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"""' E 8 R E T SECTION 01 OF 02 HOIIG KOIIG 13893 

HOF ORN 

E. 0. 12356: OECL: OAOR 
TAGS: PEPR, ECOIJ, HK, CH, UK 
SUBJECT: 1997: RUMORED CHINESE PLAN 

REFS: A)HOIIG KOIIG 13029, Bl HONG KONG 12051 

1. ~/NF)SUMMARY: THE STORY OF A CHINESE "PLAN" FOR 
POST-1997 HOIIG KONG -- INCLUDING A CHIHESE GOVERNOR 
AND THE CHIIIESE FLAG FOR FLYING OVER THE TERRITORY -­
CONTINUES TO CIRCu.ATE, SURFACING tlOST P.ECEtlTLY IN 
PRIVATE REMARKS OF GUANGOONG PROVINCE GOVERnOR TO A VIS­
ITING HONG KOUG BUSINESS LEADER. MHILE THE HONG 
KONG GOUERHMEUT ~KG) AGREES THAT THE CHINESE ARE 
SEKIUU5LI COH51DtRING SUCH ARRANGEMElllS, AMUIIG 
::n:cr.3, 17 APPL~i:3 :::-lFID~llT r;i~T :Ei~ ; ::G ;s iN NC 
HURRY TO DECIDE EXACTLY· HOii HOIIG KONG SHALL BE RULED 
OR BY I/HOM. THE U.K. HAS, HOMEVER, INFORMED BEIJING 
THAT IT 1/AIITS PRINE MINISTER THATCHER ' S VISIT TO 
PRODUCE All AGREEHEIIT TO CONSULT 011 THE COLONY'S 
FUTURE. EIID SUMMARY. 

2. ~)REPORTS CONTINUE TO CIRCULATE HERE OF A 
CHINESE PLAII TO SET HONG KOHG'S FUTURE . CONGENOFF 
ASKED GORDON MU, MAllAGlllG DIRECTOR, HOPEMELL HOLDINGS, 
LTD. IUI TH LARGE lflVESTIIEIITS IN THE SHEIIZHEtl SPEC I AL 
ECONOMIC ZONE AIID IN GUAIIGDOIIG PROVINCE! \/HAT HE HADE 
OF PRESS REPORTS OF A CHINESE PLAN TO FLY THE CHINESE 
FLAG AND HAVE A LOCAL CHIIIESE GOVERUOR IN HOIIG KONG. 
MU SAID HE HAD RECEIITLY TALKED UITH GUANGDOllG 
GOVERNOR LIU TIAIIFU \/HO TOLD HIM THE CHIIIESE I/ERE 
·,srn,ou:;tY COIISIC(RING·0 THIS PLML UIIDER iHE "PLAN," 
UHICH HE I/AS TOLO HAO CIRCULf.TEDAMOIIG OEIJIIIG ' S TOP 
lEADERS, OIIL Y THE FLAG ANC GOVEP.ilOR UOULD CHAIIGE; 
EVERYTHl!IG ELSE IIOULD REMAIN THE SA!1L THE CHAtlGES 
1/0ULD NOT TAKE PLACE UljTjl 1997. UU BELIVES THE 
CHIIIESE UILL TAKE THIS POSITIOII MITH PRINE HIIIISTER 
THATCHER DURING HER SEPTEMBER VISIT. _.!'U SAID HE 
G"AUTIOIIED GUAUGOOIIG QfrlClALS AGI\IUST mrniu A LOCAL 
CHINESE GOVERIIOR. IT 1/0ULO HIIIDER BU ~IHESS COIIFIDEIICE 
AHO COULD MAKE IT !"POSSIBLE FOR HIM 10 OBTAIN FUIIDING 
IN HOIIG KOIIG FOR HIS VAST ROAD PROJE CT LIIIKIHG HONG 
KOllG, CANTON, AIID MACAU. 

3. mtllF)A KIIOULEDGEABLE HONG KONG GOVERIIMENT SOURCE 
TOLD COIIGEIIOFFS AUGUST 25 THAT THIS FORMULATIOII IS OIIE 
OPTIOII THE PRC IS SERIOUSLY COIISIDERIIIG. HOWEVER HE 
REITERATED THE VIEW EXPRESSED EARLIER EY HKG SOURCE 
um Al THAT IT Is ST I LL UNDER DI scuss I OH AIID HAS NOT 

BECOME "THE' CHINESE PLAN. THE HKG HAO CLAIIDESTIIIELY 
LEA RNE D THAT DENG XIAOPING HAD AUTHORITATIVELY STATED 

SECRET 

IN~HAT THE QUESTION OF HOY Hill • 

---BE . GOl'[RflEO COULD 1101 Et AtlS\/ERED ltl A SHORT Tl ME. 
HE ALSO IIOTED THAT MHEH FORMER PRIME MIIIIST[R ED MARD · 
HEATH VISITED BEIJlll~THE CHllffSE SEHT A 
MESSAGE THROUGH HIM i~ISTER THATCHER SOLICITIIIG 
BRITI SH VIEWS ON THE PRACTICAL ARRAIIGEMEIITS IIEEDED FOR 
A SOLUTION TO THE 1997 PROBLEM. ACCORDING TO OUR 
SOURCE, LOIIOOII, DISTRACTED BY THE FALKLAIIOS CRISIS, 
HAS YET TO REPLY. ASKED 1/liETHER CHIIIESE THIIIY.IIIG MIGHT 
BE EVCl VIIIG TOUARO OECISIOIIS DESPITE THE LACK OF 
DESIRED 6RITISH INPUT, HE SAID, "THE II/CHOATE OUST _, 
MAY HAVE SOLIDIFIED INTO MUD, BUT IT HASN'T YET 
HARDEIIED INTO CONCRETE ." 

4. (S/NFlSTRESSltlG THE SEtlSITIVITY OF THE IUFORMATIOU, 
OUR SOURCE ALSO IIEHTIONED THAT THE BRITISH EtlBASSY IN 
BEIJI NG HAS JUST IIIFORMEO THE PRC THAT LOUDON UANTS 
TO SEE MRS . THA1CHER'S SEPTEMBER VISIT PRODUCE 

(

AGREEMENT ANO A PUBLIC STATEtlEIH THAT THE T\/0 SIDES 
UOULD BEGIN "PROMPT, DIRECT CONSULTATIOUS" OH THE 1997 
ISSUE. HE PERSONALLY 6ELIEVES THE RESULTIIIG TALKS WILL 
6E LENGTHY BEC AUSE THE T\/0 SIDES ARE FAR APART IH THEIR 
CURRENT PERCEPTIOtlS OF \/HAT HOHG KO!IG !!EEDS TO REMAltl 
STABLE AND PROSPEROUS. HE SEES THE NEGOTIATIONS AS AN 
'EDUCATIONAL PROCESS" IIHICH COULD LA:.T A YEAR OR 
MORE. HE BELIE VES, HOMEVER, THAT THE T\10 SIDES 
EVENTUALLY UILL PRODUCE A SHAIIGHAI COMMUlllOUE-L IKE 
STATEMENT UITH ENOUGH "OVERLAP" IN THEIR RESPECTIVE 
POSITIONS TO ALLO\I BRITAIN TO COIITIUUE GOVERIIING 
HONG KOIIG. SUCH A DOCUMEIIT 1/0ULD 11/CLUDE TACIT CR 
OVERT CHINESE ACCEPTANCE OF BRITAIN ' S HAK1NG CHANGES 

/ DECLASSIFIED 

NLRR M2-99 • 9 '2. '2.1, i 

BY ~l,\L _NARA DATE fo/u/rZ.. 
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S ! e R ! • SECTION 02 OF 02 HONG KONG 13893 

NOFORN 

IN ITS OWN LAWS TO ENABLE IT TO CONTiNUE ADMINISTERING 
THE NEW TERRITORIES BEYOND THE EXPI~ATION OF THE 
99-'YEAR LEASE SIGNED IN 1898. ONCE THIS TIME FUSE IS 
REMOVED, LONGER-'RANGE AND MORf.: FUNDAMENTAL CHANGES 
COULD BE · CONSIDERED . 

... ~· ..: 
5. (S/NFI COMMENT:- THOUGH THE HKG CONTINUES TO 
DEPICT THE CHINESE AS FAR FROM ANY SOLID DECISIONS 
ON HONG KONG, WE SENSE SOME BACKGROUND WORRY ON I TS 
PART THAT IN THE ABSENCE OF TIMELY BRITISH INPUT, 
CHINE~E THINKING HAS DEVELOPED TOO FAR ALONG LINES 
WHICH THE BRITS CONSIDER " UNREALISTIC·· AND 
INCOMPATIBLE WITH LONDON ' S·POSITION. UNOFFICIAL 
CIRCULATION OF .. THE PLAN '" COULD OF COURSE BE A PRE-' '(' e 5 
BARGAINING PLOY BY BEIJING INTENDED TO MAKE THE · 
BRITISH FEEL THEY ARE DEALING WITH A TOUGH CUSTOMER. 
IN ANY CASE , IT LOOKS AS THOUGH THE NEGOTIATIONS WILL 
BE LENGTHY , WITH RUMORS CONTINUING TO CIRCULATE 
AROUND HONG KONG . HOW WELL THE COMMUNITY ! S MORALE 
AND INVESTMENT CLIMATE BEAR UP UNDER THE STRAIN 
REMAINS TO BE SEEN, AL THOUGH THE MOOD HERE HAS 
IMPROVED DISTINCTLY FROM THE LOW POINT OF SOME TWO 
WEEKS AGO. 
LEVIN 

-SESRET 

5 7 0.11 

CIAE-'00 
/05!::I W 
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( l NATIONAL SECURITY COUNCIL 
I 

I am the new NSC staffer on 
China. RE your vi~it. to ~okyo 
and Hong Ko~ - if you have the 
time I would like to give you 
a 5 minute briefing on Hong Kong 
(on the phone if you like) and 
some recommendations for people 
to talk to there which I think 

mightJIMik dd 1,Ge~ iElapagly/ t,e ,- your 
trip. ·'h " 1ttu.,,,s-J, -' 

As you know, Margaret Thatcher 
will be visiting Beijing in Sept. 
and her ain subject for discussic 
will be the future of Hong Kong, 
inasmuch s British rights to 
the New Terribories expire in 
June 1997. The Chinese hope to 
reach an agreement ror ttie 
"til~"'f. t>~ ~) /(~ ..,1,"-" ..., I/ 
esMlu~ U,,,.-.iie J'ovd'tlrrl,, l,,,+­
f"Jtwe Br,#iJlt ,.,. .. ,,j-.,/ ✓- """"1/ ➔ 





MEMORANDUM 

NATIONAL SECURITY COUNCIL 

August 31, 1982 

MEMORANDUM FOR EDWIN HARPER 

FROM: DAVID LAUX 

SUBJECT: Your Trip to Tokyo and Hong Kong 

I am the new NSC staffer on China. Re your visit 
to Tokyo and Hong Kong - if you have the time I 
would like to give you a 5-minute briefing on 
Hong Kong (on the phone if you like) and some recom­
mendations for people to talk to there which I think 
might add to the interest of your trip. 

As you know, Margaret Thatcher will be visiting Beijing 
in September and her main subject for discussion will 
be the future of Hong Kong, inasmuch as British rights 
to the New Territories expire in June 1997. The 
Chinese hope to reach an agreement for the future of 
Hong Kong which will establish Chinese sovereignt~~ehv 
but preserve British management -- and theroqgh:l¥, set / 
an intriguing example for Taiwan -- to help enti~ them 
into negotiations on their own future relationship with 
Beijing. 

Sir Edward Youde, the new British Governor of Hong 
Kong, and previously the British Ambassador in Beijing 
for 4 years, was in Washington in April and made a few 
calls on U.S. officials. 

I'd like to give you a brief run-down on my talks with 
Chinese and British Embassy officials on Hong Kong. 

r -f .1,1. • tv t,{ 11/ Le \., v11 WI-I wa J I"\ H1l v-u wJ/, o,.,,d tr>-/(, t~ w ,i.f(,. 
.)Q_ (. () '(nL I / . I 

/Ovtife. c\-- o~s c-bov+ ~1< 1
l {vivve I vJ . tva.7 1i.~Jf-) 0 + (/?VV'J(/ 

1
} 

II-\ v.J,Jht ('4,,(/', J1,,,t,,e, W".e.. ~fl lt(.wf- /~ff ~e .rL.r ,., /f{<! tu(-dl 

~wi e,J, Yo vde J, J vi't j 1ve ~vvii 1., fr; To ~h ..... iv-, - - V€""7' /, ft{~ 
~ tJt\t,, r n<'y't-L,,h..-J fOJ ,f-, h-,,,1 o l:,j -ed-Jw J () v .R),/R~th?S fv,,,_. 

e-4 ,..,,ue. i<,.,f/.u "'1~ '7h~. 
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E. 0. 12356: DECL: OADR 
TAGS: PEPR, HK, CH, UK 
SUBJECT: HHG DEBATES FUTURE OF HONG KONG 

REF: HONG KONG 13893 

1. .CQNF I B!lm «" • ENT I RE TEXT 

2. SUHHARY: THE BRITISH AREN'T SAYING HUCM ABOUT 
WHAT THATCHER Ill LL TELL 

0

THE CH I NESE ON HONG KONG. 
THEY WORRY THAT LEAKS OF BRITISH PLANS COULD HARDEN THE 
CHINESE POSITION ANO PERHAPS BUILD UNREALISTIC 
EXl'ECTATIONS IN HONG KONG. END SUHHARY 

3. OUR FCC CONTACTS HAVE BEEN VERY CAUTIOUS IN DESCRIBING 
BRITISH THINKING ON HONG KONG'S FUTURE ; THE PICTURE IIKICH 
EHERGES IS THEREFORE SKETCHY AND SOHEI/HAT CONFUSED. 
WE HAVE BEEN TOLD BY VARIOUS SOURCE~ (11 THAT THERE 
COULD BE NO QUESTION OF AN AGREEHENT EMERGING FROH 
THATCHER'S TALKS, (21 THAT AN AGREEHENT NIGHT BE FORTH­
COtllNG, BUT THAT OPTIMISH NOii COULO RAISE HONG KONG 
EXPECTATIONS AND LEAD TO PANIC LATER IF NOTHING IS 
ACHIEVED, AND !31 THAT THERE IS A SERIOUS CHALLENGE 
WITHIN HHG TO THE IDEA THAT BRITAIN SHOULD SEEK TO 
CONTINUE IN HONG KONG AFTER 1997 . THE ARGUMENT FOR 
WITHDRAWAL IS THAT BRITAIN RECEIVES NO GOVERNHENT 
REVENUES FROH HONG KONG; THAT ITS INVESTNENTS THERE ARE 
NOT. SIGNIFICANT; 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 THATCHER' S 
0\IN EXTREHELY STRONG FEELINGS TOWARD SOVEREIGNTY. 

4. DESPITE CONFLICTING SIGNALS , IT APPEARS FROH OUR 
DISCUSSIONS THAT THE FtO IS CONSIDERING THREE OPTIONS: 

"NOST ATTRACTIVE" ACCORDING TO ONE FCO SOURCE: 
U.K. WOULD RECOGNIZE NOHINAL CHINESE SOVEREIGNTY OVER 
ALL OF HONG KONG ; CHINA WOULD GUARANTEE CONTINUATION 
OF THE STATUS ~uo -- I.E. , CONTINUED BRITISH 
ADnlNISTRATION -- BEYOND 1997. 

U.K. WOULD RECOGNIZE CHINESE SOVEREIGNTY ; CHINA 
WOULD LEASE HONG KONG TO U. K. FOR ANOTHER SO YEARS. 
FCO BELIEVE CHINA COULD NOT ACCEPT THIS PLAN. 

AFTER 1997 HONG KONG WOULD GOVERN ITSELF UNDER 
NOHINAL CHINESE SOVEREIGIITY 111TH A GUARANTEED PRC 
HANDS-OFF POLICY. FCC BELIEVE THIS COULD WORK, BUT 
ANNOUNCEnENT OF SUCH A PLAN NOii IIOULD DESTROY 
INVESTOR CONFIDENCE IN THE NEAR TERH. 

S. U.K. BOTTON LINE: CONTINUED STABILITY ANO PROSPERITY 
ARE THE GOAL . ONE FCC OFFICIAL FORESEES THAT THATCHER 
VIS IT \IILL SET THE STAGE FOR ONE "TO THREE YEARS OF 
CONTINUED PRIVATE TALKS ON HONG KONG'S FUTURE, AS 

INTO ACCEPTING A SOLUTION THAT WOULD SATISFY INVESTORS. 
ANOTHER FCC OFFICIAL APPEARS TO BELIEVE THIS OUTCOME OF 
THE TALKS IIOULO NOT BE SUFFICIENT TO NAINTAIN INVESTOR 
CONFIDENCE AND THAT MORE WILL BE REQUIRED. ALL INSISi 
THAT NO FINAL POLICY RECONMENOATION HAS YET BEEN PRESENTED 
TO NRS. THATCHER. STREATOR 

DECLASSIFIED 

NLRR M1=¥1 -t 0,:27lpt( 

BY 1<.,t:n , NARA DA TE (e/-1> ,, , ~ , 

.:, 

REPORTED REFTEL. ilURING IIHICH CHINESE WOULD BE. ·e~Nt-, gEwr I AL 
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History 

THE dynamic drive of its people and their determination to survive a continual barrage of 
problems - mainly caused by external influences - has led to Hong Kong's reputation a 
being a leading international financial and trading centre. 

It has had to face massive influxes of immigrants (both legal and illegal) and refugees 
which placed increased social pressures on its people. And as a financial and trading centre, 
it has had to adapt quickly to international monetary fluctuations and trade restrictions. 

When Hong Kong Island was founded a British settlement 140 years ago, the population 
was about 3 650 people living in 20 villages and hamlets and 2 000 fishermen living onboard 
their boats in the harbour. Today, with a land area of I 060 square kilometres (including 
the New Territories) , the population is some 5.1 million. 

Paradoxically, in its early days Hong Kong was not viewed as a desirable place to 
inhabit. Prior to its cession to Britain by China in January. 1841 , the territory wa regarded 
as an uninviting prospect for ettlement. Mountainous and deficient in fertile land and 
water, it possessed only one natu ral asset, its fine and sheltered anchorage. Largely the 
reason for the British presence, Victoria Harbour was strategically located on the trad 
routes of the Far East and it was soon to become the hub of burgeoning entrepot trade wit 
China. 

I ts history ha been one of material and social improvement; the expansion of its city and 
towns by cutting into rock and by reclaiming the land from the sea, the building of homes, 
schools. hospitals and other forms of public service to meet the demands of the expanding 
population. 

Its people, by their industry and bu iness acumen developed the infrastructure and 
services which allowed the mall territory to thrive. 

Archaeological Background 
Archaeological studies in Hong Kong, which began in the I 920s, have uncovered Stone 
Age artefacts at numerous sites sca ttered along the wi nding shoreline, testifying to evenlS 
stretching back over several thousand years. More recently, extensive excavations at Sham 
Wan on Lamma Island and Chung Hom Wan on Hong Kong Island have revealed two 
main neolithic cultural traditions lying in stratified sequence. At lower levels there is coarse, 
cord-marked pottery together with finer decorated pottery, and chipped and polished stone 
tools. Cultural comparison supported by several 'scientific datings indicate that the 
beginning of this culture in the area may have been around 3 000 BC. The evidence from the 
pottery shapes and decorations suggests that they may have been the result of contacts with 
the northern Chinese Stone Age cultures of Longshan (Lung-shan). 

At the higher level. a cultural change is noticed when the pottery, soft and hard · 
decorated with stamped geometric designs. This geometric tradition, of which the best 
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known example is the 'Kui' or 'double-f' pattern - a late geometric motif common in South 
China - began about 1 500 BC. The resemblance of pottery decorations to the northern 
bronze motifs of the Shang Dynasty (1766--1154 BC) and the Zhou (Chou) Dynasty (1122-
249 ec) has led to the hypothesis that they inspired the geometric pottery tradition of the 
south. The excavations also reveal the appearance of bronze in this area around 600 oc and 
the advent of the Chinese of the Qin (Ts'in) (221 - 207 oc) and Han (206 oc- 220 AD) 

dynasties, as evidenced by the discovery of coins from this period. 
Although little is known of the early aboriginal inhabitants themselves, it is likely 

that they belonged to the ancient 'Yueh' tribes of South China, and were of Malaysian­
Oceanic origin . The abundance of seashore sites suggests that they were boat people, 
sailing freely in the sheltered waters around Hong Kong's many islands, frequently landing 
and spending some time ashore. They lived by fishing, but may have practised some 
agriculture close to their landing sites. An interesting archaeological feature, almost 
certainly made by these people, is the rock carvings of geometric patterns found at 
Shek Pik, Lantau Island; on Kau Sai, Po Toi and Cheung Chau Islands; and at Big 
Wave Bay, on Hong Kong Island. 

China's military conquests during the Qin and Han dynasties must have brought Chinese 
in increasing numbers to the south and exerted pressure on the local population. The Han 
tomb at Lei Cheng Uk , in Kowloon, tands as firm evidence of the presence of Han Chinese 
in this area. 

Although the early garrisons may have cultivated the land for self-subsistence, the 
Chinese chronicles contain no records of land tenures until the Song (Sung) Dynasty 
{960-1279). A strong tradition exists locally that the first Chinese settlers to arrive were the 
family surnamed 'Tang' whose members subsequently established the peasant and land­
owner traditions in this area. 

Hong Kong's connection with the Song Dynasty is rich in legend and tradition. As the 
Mongol armies pursued the young Song emperor and his shattered forces into the south, 
the final defeat of the Song forces is reputed to have taken place in the Guangzhou (Canton) 
estuary. There is a belief that following the defeat the court fled to Lantau Island where 
many loyal Song courtiers lie buried. Some archaeological support exists since Song relics 
have been found from time to time on the island, while in 1962 a rich cache of thousands of 
Song coins was accidentally uncovered during the construction of the Shek Pik Reservoir. 
Another site - Nim Shue Wan , on the east coa t of Lan tau - although never excavated, has 
been known for many year to local archaeologists as a rich source of Song pottery. 

The fate of the aboriginal boat people of this area is uncertain. It is believed that some 
may have fled to other islands, while others remained and were absorbed by other Chinese 
who had gradually assumed sway over the region. 

A Place from Which to Trade 
Hong Kong's development into a commercial centre began with its founding as a British 
colony in 1841. At the end of the 18th century the British dominated the foreign trade at 
Guangzhou but found conditions unsatisfactory, mainly because of the conflicting view­
points of two quite dissimilar civilisations. 

The Chinese regarded themselves as the only civilised people and foreigners trading at 
Guangzhou were subject to personal restrictions. Confined to the factory area, they were 
allowed to reside only for the trading season, during which they had to leave their families 
at Macau. They were forbidden to enter the city and to learn the Chinese language. 
Shipping dues were arbitrarily varied and generally much bickering resulted between the 
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British and Chinese traders. Yet there was mutual trust and the spoken word alone was 
sufficient for even the largest transactions. 

Trade had been in China's favour and silver flowed in until the growth of the opium 
trade - from 1800 onwards - reversed this trend. The outflow of silver became more 
marked after 1834, when the East India Company lost its monopoly of the China trade and 
the foreign free traders, hoping to get rich quickly, joined the lucrative opium trade which 
the Chinese had made illegal in 1799. 

This led to the appointment of Lin Ze-xu (Lin Tse-hsu) in March, 1839, as special 
Commissioner in Guangzhou, with orders to stamp out the opium trade. A week later he 
surrounded the foreign factories with troops, stopped food supplies and refused to allow 
anyone to leave until all stocks of opium had been surrendered and dealers and ships' 
masters had signed a bond not to import opium on pain of execution. Captain Charles 
Elliot, RN, the British Government's representative as Superintendent of Trade, was shut 
up with the rest and authorised the surrender of 20 283 chests of opium after a siege of six 
weeks. 

But Elliot would not allow normal trade to resume until he had reported fully to the 
British Government and received instructions. The British community retired to Macau 
and, when warned by the Portuguese Governor that he could not be responsible for their 
safety, took refuge on board ships in Hong Kong harbour in the summer of 1839. 

Lord Palmerston, the Foreign Secretary, decided that the time had come for a settlement 
of Sino-British commercial relations. Arguing that in surrendering the opium the British in 
Guangzhou had been forced to ransom their lives - though, in fact, their lives had never 
been in danger - he demanded either a commercial treaty that would put trade relations on 
a satisfactory footing, or the cession of a small island where the British could live free from 
threats under their own flag. 

An expeditionary force arrived in June, 1840, to back these demands and thus began 
the so-called First Opium War (1840- 2). Hostilities alternated with negotiations until 
agreement was reached between Elliot and Qishan (Keshen), the Manchu Commissioner. 
Lin had been replaced by Qishan after his exile in disgrace over the preliminaries of a treaty. 

Under the Convention of Chuanbi (Chuenpi), January 20, 1841, Hong Kong Island was 
ceded to Britain . A naval landing party hoisted the flag at Possession Point on January 26 
1841, and Elliot proclaimed Hong Kong a British colony. In June, he sold plots of land and 
settlement began. 

Neither ide accepted the Chuanbi terms. The cession of a part of China aroused shame 
and anger among the Chinese, and the unfortunate Qishan was ordered to Peking in chains. 
Palmerston was equally dissatisfied with Hong Kong, which he contemptuously described 
as 'a barren island with hardly a house upon it', and refused to accept it as the island station 
that had been demanded as an alternative to a commercial treaty. 

'You have treated my instructions as if they were waste paper,' Palmerston told Elliot in 
a magisterial rebuke, and repl~~e? hi1:1 by Sir ~enr_y Pottinger, who arrived in August. 
1841 . The latter conducted host1ht1es with determmat1on. A year later, after pushing up the 
Chang Jiang (Yangtze River) and threatening to assault Nanjing (Nanking), he brought the 
hostilities to an end by the Treaty of Nanjing, signed on August 29, 1842. 

In the meantime, the Whig Government in England had fallen and, in 1841, the new 
Tory Foreign Secretary, Lord Aberdeen, issued revised instructions to Pottinger, dropping 
the demand for an island. 

Potting7r, who had returned to Hong Kong during the winter lull in the campaign, was 
pleased with the progress of the new settlement and, in the Treaty of Nanjing, deviated 
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from his instructions by successfully demanding both a treaty and an island, thus securing 
Hong Kong. In addition, five Chinese ports including Guangzhou were opened for trade. 
The commercial treaty was embodies in the supplementary Treaty of Humen (Bogue), 
October, 1843, by which the Chinese were allowed free access to Hong Kong Island for 
trading purposes. 

Lease of New Territories 
The Second Anglo-Chinese War ( 1856-8) arose out of disputes over the interpretation of 
the earlier treaties and over the boarding of a British Iorcha, the Arrow, by Chinese in 
search of suspected pirates. The Treaty of Tianjin (Tientsin), 1858, which ended the war, 
gave the British the privilege of diplomatic representation in China. The first British envoy, 
Sir Frederick Bruce, who had been the first Colonial Secretary in Hong Kong, was fired on 
at Dagu (Taku) Bar on his way to Peking to present his credentials, and hostilities were 
renewed from 1859-60. 

The troops serving on this second expedition camped on Kowloon Peninsula, as the 
territory's earliest photographs show. Finding it healthy, they wished to retain it as a 
military cantonment, with the result that Sir Harry Parkes, Consul at Guangzhou, secured 
from the Viceroy the perpetual lease of the peninsula as far as Boundary Street, including 
Stonecutters Island. The Convention of Peking, 1860, which ended the hostilities, provided 
for its outright cession. 

Other European countries and Japan subsequently demanded concessions from China, 
particularly after Germany, France and Russia rescued China from the worst consequences 
of its defeat by Japan in 1895. In the ensuing tension, Britain felt that efficient defence of 
Hong Kong harbour demanded control of the land around it. 

By the Convention of Peking on June 9, 1898, the New Territories - comprising the area 
north of Kowloon up to the Shum Chun River, and 235 islands - was leased for 99 years. 
The move was directed against France and Russia, not against China whose warships 
were allowed to use the wharf at Kowloon City. There, Chinese authority was permitted to 
continue 'except insofar as may be inconsistent with the military requirements for the 
defence of Hong Kong'. However, an Order in Council of December 27, 1898, revoked this 
clause and the British unilaterally took over Kowloon City. Some desultory opposition 
when the British took over the New Territories in March, 1899, soon disappeared . The area 
was declared part of the colony but was administered separately from the urban area. 

Initial Growth 
The new colony did not go well as first. It attracted unruly elements, while fever and 
typhoons threatened life and property. Crime was rife. The Chinese influx was unexpected 
because it was not anticipated they would choose to live under a foreign flag. The 
population rose from 32 983 (31 463 Chinese) in 1851, to 878 947 (859 425 Chinese) in 1931. 

The Chinese asked only to be left alone and thrived under a liberal British colonial rule. 
Hong Kong became a centre of Chinese emigration and trade with Chinese communities 
abroad. Ocean-going shipping using the port increased from 2 889 ships in I 860, to 23 881 
in 1939. The dominance of the China trade forced Hong Kong to conform to Chinese usage 
and to c:1dopt the silver dollar as the currency unit in 1862. (n 1935, when China went off 
silver, Hong Kong had to follow suit with an equivalent 'managed' dollar. 

Hong Kong's administration followed the normal Crown colony pattern, with a 
governor nominated by Whitehall and nominated Executive and Legislative Councils with 
official majorities. The first unofficial members of the Legislative Council were nominated 
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in 1850, and the first Chinese in 1880; the first unofficial members of the Executive Council 
appeared in 1896, and the first Chinese in 1926. Two electoral bodies - the Hong Kong 
General Chamber of Commerce and the Unofficial Justices of the Peace - were each 
allowed, from 1885 onwards, to nominate a member to the Legislative Council. 

The British residents pressed strongly for self-government on a number of occasions, but 
the home government consistently refused to allow the Chinese majority to be subject to the 
control of a small European minority. 

A Sanitary Board was set up in 1883, became partly elected in 1887, and developed into an 
Urban Council in 1936. The intention, at first, was to govern the Chinese through Chinese 
magistrates seconded from the mainland. But this system of two parallel administrations was 
only half-heartedly applied and broke down mainly because of the weight of crime. It was 
completely abandoned in 1865 in favour of the principle of equality of all races before the 
law. In that year, the Governor's instructions were significantly amended to forbid him to 
assent to any ordinance 'whereby persons of African or Asiatic birth may be subjected to 
any disabilities or restrictions to which persons of European birth or descent are not afso 
subjected'. Government policy was laissez-faire, treating Hong Kong as a market place 
where all were free to come and go and where government held the scales impartially. 

Public and utility services developed - the Hong Kong and China Gas Company in 1861, 
the Peak Tram in 1885, the Hong Kong Electric Company in 1889, China Light and Power 
in 1903, the electric Tramways in 1904 and the government-owned Kowloon-Canton 
Railway, completed in 1910. There were successive reclamations dating from 1851 -
notably one completed in 1904 in Central District, which produced Chater Road, 
Connaught Road and Des Voeux Road, and another in Wan Chai between 1921-9. 

A system of public education began in 1847 with grants to the Chinese vernacular 
schools. Later, the voluntary schools - mainly run by missionaries - were included in a grant 
scheme in 1873. The College of Medicine for the Chinese, founded in 1887, developed into 
the University of Hong Kong in 1911 and offered arts, engineering and medical faculties . 

After the Chinese Revolution of 1911, which overthrew the Manchu Dynasty, there was 
a long period of unrest in China and large numbers of refugees found shelter in the colony. 
The agitation continued after Chinese participation in World War I brought in its strong 
nationalist and anti-foreign sentiment - inspired both by disappointment over failure at the 
Versailles peace conference to regain the German concessions in Shandong (Shantung), and 
by the post-war radicalism of the Kuomintang. The Chinese sought to abolish all foreign 
treaty privileges in China. Foreign goods were boycotted and the unrest spread to Hong 
Kong, where a seamen's strike in 1922 was followed by a serious general strike in 1925- 6 
under pressure from Guangzhou. This petered out, though not before causing considerable 
disruption in Hong Kong. Britain, with the largest foreign stake in China, was at that time 
the main target of the anti-foreign sentiment. But in this odious role she was soon to be 
replaced by Japan. 

The 1930s and World War II 
During World War I, Japan presented her '21 demands' to China. Then, in 1931, Japan 
occupied Manchuria and the attempt to detach China's northern provinces led to open war 
in 1937. Guangzhou fell to the Japanese in 1938, resulting in a mass flight of refugees to 
Hong Kong. It was estimated that some 100 000 refugees entered in 1937, 500 000 in 1938 
and 150 000 in 1939 - bringing the population at the outbreak of World War II to an 
estimated 1.6 million . It was thought that at the height of the influx about half a million 
people were sleeping in the streets. 
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Japan entered World War II with an attack on Pearl Harbour on December 7, 1941, and 
an attack at approximately the same time on Hong Kong (December 8, 1941, local time). 
The Japanese attacked from the mainland and, subsequently, the British were forced to 
retire from the New Territories and Kowloon to Hong Kong Island. After a week of 
stubborn resistance on the island, the defenders - including the local Volunteer Corps - were 
overwhelmed and Hong Kong surrendered on Christmas Day. The Japanese occupation 
lasted for three years and seven months. 

Trade virtually disappeared, currency lost its value, the supply of food was disrupted and 
government services and public utilities were seriously impaired. Many residents moved to 
Macau - the Portuguese province hospitably opening its doors to them. Towards the latter 
part of the occupation, the Japanese sought to ease the food problems by organising mass 
deportations. In the face of increasing oppression, the bulk of the community remained 
loyal to the allied cause. Chinese guerillas operated in the New Territories and escaping 
allied personnel were assisted by the rural population. 

Soon after news of the Japanese surrender was received on August 14, 1945, a provisional 
government was set up by the Colonial Secretary, Mr (later Sir) Frank Gimson. Rear 
Admiral Sir Cecil Harcourt arrived, on August 30, with units of the British Pacific Fleet to 
establish a temporary military government. Civil government was formally restored on 
May I, 1946, when Sir Mark Young resumed his interrupted governorship. 

The Post-War Years 
Following the Japanese surrender, Chinese civilians - many of whom had moved into 
China during the war - returned at the rate of almost I 00 000 a month. The population, 
which by August, 1945, had been reduced to about 600 000, rose by the end of I 947 to an 
estimated 1.8 million. Then, in the period 1948-9, as the forces of the Chinese Nationalist 
Government began to face defeat in civil war at the hands of the communists, Hong Kong 
received an influx of people unparalleled in its history. 

About three quarters of a million refugees - mainly from Guangdong province, 
Shanghai and other commercial centres - entered the territory during 1949 and the spring 
of 1950. By the end of 1950 the population was estimated to be 2.3 million. 

After a period of economic stagnation caused by the United Nations' embargo on trade 
with China, Hong Kong began to industrialise. No longer could the territory rely solely on 
its port to provide prosperity for its greatly increased population. From the start, the 
industrial revolution was based on cotton textiles, gradually adding woollens and, in the 
late 1960s, man-made fibres and made-up garments. The fact that textiles and clothing have 
consistently taken up 43 to 55 per cent of Hong Kong's total domestic exports each year 
since 1959 clearly shows the economy's dependence on these items. While textiles remain 
the mainstay of Hong Kong's economy, major contributions are made by plastic goods, 
watches and clocks, electronic products and other light industries. 

In development of these post-war years, Hong Kong continued to build up its role as an 
entrepot with its neighbours and trade with China has been no exception. Coupled with 
tourism, this has led to vast improvements in communications and during 1981 an average 
of 14 000 people a day entered China from or through Hong Kong, its natural gateway. 
The territory's flag carrier Cathay Pacific, has two flights a week to Shanghai and China's 
CAAC has three daily flights to Guangzhou, six a week to Shanghai, five a week to Peking, 
thrice weekly to Hangzhou and twice weekly to Kunming. Direct bus services - a British 
and Chinese joint venture - were introduced in June with three departures daily between 
Hong Kong, Shantou, Huiyang and Xienning. This was later upgraded to six departures 
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daily to JO destinations in Guangdong. There are also daily hoverferry services and through 
train services to Guangzhou. A new immigration and customs post has been opened at 
Man Kam To on the border and work has started on improvements to the railway station 
at Lo Wu. 

The development of Hong Kong's economic base has enabled the government to increase· 
spending on social services over the years - from $1,188 million in 1971- 2 to an estimated 
$11 ,906 million in 1981- 2. Expenditure on education facilities and improvements for its 
young and vibrant population has always been utmost in budget preparations and there are 
now places for every secondary school student up to the age of 15 years. Accommodation 
has always been a problem with a rapidly growing population and expenditure in this field 
has increased accordingly. More than two million people now live in some form of public 
housing managed by the Housing Authority. Public housing flats are being constructed at 
an average rate of one every 7.5 minutes each 12-hour working day, every day of the year. 
And it is planned to continue providing about 35 000 flats a year under present conditions. 
To keep pace with this development and a policy of decentralisation, the government is 
commited to improving the infrastructure and an estimated $3,650 million, about 13 per 
cent of expenditure, is being spent on transport, roads, civil engineering and land during 
1981 - 2. 
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Population 

THE total estimated population at the end of I 98 I was 5 207 000, comprising 2 716 800 
males and 2 490 200 females. The estimate is based on the Population Census taken in 
March 1981, adjusted for subsequent births, deaths and migration. This represents an 
increase of 27 per cent on the 1971 population estimate of 4 090 500. 

The average annual rate of increase over the IO-year period was 2.4 per cent, with the 
rate fluctuating from year to year because of changes in migration flow. During the years 
1978- 80 in particular, there was large-scale immigration from China - both legal and 
illegal - and a massive influx of boat refugees from Vietnam . The average annual growth 
rate increased from 1.8 per cent over the period I 971 - 7 to 3.9 per cent over the period 
1978- 80. The annual growth rate for 1981 was 1.7 per cent due to a reduction in the inflow 
of immigrants as a result of a revision of immigration policy at the end of 1980. 

At the same time, the rate of natural increase dropped steadi ly over the period from 15 to 
12 per thousand. This was the result of the birth rate declining from 20 per thousand in 1971 
to 17 per thousand in 1981, and the death rate remaining stable al about five per thousand. 

In the early part of the 10-year period, the decline in the birth rate resulted from there 
being fewer women in the prime child-bearing ages of 25 to 34, and from women generally 
having fewer children. This latter reason was the main factor in the decline during the 
remainder of the 10-year period . In recent years, later marriages, and improvements in 
education and job opportunities, have also contributed to this trend. 

The 1981 Census indicated that the increase in population of the New Territories. 
particularly the new towns, over the 10-year period was especially substantia l. The 
proportion of the population in the New Territories rose from 17 .2 per cent in 1971 to 26.1 
per cent in 1981 and in absolute terms from 675 582 to I 303 005. On the other hand, the 
marine population continued to decrease during thi period. Its number in 198 I was less 
than two-thirds of that in 1971. The populations of Hong Kong Island (I 183 621), 
Kowloon (799 123) and New Kowloon ( I 651 064) rose at slower rates than the overall 
average during the period. 

Hong Kong, with a land area of only I 061 square kilometres, is one of the most densely 
populated places in the world . The I 981 Census recorded an overall density per square 
kilometre of 4 760. But this figure conceals wide variations in density between individual 
areas. The density for the metropolitan areas of Hong Kong Island, Kowloon, New 
Kowloon and Tsuen Wan was 28 479 people per square kilometre; but for the New 
Territories it was 792 per square kilometre. The most densely populated district was Sham 
Shui Po, with 165 445 people per square kilometre . This will , of course, change with the 
development of new towns in the New Territories. Seven new towns are being developed to 
alleviate the high density in the urban areas and to help provide an increasing population 
with better housing and an improved living environment. 
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The 198 1 Census indicated that the sex ratio of the population was I 093 males to every 
I 000 females which compares with I 033 in 1971. The increase in the proportion of males 
over females during the 10-ycar period is a re ult of the large influx of illegal immigrants. 
who were predominantly young and male. 

The population of Hong Kong is still young; the 1981 Census reveals that 36.1 per 
cent were below the age of 20. But the median age of the population was 26. compared 
with 21.7 a decade ago . The age distribution of the population has also changed con­
siderably. In 1971. 35.8 per cent of the population were under 15; in 1981 the figure was 
24.8 per cent. The proportion of those aged 65 and above has risen from 4.5 per cent 
to 6.6 per cent. As a result of these changes, the proportion of the population of working 
age (those aged 15 to 64) has increased from 59.7 per cent to 68.6 per cent, indicating that 
there is a greater potentially productive population avai lable to support children or those 
who have retired . The dependency ratio - the ratio of the young and the aged to those 
in the 15 to 64 age group - dropped from 674 per thousand in 1971 to 457 per. thousand 
in 1981. 

The 1981 Census showed that 57 .2 per cent of the population were born in Hong Kong. 
About 98 per cent of the population can be described as Chinese on the basis of place of 
origin. Most of the e people originated from Guangdong Province. Those from Guang­
zhou. Hong Kong. Macau and adjacent places form s the largest community while the 
second largest group is Siyi, followed by the Chaozhou group. The remaining Chinese 
population have their origins in other parts of Guangdong and other provinces of China . 
Of the non -Chine ·e population, about a quarter were from the United Kingdom and less 
than a third from countries in Southeast Asia. 

At the end of 1981. the estimated number of non-Hong Kong Commonwealth citizens 
residing either permanently or temporarily in Hong Kong was 666 000 . These comprised: 
British: 22 300 (excluding members of the Armed Forces); Indian 14 200; Malaysian 8 900: 
Australian 7 800; Singaporean 4 400: Canadian 4 200; and other Commonwealth countries 
4 800. The estimate for non -Commonwealth permanent and temporary residents was 
72 900. Of these, the largest groups were: Filipino 15 100; American 11 500: Pakistani 
7 500: Japanese 6 800: Thai 8 600: Portuguese 7 000; Indonesian 3 500; German 2 100; 
Korean I 900: French I 400 and Dutch I 100. 

Marriages 
All marriages in Hong Kong are governed by the Marriage Ordinance and the Marriage 
Reform Ordinance. Under the Marriage Ordinance, at least 15 days' notice of an intended 
marriage must be given to the Registrar of Marria ge. The Regi trar has discretionary 
powers to reduce the period of notice in specia l circumstances or to grant a special licence 
dispensing with notice altogether. But this is done only in the 111ost exceptional circum­
stances. 

Marriages may take place either at places of public worship licensed for the celebration 
of marriages. or at an y of the 13 full-tim e marria ge registries and four part-time 
sub-regi stries located in the main urban districts and rural centres. During the year. 48 203 
marriages were performed in the regi tries and 2 935 at licensed places of worship. The total 
of 51 138 was 293 more than in 1980. All record are maintained at the principal marriage 
registry at the City Hall. 

During the year additional marriage chambers have been provided and an attractive new 
marriage registry was opened in Rawlinson House, an old building within a park setting at 
Victoria Barracks. 
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Many couples wish to be married over the weekends (especially when the auspicious days 
of the lunar calendar fall on Saturday or Sunday). To meet this demand, arrangements have 
been made for the principal marriage registries to operate on Saturdays and Sundays. All 
registries also make provision for group marriages. As a result of the additional facilities 
and extended working hours, the average waiting time for registration of a marriage at the 
popular registries has been reduced from about three months to less than one month. 

The Marriage Reform Ordinance provides that all marriages entered into in Hong Kong 
on or after October 7, 1971 shall imply the voluntary union, for life, of one man and one 
woman to the exclusion of all others, and may be contracted only in accordance with the 
Marriage Ordinance. It declares valid certain customary marriages and other marriages 
known as modern marriages provided, in each case, they were entered into before October 
7, 1971. The ordinance also makes provision for the post-registration of these marriages, 
and for their dissolution . During the year, 53 customary and 17 modern marriages were 
post-registered. 

Births and Deaths 
The registration of births and deaths is compulsory, and facilities for registration are 
provided throughout Hong Kong. The General Register Office in Central District keeps all 
records of births and deaths, and there are sub-registries in all main urban and rural 
districts. In the outlying areas and islands, births are registered at various rural committee 
offices by visiting district registrars, and deaths are registered at local police stations. 

The statutory period during which a birth should be registered is 42 days from the date of 
birth . There is no registration fee. However, for registration between the end of the 42-day 
period and the expiration of one year from the date of birth, a fee of $5 is charged . During 
the year, 87 104 live births and 24 978 deaths were registered, compared with 85 406 and 
25 987 respectively, in 1980. The figures, when adjusted for under registration, gave a 
natural increase in population for 1981 of approximately 61 954. 

A birth which has not been registered within one year may be post-registered with the 
consent of the Registrar of Births and Deaths and on payment of a $30 fee. During the year, 
I 171 births were post-registered. 

The Immigration Department is responsible for the registration of births, deaths and 
marriages in Hong Kong. 
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Appendix 3 Append 
(Chapter 2: Industry and Trade) (Chapter 

Hong Kong's External Trade by Major Trading Partners Hong Kon 

Imports Imports 

/979 /980 /98/ 1980 &I 
Srctinn/divi.rion 

S Million 
Chang, in Food and /iw, animals Souru SMillion Ptrtenl SMillion Per ctnt Per cent ~rcrnt Live animals chiefty 

Japan 19,320 22.5 25,644 23.0 32,130 23.2 +2SJ Meat and meat prep· 
Fish crustacca and m China 15,130 17,6 21,948 19.7 29,510 21.3 +34.l Cereals and cereal pr 

United Stales 10,365 12.1 13,210 11.8 14,442 10.4 +9.l Ve~ctables and fruit 
Ot ers Tuiwan 6,035 7.0 7,961 7.1 10,762 7.8 +35.2 Sul>-tolll Singapore 4,821 5.6 7,384 6.6 10,627 7.7 +43.9 

Britain 4,350 S.I 5,456 4.9 6,283 4.5 + IS.I 
Bt\'tragts and tnbacc-
Beverages 

Republic of Korea (South Korea) 2,529 2.9 3,869 3.5 5,495 4.0 + ◄2 .0 Tobacco and toba 
Germany. Federal Republic 2,775 3.2 2,883 2.6 3,383 2.4 + 17.l Sul>-10111 
Switzerland and Liechtenstein 2,592 3,0 2,897 2.6 2,848 2.1 -1.7 Crude mattriolf, intd 
Australia 1,579 1.8 1,698 1.5 2,005 1.4 + 18.J Cork and wood 
Others 16.340 19.0 18,701 16.7 20,891 15.1 +11.7 

Textile fibres ( other t 
Crude animal and ve 

Merchandise totAI 115,837 100.0 111 ,651 100.0 138,375 100.0 +23.t 
Others 

-- -- -- -- -- -- = Sul>-total 

Min,ra/Juel.s , lubric 
Domestic Exports Petroleum. petroleum 

Others 

Ot'slinution Sul>-tolal 

United States 18,797 33.6 22,591 33.1 29,200 36.3 +29.l Animal and W!getab/e 
Fixed vegetable oilu Britain 5,974 10,7 6.79 1 10.0 7,710 9.6 + 1).5 Others 

Germany. Federal Republic 6,344 11.3 7,384 10.8 7,048 8.8 - 4.5 Sul>-10111 
Japan 2,656 4.8 2,329 3.4 2,940 3.7 +26.2 Chemka/1 and rrlot China 603 I.I 1.605 2.4 2,924 3,6 +82.2 Organic chemicals 
Australia 1,789 3.2 1,941 2.8 2,710 3,4 +396 

Medicinal and pha 
Artificial resins an Cunada 1,637 2.9 1,782 2.6 2,355 2.9 +)2.2 Others 

Singapore 1,413 2.5 1,791 2.6 1,732 2.2 -3.J Sul>-tolal 
Netherlands 1.406 2.5 1,575 2.3 1,598 2.0 +1.4 Monu/at turt d Rt France 1,004 1.8 1,407 2.1 1,483 1.8 +5.4 Textile yarn. fabr 
Other, 14,289 25.6 18,975 27.8 20,724 25.8 -+ 9 2 

Non-mc1allic min 
Iron and steel 

Mtrch1111ll11< total 55,912 100.0 68,171 100.0 80,423 100.0 +IU 
~•fa.nufacturcs of 
Others -- -- -- -- -- - = Sul>-tolal 

Re-exports Muclilnrry and tra 
Telccommunicatio 
Electrical machine Destmutinn Road vehicles (inclu 

China 1,315 6,6 4,642 15.4 8,044 19.3 Others 
+7)J 

United States 1,995 10,0 3,085 10,3 4,785 11.5 S•l>-total 
+55,1 

Indonesia 1.684 8.4 2,761 9.2 4,272 10,2 +SU Misu/lan~ous ma,111/ac 
ing;ipore 1,804 9.0 2,510 8.3 3,243 7.8 

Art.ides or apparel and 
+29l Footwear 

Japan 2,477 12.4 2,201 7.3 2,792 6.7 +26.1 Photographic apparat 
MiSClCllancous manu~ Taiwan 1,730 8,6 2,229 7,4 2,420 S.8 +u Others 

Macau 605 3.0 923 3.1 1,407 3.4 +52.4 Sul>-total 
Republic or Korea (South Korea) 818 4.1 899 3.0 1,401 3,4 +55.1 CommoJith•J and tra,u Philippines 777 3.9 904 3.0 1,294 3.1 + ◄)2 Total morchandise Nigeria 377 1.9 843 2.8 1,073 2.6 +27J Gold u11d .rpt•dt• Others 6,441 32.2 9,075 30.2 11,009 26,3 +21.) Grand 10111 
Merchandls, total 20,022 100.0 J0,072 100.0 41,739 100.0 + ... -- -- -- -- - -- = Nott : n e s - not cl sew 
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MEMORANDUM 

NATIONAL SECURITY COUNCIL 

September 9, 1982 

MEMORANDUM FOR EDWIN 

FROM: DAVID LA 

SUBJECT: Classified Briefing Material for Hong Kong Trip 

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

A. A recent CIA article (25 August) which is the best 
overall summary of the likely future prospects for 
Hong Kong. 

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

Hope this is helpful. 

Attachments 

~ 
DECLASSIFY ON: OADR 

., DECLASSIFIED 

N 

..........,_NARADATEJi:l&l.17 
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EXDIS 

nANILA PLEASE PASS TO SECRETARY LEHMAN 

E. 0. 123S6: DECL: 8/16/97 
TAGS: PEPR, PGOV, 111LI , HK, CH, US 
SUBJ: SECRETARY LEHMAN DISCUSSION 111TH HONG KONG GOVERNOR 

1. SUMMARY: IN A MEET I NG Ill TH SECRETARY LEHMAN, 
GOVERNOR YOUOE POU8EO COLD \/ATER ON THE CURRENT 
INTENSE SPECULATIOII HERE ON HONG KONG'S STATUS. 
HE \/AS NOT Al/ARE OF ANY PRC QECtSlQNS QN IHE ISSUE. 
BEI.JING'S SHARED INTEREST IN HONG KONG ' S. CONTINUED 
PROSPERITY ENHANCED CHANCES OF IIORKING OUT A MUTUALLY 
SATIS,ACTORY SOLUTION. IT \/AS MOST UNLIKELY THAT -~THING DRAMATIC 1/0ULD COME OUT Of THE THATCHER 
fil l! THI S SEP TEMBER . BUT THE PM 1101/LD BE UHOER THE 
GUN TO BRING BACK SOMETHING TO CALN JITTERY HONG ·KONG 
NERVES. -
l. m: GO,E~tlCll cn:nu THAT mw:G 1/0ULD 1/ELCOl!E A 
STRENGTHENED U. S. NAVAL PRESENCE Ill THE REG I OH AS A 
COUNTER TO THE SOVIET EFFORT TO COMPLETE CHINA' S EN­
CIRCLEME~T. HE SAIi OENG AS A STRONG PROPONENT Of A 
CHINESE STRATEGIC RELATIONSHIP 111TH THE U.S. , ALTHOUGH 
ll0RRISOMELY tT IS NOT KNOIIN IIH: THER ANY Of DENG'S 
ASSOCIATES SHARE HIS STRATEGIC VISION . 
END SUMNARY. 

3. 
0

SECRETARY or NAVY JOHN LEHMAN ' S AUGU ST 14 CALL ON 
GOVERNOR YOUOE FEATURED DISCUSSIONS OF HONG KONG ' S 
STATUS, U.S. -PRC RELATIONS'AttO THE US NAVY REBUILDING 
PROGRAM. NOTIIITHSTANOING HONG KONG ' S PRE VA ILING 
JITTERS INDUCED BY A COMBINATION Of CONCERN OVER THE 
ECONONY ANO THE 1997 LEASE ISSUE , THE GOVERNOR \/AS IN A 
BELAXED UPBE AT 110012.. HE NOTED THAT FOR ALL THE TALK 
ABOUT A ,ALTERING ECONOMY, HONG KONG STILL EXPECTED 
TO .REGISTERS PERCENT REAL GROVTH IN GNP THIS YEAR·· 
A REMARKABLE PERFORMANCE VHEN MEASURED AGAINST THE 
REST OF THE RECESSION -PLAGUED 1/0RLO. HE POURED COLD 
\/ATER ON THE CURRENT INTENSE SPECULATION OH HONG KOIIG' S 
STATUS. IT WAS ALL UNFOUNDED. TO THE. BEST OF HIS ANO 
LONDON'S KNO\llEOGE, THE PRC HAO NOT FORMULATED ITS 
POSITION ON THE ISSt!E. 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 
GROU!IDS FOR 1/0RKING OUT A MUTUALLY SATISFACTORY 
SOLUTION. THIS 1/0ULD TAKE SOME TIME . B.EIJ ING HAO 
OTHER, MORE PRESSING DOMESTIC AND FOREIGN POLICY 
PRIORITIES. IT \/AS UNLIKELY THAT PM THATCHER'S 
SEPTEMBER VISIT TO THE PRC YAYID PR ODUCE ANY MAJ OR 
MOVEMENT ON HOUG KONG. HOIIEVER, GIVEN THE CURRENT MOOD 
HERE ANO THE INTENSE FOCUS ON THE VISIT, THE PM VOULO 
HAVE TO -BRING BACK SOMETHING CALMING FOR HONG KONG. 
HE \/AS REASONABLY OPTIMISTIC BEIJING 1/0ULD BE 

SBHFIBENTIAl: 

RESPONSIVE TO THIS NEED. f 
4. IN RESPONSE TO 0UESTIOIIING , THE GOVERUOR THOUG HT ~~- _I 
THAT THE TAIi/AN ISSUE 1/0UL Q IMP OR IA NII Y IYfl IIEU CE Y"E 
PRC' S APP ROACH TD HOljG KOII.G. IT 1/0ULO CUT 1110 1/AYS. -' I" - . ON THE PLUS .SIDE, THE PRC 1/0ULO BE INTENT ON SHO\IING . . , 
TAIi/AN THAT A SETTLEMENT COULD BE 117CHEO W~ICH 1/0ULO / ~· 

. PRESERVE THE EXISTING L IFE$TYLE. ON THE MINU~ SIDE, 
THE PRC MIGHT BE STICKY OU SOVEREIGNTY AUD RELATED ,: {( f.- ·1~ 
SYMBOLS FOR FEAR OF SETTING AN UNFA VORABLE PRECEDENT F J . 
FOR TAIi/AN. 

S. SECRETARY LEHMAN OUTLINED OUR NAVAL RE6UILOING PRO· 
GRAM. \/HEN COMPLETED, IT 1/0ULD RESULT IN ST RONGER 
US NAVAL PRESENCE IH THE REGION. HE ASKED ABOUT THE 
PRC REACTION TO SUCH A DEVELOPMENT. THE GOVERUOR 
THOUGHT BEIJING VOULO IIELCOME IT. THE CHIIIESE \/ERE 
VERY COHCERIIED ABOUT THE GROVTH OF SOVIET NAVAL FOi/ER 
IN THE PACIFIC, SEEltlG IT AS PART Of THE SOVIET 
STRATEGY TO ENCIRCLE CHINA. THEY OD NOT \/ANT THE 
PACIFIC TO BECOME A SOVIET LAKE. \/HILE THEY MIGHT NOT 
SAY ANYTHING PUBLICLY, THE CHINESE LEADERSHIP PRIVATELY 
1/0ULD BE VERY PLEASED 111TH A U. S. NAVAL &UILD-UP IN 
THE REG I ON. 

6. THE SECRET ARY ASKED FOR THE GOVERNOR ' S VI EIIS 
AS TO \/HY THE CHINESE \/ERE NOii TAKING POT SHOTS AT 
U,S, FOREIGN POLICY. THE GOVERNOR SAIi THIS _; TEMHING 
FRON A AMALGAM OF CHINESE DOMESTIC ANO FOREIGN 
POLICY CONSIDERATIONS. SOME CHINESE NERVES HAO BEEN 
RUBBED ON THE TAIi/AN !$SUE AND THE LEADERSHIP HAD TO 
SA,EGUARD ITS FlANKS AGAINST DOMESTIC CRITICS BY 

[)€8 

f 

DECLASSIFIED 

NLRR M:z.qq _. 97+77 

BY--a,a,;;~ NARA DATE(o/pl11., • 
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EXDIS 

MANILA PLEASE PASS TO SECRETARY LEHMAN 

APPEARING TOUGH TOWARD THE U. 5. CHINESE 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. 5. 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 ANO 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 DI FF I CULT. 
TO ESTIMATE THEIR - ST~-NGTH OR EVEN TO BE SURE OF THEIR 
IDENTITY. 

7. . COMMENTt 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 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 
WI DESPREAD 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. 

• !:I. SECRETARY LEHMAN HAS NOT SEEN THIS MESSAGE . 
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REF : HONG KONG 13893 

I . CONFIOE~TIAL • ENTIRE TEXT 

~_!llR~: THE BRIT I SH AREN ' T Sfil~_Ll1UC_i! ABD,UT 
_ 1/HQL THA.TCHER.JI.LLL. TE_~L_JH_E_CH I NESE . ON_ ~O.NG __ KO~G •• 

.J)1E. IIORRY_T~~ T. kEAKS O B~ J_LJ SH P_LANS COULD HARDEN THE 
CH I NESE POSIT I ON ANO PERHAPS BU I LO U~REJ,(H.IJ c· -

--rxi>ECT ATIONS IN HONG KONG. END SUMMARY 

3. OUR FC O CONTACTS HAVE BEEN VERY CAUTIOUS IN DESCRIBING 
BRITISH THINKING ON HONG KONG ' S FUTURE; THE PICTURE 1/HICH 

EMERGES IS THEREFORE SKETCHY ANO SOMEIIHAT CONFUSED. 
IIE HAVE BEEN TOLD BY VARIOUS SOURCES Ill THAT THERE 
COULD BE NO QUESTION OF AN AGREEMENT EMERGING FROM 
THATCHER'S TALKS, ~) THAT AN AGREEMENT MIGHT BE FORTH· 
COM ING, BUT THAT OPTIMISM NOii COULD RAI SE HONG KONG 
EXPECTATIONS AtlO LEAD TO PANIC LATER IF NOTHING IS 
ACHIEVED, ANO 13) THA T T.II ERE IS A SERIOUS CHALLEN~E 
1/ITHIN HMG TO TH E IDEA THAT BRITAI N SHOUL D SEEK TO 

_CONTINUE I N HONG KONG AFTER 19 9J ~ THl_ARGUMENT foR 

~~AL IS THAT BRITAIN R~l.!.V~l NO GOVER~MtNT 
REVENUES FROM ONG KONG ; THAT ITS INVESTMENTS THERE ARE 

..... !!Q!..JJ._(l,.NJ(,1,.CA~T; - ANDTHAT UHL IKE THE CASE OF fHEFALKtANO 
ISLANDERS, THERE ARE NO RACIAL/ETHNIC TIES TO BIND BRITAIN 

TO HONG KONG'S POPULATION. ~~~~ THIS ARE THAICH~R'S 
01/N EXTREMELY STRONG FEELINGS TOI/ARO SOVEREIGNTY. ·------------- ----··• 
4. DESPITE CONFLICTING SIGNALS, IT APPEARS FROM OUR 
DI SCUSSIONS THAT THE FCO IS CONSIDERING THREE OPTIONS: 
· ;r -~oST ATTRACTl0VE_" ACCORDING TO ONE FCOSOURCE:~ 
· ; U.K. 1/0ULO RECOGNIZE NOMINAL CHINESE SOVEREIGNTY OVER 

ALL OF HONf°KONG; CH I IIA_ 1/0ULDGUARANTEE·c-oiri NUATION 
OFTHE- rnrus· c·uo- ---- 1.'i'. , CONT I NUEO BR iYisti ____ • 

• ADMINISTRATI ON -~ BEyONO a9_7 .___ , ______ _ 

~ --·-u:-K: 1/0UL O RECOGNIZE CH I NESE SOVEREIGNTY; CH I NA 

~~l!_L_U ~ll.JtQNG:)o~no O":"r._-ronr!2!~E.R::.J.s:!~ARs. 
FCO BELIEVE CHINA COULD NOT ACCEPT THIS PLAN. 

CSN:HCE330 

AFTER 1997 HONG Kot1G 11ouLo GovERN-~1 TsITt ·o»~R---~ 
, - NOM_l~AL -c1t1·N·m · sovEREI GNTY 11,TH i .GUARANTEr°o fRC 

HANDS-OFF POLICY. FCO BELIEVE THIS COULD I/ORK, BUT -- --·- - , - -· ., - •-•-- - .,_, ·- - ... . - -- ---.. 

ANN OUNCEMENT OF SUCH A PLAN NOii 1/0ULO DESTROY 
- ·I NVESTOR CONFIDENCE IN THE NEAR TERM. • 

5. U.K . BOTT OM LINE: CONTINUED STAB ILITY ANQ PBPsPEB IIY 
~R("°JHE ~ .- . ONE ·,co OFFICIAL ·,omm THAT T_H_AI CH~R· 

V_ljJ T ~I_LL_ SE.T THE.STAGE FOR _ONE TO _THREE YEARS}F 
~ONT INUEO _PRIVAH _ _T ALKS._ON HONG KONG '_S _FUTU~E, AS 
REPORTED REFTEL, DURJ NG 1/HIC_H CHINESE 1/0ULO BE " EDUCAtED " 

I_N,TO_~~C1fllN~._.a .. soLUJION T~~! IIO_~LD SAT (SFY_ INVESTORS. 
ANOTHER FCO OFFICIAL APPEARS TO BELIEVE THIS OUTCOM( OF 
THE TALKS IIOULD NOT BE SUFFICIENT TO MAINTAIN INVEST OR 

CONF I DENCE AIIO THAT MORE I/ILL BE REQUIRED . A~~ INSIST_ 

T~A!._ HQ JI NAL _POL I CY RECOMMENOAT I ON HAS YET BEEN PRESENtED 
TO MRS . THATCHER. STREATOR 

BT 
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1. THE OF HONG KONG WAS THE MAJOR TOPIC OF 
DISCUSSION WHEN CHINESE COM U PARTY (CCP} VICE CHAIRMAN 
((DENG)) XIAOPING AND OTHER CHINESE LEADERS MET WII!i LEADING 

HONG KONG BOSJNESSM~N JN B(IJJN~JUNE 1982. 

~UVEREIGNTY OVER 
THE STATUS QUO . 
FOLLOWING PLANS : 

CHINA INTENDS TD ASSERT ITS 
HONG KONG BUT WILL OTHERWISE TRY TD MAINTAIN 
TD ACCOMPLISH THESE AIMS CHINA HAS THE 

A. TO MAKE HONG KONG A SPECIAL AUTONOMOUS QLSTRICT 
WHICH WILL GOVERN ITSELF BUT FLY THE CHINESE NATIONAL FLAG. 
THE GDVERNcmciF HONG KONG WOULD NOT BE APPOINTED FROM BEIJING 
BUT WOULD BE "ELECTED" LOCALLY BY THE PEOPLE OF HONG KONG. 
THEORETICALLY. THE GOVERNOR COULD BE BRITISH, IF THE PEOPLE 
OF HONG KONG CHOSE HIM TD BE . 

B. TD PERMIT HONG KONG TD CONTINUE ITS PRESENT 
ECONOMIC, MONETARY AND LEGAL / JUDICIA L SYSTEMS. THE-m,m;-KDNG 
C,O[[AR AND HONG KONG FOREIGN EXCHANGE RESERVES WOULD BE 
TOTALLY INDEPENDENT OF CHINESE CONTROL. THE LEGAL / JUDICIAL 
SYSTEM WOULD ALSO REMAIN INDEPENDENT, ALTHOUGH SOME OF THE 
SYSTEM'S TERMINOLOGY WOULD HAVE TD BE CHANGED TD MAKE THE 
SYSTEM INTRINSIC TD HONG KONG AND NOT TIED TD BRITISH HERITAGE . 
(SOURCE COMMENT : IT APPEARS THAT THE HONG KONG POLICE WOULD 
REMAIN AN INDEPENDENT BODY BUT BRITISH MILITARY ELEMENTS WOULD 
EITHER HAVE TD LEAVE HONG KONG DR BE INCORPORATED INTO THE 
LOCAL GOVERNING STRUCTURE . ) 

2 . WHEN ASKED WHETHER CHINA VIEWS 1997 AS THE TARGET DATE 
FOR IMPLEMENTING THESE CHANGES, THE CHINESE LEADERS DID NOT 
RESPOND DIRECTLY . THEY INDICATED THAT THE CHANGES COULD TAKE 
PLACE EJTHER BEFORE OR AFTER J 997 . THEY ALSO STRESSED THAT 

' THE TRANSITION FROM BRITISH TO CHINESE POSSESSION WOULD BE 
ACCOMPLISHED VERY SLOWLY AND CABEEI/LLY I CHINA DOES NOT WANT 
tl) UND ERMINE INVESTOR CONFIDENCE OR CREATE ANXIETY AMONG 
HONG KONG RESIDENTS . IN THIS REGARD . THE CHINESE LEADERS CAUTIONED 
THE HONG KONG BUSINESSMEN NOT TO DIVULGE THE CONTENT OF THE 
PRESENT DISCUSSIONS; THESE TALKS WERE "TOP SECRET" AND MUS T BE 
HELD IN STRICTEST CONFIDENCE . lHE CHINESE LEADERS SEEMED 
CONFIDENT THAT, WHILE THERE WILL BE SOME FLIGHT OF FINANCIAL 
CAPITAL FROM HONG KONG IMMEDIATELY AFTER CHINA'S PLANS FOR 
THE COLONY BECOME KNOWN. INV ESTORS WILL RETURN ONCE THEY 
REALIZE THAT HONG KONG'S ECONOMIC VIABILITY WILL NOT BE 
THREATENED . . THE LONG HISTORY OF POLITICAL 
UPHEAVAL THAI ~HINA HAS EXPERIENCED SINCE THE CCP CAME TO 
POWER IN 1949 DOES NOT iNSPJRE CONFIDENCE AMONG HONG KONG 
BUSINESSMEN AND FOREIGN INVESTORS THAT CHINA WILL PROVIDE A 
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STABLE ECONOMIC ENVIRONMENT IN HONG KONG AFTER 1997 . CHINA 
IS VERY NAIVE IF IT THINKS IT CAN CREATE SUCH CONFIDENCE IN 
THE NEAR TERM. 

3 . THE VISITING HONG KONG BUSINESSMEN RAISED THE QUESTION 
OF CHINA GIVING HONG KONG 15 YEARS ADVANCE NOTICE BEFORE 
"TAKING BACK" THE COLONY. THE CHINESE LEADERS RESPONDED THAT 
SUCH NOTIFICATION WOULO BE IMPOSSlBLE SINCE IT WOULD NOT BE 
IN ACCORD WITH THE PRINCIPLE OF CHINESE SOVEREIGNTY OVER 
HONG KONG. 

4. THE CHINESE LEAOERS AODED THAT CHINA WOULD NOT MAKE 
ANY COMPROMISES IN ITS POSITION ON THE FUTURE OF HONG KONG 
WHEN BRITISH PRIME MINJSTER MARGARET ((THATCHER)) VISITS CHINA 
IN THE FALL OF 1982. , 
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