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Pages
92246 CABLE HONG KONG 10511 2 7/2/1982 BI

R 6/21/2012 M299/1

92247 CABLE 0923457 JUL 82 1 7/9/1982 Bl B3
D 12/20/2017  M299/1

92248 CABLE HONG KONG 11153 1 7/15/1982 Bl
R 6/21/2012 M299/1

92249 CABLE HONG KONG 11553 1 7/22/1982 Bl
R 6/21/2012 M299/1
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92251 PAPER RE HONG KONG 2 7/28/1982 BI B3
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Freedom of Information Act - [5 U.S.C. 552(b)]

B-1 National security classified information [(b)(1) of the FOIA]

B-2 Release would disclose internal personnel rules and practices of an agency [(b)(2) of the FOIA]
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B-6 Release would constitute a clearly unwarranted invasion of personal privacy [(b)(6) of the FOIA]

B-7 Release would disclose information compiled for law enforcement purposes [(b)(7) of the FOIA]

B-8 Release would disclose information concerning the regulation of financial institutions [(b)(8) of the FOIA]
B-9 Release would disclose geological or geophysical information concerning wells [(b)(9) of the FOIA]

C. Closed in accordance with restrictions contained in donor's deed of gift.
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92263 CABLE

R 6/21/2012 M299/1
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D 12/20/2017 pM299/1

8/23/1982 Bl B3

Freedom of Information Act - [5 U.S.C. 552(b)]

B-1 National security classified information [(b)(1) of the FOIA]

B-2 Release would disclose internal personnel rules and practices of an agency [(b)(2) of the FOIA]
B-3 Release would violate a Federal statute [(b)(3) of the FOIA]

B-4 Release would disclose trade secrets or confidential or financial information [(b)(4) of the FOIA]
B-6 Release would constitute a clearly unwarranted invasion of personal privacy [(b)(6) of the FOIA]
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INFO OCT-@¢0 COPY-01 ADS-00 AID-@7 INR-10Q S58-10 CIAE-00O
EB-08 H-01 EXIM-82 NSC-01 NSAE-0@ COME-GQC LAB-02
TRSE-80 OPIC-07 CEA-01 OoMB-921 STR-123 SIL-01 FRB-01
ICAE-0B@ SP-02 /385 W -
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R 61@8538Z JuL 82

FM AMCONSUL HONG KONG "
TO SECSTATE WASHDC 1712

INFO AMEMBASSY LONDON

AMEMBASSY BEIJING

AMCONSUL GUANGZHOU

AMCONSUL SHANGHAI

UNCLAS HONG KONG 18371 »

E.O. 128657 N/A
TAGS: EFIN, EINV, PEPR, CH, UK, HK
SUBJT HONG KONG GOVERNMENT GUARANTEES HOME LOANS

BEYOND 1987

o I. WITH THE LEASE ON THE NEW TERRITORIES DUE TO
EXPIRE JUNE 30, 1837 - FIFTEEN YEARS FROM TODAY, THE
HONG KONG GOVERNMENT (HKG) PLEDGED TO GUARANTEE
FIFTEEN YEAR HOME OWNERSHIP SCHEME MORTGAGES BEYOND
THIS DATE. THE GOVERNMENT GUARANTEE SHOULD HELP CALM )
ANY ANXIETY AMONG PARTICIPATING BANKS AS THE K G(/evs
-

COUNTDOWN TO THE LEASE EXPIRATION DATE DRAWS NEARER

2. UNDER THE PROGRAM, THE HKG HAS AGREED TO GUARANTEE
THE OUTSTANDING PRINCIPAL AND INTEREST ON MORTGAGES
UNDER ThE HOME OWNERSHIP SCHEME. MORTGAGES UNDER THE
SCHEME ARE FOR FIFTEEN YEARS. THIS PROGRAM IS TO
HELP MEET THE HOME OWNERSHIP ASPIRATIONS OF HONG
KONG’ S LOWER MIDDLE INCOME FAMILIES. BY YEAR END
1882, THE GOVERNMENT WILL HAVE SOLD SOME 24, @08 FLATS
= SINCE THE SCHEME'S INCEPTION IN I378. THE HKG AIMS
TO BRING AN AVERAGE OF 5, @80 FLATS ON TO THE MARKET A
EVERY YEAR WITH ANOTHER 5, 866 A YEAR IN THE PRIVATE 3
SECTOR PARTICIPATION SCHEME STARTING IN 1484, AT
PRESENT SOME 58 BANKS AND DEPOSIT TAKING COMPANIES -
THE MAJOR FIRMS IN THE LOCAL BANKING COMMUNITY - HAVE
LENT MONEY TO HOME OWNERSHIP SCHEME BUYERS.
3. FIFTEEN YEAR MORTGAGES - WHERE BANKERS WwOULD BE
PLACED IN THE POSITION OF ADVANCING LOANS FOR
MORTGAGES NOT BACKED FOR THE FULL FIFTEEN YEARS BY
THE SECURITY OF PROPERTY ~ ARE NOT A PRESSING PROBLEM
IN THE PRIVATE SECTOR. HERE MOST MORTGAGES RUN FOR A
TWELVE YEAR MAXIMUM. IN PRACTICE, THE REPAYMENT
PERIOD IS OFTEN LESS AS MANY HOME PURCHASERS PREFER
TO REPAY 'LOANS AS SOON AS THEY CAN AFFORD TO DO SO.

'”mnm”m”m“WHMHHMHWHmHmumnmnmnmnmnm

4, COMMENT: THE HKG HOME LOAN GUARANTEE IS MORE
IMPORTANT PSYCHOLOGICALLY TO REASSURE BANKERS AND
INVESTORS THAN IT IS IN FINANCIAL TERMS. THE AMOUNT
OF MONEY INVOLVED IS RELATIVELY SMALL. IN THE PAST,
HOWEVER, THE BRITISH GOVERNMENT HAS GUARANTEED
SUBSTANTIAL LOANS FOR THE CASTLE PEAK POWER PLANT
EXTENDING TO THE YEAR 2002. THE REAL TEST OF THE
GOVERNMENT' S WILLINGNESS TO GUARANMTEE LOANS BEYOND
THE LEASE EXPIRATION DATE WILL COME WHEN FINANCING
MUST BE ARRANGED FOR MAJOR UPCOMING PROJECTS SUCH AS
THE NEW AIRPORT. LEVIN

UNCLASSIFIED
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ACTION EA-12
INFO OCT-20 COFY-21 AD>-020 INR 10 FUR 12 SS-1¢@ CIAE-2@
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CHINA POSTS COLLECTIVH

CINCPAC HONOLULU HI

- 0N—F—F—P—FN—P—F—f—1 SECTION 4. OF
CINCPAC FOR PCLAL

E.0. 12065: ’RDS-4 7/1 22082 (LEVIN
TAGS: PEPR, EINV, CH EHK, UX
SUBJECT :
- HONG KONG 1997 PROELIM

REF: A) HONG {ONG 942@; B:' ZONG 4<ON -

1. (C) SUMMARY.

A HONG KON MAGATINE SAYS TH::

22 HONG «<ONG 12511

BURTO :: 03-M

REPORT OF BEIJING GUIDE.IZES FOR RESOLVING

1 ‘.0:‘_,‘|

POLICY-MAKERS HAVE SET GEVERAL GUIDELI ES FO® 'REC
SOVERE GNTY" OVER HOWG KONG AND M2CAO IN 7iE HOT-
DISTANT FUTUZX UNDER ~ "ONE CJUNTRY, TWO SYSTE4S
THAT WOULD ALLOW CAPITALISM TO CONT WUE T¢ DEVILOF
THESE AREAS. WITH REGARD TO SPECIFIC ARR:AUG MENTZ,
BEIJING HAS ANNOUNCED THAT IT rILL CONTIUUSZ TG CONSOULT
VITH LOCAL RESIDENTS ON WIAT COND TIONS THEZY NEED F.2
FUTURE PROSPERITY. P-RTICIPANTS IN THE s:iLL ¢ /BLICIZED
JUNE 15 MEETING BETWEEN DENG XIAOPING -N. FONG = 0uG-MACAT
CHINESE LEADERS HAVE INDICATED TO CONs NOFF: THAT THE
TALKS WERE NOT VERY PRODUCTIVY ON TIE 199~ ITSTE. 3ND

SUMMARY.

CONFIDENTIAL

CONFIDENTIAL

PAGE 02 HONG £ 14511 €1 .F €2 @212177

2. (U) A CORRESPONDEIMT OF HONG {ON~"S IDFPEIND'NT

LEFTIST MAGAZINE ZEZENG MING WRITES IN THE Cu R i °
ISSUE THAT ACCORDING 70 UNDISCLOSED SO 'RCES N

BEIJING PRC POLICY-MAKE:-S HAVE DECIDED ON FIVE GUIDING
PRINCIPLES FOR RESOLVIN: THE PROBLEM CF "H. FUTURE OF
HONG KONG, THEY ARE: 63 HONG KONG AND MACA ACE
CHINESE TERRITORY. AND CSINA SHOU_D EA'E "OM-LETE

SO, IGNTY OVER THEM. CHINA CANNOT R: COGNIEE C4%

LEGALITY OF T3iE UNEQUAL TREATIES SIGNEL IN T-E Z::T

WITH INVADERS. 2, RECOVERING (SH{URUI SO/% EIGNZIY
T IT

DISTANT E. “HL HONG 5ONG-MACAC ©

PROBLEM WILL BE SOLVED JUSING THE FORMULZ,

OVER HONG KONG AZiigACAO WILL NOT RE A M:TTER O°
3. ! !
—SONBESEN T / — o485
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DUNCAN WILLI&M T 27/19/82 1117°¢7 PIINTZ3r FQ
82 HONG KONG 19511

COUNT ' EVS.. ( 4fjHONG KO“G °S - "PREVA" LING

SYSTEM" WILL NOT EF CHANGED. HONG KONG 4iiD MATAD
WITL B ALLOWED TC KEEP THE CAPITAL (ST SOCIAL 'YSTEM,
AND THE CONT{NUED DEV:LOPAENT OF CAPIT27.I:+% ILL -E

] % AT N R 27,
EERMITTED.(§Q EONG KONG sILL REYAIN A F:EE PO=T

3. (C) COMMENT. WE CANNOT CON:IRM THE (VERALL
ACCURACY OF THE Z=ENG MING STIRY, BU? SOM: PART:

OF IT JIBE WITH WHLT WE HlVE SEEN TOLD 4£BOUT CO-MidT3
OF PRC LEADERS TO LEADI i3 FIGURES IN '™ £ ONG KONs
CHINESE COMMUNITY WEO HAVE BEEV SUMMONED TO 3EIJING

TO CONFER ON THE 997 ISSUE IN CENT MONTHAS. VAALICGUS
OF THESE DIGNITARIXS HAVE CONFIRMED 70 US T-AT UHINESE
SOVEREIGNTY CVER ALL COF HONG <0iG MUST sE A PART CF
ANY SETTLEMENT OF THE C.LONY’S FUTURE RE"TELS: Lu
KENG, PUBLISHER OF THY INDEPENDENT MAGAZINE BAI XIN
TOLD A CONGENOFF LAST WEEK THAT THE NEW -H::Z RECQTH?

SOVEREIGHTY" WAS USED IN THE JUNE 15 MTETING RETVFEN
DENG AND TWELVE HONG KO:G AND MaCAQ CE.{ESZE TLEAD:=S,
CONFIDENTIAL

CONFIDENTIAL

PAGE @3 EONG 0 12511 @1 IF 22 @212:7:

A POINT HE FOUND SIGWIFICANT. 3Z0w "EIS & [0 BE
FORMALLY ACCOMPLISHEL WHILE AT TH- SAME TIM: IN
PRACTICAL TERMS THE CONTINUATION JF T > PrE AILING

SYSTEM™ MENTIONED »Y ZHFNG MIN® IS #SSTRED wOIILD B
THE KEY ISSUZ INVOLVE IN THS STT-L?MENT O0r THW PROBLEM,

4, (U) THE FORMULA "0XE COUNT Y. TWO S STE“S ALSO
1

SEEMS NEW. EHOW IT WOULD BE IMPLEZME:TE. RE AIN- T¢ RE
WORKED OUT, BUT TH: P INCIZLE WOULD SEEY TO REI “FOR(E
PRC LEADERS“ OFT-REPEATEL ASSURANCE: T T UHAINA HAX
NO PLAN TO IMPOSE ITC SOCIALIST SYSTEM ON -ONG X0.G.

5. (C) BEYONG ENUNCIATING SOME VERY GE Ei-L PRINCIPLE-.
IT IS NOT CLEAR THAT -EIJING HAS ‘ADT MIICH ‘ROG=¥"S YE™
TOWARD FORMULATING DEFINITE PROPOSALS. OR .7EN TO7ARD
ASCERTAINING WHAT WILL 3ZE NEEDED TO MAT .TAIN CAPITATIRY
PROSPERITY IN HONG KOG AND MuwZAO. :O0REI.. MINI T R
HUANG EUA ANNOUNCE® I PORTUG:L, JJNE 4. T. :A
WOULD CONTINYE TO EXPLORE THiS PRO:- . EM ITH iCr
INHABITANTS. Qw:VER TH: ETING J.U4E 3 BETfBE}

DENG AND TWELVE PRO-P-C LZADERS ¥ROY HON: X0 G &'D NM:-CA.

DOES ROT STEM TU BEV—5-ET TOU PROSUCTIT . ON  PF . L-
CIPENT, HONG KONG CHINESE CHAaM:“R O0¢ COMME=". PPZiITDEN?
K.C. WONG, TOLD A CONGENOFF JUNZ 2 T:2° dE AND =1
COLLEAGUES d4D NOT 2UT »ORTH ANY “PINIO .S OR PROPU-AL
ON THE FUTUR* OF TiF COLONIES -ECAUST® THEY HAD T &
ENOUGH TIME TO PRFPARZI, (WONG IS OW ”ON.JLTde
OTHER SONG XONG SJUSINESSYEN ON THRE 3771=.3C7 : ,
MENT TENDS TC cONTIRY A~L FLESH CUT AN P»?TIZR R)Mﬁ'

~
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UNCLASSIFIED TELEGRAM

Deparlmont of State

PAGE 81 STATE 185943 5743 STATE 185943

ORIGIN TRSE-08 :
) THE TOTAL HOLDINGS OF SUCH SECURITIES.
INFO OCT-08 COPY-B1 ADS-00 INR-10  CIAE-00 EB-08 EA-12

NSAE-0@ COME-00 OHB-01  SEC-01 /B33 R S. REF A INDICATED THAT THE DATA WAS TO BE USED TO
COHPARE TO THE U.S. TRADE DEFICIT WITH HUNG KONG. WE
ARE SKEPTICAL ABOUT THE VALUE OF SUCH A COMPARISON FOR
A NUMBER OF REASONS: BILATERAL TRADE BALANCES BEAR VERY
LITTLE RELATION TO BILATERAL INVESTHENT BALAHCES; BILATERAL
TREASURY: DKRUSE INVESTHENT DATA INCLUDE HOMINEE ACTIVITY (WHICH IS VERY
EA/PRCH:L TAKAHASHI IMPORTANT IN HONG KONG); THE DATA DOES NOT INCLUDE
—— " wewesmmeasdaEsSaTy 352203 0406211 /18 CLAIMS AND LIABILITIES OF U.S. BAHKS’' OVERSEAS AFFILIATES
AND BRANCHES VIS-A-VIS HONG KONG; AND SINCE FUNDS ARE
FUNGIBLE, I.E., SOME U.S. BANKS' CLAINS ON THL U.K. MAY
REFLECT U.K. BANKS’ CLAIMS ON HONG KONG, BILATERAL DATA
DO NOT INUICATE ULTIMATE SOURCES OR USERS OF FUNDS.

DRAFTED BY TREASURY: AHCHAHON: TC
APPROVED BY EB/IFD/OIA: PTLINCOLN, JR.
TREASURY: GLEE

R PA0438Z JUL 82
FM SECSTATE WASHDC
TO AMCONSUL HONG KOHG

UNCLAS STATE 185943
6. U.S. DIRECT INVESTHENT IN HONG KONG GREATLY EXCEEDS

E0. 12065N/A HONG KONG’S DIRECT INVESTHENT IN THE UNITED STATES,

TAGS: EINV, HK WHILE U S. RANK AND OTHER CLAIMS ON HONG KONG ARE OF

SUBJECT: HONG KONG INVESTHENT IN THE UNITED STATES THE SAME ORDER OF MAGNITUDE AS U.S. LIABILITIES TO HONG
v " KONG.

REF.: (A) HONG KONG 02364; (B) USDOC 10672
U.S. INVESTHMENT IN HONG KONG:

1. REFTEL (A) REQUESTED DATA ON BOTH PORTFOLIO AND DIRECT (MILLION DOLLARS; AS OF END OF)
FOREIGN INVESTHENT Iii THE U.S. BY HONG KONG. WHILE HONG
KONG'S DIRECT INVESTMENT IN THE U.S. IS RATHER SMALL (REFTEL 1879 1980 1381
B), HONG KONG DOES HAVE SUBSTANTIAL PORTFOLIO INVESTMENT IN
THE U.S. THIS CABLE GIVES DATA GN PORTFOLI0 INVESTHENT, AS U.S. BANKS' CLAINS: 1,859 2,365 4,217 P
WELL AS U.S. INVESTHENT IN HONG KONG. OTHER CLAIHS: 183 176 186 P
DIRECT INVESTMENT POSITION: 1,776 1,969 N. A

2. FOREIGN INVESTMENT IN THE UNITED STATES IS DEFINED AS U.S. NET PURCHASES OF
DIRECT INVESTMENT IF IT INVOLVES OWNERSHIP OF 18 PERCENT OR FOREIGN SECURITIES (1) 13 -87 17
MORE OF THE VOT!NG EQUITY OR ITS EQUIVALENT OF A U.S.
ENTITY. ALL OTHER FOREIGN INVESTMENT IN THE UNITED STATES P:  PREL IMINARY.
IS CONSIDERED PORTFOLIO INVESTHENT. N.A.: NOT YET AVAILABLE.

' (1): REPRESENTS U.S. PURCHASES OF FOREIGN SECURITIES
3. THE TREASURY CONDUCTED A BENCHMARK SURVEY (E.G., CENSUS) FROM FOREIGNERS DOMICILED IN HONG KONG.
OF FOREIGN PORTFOL10 INVESTHENT IN THE UNITED STATES FCR NOTE: THE DATA ON U.S. BANK CLAINS, OTHER CLAIMS AND
YEAR-END 1878. THAT CENSUS REVEALED THAT HORG KONG’S DIRECT INVESTHENT POSITION REPRESENT STOCK POSITIONS.
PORTFOLI10 !NVESTHENT IN THE UNITED STATES AS OF DECEMBER 31, THE DATA ON U.S. NET PURCHASES OF FOREIGN SECURITIES
1978, WAS 1,919 HILLION DOLLARS, DIVIDED AS FOLLOWS: REPRESENT FLOWS, AND NOT THE TOTOL U.S. HOLDINGS OF

SUCH SECURITIES.

== (MILLION DOLLARS)
7. A SUBSTANTIAL PORTION OF U.S.-HONG KONG IMVESTHMENT

MARKETABLE U.S. LONG TERM SECURITIES - 594 INVOLVES BANKS’ DEALINGS WITH THEIR OWN FOREIGN OFF ICES.
U.S. BANKS' OWN AND CUSTODY LIABILITIES - 1268 MARCH 31, 1982, U.S. LIABILITIES TO HONG KONG INCLUDE
OTHER U.S. FINANCIAL AND COMMERCIAL 1,548 MILLION DOLLARS TO BANKS® OWH FOREIGN OFF ICES,
LIABILITIES = BS WHILE 1981 V.S. CLAINMS ON HONG KONG INCLUDE 2,538
MILLION DOLLARS ON BANKS’ OWN FOREIGN OFFICES. VIRTUALLY
TOTAL: 1,818. ALL OF THIS REPRESENTS INTRA-BANK LENDING, CLEARING,

AND MONEY TRADING ACTIVITIES. STOESSEL

4. SINCE 1978, HONG KONG'S PORTFOL10 INVESTHENT IN THE
U.S. HAS INCREASED SUBSTANTIALLY.

HONG KONG’S PORTFOLIO INVESTMENT IN THE U.S.:
(MILLION DOLLARS; AS OF END OF)

1979 1380 1881 1882

BANK’S LIABILITIES: 1,677 2,633 4,030 4,278

OTHER LIABILITIES: 104 60 143 0 N.A.
NET PURCHASES OF U.S.
LONG-TERM SECURITIES: 128 422 362 123 P

P: PREL IMINARY.
N.A.: NOT YET AVAILABLE.

NOTE: THE DATA FOR BANA LIABILITIES AND OTHER LIABILITIES
REPRESENT STOCK POSITIONS. THE DATA FOR NET PURCHASES

UNCLASSIFIED

OF U.S. LONG-TERM SECURITIES REFRESENT FLOWS 2%
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92247 CABLE 1 7/9/1982 Bl
0923457 JUL 82 B3

Freedom of Information Act - [5 U.S.C. 552(b)]

B-1 National security classified information [(b)(1) of the FOIA]

B-2 Release would disclose internal personnel rules and practices of an agency [(b)(2) of the FOIA]

B-3 Release would violate a Federal statute [(b)(3) of the FOIA]

B-4 Release would disclose trade secrets or confidential or financial information [(b)(4) of the FOIA]
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FM AMCONSUL HONG KONG

TO SECSTATE WASHDC 1970

AMEMBASSY L ONDON

INFO AMEMBASSY BEIJING

AMCONSUL GUANGZHOUPOUCH) ¥
AMCONSUL SHANGHAIPOUCH)

Gl il HONG KONG 11153

E.O. 120865: GDS 7/15/88 (PLAISTED, JOAN M. ) OR-E
TAGS: ECON, PEPR, EINV, HK, CH, UK, MPOL
SUBJECT: U. K. VIEWS ON THE FUTURE OF HONG KONG

REF: A) HONG KONG 10056, B) HONG KONG 9404,
- C) LONDON 874

1. HONG KONG' S ASSISTANT POLITICAL ADVISOR SAID IT IS
IRONIC THAT CHINA IS NOW ACTIVELY CONSIDERING THE 1997
LEASE ISSUE, (AS REPORTED IN REFTELS A AND B) WHILE THE
BRITISH GOVERNMENT AT THE TOP LEVEL HAS YET TO FOCUS ON
THE PROBLEM. HAVING JUST RETURNED FROM LONDON, HE FOUND
THE UK GOVERNMENT STILL PREOCCUPIED WITH THE FALKLAND
CKRISIS. THE FOREIGN OFFICE IS IN DISFAVOR. WITH THE
FALKLAND AFTERMATH, FOREIGN SECRETARY FRANCIS PYM IS
HESITANT TO APPROACH PRIME MINISTER THATCHER TO SUGGEST
NEGOTIATIONS WITH CHINA ON THE SOVEREIGNTY OF HONG KONG
THE ASSISTANT POLITICAL ADVISOR BELIEVES THE ISSUE MUST
BE BROUGHT TO THE PRIME MINISTER'S ATTENTION BEFORE HER
AUGUST VACATION. HE SPECULATED THAT SIR EDWARD YOUDE,
GOVERNOR OF HONG KONG, WOULD GO TO LONDON SHORTLY TO
DISCUSS HONG KONG' S FUTURE.

2. THE PRIME MINISTER AND CHINA’'S AMBASSADOR TO THE UK
DINED TOGETHER RECENTLY. THE ASSISTANT POLITICAL ADVISOR
HAS NOT HAD A REPORT ON THEIR DISCUSSION, BUT EXPRESSED
DOUBT THE CHINESE AMBASSADOR WOULD HAVE RAISED ANY CON-
TROVERSIAL POINTS CONCERNING HONG KONG'S FUTURE

3. WE WOULD APPRECIATE ANY INFORMATION AMEMBASSY LONDON
MAY OBTAIN CLOSER TO THE DATE OF MRS. THATCHER' S SEPTEMBER
DEPARTURE FOR CHINA, HONG KONG AND TOKYO
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SUBJECT: HONG KOMG 10 BE A
NOT NECESSARILY.

"SPECIAL ADMINISTRATIVE ZONE?"

REF: BEIJING 9431

1. SUHMARY (C)

REFUTING PRESS SPECULATION, A KNOWLEDGEABLE PRC SOURCE
IN HONG KONG HAS DEMIED THAT CHINA HAS PLANS TO MAKE
HONG KONG A “SPECIAL ADMINISTRATIVE REGION." ALL
INDICATIONS ARE THAT BEIJING HAS NOT YLT REACHED A
DECISION ON THE FORM OF ADMINISTRATION 1T WANTS IN
HONG KONG IN THE FUTURE.

END SUMMARY

2. (LOU) A RECENT FLURRY IN THE HONG KONG PRESS WAS
TOUCHED OFF BY A JULY 16 WESTERN NEWS SERVICE STORY

ON A STATEMENT BY PENG ZHEN, VICE CHAIRMAN OF THE
NATIONAL PEOPLE'S COMGRESS STANDING COMMITTEE AND OF
THE CONSTITUTIONAL REVISION COMMITTEE, WHO CALLED FOR
STUDY AND COMMENTS OM CHINA’S HEW DRAFT CONSTITUTION
BY "COMPATRIOTS IN TAIWAN, HONG KONG AND MACAQ AND
OVERSEAS CHINESE.™ THE REPORT, CARRIED ON THE FRONT
PAGE OF HONG KONG'S MAIN ENGLISH-LANGUAGE PAPERS JULY 17,
POINTED OUT THAT ARTICLE 30 OF THE NEW CONSTITUTION,
WHICH PROVIDES FOR THE ESTABLISHMENT OF “SPECIAL
ADMINISTRATIVE REGIONS™ WITH THEIR OWN LAWS, HAS BEEN
SEEN ALL ALOHG A5 PROVIDING A CONSTITUTIONAL FRAMEWORK
FOR JOINING TAIWAN TO THE PRC WHILE PRESERVING IT5 OWN
SOCIAL SYSTEM. “IT WAS CLEAR TO ANALYSTS THAT THE TWO
TERRITORIES (HONG KONG AND MACAO) HAD BEEN PURPOSELY
LINKED WITH TRIWAN™ IN PENG ZHEN'3 STATEMENT, THE STORY
SAID, TO SIGHAL THE POSSIBILITY THAT BEIJING WILL MAKE
THESE AREAS "SPECIAL ADMINISTRATIVE ZONES" ALSO. THE
REPORT SUGGESTED THAT PENG THEN MIGHT HAVE MADE THIS
HINT TO TEST PUBLIC REACTION TO THE IDEA BEFORE PRIME
HINISTER THATCHER'S VISIT TO BEIJING IN SEPTEMBER.

4. [OUl N THE FOLLOWING DAYS LOCAL PUNDITS
GENERALLY DEBUNKED THE CTORY RHD 1T UNNAMED ANALYZTS'
VIEWS AT FAR-FETCHED. TWO MING BAD EDITORIALS WND A
SOUTH CHINA HORNING POLT ANALYSIS WRGUED THAT PENG' S
STATEMENT HAD EEEN GROLZLY OVER-INTERPRETED

INCOMING

TELEGRAM -
1) ﬁ )' |

HONG K 11553 'msz ' \'i,"\fu‘\/

4. (C) ON JULY 2B A CONGEMOFF RAISED THE SUBJECT OF THE
REPORT WITH JI SHAOXIANG, A NCHA SECRETARY WHO SERVES AS
A LIAISON OFFICER WITH THE HONG KONG GOVERNMENT POL ITICAL
ADVISOR’S OFFICE ON PRC-HONG KONG RELATIONS. JI SAID

HE HAD NOT RECEIVED ANY "INSIDE INFORHATION™ ABOUT THE
MATTER. HE DESCRIBED THE WIRE SERVICE STORY AS “PURE
SPECULATION, " THOUGH HE SAID THE EVENTUAL APPLICATION

OF ARTICLE 30 TO HONG KONC "OF COURSE REMAINS A
POSSIBILITY. "

5.  (LOU) COMMENT

WE T00 BELIEVE THAT PENG ZHEN'S REMARKS HAVE BEEN
OVER-INTERPRETED. PENG'S PROBABLE PURPOSE WAS SIMPLY

TO PROMOTE UNITED FRONT SENTIMENT BY POINTING OUT THE
BENEFITS OFFERED BY THE NEW CONSTITUTIOR TO THE VARIOUS
GROUPS OF CHINESE LIVING CUTSIDE THE PRC. PENG NOTED
THAT ARTICLE 30 “CONFIRMS IN LAW" THE SUBSTANCE OF YE
JIANYING'S NINE-POINT PROPOSAL FOR PEACEFUL REUNIFICATION
VITH TAIWAN, BUT HE MADE KO MEWTION OF LJNG KONG OR
MACAO IN THIS CONTEXT. WE HAVE SEEN MO RELIABLE E\IDENCE
THAT BEIJING HAS YET REACHED ANY DECISIONS ON THE
ADMINISTRATIVE AND LEGAL ARRANGEMENTS THAT IT WOULD SEEK
IN RENEGOTIATION OF HONG KONG'S STATUS. LEVIN
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SUBJECT: HONG FONG 1997: UNDER THE PRC FLAG?
REF S: A) HONG +FONG 9400, B) HONG I ONG 10056, C) HONG I ONG
= 10511
(C) SUMMARY: \A LEADING HONG KONG BUSINESSMAN WHO

RECENTLY VISITED BEIJING SAID PRC LEADERS STRESS

THE TMPORTAMCE OF REGAINING SOVEREIGNTY OVER HONG
KONG, AND wWOULD INCLUDE IN ANY SETTLEMENT OF THE

1997 ISSUE THE CONDITION OF FLYING THE PRC FLAG

OVER HONG KONG. THIS IS THE MOST EXPLICIT STATEMENT
WHICH WE HAVE HEARD OF HOwW CHINA WOULD LIKE TO ASSERT
ITS SOVEREIGNTY. END SUMMARY.

L (C) FUNG KING HEY (PROTECT), RECENTLY VISITED

BEIJING AND MET WITH PREMIER ZHAO ZIYANG (REF A).

HE HAS TOLD THE CONSUL GENERAL THAT PRC LEADERS -
STRESSGED THE IMPORTANCE OF REGAIMNING SOVEREIGNTY

OVER HONG FGONG BY 1997, AND THAT THEY TOLD HIM THIS

wWOULD HAVE TO INCLUDE FLYING THE PRC FLAG OVER THE

AREA. AT THE SAME TIME THEY INDICATED THAT THE

ADMINISTRATION OF THE AREA NEED NOT CHANGE, AND THAT

“"EVERYTHING ELSE” COULD REMAIN THE SAME.

2. (C) FUNG AND HIS OFFICIALS HAVE TOLD US THAT ALL
OF THE REASSURANCES WHICH CHINA HAS GIVEN TO HONG
KONG BUSINESSMEM SO FAR ARE INFORMAL. FUNG' S
OFFICIALS CONSIDER THEM TO BE INSUFFICIENT TO
MAINTAIN INVESTOR CONFIDENCE IN THE ECONOMIC
VIABILITY OF HONG KONG.

3. (C) COMMENT. THERE HAS BEEN CONSIDERABLE SPECULATION
IN THE HONG KONG PRESS RECENTLY ABOUT THE STATE OF
CHINA'S POLICY TOWARDS THE FUTURE OF HONG KONG. IT IS
GENERALLY ACKNOWLEDGED THAT CHINA WISHES TO ESTABLISH
ITS CLAIM TO SOVEREIGNTY OVER THE TERRITORY. THE PRC
HAS LONG MAINTAINED THAT THE "UNEQUAL TREATIES" WHICH
GAVE BRITAIN ITS JURISDICTION OVER BOTH HONG KONG AND
THE NEW TERRITORIES ARE NOT VALID. FUNG' S STATEMENT

IS THE FIRST EXPLICIT ASSERTION WE HAVE SEEN THAT BEIJING
NOW CONTEMPLATES FLYING ITS FLAG OVER HONG KONG AS PART
OF ANY SETTLEMENT. WE DOUBT THAT THE BRITISH wOULD BUY
SUCH AN ARRANGEMENT. SINCE SERIOUS NEGOTIATIOMNS HAVEN'T
EVEN STARTED ON THE ISSUE, IT wOULD BE PREMATURE TO
CONCLUDE THAT THE CHINESE POSITION ON THE FLAG OR

OTHER ELEMENTS OF THE SETTLEMENT IS FIXED. THE CHINESE
MAY BE STAKING OUT A HARD POSITION TO TEST THE WATERS.
THEY ARE PROBABLY ALREADY AWARE THAT THE FLAG.

PROPOSAL WON' T BE AN EASY ONE TO SELL HERE. -
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against extending Britain’s lease over

| most of Hong Kong when it expires in 1997

and will “‘recover" its sovereignty over the
entire colony, according to usually well-in:

/| formed sources here and in Peking. .

It is unclear exactly how China hopes to
exercise its sovereignty. Chinese leaders
have told . British  officials and visiting

and commercial center.
China’s paramount leader, Vice Chair-
man Deng Xiaoping, has repeatedly said

residents of Hong Kong are waiting for a
more explicit explanation from the Chinese
government as to just how Hong Kong's

role the British will play. -
“Time is rapidly' running out. Already,"

ledge to guarantee all of the colony's:

on July 1, 1997—less than 156 years from
now. So far, private banks have gone along
with this, because they perceive the risk
as minimal. But the risk is likely to in-
crease as time goes on without a resolution
of the problem of Hong Kong’s future.

“The name of the game in Hong Kong is
confidence,” said Jimmy McGregor, direc-
tor of the Hong Kong General Chamber of
Commerce. ‘‘Businessmen worry all the
. time and big invesiment decisions need se-
curity. If confidence is to be maintained,
there is a degree of urgency (to resolutlon
of the Hong Kong question).”

According to Mr. McGregor, the sense
of urgency is dictated by

Mwe've moved into the 15-year critical pe-
Tt awmd CHnancidl Instrueents esc mor

HONG KONG ‘- China has decided

rosperity can be main what
prosperity fatped and wh . of Hong Kong's future will be an important ,

e Ownership ‘Scheme mortgages ex--
tending beyond the expiration of the lease .

Hong Kong businessmen that they intend
| to -preserve the territory’s. . prosperity,. .
 keeping it as a free port.and. a. financial, .

/that Hong Kong investors should “set their |
hearts at ease.”" But investors’ and other’ -’ L.

‘the Hong Kong government has had to''

the fact that |

o=

sssccsssscsse

Ly

: A.-..-nu ‘ New Tormtoruns
il g

\China Hints of H ong K ong Takeover)

|ButWantsU.K. Colony
| To Remam Free Port

. 65

Prime Minister Margaret Thatcher is *

scheduled to visit Peking and Hong Kong
in September and, at that time, the matter

item on - the agenda. No one expects an

agreement o be reached at that time, but i

if the two sides can agree, say, to set up a
jaint committee to study the matter, it
would 'be widely rezarded as a positive
step.” !

In London, Foreign Office spokesmen
say they don't consider reports of China's

intentions to regain sovereignty as any-

thing particularly new. Newspapers there,
however, ran reports suggesting China was
making an early attempt to stake out its
Hong Kong negotiating position prior to
Mrs. Thatcher’s visit.

The Foreign Office declined to com-
ment on the future of the lease, but British
officials said the Chinese have assured
them that whatever is decided, the nature
of Hong Kong will be preserved.

One source close to the Chinese govern-

agree to,an extension of the lease because
' “they don’t want to' go down in history as =

L traitors, just like Ching Dynasty officials."
' Another said, “Even African and Asian

vt countries wlll look down on us lf we do

that.” ;

On’ the other hand, the Gunese govern:
ment- doesn’t really want to incorporate
Hong 'Kong into the People’s Republic be-
i cause it derives tremendous benefits from

t the British-administered territory. Hong
¢ Kong accounts for between 30% and 40%of

3 ; China’s annual foreign exchange earnings.

“China also benefits substantially from

. Hong Kong’s financial services, its interna-
tional ‘contacts and its skills in designing,

.,styltng. promoﬂng and markeung of Chl

, hese good

]l

" Every so often, the suggestion is made ¥
lithat Hong Kong can he run as a special '

economic zone of China, with British “ex- '

I'perts’ hired to help run it. But this ap-

5ars to be totally unacceptablc to Lon-
n

i\ “Modifications” may- be. possible’ but |

‘there cannot be a mercenary British ad-
‘ministration,” one British official source
: said. ‘‘Britain won’'t be politically humili-
i ated,” asserted Mr. McGregor, a former
| Hong  Kong = government ofﬂclal “They
''would sooner pull out.

both China, and Britain, Richard Lee, a
 prominent businessman with close ties to

/the mainland, has suggested that Hong "

jKong could become an “independent spe-
cial zone" under the Chinese flag and that
the Hong Kong government could be re-
‘placed by a “governing committee,” with'

a rotating chairman. He suggests that a
 Chinese can serve as chairman for, say,

three years and be succeeded by a British
chairman for the next three years. ‘

Actually, a draft of the new Chinese

constitution, which is expected to be,

adopted later this year, provides for the
"setting up of '‘special administrative re-
gions,”” which can have their own socioeco-
nomic and legal systems. The provision

Doubt on Colony’s Future_
Delays Aurport Deczszcm 258

Special to THE WALL STREET Jounmu.

HONG 'KONG-Goyernment officials
‘are delaying a deci;lon whether to build
/a new. airport, currently estimated to
«cost $6.8 billion, even though.the British-,
icolony’s current faclllty is ' badly con-
gested. ' v
- Othos said tney were . belng cau-
tious, because of the great cost. Bu
'some bankers and businessmen believe
the government ajso wants to delay the
decisjon until Hong Kong’s future status
‘with China is more clear. Britain's lease
on much of the colony’s territory. x|
pires in less than 15 years.

Some financial observers believe t
government, as 'well as eommercl
banks, would ‘be reluctant to. invest so
much money in a‘project that wouldn’t
begin to pay for itself before the status
of Hong Kong changeS.

-

. the way Hong Kong is run after 1997, 'a

““The problem, therefore, is to devlse a.
‘formula that will save the political face of '

. then'it will no longer. be hard.”

the wish not only of China but also of the
., vast majority of Hong Kong residents, “It

-

some. speculalion lhat the pnovislon may
apply' to Hong' Kong as well.!
Though there are likely to be changes in

British source said, they cannot be so dras-
tic as to undercut Hong Kong's: usefulness |
to China. A key question 1s the currency
that ‘will  circulate in Hong Kong after
1997 o

"‘A hard currency is necessary for Hong
Kong and China,” he said. *'It is important
that‘it not be perceived.as another form of
renmlnbi (the Chinese currency), because

Maintaining the economic stams quo is

is not that Hong Kong people support colo-
nialism or like the British, they don’t,”
said Mr. McGregor of the Hong Kong
Chamber of | rce, “But they are

. pragmatists, so they prefer the continua-

glon of the status quo, economically speak-
“It is a nettle that has to be grasped il
said Mr. McGregor, “‘and actually it’s not
a very prickly one. Deng Xiaoping has
shown himself capable of tackling a lot of
prickly issues. He 1s a statesman rather
than a politician.” : ;

ment explamed that China's leaders cannot

was meant to apply to Taiwan but there is
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| - Mr. McGregor and others agree that
“the confidence level is very high right
now.” But, he warned, this can change
rapidly and can become “like a run on the
bank."

The Chinese government has made it
clear that it doesn’t want to change the
°| status quo in Hong Kong. It has been pre-
occupied with internal problems. But the |
1997 deadline and attendant legal problems '
are forcing the Chinese to focus on the is-
sue. Recently, a special group‘to study the
issue is believed to have been set up.

*The Chinese privately have told impor-
tant British visitors that China's sover-
eignty over 4ll of Hong Kong cannot be
challenged. Officially, the British position
is that Hong Kong Island, also called Victo-
“ria, and part of the Kowloon Peninsula on
the Chinese mainland were ceded in perpe-
-tuity.to Britain by China. The New Territo-
ries, which make up the bulk of Hong
Kong, will revert to China under the terms
of a 99-year lease signed in 1898.

There have been recent indications
‘from United Kingdom sources that London
may be willing to acknowledge . Chinese
sovereignty over all of Hong Kong, In fact,
one possibility is for Britain to openly re-
pudiate its 19th century treaties with China
by accepting the Chinese position that
those were unequal treaties foisted upon a
weakened Ching Dynasty by Imperial Brit-
ain. /

- In return, according to this scenario,
the Chirese will agree that British admin-
Istration of the territory can continue. Such -
an agreement would remove the 1997 dead-
iine, which is hanging over Hong Kong like
the sword of Damocles.

. Britain's_recent war with Argentina
over the Falklands inevitably raises specu-
lation that London ‘might also resort to
arms to retain control of Hong Kong. But
the two situations aren’t parallel. For one
thing, the population of the Falklands is
entirely of British stock, while Hong Kong
is 9% Chinese. -~ . .

Another factor is that 90% of the coi-
ony's territory is scheduled to revert to
China under the terms of Britain’s lease,
which would leave a rump colony with no
airport, no agricultural land and virtually
no industries. Moreover, Hong Kong is de-
pendent on China for food and water.

A formula under which Britain con-
ceded China’s sovereignty over Hong Kong
and Kowloon could enable the British to
continue their administration of the whole
territory.

Undoubtedly, both the British and the
Chinese have considered various formulas
that might be used to enable China to
claim that it has regained sovereignty over
Hong Koit;g ;n:i foil;h the British to continue
running it. But neither coun appears to
have formulated its bottom-u‘u.ge position.
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SUBJECT: BRITISH, CHINESE STUDY HONG KONG’S
FUTURE
(C) HONG KONG 8488

REF:  (A) HONG KONG 11153, (B) HONG KONG 18856,

1. (C/WF - ENTIRE TEXT)

2. SUMMARY

A HONG KONG OFFICIAL CLOSELY INVOLVED IN RELATIONS WITH
THE PRC SAYS HIS GOVERNMENT CONTINUES TO BE SLOW IN
GETTING ITS ACT TOGETHER FOR PRIME MINISTER THATCHER'S
SEPTEMBER VISIT TO CHINA AND PROSPECTIVE NEGOTIATIONS
ON HONG KONG'S FUTURE STATUS. HE BLAMES THE FALKLAND
CRISIS FOR DISTRACTING TOP-LEVEL ATTENTION AND ALSO

FOR RAISING BRITISH SENSITIVITIES TO SOVEREIGNTY CLAINS.
HE DOUBTS THAT TOP LEADERS EITHER IN LONDON OR I[N
BEIJING HAVE BEEN ACCURATELY INFORMED ON THE REALITIES
OF HONG KONG'S SITUATION AKD7SBE79INCESSIONS THAT WILL
BE NEEDED FROM BOTH SIDES TO ASSURE HONG KONG'S CONNINUED
STABILITY AND PROSPERITY.  UNDER THESE CIRCUMSTANCES
THE MOST HE EXPECTS TO COME OUT OF MRS. THATCHER'S
VISIT IS AN AGREEMENT TO HOLD FURTHER CONSULTATIONS ON
HONG KONG'S FUTURE. END SUMHMARY.

3. ON JULY 26, ASSISTANT POLITICAL ADVISOR RICHARD
MARGOL IS (PROTECT) DiSCUSSED WITH CONGENOFFS THE STATE
OF PLAY AS THE UK AND PRC STUDY OPTIONS AND PREPARE
NEGOTIATING POSITIONS ON THE STATUS OF HONG KONG WHEN
THE LEASE ON THE NEW TERRITORIES EXPIRES IN 1997. )
ELABORTING ON EARLIER REMARKS (REF A), MARGOLIS LAMENTED
THAT THE UK HAS "LOST VALURBLE TIME™ IN RECENT MONTHS

AS TOP LEADERS, PREOCCUPIED WITH THE FALKLAND CRISIS,
GAVE NO ATTENTION TO THE HONG KONG ISSUE AND WHAT SHOULD
BE SAID ABOUT IT DURING THE PRIME MINISTERS VISIT TO
CHINA. IT WAS IRONIC THAT THE BRITISH SIDE, HAVING AT
LAST CONVINCED BEIJING THAT ACTION WAS NEEDED SOON ON
THE 1997 ISSUE IN ORDER TO REASSURE INVESTORS, WAS NOW
ITSLF LAGGING, HE EXPECTED, HOWEVER, THAT GOVERNOR YOUDE
WOULD RAISE THE MATTER WITH MRS. THATCHER DURING HIS
CURRENT VISIT TO BRITRIN. (THE LOCAL PRESS TODAY RE-
PORTED THAT YOUDE HAD MET WITH THATCHER IN LONDON.)

4. BY CONTRAST, MARGOLIS NOTED, BEIJING HAS BEEN MOVING
AHEAD WITH CONSULTATIONS WITH HONG KONG CHINESE ABOUT

THE TERRITORY’S FUTURE, NOT ONLY HAVE BUSINESS AND OTHER
LEADERS BEEN INVITED TO BEIJING TO TALX WITH 10P LEADERS
(REF B), BUT HE UNDERSTANDS THAT NCNA AND OTHER PRC

SZ-
INCOMING
TELEGRAM

REPRESENTATIVES SUCH AS CHINA RESOURCES HAVE BEEN

QUERYING LESS PROMINENT INDIVIDUALS IN HONG KONG FOR

THEIR VIEWS ON THE 1397 QUESTION. DESPITE THIS ACTIVITY,
HOWEVER, MARGOLIS IS NOT SURE BEIJING IS GETTING AN
ACCURATE PICTURE THROUGH ITS INFORMATION CHANNELS. FOR
EXAMPLE, HE SAID THAT CHINESE LEADERS SEEM TO THINK
BRITAIN DERIVES LARGE CASH INFLONS FROM ITS ADMINISTRATION
OF HONG KONG. HE SAID THIS WAS NOT SO, AND HE BELIEVES
WANG KUANG, THE NCNA CHIEF HERE, REALIZES IT. HOWEVER,

HE DOUBTS WANG WILL STICK HIS NECK OUT TO DISABUSE HIS ¥
SUPERIORS OF THEIR ILLUSIONS. (COMMENT. A SOURCE CLOSE
TO HONG KONG FINANCIER FUNG KING HEY, WHO MET WITH

ZHAO ZIYANG IN APRIL, TOLD US ZHAO IS CONVINCED THAT THE
BRITISH MUST BE MAKING A LOT OF MONEY FROM HONG KONG,

OR THEY WOULD NOT STAY HERE (REF C). HOWEVER, CONSTRUCTION
MAGNATE GORDON WU, WHO MET WITH ZHAO ABOUT THE SAME TIME,
TOLD CONGENOFFS THAT ZHAO HAS NO SUCH ILLUSIONS. END
COMMENT.)

P

5. BRITISH LEADERS MAY CHERISH ILLUSIONS T0OO, MARGOLIS
THINKS. FOR EXAMPLE, HE BELIEVES THAT SOME CONCESSION
IN PRINCIPAL ON SOVEREIGNTY OVER HONG KONG WILL
ULTIMATELY BE NECESSARY TO REACH A NEW AGREEMENT WITH
BEIJING, BUT HE DOES NOT THINK MRS. THATCHER HAS YET
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BEEN EXPOSED TO SUCH THINKING. RATHER, HE FEARS THAT
_GOVERNMENTAL AND PUBLIC OPINIONS IN BRITAIN HAVE HARDENED
AGAINST CONCESSIONS ON SOVEREIGNTY OVER ANY OVERSEAS
TERRITORY LEST BRITAIN'S POSITION IN THE FALKLANDS AND
GIBRALTAR BE AFFECTED. I[N THE WAKE OF THE FALKLANDS
AFFAIR, THE FOREIGN OFFICE IS SEEN BY MANY AS OVERLY
WILLING TO MAKE CONCESSIONS ON BRITAIN’S SOVEREIGNTY,
HE SAID, AND WHITEHALL’S FIRST TASK IN PRESENTING ITS
VIEWS ON HONG KONG WILL BE TO DO “A BIT OF A SELLING JOB"
ON ITS CUN CREDIBILITY.

6. IN A RECENT DISCUSSION WITH THE CONSUL GENERAL,

C.H. TUNG, THE INHERITOR OF HIS LATE FATHER’S (C.Y. TUNG)
SHIPPING EMPIRE, OFFERED SUPPORTING EVIDENCE FOR MARGOLIS’
FEARS THAT BRITISH LEADERS MAY BE ADOPTING AN UNREALISTIC
HARD LINE ON THE SOVEREIGNTY ISSUE. TUNG REVEALED THAT
ABOUT TEN DAYS AGO MRS. THATCHER HAD PRIVATELY TOLD HIM
THAT AS FAR AS SHE WAS CONCERNED, THE ONLY THING SUBJECT
TO NEGOTIATION WITH THE PRC WAS THE EXPIRATION OF THE
LEASE ON THE NEW TERRITORIES. AN INTERNATIONAL TREATY
HAD AWARDED THE UK PERPETUAL SOVEREIGNTY OVER HONG KONG
AND THE ADJACENT AREAS OF KOWLOON. THE PRC’S UNHAPPINESS
OVER THE STATE OF AFFAIRS WOULD NOT MOVE THE U.K. TO
ABANDON ITS SOVEREIGN RIGHTS. AFTER ALL SHE WAS NOT
HAPPY WITH SOME OF THE TREATIES ENTERED INTO BY HER

PREDECESSCRS, BUT HER GOVERNMENT WOULD CONTINUE TO OBSERVE

THEM IN KEEPING WITH INTERNATIONAL LAW. THE PRC WOULD
HAVE TO DO THE SAME. TUNG EXPRESSED THE OPINION THAT IF
THE PH PERSISTED IN WHAT HE CLEARLY THOUGHT TO BE AN
UNREALISTIC POSITION, THEN THE PRC AND U.K. WERE IN FOR
SOME ROCKY TIMES ON THE QUESTION OF HONG KONG'S FUTURE.
IN COMMON WITH MOST FINANCIAL HEAVYWEIGHTS HERE--BOTH
BRITISH AND CHINESE--TUNG BELIEVESTHAT IF A DEAL IS TO
BE STRUCK WITH THE CHINESE, IT WILL HAVE TO FEATURE A
U.K. COMPROMISE ON THE SOVEREIGNTY ISSUE IN RETURN FOR
PRC ACQUIESCENCE IN CONTINUED BRITISH ADMINISTRATION OF
THE ENTIRE TERRITORY.

7. MARGOLIS SAID THAT BRITISH PLANNING FOR NEGOTIATIONS
OVER HONG KONG IS DONE LARGELY BY THE HONG KONG AND
GENERAL DEPARTMENT IN THE FOREIGN OFFICE, IN CLOSE
COLLABORATION WITH THE PO (2TICAL ADVISOR'S OFFICE HERE.
DRAFTS PREPARED IN LONDON ARE NORMALLY SENT HERE FOR
COMMENT, HE SAID. ON THE CHINESE SIDE, HE BELIEVES
THE KEY MAN IS LIAO CHENGZHI, HEAD OF THE OVERSEAS
CHINESE AFFAIRS OFFICE OF THE STATE COUNCIL. LIAO, HE
SAID, OVERSAW THE PREPARATION OF SOME EARLY STUDIES OF
THE HONG KONG PROBLEM BY THE CHINESE ACADEMY OF SOCIAL
SCIENCES (SOME OF WHICH INVOLVED “VERY UNREALISTIC
SCENARIOS"). NOW STATE COUNCILLOR JI PENGFE! HEADS A
SPECIAL COMMITTEE RECENTLY SET UP TO STUDY THE ISSUE,

LEY W W arE o e
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BUT MARGOLIS BELIEVES THE CHAIRMANSHIP WAS GIVEN TO JI,

A FORMER FOREIGN MINISTER, IN ORDER TO ROPE THE FOREIGN
MINISTRY IN ON PROPOSALS THAT WILL STILL BE LARGELY
ENGINEERED BY LIAO. (COMMENT. SEVERAL INDEPENDENT

HONG KONG PUBLICATIONS HAVE REPORTED THAT A SPECIAL
COMMITTEE TO STUDY THE HONG KONG |SSUE WAS SET UP UNDER
THE STATE COUNCIL IN MARCH, WITH JI PENGFEI AS ITS
CHAIRMAN AND LIAO CHENGZHI AND LUO QINGCHANG AS DEPUTIES.
WE HAVE NOT SEEN ANY PRC CONFIRMATION OF THIS REPORT.

END COMMENT.)

8. GIVEN THE STATE OF PREPARATIONS, MARGOLIS EXPECTS

NO SERIOUS PROGRESS TOWARD RESOLVING THE 1897 QUESTION
DURING THE PRIME MINISTER’S VISIT TO BEIJING IN
SEPTEMBER. HE THINKS SHE AND THE CHINESE WILL AGREE

TO FURTHER CONSULTATIONS BETWEEN THEIR GOVERKHENTS ON
THE PROBLEM, AND LITTLE MORE. SUCH CONSULTATIONS WILL
TAKE PLACE FORMALLY BETWEEN THE UK EMBASSY AND THE
CHINESE FOREIGN MINISTRY, HE SAID, BUT HE PERSONALLY
BELIEVES SOME "DIRECT, INFORMAL LINK" WILL ALSO

NEED TO BE CREATED 70 VET IDEAS BEFORE THEY ARE FORMALLY
PROPOSED, AND HE CONFESSES TO "SOME SLIGHTLY HEGALOMANIAC
IDEAS ABOUT WHERE THAT LINK MIGHT BE."

LEVIN

-CoHBEHHAE :



SONFHETA— )
. Department of State

,PAGE 81 HONG K 12051 @1 OF @82 2915151 8753

ACTION EA-12

INFO 0CT-08  COPY-81 ADS-00  INR-10 EUR-08  SS-18 CIAE-00
EB-08 DODE-08 H-01 NSC-81  NSAE-00 COME-80 HA-08
L-83 TRSE-08 PM-09 AIT-82  PA-81 STR-14  |CAE-08

SP-82 SPRS-02 /086 W
------------------ 155012 2916421 /50
R 2909487 JUL 82 ¢
FM AMCONSUL HONG KONG
TO SECSTATE WASHDC 2251
INFO CHINA POSTS COLLECTIVE
AMEMBASSY LONDON

LoOhafimmepemmffiepp=tee SECT | ON 01 OF 02 HONG KONG 12851
NOFORN

E.0. 12065: RDS 7/28/82 (LEVIN, BURTON) OR-M
TAGS: PEPR, CH, HK, UK

SUBJECT: BRITISH, CHINESE STUDY HONG KONG'S
FUTURE

REF: (A) HONG KONG 11153, (B) HONG KONG 10056, (C) HONG KONG 8400

1. (C/NF - ENTIRE TEXT)

2. SUMMARY

A HONG KONG OFF ICIAL CLOSELY INVOLVED IN RELATIONS WITH
THE PRC SAYS HIS GOVERNMENT CONTINUES TO BE SLOW IN
GETTING ITS ACT TOGETHER FOR PRIME MINISTER THATCHER'S
SEPTEMBER VISIT TO CHINA AND PROSPECTIVE NEGOTIATIONS
ON HONG KONG’S FUTURE STATUS. HE BLAMES THE FALKLAND
CRISIS FOR DISTRACTING TOP-LEVEL ATTENTION AND ALSO

FOR RAISING BRITISH SENSITIVITIES TO SOVEREIGNTY CLAIMS
HE DOUBTS THAT TOP LEADERS EITHER IN LONDON OR IN
BEIJING HAVE BEEN ACCURATELY INFORMED ON THE REALITIES
OF HONG KONG’S SITUATION AND7SQE79INCESSIONS THAT WILL
BE NEEDED FROM BOTH SIDES TO ASSURE HONG KONG'S CONNINUED
STABILITY AND PROSPERITY.  UNDER THESE CIRCUMSTANCES
THE MOST HE EXPECTS TO COME OUT OF MRS. THATCHER'S
VISIT IS AN AGREEMENT TO HOLD FURTHER CONSULTATIONS ON
HONG KONG’S FUTURE. END SUMMARY.

3. ON JULY 26, ASSISTANT POLITICAL ADVISOR RICHARD
MARGOL 1S (PROTECT) DISCUSSED WITH CONGENOFFS THE STATE
OF PLAY AS THE UK AND PRC STUDY OPTIONS AND PREPARE
NEGOTIATING POSITIONS ON THE STATUS OF HONG KONG WHEN
THE LEASE ON THE NEW TERRITORIES EXPIRES IN 1997.
ELABORTING ON EARLIER REMARKS (REF A), MARGOLIS LAMENTED
THAT THE UK HAS "LOST VALUABLE TIME" IN RECENT MONTHS

AS TOP LEADERS, PREOCCUPIED WITH THE FALKLAND CRISIS,
GAVE NO ATTENTION TO THE HONG KONG ISSUE AND WHAT SHOULD
BE SAID ABOUT IT DURING THE PRIME MINISTER'S VISIT TO
CHINA. 1T WAS IRONIC THAT THE BRITISH SIDE, HAVING AT
LAST CONVINCED BEIJING THAT ACTION WAS NEEDED SOON ON
THE 1997 ISSUE IN ORDER TO REASSURE INVESTORS, WAS NOW
ITSLF LAGGING. HE EXPECTED, HOWEVER, THAT GOVERNOR YOUDE
WOULD RAISE THE MATTER WITH MRS. THATCHER DURING HIS
CURRENT VISIT TO BRITAIN. (THE LOCAL PRESS TODAY RE-
PORTED THAT YOUDE HAD MET WITH THATCHER IN LONDON.)

4. BY CONTRAST, MARGOLIS NOTED, BEIJING HAS BEEN MOVING
AHEAD WITH CONSULTATIONS WITH HONG KONG CHINESE ABOUT

THE TERRITORY’S FUTURE. NOT ONLY HAVE BUSINESS AND OTHER
LEADERS BEEN INVITED TO BEIJING TO TALK WITH TOP LEADERS
(REF B), BUT HE UNDERSTANDS THAT NCNA AND OTHER PRC

. L

j INCoiNG ¥
(v TELEGRAM /{43.
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REPRESENTATIVES SUCH AS CHINA RESOURCES HAVE BEEN

QUERYING LESS PROMINENT INDIVIDUALS IN HONG KONG FOR

THEIR VIEWS ON THE 1997 QUESTION. DESPITE THIS ACTIVITY,
HOMEVER, MARGOLIS IS NOT SURE BEIJING IS GETTING AN
ACCURATE PICTURE THROUGH ITS INFORMATION CHANNELS. FOR
EXAMPLE, HE SAID THAT CHINESE LEADERS SEEM TO THINK
BRITAIN DERIVES LARGE CASH INFLOWS FROM ITS ADMINISTRATION
OF HONG KONG. HE SAID THIS WAS NOT SO, AND HE BELIEVES
WANG KUANG, THE NCNA CHIEF HERE, REALIZES IT. HOWEVER,

HE DOUBTS WANG WILL STICK HIS NECK OUT TO DISABUSE HIS
SUPERIORS OF THEIR ILLUSIONS. (COMMENT. A SOURCE CLOSE
TO HONG KONG FINANCIER FUNG KING HEY, WHO MET WITH

ZHAO ZIYANG IN APRIL, TOLD US ZHAO IS CONVINCED THAT THE
BRITISH MUST BE MAKING A LOT OF MONEY FROM HONG KONG,

OR THEY WOULD NOT STAY HERE (REF C). HOWEVER, CONSTRUCTION
MAGNATE GORDON WU, WHO MET WITH ZHAO ABOUT THE SAME TIME,
TOLD CONGENOFFS THAT ZHAO HAS NO SUCH ILLUSIONS. END
COMMENT.)

178

5. BRITISH LEADERS MAY CHERISH ILLUSIONS T00, MARGOLIS
THINKS. FOR EXAMPLE, HE BELIEVES THAT SOME CONCESSION
IN PRINCIPAL ON SOVEREIGNTY OVER HONG KONG WILL
ULTTHATELY BE NECESSARY TO REACH A NEW AGREEMENT WITH

BEIJING, BUT HE DOES NOT THINK MRS. THATCHER HAS YET

DECLASSIFIED
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BEEN EXPOSED TO SUCH THINKING. RATHER, HE FEARS THAT
GOVERNMENTAL AND PUBLIC OPINIONS IN BRITAIN HAVE HARDENED
AGAINST CONCESSIONS ON SOVEREIGNTY OVER ANY OVERSEAS
TERRITORY LEST BRITAIN’S POSITION IN THE FALKLANDS AND
GIBRALTAR BE AFFECTED. IN THE WAKE OF THE FALKLANDS
AFFAIR, THE FOREIGN OFFICE IS SEEN BY MANY AS OVERLY
WILLING TO MAKE CONCESSIONS ON BRITAIN’S SOVEREIGNTY,

NE SAID, AND WHITEHALL’S FIRST TASK IN PRESENTING ITS
VIEWS ON HONG KONG WILL BE TO DO “A BIT OF A SELLING JOB"
ON ITS ONN CREDIBILITY

6. IN A RECENT DISCUSSION WITH THE CONSUL GENERAL,
C.H. TUNG, THE INHERITOR OF HIS LATE FATHER'S (C.Y. TUNG)
SHIPPING EMPIRE, OFFERED SUPPORTING EVIDENCE FOR MARGOL IS’
FEARS THAT BRITISH LEADERS MAY BE ADOPTING AN UNREALISTIC
HARD LINE ON THE SOVEREIGNTY ISSUE. TUNG REVEALED THAT
ABOUT TEN DAYS AGO MRS. THATCHER HAD PRIVATELY TOLD HIM
THAT AS FAR AS SHE WAS CONCERNED, THE ONLY THING SUBJECT
T0 NEGOTIATION WITH THE PRC WAS THE EXPIRATION OF THE
LEASE ON THE NEW TERRITORIES. AN INTERNATIONAL TREATY
HAD_AWARDED_THE UK PERPETUAL SOVEREIGNTY OVER HONG KONG
AND THE ADJACENT AREAS OF KOWLOON. THE PRC’S UNHAPPINESS
QVER THE STATE OF AFFAIRS WOULD NOT MOVE THE U.K. TO
ABANDON ITS SOVEREIGN RIGHTS. AFTER ALL SHE WAS NOT
HAPPY WITH SOME OF THE TREATIES ENTERED INTO BY HER
PREDECESSORS, BUT HER GOVERNMENT WOULD CONTINUE TO OBSERVE
THEM IN KEEPING WITH INTERNATIONAL LAW. THE PRC WOULD
HAVE TO DO THE SAME. TUNG EXPRESSED THE OPINION THAT IF
THE PM PERSISTED IN WHAT HE CLEARLY THOUGHT TO BE AN
UNREALISTIC POSITION, THEN THE PRC AND U.K. WERE IN FOR
SOME ROCKY TIMES ON THE QUESTION OF HONG KONG'S FUTURE.
IN COMMON WITH MOST FINANCIAL HEAVYWEIGHTS HERE--BOTH
BRITISH AND CHINESE--TUNG BELIEVESTHAT IF A DEAL 1S TO

BE STRUCK WITH THE CHINESE, IT WILL HAVE TO FEATURE A
U.K. COMPROMISE ON THE SOVEREIGNTY ISSUE IN RETURN FOR
PRC ACQUIESCENCE IN CONTINUED BRITISH ADMINISTRATION OF
THE ENTIRE TERRITORY.

7. MARGOLIS SAID THAT BRITISH PLANNING FOR NEGOTIATIONS
OVER HONG KONG IS DONE LARGELY BY THE HONG KONG AND
GENERAL DEPARTMENT IN THE FOREIGN OFFICE, IN CLOSE
COLLABORATION WITH THE PO (2TICAL ADVISOR’S OFF ICE HERE.
DRAFTS PREPARED IN LONDON ARE NORMALLY SENT HERE FOR
COMMENT, HE SAID. ON THE CHINESE SIDE, HE BELIEVES
THE KEY MAN IS LIAO CHENGZHI, HEAD OF THE OVERSEAS
CHINESE AFFAIRS OFFICE OF THE STATE COUNCIL. LIAO, HE
SAID, OVERSAW THE PREPARATION OF SOME EARLY STUDIES OF
THE HONG KONG PROBLEM BY THE CHINESE ACADEMY OF SOCIAL
SCIENCES (SOME OF WHICH INVOLVED "VERY UNREALISTIC
SCENARIOS"). NOW STATE COUNCILLOR JI PENGFEI HEADS A
SPECIAL COMMITTEE RECENTLY SET UP TO STUDY THE ISSUE,

INCOMING
TELEGRAM

BUT MARGOL IS BELIEVES THE CHAIRMANSHIP WAS GIVEN TO JI,

A FORMER FOREIGN MINISTER, IN ORDER TO ROPE THE FOREIGN
MINISTRY IN ON PROPOSALS THAT WILL STILL BE LARGELY
ENGINEERED BY LIAO.  (COMMENT. SEVERAL INDEPENDENT

HONG KONG PUBLICATIONS HAVE REPORTED THAT A SPECIAL
COMMITTEE TO STUDY THE HONG KONG ISSUE WAS SET UP UNDER
THE STATE COUNCIL IN MARCH, WITH JI PENGFEI AS ITS
CHAIRMAN AND LIAO CHENGZH! AND LUO QINGCHANG AS DEPUTIES.
WE HAVE NOT SEEN ANY PRC CONFIRMATION OF THIS REPORT

END COMMENT.)

8. GIVEN THE STATE OF PREPARATIONS, MARGOLIS EXPECTS

NO SERIOUS PROGRESS TOWARD RESOLVING THE 1997 QUESTION
DURING THE PRIME MINISTER’S VISIT TO BEIJING IN
SEPTEMBER. HE THINKS SHE AND THE CHINESE WILL AGREE

TO FURTHER CONSULTATIONS BETWEEN THEIR GOVERNMENTS ON
THE PROBLEM, AND LITTLE MORE. SUCH CONSULTATIONS WILL
TAKE PLACE FORMALLY BETWEEN THE UK EMBASSY AND THE
CHINESE FOREIGN MINISTRY, HE SAID, BUT HE PERSONALLY

BEL IEVES SOME "DIRECT, INFORMAL LINK" WILL ALSO

NEED TO BE CREATED TO VET IDEAS BEFORE THEY ARE FORMALLY
PROPOSED, AND HE CONFESSES TO “"SOME SLIGHTLY MEGALOMANIAC
IDEAS ABOUT WHERE THAT LINK MIGHT BE."

LEVIN
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3. CHINA: OVERTURES ON HONG RONG '

Beijing's recent overtures on Hong Kong are designed to
reassert China's sovereignty over the British colony in 1997
and to reassure -investors and residents that the island's
special status will continue in the post-reversion periocd. The
Chinese want to show Taiwan and the US that they can achieve »
an agreement that accommodates the interests of all parties.
Without a continued British presence and the retention of
existing managerial expertise, however, Hong Kong's prosperity
will be jeopardized.

* * *

Government and private leaders in Hong Rong argue for an
early decision on the island's future that will maintain the
status quo and thus avoid the exodus of the island's businessmen.
The substantial departure of the commercial community would pose
a serious problem for China, which acquires up to 45 percent of
its foreign exchange and part of its advanced technology through
Hong RKong. China'reportedly has set up a special committee,
including prominent members of the island's Chinese community,
to study the potentially adverse effects of reversion.

At a minimum, China insists that its flag fly over Hong
Rong. But Thatcher, who is scheduled to visit China and Hong
Rong in September, has stated that there can be "no Hong Rong”
without the British flag. Thatcher's extreme position could be
a bargaining strategy. The 1898 treaty awarding the New Terri-
tories to Britain expires in 1997. Upon expiration, 90 percent
of the colony would be returned to China, thereby making reten-
tion of Hong Rong island and the adjacent areas of Rowloon
(given in perpetuity in 1842) virtually untenable.

China's view that two different systems can coexist in one
country is implicit in its nine-point reunification proposal;
it was explicitly endorsed and amplified by Party Chairman Hu
Yaobang last February. More recently, a Chinese official noted
that the new draft constitution provides for "special admini-
strative zones" operating with laws designed to meet each area's
"specific concerns."”

Beijing probably believes that special zones can provide
a framework whereby Hong Kong, and eventually Taiwan can be
joined to China and simultaneously preserve their non-socialist
economic and political structures. But it is unlikely that
things can remain as they are if China reasserts its sovereignty
over Hong Rong and tries to use officials of a communist system,
however unobtrusively, to oversee a capitalist program. - ¥
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E.0. 12356: DECL: 8/13/12
TAGS: PEPR, EINV, HK, ChH, UK

SUBJECT: THE 1997 BLUES: HONG KONG STARTS REALLY
= WORRY IKG
REF: HONG KONG 11553

1. (€) SUHHARY

HONG KONGERS’ LATENT FEARS ABOUT THE COLONY’S POLITICAL
FUTURE HAVE SURGED TO THE SURFACE IN RECENT WEEKS,
STRONGLY ABETTED BY AND IN TURN FEEDING A DECLINING
BUSINESS CLIMATE. THERE HAS BEEN VIRTUALLY NO CHANGE
IN THE LONG-HELD PUBLIC POSITIGNS OF THE BRITISH AND
CHINESE GOVERNMENTS ON THE ISSUE, AND THERE 1S NO
RELIABLE EVIDENCE AS TO WHAT DECISIONS--IF AKY--LONDON
OR BEIJING HAVE MADE IN PREPARATION FOR PRIME MINISTER
THATCHER'S SEPTEMEER VISIT TO CHINA. -HOWEVER, THE
JITTERY HOOD [N THE COLONY HAS PRODUCED A SPATE OF
PRESS STORIES OF *INITIATIVES" AND "PLANS,” HOST OF
WHICH WAVE BEE!N QNLY PUFFED-UP SPECULATION. HOWEVER,
IN AT LEASY ONE CASE IT APPEARS THMAT AN KCHA SCURCE,
FOR MOTIVES THAT ERE UNCLEAR, PLANTED A 3TORY SAYING
THAT CHINA INTENDS TO FLY ITS FLAG AND APPOINT HKONG
KONG’S GOVERNOR AFTER 1997. END SUMMARY

2. LOU) THE LEVEL OF ANX F-HONG-KONG' §
FUTURE HAS MOUNTED REPIDLY IN RECENT WEEKS AS PRIME
MINTSTER 1K ‘S_YISIT TO CHINA LOOHED CLOSER, AS
THE HAGIC DATE 0iJULY- 30,1352, PAISEDLTHE LAST DAY
WHEN A STANDARD 15-YEAR LEASE COULD BE SIGNED IN_THE..
NEW TERRITCRIES), AND AS THE EFFECTS OF THE WORLD-WIDE
RECESSION BELATEDLY IMPACTED ON HONG KONG. RUMORS AND
NEWS STORIES CIRCULATED OF A "HARDENING IN CHINA'S
POSITION* CN HONG KOKG’S STATUS PREDICTABLY ALARMING

A PUBLIC WHICH, ACCOSDING TO A PUBLIC OPINION POLL
RELEASED KUGUST 12 BY AN INDEPENDENT REFORN GROUP,
FAVORED BY 95 PERCENT THE RETEMTION OF THE STATUS QUO
THE SAME DAY INVEZIGRS CEEMED TO PUT THEIFR MONEY WHERE
THEIR MOUTHS VERE AS THE ALREADY BATTERED HANG SENG
STOCK INDEX PLUNGED MORE THAN 100 POINTS TO REACH A
TWO-YEAR LOW. THOUGK CTHER SIGHIFICANT FACTORC WERE
INVOLVED 1N THE STOCK DECL INE (SEPTEL), FEW DOUBTED
THAT POLITICAL UNCERTAINTY H}iD BECOME IMPORTANT.

3. (LOU) TO SOME EXTENT HONG KONG AND THE PRESS HAVE
BEEN SCARING THEMIELVES OVER THE PAST FEW WEEKS AS
STORIES OF CHINESE “INITIATIVES® AND "PLANS" HAVE FED
OR ONE ANOTHER. FOR EXAMPLE, A JULY 16 STATEMZNT BY
NPC VICE CHAIRMAW PENG ZHEN WAS RATHER FAR-FETCHEDLY
INTERPRETED EY A WIRE SERVICE AS A HINT THAT CHIKA

\
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PLANKED TO INCORPORATE KONG KOKG INTO CHINA AS A
“SPECIAL ADMINISTRATIVE REGION." THE STORY WAS
GENERALLY POOH-POJHED IN THE HONG KONG PAPERS (REFTEL),
BUT MENTIONS OF THE "TRIAL BALLOON" CONTINUED TO

.

BOUNCE AROUND IN THE INTERNATIONAL HEDIA. NOW THIRD

AND FOURTH-HAMD REFERENCES TO THIS “CHINESE INITIATIVE" /g
HAVE. FOUND MORE CREDENCE IN HONG KONG THAN THE ORIGINAL /

STORY DID, AND THE “SPECLALADMINISIRAT|YE REGION" .
SCENARLOHAS_TAKEN ON THE EXAGGERATED STATUS OF A . - i:?‘£‘~1'
SER10US PRC BALLOON FLOATING THRQUGH_THE OVER- ‘L‘Nz:§ v
HEATED. ATHMOSPHERE. «

s b » d 1S ¢ 054-4'\'
4. (C) MORE SERIOQUS STORIES, PUBLISHED IN ENGLISH- h
LANGUAGE PAPERS AUGUST 10 AND 11, SAY THAT CHINA HAS %

DECIDED TO REPLACE YHE UNION JACK WITH THE PRC FLAG \ CA s
AND TO APPOINT--0R PERHAPS HAVE THE POPULACE ELECT-- “ L,’_

THE GOVERNOR, BUT TO MAKE NO OTHER INITIAL CHANGES IN
THE GOVERNMENT. A CONOFF TALKED WITH THE AUTHOR OF
ONE OF THE ARTICLES, AN AMERICAN ACADEMIC RESIDENT IN
HONG KONG, WHO CLAIMED THAT THE “CHINESE PLAK" HAD
BEEN DISCLOSED TO HIM JULY 28 BY AR NCHA CONTACT. HIS
SOURCE SAID CHINA HAD DECIDED T0 REASSERT ITS SOVEREIGNTY
OVER ALL OF HONG KONG IK 1337 BY SUBSTITUTING ITS FLAG
FOR THE UNION JACK, APPOINTING A CHINESE GOVERNOR--
POSSIBLY A HONG KONG CHINESE--AND LEAVIKG THE REST OF
THE ADMINISTRATION AS IT IS. THE EXPATRIATES IN THE
HKG WOULD BE RETAIJED, ALTHOUGH NO Ni» ONES WOULD BE
HIRED AMD THE SYSTEM WOULD GRADUALLY'BECCME CHINESE
THROUGH ATTRTTTUN. T HIS SOURCE-URGED -HN-F0-DISCUSS
THE PLAN WITH LOCAL AMERICAN BUSINESSHEN AND THEM
PUBLISH IT. HE CLAIMS THIS STORY WAS ALSO LEAKED

DECLASSIFIED
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TO AT LEAST ONE OTHER FOREIGN CORRESPONDENT, AND
PROBABLY TO OTHER LOCAL JOURNALISTS. (AN ALMOST
IDENTICAL “PLAN" WAS DESCRIBED IN THE AUGUST 11 HOKNG
KONG STANDARD, ATTRIBUTED TO "MIDDLE-RANKING OFFICIALS
OF CHINA-AFFILIATED ORGANIZATIONS HERE.")

5. . (C) THE AMERICAN 1S PUZILED BY THE MOTIVATION
BEHIFD THE LEAK. HE THINKS THAT PERHAPS SOME OLD
HONG KONG HANDS IN NCNA BELIEVE BEIJING'S "PLAN" WILL
PROVE UNACCEPTABLE TO PEOPLE IN HONG KONG, AND HAVE
LEAKED IT TO THE PRESS IN ORDER TO LET BEIJING SEE
THE NEGATIVE PUBLIC REACTION. HE SAID HIS SOURCE
HAS DESCRIBED BEIJING'S LATEST PLAN AS AN ABRUPT AND
VERY RECENT CHANGE FROM AN EARLIER INTENTION NOT TO
PUSH HARD ON THZ SOVEREIGNTY ISCUE.

6. (LOU) "~ ON THE RECORD, THE PRC AND TS LOCAL SPOKESMEN
HAVE TRISD TO COOL SPECULATION AND ANXIETY, REFUSING TO
CONFIRM SUCH STORIES BUT OFFERING NOTHING

SPECIFIC TO COUNTER THEM. THE' HAVE BASICALLY
REITERATED CHINA’S STAND, ENUNCIATED BY HUANG HUA AT THE
U.N. IN 1872, THAT HONG KONG IS CHINESE TERRITORY AND
THAT THE PROBLEM OF BRITISH RULE WILL BE RESOLVED

"WHEN THE TIME IS RIPE." THEY HAVE THEN REPEATED
GENERAL ASSURANCES TO INVESTORS THAT HONG KONG’S
PROSPERITY WILL BE MAINTAIRED WHILE REFUSING TO BE
PINNED DOWN ON WHAT ADMINISTRATIVE ARRANGEMENTS ARE
EXPECTED TO MAKE THAT POSSIBLE.

7. (S/NF) .DEPUTY POLITICAL ADVISOR RICHARD MARGOLIS,
IN CONVERSATION AUGUST 11 AND 12 WITH CONOFFS, EXPRESSED
THE CONVICTION THAT PEKING HAS NOT YET SETTLED ON ANY
DEFINITE PLAN FOR HONG KONG. HE SAID HIS GOVERNMENT
HAS RECENTLY ACQUIRED CLANDESTINE INFORMATION FROM

WHAT IT CONSIDERS AN EXTREMELY RELIABLE SOURCE SHOWING
THAT GUIDANCE FROM THE HIGHEST LEVEL OF THE PRC IN
MID-JUNE ONLY LAID OUT THE "THINKING OF TOP LEADERS
WITHOUT CHOOSING SPECIFIC OPTIONS. HE IS CONFIDENT
THAT BEIJING HAS NOT PROGRESSED BEYOND THIS STAGE.

KIS CONFIDENCE IS SUPPORTED BY AUGUST 13 REMARKS TO-A
CONOFF BY JI SHAOXIANG AND LI RUOHE, NCNA WORKING LEVEL
CONTACTS WHO REGULARLY DEAL WITH THE BRITISH HERE ON
POLITICAL ISSUES. THEY AFFIRMED THAT CHINA HAS NOT

YET FORMED A DEFINITE PLAN, BUT IS ONLY DISCUSSING
“VARIOUS IDEAS." MARGOL!S BELIEVES THAT SOME HONG

KONG CADRES, BRIEFED WITH THE MID-JUNE DOCUMENT, HAVE
BEEN RETAILING AND SELECTIVELY DISTORTING PARTS OF IT
AROUND TOWN AND THAT THIS MAY BE THE SOURCE OF THE
RECENT PRESS STORIES. SOME OF THE STORIES ARE
UNDOUBTEDLY REPLAYS, IN SOME INSTANCES GARBLED, OF

: | artment 0
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ACCOUNTS BROUGHT BACK BY HONG KONG PERSONAGES FROM
RECENT MEETINGS WITH PRC LEADERS

8. (C) COMMENT. WE SEE NO RELIABLE EVIDENCE THAT
EITHER LONDON CR BEIJING HAS YET DECIDED ON ITS EXACT
TALKING POINTS, MUCH LESS BEGUN TO MAKE THEM PUBLIC.
THIS WEEK'S INCIPIENT PANIC IN ITSELF MIGHT WELL
LINFLUENCE THE POSITIONS OF BOTH PARTIES. ONE POS-
SIBILITY IS THAT BEIJING’'S AWARENESS OF THE EVIDENT
FRAGILITY HERE MIGHT PROMPT IT TO- A SOFTER POSITION
ON HONG KONG. THE BRITISH NOW PROBABLY FEEL MORE

 URGENCY IN GETTING SOMETHING POSITIVE ON HONG KONG

OUT OF THE THATCHER VISIT. PARADOXICALLY, THE

BRITISH MAY SEE THE PRESENT JITTERS I[N HONG KONG

AS USEFUL TO THEIR LONG-TERM INTERESTS. SOME HERE

ARE EVEN SPECULATING THAT THE BRITS ARE MACHIAVELLIAN
* ENOUGH TO STIR THEM UP. WE KIND OF DOUBT THIS

LEVIN

~
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E.0. 12356: DECL: 8/12/88
TAGS: ECON, EFIN, CH, .K, UK
SUBJECT: HONG KONG GETS THE JITTERS

REFS:
(C) SUMMARY AND INTRODUCTION: HONG KONG HAS A CASE OF
THE JITTERS WHICH HAY LAST FOR SOME TIME. THE HONG
KONG DOLLAR SLID TO A LOW OF H.K. DOLS 6.183 EQUALS
U.S. ONE DOLLAR ON AUGUST 11, BEFORE MAKING A SLIGHT
RECOVERY 10 H.K. DOLS 6.135 AT THE MARKET'S CLOSE,
AFTER REPORTED GOVERNMENT INTERVENTION. THE STOCK
MARKET PLUNGED 188 POINTS ON AUGUST 12, BRINGING IT

T0 A TWO-YEAR LOW. WE WOULD TRACE THE JITTERS IRITIALLY
TO BASICALLY ECONOMIC FACTORS, NOW ACCENTUATED BY
CONCERN OVER HONG KONG'S FUTURE. AS ONE ANALYST SAID,
EVERYTHING SEEMS TO BE GOING WRONG AT THE SAHE TIHE.

ON THE ECONOMIC SIDE, THE U.S. DOLLAR IS EXTREMELY
STRONG, THE INTEREST RATE DIFFERENTIAL BETWEEN U.S.

AMR U.K. RATES FAVORS AN OUTFLOW OF H.K. DOLLARS, THE
INTERBANK SYSTEM HERE IS AWASH WITH FUNDS FROM A RECERT
LAND DEAL, HONG KONG'S TRADE FIGURES SHOW NO REAL GROWTH
IN THE FIRST HALF OF 1982, HONG KONG'S ECONOMIC GROWTH
RATE .HAS SLOWED, THE EEC IS DEMANDING STEEP CUTS IN
HONG KONG*S TEXTILE EXPORTS TO THE COMMUNITY AKND THE
ECONOMIC OUTLOCK IS POOR FOR HONG KONG'S MAJOR TRADING
PARTNERS. OK THE POLITICAL SIDE, PRESS ARTICLES

REPORT THAT CHINA'S TERMS GN THE 1997 ISSUE APPEAR

T0 BE HARDENING. RECENT ARTICLES REFER TO A LOCAL
CHINESE GOVERNOR AND THE CHINESE FLAG FLYING OVER

HONG KONG. CONFIDENCE, HONG KONG'S MOST PRECIOUS BUT
INVISIBLE COMMODITY, IS BEING UNDERMINED. THE LOCAL
ADVERSE REACTION TO THE RECENT TIN SHUI WAl AND BANK

OF CHINA LAND DEALS EXEMPLIFIES THIS NERVOUSHESS. THE
DEPUTY POLITICAL ADVISOR BELIEVES THE WEAK HONG KONG
DOLLAR AND PLUNGING STOCK MARKET REFLECTED LOCAL AND
INTERNATIONAL ECONOMIC FACTORS. NOW PEOPLE ARE
ATTRIBUTING THE FALL TO UNCERTAINTY OVER HOKG KCNG'S
FUTURE. HE SEES THIS PUTTING INCREASED PRESSURE ON
BRITAIN (AND IMPLICITLY CHINA] TO DO SOHETHING

END SUMMARY.

1. (U)THE HOMG KONG DOLLAR HAS RECENTLY DEPRECIATED
AGAINST THE U.S. DOLLAR IN PART DUE TO THE U.S.

DOLLARS RECENT STRENGTH. IT SLID FROM H.K. DOLS §5.808
EQUALS U.S. ONE DOLLAR ON JULY 26 TO A LOW OF

H.K. DOLS 6.183 ON AUGUST 11, BEFORE RECOVERIKG TO
CLOSE AT H.K. DOLS 6.135 REFLECTING REFCRTED

GOVERMMENT INTERVENTION IN BOTH THE FOREIGN EXCHANGE
AND INTERBANK MARKETS. THE EFFECTIVE EXCHANGE RATE
INDEX STOOD AT 88.3 (BASE YEAR 1971 EQUALS 100) ON
AUGUST 11 DOWN FROM 82.8 ON JULY 26. THE ONE
PERCENTAGE POINT INTEREST RATE DIFFERENTIAL BETWEEN

THE HONG KONG PRIME RATE OF 14 PERCENT AND THE U.S.

15 PERCENT PRIME HAS SLIGHTLY WEAKENED THE HOMNG KOMG ~

A) HONG KONG 9288, B) HONG KONG 12588

SS-18
NSAE-80
STR-14

HITUViirnivw x
DOLLAR.  THE HONG xonu INTERBANK HARK:fiAY BEEN \zia(’V”:S,/
AVASH WITH HONG KONG DOLLARS SINCE JULY 83 WHEN THE

DEVELOPER OF THE TIN SHUI VAl PROJECT DEPOSITED THE -
M.K. DOLS 1.46 BILLION SUK IT RECEIVED FROM THE SALE ,gé'
OF PART OF THE SITE TO THE HONG KONG GOVERNMENT (KG) -

IN THE SHORT-TERM INTERBANK MARKET. THE MONEY FLOODED ,
INTO AN ALREADY-L1QUID HONG KOG DOLLAR MARKET TO ‘,,-—(EZ'
TEMPORARILY DRIVE DOWN THE OVERNIGHT INTERBANK RATE

T0 3 PERCENT. THE OVERNIGHT RATE HAS SINCE REBOUNDED

WITH GOVERNMENT INTERVENTION TO .25 PERCENT. A

FURTHER WEAKNESS OF THOOFCNG DOLLAR WILL BE

REGISTERED IF PEOPLE CONTINUE TO GET OUT OF THE  w

MONG KONG DOLLAR - AND INTO THE U.S. DOLLAR.

2. (C) PEOPLE ARE GETTING OUT OF THE STOCK MARKET.

THE WEAKNESS OF THE HONG KONG DOLLAR AND THE ECONOMY

IN GENERAL, APPREHENSION OVER KOXG KONG'S FUTURE, AND

THE CONFUSION AND DISAPPOINTHENT SURROUKDING THE

GOVERNHENT'S LATEST “FRIENDSHIP* LAND SALE TO THE BANK

OF CHINA (BOC) CAUSED THE LCCAL HANG SENG STOCK

MARKET INDEX TO PLUMMET MORE THAK 100 POINTS ON

AUGUST 12, TO BELOW 1003, THE LOWEST LEVEL IN HORE

THAN TWO YEARS. THE HONG KONG STOCK MARKET WHICH

TRADES PN MANY PROPERTY COHPANY STOCES CLOSELY

REFLECTS THE LOCAL PROPERTY MARKET. WITH THE EXCEP-

TION OF THE CENTRAL FINANCIAL DISTRICT WHERE PRICES

MAVE BEEN SUSTAINED, HONG KONG'S PRUPERTY PRICES IN

GENERAL HAVE PLUNGED ABOUT 30 PERCENT OF HORE FROM 1981

PEAKS. SOME SECURITIES ANALYSTS SAY THE HANG SENG

INDEX COULD EASILY FALL ANOTHER 200 POINTS. A PROMINENT

LOCAL BUSINESSMAN SAID THE INDEX COULD FALL EVEN LOWER

10 768, THE HONG KONG STOCK MARKET IS HOTOROUSLY

VOLATILE. '

DECLASSIFIED
NLRR m249 * 42257
BY.cmy NARADATE (/2 iz
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THIS IS NOT THE FIRST TIME THERE HAS BEEN A SEVERE
SLUMP IN HONG KONG STOCKS, APPARENTLY TRIGGERED BY
EXTERNAL PRESSURES. HOWEGER, THESE SLIMPS DON'T
NORMALLY CONTINUE WiTHOUT INSTITUTIONAL PRESSURES
FORTUNES HAVE BEEN MADE IN PREVIOUS MANIPULATIONS

BY FIGURES SUCH AS FUNG KING HEY AND OTHER STALWARTS
OF TODAY’S HONG KONG. THE LOSERS ARE USUALLY THE
SHALL INVESTORS WHO PANIC AND SELL TO THE BIG GUYS
AT THE BOTTOM OF THE MARKET. WE EXPECT THAT THIS
OHE MAY BE NO DIFFERSHT.

3. (C)IN TWO RECENT LAND SALES, THE HKG WAS SEEN
LOCALLY AS GIVING THE CHINESE OVERLY GENEROUS TERMS~-
1.E. GOVERKMENT CAPITULATION TO CHINA. THE HKG, OHE
NEWSPAPER EDITORIAL SAID, VIOLATED THE FIRST ECONOMIC
COMMANDMENT:  “THOU SHALL PAY ACCORDING TO THE
MARKET RATE."™ THE DETAILS COF THE TIN SHUI WAl
MIGHTY CITY AND BOC SALES HAVE BEEN REPORTED IN

HONG KONG 3288 AMD HONG KONG 125808, RESPECTIVELY.
WHILE THE HKG OFFICIALLY STATES THAT THE BOC SALES
WHICH HELPED SET THE STOCK MARKET PLUMMETING
REFLECTED THE FULL MAPKET VALUE OF THE SITE, HONG
KONG’S DEPUTY POLITICAL ADVISOR PRIVATELY ADMITS
CHINA GOT A BARGAIN. HE DECCRIBED THE DEAL AS
POLITICAL. THE 13 YEAR LOAN TERMI, WHICH WERE
HIGHLY CRITICIZED HERE, WERE AT CHINA’S INSISTANCE.
THE HAG ALSO CAME UNDER CRITICISH FOR THE POOR
TIHINC OF THE ANNOUNCEMENT. ACCORDING TO THE DEPUTY
POLITICAL ADVISOR, CHINESE AUTHORITIES FIRST
RELEASED THE NEWS OF THE SALE WITHOUT CONSULTING
WITH THE HKG. THE GOVERNMENT HERE HAD HOPED THE
SALE WOULD FOSTER COHFIDENCE BY DEMONSTRATING CHINA’S
CONTINUED CCMMITHENT TO HONG KONG. INCTEAD THE
ALREADY SHAKY  MARKET NOSE DIVED. FINKNCIAL SECRETARY
BREMRIDGE PRIVATELY EXPRESSED HIS FRUSTRATION WITH
THE MARKET'S REACTION, PROCLAIMING “THEY ARE ALL
LUNATICS. THIS NEWS WAS SUPPOSED TO CHEER THEM UP."

4, (C)THE JITTERS NOW PREVALENT IN HONG KONG CAN
BE TRACED TO BOTH ECONCKMIC AND POLITICAL FACTORS.
THE INITIAL NERVOUINEZS, WE BELIEVE,COULD LARGELY
BE TRACED TO ECCHCMIC FACTCRS AFFECTING THE ALREADY
WEAKENED HONG KONG ECONOMY. HOWEVER, WITH TIHE,
THE ECONOMIC ISSUES WERE ACCENTURTED BY POLITICAL
UNCERTAINTY OVER THE 1397 LEAZE 1SSUE. AS A HONG
KONG AND CHAMGHA! BANK SOURCE COMMENTED TO ECONOFF,
EVERTHIKG STARTED GOING WRCNG AT ONCE. IT*S AS IF
AN ALREADY SICK MAN (hONG KONG'S ECONOMY) WERE EXPOSED
TO TORRENTIAL RAINS,STRONG WINDS, AND LANDSLIDES.

S. (C) AMOKG THE ECONOMIC FACTORS, WE WOULD LIST:

--THE STRONG U.S. DOLLAR

8183

$S-10
NSAE-08
STR-14

F'CLL O A

--THE INTEREST RATE DIFFERENTIAL BETWEEN THE U.S. AND
HONG KONG PRIME RATES

--THE EXCESS LI1QUIDITY IN THE HONG KOKG INTERBANK
MARKET.

-=THE HONG KONG ECONOMY’'S POOR TRADE PERFORMANCE IN
THE FIRST HALF OF 1982 WITH NO REAL GROWTH IN -
DOMESTIC EXPORTS

--THE DOWNWARD REVISION OF THE PROJECTED REAL GROSS
DOMESTIC PRODUCT FOR THE HONG KONG ECONOMY IN 1982
FROM 8 T0 6 PERCENT OR LESS.

~-THE POOR PERFORMANCE OF THE PROPERTY MARKET.

--THE STYMIED TEXTILE NEGOTIATIONS WITH THE EEC,
WITH THE EUROPEANS DEMANDING 12 PERCENT CUTBACKS
FOR CERTAIN ITEMS

-=THE POOR ECONOMIC OUTLOOK FOR HONG KOHG'S MAJOR
TRADING PARTNERS.

6. (C)TO THESE ADVERSE ECOHOMIC FACTORS, WE MUST
ADD THE POLITICAL OVERLAY OF INCREASED LOCAL
NERVOUSNESS OVER THE 1997 LEASE ISSUE. FOR SOME
TIME, THE BRITISH GOVERNMENT AND PROMINENT LOCAL
HONG KONG CHINESE BUSINESSHMEN HAVE URGED THE PRC

TO LOOK AT THIS ISSUE. TODAY, SOME MAY QUESTION

THE WISDOM OF THEIR URGINGS. ALHOST EVERYDAY ThE
LOCAL PRESS PRESENTS ONE CONFIDENCE ERCDING ARTICLE
AFTER ANOTHER ON THE PRC’S SUPPCSED INTENTIONS TOWARDS
HONG KONG. LOCAL INVESTORS ARE EXPOSED TO HEADL INES
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LIKE "BEIJING PREPARING FOR THE TAKE-OVER: CHINA

LEAKING LEASE PLANS." THE CHINESE TERMS SO REPORTED

BY THE PRESS.ARE MUCH TOUGHER THAN THE LOCAL

POPULATION HAD EXPECTED. ASSORTED ARTICLES TALK OF

CHINA’S RECOVERING OR PRESERVING ITS SOVEREIGNTY

OVER HONG KONG IN 1897 OR BEFORE, A LOCAL CHINESE

GOVERNOR APPOINTED BY BEIJING, A CHINESE FLAG FLYING

OVER HONG KONG, AND HONG KONG'S INCORPORATION AS A .
SPECIAL AUTONOMOUS REGION OF CHINA UNDER ARTICLE 38

OF THE NEW CHINESE CONSTITUTION. IN ADDITION,

GOVERNOR YOUDE'S ANNOUNCEMENT ON HIS RETURN FROM

"CONSULTATIUNS IN LONDON THAT HONG KONG’S FUTURE MUS{

BE SEEN AS A "STEP-BY-STEP" PROCESS FURTHER DIMMED

ANY LOCAL HOPES OF AN AMICABLE, QUICK ARRANGEMENT.

7. (C)DESPITE PRESS REPORTS, THE DEPUTY POLITICAL

ADVISOR (POLAD) DENIES THAT PRC OFFICIALS HAVE

DECIDED UPON ANY ONE GAME PLAN FOR HONG KONG. HE

SEES VARIOUS ASSESSMENTS EMANATING FROM CHINA'S TOP

LEADERS. PRZ CTFICIALS, HE MAINTAIRS, UNAVE DEFINITELY

DISCARDED ANY IDEA OF RENEWING THE LEASE. ACCORDING

TO POLAD, CHINA’S TWO MAIN STATE OBJECTIVES -- TO ) 5
PRESERVE SOVEREIGNTY OVER HONG KONG AND TO MAINTAIN

HONG KONG’S PROSPERITY -- MAY BE CONTRADICTORY.

PRIME MINISTER THATCHER, FOR HC® PART, WILL NOT

CONCEDE TITULAR SOVEREIGNTY TO CHINA WITHOUT GETTING

AGREEMENT ON CONTINUED BRITISH ADMINISTRATION IN RETURN.

ANY PRC/UK AGREEMENT ON HONG KONG WOULD HAVE TO BE

COUCHED IN THE VAGUEST POSSIBLE TERMS, YET THESE

TERMS MUST BE DEFINITIVE ENOUGH TO ALLOW BRITISH

LAWYERS TO LIFT THE 1897 TIHME BARRIER. THE UK, HE

BAINTAINED CAN NOT EXPECT THE CHINESE TO CONNIVE TO

HELP BRITAIN LIFT THE 1987 BARRIERS.  WHILE BRITISH

ADMINISTRATION MUST CONTINUE, IT DOES NOT HAVE TO BE

FEATURED IN.A PUBLIC DECLARATION. THE POLITICAL

ADVISOR’S OFFICE IS UNABLE TO LEAP INTO THE FRAY

TO_TRY TO CALM THE HONG KONG POPULACE. - LONDON HAS

IMPOSED STRICT GUIDELINES TO REFRAIN FROM PUBLIC .
DISCUSSIONS ON 1997 AND THE GOVERNOR’S RECENT .
CONSULTATIONS. POLAD EXPRESSED FEARS THAT THE

NERVOUSNESS IN HONG KONG SEEN IN THE SLIDING DOLLAR

AND DECLINING STOCK MARKET INDEX, WHICH HE SEES AS .
ORIGINALLY CAUSED BY A CULMINATION OF FACTORS, IS NOW . i
MORE AND MORE CENTERED IN UNCERTAINTY OVER HONG KONG’S P .
FUTURE. SINCE THE POPULACE THINKS UNCERTAINTY WILL . ) .
CONTINUE, THE STOCK MARKET HAY CONTINUE TO FALL. IT'S

ALL TERRIBLY INBRED, HE COMPLAINED.

8. (C) WE WOULD PREDICT THAT HONG KONG IS IN FOR A
SPELL OF THE JITTERS. HONG KONG CAN BE A SKITTISH,
LEMMING-LIKE COMMUNITY WHERE THE HERD MENTALITY REIGNS.

* CONFIDENCE, HONG KONG'S MOST PRECIOUS BUT INVISIBLE y
COMMODITY, IS BEING UNDERMINED. THE QUESTION IS HOW .
LONG WILL IT LAST AND WILL IT INTENSIFY. BECAUSE OF
THE PRESENT SHAKINESS, POLAD SAID THE UK GOVERNMENT
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MANILA PLEASE PASS TO SECRETARY LEHMAN

E. 0. 12356: DECL: 8/16/97

TAGS: PEPR, PGOV, MILI, HK, CH, US

SuUBJ: SECRETARY LEHMAN DISCUSSION WITH HONG KONG GOVERNOR

—d

1. SUMMARY: IN A MEETING WITH SECRETARY LEHMAN,
GOVERNOR YOUDE POURED COLD WATER ON THE CURRENT
INTENSE SPECULATION HERE ON HONG KONG'S STATUS.

HE WAS NOT AWARE OF ANY PRC DECISIONS ON THE ISSUE.
BEIJING' S SHARED INTEREST IN HONG KONG' S CONTINUED
PROSPERITY ENHANCED CHANCES OF WORKING OUT A MUTUALLY
SATISFACTORY SOLUTION. IT WAS MOST UNLIKELY THAT
ANYTHING DRAMATIC WOULD COME OUT OF THE THATCHER
VISIT THIS SEPTEMBER, BUT THE PM WOULD BE UNDER THE
GUN TO BRING BACK SOMETHING TO CALM JITTERY HONG KONG
NERVES.

2. THE GOVERNOR BELIEVED THAT BEIJING WOULD WELCOME A
STRENGTHENED U. S. NAVAL PRESENCE IN THE REGION AS A
COUNTER TO THE SOVIET EFFORT TO COMPLETE CHINA'S EN-
CIRCLEMENT. HE SAW DENG AS A STRONG PROPONENT OF A
CHINESE STRATEGIC RELATIONSHIP WITH THE U. S., ALTHOUGH
WORRISOMELY IT IS NOT KNOWN WHETHER ANY OF DENG' S
ASSOCIATES SHARE HIS STRATEGIC VISION.

END SUMMARY.

3. SECRETARY OF NAVY JOHN LEHMAN'S AUGUST 14 CALL ON
GOVERNOR YOUDE FEATURED DISCUSSIONS OF HONG KONG' S
STATUS, U. S. -PRC RELATIONS AND THE US NAVY REBUILDING
PROGRAM. NOTWITHSTANDING HONG KONG' S PREVAILING
JITTERS INDUCED BY A COMBINATION OF CONCERN OVER THE
ECONOMY AND THE 1997 LEASE ISSUE, THE GOVERNOR WAS IN A
RELAXED, UPBEAT MOOD. HE NOTED THAT FOR ALL THE TALK
ABOUT A FALTERING ECONOMY, HONG KONG STILL EXPECTED

TO REGISTER 5 PERCENT REAL GROWTH IN GNP THIS YEAR --

A REMARKABLE PERFORMANCE WHEN MEASURED AGAINST THE

REST OF THE RECESSION-PLAGUED WORLD. HE POURED COLD
WATER ON THE CURRENT INTENSE SPECULATION ON HONG KONG’' S
STATUS. IT WAS ALL UNFOUNDED. TO THE BEST OF HIS AND
LONDON' S KNOWLEDGE, THE PRC HAD NOT FORMULATED ITS
POSITION ON THE ISSUE. MOREOVER, BEIJING'S INTEREST

~SHNHBENHAL
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IN HONG KONG' S CONTINUED PROSPERITY AND ITS REPEATED
ASSURANCES ABOUT PRESERVING HONG KONG'S ROLE AS A FREE
PORT AND TRADE AND FINANCIAL CENTER PROVIDED STRONG
GROUNDS FOR WORKING OUT A MUTUALLY SATISFACTORY
SOLUTION. THIS WOULD TAKE SOME TIME. BEIJING HAD
OTHER, MORE PRESSING DOMESTIC AND FOREIGN POLICY
PRIORITIES. IT WAS UNLIKELY THAT PM THATCHER' S "
SEPTEMBER VISIT TO THE PRC WOULD PRODUCE ANY MAJOR
MOVEMENT ON HONG KONG. HOWEVER, GIVEN THE CURRENT MOOD
HERE AND THE INTENSE FOCUS ON THE VISIT, THE PM WOULD
HAVE TO BRING BACK SOMETHING CALMING FOR HONG KONG.

HE WAS REASONABLY OPTIMISTIC BEIJING WOULD BE
RESPONSIVE TO THIS NEED.

4. IN RESPONSE TO QUESTIONING, THE GOVERNOR THOUGHT
THAT THE TAIWAN ISSUE WOULD IMPORTANTLY INFLUENCE THE
PRC’ S APPROACH TO HONG KONG. IT wWOULD CUT TWwWO WAYS.
ON THE PLUS SIDE, THE PRC WOULD BE INTENT ON SHOWING
TAIWAN THAT A SETTLEMENT COULD BE 117CHED WHICH WOULD
PRESERVE THE EXISTING LIFESTYLE. ON THE MINUS SIDE,
THE PRC MIGHT BE STICKY ON SOVEREIGNTY AND RELATED
SYMBOLS FOR FEAR OF SETTING AN UNFAVORABLE PRECEDENT
FOR TAIWAN.

5. SECRETARY LEHMAN OUTLINED OUR NAVAL REBUILDING PRO-
GRAM. WHEN COMPLETED, IT WOULD RESULT IN STRONGER

US NAVAL PRESENCE IN THE REGION. HE ASKED ABOUT THE
PRC REACTION TO SUCH A DEVELOPMENT. THE GOVERNOR
THOUGHT BEIJING WOULD WELCOME IT. THE CHINESE WERE
VERY CONCERNED ABOUT THE GROWTH OF SOVIET NAVAL POWER
IN THE PACIFIC, SEEING IT AS PART OF THE SOVIET
STRATEGY TO ENCIRCLE CHINA. THEY DO NOT WANT THE
PACIFIC TO BECOME A SOVIET LAKE. WHILE THEY MIGHT NOT
SAY ANYTHING PUBLICLY, THE CHINESE LEADERSHIP PRIVATELY
wOULD BE VERY PLEASED WITH A U. S. NAVAL BUILD-UP IN

THE REGION.

6. THE SECRETARY ASKED FOR THE GOVERNOR' S VIEWS

AS TO WHY THE CHINESE WERE NOW TAKING POT SHOTS AT

U.S. FOREIGN POLICY. THE GOVERNOR SAW THIS STEMMING
FROM A AMALGAM OF CHINESE DOMESTIC AND FOREIGN

POLICY CONSIDERATIONS. SOME CHINESE NERVES HAD BEEN
RUBBED ON THE TAIWAN ISSUE AND THE LEADERSHIP HAD TO
SAFEGUARD ITS FLANKS AGAINST DOMESTIC CRITICS BY

BT g
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TAGS: PEPR, PGOV, MILI, HK, CH, US
SUBJ: SECRETARY LEHMAN DISCUSSION WITH HONG KONG GOVERNOR

1. SUMMARY: IN A MEETING WITH SECRETARY LEHMAN,
GOVERNOR YOUDE POURED COLD WATER ON THE CURRENT
INTENSE SPECULATION HERE ON HONG KONG'S STATUS.

HE WAS NOT AWARE OF ANY PRC DECISIONS ON THE |SSUE.
BEIJING’S SHARED INTEREST IN HONG KONG'S CONTINUED
PROSPERITY ENHANCED CHANCES OF WORKING OUT A MUTUALLY
SATISFACTORY SOLUTION. IT WAS MOST UNLIKELY THAT
ANYTHING DRAMATIC WOULD COME OUT OF THE THATCHER
VISIT THIS SEPTEMBER, BUT THE PHM WOULD BE UNDER THE . .
GUN TO BRING BACK SOHETNING TO CALM JITTERY HONG KONG
NERVES.

2. THE GOVERNGR CELIEVED THAT BEIJiNG WOULD WELCOME A
STRENGTHENED U.S. NAVAL PRESENCE IN THE REGION AS A
COUNTER TO THE SOVIET EFFORT TO COMPLETE CHINA’S EN-
CIRCLEMENT. HE SAW DENG AS A STRONG PROPONENT OF A
CHINESE STRATEGIC RELATIONSHIP WITH THE U.S., ALTHOUGH
WORRISOMELY 1T IS NOT KNOWN WHZTHER ANY OF DENG'S
ASSOCIATES SHARE HIS STRATEGIC VISION.

END SUMMARY.

3. 'SECRETARY OF NAVY JOHN LEHMAN'S AUGUST 14 CALL ON
GOVERNOR YOUDE FEATURED DISCUSSIONS OF HONG KONG'S
STATUS, U.S.-PRC RELATIONS®AND THE US NAVY REBUILDING
PROGRAM. NOTWITHSTANDING HONG KONG’S PREVAILING
JITTERS INDUCED BY A COMBINATION OF CONCERN OVER THE
ECONOMY AND THE 1987 LEASE ISSUE, THE GOVERNOR WAS IN A
RELAXED, UPBEAT MOOD. HE NOTED THAT FOR ALL THE TALK
ABOUT A FALTERING ECONOMY, HONG KONG STILL EXPECTED
TO.REGISTER S PERCENT REAL GROWTH IN GNP THIS YEAR --

A REMARKABLE PERFORMANCE WHEN MEASURED AGAINST THE

REST OF THE RECESSION-PLAGUED WORLD. HE POURED COLD
WATER ON THE CURRENT INTENSE SPECULATION ON HONG KONG'S
STATUS. IT WAS ALL UNFOUNDED. TO THE.BEST OF HIS AND
LONDON’S KNOWLEDGE, THE PRC HAD NOT FORMULATED ITS
POSITION ON THE ISSUE. HMOREOVER, BEIJING'S INTEREST

IN HONG KONG’S CONTINUED PROSPERITY AND ITS REPEATED
ASSURANCES ABOUT PRESERVING HONG KONG’S ROLE AS A FREE
PORT AND TRADE AND FINANCIAL CENTER PROVIDED STRONG
GROUNDS FOR WORKING OUT A MUTUALLY SATISFACTORY
SOLUTION. THIS WOULD TAKE SOME TIME. BEIJING HAD
OTHER, MORE PRESSING DOMESTIC AND FOREIGN POLICY
PRIORITIES. 1T WAS UNLIKELY THAT PHM THATCHER'S
SEPTEMBER VISIT TO THE PRC WOULD PRODUCE ANY MAJOR
MOVEMENT ON HONG KONG. HOWEVER, GIVEN THE CURRENT MOOD
HERE AND THE INTENSE FOCUS ON THE VISIT, THE PM WOULD
HAVE TO-BRING BACK SOMETHING CALMING FOR HONG KONG.

HE WAS REASONABLY OPTIMISTIC BEIJING WOULD BE
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4. IN RESPONSE TO QUESTIONING, THE GOVERNOR THOUGHT
THAT THE TAIWAN ISSUE WOULD IMPORTANTLY INFLUENCE THE
PRC’S APPROACH TO HONG KONG. IT WOULD CUT TWO WAYS

ON THE PLUS SIDE, THE PRC WOULD BE INTENT ON SHOWING

TAIMAN THAT A SETTLEMENT COULD BE 117CHED WHICH WOULD I.,A'
_PRESERVE THE EXISTING LIFESTYLE. ON THE MINUS SIDE, -

THE PRC MIGHT BE STICKY ON SOVEREIGNTY AND RELATED 2 (/[ 7J
SYMBOLS FOR FEAR OF SETTING AN UNFAVORABLE PRECEDENT )L:

FOR TAIWAN.

5. SECRETARY LEHMAN OUTLINED OUR NAVAL REBUILDING PRO-
GRAM. WHEN COMPLETED, IT YOULD RESULT IN STRONGER
US NAVAL PRESENCE IN THE REGION. HE ASKED ABOUT THE
PRC REACTION TO SUCH A DEVELOPMENT. THE GOVERWOR

* THOUGHT BEIJING WOULD WELCOME 1T. THE CHINESE WERE
VERY CONCERNED ABOUT THE GROWTH OF SOVIET NAVAL POWER
IN THE PACIFIC, SEEING IT AS PART OF THE SOVIET
STRATEGY TO ENCIRCLE CHINA. THEY DO NOT WANT THE
PACIFIC TO BECOME A SOVIET LAKE. WHILE THEY MIGHT NOT
SAY ANYTHING PUBLICLY, THE CHINESE LEADERSHIP PRIVATELY
WOULD BE VERY PLEASED WITH A U.S. NAVAL BUILD-UP IN
THE REGION.

6. THE SECRETARY ASKED FOR THE GOVERNOR’S VIEWS

AS TO WHY THE CHINESE WERE NOW TAKING POT SHOTS AT
U.S. FOREIGN POLICY. THE GOVERNOR SAW THIS STEMMING
FROM A AMALGAM OF CHINESE DOMESTIC AND FOREIGN
POLICY CONSIDERATIONS. SOME CHINESE NERVES HAD BEEN
RUBBED ON THE TAIWAN ISSUE AND THE LEADERSHIP HAD TO
SAFEGUARD ITS FLANKS AGAINST DOMESTIC CRITICS BY
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MANILA PLEASE PASS TO SECRETARY LEHMAN

APPEARING TOUGH TOWARD THE U. S. CHINESE SUPPORT OF

THE WEST EUROPEAN POSITION ON THE GAS PIPELINE WAS

IN KEEPING WITH BEIJING' S LONGSTANDING ADVICE TO

WEST EUROPEAN MNATIONS TO SHOW MORE INDEPENDENCE FROM
THE UNITED STATES, BUT WITHIN THE GENERAL FRAMEWORK OF
U. S. ~WEST EUROPEAN STRATEGIC COOPERATION. HE HAD BEEN
ON THE RECEIVING END OF SUCH ADVICE MORE TIMES THAN HE
CARED TO REMEMBER WHILE SERVING AS UK AMBASSADOR TO THE

"PRC. HE HOPED THAT THE U. S. WOULD NOT LET CHINESE

CRITICISM GET UNDER ITS SKIN. HE WAS CONVINCED THAT
DENG XIAOPING STRONGLY VALUED CHINA'S STRATEGIC

RELATIONSHIP WITH THE U.S. DENG SHARED ZHOU AND MAO'S

ABILITY TO THINK STRATEGICALLY. WORRISOMELY, IT IS

NOT KNOWN WHETHER ANY OF DENG' S ASSOCIATES POSSESS THIS

BROAD VISION AND UNDOUBTEDLY THERE WERE SOME WITHIN

THE LEADERSHIP WHOSE ATTITUDES WERE SHAPED BY NARROW, -
NATIONALISTIC CONSIDERATIONS. THEY WERE PROBABLY

CAUSING PROBLEMS FOR DENG, BUT IT WAS MOST DIFFICULT

TO ESTIMATE THEIR STRENGTH OR EVEN TO BE SURE OF THEIR

IDENTITY. )

7. . COMMENT? ALTHOUGH THE GOVERNOR HAS OBVIOUS
REASONS FOR PUTTING THE BEST POSSIBLE FACE ON THE
CURRENT SITUATION, HIS PRESENTATION CAME ACROSS AS
FRANK AND UNCALCULATED.

8. THE GOVERNOR HAS MAINTAINED A LOW, ALMOST INVISIBLE
PROFILE OVER THIS PAST UNSETTLED WEEK. THIS HAS
PROVOKED SOME MURMURED CRITICISM ABOUT HIS FAILURE TO
DEMONSTRATE STRONG LEADERSHIP TALENTS AT A TIME OF
WIDESPREAD CONCERN. IN MOOD, APPEARANCE AND FROM

WHAT HE SAID, THE GTOVERNOR BETRAYED NOT THE SLIGHTEST
SIGN OF WORRY OVER ANY IMAGE PROBLEM THAT MAY BE BREWING
FOR HIM. ;

- 18 SECRETARY LEHMAN HAS NOT SEEN THIS MESSAGE.

LEVIN

AUTHORIZATION OF THE EXECUTIVE SECRFTARY
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EOBO13 AND10486 TOR: 244/16091 CSN: HCE338 % ANNOUNCEMENT OF SUCH A PLAN NOW WOULD DESTROY

---------------------------------------------------------------- =" INVESTOR CONF IDENCE IN THE NEAR TERM.
DISTRIBUTION: BALY-B1 LEVN-B1 LAUX-81 NAU-81 ROBN-01

/685 A3 5. UK. BOTTON LINE:] CQNTINUED STABILITY AND PROSPERITY
---------------------------------------------------------------- ARE THE GOAL. ONE FCO OFFICIAL FORESEES THAT THATCHER

DISTRIBUTION: MYER-81 SIGU-81 RENT-81 /083 A3 VISIT WILL SET_THE SIAGE FOR ONE TO THREE YEARS'OF
UED PRIVATE TALKS ON HONG KONG'S FUTURE, AS

REPORTED REFTEL, DURING WHICH CHINESE WOULD BE "EDUCATED"

WHTS ASSIGNED DISTRIBUTION: INIO ACCEPTING A _SOLUTION THAT WOULD SATISFY INVESTORS
SIT: ANOTHER FCO OFFICIAL APPEARS TO BELIEVE THIS OUTCOME OF
EOB: THE TALKS WOULD NOT BE SUFFICIENT TO MAINTAIN INVESTOR

------------------------------------------------------------- CONF IDENCE AND THAT MORE WILL BE REQUIRED. ALL INSIST
THAT NO _FINAL POLICY RECOMMENDATION HAS YET BEEN PRESENTED
TO MRS. THATCHER. STREATOR

ROUTINE BT

STU984S

DE RUEHLD #9042 2431631

R 3116317 AUG 82

FM AMEMBASSY LONDON

——

TO SECSTATE WASHDC 3836
AMEMBASSY BEIJING 8729
AMCONSUL HONG KONG 2783

ffpfefnfinppetefegess | ONDON 19042

£.0. 12356: DECL: OADR
TAGS: PEPR, HK, CH, UK

T:  HMG DEBATES F OF HONG KONG
REF: HONG KONG 13893

1. oGONFBENTEY - ENTIRE TEXT

SUMMARY: THE BRITISH AREN'T SAYING MUCH _ABOUT
TE G

~—HAL THAICHER WILL TELL THE CHINESE ON HONG KONG.,
TISH PLANS COULD HARDEN THE
CHINESE POSITION AND PERHAPS BUILD UNREALISTIC DECLASSIFIED ,

EXPECTATIONS IN HONG KONG. END SUMMARY

3. OUR FCO CONTACTS HAVE BEEN VERY CAUTIOUS IN DESCRIBING NLRRMM

BRITISH THINKING ON HONG KONG’'S FUTURE; THE PICTURE WHICH
EMERGES IS THEREFORE SKETCHY AND SOMEWHAT CONFUSED.

WE HAVE BEEN TOLD BY VARIOUS SOURCES (1) THAT THERE BY..E!.’!‘—_ NARA DATEMD\JIL
COULD BE NO QUESTION OF AN AGREEMENT EMERGING FROM

THATCHER’S TALKS, (2) THAT AN AGREEMENT MIGHT BE FORTH-

COMING, BUT THAT OPTIMISH NOW COULD RAISE HONG KONG

EXPECTATIONS AND LEAD TO PANIC LATER IF NOTHING 1S

ACHIEVED, AND (3) THAT THERE S A SERIOUS CHALLENGE

WITHIN HMG TO THE IDEA THAT BRITAIN SHOULD SEEK TO

CONTTNUE_TN_HONG KONG AFTER 1337 THE ARGUHENT FOR

WITHDRAWAL IS THAT BRITAIN RECEIVES NO GOVERNMENT

REVENUES FROM HONG KONG; THAT ITS INVESTMENTS THERE ARE
NOT SIGNIELCANT; AND THAT UNLIKE THE CASE OF THE FALKLAND
ISLANDERS, THERE ARE NO RACIAL/ETHNIC TIES TO BIND BRITAIN
TO HONG KONG’S POPULATION. BALANCING THIS ARE THAICHER'S
OWN EXTREMELY STRONG FEEL INGS TOWARD SOVEREIGNTY.

4. DESPITE CONFLICTING SIGNALS, IT APPEARS FROM OUR

DISCUSSIONS THAT THE FCO IS CONSIDERING THREE OPTIONS:
"MOST ATTRACTIVE" ACCORDING TO ONE FCO SOURCE:

@ U.K. WOULD RECOGNIZE NOMINAL CHINESE_SOVEREIGNTY OVER ‘?'0

- TL_OF HONG KONG; CHINA W RANTEE CONTINUATION /)‘,

- OF THE STATUS QUO -- I.E., CONTINUED BRITISH 037
ADMIN 1937 A

. K. LD RECOGNIZE CHINESE SOVEREIGNTY; CHINA

WOULD LEASE EARS.

FCO BELIEVE CHINA COULD NOT ACCEPT THIS PLAN.

TER 1997 HONG KONG WOULD GOVE

NOMINA NESE_SOV RC

- HANDS-OFF POLICY. FCO BELIEVE THIS COULD WORK, BUT
.

————
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E.0. 12356: A
TAGS: PINT, PEPR, KK, UK, CH
SUBJECT:  HONGKONGERS WANT STATUS QUO PRESERVED, SAYS POLL

REF: FBIS HK 130438, 130432, 1389434, 130456, 130458

1. SUMHARY

A RECENT PUBLIC OPINION POLL FOUND THAT HONG KONG
RESIDENTS, FACED WITH VAR!OUS SCENARIOS FOR KONG KONG'S
POLITICAL FUTURE, WOULD MOST LIKE TO SEE A CONTINUATION
OF THE STATUS wuu, whiILE A MAJOKIIY CUNSIUEKED OUTRIGHT
REVERSICN T8/ THE PRC THT LEASY DECIXNSLE ALTERNATIVE.

IF THE LATTER WERE TO HAPPEN, 22 PERCENT CF THE
RESPONDENTS SAID THEY WOULD SEEK TO LEAVE HONG KONG

“BY EVERY MEANS."™ HOWEVER, THESE PROSPECTS ARE STILL
DISTANT FOR MOST HONG KOWGERS; A LARGE MAJORITY SAID THAT
UNCERTAINTY OVER HONG KONG'S FUTURE WAS HOT HAVING ANY
EFFECT ON THEIR OWN LIVES AT PRESENT. END SUMMARY.

2. ON AUGUST 12 THE HONG KONG OBSERVERS, AN INDEPENDENT
PUBLIC INTEREST GROUP, PUBLISHED THE RESULTS OF A
DETAILED PUBLIC OPINION POLL THEY HAD CCMMISSIONED ON
HONG KONG RESIDENTS' ATTITUDES TOWARD THEIR PRESENT AND
FUTURE LIFE IN THE COMMUNITY (REFTELS). THE SURVEY, WHICH
COST HKS 64,808, WAS CONDUCTED BY SURVEY RESEARCH HONG
KONG LTD. SURVEY RESEARCH INTERVIEWED 1,880 RESIDENTS
BETWEEN THE AGES OF 15 AND 68, CHOSEN AT RANDOM FROM
SAMPL ING FRAMES INTENDED TO REFLECT THE GEOGRAPHIC AND
SOCIAL COMPOSITION OF HONG KONG'S POPULATION. THE
INTERVIEWS WERE CONDUCTED BETWEEN MAY 18 AND JUNE 11

THE 1997 [ISSUE AND HONG KONG’S POLITICAL FUTURE WAS ONLY
ONE OF THE SUBJECTS COVERED, THOUGH THE RESULTS IN THIS

" AREAR ATTRACTED THE GREATEST LOCAL ATTENTION WHEN THE

SURVEY WAS MADE PUBLIC. RESPONDENTS WERE ALSO POLLED
ON THEIR VIEWS ON LOCAL GOVERNMENT, THE QUALITY OF
LIFE, AND WHAT 1S IMPORTANT TO THEM IN LIFE.

3. COMMENT y

SURVEY RESEARCH IS A PROMINENT, WELL-REGARDED LOCAL
MARKET. RESEARCH FIRM, AND WE HAVE NO REASON TO DOUBT
THE VALIDITY OF ITS METHODOLOGY. THE HONG KONG
OBSERVERS IS A GROUP OF MOSTLY-WESTERN EDUCATED
CHINESE WHICH IS DEDICATED TO WINNING A LARGER ROLE
FOR THE PEOPLE OF HONG KONG IN GOVERNMENTAL DECISION-
MAKING. END COMHMENT.

~ LIMITED OFFICIAL USE

mf State

TELEGRAN oy "
nCYT

THE SURVEY SOLICITED RESPONSES TO w
FlVE ALTERHATIVE FUTURES FOR HONG KONG: THE STATUS QUO

BRITISH ADMINISTRATION UNDER CHINESE SOVEREIGNTY, A
SPECIAL ECONOMIC ZOME OF CHINA, INDEPENDENCE, AND (2
SIMPLY "RETURN TO CHINA." NINETY FIVE PERCENT CONSIDERED
THE STATUS QUO ACCEPTABLE; BRITISH RULE WITH CHINESE
SOVEREIGNTY WAS ACCEPTABLE TO €4 PERCENT OF THE
RESPONDENTS; 42 PERCENT WOULD ACCEPT A SPECIAL ECONOMIC,
ZONE ARRANGEMENT; 37 PERCENT BELIEVED INDEPEKDENCE WAS
ACCEPTABLE AND 26 PERCENT FOUND RETURKING

HONG KONG TO CHINA ACCEPTABLE

ASKED WHICH ALTERNATIVES THEY HOST AND LEAST PREFERRED,
THE STATUS QUO WAS THE CLEAR FAVORITE, MOST DESIRED BY

69 PERCENT, WHILE RETURN TO CHIRA WAS THE UNEQUIVOCAL
LOSER, LEAST DESIRED BY 55 PERCENT.

S. INTERESTINGLY, WHILE 89 PERCENT OF THE RESPONDENTS
CONSIDERED HONG KONG THEIR HOME, 43 PERCENT SAID THEY
WOULD EMIGRATE IF THE CHANCE WAS PROVIDED. THAT
PERCENTAGE ROSE TO 53 IF HONG KONG WERE RETURNED TO
CHINA. MORE OMINOUSLY, 22 PERCENT OF ALL RESPONDENTS
SAID THEY “WOULD TRY EVERY MEANS™ TO GET OUT IF HONG
KONG WERE RETURNED TO THE PRC.

6. THOUGH THE PEOPLE’S WILL SEEMED FAIRLY CLEAR

FROM THE SURVEY, THE INTENSITY OF THEIR FEELINGS 1S OPEN
TO SOME LOUBT. ASKED HOW CrTER THEY DISCUSSED HONG
KONG’S FUTURE, 53 PLRCENT SAID NEVER, 28 PERCENT SELDOM
AND ONLY 18 PERCENT OFTEN. ASKED IF UNCERTAINTY WAS
AFFECTING THEIR OWN LIVES, 84 PERCENT SAID NO

[‘*f;{ (o/q/I[)
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COMMENT.

THESE ATTITUDES, RECORDED IN MAY-JUNE, MAY HAVE ALTERED
SOMEWHAT IN THE CURRENT JITTERY MOOD, BUT THERE ARE STILL
MANY PEOPLE WHO SAY THEY ARE NOT WORRYING ABOUT THE 1997
[SSUE. SOME SAY THAT DATE IS STILL TOO FAR AWAY, AND

TOO MANY UNFORESEEN THINGS CAN HAPPEN IN THE MEANTIME,
FATALISM IS ALSO FED BY A SENSE OF POWERLESSNESS

WHILE 95 PERCENT OF THOSE POLLED AGREED THAT THE PEOPLE
OF HONG KONG SHOULD PLAY A ROLE IN DECIDING ITS FUTURE,
ONLY 38 PERCENT THOUGHT THEY WOULD HAVE A CHANCE TO DO SO.

LEVIN
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SUBJECT: HONG KONG CALMS DOWH AT LEAST TEMPORARILY

REF: (A) HONG KONG 13829, (B) HONG KOKG 13038

1. (U) HONG KONG’S CASE OF THE JITTERS, REPORTED IN
REFTELS, SUBSIDED THIS WEEK, AT LEAST TEMPORARILY.
HONG KONG [NVESTORS’ SPIRITS WERE LIFTED WITH THE
HOPE THAT LOWER U.S. INTEREST RATES WOULD FINALLY
LESSEN THE RECESSION EXPERIENCED BY HONG KONu'S
HAJOR TRADIKG PARTNERS. THE MOOD WAS UP iN ALL
HARKETS--STOCKS, FOREIGN EXCHANGE, AND GOLD
PROPELLED BY THE NEW YORK STOCK MARKET’S RECORD GAINS,
THE HONG KONG MARKET RALLIED FOR THE FIRST TIME IN
MORE THAN TWO WEEKS, TO CLOSE AUGUST 13 62.37 POINTS
HIGHER AT 1041.83. AT NOON AUGUST 19, IT STOOD AT
1854.25, THE HONG KONG DOLLAR STRENGTHENED SLIGHTLY
TO LOLS HK6. 945 EQUALS U.S. ONE DOLLAR ON AUGUST 13
RIFLECTING N FART THL U.S. DOLLAR'S WEAKHESS., THE
EFFECTIVE EXCHANGE RATE INDEX FIRMED CCRRESPONDINGLY
TO CLOSE AUGUST 13 AT 88.3 (BASE YEAR 1871 EQUALS 100}
THE DECISION BY SCME MAJOR U.S. BANKS TO DROP THEIR
PRIME RATE TO 14 PERCENT MEANS THE DIFFERENTIAL
BETWEEN THE U.S. AKD HONG KONG "RIME RATE HAS BEEN
CLOSED, SINCE THE HONG KONG RATE ALSO STAHDS AT
14 PERCENT. THE OUTFLOW OF FUNDS CAUSED BY THE INTEREST
RATE DIFFERENTIAL HAS STOPPED.

© 2. (V) RECENT PRESS ARTICLES HAVE CRITICIZED THE HONG
KONG GOVERNMENT’S CLUMSY HANDLING OF ITS COMMENTS ON
THE LAND SALE TO THE BANK OF CHINA. PEOPLE HERE NOW
SEEM TO REALIZE THAT THE BAMK OF CHINA IS INDEED IN-
VESTING SUBSTANTIAL FUNDS IN HONG KONG--SOME HK ONE
BILLION DOLLARS FOR THE LAND AND AN ADDITIONAL HONG
KONG ONE BILLIOH DOLLARS FOR CCNSTRUCTION COSTS.
TREVOR BEDFORD, CHAIRMAN OF HONG KONG LAKD (A MAJOR
PROPERTY FIRM} HELPED RESTORE CALM, SAYING IT WAS
0BVIOUS THE BANK OF CHINA DEAL WAS A POLITICAL ONE
AND MERITED SPECIAL CONCESSIONS.
3. (C) WHILE THE ECONOMIC SCENE HAS IMPROVED SOME-
WHAT, LITTLE HAS HAPPENED ON THE POLITICAL FRONT
EITHER TO BOLSTER OR TO WEAKEN FURTHER INVESTORS
CONF IDENCE. THE STORY CONTINUES TO CIRCULATE IN
THE LOCAL PRESS OF A “CHINESE PLAN" TO REPLACE
HONG- KONG’S BRITISH FLAG AND GOVERNOR. HOWEVER,
CONOFF HAS LEARMED THAT THE SOURCE OF ONE ACCOUNT
OF THE “PLAN" (REFTEL A) SEEMS TO BE BACKING OFF
FROM HIS ORIGINAL LINE. THIS PERSON (A MEMBER OF
R UNITED FRONT CRGANIZATION, NOT OF NCNA AS REPORTED
REFTEL) TOLD AN AMERICAN ACARDEMIC IN LATE JULY ABOUT
“THE PLAN," GIVING THE IMPRESSION THAT IT WAS BASED
ON FIRM -INFORMATION ON A RECENT POLICY SHIFT, AFTER
THE ACADEMIC'S STORY IN THE AUGUST 18 ASIAN WALL

GO HAL

TELEGRAM %
120

STREET JOURNAL CREATED A STIR, THE SOURCE TOLD ANOTHER

PERSON THAT RIS KNOWLEDGE OF THE PLAN WAS BASED ONLY

ON ACCOUNTS OF VARIQUS HONG KONG TRAVELLERS TO BEIJING.

THE AUTHOR BELIEVES HIS SOURCE, ALARMED BY THE IMPACT

HIS PLANTED STORY MADE AMID LAST WEEK'S NEAR-PANIC, <:’
-

9020l

IS TRYING TO DISTANCE HIMSELF FROM IT.

A0 ) COhHENT: THE RETURN OF RELATIVE CALM - IF
NOT CONFIDENCE - TO THE HONG KONG MARKET 1S THE
RESULT OF INTERNATIONAL ECONOMIC EVENTS AND SOME
REFLECTION ON LAST WEEKS EMOTION-CHARGED WAVE OF

 SELLING. NEVCRTHELESS, THE UNDERLYING CAUSES -

THE WEAKEMED HONG KONG ECONOMY, THE INTERNATIONAL
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1. (V) HONG KONG'S CASE OF THE JITTERS, REPPRTED IN -
REFTELS, SUBSIDED THIS WEEK, AT LEAST TEMPORARILY.
HONG KOHG INVESTORS’ SPIRITS WERE LIFTED WITH THE

HOPE THAT LOWER U.S. INTEREST RATES WOULD FINALLY
LESSEN THE RECESSION EXPERIENCED BY HONG KONG'S

HAJOR TRADING PARTNERS. THE MOOD WAS UP IN ALL
MARKETS--STOCKS, FOREIGN EXCHANGE, AND GOLD.

PROPELLED BY THE NEW YORK STOCK MARKET’S RECORD GAINS,
THE HONG KONG HARKET RALLIED FOR THE FIRST TIHE IN
MORE THAN TWO WEEKS, TO CLOSE AUGUST 18 62.37 POINTS
HIGHER AT 1641.03. AT NOON AUGUST 18, IT STO0D AT
1854.25. THE HONG KONG DOLLAR STRENGTHENED SLIGHTLY
TO DOLS HKG. D45 EQUALS U.S. ONE DOLLAK ON AUGUST 18
RETLECTING i PART THE U.S. DOLLAR’S MWEMKNDCSS. THE
EFFECTIVE EXCHANGE RATE INDEX FIRMED CORRESPOKDINGLY
T0 CLOSE AUGUST 18 AT 88.3 (BASE YEAR 1871 EQUALS 180).
THE DECISION BY SOME MAJOR U.S. BANKS TO DROP THEIR
PRIME RATE TO 14 PERCENT MEANS THE DIFFERENTIAL
BETWEEN THE U.S. AND HONG KONG "RIME RATE HAS BEEN
CLOSED, SIHCE THE HONG KOHG RATE ALSO STANDS AT

14 PERCENT. THE OUTFLOW OF FUNDS CAUSED BY THE INTEREST
RATE DIFFERENTIAL HAS STOPPED.

2. () RECENT PRESS ARTICLES HAVE CRITICIZED THE HONG
KONG GOVERNMENT’S CLUMSY HANDLING OF ITS COMMENTS ON
THE LAND SALE TO THE BANK OF CHINA. PEOPLE HERE NOW
SEEM TO REALIZE THAT THE BANK OF CHINA IS INDEED IN-
VESTING SUBSTANTIAL FUNDS IN HONG KONG--SOME HK ONE
BILLION DOLLARS FOR THE LAND AND AN ADDITIONAL HONG
KONG ONE BILLION DOLLARS FOR CONSTRUCTION COSTS.
TREVOR BEDFORD, CHAIRMAN OF HONG KONG LAND (A HAJOR
PROPERTY FIRM) HELPED RESTORE CALM, SAYING IT WAS
OBVIOUS THE BANK OF CHINA DEAL WAS A POLITICAL ONE
AND MERITED SPECIAL CONCESSIONS.

3. (C) WHILE THE ECONOMIC SCENE HAS IMPROVED SOME-
WHAT, LITTLE HAS HAPPENED ON THE POLITICAL FRONT
EITHER TO BOLSTER OR TO WEAKEN FURTHER INVESTORS’
CONFIDENCE. THE STORY CONTINUES TO CIRCULATE IN

THE LOCAL PRESS OF A “CHINESE PLAN" TO REPLACE
HONG-KONG'S BRITISH FLAG AND GOVERNOR. HOWEVER,
CONOFF HAS LEARNED THAT THE SOURCE OF ONE ACCOUNT

OF THE "PLAN" (REFTEL A) SEEMS TO BE BACKING OFF
FROM HIS ORIGINAL LINE. THIS PERSON (A MEMBER OF

A UNITED FRONT ORGANIZATION, NOT OF NCNA AS REPORTED
REFTEL) TOLD AN AMERICAN ACADEMIC IN LATE JULY ABOUT
“THE PLAN," GIVING THE IMPRESSION THAT IT WAS BASED
ON FIRN INFORMATION ON A RECENT POLICY SHIFT. AFTER
THE ACADEMIC'S STORY IN THE AUGUST 10 ASIAN WALL

—FoNBENHAL
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STREET  JOURNAL CREATED A STIR, THE SOURCE TOLD ANOTHER
PERSON THAT HIS KNOWLEDGE OF THE PLAN WAS BASED ONLY
ON ACCOUNTS OF VARIOUS HONG KONG TRAVELLERS TO BEIJING.
THE AUTHOR BELIEVES HIS SOURCE, ALARMED BY THE IMPACT
HIS PLANTED STORY MADE AMID LAST WEEK'S NEAR-PANIC,

IS TRYING TO DISTANCE HIMSELF FROM IT.
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