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CONFIDENTIAL

10 DOWNING STREET

NDOMN SWIA ZAA
From ke Privafe Secretary L2 B

22 February 1989

ST L MASHEL

FRIME MINISTER'S MEETING WITH THE GOVERNOR OF HONG KONG

The Prime Minister had a meeting lasting about an hour
thiz evaning with the Gowernor of Hong Kong.

Hong Eong Economy

The Governor gave the Prime Minister an account oF
developments in Hong Keng, drawing attention in particular to
tha perfarmance of the economy. The Prime Minister expressed
concern at the lack of new investment from Britain.

British Representation

The Prime Minister said that the Governor's task was to
reprasent the interests of the people of Hong Kong. A case
could be made for sstablishing a separatae office to represent
puraly British interests. This would baecome the nucleus of
our aventual Consulate-General after 1997. The Governor said
that we already had a s=snior British Trade Commissioner. He
was not convinced that further upgrading of the post would he
justified. Hong Kong was a highly sophisticated market
economy with only limited scope For official trade promotion
activities. He attached great important, howevear, toc an EaFly
decision on a site for a British Consulate-General. The Prime
Minister said that it was very important to Ffuture confidence
in Hong Kong that Britain should be seen to acqguire a
substantial building on a prestigious site for its official
represantation. This would inevitably be eaxpensive, but that
would have to be borme. She wished to be involved in
discossions and decizions on this.

Immigration

The Prime Minister said that she remained convinced that
we should do more ko attract enterprising Hong Kong people to
the UK. As it was we ended up with Vietnamese boat people,
whila people with money and enterprise went to the U5, Canada
and Australia. Such people were more likely to stay and
conduct their business in Hong Kong Lf they knew that they had
the option of coming here. Although we were making it
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slightly easier for thesae people to come to Britain, she felt
that we were still not doing enough. The Governor said that
he had no objection to the steps already being taken. But he
would be concerned about the effect on confidence if this
facility was greatly widsned, as well as the effect on crown
servants who would feel disadvantaged. As the metropolitan
power, the United Kingdom had a particular obligation to
encourage Hong Kong citizens to stay and prosper in their own
territory. The Prime Minister indicated that she would wish
to discuss the matter further with Ministerial colleagues.

The Prime Minister said that she also sympathised with the
position of crown servants and thought that we should be more
generous in offaring them the possibility of acguiring British
nationality. The contrast with the preferential treatment
given by the Portuguese to the residents of Macaoc was very
striking. The Governor said that he was concerned about being
able to maintain efficient administration in Hong Eong up to
1997. He had some: 1deas for strengtheaning the assurances
which had been given ko crown servants. He would put these to
the FPoreign Secretary.

Democracy in Hong Kong

The Prime Minister wondered whether we should be moving
more rapidly to establish representative government based on
direct elections in Hong Kong. The impression was around that

we were deferring too much te the Chinese Government's wishes
on this. If there was fully representative government in Hong
Kong in 1997, it would be much harder for the Chineses to
dismantle or destroy 1t subseguently, without deoing enormous
damage to their standing and credibility and destroying any
chance of regaining Taiwan.

The Governor explained the steps which were being taken to
introduce direct elections. The fact was that Hong Kong
opinion was deeply divided on this subject. The currant pace
of movement towards representative government was in tune with
Ehe wishes pof the majority 1n Hong Eong. A confrontation with
the Chinese Governmant on the issue would be very damaging
indeed to confidence in Hong Kong.

Position of the Governor

The Governor said that his own authority would inevitably
be aroded somewhat as 1997 drew closer and he would naed a
great deal of moral support from HMG, underlined by
axprasgions of the Prime Minister's personal support. It was
agreed that this should be reflected in what was said tp the
press after the meating.

Vietnamese Bocat People

The Governor said that he was greateful to the Prims
Minister for confirming the UK ocffar to btake 1,000 more
Vietnamese boat people from Hong Kong over the next 2/3 years.

But a major problem would remain, and it would be important
for the UK to be seen to give a lead in working towards an




CONFIDENTIAL

3

intarnational conference on resettlement and return of
Vietnamese refugees. The Prime Minister sald that she would
ask the Foreign Secretary to let her have a note about this.

Lina for the Press

It was agreed that we should say to the press that the
Governor had given the Prime Minister a full account of
developmants in Hong Kong and currant issuas. The Prime
Minister had made clear that she took a close and supportive
interest in all that was happening in Hong Kong. She had
assured the Governor that the full weight of the British
Goveroment was behind ensuring that the Joint Declaratin was
carried ocut in full, and that Britain rémained determined to
ensure that Hong Kong's prosperity and way of life wers
maintainad. He could also confirm the United Kingdom's
intention to take a further 1,000 Vietnamese boat peple from
Hong Konag over the next 2/3 years.

I am copylng this letter to Alex Allan (HM Treasury), Neil
Thornton (Department of Trade and Industry), Brian Hawtin
{Ministry of Defence) and to Fhilip Mawer (Home Officel.

Charlas Powell

R.H., Peircea, Esg.., _
Foreign and Commonwealth Dffice.
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HONG EONG : TRADE AND THVESTMENT

Bince we Enow that the Prime Minister is to see the Governor
of Hong Kong tomorrow, this records the Home Secretary's firast
reactions to TLord Young's minute of 16 February. The Prime
Minister has of course discussed this matter recently with the
Home Secretary and the Foreign and Commonwealth Secretary.

As the Home Secretary's letter of 25 January to the Forelgn
and Commonwealth Secretary explained, he is willing to consider
exarcising his discretion under the Immigration Rules and the
British Nationality Act 1981 generously. He would, accordingly,
be, in principle, glad to sees his existing proposals take their
place in the context of the sort of investment initiative Lord
Young has in mind. He does not believe, however, that we would
be justified in proposing the changes te the nationality law
which Lord Young envisages, which would run counter to the basis
of the 1981 Act and expose us to a host of other applicants, not
lea=zt from Hong Eong itself; whose arguments wa have hitherto
managed to rasist.

I am copying this letter to Bok Peirce (FCO) and to Trevor

Woolley (Cabinet Cffice).
b u%

P J C MAWER

C D Powell, Esq
Private Secretary
10 Downing Street




PRIME MIMISTER 21 February 1983

MEETING WITH GOVERNOR OF HONG EOHG, 22 FEBRUARY, 5PM

You are to see David Wilson on Wednesday for a general
chat. Y¥You have not seen him since he took up his post in
April 1987.

The Foreign Office have provided a background note,
which is worth reading through, Since the conclusion of
the Hong Kong Agreement in 1984 Hong Fong has generally
been a success story. Thirty per cent growth in the economy
in the past 3 years. Booming exports. Bucyant property
market. UE merchandise exports to Hong Kong over £lbn in

Pt st
1988 and UE invisible earnings probably of the =ame order.

As against this, the outflow of professional talent from
I ——,

Hong Kong remains worryingly high.
i ——

We have also bean broadly successiul in our twin objectives
of negotiating and applying the fine print of the Agreement
in close co-operation with the Chinese and at the same time
showing our continuing commitment to the territory. But
this will always be a delicate balancing act; we can expect
pressures right up to 1997; and as the hand-over date approaches
we shall have te put increased effort into ensuring stable
amd confident government in the territory. The UK press,
which dislikes the success of the Agreement and would love

things to go wrong, can be relied on to make the most of

any controversial issue. It is on some of these issues

that you will want to concentrate with the Gowvernor.

a) Immigration from Hong Rong. ©Our attention has

been mainly focussed on how to make sure we do

not lose all the business talent which is leaving

CONFIDENTIAL
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Hong FKong to settle in Australia,; Canada and the
United States. Here we have to tread carefully.

A a party to the Agreement and as the government
responsible for Hong Kong we have a duty to do

all we can to stem the outward flow and to ensure
that Hong FKong citizens stay and prosper in their
own territory. It would be fatal to confidence

if we were seen to be openly touting for talent,

in effect writing off the future of the Agreament.
Moreover, most of the Hong Kong people leaving

the territory prefer to settle among the established
well-to-do Chinese communities in Canada and Australia.
But we have satisfied ocurselves that our immigration
rules are not more restrictive than those of our
competitors and provided we act with discretion

we can to a limited extent have it both ways.

b} A number of other immigration i13sues on which the

press have [astened are variants of the above:

alleged preferential treatment for residents

of Macac. There are historical reascns for
the differénce and very much smaller numbers
are of course involved in the case of Macao
{100,000 against 3% million for Hong Kong).
The British Nationality Act of 1981 reflected
deep concern in the UE about the prospect

of large numbers of Hong Kong Chinese coming
here and during negotiations on the Agreement
in 1984 Ministers underlined our anxiety to

avoid such immigration.

ii) possible issue of UK passports to certain Hong

Kong categories, &g businessmen. Here again

CONFTDENTTAL
2
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we run into the problem cutlined in a) above:
cpenly handing out passports would undermine

the British Nationality Act and demonstrate

lack of confidence in the Agreement. This effect
would be compounded by charges of discrimination

- why one group rather than others?

Dempecracy in Hong Kong. A popular press theme, particularly

in the UK, is that we should push representative
governmant and direct elections mmoh—fagter_and that
we haveEaited—todo so-ftause of fear of the Chinese.

In fact we are intreducing elelents of direct election

at the pace the Hong Kong people themselves prefer,

as evidenced in the result of the review of 1987.

The timing and manner of intreducing a fully directly
elected legislature is currently a matter of controversy
and it may be that the present proposals in the Basic
Law swing too much in the direction of conservative

Hong Kong opinion. We shall take this up with the
Chinege, who may well realise that some correction

ig needead,

The Basic Law. Part of the Basic Law simply reproduces

the provisions of the 1984 Agreement. Part of it

iz more detailed work; breaking new ground. Here

the Chinese are in the lead but have been responsive

to our persuasions. There are now only a limited

number of points which cause us concern and we should

be able to deal with these in the next round of consultations

before the final version is promulgated in 19%0.

e} Vietnamese Boat People. Our policy here is seen in

Hong Kong as an acid test of whether we remain committed

to Hong Kong or whether we are now concerned only with

CONFIDENTIAL
3
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narrower British interests. What rankles with Hong

Kong people is the contrast between the policy of giving
asylum to boat people while promptly repatriating all
illaegal immigrants from China. We need action at internaticnal
level but we shall not get that unless we show that

we are prepared to take the lead by doing more in the

way of resettlement. I realise your reservations here,

but having looked at the issue I do not see any respectable
alternative course, Fortunately the conditions attached

to onr offer of December to take 1000 more bDoat people

Eeem new to be met and we can confirm that offer after

vour talk with the Governor.

Conclusion

In all the above I think the line we have been following
is about right. We cannot diverge much without serious
consequences for Hong Kong. Some of the alternative courses
proposed, g on passports, might seem to offer greater immediate
benefits to the UK. PBut I am sure that in the longer term,

given our overriding interest in the success of the Agreement,

the benefit to us would prove illusory. Our only safe touchstone,
as in times of doubt while negotiating the Agreement, 18

- what i5 best for the people of Hong Kong., That does not

mean that we should deliberately neglect or sacrifice our

narrower interests. To a considerable extent we can have

the best of both worlds, =g opportunities feor Britigh trade
provided by a [lourishing territory. What it doess mean

is that on proper analysis our interests are best served

CONFIDENTIAL
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by consulting those of Hong Kong. None of this will save
us from press and other public criticism from time to time,

but we have no real alternative but to soldier on, dolng

our best for the territory as we see it and knowing that

any alternative would be infinitely worse.

PERCY CRADOCE

CONFIDENTIAL
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FRIME MINISTER

Yoo are to have a talk with the Governor of Hong Kong an
wWwednesday. The FCO have prepared the attached paper which you

may like to look at over this weekend.

— —

Tha paper conveys a generally satisfactory, indeed rosy,

picture of Hong Kong. The economy 18 booming, British trade

i€ Flourishing, the Joint Declaration is being implemented,
the Basic Law is being drafted in accordance with the Joint
Declaration and the arrangements envisaged for the
introduction of direct elacticns mest the wishes of the
majority of the inhabitants of Hong Kong.

With everything in the garden so lovely, it is a bit hard to
see why papers like the Wall Street Journal ("Maggie's
e

Honour™!) and the Financial Times have recently produced such
_._._'_ﬂ_ﬁ '] 1 - - » - .

savage editorials, claiming that the United Kingdom is failing
e ——

to fionour its obligations and is deferring too mach to the

Chinese. Perhaps the presentation of our policy is nobt &8

—
good as it might be. ©Or perhaps things are not really ms—tosy

as we are told. The forthcoming visit by the Foreign ALfairs
Committee may throw more light on this.

The FCO suggest the following points for discussion with the

e

GOVernor ;
invite the Governor to give an account of the general
gituation in Hong Kong and the state of opinion there;

ask him about progress with the drafting of the Basic

Law and the development of representative government;

discuss the problem of the Vietnamese boat people;

s

ask about the state of confidence in the territory.

r— ~ =
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If vyou restrict your bowling to this; the Governor will not
have mach difficulty in playing you. There are a number of

more tricky points which you might raise:

.}

if everything in the garden is so lovely, why are
10,000 professionally gualified people a year now

leaving Hong Kong? What implications does that have

for Hong Ehnq‘g aconomy between now and 19977 What
T ——
be done to slow down the exodpsa?

i

Can we not do more ta attract talented, gualified and
RE——
entreprensurial people to the United Kingdom? You
have made somg progress with the Home Secretary on
this. But the arrangements now envisaged are only

ever going to apply to a handful of people. It is

gometimes argued that we cannot offer a;?%hiﬂq oo
attractive; since it will encourage people to leave
Hong Kong. Bot if 10,000 a year are leaving anyway,
does not it make sense for us to Ery to attract a

higher proportion of them? —_
—— ———

Could we not make it possible for a rather wider
category of Hong Kong people to enter the UK after
19977 With Portugal granting the right to 100,000

Mot eyhita) : ———
Portuguess passport holders in Macau to come in to the
European Community, surely we can afford to be a bit

more generous than we are?

Are we doing enough to promote the interests of

British Eirms in Hong Kong, particularly as regards
major public procurement and infrastructure contracta?

Is there nothing that can be done to persuade the Hong

Eong Government to adopt a less abaurdly restrjctive
air services policy? The present policy ('one

T

routa, ope airline') runs entlrely counter to the

principles of free enterprise and free trade.
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Tou are glad that we are to begin Eo talk to the Hong

Eong and Shanghal Bank about its future. Bat it is

not helpful to set unrealistic conditions about what
-

will aod will not happen — e.g. that the headguarters
of the HESE must remain in Hong Bong - before even

agreging to talks to tha Bank.

CHARLES POWELL
18 February 1989




VISIT OF SIR DAVID WILSON, KCMG, TO LONDON 20-25 PERRUARY 1989

PROGRAMME (Finalised 15 February)

Monday 20 February

0545 Arrive at LHR from Hong Kong by flight RA 28,
accompanied by Lady Wilson and Mr Hoare.
HEGO car will then take the party to the Stafford
Hotel, 5t James' Street

Room WH245 (telno 270 2630) has been reserved for
You and your Lwo Private Secretaries from Monday 20
February to Friday 24 February. Three passas have
also been arranged for the week and may be collected

trom Boom WIl.

Lunch with Mr John Weston at the Oxford and Cambridge
Club

Tuesday 21 February

0915 Call Mr Paul, HED

1000 Call Mr McLaren

1100=1130 Call Bir P Wright, Room WH297

1215 Call on Mr Gillmore {then onto lunch)

1300~1430 Lunch for Messrs Gillmore, McLaren and Paul at the
Athenasum

L 500=-1600 Call on Sir P Cradock, No 10 Downing Btreet

l&30-1800 Private engagemant

1930 Dinner with Lord Maclehose at the Stafford Hotel

Wednesday 22 February

0915-1045 Private meeting with the Secretary of State in Room
WH201
0945-1045 General meeting with the Secretary of State's office




b call on Mr Charles Powell, Mg ID Downing Stresk
1245 Lunch for Mr David Howell MP, at the Athenasum
1700 Call on the Prime Minlster
LB00~-1L930 Drainks -at 19 Cawley Street for members of the UK/Hong
Kong Parliamentary Group
2000 Private dinner

Thursday 23 February
0930 ttall on Editor of the "Times" at Wapping
1100-1215 Seminar at the DTI (with Senior Officials only)
1245 Lunich with Journalists at HEGO
1600=1700 Meeting with the FAC at the House of Commons
1715 Round-up meeting with Messrs McLaren and Baul
Evening free
Friday 24 February
Private arrangements [reception at Oxford)

satarday 25 February

1445 Depart for Hong Kong by flight BA 27 from LHR
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As you are no doubt aware the Hong Kong
Association has been carrying out a vigorous debate with
the FCO on the level of British Representation in Hong
Kong and the possible appointment of a British
Commissioner to f£ill our perceived gap.

HONG KONG

We appear to have lost the debate and the viesws
of the Governor have prevailed that he i3 a devolvad
negotiating partner with Britain, who has no prime
responsibility for British Commercial/Political interests
in the colony. His authority must not be undermined by
the appointment of & British Commissioner and therefore
Britain's long term strategic commercial and political
interests must be looked after by a Senior Trade
Commissioner whose mission is by nature limited in its
sCcope.

As they are of a8 delicate nature, may I
personally raise the enclosed five points for your
consideration?. They cannot entirely suitably be
gettled by the Senior Trade Commigsioner.
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If you feel any of these points have merit having
taken a broad view where Hrltlﬂh interests {(and we would
argue Hong Kong) lie, then in the final analysis perhaps
they must be decided by the British not the Hong Kong
Goverment as the Joint Declaration c¢learly enshrines
British sovereignty over Hong Kong until 1997.

With best personal regards.

\jf.ﬂ-—ﬂ-fw
|r

HERRY KESWICEHK

Tha Rt. Hon. Sir Geoffrey Howe, Q.C.,M.P,,
Becretary of Btate,

Foreign and Commonwealth Office,

Downing Street,

LONDON, S5.W.1lA 2AL.




BRITISH STRATEGIC LONG TERM INTERESTS
IN HONG EONG

FIVE AREAS WHERE BRITISH INTERESTS MAY BE IN
CONFLICT WITH THE HONG EKORNG GOVERNMENT
AND THEREFORE NEED HIGH LEVEL UNITED
KINGDOM GOVERNMENT SUPFORT

A suitable British Consul General building for
1997 at nil cost for the land.

En elegant solution (merger with Midland Bank?)
for changing the domicile for the Hong Kong Bank
{market value £2.5b) so that it can remain a
British managed International Bank after 1997 and
will not slip into Chinese Control.

The Hong Kong Government to treat British ARirways
egqually with Cathay Pacific for future landing
rights atc.

Ensuring that British Contracting:; Finance,
engineering etc. obtain kEhe lions share in future
Infrastructure contracts valued at £3 billion, in

particular the new airport.

Leval playing field up to 1997 in the rule of law
for British Commercial interests to operate in.
Hong Eeong Government should be encouraged not to
appease powarful Hong Kong Chinese and Mainland
interests in condoning Insider Trading (K.8. Li
"C.B.E.") taking no sanction against censure by

take-over panel ("Sir" Y.K. Pao) soft sweetheart

land transactions (Bank of China/China Resources)

and release of contractual obligations (PRC

interasts in Tin Shui Wai.)
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Foreign and Ennunnnmeahh-Dﬁhce

London SWIlA 2AH

17 February 1988

T
B{m M‘a LaALs px»ff

Hong Kong

The Governor of Hong Kong will be calling on the Prime
Minister on Wednesday 22 February at 5.00 pm. As background
for that meeting, we have prepared the enclosed paper on
Hong Kong which describes our objectives for the territory and
how we are achieving them. Tt sets out the key issues of
concern in Hong Kong and how these are being tackled.

The meeting with the Governor, the first since Sir
David Wilson took up the post in 1987, is a timely one. There
is heightened Parliamentary and media interesst in Hong Kong.
There are also a numbar of current misconceptions about our
commitment to the territery and Tthe vay we are carrying out
our responsibilities towards it. The Forelgn Affairs
Committes enquiry into Hﬂng Keng, which begins next menth,

F:}%;TE_._iﬂﬁ_ﬂn_lmnﬂILﬂ nt opportunity to set the record
—

The Prime Minister might invite the Governor to give an
account of the general situation in Hong Kong:; the state of
opinion there; and the priorities for his administratien.

As the background paper makes clear, a very great deal of
work is being done to make sure that the Joint Declaration
sticks, so that Hong Kong can enjoy a stable and prosperous
future. The Prime Minister might ask the Governor about the
progress that is baing made over the drafting of the Basic Law
and the development of representative government in the
territory.

The most difficult problem facing the Governor has
undoubtedly been that of Vietnamese boat people in Hong Kong.
Sir David Wilson will wish to describe what the Hong Kong
authorities are doing to contain the problem.

The Prime Minister might ask about the state of
confidence in the territory. As the briefing paper shows, the
recent upward trend in emigration from the territory is a
source of concern and the Hong Kong authorities are taking a
numbear of steps to contain its effects. The paper alsoc covers
the subject of nationality, which remains a source of some
resentment in the territory.

?}vqk Bt [
T =1
'h-fl‘:.*m
(R N Peirce)

c D Powell Esg Private Secretary
10 Downing Street

CONFIDENTIAL




HORG FONG

The starting poeint for any discussion of Hong Kong
must be the Sino British Joint Declaration of 1984, under
which the territory will become a Special Administrative
Region of the People's Republic of China on 1 July 1997
with a high degree of autonomy. The Joint Declaration
provides in great detail for the preservation of Hong
Kong’s present economic, legal and other systems, its
freedoms, and its way of life. Given that 92% of the
territory was due to revert to China by Treaty in 1997
without any safeguards, the conclusion of the Joint
Declaration was a major achievement. It was and is
recognised as such by the vast majority of the people of
Hong Kong, even though they would have preferred the
perpetuation of British administration had that been
attainable.

Four years after the signing of the Joint
Declaration, Hong Kong is as busy and dynamic as it has
ever bean. In tha past 3 years the economy has grown by
over 30%, and growth of 7-8% is expected this year.
Exports are booming. The traditional entrepot trade has
revived and Hong Hong is now China's foremost trading
partner. The container port is the busiest in the world

in terms of throughput. The property market is buoyant:

there has been a rapid growth in hotel censtruction te
cater for an increased tourist demand. A new Exhibition
and Convention Centre, one of the most modern in the
world, hae been recently completed and should enhance
Hong Kong’s role as a regional business ceantre. The Hong
Kong Government are embarking on a number of ambitious
new infrastructure projects, including (subject to final
decisions) a third harbour crossing and a new airport.




The construction of a third University has begun. If
there are econcmic problems (inflation and an acute
labour shortage) they are problems of success.

Britain’s trade with Hong EFong is doing
unprecedently well. In 1988, our merchandise exports to
Hong Kong exceeded F1 billion. Our invisible earnings

wera probably of about the same order. Hong Fong is the

UK’s third largest market in Asia; its people consume
more British goods per capita than anywhere elge in Asia,
and more than the United States or Canada. British
inveatment in Hong Kong is growing. We have a very
substantial economic stake in Hong Kongfs future, in
addition to our political commitment to make a success of
the Joint Declaration.

Against this background, our main objectives for

Kong can be summarised as follows:

to continue to administer Hong EKong to the best of
our ability until the transfer of sovereignty;

to ensure that the Chinese Govermment stick to the
assurances in the Joint Declaration about Hong
Kong's future and to work steadily for the full

implementation of that Agreement:;

to prepare Hong Eong for the change of sovereignty,
in particular by measures to enhance before 1997 the
high degree of autonomy that Hong Kong is to enjoy
after 1997 and by the development of representative
government in the territory in line with the wishesg

of the community as a whole;




(d) to increase trade and investment flows between the
UE and Hong Fong and to ensure that Hong Eong
remains a major market for Britain after 1997;

to deal effectively with problems of particular

concern to Hong Fong people.

Implementation of the Joint Declaration

While the Joint Declaration provides the basis for a
successful future for Hong Eong, we need to make sure
that the agreement sticks and works in practice. We are
pursuing this through the work of the Joint Liaison Group
and thrcugh the influence we have been able to exert on
the drafting of the Basic Law (which will provide the
constitutional framework for Hong Kong®s autonomy after
1997). The Joint Liaison Group has made steady progress
in a number of areas of importance to Hong Kong. Annex I
to this paper contains a list of the more important
agreements achieved so far. None of this has been won
easily: each agreement has reqguired meticulous and
persistent negotiation in order to secure the best
possible arrangements for Hong Fong on terms fully
coneilstent with the Joint Declaration. BSeveral key
points have only been resolved by direct discussion
batween the Foreign Secretary and his Chinese opposite
number. The workleoad is a heavy one and there is a major
input from the Hong Kong Government. This Hong Kong
invelvement helps to ensure that local concerns are fully
reflected in the process of implementing the Joint
Declaration.

Much remains to be dene. Thera is a great deal of
work in the legal field, particularly over the continued




application of international treaties and agreements to
Hong Kong, and the localisation of UK legislation now
applied directly in the territory. Difficult discussions
lie ahead on the disposal of lands and facilities now
used by the British garrison; on Hong Kong’s own system
of Alr Service Agreements and Extradition agreements; and
on arrangements for the transition through 19%7. We are
on schedule so far; but in order to keep up the momentum
we shall need to sustain steady pressure on the Chinese
at all levels and to continue the process of educating
them about the realities and sensitivities of Hong Kong -
a process which of course began with the negotiations of
the Joint Declaration. We shall continue te negotiate
firmly and toughly while seeking to avoid public
confrontation which serve only to undermine confidence in
Hong EKong.

Basic Law

The drafting of the Basic Law is the responsibility
of a Basic Law Drafting Committee (BLDC) on which Hong
Kong pecple have minority representation. The first
draft was published in April 1988 after 2 years work and

submitted for sewveral months public consultation in Hong
Kong. A second, revised draft will be published shertly
for further public consultation. The final version is
due to be promulgated by the Mational People’s Congress
of tha FRC in 1990.

The Basic Law falls naturally intc two parts: those
provisions which directly correspond to specific
provisions in the Joint Declaration; and those which
amplify the Joint Declaration; for example in areas such
as the section on the political system where the Joint
Declaration is couched in very general terms. By far the




greater part of the Basic Law falls into the first
category, reproducing provisions of the Joint Declaration
in satisfactory (and often verbatim) form.

Under the Joint Declaration, the Chinese Government
has responsibility for the Basic Law. Our influence on
the drafting process has nevertheless been extensive and
important. While taking due account of sensitivities in
public, we have worked hard in private discussions with
them behind the scenes to ensure that the Basic Law
complies with the Joint Declaration. This appreoach has
paid off: the Chinese have made it clear that they value
our contribution and have accepted many of our ideas. We
have also secured the tacit acknowledgeament by the
Chinese of Parliament’s right to debate the draft and to
have their views passed to the authorities in Peking.

Annex II contains a summary of the changes which we
know have already been made to the first draft, at least
in part in response to our representations and those of
the Governor of Hong Kong. oOur assassment of the
position now is that all the provisions of the Joint
Declaration are reflected in the draft Basic law. The
only articles of the draft which might contravene the
Joint Declaration are those containing policy provisions,
included at the insistence of the Hong Kong businessmen
on the Basic Law Drafting Committee. These prescribe the
econemic policies of the future Hong Eong SAR Government
{balanced budgets and low taxes) and thus undermine the
principle of the high degree of autonomy that Hong Kong
is to enjoy after 1997. There are other areas (eg over

the power of interpretation of the Basic Law) where the
drafting can be further improved. We will want to pursue

these points in the light of reactions in Hong FKong.




There are particular difficulties over the section
on the future political system. The Joint Declaration
says only that the legislature will be "composed of local
inhabitanta™ and "constituted by elections"; and that the
Chief Executive will be "selected by election or through
consultations held locally™. There have been differences
of view amongst the Hong Eong members of the Basic Law
Drafting Committee, reflecting a similar divergence of
opinion in Hong Kong. Some members of the BLDC, led by
Mr Martin Lee, are pressing for the fastest possible
progress towards a directly elected Chief Executive and a
fully directly elected legislature. ©Others, including
such business figures as Sir Y E Pao, advocate a

considerably more cautious approach, involving minimal

evolution from the status guo. The draft as it now
stands embodies a position which leans to the more
conservative of the two views. It sets a timetable for
change after 1997 and proposes that referenda should be
held in 2011 and 2012 to determine whether at that point
Hong Kong should have a directly elected Chief Executive
and a fully directly elected legislature. It also
proposes that the move to universal suffrage would
reagquira the consent of the Chief Executive, two thirds of
the Legislature and the Standing Committes of the
National People’s Congress. We shall need to press for
modifications which can command the confidence of the
community as a whole, for example by bringing forward the
timescale for change or removing some of the
preconditions for such change to take place. There are
indications that the Chinese recognise that the

proposals as they stand may give too much weight to more
conservative opinion in Hong Kong.




At the time of the signature of the Joint
Declaration in 1984, there were no elected members of
LegCo: all were appointed. In parallel with our
discussions with the Chinese about Hong Kong’s future, we
have sought to ensure that the process of development of
representative government ls well established in Hong
Kong before 1997. The pace of change has baen steady and
deliberate, in line with the wishes of the community as a
whole. Indirect elections to LegCo were introduced in
1985; and a comprehensive review of public opinion on the
subject of constitutional change was held in 1987. That
review showed that while most people wanted a directly
elected element in the legislature, apinion was sharply
divided over when when it should be introduced. oOur
decision to introduce a directly elected element in 1%31
was mostly welcomed in the territory. There is moreover

scope for further change. In the interest of continuity
we have succeeded in persuading the Chinese to accept
that those members of LegCo elacted in 1995 should serve

across the change of sovereignty in 1997, and this will
mean holding the 1995 elections in accordance with the
provisions of the Basic Law, which as it currently
gtands, envieages a legislature in 1997 composed of 27%
directly elected seate and 73% indirectly elected ones.
There is thus the prospect of a steady evolution towards
fully representative government at a pace which is in
line with what Hong Kong pecple want.

There is, however, a vocal and articulate minority
in Hong Kong who claim that the Government had promised
in 1984 to introduce direct elections in 1988; that we
reneged on this "promise" in response to Chinese

prassure; and that the review of Hong Kong opinion in




1987 was fixed in order to achieve the desired ocutcome.
They argue that the establishment of a fully democratic
system in Hong Kong is the most effective safeguard
against interference by China after 1997 and that the
Government’s reluctance to force the pace over the
developoment of representative government iz undermining
confidence, particularly amongst the young professicnal
clagzes in Hong Kong. This allegation of fbroken
promises’ cannot be sustained. The record shows clearly
that we gave no undertaking in respect of 1988: we
undertook only to hold a Review on the way forward in
1987 = an undertaking which we carried out to the letter.
The Review was falir and cbjective. 0Our decision to
introduce an element of direct elections in 1991 was
based on our best assessment of the wishes of the
community as a whole and on a careful judgement of what
was best for Hong Eong, given all the circumstances.
There is little doubt that this judgement has been
endorsed by the majority of pecple in Hong Kong.

Hong Kong’s High Degree of Autonomy

In practice the Hong Kong Government has enjoyed
extensive autonomy for many years. We are now seeking
wheraver possible to formalize those arrangements so as
to allaw the Hong Kong authorities to exercise now the
high degree of autonomy that Hong Kong is to enjoy after
1997, The Hong Kong Government manages most of its
internal affairs by itself, while keeping HMG generally
informed. Hong Kong also exercises full autonomy in
axternal trade matters and, as a separate contracting
party to the GATT, has its own representation the GATT in
Genava. Thera are plans for similar representation to
the EC. We are alsoc encouraging the eztablishment of

free standing Economic and Trade Offices in the capitals




of somea of Hong Kong's major trading partners.

Similarly, through the Air Services separation process,
we are seeking to ensure that Hong Kong's existing
autonomy 1n aviation matters is clearly established
before 19297. This is important for the preservation of
Hong Fong’s role as an important international civil
aviation centre, and for the protection of the legitimate
interests of Hong Kong airlines. Such autonomy is not of
coursae inconsistent with the progressive introduction of
more liberal civil aviation policies, which we are urging

the Hong Fong authorities to adopt, and which would be in

the wider interests of Hong Kong and the travelling
public.

Britain’s Commitment to Hong Eong

Despite the solid achievements we have made so far
in securing a stable and prosperous future for Hong Kong,
the local community remain, as ever, understandably
unsure and nervous about their future and about Britain’s
continuing commitment to Hong Kong. Reassuring the local
community that Britain is not ducking its
responsibilities, or seeking to disengage from Hong Kong
as soon as is conveniently poseible, will continue to be
a major task in the run up to 1987. This will require
tact and sensitivity in demonstrating that we understand
the problems that matter most to the local community. It
will also require a readiness by HMG to play our full
part, and to be seen to be doing so, in helping the Hong
Kong authorities to tackle these problems.

Vietnamese Boat People

Since 1979, Hong Kong has given temperary asylum to
over 130,000 Indo Chinese refugees, of whom well over




100,000 have bean resettled abroad. The number of boat
people in Heng Kong had been steadily diminishing until
1987, when a new exodus began. In 1988, 18,000 boat
people arrived in Hong Kong: the total population in the
camps is now about 25,000. That has created a major

pelitical problem in Hong Fong: it is a source of deep

and grewing concern amongst Hong Kong pecple and there is
much resentment over the marked contrast between the
policy of giving asylum to all boat people and the prompt
repatriation of all illegal immigrants from China: the
boat people problem is widely seen in Hong Kong as an
acid test of Britain’s responsibility towards the
territory. We are helping the Hong Kong authorities to
tackle it by giving our full support of their policy of
screening and repatriation introduced in June 1988: by
our talks with the Vietnamese on repatriation of those
who are screened out as non refugees; and by our
initiative to stimulate a new international resettlement
effort. We are publicly committed to doing all we can to
solve the problem before 1997 and are coming under
increasing pressure from Hong Kong people to demonstrate
our determination and ability to do so. The forthcoming
International Conference on Indo-Chinese refugees (likely
to be held in June) should provide a uszeful opportunity
to make progress on both repatriation and resettlement.
It will enable us to emphasise the need for a solution at
an international level, but Hong Kong and the
international community will expect Britain to take a
lead in shouldering its share of the responsibility
including doing more on resettlement. Failure to do so

will seriocusly damage our credibility in the territory.




Emigration

The other kKey problem of concern to Hong Kong is
emigration. Hong Kong, with its highly mobile
population, has always had a strong tradition of
emigration (just as it has been subject to fluctuating
flows of immigrants from China: some 28,000 legal
immigrants and 21,000 illegal onas in 1988). What is new
is the increasing number of gualified professicnal people
(about 10,000 in 1988)who are leaving Hong Kong. This
trend remains manageable but is being carefully
monitored. The Hong Kong Government are taking various
steps to contain the effects of emigration, such as
stepping up higher education and training so that
gqualified people are available to fill the gaps left by
those who go, and measures to make it easier for people
gettled abroad to return to Hong Kong with their
families. We are also making clear that Hong Kong people
are free to leave the territory if they wish. But we
must at the same time be careful to ensure that, by our
own words and actions, we are not seen to be actively
encouraging the flow of talent and capital from the
territory.

Hationality

There is still concern and resentment in Hong Kong
about nationality matters, and in particular about the
fact that holders of Hong Kong British passportas do not
have the right of abode in this country. Some people in
the territory and in this country believe that Britain
should open its doors more widely to Hong Kong British

passport holders. This feeling is not new: it has
existed since the early 1960s when restrictions were

first introduced. But the controversy reawakens each




time new legislation enshrining this situation is passed.
The relevant provisions of the British MNationality Act of
1981 (which were of course enacted partly in response to
deep domestic concern about the prospect of very large
numbers of people coming to the UK from Hong Kong)
nevertheless created particularly strong resentment in

the territory. Groups such as ecivil servants have strong

feelings about what they pearceive as the UK’s obligationsa
towards its nationals in Hong Kong. The fact that
Portuguese Nationality Law as applied to Macao means that
henceforth some Macao residents will be able to enter the
UE more easily than Hong Kong British passport holders
has provoked bitterness, although it is well understood
that the numbers involved in Macao are small (a maximum
of 100,000) compared with the 3.5 millieon in Hong Kong.

It is clear that we cannot afford the spectacular
gestures towards Hong Kong British passport holders
advocated by some press commentators. That would
undermine the Brltish Nationality Act. It would alsc be
impossible to reconcile with our responsibilities towards
Hong Eong and the need to sustain confidence in the
territory. But while taking full account of thase
considerations, there is no reason why wé need ignore the
opportunities presented by entrepreneurs and other
talented or deserving individuals who have decided to
leave Hong Kong and who wish to invest and/or make their
lives overseas. People in this category could make a
signficiant contribution teo Britain and Hong Kong after
1987. We need to ensure that such individuals understand
that they would be welcome in Britain and that our rules
on settlement and nationality can be operated flexibly.
Provided we proceed discreetly and with our
responsibility towards Hong Kong clearly in mind, it
should be possible to ensure that Britain secures a




reascnable share of the entrepreneurial talent that is
seeking to establish itself outside the territory.

Anglo-Hong FKong Links

One way in which we can underline ocur commitment to
the territory i=s by making it clear that we intend to
maintain a substantial official presence in Hong Kong
after 1997 and to do all that we can to promote more
extensive links between Britain and Hong Kong, beth
economic and cultural. We are now looking for a suitable
site for our future Consulate General, which if it is to
make the sort of impact we want will require substantial
financial resources. We decided last year to upgrade the
post of Senior British Trade Commissioner in Hong Kong,
as a mark of the importance we attach to our growing
commercial relationship with Hong Kong. And we have
given our support to private initiatives to strengthen
Anglo-Hong Kong links, such as the establishment in 1987

of the British Chamber of Commerce in Hong Kong and the

recently formed Anglo-Hong Kong Trust, in ways consistent
with our own objectives.

Conclusion

There will inevitably be difficulties on the road to
1987. Administering a territory with an advancing
deadline will not be easy; and demonstrating that the UK
is ecarrying out to the full its ebligations to Hong Kong
will require continuous and very substantial effort.
There is also still a vast amount of detail to negotiate
with the Chinese and the process will reguire firm but
sensitive handling. And there are bound to be some
pecple who will accuse us of failing to do enough for the
territory. But Hong EKong still has a very great deal




going for it. The level of international confidence in
Hong Fong is high and other governments (eg the United
States) have expressed thelr strong support for our
policies. We must now continue to press for what we
believe te be 1n Hong Kong’s best interests and
demonstrate our own confidence in and commitment to the

territory. Provided we can do so, there is no reason why

Hong Kong should not enjoy a secure and prosperous

future.
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ACHIEVEMENTS OF THE JLG

Since the Joint Declaration entered into force in May 1985, the
British and Chinese Governments have been working together through
the Sino-British Joint Lialson Group (JLG) to pat flesh on the bonas
of the Joint Declaration and pave the way for a amooth transition in
1997. Much work remainse to be done in the years ahead {and beyond:
the JLG will remain in existence until 2000). In the meantimes, the

achisvements of the JLG have included the following:

i) Agreement that Heng Kong should remain a member of the Asian

Development Bank after 1997,

11} Agreement that Hong Kong should be deemed a separate
canktracting party to the General Agresment on Tariffs and Trade and
ghould continue in that status after 1997 in the name of "Hong Fong,
China"™. Hong Kong duly became the GATT's 91lst contracting party on
=3 April 198B%.

iii) Agreement on transitional measures relating to the principal
travel and identity documents issued to Hong Kong residents, to

avaoid any disruption in this inportant area on 1 July 1997.

iv) Agreement on the establishment of a standing sub=-group of
exparts to conaider the guestion of the continued application of
international rights and obligationa affecting Hong Kong. The
gub-group has its principal base in Hong Kong and it held its first

meeting there from 15 to 17 October 1986. The group has

subsaquantly agreed on Hong Kong's future participation in 14

interpational organisations.

W Agreement on the principles for tha establishment of a
separate Hong Kong Regisgter of Shipping which can be maintained
bavond 1997. HNoceasgary work to put this into effect 18 nowWw going on

in Hong Kong.
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vl Agreement on the principlea for the conclusion of separate
Alr Service Agreements between Hong Kong and its aviation partners,
which are capable of remaining in forece after 1997. The first such
Air Service Agreement was signed between the Government of Hong Kong
and the Government of the Kingdom of the Netherlands in The Hague on
17 September 1986G. Subsequently, agreements have Lbeen signed with
Switzerland, Canada and Brunei. WNegotiations with other partneara

continua.

wii) Agreament on the introduction of a new pension scheme for

civil servants in Hong Kong.

vili) Agreement that Hong Kong should become a separate member of
the Customs Co-Operation Council (CCC) and should continue as such
after 1997 in the name of "Hong Kong, China". THfong Kong was duly
accepted az the 99%th member of the CCC . om 2% June 1987. As & resuolt
of the JLG': agfforts Hong Kong has;, and will retain after 1997, a
separate standing in relation to the General Agreement on Tariffs
and Trade, the Multi-Fibra Arrangements and the CCC, It iz thus
better placed to protect its own interests in world trade before and
after 199/,

ixl] Good progress in discussions on the important subject of the
defence of Hong Kong and the maintenance of its public order. The
two sides agreed in principle that the Hong Kong Police Force should
undergo appropriate expansion to enable it to discharge its
responsibllity for maintenance of public order before and aftar
19T, The existing Ruxiliary Air Force will be reorganised to form
a civil Gvoernment Flying Services Department, with responsibility
for providing the Hong Kong Government with necessary flying
gervices. The Chinese aide have alsa expresgsed understanding of the
provisional plans for the withdrawal of the British Garrison from
Hong Kong, which have been outlines by the British side. Her
Majesty's Government's primary objective in this cruclal and
sansitive araa is to ensure that Hong Kong's security and stability
iz maiptained throughout Ehe pericd up to 1997, and that suitable
arrangements are made for defence and public order thereafter on the

bagis of the provisicne in the Joint Declaration.
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x) Rgreement on the basic principles for future arrangements for
the surrender of fugitive ocifenders betwean Horng Kong and foreign
jugiedictione. Under this agreement,; Hong Eong will be authorised
to negotiate, conclude and maintain after 1997 its own agreements
with foreign Jjurisdictions. Experts from the two 3ides will hold

further discussions on the basis of this agresment.

xi) Agreement on future arrangements for improvement of terms of
service and other matters relating to the Hohg Kong Judiciarv. The
main elegents include a separate set of Judicial Service
Regulations, a separate pay scale for the Judiciary, a Standing
Committee on Judicial Salaries and Conditions of Service, an
enhanced pension scheme, a higher retirement age for district court
judges employed after 1987 (from €0 to 63), and the embodiment in
law of present administrative arrangements relating to the security

of tenure of judicial officers other than Judges.

xii) Discussions have continued in the JLG on the gquestion of
localising United Kingdom legislation applied to Hong Kong in a form
which can continue atter 1997. Following agreement reached an
guestlons relating to the localisation of admiralty jurisdictien,
the first piece of localised legislation will be introduced into the

Legiglative Council on 11 January 1989,
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Improvements to Key Articles endorsed by the
Basic Law Drafting Committee
at its Eighth Plenum (9-15 January)

Criticism on Consaltatian

Dratt

Contral/SAR Relationshp

1. JD proviasion (JD 28) that
the maintenance of public
aorder 1n the 5AR 18 the
responsibility of the SAR is
not reflected.

- leglislative power of SAR
legislature would be uander=
mined by NPC Standing
Committes' 8 power to revoke
or return any SAR law
inconaistent with the BL

[ATt. 16&)

< 75 the scope of nation-wide
laws which could be applied
te the SAR is too wide

(Art.17)

L. restrictiaona on the
jurisdiction of SAR courts
(eg over executive acts) go
beyond the present practics
(ATt.18)

Improvements in latest draft

JDr 28 18 now reflected in Article
14(2)

NPC S5tanding Committee can only
return [(but not revoka) an SRR law
inconsistent with those BL
provisions falling within the
CPG's responsibility (Art. 17)

nation-wide laws applicable to the
SAR are confined to those outside
the limita of the SAR's autonomy
and are listed in an annex (Art.ls

and Annex III)

SAR courts will have Jurisdiction
pover all capes “except those
conetituted by acts of state”. The
wording seeks to follow the
present practice (Art.19):; but
remains unclear. Text was not
agreed by the neceasary 2/3
majority of the BLDC and will need

further conzideration.
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Crikicism on Consultation

Draft

5. HPC Standing Committes's
power of interpretation too
wide. Before passing final
Judgenents, SAR courts
reguiraed to seek interpret-
ation from the SC whenever

a Ccase 1nvolves an
interpretation of a
provision outside the SAR's

autonomy LArt. 169)

6. the scope of "acts designed
to nndermine national unity or

subvert the CPGE"™ in Art. 22 1s

capakble ‘of heing intarpreted

very widely

oyt composition of Rasic Law

Committen unclear

Human Righta

8. inadeguate protection of
human rights,; as the EAR
legislature can enact laws to
restrict human righta beyond
the limits permissible under
the two Covenants (Art.38-32)

RESTRICTED

Improvements 1n latest draft

NPC Standing Committee delegates
power to interpret the "autonomy"
provisions to BAR cogurte on their
oWn. Courts of SAR will only
raefer to the Standing Committee
when in their view an interpret-
ation from the Standing Committes

on a provision cutside SAR's

autonomy is reguired for the

judgement to be made (Art. 157)

a more precise and familiarx
formulation {"act of treason.
eplitting the state, sedition and
the theit of state secrets”] is

adopted (Art. 23)

Basic Law Committee to consist of
& HE memhera and & mainland
meampara. HX menbers to be
nominated jointly by Chief
Executive, Chisaf Justice and
President of Legeco (BLDC

recomnmendations)

restrictions on righta and

fraadoma mustE not conEravena the

Covenants {Art. 39)
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am on Consultatiaon Improvements in latest Draft

9. drafting defects in scome ‘arbitrary” arrest or gearch is
articles (eg prohibition also prohibited [(Brt. 25-29)

(L]

against "unlawful"” arrest or
search of body/premises
accords no real protection)

(Art, 27=28)

Political Structure

10. a break in Legco membership members of the lagt HE Legeo will

in 1997 is envisaged (Annex I1I) bDecome membars of the first SAR
leglzslature subject to certaln
conditions, iz adopted (draft NPC

Resolution)

11. unclear what role officials there will be no officials in

will play in the SAR legislature Legco, but they may attend
me=stings to Eransact government
business without the rTight Lo vote
[Art. 62); President of Legco will
be electad from amongst ita
members (Art. 70): government
busineas to be given priority

(Art. T1)

Others

12, Chinese Natiomality a reduced list covering Principal

reguirement axtandead Eo Officials only (Art. 100)

cover some officials who
are not Principal Officals
(Are. 1007
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Criticism on Consultation Improvemants in latest dratt

Drartt

13. tha atat: glis] ; 83 provision that English
langquage 3 n : alsc be an official language

(Art.9) i AR [(Art. o)

14. not clear whether there clear indieation that the HPC

will be an authentic Bnglish Standing Committee will promulgate

text of the Basic Law an authentic english text
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HONG KONG : TRADE AND INVESTMENT }Pgm . CWT?{I _

I have been a frequant visitor to Hong Kong over the last twenty
years and every time T go there I become more convinced that we
mist make a greater effort to promote our economic intarests. We
need to encourage UK ifdustr? and commarce to do more in Hong

Eong and at the same time we must ensurs that we get at least our
fair share of mobile Hong Kong entrepraneurs.

—_—
R I was glad to see Douglas Hurd's lettar of 25 January

setting out more flexible arrangements for admitting Hong FKong
buginessmen here. But I doubt whether they yet go far enocugh to

3 T '
ensure that they see the UK as a welﬂamlng haven £or their
entraprensurial investments,

z I have been told on a number of occaslons by Hong Kong
Chinase that they can easily get citizenship in Ireland or
Portugal which would then give them the right to live here. I

do think that we should adopt a much more flexible approach for

up to IDE_mr so Hong Kong Chinese entrepreneurs who, provified

that they made a suitable investment in the UK (of, say, half a
million pounds or so), could be assured as a matter of certalnty

e

T

that they would in due course obtain a passport.

o —

—

4. The second issue concerns our trading position in Hong Kong
itself. Hong Kong is a increaﬁingT?fgaﬁﬁgzifﬁﬁE‘mﬂrkeL but also
an attractive one, particularly as a gateway to China. I am
glad that the post of Senior British Trade Commissionsr has been
upgraded. But he ocught to move to a more prestigious building
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as soon as possible, both to enhance his prestige and provide a

better base for the tima after 1997 when the Trade Commission
will become a Consulate General in what will be by then the

most important business centre in China.

B The greatest scope for improvement is in our efforts in the

UK. Exports begin at home. Many British companies have the
—

"
wrong psychological approach to Hong Fong. They sea 1997 as the
end of an era of Erltlsh 1nf1uence and conseguently adopt a

negative attLtUﬂE to the markﬁt Our competitors do not have
thia hiatorical hang-up and rightly see 1997 as releasing new

epportunities.

6. We must get this message across to UK companies. At
present, thers is an active promotional programme directed by the
businessmen of the Hong Kong Trade Advisory Group. But we need

; = —_— . .
to put our effort on a different scala. T am considering

appointing a businessman with direct exXperience of the Hong Kong

market to act as a London-based Trade Commissioner. He would
visit Hong Kong freguently but would spend most of his time in
the UK pramoting the Hong Kong market. He could also use his
contacts in Hong Kong to promote further Hong Kong investment in
this country, although he wonld do so discresetly.

T My ideas on this proposal are not yet fully formed. We
will need to work out a prPciHE raole and identify a candidate

wlth the right ba d and with the persunal

qUalltLes to inform and motivate a wide range of EdpﬂrtPrq to

Hong Kong - large and small, active and potential. He would be
based in my Department and might either work full-time or
part-time. I am convinced that Hong Kong provides a special
opportunity over the next few years and that we need to approach

it in an imaginative way.
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I am copying this minute to Gecffrey Howe and Douglas Hurd,

to Sir Robin Butler.

D ¥

[ February 1989

Department of Trade and Industry




ROM CHARLES POWELL. 10 DOWMING

fOU OF YOUR TELEGRAM SUGGESTUMNG LUNCH O 20 FEBRUARY.

FACT BE s GERMANY ALL DAY 20/21 FEBRUARY WITH THE PRIME
M STER FOR THE ANGLO/GERMAN SUMMIT,. WE COULD MEET SOME TuME
ON THE MORMMNG OF 22 FEBRUARY iF THAT WAS POSSMBLE FOR YOU. WOULD

YOU LKE TO SUGGEST A TWME?Z,

SHALL iHN

Yy

CYLNAN L322
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CONFIDENTIAL

TELEGRAM wvia CABINET OFFICE

TO IMMEDIATE HONG KONG

FOLLOWING PERSONAL FOR GOVERNOR FROM CHARLES POWELL,
10 DOWNING STREET

Thank you for your telegram suggesting lunch on 20 February,
I gshall in fact be in Garmany all day 20/21 February with the
Prime Minister for the Anglo/German Summit. We could meet
gome time on the morning of 22 February if that was possible
for you, Would you like to suggest a time?

AW
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CONFIDENTIAL AND PERSONAL

PRIME MINISTER

HONG EONG

I am not sure how best to take Fforward the ideas which

Lord Young put Eo youo thls'&nrning on Hong Kong. I don't

think you are geing te get far on passports in yet another

bilateral with the Foreign Secretary and Home Secretary. At
Eﬁaﬂfggst; you ara going to nead a wider meeting, perhaps of
OD(HK). You mentionad the possibility of stimulating some
Parliamentary pressure. The Chairman of the Backbench
Committee is now Peter Blaker, who stays fairly close to the
FCO line. I am not sure, therefore, that he offera a very
helpful way forward. There is the idea that I have put you
separately, that you should agree to give a speach at a Hong
Kong Trade Development Council dinner this autumn, tﬂ;;_lnsiat

that PCO/Home Office must let you have new proposals e.g9., on

passports to make at it. That apart, I am a bit short of

inspiration. How would you like to proceed?

. S

C{HR
C. D. POWELL
8 FEBERUARY 1989

CONFIDENTIAL AND PERSONAL
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PRIVATE & CONFIDENTIAL

6th February, 1989

HONG EKONG

Congratulationsz on your wide ranging speech at
the Royal Asian Society dinner.

I have just returned from a8 fortnight in Hong
Kong and never since I first went out as a boy to the
territory in 1961, have I been more confident of the
future prosperity and stability of the territory and felt
more confident for the unigque prospects for British
commarca there. The implementation of the excellent 1984
Joint Declaration seems to be going very well.

Sadly I found the esteem for Britain and the
perception of British commercial confidence in the
territory never at a lower ebb.

I am sure you must have seen the manifestations
of this situation by the extremely hostile reception you
yourself get from the Hong Kong press, which is compounded
by a continual bad press Britain gets for Hong EKong
affairs both in London and world wide,

I believe this unsatisfactory British image,
which is completely contradictory to the truth and reality
iz brought about by the gaping vacuum of British
representation in Hong Kong.
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I believe the Governor of Hong Kong should come
out of his closet with all the vice regal power available
to him to be unashamedly pro British both in political and
commercial matters. The Joint Daclaration accepts Britain
has sovereignty over Hong Eong until 1597, I believe
this will lead to further confidence in Hong Kong and
would be guite understood by both China and the Hong Kong
public. Only in this way would the British point of view
be put across.

I understand well the arguments in a devalved
system of Government the Governor of Hong Kong 18 a
negotiating partner with Britain with his own Hong Kong
point of view. I personally believe the twe interests
are the same,; but if the Foreign Office feels that it is
esgsential that they are kept apart, then in my view, it is
paramount that a British Commissioner is appointed in Hong
Kong to strongly put forward the British point of wview
both in political as well &3 commercial matters.

I have written to David ¥Young asking for his help
in ensuring that there is proper British Government
representation of commercial affairs in Hong Kong and I
enclozse a copy of my letter.

As Chairman of tha Hong Kong Association I would

welcoma the opportunity, if it could be arranged, of
having @ half hour meeting with the Secretary of State for
Foreign Affairs and yourself, to discuss my ideas for
improving the perception of British Government policy as
regards Hong Kong.

HENRY EESWICK

The Lord Glenarthur,

Minister of State for Foreign & Commonwealth Affairs,
Foreign & Commonwealth Office,

Downing Street,

LONDON, E.W.1h ZAH,.
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PRIVATE & CONFIDENTIAL

6th February, 1989

HONG EQNG

I have just returned from my guarterly twoc week
stay in Hong Kong and never, since I went to live there in
1961, 27 years ago, have I been more confident about
Britain's prospects in the territory and the opportunities
they hold if we can co-ordinate and get our Mational act
together.

Conventional wisdom that Britain has a declining
interest in Hong Kong commerce is sadly too often put
about by poorly lead Hong Kong Govermnment officials, China
and Britain's principal competitor nations, Japan and the
U.S5.A. There is no satisfactory British Government
presence putting the British point arross of British
commarcial confidence in the future of the territory.

I believe the enclosed illustrative figures on
the British managed or controlled position in publie
companies in Hong Kong tell an often overlooked tale of
British wigour and dominant success in the Hong Kong
economy. Those British institutions with a market value
of about £20 billion (40% of the maerket) are continuously
reinvesting their profits in Hong Kong and the region.
After 1597 they will be a marvellous British beachhead for
further British influence in commerce and trade (and
politics) in the Aszia Pacific region. How we must wish
now that our forebears had a vision in the old Dominion
territories before their independence,
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If you couple these publicly guoted British
institutions of £20 billion together with British direct
investment plus a growing export market of £1 billion per
year, plus our invisible earnings, plus future
infrastructure opportunities of £3 billion, then Britain
has a jewsl really worth cherishing and developing in a
growth part of the world., Private enterprise must be the
initiator but the British Government has a supportive role
to be informed and to encourage our vision and to use the
advantage of Hong Kong's colonial status while it still
lasks.

The Foreign Office takes an opposite view that
British representation of these interestzs in Hong Kong
should be low key and uncbtrusive. They canncot be seen to
be halpful and pro British. I do not believe they
understand what a valuable seed corn asset Britain has now
and for the future after 1937. The British Governor (a
devolved negotiating partner) privately and publicly
gtates that over his dead body will he support British
COMMBLCR . The same dead body has to be crossed before he
will allow a high profile British Commissioner to do his
job for him. Britain's case goes by default.

Any assistance the Department of Enterprise can
give in focussing the FCO's wision of the future potential
will be much appreciated and I hope the enclosed
statistics will help illustrate the point.

I have sent a cCopy of this letter to Lord
Glenarthur as I would not wish him to feal Ehat I was
going behind his back. I do feeal strongly however, that
the advice he is getting from his officials is wrong
headed and against Britain's short and long term interests
and ironically my suggested change in FCO policy will lead
to greater confidence in the excellent 1984 Joint
Declaration,

With best personal regards.

HENRY KESWICK

The Rt. Hon. The Lord Young of Graffham P.C.,
Secretary of State for Trade and Industry,

1 Victoria Street,

LONDON, S.W.1lH OET.

c.c. The Lord Glenarthur
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PRIVATE & CONFIDENTIAL

ird February, 1989

" Dewr Do A

Just a short note to thank the Hong Kong
Government very much indeed for laying on such an
excellent programme during my recent wisit to Hong Kong.

I met many senior Government officials and by
becoming a little better informed it certainly makes my
small contribution in the Hong Kong Association easier.

One misconception that struck me was a continual
grouse from senior Government officials that British
commarce was not playing its part in investing 1n Hong
Kong . I was often told that American, Japanese,
Italians, Germans etc. were all investing in Hong Kong but
the British were ovarlooking the opportunities.

I feal strongly that this conventional wisdom is
profoundly wrong and can only be put right by strong
leadership by the British Colonial Govarnment and British
Ministers and Senior Businessmen, s¢ perhaps I can explain
why .,

British managed and significantly controlled
companies in the Hong Kong stock markekb have a markeb
value of almost E20 billion which represents 40% of the
total value of all Hong Kong guoted companies. It 15 a
vigorous and dominating influence on the Hong Kong economy
and iz a marvellous British base that can be built on
after 1997, both in China and the whole AsiasPacific
region., Britain is continually reinvesting its profits
in these institutions.

It is plainly absurd to suggest that British
investment is turning its back on Hong Eong.
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Ta i1llustrate this point, I suspect if Jardine's
were offered to swop-Exchange Square, which is currently
walued at HE£15 billion for all the Japaness, American or
411 the other countries put together over the last ten
years, then we would decide to keep Exchange Sguare! I
suspect another great British company, Swire's might also
have Ehe same view on Pacific Plaeca.

S8imon and myself had a friendly lunch with Mr. Xu
Jiatun of the Xin Hua News Agency, and he also gava us the
conventienal wisdom that Britain should invest more in
Hong Kong. We asked him how much China had invested, and
rather surprisingly he gave us a figure of HE4$S8 billion.
We were able to tell him that the British managed
investment was $£264 billion in Btock Exchange terms and
that we would probably not swop cur investment in Exchange
square for the combined value of all other foreign
investmenk. He seemed to take the point, but on
consideration it seemed to us that he had the same
misconception of the real situation as many senior
officials in the Hong Keng Government,

Obviously British commercial interests in Hong
Kong have been selling themselves short and it is up to
them to vigorously put the record straight.

Any help that you can give the motCher country
will be much appreciated. For the Hong Kong Government to
openly praise and stress the British Commercial
Commitment I am sure would lead to grester confidence.

I am also writing to Lord Young of the D.T.I. and Lord
Glenarthur of the Foreign Office to ask for their help in
correcting present misconceptions.

Sorry for going on about all this, but my blood
runs strong with pride that the great initial and ongoing
contribution that British commerce has made for the
prosperity and stability of Hong Kong.

(-‘-«J;..,_,:...u-

HENRY KESWICK

B8ir David Wilson K.C.M.G.,
Govarnor,

Government House,

HONG EKONG.




GROSS STOCE MAREET VALUE OF
BRITISH MANMAGED COMPANTES IM HONG EONG
JANUARY T9B9

Market Value Group Principal British
£m £m Shareholde:

HE Telecom § 31 Cable & Wireless plc
4

HE Bank 2, B00

3
43 Public (British management)

Hang Seng Bank 1.630
Swire FPacific 24250 4,390 Swlre
Cathay Pacitic 1,530
HAEC 210
Jardine Matheson BOO
HE Land 1,970
Mandarin 260
Dairy Farm 560
Jardine Strategic 260
China Light & Powar 1,480 Kadooric

HE & 5. Hotels 450

TOTAL 19,250

E19.3 bBillion

HES264 billion

These figures are illustrative of British influence in
public companies in Heong Koeng. They do nobt reflect
British net investment because cross holdings anc
outside public ownership are not taken into account.

They reflect current low market prices not necessarily
what the investments are worth if the underlying assets
were sold or taken over by non British interests in
hostile bids. Property shares are selling at owver

i0% discount to anderlving values.

British managed companies represent 40% of the
Hong Kong stock market's total walue (E£48b).




BRITISH COMPANIES WITH MEANINGFUL BUSINESS
SUBSIDIARTES OR ASSOCIATES OPERATING
IN HONG RONG

Standard Chartered Bank
Inchcape

Shell

Robert Fleming

St 1

| SEEALY R e B

British Alirways

Guardian Royal Exchange Insurance
Barclays Bank

Trafalgar House

Schroders

Maticnal Westminster Bank
Lloyds Bank

British Oxygen

Thig list is not exhaustive

It dees not include two way trade with

Hong Kong or invisible/service earnings

in Hong Kong.




From: B8ir David Wilson ECMG

GOVERNMENT HOUSE
HOMNG KOMG

TE AND CONFIDENTIAL 13 February 1989
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Many thanks for your letter of 3 February about
investment. 1 am all for British business shouting
from the rooftops about its continuing invelvement in
Hong Kong through old investmentes and the suecesslul
management of some of Hong Kong'e leading companies.
Go to it! I should also like to see the UK move up the FjLﬂ,F
i

list of new investment in the manufacturing industry,
That, too, would do a great deal of good fer confidence.

Have you sent your figures to Reg Helloway? I
know that he is very keen to publicise the extent of
long term British investment in +he territory and has
been doing good work to that end. Indeed he has just
sent me the,latest version of the speaking notes he used
on the subject, which I attach.

Some caution is however needed in using your
figures. I have just had Adrian Swire here emphasising
that Cathay Pacific is, and must be seen as, a Hong Kong

—company and Inchcapes, on your resarve list, think

highly of the size of their own activities - larger they :

say than Jardine Pacific. ;r}fh
I am glad that the pregramme on your recent visit 5;

went wall. Whenever you come I will be happy to get

pecple to lay on new items or revisit old places. We

need the support in London of a well informed Hong Kong

Association.

e g S

el

]
Governor

Henry Keswick Esg
Matheson & Co Ltd
3 Lombard Street
London EC3IV 9RO
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You will want to see the attached letter from Kenneth James,
inviting vou to a dinner at Canning House between September 1989

and January 1990. You would be expected to speak.

There would be some advantages:

it wonld give a fillip to those who trade with Latin
America:;

it would be a way of demonstrating interest in a part of the
world to which you have been able to devote relatively
little attention;

and if you contemplate a possible wisit to Latin America

in 1990791, attandance at the dinner would be a good launch

pad.

I have confirmed with Kenneth James that the Argentine represertative

would not be invited.

Is this something which you would be prepared to contemplate,

say in the second half of January 135302
i P N 5 T -"._.'“.\_.r"_“'-\.rr‘_'\_'-"'-u__,_,.'-\.
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CHARLES POWELL
4 FEBRUARY 1989
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10 DOWNING STREET
LONDON SWIA 2AA

Fromt the Private Secrefary 2 February 1989

VISIT TO LONDON OF THE GOVERNOR OF HONG KONG

Thank vou for your letter of 2 Pebruary
| about the wisit of the Governor of Hong
Kong. The Prime Minister could see Sir David
Wilson at 5 p.m. on 22 February.

{C.D. FOWELL]

R.MN. Pairce, EBQ.,
Foreign and Commonwealth Office.




Foreign and Commonwezglth Office

London SWIIA ZAH

£ February 1949

Visit to London of the Governor of Hong Kong

The Governcr of Hong Kong, S5ir David Wilson,
will be paying one of his regular consultation visits
ta Lender on 21-24 February.

Az you know, he has not aesn the Prime HMindister
& -he called on her before taking wup his appointment
ovarnor in April 1987. In view of the heightensd
nd oritical Anterest In Hong Kong which is being

by the UE presa, and of the Houze &f Common=s
Foreign Affaira Committee's fortheocoming enguiry on
Hong Kong, the Foreign Secretary thinks that the FPrime
Minister may wizh to bake the opportunity of the
Goverpor's vi=it to have a short mesting with him
ta discuzs a range of current Hong Kong lasues.

i

LN N s
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{R N Peirce)
Private Secretary

C. D Powell E8Qg
PEfHa 10 Downing Streat




Foreign and Commonwealth Office

London S5WI1A 2ZAH

30 January 1989
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Hong Kong

In case you did not see it, I enclose a copy of the
articla by the Foreign Secretary in the Wall Street
Journal (European and Aslan editions] of 27 January.

This was a response to the editorial in the Journal which
S5ir Geoffrey Howe discussed with the Prime Minister at
their meeting on 25 January.

(R N Peirce)
Private Secretary

C D Powell Esg
10 Downing Street




Sino-British Pact Preserves Hong Kong’s Liberties

By SiR GECFFREY Howe

LONDON - A4 Wall Strest Journal edito-
rial “Maggie’s Honor [(January 24}
claimed that Britain imposed the 1984 Sino
British Jolnt Declaration on the people of
Hong Kong without their consefil and was
now violating it. Nothing could be further
from the truth.

Six years ago Honp Eong faced an
uncertain political fature. The 19th-century
lease by which Britain held virtually all the
territory ol Heng Kong was due Lo 2xpire in
1987, whersupon—in the absence of other
arrangements— the place wouold simply
have reverted to the world's lergest comimis:
niist society. Few people iImagined then that
Britain would manage Lo secure ATrEnge-

|| ments for Horg Eomg W continue to exdst

bewond 1997 as a distinet, capltalist, frep-en-
terprise soclety with its laws and liberties
imtact. And Hong Kong's poor economic

| performance reflected that lack of confi-
| dence.

- |
1

when the dreft of the Joimt Declaration

| was published in September 19B% it was

grested in Hong Kong, and elsewhere, as the
remarkable achievement it was. China had
agreed to 4R International agresment guar-
ani=eing that communksm would pot, be
irpased on Hong Kong after 1997, that Hong
Kong people would govern themselves and
that the Hong Kong way of Ilfe-its (ree-
dams. HE International conmections, s
stock markels, its forelgn investments— |
would carry on as before, |
The Joint Declaration was signed afier it
had 'been widely endorsed by Hong Hong |
people as the best negotiable deal for Hong |
Kong, nat imposed without thelr consent. |
And far [rom belng “relepated to history,”
as your editorial charped. Ut is the basis ol
every agenda item in the continuing negott-
ations with the Chinese. In every area deall
with so far, we have agresd 10 ArTADEY-
ments fully consistent with the terms and

gpirit of the Joint Declaration.

Tise success of the Joint Declaration and
its implementation to daie is shown by the
astonishing revival of Hong Kong's confl-
dence since 1884 - reflpcted in very Slooog
econamic growth (over 305 in three years),
bucyant inward investment and ambitkaus
development | projecis, Some people are
emigrating, and [ am well aware of
toncerns about this 1o Hong Kong. But the
thriving Hong Kang Chinese commiunilies
atound the world bear witness that this ks
not mew; 1t is & phenomenon with which
Heng Kong can eope,

Your editorial was eritical of the pace of
the development of représaRative Povern-
ment in Hong Kong, misquoling the Jolmt
Declaration and urging Brithin to have a
confrontation with China ewver the Basic
Law, The fact 15 that the process aof
developing representative governmant i
Honp Mong is being conducted in accor-
dance with the wishes of the people of Hong
Kong. Whatever the criiics may gay, it was
clear from a 1887 review thal the majority
support a gradual evolution of more repre-
sunlative government. They de not want Lo
jeopardize the palitical stability on which
Hong Hong's prosperity and its way of life
depend

The Basic Law discussions on the polit-
cal systern after 1887 are also based on
axtensive consultation of Hong Kong people,

MNotable & Quotable

Freedom Howse director of hemu-
gpherie  affeirs Dowglax W. Poyme,
wiilEg i fhe Jomeory 959 issee of
Frecdom al fasue:

[ Chile the U7.5. proved that It coukd go
bevond chetoric and effectively promote
demperacy in the hemispbere, and that its
int=resi in doing so ranped beyvond Central
Amnerica.

Your editorial cmitied to mention the key
point thal the Basic Law Drafting Commit-
et has just endorsed the imporiant ohbjec-
tive of universal sulfrage for the election of
the Iuture Hong Kong legislalure and the
Chiel Execuitlve. Far from going back on the
Joint Declaration, this actually goes beyvond
what thar document said about the future
palitical system. The Joint Tieclaration only
said thal the legislatgre “shall be constl-
tuted vy elections.” amd that the Chief
Executive “shall be selected by elections ar
through consuliations. ., " A second key
point is that the Basic Law constitutional
model which your aothor found inpdequais
is still g drafl, which the commilier has
made clear can be armended in the light of
the debate now undsr way in Honp Kong.
The whole Besic Law text is still a draft In
general it reflects the Joinl Declaration
areurately. Substiantial changes have been
made to mest concerns expressed in Hong
Hong and there ls every reason to expect
further improvement.

Consultation and negotiation 15 the way
In which we, the Chinsse and the people al
Hong Kong are cooperating to build Hong ||
Koog's fature. Il has worked well =0 far and
will contirue to do s0. Confrontation would
be dizsstrous for Honp Kong, Your otheér
prescriplion = that Hritain should open s |
doars 1o millions of Hong Kong peopie for
settlement - would equally be a counsel af
despair.

Hong Hony ke 4 siicsess story: & hooming
economy and & flouriching coltore. We are
as commitied to this continuation of that
success a% the peeple of Hong Kong
themseives. The government of China has
been broughl to share our perception and |
commitrment. That is the best puarantes af
Hong Kong's fobure liberty and prosper-
iy

Efr .Geoffrey &5 the EBrilish Forewge
Mimisler,




10 DOWNING STREET
LONDON SWIA ZAA

From the Private Secretary

3 7 45 January 1989
OUVETETT cc kM ASTER
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HONG FKONG

The Prime Minister and the Foreign Secretary had a brief
axchange this evening on the subject of Hong Kong. The Prime
Minister said that she had read the editorials in the Wall
Street Journal and the Financial Times Eor 24 January on Hong
Kong and found them worrying. She Feared that there was some
truth in the charges made: we were not moving towards
democracy in Hong Kong because the Chinese did not llke it.
She detected a tendency to lower our sights as to what was
achievable in Hong Kong. She hoped that the Foreign Affairs
Committee would come back from Hong Fong and make a frank
report. The Foreign Secretary said that both articlas
containsed gross distortions. He would let the Prime Minister
have a note of the real position.
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C.D. POWELL

Stephen Wall, Esqg.,
Foreign and Commonwealth Office.
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Foreign and Commonwealth Office

London SWI1A ZAH

16 January 1989

Hong Kong: Nationality

Thank you for your letter of 16 Jenuary about Portuguese
nationals in Maecau.

Cur punderstanding i= that Fortuguoese natisnality law
makes no distinotion between those wha derive their
patiorslity status from a connection with Maczuy or Trom a
connention with Portugal itself. ~HesTdents of Macau
entitled to Partuguesze natlionality (whose numbers are
variously estimated at betwesn 50,000 and 100,000) thus can
hold a full Portugyese prsapart and have the pipght of
abode Tn Portiugal itself. Like all obher Portuguese
nationels they can benelit from freedom of movement
throughout the Eupopean Community, 1noluding in the UK,
subject only to the transitional arrangements under which
work permits are reguired in the UK until 1852,

Thi=s is not &8 new situation. It has however only
recently come to publie attention in Hong Kong, when the
Portuguese authorities began 1ssuing Portuguese passporks
in the commgn EC format to Portuguese natfonals TR Macau.
The ‘possession of these common format passports does not
of courze of itsel! confer additional rights on the holders.
Their issue has however focused attention in Hong Kong on
the fact that compared with BDTC passport hold=rs in
Hong Kong, Porthglese nationals in Macau have greater
freedom to travel and settle not only in Portugal but in
the United Kingdom.

The Prime Minister asked for an assesament of bthe
reasons Tor the Portuguese Government's attltude. These
reasons are largely historieal and constitutional, in
Ehat we believe Fortugagl has glways treated Portuguese
nationals in its over=eas territories on a par With those
from Fortuzal itself. The numbers involved in the cases
aof Masau and Hong Kong are of ocourse quite different -
gp- B 100,000 Portuguese nationsls in Macau compared with
up to 32 millien BDTC= in Hong Eong.

/T attach

CONFIDENTIAL




CONFIDENTIAL
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I attach a8 proposed line for the Prime Miniatep Eto

if the guestion is raised in the House tomorrow. 1

attach copies of two replies given to questions on the
'rem Mr Foulkes.

thias latter to Philip Mawer in Ehe

(R ¥ Ppirce)

Private Secretary

C D Powell E=q
ill Downing Streat

CONFTIDENTIAL




CONFIDENTIAL

PROPOSED LINE TO TAKE

s My understanding 1is that Portuguese naticnality law makes no
distinction betwean Portugusase nationals in Portugal and in Macau.

That is not the case with British nationality law and Hong Kong.

16 0ot senseible to try to draw analegies between the two
Different historical and constitutional factors are
in long standing differences betwaen national practices

and legislation.

3 In the event the numbers involved are of &8 quite diffarert
order = up to 100,000 Portuguese nationals in Macan as opposed to up

to 3% million British Dependent Territories citizens in Hong Kong.
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Minnesota, New Jersey, New York and Rhode Island—
and defeated in six, OF the five slates which enacted
."'fianlihdl.- Bills in [988, four passed Bills which wens
significantly amended in their passage through state
hl'-:ms]a:um. In no state is legislation pending or between
Duses.

Mr. McMamara: To ask the Secretary of State for
Foreign and Commonwealth Affairs whether he will state
m the {.},ﬁ'ir_'u]' Reporr [he rqu:s:m;lil:mﬂ he has mads 1o
the Urnited Snates of Amserica concerming the invesiment of
funds in companies which do not follow the MacBride
principles in Northern Ireland: and in which cities

Mrs. Chalker: We hive consstently opposed the
campaign hased on the MacBrnde principles because if
coubd adversely affect investment and the creation of new
jobs i Morthern Ireland. Cur representatives in the
United Siates have beem m touch wath bocal legislators
where MacBride legslation bas been in prospect. The
United States Covernmenl oppose the imposivon of the

MacBride prnomples on Uniied  Siates CL'III:'I]'JIIH{I;JE.

operating in Northern Ireland.

Mr. Foulkes: To ask the Seceetary of State for Foremgn
andd Commorwealth Affairs what representations he has
received regarding compansons  bepseen  ciipzenship,
maticnihiy and nghts of dabodes al the people of Macao and
people living io Hong Kong; and whal response he has
made.

Cltizenship

Mr. Eggar: Mo representatons have been received. Mo
direet comparisons <an be mode. s histoncal and
constitutionad [actors in the two casss are reflected im
different national practces and legislation, a5 my noble
Freend the Menwmter of Stale made clear a1 a press
conference m Hong Kong yesterday,

ENMERGY
Hritish Conl {Subedidence)

Mr. Woodeock: To ask the Secretary of Swae for
Emcrgy il he will list those recommendations from the
repart of the subsidence COMpENidlion review commilies
{Woaddilowve) which huve now been implemnenied by British
Coal,

Mr. Michael Spicer: Actions taken or undertakings
gven by Brtish: Coal (o implement Tally or in pan
recafmmendations made by the Waddilove Committee are
szl ot below (references in square brackets are to
recammendations in the Waddifove report):

Peommermion s PrevES TGS
Fredicsion

Brirish Ceal cammiss oul detailed pealogacal investigation where
nicessary [ | BB and teguied their greas to pree special attabon o
iacatiaps that are sensative boeause of the possibie envitormental or
snou] comsequences of narface damage |1 5&in)]. Brotish Coal will also
cndtavour bBefore mming begins 1o produce the best prediclions
possble, of 1 Likely efsct of sshsidence damage on drainage symems
in iow-lying agrculiaral land. These predictions will serve s the bans
for discusmona wilh tbe Furmenz comevumimy and waler sulloriss on
the scape for preventive asd remedial work | [35vl]

Britizh Coal imrodisced sdditional measumes im [%84 1o ensure that
sahsidence ensis are fally and consistemily assessed and ane mcboded

o U SOt O o et UnEEEE i) WOTKINES. ATSEs 4T EEpeTed
b il v lavouis of 1ake prevenbon meagures 8 ofder o reduce e

hkchhoud ol severe damaige [1BE 1]

I CWTEA ol 3

[2 JANLARY 10R0

Fritten Armswers T40

The corparalion Bew normally seeks discassine wiih plazmng
sothorims and other mueseed partics on the likely spviropmesial
efects of British Coals proposals befnre sunmitiing . plasming
appacitices for the dewclopmen of new mines [L3Vix)).
Frevemiiee aad Precaunivesry Boek

Britaali Coal assesses sypssamatically the soope for, and coms of,
pieventive messiees, sapecially for larger hildengs, when comsidering
Mgt migang plass. The corporatsoi s willing vo saplaim (b wope
and himstatiors of such meEsures: a1 poble meetings [allowing the
publication af the ammmal nodice aboal futere workmg [158(x1)].
MOTEICATION AND PunncTTy
Muping fmsensions

British Coal now grovedes eech planeins aathenty ncoal-mming
areas with o copy of the annual peeis potics @nd & plan (renesd
annaelly ) ahawiing s arces of voal hikely {0 be worked over the nexi
[T manths The corperabon 1= willing to discuss this informatios with
sl aalbonty assocaians | 1]

[l mequesied to do so by more than ene inreresnsd body,
British Coal will set vp a technical lmsan commilles 1o
discuss their plams, The carparation will alss co-operaie with
Incal submidence Hadson commitiess established by residents
[1ES {&ii)].

Mimiagr Ieuriries

Agpresment has virually been renched with the Low
Souety for a standard inguiry searen fomm for ase n England
amnd Wales. In responding o the new lormu the corporatian
will. once the mew syslem is Mally established | mdicate whether
there = 8 current clamm outsianding and how many olhem
were settled during the previous Bve vears [12] (vag)] The
corparanon and the Law Socely of Scotland have apreed to
draw up a standard incuiry form Tor use in Scotland

THE HEPAIR OF Summnsey DaMasE

British Coal operates in accordance with the Waddilove
recommendation that the board s pomary duty should be o
repair damages and to make payment in beo only in
eascpironal circumstnreces (192 (5, 193 (ix)}. The corporas
titn's commitment to proavide a good standard of repair inall
cases already poss a lomg way towards meeting the
mecommendation thil damapsd property should be resiored
to its pre-damaged condition so far as i practicable [192 ()]

In is now British Coal's praciice 1o prepare & fully costed
wnd itemised schedule of repoirs for each Caee of subsidence
damage for which they aocept hsbility. Claimanis are able 1o
thoose who should carry out repars to their damaged
properiy and lnnd [193 (v}, Independent adnsdicatson is
uvailoble for stepightforwnrd disagreemments over the instial
schedule of works and costs. Wherever practcal and
completed repairs wall be subject o fnal inspecison joincly
with the ciaimant, the claimant s agent or both [1935 (v},

Where Briish Coal decide 1o By a propenly beimiose the
only realistic coarse of action 15 1o demobsh i, they will pay
the full marker value of the property as if the damage for
which they had accepred labibity had not oocorred. Afer
demoliton of the property, the mite will be kept ticfy 1o
mingmme  dereliotion. Independent adjudication will ke
considered where there is o despuie over Lthe purchase price
1193 (x])

Triterta Repairs

Areas are required 1o moke good damage with appropriate
intertm repairs Af there ore suffecient perods . of slabfity
between [wd MIAME Operaliens, and will endeavour 10 gnsure
ikat propesiy will pot be left in & damaged sale for long
perinds. Aneas are requirsd to send an sxplanalory letier to o
“laimant (o whom o stop notes 16 giued indicating a bkely
tmetable for final popaces [ 194 (x)
Temporory Accommuodarion

British Coal seeks to ensure that iemporary accommods-
tion is both sutnble ond acceptable 1o claimants who have
had o leave thesr homes [195 (wii)] and sccept responsibiling
for property vacated dunng repmirs [ 193 {xisl)] i

Asstatamce fo Clrimants
British Coal provides thar any payment for specialise
sdvice should be poid direct to clzimonts [196 (xv)).

SorveE oF Dosrrssanon Proavisioey




12 JANUARY 19BS

Mr Ceorge Foulkes ([(Carrick, Cumnock and Doon Valley): To ask
the Secretary of State for Foreign and Commonwealth Affairs,
what discussions he has had with the Government of Portugal
or within the Council of Ministers regarding harmcnisation of
the citizenship and nationality arrangements for people in
dependent territories of each member country of the Eurcpean
Community; and if he will make a statement.

MRS LYNDA CHALKER







10 DOWNING STREET
LONDON SWIA ZAA

From the Private Secretary 16 January 1983

Dysss Qﬂ\
BONG KOMG: NATIONALITY

The Prime Minister has commented
on the recent report in The Times (copy
enclosed) to the effect that the Portuguese
have decided to issue passports to 100,000
of their Nationals in Macau. She would
be grateful to know whether this i1s the
case and, if so0, for an assessment of
Lhe reasons which have led the Portuguesse
Government to decide to do this in contrast
to our own much more restrictive attitude.

There is reason to believe that
the Prime Minister may be guestioned
on this in the House tomorrow, 17 January.
I should be grateful for an interim reply
at least by then, suggesting how tha
Prime Minister should reply.

[l am copying this letter to Philip

Mawer (Home Office].

. -t__‘"_‘_{\_'_.i_ :
o W

L e

C b PCWELL

x Sy = -
R: M. Peirce; E5g.;
Forelgn and Commonwealth Office
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AAPIL BULH R, v Boalkl ok
Convenimnil Saaluliny
1 belween the 23 member
% af fhe Warkaw Paci amd
1, comrienoed Lo aligin er
i over which  parts of
sy should be cucluded
the prospeclive roops
L Sreas
| ihe othe counirics ae
Tully o grecment — e
should = drawn across
oha. the soulh-castern
er o Turkey which fwg-
wilh Syrug, Iran and T
rkey wanes i it in be
ded  droma any  fulure
ment on troop levels
s they argae thnl Tisrk-
oldicrs deploved in the
e ane momn-Bd.
SE 10 ane concermed
defending agninst incur-
froem e 1|-"|r'_]1!1n|lr|:1|_l
ifies, angd mod fronn ghe
aw M|
I the Grecks  object
58 thal part of Torkey
uiks morhern Cyprus,
L mighl, despite the
ation ol the mest af the
Hes, thire was hogwe Tt
mapramase donld e
al,  mfer e Cirecks
s 0k b tbiear § spveErn-
mel delurn for o lsle
R SCSSI0MN,
e k nenass | hisk Limie e
W sl Al the deadhine
ed o hy e Hesean
RESIFSLOn 1% 1o be nect.
e diplomiais sl thai
o suTprsed evervhod v
Issling - that more of
b Durkey  should  Isr
il in he area covered
e Ll o reducimg
nlional troops  dnd

NELELitiE b LG, dias ajicauly
been apreed.

The objectives are (o climi-
nile Exs-West dispaniics ia
coaventinal foroes i the wica
from the Atkantic 1o the Liral
Mountains, to redisce o cqual
ceilings, and o have a wig-
arous ver{ication fegime,

Diclegates have alsoo agreed
thil  puclear amd chemcal
wisips — and naval foraes =
are 19 be exchaded from ihe
lalke.

A senmm Wesiern: dfip-
famatic sounce in Yienna saad
yusbercay; “Mr Shulie would
like to attend the final meeting
of The mandaie tatks on funu-
ary UL, 15 oind 19,

“After that the whole deal
will e ol and it oould e
ntonls belore an agrecmen
could be reached because the
new Bush Admmastrad oo will
ne doubl want 1o reverw Llae
Bl uaLon,™

The conventiomal arms
mandate talks are linked o
ibe Helsinkn review ol the
Lonaleronee on Securily ana
Co-gperaiion  in Lurirpe
PCNCER, absmin Vienmn, Thase
lalks are pls still heing el
up = minnky by Homan,
which Dess imimsbuced |7 lass-
miniele amendmenis o e
drill tekt of an agreempnt on
haman nghis largely  sup-
poried By idhe 35 membier
stitles af the CRCE, bat also by
Canada, which has =0 f&Eronot
agrecd e o homan  pighis
conferenoe: i Moscow,

Lhplomatse souroeisand that
il meoessary 34 nations would
dapn an ageeement,  leaving
Rommamnia oat in the o,

| w5 @ privibeped escape Foute 4

An elderly Armenlan inspecting

resoued from the debris of the

lefi, they are Ghava CGai, & div

.t 5 - .:-- F i

il lime of “.:11:::;'“““ mﬂwﬂrmmiﬂ.
oo bl mimid § vastalion of Spitok o month i have been pliced ul wall. F

3 Bisnsl commander of 1910, gnd four lenders i-ﬁ: 5 A e bbb
Babadjanyan, & tink commander; Admiral Ivan Isako; Air Marshal Sergel Khu

These basts of miliiary commanders were

Setond World War: Marshal Amazasp
dyukov; and Marshal Ivan Bagramyan,

Hong Kong row over nationality

From Jonathan Braude, Hong Kong

Hong Kong officlals have be-
gun o questinon Rritnin's goasd
faith wlier the discloswre 1hat
anly cight locally hired civil
servmnls §nd @ handiml o
lormier cervicemen have bees
gramied UK citizenship under
i clamee of the 19H1 Rridich
Mationakity Acl, which offers
specinl consideration in layal
servants of e Crown

The bitlerness has  heen
camapnaiided by the decislon of
the  PPirluguese-pd neineshoned
llrrri!lrr:r of Blmcan, fust 44
miks away, fo beoee  full
Faroprin  Communily  pass-
purls Rk mbl EOEIMEG ol dis
I"natugiseae naliamnls.

Uinder the Acl, Hridish ma-
tHmnaks in Hong Keng are s
even entilled b dake wp ress
idenoe in the United Kingdoam,
e 4 {5} Fivu The Tlmnee
{MTice discretien to waive the
mirmal {'irirrnxhip reqlre-
menl of five yenes” residence in
Mritads Tor members of ihe
administrative  amd - seemriy
services, |1 Wik seen v iy

[

firitain once Hong Komg is
hunded hack o Chinese juris-
diciion in 1997,

Yed Fovgign Oice Ngares
phow thut all hat 54 of the
uppenximadely  T0 applices
tioms from ihe Civil Serviaor,
the police wed ihe armod
services were lurmed diwin,

Rejected mpplicanis  have
been relisctant fo comment
upenly for fear ihey may saifer
cureer seihacks afier 1997 ax s
panishment far having applied
i lepve the ferrktary,

i ooe clell servanl, wha
winbd mot give his name,
aryucd ihai Hritnle had been
insecescarily camfions in ix
use of the waiver clawme, = The
quelinn fns mever really heem
whoui abode in Brituln, Iy is
hasially s mutter of principhe
wind of w promise made by
lritnin t0 those wha  have
served the Crown with oy
alty,” he said, Mr Joack Fd-
wards, § velerAn campaigner
on behall sl Hong Kong
fermer servicemen, said that
many of the oid soldizes wha

sucteeded in geiting passponis
wnder the clawse didl 5o after be
approached M ‘Thatcher in
1986 willy detailed pooownis of
their bravery aml  loyaliy,
Thelr wives were naof granted
cllizemuhip ml the same Hme
and Mr Edwarnds s campaipn-
Ing on their behall a5 well an
for the widows of many men
wha fell during he Secwnd
World War.

Far ene womun, the fight for
& British passport has reopen-
ed old waunds, Alter 94 yoar.
Mirs Doris Kaobwpll is siil
blider over the way Britnin s
Erested ihe memuory el her war-
bere husband, whe was tor-
tured i deatls in Plong Keng
by dhe Japagiese.

Jimmy Kareall was boon of
u "urser Fathver and m O hinese
mother, yel he eisked his bife
for Hritain behind Japanese
lires, The mde he keft his
Chinese widow caid: 1 die for
my God, my King spd my
ey, Buf Hritain ssuld
ml give ber fndl ciflrenshije

Mirs hatwall, aged T2, broke

down vesferday as she tnld The
Times of the wicaring sitiivdes
ahe liad ween wlter dhe war,
when Brilish officialdom and
ber Kishund's former friemdy
turmed down her pleas for help
and suppori,

She  snid

thni evem ihe

Japunese had bebavid hrmr.h,_‘_\

A Japanese afflicer had cnme
te visil Ber o apelegice For
what be cald it had been his
doty 1o do ba his prisoner,

Mirs Kotwall was wngry to
tearn that, while Hang kong
thewivs ber m passpr, Niecaa
wan  uving  wll Porhigseee
aatimnals EEC RSSO w
the right ix Dlive im the
L ammuinily,

She said thaf, because of the
hundpver in Chima in 1997, her
children would be  leaving
ileny Kang tn make new lives
whrmad, Shi wans i be ahie te
in them on (he strenpth of 5
British passpar,

M Kotwzll pdded: “Ti's
mad bt | fear vhe Chinese will
b hud 10 e witer 1W7, bl
becawse | shall be opely.™

S

Drug-linked murder shocks New York

> confronts generation without human values
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b 0l Dl

irme  for
Laver jusl oRg mneider, snce
e figsre Mhean Gve o tie City

Lirvh ha lived fin severnl weeks in
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wrksciicraded as an onberly, He had
o lcssed and  coplained  hose s
sirangled Dir MWannant wiih plecirne
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PRIME MINISTER 21 December 1988

HOMG EKONG BUSINESSMEN

There is cne aspect of this correspondence which
worries me - the possibility that we might prepare a general
written statement which could be handed to Hong Kong

businesamen.

I am all for quietly bending the rules as far as we can

in suitable cases and for reducing the gualifying period to
the minimum. But general statements showing we are out to
attract as many Hong Kong businessmen as possible could be
very dangerous. As part of our continuing responsibility
For Hnngﬂﬁﬂng we have the task of maintaining confidence

thera. We have a major interest in ensuring that the

settlement with China works. If we were seen to be
oroviding special inducements to Hong Kong businessmen - or
if we were to produce a paper which could be represented as
such = we could be seen to be pulling the rag out from under
pur own Agreement and the effect on confidence could be
devastating. It would be like the life boat schemes we are
nrged to launch by those who argue that the Agresment is
doomed. We have rejected these on the grounds that Hong
Kong people wish to work and flourish in Hong Kong and that
we have every confidence that they will continue to find the

necessary conditions there.

To some extent we can have it both ways. Bat,

e, e

as I see it, we should confine ourselves to information in

individual cases; and avoid general statements which could

— — e
T —

fall into the wrong hands.

e I 5 -

/¢
|

PERCY CRADOCE

CONFIDENTIAL
1
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10 DOWNING STREET
LONDON SWI1A ZAA
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20 December 1988

Do M\

HONG EONG BUSINESSHMEN

The Prime Minister and the Home Secretary had a Further
discussicon this afternoon on the subject of settlement of
businessmen from Hong Kong preparad to invest substantially
in the United Kingdom.

The Prime Minister noted that the Home Secretary had
already agreed to use his discretion to reduce the gqualifying
peried for settlement in cases where someone was ready to
invest £150,000 or more to three years. She thought that, in
casas where significantly larger sums of ilnvestment were
involved and the people concerned were able to contribute in a
major way to Britain's interests and prosperity, the Home
Sacratary should be ready to reduce the gunalifying period for
gattlament Further still, for instance to two years.

The Home Secretary recalled that the Immigration Rules
raquired a period of four years' residence to qualify for
settlement. He did not think it practicable to change the
rules. Bat they did give him some flexibility and he would be
ready to use that. The process of approaching people and
ancouraging them to seek sattlement in the United Kingdom
would have to be conducted very discreetly, If it was done
too openly, it might be subject to challepnge in the courts.
Subject to this, he would be prepared to use his discretion in
the way suggesated by the Prime Minister including accaptance
of a two-year qualifying period in special cases. But he
would not wish to refer explicitly to the two-yaar option in
print. It should not, therefore, ba included in the written
statemant of the flexibility available to him; which was
currently being revised, and could be handed to selected
pegple in Hong Kong.

The Prime Minister was grateful for the Home Secretary's
assurance. Taken with the other points already agreed and the
regular reports on implementation reguested in my letter of 19
December, she regards this as representing a satisfactory
strengthening of our efforts ko attract enterprise and
investment from Hong Kong te this country.

PERSONAL AND CONFIDENTIAL
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I am writing separately on the guestion of Vietnamese
boat people.

I am copying this letter to Stephen Wall {Foreign and
Commonwealth Office), Well Thornton tnepar:mEnt_uE T:ade_and
Industry), Alex Allan (Treasury) and Trevor Woolley (Cabinst

Qfficea).

(e W\f\ :
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C. D. POWELL

Fhilip Mawer, Esqg.
Homa CQffice
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PERSONAL

PRIME MINISTER
c: BMr Turnbull

HONG EONG BUSINESSMEN

You are seeing the Home Secretary this afternoon. He
want to discuss this subject: but it is a good chance

him down.

You hawve already sgueezed guits a lot out of the Home Office
but mimited yvesterday that you thought we could get a bit

MoOEE .

My suggestion is this. You have already persuaded the Home

Secretary to reduce the peried for settlement in cases wheare

gomeona is ready to invest E150.,.000 or more to tEhree years.

?nu-might say that when significantly larger sums of

investment are involved and the people concernsd are able to

contribute in a major way to Britain's interests and

progperity; then the Home Secretary would be ready to reduce

the gqualifying period for settlement further still, to two
——

years. You understand if he does not wish to write this down.

But it must be a clear understanding between you.

— = — e = = - -

CHARLES POWELL
20 Dacember 1988

EAMAREG




PRIME MINISTER

BILATERAL WITH THE HOME SECRETARY

The following subjects could be raised in the bilateral:

Contingency plans for disruption in prisons: the

Home Secretary will want to brief vou on_the state
of play.

Hong Kong businessmen: the last proposal put to the

Home Secretary was that the gqualifying period for
gettlement could be reduced to two years rather than
three which the Home Eecretary.ﬁsg_prupmsed. In the
meantime, you have withheld consent to his proposal
to allow a further 1,000 Vietnamese boat people to

come to this country - sea papers akbttached.

Mr. Heath's perscnal Erﬂtectian: you agreed to

discuss with the Home Secretary Mr. Heath's refusal
to give up his personal protection. In my letter
regarding the meeting, I asked the Home Secratary to
consider the implications of extending protection to

former Prime Ministers still active in public life.

Security Service Bill and Official Secrets Bill:

the Seccond Reading of the former was last week. You

will want to hear from the Home Secretary how the
debate went. I understand he was not called upon to

————i ——_

offer an undertaking on the position of MPs, though

expects this to come up in Committee. The Second
Reading of the 0fficial Secrets Bill is on
Wednesday .

e

£

AMDEEW TUENBULL
19 December 1988




10 DOWNING STREET

LONDOMN SWIA ZAA
From the Frivare Secretary

1% December 1988
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HONG EONG BUSINESSMEM

Thank vou for your letter of 16 December giving further
advice on the subject of settlement for businessmen from
Hong Kong prepared to invest substantially in the United
Eingdom.

The Prima Minister has comménted that this still falls
gshort of the maximum which she believes we could do. I
should be grateful if you would consider urgently therefaore
what scope thers 13 for further incentives for Hong EKong
businessmen to settle here. I suppose a further reduction
in the gualifying period for settlement to two years is one
possibility. There may be othera. In additien the Prime
Minister would want to see regular guarterly or six-monthly
reporta on the number of people who have received the
revised statement and the namber of cases in which the Home
Secretary has used his discretion.

The Prime= Minister has also noted the Foreign
Secretary's views conveyed in Stephen Wall's letter of
16 Decembar. B5She is still reflecting on whether we should
admit a further 1000 Vietnamese boat people and is not yet
ready to reach a decision on this.

\l 1 should be grateful for a very early reply.

I am copyving this letter to 5tephen Wall (Foreign and
Commonwealth Dffice), Neil Thornton (Department of Trade and
Industrv) and Travor Woollev (Cabinet DEfice].

v '?rﬁ;'“-_“-‘*"""\.,
ey L A )
(dwn &
(C. D. POWELL)

Fhilip Mawer, Esg.,
Homae Offica.
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From: Tie PrivaTeE SEcRE

Home Orrice
FUEEN A"‘q."!'-CEIE CIATE
LONDON SWIH 04T

OJur Ref: NIY 88 387/9B6/1 16 Decembear 1988

)
NM (AaARs
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HONG KORG EUSINESSMEN

s
Thank wyou for your letter ﬂ?’ﬂﬁzﬁ&r. in response to the Home
decretacy's minute of 2 December to the Prime Minister, in which wou asked
for advice on a number of further points.

fn the first point, the Home Secretary's minute sets out the maximum
that he can offer within the existing statutory framework as far as
cltizenship is concerned. He could, however, use hia discretion uvnder the
Iemigration Rules to grant settlement afcer less tham four yearas in
appropriate cases and this might be attractive to businessmen who wanted the
pecurity of settled status while retaining the option of continuing thelr
business activities in Hong Kong. We could, for example, offer & three year
period to all businessmen making a substanmtial investment here 1f they saild
that they found the present four year reguirement difficult. I think cthat
this alss covers your third point.

On wour second polnt, the Home Secretary Seea no scope for a
gpecific amendment to the Immigration Bules which would allow time spent in
Hong Eong to qualify for settlement here, because of the controversy that
this would attract. However, his exercige of discretlon over absences can
achieve the same end for businessmen who have established a business here.

On your final peint, the Home Secretary did have a statement
prepared in 1986 for handing to selected people. 1 enclose a copy. We can
further revisze this, but any geperal statement cannot by definition be
tailored to an individual's circumstances. If it became widely ¥nown that
gettlement could become available in rather less than four years in certain
circumstances, pressure would quickly mount to make that the norm, conveving
the impression of zome more general weakening of immigration control.

The Home Secretary will arrange for the statement to be revised on
the 1linea of his minute of 2 Deceémber, seeking to make its tone more
fortheoming. But in his view practical results will depend on instituting
& programme of Individual briefings on the lines suggested in that minute
and, if this were agreed, officials in the Home O0ffice, FCO and DTI could
he {natrocsted to prepare proposals accordingly.




.

I am sending copies of this letter to the Privace Secretaries to
the Chancellor of the Exchequer, the Foreign and Commonwealth Secretary,
the Secrecary of State for Trade and Indostry and to Sir REobin Butler.

J‘“\_J { A

N C SANDERSON

C D Fowell, Easq.




BRITISN CITIZENSHIP:
THE USE OF THE NOME SECRETARY'S DISCRETION

l. The Heme Secretory hos some flexibility in consldering on
opplication for British citzenship. This relates primarily to
the omount of time on opplicont must spend In this country in
the five yeors "(or for those morrfed to DBritish citizens three
vears) before he opplles. Those who are British Dependent
Territories citizens have o right to reglstrotion os British
cltizens, but they must stlll meet the five yeor residence

requl rements.

the opplicont must

z. The residence reaulrements ore thot
have been In thls country on the exoct dote flve (or three) yveors

before the dote of his opplication: ond he must on the daote of
his opplicotion be free of ony restrictions on his stoy here
under the immigrotion lows. There 15 no flexibility on elther of
these reauirements. Becouse of the second requirement., an
applicant for cltizenshipship must first hove been aronted

settlement here.

is gronted by removing the time limits on o
person’s staoy here. For self-employed businessmen ond persons of
independent meons this Is normally granted ofter four yeors In
this country. In thot four yeors. when o person’s stay Is

subJect to o time limlt, obsenges for holldoys and the like ore
This is on area in which flexibllity can be

In exceptionol circumstances, where for example there
investment, we will gront settlement desplte

3. Settlement

dlisregarded.
exercised.

has been substontiol
guite long obsences.

b, But long absences. whille they moy not necessaorlly offect

agpplicotion for settlement, could affect o subseauent
This 1s because UK notlonolity low
[t expects an

an
gpplicotion for cltizenship.
also lays down expectotions obout resldence.




ppplicant for clitlzenship who Is not marrled to o British
cltizen not to hove been obsent for more thon 450 doys In the
five vears before the ooplicationy nor more than 90 doys In the
last yeor: to have been free of ony restrictions on hls stoy
under the Immigration lows for oll of the lost yeors ond not to
have been here In breoch of the Ilmmigratlon laws In the flve year
perlod. For those morried to British cltizens the perled of
permi tted absences Is 270 doys in the last three years. but the

requirements ore otherwlse the some.

5, The low allows the Home Secretory the discretion to wolve
these expectotions If he thinks it right to do so.

6. In general we expect people to meet not only the stotutory
requirements but also the stotutory expectotions for citizenshlp.
If they mlss them by o few doys, then this {5 normally

disregarded. If the periods are much longer. we need to hbe
satisfled thot the appllicant hos really thrown in his lot with

this country and put down roots here despite having been out of
the country For longer thon the stotutory expectotions.

7 There are olso other requirements., for example that the
applicont is of ogood chorocters hos sufflclent knowledge of
Englishs ond Intends to moke his principol home here. The Home
Cecretary hos to use his Judement in declding whether these are
met. They do not opply to British Dependent Territories cltizens
with a right to registrotion., and only the chorocter requirement
goplles to those opplyling on EQE grounds of thelr morrioge to o

British citizen.

The Home Secretary cannot glve general undertoklngs obout
each cose must be looked

But

8.
how his discretion would be exerclised:

at on its merits ot the time when the applicotion is made.
if an opplicont hos clearly thrown in his lot with the UK (that
is he hos firmly estoblished himself here ond hos put down roots
here) ond ossuming he met the stotutory requirements for cltizen-
ship, then If he hod good reasons for belng out of the country

longer than the normal expectations (e.g. on business) the Home

Secretory would be prepared to consider lexibly the use of his

discretion.







PRIME MINISTER

HONG KONG BUSINESSMEN/VIETHNAMESE BOAT PEQPLE

You asked the Home Secretary to consider ways in which he
could make greater use of his discretion under the Immigration
Rules to attract Hong Kong business talent to the United

Kingdom. He has now replied. 1In brief, he says:
———
He cannct amend the Immigration Rules to allow time spent
in Hong Kong to gualify for settlement here. It would be

R —— —

—,

too controversial.

But he is willing to use his discretion to reduce the

period to gualify for settlement from four years to

threa.
——

He would also be ready to prepara a revised statement of

—

the flexibility available to him, in more forthcoming
t&fma, which could be handed to businesamen.

o

There is not as much as you wanted, But we have sgueezed a

bit more oot of the Home Office lemon: and I think it is

probably the case that we cannot dé_mﬂr& without going to

Parliament for specific amendments or conveying the impression

that we are weakening immigration control. I have consulted
Tim Flesher who agrees. Something which you might do, to

keep up pressure on the Home QOEfice, is to ask for regular
guarterly or six monthly reports on the npumber of Hong Rong

businessmen who have been encouraged to seek settlement here
and the number of cases in which the Home Secretary has used
his discretion.

Meanwhile, the Poreign Secretary has raverted to your wish to
gettle this guestion and that of admission of Vietnamese

refugees from Hong Kong iIn parallel. He suggests that you now

agree to his earlier proposal Eo admit 1,000 refugees over

two-and-a-half years as part of a package deal. Your cholica

geeme ko lie betweant




accepting the PForeign Becretary's proposal as it stands:

arguing that since our response on Hong Kong businesamen
falls short of your wishes and expectations, you see no
reason to ba too genarous on Vistnamese boat pecple,
given all the problems they cause. You can only agree
to, say, 750.

—
Agree to settle for what the Home Secretary offers on Hong | bﬁ*ﬁf ke
Kong businessmen, with regular reports? L fm Fbﬂ¢~ML¢e

st aa Bk

Agree to take 1,000 Vietnamese boat people? - M;JLF f pao

e —
Or accgept only reduced number of boat people? O Ubtactira. e
|_.1-f-"h-i. o fotle

-

s

T,
]
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C. D. POWELL
16 December 1988




Foreign and Commonwealth Office

el e London SWIA 2AH

16 December 1988

Hong Kong Businessmen/Resettlement of Vietnamese
F .~ Boat People
i TR

The Foreign Secretary has seen Nick Sanderson’s letter to
you of 16 December giving the Home Secretary’s answers to the
Frime Minister’s further gquestions about ways of attracting
Hong Kong business talent to the United Kingdem.

Sir Geoffray Howe has little to add to the Home
Secretary’s advice. He suggests, however, that the briefing
of selected individuals should, as far as possible, be oral
and tailored to their individual circumstances rather than
based on general guidance. There may be some limited use that
can be made of a general statement along the lines envisaged
by the Home Secreatary. But this carries the potential
disadvantages which he identifies: and there is the further
risk that the text would be circulated indiscreetly or even
leaked, in embarrassing circumstances, in Hong Kong.

Sir Geoffrey Howa hopes that we can now take a decision
on the two lssues of assistance to Hong Kong businessmen and
resettlement of Vietnamese boat pecple. On the latter issue,
there would be strong advantage in making an early
announcement on the lines proposed by the Foreign Secretary
and the Home Secretary in their joint minute of 1 December.
This would enable the Prime Minister to reply in positive
terms to the outstanding letter from Lydia Dunn on behalf of
all Executive and Legislative Councillors; and Ministers here
to reply to the many letters from Members of Parliament asking
what action we propose to take on Miss Dunn’s request. We
would also be able to secure maximum political benefit in the
context of the visit which Lord Glenarthur is due to pay to
Hong Kong very early in the New Year.

We suggest that any announcement could best be made
simultaneously to Parliament and in Hong Kong. For the best
publicity in Hong Kong, the Prime Minister’s raply to
Miss Dunn should reach her by 21 December as the Legislative
Council goes into recess on that day. The text could be
withheld from public release until the Home Secretary had
informed Parliament of our decision in reply to an inspired
Parliamentary Question on the same day. We shall be ready to
submit drafts on 19 December.




CONFIDENTTAL

I am sending copies of this letter to the Private
Secretaries to the Home Secretary, the Chancellor of the
Excheguer, the Secretaries of State for the Environment, for
Erxployment and for Trade and Industry, the Minister for
Overseas Development, and to Sir Robin Butler.

W\

{J & Wall)
Private Secratary

C D Powall Esg
10 Downing Street
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CONFIDENTIAL

10 DOWNING STREET
LONDON SWIA 2AA

From ihe Private Secrefary

B Decembsr 1988

The Prime Minister has considered the Home Secratary's
minute of 2 December about ways of attracting Hong Kong
business talent to the United Kingdom. GEhe has also seen the
Foreign Secretary's minute of § December.

The Prime Minister accepts it would not be practical to
amend existing legislation and that we must proceed by using
the discretion given to the Home Secretary. But she would be
grateful if the Home Secretary would conslder further a number
of points:

Is the Home Secretary sure that what he proposes 1s
really the maximum he can offer within the existing
sbatutory framework?

Would it b2 within the Home Secretary's digcretion to

deem time spent in Hong Kong with our encouragement or at
our reguest as time spent here for the purposes of
gualifving for settlement?

Is there scopa For altering the rules as opposed to the
law? For instance, would it ba possible for people
investing a certain sum in Britain and providing
employment to acguire settlement here in 3 years rather
than 42 Any such changs would have to apply to all
nationalities not just Hong Eong.

Can we not be more forthcoming and sxplicit in what we
say about the opportunities available to Hong Fong
businessmen? The Prime Minister would like the Home
Secretary to draft a statement on the position which
zould be handed to selected oecple.

Depending on the Home Secretary's reply to these points,
the Prime Minister may wish to have a meeting to discuss
them.

I am sanding coplies of this letter to the Private

Secretaries to the Chancellor of the Exchequer, the Foreign
and Commonwealth Secretary, the Secretary of State for Trade
and Industry, and to Sir Robin Batler.

e D. POWELL

Philip Mawer, Esg.,
Home Office
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PRIME MIKRISTER

HONG KONG BUSINESSMEN

You asked the Home Secretary to look again at ways of
attracting Hong RKong business talent to chﬂ United Klﬂgdum

His minuote {aktached) argues that counting t;gg spent in Hong
Kong towards the residence gualificatlion for British

citizenship is not & starter under tha law as it stands. He

advises strongly against trying to amend the law. He proposes

instead that we make greater use of the discretion allowed him

by the law.

T

In ezsence & busineszman with £150,000 to invest here can

obtain entry clearance, which allows him to live here, do

business and come and go Ereely. His stay can be extended

SN

annually for four years, after which he has the right te stay

permanently and apply for citizenship. Although the rules say

he has to be settled for five years to gqualify for

citizenship, the Home Secretary in practice has wide

—

discretion over how mach absence Erom the UE wonld bP allowed

in that perxiod. " The Home Suﬂreta:y'suggea*h that we ahﬂuld

make the facts, and the existence of some flEElbllltF in the

adminis -ratian ﬂF the rulﬁq. mare wiﬂ;ly knnwn in Hnnq Knnq‘

from the USA, Canada and Australia — a statement which is hard

e —

Lo Justify in the case of = Canada.
e ——

——
There are qEnuine difficolties. The whole purposa of our
Immigration and-ﬁﬁ¥fgﬁaflty lagislation is to stop people
coming here, not to encourage them. The same law cannot
simultanaously exclude poor Bangladezhis and encourage wealthy
Hong Eong businessmen, and an attempt to amend it in that
direction would surely cause all sorts of problams. The only

realistic course therefore is to see what exceptiﬂns can be

———

i

—
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Here I think you might legitimately go back to the Home

Secratary to tEry to extract a bit more on three points:

— e T = S —

= iz he sure that what he proposes is reallvy the maximum he

can offer within the existing statutory framework?

- iz there scope for altering the rules, as opposed to the

law? For lnstance could you make it possible for people

investing a certain amount in Britain to acquire settlement

here in taﬂ vears rather than four? Any such change would

have to apply to all nationalities, not just Hong Kong:

- can we nob be more fortheoming and explicit in what we

gay about the opportunities avallable to Hong Kong

buginessmen? It's a guestion of how far we go out of our way

to solicit them to come here. You might ask the Home
Secretary to draft a statement of the position which could be

handed to selected people.

Would vou like me to pursue these suggestlions in your name
(although I fear that the second one is probably not a

starter)? —-—
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Hong Kong Businessmen

Iy
1. 1 have seen a copy of Douglas Hurd’s minute of

Ejﬁccnnhnr to you about how we can help wealthy Hong Eong
businessmen who wish to acquire British citizenship.

o I+ is clear from the data in the attachmqnt to that

minute that our rules _Dn_'?etti_%m;z_n_t and citizenship for

investors are broadly in line with those countries (the
United Stag;;j E;neda éﬂé_iﬁgzraliaj which are the main
destinations for investment from Hong Kong. Our rules
appear a little more restrictive than those of Canada; but
they are significantly less restrictive than those of the

__;ﬁnited States. I doubt whether pur rules and procedures are

Z?Eﬂuﬂjﬂg us to lose potential major investors to such

/ countries: I suspect that other factors, such as the

~widespread perception of those countries as natural and
desirable emigration destinations, and the existence of
large and prosperous Chinese communities there, exert a

compelling influence on many potential investors.

3. 1 am keen to dco more for those very wealthy individuals

in Hong Kong who might nevertheless opt for Britain for

spacial (perhaps personal or family}_fﬁasnns. It is

encouraging that there is such wide scope for the Home

Secretary to use his discretion within the existinglaw. 1
agree with Douglas Hurd that more use should be made of this

flexibility in individual cases where it is clearly in the




national interest to do so. It should certainly be possible
to apply the rulea in such a way as to ensure that the
individuals concerned will have no difficulty in fulfilling
the requirements for Eettlﬂmenf_gﬁa_aéentuai-cgtiz;;;hip. )

4. I aleo agree with Douglas Hurd that mere should be done
to make the position better understood, both in Hong EKong
and in this country. There are channels through which the
message can ba conveyed, gquietly and discreetly, to
precisely the people whose investment and entreprensurial
skills we would welcome. 1 believe that it 1s important
that it should be done in this way: we would not want the
Home Secretary’s readiness to use his powers of discretion
to be misinterpreted as an overall weakening of the rules,
which could have unwelcome implications for our immigration
policy generally. WNor would we want our pelicy to be
misinterpreted in Hong Eong as a sign that we were losing
faith in the territory’s future (which we cartainly are
not), still less a conscious attempt to benefit Britain at
Hong Kong's expense (which would of course run counter to
our responsibilities towards tha territory and our
cbligations under the Joint Declaratien).

5. I am therefore convinced that it would be right to
proceed in the way set out in the Home Secretary’s minute.
We are already taking a number of measures to intensify the
links between top Hong Kong Chinese businessmen and the UK:

et =
wea have indicated our support for Mr Algy Cluff’s Anglc Hong

Kong Trust and David Young and Simon Glenarthur will be co

hﬂétinq the inaugural dinner at Lancaster House for the

ff;ég_gnlngatinn to coma here under the auspices of the new

Trust. There are also plans to invite tc Britain a
dETEﬁHEYbn of "young tycoons"™ - the up and coming generation

of some of the wealthiest and most influential Hong Kong




@

Chinese business families in the territory. These visits

will provide an excellent opportunity for us to get across
to those concerned a better understanding of what is
possible under our existing laws.

6. I am sending a copy of this minute to the Home

Secretary, the Chancellor of the Exchequer, tha Secretary of
State for Trade and Industry and to Sir Robin Butler.

{(GEOFFREY HOWE)

Foreign and Commonwealth Office
& December LSB&
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2nd December, 1988

“Dowv Bloin

BRITISH REPRESENTATION IN HONG EOHG

Thank you for your letter of 18th Hovember. 1
am sure the Hongkong Association greatly appreciates the
serious consideration that you have given to the problem
of the profound gap for Britishk representation in Hong
Kong. Yyour letter will be reviewed at our mecting on
13th December so this letter is only a personal one.

Your reply restates at great length and patience
the Foreign and commonwealth Office's policy which has
ministerial endorsement and wWe are most grateful to the
trouble you have taken.

I am sure the Association will fully support your
three objectives for overall British Interests in Hong
Kong.

In your summing up you lay great stress that the
British Government must take the broader view. We feel
you take a very nartow view on Britain's economic and
commercial stake in Hong Kong. You lay great stress aon
the excellent results achieved by the British Trade
rommissioner, ably backed up by British Ministers and
0.7.I. officials, on improving two way trade. But you
give no credit ner any great understanding for existing
long standing British investment and other commercial and
cultural activity in Hong Kong which holds a major stake
in the economy of Hong Kong in the trading, retail,
banking, communications, real estate, hotels, airline,

instirance, legal, engineering, accounting and many other
fields,

Conty cases
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Britain's competitors in these fields are given
their own Government backing by strong Consul General
offices and in the case of China the New China Rews
rgency, (who have had many concessions). BEritain's
competitors have their case put vigorously Lo a devolwved
and independent Bong Kong Government while British
interests are only represented by a senlor British Trade
commissioner with narrow ohjectives and low status.
Increasingly as Hong Kong moves to SAR status, the Hong
Kong Government will understably support local domestic
enterprises against foreign interests {for example airline
licensing and T.V. franchise policy).

What is best for British interests will be at the
mercy of masonic British Civil Servants in Whitehall and
covernment House with obvious conflicks of interests
kaking a "broad view" behind clozed doors.

Ta sum up we feel that the advice that FCO ig
giving to British Ministers in not having a British
Commizsioner in Hong EKong with egual status to other
consul Generals is having & long term and progressively
detrimental effect and is working against the Government's
stated policy "to maximise Britain's economic and
commercial stake in the territory”.

As 1997 approaches we will have missed the’
opportunity to build up the new Consul General's office on
a broad front which will then have to loock after British
intereste when Sovereignty reverts to China. We will
watch clesely how firmly the FCO arranges & guitable site
{at no cost) for the new Consul General office building
while Britain still exercises sovereign power.

Tn the meantime British interests in Hong Konag
will be {uniguely for the 16th largest trading nation in
the world) not properly represented despite massive
British investment and activity in the territory.

We hope while this serious gap exists the FCO in
their regular "consultations™ with the Governor of Hong
Kong who, to use your words is a negotiating partner with
objectives and priorities of his own and who under
deyolved power is responsible to the Hong Kong Executive &
Legislative Council, will encourage the Hong Kong
Government to take an evenhanded approach to British
interests in the territery. It would be supremely ironic
if, in their efforts to be fair, the Hong Kong Government
and FCO under British Sovereignty, disadvantaged Britain
and those British interests who since the territory's
¢oundation had done so much to create the modern Hong Kong.

ConE S saanns




in a recent letter to the Times (which we fully
suypport), the Foreign Secretary in deploring an acticle
which scandalously suggested that the PCO ecarried out anti
British policies for their own reasons, also welcomed
constructive and meaningful debate on important issues of
Foreign Affairs. We feel the lack of British
representation in Hong ¥ong is such an issue and We are
sure you will now understand and welcome if we widen the
Jehate in parliament, the media and other Government
departments so that the right policy can be constructed
woth for Britaim and in our view confidence building in
Bong Kong.

%ijuﬁj Cyt
.

HENEY EKESWICE

B.J.T. McLaren Es0. C.M. Gy

rsgistant Under Secretary responsible for
Asia and Pacific,

Room WH 323,

Foreign & Commonwealth 0ffice,

King charles Street,

LOMDON, S.W.lA ZARH.
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PRIME MINISTER

HONG KONG BUSINESSMEN

You told me. on 10 November. obout your concern thaot
in the run up to 1397 Hong Kong's business. monogeriol and
entrepreneurial tolent is being ottrocted to countries such
as Cancda. Australio ond the USA rather thaon to this country.
You suggested., in porticular. thot we might consider counting
time spent in Hong Kong towaords the residence quolification
for British citizenship.

2. The present low would not ollow us to do that. The
provisions of the British Notionolity Act (BNA) about the

residence in the United Kingdom. It would be rash to try to
amend legislation which, even if it could be confined to Hong
Kong. would re-open much of the argument about the citizenship
provisions of the ocgreement between ourselves and the Chinese
which were embodied in the Hong Kong Act. We should., for
example, be pressed hord ogoln about the position of persons
of Indiaon descent now living in Hona Kong.

L

e But we can wuse. aond moke more widely known. the
flexibility which is olreody ovoiloble within the existing
Iow. MWithout running the risk of being seen publicly to
encourage emigration from Hong Kong (which would be domoging
to confidence in the Colony) there is o considerable omount
within the existing Immigration Rules ond notionality
leaislotion which we can do to help, The following paragrophs
‘show how.




Y, A hypothetical husinﬂﬁsmﬂn investing £150,000 here. ond
creoting ot least two Jobs, would experience no dlfficulty in
cbtoining entry cleoronce, which would allow him to enter
and carry on his business in this country. and to come ond go
freely (Those figures gre likely to be revised upwords, but
ot tu an extent which would be significaont for the kind of
businessman we hove in mind.) When he entered, he would be
odmitted inlitially for a yeaor, and could expect then to have
his~ stoy extended for a further three yeors. ochieving
settlement ot the end of four years., assuming that his
business octivities here cuntlnued Thereafter he could
retain settled stotus indefinltelr; travelling outside the
United Kinodom as much as he wlshed provided he was not oway
e e i
for longer than two years at g_timﬁ. The some would apply.
throughout the period. to his wife ond minor children who

could come and go os they pleosed. together nf_ienurutelyd

- — —\-.___

=

o He could, if he wlshed. opply for cltizenshin a year

after being gronted settlement,

of five years’ resigEEce with no more than 450 duvs absence.
but 1 have discre to accept lﬂngarmsences and 1

frenuently do_so, We hove to be careful obout businessmen

living. paying tox or maintaining nny lnng term investment in
this countrys but where o businessman is genuipely QE;ed here
I often ollow as much as two vears' obsence {m the five vear
period. Where the facts of the cose justified it, ond did not
call in question the genuineness of his residence., 1 could
ollow even more. Where the residence criterion is sotisfied.
g British Dependent Territurﬁﬁfvnitiiﬁﬁ (which caotesory
includes the great mejority of those concerned) is entitled
to British citizenship.

6. Im short. mony businessmen are content to come ond go os
business visitors without bothering to seek settled stotus.
Those who hove estoblished themselves in business here find
no difficulty in ochieving settled stgtus. which gives them
security with mﬂximum flexibility as tu trovel and they can

B e .
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i ¥e have made some enaguirles about the proctice in other
countries, The results ore set out in the Annex to this minute
and 1 believe our arrangements are nnt_ungj;[g:tlve in comporison.
Some of those who have tackled vou (ond me and other colledgues)
on this subject moy simply hove bBeen exerting deliberate ond quite
understandable pressure to get us to relox our proctice even more
in their favour or to change the law.

8. All that said. 1 recognise that there 1is considerohle
confusion and misunderstonding in_ Hong Kong about our immigration
and nationality requifements ond in ﬂnrticu]ur the extent to which
I have discretion in deoling with individual cases. Certainly
Algy E_gff {with whom you are corresponding obout his proposol to
set up o Trust to promote two-way investment between the United
Kingdom and Hong Kong) exoressed this view when 1 exploined the

position to him.

9, Becouse notlonolity low is complex any description of its

provisions fromed in ggnerul terms sounds somewhot dounting. But
specific odvice reloted to the circumstances of o particular
individual or fomily would often show it to be much less so. |
therefore propose that we should seek to get ocross o more
geccurate. ond o more favourable., understanding of our low in the
following waoys:

(1) Ministers’ Private Offices (especially in DTI
and FCO) ond senlor officials in those
Departments should be enobled to contoct o
senior member of the | Hntlnnulitv Diulsinn of
ﬁﬁ_ﬁEhurtment, who would be in o position to
of fer SDEFdf ond outhoritotive odvice on the
position of o Durt1cu1nr Individuul who
might. for exomple. be cumnluininu “thot “the

Canodions do it so much better”;

we shall provide briefing moteriecl., and the
same point of contoct. to the Hong Kong Trade
Commission ond ony other contocts from whom




more general enauiries are received. My
officiols are in touch with those concerned
in the DTl ond the FCO to arrange for this to
be done. Such briefing will be kept up to
date. relylng on the FCO and our own
immigration contocts to warn of chonges in

procedures in competing countries.

10, [ hope vou ond colleogues will cgaree that this is the
best way to proceed.

I om sending a copy of this minute to the Chancellor
of the Exchequer, the Foreign and Commonwealth Secretary. the

Secretary of State for Trode ond Industry and to Sir Robin
Butler,

:g December 1988




OTHER COUNTRIES

We have concentrated our enauiries on the USA, Canoda and
Australia (which. we understond, would often he the Tirst choice
for mony Hong Kong businessmen and investors for economic reasons).

Z, We understand that investment ond TEEidEHEE in the USA glves
o businessman no avenue to cltizﬂnshln hnwever lung his residence.
Australio oppears to be more in line with us in requiring _three
years' residence before opplication for citizenship, followed by o =
further two years' residence. The Austrolions rEcngn1551 as we do.
that businessmen may have to trovel obrood ond the two vear period
need not be continuous. Periods of residence con be aggrecated to
moke up the two veors. In oddition. businessmen ore expected to
meet requirements reloting to good chorocter ond commitment to
Australia. They need on initiol investment of half o million
Austrolion dollars. o proven trock record and sufficient funds to
cover settlement costs.

¥, Conodn oppears to hove one importont difference compored
with us (ond others). It is $ti11 a country of immigraotion. and
the normal terms of entry aré T to receive landed immigraont stotus
on arrival. This is neorly equivalent to whot we coll settlement.
but the foct that it is ovailoble immediotely meons thaot the person
concerned con immedictely resume residence in Hong Kong. The
financial requirements for initiol entry aore stiffer than ours. ond
the quolificotions for citizenship oppear no more fovouraoble than
purs. Londed immigrant stotus is ovailoble to certain cotegories
of self-employed (in the arts. sport or consultancy fields), to
entrepreneurs (who must employ ot leaost one Conadian and have been
abTe to generate §500,000 by their own efforts) and to investors
(in the oreas of tourism. high technology and development). They
toc need to show that they can generutEgEEDU-Dﬂﬂ of income and are
required, in oddition., to invest o sum in the region of %250.000
for three years. These proctices vary from province to province.
with Quebec osking for o 500,000 investment for five years.

" ——




Thereafter the immigront must hove three years’' residence in o
five year period ond must opply to o Court of Citizenship if he
wishes to become Conadion. The Court expects, omong other things.

o knowledge of the officlol longuoges of Conoda ond evidence of
the immigrant's commitment to the country. There {5 a right of
agppeal ogainst refusal but opparently no flexibility or scope for

discretion In opplying the criteria.
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Forcign and Commonwealth Office

London SWI1A 2AH

Henry Keswick Esg

Chairman

Hong Kong Association

Swire House

29 Buckingham Gate

LONDON EWLE &LT 18 Hovember 1988

Nees Hnry,

BRITISH REPRESENTATION IN HONG KONG

Please refer to your letter of 1l October to David
Gillmore about British representation in Hong Kong. 1 am
replying, by agreement with him, in his absence abroad.

We are grateful for your Association's support for our
decision to up-grade the post of Senior British Trade
Commissioner in Hong Kong; and for your warm persconal
endorsement of Mr Reg Holleway. I believe the decision
has been welcomed, both in Hong Kong and more widely, as
@ measure of our political commitment to the territory
and of our determination to develop further our
substantial commercial interests there.

1 am sorry, however, that despite this important step
forward you feel there is still a gap to be filled as far
ag British representation in Hong Kong is concerned. We
have considered very carefully the comments which you
have made and the proposals which your Association has
put forward. We understand the concerns that underline
them and appreciate the constructive way in which they
nave been expressed. Ministers have carefully considered
the points which you raised, and have endorsed this

Feply.

You refer im your letter to overall British interests in
Hong Kong. 1 would suggest that these might be defined
in the following way:

= to assist in maintaining the stability and prosperity
of Hong Kong up to 1997 and bevond:; and to this end to
uphold the authority of the Governor and the Hong Kong
Government so long as HMG are responsible for the
administration of the territory;

PRIVATE AND COMFIDENTIAL
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to maximise Britain's economic and commercial stake in
the territory both in the immediate futurae and in the
longer term;

to plan for a suitably dignified and wisible presence
in Hong Kong after it reverts to Chinesa sovereignty
in 1997, as a base from which we can consolidate and
fturther expand all our interests there.

1 do not believe that your Association would disasent from
any of these objectives. It is strongly in the interests
of the international business community that Hong Kong
should remain stable and prosperous, under a strong and
avthoritetive local administratien.

Where Britain's economic and commercial interests in the
Lterritory are concerned, these are being vigorously
pursued in a range of ways:

- through the activity of the Senior British Trade
Commissioner and his staff;

through freguent visits by British Minister. Lord
Young takes a close personal interest in Heng Kong. Ha
visited the territory earlier this Year: so too have
four other Ministers with commercial responsibilities
in just the last three months.

through work by DTI officials to identify and exploit
the commercial opportunities cffered by Hong Kong's
dynamic growth. Senior DTI officials are in fact
visiting Hong Kong during this month, one to review the
contribution British industry can make to ma jor
projects planned in the public and private sectors, and
the other to consider trade promotion more generally.

These efforts are yielding results. British exXports
increased by 5.4% in 1987 to £1013 million. Twenty=four
DTI-supported outward trade missions visited Hang Kong in
1987 and there were six supported British ventures at
international exhibitions as well as one promocion of
British consumer goods at Matsuzakaya, a Japanese
department store, Twenty supported missions and eight
jeint venture exhibitions are planned for next year. We
are not complacent, but we do think that some credit isg
"due for this improvement.

In addition to this activity in direet pursuit of our
economic and commercial interests in Hong Kong there is

of course close and frequent contact hetween the British
and Hong Kong Governments. Contrary te the impression

/whieh
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which you give in your letter, the Governor keeps clesely
in touch with the Foreign and Commonwealth Office. He
returns regularly to London for consultations with the
Foreilgn Secretary and with other British Ministers.

I suggest that it is against this background of close
contacts and vigorous trade promotion activities that
your proposals need to be considered. I take them in
turn.

(i) We do not believe that it would be appropriate to
recame the post of the Senior British Trade Commissioner.
To dascribe a commercial representative of the British
Government in Hong Kong as Commissioner, with all the
wider connotations of this term, could too easily convey
the impression of a second, alternative source of British
authority within the territory. This would detract fros
the position of the Governor: it could alsoc all too
2asily be interpreted as an arrangement likely to be
inherited by the Chinese Government, contrary te the
terms of the Joint Declaration, after 1997. That would
be in the interests of no-one, least of all those of the
business community. The Hong Kong Commissioner in
London, to whom you refer, is in a different position and

has quite different functions.

(ii) I have described above how Britain's economiec and
commercial interests in Hong Kong are pursued by personal
viositd by British Ministers to Hong Kong, as well as
through the visits of officials and the activity of the
Senior British Trade Commissioner. Given the other,
broader factors to which I have drawn attention, I do not
think that a case can be made out for a change in the
present system. The Hong Kong Government place great
importance on their even-handed approach to all ocutside
commercial interests. In our contacts with them, they
assure us that this applies to British interests as to
those of other trading partners.

{iii) The question of a site for a British

Consulate-General is under direct discussion between the

British and Hong Kong Governments. The Senior British

Trade Commissioner is also playing a role in this

preparatory work. I believe this arrangements is
satisfactory.

(iv) In a similar way the sharing of defence costs and
bilateral arrangements for air services are by their
nature essentially matters for direct negotiation between
HMG and the Hong Kong Government. 5Such matters are
naturally alsoc dealt with in odr contacts with the

JGovernor,
= 3 -
PRIVATE AND CONFIDENTIAL




PRIVATE AND CONFIDENTIAL

Governor, including on his reqular visits to Londen. The
Hong Kong Government has long enjoyed a high degree of
autonomy in these areas. It is a negotiating partner
with objectives and priorities of its own. There would
be serious implications for the similar degree of
autonomy which Hong Kong is due to enjoy after 1997,
under the terms of the Sino-British Joint Declaration, if
this leng standing position was not acknowledged.

I should note in passing, in relation to your suggestion
that defence installations may have been "given away",
that all land occupied by the Ministry of Defence in Hong
Kong is held by the Crown in the right of the Government
of Hong Kong and automatically reverts to that government
when there is no further defence regquirement for it. The
new Defence Costs Agreement signed this year runs till
1997. There should be no need for further substantive
negotiations.

() The Senicr British Trade Commissionar already takes
the lead in drawing up the programme for Egitish
Ministers and officials with trade responsbilities when
they visit Hong Kong. Such Ministers pse the Trade
Commission as their working base, far example for holding
Press conferences. The Senior British Trade Commissioner
is also fully involved in visits to Hong Kong by FCO
Ministers and briefs them on the work of his office in
the promotion of British trade and investment.

(vi) I strongly agree with what you say about the
importance of a higher level of British activity in
Taiwan. But for both practical and political reasons, I
do not think that it would be right teo invelve our Homng
Wong Office in this. Instead we and others concerned -
notably the Anglo Taiwan Trade Committee - have been
locking at ways of doing more on the spot in Taipei. The
ATTC will shortly be moving into new offices: it has
plans to enlarge ite staff. In the course of next vear a
start will be made on cultural promotion in Taiwan and, T
hope, more efficient arrangements for handling visas will
be put into place.

To sum up, we share your Association's desire for a
strong British presence in Hong Kong before and after
13997. We share your expectation that this will help to
promote confidence in the future. We will further our
economic and commercial interests in the territory with
all the means at our disposal. But it is the
responsibility of the Government to take the broader
view. We have to recognise and accommodate our wider
responsibilities in Hong Fong: and that leads us to

fdiffer

- A
PRIVATE AND COMFIDENTIAL




PRIVATE AND CONFIDEWTIAL

differ from your Association over the exact
repregsentation should take. But I hope ]
to demonstrate that within

form our
have been able
that framework wWwe are At one

over objectives in Hong Kong.

o Gt
.

E J T McLaren

Sir Adrian Swire
Vice-Chalrman
Hong Kong Association
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Foreign and Commonwealth Office

London SWIA 2AH

24 October 1988 5
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Thank wvou for vour letter of 5 October about
Mr Algy Cluff's proposal to establish a Trust to promote
two way investment between Britain and Hong Kong.

T

e have considered with the DTI how the Government could
make a contribution te Mr Cluff's project. We propose to
offer to bear the costs of the inaugural function at Lancaster
House, which either Lord Young of Lord Glenmarthur will host.
The costs would be shared egually between the two departments.
Further invelvement by HMG in the project can best be considered
at a later stage, when we are in a position to assass the
initial response and the chances that it will get off the

ground .

Lord Glenarthur is writing to Mr Cluff accordingly,
incorporating the other points in my letter of 3 October,
which the Prime Ministel has endorsad.

We have taken careful note of the Prime Minister's comment
about British citizenship for potepiial jnvestors. The Foreign
Secretary would also wish to be invelved in any further
conalderation of this m: R

I am sending a copy of this letter to Neil Thorton

and Philip Mawer {Home Offical.

.'Illlr'lﬂh"n"l..l. ; 1:' |...' ﬂ"\-.r"rr-\_l

i |

&
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(R N Peirce]
Private Secretary

C D Powell Esg
PS/No 10 Downing Street
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Foreign and Commonwealth Office

London SWILA 2ZAH

17 Gctober 1588
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The Foreign Secretary thinks that the Prime Minister
may be interested to see the enclosed report by Mr Patten

about his recent visit to China and Hong Kﬁng-‘—*——hnﬁ,__‘%a

Jors, onir

Iete™ -

(R N Peirce)
Private Secretary

C D Pawell Esg
PS/No 10 Downing Street

COVERING CONFIDENTIAL
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FROM: CHRIS L
. PATTEN "= 6 2

%
DATE: 28 SEPTEMBER 1988

g¢ PS/ALL Ministers
PE/PUS
FS/Mr Caines
Sir Alan Donald, Peking
Bir David Wilson, Hong Kong
Mr Alnscow
COA Under Secretaries and
Heads of Profession
Mr Gillmore
Mr Mclaren
Mr Cooper
Mr Hum
Mr Graham=Harrison
Mr Machin

aC'b"‘-”HH-«;. 9/}){@&; :

secretary of State

VISIT TO CHINA AND HONG KONG

A visit to China is far better value than a guineas B minute. This was
my thirty sixth country since joining the ODA. Nowhare has exeited me
more — or anything like as much for that matter. (I daresay that one would
ba less than normal not to find a fifth of humanity rather interesting!)

Nowhera hawve my hosts been warmsr or more wealcoming.

2. ta many unique qualities notwithstanding, China shares many
characteristics of other developing countries. Its economy is still hesavily
agricultural; iis infrastructure is inadequate; there are shortages of
skills and, abgwe all, there is poverty. At US$300 per annum, China's par
capita income is still low. But there are no glaring gapa between rich and
poor. It seemed Lo me that ordinary people wers better off than
counterparts im, say, India : not only in the cities but im what little I
saw of rural areas people on the whole appeared adeqguately fed, clothed and

healthy.
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oa The main purpose of my visit was 0 sign a second conceasional
financing arrangement for £300 million. This new Facility has increased
flaxibility as compared with the first loan in offering the use of either
mixed credit or soft loan, and in project identification/selection. Theare
is every progpect of allocating funds so that projects can be signed morse
quickly than under the first loan. Our commitment is for three years, but I

mada clsar that if the funds were allocated more guickly we would review the

position.

4. I feel generally confident sbout prospects for ATP in China, because I
fully expect to bg able to rely on the Chinese to make sensible use of
funda. I am, however, concerned asbout two thinge. Firet, it is important
that we should not take toc short term an approach to ATP proposals, Qnd

——

rush in to back any reguest virtually regardless of whether it is necessary

t5 clinch a commercial deal or whether 1t is likely to open up Ffurther

business opportunities. We need to bear in mind that the ATP budget is

limited and that money committed to one project will not be available to

——

support another [maybe better} project elsewhere. It is, sorsover, only
R el e = L e

common-sansa to take a view about which countriss are likely to be the best

long-term potential markets. China com2s at the top of my list. Secondly,

I am concerned by the degree of dependency on ATP of some UK firms. They
are often all too ready to hint at or sven of fer more government support

than we may wish to provide or than may be necessary to win the contract.
Since all concessional financing is now governed by the same international
rules, what really determines whether cor not a company gets a contract is

whether it is competitive itself, not whether government support is
L—

competitive.

5, I was ahle to see something of our TC prograeme. This seems to me to
be, in several respects, a model of i%s kind. [t is carefully [ocussed, on
four key aress : technical consultancies, training in ths UK, ELT and
academic links, These are priorities for both the Chinese and Sursalves.
The bulk of this programme is managed - very capably - by the British
Council, thus allowing scarce staff resources in ODA and the Embassy to be
concentrated on ATF. The programme has besn formilated with our

commercial interest very much in mind but, quite rightly, taking a
positive view of the long term benefits of activities such as ELT

and training. It eannot - unfortunately - be readily replicated

felsewhere;
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glsewhere; we started virtuslly from scratch three or four years apo,
unancumbered by the complex historical baggage which weipghs on our aid
relationship with recipients like India. The programme in China very
clearly provides excellent valus for money @ perhaps more so than any other
country I have wisited. Aid is used highly effectiwvely by tha Chinsse,

B. Dur consultancies” programme Focusses on specialiseéd areas whers China

-

lacks expertise. I visited a canal irrigation and water supply system near

Peking whers the contributions of sewveral British compani=s ares cl=arly
greatly walued, and also went to see a low cost housing project in Chengdu,
asfschuan provinca. The consultancies programms makes an important
contribution o Chinese projects and is valuable te UK compani=ss in
introducing firms to the China market and securing (non aid Cinanced)
equipmant exports. This part of our programme is et to expand
substantially, a= ia our ELT programme, throuogh which we are currently
supporting about 40 British experts, Chinese counterparts in UK, books and

other materials. There is a strong Chinese commitment to increase knowledge

of the English language, and I was both surprised and impressed by the

number of my interlocutors who had at least a working knowledge. Our effort

ig carefully geared, by concentrating on key inatitutions, to securs the
maximum multiplier effect. This is an area in which the UK haz an obvious
comparative advantage, and I saw good examples of our work in Chengdu and

Shanghai.

W I was impressed by the Universities I wigited in Peking, Chengdu and
{particularly) Bhanghai, and we are building a valuable link programme
beatwesn these and other Chinese institutions and British universities and
cther ceéntreas of excellence. In addition to these links {(now nearly 100 in

number) , we support through several training programmes about 1,000 Chinege

students in UK.——T think that the planned expansion of the FCO SAS to
provide 100 new senior fellowships for high fliers should be particularly

valuable.
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8. Shanghai was our last stop. Our time there was heavily curtailed by
the cancellation of our Clight from Chengdu @ CAAC do not hawve a high
reputation. But even a Tew hours was enough to convey a clear impression of

a dynamic and rapldly developing city. Ghanghai is starting %o put in place

—

the first of the building blocks that have helped other Asian cities to
: i
expand rapidly, eg modern hotels and better infrastructure. There will be

gseveral big projects (in addition to the metro) in Shanghai in the next fow
years and it would be & pity to miss out on these. Pilkingtens have led the

= § e
way with their glass factory, a jeint venture established without a penny of

British taxpayers' money. It is a most impressive operation. We should aim
to"Ect @ commercial foot in the door as Shanghal beging to take some of its
environmental problems seriously. I am surs that our excellent Consulats

there will keep us in touch with all the possibilities.

8. I have three general observations. First, no one mentioned the word
e S et

Socialism to me once. I am &ll foo inexpert but it seem= to me that China

is set pretty firmly on the road to greater economic freedom, though the

FEEE mey vary from time to time for understandable reasons (eg the present
concern about the elfTect of price reform on inflation, eapecially in the
eities). Second, 1 have been nowhere slse where the disjuncture hetwggﬂ_znfﬁﬁ
gize of our aid programme and the pursuit of the pnational interest is 5o

manifest. With a market set to grow towards 300 billion dollars by the turn

S r
of the eantury, with the immense goodwill “towards Britain that is shown at
every level, with the Prime Minister's credit and your own so immensely hipgh

wa should be running a programme on the sams sort of scale as our operation
in India. We cannot just find the money elsewhere; we are stretched pretty
s e

tight as it 1s, with a steady stream of new requests. Mind, British

businessmen are not exactly demonstrating Esst India Company

A
entreprensurialiem in China at the mosent. At best, there seems o be a

Tesling that China can be "done" from Hong KEong: at woret, there is total

inertia. This 15ck1nf interest i not shared by the Itelians; or the
1

L
French; or the Japanese. BEritish firms, for example, hawve apparently

declined to respond to Chinese entreaties to get involved in the development
of the chemical industry. The lobby of the Great Wall Sheraton was full of
gvelte Italiana from their chemigal industry, in Peking to sew the future up

with the help of "lcadsalira"™ from their government. © me, O mi.
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10. Third, while the Embassy staff are coping well, they do appear & little
thin on the ground given the potentialities of the country. One cannot help
b

but thipk of the scale of the enterprise at other posts, like Tokyo. Are

the days gone forever when Peking could boast all at thﬂ_aﬂgg_gémp a
Fretwell, a Hurd, an Evans and a Donald, plus much more? Have all the

young 3inologists gone to the clty? HNone of my business, but it does strike
8 reasonably experienced itinsrant like me as a bit rum. At the margin,

Alan Donald is anxious to bposaden the sxperfise within the Embegsy with a

saconded ODA officer, probably at Firat Secretary level. We shall ses what

e

we can do to help.

11. And so from China %o Hong Kong, which illustrates just what the
cambinaticon of Chinese hard work and entrepreneuriaf akill is capable of
once thoge forces are allowed to flourish. It geems to me likely to become
an imcreasingly explicit model for the rest of China - particularly the
“coastal cities like Shanghai. It is hard for the amateur to detect any

supposed deterioration in confidence; thg city hustles as busily as always,

and ever more fanciful and daring buildings scrape the Etﬂr%-

12. My main purpose in going to Hong Kong was to find out for myself about

the Vietnamese boat peopleé. 1n addicion o spending a full morning visiting

gome of the camps (the detention centre at Hei Ling Chau and refuges camps
at Tuen Mun and San Yick] I was able to discuss the situstion with both the

Governor and the Chief Secretary.
= Eices e e

13. We have two major objectives to meet. First, we need to have a clear

idea abiout The timetable for dealing with detainees and refugees, and to set
our own agernda to the extent possible. Secondly, we nesd to be able to

déﬁanatrate to _sctual and potential critics that we are treating both groups

e p—

fairly and ressonsbly. As far 8s the timetable is concerned, we are
three-fifths of the way there. We have agreement on screening procedures;
we have increasing liberalisation of refugees (who are now in the process of
baing lst out of the camps to work or to attend schools); and we have UNHCR

agreement on the status and treatment of non—refugees. (It is of course

immensely wvaluable to have some scort of UNHCR legitimisation of our

efforts).

CONFIDENTIAL
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14. Two formidable stages remain - further bilateral discussions with the
Vistnamese, and multilsteral discussions (an Asean Conference] probably in
the Spring. This does not allow us the luxury of linking any actlon we
might take with Vietnamese withdrawal from Cambodia; it is all moving too
guickly for that. I am certain that we should not be drawn into discussions
with the Vietnamese about long=term development assistance at this stage;
but equally I think it certain that we shall need to offer some sort of

rehabilitation sssistance if a solution is to be found. I shall want To

keep a very close grip on this. At present my thinking iz that we should be

aiming for (a) a financial contribution to the UHHEE_ﬂp::ﬂiiﬂﬂEithEEg_EEpg

ifSelf, (b) encouragement to the UNHCR to launch {at our expense) a small
FEEEE_EEEEEE-EE—EEIE?” the first group of detainees to Vietnam, and (c) =

contribution when tha UNHCR appeals for its overall regicmal programme of

N : .
assisting returning economic migrants, I mention the pilot scheme at (b)

because I think it important to get something moving reasonably soon, and

certainly before the Asean Conference, in order to reassure opinion 1in

Hong Kong.

15. I think we are on reasonebly good ground in presenting our treatment of
refugees and detaineess. For the [iret group, conditions in the closed camps
are crowded, and in San Yick 2,800 refugees have been indoors in one
HET?ET;E_:xmnnt constantly for several weeks. But the end of the road
(which began six years ago, in some cases) is now in sight for them, and

their morale seems high. For the det&inees,.EEE problem is potentially more

serious; thEy know that they will not be accorded refugee status, they have
little with which to occupy their time, and viclence could flare up at any
time. The more we can secure the support of otherz, like the UNHCR and ths

Save the Children Fund, in runnlné the camps, the more likely we are %o

£ 5
avoid an incident amnd to secures at least some support for our position if

one occurs. Such an incident may prove to be the recent allegations of
ill-treatment at one centre, on which an independent commission is about to
repart. But our best defence must be that we are doing all we can to ensure
that all categories of detainee and refugee are adequately housed and fed,
and that they are treated in accordance with internmational law and
humanitarian principle. ALl that I saw and heard suggested to me that we
have a very good case, but of course we are to some extent in the hands of

Jehance.
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chance. A&n incident in one camp could bring down on all our hesds tha

obloguy of the world's press. And inevitably one regards with little

enthusiasm the publieity that will surround the journey home of the firet

group of reluctant returnees. But we must get ashead.

16. I am no Hong Kong watcher, but I was struck by similarities with the

exotic politics of Ulster : the same incipient feeling of betrayal, the same

int gion and navel watching, the same fascination with every twist and

3

turn of polities, the same insatiabla d;EIr: to be comforted and assured of

Abcundless and ungualified affection.

.

17. I was delighted to be able to take Lavender with me on this trip; she
anjoyed 1t every bit as much as I did, and she was made most welcoms
wherevar we went. Alan and Janet Donald (whom I had already ancountared im
Jakarta) locked after us with great brio and kindness, and - as the wiser
sort of American might say - the Chinesa seem to be enjoying them ewery bit
as much as they enjoy the Chinese! It was a great pleasure to spend nearly
a weck in their company; I hope they felt the same. Twenty-four hours was
all too brief a time to apend with David and Natasha Wilson. But we crammed
& good deal into That period, and we were entertained majestically. As ths
Princess Royal had been their guest the previous week-snd, they had clearly
had plenty of practice. It is nice to see the right people in the right

Jub.

{40
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HONG KONG (A political point) (Aamaflher . A et
I have just spent a fortnight in Hong Kong and I ﬁhk‘ﬁik*?x
continue to feel uneasy and saddened on how British {bﬁﬁtﬁﬁ?}
Y

PERSONAL AND PRIVATE

interests are being looked after there.

I am not alone in feeling British representation
should be improved in the territory and I enclose for flﬁ;"ll Q'..Ir"'
informatiopn only a copy of Adrian Swire's and my letter
from the Hong Kong AssociaEion to the Foreign DETice Vo .-r.,j-'ﬁ
giving the Association's views. We hope the official
reply will have strong Ministerial guidarnce.
— _‘_——_
The Hong Fong Assgociation Committee represents
the combined views of the principal British long-term
investments in Hong Kong: Swiree, Cable & Wireless, thes
Hong Kong Bank, Standard & Chartered Bank, Inchcape,
ghell, P50 and Jardines. Hopefully we will all be there
in 1997 when the British Government withdraws to only a
Consul-Ceneral in the territory, a strong bridgehead for

British influence and trade in the Asia Pacific area.

My more cautious colleagues asked me to take out
a policical point from our letker to the FCO in case aof a
change of government but perhaps at the time of the Tory
Conference 1 can make it privately.

The Conservative Party under Margaret Thatcher
was elected for an unprecedented third term on a strong
manifesto which included Decisive Government;
Privatisation; a statutory regime of business ethics;
and price and leadership for British worldwide success. ]
We are seeing at Brighton Minister atter Minister pushing 4
back the frontiers on these objectives set by the Lp;r_}nn{j
manifesto.

.‘.,‘:lg'i,'l | s "I'.i'

Like the local authorities in Liverpool and Brent
the Hong Kong Government has the constitutional right —
under devolved government to go its own way in many areas
and ignore Central Government policy, but gplike the
couneillors of Liverpool and Brent who are elected, the
sepior members of the Hong Kohg Government are British
appointed Civil Servants who should know better.

Britain's overall sovereignty of Hong Kong until 18937 is
enshrined in the joint declaration.

On Decisive Government ”“”EC¢§§E££-§%$;HEFCiEiﬂnﬂ
are being made pn a new airport:; imfrastruc -
improvements and the provision of land for a new consul-
General's office. On Privatisation there is sullem
reslstance to entertain any privatisation of the Mass
transit railway, Kowloon Canton Railway, Government office
blaiTHtmy=—ami—urban services. On Business Ethics, making




& 5=

insider trading a criminal offence is being resisted.
Powerful CHINEEE Inf&resEE are being appeased to allow the
Ppeputy Chairman of the guasi-Central Bank to continue in
;mgfice_ggqute being found by a judicial Eribunal a
Feulpable insider trader. On Eritish Pride and L&é¥dership,
the Prime Minister promotes by her own personal emergies
British pride and success all over the world, but the
Goygrnor of Hong Kong shrivels from being pro-British. He
can not even attend a lunch hosted by Ehe DORe br -
cloucester for the British Association of Architects in
cage he gives the WLOnNg IMPLession. -
1t is for these political points that under a
system of devolved government in Hong Kong there should be
g British Commissioner to monitor and encourage
conservative Government policy and look after overall
British interests.

l4th October, 1988
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TELEPHOMNE Swire House
O1-HEY SRR 58 BucKiNGHAM GATE
o1-831 3221 LoMnDoN SWIE 8AJ

11th October, 1988

HE/AD FRIVATE AND CONFIDENTIAL

. H. Gillmore, Esg., CMG,

Deputy Under-Secretary of State, i ==t
Foreigqn and Commonwealth Office. _;1,_{ ﬁgwnxv.
Ream W 37, ~ gl —

King Charles Street, 1; . l Ao

London SW1A 2AH. 5 “w {1‘*’ S ==
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now been discussed by the full Committee of the Hong
Rong Association. May we gay first of all that we
Very much welcome the up-grading of the British Trade
Commission by re-grading Mr, Req Holloway to
ampassadorial rank as we feel this iz an encouraging
start to filling the very serious gap for British
reprasentation in Hong Kong. This new status will
greatly assist Hr. Holloway in the First-class way he
carries out his current brief.

I refer to your letter of 25th Bugust which has ulﬂlk }\
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Can we now go on to explain why we see a saricus
gap exists and what steps the Fco might consider to
£ill thiz gap.

_ Our understanding is that the Governor of Hong
fong is appointed by the Queen under advice from the
Secretary of State but that after this appointment is
made, the Governor is advised DY the Executive and
Legislative Council in Hong Kong whom he serves and
to whom he ‘owes hise loyalty. We are often reminded

that direct rule from Whitehall does not exist.

Overall British interests inp Hong Kong have only
limited representation EAiCept in the commercial field
where up until recently they were looked after by a
Senior Trade Commissioner, who was not even aof
ambassadorial rank. A whole range of other British
interests are not supported at all which Put aug
national interest at a disadvantage when compared
with say the strong presence of an American or ;
Japanese Consul General or in the case of the Feoples
Republic of China of a significant presence in the
New China News Agency.

AS We have said, up-grading the British Trade
Commission by re-grading the senior British Trade
Commissioner is a start in filling this gap but pur
Agsociation feel you might like to Fill this gap ewven
further by considering the following proposals.

i To show his new authority you might consider
re-naming the Senior British Trade Commissioner
to be called the British Commissioner as Head of
Mission in Hogg Kond, (This will eage the path
for the British Commigsioner becoming the Consul
General in 1987.) The Hong Kong Commissioner in
London is not called the Hong Kong Senior Trade

Commissioner.
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The British Commissioner will Ery and ensure
that the Hong Kong Government was on all
occasions even-handed in their SECitude Towards
overall British interests ™ Hong EKong.

The British Commissioner would epnsure that
British interests are positioned at an early
Stage to play a major part in Heng Kong
Government public sector construction contracts
iwe have in mind particularly the construction
of a new airport and he should he watchful that
unfair trade practices by foreign competitors do
not arise),

The Britieh Commissioner should be respansible
for ensuring that a suitable site for a new
Consul General's office is made available b¥ the
Hong Eong Government on satisfactory terms.

We believe the British Commissioner should in
future be informed of defence negotiations in an
attempt to minimise future unedifying squabbling
between Whitehall and Hong Kong (we also feel
the Miniatry of Defence installations may have
been given away to the Hong FKong Government
without a suitable guid pro gquo such as 3
Suitable site for Lhe new British Consul
General's office.)

We believe that the British Commissioner ehould
in future be kept advised of bi-lateral aviation
negotiations in Hong Kong so that the United
Kingdom position can be watched from an overall
commercial view.

We fee]l that the British Commissioner and his
Mission should, aon all cccasions, be
substantially involved with U.E. Ministers and
senior Civil Servants when they visit Hong Kong,
and with the preparation of their Programmes so
that they can be briefed how British interssts
are involved (we feel this should include
Foreign Office Ministers).
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The British Commissioner might involve himaelf
in trade and cultural relatisns With Taiwan
where the U.K. has no offieial diplomatic ties.
Trade cpportunities in Taiwan are significant
and a higher level of British activity there
should not be an embarrassment to the People's
Republic of China who are also increasing their
trading and cultural links with Taiwan.

We look forward to your comments after you have
had Ministerial quidance on what we hope will be seen
45 constructive suggestions as to how the gap for
British interests in Hong Kong can be filled.

We see no reason why the Joint Declaration
cannat be implemented with honour and advantage for
Britain, as a strong British pPresence in Hong Kong
before and Particularly after 1997 will in iteelf ba
4 natural confidence builder for the future and
should be welcomed and Xpected by both the people of
Hong Kong and the Peaple's Republic of China.

Ltjah»- anluamﬁ:}

/Lﬂ-jL@:—“\ i, fute

HENRY KESWICK SIR ADRIAN SWIRE
CHAIRMAN VICE CHAIRMAN
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10 Sctober 1988

HONG EONG

The Prime Minister was grateful for your note and will
reflect on it. She shares the concern about our failure to
affer an 'insurance policy' to Hong Kong Chinese who would
otherwise want to invest in the United Kingdom and will
continue to pursue this with the Secretaries of State
concerned. I think she is more sceptical of the practicality
of having a High Commissioner as well as a Governor or of
expecting major contracts deliberately to be steered in the
UK's direction. Hong Kong's prosperity is based on free
competition and that must be preserved.

Charles Powell

The Right Honourable Peter Morrison, M.P.

STRICTLY PERSOMAL




At her rext bilateral with the Home Secretary,
the Prime Minister want to revert to the subject
of British citizenship for Hong Kong investors.
But no need to warn him: she wants to ambush

him!

Charles Powell

10 october 1988
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The Rt. Hon. Peter Morrison, M.P.

HOUSE OF COMMONS
LONDON SWI1A DAA

PERSONAL

Y

PRIME MINISTER
Hong Kong

[ have just returned from a visit te the Far East; where I
spent a4 few days in Hong Kong. [ am writing this note
because I am genulnely concerned about the state of affairs
there, and do not know how to persuade the Foreign Office to
even consider that they may be building up considerable

trouble for the future and well before 19%97.

As you know, far better than 1 do, what has to be achieved

is a delicate balancing act. For the moment that balance is
just about in equilibrium, but I do not believe that it will
remain so. As you would expect there is a marked exodus of
the middle-class particularly to Canada and Australia.

Lydia Dunn quantified that to the extent of £350 million per
every 500 families leaving; Lydia, now the Senior Member of
EXCO, and her hushand, the former Attorney General ol HK,
are not one bit happy that all of this money should be going
elsewhere other than to the UK. They both think that with a
little bit of lateral thinking we could, at least, not seem
to be the enemies of those who are buying their insurance
policies in case 1997 does not go according to plan. They,
and 1 sagree with them, feel that what is eurrently a trickle
of middle-management will turn info a Corrent, They can
neither understand nor know how to change our current policy
which they do not agree with. They are concerned that if no
change happens over the next year or two, then a backlash




against our agreement with China could easily take place,
thus putting into jeopardy the smooth Cramsition in 1997.

It is easy to state a problem, as I have done, but useless
without giving possible solutioms. It seems that Chere are
two possible ways ahead;

Either to instruct the Hong Kong government to Cake
more seriously inte account the interests of Great
Britain, thus restoring confidence of those Hong Kong
Chinese who lean towards us. 1 suspect that the Hong
Kong Chinese would favour this course, but given the
difficulties for the Governor of holding the balance
up to 1997, I think this is asking him to do the

impossible.

Or te set up what would amount Co our own High

Commission in Hong Kong. As you know the status of
the British Trade Commissioner, who incidentally does
a very pood job so far as he is allowed to, has
recently been enhanced but not by anything like
enough. He is still seen as very much the junior to
the Governor, and not to speak for Britain. [ favour
this course of action because Bei jing is doing
precisely the same. First of all it would make the
Governor's job very much easier. Currently, and
unfairly so, he is not very popular, but that is
because he is being asked to ride two horses and
falling through the gap. I he Is seen to be "the
Governor of Hong Kong'" and as such holding the ring,
then he would be above the fray. Second, I am teold
by my Hong Kong Chinese friends that the Chinese
leadership in Bei jing would respect Lo a far greater
extent the British standing up for their interests;

as they do themselves.




[ suppose Cthat some would say that all this does not matter

much if we can get to 1997 without too much trouble and get
shot - of our responsibilities. 11 cannot go along with that

view when we have a major toehold in a part of the world

which is bpecoming increasingly important. We have so many
friends in Hong Kong who want Eo remain verv close to Great
Britain and it is because of that that I have written this

note Lo vwou.

FETER MORRISON
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PRIME MINISTER

HONG KONG

Peter Marrison asked me to pass vou this without going through

e
=

the normal channals.

I am not guite sure what he is driving at. But I know that he
spent a lot of his time in Hong Kong with Henry Keswick and

- _-_._- ]
suspact that he is to some extent reflecting Henry's views.

These are in summary that we are not looking out sufficiently

i

for British intersests - in particular commercial interests —

in Hong Kong. The Governor has to be even-handed and cannot
o

prﬂmaiﬂ the British interest or point of wview. Our Trade

Commissionar is too lowly to have much effect. In conseguence

L e e Semino= -

we logse out to the Japanese etc. The answer is to appoint a
st =

British High Commissioner to look after specifically British

interests, leaving the Governor to govern the colony in the

best interests of its inhabitants, I ses the problem but I am

S

nokt sure this is the solution. It might cause confusion to

e RS

have two centres of British representation. One could argue
that the Governor and the Administration ought tqmtip major

contracts rather more Britain's way instead of 1eaﬁing over
Packwards to be fair. This is really what Henry Keswick and

others want. There will be scandalised sguawks 1f 1t is
suggested: and anyway it is in Hong Eong's interest to hava

competition, not see the dlece loaded unfairly for British

e
COMPaAN1ES .

The other aspect is that of an "insurance policy™ for Hong
FEong entreprensurs and middle management. This is shorthand
for making it easier for them to gain British citizenship. I

think the time has come when we ought to look at th{ﬁ again.
I1f we are ever going to get anyuﬁg;;:rl think that you have
first got to break up the alliance between the Home Office and
the Foreign Office. You may therefore want to get the Home

Sacretary in for a talk aftar the party conference. BAgree?

Charles Powell
7 October 1988 SLHEBAT
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10 DOWNING STREET

LONDON SWIA 2AA ,
Frow the Privare Secrerary 5 QOctober 1988

PAYY

HONG EOHG

Tha Prime Minister haa seen your letter of 3 October
setting out how we might reply to the letter from Mr. Algy
Cluff proposing the establishment of a ktrust to promote
two-way 1investment between Britain and Hong Kong. She would
ba grateful if Lord Glenarthur could reply on her behalf
along the lines set out in your letter but she has two
comments. Firsgt, she does not think i1t right to leave
Mr. Cluff to bear all the financial costs: the Govarnment
should make some contribution. Secondly, she very much
agrees that the issue of British citizenship for potential
investors is likely to coma up. She continues to believe
that wa could adjust our policy on this and will wish to
discuss this again with the Home Secretary.

I am sending a copy of this letter to the Private
Sepretaries to the Secretary of State {or Trade and Industry
and the Home Secretary.

kﬂﬁﬂﬁfﬁ ﬂrhqlﬂiﬁih
\Qﬂdm (———-‘"

CHARLES POWELL

R. M, Pairce, Esq.;
Poreign and Commonwealth Office.

CONFIDERTIAL




Foreign and Commonwealth Office

London SWI1iA 2AH

You will recall that the Chairman and Chief
Executive of Cluff 0il, Mr Algy Cluff, wrote to the Prime
Minister on 8 _July proposing the establishment of a Trust
to promote two way investment between Britain and Hong
Kong. Tha Prima Minister agreed with the recommendation
in my lettar of 20 July that Mr Cluff should be invited
to call on Lord Glenarthur to explain in greater detail
the thinking behind his idea.

Mr Cluff duly called on Lord Glenarthur on 28 July.
Ag A result of that meeting and subsegquent correspondence
we are now a little clearer about what he has in mind.
We have discussed the Proposal in depth with officials of
the Department of Trade and Industry. We have also
consulted the Governor of Hong Kong and the Senior
British Trade Commissioner there.

Mr Cluff advocates more investment from this country
in Hong Kong, so as to underline EBritain’s commitment to
the territory and to the Joint Declaratien. He is
egqually keen to stimulate investment by Hong Kong Chinese

uhuaineaamen in Britain. He sees the Trust as the vehicle

for achieving these aims.

The immediate role of the Trust would be to foster
better relations between leading figures in the Hong Keong
Chinese community and British peoliticians, businessmen
and bankers. Mr Cluff plans to lnvite groups of, a
dozen prominent Hong Kong citizens to vls;;_B:IEEIE_I’ThE
Trustwould be mupported by certain merchant banks and

the visit would include discussions at those banks to
examine opportunities for two way trade and investment.

/The
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The highlight of each visit would be a lunch or
dinner in honour of the visitors, to which leading
British figures would B2 invited. Some would have a
business or banking background. Others would not. Some
journalists would also be involved. Mr Cluff suggests
that such functions might be held at Lancaster House or
o Bquivalent venue and hosted by a Minister. He

anvigages up‘tn:ptf’___h functions per year.

Mr Cluff would take on respnhsihiltty fnr all the
cogte invelved including the Tancaster House funding.
There would be no financial implications for the
Government. But the Government are being asked to give
the venture their blessing and to support it to the
extent of Ministerial involvement in the Trust’s
functions. The visitors might also ask to call on
Ministers in the course of their wvisit.

Mr Cluff does not apparently regard the availability
of British citizenship to potential investors as a
necedSary element 1in all THIE, IIthougl hE bBelieves that

the FATEEY would inevitaply be discussed. But he
understands what the legal a political difficulties
are.

The Governor of Hong Kong and the Senior British
Trade Commissioner see attractions in the proposal. The
Governor has commented that provided the cbjective is to

little political risk in the initiative; and that there
might be some benefit in terms of demonstrating UK
interest in Hong Kong.

The Foreign Secretary considers that Mr Cluff’'s
ideas add up to a helpful and generous initiative, which
we should support. It remains to be seen whether there
is indeed an untapped reservoir of important Hong Eong
Chinese businessmen who would be willing to invest in
Britain. But it would do no harm to put the theory to
the test. Mr Ccluff’'s target of six functions a year
looks ovef ambitious and we suspect that in practice the
frequency Wwill De considerably less than that. At the
very least the exercise should help to generate good will
and confidence in Britain’s commitment to the territory.

/A
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A formal reply to Mr Cluff is now needed. The
Foreign Secretary considers that this might best go as a
letter from Lord Glenarthur making the following points:

we welcome Mr Cluff’s initiative and share his
objective of promoting two-way trade and investment
between Britain and Hong Kong:

we note that Mr Cluff and his associates would take
on all the funding and organisation of the proposad
Trust:

we value opportunities to demonstrate our continuing
commitment to Hong Kong. We welcome the work the
proposed Trust could do in promoting high-level
contacts between Britain and Hong Kong:

we would accordingly be willing to indicate our
suppart for the venture by a Minister hosting an
inaugural lunch or dinner at Lancaster House.

Lord Glenarthur would be happy to do this. We would
of course wish to ba consulted about the guest list;

provided that the first function proved to be a
success, we would be ready in principle to consider
some form of Ministerial participation in subseguent
vigite in the saries.

I am copying this letter to the Private Secretaries

of the Secretary of State for Trade and Industry and the
Home Sacretary and would be grateful for their
concurrence too. I understand that Lord Young has
already been consulted and believes that we should give

the

idea a fair wind.

% - il

F e Bty

,1
Kb

(R § Pairce)
Private Secretary

r

C D Powall Esg
10 Downing Street

CONFIDENTIAL
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Foreign and Commonwealth Office
Foom W37
London SWIA 2AH

25 August 19238

E N L Feswick Esqg
Matheson & Co Ltd
3 Lombard Street
London

EC3IV 35m0

LS Kenie,

I wished to write to you, in your capacity as Chairman of the

Hong Kong Association, to give you advance notice of planned
changes in our commerecial representation in Hong Kong. On

31 August it will be announced in London and Hong Kong that the
status of the British Trade Commission has been up-graded, It

will in future be headed Ly a member of the Senior Grade of the
Diplomatic Servies. The present Senior British Trade Commissioner,
Mr Reqg Holloway, has been appeinted to the Senior Grade and

will remain in charge of the post,

The up-grading of the gtatus of the British Trade Commission
reflects the importance which the British Government attach. +o

the promotion of our economic and commercial relations with

Hong Kong. As your Association will be aware, two-way trade and
investment is running at an unprecedented level. For zome years,
the Trade Commission has been expanding in size and in the service
it provides to British companies. The up-grading of the post

is a further step in the same direction.

The change should also be seen in the context of the continuing
commitment of Her Majesty's Government to Hong Kong. We regard
the territory and its future as an important political priority,.
The new arrangements for our commercial rapresentation there
are an acknowledgement of Hong Kong's eccnomic importance to
Britain, and a demonstration of our confidence in its future as
a financial and economic focal point of the Far Bast,

You may wish to circolate my letter to the members of your Association.

{
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B H Gillmore
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4 August, 1988

Lord Glemarthur

Foreign and Commonwealth Office
Whitehall

London SW1

UNITED KINGDOM

IDlear Simon,

At our meeting last Thursday I promised to elaborate on
the verious points which I reised with you and, in
particular, the need to encourage the commitament of
Bricish capital to Hong Kong by enlarging the UK trade
base in the Colony itself by implementing & signal
increase in the status of the UK Trade Commission in Hong
Kong. There exists great concern that the Governor seems
detached from business, and particularly Eritish business
whereas - at the risk of repeating myself - the greatest
vote of confidence in Hong KEong's future obviously lies ia
the commiteent of British capital to the Colony.

The incresese in the status of the Commission will clearly
need to include the appointment of an energetic and
distinguished figure from the business or political world
ag, say, Commissioner-Genmeral for Trade. I also suggest
that a new Trade Commission building be constructed on a
site made available by the Hong Kong Government on
favourable terms (as I believe the site for the new Bank
of China building was made available). Such a building
would have a strong symbolic force as well as a practical
usa,

I also believe it essential for the UK's good name and
for the wider appreciation of the value of the 1997
Agreement that a genuine and immediate effort is launched
to generate a two-way traffic invelving not only increased
UE investment in Hong Kong but also the fosterimg of
relations with leading Hong Kong citizens by British
peliticians and businessmen which may lead to investment
in the UE and from the UK but, at the very least, would
demonstrate we are extremely concerned that
notwithstanding 1997 the British regard continued contact
and friendship with Hong Kong's leaders as belng of
paramount impertance., In other words, to at all costs
avoid the Foreign Office's "let's get out of here as soon
as poasible” approach adopted so crassly in most other
colonial divestments. Far from weakening the principles
of the 1997 Agreement nothing could strengthen it more in




the eyes of the P.R.C. Government, the Hong Kong people
and the rest of the world than the evidence that the Hong
Kong Chinese and the British are seeking ways of
engendering twvo-way business without the seduction of the
passport.

I propose, therefore, the agtablishment of an Anglo-Hong
Kong Truat, the Chairman of which would be an individual
whe has no venal interest in Hong Kong but who is well
known to the Chinese community. I suggest that the
imomediate activity of the Trust should be the hosting of,
say, 8ix lunches or dinners per year te be held at
Lancaster House. A selaction of a dozen or so Hong Kong
citizans should be invitad together with their
cguncerparts in the UK, some of whom will have had
exparience of business in Hong Eong whilst others will
not. The Trust would be supported by interests including
certain merchant banks and the visit would include
discussions &t these banks to examine opportunities for
two-way trade. In my capacity as Chairman of The
Spectator I would also make a point of invelving leading
journalists in an attempt to defuse the increasing
hostility which has developed ahead of the Agreement.
Discussion of the passport guestion must alsoc be
confronted.

The formation of such & Trust is a preliminary step, but
an important one, It should have no connection with the
Hong Eong Association which, slthough certainly worthy,
exists solely for the use of British businesses active in
Hong Kong.

The funding of the Trust would be my responsibility and
there would be no financial burden on the UK Government
unless it so elects. I would expect that various friends
of Hong Kong would be only too happy to contribute to the
Trust but, if not, I should be pleased to underwrite any
costs involved.

I return to Londen from Australia on August 1Z2th and will
be in my office on August 15th before going on holiday to
my home in Aberdeenshire on August l6th. My office number
in London ia 493 8272 and my number in Scotland 1s
04646331, Simon, I think you will be on holiday closa by
- we may be able to meet im Scotland, 1if not before.
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10 DOWNING STREET
LONDON SWIA 2AA

Fram the Private Secretary 5 July 1988

HONG EONG

The Prime Minister has read with interest
Lord Young's minute of 4 July about his
vigit to Hong Eong and Macao, which she
finds generally reassuring. She has heard
it said that we do not press the claims
for British companies hard enough when it
comes to major public werks centracts in
Hong EKEong. She 15 therefore grateful for
Lord Young's efforts reporfed in paragraph
three of his minute, but hopes that thesa
will be followed up very vigorously and
in every possible way.

I am sending copies of this letter
to Tony Galsworthy (Foreign and Commonwealth
Office) and Alex Allan (Treasury).

(C. D. POWELL)
Heil Thornton, EsSg.,
Department of Trade and Industry.
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I visited Hong Kong from 19-22 June. The objective of The visit [o

was to promotg UK business interests geperally and the UE Q‘h'l:'# M

interest in urﬁﬁﬁﬂér of projects, While in Hong Kong I made much W

of the fact that it was my only port of call (and not part of a FIE;;:

longer trip) and this was undoubtedly warmly received. A
unwl .

PRIME MIMNLISTER

HONG RONG

2 I was encouraged by the widespread recognition of our tﬁﬂ \1"-"l|~.. H’*'IIL-
economic achievementz and of our increased international

competitiveness. We are winning good project business in Hong "‘M"au
Kong, some of it against Japanese competition. And there was “:ﬂ"'- 3

much praise for the parformance of UE companies carrying out the ‘rﬂﬁ*

work. For instance, the Chairman of the Hong Eong Masa Transit
Railway told me that he considered Westinghouse, who supply (:E}D
signalling equipment, to be techndlogically two or three years |{*f?
ahead of their international competition.

—— e

: Hong Kong's position within China after 1997, combined £a
with its geographical advantages and international outlook fyigg-
compared with Tokyo, suggests that it could play a significant

new rTola in the region — almost a Haw York to Baeidjing's

Washington. There are already many companies - such as IBM and

Salamon Brothers - which are favouring Hong Kong over Tokyo for

their Pacific basin headquarters.

4 Many naw projects are now under consideration in Hong
Eong. These include a new alirport/port camglex likely to cost

£2-3 billion a third university and major road projects amounting
i — e
to soma €5 billion in the next five years. I am confident of the

ability of UK companies to play & major part in these
e 1 i
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CONFIDEMTIAL
developments and pressed our interests accordingly.

< I also pald a brief visit to Macao where I discussead with
the Governor the UK's interest in particlipating in warious
projects there. The most significant of these is a major
international airport.

B Hong Kong is also a major market for consumer goods.
Marks & Spencer recently opened their first branch in Asia there

and thay announced a second during my visit.

T UF axports to Hong Kong last yvear excecsded £1 billion for
the first time. Its fast-growing economy makes it a major market

in itas own right. And with the opportunities for onward sales
into China, the potential further growth is extremely attractive
both for wisible exports and for inviesibles, However, I belisye
that UK businessmen may well be discouraged from attacking tha

Hong Kong market by the emphasis in the UK madia on the pﬂleEEal

aspacts. Tha Prass in other countries ara likely to ba less
*ﬂEﬁEE?E;d with this. I therafora intend to stress to British

companiaes that 1997 should not be viewed as a glosing of an era
but as the continuation and indeed the widening of the present

trade and investment opportunities.

8 The Governor told me that Ian Hay-Davison's
recommendations for reform of the financial markets had been
generally well received and that they would be inplemented as
sgon as was reasonably practical. T strongly, but informally
encouraged him in that direction.

) In addition to meetings with the Governors of the Hong
Kong and Macao, I visited major project sites and had discussions
with leading businessmen and bankers. I also addressed the Hong
Kong British Chamber of Commerce.

=7
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CONFIDENTIAL

10 I should like to express my appreciation for the

hospitality of the Governor, Sir David Wilson, and for the

arrangement and conduct of the programme by the Senior British

Trade Commisasioner, Mr Holloway.

11 I am copying this minute to Geoffrey Howe and Nigel

Lawsorn .

b July 1988

DEPARTMENT OF TRADE & INDOSTRY
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CONFIDENTIAL

MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1A 2HB

Temphone O1-T8 31M73

MO 6/19/1E ZOJune 1988

HONG KONG: DEFENCE COSTS AGREEMENT

The Foreign and Commonwealth Secretary will wish to be aware of
the outcome of the latest round of negotiations over the Hong Kong
Defence Costs Agreement which took place last week in London.

The negotiations have been constructive and fruitful, and have
resulted in a Memorandum of Understanding, agreed by both sides, that
sets out the arrangements for financing the Hong Hong garrison
between lst April 1988 and 30th June 1997, We are satisfied that
these arrangements are consistent with the outline agreement endorsed
by Ministers in March, and in particular that they do not involve any
further financial penalty to the Ministry of Defence. The MOU itself
has been encapsulated in Heads of Agreement which, I understand, the
Hong Kong Government will submit to the Executive Councll for
approval on 2lst June.

I am sending a copy of this letter to the Private Secretaries to
the Prime Minister, the Home Secretary, the Trade and Industry
Secretary, the Chisef Secretary, the Lord President, the Attorney

General, and 5ir Robin Butler.

(B R HAWTIN]
Private Secretary

Bob Peirce Esg

Foreign and Commonwealth Dffice

LONFLDENTIAL
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From the Private Secretary 17 June 1988

%)ikr q@;&hf

HONG KONG: FORMATION OF THE FPIRST SPECIAL
ADMINISTRATIVE REGION GOVERNMENT

The Prime Minister has considered
the Foreign Secretary's minute of 15 June
propaosing a number of adjustments in
our proposals on the formation of a first
government of Hong Keng after 1 July
1997. She i1s content for these ta be
put to the Chinese later this month.

1 am copying this latter to the
Private Secretarias to the Lord President,
Home Secretary, Lord Privy Seal, Defence
Secretary, Attorney General and Sir Robin
Butler.

.EE;_J,Iahumtlh‘

e Rl

C D POWELL

R. M. Peirce, Esq.,
Foreign and Commonwealth Office
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PRIME MINISTER

Hong Kong: Formation of the First Special
Administrative Hegion (S5AR) Government

§ I_.- s
1. I minuted to vou on 25 Fﬂhruﬂryﬁ s&tt1ng gut ideas

which we proposed to put to the Chinese on the formation

of the first government of the Hong Eong SAR after
1 July 1937. =T

2. These have since been the subject of intensive exchanges
with the Chinese at Ministerial and official level. We

have succeeded in engaglng the Chinese in a serious dialogue

Rt T |

aon the matter. We have also made sSome progress towards
ety

e

e

pur objectives of continuity in 1997 and influence over the
appointment of those who will serve immediately thereafter.
Discussions have come to focus on arrangements for the
legislature. We expressed concern about Chinese ideas,

subsequently included in the draft Basic Law, which would

have represented a considerable break in 1987. WHe

Suggﬁﬂt;d instead that members of the last Legislative
Council before 1997 should be elected in a way which would
parmit them to remain in office across the change of
sovereignty. This would invelve holding elections in 1985
which would serve two purposes: they would produce the
last LegCo Eﬂi- under the sSeparate supervision of a body
established by the Chinese Government, they would produce
the first SAE legislature. This would be established on

1 July 1997, with the existing members confirmed in office.

X The initial Chinese reactlion to these ideas has bean

reasonably positive. I proposs that we pursue our
explerafion of them in forthcoming contacts with the

—

fChinese




Chinesa. To assist progress towards a mutually satisfactory
putcome we would signal our readiness in principle to
JEEEEE"CEEEEEE_EEPPnsals for the establishment shortly
before 1997 of a Preparatory CnmmittFE of mainland and

-_'_."_-'_--q .
Hong Kong members to prepare for the change of sovereignty,

but only on condition that they are reconciled with our
own ideas for continuity in the membership of the legislature.

If this works, we shall have achieved an extremely important
boost to confidence that Hong Kong's system of government
will continue beyond 1997:; currently, partly because of
uncertainties created by the Basic Law, there are real

worries about this.

4. It is also necessary to consider an adjustment in our
position on the first Chief Executive of the SAR. We had
earlier suggested to the Chinese that a special post might
be created at an appropriate stage before 1997: that the
functions to be exercised by the future Chief Executive
would be gradually transferred to it; and that the

Chief Executive (Designate), once selected following
consultation with the Chinese, would occupy it in advance
of 1 July 1597. The Chinese feel it would be inappropriate
for the Chief Executive (Designate), once selected, to
gcocupy a position within the Hong Kong Government. This
conaiderably weakens the argument for creation of a special
post, since it cannot achieve the continuity in 1997 which
we seek, I propose that we should now offer alternative
ideas. These would aim for continuity by giving the

Chief Executive (Designate) briefing and involvement
putside the formal government structure, rather as a
President-elect of the United States 1s briefed in the
pericod before he formally takes cifice. If we declde that
certain powers of the Governor should still be devolved

or delegated before 1957, it would ba open to us to

transfer them to the Chief Secretary.

SECRET
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5. These revised ideas would be put to the Chinese in a

further papor, as a basis for a planned series of important

contacts in the last week of June,

=

b [ am copying this minute to the Lord President of the

Council, the Home Secretary, the Lord Frivy S8eal, the Defence

Secretary, the Attorney-General and S3ir #Robin Butler.

Foreign and Commonwealth Office

15 Juna 1988

SECRET
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Treasury Chambers, Parhament Street, SWIP 3AG

Thae Rt Hon George Younger TD MNP
Secretary of State for Defence
Ministry of Defence

Main Building

Whitehall

London

EWLA ZHB

bor Secetray € Swla

HONG EONG DEFEHCE COS5T AGREEMENT

Thank vyou for copying to me your lettar of 1% May to
Gacffrey Howe.

I share your concern both at the slow progress belng made
to settle this issue and at the apparent attempt by the Hong Kong
Government +to unpick the basis of the outline agreement
negotiated with them in good faith. As you say, it is necessary
to make it crystal clear to the Governor that we disapprove
of these tactics and are not prepared to accept any agreement
which has financial or operational penalties beyond those we
have already conceded: Geoffrey's impending wvisit to Hong Kong
iz a useful opportunity for ensuring that this message is clearly
understood.

I am copying this letter to the Prime Minister,
Gecffrey Howa, Douglas Hurd, David Young, John Wakeham, Patrick
Mavhew and Sir Robin Butler.

o mffﬂﬂ ;mlaix ﬁlehAtq_j
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SECRETARY OF STATE FOR DEFENCE

Hong Kong: Defence Costs Agreement

1. Thank you for your minute of . May about the
implementation of the measures approved by Ministers for
a new Defence Costs Agreement (DCA) with the Hong Kong

Government.

Z. I share your regret that progress on this has been

glow. I do not however believe that the Hong Kong Government
would accept your description of their aim in the exchanges
which have taken place since agreement was reached on t?a

key features of the new DCA. It would in our view have-been
possible to make greater headway if expert discussions had
been better prepared and there had been greater willingness
to explore positions by telegram. But I understand that

¥our negotiators are now in more effective contact with

their Hong Kong counterparts and that a further round of

negotiations is in prospect.

L I I hope it will be possible for the negotiations now
to be brought guickly to a conclusion, without fresh
issues of substance being raised on either side which
would have the effect of causing the exchanges to drag on.
Although I do not propose to involve myself in the detail
of the matter, I shall certainly make this clear while I
am in Hong Kong at the end of this week. I fully
understand your concern to preserve the positien that

Ministers have approved.

fd.
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4. I am sending copies of this minute to the Prime
Minister, tha Secretaries of State for the Home Department
and for Trade and Industry, the Lord President, the Chief

Secretary, the Attorney General and Sir Robin Butler.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
25 May 19B8B

I
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Jardines’ ]

nd deal:

from sinner to saint

FOUR years ago the Jardines group
of companies was ihe et of wids
criticism over its so-called desertion
of Hongkong through announcing
that it was shifting its financial base
to the safer haven of Bermuda. That
decizion was taken when thers was 8
crisis of confidence in the territory,
prior to the sigaing of the Sino-
Hritish Joint Declarstion.

Now, a5 Hongkong sgain shows
et 0 i e B Fl-ru-l'*- Nadare ﬁ*l l-l;'-llll-i-
over the fext of the Basic Law -
Jerdineés {8 prominenl onct more.
However, this time the corporate

ety DRDOSUVINS shonld RAVE the

opposite effect 10 those made back in

1984, Whereas Jardines wak

w then, it should be praissd
Y.

That Jardines, 8 major British-
controlled company, has speat $1.8
billion to ensure itz hold on

‘Hongkong Land against locally-
controlbed comparnies, can be seen as
a significant vote of confidence in
the territory, particularly for the
business community.

When Mr Li Ka-shing, Mr Lee
Shau-kes and Mr Cheng Yu-lung
called on Mr Simon Keswick on
Wednesday afternoon it was lo
make him an offer they hoped he
could not refuse. They affered to boy
out the Keswick family's stake in
Hongkong Land, the territory's
biggest landlord. The tycoons, three
of the richést men in Hongkong,

wanted to add the Keswick shares to
the eight por oenl camed.

If anyone thought a British

company would nol want 10 have
such & big share of its assets confined
to the property seclor al a lime of
uncertainty they were wrong. Mr
Keswick ted his fasth in
ke future of Hongkong. He refusad
to Sali-irsteid buying their shares
“and exiracting from them a plodge
nab fn huy BAW mliﬂ'&!‘ sinkes in
Keswick family companies for seven

yean. :
The action by Mr Keswick — who
certzinly had the company's

commercial interests at heart, with [~ ki

property prices 5o strong at present
— could not have come sl & better
time for Hongkong. “Perhaps now
peaple will believe us,” gaid Mr
Keswick, “We are part of the fabric
of Hongkong. We are here 10 stay.”
His declaration comes &8 many &rc
feeling uncertain sbout and sensitive
1o any hint of change related to the
transfer of sovereignty in 1997, This
week the Government sppointed &
task force 1o in the number
of local people new homes

worry is ool so

glem the tide on its own, But it
ghould be taken for what it i — a
positive sign on a clouded horizon,
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From the Private Secretary 17 March 1988

S

HONG KOMG DEFENCE COSTS: RENEGOTIATION

Tha Prime Minlster has considered vour Secretary of
State's minute of 14 March, agreed with the Foreign Secretary,
about the stage reached in the negotiations over Hong Kong
defence costs. Bhe takes the view that we cannot, in prasant
clrcumstances in Hong Kong, press the Hong Kong Government for
further concessions and that we must therefore accept their
offer as it now stands, Since there appear to be
insuperable legal obstacles to waiving payment of VAT, it will
be for the Ministry of Defence and the Foreign and
Commonwealth Office to finance the remaining shortfall and the
two Secrataries of State should discuss the apportionment of
thig batwaan them.

I am copying this letter to the Private Secretaries to
the Foreign and Commonwealth Secretary, the Chanceller of the
Exchequer, the Secrataries of State for the Home Department
and Trade and Industry, the Lord President, the Attorney
General and Sir Robin Butler.

Brian Hawtin, Esg.
Ministry of Defence

CONFIDENTIAL
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FROM: CHIEF SECRETARY
DATE: |3 March 1988

L e
X
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PRTME MINISTER

HONG KONG DEFENCE COSTS: RENEGOTIATION fr

-

N T ¢

e
I have seen George ‘f-:-unqur\:,a"/minute of 14 March.

2. 1t is most unfortunate that the negotlations are still some
£7 million short of a substantive 70=-30% split. It would appear
that neither George nor Geoffrey Howe believe we should press

Hong Kong any further.

3. Gecrge raises the possibility of some “waiver" of VAT.
I am afraid that weould not bhe possibla. The VAT in guestion
arises gquite normally when MOD purchase equipment and stores
from their suppliers. The fact that some of those purchases
are used by the Hong Kong garrison provides no legal basis for
a walver. :,T::;

g
4. I would not press for further negotiation with Hong Kong
if it is accepted that there should be no claim on the reserve
in respect of the shortfall by comparison with a ftrue 70-30%
apportionment. As George says, the gap amounts to less than
£1 million a year over the life of the Agreement. Such a sum
must be containable within existing budgets. It does occur
to me that, as the reasons for not pressing Hong Kong any harder
are assentially foreign policy ones, Geoffrey might 1like to
consider making some compensatory payment to George out of the

cash limits on the 1988-89 diplomatic and aid p;uqrnnur.us.

5. I am eopying this minute to Geoffrey Howe, Douglas Hurd,
David Young, John Wakeham, Patrick Mayhew and Sir Robin Butler.

4¢ JOHN MAJOR
(Aepaired wy e Cg\ o Biguad
tedolt ObEtuwt ),
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HONG EONG DEFEHCE COSTS AGREEMENT

KEong Defence Costs negotlations.

The gssence {5 that we have wvirtually got the 70-30 split we

wanted, but there iz still a difference of some Eﬁ-lﬂ_ﬁilliﬂn

TR T i
over the period up to 1997 (i.e. €1 million a year). This

—

arises mostly from VAT on military eguipment purchased in the
s |

UK for use in Hong EKong.

—

The Foreign Secretary and 5ir Percy Cradock take the view that

the Hong Kong Gowvernment have been pushed to the brink (EXCD

is already split) and that it would be damaging to oufr

e ——

ralations with Hong EKong to press them any Further. The

Daefence Becretary accepts this assessment but does not want to
get stuck with the bill. The Chief Secretary thinks that the
MoD and FCO have negotiated without much gumption. But he is

not going to stand in the way of what is proposed provided

that the Treasury are not expected to find the money.

—_—

¥You have indicated privately that vou agree that we should not
ask more of Hong Kong. The guestion is therefore how we £ind
the mizssing £8-10 million. The options seem to be:

= to ask the Treasury to accept that VAT should not be

chargeable in these circumstances;

- to ask the MoD and FCO between them to find the extra
£1 million a year on their buodgets; or

to make it a charge on the BReserve.

-
In practice non-payment of VAT is nnffan option: we are

legally bound by various EC directives to levwy it. 5o the

real choice is between telling the MoD and FPCO to f£ind the

extra money {(and leaving them to f£ight out the division

CONFIDENTIAL




CONFIDENTIAL

hetwaen them) or turning to the Reserve (which may not be

feasible, given that these are annual payments stretching well

bayond the present public expenditure projections).

You will hawve to pronounce to break the log-jam. Agres to
ingtruct MoD/FCO to find the extra Funds?

(C. D. POWELL)
16 March 1988




PRIME MINISTER 15 March 1988

HONG KONG DEFENCE COSTS AGREEMENT
DEFENCE SECRETARY'S MINUTE OF 14 MARCH

1. PFollowing your instructions of 2 February, our
nagotiaters have had another round with Hong EKong. They
have done well and have almost closed the gap between the
two sides. The remaining difference amounts to EB-1Dm, just
ander 1% of the tetal estimated cost of the garrison up to
1997. It would mean a payment of a little under £€lm a year
over the life of thz next Defence Costs Agreement.

2. Hong Kong, however, have stuck at this point and the
Defence Secretary himself recognises that there is no
prospect of persuading them to move further. We are at an

impasse.,

3. We now have to weigh the costs above against the
political effect of trying to extract further concessions
from Hong Kong. The Foreign Secretary believes we would be
running disproportionate palitical risks by taking this
course. Given the sensitive state of Hong Eong oplinion,
their disposition to believe that our commitment is slipping
and that we are ready to subordinate our Hong Kong interests
to our Chinese interests, I believe he is right. The issue
iz aggravated by the fact that the bulk of the remaining
money at issue, €7Tm of the £8-10m, represents the payment of
VAT on military equipment purchased in the UK for use in
Hong EKong. Hong Kong have never considered that VAT is a
legitimate charge in defence costs arrangements. They feel
strongly that they should not pay a UK tax for services and
goods provided in Hong Kong. You will see that Exco and

S Y Cheung in particular have seized on the point. It would
be very damaging to try to override them. If we do insist,

F'Tl'**m**"-r]l;
L W | |Ui-lu|nl|._
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there is the danger outlined in paragraph 5 of the Defence
Secretary's minute, le that Legqco would refuss to vota the
nacessary funds, that there would be an open crisis betwean
Hong Kong and London, and that the Governor's personal

position would be damaged.

4. I do not believe this would be worth it. BEven if we
stop now the Governor will have some difficulty in getting
the package through Exco. He has to depend on the
anofficial members and has only a slim majority there. He
thinks he can manage it, but we cannot reasonably ask him to

do more.

5. IF this reasoning is accepted the best course will be to
ask the Treasury to accept that VAT would not be chargeable
in the circumstances. This will not be agreeable, but in my

view it is the lesser evil.

F

A

A

PERCY CEADOCK
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PRIME MINISTE

HOMNG KONG DEFERCE COSTS5: RENEGUTLATION

|'

Ay

As _Srfreshadowed in the exchange of Minigterial correspondence

lasF month, Minlstry of Defence officials returned to Hong Kong on
23rd February to resume the adjourned fourth round of negotiations on
the future apportionment of defence costs. Discussions took place
between 25th-29th February; the MoD team have reported fellowing
their return to the UK; and I have subseguently discussed the oOutcome
with the Foreign and Commonwealth Secretary. This minute has been

agreed with him.

= As instructed, the MoD team pressed hard for an effective 70/30
apportionment, while being prepared to consider devices that would
anable this to be presented as a 653/35 split in Hong Kong. After some
tough negotiations, the Hong Kong side finally tabled proposals that
went a long way towards meeting our reguirements; these proposals
{annotated to clarify the real value of the offer as f[ar as the MOD
is concerned) are ocutlined at Annex A. The MoD team, for their part,
left with the HEG side a range of illustrative options that would
hava allowed our reguirements to be met comfortably; these options
are set out at Annex B. The team did not at that stage feel that an
impasse had been reached, and were prepared to continue substantive
discussicns, but the HEG side were unwilling either to move bayond
the position they had taken up or to discuss any further options.

The Mol negotiators therefore undertock to return to London to put to
Ministers the position that had been reached; and the HEKG side, for

their part, undertocok to report to the Executive Council,

CONFIDENTLAL
1
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3 The proposal tabled by the HEG fell short of a tzue 70/30
apportionment by some EB-10 million, equivalent to just under 1% of
the total estimated cost of the garrison to 1997 (although we do not
yet have precise figures, this gap may have been increased by the
affects of the recent HKG budget). The gap could easily be bridged
by making use of any one of a number of devices, including or
additional to those set out at Annex B. But it appears that the HEG
are, for local political reasons, unwilling or unable to be seen Lo
ba conceding the whole amount at issue. Moreover, they parcalve the
differance between the sides as a point of principle as to whether
they should pay a share of input VAT on military egquipment and stores
purchased in the UE for use in Hong Kong (this would cost them EY
million over the period of the DCA). This is evidently a point of

particular importance for Exco.

4. In terms of an agreement lasting to 1997, the remaining
difference between the sides may be small; but te neither side 18 it
insignificant. We have already conceded that the apportionment should
he changed from 75/25 to 70/30, which eguates to an increased burden
of some E53 million over the period to 1997 - a substantial sum in
the context of current defence budgetary problems. Furthermocre, the
offer that the HKG have now made will require further calls on the
defence budget. First, if future VAT is excluded from any new DCA the
full cost will nevertheless fall to the defence budget. Second,

E19 million of the compensating devices that the HKG have offered in

recurn for an apparent 65/35 apportionment would be paid next

financial year in final settlement of the 1987/88 accounts. This is

lecg valuable to MoD in the form of an immediate lump sum than 1t
would bhe if it accrued over future years, since it is not in FY
19B8/89 that I expect the main pressures on the defence budget to
arige. (There wera, of course, alternative devices, some of which are
sat out at Annex B, which would have had an egquivalent value to the
proposed E19 million cash settlemant and would have constituted a

more satisfactory package from MoD's point of view).

CONFIDENTIAL
.
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LR It seems clear, from what the Governor has reported about the
Exco discussion, that the HEG offer on the table is effectively a
final one, and that it would be politically difficult, and in

the Foreign and Commonwealth Secretary's view virtually impossible,

for them to improve it. We must therefore accept that we are

effectively at an impasse in the negotiations. If a roll-over of the

present 75/25 agreement is politically impracticable, the possible

courses of action open to us are as follows:

a. to accept the HKG's 65/35 proposal, and the measures they
have offered to move this towards a true 70/30 apportionment;
but to insist on the full axtent of movement towards 70/30,
leaving the HEG to suggest ways of closing the remaining 1% -
by, for axample, drawing on any of the devices that are so far
unexploited, including those at Annex B, or by agreeing to
continue to share the coets of the Training Team Brunei and
Hepal works sarvices,

b. if the HEG prefer not to find ways of closing the remaining
gap, to require them to accept that the apportionment of the
future DCA would not be 65/35 but (counting down from 70/30) a

slightly less [avourable split, such as 66/34;

c. to accept the HEKG offer as it now stands.

The third option would leave me in some difficulty in defending its
impact, in defence budgetary terms, against auditors' and
Parliamentary enquiries. This difficulty could of course be reduced
if it were possible to find other ways of protecting the defence
budget against the detriments referred to in paragraph 4 above. IIf
this was not possible, the budgetary implications are such that I
would have no option but to recommend that we press the HRG for
furcther concassicnz (ie, a. or b. above), despite the limited

likaelihood of a successful outcoma.

CORFIDENTIAL
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B, The Foreign and Commonwealth Secretary very much hopes that a
solution to my budgetary difficulties can be found which will sanable
us to settle on the basis of Hong Kong's offer (c. abovel}, perhaps by
the Treasury agreeing to waive tEhe VAT. Our negotiators have
achieved a result which is very close indeed to our agresd objective
of a 70/30 split. The remalining gap amounts to less than El million a
year over the life of the next agreement covering a total estimate of
over £l billicn.

¥s He wishes to underline the point in paragraph 5 above about the
palitical difficulties faced by the HEG; these are real and should
not be underestimated. He believes that we would be running guite
disproportionate political risks if we sought to push the HEG any
further to bridge the remaining gap. In his judgement, the Governor
has gone to the limlits of what in local terms 15 politically
feasible: He considers that it 15 of particular significance- -that Sir
5 ¥ Chung, the senior unofficial member of Exco,; has already formally
dissociated himself from support of the present HEG position
precisely because that involves the concession of A compensating
payment of the sum in dispute for VAT under the present DCA. This
departure from : within Exco is highly unusual and

demonstrates

8 to outright rejection of the package.
.

If we were to insgsist on further concessions, it is very likely that
members of Exco would refuse to commend the packKage, and as a
sequence Legeoo would refuse to vobte the necessary funds. The
resulting open crisis between Hong Kong and London would weaken HMG's
authority and local confidence at a time when 1t ig wvital for both to
be sustained through the difficult vears ahead. Thare would alsa bhe

ggrious implications for the Governar's personél pasltion.

H I should be grateful for vour wviews on the way [orward. Once a
solution is icdentified, officials will be instructed to reconvens
with the HES side in order to draw up Heads of Agreement which would

be reflected in the necessary amendments to the existing MOU.

CONFIDENTIAL
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Q. I am sending coocies « this minute to the Poreign and
Commonwealth Chancellor of the Exchegquer, the
Secretary of Home Department anc Lor Trade and

14 Attorney General and to Sir

the Lord President, and the

MinistTtry OL Defence

&l March 1988
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ANNEX A

Of fer Proposed by liong Rong Government (EM HKG Figs (MoD Figs)
{annotated by Mob)

Estimated Cost of Garrison to 1997 1,059 {1,069)

be funded by ARG

Works Services 1n Hong HKong
Local taxes and beneficlal sSEIViCEE
{"Revanue Forgone )

to be fundad by MoD

ng ‘Team Brunei ("TTB"]

Sarvices in Nepal 39 (+WAT @ 10

W

1l Estimated Cost of HNew DCA
5 Share g |:'5:||:..
gt of Works Sarvices and Revenue Forgone
1 Cost to HEG
Share # 35%
of TTB and 1l wWorks Services

Cost to MoD H {(+VAT: 348)

MoD's Reguired Share of Total Estimated
Garrison = 30% of 1,059 {1,06%9)

shortfall to be Made Up
HEG Offer:

Payment Equiwvalent to Arrears of Fast VAT
Refund of Past Salaries Tax on Allowances

Effective MoD Apportionment = 319 = 30.1%
1. 059

CORFIDERTIAL
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AHNKREX B

Options Set Cut by Ministry of Defence

e —

The following proposal by the Ministry of Defence
represents an illustrative DCA package that makes full use of
all the elements that have individually been discussed. A
variety of selections from these elements 15 possible to make up
the full wvalue of the compengating adjustments needed ta allow
movement from a true T70/30 apportionment to an apparent 65/35.

tems to be removed from the new DCA and wholly funded

by one side or the other

Total Estimated
Cost (EM)

a. To be funded by the MoD

Works Services in Hepal
Training Team Brunei
UK Input VAT

b. To be funded by the HEG

Works Bervices in Hong Kong
Revenue Forgone

3. Payments to be made by the HKG outside
the new DCA

Arrears of VAT (sum variable depending on the
extent to which interest is included)

Refund of past salaries tax on allowances

4. waiver by the HEKG of claim for reimbursement
of share of value of equipment and stores backloaded
from Hong Kong to UK (estimated)

e The cost of the items remaining in the DCA to
ke shared betwesen the two Governments aon a 657315
apportionment .
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FM HOMG KONG

TO DESKBY 0709001 FCO
TELNO D945

OF 0703302 MARCH BE

FOLLOWING FOR GILLMORE, DUSS, FROM MCLAREN

DEFENCE COSTS AGREEMENT

1. IT MAY BE HELPFUL, AS MIMISTERS CONSIDER THE WAY AHEAD, IF 1 GIVE

MY PERSONAL ASSESSMENT OF THE POSITION WHICH WE HAVE REACHED. THIS IS
MY OWN VIEW AND NOT (NOT) THAT OF THE HONG KONG GOVERNMENT, ALTHOUGH

I MAVE NATURALLY DISCUSSED THE ISSUE WITH THE GOVERNOR.

2. 1 HOPE THE SUBSTANCE OF THE HONG KONG GOVERNMENT FOSITION 15 NUW
ENTIRELY CLEAR TO THOSE CONCERMED IN LONDON. I HAVE HOWEVER

SUGGESTED TO THE GOVERNOR THAT HKE SETS IT OUT AGAIN IN A SEPERATE
TELEGRAM FOR THE AVOIDANCE OF ANY POSSIBLE DOUBT.

1. WITHOUT DETAILED KNOWLEDGE OF THE NEGOTIATIONS, AND INDEED OF THE
MAKE=UP OF THE CURRENT DCA, IT IS5 VERY DIFFICULT TOC COMMENT

USEFULLY ON THE DIFFERENT FERCEPTIONS OF THE TWO SIDES AS REVEALED

IN THE EXCHANGES OF TELEGRAMS. BUT AS 1 UNDERSTAND IT THERE IS5 A

CAS DIFFERENCE OF AROUND POUNDS B8 MILLION BETWEEN THE MOD REGUIREMENT
AND WHAT THE HKG ARE PREPARED TO PAY. THIS GAP COULD BE CLOSED IF

THE HONG KONG GOVERNMENT WERE PREPARED TO INCLUDE PAYMENT OF VAT AS A
COST IN THE NEW DCA. THEY ARE NOT HOWEVER WILLING TO DO 50. THERE

15 A DEEP-ROOTED OBJECTION HERE TO MAKING A PAYMENT TOWARDS A

BRITISH TAX INCURRED ENTIRELY IN THE UK. THIS OBJECTION, WHICH I35 ONE
OF PRINCIPLE, REMAINS WHETHER THE SUM 15 REGARDED AS A DIRELT

PAYMENT OR AS A PAYMENT IN LIEU. FOR THAT REASON IT IS, 1 AM AFRAID,
UNHELPFUL TO STATE, AS IN THE MOD'S UN-NUMBERED TELEGRAM OF &4 MARLH,
THAT VAT 15 NOT AN ISSUE OF PRIMCIPLE 50 LONG AS THE FULL

DIFFERENCE IS COVERED. THE SUM OF POUNDS 8 MILLION COULD (COULD),

1T IS TRUE, BE DEALT WITH IN SOME DIFFERENT MANNER BUT THE HKE DO

NOT BELIEVE THAT THEY COULD GET AMWAY WITH EVADING THE ISSUE IN THIS
WAY.

4. IT WOULD EGUALLY BE A MIS-READING OF THE SITUATION TO SUGGEST
THAT POUNDS B MILLION IS AN INSIGNIFICANT S5UM WHICH THE HONG KONG
GOVERNMENT COULD MAKE UP WITHOUT DIFFICULTY. BUDGETARY PISIPLINES
ARE AS TIGHT IN HONG KONG AS IN THE UK, AND CASH FOR GOVERNMENT
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DEPARTMENTS AS HARD TO COME BY. BUT THE ARGUMENT THAT HONG KONG IS
A WEALTHY TERRITORY WHICH COULD AFFORD TO FAY MORE 15 IN ANY CASE OF
LIMITED RELEVANCE.

5. THE ISSUE MUST OF COQURSE BE SEEN IN A WIDER CONTERT. SEEN FROM
LONDON, IT I5 THE MOD WHICH HALZ SHOWN FLEXIBILITY IN THE NEGOTIATIDHS
BY MOVING FROM 75:25 TO 70:30 WHILE THE HONG KONG SIDE'S MOVEMENT
(FROM AN UNREALISTIC ODPENING POSITION) HAS BEEN MORE APPARENT THAN
REAL. THE PERCEFTION HERE IS VERY DIFFERENT. 1T IS MY ASSESSMENT
THAT THE HOMG EKONGE GOVERNMENT HAVE NOW BEEN PUSHED TO THE LIMITS OF
WHAT, IN LOCAL TERMS, IS POLITICALLY FEASIBLE. IT IS5 OF PARTICULAR
SIGNIFICANMCE THAT EIR 5.¥. CHUNG, THE SENIOR UNDFFICIAL MEMBER OF
EXCO, HAS ALREADY FORMALLY DISSOCIATED HINSELF FROM SUPPORT FOR THE
FPRESENT HOMG KOMNG GOVERMNMENT POSITION, PRECISELY BECAUSE THAT INVOL=-
VES THE COMCESSION OF A COMPENSATING PAYMENT OF THE SUNM IN DISPUTE
FOR VAT UNDER THE EXPLIRING DCA. THIS DEPARTURE FROM THE CUSTOMARY
CONSEMSUS I% HIGHLY UMUSUAL, AND BEMOMSTRATES HOW CLOSE EXCO IS5 TO
OUTRIGHT REJECTION OF THE QUTCOME OF THE NEGOTIATIONS.

6. EVEN WITH THE PRESENT RELULTANT EXCO SUPPORT FOR THE HONG KONG
GOVERNMENT'S POSITION, IT WILL BE TOUCH AND GO WHETHAER LEGCD SUPPORT
CAN IMN TURN BE SECURED. COMMENTS FROM LEGCO MEMBERS OVER THE PAST
FEW DAYS HAVE ALREADY MADE IT CLEAR THAT A MEW DCA OF THE SHAPE MNOMW
EMERGING WILL FACE A HOSTILE RECEPTICN IMN THE FIMAMNCE COMMITTEE. IT
IS MY JUDGEMENT THAT IF WE NOW PRESSED FOR PAYMENT OF THE FINAL
POUNDS B MILLION EXNCO WOULD BE VERY UNLIKELY TO ADVISE THE GOVERNOR
TO MAKE AMY FURTHER CONCESSION AND MIGHT WELL REFUSE. IN THESE
CIRCUMSTANCES WE COULD BE CERTAIN THAT EXCO UMOFFICIALS WOULD REFUSE
TO COMMEMD TO LEGCO ANY OUTCOME WHICH WE SOUGHT TO IMFOSE UPON

THEM: AND THAT IN TURN THE FINANCE COMMITTEE WOULD REFUSE TO VOTE
THE NECESSARY FUNDS. THE OPEN CRISIS IN RELATIONS BETWEEN HONG KONG
AMD LOMNDON WHICH WOULD THEWN EMSUE COULD OMNLY WERKEN HMG'S

AUTHORITY AND LOCAL CONMFIDENCE AT A TIME WHEN IT IS5 VITAL FOR BOTH
TO BE SUSTAINED IF HOMG KONG IS5 TO BE STEERED THROUGH THE DIFFICULT
YEARS AHEADR, THE SERIOUS IMPLICATIONS FOR THE GOVERNOR'S PERSOMAL
POSITION DO NOT NEED TO BE SPELT QUT.

7. IN THE MOST RECENT ROUNDS WE HAVE MEGOTLATED TENACIOUSLY, IN
ACCORDANCE WITH MINISTERS' INSTRUCTIONS. WE HAVE SECURED A SUBSTAN-
TIAL SHIFT IN THE HONG KOMNG GOVERMMENWT'S POSITION WHICH COMES CLOSE
TO BRIDGING THE WHOLE GAP BETWEENM THE TWO SIDES. THE REMAINING
SHORT-FALL AMOUNTS TO LESS THANM POUNDS 1 MILLION A YEAR OVER THE
PERIOD OF THE MNEW AGREEMENT. WE WOULD BE RUNNING QUITE
DISPROPORTIONATE POLITICAL RISKS IF WE SOUGHT TO PUSH THE HONG KONG
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GOVERNMENT ANY FURTHER.

8. YOU MAY WISH TO PASS THIS TELEGRAM TO THE MOD (COUSINS, AUSCF))
AND THE TREASURY {(ROBSONH) .

WILSON

BISTRIBUTION

MALN

LIMITED PSIPUS

HED MR GILLMORE
F3 MR MCLAREN
P5/LORDP GLEMNARTHER

ADDITIONAL

MR B COUSINS, AUS/MOD S ROBSON, H M TREASURY
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SECRET

FM HONG KONG

T0 DESKBY 0713002 FCO
TELNO 965

OF 0711302 MARCH BE

FOLLOWING FOR PAUL, HEKD FROM GOVERNOR

DEFENCE COS5TS AGREEMENT.

1 UNDERSTAND FROM CHRISTOPHER HUM THAT, THE MOD HAVE SAID THEY
ARE STILL NOT CLEAR ABOUT HKG'S OFFER IMN THE &TH ROUND OF THE
NEGOTIATIONE.

2. DETAILS WERE SET OUT IN MY TELNO 882. THE OFFER MAS MADE

AD REFEREMDUM THE EXECUTIVE COUMCIL. AS MY TELNO BE281 MADE CLEAR

THE OFFER WAS SUBSEQUENTLY ENDORSED BY EXCO. TO RECAP, IT 15 -

A) THERE SHOULD BE A CORE APPORTIONMENT OF 65:35 APPLIED TOD THE
NEW DCA:

Bl OUTSIDE THIS CORE, HKG SHOULD BEAR ALL THE COSTS ASSOCIATED
WITH WORKS SERVICES AND REVENUE FOREGONE IN HONG KONG:

£} SIMILARLY, MODP SHOULD BEAR ALL THE COSTS ASSOCIATED WITH
THE TRAINING TEAM BRUNEI AND WORKS SERVICES IN NEPAL:

b)Y HEG WOULD CONTRIBUTE AS A RECONCILIATION ON THE PRESENT DLA
SUMS EQUIVALENT TO GBP16 MILLION AS A COMMERCIAL. SETTLEMENT OF
THE DIPSUTE OVER PAST VALUE ADDED TAX (VAT) AND GBP3 MILLION
FOR PAST SALARIES TAX ON ALLOWANCES, NEXT WORD UNDERLINER,

BUT HEG WOULD NOT MAKE ANY PAYMENTS IN RESPECT OF VAT UNDER THE
NEW DCA.

3. 1 HAVE SEEN THE UNNUMBERED TELEGRAM OF & MARCH FROM SEC(D)X(C)
COMMENTING ON THE HONG KOMG ACCOUNT OF THE NEGOTIATIONS SENT TO
YOU. THERE ARE FOUR GENERAL POINTS WHICH ARE IMPORTANT AND

NMEED TO BE DEALT WIITH:

(Ll THE REMAINING D1FFERENCE BETWEEN THE TWO SIDES DOES INDEED
APPEAR TO BE THE SUM ATTRIBUTABLE TO VAT. WHETHER OR NOT THIS
SUM IS5 INCLUDED AS A LEGITIMATE CHARGE ON THE DCA ALTERS THE
CALCULATION OF THE BASE LINE COST. WE HAVE WORKED ON A BASE LINE
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COST OF POUNDS 1039 HlLLIﬁN. OUR FIGURES FLOW FROM THAT. THEY
SHOW,. AS I HAVE FDIHTED??UT IN MY TELEGRAMS, THAT WE HAVE OFFERED

162564
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CONPENSATING ADJUSTMENTY OF POUNDS 52 MILLION TO GIVE AN OVERALL
DIVISION OF COSTS OF 6221 - 30.1. THE MOD ADD POUNDS 10 MILLION,
ATTRIBUTABLE TO FUTURE VAT, TO THEIR BASE LINE. CONSEQUENTLY
THEY COME UP MITH DIFFERENT AMSWERS OM DTHER FIGURES.

(11) THE ISSUE OF VAT IS IMPORTANT TO HONG KONG. WE HAVE NEVER
ACCEPTED IT AS A LEGITIMATE CHARGE UNDER THE OLD AGREEMENT. WE
DO MOT ACCEPT IT AS A LEGITIMATE CHARGE UNDER THE NEW ONE.

{I111Y WMOD MNEED HAWE MO CONCERM ABOUT WHETHER A COMPLETE ACCOUNT

OF THEIR POSITION MAS GIVEN TO EXCO. I UNDERTOOK TO DO 50. IT

WAS DONE. THEIR POSITION WAS FULLY CONSIDERED BY EXCO. MEMBERS

OF EXCO COULD, OF COURSE, SEE IMMEDIATELY THAT THE DIFFEREMCE
BETWEEN THE TWO SIDES CENTERED ON WHETHER OR NOT A SUM ATTRIBUTABLE
TO FUTURE WAT WAS INCLUDED AS A LEGITIMATE COST.

(1Y) BREAKDOWN OF COSTS INTO GENERAL CATEGORIES 15 IMPORTANT,
PARTICULARLY FOR EXCO BUT PRDBABLY ALSO FOR LEGCO. MISS LYDIA
BUMN, THE SENIOR MEMBER OF LEGCO, TAKES A VERY KEEM INMTEREST IN
THIS POINT. S50 DO OTHERS. FOR SUGGESTIONS SEE MIFT.

4. 1 D0 NOT PROPOSE TO COMMENT ON OTHER DETAILS IN THE MDD
TELEGRAM FROM SEC(O)C(C), NOR ON THE TONE ADOPTED IN IT. I TAKE

IT THAT THE TELEGRAM WAS REALLY INTENDED FOR A WHITEHALL AUDIENLE
RATHER THAMN THE HONG KONG GOVERNMENT. THE ONLY POINT THAT NEEDS

TO BE MADE IS THAT, IF THE MOD FEEL THAT THE POINTS IN THE TELEGRAM
ARE SUBSTANTIVE AND IMPORTANT, THEY COULD HAWE BEEN RAISED DURING
THE 4&TH ROUND OF NEGOTIATIONS., I UNDERSTAND THAT THEY WERE NOT.

WILSON

PISTRIBUTION

MAIHN

LIMITED PZ/LOED GLEMARTHUR
HED PS/PUS

P5 MR GILLMORE

FE/MRS CHALKEH MR MCLAREN
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SECRET V W«/‘-
FM HONG KONG

TO DESKBY 031230 FLO
TELND 0921 ;'J'-" 31'/‘

OF 0312001 MARCH B8
INFO IMMEDIATE MEW DELHI

N%{PFLJ ) \W
MNEW DELHI FOR (PERSOMAL FOR LORD GLEMARTHUR) Lﬂﬂ fvbfﬁ i
FOLLOWING PERSOMAL FOR PAUL, HEDR, FROM GOVERMNOR

YOUR TELNO 618 : DEFENCE COSTS AGREEMENT

1. 1 AM DISTURBED BOTH BY THE TONE AND THE DETAIL OF THE MOD AND
TREASURY REACTION. I HOPE IT 15 REALISED WHAT A NARROW TIGHTROPE
WE ARE WALKING HERE AND HOW CLOSE WE BARE TO THE MARGIN OF WHAT 15
POLITICALLY POSEIBLE.

2. YOU WERE CORRECT IN YOUR UNDERSTANDING OF THE HONG KONG POSITION.
THE OFFER MADE BY THE HONG KONG TEAM WAS A 45:35 APPORTIONMENT WITH
COMPENSATING ADJUSTMENTS WHICH AMOUNT TO A TOTAL OF POUNDS 52 MILLION
DETAILS OF THE ITEMS IN QUESTION ARE IN PARA 3 OF MY TELNO 832

USING A BASELIMNE ESTIMATE FOR THE TOTAL COST OF THEMNEW DCA OVER

9 YEARS OF POUMDS 1,059 MILLION THIS GIVES AN OVERALL APPORTION-
MENT OF 69.9:30.1, THE BASELINE ESTIMATE DOES NOT (NOT) INCLUDE A
FIGURE FOR WAT. THLIS PROPOSAL WAS ENDORSED BY EXCO: BUT VERY
RELUCTANTLY AND AFTER A LONG ARGUMENT. MANY MEMBERS THOUGHT THAT THE
HONG KONG OFFER HAD ALREADY GONE FURTHER TO SATISFY HMG'S NEEDS THAN
WAS EITHER RIGHT OR POLITICALLY SALEABLE IN HONG KONG. ALL MEMBERS
WERE ADAMANT IN THEIR VIEWS THAT THERE COULD BE NO JUSTIFICATION

FOR INCLUDING VAT AS A COST IN THE NEW DCA.

T, YOU WILLREMEMBER THAT THE COLLECTIVE MINISTERIAL DECISION
CONVEYED TO ME IN YOUR TELNO 344 SAID THAT THE PREVIOUS HONG KONG
POSITION OF A STRAIGHT £5:35 APPORTIONMENT MEANT THAT THERE WAS NOW
A GAP OF POUNDS 50 MILLION BETWEEN THE TWO SIPES. WHEN THE LATEST
ROUND OF TALKS RESUMED THE MOD CLARIFIED THIS BY SAYING THAT POUNDS
50 MILLION WAS A ROUND FIGURE. THE CORRECT FIGURE WAS POUNDS 53

MILLION.

L. WE HAVE MOW OFFERED COMPENSATING ADJUSTMENTS OF POUNDS 52
MILLION. GIVEN THAT WE ARE DEALING WITH ESTIMATES, NOT PRECISE COSTS,
THIS IS WITHIN A WHISKER OF REAL APPORTIONMENT OF 70:30. 1 SHOULD

PAGE 1
SECRET




SECRET
155575
MODHIAN D&71

MAEE IT CLEAR THAT ODUR POSITION RESTS AT R 565:355 APPORTIONMENT WITH
COMPENSATING ADJUSTMENTS. A 7O:30 APPORTIONMENT IS THE MOD
DESIDERATUM , NOT (NOT) A METHOED OF CALCULATION WE HAVE ACCEPTEDR. OUR
UNDERTAEING WAS TO COMNSIDER CAREFULLY AND IN GOOD FALITH MOD
PROPOSALS FOR PUTTING MINISTERS' REQUIREMENT FOR A 70:30 APPORTION-
MENT INTOD A FORM ACCEPTABLE IN HONG KOWE AND TO PUY FORWARD
SUGGESTIONS FOR BUILDING ON A 65:35 APPORTIONMENT IN A MANMER
ACCEPTABLE IN LOMNDOM. 1 BELIEVE WE HAVE COMPLETELY FULFILLED THAT
UNBGERTAKING .

5. ON THE PDINTS OF DETAIL RAISED BY MOD/TREASURY:

(1) IT IS DIFFICULT TO FOLLOW THE ARGUMENTS ABOUT LOCAL TAXES IN
PARA 2 DF TUR. UNDER THE PREYIOUS DCA, VAT HAS ALWAYS BEEN IN
DISPUTE. RATES WERE SPECIFICALLY DEALT WITH AS PAYABLE BY HM
FORCES BECAUSE THEY REPRESENT A PAYMENT FOR SERVICES RATHER THAN &
TAX. A SIDE LETTER TO THE PREVIOUS AGREEMENT SPELLS THIS OUT.

WE ARE MOW SUGGESTING THAT, UNDER THE NEW AGREEMENT, WE WILL TAKE
MO ADVANTAGE (AS WE DID IN THE PREVIOUS ONE} FOR REVENUE FOREGONE
FROM LOCAL TAXES, FEES AS CHARGES. SIMILARLY, WE BD MOT EXFECT TO
HAVE TO PAY ANYTHING TOWARDS LOCAL UK TAXES, 1.E. WAT.

I1) MOD ARE CORRECT IN SAYLING THAT OUR FIGURE OF 69.9. PERCENT
ARISES BECAUSE WE EXCLUDE VAT FROM THE TOTAL. WE HAVE MADE THIS
CLEAR. THE MOD OVERALL BASELINE, INCLUDING VAT, AMOUTNTS TO POUNDS
1,089 MILLION, ON THIS BASIS OUR PROPOSAL IS ARGUABLY FOR 69.3.
PERCENT. WE CANNOT UNDERSTAND HOW THEY GET A FIGURE OF 69.1
PERCENT. THEY DID MOT SET QUT AN ARITHMATICAL BASIS FOR THEIR
CALCULATIONS SO WE CANNOT CHECK. OUR OFFER WAS HOWEVER PUT TO THE
MOD WITH DETAILED MATHEMATICAL CALCULATIONS WHICH WERE NOT
DISPUTED BY THEAM.

(III) PAYMENT OF VAT IS A REAL PROBLEM AND A MATTER OF PRINCIFLE.
IT IS HARD TO SEE HOW AN INTERNAL UK TAX IS5 A FAIR CHARGE FOR A
DEFEMCE COST AGREEMENT WHICH OPERATES OUTSIDE THE UK. FURTHERMORE
1T 1S A POINT TO WHICH EXCD WILL UNDOUBTEDLY CONTINUE TO ATTALK
GREAT IMPORTAMCE. IT IS UNREAL TO BELIEVE THAT PAYMENT OF VAT
UNDER SOME OTHER HEADING COULD SIMPLY BE CONCEALED EVEN IF WE
WISHED TO.

(LV) IT IS5 SURPRISING THAT MOD DO NOT ACCEPT THAT THE QUESTION
OF VAT I5 NOW THE ONLY ISSUE SEPERATING THE TWO SIDES. THEY
CONFIRMED IN TERMS TOWARDS THE END OF THE FIMAL MEETING THE
FIMANCIAL SECRETARY'S STATEMENT THAT THIS WAS THE CAGSE.
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&, THO ABDITIOMAL PODINTE ARE WORTH MOTINMNG:

L1 NWE ARE DEALTIHG WITH ESTIMATES COVERING LARGE SUMS OVEHR A
P=YEAR PERIAD. IT MAKES LITTLE SENSE TO ARGUE ABOUT TENTHS OF
ONE FERCENT.,

(113 THE BUDRGE SURPOLUS ANNDUWCED YESTERDAY IS IRRELEVANT TO
THE POLITICAL FPROBLEM WE ARE TRYINGE TO TACKLE. I UNDERSTAWRD THE
CHAMCELLOR OF THE EXCHEQUER ALSO FACES EMBARRASSINGLY HEALTHY
FPROSPECTS FOR HIS BUDGET: 1 0O MOT INTEMD TO USE THIS AS AN
ARGUMENT .

7+ THE ESSENTIAL POLITICAL POINT REMAINS THAT ME SHALL HAVE
CIFFICULTY GETTING A MNEW DCA APPROVED BY A POLITICISED FIMANCE
COMMITTEE. WE ARE ALREADY BEYOND THE LEVEL OF APPORTIONMENT

WHICH I cOULDE WITH CONMFIDENCE S5AY WOULR BE POLITICALLY SALEABLE,

TO GET THROUGH THE PROPOSAL WHICH WE HAVE NOW FUT FORWARD WITH A
PROSPECT OF SNIPING RATHER THAN EITHER BRUISING FOLITICAL ATTACK OR
FAILURE REQUIREE THE SUPPORT OF UNOFFICIAL MEMBERS OF EXCO. 1L

OMNLY JUST HAVE THAT FOR THE HOMG KONG OFFER C(AND EVEN THEN DO

HOT HAVE THE SUPPORT OF THE SENIOR MEMBER, SIR 5 ¥ CHUNG, BECALSE
OF THE COMPENSATING PAYMENT OF THE SUM IN DISPUTE FOR VAT UNBRER
THE OLD AGREEMENT). THEIR SUPPORT CAWNNOT BE ASSUMEDR FOR ANYTHING
LESA .

WILSON

DISTRIBUTION

MAIN

LIMITED Pa/PUS
HED ME GILLMORE

PS5 MR BOYD
PS/LORD GLENARTHUR ME MCLAREN
PS/MRS CHALKER
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Fromi the Private Secretary 29 Pebruazy 1988

éh&\: Tﬁuﬂ-_:}.

HONG KONG: FORMATION OF THE FIRST SPECIAL ADMINISTRATIVE
REGION GOVERNMENT

The Prime Minister has considered the Foreign Secrotary's
minute of 25 February setting out a number of proposals which
we might put to the Chiness Government affecting the formaticn
of the First Special Administrative Region Government inm 19097,
together with the draft of the paper which it is intended to
hand to the Chinese. G&he 18 content to proceed in the way set
out in the Foreign Secretary's minute and has no comments on

the paper for the Chinese.

I am copying this letter to the Private Secretaries to
the Lord President, the Home Secretary, the Lord Privy Seal;

the Defence Secretary, the Attorney General and Sir Robin Butler.

e - O

%

(C. D. POWELL)

—

A. €, Galsworthy, Besg.; C.M.G.,
Foreign and Commonwealth Office.

SECRET
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FEIME MINISTER 26 February 1988

HONG KONG: FOREIGN SECRETARY'S MINUTE OF 25 FEBRUARY

l. HKow that we have overcoms the problem of direct
elections, the current most delicate issue between ourselves
and the Chinese concerns the formation of the first
Government of the Spacial Administrative Region {SAR), ie
the first Government after July 1997.

2. The Chinese want to emphasise the change of sovereignty

qu have tended to think in terms of a new Government

uaiting in the winqs to take over. This would cungzitut& an

o A
alternative source of authority in the delicate run-up to
the hand-over and would be very damaging to confidence.

1. We want to have the key figEfFﬂ' in particular the

future Chief Executive, in place well before the hand-over

T

50 that there would be maximum continuity and in effect the
train would go over the fg;ernatinnal f;bntiﬂr with a barely
parceptible bump. This would mean consultations with the
Chinese about appointments before 1997 but in return would

maximise our chances of influencing the situation post-1997.

4. The process of persuading the Chinese is likely to take
time, The first 5tep is to awveoid language in the Basic Law

which would prevent the kind of transition we have in mind.

Passages in the present drait Basic Law, due to be puhlishad
in May, arouse our anXieties. We need therefore to put our

ideas forward as soon as paégihle and the Chinese have in
effect invited us to do so. The subject will be discussed
during the visit of the Chinese Foreign Minister ko this
country next mnnth and probably at the next meetlng of the

i ——

Sino=-British Jnlnt Liaisﬂn Group in Hong Knnq between 8 and

11 March.

&11-._‘ - e ]

n-hmtuf
1




5. The draft attached to the Poreign Secretary's minute

meets our reguirements. I recommend you approve the Poreign

Secretary's proposal.

e

= [

PERCY CRADOCK
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HONG KONG: FORMATION OF THE FIRST POST-1937 GOVERNMENT

PRIME MINISTER (o’

The attached note by the Foreign Secretary deals with
arrangements for the smooth transfer of Goveranment in Hong
Kong in 1997. > =

e
S

—— -

The background is that the latest proposals put forward by the

Basic Law Drafting Committee would inveolve a rather sharp

ey

dividing line betwean the pre-13937 Government and its

gsuccessor. We want to see the maximum continuity and have puat

p— _'—-'1 + - [
gur concerns to the Chinese, who have i1nvited us to put

L

forward some detailed proposals. So, although one is leoking

ahead some ten years,we have an excellent opportunity to

influence Chinese thinking.

o

It is suggested that we put a paper to the Chinese covering
the appointment of the first Chief Executive, of senior

officials, of membars of the Executive Assembly and the

election of the first Legislature.

——

The general idea is to build on the proposal you have already
approved of gradually transferring the powers to be held by
the post-1997 Chief Executive to a Deputy Governor (who would

be our appointee). From 1996, this post would be filled by a
Chiaf Executive Designate, who would be selected after
consultation with the Chinese. From 1995, we would start to
inform the Chinese of high-level appointments in the Hong Kong
Civil Service and from 1996 would put the Chief Executive
Designate's nominees into their future posts, so that they
could gain a yvear's experience in them. Similarly, we would
try by consultation to emsure that members of the first

e

Exerutive and Legislative Assemblies aftar 1997 will have

sarved For at least a year bafora 1997.
———

= -

In essence, we would be givipng the Chinese a say over

appointments from 1996 in the hope of (a) ensdring continaity
and a smooth traniIETEn; and (b) giving us some say over the

SECRET




cholce of people to run Hong EKong after 1997. By 1996, it

will be only realistic to glve the Chinese such a say iwhile

e

wa, of course, retain full responsibility). But agually we

should extract as much benefit as we can from recognising the

reality.

Sir Percy Cradock agrees with the proposala. His comments are

attachead. — o

C D POWELL
26 February 1988

DASALI
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FRIME MINISTER

Hong Fong: Pormation of the First Special Administrative
Region (SAR) Government

1. Om 19 November 1%86 OD(EK) considered arrangements for the
transfer of powers from the Governor of Hong Kong to the Chief
Executive of the Hong Kong SAR in 1997. The sub-committes agreed
that the post of Deputy Governor should be created at an appropriate
tingf with the possibility of the post being filled by the Chief
ﬁzgautive (Designate) at a later stage. I was invited to discuss

the proposal with the Chinese Government without commitment.

2. A paper describing our proposal in general terms was duly passed
to the Chinese Government. It has clearly been carefully studied:
an a number of occasions our Chinese interlocuters have expressed
interest in our ideas, while signalling that they would have
difficulty in any arrangement which might tend to limit the range of
possible candidates for the post of Chief Executiuéf_qght there has

been no formal responsea.

3. OD(K) also concluded that it would be necessary to influence the
Chinese drafting of the Basic Law so that it did not exclude the

possibility of the post of Chief Executive (Designate) being
established before 1997 with powers devolved by the Governor. We

have sought to do so through various channels, emphasising to the
Chinese the importance of institutional continuity during the
transition of power over 1997. The Chinese have fully subscribed to

the principle of continuity and a smooth transition while making it

clear that the change of sovereignty must be appropriately marked.

-
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4., However, the Basic Law Drafting Committee’s latest proposals on
arrangements for the formation of the first SAR Government include
ideas which would represent a considerabla break in 1997 and which

would deny us influence over the structures and institutions to be

put in place thereaftar. These ideas, which are supported by some

Hong Kong members of the BLDC, may appear in an Annex to the first
full draft of the Basic Law, which is due to be published in May.

5. We have expressed our concern to the Chinese over that
development. In response the Chinese have now told us that they
would welcome it if we put forward our own detailed proposals on

arrangements for the formation of the first SAR Government: Vice
Foreign Minister Zhou Nan recently told our Ambassador in Peking
that we should put forward our ideas as socon as we could, so that
those could be considered by those responsible for the drafting of

the Basic Law. We thus have an important opportunity teo exert
influence on Chinese thinking at a crucial stage in the Basic Law
drafting process. Swift action will be needed if our ideas are to
gtand any chance of being taken on board bafore Chinese thinking
Firms up in ways which run counter te our objectives, and which
eould affect confidence in Hong Kong.

&. Our own objectives are:-

(1) to shape Hong Kong's future, and in particular its post 19397

system of government in ways which ensure that the system is
durable and meets Hong Kong’s requirements;

———

to ansure a smooth transfer of government inm 1997:

to achieve the maximum Effectiggggﬂs of governmant

i

then:

R

te maintain confidence in Hong Kong by demonstrating that we
are achieving these cbjectives, in co-gperation and harmony

with the Chinese Governmant.
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7. The attainment of these goals implies a significant degree of
continuity through the period immediately before and after 1997; and
hence a requirement for the Chinese to accept the continuatien in
office after 1997 of individuals appointed by us bafore 1997. Theay
will not unreasonably require in return to be consulted about the
selection of such pecple in the period immediately before 19%97. To
a large extent this is unavoidable as 1997 approaches, and indeed
essential if confidence is to be maintained. In terme of British
and Hong Eong interests it would be to our advantage to explolt this
in ways that maximise our influence after 1997.

8. With these considerations in mind, my officials have prepared

the attached draft paper, in consultation with the Hong Eong
Government. It has been approved by ExCo. The paper would be put

forward to the Chinese without commitment as no more than a hasis
for informal and confidential discussion.

9. The paper covers the following areas:

{i) The first Chief Executive. The proposals are consistent with
those in the earlier paper. A special post would be created at an
appropriate stage and the functions to be exercised by the future
Chief Executive gradually transferred to it. The Chief Executive
(Designate) would be selected during 1996 following consultation
with the Chinese and would occupy the special post until he was
formally appointed Chief Executive on 1 July 1997;

(ii) Principal Officials. From about 1995 the Chinese might be
informed of appointments made at the highest levels in the Hong Kong

e

Government. In the last year before the change of sovereignty the
Chief Executive (Designate)’s nominees would be brought into the
posts which they were destined to occupy after 1 July 1997;

{iii} The Executive Assembly. Nominees of the Chief Executive
(Designate) might be brought inte ExCo in the final year before 1

July 1997 so that they would have acqﬁlr&d Some Exﬁarienue before




they formed his first Executive Assembly after the change of
sovaereignty;

(iv) The Legislature. The members of the last Legislative Council
might be elected in ways which would permit them to remain in ocffice

across the change of sovereignty. This would involve conducting the

electicons on the basis of provisions in the Basic Law. The Chinese

would need to be indirectly involved in an apprupriﬁte way: they

might for example be allowed to EEEiEEEE,EEEE—ﬂEEE—K?PQ menbers of

an independent body to supervise the election.

- —— - -

10. It is important to put a paper to the Chinese in time to take
advantage of opportunities for discussion which will arise in the
next month. These are the visit to Britain by the Chinese Foreign
Minister, with whom I am due to discuss Hong Kong affairs on 11
March, and the impending meeting of the Sino/British Joint Liaison
Group in Hong Kong between 8 and 11 March.

11. I am copying this minute te the Lord President of the Council,

the Home Secretary, the Lord Privy Seal, the Defence Secratary, the
Attorney-Genaral and Sir Robin Butler.

DFFREEY HOWE)
Foraign and Commonwealth Cffice

25 February 1588
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FORMATION OF FIRST SAR GOVERNMENT
DRAFT OF MAIN PAPER

INTRODUCTION

This paper considers how, in the context of the resumption by
China of the exercize of sovereignty over Hong Bong, a smooth
tranafer might be achisved in 1997 in terms of the institutions of
government. It considers in turn the following four areas: the
method of selection of the first Chief Executive; prinecipal
officials: the executive assembly; and the formation of the

legisliature.

METHOD OF THE SELECTION OF THE FIEST CHIEF EXECUTIVE

In their paper on the Governor and the Chief Executive, handed
aver to the Chinese side in December 1986, the British side
ampahsised the importance of maintaining continuity of
administration before and aftar 1997, and of ensuring that the first
chiaf Executive of the SAR was thoroughly familiar with his
responsibilities. Members of the Executive Council, the Legislative
Counicil, the public service and the public in general should becoms
sccustomed first to the existence of the post and subsequently to
the person of the Chief Executive (designate), before the formal
tranafer of authority. The paper suggested that one way of
achieving these cbjectives would be to create, before 1997, an
of fice to be occupied at some future point by the Chief Executive
(designate). The paper envisaged that, as a first stagae, the
British Government could create a post of Deputy Governor within the
Hong ¥ong Government and make an appointment ko it some time before
tha choice of a Chief Executive (designate). The functions which
would be exercised by the Chief Executive after 30 June 1997 could
he gradually transferred from the Governor to the occupant of the
post of Deputy Governor. The British Government, through the
Governor, would retain the ultimate authority for the Government of
Hong Kong. At a later date, nearer 1997, the post of Deputy
Govarnor could be retitled Chief Executive (designate] and filled by
the person who would hold office after 1997 as the first Chiet
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Executive of the Hong Kong SAR. The paper noted that it would be
necessary for the British and Chinese Governments to consult on the
method of selection of the Chief Executive (deasignate).

Tha British side continue to believe that an arrangement along
these lines offers the best means of giving expression to the
resumption by China of the exercise of soverelgnty over Hong Kong
and of ensuring a smooth transfer of government. In particular they
believe that the transfer from the Governor of those functions which
are to be exercised by the Chief Executive of the SAR, to a post
which will in due course be occupied by the Chief Executive
[designate), should take place gradually before 1997: this woald

allow ample time for an orderly ctransfer of powers ard

responsibilities and for the civil service to hecome accustomed to
néw lines of anthority.

The means of putting im place such an arrangement might be as
follows:

fa) At an appropriate stage the British side would create a
special post in the Hong Kong Government to which those
functions of the Governor which are to be exercised by the
future Chief Executive would be gradually transferred.

The emphasis at this stage would be on organisational
change. If it was necessary to deal with public
speculation it would be made clear that the first
incumbent of the post should in no way be regarded as the
Chief Executive (designate). The aim would be to complete
the transfer of functions before the end of 1396 so that
the person occupying the post would then be exercising, 1In
full, the powers and functions provided for the Chief
Executive under the Basic Law.

This might then be an appropriate juncture at which to

identify the individuyal who would in due course become the

Chief Executive. He would be appointed to the special

Fﬂ;g which would he re=titled Chisf Executive

([designate) .
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In accordance with the Joint Declaration, the British
Government, through the Governor, would retain the
ultimate authority for the government of Hong Kong up
until 30 June 1997 and, in particular, the specific
responsibility for defence and foreign affairs.

The British side accept that the appointment of the [irst Chief
Executive of the Hong Wong BAR will be a sovereign act of the PRC

—
and must be seen to be so in Hong Kong. It is alsc important that

the individual concerned should have the reguisite abilities and
experience to carry out the responsibilities of the post effectively
and in a manner which will command the support and confidence of the
people of Hong Kong.

These considerations would suggest that during 1996, there
should be consultations between the two sides, within the framework

 ——

of the Joint Q%Eiqpn Group, in order to identify one or more
canﬂiﬂatégpkar the post of Chief Executive (designate). Once a
suitable candidate or candidates had been identified a formal
procedure of selection would be carried out on a basis fully
congistent with the arrangements for the selection of the Chief
Executive of the SAR laid down in the Basic Law. At the end of the
gBalactlon process there would be a formal announcement, with which
the Chinese Government would be soitably associated, of the identity
of the successful candidate. He would then be appointed to the post
of Chief Executive (designate). On 1 July 1997 the Chief Executive
(designate) would be appointed by the CPG to the office of First
Chief Executive of the Hong Kong SAR.

PRINCIFPAL OFPICIALS

In order to avoid a break in continuity of administration or
loss of efficiency, the British side believe that it is important
that the individuals who are to fill the posts of principal
officiales in the first SAR Government should already be in post in
the period before 1 July 1997 and should remain in post for a
reasonable pericd thereafter. To facilitate such an arrangement,

the British side would be prepared to inform the Chinese slde in

detail on the selection of individuals who seem likely to remain in
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prineipal official posts after 1997.

A5 a firat stage (in say 1995), the Chinese side would be
informed of which individuals then at the level of Branch Secretary

or above, or expectad to be promoted ko that level before 1 July
1997, were likely to remain in the administration beyond 1997. The
Chinese gide would then be informed, in advance, of aii_SUbaequeut
appointments and promgtions to posts designated as “principal

T

officials" under the Basic Law.

As a second stags, once the Chief Executive (designata) has
bean appointed in that capacity, he would formally advise thes CPG
which individuals he proposed to recommend to ococupy particular
principal official posats on 1 July 1997. The Hong Kong Government
would then so far as possible ensure that the individuals concerned
held their respective posts before 1 July 1997, so as to gain
experlience before the transfer of Government. The Hong Kong
Government would let it be known that thedr appﬂint;;ntgﬁﬂad been

m;éE_EE_EhE recommendation of the Chief Executive ({designate) and

with the CPG's concurrence. On 1 July 1997 EhE} would bhe appointed

by the CPG as principal officials of the Hong Kong SAR and would
take up office on that basis.

EXECIUTIVE ASSEMBLY

The Britieh side have noted that the latast version of the

draft Basic Law provides that the selection and appointment of

—_—

members of the Executive Assembly of the future SAR will be a matter

e

for the Chief Executive. In this regard it would greatly assist the
3chievame£:J;¥_; smooth transition if the first Chief Executive were
able to benefit from the advice of influential members of the
community who were already exparienced in and familiar with the
workings of Government. Specifically it would be desirable for
those individuals selected by the Chiaf Executive to be members of
the first Executive Assesmbly on 1 July 19397 to have served as

members of the last Executive Council before that date.

Such an arrangement would be possible if, once the Chief
Executive (designate) had been appointed in that capacity, and
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also to the Executive Council, he informed the CPG which individuals
he proposed to appoint to be the members of the first SAR Executive
Assembly. The Governor, on the advice of the Chief Executive
{designate}, would so far as possible appoint those individuals
identified by the Chief Executive (designate) to the Executive
Council. The Chief Executive would then appoint his nominees as
members of the first Executive Assembly of the SAR on 1 July 1997,
after he had been formally appointed to the office of Chief
Executive by the CPG.

FORMATION OF THE LEGISLATURE

In the paper handed over by BMA Peking on 20 January 1987, the
British side emphasised that it would greatly enhance perceptions of
the stability of Hong Kong, both locally and overseas, 1f there were
in existence, immediately following the resumption of sovereignty, a
body capable of [functioning s the first legislature of the SAR.

The possibillty that there might be a pressing need, shortly after
the resumption of sovereignty, to enact laws or authorize essential

expenditure should also not be overlooked.

With these congliderations in mind it would seem desirable, in
principle, to devise arrangements which enable all members of the
last Legislative Council, who are aligible under the terms of the
Basic Law, to become members of the first Sar legislature. Such
arrangements would offer the best means of ensuring stability,
confidence and continuity in legal authority. They would also avoad
the possibly unsettling impact on the community of holding new
@elections to the legislature immediately upon, or shortly after, the
transfer of government. It would be important im this area too to
mark the resumption by China of the exercise of sovereignty over
Hong Kong in an appropriate way, for axample by requiring the
merbaers of the new legislature to swear allegiance to the Hong Kong
SAR.

These considerations would suggeat that i1f the Chinese side
ware prepared to agree to such arrangements, the British side should

take all necessary steps to ensure that the members of the last
Legislative Council, before 1997, were elected in ways which are
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fully consistent with the arrangements for the futuce SAR
legislature laid down in the Basic Law. Such steps might include:

(a) Changing the term of office of the Legislative Council

irom three to four years in line with the Basic Law.
{S5imilar changes would be made to the terms of the
Municipal Councils and the Dlistrict Boardsa): and

Conducting the final set of Legislative Coancill elections
on the basias of provisions in line with the corresponding
provisions in the Basic Law for the election of the BAR

lagislature.

Such an arrangement woild also include the establishment by the
British side of procedures which would enable the Chinese side to be
appropriately involved in the preparation for and supervision of the
final set of Legislative Council elections. 8Such arrangements might
include the sgtablishment of an independent Electoral MLEfairs
Commission, with members from Hong ¥ong jointly selected by both
sides; to supervise the conduct of the last Legislative Council
elections and possibly also those of the Municipal Councils and
District Boards held in the immediately preceding twelve months.
Those elected to the last Legislative Council would be sworn in as
members of the SAR legislature on 1 July 1397 and serwve the

remainder of their four year term.
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MINISTRY OF DEFENCE
WAIN BUILDING WHITEHALL LONDON 5'W 1

Talephane m‘ﬂm;x 01-218 2111/3
L U o

MO 6/19/1L C 22nd February 1988

Do sl rd

r

HONG KONG DEFENCE COSTS AGREEMENT: RENEGOTIATION ‘t'l'
o

Fellowing the exchange 0f correspondence between Ministers
garlier this month which rests with your lektter to me of
February, officials from the Ministry of Defence, the Foreign and
Commonwealth Office and the Treasury have met to consider the terms
on which the MOD team might return to Hong Eong to resume the
adjourned fourth round of negotiatlons on the future apportionment of
defence costs. There has also been an exchange of telegrams between
the FCO and the Governor. You will wish to know where matters now
stand.

As a result of these exchanges, the Governor accepts that the
Hong Kong Government team should now discuss how HMG'S reguirament
For an effective 70/30 apportionment could be made acceptable in the
Colony. In return, the MOD team will consider how their proposal for
a 65/35 split could be presented as such in Hong Kong in a form which
wotlld be acceptable to our Minjisters. The Defence Secretary believes
that this would prE?lde a satisfactory basis for the team to return
to Hong FKong. There can, of course, be no absolute guarantee that
the discussions will result in an acceptable agreement but the team
will be negotiating within the remit agreed by Ministers for an
effective 70/30 apportionment. The intention is that they will
travel to Hong Kong Eomorrow evening and that negotiations will
resume on Thursday, 25th February.

I am sending copies of this letter to the Private Secretaries to
the Poreign and Commonwealth Secretary, the Chancellor of the
Exchequer, the Home Secretary, the Trade and Industry Secretary, the
Lord President, the Chief Secretary, the Attorney General and to Bir
Robin Butler.

O Al

e

(B R HAWTIN)
Private Secretary

Charlez Powall Esg
10 Downing Street
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Hong Kong (White Paper)

3131 pm

The Secretary of State for Forcign and Commanwealih
Affairs (Sir Geoffrey Howel: With permission, Mr.
Speaker, 1 should like to make o statement sbout the
White Paper on Hong Kong

A Hong Kkong Govermment White Paper, “The
Development of Representative Government: The Way
Forward” was publizhed m Hong Kong earlier today.
Copées of the Whate Paper have been placed in the Libeary
aof the House.

The publication of the White Paper marks the end of
a wide-ranging review of developmentis in representative
government. A Green Paper, published in May 1987,
sought the views of the Hong Kong community. 1L sl out
a ranpge of options [or possible change: none was ruled out
in advance. The Green Paper elicied a widespread public
responike. We were alan able to benefit from a wide range
of views expressed in the House during the debate on 20
January

The White Paper discusses the full ranpge of Bsues raised
in the review. The main decisions which il announces are
ae follows:

(@l tem directly elects=d members will be imtroduced meo
the Legislative Council in 1991 |

(hh b 1985 (ke nuember of appointed members in the
council will be reduced froem 27 1o 210, and ihe
number of members edecied by fonctional con-
stitpencies will increase from 12 o 14, ITn 1999, the
present svsiem of election by membere af District
Boards will be pbalished | bu the wrisan and regional
councils will asch contmue Lo slesi one member 16
the council ;

{ch bnks between the wrban disinc boards and the
urban coumctl will b strengihened ;

{d) the Governor will continue to be ihe President of the
Legisiative Coancil for the immedinte fuiire.

We are commitied to the seady development of
representative government in Hong Kong, We believe that
the decasions st out in the White Paper mark an important
siep in that direction and that they represent & balanced
and reasonabls response to the views expressed by the
pecple of Hong Kong and ther representabives

Mr. Gerald Kanfman { Manchester, Gorton): Since the
Secretary of State a week ago poured cold water on our
request for 3 statement, we are glad that our renewed
reques! lor o statement has met with & heiler responss
today,

This s & wery tumsd White Paper. It has been long
anticipated, with considerable expectation and hope, and
now that it 18 available it will come to mManY &s n
considerable ket-down. For the most part, it does little
more than tinker with the stams guo.

The propoesals for direci elections 1o the Legislative
Council are distinctly inadequate. 1t s nof simply thai
thess elections are nol 1o take place until 1991, rather than
1988, az many in Hong Kong campaigned for. Although
I advocated 1988, | can understand, if not agres with, the
Crovernment's decision to be cautions in the hight of the
divasions of opinton in Hong Kong about timing. 1t 18 even
mare  regrettable  that, when direct  elsctions  are
introduced, they will apply to only 18 per cent. of the
Legislative Council— 10 Members—rather than 25 per
cent., the figure that many of us expected this year

| cannot upderstand why the whole electorate of Hong
Kong, whose potential number is 3,300,000, 15 1o be given

(L]
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only 10 Members to elect when, under the mew
arrangement, accountants in Hong Kong—who cannot
be especially numerois—are to have a Member of the
Legislative Council all 10 themselves,

Mr. James Lamond ((Hdham, Central and Royton}:
There are & o of accountants there,

Mir, Kamfman: Bot oot 330,000

Even at this late stage, | hope that the Government will
reconsider the pumber of directly elected Members of the
Legislative Council, even if the dute of the clection &=
immulable. The Government should consider reallocating
the pluces of the two new functional Members o the
directly elecied section and increasing that number 1o a
minimum of 12, In the event of a change of Government
in this country before 1990, we would discoss the
feasibility and desirability of increasing the number of
elected Members of the Legislative Council with the
Ciovernment of the People's Republic of China

Hong Kong can and must afford Tively controversy,
andd no doubt there will be Bvely controversy there over the
coptents of the White Paper. However, having registered
our oriticism of the White Paper's contents, it is right that
I should =ay to the people of Hong Kong that, whatewver
disappointment there may be, the colony s &t 8 turning
]}l:liﬂ'll: in ils I‘l:i:[m']r and 1l cannod alford rine:.'l:]:- and |:£I:i.1'lg,
divisiond. 11 is essential that evervone in Hong Kong unifes
o ensure thal the new arangements work snd are
successlul. 1 am confident that that is whai they will do.

Bir Geoffrey Howe: | am grateful to the nght hon
Centleman for his modest, but appropriate, thanks for our
willmgness to offer the statement thiz afternoon. 1 2m alsa
grateful 1o him for his expression of support for the need
for steadiness and unity among the people of Hong Kong
They have alwayvs manifesied that, totheir great credit and
to the preater success of the territory,

1 do mot el the riﬂn hon, Gentlerman®s ;‘lll.r]:rili.il]l.m
that this represents a timid decision. It 1% an appropriaie
decision in response to the wery careful and fuol
consideration given o the matter ia Hong Kong. Our key
abjective throughout has besn o design a struciure that
will mot be temporary or fallible, bul one that will endure
beyond 1997, 1 want 1o make it absolutely clear that the
White Paper is entirely in line with the commilments given
by the Government when the matier was last discussed
Mo commitment was made to introduce direct elections in
108E. It 5 nonsense 1o 3ay—as some people said earlier
today—ihat the White Paper means the posiponement
of direct clection plans. The commitment 10 14988 was 1o
review in 1987, 'We have done that,

I note what the right bon. Gentleman his sasd about the
number of directly elected Members. However, 14 elected
Members from the Tunctional constitvencies will exisi
alongside the 10 directly elecled Members. That s close 1o
30 per cent. of all the Members of the Legisiative Council
We helieve that they will represent a proper blend of
continuity and change when the time comes. | am also
grateful for the right hon. Gentleman's encouragement 1o
the people of Hong Kong. alter thelr mature reflection
that has brought ws this far, 10 contioue 1o sustain the
constitution im the way in which we would all wish.

Sir Peter Blaker {Blackpool, South): Is my right hon
and kearmed Friend aware ihat the decision to introduce an
element of direct elections o the Legislative Coungil in
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1991 will be welcomed by the majonly of Conservitive
pembers and, 1 beheve on the evidence, by the majorty
of peopic of Hong Kong? 1s he also aware thal BBC radio
pews reporied this moming that the Government of Hong
pong &nd this Govermmen! have gonc back on an
umdertaking to iniroduce an element of direct elections in
(98RBT Will he make it perfectly clear that no such
pnderiaking has ever been given?

Sir Geoffrey Howe: 1 am grateful to my night hon.
Friend for his commendation of the decisions announced,
1 am grateful to him also for grving me the spporiunily o
gel bevond doubt the fact that those reporis had no
foundation. As [ said in my carlier answers, there was no
eommitment bevond that 10 undenake a review, and there
i po foundatbon for the saggestion that we have gone back
pn any commitment. It is very important that that
proposition should be nailed now and nailed firmly.

Dr. John Marek (Wrexham): Is the Foreign Secretary
gware that he has caused considerable diappaintment and
a gense of betrayml among a larpe section of the Hong
Kong community? Is he aware that democracy demands
pradition and roots and that thal mphes a move 1o direct
slections this year and & majority of elecied members by
19917 Is he aware that his lame staternent and his sell-out
will make the eventual transition of Hong Kong in 1997
harder rather than easier? Finally, ks he aware that i1 iz 8
wery risky course that he wishes to pursue in the next few

years?

Sir Geoffrey Howe: The intemperance of the fanguage
psed by the hon. Gentleman, with phrases such as “sell-
put”, puls the value of his judgment in the mght
perspective. There is no case for such emotional and
inaccurate phressology, nor i there any suggeston thar
the Government sre procseding with undue cavtion. We
have procesded, as we have always advertissd here, along
an evolutionary rather than a revolutionary line, on the
basiz that each cep should be carcfully consdered and
that changes should command wide suppori and
confidence in the community, What we said in the last
White Paper is what has boen said in this White Paper:
these chanpes, after full consideration of all the views
expressed, are well judged to command wide support and
confidenice and t0 eénsure continuity, which is the
foundation of stability

Mr. David Howell (Guildford): Further o the
comments of my right hon. Friend the Member for
Blackpool, South (Sir P. Blaker) about the BBC, 15 my
right hon. and kearned Friend aware that the report this
morning also stated 28 a bland fact that the decisions
ghout elections had been made in delerenc: (o Beijing?
Will my right hon, Friend take every siep 10 see that that
nonsense is fatly refuled? Will he stongly underting the
commitment, in his own words, to the steady development
of representative government in Hong Kong? Will he
confirm beyond all doubt that there is a0 going back on
the spirit and aim of the 1984 accord or on our very strong
determination and commitment o see Hong Kong
flourish as a Tree-snterprse society for many decades
akead?

Sir Geoffrey Howe: | am grateful o my right hon
Friend for what he has said. He rightly drew attention to
the imporiance of the joint declaration betwesn the United
Kingdom and the People’s Repuhblic of Ching. One of its

s
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provisions, designed to ensure the stahility and prospenty
of Hong Kong, was the proposition that the legislature of
the Hong Kong special administrative region shall be
constituled by clection. That is the direction represenied
by the changes which | bave announced today.

It is wrong io sugges! that the decisions we have
announced today are decisicns of anyone other than
ourselves, Clearly we have taken account of the wishes of
the people of Hong Kong. Clearly some of those people
thermsehves  have wished 10 take account of the
developmeni that has taken place on the Basic Law which
is being prepared by China. All these matiers are
important 1o the continuity which we want 10 achieve
That continuity is designed 1o secure the survival of Hong
Kong as & prosperqus, stable, free enterprise society in
sccordance with the joint declaration

Mr. A, J. Beith (Hervack-upon-Tweed): 1s the Foreign
Secretary really suggesting that direct elections carlicr than
1991, and of a larger proportion of the lepslature, would
be revolutionary? If it 15 not he who thinks that, is it
Beijing that thinks so, and has he received representations
1o that effect? What chance docs he see for cstablishing
two sysiems in one couniry il the democratic system is not
firmly established in Hong Kong before the changsover?

Sir Geoffrey Howe: The hon, Gentleman must come
back to reflect on the patiern that prevailed im Hong Kong
until the firsl steps were taken in the direction of
representative government only a few years ago. What is
now proposed 15 a substantial and mportant further siep
in that direction. The mood of the people of Hong Kong
was rightly expressed in the lnst White Paper, when ii was
noted thal 1here was considerable peneral public concern
that too rapid progress towards direct clechons could
place the future stability and prosperity of Hong Kong in
jeopardy. In summary, there was strong public support lor
the iden of direct clections but hitle support for such
ebections 1 the mmedite future. That wot the pogtion &
couple of years ago. Against that background, we have
gnnounced today the miroduction of direct elections in
1901 and made it clear that we (hink thar that i the right
pace at which 1o proceed.

Several Hon, Members rose——

Mr. Speaker: Order. 1 hope that the House will think
it fadr i | now give preference to those who were not called
in the debate on Wednesday 20 January,

Hon. Members: Hear, hear,

Mr, James Coachman (Gillingham): Is my nght hon.
and learned Friend aware that the White Paper will be seen
widelv as an elegant compromise between the apprelen-
sions of the traditionalists, who have viewed direct
elections with considerable concern, and the more radical
and adventurous section of the community that wanied
direct elections much more swiftly and for 3 moch greater
proportion of seats? My right hon, and learned Friend will
be aware that timetahding the introduction for 1991 shows
& much greater griagp of the realities imvolved in Lrnng to
arrange direct elections in a hurry than those who wanted
the inwodsction in 1988

Sir Geoffrey Howe: | am grateful to my bon. Friend.
e hove siriven to halance the two faciors to which he has
dripwn sttention. A a resuli, we will have contrbated 1o
the prospect of continuity, stability and prospenty.
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Mr. Jack Ashley (Stoke-on-Trent. South): Will the
Foreign Secretary récognise that, il e does not think that
the statement is tmid, some talented and energetic people
in Hong Kong will think it is, and that it will provide
impetus to their wish o emigrate? To avoid thal danger,
will the Forcign Secretary accept and tell our [riends im
China that the higher the proportion of seats that become
directly elected, the greater the prospect lor stability and
progress in Hong Kong?

Bir Geoflrey Howe: | hove no doubt that the right hon.
Cientlernan is corfect 1o say that there are some talented
and energetic people in Hong Kong who disagree with the
conclirsons 1 have announced. That was mmplal in the
question asked by my bon. Friend the Member lor
Gillingham {Mr, Cowchman). We kave striven to reach an
answer that provides the best balance between zll the
opinions expressed and the anxieties felt in Hong Kong
I believe that that wall prowe to be the basis for contimuaty
and stability of the system of government and continuty
on the path towards and through 1997, 1 belicve that it will
prove i be the best way of retaining in Hong Kong the
largest quantity of talent of the som ihe right hon.
Gentleman has in mind, It 15 a matter of judgment 1
respect those who argue in the opposile direction, but 1
think that we have struck the nght halance for the future

Mr. Roper Skms (Chislehurst); 18 my right bon. and
kcarncd Friend aware that many hon. Members consuler
themselves friends of Hong Koag and that many of us will
feel that the proposals, although we undersiand the mixed
views aboul them, arein the best nterests of the psople of
Hong Kong and the territory’s future? 1s he aware that it
was only & few years ago that a number of people [rom
Hong Kong were secking advice lrom us as (o how they
should mowve forward 1 representative government’
Indezd, the first elections were held only two and a hall
vears ago under the functionsl constituency system-—an
ingemous device that seemed particularly appropriate for
Hong Kong and appears to have worked successfully. Can
pry right hon, and learned Friend confirm that the numiber
of functiona] constluency seats i to be increased
forthwith and that there will still be functional
constituencics slongude direcily clecied Members afler
15917

Sir Geoffrey Howe: 1 am grateful o my hoa, Friend for
hiz tribute 1o the balance of the conclusions we have
reached. He is right 1o point out that 58 was only recently
that moves were made i the direction of representative
Eovernment against the historscal blu!l:g'l’ﬂl.ll‘lﬁf af Hong
Kong He is right to draw attention to the importance of
the Fanctional constituencics. The change that is taking
phace s a result of my statement today will take effect by
the addition of 10 direcily elected scats and a contingeaicm
of the functional constituensies in 1991

Mr. Pat Wall {Bradford, North): Does nol the
Secretary of Stae’s statement mark only a further
exiension of the long process of denying the Chiness
people of Hong Kong a say in the running of their lives,
both in relation to the rightful reunification with China
and to the socn] and economic conditions in the colony”
Does that not show that the Government have more in
common with one-party tetalitarian Stafinism than they
have with democracy throughouwt the world?

Sir Geoffrey Hewe: 1 dare zay thai, 1f | wanied advice
ghoul one-party. Stalimism, | sheuld turm 0 the hon
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Gentlemarn. | can sssure him that the patiern of
development in Hong Kong, the security tha! has been
provided for the people of Hong Kong and the framework
within which there has been an explosion of prosperity on
i massive and demonstrative scale are a tnibule 1o the free
enlerprise syslem which has underlain it and o the
frnmework of government that has brooght i1 thus far. The
changes that we arc making now are, in themselves, o
further extension of the mnovelty of represcniative
government which the hon. Crentleman appears 1o
commend, | cannot see why he shoold complain aboul our
movement in the dirsction of an increasingly democratc,
frec-cnterprise sociely

Mr. James Hill (Southampton, Test): My right hon,
and learned Friend will be aware that we have heard a
greal deal about the lobby Tor 1988, 1 was recently on @
private visit to Hong Kong, where | found that there were
several oiher opinions, particularly in the busimess
community. That community was looking forwarnd o
stability after the difficultics with the stock exchange and
the devaluation of the Hong Kong dollar. It would have
been o most inopporiune tme to bring forward a sweeping
palitical change, My right hon. and learned Friend mus!
have taken all thai into account in the decision making
that had 1o take place. I should have thought that ioday's
decision was the right ope, but 1 hope that my nght hos.
and bearned Friend will £ay something about the timetable
of the Basic Law; we cannol have democratic elections
without & Basic Law. There must be tremendous co-
operation with the Governor of Hong Kong and the
Chinese authorities.

Sir Geoffrey Howe: My hon. Friend deaws anention to
another of the strands of opinion in Hong Kong, which
ermphasises the extent 1o which there are sharp divisions
and variations in opinion there. That is one of the strong
arguments for not making & major constitutional changs
in 198, whean opinion 15 devided in this way, bui for
proceeding along the tmetable that he has commended.

My hon. Friend is also right to draw attention to the
imporiance of the role of the Basic Law. As | have already
sabd, the preparation of that is for the Government of the
People’s Republic of China, but it is being undertaken with
the help of & Basic Law drafting commiitee on which Hong
Kong people are well represented. 1 undessiand that the
full text of the draf Basic Law will be formally pubtished
after refinement in May of this vear and that Hong Kong
peopie will then have four months 10 comment on i,
before it is revised Turther. That other half of the cquation
is beimg carried forward guite sensibly.

This pattern of behaviour underiines (he exient (o
which there is a fallacy in some people’s thinking—that
# choice must be made between the interesis of Hong Kong
and good relations between Britain and Ching, The truth
is that we cannol have one without the other, and we ore
endeavouring b achieve both.

Mrs, Gwyaeth Dupwoody (Crewe and Mantwich): Ts it
not ebear thil only when directly elected Mesmbers are n
place will they have the authority 1o speak on the hasis of
democratic representstion? Does il ool il become a
Government who are supposed to be commitied o
democracy 1o say to other peophe, =Y ou must wait Tor the
system that we shall put in place ancd it will be only a short
time before the final changeover takes place.™
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ir Geaffrey Howe: I life were that simple, what the
jon Lady says might be true. But life is not so simple. In
ing those changes from n system of government which

-‘an-:ill.'d in Hong Kong. placed as i1 15 historicallv and
',Faph'imlly, we are moving i the direction (hat she
goubd wish, after the fullest possible consultation with the
F‘Pk concerned, on o tme sale consisient with balance
continnity. 'We have done the best we can to take
umt of the diversity of opinion. With all hamility, |
pelieve that we have got the judgrment about right

Mr. Robert G, Hughes (Harrow, West): Does my right
pon. and learned Friend accept that there will be a wide
welcome in Hong Kong For the calm and considered way
i which he presenied his arguments today” Does he accept
glsa that there will be some disappointment at the fact the
ghere will be no direct elections in 1988 Does he agree that
ghere will be zomie conoern that what be has said today may
pol be the best way in which 1o ensure stability? Does he
gocepd that there will be puzrlement about the fact that the
gnall scale of what is proposed fior 1991 falls short of the
grpeciations not ondy of those who want direct elections
this year bul of those who are hostile to direct elections al

Sir Geoflrey Howe: | have po dowbt that my hon
fricnd articulates the opinions of some people on the
maticr—I1 emphasiss some opmions of some peopie. We
have made the best judgment that we can on the basis of
an extengive survey and on the basis of debates |n every
m‘nn:iva.l‘rk h:prl’.‘hunla:i'rt institution and atul|||:|:i|_-.- iT
Hong Kong. In almost all of them, as in the House,
ppinion was pretty evenly divided between both ends of
the argpumenl. The judgment that we have stmsck is as pear
rght as one could geL

Mir. Dennis Skinmer [ Balsover) : Is the Foreign Secretary
gwrare that it will not be lost 10 the British eleciorne thal
the Government whe are handing over Hong Kong are the
same Government who fought for the Falklands? They
will be drawn (o the irnegistible conclusion that, whereas
the Crovernment were prepared to fight for the Falklands,
they dare not do anything with Hong Kong because there
are | million Chinese around the cormer? { fnderruptian, |
Sorry— 1 billion Chinest arcund the corner, There will
be only 1B per cenl. parlicipation in the elections. The
Government are demanding that trade unions, tied hand
and loot, must ballol for everything. Eighteen per cent.
would not do service to the lowa caucus. Before long, the
hon. and Fight hon. learned Gentheman, if he is stll in the
job, will make arrangements Tor & one-party state in Hong
Kong

Slr Geoflrey Howe: The people of this country will
learn from the hon. Gentleman’s intervention that, i they
seek one of the longest possible interconnections of wholly
unconnected topics, founded upon a wholly misleading
over-simplification, they have mo better champion of thai
type of behaviour than the hon. Gentleman

Mr. Tim Rathbone {Lewes): Dos my nghi hon. and
learped Frend accept that the mixture of direct
represenintion  &nd  functional representation i an
infriguing experiment in  proportonality? Does  he
congider that it bears particular study by her Majesty’s
Government”

Sir Greoffrey Howe: 1 am not guile sure in what respect
thai kind of sophisticated proporiionality 5 o be

(L3
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commended. It maght be commendable for the future
inbulations of the partes thal once constituted the
allance.

Mr. Alex Carlile (Monigomery): Does the nght hon.
and learned Gentleman agree that the exisiénce and
popular expeciation of representative government will do
much o sirengihen  prospects for Hong Kong's
institations m 1997 Does be expect evolulbon 1o be
spesded up 2 little berween 199 and 1#77

Sir Geoffrey Howe: The pattern of development thal
has g0 far been identificd seems to commend itsell 1o the
people of Hong Kong. We shall look forward 1o their
expericnce in opereting it when we consider the prospeci
for any further changes.

Mr. Micholas Sonmes (Crawkevi: 1 congratulate my
right hion, and bearmed Fricnd on achieving a judicions and
skilful balance in his paper. Will he reassure the people of
Hong Kong that it patently shows thit we have ahsalulely
no peed to suck wp to the People's Repubhic of China?

Sir Geoffrey Howe: The idea thai Britain should be
obliged 1o have 4 confrontaton with the People's Republic
of China or be obliged, in my hon. Friend's elegant phrass,
1> “suck wp to” the People’s Republic of China s an
unusually uncharacteristic over-simplification, of which
miy hon. Friend 15 nod often guilty

D, Jevemy Bray (Motherwell, Soath): 1s the right hon.
gnd leamed Gentleman aware that he has weakened the
guthority of, and undermbned coafidesce i, Lhe
Government of Hong Kong by so palpably bowing (o
presiures: from the People’s Repubhc of Chomn in & matier
in which thot counitry has no legiiimate interest and which
relates entirely to a period long before the handover?

Sir Geoflrey Howe: | am sorry to tell the hon,
Gentleman that his view is dramasically over-simplified
and foolish, A 1 said m the last debate on (his matter, and
again ioday, all the evidence shows that Hong Kong
prospers when London and Beijing can work in harmomy,
The overnding need for Heong Kong & o secure &
Foundation for lasting future stability end prospenty, That
cannol ke founded on conlrontaton berwesn Britain pmd
China; it can be founded, as it sensibly has been, on a
conlin ued unl.ll:rhlﬂm.'li.ng and the il:llp'lr:ml:lﬂatinn of ihe
joint declirntion, 1o which we are bath committed

M. Michael Marshall (Arundeld: Does my rght hon
and learned Fracnd accept that the whole future of Hong
Kong—rHike its past—is hased on 115 ecomomic viability,
which in furn is based on confidence? Is not the greatest
threat io0 confidence in Hong Kong ill-considered
statements urging on i a Westminster model, 23 some bon
Members have done, and as has been heard in some of the
exireme siatemenis of the Members of LegCa?

Sir (eoffrey Howe: I am sure my hon. Foend & nghi
w remind the House of the mportancs of confidence as
g foundaiion [or stability — above all else —in Hong
Konig. One of the remarkable things ks the extent o which
the people of Hong Kong and their representatives bave,
te o |large degree, approciated that, as B shown by the
moderation and wisdom of what they say. That i @
propombion thal shoald be borne firmly im mind by
Members of LegCo, this House and all others who are
concerned 1o uphold prosperity, stabdity and contimuity in
Hong Komg.
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M. Andrew Faolds (Warley, East): Will the nght hoa.
and learned Gentleman acceepl my reassurance that 1 think
that he has got il just gboul right — which can only
mean that the Prime Minister's uninformed intervention
his not been allowsd to play upon this particular motter?
Is mot the blunt fact that the masor conssderations up o
1997 must be both the maintenance and success of Hong
Kong's economy and the realisation that we must go along
with the Chiness Government’s aceeplance of the stk
and speed of change?

Sir Geoffrey Howe: 1 am always glad 1o scoept 2
compliment from the hon. Gentleman, however much it
may be accompanied by the thorns that he sometimes feels
obliged to offer at the same time. He puts his finger on it
precisely when he siys that the future must be huilt on
exchanges and understandings of the mutunl interest of the
Umited Kingdom, China and the peopic of Hong Kong
IF whal we are building now s to be stablc and survivable,
it meeds to be buili in thal way,

Several Hon. Members rose

Mr. Speaker: Order. | will call the four hon. Members
who have boen standing. to put their questions briefly

Mr., Tvan Lawrence (Burton): As any lingering doube
that my rght hon. and learned Friend may have had about
the good sense of his policy will have been confirmed by
the support of the hon. Member for Warley, East (Mr
Faulds). and as evervone — including the People's
Republic of China-— s agreed that Hong Kong should
huve direct elections, why should they mot be held as

widely and as soon as possible so that the tender seed of
democracy 15 planted in 19917 Ivmay not be strong enough
o withstand any of the winds by 1997

Sir Geoffrey Howe : The tender ssed of democracy was
first planted in the form of indirect elections as recently as
1988, and the judgment that we have formed is that to
make n further change with the addition of direct elections
only thres years after that will be te hasten the process of
maturation Loo quickly. 1 recognise thal it is a matter of
judgment. 1 do not think it would be easily possible to
produce @ conclusion thal commended itsell o the
enthusiastic support of my hon, and learned Friend and,
simultaneousty, of the hon, Member for Warley, East [Mr
Faulde)—but 1 have io try my hesl.

%ir. Bowen Wells (Hertford and Stortford): Will my
right hon_ and learned Fricod accept that the selection of
a sixv-year period for partially elected representational
povernment, instead of the nine-year period thal was
available to him, brings into guestion whether thers i
enough time fo establish and experience representative
government on a firm basis through direct elections, in
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addition 1o the ministerial system which must still come?
Will he carefully consider his fine judgment of today and
reflect on whether he ought not to speed up thal process!

Sir Geoffrey Howe: The arguments advanced by my
hon. Friend are perfecily legitimate. 1 do not wani to Je!
him think, however, that we are likely 1o embark on &
reconssieration of this matter, The imjmrln'nt thing is to
proceed with this next step, to get the process under way
an a setthed basis,

Mr. Alasinir Goodind {Eddisbury): Does my right hon
and kearned Friend accept that his statement today will be
broadly welcomed in Hong Kong and that it reflects the
vast majority of the voices thal spoke in the recent debaie
about the nesd for continuity and & meaiure of caution m
these arrangements? As the right hom, Member for
Manchester, Gorton (Mr. Kaufman) said, the people of
Hong Kong will make the new armangements work, and
they will bave the full support of this House m o doing.

Sir Geoffrey Howe: My hon. Friend's experience of the
people and colony of Hong Kong ends great authonty Lo
his observations. 1 am glad 1o endorse and accept them.

Mr, Robert Adley {Chrisichurch): Thank you, Mr.
Speaker, for giving me the last word.

Is il nedl & Tact that, for more than a century, stability
and autoeracy have gone hand in hand in Hong Kong? Is
there not & degree of iliogicality in the words of those who
gay that the best way 1o maintain stabality is lundamentally
1o change the system as # matter of urgency? Is there not
abso i certain fllogicality in the proposition advanced by
the Opposition Front Bench that, on the one hand, the
document and the future discussions up to 1997 should be
based purely on decisions taken in this House, a5 though
the People’s Republic of China did not exist and, on the
other, tn say, as oid the right hon. Member for
Manchester, Gorton (Mr. Kaulman), that if there is to be
a change of Government before 1991, the first thing that
he will do is 1o consult Beijing? Is my right hon. and
jearncd Fricnd aware that most people think that he has
g 1t nght?

Sir Geoffrey Howe: | thunk my hon. Friend very much
for that closing tribute. The least likely problem 1o afTect
the future of the people of Hong Kong is the prospect of
the election of & Labour Government in the United
Kinpdom.

Mr. Tam Dalyell (Linlithgow): On a point of order, Mr.
Spoaker.

Mr. Speaker: 1 shall take the application under
Standing Order Me. 20 firsy




STATEMENT ON THE WEITE PAPER ON HONG KONG.

TO BE MADE BY THE SECRETARY OF STATE FOR FOREIGN AND COMMONWEALTH
AFFAIRS, SIR GEOFFREY HOWE IN THE HOUSE OF COMMONS ON WEDNESDAY
10 FEBROARY 1988.

With permission, Mr Speaker, I should like to make a

gstatamant about the White Paper on Hong Eong.

A Hong Eong Government White Papar, "The Development of
Representative Covermnment: The Way forward®™ was published in
Hong Kong earlier today. Copies of the White Paper have been

placed in the library of the House.

The publication of the White Paper marks the end of a
wide-ranging review of developments in representative government.
A Green Paper, published in May 1987, sought the wviews of the

Hong Kong commonity. It set out a range of options for possible

change; none was ruled out in advance. The Green Paper elicited

a widespread public response. We were also able to benefit from

a wide range of views expressed in this House during the debate

on 20 January.

The White Paper discusses the full range of issues raised in

the review. The main decisicns which it announces are as

follows:

{a}) ten directly elected members will be introduced inteo the

Legislative Council in 19%1;

(b) in 1988 the number of appointed members in the Council will
be reduced from 22 to 20, and the number of members elected by

functional constituencies will increase from 12 to 1l4. Im 1991




the present system of electicn by members of District Boards
will be abolished; but the Urban and Regional Councils will each

continue to alect one member to the Council;

{c) links between the urban District Boards and the Urban

Council will be strengthened;

{d) the Governor will continue to be the President of the

Legislative Council for the immediate future.

We are committed to the steady development of representative

government in Hong Kong. We believe that the decisions set ocut

in the White Paper mark an important step in that direction; and
that they represent a balanced and reasonable response to the
views expressed by the people of Hong Kong and their

representatives,
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Fram the Private Secretary 2 FPebrua ry 1988
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HONG KONG DEFENCE COSTS AGREEMENT

The Prime Minister has considered the Defence Secretary's
minute of 1 February about the point reached in negotiatians
with the Hong Kong Government on future apportionment of
defence costs. She has also seen the comments by the Foreign
Secretary and the Chief Secretary.

The Prime Minister agrees that our aim should be to
achieve in substance a 70/30 split, even if that reguires us
to acecept devices which would allow the Hong Kong side to
present it as 65/35. 8he would want our team to negotiate
tenaciously for this result. They should not give the Hong
Kong side any reason at all to think that we would be prepared
to go further. Were a complete deadlock in practice to be

reached; our negotiatore would have to consult Ministers in
Lendon.

I am copying this letter to the Private Secretaries to
the Foreign and Commonwealth Secretary, the Chancellor, the

Home Secretary, the Trade and Industry Secretary, the Lord
President, the Chief Secretary, the Attorney General and to

Gir Robin Butler.

(C. D. POWELL) o

Brian Hawtin, Esg.,
Ministry of Defence.
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FRIME MIHISTER QLQM e rwf\l. 5 Qq
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HONG KONG DEFENCE COSTS

You earlier approved my note on how we should handle the next

round of negotiations (Al.

Tha Chief Secretary has belatedly minuted wanting a firmer

Line (B).

Obviously we want the best resunlt that we can get. But

egqually we do not want a row over Hong Kong at present.

The answer may be to send our negotiators back with
instructions to get a solution, and with no indication that
further concessions will be forthcoming. But at the end of
the day, thay will have to refer back if there i3 an impasse:
and it will be a political decision whether to make a further

CONCess1on.,

Agree that I should minute out as attached?

e

(C. D. POWELL)
2 February 1988
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\\ FROM: CHIEF SECRETARY
| DATE: 2 February 1988

FPEIME MINISTER

HONG KONG DEFENCE COSTS AGREEMENT : RENEGOTIATION

fioe
T have seen copies of George Younger's gﬂfﬁutﬂ to you of
1 December and GenffreyFHEHE’E of the same date.

2. We started these negotiations with the aim of getting
Hong Kong to pay at least 75% of the costs of the garrison
over the pericd to 1997. We had a gﬂﬂ'ﬂ __-.z_aE-? in principle,
as Gecrge made clear in his minute of 1 December, for asking
Hong XKong to pay a higher share than under the present
agreement. The settlement with China had reduced the external
threat to Hong Kong. As a result the role of the garrison
ig increasingly directed to internal security. Tt ie entirely
appropriate for Hong HKong to h;;; ths EEEt of its own internal
security. Hong Kong certainly could afford to meet the full

costs of the garrison.

3. Such an appreoach had, of course, to be tempered by the
political consideraticns. Your private secretary's letter
of & December recorded that you “would not absolutely rule
out some gesture to go a little way to meet the Hong Kong
side if negotiations reach an impasse®. In fact we have made
quite a generous move towards Hong Rong by asking them to
pay 70%, rather than at least 75%, This cost the UK E£50

million.

4. Hong Kong's reaction is not surprising. They have responded
like the good negotiators they undoubtedly are. They have
tabled a counter proposal which is significantly more to their
advantage, and they are seeking to put political pressure

orn us o make furthar concegsionsg.
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5. Geoffrey BHowe commented that the Governor 13 "vitally
dependent on the unofficial members of the Council" to secure
the passage of a new agresment. I understand that, when MOD's
ind Permanent Secretary wvisted Hong Eong in December, he had
discussed with unofficial members and they told him that "a

real movement in Hong FRong's favour was needed in the new

DCA [by comparison with the present 75%] but the £fact of

movement was more important than the ggiﬁE?m“, This suggests
our move to T0% Bhould be guite satisfagzﬁry. They also
commentad that "disaffected Legoco members would seek any stick
o beat HMG with {(and that, failing the DCA, another would
he found), and +that in any event other issvpes would claim
their attenticn in due course".

6. I am encouraged that, in the ight oF the latest
negotiations, George's officials consider a settlement could
ba obtained on the bazis of a =split of 708-30%. Az Gaorge
says, there ie alse the provision in the present DCA to roll
forward the present 75%-25% s8plit for ancther five vears.
Geoffrey appears to ses little wvalue in this provision but
I do not find it easy to reconcile this with the insistence
of the Hong Kong negotiators in 1280 to embody it in the DCA.
We need to make more of it in the negotiations.

7. T agree with Gecrge that there is no Justification for
conceeding anything more to Hong Kong than a split of 7O0%-30%.
I would not rule ocut; subject to discussion between officlals,
devices of the sort he describes which could ease presentation
in Hong Kong While retalining 70&=-30% in substance. The tactics
of the next stage of negotiations need to be consldered
carefully by officials. In my view negotiations should not
be resumed ontil we have a oledr indication from Hong Rong
that they are willing to settle for a substantive split of
TO%=30%K.
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8. I am copying to Gepffrey Howe, George Younger, Douglas Hurd,
David ¥Young, John Wakeham, FPatrick Mavhew, Lord Glanarthur

and S5ir Robin Butler.

g;ﬂﬂ MAJOR
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MO 6/19/1E

PRIME MINISTER

HONG KONG DEFENCE COSTS AGREEMENT: RENEGOTIATION: FOURTH ROUND

1. Follewing the recent round of correspondence on the way ahead in
negatiations with the Hong Kong Government (HEG) owver future
arrangements to cover defence costs after the end of March, my
officlals have spent the last week in Hong Kong. They took with them
the concession which we had agreed, to adjust the present 75/25 cost
sharing formula in favour of the HKG, to 70/30. They also had
available - and presented as options = a variety of compensating
offsets which would have allowed further apparent movement in favour
of the HRG, even as far as 62.5/37.5, had they wished to adopt these
tor local presentational purposes. This would still have given us a
70/30 split in reality.

2. On their return last week, my officials reported that some
encouraging progress was made initially in discussion with their
counterparts along these lines. But, part way through the round the

HEG side appeared to take a sharp step backwards, their attituode
hardening in support of an arrangement the effect of which would be a
straight 65/35 apportionment. On the final day, they tabled a
proposal on these lines, described as the last firm offer to be made
in this round of negotiations and which they have, as I understand,
now ereported to EXCO.

s The Governor has also spoken on the telephone to the Second
Permanent Secretary here, S5ir John Blelloch, in terms which closely
reflect the written offer made in Hong Kong although he was careful

to reserve his own position on any particular apportionment.

CONFIDENTIAL
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4. Thus there lie on the table the options put forward by my
officials based on the negotiating position we agreed and also the
proposal tabled subseguently by the HEG which, even with the most
favourable gloss that could be placed upon it, represents a straight

65/35 apportionment. My officials woold of course be guite willing

to return to negotiations based on the lins we have previously agreed
and indeed the public position is that the Fourth Round has been
adjourned whilst both sides report to their respective authorities.
But the fact remains that, as things stand at present, the gap is
still a wide one.

5 1 am of course aware that the Governor anticipates difficulties
in getting through his Executive and Legislative Councils any
arrangements which in their eyes do not represent a significant
improvement on the current DCA. At the same time, however, it must
be said that this was specifically why we agreed that a concession
should be offered. For my part, I can see no justification for
conceding anything further to the HEKG at the expense of the Defence
Budget, given the strength of the Hong Kong economy and the
opportunity contained within our proposals for suitable associated
arrangements to meet thelr presentational needs. To move to a
straight 65735 formula would cost £50M over and above the cost of a
70/30 split. I am not prepared to make the cuts in my programme that
such a concession would reguire.

6. What then ia to be done? Notwithstanding the fallure to agree
onn them so far, my officials believe that, given the will on both
sides, there remains scope for options which would secure the
apportionment of 70/30 we have agreed on the one hand, whilst at the
same time providing a presentation that would be satisfactory in HE
terms on the other. For example, it should be possible for the HKG
to pay an additional sum in relation to the current agreesment to
offset a move to 65/35 under a new agreement. Failing that, there
remains the provision in the present DCA that the existing
arrangements and apportionment will continue for a period of five

CONFIDENTIAL
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years 1f agreement on changes cannot be reached between the two
sides. The Foreign and Commonwealth Secretary will no doubt wish to
comment upon whether, given the powers and likely attitude of the
Hong Kong legislature, this is in fact a practical alternative and

I should be grateful for colleagues' views upon how we should

proceed.

e I am sending copies of this minute to Geoffrey Howe, Nigel
Lawson, Douglas Hurd, David Young, John Wakeham, Patrick Mayhew, Lord

Glenarthur and Sir Robin Butler.

1

Ministry of Defence

Bk February 1988
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Hong Kong Defence Agreement: Renegotiation

i
| i I have seen CGeorge Younger's minute to you ﬁfypfrabruary

about the fourth round of negotiaticns with the Hong Kong

Government over the defence costs agreement.

2. These have been difficult and frustrating negotiations.
But I believe it is important to appreciate their full
political dimension in Hong Kong. At the end of the day we
have to secure an outcome which the Governor can commend
and the Executive and Legislative Councils will a

The alternatives of a8 breakdown or an imposed settlement

would carry grave political and constitutional dangers.

3. The Governor has reported to me that he had the greatest
difficulty in persuading Exco to support the final offer
tabled by the Hong Kong negotiators. He is constrained by the
advice of Exco and vitally depandent on the onofficial

memberz of the Council to persuade thelr Legece colleagues

to vote the necessary funds under & new agresment. Ha fears
that an apportionment less favourable than the present

Hong Kong offer would fail to receive support, with all the
consequences of breakdown and a damaging public confrontation

between Hong Kong and London.
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4. The Defence Secretary referred to the provision

in the presant agreemeant for roll-over in the event of
Failure to reach. agreement on changes. The interpretation
of the relevant provision in the agreement 1z disputed by
the Hong Kong Government; the agreement is not enforceable
by law: as a peolitical reality we could not impose this

or any other cutcome on Hong Kong; the Legislative Council
would certainly refuse to vote the funds. To pursue this

course would lead straight to constitutional crisis.

B Instead I am sure we mist concentrate on securing an
agreed outcome which satisfactorily protects our intereats
and is capable of being sold in Hong HKong. I entirely
understand the pressures on the defence budget, and very
much sympathigse with the difficulty of making further money
available from within it. But egually wa must take into
account all the factors which affect political perceptions

of the 1ssue 1n Hopng Kondg

the newly assertive spirit of Legco, which has to be

persuaded and certainly cannot be railroaded:

the increasing costs which the Hong Kong Government will

incur in expanding the local police;

the fact that while this is happening the cost of the
garrison will steadily decline:
the Joint Declaration provision that agfter 19%7 China

will meet all the cogtz of itg garrizon in Hong HKong:

the widespread suspicion that British commitment to

Hong Kong ie waning.

In the latter connection; I am particularly concerned that a
crisias over the DCA might coincide with publication of the

Hong Kong White Paper on representative government, when
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a vociferous minority is bound to accuse HMG of pursulng
pur own intergats at the expense of Hong Kong. The recent
vigit here of Mr Martin Lee demonstrated how unsettling
the effect of such attacks can be, in Parliament and the

media here, as well as in Hong Kong.

6. 1 agree with the Defence Secretary that there remains
ggope for the presentational aspects of an eventual package
to be further explored. The idea of moving to a 65/35
apportionment against payment by the Hong Kong Government

of an offsetting sum under the CUrrent agreement 18
cartainly one option worth pursulng; although I do not

know how feasible it would be in terms of Hong Kong
budgetary practices or what amount could realistically

be handled in that way. We muet also recognlse that

howaver the package is presented, Hong Kong Councilleors will
be locking closely at the effective apportionment underlying
it: and there is a limit to what can be achieved, particularly
with a Hong Kornig audience, by means of "creative

acocounting".

7. I nonetheless agree that our negotiators should be
instructed to explore further all such avenues which

might possibly assist presentation of the outcome to Legco.
But I judge that something more may well be needed. I

hope therefore that the negotiators can also be given

scope to go a little beyond mere presantational

adjustments if they judge. this necessary to achieve
a settlement, for example by flexibility over the
exact size of the sum which we would seek to claw back

to offset a 65/35 split in a new agreement.

CONFIDENTIAL




CONFIDENTIAL

B. I am sending copies of this minute to the Chancellor
of the Excheguer, the Secretaries of LBtate for Defenca,
for the Home Qffice and for Trade, the Lord President,

the Attorney General and Sir Robin Butler,

{ GEQOFFREY HOWE )

Foreign and Commonwealth Office

l February 1388
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PRIME MINISTER 1l February 1988

HONG KONG DEFENCE COSTS AGREEMENT

1. Minutes from the Defence Secretary and Foreign

Secretary.

Z:. We have reached the crunch foreshadowed in my minute of
43 January to Charles Powell. Though not immovable Hong
Kong have been less flexible than we had hoped. We have to
decide whether we are ready to face a public row or for
politieal reasons are prepared to provide the extra money to
bridge the gap.

3. 1 sympathise with the Defence Secretary's problems:
Hong Kong are being difficult. On the othar hand the
Governor genuinely beliaves he cannot get anything better,
from our point of view, through the Executive and
Legislative Councils, and we must take his word on this.

I see much force in the arguments at paragraph 5 in the
Foreign Secretary's minute. My discussions in Hong Eong
last December with Exco members bear them out. Defence
costs is always a sensitive matter there and particularly so
when the Colony is restive and only too ready to believe
that our commitment is slipping, or that we are ready to
subordinate Hong Kong interests to Chinese interests. We
face soma criticism already over the issue of direct
elections and we do not want battles on two fronts at the
same time. The hard fact is that we cannot just now afford
a public confrontation between London and Hong Kong.

4. Against this background T think our negotiators should
be asked to make one further effort to improve on the
presentational aspects. The idea that Hong Kong might pay
an additional sum in relation to the current agreemant in
order to offset a move to 65/35 under the new agreement has




apparently only recently occurred to the Ministry of

Defence. But in the end these are cosmetic devices which
Hong Eong will see through rapidly. We should add to these
instructions the contingent authority to settle if need be
at 65/35. Alternmatively, we could ask our side to explore
but then telegraph back for final instructions, on the
anderstanding among ourselves that 1f need be,; we would be
ready to make the concession rapidly. The worst of all
worlds would be a row and then a concession publicly wrung

out of us.

PERCY CHADOCE
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MR POWELL

We may be approaching the crunch in these negotiations.
The latest round has ended with Hong Kong refusing to move
beyond a 65/35 apportionment. They have not been immovable
but have not moved as far as we would like. The Governor's

view is that this is as far as they can be pushed.

25 The Defence Secretary is' preparing to minute to the
Prime Minister. He may well propose that we sSeck some
further compromise. But this is likely to be cosmetic. Our
negotiators will need to be given flexibility to settle
around the 65/35 mark if we are to avoid a row.

3. ¥You will recall that, following my vigit to Hong Eong,
the Prime Minister agreed that we should be ready to make a
gmall but rezl concegsion. Whether the concession now in
isgue is small is arguable; but there is unlikely to be much
more give. Without having seen the detail in the Defence
Secretary’'s minute it is hard to comment fully. But there
are strong political arguments for aveiding bad blcood with
Hong Kong. There is the general proposition that we must
show ourselves supportive in the run-up to 1997. This is
reinforced by the fortheoming publication of the White Paper
on representative government, on which, with the help of
Martin Lee and the like, we are likely to face criticism. We
do not want two battles on our hands at the same time. The
Governor will also need cur suppert in facing a new and morae

restive LegCo.

4. My argument is likely to be that we give our negotiators
3

flexibility to settle for something like 65/35.

/.

2% January 1988 FERCY CRADOCK
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HONG KONG DEFENCE COSTS AGREEMENT

The Defence Secretary has reported on the latest round of
nagotiations on the Hong Kong Defence Costs Agreement. Our

team offered the concession of moving from the presant 75/25

=53

cost sharing formula to 70/30. This was not pnﬂugh to satlsfy

tha Hong Kong team whose bottom line is &5/35. Thae Defence
Secretary 18 most reluctant to accept this, ecalculating that
it would cost an extra E£50 million (I take it over the period
L0
up to 1997). He thinks, however, that it may be pessible by
further negotiation to make warious assoclated arrangements
which would give us the substance of a 70/30 split while
allowing the Hong Fongers to present lEbEE_EEf35* But he is
adamant that he is not prepared to finance more tha1 70/30 out

of the Ministry of Defence budget

The Poreign Secretary and 5ir Percy Cradock; whose minutes are

also attached, point to the strong arguments for avoiding a
public confrontation with Hong Kong, particularly aL-EHE
a —t

e

=
moment uhen there are already problems over direct electians.

Both are prepared to see duUthE' ruunﬂ of nequtlatinn But

they would want to see us concede tha 65,35 sullt as a last

- — r— -
resort. Agalnst this, the Defence budget is genuinely undpr

pressura and it is goling to be difficult to persdads the

Defence Becretary that he must pay up more for this purpose.

It must ba right to anthorise further negotiations to sea if a
golution which is acceptable to both sides can be found - aven
at the cost of some fudging - in the hcpe that the Defence
Secretary may find that 1f a further small concassion has to
ba made, he can live with it. But ordaining here and now that
the nagotiators must 1f necessary accept the Hong Kong tarms

e —

e TCF
and that the defence budget must stump up is more diffisult.

A

It might be better to say that, if thare lE 8till a deadlock.

they must telegraph for fresh instructions. Ministers would

then have to meet; weigh the interests at stake and decide how

to fund any further concession.

AgrEa;
C DY 7 =
CHARLES POWELL 24 rdkh

1l February 1988
DG2CHEB

_—
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Hong Kong: Reprasentative Government

Thank you for your letter of 11 January confirming
that the Prime Minister iz content with the Foreign
Becretary’s proposals on direct elections to the
Legislative Council in Hong Kong. They are included in
the enclosed complete draft text of the White Papar,
which the Foreign Secretary’s minute of 6 January said
would be cireculated in due course.

Apart from the decisions on direct elections, the
draft embodies the following decisions on relatively
minor resldual matters: g Vi

{a) Compeogition of the Legislative Council

There will be no changes this year in the overall
size of the council, which now comprises 57 members.
There will continue to be ten official members. The
number of appointed members will be reduced from 22 to
20. The number of members elected from functional
constituencies will be increased from 12 to 1l4. There
will continue to be 12 members elected on a geographical
basis by the slectoral college.

{b) The District Boards and Municipal Councils

{1} There will be no change in the role and composition
of the District Boards. However, their advisory role
will be developed by reguiring government departmants to
consult the Boards on all district matters. The Boards
will also be provided with additional resources.

(ii) Links between the District Boards in urban areas and
the Urban Council will be strengthened. In March 1989,
sach of the ten Urban District Boards will elect a
representative to sit on the Urban Council. As a result
the size of the Urban Council will be increased from 30
to 40 members in 1989. Urban Councilleors will then cease
to be ex-officiomembers of the Urban District Beoards.
This will bring arrangements for District Board

representation on the Urban Council in line with
arrangements for the Regional Couneil.

A{iii)
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(1ii) There will be no change in the role and composition
of the Regional Council.

(c) The Presidency of the Legjslative Council

The Governor will continue to be the president of the
Lagislative Council for the immediate future.

(d) Practical aspects of elections

{i}) The segquence of elections will be changed so that
elections to the District Boards, the Municipal Councils
and the Legislative Council are held in that order.

{ii) The age of entitlement to vote and of eligibility
for office will remain at 21.

' {1il) A preferential elimination system of voting (as
described in the Green Paper) will be adopted in this
year’s Legislative Council elections.

{iv) The limits on election expenses will be reviewed
regularly.

These relatively minor changes fully reflect the
broad consensus of opinion which has emerged on these
matters in the course of last year’s public consultation
exercise in Hong Kong. Theay are in line with our own
strateqgy for the steady and gradual development of
representative government in Hong Kong. The Foreign
Secretary believes that it is right that the Hong Kong
Government should proceed in this way.

I am copying this letter to the Private Secretaries
of members of OD(K) and to Eir Robin Butler.

LB B A W
Y Y 7~ ]
N T, !"f"’“:ﬁ_-—
(B H Culshaw]
Private Secretary

C D Fowell E=zsqg
P5/No 10 Downing Street
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Treasury Chambers, Parliament Street, SWIP 3AG

The Rt Hon George Younger TD MP

secretary of State for Defence = g
Ministry of Defence {_ﬂ

Main Building #
Whitehall '-':LI-.
London

SWlhA 2HB

| & January 1988
lhamr Eﬁt;qkmﬂﬂ.fy Stote,

HONMG KONG DEFENCE COST AGREEMENT

Following my letter of 6 January, our officials have met and

there has been an exchange of telegrams with the Governor of
Hong Kong.

1 have seen the telegram from the Governor. I dg not
find it particularly encouraging but I understand that, in
the light of it, your senior officials think a deal is achievablea
in the area set out in your letter of 21 December. On the
assumption that youw share this wview, I am content for the UK
negcotiating team to go to Hong Kong.

I am copying this letter to the Prime Minister, to other
members of OD(E) and ko Sir Rebkin Butler.

Yewas EVntj:ﬁtj_

C_J | u-&.\,
e L W
pe JOHN MAJOR

{ﬁ¥f;u¢ulmi Eh fen Craey i!;rtﬂﬁtj

a#dlt?ruuﬂ &5L1p4ﬂbithj=).
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HONG KONG: REPRESENTATIVE GOVERNMENT

Mr Younger has seen the Foreilgn and Commonwealth Secretary's
minute of 6th January about the White Paper on Representative
Government in Hong Kong. He is content with the proposals set out in
the minute.

I am sending copies of this letter to the Private Secretaries to
other members of OD(E) and to Sir Robin Butler.

FAND o
ivate,&ex:?‘é’i’:rr}r-___

Robert Culshaw Esg
Foreign and Commonwealth Office




10 DOWNING STREET
LONDON SWIA 2AA

11 January 1988
From the Private Secretary

Ds, “towy,

HONG RONG: REFPRESENTATIVE GOVERNMENT

The Prime Minister has considared the
Foreign Secretary's minute of & January about the
White Paper on Representative Government in Hong
Kong due to be published in February. She is
content with the decisions regarding direct
elections set ocut in the draft and with the way

in which the Foreign Secretary proposes to handle
this.

I am copying this letter to the Private
Secrcetaries to members of OD(E) and Eo Sir Robin
Butler [(Cablnet Office).

AL

CHARLES POWELL

A. C. Galaworthy, Esq., C.M.G., "
Foreign and Commonwealth Office,

SECRET
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PRIME MINISTER 8 January 1987

HONG KONG: REPRESENTATIVE GOVERNMENT

1. Foreign Becretary's minute of & January.

2. Ag the Foreign Secretary says., this is a good outcome,
the regult of skilful handling of the Chinese. We reflect
public opinion in Hong Kong and avoid a clash with the Basic
Law.

3. You can safely agree with the draft and the proposed

course of action.

PERCY CRADROCE
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MINISTRY OF DEFEMNCE
MAIN BUILDING WHITEHALL LONDON SW1

Telephome - 530 7022
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MO 6/19/1L Tth January 1988

D aTRn

HONG FONG DCA: RENEGOTIATION

Hay
Before his departure f;;ﬂéndla, my Secretary of State had seen

the replies from the pfime Mip{ster and the Fgteign and Commonwealth
Secretary to his minute of December on the subject of the
negotiations with the Hong Kong Government ([HEG) over the Defence
Costs Agreement (DCA). He had noted their reactions to his proposal
for a change in apportionment in Hong Kong's favour, subject to the
constraint that the Defence Budget should not be expected to bear a
shift of more than about 5% of the total costs of the garrison
between 1988 and 1997 without any compensation from the HEG.

He had been prepared to instruct the MOD's negotiators
accordingly. But in his letter of 6th January, the Chief Secretary
expressed his econcern that the HEG might reject any concession and
hold out for something more. Whilst it is apparently common ground
between Ministers that a concession of about 5% on the apportionment
would be acceptable if it resylted in a settlement, it ig clear that
discussions need to take place between officials of our two
Departments, as suggested by the Chief Secretary, before negotiations
with the HEG can be resumed. Whilst my Secretary of State is anxious
that there should now be genuine negotiations, with both sides having
some room for manoeuvre, he would, I am sure, wish these discussions
to take place as scon as possible in the hope that the Chief
Secretary's concerns can be resolved. Officials here stand ready for
an early meeting.

I am sending copies of this letter to the Private Secretaries to
other members of OD(EK) and to Trevor Woolley (Cabinet Office).

Jill Rutter
HH Treasury
CONFIDENTIAL
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Hong Kong: Representative Government L.rw

N
1. The Hong Kong Government”s White Paper on representative
government is due to be puhlished in February. The text on the

intrﬂduﬁiinn of a dlchtly elected element into the Legislative

Council now needs to ba finalised.

2. As you know, the recent Review of representative government in
Hong Kong showed substantial support for the principle of direct
elections. But on timing opinions are divided. No cleaar majority

p— ——

trend in favour of direct elections in 1988 has emerged.

3 We have secured from the Chinese a private commitment that if
direct elections are not introduced until after thg_Ernmulqaticn of

the Basic Law in 1990, it will contain an appropriate provision for
A PECPELRLE B L

them. They have also agreed that the White Paper could state, with
Pt v el
an "appropriate reference" to the Basic Law, that direct elections

will be introduced in 1991. The osutcoma of the Review anables us tao

proceed in this way.

4. The Hong Kong Govermnment have now sent us drafts of the key
chapters in the White Papar on direct elections and the way forward.
These drafts, which have been discussed with officials here, are
attached., They embody the decision that an element of direct
electiony to the Legislative Council will be introduced in 1991, in
the form of 10 directly elected seats in geographically based single

seat constituencies. These would replace the seats currently
elected indirectly by the District Boards. They take into account a
first round of discussion with ExCo. There may still be some

further minor changes of wording and presentation.

SECRET




5. In view of the part they have to play in this, the wording on
the Basic Law should be shown te the Chinese in good time. I
therefore propose to ask our Ambassador in Peking to pass the
Chinese a paper on the pattern previcusly established illustrating
how we intend to deal with direct elections in the White Paper,

including the references to the Basic Law. Because of the tight
timetable before publicaticn, he will need to do this as soon as
possible.

6. The outcome which is now emerging is a very satisfactory one,
both from our point of view and for Hong Kong. We have overcome

Chinese resistance to the principle of direct elections: we are on
course to achleve an element of direct elections in the Hong Kong
Legislative Council well before 1997; and we are set to secure a

commitment to direct elections in the Basic Law for post 1997 Hong
Fong. I believe that the course proposed is a fair reflection of

public opinicon and is in the best interests of the territory’s

future stabllity and prosperity. 1 therefore hope that you and

OD(K) cﬂlleiﬁﬁéé_will endorse the decisions regarding direct

elections set out in the drafts. The remaining chapters of the
White Paper are being drafted in slower time: I will circulate a
complete draft text of the White Paper in due course.

7. I am copying this minute to members of OD{K) and to
Sir Robin Butler.
r—

(GEOFFREY HOWE)
Foreign and Commonwealth Office

6 Januarcy 1988
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CHAPTER ILI
DIRECT ELECTIONS TO THE LEGISLATIVE COUNCIL.

PUBLIC RESPONSE TO THE GREEN PAPER

0of all the questions raised in the Green Paper, the subject of
direct elections to the Legislative Coancil produced by far the
greatest public response. The Survey Office received 124,228
submissions on the matter from individuals and groups of
individuals, representing the views of 137,217 people in all. It
alsa recelived 605 submissions from associations and other bodies,
164 public opinion surveys of various sorts addressed the issue, and
21 signature campaigns collected over 200,000 signatures. The
Legislative Council debated the subject and the Municipal Councils

and all District Boards discussed it.

The bulk of the views expressed was in favour of introducing
directly elected members into the Legislative Council. Ewvan
allowing for the fact that many people did not express any views 1t
is plain that there is a strong trend in public opinion in favour of
developing the present system to include a directly elected element

at the central level of government, and doing so well before 1997,

On the gquestion of whether a directly elected element should
be introduced in 1988, however, opinion was sharply divided. Those
who favoured introduction in 1988 argued that direct electicons were
important for the development of more open, accountable and
rapresentative government and should be introduced as early as
possible. Those against argued that introduction in 1288 was too
sooun because it could endanger stability and continuity: it woald
involve a second major reorganisation in three years and the systen
of elections to be used after 1997 had not yvet been aestablished in

the Basic Law.
Most submissions to the Survey Office from individuals, groups
and associations were against the introduction of direct elections

in 1988. The two public opinion surveys commissioned by the Survey
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Office produced a similar result. Other public opinion surveys and
signature campaigns were generally in favour of introduction in
198B. Opinions among Legislative Councillors, Municipal Councillors
and District Board members differed widely.

Taken as a whole, the public response to the Green Paper
showad that there is wide support among the people of Hong Kong for
the principle of introducing directly elected members into the
Legislative Council, but that the community is divided over the

timing of this move.

Few opinions were expressed on how direct elections might be
organized. Those who commented were on balance in favour of having
several constituencies rather than a single territory-wide
constituency. They also tended to favour having direct elections in
addition to, rather than instead of, the present system of indirect

alections by an electoral college.
Stability and Transition

There is a strong consensus in the community over the
importance of stability. Stable government has always been crucial
to Hong Kong. It will remain crucial in the years leading up to
1997 and beyond. Stability is essential for public confidence in
the Government and in the future of the territory, as well as for

overseas business confidence in Hong Kong.

The maintenance of stability requires that the development of
Hong Kong's system of representative government should continue to
be evolutionary rather than revolutionary: that each step should be
carefully considered: and that changes should command wide support

and confidence in the comminity.

Such evolution must also be compatible with a smooth transfer
of government in 1997. There will be changes in 1997 arising from

the restoration of Hong Kong to China. But the interests of the

comminity require that there should be a high degree of continuity

and that the form of govermment in particular should eontinue to be
one with which the people of Hong Kong are familiar and in whieh
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they have confidence. In considering the development of Hong Kong's
gystem of representative government before 1997, account must be
taken of the relevant stipulations of the Binco=-British Joint
Declaration and the delibearations of the Basic Law Drafting
Committea over how those provisions should be implemented after
1997. 1In this connection the government has taken note of the fact
that all the options in the latest draft of the Basiec Law concerning
the election of the future legislature include an element of direct

alections.
Introduction of Diract Elections

The government has concludead that the introduction of a numbar
of directly elected members into the Legislative Council before 1997
would be a logical and desirable further step in the development of
Herng Kong's system of representative government. It would be
walcomaed by the comminity and would be conducive to the maintenance
of stability.

The government has Eurther concluded that it would not be
right to make this major constitutional change in 1988, given that
opinicns in the commanity oo this point are so divided. The
argument that the Legislative Council should continue for one more
term with its present forms of membership, rather than undergo a
second restructuring in three years, is strong. At the same tima,
there are good reasons Ior leaving sufficient time before 1997 for
the new form of slection to become firmly established. The
governmant has therafore decided to introduce directly electad
mambers Iinto the Legislative Council in 1991.

The government considers that direct electlions should be on
the basis of single-seat geographical constituencies. It does not
believe that indirectly elected members representing geographical
constituencies shoanld in these circumstances be retained. It is

difficult to see any advantage in having two parallel systems of

gecgraphical representation in the Legislative Council, directly and

through District Boards. To have both would substantially increase
the gizga of the Legislative Council and upset its overall balanca.
The Government has therefore decided to introduce ten directly
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electead seats in 1991, in place of the ten currently £illed by

indirect alecticns from the District Boards. The future of the

remalning two electoral college seats - those elected by members of

the Muniecipal Councils - is discussed in Chapter V of this White
Paper.

Detalled arrangements for the conduct of direct elections,;
including the drawing up of constituencies, will be devised over the
next twoe or three years. The public will have the opportunity to

comment on them.

BECRET




CHAPTER VIIL

THE WAY FOBRWARD

The public response to the 1987 Green Papear showed that therea
is a strong demand among the comminity for the system of
representative government to be developed further. The forms of
representation developed over the years have proved to be effective
and to have firm popular support. The three-tiar structure of
govarnment received strong endorsement in the 1987 reaview and there
is a clear wish among the people of Hong Kong to retain and
strengthen this system, At the same time there is clear concern
that future development should take the form of a prudent and
gradual evolution, to ensure stability between now and 1997 and a

smooth transfer of government in 1997.

The decisions announced in this White Paper reflect all these
considerations, and take full account of all the views expressed
during the course of the review. A continuing, steady evolution of
Hong Kong's system of representative government is clearly in the
best Interests of the community, both to meet the developing needs
of our society and to maintain confidence in our future. ©8Sach a

process plainly has broad support within the community.

The White Paper charts the course of further development of
representative government between now and 1991. The framework of
government after 1997 will be incorporated in the Basiec Law which
will be promilgated in 1990. Purther development will be necessary
between 1991 and 1997 to ensure that there is continuity and &
smooth trangition in 1997. Decisions will need to be taken during
that period to enable Hong Kong's system of government to evolve in
a way that is compatible both with the framework set out in the

Rasic Law and with the aspirations of the Hong Kong commanity.
These decisions will reguire further public consultation though not

necessarily in the form of a review such as that Just concluded.

The system of government in Hong Kong is unigue, and has
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developed in the way that it has because of the unigue circumstances

of the territory. The system of government for the future Hong Kong

Speclal Administrative Reglon, which was set odt in broad outline in
the Sino=-British Joint Deglaration and which will be elaborated in
more detall in. the Basic law, will also be unigue. Hong FKong after
1997 will contlinue to require a structure of govermment tailored to
its own special circumstances. The overriding aim of the Government
iz that Hong Kong's system of representative government in the years
batwaan now and 1997 ghould be able to evolve gradually from tha
present system to ensure a smooth transition im 1997. Thisz should
be done in a manner that commands the full confidence of the people
of Hong Kong and ensures that government is both effsctive and
responsive.
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The Rt Hon George Younger TD MP
Sacretary of State for Defence
Ministry of Defence

Main Building

Whitehall

London
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HONG EONG DEFENCE COSTS AGHREEMENT . £

é'* January 198B

A sl

You gent me a copy of your minute of 21 éﬁ;nmher ko the
Prime Minister. I hawe also seen the Foteign Secretary's
minute of 29 December.

In principle, I could accept your proposal if it resulted
in &8 settlement of the DCA and on the basis that the additional
costs were contained within a defence programme consistent
with the PES 87 control totals. I certainly share your view
that no larger concessicon should be made.

Unfortunately it is far from clear to me whether vour
proposal would achieve a settlement. The UE has so [far made
most of the running and thers must be a real risk that Hong Fong
will reject any concession and hold out for something larger.

In these circumstances, before we make any concession
we need a clearer view on the likelihood of reaching an agreement
within the terms you have described and of the way we avoid
the risk of having to make larger concessions. T suggest our
officials examine the issues and repart back bafore any
concession 1s tabled.

I am copying this letter to the FPrime Minister, to other

members of ODIE) and to S5ir Robin Butler.
d Lo,

i
OHN MAJOR
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Foreign and Commonwealth Office '{""

London SWIA 2AH

31 Decemnber 1:'3/\1(,

I wrote to you on 11 Decembar about covert investigations which
are being undertaken by the Independent Commiskion Against
Corruption (ICAC) into alleged illegal activities by Committea
members and staff of the g o cxchange .

Thesa investigations have been progresssing smoothly. One of
the officials implicated has been co-cperating fully with the TICAC,
who are ready to take action against the other suspects.

This action ie now planned for the morning of Saturday 2

Janua (not the original date of 4 January). This I2 to give Hong
KEong longer to put sultable arrangements for the management of the
Stock Exchanhge in place over the weekend. Mr Ronald Li (who ceased
to be Chairman of the Stock Exchange in mid-December ahd is now one
of the Vice-Chairmen) and four others will be arrested on 2 January
for gquestioning. Letters will also be issued to t new Chairman,
Mr ChAPISE Sin, and all other membars of the Stock Exchange Listings
CommiTre® and its staff informing them that the ICAC will also wish
to gquestion them.

Thereafter the operation should proceed along the lines set out
in my letter of 11 December. If the Chairman and Committea of the
Stock Exchange are willing to co-operate,|management of the Stock
Exchange will be handed ower to a new management
sUf-Committee, If they do not co-operate the Hond Kong Government
will pass legislation on Sunday 3 January to put intoc place new
arrangements: in practice this will mean establishing an interim
management committee nominated by the Governor.

We shall ensure that He 10 are kept infermed as necessary of
significant developments over the holiday and weekend period.

I am copying this letter (not yet seen by the Foreign
Secretary) to Alex Allan and To the Governor of the Bank of England.

L

L ] e

! 3

LATEY,  [HEY —
(R H Culshaw) i
Private Secretary

C O Powell Esg
PE/No 10 Downing Street
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PM/B7/077

PRIME MIMISTER

?ﬂnq Kong Defence Costs Agreement: Benegotiations

!
I.I

1
] ~1 have seen George Younger's minute to you of

¥l December about negotiations with the Hong Kong

Government over the Defence Coszts Agreement.

2. In my minute of 3 December I set cut my view of the
political realities of the situation. It must also be
recognised that Hong Kong does face an increased burden

in expanding its police force in line with the phased
withdrawal of the garrison. Against this background

I share the Defence Secretary's conclusion that a shift

in Hong Kong's favour, away from the present 75:25
apportionment of garrison Costs, 15 necessary 1f we are

to reach HI‘;I""EEH‘[EI‘II' on a new Defence Cost=s .H.I.T[TEEI'I‘lET‘l'.' and
avoid a damaging political row with Hong Kong. Of course
it takes two to make an agreement anmd 1 am pleased that
S8ir John Blelloch was apparently able to dispel some of the
illusions in Hong Hong about what they can hope to achieve

during hie recent visgit to the territory.

3. I am generally content that a new negotiating position
ghould be developed along the lines =2et out in paragraph 3
of George Younger's minute. But I am not sure that a modest
change in the apporticnment, of the kind he has in mind,

Swill
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will turn the trick. I hope that the Ministry of
Defence negotiators will have sufficient flexibility teo
enable them to achieve an agreement which is both
politically acceptable in Hong Kong and compatible with
the MDD budgetary constraints, of which I am very

COnECclious.

4. I am sending copies of this minute to members of

QDUEK] apnd to Sir Raobert ArmsErong.

Ut

(GEOFFREY HOWE)

Foreign and Commonwealth Office

79 perember 1987
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10 DOWNING STREET
LONDON SWIA JAA

Fram the Private Secretary 23 Decembar 1987

Nore Joww,

HONG EONG DEFERCE COSTS
AGREEMENT: RENEGOTIATIONS

The Prime Minister has seen the
Defence Secretary's minute of 21 Decamber
in which he proposes that we adjust our
position in the negotiations for renewal
of the Hong Kong Defence Costs Agreement,
by conceding a small shift in Hong Kong's
favour away from the present 75:25 apportiomment
of garrison costs. Subject to the views
of the Foreign Secretary, the Prime Minister
is content for the proposal in paragraph 2
of the Defence Secretary'z minute to
be worked up and put to the Hong Kong
side.

I am copyving this letter to the
Private Secretaries to Members of OD(EK)
and Traveor Woolley (Cabinet QOffice).

John Howe, Esq.,
Ministry of Defence

CONFIDENTIAL
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MO 6/19/1L

PRIME MIMISTER

HONG KONG DEFENCE COSTS AGREEMENT: RENEGOTIATIONS

As proposed in my minute of 1lst Decémber, and as subsegquently
endorsed by colleagues, 5ir John Blelloch, Second Permanent
Under-Secretary at the Ministry of Defence, visited Bong Kong on 16th
and 17th December. During that period he met three of the key

_—
Unofficial members of the Executive and Legislative Councils, and he

also met the Governor with his three principal afficial advisers. He
separately had two private discussions with the Governor.

2 From the discussions Sic_John has received the clear impression
that a shift in Hong Kong's favour, away from the present 75:25

—

apportionment of garrison costs, is necessary if the Governor is to

muster the necessary support in Exco and Legeo Eor a new Defence

e,

Costs Agreement. He found 1t moch more difficult to gauge théh;ize

of the shift that would be needed to achieve this cbjective,
especially in the light of my Department's own budgetary position
(which Sir John was at pains to spell out to the Governor and his
advisers). Hong Kong officials have been seeking to argue in the
negotiations so far that while there eould be flexibility in the
incidence of payments, overall the costs of the garrison should be
gplit 50:50. I think they now understand that such an ocutcome is
simply not achievable and that, if there is to be a new

apporticnment , Tt will be at a level less favourable to them than
that. There is also the point that Hong Kong could easily afford the
sums implied by a continuation of the present arrangements - a point
that the Governor and his advisers were prepared to acknowledge.

CONFIDENTIAL
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i T Given my Department's present budgetary position, I am clear
that the magnituﬂe of the shift that the defence budget can be
expected to bear should be no more than about 5% of the total costs
of the garrison between lst April 198E and 30th June 1997. I am also
clear that the contribution provided by my Department should under no

circumstances rise above £46 million a year, which is 25% of the

estimated cost of the garrison in 1988-89, the first year of any new

agreement. I propose to instruct officials to work up a negotiating

position based on these principles in preparation for a further round
of negotiations 1n the Hew ¥ear. I should be grateful to know that
vou and the other members of OD(K) are content.

I am sending copies of this minute to members of OD(E) and to

Sir Recbert Armstrong.

Ministry of Defence
21 December 1987

CONFIDENTIAL
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Foreign and Commonwealth Office
London SWIA 2ZAH

11 December 1987

——

r?ﬁmﬁ. a\“;"l"‘-"
N [

Hong Kong Stock Exchange: Investigation by the
Independent Commission Against Corruption (ICAC)

We have just learnt from the Governor of Hong Kong that
for some time the Independent Commission Againat Corruption
{ICAC) have bean covertly investigating allegations about
illegal activities conducted by Committee members and staflf
of the Hong Kong Stock Exchange. These investigations have
reached the point where action is imminent.

The main allegations concern the part played by these
officials in connection with the listing of new shares-
It is alleged that they have insisted on being given the
opportunity to purchase secretly a number of the shares on
offer. The ICAC believe that this may involve a number of

criminal offences.
e — |

e

The ICAC have identified gne of the officials implicated
whom they believe will agree to cooperate with them. Thay
plan to take him in for guestiocning on 12 December. If he
agrees to cooperate he will be removed Fo London, under a
cover story, for a more thorough debriefing: action would
then be taken against the other suspects on 4 January.

The Hong Kong Gevernment have also drawn up plans against
the contingency that the individual concerned declinea to
cooperate. In that event the Governor will call in the Chairman
of the Stock Exchange (whe is one of those implicated) on
Ménday 14 December. The Committee of the Stock Exchange
will be invited to remove themselves from the management
of the Exchange until investigations are concluded. Control
and management will instead be vested in the Chief Executive
and a sub-committee chosen by the Hong Hong Gavernment.

If the Stock Exchange offificals are not prepared to cooperate
the Government will pass legislation the same evening to

put in place new arrangements for the management of the

Stock Exchange.
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We cannot exclude the posaibility that newa of the
ICAC 1n?cstlgntlﬂn will come cut as ea:]y as the weekend,
45 soon as the first gsuspect 1s taken in for quEEtanlnq.
If he does cooperate, there is still a continuing danger
of leaka: 1f he doea not, and the contingency plana are put
into effect, the action taken by the Hong Kong Government
will need to be announced on the evening of 14 December
Hong Kong time. We shall ensure that we are ready to respond
to any press i1nterest here.

——

In whatever way news of the investigation becomes publie,
Hong Kong's standing as an international financial centre
is bound to be affELted. It iz hard to assess the preciss
effects on Lnnz;_gj*é and in particular financial confidence,
but these colild possibly be severe. We and the Hong Kong
Government will have to do all we can to emphasise that as
sgon 85 these irregularities came to light swift and determined
action was taken to investigate them and to deal with those
against whom the allegations have been made. We shall ensure
that you are kept aware of developments, if necessary over
the coming weekend.

I am copyling this letter to the Private Secretaries
to the Chancellor of the Excheguer and the Governor of the
Eank of England.

iﬁfgmwuﬁ%fr;;

(R N Culshaw)
Private Secretary

C D Powell Eag
PE/No 10 Downing Street
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Treasury Chambers, Parliament Street, SWIP SAG

The Rt Hon George Younger TD MP

Secretary of State for Defence b ﬁ:}?
Ministry of Defence N [
Main Building

Whitehall -T'-}i 12
London

SW1A 2HB '

7 l4 pecember 1987
by

HONG EONG DEFENCE COSTS AGREEMENT &1
oy

You sent me a copy of your minute of B December to the
Prime Minister.

I agree that we should hold firmly to our existing
position - namely that Hong Kong should pay at least
15 per cent of the cost of the Garrison. On that basis,
I have no cobjection to a senior official being sent to
Hong Eong to explore the position as you suggest.

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

k.
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FM/87/068

PRIME MINISTER

Hong Fong: Defence Costs Agreement

1. I have seen George Younger’s minute to you of
. 1 Decembar about the negotiations with the Hong Eong
Government over the Defence Costs Agresment.

2. I am grateful to the Ministry of Defence negotiators
for the patienca with which they have clarified the
issues and identified the possible features of a nev DCA.
I note howWwever that the two sides remain divided over the
fundamental guestion of the apportionment of costs
between HMG and the Hong EKong Government.

3. George Younger rightly points out the political
pressures in Hong Kong for a more favourable
apportionment of the cost. I stressed these in my minute
of 27 August, and I need not repeat them now. We are

gradually creating more democratic machinery in Hong

Kong, and rightly so. The corollary is that we must also
be ready to cope with the political reality which arises
from that machinery.

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

5. As the Defence Secretary recognises, any agreement
must have the Hong Kong Government’s consent: we
certainly cannot impose an agreement on Hong Kong.
Failure to reach one would leave us logically with little
alternative but to pay ourselves, or to run down our
forces faster than we consider safe. That would be
unacceptable to the Chinese, who would, with

justification, see it as contrary to our treaty

obligations. It is not a road we could realistically
embark on.

6. I therefore very much hope that George Younger will

continue his efforts to reach an agreement which is

politically presentable in Hong Kong as well as here. I

CONFIDENTTAL
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am content for a senior official, presumably from MOD, to
go to Hong Fong to pursue this. He will naturally need
to argue the UK case very strongly: but I hope he will

al=o have sufficient flexibility to explore soclutions

which the Heong Kong Government could realistically expect
to present successfully to the Legislative Council.

6. I am copying this minute te OD({E) colleagues and to
Sir Robert Armstrong.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
3 December 1987
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10 DOWNING STREET

LONDON SWIA JAA
From the Private Secretary 3 December 1987

3 b Tﬁl\hh :

Hong Kong Defence Costs Aqreement

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

Subject to the views of colleagues,
the Prime Minister is content with the
line proposed for the time being. But
she would not absclutely rule out some
gesture to go a little way to meet the

Hong Kong side if the negotiations reach
AN impasse.

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

SR
R

ES POWELL
{(CHARLES PO rl_,__ﬁ

John Howe, ES8g.,
Ministry of Defence.

CONFIDENTIAL
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MO 6/19/1L

PRIME MINISTER

HONG KONG DEFENCE COSTS AGREEMENT
"E

Ll

I:l
I thought that I should write, as a matter of soma urgnn tn {:ﬁjﬁ
let you and our OD(R) colleagues know the position that has been

/x4
reached in the negotiations with the Hong Kong Government over the

Defence Costs Agreement.

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

Hong Kong garrison.

3. The principal cbjective of the Ministry of Defence, which was
reaffirmed by you and our 0D colleagues after the second round of
talks in July, was that our share of costs should fall at least in
line with the overall costs of the garrison; in other words, that the
MOD should be at least as well off, taking one year with another, as
if the present agreement had continued unchanged until 1957. The
Hong Kong Government's position has been that their share of garrison

costs must fall substantially in real terms. It has now hecome clear

that the isgue for them as much as for us is one of cashy in addition

to which they are seeking a presentational advantage. They have

suggested that they required a shift from the present 75:25
apportionment to about 50:50; but they have also hinted that they

g —

would be prepared to settle for a fall in their contribution from 75%

to at most 62.5% of qarrisun costs., The difference between 75% and

62.5% is eguivalent to about £125 million at constant prices over the

period to 1997. ==

CONFIDENTIAL
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4 It has, of course, always been arguable that, for the remainder
of the period to 1997, the HEG should be expaected to meet the full
cost of the garrisonm, since it will be devoted largely to meeting

their own security requirements. I therefore remain of the view that

the HEG's positi
justified in continuing to reguire them to bear at least 75% of the
costs of the Hong Kong garrison. There is ne doubt, however, that

Exco and Legco have been brought to expect a change in apportionment

in their favour, and that there may be a disinclination to approve —
» _-_-_-—\_

any financial arrangements that do not incorporate, and make

manifest, such an improvement. I am quite clear; however, that the

defence budget should not be expected to bear such an additional
_._\_-_|

commitmant. P —
L As I see it, therefore, we now have few options. The aimplest
would be to persuade the Hong EKong Government to accept a new DCR
having the same effect in apportionment terms as the existing
arrangementsy or, to the same end, to continue with the present
arrangements, as 1s provided for in the existing agreement. Any
other method would have in the end to come down to the same thing in
apportionment terms. An approach could in theory be made at a more
senior level than that of the negotiations so far but ,as I have
explained, the fundamental issue remains that of the apportionment.

b. In the absence of a move by one or both sides on this issue, it
is difficult to see how, no matter what the level of the next
egxchanges, the consent of the Hong Eong Government could be
forthcoming., It is, however, for consideration whather, as a final

¥ " L
gesture on our part, a senior official might be sant to Hong Kong to

explore with the Government whether the basis for such consent might

[ — e — — e

exist; and I propose that we should now take this step u:&éﬁﬁly.

CONFIDENTIAL
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I should be glad to know whether you and our OD{E) colleagues

agree, 1 am sending copies of this minute to them and to Bir Robert

ArmsbLrong.

Ministery of Defence
\ December 18987
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Foreign and Commonwealth OfTice

London SWIA 2AH

29 October 1987

/N
Ly

Hong Kong: Representative Government

o 1'! i,

The Foreign Secretary minuted/to the Prime Minister

and to OD{K) colleagues on 6 May-about the handling of the
Review of Representative Goverhment which has been taking

place in Heng Kong over the summeér. The periocd of public
consultation ended on 30 September. The report of the

Survey Office established to collect public reactions is due

to be published on 4 November. The Prime Minlster may lind it
useful to have an indication of the outcome of the Review ancd of
how we now =2ese the way forward.

The Governor of Hong Kong has recelved an advance copy
of the Survey Office report and has briefed the Foreign
Secretary on that basis. As we expected, the guestion of
introducing a directly elected element into the Legislative
Council dominated the Review and generated conslderable
public interest. It is clear that a substantial bedy of public
opinion supports the introduction of an element of direct
elections in prineciple. But on timing Bignificant numbers
are against their introduction in 1988, preferring to see
this happen after 1920 when the Chinese Government will
promulgate the Basic Law for post 1597 Hong Kong. The
submissions received by the Burvey Office and the private
opinion polls conducted on the Office's behalf both show
that only a minority wiah to see direct elections introduced
ip 1588, There iz also a substantizl number of "don't knows".

On the other matters raised in the Review, it is clear
that there is streong support for keeping the voting age
at 21 years and for retaining the Governor's role as President
of the Legislative Council. There 1s also some support for
a slightly enlarged role for the District Boards.

This outcome accorda generally with our expectations.
In particular the views expressed on direct elections
will enable us to take a decision In lime with Hong Kong
public opinion to delay their introduction until after 1530,
thereby avoiding a damaging public disagreement with the
Chinese, This would mean direct elections starting in
1991 or 1992. The outcome on the other matters raised by
the Review is dlso satisfactory.

Throughout




Throughout the summer we had been under pressure from
the Chinese not to introduce direct elections in 1388, They
had made it clear that their objection was not to direct
elections as such but rather to their introduction before
their own drafting of the Basic Law was complete (which would
have given the appearance of direct elections having been
forced on China). We consistently declined to give the
Chinese any assurance on this point, on the ground that the
FEeview must be a genuineé ong.

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

Wu Xuegian, on the likely cutcome; and the Governor of Hong
Kong subsequently toek parallel action with Vice Forelgn
Minister Zhou Nan on a visit to Peking. As a result we have
gecured from the Chinese a private commlitmeéent that if direct
glections are not introduced until after the promulgation of
the Basic Law, there will be an appropriate provision for them
in the Basirc Law. The Chinese also agreed that the Hong Eong
Government White Paper to be published next February could
state with an "appropriate reference" to the Basic Law that
direct electicns will be introduced in 1991 or 19%2. The
axistence of this understanding remains very sensitive.

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

I am copying this letter to Private Secretdaries of

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

=

ﬂr*’#jrrﬂ,ﬂf’

i {,ﬁ
LA € Galsworthy)
Private Secretary

C D Powell Esg
10 Powning Street
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10 DOWNING STREET

LONDON SWIA JAA

23 October 1987
From the Private Secrefary 2

HORG RONG

The Chancellor this morning cutlined to the Prime
Minister the problems faced by Hong Kong, particularly the
heavy exposures and potential losses in the stock index
futures market. The Prime Minister stressed to the Chancellor
her wvery great concern about the possibility of severe
financial difficulties in Hong Kong. This would strengthen
the position of "the Left" in China and could put at risk the

agreement with the Chinese Government about the future of Hong
Kong .

DAVID NORGROVE

Alaex Allan, Esqg.,
H.M. Treasury.
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10 DOWNING STREET
LONDON SWIA 244

From the Private Secretdry 5 October

HOMG KONG: REFEESENTATIVE GOVERNMENT

The Prime Minister has considersd the Forelign Secretary's
minute of 2 October forecasting the likely cutcome cf the
public consultation exercise on the future of Representative
Government in Hong Kong, and dstailing our exchangesa with the
Chinese on the intreduction of a directly elected element into
the Legislative Council. She agrees that the outcome is
highly satisfactory and attaches particular importance to
having secured Chinese agreement to provide for direct
elections in the Basic Law.

CHARLES POWELL

A.C, Galsworthy, Ezsg., C.M.G,,
Foreign and Commonwealth Office.
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PRIME MIMISTER

_—

Uem Prodded be L a7 .
Ronl Lasds pud =

ang Kong : HEEEEEEDtEtiUE Governméant

1. I minuted to you on & May abotit the forthcoming Review
of Representative Governmént in Hong Kong, and summarised
our exchanges with the Chinese on the guestion of the
introduction of & directly elected element into the

Legislative Council.

2. The Green Paper was published on 27 May; the period of
public consultation ended on 30 September. The independent
Survey Office established to collect public comment will
submit its report to the Governor by the end of October.
Proposals will then be made in a White Paper to be published

early in 1988.

3. The issue of direct elections has dominated the Review:
the publiec response has far HxﬁeadedJE;;dgggzlqu gauch
consultation, including that on the Joint Declaration.

Sir pDavid Wilsen is now clear, from the trend of the public
debate in Hong Kong and following informal indications from

these responaible for the Burvey, that the conclusion on

direct elections will almost certainly be that a significant

majority of public opinion supports their introduction in

ﬁ?lnulple; but that those in favour are sharply divided

e — -

on the timing of their introduction, with no clear madeiLy

———— —
ey
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for introduction next yvear rather than at a later date.
'r-'-l_I
A substantial body of Hong Kong opinion believes that direet

elections should not be introduced until after 1930, when

the Chinese Government will promulgate the Basic Law for
post-1997 Hong Kong. The discussien throughout has been

about direct elections for a proportion only of the seats
T BT

in the Legislative Council.

d. Dpuring the summer, the Chinese have continued to represent
to us their view that we should noet introduce direct elections
E———
in 1988B: they have made it clear that if we did, they would
P : : 5
be obliged to dissociate themselves from the action, and
—_—
have sought an understanding that we would not do so. They
have however made it clear that their objection is not to

e iy

direct elections aa such, but to the principle of the British

——— : B 1
Goavernamant introducing them before the Chinese GoOVEInmeOor s

own exarcise of drafting the Basic Law in consultation with
T ———

the people of Hong Kong is complete, and thus appearing to
: ——
force them on China.

=

——

5. We have throughout declined to give the Chinese any

such assurance on the grounds that the Review must be genuine,
L ; p——

and that until we knew its ocutcome we could not give any

commitment a8 to the conclusions we would draw from it.

G. However, the clear indication that the Review will

not produce a majority in favour of introducing any element
of direct eslections in 1988 has enabled us to take the matter
further with the Chinese, It was essential to do this at
this stage in order to head off the possibility of a hostile
public response from the Chinese to the publication of the
Report. I saw the Foreign Minister in New York last week,
and S5ir David Wilson, who was visiting Peking, held talks
with his deputy. We briefed them in strict confidence on

the likely outcome of the Review. We proposed that, if the

outcoma of the Review 1is indeed as expected, the White Paper
in early 1988 should acknowledge publie support in principle

p— S—
ffor =
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for an element of direct elections, ‘and state, with an appropriate
__"'-_"-_' a
raeference to the Basie Law, that these would be introduced

e

i I99 or 1997. For their part the Chinese would make 1t

clear that the Basic Law would permit an element of direct
gelections to thE_EEEIElative Council inte the EEEEg-;?EEf*

TEE?TmEhe Chinese replied that if direct elections were ;;t
IEE;;ﬂuced untilrgiier the promulgation of the Basic ha;i-—

the Chinese Covernment would see that there was appropriate

— e, - :
provision for them in the Basic Law. They also agreed that

E——

the White Paper 1in 1988 =hould give the commitment we had

———

suggested. —_— —
)

T This would be a highly satisfactory cutcome. We could
wall have faced a difficult choice between introducing direct
elections in 1988 in the teeth of Chinese cpposition [(and
probably thereby ensuring a Chinese commitment to dismantle
them after 1997) and declining to intreduce them in the face
of Hong Kong public opinion to the contrary. The effect

on confidence in Hong ¥Kong either way would have been very
gevere. AS it is, we are set to secure the introduction

af a measure of direct elesctions well ahead of 1937 with
chinese support and a guarantee of their survival thereaftaer.

The Chinese have hitherto resisted giving any such guarantee.

B. A vociferous minority in Hong Kong will attack any
failure to introduce direct elections in 1988, irrespective
of the report on public opinion. However the Governor
belisves that the outcome will come as a considerable relief
to the public in general in Hong Kong, anmd that it can be
handled politically. It will need to be carefully explained

at Weztminster.
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8, There is still room for this to go wrong: the final
report of the Survey Office might contailn some surprises,
though the Governor does not think this likely. Egually when
it comes to establishing the exact terms in which the White
Papor should speak of the introduction of direct slections,
there could still be difficulties with the Chinesa. But

I am now optimistiec about the outcome.

10. I wanted to let you know immediately how we stood.

However because of the extreéme sensitivity of the information

which the Governor has obtained from iha Survey Office about the

public consultation exercise, and indeed of this whole

pa——

subject in Hong Kong, I am not at this stage copying this
I

__-—-—'_ -
m]nutEw}g_Egllgaques. I propose to circulate & paper to

T : : ;
members of ODI(K) once the report of the Survey Office is

delivered to the Hong Kong Government.

[GEOFFREY HOWE)

Foreign and Commonwealth Office

Z October 1987
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