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DIRECTORATE OF ·rN-TELLIGENCE 

23 June l983 

' Hong K6ng: Oet~riorating fconomfc Cond1t1ofl~ 

. -
2'he economic clima:te J.n Hong Kong -has · deterioia:t:ed ·!iha.rpltf · 

· durim.f t:he. pat1t: · t:wa, months .• : Investor .conf'l.dence has . ifaned as 
. poi!t:1:cai uncert:a•.1.nt:g . has mounted 09"!!!-r the·• io-rm oe • a ,Chl.:n.ese · 
takeover in 1·9.9.7 and f. .s t:he· ma-jar Eactor. in · the· ·s'If.dt!·. · . . 2'h .,f. e·ong . 
Ko.ng. doll.ar b:t-oke the-· ps9C'holog.ical barrier · of $7 HK/$1' . US ··1n 't!ag 
and continued ·. t:o• w<t•ken des pi. te gover.~ment open~market; 
intervention . and 4 .. two percentage- point: .1.ncr~ase in lnterest: . • 
rat:e11. 'rhe Hong Kong stock index-~ which .~ad b.een on · ut,ftla.rd. tr.end· · 
s!nce- la.gt: D:ecember, tarne<t sha-rpiy aownw~rd in Hag. • Befort.ti to .. 
r 'escfl{! several. eailJ.ng fJ;nancJ:a--l companies; .ar.id three l'ar.ge . 
pro-i,e~1::g conc~rns are ~l::so me-et:J;.ag- little' sucrcess. I ~ .. 

Sbo.rt: tena prospects for.:. an- ~cono111J.c: rebound' ii'rt!t .. • . . ., . 
nevtJtrt:bt!tl«ss: goo~.. Specttl'at:.t.ve I!rt!!'tl'.trart!!' agai·nst; . the- cr:irre-itey· h8'S" 

. shown Yigttllf of ~at1J.',lg- . 8011te;,1ra1: anti llong: '!Ci;ni expo·r t:s 'have begutJ - : .. 
to rt;Bpon'd: t:o . . rif~st:.tJirD ec,o-no'lfti,.<: g-rowt:h .. . I11fl:at::J,;on,. howeve,;, . wil·J. . 
re111a-in- . ~ -lftarj'or roblem .. o,dng Iarge-l,; to t:he< currency-· · 
de,p.reci·aeio>.. .__ __ _, i · ,; : : · ~,r • • • I - • . • 

.. over fhe, )1ext '· ff-ve to ·seven- ye~r.·s,. ttte' ·c·O"ntinued:· po.lttf cal 
uncartainty s.urr·ound·ing· 1997 wf 1 r · re tar~ pos f tiv.e : ~conomtc _grow:th . 
and ... deepen ·economic downturns .. · U·nTess Londo1f ·and· BefJ1ng can ·· .·· 
reach some · agreement. for takeover that re·as-sures .. f-ifvestors.,. we • 
expeet . . cyclf caJ fluctua·tf ons to. be.come more ··se·v~re~ ·· Jh·e curren.c.t 
will probably contihue to weaken over time -a~d the H~ng ,Kon ~ -­
stock market wi l1 reflect 1 ncreas·i ng f nve~tor-. uncertainty· ~-~ 

.Ed~ncm1c Upturn and Investor -Uncertainty . . 

·Hong Kong began 19~3 with most ~ajor econom1¢ .iTidieatar~ 
·improvf ng;. Exports--the engine of growth fn the coJ.Qny-.:.,,.,ere. up· . 
an ~·stf mated 5 percent in rea 1 terms during the f ·i rs.t .four .mont-hs ·· 

. ~fter • 2 percent decline in •l982. Bankruptci~s. mo~tly tied : to 

1'h1.~ .memorand~m .tras prep~red by .,__~--~---.-,· of·:: tht:i Chi.na D_iv1sio~ · · 
· of . the Of£ice 0~ Kast. As1 . .in' Analysis. . ouestic;,,ns and •Comments :a.re .. 

~e-lconre a_nd mag be direct:ed eo the author . 

I 
~ 

1 I r 



' . 
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the maJcir slump1n the property market during 1982~ wer~ easing 
somewhat_ as resi d_ent1 al buyers returned ·to th.e market. 
Reflecting th~ overaTl improvement. the Hang . Seng. index . of stocks 
c 1 :1m~ea· 235 oo ints,;.-_30 ·· percent"."-from · 1 J anua~Y . to ··. 30 : ApriJ .of . 
this year. I I . . . . 

Despite these-positive ind i cat, ons of eco·nomi c · recovery,. the 
local currency has been gradually losing its foreign purchasing _ 
~o~er sin~e Jan~ary thfs year. The str-engthenfng us d611~r ; 
probably exp la f ns much of the early dee 1 i ne; most other ,Asian 
currencies were also losing ground dur.ing this pe-riod·~ · But . 
waning. f nvestor con ff de nee took over in · May c-utt ing more than · 5 .· 
p·ercent off the currency's v.a 1 ue against the is· major curr.enc1 es 
and' nearl.y . 10 percent. off its value· against. the . do:llar- ln .a one· 
month perf od· • . By. 10 June~ a nadir of $7 .5 HK per US,( dollar was .· · 

· struck~.i and; sf nee· th-en the- currency h a·s s-tr.en·gthened\ only . ·. : 
slightl:Y· I I· .·. · ··· · 

Ch-1n·a .p·l~is · to- take contro1 ···of · Hong· K'ong .· in ·t997 · and -•loca-i· 
f nvestor:s are jittery abou.t economic. prospect:s. · under a: communist -·· 
reg1m·e. -·- Although Beijing has gone· to great · lengthst.o, publicize -· 
its f ntent fon to Te-ave- the co 1 ony' s .socf a:T .. and econQmf c · status •. 
quo u.nchanged after . takeover, local bus.fnessmen rE!ma1n ' 
UrtCOt'lV.fnce·d~ · M"oreover,. ta lies between ·London ind .~ef·jfng•• . that 
inos.t . Hong. Kong .-residents hoped would· bri-ng sonie form of. contt•nued 
Brf tfstt -~re-sence fn the· colony after tak.eove~, have not gone 
we-1 .l ... . After nrakfng· virtually: no-. progress for th~ .pas,t . -ef.gh:t .· :;:1:~.~ u ~.K$-~ -~~e -.~n~~ ·_ nnt-a·pparently g~tt_lng ·· ~ndey-~,ay : -. 

. . No figures> for ~apftal f ·l'fgh,t are ava+l'ab-le•·~ .Bankers: frt . 
S-fngapore-; -rtrcr:f·Tand;,. . Sri Lanka·., t .he Unfted .Sta.tes_~ _: .and Canada 
r.ep·orte:d 01nc.r.ea:·s1n-g tnJ~c.tfons of Hottg Ko"'g c.a-,f1t·al la.te last .. 
year. whe~. i :·s1nrfl;tr':~ou.t of ne'rvousness s:ent·.t ,tre Hong Kon.g dollar 
into: a less sev~e-r.e- ta·fTspf n. These same countries were: probably 
-m:a-jor r~cf pfents dur1 ng the most recent~--:Scar·e~· :rn . add.it f _or1, .-·_ . 
local savers are shift1 ng out of Hong Kong dollar deposits-· in 
favol'!" of fore1 gn- currencies and gold.. We- es.t1mate, that:>about 60 

· per:cent::of Hong Kong bank deposits are now being held· fn. foreign 
· cur~encte* compared wfttr 38 percent - a year earlier • . Althotigh ·. 

figures for 1983 _gal d imports are unava i1 ab 1 e·, p(trchases f_roin . 
· · Western Europe · reportedly jumped 50 percent' f n 1 :982 to more ·th:an 

135 tons~ With the ~xception of Sfngapore, other Far Easte~n . 
countrfe,s r .eported·l y experf enced dee 11 n 1 ng go 1 d imports:-durfng . · 

. the same period • . -I I · 

G~~ernm~rit Attem~ts to Restore Stability 

Thus far th·e Hong Kong Government Is efforts to st.em the fl ow. 
·. of- currency and to bo 1 ster sagging· confide nee h.ave met _wftfr . 
·little .success. Ttt~ government probably_ attempted to . suppO.rt the · 

· .. cu·rrenc.Y .wf th sm _a 11-scal e open market p_urch.ases ;of Hong , Kong · , ·_ . 
· do 11 a:rs . in . mf d-May . and ear 1 y June; with . or,ly .an-. estf mated . $.3-4 · 
bi 11 ion· in its . foreign currency reserve fund, lc,ng•t~rm, J arge ;.; 

. - . . . . . . . 

I . ' · .. ~,. · .. ·, 

,4,~,- .· ,:/•: 
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scale interven-tior, is impossible. By mid-month the government · 
· re·sorted to · a more drast 1 c measure to h·a 1 t . the outf l o_w·, 
pressurtng th~ H~ng K~~g ·Asso~tjtion of B~nks -{HKAB) ~o f~ise .. 
interest ra-tes two .percentage points • . HKAB 1 s announcement of -the­
upco~ing rate trt~rease bolster~d th~ currehcy ~6~ t~o days. By 
the time th.e f ncr-ea-se- _actually went into ·effect howev·er, the 
dollar was one-e- again sinking to new lows • .____~ · ._. , 

·Nor waL ftt --failure to halt the downward sli~~ of ihe 
C!Jrrerrcy the- on 1 y . nega·t i ve- aspect ·of th.e r ·ate . fncre·ase. ·_Hong _· 
~o~gis always volatile· stock market plunged~ -~s a r•suJt of · 
inve:stor fears. that the- rate tncre-ase would stymf -e: eco.nom-f-c 
re co.very. The: mark ·et lost 40 points ( 5 pe·rcent) on 23' ·M·ay, the 
day the f ncrease,. went into effect •.. Two of Ho·ng. Kong 1-s 1 arg.est · 
tex-ti le•. nranuf a-·cturers'. are- among the · man·y f ndustr-1 al · fJ rms: · · 
cur.rently attemp_t1n·g to stave off bankrupcy w1fh ~short te·rm . 
borrowi:rtg.. M'ajor ·property comp.an-i es--amon,g the ·b fgg·est· 1 nve-s.tors 
1 n the, Hong Kong_ st-ock market.:.-are a 1 so in ·nee-d o-f .sign tflcant_. · 
ainou:nts · of .. short-t·~r~ funds. / / · · · 

Outs: 1 de Support • .. 

. Th~ lar_ge_st for-.ei gn· ho l 'der- of Hon·g ~0:ng curren.cy f s prob ab ty· 
~h tna• s: off'fci al foref-grt ex:cttange- bank:.:..-th·e .8-ank : of . ~hi na:~ · • 

· A ltnougtr no ff .gttres. ar-e- ava·ilable on, to·taJ Bank holdings:·~ .. 
· BefJi ng·• s . e~por.ts tc,; Hong Kong in 19'82' a lone · amourtte-d '- to~· ..,.,_· ·:.:.....,- ~ ~-. 
b,f-1 liort- . ~lnros.t enttr-eT &fcf f.o.r f ndto.n- . Kon·• .do-lla·r ·s.. · 

ThehoiT'dings- tt·Jve p,ttt Beijing~ ·nt0: a , . s .tuat on ... ·.· ,y 
nolcffrr~ Ho,rg Kong-. do-lTa-rs B'efj,1-rrg. ts st1ff~r-fn~ a. s·1Z:at"1e lo·ss ·tn· 
purc:ha:slng: power. Convertf ng ta for-efgrr ciJri:-e.~~. · hQwev'e.r.,: would •· 

. ~ exac_e-rb~te ; ttt~ cte-clf'n-e in: -the Hong kortg dolTa-r· and -·cou_.ld" : . · · 
contribute::-'·to · -n$.tabf.Ttt that Bet irr. · ·- 1--s: ·tr- ::1,n · to · dfscoura e~ · !" ~-~---~~-------~~---~~~--~~~~~-~ 

\H~ng Kqn~ c~iTd probably also turn to t~e-Bank o~ Ehtraijd : 
for- s:upp.ort. Although such a move wou 1 d be unprecedented • . we · : 

. be.11 e:ve: -that . the B anlc would be wf 11 i ng to work . out .. some · typ:e: of.· 
swap* arrahgement if the econom1 c deter-fora:t 1 on-- was deeme·d ·._ · -·. 

· extr--emei., aank of England support would' proba.bly glv.e ... invesfo-r . 
co.nf:f de nee a maJo.r boos·t and, at Yeast terilporari ly . ·cou 1 d. · · . 
discour,--age . speculat1ve pressure on the cur-rerrcy_ • 

· · · .,,. : Uricfe·r a s-wap: a·gr-eement; the Bank of tngl.and .would make poUnd.s 
~terl ing· a-va·il_ab le . to the Hong Kong Governme!1t 1 n_. e~c·han,ge fo .. an • 

.·equivalent amount ·, <:>f Hong K·ong do 11 ars at an agreed rate •.. The 
pqun-ds · Sterling could then be used 1n open 1!1arket _ operations. 



Prospects 

_In the sh_ort run-11 we believe- Hor:ig _Kong's . pro.spects -for 
economTc -recovery are · good •. - During the past few days . t ,he 

- curre~cv has shdwn stgri$ of le~e1·1ng-off at a~out. $7~0 HK/$ . 1 ~ 
.. ·us. St-ronger.. than e-xpected· rec.over-y in the West bode·s ·wel 1 for _ 

sharp fn-creases in -exp·orts this year. M•ajor gains- in the export 
sector- would he-lp- bols.ter confidence- colon-y-wide and· could. - --
contribute . to overall economic stability during ttfe- rema-inder of 
the year. Wit~ t~e l9f7 deadline ~till 14 y~ars away~ in~1sto~s -
probably continu~ to see sizable .short~tetmt opportunttie~ in the _ 
Hong Kong nrarket. Although the- recent_ h:ik.e 1n interest rates --
wi Tl htnder grow~h; somewhat,. we e-xpect to- see• SDI>_ rtse 5 pe-rcent 
by yearend-· ort the -strength· of exports .. -Unemployment ·should fall 
below lt s current pe·ak of 5 .1 percent to perhaps as 1 ow- as- 3 '.".'"4 
percent. I I · : - . _ . . . _ · .• _ · - . __ -_- __ - _ _ _ 

·_ S-ecause the co-1 ony- fs totally dei,en-d·ent ort i.inportS for- fQod,. 
ener..gy,, and industrial raw ma-teri:als~ we- exp·e.ct · the recent ,· __ -
deprec·1 at1on wf Tl hamper efforts to arrest inf Ta-ti on ~- : Ga-solf n& 

- prf ces jumped nearly 2 p·ercent in May -al one,_- an~ other increases 
a-re · imm:inent .. · By yearend the cons·umer price _f nde•x wfl l probab.ly 
be at least 15 . percent above- 1 ast ye~r -' s 1 e\ie-l. In· fact., - the­
pr1ce f rrcrea:s.e: w.f ll prob ab 1 y offset ·any benef 1 cf a 1 eff eet o-f -the­
deprectattc,n o·n -Hong Kong exports • . - Although tftf curr_e-ncY. should 

· reg.aJn some of . the gr.round rost r"'ecently w~ot eipe-~t: ft fo---
- approach': th& _ 198.2 a.verage rate o.f $6. HK.. L___J . _ , · - .- < _ _ - •- _ 

' ' .:~ . . ' ... · ·: . . . . . . . ' 

· As. : lorrg,_ ~s. · r-es. tctents:: ren:fif.l, urrce~t-atrn-a:11.~ut -ttre-- ~CO'lon.y'· $': · -
futu.rer.,: l .o,tg-term econonrfe J1r.:~si,eets0 for: t:ro.ng Kon'g: · i-enrai'n:: · .. -. -. 
gloo.my .. - ~ :T.ar.g~ number of ttt.e Col<nry•Sc res:_fdents . a:re- -makfng_ . · 
eff.or.ts:, to•- Jiet· at least one member ·of thetr · tmme~fate, f·amfly -
~stattlishedu overs-ea-s; , Horlg Kon.gts• ino$t htgh Ty, tr-aine..d· workers are-

- like .Ty. to lfe<aqr~ng the most su·ccessful fn -le·t~--ing tne· c:oJony~ 
M'oreover,. -fn-vest-ors. eve rt tho~e-- pu.b:t fcly . pr.a f-s1 ng _ the ·cur-rerit -· 
Ch:fnese l eader.sft1 p and _ i_ts pollc.fe-s •. ar~ dfv-er-stffyf ng -the1 r .·: · 
fn-yestmerrts and movf ng ca.pit al offshore-·. I I > _ · -_._ _-· · -

. . . 
. ~ . . 

_ Th·e_ drafrt on -1nves..tment funds- and - skfl led worke:r~ will . -
·constl"ain Hting ·Kong's 1 ong-term growth. · A 1 th,o.ugh We'> e~p-ec-t :a , 
generally up11:a·rd trend over the next . 5 ·years~ - H:o-ng Kong• s. · gr.owth 
·rate: will fa Tr far short of historic levels and probabli rem·alh 
well be,low. rates being achieved by fts trad1t1ona,J corripf!-titor-s in 
the.· area·*' Nor ~-111 the - increase be· smooth~ - Cycles ... .;.; spurred b:Y 
f nvestor uncer.ta 1 nty and fue 1 ed by speculat 1 on---wi 11 .probably be, 
moi~ fr~~tient and or increasing magnitude~~ Potential •-. for ----~ 
economic co 1 lapse wi 1l be- at its pe.ak dur1 ng these· cycles~ I 1 · .: 

W_e belfev&that, in the 1 ong r·un, the floundering economy 
will ·: pressure BefJ1itg to e:,ch·ibit·. fle-xibflfty in. its . negot1at1Qns 

· wf th th.e. Br1t1·sh.;. At , present, however, Be1Ji ng appear.·$ ·coriv-i nc~d 
that· ft• can .pacify -Hong Kong·· investors and ·matnt~in economic 
vitality. withQut- a: sJgnfffc·antBrfti.sh pr-esertc.e and;. -: hence, · wil _l 
p.robabl y co ntf nue t ·o· take a hard l in_e approach ~ _ Be fj f; n.g' s 



· ..... :,_. 

. ._____I ------,--~I 
. recogn f t'i on·. that' this . approach is caus_i ng severe problems . and- . 
mod .f'fi cations ·.Jn C.h fnese demands might not,. however~ . come: unt 11 
1 nve-stor c_ oof 1 dence:. 1 n- Hong Kong . has .been 1.rreparab l y : dama'ged~ 
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~REGIONAL fifAIRS 
The Sino-British talks on Hongk~ng enter· a crucial phase 

.Fol'Y(~r.g t~~r/$.qq~~e:.:_Jwo .,. 
I 1.., ' 1 .., J "t , t # • lj ' ' I I • • ; ., • • ~ 

,By Dere'liDaYies1111dMa,;y Lee · - ~,., Y: _ ·,·· J ··,:·, ·,: 

· Sino~Briti h talks will -take part ih thelalks as a member bf · territory1-t he Economic Journ.al, l)Oiilted 
~ · oh ongk ng'''. fu. the ,British ' Government delegation . out,. lay ,in -miscalculating China's ,ikely 

'O.<c,~t,. -tvre•el\tered ii new. Therefore he can ' ,only represent the reaction to Tsao's_presence in P,eking dur-& ,Jll},':1i · !J),rObfibly cru- Briti h Govem~n't in ,the talks." . ing -the .tat~ ; given that You de ,had al-
~<c," ~ ' fi~I ~tiase in Pe'ki~g After thus . co.rrecting . Youde, the readyt ripped:up' n theiquestion10fwhom ' 
~~~ ~ on .July J2 .amid Chinese foreign Ministry went on 10 re- he represente . The New Evening Post's --- --f · signs ,that there are fuse a visa (or a fast-minute addition to scathing response' FleaJ1ly-s~owed that Pe­

stiil ,pitfalls, apart rOIT) the fOntroversial Youde.'s team from . Hongkong - Direc- king did nbt,share'the t.longkong Govern-
. issue of sovereignty. wnich will neea care- tor of 'InformatioW1Services Peter Tsao, ment's conce~ri \t11at -a PfJ!SS aide should 
ful circumventing. . · who ,was to have joined political adviser manage more than 40Jocal reporterscov-

Hong~ong was not 'exp~ctmg milch Robin McLaren and chief government in- ering the talKs . ' ' · 
from the joint -statement 'at the'l:nd of the terpretel' Y. 'P. Cheng a" the governor's · Youde -obvipu~~ eed!!d ome elp: 
two-day talks - but got rather better than personal press officer. . 1 press photo~r,ap~s· and '.I}' , screens once 

· it thought. The. negot" tions ere de- The Tsao incidlrit had all the ingre- again showed the mall-statured governor 
scribed as "usefttf and -constructive." This dients of a· classic cliplomatjc gaffe: in almost ovl.!rwhelniei:i by a stockade of 
undoubtedly ,-eflects a· new awarpnes on May, he ad tolcH(Briti h newspaper that waving microphones ; entan_gled in a tele­
Peking:s part of the fr.igility<>f confidence if a solution over :Hongkong ·s future was vision cab e and being pursued re-
in H ngkong: it markets and1tscur-rency ,- not reached , .he himsclf mild emigrate . len'fle sly 1 'by .~ "Hongkong reporters 
wliich all slun,ped 1bac'k in :the day.s:when ~ext ,came the government's -annouhce- ,whenever he app&ared in Peking. A con-
various Chii:iese spokesTI¥ID·W.ere aintirig 111' r' ,r • 
threatening i scenal'io5, and• hich ;Ill ~ .. ~·' 
climbed . \llOk _harpJ3/ wjt)) 'then ~ 1<(9,l!l~'!it... · · J,. · · 

wee'5s ilgO lh<!.t tl_le a1ks,~e , U CANNOT .&PEN( 
sumcq_ fo • ,r ~ j_~eµ,!1 , · nw £0PL£ 'QF· · G· r" · · 

· .•. 

1phere : "rl' wH " .;.,• .• , 
Thenew~,that ,l)e alks ijJ e sume,il 1~~ai!~r.'.:J.~~ ~• '· 

• • • •I• 

within two weelcs ai th . psi°' i also n~ 
couragin& ~. _evidence' tha ' tn egot -
·tion bavi:: ' ndeed acguirilt fle ·mqm n~• 
turn : reflecting the <desire of botb . I~ to 
;minimi e uncertainty a d reachitn Linder: 

tanding.as soon as possible 
China clear) dis la ed its en 1t1v1t 

uf o er 'h .r presentei.d Hogg 011 • m~ 
te~ests rat er_ than ~yer _ overeLgn~ - in 
·the few days leading up to the start of the 

econd phase. Governor Si.r Edward 
Youde. a member of -the British delega­
tion headed by Arnba sado~ Sir Pere 
Cradock, walked j nto a aiplomat1c 
minefield when replying tp a question dur­
ing ~July 7 pr-es conference on whom he 
rwould be representing at the negotiations . 

Youde said categorically : " I am the gov­
_ernor of Hongkong. , . . ilndeed )'represent 
<the people af Hongkong. Who.el e would 
·J represent?" );'oude had jus't' telurned 
with_ memb\!rs of his policymak'iryg Ex"ecu­
itive 'Council from London here lie dis­
icussed Hon_gl«ing's ,fµtu.re with Brjtish 
Prime Minister Margaret Thatcher and 
Foreign Office representatives . 1t a e 
lfirst<time' be had defined o deci ively his 
Tole to-a seemingly leaderless community. · 
· Youde. an experienced diplomat, had 
clearly contraaicted Peking's earlier state­
ments tl\at be could represent only the 
!Brijish. China regards Hongkof!S n ~ 
pf .its territory, who$e peopl~ are cgmpat­
iriots-thus part of the samefamily"1hose 
"nterests .are,.a-domestic issue and no con­
cern of Britain. A Chinese Foreign Minis­
:try response ~he ne)!t day~aid :~·_Mr_)'o!!de 

12 

... ,I" 

ment, jinmediately after Youde's press 
conference and before securing Pe'kmg's 
assenl , that Tsao would be going. 

, ~· ' 

The pr_o-Peki(!g Hongkong newspaper 
. the'Ne f }5v,enJn,gPost retorted the fol ­

lowing day· ''We hall ]mow in a couple of 
days whether Peter T ao will really ac­
company the governor north ... One is at 
a loss just how he could have been re­
.quisitioned 'for [Youde's] per onal ser­
•vice . Asis k110wn ' to all , tbe 'talks are a 
matte'r between China: and Britain .and 
there GBn be no interference by thi,:d par­
ties . . . De·ta1Is'of the talks will nat~rally . 
not be disclosed . Even if there is any news 
to beJmade public, this would be a-matter 
for the representatives of China and.Bri-
tain ." ·' ·1,• ' 

The Hongkong Government' m·isiak:e, · 
as one iqdependent Chinese daily in the 

f -r. ~• ••1 .. 
voy of cars -carrying .reporters shadowed 
You-de lirh6u!iine when it emerged from 
the Britisll' Embassy -and lleaded for the 
first session 'f•the new talks, -w.hicb were 
held in a guesfnouse in Pekirig's.ol~ lega-
. ·'11·,J . I . t1on !)Uarter. . . , . , 

Analysts atlded that Chinll, already un­
happy with'BTitain's commitment that the 
solution mu t be acceptable othe,people 
of Hongkorrg a we1I as to the two-govern­
ments, proo'ably sawTsao1s pre ence as an 
attempfby ·oucie to secure a position for 
Hongkong:.af' the1alks via the back door. 
It is not clear how Peking would have re­
sponded hatfLondon, and not Ho1_1gkong, 
submitted fiPsao' • 11ame, ,thus observing 
-protocol :-' rr, ~ ti· .• ,., • ,, ,. , 

Arguably! ' eking' s decision -to deny 
'T<sao a v1si1<rriay be110 more than a heavy-· 
handeo reminder that ·China -11ot Brit­
ain and certainly not Hongkong - .has the 
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upper hand in steering the talks : But the 
fallout from Youde's remark served as a 
reminder that, aespite a 'better under­
standrng of each other's position" after 
nine months of "useful exchanges:· a 
great deal of ground remains to be co­
vered, th~u_gh both ides have said that 
Youde's remark will not affect the negoti­
ations. 

·Jt is increasingly evident that - as the 
REVIEW first reported_ Ouly 7)-the issue 
of sovereignty has been ,9efused and cir~· 
cumvented . This lies ' in London's ' 
acknowledgement that , even if .it sticks to 
the 19th century treati~s 4nderwhicli Brit ' 
ain afquired Hongkong: thg Br1tish would' 
have no legal basis to ,remai11.'in lhe evJ · 
Territories after the lease on that portion 
of the colony expires jn 1997 ---; . and 
that there is no practic.aJ_ yv~f they can 
hang on to the Kowloon peninsula and 
Hongkong l~land itself once fhey are be-· 
reft of their hinterland . )n return , in-. 
formed sources say. 'China h"ls' 'indicated t 

that it will not p'res tot any,_-~hange in 
Hongkong's status until 11997 ·(Thus its 
spokesmen· are sticking \8 the;'still-com~ 
farting formula that China wiitJ'~eassume 
its sovereignty over Hongkpn '1wheri the' 
time is "r_'ighi," o'r '" ripe'• 'br opportuiie.J 

The talks are therefore about how t~e I 
British will work to fa i itate the 997,· 
change of sta'tus and lhe . ba ii'tees 'a~d 
assurances they can extrac- fr:8 :tl;'e~ing to 
satisfy their desire· to ·sa_ g a B'''.'fhF, in­
terest of the people df Horigl<ong -~h 
hus 'thieve n vcnroa1 'honourable 

withdra~al." -':-:. .. 
.... ..... . • ('t..( 
~ ... .~ 

Britain.- _ co~ni"itmtnt to solut 
acce gk 

is ov 
m u 
a ~ 
( . Th 
is n d • 
t . ft 

non dge 
mains t 

But ha Ho 
kon ant. to.tha 
the majority. a ave ind1 
cated prefer he tatus ude tol 
Thatcher and Foreign , minister 
that th·e people "attacheq.1gtrat ,imp<>.r 
tance to their lifes!Y)e, l?.tfl#,r !rfedo-'!I to 
come and go . 0 • -and·do the1 
and he · are looking for contj 
tinuit~ of what n~,did not 

If You e•s assessment ·I'\ a~u-ect, "then 
Hongkong people are hopi11g for..a solu-. 
tion that will provide thti ~~\ of bolh 
worlds - Chinese sov~mgi_,ty and a 
British buffer ( oLundeter,mi,ned~f!)rm) ' 
protect their style of life ~!Jd. J-iigh,suµ-ti,l 
of livi11g from ;jnte.rfereq8; .J:,y_,,~Cbi. 
Thereafter.-. opin19ns are.,):! Aeg: 
y~unger ·-gener.afi,on. rParti<;µJpr_JS,,. un1v. 
s1ty students, wan,t ~ mor.e democra 
form of administration, r~u(. .P.Jis :. e 
shudders down the collecUYlrfSPpl~O 
o~siness establishment. . --,,,,,rwJ."J'..'l~l 
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-
The udents .are already • ry ke!n n· 

China's proposed gangren ihigan,& (self• 
administration. . by 'Hongkpng people) 
plan . Even overnment~ officials grudg­
ingly admh that he gangren formula ·s a ' 
masterful stroke m China's campaign for 
the hearts and mind of HQngkong 
people , pjirtjcularly the youriger ,genera: 
tion . However • influenfial wealthy local 
Chinese and , many ,middle-class profes­
sionals, w}lo 'ave tll pathological fear of 
po1itics, partiqular,1,Y oci1alis_m, ~~d who 
have vested ·nte{ sts io ma1l)lammg the 
existing elitist sy tern o{ .administration, 
think those whp P,port fhe,gal}gren plan 
are, 'dangerously aive , . ,,, 

'A new~var:µ,i 1 'pf the elf-administra-
. I 'r ' 1 d t100 pan as alsotecenJ y emerge - put 

fotwartl iJ a ne~y apJ>Ri 't¢'d member of 
;,,: .., 4 J ( , ' ; • 

t. ~ ,. . .. '~ 

ond ·phase of talks .constituted .pfo_gre s. 
As far as foreign investors are concerned, 
boe analyst said :_"Nothing has changed . 
What our clients want is reassurance that a 
solution , Which has 10-ensure an adminis­
tration independent of Peking, will work. 
Every aspect of Hongkong' futlJ!i gov.; 
ernment must ,be dealt with at the local , 
·rather than the federal level.·· . ~ 

Analyst~ expecl the,sami; level of Jea,k­
age from ·1he current talks on sub taniive . 
issues ~s lhat I hi~h preva,ted'in,the p~st 
nine monfbs: ·• We ·w~II proba~JX 9 \Y, 
oyer the ,i;ie,xt_'.thr,ee mon,ths , wliethe . ~e 
chan_ces ;pf,' '9 J 11aiji'inistrafive1y j~_pep~h; 
de_nt Horigk~~fa\~fis~µg pr_:JalJm~,:- Qne 
said. .•,, ·,: "" ,: ~,·~-rt, .. ◄ ii:'! · y· 

Obsl'!rvers were- .,meanwhile urren ly 
ch,eere~ ,bf n1ef,~}lia~ ,trye seco~d,p~ase' of 

s a to .con rate on. lie 1tey-
rit o a solution - details like who will 

a p m I e governor and to horn tie ~Ill 
ariswd'...,, rather thah·on -sovefcign'ty. e­
ports from variou people who have met 
Chinese elder states.man Deng Xiaopjng 
recently confirm earJier account .that J>.e­
king now reels that once the administra­
tive arrangements Jor Hongkong arc 
sorted O.l.U • .the sovereignty jssue w/11 re-
olve itself. . . , , - , 

On the first day of the talks. Chinese 

the Chine e Political COnsulta­
;rive Conference stand1 g committee,_local 
industrialis kai . Ann to)d ttie 

, Forei,gn Minist ~y spqkesman Qi Huaiyuan 
denied a niport ~ _a J-lo~,gkong news 
magazine that China had told Britain it 
would revise jts constitution in order to 
guarantee thal Hongkong would .con'tiQue 
as .a capitalist .society with different,sta_tus . 
from the rest of China , after the 

REVIEW: above Jndividuals : 
Hoogko overned t,y Hong-
kong law have order, ~en 

hy,, ro perity. •: , 
anw nee · which esur-
in t g stockmarket be-

ee~ J~nf! ly 8 is 9n~ again 
ngmg JD; A_nalysts ma_P.tain , 
at fTIUCh ~5 &illfoo !};;$260 
i]lion tr ek ltheHapg Sen_g 
dex soar n 95 ,poin~)~me 

O\Jl local 9}ell_that pi ec-

over~ignty .. issue was resolvec!". '- 'r~e . 
spokesman reiterated Premier Zhao 
Ziyang's statement _in his repo~Jo.the _Na-., 
tional People 's Co11gress last ,iignth 1hat , 
··c;hina will at an ..opportune moii;nent, .re- , 
cover Chin~se sovereignty oy':r.,H.o~-
,kollf, and take appr9_priate ,m~~ures ,to_.. 
mai_!ltain its pr9sperity." Jn a!ly event. the 
report wa~ incorrect because China has al- ; 
ready ;taken .account ,of cases uch . as 
Hongko,ng·s through th~. provision rfor 
special administra9ve r~gions . . .. Ii 
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