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SUBJ: PRIME MINISTER THATCHER IN CHINA: BRITISH EMBASSY 
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L COIIFIDENTIAL - ENTIRE TEXT. 

2. SUMMARY : 

1 E BR I TISH IN BE 1J ING BEL I EVE THAT AGRE[MEN TO NEGOTIATE / / B(' j ( 
1 f FUTURE OF HONG KONG MAKES THE VISIT OF MRS .. THATCHER '</f1 
TO CHINA A SUC CESS . DISCUSSIONS ON HONG KONG BET\/EEN ' 

MRS . THATCHER AND DENG XI AOPING AN O PREMIER ZHAO Zl • ANG 
JERE TOUGH. THE BRITISH EXPECT THAT THE NEGOTIAT I ONS 

\/Ill BE VERY OIFFICUL T. ON OTHER ISSUES, MRS . THATCHER 
PSSURED THE CHINESE OF TH E FUNDAMENTAL STABIL I TY OF THE 

IIES1E RN ALLIANCE. ZHAO COi/FiRMED THE VIS IT OF A SOVI ET 

VI CE MI NISTER OF FOREIGN AFFAIRS BUT SAID HE EXPECTED 
LITTL E TO COME OUT OF THE VISl1 . ZHAO SAID THE SIN O
AMER ICAN JOINT COMMUNIQUE HA! SMO OT HED OVER RELATIOttS 
FOIi THE PRESENT. MRS. THATCHER REAFF I RMED BRITISH 
\Ill\ INGNESS TO SELL MILITARY EQUIPMENT TO CH INA BUT NO 
DEALS \/ERE STRUCK DURING HER STAY. ENO SUMMARY. 

3. BR ITISH EMBASSY ON SE PTEMBER 2& BRIEFED EMBOFF ON TH E 
VIS I T OF PRIME MIN I ST ER THATCHER TO CH INA AS FOLLOIIS: 
-- HONG KONG : NATURE Of THE TALKS: ~ EXPECTED THE ISSUE 
OF HONG KONG DOMINATED THE SECOND ROUND OF TALKS 111TH 

•PREMI ER ZHAO ZI YAIJG AS Qflt AS IN~ MEE I ING wl IA DENG 

'.l!ePEING THERE WAS "TOUGH TALKING ON BOTH SI DES ". _!i.U.l!!!R 
SIDE GAVE AN INCH. MRS. THATCHER SPELL ED OUT BRiTA IN' S 
RESOLVE TO ADHERE TO THE RELEVANT TREATI ES; DENG AN D ZHAO 
STRESSED CHINA'S INTENTION TO REGAIN SOVER EIGNTY OVER 
HOIIG KONG. 
-- ONG KONG: THE AGREEMENT: TOUGH TALkS ASIDE, THE 
BR IT ISH GOT \/HAT THE Y HOPED FOR; AN AGREEMENT 111TH THE 
CHINESE TO DISCUSS HONG KONG'S FUTURE. HAO MRS. THATCHER 
LEFT CHINA 1/ ITHOUT SU CH AN AGREEMENT, THE EFFECT ON HONG 
KONG IIOUL D HAVE BEEN DISASTR OUS. 
-- HONG KONG : MODALITIE S OF THE TALKS: THE MOOALITIES 

OF THE TALKS REMAIN TO BE WORKED OUT. AS YET THE BRITISH 
DO NOT KNOW \/HEN DISCUSSIONS \/Ill TAKE PLACE , \/HERE THEY · 

\/ILL OCCUR , OR \/H AT \/Ill BE DISCUSSED. THE BRITISH 
PREFER LOIi PROFILE NE GOTIATIONS THROUGH DIPLOMATI C 

CHANNELS . THE BR ITISH MUST MAINTAIN A DELICATE BALANCE: 

THEY DO NOT \/ANT TO BUILD UP EXCESSIVE EXPECTATIONS THA T 
(HE 1/ IDELY-PUBLICIZED TRAVEL OF A SPECIAL ENVOY MIGHT 

RAISE , YEl THEY DO NOT \/ANT TO DEFLATE EXPECTATI ONS IN A

IIAY THAT,_\IOULD SER:OUSLY· AFFECT HONG KONG'.S ECONOMIC 

VI AB IL I TY . 
-- HOIIG_ ~ONG: PROSPECTS FO~ "THE TA LK S _INOrDRNl : MRS. 

· THATCH£R SLIPPED \/HEN SHE I01P THE PRESS THAT JHE 
11'ouL D PROBABLY TAKE A F El," MONTHS 
TOUGH , ORAIIN-OUT VERv° rfETAILED 

EAT LEAST \/ILL REQUIRE THE ASSISTANCE OF LEGAL 
~ D eo11s1 I IOI I ONAL EXPERTS. THE BRITISH \/Ill TRY TO 
801(0 ON THE COHRON COMMITMENT OF BOTH COUNTRIES TO HONG 
KONG S PROSPERITY. THEY \/Ill ATTEMPT TO CONVlliCE THE 

CHINESE THAT HONG KONG ' S PROSPERITY IS TOT ALL ' DEPENDENT 

ON BR I TISH ADMINISTRATI ON, THAT CHINE SE EI ERCIS E OF 
SOVEREIGNTY OVER HONG KONG 1/0ULO TURN THE I SLAND INT O A 

" DESERT ". THE BR ITISH ASSUME THAT THE TOUGH CHINESE 
STAN D I S A BLUFF,_ JUST AS THE CHINESE PRESUMABLY BELIEVE 

THAT I PE BRITISH POSIT I ON IS AN OPEN ING GAMBIT. THE 

BR I TISH, IN ANY CASE , HOPE TO PROFIT FROM THE AMER ICAN 
r~XP ER I ENCE IN RECENT NEGOTIATIONS OVER ARMS SAL ES TO 

TAIi/AU. THEY PLAN TO HEIi A TOUGH LINE. TALKS OVER HONG 
IOIIG \/ILL BE EVEN MORE DIFFICULT THAN THOSE OVER TAIi/AN 
IF ONL Y BE CAUSE BRI TAIN HAS RESPONSIBIL 1TY FOR HONG KONG 

1\/HI LE THE U. S. HAS NO FORMAL OBLIGATIONS 10 TAIi/AN. 

4. THE BR I TISH EMBOFF SAID THE L IO \/ILL BE KEPT I.l.liUT 
ON THE TALKS ONCE TH EY START. AS PR I ME MIUI STER THATCH ER 

SAib AT HER BE IJING PRESSCOlffERENCE , CONF I DENCE REQU I RES 

CONFIDENTIALITY. THE CHINESE TWICE STdrs , ED OVER THIS 

REQUIREMENT DURING MRS. THATCHER'S VISIT, OUR UK SOUR CE 

CLAIMED MRS. THATCHER \/AS "LI VID " WHEN SHE HEARD ABOUT 
ZHAO ' S Re°MARK ON THE SOV ERE IGNT Y QUESTION HONG KONG 15686\ 

BT 
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0 REPO~T{i(~ ~RS. THATCHER REGARDED THE ZHAO STATEMENT 
AS A BREACH OF CONFIDENCE. IN ADDITION, THE BRITISH DID 

' "or AUTHORIZE THE NCNA RELEASE OF JOINT STATEMENT ONE 

ANO A HALF HOURS BEFORE THE THATCHER PRESS CONFERENCE NOR/; 
\/ERE TH EY PLEQSED THAT THE CHINESE UNILATERALLY TACKED ON 
Tf!! CASI srnrrntE. "THE CHINESE GOVERIJMENT'S POSIT I ON ON 
-HE :OVEREIGNTY OVEP THE \/HOLE REGION OF HONG KONG IS 
UNEQUI VOCAL ANO KN OIIN TO ALL " (ENO NOFORN). 

5. SIU0-$0YIEI REI AIION$: ZHAO CONFIRMED THAT A SOVIET 
VI CE MI NISTER OF FOREI GN AFFAIRS (PRESUMA BL Y ILICHEV! 

YJtt COME 10 6t1J ING Ill OC TQB£R . HE DI D NOT SAY IIHETHER 
THE VI CE MINISTE, 1/0ULO COME AS AN OFFICIA OR UNOFF I CI AL 
GUEST. !NOT E: TH 

SOVIETS IN BE IJING ARE NOii SAYING 

i HAT HE \/ILL CCME AS A GUEST OF THE SOVIET AMBASSADOR. 
ENO NOTE ) . ZHAO EXPRESSED CHINA'S DES I RE TO NORMALIZ E 
RELATIONS 11 1TH THE SOVIET UNION BUT SAID THAT NO 

SIGNIFICANT PROGRESS CAN BE MADE UNTIL THE SOVIETS, \/HOS E 
AGGRESSIVE AMB I TIONS ARE THE GREATEST THREAT TO 1/0RLO 
PEACE , RENOUNCE THE IR Al MS . ZHAO VENTURED THE "PERSONAL 

OPl"ION " THAT THE TALKS IIOULO GO t/0 \IHERE. THE CH I NESE, 
HE RE I TE RATE D 

1/AIIT DEEDS, NOT ~OROS . 

b. WESTERN ALLIANCE: MRS . THATCHER ASSURED ZHAO OF THE 
FUNDAMENT AL STABI LITY OF THE 1/ESTERN ALLIANCE. SHE 

CUATIOtl EO ZHAO NOT TO ASSUME THAT THE ALLIANCE I S 
CRUMBLI NG BECAUSE OF THE SQU ABBLE OVER TH E PI PEL I NE ISSUE. 

7. KAMPUCHEA: BOTH SIDES REVIEWED IIELL-Kt/01/N POSITIONS. 
ZHAO SAID CHINA 1/0ULD BE HAPPY 111TH A GENUINELY IIEUTRAL 
KAMPUCHEA 1/HICH IN DUE COURSE COULD JOIN THE ASEAN FAMILY 
OF NAT I OHS. 

8. SINO-INOIAN RELATIONS WERE 
NOT DISCUSSED ANO SINO-JAPANESE RELAT I ONS \/ERE TOUCHED 
UPON ONLY BRIEFLY . 

9. BR I TISH MILITARY SALES TO CHINA: PRIME MINISTER 
THATCHER REAFFIRMED BR I TAIN 'S WILLINGNESS TO SELL MILITARY 
EQUIPMENT IO C.IIU,A. Ir.HE CHINESE DID NOT BRING UP THE 

/7 
6 

SU BJECT OF COCOM REGULATIONS. l SHE.. HOPED IO CL I NCH 

TH,LPEAL TliRE FIT LUDA-CLASS Sltill, ESTl_t!ATFD IO BE WORTH 

~BOUT 100 MILL ION POUNDS BUT NO FINAL AGREEMENT \/AS 
REACHED. THE T\10 SIDES AR E STILL HAGGLING OV~R PRICE; ~ 

ALL OTHER ASPECTS OF THE DEAL ARE SET. THE TRAD~ · 

PORTION OF l'HE TALKS \/ILL BE REPORTED SEPTEL. HUMME.L 

~T 
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-€0HPI8BU'fIAb 
September 28, 1982 

NIGHT NOTE 

UK-China Discussions on the Future of Hong Kong 

According to UK officials in Beijing, discussions on the 
future of Hong Kong between British Prime Minister Thatcher and 
Chinese Premier Zhao Ziyang and Deng Xiaoping were wtough.w 
Mrs. Thatcher spelled out Britain's resolve to adhere to the 
relevant treaties; Deng and Zhao stressed China's intention to 
regain sovereignty over Hong Kong. Neither side wgave an inch.w 
Nevertheless, the British did obtain their immediate goal: a 
joint statement committing the Chinese to discuss the future of 
Hong Kong in detail with the UK and emphasizing China's 
interest in continued prosperity and stability for the colony. 

Details on how the future talks will be conducted have yet 
to be worked out. The negotiations will not be easy and could 
continue for some time. A major task for the British is to 
educate the Chinese leadership about the delicate nature of 
investor confidence in Hong Kong and to convince them of what 
must be done to maintain that confidence. Once begun, the 
British hope to keep the negotiations highly confidential. 

China has a strong interest in maintaining stability in 
Hong Kong, since the territory is exceptionally important to 
China for financial and other economic reasons. It will be a 
major test of Chinese flexibility (and perhaps British 
ingenuity) to see if an outcome can be achieved which ·respects 
Chinese principles on sovereignty but makes possible a 
continuation of Hong Kong's prosperity under British 
administration. 

Jt,,pil 
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9/28/82 x21322 W3320C 

o/(. 
Clearances:EUR/NE:SGeiss 

EA/C :WFRope
01
L' 

EA:TPShoesmit 
EA:JHHoldridge 

1 DECLASSIFIED 

NLRR M1.cv, • 9:Z.:Z/ t-z.. 
BY k;.t\k NARA DATE ltt/U/ l'L 



I. L "' .. .. • 

Rf CALt ED 
-6BNF I BENT I AL 

NATIONAL SECURITY COUNCIL 
MESSAGE CENTER 

PAGE 01 
E08547 

BE I JING 3311 
RECALLE D 

DI STR I BUT I ON: RCAL -01 /081 AO 
1/HSR COMMENT: POS NOTE 

I/HTS ASSIGNED DISTR IBUTION: 
SIT: PUBS VP SIT EOB 

EOB : 

OP I MMED 

STU1310 
DE RUMJPG 13311/01 2711081 

INF O CHINA POSTS COLLECTIVE 
AMEMBASSY BONN 0634 
AMEMBASSY LONDON 1380 
ZEN/ AMC ON SUL GUANGZHOU 

ZEN/AMCONSUL SH ANG HA I 

DTG:2889S4Z SEP 82 PSN : 058536 

TOR: 271/1032Z CSN:HCE778 

8 8 II F I IE II T I 2 l SECTIOll 01 OF 02 BEIJING 13311 

NOFORII 

E. 0. 12356: DECL: OADR 

TAGS : MASS, PEPR, CH, UK 
SUBJ: PRIME MINISTER THATCHER IN CHINA: BRITISH EMB ASSY 
READOUT 

I. CONFIDENT IAL - ENTIRE TE XT. 

2. SUMMAR Y: 

THE BRITISH IN BEIJING BELIEVE TH AT AGREEMENT TO NEGOTIATE 
THE FUTURE OF HONG KONG MAKES THE VI SIT OF MR S • . THATCHER 

TO CHINA A succn: OISCUSSIOIIS ON HQN.G KON G BETI/Ef t' 

MRS. THATCHER AHO DENG XI AOPING AIID PRFHlfB 7HAO WAI!~ 
I/ERE TOUG~ . THE BRITI SH EXPECT THAT THE NEGOTIATIOIIS 

I/Ill BE J!J! DIFFICULT. ON OTHER ISSUES, MRS. THATCHER 
ASSURE D THE CHINESE OF THE FUNDAMENTAL STABILITY OF THE 
1/ESTERN ALLIANCE. ZHAO CONF I RMED THE VISIT OF A SOVIET 
VICE MINISTER OF FOREIGN AFFA I RS BUT SAID HE EXPECTED 

LITTLE TO COM£ OUT OF THE VISIT. ZH AO SAI D THE SI NO 
AME RI CAN JOINT COMMUNIQUE HAS SMOOTHED OVER RELATIONS 
FOR THE PRESENT. MRS. THATCHER REAFF I RMEO BRIT I SH 

1/ILLINGNESS TO SELL MILITARY EQUIPMENT TO CHINA BUT NO 
DEALS I/ERE STRUCK OUR ING HER STAY . END SUMMAR Y. 

3. BRITISH EMBASSY ON SEPTE MBER 28 BRIEFED EMBOFF ON THE 
VISIT OF PRIME IIINISTER THATCHER TO CHINA AS FOLLOI/S: 

-- HONG KONG: NATURE OF THE TALKS: AS EXPECTED, THE I SSUE 
OF HONG KONG DOMINATED THE SECOND ROUND OF TALKS 111T H 

PREMIER ZHAO ZIYANG AS I/ELL AS THE MEETING 111TH DEIIG 
XIAOPING. THERE I/AS " TOU TALKING ON BOTH SIDES". NEITHER 

s10E gm e" 1NcH. MR BRITA1 •s 

!!.~Pl YE IP 9PHEBf TD THE BEi EVANT JR[AJ tES · DENG ANA ZHAO 
STRESSED CHjNA' S INTENJION TO REGAIN SOVEREIGNTY OVE R 
~ G KONG. 
-- ONG KONd: THE AGREEMENT: TOUGH TALKS ASIDE , THE 

BRI TISH GOT I/HAT THEY HOPED FOR ; AN AGREEMENT WljH JHE II 
CHINESE TO DISCUSS HONG KONG ' s FUTURE. HAD MR S THAJ~HER 
LEFT CHINA WITHOUT SUCH AH AGREEMENT , THE EFFECT ON HONG 
KONG 1/0ULO HAVE BEEN DISAST ROUS. 

-- HONG KONG : MODAL ! TIES OF THE TALK S: THf 'l,IIQQl l!l[S 

OF THE TALKS REMAI N IP RE WOBHEQ 941 AS YET THE BRITI SH 

ERE HEY 

I/ii I CUSSED . THE BR IT I SH 
PREFER LOI/ PROFIL E NEGOTIATIONS THROUGH DIPLOMATIC 
CHANNELS. THE BRITI SH MUST MAINTAI N A DELICATE BALANCE : 

THE Y DO NOT I/ANT TO BUILD UP EXCESSIVE EXPECTATI ONS THAT 
THE 1/IDELY-PUBLICIZED TRAVEL OF A SPECIAL ENVOY MIGHT 

RAI SE, YET THEY 00 NOT I/ANT TO DEFLATE EXPECTATI ONS IN A 
1/AY THAT 1/0ULO SERIOUSLY AFFECT HONG KOl4G ' S ECONOMIC 

VIABILIT Y. 
- - HONG KONG: PROSPECTS FOR THE TALKS lNOFORN): MR S. 

THATCHER SLIPPED I/HEN SHE TOLD THE PRESS THAT THE TALKS 

1/0ULD PROBABLY TAKE A FEIi MONTHS. THE BRITISH EXP ECT 

TOUGH, ORAIIN-OUT, VERY DETAILED NEGOTIATIONS, THAT ON 
THEIR SIDE AT LEAST I/ILL REQUIRE THE ASSISTANCE OF LEGAL 

ANO CON STITUTIONAL EXPERTS. THE BRITISH I/ILL TRY TO 

BUILU ON THE COMMON COMMITMENT OF BOTH COUNTRIES TO HONG 

KON G'S PROSPE RITY . THEY I/I LL ATTEMPT TO CONVINCE THE 
CHINESE THAT AMt KONG'S PROSPERITY I S TOTALLY DEPENDENT 

ON BRITISH ADMlNjSTRAT ION, THAT CHINESE EXER C\SE OF 

SOVEREIGN TY PYER HONG KONG WOULD TURN THE ISLAND INTO A 

:,WW:'. THE BRIT I SH ASSUME THAT THE TOUGH CH I NESE 
UMABL y BEL I EVE 

,-IIIAlo,...ii.l:::.I.WiliWAW..1111,,.,..,All,.::.r;,w:.l,ill:,,.:.:l,IM,1&BI T. THE 
BRITISH, IN ANY CASE, HOPE TO PROFIT FRON THE AMERICAN 
EXPER I ENCE IN RE CE NT NEGOTIAT IONS OVER ARMS SALES TO 

TAIi/AN . THEY PLAN TO HEIi A TOUGH LINE. TALKS OVER HONG 

KONG I/ILL BE EVEN MORE DIFFI CULT THAN THOSE OVER TAIi/AN 

IF ONLY BECAUSE BRITAIN HAS RESPONSIBILITY FOR HONG KONG 

I/HILE THE U.S . HAS NO FORMAL OBLIGATIONS TO TAIi/AN . 

4. THE BRITISH EMBOFF SAID THE LIO I/Ill BE KEPT TIGHT 
ON THE TALKS ONCE THEY START. AS PRIME MINISTER TH ATCHER 

SAID AT HER BEIJING PRESS CONFERENCE, CONFI DENCE REQUIRE S 
C.ONF\QEUTjA~I TY. THE CHINESE Tl/ICE STUMBLED OVER THI S 

REQU I REMENT DURING MRS . TH AT CH ER 'S VIS I T, OUR UK SOURCE 

CLAIHfP MRS IMPICHEP WPS "I !YIP" MH[N SHF MFPBP 9eou1 
ZHAO ' S REMA RK ON TH~ SOVER[ I GNTY QUEST I ON (HONG KONG 15686) 
CT 
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TO REPORTER S. MR S. THATCHER RFGARQEQ THE ZHAO STATEMENT 
AS A BREACH OF CONFIDENCE. IN ADDITION, THE BRITISH 010 
NOT AUTHORIZE THE NCNA REL EASE OF JOINT STATEMENT OIIE 
ANO A HA LF HOURS BEFORE THE THATCHER PRESS CONFERENCE, .!2!!., 
I/ERE THE Y PLEASED THAT JUE Gtt I NfSF llt/11 ATERAI LV TACKED ON 
TH[ LAST SENTEijC E. "THE CHINESE GOVERNMENT 'S POSITION ON 
THE SOVEREIGNTY OVER THE I/HOLE RE GION OF HONG KONG IS 
UNEQUIVOCAL ANO KN0\111 10 ALL." (ENO NOFOR W. 

5. SINO-SOVI ET RELATION S: ZHAO CONFIRMED THAT A SOVIET 
VICE MINISTER OF FOREIGN AFFAIRS (PRESUMABLY ILICHE V) 
I/ILL COME TO BEI JING IN OCTOBER . HE 010 NOT SAY 1/HETHE R 
THE VICE MINISTER 1/0ULO COME AS AN OFFICIAL OR UNOFFICIAL 
GU[ ST , INOT(: 1H 

SOVIET S IN BEIJING ARE NOii SAYING 
THAT HE I/Ill COM E AS A GUEST OF THE SOVIET AMBASSADOR . 
ENO NOTE) . ZHAO EXPRE SS ED CHINA' S DE SIRE TO NORMALIZE 
RELATIONS 111 TH SOVI ET UN ION BUT SAID THAT NO 
SIGNIFICANT PR OSE 
AGGRESSIVE AMB 
PE ACE 1 RENOUNCE THEI R A1 MS. ZH AO VENTURED THE "~ l 
OPINIOll" THAT THE TALK S WOULD GO NOi/HERE. THE CHINE SE, 
HE RE I mm□ 

WANT DEED S, NOT I/OR OS. 

6. 1/ESTERN All I AflCE : MR S. THATCHER ASSURED ZHAO OF THE 
FUNDAMENTAL STABILITY OF THE WESTERN ALLIANCE. SHE 
CUATIONEO ZHAO NOT TO AS SUME THAT THE ALLIANCE IS 
CRUMBLING BECAUSE OF THE SQUABBLE OVER THE PIPELINE ISSUE. 

7. KAMPUCHEA: BOTH SIDES REV IEI/EO 1/Ell -KNOIIN POSITIONS. 
ZHAO SAI D CHINA 1/0ULO BE HAPPY 111 TH A GE NUINELY NEUTRAL 
KAMPUCHEA WHICH IN DUE COURSE COULD JOIN THE AS EAN FAMILY 
OF NATIONS. 

8. SINO-INDIAN RELATIONS I/ERE 
NOT DISCUSSED AND SINO-JAPANESE RELATIONS I/ERE TOUCHED 
UPON ONLY BRIEFL Y. 

9. BRITI SH MILITARY SALE S TO CHINA: PRIME MINI STER 
THATCHER REAFFIRMED BRITAIN'S WILLINGNESS TO SE LL MIL IT ARY 
EQUIPMENT TO CHINA. UU[ GN!NES[ 010 NOT BRING UP THE 
SUBJECT OF COC OM REGULATIONS.) SHE HOPED TO CLIN;J! 

THE DEAL TO REFIT LUO - ESTIMATED TO BE IIO RTH 
ABOUT 100 MI LL ION POUi Al AGREEMEN I/AS 

Ell, THE Tl/0 SIDES ARE STILL HAGGLING OVER PRICE ; 
... A .. LL_ O_T.HER ASPECTS OF TH E DEAL ARE SET . THE J!E 

PORTION OF THE TAL KS I/ILL BE REPORTED SEPTEL. HUMMEL 
BT 

GBNFIBEHTIAL 
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PYM: HONG KONG 

2 su,1MAP Y. '.)URI NG ..;:s SEPTE'1BER 23 3RE 4 1 F .:.s- ,._ ~Tc.. 

THE SECRETAR Y. UK FOREIGN SECRETARY P YM SAID THE UK 
WOULD LIKE TO REACH AGREEMENT WITH THE PRC ON TH E 
FUTURE OF HONG KONG I TH E NEAR FUTURE . IF POSSIBL E . 
THE CHINESE H4D CLE ARL Y T~OUGrlT A GRE AT DEAL AB OUT THE 
FUTURE OF TH E COLON Y AND SEEMED -o AT- ACr, FIRST 
PRIORITY TO SO VEREIG~T Y RATHER TrA -lONG KONG S 
CO NTINU ED PROSPERIT Y. pvM AS KED T-lE S ECRETARY T O 
CONSIDER STOPPING IN HONG KONG E NROUTE TO BEIJING 
SHOULD HE VISIT CHINA. E~□ S~ MMARY. 

3. SECRETARY SHULTZ NOTED THAT PRIME MIN ISTER 
TH ATCH ER HAS BEEN IN CHINA AN D SAID HE WOU LD BE 
INTERESTED I ~ CHINESE ATTITUDES TO~AR □ S THE FUTURE OF 
HONG KONG. IN ~ -l AT orRECTION DOES HONG KONG APPEA R TO 
BE GOING AND TO NHAT E XT EN T MIGH T THE PRC BE THIN KING 
OF IT AS A MODEL OF WHAT MIG HT BE CRE ATED IN CrlINA 
ITSELF? 

4 . PYM OBSERVED THAT THE CHINESE HA VE ADE CLEAR THEY 
WISH TO SEE SOVEREIGNT Y RETURN . THERE IS NO WAY T O 
PREVENT THE RET URN OF THE NEW TERR ITORIES TO CHINA 
WHEN THE LEASE EXPIRES IN 1997 , AND THE NEW 
TERRITORIES REPRESENT 92 PERCENT OF THE WHOLE . THE 
QUESTION IS , PYM ADDED, WH ETHER SOVEREIGNTY CAN BE 
RETURNED TO THE CHINESE AND AT THE SAME TIME A WAY ? 
FOUND TO PERMIT HONG KONG TO CONTINUE WITH A BROADL Y 
BRITISH-BASED AD MINIS TRATION THAT WOULD ASSURE / 
CONTINUED PROSPERITY FOR THE COLONY. PYM SAID HE 
WOULD NOT KN OW THE CHINESE POSITION IN DETAIL UNTIL HE 
NE XT SEE S THE PRIME MINISTER. SHE HAD COME AWAY FROM 
HER MEETINGS WITH PRC OFFICIALS WITH AN AGREEMENT ON 
ST ARTING A PROCESS LE ADI NG TO A MAN AGEMEN T CONTRACT. 
IDEALLY , THE UK SHOULD COME QUIC KLY TO A DEAL. P YM 
SAID !HAT HE DID NOT KNOW WHETHER ANYTHING COULD BE 
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DONE WITHIN A YEAR , BUT IT WAS CLEAR T.HAT T~E .CHI NESE 
HAVE THOUGHT A GRE~T DEAL AB OUT THE FUTUR E OF HONG 

. KON G. 

6. THE SECRETARY CO MMENTED THAT A FLOURiSHING HONG· 
~ ONG DOES A GREAT DEAL OF GOOD FOR CHINA . · HE.SAW NO 
WAY TO MAINTAIN HONG KON G' S ROLE VIS A VIS THE PRC 
UN(ESS THE UK CAN CONTINUE TO ~LAY ITS OWN ROLE _IN TH~ 
COLON Y. HE WONDERED WHETHER ANYONE IN THE PRC REALLY 
UNDERSTOOD THAT OR WHETHER THE Y WOULO COME TO 

- ~NDERSTAND IT BEFORE IT IS TOO LATE . PYM SAID THAT 
THAT QUESTION IS MUCh ON MRS. THATCHER ' S MIND. THE 
OTHER QUES TION Is WH ET HER THE I DE A O'F s ·ovERE I GNTY Is 
MORE IMPORTANT TO THE PR C T~AN AN INTEREST IN HONG 

, KONG' S ECONOMIC ROLE . SPEECHES BY CHINESE LEADERS 
SUGGEST THAT THEY ATTACH FIRST PRIORITY TO THE 
SOVEREIGNT Y QUESTION , EVEN IF DOING SO SHOULD MEAN 
THAT HONG r< ONG WOULD SUFFER. WITH CHINA ' S PRESENT 
LIBERAL POLICY . ONE WOULD ASSUME THAT THE CHINESE 
WOULD WISH TO SEE A CONTINUATION OF THE PROSPERITY OF 
THE COLONY . THIS REMAINS TO BE SEEN HO WEVER . THE 
PERIOD AHEAD WILL BE QUITE DIFFICULT . THE SECRETARY 
SAID HE HOPED THE UK WOULD SUCCEED. 

6. PYM SAID HE HOPED THE SECRET ARY WOULD KEEP IN MIND 
THE POSSIBILITY OF ENTERING THE PRC VIA HONG KONG 
SHOULD HE GO TO CHINA. THE SECRETAR Y SAID HE WOUL D 
INDEED KEEP THE POSSIBILITY IN MIND . THE CHINESE 
AMBASSADOR HAD EXTENDED AN INVITATION FOR A VI SIT . 
THE SECRET ARY NOTED THAT HE HAD TOLD THE AMBASSAD OR ; 
J Oi'<INGLY THAT HE WOULD LI KE TO PAY A VISIT IF HE WERE 
NOT FORCED TO NEGOTIATE A COMMUNIQUE I N ORD ER TO 
RECEI VE 0 ERMISSION TO LEAVE THE PRC . 

~LSO PRESE NT AT -HE MEE T I NG NERE 

WRIGHT , UK PERMREP ThOMPSON , FCO POL I TI CAL DI RECTOR 
BULL ARD , PRIVATE SECRETAR Y FALL. US AM BASSADOR 
r IR KP ATRIC r, UNDERSECRET ARY E AGLEBURGER EUR ASSISTA NT 
SECRET AR Y DESIG NAT E BURT AND EUR NE DEP UT Y D:~~CTOR 
PE NDLETON ~ OTET AKER I. 
SHULTZ 
BT 
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l . (S - ENTIRE TEXT l . 

2 . SUMMARY DUR I NG H I S SEPT E 18 E R 2 8 BR E ;.. I F AST WI TI-< 
THE SECRETARY . UK FOREIGN SECRETARY PYM SAID THE UK 
WOULD LIKE TO RE ACH AGREEMENT WITH THE PRC ON THE 
FUTURE OF HONG KON G IN THE NEAR FUTURE , IF POSSIBLE. 
THE CHINESE HAD CLEARLY Ti-<OUGHT A GREAT DEAL ABOUT THE 
FUTURE OF THE COLONY AND SEEMED TO ATTACH FIRST 
0 RIORITY TO SOVEREIGNTY RATHER THAN 1-iONG KONG " S 
CONTINUED PROSPERITY . FVM ASKED THE SECRETARY TO 
CONSIDER STOPPING IN HONG ~ ONG ENROUTE TO BEIJING 
SHOULD HE VISIT CHINA. END SUM ARY. 

3, SECRETARY SHULTZ NOTED THAT PRIME MINISTER 
THATCHER HAS BEEN IN CHINA AND SAID HE WOULD BE 
INTERESTED IN CHINESE ATTITUDES TO WA RDS THE FUTURE OF 
HONG ~ ONG , IN WHAT DIRECT ION DOES HONG KONG AP PEAR TO 
BE GOING AN D TO WHAT EXTENT MIGHT THE PRC BE THINKING 
OF IT AS A MODEL OF WHAT IGH BE CREATED IN CHINA 
ITSELF? 

4 . PYM OBSERVED THAT THE CHINESE HAVE MADE CLEAR THEY 
WI SH TO SEE SOVEREIGNTY RETURN. THERE IS NO WAY TO 
PREVENT THE RETURN OF THE NEW TERRITORIES TO CHINA 
WHEN THE LE ASE EXPIRES IN 1997 , AND THE NEW 
TERRITORIES REPRESENT 92 PERCENT OF THE WHOLE. THE 
QU E S TI ON IS , P YM ADDED, WHETHER S OVEREIGNTY CAN BE 
RETURNED TO THE CHINESE AND AT THE SAME TIME A WAY 
FOUND TO PERMIT HONG KON G TO CONTINUE WITH A BROADLY 
BRITISH-BASED ADMINISTRATION THAT WOU LD ASSURE 
CONTINUED PROSPERITY FOR THE COLONY. PYM SAID HE 
WOULD NOT KNOW THE CHINESE POSITION IN DETAIL UNTIL HE 
NEXT SEES THE PRIME MINISTER . SHE HAD COME AWAY FROM 
HER MEETINGS WITH PRC OFFICIALS WIT H AN AGREEMENT ON 
STARTING A PROCESS LEADING TO A MANAGEMENT CONTRACT . 
IDEALLY, THE UK SHOULD COME QUICKL Y TO A DEAL. PYM 
SAID THAT HE DID NOT KN OW WHETHER ANYT HING COULD BE 
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DONE WITHIN A YEAR , BUT Ii WAS 't:LEAR THAT THE CHINES E 
HAVE ~HOUGHT A GREAT DEAL AB00T jHE FUTURE OF HONG 
KONG. 

5. THE SECRETARY COMMENTED ~HAT A FLOURt'SHING HONG 
KOr:,JG DOES A GREAT DEAL OF GOOO- FOR CHINA .. HE SAW, NO 
WAY ' TO MAINTAIN HONG 'KONG '· S ROLE VIS A VI.S TH E PRC 
UNLESS THE UK CA,:-J·CONTINUE TO PL-AY ITS OWN ROLE 'IN THE 
COLONY . HE WONDERED WHETHER AN YONE IN THE PRC REA~LY 
UNDE-RSTo'OD THAT OR VI HE TH'E:R THEY WOULD COME TO 
UNDERSTAND IT BEFORE IT IS TOO LATE . PYM SAID rHAT 
TH AT QUESTION IS MUCH ON MRS. THATCHER ' S MI°ND. THE 
OTHER QUESTION IS WHE T HER THE IDEA OF SOVEREIGNTY IS 
MORE I MPORTANT.TO THE PRC THAN AN INTEREST IN HONG 
KONG ' S ECONOMIC ROLE . SPEECHES BY CHINESE LEADERS 
SUGGEST THAT THEY ATT ACH FIRST PRIORIT Y TO THE 
SOVEREIGNTY QUESTIO N. EVEN IF DOI NG SO SHOULD ME AN 
THAT HONG KONG WOULD SUFFER. WITH CHIN A' S PRESENT 
LIBERAL POLIC Y, ONE WOULD ASSUME THAT THE CHINES E 
WOULD WISH TO SEE A CONTINUATION OF THE PROSPERITY OF 
THE COLONY . THIS REM AINS TO BE SEEN. HOWEVER. THE 
PERIOD AHEAD WILL BE QUITE DIFFICULT . THE SECR E TARY 
S AID HE HOPED THE UK WOULD SUCCEED . 

6 . PYM SAID HE HOPED THE SECRETAR Y WOULD KEEP IN MIN D 
THE POSSIBILITY OF ENTERING THE PRC VIA HONG KON G 
SHOULD HE GO TO CHINA . THE SECRETARY S AID HE WOULD 
I NDEED KEEP THE POSSIBILITY IN MIND . THE CHINES E 
AMB ASS ADOR HAD EXTENDED AN INVITATION FOR A VISIT. 
THE SECRETARY NOTED TH AT HE HAD TOLD THE; AMB ASSAD OR 
JOKINGLY TH AT HE WOULD LI KE TO PAY A VISIT IF HE WER E 
NO T FORCED TO NEGO T IATE A COMMU NIQUE IN ORDER TO 
RECEIVE PER MISSION TO LE AVE THE PRC . 

~ LS O PRE SE NT A- T HE MEE T I NG ~ ERE . L~ · AMB ASS ADOR 

WRIGHT , UK PERMREP THOMPSON , FCC POLITICAL DIRECTOR 
BULL ARD , PRIV ATE SECRET ARY F ALL. US AMBASSADOR 
r IR KP ATRIC K. UNDERSECRET AR Y E AGLEB URGER , EUR ASSIST ANT 
SE CR ETA RY DESIGNATE BURT AND EUR / NE DEP UT Y DIRECTOR 
PE NDLETO N (N OTET AKER ) . 
SHULTZ 
BT 
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SUBJECT: CHINESE SECRETARIAT MEMBER REPORTEDLY 
GUIDELINES FOR HONG KONG RECOVERY 

1. CONFIDENTI AL / E XDIS / NOFORN - ENTIRE TEXT. 

SETS 

2 . AU STRALIAN EMBASSY , STRESSING E XT REME SENSITIVIT Y 
OF ITS SOURCE , HAS SH ARED WITH US AN ACCOUNT OF A CHINESE 
cc ~,~uN1s- PART ) SECRETARI,'.T ·~EMBER ' S GUIDELI NE S FOR 
RECO VER Y OF HONG KONG AS DELIVERED TO A MEMBER OF THE 
SECRETARIAT ST AF F . THE AU STRALI AN S INDICATED THAT THE 
SECRETARIAT MEMBER , WHO IS KN OWN TO BE POLITICALLY AND 
PERSON ALL Y CLOSE TO DENG XIAOPING . WA S RESPONSIBLE FOR 
OVE~SEEI NG PREP ARA-ION OF ST AFF P APERS ON THE HONG KONG 
OUEST:ON IN ADVAN CE OF PM -H ATCHER ' S RECENT VISIT . 

3. ACCORDING TO THE AUSTRALIAN S ' INFORMAN T, THE SECRE
TARIAT PREP ARED FOR THE CHI NES E LE ADERSHIP " A POSITION 
P APER INCLUDING THE FOLLO WING POINTS: 
--TH E BRITISH MUST RELIN QUI S H SOVEREIGNTY TO CHINA; 
--CON TROL OVER P OLICE FUNCTIONS IN HONG KONG MUST BE 
TRA~SFERRED TO CH IN A 
--THE C I VILIAN ADMINISTR AT ION OF HONG KONG MUST EVENTU ALLY 
BE ASSUMED BY CHINA . F OR THE PRESENT , HOWEVER, A 
TRANSITION AL ARR AN GEMENT WA S POSSI BLE . THE GO VERNOR 
SHO UL D BE J OINTL Y DECIDED BY CHIN A AND THE UK -- BUT 
HE SHOULD BE "AN ETHNIC CHI NES E WITH BRITISH CITIZENSHIP " 
WHO ENJO YS RESPECT AN D CONFIDENCE IN HONG KONG . IN 
TH IS CONNECTION, THE CHINESE PROPOSED YU E-KONG PAO , 
CHAIRMAN OF THE HONG KONG WORLD WIDE SHIPPING GROUP , 
AS TH E MOST SUIT ABLE CANDIDA TE . 

4 . COMMENT: THE FOREGOING INFORMATION WA S CONVE YED 
ORA LL Y TO THE AU STRALIANS IN A SETTING WHICH DID NOT 
PERMIT PROBING FOR ADDITIONAL DET AILS OR CL AR IFIC AT ION. 
TH E AU STRALI ANS UNDERSTAND THAT THE PAPER NAMED TWO OR 
THREE OTHER PROMINENT HONG KONG BUSINESSMEN AS SUITABLE 
CANDIDATES FOR A TRANSITIONAL GOVERNORSHIP , BUT THEY 
ARE UNABLE TO NAME THEM. WE NOTE THAT DENG XI AOPING 
MET ON SEPTEMBER 24 WITH YU E- KONG PAO -- A GESTURE 
WHICH COMING IN THE MIDST OF THE STATE VISIT B Y PM 
THATCHER MAY HAVE BEEN INTENDED AS A S YMBOLIC BLESSING 
FOR CHIN A' S F AV ORED CANDIDATE TO GOVE RN HONG KONG IN 

69NFIBENTIAL 
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SUBJECT: KISSINGER ANO JI PENGFEI SEPT. 29 TOASTS. 

1. JI PENGFE I TOAST : 
OR. KISSINGER ANO MRS. KISSINGER, 
FR I ENOS ANO COMRADES : 
WE ARE VERY PLEASED TO EXTEND A WARM WELCOME TO 
OR . KISSINGER, MR S. KISSINGER ANO THEIR PARTY FOR COMING 
TO CHINA ON ANOTHER FRIENDLY VISIT. OR . KISSINGER IS AN 
OUTS TANDING AMERICAN DIPLOMAT. JN 1971 , AS ASSISTANT TO 
THE U.S . PRESIDENT FOR NATIONAL SECURITY AFFAIRS, HE 

HINA ANO MADE HARKED CONTRIBUTIONS TO THE OPENING 
OF SINO-U. S. RELATIONS, 1/H ER 
T\/ENTY YEARS. IN 1972 1 HE ACCOMPANIED PRESIDENT NIXON ON 
A VISIT TO CHINA ANO TOOK PART IN THE DRAFTING OF THE 
SHANGHAI COMMUNIQUE . IN FE RjNG UI§ r1rTH 
VISIT TO CH I NA IT WAS AGRE CES 
BETWEEN CHINA ANO THE UNITED STATES, THUS PUSHING SI -U. S. 
RELATIONS FURTHER. IN THE FOLLOWING YEARS, HE CONTINUED 
TO HAKE EFFORTS FOR THE DEVELOPMENT OF SINO-U.S. RELATIONS. 
OR. KISSl~GER IS AN OLD FRIEND I/HOM THE CHINESE PEOPLE 
KNOW WELL. 
OR . KISSI NGER, SINCE YOUR FIRST VISIT TO CHINA, THE WORLD 
HAS UNDERGONE GREAT CHANGES. CHINA AND THE UNITED STATES 
HAVE FORMALLY ESTABLISHED DIPLOMATIC RELATIONS, ANO OUR 
BILATERAL RELATIONS HAVE DEVELOPED IN MANY ASPECTS. AS 
YOU ONCE SAID, "WE ENDED OUR ISOLATION FROM EACH OTHER 
BECAUSE OF OUR PERCEPTIONS OF OUR NATIONAL INTERESTS. " 
FACT S HAVE PROVED THAT THE DEVELOPMENT OF SINO-U.S. RELA
TI ONS NOT ONLY ACCORDS WITH THE INTERESTS OF THE CHINESE 
AN O AMERICAN PEOPLES, BUT IS CONDUCIVE TO PEACE ANO 
STABILITY IN THE ASIAN-PACIFIC REGION ANO THE WORLD AT 
LARGE. TH CHINESE GOVERNMENT ANO PEOPLE HAVE ALWAYS 
ATTACHED IMPORTANCE TO THE DEV OPMENT OF SINO-U.S. 
RELATIONS ANO MADE UNREMf TTING EFF ORTS IPYAS QS IT . ._W... 
LONG AGO, THE CHINESE ANO U. S. GOVERNMENTS ISSUED THE 
JOINT coMMUNidOt, PB icff PRbVTDED FOR THf sg H Y-sm 
RE QUCT I ON OF THE...!!.,.~J ALE Of ARMS TO TAil/All....l.UJl.lJIG TO 
A FINAL RESOLUTION. IT GOES WITHOUT SAYING THAT SINO-U.S . 
RELATIONS CAN CONTINUE TO DEVELOP ONLY IF THE FIVE 

PRINCIPLE S OF MUTUAL RESPECT FOR SOVEREIGNTY ANO TERR I
TOR I Al INTEGRITY, MUTU AL NON-AGGRESSION, NON- INTER FER ENC E 
IN EACH OTHER ' S INTERNAL AFFAIRS , EQUALITY ANO MUTU AL 
BE NEFIT ANO PEACEFUL COEXISTENCE ARE GENUINELY ABIDED BY. 
YO UR CURR ENT YI§ I I IP CH I NA YO UR ELEVENTH IN THE PAST 

,ELE VEN YE ARs 1s TAKING PLACE JusT AFTER THE 2BHH□Rlst4 
PARTY OF CHINA HELO ITS TWELF TH NATIONAL CO ITTl RE SS WHI CH 
LLQF HISTORIC SjGNjF IGQNCE NOii, THE CHINESE PEOPLE ARE 
STRIVING TO CREATE A NEIi SITUATION IN All FIELDS OF 
SOCIALIST MODERNIZATION. I/HEN YOU VISIT VARIOUS PLACE S, 
WE HOPE YOU WILL SEE SOME OF THE CHANGES THAT HAVE TAKEN 
PLA CE IN All FIELDS IN CHINA OVER THE PAST FEIi YEARS . 
WE ARE CONFIDENT THAT \IE Will OVERCOME All THE DIFF ICU LT
IES IN OUR MODERNIZATION ENDEAVOUR AND FINALLY ATTAIN OUR 
GO AL. \IE Al so HOP E THAT UlTH THE REMOVAL Of ONE HI ODE N 
OBSTACLE AFTER ANOTHER. SINO-U.S. RELATIONS I/ILL CONTJNUE 
TO MOVE AHE AD , IN TH IS SPIRIT , I WI SH TO PROPOSE A TOAST . 

TO THE FRIENDSHIP BETWEEN THE CHINESE AND AMERICAN 
PEOPLE S, 
TO THE HEALTH OF DR. KISSINGER AND HRS . KISSINGER, 
TO THE HEAL TH OF AMBASSADOR ANO MRS. HUMMEL, AND 
TO THE HEALTH OF ALL THE FRIENDS ANO COMRADES 
PRESENT HERE! 

2. OR . KISSINGER'S TOAST : 
MR . STATE COUNSELLOR 
FRIENDS 
ON BEHALF OF ALL HY PARTY I MEANT TO EXTEND OUR PROFOUND 
THANKS TO OUR CHINESE HOSTS FOR THE GRACIOUSNESS ANO 
WARMTH WITH WHICH YOU HAVE RECEIVED US . \IE WHO HAVE BEE N 
HERE OFTEN KNOii WE ARE AMONG FRIENDS ; THE NEWCOMERS lllll 
SOON LEARN THAT Cl VII IZE O..B EQPI E HAlff_;rup H0Mi$: .t.l! EIR 
O,:!!! AND CH 1,!!A; WE Al 1/AYS MISS YOU WHEN WE ARE AIIAY ANO 
WE ARE AL 1/AYS HAPPY WHEN WE RETURN 
MY OLD FRIEND JI PENGFEI HAS POINTED OUT THE MAN Y CHANGE S 
THAT HAVE OCCURRED SINCE MY FIRST VISIT . HE IS RIGHT . 
PERSONALITIES HAVE BEEN REPLACED . BUT THE POLICIES HAVE 

ENDURED ; THE FRIENDSHIP HAS DEVELOPED . 
BT 
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THE ' UCCESS IS PARTLY BASED ON SENTIMENTS BUT LARGELY ON 
COMMON INTEREST . WHEN I WAS HERE THE FIRST TI ME PR I ME 
MINISTER ZHOU ENLAI SAID: "OUR WORD COUNTt " ARO TI"' IT 

HAS PROV£D JO BE. THE CHINESE SIDE HAS METICULOUSL Y ittPT 
ITS WORD ON ALL MATTERS LARGE ANO SMALL. 
SO, I LI KE TO BEL I EVE, HAS AMER I CA THROUGH FOUR O I FFERENT 
ADMINISTR. AT IONS OF BOTH PARTIES. THE SHANGHAI COMMUNIQUE / 
-- LN wHosE oaam HG I HA□ m HPl:IPB JP rem mm --
was SCRlfPIII nus,¥ QBSFRHFD so I AH S118[ MIi i TH[ t1QST 
RECENT CDUHUN IOU[, I SAY SO BASED AN GONYEBSATIAMS MII,N,,, 
AYT HIGKESI PFEICIAI§ • 
BEYOND THE IMMEDIATE ISSUES WE SHALL SURELY RESPECT EACH 
OTHER ' S PRINCIPLES ANO SENSITIVITIES; AND AS THE STATE 
COU NS ELLOR HAS POINTED OUT, WE ARE CONSCIOUS OF A 
COMMUNITY OF INTERESTS. 
THE SECURITY, INTEGRITY, AND WELL-BEING OF THE PEOPLE'S 
REPUBLIC OF CHINA ARE VITAL AMERICAN INTERESTS. OUR 
STRENGTH ANO DETERMINATION ARE OF SOME IMPORTANCE TO 
CHINA. NEJTHER COUNTRY IS A CARD THE OTHER CAN Cb AY; 
NOR IS THERE ANY OTHER COUNTRY THAT CAN BE SO USED . WE 
ARE ENGAGED IN A BILATERAL PROCESS, NOT A CARO GAME . 
WMEN I TH IIIK RPGK I Owl¥ NON¥ y I ii I JS TO CH' NP HH0I SI I CtS 
IN HY MINO ARE 
Hf ERANK AND EABSfEING ANAlYSE§ Pf MY 
J12W... IJ!,PU XHESE 9N91X§ES OF VIEW WILL BE RESUNED AT 
THE OLD LEVEL OF CONF IOENCE. WHEN INTERESTS ARE PARALLEL, 
toRcLus 10Ns FoLLow auToAlTi cALLY . wHEN TAcT1cs PRE-
DOMINATE, POLICY SUFFERS. 
A S\NGAPORE FBIE NO OF HINE CLAIMS THAT THERE IS A CHINESE 

\ 

PROVERB \/It I CH SAYS: "\/HEN THERE IS TURMOIL UNDER THE ) 

\

HEAVENS, LITTLE PROBLEMS ARE DEALT WITH AS IF THEY WERE 
BIG PROBLEMS AND BIG PROBLEMS ARE NOT DEALT WITH AT AL L. " 
LET US DEAL WITH THE BIG PROBLEMS OF HOW TO STRENGTHEN 
OUR CONSENSUS APPROACHES IN THE MANY FIELDS OF ECONOMICS 
AND POLITICS WHERE OUR INTERESTS COINCIDE . 
THEREBY CHINA ANO AMERICA WILL CONTRIBUTE to ORDER UNDER 
THE HEAVENS. 
I PROPOSE A TOAST TO THE LASTING FRIENDSHIP BETWEEN THE 
CH I ESE ANO THE AMER I CAN PEOPLES . 

TO BOTH COUNSELLOR JI PENGFE I 
TO PRIME MINISTER ZHAO ZIYANG 

BT 

TO HY OLD FRIEND VICE PREMIER DE NG XIAOPI NG 
ANO TO THE HEALTH OF ALL OUR FRIENDS WH O HAVE 
HONORED US BY COMING HERE . HUMME L 
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SUBJECT : SINO-BRITISH TALKS ON HONG KONG: ROUND ONE 
RH : A) BEil ING 13311, Bl HK 15930, C) HK 15837 

1. (C - ENTIRE TEXTl 

2. SUMMAR Y 

FOR ALL INTENTS AND PURPOSES, THE f I RST ROUND Of S ( NO
BR I T I SH SPARRING ON HONG KONG lf_AS ENDED INCONCLUSIVELY . 
BUT IT I/AS ONE IN IIH I CH THE BRIT I SH ARE PUBL I CL Y 
DISPLAY ING SATISFACTION, THE HONG KONG PEOPLE OI S
AP PO I NTMENJ ANo THE cH I NE sf AN I N§etto mm s I rm:r. 
DI SCUSS IONS 111TH POLAD IN HONG KONG PROVIDE LITTLE 
DIMENSION BEYOND BEIJING'S INITIAL BRIEF FROM 
BRI TI SH EMBOFFS AND IT MAY REQUIRE A RESPITE AND SOME 
LONDON PRODDING BEFORE 1/E DETERMINE THE EXACT SUBSTANCE 
OF THE TALKS. NONETHELESS, PUBLIC BRITISH SATISFACTION 
ON THE OUTCOME IS MARRED BY POINTEDLY SILENT TREATMENT 
FROM BEIJING ANO NOT UNEXPECTED DISQUIET ON THE PART 

OF THE HONG KONG POPULATION. NO QUICK SOLUJION TO THE 
HONG KONG PROBLEM SEEMS LIKELY, TO THE FURTHER 

D 1s11ovANTAGt ot AoNG koNG ' s m m m iiiio Poss 1 BL y 
TO THE LONG - TERM GOALS OF BOTH PROTAGONjSIS . 
END SUMMAR Y 

3 . CONGENOFF S MEET I NG WI TH HONG KONG POL AD (PROTEC T) 

CONF I RMED MRS . THATCHER ' S " CONFIDENCE IN CONFIDENTIALITY " 
AND A TOTAL UNI/ ILL I NG NESS TO GO BEYOND THE PUBL IC 
PARAMETERS OF HER CONVERSATIONS IN BEIJING AND HONG KONG. 
SINCE THIS IS A PERSONAL COMMANDMENT FROM THE " IRON LADY, • 
1/E SUSPECT THAT IT MAY BE A I/HILE BEFORE ANYONE FEEL S 
FREE TO VENTURE MORE THAN I/HAT BEIJING HAS ALREADY 
REPORTED• (REFTELl AND I/HAT WE HAD CONF I RMEO TO US 
TOD AY . 

4. POL AD EXPLAINED THAT MRS. THATCHER ' S STRESS ON 
THE IMPORTANCE Of OBSERVING TREATIES WAS BASED ON 
HER BELIEF THAT THE TREATIES ACCOUNTED FOR BRITISH 

PRE SENCE HERE ANO ALSO FOR THE PROBLEM OF THE 1997 
LEASE EXPIRATION. THI S PROBLEM, THEREFORE, MERITED 
DI SCUSSIONS BET \IEEN BR I TA IN ANO THE CHINESE. POLAO 
REFUSED TO RESPOND TO THE SUGGESTION THAT TH E PM 'S 
RE FERENCE TO THE POSSIBILITY Of A YABIAIIAN IN THE 

TER MS Pf THE TREATIES GQN§JIIYIEP THE EIB§I BRIJJ SH 
ACK NOWLEDGEMENT THAT SOVEREIGNTY OVER HONG KONG AND 

--m TI p OF KOIIL OON wffs AE GOT I ABLE. INSTEAD ' POL AD 
STATED THAT EVERYONE COULD RE A°b I/HAT THEY I/ANTED 
INTO THE STATEMENT . HE ADDED, HO\IEVER, THAT THERE 
I/AS A CONSCIOUS BRITISH DECISION TO AVOID AN Y 

REFERENCES TO THE QUEST I ON OF SOVEREIGNT Y. 

5. THROUGHOUT THE DI SCUSSION, POLAD STRESSED THAT 
BRITAIN HAD ACHIEVED ITS BASIC OBJECTIVE, ISSUANCE 
OF A JOINT STATEMENT IN 1/HICH BOTH SIDES AGREED TO 
THE NECESSITY FOR CONSULTATIONS. HE SAID, DENG 
SPECIFICALLY AGREED TO THE STATEMENT ANO ITS 
ISSUANCE. WHEN ASKED ABOUT THE UNUSUAL CH I NESE PLAY 
OF THIS STATEMENT 
PIQUED THAT lHE C T 
N THE APPROPR I ATF h(A.¥., COMMENT: NCNA HAS GI VEN NO 

SPICIAL PLAY TO THE SO-CALLED "JOINT STATEMENT . " THE 
INITIAL RELEASE BY XINHUA CAME JUST BEFORE MRS . THATCHER ' S 
PRESS CONFERENCE IN BEIJI BILLED IN HE 

~ttmtt:itt~zt1t1:r::;t::j}j.;;;;,i..~.t-~...,5 _ IT . 

MOREOVER, DESPITE ANOTHER BRITISH SOURCE STATING THAT 
THI S FORM OF RELEASE I/AS DESIGNED IN ADVANCE AND BY 
MUTUAL AGREEMENT TO AVOID THE NECESSITY FOR CHINA 
REITERATING ITS POSITION ON SOVEREIGNTY, THE CHINESE 
010 JUST THAT. THE SO-CALLED " JOINT STATEMENT " 
WAS IMMEDIATELY FOLLOWED IN THE NCNA STORY BY A 
STATEMENT OF CH I NA ' S POSIT I ON ON SOVEREIGNTY. ANO, 
I/HEN 1/E ASKED NCNA HONG KONG FOR AN EXPLANATION OF 
THI S UNUSUAL PLAY, THE NCNA OFFICIALS KEPT US ON HOLD 
FOR SEVERAL MINUTES, BUT RETURNED WITHOUT AN EXPLANATION, 
EITHER OH IC I Al OR OTHER Il l SE. END COMMENT. 

6. ON THE QUESTION OF ZHAO ' S STATEMENT ON CHINE SE 
SOVEREIGNTY JUST BEFORE THE MEETING 111TH MRS . THATCHER, 
THERE I/AS AGAIN AGREEMENT WITH BEIJING ' S BRITISH 
COLLEAGUES THAT THIS I/AS A CALCULATED CHINESE EFFORT 
TO ONE-UP THE BRITISH ANO PUT CHINA ' S POSITION OUT 
BT 

DECLASSIFIED . 

Nl.RR Mf-99 *92297 
BY·WL NARADATE Co/2.J/11., 
• • • 
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NOFORN 
FIRST. POL AD STATED, FOR EXAMPLE, THAT ZHAO I/AS NOT 
AMBUSHED BY REPORTERS BUT I NSTEAO I/ENT TO THEM BEFORE 
THE MEET I NG. HOIIEVER, OESP I TE THESE ANNOYANCES, 
BRITISH PERCEPTIONS REMAINED POSITIVE ANO EMPHASIZED 
THAT THE CHINESE HAD MADE THE BIG DECISION TO PERMIT 
FUTURE CONSUL TAT IONS TO TAKE PLACE. 

7. AS EARL I ER HES SAGES HAVE I ND I CA TED (REFS B AND Cl, 
THE REACTj ON Pf THE PEOPLE IN HONG KONG HAS em 
LARGHV Nf§ATjVE. DESPITE THE VERSION OF THE TALKS 
IN REFTEL S 1/H I CH I NO I CA TED A VERY STRIDENT CH I NESE 
LINE , \IE AND OTHERS IN HONG KONG REMAIN UNCERTAIN 
ABOUT I/HAT CHINA HAS INTENDED. OUR BRITISH CONTACTS 
I/ILL ADMIT ONLY TO A NUMBER OF CHINESE PROPOSALS 
HAVING BEEN FLOATED HERE FROM TIME TO TIME 
1/ITHOUT INDICATING THAT THERE I/AS ANY SPECIFIC 
PROPOSAL MADE TO HRS. THATCHER . 

8. FROM I/HAT \IE HAVE SEEN AND HEARD SO FAR, 
HRS. THATCHER'S REFERENCES TO THE INVIOLABILITY 
]r THE TREATJ[S eas tALLEN ON UN$YHP4i8tiit ~ RS . 
RE.SPONSJ BLE CHINES( BUS!NESSHEM I/HO OPENLY EMBRACE 
A CONTINUED BRITISH ADMINISTRATION IN PREFERENCE 
TO PRC aoA)ijlstnx11orax2t ebs2 Exe&tssEo 'EMBARRA§SttENT" 
AT MRS. THATCHER'S DISREGARD FOR CHINESE SENSITIVITIES 
TN REFERRING to uua1 en1N£st eaAslotB Js &4fl§Plt 

.HUMlL IATIQNS, THE LOCAL PRC PRESS HAS tlAOE NO 

INDEPENDENT COMMENT ON THESE THATCHER STATEMENTS 
BUT HAS CHOSEN TO EXPRESS ITS DISPLEASURE SY REPLAYING 
STORIES OF LOCAL STUDENT PROTESTS AGAINST HER TREATY 
REFERENCES AND A JIJI SERVICE TEXT FROM BE IJING NOTING 
CHINESE OFFICIALS 'SEVERE' DISPLEASURE. SOME LOCAL 
STUDENT GROUPS APPARENTLY PLAN TO CONTINUE THE PROTEST, 
BUT FOR THE PRESENT THERE IS NOT MUCH STEAM BEH IND IT . 

9. IIHATEVER THE SUBSTANCE OF THE MEETINGS IN BEIJING, 
ANO IT MAY BE A IIHILE BEFORE SOMEONE IN LONDON FEELS 
FREE ENOUGH TO TALK ABOUT THE ISSUE,3THERE REMAINS A 
DEEP SENSE OF DISQUIET HERE IN HONG K6°N G. THERE IS 

CSN: HCE447 NO QUESTION THAT THE TALKS I/Ill GO ON FOR A LONG TIME, 
EVEN IF, AS POLAD PREDICTED, THE FIRST MESSAGE ON 
MODALITIES FOR THE TALKS I/Ill BE SENT TO BEIJING QUITE 
QUICKLY AFTER MRS. THATCHER'S RETURN TO LONDON . 
PM THATCHER HAS REPEATEOL Y DECLARED THAT CONFIDENT I Al I TY 
MUST BE MAINTAINED BUT IN DOING SO SHE RISKS A FURTHER 
DESTABILIZATION OF HONG KONG'S SELF-CONFIDENCE . 

10. LOOKING AT IT FROM THE LONGER TERM, HOIIEVER, THIS 
STRATEGY MAY BE MORE EFFECTIVE THAN A CONSTANT BRITISH 
DECLARATION OF HOii IMPORTANT BRITISH RULE IS TO THE 
STABILITY OF HONG KONG. I/HILE THIS LATTER STATEMENT 
IS ONLY LIKELY TO AROUSE CHINESE PIQUE ANO A 
CONVICTION THAT HONG KONG MUST TOTALLY REVERT TO 
CHINESE CONTROL, THE FRENETIC BEHAVIOR OF HONG KONG'S 
BUSINESS COMMUNITY DURING A PE RIOD OF UNCERTAINTY MA Y 
BE MORE CONVINCING TO BEI J!NG OF A NEED FOR BRITISH 
PRESENCE. CHINA MUST OF COURSE Al l/AVS took An Ts 
INTERESTS HERE IN TERMS OF THE BROADER ISSUE OF 
TA111AN's RET URN. MAklAe A socctss or RoRd KoNG's 
TRANSITjON TO A NEIi. STATUS IS VITAL TO CHjNP,:,S 
CONVINCING TAIi/AN AND UNITED STATES'SUPPORTERS OF 
XAIMAH THAT II IS POSS IBLE FOR SPECjAL REL ATjO!iSH IPS 
I..Q EXI ST 1/HICH DO NOT ENTAIL A TOTAL ABS ORPTjON INIO 
!.l1L-U£· NONETHELESS, IF THE BRIT I SH OVERPLAY THEIR 
01/N CARDS AND COME DOIIN TOO HEAVILY ON THE INVIOLABILITY 
OF BR-8, 'S HONG KONG-KOi/LOON SOVEREIGNTY AND THE 
SIGNIFICANCE OF BRITISH RULE TO ECONOMIC STABILITY, 
CHINESE NATIONALISM MAY JUST REASSERT ITSELF IN SUCH 
A 1/AY THAT LONDON FINDS ITSELF COMPLETELY DEALT OUT 
OF THE GAME AFTER 1997. LEVIN 
BT 
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LEVN-01 LAUX-01 

SUBJECT: HON<L J~.cmc SOVERWvlEf~T ANNOUNCES 511110 BR! 1 ISH 
~ TALK S UNDER WAY 

1 . GOVERNOR YOU DE ANNOUNCED TODAY THAT SI NO-BR I TI SH 
DIPLOMATIC TALKS ON HONG KONG ' S FUTURE HAVE BEGUN 
IN BEIJING . HIS CONFIRMATION THAT T HE NEGOTIATIONS 
AGREED UPON DURING PRIME MINIS T ER TH ATCHER ' S VISIT 
ARE ALREADY UNDER WA Y WAS GIVEN IN A " ST ATE OF THE 
COLONY" ADDRESS TO THE OPENING SESSION OF THE 
LEGISLATIVE COUNCIL ' S 1982-83 SEASON OCTOBER 6 . 
UNFORTUNATELY FOR HONG KONG ' S DEPRESSED RESIDENTS 
AND STOCK PRICES , HIS LENGTHY ADDRESS CONTAINED NO 
OTHER POSITIVE NEWS ON THE OVERRIDING QUESTION OF 
THE TERRITORY ' S POLITICAL FUTURE. T HE GOVERNOR SAID 
THAT THE CONTENT OF THE TALKS WAS CONFIDENTIAL , 
AND WHILE HE EXPRESSED CONFIDENCE THAT THEY WOULD 
LEAD TO AN ACCEPTABLE CONCLUSION FOR ALL PAR T IES 
CONCERNED, INCLUDING HONG KONG RESIDENTS , HE SAID, 
"I CANNOT MA KE ANY USEFUL FORECAST AS TO WHEN THAT 
WILL BE. " 

2. WE CANNOT SEE THE GOVERNOR ' S REMAR KS DOING MUCH 
TO OVERCOME THE ATMOSPHERE OF WORR Y AND PESSIMISM WHICH 
HAS DEEPENED SINCE MRS . THATCHER ' S TAL KS WITH CHINESE 
LEADERS TWO WEEKS AGO, AND WHICH HELPED TO PUSH THE 
LOCAL CURRENCY AND STOCK PRICES INTO A NOSEDIVE. IN 
LINE WITH MRS . THATCHER ' S ASSURANCE OF BRITAIN' S 
"MORAL RESPONSIBILITY " FOR HONG KONG RES! DENTS ' 
WELFARE, GOVERNOR YOUDE PROMISED THAT HER MAJESTY'S 
GOVERNMENT WOULD " SPEA K FOR" THEM IN THE TALKS . THIS 
RENEWED ASSERTION OF BRITAIN ' S RIGHT TO SPEA K FOR THE 
PEOPLE OF HONG KONG MAY BRING AN ANGRY CHINESE RETORT , 
AS MRS. THATCHER'S ORIGINAL REMARK DID . IF SO, THE 
RESULTING ATMOSPHERICS WOULD PROBABLY DEPRESS LOCAL 
MORALE MORE THAN YOUDE' S ASSURANCE RAISED IT. 
IN THAT CASE, THE HONG KONG GOVERNMENT MIGHT INTERVENE 
TO SUPPORT THE STOCK MARKET AND THE HONG KONG DOLLAR, 
AS WE HAVE HEARD IT DID THE DAY AFTER MRS. THATCHER'S 
BEIJING VISIT CONCLUDED . WILLIAMS 
BT 
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~ 1. (C - ENT IRE TEXT) 

2. I NTROOUCT I ON/SUMMARY 
AS THE FORMAL NEGOTIATIONS FOR THE FUTURE OF HONG KONG 
BEGIN BETIIEEN LONDON ANO BE IJING, THE T\10 SIDES HAVE 
TAKEN SHARPLY DIVERGENT VI E\IS ON THE SOVEREIGNTY ISSUE. 
UNDERNEATH THE CL AM OR, HOIIEVER, \IE 00 NOT SEE THE 
CHINESE AN O BRITISH POSITIONS AS IRRECONCILABLE. 
THE CHINESE APPEAR TO FAVOR A SUBSTANTIVE IF NOT YET 
CLEARLY DELINEATED TRANSFER OF SOVEREIGNTY BY 1997, 
AN D THE BRITISH NOT TO OPPOSE THIS. \/HAT IS FAR LESS 
CLEAR IS WHETHER ANY SUCH SOL UTION CAN SUSTAIN 
BUSIN ESS AND PUBLIC CONF IDENCE IN HONG KONG. 

BRITAIN 'S MORE PRACTICAL 
AMBITIONS, THOUGH CONCEI VA BLY A STUBBORN I NS I STENCE 
BY LONDON ON BRITISH "T REATY RIGHTS " COULD DELAY 
THE ATTAINMENT OF AGR EEMENT. 

4. CENTRAL TO THE VIABILITY OF ANY SOLUTION IS THE 
PERSPECTIVE OF THE HONG KONG BUS I NESS AND 
INVESTMENT COMMUNITY, BOTH LOCAL ANO FOREIGN, ANO ,OF 
HONG KONG RESIDENTS IN GENERAL. IN THE SHORT 
TERN MANIFESTATIONS OF DECL INlNG c§Htj§rncr lN HQWi 
KONG'S FU\URE ARE LIKELY TO PERSIST HERE AT LEAST 

UNTIL SOHE §fHRl em Pf 8 §9b4119N I§ m1mo. AT 
THAT STAGE, THE COMMUNITY'S VIEi/ OF THE ADEQUACY OF 
THE PROPOSED ULTIMATE SOLUTION AND OF THE TRANSITIONAL 
ARRANGEMENTS IN PRESERVING ECONOMIC, POLITI CAL ANO 
SOC I AL CONT I NU I TY Ill LL BECOME CRUCIAL. ~ 
INSTABILITY PERSIST AND DISINVESTMENT IN HON* ~ONG 
~ONTINUE BE YOND THE NEGOTIATION PERlOO INTO THE 
LATT ER PART OF THE DECADE BE IJI NG MIGHT BE COMPEL D 
TO RECONSIDER ITS POSITIO PROLONG THE TRANSITI ON 
PER I OD . BUT AS THE SI NO-BRIT I SH NEB'OT I AT IONS CO MM ENCE, 
THERE if LITTLE SIGN THAT BEIJING IS GIVING THOUGHT 
TO SUCH CONT I NG ENC I ES . 
END SUMMARY 

5. IN EARLIER REPORTING ON HONG KONG'S POST-19 97 
FU TU RE, \IE PRESENTED A NUMBER OF PU~PORTEO PLANS ANO 
BR ITISH "HOPES" IIHICH PROVIDED FOR SOME RESIDUAL 
BR ITISH ADMINISTRATIVE PRESE NCE BE YOND 1997 (REFTELS). 
HOIIEVER, SINCE THE THATCHER VISIT, A VAR IETY OF 
INDICATORS SUGGEST THAT LONDON 'S STATED DESIRE FOR A 
RES IDUAL PRESENCE IS NOT RECIPROC ATED ON THE CHINESE 
SIDE. 

6. J. RESURGENCE PF NAJI ONALl sm FERVOR \/AS EV I DENCEO 
..,JI.BEIJING'S STRIDENT RESPONSE TA MB§ THATCffs[S 

STATEMENTS ON THE VlABILITY Of TREATIES AFFIRMING 
7R I I I SH PRESENCE HERE (HK 16345). TH Is NAT I ONA1 I SM 

\/Ill ALSO COLOR CHINESE INTERPRETATIONS OF HOii TO 
MA IN TAIN HONG KONG'S ECONOMIC STTBI LITY AND POPUL AR 
WELFA RE -- THE MUT UALLY AGREED GOAL SET FORTH IN THE 
SINO-BRITISH "JOINT STATEMENT.• MANY CH INESE LEADERS 
RESENT BR ITISH PRESENCE AN O TH E ATTITUDE THAT LONDON 
IS RESPONSI BLE FOR HONG KONG'S VITALI TY . THEY 1/0ULO 
LIKE TO BEL IEVE TH EY CAN RUN HONG KONG AS \/ELL ANO STILL 
ENSURE HONG KONG'S ECONOMIC VIABILITY ANO ITS UTILITY 

TO CH IN~ THUS, AS \IE SEE BE IJI NG ' S PERSPECTIVE 
AS THE NEGOTIATI ONS BEGIN, T E PRC \/AN TS A CHINESE 
FORM OF CONTROL/ADMINISTRATION ANO PERCEIV IS GOAL 
AS ATTA INA BLE WITHOUT KILL ING THE GOLDEN GOOSE. 

7. BUT, BE IJING NEE DS TO KEEP HON G KONG VIABLE \/HILE 
THE TALKS ARE GOING ON AS \/Ell AS IN THE YEARS BEFORE 
AND AFT ER 1997, ANO FOR MORE THAN JUST ECONOMIC REASONS. 
PRC SUCC ESS IN HANDLING THE HONG KONG SITUATION IS 
BT 
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.~OIi CL EARL y SEH J~ BE' JI NG AS IOeORTANT IN ASSURING 

TAIPE~ ~~ ~~s~c~~m~ ~/T~ THE MAINLAND NEED Nat 
J.].p] i H'GNU!TUTIONS AND s11tJo-

ECONOMIC SY§TEtl; THUS, THE FORM OF CHINESE RULE IN 
• HONG KONG IS ALSO SIGNIFICANT. A PRC REPLACEMENT FOR 

A..PRITISH GPYFBNPB MOULD MAKE eN UNATTRACTIVE nOD(L foR 
TAIHAN'S FUTURE IDEALLY, THEN, HONG KONG SHOULD 
RETAIN A GREAT DEAL OF AUTONOMY UNDER 1/HICH THE 
ECONOMIC ANO SOCIAL SYSTEMS 1/0ULO OPERATE AS THEY 00 
TODAY, EVEN \/HILE SOVEREIGNTY 1/0ULO FORMALLY RETURN. TO 
CHINA. REFLECTING A CHINESE PERCEPTION THAT TAIIIAN'S 
RETURN TO MAINLAND CONTROL IS MORE LIKELY TO BE 
EFFECTED BY THE CURRENT CROP OF TAIi/AN LEADERS THAN 
MAKE THE HONG KONG TRANSIT I ON \/ORK IN THE NOT TOO 
DISTANT FUTURE. 

• ~;!;~E~~ m;s~m"m WE 1:Mmnf :e~wtE ZOliE 

fJGJO AABDFB Sf PABPT I NG SHENZHEN EBCM THE RES. OF 
CHIN G ESTS ONE FORM THAT CHINA HAY BE CONSIDERING. 
IN E 1~~/J14-.4~~-,;.~/tli,),.~~i:J'.tf'~J-~l~~;,"l--:~-:4"~M 
JHpm Pf nm, &HP GH!HP· THIs sTRucTuRE 11ouL D 
BE COMPATIBLE 111TH THE NEIi DRAFT STATE CONSTITUTION 
1/HICH PROVIDES FOR THE EXISTENCE OF SEPARATE 
ADMINISTRATIVE REGIONS. MOREOVER, SINCE THE SHENZH EN 
ZONE IS ALREADY PARTIALLY OPERATIONAL ANO WOULD BE 
DEVELOPING FURTHER DURING THE PERIOD PRIOR TO HONG 
KONG'S REVERSION TO CHINESE SOVEREIGNTY, BEIJING 

HAV SFF SHENZHEN AS HELPFUL IN CONFIDENCE BUI/ Qi MG 
IU10NG HONG KONG' s POP UL AT I ON ANO THE INTERNATIONAL 
INVESTORS WHO KEEP THE ECONOMY GOING. 

9. LEGALISTICALLY, A PRINCIPAL BRITISH CONCERN IS TO 
RATIONALIZE THE RETURN TO CHINESE CONTROL OF THE NEIi 
TERRITORIES IF A NEIi AGREEMENT 111TH CHINA CANNOT BE 
FOUND TO EXTEND THE BRITISH ADMINISTRATIVE PRESENCE 
HERE BEYOND THE REVERSION DATE ~K 14689) . IN COMMON 
111TH ALL BRITISH GOVERNMENTS SINCE 1949, MRS. THATCHER 
AND HER GOVERNMENT RECOGN I zr THAT HONG KONG Is 
FUNOAMENTALL Y I NOE FENS IBLE. THUS, THE TRUE IMPORT OF 

CSN: HCE327 HER RECENT COMMENTS ON THE INVIOLABILITY OF THE 
TREATIES IS IN HER IMPLICIT ACKNO\ILEDGEHENT THAT 
THE SOVEREIGN STATUS OF BRITAIN OVER HONG KONG-KOi/LOON 

CAN BE NEGOTIATED Al/AV -- THE TREATJES CAN BE "VARJEO' 

/ 

(HK 16085 ANO HK 15938). NONETHELESS, MRS. THATCHER'S 
"IRON LADY" IMAGE, HER STRONG VIE\IS ON BRITISH 
"TERRITORIAL INTEGRITY," ANO CONCERN FOR HER PLACE 

IN HISTORY, COULD COMBINE 111TH PRC SENSJTJVJTIES 
TO MAKE 'SOVEREIGNTY" A SIGNIFICANT STUMBLING BLOCK 
TN THE NEGOTIATIONS, IMPEDING DISCUSSION OF THE 
PRACT I CA( MOOAL I TIES OF A TRANSFER. 

18. 111TH THAT CAUTION ENUNCIATED, HO\IEVER1 \IE BELIEVE 

BRITAIN INITIALLY \/ILL TRY TO SELL i'Ts 011N neNBQfHFNT 
EXPfBJ!§f -- IUf GPYBJ§ JRADjNG 

rRESENCE BEYOND 1997, T,:.HO~U:,::G::,H~w.-.wi.i.w....1111111i 
REQUIRE THAT THIS BE IN A FORM 1/HICH IIOULO NOT SHACK 

OF SUBSERVIENCE. BRIJBIN'S 'PROFIT" FROM HONG KONG 
COttES NOT FROM ADMINISTERING THE TERRITORY BUT RATHER 

fJDH IJ§ HQBKfI QNP PORT ACCESS. TH us, BR I I I SH NEfBs 
MIGHT BE MET BY SUSTAINING HONG KONG AS A FREE PORT 

qnf Rf BR, r I sH I NvEsTMENTs ANo Gooos caw o cpNJINUE 
TO FLOURISH IN THE AFTERMATH OF AN HONORABLE AOMINIS

"fR"ATIVE 1/ITHORAIIAL CALCULATED TO FULFILL BRITAIN'S 

PROFESSED "MORAL OBLIGATJON" TO TH[ PEQPlf OF HQ~G 
l(J!!lG AND TO SILENCE ANY DOMESTIC CRITICISM REGARDING 
lOSS Of EtJWE. (HONG KONG RESIDENTS IN GENERAL PLACE 
LITTLE CREDENCE IN THIS "MORAL OBLIGATIO~" SINCE 
THEY REGARD BRITISH IMMIGRATION POLICIES AS HAVING 
BEEN DESIGNED ESPECIALLY TO EXCLUDE MOVEMENT OF HONG 
KONG RESIDENTS TO BRITAIN IN THE EVENT OF A COLLAPSE 
OF CONFIDENCE OR A PRC TAKEOVER.) 

11. THE CONVERGENCE OF SINO-BRITISH INTERESTS IN 
HOllG KONG'S VIABILITY IS, OF COURSE, THE SUBSTANCE 
OF THE SO-CALLEO "JOINT STATEMENT" ISSUED DURING 
PH THATCHER ' S RECENT VISIT. TRANSLATING THE COMMON 
DENOMINATOR INTO PRACTICE MAY PROVE DIFFICULT, HOIIEVER. 

UFBf II IA BE OPEN! Y ADYfBTISEP TODAY THAI THE §INO· 
BRITISH TALKS INVOLVED 1997 HONG KONG REVERSION TO 
CHINESE CONTROL WE BELIEVE THERE IIOULO BE VIRTUAL 

• 0 OMIC PANIC HERE ANO LARGE-SCALE LOCAL DISINVESTMENT 

AS \/ELL AS CESSATION OF THE ux OF FOREJGN 
INVESTMENT CAPITAL. REGARDLESS OF BROAD ASSURANCES 
THAT THE ECONOMIC ANO SOCIAL SYSTEMS WOULD REMAIN 
BT 
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NOFORN 
UNCHANGED, THE HONG KONG COMMUN I TY 1/0ULD PROFOUNDLY 

--.;.·:~ 7 DOUBT TAAT THE CHINESE 1/0ULD PROVE 1/ILLING OR ABLE 
TO LEAVE HONG KONG TO ITS 01/N DEVICES ONCE A LOCALLY-
RUN SYSTEM I/ERE ESTABLISHED. IF A PROCESS OF 
TRANSITION TO LOCAL RULE UNDER THE RUBRIC OF CHINESE 
SOVEREIGNTY IS EMBARKED UPON, THE CHANCES OF SUCCESS 
I/ILL BE ENHANCED IF AS MUCH LOCAL LEADERSHIP IS 

INCORPORATED AS POSSIBLE . A MAJ OR BRIT I SH CON IR I BUT I ON 
TO SU CH A SCHEME 1/0ULD BE THE EXISTING SYSTEM OF NOF 

•• --,.,--,-----. BRITISH ADMINISTRATORS BELO\/ THE VENEER OF LONDON-
APPOINTED OFFICIALDOM -- THE HONG KONG GOVERNNENT'S 

ETHNIC GUIHESE BUREAUCRACY AND POL ICE FORCE AND THE 
gRE§TIGfOUS EXECUTIVE AND LEGISLATIVE 
q)UNCILS AND OTHER ADVISORY BOARDS. THOUGH THE EXCO 

--=- - _. AND LEGCO PRESENTLY LACK REAL AUTHORITY, lLlS POSSIBLE -=·-~ -- THAT MOVING THEIR TOP PERSQNNEL -· OR TOP HONG KONG 
INDUSTRIALISTS OR FINANCIERS -- INTO POI/ER AS 
RifLACEMENTS FOR THE DEPARTING BRITISH BY 1997 COl!lD 

ESTABLISH A SYSTEM 1/HICH 1/0ULD PROVIDE CON[fDFNCE AND 
mtt ALLOII FOR BEIJING SOVEREIGNTY. E~EN 

THERE 11ouLD HAVE To st A Btta 1cta scEN&B12 IP es2v,nE 
FOR FILLING VACANCIES IN A LOCAL GOVERNMENT YIIH 
CONVINCING ASSURANCES THAT BEIJING'S ROLE lN THE 
PROCESS 1/0ULD REMAIN LIMITED. 

12. 1/0RKING ALL THIS OUT I/ILL TAKE TIME AND 
SENSITIVITY ON BOTH SIDES. UNFORTUNATELY, THE PUBLIC 
STANCES ADOPTED SO FAR ARE TOO STRONGLY DIVERGENT TO 
BE ENCOURAG ING, EVEN IF THEY ARE ONLY BARGAINING 
STANCES PRELIMINARY TO MOVES TOI/ARD MORE COMPATIBLE 

SOLUTIONS. TO THE EXTENT TMQT THE T\10 §IQ[S PE.Rl11T 
THESE PUBLIC VIEWS TO DOMINATE, HONG KONG'S ECQl'._OMY 
I/ILL CONTINUE TO SUFFE R AS IT HAS IN THE PAST Tll,LVE 
offs. 111TH DECLINING STOCK PRICES AND 4 

EscALAIING pm 1 •R sxcw•NGE em~ Ev£N 111TH THE 
-=tiRLY INITIATI ON OF TALKS AND A MODERATION IN PUBLIC 

LANGUAGE, THE LENG TH PE W1E NEEDED TO REACH A 
SOLUTION I/ILL STlLL DEPRESS HONG KONG'S CONFIDENCE • 
[PR THf IMMEDI Alf fUTURE THE LONGER THE TALKS DRAG 
JW -- AND MANY BELIEVE THAT A YEAR OR T\10 I/ILL e{ 
NECESSARY·- AND THE MORE UNCERTAIN IRE SOBSEQotNT 

CSN : HCE328 TRANSITION ARRANGEMENTS ARE FOR LOCAL INTERESTS. 

~ LIKE~~=r HON~ ~ONG'S DOIINTURN IS TO CONTINUE. 
fl SEV YEA S TH IS HAI A I Sf COIi! 0 ¢ALISE BEIJING 

Tp REYISF ITS CHRBEHI THINKING HAYING BEIJ1J4G 
TO PROLONG ITS TlHEFRAME FOR REALIZING CHINESE 

C.21iJROL ANP TA Al L PW A CORRESPOND I NG EXIE NS I AN QF 

BRITISH AUTHORITY. AS OF NO~ !~~!!!~ ~E ~E! ~~!TLE 
r!!DENCE THAI BEi !ING ttes nu MiN au AN 
EVENTUALITY . A LONG EDUCATIONAL PROCESS MAY LIE AHEAD. 
II L AMS 
BT 
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