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10 DOWNING STREET

25 March

THE PRIME MINISTER

VST cda,

h for sending me the photograph of the

you so r

Thank
ature ceremony of the Sino-British Joint Declaration

sigr
on Hong Kong. This will be an excellent reminder of an

historic occasio:

We shall miss you very much but I wish you every success

your return to Peking.

With best wishes,

s a.,uv-v‘:)

oo

—

His Excellency Mr. Chen Zhaoyuan



10 DOWNING STREET

! Private Sccrctary 15 January 198

US ANTI-TRUST SUITS

Many thanks for your letter of 14 January
to Andrew Turnbull enclosing a draft letter to
the American Ambassador.

1 enclose a copy of the terms in which I
have now written to Mr. Price, together with
the enclosure.

1 am copying this letter to Len Appleyard
(Foreign and Commonwealth Office), Callum
McCarthy (Department of Trade and Industry) and
Henry Steel (Attorney General's Office).

Miss Dinah Nichols,
Department of Transport

Covering CONFIDENTIAL




FAAR % fE % 3 X £ 1
Embassy of the People’s Republic of China

31 Portland Place, London WIN 3AG
Telephone: 01-636 5726

22nd March, 1985

AT

It is a great pleasure for me to present to

ewith a photo showing the historical moments
when you and Premier Zhao Ziyang together signed
the Sino-British Joint Declaration on the Question
of Hong Kong.I hope the picture would serve as a

fitting memento of that historical event.

With my best regards,

PN

Chen zhpoyuan

The Rt. Hon. Margret Thatcher,
The Prime Minister,

10 Downing Street,

London SW1
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"~ 10 DOWNING STREET

THE PRIME MINISTER 22 Junuary 1985

Thank you Icr' your letter of 14 January,
and how very kind to vou to send me a book
of idioms. This will be a marvellous quarry
for specches.  Jon ee AU hin Loy

fam ke e Cii gl

With every good wish.

v
s ,w—-ﬁ
) AW
s

Sir S.Y. Chung, CBE,LL.D,DSc,Ph.D,JP.




S ; \

10 DOWNING STREET T

From the Principal Private Sccretary 15 January 1985

Dowr Crorlee,

I have shown the Prime Minister your letter of
24 December 1984 regarding what you said at Camp David about
the interpretation of the Bermuda 2 Agreement and in
particular Article 12(4), and she was grateful for it.

You will know that the position of both Governments on
atters has been expounded at numerous mestings

n us. I am enclosing an Annex to a Note from the
British Embassy in Washington to the Department of State on
6 May 1983, which summarises our position.

It is clear from these notes that our two Governments
are in disagrecment on the legal issues: the present
dispute as to the interpretation and application of the
Agroement has now lasted for nearly two years. The Prime
Minister's feeling is that there is no alternative to
resolving these issues between us on an agreed basis, since
M S e e e e e
on terms which are acceptable to us both. The Prime
ister's strong wish is that officials of our two
Governments should resume discussions on how this issue can
be resolved and a more satisfactory framework established.

Yov-n v,

Rotin Butler

His Excellency The Honorable Charles H. Price II.

DCINEK
L

1
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ITISH EMBASSY NOTE OP 6 MAY 1983

The informal consultations in March and the formal

consultations held in hat an investigation

is being carried out by a Jury at the instigation of

artment of Justic into allegations that United

ed airlines held tariff discussions
ents between 1977 and 1982.

entered

nto tariff agr

nature of t estigation is such as to require the

e airlines and entails

articipation under compulsion of thos

tions. 1In addition certain of the

otential criminal sanc

natters under investigation by the Grand Jury are the

subject of an anti-trust civil action in the United States

Where the activities of airlines are authorised and
regulated in accordance with an international agreement such
c laws of a contracting party may

as Bermuda 2, the dom
not be used to constrain or regulate those activities,
unless either this is expressly provided for or it

is necessary in order to implement the Agreement or the laws
can be applied in a manner which is not incompatible with

the Agreement.

Article 11 (and Annex 2) and Article 12 of Bermuda 2
contain full, self-contained and exclusive schemes for the
regulation of competition generally, and capacity and
tariffs in particular. Together with the designation
article and the route schedule, they are the core of any air
services agreement. The unilateral application of
incompatible domestic laws (including unilaterally
determined enforcement measures) is a breach of the

Agreement.



any elaboration or n

eparatoires. The terms emg d are

nt with United States anti-trust law under which
ents are unlawful per se. The expression

ements” cannot include discussions or concerted

The reference to "tariff agreements ...

c
concluded as a result of inter-carrier discussions”
necessarily imports a freedom for the designated airlines to
enter into such discussions without preconditions imposed by
the domestic law of either contracting party. To require
them to obtain anti-trust immunity under the Federal
Aviation Act before entering into tariff discussions goes
further than is legitimate under Article 12(4).

The

e are further indications that discussions or
agr

ents between designated airlines on tariffs cannot be
properly subjected to United States anti-trust law. Nowhere
in Bermuda 2 is there any explicit, or even implicit,
reference to such law: yet when Bermuda 2 envisages the
application of domestic law it says so very specifically eg.
the final sentence of Article 12(4), Article 4, Article 5
(1)(B) and Article 13(2). Moreover before 1980 there was no
mechanism in United States law by which a non-United States
airline could itself obtain either anti-trust immunity for
tariff discussions or approval of a tariff agreement if the
discussions took place or the Agreement was concluded
outside an IATA traffic conference.

In deciding whether to approve a tariff agreement
the aero-nautical authorities must necessarily apply the
standards and criteria of Article 12(2) rather than the
different and inconsistent ones of United States anti-trust
law or the Federal Aviation Act.

Resort to the travaux preparatoires does not confirm
the United States interpretation. The United Kingdom had




during

otiation of Bermuda 2 proposed a provision
expressly sxempting tariff procedures from the anti-trust
and restrictive practices legislation of the parties. This
proposal was not agreed to: but nor was any provision which
would have permitted the application of such legislation.
Therefore, given the plain words of Article 12 and the
object and purpose of the treaty, the non-adoption of that
proposal cannot be construed as acceptance by the United
Kingdom that United States anti-trust legislation can apply
to tariff agreements.

If an airline is alleged not to have followed the
procedure of Article 12(4), how to deal with that allegation
should be the subject of consultations under Article 16 of
the Agreement and is not a matter to be dealt with -
unilaterally by one of the contracting parties under its
domestic law.

‘SLHAGH




COVERING CONFIDENTIAL
(.

Foreign and Commonwealth Office

London SWI1A 2AH

15 January, 1985

NgL T
o g,
k1,
Prime Minister's Visit to China
/ You might be interested to see a copy of the despatch

from our Charge d'Affaires at Peking on the Prime Minister's
recent visitste;China:

b e

?d'u QJJK

(P F Ricketts)
Private Secretary

C D Powell Esq
10 Downing Street

COVERING CONFIDENTIAL



CONFIDENTIAL

VISIT OF THE PRIME MINISTER TO CHINA

SUMMARY

1. Aims of the visit to sign the Joint Declaration on
the question of Hong Kong and to demonstrate British
and secure Chinese commitment to it; and to develop
rapport with Chinese leaders and lay foundations for

increased trade. (Paragraphs 2 - 4)

2. Exceptional turn-out for signature ceremony.
Fulsome expressions of Chinese intention to honour
agreement. Assurance that Hong Kong views would be
solicited in drafting Basic Law. Prime Minister's
emphasis on British commitment up to 1997.

(Paragraphs 5 and 6)

3. Discussion of other bilateral matters and East-
West and Sino-Soviet relations in hectic programme of
meetings with four most senior Chinese leaders.

(Paragraphs 7 - 9)

4. Major significance of, and publicity for, agreement
in China. High standing of Prime Minister.

(Paragraph 10)

CONFIDENTIAL
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CONFIDENTIAL

BRITISH EMBASSY,
PEKING .

4 January 1985

The Rt Honourable
Sir Geoffrey Howe, Q.C.
etclletciete

VISIT OF THE PRIME MINISTER TO CHINA, 18-20 DECEMBER 1984

Salsa

1. I have the honour to report that the Prime Minister, the
Rt Hon Mrs Margaret Thatcher, F.R.S., M.P., accompanied by
yourself and Lady Howe, visited China from 18-20 December 1984.

Her programme and a list of her party are attached at Annexes

A and B.

2. The Prime Minister's principal purpose in paying her visit

was to sign the Joint Declaration on the Question of Hong Kong
which had been initialled in Peking on 26 September, and by so
doing to demonstrate British commitment to the full implementation
of the agreement and to secure a similar degree of commitment from
the Chinese side. In her talks with Chinese leaders, Mrs Thatcher
further aimed to express our readiness to cooperate with the
Chinese Government in putting the agreement into effect and thus
to elicit a similar response from the Chinese; toJobtain
assurances that Hong Kong people would be fully consulted about
the drafting of the Basic Law which will be the territory's

constitutional instrument after 1997; and to reassure Chinese

leaders that up to 1997 Hong Kong would continue to be administered

effectively and prudently.

CONFIDENTIAL
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3. Hong Kong was at centre stage throughout the visit, but
there were other objectives too. The Prime Minister wished

to meet and develop personal rapport with as many Chinese
leaders as possible, to lay the foundation for a marked increase
in Britain's market share of Chinese imports, and to continue a

dialogue with the Chinese leadership on international issues.

4. This added up to a lot of aims for a visit in which all
substantive engagements took place on a single day, 19 December;

but the Prime Minister achieved every one of them.

5. The signature ceremony was the centrepiece. On the Chinese
side this was attended by three members of the Politburo's
Standing Committee - Deng Xiaoping, Li Xiannian and Zhao Ziyang,
the last of whom signed the Joint Declaration for the Chinese
Government in his capacity of Premier. The level and depth of
this attendance - we were told afterwards that no agreement
between China and another country had ever been signed with
three members of the Standing Committee present - emphatically
underlined the importance which China attached to the agreement
and her commitment to it. 101 of Hong Kong's most prominent

citizens also attended as observers.

6. Chinese commitment to the agreement was voiceg@ publicly

by Premier Zhao at the signature ceremony when he spoke of
China's and Britain's common interest in ensuring the full
implementation of the Joint Declaration and of China's intention
to cooperate with Britain in realising this goal. In talks with
the Prime Minister, he added that it was a tradition of the
Chinese people to act in good faith, that China always lived up

to her international commitments and that the Chinese Government

/would
CONFIDENTIAL
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would prove its words by its deeds, all assurances which

Mrs Thatcher was able to repeat in Hong Kong. Chairman Deng
Xiaoping and Party General Secretary Hu Yaobang gave similar
assurances. On the Basic Law, Zhao reaffirmed the terms of
the Joint Declaration, stating that the law would embody the
terms of the agreement. He also assured the Prime Minister
that in the course of its drafting the views of the people
of Hong Kong would be widely solicited. Mrs Thatcher for
her part stressed that the maintenance of Hong Kong's
stability and prosperity was a cardinal British aim in the
vears leading up to 1997 and that we would continue to
administer the territory prudently and with foresight. When
Deng met the Prime Minister he repeated none of the doubts
about British intentions in Hong Kong'between now and 1997
which he had voiced when he met you in April and July. This
does not mean that he no longer harbours any misgivings. But
repeated assurances of our commitment to the territory do
seem to have prompted the Chinese not to play up this theme

during Mrs Thatcher's visit.

7. In terms of meeting Chinese leaders the Prime Minister set

a record for a foreign visitor: she held separate talks or was
hosted at a meal by four members of the Politburo Standing
Committee in one day. During her business-like talks with

Zhao, she was able to inform him that Her Majesty The Queen was
happy to accept in principle an invitation to visit China. Zhao
confirmed that he would take up the Prime Minister's invitation
to him to visit Britain, probably in June this year. The Prime
Minister became the first senior British visitor to meet Party

Leader Hu Yaobang and invited him also to visit Britain at a

/suitable
CONFIDENTIAL
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suitable time. This meeting was useful not only in terms of
personal relations with the Chinese leadership, but also in
that it provided first hand confirmation of Hu's exuberance,
extravagance and, frankly, unpredictability. The meeting with
Deng Xiaoping went very smoothly. Deng, who was in buoyant
and expansive form, was clearly determined that no note of
controversy should ruffle the day of signature. The lunch
hosted by President Li Xiannian was more of a formality, but

also a relaxed and enjoyable occasion.

8. On commercial matters, Zhao stated in his banguet speech
that China wished to see a steady and enduring expansion of
economic and technological cooperation with Britain. It was
agreed that a high-level trade delegation, led by Lord Young,
should visit China in March this year and both Hu and Zhao
stated that they would involve themselves personally with this.
The Prime Minister spoke forcefully in support of British
companies, particularly in the fields of oil exploration, coal
mining, electricity generation and aerospace. 2Zhao praised
British transfer of technology terms but urged more competitive

prices.

9. Useful exchanges of view were held on East-West and
Sino-Soviet relations. The Prime Minister briefe& Deng and
Zhao on her meeting with Gorbachev and they spoke on Chinese
relations with the Soviet Union, stressing that no progress
had been made towards removing the three political obstacles
to the normalisation of relations (troops on the border,
Afghanistan and Cambodia) although trade and cultural contacts

were growing.

CONFIDENTIAL
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10. Among people in Britain and by the British media the
signature of the Hong Kong Agreement was not treated as a

major national event. But in China it really was, as Hu Yaobang
remarked, a Red Letter day. The People's Daily devoted all of
its first two pages on 20 December to the Prime Minister's
visit and there was blanket coverage on television. The sense
of national pride in the agreement felt by Chinese at every
level is enormous. As Deng Xiaoping put it, an historical
trauma has been healed and the shadow hanging over Sino-British
relations lifted. Not only does this pride arise naturally
with agreement on the recovery of a piece of Chinese territory.
It is also pride among ordinary Chinese in the maturity
displayed by their own government in advancing the concept of
"one country, two systems". The presfige in which the Prime
Minister is held personally is very high too. All the Chinese
leaders whom she met referred to her far-sightedness and
statesmanship. Among ordinary Chinese, who already admired her
as a result of her leadership during the Falklands campaign,
she is considered to have shown wisdom in agreeing to return
Hong Kong to China, and great ability in securing the detailed
terms that are a feature of the agreement. To give an example
of popular sentiment, a Chinese cook employed in the household
of a member of the Embassy told his master in mid-December that
the Chinese people considered the three greatest world statesmen
of all time to be Lenin, Zhou Enlai and Mrs Thatcher. An
interesting compliment for the Prime Minister to remember her

visit by.

CONFIDENTIAL
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/ 11. I enclose the British copy of the Agreement, signed by

the Prime Minister and by Premier Zzhao Ziyang.

12. I am sending copies of this despatch to Her Majesty's
Ambassadors at Washington, Moscow, and Tokyo, and to the

Governor of Hong Kong.

I am, Sir,
Yours faithfully

(.

P A B Thomson
Charge d'Affairs

CONFIDENTIAL
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ANNEX 2

VISIT BY PRIME MINISTER AND SECRETARY OF STATE: PROGRAMME

Tuesday 18 December

2020 Arrive Peking Airport
2110 Arrive at the Diaoyutai State Guesthouse
2130 Private dinner at Guesthouse

Wednesday 19 December

0900 Welcoming Ceremony at the Great Hall of the People

0915 Courtesy meeting with Premier Zhao Ziyang at the
Great Hall of the People

0930 Talks with Premier Zhao Ziyang at the Great Hall
of the People

1230 Meeting with President Li Xiannian at the Diaoyutai
State Guesthouse

1245 Lunch with President Li Xiannian at the Diaoyutai
State Guesthouse

1500 Meeting with CCP General Secretary Hu Yaobang at
Zhongnanhai

1600 Meeting with Chairman Deng Xiaoping at the Great
Hall of the People

1730 Signature Ceremony at the Great Hall of the People

1930 Welcoming banquet at the Great Hall of the People

2130 Presentation of Ferranti word processor to

Premier Zhao Ziyang

2200 Meeting with British press at Residence

Thursday 20 December

0800 Farewell call by Premier Zhao Ziyang
0815 Leave the Diaoyutail State Guesthouse for Peking Airport

0900 Depart for Hong Kong
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M ANNEX B

OFFICIALS ACCOMPANYING THE PRIME MINISTER AND SECRETARY OF STATE

Sir P Cradock, GCMG, Deputy Under Secretary of State, FCO

Sir E Youde, GCMG, MBE, Governor of Hong Kong

Mr R E F Butler, Principal Private Secretary to the Prime Minister
Mr R J T McLaren, CMG, Assistant Under Secretary of State, FCO
Dr D C Wilson, Assistant Under Secretary of State, FCO

Mr C D Powell, Private Secretary to the Prime Minister

Mr B Ingham, Chief Press Secretary to the Prime Minister

Mr L V Appleyard, Principal Private Secretary to the
Secretary of State

Mr C J R Meyer, Head of News Department, FCO

Mr P F Ricketts, Assistant Private Secretary to the
Secretary of State

Mr I Murray, Press Secretary to the Prime Minister



3 UMELCO

Office of Unofficial Members of Execut nd Legislative Councils
7R L OE®RBE T F ORR

Senior Unofficial Member Sir S.Y. Chung. cas 115.0m mosr

K8
(

14 January 1985
The Rt Hon Margaret Thatcher,
10 Downing Street
London, SWIA 2AL
England

= ) -—
»d.'/u Poscie Meirsloy 7
At a dinner in the Government House in December last
year when you were in Hong Kong, we talked about
Chinese idioms and their English translation and
equivalents. You indicated that you would wish to
have a book handy for your reference and I undertook
to locate one.
I now have pleasure in presenting to you herewith a
copy of a new book titled "Chinese Idioms and their
English Equivalents" by Professor Y Z Chen and Dr
Spring Chen and hope that you will find it useful.
With best wishes for the New Year.
Yours sincerely,

i

I Y
WA AN AN
o An
S Y Chung
Enclosure
Swire House, 12th floor, 925 Chater Road, Hong Kong. #R1TLLE — | S A S A Tel: 5-264027
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DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

01212 3434
Andrew Turnbull Esq
Private Secretary
10 Downing Street I
LONDON SW1 |4~ January 1985

2.@‘,» LU PTR}

US ANTI-TRUST SUITS

Robin Butler wrote to Len Appleyard on 28 December
enclosing a copy of a letter from Ambassado;/g;ice
covering a point he made at the Camp David discussions on
the current anti-trust suits.

A I enclose the draft of a reply which the Prime Minister
might send to Ambassador Price. It has been agreed at

official level between ourselves and the Foreign Office.

I am copying this to Len Appleyard (Foreign & Commonwealth
Office), Callum McCarthy (Trade & Industry), and Henry Steele
(Attorney General's Office). H

3

l‘l-
K

Jowo,
Sents

——

MISS D A NICHOLS
Private Secretary
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DRAFT LETTER FROM THE PRIME MINIS'

TO: His Excellency
The Honourable Charles H. Price IT

'S PRIVATE SECRETARY

| Wt shoow e Pine Mivitlr
Fhank—you—for your letter of 24 December 1984 regarding what

you said at Camp David about the interpretation of the Bermuda 2
Agreenent and in particular Article 12(4); erdh Sha wos gl for .

You will know that the position of both Governments on these
matters ha:
it ised—in an Annex to a Note from the

hcon vxpaundod at numerous meetings between us. OGu#

British Embassy in Washington to the Department of State on
6 May 1983, mmm v"wul-_{_.._.h.,.
Sem el our gosiliim

lees

- Kise noter
(!mt our two Governments are in disagreement on the
t dispute as to the interpretation and

icn of he l\x;*'r\c ent has how lasted for nearly twe years.

opligation
noxc is no Jlterm’.\tne to resolving these issues between us on an

agrecd basis, since air services between our two countries can only
take place on terms which are acceptable to us both. As—you—know—

+he—CUTTENT 51 tuatton—is—heiacceptable—to—the United—Kingdom bus—

TThe Prime Minister's strong wish is that officials of our two
Governments should resume discussions on how this issue can be

resolvedend o tove selish-clovy f,%;wwk P i place

CONFIDENTIAL






NOTE NO 63

Her Britannic Majesty's Embassy presents its compliments to
the Department of State and has the honour to refer to the
consultations between the Government of the United Kingdom and
the Government of the United States, held at Washington on

26 and 27 April 1983, which considered the question whether

and to what extent it is consistent with their respective

rights and obligations under the Agreement between them
concerning air services of 23 July 1977 ('Bermuda 2') for the
provisions of United States anti-trust law to be applied to

the activities of the designated airlines of the contracting
parties. The consultations on this dispute were held at the
request of the Government of the United Kingdom under Article

16 of Bermuda 2.

During these consultations the United Kingdom delegation gave
reasons for its contention that the United States had not
complied with certain of its obligations towards the United
Kingdom under Bermuda 2. The United States delegation rejected
this contention. Although both delegations gave their reasons
at some length, at the end of the formal consultations the
United States delegation stated that the consultations had not
been sufficient to allow for an adequate examination of the
points at issue and requested that the United Kingdom's
arguments be presented in writing.

TheUnitedk rpuom delegation did not accept that the consultations

were insufficient, nor did they consider that it was necessary




for their detailed case to be presented in writing. Nevertheles

:&%Government of the United Kingdom are willing to give in
outline once aga)n their main arguments on the basis that it
is mt!’:out_perudxce to their right to reformulate, modify

or expand them as necessary at any future stage of the dispute.

The arguments are set out in the Annex to this Note.

1f having reconsidered the arguments advanced during the
informal consultations and the first round of formal
consultations, and this Note and its Annex, the United States
Government considers that a second round of formal consultations]
might resolve the dispute the Government of the United

Kingdom is ready and willing to engage in them. In view of the
urgeucy of the matter and of the fact that the Grand Jury
investigation is still proceeding, however, the Government of
the United Kingdom will regard themselves free to take such
further steps as are cpen to them under Bermuda 2 to bring

about a resolution of the dispute unless a second round of
consultations is held within a reasonable p'el'iod4 Given the
informal and formal consultations already held, it seems
reasonable that any further round should be held and completed
during the current month.

1n its Note of 14 April 1983, and during the formal consultation
th; United States delegation expressed the view that the dispute|
is not one which arices under Bermuda 2. As their delegation
said during the formal consultations, the Government of the

United Kingdom categorically reject such a contention. The




United S[atﬂes Government has instigated a Grand Jury

. investigation into alleged breaches of its anti-trust laws by

United S[‘a‘tesr and United Kingdom airlines designated under
Bermuda 2 in respect of certain activities of those airlines in
exercise of their rights granted to them pursuant to that
Agreement. The Government of the United Kingdom consider that,
on a proper interpretation of Bermuda 2, such an investigation
is incompatible with the rights and obligations of the
contracting parties, in the light of the object and purpose

of the Agreement. They consider that the United States is
failing to comply with its obligations under Bermuda 2 by
permitting its anti-trust laws to be applied in such a way as
to found liability to an award of penal damages in respect of
tariff arrangements between airlines which are in the view

of the Government of the United Kingdom regulated exclusively
by Bermuda 2. The United States disagrees-with the United
Kingdom Government's interpretation of Bermuda 2 on these
matters and, in particular, over the true construction of
Article 12. There is thus a dispute as to the interpretation
and application of, or compliance with, Bermuda 2, which may be
and has been, properly the subject of consultations under
Article 16.

In the Embassy's Notes of 29 March and 13 April 1983 the
Government of the United Kingdom expressed their expectation
that the United States Government uould, wh)lst consultation:

are pendlng, ensure that no further steps are taken thh regard

to the Grand Jury lnvesnganon, This expec:anon was exprESSE'




again dunng the formal consultations. No further explanation

efusal of the United States Government to accede to

srequest was, however, given. Once again, therefore, the

Government "fv the United Kingdom fully reserve their rights
and the rights of their airlines with respect to any damage,
costs or expenses which they may incur as a result of such
refusal, or otherwise.

The Embassy avails itself of this opportunity to renew the

assurance of its highest consideration.

British Embassy
Washington DC

6 May 1983




ANNEX Al o
OUTLINE OF MAIN UN]TED KINGDOM ARGUHENTS

enad
v_Th%‘.{. fcr al consultations

eld in March and the formal

'"consultntions held in’ April revealed that an investigation is

bemg carned out by a Grand Jury at the instigation of the
Department of Justice into allegations that United Kingdom
designated airlines held tariff discussions and entered into
tariff agreements between 1977 and 1982. The nature of the
investigation is such as to require the participation under
compulsion of those airlines and entdils potential criminal
sanctions. In addition certain of /the matters under
investigation by the Grand Jury are the subject of an anti-trust

civil action in the United Statg¢s courts for penal damages.

Where El:|e activities of airlipes are authorised and regulated
in accordance with an interpational agreement such as Bermuda 2,
the domestic laws of a contracting party may not be used to
constrain or regulate those activities, unless either this is
expressly provided for or it is necessary in order to implement
the Agreement or the ldws can be applied in a manner which is

not incompatible with'the Agreement.

11 (and Annex 2) and Artxcle 12 of Bermuda 2 contain

full, self conta)ned and exclusive schemes for the regulation

on geneuuy, and capacity and tariffs in particular|

of competx ¢

Toge:her m:h the des:gnation azticle and the route schedule,

they are the core of any air servlces agteemeut. The unila:enl




consisten: _th Umted States anti-trust law under which

,:.mf‘f agrgemen:s are unlawful per se. The expression

":a:iff agreements' cannot include discussions or concerted

ptaccu:es The reference to "tariff agreements... concluded

=2 result of inter-carrier discussions" necessarily imports

a fteedom for the designated airlines to enter into such

‘discussions without preconditions {mposed by the domestic law

oL euhet contracting party. To/require them to obtain anti-
trust imnunity under the Federal Aviation Act before entering
into tariff discussions goes further than is legitimate

under Article 12(4).

There are further indicatigns that discussions or agreements
between designated airlines on tariffs cannot be properly
subjected to United States anti-trust law. Nowhere in
Bermuda 2 is there any/explicit, or even implicit, reference
_to Such law: yet when Bermuda 2 envisages the application of
domestic law it says so very specifically eg the final ser

Ut Aiticle 12(4); Article 4, Article 5 (1)(B) and Arcicle 13(2

oreover 1 befote. 80 there was no mechanism in United. tates




w uld have p mitted the applxca:mn of such legislation.

Therefote given the plain words of Article 12 and the object

o
“and purpose 'of the treaty, 'the non-adoption of that proposal

cannot be construed as acceptance by the United Kingdom that
" 7

United States anti-trusf legislation can apply to tariff



| You wanted to know the names of the
RAF pilots during the various stages of the
Prime Minister's recent visit to China, etc.
These are:

Squadron Leader John H. Wolley, R.A.F.
London to Bahrain

Flight-Lieutenant Brian Johnston, R.A.F.
Bahrain to Honolulu

Squadron Leader P. I. A. Neil, R.A.F.
Honolulu to London

3 January 1984
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British Embassy
PEKING

28 December 1984
Charles Powell Esq
Prime Minister's Office
No. 10
Downing Street
London SW1

2 (honkef

PRIME MINISTER'S VISIT TO PEKING: RECORDS

I enclose records of the Prime Minister's meetings with
Hu Yaobang, Deng Xiaoping and zhao Ziyang.

P A B Thomson

cc: L V Appleyard Esq, Private Office, FCO
R J T McLaren Esq, Political Adviser, Hong Kong
M E Elliott Esg, FED, FCO

COVERING CONFIDENTIAL
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ECORD OF A MEETING BETWEEN
THE PRIME MINISTER
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Blunt, First Secretary, British Embassy, Peking
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M Smith, Second Secretary, British Embassy, Peking
s A Batty, Attache, British Embassy, Peking

¥ P Cheng, Interpreter

Mr Hu Yaobang, General Secretary of the Chinese Communist Party
Mr Wu Xuegian, State Councillor and Foreign Minister

Mr Zhou Nan, Vice-Minister of Foreign Affairs

Mr Jia Shi, Vice-Minister of Foreign Economic Relations and Trade

Mr Chen Zhaoyuan, Chinese Ambassador at London

Guo Fengmin, Director of the Westgrn BEuropean Department of the
Foreign Ministry
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Ma Youzhen, Director of the Information Department of
the Foreign Ministry

Shao Tianren, Legal Adviser to the Foreign Ministry
Lu Ping, Adviser to the Foreign Ministry
Ke Zaishuo, Adviser to the Foreign Ministry

Luo Jiahuan, Counsellor of the Western European Department
of the Foreign Ministry

Yue Junging, Division Chief of the Western European Department
of the Foreign Ministry

Madame Zhang Youyun, Interpreter
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1. Hu Yaobang said it was a joyous occasion: a day to be
remembered. The Prime Minister and Chairman Deng Xiaoping
had laid a milestone for relations between Britain and

China, which would always be remembered by people alive

today and by generations to come. The Prime Minister remarked
that there had been so much to do in the two years

Chairman Deng had said were available she had never thought
it could be completed. Hu Yaobang said the Prime Minister had
displayed bravery and far-sightedness. The Prime Minister
said the British side were very pleased that the people of
Hong Kong had shown that they acceped the agreement.

2. Hu Yaobang then presented the Prime Minister with a
concise edition in Chinese of the Encyclopaedia Britannica
and a new English-Chinese dictionary, which was to express
the growth in common language among the people of the two
countries. The Prime Minister said she would treasure both
gifts. / Journalists left at this point and the meeting

continued in private./

3. The Prime Minister said that it was a very historic day.
She was very pleased that quite a considerable number of
people from Hong Kong had been present at the welcoming
ceremony and would also attend the signing ceremony. She

was anxious to give them every reassurance that the agreemen-
would be implemented in full by both Britain and China.

Hu Yaobang said the Hong Kong people were witnesses. Both

he and Premier Zhao Ziyang were very firm and strong
supporters of the implementation of the agreement. The

Prime Minister said that was very good to know. Hu Yaobang
said that there was a Chinese proverb: "one hundred catties

of gold may buy fame, but it needs one thousand catties of
gold to secure a good reputation." He remarked that failure
to implement the agreement would damage Chinese but not British
credibility. The Prime Minister said she fully understood his
meaning: it took a great deal to acquire a good reputation but
far more to keep it. But both sides wished to maintain their
good reputation. If by chance anything went wrong people
would say that she herself had misjudged the matter and that
must not be said of her any more than it must be said of Hu.
The interests of the two sides were identical. Hu Yaobang
agreed. The Prime Minister continued that she was sure the
signature of the agreement would give the peopl& of Hong Kong
confidence to face the future. Assurances about their future
that Hu, Premier Zhao and Chairman Deng had personally given
had provided extra confidence. Hu Yaobang said the Prime
Minister could rest assured that the Chinese side would do their
best to increase confidence in Hong Kong year by year.
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4. Turning to economic cooperation between Britain and
China, Hu Yaobang said he had checked the figures for last
year on the volume of trade between China and Britain:

Yuan 1.5 hillion, which was one thirtieth or about

4% of China's total foreign trade. The Prime Minister said
there was scope for expansion. Hu Yaobang agreed.

The Prime Minister said Britain was hoping to send a trade
delegation to China next March. She was sure both countries
would make renewed efforts to increase trade. Britain would
keep up to date with China's modernisation programme and
plans so as to be able to pay attention to areas of special
British expertise. Hu Yaobang said the most important areas
for China were energy, transportation and new technologies.
China planned to increase her volume of foreign trade by over
30% next year. Both he and Premier Zhao would be involved in
the visit in March of the British trade delegation. Both
Britain and China had their own strong points. The two

sides should pursue the principle of equality and mutual
benefit. So long as they did so the prospects for economic
and trade relations were bright.

5. The Prime Minister asked if Hu could tell her something
about domestic plans for China. Hu Yaobang said all was

well in China. There were currently three main domestic
tasks. Firstly, reform of the economy. Suggestions had

been made in this context that China was abandoning socialism.
China would never do so. But China had to embark on a road
with Chinese characteristics. The Chinese were making
efforts to blaze a new path that would 1ift China out of
the state characterised by backward economic management, low
productivity and a backward system of distribution. In the
resolution that had been recently adopted at the Third Plenary
Session of the Twelfth Central Committee it was stated that
China would fulfil this task in the next five years. It was
in fact likely to be fulfilled in the main in three years
time. He did not expect great confusion would be created as
a result. Some minor errors might be made but great
attention would be paid to the task in order to avoid them,

so that the momentum of economic development could be maintained
and in the coming decade China would be able to double her
national output. The Prime Minister remarked that it was a
very ambitious target, but no doubt it could be feached.
Chinese people were renowned for their resourcefulness,
nevertheless no country had as many people as China, which
was a very great problem in itself. Hu Yaobang said the
Chinese people were working hard and single-mindedly towards

modernisation. Secondly, China was making determined efforts
to continue to pursue the policy of opening to the outside
world. Thirdly, during the course of Party rectification,

/China
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China would ensure that large numbers of young people were
promoted to leading posts. Those promoted would have three
qualities: youth; learning and determination to create a
new situation in whatever they did. One of China's most
difficult problems was that many elderly leading cadres who
had taken part in the guerilla war against Chiang Kai-shek
had not received much education.

6. The Prime Minister expressed understanding; good
management was difficult to create. Only so much could be
taught, the rest had to come from experience. Good

management was the single most important requirement for
industrial production. Hu Yaobang said that in science,
technology and management, China should learn from the
advanced countries of the world. They sincerely welcomed
scientists, scholars and specialists to China. The

Prime Minister invited Hu to visit Britain to look, particularly
at science and technology, in which Britain was very inventive.
Hu Yaobang thanked the Prime Minister for her kindness in
inviting him. Premier Zhao was scheduled to visit Britain in
1985, but he too looked forward to making a visit, although
his face was very red because he was only the General Secretary
of the Chinese Communist Party. The Prime Minister said she
was sure that if Hu did visit Britain he would be given a

very warm welcome. Hu Yaobang said if he had the honour to
visit Britain he would set himself three aims: to learn from
the great British people; to learn from Britain's advanced
science and technology; and to try his best to make his own
contribution to enduring and friendly relations and
cooperation between China and Britain.

7. Hu Yaobang asked the Prime Minister to convey his regards
to Her Majesty the Queen and his respects to the great British
people. The Prime Minister said she would certainly do this
and thanked him for the warm welcome she had received.

Hu Yaobang concluded that he hoped the Prime Minister, with
her vitality, intelligence and wisdom, would make even greater
contributions to British interests, to the maintenance of
friendly relations and cooperation between the two countries
and to the maintenance of world peace.

8. The meeting ended at 3.45 p.m.

BRITISH EMBASSY
PEKING

28 December 1984
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I After an exchange of courtesies, Chairman Deng said that
tbe achievement of the leaders of China and Britain was of
historic importance. A failure to solve the Hong Kong
question would have cast a shadow over the relations between
the countries. There was now a very bright future.

2 The Prime Minister agreed. During the past two years

of work we had taken people along with us and taken account

of their needs. Chairman Deng had received many Hong Kong
groups and they had been able personally to hear his assurances
and to let him know of their wishes. Many Hong Kong people

had visited London to see her. When she had last met members
of the Executive and Legislative Councils they had asked her

to convey their wish that Chairman Deng should still be alive
in 1997 when the agreement was implemented. If people were
taken along it made matters far easier to settle satisfactorily
in the end. Chairman Deng said that he cherished the hope of
visiting Hong Kong if he were still alive in 1997.

S The Prime Minister said that the stroke of genius in

the negotiations had been the concept of "one country, two
systems". Deceptively simple, it had been the key that had
unlocked the future. Chairman Deng said that if the concept
was of far-reaching significance the credit should go to
Marxist historical dialectics,or to "seeking truth from the
facts". To solve the Hong Kong question peacefully an

answer which satisfied China, Britain and the people in

Hong Kong had had to be found. The imposition of socialism

on the territory would have been easy but would not have

been acceptable to Britain or to the people of Hong Kong.

Nor, even if it had been acceptable, would it have preserved
Hong Kong's prosperity. The same consideration applied to
Taiwan. The concept of "one country, two systems" had in fact
been devised originally to solve the Taiwan and not the

Hong Kong question. It had flowed from Chairman Ye Jianying's
nine point proposal in 1980 for Taiwan. Chinese leaders were
deeply convinced that it could work and the two years of
Sino-British talks appeared to testify to this. The next

63 years would prove the concept. Some people harboured doubts
about whether China would honour the agreement. Chairman Deng
said that he wished to inform the Prime Minister and the whole
world that China had always honoured its commitments.

4. Some Japanese friends had asked why China had set a period
of 50 years after 1997 for the duration of the agreement. The
reason was that China hoped to aporoach the economic level of
advanced countries by the end of that time. If China wanted

to develop itself, it had to open to the outside world for

the whole of that period. The maintenance of Hong Kong's
stability and prosperity accorded with China's interest in
modernising its economy. So the period for the agreement had

CONFIDENTIRL /been
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been set in the light of the needs of Chinese modernisation.

In the first 50 years of the next century there was also a

need for a stable Taiwan. China did not wish to go to war

wl?h Taiwan. If people understood the considerations behind
China's policy they would not have misgivings that it would
change. The possibility of change after the first 50 years

of the next century was even less because by then economic
exchanges with other countries would have resulted in China and
other countries having come to depend upon each other.

55 The Prime Minister said that Chairman Deng's concept was
a great design which she believed could be achieved. He had
said that China deduced truth from facts. He must therefore
know that the concept would work because capitalist Hong Kong
worked very well now and it was not going to be changed after
1997. Our two countries had signed the agreement in the eyes
of the world. she was sure that China would therefore honour
the agreement. So would Britain. Nevertheless it was natural
that in the face of change some people in Hong Kong harboured
doubts. They needed to be reassured and it was helpful to be
able to explain the reasons why Chinese policy would not change,
as Chairman Deng had explained it. Up to 1997 Britain would
administer Hong Kong prudently and with foresight and would
pay particular importance to the work of the Joint Liaison
Group so that the transition would be smooth.

6. Chairman Deng said that the one billion Chinese on the
mainland would pursue socialism firmly. If the people of
Taiwan who numbered somewhat over 10 million and the 5 million
people of Hong Kong practiced capitalism this would not
affect the socialist orientation of the bulk of the country.
Indeed the practice of capitalism in some small
areas would benefit socialist policy. The policy of opening
to the outside world would help China's socialist policy to
grow in strength.

7o The Prime Minister said that she believed that the agreement
would be honoured, that the concept of "one country, two systems"
would work and that the 50 year economic plan for China would
also work, since all would be of benefit to China.




INTERNATIONAL ISSUES

8. After discussion on Hong Kong, the Prime Minister asked
Chairman Deng for his views on Sino-Soviet relations and on
the recent Soviet-US decision to resume arms control talks.

9. ~Chairman Deng said that China hoped to see progress at the
Soviet-US talks. He asked the Prime Minister to persuade
President Reagan not to develop weapons in outer space as that
would mean escalation in the arms race and an even more tense
international situation. Of course China understood that the
intention of the US in developing space weapons was to force
the Soviet Union to make concessions on nuclear missiles. But
space weapons should nevertheless not be developed. Throughout
the 1970s and the first two years of the 1980s China's view had
been that the danger of another world war existed. Now this
view had changed somewhat because the forces for peace were
growing fast. The British Government and the Prime Minister
had exerted effective efforts in this respect. China was all
for breaking the existing Soviet-American deadlock. She was
making efforts to increase her own contacts with the Soviet
Union. But China's situation was different from Britain's.
China was faced with a direct Soviet threat. She had therefore
consistently tried to normalise relations by removing the
"three obstacles" (Soviet troops on her border, Afghanistan and
Cambodia). Up to now, the Soviet Union had refused to remove
even one, so there was no normalisation of Sino-Soviet relations
to speak of at present. Some development of economic and
cultural relations had taken place and contacts of this kind
could serve the interests of peace and detente. Confrontation
was not the way out.

10. The Prime Minister said that Chaiman Deng's views accorded

in many respects with hers. Some people, but not herself, believed
that wars were caused by the existence of arms. The real danger
however was not when two countries were strong enough to deter
attack but when one was stronger and possessed territorial
ambitions and the other was weak. Britain would like security

at a lower level of weaponry. But this had to be balanced
security. We had only deployed Cruise and Pershing in Europe
because SS20s were targetted on us. If the Soviet Union was to
destroy some SS20s in the period over which US missiles were to

be deployed it would be possible to halt their deployment. We had
to watch the Soviet Union closely however to ensure that she did
not simply move SS20s beyond the Urals, because that would not be
real disarmament. There were two other sources of imbalance

which had to be dealt with in disarmament talks: first, the

Soviet Union possessed enormous stocks of chemical weapons and,
secondly, the Soviet Union had an anti-satellite satellite
capability. It was only when the Ameircans had shown that they
could develop an even more sophisticated capability in this second
area that the Soviet Union had been persuaded to return to the
negotiating table.

11. Chairman Deng asked for the Prime Minister's view of

Mr Gorbachev. The Prime Minister said that she had enjoyed

/meeting
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meeting him and felt that she could do business with him.

The Soviet Union continued to state that the US was not
Sincere in wanting disarmament. But she believed that
President Reagan wanted arms reduction to be one of the major
achievements of his second term in office. For that to be
achieved trust was necessary. Chairman Deng enquired whether
the Prime Minister had asked Mr Gorbachev whether the Soviet
Union was sincere in wanting to disarm. The Prime Minister
said that she had drawn her own conclusions. The Russians
did not have the right to call the West insincere with Soviet
troops continuing to occupy Afghanistan. But it was in Soviet
economic interests to reduce the burden of armaments.

12. Chairman Deng asked the Prime Minister to take with her

his sincere regards to President Reagan and his congratulations

on his re-election. He asked the Prime Minister to convey his
hope that in President Reagan's second term China and the US
would cooperate in solving the guestion of Taiwan. If the US

and President Reagan thought the concept of "one country, two
systems" was desirable, there was much that they could do in

this respect. The Prime Minister said that she would certainly
convey this message. The US had welcomed the Hong Kong agreement.

13. The meeting concluded at 5.15pm.

BRITISH EMBASSY
PEKING

28 December 1984
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l-. After an exchange of courtesies, the Prime Minister
said that when she had come to Peking two years ago Britain
and China had embarked upon a great adventure. She had not
known quite how it would turn out and had indeed wondered
whether work could be completed within the time limit of
two years set by Chairman Deng Xiaoping and Premier Zhao.
In the event, had a time limit not been set, the two sides
might not have given the subject the concentration which it
had required and warranted.

2. The Prime Minister continued that she could not over-
emphasise the importance which we attached to the agreement:
it was for that reason that she had been so pleased when it
was suggested that she and Premier Zhao should sign it on
behalf of their respective governments. The agreement fully
met the interests of both countries and laid a foundation
for the people of Hong Kong to build an even more flourish-
ing community than they already possessed. The friendly
relations between Britain and China had enabled the two
countries to achieve the agreement; the fact of the agree-
ment now created the basis for greater cooperation and even
more friendly relations between the two countries.

3. The Prime Minister said that she would like to make three
points about the agreement. First, the government which she
led was committed to implementing the Joint Declaration in
every respect. It would be both its pride and duty to do so.
We appreciated the very clear and categorical statements that
Chairman Deng and Premier Zhao had made to the same effect.
Those statements had contributed to the excellent reception
which the agreement had received both from the international
community and in Hong Kong. Hong Kong people had told her

of Premier Zhao's statement to them pledging total commit-
ment to the fulfilment of the agreement; they had found that
very reassuring indeed and were most grateful for it. Britain
was of course committed to working very closely with China to
put the agreement into effect.

4. Secondly, we were very much aware that a task of partic-
ular importance would be the drafting of the Basic Law. A
considerable part of the substance of that law was indicated
in the agreement, but Premier Zhao would be aware that the
people of Hong Kong were naturally concerned about its draft-
ing. The Prime Minister said that she had greatly appreciated
the Premier's statement to a Hong Kong delegation that when
the time came to draft the Basic Law, the Chinese Government
would "solicit opinion from a wide range of people in Hong
Kong". This would be extremely important, both for the
maintenance of confidence and also to ensure that the Basic
Law would be right for the capitalist system, in accordance
with Chairman Deng Xiaoping's concept of ‘"one country, two
systems". The Hong Kong people possessed a good deal of
expertise on the capitalist system and would wish to indicate
certain things which would help make the Basic Law totally
consistent with it. The "one country, two systems" concept

CONFIDENTIAL / would
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would have to be embodied in a form which would work in Hong Kong's
courts. The Basic Law and Hong Kong's legal system had to

be compatible. The Prime Minister underlined the great import-
ance of the drafting for also ensuring that the transition in

1997 would be, as we wanted it to be, totally smooth.

5. Thirdly, the Prime Minister assured Premier Zhao that pre-
;erving Hong Kong's stability and prosperity during the remain-
ing years of British administration would be a principal British
aim. The Hong Kong Government was well aware of the necessity
of this. She could assure the Premier that financial management
in the territory would remain as prudent and cautious in the
future as it had been in the past. Hong Kong already exercised
full control over its budget and over the exchange fund, as it
would continue to do after 1997. Land leases would be dealt
with in accordance with the Joint Declaration. The Prime
Minister said that she wished to assure the Chinese Government
again that Britain derived no direct revenue from Hong Kong.

Nor would she derive any in the future.

6. The Prime Minister said that it was important not just that
we should act in the manner she had outlined but that we be seen
to do so in the eyes of the world. The British Government had
been very pleased at the statements which the international
community had made about the agreement. They had been most
helpful. The US, Japan, Canada, Australia - all countries of
great importance - had expressed their pleasure in the agree-
ment and their confidence in Hong Kong's future.

7. The Prime Minister said that she wished to add one final
point. The Chinese Government would be aware of proposals for
constitutional development in Hong Kong. We were anxious to
give the people the experience which they needed to run their
own administration after 1997 to a greater extent than they did
now. We would go steadily and surely. It was important to
build securely, brick by brick. We would move forward in very
close consultation with the people of Hong Kong in order to
carry them with us. This would ensure the smoothest possible
transition.

8. The Prime Minister concluded by expressing appreciation
for the detailed consideration given by Zhou Nan, under the
watchful eye of Wu Xuegian, to the agreement, and for the
efforts of all the Chinese officials who had so ably supported
him. o
9. Premier Zhao thanked the Prime Minister for her comments

on the agreement. Most of the views which she had expressed

were shared by the Chinese Government. It was not improper to
describe the conclusion of the agreement as a great event in
contemporary world history. It had not only successfully

solved the question of China's resumption of the exercise of
sovereignty over Hong Kong, but it was also conducive to the
maintenance of the territory's long-term stability and prosperity
and to peace in Asia and the world as a whole. It had opened

a new chapter in the history of Sino-British cooperation and
friendship. It had also provided fresh experience for the
resolution of issues left over from the past.

/i
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10. The agreement, as the Prime Minister had pointed out,
fully conformed with the interests of the entire Chinese
people, including the compatriots of Hong Kong, as well as
Wth the interests of the British people. On behalf of the
Chinese Government, Premier Zhao expressed his appreciation
and thanks to the Prime Minister for the vision and states-
manship which she had displayed and which had so signally
contributed to the successful conclusion of the agreement.
He also expressed his thanks to Sir Geoffrey Howe who had
visited China at two crucial moments during the talks, giving
fresh impetus to them on each occasion. Credit should also
be given too to the two government delegations, headed
respectively by Wu Xuegian and Sir Geoffrey Howe.

11. Now the task was to implement the agreement in every
respect. China was ready to do so. Premier Zhao was sure

that Britain was also ready to do so. The concept of "one
country, two systems" was a policy upon which the Chinese
Government had settled after very careful consideration. It
was not a measure of expediency. Recently the Sixth National
People's Congress (NPC) had held the 8th session of its Standing
Committee which, on 14 November, had endorsed the agreement.

It had at the same time decided that,after the formal signing,
the agreement would be submitted to the Third Plenary Session
of the NPC which would be held inthe first half of 1985. It
was a tradition of the Chinese nation to act in good faith.
China always lived up to her international commitments. Even
during the years of domestic turmoil she had lived up to them
She had a good historical record in this respect. The agree-
ment reached on Hong Kong was such a good ageement that noone
wanted to alter or change it. The Chinese people supported it,
the British people supported it, and so did the people of Hong
Kong. The agreement had also received a very positive response
from the international community. That said, there were a hand-
ful of people in the world who harboured doubts about it. They
feared there might be some change in the policies now pursued
by the Chinese Government. There were no grounds for such
doubts. They were unnecessary. China would prove her words

by her deeds.

12. Now a transitional period of 12% years lay ahead. China
was concerned about this period. If everything passed smoothly
and if the Hong Kong economy prospered, a solid foundation would
be laid for the 50 years after 1997. It was the shared desire
of China and Britain to maintain the stability and prosperity

of Hong Kong during the transitional period in order to ensure

a smooth transfer of Government in 1997. However, sometimes
there could be a gap between a subjective wish and an objective
reality. Measures were therefore called for to ensure that the
subjective _wish: would translate into the objective reality.
As a Chinese proverb put it: "If preparations are made, troubles
may be averted. Without preparations there will be troubles".
In the past, on a number of occasions, the Chinese had let their
British friends know some of their worries about the possibility
of disturbances during the transitional period. They hoped the

/ British
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Brlt}sh side would take preventative measures to avert the
possible occurrence of troubles. It was very important for
the two sides to enhance their mutual trust and to intensify
their cooperation.

13. Premier Zhao referred 'to the Prime Minister's expression

of concern about the drafting of the Basic Law. For their part,
the Chinese would make efforts to expedite its drafting. It
should give expression to the agreement which had been reached
and should be widely welcomed by the people of Hong Kong. In
accordance with the Chinese Constitution, the NPC first had to
authorise the establishment of a Hong Kong Special Administrative
Region. Then a Basic Law drafting committee would be set up.
These measures would be taken by the Third Session of the Sixth
NPC. The drafting committee would then start its work as soon

as possible. The committee's composition and working procedures
were matters for the Standing Committee of the NPC, but the

Prime Minister could rest assured that in the course of drafting
the views of the people of Hong Kong would be solicited on a wide
basis. The Basic Law would be promulgated no later than 1990.

14. Turning to questions of constituional development in Hong
Kong, which the Prime Minister had touched upon, Premier Zhao
said that the Basic Law would define the government structure, |
the form of legislature and the method of selection of the

Chief Executive of the future Special Administrative Region.

The Chinese Government was not prepared to make any comment on
constitutional development during the transitional period. 1In
principle, like us, they wanted to see more and more Hong Kong
people working in Government departments in Hong Kong and playing
an even greater role than hitherto. But any measures to this

end should not adversely affect the stability and prosperity of
Hong Kong or the smooth transfer of government in 1997. He said
that he was sure the British Government was well aware of these
Chinese concerns and would take them fully into consideration.

15. The Prime Minister thanked Premier Zhao for his remarks.
She wished to comment on one or two points. The first was on
implementation. Could she repeat Premier Zhao's assurances to
the people of Hong Kong? They were facing what for them was a
great change. People were always a little bit fearful of change.
They needed constant reassurance. Premier Zhao said that he
would welcome it if the Prime Minister were to repeat his
assurances. X

16. The Prime Minister said that she agreed with Premier Zhao
that if there were preparations then troubles would be averted.
There was a similar saying in Britain: "Be prepared". Premier
zhao had been wise to mention this point because undoubtedly
there would be some troubles (she would be very surprised if
there were no troubles) during the next 12% years. It would
be absolutely vital that we stay totally calm and decisive

and that we remain in consultation through the Joint Liaison
Group. She had always found that calmness and knowing what to
do was critical in any period of trouble, as was staying. in
close touch. If we were prepared for the fact that there might
be trouble then we would be able to handle it well.

ARl
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17. Her third comment related to the assurances given by
Premlgr Zhao that in the course of drafting the Basic Law
the views of the people of Hong Kong would be solicited on
a wide basis. Could she also repeat this assurance in Hong
Kong? Premier zhao said that she could.

18. The Prime Minister said that the House of Commons had
approved the agreement on 5 December and the House of Lords
on 10 December. We were pledged to secure ratification by
30 June 1985.

19. Premier zhao said that a satisfactory agreement on the
question of Hong Kong had been reached by the two sides
through showing mutual trust, through friendly cooperation
and through setting store by their respective countries'
greater interests. If work continued in the same spirit,
China and Britain would succeed in fully implementing the
agreement.

CONFIDENTIAL
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BILATERAL ISSUES

20. The Prime Minister said that Chairman Deng Xiaoping and
Premier zhao had invited Her Majesty The Queen to consider
paying a visit to China. The Queen was very happy to accept
in principle. Her visits were already arranged for 1985, but
she had reserved the second half of 1986 for a visit and was
looking forward to it very much indeed. Premier zZhao said
that China eagerly looked forward to the visit to be paid by
Her Majesty in the second half of 1986. He suggested September
as an ideal month to visit. The Prime Minister indicated that
The Queen usually spent September in Scotland. She suggested,
and Premier Zhao agreed, that dates be further discussed in
consultation with Buckingham Palace.

21. The Prime Minister said that she herself would be delighted
to welcome Premier Zhao to Britain in 1985, as early as he wished
to come. She understood that he might be considering visiting
Europe in June. Premier Zhao said that he looked forward to
visiting Britain in June.

22. The Prime Minister said that she very much welcomed Premier
Zhao's expressed wish that trade should grow faster. Britain
carefully studied China's plans for the modernisation of those
industries in which Britain possessed a special expertise. The
Prime Minister proposed that an official government trade dele-
gation, under the leadership of Lord Young, should visit China
in early 1985 to hold detailed discussions on how to expand
Sino-British trade. Premier Zhao said that he would warmly
welcome this delegation. March would be the best time as it
would allow for the visit to be well prepared and would follow
the Spring Festival Holiday. The Prime Minister agreed. The
visit must go well. Lord Young would bring with him a party

of very high level British businessmen.

23. The Prime Minister said that she was very pleased that work
in developing China's offshore oil and gas was going well. BP
were participating in this and were prepared to do further work
in the South China Sea. British oil companies probably possessed
more expertise than any others in exploration and production work
in harsh weather areas. Britain also possessed great expertise
in the mining of coal. We possessed advanced mining equipment
and our manufacturers were already in contact with China.

24. The Prime Minister said that progress was beihg made towards
the establishment of the joint venture company for the Guangdong
nuclear project. It was a very exciting project which the
British Government wished well. We had done something about credit
for it, making the best premium terms available. Premier Zhao
said that the nuclear project joint venture would be not only
thelargest China/UK joint venture but also the largest between
China and any foreign country since inception of China's opening
to the outside world. He hoped that both sides would cooperate
to make it successful. GEC would be providing the generating
equipment. Since this would be GEC's first experience in manu-
facturing this type of generator, the Chinese hoped that the
prices set would take account of this fact. Premier Zhao also
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expressed the hope that the British side would set a limit

on price escalation and would help over the OECD consensus rate.
In sum, he was asking that Britain should give favourable terms.
?he Prime Minister pointed out that GEC had great experience

in building generators of high guality, even if they had not
made them of this particular size. She was fully confident of
GEC's ability. As to the point about price, she would pass this
on to Lord Weinstock. She would also pass on to those concerned
the point about price escalation. She commented that one factor
in price escalation was inflation, and this was the responsibility
of governments to control. The British Government was playing
its part in this respect.

25. On aerospace , the Prime Minister welcomed the news of the
signature of a memorandum of understanding under which China
intends to buyfive Airbus 310. It was also welcome that a
memorandum of understanding had been signed for fifteen 36-
seater Short Brothers aircraft. The Prime Minister went on
strongly to urge the Chinese Government to buy the BAE 146,
referring to the successful demonstration tour in July and to the
long period of negotiations. She listed the airlines which had
already ordered the aircraft and referred to BAE's long relation-
ship with CAAC. Premier Zhao said that it was true that CAAC
would be buying many aircraft. He would convey what the Prime
Minister had said about the BAE 146 and thought that CAAC would
take this into positive consideration.

26. More generally, Premier Zhao thanked the Prime Minister for
her positive observations on political and economic bilateral
relations. China had always attached importance to cooperation

in the technological and economic field. In recent years a number
of Sino-British agreements had been signed which had opened up

new vistas for development of these relations. China had a number
of times expressed the hope that the percentage of her foreign
trade occupied by Western Europe would increase. Now a satisfact-
ory agreement on Hong Kong had ushered in a new era for friendly
Sino-British cooperation. One aspect of this should be an increase
in economic and technological interchange. It was China's policy
to increase trade with Britain, but it was for Britain to enhance
the competitiveness of her products. China took considerations of
guality, price and transfer of technology terms into account in
deciding on which products she should buy. She did not consider
price alone. The attitude of Western European countries, including
Britain, to transfer of technology was more liberal than that
adopted by the US and Japan. Premier Zhao agreed that areas ‘for Sino-
British economic cooperation included offshore oil, where British
companies had much expertise, coal, where not only British equipment
but also British design and management techniques were advanced
(Premier Zhao mentioned that he had been very impressed with
British design for the Jining No 2 Coal Project in Shangdong),
energy saving equipment and aircraft.

CONFIDENTIAL
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27. On culture, Premier Zhao thanked the Prime Minister

for increasing the number of scholarships for Chinese students
in Britain. He hoped that this trend would continue. iThe
Prime Minister agreed that this was a very good scheme and
that it was working well. She remarked on the success of the
British Council's language training schemes in Peking and
mentioned that she was pleased with the sale of a number of
good BBC TV programmes to China.
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INTERNATIONAL ISSUES

28. Turning to international issues, the Prime Minister

first commented on East-West relations. A number of factors
had recently combined to cause the Soviet Union and the United
States both to consider the resumption of negotiations on arms
control. The chances of results were better than in the last
two or three years. The prospect of the development of a new
generation of weapons in outer space had been instrumental in
bringing about the resumption of talks. We recognised that
each country, including the Soviet Union, had to feel secure
within its own borders and in its own way of life. For that,
a balance of forces was necessary. The choice was between a
balance at a high level of armaments or reaching agreement
which could secure a balance at lower levels. Any such agree-
ment had to be verifiable. Because the cost of moving to the
next generation of weapons was so high, it was right to seek
balance at lower levels. It was an opportunity that must not
be missed, although a great deal of detailed and complex neg-
otiations on all types of weapons and forces was necessary.

29. The Prime Minister said that she and Gorbachev, during
their recent discussion, had agreed that neither side should
look at the other through rose-tinted spectacles. Each looked
from the view-point of two very different systems. Neverthe-
less, two views were held in common:

(a) there must never be another major world conflict; and

(b) there was anew urgency about seeking arms control
agreements.

30. Premier Zhao said in reply that China understood why a
number of Western European countries had agreed to INF deploy-
ment to offset Soviet nuclear superiority in Europe. But the
escalating arms race, particularly in nuclear weapons, was

making the situation in Europe and the whole world even more
tense, which was a matter of concern to people throughout the
world and also to the Chinese Government. China hoped to see
relaxation of tension between the two sides and was glad to

see recently more contact and an improvement in relations between
countries of East and West Europe.

31. China welcomed the agreement between the Soviet Union and
the United States to resume arms control talks in January and
hoped this would lead to a relaxation of tension and genuine
disarmament. Nevertheless, the process would clearly be a diffi-
cult one. It seemed that it represented merely a change of
tactics by the two superpowers - neither had in fact abandoned
its intention of seeking military superiority. Zzhao hoped that
countries close to the United States, particularly Britain,

would urge the US to abandon efforts to seek such superiority.

He had recently told the visiting Norwegian Premier that although
the Soviet Union faced economic difficulties in sustaining g
military expenditure, nevertheless the Soviet people would be
willing to make sacrifices if the Soviet Union felt insecure as
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a result of American failure to show restraint. China
therefore hoped the United States would show restraint in
INF deployment and would make efforts to reach agreement
with the Soviet Union.

32. The Prime Minister pointed out that the superpowers were
fundamentally different. The Soviet brand of communism,
unlike any other political system, had world domination as
its objective, which it sought through the threat posed by
the great forces at its command, through active subversion
and through the use of proxy forces such as the Cubans. The
United States on the other hand used its strength solely for
defence. Despite having for years had a total monopoly on
nuclear weapons, the United States had at no stage used that
power to extend its territory.

33. She continued that nuclear weapons, by their horrific
power, had provided a kind of security that did not exist
before, provided no nation obtained a means to knock out
another's nuclear weapons. The current escalation was because
each side felt that the other might first develop such a
capacity and so upset the balance. The Prime Minister said
one of her tasks was to explain to the Soviet Union that the
United States was not seeking superiority but that balance
could be upset if one side got so far ahead that the other
felt insecure. Another task was to convince the Soviet Union
that the West was sincere in wanting genuine disarmament. This
could not be achieved without other measures to relax tension
and build confidence. the Prime Minister concluded by emphas-
ising that world security would not be helped by an agreement
which merely resulted in the relocation of existing Soviet
nuclear weapons.

34. Premier Zhao replied that China'a views on the nature of
the Soviet knion were identical to ours. He had made his
point about the escalation of the arms race against the back-
ground of a new posture on the part of both the Soviet Union
and the United States. In the 70s it had been the Soviet
Union that was increasing its armaments, but now the situation
was different, particularly after the United States deployment
of the first INF in Europe. It was in that context that he
had said the United States should show restraint. He asked
the Prime Minister to convey his greetings and ‘regards to
President Reagan and to say that China sincerely hoped to

see the development of healthy Sino-US relations on an enduring
and steady basis and hoped that in the President's second term
there would be further development of existing relations on
the basis of the three joint communiques.

35. On Sino-Soviet relations Premier Zhao said that the
situation was unchanged. Progress depended on the removal of
the three obstacles. No progress had been made in this respect
either at the Foreign Ministers' meeting at the UN or at the
most recent round of normalisation talks. But exchanges in

the economic, technological and cultural fields had increased

/ and
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and would continue to increase. The forthcoming visit OF
Arkhipov would be concerned mainly with economic and trade
matters, for which Arkhipov was responsible. Premier Zhao
did not expect the three obstacles or the normalisation of
relations would be discussed during the visit but if they

were, no progress was expected.

The meeting concluded at 12.15 p.m.

BRITISH EMBASSY
PEKING

28 December 1984
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From the Private Sccretary

mber 1984

T

1k you for your letter of 27 December about briefing
following the Prime Minister's visit to Washington. As you know,
the Prime Minister was content with most of these proposals.

On Ireland, however, she would be grateful if the briefing could
take the form of the following:

The Prime Minister has briefed the President on

discussions between herself and the Taoiseach and

reassured the President that further talks would

take place in the early months of 1985

No doubt you will take this into account.

Timothy Flesher

Peter Ricketts, Esq.
Foreign and Commonwealth Office.

RESTRICTED



10 DOWNING STREET

PRIME MINISTER

The office would be grateful
to know if you agree the
last paragraph of this
letter.

.
Ute nog o

Vanessa
27 December 1984



Foreign and Commonwealth Office

London SWIA 2AH

27 December 1984

e

The Prime Minister's Visit to Washington: 21-22 December

There is naturally much interest among our Community
Partners and other allies and close friendly governments
in the Prime Minister's meetings with President Reagan
and Vice-President Bush. Sir Oliver Wright has given a
short briefing to Community Ambassadors in Washington
and to the Spanish and Portuguese Ambassadors; and has
given all of them copies of the speaking note on SDI
which the Prime Minister used at her press conference at
Andrews Air Force Base on 22 December.

In response to requests for briefings, we would propose
to say to the Canadians, the Australians, the New Zealand
non-Community members of NATO and the J:glne e That, us

me Minister'

necessary.

On East/West relations we would say that ti
Minister gave President Reagan a 3
with Mr Gorbachev and also told him about her
We would say that the Prime Minister and the
also exchlngcdu\‘llews brlefl(y: on llnmmi e
including the Middle Fast, Centra. T
situation. Both were taking & close interest

'?ot the famine. e =1
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the Prime Minister had had a shorter meeting with
with Mr Bush over breakfast at which she had, among
other things, told him about her visit to China in
which he was particularly interested.

I would be grateful for confirmation that you would
be content for us to brief the countries mentioned above

on the lines ipdicated.
’

Qo Ctats
(P F Ricketts) -

Private Secretary 3

Tim Flesher Esq
10 Downing Street
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PRIME MINISTER

It seems from the
attached that your briefing
on Laker was not deficient
Tand that Ambassador Price
was wrong in saying that

Article 12.4 of Bermuda

referred specifically to the

anti-trust laws.
1 have asked for
advice on whether we should take

advantage of his partial
withdrawal to send back a
statement of our case.

ok

o Vs Aen b Rd )iz 8
28 December 1984

feRE.
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Foreign and Commonwealth Office

London SWIA 2AH

27 December 1984

| i

The Prime Minister's Visit to Washington: 21-22 December

(

There is naturally much interest among our Community
Partners and other allies and close friendly governments
in the Prime Minister's meetings with President Reagan
and Vice-President Bush. Sir Oliver Wright has given a
short briefing to Community Ambassadors in Washington
and to the Spanish and Portuguese Ambassadors; and has
given all of them copies of the speaking note on SDI
which the Prime Minister used at her press conference at
Andrews Air Force Base on 22 December.

In response to requests for briefings, we would propose
to say to the Canadians, the Australians, the New Zealanders,
non-Community members of NATO and the Japanese that, as
expected, a large part of the Prime Minister's discussion
was taken up with arms control, particularly the strategic
defence initiative. We would make available to those
countries the text of the SDI public statement. We would
£0 no further than this statement in substance, but would
draw on material in the transcript of the Prime Minister's
press conference, should further elucidation of detail prove
necessary.

On East/West relations we would say that the Prime
Minister gave President Reagan a full account of her me:

situation. Both were taking a close interest in the p
of the famine.

On other issues we would say:
(i) the President and the Prime Minister had discu
the President that the British and Irish

were in step. They had also exchanged v:
Laker Airline question;

RESTRICTED
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(ii) the Prime Minister had had a shorter meeting with
with Mr Bush over breakfast at which she had, among
other things, told him about her visit to Ch!nl in
which he was particularly interested.

I would be grateful for confirmation that you d
be content for us to brief the countries mentioned above

on the lines indicated.
L~ w,

(P F Ricketts)
Private Secretary

Tim Flesher Esq
10 Downing Street
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EMBASSY OF THE UNITED STATES OF AMERICA
Lonpon

December 24, 1984

Mr. F. E. R. Butler
Principal Private Secretary
Prime Minister's Office

10 Downing Street

London S.W.1.

Dear Robin:

Tn our discussions on civil aviation at Camp
David, I mentioned that Article 12(4) of the

Bermuda II Agreement specifically referred to US
antitrust laws. On further checking, I find that
there is no direct reference to antitrust legislation
in the afEiel& itself. = =

However, the Bermuda II Agreement does no
contain language which creates an immunity from US
antitrust laws, and both the negotiating history
and subsequent conduct under the agreement indicate
very clearly that no such immunity was intended by
the United States.” Article 12(4) oﬂcrﬁu‘dﬁl requires
American and British carriers to submit any agreements
they may reach to the aeronautical authorities of both
countries for approval. Fare agreements that are so
disclosed and approved are protected under the US
antitrust laws. On the other hand, fare agreements
that are not approved by the governments not only fail
to comply with Bermuda II, but also violate US antitrust
1

.

That, of course, is the basis of our position
throughout the many menths of the Laker investigation and
in the numerous consultative meetings held between
representatives of our governments. I am enclosing for
your information a more detailed memorandum which
provides the legal rationale for our approach to the
issues under discussion. You may wish to share thi;
letter and the attached memorandum with the Prime Minister.

Again, I enjoyed very much our discussions during the
Prime Minister's highly successful visit to the United
States. 1 look forward to seeing you again soon.

Sincerely, -

Charles H. Price II
Ambassador



CIVIL AVIATION:

Provisions of Bermuda II Relating
to Fare Discussions and Agreements

In the discussions of the tariff provisions of Bermuda IT in
relation to the Laker antitrust investigation and to
negotiations on a new aviation regime for the North Atlantic,
the British Government has argued that the terms o

Article 12(4) necessarily render the antitrust laws inapplic-
able to intercarrier fare discussions and agreements. In the
British Government's view, that provision contemplates that
airlines will meet to discuss tariffs and will reach tariff
agreements which they are then directed to submit to the UK
Civil Aviation Authority and the US Civil Aeronautics Board
for approval before implementation of the agreed individual
fares as may then be approved under Article 12(5). According
to the British Government, such discussions are necessarily
contemplated and authorized by the fare setting process
cstablished by Bermuda IT.

In the view of the United States Government, Article 12(4)
and other provisions of Bermuda IT do not support the British
Government's position regarding the rights of private parties
to enter into undisclosed fare discussions and agreements
without regard to US antitrust law.

Briefly, the Article 12(4) tariff provisions do not contain
undertakings which preclude the applicability of US antitrust
laws to an undisclosed tariff agreement concluded in a forum
to which antitrust immunity has not been expressly provided.
Article 12(4) does not promise an unfettered liberty to reach
tariff agreements. It only states that tariff agreements, if
and when concluded, must be submitted for approval.

Indeed, Article 12(4), when read in conjunction with Article
12(9), reguires disclosure of intercarrier discussions an
agreements. Article 12(4) specifies that any such agreements
"will be subject to the approval of the aeronautical
authorities” of the two governments and “shall be submitted"
under specified procedures. This language clearly obligates

the airlines to disclose. Furthermore, Article 12(9) states
that, during the pendency of consideration of approval for
these agreements, the two governments may exchange views and
recommendations which will be taken into consideration by the
other government if requested. Therefore, by necessary
implication, Bermuda II effectively requires that both
governments be notified of the agreement, that the

governments will foster disclosure adequate to allow an exchange
of views, and that they will cooperate in assessing the
acceptability of such agreements.




In addition, the negotiating history makes clear that it was
drafted and intended to accommodate the United States
unwillingness to provide blanket advance antitrust

immunity for intercarrier price discussions, while
recognizing that we had a policy of providing immunity

for discussions within IATA and had the possibility of
cxtending that immunity to additional intercarrier discussions
on specific application.

Finally, we have found no record of any US retreat from its
firmly held and articulated position. The compromise language
ultimately adopted as Article 12(4) was based on a US proposal
to protect our antitrust authority. Hence, we conclude that
the negotiating history demonstrates the intent of the US to
assure the continued application of the antitrust laws and
the UK understanding of that intent.
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From the Principal Private Secretary 23 December 1984

j)ear bLn,

PRIME MINISTER'S MEETING WITH VICE PRESIDENT BUSH

The Prime Minister was entertained to breakfast at 0900
on 22 December by Vice President and Mrs Bush at the Vice
President's house, Naval Observatory, Washington.

Sir Oliver Wright and I accompanied the Prime Minister:
Admiral Murphy and Mr Gregg were also present on the
American side.

The Vice President began by referring to the Prime
Minister's visit to China and congratulating her on the
agreement over Hong Kong. He commented that, in his
personal view, the concept adopted in that agreement was of
great interest and could one day have a relevance to Taiwan.
The Prime Minister said that Chairman Deng Xiaoping had
asked her to convey a message to the United States
Government that he was ready to seek a solution to the
problem of Taiwan on the basis of "one country, two ;
systems": she had undertaken to deliver this message, but
did not expect that it would be immediately acted upon!
Vice President Bush said that the Chinese aspirations in
this matter were probably based on their extended concepts
of time.

The Prime Minister gave the Vice President a general
account of her discussions with the Chinese leaders. She
said that Deng Xiaoping seemed to her to have aged
considerably since her visit two years ago; and that Deng
Xiaoping claimed to have based the period of fifty years in
the Hong Kong agreement on the time which would be taken for
China to approach the level of development in the
industrialised world. Deng had also said that China
would remain a Socialist country and that the proportion of
the Chinese population living under capitalist regimes
should remain very small because otherwise "capitalism would
eat up socialism". The Vice President was interested in the
Prime Minister's impressions of Hua Yaobang and Zhao Ziyang,
and agreed with her view that Zhao Ziyang seemed at present
the most likely successor to Deng Xiaoping.

“*“fhe Prime Minister then gave the Vice President a
report on her talks with Mr. Gorbachev. This led into a
discussion of the Strategic Defence Initiative. The Prime
Minister said that she was anxious about taking for granted
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that an effective defence system in space was achievable.
She also said that she was confused by briefing given in the
last day or two by White House officials and other members
of the US Administration that deployment of defence systems
in space would be a matter for negotiation.

Vice President Bush said that, if the Prime Minister
was confused, she should "join the club". But he was clear
thgt_the President saw the Strategic Defence Initiative in a
spirit of idealism. People criticised this as naive, and
perhaps it contained an element of naivety, but the
President firmly believed that it was better to destroy
weapons rather than people. The President was pursuing this
objective for its own sake and not as a potential bargaining
counter in the negotiations. The Prime Minister pointed out
that the President had said in his 31 March message to
Congress that his Administration would consider arms control
measures banning or limiting the testing or deployment of
space weapons systems: the Vice President commented that
the President did not necessarily identify defence systems
with weapons systems.

At this point the meeting had to be brought to an end
so that the Prime Minister and the Vice President could
leave for Camp David: there was no discussion of civil
aviation or budget matters.

I am copying this letter to Richard Mottram (Ministry
of Defence) and Sir Robert Armstrong.

%M o6y,

2 B
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L.V. Appleyard, Esq., X
Foreign and Commonwealth Office.
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From the Private Secretary 23 December 1984

PRIME MINISTER'S VISIT TO WASHINGTON :
21/22 DECEMBER 1984

I enclose records of the Prime Minister's meetings with
President Reagan at Camp David on 22 December. I should be
grateful if they could be given only a restricted
distribution.

As will be evident from the records, the greater part
of the talks was devoted to the Strategic Defence
Initiative. Most of the other issues were touched on only
relatively briefly. At the end of the discussion on SDI the
Prime Minister instructed us to prepare a statement which
she could make to the press setting out carefully the
position reached in discussion with President Reagan, and
identifying the points of agreement. This should be agreed
with the Americans. We produced the enclosed text, which
was then agreed with minor modifications with Macfarlane and
Burt, and was subsequently approved by the President and the
Prime Minister during lunch. Since it is an important
statement of British and American views on this subject, you
will wish to give it a wide distribution. The Prime
Minister has commented that we should draw upon it in
preparing a draft reply to President Chernenko's message.

I should record that the Prime Minister did not hand
over to President Reagan the paper entitled Ballistic
Missile Defence and Anti-Satellite Systems.

I am sending copies of this letter and the full records
to Richard Mottram (Ministry of Defence), David Peretz (HM
Treasury) and Richard Hatfield (Cabinet Office). The record
of that part of the discussion dealing with civil aviation
goes to Callum McCarthy (Department of Trade and Industry),
Dinah Nichols (Department of Transport) and Henry Steel (Law
Officers' Department).

S S QI
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L.V. Appleyard, Esqg., -
Foreign and Commonwealth Office.

SECRET
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TEXT OF PRIME MINISTER'S STATEMENT ON SDI AT PRESS CONFERENCE
IN WASHINGTON ON 22 DECEMBER AS AGREED WITH PRESIDENT REAGAN

President Reagan and I have had a very thorough and extensive
discussion of the prospects for arms control negotiations, in the
course of which we also naturally touched on the Strategic Defence
Initiative (SDI).

I was not surprised to discover that we see matters in very
much the same light. I told the President that I had made it
absolutely clear to Mr. Gorbachev that there was no question of
the Soviet Union being able to divide the United Kingdom from
the United States on these matters. Wedge-driving is just not

on.

I told the President of my firm conviction that the SDI
research programme should go ahead. Research is of course permitted
under existing US-Soviet treaties; and we of course know that
the Russians already have their research programme, and, in the

US view, have already gone beyond research.
We agreed on four points:

1) The US, and Western, aim was not to achieve
superiority, but to maintain balance, taking

account of Soviet developments;

2) SDI-related deployment would, in view of treaty
obligations, have to be a matter for negotiation;

3) The overall aim is to enhance, not undercut,

deterrence;

4) East-West neggtiation should aim to achieve
security with reduced levels of offensive
systems on both sides. This will be the purpose
of the resumed US-Soviet negotiations on arms

control, which I warmly welcome.
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I spent about five hours with Gorbachev last Sunday. He glveﬁf§b€

the impression of confidence and authority. He is relatively open
in manner and intelligent. He is affable and has some charm and humour.
He listens carefully to what the other person says. He talks readily

and, in contrast to the stultified manner of Soviet leaders, does not
just stick to prepared statements. He picks up points made in
discussion and responds to them. He was clearly not used to the sort of
rigorous questioning which he got from me on things like human rights

in the Soviet Union and Soviet payments to our mine-workers' union.

But he kept cool and avoided the usual Soviet reaction of reciting
lengthy positions of principle. He went to great pains to invoke

Chernenko's name frequently in discussion as a source of authority for

his remarks. I certainly found him a man one could do business with.
I actually rather 1liked him .- there is no doubt that he is completely
loyal to the Soviet system but he is prepared to listen and have a

genuine dialogue and make up his own mind.

I got the impression that in some ways he was using me as a
stalking horse for you. He questioned me very closely on American
motives and intentions for the Geneva talks and was clearly interested
to obtain a first hand and informed impression of you and your main
colleagues and of your policies. At the same time, he was on the
look-out for possible divergences of view between us which might be
exploited to Soviet advantage. I made it absolutely clear to him that

we are loyal members of the Alliance and right behind you.

On the substance of my talks with him - ‘and those which
Geoffrey Howe had the following day - the most striking point was the
amount of time devoted to the threat of an arms race in outer space.
His line was that if you go ahead with the SDI, the Russians would
either have to develop their own or, more probably, develop nuclear

weapons that would get past your SDI defences. He\made much of the

role of the ABM treaty as the key-'stone to arms control negotiations angd
said that if events proceeded to the point where tKe ABM treaty was

\
irrevocably undermined, the prospect of any further agreements

thereafter would ,be minimal.

/ He was not
CONFIDENTIAL




He was not very precise on the scope of the negotiations which
he expected to emerge from the Geneva meeting, but seemed to expect
them to cover space, strategic nuclear weapons and INF. He made much
of the difficulties which the Soviet Union had faced in deciding to go

to Geneva.

On the other hand, he showed a keen awareness of the penalties
of spending yet more resources on defence and agreed with the concept
of achieving balanced security at lower levels of weapons. He claimed
that the Russians would be ready to come to Geneva with serious new
proposals and referred to Chernenko's remark that the Soviet Union
would be ready to agree to the most radical measures. He appeared
at one point to be saying that the SDI was simply an attempt by the
United States to establish a bargaining position and that if that was
the case, the Soviets could play the game and bargain as well as anyone.
But the over-riding impression left was that the Russians are
genuinely fearful of the immense cost of having to keep up with a
further American technological advance and are therefore prepared
to negotiate seriously on nuclear weapons if they believe that you

are politically committed to reductions.

I left him in no doubt that we did not see SDI in the same
light as he does: still less did we see it as linked in any way to
a US first strike strategy. I stressed your profound sincerity in the
search for balanced arms control and a reduction in nuclear weapons.
I warned him of trying to drive wedges between the Allies: we were

at one on this issue.

These were the main points which arose in his talk with me.
He also saw Geoffrey Howe the next day and I understand that Geoffrey
will be sending George Shultz a message giving his impressions and
details of other steps which they discussed in rather more formal

surroundings .
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POST CLOSURES 0/
Line to Take
(a) General

Necessary economies. Determined to keep firm grip on public spending.

(b) Santo Domingo
1. Decision to close in Santo Domingo does not reflect any lessening
of the British commitment to stability in the Caribbean.

2. We are closing ten posts but only one in Central or Southern
America. No substantial British investment or business community
in the Dominican Republic. HM Ambassador in Caracas will be
accredited to Santo Domingo.

3. The Secretary of State has sent a personal message to the
Dominican Foreign Minister.

(c) MBFR

1. No risk that HM Ambassador in Vienna (Michael Alexander) becoming
concurrently Head of the UK MBFR delegation will damage our input
to the MBFR exercise. On the contrary.

2. Delegation otherwise unchanged.

Background
1. Posts to be closed are: Antwerp, Blantyre, Cagliari, Gothenburg,
Halifax, Salonika, Santo Domingo, Vientiane, Vigo and Zagreb.

HM Ambassador in Vienna is also in future to head the MBFR delegation

there.
2. The US Administration have complained about Santo Domingo, and
3. On Santo Domingo, Ambassador Price has said in London that the

Administration would rather we stayed, and indeed intensified our
effort there.

4. On MBFR, the State Department have said that they fear that
others may follow our example, and that NATO's performance might
as a result be impaired.

5. Highly unlikely that either issue will come up at Camp David.
But the Prime Minister ought perhaps to be in the picture

Sow.

21 December 1984 J 0 Kerr
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IMMEDIATE CONFIDENTIAL

CONF I DENTIAL

DESKBY WASHINGTON 2424042
DESKBY HONG XONG 20237437
FM FCO 2712377 DECEMBER 34
TO IMMEDIATE WASHINGTON
TELEGRAM NUMBER 2174 OF 24 DEC

INFO IMMEDIATE HONG <ONG (FOR SECRETARY OF STATE'S AND PM’S PARTIES)
MY TELNO GUIDANCE 135 : POST CLOSURES

1. THE AMERICAN AMBASSADOR WAS IN TOUCH WITH SIR 4 HARDING TWICE
ON 14 DEC ABOUT THE CLOSURE OF OUR EMBASSY IN SANTO DOMINGO. PRICE
HAD BEEN TIPPED OFF BY THE DOMINICAN REPUBLIC’S AMBASSADOR IN LONDON
WHO IS THE DEAN OF THE DIPLOMATIC CORPS AND #HO HAS BEEN LOBBYING
VIGOROUSLY AGAINST OUR DECISION. PRICE HAD CONSULTED MOTLEY WHO
HAD SAID THAT THE CLOSURE OF THE BRITISH EMBASSY IN SUCH A
SIGNIFICANT CARIBBEAN COUNTRY WOULD NOT BE AT ALL WELCOME TO THE

US GOVERNMENT, WHO HOPED RATHER TO SEE THE BRITISH PRESENCE [N THE
AREA IN GENERAL INTENSIFY. HE HOPED WE COULD BE PERSUADED TO
CHANGE OUR MINDS.

2. HARDING EXPLAINED THE PES BACKGROUND TO OUR DECISION TO
CLOSE TEN POSTS (PLEASE SEE MY TUR), ADDING THAT SANTO DOMINGO
HAD BEEN CHOSEN BECAUSE WE HAD TRIED TO MAINTAIN GEOGRAPHICAL
BALANCE AND IT SEEMED THE MOST PAINLESS SACRIFICE IN THE LATIN
AMERICAN REGION. BRITISH EXPORTS TO THE DOMINICAN REPUBLIC' WERE.
ONLY ABOUT POUNDS 14 MILLION, THERE WAS NO SUSSTANTIAL BRITISH
INVESTMENT 0 BUSINESS COMMUNITY IN THE DOMINICAN REPUBLIC.
ANY DAMAGE, THE AMBASSADOR IN CARACAS 4OULD BE ACCREDITED
SANTO DOMINGO.

3. PRICE TELEPHONED AGAIN TO SAY THAT HE HAD B3EEN ASi
FORMALLY BY MOTLEY TO EMPHASISE (A) THE IMPORTANCE THE
ATTACH TO OUR CONTINUED REPRESENTATION IN THIS IMPD&T
CARIBBEAN COUNTRY AND (B) THE DESIRABILITY OF POSTPON|
ANNOUNCEMENT OF THE CLOSURE IN ORDER TO GIVE FURTHi
REFLECTION.

4,  MEANWHILE THE GOVERNMENT OF THE DOMIN
THAT THEY ARE CONSIDERING CLOSING THEIR EMBA:
RETALIATION.

[i5SEEE

DIST:

CHANCERY LIMITED
ACTION OFFICER:
HOF C
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5. HARDING SPOKE TO PRICE AGAIN ON 17 DEC TO WARN HIM ABOUT
SUBLIC ANNOUNCEMENT OF THE POST CLOSURE. PRICE DOUBTED
WHETHER THE US GOVERNMENT wOULD PURSUE THE MATTER FURTHER. IT
THEREFORE SEEMS UNLIKELY THAT THE SUBJECT WILL BE RAISED WlTH THE
PRIME MINISTER WHTLE SAE 15 IN WASHINGTON. BUT IT CANNOT BE
RULED OUT AND THE SUBJECT COULD WELL BE MENTIONED AT OFFICIAL
LEVEL IN THE MARGINS.

6. WE SHOULD BE GRATEFUL THEREFORE IF THE PRIME MINISTER'S
PARTY COULD BE GIVEN A SHORT SUPPLEMENTARY BRIEF WITH A DEFENSIVE
LINE TO TAKE ON THE LINES OF PARA 2 ABOVE. IT SHOULD BE PREFACED
BY A SENTENCE EXPLAINING THAT THE CLOSURE DOES NOT REFLECT ANY
LESSENING OF THE BRITISH COMMITMENT TO STABILITY IN THE CARIBBEAN.
IT IS PART OF A WORLDWIDE PACKAGE.

1 THE LINE TO TAKE MIGHT CONCLUDE BY SAYING THAT THE
SECRETARY OF STATE HAS SENT A PEISONAL MESSAGE TO THE DOMINICAN
REPUBLIC FOREIGN MINISTER ASSURING HIM THAT 4E WISH TO MAINTAIN

OUR TRADITIONAL Tigs "
: DT 'ES THROUGH OUR AMBASSADOR IN CARACAS AND WE HOPE
THAT THE DOMINICANS WILL MAINTAIN THEIR EMBASSY IN LONDON.

HOWE
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UNCLASSTFIED
PS/Prime Minister (Mr Powell) cc Mr Butler (with attachment)
Mr Ingham ]
Private Secretary (without

attachment)
Hof C (without attachment)
CAMP DAVID

L. 1 attach a White House Press Office fact sheet on Camp David,
which we are making available to the British press.

2. The fact sheet does not list all the foreign leaders who
have visited Camp David, but the full list includes three
previous British Prime Ministers:

- Winston Churchill (with FDR in 1943 and Eisenhower in
1960)

- Harold MacMillan (with Eisenhower twice in 1959)

- Edward Heath (with Nixon in 1970 and 1973)

N lga&SLk-_l_m\

21 December 1984 N Sheinwald
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THE WHITE HOUSE

Office of the Press Secretary

December 21, 1984

FACT SHEET
CAMP DAVID

During the monthw following America's entry iuto World War 1I, officials o
Washingion, folloving the urging of Prestdeat Franklin D. Roosevelt, searched the
countryside surrounding Washington for an area that would be suitable for the
Presfdent to use as a retreat. There were many fectors that had to be considered
in selecting the site. For security ressons, a long trip could not be considered;
there would also be a serious problem of communications, as the President liked to
keep in constent contact with his War Room i the White House. For reasons that
deelt with the Prestdent's health, his physiclans preferred some place that would
remove the Presideat from the heat of Thus, the
criteris for the President's Retreat would be: proximity to Washington, elevation
to imsure cooluess, and above all, it would have to be located where Presidential
security could be caintaized.

1o the m1d-1930's, the Deparcment of the Interior had purchased & ten thoussad
scre tract of the Catoctin Mountalns for use as & Natfonal Park. Three demonstra-
tion recreation cazps, Misty Mount, Greentop, and Hi-Catoctin, were built in 1937,
1938, and 1939, respectively, by WPA and CCC workers, utilizing locsl tizber and
stone. Approximately two and one-half million board feet of blighted chestaut and
local oak trees were felled for cabin work, and nuserous light fixtures were
fabricated in the blacksmith shop froz scrap iron.

In 1942, President Roosevelt selected Camp Hi-Catoctin as the sife for the
Presidential Retreat. Pollowing this decision, the entire Catoctin Park ares vas
declared a security srea and Office of the Strategic Service trainees, along with
e detechment of Marines, wvere stationed in Cemps Greentop and Misty Hount to
provide area security, Construction of s main lodge snd minor work required to
support the President were completed during the early summer and the facility was
£irat used by the Prestdent {n July 1942,

After the muccessful attack on Tokyo by Jimyy Doolittle and his pilots,
President Roosevelt nszed the secretly cloaked camp "Shangri-La” in honor of the
mythical location from which he said the bombers vere launched. The President
frequently visited the Cadp during the remaining years of his adaintstracion,
holding conferences with his wartime advisors and relaxing avay from Washington.

During his first visit, President Truman vas described as being interested,
but not enthusiastic sbout the recreat. He did, hovever, decide to keep the Camp
open year tound, so all buildings were made tight for the mountain-top winters
Stean heat was {nstalled in the main lodge and some of the guest cabins. He also
opened the Cadp to members of his staff, vhen he or Mrs. Truman vere not there.
Although the President did not use "Shangri-La" extensively, with these improve
wments and changes in policy, the retreat in use part of nearly every week pf
the Truman Adainistration.

-more-



20, 1953, Duight D. Eisenhover took office as the President of the
and cootinued to use the Catoctin Mountain Retreat. President
Edneohover renamed the compound "Camp David” after his grandson, David Eisenhover.
While Casp David vas primarily used as s place to relax, there vere a nuzder of
sonumental events which took place at the Camp during the Eisenhower Adaministra-
tion. The most prominent of these being President Eisemhover's historic meetings
with Chafroan Nikita Kruschev of the Soviet Unfon. From these mestings, the
phrase of "Spirtc of Cazp David” vas coined to denote what wae then thought to be
4 more amicable ateitude toward vorld problems.

After President Keonedy took office, he and his fazily contioued tbe use of
Cazp David. During the Kennedy Administration, Cacp Devid vas not in use uch
8s 1t had been, but vheo the entire First Femily vas in residence, they vould
relex, using many of the facilities. They would also sizply walk about the Cemp
enjoying the outdoor scecery. The Camp was a favorite place for Mrs, Kennedy and
the ghildren, as she copectally eajoyed the privacy and fresdon the Casp afforded

er.

Presfdent Johnson used the Camp for conferences, meetings with fOreign
heads-of-state, and "to get sway from the noise and carbon monoxide of downtovn
Weshington" for a "clearer viev of national horizons.” He and his fastly also
enjoyed the recreational opportuaities offered by the mountain-top retreat.

President Nixon and his family were frequent visitors and used the Camp a
fevorite place for relsxation, change of pace, and for informal working session
A nusber of conferences of national and internstionsl significance vere slso held
at the retreat. Preatdent Nixon hosted foreign heads-of-state at Camp David on
eleven occaslons, including the Jube 1973 visit of Secretary General Brezhnev of
tha Scviet Union.

Although ot {requeat visitors, President Ford and his fazily d1d use the Cemp
for relaxation and meetings with members of his Administration. In July 1975,
President Yord hosted President Suharto of Indonesis at Camp David during his
visit to the United States.

President Carter, the First Family, and mezbers of his adeinistration used the
Cazp on & regular basts. In Pebruary 1978, President Carter received Presideut
Sadat of Pgypt at Camp David during his visit to the United Stat Subsequently,
in September 1978, President Carter, President Sadat and Pr. nister Begin of
Imrael conducted Midesst peace negotiations which became known as the Camp David
Sumstt.

Since hio insuguracion in Jenuary 1981, President and Mrs. Reagen have been
frequent visitors to Cacp David. Horseback riding along the Camp's nature trail
datly valks and svioaing are among the First Pazily's favorite outdoor activitie
Under the Resgan Adinistration, Camp David has been the scene of many importsnt
Presidential meetings, including s series of working sessfons vith President
Lopez-Portillo of Mexico in January 1981 and several other meetings with Members
of Congress, the Cabinet and other Administration officials. Hany of the
President's weekly radfo broadcasts to the Asericen people originate from Camp
Devid, including the one sbout the evils of drug abuse, in which he was joined at
the microphone by the First Lady. The President and Mrs. Reagan find Camp David
provides a welcome respite from the hectic pace of Washington and a place whei
they can really relax.

-more-



Cawp David L « oaval instellacion staffed by permaneatly aseigned naval
personnel, & complement of Karines for security, and a contingent of the White
House Communications Agency which provides communications support.

The uetural wppesrance of Camp David has changed litcle since che original
construction. The cabins are rustic board and batten construction, stained or
painted a moss green hue. The native voods have been maintained wherever possible
aad every effort 1s made to waintain the natural besuty of the Cazp, and retatn
the flavor of the outdoor:

Laurel Lodge is Camp David's main conference facility. It contains
a Presidential office, a conference room and dining facilities
Aspen Lodge - the Presidential residence at the Camp - is a two
bedroom ranch-style house.




THIS PRESS CONFERENCE IS MY LAST PUBLIC ENGAGEMENT IN
HONG KONG BEFORE I FLY HOME FOR CHRISTMAS, THE LONG WAY ROUND
THIS TIME, IN ORDER TO SEE PRESIDENT REAGAN.

AS YOU KNOW I HAVE JUST BEEN IN PEKING. MY PURPOSE
IN GOING WAS TO SIGN THE JOINT DECLARATION ON THE FUTURE OF
HONG KONG - AND TO TALK PERSONALLY WITH CHINESE LEADERS BOTH
ABOUT HONG KONG AND ABOUT THE KEY ISSUES OF WORLD AFFAIRS.

[ SAID IN PEKING THAT THE AGREEMENT WE HAVE SIGNED WITH
THE CHINH®E ABOUT HONG KONG IS AN HISTORIC DOCUMENT., IT IS
INDEED, IT IS THE CULMINATION OF TWO YEARS LONG AND OFTEN
HARD NEGOTIATION, IT IS THE BEGINNING OF A NEW PERIOD IN
HONG KONG'S HISTORY.

THE FIRST POINT I WISH TO MAKE ABOUT THIS AGREEMENT IS
THAT IT ASSURES THE CONTINUATION OF HONG KONG AS A FREE
TRADING CAPITALIST SOCIETY FOR A VERY LONG TIME TO COME -
INTO THE MIDDLE OF THE NEXT CENTURY.

THIS MEANS THAT HONG KONG CAM PLAN LONG TERM WITH
CONFIDENCE. I BELIEVE CHAIRMAN DENG INTENDS HIS BOLD CONCEPT
OF “ONE COUNTRY TWO SYSTEMS” TO LAST.

THE SECOND POINT IS THAT YOU HAVE MY ABSOLUTE ASSURANCE
THAT BRITAIN WILL A?ﬂENISTER HONG KONG WISELY AND WELL BETWEEN
NOW AND 1997. WE -FNFENB—FO HONOUR OUR OBLIGATIONS TO THE FULL.

MY THIRD POINT IS THAT BRITAIN WILL NOT MERELY DO ALL IN
ITS PONER TO WORK FOR HONG KONG'S STEADY DEVELOPMENT AND A
SMOOTH TRANSITION - WE SHALL ALSO SEEK TO WIN THE WIDEST
/POSSIBLE

i i\ vty
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POSSIBLE ACCEPTANCE OF THE AGREEMENT IN THE REST OF THE WORLD.

WE START THIS EXERCISE UNDER VERY FAVOURABLE CIRCUMSTANCES:

- THE AGREEMENT HAS ALREADY KON HIGH PRAISE FROM MANY.
LEADING NATIONS IN THE WORLD;

- THE AGREEMENT IS REGARDED AS A GOOD ONE BY THE OVERWHELMING
MAJORITY OF THE PEOPLE OF HONG KONG:;
THE BRITISH GOVERNMENT ARE éiﬂlﬁ?? COMMITTED TO CARRYING OUT
Bom [THE AGREEMENT TO THE FULL. , SO TOO ARE THE CHINESE GOVERNMENT.
CHRHA THIS IS THE ASSURANCE WHIC@P‘REMIER ZHAYOCEAVE TO ME DURING

DEWS .
Aty My DIS;USSIONS ON WEDNESDAY.

HISTORY OF AND
COOPERATION BY MENT AN VERNMENT.,
IT WILK ALSO REQUIRE ! ' OF THE PEBPLE OF HONG KONG.

Vhahhan
OF COURSE THERE ARE CONCERNS WHEEH(PEOPLE HERE)HAVE ABOUT

THE AGREEMENT. MANY ARE REFLECTED IN THE CAREFUL REPORT PREPARED
BY THE ASSESSMENT OFFICE. I UNDERSTAND THESE CONCERNS. THEY
WILL BE VERY MUCH IN OUR MINDS AS WE ANB—THE CHINESE—GOVERNMENT
START THE PROCESS OF IMPLEMENTING THE AGREEMENT.

(?:T‘HKVE—KEREKDY—§PUKEN‘KBUUT‘THE‘AGREEMEﬁT—TN‘PEKTNG‘ﬁ$&}——~
H ; .
COUNCTIL. I WILL NOT SAY MORE NUWT—-GNt¥“THﬂi7THIS IS A GOOD
AGREEMENT. GOOD FOR HONG KONG AND FOR ITS FUTURE,
IT IS NOW UP TO ALL OF US - TOGETHER - TO MAKE SURE THAT IT
WORKS
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DRAFT OPENING STATEMENT FOR THE PRIME MINISTER'S PRESS
CONFERENCE, FRIDAY, 21 DECEMBER

This press conference is my last public engagement in
Hong Kong before I fly home for Christmas, the long way
round this time, in order to see President Reagan.

However, while it marks the end of my all too fleeting
visit here it also signals the start of a new period in the

history of Hong Kong's devel t as a quite le,

high-rise monument of the resilience and achievement of a free
enterprise, entrepreneurial society.

Before I depart - and not, I assure you, for the L

time by all means - I want to say a few words about Hong
Kong's future development because it is to the future we have

been looking since I signed the agreement with Premier Zhao

in Peking on Wednesday.

The first point I want to make is that the agreement

has, quite simply, secured Hong Kong's development as a
free capitalist society - not simply for the next 12k
nor even for the 50 years after that. It has secured its way

a point confirmed by Chairman Deng when I saw him on Wedne

b5 wrue

This means that Hong Kong can plan long-term with con:
I believe Chair

n Deng intends his concept of "one natio
two systems" to last. 3

The second point is that you have my absolut
that Britain will administer Hong Kong wisely
now and 1997. We intend to honour our obliga




We believe we have done our duty by the Hong Kong

people in securing the agreement with China. But we know that
our duty will not be properly discharged unless we consistently
and assiduously provide sound and sensitive administration for
the next 124 years.

My third point is that Britain will do all in its power
not merely to work for Hong Kong's steady development and
smooth transition, we shall also seek to win the widest
possible acceptance of the agreement in the wider world.

We start this exercise under very favourable circumstances:

(i)  The agreement has already won the highest praise
from many leading nations in the world;

(ii) The agreement is regarded as a good one by the

overwhelming majority of the people of Hong Kong,

according to independent surveys.

(ii1)  The agreement has been approved by both Houses of
the British Parliament.

(iv)  The British Government is, I maintain, second
none in honouring its obligations;

(v)  And I believe the Chin Government i

determined to fulfil its cor

Hong Kong's free enterprise way of

the two syst operating within th

China.

This was indeed the assurance Premie:
during my di with him on

In the oourse of my talks I 2
for the benefit of the Ho:
We took a note of it and this




"It is the tradition of the Chinese nation
to act in good faith. We always live up to
our international commitments. There are no

grounds for misgivings. China will prove its
word by its deeds."

So I come back to where I started. We are about to
write a new volume in Hong Kong's history of phenominal

succe

That will require application and co-operation by
the British Gov. the Chinese and the
people of Hong Kong.

s )

Together our task is now to make it work in the eyes of
world. 4

I believe the commitment to do this exi

ana i
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Questions likely to be raised at the PM’s Press Conference
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8 : ‘ - w
il Stationing of PLA in HK — did Chinese leaders give any details? “ LA eV
e
24 Conscription — do you have a X_assurances that it will not be introduced here?

)MJ.A/&’W 2 Ch. Go5T - na D prley) R Ued L3t Ll

e Joint Liaison Group — will there be any Hong Kong representation?

B for
o| JA—)‘L BDTC status after 1997 — do you have details of timing and issue of the new
C&"MJ passports and of their form?

Drafting of the Basic Law — what form will consultations take?

“Solud’ Ope~ o~ el beauw:
6. Anglo/Chinese relations —What are the tangible trade and economic benefits to the
United Kingdom?

7 Did you discuss with the Chinese the pace and form of democratisation that would
be acceptable to China? (NM, Al Gl WM
8. Are you surprised by the contrast between Hong Kong and Peking on the reception

of the agreement. No outward sign of enthusiasm in Hong Kong — a joyous

atmosphere in Peking? O i > ““1/‘!

9! Aside from verbal assurances, what positive measures will HMG take to demonstrate
its commitment t}\H\o:: Kong? u,(,v \A~wu ¢1_9L hosi % Mﬁﬁ?
~ W-l gf-n
10. Were consultatlons with Exco always smoo There have been reports of one

Exco member threatening to resign over the agreement.

s If you had to name one reservation or doubt about the agreement, which one
would you single out as most worrying?

12 ‘Harvey Stockwin’ type questions.
a. Sell-out.

b. Can‘t trust Comraunism.
iC & A o
- {\,W ) AL (oame d L€
_90,_( g /\f \...N\,L«-('

d. No guarantee against upheavels in China 2fter Deng’s death.

c. HMG conned by Paking.

e. No amount of sincerity in Peking will prevent cadres from interfering in Hong

Kong's affairs. g
T
didecdest
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From the Principal Private Secretary 21 Decemeer 1984 ft . 3

I>€PUV Len,
PRIME MINISTER’S MEETING WITH LORD KADOORIE

THE PRIME MINISTER HELD A SHORT MEETING WITH LORD KADOORIE
AT GoVERNMENT House, Hone Kone, AT 1645 oN THurspAy 20 DECEMBER,
SIR SiDNEY 6oRDON, VICE-CHAIRMAN OF CHINA LIGHT AND POWER, AND
MR, CHRISTIAN ADAMS, BRrITISH TRADE CoMmIssioner InN Hone Kone,
WERE PRESENT,

LorD KADOORIE SAID THAT HE HAD WANTED TO REPORT TO THE
PRIME MINISTER ON THE BACKGROUND TO THE DIFFICULTIES WHICH HAD ARISEN
IN THE NEGOTIATIONS OVER THE GIANGDONG NUCLEAR PROJECT. NEGOTIATIONS
HAD PROCEEDED SMOOTHLY FOR 4 YEARS AND THERE HAD BEEN NO ORJECTION
FROM HIS ASSOCIATES IN EXXON. HOWEVER, DIFFICULTIES HAD ARISEN WHICH HE
ASSOCIATED WITH IR, JAck BENNETT, Vice-PRESIDENT oF EXXOM, wHO HAD
POINTED OUT THAT CHINA L16HT AND Power NEEDED EXXON'S PERMISSION
TO ENTER INTO AN AGREEMENT WITH THE CHINESE GOVERNMENT AND HAD ARGUED
THAT THE POSITION OF EXXON MIGHT BE DAMAGED BY SUCH AN AGREEZMENT,
THE DIFFICULTIES HAD BEEN OVERCOME AT SOME COST TO THE CREDIBILITY
ofF CLP wiTH THE CHINESE. LORD KADOORIE HAD BEEN PERSONALLY DISTRESSED
BY THESE DIFFICULTIES BECAUSE HE FELT THAT THEY INPUGNED THE GOOD FAITH
IN WHICH HE HAD BEEN DEALING WITH THE CHINESE GOVERNMENT. HE Now
WAs S0 PER CENT CERTAIN THAT THE NEGOTIATIONS WOULD PROCEED To A
SUCCESSFUL CONCLUSION AND WOULD PROVIDE A UNIQUE OPPORTUNITY FOR
BRITAIN TO SUPPLY TURBINES WHICH WERE UNPRECEDENTED IN TERMS OF THEIR
COMBINATION OF SI1ZE AND SPEED, EXXON WERE STILL THREATENING TO WRITE
70 THE CHINESE GOVERNMENT ABOUT THEIR WORRIES, BUT HE THOUGHT THAT THIS

COULD BE AVERTED, SIR SIDNEY GORDON ADDED THAT HE WAS EVEN MORE

IMERCTAL IN CONFIDENCE °



CONFIDENT OF THE ouTcoMe THAN LorD KADOORIE, PROVIDED THAT
EXCO GAVE THEIR APPROVAL ON 3 JANUARY, HE BELIEVED THAT THE
AGREEMENT COULD BE SIGNED BY 18 JANUARY,

LorD KADOORIE SAID THAT THE EFFECT ON THE Hone Kone
AGREEMENT ON NATIONALITY QUESTIONS WAS MAKING IT DIFFICULT
TO RETAIN KEY PERSONNEL IN Hong Kone, HE REFERRED PARTICULARLY
To oNE OF CLP's KEY NEGOTIATORS ON THE GUANGDONG PROJECT,
DR. Y, B. LEE, WHO HAD BEEN OFFERED A POSITION IN AN AUSTRALIAN
UNIVERSITY! HE DID NOT WISH TO TAKE THIS UP ON HIS OWN ACCOUNT
BUT MIGHT BE OBLIGED TO IN THE INTERESTS OF HIS FAMILY. HOWEVER,
Lorp KADOORIE HOPED THAT., WITH THE HELP OoF LorRD RHODES, IT wWOULD
BE POSSIBLE TO SECURE A BRITISH PASsPORT FOR DR, Y. B. Lee As
AN EXCEPTION TO THE GENERAL ARRANGEMENTS, MORE GENERALLY,
LorD KADOORIE SAID THAT HE BELIEVED THAT THE DEPARTURE OF KEY
MIDDLE-RANKING PERSONNEL FROM Hone KONG WOULD BE TEMPORARY,
BUT HE STRESSED THAT SUCH PEOPLE FELT THE NEED OF SOME FALL-
BACK IN CASE THINGS WENT WRONG IN Hone Kone.

THE Prime Min1STER THANKED LoRD KADOORIE FOR COMING TO
CALL ON HER, SHE SAID THAT SHE HOPED THAT THE NEGOTIATIONS OVER
THE GUANGDONG POWER STATION WOULD BE BROUGHT TO AN EARLY CONCLUSION
THE PRESENT TIME WAS A FAVOURABLE ONE FOR SECURING A GOOD SHARE
OF THE CONTRACT FOR BRITAIN, LorRD KADOORIE CONCLUDED BY
EMPHASISING THE CONFIDENTIALITY OF WHAT HE HAD TOLD THE
PriME MINISTER ABOUT HIS FEELINGS ABOUT EXXON,

I AM coPYING THIS LETTER TO MicHAEL Reipy (DEpARTMENT
oF ENERGY) AND CALLUM McCarRTHY (DEPARTMENT OF TRADE AND INDUSTRY).

\/om evey,

Len AppLEYARD Esa
Fore1aN AND CoMMONWEALTH OFFICE

COMMERCIAL IN CONFIDENCE
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DESKDY HONG KONG 202300Z FOR PRIME MINISTERS PARTY
FROM WASHINGTON 202100Z DEC 84.

TO IMMEDIATE HONG KONG

TELZGRAM NUMBER 21 OF 20 DECEMBER

INFOG F C O

PRIME MINISTER?S VISIT TO WASHINGTON

1. THE PRIME MINISTER WILL WISH TO BE AWARE OF THREE POINTS
WHICli AROSE DURING RECONNAISSANCE VISIT TO CAMP DAVID TODAY:—

(Q) THE PRES!DENT WILL BE WEARING AN OPEN-NECKED SHIRT,
SWEATER AND SLACKS AND HIS STAFF WILL ALSO BE DRESSED CASU .
—  ——e—- | e
WE HAVE SA|D THAT, SINCE THE PRIME MINISTER WILL BE GIVING A
PRESS CONFERENCE | “MEDIATELY AFTER CAMP DAVID, WE DOUBT THAT SHE
WOULD WISH TO DRESS CASUALLY. BUT |F MEMBERS OF HER PARTY
WERE ABLE TO DRESS DOWN FROM A BUSINESS SUIT (IE. SPORTS JACKET
AND TIE), THAT WOULD BE IN THE CAMP DAVID SPIRIT:

(B) THE TEMPERATURE |S ABOUT 10 DEGREES COLDER AT CAMP
DAVID THAN IN WASHINGTON (MID-50’S). THE PRIME MINISTER WILL
WISH TO DRESS ACCORDINGLY PARTICULARLY BECAUSE.

e

(C) THE PRESIDENT WILL MEET THE PRIME MIN|STER AT
THE CAMP DAVID HELI-PAD IN HIS GOLF CART AND THE TWO OF

e S
THEM WILL PROCEED IN THE GOLF CART TO THE REAGANS’ LODGE.
L
THE JOURNEY BY GOLF CART WILL TAKE AROUND 5 MINUTES. THE
REASCN FOR THE GOLF CART 1S THAT THE WHITE HOUSE ARE KEEN TO HAVE
A MEMORABLE AND INFORMAL PRE-CHIRISTMAS PHOTO OPPORTUNITY.
‘__——4'————*-————*\)
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TO IMMEDIATE HONG KONG

TELEGRAM NUMBER 2531 OF 20 DECEMBER 1984
INFO PRIORITY WASHINGTON

FOLLOWING FOR MR. POWELL (PS/PRIME MINISTER) FROM PRIVATE OFFICE

LETTER TO THE PRIME MINISTER FROM DR DAVID OWEN MP ABOUT SDI
AND COMPREHENSIVE TEST BAN (CTB)
1. THE PRIME MINISTER WILL WISH TO KNOW THAT DR OWEN WROTE
TO HER ON 17 DECEMBER ABOUT SDI AND CTB. THE LETTER URGES
THE PRIME MINISTER TO QUOTE EXPRESS TO PRESIDENT REAGAN ...
THE BRITISH GOVERNMENT’S CLEAR OPPOSITION TO THE SDI UNQUOTE.
IT LISTS A NUMBER OF SDP OBJECTIONS TO THE SDI ON STRATEGIC,
POLITICAL AND TECHNICAL GROUNDS (THESE ARE COVERED IN THE
PRIME MINISTER’S BRIEFING FOR HER MEETING WITH THE PRESIDENT)
AND CALLS FOR A MORATORIUM ON US ASAT TESTING UNTIL SEPTEMBER
fgtiphath et e

1985.
2. THE LETTER GOES ON TO URGE THE PRIME MINISTER TO EXPLORE

WITH THE PRESIDENT THE PROPOSAL MADE IN HIS SEPTEMBER UN SPEECH

FOR AN EXCHANGE OF NUCLEAR TEST SITE OBSERVERS, WITH A VIEW
To ACHIEVING PROGRESS TOWARDS ADEQUATE VERTFICATION OF A CTB.
3. THE DEPARTMENT WILL SUBMIT A DRAFT REPLY IN THE LIGHT OF
THE TALKS AT CAMP DAVID.

HOWE

NMNN % ¢

A Ps[Pme musiscel

Sy i

RESTRICTED
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TELEGRAM LUMBER 3803 OF 19 DECEM3!

EDIATE HOUG KOHG (FOP PRIME MINIS

. ACCORDING TO A PRELININARY ESTINATE, THE US ECONOMY RESUMED
OMEWNAT FASTER GROWTH IN FOURTH QUARTER, WHEN THE ANNUALISED
ROWTH RATE WAS 2.5 PERCENT. US INTEREST RATES ARE NOW FALLING.
DEFENCE SECRETAPY WE INBERGER'S
HATIVE PROPOSALS FOR DEFENCE

LGN
, OR A3QUT DOLLARS 23 2ILLIGN IN TOTAL, COMPARED TO THE DOLLARS
EN TOTAL SOUGHT 3¥ STOCKM

TODAY

.3 PERCENT, FOLLOWING GROMTH (REVISED DOWNWARDS) AT 1.6 PERCENT
IRD QUARTER. THIS WGULD 3PING REAL GROWTH IN THE US
CONOMY FOR 193 OVER 1983 TO 6.7 PERCENT. THE EXPECTED GAIN IN
FOURTH—QUARTER REAL OUTPUT REFLECTS A SUBSTANTIAL INCREASE IN
FINAL SALES PARTLY OFFSET 2Y A DECREASE (N BUSINESS INVEWTORY
INVESTNENT,
3. INTEREST RATES ARE DECLINING FURTHER, WITH THE YIELD ON 3-ONTH
TREASURY 31LLS HOW BELOW 3 PERCENT. MANUFACTURERS HANOVER TRUST
REDUCED ITS PRINE LENDING RATE TO 10 3/h PERCENT (FROW 11 AND 1/
PERCENT) ON 17 DECEMBER. BANKERS TRUST COMPANY FOLLOVED WITH &
SINILAR MOVE ON 17 DECEMBER, AND OTHER BANKS ARE EXPECTED TO
REDUCE THE IR RATES SOON.
4. SECRETARY OF DEFENCE WEINDERGER AUNOUNCED ON 18 DECEMBER THAT
THE ADNMINISTRATION HAS NOW DECIDED OM ITS 9POPOSALS FOR THE
DEFENCE BUDGET, WHICH ARE FOR ABOUT DOLLARS 23 3N 1N CUTS OVER
THREE YEARS (DOLLARS 3.7 BN IN FYE6, DOLLARS 2 3Y IN FYs7
AND DOLLARS 10 BN [N FY33) RATHER THAM THE DOLLARS 58 31 SOUGHT 3Y
STOCKMAN (DOLLARS 8 3K, DOLLARS 20 3N AND DOLLARS 30 BN).
THE ANNOUNCED FIGURES, EXPRESSED AS CUTS FROM FUTURE PROGRAMMES,
DISGUISE SUBSTANTIAL INCREASES IN OUTLAYS IN THE THREE YEARS,
OUTLAYS ON DEFENCE (IN NOMINAL TERMS) ARE PROPOSED TO BE DOLLARS
277.5 3%, JOLLARS 24,3 SN AD DOLLARS 353.3 8N RESPECTIVELY.
In TCPNS OF TOTAL SUDCET AUTHORITY, THE ANOUNTS PROPOSED ARE
52.5 JILLIDH, AUD DOLLAPS &
st 4 PERCENT

.3 PERCENT, SE¥10P CONGRESSHEI FRON 20TH PARTIES

3 CUTS APE INADEQUATE. FURTHER CUTS MILL
SSIOKAL 3UDGET

CONFRENTIAL T eommanr




CONTINENTIAL

NS WITH THE CONIPESS

ELATIVELY "QDEST DEFENCE T

WITH THE DRACONIAN DOLLARS 34 3N (N CUTS PPOPOSED FOR SOMESTIC
PROGRAMMES (N FY36, FOR INSTANCE, THE POOPOSALS INCLUDE PROVISION
FOR & TOTAL OF 7 PERCENT In MILITARY PAY |LCREASES IN FY95
(FOLLIWED TV vaTAO 2APENICH

(Snkasan 0F

Shi5

1T 15 GUCH TOG EARLY 1% THE FUIGET PROCESS TO S&Y HOW MCH
REDUCTION 1Y THE 3UDGET JCFICIT wilL J€ ACHISVED THIS YEAR
THIS APPLIES PARTICULARLY TO THE BALANCE SETWEEN N

Tic

DEFENCE EXPENDITURE, ¥IICH 1S USUALLY ONE OF THE FIAL ITEMS T0 A€
D BETWEEN THE RERUSLICANS AND THE DEMGTRATS (N THE

3UDGET HEGOTIATIONS DURING THE SUMMER.

6, FCO PLEASE ADVANCE TO 3JR0AD3ENT (ECONOMIC ADVISERS, FCO),

SHIELDS (TREASURY) AND PEEN (31K),

WRIGHT
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22 DECEMEERs ECONSHIC ISSUES

. OF THE ECONCMIC ISSUES, THE JUDGET DEFICIT WAS 2EEN VERY MUCH

0 THE FORE 1N RECENT DAYS. THE BROAD PICTURE 1S THAT THE PRESIDENT
HAS TO PRESENT M1S BUDGET TO COYGRESS 3v THE EKD OF JAWUARY.

HE WILL GET IT BACK SOMETINE (% THE LATE SUMIER, WHETHER IT WILL

TEAR TUCH PESEMBLANCE s
PLACE, 15 & 3
TRAT 1T wILL AZDR 3

A4S 98 WOULD LIME.

2. THE NEW FACTOR IS THAT EVERYONE, PRESIDENT, CABINET, OFFICIALS,

30TH HOUSES AND BOTH SIDES OF CONGRESS AGREE THAT SOMETHING MUST

€ CONE TO SET THE DEFECIT DOWN. THE TIME 3ET4EEN NOW AND EHD-JANUARY

UILL 3T SPEWT |N MUCH TACTICAL MANGEUVR ING WITHIN THE ADMI%(STRATION:
S AFTER JANUARY, 2ETWEEN OTH HOUSES AND 30TH PARTIES WITHIN

ACH HOUSE. THE DE3ATE WILL B2 NOISY &ND CONFUSING. SEFENCE

SPENDING 1S THE MGST CONTENTIOUS ITEM AuD, PERWAPS FOR TACTICAL
REASONS (JECAUSE HE CALCULATES CONGRESS WILL CUT 1T ANYWAY), THE
PRESIDENT SEEMS TO BE LEANING IORE TOWARDS WEINBERGER THAN TOWARDS
HIS 3UDGET ADVISERS. (THEY SOUGHT CUTS OF DOLLARS SBN DOLLARS 208,
AND DOLLARS 303 [N FY 86/8v HE HAS OFFERED THE FULL AMOUNT IN

Y36, 3UT WITH THE SAVINGS TO COME FROM CREATIVE ACCOUNTING

RATHER THAN PROCUREMENT CUTS, AND ONLY DOLLARS 9B AND DOLLARS 108

1% THE 2 LATER YEARS.) ALL THIS WILL TAKE MANY MONTHS TO SORT OUT.

THE MAIN PGINT WHICH IT SECNS TO ME “E HAVE TO FOCUS OX IS THE NEED,

FOR THE SAKE OF THE MEALTH OF THE FREC WORLD ECONONMY AS WELL

45 THAT OF THE US, TO CARRY DEFICIT-CUTTING THPOUGH TO THE END.

J D0N'T SEE THAT IT MATTERS TO US (NEXT WORD UNDERLIMED) MOW

THE DEFICIT (S CUT 35 LONG AS 1T 1§ CUT. THE PRESIDENT'S PLACE

|4 WISTORY uiLL 20 DETERNINED NOT OHLY 3Y WHETHER HE LEAVES

ANERICA AND THE wOPLD AT PEACE, 3UT ALSO IN PART, 3Y THE SHAPE IN

WHICH WE LEAVES THE US, AND THE WORLD'S ECONOMY,

3. THE OTHER MAIN ECONOMIC ISSUE, THE TRADE DEFICIT, SEEMS TO ME,

(F ANYTHING, LIKELY TO 3E EVEN MORE TROUBLESOME. THE STRENGTH

OF THE DOLLZR IS CRIPPLING SOME OF THE WEAKER US INDUSTRIES AS

JNDEED THE STRENGTH OF THE POUND HURT 3RITISH INDUSTRIES 4 YEARS

0 SO 4G. PROTECTIONIST FORCES APE TWEREFORE OM THE INCREASE

WERE, AND THE POSSISLE CONJUCTION (Y 1235 OF & LOXER ECON

AATH 2 CONTINUING STRONG DOLLAR IS SET TG A20ST TMEN

CURTIER, THE ITEA OF AN 11POT SURCHARGE AS A WAV OF ATTACKIMG

30Th FISCAL A1D TRADE SEFICITS WAS JESN GAINING GOOURD IN BUSIMESS

ano consacssiona cireees. -CONFIDENTIAL /4. wHice .




HOSTILITIES OVER T
PORT MARKETS. THE OBDURATE LINE SHULTZ AND BROCK
TOOK WITH THE COMMISSION LAST WEEK OVER STEEL PIPES AND TUBES HAS
NOW BEEN MODIFIED AND THE PROSPECTS OF A DEAL ARE SOMEWHKAT
BRIGHTER. BUT THE US WITHDRAWAL FROM THE INTERNATIONAL DAIRY
AGREEHENT, NOTIFIED ON 18 DECEMBER, IS A BAD AUGURY.
5. | HOPE THE PRIME MINISTER WILL PUT FIRMLY TO THE PRESIDENT
THE EED FOR ALL OF US TO RESIST PROTECTIONIST PRESSURES, AMD
PERHAPS REMIND HIN THAT WHEN FACED #ITH SINILAR PROBLEMS 4 YEARS
AGD, WE KEPT OUR MARKET OPEN. THE FURTHER POINT WHICH SEENS TO NE
WORTH MAKING IS THAT SERI0US PREPARATIONS FOR A NEw TRADE ROUND
SHOULD BE GIVEN PRIORITY, AS BEING BY FAR THE 3EST WAY OF KEEPIMG
TO MANAGEABLE PROPORTIONS THE DAY-TO-DAY FRICTIONS BETWEEN THE
AN (NDUSTRIALISED PARTNERS AND OFFERING THE DEVELOPING
WORLD THE PROSPECT OF BEING ABLE TO EARN THEIR WAY OUT OF THE
DEBT ORASS. THE PRESIDENT MIGHT SE PEWINDED THAT THE B0MN
ECONOMIC SUMHIT IS NOT TOO FAR AWAY AND THE LEADERS OF THE
{NDUSTRIAL ISED NATIONS WILL WISH TO PRESENT A UNITED AND
CREDIBLY OPEN TRADING FRONT TO THE REST OF THE WORLD.
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PRIME MINISTER'S MEETING WITH T
22 DECEMBER

1. THE PRIME MINISTER WILL, | THINK, FIND PRESIDENT REAGAN IN AN
UP-BEAT MOOD. HE FACES HIS SECOND TERM WITH A TEAM WHICH HE HAS
TRIED AND TRUSTS: THE RUSSIANS HAVE CONE BACK TO THE WEGOTIATING
TASLE QUICKER THAN MIGHT HAVE ZEEN EXPECTED AMD THAT CAM 3E SEEN AS
A VINDICATION OF HiS OuN NEGOTIATING TACTICS SINCE LAST JANUARY.

2. THE LATEST ECONOMIC INDICATORS POINT TO THE WEAKNESS OF THE

w0 MONTHS BEING A HICCOUGH RATHER THAN A SERIOUS TREND.
|NTEREST RATES CONTINUE DOWNWARDS, THE FEDERAL RESERVE IS ASSUNED
TO 3E LCOSENING MONEY SUPPLY, AND WALL STREET IS EMJOYING A

30UT OF PRE-CHRISTHAS EUPHCRIA.

3. PLENTY OF PROBLEMS LIE AHEAD, PARTICULARLY OVER THE BUDGET AND
TRADE DEFICITS AND, IN FOREIGH POLICY, OVER DECISIONS AS TO HOW
FAR TO GO ON ARMS CONTROL AND WHAT TO DO IN CENTRAL AMERICA AMD
THE MIDDLE EAST. THE NEW CONGRESS 4ILL GIVE HIM EVERY BIT

AS MUCH TROUBLE, IF NOT HORE, THAN THE OLD. BUT, AS YOU KNOW,

BOTH HIS STYLE AND HIS TEMPARAMENT INCLINE HIM TO LOOK

AT THE BRIGHTER SIDE.

4. TIME BEING SHORT ON 22 DECEMBER, DISCUSSION WILL NECESSARILY

3£ CONCENTRATED ON A FEW MAIN THEMES. THIS IS NO LOSS, SINCE THE
PRIME MINISTER WILL HAVE A FURTHER OPPORTUNITY DURING HER FE3RUARY
VISIT TO GO INTO MORE DEPTH. MY 2 IFTS DEAL WITH ECONOMIC AND
FOREIGN POLICY SUBJECTS, UPDATING THE 3RIEFING PREPARED IN LONDON.

PRESIDENT AT CAMP DAVID:

WRIGHT

LimiTED - g
oA cory To
erRD .

NEWS B Bl o dowwins ST
PLARNING STAFF.

PS

ps | Lady Youne.
PS | AMaL. RENTON -
fs [Pus . X

SIR W . HARDING .
. DAVID THOMAS -

CONFIDENTIAL



s 340 CONFIDENTIAL

552 DEC 86

FROM PEKING 19
O IMMEDIATE DT/

TELEGRAN NUMBER OTTER 291 OF 19/12/84

INFG PRIGRITY GOVERNO HONG KONG, BTC HONG KONG,

FCO AND PARIS

YOUR TEL KO OTTER 2u1:  PRIME MINISTER'S VISIT:
GUANGDONG NUCLEAR PROJECT

1. AT HER MEETING

WITh PREMIER ZHAG ZIYANG ON 19 DECEMBER

THE PRIME MINISTER TOUCKED BRIEFLY ON THE GUANGDONG NUCLEAR

PROJECT AND PREMIER ZHAO RESPONDED WITH A NUMBER
OF POINTS.

2. THE PRIME MINISTER SAID THAT PROGRESS WAS NOM BEING MADE

TOWARLS THE ESTASLISHNENT OF THE JOINT VENTURE. THIS
WAS A VERY EXCITING PROJECT WHICH THE DRITISH GOVERNMENT
THE GOVERWMENT HAD DONE SOMETHING ABOUT
CREDIT TERMS, BY MAKING THE BEST PREMIUM TERMS AVAILALEBE.

WISHED WELL.

3,

ZHAG 541D THAT THE NUCLEAR PROJECT JOINT VENTURE wOULD
BE WOT GALY THE LARGEST CHINA/UK JOINT VENTURE BUT ALSO
THE LARGEST BETWEEN CHINA AKD ANY FUREIGN COUNTRY SINCE
INCEPTION OF CHINA'S OPEWIKG TO THE OUTSIDE WORLD.

HE WOPED THAT BOTH SIDES WOULD COUPERATE TO MAKE IT

SUCCESSFUL. GEC WOULD BE PROVIDING THE GENERATING EQUIPMENT.
SIHCE THIS WOULD BE GEC'S FIRST EXPEKIENCE IN MAKUFACTURING
THIS TYPE OF GENERATOR, THE CHINESE WOPED THAT THE PRICES

SET WOULD TAKE ACCOUNT OF THIS FACT.

CONFIDENTIAL

! &.




CONFIDENTIAL

4. ZHAQ ALSO EXPRESSED THE HOPE THAT THE BRITISH SIDE
WOULD SET & LIMIT ON PRICE ESCALATION AND WOULD HELP OVER THE
OECD CONSENSUS RATE. IK SUM, HE WAS ASKING THAT BRITAIK SHOULD
GIVE FAVOURABLE TERMS.

EXPERIENCE IN BUILDING GENERATORS OF HIGM QUALITY, EVEN
IF THEY HAD NOT MADE THEM OF THIS PARTICULAR SIZE. SHE WAS

FULLY CONFIDENT GF GEC'S ABILITY. AS TO THE POINT ABOUT

PRICE, SHE WOULD PASS THIS O TO LORD WEINSTOCK. SHE

WOULD ALSO PASS O TO THOSE CONCERWED THE POINT ABOUT PRICE
ESCALATION. SHE COMMENTED THAT ONE FACTOR IN PRICE ESCALATION WAS
INFLATIOK , AND THIS WAS THE RESPONSIBILITY OF GOVERNMENTS

TO CONTROL. THE BRITISH GOVERNMENT WAS PLAYING ITS PART

IN THIS RESPECT

|
5. THE PRIME MINISTER POINTED OUT THAT GEC HAD GREAT !
|

EVANS i
|

C COPIES SENT TO NO 10 DOWNING STJ
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TELNO 3¢46 OF 19/12/84

INFO IMMEDIATE HONG KONG, WASNINGTON, MOSCOW, UKDEL NATO

PRIME MINISTER’S VISIT: MEETING WITH CHAIRMAN DENG XIAOPING:
19 DECCMBIR ; SINO-SQVIET AND EAST-WEST RELATIONS

1. AFTER DISCUSSION ON HONG KONG (REPORTED SEPARATELY, NOT TO ALL),
THE PRIME MINISTER ASKED DENG FOR HIS VIEWS ON SINO-SOVIET RELATIONS
AND ON THE RECENT SOVIET-US DECISION TO RESUME ARMS CONTROL TALKS.

2. DENG SAID THAT CHINA HOPED TO SEE PROGRESS AT THE SOVIET-US

TALKS. HE ASKED THE PRIME MINISTER TO PERSUADE PRESIDENT REAGAN

NOT TO DEVELOP WEAPONS IN OUTER SPACE AS THAT WOULD MEAN ESCALATION

I THE ARMS RACE AND AN EVEN MORE TENSE INTERNATIONAL SITUATION.

OF COURSE CHINA UNDERSTOOD THAT THE INTENTION OF THE U S IN

DEVELOP ING SPACE WEAPONS WAS TO FORCE THE SOVIET UNION TO MAKE
CONCESSIONS ON NUCLEAR MISSILES. BUT SPACE WEAPONS SHOULD

NEVERTHELESS NOT BE DEVELOPED. THROUGHOUT THE 197#S AND THE ¥
FIRST 2 YEARS OF THE 198@S CHINA’S VIEW HAD BEEN THAT THE DANGER
OF ANOTHER WORLD WAR EXISTED. NOW THIS VIEWw HAD CHANGED SOMEWHAT
BECAUSE THE FORCES FOR PEACE WERE GROWING FAST. THE BRITISH
GOVERNMENT AND THE HRIME MINISTER HAD EXERTED EFFECTIVE EFFORTS
IN THIS RESPECT. CHINA WAS ALL FOR BREAKING THE EXISTING SOVIET-—
AMER ICAN DEADLOCK. SHE WAS MAKING EFFORTS TO INCREASE HER OWN
CONTACTS WITH THE SOVIET UNION. BUT CHINA'S SITUATION WAS DI
FROM -BRITAIN'S. CHINA WAS FACED WITH A DIRECT SOVIET THRE
SHE HAD THEREFORE CONSISTENTLY TRIED TO NORMALISE REL/
REMOVING THE *’THREE OBSTACLES’’ (SOVIET TROOPS ON m
AFGHANISTAN AND CAMBODIA). UP TO NOW, THE SOVIET UNIO

AND CULTURAL RELATIONS HAD TAKEN PLACE ANI )
COULD SERVE THE INTERESTS OF PEACE AND DETENT

WAS NOT THE WAY OUT.
C(»&'V f iy r,
Ll civd b
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3. THE pRIME MINISTER SAl) THAT DENG'S VIEWS ACCORDED IN MANY
RESPECTS wiTH HERS. SOME PEOPLE, BUT NOT HERSELF, BELIEVED THAT WARS
WERE CAUSED By THE EXISTENCE OF ARMS. THE REAL DANGER HOWEVER waS
NOT WHEN Two COUNTRIES WwERE STRONG ENOUGH TO DETER ATTACK BUT

WHEN ONE waAS STRONGER AND POSSESSED TERRITORIAL AMBITIONS AND THE
OTHER WAS WEAK. BRITA(N WOULD LIKE SECURITY AT A LoweR LEVEL 0F
WEAPONRY. RyT THIS HAD To BE BALANCED SECURITY. WE HAD ONLY
DEPLOYED CRuISE AND PERSHING |K EUROPE BECAUSE SS2aS WERE

UNTON CLOSELY HOWEVER TO ENSURE THAT SHE DID NOT SiMPLY MOVE S$520S
BEYOND THE URALS, BECAUSE THAT WOULD NOT BE REAL DISARMAMENT.

THERE WERE Two OTHER SOURCES OF IMBALANCE WHICH HAD To BE

DEALT WITH (N DISARMAMENT TALKS: FIRST, THE SOVIET UNION POSSESSED
ENORMOUS STOCKS OF CHEMICAL WEAPONS AND, SECONDLY, THE SOVIET

URION HAD 4N ANTI-SATELLITE SATELLITE CAPABILITY. 1T wAS ONLY WHEN

THE AMERICANS HAD SHOWN THAT THEY CcouLp DEVELOP AN EVEN MORE .
SOPHISTICATED CAPABILITY IN THIS SECOND AREA THAT THE SOVIET

UNION HAD BEEN PERSUADED TO RETURN TO THE NEGOTIATING TABLE.

DISARMAMENT. BUT SHE BELIEVED THAT PRESIDENT REAGAN WANTED
ARMS REDSCTION TO BE ONE OF THE ACHIEVEMENTS OF HIS SECOND
OFFICE. FOR THAT TO BE ACHIEVED TRUST was NECESSARY. DEI
WHETHER THE PRIME MINISTER HAD ASKED GORBACHEV WHETHER
UNION WAS SINCERE IN WANTING TO DISARM. THE PRIME MIN
THAT SHE HAD DRAWN WER OWN CONCLUSIONS. BUT 1T WAS
ECONOMIC INTERESTS TO REDUCE THE TURDEN OF  aRMAME
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6. DENG ASKED THE PRIME MINISTER TO TAKE WITH HER HIS SINCERE REGARDS
TO PRESIDENT REAGAN AND HIS CONGRATULATIONS ON HIS RE-ELECTION. :
HE ASKED THE PRIME MINISTER TO CONVEY HIS HOPE THAT IN PRES I DENT
REAGAN’S SECOND TERM GHINA AND THE U S WOULD COOPERATE IN SOLVING

THE QUESTION OF TAIWAN. IF THE U S AND PRESIDENT REAGAN THOUGHT THE
CONCEPT OF ’’ONE COUNTRY, TWO SYSTEMS’’ WAS DESIRABLE, THERE WAS

MUCH THEY COULD DO IN THIS RESPECT. THE PRIME MINISTER SA|D THAT

SHE WOULD CERTAINLY CONVEY THIS MESSAGE. THE U S HAD WELCOMED. THE -
HONG KONG AGREEMENT. '
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TO IMMEDIATE FCO Q,).UM

TELEGRAM NUMBER 3447 OF 19 DECEMBER WM
INFO IMMEDIATE HONG KONG =3 it
PRIME MINISTER’S VISIT: MEETING WITH CHAIRMAN DENG XIAOPING:

19 DECEMBER: HONG KONG ASPECTS

SUMMARY

1. DENG CHARACTERISED THE AGREEMENT AS BEING OF HISTORIC

SIGNIFICANCE. CHINA ALWAYS HONOURED ITS COMMITMENTS. \
MA INENANCE OF HONG KONG'S PROSPERITY ACCORDED WITH CHINA'S

INTEREST IN MODERNISING IT ECONOMY.

DETAIL.

9. AFTER EXCHANGE OF COURTESIES, DENG SAID THAT THE
ACHIEVEMENT OF THE LEADERS OF CHINA AND BRITAIN WAS OF
HISTORIC IMPORTANCE. A FalLURE TO SOLVE THE HONG KONG
QUESTION WOULD HAVE CAST A SHADOW OVER THE RELATIONS
BETWEEN THE COUNTRIES. THERE WAS NOW A VERY BRIGHT FUTURE.

3. THE PRIME MINISTER AGREED. DURING THE PAST TWO YEAR
OF WORK WE HAD TAKEN PEOPLE ALONG WITH US AND TAKEN ACC

HONG KONG PEOPLE HAD VISITED LONDON TO SEE
TAKEN ALONG IT MADE MATTERS FAR EASIER TO S
ORILY IN THE END.
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4. THE PRIME MINISTER SAID THAT THE STROKE OF GENIUS IN THE
NEGOTIATIONS HAD BEEN THE CONCEPT OF ’’ONE COUNTRY, TWO
SYSTEMS’'. IT WAS THE KEY THAT HAD UNLOCKED THE FUTURE. DENG SAID
THAT IF THE CONCEPT WAS OF FAR-REACHING SIGNIFICANCE

THE CREDIT SHOULD GO MARXIST HISTORICAL DIALECTICS, OR TO
*'SEEKING TRUTH FROM THE FACTS’’. TO SOLVE THE HONG KONG
QUESTION PEACEFULLY AN ANSWER WHICH SATISFIED CHINA, BRITAIN
AND THE PEOPLE IN HONG KONG HAD HAD TO BE FOUND. THE
IMPOSITION OF SOCIALISM ON THE TERRITORY wOULD WOT HAVE

BEEN ACCEPTABLE TO BRITAIN OR TO THE PEOPLE OF HONG KONG.

NOR, EVEN IF IT H&D BEEN ACCEPTABLE, WOULD IT HAVE PRESERVED
HONG KONG’S PROSPERITY. THE SAME CONSIDERATION APPLIED TO
“RiIWAN. THE CONCEPT OF ’’ONE COUNTRY, TWO SYSTEMS’’ HAD

IN FACT BEEN DEVISED ORIGINALLY TO SOLVE THE TAIWAN AND NOT
THE HONG KONG QUESTION. IT HAD FLOWED FROM CHAIRMAN YE JIANYING’S
NINE POINT PROPOSAL IN 1987 FOR TAIWAN. CHINESE LEADERS WERE
DEEPLY CONVINCED THAT IT COULD WORK AND THE TWO YEARS OF SIHO-
BRITISH TALKS APPEARED TO TESTIFY THIS. THE NEXT 63 YEARS
WOULD PROVE THE CONCEPT. SOME PEOPLE HARBOURED DOUBTS ABOUT
WHETHER CHINA WOULD HONOUR THE AGREEMENT. DENG SAID THAT HE
WISHED TO INFORM THE PRIME MINISTER AND THE WHOLE WORLD

THAT CHINA HAD ALWAYS HONOURED ITS COMMITMERTS.

5. SOME JAPANESE FRIENDS HAD ASKED WHY CHINA HAD SET A
BERIOD OF 5¢ YEARS AFTEK 1997 FOR THE DURATION OF THE
AGREEMENT. THE REASON WAS THAT CHINA HOPED TO APPROACH THE
ECONOMIC LEVEL OF ADVANCED COUNTRIES BY THE END OF THAT TIME.
IF CHINA WANTED TO DEVELOP ITSELF, IT HAD TO OPEN TO THE
OUTSIDE WORLD FOR THE WHOLE OF THAT PERIOD. THE MAINTENANCE OF
HONG KONG’S STABILITY AND PROPERITY ACCORDED WITH CHINA’S
INTEREST IN MODERNISING 1TS ECONOMY. SO THE PERIOD FOR.T“E'
AGREEMENT HAD BEEN SET IN THE LIGHT OF THE NEEDS OF YHE

CENTURY THERE WAS ALSO A NEED FOR A STABLE TAIWAN.
DID NOT WISH TO (xO TO WAR WITH TAIHAN. IF PEOPLE UNDER&

AFTER THE FIRST 52 YEARS OF THE NEXT CENTURY &
BECAUSE BY THEN ECONOMIC EXCHANGES WITH OTHER
HAVE COME TO DEPEND UPON EACH M&'Frfﬁ-r—‘g
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6. THE PRIME MINISTER SAID THAT DENG’S CONCEPT WAS A
GREAT DESIGN WHICH SHE BELIEVED COULD BE ACHIEVED.

HE HAD SAID THAT CHINA DEDUCED TRUTH FROM FACTS. HE MUST
THEREFORE KNOW THAT THE CONCEPT WOULD WORK BECAUSE
CAPITALIST HONG KONG WOED VERY WELL NOW AND IT WAS

NOT GOING TO BE CHANGED AFTER 1997. OUR TWO COUNTRIES

HAD SIGNED THE AGREEMENT IN THE EYES OF THE WORLD. SHE WAS
SURE THAT CHINA WOULD THEREFORE HONOUR THE AGREEMENT..

SO WOULD BRITAIN. NEVERTHELESS IT WAS NATURAL THAT IN THE
FACE OF CHANGE SOME PEOPLE IN HONG KONG HARBOURED DOURTS.
THEY NEEDED TO BE REASSURED AND 1T WAS HELPFUL TO BE ABLE
TO EXPLAIN THE REASONS WHY CHINESE POLICY WOULD NOT CHANGE, AS
CHAIRAMN DENG HAD EXPLAINED IT. UP TO 1997 BR TAIN WOULD
ADMINISTER HONG KONG PRUDENTLY AND WITH FORESIGHT AND WOULD
PAY PARTICULAR IMPORTANCE TO THE WORK OF THE JOINT

LIAISON GROUP SO THAT THE TRANSITION WOULD BE SMOOTH.

7. DENG SAID THAT THE 1 BILLION CHINESE ON THE MAINLAND
WOULD PURSUE SOCIALISM FIRMLY. IF THE PEOPLE OF TAIWAN

WHO NUMBER SOMEWHAT OVER 1@ MILLION AND THE 5 MILLION
PEOPLE OF HONG KONG PRACTICED CAPITALISM THIS WOULD NOT
AFFECT THE SOCIALIST ORIENTATION OF THE BULKK OF THE
COUNTRY. INDEED THE PRACTICE OF CAPITALISM IN SOME SMALL
AREAS WOULD BENIFIT SOCIALIST POLICY. THE POLICY OF OPENING
T0 THE OUTSIDE WORLD WOULD HELP CHINA’S SOCIALIST POLICY TO GROW

IN STRENGTH.

8. THE PRIME MINISITER SAID THAT SHE BELIEVED THAT THE
AGREEMENT WOULD BE HONOURED, THAT THE CONCEPT OF '’ONE.

TWO SYSTEMS’’ WOULD WORK AND THAT THE 54 YEAR EC
CHINA WOULD ALSO WORK, SINCE ALL WouLD BE OF BEN

Az 5(@)(5)
2 T, 5, G, 9,A0(2) yPA(2
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INFO IMMEDIATE HONG KONG 7
PRIME MINISTER’S TALKS WITH HU YAOBANG Lo TGzl ek
SUMMARY

1. A LlVEVLV AND GOOD-HUMOURED MEETING. HONG KONG, SINO-
BRITISH TRADE PROSPECTS, AND CHINESE MEASURES OF REFORM

AND MODERNISATION WERE ALL TOUCHED ON. THE PRIME MINISTER INVITED
HU TO VISIT BRITAIN AT AN UNSPECIFIED DATE.

DETAIL

2. HU SAID THAT THE PRIME MINISTERAND DENG HAD LAID A
MILESTONE FOR RELATIONS BETWEEN THE TWO COUNTRIES WHICH WOULD
ALWAYS BE REMEMBERED. THE PRIME MINISTER HAD DISPLAYED
BRAVERY AND FAR-S|GHTEDNESS. IN RESPONSE TO A REMARK

OF THE PRIME MINISTER’S, HU EMPHASISED THAT HE AND ZHAO WERE
FIRM AND STRONG IN THEIR SUPPORT FOR THE |MPLEMENTATION OF THE
AGREEMENT. FAILURE TO IMPLEMENT THE AGREEMENT WOULD DAMAGE
CHINESE BUT NOT BRITISH CREDIBILITY. THE PRIME MINISTER
REMARKED THAT THIS WAS SOMETHING THAT MUST NOT HAPPEN

(SEMI COLON) THE INTERESTS OF BOTH SIDES IN THIS REGARD WERE
IDENT ICAL. ASSURANCES ABOUT THE IMPLEMENTATION OF TH AGREEMENT
FROM HIMSELF, FROM ZHAO AND FROM DENG, GAVE THE PEOPLE OF HONG
KONG EXTRA CONFIDENCE TO FACE THEIR FUTURE. HU ASSURED THE N
PRIME MINISTER THAT CHINA WOULD DO HER BEST TO INCREASE
CONFIDENCE IN HONG KONG YEAR BY YEAR, -

3. SOME CONVERSATION ON SINO-BRITISH TRADE PROSPECT
DURING WHICH HU SAID THAT TOTAL TRADE BETWEEN THI
LAST YEAR HAD AMOUNTED TO ONE THIRTIETH OF CHINA'

NEXT YEAR. HI' HIMSELF AND ZHAO WOULD BE
VISIT OF THE HIGH LEVEL BRITISH TRADE D
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4. AT THE PRIME MINISTER’S INVITATION HU SPOKE BRIEFLY ABOUT
THE DOMESTIC SCEME IN CHINA. EVERYTHING WAS GOOD. THERE WERE
CURRENTLY THREE MAIN DOMESTIC TASKS:

A) ECONOMIC REFORM TO IMPROVE MANAGEMENT, PRODUCTIVITY AND
DISTRIBUTION WITH THE AIM OF DOUBLING GNP IN THE COMING DECAUE:
B) CONTINUED PURSUIT OF THE OPEN DOOR POLICY:

C) AS PART OF THE PROCESS OF PARTY RECTIFICATION, TO
PROMOTE LARGE NUMBERS OF YOUNG, WELL-QUALIFIED AND
ABLE PEOPLE TO SENIOR POSTS. LOW LEVELS OF EDUCATION
AMONG LEADING CADRES WAS ONE OF CHINAS +0ST DIFFICULT
PROBLEMS.

5. HU SPOKE OF CHINA’S NEED TO LEARN FROM ADVANCED COUNTRIES.
THE PRIME MINISTER EXPRESSED THE HOPE THAT HE MIGHT

PAY A VISIT TO BRITAIN IN ORDER TO LOOK AND LEARN. HU SAID

HE WCULD SE HONOURED TC D0 SO BUT ZHAO wAS VISITING

BRITAIN NEXT YEAR AND, AS GENERAL SECRETARY OF THE

COMMUN | ST PARTY, HIS FACE WAS RED. HE ASKED THE PRIME
MINISTER TO CONVEY HIS REGARDS TO THE QUEEN AND HIS

RESPECTS TO THE PEOPLE OF BRITAIN.

Séfvng.f?n)m,ns,m(z),Pn(z),rs/aa,m,nn(c)
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MY SECOND IPT: PRIME MINISTER’S TALKS WITH PREMIER ZHAO ZIYANG:
EAST WEST RELATIONS

SUMMARY

1. THE PEIME MINISTER AND ZHAO BOTH HOPED THAT RESUMED ARMS CONTROL
TALKS BETWEEN THE SOVIET UNION AND THE UNITED STATES WOULD LEAD

TO GENUINE REDUCTIONS IN ARMAMENTS. THE PRIME MINISTER EMPHAS | SED
THE FUNDAMENTAL DIFFERENCE BETWEEN THE TWO SUPERPOWERS. ZHAO HOPED
FOR FURTHER DEVELOPMENT OF SINO-US RELATIONS AND HELD OUT NO PROPSEQ
OF IMPROVEMENT IN SINO-SOVIET RELATIONS OTHER THAN IN TRADE AND
CULTURAL FIELDS.

DETAIL

©. THE PRIME MINISTER SAID THAT A NUMBER OF FACTORS HAD RECENTLY
COMBINED TO CAUSE THE SOVIET UNION AND THE UNITED STATES BOTH TO
COSIDER THE RESUMPT[ON OF NEGOTIATIONS ON ARMS CONTROL. THE
CHANCES OF RESULTS WERE BETTER THAN IN THE LAST TWO OR THREE YEARS.

THE PROSPECT OF THE DEVELOPMENT OF A NEW GENERAT |ON OF WEAPONS IN

OUTER SPACE HAD BEEN INSTRUMENTAL IN BRINGING ABOUT THE RESUMPTION

OF TALKS. WE RECOGNISED THAT EACH COUNTRY, INCLUDING THE SOVIET |
UNIOH, HAD TO FEEL SECURE WITHIN ITS OWN BORDERS AND IN ITS OWN 5
WAY OF LIFE. FOR THAT, A BALANCE OF FORCES WAS NECESSARY. THE CHOICE
WAS BETWEENA BALANCE AT A HIGH LEVEL OF ARMAMENTS OR REACHING
AGREEMENT WHICH COULD SECURE A BALANCE AT LOWER LEVELS. ANY SUCH
AGREEMENT HAD TO BE VERIFIABLE. BECAUSE THE COST OF MOVING TO
THE HEXT GENERATION OF WEAPONS WAS SO HIGH, IT WAS RIGHT TO SEEK
BALANCE AT LOWER LEVELS. IT WAS AN OPPORTUNITY THAT MUST NOT BE
MISSED, ALTHOUGH A GREAT DEAL OF DETAILED AND COMPLEX NEGOTIATIONS
ON ALL TYPES OF WEAPONS AND FORCES WAS NECESSARY. v

CONFIBENTIAL /o s
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2 THE PRIME MINISTER SAID THAT SHE AND GORBACHEV, DURING THEIR
RECENT DISCUSSION, HAD AGREED THAT NEITHER SIDE SHOULD LOOK AT THE
OTHER THROUGH ROSE TINTED SPECTACLES. EACH LOOKED FROM THE
VIEW-POINT OF TWO VERY DIFFERENT SYSTEMS. NEVERTHELESS, TWO VIEWS
WERE HELD IN COMMON:

A) THERE MUST NEVER BE ANOTHER MAJOR WORLD CONFLICT,
B) THERE WAS A NEW URGENCY ABOUT SEEKING ARMS CONTROL AGREEMENTS.

4. ZHAO SAID IN REPLY THAT CHINA UNDERSTOOD WHY A NUMBER OF
WESTERN EUROPEAN COUNTRIES HAD AGREED TO INF DEPLOYMENT TO

OFFSET SOVIET NUCLEAR SUPERIORITY IN EUROPE. BUT THE ESCALATING
ARMS RACE, PARTICULARLY IN NUCLEAR WEAPONS, WAS MAKING THE
SITUATION IN EUROPE AND THE WHOLE WORLD EVEN MORE TENSE, WHICH
WAS A MATTER OF CONCERN TO PEOPLE THROUGHOUT THE WORLD AND ALSO TO
THE CHINESE GOVERNMENT. CHINA HOPED TO SEE RELAXATION OF TENSION
BETWEEN THE TWO SIDES AND WAS GLAD TO SEE RECENTLY MORE CONTACT
AND AN I|MPROVEMENT IN RELATIONS BETWEEN COUNTRIES OF EAST AND WEST

EUROPE .

5. CHINA WELCOMED THE AGREEMENT BETWEEN THE SOVIET UNION AND THE
UNITED STATES TO RESUME ARMS CONTROL TALKS IN JANUARY AND HOPED THIS
WOULD LEAD TO A RELAXATION OF TENSION AND GENUINE DISARMAMENT.
NEVERTHELESS, THE PROCESS WOULD CLEARLY BE A DIFFICULT ONE.

IT SEEMED THAT |T REPRESENTED MERELY A CHANGE OF TACTICS BY THE

THO SUPERPOWERS — NEITHER HAD IN FACT ABANDONED ITS INTENTION OF
SEEKING MILITARY SUPERIORITY. ZHAO HOPED THAT COUNTRIES CLOSE TO
THE UNITED STATES, PARTICULARLY BRITAIN, WOULD URGE THE U S TO
ABANDON EFFORTS TO SEEK SUCH SUPERIORITY. HE HAD RECENTLY TOLD THE
VISITING NORWEGIAN PREMIER THAT ALTHOUGH THE SOVIET UNION FACED
ECONOMIC DIFFICULTIES IN SUSTAINING MILITARY EXPENDITURE,
NEVERTHELESS THE SOVIET PEOPLE WOULD BE WILLING TO MAKE SACRIFICES
IF THE SOVIET UNION FELT INSECURE AS A RESULT OF AMERICAN FAILURE
TO SHOW RESTRAINT. CHINA THEREFORE HOPED THE UNITED STATES WOULD
SHOM RESTRAINT IN INF DEPLOYMENT AND WOULD MAKE EFFORTS TO REACH
AGREEMENT WITH THE SOVIET UNION.

CONFIDENTIAL /6. TIE MIGE.
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J. THE PRIME MIN|STER POINTED OUT THAT THE SUPERPOWERS WERE
FUNDAMENTALLY DIFFERENT. THE SOVIET BRAND OF COMUNISM, UNLIKE
ANY OTHER POLITICAL SYSTEM, HAD WORLD DOMINATION AS ITS OBJECTIVE,
WHICH IT SOUGHT THROUGH THE THREAT POSED BY THE GREAT FORCES AT
ITS COMMAND, THROUGH ACTIVE SUBVERSION AND THROUGH THE USE OF PROXY
FORCES SUCH AS THE CUBANS. THE UNITED STATES ON THE OTHER HAND
USED ITS STRENGTH SOLELY FOR DEFENCE. DESPITE HAVING FOR YEARS
HAD A TOTAL MONOPOLY ON NUCLEAR WEAPONS, THE UNITED STATES HAD
AT NO STAGE USED THAT POWER TO EXTEND ITS TERRITORY.

7. SHE CONTINUED THAT NUCLEAR WEAPONS, BY THEIR HORRIFIC POWER,
HAD PROVIDED A KIND OF SECURITY THAT DID NOT EXIST BEFORE,
PROVIDED NO NATION OBTAINED A MEANS TO KNOCK OUT ANOTHER’S NUCLEAR
WEAPONS. THE CURRENT ESCALATION WAS BECAUSE EACH SIDE FELT THAT

THE OTHER MIGHT FIRST DEVELOP SUCH A CAPACITY AND SO UPSET THE

BALANCE. THE PRIME MINISTER SAID ONE OF HER TASKS WAS TO

EXPLAIN TO THE SOVIET UNION THAT THE INITED STATES WAS NOT SEEKING
SUPERIORITY BUT THAT BALANCE COULD BE UPSET IF ONE SIDE GOT SO

FAR AHEAD THAT THE OTHER FELT INSECURE. ANOTHER TASK WAS TO

CONVINCE THE SOVIET UNION THAT THE WEST WAS SINCERE IN WANTING
DISARMAMENT. THIS COULD NOT BE ACHIEVED WITHOUT OTHER

MEASURES TO RELAX TENSION AND BUILD CONFIDENCE. THE PRIME MINISTER
CONCLUDED BY EMPHASISING THAT WORLD SECURITY WOULD NOT BE HELPED

BY AN AGREEMENT WHICH MERELY RESULTED IN THE RELOCATION OF

EXISTING SOVIET NUCLEAR WEAPONS.

4. ZHAO REPLIED THAT CHINA'S VIEWS ON THE NATURE OF THE SOVIET

UH1ON WERE IDENTICAL TO OURS. HE HAD MADE HIS POINT ABOUT THE

ESCALAT {ON OF THE ARMS RACE AGAINST THE BACKGROUND OF A NEW

POSTURE ON THE PART OF BOTH THE SOVIET UNION AND THE UNITED STATES.

IN THE 70S IT HAD BEEN THE SOVIET UNION THAT WAS INCREASING ITS
ARMAMENTS, BUT NOW THE SITUATION WAS DIFFERENT, PARTICULARLY AFTER 3
THE UNITED STATES DEPLOYMENT OF THE FIRST INF IN EUROPE. IT WAS IN

YHAT CONTEXT THAT HE HAD SAID THE UNITED STATES SHOULD SHOW

RESTRAINT. HE ASKED THE PRIME MINISTER TO CONVEY HIS GREETINGS AND
REGARDS TO PRESIDENT REAGAN AND TO SAY THAT CHINA SINCERELY HOPED

TO SEE THE DEVELOPMENT OF HEALTHY SINO-US RELATIONS ON AN ENDURING

AND STEADY BASIS AND HOPED THAT IN THE PRESEDENT'S SECOND TER
THERE WOULD BE FURTHER DEVELOPMENT OF EXISTING RELATIONS ON THE
BASIS OF THE THREE JOINT COMMUNIQUES.

CONFIDENTIAL

/9. ON SINO-soviet..
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9. ON SINO-SOVIET RELATIONS, ZHAO SAID THAT THE SITUATION WAS
UNCHANGED. PROGRESS DEPENDED ON THE REMOVAL OF THE THREE
OBSTACLES. NO PROGRESS HAD BEEN MADE IN THIS RESPECT EITHER AT

THE FOREIGN MINISTERS’ MEETING AT THE U N OR AT THE MOST RECENT
ROUND OF NORMALISATION TALKS. BUT EXCHANGES IN THE ECONOMIC,
TECHNOLOGICAL AND CULTURAL FIELDS HAD INCREASED AND WOULD CONTINUE
TO INCREASE. THE FORTHCOMING VISIT OF ARKHIPOV WOULD BE CONCERNED
MAINLY WITH ECONOMIC AND TRADE MATTERS, FOR WHICH ARKHIPOV WAS
RESPONSIBLE. ZHAO DID NOT EXPECT THE THREE OBSTACLES OR THE
NORMAL I SATION OF RELATIONS WOULD BE DISCUSSED DURING THE VISIT, BUT
IF THEY WERE, NO PROGRESS WAS EXPECTED.

10. NO OTHER INTERNATIONAL ISSUES WERE DISCUSSED AT THE FORMAL
TALKS,

A: PA
g: HIE, CS,CBF(2),, DPA, ALK, 5£0r5(5),5(GD) , DSB(3) , LiST,
e
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VISIT CHINA 11 :A«LY 1°"5 T0 FOL ET. DISCUSSIONS ON HOW TO

B P»‘«ND INO-BRIT ISH . ZHAO SAID Tk‘»«T THIS DELEGATION WOULD

BE ME MARCH v/\,bLE THE BEST TIME AS IT WOULD ALLO'J FOR THE
VISIT TD BE WELL PREPARED AND WOULD r-OLLO'l THE SPRING FES|IVAL
HOLIDAY, THE PRIME WISTER AGREED. THE VISIT MUST GO W

LORD YOUNG WOULD BRING WITH HIM A PARTY OF VERY HIGH LEVEL BRlTISH
BUSI SMEN,

THE PRIME MINISTER SAID THAT SHE WAS VERY PLEASED THAT WGRK m
D:VELOPING CHINA?S OFFSHORE OIL AND GAS WAS GOING WELL. BP
PARTICIPATING IN THIS AND WERE PREPARED TO DO FURTHER WORK IN THE
SOUTH CHINA SEA, BRITISH OIL COMPANIES PROBABLY POSSESSED MORE
EXPERTISE THAN ANY OTHERS IN EXPLORATION AND PRODUCTION WORK IN
HARSH WEATHER AREAS, BRTAIN ALSO POSSESSED GGEAT EXPERTISE IN
THE MINING OF COAL, WE POSSESSED ADVANCED MINING EQUIPMENT AND
OUR MANUFACTURERS WERE ALREADY IN CONTACT WITH CHINA,

6. THE EMBASSY HAS SEPARATELY RZPORTED DISCUSSION ON THE GUANGDONG
IUCLEAR PROJE"T

Te ON AEROSPACE, THE PRIME MINISTER WELCOMED THE NEWS OF TI

L GNATURE OF A MEMORANDUM OF UNDERSTANDING UNDER WHICH CRIA TNTENDS
TO BUY FIVE AIRBUS 310, IT WAS ALSO WELCOME THAT A MEMORANDUM OF
UNDERSTANDING HAD BEEN SIGNED FOR FIFTEEN 36-SEATER SHORT BROTHERS
AIRGRAFT.  THE PRINE MINISTER SPOKE STRONGLY IN SUPPORT OF: CHINA
BYING THE BAC 166: THE EMBASSY HAS REPORTED THIS DISCUSSION. ALSO
AR

ATELY, - —~




8, ZHAO THANKED THE PRIME MINISTER FOR HER POSITIVE OBSERVATIONS
ol POLITICAL AND ECONOMIC BILATERAL RELATIONS. CHINA HAD ALWAYS.

ATTACHED | ORT HCE TO CODP RATmH TECHNOLOGICAL AND ECONOMIC
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FROM PS/PRIME MINISTER
PRIME MINISTER’S VISIT: TALKS WITH ZHAO: HONG KONG
SUMMARY

1, THE PRIME MINISTER ASSURED ZHAO THAT HMG WOULD IMPLEMENT THE
Al EMENT FULLY AND DO ALL POSSIELE TO MAINTAIN STABILITY AND
PROSPERITY, EMPHASISED THE IM
POINTED TO THE VALUE OF LIS
EMPHA I SED THAT COI-S"I’UTIOI.AL DEVELOPMENT WOULD BE STEADY AND
SECURE, ZHAO GA SSURANCES THAT CHINA WOULD IMPLEMENT THE
AGREEMENT cULLV EI\PHASI:ED THE IMPORTANCE OF AVERTING PROBLEMS
DURING THE TRANSIT IONAL PER10D AND COI!FIRHED THAT CHINA WOULD NOT
COMMENT ON OUR CONSTITUTIONAL PROPOSAL

DETAIL

THE PRIME MINISTER HAD A SHORT INFORMAL MEETING FOLLOWED

TWO AND A HALF HOURS OF FORMAL TALKS WITH ZKAO THIS MORNING,
E 05PI E WAS FRIENDLY AND RELAXED. THE FIRST HOUR WAS
VOTED TO HONG KONG MAT

GENERAL

3, DURING THE INFORMAL MEETING, ZHAO SAID THAT THE PRIME MINISTER’S
VISIT HAD LAID THE FOUNDATIONS FOR THE SATI:rACTOPV SETTLEMENT, THE
AGREEMENT @AS A MAJOR EVE OF HISTORICAL AND FAR-REACHING
SIGNIFICANCE, HE PRAISED THE SECRETARY OF STATE.’S ROLE.

ISTER SPOKE FIRST, SHE SAID THAT THE
YEARS AGO HOR THE HEGOTIATIONS ON
SED THE IMPORTANCE MG

T AS PLEASED THAT SHE AND ZHAO WOULD
SIGN, SHE S’LI‘VLD THE Al NT FULLY MET THE INTERESTS OF BOTH
COUNTIRES, IT LAID THE FOUNDAT IOH UPON WHICH THE PEOPLE OF HONG
KONG COULD BUILD THEIR FUTURE AND ALSO FOR IMPROVED BILATERAL
RELATIONS,

5, ZHAO SAID THAT THE SATISFACTORY CONCLLSION OF THE AGREEMENT
[AS THE RESULT OF FRIENDLY BILATERAL RELATIONS, IT WAS A MAJOR
EVENT OF HISTORICAL SIG IFICAIICE THE AGREEMENT HAD NOT ONLY
SUCCESSFULLY RESOLVED Tl QUESTION OF THE RESUMPTION OF THE
EXERCISE OF SOVEREIGNTY EUT ALSO WAS CONDUCIVE TO THE MAINTENANCE
OF HONG KONG’S LONG TERM STABILITY AND PROSPERITY AND T
PEACE, IT OPENED A HEW CHAPTER IN BILATERAL RELATIONS, IT 'IIAS AN
EXAMPLE FOR OTHER PROBLEMS LEFT OVER FROM HISTORY ZHAO kGR:ED
RE| E T CGHFORNED TO THE INTE!

NG RIOTS. PRAI SED THE PRIME MINISTkR'S VlSION
AND STATESI"ANSNIP AIID HER GREAT CONTRIBUTIDN TO ITS SUCCESSFUL
CONCLUSIO

TALKS THE PRIME
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6. THE PRIME MINISTER UNDE
THE JOINT DECLARATION IN
DENG?S COMPARABLE STAT

MITHE T TO IMFLEMEHTING
E RY R CT. P ATED ZHAOQ’S AND
& i El -IAS COM 1ITTED TO COOPERATING
CLOSELY OVER THE AGREE! £ “TI«TIOH IT WAS IMPORTANT
THAT "QTH SIDES’ TOTAL COMMITMENT SHOULD BE CLEAR IN ORDER TO
SUSTAIN OVERSEAS COWFIDENCE AND THUS COHTI\IUED INVESTMENT,

WAS NOW TO IMPLEMENT THE A/’ EMENT IN
AD 0 DO SO, HE WAS SURE UK WAS TOO.
i NTRY, TWO SYSTEMS”
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ZHAO
0D,
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MEASI
H\T:-JSIFY CODP:RATION

REPARED FOR DIFF | 1Vi
IT WAS IHPORTANT TO Iuc SE MUTLAL TRUST AWD
BASIC LAW
PRIME MINISTER SAID THAT DRAFTING THE BASIC LAW WOULD BE

ART ICULARLY ler TANT TASK, SHE WAS SURE THAT CHINA WAS AWARE
oF HO'Aa KONG’S C

Dh. CHIM»« EXPRESSED WILLINGNESS TO SOLICIT
OPINIONS FR 1A WITHIN OHG K”! \.‘Aa GREATLY APPRECIATED.
[ \.IDULD OR Al CONF IDENCE

/ITH THE HONG :rlo:.e M, TH v
THIS WAS ” PORTANT FOR A SHOOTF’ TRANSFER OF GOVERHMENT

W 1997.

ZHAO SAID THAT CHINA WOULD TRY TO ..XP‘DITE THE DRAFTI“G OF THE
:ASIC LAW, THE PROCESS WOULD TAKE SOME TIM: BUT HE EXP ECTED THE
Lml TO BE PROMULGATED HO LATER THAN 1990, TEF THE NPC H.

OVED THE ESTABLISHMENT OF THE SAR IT WOULD SET UP A DRAFTING
CONH!TTEE THIS WOUL START AS SOON AS POSSIBLE THJ?EAFTER
ITS COMPOSITION AND WORKING PROCEDURES WOULD BE A MATTER R_THE
STANDING COMMITTEE OF THE NPC, HOWEVER, IN THE COURSE OF DRAFTING
HONG KONG V § 4OULD BE SOLICITED ON A wipe BASIS,

CONST ITUT I ONAL DEVELOPMENT

12, THE PRIME MINISTER SAID THAT ZHAO WOULD BE AWARE OF OUR
CONSTITUTIONAL DEVELOPMENT PROPOSALS. WE WERE KEEN TO
HONG KONG PEOPLE ADMINISTRATIVE EXPERIENCE, D:VELOPMENT WDULD BE
STEADY AND SECURE AND WOULD INVOLVE CLOSE CONSIJLTATlO WITH

PEOPLE. OF HONG KONG.. . -
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SPEECH BY PREMIER ZHAO ZIYANG AT THE WELCOMING BANQUET
IN HONOUR OF PRIME MINISTER MARGARET THATCHER
19 December 1984

The Rt. Hon. Prime Minister Margaret Thatcher,
The Rt. Hon. Foreign Secretary Sir Geoffrey Howe,
Distinguished British Guests,

Friends and Comrades, .

Tonight, I am privileged to extend, on behalf
of the Chinese Government and people,our cordia
warm welcome to Prime Minist
has come to sign the Si itish Joint

to China, and her party. I would also like Au,g-’g
this opportunity to express welcome to tl
personages from various circles who have
to observe the signing ceremony in Beijing.

The Rt. Prime Ministe:

Hon.




The leaders of our two countries agreed then to hold
friendly talks on the settlement of the question of
Hong Kong. It is highly meaningful for us to meet again
today, on this joyous occasion when the Chinese and
British Governments have agreed on and formally signed
the Joint Declaration on the Question of Hong Kong,
giving us an opportunity to review the course of
development of the relations between our two countries,
look ahead to their broad prospects and exchange views
on international issues of mutual concern.

The Chinese and British Governments have settled
the Hong Kong question, a legacy of history, through
peaceful negotiations. This is a success of Sino-British
friendly cooperation, and a rich reward for the historic
policy decision made by the leadership of the two
countries who showed great foresight and regard for

larger i and the long of the
two peoples. We particularly appreciate the outstanding
t of Prime Minist and

her important contribution to the success of the
Sino-British talks. The satisfactory settlement of
the Hong Kong question has not only laid a reliable o
foundation for the long-term prosperity and stability

of Hong Kong but also provided useful experience for 4
the peaceful resolution of issues between states left i
over from history and of international disputes. Of
far-reaching significance, this important event of

the 1980s will be an important chapter in the
v intecnat

contemporary world history.
ational

Dear Prime Minister, Friends and Comrades

The current international situation
of concern to us all. The rivalry between
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for world hegemony and the continued escalation of

their nuclear arms race have threatened world peace

and security. In the face of this grave situation,

it is gratifying that more and more countries are
endeavouring to take their destiny into their own hands
and making all possible efforts to stop the arms race,
ease the tension and maintain world peace. The forces
for peace are growing in strength, and the factors
preventing the outbreak of a new world war are on the
increase. We are deeply convinced that with the concerted
efforts of all peace-loving countries and peoples,

a world war can be averted and peace maintained.

The Chinese people are now fully engaged in
a socialist modernization drive. China needs peace.
China is ready to establish and develop relations with
all other countries in the world on the basis of the
Five Principles of Peaceful Coexistence. In our view,
efforts should be made to seek a reasonable settlement
of all international disputes through peaceful
negotiations instead of resorting to the use or threat
of force. We hope that the United States and the Soviet
Union will improve their relations as therein lies
the key to relaxing world tension. For this reason,
we welcome the resumption of the disarmament dialogue
between the United States and the Soviet Union in the
hope that they will find effective means to halt the
arms race through sincere and earnest negotiations.
As permanent members of the U.N. Security Council,
China and the United Kingdom share a lofty internaf
duty of maintaining world peace and international
security. We are pleased to note that our two
share common or similar views on many major intern:
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make our respective contributions to relaxing

i ional tension and ng world peace.
I believe our British colleagues share this desire.

Dear Prime Minister, Friends and Comrades,

China is now going through a very important
historical period. With marked progress made in the
rural economic reform, we have decided to carry out
further the restructuring of the entire national economy
including the industrial, commercial and other sectors
with the urban economy as the focus. It is one of our
major policies in the reform to open to the outside
world and develop international cooperaton. China

great importance to ic and technological
cooperation with the West European countries including
Great Britain. Not only are we ready to expand such
cooperation, but we wish to see its steady and enduring
development. While ing on our immediate work,
we also set our eyes on the twenty-first century.
Expanded international economic exchanges on the basis
of equality and mutual benefit will not only help promote
the economic prosperity of all countries but al.%f%onduoﬁl
to the maintenance of world peace. 3

E

Over the years there has been a good development
of Sino-British relations on the basis of the Five
Principles of Peaceful Coexistence. Cooperation between
the two countries in the economic, trade, scientific,
technological, cultural and other fields has been g
steadily, and exchange of visits has been on the
increase. With the satisfactory settlement of the
Kong question, Sino-British friendly relatio: é

will 1y grow in s
further. The Prime Minister's current visit
but successful. It will certainly push the
between our two countries to a new htq}nj?
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to avail myself of this opportunity to express my sincere
thanks to the British Government for their kind
invitation. I look forward to meeting the Prime Minister
again in London.

Now, I propose a toast, ‘

to the Sino-British Joint Declaration on the
Question of Hong Kong formally signed by the Chinese
and British Governments,

to the continuous development of Sino-British
friendly relations and cooperation,

to the health of Her Majesty Queen Elizabeth

T,

to the health of the Rt. Hon. Prime Minister
Margaret Thatcher,

to the health of the Rt. Hon. Poxelgn saa'cth
Sir Geoffrey Howe and other British friends,

to the health of the ladies and gentlemen
Hong Kong who have come to observe the u’ ing
and,

present!



(Translation)

SPEECH BY PREMIER ZHAO ZIYANG AT THE SIGNING
CEREMONY OF THE SINO-BRITISH JOINT DECLARATION
ON THE QUESTION OF HONG KONG

19 December 1984

The Rt. Hon. Prime Minister Margaret Thatcher,
The Rt. Hon. Foreign Secretary Sir Geoffrey Howe,
Distinguished British Guests,

Friends and Comrades,

I an very pleased to have formally signed with
Prime Minister Margaret Thatcher, on behalf of our res-
pective Governments, the Joint Declaration of the Govern-
ment of the United Kingdom of Great Britain and Northern
Ireland and the Government of the People's Republic of
China on the Question of Hong Kong. We have accomplished
a task of historical significance. For this, I would
like to extend our warm congratulations to the Rt. Hon.
Prime Minister, our other British friends and the Hong
Kong personages from various circles who have been in-
vited to attend this signing cercmony.

The Sino-British Joint Declaration on the question
of Hong Kong has satisfactorily settled China's re-
sumption of exercise of sovereignty over Hong Eong and
laid a solid foundation ‘for the long-term prosperity and
stability of Hong Kong. Our agreement provides fresh

ri for the tion through t4
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of problems between nations that are left over from
history. It has received extensive support from all
the Chinese people, including the five million com-
patriots in Hong Kong, and the British people. It has
also won widespread acclaim and welcome from many
countries in the world.

The conclusion of the Joint Declaration is the
result of the concerted efforts of our two countries.
In the course of the talks over two years, both Govern-
ments have shown regard for larger interests, taken Hong
Kong's history and realities into account, and displayed
a spirit of mutual understanding and friendly cooperation.
Here, I deem it necessary to mention in particular the
vision and statesmanship of Prime Minister Margaret
Thatcher. She has made a significant and praise-worthy
contribution to the satisfactory settlement of the Hong
Kong question. I also wish to express my thanks to
Foreign Secretary Sir Geoffrey Howe, who took the trouble
to make two visits to Beijing, and to all the other
British friends and my Chinese colleagues who have worked
hard for the success of the Sino-British talks.

The concept of "one country, two systems" is a
national policy which we formulated after careful con-
sideration. According to this concept, the Chinese
Government worked out its basic policies regarding Hong
Kong, which are now embodied in the Joint Declaration
and its annexes. To translate this great concept into
reality will be of far-reaching significance. We ap-
preciate our British friends' understanding and high



appraisal of this concept.

It is a common interest as well as shared res-
ponsibility of our two countries to ensure the full
implementation of tle Joint Declaration free from any
interference. The Chinese Government will continue to
work with the British Government in a spirit of goodwill
and cooperation and strive to realize this goal. We also
expect that our Hong Kong compatriots and inhabitants of
all walks of life will make concerted efforts to con-
tribute to the prosperity and stability of Hong Kong and
its still better future.

The satisfactory settlement of the Hong Kong
questior has opened up new prospects for the friendly
relations and cooperation between China and the United
Kingdom. The mutually beneficial cooperation between
the two countries in varieus fields will be pushed to
a new high. The development of Sino-British friendship
not only accords with the desire of our two peoples
but also helps to maintain world peace. Let us continue
to make joint efforts towards this end.

Thank you!
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TO IMMEDIATE FCO

TELEGRAM NUMBER 3807 OF 19 DECEMBER
INFO IMMEDIATE HONG KONG (FOR PRIME MINISTER’S PARTY), PRIORITY
UKDEL NATO, BONN, PARIS, MODUK, ROUTINE MOSCOW, ROME, TOKYO.

SPEECH BY WEINBERGER ON THE STRATEGIC DEFENCE INITIATIVE (SDI)

1. ON 19 DECEMBER WEINBERGER MADE A_MAJOR SPEECH ON SDI TO THE
—
FOREIGN PRESS. EXTENSIVE EXTRACTS IN MIFT (NOT TO ALL).

2. THIS IS THE MOST FORCEFUL AND FULLEST PUBLIC EXPOSITION
SO FAR GIVEN BY A SWLSJMLDN OF THE
RATIONALE BEHIND THE SDI. ITS IMMEDIATE PURPOSE WAS PROBABLY TO
REFUTE THE ARGUMENTS, RECENTLY PUT FORWARD IN QUOTE FOREIGN AFFAIRS
UNQUOTE BY MCNAMARA, BUNDY, SMITH AND KENNAN, THAT THE SDI AND
ARMS CONTROL ARE MUTUALLY EXCLUSIVE. BUT TT IS ALSO CLEARLY DIRECTED
AT A EUROPEAN AUDIENCE, (SEE, FOR EXAMPLE, HIS DISMISSAL OF THE
QUOTE (DECOUPLING UNQUOTE ARGUHENT), AS AN INDICATION OF

THE ADMINISTRATION’S APPROACH TO THE SHULTZ/GROAYKO MEETING IN
GENEVA. WEINBERGER [N EFFECT ENDS UP SAYING IN TERMS THAT THE US,
|F CONFRONTED BY A SOVIET REFUSAL TO CONTEMPLATE REDUCTIONS IN
OFFENS|VE SYSTEMS WHILE SDI GOES AHEAD, WOULD. NOT Bt PREPAKEL TU
DROP SDI. (SEE PARA 3 OF MY TEL NO 15 TO PEKING)

==l

3. WEINBERGER IS UNLIKELY TO HAVE SPOKEN AS HE HAS WITHOUT EXPRESS
PRES IDENT AL APPROVAL: THE LINE [N THE PRESIDENT’S BRIEFS FOR HIS
TACKS WITH THE PRIME MINISTER AT CAMP DAVID ON 22 DEIEMBER IS

THEREFORE LIKELY TO BE RATHER SIMILAR.

A: Pi'S PARTY
I
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TO PRIORITY FCO
TELEGRAM NUMBER 3803 OF 19 DECEMBER
INFO IMMEDIATE HONG KONG (FOR PRIME AINISTERS PARTY), KOUTINE PAKIS,
BONN, TOKYO, ROME, U{DEL OECD, UKREP BRUSSELS, UKDEL NATO, MODUK
(FOR DS1 AND DS12)

INFO SAVING CG’S IN USA, UKMIS NEW YORK

THE US ECONOMY, THE FEDERAL BUDGET DEFICIT AND US DEFENCE SPENDING:
LATEST DEVELOPMENTS

SUMMARY

1. ACCORDING TO A PRELIMINARY ESTIMATE, THE US ECONOMY RESUMED
SOMEWHAT FASTER GROWTH IN THE FOURTH QUARTER, WHEN THE ANNUALISED
GROWTH RATE WAS 2.8 PERCENT. US INTEREST RATES ARE NOW FALLING.
PRESIDENT REAGAN HAS NOW CONSTDERED DEFENCE SECRETARY WEINBERGER’S
AND BUDGET DIRECTOR STOCKMAN’S ALTERNATIVE PROPOSALS FOR DEFENCE
CUTS, AND HAS DECIDED IN FAVOUR OF CUTS IN OUTLAYS OF DOLLARS

9.7 BILLION IN FY8A, DOLLARS 9 BN IN FY87 AND DOLLARS 10 BN IN
FYRB, OR ABOUT DOLLARS 28 BILLION IN TOTAL, COMPARED TO THE LOLLARS
5 BN TOTAL SOUGHT BY STOCKMAN.

DETAIL

2, THE *'FLASH’’ GNP FIGURES (SUBJECT TO REVISION) RELEASED TODAY

BY THE DEPARTMENT OF COMMERCE INDICATE THAT US ECONOMIC GROWTH

IN THE FOURTH QUARTER RECOVERED SOMEWHAT YOMALM .
2.8 PERCENT, FOLLOWING GROWTH (REVISED DOWMWARDS) AT 1.6 PERCENT

N THE THIRD QUARTER. THIS WOULD BRING REAL GROWTE IN THE US

ECONOMY FOR 1984 OVER 1983 TO 6.7 PERCENT. THE EXPECTED GAIN IN
FOURTH-QUARTER REAL OUTPUT REFLECTS A SUBSTANTIAL INCREASE IN

FINAL SALES PARTLY OFFSET BY A DECREASE IN BUSINESS I NVENTORY

T Sttt Rt

INVESTMENT.,

—_— o
3. INTEREST RATES ARE DECLINING FURTHER, WITH THE YIELD ON 3-MONTH A

TREASURY BILLS NOW BELOW 8 PERCENT. MANUFACTURERS HANOVER TRUST

REDUCED |TS PRIME LENDING RATE TO 10 3/4 PERCENT (FROM 11 AND 1/4 3
PERCENT) ON DECEMBER. BANKERS TRUST COMPANY FOLLOWED WITH A
SIMILAR MOVE ON 19 DECEMBER, AND OTHER BANKS ARE EXPECTED TO :
REDUCE THEIR RATES SOON.

CONFICENTIAL
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4. SECRETARY OF DEFENCE WEINBERGER ANNOUNCED ON 18 UELEmbER inms
THE ADMIN|STRAT [ON HAS NOW DECIDED ON |T. ALS FOR THE
DEFENCE BUDGET, WHICH ARE FOR ABOUT DOLLARS 28 BN IN CUTS OVER
THREE YEARS (DOLLARS 8.7 BN (N FY86, DOLLARS 9 EN IN FYBT
AND DOLLARS 10 BN IN FYBR) RATHER THAN THE DOLLARS 58 BN SOUGHT BY
STOCKMAN (DOLLARS 8 BN, DOLLARS 20 BN AND DOLLARS 30 BN).
THE ANNOUNCED FIGURES, EXPRESSED AS CUTS FROM FUTURE PROGRAMMES,
DISGUISE SUBSTANTIAL INCREASES IN OUTLAYS IN THE THREE YEARS.
OUTLAYS ON DEFENCE (IN NOMINAL TERMS) ARE PROPOSED TO BE DOLLARS
277.5 BN, DOLLARS 324.8 BN AND DOLLARS 358.8 BN RESPECTIVELY.
IN TERMS OF TOTAL BUDGET AUTHORITY, THE AMOUNTS PROPOSED ARE
DOLLARS 313.7 BILLION, DOLLARS 362.6 BILLION, AND DOLLARS 411.5
o —— —
BILLION, EQUIVALENT TO REAL GROWTH ESTIMATED AT_6.4 PERCENT,
8.1 PERCENT AND 8.8 PERCENT. SENIOR CONGRESSMEN FROM BOTH PARTIES
“FAVE SAID THAT THE PROPOSED CUTS ARE INADEQUATE. FURTHER CUTS WILL
UNDOUBTEDLY BE PROPOSED DURING THE FY86 CONGRESSIONAL BUDGET
PROCESS.
COMMENT
5. IT IS POSSIBLE THAT THE ADMINISTRATION’S PROPOSED DEFENCE
SAVINGS HAVE BEEN DELIBERATELY TARGETED ON THE LOW SIDE TO LEAVE
ROOM FOR BARGAINING WITH THE CONGRESS ABOUT FURTHER SAVINGS ON
DEFENCE. THE RELATIVELY MODEST DEFENCE TARGETS CONTRAST SHARPLY
WITH THE DRACONIAN DOLLARS 34 BN IN CUTS PROPOSED FOR DOMESTIC
PROGRAMMES IN FY86. FOR INSTANCE, THE PROPOSALS INCLUDE PROVISION 5
FOR A TOTAL OF 7 PERCENT IN MILITARY PAY INCREASES IN FY85
(FOLLOWED BY A 15-MONTH FREEZE). BUT, AS SENATOR DOMENICI
(CHAIRMAN OF THE SENATE HUDGET COMMITTEE) SAID ON 19 DECEMBER,
IT IS MUCH TOO EARLY IN THE BUDGET PROCESS TO SAY HOW MUCH
REDUCT1ON IN THE BUDGET DEFICIT WILL BE ACHIEVED THIS YEAR.
THIS APPLIES PARTICULARLY TO THE BALANCE BETWEEN DOMESTIC AND
DEFENCE EXPENDITURE, WHICH IS USUALLY ONE OF THE FINALITEMS TO BE
AGREED BETWEEN THE REPUBLICANS AND THE DEMOCRATS IN THE
BUDGET NEGOT IAT [ONS DURING THE SUMMER.
4. FCO PLEASE ADVANCE TO BROADBENT (ECONOMIC ADVISERS, FCO),
SHIELDS (TREASURY) AND BREEN (BANK).

iy CONFIDENTIAL
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TELEGRAM NOW REPEATED TO YOU AT kELUFST OF DEPT WAS.
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TC IMMED | ATE FC

TELEGRAM NO 3798 OF 18 DEC

INFO BIS NEW. YORK, DUBLIN

YOUR TELNO 2151: PRIME MINISTER’S MEETING WITH THE PRESIDENT:
NORTHERN | RELAND

1, THE STATE JEPARTMEM AND NSC Now/m)w AGREE THAT IT wouLD
EETTER TO VOLUN mzuuu HAD BEEN DISCUSSED AT
g AVID. THE nowevs c LINE IN YOUR

THE PRESIDENT IN TOO ussw: A POSITION AND WILL nlnnER THEIR
TO DEFLECT CONGRESSIONAL CRITICISM HERE.

2, AFTER DISCUSSION THE STATE DEPARTMENT HAVE SUGGESTED THAT Nﬂl
SIDES SHOULD SAY THAT THE PRIME MINISTER HAD BRIEFED THE PR

ON THE ANGLO-1RISH SUMMIT: THERE HAD BEEN AN EXCHANGE OF
THE PRESENT SITUATION ON uoanTEﬁn IRELAnm AND THE PRI
THANKED THE PRESIDENT FOR WHAT THE UNITED STATES WAS
CLAMP DOWN ON SUPPORT FOR THE TERORIsTs

3. UNLESS WwE RECEIVE FURTHER INSTRUCTIONS, WE SDM
IS ACCEPTABLE,

@

HOWE

NNNK
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TELKO 2048 OF 19/12/84

INFO IMMEDIATE HONG KONG

FOLLCWING FROM PRIVATE SECRETARY
SECRETARY OF STATE’S MEETING WITH WU: 19 DECEMBER
SUMMARY

WU REAFFIRMED ZHAQ'S ASSURANCE TO SOLICIT HONG KONG OPINION IN
DRAFTING THE BASIC LAW AND TOOK NOTE OF OUR OFFER OF ADVICE AND
HELP. SECRETARY OF STATE TOLD WU THAT OFFICIALS FROM THE HONG KONG
GOVERNMENT WOULD BE INCLUDED IN THE BRITISH DELEGATION IN THE JOINT
LAISCN GROUP. WU AGREED TO CONS|DER JOINT REGISTRATION OF THE
AGREEMENT IN THE U N. WU SAID THAT OUR PROPOSED FORMULA ON THE
FUTURE NAT IONALITY STATUS OF BDTCS WAS UNACCEPTABLE. THE

SECRETARY OF STATE RAISED CLAIMS AND AIR SERVICES.

WU SAID THAT PEOPLE WERE WORRYING UMNE&SSARILY ABOUT CONSCRIPTION
QIN HONG KONG.

DETAIL

2. THE SECRETARY OF STATE HAD A SEPARATE MEETING WITH FOREIGN
MIMISTER WU AFTER THE BANQUET THIS EVENING IN ORDER TO DISCUSS A
NUMBER OF OQUTSTANDING POINTS FROM THE NEGOTIATIONS.

BASIC LAW

TO BE SUITABLE FOR A CAPITALIST SYSTEM, AND FOR APPLICATIO“
THE IONG KONG COURTS. THE BASIC LAW WOULD BE R

HAPFY TO OFFER ALL THE HELP WE COULD, SUCH AS THROUGH
CONSILTAT|ONS, ON PRACTICAL MATTERS.

' CONFIDENTIAL e
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4. MU SAID THAT THE BASIC LAW WOULD REFLECT THE JOINT DECLARAT ION
AS AGREED. AS PREMIER ZHAO HAD SAID, THE CHINESE WOULD SOLICIT
OPINION IN HONG KONG ON A WIDE BASIS. THESE WOULD INCLUDE PEOPLE
EXPERT IN LEGAL PROCEDURES AS WELL AS OTHER ASPECTS OF THE
CAPITALIST SYSTEM. ZHAO NAN INTERVENED AT THE END OF THE
DISCUSSION TO EMPHASISE THAT WHEN WU HAD SPOKEN OF SOLICITING
OPIMIONS HE MEANT ONLY THE OPINIONS OF THE PEOPLE IN HONG KONG,
ALTHOUGH REGARDLESS OF NATIONALITY. THE IMPLICATION OF THIS REMARK
WAS THAT THIS WAS NO ROLE FOR THE BRITISH GOVERNMENT AS SUCH,
ALTHOUGH THIS WAS NOT STATED EXPLICITLY. THE SECRETARY OF STATE
REPEATED OUR OFFER OF HELP AND ADVICE. THIS WAS NOTED.

e e o e -

JOINT LIAISON GROUP

5. THE SECRETARY OF STATE SAID THAT THERE WAS PRESSURE IN THE
PARLIAMENT AND IN HONG KONG FOR THE HONG KONG PEOPLE TO BE
REPRESENTED ON THE JOINT LIAISON GROUP. OUR INTENTION WAS TO
HAVE ONLY OFFICIALS TAKING PART. THESE WOULD INCLUDE OFFICIALS
FROM THE HONG KONG GOVERNMENT. OVER TIME SUCH OFFICIALS WOULD
INCREASINGLY BE LOCAL PEOPLE FROM HONG KONG AND NOT EXPATRIATES
SINCE THESE HEOWM@N\GKOHGW‘ENT.

4. WU SAID THAT THE JOINT LIAISON GROUP €0
TO REPRESENTAT IVES OF THE ERITISH AND CHINESE GOVERNMENTS. THE

H KONG GOVERNMENT AS SUCH COULL NOT BE REPRESENTED. (THE SECRETAR(
OF STATE REASSURED HIM THAT THIS WAS NOT OUR TNTENTION: OFFICIALS
FROM THE HONG KONG GOVERNMENT WOULD BE INCLUDED AS MEMBERS OF

THE BRITISH DELEGATION.) WU WENT ON TO SAY

THAT CHINESE NATIONALS COULD NOT BE MEMBERS OF THE BRITISH SIDE.
AFTER FURTHER DISCUSSION HE SAID THAT IF THERE WAS A NEED TO

CONSULT CHINESE NATIONALS BECAUSE OF THEIR LOCAL KNOWLEDGE THEY
COULD BE MEMBERS OF AN EXPERT SUB-GROUP. THE SECRETARY OF STATE
EMPHAS|SED THAT THE IMPORTANT POINT WAS TO CHOOSE PEOPLE WHO

COULD DO THE WORK EFFECTIVELY. THE AGREEMENT WAS THAT EACH SIDE
WOULD APPOINT ITS OWN EMBERS. HE SUGGESTED THAT THIS PROBLEM.
COULD BE SOLVED AS WE WENT ALONG. WU AGREED.

REGISTRATION AT THE U N /" E
pRLSIRENTIN
" ]
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7. THE SECRETARY OF STATE POINTED OUT THAT MS_%MBLE
PRACTICE TO REGISTER INTERNTAT|ONAL AGREEMENTS AT THE U N UNDER
ARTICLE 102 OF THE U N CHARTER. HE THOUGHT IT WOULD BE APPROPRIATE,
|F HE AND WU WERE BOTH AT THE UNGA SESSION NEXT YEAR, FOR THEM TO
REGISTER THE AGREEMENT JOINTLY. WU SAID THAT THE CHINESE HAD NOT
REGISTERED THEIR AGREEMENTS IN THE PAST BUT HE WAS PREPARED TO
CONSIDER THE IDEA.

NAT IONALITY

5. TIE SECRETARY OF STATE EXPLAINED THAT WE WOULD SHORTLY NEED TO
PRESENT THE BILL BEFORE PARLIAMENT FOR RATIFICATION OF THE
AGRECMENT. THIS BILL WOULD NEED TO DEFINE A NATIONALITY STATUS FOR
CURRENT BDTCS IN HONG KONG. THERE WERE TWO REQUIREMENTS. THE
FORMULA USED MUST MAKE CLEAR THAT THE NEW STATUS WAS A FORM OF
BRITISH NATIONALITY, AND THAT THE NEW STATUS WAS UNIQUE TO FORMER
BDTCS CONNECTED WITH HONG KONG. AFTER A GREAT DEAL OF DELIBERATION
WE HAD CONCLUDED THAT THE ONLY FORMULA WHICH PROPERLY MET THESE

TVG REQUIREMENTS WAS *’BRITISH NATIONALITY: HONG KONG**. THIS WOULD
NOT IMPLY ANY ACCEPTANCE BY CHINA OF DUAL NATIONALITY. NOR

WOULD THERE BE ANY REFERENCE TO CHINESE NATIONALITY IN THE BRITISH

LAY,

9. Wi INSTANTLY REPLIED THAT THIS WOULD BE VERY DIFFICULT FOR
THE CHINESE. IT WOULD CARRY AN IMPLICATION OF CONTINUING SOVEREIGNTY

OVER HONG KONG AFTER 1997. HE ASKED THE SECRETARY OF STATE TO

RECONSIDER THIS. THE SECRETARY OF STATE RETURNED TO THE CHARGE,

SAYIHG THAT THIS FORMULA HAD BEEN CHOSEN AFTER VERY CONS!IDERABLE

THOUGHT. WU THEN SAID THAT HE WANTED TO MAKE ABSOLUTELY CLEAR THAT ﬁ
THE FORMULA WAS UNACCEPTABLE TO THE CHINESE GOVERNMENT AND THAT
THE DRITISH GOVERNMENT WOULD HAVE TO GIVE FURTHER THOUGHT TO
FINDING ANOTHER FORMULA.

S CONFIDENTIAL /0 s s
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10. THE SECRETARY OF STATE REMINDED WU THAT WE HAD HANDED IN A
LOST OF CLAIMS SOME TI4E AGO. THE CHINESE GOVEKNMENT HAD SPOKEW
OF PREPARING COUNTE LAIMS BUT WE HAD HEARD NOTHING FROM THEM
SINCE. HE THOUGHT IT IMPORTANT THAT THIS QUESTION SHOULD BE
EXPEDITED. WU TOOX NOTE AND SAID THAT THIS SHOULD BE DISCUSSED
FURTHER THROUGH DIPLOMATIC CHANNELS.

AIR SERVICES

UA11. THE SECRETARY OF STATE SAID THAT THE JOINT DECLARATION
HAD CREATED GOOD CONDITIONS FOR CATHAY PACIFIC. BUT WE WOULD
WANT TO SEEK A GREATER ROLE FOR CATHAY PACIFIC ON

HONG KONG/CHINA ROUTES, AND A FURTHER EXTENSION OF THE
PRESENT ARRAmENTS GOVERNING THE BRITISH AIRWAYS HONG KONG/
PEKING SERVICE. THESE QUESTIONS COULD ALSO BE PUSUED THROUGH
DIPLOMATIC CHANNELS. WU AGAIN TOOK NOTICE AND AGREED THAT THIS
COULD BE PURSUED BETWEEN OFFICIALS.

CONSCRIPTION

12. THE SECRETARY OF STATE MENTIONS THIS AT LUNCH TO

WO MI!