FUTURE OF HONG EONG =  ADVANCE COFIES

PS COPIES TO:

PS/PUS ' MR COLES, K0.10 DOWNING ST

PS/MR LUCE MR ROBERTS, NEWS DEPT

MR WILSON SIR PERCY CRADOCK

HD/EKD

HD/FED \”},J:-
RN

EESIDENT CLERK

e Y

¥

IAMEDIATE |
I 1y s e 5 S S
i fl:i\iu_-_._Jn'\'L._:

b

ADVARC™ " py

FI4 HONG KONG 1312457 APF £4
TC IMMEDIATE FCO 9//
TELEGRAM NUMBER 1057 OF 1£ APk

18 APRIL
INFO IMMEDIATE PEKING(LESKEY 131400 Z) LISE iiDESFEY 1814007)

FOLLOwING FROM PRIVATE SECRETARY

SECRETARY COF STATE'S LISCUSSIGN VITH DENG X1AQF NG
SUMMARY

1. THE SECFETARY OF STATE HAL 92 MINUTES wWITH PERG THIS MORMING,
DENC WAS FRIENDLY AND EBULLIENT, ON THE TIMETAELE, HE ACCEPTED
THE NEEL FOR PARLIAMENT TO HAVE TIME TO CONSITER THE DRAFT
AGREEMENT ANL RAISED NO (NO) OEJECTION TG CUR PROPOSALS FOR A
PUBLISHED DRAFT AGREEMELT BY SEPTEMBER AND SIGNATUFE EY THE END OF
THE YEAF. ON THE FORNM GOF AGREEMENT, HE REPEATED THAT THE AGRELVE?
ITSELF SHOULD DEAL WITH MATTERS OF FRINCIPLE, BUT ACCEPTED

THAT DETAIL (BUT NOT EXCESSIVE DETAIL) SHOULD BE DEALT WITH IN

AN ANNEXE. HE SHOWED CONSIDERABLE ANXTETY ABOUT THE PEPIOD UP TO

1397, ARGUINKG THAT SOME PEOPLE (NOT HMC OR THE HONG KONC GOVERNVENT

MIGHT TRY TO LEAVE THINGS IN A MESS FOR THE INCOMING ADMINISTRATIO
A JCINT GROUP SHOULD EE SET UP IN HONG KONG (COR POSSIBLY ROTATE
BETWEEN HONG KONG, PEKINC AND LONUON) TO DEAL W ITH PRCELEMS OF THE
TRANSITIONAL PERIOD. SECRETARY GF STATE EMPHASISED THAT WE wOULD
DC EVERYTHING POSSIBLE TO HAKD OVEFR A GOING CONCERN, HE ARCUE]
AGATIST ESTABLISHING A JCINT GROUF 1IN HONG KONG, AT THE ERD, DEN
RAISEL DEFENCE, AND SAIL THAT CHIMA WOULT' SEND A SMALL ARMED FORCE
TO HONG KONG 1IN 1397, SIMILAR IN NATURE TO THE CRITISH GARRISON,
SECRETARY OF STATE EXPRESSED LISYAY AT THIS INTEKTICN,
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2. DENG'S INTRCDUCTORY REVAFRKS STRESSED THE FUTURE CONTH;U!TY.
LhINESE POLICIES. HE WAS LAYING DOWN ECONOMIC POLICIES FOR 20 OR
EVEN 30 TO 50 YEARS AHEAD. THE CHINESE ASSURANCE THAT HONG KONG'S
SYSTEMS wWOULD REMAIN UNCHANGED FOR 50 YEARS SHOULD BE SEEN IN THIS
CONTEXT. THE POLICY WAS NOT PERSONAL TO DENG. IF THE PATH WAS
CORRECT, IT WOULD LONG OQUTLAST HIM,

3. THE SECRETARY OF STATE UNDERLINED QUR DETERMINATION TC REACH AN
EARLY AND SATISFACTORY AGREEMENT. VERY GOOD PROGRESS HAD BEEN MADE,
BUT IMPORTAKNT POINTS STILL REMAINED TO BE RESOLVED, WE WERE,
HOWEVER, NOW WITHIN REACH CF AN AGREEMENT UKLCEF wWHICH THE CHINESE
REQUIREMENT ON SOVEREIGNTY COULD EE MET,

4, DENG AGREED THAT THE NEGOTIATORS HAD WCRKED WELL. HE PECALLED
TELLING THE PRIME MINISTER IN 1982 THAT HE HOPED THE PROBLEM OF
HONG KONG wOULD BE SOLVED IN HER TERM OF OFFICE. HE ASKED THAT
HIS BEST WISHES BE PASSEL TO THE PRIME MINISTER.

TIMETABLE

5. THE SECRETARY OF STATE SAID THAT HE HAD DISCUSSED WITH QOTHEPR
CHINESE LEADERS A TIMETABLE WHICK wWOULD PROVIDE WHAT CHINA WANTED:
THE TEXT CF AN AGREEMENT TO BE PUBLISHED IN SEPTEMBER., THE AGREEMENT
COULD BE SIGNED BY THE END OF THE YEAR.

6. DENG WELCOMED THIS. THE ChINESE UMNDERSTOCL THAT HMG HAD TC
RESPECT PARLIAMENT AND GIVE THEM TIME TC CONSIDER THE MATTEF. HE
C

COMMERTEL ThAT THE ERITISH PARLIANEKNT WAS VERY DIFFERENT FROM THE
US CONGRESS. THE SECRETARY OF STATE AGREEL, ADTING THAT PARLJAVENT
WAS MOST UNLIKELY TO REJECT AN ACREEMENT COMMERDED TO IT BY THE
PRIME MINISTER AND HIMSELF. IF THE UK AND CHINA REACHED AN
AGREEIENT COVERING ALL THE CENTRAL POINTS, THEN THE PRIME MIMNISTER
AKL HE WOULD SC COMMEND 1T. ©DEKC COMMENTED ''C'ACCORD'',
RATIFICATION WAS NOT RAISED,

FORM OF AGREEMENT

7. THE SECRETARY OF STATE UNTERLINED THE HEED FOR AN AGREEMENT
WHICH WCULL CARRY COHVICTICHN WITH IRTERNATIONAL BUSINESSMEN AND
INVESTORS, AS WELL AS WITH PARL IAMENT., IT WQULDT EAVE TO EXPLAI!
CLEARLY THE ARRANGEMENTS FCR HONC KONC AFTER 1937. A GREAT DEAL OF
EFFORT HAD BEEN MADE BY THE HEGGTIATCRS OR POTH SIDES TO WORK
TOwARDS AN AGREEMENT. THIS EFFORT SHOULT BE REFLECTED AS PART OF
THE AGREEMENT ITSELF. EACH SIDE wOULD BE COMMITTING ITSELF TC

WHAT IT WOULD DO. THE AGREEMENT SHOULD BE A BALAKCED ONE. EACH
SILE COULL THEN COMMEND THE AGREEMENT TO ITS OwN PEOPLE ARD JOINTLY
TO THE wORLD., DENG MADE TwQC POINTS IN REPLY:

(1) THE HONG KONG PROBLEM WAS FOR CHINA AND BRITAIN TO SOLVE,

IT WAS NOTHING TO DO WITH CTHERS, ALTHOUGH ERITISH AND FOREIGN
BUSINESSMEN WOULD HAVE THEIrR OwN IDEAS AND VIEWS (HE REFERRED

TO JARDIKES). THE THREE-LEGCED STOOL wCULD NOT (NCT) DO,

(11) THE AGREEMENT SHOULD DEAL WITH MATTERS OF PRINCIPLE. IF IT
CONTAINEL TO0 MANY DETAILS, EPRORS MIGHT BE MADE AND IT WOULD NOT
BE VERY FRACTICAL., THE COMPETENCE OF THE FUTUPE SAR GOVERNMEMT
wOULD ALSC EE LIMITEL THE CHIKESE DRAFT ALPEADY INCLUDED MANY




UETAILS AS IT wAS. THE IMp ‘T POINT WAS THAT CHINA HAD DECIDED
Ui THE PRIKCIPLE THAT THERE w i EE ONE NATION WITH TWO SYSTEMS,
wWHEN THEY WORKED QUT THE S, THEY WOULD CERTAINLY ARIDE BY
THIS PRINCIPLE. HE THEN WEN TC A DIGRESSIOK TO THE EFFECT

ThAT MANY OF THE WORLL'S PROBLEY COULT BE SOLVED EY ADOPTIMC THE
PRINCIPLE OF ONE NATICN TwWO SYSTENS (KOREAS, GEPMANIES, EVEN
ARCENT INA/F ALKLANDS). CHINA'S DISPUTE WITH JAPAN OVEP THE SENKAK!
ISLAKLS COULD BE SOLVED IN A SIMILARLY PRAGMATIC wAY: EYPLOITING
THE RESOURCES TOGETHER AND LEAVING SOVERE IGNTY ASIDE FCR THE NEXT
GENERATICK TO SOLVE.

G. THE SECRETARY OF STATE AGREEL THAT THE PROELEM WAS OKE TC EBE
SETTLEL BETWEEN THE UK AND CHINA AND THEN PRESENTED TC THE wCFPLI
SO THAT ALL COULL HAVE CONF IDENCE IN HONG KONG'S FUTURE. IT WAS
THEREFORE IMPORTANT, AS PREMIER ZHAC HAD SAIL THE PREVIOUS DAY,
THAT THE AGREEMENT AND ANNEXES SHOULD REFLECT THE MANY POINLTE
ACREEL IN THE NEGOTIATIONS. DENC PEPEATEL HIS POINT THAT NOT 7
MUCH DETAIL SHOULD BE INCLUDED. THE SECRETARY CF STATE STRESSE
AGAIL THAT THE DETAILS AGPEED IM THE NEGOTIATIONS SHOULT FE
REFLECTEL IN THE AGREEMENT: OTHERWISE THE WORK DCHE WOULD HAVE FEEN
I VAIhe TENKG ACCEFTED THAT THERE SHOULD BE AL ACSEEMENT DEAL tHC
WiTh PATTERS OF PRINCIPLE AND AL ANNEX IN THE FORM OF AN EXCHAYNGE
OF NOTES WITH THE DETAIL. BUT EXCESSIVE DETAIL WAS NOT GOCL.
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PRE=1997 ARRANGEMENTS

9. THt SECRETARY OF STATE UNDERLINEL THAT WE AND THE HONC KONC
GOVERNMEKT WERE DETERMINEL TO DO ALL WE COULD TO MAINTAIN STATILITY
AhL PROSPERITY BEFORE 1937. WE WOULD NOT PURSUE SHOFT=S IGHTEL
POLICIES ANL WERE DETERI INED TO HANL OVER A GOINC COMCCRN. TLENG
SAILU THAT HE HOPED THERE WOULL BE NO TROUBLE. BUT THE CHINESL HAD
NCTED SOME SIGNALS: JARLIKE'S MOVE, AND INCIDENTS STIRREL UF DY
Tht KMT. WE COULD NOT TAKE IT FOR GRANTED THAT THE NEXT 13 YEARS
WOULD BE PEACEFUL. HE KNOEW THAT SOME PEOPLE FROM TAIWAN HAD PLANS
TC USE TRIADS (SECRET SOCIETIES) Ik HCNC KOMG TO MAKE TROUPLE. KE
ACCEPTEL THAT JARLINE'S MOVE HAL NOT BEEN ENCOURAGED EBY HMG, BUT

IT SHOWEL THAT SOME BUSINESSMEMN WERE PLAYINC A DAMAGING ROLE,
LISTURBAKCES ON THE MOMEY MARKETS SHOWED THE SANE THING. HE HAD
EEEN TOLL THAT THERE WERE SOME PEOPLE WHC WERE TRYING TO LEAVE

HCNG KONG N A NESS FOR THE FUTURE SAR GOVERNMENT.

10%  DENG CONTINUED THAT THE CHINESE HAD KD INFORMATION AEOUT
MGNETARY POLICIES IN HK, AND VERY LITTLE AROUT LAND LEASES. |IT
MIGHT EE THAT WHEN THE SAR TOOK OVER THERE WOULTD BE NO LAMD LEFT TN
LEASE. HK GOVERNMENT EXPENDITURE MIGHT INCREASE GREATLY AND LEAVE
A HEAVY BURDEN FOR THE PECPLE OF HONG KONG AFTER 1997. THESE THINGS
COULL BE CONTROLLEDN, BUT IT WAS POSSIELE THAT BIG CHANGES MIGHT
OCCUR: E.G. THE WHOLESALE FLIGHT OF CAPITAL FROM HK. HE HAD SAID
TO THE PRIME MINISTER THAT IN THE CASE OF DISTUREANCES IN HONG

KONG HE WOULL BE FORCED TO RECOKSIDER THE TIMING OF

CHINA'S TAKEOVEE OF THE TERRITORY. THE SECRETARY OF STATE HAT
EXFLAINED THE BRITISH POSITI0K, HE BELIEVED THAT NEITHEP THE
ERITISH NOR CHINESE GOVERNMEKTS WOULD DO ANYTHING TO DISTURZ THE
SITUATION, BUT IT WAS IMPOSSIPELE TO PREDICT WHAT MICHT HAPPEN It
THC TRANSITIOKAL PERICD, HMG AND THE HKGC SHOULD TAKE PREVENTIVE

HEASURES,

¢ TO FEACTICAL ARRANGCFMFLTS FNR THFE TEAMSITIONM.




HEASURES.

11. DENG THEN MOVED ON TO PRACTICAL ARRANGCEMENTS FOR THE TPM:S.!DP'.
AN ENTIRELY NEw GOVERNMENT IN 1997 wOULD PRODUCE CONFUSION. FUTURE
LEACERS wOULD NOT BE SENT FROM PEKING. THEY WOULD BE CHOSEN FROM
AMONG HONG KCNG PEOPLE. THEY SHOULD KNOW ABOUT MANAGEMENT AND
ACMINISTRATION AND SHOULD THEREFORE BE TRAINED EEFOREHAND. THEY
SHOULD BE YOUNG, BUT NOT TOO YOUNG. THIS WAS A PRACTICAL

QUESTION, IT WAS THEREFORE VITALLY IMPORTANT TO SET UP A JOINT

GROUP TO INCREASE CHINA'S KNOWLEDGE AND CREATE COMDITIONS FOR THE
HANLOVER. THE AGREEMENT SHOULD CONTAIN A REFERENCE TO SETTING UP

THE JOINT GROUP., IN THE REAMINING 13 YEARS (A SHOPT TIME), HONG

KOG PEOPLE SHOULL PARTICIPATE IMN THE ADMINISTRATION. THE BRITICH
ANL CHINESE SIDES SHOULD CONSULT TOGETHER ON CHOOSING CANDIDATES

TO BE FUTURE OFFICIALS. THE CNLY CRITERION WOULL EE THAT THEY

SHOULL BE PATRICTS, l.E. STAND FOR CHINA'S RESUMPTION OF
SOVEREIGNTY. IT WOULD NOT MATTEF WHETHER THEY EBELIEVED IN CAPITALIS,
SOCIALISM OF COMMUNISM, NOR WOULD IT MATTER WHAT PASSPOPT THEY
CARPIELR OR WHETHER THEY WEPE BRITISH, AUSTRALIAN OP AMERICAN.

12. THE SECEETARY OF STATE RESPONDEL THAT THERE WERE CLEARLY .

A NUMZER OF THINGS TO BE DISCUSSEL BEFORE “4997. HE AGREED THAT WE
SHOULD EXPLOFE HOw TO DO SO ALONG THE LINES DEMG HAD SUGGESTED
(1.E. A ROTATING GROUP). DENG APPEARED TO TAKE THIS AS ACCEPTIMC
H1S SUGGESTION FOR A JOINT GROUP AND AGREELC. THE SECPETARY OF STATE
WENT ON TC STFESS THAT A HIGH DEGREE OF AUTONCMY AND CONTINUITY
WOULL CREATE CCNFIDENCE IK HONG KONC. HE PICKED UP DENG'S POINT
AECUT PREVENTIVE MEASURES WHICH WOULD COMMANT CONF IDENCE. WE WOULD
LO ALL IN OUR POWER TO HANLC OVET A PECSPEROQUS HONG KOKG 1M

WORKING ORDER. THE CHINESE SHOULD GIVE ASSURANCES THAT THE SYSTE™

wOULL CONTINULC,

STATIONING OF FORCES

13« Ik ThE CLOSING MINUTES DENC SAID THAT IN 1937 CHINA WOULD SEND
h SMALL ARMEL FORCE TO HONC KCNG, ITS MATURE wOULD PE THE SA™E AS
THAT OF THE PRESENT BRITISH GARRISON, EXPENSES WOULD 2E BORNE TY
THE CENTRAL GOVERNMEKT. ITS PRESENCE VOULD BE A SYMEQL CF

SOVERE IGNTY AKL A FACTOR FOR STAEILITY. HE TRIEL TO CHCKE OFF ANY
DISCUSSION. BUT THE SECRETARY OF STATE SAID THAT HE WISHED TC MAKE
OUR POSITION CLEAR, WE ACCEPTED THAT WHEN CHINA RESUMED

SOVERE IGNTY SHE WOULD HAVE THE RIGHT AND OBLIGATION TO DEFEND

HONG KONG. BUT DENG'S REMARKS WERE DISTURBING, CHINESE TRGOPS
STATIOKED IK HONG KONG COULD WELL HAVE AN ADVERSE EFFECT OM
CONFIDENCE, INTERNAL SECURITY COULL BE SECURED BY AN INTERNAL
SECURITY FORCE. IT WOULD HELP IF CHINA COULD BE PRUDENT AND
CIRCUMSPECT AND VOLUNTARILY REFRAIN FROM STATIONING FORCES. DENG SAID
THAT THERE WAS NOT TIME TO DISCUSS THIS. IT SHOULD BE LEFT TO THE
NEGOT IATORS.

14, THE SECRETARY OF STATE HAD A FEV WORDS WITH ZHOU NAN ON THE
WAY TO THE AIRPORT IN WHICH, INTER ALIA, HE CLARIFIED OUP
POCITION ON DENG'S PROPOSAL ABOUT A JOINT GROUP., SEE MIFT.

YOULE




