RESTRICTED

Foreign and Commonwealth Office

London SWI1A 2AH

31 October 1980

.in’)/},/_ L;-‘h‘ G

Deav Cavobine

Sir Y K Pao

Thank you for your letter of 3 October requesting
briefing for Sir Y K Pao's call on the Prime Minister on
5 November. This is enclosed; it includes contributions
by the Department of Industry and the Department of Trade.
The brief on shipbuilding is for background information
only as there are no points which the Prime Minister need
raise on this. Sir Y K Pao may also mention a recent
visit to Peking during which he saw the Chinese Premier,
Zhao Zi-yang. We have seen no report of this,

A biographical note on Sir Y K Pao is also attached,
along with a copy of a recent article on him which appeared in
the 'Economist' of 18 October. Lord Carrington is seeing him
on 7 November.

I am copying this letter to Peter Stredder, DOI, and
Nicholas McInnes, DOT.

7 e Apee

(R M J Lyne)
Private Secretary

Miss C Stephens
10 Downing Street
London
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TWO OF THE world’s richest
met, Hong Kong multimilhion-
aires Sir Yue-Kong Pao anes Mr
L.i Ka-Shin, are believed te be
about to Jaunch a massive share
~scault on that basiica of British
power in the colony, Jardine
Mathezon. Esteblished in 1834
Jardines has st ranging
from property 1o iasurance.

A full bid would cost the
two aqen close 1o £1.000m —
possibly the bigpost takeover
bid ever and a mo.e thar would
mark a major shift in Hong
Kong power awiy from British
interests to ethnic Chinese who
have amassed miglhiv fortunes in
shipping and property in the
past 20 years. ' ared to be said
that the Colony » run by the
Hongkong & Shinmghai Bank,
Jardines and the Jockey Club.

As speculation mounted last
week in the City of London,
Jardine shares shot to a fresh
peak of Z95p at one time on Fri-
day. And in Hong Kong Jar
dines added more 'han K56 to
over HKS$36 a 20% gain —
valuing the group at some
£800m.

Adding spice to the rumours
is the presence in London of Sir
Y. K. Pao—head of World In-
ternational, and the world’s lar-
gest private shipowner. Li Ka-
Shing — who srarted life as a
toy salesman and whose Cheung
Kong Holdings empire is valued
at over E£700m — also arrives
here today as part of a high-
powered Hong Kong General
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Richard Milner and Nick Giibe

Chamber of Commerce delega.
tion which ironically includes
Diev.d Newbigging, chairman of
potential bid victim Jardine
Matheson.

The Pao-Ka-Shing consortium
is reckoned to have quietly built
up « key stake in jardines. And
though it may not launch a full
bid~#=is belicved thar the two
men want control of the group
and of property empire Hong
Kong Land which has close links
with Jardires.

Sources close to the big Hong
Kong delegation say: “If they
are determined the two men
have quite enough financial
muscle to mount an attack on
both the companies despite their
enormous size.”

And though Newbigging
shrugged cff bid rumours earlier
this year, only last week Jar-
dines sold 25m new shares to
Hong Kong Land—a move
widely thought to be a last-
ditch defensive manoeuvre.

Jardines and Sir Y. J. Pao
have already engaged in a bitter
takeover struggie when Pao out-
bid Jardines's protege Hong
Keng Land for control of Hong
kong and Kowloon Wharf.

Li Ka-Shing, who has close
links with the Peoples’ Republic
last vear snapped up a 227,
stake in trading group Hutchi-
son Whampoa. His financial
muscle is such that he cooly
paid out £100m for a mere
79,000-square-foot site in Kow-
loon, thus establishing a record
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Hong Kong property market.

The current betting ie that
Pao and Ka-Shing will want to
take their stake in Jardines,
w.hich last year made profits of
£50m on sales of nearly £500m,
to around 50%. And they are
reckoned to be preparcd to pay
up to HK$45 per share,

Jardine’s Newhigging and Ka-
Shing — along with Pae they are
directors of the iniluential
Hongkong & Shanghai Pank —
should have plenty to chat about
1OImorrow. For the Tlong
Kong delegation has a formal
dinnier chaired by Newbigging
at London’s Derkeley Hotel to-
morrow. lThere wili be much
talk about the Colony’s trading
links with the UK. But the
dinner could also feature an in-
formal power shift on the top
table.
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PRIME MINISTER'S MEETING WITH SIR Y K PAO: 5 NOVEMBER 1980

JOINT VENTURES

POINTS TO MAKE

1. Would be interested to hear about Sir Y K's joint venture

with China in shipping. -

9. What are Sir Y K's views on prospects for joint ventures

between foreign companies and the Chinese?

3. UK companies interested in principle of joint ventures but

would like to see outcome of Chinese legislation.
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JOINT VENTURES: ESSENTIAL FACTS

1. Sir Y K Pao's World-Wide Shipping Group, backed by Hongkong and

Shanghai Bank and Industrial Bank of Japan, reached agreement with
S

Chinese in March for establishment of US$50 million joint venture

company called International United Shipping and Investment

Corporation.

2. Business of Corporation to build, buy, sell, charter and manage

o,

ships for international market. Will initially confine itself to

bulk carriers. Currently negotiating purchase of ships from China.

Two features noteworthy about Sir Y K's agreement:

Chinese control only 45% of venture, as opposed to usual 51%;
‘

Sir Y K himself Chairman of Corporation. Chinese regulations
stipulate that they appoint Chairmen of joint ventures. Sir Y K's

appointment an indication of important role of Hong Kong Chinese

in development of China's trade.

4. Few joint ventures so far approved by China's Foreign Investment
Control Commission. Western companies showing cautious attitude.
Chinese joint venture law of July 1979 vague on legal conditions for
foreign partners. Subsequent law established tax rate at a basic
33%. But legislation still awaited on issues such as patent

protection.

Hong Kong and General Department, FCO
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PRIME MINISTER'S MEETING WITH SIR Y K PAO: 5 NOVEMBER 1980

UNCTAD COMMITTEE ON SHIPPING

POINTS TO MAKE (Defensive)

1. Outcome of Committee on Shipping best we could have hoped
for.

2. At Special Session next year will continue to resist any

attempt to phase out open registers. Shall however SUpPpOTrt

any measure to eradicate identified abuses.
3. Trust that study group on bulk trades will demonstrate that
present arrangements serve best interests of consumers and

producers as well as those of shippers and shipowners.
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UNCTAD COMMITTEE ON SHIPPING: ESSENTIAL FACTS

1. In September, Sir Y K Pao sent the Prime Minister an advance
copy of his statement, made as Chairman of Intertanko (Association
of Independent Tanker Owners), to that month's meeting of UNCTAD
Committee on Shipping. Sir Y K operates his bulk vessels mainly
under Liberian flag of convenience and therefore takes close

— B

personal interest in UNCTAD-inspired schemes to phase out open

registers and impose a bilaterialist cargo-sharing regime on
e ———

hitherto freely competitive bulk trades.

am—

2. Committee meeting deferred question of open registers to a
Special Session in May/June 1981. Agreed however to form study
group to investigate allegations by developing countries of barriers
to their participation in bulk trades. Group will meet twice in
1981 and report to Committee in May 1982.

3. OECD members have consistently denied existence of barriers to
developing countries' participation and contend that bulk trades

represent one of few remaining free markets. Any attempt to introduce

a structure into bulk trades on which a bilateralist regime could
be imposed would result in loss of flexibility to detriment of

consumers and producers worldwide.

Hong Kong and General Department, FCO
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SIR YUE-KONG PAO, CBE LLD JP

Chairman, World-Wide Shipping Group.

Born Zhejiang (Chekiang) Province, China, 10.11.18. Educated
Shanghai. A banker there until 1949, when he moved to Hong Kong.
Engaged in import/export trade until 1955, when he formed World-
Wide Shipping Group. Received CBE 1976. Knighted 1978. Married
with four daughters.

Made news last June when he outbid Jardine Matheson's subsidiary,
Hong Kong Land, in take-over of Hong Kong and Kowloon Wharf and
Godown Company. Seen as indicative of shift in industrial and
commercial power in Hong Kong to Chinese-owned companies.

Other Business Interests:

Chairman, World International (Holdings) Ltd.

Chairman, Eastern Asia Navigation Co Ltd.

Chairman, Hong Kong and Kowloon Wharf and Godown Co. Ltd.

Chairman, World Finance International Ltd.

Chairman, Industrial Bank of Japan Finance (Hong Kong) Ltd.
Deputy Chairman, Hongkong and Shanghai Banking Corporation
Director, Hang Seng Bank

Director, Mass Transit Railway Corporation

Director, Hong Kong Electric Co. Ltd.

Director, Inchcape Far East Ltd.

Director, South China Morning Post Ltd.

Adviser, Industrial Bank of Japan

Member, International Advisory Board, Chase Manhattan Bank

Chairman, International Association of Independent Tanker Owners
(Intertanko)
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similar in size to his riva! Jardine, Mathe-
.gon, the (sti!l} Hritish-run trading con-
slomerate that is one of the largest con-
cerns in south-east Asia and on whic
many think Sir Yue-Kong casts'a
ous eye. They crossed swo
v/han _".c outhid Jardine's proép, '
Kung Land Tor cc:n:'o' of k nmuo'r and
Kowloon Wharf and Godown,

At the besinning of this yenr, World
International was a fatively obscure
{(though publiclv-quoted) puct of the Pro
Apr.!, Sir Yue-Kong pumped
in six ships and his 30¢ slding in

ukong and Koy n Whar and, in

v, followed this 1 the transfer of his
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Kong paid when
¢ :-p_lf'!', with Il
trol. Altogether, i
497 of Whar!, o
recent 11? hecame ¢
Tlhe Sect ~lies €
panel, whi
censured
Wardley, par
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rfot own of his other m'otc(‘ vehicle,
Eastern Asin Navigation, Here the terms
are o seven-for-five g
the shares o i
thwc the rece n' market price. (There is
g Luan iternative of
pwitl dilute
but the

low return it {s getting from Wharf will b
offset by high earnings from Eastern
Asia, although the world outlook for the
shipping market, especially large tankers,
may dull prospects,

There is much speculaticn in Hong-
kong about Sir Yue-Kong's intentions,
Some see the latest shuffle as simply &
tidying-up .operation, giving him &
breather to sort out his rapidly-grown
empire, More sophisticated analysts,
however, suspect he may use Worid in-
ternational as a vehicle, perhaps in con:
junction with the property tyccon Mr L}
Ka Shing, for building up a big enongh
stake in Jardine or one of {ts satellites io
get board representation. It is a tgetic
local Chinesz have used before,

Furopean Optiens ExcHangs’

Goldenlads.

T
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Amsterdam’s Europsan Options Ex’
change (EOE) wants 1 start the world's
first puhhc market in traded gold options
next spring. It hopes desperately for &
batter volume of trading than in the
disappointing share option market. For-
mal government approval for gold op-
tions is still required, but consent ha:
bezn given in principle,

Hec engineering
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Genentech, Wall Street's hottest new
public issue for years, created instant
i ralth for “: lucky

s week, The "l\\

nentech
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ferings of other issues of lesser quality
and an attempt will bz made to create
the same aura of demand for them”,

At the end of the first day's trading,
Genentech, with assets of $14.2m, and
profits of only $51,000,-was capitalised
at $532m. Mr Robert Swanson, presi-
dent, and Mr Herbert Boyer, vice-presiy
‘vnt, were worth over $70m on paper,
_.ubrizo! Corporation of Cieveland, an
early venwre capital investor in the
company, had an asset worth $110.8m,
almost eight times what it had paid for it,
&'+ Hobert Scheller, a 26-year-uld biol-
ogy rescarch fellow at the California

istitute of Technology was a millionaire
{or worx completed four years ago.

!zw issues have increased the number |

s traded in the over-the-counter .

tin the past three years. But they
r'"’y the tip of he iceberg of the
bure=oning volume ¢ business and the
bul' ket operating there, Last week,
for the first time, the volume of shares

trade. over-the-counter (36m), was -
larper than s one-day volume on the
sw York Srock Exchange. Over-the-
counter vol tume is 659 up on 1979 and ia
almost four times that on the American

Stock Exchange.






