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FBIS iO 

PRC TO RECOUER HONG KONG 'NOT LATER THAN 1997' 

HK210054 BEIJING ZHONGGUO XINWEN SHE IN CHINESE 0849 GMT 20 NOU 82 

(EXCERPT) BEIJING, 20 NOU CZHONGGUO XINWEN SHE) -- NPC STANDING 
COMMITTEE UICE CHAIR~AN LIAO CHENGZHI SAID WHEN MEETING A HONG KONG 
FACTORY OWNERS' ASSOCIATION DELEGATION HERE T..HIS MORNING: CHINA !i!lll 1 

RECOEUER SOUEREIGNTY OUER HONG KONG BY 1997 RT THE LATEST~ RHD HONG 
KONG WILL JE RULED BY HONG KONG .PEOPLE. . AFTER RECOIJER 1 trn HONG KOHG, 
CHINA WILL NAIKTRIN ITS PROSPERITY AND STABILITY; HONG KONG'S SYSTEM 
W[LL REMAIN, AS WILL THE INHABITANTS' WAY OF LIFE, AND ITS STATUS RS 
A FREE PORT RN] FIHRNCIRL CENTER WILL BE UNCHANGED. WE ARE FULL OF 
f: Ot!.- T "' ... ~, .... , ~" ... !i u ·"'t!" "' 1ntJt. 1 " FUTURE ., fl l° • li C !1 l_. C ij •J t f\ 1 i IJ rt !J r, •. 11 ,J •J , 1 

LIAO CHENGZHI HOPED THAT FRIENDS IN HONG KONG INDUSTRY AND 
COMMERCE WOULD CONTRIBUTE TO PROMOTING HONG KONG'S PROSPERITY. 

00~'1\TI\. 
SPEAKING ON CHINA'S MODESTIC POLITICAL SITUATION, LIAO CHENGZHl 

SAID, SOME PEOPLE SAY THAT THERE ARE MANY POLITICAL CHANGES IN CHINA. 
THIS IS CORRECT, IF IT REFERS TO THE 10-YERR PERIOD OF INTERNAL 
TURMOIL. ]UT NOW, WE HAUE CONVENED THE 12TH PARTY CONGRESS, AND THE 
]ASIC GUI]ELIN-ES HAlJE :BEEN LAID DOWN. I DO NOT THINK THEY WILL BE 
CHANGED. 

THE RECEPTION WAS HELD IN THE JIANGSU ROON OF THE GREAT HALL OF 
THE PEOPLE. 

21 NOU 01462 JHN1N~ 

-
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Increase in Visa Applications 

··---· The US Consulate in Hong Kong reports that the 
colony's uncertain future has produced a substantial 
increase in applications for and inquiries about foreign 
visas and passports. Applications in October for US 
nonimmigrant visas were up 42 percent over last year, 
ana applications for immigrant visas also have risen 
rapidly_. Hong Kong's 5.1 million residents now hold pn 

'estimated 150,00~ valid US visas. Most residents are 
-now ineligible for emigration to the UK, and immigration 
in uiries at the Australia Canada and Sin a ore Com-
missions in the co ony have increased dramatically. 

Comment: The inquiries and applications appear 
to be only contingency preparations. Many of the poten
tial emigrants, who are largely from the colony's middle 
and upper classes, are hedging b¥ obtaining second eass -
2orts, particularly from Taiwan. TEipei would we,lco~e 
an influx of ca ital from Hon Kon but would be wary of 

:, arge-sca e immigration. 

E:O 13526 3.3(b)(1 )>25Yrs 
EO 13526 3.3(b)(6)>25Yrs 
EO 13526 3.5(c) 11 
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/ 001 A2 
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------------------------------------------------------------------------

PRIORITY 
UTS2024 
DE RUMJNG U9367/01 3271044 
P 2310412 NOV 82 
FM AMCONSUL HONG KONG 

TO SECSTATE WASHDC PRIORITY 4210 

-S ! e R ! T SECTION 01 OF 02 HONG KONG 19367 

NODIS 
E. 0 . 12356: DECL : OADR 
TAGS: PEPR, PI NS, CH, HK , UK 
SUBJ: BRITISH DISCUSSIONS ON THE FUTURE OF HONG KONG 
REF. STATE 325080 

l . SECRET - ENTIRE TEXT 

2. AS FORECAST IN AMBASSADOR HUMMEL'S REF MESSAGE , 
THE HONG KONG GOVERNOR , SIR EDWARD YOUDE , CALLED ME 
IN NOVEMBER 22 FOR A BRIEFING ON THE HONG KONG 
SITUATION . ASKING THAT THE INFORMATION BE HELD 
TIGHTLY , HE ~CHOED EARLIER UK CONCERN OVER THE 
LIMITED DEVELOPMENTS TO DATE . THE CHINESE HAD TOLD 
THATCHER THAT RESTORATION OF SOVEREIGNTY OVER HONG KONG 
IN 1997 WAS A NON-NEGOTIABLE PRINCIPLE . THATCHER ' S 
ARGUMENT THAT HONG KONG ' S CONTINUED PROSPERITY 
~EOUIRED A SUBSTANTIAL BRITISH ADMINISTRATIVE ROLE 
HAD BEEN DISTURBINGLY MET WITH A CHINESE ASSERTION 
THAT IHEY ATTACHED GREATER IMPORTANCE TO SATISFYING 
~PRINCIPLE OF CHINESE SOVEREIGNTY THAN TO HONG KONG ' S 

J>ROSPERITY. SINCE THATCHER ' S DEPARTURE , VICE FOREIGN 
MINISTER ZHANG WENJIN AND CRADOCK HAO MET ONCE , WITH 
ZHANG SUGGESTING THAT THE NEGOIIAIIONS BEGIN WITH 
A DISCUSSION OF "TRANSITIONAL ARRANGEMENTS" LEADING 
UP TO THE 1997 RESTORATION OF SOVEREIGNTY. ~G 
~s EXIREMEI Y i;;ipzy ON IHF MEANT NG PE " TRANSITIONAL 
AR RANGEMENTS". THE NEGOTIATIONS HAD BARELY ENTERED 
THE STAGE OF DISCUSSIONS ON WHAT TO DISCUSS . WITH 
A NEW CHINESE FOREIGN MINISTER JUST COMING IN AND 
WITH ZHANG LIKELY ON THE WAY TO WASHINGTON , LONDON 
BELIEVER IT WOULD TAKE THE CHINESE CONSIDERABLE TIME 
TO GET THEIR ACT TOGETHER ON HONG KON G. 
3 . ASIDE F ROM INSISTING ON RESTORATION OF 
SOVEREIGNTY BY 1997, THE CHINESE POSITION WA S VAGUE . 
HOWEVER, ENOUGH HAD TR ANSPIRED TO WORR Y THE UK THAT 
THE CHINESE FAILED TO APPRECIATE THAT A STRONG 
iRIJISH ADMINJ5IB8IIYE ROLE IN HbNG KONG I~ , 
ESSENTIAL TO HON PERI TY. AN EDUCATIONAL IJ/ 

\l EFFORT T HO ONG CHINESE # # 
FOREFRONT . RECENT CHINESE STATEMENTS GUARANTEEING 

THAT HONG KONG'S SOCIAL AND ECONOMIC SYSTEM WOULD BE 
PRESERVED FOLLOWING RESTORATION OF PRC SOVEREIGNTY 
SUGGEST BEIJING' S HEIGHTENED AWARENESS OF THE 
FRAGILITY OF CONFIDENCE HERE . CHINESE VERBAL GUARANTEES 

-SECRET -
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~EGRET 
NATIONAL SECURITY COUNCIL 

MESSAGE CENTER 

AMC ONSUL HONG KONG 9367 DTG: 23 1 0412 NOV 82 PSN: 020094 

CARRIED NO WEIGHT WITH THE PEOPLE OF HONG KONG, WHO WERE 
FAMILIAR WITH PRC POLICIES OVER iAE tEAR5 fOObE 

rn
THEN FER D TO THE BRITISH REQUESTS IN WA J.// 
4ND BEIJING FOR OU U ATIN THE CHINESE. /f, 
I ossERvE □ tHAT THE DEcisfON osvtaosLY RESTE D wITH 
WASHINGTON. CAREFUL CONSIDERATION WAS REQUIRED. THE 
PRC SEES US AS AN OBSTACLE TO REUNIFICATION WITH 
TAIWAN AND IT WOULD BE UNHELPFUL IF THE CHINESE 
PERCEIVED US AS TRYING TO DO THE SAME WITH HONG KONG. 
YOUDE AGREED . 

4 . -1..QY_PE NOTED THAT CH:tNESE LEADE;.RS OFTEN...B;~VED 
PROMINENT , NON-OFFICIAL AMERICANS. ASIDE FROM JHE 
a.u..E..S.I.LQN OF OFF I CI AL U. 5. INTERVENTION . THE UK WOULD 
WELCOME THE HELP OF THESE PEOPLE IN EDUCATING THE 
CHINESE ABOUT THE REALITIES OF HONG KONG. HE ASKED 
THAT I BRING TO HIS ATTENTION ANY SUCH AMERICANS 
1::1..ERE ENR OUTE TO HIGH LEVEL MEETINGS IN BEIJING. HE 
WOULD WELCOME BRIEFING THEM ON THE HONG KONG SITUATION. 
! AGREED TO DO SO AND ALSO TO INFORM WASHINGTON OF 
THE UK' S INTEREST IN ENLISTING THE HELP OF PRIVATE 
AMERICANS . I SAID THAT IN THE FINAL ANALYSIS THE 
DECISION WOULD BE UP TO THE CONCERNED AMERICANS. 

5. COMMENT : MY AGREEMENT WITH AMBASSA DOR HUMMEL'S 
RECOMMEN DATION CONCERNIN G OFFICIAL AMERI CAN INVOLVEMENT 
HAS BEEN REGISTERED IN REFTEL. I WOULD HOPE THAT THE 
DEPABJMFNJ OCHVHY RICKS UP ON THE GOVERNOR'S REQUEST 
~BOUT THE UTILIZATION OF PRIVATE AMERICANS, IT WQLJL O HAVE 
TO BE CAREFULLY AND SELECTIVELY HANDLED TO 455\IRF IHAT 
NO USG HAND WAS REVEALED , BUT IT COULD BE HELPFUL ON 
AN ISSUE INVOLVING SIGNIFICANT U. S . INTERESTS AN D IT 
WOULD PUT US IN A RESPONSIVE LIGHT WITH THE UK . 

~D I~FbRML~H;E~§e~~NO~F r~:; 4 :iM~~L~ Si D~li~~~R~~;;r~~ 
GET PRIVATE AMERICANS TO DELIVER TO THE CHINESE THE 
MESSAGE DESIRED ON HONG KONG . SINCE MANY PROMINENT 

AMERICANS CALL AT THE DEPARTMENT FOR BRIEFINGS PRIOR 
TO VISITING BEIJING, IT WOULD BE AN EASY MATTER TO SLIP 
IN SOME WORDS ABOUT HONG KONG . -

7. WOULD APPRECIATE ACCOUNT OF UK REP DONALD'S 
BT 

SE6RET 
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DISTRIBUTION: CHLD-01 BLAR-01 
/ 005 A3 

SIGU-01 LAUX-01 DUR-01 

DISTRIBUTION: ISEC-01 / 001 A3 

WHTS ASSIGNE D DISTRIBUTION: 
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DE RUMJNG =9367 / 02 3271047 
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TO SECSTATE WASH DC PRIORITY 4211 

8 ~ e ~ ~ l SECTION 02 OF 02 HONG KONG 1 9367 

NODIS 
NOV EMBER 5 MEETING WITH SECRETAR Y AN D OTHERS ON HONG KONG 
ISSUE. 

8. DEPARTMENT PLEASE REPEAT TO L OND ON AND BEIJING. 
LEVIN 
BT 

SECRET 
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DISTRIBUTION: CHLD-01 BLAR-01 
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PRIORITY 
DE RUEHC #9445 3281749 
P 2417262 NOV 82 ZFF6 
FM SECSTATE WASHDC 

TO AMEMBASSY BEIJING PRIORITY 6101 
AMCONSUL HONG KONG PRIORITY 8466 

INFO AMEMBASSY LONDON PRIORITY 4428 
WHITE HOUSE PRIORITY 8285 

-C!!eRET STATE 329445 

NODIS 
E. 0. 12356: DECL : OADR 

' BRITISH DISCUSSIONS ON THE 

REF: BEIJING 15840 , HONG KONG 19367 

I . SECRET - ENTIRE TEXT. 

2. WE AGREE WI TH YOUR COMMENT IN REF TEL THAT NOW IS NQT 
THE JJMf fPB THE USG TO PLAY THE ROLE Of ADVOCATE fQR IHE 
UK ON THIS ISSUE. SIMILARLY , DRAWING PARALLELS BETWEEN 
EVENTS IN HONG KONG AND TAIWAN STRIKES US AS DANGEROUS ; 

lAT THE NOVEMBER s BRIFFINf IHE SE~RfTARY TOLQ IHf BRI.IJSHl~ I THAT WE SHOULQ SEEK TO KEEP AS MUCH DISTANCE AS POSSIBLE 
\ BETWEEN THE HONG KONG AND TAIWAN ISSUES . 

3. JN PREPARING FOR THE SfCRfTABY' S VISIT. W!i $III I 
CONTiNUE TO ASSESS THE HONG KONG SITUATION WITH A viEw TO 

IATE TALKING POIN GIVEN THE PRESENF 
S ATE OF RELATIONS, WE WILL DO ONLY ON A CONTINGENCY 

§.e,§I~ THE SECRETARY OFFERED TO DISCUSS THE MATTER WITH 
THE BRITISH AGAIN BEFORE LEAVING FOR CHINA, BUT THIS 
SHOULD NOT BE SEEN AS ANY FORM OF COMMITMENT ON OUR PART 
TO CARRY THE OK 5 WAIER. 

4. FOR BEIJING - GIVEN THIS SITUATION, YOU MIGHT INFORM 
SIR PERCY THAT WE HAVE HIS POINTS A AND B UNDER 
CONSIDERATION, BUT WILL BE PREPARED TO LEND SUPPORT ONLY 
IF APPROPRIATE (ATMOSPHERIC) CONDITIONS OBTAIN. POINT 

_ c, IN QYB yrgw IS A NON-STARTER . 

5. WE WILL APPRECIATE THE EMBASSY ' S AND CONGEN' S 
ASSESSMENT OF PRC ATTITUDES TOWARD THE HONG KONG 
QUESTION AS WE MAKE TRIP PREPARATIONS . 

/ 6. REPLY TO HONG KONG l 9367 IN PRE PAR AT I ON. SHULTZ 
BT 

SE6R~T 
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NODIS 
E. 0. 12356: DECL: OADR 
TAGS: PEPR, CH, HK, UK 
SUBJECT· cfl BL1f½~H DISCUSSIONS 
R,EF: STATE 32 <I t 

1. SECRET - ENTIRE TEXT. 

2 . I DELIVERED REPLY IN PARA 4 REFTEL TO BRITISH AMB 
CRADOCK NOV 26, ADDING FROM PARA 2 SECY SCHUL T2 STATEMENT 
TO BRITS ON NOV 5 THAT WE SHOULD KEEP AS MUCH DISTANCE 
AS POSSIBLE BETWEEN HONG KONG AND TAIWAN ISSUES. I SAID 
THAT OUR JOINT OBJECTIVE IS TO HAVE A BENEFICIAL EFFECT · 
ON PRC ATTITUDES, AND WE WOULD WANT TO BE REASONABLY SURE 
OF THAT RESULT, OTHERWISE THERE WOULD BE NO POINT IN 
SAYING ANYTHING. CRADOC K SAID HE AGREED WHOLEHEARTEDLY , 
AND DID NOT SEEM DISAPPOINTED BY OUR RESPONSE. HUMMEL 
BT 

- SECREt-w 

DECLASSIFIED 

NLRR ML9, :II: q 1.3 'lo 
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ROUTINE 
UTS2686 
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R 01188H DEC 82 
FM AMCONSUL HONG KONG 
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INFO USOOC WASHOC 
Al1EMBASSY BANGKOK 0325 
AMEMBASSY BEIJING 3284 
Al1EMBASSY CANBERRA 1857 
ZEN / AMCONSUL GUANGZHOU POUCH 
AMEMBASSY JAKARTA 5932 
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AMEMBASSY LONDON 4304 
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AMEMBASSY SEOUL 5861 
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UN CLAS HONG KONG 19819 

E. 0. 12356: NIA 
TAGS: ECON, EGEN, ETRO, HK 
SUBJ: HONG KONG CUTS INTEREST RATE 
SUMMARY: THE HONG KONG ASSOC I AT I ON OF BANKS (HKAB) 

DECIDED TO REQYCE LOCAL I NTEREST am~ BY Q.NE 
JfBCf NTAG~ POL.NJ . THIS IS THE StCON2 ~EDUCTI ON IN 

THREE MONTHS. HKAB' S DECISI ON I/AS INFLUENCED ex HONG 

KONG' s ow 1NoLJ.11G m oP mN1Nc,socANOaHI QEJUjG TR ADE 

- DEF ICIT . jNllRfST BAU: BEQIICJI ONS ABaoeo,.,AND.,m 
JjQNG MONG PPLb86' §.RECEMJ.SIAB LLI b:W,OUUEU S.lt A.RP 
DEPRECIATI ON IN THE PAST 1110 110NI HS. ENO SUMMARY . 

--= --
1. THE LOCAL BANKING CARTEL-THE HONG KONG ASSOCIATI ON 
OF BANKS (HKAB) - LOIIEREO LOCAL INTEREST RATES ONE 
PERCENTAGE POINT , EFFECTIVE NOVEMBER 29 . THE PRIME 
RATE DROPPED FROM 12 TO 11 PERCENT . DEPOSIT RATE S 
DROPPED FROM SIX TO FIVE PERCENT FOR PASSBOOK 
SAV INGS, 24-HOUR CALL ACC OUNTS, SEVEN DAY CALL 
ACCOUNT S, AND ONE I/EEK ANO TIIO I/EEK DEPOSITS. THE 
YI ELD DROPPED FROM 8. 5 TO 7. 5 PERCENT FOR ONE MONTH 
DEPOSITS, FROM 8. 75 TO 7. 75 PERCENT FOR Tl/0 MONTH 
DEPOSITS, FROM NINE TO EIGHT PERCENT FOR THREE MONTH 
ANO SIX MONTH DEPOSITS, ANO FROM 8. 5 TO 8 PERCENT FOR 
NINE AND TWELVE MONTH DEPOSITS. 

2. THE REDUCT I ON REFLECTS THE INTERNATI ONAL TREND OF 
EASING INTEREST RATES. THIS IS HONG KONG'S SIXTH 
PR I ME RATE CUT SINCE NOVEMBER 39, 1981, I/HEN THE 
PRIME STOOD AT 17 PERCENT . THE LAST REDUCTION 
OCCURRED ON AUGUST 31 , 1982 I/HEN THE PR I ME RATE 
DROPPED FROM 12. S TO 12 PERCENT . 

3. THE RATE REDUCTION CAME IN THE WAKE OF NEGATIVE 
ECONOMIC STATISTICS. HONG KONG ' S DOMESTIC EXPORTS 
I/ERE DOWN SIX PERCENT IN BOTH SEPTEMBER ANO OCTOBER 
AS COMPARED 111TH THE SAME MONTHS LAST YEAR . HONG 
KONG 'S TRADE DEFICIT ALSO WIDENED TO REACH H.K. 
DOLLARS 886 MILLI ON W. S. DOLLARS 134.04 MILLION AT 
H. K. DOLLARS 6. 61 EQUAL U.S. DOLLAR ONE ON DECEMBER 
1) IN SEPTEMBER ANO H.K. DOLLARS 156 MILLION (U.S. 
DOLLARS 23 . 6 MILLI ON) IN OCTOBER, COMPARED WITH H. K. 
DOLLARS 215 MILLION W.S . DOLLARS 32.53 MILLION) ANO 

H.K . DOLLARS 848 MILLION (U.S . DOLLARS 128.29 
MILLION) RESPECTIVELY FOR THE CORRESPONDING PERIODS 
LAST YEAR . THE RATE CUT I/Ill PARTIALLY RELIEVE THE 
INTEREST BURDEN ON LOCAL MANUFACTURERS, ALTHOUGH A 
REAL RECOVERY DEPENDS ON FURTHER RE DUCTIONS ANO 
EXPANDED EXPORT DEMAND IN U. S. ANO EUROPEAN MARKETS. 

4. BANKERS HERE ORIGINALLY DELAYED THE RE DUC TION 
BECAUSE OF CONCERN THAT ANY MOVE WOULD OR I VE THE 
LOCAL CURRENCY TO A NEIi LOIi. THE SOFTENING OF THE 
INFLATION RATE TO NINE PERCENT IN OCT OBER FROM TEN 
PERCENT IN AUGUST DISCOUNTED PART OF THEIR WORRIES . 
THIS MEANS THAT REAL INTEREST RATES Wi ll REMAIN 
RELATIVELY STABLE AT ABOUT 1110 PERCENT. 

5. THE., ttKAB WAS UNOOUBTEOL y ENCOURAGED BLl!IE FACT 
E HONG ONG 00 LA AS STABILIZED AGAINST TE 

U. S. DOLLAR ltt RECfNJ MEE HS SINCE,NDYEM BEB JS THE 
uuma..am FOR u. s. DOL LARS HAS FL UCTUATED epwm 

JL_K, DOLLARS 61 6L0 TO H. K. DOLLARS 6. 670 VERSUS ONE 
U,S 1 DOLLAR, ANO THE SELLING RATE FOR U. S. DOLLARS 

BETWEEN H.K . DOLLARS 6. 625 TO H1 K. DOLLARS 6.695 
VER SUS ON£ u. s. o'ott'AR . PREV I OUSL y THE HONG KONG 
DOLL AR HAO WE AKE NED SUB ST ANTIALLY AGAINST THE U.S . 
DOLLAR . OVERALL, THE HONG KONG DOLLAR HAS 
OEPREC I mo sMN hRet.N l AGAINST THE u. s. 

BT 
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PRIORITY 
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P 0103052 DEC 82 2FF6 
FM SECSTATE WASHDC 

TO AMCONSUL HONG KONG PRIORIT Y;.-:: 

INFO AMEMBASS~ BEIJING PRIORI T ' 
AMEMBASSY LONDON PRIORITY 46 7= 

WHITE HOUSE ?RIORITY 831 1 

-SEC HE T $TATE 333964 

NODIS 
E. 0. 12356: DECL : OADR 
TAGS: PEPR , CH , HK. Ur 
SUBJECT: BRITISH DISC USS I C ._ 

REF: HONG KONG 19367 

1. econ •• , - ENTIRE TEXT . 

=L7JR E OF HONG KONG 

2. AT THE 'NOVEMBER 5 BRIEFI NG 7 -:: 5"l:TI S H SAID THAT 
HONG KONG CHINESE BUSINESSMEN r~= 5EE N IN EFFECTIVE IN 
EXPLAINING THE HONG KONG SIT UAT!= - o OF FICIALS IN 
BEIJING -- THEY BECOME TONGUE -TI E: := - HE Y APPROACH THE 
DRAGON THRONE . .THE (§_§CRET ARY ois [_?;JTM AT TH E FQRIHIUGHT 

.,U.S. BUSINESSMAN MIGHT BE ABLE TC ~c·,v E Y HIS OWN 
~RCEPTIONS TO THE CHINESE, CO N\' :C: ,-, E I MP ACT OF THE 

RRENT UNCERTAINTY ON THEIR 0 1-\~ -RAD E AN D I VE NT 
S N T R ULD BE 

3. YOU MAY INFORM THE GQYERNO F --L - 1/E ARE PREPARED-TO 
~I~ INFLUENTIAL PRIVATE AMER I CAS oFA QED FOR THE P~ , 

ON A VERY SELECTIVE BASIS AND 1-\ IT r ~AX IMUM DISCRETION , ON 
OUR CONCERN THAT PRC OFFICIALS ~A VE ONL Y A DIM 
APPRECIATION OF THE NATURE OF I~ VE STOR CONFIDENCE. WE 
WILL SUGGEST T O THEM THAT , SHOULD THE OCCASION ARISE , 
THEY MIGHT EXPRESS THEIR CONCE RN S AS PE RCEIVED BY 
THEMSELVES OR THEIR FIRMS ; WE SE_ : E VE IT WOULD NOT BE 
HELPFUL FOR THEM TO PARROT THE U I L I NE. INASMUCH AS 
THE APPEARANCE OF AN ORCHEST RA TED c. ~ -U.S. AP PROACH 
WOULD RISK INCREASING CHINESE IRR l,. TION . YOU MIGHT 
SUGGEST TO THE GOVERNOR THAT BUSI NESSME N 
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EXOIS 
NOFORN 
E. n 12356: OECL: OAOR 
TAGS: POIP, CH, UK, HK 
SUBJECT: UK-PRC PRIVATE CHANNEL INACTIVE ANO 

-- ·' NEGOTIATIONS AT A STANDSTILL 
REF: HONG KONG 14427 

1. (5 - ENTIRE TEXT) 

2. SUMMARY 
ALTHOUGH THE TERMS OF REFERENCE FOR THE USE OF 
THE PRIVATE UK-PRC CHANNEL SET UP HERE EARLIER HAVE 
CHANGED, THE FOREIGN OFFICE IN LONDON REMAINS 
RELUCTANT TO AUTHORIZE ITS USE BECAUSE .eM THATCHER 
CONTINUES PERSONALLY TO TAKE A HARD LINE QN THE 
ISSUE OF SOVEREIGNTY. A WELL-PLACED SOURCE WHO 
SET UP THE CHANNEL HAS BECOME INCREASINGLY 
FRUSTRATED OVER THE LACK OF MOVEMENT IN THE TALKS 
SO FAR ANO SEES THE CONTINUING OISSUSSION IN THE 
MEDIA OF PRC COMMENTS TO HONG KONG VISITORS AS A 
SIGNAL THAT BEIJING TOO IS BECOMING IMPATIENT 
WITH LONDON' S STANCE . THE BRITISH ARE ALSO REPORTEDLY 
CONCERNED THAT CHINA MAY BE LOSING CONFIDENCE IN 
THE TAL k S AND GETTING THE WRONG IMPRESSION OF HONG ~ 
KONG CITIZENS' INTERESTS IN THE UL TI MATE FATE OF 
THE COLONY. 
E_NO SUMMARY 

WELL-PLACED HONG KONG GOVERNMENT 
NOT AUTHORIZED THE . USE OF THE 

I H HE ESTABLISHED 

,:Z~~~s ~;Fi~;~x:!T~H: ~;~~~~ g~ ~AG Au ix ES OF A A 
POs'c,1997 ADMINISTRATION. OUR SOURCE CLAIMS THAT 

• FpBEIGN MINISTER PYM HASBEEVSED TO PRESENT THE IDEA 
TO PM THATCHER BECAUSE Of HEB STRONG REACTIONS TO 

HE FOREIGN OFFICE RECOMMENDATIONS ON THE FALKLANDS 
U NVI TION THATS DISMISS 

HE PROPOSAL C OF HER VIEWS ON THE V IT 
AE THE TREATIES AND BRITISH s V NTY . 
IS ALSO, ACCORDING TO OUR SOURCE , AN ONGOING DEBATE 
OVER WHAT TO SAY IN THE PRIVATE CHANNEL. ON THE 
ONE HAND, IT WOULD CLEARLY BE ADVANTAGEOUS TO 
SUGGEST THAT THERE BE LESS PUBLIC PBC COMMENT --

SECRET 
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..;:::,==~:.;,,;;,::::.;.~~e~o':-:s~I~T-=-I-::0:-:-N~S, BUT, . 
~SAGE OF THEIR nw-., TO 40D TO BRITAIN'$ STATEMENTS 
QURING THE THATCHER TALKS IN SEPTEMBER, THE 
GQllEaNOR ANO POL AO ARE AESI I AN I IO BEGIN TO USE 
THE CHANNEL. 

• 
4. OUR SOURCE, ON THE OTHER HAND, BELIEVES IT lS 
IMPORTANT TO OPEN THE CHANNEL SO THAT THE PRESENTLY 
UNPRODUCTIVE FORMAL TALKS DO NOT REMAIN THE ONL~ 
FORM OF SINO-BRITISH COMMUNICATION. HE ARGUES 
FURTHER THAT A REPACKAGING OF MRS. THATCHER'S VIEWS 
ALONG THE LINE OF J..ORD MACLEH0SE'S DECEMBER 3 SPEECH 
IN LONDON ~ONG KONG 2iifs) -- WOULD ALSO BE OF USE. 
BUT IT IS JUST IHIS POSXfION· WHICH THE FOREIGN 
MINISTER . FEELS .CANNOT BE ADVANCED AT THIS TIME. 

5 . OUR SOURCE INDICATED THAT HONG KONG 
<iQ_VERNMENT AUTHORITIES ARE ESPECIALLY TROUBLED 
~y THE RECENT VISIT OF THE HONG KONG FACT.ORY 
'2WNERS' ASSOCIATION QELfGATTQN ANO rHs liRliQtlENT, 

TSPOKEN COMMENTS OF ITS LEADER HUANG JIAN, 
MEETING WI 

CHA RMA AO CHENGZHI. 
THE BRITISH HERE ARE CONCERNED ON TWO SCORES. 
FIRST, THEY ARE DISTURBED THAT CHINESE OPENNESS 
IN CONVERSATIONS WITH THE DELEGATION SUGGESTS 
BEIJING DISSATISFACTION WITH THE FORMAL TALKS 
AND BRITAIN'S POSITION ON SOVEREIGNTY 
~ONG KONG 20001). SECOND, THEY ARE CONCERNED 

,HAT HUANG'S PUBLIC STATEMENTS ARE DECEPTIV~, 
SMOOTHING OVER MAJOR PROBLEM AREAS IN AN EFFORT 
TO REASSURE OR TO PUFF UP THE SELF-IMPORTANCE 
OF HUANG JIAN. T RITISH ARE AWARE, FOR 

PLE FROM P L MADE BY 
CELE A N LLOWIN HEIR MEETiNG 

SESRET 
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EXDIS 
NOFORN 
WI IAO, THAT THOSE EMBERS PLACE 

-~ WITH THEIR STOCK B 

6. BRITISH AUTHORITIES HERE HAVE NO DOUBT THAT 
.IHE CHINESE ALSO MONITORED THESE CAI I 5. OUR OWN 
CONVERSATIONS WITH NCNA OFFICIALS AND OTHERS 
HERE HAVE INDICATED UTTER DISDAIN FOR HUANG AND 
HIS STATEMENTS FOLLOWING HIS CHINA MEETINGS. WE 
ARE ALSO AWARE THAT NCNA MADE AN EFFORT TO SILENCE 
HIM, AT ONE POINT CALLING HUANG IN TO URGE 
T.J;jAT HE NOT ~MMENLEVBIAEB ON THE TALKS 
ADVICE WHICH HIIA"IG CHOSE IQ IGNORE <HONG KONG 
20.038). OUR SOURCE' S CONCERN IS THAT THE 

°l>ERFORMANCE OF HUANG AND HIS COHORTS CREATES 
A TOTALLY INCORRECT PICTURE OF THE FUNDAMENTAL 
INTERESTS OF THE HONG KONG PEOPLE AND EVEN ITS 
BUSINESS CLASS . ~E PRC IS ALREADY CONVINCED 
THAT THE PROPERTY~ ARONS ABE A WORTHLESS LOT wHn 
I ~N MARXIST TERMS -- ABE PLIRE EXPLOITEPS, ADDING~ 
NOTHING TO THE NET WORTH OF ANY PRODUCTION. 
SHOULD THEY NOW SEE THE FACTORY OWNERS -- WHO IN 
MARXIST TERMS AT LEAST ARE PRODUCERS -- OPERATING 
IN A STRICTLY SELF-INTERESTED MANNER, OUR SOURCE 
BELIEVES IT WOULD COMPLICATE THE EFFORTS OF 
THOSE IN THE CHINESE LEADERSHIP WHO WISH TO PRESERVE 
HONG KONG ' S EXISTING ROLES AND A SEMBLANCE OF ITS 
PRESENT SYSTEM. 

7. @MMENT 
OUR SOURCE HAS GONE CONSIDER ABL Y BEYOND HIS 

- ~UTHORITY IN TELLING US OF CURRENT INTERNAL UK 
PROBLEMS ~N THE SINO-BRITISH TALKS. HIS REMARKS 

~ND ALL R FERENCES TO THE EXISTENCE OF A PRIVATE 
CHANNEL TO THE CHINESE SHOULD BE ABSOLUTELY 
PROTECTED. WE ARE SYMPA'fHETIC TO HIS VIEWS 
OF BEIJING' S MISUNDERSTANDING OF THE FEELING OF 
THE HONG KONG PEOPLE BASED ON LEADERSHIP MEETINGS 
WITH HONG KONG BUSINESSMEN BUT SEE NO IMMEDIATE 
WAY AROUND THIS IMPASSE . 
WILLIAMS 
BT 
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EXDIS 
NOFORN 
E. O. 12356: DECL: OADR 
TAGS: PEPR , CH, HK, UK 
SUB JE CT: F UTU RE Of HONG KONG: 
REF: ~ j HONG KONG 020415, ~I 

~I HONG KONG 020001, ~I 
~I HONG KONG 020662 

1. CONFIDENTIAL - ENTIRE TEXT. 

BRITISH STANCE 
HONG KONG 020276, 
HONG KONG 019898, 

2. SUMMARY: THATCHER VIEWS BRITISH SOVEREIGNTY OVER 
HONG KONG AS NEGOTIABLE, THOUGH ONLY WITHIN THE CONTEXT 
OF AN OVERALL SETTLEMENT COOVERING FUTURE ADMINISTRATION, 
ECONOMIC ARRANGEMENTS, AND THE WELL-BEING OF THE PEOPLE 
OF HONG KONG, ACCORDING TO THE FCC WORKING LEVEL. FORMAL 
TALKS WITH PEKING HAVE MOVED SLOWLY WHILE THE PRC SHIFTED 
MPA STAFF AND CONDUCTED ITS PUBLIC CAMPAIGN ON BEHALF OF 
ITS OWN POSITION. OTHER THAN THE FORMAL NEGOTIATIONS AND 
CHINA' 5 PUBLIC MONOLOGUE, NO OTHER CHANNEL OF COMMUNICATION 
IS CURRENTLY IN USE. HONG KONG IS NOT A DOMESTIC POLITI
CAL ISSUE IN THE UK , ANO HAS DRAWN LITTLE PUBLIC ATTENTION 
SINCE THATCHER' 5 VISIT. END SUMMARY . 

3 . OPENING UP FOR THE FIRST TIME ON THE UK-PRC TALKS, 
THE FCO HONG KONG DESK OFFICER GAVE US A FULL RUN-DOWN 
DECEMBER 15 . HE EMPHASIZED THE NEED FOR STRICT 
CONFIDENTIALITY AND THE FACT THAT HMG IS NOT BRIEFING 
OTHER COUNTRIES. REFLECTING THE TIGHT HOLD ON THIS 
ISSUE SINCE THATCHER' 5 TRIP , FCO OFFICERS IN EARLIER 
CONTACTS HAVE BEEN CAREFUL NOT TO GO BEYOND REFERENCES 
TO PUBLIC STATEMENTS ANO TO ASSISTANT UNDER SECRETARY 
DONALD' 5 BRIEFING IN WASHINGTON. 

4. PEKING TALKS: THE UK AMBASSADOR IN PEKING MET THREE 
TIMES (TWICE IN OCTOBER, ONCE IN DECEMBER) WITH VICE 
FOREIGN MINISTER ZHANG WEN JIN BEFORE THE LATTER ' 5 
REASSIGNMENT AS AMBASSADOR TO THE U. 5 . ZHANG ' 5 SUCCESSOR 

(YAO GUANG, FORMER AMBASSADOR IN PARISI IS EXPECTED TO 
BE THE NEW INTERLOCUTOR , BUT TALKS ARE NOT LIKELY TO 
RESUME BEFORE THE NEW YEAR . CHINA' 5 RECENT CHANGE OF 
FOREIGN MINISTERS IS ANOTHER DELAYING FACTOR. HMG DOES 

-£0NFIBENflAb 
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NOT BELIEVE THAT HANDLING OF THE HONG KONG ISSUE WAS AN 
ELEMENT IN THE MFA PERSONNEL CHANGES . THOUGH TALKS HAVE 
THUS FAR BEEN ONE-ON-ONE , HMG IS NOT AVERSE TO WIDENING 
EITHER SIDE ' S TEAM AT A LATER STAGE , POSSIBLY WITH THE 
HONG KONG GOVERNOR JOINING IN. 
THE FCO DESCRIBED THE ATMOSPHERE OF THE TALKS AS 
"PLEASANT." IN EARLY SESSIONS, ZHANG STATED CHINESE 
WILLINGNESS TO CONDUCT TALKS , BUT ONLY ON THE PREMISE 
THAT CHINA WOULD RECOVER SOVEREIGNTY IN 1997 . THE UK 
OBJECTED, AS THIS CONTRAVENED THE THATCHER-DENG AGREEMENT 
THAT THERE WOULD BE NO PRECONDITIONS. AT THE LAST 
SESSION THE UK STATED ITS WILLINGNESS TO DISCUSS 
SOVEREIGNTY, BUT ONLY AS ONE ELEMENT 00 A AACKAGE 
ADDRESSING ALL FACETS OF HONG KONG'S FUTURE. ZHANG SAID 
HE WOULD REPORT THIS TO THE NEW FOREIGN MINISTER AND LET 
THE BRITISH KNOW WHEN THE CHINESE WERE READY FOR THE 
NEXT SESSION. THE BALL REMAINS IN THE CHINESE COURT. 

5. PUBLIC DISCUSSIONS: HMG SEES THE CHINESE PROPAGANDA 
CAMPAIGN AS AN ATTEMPT TO GRADUALLY ACCUSTOM THE HONG KONG 
PUBLIC TO THE IDEA OF A CHINESE TAKEOVER . THE FCO 
SEE NO POINT IN TRYING TO COUNTERACT THE PROPAGANDA AT 
THIS LEVEL , THOUGH THE UK HAS TAKEN SEVERAL PUBLIC STEPS 
(AS REF E POINTS CUTI TO REASSURE THE PEOPLE 0F HONG KONG 

OF ITS COMMITMENT TO THEM. 

6 . INTERMEDIARIES: THE UK IS ACTIVELY CONTINUING ITS 
EFFORTS TO EDUCATE THE CHINESE , BY ENCOURAGING A WIDE 
VARIETY OF HONG KONG AND FOREIGN BUSINESS PEOPLE TO 
EXPLAIN HONG KONG'S NEEDS TO PEKING. ACKNOWLEDGING THE 
RELUCTANCE OF THOSE FROM HONG KONG TO SPEAK CANDIDLY IN 
PEKING, THE FCO OFFICIAL SAID, " IT ' S THEIR FUTURE : IF 
THEY AREN'T WILLING TO STAND UP FOR THEIR INTERESTS NOW, 
WHAT CAN THEY EXPECT? " 

THE FCC FEELS THE CHINESE HAVE BEGUN TO UNDERSTAND MORE 
OF THE LEGAL / FINANCIAL COMPLEXITIES OF HONG KONG ' S 
SYSTEM, AND SEEM TO REAL I ZE THAT IT MUST BE PRESERVED FOR 
HONG KONG TO CONTINUE TO PROSPER . THE PHRASE " TWO 
SYSTEMS IN ONE COUNTRY" AND THE WORD " CAPITALISM" ARE 
BT 
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EXDIS 
NOFORN 
APPEARING MORE AND MORE FREQUENTLY IN PUBLIC AND SECRET 
PRC DOCUMENTS. 

7 . HOW UK SEES THE FUTURE: THATCHER ' S PRIORITY IS TO 
"SEE HONG _KONG ALL RIGHT" -- TO PROVIDE A CONTINUING, 
RELIABLE , TRUSTWORTHY SYSTEM OF GOVERNMENT THAT WILL 
ALLOW THE PEOPLE OF HONG KONG TO CONTINUE THEIR WAY OF 
LIFE UNDISTURBED . IF THIS CAN BE GUARANTEED , SOVEREIGNTY 
AND OTHER ISSUES ARE OPEN TO NEGOTIATION. 
THATCHER IS GENUINELY WILLING TO VARY THE OLD HONG KONG 
TREATIES AS SHE STATED IN HONG KONG. AS A LAWYER SHE 
HOLDS THE TREATIES AS STILL VALID -- BUT THEY ARE NOT 
SACRED. ON THIS QUESTION THE FCC OFFICIAL FELT LEHANE 
~EF Af HAD QUiTE MISSED THE POINT. 

HMG IS THINKING IN TERMS OF A GRADUAL, PHASED HANDOVER OF 
FUNCTIONS TO HONG ~0NG/PRC CHINESE. THE PERIOD OF TURN
OVER COULD BEGIN AT ANY TIME AND END BEFORE, AT , OR 
AFTER 1997 -- OR ITS END COULD EVEN BE LEFT TO FURTHER 
NEGOTIATION. AL TERNA TI VEL Y, A TURNOVER " NOTICE" MECH AN I SM 
COULD BE SET UP . HMG IS OPEN TO SUGGESTIONS . DURING 
THE HANDOVER PERIOD , CHINESE ADMINISTRATORS WOULD BE 
INCREASINGLY BROUGHT INTO ADMINISTRATIVE ROLES , GRADUALLY 
GAINING INCREASED EXPERIENCE AND UNDERSTANDING OF HONG 
KONG'S COMPLEX SYSTEM. 
WHILE MAINTAINING HONG KONG'S BASIC SYSTEM, THE UMBILICAL 
TIE TO LONDON COULD BE GRADUALLY DIMINISHED . FOR EXAMPLE , 
THE CHINESE SUGGESTION THAT HONG KONG HAVE ITS OWN 
COURT OF APPEAL RATHER THAN REMAIN TIED TO THE LONDON 
COURT , IS REGARDED BY FCC AS FEASIBLE. 
THE UK HAS NOT YET RAIS ED ANY OF THESE POSS I BI LI TIES WITH 
THE CHINESE . IT HAS NOT USED ANY STALKING HORSES OR 
CONFIDENTIAL , INFORMAL INTERMEDIARIES. THOUGH IT HAS 
REPEATEDLY SUGGESTED TO THE CHINESE THAT A NEW, "EQUAL" 
TREATY COULD SUPER CEDE THE OLD , "UNEQUAL " ONES, THE 
CHINESE HAVE NOT YET ACKNOWLEDGED THIS POSSIBILITY. HMG 
REMAIN HOPEFUL , HOWEVER, THAT AN AGREEMENT CAN BE 
REACHED. THEY ARE NOT OVERLY CONCERNED ABOUT THE INITIAL 
SLOW PACE OF THE TALKS , POINTING TO THE LONG PERIOD WHEN 
CHINA REFUSED EVEN TO TALK ABOUT THE FUTURE. 
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8. UK DOMESTIC CONSIDERATIONS: THE UK ELECTORATE HAS 
NOT BEEN CONCERNED ABOUT HONG KONG. AS LONG AS THERE IS 
NO WAVE OF HONG K0NG IMMIGRANTS TO BRITAIN OR A SERIOUS 
SETBACK KOR HONG KONG .. ELATED BUSINESS AND BANKING , 
THATCHER DOES NOT ANTICIPATE THAT HONG KONG WILL BE A 
FACTOR IN THE UPCOMING BRITISH ELECTIONS. SHE IS 
FOLLOWING THE QUESTION CLOSELY , HOWEVER, AND CONTINUES 
TO SEE A STREAM OF VI SI TORS FROM HONG KONG, PICKING THEIR 
BRAINS TO KEEP TRACK OF THEIR CONCERNS. OUR CONTACT DENIED 
THERE WAS ANY FUNDAMENTAL DISAGREEMENT BETWEEN THE PM 
AND THE FCC OVER HONG KONG. 

9. REASONS FOR UK OPTIMISM, FINALLY , OUR RCO CONTACT 
LISTED FOUR "TRUMP CARDS" THAT FAVOR A POSITIVE OUTCOME 
TO THE TALKS: 

UK SOVEREIGNTY IS A POWERFUL BARGAINING CHIP. 
THE HONG KONG ECONOMY IS MUCH VALUED BY THE PRC. 

UK-PRC RELATIONS ARE GENERALLY EXCELLENT; COMMERCIAL , 
SCIENTIFIC AND CULTURAL TIES ARE GROWING. 
CHINA'S DESIRE TO ATTRACT TAIWAN BACK INTO THE FOLD 
CAN BE HELPED BY A SATISFACTORY HONG KONG AGREEMENT . 

10. COMMENT: FOLLOWING THE QUESTIONING IN THE PRESS HERE 
OVER THATCHER'S PUBLIC STATEMENTS DURING HER FAR EAST 
TRIP , HONG KONG HAS FEATURED VERY LITTLE IN THE MEDIA. 
HMG APPEARS TO WANT TO KEEP IT THAT WAY AND TO BE 
CAREFUL NOT TO TAKE HASTY POSITIONS IN THE FORMAL TALKS . 
THE BRITISH ARE WATCHING SUCH KEY INDICATORS AS THE HONG 
K'ONG INDEX, PROPERTY VALUES , INTEREST RATES, CURRENCY 
BT 
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EXOIS 
NOFORN 
FLOWS, ANO CURRENCY EXCHANGE ;RATES , BEARING IN MINO THAT 
PURELY ECONOMIC AS WELL AS POLITICAL FACTORS PLAY A ROLE. 
THEY APPEAR TO BELIEVE THE VERY APPEARANCE OF UNHURRIED 
CONNIDENCE MAY BECOME A SIGNIFICANT TACT0R IN MAINTAINING 
HONG KONG ' S STABILITY WHILE DISCUSSIONS TAKE THEIR 
LEISURELY COURSE . END COMMENT. LOUIS 
BT 
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TAGS: XE , PINR , CH , UK , HK 
SUBJECT: INR ' S EAST ASIA AND PACIFIC WEEKLY HIGHLIGHTS, 
DECEMBER 12-18, 1982 , REPORT NO. 47, SUPPLEMENT 1 

1. SINO-BRITISH DISCUSSIONS ON HONG KONG 

A. NEITHER CHINA NOR BRITAIN HAS YIELDED ON d ONDITIONS FOR 
STARTING FORMAL NEGOTIATIONS ON THE FUTURE OF HONG KONG, AC
CORDING TO A KNOWLEDGEABLE SOURCE. T~ E CHINESE CONTINUE TO 
INSIST BRITAIN ACKNOWLEDGE CHINESE soVE HE 
C G 
0 E 
CONSIDERING THE SOVEREIGNTY ISSUE. 

B. DESPITE THIS APPARENT IMPASSE--AND THf POSSIBII I IX I HAT 
~RS It-f A+~HE Fll ii POSX JI ON HAS HARDENED WI TH RESPECT IP I HE 

ALIDITY OF THE 19TH CENTURY TREATIES AND HER MO L RESPON-
--BRITISH 0 

ENCOORAGED THAT THE SERIOUS ATTENTION THE CHINESE ARE GIVING 
TO BRITISH PROPOSALS PRESAGES AN EVENTUAL WILLINGNESS TO 
BARGAIN. SPECIFICALLY, THE BRITISH ARE OFFERING TO "EDUCATE" 
THE CHINf5f ON THE ADMINISTR ATIVE REAL ITIES OF GOVERNING 
~ONG KONG AND ARE S UGGESTING THAT FORMAL ARRANGEMENTS WORKED 
OUT BY LONDON AND BEIJING BE CODIFIED IN A CONSTITUTION 

WRITTEN BY REPRESENTATIVES OF THE PEOPLE OF HONG KONG. 

C. AS PART OF THOSE ARRANGEMENTS, TO AP-
POINT THE DEPUTY GOVERNOR rrHE ONG 
KON E L E ORS. THIS WOULD 
~ EA VE THE BRITISti I N CONTROL Of QAX-IP-QAY PFf~ATIONS A 
SITUATION THAT TH E CHINESE HAVE ALREADY INDICATED IS UN
A CCEPTABLE . ACCORDING TO AN OTHER KN OWLEDGEAB LE SOURtt, THE 
CHINE S E CONTINUE TO PUSH THE CONCEP SP C INISTRA-

IVE O URE OF THE BRITISH 
AND o -
MI STAND 

JJ-/J:-:~J:,7,?!.["'!~~:.J..",:.j~::,_-:--!i-,fi..-_;.~'-;,{/i£.:~,J~~~/~~f!£i?;1,~'7.t!.:_...:,4't-4'~~1tt,iJ~~~~A~-
CEPTING A ROLE FOR THE BRITISH EXPATRIATES WITHIN THE FRAME
WORK OF THE SAZS, FOR EXAMPLE , THE CHINESE HAVE DEMONSTRATED 
THAT THEIR INTRACTAB LE RHETORIC ON SOVEREIGNTY DOES NOT 
PRECLUDE FLEXIBILITY ON SUBSTANTIVE ISSUES. IT IS UNCLEAR , 
HOWEVER , WHETHER FLEXIBILITY CAN BE TRANSLATED INTO CON-
F I DENCE . <RGOLDBERGl DAM 
BT 
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HONG KONG 

The Hong Kong economy has been hit by the negative ef fects of worl d recession 
and uncertainties concerning the future political status of the colony. The 
modest recovery we expect in the U.S. economy in early 1983 will not benefit 
Hong Kong until at least second-quarter 1983. Domestic activity in Hong Kong 
has waned, with investor confidence reduced by liquidity strains and exports 
suffering from slack foreign demand. Hong Kong's economic growth for 1982 is 
estimated at less than half the 198l rate. On the brighter side, inflation 
has slowed substantially and Hong Kong's trade and current account deficits 
.have narrowed. Activity should pick up somewhat in second-half 1983, but 
growth is unlikely to match the very rapid rates of recent years. 

Growth 

rhng l~ong 1 s real GDP growth rate decelerated signifi cantly in 1982, 
ref lecting the effects of recession abroad and some concern over Hong Kong' s 
future. Inconclusive talks between U.K. and PRC officials about the future 
administration of Hong Kong created uncertainty which resulted in sharp 
short-term declines in the stock market and the value of the Hong Kong dollar 
and led to some temporary strains in the financial market. Whereas in 1981 
Hong Kong experienced strong domestic demand and export growth, these sources 
of stimulus slowed in 1982 and are unlikely to revive until around mid-1983. 
Private consumption expenditures grew more slowly in 1982, and the stimulus 
provided by the property and stock markets in 1981 was absent. Land prices 
are declining, and there is an oversupply of apartment and office space. The 
manufacturing sector, the largest employer in Hong Kong, has been negatively 
affected by weak overseas demand for Hong Kong exports. 

Investment by the government in public housing and in large projects like the 
Mass Transit Railway has grown rapidly, but 1 ower-than-anti ci pated revenues 
are likely to lead to Hong Kong's first budget deficit since FY1974/75 
(ending March 31). Hong Kong's financial and service sectors are performing 
relatively well. In 1983 Hong Kong's economic growth should accelerate to 
about 5½% as the pickup in activity abroad increases demand for the colony's 
exports and boosts manufacturing production. The financial and service 
sectors, however, will continue to be the major growth sectors. Public 
spending is likely to be constrained by lower revenues from land sales, 
traditionally the government's single largest revenue source, and uncertainty 
about Hong Kong's future will persist. 

Inflation 

Hong Kong's inflation rate decelerated substantially in 1982. Money supply 
growth slowed, domestic demand was weaker, property prices and rents 
declined, and inflation abroad decelerated. For 1983 we expect inflation to 
slow further to about 9½%. Although increased economic activity in 
second-half 1983 and continued weakening of the Hong Kong dollar will create 
upward pressures on inflation, the rate will be reduced by sluggish demand in 
the first half of the year and by weakness in rents and property prices. 

I 
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Labor 

Hong Kong's employment situation has deteriorated somewhat over the past 
year, but unemployment is still at a very low rate of about 3½%. The 
recession is most evident in the manufacturing sector, where employment 
apparently did not increase in 1982 and real wages have been growing very 
slowly. In the services sector, employment and wages have continued to 
rise. Over the medium tenn, wages in the financial and services sectors can 
be expected to continue outpacing those in manufacturing. 

External Sector 

Since late 1981 the effects of weak external demand have become evident in 
Hong Kong's external accounts. The colony's exports and imports experienced 
sharply slower growth in 1982 in Hong Kong dollar tenns (about 3½% and 3%, 
respectively) and declined in U.S. dollar tenns--due to the Hong Kong 
dollar's depreciation. The greater slowdown in imports than exports resulted 
in a smaller trade deficit in both currencies. No significant pickup in 
export growth is expected until at least second-quarter 1983. Import growth, 
however, is also likely to accelerate, resulting in a somewhat larger HK$ 
trade deficit. The depreciation of the colony's currency will probably 
result in unchanged exports and imports in U.S. dollar tenns. 

The invisibles surplus is estimated to have declined slightly last year. 
Earnings from shipping and other services are unlikely to have shown much 
improvement, given the generally depressed world economy. Net tourism 
earnings probably decreased as foreign travel by Hong Kong residents grew at 
least as rapidly as tourism to the colony. In 1983 service earnings may rise 
somewhat, but net tourism receipts are likely to decline again. Although the 
current account deficit should be stable, it is likely that capital outflow 
will increase from pre-1982 levels because of investor nervousness, but this 
should level off in the med i um term as the futu re of Hong Kong is more 
clearly defined. 

1966-73 1973-80 1981 1982e 1983 
(annual average) forecast 

Real GDP(% change) 9.1 9.4 11.0 3.5 5.5 
Consumer Prices (% change) 7.7 8.4 15.0 10.5 9.5 

1979 1980 1981 1982e 1983 
forecast 

(billion U.S. dollars) 

Exports 15.2 19. 7 21.8 20.7 20.7 
Imports (c.i .f.)* 17.2 22.4 24.7 23.3 23.3 
Trpde Balance (Adjusted)** -2.1 -2.7 -3.1 -2.6 -2.6 
Net Services and Transfers 1. 6 1.6 1.6 1.5 1. 5 
Cu rrent Account Balance - 0 . 5 -1.1 -1.5 -1.1 -1.1 

*Including imports of water 
**Adjusted to account for imports of gold for industrial and commercial use. 



OAIGIN / ACTION 
DEPARTMENT OF STATE 

A-001 ~ONFIO!HTIAb/NO FORN 
NO , 

DEPARTMENT OF STATE 
UOf RELEASABLE TO FOREIGN NATIOHAt S 

BEIJING, GUANGZHOU, SHANGHAI, TAIPEI, TOKYO 

AOl'I COM FFIB FROM AMCONSUL HONG KONG DATE: 04 Jan 1983 

INT · LAl!I TAR 
SUBJECT : HONG KONG STEEL MAGNATE ON MEETING WITH LIAO CHENGZHI 

TR XMl!I AIR ,Ftl1TAGS: CH, HK, UK, PEPR, PINT, PINR ...._, 

® A l'IMY CIA NAVY t- 0. 12356: DECL: OADR 
010 USIA NSA 

SUMMARY 

A RELIABLE MEMBER OF THE HONG KONG FACTORY OWNE~S DELEGATION 
1-,;..-'-"---L----1TO BEIJING HAS CONFIRMED MANY OF THE POINTS THE GROUP LEADER 

DIST: 
CG 
XO 
POL-6 
EC - 2. 
EXS-2 
CO t-tS 
DLO 
FBi s° 

' .usis 
1 Cl-IRON 

I 

1 
f .. 

HAD EARLIER MADE TO CONGENOFFS CONCERNING LATE NOVEMBER 
DISCUSSIONS WITH NPC VICE CHAIRMAN LIAO CHENGZHI. ~ 
EMPHASIZED THAT AFTER THE PRC REGAINS SOVEREIGNTY OVER HONG 

N 1997, BRlTISH ADMIN+STRATION WILL END, AND THE 
J-Jjl.lLJl.~..,.....,i;..pi.-,_.w..L.L-L.-Q.,C_J....C...t:..J..-l..Y-.IUlrt.u..J,..Wll.u_.1..n.~I~~SE. THE PRC HAS 

EXERCISED SOME CAUTION IN PUBLICIZING LIAO'S REMARKS, PERHAPS 
BECAUSE THE TOP LEADERS HAVE NOT YET MADE FIRM DECISIONS ON 
THE FUTURE OF HONG KONG OR BECAUSE THEY DO NOT WISH TO 
PERTURB EXCITABL~ HONG KONGERS. 

END SUMMARY 

POLOFF RECENTLY MET WITH LOCAL STEEL MAGNATE FRANK PONG TO 
DISCUSS HIS LATE NOVEMBER MEETING WITH NPC VICE CHAIRMAN 
LIAO CHENGZHI AS A MEMBER OF THE HONG KONG FACTORY OWNERS 
DELEGATION. PONG ~OOK DETAILED NOTES ON THE MEETING AND 
$...EPARATELY BRIEFED PQLPEE AND THE BRITISH POLITICAi ADVISQ~ 
OFFICE ON LIAO' THE BRITISH HAVE VOUCHED FOR ' 

G'S RELIABILITY, EXPLAINING THAT THEY HAVE INDEPENDENT 
,. CQNFIRMATION OF PONG'S VERSION OF THE MEETING WITH LIAO. t .: ," ·~\ l .. '.: \ ;· '! ; ' I + ' , , 

., , iHE PONG FAMILY EVIDENTLY HAS A FAIRLY CLOSE RELATIONSHIP 
.,I''.' I '" I '~ ,,1;l ,Wl:>lyl LIAO, WHO FREQUENTLY ENTERTAINS FRANK PONG' S PARENTS 

,.. , , ~ - ·' 1 r 1Ar''HIS HOME. 
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THE BRINK OF DEPRESSION. (COMMENT: WE DOUBT WHETHER SUCH 
ASSURANCES CONCERNING CHINA'S ECONOMIC PROSPECTS CARRIED 
MUCH WEIGHT WITH THE HONG KONG CAPITALISTS. END COMMENT.) 

WHILE VERY DEFINITE ON CHINA'S EVENTUAL GOAL TO ASSUME 
ADMINISTRATION OF HONG KONG, LIAO WAS VAGUE ON SPECIFICS 
AND DID NOT GIVE CLEAR ANSWERS TO THE DELEGATION'S 
QUESTIONS CONCERNING PASSPORTS AND CURRENCY IN THE POST-
1997 ERA. THE VICE CHAIRMAN MERELY REPLIED THAT HONG 
KONGER$ WOULD BE TREATED LIKE OTHER OVERSEAS CHINESE FOR 
PURPOSES OF TRAVEL, AND THAT SUITABLE SOLUTIONS TO OTHER 
QUESTIONS WOULD EVENTUALLY BE WORKED OUT. AS FOR PROPERTY 
OWNERSHIP, LIAO EXPLAINED THAT INDIVIDUALS COULD HAVE TITLE 
TO THEIR HOMES BUT THAT THE LAND WOULD BELONG TO THE STATE. 
(COMMENT: PONG DID NOT CONFIRM HUANG JIAN'S REPORT THAT 
THE HONG KONG AND SHANGHAI BANK AND CHARTERED. ~ANK COULD 
CONTINUE TO ISSUE CURRENCY UNDER PRC RULE OR . THAT BEIJING 
WOULD TRY TO CHANNEL FUNDS AWAY FRO~ SPECULATIVE ACTIVITIES 
AND TOWARD INDUSTRY. END COMMENT.) DESPITE THE LACK OF 
SPECIFICITY, MpST ~EMBERS OF THE DELEGATION WERE OPTIMISJIC 
ABOUT HONG KONG'S EIITIIRE A FTEe TAI KING WITH I IAO AND BE
lIEVED THAT BEIJING WOULD PROCEED RATIONALLY IN NEGOTIATIONS 
WITH LONDON. 

PONG SENSED THAT OTHER PRC OFFICIALS WERE MORE RELAXED WITH 
THE GROUP AFTER LIAO HAD EXPLAINED THE PARTY LINE TO ~HE 
DELEGATION. PONG WAS PARTICULARLY IMPRESSED WITH THE 
HOSPITALITY QF A TIANIIN VICE MAYOR, 0 WHO LIKE LIAO,' 

' PREDICTED THAT HONG KONG WOULD NOT BE FULLY INTEGRATED WITH 
CHINA FOR ANOTHER 100 TO 200 YEARS. THIS OFFICIAL ALSO 
STRESSED THE IMPORTANCE OF MAINTAINING A FAVORABLE INVEST
MENT CLIMATE AND ECONOMIC STABILITY AS WELL AS INSURING THE 
WELFARE OF HONG KONG'S 5.5 MILLION CHINESE. 

COMMENT: THE CHINESE HAVE REPORTED LIAO'S STATEMENTS WITH 
CONSIDERABLE CAUTION, REVEALING ONLY SOME OF THEM IN THE 
LOCAL PRC AFFILIATED PAPERS AND GIVING NO CLUE OF HIS 
REMARKS IN THE MAINLAND PRESS (HK 20001). THE LOCAL 
XINHUA OFFICE ALSO ASKED DELEGATION LEADER HUANG JIAN TO 
REFRAIN FROM PUBLICIZING LIAO'S COMMENTS, ~UT THE BUSINESS
MAN WAS NOT TO BE SILENCED. REFLECTING DISPLEASURE WITH 
THE UNRULY HONG KONGER, A XINHUA REPRESENTATIVE IN A PRI
VATE CONVERSATION WlTH CONGENOFF CAST ASPERSIONS ON HUANG 
JIAN'S VERACITY (HK 20038). ' 

BEIJING'S CAUTION IN PUBLIC I ZING LIAO'S REMARKS MAY SUGGEST 
THAT THE VICE CHAIRMAN'S COMMENTS WERE INTENDED FOR A 
SELECTED AUDIENCE AND DID NOT REFLECT CONCRETE DECISIONS 
CONCERNING THE FUTURE OF HONG KONG. DA GONG BAO PUBLISHER 
FE! YIMING TOLD CONGENOFFS THAT LIAO WAS NOT THE LEADING 

' 
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