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10371 0105572 

INFO ocT-·00 
EB..-08 
TRSE..:00 
ICAE..:00 

copy..:01 ADs-·00 
H-01 EXIM..:021 
OPIC..:07 CEA..:01 
sp..:02 /085 W 

AID..:07 
Nsc..:01 
OMs..:01 

INR-·10 
NSAE..:00 
STR..:14 

55..:10 
COME..:00 
SIL..:01 

.. . . . ....... .. .. . ·230577 0106492 /13 
R 01054!:lZ JUL 82 
FM AMCONSUL HONG KONG 
TO SECSTATE WASHDC 1712 
INFO AMEMBASSY LONDON 
AMEMBASSY BEIJING 
AMCONSUL GUANGZHOU 
AMCONSUL SHANGHAI 

UNCLAS HONG KONG 10371 

E.O. 12065:" N/A 
TAGS: EFIN, EINV, PEPR, CH , UK, HK 
SUBJ: HONG KONG GOVERNMENT GUARANTEES HOME LOANS 
BEYOND 1997 

.~ I. WITH THE LEASE ON THE NEW TERRITORIES DUE TO 
EXPIRE JUNE 30, 1'3'37 __. FIFTEEN YEARS FROM TODAY, THE 
HONG l~ONG GOVERNMENT (H KGI PLEDGED TO GUARA NT EE 
FIFTEEN YEAR HOME OWNERSHIP SCHEME MORTGAGES BEYOND 
THIS DATE . THE GOVERNMENT GUARANTEE SHOULD HELP CALM 
ANY ANXIETY AMONG PARTICIPATING BANKS AS THE 
COUNTDOWN TO THE LEASE EXPIRATION DATE DRA WS NEARER : 

2. UNDER THE PROGRAM, THE HKG HAS AGREED TO GUARANTEE 
THE OUYSTANUiNG PRI~CIPAL 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 
1982, THE GOVERN MEN T WILL HAVE SOLD SOME 24 ,000 FLATS 
SINCE THE SCHEME'S INCEPTION IN 1'378. THE HKG AIMS 
TO BRING AN AVERA GE OF 5,000 FLATS ON TO THE MAR KET 
EVERY YEAR WITH ANOTHER 5, 000 A YEAR IN THE PRIVATE 
SECTOR PARTICIPATION SCHE ME STARTING IN 1Y84. AT 
PRESENT SOME 50 BANKS AND DEPOSIT TAKING COMPANIES..: 
THE MAJOR FIRMS IN THE LOCAL BAN KING COMMUNITY__. HAVE 
LENT MONEY TO HOME OWNERSHIP SCHEME BUYERS. 
3. FIFTEEN YEAR MORTGAGES - WHERE BANKERS WOULD 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 PR tSSING PROBLEM 
IN THE PRIVATE SECTOR. HERE MOST MORTGAGES RUN FOR A 
TWELVE YEAR MAXIMUM. IN PRACTICE, THE REP AYMENT 
PE~IOD IS OFTEN LESS AS MANY HOME PURCHASERS PREFER 
TO REPAY ·LOANS AS SOON AS THEY CAN AFFORD TO DO SO . 
..: 

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 GUARANTEE LOANS BEYOND 
THE LEASE EXPIRATION DAT E WILL COME WHEN FINANCING 
MUST BE ARRANGED FOR MAJOR UPCOMING PROJECTS SUCH AS 
THE NEW AIRPORT. LEVIN 

UNCLASSIFIED 

I [.L[U!\Mlfl 
2876 

CIAE-00 
L AB..:04 
FRB..-01 
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·e2 HONG KONG 10511 

07/19/82 111 ~0 6 PRIN TfR : FQ 
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HONG i 10511 Jl OF 02 02 12 l 7 Z 
SOHFIB'FHi'P !AI, 
PAGE 01 
ACTION EA-12 
INFO OCT-00 COPY-01 AD -3-00 INR 10 TUR 12 SS.-1 0 

DODE-00 
-0 

H-211 N:SA-06 NtC-01 NSA:E-J 0 HA-36 
AIT-02 PA-ilH TC A :t: -t·0 SP- 02 SPRS-02 

------------------3 0 6647 

n l ON G-
TO SECSTATE ~ASHDC 17 6 1 
CHINA POSTS COLLE CTIV B 
CINCPAC HONOLULU HI 

,;2140e•z 1~,, 
' ~'-' 

-G 9 P~ PI B ~ ~4 'PI An SE CT IO ~l 0 :i_ OF ,?2 HO ~G '.<. ONG L ~511 
CINCPAC FOR POLA t 
E.O. 12065: RDS-4 7/1 2002 (L EVI N BURTO : 1 O1-M 
TAGS: PEPR, EIN V, CH EK . UK 
SUBJECT: REPORT O 7 3EI JI NG G t.JIDE .,L:ES FO R RESOLV ING 

BO NG KONG 1997 PR OB~IM 

REF: A) HONG !(ONG 9400; :B '.: ~ONG .i ON :- 1 -0~,:. 

1. (C) SUMMARY. A RONG KON:; MAGA :? IN E SAYS Tri :. ~ "B EIJING 
POLICY-MAKE3S HA VE SET GE ~ERAL GUI DELI ES F o ·_: 'RE Co ~·E -·I:-!G 
SOVERE GNTY" OVER HO !rn !CO NG A ~m M~CAO IN ~ :rn f!,}:·-'TOO­
DISTAN T FUTU 2f~ UND ER P. '"ONE C') UNTRY, Th/ 0 :3 YSTE 1: ' "?ORM ;1 ,":. 
THAT WOULD ALLOW CA.PI 'fAL I SM TO cONT : 1•/UE TC., DE1i r,LOF IN 
THESE AREAS. wITH P.E(,'. ARD TO SP ECIFIC A f:RA •-lG- MENT :~, 
BEIJING HAS AN NOUNCED THA --:' IT d LL CO NTI '.1U~ T8 CON SU LT 
WITH LOCAL RESIDENTS ON W1 AT CO ND. TIONS THEY NEED F ~3 
FUTURE PROSP ERITY. J:> :. Rf ICIPANT S IN THE ,;~LL 2 1BL I C:! '2ED 
JUNE 15 MEETi r~ G BETWEE N DENG XIAOPING ·.N e: :'1 0 NG :. 0 1-~G-MACA •:, 
CHINESE LEADERS HAVE IN DICATED TO CON; ~NOT F : TBA ~ THE 
TALKS WERE NOT VERY PRODUCTIV E ON r ~E ! 99 - r ~s1E . i ND 
SUMMARY. -
CONFIDE~T IAL 
CONFIDE NTIAL 
PAGE 02 HONG ( 1 0 511 Zl ~F 02 021217~ 

2. (U) A CORRESPON DI:·i T OF HONG \ ON ~ 'S I -!DFP FND : "J ": 
LEFT 1ST MAGAZINE Z3ENG :•H ' IG WRI n;s IN l' HE CL1' R .i', ~ 
ISSUE THAT ACCOR DIN G TO UNDISCLOSED SO :RC ES ~ 
BEIJING PRC POLICY-MAKE : s HAVE DECT ~ED ON FI VE GU IDI NG 
PRINCIPLES FOR RE ':= OLVIN~THE PROB LEM CJ · n .·. FUTt: RE OF 
HONG KONG. THEY ARE: IJ.) HO W} KONG MiJ Ml\C:A A"~E 
CHINESE TERRITORY. AN l> Cn lNA SHOU ~D F.A JE ·:o vi -- LE '.'E 
SO,VEREIGN1.J OVER TH EM. c :nNA CA NNOT R :.: CO•:~NI :·, E -·i ~~ 
LEGALITY OF TJE UNEQ ~AL TREATIE S SIG NE r IN T •E 7 i ~T 
WITH INVADERS.~') RE COV ERING ( SHi·UnUI So .rE -: Er:;N ::'Y 
OVER HO !~G KONG A~_ A ~.~~ WI LL ~ 0T ~E ~ >1: ;T ~~ .r ·,.'f -!E 
D~E. 3. .ta, HONG :\. ONG MA,,AO J O .T ?. ., N LY 
PROBL'EM ·wrLL BE - SOL i1 ED tJ SI NG THE FO~MULA. "o ~..:-----

09HFIJENTIA~ / 

_, 

CIAE-00 
1-03 
/078 ~: 

1 
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DUNCAN WILLI AM T 27/19 / 82 111 ~0 7 P \l NT l~ : ?~ 
82 BONG KONG 10511 

•c:,:QiM 'rl A.l 
.COUNTRY, T'NO SYSTlfvS.~ 7 HONG KO : G 's .· .. :) 7t E u'A ·. LI~G 
SYSTEM" WILL NOT BE CHANGED. HONG KONG !\. i.JD :-1A ':A8 
'ii~OwED TO KEEP THE CAPITAL ( ST SOCIAL ·~S!E"i , 
AND THE CONT\NUED DEV LL OP·H NT OF •~ APIT P.:, I ~ '·! I LL -·E 
_:ERMITTED. ~ ' HO~ KO~ :- fl LL RE ;·~AI ' j A F :3.EE P0 ~1' · 

3. ( C) COMM ENT. WE Cr. NNOT CO :r :=·I ?. t"l TSE , .. ".I ERALL 
ACCURACY OF THE Z~ENG MING ST ) RY, BU ~ SOM~ PA ~T: 
OF IT JIBE w: TH Wfi J_T wE HAVE 3EE l~ TOLD J,. BOU'.:: CO ·. Mi;,J T S 
OF PRC LEADERS TO LE.~DI G F !GURES IN ·~ € 0 NG KON; 
CHINESE COMMUNITY WH O HA VE BEE ~ SU~MONE D TO 3EIJI \ G 
TO CONFER ON THE ~99 7 ISSUE IN RE CEN~ ~O \ THS. ~p;1Qr3 
OF THESE DIG NITAPI ~S HAVE CONnR MED ·':"O us T:-:A~ ~:HrnE SE 
SOVEREIGNTY OVER ALL Ot' HONG -~o ,:G MU 3T '.-iE A PA :t~ 2 a· 
ANY SETTLEMENT OF THE C·.•LONY' S FUTURE RE ~L' ELS : . 1 1.1 
KENG, PUBLISHER OF TH ~ I~D EPENDE~T MAGA ZIN E BA ! XI NG , 
TOLD A CO NGE '.WFF LAS:1 .iEEK THAT THE NEw :H.: ~?: "~1<:COT~;-' 
SOVEREIGHTY .. 'iAS USE J IN T:I E J 1JIH 1 5 M~ ETING -S F:'·;::EE i'J 
DENG AND T1iELVE HONG KO r. G AND Mii CAO CE : 1E 3E lEADi,"? S • 
CONFIDE NTIAL 
CONFIDEN~IAL 
PAGE 03 EONG < 1 2511 01 ,:•F 22 0212 ~'7 3 
A POINT HE FOUND SlG 1JIFICAN:'. 50t. ' EIS S ~O BE 
FORMALLY ACCO '"lPLISHE L WHILE AT ·rH ~ SAME TIM B I ·' 
PRACTICAL TE RM S THE CONTINUATIO J 0F T ! ~ P2E AILING 
SYSTEM .. MENTIONED DY ZH ENG r"l I •~ ·~ 13 .!· .. S S .iRED WO 1T~D Br 
THE KEY rssu ~ INVOLVE - IN TBS SET : LY~EN f OF TH ~ PROBLEM. 

4. (U) THE FOR MTiLA "o :.:E COUNT ~Y, T1i0 S s r E ·s . P..~,SO 
SEEMS NEW. BO W I T WOULD BE IMPLI '1E ··: TE _· RE AIN ., 'I C· BE 
WORKED OUT, BU~ TH ; p INC I ?LE WOUL~ SEE~ ro REI ~FO EC E 
PRC LEADERS' OFT-REP EATE D ASSUR ~NG E~ T .• r ,_· ,-{I ;JA :-iA : 
NO PLAN TO I MPOSE IT :. SOCIALIS T SYS TI M ON · ON G ie o :;G. 

5. (C) BEYONG ENU~CIATI NG SO~E VERY ~E· E1 ·L PRINC }?LE · 
IT IS NOT CL EAR THAT ·EIJIN(; Hf:S ". AD: '-i-JCH .!- ROG :;_y-:- s YE"' 
TOWARD FORMULATIN G DEFI Nir t: PROP OSA L S. OR . .r nJ T J', ARTJ 
ASCERTAI NING WHA 'r WILL 3E NEEDE D ro ,"\AI .Ti'.. IN CAPi u , · r >? 
PROSPERITY IN HONG KO "<G AND M11 :AO . ?" O~EI .:i MI NI ~,T: R 
HUANG HUA AN NOUN CEL I · PORTU:;. .~.1, J .j 'E 4- . T " ., ::: ·~ A 
WOULD CONTIN IE TO EXPLORE TH I S PRO:·, . EM ·rTH i' C '· _. ' ~. 
INHABITANTS. 0W £VE ~ "I'~- Ei' I '.~G .J .f,J E 
DENG AN D T\iE 1,V E PRO-P ~C L:: AD :r;; RS FR0 '1 :,.-.L A :) 
DO ~ ·.. -
C , , . . ~::. 1 DE •\J ~ 

K.C. WO NG, TOLD A CONGENO I F J U~I ~r T ~A iiE AN D ~ - ~ 
COLLEAGU ES aF.D 1\JOT ?UT :'ORTH 1\ NY ·=?INIO .s :rn pRoP > 1 AL 
ON THE FUTUR:- OF Ti:F CO:.. ONIES · ECP.F S :.-. 1'HF. ~- iiA;) :.:~·m :-.L. 
ENOUGH TI ME TO PR: PAlZ . ( WON G I S ·ow CON ::, ·;1TL,~ 
OTHER SONG KO NG 3 ~lSIN BSS "".S N ON THE .3:1 : .. ,1~c "" . '. :· =· S ·A -n E ·-
MENT TE t! DS TC C0 1~- IR 1 A.<L FLE SR CU: AN i-;,6JL I E i R:;11 A· ~ 
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ORIGIH lRSE- 00 

INFO OCT-09 COPY-01 ADS-00 INR-10 CIA[ - 00 EB - 08 [A - 12 

NSAE - 09 COME- 00 OMD- 01 SEC-OJ /033 R 

DRAFHD BY TREASURY: AHC MAHOH : TC 
APPROVED UY EB/lfD/OIA: PTL INCOLN, JR. 

TREASURY: GLEE 
TREASURY : DKRUSE 
EA/PRCM: L l AK AH ASH I 

--- ---------------352203 040621Z /10 

R 040433Z JUL 82 

FM SECSlATE 1/ASHDC 
TD AMCONSUL HONG KOHG 

UNCLAS STATE 185943 

EO. l 206SN/A 
TAGS: EINV, HK 
SUBJECT : HONG KOIIG IIIVE STMEIIT IN THE UNITED SlATES 

RH.: (Al HONG KOIIG 08364; (Bl USDOC 10672 

1. REFTEL IA) P.EOUE STED DATA 011 BOTH PORTFOLIO AND DIRECT 

FORE I Gil INVE SlMEtlT I ll THE U.S. BY HOIIG KONG. \/H ILE HONG 

KONG 'S DI RECT IIIVESTME IIT Ill THE U. S. I S RATHER SMALL (RH TEL 
Bl, HONG KOtlG DOE S HAVE SUBSTAN TI AL PORTFOLIO IIIVESl ME Nl ltl 

THE U. S. THIS CABLE GIVE S DAlA 011 PORTFOLIO INVESTMEIIT, AS 

\/Ell AS U. S. IIIVE STMEIIT IN HOIIG KON G. 

2. fOREI GN INVESlHENl Iii THE UNITED STATES IS DHINEO AS 
DIRECT IIIVESTMENT If IT I IIVOLVE S 01/IIERS HIP OF 10 PERCEIIT OR 
MOR[ or l HE VOTIIIG EQUITY O,R ITS EOUIVAL[IIT OF A U.S. 
ENTITY. All OlHER FOREI GN INVESTME II T Ill THE UNITED STATES 

IS CONSIDERED PORlFOLIO INVE STMENT. 

3. lHE TREASURY COIIDUCTED A B[II CHHARK SURVEY IE. G. , CEIISUS) 

or FOREIGN PO~TFOLIO IIIVESTMEIIT Ill THE UNI TE D STATES FOR 

YEAR -EIID 1978. TH AT CENSUS REVEALED THAT HONG KONG'S 
PORTFOLIO INVEST ME NT IN THE UNITED STATES AS or DECEMBER 31, 

1978, \/AS 1,919 MILLION DOLL ARS, DIVIDED AS FOLLOIIS: 

-- !MILLION DOLLARS) 

HARKElABLE U. S. LOHG lERM SECURITIES - 594 
U.S. BANKS' 01/H AtlD CUSTODY L 1 ABILITIES - I 260 

OTHER U. S. FI IIAIIC I AL AIID COMHERC I AL 

LIABIL Ill ES - 65 

TOTAL: I, 919. 

4. SINCE 1978, HONG KONG ' S PORTFOLIO INVESTMENT IN THE 

U.S . HAS INCREASED SUBSTANTIALLY. 

HOIIG KOtlG ' S PORTrOLIO IIIVE ST MENT Ill TIIE U. S.: 

!Mill ION OOLl t.RS; AS OF EIIO OFI 

1979 1930 1981 

BAIW S LI AB IL I 11 [S: I, 677 2,633 ,4, 030 

OlHER LI ABILITIES: 104 60 143 r 

NEl PURCHASES or u. s. 
LONG-lE RM SECURITIES: 128 422 362 

P: PRU I Ml NARY . 
N. A.: IIOT YET AVAILABLE. 

1982 

4,278 
N. A. 

123 P 

NOTE: THE D, TA fOH BAIi ~ LI ABILITIE S AIID OT Hl R LI ABI LIT IES 

REPRESENT STOCt: POSITI OIIS . TIit DATA FOR IIET PLJR C~ ASES 

OF U. S. LONG- m M SlCU~ITl [S R[i'R[ sttll FLOliS .,•;1f~CLASS Ir I ED 

SlATE 185943 

THE TOlAL HOLDI IIGS OF SUCH SECURITIES . 

s. REF A IIIOICATED THAT lHE DATA \/AS TO BE usrn TO 

COMPARE TO THE U. S. TRADE DEF-ICll 111TH HLIIG KON G. II( 
ARE SKEPTICAL ABOUl lHE VALUE or SU CH A C011PAR I SOIi roR 

A I/UMBER OF REASONS : BIL ATE RAL TRP.DE DALAIICf S ernR VER Y 
LITTLE RELATIOII 10 61LATERAL IIIVESTM[NT BAL AN CE S; BIL ATf hAL 

INVESTMENT DATA IIICLUOE IIOMIIIEE AC l lVITY (1/HICH IS V[ RY 

IMPORTANT !ti HO~G KO:IG); THE DATA ODES 1101 IIICLUDE 
CLAIMS AND LIABILITIES OF U. S. BAHKS' OVERSEAS AFFILIATES 

AND BRANCH[S VIS-A-VIS HOIIG KONG; AIID SIIICE FUrlOS ARE 

FUNGIBLE, I.E., :iONE U.S. eAHKS' CLAI MS OIi TH[ U.K. MAY 

REFLECT U. K. BAIIKS' CLAIMS 011 HOIIG KONG, BILAlERAL OATA 

DO 1{01 IIIOICATE UL Tl MATE SOURCES OR U:i ER S OF rutlOS . 

6. U. S. DIRECT INVE STIIEtll Ill HOIIG KONG GREATLY EXCEEDS 

HONG KOIIG ' S DIRECT INVE STME IIT IN lHE UNI TED SlATES, 
\/HILE U S. PAHK AIID OTHER CLAIMS OIi HOIIG KONG ARE OF 
lHE SAME ORDER OF MAGNITUDE AS U. S. LI ABIL l llES TO HONG 

KONG. 

u. s. I NVESl MENT Ill HOIIG KOIIG: 

IMILLIOII DOLLAR S; AS OF mo oFl 

1979 1980 1981 

U.S . BANKS' CLAIMS: 1,859 2,365 4,217 

OTHER Cl A I MS: 183 176 196 P 

DIRECT IIIVESTHUIT POSIT I ON : J,771i 1, 969 N. A. 

U. S. NET PURCH AS [S OF 
FOREIGN SECURITIES (I) 73 -87 17 

P: PREL ININARY. 
N.A.: NOT YET AVAIL,BLE. 
(I): REPRE SENTS U.S. PURCH AS ES OF FOREIGN SECURITIES 

FROM FOREIGNERS DOMICILED IN HOIIG KOIIG . 

p 

IIOTE : lHE DA TA OIi U.S. BANK CL AIMS, OTHER CLAIMS AND 
DIRECT INVESTMENT POSITION REPRESEIIT SlOCK POSITIOIIS. 

THE DATA ON U. S. IIET PURCHASES OF FOCEIGN SECURITIES 

REPRESEIH FLO\IS, A!ip NOT lHE TOTOL u. s. HOLDINGS or 

SUCH SECURITIES. 

7. A SUBSTAIITIAL PORTION or U. S. -HOIIG KONG IHVESTMENl 
INVOLVES BAIIKS' DEALl ~GS 1/llH THEIR 01/N FOREIGN OFFICES. 

MARCH 31, 1982, U.S . l lABILITIES TO HOIIG KONG INCLUDE 
1,548 tlllLIOII DOLLAR S TO BAIIKS' 01/tl FOREIGII OFFICES, 

\/HILE 1981 U.S . CLAIMS ON HOIIG KOIIG INCLUDE 2,538 
MILLIOII DOLLARS OH BAIIKS' 01/N FOREIGII OFFICE:i. VIRTUALLY 

All OF lHIS REPRES[IITS INHA- BANK LEIIDING, CLEARING, 

ANO MOIIEY lRADIIIG ACTIVITIES . STOESSEL 

-... -
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PAGE 01 
ACTION EA-12 

GONF I OE~H I AL 
Departn1ent of State 

HONG K 11153 1512032 

1l1UUlll111U 

TELEGRA 
q;;~f 
7142 

INFO OCT-00 COPY-01 AOS-00 !NR-10 EUR-12 ss-10 CIAE-00 
DODE-00 NSC-01 NSAE-00 PM-09 SP-02 /057 W 

------------------377153 1520122 / 66 
R 1511122 JUL 82 
FM AMCONSUL HONG KONG 
TO SECSTATE WASHDC 1970 
AMEMBASSY LONDON 
INFO AMEMBASSY BEIJING 
AMCONSUL GUANG2HOUPOUCH) 
AMCONSUL SHANGHA!POUCH) 

• Q •1 F I Iii ii ~I T I O I HONG KONG 1 1 153 

E. 0 . 12065: GOS 7 / 15/88 <PLAISTED , JOAN M. ) OR-E 
TAGS: ECON, PEPR , EI NV, HK , CH, UK, MPOL 
SUBJECT: U. K. VIEWS ON THE FUTURE OF HONG KONG 

REF: A) HONG KONG 10056 , 8) HONG KONG 94 00 , 
Cl 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 8 ) 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 
CRISIS. 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 CHI NA ON THE SOVEREIGNT Y OF HONG KONG. 
THE ASSISTANT POLITICAL ADVISOR BELIEVES THE ISS UE 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 AMBASS ADOR 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 WOUt.D APPRECIATE ANY INFORMATION AMEMBASSY LONDON 
MAY OBTAIN CLOSER TO THE DATE OF MRS . THATCHER ' S SEPTEMBER 
DEPARTURE FOR CHI NA, HONG KONG AND TOK YO. 
LEVIN 

DECLASSIFIED 

NLRR)A2qq 4 9:U,'ii 

' 

BY. l;;f\L NARA DATE ig/1J/ 11.,, 

-S9NF I BE~H I Ab 



eBNF I BENT I AL ? ;-~lfo/ 
D(7>arl111e11I <!/. ,",/ate 

INCOMING 

TELEG ~A~ ~<,1t, 
-oQ . d rv--1, 

PAG[ 01 HOIIG K 11553 222151Z 5275 
ACTION [A-12 

INFO OCT - DO COPY · OI Ao:; - oo l!IB.:.!.!! [UR-11 SS -10 CIA[·OO 
000[·00 H· OI N'.;C · 01 II SA[- 00 HA-08 L -03 
Al T-02 PA · OI SP·02 SPRS-02 / 074 II 

··· -··············3017b1 2303482 /73/45 
R 1103 1bZ JUL 81 
FM AMCOII SUL HONG KOIIG 
TO S[CSTATE 1/ASHOC 10S5 
INFO CHINA po:;Ts COLL[CTIV[ 
CINCPAC HONOLULU HI 
u:; 1cA 1/ASHOC 13SS 

8 0 HF I OE HT I ~~HONG KONG 11553 

C O R R E C T [ 0 C O P Y (TAGS L 111£1 

CINCPAC FOR POLAD 
U:i lCA FOR PGtl/RC, VOA/NEIIS/CA 

E. 0. 1206S : GOS 7121/88 (LEVIN, BURTON) OR-ti 
TAGS : PEPR, CH, HK 
SUBJECT : HOIIG KOIIG TO BE A "SPECIAL ADMINISTRATIVE ZON['" 
NOT NECESSARILY . 

REF : BEIJING 9491 

I. SUMtlARY (Cl 

REFUTING PRESS SPECULATION, A KNOIILEOGEABLE PRC SOURCE 
IN HONG KOIIG HA:; DENIED THAT CHIIIA HAS PLAUS TO MAKE 
HOIIG KOIIG A "SPECIAL ADMIHI STRATIV[ REGIOII ." ALL 
INDICATIOU S AR£ THAT BEIJING HA:i NOT YCT RE ACHED A 
DECISIOII ON TII[ I ORM OF AOl11111 :i TRATION IT 1/ANfS IN 
HOIIG KONG IN THE FUTURE . 

ENO SUMMARY 

2. (LOUI A RECENT FLURRY IN THE HOIIG KONG PRE S:; \/AS 
TOUCHED orF BY A JULY lb \/[STERN NEIi:; :;ERVIC[ STORY 
ON A STATEMENT BY PEIIG ZHEN, VI CE CHAIRMAN OF THE 
NATIOIIAL PEOPLE ' :; COIIGR[ S:; STANOIIIG COMMITTEE AIID or 
THE cou:;11TUTIOII AL REv1 :; 1011 COMMITTEE, \/HO CALLEO FOR 
:;Tuoy AIIO COMM[llfS 011 CHI NA':; NEIi DRAFT COIISTI TUI IOII 
BY "COMPATRIOT :; Ill TAIi/Aii, HONG KO IIG AIID MACAO AIID 
OVER SEAS CHINE :iE." lHE REPORT , CAR RIED OIi THE FROfH 
PAGE or HOIIG KOIIG'S MAIN EIIGLISH·LAIIGUAGE PAPERS JULY 17 , 
POINT£D OUT TH AI ARTICLE 30 OF THE IIEII COIISTITUTIOII , 
1/HICH PROVIDE :; FOR TH( fSTASL ISH M£fll or "SPECIAL 
AOMINl :; JRATIV( R[GIOIIS" 111TH THEIR 01111 LAIi:; , HA:; BEEN 

SHII All AL OIIG AS PROVIOIIIG A COU SIITIITIOII AL fr. AflEliORK 
FOR JOINIIIG TAIi/AN TO THE PRC \/HILE 'R(SERVIIIG 11:; 01/N 
SOCIAL SYSTEM. " IT IIA: CLE AR TO ANALYSTS THAT TH[ T\10 
TERRITORIE S (HOii~ KOii(, AIID MACAO) HAD BEEN PURPOSELY 
LIIIKEO 111TH TAIi/Aii " IN PEIIG ZHEU ' :; :; JAT£MOH , THE STORY 
SAID, TO SIGN AL TH E PO::IBILITY THAT BEIJING \/ILL MAKE 
THE:;[ AREAS "SPE CI AL AOMllll '.jl RATIVE ZOUE:;· ALSO. THE 
REPORT ,UGGESHO TH AI PEIIG ZHf ll MIGHT HA 'I E MADE THI : 
HINT 10 TE ST PUBLIC REACIIOII ro lH[ IDE A 6EfORE PRIME 
MINI STER TH ATC HER ' S VI SIT 10 BEIJIIIG IN :;[PIEMBER. 

J . IL OIII Ill TH[ FOLLOIIIJIG DAYS LOC Ai PUIIO II : 
GfllER ltL LY DE6111ih( O THE :T ORY ,u,o IT: IJIIIIA11[0 AllAl v: 1s · 
Vl[\15 AS FAR·F l lCH[O . 1110 HIIIG BAO IO ITORl•LS AhO A 
SOUTH CHIIIA MO RII III G PO ; T /IIII\L1 SIZ ARGU ED TH ~T PEIi(, :; 
STAT ( M( lll HAO EE[U G~O~: LV OUlR-IIITERPR[T[O. 

PM-09 

HOUG K IISS3 m1s1z 1 i . 0 r 
I " 

4. (Cl ON JULY 10 A COIMIIOFF RAI S[O TH[ SUBJECT or TH[ 
REPORT 111TH JI SHAOXIAIIG , A tlCII/\ SECREl ARY \/HO : ERVES AS 
A LIAISON OFF ICER WITH !Hf HOUG KONG GOVERNMENT POLITICAL 
ADVISOR ' S OFFICE 011 PRC-HOUG KONG RHAIIOUS . JI SA ID 
HE HAO NOi R[C[IV[O ANY "111,10£ lfffORMAII Otl " ABOUT TH[ 
MATTER. HE DESCRIBED THE \/IRE SERVICE STORY AS "PUIIJ 
SPECULATIOII, " THOUGH H[ SAID TH[ [V[IITUAL APPLICATION 
OF ARTICLE 30 TO HOIIG KOII G · or COURS[ REMAINS A 
POSSIBILITY. " 

S. ILOUI COMM[fll 

\IE TOO BEL IEV[ THAT PEIIG ZHEN ' S REMARKS HAVE B[Etl 
OVER-INTERPR[TEO. PEtlG ' S PROBABLE PURPOSE 1111'.i SIMPLY 
TO PROMO![ UIIIT[D FRONT S[UTIM[III BY POINTING OUT TH[ 
BENEFITS OFF[R[O BY TH[ H[\I COU ST ITUTIOH TO TH[ VARIOUS 
GROUPS OF CHIU[ SE LIVIUG OU TSIDE TH E PRC . PENG NOTED 
THAT ARTICLE 30 "COtlFIRM, Ill LAIi" THE sus:;TAIIC[ OF YE 
JIAUYING 'S NIU[·POINT PROPOSAL FOR PEACEFUL R[UIIIFICATION 
UITH TAIi/AN, OUT HE MAO[ NO MEUTIOII OF LJNG KONG OR 
MCAO IN THI :; COIHl XT. 11£ HAV[ : £[11 110 RELI ABLE E\ IOENCE 
THAT BEIJIIIG HAS YET RE ACIIEO AIIY DECl>IOU:; ON THE 
ADMINISTRATIVE AIID LEGAL ~R RlltlG£HEIIT S THAT IT 1/0ULO SEEK 
IN REN[GOTIATIOII or HOIIG KOIIG' :; :;T ATU S. LEVIN 

DECLASSIFIED 

NLRR M29q 6 91.2.13, 

BY kf\b NARADATE~1L 

GONF I BENT I Al \ 



-h ~ NI I ~ L fq I I AL 
I Je1>nrlnH 'l1I <~/· .'ilirte 

P/\GE 01 
ACTION E./\-1::' 

HONG t· I I 5 54 220354Z 

INFO OCT-0 0 COPY - 01 ADS-00 TNR - 10 5 5 - 10 CJ /\ E - 00 
DODE-00 
/\IT-02 

H ·- 0 I l'J S C - 0 I r ,J S /1 E - 0 0 H ,\ ·· 0 ti L - 0 3 
P/\-01 IC/\E-00 SP - 02 SPRS - 0~ 070 W 

--- - ----------- - --2600i::' 2214002 52 
R 2203192 JUL 82 
FM /\MCONSUL HOl,G r·. ONG 
TO SECST/\TE W/\SHDC 2086 
INFO USOOC W/\SHOC 
/\MEMB/\SSY BEIJING 
/\MCONSUL SHANGHAI 
/\MCONSUL GU ANGZHOU 
/\IT T/\IPEI 

~ e 14 F I Iii' a It! T I t e HONG , .. ONG I 1 5 5 4 

~- E . 0 . 12065 : GOS 7 19 ., 88 (LEVIN. BURTON) OR-M 
T /\GS: ECON, CH 
SUBJECT: HONG 1·. 0NG 199 7: UNDER THE PRC FL/\G., 

REFS: /\) HONG I' ONG 9 4 00, 8) HONG t·. ONG I 005 6, C> HONG 1·. ONG 
105 I I 

(Cl SUMM/\RY : /\ LEADING HONG KONG BUSINESSMAN WHO 
RECENTLY VISITED BEIJING S/\IO PRC LEADERS STRESS 
THE TMPORTM!CE OF REGAINING SOVERE:IGNTY OVER HONG 
1', 0NG , /\ND WOU LD INCLUDE IN /\NY SETTLEMENT OF THE 
1997 ISSUE THE CONDITION OF FLYING THE PRC FL/\G 
OVER HONG KONG. THIS IS THE MOST EXPLICIT ST/\TEMENT 
WHICH WE HAVE HE/\RD OF HOW CHIN/\ WOULD LIKE TO ASSERT 
ITS SOVEREIGNTY . ENO SUMMAR Y. 

I. (C) FUNG KING HEY (PROTECT) RECENTLY VISITED 
BEIJING /\NO MET WITH PREMIER ZH/\0 ZIY/\NG ~EF /\). 
HE H/\S TOLD THE CONSUL GENER/\L TH/\T PRC LEADERS 
STRESSED THE IMPORTANCE OF REG/\INING S OVEREIGNT Y 
OVER HONG t·ONG BY 1997, /\N O TH/\T THEY TOLD HIM THIS 
WOULD HAVE TO INCLUDE FLYING THE PRC FLAG OVER THE 
AREA . AT THE SAME TIME THEY INDIC ATE D THAT THE 
ADMINISTRATION OF THE /\RE/\ NEED NOT CHANGE, AND TH AT 
"EVERYTHING ELSE" COULD REM/\IN THE SAME. 

2. (C) FUNG AND HIS OFFICI /\LS H/\VE TOLD US TH/\T /\LL 
OF THE REASSURANCES WHICH CHIN/\ H/\S GIVEN TO HONG 
l', ONG BUS I NE SSM!::N SO FAR /\ RE I NFORM/\L . FUNG' S 
OFFICIALS CONSIDER THEM TO BE INSUFFICIENT TO 
M/\INT/\IN INVESTOR CONFIDENCE IN THE ECONOMIC 
VIABILIT Y OF HONG KONG. 

3. ~> COMMENT. THERE H/\S BEEN CONSIDERABLE SPECULATION 
IN THE HONG KON G PRESS RECENTLY /\BOUT THE STATE OF 
CHIN/\' S POLICY TOWl\ROS THE FUTURE OF HONG K, ONG . IT IS 
GENER/\LLY AC KNOWLEDGED TH/\T CHIN/\ WISHES TO ESTABLISH 
ITS CL/\IM TO SOVEREIGNTY OVER THE TERRITOR Y. THE PRC 
HAS LONG M/\ INT/\INED TH/\T THE "UNEOU1\L TRE/\TIES" WHICH 
GAVE BRIT/\IN ITS JUR ISDI CTION OVER BOTH HONG KONG ANO 
THE NEW TERRITORIES ARE NOT VALID . FUNG' S STATEMENT 
IS THE FIRST E XPLICIT /\SSER TIO N WE H/\ VE SEEN THAT BEIJING 
NOW CONTEMPLATES FLYING ITS FL/\G OVER HONG KONG /\S P /\RT 
OF ~NY SETTLEMENT . WE DOUBT THAT THE BRITISH WOULD BUY 
SUCH /\N ARR /1NGEMENT . SINCE SERIOUS NEGOTI/\TIO~-JS H AV EN 'T 
EVEN STARTED ON THE ISSUE, IT WOULD BE PREM/,TURE TO 
CONCLUDE THAT THE CHINESE POSITION ON THE FLAG OR 
OTHER ELEMENTS OF THE SETT~EMENT IS FIXED. THE CHINESE 
M/\Y BE ST/\KIN G OUT A H /\ RD POSITION TO TEST THE WATERS . 
THEY /\RE PROBABLY ALRE /\ OY /\WARE THAT THE FLAG. 
PROPOSAL WON ' T BE AN EASY ONE TO SELL HERE . · 
LE VIN 

I l{C OM I NG 
TELEGRAM 

1r'l5D 

u ::1 - 0,, 
PM- l' ',t 
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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 ~e is· , 
sue. Recently, a speciaI •group'to study the 
Jssue is ~lieved to have been set up. . 
, , The Chinese privately have told lmpor· , 

· tant British visitors that China's sover· 
elgnty over all of Hong Jeong .cannot be 
challenged. Officially, the British position 
Is that Hong Kong Island, also called Victo­

"rla, and part of the Kowloon Peninsula on · 
the Chinese mainland were ceded in perpe­

•,tul,ty: ~ Britain by China. Tbe New Territo­
ries, which make up the bulJt of Hong 
Kong,_ will revert to China under the teffllS 
of a 99-year lease signed in 1898. 

There have been recent Indications , 
, from -United Kingdom sourees that London 
may be willing to acknowledge . Chinese 
l{Ovei:e~ty over all of HQng Kong, ln fact, 
one possibility is tor Britain to openly re­
pudiate its 19th century treaties with China 
by accepting the Chinese position that 
those were unequal treaties foisted upon a 
weakene<!_ Ching Dynasty by Imperial Brit· 
ain . 
. ~ In return, according to this scenario, 
j.he Chir.$e ~ agree that British admin· 
lstraUO'I of the territory can continue. 'Such -
an agreement would remove the 1997 dead· 
~ •. which Is hanguig over Hong Kong like -
the SWQ_rd of Damocles. 
. Britain', recent war~ with · Argentina 

over the Falklands inevitably raises specu­
lation that Londo!! ·might also resort to 
arms to retain control of Hong Kong. But 
the two situations aren't lei. For one 
thing, the population of the • ands is 
entirely of British stock, while Ho g Kong 
Is 99% Chinese. • • J , · 

Another factor is that 90% of the · col­
ony's territory is scheduled to revert to 
China under the terms of Britain's lease, 
which would_ leave a rump colony .with .1"1 . 
airport, no agricultural Jand aJ!d virtually 
no industries. Moreover, Hong Kong is de­
pendent on China for food and water. 

A formula under which BritAln con­
ceded China's !IOVereignty over Hong !Cong i 

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 Kong and for the British to continue 

. running it. But neither country appears to 
have formulated its bottom·line position. 
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(;QNF I BErH I AL . INCOMING 

PAGE 01 
ACTION EA-12 

HONG K 12951 SI OF 02 

Department of St<lte TELEGRAM G 
29

lSlSZ 
8753 

REPRESENTATIVES SUCH AS CHINA RESOURCES HAVE BEEN . _f5 / 
INFO OCT-03 !.!!.!l.:!! EUR-88 SS-18 CIAE-1!0 

EB-08 
L-S3 
SP-02 

COPY-GI ADS-SO 
DODE-SO H-lll 
TRSE-00 PH-IJ9 
SPRS-S2 /996 11 

NSC-01 NSAE-08 COME-DO HA-08 
AIT-82 PA-SI STR-14 I CAE-00 

------------------155012 291642Z /58 
R 298948Z JUL 82 
FH AMCONSUL HONG KONG 
TO SECSTATE 1/ASHDC 2251 
INFO CHINA POSTS COLLECTIVE 
AHEMBASSY LONDON 

9 8" r I 8 E "l I - L SECTION DI OF 02 HONG KONG 12851 

NOFORN 

E.O. 12865: ROS 7/28/82 (LEVIN, BURTON) OR-ti 
TAGS: PEPR, CH, HK, UK 
SUBJECT: BRITISH, CHINESE STUDY HONG KONG'S 
FUTURE 

RH: (A) HONG KONG 11153, (B) HONG KONG 198S6, (Cl HONG KONG 9481J 

I. (Ct'tff - ENT I RE TEXT) 

2. SUHHARY 

A HONG KONG OFFICIAL CLOSELY INVOLVED IN RELATIONS 111TH 
THE PRC SAYS HIS GOVERNMENT CONTINUES TO BE SLO\I 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 IU 
BEIJING HAVE BEEN ACCURATELY INFORMED ON THE REALITIES 
OF HONG KONG' S SITUATION All0791JE791UCESSIOIIS. THAT \/Ill 
BE NEEDED F ROH BOTH SI OE S TO ASSURE HOtlG KONG ' S CONN I HUED 
STABILITY ANO PROSPERITY. UIIDER THESE CIRCUMSTANCES 
THE MOST HE EXPECTS TO CONE OUT OF HRS. 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 
MARGOLIS !PROTECT> DISCUSSEO 111TH CONGENOFFS THE STATE 
OF PLAY AS THE UK ANO PRC STUDY OPTIONS ANO PREPARE 
NEGOTIATING POSITIONS OH THE STATUS OF HONG KONG \/HEN 
THE LEASE OH THE HEIi TERRITORIES EXPIRES IN 1997. 
ELABORTING ON EARLIER REMARKS ffiEF Al, MARGOLIS LAMENTED 
THAT THE UK HAS "LOST VALUABLE TIME" IN RECENT MONTHS 
AS TOP LEADERS, PREOCCUPIED 111TH THE FALKLAND CRISIS, 
GAVE NO ATTEMT ION TO THE HONG KONG ISSUE ANO I/HAT SHOULD 
BE SAIO ABOUT IT DURING THE PRIME MINISTER'S VISIT TO 
CHINA. IT IIAS IRONIC THAT THE BRITISH SIDE, HAVING AT 
LAST CONVINCED BEIJI NG THAT AC TION I/AS NEEDED SOON ON 
THE 1997 ISSUE IN ORDER TO REASSURE INVESTORS, \/AS NOii 
ITSLF LAGGING . HE EXPECTED, HOIIEVER, THAT GOVERNOR YOUDE 
1/0ULO RAISE THE HATTER 111TH HRS. THATCHER DURING HIS 
CURRENT VISIT TO BRITA IN. (THE LOCAL PRESS TODAY RE­
PORTED THAT YOUD[ HAO MET 111TH THATCHER IN LONDON.I 

I . BY CONTRAST, MARGOLIS NOTED, BEIJING HAS SEEN MOVING 
AHEAD 111TH CONS ULTATIONS 111TH HONG ~ONG CHINESE ABOUT 
THE TERRITORY ' S FUTURE . NOT ONL Y HAVE BUSINESS AND OTHER 
LEADERS BEEN INVITED TO BEIJING TO TALK 111TH lOP LEADERS 
~EF Bl, BUT HE UNDERSTA NDS THAT NC NA AND OTHER PRC 

QUERYING LESS PROHINEHT INDIVIOUALS IN HOtlG KONG FOR 
THEIR VIE\IS ON THE 1997 QUESTIOIL DESPITE THIS ACTIVITY, 
HOI/EVER, MARGOLIS IS llOT 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 FROH ITS ADHINISTRATION 
OF HONG KONG. HE SAID THIS I/AS NOT SO, AND HE BEL !EVES 
I/ANG KUANG, THE NCNA CHIEF HERE, REALIZES IT. HO\IEVER, 
HE DOUBTS \/ANG I/ILL STICK HIS NECK OUT TO DISABUSE HIS -
SUPER I ORS OF THEIR ILL US IONS. (COMMENT. A SOURCE CLOSE 
TO HONG KONG FINANCIER FUNG KING HEY, I/HO MET 111TH 
ZHAO ZIYANG IN APRIL, TOLD US ZHAO IS CONVINCED THAT THE 
BRITISH MUST BE MAKING A LOT OF MONEY FROH HONG KONG, 
OR THEY \IOULD NOT STAY HERE (REF C). HOIIEVER, CONSTRUCTION 
11AGNATE GORDON IIU, IIHO HET 111TH ZHAO ABOUT THE SAHE TIME, 
TOLD CONGENOFFS THAT ZHAO HAS NO SUCH ILLUSIONS . END 
COMMENT . ) 

S. BRITISH LEADERS HAY CHERISH ILLUSIONS TOO, HARGOLIS 
THINKS. FOR EXAMPLE, HE BEL !EVES THAT SOME CONCESSION 
IN PRINCIPAL ON SOVEREIGNTY OVER HONG KONG I/ Ill 
ULTIMATELY BE NECESSARY TO REACH A NEIi AGRHMEIH 111TH 
BEIJING, BUT HE DOES NOT THINK MRS . TijATCHER HAS YET 
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BEEN EXPOSED TO SUCH THINKING. RATHER, HE FEARS THAT 
,:GOVERNMENTAL AIID PUBLIC OPINIONS IN BRITAIN HAVE HARDENED 

AGAINST CONCESSIOtlS ON SOVEREIGNTY OVER ANY OVERSEAS 
TERRITORY LEST BRITAIN'S POSITION IN THE FALKLANDS AND 
GIBRALTAR BE AFFECTED . IN THE \/AKE OF THE FALKLANDS 
AFFAIR, THE FOREIGN OFFICE IS SEEN BY MANY AS OVERLY 
1/ILLING TO HAKE COtlCESSIONS ON BRITAIN'S SOVEREIGNTY, 
HE SAID, AND 1/HITEHALL'S FIRST TASK IN PRESENTING ITS 
VIEIIS ON HONG KONG \/Ill BE TO DO "A BIT OF A SELLING JOB" 
ON ITS LIi~ CREDIBILITY. 

6. IN A RECENT DISCUSSION 111TH THE CONSUL GENERAL, 
C.H. TUNG, THE INHERITOR OF HIS LATE FATHER'S OC.Y. TUNG) 
SHIPPING EMPIRE,OFFERED SUPPORTING EVIDENCE FOR MARGOLIS' 
FEARS THAT BRITISH LEADERS MAY BE ADOPTING AN UNREALISTIC 
HARO LINE ON THE SOVEREIGNTY ISSUE. TUNG REVEALED THAT 
ABOUT TEN DAYS AGO MRS . THATCHER HAD PRIVATELY TOLD HIM 
THAT AS FAR AS SHE I/AS CONCERNED, THE ONLY THING SUBJECT 
TO NEGOTIATION 111TH THE PRC WAS THE EXPIRATION OF THE 
LEASE ON THE NEW TERRITORIES. AN INTERNATIONAL TREATY 
HAD AIIARDEO THE UK PERPETUAL SOVEREIGNTY OV~R HONG KONG 
ANO THE ADJACENT AREAS OF KOi/LOON. THE PRC'S UNHAPPINESS 
OVER THE STATE OF AFFAIRS 1/0ULD NOT MOVE THE U.K. TO 
ABANDON I TS SOVEREIGN RIGHTS. AF.YER All SHE IIAS NOT 
HAPPY 111TH SOME OF THE TREATIES ENTERED INTO BY HER 
PREDECESSCRS, BUT HER GO'/ERNMENT 1/0UL D CONT I NUE TO OBSERVE 
THEM IN KEEPING 111TH INTERNATIONAL LAW. THE PRC \IOULO 
HAVE TO DO THE SAME. TUNG EXPRESSED THE OPINION THAT IF 
THE PM PERSISTED IN I/HAT HE CLEARLY THOUGHT TO BE AN 
UNREALISTIC POSITIOtl, THEN THE PRC AND U.K. I/ERE IN FOR 
SOME ROCKY TIMES ON THE QUESTION OF HONG HOIIG ' S FUTURE. 
IN COMMON 111TH MOST FINANCIAL HEAVYWEIGHTS HERE--BOTH 
BRITISH AND CHINESE--TUNG BELIEVESTHAT IF A DEAL IS TO 
BE STRUCK 111TH THE CHINESE, IT lllll 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 ANO 
GENERAL DEPARTMENT IN THE FOREIGN OFFICE, IN CLOSE 

COLLABORATION WITH THE PO (2TICAL ADVISOR ' S OFFICE HERE. 
DRAFTS PREPARED IN LOtlOON ARE NORl1ALL Y SENT HERE FOR 
COMMENT, HE SAID. ON THE CHINESE SIDE, HE BELIEVES 
THE KEY MAN IS LI AO CHENGZH 1, HEAD OF THE OVERSEAS 
CHINESE AFFAIRS OFFICE OF THE STATE COUNCIL. LIAO, HE 
SAID, OVERSA\I THE PREPARATION OF SOME EARLY STUDIES OF 
THE HONG KONG PROBLEM BY THE CHINESE ACADEMY OF SOCIAL 
SCIENCES (SOME OF IIHICH INVOLVED "VERY UNREALISTIC 
SCENARIOS"). NOii STATE COUNCILLOR JI PENGFEI HEADS A 
SPECIAL COMMITTEE RECENTLY SET UP TO STUDY THE ISSUE, 
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BUT MARG.Cl IS BELIEVES THE CHAIRMANSHIP \/AS GIVEN TO JI, 
A FORMER FOREIGN MINISTER, IN ORDER TO ROPE THE FOREIGN 
MINISTRY IN Oil PROPOSALS THAT \/Ill STILL BE LARGELY 
ENGINEERED BY LIAO. (COMMENT. SEVERAL INDEPENDEtH 
HONG KONG PUBLICATIONS HAVE REPORTED THAT A SPECIAL 
COMMITTEE TO STUDY THE HOtlG KOtlG ISSUE \IAS SET UP UNDER 
THE STATE COUNCIL IN MARCH, 111TH JI PENGFEI AS ITS 
CHAIRMAN AND LIAO CHENGZHI AND LUO QINGCHANG AS DEPUTIES. 
\IE HAVE NOT SEEN ANY PRC CONFIRMATION OF THIS REPORT. 
ENO COMMENT.) 

8. GIVEN THE STATE OF PREPARATIONS, NARGOLIS EXPECTS 
NO SERIOUS PROGRESS TOI/ARD RESOLVING THE 1997 QUESTION 
DURING THE PRIME MINISTER'S VISIT TO BEIJING IN 
SEPTEMBER. HE THINKS SHE AND THE CHINESE I/Ill AGREE 
TO FURTHER CONSULTATIONS BETIIEEN THEIR GOVERNMENTS ON 
THE PROBLEM, ANO LITTLE MORE . SUCH CONSULTATIONS I/Ill 
TAKE PLACE FORMALLY BETIIEEN THE UK EMBASSY AND THE 
CHINESE FOREIGN MINISTRY, HE SAID, BUT HE PERSONALLY 
BELIEVES SOME "DIRECT., INFORMAL LINK " \/ILL ALSO 
NEED TO BE CREATED TO VET IDEAS BEFORE THEY ARE FORMALLY 
PROPOSED, ANO HE CONFESSES TO "SOME SLIGHTLY MEGALOMANIAC 
IDEAS ABOUT \/HERE THAT l INK HIGHT BE.• 

LEVIN 
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E. 0. 12065: RDS 7128/02 (LEV IN, BURTON) OR-H 

TAGS: PEPR, CH, HK, UK 
SUBJECT: BRIT I SH, CH I NESE STUDY HONG KOtlG ' S 

FUTURE 

REF: (Al HONG KONG 11153, (Bl HONG KONG 10056, (Cl HONG KONG 9400 

I. (C/NF - ENTIRE TEXT) 

2. SUMHARY 

A HONG KONG OFFICIAL CLOSELY INVOLVED IN RELATIONS WITH 
THE PRC SAYS HIS GOVERNMENT CONTINUES TO BE SLOII IN 
GETTING ITS ACT TOGETHER FOR PRIME MltllSTER THATCHER'S 
SEPTEMBER VISIT TO CHINA ANO 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 I NF OR MEO ON THE REAL IT I ES 
OF HONG KONG'S SITUATION AND790E791NCESSIONS THAT \/ILL 
BE NEEDED FROM BOTH SI DES TO ASSURE HONG KONG ' S CONN I NUEO 
STABILITY ANO 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 
MARGOLIS (PROTECT) DISCUSSED 111TH CONGENOFFS THE STATE 
OF PLAY AS THE UK AND PRC STUDY OPTIONS AND PREPARE 

,NEGOTIATING POSITIONS ON THE STATUS OF HONG KONG 1/ltEN 
·THE LEASE ON THE NEIi TERRITORIES EXPIRES IN 1997. 
El ABORTING ON EARLIER REMARKS (R EF Al, tlARGOL IS LAMENTED 
THAT THE UK HAS "LOST VALUABLE TIME" IN RECENT MONTHS 
AS TOP LEADERS, PREOCCUPIED 111TH THE FALKLAND CRISIS, 
~AVE NO ATTENTION TO THE HONG KONG ISSUE AND \/HAT SHOULD 
BE SAID ABOUT IT DURING THE PRIME MINISTER'S VISIT TO 
CHINA. IT \/AS IRONIC THAT THE BRITISH SIDE, HAVING AT 
LAST CONVINCED BEIJING THAT ACTION \/AS NEEDEO SOON ON 

THE 1997 ISSUE IN ORDER TO REASSURE INVESTORS, \/AS NOii 
ITSLF LAGGING. HE EXPECTED, HOIIEVER, THAT GOVERNOR YOUDE 
\IOULD RAISE THE MATTER 111TH MRS . THATCHER DURING HIS 
CURRENT VIS IT TO BR I TA IN . ITHE LOCAL PRESS TODAY RE -
PORTED THAT YOUDE HAD MET 111TH THATCHER IN LONDON. I 

4, BY CONTRAST, MARGOLIS NOTED, BEIJING HAS BEEN tlOV I NG 
AHEAD 111TH CONSULTATIONS 111TH HONG KONG CHINESE ABOUT 
THE TERRITORY'S FUTURE . NOT ONLY HAVE BUSINESS AND OTHER 
LEADERS BEEN INVITED TO BEIJING TO TALK 111TH TOP LEADERS 
(REF Bl, BUT HE UNDERSTANDS THAT NCNA AND OTHER PRC 

EXAMPLE, HE SAID THAT CHINESE LEADERS SEEM TO THINK 
BRITAIN DERIVES LARGE CASH INFLOIIS FROM ITS ADMINISTRATION 
OF HONG KONG. HE SAID THIS \/AS NOT SO, AND HE BELIEVES 
\/ANG KUANG, THE NCNA CH I EF HERE, REAL I ZES IT . HOIIEVER, 
HE OOUBTS \/ANG \/ILL STICK HIS NECK OUT TO DISABUSE HIS 
SUPERIORS OF THEIR ILLUSIONS. (COMMENT. A SOURCE CLOSE 
TO HONG KONG FINANCIER FUNG KING HEY, I/HO MET 111TH 
ZHAO ZIYANG IN APRIL , TOLD US ZHAO IS CONVINCED THAT THE 
BRITISH MUST BE MAKING A LOT OF MONEY FROM HONG KONG, 
OR THEY \IOULD NOT STAY HERE (REF Cl . HOIIEVER, CONSTRUCT I ON 
HAGNATE GORDON \IU, IIHO MET Ill TH ZHAO ABOUT THE SAME TI ME, 
TOLD CONGENOFFS THAT ZHAO HAS NO SUCH ILLUSIONS. END 

COMMENT. I 

5. BRITISH LEADERS MAY CHERISH ILLUSIONS TOO, MARGOLIS 
THINKS. FOR EXAMPLE, HE BELIEVES THAT SOME CONCESSION 
IN PRINCIPAL ON SOVEREIGNTY OVER HONG KONG \/ILL -

Y BE NECESSARY TO REACH AN GREEMENT 111TH 

BEIJING, BUT HE DOES NOT TH INK MRS. THATCHER HAS YET 
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BEEN EXPOSED TO SUCH TH INK I NG. RATHER, HE FEARS THAT 
GOVERNMENTAL AND PUBLIC OPINIONS IN BRITAIN HAVE HARDENED 
AGAINST CONCESSIONS ON SOVERE IGtHY OVER ANY OVERSEAS 
TERRITORY LEST BRITA IN'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, 
"E SAID, AND WHITEHALL ' S FIRST TASK IN PRE SENTING ITS 
VIEWS ON HONG KONG Will DE TO DO "A BIT OF A SELLING JOB' 
ON ITS OWN CREDIBILITY . 

6. IN A RECENT DISCUSSION 111TH 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 BRIT I SH LEADERS MAY BE ADOPTlllG 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 \IAS CONCERNED, THE ONLY TH I NG SUBJECT 
TO NEGOTIATION 111TH THE PRC \IAS THE EXPIRATION OF THE 
LEASE ON THE NEW TERRITORIES . AN INTERNATIONAL TREATY 

IIAP AWARDED THE UK PERPETU AL SOVEREIGNTY OVERII ONG KONG 
AND THE ADJACENT AREAS OF KOi/LOON. THE PRC ' S UNHAPP I N~?s 

ER THE S TE OF I 1/0ULD NO MOVE THE U. K. TO 
ABANDON ITS SOVEREIGN RIGHTS . AFTER ALL SHE I/AS NOT 

111TH SOME OF THE TREATIES ENTERED INTO BY HER 
PREDECESSORS, BUT HER GOVERNMENT 1/0ULD CONTINUE TO OBSERVE 
THEM IN KEE.PI NG Ill TH I NTE RNAT I ONAL L All. THE PRC \IOUL D 
HAVE TO DO THE SAME. TUNG EXPRESSED THE OPINION THAT IF 
THE PH PERSISTED IN I/HAT HE CLEARLY THOUGHT TO BE AN 
UNREALISTIC POSITION, THEN THE PRC AND U. K. WERE IN FOR 
SOME ROCKY TI HES ON THE QUEST I ON OF HONG KONG ' S FUTURE . 
IN COMMON 111TH MOST FINANCIAL HEAVYWEIGHTS HERE--BOTH l BRITISH AND CHINESE - -TUNG BELIEVESTHAT IF A DEAL IS .TO l BE STRUCK 111TH THE CHINESE, IT I/Ill HAVE TO FEATURE A 
U. K. COMPROMISE ON THE SOVEREIGNTY ISSUE IN RETURN FOR 
PRC ~ACQUIESCENCE IN CONTINUED BRITISH ADMINISTRATIOtl OF 
THE ENTIRE TERRITORY. 

7. MARGOLIS SAID THAT BRITISH PLANNING FOR NEGOTIATIONS 
OVER HONG KONG IS DONE L AR GEL Y BY THE HONG KONG AND 
GENERAL DEPARTMENT IN THE FOREIGN OFFICE, IN CLOSE 
COLLABORATION WITH THE P0(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 LI AO CHEllGZH I, 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 CH I NESE ACADEMY OF SOC I AL 
SCIENCES (SOME OF 1/HICH INVOLVED " VERY UNREALISTIC 
SCENARIOS" ) . NOii STATE COUNCILLOR JI PENGFEI HEADS A 
SPECIAL COMMITTEE RECENTLY SET UP TO STUDY THE ISSUE, 
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BUT MARGOLIS BEL I EVES THE CHA I RMAtlSH IP WAS GI VEN TO JI, 
A FORMER FOREIGN MINI STER, IN ORDER TO ROPE THE FOREIGtl 
NINISTRY IN ON PROPOSALS THAT Will STILL BE LARGELY 
ENG I NEER ED BY l I AO. (COMMENT. SEVERAL I NOE.PENDENT 
HONG KONG PUBLICATIONS HAVE REPORTED THAT A SPEC I Al 
COMMITTEE TO STUDY THE HONG KONG ISSUE WAS SET UP UNDER 
THE STATE COUNCIL IN MARCH, WITH JI PENGFEI AS ITS 
CHA I RMAH AND LI AO CHENGZH I AND l UO O I NGCHANG AS DE PUT I ES . 
WE HAVE NOT SEEN ANY PRC CONFIRMATION OF TH IS REPORT . 

END COMMENT . ) 

8. GIVEN THE STATE OF PREPARATIONS, MARGOLIS EXPECTS 
NO SER I OUS PROGRESS TOI/ARD RESOLVING THE 1997 QUEST I ON 
DURING THE PRIME MINISTER' S VISIT TO BEIJING IN 
SEPTEMBER. HE THINKS SHE AND THE CHINESE \/Ill AGREE 
TO FURTHER CONSUL TAT I o·Ns BETWEEN THE IR GOVERNMENTS ON 
THE PROBLEM, AND l lTTLE MORE. SUCH CONSULTATIONS \/ILL 
TAKE PLACE FORMALLY BETWEEN THE UK EMBASSY AND THE 
CHINESE FOREIGN MINISTRY, HE SAID, BUT HE PERSONALLY 
BELIEVES SOME " DIRECJ, INFORMAL LINK" \/ILL ALSO 
NEED TO BE CREATED TD VET IDEAS BEFORE THEY ARE FORMALLY 
PROPOSED, AHO HE CONFESSES TO " SOME SLIGHTLY MEG AL OMAN I AC 
I DEAS ABOUT \/HERE THAT LINK MIGHT BE. " 

LEVIN 

-CONFIDENT I AL 
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3. CHINA: OVERTURES ON HONG KONG 

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 period. The 
Chinese want to show Taiwan and the OS 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 Kong 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. 
Tht: substantial depar·ture. of the comm~rc·ial community wot:ld F,OSe 
a serious problem .for China, which acquires up to 45 percent of 
its foreign exchange and part of its advanced technology through 
Hong Kong. China ·reportedly has set up a special committee,. 
including prominent members of the island's Chinese community, 
to study the potentially adverse effects of rev~rsion. 

At a minimum, China insists that its flag fly over Hong 
Kong. But Thatcher, who is scheduled to visit China and Hong 

• Kong. in September, has stated that there can be "no Hong Kong" 
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 Kong island and the adjacent areas of Kowloon 
(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 receritly~ a Chinese official noted 
that the new draft constitution provides for "special admini­
strative zones" operating with .laws designed to meet each area's 
ftspecific concerns.ft 

Beijing probably believes that special zones can provide 
a framework whereby Hong Kong, and eventually Taiwan can be 
joined to C~ina 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 Kong and tries to use officials of a communist system, 
however unobtrusively, to oversee a capitalist program.-

..;C'' SSI IED 

~ 
BY ___ ~ NA~ RA- P~-JE~ lt1 
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SUBJECT: THE 1991 SLUES: HONG KOtlG STARTS REALLY 

WORRYING 

REF: HONG KOIIG 11553 

1. IC) SUMMARY 
HONG KOIIGERS' LATEtlT FEARS ABOUT THE COLOIIY'S POLITICAL 
FUTURE HAVE SURGED TO THE SURFACE Ill RECENT WEEKS, 
STROtlGLY ABETTED BY ~HD Ill TURii FEEDING A OECLlllltlG 
BUSINESS CL IMAH . THERE HAS BEEi/ VIRTUALLY tlO CHANGE 
IN TH( LOIIG-HELD PUBL I C POSITIOU S OF THE BRITI SH AtlO 

CHINESE GOVERl1Mtt1TS ON THE I SS'JE, A:ID THERE IS 110 
RELIABLE EVIDrnCE AS TO \/HAT DECISIONS--IF AHY--LONDON 

OR BEIJING HA'iE MADE It/ PREPARATION FOR PRIME t11tl1STER 
THATCHER"S SEPT£M6ER VISIT TO CHHIA. -HOWEVER, THE 

JITTERY MOOD IN TH E CDLOIIY HAS PRODUCED A SP~TE or 
PRESS STORIES or "I IIITI ATIV( S" AIID "PLAIIS, " ~OST OF 

1/!ilCH HAVE BEEII o::L Y PUFFED-UP SPECULATIOtl. HOIIEVER, 
IN AT LE,Sl Oti ( CA'.iE IT APPE AR'.i T~ Al Atl tlCUA SOURCE, 
FOR MOTIVE S TH AT ~RE UIICLEAR, PLAt/TED A '.i TOR l SAYING 

THAT CHIIIA ltl!EIIDS TO FLY ITS FL AG AIW APPOINT HOtlG 
KOtlG "S GOIERIIDR , r r ER 1997 . EIID SUMMARY . 

2. (l OU! THE~BOOW~ OMli • S 
FUTURE HAS r.01Jtll ( O RAPIDLY I ll RECEtH \/E EK$ AS PRIME 

MINISTER TH ATC H.ER'S VJS IT TO CHIII A l OCt\[O CLCSEP., AS 

THE ~ U-30.,-l.5-tl A:sLO UIE LAST DAY \\ 
1/HEtl A c!AliDARO IS-YE AR LEA '.iE COULD BE SI Gtl EO ltl TH£_ 
NEW TERRITCRl[ Sl , AU D AS THE EFFEC TS or THE WORLD-WIDE 

R[CESSIOI/ BEL~H DL Y IMPACTED Oti HOIIG r.011G . RU!IOR S AIID 
t/EI/S STORI ES CIR CULAH D OF A " HJ?.RD [fllflG ltl CHlt/A " S 

POSITION" CH HOUG ~ONG' S ST ATUS PREOICTPBL Y ALARMING 
A PURL IC 1/H ICH, ACCCi:i DI IIG TO A PUB'.: C OPI HI OII POLL 
RELE ASED AU GU'.il 12 BY All ltl DE PE HD[tl REFORM GROUP, 
FAVORED EY 95 PE~tE tl T THE RE T( II T:DII Of TH E '.iT ~Tu: OUO. 

TH[ S/:ME DAY IIIV~:I CRS '.i EEMEO TO PUT TH E IP MOIIEY \/HERE 
THEIR MOUTH S \.H, AS THE ALRE ADY BAT TERED HAIIG :ftlG 
STOCK III OEX n u11~[0 MOP[ TH Aii 100 POii/ TS TO RE ACH A 
T\/0-Y[AR LO~ !HOUG~ CTH[R SIGtllflCAUT FAC TO?: I/ERE 
INVOLVED Ill THE STOC K O[CL I IIE (: EPTE ll , FE W DOUBTED 
THAT POLIT I CAL Utl C(RT AIUTY HAD BECOME IMPORTANT . 

3. (!OU) TO SOI'\[ EXTEtll HDIIG Y.CIIG MiD THE PRE SS HAVE 

BEEN scaR1NG THEM: ELVES OVER THE PAST f[ ll ' \/EE K: AS 
STORIES or CH INE~[ " l ttf TIATIV(S " , 110 "PL AN : · Have FED 

Otl OtiE AIIO!r. ER . FOR EXAMPLE, ~- JULY 1~ : H TU1c:tH BY 
t/PC VI CE CHA I&~~~ rt ~G ZH [fl \IA$ ~~!HER r ,P -F(!C c( DL Y 

11/ l ERPR ETEC Er A 1.' IRE :E RV IC[ A~ A Hl t/T TH~ ! CHIU~ 

CIAE-OD 

PlAIWED TO INCORPORATE HOtiG KOMG INTO CHIIIA AS A 

"SPECIAL ADMIIIISTRATIVE REGIOtL" THE STORY \/AS 

GENERALLY POOH-POOHED IN THE HONG KOliG PAPERS IRHTEL), ({ 
BUT t1ENTIOIIS or THE "TRIAL BALLOOH" COllTltlUED TO .J:if 
BOUI/CE AROUIID It/ THE INTERNATIOl/Al MEDIA. t/01/ THIRD ? ;(} 
At/D FOURTH-HAtlO REF(REt/CES TO THIS "CHlll(SE INITIATIVE" £r, 
HAVt ' rOU t/D MORE CREDENCE IN HONG KONG THAN THE ORIGINAL ~ -

STORY 010, Al/0 lHE "SPE'IAI ADMINISTRATlVf RHION " 
SCU!ABIQ HAS TAKEN ON THE EXAGGERATED ST ATUS OF A 

SERIOUS PRC JRIALB.All.Q.Q!Lll08JING THROUGH UjE om­
~ AIMOS!l!ERE. 

4. (C) MORE SERIOUS STORIES, PUBLISHED Ill ENGLISH-

LAt/GUAGE PAPERS AUGUST 10 AtlD II, SAY THAl CHINA HAS 

DECtDEO TO REPLACE THE UNIOH JACK WITH THE PRC FLAG 
AIID TO APPOINT--OR PERHAPS HAVE THE POPULACE ELECT-­
THE GOVERNOR, BUT TO MAKE t/0 OTHER lt/lTIAL CHANGES IN 

THE GOVERllMEIIT . ·A COtlOH TALKED 111TH THE AUTHOR OF 
Ot/( OF THE ARTICLES, AH AMERICAII ACADEMIC RESIDENT IN 

HONG KOIIG, \/HO CLAIMED THAT THE "CHIHESE PLAN" HAO 
BEEH DISCLOSED TO HIM JULY 28 BY AN NC IIA CONTACT. HIS 
SOURCE SAID CHIIIA HAD DfCIDED TO REASSERT ITS SOVEREIGNTY 

OVER ALL OF HONG KOIIG IN 1991 BY SUBST ITUTING ITS FLAG 

FOR THE UNION JACK, APPOINTIIIG A CHINESE GOVERNOR-­

POSSIBLY A HOIIG KOHG CHINESE--AIID LEAV IHG THE REST OF 

THE ADMlt/lSTRATIOII AS IT IS . THE EXPA TRI ATES Ill THE 
HKG WOULD BE RETAl ilED, ALTHvUGH 110 ~t • OHES 1/0ULD BE 
HIRED ANO THE SYSTEM WOULD GRlDUAllY"BECCME CHINESE 
TI\B.OUGH ATTRITTTiil'.'""t!~Rtt ReE!Hl~~~cuss 
THE PLAN WITH tocAL AM(RICAtl BUSIIIE S~MEII ANO THEtl 
PUBl lSH IT. HE CLAIMS THIS STORY 1.'AS ALSO LEAKED 

DECLASSIFIED 

NLRR M'.2-$ .t 9Z2:§!t 
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SECRET/NOFORN 

TO AT LEAST Otlf OTHER FOREIGN CORRESPONDENT, AND 
PROBABLY 10 OTHER LOCAL JOURNAL I SlS. (AN ALMOST 
IDENTICAL •PLAN" I/AS DESCRIBED IN THE AUGUST 11 HOHG 
KONG STANDARD, ATTRIBUTED TO "MIODLE-RANKING OFFICIALS 
OF CHINA-AFFILIATED ORGANIZATIOllS HERE.") 

-S •• (C) THE AMERICAN IS PUZZLED BY THE ~OTIVATIOH 
BEHll'O THE LEAK. HE THINKS THAT PERHAPS SOtlE OLD 
HOUG KONG HANDS IN tlCNA BELIEVE BEIJING'S "PLAII" I/ILL 
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 PLAII AS AN ABRUPT AND 
VERY RECENT CHANGE FROM AN EARLIER INIEIIIION NOT TO 
PUSH HAr.D 0~ Tr.c SOVEr.EIGNTY l~:~E. 

6. QOU) . ON THE RECORD, THE PRC AND ITS LOCAL SPOKESMEN 
HAVE TRl!D TO COOL SPECULATION AttD AttXIETY, REFUSING JO 
CONFIRM SUCH STORIES BUT OFFERING NOTHING . 
SPECIFIC TO COUttlER THEM. THE '. HAVE BASICALLY 
REITE~ATED CHINA' S STAtlD, ENUNCIATED BY HUANG HUA AT THE 
U.N. IN 1972, THAT HONG KOIIG IS CHlttESE TERRITORY AND 
THAT THE PROBLEM OF BRITISH RULE I/Ill BE RESOLVED 
"IIIIEN THE TIME IS RIPE . • THEY HAVE THEN REPEATED 

' GENERAL A•S~RANCES TO INVESTORS THAT HONG KONG'S 
PROSPERITY I/Ill BE MAINTAIAED I/HILE REFUSING TO BE 
P.INNED 001/N ON \/HAT ADMINISTRATIVE ARRANGEMENTS ARE 
EXPECTED TO MAKE THAT POSSIBLE. 

7. (S/NF) .DEPUTY POLI 11 CAL_ ADV I SOR RI CHAR,O MAR GOLi S, 
IN CONVERSATION AUGUST 11 AND 12 111TH COHOFFS, EXPRESSED 
THE CONVICTION THAT PEKING HAS NOT YET ~ETTLED ON ANY 
DEFINITE PLAN FOR HONG KONG. HE SAID HIS GOVERNMENT 
HAS RECENTLY ACQUIRED CLANDESTINE ltlFORMATION FROM 
IIIIAT IT CONSIDERS AN EXTREMELY RELIABLE SOURCE SHOIIING 
THAT GUIDANCE FROM THE HIGHEST LEVEL Of THE PRC IN 
MtO-JUNE ONLY LAID OUT THE "THINKING OF TOP LEADERS 
WITHOUT CKOOSING SPECIFIC OPTIONS. HE IS CONFIDENT 
THAT BEIJING HAS NOT PROGRESSED BEYOND THIS STAGE. 
HIS CONFIDENCE IS SUPPORTED.BY AUGUST 13 REMARKS TO ·A 
CONOFF 0 8Y JI SHAOXIANG ANO LI RUOHE, NCNA ~ORKING LEVEL 
CONTACTS I/HO REGULARLY DEAL 111TH THE BRITISH HERE ON . 
POLITICAL ISSUES. THEY AFFIRMED THAT CHJNA HAS NOT 
YET FORMED A DEFINITE PLAN, BUT IS ONLY DISCUSSING 
•VARIOUS IDEAS.• MARGOLIS BELIEVES THAT SOME HONG 
KONG CADRES, B.RIEFED 111TH TijE MID-JUNE DOCUMENT, HAVE 
BEEN RETAILING AND SELECTIVELY DISTORTING PARTS OF IT 
AROUND TO~N AND THAT THIS MAY BE THE SOURCE OF THE 
RECENT PRESS STORIES. SOME OF TKE STORIES ARE 
UNDOUBTEDLY REPLAYS, IN SOME INSTANCES GARBLED, OF 

CIAE-98 

, SESRET 

ACCOUUTS BROUGHT BACK BY HOUG KONG PERSONAGES FROM 
1lECEtlT MEET t NGS 1/t TH PRC LEADERS. 

8. (C) COMMENT . 1/E SEE UO RELIABLE EVIDENCE l~AT 
EITHER LONDON OR BEI J ING HAS YET DECIDED ON ITS EXACT 
TALKING POl~lS, MUCH LESS BEGUN TO MAKE THEM PUBLIC. 
THIS 1/EEK'S HlCIPIEtlT PANIC IN ITSELF MIGHT ·.I/Ell 

.IHFLUENCE THE POSITIONS OF BOTH PARTIES. OUE POS· 
SIBILITY IS THAT BEIJltlG'S AIIARENESS OF THE EVIDEIH 
FRAGILITY HERE MIGHT PROMPT ITT~ A SOFTER POS ITIOll 
ON HOtlG KONG. THE BRITISH 11011 PROBABLY FEEL MORE 
URGENC.Y IN GETTING SOMETHING POSIT I VE OU HONG KONG 
OUT Of THE THATCHER VISIT . PARADOXICALLY, THE 
BRITISH MAY SEE THE PRESENT JITTERS IN HOttG KONG 
AS USEFUL TO THE IR LONG-TERM ltHERESTS. SOME HERE 
ARE EVEN SPECULATlttG THAT THE BRITS ARE MACHIAVELLIAN 

. EHOUGH TO STIR THEtt UP. 1/E KIND OF DOUBT THIS. 
LEVIN 
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TAGS: ECON, EF IN, CH, .:K, UK 

;' SUBJECT: HONG KONG GETS THE JITTERS 

REFS: Al HONG KONG 9288, Bl HONG KONG l2S8S 

(Cl SUMMARY ANO INTRODUCTION: HONG KONG HAS A CASE OF 
THE JITTERS WHICH MAY LAST FOR SOME TIHE. THE HONG 

KONG DOLLAR SLID TO A LOIi OF H. K. DOLS 6. 183 EQUALS 
U.S. ONE DOLLAR ON AUGUST 11, BEFORE MAKING A SLIGHT 
RECOVERY 10 H.K. DOLS 6. l3S Al THE MARKET'S CLOS~, 
AFTER REPORTED GOVERNMENT INTERVENTION. THE STOCK 
MARKET PLUIIGEO 100 POINTS ON AUGUST 12, BRINGING IT 
TO A Tl/0-YEAR L 011. \IE 1/0UL D TRACE THE JITTERS INITIALLY 

TO BASICALLY ECOIIOMIC FACTORS, NOii ACCENTUATED BY 
COIICERtl O'JER HONG KOllG' S FUTURE. AS OtlE ANALYST SAID, 
EVERYTHING SEEMS TO BE GOING 1/ROIIG AT THE SAME TIME. 

ON THE ECO!IOMIC SIDE, THE U.S. DOLLAR IS EXTREMELY 

STROtlG, THE INTEREST RATE OIHEREtlTIAL BETIIEEII U.S. 
AMR U. K. RATES FAVORS All OUTFLOW OF H. K. DOLLARS, THE 
llliERBA~K SYSTEH HERE IS AWASH 111TH FUl/05 FROM A RECENT 
LAIID DEAL, HOIIG iOIIG'S TRADE FIGURES SHOii NO REAL GROWTH 
IN THE FIRST HALF OF 1982, HOIIG KONG'S ECONOMIC GROIITH 
RATE .HAS SLOI/EO, THE EEC IS DEMAIIO I NG STEEP CUTS IN 
HONG KOi/G ' S TEXTILE &XPORTS TO THE conMUIIITY ANO THE 
ECOIIDHIC OUTLOOK IS POOR FOR HOIIG KONG'S MAJOR TRADING 
PARTNERS. ON THE POLITICAL SIDE, PRESS ARTICLES 

REPORT THAT CHINA'S TERMS 011 THE 1997 ISSUE APPEAR 

TO BE HARDEtllNG. RECENT ARTICLES REFER TO A LOCAL 
CH INESE GOVERIIOR AND THE CHINESE FL AG FLYING OVER 

HOIIG KOIIG . COIIFIOEtlCE , HOIIG KOi/G'S MOST PRECIOUS BUT 

INVISIBLE COMMODITY, IS BEING UIIOERMIIIED. THE LOCAL 
ADVERSE REACTIOI/ TO THE RECEIIT TIN SHUI \/Al AIIO BAIIK 
OF CHIHA LANO DEALS EXEMPLIFIES THIS NERVOUSIIESS. THE 
DEPUTY POLITICAL ADVI SOR BELIEVES THE UEPK HOIIG KONG 
DOLLAR ANO PLUIIGIIIG STOCK MARKET REFLECTED LOCAL AND 

INTERIIATIONAL ECOIIOMIC FACTORS. 11011 PEOPLE ARE 
ATTRIBUTING THE FALL TD UNCERTAINTY OVER HOHG KCIIG'S 
FUTURE. HE SEES THIS PUTTIIIG INCREASED PRESSURE OH 
BRITAIN IAl/0 IMPLICITLY CHIIIAl TO 00 SOMETHING . 

END SUMMARY. 

I. IU)THE HONG KOHG DOLLAR HAS RECENTLY DEPRECIATED 
AGAINST THE U, S. DOLLAR IH PART DUE TO THE U. S. 
DOLLARS RECENT STREIIGTH. IT SL ID FROM H.K. COLS S. 908 

EQUALS U.S. OIIE DOLLAR ON JULY 2& TO A LOIi OF 
H.K. DOLS 6. 183 011 AUGUST 11, BEFORE RECOVERING TO 
CLOSE AT H. K. DOLS 6. 13S REFLECTIIIG REFCRTED 
GOVERIIMEHT I NTERVEHTI ON IN BOTH THE FOREIGN EXCHANGE 
AND INTERBAIIK MARKETS . THE EFFECTIVE EXCHANGE RATE 
INDEX STOOD AT 88.J ~ASE YEAR 1971 EQUALS 1001 ON 

AUGUST 11 001111 FROM 88 . 8 ON JULY 26 . THE ONE 
PERCEIITAGE POIIIT IIITE REST RATE DIFFEREIITl~L BETWEEN 
THE HOI/G ~DUG PRIME RA TE OF 14 PE RCE~! AIID THE U. S. 
IS PERCEii! PRIME HA: SLIGHTLY IIE AK EIIEO THE HO~G KOIIG 

SS-10 
NSAE-SS 
STR-14 

DOLLAR. THE HONG KONG INTERBANK HARKE' HAY SEEN 

Al/ASH 111TH HONG KOIIG DOLLARS SINCE JULY 80 I/HEN THE 

DEVELOPER OF THE TIN SHUI I/Al PROJECT DEPOSITED THE 

H.K. DOLS 1.46 BILLION SUH IT RECEIVED FROM THE SALE 
OF PART OF THE SI TE TO THE HONG KONG GOVERIIMENT (HKG) ~ 
IN THE SHORT-TERM IIHERSANK MARKET. THE IIONEY FLOODED ~ 
INTO AN ALREADY-LIQUID HONG KONG DOLLAR MARKET TO 

TEMPORARILY DRIVE 001/N THE OVERNIGHT INTERBANK RATE 
TO 3 PERCENT. THE OVERNIGHT RATE HAS SINCE RESOUNDED 

Ill TH GOVERNMENT INTERVENTION TO 9.25 PERCENT. A 
FURTHER 1/EAKNESS or THOOFCIIG COLLAR \/ILL BE 

~EGISTERED IF PEOPLE CONTINUE TO GET OUT OF THE 
HONG KONG DOLLAR - ANO INTO THE U.S . DOLLAR. 

2. (C) PEOPLE ARE GETT I NG OUT OF THE STOCK MARKET. 

THE 1/EAKNESS OF THE HONG KOIIG DOtLAR ANO THE ECONOMY 
IN GENERAL, APPREHENSION OVER HO!:G KOIIG ' S FUTURE, ANO 

THE CONF US I 011 AUD DI SAP PO IIIT MEHT SURROUND IIIG THE 

GOVERNMEIIT'S LATEST "FRIENDSHIP" LANO s,LE TO THE BANK 

OF CH ltlA !BOC) CAUSED THE LOCAL HAIIG SENG STOCK 

HARKET INDEX TO PLUMMET MORE TH AN 100 POINTS ON 

AUGUST 12, TD BE-LOIi lllOO, THE LOl/:51 LEVEL IN MORE 
THAN TWO YEARS . THE HONG KONG ~TOCK MARKET 1/H I CH 
TRADES PN MANY PROPERTY COMPAIIY STOCf.S CLOSELY 
REFLECTS THE LOCAL PROPERTY MARY.ET. 111TH THE EXCEP-
TIO•l OF THE CENTRAL FIHA!ICIAL DISTRICT ~ijERE PRICES 
HAVE BEEN SUSTAINED, HONG KONG' S PROPERTY PRICiS IN 
GENERAL HAVE PLUNGED ABOUT 30 PERCENT OR ttORE FROM 1981 
PEAKS. SOME SECURITIES AHAL YSTS SAY THE HAUG SEHG 
INDEX COULD EASILY FALL ANOTHER 2~0 POINTS. A PROMINEIIT 

LOCAL BUSIIIE :SMAN SAID THE INDEX COULD FALL EVEN LOI/ER 

TO 7ll0. ' THE HONG KOUG STOCK HARKET IS NOTORIOUSLY 

VOLATILE. 

DECLASSIFIED 
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THIS IS NOT THE FIRST TIME THERE HAS BEEN A SEVERE 
SLUMP IN HONG KONG STOCKS, APPAREIHLY TRIGGERED BY 
EXTERNAL PRESSURES. HOWEGER, THESE SL IMPS DON'T 
NORMALLY COIHIN UE WITHOUT ltlSTITUTIONAL PRESSURES. 
FORTUtlES HAVE SEEN MADE IN PREVIOUS MANIPULATIONS 
BY FIGURES SUCH AS FUIIG KIIIG HEY ANO OTHER STALWARTS 
or TODAY'S HO~G KONG. THE LOSERS ARE USUALLY THE 
SHALL INVESTORS 1/ttO PAIHC ANO SELL TO THE BIG GUYS 
AT THE BOTTOM OF THE MARKET. WE EXPECT THAT THIS 
ONE MAY BE NO DIHERrnT. 

3. (Cl Ill TWO RECENT LAND S~LES, THE HKG WAS SEEN 
LOCALLY AS G1VING THE CHINESE OVERLY GEIIEROUS TERMS­
I.E . GOVERNMENT CAPITULATION TO CHIHA . THE HKG, Ot!E 
IIEIISPAPER EDITORI AL SAID, VIOLATED THE FIRST ECONOHIC 
COMMANDMENT: "THOU SHALL PAY ACCORDING TO THE 
MARKET RATE." THE DETAILS OF THE TIN SHUI WAI 
MIGHTY CITY 1110 BOC SALES HAVE BEEH REPORTED IN 
HOIIG KOIIG 9288 MIO HO!IG KONG 12580, RE SPECTIVELY. 
\/HIL E THE HKG OFFICIALLY STATES THAT THE BOC SALES 
WHICH HELPED SET THE STOCK MAR~ET PLU~METIIIG 
REFLECTED THE FU LL MAPKET VALUE OF THE SITE, HOIIG 
KOIIG'S DEPUTY POLITIC AL AOVl:OR PRIVATELY ADMITS 
CHINA GOT A 6ARGAIII . HE OE ~CRIBEO THE DE AL AS 
POLITICAL. THE 13 YEAR LOAN TERM :; , WHICH \/ERE 
HIGHLY CRITICIZED HERE, I/ERE AT CH IIIA ' S INSISTANCE. 
THE HKG ALSO c,ME UII DER CRITICISM FOR THE POOR 
TIHINC OF THE ANIIOUIICEMENT . ACCO~OING TO THE DEPUTY 
POLITICAL AOVI SOR, CHINE S~ AUTHORITIES FIRST 
RELEASED THE NEWS OF THE SALE 1/ITHOUT COIISULTING 
111TH THE HKG. THE GO VER nMENT HERE HAO HOPED THE 
SALE 1/0ULO FOSTER COHFIDENCE BY OEMOIISTR ATING CHINA ' S 
COHTIHUEO COHMITMEHT TO HOIIG KONG . ltl~TE AO THE 
ALREADY SHAKY MARKET NOSE DIVED. FIIIAIICI AL SECRETARY 
BREMRIOGE PRIVATELY EXPRES SED HIS FR US lR ATIOII 111TH 
THE MARKET ' S REACTIOH, PROCLAIMING "THEY ARE ALL 
LUIIATICS . THIS NEIIS I/AS SUPPOSED TO CHEER THEM UP.• 

4. IC) THE JITTERS 11D'J PRE VALEtlT IM HOIIG KONG CAN 
BE TRACED TO BOTH ECOl1Cr.1C AIIO POLITICAL FACTORS . 
THE INITIAL tl[R VOu:1:E: s, \/E BELIE VE,COUL D LARGELY 
SE TR ACED TO ECCIIC HIC F• CTOR: AFF[CTIII G THE ALREADY 
\IE KEHED HOIIG KOIIG ECOIIOMY . HO \/EV ER, 111TH TIME, 
THE ECOMOHIC ISSUES I/ERE ACCEIITU ATEO B• POLITICAL 
UIICERTAIIHY OVER THE 1997 LEA: E 1:$UE. AS A HOtlG 

KOIIG AIID ~HAIIGHAI BANK SOURCE COMMENTED TO ECOUOH, 
EYERTHING STARTED GOIIIG WRON_G AT OIICE. IT 'S AS IF 
AN ALRE t OY SICK Ml>. N lhOII ~ KOIIG ' S ECO tlOMYl IIERE EXPOSED 
TO TOilREIITIAL RAINS, STROIIG 1/INOS, AIIO LAIIOSLIDES . 

~. (C)AMONG THE ECONOMIC FACTORS, \IE WOULD LIST: 

--THE STRONG U.S. DOLLAR. 

l ·C:.LLUI\Mlfl 

-·THE INTE REST RATE DIFHRHH IAL BETIIEEH THE U. t. AIIO 
HOUG KONG PRIME RATES. 

--THE EXCESS LIQUIDITY IN THE HOHG KONG INTERBA NK 
MARKET. 

--TH! HO NG KONG ECONOMY'S POOR TRADE PE RFORMANCE IN 
THE FIRST HALF OF 1982 ~ITH NO REAL GROIITH Ill 
DOMESTIC EXPORTS. 

·-THE 00\INIIARD REVISIOII OF THE PROJECTED REAL GR OSS 
DOMEST IC PRO DUCT FOR THE HONG KOIIG ECO NOMY IN 1982 
FROM S 10 6 PERCE NT OR LESS. 

-·TKE POOR PERFORMANCE OF THE PROPERTY HARKET. 

--THE ST YMIED TEXTILE NEGOTIATIONS 111TH THE EEC , 
111TH THE EUROPEANS DEMAHDIHG 12 PERCENT CUTBACKS 
FOR CERT AIN ITEMS. 

--THE POOR ECOIIOMIC OUTLOOK FOR HONG KOII G'S MAJOR 
TRAD ltlG .PARTIIERS. 

6. IC) TO THESE ADVERSE ECOIIOMIC FACTORS, \IE MUST 
ADD THE POLITICAL OVERLA Y OF INCREASED LOCAL 
NERVOUSHESS OVER THE 1997 LEASE ISSUE. FOR SOME 
TIME, THE BRITISH GOVERNMEII T AN O PROMIHEIIT LOCAL 
HON G KONG CHIHESE BUSl~[SSME~ HAVE URGED THE PRC 
lO LOOK AT THIS ISSUE. TODAY, SOHE MAY QUESTION 
THE 1/ ISDDM OF THEIR URGlllGS. ALMOS T EVER YDAY Th[ 
LOCAL PRESS PRESENTS ONE COIIFIOENCE EROOIIIG ARTI CLE 
AFTER AIIOTHER 011 THE PRC ' S SUPPOSED 1111Elll I Olio TOWARDS 
HONG KOIIG . LO CAL lllV ESTO RS ARE EXPOSED TO HE AOL INES 

-GQNF I BENT I Al 
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LIKE "BEIJltlG PREPARING FOR THE TAKE-OVER: CHINA 
LEAKING LEASE PLAIIS. " THE CHI NESE TERMS SO REPORTED 
BY THE PRE SS.ARE MUC H TOUGHER THAii THE LOCAL 
POPULATION HAO EXPECTED. ASSORTED ARTICLES TALK OF 
CHINA' S RECOVER ING OR PRESERV ING ITS SOVEREIGNTY 
OVER HONG KONG IN 1997 OR BEFORE, A LOCAL CHINESE 
GOVERNOR APPO INTED BirBEIJING, A CHINE SE FlAG FLY ING 
OVER HOIIG KOIIG, ANO HONG KOIIG ' S INCORPORATION AS A 
SPECIAL AUTONOMOUS REGION OF CHINA UNDER ARTICLE 38 
OF THE NEW CHINESE CONSTITUTION. IN ADDITION, 
GOVERNOR YOUDE' S ANIIOUtlCEHENT ON HIS RETURN FRON 
·CON,SULTATIUNS IN LONDON THAT HONG KONG ' S FUTURE M~Si 
BE SEEN AS A "STEP-BY-STEP" PROCESS FURTHER DIMHED 
ANY LOCAL HOPES OF Atl AM I CABLE , QU I CK ARRANGEMENT . 

7. (CIDESPITE PRESS REPORTS, THE DEPUTY POLITICAL 
ADVISOR (POLAO) DEN IES THAT PRC OFFICI ALS HAVE · 
DECIDED UPON ANY ONE 'GAME PLAN FOR HONG KONG . HE 
SEES ~ARIOUS A5S ESSMENTS EMANATI NG FROM ~NINA'S TOP 
LE.\l!E ?.:. PR: o,r1: :A~:. HE MA:::~ :.111:, ::A~E DE Fl:UTELY 
DISCARDED ANY IDEA OF RENEWING THE LEASE . ACCORDING 
TO POLAO, 'CHINA' S TWO MAIN STATE OBJECTIVES -- TO 
PRESERVE SOVEREIGNTY OVER HONG KONG ANO TO MAINTAIN 
HONG KONG ' S PROSPERITY -- HAY BE CONTRAOICTORY . 
PRIME MINISTER THATCHER, FOR H[ ' PART, \/ILL NOT 
CONCEDE TITULAR SOVEREIGNTY TO CHINA WITHOUT GETTING 
AGREEMENT ON CONTINUED BRl11SH AOHINISTRATION IN RETURN. 
ANY PRC/UK AGREEMENT ON HONG KONG WOULD HAVE TO BE 
COUCHED IN THE VAGUEST POSSIBLE TERMS, YET THESE 

• TERMS MUST BE DEF INIT IVE ENOUGH TO ALLOW BRITISH 
LAWYERS TO LIFT THE 1997 TIHE BARRIER . THE UK, HE 
~AINTAINED CAN NOT EXPECT THE CHINESE TO CONNI VE TO 
HELP BRITAIN LIFT THE 1997 BARRIERS . WHILE BR ITISH 
ADHINISTRATION HUST CONTINUE , IT DOES NOT HAVE TO BE 
FEATURED IN .A PUBL IC DECLARATION . THE POLtT ICAL 
ADVISOR ' S OFFICE IS UNABLE TO LE AP INTO THE FRAY 
TO.TRY TO CALM THE HONG KONG POPULACE . · LONDON HAS 
IMPOSED STRICT GUIDELINES TO REFRAIN FROM PUBL IC 
DISCUSSIONS ON 1997 ANO THE GOVERNOR'S RECENT 
CONSULTATIOtlS. POLAD EXPRESSED FEARS THAT THE 
NERVOUSNESS IN HONG KONG SEEN IN THE SLIDING DOLLAR 
ANO DECLINING STOCK MARKET INDEX, WHICH HE SEES AS 
ORIGINALLY CAUSED BY A CULMINATION OF FACTORS, IS NOW 
NORE ANO MORE CENTERED IN UNCERTAINTY OVER HONG KONG ' S 
FUTURE. S INCE THE POP UL ACE TN INKS UNCERTAINTY Il l LL 

CONTINUE , THE STOCK MARKET MAY CONTINUE TO FALL . IT ' S 
ALL 1ERRIBLY INBRED, HE COMPLAINED. 

I. (Cl \IE \IOULO PREO I er' THAT HONG KONG IS IN fOR A 
SPELL OF THE JITTERS . HONG KONG CAN BE A SKITTISH, 
LE11HING-LI KE C_OMMUN ITY WHERt THE HERO MENTALITY RE I GNS . 

. CONFIDENCE, HONG KONG'S MOST PRECIOUS BUT INVISIBLE 
COMMODITY, IS BE ING UNDERMINED . THE QUESTION IS HOii 
LONG WILL IT LAST ANO WILL IT INTENSIFY . BECAUSE OF 
THE PRESENT SHAKINESS, POLAD SAID THE UK GOVERNMENT 

SS-19 
NSAE-80 
STR-14 

60NFIBENT'IAL· 

NUST GET A MOVE ON 1997 . IF , AS ASSUMED, THE PRC 
'BELIEVES IT HAS AN IHPORTAIH ECO II OMIC STAKE IN HONG 
KONG'S STABILITY, IT TOO WILL HAVE TO t:O VE. FOR 
EXAMPLE , FURTHER DEPRECI ATION OF THE HONG KOIIG DOLLAR 
WILL ERODE CHINA'S FOREIGN EXCHANGING EARNINGS--ABOUT 
48 PERCENT QF 11H I CH CAME FROM HONG KONG. 
LEVIN 
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MANILA PLEASE PASS TO SECRETARY LEHMAN 
E. 0 . 12356: DEGL : 8 / 16 / 97 
TAGS : PEPR , PGOV , MIL I , HK , CH , US 

Al 

~ 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 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 ' 5 EN­
CIRCLEMENT . HE SAW DENG AS A STRONG PROPONENT OF A 
CHINESE STRATEGI.C RELATIONSHIP WITH THE U. 5 . , 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. NO T WITHSTANDING HONG KONG ' S PREVAIL I NG 
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 TAL K 
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 

r==C8NFIBENTIAL-
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IN HONG KONG' S CONTINUED PROSPERITY AND ITS REPEA TED 
ASSUR ANCES 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 TA KE SOME TIME . BEIJING HAD 
OTHER , MORE PRESSING DOMESTIC AND FOREIGN POLICY 
PRIORITIES. IT WAS UNLI KELY 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 WOUL D 
HAVE TO BRING BAC K SOMETHING CALMING FOR HONG KONG. 
HE WAS REASONABLY OPT I MISTIC BEIJING WOULD BE 
RESPONSIVE T O 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 WOULD CUT TWO WAYS. 
ON THE PLUS SIDE , THE PRC WOULD BE INTENT ON SH OWING 
TAIWAN THAT A SETTLEMENT COULD BE 117CHED WHICH WOULD 
PRESERVE THE EXISTING LIFESTYLE. ON THE MINUS SIDE, 
THE PRC MIGHT BE STIC KY ON SOVEREIGNTY AND RELATED 
SYMB OLS FOR FEAR OF SETTING AN UNFAVORABLE PRECEDENT 
F OR TAIWAN. 

5 . SECRETARY LEHMAN OUTLINED OUR NAVAL REBUILDING PRO­
GRAM. WHEN COMP LETED , IT WOULD RESULT IN STRONGER 
US NAVAL PRESENCE IN THE REGION . HE AS KED 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 NA~AL POWER 
IN THE P ACIFIC , SEEING IT AS PART OF THE SOVIE T 
STRATEGY TO ENCIRCLE CHINA . THEY DO NOT WANT THE 
PACIFIC TO BECOME A SOVIET LA KE. WHILE THEY MIGHT NOT 
SAY AN YTHING PUB L ICLY , THE CHINESE LEADERSHIP PRIVATEL Y 
WOULD BE VERY PLEASED WITH A U. 5 . NAVAL BUILD-UP IN 
THE REGION. 
6 . THE SECRETARY ASKED FOR THE GOVERNOR ' S VIEWS 
AS TO WHY THE CHINESE WERE NO W TA KING POT SHOTS AT 
U. S . FOREIGN POL I CY. THE GOVERNOR SA W THIS ST EMMI NG 
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 
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EXDIS 

ttANILA PLEASE PASS TO SECRETARY LEHMAN 

E. 0. 12356: OECL: 8/ 16/97 
TAGS: PEPR, PGOV, MILi, HK, CH, US 
SUBJ: SECRETARY LEHtlAN O I SCUSS I ON 111TH HONG KOIIG GOVERNOR 

1. SUMMARY: IN A ttEETING 111TH SECRETARY LEHMAN, 
GOVERNOR YOUD[ POURED COLD \/ATER ON THE CURRENT 
INTENSE SPECULATIOll HERE ON HONG KONG'S STATUS. 
HE WAS NOT Al/ARE OF ANY PRC DECISIONS ON THE ISSUE. 
BE 1.J I NG' S SHARED INTEREST IN HONG KONG ' S. CONT I NUEO 
PROSPERITY ENHANCED CHANCES OF WORKING OUT A ttUTUALLY 
SATISFACTORY SOLUTION . IT I/AS MOST UNLIKELY THAT 
ANYTHING DRAMATIC IIOULD COME OUT OF THE THATCHER 
VISIT THIS SEPTEMBER, BUT THE PM 1/0ULD BE UNDER THE 
GUN TO BRING BACK SOMETHING TO CALM JITTERY HOtlG ·KONG 
NERVES. 

2. TH, GOVEr.rlCR tEL iHED THAT B[IJ:l:G 1/0ULD 1/ELCOIIE A 
STRENGTHENED U.S. NAVAL PRESENCE Ill THE REGION AS A 
COUNTER TO THE SOVIET EFFORT TO COMPLETE CHINA'S EN· 
CIRCLEMPH. HE SAIi DENG AS A STRONG PROPONENT OF A 
CHINESE STRATEGIC RELATIONSHIP 111TH THE U. S. , ALTHOUGH 
1/0RRISOMELY IT IS NOT KNOWN 1/H: THER ANY OF DENG'S 
ASSOCIATES SHARE HIS STRATEGIC VISION. 
END SUMMARY. 

3 . . SECRETARY OF NAVY JOHN LEHMAN'S AUGUST 14 CALL ON 
GOVERNOR YOUD[ FEATURED DISCUSSIONS OF HONG KONG'S 
STATUS, U.S.·PRC RELATIONS'ANO THE US NAVY REBUILDING 
PROGRAM. NOTI/ITHSTANOING HONG KONG'S PREVAILING 
JITTERS INDUCED BY A COMBINATION OF CONCERN OVER THE 
ECONOMY AND THE 1997 LEASE ISSUE, THE GOVERNOR \/AS IN A 
RELAXED, UPBEAT 11000 . HE NOTED THAT FOR All THE TALK 
ABOUT A FALTERING ECONOMY, HONG KONG STILL EXPECTED 
TO .REGISTER 5 PERCENT REAL GROIITH IN GNP THIS YEAR·· 
A REMARKABLE PERFORMANCE I/HEN MEASURED AGAINST THE 
REST OF THE RECESSION-PLAGUED 1/0RiO. HE POURED COLO 
WATER ON THE CURRENT INTENSE SPECULATION Otl HONG KOllG'S 
STATUS. IT I/AS All UNFOUNDED. TO THE . BEST OF HIS ANO 
LONDON'S KNOIILE OGE, THE PRC HAO NOT FORMULATED ITS 
POSIT I ON ON THE I SSijE. MOREOVER, BEIJING'S INTEREST 
IN HONG KONG ' S CONTINUED PROSPERITY AND ITS REPEATED 
ASSURANCES ABOUT PRESERVING, HONG KONG'S ROLE AS A FREE 
PORT ANO TRADE ANO FINANCIAL CENTER PROVIDED STRONG 
GROIJNDS FOR WORKING OUT A MUTUALLY SATISFACTORY 
SOLUTION. THIS 1/0ULD TAKE SOME TIME . BJIJING HAD 
OTHER, MORE PRESSING DOMESTIC AND FOREIGN POUCY 
PRIORITIES. IT I/AS UNLIKELY THAT PM THATCHER'S 
SEPTEMBER VISI_T TO THE PRC 1/0ULO PRODUCE ANY MAJOR 
MOVEMENT ON HOIJG KOHG . HOWEVER, GIVEN THE CURRENT MOOD 
HERE AND THE INTENSE FOCUS ON THE VISIT, THE PM 1/0ULD 
HAVE TO -BRING BACK SOMETHING CALMING FOR HONG KONG. 
HE \/AS REASONABLY OPTIMISTIC BEIJING 1/0ULD BE 

6QNFIBEHTIAL 

""'""'' 10 '"" ""'· ~ ~ 
4. IN RESPONSE TO OUESTIOlllNG, THE GOVERNOR THOUGHT ~~-~I 
THAT THE TAIi/AN ISSUE 1/0ULO IMPORTANTLY INFLUEflCE THE · . ' r ··.- · ;~, 
PRC'S APPROACH TO HONG KONG . IT 1/0ULO CUT T\10 WAYS. _ ~ -
ON THE PLUS .SIDE, THE PRC IIOULO BE INTENT ON SHOIIING 
TAIi/AN THAT A SETTi.EttENT COULD BE ll7CHEO \/H.ICH IIOULO / :.,i..: 

.PRESERVE THE EXISTING LIFESTYLE. ON THE MINUS SIDE, 
THE PRC ttlGHT BE STICKY 011 SOVEREIGNTY AIIO RELATED • ,-:. (}•·1) 
SYttBOLS FOR FEAR OF SETTING AN UNFAVORABLE PRECEDENT F 
FOR TAI I/AN. 

S. SECRETARY LEHMAN OUTLINED DUR NAVAL REBUILDING PRO· 
GRAH. \/HEN COMPLETED, IT YOUL D RESULT IN STRONGER 
US NAVAL PRESENCE IN THE REGION. HE ASKED ABOUT THE 
PRC REACTION TO SUCH A DEVELOPMENT. THE GOVERNOR 
THOUGHT BEIJING 1/0ULO 1/ELCOME IT. THE CHIIIESE I/ERE 
VERY CONCERNED ABOUT THE GROWTH OF SOVIET NAVAL POI/ER 
IN THE PACIFIC, SEEltlG IT AS PART OF THE SOVIET 
STRATEGY TO ENCIRCLE CHINA. THEY 00 NOT \/ANT THE 
PACIFIC TO BECOME A SOVIET LAKE. I/HILE THEY MIGHT NOT 
SAY ANYTHING PUBLICLY, THE CHINESE LEADERSHIP PRIVATELY 
1/0ULO BE VERY PLEASED 111TH A U. S. NAVAL BUILD-UP IN 
THE REGION. 

6. THE SECRETARY ASKED FOR THE GOVERNOR'S VIEI/S 
AS TO \/HY THE CHINESE \/ERE NOii TAKING POT SHOTS AT 
U.S. FOREIGN POLI CY. THE GOVERNOR SAIi TH IS . :iTEMH I NG 
FROM A AMALGAM OF CHINESE DOMESTIC ANO FOREIGN 
POLICY CONSIDERATIONS . SOME CHINESE NERVES HAO BEEN 
RU BBED ON THE TAIi/AN ISSUE AllO THE LEADERSHIP HAO TO 
SAFEGUARD ITS FLANKS AGAINST DOMESTIC CRITICS BY 
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EXDIS 

MANILA PLEASE PASS TO SECRETARY LEHMAN 

APPEARING TOUGH TOWARD THE U.S. CHINE.SE SUPPORT OF 
THE WEST EUROPEAN POSITION ON THE GAS PIPELINE WAS 
IN KEEPING WITH BEIJING'S LONGSTANDING ADVICE TO 
WEST EUROPEAN NATIONS TO SHOW MORE INDEPENDENCE FROM 
THE UNITED STATES, BUT WITHIN T.HE 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 WI TH 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:- AL THOUGH 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 MAINTAH~ED 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. 

• !L SECRETARY LEHMAN HAS NOT SEEN THIS MESSAGE. 

LEVIN 
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REF : HONG KONG 13893 

OF HONG KONG 

I. &OlfflBfhl IAL - ENTIRE TEXT 

2 SUMMARY: THE BRIT I SH AREN ' T SAY I NG MUCH AB OUT 
WHAT THATCHER MILL TELL THE CHINESE ON HONG KON; 

- THEY HARRY THAT LEAKS Pf BR ITISH PLANS COULD HARDEN THE 
CHINESE POSITION ANO PERHAPS BUIL D UNREAL ISII C 
EXPECTATIONS IN HONG KONG . ENO SUMMARY 

3. OUR FCO CONTACTS HAVE BEEN VERY CAUTIOUS IN DESCRIBING 
BRITISH THINKING ON HONG KONG'S FUTURE; THE PICTURE 1/HICH 
EMERGES IS THEREFORE SKETCHY ANO SOMEWHAT CONFUSED. 
WE HAVE BEEN TOLD BY VARIOUS SOURCES lll THAT THERE 
COULD BE NO QUEST I ON OF AN AGREEMENT EMERGING FROM 
THATCHER 'S TALKS, ~l THAT AN AGRE EME NT MIGHT BE FORTH­
COM ING, BUT THAT OPTIMI SM NOii COULD RAISE HONG KONG 
EXPECTAT IONS ANO LEAD TO PANIC LATER IF NOTHING IS 
ACHIEVED, ANO (3) THAT THERE lS A SERIOUS CHALLENGE 
WITHIN HMG TO THE IDEA THAT BRITAIN SHOULD SEEK TO 
CONT I NUE IN HONG KONG AFTER 1997 . TUE ARGUMENT fOR 
Ill THORAWAL IS THAT BRITAIN RECEIVES NO GOVERNMENT 
REVENUES FROM HONG KONG; THAT lTS INVESTMENTS THERE ARE 
NOT SIGN lFlCANT; ANO THAT UNLIKE THE CASE or THE FALK1 ANO 
ISLANDERS, THERE ARE NO RACIAL/ETHNIC TIES TO BIND BRITAIN 
TO HONG KONG'S POPULATION. BALANCING THI$ ARE THATCHE R' S 
OWN EXTREMELY STRONG FEELINGS TOWARD SOVEREIGNTY. 

4. DESPITE CONFLICTING SIGNALS, IT ~ FROM OUR 
DI SCUSSIONS THAT THE FCO IS CONSIDERING THREE OPTl ~ S: 
-r.) "HOST ATTRACTIVE" ACCORDING TO ONE FCO SOURCE: 1V U. K. WOULD RECOGNIZE NOMINAL CHINESE SOVEREIGNTY OVER 
- ALL OF HONG KO NG; CHINA WOU LD GU ARANTEE CONTINUATION 

OF THE STATUS QUO -- I. E., CONT I NUEO BRIT I SH 
AOHINI 
. . II ULO RECOGNIZE CHINESE SOVEREIGNTY; CHINA 

WOULD LEASE HONG KONG IP Q,b, FOB ANO IHER 50 l tARS. 
rco BELIEVE CHINA COULD NOT ACCEPT THIS PLAN. 

TER 1997 HONG KONG WOULD GOVER 
NOMINAL cmrn sov ER rnRfi Plt9 e a11aB8NIEEP rRc 
HANDS- OFF POLICY . FCO BELIEVE THI S COULD WORK, BUT 

CSN: HCE3 30 ANN OUN CEMENT OF SUCH A PLAN NOW 1/0ULD DE STROY 
INVESTOR CONFIDENCE IN TH E NEAR TERM. 

D· u. K. BO TTOM L INM C NTINUEO STABILITY ANO PROSPERIT Y 
ARE THE GOAL. ONE OFFICIAL F ~ R 
v1 s 1T WI LL §ET JNE SJQGE f96 ONE TO THREE YEARs · or 
CONT I NUEO PR IVATE TALK S ON HONG KONG ' s FUTURE , AS 
REPORTED REFTE L, DUR ING WHICH CH INESE WOULD BE "EDUCATED " 
IN TO ACCEP TI NG A SOLUTI ON THAT WOULD SATISFY INVESTORS. 
ANOTHER FCO OFFICIAL APPEAR S TO BELIEVE THI S OU TCOME OF 
THE TALK S 1/0ULO NOT BE SUFFICIENT TO MAINTAIN INVE STOR 
CONFIDENCE ANO THAT HORE Will BE REQUIRED . ALL INS IST 
THAT NO FINAL POLICY RECOMMENDAT ION HAS YET BEEN PRESENTED 
TO MRS . THATCHER. STREATOR 
BT 
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USICA FOR PGH/RC, VOA/NEWS/CA 

E. 0. 12356: NA 
TAGS: PINT, PEPR, HK, UK, CH 
SUBJECT: HONGKOtlGERS WANT STATUS QUO PRESERVED, SAYS POLL 

Rf.F: FBIS HK ·130430, 139432, !H434, 139456, 130458 

1. SUMMARY 

A RECENT PUBLIC OPINION POLL FOUND THAT HONG KONG 
RESIDENTS, FACED WITH VAR IOUS SCENARIOS FOR HONG KONG'S 
POLITICAL FUTURE, WOULD MOST LI KE TO SEE A CONTINUATION 
01 THE STATUS uuu, wktLE A MAJOri11r ~UH~iuEkED OUTRIGHT 

IF THE LATTER \./ERE TO HAPPEN , 22 PERCENT OF THE 
RESPONDENTS SAIC THEY WOUL O SEEK TO LEAVE HONG KONG 
'BY EVERY MEAIIS . " HOWEVER, THESE PROSPECTS ARE STILL 
DISTANT FOR MOST HONd KOHGERS; A LARGE MAJORITY SAID THAT 
UNCERTAINTY OVER HONG KONG'S FUTURE \/AS NOT H~VING ANY 
EFFECT ON THEIR OWN LIVES AT PRES ENT . END SUMMARY. 

2. ON AUGUST 12 THE HOllG KOIIG OBSER VERS, AN INDEPENDENT 
PUBLIC INTEREST GROUP, PUBLISHED THE RESULTS OF A 
DETAILED PUBLIC OP INI Oll POLL THEY HAD COMMISSIONED ON 
HONG KONG RESIDENTS' ATTITUDES TOWARD THEIR PRESENT AN O 
FUTURE LI FE IN THE COMHUll lTY lREFTEL Sl . THE SURVEY, WHICH 
COST HKS 64,800, WAS CONDUCTED BY SURVEY RESEARCH HOtlG 
KONG LTD. SURVEY RESEARCH INTERVIEMEO 1,000 RESIDEN]S 
BETWEEN THE AG ES OF IS AIID 60, CHOSEN AT RAllD OM FROM 
SAMPLING FRAMES It/TENDED TO REFLECT THE GEOGRAPHIC AND 
SOCIAL COHPOSIT IOII OF HONG KOIIG'S POPULATION. THE 
INTERVIEWS \/ERE CONOUCTED BETWEEN MAY 10 ANO JUNE 11. 
THE 1997 ISSUE AtlO HONG KONG'S POLITICAL FUTURE WAS ONLY 
ONE OF THE SUBJECTS COVERED, THOUGH THE RE SUL TS Ill TH IS 

. AREA ATTRACTED THE GREATEST LOCAL ATTENTION WHEN THE 
SURVEY WA~ MACE PUBLIC . RESPOIIDEHTS \IERE ALSO POLLED 
OH THEIR VIEWS ON LOCAL GOVERIIMENT, THE QUALITY OF 
LI FE, AN.D \/HAT IS I MP ORT AtlT TO THEM IN LI FE . 

3. COMMENT 

SURVEY RESEARCH IS A PROMINENT, \/ELL-REGARDED LOCAL 
MARKET. RESEARCH F IRH, AtlO WE HAVE NO REASON TO DOUBT 
THE VALID I TY OF ITS HETHOOOLOGY. THE HONG KOtlG 
OBSERVERS IS A GROUP OF MOSTLY -WESTERN EDUCATED 
CHINESE I/IIICH IS DEDICATED TO WINNING A LARGER ROLE 
FOR THE PEOPLE OF HONG KONG IH GOVER NMENTAL OECISION­
MAKING . ENO COMMENT . 

4. THE SURVEY SOL !CITED RESPOllSES TO n 
FIVE A°LTERNATIVE FUTURES FOR HOIIG KOtl G: THE STATUS QUO, 

BRITISH ADMINISTRATl9tl UIIDER CHINESE SOVERE IG NTY-, A %~~ 
SPECIAL ECONOMIC ZONE OF CHINA, IIIDEPEUDENCE, AIID . l) 
SIMPLY "RETUR N TO CHlllA." NINETY FIVE PERCENT COtlSI DERED 
THE STATUS QUO ACCEPTABLE; BRITISH RULE WITH CHlllESE 
SOVEREIG llTY WAS ACCEPTABLE TO 64 PERCENT OF THE 
RESPONDENTS; 42 PERCENT MOULD ACCE PT A SPE CIAL ECONOMIC . 
ZONE ARRANGEMENT; 37 PERCENT BELIEVED INDEPENDENCE WAS 
ACCEPTABLE AtlD 26 PERCENT FOUND RETURHIHG 
HONG KOIIG TO CHINA ACCEPTABLE. 
ASKED WHICH ALTERNATIVES THEY MOST AND LEAST PREFEIIPED, 
THE STATUS QUO WAS THE CLE AR FAVORITE, MOST DESIRED ·ey 
69 PERCENT, WHILE RETURN TO CHINA WAS THE UNEQUIVOCAL 
LOSER, LEAST DESIRED BY SS PERCENT. 

S. INTERESTIIIGLY, WHILE 89 PERCENT OF THE RESPONDENTS 
CONSIDERED HOUG KONG THEIR HOME, 43 PERCE NT SAID THEY 
WOULD EMIGRATE IF THE CHAtlCE WAS PRO VIDED. THAT 
PERCENTAGE ROSE TO SJ IF HOIIG KONG WERE RETURNED TO 
CHINA. HORE OMINOUSLY, 22 PERCENT OF ALL RESPOIIDENTS 
SAID THEY 'WOULD TRY EVE RY 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 FEELIIIGS IS OPEtl 
TO SOME UOUBT. ;SKED HOii C,TEN THEY O I S~USSED HON~ 
KONG'S FUTURE, SJ PlRCEIIT SAID NEVER, 28 PERCEIIT SELDdM 
AtlD ONLY 19 PERCENT OFTE N. ASKED IF UNCERTAINTY WAS 
AFFECTING THEIR 01/N LIVES, 84 PERCENT SAID NO. 

L I-Ml T-E ILO ~ I C:::_:_l .:_:_::AL:_U:....::.S-=--E ~ - ~ IP /7 /,o 
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COMMENT. 

/ 43 

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 
I S S U E . S O ME S A Y ·T H A T D A T E I S S T I L L T O O F A R A WA Y , A N D 
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. 
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E.O. 123S6: OECL: 8/19/88 
TAGS: ECON, EFltl, PEPR, HK, CH, UK 
SUBJECT: HONG KONG CALMS DO\lll .AT LEAST TEMPORARILY 

REF: !Al HOHG KONG 13ll29, (Bl HONG KOUG 13030 

1. (U) HONG KOtlG'S CASE or THE JITTERS, REP.ORTED IN . 
REFTELS, SUBSIDED THIS I/EEK, AT LEAST TEMPORARILY. 
HONG KOHG IUVESTORS' SPIRITS I/ERE L IFTEO 111TH THE 
HOPE THAT LOI/ER U.S. INTEREST RATES 1/0ULD FINALLY 
LESSEN THE RECESSION EXPERIENCED BY HONG KOtl~ ' S 
MAJ PR TRAD I HG PARTUERS . THE MOOD I/AS UP _ IN ALL 
MARKETS-·STOCKS, FOREIGN EXCHANGE, ANO GOLD. 
PROPELLED BY THE NEIi YORK STOCK MARKET ' S RECORD GAINS, 
THE HONG KOtlG MARKET RALLIED FOR ~HE FIRST TIME IN 
MORE THAN Tl/0 I/EEKS, TO CLOSE AUGUST 13 62.37 POINTS 
HIGHER AT 1041.03. AT NOOrl AUGUST 19, IT STOOD AT 
1054.2S. THE HOllG KONG DOLLAR STREtlGTHEflED SLIGHTLY 
TO UOL5 HK&.045 EQUALS U. S. OU~ DOLLAR ON AUGUST I~ 
P.:nc:T:::G ::: r~Rr 7H u. s. ~o~, ~P. ' : 11u.K::c::. 7H c 
EFFECTIVE EXC HA NGE RATE INDEX FIRMED CORRESPONDINGLY 
TO CLOSE AUGUST 13 AT 88 . 3 (BASE YHR 1971 EQUALS !OOl. 
THE OtCl510tl BY SOME MAJOR U.S. BAI/KS TO DROP THEIR 
PRIME R, TE TO 14 PERCENT MEA tlS THE DIFFERENTI AL 
BETWEEN THE U. S. ANO HONG KONG "RIHE RATE HAS BEEN 
CLOSED, SINCE THE HONG KOIIG RATE ALSO STAtlOS AT 
14 PERCENT. THE OU TFLOW OF FUtlOS CAUSED BY THE INTEREST 
RATE DIFFERENTIAL HAS STOPPED . 

· 2, W) RECENT PRESS ARTICLES HAVE CRITICIZED THE HOUG 
KONG GOVER IIMENT' s CLUMSY HinlDL ING or ITS COMMENTS OU 
THE LANO SALE TO THE BANK OF CHINA . PEOPLE HERE NOii 
SEEM TO REAL I ZE THAT THE BAN K or CH I NA Is ltlOEEO I 11-

VEST ING SUBSTAIITIAL FUNDS Ill HOtlG KOUG--SOME HK ONE 
BILLION OOLL.ARS FOR THE LAllO AUD AN AODITIOtlAL HONG 
KONG ONE BILLIOH DOLLARS rot COUSTRUCTION COSTS . 
TRE.VOR BEDFORD, CH AI RMAN OF HOtlG KONG LAND (A MAJOR 
PROPERTY F IRHI HELPED RESTORE CALM, SAYlllG IT I/AS 
OBVIOUS THE BAN K or CHINA DEAL \/AS A POLITICAL OllE 
ANO MERITED SPECIAL CONCESSIONS. 

3. IC) I/HILE THE ECONOMIC SCENE HAS IMPROVED SOME· 
I/HAT, LITTLE HAS HAP.PEtlED ON THE POL IT I CAL FRONT 
EITHER TO BOLSTER OR TO 1/EAKEN FURTHER INVESTORS ' 
CONFIDEtlCE. THE STORY COIITltWES TO CIRCULATE IN 
THE LOCAL PRESS or A "CHINEoE PLAN" TO REPLACE 
HONG· KOIIG ' S 6R IT I SH FL AG ANO GOVERIIOR. HOWEVER, 
CONOFF HAS LEARHEO THAT THE SOURCE OF ONE ACCOUNT 
or THE "PLAN" ~EFT(L A) ~EEMS TO BE BACKING OFF 
FROM HIS ORIGINAL LINE. TH IS PERSOll (A MEMBER OF 
A UNITED FRONT _ORGAIIIZATION, NOT OF UCIIA AS REPORTED 
REFTEL) TOLD All AMERICAII ACADEMIC IN LATE JULY ABOUT 
"THE PLAU," GIVING THE IMPRESSION THAT IT IIAS BASED 
ON FIRM -IHFORMATION ON A RECENT POLICY SHIFT . AFTER 
THE ACADEMIC ' S $TORY IN THE AUGUST 10 ASIAtl I/ALL 

CONFIBEUTIAL 

fERSOU THAT HIS KtlOIILEOGE or THE PLAN \/AS BASED J)tlLY ~ 
ON ACCOUNTS OF VARIOUS HONG KONG TRA VELLERS TO BEIJING. 
THE AUTHOR BELIEVES HIS SOURCE, ALARMED BY THE IMPACT 
HIS PLANTED STORY MADE AMID LAST 1/EEK'S NEAR-PANIC, _ /~ 
IS TRYING TO DISTANCE HIMSELF FROM IT. ~ 
- ' . , ·. / 

.4. (C) COMMENT: THE RETURN or REL AT IVE CALM - IF 
NOT CONFIDENCE - TO THE HOUG KOIIG MARKET IS THE 
RESULT or INTERNATIONAL ECOIIOHIC EVEIITS ANO SOME 
REFLECTIOtl ON LAST I/EEKS EMOTION·CHARGEO WAVE OF 
SELL IN9. NEVERTHELESS, THE UIIDERL YING CAUSES -
THE 1/EAKEtlEO HONG KOtlG ECONOMY, THE I tlTERIIAT I ONAL 
RECESSIOU, AUD CONTINUED U~CERTAIUTY OVER THE 1997 
ISSUE • ALL REMAIN. 

· LEVIN 

/ DECLASSIFIED 

NLRR n,1.csq • 9:ZYe' 
BY Ktr,, NARA DATE (p/21/rz... 
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TAGS: ECON, EFIH, PEPR, HK, CH, UK 

SUOJECT: HOIHi KOIIG CAltlS DOl/ll AT LEAST TEMPORARILY 

REF: IA) HONG KONG 13929, (Bl HONG KONG 13039 

l. (U) HONG KOIIG' s CASE or THE JITTERS, REPPRTED Ill . 

REFTUS, SUBSIDED THIS I/EEK, AT LEAST TEMPORARILY. 
HONG KOIIG INVESTORS' SPIRITS I/ERE LIFTED 1111H THE 
HOPE THAT L0\1£R U. S. INTEREST RATES 1/0ULD fltlALLY 
LESSEH THE RECESS I ON EXP ER I EIICED BY HONG KONG'S 

11AJQR TRADING PARTNERS . THE HOOD \/AS UP _IN All 
11ARKETS--STOCKS, FORE IGII EXCHANGE, ANO GOLD. 

PROPELLED BY THE NEIi YORK STOCK MARKET'S RECORD GAINS, 

THE HONG KONG MARKET RALLIED FOR THE FIRST TIME IN 
NORE THAN T\10 \/EEKS, TO CLOSE AUGUST 18 62. 37 POINTS 

HIGHER AT 1041.03. AT NOON AUGUST 19, IT STOOD AT 

1854.25. THE HOIIG KONG DOLLAR STRENGTHENED SLIGHTLY 
TO DOLS HK6. 045 EQUALS U. S. OU[ DOLL AH ON AUGUST 19 
R(aEcrn:G ::: rr.RT me u. s. DOL~ :,R':; 1/E :.K::c:: . THE 

CFFECT IVE EXCHANGE RATE I UDE X FI RHED CORRESPOllD IIIGL Y 
TO CLOSE AUGUST 18 AT 88 . 3 (BASE YEAR 1971 EQUALS JOO) . 
THE D(Cl~IOH BY SOME MAJOR U. S. BANKS TO DROP THE IR 

PRltlE RATE TO 14 PERCCIH MEAHS THE DIFFERENTIAL 
SETIIEEN THE u. s. Arm HONG KONG - q I ME RATE HAS BEEN 

CLOSED, SIIICE THE HOHG KOIIG RATE ALSO STAIIDS AT 
14 PERCENT. THE OUTFLO\I or FUNDS CAUSED BY THE I NTER[ST 

RATE DIFFERENTIAL HAS STOPPED. 

'2. (U) RECENT PRESS ARTICLES HAVE CRITICIZED THE HONG 

KOllG GOV[RNMEIIT' S Cl UMSY HAIIOL I NG OF I TS c·oMM[NTS ON 

THE LAND SALE TO THE BANK OF CHINA. PEOPLE HERE NOii 
S£El1 TO REALIZE THAT THE BANK OF CHINA IS INDEED IN­

VESTING SUBSTANTIAL FUNDS IN HONG KONG--SOME HK OIIE 
BILLION DOLLARS FOR THE LAND AND AH AOOITIOIIAL HONG 
KONG ONE IILLIOII DOLLARS FOR .CONSTRUCTION COSTS. 

TREYOR BEDFORD, CHAIRMAN OF HONG KOIIG LAIID IA MAJOR 
PROPERTY f IRMI HELPED RESTORE CALM, SAY I NG IT IIAS 
OBVIOUS THE BANK OF CHINA DEAL \/AS A POLITICAL ONE 

AND NER ITEO SPEC I Al COtlCESS IONS. 

3. (Cl 11H I l [ TH[ ECOtlON IC SCENE HAS I MP ROVED SOME-
1/HAT, LITTLE HAS HAPPENED ON THE POLITICAL FRONT 
EITHER TO BOLSTER OR TO IIEAKEN FURTHER INVESTORS' 

CONFIDENCE. THE STORY COIITIHUES TO CIRCULATE IN 
THE LOCAL PRESS OF A "CHINESE PLAN" TO REPLACE 
HONG · KONG'S BRITISH HAG ANO GOVERNOR. HOIIEVER, 
CONOFF HAS LEARIIEO THAT THE SOURCE OF OIIE ACCOUNT 
or TH[ "PLAN" IRCFTEL Al ·sEEMS TO BE BACKING OFF 

FROM HIS ORIGINAL l lHE. THIS PERSON IA MEMBER OF 
A UNITED FRONT _ORGANIZATION, NOT OF NCNA AS REPORTED 
REFTELI TOLD AN AMERICAN ACADEMIC IN LATE JULY ABOUT 

"THE PLAN,• GIVING THE IMPRESSION THAT IT IIAS BASED 

ON FIRM -INFORMATION ON A RECENT POL ICY SHIFT. AFTER 
THE ACAD£11 IC' S STORY I H THE AUGUST IO AS I AH I/All 

COHFIQ fWT I.O.L 

STREET · JOURIIAL CREATED A STIR , THE SOURC( TOLD Al/ OT HER 

PERSOII THAT HI S KIIO\IL(OGE or THE PLAII IIAS BASED OIILY 

011 ACCOUNTS OF VARIOUS HOIIG KOtlG TRA VllLER S TO BEIJING. 

TH£ AUTHOR BELIEVE S HIS SOURCE, ALARMED BY THE IMPACT 

HIS PLANTED STORY MADE AMID LAST IIEEK ' S NEAR-PANIC, 

IS TRYING TO. OISTAIIC[ HrMS[lf FROM IT. 

~. ~I COMMENT: THE RETURN OF RELATIVE CALN - If 
NOT COtlFIDENCE - TO THE HOIIG KOHG MARKET IS THE 

RESULT OF INTERNATIONAL ECOIIOMIC EVEIITS AND SOME 
REFLECTION OH LAST \/EEKS EMOTIOII - CHARGED \/AVE OF 
SELL IN~. NEVERTHELESS, THE UIIDERL YING CAUSES -

THE 1/EAKENED HONG KONG ECONOMY, THE INTERNAT IOIIAL 

RECESSION, AIID CONTINUED UHCERTAINTY OVER THE 1997 

ISSUE - All REMAIII . 

· LEVIN 

DECLASSIFIED 

NLRR frig 9 :It 912:(e 2 
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