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TO PRIORITY FC O

TELNO 38 OF 14/1
INFO PRIORITY HONG KONG (PERSONAL FOR GOVERNOR).

HONG KONG TELNO 3: PAO AND THE FUTURE OF HONG KONG

i. THIS 1S AN INTERESTING TELEGRAM. | AGREE WITH THE GOVERNOR’S
COMMENTS IN PARAS 7 AND 8.

2, | NOTE GU MU*S REFERENGE TO SOVEREIGNTY, WHICH CONFIRMS OUR
OWN ASSESSMENT. HUANG HUA’S COMMENT IS A FORETASTE OF CHINESE
NEGOTIATING TACTICS, WITH THE CHINESE TAKING AND NOT GIVING.
NEVERTHELESS, IT 1S AN ADVANCE ON DENG’S POSITION LAST APRIL,
IN ACCEPTING THAT THERE SHOULD BE SOME JOINT EFFORT AT A

SOLUT 10N,

3. A LOAN WOULD CERTAINLY NOT GET US OFF THE SOVERE|IGNTY HOOK,
AND ANY PREFERENTIAL ECONOMIC AID WOULD HAVE TO BE CAREFULLY
PRESENTED, TO AVOID SUGGESTIONS THAT WE WERE TRYING TO '’BUY
OFF’* THE CHINESE. YET AN INDICATION THAT A LARGE SUM MIGHT BE BE
AVAILABLE AT PREFERENTIAL RATES WOULD ASSIST THE ATMOSPHERE AND
MIGHT ASSIST THE SUBSTANCE OF TALKS ON HONG KONG. | WOULD NOT

ONCE MORE ENTIRELY RULE THIS OUT AS A MEANS OF INFLUENCING A
SOLUTION AND WE SHOULD PARTICULARLY GIVE IT THOUGHT IN THE
CONTEXT OF THE PRIME MINISTER’S VISIT.

FOR HONG KONG

4, | SHOULD BE GRATEFUL IF AN INVITATION COULD BE PASSED TO SIR

Y K KAN TO HAVE LUNCH WITH ME DURING HIS8 VISIT HERE AT THE END OF
APRIL. ALSO FOR INDICATION OF THE LIKELY DATES. | SHOULD ALSO BE

GRATEFUL IF SIR Y K PAO COULD BE ENCOURAGED TO CALL ON ME WHEN IN
PEKING,

CRADOCK

[THIS TELEGRAM WAS NOT ADVANCED]
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TELEGRAM NUMEER 18 OF 8 JANUARY
INFO PRIORITY HONG KCNG (PERSONAL FOR GCVERNOR)

FOR CLIFT

MIPT: LPS MEZTING WITH ZHAO ZIYANG: FUTURE OF HONG KONG _
- Lovik It Lral
1. WHEN THE LPS MET PREMIER ZHAO ON 6 JANUARY HE RAISED THE
QUESTION OF RELATIONS BETWEEN CHINA AND HONG KONG, REFERRING
TO AREAS OF PRACTICAL COOPERATION E.G. SHENZHEN. PREM|ER ZHAO
SAID THAT THERE WERE NOW NO DEEF PROBLEMS BETWEEN HONG KONG
AND CHINA AND AGREED THERE WAS MUCH GOOD COOPERATION. HE (ZHAO)
THEN RAISED THE SPECIF|C QUESTION OF THE FUTURE. HE SAID THAT
MANY LANDOWNERS IN HONG KOWC WERE CONCERNED ABOUT THE FUTURE.
YOU HAD RAISED THE MATTER WHEN YOU MET DENG IN APRIL 1981.
THE CHINESE HAD NOT STUDIED THIS QUESTION IN *®A VERY CONCRETE
WAY??, BUT HE BELIEVED THE BRITISH SIDE WAS WELL AWARE OF THE
CHINESE SIDE’S GENERAL STAND, NAMELY THAT:
(A) CHINA WOULD SAFEGUARD HER SOVEREIGNTY.,
(B) THE PROSPERITY OF HONG KONG WOULD BE MAINTAINED.

2. HONG KONG WAS A FREE PORT AND A COMMERCIAL AND FIMANCIAL
CENTRE. THIS WOULD NOT BE CHANGED. HONG KONG'S PROSPERITY COULD
ONLY BE MAINTAINED IF IT WAS A COMMERCIAL CENTRE AND A FREE PORT.
AS TO THE APPROACH TO A SETTLEMENT OF THE ISSUE AND 175 POSSIBLE
FORMS, VERY CAREFUL STUDIES WOULD BE UNDERTAKEN. AT THE
APPROPRIATE TIME CHINA WOULD DISCUSS THE PROBLEM WITH **THE
VARIOUS CIRCLES’® IN HONG KONG AND ALL TME PARTIES CONCERNED,
AND WOULD TAKE HEED OF THEIR VIEWS.
3. ZHAQ RECALLED YE JIANYING’S NINE POINT PROPOSAL FOR TAIWAN.
FROM TH1S, CIRCLES IN HONG KONG AND THE BRITISH GOVERNMENT
COULD GET SOME IDEA OF CHINA’S THINKING., THE POLICIES NOW
BEING IMPLEMENTED IN THE SPECIAL ECONOMIC ZONES WERE ALSO
RELEVANT. WITH REFERENCE TO AN EVENTUAL SETTLEMENT, CHINA’S
POLICIES WOULD BE ’'VERY REASONABLE®’.
4, ZHAO SAID THAT WHAT HE AND VICE PREMIER JI HAD TOLD THE LPS
REPRESENTED CHINA’S GENERAL STAND. THERE WAS AS YET NO SPECIFIC
FORMULA. BUT THE PROELEM wWOULD NOT BE PUT ON THE SHELF UNTIL
1997. AT AN APPROPRIATE TIME THE CHINESE SIDE WOULD DISCUSS WITH
THE VARIOUS CIRCLES Ih HONS KONG AND WITH THE BRITISH S)DE.
THAT WAS ALL HE COULD SAY AT PRESENT.
5. THE LPS THANKED PREMIER ZHAD. HE SAID THAT THE PROBLEM WAS
NOT AN IMMEDIATE ONE, BUT THE YEARS WERE PASSING AND THE SUBJECT
HAD COME UNDER DISCUSSION 1N HONG_KONG, ESPECIALLY AMONC THE
BUSINESS COMMUNITY. IT WAS 1w EVERYOME’S INTERESTS THAT FROSPERITY

Bl I 2 SECRET /SHOULD BE
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HOULD BE MAINTAINED. AS THINGS STOOD, THERE WAS THE ABSOLUTE
RTAINTY THAT 14 1297 THE LEGAL BASIS WCULD COME TO AN ABRUPT

%D. THIS wAS WHAT THE TWO SIDES WEEDED TO STUDY.

6, ZHAD ZIYANG AGREED THAT THE MATTER wWAS VERY IMFORTANT. HE
CUGGESTED THAT, BEFORE WORKING OUT A CONCRETE FORIMULA, NEITHER
SIDE SHOULD DO ANYTHING WHICH COULD HARM THE PROSPERITY OF

HONG KONG. THE LPS AGREED AND SAJD THAT IN FACT THE ACTIONS

OF THE TWQ SIDES SHOULD BE SUCH AS TO BOLSTER CONFIDENCE.

BOTH HAD A COMMON INTEREST IN PROMOTING CONFIDENCE IN HONG KONG
AND HELPING TO INCREASE IT.

7. PREMIER ZHAD SAID THAT HE HAD NCT YET HAD A DETAILED REPORT
OF THE GOVERNOR’S VISIT TO SHENZHEN BUT HE HAD HEARD THAT THE
GOVERNOR HAD SAID THAT HE WOULD ENCOURAGE MORE HCNG KONG

CAFITAL INVESTMENT IN SHENZHEN. HE APPRECIATED THE COVERNOR’S
APPROACH, THE LPS REMARKED THAT THE GOVERINOR HAD HMG'S SUPPORT

ON THIS,

8. BEFORE THE MEETING ENDED FREMIER /ZHAQ AGREED THAT IN TALKING

o
|

<
o
~
LV
E

TO THE PRESS THE LFS COULD USE WORDS TO THE EFFECT THAT THE
LPS’S UNDERSTANDING OF THE CHINESE GOVERNMENT®S POSITION WAS
THAT, WHEN THEY CAME TO ADDRESS THEMSELVES TO THE QUESTION OF
THE FUTURE OF HONG KONG THEY WOULD TAKE INTO CONSIDERATION THE
FROSFERITY OF HONG KONG AS A FREE PORT AND A COMMERCIAL AND
FINANCI &L CENTRE.

Q. AGREED RECORDS OF THIS aND THE MEETING WITH JI PENGFEL ARE
WITH THE LPS’S PARTY I HONG KOKG AND WiLL BE DISTRIBUTED

FROM THERE.

1¢, COMMENTS FOLLOW,.

CRALOCK
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TO PRIORITY FC O
TELNO 22 OF 12 JANUARY
INFO HONG KONG (PERSONAL FOR sovem:oﬁ)

Y TELNCS 17 AND 18

LPS VISIT: FUTURE OF HONG <ONG

1, THESE WERE TWO USEFUL DISCUSSIONS AND REVEAL THAT SOME FRESH
THINKING HAS BEEN DONE BY THE CHINESE SINCE YOUR VISIT LAST YEAR
AND SINCE OUR LAST EXCHANGE %ITH THE CHINESE ON THIS SUBJECT IN
AUGUST11981, WHEN ASSISTANT FOREIGN MINISTER SONG ZHIGUANG TOLD
THE THEN POLITICAL AD:|SER THAT THE CHINESE WERE NOT THINKING
ABOUT THE PROBLEM (WILSON’S LETTER OF 27 AUGUST TO MCLAREN FED).
NEITHER ZHAO NOR J| QUOTED DENG’S EARLIER *'HEARTS AT EASE’’
STATEMENTS AND THEIR REMAR“S APPEAR TO REFLECT A REALISATION THAT
DENG’S ASSURANCES ARE NOT ENOUGH BY THEMSELVES.

2. J1 SAID THAT THE CHINESE WOULD BE THINKING ABOUT THE QUESTION
OF THE FUTURE SOON, BOTH HE AND ZHAO SAID THAT THE MATTER COULD
MOT WAIT UNTIL 1997. BOTH MEN SPOXE OF TALKS BETWEEN THE TWO

SIDES (THOUGH SEE PARA 5 BELOW). ZHAO VOLUNTEERED A REFERENCE TO
THE CONCERN OF LAND-OWNERS IN HONG KONG AND SAID THAT, PENDING A
OLUTION OF THE PROBLEY, NEITHER SIDE SHOULD DO ANYTHING TO DAYAGE
PROSPERITY THERE. HE ADDED THAT HONG XONG’S PROSPERITY DEPENDED

UPON ITS STATUS AS A FREE PORT AND A COMVERCIAL AND FINANGPAL
ENTRE,

3. THE POINTS IN PARAGRAPHS 1-2 ABOVE ARE POSITIVE AND, AS FAR AS

THEY GO, ENCOURAGING. BUT, THE CHINESE HAVE CLEARLY NOT FULLY

UNDERSTOOD THE CONCEPT,’ OR THE BASIS, OF INVESTOR CONFIDENCE. FOR
LTy — e @

EXAYPLE, JI SPOKE OF CHINESE LIBERAL POLICIES IN THE SPECIAL

ECONOMIC ZONES (WHICH ZHAO ALSO REFERRED TO AS *’RELE’ANT’® TO

THE HONG “ONG PROBLE™) AS A FACTOR WHICH SHOULD GIVE REASSURANCE

TO HONG ONG INVESTORS. THE CHINESE YAY STILL HAREOUR THE HOPE

THAT THE DEVELOPMENT OF THE SHUMCHUN ZONE MAY IN SOME WAS GET THEM

ROUND THE PROSLEM. BUT HONG KONG INVESTORS WILL NEED MUCH GREATER™

REASSURANCE THAN THIS. ZHAO CA'E CLOSER TO AN UNDERSTANDING OF
THE CONFIDENCE |SSUE WHEN HE SPOXE OF THE [MPORTANCE OF HONG XONG'S
STATUS AS A FREE PORT. BUT ALL THE E'IDENCE SO FAR SUGGESTS THAT
THE CHINESE HAVE NOT GRASPED THE ESSENTIAL FACT THAT IT 1S
CONTINUED BRILI_ﬁ]-l ADMINISTRATION THAT IS NEEDED TO MAINTAIN
CONFIDENCE. BOTH JI AND ZHAO USED WORDS WHICH SUGSESTED THAT
ASSURANCES TO INVESTORS WITHIN A FRAZEWORK OF RESUMED CHINESE

ADMIN| STRAT! v { GHT TO SUFF S E—
THE
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b, THE SECOND wORRYING ELEMENT IS, THAT ALTHOUGH THERE HAS BEEN ‘
0 'E MOVEMENT THAN“S TO OUR PRESSURE, THE CHINESE ARE STILL
/PPROACHING THE HONG ¥ONG QUESTION IN A SOMEWHAT LEJSURELY
FASH1ON. THEY REPEATEDLY SAID THAT THERE WERE STILL MORE THAN 15
YEARS TO GO. THE FACT THAT CONFIDENCE COULD SLIDE, AND SLIDE
SUDDENLY, WITHIN A FEW YEARS, AND THAT BOTH SIDES SHOULD THEREFORE
PREPARE FOR -SUCH AN EVENTUALITY AS S00M AS POSSIBLE, HAS MOT YET
STRUCK HOME,

5. | AM ALSO NOT ENTIRELY HAPPY WITH ZHAO’S REFERENCE TO CONSULTING
P VARIOUS CIRCLES’” IN HONG XONG AND THE BRITISH SIDE ABOUT THE
FUTURE, AND TAKING HEED OF THEIR /IEWS. THE LANGUAGE USED DOES

NOT PRECLUDE THE POSSIBILITY THAT CHINA WOULD MERELY NOTE THE
OPINIONS OF OTHERS BEFORE DECIDING wHAT TO DO, RATHER THAN
NEGOTIATE A SETTLEMENT.

6« THE FIRST OF THE TWO ELELMENTS OF CHINA’S ’’GENERAL STAND?’

AS SPELLED OUT BY .ZHAO (PARA 1 OF SECOND TUR), REAFFIRMS WHAT WE
ALREADY ¥NOW, |.E. THAT THE “EY ISSUE, IF AND WHEN WE DO GET DOWN
TO RESOLVING THE PROBLEM WITH THE CHINESE, WILL 3E SOVEREIGNTY.
ZHAO’S EXPLICIT REFERENCE TO THE NINE-POINT PROPOSAL ON TAIWAN,
WHICH ECHOED DENG’S REARK TO YOU IN APRIL 1981 THAT ’’WHEN
BRITAIN CONSIDERS THE QUESTION (OF HONG KONG)

IT SHOULD STUDY CHINA’S POLICIES TOWARDS TAIWAN’?’, REINFORCES

THE POINT., WHATEVER ARRANGEVENTS EVENTUALLY PROVE ACCEPTABLE TO
THE CHINESE, A CESSION OF SOVEREIGNTY ON OUR PART WILL BE
REQUIRED SEMICOLON THOUGH WITHIN THAT.FRAMEWORK THE CHINESE ™|GHT
PROVE THEMSELVES, AS ZHOU HAS CLAIYED, ’’VERY REASONABLE’’. 4

7. AS FAR AS FUTURE POLICY |S BNCERNED, AS SEEN FROM HERE,

FOUR "AIN POINTS EMERGE:

A. A WILLINGNESS TO CEDE SONEREIGNTY OVER ¥OWLOON AND HONG KONG
ISLAND (ON SUITABLE TERMS) WILL BE ESSENTIAL TO AN SATISFACTORY
SETTLEMENT SEMICOLON T ——

WE "UST “AXE EVERY EFFORT TO EDUCATE THE CHINESE AS TO WHAT THE
. CONCEPT OF ?’|NVESTOR CONFIDENCE’’ INVOLVES SEMICOLON
WE SHOULD IMPRESS UPON THE™ THAT, ALTHOUGH 1997 I8 STILL 15
YEARS AWAY, |TS EFFECTS WILL BE FELT MUCH SOONER, PROBABLY
WITHIN THREE YEARS FROM NOW, UNLESS WE TAKE STEPS TO AVERT
THEM SE™1COLON
BUILDING ON CH!NESE REFERENCES, WE SHOULD DURING THE PRIME
MINISTER?S VISIT WELCOME THE SUGGESTION OF BILATERAL TALXS AND
SEEK TO HAVE THEM SOON., OTHERWISE THE RISK 1S THAT WE SHALL
EITHER BE REDUCED TO A CONSULTATIVE ROLE AND THE PRESENTED
WITH CUT AND DRIED SOLUTION, 0% THAT WE SHALL HAVE TO TRY
TO MEGOTIATE !N EMERGENCY COMDITIONS CREATED 3Y A SUDDEN SLIDE
IN CONF|DENCE,
L i COPIES SENT T0
HK & GD PS/LPS MR GCODISON No 10 E'O\-\il\'u*[\]/q‘& STRE=T

FED PS/FUS MR DONALD
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TO PRIORITY FCO

TELEGRAM NUMBER 38 OF 12 JANUARY
INFO PRIORITY PEKING

MYTELNO 1133 PARA 121 PAD AND THE FUTURE OF HONGKONG.

1. PAO HAS NOW TOLD ME THAT HE SAW GU MU AND HUANG HUA TOGETHER

IN TOKYO. THEY REPEATED COMMENTS MADE IR PEKING ABOUT SINO/US
RELATIONS ( 'A BOMB THAT COULD GO OFF' =-HUANG), AND CHINESE

WILLINGNESS TO EXPAND ORDERS FROM THE UK IN RETURN FOR A LOAN

( 1 BILLION US DOLLARS = GU MU)

©. GU MU SAID HE HAD BEEN THINKING OVER PAO’S REMARKS ABOUT HONG
KONG AND AGREED THAT SOME SOLUTION MUST BE FOUND BUT THE QUESTION
OF SOVEREIGNTY WAS ALL IMPORTANT.HUANG HUA SAID 'IT IS FOR THE *

BRITISH NOT US TO SUGGEST A SOLUTION , BUT LET THEM MAKE SEVERAL

SUGGESTIONS NOT JUST ONE®

3. PAO STILL THINKS THE REFERENCES TO THE FUTURE OF HONG KONG ARE
RELATED TO PROPOSALS FOR TRADE AND A LOAN, AND TO DISENCHANTMENT
WITH THE U § o

h. HE CLAIMED THEY ASKED HIM TO ACT AS INTERMEDIARY, TO SPEAK. Tn e
THE P.M., AND LET THEM HAVE SUGGESTIONS. HE COMMENTED THAT DENG®S
POSITION WAS FAR SHORT OF SECURE AND SO ANY SUGGESTIONS MUST

TAKE ACCOUNT OF THIS.

5. | DID NOT COMMENT, BUT IT WOULD BE HELPFUL TO KNOW HOW MUCH

THE ABOVE COINCIDES WITH WHAT HE SAID TO THE P.M.

6. HE WILL PROBABLY BE VISITING PEKING AGAIN N MID FEBRUARY.

7. PEOPLE LIKE PAO WHO HAVE ACCESS TO THE LEADERSHIP AND CAN

SPEAX DIRECTLY AND INFORMALLY WITHOUT ANYONE BEING COMMITTED

HAVE A USEFUL PART TO PLAY. CERTAINLY TTHEY HAVE HELPED TO BRING
HOME TO THE CHINESE THE REALITY OF THE PROBLEM DESCRIBED THROUGH
OFFICIAL CHANNELS, AND | HAVE ENCOURAGED THEM TO DO SO. THEY MAY

EVEN BE ABLE TO THROW SOME LIGHT ON CHINESE VIEWS ON A SOLUTION
IF THESE DEVELOP. SO WE MUST KEEP IN CLOSE TOUCH WITH THEM

8. BUT | SUGGEST WE MUST BE CAREFUL NOT TO GIVE THE IMPRESSION

THAT ONE OF THEM IS A CHOSEN VESSEL (PAO WILL CLAIM TO BE IN

ANY CASE). SIR Y K KAN WILL BE PAYING ANOTHER PRIVATE VISIT TO PEK!NG
X THE END OF APRIL, AND NEARER THE TIME WE SHALL CONSIDER

HOW TO MAKE SURE HE CAN CROSS CHECK ON PAO'S INFORMATION.
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Current Hor A Wono China B (‘f‘w‘mlr‘ '“mm'l opnents: Monthly Hotes:
W Slouc 0 e &%’2& @ﬂ /

Chinese %r‘i me Minister

and 18 Auguct ‘&‘qe {eft-wing Hony Kong newspapar
XﬂWu yive coverage (with pho torranhs) of 2 vis:

inese Prime Minister, shao Ziyang, to the Snecial Eeonomic

ne (SE7Z) at Shenzhen.

7hao arrived 1in Guangzhou from Sinrapore oD the cvenins of

47 Aarust and ine noxt morning took the train soutt for a two-day

insoo rrw‘m tour of Shenzhen. e travelled the lersth of the aRZ

-

- from Shatouiiao (5ha Tau ¥ok) in the cast, o Shekou Opecial

Tndustrial Zone (a "zore within a2 zone") on Deep Rav. Apart from

4 od
visits to two holicday reagorts at the Xi1li Reservoir and at

Yiaomeisha, he also went +o the border crossin points 2t Weniindu

(Man Kam To) and Imohn (Io Wu). He left Shekou bv sea on the
mornine of 16 Auzsust for A similar inspection tour of Zhuhail
(north of Macau). He was accompanied throughout by Provinecls

wipst Seeretary Ren Zhongyi, Governor Liu Tianfu, Vice-

Party
' : \ - : : T 1 I RS 5 : L a
Governor Wang Guanzuo znd the YMead of the =X ovincial Commission
o s . Mz N e  Veiawe  Mrst Direct
of Bupecial Economlc 7ones, Wu Nanshenf, Yang Kuang, L£1TsSt Dircctor

x T - T = . " - X 4= TPorprmd b O s it
of the long hong Ppanch of KONA also joined the Prenler 5 D= {7

% The visit comes At a time of apps arently reichi enad interant

hv the central 1eadershin in the 9E7 experinment. A hich-lecvel

~ronfarence was held in Voking at the end of June which discussed

rurrent policies towards the zoned. Thig meeting censidered A
nurher of poliecy initiatives aimed at accelerating the pace of

Aeyel opment 2ccordine 10 ihe Aictum aseribed to Dena ¥iaonina that

the &%%e "should be really special. It also ddered a list of

- : s e .5
ey Tl .t4ons affscting +he SEGS.

Ko Vst g b da”
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TL 18 1nt9rodtlng that 7Zhao chose toO inspect the two

|
+’r“‘Z1 on his way home from the visit to ginmapore — & part of
the |world vhere ginmilar experlments with "export processinm

ven! Yei Po's reports of the inspection tour, 24hao impresse’

|
i (L i
l songs" seemn to have meb with some successS. According O

1ha

nﬁon officinls in Shenzhen the jmportance of the divis jon of
Jabour hetwecen of ficialdom and the business wor1d The latter
he said should be encouraged +o run more undertakings them-

He alsoO urped Wage roforms foT yorkers 1in the zONCS,

"oconomic 1auws" rather thalt an tiron rice b owl"

onao sourht to shake up
acf by explicitly sugeesting that factory

managers and traders should be given rreater freedom ©O make
dqecigions free of of ficial jnterference. gimilarly, wage
reform, together with & rcreater sreedom foT factory manarners
.5 hire and fire thelir own WOTrkKeIsS, will be gcleoned B
Hone Kong and OVerseas Chincse investors in the zOnNc. In any
event, 4 visit bY the Premier will have proviﬁed‘ﬂ tremandons
£i11ip for thoce Tﬁ“fﬁﬂ%]hWG for the zonc and it seems clear
that whatever ghao s2id C dquring his inspection tour his word

will be acted upon both swiftly and thorourhly.

New 10-point Dpro -panne_for thqjjﬁﬁl

_,__..-—».____—-

6. A major nolicy S . peparding the future develop-

ment of Guanndone and Fujian 5 wp@ciHW Jnonomic 4oNes hag heen
widely preﬂinted since the central 1eadership meeting O the
suhiect at the end of June (see Monthly Hotes: June and Ju]_jr},
At the conclusion of Prime Minister 7Zhao Ziyﬂﬂg's visit‘to
Shenzhen, cuch @ s tatement was publ jshed in the Hong Tone

- The

anﬂmﬁﬂist NPT eSS in the form of & 10- DD]P nronrﬁ“ﬂﬁ.

£f0ll0ing _~rn*'*=“ of jnterest omerge from the 10 *w'i*r“f o‘{.\;'y-."f.“,*-.ti.\:{*f:.:
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