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To: Edwin Harper 

From: David Laux 

Subject: Briefing Materials for Hong Kong 

Attached are t he fol l owi ng items which might make good 

airplane reading enroute to Hong Kong : 

1. Bi ographic information on the new Governor, Sir Edward Youde; 

2 . A Sta te beiefing paper on Hong Kong; 

3. State Background Notes on Hong Kong; 

4. Wall Street Journal article on the Future of HK 
by ~rank Ching, their Beijing correspondent ; 

5 . Far Eastern Economic Review Article on HK (March 1982); 

6. CITIBINK Letter on HK (April 1981); 

7. Pertinent pages on Hist ory of HK f r om book Hong Kong 1982; 

8. S~eries of interviews with prominent Hong Kong persoanli ties, 
- f rom Kaleidoscope , Sept . 1980 . Some of t hese are 
people you will want to mee t . 

Hope this is helpful. Have a good t rip. 



U.S. IN THE WORLD ECONOMY 

REMARKS TO THE AMERICAN CHAMBER OF COMMERCE IN HONG KONG 

SEPTEMBER 20, 1982 

Let me begin by saying that it is a 

cl-1 
to be he e in 

Hong Kong, the scene of my favorite Amer can television serieE:Qi "The 

Freedan to Choose." As some of you Friedman, the 

American Nobel Prize winning econanist wrote a book, The Freedom to 

Choose, which was converted into a ten-part television series in the 

United States. One of the programs was ·done here in Hong Kong which 

Dr. Friedman refers to as the "best example" of a contemporary 

society that relies primarily on a market economy and a limited 

government which he sees as by far the most efficient way of 

producing the greatest econanic good for the average individual. 

I am sincerely grateful that there is a Hong Kong which can serve as 

an example to both the East and the West of the tremendous value r ,.~ we should place on a market oriented economy. 

( 
The topic I've been invited to comment on today is the "Role of the 

U.S. in the World Economy." That role depends on two things the 

strength of the U.S. econany and the relative strength of the world 

economy. 
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My basic thes sis that the U.S. economy over the 

developed some fundamental structural weaknesses which are in 

process of being repaired and that the world economy is showing 

these same ses, but is further away fran recovery. The net 

result of this is the U.S. will play a more important role in the 

world economy during the next few years then it has during the last 

few years. ~~-·,., 

. l'S~~•~"' r° ~ / i' / ;A 
~-@ election ~~; is upon us i ~ United States / Election 

~__,// rhetoric is probably the same around/ he world. The li, ht it sheds 

is inversely proportional to the hef t it generates. A/ theme popular 

in sorn·e quarters in the U.S. is tWat the President's Economic 

Recovery Program is the cause of land not the cure for / the economic 

weaknesses of the United States in the last few years. 

IT) One does not have to step back very far to see the fundament 

of that theme. Step bac·k to 1980, another election 

American people brought Ronald Reagan to the Presidency 

because he offered hope. The hope that there was an economic policy 

which could tame inflation and stimulate real economic growth. 

. ~ 
\~{ What are the facts? Why did the ~ ident call his e conomic program 

~lr •an economic recovery program"? i::~s take q look at three periods 

/ _ _; -----1:'h~;~l ati; ~ years of 1955 through 1968 
'------·v .., ) 

~c.~:' / ~ the years 1969 through 1978 
, ,,} - ,,,, ...,,, ;.,. V -- and finally the last few years, 1979 through 1981. 

,JJW 



In that first period we find that inflation was only 2.4%. It 

virtually tripled during the '70's to 6.3% and during the last 

period of 1979 throug~~ ~l,_ it ~ :_.;,,, 

3 

..., .......... ~1---~-----~-'--•~r.,-•_.... 
~ _,,,..,..-~ 

r The prime interest rates in the United States showed the same sort .... ___ .,... 

of pattern going from 3.9% to 6.9% to 12.7%. Likewise we see a 

deterioration with respect to the rate of unemployment rising from 

5% to 6% to almost 7%. / 

~ d 
1,.,__, :::r•.;J./. 

suggest a fundamental structural shift 

economy which over the long term was unsustainable 
t 

because of the / tremendous pressures that high rates of inflation and 

interest put on the economy but also unsustainable because we find 

that the real growth in our GNP went down from 3.7% to 3.1% to less 

than 1%. 

Well <wTiat was the situation on j.nauguration day, 1981. There we 
'- --

found inflation at 12.4%. The prime intere?t rate at 21.5%, the 

real GNP virtually dormant at 0.4% and the unemployment rate at 

7.5%. 

Meanwhile, we found federal spending increasing during fiscal '80 at 

an annual rate . of some 17% a year which means that virtually by the 

end of the President's first term, the federal budget would have 

doubled. 



/ 
l 

Well what was the 

was to cut taxes 

was to cut 

to reduce the 

. i 
1\1;5 ~ 

4 

( )-
Program ?7 Numbe~,~ 

of growth in federal spend1 g. 

o stimulate savings and in estment. Number two ; i .. 
rt--

Number three (was 

ulatory burden which years of public 

------( 1 /', was to promote a stable moderate growth in the money supply, 

L/ ~ EJ ~ .__ h . ( l "{ f 1 . h d rJ What are t e interim resu ts. In ation as pe 

~J 6% during the last ~ w months. The prime rate as dropped from the 

'j~~ · agurua 1 n da levl l of 21.5% to 13.5%. And .__ 

' , ~ traditionally l 1agging indicator of economic recovery remains 

½ / too high at 9d8 % @)-~~vel at which it's been for the last several 

J
V. months. //;i\ 1; 

~ ~ /\ 
.- ) 

✓----- 1'· ( t:. .· I"\ 
On the fedey ~'i spending frof\t, we re rt some progress. That 

17% rate o f increase has beJ n cut if l President's '83 budget is 

I \ 
accepted Ito less than 5% and indeed, h the last 18 months, we have 

uncovered and saved the American taxJ~yers_ some 10 billion dollars 

in the President's campaign against fraud, waste, and mismanagement 

in government. 

The short-term economic outlook in 

paradoxes. One economist/humorist 

filled with 

O>Ll/}t I I 
tlunited States is (e they all) friend of mine 

has suggested that the bad news is the good news and that the good 

news is the bad news. 

·J./ul 

1 
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Actually there is some logic to his poin First of all the bad 

- we expect the recovery t be slower than the 

average historic pattern since World War II is the good news because 

this slow recovery should make for steadier, s r~er real growth. 

,I !L ~ l ', 

/ ~ e~,"'~ -( 
And the good news is the bad ne/si )'ly means 

interest rates are much lower/4s~i because of 

that t-be good news~) 

the bad~ be -

~. softer than expected at this point in the recovery. ~, t~ / ) 
The longer term outlook for the fundamentals l~f the Amer/an econcmy 

- - ~~~e excellent. The productivity of the Amer~can workerfwhich still 

' outStrips that of major industrialized natio~ should o~:t:- - -,j/.n~ 

0 better. It should get better because of fundamen~demographic 

~ ~r work force will be a little bit o k but still in the 

\) ___ _ --p-r~ working years, they will have more 

~ thE0job experience. We anticipate our 

ormal education and more 

net national savings will 

be increasing significantly. Clearly, our tax laws have been 

reformed to improve the tax climate in . the_-United States. The 

consensus among econanic forecasters is that interest rates will 

J continue to trend lower. All of this means that there will be more 

c - --~~nvestment per worker and that Is a major contributing factor 

" to improvelproductivity. Overall, I believe that our real GNP in 

the United States will be above the lii:ili_ed S~ 

levels during the mid-'80s. --1~c;--
historic trend 

While the United States is indeed that world's largest free market 

~ilthin itself, we are significantly concerned about international 

trade. 

-- ..J ... -4-

It does constitute some 10 percent of our gross national ___ '7o 
ftA.._ ----" 
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Thus, trade policy 

Recovery program. 
' -:t:7 

deregulatory thrust 

{i) A~ ,f ~ ''JI· ,.,u.t. t.A
-t..-~ .. t~Lv 
-VJTI?. .,....,~ r . 6 

J-o S L.,.., / ~ 

is a key eleme9( of tne President's EJ~anic 

. j 4' Jd 1 · fl . The Presidents tra e po icy re ects its 
; " ; 

danes t ical,iy: the less unnecessary regulation 

of trade we ~., \ 

i 
have the better@ we all are. 

~-•"'- \4 

Part of the problem in international trade is finding a level 

playing field so that the classic economic benefits of comparative 

advantage can be realized and the producers in each country feel 

that they are play~n<;j by the same rules~ (:) ~ \ , ,< A 

Wt ,,. "'-- to 4\Jr. oi ...... ,~~ ,~ti ~~ .... ll'J ,~~,<' t f ? 
\~ ' .,,.-,, ,,l't C,11"'1'' I 5 

l1..-\ 

~•~, started for this level playing field. Se nd, ~~ t 
~~t;..J) each of the many teams simultaneously playing the game feel that 

~ they are been disadvantaged by the bad econanic weather and are thus 

r struggling to gain some compensatory change in the rules as the c~ in ~ ress. ,:· 
t•-'--, ~ LM-,J I J. ""1 .~ - 5 ,.,.__,,, .. -'if _. .1;\ 

. -r__ ,,,--·· / / I 

Despite t e evotion o t e A inistratiqn .to t _ e concepts o ree . h d . f h dm . . . //,,,, b / t f 
trade, the forces of protectionism ar1 { t wor/ ~n the United States 

and they consider their work a holy j ause. /2n the Congress you'll 

find that the only Reagan veto ov1 riden by the Congress was the 

protectionist manufacturers clau~ requiring that certain types of 

books be manufactured in the unf: ed States and that foreign printers 

might not manufacture such book for distribution in the United 

States. Also we've seen a strong sentiment in favor of bilateral 

rec-~;; :~-~-~) sector by sector. And finally, the biggest battle 

~ 1( 
c~tE rently raging is over what's called local content. Here we find 

l WL ~1-t ~ ~ .. ~ 
(usorJ,) 
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. h, 
\ {\ 

b the United Auto orkers buying full page advertisements in the 

Washington news apers urging members of Congress to enact 

legislation wh~);ll require that any 

autos in th United States have 

firm importing more than 

at least 90% of the content 

of that auto manufactured by American labor. 

~ + I C,cVCY) / 7 /_ 1-- ~ (:,£: 
Meanwhile, the~e a numb£r of law;lready on the ~oks with a 

protectionist ab tha many Americrn canpanies feel @)necessity 

-~·· -tney ~ use. For e ple, one company is sue ing to deny 
r / vecn;; ... v-S 

investment tax credit to numerical!\ controlled machining }"its ' 

imported form Japan on the basis of • American f / rms have \-L-lv..-
\ ,-- I 

also complained that European and Japa~ese steel com nies de 1 ·J. 
51J._ b t,, , "?-~ 

A C}- dumping their steel in U.S. markets which 

f ) --------------

quirea a ration 
( ___ .....b-y-~t1ie•-ixe cut i ve branc~ finding the fact stabli.shment of 

I 
sanctions. We've also been engaged in actions of an American 

I 
I . 

subsidiary of a West German firm sueing to prevent a anadian firm 

and a French firm frQn selling railroad cars at interest 

to the City of New York under Section 301 of the 1974 Trade Act. 

And finally, we have firms invoking what is called S~23z 

regarding requirements of the National Securit~kpiles that 

American firms to builcl our stockpile trategic materials. 

/ 
/{/. 

The vigor of the battle between prot,e'ctionism and free trade in the 

I 
United States reflects the weakne/ ses of the world economic 

picture. During the 1960's and ~?O's, the industrialized countries 

g.5.i7w at a rate of 5.1% and 3.3% respectively. But since, 1980, the y 



• 

have grown at less then 1.4%. For the dev loping 

8 j\ 

nati~th 

~~ I during the 1960's and '?O's exceeded 5.6% but for 

~•"t off to 2. 2%. l -: 
l~J· - ~-..I - ~ll -1-

1982~ it dropped 

oon' t these numbers suggest a pattern similar to that of the United 

States. 

The root of 

same as the 

inflation. 

~~~ 

the ~in the 

weakness; we find in 

world 

§) 
~ 

economy [ fundamentally @) the 

the U.S. domestic economy -

~ Inf la.tion breeds the notion that the value of c 

~}c.} spiraling upwards. This also tends to breed t e 

L__---~ to the commodities that the real value 

mmoditi~i;~~:: 

notion ~ those 

the commodities 
- ai..o~ 

must be going up because the commodity is growing carer and 
~ 

cannot be subs ti tu tea. I '1. S~.cu-i La.Jl f 1,e. n o'i11 e,r1 en 

Oil is a ~~ample of this~- .. There is a finite supply 

~lut we are finding more of it and we are finding subst~tutes 

for it. One of which is conservation. • / y / "b~(\) 

~c decisions around the world ere made base~tin an oil price 

I 
of 35 to 50 dollars a barrel a · inflatioo,. bloated commodity 

A . / 
I 

prices. '-J And, too often, ation has been regarded as the cure 
I 

rather than the disease. result is thd t the international 
I 

econan ic system is very troubled. The problems are most visible in 

~~~ international lending area. Among the Communist Eastern Block 
I 

countries in Europe, we already find Poland @ default oweing at 



/ 

least 26 billion dollars 

to reschedule it larger 

L 
s,-fk"" . ~ -y ;:,..,-9":,).\~. 

O-- s ~ - <.) 

to Weste ries. Romania has needed 

debts al other Eas ern .Block countries 
I 

cred ·{ s have also become uspect as the economies have 

failed to match the erfonna7ce of more m rket oriented econanies. ~t 

t~ However, the problem i Lati-\i l\merica is also significant as is f 

evidenced by Mexico's de . l l ation and reschedule/GO ---------~ - 1 billion dollars l=1ebt owed o Western Meanwhile, Argentina is 

still suffering the economi , conseq ences of the Falkland Island War 

and an inflation rate of soo\ . Th s indeed puts serious strains on 

the international lending~ hich J'as endured a series of major 

shocks. A calm, rational discipline /approach to the international x 
~@ lending situation will succeed. Clearly commerical bankers need to 

l ___ _.....car~ e ~ t worthiness and needs of their clients 

-- and help them work there wayi ut of their problems. Governments 

need to focus less on today's popular political demand and more on 

· u\ what will heal the economic dislocation they may be facing. Bank 
,J.11 

\ ~"f' regulators need to avoid overreacting. Finally a word should be 

v-J"'- said about the international monetary fund . and its role in 

1 l ndepend1.ng the international system. The policies of the IMF and 

the World Bank during the late 1970's raised fundamental questions 

among industrialized countries. In many cases, IMF policies seemed 

more de s i g n e d to curr y p oli tical f a vor with some countries by \ 

financing deficits rather than helping to de~ign and discipliny ,1 
/ 

t9no~(1 ieve 

~ can do the 

programs to reduce deficits to sustainable levels. 

that we can again have confidence in the IMF and tha 

job. 
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All of these problems in the 

on U.S. commercial banks who 

J-o ( ()JJfi'(>-

in te rna ti onC lending@ put a strain 
-----

are of course ba~ the world 

economy as well as to the U.S. domestic economy. But our U.S. banks 

have weathered the shocks of the highest levels of commercial 

bankruptcies since the 1930's and a large number of financial 

failures including the Penn Square Bank situation. The U.S. Federal 

Reserve system has been strong, quick and effective in dealing with 

domestic and international lending problems. I'm confident that it 

will continue to function in this manner, but more importantly, I 

think there is more worla'wide confidence that the U.S. Federal 
\...., 

Reserve system has the will and the ability to do so. 

Where does this leave the U.S. role in the world economy. 

I 
rT) The U.S. continues to be a strong force in thew 

, 

2) ! 
! 

I 

,economy. It still is responsible for producing over 
' / / 
/ 20% of the world's gross domestic pro~t. 

The U.S. is emerging fran the worlefwide recession 

\ 
c, \_,/ a little earlier than others. The inflation fever 

!\. (.,\--L /~ run its course in the United States. 

--------~/3-} The U.S. is playing a key role in supporting other 
/ \ 

econanies of the world through our banking system and 
i 

' ' \J /ahsea trading partner. 

U.S. will be a decisive 
. . 

,,;1 
~/ 

leader in sye ing the world 
/ ~~"' 

~\tµY \) 

economy through its present difficul ies. Our hope is 

that our actions will always concert with our 

allies and trading partners, but even where they may 

not be, our respect for other countries manifests itself 

not only in the fair exchange of goods and s e rvices but 

in the e xchange of ideas. 



MEMORANDUM FOR: Edwin Harper 

From: David Laux 

Subject: Classified Briefing material for Hong Kong Trip 

I know that you said you didn't want classified material 
to take with you to Hong Kong, but I think the following few 
classified items are worth your reading before you go:' 

A. A recent c~ CIA article (25 August) which is the 
best overall summary of the likely future prospects for Hong 
I;ong. 

B. Three cables, the first summartzing Secretary of 
the Navy Lehman's talks with the Governor, Sir Edward Youde, 
on August 14. Youde was not fm very forthcoming. The other 
two outline probable British and Chinese positions for 
negotiar.ions on HK 1 s future. 

XD 
Hope thi ~ is helpful. 

--~ DECLASSIFIED 

~ .u.l-1-~'' 
BY____._NARA DATE / ~ l 1 
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S COMMENTS ON RECOVERING SOVEREIGNTY 

I. (CONFIDENTIAL - ENTIRE TEXT ) 

2. A TAPE OF ZHAO ZIYANG ' S RE"SPONSE TO A REPORTER ' S 
QUESTION ON THE FUTURE OF HONG KONG HAS THE PREMIER 
SAYING ""CERTAINLY CHINA WILL TA KE BACK IT~ 
SOVEREIGNTY OVER HONG KONG ~HUOUAN WENTI ZHONGGUO 
DANGRAN SHI YAO SHOUHUI DE) I THIN K HONG VONG 
SHOULD NOT WORRY ABOUT ITS FUTURE .. , THE REPORTER 
THEN AS KED WHY, AND ZHAO ACTUALLY REPLIE D: "" V.' HV SHOULD 
THE Y WORRY? IF CHINA RECOVERS ITS SOVEREIGNT Y, THEN 
SHE WILL TA KE A SERIES OF POLICIES AND MEASURES TO 
GUARANTEE HONG KONG ' S PROSPERITY AND STABILITY . .. 

REMAR KS ARE NOW ON PUBLIC RECORD . 
4. HONG KONG'S PRC-CONTROLLED XIN WAN BAO HAS HE AD-
L IN ZHAO ST ATE ME NT AS "~T~H~E;._.:,F.,;I~R~,..-.~~~~~~~~" 

-;.,~~~~,S.~~'!"l',l~-ioi~~,.;;;~""'""""'...,.~~"""'~~~~~~~~~~V~E R 
G 

MENT 
WH ICH THE A 
REACTION TO ZHAO' S REMARKS. HOWEVER , THIS DROP IS NOT 
YET OF SIGNIFICANT SIZ E. 
U£VfN 
BT 
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INFO AMEMBASSY BEIJING IMMEDIATE 2366 
Al1EMBASSY LONDON IMMEDIATE 419 7 
AMCOWSUL GUANGZHOU IMMEDIATE 251 8 
AMCOII SU L SHANG HAI I MMEO I A TE 182 7 

-' 0 II f I O E II T I ~ L HONG KONG l 5589 

E. 0. 12356: OECL : OADR 
TAGS: PINT, CH, HK, UK 
SUB JE CT: HONG KONG EXPECTATiONS FPB THA TCHER ViS IT TOO 
HIGH ' -
1. (C · ENTIRE TE XTl 

2. SE VERAL LOCAL Bll§INF§§MFN HAVE TOLD CONGENOH 
THAT THEY B.EL IEVE HONG KONG 'S STOCK MARKET AN D OTHER 
LJ NAUC I AL BARQMFTFRS OF CO!j[ID ENCE IN THE I SL ANO ' s 
'il8HI' IIY ¥111 TAKE A SHARP PPHNTURN IF THE Q.NLY 
AUTC OME OF HRS . THATCHER 'S Y1§IT To BEl,ING 1s A 
GENERAL STATEME NT ABOUT INJTI ATING CON SUL TATIONS 
011 HOtlG KONG ' S FUIURE. THE SOURCE S, BOTH CHINESE 
AND WE STERN, STATED THAT EXPECTATIONS HERE ARE 
STILL HIGH, DESPITE A SPATE OF RECENT PRESS STORIES 
WHICH ARGUE TH AT NOTH I NG MORE COULD OR SHOULD BE 
EXP ECTED THIS EARLY IN THE GAME. THERE UAS GENERAL 
AGREEMEN T THAT THIS OOUNSUING WOULD NOT 
BE PERMANENT; BUT, VIRTUALLY ALL PREDICTED THAT THE 
RECOVERY WOUL D BE SLOWER THAN THE ONE WHICH TOOK · 
PLACE ABOUT A MONTH AGO WHEN PRESS SPECULATI ON 
FUELED CONCERNS AND THE ST OCK MARKET TOOK A 
NOSEDIVE OVERNIGHT . 

3. SEPARA TELY, A RESPECTED UESTERN JOURNAL 1ST UITH 
EXCELLENT LOCAL ANO REGIONAL CONTACTS CLAIMS THAT 
THE BRITI SH ALSO HAVE HIGHER S. HE 
DIS MI THE STANDARD BRITISH COMMENT HERE THAf A 
GENERAL STAT EMENT TO SET UP CON SUL TATIONS UAS A 
11A XI MUl1 EXPECTATION AT THIS POINT. HE 
CI TEO AN I NF OR MEO SOURCE , IN WHOM HE HAS VERY HIGH 
CONFIDENCE , AS samitmI PH THmMFR 11 11 I ASK THF 
CHJNE§f EAR e STAIFMFNI UHIGH U!l l 811 PH THF BRIJ !SH 
19 GET AROUND THF ffFGIII SIION§ WHICH SET 1997 AS THE 
Jf6MIU6JIPH DATE FOR BRITI SH RULE. IN OTHFR WOR DS, 
ACCORD I NG TO TH Is SOURCE, TH£ BR I II SH Vlbl BF I 0911 I NG 
TO GET A CHINfSF GPnnlJMENT THAT NON -PRC RULE CllN 
PERSIST AilER 1997 BULI OT NEC ESSARILY A SPECiFLC 

CI S ON ON HOW TOTAL O INISTRAT ION WOU O BE H ED . 
COMMENT : WHILE UE HAVE CONF IDENCE IN HE JOURNALIST 
ANO HIS ACCURATE REPORT ING OF THE INFOR MATI ON, WE -

coNMYlil91'f TE XT 
BT 
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PRESEJIVATION cotJ 

· lii~ Declar:es I 
Intent_ !?t Regain ;
~ong Kong 

By Michael Weisskopf 
, Wjl8hluglOn PosiForelgn Service 

·PEKING, Sept. 23--C~ openly~ 
deeJared its · inf.ent today to .regain 1 
control over the capitalist enclave of] 

. ·Hong Kong, lost to ~tain in a se.1 
rial of humiliating tnilitary defeats! 
dating back to the .19th century. : 

.Premier Zhao Zivang, -spemng toj · 
reporters befc;>re 'his first round of 
~ on the issue with visiting Brit•t 
ish . · Prime Minist.ei · Margaretr 
Thatcher, said, "Of course, China\ · 
m.tlSt recover sovereign~ over what; 
oow is an English oolony. i 

.. :zbao moved tt> soften the impli-: 
cations of a Communist takeover by: 
~ that China · would 4dopt; 
•~ measures" t.o guarantee the! 
well being of the world'.s third~larg-! 

· est bankiqg cent.er and Asia's main: 
trading outpoo. : 

!q don't think Hong Kong needs: 
to ':be ooncemed about the future," ··· 
said Zhao. . • 

A British official declined to oom-l 
ment directly on Zhao's statement, l • 
saying, -We are anxious, as we be--1: 
lieve tllEI Chinese are, t.o maintain 
the JJl.Oiperity and stability of Hon/ 
Kong." : 
: Although .. Peking privately bas I 
'made plain its plans t.o reoover Hong! 
Koog after Britain's 99-year lease on; 
the colony expires in 1997, Zhao is i 
the first Communist leader to state i " 
the decision publicly. · · i 

J)espite his assurances, Hong: 
See HONG ONG, M4, Col.1 

... 
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•oNG KONG, From Al 
Kong'• future clearly ia the focal, 

_,, ~ Thatclier's three-day visit as
I well as an ieeue of near oi-ioo for 
I the 6,2 million reeidenta, business 

• I m-flld investon of the tiny, oom-
1 1 IDel'm! center off China's IOUll,east: 

I em comer. 
I l½n8 Kong has had a bad C8l!ll of 
I the f!len, eince the Communist gov-

1 enuiint began expressing ita deaigns• 
in private ,diacuosione eix months 

l•ag~ local currency has ,lumped, 
l land values have dropped about a 
• tblrlf."'ltock market pricea have tum
I bW& more than 20 percent and 1n-
1 ~ have begun l8llding their I c:ajlllalabroed. I • lllildon, accustomed by now to 

t$t&ing prizes of. the faded British 
, ~. is believed willing to lower 
: ~-on Jaclc•over Hong Kong as 
: all it maintains the legal right to 
I · e the territory without overt 
I Cllilli.e.interferena,. ' 
' 'l'llatcher's visit is jUBt the opening 

I oh&t\lf lengthy negotiations to find a 
f"".!!nl• that ,Ja~fies Peking's desire 
lo~ eowreignty and provide& l ~ the legal guarantee it wants 

• to ~ue operating the area. ~ 
! ~ indicated Peking'• willing-

. I no!ii to compromise. Among ideas 

I Miteli are an extended transition 
perioll unper British control or a 

! dulll;lovernonhip. "The question of 
ameleignty does not neceaearily have 

I' W,~ Hong Kong's pl'OBperity,• 

i ~e're talking," aaid a British of. 
I fic!lill ' after Thatcher's 2½-hour 
I ~ng at the Great Hall of the 
I p '"!'bat', the point." 
I point bot1i sides acknowledge 
! is dial, China has more to looe Crom a 
I brelikdown oC coofidence in Hong 
; · Kong ·and its currency than London. 

• ol Peking's toil . · 

PRl:SERVATIO COP 

nen, the eolony provides ~ with Chineee territory a national imper- p)ana to reeetabliah at 1-t 
S8 billion annually, or 40 percent of alive. ~Nignty aoer the colony after lhe 
ita convertible foreign exchange A clat111e of China'a new draft con- __ British lease expires in 15 ye&D

eaminp. Britain tatu. away $100 etitution provides the legal -■ for while leaving existing political 
million yearly. reincorporating lcet Chinese territo- economic:8)'1tems unchanged to pre 

China owns more than $2 billion ries now functioning under cepitalist vent a flight of .capitol and popula-
in Hong Kong property and benefits BYBtema, 111ch 88 Hong Kong, Taiwan lion. 
Crom the colony's hlgh level of tech- and the Portuguese colony of Macao. Hong Kong was lost to Greet Brit-
nical and commercial ~ 88 Once reclaimed, these 8Nl88 """1<1 ain in three aspar$ percelt, atarting 
well 88 ita international contacts. . become "9pecial administrative · in 1842 with a treaty ending wbat 

"Cbinelle leaders don't want to be :aonee," with tbe right to operate waa known 81 the opium war. When 
remembered 81 the ones who pve Wider different laws than the reat of the then-ruling Qing empire tried to 
away a piece of Chinese territory to the .country-basicslly meaning 88 IIIPPre91 British lrade in ..-wn. the 
•Britieh imperialism, but they alao nonoommuniat BYBtema. Royal Navy llllpOIUled with deva-
don't want lo he the guys who killed In July, a top Chinese leader atating victories at sea. The island of 
the gooee that lays the 'golden egg,' • called on "compatriots" in Hong Hone Kong , was lleded lo Britain 
aaid a West European diplomaL Kong, Macao and Taiwan to study permanently/ 

Neverthelees, Peking's aged lead- the proposal 88 a p0881'ble aolution to Eipteen years later, Britain 
n-many of whom lived through "help. bring 4lbout an early reunifi- flJund another pretext for battle and 
China's agonizing yeam of dismem- cation of. the Chinese 118tion," netted ai bouty the IOUthern portion 
berment at the hands of foreign col- Shortly thereafter, Hong Koog rJ the Kowloon Peninsula ICl'OB8 the 
oniaen-o>naider reclaiming all 1oet newsptpen began ~rting Chineee bay from Hong Knng Ia1and. This 

too - granted in perpetuity. 
Finally, the Brilish forced the 

Qing court in 1898 to leaae for 99 
years the 3'10-equare-mile ~ 
known 88 the New Territories that 
link Hong Kong to the Chinese 
mainlahd. The territories, compris
ing 90 percent of the entire Hong 
Kong area, technically 1119 the only 
portion due. to revert to Cbinelle mn
lrol in 1997. Although the illand and 
10Uthern end of Kowloon - hand
ed over on an indefinite baais, the 
distinction blura in reality bectuae 
they could riot survive without the 
territories to the north. 

Even ao, the Cornmuniet pern
ment oonaiden none of the veaties 
signed by the laat imperial gow,m-
mant to he binding. · 
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- . . . . . . Alloj:lated Pr ... ' 
British Prime Minute!,' Margaret Thatcher ,1hares a toast1 with Chinese Premier Zhao Zlyap,r at a s,AWlmirur hanooet in P..ldn•-
~ ' 1 • o:fi f :F 7r l 
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by the 15-year-itch 

Bdward NeiJan, who joined The 

::~:!ta°io!!i;!t ::~o!~7::~,fy NEWS ANAD'SIS 
revisited Ho,q Kon, where he was . =! ;::,;_on:ifn corre.1pondent/or :~ c!ie:~ues, $7 billion a year, from 

By Edward Neilan ~==li~~=:= 
_ __,.,. ___ ,..... __ ,... ______ and for the United States in the con-

HONG KONG - The countdown to text of relations with China. 

!:~~s!;~v!1:!:Ct~~~1:; wt!.~~~~~~ 
· .,~-: -~ - Q 

0 ... ............... 
HONG 
KONG 

FU111R£ 
UNCERIJUN China is now openly discussed in N~bonal Constttuti,~n Revm'?n ~~'!"

fo r um• where it previously was rru.ttee, called on compatnots lD 
mentioned only in whispers. ~wan, H_ona:Kone:and.Macaotocon• 

Auurances &iven by Chinese Pre- sider th~ f';'tures _in term, of the '----------------=========1 
mierZhaoZlyanginPekinatovisitina oew~tunon, wbich~':Mid~uld _....,___,. --

~~i~e:=:r:!~~~~~r!:~J ~:r:nre:~ to the administration of 

::::M:.~ 1:i~;:iro;~~\Y ~ to~e~-:r ~ie;?s~i~~p=: 
gether convincing Macao 10 an adnurustranve contex1. 

In 15 years, fro~ June 301 1982, the The su11estion is tfl:at each ~d be 
lease coverins much of the British an autonomous temtory or China, at 

:~rn~~~~ and the land reverts l~~c:,rdl~i: =•Ji_~•J~(or 

B:{~r t!eti':f:~~t :e~t~;;~nt!; ~~:1e ~:•o=~~ 

:fo~:!=~~~n~n~r°!. -;;,J~! :;d~~,,:~~ H:nV::'rfi;.1t~}d;! 
the appendace rrom the ma.inland p~vincial commmee in ne11~bonn1 
known •• Kowloon up to Boundary Ouna. The Portusuese fta& mu over 

:~~~~:~:!:!re;!~ ~~=:~ ~!='•control and 

tors and their dollars to Hon1 Kona 

The Portuguese once tried to give scarcely bode well.for the vitality of 
Macao back to China , but Peking Hona Kong. 
declined; OUna needs Macao forpoliti- ~iwan's future is yet another ques
cal card-playing and for gatherina of tion and one which draws the United 
foreign exchange. States into the picture even more 

In 1979, China's Deng Xiaopina stronaly. Peking quite obviously i• 
auured then•Hona Kona Governor aeeklnatoconstructsomeprecedenta 
Sir Murray Mac.Le.hose that China in the Macao and Hon1 Kona altua
would " see.k appropriate measures tiont which will be applicable in.prcs
to ma.intaln Hona JCona'utablllty and surlng Taiwan into some sort or 
proaperity and enable it to continue accommodation. 
ae:rvina: its purpose after 1997." Olina'a Nine-Point Policy for Peace,. -

A Macaoization or Hong Kong 11 ful Reunification with ~ iwan was I 
not inevitable, but China'• demon- enunciated last September. The 
atratedannih.l.latloooftheworkethic Republic of China aovenunent on 
and incentives on the mainland could Taiwan atronaly rejects Pekina' s 

e1chyear, i1Ju1tlnsidethe"perman- r---------------------, 
ently British" Hong Kona line.. 

overtures, which atate that 'Iaiwan 
could become a special adminUltra
tlve region, enjoyina a hiah dearee 
of autonomy. 'Illiwan'1 socioeconomic 
sy1tem would be unchan1ed and 
untouched under Pekin&'• plan, 
accord.in& to Xlnhua, the official Chi
nese news aaency. 

The rut ot the colony - the built 
or the400-square-mile land area- i1 
covered by the 99-year leue 1ianed 
with Imperial China in 1898. 

The prospect of Hona: Kon1 losing 
most of Its territory hH implication.a 
for local buaine,1 and bankin.1, loca1 
resident• holdin& morq:aa;es - the 
aovernment recently had to step in to 
1uarantee 15-year mortaaaes ln 
Kowklon because of the narrowed time 
frame - and for the quality of life 
and wortt and entrepreneurial style 
and spirit which have become trade
ma.rkl of Hona: Kana. 

Described by Lord Palmerston ua 
"barren ialand" When it WU finttaken 
over by Britain., Hona JCona: has been 
transformed into a mtjor man~ 
Ina and financla.l center, a showpiece 
ol Laiue:z-faire capitalism.. 

Amonc ita many industrialachi~ 
men ta, Hona Kon& la the world'• Iara
est aarment center. Iu bank.Ina 
interesa: spread throu,&bout the world. 

With low taxation and little govern
ment interference, Jt ba1 attracted 
an army of forel&n businessmen. For, 
elp investments, led by American 
and Japenese busineumen, are uti-

~ ~~:~e 11 dominated China welcomes Brimb premier 
by such well-established conalomer
ates as Jardine Matheson and Hona 
Kon.a Land, both British owned. 

Most bu.lbleumen emphaaiu that 
Hona Kon1 la of areat economic 
importance to Pekin1. China, for 

British Prime Minister Margaret Thatcher drinb a lout with Chinese 
Pn1mier Zhao Zlyong at• ...-nlng banquet In Pelting. In Hong Kong. 
~ were ~ watching Thateher"S visit, during which She will =-lhe future of Britain's richest crown colony with top Chinese 

example, eam.s40percentof lta for- L._ __________________ ___J 

But would Pekina:'• tamperina leave 
delicate economic machinery 
unchanged? 

Auurances from China about the 
ruture of Hong Kona need to be more 
rirm in order to maintain confidence 
and the Importance of the colony asa 
business and banklna center and to 
maintaln ita unique quality of life, 
accordina to both international busi
nessmen and local relidentL 

For lta part, the Hon& Kona: govern
ment 11 proceed.in a with a S10 billion 
U.S. development scheme for the New 
'n:rritories - the 1prawloflandnorth 
of Kowloon covered by the 99-ye.ar 
leue- u if nothlna at all were aoin1 
to happen in 1997. 

John Ooo, director of New1urito
ries development, a id, "Seven new 
towna will be developed with linkl to 
the Kowloon-Can too Railway.' He said 
that when the lease expires there will 
be 3.3 mUlion people - three times 
the present population - livina in 
the New 'n:rritoriu' new towns. 

ln other words, the British adminis
tration will be preparina a sophisti
cated lnfrauructure of housing , 
electrification, ro1d improvemenu, 
aewqeand Industrial waste treatment 
and railway llnes that miahtbetumed 
over to Ollnete administration in 1997. 
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' 3. CHINA-HONG KONG: THE THATCHER VISIT 

The Chinese tecognize that Hong Kong's continued ptospetity 
is vital to theit ambitious modernization plans and to their 
effotts to regain Taiwan. In theit meetings with Thatcher, they 
are seeking a formula to assure Chinese sovereignty without 
distupting the colony's economic status. We expect the talks 
to produce a joint agreement to set up a commission which will 
seek to resolve this difficult matter. 

* • 
Previous unease about Hong Kong's future has not had a 

lasting effect on its economy. But starting nextyeat, standard 
15-yeat investment dec i sions and leases will extend beyond 1997-
when Britain's 99-year lease of the island colony expires. 
Unless China can devise a political solution that will accommo
date Bong Kong's free market economy, economic instability is 
likely. The anticipation that current talks will lead to · 
restoration of Chinese sovereignty caused the Hong Kong stock 
market to drop 20 points yestetday . . 

I~ an ~ffor~ to stave bff any flight of capital and ·manager
ial expertise, Zhao has ~epeatedly affi~med China's intention to 
preserve Hong Kong's prosperity and stability. 1ndeed, Bong ·Kong 
accounts fot mote then 30 petcent of China's total fo~eign 
exchange earnings. In addition, China conducts unofficial trade 
thtough Hong Kong with Taiwan and South K.otea--eontacts which 
would otherwise be difficult to maintain. · 

The Chinese have characterized the talks on Hong Kong as 
•useful• and "friendly• and have suggested that ptogtess on the 
colony's status can be expected before Thatcher leaves. In his 
speech welcoming Mrs. Thatcher, Zhao noted ·that the problems 
history bas left would not be difficult to solve ·as long as they 
were approached from a "long tetrn strategic perspective.• 

For now, Beijing suggests that China's constitutional pto
vision for ·•special administtati ve zones" provides a framework 
into which Hong Kong, and eventually Taiwan, can be fitted without 
abandoning their non-socialist economic and political structures. 
Fat its part, Hong Kong wotties whethet Communist officials 
could evet accommodate a capitalist system. 
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INFORMATION 

MEMORANDUM FOR ROBERT C. MCFARLANE 
1/-1~ 

FROM: DAVID N. LAUXr-1"'" 

7126 

SUBJECT: Status Report on the British-Chinese 
Agreement on Hong Kong 

The British and Chinese intend to make public on September 
25 or 26 the Agreement on the future of Hong Kong. The 
British have made a copy of the text available to our State 
Department over the weekend and State will provide us a copy 
today. The initial State reaction to the Agreement is that 
it is a pretty good one, and that the British did a reason
ably good job of negotiating it. 

The British have asked the U.S. Government to make a state
ment commenting on the Agreement in a way which will be 
helpful in maintaining American investor confidence in Hong 
Kong. State concocted a statement which, unfortunately, 
before it was coordinated with us, was given informally to 
the British and also to our Embassy in Beijing and the 
Consulate in Hong Kong. However, State has accepted our 
edits -- which were mainly designed to prevent the comment 
from being too effusive -- and the revised statement is 
being cabled to London, Beijing and Hong Kong today. 

The whole package is being delivered to Secretary Shultz 
today. After his approval, the U.S. statement is scheduled 
to be made in Shultz's name by the State public affairs 
spokesman at their noon briefing on Wednesday, September 26, 
1984. 

Attached is a copy of the final 
( ( 

Gaston Sigur concurs. 

statement / 
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STATEMENT ON THE UK-PRC 
AGREEMENT ON THE FUTURE OF HONG KONG 

The U.S. Government welcomes the successful conclusion 
of two years of negotiations between the United Kingdom and 
the People's Republic of China over the future of Hong Kong. 

The U.S. has a strong interest in the continued stabil
ity and prosperity of Hong Kong and believes the agreement 
will provide a solid foundation for Hong Kong's enduring 
future progress. In this regard, we have noted statements 
by both sides indicating that Hong Kong's way of life will 
be guaranteed for fifty years from 1997 and that systems 
existing in Hong Kong will continue in the Special Adminis
trative Region. 

We expect the American business .communities, both in 
the United States and Hong Kong, will see in this agreement 
good reason for sustained confidence in the future of Hong 
Kong as an attractive and thriving commercial center. 

The U.S. will provide any assistance it can, in close 
cooperation with the United Kingdom and the People's Repub
lic of China, to maintain Hong Kong's appropriate participa
tion in international bodies. 
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