the talks so require, the existing

contingency plans should be revised and updated and brought to
her attention. '

The Prime Minister has further commented that, since the

talks with the Chinese now appear to be reaching a critical
stage, it will be necessary to give them particular attention
in the coming weeks.

I am copying this letter to Richard Mottram (Ministry of
Defence) and Richard Hatfield (Cabinet Office).

John Holmes, Esq.,
Foreign and Commonwealth Office.

SECRET
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PRIME MINISTER

HONG KONG

You agreed to hold a meeting on 15 June. We have reached the
P ———

point where the Chinese are keen to begin substantive talks. We

need to take a view on the basis for and the conduct of these talks.

Specifically, decisions are needed on the following points:

(a) What formula should we now put to the Chinese for an agenda?
———— _-—_._'

Is it agreed that at the first session of substantive talks

the Ambassador and the Governor should make a presentation

- —--—_____"‘"—I——..w
setting out how Hong Kong works now?

What should be said publicly about the new stage of talks?
e Sr— e ———

Should we arrange a visit by EXCO Unofficials to London

very soon, i.e. before the substantive talks? Would you

S ————

wish to give them lunch again?

These matters are all covered in the attached FCO letter
(Flag A).

You will need to bear in mind the recent decline in confidence

in Hong Kong which is described in Sir Edward Youde's telegram at
Flag B.

I-also attach:

(a) A text on which the Governor would propose to draw to

describe the basis of the present system in Kong Kong.

(b) An FCO paper describing our strategy for the talks.

At

14 June 1983

SECRET
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FUTURE OF HONG KONG

UK CHINA TALKS - FORWARD STRATEGY

INTRODUCTION

R s The purpose of this paper is to prepare a plan for HMG's

conduct of substantive negotiations with the PRC.

UK Aim

2 To conclude agreement on the future of Hong Kong involving the

continuation of British administration of the territory for as long

as possible beyond 1997.

Likely Chinese Aims

3 To obtain HMG's agreement that the whole of Hong Kong must
revert to China in 1997 and to secure British cooperation in

effecting a smooth transition to Chinese control.

Membership of British Team

4. At least initially the talks would be through the diplomatic
channel with a team lead by the Ambassador. The Governor of

Hong Kong would participate as necessary. The possibility of other
participants from Hong Kong taking part at some later stage should
be kept open but should not be raised with the Chinese at the
outset. At a later stage, official or Ministerial participation

from London might be necessary.

Sequence of Events

B. Following recent talks between the Ambassador and Assistant
Minister Zhou Nan it now seems likely that agreement could be

reached on an agenda as follows:

SECRET
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Arrangements for Hong Kong after 1997;
Arrangements in Hong Kong between now and 1997;

Matters relating to a transfer of sovereignty.

First Substantive Session

This should be attended by the Governor of Hong Kong

accompanied by the Political Adviser. It might last for

two days. Our guidelines would so far as possible follow
those in Annex A. The object would be to set the scene for
subsequent meetings, to draw the Chinese into discussions and,
where necessary, to agree on subsequent detailed work. (In
the early stages it may be enough to agree at each meeting the
date for the next and to alow a pattern to develop) In doing
so we should try to avoid confrontation on matters of
principle, particularly sovereignty. An important part of
this would be a presentation by the Governor (on the lines of
Annex B), setting out how Hong Kong works now in order to
illustrate the value of the present system of -administration.
The sovereignty issue is, however, likely to surface quickly.
The Chinese can be expected to argue that since sovereignty
will revert to China in 1997 arrangements after that date

cannot include British administration.

Second Phase (which might comprise a number of separate
sessions)

During this phase, if not before, the Chinese will try to draw
us onto ground of their choosing ie the proposition that
sovereignty and administration are inseparable, and that
discussion should concentrate on transition and eventual
British withdrawal, and perhaps on measures to secure
continued British investment and "cooperation" after Chinese
control has been re-established. Our aim should be to
continue the process of educating the Chinese about how Hong
Kong works by making detailed presentations on specific areas,
(eg the financial system, and the role of the Hong Kong

Dollar; the legal system; the network of trade agreements

SECRET
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etc), in order to demonstrate the vital importance of
maintaining the British link. If the Chinese wish to discuss
their own proposals we should be willing to do this but our
approach would be critical to show why their plan is
inadequate. We would decline to be drawn on the question of
transfer of sovereignty on the grounds that agreement on
satisfactory arrangements post-1997 must come first. (Some
points for use in drawing out the Chinese on what we know of
their ideas are at Annex C.) It might be appropriate to
suggest that these questions be explored by sub-committees,

although it is doubtful whether this system would commend

itself to the Chinese or lead to much brogress. In any case,

experts from Hong Kong might be added to the UK team for

discussion of specific topics.

Third Phase : Discussions of Principles

If the Chinese can be convinced through detailed presentations
that the maintenance of stability and prosperity requires the
continuation of British administration we shall face the
difficult task of persuading them to accept this. We can
expect them to argue that continued British administration is
not consistent with Chinese sovereignty and would in any case
be intolerable for reasons of national pride. We must have
ready precedents which show that sovereignty and
administration can be, and in other parts of the world have
been, separated. If in that context the Chinese proposed
discussion of substantive or symbolic changes in Hong Kong to
reflect Chinese sovereignty over the territory, we should show
readiness to listen to their ideas. Since our objective is to
secure Chinese agreement to continuing effective British
administration with as little outward change as possible we
should not ourselves raise the question of changes but have
ready our own ideas on what changes we could or could not

accept.

SECRET
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6. If the Chinese showed serious interest in a package whereby
Chinese sovereignty was recognised but British administrative
control remained we would need to record agreement on this in a
document which would preserve Chinese face. We might at this stage
need to raise the level of the talks. But the timing of Ministerial
involvement in the talks (as opposed to Ministerial interventions
outside the formal framework of the talks - see paragraph 8 below)

would need very careful consideration.

Agreement
1. The normal procedure would be:
(i) initialling of a draft agreement, subject to
ratification.
BTy formal signature.
(iii) passage of the necessary Bill through Parliament.

(iv) exchange of ratifications.

Other Methods

8. Throughout the talks we should keep in mind the possibility of

using supplementary methods (eg Ministerial messages or visits

and unofficial intermediaries) in order to overcome obstacles or

clarify our position.

SECRET
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ANNEX A

FUTURE OF HONG KONG: SUBSTANTIVE TALKS: UK INITIAL PRESENTATION

s The exchanges would probably begin with a rehearsal by the
Chinese of their formal position on sovereignty, on familiar lines,
including the points that sovereignty and administration were
indivisible and that China could not allow others to administer
Hong Kong on its behalf. The Chinese might go on to lay down some
of their general principles for a future settleméent, ie that Hong
Kong people should govern Hong Kong, that a, Special Administrative

Region should be established and that certain systems would remain

unchanged.

The Ambassador should respond by:
Indicating a full grasp of the Chinese position;

Making clear the British position, ie: that recommendations

on sovereignty could only be put to Parliament if arrangements
acceptable to all parties were agreed;

(c) Making proposals on how the talks should proceed.

(a) and (b) above would be a reaffirmation of the message in the
Prime Minister's letter to Zhao, adding that we were not looking to
the past (ie the treaties) but to the future. On (c) we should seek
to reduce the scope for procedural argument to a minimum by avoiding
any detailed proposals covering several sessions. It will be

necessary to feel the way forwards as talks proceed.

3 The Ambassador would introduce the Governor on the following
lines:

"We have listened with interest to what the Chinese side has
said about the future administration of Hong Kong. To take
one element of what you have said, we have no objection in
principle to the concept of self-government for Hong Kong.
Indeed, if historical and political circumstances were
different, Hong Kong would long ago have become independent.
But Hong Kong is an exceptional case with a unique status and
we wish to explain the situation there as we see it. As a
first step, I should like to ask the Governor of Hong Kong to
deliver a short presentation on how Hong Kong works."

SECRET




SECRET

The Governor could then speak (see Annex B).
The Ambassador would sum up on the following lines:

"Both sides agree that a solution to the problem of the
future of Hong Kong should be such as to maintain the
prosperity and stability of Hong Kong. Since the Chinese side
has stated that in its proposals the "systems" of Hong Kong
would remain unchanged, we assume that the Chinese side
recognise that this is essential in order to obtain this
object. A simple transfer of control over Hong Kong to Peking
would not enable confidence to be maintained in the Hong Kong
economy, and this would not enable prosperity and stability to
be maintained. There are too many doubts about the continuity
of Chinese policy which are founded in recent Chinese history
and in particular the experience of the cultural revolution.
It is inevitable too that there should be doubts whether a
country with a socialist system could absorb a region with a
liberal capitalist system without inducing fundamental change
in the latter. It is not suggested that this consideration
will apply for ever: but it certainly does apply at present.

"The question therefore is how to guarantee the
continuity of the systems after 1997. The British side cannot
see how a sufficient guarantee can be given unless an
arrangement is reached which allows the continuation of the
British administrative role in Hong Kong in order to inspire
confidence that the systems will not be changed, though we all
should agree that there would be increased scope for Hong Kong
people to take part. It is recognised that to make this

acceptable to the Chinese Government, it would have to be

coupled to an acceptance by Britain of Chinese sovereignty

over the whole of Hong Kong. As we have made clear this would
have to be part of an overall package which Parliament and the

people of Hong Kong could accept.

SECRET
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"We appreciate that this view causes difficulty for
the Chinese Government. But we hope they will show
understanding of our position, which is based on practical
considerations. We suggest that we should next discuss how
Hong Kong operates in specific areas, eg the financial, fiscal
and legal systems and the network of trade agreements
currently in force, in order to establish the role of the
present detailed administrative arrangements in maintaining

stability and prosperity, and how the continuity of these

systems may be ensured. The British sidg will be happy to

answer any questions which the Chinese side may wish to

raise."
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ANNEX C

FUTURE OF HONG KONG

POINTS FOR USE IN DRAWING OUT THE CHINESE ON THEIR OWN PROPOSALS

Legal System

Would there be any alteration to Hong Kong's laws or legal

system? Would the present arrangements for amending or

repealing laws or introducing new legislation continue?

The existing courts and legal system do much to help

confidence. How could they be maintained?

How would Hong Kong be assured that laws would not be imposed

from outside?

What arrangements would be made to guarantee the independence

of the judiciary?

How would the following be guaranteed:

(1) free movement of goods in and out of Hong Kong?

(ii) freedom to emigrate, and, apart from normal immigration
controls, free movement of persons in and out of Hong
Kong?

(iii) freedom of the press and speech?

(iv) freedom of assembly, protest, petition, etc?

(v) basic human rights?

Economy
The free market system must be guaranteed.

There must be adeguate arrangements to govern Hong Kong's
independent currency. What authority would supervise it?

How would outside interference be prevented?

What arrangements would govern Hong Kong's participation in
international trading agreements? How would Hong Kong guotas

(eg for textiles) be kept separate from those of the PRC?

SECRET
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What would be the system of banking supervision? How would
its independence be guaranteed?

What guarantees would there be for free movement of capital
into and out of Hong Kong? How would foreign investors be

assured of free repatriation of dividends etc?

Public Service

What arrangements would guarantee the independence of the
public service? How would senior officials in the Civil
Service, Police, etc be appointed?

What arrangements would govern pensions?

Immigration and Citizenship

What arrangements would control immigration from China?
What citizenship arrangements would there be for Hong Kong
residents? How could exclusive PRC citizenship maintain

confidence?

External Relations

What would be the arrangements for representation of
Hong Kong overseas?

How would Hong Kong residents be protected? What would be

their citizenship status? What about existing BDTCs?

SECRET
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Foreign and Commonwealth Office

London SWI1A 2AH

13 June 1983

Deoy Jdhw,

The Prime Minister is holding a meeting on Hong Kong
on 15 June with the Foreign and Commonwealth Secretary
and the Defence Secretary. As we discussed, Sir Anthony
Acland and Mr Donald will also attend, possibly accompanied
by the FCO Deputy Legal Adviser, Mr Freeland. This letter
is intended to form a basis for discussion. It has not
been possible to consult Sir G Howe yet, but it is being
submitted to him in parallel.

Future of Hong Kong

There are two main points for decision: the formula
for the agenda foT substantive talks, and how we should

handle tHe~first round. Tt may be helpful to summarise
déveTopments over the past three weeks including the
state of coniidence in Hong Kong.

The Chinese Premier's replyv (Peking telegrams Nos
439 and 440) to the Prime Minister's letter of 10 March
was encouraging in welcoming the idea of an early start
to substantive talks, but showed that the Chinese were
still trying to steer matters towards an acceptance of
their precondition on sovereignty. This was particularly
evident in Zhao Ziyang's suggestion that the talks should
deal with the form for the transfer of sovereignty,
co-operation beTore 1997 and co-operation after 1997,
in that order. The Ambassador was instructed to make
clear to the Chinese that the conditions in the Prime
Minister's letter still hold i.e. no recommendation on
sovereignty could be made to Parliament unless arrange-
ments could be agreed which would be acceptable to China,
Parliament and the people of Hong Kong. In the event
he had an inconclusive discussion with Vice Foreign
Minister Yao Guang, who has proved a very unsatisfactory
interlocutor, and it appeared that we might be in for a
period of stalemate.

/However
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However, the initiative on the Chinese side was taken
over by Assistant Foreign Minister, Zhou Nan, who indicated
privately that the Chinese would be prepared to consider
a reversal of the order of items for discussion suggested
by Premier Zhao. The Ambassador saw this as an
encouraging sign and expressed the hope that we could
follow it up. Following a conversation with Sir A Acland
on 6 June, the Prime Minister decided to delay a decision
until after the election. Sir P Cradock has now told
Zhou Nan that he will be in touch again as soon as
possible. —

e m—

Meanwhile, confidence in Hong Kong, which had revived
in the early months of the year, has declined rapidly
during the past six weeks. This has been demonstrated most
starkly by the Tall in the Hong Kong dollar from around
HK$6.70 to the US dollar in early April to HK$7.46 on 10 June.
The “reasons have been partly the rise in the value of the
US dollar and a natural move by small and large investors
to shift their money into that currency. But concern about
the future has plaved a major part, The lack of signs of
progress and in particular of any indication that substantive
talks are under way have progregéTVET§_damaged confidence.
I enclose a copy of Hong Kong telegram No 791, which
reviews the Hong Kong scene in more detail.

The Governor has kept EXCO fully informed of develop-
ments and has consulted them about Sir P Cradock's contacts
with the Chinese Ministry of Foreign Affairs about the
agenda. He has discussed with them, on a purely hypothetical

; basis, the Ambassador's suggestion that we might agree on
-{Cfthe following formula and order for the agenda:
(a) arrangements for Hong Kong after 1997;
~.______H.

(b) arrangements in Hong Kong between now ———-F:;//

and 1997; —

———

(c) matters relating to a transfer of

sovereignty. —

EXCO are content with this. They do not believe that the
reference to 'arrangements in Hong Kong between now and
1997' gives the Chinese any new status; nor do they
consider it necessary for the formula to include a reference
to arrangements being 'acceptable to the people of Hong
Kong'. They feel this has been made clear enough already

in the Prime Minister's letter to Premier Zhao. They would,
however, like it to be made clear to the Chinese that the
points are to be taken in the above order.

P —
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The proposed formula would therefore read as follows:

' In order to meet the wish of the Chinese side for a broad
agenda covering the whole course of the formal talks, the British
side propose that, during the course of the talks, matters
relevant to the future of Hong Kong should be discussed, in
particular all the subjects mentioned in Mrs Thatcher’s letter
and Premier Zhao’s letter. These would include arrangements for
Hong Kong after 1997, arrangements in Hong Kong between now and
1997, and matters relating to a transfer of sovereignty.''

Given the views of the Ambassador, the Governor and
particularly EXCO, we see no reason why the proposed formula
for the agenda should not be acceptable. Sir P Cradock could
therefore be instructed to go back to the Chinese towards the
end of next week with agreed agenda proposals. The idea would be
for him to have informal discussions with Assistant Minister Zhou Nan
before formalising the agenda with Vice Minister Yao (he would
make orally the point about the importance of the order). The next
session thereafter would be a substantive one with the Governor
taking part. g —

We suggest that at that session the Ambassador and Governor
should make a presentation setting out how Hong Kong works now.

The aim would be to illustrate the value of the present systems

and the key importance of the UK link. If possible we should try

to draw the Chinese into discussions of practical matters while
seeking to avoid confrontation on matters of principle. A copy

of the text on which the Governor would draw was enclosed with

my letter of 20 May. You may also find it helpful to see the enclosed
paper which outlines our ideas on our strategy for the talks.

We shall need also to consider carefully the question of a
public announcement when it is agreed that substantive talks are
to take place. It will be important not to give the impression
that the past nine months of contacts with the Chinese have been
sterile and that only now are we beginning to talk business. The
best solution would probably be a joint statement to the effect
that following useful exchanges the talks were about to move into
a new stage. We must also bear in mind the possibility of
Chinese statements designed to misrepresent the position or
putting forward their own plans. As you know, we have contingency
plans ready for this. However it is encouraging that so far the
only public reference to Hong Kong at the National Peoples Congress
has been in a report by Premier Zhao where he adopted a low key
line. He only referred to the recovery of sovereignty ''at an
opportune moment'',

Tangible signs that talks are moving ahead will be the most

effective boost to confidence in Hong Kong. But we shall need to
look at other ways of keeping up morale. As you know, the Prime

/Minister
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Minister has agreed that the EXCO Unofficials should visit
London this summer for further talks with Ministers. The
Governor believes that would be useful if this could be arranged
soon and if possible before the Governor joins the Peking talks.

I am copying this to Richard Mottram (MOD).

(J E Holmas
Private Se

A J Coles Esq
10 Downing Street
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FUTURE OF HONG KONG

UK CHINA TALKS - FORWARD STRATEGY

INTRODUCTION

1 The purpose of this paper is to prepare a plan for HMG's

conduct of substantive negotiations with the PRC.

UK Aim

Ze To conclude agreement on the future of Hong Kong involving the
continuation of British administration of the territory for as long

as possible beyond 1997.

Likely Chinese Aims

2 To obtain HMG's agreement that the whole of Hong Kong must
revert to China in 1997 and to secure British cooperation in

effecting a smooth transition to Chinese control.

Membership of British Team

4. At least initially the talks would be through the diplomatic

channel with a team lead by the Ambassador. The Governor of
AR S g e

Hong Kong would participate as necessary. The possibility of other

participants from Hong Kong taking part at some later stage should

be kept open but should not be raised with the Chinese at the

outset. At a later stage, official or Ministerial participation

from London might be necessary.

Sequence of Events

B Following recent talks between the Ambassador and Assistant
Minister Zhou Nan it now seems likely that agreement could be

reached on an agenda as follows:

pa
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Arrangements for Hong Kong after 1997;

Arrangements in Hong Kong between now and 1997;
ﬁ

Matters relating to a transfer of sovereignty.

—
First Substantive Session
This should be attended by the Governor of Hong Kong
accompanied-by-the-Political-Adviser. It might last for
two days. Our guidelines would so far as possible follow

those in Annex A. The object would be to set the scene for

subsequent meetings, to draw the Chinese into discussions and,

where necessary, to agree on subsequent detailed work. (In
the early stages it may be enough to agree at each meeting the
date for the next and to alow a pattern to develop) In doing
so we should try to avoid confrontation on matters of
principle, particularly sovereignty. An important part of

this would be a presentation by the Governor (on the lines of

Annex B), setting out how Hong Kong works now in order to

illustrate the value of the present system of administration.

The sovereignty issue is, however, likely to surface quickly. /|
: /
|

The Chinese can be expected o argue that since sovereignty

will revert to China in 1997 arrangements after that date I

cannot include British administration.

Second Phase (which might comprise a number of separate
sessions)

During this phase, if not before, the Chinese will try to draw
us onto ground of their choosing ie the proposition that
sovereignty and administration are inseparable, and that
discussion should concentrate on transition and eventual
British withdrawal, and perhaps on measures to secure
continued British investment and "cooperation" after Chinese
control has been re-established. Our aim should be to
continue the process of educating the Chinese about how Hong
Kong works by making detailed presentations on specific areas,
(eg the financial system, and the role of the Hong Kong

Dollar; the legal system; the network of trade agreements
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etc), in order to demonstrate the vital importance of
maintaining the British link. If the Chinese wish to discuss
their own proposals we should be willing to do this but our
approach would be critical to show why their plan is
inadequate. We would decline to be drawn on the question of
transfer of sovereignty on the grounds that agreement on
satisfactory arrangements post-1997 must come first. (Some
points for use in drawing out the Chinese on what we know of
their ideas are at Annex C.) It might be appropriate to
suggest that these questions be explored by sub-committees,
although it is doubtful whether this system would commend
itself to the Chinese or lead to much progress. In any case,
experts from Hong Kong might be added to the UK team for

discussion of specific topics.

Third Phase : Discussions of Principles
If the Chinese can be convinced through detailed presentations
that the maintenance of stability and prosperity requires the

4 " < z * = -
continuation of British administration we shall face the

difficult task of persuading them to accept this. We can

expect them to argue that continued British administration is
not consistent with Chinese sovereignty and would in any case
be intolerable for reasons of national pride. We must have
ready precedents which show that sovereignty and
administration can be, and in other parts of the world have
been, separated. If in that context the Chinese proposed
discussion of substantive or symbolic changes in Hong Kong to
reflect Chinese sovereignty over the territory, we should show
readiness to listen to their ideas. Since our objective is to
secure Chinese agreement to continuing effective British
administration with as little outward change as possible we
should not ourselves raise the question of changes but have
ready our own ideas on what changes we could or could not
accept.
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6. If the Chinese showed serious interest in a package whereby
Chinese sovereignty was recognised but British administrative
control remained we would need to record agreement on this in a
document which would preserve Chinese face. We might at this stage
need to raise the level of the talks. But the timing of Ministerial
involvement in the talks (as opposed to Ministerial interventions
outside the formal framework of the talks - see paragraph 8 below)

.

would need very careful consideration.

Agreement
7 The normal procedure would be:
(1) initialling of a draft agreement, subject to
ratification. ‘
Cii) formal signature.
(iii) passage of the necessary Bill through Parliament.

(iv) exchange of ratifications.

Other Methods
8. Throughout the talks we should keep in mind the possibility of

using supplementary methods (eg Ministerial messages or visits

and unofficial intermediaries) in order to overcome obstacles or

clarify our position.
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ANNEX A

FUTURE OF HONG KONG: SUBSTANTIVE TALKS: UK INITIAL PRESENTATION

2 B The exchanges would probably begin with a rehearsal by the
Chinese of their formal position on sovereignty, on familiar lines,
including the points that sovereignty and administration were
indivisible and that China could not allow others to administer
Hong Kong on its behalf. The Chinese might go on to lay down some
of their general principles for a future settlement, ie that Hong
Kong people should govern Hong Kong, that a Special Administrative
Region should be established and that certain systems would remain

unchanged.

2 The Ambassador should respond by:
Indicating a full grasp of the Chinese position;
Making clear the British position, ie: that recommendations
on sovereignty could only be put to Parliament if arrangements
acceptable to all parties were agreed;

(c) Making proposals on how the talks should proceed.

(a) and (b) above would be a reaffirmation of the message in the
Prime Minister's letter to Zhao, adding that we were not looking to
the past (ie the treaties) but to the future. On (c) we should seek
to reduce the scope for procedural argument to a minimum by avoiding
any detailed proposals covering several sessions. It will be

necessary to feel the way forwards as talks proceed.

3 The Ambassador would introduce the Governor on the following
lines:

"We have listened with interest to what the Chinese side has
said about the future administration of Hong Kong. To take
one element of what you have said, we have no objection in
principle to the concept of self-government for Hong Kong.
Indeed, if historical and political circumstances were
different, Hong Kong would long ago have become independent.
But Hong Kong is an exceptional case with a unique status and
we wish to explain the situation there as we see it. As a
first step, I should like to ask the Governor of Hong Kong to
deliver a short presentation on how Hong Kong works."
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The Governor could then speak (see Annex B).
The Ambassador would sum up on the following lines:

"Both sides agree that a solution to the problem of the
future of Hong Kong should be such as to maintain the
prosperity and stability of Hong Kong. Since the Chinese side
has stated that in its proposals the "systems" of Hong Kong
would remain unchanged, we assume that the Chinese side
recognise that this is essential in order to obtain this
object. A simple transfer of control over Hong Kong to Peking

would not enable confidence to be maintained in the Hong Kong

economy, and this would not enable prosperity and stability to

be maintained. There are too many doubts about the continuity
of Chinese policy which are founded in recent Chinese history
and in particular the experience of the cultural revolution.
It is inevitable too that there should be doubts whether a
country with a socialist system could absorb a region with a
liberal capitalist system without inducing fundamental change
in the latter. It is not suggested that this consideration
will apply for ever: but it certainly does apply at present.
"The question therefore is how to guarantee the
continuity of the systems after 1997. The British side cannot
see how a sufficient guarantee can be given unless an
arrangement is reached which allows the continuation of the
British administrative role in Hong Kong in order to inspire
confidence that the systems will not be changed, though we all
should agree that there would be increased scope for Hong Kong
people to take part. It is recognised that to make this
acceptable to the Chinese Government, it would have to be
coupled to an acceptance by Britain of Chinese sovereignty
over the whole of Hong Kong. As we have made clear this would
have to be part of an overall package which Parliament and the

people of Hong Kong could accept.
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"We appreciate that this view causes difficulty for
the Chinese Government. But we hope they will show
understanding of our position, which is based on practical
considerations. We suggest that we should next discuss how
Hong Kong operates in specific areas, eg the financial, fiscal
and legal systems and the network of trade agreements
currently in force, in order to establish the role of the

present detailed administrative arrangements in maintaining

stability and prosperity, and how the continuity of these

systems may be ensured. The British side will be happy to
answer any questions which the Chinese side may wish to

raise."
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ANNEX C

FUTURE OF HONG KONG

POINTS FOR USE IN DRAWING OUT THE CHINESE ON THEIR OWN PROPOSALS

Legal System

Would there be any alteration to Hong Kong's laws or legal
system? Would the present arrangements for-amending or
repealing laws or introducing new legislation continue?

The existing courts and legal system do much to help
confidence. How could they be maintained?

How would Hong Kong be assured that laws would not be imposed

from outside?

What arrangements would be made to guarantee the indepéndence

of the judiciary?

How would the following be guaranteed:

Ex) free movement of goods in and out of Hong Kong?

(ii) freedom to emigrate, and, apart from normal immigration
controls, free movement of persons in and out of Hong
Kong?

(iii) freedom of the press and speech?

(iv) freedom of assembly, protest, petition, etc?

(v) basic human rights?

Economy
The free market system must be guaranteed.

There must be adequate arrangements to govern Hong Kong's
independent currency. What authority would supervise it?

How would outside interference be prevented?

What arrangements would govern Hong Kong's participation in
international trading agreements? How would Hong Kong quotas

(eg for textiles) be kept separate from those of the PRC?
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What would be the system of banking supervision? How would
its independence be guaranteed?

What guarantees would there be for free movement of capital
into and out of Hong Kong? How would foreign investors be

assured of free repatriation of dividends etc?

Public Service

What arrangements would guarantee the independence of the
public service? How would senior officials in the Civil
Service, Police, etc be appointed?

What arrangements would govern pensions?

Immigration and Citizenship

What arrangements would control immigration from China?
What citizenship arrangements would there be for Hong Kong
residents? How could exclusive PRC citizenship maintain

confidence?

External Relations

What would be the arrangements for representation of
Hong Kong overseas?

How would Hong Kong residents be protected? What would be

their citizenship status? What about existing BDTCs?
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FM PEKING 0304352 JUN 83

TO IMMEDIATE HONG KONG

TELHO 56 OF 8 JUHNE

AND TO IMMEDIATE FCO.

POLITICAL ADVISER FROM HEAD OF CHANCERY

JRE OF HONG KONG: VISIT TO HONG KOMG BY CHINESE ACADEMY OF

AL SCIENCES DELEGATION

1. WE HAVE RECEIVED A VISA APPLICATION FOR A CASS ''STUDY GROUP''
LED BY HUAN XI1ANG TO VISIT HONG KONG FOR FOUR WEEKS FROM 26 JUNE,
SPONSORED PY NCMA HONG KONG. OTHER MEMBERS OF THE TEAM ARE YU
GUANGYUAN, QIAN JUNRUI, XU DIXIN, JIANG GANZHANG. OUR TELNO

IMMA 843 REFERS,

2. THIS 1S A HIGH-LEVEL DELEGATION WITH ACCESS TO THE TOP HERE

AND THE VISIT IS POTENTIALLY OF GREAT IMPORTANCE. AS YOU KNOW,

THERE HAVE BEE! EARLIER PEPORTS THAT HUAN HEADS AN ADVISORY

GROUP O THE QUESTION OF HONG KONG'S FUTURE. YOU WiLL RECALL

THAT HE VISITED HONG KONG LAST YEAR AND WAS RECEIVED BY THE
ACTING GOVERMNOR.

3. YOU WILL NO DOUBT WISH TC MAKE CONTACT WITH HIM DURING HIS
VISIT AND WE WOULD SEE GREAT VALUE IN A CALL ON THE GOVERMNOR,

OF WHC! HUAN SPOKE HIGHLY WHEN HE HAD LUNCH WITH THE AMBASSADOR

LAST JUHE THAT WE SHOULD PASS A MESSAGE TO

AS S RIHG TO GIVE ANY AgclgTﬁN:E WE CAR

~
CASS AS

| wOULD RECOMMEND
)t AS POSSIBLE OFFE
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M HONG KOWNG 2813387 JUN
O PRICRITY FCO
TELEGRAM NUMBER 788 OF
INFO PRIORITY PEKING

PEKING TELNO 530 PARA &2 FUTURE OF HONG KOWG:
JOINT ANNOUNCEMENT AB0UT

1. | THINK THERE WILL BE

NEW STAGE OF TALKS BEGINS: AND THU
473 WiLL NEED MODIFICATION. PROVIDED (T WAS POSITIVELY WORDED
SUCH A STATEMENT WOULD GIVE A HELPFUL BOOST TO CGNFIDghCE HERE,
AND WOULD ASLO MAKE IT EASIER TO DEAL WITH PRESS SPECULATION

WHEN IT BECAME KNOWN THAT | WAS GOING TO PEKING TO TAKE PART IN
THE TALKS. '

2, AT THIS MORNING'S MEETING OF EXCO | PUT THE FOLLOWING FORMULA
FORWARD FOR DISCUSSION- ON- A PERSONAL BASHS+—

''FOLLOWING THE DISCUSSIONS BETWEEN THE LEADERS OF THE TWO
COUNTRIES IN SEPTEMBER 1982 AND SUBSEQUENT SQUARE BRACKETS BEGI
DISCUSSIONS SQUARE BRACKETS END SQUARE BRACKETS BEGIN CONTACTS
SQUARE BRACKETS END AND EXCHANGES AT VARIOUS LEVELS, IT HAS BEEN
AGREED THAT SQUARE BRACKETS BEGIN A NEW STAGE SQUARE BRACKETS END
SQUARE BRACKETS BEGIN THE NEXT STAGE SQUARE BRACKETS END SQUARE
BRACKETS BEGIN A SECOND PHASE SQUARE BRACKETS END OF THE TALKS

ON THE FUTURE OF HONG XONG WiLL BEGIN IN PEKING ONeeuwsse o

THE BRITISH DELEGATION WILL BE LED BY THE BRITISH AMBASSADOR

IN PEKING. THE GOVERNOR OF HONG KONG WILL ALSO ATTEND. THE
CHINESE DELEGATION WILL BE LED BYeeoes &

R AN ANNOUNCEMENT BEFORE THE

THE FORIMULA I PEXKING TELNO
i

N
¥
2

F
-
=4
|

BOTH SIDES SQUARE BRACKETS BEGIN HAVE REAFFIRMED THE COMMON AflM OF
MAINTAINING THE STABILITY AND PROSPERITY OF HONG KONG AND SQUARE
BRACKETS END HAVE EXPRESSED THEIR DETERMINATION TO PURSUE THE TALKS
TO A SUCCESSFUL CONCLUSION'',

THE GENERAL VIEW WAS THAT SOMETHING ON THESE LINES wWOULD BE HELPFUL.,
3. THE AMBASSADOR WILL HAVE COMMENTS ON THIS FORMULA. HE MAY
CONSIDER THAT THE CHINESE WOULD BE UNLIKELY TO ACCEPT ANY

REFERENCE TO MY PARTICIPATION UNLESS IT WAS MADE CLEAR THAT |

WOULD BE ATTENDING AS A MEMBER OF THE BRITISH DELEGATION. IF SO,

THE POINT COULD BE OMITTED FROM THE JOINT ANNOUNCEMENT AND MADE
SEPARATELY BY THE BRITISH SIDE IN ANSWER TO QUESTION. THE FACT

THAT THE AMBASSADOR WILL LEAD WILL BE WELL UNDERSTOOD 3UT | COULD
NOT APPEAR AS JUST ANOTHER MEMBER OF THE DELEGATION.

SECRET




SECRET

4. FROM THE HONG KONG POINT OF VIEW | WOULD SEE NO OBJECTION TO
THE ISSUE OF AN AGREED STATEMENT ON THESE LINES DURIIIG THE NPC
IF THE CHINESE SO WISHED,.
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TO IMMEDIATE FCO
TELEGRAM WUMBER 7792 UF 8 JURE 1983
IIFO IMMED IATE PEKING

MY TELNQ 766: FUTURE OF HONG KONG: PROPCSED AGENDA

1. | CONTINUED THE DISCUSSION WITH EXCO THIS MORMING, BRINGING
THEM UP TO DATE ON THE DEVELOPMENTS REPORTED Ii PEKING TELNO 526.
FOR THE PURPOSES OF DISCUSSION, THE FORMULA WHICH | PUT TO EXCO

WAS:

QUOTE IN ORDER TO MEET THE WISH OF THE CHINESE SIDE FOR A BROAD
AGENDA COVERING THE WHOLE COURSE OF THE FORMAL TALKS, THE BRITISH
SIDE PROPUSE THAT, DURING THE COURSE OF THE TALKS, MATTERS RELEVANT
TO THE FUTURE OF HONG KONG SHOULD BE DISCUSSED, IN PARTICULAR OPEN
SQUARE BRACKETS ALL CLOSE SQUARE BRACKETS THE SUBJECTS MENTIONED

IN MRS THATCHER'S LETTER AND PREMIER ZHAOQ'S LETTER. THESE WOULD
INCLUDE ARRANGEMENTS OPEN SQUARE BRACKETS FUR HONG KONG CLOSE SQUARE
BRACKETS AFTER 1997, ARRANGEMENTS OPEN SQUARE BRACKETS IN HONG

KONG CLOSE SQUARE BRACKETS BETWEEN NOW AND 1997, AND OPEN SQUARE
BRACKETS FACTORS/MATTERS CLOSE SQUARE BRACKETS RELATING TO A TRANSFER
OF SOVEREIGNTY UNQUOTE.(THIS 1S BASED ON PEKING TEL NO 517 PARA 14
AS MODIFIED BY PEKING TEL NO 518)

THE SQUARE BRACKETS REPRESENT THE DIFFERENCE BETWEEN THE WORDING

IN PARA 14 OF PEKING TELNO 517 AND THE WORDING USED BY THE AMBASSADOR
WiTH ZHOU NAN IN PARA 3 OF PEKING TELNO 518 (WHICH | ASSUME REFLECTS
INTER ALIA THE POINT IN MY TELNO 760).

2. THE CONSENSUS AMONG EXCO MEMBERS CAN BE SUMMARISED AS FOLLOWS:

(A) THEY AGREED THAT THE PRESENT OPPORTUNITY TQ GET SUESTANTIVE
TALKS STARTED WITHOUT PRECONDITIONS SHOULD NOT BE LOST.

(B) THEY WOULD BE CONTENT WITH THE PROPOSED AGENDA FORMULA IF [N
THE AMBASSADOR'S JUDGMENT THIS WAS WHAT WAS NECESSARY TO GET THE
TALKS STARTED. THEY DID NOT BELIEVE THAT IT HELD ANY UNACCEPTABLE
RISKS OR HOSTAGES TO FORTUNE (SOME PREFERRED QUOTE FACTORS UNQUOTE
TO QUOTE MATTERS UNQUOTE)

(C) THEY REMAINED CONCERNED ABOUT THE POSSIBILITY OF A CHINESE

LEAK AND ATTACHED IMPORTANCE TO OBTAINING AS FIRM A COMMITMENT FROM
THE CHINESE AS POSSIBLE ON CONFIDENTIALITY. THEY ALSO STRONGLY
SUPPORTED THE ACTION PROPOSED BY THE AMBASSADOR IN PARA 11 OF PEKING
TELNO 517.

3. | SOUGHT MEMBERS' VIEWS SPECIFICALLY ON THE CONCERNS EXPRESSED

IN PARA ONE OF YOUR TELNO 350 (WITHOUT ATTRIBUTING THEM)s:
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(1) THEY DID NOT THINK THAT THE REFEREWCE TO QUOTE ARRANGEMENTS
OPEN SQUARE BRACKETS IN HONG KOWG CLOSe
AND 1997 UNGUOTE WOULD GIVE THE CHINESE ANY NEW STATUS OR RIGHT TO
INTERFERE. THIS COULD BE PRESEMTED AS A NEED TO DISCUSS PRACTICAL
ARRANGEMENTS FOR CHINESE AGENCIES HOW IN HONG KONG FOLLOWING THE

CONCLUSION OF AN AGREEMENT.

SQUARE BRACKETS BETWEEN HOW

{11) THEY ACCEPTED THE AMBASSADOR'S VIEW (PARA 3 OF PEKING TELNO
526) THAT THE CHINESE WOULD REJECT ANY ATTEMPT TO WRITE THE
REQUIREMENT THAT THE ARRAWNGEMENTS SHOULD BE ACCEPTABLE TO THE

PEOPLE OF HOMG KONG INTO THE AGREED FORMULA, AND BELIEVED THAT OUR
POSITION WOULD BE PROTECTED BY THE REFERENCE TO THE PRIME MINISTER'S
LETTER)

4, | DREW ON PEKING TELNO 533 (! WAS MUST GRATEFUL FOR THIS SWIFT
REPLY) IN RESPONDING TO THE OTHER POINTS MADE 3Y UHUFFICIALS ON

7 JUNE (PARAS & TO 8 OF MY TUR). OUN ONE POINT ONLY WAS THERE A
SIGNIFICANT DIFFERENCE OF OPINION AMONG UNOFF ICIALS. ALL BELIEVED
IT {MPORTANT TO ESTABLISH THAT THE ORDER OF DISCUSSIOH WAS K ACCEPTED
BY THE CHINESE. SIR S Y CHUNG TOOK THE VIEW THAT FOR THIS PURPOSE
EVERY EFFORT SHOULD BE MADE TO OETAIN THE ADDITION OF THE WORDS
QUOTE iN THAT ORDER UNQUCTE AFTER THE PHRASE QUOTE TRANSFER OF
SOVERE IGNTY UNQUOTE IN THE FINAL SENTENCE. SINCE THE CHINESE HAD
AGREED ORALLY THAT OUR ORDER SHOULD BE FOLLOWED HE DID NOT SEE

WHY THIS SHOULD NOT BE SPELT QUT IN THE AGENDA AND THOUGHT THAT
THERE WOULD BE MERIT IN TYING THE CHINESE DOWN FIRMLY. OTHER MEMBEERS
ACCEPTED THE AMBASSADOR'S VIEW (PARA 3 OF PEKING TELNO 538).

5. | AM TELEGRAPHING SEPARATELY ON THE QUESTION OF THE FORM AND
TIMING OF AN AGREED PUBLIC ANHOUNCEMENT.
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FM HONG KONG 083635Z JUN 83
TO ROUTINE FCO

TELEGRAM NUMBER 775 OF 8 JUNE )
AND TO ROUTINE PEKING L’
INFO ROUTINE HONG KONG GOVERNMENT OFF ICE LONDON

FUTURE OF HONG KONG: PRESS COVERAGE.

THE CONTINUED DECLINE OF THE HONG KONG DOLLAR TOPAY ATTRACTED
PROMINENT COVERAGE IN MOST PAPERS.

2. A CONTRIBUTOR TO THE COMMUNIST WEN WE! PO WARNED THE HONG

KONG AND BRITISH GOVERWMENTS AGAINST SPREADING RUMOURS OF A
"'CRISIS OF CONFIDENCE'' TO EXPLAIN THE SLIDE OF THE HONG KONG
DOLLAR. SUCH RUMOURS WOULD CKNLY UNDERMINE HONG KONG'S PROSPERITY
AND STABILITY, THE CONTRIBUTOR ARGUED THAT THE CHINESE GOVERNMENT
HAD ALREADY ALLAYED LOCAL RESIDENTS' WORRIES ABOUT THE FUTURE

2Y REPEATING ASSURANCES ON THE TERRITORY'S PROSPERITY AND
STABILITY AND BY ANNOUNCING SPECIFIC MEASURES. FOR EXAMPLE, PEKING
HAD ANNOUNCED ITS PLANS TO INVEST IN-LOCAL INDUSTRY. BY CONTRAST,
THE BRITISH AND HOWG KONG GOVERNMENTS HAD FAILED TO DO ANYTHING.
THE GOVERNMENT HAD REFUSED TO WAIVE THE WITHHOLDING TAX ON HONG
KONG DULLAR DEPOS!ITS AND THERE HAD BEEN MASSIVE SALES OF THE LOCAL
CURRENCY FOR STERLING ON THE LONDON MARKET. THE LEFT=INCLINED

TiN TIN DAILY NEWS SIMILARLY HELD THAT THE FALL IN THE HOWG KONG
DOLLAR HAD NOTHING TO DO WITH A CRISIS OF CONFIDENCE. THE HONG
KONG GOVERNMENT wOULD BE ABLE TO TURN THE TIDE PROVIDED (T MADE
EFFORTS TO CURB GALLOPING INFLATION.

3. TWO INDEPENDENT NEWSPAPERS, THE FINANCIAL DAILY AND THE

EXPRESS ARGUED THAT THE CHINESE, BRITISH AND HONG KOHG GOVERNMENTS
LL HAD A RESPONSIBILITY TO TAKE DETERMINED AND SINCERE ACTION

TO HALT THE DOLLAR'S DECLINE. THE EXPRESS TOOK THE CHINESE
GOVERNMENT TO TASK FOR PURCHASING LARGE QUANTITIES OF US CURRENCY,
THEREBY INCREASING THE PRESSURE ON THE LOCAL UNIT.

L., THE HONG KONG DAILY NEWS (INDEPENDENT RIGHT WING) CARRIED A
EDITORIAL WHICH ARGUED THAT THE LOCAL CURRENCY HIT RECORD LOWS
EVERY TIME PEKING SPOKE OF RECOVERING SOVEREIGNTY OVER HOUWG

N

ES ::CTED / KoNG.,
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KONG. IT SAID THAT UNCERTAINTY OVER THE FUTURE AND SPECULATION
WERE THE MAJOR FACTORS CONTRIBUTING TO THE DECLINE OF THE HONG
KONG DOLLAR. THE EDITORIAL CALLED FOR (UNSPECIFIED) CONCRETE
ACTION BY THE CHINESE ARD BRITISH GOVERNMENTS.

5. THE PRO=KMT, KUNG SHEUNG DAILY NEWS WARNED THAT CHINA WOULD
SUFFER GREAT LOSSES THROUGH THE SUSTAINED WEAKNESS OF THE HONG
KONG DOLLAR. THE PAPER HELD THAT PEKING SHOULD TAKE ACTION TO
STABILISE THE LOCAL UNIT.
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INFO
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NUMBER 766 OF
IMHMED IATE
FUTURE OF HONG KONG

EXCO HAD NOT OF
PROPOSED AGENDA. GIVEN
PRELIMINARY DISCUSSION
A FULLER DISCUSSION AT
-____—#_\

2. THE INITIAL CONCERN
REACTION WOULD BE HERE

YOUR TELNO 358 TO PEKING =

7 JUNE

PEKING (PERSONAL FOR AMBEASSADOR)

PARA 4.

COURSE AT THAT POINT BEEN CONSULTED ON THE

THE PACE OF DEVELOPMENTS | ARRANGED A

AT EXCO THIS MORNING AND THERE WILL BE

THE REGULAR MEETING ON THE FUTURE TOMORROW.
—

IN EXCO CONCENTRATED ON WHAT THE PUBLIC

IFf THE CHINESE LEAKED THE AGENDA. SOME
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——————
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7. THE POINTS MADE ABOVE COULD BE MET BY E.G. INSERT ING SOMETHING
LIKE '"'PROPOSED'' BEFORE ''TRANSFER OF SOVEREIGNTY'' AND L
THAT ORDER'' AFTER THAT PHRASE. WOULD THE AMBASSADOR THINK THIS
WORTH TRYING EVEN IF THEY WERE NOT MADE STICKING POINTS?

——

8. WHAT KIND OF FORMULA DOES HE HAVE IN MIND FOR THE ANNQUNCEMENT
(PARA 12 OF HiS TELNO 517).

9. ANY ADDITIONAL COMMENT WHICH PEKING COULD OFFER TQ REACH
ME BY 0820387 WOULD BE VERY HELPFUL.

YOUDE

LIMITED COPIES To-

HD/HK.D MR RUTLER

HD/ PLANNING STAFF NOC.LO, DowNING STREET
HD/FED gt

Ps

Ps({ws

HR . CIFFARRD

HR. DoNED

SECRET




4 - ‘ "
MR. COL§§ ¢ cc. Mr. Flesher

HONG KONG

On the assumption that the Government win the Election,
you will see from the attached papers that we will need a meeting
early next week on the agenda for the talks with the Chinese.
I am sure that the Prime Minister will want a small meeting, and
will then report to Cabinet on Thursday if necessary. The meeting
will have to be after the Foreign Secretary returns from the

Foreign Affairs Council.

The Prime Minister mentioned OD, but probably she does
not want a larger meeting than the one which discussed the letter
of 10 March to the Chinese Premier. This would point to having
the Foreign Secretary and the Secretary of State for Defence
but it might be helpful if the Foreign Secretary were to bring

Sir Antony Acland and/or a legal adviser.

This is as far as I got with the Foreign Office Private

Office in your absence. Would you like to take it on from here?

feee.

7 June, 1983
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DESKBY FCO 0712027

DESKBY HONG KONG 0800302

F4 PEKING O70950Z JUN 83

TO IMMEDIATE FCO

TELNO 530 OF 7 JUNE

AND TO IMMEDIATE HONG KONG KONG (PERSOMAL FOR GOVERNOR),

HONG KONG TELNO 766: FUTURE OF HONG KONG

1. | CERTAINLY HOPE WE COULD OBTAIN AN ASSURANCE FROM THE

CHINESE THAT THEY WOULD NOT PUBLISH THE AGEMDA. NO DOUBT WE COULD
EXACT THIS AS A FORMAL CONDITION OF OUR AGREEMENT. THE CHINESE
WOULD PROBABLY AGREE, VERY MUCH IN THE WAY THEY HAVE AGREED TO
KEEP CONFIDENTIAL THE LETTERS BY ZHAO AND MRS THATCHER. BUT WE
SHOULD BE UNDER NO ILLUSION THAT THIS WILL HOT PREVENT THEM
LEAKING IN AN UNATTRIBUTABLE WAY IF IT SUITS THEIR BOOK. THIS IS
WHY | HAVE POIMTED QUT THE MNEED TO WARN THE CHINESE THAT IF
LEAKAGE OCCURRED WE SHOULD BE OBLIGED TO MAKE PUBLIC THE CONDITICNS
IN THE PRIME MINISTER'S LETTER. THIS 1S OUR ONLY EFFECTIVE
SACTION, 3

2, O PARA 5(A) OF TUR, THERE IS NO, REPEAT NO, PROSPECT OF
OMITTINS THE WORDS ''TRAMSFER OF'', OM PARA 5(B), THE ADDITION
OF ''PROPOSED'' WOULD BE VERY DIFFICULT AND, AS | SEE T, OF
LITTLE VALUE. IT COULD BE ARGUED THAT ''PROPOSED TRANSFER OF
SOVEREIGNTY'' SMACKED MORE OF PRIOR AGREEMENT THAN ''TRANSFER
OF SOVEREIGMTY'', OUR MAIN ALLY 1S LIKELY TO BE THE USE OF THE
INDEFINITE ARTICLE BEFORE ''TRANSFER'', IF WE CAN GET AWAY WITH

THAT .

Ol PARA OF TUR, IT WOULM BE MY [NTENTION TO OBTAIN ORAL
ONF IRMATION FROM YAOQ GUANG THAT THE CHINESE ACCEPTED OUR ORDER
OF DISCUSSIOM. IT WOULD BE CONFIRMED BY THE ORDER OF ITEMS IN
THE AGENDA FORMULA WHICH |S AT PRESENT DISCUSSED, | SEE LITTLE
PROSPECT OF SUCCESS, AND LITTLE 'VALUE, IN ENDEAVOURING. TO
INSERT “*IN THAT ORDERY,

SECRET
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4, ON THE ANNOUNCEMENT (PARA 8 OF TUR), | WOULD HOPE THAT ANY
PUBLIC ANNOUNCEMEMNT ABOUT THE TALKS MIGHT BE CONFINED TC A
STATEMENT ALONG THE LINES OF PARA 2 OF MY TELNO 473 OF 18 MAY,
THE CHINESE MAY WELL OBJECT TO THIS FORMULA, BUT WITHOUT THE .
OPPORTUNITY TO EXPLORE THEIR POSITION ON THIS IT IS DIFFICULT
TO SEE WHAT SORT OF COMPROMISE FORMULA WE MIGHYT ACHIEVE. VE
SHOULD HAVE TO SEEK TO AVOID THE TWO PITFALLS MENTIONED IR PARA
12 OF MY TELNO 517, BUT IN ANY EVENT IT WILL BE CLEAR TO THE
PUELIC, PARTICULARLY AS A RESULT OF YOUR ATTENDANCE, THAT A
MILESTONE OF SOME KIND HAS BEEN REACHED,

FUTUZ= OF EORG EOKG

LDOITED COFIES TO

;:E/%(D EIR I EIRCILIR IEGAL ADVISER
FZ MR BURROWS IEGAL ADVISERS
ED/FLLERING ETLAFF
e ¥R ROEERTS NEWS D
PS’ U ME MARTIN ASSESSMERTS STAFF
P52 EURD CABINET OFFICE
PS/FUS ~KR COLES NO 10 DOWNING ST

TR % e .
}%*-G‘f_?-gz?**sm SIR A PARSONS

s X No 10 DowWNING 5T,

4 2
‘MR WRIGHT SEGRET




bl?TQJEkyrm‘J

350: FUTURE

FAIRLY CLOSELY TO YQUR

3. ZHOU TOOK CAREFUL NOTE, PARTICULARLY OF THE SEMNTENCE

BEGINNING "'IT WOULD IN SE BE COMSTITUTIONALLY WRONG .eee'’
AND SA1D HE QUITE UNDERS HE ALSO SOUNDED RECEPTIVE TO THE
FOINT OM CONFIDENTIALITY,

k.'| WENT ON TO SAY TQAT THOUGH | SHOULD, OF COURSE KE TO
LUNCH WITH HI?‘. IN THE CIRCUMSTANCE SH ) HAVE: HEW
TO CONTRIBUTE TO A DISCUSSION. ZHOU S 1! TER OUR TALK
YESTERDAY HE HAD REPORTED TO YAO GUANG WITH THE SUGGESTION THAT
MY |NTERVIEW WITH YAO BE POSTPONED TO ALLOW
INFORMAL CONVERSATION. HE ASKED WHEN | THOUG - MOW DE
BLE TO PURSUE A DISCUSSION ON A PERSONAL BASIS.
HEXT WEEK. HE UNDERTOOK TO REPORT TO YAO GUARN
TELEPHONED ME TO SAY THAT THE FORMAL MEETING WOULD
44D THE LUNCH PUT OFF UNTIL SUCH TIME MEXT ¢
ZHOU NAN ANOTHER PERSOMAL DISCUSSION WOULD

COMMENT

5. | NOTED IN MY TELNO 518 THAT THE

HURRY TN GET SUBSTANTIVE TALKS GOING.

WITHOUT WAITING FOR THE RESPONSE 1| HAD

GIVE HIM WITHIN 48 HOURS, CONFIRMS

PRECISE REASOF REMAIN OBSCURE. | WOULD Gt THAT THE MINISTRY

IS UNDER PRESSURE TO SECURE AM EAR EEMENT TO BEGIN

HAV ING FAILED TO KEEP TO THE TIMETAL 8 E END

WHICH YAD GUANG PROPOSED WHEN HE I VERED ZHAD'S LETTER.

THAT TIMETAEBLE MAY HAVE N CONNEC W1TH THE NPC. ALTHOUGH

THE ANODYNE REFERENCE TO HONG KO! HAD'S OPENING STATEMENT
JUHE DID NOT COMVEY THE iM 510N 1 MUCH BUSIMESS ON

THE CHIMESE

™MID 1LMC L
DUR ING TEE




DOLLAR. CERTAIMLY THE
HOHG KONG SUCGESTS THAT
OF CO¥F | DEN F 59
I|MPORTANT . 2UT . SHOULD HOT LEAD US TO FORGET TH
CF POLITICAL JPPLSEL 00 ECONDMIC EACTORS IN TH
ERS' MIMDS. MOREOVER WE SHOULD R2E |LL-=ADVISED TO
COMFORT FROM IT AS LONG AS THE EVIDENCE CONTINUES TO
STAND WHAT
THAT

AGEHDA QUEST ION.
THAT THIS N B WITH VERY 3500# AFTER THE ELECTIOM
LINES SUGG M MY TELNOS 517 AND 51 AS YOU SAY INM
PARA 2, WE MU! i : THE PRESENT FAVOURABLE WIND. | AM
CONCERNED AB

HONG

CONSISTENT ONE
WITH DENG X1AQPING
PTEMBE! TALKS ABOUT ''HCW TO ENS
GOOD TRANSITIONAL PERIOD O EN YEARS AND WHAT WOULD
AFTER FIFTEEN YEARS''. WE ! ? THIS, AND
10 PROSPECT THAT THE
SUBJECT

FROM THE TALKS. MOREOVER, IT IS
LOGICALLY INESCAPABLE THAT, HAVIHG DISCUSSED ARRANG AFTER
1997, WE SHOULD TALK ABOUT THE INTERVENING PEPI10D. THE NEUTRAL
WORDING DOES NOT PREJUDICE OUR POSITION IN ANY WAY, IT WOULD
DIFFEREST IF THE CHINESE WERE INSISTING ON A
"'HOW BRITAIN CAW COOPERATE WITH CHINA
PERIOD' ",

8. SECONDLY, AN EXPLICIT REFERENCE [N THIS CONTEXT TO THE REQUIRE-
MENT THAT THECARRANGEMEMNTS ARE ACCEPTABLE TO THE PEOPLE OF HONG
NG, WITH ; T JH SINCE IT 1S COVERED IN THE
GENERAL REFE 0 Mt THATCH 5 ITER. MOREQVER IT IS
IMCONCE | VABL H H H e WOULD ; IT. THE FORMAL
CHINESE POSI BOM WHICH THEY WILL NOT DIVE ?J_, IS THAT THE
TALXS ARE STR BETWEEN CHINA AND BRITAIN. IF YWERE TO
AGREED FORMULATIOHN
LKS wWOULD BE

OR MIGHT NEVER BEIN AT ALL,
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FM HONG KONG 8718523Z

TO ROUTINE F C O

TELEGRAM NUMBER 771 OF 7 JUNE
INFO HONG RONG GOVERMMENT OFF ICE LONDOMN, PEKING
FUTURE OF HONG KONG : PRESS COVERAGE

ZHAO ZIYANG'S STATEMENT N HIS REPORT ON THE WORK OF THE
GOVERNMENT TO THE NPC THAT CHINA wOULD '"'RECOVER SOVEREIGNTY
OVER HONG KONG AT THE OPPORTUNE TIME AnD TAKE APPROPRIATE
MEASURES TO MAINTAIN ITS PROSPERITY'', IS GIVEN WIDE COVERAGE
IN TODAY'S PRESS. MOST PAPERS DRAWING ON A CHINA NEWS SERVICE
(CNS) DESPATCH NOTED THAT THIS WAS THE FIRST TIME THAT THE
SUBJECT OF RECOVERING SOVEREIGNTY HAD BEEN RAISED.IN CHINA'S
MOST AUTHORITATIVE FORUM. AN EDITORIAL IN THE COMMUNIST WEN Wl
PO STATED THAT IT WAS CHINA'S UNEQUIVOCAL POLICY TO REGAIN
SOVERE IGNTY WHILST MAINTAINING PROSPERITY. THE QUESTION NOW
WAS HOW TO RECOVER AND ADMINISTER HONG KONG WITHOUT CAUSING
EXCESSIVE DISRUPTION SO THAT PROSPERITY COULD CONTINUE.

2. REFERRRING TO ZHAQ'S STATEMENT THAT SOVEREIGNTY WOULD BE
RECOVERED WHEN THE MOMENT WAS ''OPPORTUNE'', BOTH THE FINANCIAL
DAILY AND WAH KIU YAT PO BELIEVED THAT THE MUMENT HAD NOT YET
ARRIVED AND THAT ZHAO'S STATEMENT CONTAINED NOTHING NEW.

HOWEVER, THESE PAPERS NOTED THE OMISSION OF A REFERENCE TO THE
MAINTENANCE OF ''STABILITY'' WHICH THEY INFERRED WAS AN INDICATION
THAT CHINA MIGHT RECOVER HONG KONG WITHOUT TAKING INTO ACCOUNT

ITS CONTINUED STABILITY.

3. THE CONTINUED PRESSURE ON THE HONG KONG DOLLAR EXCHANGE RATE
AGAINST THE U.S. CURRENCY HAS STIMULATED FURTHER EDITORIAL AND
OTHER PRESS COMMENT. AN EDITORIAL IN THE IMDEPENDENT MING PAQ
REFUTED THE ARGUMENT THAT THE HONG KONG DOLLAR'S DECLINE WAS DUE
LARGELY TO THE LOCAL ECONOMIC RECESSION AND THE STRENGTH OF THE
UsSe CURRENCY. IT TOOK THE YIEW THAT HONG KONG'S UNCERTAIN
POLITICAL FUTURE WAS THE MAIN CAUSE, AND THAT PEKING'S FREQUENT
PRONOUNCEMENTS ON THE FUTURE DID LITTLE TO DISPEL RESIDENTS GLOOM
SINCE THE CHINESE PROPOSALS DID NOT MEET THEIR WISHES.

L. ECONOMIC THEMES HAVE BEEN FURTHER COVERED BY THE HONG KONG
JOURNALISTS PRESENTLY IN SHANGHAI (WEBB'S TELELETTER OF 6 JUNE

TO MORRIS). TODAY'S REPORTS COVERED AN INTERVIEW GIVEN TO THEM

B8Y THE MAYOR OF SHANGHA|, WANG DAOHAN. WANG STRESSED THE
COMPLEMENTARY NATURE OF HONG KONG'S AND SHANGHAI'S ECONOMIES AND
SAID THAT BOTH CITIES SHOULD BEGIN NOW TO STUDY THEIR RELATIONSHIP
AFTER 1997 WHEN CHINA WOULD HAVE REGAINED SOVEREIGNTY OVER HONG
KONG. HE UNDERSTOOD THAT SOME BUSINESSMEN WERE WORRIED ABOUT THE

RESTRiCTE D / CRRITORIES




RESTRICTED
TERRITORIES' FUTURE BUT ACCORDING TO THE HONG KONG STANDARD SOUGHT
TO REASSURE THEM THAT ''AS A SPECIAL ADMINISTRATIVE REGION, THE
PLACE WOULD HAVE ITS MARKET £COHOMY REMAINING UNCHANGED EVEN IF IT
IS TO BECOME A LINK !N THE CHINESE ECONOMY'',
5. ALTHOUGH THERE HAS BEEWN LITTLE FOLLOW-UP OF THE iT
"'"WRITTEN RESPONSE'' TO THE JOURMNALISTS QUESTIONS (MY TELNO 258)
A FEW NEWSPAPERS (WEN W! PO AND WAH KIU YAT PO) HAVE ECHOED A
CALL FOR ''MUTUAL UNDERSTANDING OF COMMON OBJECTIVES'' 3Y CHINA
AND THE UK. THE QUOTE CAME FROM A CNS COMMENTARY ON 3 JUNE WHICH
CALLED FOR CLOSER COOPERATION BETWEEN BRITAIN AND CHINA Il THE
FIELDS OF INVESTMENT AND TECHNOLOGY TRANSFER. THE COMMENTARY
REFERRED TO FRIENDLY EXCHANGES BETWEEM THE TwO COUNTRIES AND CITED
VISITS BY THE ROYAL BALLET AND WATFORD FOOTBALL TEAM AS WELL AS
THE AWARD OF THE FIRST OIL EXPLORATION CONTRACT TO A CONSORTIUM
HEADED BY BRITISH PETROLEUM.
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AMENDED DISTRIBUTION - 7 JUNE 1983

UESKBY PEKING 2788302

Fil HONG KONG 3737447 JUN

TO IMMEDIATE F C O

TELEGRAM HUMBER 766 OF 7 JURE

INFO IMHMEDIATE PEKING (PERSONAL FOR AMBEASSADUR)

FUTURE OF HONG KONG : YOUR TELNO 358 TO PEKIHG : PARA 4.

EXCO HAD NOT OF COURSE AT THAT POINT BEEN CONSULTED ON THE
ROPOSED AGENDA. GIVEN THE PACE OF DEVELOPMENTS | ARRANGED A
RELIMINARY DISCUSSION AT EXCO THIS MORNING AND THERE WILL BE

A FULLER DISCUSSION AT THE REGULAR MEETING ON THE FUTURE TOMORROW.
2. THE INITIAL CONCERN iN EXCO CONCENTRATED ON WHAT THE PUBLIC
REACTION WOULD BE HERE IF THE CHINESE LEAXED THE AGENDA. SOME
MEMBERS THOUGHT THAT IF THEY DID, ANY REFERENCE TO THE ''TRANSFER
OF SOVEREIGNTY'' COULD BE INTERPRETED BY THE PUBLIC AS INDICATING
THAT SOVERE IGNTY HAD ALREADY BEEN CONCEDED.

3. | SPDKE ON THE LINES OF PARA 11 OF PEKING TELNO 517 BuT
IT WOULD BE HELPFUL IF | COULD HAVE THE AMBASSADOR'S VIEWS ON
THE FOLLOWING POINTS WHICH CAME UP TODAY.

4. HOW FIRM AN ASSURANCE MIGHT WE GET FROM THE CHINESE THAT
THEY WOULD NOT PUBLISH? COULD WE FOR EXAMPLE MAKE THIS A FORMAL
CONDITION OF OUR AGREEMENT?

5« IF THERE REMAINS NEVERTHELESS A DANGER OF THE CHINESE LEAKING

THE AGENDA, WHAT ARE THE PROSPECTS OF HOLDING OUT FOR -

(A) THE OMISSION OF THE WORDS ''TRANSFER GF'' BEFORE ''SOVEREIGNTY'!
(I TOLD EXCO THAT THE AMBASSADOR HAD ALREADY TRIED THIS),

(B) THE ADDITION OF SOME WORDS TO DILUTE FURTHER ANY IMPLICATION
THAT TRANSFER HAD BEEN AGREED.

6. WOULD IT BE THE INTENTION TO GET FORMAL CONFIRMATION FROM
YAO GUANG THAT THE CHINESE ACCEPTED OUR ORDER OF DISCUSSIONS?
IF S0, WOULD WE TRY TO GET IT CONFIRMED IN THE AGENDA FORMULA?

SECRET /1. THE




7. THE POINTS MADE ABOVE COULD BE MET BY E.G. INSERTING SOMETHIWG
LIKE ''PROPOSED'' BEFORE ''TRANSFER OF SOVEREIGNTY'' AND "U'IN
THAT ORDER'' AFTER THAT PHRASE. WOULD THE AMBASSADOR THINK THIS
WORTH TRYING EVEN IF THEY WERE NOT MADE STICKING POINTS?

3. WHAT KIND OF FORMULA DOES HE HAVE Il MIND FOR THE ANNOUNCEMENT -
(PARA 12 OF HIS TELNO 317).

9, ANY ADDITIONAL COMMENT WHICH PEKING COULD OFFER TO REACH
ME BY 282230Z WOULD BE VERY HELPFUL.
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DD 070100Z PEKING
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SECRET

DESKBY 070100Z

FM FCO 062107Z JUNE 83

TO IMMEDIATE PEKING

TELEGRAM NUMBER 350 OF 6 JUNE

AND REPEATED TO FOR INFO IMMEDIATE HONG KONG (PERSONAL FOR
GOVERNOR FROM PUS)

PERSONAL FOR AMBASSADOR FROM PUS

YOUR TELNOS 517 AND 518 AND HONG KONG TELNO 760: FUTURE OF
HONG KONG

1 THE SECRETARY OF STATE THOUGHT THAT IT WOULD BE WRONG FOR
10U TO PURSUE, EVEN ON A STRICTLY PERSONAL BASIS, THE LINE
RECOMMENDED IN PARAGRAPHS 13 AND 14 OF YOUR FIRST TUR AS
AMENDED BY YOUR SUBSEQUENT TELEPHONE CONVERSATION WITH ZHOU NAN,

UNLESS IT WAS CLEAR THAT THE PROPOSED WORDING FOR THE AGENDA
WAS ACCEPTABLE TO THE PRIME MINISTER. I HAVE JUST HAD AN HOUR
WITH HER AND WE WENT INTO THE MATTER IN SOME DEPTH ALTHOUGH SHE
HAD TO PREPARE FOR YET ANOTHER SPEAKING ENGAGEMENT IN THE
ELECTION CAMPAIGN. SHE IS NOT WHOLLY HAPPY WITH WHAT IS
PROPOSED AND WANTS MORE TIME TO REFLECT. FURTHERMORE, SHE
THINKS THAT IT WOULD BE CONSTITUTIONALLY WRONG TO COMMIT HERSELF
TO QUITE A MAJOR STEP IN THE NEGOTIATIONS WITH THE CHINESE IN
THE LAST DAYS OF THE ELECTION CAMPAIGN. SHE IS CONCERNED THAT
IN THE FORMULA IN PARAGRAPH 14 OF YOUR FIRST TUR THE REFERENCE
TO ARRANGEMENTS IN HONG KONG BETWEEN NOW AND 1997 GIVES THE
CHINESE A NEW STATUS IN THE SITUATION. SHE ALSO THINKS THAT IF
SPECIFIC SUBJECTS ARE QUOTED THEY SHOULD INCLUDE POINTS FROM HER
LETTER LIKE THE REQUIREMENT THAT THE ARRANGEMENTS ARE ACCEPTABLE
TO THE PEOPLE OF HONG KONG IN ADDITION TO THE THREE FROM PERMIER
ZHAO'S (I ARGUED THAT THE ORDER HAD BEEN CHANGED AND
THAT THE WORDING HAD BEEN CONSIDERABLY IMPROVED FROM OUR POINT OF
VIEW). WE CAN OF COURSE DISCUSS THESE POINTS FURTHER AFTER THE
ELECTION.

/2.
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2. FOR THE TIME BEING THE IMPORTANT OBJECTIVES ARE TO KEEP THE
CHINESE IN PLAY AND NOT TO LOSE THE FAVOURABLE DEVELOPMENTS
ARISING FROM YOUR TWO TALKS WITH ZHOU NAN AND ALSO TO AVOID ANY
PUBLIC STATEMENT FOLLOWING THE NATIONAL PEOPLE'S CONGRESS WHICH
WE WOULD HAVE TO REFUTE.

3. IN THESE CIRCUMSTANCES I SUGGEST, UNLESS YOU SEE STRONG
OBJECTION, THAT YOU ARRANGE A FURTHER MEETING WITH ZHOU NAN AND
TELL HIM THAT MINISTERS ARE PREOCCUPIED WITH THE ELECTION AND
HAVE NOT BEEN ABLE TO CONSIDER THE POSSIBLE FORMULA FOR GETTING
THE TALKS STARTED. IT WOULD IN ANY CASE BE CONSITUTIONALLY
WRONG FOR THEM TO TAKE DECISIONS OF THIS IMPOREANCE IN THE LAST
DAYS OF THE ELECTION CAMPAIGN. IF THE PRIME MINISTER IS
RE-ELECTED YOU ARE SURE THAT SHE AND HER COLLEAGUES WILL FOCUS
ON THE MATTER AT THE EARLIEST POSSIBLE OPPORTUNITY. YOU SHOULD
ADD THAT YOU GREATLY HOPE THAT MEANWHILE THERE WILL BE NO
STATEMENTS MADE, EG AT THE NATIONAL PEOPLE'S CONGRESS, WHICH

COULD GIVE A MISLEADING IMPRESSION ON THE POSITION 30 FAR
REACHED OR ANY SUGGESTION THAT THE BRITISH HAVE ACCEPTED TRANS-

FER OF SOVEREIGNTY AS A FOREGONE CONCLUSION. SUCH SUGGESTIONS
WOULD BE VERY DAMAGING TO CONFIDENCE IN HONG KONG AND NO BRITISH
GOVERNMENT COULD BE EXPECTED TO NEGOTIATE ON THAT BASIS. WE
HAVE MADE OUR POSITION CLEAR AND WE SHALL NOT BACK-TRACK FROM IT.
IT WOULD BE VERY UNDESIRABLE IF WE WERE FORCED TO REACT

PUBLICLY TO ANY PUBLIC STATEMENT BY THE CHINESE, THEREBY
JEOPARDISING THE START OF THE TALKS WHICH WE BOTH WANT TO BEGIN
AS SOON AS POSSIBLE.

4. THE GOVERNOR SHOULD EXPLAIN TO EXCO THAT THE PRIME MINISTER
HAS NOT FELT ABLE TO TAKE A DECISION ON THE PROPOSED FORMULA

AT THIS STAGE. FOR SIR E YOUDE'S PERSONAL INFORMATION, THE PRIME
MINISTER WONDERED WHETHER EXCO HAD REALLY FOCUSED ON THE RISKS
WHICH SHE WAS INCLINED TO SEE. I SAID THAT IT WOULD BE UNWISE TO
STIR THEM UP TO OBJECT IF THEY WERE NOT DISPOSED TO DO SO, IT
WOULD HOWEVER BE USEFUL TO SIR E YOUNDE'S CONFIRMATION THAT THEY SEE
NO PARTICULAR DANGERS OR HOSTAGES TO FORTUNE IN THE FORMULA
PROPOSED.
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From the Principal Private Secretary 6 June 1983

FUTURE OF HONG KONG: AGENDA FOR THE TALKS

Thank you for your letter of today, which the Prime Minister
discussed with Sir Antony Acland this evening.

The Prime Minister agreed that we should seek to keep open the
channel of communication through Zhou Nan and should use it to warn
the Chinese Government not to use the occasion of the National
Peoples Congress to make a false statement about our position on
sovereignty which would have to be denied by us and would be in
nobody's interest. But she felt that the proposals about the agenda
raise substantive issues which it is difficult, and would be
constitutionally improper, for her to settle in the three days
before a General Election. The Prime Minister suggested that
Sir Percy Cradock should explain these difficulties to Zhou Nan and
assure him that, if she is re-elected, she will turn her attention
to these matters on the earliest occasion when she can discuss them
with her colleagues after the General Election.

On the substance of the agenda, the Prime Minister was con-
cerned that the inclusion of "arrangements in Hong Kong between now
and 1997" might introduce a new principle by conceding for the first
time the Chinese had some right to be involved in Hong Kong's
internal affairs before 1997. She also commented that she would
be helped if there was some reference to acceptability to the people
of Hong Kong, and she would think further about the formula relating
to sovereignty.

If the Government is re-elected, we will seek to arrange a meet-
ing of Ministers next week to discuss these matters in time for the
Prime Minister to report to Cabinet next Thursday if necessary. In
the meantime Sir Antony Acland said that he would send instructions
to Sir Percy Cradock on the lines of paragraph 2 above.

John Holmes, Esq.,
Foreign and Commonwealth Office.
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Deor Cobiw,

Future of Hong Kong: Agenda for the Talks

As the Prime Minister will be aware, Sir Percy Cradock's
last meeting with his Chinese interlocutor, Yao Guang, was not
very productive. Yao insisted that the agenda for the substantive
talks should be the three points in Premier Zhao's letter and
appeared reluctant to make any comment on our own proposal to
avoid a formal agenda and that the first meeting be used for
initial statements from both sides. The meeting ended with
Yao saying that the Chinese side would consider our ideas and
that he would summon the Ambassador when they were ready to
reply.

At the end of last week the Assistant Foreign Minister,
Zhou Nan, claiming to be speaking informally but clearly
acting on instructions, discussed the agenda for the talks
further with the Ambassador privately at a National Day
reception in Peking. Zhou argued for the acceptance of the
three points in Zhao's Tetter but said that the Chinese were
ready to accept oUr preferred order of discussion of these
points ie arrangements after 1997, arrangements pre-1997 and
finally sovereignty;but they naq to be formally on The agenda
in par¥1cu1ar the last. Discussion thereafter focussed on an
acceptable means of referring to sovereignty. Zhou appeared
to accept that simply to refer to 'the form of transfer of
sovereignty' would be incompatible with our position, and
suggested 'the factors relating to the transfer of sovereignty'.
Sir P Cradock, who made clear throughout that he was speaking
only on a personal basis, said that he would reflect on this.
(I enclose a copy of Peking telno 517 which gives an account of
this discussion and Sir P Cradock's comments on it).

Zhou telephoned Sir P Cradock again on the morning of
6 June to ask if we had any reactions to his ideas., He pressed
very hard for a further talk early this week. They discussed,
again on a personal basis, possible formulas for the agenda,
Zhou suggested this time that the formula relating to sovereignty
should read 'matters relating to a transfer of sovereignty',
(I enclose a copy of Peking telno 518 recording this further
conversation).

i1t
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It is clear from these conversations that the Chinese
are anxious to reach agreement quickly on the basis for
substantive talks., The immediate pressure probably stems
from the fact that the National Peoples Congress is currently
meeting and closes on 12 June. The Chinese may well want to
have the basis of the talks settled in time to say something
about them during the Congress, and this may have led them
to make two considerable concessions on the agenda, firstly
by accepffﬁé an_order for Premier Zhao's three points which
conforms with the logical sequence of discussion implicit in
our position; and secondly by being prepared to vary the
formula in Zhao's letter about the 'form of transfer of
sovereignty'.

Sir P Cradock and Sir E Youde both take the view that
we should take advantage of this welcome (and somewhat
surprising) flexibility. On the other hand we must avoid
falling into a trap. The Chinese may, as on previous occusions,
misSrepresent our position publicly. It is obviously very
important that we prevent them from making any statement on
the talks during the Congress which wouldsuggest that we had
given way to them on the issue of sovereignty. Sir P Cradock
has already pointed out forcibly to the Chinese that any such
statement would seriously affect confidence in Hong Kong and
that we _would have to react strongly to it, but this message
needs ramming home further, Mr Pym therefore believes that
there would be advantage in the Ambassador being instructed
to go back to Zhou Nan, once the Governor has touched base
with Exco (with whom he expects no problem), both to reinforce
the poinit about public presentation and to keep the Chinese
in play as far as the agenda is concerned. We believe that
pursuing the contact in this way 1s more likely to prevent
them from making an unhelpful statement in the next Tew days.
In Mr Pym's view, Sir P Cradock should say to the Chinese that
the demands of the election here mean that he can only speak
on a personal basis for the moment but that on this basis he
believes that the agenda on the lines so far discussed could
prove acceptable to HMG when Ministers are free of their
present preoccupations. He would at the same time speak
stroneg on the need to avoid damaging public statements.

The existence of the elections gives Sir P Cradock a
convenient pretext for continuing to talk to the Chinese on
a personal basis. This device will keep up the momentum and
offer” an opportunity to impress on the Chinese again the
conditionality of our offer and the importance of avoiding
a public row. It will also buy some time. However in Mr
Pym's view the Ambassador can only proceed if the Prime
Minister would in fact accept a formula on the lines he
will be discussing with the Chinese, if that is the end
result of the discussions. This would not of course be
revealed to the Chinese at this stage but it would avoid
any risk of having to disown Sir P Cradock. Even though
he will have stressed that he was speaking personally, this
would damage his credibility in the future.

CONFIDENTIAL COVERING SECRET
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If we use this tactical ploy, clearly we need to go
back to the Chinese at once. If the Prime Minister is
/ content therefore we propose to send the enclosed telegram
of instructions tonight.

(J E Holmes)
Private Secretary

Robin Butler Esq
Private Secretary
10 Downing Street

CONFIDENTIAL COVERING SECRET
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FROM FCO 6 JUNE 83

TO IMMEDIATE PEKING

TELEGRAM NUMBER

AND TO IMMEDIATE HONG KONG

PERSONAL FOR AMBASSADOR

YOUR TELNOS 517 AND 518 AND HONG KONG TELNO 760: FUTURE OF
HONG KONG

< We agree that this is a helpful development but it will

need firm and careful handling to avoid Chinese public

exploitation on misleading lines, which would be particularly

difficult to handle in present circumstances here.

o Ministers here have not been able to consider the latest

ideas in detail but in the circumstances we agree to action

as follows. Your general aim should be to keep the Chinese in
play on the agenda for the moment, while preventing them from

making any unhelpful public statement.

S The Governor should touch base with EXCO on 7 June.

4, Once Sir E Youde has confirmed that this has been done you
should arrange a further meeting with Zhou Nan. At this you

should seek to slow down the pace at whggh the Chinese appear to

Private Office
Future of Hong Kong

JOHN HOLMES




OUT TELEGRAM (CONT)

Classification and Caveats

SECRET IMMEDATE

>>2>2
be driving. You should say that Ministers are ebwviousty
preoccupied with the Election. This is why all that you have
been saying so far has been on a personal basis only. Having
emphasised that you are still speaking without clearance by
Ministers, you should pursue the line recommended in paras
13 and 14 of your first TUR as amended by your subsequent
telephone conversation with Zhou Nan. In other words e Y@\
't?JSQ 'matters relating to a transfer of sovereignty' i: m Gy
Likedty-to prove acceptable. We leave it to your discretion
whether to leave out the words ' for HonE Kong' and ' in 'Hong
Kong' (Hong Kong TUR para 3). If you think they can be
retained without causing a dispute we should prefer this.
D' You should say that we continue to attach the greatest
importance to the conditions in the Prime Minister's letter.
Li—app#@pa#a&a‘You should add that HMG would have to react
strongly if statements were made, eg at the National Peoples
Congress, to the effect that the British had accepted transfer
of sovereignty as a foregone conclusion. Such suggestions
would be very damaging to confidence in Hong Kong and no
Government could be expected to negotiate on that basis. We
have made our position clear and we shall not backtrack on it,

but arrangements for the future must be considered as a whole.

6 If Zhou takes UE the question of a joint announcement

'tﬁm whiaa, e A (owa
you should say thatd:t would not

further encouragement to the idea that substantive talks were

J =i -
elp confidence to give

only just beginning after nine months of contacts. A better
line might be that, following helpful exchanges, the talks
had now reached a new stage and both sides looked forward to
further progress. (Hong Kong would make a separate
announcement about participation by the Governor). We would

certainly not (not) favour an announcement which quoted the
33

34

agreed formula on the agenda. We should preserve

confidentiality.

NNNN ends Catchword
BLANK
telegram Pym
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TO IMMEDIATE FCO

TELNO 518 OF 6 JUNE

RPTD HONG KONG (PERSONAL FOR GOVERNOR).

MY TELNO 517: FUTURE OF HONG KONG

1. | WAS TELEPHONED THIS MORNING BY ASSISTANT FOREIGN MINISTER
ZHOU NAN, WHO ASKED IF WE HAD ANY REACTIONS TO HIS IDEAS PUT
FORWARD ON 2 JUNE (MY TUR). | SAID | HAD NO INSTRUCTIONS AS YET,
BUT WE WERE NATURALLY GIVING CAREFUL THOUGH TO WHAT HE HAD SAID
AND | HOPED | MIGHT BE ABLE TO SUGGEST A CHAT, PERHAPS OVER
LUNCH, ABOUT THE END OF THIS WEEK.

2. ZHOU SAID THAT WOULD BE VERY NICE BUT SUGGESTED IT MIGHT BE
RATHER LATE. VICE MINISTER YAO GUANG WAS PLANNING TO SUMMON ME
ON 7 OR 8 JUNE. | SUGGESTED IT WOULD BE BETTER TO POSTPONE
SLIGHTLY THE MEETING WITH YAO GUANG UNTIL 1| HAD HAD A CHANCE FOR
ANOTHER CHAT WITH ZHOU NAN. HE SAID HE WOULD HAVE TO SEEK
AUTHORITY FOR THIS, BUT LEFT THE IMPRESSION THAT IT COULD BE
MANAGED. HE PRESSED ME VERY HARD TO MEET HIM OR AT LEAST TALK
FURTHER EARLY IN THE WEEK.

3. ZHOU ASKED WHAT WERE THE CONSIDERATIONS IN OUR MINDS ABOUT
HIS PROPOSALS. | SAID | HAD EXPLAINED THEM AS FULLY AS | COULD
ON A PERSONAL BASIS ON 2 JUNE. HE ASKED AGAIN WHAT WAS THE
FORMULA WE HAD DISCUSSED. 1| REHEARSED IT FCR HIM AS FOLLOWS:
''ALL SUBJECTS IN THE TWO LETTERS, INCLUDING ARRANGEMENTS
AFTER 1997, ARRANGEMENTS BEFORE 1997, AND FACTORS RELATING TO
A TRANSFER OF SOVERIGNTY''. ZHOU DENIED THAT HE HAD SAID
"'"FACTORS''. HE CLAIMED HE HAD SAID ''MATTERS''. | SAID IF
*'"MATTERS'' WERE SUBSTITUTED THE PHRASE SHOULD BE ''MATTERS
AFFECTING A TRANSFER OF SOVEREIGNTY''. ZHOU SAID HE DID NOT LIKE
'"YAFFECTING'': IF WE COULD NOT HAVE ''MATTERS RELATING TO A
TRANSFER OF SOVEREIGNTY'' IT WOULD BE BETTER TO GO BACK TO A
RECITAL OF THE WORDS IN ZHAO'S LETTER, OR SOMETHING LIKE
'*ARRANGEMENTS AS WELL AS PROCESSES FOR TRANSFER OF
SOVEREIGNTY'', | SAID THAT WOULD NOT DO.

4, IT WAS LEFT THAT | wWOULD TRY TO CONTACT HIM WITH THE NEXT
48 HOURS, GIVING HIM A REACTION. ZHOU EMPHASISED THAT HE WAS

SPEAKING PERSONALLY: SO DID 1. SECRET /cor-lr'u:'N'i'
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COMMENT

5. TH1S CALL AND THE WARNING OF AN EARLY SUMMONS BY YAO GUANG
SUGGESTS THE CHINESE ARE IN A HURRY TO GET SUBSTANTIVE TALKS
GOING. ONE FACTOR MIGHT BE THE STATE OF THE HONG KONG DOLLAR,

BUT ANOTHER IS LIKELY TO BE THE NPC SESSION OPEING TODAY. THE
CHINESE MAY WISH TO MAKE AN ANNOUNCEMENT OF TALKS IN THE

COURSE OF THE NPC AND PUT IT ABOUT THAT BRITISH CONCESSIONS ON
SOVERE IGNTY HAVE MADE THIS POSSIBLE. THIS UNDERLINES THE NEED FOR
A FARNING TO THEM AS IN PARA 11 OF MY TUR AND FQR CARE OVER ANY

" PUBLIC ANNOUNCEMENT.

6. | SEE EVERY ADVANTAGE IN ARRANGING ANOTHER CHAT WITH ZHOU
NAN BEFORE A FORMAL MEETING WITH YAO GUANG, AND SHOULD BE
GRATEFUL FOR AUTHORITY BY 080100Z TO REPLY TO HIM, IF ONLY ON
THE TELEPHONE. | HOPE THAT THE GOVERNOR WILL BE ABLE TO TOUCH
BASE WITH EXCO, OR AT LEAST S Y CHEUMG ON TUESDAY.

7. ON SUBSTANCE, WE HAVE NOW GOT WITHIN STRIKING DISTANCE OF AN
AGREED FORMULA. THE BACKSLIDING ON ''FACTORS/MATTERS'' IS A

PITY BUT | DO NOT THINK IT HAS ANY SUBSTANTIAL SIGNIFICANCE.
'*'MATTERS RELATING TO A TRANSFER OF SOVEREIGHTY'' WOULD, AS |

SEE IT, BE SAFE FOR OUR SIDE. LOGICALLY THERE |S LITTLE
DIFFERENCE BETWEEN THIS AND ''FACTORS RELATING TO .....''. ONE
REASON FOR THE CHINESE CAUTION OVER THIS COULD BE THAT THE
CHINESE TERM FOR "'FACTORS'' (YINSU) IS A STRONGER TERM THAN WITH
US, CARRYING A GREATER FLAVOUR OF CONDIONALITY. THE SUBSTITUTION
OF THE INDEFINITE FOR THE DEFINITE ARTICLE IN THE FORMULA EXCITED
NO INTEREST, AT LEAST AT THIS EARLY STAGE.

CRADOCK
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17 OF 3/6/83

TO IMMEDIATE HONG KONSG

1. AT THE ITALIAN NATIONAL DAY RECEPTION ON 2 JUNE, ASSISTANT

FORSIGN MINISTER ZHOU NAN TCCK ME AS|DE

e TR TR § ot X
| = 5% Ao |

AND ASKED WHEN

WE WOULD BE READY TO DISCUSS THE AGENDA, SAID THE LAST MEETING
HAD ENDED WITH YAQ GUANG SAYING THE CHINESE SIDE WwOULD CONSIDER
YUR | DEAS AND HE WOULD SUMMON ME WHEMN THE JEPE READY. ZHOU SAID
TE HOPED WE WERE ALSD COMSIDERING THE CHINESE PROPOSALS. WYY COULD
WE NOT ACCEPT THE THREE POINTSIN ZHAQ'S LETTER? IT WAS A VERY
REASONABLE PROPOSAL. | EXPLAINED WE COULD NOT ACCEPT ONE SIDE'S
C

TTER AS THE BASIS FOR DISCUSSION. WHAT WAS NE WAS SOMETHIHG

LIKE A GENERAL REFERENCE TO THE SUBJECTS IN THE TwO PRIME MINISTERS'

LETTERS.

2. ZHOU SAID THAT THE CHINESE-WERE READY TO ACCEPT OUR ORDER OF
DISCUSSION, I|E ARRANGEMENTS AFTER 1997, PRE-1997, AND FIMALLY,
SOVERE IGNTY, BUT THERE MUST BE A MENTION OF THE THREE, IN

PART ICULAR SOVEREIGNTY. I SAID 1 WAS AWAITING INSTRUCTIONS AND ANY
COMMENTS | MADE WOULD HAVE TO BE OM A PURELY PERSOHAL BAS|S.

BUT | SUGGESTED WE SHOULD AVOID TRYING TO PARTICULARISE TOO MUCH.
IT WOULD SIMPLY BRING US TO FACE TOO EARLY REMAINING DIFFERENCES
OF PRINCIPLE BETWEEN THE TWO SIDES. MOREOVER, IF WE TRIED TO LIST
DETAIL THE AGENDA FOR A WHOLE SERIES OF TALKS, THERE WOULD BE A
DANGER THAT WE WOULD DISCOVER LATER THAT WE HAD MISSED IMPORTANT
POINTS OUT. WHY COULD WE NOT BE CONTENT WITH A GENERAL REFER-
ENCE TO THE POINTS IN THE TWO LETTERS?

3. ZHOU INDICATED THIS WOULD NOT BE ENOUGH, HE SUGGESTED THAT
AFTER A CENERAL REFERENCE TO THE SUBJECTS IN BOTH PRIME MINISTERS'
LETTERS, WE SHOULD LIST THE THREE IMPORTANT TOPICS. | ASKED HIS
REACTION ON A PERSOMAL BASIS TO A FORMULA LIKE ''THE SUBJECTS

IN BOTH LETTERS, INCLUDING THE ARRANGEMENTS AFTER 1997, PRE-
1997, AND THE [ISSUE OF SOVEREIGNTY''. HE SAID ''THE ISSUE

OF SOVEREIGNTY'' WOULD NOT DO. THERE HAD TO 3E A REFERENCE TO
TRANSFER OF SOVEREIGNTY AS IN ZHAQO'S LETTER. | EXPLAINED THAT MRS
THATCHER HAD MADE |T PLAIN THAT SHE WAS PREPARED TO MAKE REC=-
OMMENDATIONS TO PAPLIAMENT ON THE SUBJECT IF THE OTHER ASPECTS
PROVED SATISFACTORY. AS | HAD ALREADY EXPLAINED TO YAD GUANG,

THE DIFFICULTY WITH THE FORMULATION |N ZHAO'S LETTER WAS THAT IT
TOOK TRANSFER OF SOVEREIGNTY AS A FOREGONE CONCLUSION,
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T« ZHOU AID WE WOULD NEED TO THINK ABQUT THE FORM OF

PUBLIC MENT THAT OFFICIAL TALKS HAD DEGUN. | SAID THIS
OF OUR PROBLEMS., |IF WE COULD SETTLE THE QUESTION

OF THE THEN THE REST WOULD BE RELAT|VELY EASY. HE

AGREED THE AGENDA WAS THE ONLY REAL PROBLEM,

COMMENT

8. ZHOU NAN IS A RELATIVELY RECENT ACQUISITION TO THE FOREIGN
MINISTRY AS THE ASSISTANT MINISTER RESPONSIBLE FOR WESTERN
EUROPE. HE WAS PREVIOUSLY 12 YEARS AT THE UN, MAINLY RESPONSIBLE
FOR THE CHINESE DELEGATION'S CONTACTS WITH OTHER Ul

DELEGATIONS. HE IS EXPERIENCED, INTELL | GENT,

SMOOTH AND WITH EXCELLENT ENGLISH. IT IS POSSIBLE TO DO BUSINESS
WITH HIM RELATIVELY PAINLESSLY. SINCE HE WOULD NOT HAVE MADE THIS
APPROACH W ITHOUT INSTRUCTIONS, IT IS CLEAR THAT HE 1S READY TO
TAKE A LARGER PART IN THE DISCUSSIONS. GIVEN THE DEFICIENCIES

OF YAO GUANG, THIS 1S ONLY TO BE WELCOMED,

9« ZHOU'S INTERVENTION CONFIRMS THAT THE CHINESE WANT TO GET
Ol WITH THE TALKS, THOUGH OF COURSE ON AS FAVOURABLE TERMS
AS POSSIBLE. THE SUGGESTION THAT THEY AQE PREPARED TO REVERS

SECRET




THE 3 POINTS WOULD, IF COMFIRMED,_DE AN [MPORTANT
AND '-’-'L-"‘- :u.-.f.: WITH THE LOGIGCAL SEQUEMNCE IMPLICGIT
MIMISTER'S LETTER. N ADDITION IT APPEARS THAT THE
'aY BE READY TO DISCUS3 VARIATIONS TO THE FORMULA
74AD'S LETTER RELATING TO ''FORM OF TRANSFER OF SOVEREIGNTY'',
THOUGH 1T IS VERY CLEAR THAT THEY WILL
VITRANSFER "
10. | STRONGLY URGE THAT WE SHOULD NOT
RCFERCNCE AT ALL TO ''TRANSFER OF SOVERE
NOT ONLY 1S IT CLEAR THAT THE CHINESE WILL INSIST ON
IS ALSO A LOGICAL REQUIREMENT OF OUR Owh POSITIOMN
THAT IF CERTAIN CONDITIONS ARE MET SHE WILL RECOMMEND TO
|AMENT A TRANSFER OF SOVERIEGNTY. IT FOLLOWS THAT UNLESS
THE TALKS BREAK DOWN OR DEADLOCK (WH
S
T

|
ke
=

AT A CERTAIN STAGE DISCUSS THE TRAN

2ui e ..
TO AGREE ¢ BEING OM THE ACENDA WOULD

BACK ING AWAY FROM THE PM'S

cH
ER OF SOVEREICH
E

11. OF COURSE IF WE DO ACCEPT THE REFERENCE TO ''TRANSFER'' WE
SHALL MEED TO REAFFIM ORALLY TO THE CHINESE THAT THE PM'S
COMMITMENT 1S CONTINGENT ON HER CONDITIONS BEING

MET, AND INDEED THAT THERE WOULD BE NO POINT IN HER MAKING

A PROPOSAL TO PARLIAMENT IF THEY WERE NOT MET. MOREOVER |

THINK WE SHOULD TELL THE CHINESE THAT |F THERE WERE ANY PUBLIC
CLAIM THAT THE UK HAD ALREADY AGREED TO TRANSFER SOVERE IGNTY WE
SHOULD HAVE NO ALTERNATIVE BUT TO MAKE PUBLIC THE CONDITIONS

IN THE PM'S LETTER. OTHERWISE THE EFFECT ON CONF IDENCE [N

HONG KONG WOULD BE DISASTROUS.

12. THIS 1S PARTICULARLY IMPORTANT [N VIEW OF THE APPARENT CHINESE
DESIRE FOR AN ANNOUNCEMENT OF THE START OF OFFICIAL TALKS,

WHICH WILL HAVE TO BE LOOKED AT VERY CAREFULLY. WE SHALL HOT

WISH TO IMPLY THAT WE HAVE NOT HITHERTO BEEN TALKING,

OR THAT WE ARE ONLY TALKING MOW BECAUSE WE HAVE CONCEDED SOQOV~-

ERE IGNTY. BUT WE NEED TO EXPLORE THE CHINESE POSITION ON THIS

MORE FULLY.

13. | SHOULD LIKE TO TAKE UP ZHOU'S INVITATION TO CONTACT HIM
ABOUT THIS, PROBABLY BY INVITING HIM TO LUNCH, IF POSSIBLE
MEXT WEEK. | SHOULD LIKE AUTHORITY TO DISCUSS WITH HIM A POSSIBLE
AGENDA ON THE FOLLOWING LINES:

(1) ARRANGEMENTS FOR HONG KONG AFTER 1997

(2) ARRANGEMENTS IN HONG KONG BETWEEM NOW AND 1997

(3) FACTORS RELATING TO A TRANSFER QF SOVEREIGNTY.
| WOULD ALSO MAKE THE CAVEATS MENTIONED IN MY PARA 11 ABOVE.

SECRET

IS ALL TOO PUbS1ULE] WE MUST



o i

FECT OF THIS
£ FOLLOWING
434

s
1o

3 KONG SHOULD BE DISCUSSED,

RS THATCHER'S LETTER

e E ol 4 | MY
LY

DETNEE N
SOVEREIGHTY «

15. IM SUGGESTING THE WORDING OF PARA 13 (3) ABOVE
A PHRASE SUCH AS ''FACTORS GOVERNING A TRANSFER OF

,‘- - e [.-_.-\

1.{(1.;!" r._", T"':IS :OE“ W F‘ﬁ"SLn.E .<'..|_|_
SURE THAT IT ADDS MUCH. THE SUBSTITUTION OF
ARTICLE IS THE MAIN POINT: IF NECESSARY, WE M|GH OMSIDER DROPPING

INTE
ARTICLE. SINCE THERE wOULD BE NC NEED FOR A CHANGE
CHINSESE TEXT, BECAUSE | DOES NOT HAVE ARTICLES,
WE MIGHT GET AWAY WITH

BE NOTED THAT SUCH AN OCCASICN wCULD NOT
MAL TALKS, AND THAT AY PROPOSAL | FLOATED
ZHOU NAN WOULD NOT BE FORMALLY OM THE RECORD AT THIS

FUTUZE OF EONG EOKG

ILDOT™D COPIES TO

g//gégn SIR I SINCLATR IEGAL ADVISER
FEI MR BURROWS LEGAL ADVISERS
ED/FLLERING ETLFF MR ROEERTS NEWS D

ED/FUSD
PE MR MARTIN ASSESSMENTS STAFF

PE/M2 EUED CABINET OFFICE
PS/IOZD EELSTEAD MB FIOWER FUSD

PS/FUS MR COLES NO 10 DOWNING S’I‘
IR J BULLARD ‘bm.. A .PArRsoN

¥R GIFPLED
SECRET

MR DORALD




A

The National Archives

LETTERCODE/SERIES

(one piecel/item number)

Extract/ltem details:

/%/;@W-TM 4 % W 2 Qe 1987

JXJWf Det 1995 ((oAer)

CLOSED FOR ..... g.{..YEARS

UNDER FOI EXEMPTION

RETAINED UNDER SECTION 3(4)
OF THE PUBLIC RECORDS ACT 1958

TEMPORARILY RETAINED

MISSING ON TRANSFER

MISSING

NUMBER NOT USED




Instructions for completion of Dummy Card

Use Black Pen to complete form
Use the card for one piece/item number only

Enter the Lettercode, Series and Piece/ltem references clearly
e.g.

LETTERCODE/SERIES

PIECE/ITEM

(ONE PIECE/ITEM NUMBER ONLY)

Please Sign and Date in the box adjacent to the description that
applies to the document being replaced by the Dummy Card

If the document is Closed under a FOI exemption, enter the number of
years closed. See the TNA guidance Preparation of records for
transfer to The National Archives, section 18.2

The box described as 'Missing' is for TNA use only (it will apply to a
document that is not in it's proper place after it has been transferred to
TNA)




PRIME MINISTER

HONG KONG

Percy Cradock yesterday delivered
our reply to Zhao's letter. He had a
two-hour talk with the Chinese Ministry
of Foreign Affairs but nothing much
transpired. The Chinese reiterated

their wish to hold substantive talks

as soon as possible but did not suggest

a date. They will now reflect on our
sﬁgagg}ions about the agenda and the
form of talks and will then summon

Percy Cradock again. It therefore looks

less and less likely that the talks

e —

Wlll open before 10 June.
e 1] Y

Ad e

25 May 1983
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FM HONG KONG 25120D4Z MAY 83
TO IMMEDIATE F C O

TELEGRAM NUMBER 724 OF 25 MAY
INFO IMMEDIATE PEKING

PEKING TELNO 485 : FUTURE OF HONG KONG 3 CHINESE REPLY

1. | CONSIDER THE AMBASSADCR'S CONCERN MISPLACED. NO-ONE HAS
SUGGESTED THAT EXCO SHOULD HAVE '"'CONTROL'' OVER HIS INSTRUCTIONS -
THAT RESTS AS ALWAYS WITH MINISTERS. EXCO HAS SHOWH NO TENDENCY

TO "'TINKER'' WITH THE DRAFTING OF TEXTS. MNEITHER MEMBERS OF EXCO
NOR | WOULD ACCEPT THAT WE HAVE GONE BEYOND LORD BELSTEAD'S
ASSURANCE (AN ASSURANCE INCIDENTALLY WHICH WE COULD NOT
CONSTITUTIONALLY HAVE DECLINED TO GIVE).

2. THE DANGER WOULD ARISE NOT FROM MINISTERS PREFERRING THE
ADVICE OF OTHERS TO THAT OF EXCO, IF A DIFFERENCE AROSE (PARA 4
OF PEKING TUR). THEY WOULD HAVE GOOD REASONS FOR DOING SO

WHICH COULD BE EXPLAINED. THE REAL DANGER WOULD LIE IN THE SERIQUS
AND POLITICALLY HIGHLY DAMAGING CRISIS OF CONFIDENCE WHICH WOULD
OCCUR BETWEEN LONDON AND HONG KONG IF IT BECAME CLEAR (AS IT
WOULD) THAT THE ADVICE OF EXCO WAS NOT BEING TAKEN (NEXT WORD
UNDERL INED) BEFORE THINGS WERE SAID TO THE CHINESE. IT WOULD BE
INTERPRETED AS A LACK OF TRUST, AND A DEROGATION FROM THE
MINISTERIAL ASSURANCE. THIS IS PARTICULARLY THE CASE WHERE ANY
DOCUMENT IS TO BE LEFT WiTH THE CHINESE (AS THE SPEAKING NOTE

WAS ON THIS OCCASION). WHERE THE EXACT WORDING OF A TEXT IS
IMPORTANT, (!.E. BECAUSE A POINT OF SUBSTANCE .IS INVOLVED) THERE
WOULD BE A RISK OF CONFUSION OR WORSE IF IT HAD TO BE PARAPHRASED
OR SUMMARISED FOR EXCO.

3. | FIND PARA 3 OF PEKING'S TUR OYER=SIMPLIFIED. PRECISE
WORDING IS [MPORTANT ONLY WHERE ISSUES OF SUBSTANCE LIE BEHIND
THAT WORDING SEMI-COLON AND THE CHINESE CERTAINLY SAW THE PH'S
LETTER AS MORE THAN AN ''YADJUSTMENT OF LANGUAGE''.

CEOR-- i L4-. IF | MiIGHT

I |
comm
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4o IF | MIGHT MAKE A GENERAL POINT: THE GOVERNOR-iN-COUNCIL IS THE
GOVERNMENT OF HONG KONG. THE COUNCIL 1S COMPRISED OF OFFICIALS
AND UNCFFICIALS WHO HAVE WIDE EXPERIENCE AND WHO HAVE ACCEPTED
RESPONSIBILITY FOR THE GOOD GOVERNMENT AND WELFARE OF THIS
TERRITORY. WE SHOULD BE WELL ADVISED TO TREAT THEM AS SUCH AND,
kS | BELIEVE MINISTERS DO, TO VALUE THEIR ADVICE AND NOT TO SEEK
TO IMPOSE LIMITATIONS ON WHAT ADVICE SHOULD BE SOUGHT FROM

THEM. THEY ARE INTER ALIA THE ONLY DIRECT SOURCE OF (NEXT WORD
UNDERLINED) CHINESE ADVICE WE HAVE. THEY ARE AS MUCH A PART OF
THE TEAM AS ANYONE ELSE: AND HAVE A GREAT DEAL DIRECTLY AT .STAKE
IN THIS NEGOTIATION.

5 WE HAVE REACHED A POINT WHERE THERE IS FULL CONF IDENCE IN
EXCO THAT THEY KNOW WHAT IS GOING ON AND THEIR ADVICE IS BEING
TAKEN (EVEN IF NOT ALWAYS ACCEPTED), AS LORD BELSTEAD ASSURED
THEM IT WOULD BE. TO SEEK NOW TO EXCLUDE THINGS WHICH ARE GOING
TO BE PUT 'TO THE CHINESE FROM THE MATTERS PUT BEFORE THEM, WOULD
BE A RETROGRESSIVE AND POLITICALLY DANGEROUS STEP.
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DESKBY FCO 2412302

DESKBY HONG KONG 250015

FM PEKING 2411207 MAY 83 |~.u. _
TO IMMEDIATE FCO w5
TELNO 489 OF 24 MAY A-d-C -7
INFO IMMEDIATE HONG ONG.

FUTURE OF HONG KONG

1. | CALLED ON VICE FOREIGN MINISTER YAO GUANG THIS AFTERNOON TO
DELIVER OUR REPLY TO PREMIER ZHAO'S LETTER OF 28 APRIL. | SPOKE
AS INSTRUCTED IN YOUR TELNO 616 AND LEFT A COPY OF MY SPEAKING
NOTE. YAO GUANG EXPRESSED HIS THAMNKS,

2. | THEN RAISED THE QESTION OF MODALITIES AND FOUND MYSELF
INVOLVED IN A SESSION WHICH WAS LONG, OBSCURE AND UNFRUITFUL

EVEN BY THE HIGH STANDARD SET IN PREVIOUS MEETINGS WITH YAOD GUANG.
HE WAS CLEARLY WITHOUT AUTHORITY TO DECIDE ON ANY POINT AND COULD
ONLY NOTE AND REPORT. HE OFTEN SEEMED NOT TO UNDERSTAND FULLY WHAT
WAS BEING SAID AND REQUIRED CONSTANT REPETITION.

3, HE SAID THAT THE QUESTION OF THE COMPOSITION OF DELEGATIONS
WAS UNLIKELY TO CAUSE GREAT DIFFICULTY. BUT HE SUCKED HIS TEETH
FOR A LONG TIME OVER OUR REFERENCE TO PARTICIPATION FROM HONG
KONG., HE WANTED TOBCLEAR WHETHER THE HONG KONG CONTINGENT WOULD
BE MEMBERS OF THE UK TEAM OR JUST *'SPECIALISTS''. HE EMPHASISED
THAT CHINA SAW THE TALKS AS BILATERAL BETWEEN CHINA AND BRITAIN,

4, THE QUESTION OF TIMING WAS LEFT VERY VAGUE, YAOD SIMPLY
REITERATING THE CHINESE WISH TO HOLD SUBSTANTIVE TALKS{‘S SOON
AS POSSIBLE.

5, THE REAL DIFFICULTIES OCCURRED OVER THE AGENDA. THOUGH YAD WAS
PARTICULARLY OBSCURE, 1T WAS PLAIN THAT HE WAS TERRIFIED OF
ACCEPTING ANY AGENDA WHICH WAS NOT THE THREE POINTS IN ZHAO'S
LETTER OF 28 APRIL, IE METHOD OF TRANSFER OF SOVEREIGNTY,
COOPERATION BETWEEN NOW AND 1997, AND AFTER 1997. HE ALSO PROPOSED
THAT WE SHOULD TPY TO DRAW UP A BROAD BRUSH AGENDA COVERING

ALL FUTHER SUBSTANTIVE TALKS. HE CONSIDERED OUR FIRST PROPOSAL,
NAMELY, BOTH SIDES PRESENTING THEIR VIEWS ON THE PRESENT SYSTEMS,
INADEQUATE AS AN ANSWER TO THE POINTS 1IN ZHAO'S LETTER, HE DID
NOT QEACT WELL TO, AND PERHAPS DID NOT UNDERSTAND, OUR FALL-BACK
PROPOSAL THAT THE FIRST ROUND SHOULD CONSIST OF STATEMENTS BY

BOTH SIDES.
SECRET /6.
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6, IT WAS LEFT THAT THE CHINESE SIDE WOULD REFLECT ON OUR PROPOSALS
AND ZHAO WOULD SUMMON ME FOR A FURTHER MEETING.

7. | RAISED THE QUESTION OF CONFIDENTIALITY AS INSTRUCTED AND
RECEIVED THE STANDARD RESPONSE, THAT THE CHINESE SIDE PAID GREAT
ATTENTION TO CONFIDENTIALITY AND THAT THEY COULﬁ TAKE NO
RESPONSIBILITY FOR WHAT APPEARED IN THE HONG KONG PRESS.

8, THE ABOVE 1S A VERY SUMMARY REPORT OF A 2 HOUR MEETING. | SHALL
BE TELEGRAPHING IN GREATER DETAIL TOMORROW.
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Foreign and Commonwealth Office
London SWIA 2AH

20 May 1983
s G F_[r_- B.

r
S)‘LLJ’ Jﬁlnuw
Talks on the Future of Hong Kong

My letter of 13 May and your reply of 17 May dealt
with Premier Zhao's response to the Prime Mini%ter's
letter. As you will have seen, EXCO unanimously supported
the proposed reply.

In your letter of 17 May you said that the Prime
Minister would like to consider the timing of the substantive
talks in the light of the Chinese reaction to Sir P Cradock's
call on Vice Minister Yao, If Yao suggests an early
substantive meeting, the Ambassador will simply undertake
to report this. Given that we wish, without rushing, to
keep up the momentum, Mr Pym's view is nevertheless that
we should be ready to agree to an early meeting, even one
before the election, since we do not wish to give the
Chinese the impression that elections here are a relevant
factor.

In practice, the Chinese are likely to take some time
to evaluate our reply, but since events could move quickly,
it makes sense to do some planning ahead for the substantive
talks now. We have been discussing our strategy with the
Governor and Sir P Cradock, Assuming that the Chinese
agree to talks, we believe that the first substantive
meeting should from our side take the form of a presentation
by the Governor setting out how Hong Kong works now. I
enclose a text on which the Governor would draw, This
illustrates the value of the present systems there and the
key importance of the UK link. The aim is to try to draw
the Chinese into discussions on practical matters. In
doing so, we should seek to avoid confrontation on matters
of principle, particularly sovereignty, although if necessary
the Ambassador would make our position, as set out in the
Prime Minister's letter of 10 March, clear. We would then
attempt to seek Chinese views on how the continuity of the
various systems in Hong Kong could best be guaranteed in
the future. In this way we would hope to lead the Chinese
towards subsequent detailed discussion of practical matters,
such as currency, trade and the legal system,

/Obviously

SECRET




Obviously, this will not be easy. We may come up
against the sovereignty point at any time. But it is
essential to begin the educative process soon. It 1s
difficult to predict how the Chinese will react, and there
is little point in trying to look much beyond the first
meeting. It would nevertheless be very helpful to have
the Prime Minister's views on timing and the proposed
initial approach. If the Prime Minister is generally
content, we propose to ask the Governor to discuss it
with EXCO in general terms, showing them the text of the
proposed presentation. He could do this, on a contingency
basis in advance of the Chinese reply, on 25 May at one
of his regular meetings.

N
.

‘ﬁﬂnhr LR

(J E Holmes)

Private Secretary

A J Coles Esq
10 Downing Street
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Future of Hong Kong: Contingency Planning for an Announcement

by the Chinese of their proposals for Hong Kong

Thank you for your letter of 6 April. The ideas in
the paper enclosed with my letter of 5/April were subsequently
discussed with the Ambassador in Peking and with the Governor
and EXCO in Hong Kong. They met with general approval,
The situation has of course moved on a little since then,
notably with Premier Zhao's reply to the Prime Minister,
I now enclose a note setting out our latest views,

(J E Holmes)
Private Secretary

A J Coles Esq
10 Downing Street




Future of H ontingency Planning for an Announcement

for Hong Kong

Since early il there have een a number of
indications that the
may be reconsidering > idea of an announcement
intending to postpone it, Some reports have suggeste
action would not be taken until September. One of the more

authoritative reports was in the account given by Mr Hal

Miller MP of his conversation in mid-April with Liao Changzh

Politburo member in charge of Hong Kong and Macau gquestions,

{ I L)

He gave a firm assurance that there would be ne 'unilateral

declaration' by China,

This adjustment of Chinese thinking seems to have
coincided with the period in which the Prime Minister's
of 10 March to Premier Zhao was under study in Peking. A
number of reports mentioned that the letter had been well
received, [f the Chinese indeed thought that there was a n
chance to break the log-jam and get substantive talks going,
it would be logical for them to play down an announcement

of their own plan.

However, we have now seen that Zhao's reply to the
Prime Minister aims to steer the talks towards discussion
of a transferance of sovereignty and we can expect the
Chinese to repeat this point at intervals, Moreover they
have already, as reported by the Governor by telegram,
leaked a highly distorted version of plans for substantive
talks intended to suggest that HMG have conceded their
position on sovereignty. We cannot therefore rule out
another kind of Chinese announcement designed to suggest to

1

Hong Kong that we have already given way. This might well
take the form of a statement or answers to journalists'
questions by the Chinese Ministry of Foreign Affairs when a

visit by the Governor to Peking was announced or took place

the
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At the same time we should still be ready for a statement on
Hong Kong during the National People's Congress which opens
in Peking on 6 June, which would probably be designed to

put over a similar line,

We must be prepared to meet tactics of this sort
firmly while avoiding jeopardising the talks. Depending
on the type and level of the Chinese statement we should
need to issue a statement of our own. The terms would
vary, but some or all of the following points should be

included:

'The British position on the question of sovereignty
over Hong Kong has been made clear, Authority for
any transfer of sovereignty is not in the gift of
the British Government: it is for Parliament to

decide.

'"We have explained to the Chinese that before any
proposals could be put to Parliament, it would be
necessary to reach agreement on arrangements for

the future which would be acceptable, not only to
Parliament and the Chinese Government, but also to the
people of Hong Kong,

'In our talks with the Chinese Government, the common

objective of which is the maintenance of the stability
and prosperity of Hong Kong, we intend to work
towards such an agreement, which meets the concerns

of all the parties involved.
'Any suggestion that HMG have made an advance commitment

on any aspect of future arrangements, including the

question of sovereignty, is incorrect,'’

SECRET
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10 DOWNING STREET

From the Private Secretary 17 May 1983

Future of Hong Kong: Letter from Chinese Premier

Thank you for your letter of 13 May.

The Prime Minister agrees that Sir Percy Cradock should
respond to Zhao Ziyang's letter in the terms suggested in the
speaking note enclosed with your letter and that the text of
this should be left with the Chinese. She also agrees that we
should take EXCO fully into our confidence and show them the
text (while making it clear if necessary that the final decision
on the text will be taken in London).

The Prime Minister has made no comment on the timing of the
commencement of substantive talks. I should like an opportunity
to bring this point to her attention again in the light of the
Chinese response to Sir Percy Cradock's demarche.

A.J. COLES

John Holmes, Esq.,
Foreign and Commonwealth Office,




PRIME MINISTER

Hong Kong

May I just be sure that you agree (see

attached letter) that Sir Percy Cradock should

be instructed to speak to the Chinese about

Zhao Ziyang's reply on the TINTsS-ed-the-phper
\-._.—-—\ - reras
at Flag J and also that we should show thie

to EXCO B foTeTT PresTo Tie Ol TIeser——
e e ¢/’"/
If so, the Governor will show it to

EXCO on Wednesday.
—

16 May 1983
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FM HONG KONG 1404397 MAY 83
TO IMMEDIATE F C O

TELEGRAM NUMBER 693 OF 14 MAY
INFO IMMEDIATE PEKING

MY TELNO 681 : FUTURE OF HONG KONG : PRESS REPORTS

THE LATEST EDITION OF ''WIDE ANGLE'' PUBLISHED TODAY CARRIES
A LONG ARTICLE HEADL INED ''SINO/BRITISH TALKS ABOUT TO TAKE A
DRAMATIC TURN''. THE STORY INCLUDES THE POINTS IN MY TUR.

2. TODAY'S ECONOMIC JOURNAL ALSO CARRIES THE STORY, ATTRIBUTING IT
TO ''A PRO-CHINA PUBLICATION IN HONG KONG'' THROUGH WHICH

''THE CHINESE GOVERNMENT HAS SPREAD THE NEWS THAT NEGOTIATIONS

OVER HONG KONG'S FUTURE WILL SOON BEGIN''. THE ARTICLE SAYS THAT
SINO/BRITISH TALKS WILL BEGIN LATER THIS MONTH IN PEKING AND

WILL BE HELD IN ACCORDANCE WITH CHINA'S ''FORMULA'' WHICH MEANS
THAT TALKS WILL BE DIVIDED INTO TWO STAGES AND' WILL BE BASED ON

THE PREMISE THAT BRITAIN RECOGNISES CHINA'S SOVEREIGNTY OVER

HONG KONG. IN THE FIRST STAGE THE TALKS WILL FOCUS ON HOW TO
TAINTAIN HONG KONG'S PROSPERITY ANDSIARIL ITY BETWEEN NOW
“AND 1997 AND ON OTHER QUESTIONS RELATING TO THE REVERSION OF

SOVERE IGNTY AND RULE OVER FOWG KONG. IN THE SECOND BTAGE THERE

WILL BE DISCUSSTON OF SINO/BRITISH CO-OPERATION AFTER_1

HOWEVER, BRITAIN WOULD BASICALLY HAVE NO SAY ON HOW HONG KONG
SHOULD BE RULED AFTER 1997. SINO/BRITISH CO-OPERATION WOULD CONCERN
ONLY SUCH MATTERS AS ARRANGING FOR THE HONG KONG BANK AND CHARTERED
EANK TO CONTINUE TO ISSUE HONG KONG CURRENCY.

3. THE ARTICLE ALSO QUOTED FULLY THE POINTS MADE BY THE GOVERNMENT
SPOKESMAN YESTERDAY EVENING (MY TELNO 683), DESCRIBED AS A
"'DENIAL''. |IT THEN REFERRED TO REPORTS THAT THE ''FOREIGN OFFICE"’
WROTE TO THE CHINESE PRIME MINISTER ''A FEW MONTHS AGO'' TO
REITERATE THAT THE TALKS MUST TAKE PLACE WITHOUT PRECONDITIONS

AND COULD NOT PROCEED ON THE BASIS OF CHINA'S STAND THAT BRITAIN
MUST FIRST RECOGNISE CHINA'S SOVERZIGNTY OVER HONG KONG. BUT THE

CO LETTER HAD RAISED NO OBJECTION TO CHINA PURSUING IT'S

SOVERE IGNTY CLAIM IN THE' TALKS, AND HAD SAID THAT THE ISSUE

OF SOVEREIGNTY WOULD BE INCLUDED IN THE AGENDA. CHINA HAD
SUBSEQUENTLY SAID THAT THIS COULD BE ARRANGED AND THE DEADLOCK

HAD THUS BEEN BROKEN. CONCLUDING, THE ARTICLE SAID THAT PREPARATORY
MEETINGS MIGHT BE HELD BEFORE THE NATIONAL PEOPLES' CONGRESS

AND THE U.K. GENERAL ELECTION BUT THE ACTUAL TALKS WOULD HAVE

TO WAIT UNTIL AFTER THE ELECTION. IT SAID THAT BRITAIN'S POSITION
ON THE FUTURE ADMINISTRATION OF HONG KONG HAD CONSISTENTLY BEEN
THAT ANY AGREEMENT REACHED SHOULD BE AGREED AND ACCEPTED BY HONG
KONG PEOPLE.

RESTRICTED [
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4, THE MING PAQ TODAY CARRIES AN EDITORIAL WHICH BY IMPLICATION
CRITICISES ITS SISTER EVENING PAPER FOR PRINTING A STORY BASED ONLY
ON THE IDEAS OF THE CHINESE AUTHORITIES (PARA 1 OF MY TUR). THE
EDITORIAL REFERS TO THE HARMFUL EFFECT OF RUMOURS AND MISLEADING
REMARKS SPREAD WITH AN ULTERIOR MOTIVE. REFERRING TO THE FACT

THAT WHILE PEKING OFFICIALS HAD PUT FORWARD PROPOSALS FOR HONG:
KONG'S FUTURE BRITAIN HAD NOT REAVELED IT'S INTENTIONS, THE PAPER
SAID THAT THOSE WHO WROTE ARTICLES TO SPREAD INCORRECT IDEAS BASED
ON THE THINKING OF ONLY ONE PARTY (IN THE TALKS), AND CLAIMED
AUTHORITATIVE SOURCES FOR THEM WERE SIMPLY UNDERMINING HONG

KONG'S STABILITY AND PROSPERITY.

5. NO OTHER PAPERS HAVE SO FAR REPRODUCED THE WIDE ANGLE STORY OR
COMMENTED ON IT BUT THE GOVERNMENT STATEMENT WAS GIVEN MODERATE
COVERAGE BY TEN INDEPENDENT AND PRO=KMT NEwSPAP:RS.

e —

[

YOUDE

FUTUEE OF EORG EONG

LDTTED COFIES TO

ED/EEGD EIR I SINRCLAIR IEGAL ADVISER
ED/FED ME BURROWS LEGAL ADVISERS
ED/PLLNEKING ETLFF MR ROBERTS NEWS D
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Future of Hong Kong: Letter from Chinese Premier

You will have seen Sir P Cradock's telegrams from
Peking reporting the Chinesg” Premier's reply to the Prime
Minister's letter of 10 ngch and his discussion with
Vice Foreign Minister Yao Guang, and making comments
and recommendations (I enclose copies), Sir E Youde has
since given EXCO the gist of the Chinese reply and sent his
own comments (also enclosed),

Zhao's response represents a step forward, The
Chinese have reacted well to the Prime Minister's letter
and seem keen_to get substantive talks Eoing. However,
he has disTorted the assurance 1n e Prime Minister's letter
about soverelignty by suggesting that she would be ready to

recommend a transfer 'at a certain stage'. And the
Chinese insistence that the agenda centres on 'the form

of transference of sovereignty' is also not acceptable.

It 1s important that our response should leave the Chinese
in no doubt that our position on sovereignty has not
changed since we cannot exclude THE_EBSSibility that the
Chiﬁ%EE_ETEHf publish the exchange at some stage, with
consequent effect on confidence in Hong Kong. At the same
time it is in oqur interests tO avold & rudrther confrontational
exchange with the Chinese which might delay or even prevent
altogether the talks we have been seeking. Sir P Cradock
of course repeated our position clearly to Yao Guang.

I enclose a draft response in the form of a Speaking Note
for Sir P CradocK, the text of which he would leave with

the Chinese, This attempts to steer between these two

dangers. The tactics of this have been fully discussed
with both Sir P Cradock and Sir E Youde.

/The degree

SECRET
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The degree of consultation with EXCO presents a
difficult problem, There is obviously a risk that if
we‘gﬁﬁﬁ_?ﬁg—%ext of the response to them, they will
wish to strengthen it in ways which would provoke
the Chinese, It is of course important not to allow
EXCO a veto. However, Mr Pym believes that, having
SHOWH them the Prime Minister's letter and the Chinese
response, and in the light of the assurances we have
given them, we must take EXCO fully into our confidence
and show them the text. In doing so the Governor should
make 1t clear that while he will transmit any comments
they may have, the final decision will ®f course be
taken in London. B

—

——

If the Prime Minister is content, the next stage would be
to get substantive talks going. As far as the composition
oTour delegation 1is concerned, we should tell the Chinese
that this would be flexible. The purpose would be to
allow for the possible later participation of repre-
sentatives of Hong Kong, including EXCO Unofficials,
if this Should become desirable or necessary. The
immediate aim would be To start substantive talks with
a session attended by the Governor in which a presentation
would be given on Hong Kong in order to underline the
importance of the British link. On timing, Mr Pym
considers that it is important to keep up the momentum
and that, while not appearing over-anxious, we should not
give the impression that we are delaying because of the
election. If the Chinese respond quickly, we shall of
course need to seek clearance during the campaign for
the line which our presentation to the Chinese should
take.

L/
A~ L J', C’\ L—-Q-/

s

(J E Holmes)
Private Secretary

A J Coles Esqg
10 Downing Street
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DRAFT RESPONSE TO CHINESE LETTER ON FUTURE OF HONG KONG

SECRET

The Prime Minister has studied with great care the letter
from HE the Prime Minister Zhao Ziyang. She welcomes the
positive spirit of that letter which she shares. She agrees
that substantive talks on the future of Hong Kong should begin
in the next few weeks. The British approach to these talks

remains as set out in the Prime Minister's letter of 10 March.

The Governments of the United Kingdom and the People's
Republic of China have a common interest in working towards
the aim agreed during Mrs Thatcher's visit in September 1982.
The Prime Minister shares Premier Zhao's hope that through
the efforts of both sides such differences as there are may
be gradually narrowed. She is confident that in this way the
conditions can be met to enable the interests of all parties

to be satisfied.

I am instructed to put forward proposals on timing, composition

of delegations and other modalities to make possible an early

start to substantive discussions. We hope that discussions on
modalities will not occupy the two sides for long and that we

shall be able to agree to hold an early meeting,

SECRET
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DESKBY FCO 131630Z

DESKBY PEKING 1421281

FM HONG KONG 131403Z MAY 83

TO IMMEDIATE FCO

TELEGRAM NUMBER 683 OF 13 MAY

INFO IMMEDIATE PEKING (PERSONAL FOR. AMBASSADOR)

MIPT

HONG KONG PRESS REPORT
1. THE FOLLOWING.ARE THE MAIN POINTS MADE BY THE HONG KONG
GOVERNMENT SPOKESMAN THIS EVENING:- ;

QUOTE COMMENTING ON A REPORT PUBLISHED IN A LOCAL EVENING PAPER
TODAY, THE GOVERNMENT SPOKESMAN SAID THAT DISCUSSIONS IN PEKING
ARE CONTINUING BUT THEIR CONTENT REMAINS CONELDGNT . THERE ARE
NO CURRENT PLANS AT THE MOMENT FOR THE GOVERNOR TO VISIT PEKING.
AS ALREADY STATED HE WILL GO WHEN THE TALKS REACH THE APPROPRIATE
STAGE. CONTINUING THE SPOKESMAN SAID THAT THE NEWSPAPER REPORT
WAS NOT AN AOCURATE REPRESENTATION OF THE STATE OF THE TALKS, OR
OF THE BRATISH POSITION. THE SPOKESMAN ADDED THAT AS LORD BELSTEAD
HAS SAID LAST DECEYBER PEOPLE SHOULD NOT BE MISLED BY WHAT THEY
HEAR OUTSIDE THE TALKS. THE ONLY AUTHENTIC INFORMATION IS THAT
WHICH EMERGES OFF ICIALLY FROM THE TALKS UNQUOTE.

YOUDE

FUTUEE OF HONG EOKG

LDIITED COFIES TO

HD/EXGD SIR I SINCLATR IEGAL ADVISER

ED/FED MR BURROWS LEGAL ADVISERS
ED/PLANKING ETAFF MR ROEERTS NEWS D

gmsn MB MARTIN ASSESSMENTS STAFF

PS/MR HURD CABINET OFFICE
PS/LORD EELSTEAD MR FLOWER PUSD

PS/FUS MR COLES NO 10 DOWNING ST.
SIR J BULLARD SR .A-PARSONS NOIoDoWMNING ST

MR GIFFARD
MR DORALD
SECRET
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DESKBY FCO 131639Z

DESKBY PEKING 1401287

FM HONG KONG 131357Z MAY 83

TO IMMEDIATE FCO

TELEGRAM NUMBER 682 QOF 13 MAY

INFO IMMEDIATE PEKING (PERSONAL FOR AMBASSADOR)

FUTURE OF HONG KONG

1. THESE REPORTS ARE CLEARLY BASED ON ZHAO ZHIYANG'S REPLY TO

THE PM'S LETTER. OUR NORMAL REAGTION WOULD BE TO REFUSE 1O COMMENT
ON THE STATE- OF THE TALKS ON THE GROUNDS OF THEIR CONFIDENTIALITY.
BUT IF THESE REPORTS WERE ALLOWED TO GAIN CURRENCY HERE THEY WOULD
BE SEVERELY DAMAGING TO CONFIDENCE IN HONG KONG. | HAVE THEREFORE
AUTHOR ISED THE GOVERNMENT SPOKESMAN TO ISSUE A STATEMENT WHICH MAKES
CLEAR THEY THEY DO NOT ACCURATELY REFLECT EITHER THE STATE OF THE
TALKS OR THE BRITISH POSITION. MAIN POINTS ARE IN MY |.F.T.

YOUDE

FUTURE OF EONG EONG

LDITTED COPIES TO

ED/EEGD SIR I SINCLAIR IEGAL ADVISER

HED/FED MR BURROWS LEGAL ADVISERS
gg%gmm STLEF MR ROBERTS NEWS D

= MR MARTIN ASSESSMENTS STAFF
PS/MR EURD CABINET OFFICE

PS/IORD BELSTEAD e
BS/7US MR COLES NO 10 DOWNING ST.
MR GIFFAED RSN Pnaus

o SECRET
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DESKEY FCO 1316302

DESKBY PEKING 14B81037Z

Ft HONG KONG 131355Z MAY 83
TO IMMEDIATE FCO

TELEGRANM KUNMBER 681 OF 13 MAY
INFO IMMEDIATE PEKING

MY TELEPHONE COKVERSATION WITH CLIFT
FUTURE OF HOKG KONG

1. A HONG KONG JOURNALIST HAS TOLD US THAT THE FOLLOWING STORY 15
SEING SPRZAD AMONG THE PRESS HERE AND A SUBSTANTIAL SUMMARY OF IT
HAS ALREADY APPZARED IN THE MING BAO EVENING PRESS THIS EVENING,
IT IS EXPECTED 7O GET WIDE COVERAGE IN TOMORROWS PAPERS.

I) THE TALKS ARE TO BEGI!H IN PEKING ON FRIDAY NEXT:

— —

11) AGREEMENT TO BEGIN HAS BEEN REACHED ON THE BASIS OF QUOTE THE
CHINESE FORMULA UNQUOTE:

—
111) THAT IS TO SAY, THE UK wiLL RECOGNISE CHINESE SOVEREIGKTY
OVER THE WHOLE OF HONG KONG, ALBEIT IN A SUBTLE wAY:

iV) THE AGENDA FOR THE TALKS WILL BE:
(A) ARRANGEMENTS FOR THE TRANSFER OF POWER DURING THE NEXT 14
YEARS AKD WHAT THE UK GOVERNMENT AND THE HONG KONG GOVERNMENT SHOULD

DO IN THIS PERIOD:

(B) WHAT CO-OPERATION THERE SHOULD BE BETWEEN THE UK GOVERNMENT
AND THE CHIKESE GOVERKMENT AFTER 1997:

V) THE GOVERNOR IS AWAITING INSTRUCTIONS FROM LONDON AS TO WHETHER

HE SHOULD ATTEKD THE TALKS, AS A MEMBER OF THE BRITISH DELEGATION.
——— .

2. ACCORDING TO OUR INFORMANT THE STORY ORIGINATED WITH THE LEFT

WiNG MAGAZIWE QUUTE WiDt ANGLE UNQUUTE wHO SPREAD IT TO A NUMBER

OF LOCAL NEWSPAPERS. THE PRESS THIS EVENING GUOLES ''SOURCES CLOSE

TO PEKING'' AND A QUOTE HIGH LEVEL FOREIGK OFFICE OFFICIAL

UNQUOTE .
YouDE

FUTUEE OF EONG EORG

ILDITED COPIES TO
ED/EEGD SIR I SINCLATR ILEGAL ADVISER
ED/FED MR BURROWS LEGAL ADVISERS
ED/PLLNRIEG BTLFF MR ROBERTS NEWS D

% aren MR MARTIN ASSESSMENTS STAFF
CABINET OFFICE

PS/L0%D EELSTELD MR FLOWER PUSD
PS/FUS MR COLES NO 10 DOWNING ST.
SiR A PARSONS NO 10 DowmNINgG ST
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FROM:

PRIVATE SECRETARY
DEPARTMENT:

TEL. NO: l“

Lye Ypor-.

Your Refer 1) e

A J COLES ESQ

NO 10

SUBJECT:

FUTURE OF HONG KONG: LETTER FROM CHINESE PREMIER

In Peking telnos 41? and 436 sir P Cradock reported
the revised text of the Chinese Premier's reply to the
Prime Minister's letter of 10 March and his discussion
with Vice Foreign Minister Yao Guang. He has followed
this up (Peking telnos 418 and 426) with comment and
recommendations. The Governor has reported that he has
given EXCO the gist of the Chinese reply and sent his own
comments (Hong Kong télnos 650 and 666). Peking telno
440 comments on the Governor's views.

Sir P Cradock sees the Chinese response as positive
and as having broken the deadlock. He believes we
have secured talks without surrendering anything. The
Governor is more cautious. He picks up the points to
which the Ambassador first drew attention that Zhao has
blurred the assurance in the Prime Minister's letter of
10 March about sovereignty, suggesting that she would be
ready to recommend a transfer "at a certain stage”. Both

underline the problem in the Chinese insistence that the

SECRET
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talks would be about "the furm of transference of

sovereignty" and about cooperation in the transition

period between now and 1997 and after 1997. The;?overnor

believes we may still come up at an early stage against
the sovereignty stumbling block.

We agree with the Ambassador that Zhao's response
represents a step forward. The Chinese have reacted well
to the Prime Minister's letter and seem keen to get
substantive talks going. However, we believe that it is
very important that our response should leave the Chinese
in no doubt about out position on sovereignty, since we
cannot exclude the possibility that the Chinese might
qulish the exchange at some stage. At the same time it
is-éé%t%iléz, as the Prime Minister said to the Governor
and Ambassador in March, to avoid confrontation with the
ChiJ;:éA:V}he Ambassador emphasises that, in his
discussions with Yao Guang, he made the Prime Minister's
position abundantly clear and he advises against
reiterating our conditions on sovereignty in detail. The
attached draft instructions aim to leave the Chinese in
no doubt that our position is unaltered while preserving
the forthcoming tone of Sir P Cradock's original draft.
We consider that, to avoid misunderstanding, Sir P

Cradock should after all leave a copy of his speaking

note with the Chinese. : : :
k../-:.\,f "'h 7¢u.‘.—.1- shevtr (o _i_v-_-_d?'JwaJt.‘ N aPaa l'-‘: fue
If the Prime Minister_agreeaiwithmthe proposed L=

instruetions we shall then need to ask the Governor to
consult EXCO, about—thewm. This would be in line with

assurances given to the Unofficials and repeated by the

SECRET




ime Minister to Sir S Y Chung only last week. I'h
Ambassador has strong objections about showing EXCO the

ife.
text of tthese instructions (because he sees a risk that

EXCO will wish to strengthen dangerously the tone of the
message). It is of course important not to allow EXCO a
veto. However, Mr Pym believes that we must take EXCO
fully into our confidence and show them the text. 1In
doing so the Governor should make it clear that while he
will transmit their advice, the final decision will be
taken in London.

.

The next stage would be to get substantive talks

going as quickly as possible. In Mr Pym's view we should

instruct Sir P Cradock to deal with procedural matters
Gy 17

when he delivers our response. We should. B avoid a
I

separate "agenda session" which could encourage the

Chinese to reopen the argument over sovereignty.

We should tell the Chinese that the composition of
our delegation would be flexible. The purpose of this
would be to allow for the possible participation of
representatives of Hong Kong, including EXCO Unofficials,
if this should become desirable or necessary. The aim
would then be to start substantive talks with a session
attended by the Governor in which a presentation would be
given on Hong Kong in order to underline the importance
of the British link.

On timing, both the Ambassador and Governor favour
moving reasonably quickly. Mr Pym considers that it is

important to keep up the momentum and that the election

should not prevent us proposing that substantive talks

SECRET




begin soon. If the Chinese responded qguickly

B,

course seex seek Ministerial clearance during the

ampaign for the line which our presentations to the
Chinese should take. But if at-ald possible we should
avoid appearing to be responsible for delaying progress,

because-of-the—-election-




MR. COLES/////

HONG KONG ¢
pe <

1 have read Peking Telegrams nos 416-418. So far, so good - just.

I agree with Percy Cradock's interpretation of the Chinese move

and with his proposal for our response to it. It seems to me

that he spoke very well to his Chinese interlocutor.

T discussed the question with the FCO yesterday. I understand
that they will probably propose an immediate response on the lines

suggested by Percy Cradock, ie welcoming the .Chinese readiness to

talk, suggesting that we should get down to detail, while restating

our position plainly (to counter Chinese misrepresentation) but
without stating our views in such a way as to obligé the Chinese

to back off. I think that this is the right way to proceed.

A.D. PARSONS
12 May 1983
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SECRET

DESKBY 1209001

FROM PEKING 120430Z MAY 83
TO -IMMEDIATE FCO

TELEGRAM NUMBER 440 OF 12/5/83
REPEATED FOR 4aFO0 TO #IMMEDATE HONG KONG

HONG KONG TEL NO 666: FUTURE OF HONG KONG: CHINESE REPLY

1. ZHAO'S PROPOSIT-ON WAS NOT ONLY THAT QUOTED ‘IN TUR, HE ALSO
SAJD QUOTE THE CHINESE GOVERNMENT AGREES TO HOLD FORMAL TALKS
AS SOON AS POSSBLE, WITH THE COMMON AlM OF MAINTADNING THE
PROSPERITY AND STABILiI-TY OF HONG KONG, AND THAT WE SHOULD START
SUBSTANT IWE DISCUSSIONS ON THE FORM OF TRANSFERENCE OF
AS WELL AS ON THE RELATED QUEST.IONS OF HOW CHINA
| CAN COOPERATE DURING THE TRANSITIONAL PER.IOD
W AND 1997 AND AFTER 1997. UNQUOTE, QQwWMILVMMY TEL NO
(IHING OUR CONSIDERED TRANSLAT:IION). YAO GUANG, & HIS
PLANAT:ON TO ME ON 9 MAY, SALD THAT ZHAO QUOTE AGREED
UBSTANTIVE TALKS AS SOON AS POSSIBLE ....UNQWOTE

- O

T > 0

=
O O wm

[~

il

AND ' QUOTE & i LKS COULD N N MAY.....UNQUOTE
PLAIf{ THAT THIS A GREAT DEAL

\E AGENDA DISCUSSIONS.
2. I/ AGREE THAT LR o STILL PUT OBSTACLES N THE WAY OF
SUBSTANT-IWE DISCUSSI1D AND :l« FULLY EXPECT THOSE DIS-
CUSSIONS TO BE VERY DIFF I'CULT (ADEED. THEY MIGHT EASILY AGAIN
BECOME DEADLOCKED. BUT THE ESSENT:-PAL POINT NOW 'S5 THAT WE HAVE GOT
THE CHINESE TO AGREE TO HAVE SUCH DISCUSSIONS, WITHOUT
OUR HAVIHG TO SURRENDER ANYTHING OF *OUR BASHL POSHTION.
WE MUST NOT FUMBLE THE OPPORTUMNITY.
3. fI: THEREFORE WELCOME THE GOVERNOR'S AGREEMENT THAT WE SHOULD NOW
RESPOND POSITIVELY AND USE THE CHINESE REPLY AS A MEANS OF
GETTNG (NTO SUBSTANTIVE TALKS,
CRADOCK
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DESK3Y 1210001

FROM PEKING 120238Z MAY 83 ADV'ANCE COF‘(

T0 IMMEDIATE FCO
TELEGRAM NUMBER 439 CF 12/5/83

AND TO IMMEDIATE HONG KONG

MiPTa FUTURE OF HONG KONG: REPLY TO THE PRIME MINISTER'S LETTER
TEXT READS AS FOLLOWS:

TO HER EXCELLENCY MRS MARGARET THATCHER.

RESPECTED PRIME MINISTER:

THAKK YOU FOR YOUR LETTER OF 10 MARCH 1983, IT REMINDED ME OF
THE MEMORABLE DAYS WHEN YOU V.SKTED CHINA N SEPTEMBER 1982,
AT WHICH TIME CHAIRMAN DENG XIAOPING AND I SEPARATELY HELD
PLEASANT MEETINGS WITH YOU I PEKING, APART FRCM OTHER QUESTIONS,
WE CONCENTRATED ON AN IN-DEPTH DISCUSSION OF THE QUESTION OF HONG
KONG IN A FRIENDLY AND FRANK ATMOSPHERE.
2. YOU WilL RECALL THAT AT THAT TIME CHAIRMAN DENG X 1AOP:ING
AND 4 SET OUT ‘1N DETAIL THE CONSISTENT STAND QF QUR GOVERNMENT
NAMELY THAT THE ENTIRE HONG KONG AREA (HNCLUDING HONG KONG
ISLAND, KOWLOON AND THE NEW TERRITORIES) HAS ALWAYS BEEN
CHINESE TERRITORY, ‘T 1S (INDUBLTABLE THAT CHINA HAS [INHERENT
SOVEREIGNTY OVER THE ENTIRE HONG KOHG AREA, DURIHNG OUR TALCS,
WwE ALSO TOLD YOU FORMALLY THAT THE TIME WAS NOW RIPE TO SOLYE
THE HONG KONG QUESTION, THAT CHINA WOULD RECOVER SOVEREIGNTY
OVER THE ENTIRE HONG KONG AREA NO LATER THAN 1997 AND THAT THIS
WOULD MEAN THE RESTORATION OF THE EXERCISE OF THAT SOVERE(UGNTY
OVER THE ENTIRE HONG KONG AREA, i ALSO MADE CLEAR TO YQU THAT THE
FUNDAMENTAL PRINCIPLE OF THE CHINESE GOVERNMENT FOR THE SETTLE-
MENT OF THE HONG KONG QUESTION WAS TO RECOVER SOVEREIGNTY WHILE
MAINTAIMING PROSPERITY AND THAT THE TwO WERE J#DINISIBLE. ONCE

THE PREMISE OF THE RECOVERY OF SOYERELGNTY WAS SETTLED, CHIHA AND
BeaT AL FAN A TUEN CANTINUE TN FYOI NOF THE MIFSTION NF HOW TO




THE PREXISE OF THE RECOVERY OF SOVEREIGNTY WAS SETTLED, CHIMA AND
SRITAIN COULD THEN CONTINUE TO EXPLORE THE QUESTION OF HOW TO
MAINTAIN THE PROSPERITY AND STABILITY OF HONG KONG. BASED ON THE

ABOVE STAND, WE AGREED THAT BOTH SIDES SHOULD CONDUCT TALKS
THROUGH DIPLOMATIC CHANNELS WITH THE COMMON AIM OF MAINTAIN-
iNG THE PROSPERITY AND STABILAITY OF HONG KONG,

3. REGRETTAGLLY, AFTER MORE THAN 51X MONTHS AND SEVERAL

CONTACTS BETWEEN THE CHINESE AND BRITISH REPRESENTATIVES

NO REAL PROGRESS HAS BEEN ACHIEVED, YOUR EXCELLENCY KNOWS VERY WELL
WHERE LI1ES THE HUB OF THE PRO3LEM, MAKING CLEAR CHIMESE
SOVEREIGNTY OVER THE ENTIRE HONG KONG AREA |S THE PREMI|SE

AKD 3ASIS FOR FURTHER TALKS,

4, ‘It HAYE CAREFULLY READ AND STUDIED YOUR LETTER. IN T YOU SAY
THAT YOU ATTACH THE H-/GHEST IMPORTANCE TO THE DEVELOPMENT OF
SINO=BR WT1SH RELATIONS AND YOU EXPRESS THE HOPE THAT THROUGH
SINO=BRITISH COOPERATION THE HONG KONG QUESTION MAY BE SETTLED
AT AN EARLY DATE. li AGREE WITH THAT. :l: ALSO NOTE THAT IN YOUR
LETTER YOU HAYE GIVEN AN ASSURANCE THAT YCU ARE PREPARED AT

A CERTAUN STAGE TO RECOMMEND TO PARLJAMENT THAT SOVEREIGNTY OVER
THE ENTIRE HONG KONG AREA SHOULD REVERT TO CHINA, THE CHIMESE
COVERNMENT AGREES TO HOLD FORMAL TALKS AS SOON AS POSSIBLE,
WITH THE CCMMON Al OF MAINTAINING THE PROSPERITY AND

STAZILITY OF HONG KCNG, AMD THAT WE SHOULD START SUBSTANTIVE
DISCUSSIONS ON THE FORM OF TRAMSFEREMCE OF SOVEREIGNTH AS

WELL AS ON THE RELATED QUESTICNS OF HOW CHINA AND BRITAIN CAN
COOPERATE DURING THE TRANSITIONAL PERIOQD BETWEEN MNOW AND 1997
AND AFTER 1537.

5. CHINA AND BRITAI'N ARE FRIENDLY COUNTRIES WHICH ENJOY GOOD
RELATIONS, THE HONG KONG QUESTION 1S AN ISSUE BETWEEN CHINA AND
BRITAIN LEFT OVER BY HdSTORY AND 1. BELIEVE THAT (T MUST AND

CAN BE RESOLVED THROUGH BILATERAL DISCUSSION BETWEEN THE CHINESE
AND BR:|TISH GOVERNMENTS, SETTLEMENT OF THE HONG KOMG QUESTION
COULD NOT ONLY ERASE THE HISTORICAL TRAUMA BUT GOULD ALSO GIVE
A TREMENDCUS MPETUS TO THE DEVELOPMENTY OF OUR TWO COUNTRIES!®
EXISTING GOOD RELATIONS, THI'S WOULD NOT ONLY BE IN CHINMA'S
INTEREST BUT ALSO N BRITAIN'S ANTEREST. OF COURSE THERE STILL
EXIST DIFFERENCES BETWEEN CHINA AND BRILTAIN ON CERTAIN ISSUES
OF PRINCIPLE, 3UT SPEAKING FOR THE CHINESE GOVERNMENT,

7« ARDENTLY HCPE THAT THROUGH THE COMMON EFFORTS OF BOTH SIDES
THESE DIFFERENCES MAY 'IN THE END 3E GRADUALLY NARROWED, LEADING
TO SMOOTH PROGRESS :IN THE TALKS AND A SAT.ISFACTORY SETTLEMENT OF
THE HONG KONG QUEST-ION.

6o '[N THIS SPIRKT I' PROPOSE THAT CHINESE AND BRITMSH REPRESEN=-
TATIWES SHOULD CONTAINUE TO MEET N PEKING TO DISCUSS THE AGENDA
FOR THE TALKS, THE COMPOSHTION OF DELEGATIONS AND OTHER RELATED
QUEST/IONS Il PREPARATION FOR AN EARLY START OF SUBSTANT:INE
NEGOTATiONS,

PREMIER OF THE STATE COUNCIL OF THE PEOPLE'S
REPUBLIC OF CHINA ZHAQ ZIYANG
28 APRIL 1983 PEKING

CRADOCK
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TELEGRAM NUMBER 435 OF 11/5/83. ’vr

REPEATED FOR INFO TO HONG KONG
FUTURE OF HONG KONG: LORD SHAWCROSS

ME ON 11 MAY,
PEQPLE'S (NSTITUTE
) WiTH ASSISTANT FOREIGN M INISTER
ZACU NAN.

2. LORD SHAWCROSS SAID THAT ALL HAiS CHINESE INTERLOCUTORS HAD
BEEN CATEGORICAL THAT SOVERELGNTY OVER HONG KONG WAS NOT
NEGOTIABLE, ZHOU HAD SAID THE CHINESE EXPECTED BRITAIN TO BE N
A POSITION TO MAKE A STATEMENT ABCUT SOVEREIGNTY BY SEPTEMBER
1984, NEGOTIATIONS ON OTHER POINTS COULD EXTEND WELL BEYOND
THAT. LORD SHAWCROSS COMMENTED TO ME THAT A STATEMENT ON
SOVEREIGNTY ALONE, WITHQUT MENTION:ING OTHER MATTERS,
WOULD BE CATASTROPﬂf FOR CONFDENCE iN HONG KONG,
BUT KT WAS NOT ABSQHTELY PLAIN THAT HE
HAD MADE THIS POINT SPECIFICALLY TO THE CHINESE.
3. LORD SHAWCKROSS HAD HOWEYER TOLD THE CHINESE THAT INVESTOR
CONFIDENCE IN HONG KONG WAS ALREADY EBBING AND WOULD EBB MORE
e ————

QUICKLY UNLESS AND UNTIL THERE WAS A SATISFACTORY SETTLEMENT,

T Ry S T
HME HAD SAID THAT THE CHINESE MILLIONAIRES WHO CAME UP TO PEKING
AND SPOKE IN TEKMS AGREEABLE TO THE CHINESE WERE AT THE SAME
TIME SEEKING ADVICE FROM SHAWCROSS AND OTHERS ON HOW TO GET
THE IR MONEY OUT. MONEY WAS ALREADY LEAVING. n
4. A BANKER ‘IN SHAwCO«R'S PARTY TOLD US THAT SHAWCROSS HAD ALSO
SPOKEN AT SOME LENGTH TO ZHOUNAN ABOUT SINGAPORE,

k. —‘.__-— vy 4 :
SAYING THAT SINGAPORE HAD BEEN A SUCCESS LARGELY BECAUSE [T HAD
PRESERVED BRITISH INSTITUTIONS AND INTRODUCED CHANGE ONLY
e L M,

GRADUALLY. ZHOU HAD SAID THAT HE HAD NOT FOCUSSED ON THIS POINT
BUT WOULD HAVE kT LOOKED INTOQ.
5. COMMENT.

SHAWCORSS SEEMS TO HAVE SPOKEN MORE ROBUSTLY THAN MOST VASITORS,
THOUGH WHTHOUT ELJMCTHNG A CHINESE RESPONSE. HUS CALLS WERE

AT A RELAT:WELY LOW LEVEL, BUT THE CONVERSAT[ON WITH ZHOU AT
LEAST wiLL HAVE BEEN REPORTED TO THOSE CONCERNED ON

THE CHINESE SIDE. :
CRADOCK THIS TELEGRAM
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SPEAKING NOTE FOR CABINET

HONG KONG

I told Cabinet on 24 March that my letter to

the Chinese Prime Minister had been delivered.
The key passage was:-

"Provided that agreement could be reached

between the British and Chinese Governments

on administrative arrangements for Hong

Kong which would guarantee the future prosperity
and stability of Hong Kong, and would be
acceptable to the British Parliament and to the
people of Hong Kong as well as to the Chinese
Government, I would be prepared to recommend

to Parliament that sovereignty over the whole

of Hong Kong should revert to China."

On 9 May the reply of the Chinese Prime Minister was

handed to our Ambassador in Peking. The tone of the

fgbly is friendly. But it reiterates that China has
T —————

inherent sovereignty over the whole Hong Kong area,

‘that it will recover sovereignty not later than 1997

and that that must be the premise and basis for further

talks. He notes, twisting my words, that I am "prepared
gg_; certain stage to recommend to Parliament that
sovereignty over the entire Hong Kong area should revert
to China". He proposes that there should be an early

meeting in Peking to discuss the agenda for talks, the

composition of delegations and other relevant matters

in preparation for an early start of substantive talks.

Our Ambassador, in receiving the reply, drew
attention to the precise language which I had used

about sovereignty.




We are now considering the next steps.
But it looks as though we shall be able to get
substantive talks going which was our objective -
and that is a relief. We shall of course make
our position on sovereignty very clear during the
talks.

Colleagues will also have noted that BP has
just won an important off-shore contract from
China. :

At

No Md.u\..t.'b“, Q'F &L;.\.} ‘hub Li da

““"“““V"’"’t J\)_, Colont Manta.

11 May 1983
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SECRET

DESKBY 1112862

Fii HONG KONG 111B43Z MAY 33
TG IMMEDIATE FCO

TELEGRAM NUMBER 666 OF 11 MAY

INFO IMMEDIATE PEKING

E OF HONG KOHG : CHINESE REPLY

1. | WOULLD NOT DISSENT FROM HMA'S CONCLUSION THAT THIS IS A POSITIVE
RESPONSE. BUT | wWOULD BE MOR CAUTIOUS IN INTERPRETING ITS

CONTENTS. IT REMAINS TO BE SEEN WHETHER THE DEADLOCK HAS BEEN
BROKEN. ZHAD ZHIYANG'S PROPOSITION 1S ONLY THAT THE TWO SIDES

SHOULD QUOTE CONTINUE TO MEET IN PEKING TO DISCUSS THE AGENDA

FOR THE TALKS, COMPOSITION OF DELEGATIONS AND OTHER RELEVANT

MATTERS IN (HEXT WORD UNDERLINED) PREPARATION FOR AN EARLY START

OF SUBSTANTIVE TALKS UNQUOTE, AND HE MAKES A SPECIFIC REFERENCE 10
THE SUBSTANTIVE TALKS BEING ON THE QUOTE FURM OF TRANSFERENCE OF
SOVEREIGNTY AND HOW CHINA AND BRITAIN CAN CO~OPERATE IN THE
TRANSITION PERIOD BETWEEN NOW AND 1997 AND AFTER 1997 UNQUOTE.

WOT. ONLY HAS ZHAO BLURRED POINTS FROM THE PM'S LETTER BUT HE HAS
GIVEN NOTHING ON THE PURPOSE OF THE TALKS BEYOND RECOGNISING THAT
THERE ARE DIFFERENCES ON ISSUES OF PRINCIPLE STILL BE BE RECONCILED.
WHILE THEREFORE | AGREE WE SHOULD SEEK TO RESPOND POSITIVELY AND

USE THE CHINESE REPLY AS A MEANS OF GETTING INTO SUBSTANTIVE TALKS,
WE MAY STILL FIND THE CHINESE INSISTING ON THEIR CONDITIONS BEFORE
THEY AGREE ACTUALLY TG START SUCH TALKS.

YOUDE

FUTUERE OF HONG EONG

ILDTTED COPIES TO
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DESKBY 1809881

FM HONG KONG 1B@742Z MAY 83

TO IMMEDIATE FCO

TELEGRAM NUMBER 658 OF 10 MAY 1983

INFO PRIORITY PEKING (PERSONAL FOR AMBASSADOR)_

PEKING TELSNOS 416 TO 418: FUTURE OF HONG KONG

1. | HAVE TOLD SIR S.Y. CHUNG AND OTHER EXCO UNOFF ICIALS THAT THE
REPLY TO THE PRIME MINISTER'S MESSAGE WAS DELIVERED YESTERDAY
AFTERNOOK. AT TOMORROW'S MEETING OF EXCO | PROPOSE TO GIVE THEM

A SUMMARY OF THE REPLY AND_TO SAY THAT | WOULD EXPECT TO RECEIVE
INSTRUCT IONS TO SHOW THEM THE TEXT AS SGON AS A PROPER TRAHSLATION
ﬁKE-EEEE—;EEPAREE AND THE PRIME MINISTER HAD HAD AN OPPORTUNITY
TO STUDY IT.
L —

2. MEMBERS ARE BOUND TO ASK ABOUT THE SIGNIFICANCE OF THE REPLY
AND THE PROSPECTS FOR GETTING SUBSTANTIVE TALKS STARTED SOON. I[N
GIVING A PRELIMINARY VIEW | PROPOSE TO DRAW ON PEKING TELNO 418
BUT TO STRESS THAT A FULL ASSESSMENT WOULD HAVE TO WAIT UNTIL vHE
MESSAGE HAD BEEN STUDIED IN LONDON.

FUTUEE OF BORG EORG

IDMITED COPIES TO

ED/EEGD EIR I SIRCLAIR IEGAL ADVISER
ED/FED MR BURROWS ILEGAL ADVISERS
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SECRET

DESKBY 101000Z)
FROM PEKING 1009002

T0 IMMEDIATE FCO
TELEGKAM HUMBER 526 OF 10/5/E3

REPEATED FOR INFO 10 .\MMEDIATE HONG KONG
My TEL NO 416, 417 AND 418:  FUTURE OF HONG KONG

Yan ) RECOMMEND THAT THE PRIME MINISTER'S REPLY SHOULD TAKE THk

FORM OF «INSTRUCT:IONS TO ME FOR ORAL DEL:AVERY TO YAO GUANG RATHER

THAN A FURTHER LETTER. THE DEVICE OF A LETTER, USED ONCE NOW

10 GOOD EFFECT, SHOULD MOT BE USED TOO FREQUENTLY LEST (TS FUTURE

IMPACT 1S DEVALUED, NOR SHOULD WE HAND OVER A PIECE OF PAPER,

WHICH WOULD REQUIRE STUDY BY THE CHINESE ARD ENTAIL FURTHER

DELAY,

5. | SUGGEST | BE |NSTRUCTED TO SPEAK AS FOLLOWS:

BEGINS: THE PRIME MINISTER HAS STUDIED WITH GREAT CARE THE

LETTER FROM HE THE PRIME MitISTER ZHAQ Z1YANG AND WELCOMES THE

POSITYE SPIRIT OF THAT LETTER, WHICH SHE SHARES. AN PARTICULAR

CHE WELCOMES THE PROPOSAL X THE PREMIER'S LETTER THAT SUBSTARTIVE

TALKS ON THE FUTURE OF HONG KONG SHOULD BEGIN It THE NEXT FEW T
WEEKS.

SHE MADE CLEAR THE BRITISH APPROACH TO THESE TALKS -IN

WER LETTER OF 10 MARCH AWD |S CONFIDENT THAT, AS A RESULT OF

THE D1SCUSSIONS, THE CONDITIONS CAN BE MET ENABL ING THE (NTERESTS

O0F DOTH SIDES TO BE SATISFIED. SHE HAS INSTRUCTED ME TO PUT FOR-

JAKD PROPUSALS Of TIMING, COMPOSITION OF DELEGATIONS ETC TO MAKE

POSSIDLE AN EARLY START TO SUESTANT IVE DI1SCUSS |ONSVYVMTC, SHE HOPES TH

AT

DISCUSSIONS ON MODAL IT1ES WILL NOT OCCUPY THE TWO SIDES

FOR LONG AKD THAT WE SHALL BE ABLE TO AGREE TO HOLD AN EARLY

MEETING, ENDS. wt ;

3. ) WOULD THER 4KE PROPOSALS On MODALITIES ALONG THE LIRES oF

PARAGRAPH 3 OF MY TEL NO 415, SUBJECT TO HONG KOKNG'S AND YOUR

VIEUS.

ko | THIBK AT {MPOPTAKT TO KEEP THIC MESSAGE BRIEF AND POSITIVE

MDD AS SHCOLNTENTIOUS AS POSS IBLE. CUF yzED FOR CLARIFICATION

cuoul s BE MET ADEQUATELY Ly THE SELTENCE DEGINKIKG ' *SHE MADE

CLEAR Tt 2R 1TISH APPROACH TO THESE TRLKS pawiesm AND BY (1Y OWu

PTRGONAL COMMENTS ON 9 MAY. IT WAS INEVITABLE THAT JHAQ'S LETTER

/ WouLD




WOULD WISH TO PUT A CHINESE COLOUR O DEVELOPMENTS, BUT HE HAS

GONE A FAIR WAY TO MEET OUR CONCERNS AND WHAT WE SHOULD DO 1§
STRIKE A BALANCE BETWEEN THE MEED TO KEEP THE RECORDS STRAIGHT

Ol THE ONE HAND AND TO AVOID SLIPPING BACK "INTO A WRANGLE ABOUT THE
PREMISE ON THE OTHER,

5. AS REGARDS THE AGENDA, -I: THINK .|T COULD BE UNWISE FOR US TO
'AKE SPECIFIC PROPOSALS, WE DO NOT WISH TO GET OURSELVES -INTO
LENGTHY ARGUMENT ON PROCEDURAL MATTERS AND, SINCE WE COULD NOT
ACCEPT THE ORDER OF TOPICS AS OUTLINED BY ZHAO IN HIS LETTER
(END OF PARACRAPH 5 OF MY TEL NO 417), IT 1S ALL TOO LIKELY THAT,
IFf WE WERE TO MAKE PROPOSALS, VE SHOULD THEREBY FiIND OURSELVES

I8 SUCH A POSITION,

6. |F HOWEVER THE CHINESE WERE TO MAKE AGENDA PROROSALS OF

THEIR OWN, ALONG THE LINES OF ZHAO'S LETTER, WE WOULD BE

OBLIGED TO RESPOND. «IN THIS CASE WE WOULD HAVE TO SAY THAT wE
AGREED THAT THE THREE SUBJECTS LISTED BY ZHAO (1,E. ''THE FORM OF
TRANSFERENCE OF SOVEREIGHTY AND HOW CHINA AND BR.ITAIN CAN
COOPERATE 1N THE TRANSITION PERIOD BETWEEN NOW AND 1997 AND

AFTER 1997'') SHOULD BE COVERED .iN THE TALKS, BUT THAT 'IN OUR VIEV
WE SHOULD LOGICALLY BEGIH wITH DISCUSSION ABOUT ARRANGEMENTS
AFTER 1997, AND THAT ONLY AFTER WE HAD AGREED ON THIS (1E WHAT

WE WERE TRANSITTIAG TOWARDS) COULD WE DISCUSS HOW TO HANDLE

THE TRAKSITION PERIGD, AND FINALLY HOW TO EFFECT THE TRANSFER

OF SOVERE IGNTY,

7. | SHOULD LIKE TO BE ABLE TC DELIVER THE REPLY TO YAO GUANG
O THE MORMNING OF MONDAY 16 MAY IN ORDER TO HAVE SOME

CHANCE OF HOLDING THE FIRST SUBSTANMTIVE ROUKD BEFORE THE END OF
THE MONTH AS THE CHINESE HAVE PROPOSED.

YUTUEE OF HORG EORG

ILIITED COPIES TO
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FM PEKING 0909407 MAY 83 cOn ‘jjJ% bd- Us ool e of -
TO IMMEDIATE FC e ¥ ,
| MMED 0 e i (d- Lain w ;"ﬁ.nSL ,

TELNO 416 OF 9 MAY
RPTD INFO IMMEDHATE HONG KONG. . ,-1/

Adine it Be prndad

Jlurtla S e ”7, :
1. thi CALLED ON V:ICE FORESIGN MINISTER YAQ GUANG THIS AFTERNOON

AT HIS REQUEST TO RECEIVE ZHAO ZIYANG'S REPLY TO MRS THATCHER'S

LETTER OF 10 MARCH. =y

FUTURE OF HONG KONG

" 2. YAO GUANG HANDED OVER A LETTER FROM ZHAO (OR‘IGINAL IN TODAY'S
BAG ADDRESSED TO CLUFT). HE SAID THAT ZHRO ATTACHED :IMPORTANCE TO

MRS THATCHER'S MESSAGE, WHEN iT WAS RECENVED HE WAS BUSY PREPARING
TO GO ABROAD BUT ON S RETURN HE HAD DEALT WITH :IT |N EARNEST,

3. HE THEN READ FROM A CHINESE COPY OF THE LETTER, ORALLY
TRANSLATED BY THE CHINESE (NTERPRETER ON AN ''UNOFF:CIAL BASHS'',

TEXT (N MIFT,

4, HE THEN ADDED SOME WORDS OF EXPLANAT:ION TO THE LETTER, SAYING
THAT ZHAQ WAS VERY PLEASED TO HAVE MRS THATCHER'S LETTER, ATTACHED
IMPORTANCE TO ‘BT AND TO MRS THATCHER'S VIEW OF THE (IMPORTANCE

OF S:#NO=-BRUMISH RELATIIONS. ZHAO HAD NOTED MRS THATCHER'S ASSURANCE
THAT SHE WAS PREPARED AT A CERTAUN STAGE TO RECOMMEND THE

TRANSFER OF SOVEREMGNTY OVER THE WHOLE OF HONG KONG., ZHAO AGREED
TO FORMAL SUBSTANTIVE TALKS AS SOON AS POSSIBLETO CONSIDER WAYS

OF TRANSFERR(ING SOVEREIGNTY AND HOW CHINA AND BRATIN COULD
COOPERATE N THE TRANSHT:HONAL PER:HOD AND AFTER 1997. 'If THE
BRITISH SWDE AGREED, THE TALKS COULD BEGIN ;IJNM_AY. THE CHINESE
LOOKED FORWARD TO A POSKTIWE RESPONSE. AT OUR NEXT MEETHNG YAOQ
GUANG AND i COULD DiSCUSS AGENDA, COMPOSKTHON OF DELEGATIONS AND
OTHER MODALT:ES.

5. tii THANKED YAO FOR THE LETTER, WHICH ‘i WOULD TRANSMIT AT ONCE.

6. sh OFFERED SOME PERSONAL COMMENTS, AND SAMD :# HAD NOTED UMITH
SOME PLEASURE THAT MRS THATCHER'S LETTER HAD BEEN WELL RECEIWED
AND THAT THE REPLY FROM PREMIER ZHAO WAS ONE GIVEN IN A POSITIVE
SPIRT. 1 NOTIWCED THE READINESS OF THE CHINESE SDE TO BEGIN

FORMAL TALKS ON THE HONG KONG QUESTION AS EARLY AS THIS MONTH.
AS MRS THATCHERS LETTER MADE CLEAR, WE ALSO APPROACHED THE

QUEST:-HON tiN A POSHTIVE AND FORWARD-LOOKdNG SPIRNT.

7. FOR PURPOSES OF CLARIFWCATION, ss SAID sk WOULD LiIKE TO MAKE A
FURTHER COMMENT. 1t NOTED THAT ZHAO'S'REPLY NOTED MRS THATCHER'S
ASSURANGE THAT SHE WAS PREPARED AT A CERTAIN STAGE TO RECOMMEND
THAT SOVEREWGNTY REVERT TO CHINA. THIS MIGHT BE JUST A MATTER OF
TRANSLATION, BUT /I o WERE EXPRESSING T I WOULD SPEAK ABOUT HER
ASSURANCE THAT PROVIDED CERTAMN CONDUTIONS WERE MET SHE WOULD

SERRET. 0 s i e
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RECOMMEND THAT SOVEREIGNTY COULD REVERT TO CHINA. 1 READ THE

ELEVANT PASSAGE FROM HER LETTER. A SIMILAR COMMENT WAS REQUIRED

N THE PASSGE N ZHAO'S LETTER AGREEING TO HOLDING TALKS ''ON

HE METHOD OF TRANSFERENCE OF SOVEREIGNTY.'' TO AVOID MISUNDERSTAND-
MNG, ‘i SHOULD PREFER THIS TO READ ''TALKS ON HOW THE CONDITIONS
MIGHT BE MET TO ENABLE TRANSFERENCE OF SOVEREIGNTY TO TAKE PLACE''.
THIS MIGHT BE A MATTER OF NO GREAT PRACTICAL SHGMIFICANCE WHEN WE
GOT ¢NTO SUBSTANTUVE TALKS, BUT IT WAS JAMPORTANT THAT WE SHOULD
lnvomn ANY MISUNDERSTANDING. iff THEN ASKED WHETHER YAO HAD ANY
"'PROPOSALS ON MODALT/IES. :

8. YAQ THEN LAUNCHED INTC ONE OF H:JS PHONDOROUS REPETHTIONS,

OF WHICH THE MAIN PONTS WERE THAT THE CHINESE BASHC POLICY HAD
BEEN MADE CLEAR ‘N THE SEPTEMBER MEETNGS AND THAT SOVEREGNTY,
AND PROSPERITY WERE (NSEPARABLY LINKED, HE PERSONALLY THOUGHT
THAT ZHAQ HAD RE/NTERATED CHINA'S POSHTION N RIS LETTER. PREMIER
ZHAQ HAD TAKEN NOTICE THAT ‘N HER LETTER MRS THATCHER HAD SHOWN
UNDERSTANDING OF THE CHINESE POSITION ON SOVERE(GNTY AND HAD TAKEN
NOTE OF THE ASSURANCE SHE HAD MADE W:iTH REGARD TO THE TRANSFER OF
SOVEREAGNTY. 1T WAS AGAUNST THIS BACKGROUND THAT PREWER ZHAO
SUGGESTED THAT CHiIMNA AND BRWTAUN SHOULD START FORMAL TALKS AS SOON
AS POSSH#BLE. AS TO WHAT WE WOULD DISCUSS AND HOW WE WOULD DKSCUSS
#T, WE WOULD HOLD FURTHER CONSULTAT:HONS.

9. (M SAMD  DID NOT WISH TO LABOUR THE POWNT, BUT 4T WAS
JWMPORTANT HE SHOULD REALISE THAT HIS DESCRIPTAON OF WHAT MRS
THATCHER HAD OFFERED AS AN ASSURANCE WAS NOT AN ACCURATE
QUOTATHON. YAO REPLIED THAT THIS WAS NOT. A DIRECT QUOTATION.
THERE HAD BEEN AN ASSURANCE /N MRS THATCHER'S LETTER WHICH WAS
HMPORTANT SEMICOLON T WAS AN EXPRESSION OF HER “NTENT.VF HAD
MENTIONED CONDATIONS FOR THE TRANSFER OF SOVEREVGNTY. THOSE
CONDITIONS WERE THE CONSIDERATIONS OF THE BRMTISH SHDE. THEY
COULD BE DUSCUSSED N TALKS. o

e ———

10, YAQO THEN SAiD HE WULSHED TO MAKE A PO4NT ABOUT OUR REFERENCES
TO THE PEOPLE OF HONG KONG. HE REFERRED TO THE PASSAGE /¢ HAD
QUOTED FROM THE PRIME MIMNSTER'S LETTER ABOUT THE NEED FOR FUTURE
ARRANGEMENTS TO BE ACCEPTABLE TO THE PEOPLE OF HONG KONG AS WELL
AS TO OTHER PART!HES. HE SAHMD THAT THE GREAT MAJOR:HTY OF HONG KONG
PEOPLE WERE CHINESE. BENNG CHINESE, THEY HEREWRY.

e
THERE WAS THEREFORE NO QUEST/ION OF WHETHER THE ARRANGMENTS WQULD BE
ACCEPTABLE TO THE HONG KONG PEOPLE OR NOT. WHEN CHiNA FORMULATED
TS POLJCIHHES TOWARDS HONG KONG T PROCEEBED FROM THE ACTUAL
CONDITHONS N HONG KONG AND ADOPTED A SPECIAL POLACY. CHINA KNEW

THAT BRIWTAAM UNDERSTOOD HONG KONG AND KNEW WHAT THE PEOPLE THOUGHT.
BUT CHINA ALSO HAD CONTACTS WITH HONG KONG PEOPLE AND ALSO KNEW

'_%” THEY THOiGHT. SE-éhE-[_ Tl /.u

e ————

——




11. 1 SAID i HAD NOTED WHAT YAO SAID WITH GREAT CARE. MY REFERENCE
. TO THE PEOPLE OF HONG KONG WAS DER:I'VED FROM MRS THATCHER'S LETTER.
Ji COULD ASSURE HiM THAT THE BRWTISH GOVERNMENT ATTACHED THE
GREATEST POSSHBLE (MPORTANCE TO THE WISHES OF THE HONG KONG
PEOPLE. J}i WISHED TO PUT THWS ON RECORD, BUT DD NOT wiSH TO GET:

TNVOLVED N FURTHER LONG ARGUMENT.

——

_____,_—-—-——"'-__
12. YAO ASKED WHETHER WE COULD NOW AGREE ON THIS BASHS AND DiSCUSS
THE AGENDA AND THE COMPOSHTHON OF TEAMS WHEN WE MET NEXT THHME. :h

SAMWD 4 WOULD REPORT uMMEDATELY TO THE PRIME MIM:ISTER AND WOULD
RESPOND AS SOON AS h RECENNED (INSTRUCT:IONS.
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DESKBY 091100Z

FM PEXING 091020Z MAY 23

TO IMMEDIATE FCO

TELNO 417 OF 9 MAY

AND TO IMMEDIATE HORG KCHG.

MIPT: FUTURE OF HONG KONG

____—--ﬂ
1. FOLLOWING 1S A ROU
THE PRIME MINISTER,

.
-

2. BEGINS. THANK YOU FOR YOUR LETTER CF 10 MARCH 19€3. |IT REMIMNDED
ME OF THE MEMORABLE DAYS IN SEPTEMBER 1982 WHEN YOU VISITED CHIiNA
AND HAD PLEASENT MEETINGS WITH CHAIRMAN DENG XIACPING AND MYSELF AND
IN A FRIENDLY AND FRANK ATMOSPHERE DISCUSSED IN DEPTH A NUMBER OF
QUESTIONS INCLUDING THAT OF HONG KONG. YOU WILL RECALL THAT

CHAIRMAN DENG XIAOPING AND | EXPLAINED IN DETAIL THE COMSISTENT
STAND OF THE CHINESE GOVERNMENT WHICH IS THAT THE ENTIRE HUNKG

KOMG AREA (INCLUDING HONG KCONG ISLAND, KOWLOOW AND THE NEW
TERRITORIES) HAS ALWAYS BEEN CHINESE TERRITORY. IT IS INDISPUTAELE
THAT CHINA HAS INHERENT SOVEREIGNTY OVER THE WHOLE HONG KONG AREA.

3. IN THE TALKS WE ALSO TOLD YOU FORMALLY THAT THE TIME WAS NOW
RIPE FOR THE SETTLEMENT OF THE HONG KONG PROBLEM, AND THAT THE
CHIMESE GOVERNMENT xw RECOVER CHINESE SOVEREIGHTY OVER THE
ENTIRE HONG KONG AREA NOT LATER THAT 1997 AND THAT THIS wOULD
NVOLVE RESTORING THE EXERCISE OF THAT SOVEREIGNTY OVER THE UHOLF
HONG KONG AREA. | ALSO EXPLAINED THAT THE CHINESE GOVERNMENT'S
TENTAL PRINCIPLE FOR THE SETTLEMENT OF THE HONG KONG PROBLEM
WAS TO RECOVER SOVEREIGNTY WHILE MAINTAINING PROSPERITY, AND THESE
WERE TWO PARTS OF AN INTEGRAL WHOLE. ONCE THE QUESTION OF
RECOVERY OF SOVEREIGNTY WAS SOLVED, CHINA AND BRITAIN COULD
CONTINUE TO EXPLORE THE QUESTION OF HOW TO MAINTAIN THE PROSPERITY
AND STABILITY OF HONG KONG. ON THE ASOVE BASIS WE AGREED THAT EOTH
*=TTES SHOULD CONDUCT TALKS THROUGH DIPLOMATIC CHAMNELS wiTH THE
COMMON AIMSOF MAINTAINING THE PROSPERITY AND STABILITY OF HONG

S

KONG.
#—

4, REGRETTAELY MORE THAN SIX MONTHS HAVE PASSED. THE CHIMNESE AND
BRITISH REPRESENTATIVES HAVE HAD SEVERAL CCNTACTS, BUT BAVE nOT
ACHIEVED REAL PROGRESS. THE CRUX MUST BE CLEAR TO YOUR
EXCELLENCY, IE. THAT THE RECOVERY OF SOVERE IGNTY OVER THE ENTIRE
AREA OF HONG KONG IS THE PleMISE AND BASIS FOR FURTHER TALKS.

5. | HAVE READ AND STUDIED YOUR LETTER CAREFULLY. IN THAT LETTER
YOU REFER TO THE HIGHEST IMPORTANCE YOU ATTACH TO THE DEVELOPMENT
OF SINO=BRITISH COOPERATION AND TO YOUR HOPE THAT THROUGH SINOQ=
BRITISH COOPERATION WE CAN ACHIEVE AN EARLY SETTLEMENT OF THE

SECRET /PROBL.C'“‘I




TE THE ASSURANCE IN YOUR
A T

TAIN STAGE TO RECOMMEND TO
-

PROBLEM. | ACREE WITH THAT. | ALSO N
LETTER THAT YOU ARE PREPARED AT A C

PARL LAMENT THAT SGVERE{EH?;_GVER THU ENTIRE HONG KONG AREA

SHOULD REVERT TO CHINA. THE CHINESE GOVERNMENT AGREED TO HOLD

OFF ICIAL TALKS AS SOON AS POSSIBLE. WITH THE COMMOM AlIM OF MAIN=-
TAINING THE PROSPERITY AND STABILITY OF HONG KONG WE SHOULD BEGIN
SUBSTANTIVE TALKS ON THE FORM OF TRANSFERENCE OF SCVERE[GNTY AND
HOW CHINA AND BRITAIN CAN COOPERATE IWN THE TRANSITION PERIOQD
+BETWEEN NOW AND 1997 AND AFTER 1997.

la)
LF
R

-

6., CHINA AND BRITAIN ARE FRIEMDLY COUNTRIES ENJOYING VERY GOOD
RELATIONS. THE HONG KOG QUESTION IS AN ISSUE BETWEEN CHINA AND
BRTTAIN LEFT OVER FROM HISTORY AND | BELIEVE THAT THIS CAN BE
SETTUED BY BILATERAL DISCUSSIONS BETWEEN THE TWO GOVERNMENTS. THE
SETTLEMENT OF THE HONG KONG PROBLEM GOULD NOT ONLY HEAL THE
HISTORICAL TRAUMA BUT wOULD ALSO GREATLY HELP SINO-BRITISH
RELATIONS. THIS IS NOT JUST I¥ CHINESE INTERESTS BUT ALSO IN
BRITAIN'S INTERESTS. OF COURSE THERE ARE STILL DIFFERENCES BETWEEN
CHINA AND BRITAIN ON CERTAIN ISSUES OF PRINCIPLE. SO FAR AS THE
CHINESE GOVERNMENT 1S CONCERNWED, | GREATLY HOPE THAT THROUGH THE
COMMON EFFORTS OF BOTH SIDES THESE DIFFERENCES MAY BE GRADUALLY
NARROWED, LEADING TO SMOOTH PROGRESS |§ THE TALKS AND FINALLY TO
A SATISFACTORY SETTLEMENT OF THE HONG KONG QUESTION.

7. IN THIS SPIRIT | PROPOSE THAT @HINESE AND BRITISH REPRESENTAT-
IVES SHOULD CONTINUE TO MEET IN EEKINQ_TO BISCUSS_IHE AGENDA FOR
THE TALKS, THE COMPOSITION OF DELEGATIONS AND OTHER RELEVANT

—— ———ey

MATTERS IN PREPARATION FOR AN EARLY START OF SUBSTANTIVE TALKS.
ZHAG ZI1YANG o
28 APRILA1983,

ENDSI
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DESKBY 091100z

FM PEKING 091040Z MAY 83
TO (MMEDIATE FCO

TELNO 418 OF 9 MAY

RPTD INFO ‘IMMEDIATE HONG KONG,

MY TWO «PT: FUTURE OF HONG KONG

Lo THIS S A POSHTIVE RESPONSE. T 1§ CLEAR THAT THE PRIME

MINISTER'S MESSAGE HAS BROKEN THE DEADLOCK AND THAT THE CHINESE
WISH TO GET ON WITH SUBSTANTIVE TALKS. THERE ARE, HOWEVER,
PTFALLS. ZHAG'S REPLY, WTHICH THE CHINESE wiLL SEEK TO USE AS
—————

THE BASIS FOR THE TALKS, CONTAINS A NUMBER OF BOWS IN OUR
DIRECTION, BUT DOES NQL ACCURATELY REPRESENT THE PRIME MINISTER'S
W LETTER AT TWO_|MPORTANT POINTS (A) ‘IN SUGGESTING THAT HER ASSURANCE
'S THAT SHE IS PREPARED (NEXT FOUR WORDS UNDERLINED) AT A CERTAIN
STAGE TO RECOMMEND TRANSFER OF SOVEREIGNTY, AND (B) THAT THE TALKS

WOULD BE CONCERNED INTER ALIA WITH THE_FORM OF TRANSFERRING
SOVEREIGNTY, THEREBY BLURRING OR EVEN_REMOVANG THE ESSENTIAL
——— —————

PRECOND ITHON EXPRESSED 'IN HER LETTER. |T WAS BECAUSE OF THIS

THAT T INTS /N MY PERSONAL COMMENTS. THIS DID NOT,
HOWEVER, APPEAR TO AFFECT YAO'S ENTHUSHASM TO GET ON WITH THE JOB.,
HE SAID THIS AND OTHER MATTERS COULD BE DISCUSSED |4 THE SUBSTANTIVE

TALKS. HOWEVER WE HAVE NEVER EXPECTED OTHERWISE.

——y

Cf:—‘"‘2.ah THEREFORE RECOMMEND A WELCOMING AND POSITINE REPLY, BUT ONE
\ WHICH REPEATS FOR THE RECORD THE BASIS ON WHICH WE EXPECT THE TALKS
70 PROCEEED. ‘I SHALL TELEGRAPH TOMORROW ON THE FORM /| WOULD

RECOMMEND THAT (INSTRUCT:IONS MIGHT TAKE,

3. AS REGARDS MODALITIES, 'k ASSUME WE WISH TO PROCEED ON THE BASIS
‘ OF MY PROPOSALS TO ZHANG WENJIN ON 5 OCTOBER (MY TELNO 620 PARA 1).
F I THE GOVERNOR MAY WISH THE POLITICAL ADVISER TO ATTEND AS WELL AS 7
uivf] % WAMSELF. AT THIS STAGE T DOUBT WHETHER MORE DETAILED HONG KONG
* EXPERTASE IS NECESSARY. FROM THIS EMBASSY GALSWORTHY AND EHRMAN
AS WELL AS PEIRCE SHOULD ATTEND.
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© 4. ON TUMING, FROM THIS POSTS POMNT OF WIEW IT IS LIKELY TO PROVE
DIFFICULT TO BEGIN SUBSTANTWE TALKS BEFORE THE END OF THE MONTH,

BUT PERHAPS NOT “MPOSSIBLE. SUNCE THE CHINESE HAVE SUGGESTED A
MEET:WNG I MAY THERE WOULD BE MERIT IN COMPLYING. HOWEVER, MUCH WiILL

DEPEND ON THE GOVERNOR'S ENGAGEMENTS.

5. ON PUBLICITY,

THE CHINESE MAY WISH TO MAKE AN ANNOUNCEMEMT THAT SUBSTANTIVE
TALKS HAVE BEGUN. ) DO NOT THINK WE NEED MAKE ANY ANNOUNCEMENT .

THE GOVERNOR'S MOVEMENTS WILL ATTRACT GREAT PUBLICITY. WE-COULD

a— e ———
SAY BN ANSWER TO QUESTIONS THAT /iT WAS ALWAYS ENVISAGED HE WOULD
A'TEND WHEN THE SITUATION WARRANTED |T. WE HAVE NOW REACHED THIS

POBNT,
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CONFIDERTIAL ©

10 DOWNING STREET

From the Private Secretary 6 May 1983

Call on the Prime Minister by Sir Y.K. Pao

Thank you for your letter of 29 April, The main points
made by Sir Y.K. Pao during his call on the Prime Minister
this morning were as follows.

He had been asked by Peking to join the Chinese People's
Consultative Committee but they had given him one or two years
to decide upon his response. (The Prime Minister pointed out
that the assumption behind this was that Peking regarded Y.K. Pao
as a Chinese citizen.)

He said that China had decided to form one or two large
companies in Hong Kong, partly to bring modern technology to
China. This was being organised by a Dr. Wong. One company,
called Everbright, had already acquired capital of $300 million
(it was not clear whether he meant Hong Kong or US dollars).

Eight English-speaking Chinese had been earmarked to work for the
company. Perhaps China's real aim in all this was to train people
in the ways of Hong Kong.

The Chinese had reiterated their request that he should make
a speech on the future of Hong Kong along the lines of Chinese
policy. He had -declined to do so.

He had recently seen one of the two Chinese Vice-Premiers

whose message had been that the Hong Kong negotiations were taking
time because the British Government were being slow.

A. J. COLES

John Holmes, Esq.,
Foreign and Commonwealth Office.
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R 624 OF 5 MAY 1983

MIPT: FUTURE OF HONG KONG: STRATEGY FOR SUBSTANTIVE TALKS.
1. FOLLOWING IS TEXT OF OUR REVISED DRAFT PRESENTATION.

INTRODUCT ION

IN THREE DECADES HONG KONG HAS DEVELUPED FROM AW ENTREPOT AND
COMMERCIAL CENTRE, TO A MAJOR LIGHT MANUFACTURING CENTRE (DOMESTIC
EXPORTS ACCOUNTING FOR 65 PER CENT OF TOTAL EXPORTS); AND THEN TO

A DIVERSIFIED ECONOMY WITH AN INTERNATIONAL DIMENSION (THE FIN-
ANCIAL AND ALLIED SERVICES SECTOR ACCOUNTING FOR ABOUT A QUARTER

OF THE GDP, I.E. AS MUCH AS THE MANUFACTURING SECTOR). THE HONG KONG
ECONOMY HAS BECOME INCREASINGLY EXTERMALLY ORIENTED: AND WITH THE
GROWTH OF THE MONEY AND FOREIGN EXCHANGE MARKETS IT HAS BECOME EVEN
MORE SENSITIVE THAN HITHERTO TO INTERNATIONAL AS WELL AS DOMESTIC
INFLUENCES .

INHERENT ADVANTAGES
2. UNDERLYING THIS DEVELOPMENT HAVE BEEN CERTAIN ADVANTAGES -
(A) HONG KONG'S GEOGRAPHICAL POSITION:

(B) THE BIGGEST (AND ONLY DEEPWATER) PORT IN SOUTH CHINA, WITH
SHIPPING, CARGO AND CONTAINER HANDLING SERVICES TO MATCH,
COMPLEMENTED BY AN INTERNATIONAL AIRPORT WITH MAJOR AIRCRAFT
ENGINEERING FACILITIES AND A DEVELOPED INTERNATIONAL TELE~-
COMMUN ICAT IONS MNETWORK:

(C) THE PROXIMITY OF DEPENDABLE SOURCES OF BASIC FOODSTUFFS, RAW
MATERIALS AND CONSUMER GOODS FOR LOCAL CONSUMPTION, AND THE
AVAILABILITY OF A SUPPLEMENTARY WATER SUPPLY FROM CHINA AND A
RELIABLE SUPPLY OF SEMI-FINISHED I[NPUTS FROM JAPAi:

(D) A FLEXIBLE, MOBILE, WELL TRAINED, HIGHLY MOTIVATED AND HIGHLY
PRODUCTIVE LABOUR FORCE:

(E) RESOURCEFUL ENTREPRENEURS, WHO AMORTISE THEIR CAPITAL INVEST-
MENTS OVER THE ECONOMIC LIFE OF THE ASSETS CONCERNED, WHO SEEK TU
UTILISE CAPITAL INVESTED AS EFFICIENTLY AS PCSSIBLE, AND WHO HAVE
THE COURAGE TO ADOPT NEW PROCESSES AND EQUIPMENT:
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(F) A LARGE AND SKILLED PROFESSIONAL AND MANAGERIAL CLASS, WITH

A HIGH LEVEL OF EDUCATION AND LINGUISTIC ABILITY. MANY MEMBERS

OF THIS CLASS HAVE BEEN EDUCATED ABROAD AND HAVE MAINTAINED THEIR
LINKS WITH THE COUNTRIES IN WHICH THEY WERE TRAINED:

(G) EXCELLENT WORLD=WIDE MARKETING ARRANGEMENT ON WHICH HONG KONG'S
EXPORT=ORIENTED MANUFACTURING SECTOR DEPENDS.

FAVOURABLE FACTORS
3. THE NATURAL AND HUMAN ADVANTAGES WHICH THE TERRITORY ENJOYS
ARE NOT SUFFICIENT IN THEMSELVES TO ACCOUNT FOR ITS DEVELOPMENT,

WHICH COULD NOT HAVE BEEN ACHIEVED WITHOUT:-

(A) A COOPERATIVE RELATIONSHIP WITH THE PEOPLE'S REPUBLIC OF CHINA,
BASED ON MUTUAL BENEFIT: '

(B) MOST=FAVOURED-NATION (MFN) RIGHTS OF ACCESS TO MAJOR FORE IGN
MARKETS AND RESTRAINT AGREEMENTS NEGOTIATED UNDER THE MULTI=

FIBRE ARRANGEMENT (MFA):

(C) A FISCAL AND SOCIAL ENVIRORMENT ENCOURAGING ENTERPRISE, HUMAN
ENDEAVOUR, AND THE SPREAD OF PROSPERITY:

(D) FREEDOM OF MOVEMENT, FREEDOM OF EXPRESSION, FREE CHOICE OF
CAREER AND OCCUPATION, AND A FAMILIAR LIFE STYLE:

(E) INTERNAL POLITICAL STABILITY:

(F) CONTINUITY OF POLICY, !MPLEMENTED BY AN IMPARTIAL CIVIL SERVICE.
4. BUT THE MAINTENANCE OF (C), (D), (E) AND (F) ABOVE REQUIRES =

(1) CONSISTENT AND PREDICTABLE ADMINISTRATION:

(1) A KNOWN AND WELL DEVELOPED SYSTEM OF LAW WHOSE PRACTICE 1S
INTERNAT IONALLY ACCEPTED AND UNDERSTOOD, BACKED UP BY

(111) THE IMPARTIAL ADMINISTRATION OF THE LAW THROUGH AN INDEPEN-
DENT JUDICIARY:

(1v) BUDGETARY POLICIES AND A TAX REGIME WHICH ENCOURAGE BUSINESS
ENTERPRISE AND FOSTER DOMESTIC AND INTERNATIONAL INVESTMENT:

(V) A CAREFULLY MANAGED MONETARY SYSTEM AND A CURRENCY WHICH 15
FULLY BACKED WITH FOREIGN EXCHANGE ASSETS, FREELY CONVERTIBLE AWND
INTERNAT IONALLY ACCEPTED AND TRADED:

(V1) AN EDUCATION SYSTEM GEARED TO PROVIDING THE MANAGER I AL,
7k

PROFESSIONAL AWD TECHNICAL SKILLS REQUIRED AT ALL LEVELS.
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- CONF I DENCE

5. HONG KONG WOULD RETAIN ITS NATURAL GEOGRAPHICAL ADVANTAGES
JHATEVER TS CONSTITUTIONAL STATUS OR FORM OF GOVERNMENT. 3UT
HONG KONG COULD NOT PRESERVE ITS PRESENT LEVEL OF PROSPERITY AND
STABILITY IF THERE WERE A WITHDRAWAL OF INVESTMENT AND SKILLS,

A LOSS OF HONG KONG'S RIGHTS OF ACCESS TO OVERSEAS MARKETS OR
DOUBTS ABOUT THE CONVERTIBILITY AND VALUE OF THE HONG KONG DOLLAR
OR THE CONTINUITY OF THE LEGAL SYSTEM.

6. THE HUMAN AND CAPITAL RESOURCES WHICH ARE ESSENTIAL TO HONG
KONG'S SUCCESS ARE HIGHLY MOBILE. HONG KONG PLACES NO RESTRICTIONS
UPON THE MOVEMENT OF CAPITAL. DOMESTIC AND INTERNATIONAL INVESTORS
COULD AND WOULD SEEK TO LIQUIDATE THEIR ASSETS AND TRANSFER THE
PROCEEDS AND CAPITAL EQUIPMENT OVERSEAS IF THERE WAS SERIOUS DOUBT
ABOUT THE MAINTENANCE OF THE PRESENT BUSINESS ENVIRONMENT.

PROFESS IONALLY QUALIFIED PEOPLE, WHETHER OF OVERSEAS OR HONG KOWG
ORIGIN POSSESS SKILLS WHICH ARE EASILY MARKETABLE ELSEWHERE. MANY
OF THEM WILL REMAIN IN HONG KONG ONLY SO LONG AS THEY SEE NO THREAT
TO THE PRESENT SOCIAL, LEGAL AND BUSINESS ENVIRONMENT, AND HENCE TO
THE OPPORTUNITIES AVAILABLE TO THEM AND THE LIFESTYLE WHICH THEY
NOW ENJOY.

7. BOTH DOMESTIC AND INTERNATIONAL [NVESTORS AND THOSE WHOSE SKILLS
ARE ESSENTIAL TO HONG KONG THEREFORE REQUIRE SOME GUARANTEE THAT
THERE WILL BE NO FUNDAMENTAL CHANGE IN THE SYSTEMS [N FORCE OR IN
THE POLICIES PURSUED. OTHERWISE, THERE WILL BE NO CONFIDENCE AND

THEY WILL LEAVE.

8. IT HAS BEEN SUGGESTED THAT SUFFICIENT GUARANTEE WILL BE PROVIDED
BY APPROPRIATE PROVISIONS IN THE CONSTITUTION OF THE PEOPLE'S
REPUBLIC OF CHINA. THE DIFFICULTY FOR HONG KONG PEOPLE IS THAT IT
IS NOT EASY TO SEE HOW A LIBERAL, CAPITALIST SYSTEM CAN SUCCESS-
FULLY EXIST WITHIN A COUNTRY OPERATING A SOCIALIST SYSTEM. THEY
WOULD NEED TO SEE A LONG PERIOD OF STABILITY AND SUSTAINED ECONOMIC
PROGRESS IN CHINA BEFORE THEY MIGHT OVERCOME THE GRAVE RESERVATIONS
WHICH THEY HAVE TODAY ABOUT A FUTURE UNDER THE ULTIMATE AUTHORITY
OF A SOCIALIST ADMINISTRATION. THESE DOUBTS ARE REINFORCEZD BY
RECENT CHINESE HISTORY, AND IN PARTICULAR THE MEMORIES OF SOME

HONG KONG INDUSTRIALISTS OF EVENTS IN SHANGHAI, AND THE EXPERIENCE
OF THE CULTURAL REVOLUTION.

9. SO IF HONG KONG iS TO RETAIN INVESTMENTS AND THE SKILLED
PROFESSIONALS ESSENTIAL TO ITS ECONOMY, SOME MEANS MUST BE FOUND
TO SHOW THAT THE TERRITORY WILL CONTINUE TO 3E INSULATED FROM THE
EFFECTS OF POLITICAL CHANGES ELSEWHERE. AT PRESENT THIS INSULATION
IS PROVIDED BY THE LINK WITH THE UK WHERE SIMILAR SYSTEMS AND
POLICIES ARE IN FORCE, AND BY LONG EXPERIENCE OF RESPECT FOR HONG
KONG'S INTERNAL AUTONOMY. OTHER FORMS OF INSULATION HAVE BEEN
SUGGESTED, FOR EXAMPLE INDEPENDENCE OR UN TRUSTEESHIP, BUT IT iS
CLEAR THAT THESE WOULD NOT BE ACCEPTABLE TO CHINA. THE OBVIOUS
SOLUTION IS THEREFORE TO MAINTAIN THE EXISTING MEANS OF INSULATION
WHICH HAS PROVED EFFECTIVE AND IS KNOWN AND ACCEPTED BY THE PEOPLE

OF HONG KONG. SECRETG (10




18. THUS THE LINK WITH THE UK ACTS AS A GUARANTEE AGAINST .
FUNDAMENTAL CHANGE, AND AS A MEANS OF PRESERVING CONFIDENCE. IT :
IS ALSO THE SOURCE OF COMMERCIAL AND OTHER RIGHTS, ESSENTIAL TO

HOWG KONG'S ECONOMY WHICH WOULD BE LOST IF THE LINK WERE BRUKEN.

THIS CAN BE ILLUSTRATED BY A NUMBER OF EXAMPLES -

(A) CURRENCY AND CONVERTIBILITY

AN INDEPENDENT AND CONKVERTIBLE HONG KONG DOLLAR 1S ESSENTIAL TO
THE MAINTENANCE OF THE EXTERNALLY ORIEKTED ECONOMY OF HONG KONG.
THE OWNERSHIP AND CONTROL OF HONG KONG'S FOREIGK EXCHAMGE ASSETS
LIES IN HONG KONG NOT IN THE UK. BUT THE INDEPENDENCE AND CON-
VERTIBILITY OF THE HONG KOWG DOLLAR ARE TAKEN FOR GRANTED, PARTLY
BECAUSE IT IS MANAGED BY A GOVERNMENT IN HONG KONG DEDICATED TC
FREE MARKET PRINCIPLES AND TO THE FREEDOM OF F INANCIAL FLOWS
VITHIN THE INTERNATIONAL SYSTEM: AND PARTLY BECAUSE" THE FINAL
AUTHORITY IN THESE (AND ALL OTHER) MATTERS IN HONG KONG LIES WITH
THE UK WHICH IS ITSELF FULLY INTEGRATED |NTOxTHE INTERNAT IONAL
OPEN TRADING AND FINANCIAL SYSTEMS. THERE WOULD BE NO CONFIDENCE
IN THE CONTINUED INDEPENDENCE AND CONVERTIBILITY OF THE HONG KONG
DOLLAR IF THE ULTIMATE AUTHORITY RESTED WITH A GOVERNMENT DEDICATED
TO A FULLY MANAGED ECONOMY AND WITH NO EXPERIENCE OF A CONVERT IBLE
CURRENCY :

(B) INTERNATIONAL TRADE

HONG KONG DERIVES iTS OPEN ACCESS TO ITS MAIN MARKETS, 1IN
PARTICULAR THE UNITED STATES AKND EUROPE, FROM THE UK'S MEMBERSHIP
OF THE GENERAL AGREEMENT ON TARIFFS AND TRADE (GATT). THE ULTIMATE
GUARANTEE TO OTHER GATT MEMBERS THAT GATT RULES WILL APPLY IN HONG
KONG IS THE ACCEPTANCE OF THESE RULES BY THE UK. THIS GUARANTEE
WOULD BE REMOVED IF RESPONSIBILITY FOR HONG KOKG LAY WITH CHINA,
WHICH OPERATES A STATE MANAGED ECONOMY (AND WHICH 1S NOT A MEMBER
OF THE GATT). AGREEMENTS WITH HONG KONG'S MAIN TRADING PARTNERS
"WHICH ARE CLOSELY LIHKED TO THE GATT AND WHICH APPLY TO A LARGE
PROPORTION OF HONG KONG'S EXPORTS WOULD HAVE TC BE RENEGOTIATED

IF THE LIKK WITH THE UK WERE SEVERED. IT IS DIFFICULT TO SEE HOW
HONG KONG'S TRADING PARTNERS WOULD AGREE TO HONG KONG RETAINING
QUOTAS SEPARATE FROM AND ADDITIONAL TO THOSE OF CHINA IF THIS

LiNK WERE BROKEN:

(C) THE LEGAL SYSTEHM

THE LAWS OF HONG KONG ARE BASED ON BRITISH COMMON AND STATUTE LAW,
AKD THc PROGRESSIVE INTERPRETATION OF THAT LAW BY COURTS IN THE UK
IS ONE OF THE MAIN BASES ON WHICH THE LAV Il HONG KONG IS5 ADMIN-

THE INTERNATIONAL COMMUNITY TRADING IN AND INVESTING IN HONG KONG.
THE JUDICIARY IS INDEPENDENT OF THE EXECUTIVE. THE GUARANTEE OF THE
CONTINUED OPERATION OF THIS LEGAL SYSTEM IS THE LINK WITH THE UK
WHERE THE SEPARATION OF THE JUDICIARY AND THE EXECUTIVE AND THE SAME
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SYSTEM OF LAW HAVE BEEN IN FORCE FOR MANY CENTURIES. THE POLIC FORCE
ARE TRAINED TO OPERATE WITHIN THE FRAMEWORK OF THE BRITISH LEGAL
SYSTEM. THE CONF IDENCE WHICH THIS GIVES THAT THE BRITISH CONCEPT OF
LAW WILL PREVAIL WOULD NOT BE MAINTAINED IF THE LINK WAS WiTH CHINA
WHICH HAS A COMPLETELY DIFFERENT CONCEPT AND SYSTEM OF LAW, AND ONE
WHICH, IN MANY AREAS IMPORTANT FOR HONG KONG, IS STILL BEING
DEVELOPED:

(D) THE JURISDICTIONAL LINK

SINCE IN THE CASE OF HONG KONG THE GUARANTEE CANNOT BE FOUNDED
ON THE POLICIES OF AN INDEPENDENT GOVERNMENT (AS IN THE CASE OF
SINGAPURE) IT MUST BE PROVIDED IN ANOTHER WAY. THE ULTIMATE
GUARANTEE THAT THE POLITICAL, ECONOMIC AND SOCIAL SYSTEMS IN
HONG KONG WILL NOT DIVERGE FROM THEIR PRESENT FORM IN ANY SUB-
STANTIAL WAY HAS BEEN THAT FINAL AUTHORITY LIES, THROUGH THE
GOVERNOR, WITH HER MAJESTY'S GOVERNMENT IN THE UNITED KIiNGDOM
WHERE SIMILAR SYSTEMS EXIiST.

CONCLUSION

11, THE FOREGOING REPRESENTS ONLY A VERY BRIEF AND GENERAL PICTURE
OF THE WAY IN WHICH THE LINK BETWEEN HONG KONG AND THE UK PRESENTLY
OPERATES. THIS LINK, AND THE BRITISH ROLE (N THE ADMINISTRATION OF
THE TERRITORY, AT PRESENT PROVIDE A GUARANTEE AGAINST FUNDAMENTAL
CHANGE IN THE SYSTEM AND POLICIES PURSUED IN HONG KONG. WE PROPOSE
IN SUBSEQUENT MEETINGS TO ENLARGE ON THESE ASPECTS OF THE ADMINIS-
TRATIVE STATUS QUO IN HONG KONG, AND IN PARTICULAR ON THE FINANCIAL,
FISCAL AND LEGAL SYSTEMS AND THE FABRIC OF AGREEMEKT ON WHICH HONG
KONG'S ROLE AS A FINANCIAL AND COMMERCIAL CENTRE DEPENDS. OUR
OBJECTIVE WILL BE TO ILLUSTRATE OUR VIEwW OF HOW THE AGREED COMMON
AIM OF MAINTAINING THE STABILITY AND PROSPERITY OF HONG KONG CAN BE
ACHIEVED.

YouDE

FUTURE OF EONG EONG

IDMITED COFIES TO

ED/EEGD EIR I EINCLATR LEGAL ADVISER
MR BURROWS LEGAL ADVISERS
MR ROEERTS NEWS D

MR MARTIN ASSESSMENTS STAFF
CABINET OFFICE

Mr FPowen - Pusy
M~ Coles - Nv10 D.S& .
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TELEGRAM NUMBER 623 OF 5 MAY 1983 \3-
INFO PRIORITY PEKING (PERSONAL FOR AMBASSADOR) &f&\
N
rd }\\

Yl 2y o=
MIPT: FUTURE OF HONG KONG: STRATEGY FOR SUBSTANTIVE TAL;?};:Z,f

1. FOLLOWING IS REDRAFT OF THE MAIN PAPER.
FOR CONVEWIENCE NEW MATERIAL IS UNDERLINED.

INTRODUCT ION

1. THE PURPOSE OF THIS PAPER IS TO PREPARE A PLAN FOR HMG'S CONDUCT
OF SUBSTANTIVE HEGOTIATIONS WITH THE PRC. IT ASSUMES THAT THE
CHINESE RESPONSE TO THE PRIME MINISTER'S MESSAGE EWABLES DETAILED
NEGOTIATIONS TO START WITHOUT UNCONDITIONAL ACCEPTANCE OF THE
CHINESE PREMISE ON SOVEREIGNTY. ON MODALITIES, IT IS BASED (NEXT
WORD UNDERLINED) GENERALLY ON THE PROPOSALS WHICH WERE PUT TO THE
CHINESE MFA IN OCTOBER 1982.

Uk AIM

2. TO CONCLUDE AN AGREEMENT ON THE FUTURE OF HONG KONG INVOLVING
THE CONTINUATION OF BRITISH ADMINISTRATION OF THE TERRITORY FOR
AS LONG AS POSSIBLE BEYOND 1997.

LIKELY CHINESE AIMS

3« (FOLLOWING 29 WORDS UNDERLINED) TO OBTAIN HMG'S AGREEMENT THAT
THE WHOLE OF HONG KONG MUST REVERT TO CHINA IN 1997: AND TO ScCURE
ERITISH COGPERATION SMOOTH TRANSITION TO CHINESE
RULE.

PLACE = PEKING
MEMBERSHIP OF BRITISH TEAM

4, AT LEAST INITIALLY THE TALKS WOULD BE THROUGH THE DIPLOMATIC
CHANMEL WITH A TEAM LED BY THE AMBASSADOR. THE GOVERNCR OF HONG
KONG WOULD PARTICIPATE AS HNECESSARY. THE POSSIBILITY OF OTHER
REPRESENTATIVES FROM HONG KONG wWOULD 3 KEPT (N MIND. (FOLLOWING
44 WORDS UNDERLINED) IN PARTICULAR, iT WILL BE NECESSARY TO SEEK
TO INVOLVE EXCO UNOFFICIALS AT SOME STAGE, BOTH TO MEET THEIR
WiSH TO BE INVOLVED AND TO DEMONSTRATE TO HONG KONG PEOPLE THAT
THE TALKS ARE WNOT BEIHG CONDUCTED EWNTIRELY 3Y EXPATRIATES OM THE
AT A LATER STAGE MINISTERIAL PARTICIPATION MIGHT
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ScQUENCE UF SES3IONS

S«.(A) FIRST SESSION

A PROCEDURAL (NEXT WORD UWDERLINED) MEETING INVOLVING THE
AMBASSADOR AND THE MFA WOULD PRUBABLY BE NECESSARY TO AGREE ON
SUBSEQUENT ARRANGEMENTS. (FOLLOWING 48 WORDS UNDERLINED) IDEALLY
WE SHOULD LOOK FOR SOMETHING ON THE LINES SUGGESTED BELUW. BUT WE
SHOULD SEEK TO AVOID GETTING BOGGED DOWN IN PROCEDURAL ARGUMENT.
IN THE EARLY STAGES IT WILL BE ENOUGH TO AGREE AT EACH MEETING
THE DATE FOR THE NEXT, AND TO ALLOW A PATTERN TO DEVELOP.

(B) SECOND SESSION

THIS SHOULD BE ATTENDED BY THE GOVERNOR OF HONG KONG. OUR GUIDE-
LINES WOULD SO FAR AS POSSIBLE FOLLOW THOSE IN ANNEX A. THE OBJECT
WOULD BE (FOLLOWING 16 WORDS UMBDERLINED) TO SET THE SCENE FOR
SUBSEQUENT MEETINGS, TO DRAW THE CHINESE INTO DISCUSSIGNS AND,
WHERE NECESSARY, TO AGREE ON SUBSEQUENT DETAILED WORK. iN DOING

SO WE SHOULD AVOID CONFRONTATION ON MATTERS OF PRINCIPLE,
PARTICULARLY ON SOVEREIGNTY. THIS SESSION SHOULD INCLUDE A PRESENT-
ATION BY THE GOVERNOR, SETTING OUT HOW HONG KONG OPERATES IN ORDER
TO ILLUSTRATE THE VALUE OF THE PRESENT SYSTEM OF ADMINISTRATION.

(C) THIRD PHASE (WHICH MIGHT COMPRISE A NUMBER OF SEPARATE SESSIONS}).

(OPEN UNDERLINING)
DURING THIS PHASE, IF NOT BEFORE, WE MUST EXPECT THE CHINESE TO
MAKE A STRONG EFFORT TO DRAW US ONTO GROUND OF THEIR CHOOSING.
THEY ARE LIKELY TO TAKE THE LINE THAT SOVEREIGNTY AND ADMINISTRATION
ARE INSEPARABLE, AND THAT DIiSUCSSION SHOULD THEREFORE CONCENTRATE
ON ARRANGEMENTS FOR TRANSITION AND EVENTUAL BRITISH wITHDRAWAL,
AND (PERHAPS AT A LATER STAGE) ON MEASURES-TO SECURE CONTINUED
BRITISH INVESTMENT AND QUOTE COOPERATION UNQUOTE AFTER CHINESE
CONTROL HAS BEEN RE-ESTABLISHED. WE SHOULD BE PREPARED TO LISTEWN
TO ANY CHINESE ARGUMENTS OGN THESE LINES. BUT IN PARALLEL WE SHOULD
SEEK TO CONTINUE THE PROCESS OF EDUCATING THE CHINESE ABOUT HOwW
HONG KOMNG WORKS BY MAKING DETAILD PRESENTATIONS ON SPECIFIC AREAS
(E.G, THE FINANCIAL SYSTEHM, INCLUDING THE ROLE OF THE HONG KOG
DOLLAR: THE LEGAL SYSTEM: THE NETWORK OF TRADE AGREEMENTS ETC.).
THE AIM I8 EACH CASE WOULD BE TO DEMONSTRATE THE VITAL iMPORTANCE
OF THE BRITISH LINK AND THE NEED TO MAINTAIH IT. (END UNDERLINING)
iT MIGHT BE APPROPRIATE TO SUGGEST THAT THESE QUESTIONS COULD BE
EXPLORED BY SUB-COMMITTEES BUT IT IS IN FACT DOUBTFUL WHETHER THIS
SYSTEil WOULD COMMEND ITSELF TQ THE CHINESE OR LEAD TO MUCH PRUGRESS.
(OPEN UNDERLINING) WHETHER OR NOT THERE WERE SUB-COMMITTEES,
S FROM HONG KONG MIGHT I TO THE UK MNEGOTIATING TEAM
USSION OF UPPORT FROCM LONDON MIGHT ALSO
L BUT IT 15 iHOR KELY TO DE REQUIRED AT A LATER STAGE.
[




(D) FOURTH PHASE

(OPEN UNDERLINING)

IF THE CHINESE CAN BE CONVINCED THROUGH DETAILED PRESENTATIONS THAT
THE MAINTENANCE OF STABILITY AND PROSPERITY REQUIRES THE CONTINUATION
OF BRITISH ADMINISTRATION IT WILL STILL BE NECESSARY TO PERSUADE
THEM THAT THIS CAN BE MADE POLITICALLY ACCEPTABLE TO THEM. WE CAN
EXPECT THEM TQ ARGUE THAT CONTINUED BRITISH ADMINISTRATION IS NOT
CONSISTENT WITH CHINESE SOVEREIGNTY AND WOULD IN ANY CASE BE
INTOLERABLE POLITICALLY. WE MUST BE READY TO DEMONSTRATE WITH
EXAMPLES THAT SQVEREIGNTY AND ADMINISTRATION CAN BE, AND IN OTHER
PARTS OF THE WORLD HAVE BEEN, SEPARATED. WE MUST ALSO [NDICATE
WILLINGNESS TO DISCUSS WAYS IN WHICH CHINESE POLITICAL CONCERNS
MIGHT BE ACCOMMODATED. IF IN THAT CONTEXT THt CHINESE PROPOSED
DISCUSSION OF SUBSTANTIVE OR SYMBOLIC CHANGES 1IN HONG KOWG TO
REFLECT THE FACT THAT SOVEREIGNTY WOULD HAVE REVERTED TO CHINA,

WE SHOULD SHOW READINESS TO LISTeN 7O THEIR IDEAS AND I[NDICATE

THAT WE HAVE AN OPEN #IND. BUT SINCE OUR OBJECTIVE IS TO SECURE
CHINESE AGREEMENT TO CONTINUING BRITISH - ADMINISTRATION WITH AS
LITTLE OUTWARD. CHANGE AS POSSIELE WE SHOULD NOT CURSELVES RAISE

THE QUESTION OF CHANGES« (END UNDERLINING)

6. (OPEN UNDERLINING) IF THE CHINESE SHOWED SERIOUS (NTEREST IN

A PACKAGE WHEREBY CHINESE SOVEREIGNTY WAS RECOGNIZED BUT BRITISH
ADMINISTRATIVE CONTROL REMAINED WE WOULD NEED TO EXPLURE MEANS OF
RECORDING AN AGREEMENT TO THIS EFFECT N A DOCUMENT WHICH WOULD
PRESERVE CHINESE FACE. IF PRELIMINARY EXCHANGES WENT WELL (END
UNDERLINING) WE MIGHT NEED TO RAISE THE LEVEL OF THE TALKS. BUT

THE TIMING OF MINISTERIAL IWNVOLVEMENT IN THE TALKS (OPEN UNDERLINING)
(AS OPPOSED TO MiMISTERIAL INTERVENTIONS OUTSIDE THE FORMAL FRAME-
WORK OF THE TALKS — SEE PARA 3 BELOW)(END UNDERLINWING) WOULD NEED
VERY CAREFUL CONSIDERATION. '

AGREEMENT

7. THE NORMAL PROCEDURE WOULD 3E:

(1) INITIALLING OF A DRAFT AGREEMENT, SUBJECT TO RATIFICATION.
(1i1) FORMAL SIGNATURE.

(111) PASSAGE OF THE NECESSARY BILL THROUGH PARLIAMENT .

(IV) EXCHANGE OF RATIFICATIONS.

3
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SECKRET

OTHER METHODS

3. THROUGHOUT THE SERIES WE SHOULD KEEP IN MIND THE POSSIBILI

OF USING SUPPLEMENTARY METHODS (E.G. MINISTERIAL MESSAGES OR
VISITS/ AND UNOFFICIAL INTERMEDIARIES) N ORDER TO OVERCOME
OBSTACLES OR CLARIFY OUR POSITION.

Y
CONSULTATION WITH EXCO

9, (OPEN UNDERLINING) Ii# ORDER TO RETAIN THE beF\SENCE OF THE
PEOPLE OF HONG KONG 1T WOULD BE ESSENTIAL TO MAINTAIN CLOSE

CONSULTATION WiITH EXCO THROUGHOUT THE TALKS AND TO ENSURE THAT
THEIR ADVICE WAS TAKEN AT ALL IMPORTANT POINTS. (END UNDERLING)
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10 DOWNING STREET

From the Private Secretary 4 May 1983

Yoy Hle,

CALL ON PRIME MINISTER BY SIR S Y CHUNG

Thank you for your letter of 29 April.
Sir S.Y. Chung called on the Prime Minister
today. I enclose a record of the conversation.
Our press section will brief the press on the

call along the lines of paragraph 3 of your
letter.

l-’w_n--d

J.E. Holmes, Esq.,
Foreign and Commonwealth Office.
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RECORD OF A CONVERSATION BETWEEN THE PRIME MINISTER AND
SIR S.Y. CHUNG AT 1700 HOURS ON 4 MAY 1983 AT 10 DOWNING ST.

Present

Prime Minister
Mr. Coles

Sir.S.Y. Chung said that since he had met the Prime

Minister last December there had not been much movement' on
the problem of the future of Hong Kong but the direction

of the movement had been right. In December, the Hang Seng
Index had been around 700. It was now over 1,000. The
panic of October/November was over. The Chinese had taken
a few significant steps. In particular, they had made it
very clear that they had no intention of regaining sovereignty
before 1997. Chinese propaganda had not been as bad as he
had feared. People in Hong Kong now expected that the
negotiations would be long drawn out and last for anything
up to four years. They were prepared to wait for two or
three years and meanwhile carry on business as usual. i
there was then no solution they would still have some ten
years to make their plans. So the urgency had gone out of

the situation.

The fact that the Hong Kong dollar had fallen in wvalue

while the Hang Seng Index had risen had several explanations.

People who had earlier bought property in Hong Kong with
their spare money now tended to buy abroad. Dollars
deposited in Hong Kong were subject to tax which could be
avoided by overseas investment. The inflow of money into
the colony in the 1970s, largely for investment in property,
had now become an outflow as investors took their profits
or cut their losses. If Hong Kong's exports improved this

outflow could be balanced. There were some signs of an

/ improvement
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improvement but not yet a steady trend. In any case, it
was perhaps good that the Chinese should see the Hong Kong

dollar weakening, provided this was not too pronounced.

There had been a perhaps significant change in Chinese
language about the future of Hong Kong. Earlier they had
talked of Hong Kong people ruling Hong Kong in the future.
Now they talked about "Hong Kong systems'" ruling Hong Kong.

Two months ago he had been approached by the new Deputy
Director of the new Chinese News Agency. Another member of
the unofficials had received a similar approach. SLYNS Y
Chung himself had been invited to advise the Chinese leader-
ship on the affairs of Hong Kong and to join the Chinese
People's Consultative Committee. He would have given a
negative response but before he had been able to do so his
interlocutor had said that he fully realised that neither
HMG nor Sir S.Y. Chung himself would consider it appropriate
to accept the invitation now. Nevertheless, the invitation
was being extended so that acceptance could be considered

when the time was ripe.

The Prime Minister said that the Chinese appeared to

be implying that Sir S.Y. Chung was a citizen of China.
How did he interpret this move?

Sir S.Y.'Chung said that one possible interpretation

was that the Chinese were laying the groundwork for the
Hong Kong people to organise the local level of the
Consultative Committee in_Hohg Kong. The Deputy Director
had made further important points. He had totally denied
the rumour that the Chinese would take action on Hong Kong
in September (sic). He had stressed that the United
Kingdom and China had a great deal to gain from continuing
their present friendly relations to their mutual benefit.
He had asked whether the forthcoming British Election would

/influence
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influence the Prime Minister's approach to negotiation.

(Sir S.Y. Chung had replied that the Conservative Party was
highly likely to win the Election but if the Chinese counted
on the Labour Party getting in and adopting a different
attitude to Hong Kong, they might be disappointed.)

The Prime Minister said that she felt that the Chinese

had not honoured the outcome of her talks in Peking last
September. They now knew from her letter to the Chinese
Premier that she felt that way. Recent reports seemed to
indicate a greater Chinese understanding of Hong Kong's

position and the nature of its success.

Sir S.Y. Chung said that he believed that the Chinese

reply to the Prime Minister's letter would eome later rather
than sooner. But in the last two months the signs had been
better. The Governor interpreted the leakage of the Prime
Minister's letter as a Chinese desire to test, by a circuitous
route, the reactions of the Chinese people. If those
reactions were good, the Chinese leadership would be inclined

to respond positively.

On 16 May a group of thirteen or fourteen young Hong
Kong professionals, including three unofficials, were going
to Peking '‘at Chinese invitation. He had discussed strategy
with the group. They had agreed not to present a solution
for the Hong Kong problem - for Peking would only attack
any solution they presented. But they would make the point
that if the Chinese took over Hong Kong, confidence would
evaporate. There was therefore a need for a guarantee.
If the Chinese accepted this need, then the way would be
open for later discussion of British administration

constituting that guarantee.

In conclusion, Sir S.Y. Chung thanked the Prime Minister
for the stand she had taken in the negotiations and the trust
she had placed in the unofficials. The Prime Minister said

/ that she
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that she had no hesitation in keeping the unofficials fully

informed and was most grateful for their helpful advice.

The conversation ended at 1740 hours.

A

4 May 1983




Foreign and Commonwealth Office

London SWIA 2AH

4 May 1983

You may find it helpful to have“a note of the main
points raised by Sir S Y with Sir A Acland and Mr Pym
before he calls on the Prime Minister this afternoon.
Sir S Y concentrated on the following three issues:

(i) He was worried about careless statements made by
backbenchers and opposition spokesmen in the House
of Commons. The Unofficials understood the difference
between Government statements and those made by MPs
but the Hong Kong man in the street did not. He
wanted the Government to control what was said in the
House. He referred also to the recent visit by
Roland Moyle MP to Hong Kong, in which he had appeared
persuaded by the Unofficials of the correctness of the
Government line, but had then spoilt an otherwise
good press conference (and thereby damaged confidence)
by one critical remark about the Prime Minister's
attitude. Sir S Y also hinted, without being specific,

/as a/that people in Hong Kong were disappointed by what they sav /

difference in the line taken by the Government over
Hong Kong from that taken over, for example, the
Falklands and Gibraltar. He referred in particular
to the Commons debate on the dependent territories on
15 April (I enclose a sidelined Hansard extract).
Mr Pym said in reply that it was impossible to control
what was said in the House, as Sir S Y would
understand. The important point was for the Government
to present its line as effectively as possible (Mr Pym
though it better not to refer to the fact that he will
be briefing the opposition leaders on Privy Councillor
~terms about our policy).

It was important for Britain to show that it attached
importance to the future of Hong Kong and was listening
to Hong Kong views. The people of Hong Kong saw

that large numbers of delegations went to Peking and
were received at a high level. It would be helpful if
some delegations also came to London and were

similarly received. Mr Pym welcomed this idea. He
hoped Sir S Y and the Governor would get together

to organise this.

f(111)




The Unofficials had been kept informed by the
Governor and had in turn fed in to him information
they received from their Chinese contacts. But the
Unofficials wanted more than consultation. They
wanted to be fully involved in decision-making, for
example in formulating options as well as pronouncing
on them. To that end, it would be helpful if the
Unofficials could be given some of the information
available from London, eg from secret Intelligence.
Mr Pym said that he would consider this, but there
were obvious constraints on sharing Intelligence
information (although he acknowledged that the
record of the Unofficials in keeping confidential
what they were told had been good).

Apart from these specific points, Sir S Y appeared
reasonably pleased with the Government’'s position. He thought
that the Chinese had in the face of British firmness retreated
a little way. Tor example, they now no longer talked of the
possibility of taking Hong Kong back before 1997, short of a
drastic change in circumstances. This was helpful. He said
that the people of Hong Kong were prepared for a protracted
negotiation if necessary. As far as confidence was concerned,
the initial panic was over but there was inevitably a
continuing slow seepage of confidence, Business investment
continued at a reasonably satisfactory level, but people
were gradually beginning to take steps to protect their
own position, for example putting spare money into property
elsewhere rather than in Hong Kong itself.

(J E Holmes)
Private Secretary

A J Coles Esq
10 Downing Street
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TO PRIORITY HONG KONG

TELEGRAM NUMBER 414 OF 3 MAY

INFO PRIORITY PEKING (PERSONAL FOR AMBASSADOR)

MIPT : FUTURE OF HONG KONG : FOLLOWING ARE TEXTS OF MAIN PAPER
AND ANNEXES A AND C

FUTURE OF HONG KONG

UK/CHINA TALKS - FORWARD STRATEGY.

INTRODUCTTION

1. THE PURPOSE OF THIS PAPER IS TO PREPARE A PLAN FOR HMG'S
CONDUCT .OF SUBSTANTIVE NEGOTIATIONS WITH THE PRC. IT ASSUMES
THAT THE CHINESE RESPONSE TO THE PRIME MINISTER'S MESSAGE ENABLES
DETAILED NEGOTIATIONS TO START WITHOUT UNCONDITIONAL ACCEPTANCE
OF THE CHINESE PREMISE ON SOVEREIGNTY. ON MODALITIES, IT IS
BASED ON THE PROPOSALS WHICH WERE PUT TO THE CHINESE MFA IN
OCTOBER 1982.

UK AIM.

2. TO CONCLUDE AGREEMENT ON THE FUTURE OF HONG KONG INVOLVING
THE CONTINUATION OF BRITISH ADMINISTRATION OF THE TERRITORY FOR
AS LONG AS POSSIBLE BEYOND 1997.

PLACE - PEKING.

MEMBERSHIP OF BRITISH TEAM

3. AT LEAST INITIALLY THE TALKS WOULD BE THROUGH THE DIPLOMATIC
CHANNEL WITH A TEAM LEAD BY THE AMBASSADOR. THE GOVERNOR OF
HONG KONG WOULD PARTICIPATE AS NECES3ARY. THE POSSIBILITY OF
OTHER REPRESENTATIVES FROM HONG KONG WOULD BE KEPT IN MIND. AT A
LATER STAGE MINISTERIAL PARTICIPATION MIGHT BE NECESSARY.
SEQUENCE OF SESSIONS

4. (A) FIRST SESSION - PROCEDURAL FOLLOWING AGREEMENT TO START
SUBSTANTIVE TALKS, A PROCEDURAL ROUND INVOLVING THE AMBASSADOR
AND THE MFA WOULD PROBABLY BE NECESSARY TO AGREE ON SUBSEQUENT
ARRANGEMENTS. WE SHOULD AIM AT THESE FOLLOWING THE PATTERN
OUTLINED BELOW.

/ <8)
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(B)SECOND SESSION

THIS SHOULD BE ATTENDED BY THE GOVERNOR OF HONG KONG. OUR
GUIDELINES WOULD SO FAR AS POSSIBLE FOLLOW THOSE IN ANNEX A. THE
OBJECT WOULD BE AGREE ON SUBSEQUENT DETAILED WORK, AVOIDING
CONFRONTATION ON MATTERS OF PRINCIPLE, PARTICULARLY ON i
SOVEREIGNTY. THIS SESSION SHOULD INCLUDE A PRESENTATION BY THE
GOVERNOR, SETTING OUT HOW HONG KONG OPERATES IN ORDER TO
ILLUSTRATE THE VALUE OF THE PRESENT SYSTEM OF ADMINISTRATION.
(C)THIRD PHASE (SEPARATE SESSIONS AS REQU

THIS WOULD CONCENTRATE ON SPECIFIC AREAS (CURRENGY LAWS,

TRADE, EXTERNAL RELATIONS, FREEDOM OF MOVEMENT, CITIZENSHIP,
ETC). TIT MIGHT BE APPROPRIATE TO SUGGEST THAT THESE QUESTIONS
COULD BE DEALT WITH BY SUB-COMMITTEES BUT IT IS IN FACT DOUBTFUL
WHETHER THIS SYSTEM WOULD COMMEND ITSELF TO THE CHINESE OR WOULD
LEAD TO MUCH PROGRESS. AT THIS STAGE, SUPPORT FOR THE UK
NEGOTIATING TEAM MIGHT BE NECESSARY FROM LONDON BUT THIS WOULD
MORE PROBABLY COME IN THE NEXT PHASE. AT THIS POINT WE MIGHT .
FIND IT USEFUL TO HAVE A QUESTIONNAIRE TO PUT TO THE CHINESE IN
RESPECT OF THEIR OWN PROPOSALS. AN OUTLINE, BASED ON OUR
EXISTING KNOWLEDGE OF THEIR VIEWS, IS AT ANNEX C. THE OBJECT WOULD
BE BOTH TO POINT OUT WEAKNESSES IN THE CHINESE PLAN AND TO IDENTIFY
COMMON GROUND.

(D)DISCUSSION OF PRINCIPLES

IF BROAD AGREEMENT COULD BE REACHED ON THE CONTINUATION OF THE
PRESENT DETAILED SYSTEMS IN HONG KONG, WE SHOULD ENTER THE MOST
DIFFICULT PHASE, WHERE WE SHOULD BE OBLIGED TO RETURN TO THE
QUESTION OF SOVEREIGNTY. 1IN THIS ROUND, THE UK, WHILE STILL
RESERVING ITS LEGAL POSITION, WOULD NEED TO BROACH THE IDEA OF A
PACKAGE IN WHICH CHINESE SOVEREIGNTY WAS RECOGNISED BUT BRITISH
ADMINISTRATIVE (OVERALL) CONTROL REMAINED. THIS WOULD BRING THE
TEAMS UP AGAINST MAJOR ISSUES SUCH AS THE APPOINTMENT OF THE
GOVERNOR, REPRESENTATION OF HONG KONG OVERSEAS, CITIZENSHIP AND
DEFENCE. TIF THE CHINESE WERE PREPARED TO CONTEMPLATE A DEAL OF
THIS SORT, WE MIGHT WELL NEED TO RAISE THE LEVEL OF THE TALKS.
THIS WOULD HOWEVER NEED TO BE VERY CAREFULLY CONSIDERED, BECAUSE
THIS PHASE COULD IN ITSELF BE VERY PROTRACTED AND WE WOULD NEED

2 /1#

SECRET




'SECRET
5766 = 1

IF POSSIBLE TO AVOID MINISTERS BECOMING TNVOLVED IN DEADLOCK AT
AN EARLY STAGE.

(E ) AGREEMENT

THE NORMAL PROCEDURE WOULD BE:

(I) INITIALLING OF A DRAFT AGREEMENT, SUBJECT TO RATIFICATION.
(IT) FORMAL SIGNATURE.

(III) PASSAGE OF THE NECESSARY BILL THROUGH PARLIAMENT.

(IV) EXCHANGE OF RATIFICATIONS.

OTHER METHODS.

5. THROUGHOUT THE SERIES WE SHOULD KEEP IN MIND THE POSSIBILITY
OF USING SUPPLEMENTARY METHODS (EG MINISTERTAL MESSAGES OR
VISITS: UNOFFICTAL INTERMEDIARIES) IN ORDER TO OVERCOME OBSTACLES
OR CLARIFY OUR POSITION.

DISCUSSION WITH EXCO 6. CONTINUOUS REPORTS TO EXCO AND REVIEWS OF
OUR POSITION WITH THEM WOULD BE NECESSARY.

ANNEX A '

FUTURE OF HONG KONG: SUBSTANTIVE TALKS: UK INTTIAL PRESENTATION
1. THE EXCHANGES WOULD PROBABLY BEGIN WITH A REHEARSAL BY THE
CHINESE OF THEIR FORMAL POSITION ON SOVEREIGNTY, ON FAMILTAR
LINES, INCLUDING THE POINTS THAT SOVEREIGNTY AND ADMINISTRATION
WERE INDIVISIBLE AND THAT CHINA COULD NOT ALLOW OTHERS TO
ADMINISTER HONG KONG ON ITS BEHALF. THE CHINESE MIGHT GO ON TO
LAY DOWN SOME OF THETR GENERAL PRINCIPLES FOR A FUTURE
SETTLEMENT, IE THAT HONG KONG PEOPLE SHOULD GOVERN HONG KONG,
THAT A SPECTAL ADMINISTRATIVE REGION SHOULD BE ESTABLISHED AND
THAT CERTAIN SYSTEMS WOULD REMATN UNCHANGED.

2. THE AMBASSADOR SHOULD RESPOND BY:

(A) INDICATING A FULL GRASP OF THE CHINESE POSITION:

(B) MAKING CLEAR THE BRITISH POSITION, IE THAT, AS DESCRIBED IN
THE PRIME MINISTER'S LETTER, WE COULD BE FLEXIBLE ON SOVEREIGNTY
PROVIDED THE REST OF THE PACKAGE WAS SATISFACTORY:

(C) MAKING PROPOSALS ON HOW THE TALKS SHOULD PROCEED.

(A) AND (B) ABOVE WOULD BE A REAFFIRMATION OF THE MESSAGE IN THE
PRIME MINISTER'S LETTER TO ZHAO, ADDING THAT WE WERE NOT LOOKING
TO THE PAST (IE THE TREATIES) BUT TO THE FUTURE.

3. THE AMBASSADOR WOULD THEN INVITE THE GOVERNOR TO DELIVER HIS

3 /PRESENTAT oM
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PRESENTATION, USING THE FOLLOWING FORMULA: 'WE HAVE LISTENED WITH
INTEREST TO WHAT THE CHINESE SIDE HAS SAID ABOUT THE FUTURE
ADMINISTRATION OF HONG KONG AND WE SHOULD LIKE IN DUE COURSE TO
DISCUSS THE QUESTION OF ADMINISTRATIVE CHANGES IN MORE DETAIL.

TO TAKE ONE ELEMENT OF WHAT YOU HAVE SAID, 'HONG KONG PEOPLE
SHOULD RUN HONG KONG', THAT IS A PROPOSITION TO WHICH WE HAVE NO
OBJECTION IN PRINCIPLE. INDEED, TF HISTORICAL AND POLITICAL
CTRCUMSTANCES WERE DIFFERENT, HONG KONG WOULD LONG AGO HAVE
BECOME INDEPENDENT. '

BUT HONG KONG IS A SPECIAL CASE AND ITS

UNIQUE STATUS IS SOMETHING THAT BOTH SIDES SHOULD EXAMINE
TOGETHER IN THE COURSE OF THESE TALKS. AS A FIRST STEP, T SHOULD
LTIKE TO ASK THE GOVERNOR OF HONG KONG TO DELIVER A SHORT
PRESENTATION ON HOW HONG KONG WORKS.'

4. THE GOVERNOR WOULD THEN SPEAK (SEE ANNEX B).

5. THE AMBASSADOR WOULD SUM UP AS FOLLOWS:

'BOTH SIDES AGREE THAT A SOLUTION TO THE PROBLEM OF THE FUTURE

OF HONG KONG SHOULD BE SUCH AS TO MAINTAIN THE PROSPERITY AND
STABILITY OF HONG KONG. SINCE THE CHINESE SIDE HAS STATED THAT
IN ITS PROPOSALS THE 'SYSTEMS' OF HONG KONG WOULD REMAIN
UNCHANGED, WE ASSUME THAT THE CHINESE STDE RECOGNISE THAT THIS IS
ESSENTIAL IN ORDER TO OBTAIN THIS OBJECT. A SIMPLE TRANSFER OF
CONTROL OVER HONG KONG TO PEKING WOULD NOT ENABLE CONFIDENCE TO
BE MAINTAINED IN THE HONG EONG ECONOMY, AND THIS WOULD NOT ENABLE
PROSPERITY AND STABILITY TO BE MAINTAINED. THERE ARE TOO MANY
DOUBTS ABOUT THE CONTINUITY OF CHINESE POLICY WHICH ARE FOUNDED
IN RECENT CHINESE HISTORY AND IN PARTICULAR THE EXPERIENCE OF THE
CULTURAL REVOLUTION. 1IT IS INEVITABLE TOO THAT THERE SHOULD BE
DOUBTS WHETHER A COUNTRY WITH A SOCTALIST SYSTEM COULD ABSORB A
REGION WITH A LIBERAL CAPITALIST SYSTEM WITHOUT INDURING
FUNDAMENTAL CHANGE IN THE LATTER. IT IS NOT SUGGESTED THAT THIS
CONSIDERATION WILL APPLY FOR EVER: BUT IT CERTAINLY DOES APPLY AT
PRESENT.

6. THE QUESTION THEREFORE IS HOW TO GUARANTEE THE CONTINUITY OF THE
SYSTEMS AFTER 1997. THE BRITISH SIDE CANNOT SEE HOW A SUFFICIENT
GUARANTEE CAN BE GIVEN UNLESS AN ARRANGEMENT IS REACHED WHICH

4 JALLows
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ALLOWS THE UK A CONTINUING ADMINISTRATIVE ROLE IN HONG KONG
SUFFICIENT TO INSPIRE CONFIDENCE THAT THE SYSTEMS WILL NOT BE
CHANGED, THOUGH WE ALL SHOULD AGREE THAT THERE WOULD BE INCREASED
SCOPE FOR HONG KONG PEQOPLE TO TAKE PART. IT IS RECOGNISED THAT
TO MAKE THIS ACCEPTABLE TO THE CHINESE GOVERNMENT, IT WOULD HAVE
TO BE COUPLED TO AN ACCEPTANCE BY BRITAIN OF CHINESE SOVEREIGNTY
OVER THE WHOLE OF HONG KONG. AS WE HAVE MADE CLEAR THIS WOULD
HAVE TO BE PART OF AN OVERALL PACKAGE WHICH PARLIAMENT AND THE
PECPLE OF HONG KCNG COULD ACCEPT.
7. WE APPRECIATE THAT THIS VIEW CAUSES DIFFICULTY FOR THE CHINESE
GOVERNMENT. BUT WE HOPE THEY WILL SHOW UNDERSTANDING OF OUR
POSITION, WHICH IS BASED ON PRACTICAL CONSIDERATIONS.
SPECIFICALLY WE SUGGEST THAT WE SHOULD NEXT DISCUSS:
(I) HOW GUARANTEES COULD BE GIVEN FOR THE FUTURE CONTINUITY OF
THOSE SYSTEMS IN HONG KONG: : :
(II) WHAT PRACTICAL CHANGES MIGHT BE NECESSARY IN SPECIFIC
AREAS, EG CURRENCY, LAWS, TRADE, SOCIAL SYSTEM AND WAY OF LIFE,
ETC.'
ANNEX C
QUESTIONNAIRE ON CHINESE PROPOSALS
1. LEGAL SYSTEM
(A) WOULD HONG KONG'S PRESENT LAWS CONTINUE IN FORCE?
(B) IF SO, WHAT WOULD BE THE PROCEDURE FOR AMENDING THEM OR FOR
INTRODUCING NEW LEGISLATION?
(C) IF NOT, WOULD CHINESE LAW REPLACE THE PRESENT
BRITISH LAWS?
(D) WHAT COURTS WOULD BE MAINTAINED IN THE TERRITORY TO
ADMINISTER THE LAW?
(E) WHAT ARRANGEMENTS WOULD BE MADE FOR THE INDEPENDENCE OF THE
JUDICIARY?
(F) HOW WOULD BILLS BE HANDLED?
(G) WOULD THERE BE ANY FUNDAMENTAL LAW GUARANTEEING:

(I) FREE MOVEMENT OF GOODS IN AND OUT OF HONG KONG.

(II) FREEDOM TO EMIGRATE, AND, APART FROM NORMAL IMMIGRATION

CONTROLS, FREE MOVEMENT OF PERSONS IN AND OUT OF HONG

KONG.
/ )
5
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(IIT)FREEDOM OF THE PRESS AND SPEECH.

(IV) FREEDOM OF ASSEMBLY, PRQTEST, PETITION, ETC.

(V) BASIC HUMAN RIGHTS?
2. ECONOMY
(A) HOW WOULD THE FREE MARKET SYSTEM BE GUARANTEED?
(B) WHAT ARRANGEMENTS WOULD GOVERN AN INDEPENDENT CONVERTIBLE
HONG KONG CURRENCY? WHAT AUTHORITY WOULD SUPERVISE IT? HOW
WOULD OUTSIDE INTERFERENCE BE PREVENTED?
(C) WHAT ARRANGEMENTS WOULD GOVERN HONG KONG'S PARTICIPATION IN
INTERNATIONAL TRADING AGREEMENTS? HOW WOULD HONG KONG QUOTAS (EG
FOR TEXTILES) BE KEPT SEPARATE FROM THOSE OF THE PRC?
(D) WHAT WOULD BE THE SYSTEM OF BANKING SUPERVISION? HOW WOULD
ITS INDEPENDENCE BE GUARANTEED?
(E) WHAT GUARANTEES WOULD THERE BE FOR FREE MOVEMENT OF CAPITAL
INTO AND OUT OF HONG KONG? HOW WOULD FOREIGN INVESTORS BE
ASSURED OF FREE REPATRIATION OF DIVIDENDS ETC?
3. PUBLIC SERVICE
(A) WHAT ARRANGEMENTS WOULD GUARANTEE THE INDEPENDENCE OF THE
PUBLIC SERVICE? HOW WOULD SENIOR OFFICIALS IN THE CIVIL SERVICE,
POLICE, ETC BE APPOINTED?
(B) WHAT ARRANGEMENTS WOULD GOVERN PENSIONS?
4. LAW AND ORDER
(A) WHAT WOULD BE THE CONTROLLING AUTHORITY FOR THE POLICE?
(B) WHAT ARRANGEMENTS WOULD GOVERN MILITARY ASSISTANCE TO THE
POLICE? HOW WOULD PUBLIC CONFIDENCE BE MAINTAINED IF THIS CAME
FROM THE PRC?
5. TMMIGRATION AND CITIZENSHIP
(A) WHAT ARRANGEMENTS WOULD CONTROL IMMIGRATION FROM CHINA?
(B) WHAT CITIZENSHIP ARRANGEMENTS WOULD THERE BE FOR HONG KONG
RESIDENTS? HOW COULD EXCLUSIVE PRC CITIZENSHIP MAINTAIN
CONFIDENCE?
6. EXTERNAL RELATIONS
(A) WHAT WOULD BE THE ARRANGEMENTS FOR REPRESENTATION OF
HONG KONG OVERSEAS?
() HOW WOULD HONG KONG RESIDENTS BE PROTECTED? WHAT WOULD BE
THEIR CITIZENSHIP STATUS? WHAT ABOUT EXISTING BDTCS?
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TO PRIORITY HONG KONG

TELEGRAM NUMBER 413 OF 3 MAY

INFO PRIORITY PEKING (PERSONAL FOR AMBASSADOR)

MY TELNO 390: FUTURE OF HONG KONG: STRATEGY FOR SUBSTANTIVE
TALKS.

1. WE SAID THAT WE WERE WORKING ON OUR OVERALL STRATEGY IF
SUBSTANTIVE TALKS GOT UNDERWAY AND ON A CRITIQUE OF THE
CHINESE OWN PLAN.

2. MIFT CONTAINS TEXTS OF THE FOLLOWING DRAFTS:

A) A MAIN PAPER, SETTING OUT THE POSSIBLE COURSE OF TALKS.
PARTICULARLY IN THE LATER STAGES THIS IS OBVIOUSLY SPECULATIVE.
B) ANNEX A. THIS CONTAINS THE PROPOSED LINE

TO TAKE AT THE FIRST SESSION AT WHICH THE GOVERNOR WOULD BE
PRESENT. TIT IS BASED ON PEKING TELNO 327.

C) ANNEX C. AN OUTLINE QUESTIONNAIRE ON THE CHINESE PLAN.

3 ANNEX B WOULD BE THE PRESENTATION ON HONG KONG. THIS Is
STILL UNDER REVISION (YOUR TELNO 509).

4, GRATEFUL FOR COMMENTS.

PYM
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PRIME MINISTER'S MEETING WITH SIR S Y CHUNG, SENIOR UNOFFICIAL
MEMBER OF THE EXECUTIVE COUNCIL, AT 5 PM ON 4 MAY 1983 : FUTURE
OF HONG KONG

POINTS TO MAKE

5 " Glad to continue our meetings to discuss the future of

Hong Kong. Pleased that since our last meetinyg EXCO have

continued to play such an important role.

2% We remain fully committed to achieving a solution that
maintains stability and prosperity and 1s acceptable to people

in Hong Kong as well as to Parliament.

2s Progress bound to be slow. The Chinese have not helped

by dragging their feet. But that does not alter our aim.

4. Wanted, in my message to Zhao, to show that I am not in a
position to meet the Chinese premise on sovereignty but that we

are serious about starting detailed negotiations.

De Hope that Chinese response will be favourable. But if
not, shall continue to look for ways to make progress towards
the agreed objectives. Look forward to keeping in close touch
with you in either event, and welcome prospect of you and other
Unofficials visiting London with the Governor within the next

month or two.

6. [Possible participation in Peking talks. An additional

point will be provided when the PM's views are known].

8o Fore decids ou whatfns, WweFFicds /RN § }u&afﬂ-‘i
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10 DOWNING STREET

From the Private Secretary 3 May 1983

FUTURE OF HONG KONG: POSSIBLE INVOLVEMENT OF EXCO UNOFFICIALS IN
THE NEGOTIATIONS IN PEKING

Thank you for your letter of 27 April which the Prime Minister
saw over the weekend.

The Prime Minister considers that for the time being we should
go no further with the Unofficials (or with Sir S. Y. Chung during
his visit this week) than to say that we shall await the Chinese
reply to her message and assess its contents before considering
further the question of involving the Unofficials in the negotia-
tions.

Mrs. Thatcher has further commented that the line which the
Unofficials are now taking about involvement in the negotiations

goes much further than S. Y. Chung's earlier remarks to her.

John Holmes, Esq.,
Foreign and Commonwealth Office.
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Foreign and Commonwealth Office //l

London SWI1A 2AH

29 April 1983

Des Toon.

Future of Hong Kong: Visit &f Sir Y K Pao

The Prime Minister is seeing Sir Y K. Pao on & May.
The following is what we know of Sir Y K's recent contacts
with the Chinese. The Ambassador in Peking is not aware of
Sir Y K having visited China since last September. The
Governor of Hong Kong, however, has reported that Sir Y K
met Vice Premier Yao Yilin in Tokyo a few weeks ago, and
that the two had a brief exchange on Hong Kong. - In addition,
immediately before his visit to London, Sir Y K will be in
Shanghai for the launching of a ship. It is possible that
while there he will see the Mayor, Wang Daohan, who has on
occasions spoken to visitors about Hong Kong.

information about the talks on the future has been
passed to Sir Y K from our side. But both the Ambassador
and the Governor consider it a possibility that the Chinese
may indirectly or directly have informed Sir Y K of the
Prime Minister's letter to Premier Zhao., The Ambassador
has wayned against anything being said to him here which
he m t subsequently misrepresent to the Chinese, so
distracting their attention from the content of the Prime
Minister's message. But, if Sir Y K mentions it, there
would seem to be no harm in confirming, in strict
confidence, that there has indeed been a wage, the
purpose of which was to set out our position clearly and
*/ to encourage the Chinese to begin serious negotiations,

\

Yoor 2ma_

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

London SWI1A 2AH

29 April 1983

~
Oens Sdan

Call on Prime Minister by Sir S Y Chung,
Senior Official, 4 May 1983

Sir S Y Chung, who will be in London on a private visit to
receive honorary distinctions from engineering institutions,
is calling on the Prime Minister at 5 pm on 4 May. He will also
see Mr Pym and Lord Belstead. I enclose a brief. The visit
will provide a useful opportunity to reassure Six' S ¥ ‘that
HMG attaches importance to close cooperation with the Unofficials
and that the hiatus in the talks with the Chinese does not
mean that we are weakening in our objectives. This is a point
on which the Governor has placed particular stress.

The brief refers to the Governor's suggestion that
Sir S Y Chung might take part, on a selective basis, in the
talks with the Chinese in Peking. We have written separately
about this. The brief will need completing when the Prime
Minister's views on the point are known.

The Governor has also emphasised the need for a positive
public line to be taken about Sir S Y Chung's visit. He has
suggested that our comment to the press on the visit should
emphasise the importance which Ministers attach to their
meetings with Sir S Y. He would like it added that Ministers
have discussed the situation fully with him and that
they assured him that HMG remain fully committed to the
pursuit of the agreed objectives of holding talks with the
Government of the PRC in order to maintain the stability
and prosperity of Hong Kong. We agree with the Governor
that this would be useful. Unless you see any objection, FCO
News Department will take this line. It would be helpful
if the No 10 press office did the same for the call on the
Prime Minister.

Yn 22—
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(J E Holmes) dﬂ

Private Secretgary "

A J Coles Esq

10 Downing Street
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TO PRIORITY PEKING

TELEGRAM NUMBER 267 OF 29 APRIL 1983,

INFCO PRIORITY HONG KONG.

PERSONAL FOR AMBASSADOR ~

MY TELNO 231: FUTURE OF HONG KONG: VISIT BY HAL MILLER MP

T MILLER HAS GIVEN US A REPORT ON HIS VISIT TO CHINA. THE

MAIN POINTS OF INTEREST WERE:

(I) LIAO CHENGZHI TOLD MILLER THAT THE PRIME MINISTER'S

MESSAGE WAS VERY MUCH APPRECIATED AND THAT THEY WERE NOW PREPARING

A REPLY. _

(IT) LIAO DENIED FIRMLY THAT THEY WERE INTENDING TO MAKE A’
e Ly

UNILATERAL DECLARATION. HE WAS ANGRY WITH THOSE WHO HAD SPREAD

THE 'RUMOUR'.

(ITIL) THE CHINESE WERE PREPARED FOR THE NEGOTIATIONS TO LAST A

LONG TIME (LIAO SPOKE OF FOURTEEN MONTHS).

(IV) LIAO UNDERSTOOD THE POSITION OF PARLIAMENT BUT WAS STRONGLY

OPPOSED TO ELECTIONS IN HONG KONG OR TO _THE IDEA OF THE DISTRICT

BOARD'S 'VOTING' ON A SINO/BRITISH AGREEMENT ON HONG KONG.

24 T RECORD OF MILLER'S CONVERSATIONS WILL BE SENT TO

YOU BY BAG.

COFIZES TO

EIR I EINRCLATR LEGAL ADVISER
MR BUBROWS LEGAL ADVISERS
MR ROEERTS NKEWS D

MR MARTIN ASSESSMENTS STAFF
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Future of Hong Kong: Possible Involvement of EXCO Unofficials
in the Negotiations in Peking

— e, T ————

There has been an exchange with the Governor and the
Ambassador in Peking about the possible involvement of EXCO
Unofficials in the negotiations in Peking. You may recall
that an idea somewhat on these lines was originally put to
the Prime Minister by Sir S Y Chung (your letter of 20 December
19¢2). The Prime Minister replied that the talks which had
so far taken place were hardly of a type to warrant that.

The Unofficials, and Sir S Y in particular, are keen
to be involved as closely as possible in the negotiations and
they have now returped fo fhe charge. The Governor's strong
view 1s that if they were excluded because HMG objected
this would have a very damd&fﬁﬁ‘political impact in Hong Kong.
There is no doubt of the Unofficials' sensitivity. We must
also keep in mind the importance of a good relationship
between Sir E Youde and the Unofficials and the need to
keep the Unofficials on our side as much as possible.

On the other hand, HMA Peking has put forward a number
of counter arguments:

(a) the Chinese would probably object to fhe idea. It
would certainly complicate and could even sour or
delay the substantive talks which we hope the Prime
Minister's letter to Premier Zhao will effect;

if the Chinese should agree, Sir S Y's presence could
well put a brake on any possible flexibility by the
Chinese or could assist them in seeﬁTEﬁ to drive
wedges between him and us; iasal

/(e) once
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once Sir S Y had taken part in one negotiating
session, it would be very difficult to exclude
him from future sessions. This could affect our
tactical freedom of manoeuvres in the talks;

the role of the Unofficials is an advisory one. To
build them into HMG's negotiating team would alter
this ro i . It could strengthen their belief
that they had a power of control over HMG's decisions.

These are strong arguments. There is no need to take
any firm decisions before we have received a reply to the
Prime Minister's message and see what form, if any, the
negotiations are likely to take; but it would be helpful for
the Governor to be able to say something to the Unofficials
soon, to allay the pressure. A line is also needed for
SirSY CQEEg's visit next week. .

Mr Pym suggests the following:

(i) No firm decisions can be taken until we see the
Chinese reply and are able to study its implications;

(ii) But we see potential problems in participation by
the Unofficials, at least in the early stages of
any negotiations: the Chinese would almost certainly
object and this could sour the atmosphere; and if
they agreed they would be tempted to use the
Unofficials' presence to drive wedges between us
and them;

Nevertheless we certainly see value in participation

by Sir S Y, with the Governor, in an early presentation
to the Chinese on Hong Kong. We would envisage this

as separate from but parallel to the negotiations
themselves. This would need to be made clear to the
Chinese.

Meanwhile there is of course no objection to Unofficials
paying private visits to Peking at any time.

I would be grateful if you could let me know the Prime

Minister's views.
‘?,Vwﬂﬁ e L
(J E Ho]mes{:];z/Lﬁ-

A J Coles Esq Private Secretary
10 Downing Street
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26 April 1983

Future of Hong Kong: Chinese Breaches
of Confidence

Thank you for your letter of 25 April.
The Prime Minister agrees with the recommendation
of the Foreign and Commonwealth Secretary that,
at least for the time being we should not
remonstrate with the Chinese about the recent
leak of Mrs. Thatcher's message to the Chinese
Premier.

John Holmes Esq
Foreign and Commonwealth Office.
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Future of Hong Kong: Chinese Breaches of Confidence

-

Foreign and Commonwealth Office
A

London SWI1A 2AH

I promised you further advice on whether representations
should be made to the Chinese over a leak about the Prime
Minister's message to the Chinese Premier. So far there has
been no press report of this but meanwhile Hong Kong have
reporEEH“THUUg-Kong telnos 536 and 537) that the Hong Kong
Economic Journal have printed a fairly detailed account of
some of the exchanges between our Ambagsador in Peking and
Vice Foreign Minister Yao Guang. Hong Kong have firm evidence
that this came from an official source in China.

The report is sufficiently accurate to carry conviction
but it adds some assorted points, in particular the assertion
that the Ambassador had hinted that we would be ready to concede
sovereignty in return for the continuation of British administration.
It also tries to put the blame for lack of progress on British
intransigence.

There are obviously arguments for remonstrating with the
Chinese both in order to make clear that confidentiality must
be preserved and in order to put the record straight on the
sovereignty point. However the Ambassador advises strongly
against, at any rate at this stage. He points out that because
the report has appeared in a Hong Kong paper, we could not pin
the Chinese down as being the originators without declaring the
source of our information (the wife of the owner of the Economic
Journal). The Governor has madé clear that he would be very
reluctant to see this source compromised since she may be helpful
in the future.

We could of course protest anyway, emphasising that we were
not responsible for the leak and that the detail in it suggests
that it must have come from someone with access to the Chinese
records of the conversations. However the likelihood is that
we would make little headway. Sir P Cradock also argues that we
would be unwise to sour the atmosphere at a time when we are
expecting a reply 0 the Prime Minister's message. There have
been a number of indications that the Chinese regard the Prime
Minister's message as a helpful move. We shall of course need to
ensure that they do not try to misrepresent it as offering a
concession but the most important objective must be to get
substantive talks going.
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Mr Pym therefore believes that we should not instruct
Sir P Cradock to remonstrate at this stage, pending the reply
from the Chinese Premier. If this proves to be unsatisfactory,
or if the South China Morning Post finally splash the leak by
the New China News Agency, we may need to reconsider,

W.- 7 . .m-i’é,._,/
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(J E Holmes)
Private Secretary

A J Coles Esq
10 Downing Street
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Fit HONG KONG 1918357 APR
T0 MHMEDIATE FCO
TELEGRAM NUMBER 537 OF

INFO INMEDIATE PEKING

MIPT: FUTURE OF HOHG KCiG: MONG KONG ECONGHIC JOURNAL

1. WE ®iOW FROM SALLY LIN (WHUSE HUSBAMD IS OWHER AND E€DITOR UF THE
HONG KONG ECONOMIC JOURMAL AND WHO PLAYS AN ACTIVE

PAPER'S AFFAIRS HERSELF) THAT SHE HAS VERY RECENT

A LETTER FROM A RELATIVE OF HER MOTHER'S WHO IS AN O

E
CHINA AND A CCP MEMBER, AND THAT TH SR DEALS WITH THE QUESTION
OF THE NEGOTIATIONS ON THE
REFERENCE V1D SED ON THIS LETTER.

MY TELEGRAM UNDER

THE ARTICLE CONTAINS A NUMBER CF REASONADLY ACCURATE POINTS
FLECTING THE COURSE OF SINO-=BRITISH CONTACTS UP TO LAST
JANUARY/FEDRUARY WITH SOME POINTS INTRUDUCED FRUM ELSEWHERE. THERE
CAN BE NO DOUBT THAT THIS IS A DELIBERATE LEAK O THE PART OF
THE CHINESE. 1T WOULD NOT HAVE BEEN POSSIBLE, IH THE ABSENCE OF
SUCH A LEAK, FOR THE HONG KONG ECONOMIC, JOURKAL TO PUT TOGETHER
SUCH AW ACCOUNT FROM INFORMATION ALREADY AVAILABLE.
A CHINESE OFFICIAL PROVIDE INFORMATION OF THIS K
INSTRUCTIONS FROM HIGHER AUTHORITY.

3« THE CHOICE OF THE HONG KOWG ECONMOMIC JOURNAL AS A VEHICLE IS
ALSO LIKELY TO HAVE BEEN DELIBERATE. THE PAPER IS KiCWN TO BE
INDEPEWDENT AND HAS PREVIOUSLY CARRIED ARTICLES CRITICAL

OF CHINESE POSITIUNS. IT WILL THEREFORE BE EASIER FOR THE CHINESE
TJ SRUSH ASIDE ANY COMPLAINTS AROUT BREACH OF CONFIDERTIALITY THAUW
IT WOULD HAVE BEEN IF THE PIECE HAD APPEARED IN ONg OF THE
COMMUNIST P RS

4. IT WOULD BE HELPFUL TO HAVE THE A/BASSADOR'S COMMENTS. BUT AS
SEEN FROM HERE THIS LEAK 15 OF A PIECE WITH THEIR ACTICiH OVER THE
PRIME MINISTER'S MESSAGE, AND THEIR MOTIVES ARE LIKELY TO BE
SIMILAR.

YOJUDE

FUTURE OF EORG EONRG

COPIES TO

SIR I SINCLAIR IEGAL ADVISER
MR BURROWS LEGAL ADVISERS
MR ROBEERTS NEWS D
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TGDAY 'S cCOMQMIC JOURNAL'S (1WDEPENDENT) FRUNT PAGE LIAD 13 A

STORY UNDER THE HEADLIWE QUOTE CHINA REJECTS CUUFIDENTIAL DRITISH

JHQUUTE. QUOTIHG QUOTE SOURCES CLOSE TJ CHINEZE OrriCIALg

JOURIIAL ASSERTS Ti BRITAIN PUT FORWARD A SECRET
HOHG KONG'S FUTURE THROUGH THE JRITISH EMDASSY iu

PEKING LAST OCTODER. THE PRUPOSAL COMCEWTRATED U THE HALNTEIANCE
STABILITY AdD PROSPERITY AND DID HOT (Hi0T) CEAL

SRITISYH SIDE VHUSISTED THAT

N

PRECUUDITIOHS, HUYWEVER, SIA CRADUCHK
HAD HINTED GRALLY TO ZHAHG WEiJIA DURING THEIR PRELLIVINARY ﬂuﬁTACT;'
THAT THE BRITISH MIGHT RECOGHISE CHINA'S SOVEREIGHTY ER HOIG koG’
i RETURW FOR RETAINING ADMINISTRATIVE CONTROL AFTER THE EXPIAY OF

Tie HEW TERRITORIES LEASE.

CHINESE SIDE DELAYED GIVIidG

MAEN YAU GUANG
“RE UNACCEPTASLE.
DE EXPRESSED D155A i AT THE CHINESE HAD

REPLY FOR THREE MOWTHS AND Tt THE CHIHESE HAD NOT
CONFIDENTIALITY ¢ ! D158 U3« YAD GUALG EX-

PLAITIED THAT THE MAIN REASON FOf E DELAY W PERSONNEL CHANGES.

HE ALSO SAI] i H EWS EXPIT Sed 3Y SENIOR OFFICIALS WERE HO

MORE THAMN R 3 1S OF CHIWMA'S PUBLIC STAND Ou

THAT THERE W MO BREACH OF THE AGREEMENT 0if CONFICENTIALITY. CilINA'S

THE GUESTIUN AuDd
CPEN | - JN OF HER POSITICH WOULD 1Y = BEHEFICIAL TU THE

PROGRESS THE TALKS.

3+ YAQ GUANG 1S ALSO 35AID HAVE RES! HAT SOVERE IGHTY WAS
HON=-NEGCTIABLE AND THAT TH { | NESE )E COULD NOT PERMIT ANY

rOrRM OF BRITISH CONTROL / ? 19% HE TALKS WOULD THEREFORE
CONCENTRATE ON HOW TO MAIHTAIN HONG KONG'S PROSPERITY BETWEEN NOW
AND 1997, ON THE BASIS THAT SOVERE IGNTY LAY WITH CHINA. IN THE
CHINESE VIEW THE TRANSITIONAL PER BEFORE HONG KONG REVERTED

TO CHINA REFERRE o T ' - AR BEFORE 1997 AND NOT TO THE
POST=1997 PERIOD. ON THE PREMISE Ti BRITAIN ACCEPTcD CHINES
SOVEREIGNTY, £ - D 20 PREPARED TO DISCUSS WITH

THE BRITISH SIDE REFORMS TQO THC EXECUTIVE AND LEGISLATIVE CUU%CILS
AND THE NQUESTION OF HONG KONG'S RESERVES.

WAS PREPARED T Gt dITH 3R1TAIN ANY | RS RELATIHG TO THE
TRANSITIONAL PES BEFURE 195 i OUE Ois OF HOWNG RKOHG'S
FUTURE AFTER 1997 WAS A LOMESTIC M FOR CHINA AND DID HOT
CONCERN OTHE
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CHINRESE GOVERNMENT HOPED THAT HONG KOWG CHIWESE wOULZ

TAKE OVER THE SENIOR POSITIGNS WITHIN TheE HONS KJUG

SEGIN MITHIH TWO OR THREE YEARS.

ICLe ALSU SUQGGESTED
W ISHED THE ARTERED DAUK AND THE HUNG KUNG AND
CONTINUE 18S3ULUG HONG KONG'S ZANKLHOTES. IF THEY
DID NOT CO-OPER CHIMA YWOULD COUSIDER THVITING US AND JAPMIESE

3AUKS TO HE HE DANK OF CHINA ISSUE LOCAL CURRENCY.

THAT THE LACK
) 3Y BRITAIN.
HOWG KOHG PeuPLc
3y R ( ONS TO PEKING TO PRESENT THE IR
VIEWS. OF CHINA'S STAMD
ON SOVERE IGNTY, AND HAD MISTAKENLY THOUGHT THAT SOVEREIGHTY MIGHT
3E A BARGAINING COUNTER IN THE NEGOTIATIONS. Ct
THAT A SOLUTION WOULD BE FOUND, BUT wQULD HOT BE THE DESANDEUR,
EVEN THOUGH AN EARLY SOLUTION WOULD 3E IN HONG KOWG'S BEST INTERESTS.
THE SOURCES ARE QUOTED AS HAVIHG SAID QUUTE CHINA IS HOT ARGENTIKA
AND HONG KONG IS NOT THE FALKLANDS UWQUOTE. THIS IS IWTERPRETED AS
MEANING THAT CHINA'S POSITION IS BOTH QUOTE REASONABLE AND BACKED
BY STRENGTH UNQUOTE (THE ORIGINAL CHINESE INVOLVES A PLAY ON WCRDS).

T. FULL TRANSLATION FOLLOWS BY 3AG.
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TO PRIOCRITY HONG KONG

TELEGRAM NUMBER 390 OF 22 APRIL

INFO PRIORITY PEKING (PERSONAL FOR AMBASSADOR)

MCLAREN'S LETTER OF 25 MARCH, YOUR TELNO 509 AND PEKING TELNOS:
326, 327 AND 328: FUTURE OF HONG KCNG. STRATEGY FOR SUBSTANTIVE
TALKS k.

l. WE LOOK FORWARD TO SEEING THE REVISED DRAFT PAPER (YOUR

TELNO 5089). WE SHALL NOT SEND DETAILED COMMENTS BEFORE THEN.
MEANWHILE OUR GENERAL THOUGHTS ARE AS FOLLOWS.

2. WE AGREE THAT IT IS IMPORTANT TO WORK OUT IN ADVANCE A
POSSIBLE OVERALL STRATEGY FOR THE START OF SUBSTANTIVE TALKS. WE
ARE WORKING ON THIS, TAKING ACCOUNT OF THE IDEAS IN PEKING TELNO
327 AND YOUR PAPER. THE HYPOTHESIS IN PARAGRAPH 1 OF TELNO 327
SEEMS THE BEST WORKING BASIS BUT WE HAVE TO ACCEPT THAT THINGS
COULD TURN OUT VERY DIFFERENTLY. THE LINE WHICH WE TAKE WITH THE
CHINESE WILL NEED TO BE GEARED TO THIS.

3. WE AGREE THAT IT IS USEFUL TO WORK OUT WITH EXCO A SET OF
ARGUMENTS TO ILLUSTRATE THE VALUE OF BRITISH ADMINISTRATION. WE
NOTE FROM YOUR TELNO 509 THAT YOU SEE THIS AS A QUARRY FROM WHICH
A SPEAKING NOTE MIGHT BE DRAWN. WE STRONGLY AGREE WITH THIS
BASIC APPROACH AND THINK IT PARTICULARLY IMPORTANT THAT EXCO
SHOULD BE UNDER NO ILLUSIONS ABOUT THE STATUS OF THE PAPER.

4. THIS IS PARTLY BECAUSE WE AGREE WITH PEKING ON THE NEED,
PARTICULARLY IN THE FIRST ROUND, TO AVOID TOO DISPUTATIOUS A

NOTE AND TO CONCENTRATE ON INVOLVING THE CHINESE IN DISCUSSION OF
DETAIL WHICH, MORE EFFECTIVELY THAN STRAIGHT ASSERTIONS, WOULD
FPURNISH CONCRETE EXAMPLES OF THE NEED FOR THE BRITISH LINK AS AN
ESSENTIAL GUARANTEE OF NON-INTERFERENCE. IN PARTICULAR WE AGREE
WITH THE AMBASSADOR THAT REFERENCES TO THE CONSTITUTIONAL LINK
WITH THE UK NEED TO BE VERY CAREFULLY PRESENTED. OTHERWISE THE
CHINESE MAY TAKE IT THAT WE ARE ARGUING FOR THE RETENTION OF
SOVEREIGNTY AS PART OF THE ULTIMATE PACKAGE, WHICH THEY COULD SEE

1
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AS GOING BACK ON THE LINE IN THE PRIME MINISTER'S MESSAGE.

e IN PARA 5 OF HIS TELNO 699 OF 27 OCTGOBER, THE AMBASSADOR
SUGGESTED THAT WE MIGHT PREPARE A CRITIQUE BASED ON WHAT WE KNOW
OF THE CHINESE PROPOSALS AS AN ALTERNATIVE TO OR PART OF THE
PRESENTATION. WE ARE WORKING ON THIS TOO AND SHOULD BE GRATEFUL
FOR YOUR AND PEKING'S CONTRIBUTIONS.
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YOUR TELNO 369: FUTURE OF HONG KONG: SiR Y X PAO

1, AS FAR AS WE ARE AWARE SIR Y K PAO HAS NCT VISITING PEX |G
SINCE LAST SENTEMBER. -IN THE PAST HE HAS BEEN A REGULAR VISITOR
AND WE SHCULD NOT BE SURPRISED If HE WERE TO COME HERE SOON,
PERHAPS SHORTLY AFTER HIS TRIP TO LONDON. IF SO, HE COULD NO
COUBT TALK TO CHINESE LEADERS ABOUT HIS CALLS ON THE PRIME
MINISTER AND THE SECRETARY OF STATE. THEY MAY TELL HIM, IFf HE
DOES. NOT ALREADY KNOW, ABOUT THE PRIME MINISTER'S LETTER TO
ZHAQ.

2. PAQ HAS HIS OwWN FISH TO FRY AND IS TOTALLY UMNSUITABLE AS AN
INTERMEDIARY. HE CANNOT BE RELJED ON TO REPORT ACCURATELY TO

ONE SIDE WHAT HAS BEEN SAJD TO HI{4 BY THE OTHER. :I. THEREFORE

HOPE THAT MINISTERS WILL TAKE AS CAUTIQUS AND ANODYNE A

LINE AS POSSIBLE 'IN SPEAKING TO HIM, HE MAY HAVE H|S OwWN [DEAS,
AND wILL PERHAPS REVIVE WIS IDEA OF A UK/HONG KONG LOAN TO CHINA,
IT IS «IMPORTANT THAT NOTHING SHOULD BE SAID TO HIM WHICH HE M[GHT
PICK UP AND USE, PROBABLY N DISTORTED FORM, WITH THE CHINESE.
THE LAST THING WE NEED IS FOR PAO TO DISTRACT THEIR ATTENTION
FROM THE MESSAGE :IN THE PRIME MINISTER'S LETTER.
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TO IMMEDIATE HONG KONG

TELEGRAM NUMBER 375 OF 20 APRIL

AND TO PEKING

FUTURE OF HONG KONG : HONG KONG TELNOS 513 AND 521 AND
PEKING TELNO 346 : PRIME MINISTER'S MESSAGE

1. THANK YOU FOR THESE HELPFUL COMMENTS.

2. THE PRIME MINISTER AGREES THAT ANY INITIAL PRESS

~ ENQUIRIES SHOULD BE MET WITH REFUSAL TO COMMENT ON THE GROUNDS

THAT THE TALKS WITH THE CHINESE SHOULD BE KEPT CONFIDENTIAL.

IF THE PRESS BEGIN TO GIVE THE STORY PROMINENCE, OR THEIR
ENQUIRIES BECOME PERSISTENT, IT WILL BE NECESSARY TO MAKE IT
CLEAR THAT THE CHINESE HAVE BEEN TOLD ON SEVERAL OCCASIONS
THAT THE QUESTION OF SOVEREIGNTY IS NOT IN THE GOVERNMENT'S
GIFT AND THAT PARLIAMENT ALONE HAS THE POWER TO DECIDE ON THIS.
3. AS FOR COMPLAINING TO THE CHINESE, WE AGREE WITH HMA
PEKING THAT WE SHOULD NOT REPEAT NOT, RUSH IN. OBVIOQUSLY WE
SHOULD NEED TO CONSIDER VERY CAREFULLY BOTH THE CONTENTS OF ANY
PRESS STORY AND THE DEGREE TO WHICH IT WAS DIRECTLY
ATTRIBUTABLE TO THE CHINESE GOVERNMENT. WE SHOULD ALSO TAKE
INTO ACCOUNT THE CURRENT STATE OF PLAY ON A RESPONSE TO THE
PM'S MESSAGE. WE CERTAINLY DO NOT WANT TO PREJUDICE THE
SUBSTANCE OF THE DIALOGUE WITH THE CHINESE. AT THE SAME TIME WE
CANNOT EXCLUDE THE POSSIBILITY THAT A SERIOQUS BREACH OF
CONFIDENTIALITY, IN PARTICULAR A DIRECTLY ATTRIBUTABLE
DISTORTION OF THE PM'S POSITION ON SOVEREIGNTY, MIGHT MAKE IT
NECESSARY TO RAISE THE MATTER IN PEKING.

4. WE HAVE JUST SEEN HONG KONG TELNOS 536 AND 537 ON THE
ARTICLE IN THE NEW ECONOMIC JOURNAL. WE EXPECT TO SUBMIT TO
MINISTERS ON WHETHER TO REMONSTRATE WITH THE CHINESE, ON THE
BASIS OF YOUR AND PEKING'S COMMENTS.
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