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courtesies Mr. Deng Xiaoping said that

he had read tl int hil Prime Minister's discussions with
Premier Zhao Ziyang. They had had good talks on international
issues, and there were not big differences between Britain and China.
Observing that Sir Edward Youde was a member of the Prime Minister's
party, he suggested that the present talks should concentrate on

Hong Kong, on which Premier Zhao Ziyang had expressed the basic
viewpoint of the Chinese Government in the talks on the previous
day. Mr. Deng Xiaoping said that he would like to hear the Prime
Hinister's comments on what Premier Zhao Ziyang had said. The

said that she was grateful to lMr. Deng for raising

this question. Its importance was evident from the presence in

Peking of the Hong Kong press and journalists from all over the

world. She believed that lMr. Deng nad seen the record of the
io

discuss

n on Hong Kong on the previous day and the carefully
- ;

re statement which had been issued afterwa rds. AT
here were some differences between the positvions of the
which she hoped it would be possible to resolve

-operation ) : i She would start by
o}

ey 5 i A
then hope TO geT QOWI

Governments would do




The Frime Minister said that the British and Chinese

Governments had a common objective: they shared the aim of
.——& ) . . s X
maintaining th ity and stability Hong Kong in the

interests of o Lived there. one believed that if

the two Government co-operated together they could achieve that
objective She noted that Premier Zhao Ziyang also said that the

time was now ripe to settle the question of Hong Kong's future.

The Frime Minister said that she was conscious that the
present talks were taking place with the eyes of the world upon
them and that anything which was now said or dcne wculd have an
immediate impact on confidence both in Hong Kong itself and
internationally; and confidence was essential to the continued
economic well-being of Hong Kong. As she had said to Premier
Zhao Ziyang she understood how important

sovereignty was to Chinaj; but sovereignty was

issue for ner. h read the records of the

Premier Zhao Zi yang and lMr. Humphrey Atkins and
Mr. Deng XZiaoping and Mr. Edward Heath,/qag included a si
point about the Chinese position on sovereignty. On this issue

s

she had to convince the British Parliament and lMr. Deng had to

convince the Chinese people. So sovereignty was a difficult
oint for both sides.

The Prime Minister said that she wanted to repeat what she

o

had said to Premier Zhao Ziyang, namely that if the two Governments
dould agree definite arrangem@nts about the future administration

|

and control ¢i Hong Kong, a aqd/ the Prime Minister were satisfied

%hat they-would ggz%iand that they would command confidence,f

ify them to the British Parliament, and

%gg if she could jus
ik

Lhey were acceptable to the people of Hong Kong, there would be
arggﬂ_§;§gg§£9§_1n which the Prime lMinister could consider the
hueStlon of sovereignty. But without agreement on concrete

larrangements on administration and control, she would not

L

[o ble to make Ty commendations to the itish Gover

| the questicn




' ";“"?\ET

Interjecting at this point Mr. Deng Xiaoping asked what

-

he Prime Minister meant by control. The Prime lNinister said

that Hong Kong owed its prosperity to the system which it had

had during 140 years of British administration. This system was

-
<

i
compounded of several different elements - a political syst
t China; an assured legal system;

hich was different from that of

and an independent currency.

Vir. Deng Xiaoping asked whether "control" meant rule of a
by a country. , el . .
mke Prime [Minister said that she drew a distinction between

sovereignty and administration. here had been examples of

Th
one country exercising admlnLS ration in territory af which

another country was soverelgn. It could be said that this

situation had existed in the New Ter ritories, where Britain had
had a lease from China. It was the firm belief of the British

S ——

Government that unless people believed that the present arrangements
et et . = e . \ﬁ\
for administering Hong Kong would continue for a long time, there

o

would be a most damaging effect on confidence: and if changes
)

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

—

for Hong Kong confidence.

emphasised that as she had explained to
Premier Zhao Ziyang the immediate issue was not what would happen
—alaus e ol

4007 but what people now in 1982 believed would happen: it was

au which would determine what they would do with their investmenis

in the coming months and how far they would support the Hong Kong

dollar. BSo the problem was an lmmedﬂate one. Things vouT change

Ias)
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China as in the wider world, but Deople would make theﬂr present

s -~
judgements agaL“st the background of recent Chinese history, (OWQM~~/_
- etween o™

e
rence the political systems of China and Hong
J (]

\

progranmme which h ly just begun
ckground, i in Hong Kong'
was announced now on i suggested by the
would immediately

4

bring about an

wnich could be irreversible, if it went fast.




etween the
lieved that those
was essential to maintain
reconciled. That -waswhy she Drop 1 that it ld be announcéd,
while she was in Peking that furt ks were to take place
between the two Governments and th ose talks would have a
coumon objective to maintain prosperity an ? lity in Heng Kong.

£~

A Press Conference on the whole of her visit to Pe?;ng had Teen

arranged for later that day and she would have to say something
on this issue then. ©She would like to discuss before the end
of the meeting what she proposed to say with the aim of maintai
confidence while talks went on. 3ut she could not make any

statement which misrepresented the genuine views of Iir. Deng

Xiaoping and herself. She then invited lMr. Deng to raise any point
st

or details in her atement which he wished to discuss.

Mr. Deng Xiaoping said that Fremier Zhao Ziyang had enunciated

the Chinsese basic position on Hong Kong frankly on the previous
There were three questions - sovereignty; the continued
rity of Hong Kong; and d_vcugs*ons_gg ween the Chinese and
Governments on how to %g%éulence in Hong Kong between now

97 and how to maintain prosperity in Hong Komg thereafter.

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

had said, on sovereignty there was no leeway for China: sovereignty
was not a matter which could be discussed. In Premier Zhao Zlyang S
words, thep;;;;ﬁ;;;\giﬁgﬁ?EEﬂéé%?fément of the Hong Kong issue.

It should be clear today that in 199 China wouldcertainly recove:

sovereigntv over Hong Kong. It was under this pre-condition

o

that China and the United Kingdom would hold talks between the

two sides on formulae for the future of Hong Xong and on pclicies

for a‘ntalnlng Hong Kong's prosperity.
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were not recovered, it would mean that the new China was like

\the China of the Ching dyvnasty and the present leaders were like

ﬁLi Hongzhang,. The/ChineS;MPeople's Republic had waited for 33
vears for the recovery of Hong Kong, and they would have to wait

| another 15: it was only because the Chinese Government enjoved
the full trust and ?g}ﬁh of its people that it could wait such a
long time, Dut if in 15 vears thgy had %32 recovered Hong Kong,
the people would have every reason no longer to put faith in their
leaders and the Chinese Govermment ought to retire voluntarily

from the political arena,

Mr, Deng Xiaoping said that this decision need not be announced

now; but that in no more than one or two years time the Chinese
SOy -

Covernment would formally announce their decision to recover

‘ Hong Xong. The only reason why they were postponing this decision

for a vear or two was so that the Chinese and DBritish Governments

could conduct friendly consultations so that major disturbances should

be prevented and so that the prosperity of Hong Kong would be
maintained, Time was needed to settle the future of Hong Kong: duri?j
that period the Govermnment would also listen to certain circles in
Hong Kong and have discussions with them on the policies and principle
to be followed %{EEI the 15 yvear period. The Chinese Covermment
recognised that the policies would need to be acceptable not only

to the people of Ilong Xong but also to investors including investors

—_—

from Britain, Time was needed, But an announcement could not be

—_— iy

put off for more than one or two years,

Mr., Deng Xiaoping said that he noted from Mrs, Thatcher's

statement that there were difficulties on the British side over

——
sovereignty., In his view an announcement of the Chinese resumption
it~
of sovereignty over Hong Xong would bring a much bigger benefit

because it meant that the period of colonialism would have ended in

Britain, In the past 2ritain had been known as the empire where

the sun never set, but Britain had ended her colonial role in very

many former colonies e,g, India, Singapore, Malaysia and many others,

-

The Prime !inister interjecting said that there were 45 members of

the United MNations =wihicl. wer: former colonies brought to independence

b5y 2ritain., That was 3ritain‘®s normal policy: he reason why it
could not be done in the case of Hong Xong was hecause of the

.

complications of the lease from China, She wanted to emphasise

that the 3ritishh Government derived

P
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Fr. Derng Xiaoping id that previous Governments had

already solved bigge 1 more difficult issues. If the
Hong Kong problem were to be solved during the Prime Minister's
period in office, it would mean that Britain's colonial era
had been brought to an end. This would redcund to Britist

credit . The British Government should therefore suppor
China's policy and decisions on this issue. He hoped that
both sides would co-operate and handle the issue in such a way
as to maintain the prosperity of Hong Kong.

The Prime Minister said that there was still a certain

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

As regards sovereignty we understood China's position.
She had explained to Mr Zhao Ziyang that it was for that
reason that for the last ten years we had not re-orted to the

United Nations on Hong Kong as a colonial territory. Under

e ———
1

existing treaty arrangements 92 per cent of the total area
i.e. the New Scheduled Territories would return to China in
1997. ©Bhe was not asking for an extension the lease. That
left the treaty arrangements covering Hong I and Kowloon.

China did not recognise these treaties but believed that

they were valid in international law. Her aim was that, if

those treaties were to be changed, they should be changed by

agreement and not abrogated by one side or another. She was
ﬂ

triving to come to an agreement that was acceptable to China
and the people of Hong Xong and would maintain prosperity and
would be accepted by the British FParliament.

Mr. Deng Xiaoping had referred to the maintenance of
rosperity between now and 1997. It was not only British
vestors who were involved but investors from the United
States Japan, Australia and from other parts of the world

who invested in the territory. Many had put their whole

savings and tTaelr whole future n aong aAonge.




least 20-25 years. Any investor who

question whether he should put
ﬂ

aching his decision would
account th that the situa ion would change in 19
that China would acquire sovereignty over a large part of the area
= A £5e I

at that time. So he would have to consider how to assess China.

He would take into account the recent turbulent past, the very

different political system and the fact that the modernisation
programme was only just beginning. Those factors would lead him
to conclude further investment was too risky. There were already

signs that investments were mcving out. The process might continue

in the coming months and years. At the moment, the investor was
bound to see, at best, uncertainty. The atmosphere for investment
was very bad. The likelihood was that a good deal more people
would move money to other financial centres which offered a more
certain prospect of return. This was why she was proposing talks
based on a certain formula. ©She wanted to provide enough assurances
for investors to {eep their money in Hong Kong so that prosperity

could be maintained. To this end, we should agree, in further

B

talks, that after 1997 British administration would continue with

the same certain system of law, the same certain political svsue

iR

and the same certain independent currency. She believed that this

would provide the certainty after 1997 that investment would
continue and prosperity be maintained. This would not only benefit
the people of Hong Kong but would continue to benefit China which

profited greatly from a prosperous Hong Kong. If we could through

talks at a later stage arrive at such an agreement there would be

a tremendous upsur in confidence. ©She could then go to the
e ——

ritish Parliament and say that because there was agreement on

the continuation of British administration for a considerable time

and because prosperity would therebv be maintained we could

consider the whole question of sovereig gnty, including sovereignty

over Hong Kong and Kowloon. China would what she wanted.

rerity would be maintained both befo
would be acceptable to Hong Kong
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colonial power.

stion was, ther efore,

an agreement whi W acceptable i 0 L (ong and
the British Far ment and would cTreserve pro

For if we destroyed prosperity it would never return.
lleanwhile it was necessary to issus a very careful
statement today. The aim was to ma2intain confidence.

We wished to be able to say publicly that the two sides
had entered into talks with the purpose of maintaining
prosperity. She recognised that China had its own
position on sovereignty. We too 2ad our own position.
But these positions were reconcilszble and in that spirit

we could enter into talks.

Mr Deng Xiaoping said that he was very sorry. He

hoped we would understand that scvereignty over the entire

area, including Hong Kong Island azd Kowloon., would be

recovered by 1997. That was certsin. China had no other
| ———— e

—

choice. On the question of maintzining prosperity, China
hoped to enjoy the co-operation of Britain. But that did
not mean that the prosperity of Hong Kong could be
maintained cnly under British administration. The

maintenance of prosperity when sovereignty had been recovered
by China, and Hong Kong was administered by China, depended
fundamentally on the policy pursued by China towards

Hong Kong, including the political, economic and
adninistrative systems which-ggre used. The laws

%

enacted in Hong Kong would also be relevant. Of

some changes would be made. But Zong Kong would re
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capitallist society. IMany systems which were favourable
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He thought it unavoidable that some fluctuations would

take place after China had announced that it would recover
sovereignty. But China would try to avoid major fluctuations
and, with co-operation, this could be done. But he could tell
the Prime Minister that when the Chinese Government had formulated
its policy decisions it had taken various factors and possibilities
into consideration. DlMany people said that if the prosperity of
Hong Kong could not be maintained. this would affect China's
nodernisation drive. There would be some effect but it was incorrect
to believe that it would affect this policy to a large extent.
If the modernisation programme was based on the maintenance or

' cecline of prosperity of Hong Kong, then the modernisation decision
was not a sound one. 4s regards the flight of foreign investument,
provided China pursued appropriate policies the foreign investment
which had left would come back.

When China announced. its intention to resume sovereignty, it

would at_ the sane tlme announce the pollcles to_ be pursued and the

W1th_rega 0 n vsStems
measures%o be ﬁen/ db g o Hex yéar or two, China would solicit

widespread views from various circles in Hong Kong about this issue.
The Chinese side was pleased that on this matter the British Governmen+

had put forward many suggestions. He meant by this the proposals

s
relating to 1997. China hoped that in the intervening period no

big fluctuations would take place and that, after the r ecovery of

' sovereignty, China would benefit from British suggestions in the spirit
of co-operation.

There was one point upon which he did not want to dwell but

which he wished to make. If there were very lang and serious

disturbances in the next fifteen years, the Chinese Government

{/would be forced to consider the time and formula relating to the

n
11
j

q ecovery of its sovereignty over Hong Kong. The Prime Minister

) thad said there might be a disagtrous effect. ”hlna would
) ] i) . do avoid tnls kind of disaster
have to make its decisions in the face of such a SLtuatlon. / he

hoped that after the current visit the two Governments would hold
consultations di ion 'here had been no decision on the
such tall t ) uld ve conducted through diplomat

tc avoilding major

=

and the i i 1 with a view

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

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

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

how to ensure a good transitional period in the coming

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

natural.

The Prime Minister said that all disturbances were

created by man. Mr. Deng Xiaoping said that he meant
that the disturbances would be created, not by Governments,

but by individuals, some Chinese, some British. Take for
instance the Hong Kong and Shanghai Bank. No-one knew how
many banknotes it had issued. Sir Edward Youde said that we

knew. Mr. Deng Xiaoping agreed that we knew but said that

the Hong Kong people he talked to did not. In any event,

it would be easy for some people to create disturbances. The
consultations would be aimed at solviﬁéygﬂéé;ﬂgfoblems. Not
only should the two Governments not do anything which was detrir
to the maintenance of prosperity. They should also prevent
some businessmen from doing things which were detrimental

to the prosperity and stability of Hong Kong.

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

/ Mr. Deng Xiaoping




handed a piece of

lowing text:

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

jing this wvisit.'

Prime Minister said that she wished tc make a number

As regards ir. Deng's reference to Singapcre, she
ration for that country and for lMr. Lee Fuan Yew
was a sovereign, négggg@ggﬁ_gguntry, whose position did
equate to that of Iong Kong. Under normal circumstances we
/would bring Hong Kong similarly to sovereign independence but we
could not because China would not accept this and the people o

Hong Kong knew that.

What really worried her was lMr. Deng's attitude to

disturbances. She was not contemplating disturbahces. She
v o)

would do everything to revent them. She was however contemplating
the possibility of a financial collapse and she also wished to

prevent that. The fact was that Hong Kong had been financially
prosperous and very well run under British administration. If

turbances occured, they would not have been caused by

T —

in any way. So she urged him not to maxe

that he had suggested. Instead, we mi ight te¢

n record the agreement of the

e
t the future of Hong Kong. We

the prospverity of the Chinese people of Hong
had worked extremely hard for it. Reve
suggested that the two
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was not free
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Ir. Deng Xiaovning suggested that we should add ¢

proposed formula a statement to the effect that the
of both countries had clearly expressed their respectix

positions on the future of Hong Kong.

After some further discussion, it was agreed to 1
following statement:-

"Today the leaders of both countries held far
reaching talks in a friendly atmosphere on th
future of Hong Kong. Both leaders made clear
their respective positions on this subject.
agreed to enter talks through diplomatic chann

following the visi with the common aim of
e |

the stability and prospverity of Hong Kong.'

-~

The Prime Minister commented to the effect that diplomatic

' channels might be used to agree upon a framework for the

talks. If either side wanted to conduct talks through °~ special
emissaries these can be brought in. MNMr. Deng Xiaoping agreed.

The discussicn ended at 1245.

H 5.




