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Future of Hong Kong e

1. When you agreed to the ideas in my minute of 15 December 1981
about your visit to China, Hong Kong and Japan and about Hong

Kong's future, you asked for further thoughts after Humphrey Atkins'
visit to Peking.

2. One of the purposes of this visit was to establish whether there
had been any shifts in Chinese thinking since we last tackled them.
From the conversations Humphrey Atkins had with Premier Zhao and
Vice Premier Ji, it is clear that while the Chinese have not

moved on essentials, they recognise the existence of the

problem as well as the need for it to be solved before 1997. They

— e ]
have said they want to see Hong Kong remain a free port and a

commercial and financial centre. They have also said that in due
course they would discuss with us taking local Hong Kong opinion
into account.

3. In many ways the line taken by the Chinese is encouraging.
They are clearly thinking about the problem more urgently than
before. They have hoisted aboard the need to preserve confidence
and the importance of Hong Kong's economic autonomy. However, I
do not myself believe that they have yet fully grasped the ways
in which confidence could be threatened or maintained. The

emphasis by the Chinese Premier, Zhao Ziyang, on the importance

of the Taiwan analogy (Peking telno 18) is encouraging in that the
Chinese (in their '9-point proposals' issued in the autumn) clearly

recognise that Taiwan would need to be accorded a great deal of

economic and political independence. However, it is possible that the

N——

Chinese have in mind a solution for Hong Kong which excludes

continuing British administration.

T— g /4.
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4, If this is in the minds of the Chinese, they have clearly

misunderstood the basis of Hong Kong's prosperity. Confidence in the

—

Territory, particularly among investors, is likely only to be main-

tained if autonomy is guaranteed by the administration continuing

on the same lines, ie through the British.

5. In my view, our own interests point to the need to keep

Hong Kong going on that basis. The option of unilateral withdrawal

is not really open to us. From the most negative viewpoint, a

—

British pull-out would create enormous problems for us. Our political
and economic interests in the Far East would suffer and we would

be faced with demands from Hong Kong people for guarantees of
protection and, more than likely, for the right of admission of

fairly large numbers to this country.

6. We therefore need to try to bring the Chinese to agree to

continuing British administration, not indefinitely but for a
%

sufficient period of time to maintain confidence. They will not
—

of course agree to this without a price; that is likely to focus
on the question of sovereignty, on which their recent remarks

put much stress. Here I think it would be in our interests to be

flexible. We can only maintain sovereign powers in the New

Territories up to 1997 in any case and the rest of the Territory
—

is not viable on its own. Thefact that we entered into a lease

on the New Territories in 1898 was a recognition that ultimate
—
sovereignty in these areas rested with China. If we could come

to an arrangement whereby we made some sort of recognition of
Chinese sovereignty over the rest of the Territory (ie Hong Kong

Island and Kowloon) while still retaining the right to administer
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the Territory beyond 1997, we should get a very good deal

and achieve a real foreign policy success. Without it we would
have little effective bargaining power beyond China's own
perception of its economic interest in the Territory. I therefore
think that it would be sensible for us to clear our minds on this
issue of sovereignty in order to be ready with a flexible response
if the Chinese show themselves ready for realistic negotiations.
At the same time we should of course avoid making any premature
offers on the subject of which they could take advantage, and

we should only agree to consider a transfer of sovereignty in
return for a satisfactory undertaking from them on continuing
British administration, including the length of time for which this
would be guaranteed.

7. There is of course the idea put to you by Sir Y K Pao of a

possible linkage between loans to China and a solution on Hong Kong.

I do not know whether this represents firm Chinese Government
thinking and I am sceptical of our getting a deal on Hong Kong

on this basis. But we are looking at the Pao ideas in order to
——— e ——

get a clear view of the advantages and disadvantages of a loan to

--._-
China both from the Hong Kong angle and on its own merits.

8. The next step will be to form a clear view of our own aims

before your visit in September. I doubt if the Chinese will be
prepared for full scale negotiations then but you will not be able
to avoid raising the subject. There is a reasonable chance that
you would be able to get agreement at least on continuing
/discussions
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discussions. It would therefore be helpful now to eclarify our
ideas on our bargaining position, including the question of
sovereignty. You may find it useful to see the enclosed paper
which discusses a number of possible options. None of these

is definitive but the paper gives some idea of the limits within

which we might work. You may wish to discuss this further with

the experts in due course.

C

./

(CARRINGTON)

Foreign and Commonwealth Office

9 March 1982
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Do you wish the Foreign Secretary to™
attend the meeting to discuss the future of‘\\
Hong Kong on 12 May? You will remember that :
we have Sir Edward Youde and Sir Murray

Maclehose coming in.

29 March 1982
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10 DOWNING STREET

 [rom the Private Secretary 15 March 1982

Future of Hong Kong

The Prime Minister read over the weekend
the Foreign and Commonwealth Secretary's
minute of 9 March.

She made no comment on the substance of
the minute but would like to discuss the
problem with Lord Carrington and officials
in the next two or three weeks (we shall be
in touch separately about a date). She would
also like to take advantage of the nresence
of Sir Murray MacLehose and Sir Edward Youde
in London in May for a further discussion
with the Foreign and Commonwealth Secretary,
which they could attend (we have provisionally
earmarked 12 May for this).

John Holmes, Esq.,
Foreign and Commonwealth Secretary.
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HONG KONG: OPTIONS FOR ACTION TO DEAL WITH A SLIDE OF
CONFIDENCE OR A CHINESE INITIATIVE ON THE FUTURE OF HONG KON

Introduction

15 This paper considers possible action by HMG to meet two
contingencies:

a) a collapse of public and business confidence in Hong Kong;

b) readiness by the Chinese to discuss more concrete ways of
bolstering confidence.

It starts by looking at the Chinese attitude to the problem and the
actions which they might be prepared to take. It then considers joint
actions and unilateral actions on the British side with tacit Chinese
concurrence. In each case the likelihood of the action being taken,
its effects and residual problems are considered briefly.

2. The Prime Minister's visit to Peking in September 1982 will

in itself be an important factor. We can expect confidence in

Hong Kong to be maintained until then. There will be strong
expectations that Hong Kong's future will be discussed, i# not
decided. Definite agreement is in fact most unlikely but there
might be an undertaking by both sides to start serious discussions.
Public knowledge of this would keep confidence up but there would
be two problems. Once embarked upon, talks must succeed. A
collapse (or public belieye that they were failing) would hit
confidence badly. On the other hand, the Chinese are unlikely to
be ready to hurry; therefore it would be equally risky to set a
time limit for conclusion of the talks. Opinion in Hong Kong would
need to be prepared for a long haul during which strictly confidential
contacts might continue.

The Chinese View

3. The full picture of Chinese attitudes and long-term policy on
Hong Kong remains conjectural. There is considerable evidence of
ignorance and misunderstanding of the Hong Kong problem among the
Chinese, particularly the question of investor confidence, and even .
among those officials who might be expected to be well informed.
Certain elements, however, seem clear. The Chinese see Hong Kong
in its present form as useful to them now and in the immediate
future! But there are serious political inhibitions on their
accepting indefinite continuance of the status quo. They neither
accept nor have they abrogated the 19th Century Treaties on Hong
Kong. Technically, it is open to them to disregard 1997, but to do
so would be politically difficult as it would expose the leaders
involved to the accusation of 'selling out' China to foreigners.

In practice, and because of the public attention focussed on 1997,
they could not risk acquiescing in any formal or legal action that
would prolong British administration without a major political
concession on our part.
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4, Any initiative on Hong Kong might also have consequences for
their policy on unification with Taiwan: they will do nothing over
Hong Kong that would make this more difficult. Increasingly, the
Chinese see a connection between policy towards Taiwan and Hong Kong.
When Lord Carrington was in Peking in April 1981, Deng Xiaoping said
that we should study Chinese policy towards Taiwan when considering
Hong Kong. The essentials of present Chinese policy (see Annex A
for details) are that Taiwan must give up its claim to statehood
"and its flag but will then be allowed a large degree of local
autonomy, including its own armed forces. The parallel for Hong
Kong would be, as a minimum, the relinquishing of sovereignty in
return for a negotiable degree of autonomy.

B Current pressures on the Chinese leadership are such that

they are likely to do the minimum necessary to preserve the

advantages they gain from Hong Kong. They will avoid specific
agreements if they can. They may even be prepared to suffer

severe economic loss rather than take political risks. Moreover,

we clearly cannot rely on the leadership in Peking remaining constant.
We cannot exclude the emergence of a more ideologically and less
pragmatically inclined power group.

6. The Chinese apparently believed in 1979 that Deng's general
assurances about the interests of investors being safeguarded
would be sufficient to deal with the problem of confidence for
some time to come. This formula allowed for what were, to them,
significant guarantees about the Hong Kong economic system and
its probable continuity (capitalism well into the next century)
without giving away anything on political control. They probably
still think this type of general assurance should be sufficient,
although there are some indications that they are beginning to
realise that this is not so. Their initial remedy for a slide
in confidence is likely to be to repeat the assurances more
forcefully and more directly to leading investors in Hong Kong.

The Chinese View and Problems for HMG

f A Chinese assurances were sufficient to boost confidence when
they were first made. But this was only because they were seen

as a first step towards more concrete measures. They take no
account of the legal problems of a finite and diminishing period

in the New Territories as regares the future administration of

land leases. Leases of Crown land cannot be granted there for any
period terminating beyond 1997 without an unacceptable risk of
legal challenge. Measures that would circumvent this problem would
need at least tacit approval from the Chinese. A way of dealing
with this problem was put to the Chinese in 1979 but rejected.

8. Chinese assurances appear to be based on the assumption that

the difficult question of political control after 1997 can be avoided
for many years to come. They also imply that continuing prosperity
of the economic system can be divorced from the problem of political
control. Neither is true; Hong Kong's prosperity, and its value

to China, depends on it having:

/a) a
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a) a different currency from China and one that is readily
convertible;

b) a legal system which gives confidence to investors, ie
at present, a non-Chinese legal system; and

¢) access to world markets based, at present, on international
agreements to which Hong Kong is a party as a British
dependency.

The currency and legal points might possibly be covered without
British administration but the benefits of British dependency
status could not. In any case, until Chinese policy had been seen
to be consistent and stable over a considerable period investors
would have no faith that any of these conditions would be met
under Chinese rule.

9. A solution to the Crown land leases problem might in the

short term boost confidence in Hong Kong's future, but it will be
insufficient as a confidence-builder. Although business confidence
is reasonably high at present, it is brittle, and already under
pressure, largely as a result of world economic uncertainty.

In addition, there are other, non-commercial political causes of
strain (eg worry over nationality status). Without clear evidence
of Chinese acquiescence in continuing British administration after
1997, disinvestment will start probably by 1985 and possibly at any
time from 1982 onwards.

10. An obvious slide in confidence and in particular a collapse

of the Hong Kong dollar, might shock the Chinese leadership
sufficiently to make them ready to discuss practical ways of
bolstering confidence (although we have to accept the possibility
that they might be prepared to lose most or even all of their
present conomic advantages from the Territory if they found the
question politically too hot to handle). An alternative possibility
is that the Chinese may be ready to enter a dialogue without such

a threatening incentive. There have been some signs of this, ie
during the visit of the Lord Privy Seal in January 1982,

Actions to halt a slide in confidence or to respond to a
Chinese initiative

11. The following possible actions are graded in a rough order of
ascending difficulty for the Chinese. An important feature of most
of the proposals is that any action to extend British administration
would require amendment or replacement of the 1898 Order in Council
providing for and defining the length of jurisdiction in the New
Territories (Annex B) (which in turn is directly related to the
Convention of Peking 1898 (Annex C)). This would almost certainly
need Chinese agreement or at least their readiness not to object to
the legislation if challenged. The Attorney-General shares the
opinion of our departmental Legal Adviser that any amendment would

/need
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need explicitly to make clear the intention of HMG to administer
the New Territories beyond 1997, A number of the proposals also
include the notion of a relinquishment of sovereignty by HMG.

We do not know that the Chinese would in fact demand this but it
is a logical move for which we must be prepared.

A) Reinforcement of existing assurances

" The Chinese would talk at a high level to major local investors
in Hong Kong to encourage them to retain and increase their invest-
ments. They would do the same with selected foreign investors,
banks, industrialists and developers. They would reinforce
assurances about capitalism continuing in Hong Kong well into
the next century and imply that a change of status in 1997 was
unlikely.

i) Likelihood. Easiest option for Chinese. Harder as
the assurances about no change become firmer.

ii) Problems for HMG. None, except:

iii) Effect. At best temporary. Such encouragement and
assurances would cause some local Chinese investors to
maintain investments. Little effect on foreign investors
unless coupled with action on land leases. Not sufficient
to halt a serious slide of confidence for long, if at all,
because unsupported by either firm and 'bankable' description
of conditions under Chinese law, or assurance of continuance
of British jurisdiction.

Declaration by the Chinese that, because Treaties unequal
1997 irrelevant; Hong Kong would revert to China when the
time was ripe, with the clear understanding that British
administration would continue beyond 1997

i) Likelihood. If as a formal statement a slight but
significant change in present Chinese position. More
difficult than (A) for Chinese, however, as it implies
continuing British administration beyond 1997. Becomes
progressively more difficult for them the more that is
said about time not being ripe for many years to come.

Problems for HMG. None: the Chinese already claim

sovereignty. A statement from them that the lease should
" be ignored would, however, open the way for us to take

legal measures that would align the practical reality

in Hong Kong with Chinese stated views,

Effect. Would be too vague to have significant effect,
even if coupled with (A) above, unless coupled with
agreeemnt to action by HMG to take continuing powers of
administration beyond 1997.

/ C) Joint
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Joint or parallel statements by Chinese and HMG that
Treaties no longer applicable; Hong Kong Chinese territory
temporarily under British administration but this would '
continue beyond 1997

i) Likelihood. Not easy, as it requires public approval by
the Chinese of British administration. Nevertheless,
generally accords with their present tacit position,
and involves significant public renunciation by HMG.

Problems for HMG. Recognition of Chinese sovereignty

over Hong Kong requires an Act of Parliament divesting

the United Kingdom of sovereignty. Implications of abrogation.
Legal status of Hong Kong, particularly in international
agreements, would need to be clarified. Need for legislation
on land leases and continuing powers of administration which
would have to be of indeterminate length. (Automatically
renewable periodic leases possible.) Might be coupled

with demand for use of Chinese flag (cf stated policy

towards Taiwan).

Effect. Impact would depend on assumptions about how
long the arrangement was expected to last. Initial effect
might be to produce uncertainty, unless Chinese made it
clear that they expected the arrangement to last at least
15 years. But confidence would grow over time as it would
be up to the Chinese to foster it if they wished their
benefits from Hong Kong to continue. It should eventually
produce a Macao-like reliance on traditional tenure.

D) Declaration by the Chinese that change would only occur with
adequate warning; a possible minimum period would be 15 years

i) Likelihood. Slightly more difficult than (C), as Chinese

. would be tying themselves to a specific period. Becomes ..
harder if selected period stretches beyond 1997. But
Zhou Enlai did say to Sir Alec Douglas-Home in 1972 that
Chinese would take no surprise action over Hong Kong. Might
be possible to build on this. Private hints on length of
warning easier for the Chinese than public statements.

Problems for HMG. Almost certainly would be combined with
Chinese demand that HMG concede Chinese sovereignty. Still,
better than (C), as it guarantees length of tenure. Powers
"of continuing administration could be tied to Chinese
declaration. So could land leases. Both require Chinese
assurances about the period of warning to be made public

in some firms. Base for continued British administration
would have to be negotiated with Chinese. Chief drawback
lies in the fact that the assurance is only effective so
long as the Chinese do not institute a period of warning.

As soon as that happened we would face weakening confidence
in Hong Kong, although certainly firms and others would have
as much time as they have now to make their plans.

/iii)
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iii) Effect. Major boost to confidence. Sufficient to halt
slide of confidence. But only provided it was quickly
followed by UK legislation to bring British jurisdiction
and powers of administration into line with new concept
of validity of 15 years constantly rolled forward until
notice-given by the Chinese People's Government (CPG).
The legal mechanics would need to be worked out.

E) Unilateral action by HMG to take powers to issue land leases
beyond 1997; assurance of tacit Chinese approval

i) Likelihood. Possible, particularly if done in form
of automatically renewable periodic leases and with no
mention of 1997. Chinese might see it as a necessary
way of preserving investor confidence. Has advantage
requiring little action on their part.

Problems for HMG. Only a temporary palliative unless
coupled with power of continuing administration.

Effect. If done now, a short-term beneficial effect.

But lacks long-term credibility unless coupled with
arrangements for administration after 1997. Not sufficient
to halt slide of confidence.

Unilateral action by HMG to remove the limit in the 1898
Order in Council on powers of administration in the
New Territories; Chinese acquiescence

i) Likelihood. Part of the rejected 1979 proposals.
Chinese acquiescence would need to be obvious. They
are not likely to acquiesce if (as seems possible) they
think that any such change should be coupled with
concessions on sovereignty. Would therefore lead to
»solution similar to (C).

ii) Problems for HMG. As in (C)(ii) above.

iii) Effect. As in (C) (iii) above.

CONCLUSION

12, Stronger verbal assurances from the Chinese (option A) would
not by themselves have a significant effect on confidence in

Hong Kong; and neither would a statement that 1997 had no
relevance (B), unless it opened the way to action by HMG on

the continuation of administrative powers. Measures to solve the
land lease problem with Chinese consent (E), would be only of
short-term effect. Option (D), providing a period of warning
before any change were made in the status of Hong Kong, is
marginally the most attractive from the UK point of view.

/A
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A public agreement that the Treaties on Hong Kong were not
applicable but that British administration could continue beyond
1997 (C) would be satisfactory. A third possibility is (F) -
removal, with Chinese agreement, of the limit in the 1898 Order
in Council to our administration in the New Territories heyond
1997. These three would almost certainly involve the concession
of recognition of Chinese sovereignty over Hong Kong and thus a
major change in its status that would have to be reflected in

UK law.

13. Both in monitoring Hong Kong and Chinese opinion, and even,
in certain circumstances, in discussing solutiong, the option

of using non-official intermediaries with Peking needs to be

borne in mind. There are a number of potential 'messengers',
mainly senior Hong Kong Chinese businessmen with close contacts

in Peking, who might be used. But in so delicate a matter the
question of control is very important. A message loosely delivered
could give a totally false impression and defeat its own object.
Probably therefore, such intermediaries should only be used, and
that very sparingly, as one means of keeping our lines open to
Peking and estimating the direction of movement of thinking there.

Hong Kong and General Department
Foreign and Commonwealth Office

1 March 1982

a =
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ANNEX A
IMPLICATIONS FOR HONG KONG OF CHINA'S POLICY ON TAIWAN

1. The leaders of the People's Republic of China have szt their
sights on achieving the take-over of Taiwan in such a way as to
ensure the maximum benefit and the least possible damage to China's
interests. While they do not rule out the use of force as a last
resort they express hope that reunification can be achieved peac~-
- fully through negotiations between themselves and the leaders of
ruling Kuomintang (Nationalist) Party on Taiwan.

2. The essence of China's proposals on Taiwan (put forward on
several occasions in the last 3 years) is that in return for accept-
ance by the Taiwan authorities of unification, China would 'respect
the status quo' on Taiwan ... and adopt reasonable policies and
measures so as not to cause any losses to the people on Taiwan'.
China says that it would allow Taiwan to retain its own armed forces,
would abstain from interference in the local affairs of the island,
would leave Taiwan's 'socio-economic system' unchanged, with 'no
encroachment' on the investments and rights of inheritance enjoyed
by the inhabitants, and would permit Taiwan businessmen to invest

on the mainland. These points were reaffirmed in a 9-Point Proposal
on 30 September 1981 by Ye Jianying (China's equivalent to Head of
State), who added that under the arrangements envisaged by Peking
'people in authority' from Taiwan could assume national leadership
posts and 'participate in running the state'.

3. On some previous occasions, Chinese officials had said that
authorities on Taiwan would have to give up the use of such
attributes of national status as the 'Republic of China' flag, but
China has not explicitly repeated this in its latest statements.

On the question of further arms supplies for Taiwan after a settle-
ment there have been conflicting reports on China's attitudes. Some
officials have suggested that these would be 'negotiable' but others
have said that they would not be permitted. In any case the issue___
has been recently subsumed in China's strong opposition to continued
US arms sales to Taiwan.

4. The comparison between China's position on Taiwan and that on
Hong Kong was originally drawn by Deng Xiaoping in conversation with
the Governor in March 1979. He said that the UK would be aware oI
China's policy on Taiwan; that on its return to China there would be
'no change in the social system, nor would living standards be
affected. Taiwan could still enjoy a special status and local
autonomy and even her own armed forces, even though she would be part
of China. There could never be two Chinas or one and a half Chinas.
This was the Chinese position on Hong Kong and Macao as well as on
Taiwan. This was a long-standing policy. They had adopted it
because they needed Hong Kong'.

/5.
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5. In his talk with Lord Carrington in April 1981, Deng repeated
these observations on Taiwan, adding that 'it would be necesser
for Taiwan to abandon the name by which it called itself (ie
'Republic of China') as well as its flag. This was a long-term
policy and not a matter of expediency. It also reflected China's
policy towards problems of a similar nature'. In his talk with
the Lord Privy Seal in January 1982 Premier Zhao Ziyang recalled
China's 9-Point Proposal for Taiwan; 'from this, circles in Hong
Kong and the British Government could get some idea of China's
thinking'. In an interview with Reuters in mid-January the MFA
Vice-Minister Zhong Xidong was asked to compare the Hong Kong and
Taiwan problems. He replied: 'The Taiwan problem has already been
solved legally. It is internationally agreed that it is a Chinese
province. But the Hong Kong question has not been legally solved.
China is ready to negotiate with Britain at an appropriate time to
resolve this question'.

6. The Chinese are probably not drawing a precise analogy between
Taiwan and Hong Kong. The circumstances are different, particularly
over nomenclature. In Taiwan's case the Chinese require the
renunciation of the title 'Republic of China' to remove the claim by
the KMT to be the alternative government to China. Hong Kong
presents no similar threat to the Chinese Government's legitimacy.
Moreover, HMG have been careful to avoid moves which might be
construed as steps towards independence for the territory. On the
other hand, Hong Kong presents a problem for Peking of a different
sort. While the Taiwan government is an indigenous Chinese body,
Hong Kong is governed by an outside power. There are thus issues
affecting sovereignty in both territories. Moreover, the question
of the flag (and other symbols of authority) which would be used in
Taiwan is clearly of great importance to Peking. The Chinese are
likely also to set store on this in discussing Hong Kong.
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