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PRTME MINISTER’S VISIT TO BEIJING
6—-8 OCTOBER

OUTLINE PROGRAMME

* denotes joint event with Mrs Blair

Monday S5 October

1430 Depart LHR

Tuesday 6 October

0730 *Arrive Beijing
. *Greeted by Vice Foreign Minister

0740 *Depart airport for Diaoyutai State Guest
House

0820 *Arrive Diaoyutai State Guest House

0950 *Depart for Great Hall of the People

1000 *Arrive at Great Hall of the People, Tiananmen
Square

*Formal welcoming ceremony

1015 | Téte-4-téte talks with Premier Zhu Rongji

1100 Formal talks with Premier Zhu Rongji

1215 Join Business Summit for end of meeting,
. photocall and pre-lunch drinks

1245 Depart for Diaoyutali State Guest House

1255 Arrive Diaoyutali State Guest House

1450 *Depart for Forbidden City

1500 *Arrive Forbidden City

15 minute interview with CCTV
1515 *Tour of Forbidden City
1615 approx *Depart for Diaoyutal State Guest House
1820 *Depart for Great Hall of the People

1830 *Arrive Great Hall of the People
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1830

2000 approx

Last updated: 29 Sep 1998

*Banquet hosted by Premier Zhu Rongji

*Return Diaoyutai State Guest House

Wednesday 7 October

0835 *Depart for China World Hotel

0900 Open Commercialisation seminar (short remarks)

0930 Video link opening of British joint wventures
and Financial Services Seminar

1015 Signing ceremony for commercial contracts

1030 Coffee with 0il and Gas and Cleaner Coal
seminar participants

1045 *Meeting with participants in British Law Week
and recipients of human rights scholarships

1105 *Depart for Beijing Ancient Observatory

1115 *JANET/CERNET Computer Link Up

1150 *Tour of Shooting Stars exhibition

1220 *Buffet lunch with young Chinese

1300 *Depart for National History Museum, Tiananmen
Square

1310 *Present urban regeneration competition prize
and view "New Urban Environments" exhibition

1340 *Depart for Baitasl urban renewal site

1385 *Guided tour of Baitasi urban renewal site
(lively street market)

1430 Depart Baitasi for Diaoyutai State Guesthouse

1440 Return to Diaoyutali State Guesthouse
Time for speech preparation/domestic business

1625 Depart Diaoyutaili State Guesthouse for
Yangyuan Hall, Diaoyutai

1630 Call on President Jiang Zemin

1800 Depart for Kempinski Hotel

1830 Arrive Kempinski Hotel

e
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Meet VIPs

1900 British Chamber of Commerce Dinner
Speech

2055 approx Depart for Diaoyutai State Guest House
2120 approx Arrive Diaoyutai State Guest House
2130 *Farewell call by Premier Zhu Rongji

Thursday 8 October

0815 *Depart Guest House for airport
0845 *Depart Beijing
1045 Arrive Shanghal
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VISIT OF RT HON TONY BLAIR TO SHANGHAI : 8 - 9 OCTOBER 1998

OUTLINE PROGRAMME FOR TONY BLAIR

8 October

British Consulate

10:45

11:00
11:10
11:40

12:00

12:30

13:45

14:00

14:35

14:40

14:45

14:55

15:15
15:20
15:30
15:45

17:30

Arrive Shanghai Honggiao Airport from Peking (BA
Charter)

Depart for Spirax Sarco site (Caohejing Hi-Tech Park)
Arrive at Spirax Sarco site - briefly tour and open offices
Depart for Regal East Asia Hotel

Meeting with Mayor (restricted to 10 from Official
Delegation - tbc)

Proceed to Ballroom for banquet lunch with Mayor and
guests

Depart for Mori Sen Mao Building, Pudong (Royal & Sun
Alliance Office)

Arrive lobby and proceed to 9™ floor: R&SA office tour,
then to lobby for welcome and ribbon cutting ceremony

Photocall with Linklaters & Paines in lobby of Mori Sen
Mao Building (tbc)

Depart for Shanghai Stock Exchange

Arrive SSE building - attend Capital Markets Seminar on
26" floor

Proceed to trading floor to look at Jardines desk and
witness MOU

Depart for Pudong Shangri-La Hotel

Arrnive Hotel (greeted on arrival by hotel manager)
Meet CBIC Training Seminar participants (3™ floor)
Attend to private office affairs

Football event on terrace of hotel (Crystal Palace, Perkins
and National Football Team Members)
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9 October

British Consulate

17:45

18:00

18:30
18:45
19:00
19:30
19:35

19:40

20:20

20:30
20:45
21:00
21:20

21:30

08:15
08:30
08:45

10:45

P LN R T I Thet T I [P TR T o 1Y Vel Ol 21 1

Depart for ICA Exhibition at Westgate Plaza for British
Council event

Arrive Westgate Plaza and meet local Chninese viewing
exhibition

Depart for Pudong Shangri-La hotel

Arrive Hotel

Proceed to Ballroom to view exhibition

Mayor Xu arrives at hotel

Greet Mayor Xu in VIP room adjacent to Ballroom

Re-enter Ballroom for welcoming remarks (Britcham
Chairman, PM, Mayor) and tour exhibition

Proceed to terrace for photo opportunity with Mayor
(overlooking Bund)

Retire to suite

Leave hotel to pier for ferry across to Bund
Stroll along Bund and return to hotel
Return to Shangri-La hotel

Arrive hotel

Depart for Shanghai Hongqiao Airport (entire party)
Arrive airport and board aircraft
Depart for Hong Kong

ETA Hong Kong airport
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REST&CTED

FM PEKING
TO IMMEDIATE FCO

TELNO 1026

OF 290743Z SEPTEMBER 958

INFO IMMEDIATE DTI, CABINET OFFICE FOR NO 10
INFO PRIORITY HONG KONG

SUBJECT: PRIME MINISTER’S VISIT: GENERAL THOUGHTS
Summary

1. Chinese will treat this visit as second only in importance to
Clinton’s this year. Tangible bilateral outputs likely, but
important to establish that we are approaching Chinese as valued
interlocutors on global issues. Suggested topics of most interest
to them.

DETAIL

,. The Prime Minister’s visit will complete the restoration of
Sino-British relations following the quarrels over Hong Kong. The
next task will be the exploitation of that relationship in the lead
up to Jiang’s State visit next year.

3. The Chinese have made it plain that they are grateful for our
part not only in the transfer of Hong Kong but also in furthering
EU/China relations and getting the Human Rights dialogue onto a
more constructive footing during our Presidency. They will
accordingly treat this visit as the most important after Clinton’s
this year.

4. There are important commercial and bilateral items on the
agenda, and there should be reasonable outputs from the visit: it
will be essential that these should be adequately covered in the
agenda. But it is just as important that the Chinese should
perceive the Prime Minister as approaching them as wvalued
interlocutors on global issues, and not just with a shopping list.
Bath the French and Germans have made this mistake in the past,

ving an impression that the Europeans are only interested in
narrow bilateral advantage, in contrast with the US.

5. This is an important opportunity to establish a working
relationship with Zhu, probably the first Chinese Premier with whom
such an idea is realistic. Zhu’s own interests will be primarily on
the economic side: I think he will particularly welcome an account
of the Prime Minister’s views on reform of international financial
institutions, and its relevance to the Asian crisis. Also on the
Euro and Britain’s relationship to it. Both Zhu and Jiang will also
welcome any impressions the Prime Minister may have from recent
contacts with other world leaders: they are anxious about Clinton
and Yeltsin, and will be interested in Schroeder.

6. It would make an excellent impression if the Prime Minister
suggested to Zhu that arrangements be made between their offices so
that they could from time to time speak personally about urgent

matters. The Chinese are doing this increasingly with the
Americans.
T With Jiang the conversation can easily degenerate into amusing

but content free trivialities. This will not be wholly avoidable
given Jiang’s style, but it might help i1f the Prime Minister
explained a little of his vision of Britain in the 21st Century and




aske! Jiang to reciprocate. Where will China be in 10 years time?
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REST&CTED

FM PEKING
TO IMMEDIATE FCO

TELNO 1024

OF 300600Z SEPTEMBER 98
INFO IMMEDIATE DTI1I, CABINET OFFICE, HMT, SHANGHAI, GUANGZHOU

INFO PRIORITY HONG KONG, ACTOR, WHIRL

CABINET OFFICE FOR PS/NO 10

SUBJECT: PRIME MINISTER’S VISIT: POLITICAL AND ECONOMIC BACKGROUND
SUMMARY

1. Life has proved more difficult than Premier Zhu Rongji

anticipated but the leadership arrangements are holding. Economic
reform remains firmly on the agenda; the economic picture is not

rosy but media reports are overly pessimistic. Internationally,

qtive promotion of links with the West - and particularly the
ited States - continue.

DETAIL

2. 8Six months ago, Zhu Rongji pledged to a far-reaching economic
reform programme, including vigorous rationalisation of China’s
bloated SOEs and civil administration. This was predicated on rapid
economic growth cushioning the unemployment it would cause. But
growth has slowed, partly because of the Asian crisis, and partly
due to cyclical factors. Summer flooding has not helped matters.
Signs of discontent such as workers demonstrations have been
mounting, and some reforms have slowed (eg housing). But there have
also been solid achievements; central government reform has taken
place, with cuts of around 40 per cent in most of the main
ministries, and with comparatively little disruption. There has
been a serious attack on corruption and smuggling and Zhu has
successfully taken on some sacred cows such as the business
operations of the armed forces.

,. Through all this strain the vital relationship between Jiang
Zemin and Zhu Rongji has held. Zhu plays the role of a capable
Premier concentrating on practical tasks; Jiang plays the national
and international statesman. The leadership as a whole still
recognises that economic progress is the key to the regime’s
survival. The dangers of political instability rise as the economic
situation deteriorates (as Indonesia has reminded them) .

4. Zhu has a direct and no-nonsense approach to his work. He 1is
not afraid to make enemies if need be. There have been both
individual and institutional losers from his reforms who would be
only too glad to get back at him. So far the leadership backing
which he demanded has held but behind the scenes the knives may well
be being sharpened. Against this uncertain background it is not
surprising that although the political atmosphere has become (by
Chinese standards) more relaxed, there is no sign of any senior
interest in serious political reform. Dissidents who overstep the
mark are unceremoniously reined in. Jiang’s style is much more that
of the traditional communist leader than that of a would-be
democrat.

5. Internationally, China has worked hard at a significantly
improved relationship with the United States. Clinton’s visit in
June was a concrete demonstration of the new relationship. The




Chinge have also worked hard on building links with Western

Europeans; five EU Prime Ministers are visiting this autumn.
Relations with Russia have been complicated by the internal
situation there and relations with Japan, although generally good,

remain constrained by memories of past Japanese brutality and by
Japan’s position on Taiwan.

6. The relatively closed Chinese economy has avoided some of the
worst problems of the Asian crisis but has suffered from second
order effects including market uncertainty and loss of trade and
investment. The Chinese waste no opportunities to remind others of
the responsible role they are playing in the crisis and the costs
they are bearing. All this is real, though it is as much in Chinese
interests as everyone else’s.

7. Zhu has a political commitment to 8 per cent GDP growth this
year. It is unlikely that this will be achieved. Unofficially,
China’s GDP so far this year has grown at an annualised rate of 7.2
per cent. In order to maintain growth in a worsening external

i tuation China has adopted an expansionary monetary and fiscal

licy. Nevertheless, the deflationary spiral continues. There is
a limit to the effectiveness of such tools in an economy which is in
transition from centrally planned to market based. In the past few
weeks Chinese policymakers have started again to employ familiar
central planning tactics such as price controls and output targets
to drive the domestic economy. They do not consider that this
represents an abandonment of the pursuit of market principles.
Rather, they see use of such tools as a means of generating the
growth necessary to continue with reform while preventing widespread
closures of unviable enterprises. They are conscious that the
concomitant unemployment might otherwise lead to social unrest.

8. China’s foreign exchange reserves are healthy at around 140
billion dollars. Nevertheless, the leadership have recently become
concerned at the apparent leakage of foreign exchange. The currency
is not fully convertible, which offers some protection against
speculators. But fears of a policy decision to devalue (despite
repeated leadership assurances to the contrary) have prompted a
i.ﬁnificant outflow of foreign capital, including by illegal means.

9. Despite these setbacks, the leadership looks determined to
continue with the economic reform agenda and to search for new, and
sometimes old, ways of maintaining stability and fostering growth to
this end.
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-fFM SHANGHAI
TO PRIORITY FCO, CABINET OFFICE

TELNO 118
OF 280646Z SEPTEMBER 98
AND TO IMMEDIATE PEKING, GUANGZHOU, HONG KONG, DTI

FCO FOR PS/SECRETARY OF STATE, CHKD, PROTOCOL DEPT
CABINET OFFICE FOR WOOD (PL COPY TO BARTON, NO.10)
DTI FOR FIENNES (PS/SECRETARY OF STATE), COHEN (XP2)

SUBJECT: VISIT OF PRIME MINISTER TO SHANGHAI : SCENE SETTER
SUMMARY

i UK/Shanghai relations in good shape. Mayor’s fond memories
of last wvisit to Britain. Looking forward to Prime Minister’s
visit to Shanghai. City not immune from Asian economic crisis but
appears to be pulling through. 10% GDP growth rate expected this
year. Local leadership in firm control.

sTAI L
2

At the meeting which I attended on 25 September between the
Mayor of Shanghai and the outgoing and incoming Presidents of the
China Britain Business Council, Mayor Xu Kuangdi emphasised how
much he was looking forward to the Prime Minister’s visit to
Shanghai next week. He also indicated how wvaluable his own
official visit to the UK had been in 1996, and underlined his
support for even closer UK/Shanghai ties in the commercial and
other fields, mentioning specifically proposed investments by BP,
ICI and Unilever.

34 With the sharp fall in new Asian investment in Shanghai (down
70% so far this year compared with Jan - Aug 97), the city is
especially keen to attract further projects from elsewhere. And
it has had some success in doing so, as multi-million USS$ projects
by GM, Krupp, Kodak and other major international players bear
witness. These, and existing overseas investments, add up to an
impressive 18,000 partly or wholly-owned foreign enterprises in
nghai, the vast majority of them established within the past 6
7 years. With their help, Shanghai’s rust belt is slowly
disappearing. High technology and a growing service sector are
taking its place.

4 But the current picture is not entirely rosy. Whilst Shanghai
may have expanded its export markets in N. America and Europe (this
year the value of exports to these areas is 49% up on the
corresponding period in 1997) and expects to achieve a 10% GDP
growth rate for the year as a whole, unemployment is rising.
According to the local media, some 3% of people are out of work;
the Mayor admits to 5%. All the indications are however that it

is considerably higher. With the restructuring, and in some

cases, closure of local state enterprises, the situation is
unlikely to improve in the foreseeable future. And government
sponsored-training schemes are finding it difficult to keep pace
with large scale redundances: in the textile industry alone

200,000 workers are being laid off annually.

15 Local lack of confidence in the depressed Shanghai stock
market has not helped either. Money is being channelled into
bank deposit accounts instead, despite falling interest rates.
As yet, few Shanghainese have been tempted to buy property, in



spit!lLf Government incentives to do so. This has not helped to
relieve the pressure on hard-pressed developers who have seen
rental income falling dramatically in the past 12 months, thanks
to a combination of slack demand and a 10 fold increase in supply

in the past 4 years.

6. Shanghai has nonetheless fared well compared with many cities
in China and elsewhere in Asia. A recent survey conducted by
Mastercard throughout the region revealed that almost 2/3rds of
Shanghainese who were approached were optimistic about the local
economy, job prospects, quality of life etc, compared eg with 13%
in Hong Kong and 1% in Japan. The vast sums of money which are being
pumped into Shanghai to improve its infrastructure, and the
relocation in recent years of 1.2m people (with a further 600,000
to follow) from cramped and insanitary housing to modern well-
equipped flats, will no doubt have helped to increase the feel-good
factor. (The results for Shanghai put it in fact at pole position
in the survey). And even the recent widespread flooding along the
Yangtse has produced a silver lining for Shanghai (which was spared)
as new orders for locally manufactured textiles and relief supplies
have poured in.

.. If the economy is in reasonably good shape, so too is the
Shanghai leadership, which is well respected and in firm control.
Unsurprisingly, it does not tolerate dissent. It is probably no
coincidence that when the embryonic China Democracy Party recently
applied for registration in major cities up and down the country,
it was in Shanghai that the authorities were the first to say no.
But the leadership enjoys cocking a snook at Beijing when it thinks
it can get away with it. There are many examples of it succeeding
at a commercial level. This has helped to catapult Shanghai into
the 1990s after 40 years of neglect. But the leadership knows its
limits and if it is in doubt, one of Jiang Zemin’s sons who lives
in Shanghai and acts as part-time adviser to the Mayor, is on hand
to offer guidance. The local leadership is far too astute not to
heed that advice.

SUMMARY

8. Shanghai looks set to retain its position as China’s leading
Banmercial and financial services centre. Its people are shrewd

d canny. They have turned the ability to make money into an art
form. They and the leadership, with Beijing’s blessing, have
ensured that Shanghai has powered ahead in the 90s. There may now
be evidence of a slow down and some short-term difficulties, but
there is no reason to think that Shanghai will not come through

it all with flying colours.

9. Meanwhile the UK is well positioned in Shanghai. British
firms have not been slow to see the city’s potential. For some it
will be a long haul. Others are already reaping the rewards. And
more are lining up to invest on a large scale.
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PRIME MINISTER’S VISIT TO CHINA, 6-8 OCTOBER 1998

MEDIA BULL POINTS

UK/China Relations

- China is an important and growing presence in the world: nearly
one-quarter of the world’s population, permanent member of UNSC.

Our interests are naturally linked.

- Successful handover in Hong Kong has provided an opportunity to
build broader more constructive relations with China. We need to
work together to address global issues that affect us

all: environmental protection, financial/economic stability,

non-proliferation of weapons.

- Want to enhance cooperation at all levels: through organisations

such as United Nations and World Trade Organisation, bilaterally

and through commercial and grass roots contacts. Relationship must

also address difficult issues, such as human rights.

[When announced]

- HM The Queen has conveyed an invitation to President Jiang Zemin
to pay a State Visit in the first half of 1999. Important symbol

of strengthened relationship.

- Expanded relationship being mirrored by expansion of our
diplomatic representation in Shanghai and Guangzhou. Also

have put to Premier Zhu Rongji proposal to open a fourth

Consulate in western China.

[When Joint Statement agreed]

- Core aims and agenda for new relationship set out in Joint

Statement. But not meant to be exclusive.



People to People Contacts

- We have also agreed to launch UK/China Forum. Will be an
additional pillar to our relationship, bringing together top people
from outside government. Will include business people,
politicians, academics, journalists. Will complement and feed into

government exchanges.

- UK/China relations are about more than just official contacts.
"Britain in China" initiative, which was launched in January, has
drawn together official, commercial, and cultural threads of

relationship. Has significantly raised the profile of the UK in

China.

- Cultural links being renewed and refreshed. This week London
Institute of Contemporary Art staging an exhibition in Shanghai,
East West Film Festival showing a selection of British films in

Beijing and Shanghai.

- Next year, Edinburgh Royal Botanic Gardens, with government and
private sector support, will construct a British Garden for the

Kunming Horticultural Exposition.

- Excited to be able to highlight soccer links: meet youth team -
sponsored by UK company; in UK two Chinese soccer players now play

for Crystal Palace. And coach of Chinese national team is British.

- Links between young people strengthened by schemes such as VSO,
GAP, and Council which bring British Students to teach English in

China.



Trade & Investment

- Greatly admire tremendous achievements of Chinese economy in

recent years. UK companies playing a real part. Can do much more

to our mutual benefits.

- UK is leading European investor in China by a large margin (total
pledged investment worth £7 billion, actual investment so far £1.7
billion). Demonstrates UK companies’ long-term commitment to

China’s development process.

- Visible exports to China in 1997 were £920m (+ £758m to China via
Hong Kong). Up 26% from previous year. Hit by world economic
situation in first half of 1998, but have now pulled back strongly
(£504m Jan-July). Potential to do much more. |

Hong Kong

- Encouraged by developments in Hong Kong over the past year
and re-assured to see the HKSARG continuing to run Hong Kong
fairly and efficiently, to the benefit of the people of Hong
- Kong.

- Welcome evidence that China is giving Hong Kong the autonomy
promised in the Sino-British Joint Declaration (JD), and
encouraged that senior Chinese leaders have given repeated
commitments that this will continue. Implementation of the JD

the best guarantee for Hong Kong’s future.




Human Rights

- We believe that our dialogue-based policy, supported by practical
assistance (eg. British Law Week) can help to bring about real

improvements on the ground in China.

- China has taken several positive steps. We particularly welcome
the announcement that China will sign the International Covenant on
Civil & Political Rights this month. And the recent visit to China
by Mary Robinson, the UN High Commissioner for Human Rights. These
are further indications of China’s growing cooperation with UN

human rights mechanisms.

- Wish to deepen and intensify our dialogue with China on human

rights and to expand our practical assistance eg. on legal reform.




DEFENSIVE LINES

I UK/CHINA

Isn’t it true that China needs the UK more than the UK needs
China (as Chris Patten says in his book East West) ?

- Relationships of this kind are not a zero sum game. We and China
are part of a global system which faces major challenges -
environmental protection, security, economic and financial
stability. We need to work with China if we are to address these
issues successfully.

UK has allowed itself to be manipulated by China, played off
against others?

- Not true. We coordinate closely with EU partners, the US and
other key players. Believe we now have coherent policy aimed at i)
integrating China into world systems in a way that will benefit all
(including China) and ii) promoting positive social, economic and
political development in China that will bring about real
improvement in recognition of human rights. These two objectives,
and the means of achieving them, go hand in hand.

UK/China Forum - just a "talking shop"?

- Not at all. Will add a new dimension to our relationship with
China, drawing together official, commercial, and cultural links.
Will provide input into government thinking on China.

Choice of Michael Heseltine as joint Chairman?

- Well suited. Has long experience of government and private
sector, well respected and strong interest in China.

Inward State Visits

[After State Visit invitation announced]

- Invitation to Jiang Zemin is the first ever to a Chinese
President. Will be an important demonstration of our growing ties.
State Visit will take place in the second half of 1999.



[If needed]

High Level Visits?

- Mr Blair visited Hong Kong for the Handover ceremonies, June
1997: there he met President Jiang Zemin.

- Mr Major visited China in September 1991.

- Premier Zhu Rongji visited UK in April 1998. The previous visit
was that of Zhao Ziyang in June 1985.

- Robin Cook visited China in January 1998. The last Chinese
Foreign Minister to visit the UK was Qian Qichen in October 1995.

- Prime Minister’s visit caps an unprecedented year of high level
exchanges in both directions. Foreign Secretary and President of
the Board of Trade visited China in January, followed by Minister
for Agriculture, Secretary of State for International Development &
Deputy Prime Minister. Pleased to have welcomed Premier Zhu Rongji
to the UK in April, the first country to be visited by him
following his appointment.




IT TRADE & ECONOMIC RELATIONS

Prime Minister’s visit business delegation just a "grand package
tour"?

- No. The Minister is accompanied by a small, focused group of
business people who are involved in practical ways in development
of our commercial relations. This is just one aspect of the visit,
as of the relationship.

Trade figures?

- Visible exports to China in 1997 were £920m (+ £758m to China via
Hong Kong). Up 26% from previous year.

- Hit by world economic situation in first half of 1998, but have
now pulled back strongly, £504m Jan-July (+ £207m to China via
Hong Kong Jan-Apr) .

. - Potential to do much more. DTI and FCO increasing resources
committed to export promotion effort.

- China’s exports to UK 1997 £2.5bn. Jan-Jduly 1998 £1.6bn.
Will China be able to join the World Trade Organisation?

- We support accession of China to WTO on the right terms.
Important that a major trading nation like China is in the WTO
working towards multilateral trade liberalisation. But China’s
membership must be on terms which strengthen the global
liberalisation of trade.

When is China likely to accede to the WTO?

- Major trading nations like China should be part of WTO. But
China’s entry needs to be on terms which strengthen the world
trading system.

. - All sides need to demonstrate their commitment to more open
trade. We (and EU) willing to help with necessary transitions.

Financial sector access/insurance licences

- Great benefit for both sides in greater UK participation in
development of financial sector in China. China needs strong
financial sector to underpin economic development. UK has
expertise. Hope to see further market opening.

- UK sharing expertise, eg regulatory systems. Also soon to
launch Financial Sector Training Scheme. But best way to share
expertise is for companies to work alongside each other.




Plans to lift/relax EU arms embargo?

- No plans to seek lifting or relaxing of current embargo.
(If raised)

- Arms embargo does not extend to Hong Kong.

What has China/UK done to assist countries affected by Asian
economic and financial turmoil?

- We welcome China’s constructive and generous role in the
financial crisis, including the provision of bilateral finance to
neighbours (Thailand and Indonesia) .

- UK appreciates China’s responsible and positive economic policies,
especially regarding the stable Renminbi.

- Fully behind the IMF and World Bank programmes agreed in the
region. Britain is a major shareholder in the IMF and World Bank.
We have agreed exceptional levels of access to IMF financing in
several cases.

- Also agreed to provide short-term trade finance in Asia in G7 ECA
initiative in February.

- International assistance through providing expertise is equally
valuable. Asian countries will need considerable help
restructuring their financial sectors - an area where UK has
considerable expertise. ASEM trust fund currently being taken
forward by the UK and the World Bank.

- Financial situation in Asian countries discussed at ASEM 2 Summit
in April and at G7/8 Summit in Birmingham in May.




IIT EMERGENCY / DEVELOPMENT ASSISTANCE

Floods in China?

- Greatly saddened by tragic loss of life during recent flooding.
Deepest sympathy to those who lost loved ones. Hope UK
contribution to relief effort can go some way to help ease
suffering of those who have lost homes, livelihoods.

- UK contributed £400,000 to assist the relief effort mounted by
the International Federation of the Red Cross. This will be spent
on the provision of food, medicine, warm clothing and emergency
shelter. Also to contribute £210,000 to rehabilitation assistance
eg. rebuilding of primary schools.

Why does Britain provide development assistance to China?

- There are a lot of very poor people in China - current estimates
put the number at 270 million, (on the basis of the World Bank’s $1
per day measure) which is more than in the whole of sub-saharan
Africa. The Chinese have done a great deal themselves to reduce
poverty but much remains to be done and they value and make good
use of our assistance.

How much is Britain spending?

- This year we expect to spend about £35 million. This includes
some older style infrastructure projects which are being completed
while we work up new projects in health, education, water and State
Owned Enterprise reform.

How is £35 million going to help 270 million poor?

- We work closely with other, bigger donors - for example the
European Commission and the World Bank (which has a lending volume
of $3 billion annually). However the scale of the task facing the
Chinese government and the development agencies is enormous.

- We try to ensure our aid achieves strategic impact by helping to
develop approaches or techniques which provide models for wider
replication, by co-ordinating our assistance with those of other
donors, where our contribution will enhance the effectiveness and
impact of larger projects.
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Where do the main challenges lie?

- Threats to the environment as a consequence of China’s rapid
economic growth (land, air and water pollution, rural soil erosion
and depletion of natural forest cover).

- Growing unemployment and income insecurity as China proceeds with
essential modernisation of its state owned industry.

- Growing regional inequalities with provinces in the west and
mid-west, most 1in need of development assistance.

- In response to this, Britain is concentrating its programme on
human development (health and education), environment and economic
reform.

Examples of British aid?

- Over the last few months we have prepared a number of substantial
new project proposals with an estimated value of £60 million.

These include a £15 million project to help prevent the spread of
HIV/AIDS, £10 million to help with the development and
restructuring of state owned enterprises, £10 million for basic
education services 1in Gansu, and a £6 million water sector
development programme.

Does Britain support China’s one child family planning policy?

- We believe that family planning is a matter for informed parental
choice.

- The UK does not provide bilateral support for China’s family
planning programme. Instead we channel resources through United
Nations Family Planning Association and International Planned
Parenthood Federation whose programmes emphasise the principles of
reproductive choice and service quality agreed at the Cairo

Conference.
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IV HONG KONG

Britain has washed its hands of Hong Kong?

- Absolutely not. Whole objective behind our work up to the

handover was to lay foundation for successful future for Hong
Kong. Now working hard to establish fresh relationship with

Hong Kong which reflects new realities.

Asian Financial Crisis

How does Britain view effects of crisis on Hong Kong?

- Inevitable that, as a major financial centre, the effects of
the Asian economic problems would be felt in Hong Kong. SAR
authorities have responded robustly, and with a high degree of
autonomy .

- Measures announced by Chief Executive in May and June
indicate SARG’s commitment to deal resolutely with current
problems.

- Note efforts SARG are making to address problem of
unemployment, through job creation and enhanced training.

- Despite the difficulties, believe SARG run a well-managed
economy. Believe positive factors should see it through
present difficulties and help it take fully advantage of the

eventual recovery.

Should SARG have directly intervened in stock market?

- Support SARG’s commitment to defence of the peg, and
contribution of their actions to global and regional financial
stability. We understand why the SARG took the difficult
decision to intervene.

[if pressed]
- Concerned about destabilising effect of some hedge funds.

Note that many have lost a lot of money recently.

Elections

- Welcome the fact that elections were held in May and that
people of Hong Kong have had opportunity to vote for the
candidates of their choice in the geographical constituencies;
and that the new LegCo includes representatives from across
the political spectrum.

12



- The high turn-out demonstrates the determination of people
in Hong Kong to play a full role in the democratic process.
Our concerns about the framework for the elections,
particularly the sharp reduction in the franchise for the
functional constituencies, are well known. But we believe
that the conduct of the elections was free and fair and
reflects well on the SARG.

- Elections were a step towards a legislature elected entirely
through universal suffrage. Hope SARG will build on this
achievement and work towards early realisation of this goal.

European Parliament sent monitors to the elections, why not
HMG?

- We saw no need for HMG to send formal election observers.
Hong Kong already has an independent Electoral Affairs
Commission which did a good job of organising and supervising
the conduct of the elections. As part of their diplomatic
function, BCG staff in Hong Kong followed the elections
closely.

Are 1998 electoral arrangements compatible with JD?

- The Joint Declaration provides only that the legislature
must be constituted by elections. It does not define the
nature of these elections. There has been no suggestion in
Hong Kong that they are inconsistent with the Joint
Declaration.

[If pressed]

- The key question is whether the arrangements constitute
elections. Although these were very different from the
elections with which we are familiar in the UK, they conformed
to the basic model for elections used in Hong Kong since 1985.
The selection of the provisional legislature did not. While
we regard the arrangements for the May elections as seriously
flawed, they did enable the people of Hong Kong to take part
in an electoral process.

Should the Basic Law be amended to allow for a faster pace of
democracy?

- This is a matter for Hong Kong not the UK to decide. But
hope SARG will listen carefully to views of Hong Kong people
on this matter.

Should SARG adopt ministerial style of government?
- This is a matter for Hong Kong not the UK to decide. Note

the active debate on proposals to move away from the
traditional executive-led government.
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Rule of Law

- Evidence so far is that rule of law remains robust.
Independent judiciary guaranteed by JD; institutions
functioning effectively; judiciary staffed by individuals of
considerable integrity.

Emily Lau/NCNA and Sally Aw cases?

- Under JD and Basic Law, decisions on prosecutions are taken
independently in Hong Kong. Recognise local sensitivities,
but not for HMG to say whether the "right" decision has been
taken in any given case.

Adaptation of Laws Ordinance?

- We believe it 1s reasonable for the SARG to adapt laws which
refer to the British Crown. What is important is how this is
done. We understand the concerns of people in Hong Kong about
the status of the New China News Agency and the fact that its
role in Hong Kong is unclear.

- We hope that the SARG will listen to the views of LegCo and
the people of Hong Kong when deciding on how to implement the
ordinance.

Human Rights

- We continue to follow developments closely. But as our
latest six-monthly report made clear, our assessment of civil
liberties in Hong Kong since 1 July 1997 is positive.

Is there self-censorship in Hong Kong press?

- This has been a concern for some time but should not be
exaggerated. We have seen little evidence to suggest that
there is more self-censorship now than there was before the

handover.
BL 23 Legislation on subversion etc
- A highly sensitive issue. Welcome fact that the SARG is

proceeding with caution and has undertaken to conduct a public
consultation exercise on the issue.

14



Bill of Rights Ordinance amendment restricts rights gquaranteed
under law?

- This passage of the Amendment Bill does not appear to have a
significant effect on the human rights position of Hong Kong
people, because the original Bill of Rights text remains
intact. BL39 continues to guarantee that the provisions of
the ICCPR shall be implemented through the laws of Hong Kong.

- But any change in human rights legislation is a sensitive

matter and bound to arouse interest and concern. Such matters
should be dealt with by a properly elected legislature.

Chek Lap Kok Airport

UK responsible for teething troubles ?

- The achievements of British companies involved in the
construction of the new airport are widely recognised. This

. prestige and high profile project matches Hong Kong’s status
as a major economic centre and hub for the region.

- Pleased that initial operational problems now addressed.
Note three separate inquiries underway to investigate these.
Would not wish to prejudice inquiries by commenting on issues

under review.

Visa-free travel for Hong Kong residents

- UK continues to grant visa-free access to BN(0O)s and has
granted visa-free access to HKSAR passport-holders since

1 July 1997. Over 80 countries give visa-free access to
BN(0)s and 50 to HKSAR passport-holders.

- Britain will continue to support visa-free access for BN (O)s
and HKSAR passport-holders. Freedom of travel is wvital to
Hong Kong'’s continued success as world class trading and
financial centre. Important also that third countries’

. immigration regimes recognise Hong Kong’s high degree of
autonomy from China.

Vietnamese Boat People

What is Britain doing to resolve this problem?

- HMG has done a great deal to help resolve this problem.
Britain has already accepted over 15,000 refugees and
continues to consider further cases of refugees with family

links in UK.

- UK still offering diplomatic support of efforts by China and
the SARG to resolve the problem. British Ministers continue
to ask their Vietnamese counterparts to work with the SARG to
resolve fully the problem of repatriating the economic

migrants back to Vietnam.
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Will Britain direct bilateral aid to those areas of Vietnam -
where VBP originate?

- UK refocusing and expanding bilateral development
programme for Vietnam. Programme not targeted specifically at
the economic migration issue but should be of indirect benefit
to Hong Kong if it tackles the problem of poverty that were
the root causes of economic migration of Vietnam.

Will Britain contribute to UNHCR debt; or press UNHCR to
settle?

- This i1s a contractual matter between the UNHCR and the SARG.

Immigration and Nationality

HMG agreed to grant British citizenship to remaining BDTCs?

- The question of British citizenship was only one aspect of a
wider review into our relationship with the Dependent
Territories. The review is still under way and no final
decisions have been taken.

Will HMG consider giving British citizenship to all British
Nationals (Overseas) in Hong Kong?

- The case for British citizenship for Hong Kong BDTCs was
fully considered by Parliament when it debated the 1990
British Nationality (Hong Kong) Bill. We continue to believe
that the decision to grant British citizenship to 50,000 heads
of household and their dependants under the British
Nationality Selection Scheme (BNSS) was the right response.
Since then, Britain and China have successfully concluded the
smooth transfer of sovereignty, and Hong Kong has become part
of China.

Why did the British Government wait until after Hong Kong was
out of the way before conducting this review?

- We launched a proposal to conduct a review of policy towards
the Dependent Territories after taking office in May 1997.
Public interest in the humanitarian crisis in Montserrat also
prompted the need for a fresh look at the policy.

Ethnic Minorities Citizenship

Why are there delays in processing applications for British
citizenship from minors of Pakistani origin under the British
Nationality (Hong Kong) Act 19977?

- Majority of the applicants under this legislation come from
the Indian and Pakistani ethnic communities. Has been
necessary to consult Indian and Pakistani authorities about
their citizenship law in order to determine whether applicants
for British citizenship qualify under the provisions of the
1997 Act - ie they have no other nationality than British.
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- Queries over adult applications from both adults and minors
of Indian origin have been resolved; and the applications

processed.

- Applications from adults of Pakistani origin have been
processed. However, queries remaln over applications from
their minors. HMG discussing with Pakistani Government to
determine whether these minors remain citizens of Pakistan.
Once this clarification is received, outstanding applications
(approx 600) will be processed quickly.

Why has HMG changed the entry clearance requirements for
domestic workers to the UK?

- We have been concerned at reports of abuse of domestic
workers, and has been working closely with the organisation
which represents overseas domestic workers in the UK
(Kelayaan) to see what changes could be made to the conditions
for entry, with a view to preventing abuse.

- The changes will mean that all domestic workers permitted to
enter the UK, even those accompanying employers on short term
visits, will now be allowed to change employer after entry.

Hong Kong residents have no record of abusing their domestic
workers. Why should these changes affect them?

- We believe it right to alter the conditions under which
domestic workers can accompany employers to the UK. The new
Rules clearly allow this when the worker provides some form of
specialised service beyond the most basic duties.

- The changes are designed to afford some protection to all
overseas domestic workers in the UK. In line with normal
practice, these rules apply equally to nationals of all third
countries and are not targeted at employers or employees of
any particular nationality.

Can these rules be relaxed for Hong Kong residents?

- New conditions have to apply without discrimination,
regardless of the employer’s nationality.
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v HUMAN RIGHTS / TIBET

HUMAN RIGHTS

Did the Prime Minister raise human rights/Tibet/Individual Cases?

- Human rights, including the situation in Tibet and individual
cases, was one of the topics covered during PM’s discussions with
Chinese leaders. [check]

HMG more interested in trade than human rights?

- No. Human rights remains at the centre of our foreign policy.
But at the same time, we do not believe that trade and human rights
are mutually exclusive.

- Opening up of China’s economy has brought greater freedom of
choice to many people in China. Want to work with China to
consolidate and expand development that will bring about real
improvement in the lives of ordinary people.

- Human rights and business interests can go side by side in
partnership. Trade and economic cooperation helps to open up the
Chinese system and promote contacts at a personal level. This
exposes the Chinese to the practices, standards and expectations of
individuals and governments in other countries.

Tiananmen Square 10th Anniversary next year?

- Our position on the events of June 1989 are well known. We
deplored the actions of the Chinese authorities at the time
and our view has not changed.

- Through our human rights dialogue, we have raised the cases
of individuals who were imprisoned for their involvement in the
pro-democracy movement. We shall continue to do so.

Human Rights Dialogue?

- Last UK/China human rights dialogue meeting took place 14-17

September. Addressed issues such as cooperation with UN human

rights mechanisms, religious freedom, death penalty, individual
cases of concern, situation in Tibet. Next round Spring 1999.

- Next EU round of dialogue later this month. Will include a
legal affairs seminar and seminar on the rights of women.
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Is dialogue based approach working?

- Dialogue beginning to produce results. Since the start of the
UK/China human rights dialogue in September 1997, and the
resumption of the EU/China dialogue in October 1997, the Chinese
have taken positive steps. Including:

* Signature of International Covenant on Economic Social &
Cultural Rights (ICESCR) in October last year.

* Announcement that it will sign the International Covenant
on Civil & Political Rights (ICCPR) in October. [or,if signed -
Signature of ICCPR on Monday 5 October].

* Agreement to transmit Hong Kong reports under UN Covenants.

* Visit to China in September by Mary Robinson, the UN High
Commissioner for Human Rights.

* Visit to China by UN Working Group on Arbitrary Detention (an
independent mechanism of the Commission on Human Rights) .

Visit to Tibet by EU Troika Ambassadors (1-10 May) .

(and others - release of dissidents / technical

cooperation / EU legal affairs seminar)

- we are pressing for further positive steps eg:

* Ratification of both human rights covenants as soon as
possible and with the minimum of reservations.

* Further visits from UN Special Rapporteurs (eg Special
Rapporteur for Torture).

- But serious concerns remain. We will continue to address these
concerns through dialogue, both bilaterally and with our EU
partners. We will continue to express these concerns publicly,
including in the UN framework, and keep our policy under review.

EU position on China at Commission on Human Rights (CHR) ?

In view of positive steps taken by China in the last year, EU
Ministers decided that neither the Presidency nor member states
should table or co-sponsor draft resolution on China at CHR in
March this year.

Letting China off the hook?

- No, far from it. Focus 1is still on China’s performance.
Successive failed resolutions had not brought about any concrete
improvement in China’s observance of human rights.

Not treating large and small countries the same?

- Important to address our human rights concerns in the way most

likely to bring about results. This will not be the same in each

19



case.

But China’s human rights record is still poor?

- Yes, we have many concerns about situation in China eg:
* arbitrary detention of ;ndividuals

* regstrictions on the freedom of expression

* frequent use of the death penalty

* freedom of religion

* gituation in Tibet

- Addressing these concerns through dialogue & cooperation.
Chinese in no doubt as to our views on these matters.

What about the cases of individuals?

- UK has presented lists of individual cases during its
human rights dialogue with China. China has responded with
information about the situation and well-being of those listed.

- Welcomed release of Weli Jingsheng and Wang Dan whose names
appeared on the UK list. But concerned about other individual
cases. Will continue to raise their cases at every opportunity.

Practical Assistance / British Law Week?

- Technical cooperation programmes are a very practical way to
achieve concrete improvement to human rights on the ground in
China.

- British Law Week is the umbrella for a series of seminars and
events taking place during the week of the Prime Minister’s visit,
aimed at promoting understanding between British and Chinese
lawyers of one anothers legal systems. A mock trial will be
heard by Lord Justice Otton and three leading barristers.

- DFID has a long-standing programme of practical cooperation with
the Ministry of Justice in China for the training for lawyers. New
programme begun this year for the training of judges.

- Also working with Save The Children Fund on training for the
Public Security Bureau on prevention of trafficking in children.

- Have agreed in principle with Supreme People’s Procuratorate to
draw up a programme of cooperation in other areas. (If pressed -
anti-corruption, prison supervision, protection of witnesses,
presentation of evidence, training of prosecutors). '
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- EU programme of assistance includes:

* gecond jointly organised EU/China legal affairs seminar here
in Beijing this month, also a seminar on women’s issues;

* projects to develop China's legal aid system;

* training for lawyers and judges;

* agsistance in legislative reform and administration;
* training programmes for village democracy;

* women’s rights, orphans & vulnerable groups.
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TIBET

Did the PM raise Tibet with Chinese leaders?

- Human rights, including the situation in Tibet was one of the
topics covered during PM’s discussions with Chinese leaders. [check]

What is HMG doing about Tibet?

- We raise the situation in Tibet with the Chinese authorities at
every opportunity and have done so at the highest level. The
Chinese authorities must respect the distinct cultural, religious
and ethnic identity of minority groups, including Tibetans.

- A lasting solution to the situation in Tibet can only be achieved
through negotiations between the Chinese authorities and the
Tibetan people, including the Dalai Lama without preconditions. I
encouraged Chinese leaders to begin such a dialogue. [check]

Visit by EU Troika Ambassadors (May)?
- UK Presidency initiative. Valuable visit (1-10 May). Programme
included meetings with Tibet Autonomous Region (TAR) government,

religious leaders, monks and nuns. Also visited Drapchi prison.

- EU delegation accompanied by its own Tibetan-speaking
(British) interpreter. An important precedent.

- EU partners now considering their approach to the issue.

Why did Troika Ambassadors not protest about reported Drapchi
incident at time of their wvisit?

- Reports of the incidents on 1 & 4 May did not reach the
Ambassadors until after they had left Tibet and returned to
Beijing. They saw nothing untoward when they visited Drapchi
prison on 4 May and were unaware of the reported riots and deaths.

Did the PM raise this?

- Issue addressed during last round of UK/China human rights
dialogue. We are concerned about these reports. Have sought
further information.

European Parliament resolution on appointment of EU/Tibet
Co-ordinator?

- Currently no plans for such an appointment.

Status of Tibet?

- Successive British Governments have regarded Tibet as autonomous
whilst recognising the special position of the Chinese authorities
there. This continues to be the Government’s view.
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Independence for Tibet?

- Independence for Tibet is not a realistic option. Tibet has
never been recognised as an independent state, and no member of the
United Nations regards Tibet as independent.

Dalai L.ama to wvisit UK?

- The Dalai Lama is a distinguished spiritual leader who is widely
respected throughout the world. He is welcome to visit the UK and
has done so on several occasions.

Panchen Lama?

- The selection of the Panchen Lama is a matter for the Tibetans.
However we are concerned about the health and safety of Gedhun
Choekyi Nyima [phonetic - Gedhun Churky Neema], the child
recognised by the Dalai Lama as Panchen Lama.

- His case is one of those individual cases we have raised with the

Chinese authorities. They have reported that he is living normally
with his family.
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VI TAIWAN

What is the UK’s position on the status of Taiwan?

- We acknowledged in 1972 the position of the Chinese government
that Taiwan is a province of the People’s Republic of China. Our
position has not changed.

What is the UK’s relationship with the Taiwanese authorities?

- We do not recognise Taiwan as a state, nor do we have diplomatic
relations. There is no intention to change this policy. But we
enjoy flourishing commercial and cultural links.

How does the UK view Taiwan/China relations?

- We consider that the future of Taiwan is a matter for the Chinese
people on both sides of the Taiwan Straits to decide. We welcome
recent moves towards a resumption of cross-straits dialogue.
Peaceful negotiations are the best way forward.

Does the UK sell arms to Taiwan?

- We restrict the export to Taiwan of licensable defence-related
equipment. Applications for export licences to supply
defence-related equipment and technology are considered case by
case. All decisions are made in the light of the criteria
announced by the Foreign Secretary on 28 July 1998. Particular
weight is also given to the implications for regional stability.
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VII ENVIRONMENT

China’s pollution problem?

- China’s sheer size and its rapid economic development mean that
its activities in the environmental sector have global, as well as
domestic, significance. 1In international environmental discussions
it is a key player among developing countries.

- At present rates of growth, China will outstrip the United
States as the largest emitter of greenhouse gas emissions early in
the next century.

- The Chinese government have recognised that problems exist
internally with environmental degradation, including poor air
quality, and are taking steps to mitigate their effects.

UK cooperation on the environment?

- The UK and China already have in place extensive cooperation on
the environment and the UK is looking to strengthen and increase
that cooperation with China in the future.

- We have also recently opened an informal dialogue on climate

change issues. It 1is for developed countries to take a lead. But
if this global issue is to be addressed we all need to work
together.
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PRIME MINISTER’S VISIT: NOTE ON FORMAL WELCOMING CEREMONY,
GREAT HALL OF THE PEOPLE, TIANANMEN SQUARE

TUO 6 OCTOBER

The entourage of the Guest of Honour and members of the
Embassy attending and observing the welcoming ceremony arrive
at the Northern Entrance of the Great Hall of the People by
09.40. They proceed through the Great Hall to the steps
(facing Tiananmen Square) at the Eastern Entrance to the Great
Hall of the People. Those in the central area (list attached)
stand i1n the spot marked 3 on the attached plan. Those
observing stand in the spot marked 10 on the attached plan.

The Prime Minister and Mrs Blair arrive by limousine at 10.00
at the spot marked 1 on the attached plan. They are met by
the Premier Zhu Rongji and his wife and there is a
presentation of bouquets by children.

The Premier presents senjor Chinese officials attending the
ceremony to the Prime Minister and Mrs Blair. The Prime
Minister presents the senior members of the UK entourage (i.e.
those standing in the first line of the central area) to the
Premier.

The Prime Minister and the Premier (on his left) mount dais
(marked 5) facing the Guard of Honour while Mrs Blair stands
at the head of the UK entourage.

The military band plays the national anthems of the two
countries, a 19-qun salute is fired. The Commander of the
Guard of Honour marches forward, reports to and invites the
Prime Minister to inspect the Guard of Honour. The Guest of
Honour, accompanied by the Premier, descends the dais, walks
on the red carpet towards the Guard of Honour, with the
Commander marching behind.

The Prime Minister stops before the Army Flag, and the Prime
Minister pays his respects (nods). The Prime Minister, in the
company of the Premier ON HIS RIGHT inspects the Guard of
Honour of the Three Services. After inspecting the Guard of
Honour, the Prime Minister and the Premier turn to nod in
acknowledgment to the Commander of the Guard of Honour. The
Commander salutes in return.

After the inspection, PM and Premier walk past the PLA
nilitary band and Embassy personnel, mount the dais again, and
review the march-past of the Guard of Honour. Then they
descend from the dais and proceed to the Great Hall of the
People WITH MEMBERS OF BOTH PARTIES attending the welcoming
ceremony .




29-SEP-1998 19:43 FROM BRITISH EMBRSSY TO S08441712702668 P.26

Attendees (central area):

Mr Powell Ambassador and Mrs Galsworthy
Mr Holmes Mr Sprake
Mr Barton Mr Everard
Mr Canpbell Mr Davidson
Mr Davies Ms Bishop
. Mr Cohen Ms Wilson
Mr Murray Mr Johnson
Mrs Cleaver Ms Chesman

FIRST LINE: HMA, Mrs Galsworthy, Mr Powell, Mr Holmes,
Mr Campbell, Mr Sprake, Mr Davies, Mr Barton, Mr Cohen

SECOND LINE: Mr Davidson, Mr Everard, Mr Murray,
Mrs Cleaver, Ms Bishop, Ms Wilson, Mr Johnson, Mr
Lin, Ms Chesman
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E xplanation

. Place where Guest of Honour gets off limou-

sine and is met by Chinese leader presiding
over the ceremony and where bouquets are
presented by children

Senior Chinese officials

Entourage of Guest of Honour

Red carpet

Dais

Commander of Guard of Honour

Army flag

guard of Honour of the Three Services

S.

10.

11.
12.
13:
14.
13.

16.

Militarvy Band of Chinese People’s Liberation
Army |

Members of Embassy of guest country in

China

Parking point of the motorcade

parterre

Red flag holders

National flag of guest country

National flag of China

Press




PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

FLOODS IN CHINA

Points to make

- Greatly saddened to hear of appalling floods. Deepest

sympathy for loss of life and devastation caused.

- Glad we have been able to provide help through Red Cross
(for medicines, food and water purification supplies) for

relief work.

- Aware major rehabilitation effort now needed. Glad to

support initiatives by two British agencies:

2 Project Hope working with Air China and Red Cross
Society of China to airlift and distribute £3 million
of drugs and medicines contributed by British and

American pharmaceutical companies;

- Save the Children (SCF)to help rebuild eleven

primary schools in Anhui province.

- Understand World Bank preparing special rehabilitation
credit. In touch with them to see whether we can help with
this.




PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

CHINA AND THE INTERNATIONAL FINANCIAL CRISIS, G7/8 ISSUES

Points to make

- As I said in my letter to you in August, UK greatly
appreciates China’s responsible and positive economic policies
in face of international financial crisis. Especially
maintenance of stable Renminbi. A crucial contribution to the

restoration of stability in the region.

- A number of lessons are already clear, particularly the need
for sound financial systems as a precondition for capital

account liberalisation.

- Understand China’s prudent approach to capital account and
foreign exchange liberalisation. But for sake of China’s own

development, ultimate goal must be to welcome capital, and to

move ahead rapidly to put necessary pre-conditions in place.
- How is Chinese financial sector reform going? UK supports
moves to improve regulations. We are looking forward to visit

by Chinese regulators in November. Also delighted to offer

training to strengthen financial sector in China.

- Crisis also highlights:

i) the importance of transparency and openness,

ii) the need to resist pressures for protectionism, and

1ii) the need to ensure that the international community has .

the means to respond effectively to acute liquidity crises.




- Note that, despite the recessions elsewhere in Asia, growth
in China remains stronger than in most countries. This is

creditable performance.

- Know that Gordon Brown 1s looking forward to further
discussions when Chinese Finance Minister comes to London for

the first Sino-UK financial dialogue in November.

(1f raised)

- Very much share China’s concerns about Japan. The key is
for Japan to take the necessary action to stimulate demand and
reform its financial sector, and restore confidence in its

economy. Have made this point to Obuchi.
China and G7/8

- As G7/8 Presidency, keen to make group more outward looking,
and take views from other key players. Have very much
appreciated our exchanges of view, eg before and after

Birmingham Summit.

- Hope that we can continue to share views, and to work
together at IMF and World Bank and elsewhere on reform of the

international financial system.
[If special G7/8 economic summit raised]

- Discussing this among our G7/8 partners. Too early to say

if this will take place.
(If more formal role for China in G7/8 is raised)

- Vital for G7/8 to consult key non-G8 nations, such as China.

Think this is best done in existing international fora.
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HUMAN RIGHTS

Points to Make

- Welcome positive steps, eg undertaking to sign [or, if signed on
5 October, - Welcome signature of] the International Covenant on
Civil & Political Rights, visit by the UN High Commissioner for
Human Rights (Mary Robinson), agreement to forward Hong Kong

reports under the International Covenants to UN.

- Look forward to early ratification of the International

Human Rights Covenants. Hope you will keep reservations to a

minimum.

- Concerns remain, including cases of individuals and Tibet.
Our officials discussed these in detail recently. Understand
your officials will respond soon with further information on

list of individuals.

- Welcome growing cooperation on legal reform, training of

judges etc. British Law Week a good demonstration of this.

Tibet

- Welcome President Jiang Zemin’s willingness to speak
publicly on this during President Clinton’s visit in June.

Recognise sensitivity.

- Dalai Lama a respected religious leader. Hope China can
begin a dialogue with him soon, to find a lasting solution.
Northern Ireland demonstrates possibilities of real progress

through dialogue. Erection of pre-conditions not helpful.

- (Defensive) - If Dalai Lama visits the UK, cannot rule out

meetings with senior British figures.
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HONG KONG

Points to make

- Encouraged by developments over the last fifteen months in

Hong Kong. "One country, two systems" is working well.

- This reflects great credit on UK/China cooperation to
achieve a smooth handover, on Chinese leadership to ensure

"one country, two systems" works in practice, and on SARG.

- Welcome fact that Hong Kong has been able to exercise the

autonomy promised in the Joint Declaration.

- Where we have had concerns, we have made these clear in a
constructive and positive way. You know our views on the

electoral arrangements.

- We welcome fact that elections have been held with such a
high turn-out, demonstrating the desire of Hong Kong people to

participate in democratic process.

- Look forward to continuing development of democracy in Hong
Kong and the attainment of the ultimate goal of a legislature
elected entirely through universal suffrage, as provided for

in Basic Law.

- We have strongly supported Hong Kong Special Administrative
Region Government’s (HKSARG) robust commitment to defend the
HK/US dollar peg - a contribution to regional and global
financial stability. Your continued support for the SARG’s
actions and independent economic management has been crucial.
We have confidence in Hong Kong’s institutions and the

fundamentals of its economic system.
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DEFENCE RELATIONS

Points to make

- Keen to strengthen our bilateral defence contacts and

pursue a programme of senior military visits including

ministerial-level exchanges.

- Secretary of State for Defence hopes to visit China in 1999.
Argus 2000 Airborne Early Warning System

(Lf raised)

- HMG has recently renewed authority for GEC-Marconi to

promote this sale.

(Lf pressed)
- will give earliest consideration to export licence once

agreement is reached.
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OVERALL BILATERAL RELATIONSHIP

Points to Make

- Delighted to be here to return your visit and follow up our

discussions in April. My first visit to Beijing for 10 years.

- Believe we have now given real form to the wishes we
expressed, in Hong Kong last year and in London in April, for

new, modern relationship between UK and China.

- Need now publicly to affirm that new partnership. Pleased
that we have been able to agree Joint Statement. Demonstrates

range of shared interests and clear strategy for addressing

them together.

- High-level visits in both directions have been one

demonstration of growing ties. Proposed Inward State Visit

will be very important symbol.

- As part of the effort to strengthen ties across the board,
and economic/commercial ties in particular, would like to open
new Consulate General in Chongging [phon: chong ching]. Hope

you can give this early, positive consideration.

UK/China Forum

- Pleased also that we have reached agreement to establish
UK/China Forum and have identified Chairmen on both sides to
give it the right breadth and stature. (Michael Heseltine
well suited: has experience of government and private sector,

well respected in UK and strong interest in China).



- Welcome proposal on your side of Song Jian [phon: soong jen]
(former Science and Technology Minister). Understand he is

eminent scientist, as well as politician.

Britain in China

- Britain in China initiative helping to raise our profile in

China. Appreciate your support.
(1f raised)
Kunming Horticultural Exposition

- Very pleased that Edinburgh Royal Botanic Gardens, with FCO
and private sector support, will construct a British Garden
for the Expo. Understand the importance you place on this

event.
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TRADE AND INVESTMENT ISSUES

Points to Make

Airbus

- Would very much welcome China’s agreement to become
operators of the A340-500/600 [pron: A three forty five

hundred six hundred]

- The new A340-500/600 is a major advance for Airbus and, with
its new Rolls-Royce engines, will have around 50% UK content.
We take great pride in the aircraft which will offer greater
economy and be more environmentally friendly than its Boeing

rival.
Chemicals

- Hope approval can be granted soon for the ($2.5 billion) BP

joint venture project at Jinshan, Shanghai.

- Pleased that ICI and BASF have plans to construct a world
class chemicals plant in Shanghai region. They will submit a
formal proposal soon. Hope for rapid approval.

Financial Services

- see separate brief




Baiyun Airport

- Pleased that the Anglo/Dutch consortium has reached the
final round for the design contract for the Baiyun Airport
project. Understand that the European bid is favourably
viewed by the Selection Committee. Hope that any final

decision will be based on the merits of the bids.

Power Projects
Three Gorges Hydro-Electric Project

- Alstom pursuing Three Gorges power project. Strong UK
commitment over past 3 years. The company is offering the

world’s most advanced technology.

The Shandong Projects

- In 1994 Mitsul Babcock were awarded the boiler contracts for
projects in Liaocheng (Lee-ow-chung) and Heze (Her-zer). Hope

projects can now proceed quickly.
National Theatre Project

- One of the UK’s most innovative architects, Terry Farrell,
has reached the second round of the competition to design the
National Theatre. Would be an excellent choice. He is also
part of the New Urban Environments Exhibition which I wvisit

tomorrow.

Mobile Communications

- The UK supports the European Telecommunications Standards
Institute’s decision to adopt wideband CDMA (Asian equivalent
TDD/UTRA) . The best standard to support the full range of
multimedia service over a wide coverage area. Urge China to
adopt this TDD/UTRA-CDMA option.




Inward Investment

- Understand that raising capital for the domestic market and
developing infrastructure must be priorities for China. HMG

continues to encourage British companies to invest in China.

- Chinese companies will soon be ready to compete globally,
gaining greater access to the EU. Hope the UK will be seen as
their natural gateway to Europe. Investing in the UK brings

greater access to world class technologies.
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FINANCIAL SERVICES SECTOR

Points to make

- Firmly believe the opening of China’s financial services
sector will bé crucial in developing the Chinese economy - by
maximising use of capital and encouraging long-term
investment. UK companies can play real part in this - have

experience and long term commitment to China.

- Welcomed decision (which you announced to me in April) to
‘grant general licence to Royal and Sun Alliance. Would
welcome licence for a UK life insurance company. There are
two outstanding candidates who have our full support,

Prudential and Commercial Union (CGU).

- We [would] welcome the granting to Standard Chartered Bank
of a Beijing branch licence. (Will/Would significantly

enhance its ability to develop services here.)

- We wish to see more Chinese companies listing on the London
Stock Exchange. London has many advantages to offer Chinese
companies seeking to raise capital,including the world’s
largest international equity market and excellent professional

advisers.

- Expertise of UK firms can also help development of Chinese

mutual funds.

(If pressed to make single nomination for insurance licence)

- Consider Prudential leading life candidate. Hope categories
of Chinese Joint Venture partner can be broadened to include

banks.
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AIR SERVICES

Points to make

- Disappointed the MOU on air services has not yet been

signed. Hope there will be no further delay.

[OR if MOU signed]

- Welcome signature of MOU on expanded air services.

- The agreement marks a significant step forward in our
aviation relations, allowing for the first time services

between the UK and Shanghai, as well as an increase in

services between the UK and Beijing.

- These additional services will benefit not only passengers,

but also our commercial relationship. Shanghaili a major centre

of British investment.

(If raised)

- The UK has provided the assurances on Direct Alrside Transit
Visas (DATV), Carrier Liability Act (CLA) debts and Approved
Gate Check (AGC) status requested by China. We have acted in

good faith; it is now time for the Chinese to do the same.
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DEVELOPMENT ASSISTANCE

Points to make

- Much impressed by China’s progress in transforming its

economy and eliminating poverty.

- Very glad to offer what help we can. Keen to press ahead
with new programme of development co-operation on basis of

strategy agreed during Clare Short’s visit in June.

- Happy to confirm our agreement to proceed with detailed
preparation of three new projects worth more than £30 million,
two in the health sector and oné in the water sector. Know
that officials are already in touch about arrangements for
detailed design work. Keen to make quick progress towards

implementation of these projects.

- Hope we might do more in field of training. Recognise need
for development of new skills, particularly in context of
State Owned Enterprise (SOE)/financial sector reform. I shall

be opening a seminar on SOE reform during my visit.

- Can also tell you that Clare Short has given Commonwealth
Development Corporation authority it needs to invest in China.
Corporation has long experience in supporting development of
successful commercial enterprise and is keen to follow up
possibilities for productive investment here. If this would

be welcome also to China, am sure early progress can be made

with negotiation of operating agreement.
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TRADE POLICY ISSUES, INCLUDING WTO

Points to Make

WTO

- UK continues to support China’s accession to the WTO.
Membership will be good for China and good for the global
trading community. Hope that next round of multilateral trade
negotiations will begin end of 1999 - want to see China fully

engaged in process from outset.

- I am not here to negotiate - that is the job of the European
Commission. Glad that Sir Leon.Brittan and Minister Shi
[phon: sher] were able to agree a framework for the next

stage of the accession process when they met in Brussels in
June; and that since then some progress has been made at the

working party in Geneva.

- Still areas where progress needs to be made. Sure that
President Santer, and Sir Leon Brittan, will press these

points with you.

- Understand such measures need be taken in step with process
of internal reforms. Any assistance UK or EU could provide to

carry forward domestic reform programme in areas relevant to

WTO accession?




Other Trade Policy and Market Access Issues

EU Anti-Dumping

- Worked hard as EU Presidency to secure agreement to removal
of non-market economy status. This recognises China’s
progress towards a market economy in anti-dumping cases.

- UK firmly opposed to definitive anti-dumping measures on

unbleached cotton fabric. Hopeful this will be rejected by
member states. [Or, if rejected on 3 October. glad that this

was rejected by member states]

(if raised)

EU Quotas on Imports of Chinese Non-Textile Products

- Welcome recent abolition of quotas on toys. UK doing
its best to persuade Commission and Member States to
eliminate/ease remaining 3 quotas. [if pressed] Few
Chinese exports to EU affected at time of large

bilateral Chinese trade surplus.

(if raised)
Generalised System of Preferences (GSP)

- Appreciate concern that in some sectors China no
longer enjoys GSP terms. Reflects high level of
competitiveness of many Chinese products. Products

will still be very competitive outside GSP.
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UN ISSUES

Points to make

Security council issues

- As permanent members, keen to work closely with China on the
Security Council agenda. Hope soon to hold next round of

senior official level talks on UN issues.

- Current UK priorities include Iraq, Kosovo, Lockerbie.

- Important to ensure Iraqg resumes cooperation with UNSCOM and
IAEA. Willing to discuss in detail Secretary-General’s ideas
for a comprehensive review only once they have done so.
Council unity on this important. Iraqg should not be led to

believe it need not comply with SCRs.

- Situation in Kosovo manifestly a threat to international
peace and security. Pleased that Council has recognised so in
recent SCR. Essential that Milosevic end repression,
cooperate fully with humanitarian dialogue and commits himself

to meaningful dialogue.

Security Council enlargement

- Overwhelming support amongst UN membership for reform of
Security Council. Important that P5 respond to that tide of
opinion. An enlarged Council, with better representation on
the Council for the developing world, would have enhanced

authority and legitimacy.

- But important that enlargement of the Council should not

jeopardise its efficiency and effectiveness.
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NON- PROLIFERATION/ARMS CONTROL

Points to make

- Particularly important following South Asian tests that the
Nuclear Weapon States demonstrate common commitment to
nuclear-weapon free world. Prospects for early ratification

of Comprehensive Test Ban Treaty?

- Delighted Conference on Disarmament in Geneva able to agree
this year to establishment of an Ad Hoc Committee (AHC) to
negotiate a Fissile Material Cut-off Treaty; look forward to
re-establishment of AHC in January. PS5 coordination on this

issue before then would be useful.

- Believe also that we can make progress in other areas. Hope
you will support starting work on anti-personnel landmines at
the Conference on Disarmament, and that in time you will

accede to the Ottawa Convention.

- We attach great importance to regular consultations with
China on arms control and non-proliferation. Understand our

experts propose to meet in London shortly for talks.
Chemical Weapons Convention
(1f raised)

- UK firmly committed to the elimination of all chemical

weapons.

- UK aims to secure full and effective implementation of
Chemical Weapons Convention. Demarches were carried out on
non-States Party under the UK Presidency of the EU to

encourage global accession to this important Convention.




Biological Weapons Convention (BWC)

- Strengthening BWC a high priority for the UK and our EU
Partners. Believe we can and should aim to complete substance

of negotiations in 1999.

- Welcomed the Sino/US joint statement of 25 June in support

of further accelerating the efforts to strengthen the BWC.

- Hope China will support the call for schedule of intensified

meetings of the Ad Hoc Group in 1999.
Weapons of Mass Destruction (WMD)
- Export controls are one vital element in tackling

proliferation. Not simply a matter of adhering to commitments

to regimes, but part of the broader commitment to preventing

proliferation of WMD.
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INDIA/PAKISTAN

Points to make

Nuclear
- Welcome Chinese participation in Task Force.

- Welcome Pakistani and Indian indications that they will
sign CTBT; but these do not go far enough. Important to
maintain pressure on both countries to sign and ratify as

soon as possible.

- Also need to move both countries on other non-proliferation

steps.

- Concerned that neither India nor Pakistan have systems in
place to manage nuclear tensions. Will encourage them to
develop mechanisms to control tensions. Encourage China to

convey similar message.
India/Pakistan

- Welcome meeting between the two Prime Ministers at New
York. Important to keep up pressure on both sides to achieve

early results.
Kashmir

- Key issue for India and Pakistan. Encouraging both sides to

address it positively in bilateral dialogue.



PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

ENVIRONMENT

Points to make

Climate Change

- Environment higher priority than ever before in both our
countries. Care for the environment is not the enemy of
growth but fundamental to it. Know John Prescott was struck
during his visit in July by your determination to deal with

environmental problems.

- We both have key role to play in international environment
negotiations which will figure increasingly prominently in

world affairs, especially those on climate change.

- See great scope for further UK involvement in environmental
protection in China, eg energy, water, through both official
and private sector activity. On international issues,
delighted at informal climate dialogue agreed with John
Prescott, and productive bilateral discussion between

officials last month in Peking.

- Climate change is one of the key problems facing humanity.
Need to ensure climate negotiations keep moving forward.

Agree that developing countries should not be asked to take on
early commitments. Hope at Buenos Aires we can concentrate on
areas where progress is possible, and leave more difficult
issues for later. Hope you will work with us in encouraging a

pragmatic approach.
Environmental Cooperation

- Practical cooperation on environmental protection in China

one of the core priorities of new DFID programme.




- UK private sector too 1s well placed to assist China with
its plans to improve the environment, adopt cleaner

technologies and develop renewable energy. Clean Coal Seminar

tomorrow should highlight some new opportunities.

- UK has strength in a wide range of environmental sectors.
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DRUGS/MONEY LAUNDERING

Points to make

- Share your concern at drugs production in Burma. Understand
you are developing cooperation with Burmese on drugs. How

successful are your efforts?

- Pleased that Leaders endorsed action to cooperate against

drugs at ASEM 2. Would welcome your ideas on how to take

forward action.

- Pleased that China will benefit from the anti-money
laundering initiative agreed at ASEM 2. Hope that China can

play an increasingly active role in the Asia-Pacific Group on

money laundering which is involved in the ASEM initiative.
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ASEM FOLLOW-UP

Points to make

- After successful ASEM 2 in April, UK keen to keep playing

leading role.

- Follow-up progressing well. Good European response to Asian

wish for high-level missions to region to look at investment.

- ASEM Trust Fund now operational. UK has committed

£5 million, other Europeans have made pledges. Hope China

wlill contribute.

(if raised)

- Interested to hear your plans for Ministerial meeting on

Science and Technology.
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BURMA

Points to Make

- Must be in China’s interest to have a stable and prosperous
Burma. UK believes this only possible through sustained
dialogue between State Peace ‘and Development Council (SPDC)
and National League for Democracy (NLD). Can China press SPDC
to enter into serious dialogue with NLD, and come to some

political accommodation?
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TAIWAN

Points to Make (defensive)

- Our position is well known to the Chinese Government and is

set down in the 1972 agreement (ie we acknowledge the position

of the Chinese People’s Government that Taiwan is a province

of the People’s Republic of China).

. - We have healthy trade and cultural relations with Taiwan.
This in no way affects our formal position on Taiwan’s status.

(if pressed)

- We do not have official contacts with Taiwan which would be

at odds with our formal position. We will continue to

exchange visits of a trade or cultural nature.




RESTRICTED
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FLOODS

Background

1. The severe flooding which has affected China since
mid-June abated with the end of the rainy season in early
September. But the massive task of reconstruction remains.
This has been the worst flooding since 1954. Official Chinese
figures put the death toll at just under 4000. (Officials
have attacked foreign media reports giving figures three times
higher.) 123 million hectares across the country have been
completely flooded, almost 5 million homes have been
destroyed, and 223 million people affected in some way.

Direct financial losses have been officially put at US $20
billion.

2. The Chinese media has highlighted the role of the People’s
Liberation Army (PLA) in fighting the floods. The authorities
have, however, admitted that corruption and excess logging
contributed to the scale of flooding across the country.

Plans have been announced to invest in tree planting and soil
protection in the upper reaches of the Yangtse River and to
clamp down on illegal logging operations.

3. China does not normally issue appeals for assistance with
disaster relief and rehabilitation. But the Government
welcomes assistance offered. 1In the present case, an
international appeal was launched by the International
Federation of Red Cross and Red Crescent Societies (IFRC) in
support for the Chinese Red Cross. DFID contributed a total
of £400,000 for medicines, food and water purification
tablets. Britain was among the first bilateral donors to
respond to the original US$2 million appeal.

4. The Chinese Government have now sanctioned a major UN
appeal for further international assistance. In the
short-term there are continuing threats of illness and disease
caused by shortages of food and pollution of water supplies.
DFID has so far approved support for two initiatives by
British NGOs. The first involves the supervised distribution
by Project Hope (to which DFID is contributing £50,000) of £3
million of drugs and medicines contributed by British and
American pharmaceutical companies. The second is the
rebuilding by Save the Children (SCF) of eleven primary |
schools in Anhui province. DFID is meeting the £160,000 cost
of the project. DFID are also considering what further
assistance they can offer.

RESTRICTED



RESTRICTED

PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

CHINA AND THE INTERNATIONAL FINANCIAL CRISIS, G7/8 ISSUES

Background

China and the International Financial Crisis

1. You sent a message to Premier Zhu Rongji on 3 August
about the international financial crisis, (it had proved
impossible to reach him by telephone).

2. Although it is a large and relatively closed economy,
China has not completely escaped the effects of Asia’s
financial crisis. Output is expected to to grow this year by
over 5%. But growth will be far lower than recent years, and
almost certainly below the 8 percent target to which the
authorities are committed.

3. The government has responded to the slowdown with a fiscal
stimulus package and lower interest rates, but the effects
will take time to materialise. The domestic reform programme
is progressing, albeit more slowly than Zhu Rongji might like.
(See supplementary Economic Background Note) .

4. China has made an important contribution to global
attempts to manage the Asia financial crisis. For example, it
has provided substantial financial support to its Asian
neighbours:

through contributing more than its fair share to
the exceptionally large IMF rescue packages;

through supplementary bilateral loans (in the
cases of Thailand and Indonesia) ;

and in the form of aid (to Indonesia).

5. More importantly, it has maintained currency stability
throughout the crisis. China’s currency, the Renminbi, has
been protected from the recent international financial market
turmoil by strict capital and exchange controls. (The
authorities are committed to retaining capital controls until
their financial system has been reformed.) A devaluation would
likely trigger a further round of currency instability and
competitive devaluations in the region. And it would add to
pressure on the Hong Kong dollar peg. Zhu Rongji is keenly
aware of these points.

6. China’s exports in May fell year-on-year for the first
time in 22 months. But China’s external position remains
relatively strong: China is actually increasing market share
for its exports. Imports have also fallen. So China’s
current account remains in surplus and its foreign exchange

RESTRICTED



RESTRICTED

reserves are large.

7. The Chinese authorities have received considerable
international kudos for their commitment not to devalue and
has used every opportunity to call on Japan to sort out its
domestic problems, arguing that the main factor risking a
Renminbi devaluation is continue depreciation of the Yen.

Ethnic Chinese in Indonesia

8. China did not initially react strongly to the attacks on
ethnic Chinese in Indonesia, stating only that ethnic Chinese
were the responsibility of the Indonesian authorities. This
was in line with their principle of non-interference and their
wish not to stir up doubts about the loyalties of overseas
ethnic Chnese. However, in August Foreign Minister Tang
Jiaxuan called for Indonesia to take forceful measures to
safeguard the rights of ethnic Chinese and Chinese nationals.
Later that month a public protest took place outside the
Indonesian Embassy in Peking - the first such protest on a
foreign policy issue permitted in China since 1989. This was
a mark of China’s concern at Indonesia’s failure to take
effective measures. It may also have reflected a wish not to
be left behind by with Taiwan (which had made vociferous
protests) .

UK/China Financial Dialogue

9. The first Sino-UK financial dialogue will be held in
London in November. The Chinese delegation will be led by the
Finance Minister, supported by the Deputy Governor of the
People’s Bank. The agenda will cover developments in the UK
and China and international issues.

China and the G7/8

10. You may wish to take this opportunity to draw the Chinese
into the G7 debate on reform of the international financial
system, as part of our effort to involve emerging market
countries in the discussion. We favour involving China in a
process of ’'G7 plus’ groupings which we hope will take forward
the ideas set out in your New York Stock Exchange speech. We
are less keen on the US-inspired G22, which we do not wish to
see institutionalised.

11. As part of our ’‘outreach’ effort to involve non-G8
countries more in G8 discussions, you wrote to Zhu Rongji,
among other key non-G8 leaders, on 16th April and 5th June.
The Chinese were grateful for the contact.

12. We should avoid offering the Chinese any further
integration into the G8 structure beyond any ’'G7 plus’
network. We would need to agree any move towards Chinese
membership of the G8 first with G8 partners, and be sure that
Chinese involvement would not undermine the like-minded nature
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of the G8. 1In any case, it 1s not clear that the Chinese
would welcome any suggestion of a more formal relationship:
apparently they rejected an approach on this subject in the
run-up to Clinton’s visit (they do not wish to undermine their
status as champions of the G77 and they do not wish to follow
Russia’s unseemly scramble aboard the G8 wagon) .

Special G7/8 Summit

13. G7 Sherpas discussed the global financial situation on
28-29 September. There was general support for a special G7/8
summit to consider reform of the world system, with only
Germany opposed (though the German Sherpa emphasised that he
had not yet consulted the new Government). But Sherpas were
cautious about calling a summit without a clear idea of what
it might decide or the process it might launch, and stressed
that we needed to find a formula for involving non-G7
countries. Sherpas agreed that G7 Finance Ministers would
discuss this further in Washington on 3 October, after which
the Chancellor will put a recommendation to the Prime
Minister, for discussion with G7 partners. If a summit did
take place, likely timing is mid-November. But we are
unlikely to have a firm decision on whether this will happen
during the Prime Minister’s visit, so he should take a
non-committal line in response to enquiries.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

HUMAN RIGHTS

Background

1. Historically China has paid scant attention to human
rights. As China opened up, and as human rights

rose up the international agenda, the 1989 Tiananmen crackdown
and subsequent repression (including in Tibet) focused concern
on China.

2. Since 1989 Chinese behaviour has been criticised by
Western Governments, media and NGOs. Chinese reaction was
initially to hunker down, seeing a Western conspiracy to
destabilise the Communist regime (following the fall of
Communism in Europe). Several governments, including HMG,
sought constructive engagement (dialogue on legal issues etc)
whilst also joining annually in support for critical
Resolutions at the UN Commission on Human Rights (CHR), which
were always defeated by China’s G77 friends. This annual
ritual had become increasingly pointless.

3. Following the collapse in 1997 of EU consensus on the
China resolution at the CHR, we initiated a bilateral human
rights dialogue with China. Two rounds of talks have taken
place, the last in September 1998. The Chinese have
demonstrated a welcome willingness to discuss our concern
openly. Issues addressed during the last round include
religious freedom, widespread use of the death penalty, Tibet,
the cases of individuals and practical cooperation in support
of China’s legal reform process. The next round of dialogue
will be held in the UK spring 1999, followed by a further
round in China next autumn. The EU also resumed its human
rights dialogue with China in 1997, and meetings now take
place once per Presidency.

4. Since 1997, China has taken several positive steps which
will see its greater cooperation with UN human rights
mechanisms. These include:

- Signature of the International Covenant on Economic Social
and Cultural Rights (ICESCR) in October 1997.

- Announcement that it intends to sign the International
Covenant on Civil & Political Rights (ICCPR) in October 1998.
[See also para 6 over.]

- Receiving the first ever visit to China by the UN High
Commissioner for Human Rights (Mrs Robinson) in September
19898 .

- Agreeing to transmit reports on Hong Kong under the
International Covenants (a major UK objective).
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5. The ICESCR was submitted to the National People’s
Congress for ratification at the end of June. It is still
being considered. China has not yet revealed what
reservations it will attach to the Covenant, but they can be
expected to have difficulty with eg. articles relating to
freedom of determination and the right to form trade unions.

6. There are now indications that the Chinese may sign the
ICCPR on 5 October. The Chinese have already trailed this,
and we cannot claim sole credit. But signature could be a
positive step (and one for which we have pressed hard).

7. During the two rounds of UK/China dialogue lists of
individual detainees have been raised with the Chinese. Two
of those listed have been released (Wei Jingsheng/Wang Dan),
and limited information provided on the well being of the
others.

8. Mrs Robinson made the first visit ever to China by the

UN High Commissioner for Human Rights (6-15 September).

During her visit, which included two days in Tibet, she signed
a Memorandum of Intent for the development of practical
cooperation with China.

9. DFID currently support practical cooperation programmes
for the training of Chinese lawyers and judges. At the
September round of UK/China dialogue, agreement, in principle,
was reached to expand this cooperation into the fields of
anti-corruption, prison supervision, protection of witnesses,
presentation of evidence and training of prosecutors.

Tibet

10. The human rights situation in Tibet remains a cause for
serious concern. This was underlined by recent reports of
deaths during protests at the prison in Lhasa visited by EU
Troika Ambassadors in May.

11. President Jiang Zemin demonstrated a new willingness to
respond publicly on the issue of Tibet during President
Clinton’s recent visit to China. However, the question of
negotiations with the Dalal Lama remains deadlocked with the
Chinese seeking unequivocal recognition from the Dalai Lama
that Tibet (and Taiwan) are an "inalienable part of China"
before talks can commence. The Dalai Lama wrote to the
Foreign Secretary in September asking the Prime Minister to
raise the issue of negotiations during his wvisit. He |
reiterated that he was not advocating independence for Tibet.
Lionel Jospin raised Tibet with President Jiang Zemin during
his visit to China in September.
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12. EU partners are in the process of agreeing internal

guidelines for a common policy on Tibet, stemming from the report
of the visit to Tibet by the EU Troika Ambassadors, a UK Presidency
initiative. A core element of the EU policy will be to encourage
China to enter into dialogue with the Dalai Lama. It has been the
long-standing policy of successive British governments to encourage
such a dialogue.

13. The Dalai Lama is expected to visit the UK in May 1999.
During previous visits he has met senior members of the Royal
Family and of previous Governments, including the Prime
Minister in 1991. The Chinese protested then and will do so
again if such meetings are arranged next year. But we must
make clear that he is welcome to visit the UK and to meet
senior personalities.

14. The Chinese are especially sensitive to British

attitudes towards Tibet. We invaded Tibet in 1904 and were
later seen to have encouraged greater independence there. We
still do not recognise full Chinese sovereignty there (alone
among the international community). The Tibet lobby in the UK
is particularly active.

General

15. The Prime Minister should be aware that some parts of the
media will recall Mr Major’s 1991 visit to Beijing when they
detected a difference of view between officials and Ministers
on whether to emphasise human rights concerns to Chinese
leaders. Chris Patten’s views on handling China (in his book
"East and West"), in which he advocates a more hard-nosed
approach to Chinese unreasonableness in negotiation, and
disparages the value of high-level business delegations
visiting China, may also colour the media’s attitude.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

HONG KONG

Background

1. China shares our general vision of "Hong Kong as a bridge,
not a barrier", but is sensitive to any suggestion that we
might exploit our former status as sovereign to "interfere" in
Hong Kong. (This accusation was levelled against the
Consulate-General (CG) in May, after CG staff had requested
meetings with candidates in the Legislative Council
elections.) Nevertheless, the atmosphere over Hong Kong has
improved considerably since the handover: the most recent
meeting of the Joint Liaison Group was particularly
constructive and uncontentious.

2. Beijing has scrupulously observed Hong Kong’s high degree
of autonomy in its dealings with the Special Administrative
Region Government (SARG), showing that the concept of "one
country, two systems" works in practice. They have strongly
supported the SARG’s economic policy decisions, but have not
interfered in the policy process. In the longer term, the
Central People’s Government’s (CPG) role in the Hong Kong
Special Administrative Region (HKSAR) may not be so benign,
and a greater degree of influence (eg over the media and the
executive process) could still be long term aims. This should
not be over-stated, but we should keep the CPG on its toes and
continue to urge it to maintain its policy of
non-interference.

3. Elections to replace the Beijing-appointed provisional
legislature were held on 24 May, and drew a record turn-out
(53% of registered voters). The democratic camp won almost

two-thirds of the popular vote, but under the carefully
constructed electoral rules, gained only one-third of the
sixty seats. We have welcomed the high turn-out as evidence
of Hong Kong people’s commitment to and interest in the
democratic process. The CPG are clear on our dissatisfaction
with aspects of the electoral arrangements: in particular,
the sharply reduced franchise in the functional
constituencies, from which representatives of various business
and professional groups are elected.

4. The Basic Law provides for the possibility of a
legislature elected entirely by universal suffrage, some time
after 2007. The SARG are adamant that this timetable will not
be brought forward. We too are cautious about amending the
Basic Law to allow for faster democratic development. This
could prove a Pandora’s box. But we have expressed publicly
the hope that Hong Kong will move as rapidly as possible
towards the goal of full universal suffrage.

RESTRICTED



RESTRICTED

5. Hong Kong has been suffering from the effects of the
Asian financial crisis since last autumn. In the two weeks to
28 August, the SARG used an estimated US$10 billion to acquire
shares in the Hong Kong stock market. They succeeded in
pushing up share prices by around 20%. This frustrated an
attempt by some foreign hedge funds to profit from a
simultaneous attack on the Hong Kong currency and stock
market. This was followed by a series of regulatory measures
to discourage market manipulation. The underlying aim of this
intervention was to strengthen defences against currency
speculation in order to maintain the HK/US dollar peg.

6. Hong Kong may, in the longer term, pay a price for this,
in terms of damage to its international reputation as a free
and open market. Many 1issues relating to the SARG’s
shareholding and the possible granting of powers to the
executive to issue directions to the exchange in the times of
emergency remain unresolved, and have caused concern on legal
and practical grounds. At a time of economic downturn,
particularly in the services sector, there are concerns that
such intervention in the future could deal a further blow to
the economy. The community as a whole, including the banking
and business sector, has nevertheless rallied behind the
Government. While not condoning the principle of market
intervention, we have supported the SARG’s robust commitment
to defend the currency peg; and our understanding for the
reasons which led the Government to contemplate such
unprecedented intervention. The CPG, while making clear that
the decision to intervene was made under the SARG’Ss
considerable autonomous powers in economic matters, has
publicly supported their actions. -
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

DEFENCE RELATIONS

Background

1. Our ability to develop a meaningful defence relationship
with the Chinese is tempered by their continuing reluctance to
be more open in their dealings with us. The UK is not alone
in facing this problem. Our approach has been to increase
defence contacts in a balanced and measured fashion, in order
to encourage the Chinese military to be more open in their
dealings with us. We also aim to expose the Chinese to UK
defence policy and military thinking in order to promote
confidence building. Human rights concerns and arms sales and
technology transfer issues also constrain the pace of any
increase in defence contacts.

2. The Secretary of state has been invited to visit China and
it i1s hoped that this will take place in 1999, possibly in
May. A number of visits to China by Single Service Chiefs are
also scheduled to take place over the next 18 months. On the
inward side, we hope the Chinese Navy Chief will be able to
visit early next year.

Airborne early warning system (AEW)

3. GEC-Marconi Avionics are pursuing a contract for 6 ARGUS
2000 Airborne Early Warning Systems. The contract value would
be in the region of £300mn. It would create 200 jobs at GEC’s
Edinburgh plant and about 200 others elsewhere in the UK for
at least seven years. The Government has recently renewed
GEC’s form 680 clearance to promote the sale. But no Export
Licence Application has yet been submitted.

4. Negotiations resumed on the deal in August 1998 after a
lengthy hiatus. There remain major differences between the
two sides on price, and other contract details. The Chinese
wish to include a stipulation in the contract that they should
get all their money back if at any state HMG revoked an export
licence. Overall, however, GEC are encouraged by an apparent
Chinese willingness to compromise on performance criteria in
order to reach a deal.

5. If the question of export licences is raised, we would
wish to express support for the project, without giving any
commitment on whether an export licence will be issued. We
should also avoid being drawn on the prospects for revocation
of licences.
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PRITME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

OVERALL BILATERAL RELATIONSHIP

Background

1. We have had a full calendar of high level visits to China
this year. The Foreign Secretary, the President of the Board
of Trade, Deputy Prime Minister, Development Secretary and the
then MAFF Minister have all visited. The Defence Secretary,
Education Secretary, Culture Secretary and the Lord Chancellor
have plans for 1999.

Joint Statement

2. The Chinese were keen to agree a Joint Statement to set
the seal on our new relationship. They set considerable store
by such symbolic declarations. (In 1997 they issued joint
declarations with the French, Russians and the US.) In
negotiating a statement, we have tried to minimise rhetorical
flourishes and focus instead on the need for a constructive,
practical document. We have had to make some compromises -
negotiations focused particularly on the passages on human
rights, WTO and the environment. The Chinese also pressed
hard for inclusion of language on Taiwan. We resisted this.
The finally agreed draft 1s acceptable in UK terms and should
have some beneficial effect within the Chinese system.

Inward State Visit

3. During his wvisit to China in July, HRH The Duke of
Gloucester conveyed an invitation to President Jiang Zemin to
pay a State Visit to the UK in the second half of 1999. HM
The Queen has agreed that announcement of the invitation
should be made during your visit. Jiang Zemin has welcomed
the invitation. We are aware that he would prefer to visit in
the first half of 1999. We have made it clear that this will
not be possible. (We have already brought the invitation
forward from 2000, bumping the Hungarian President.)

New Consulate General in Chongging

4. FCO Ministers have now endorsed proposals to open a new
4th Consulate General in Chongging in Western China. We now
wish to put this to the Chinese, who would need to give their
agreement. The principal focus of the new Consulate General
would be commercial. Its presence would help to strengthen UK
commercial ties with Chongging (one of 4 Chinese cities) with
provincial status, and with Western China more widely. This
would be in line with the Chinese Government’s wish to promote
economic development and foreign direct investment in this
region. We propose to offer the Chinese a Consulate in
Cardiff in reciprocity.
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UK/China Forum Proposal

5. The Chinese have now agreed to our proposal for a top
people’s forum (along the lines of the UK/Japan 2000 Group) .
There is support for this proposal in the UK from outside
government (business, academic and NGOs). We have been
concerned to identify a Chairman on the UK side who has high
standing in the UK and in China and who will prompt the
Chinese to come up with an influential Chairman on their side.
The Rt Hon Michael Heseltine MP has recently agreed to take on
the role. The Chinese are aware of this informally, and are
pleased with the choice.

6. On their side the Chinese are likely to propose former
Minister of Science and Technology Song Jian. We consider
Song to be a more than acceptable candidate. While his
ministerial rank was not as high as Mr Heseltine’s, he remains
a high level figure in the Party and retains a political role
as Vice President of the National Committee of the Chinese
People’s Political Consultative Conference. He has fairly
wide international experience both in the scientific field
(where he is a genuine expert) and on environmental issues.
Most importantly he should have the breadth of interest and
influence to draw in a wide range of serious participants on
the Chinese side. He also speaks good English.

Britain in China 98

7. The "Britain in China 98" initiative was launched by the
then President of the Board of Trade during her visit in
January. It is supported by FCO, DTI, British Council,
China-Britain Business Council and British Chambers of
Commerce in China). The aim has been to make the most of the
improved atmosphere in bilateral relations and of the full
programme of Ministerial visits and British business and
cultural events in 1998 by linking them under a common PR
campaign. DTI and FCO covered start-up costs.

(1f raised)
Kunming International Horticultural Exposition

8. The Chinese will host the International Horticultural
Exposition in Kunming, Yunnan Province, from May to October
1999. An invitation to the UK to participate was sent at
Prime Ministerial level in 1996. The Chinese have since
raised the subject on numerous occasions, including at the
highest levels.

9. We have now agreed to participate. With FCO and private
sector funding, the Royal Botanical Gardens in Edinburgh plan
to create a British Garden for the Exposition. The Chinese
have welcomed this decision.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBRER
1998: TALKS WITH PREMIER ZHU RONGJI

UK/CHINA TRADE AND INVESTMENT

Background

1. You wrote to Premier Zhu Rongji on 22 September flagging
up our priorities for new commercial cooperation.

General

2. UK direct exports to China in 1997 (Jan-Dec) were £920.3
million - a rise of 25% on 1996. In addition UK exports to
China via Hong Kong rose from £732 million in 1996 to £766
million in 1997. Thus total exports to China, direct and
indirect, in 1997 were c.£f1,686m. There was a fall of 0.5% in
direct exports in January-July 1998. This compares extremely
well with the UK’s performance in other Asia Pacific markets
where the fall in exports has been much steeper following on
from the regional financial crisis.

3. The UK’s export performance is less strong than that of
our main European competitors. German direct exports to China
in 1997 were over four times the UK’s, French exports over
twice the UK’s, and Italian exports 50% higher. The UK'’s
direct visible trade deficit with China has grown rapidly in
recent years from £32 million in 1996 to £1574.7 million in
X997,

4. UK industrial capabilities fit well with China’s priority
sectors: transportation, telecommunications, power
generation, agriculture and food processing. Traditionally,
UK exporters have been strongest in supplying equipment for
China’s infrastructure projects and its expanding
manufacturing industry, but, as the Chinese economy has
developed, a wider range of opportunities embracing China’s
emerging consumer market, the environmental and pollution
control sector and the banking and financial markets are
opening up. Despite the general economic downturn in the
region, China continues to maintain reasonably strong growth
rates and remains committed to an accelerated pace of reform.
This should offer continue good prospects over the next few
years for British exporters of goods and services.

5. ECGD’s market limit for China is £5bn. There is currently
£2bn available to suppport new business (not for disclosure).

Investmant

6. Cumulative pledged investments in China by British
companies amounted to US $11.93 billion by the end of 1996.
The UK is now the sixth largest investor in China in the world
and the leading European investor. There are now over 1,800
British-invested joint ventures in China. Although the
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largest share of British investment capital comes from
industrial giants, a number of smaller, specialist British
operators have begun investing in China.

Trade promotion

7. The China Britain Business Council (CBBC), a British
Overseas Trade Board (BOTB) area advisory group, is the
principle vehicle in the UK for the promotion of business with
China. The CBBC has offices in London and Glasgow and five
offices in China (Beijing, Shanghai, Guangzhou, Wuhan and
Chengdu) . Following a recent review of China trade promotion,
the CBBC (formerly the China Britain Trade Group) is being
overhauled to make it more responsive to the needs of
business. It will develop a programme to raise awareness
among business in the UK, focusing on priority sectors and on
preparing appropriate small and medium sized enterprises for
the market. Sir Charles Powell became President of the CBBC
in September.

8. There are also five DTI Export Promoters covering China.
Britain in China

9. This was launched during Mrs Beckett’s wvisit to China in
January. It was developed through the joint efforts of the
British Embassy, the British Chamber of Commerce, the DTI and
the China Britain Business Council. Its purpose is to raise
awareness within China of the full range of British
involvement in China - business, cultural etc. All events and
initiatives are now badged under a "Britain in China" logo and
the Embassy produces a regular magazine in Chinese to promote
the initiative. Feedback indicates very positive Chinese
reactions to the logo and the aims of the initiative.

Although initially planned only for 1998, the initiative will
now be rolled forward.

Airbus

10. Airbus and Rolls-Royce hope your visit to China will
allow for the signature of a sale of the new Airbus
A340-500/600 only available with Rolls-Royce engines. The
Government has invested £323m in this aircraft. We will
receive a levy on each aircraft and engine sold.

11. The A340-500/600’'s four engines allow it to fly further
over water than its Boeing 777 rival. The A340-500 will be
able to fly three separate non-stop routes from China to New
York with full payload. Airbus already have 120 commitments
from nine operators from around the world guaranteeing sales
for the first two years of production, 2002-2004.

12. The industry are hoping to agree during your visit the
sale to China of 5-8 Airbus A340-500/600 available from 2004
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and 10 Airbus A321 narrow-bodied aircraft from 2003. This
could give a headline figure of US$1bn. However, it is
unlikely that any deal will be finalised until the last
minute. The Chinese have expressed concerns about the affects
of the Asian financial crisis, the need to divert resources to
deal with the floods and the need to concentrate on sustaining
the 8% growth target. We have urged them to plan for future
growth.

13. Sir Richard Evans of British Aerospace and Sir Ralph
Robins of Rolls-Royce will be part of your business group.
They wrote identical letters to you on 3 September updating
you on progress on promoting sales of A340-500/600 and calling
on your support as crucial to a successful outcome. You
responded offering your support. Your letter to Premier Zhu
(22/9/98) drew his attention to the importance you attach to a
sale being agreed during your visit. Noel Foregeard, Managing
Director, Airbus Industrie (whom you met in Toulouse), plans
to be in Beijing too if a deal is signed.

Chemicals

14. Major recent business includes a $4.5 billion Shell
Chemicals/China National Offshore 0Oil Corporation joint
venture project announced in February 1998, and the award to
Zeneca of a business licence for its $110m paraquat project
in Nantong (the largest agrochemical joint venture in China)
in May 1998. ICI is pursuing a joint MDI (Chemical
intermediate) project with BASF in Caojing, Shanghai. BP
Chemicals is still seeking approval for a joint venture with
Shanghai Petrochemicals to construct a $2.5 billion ethylene
cracker at Jinshan near Shanghai. However BP Chemicals is
concerned that it may lose out to competing foreign bids to
build ethylene crackers in China, particularly from the USA.

New Baiyun Airport

15. The New Baiyun International Airport Guangzhou will have
3 runways and a maximum annual handling capacity of 80 million
passengers. It will be constructed in 3 phases between 1999
and 2010 (value £2.3bn).

16. Sir Norman Foster and Partners are bidding with
Netherlands Airport Consultants (NACO). are on the shortlist
with France and the USA for the design contract. The latest
intelligence is that Parsons (USA) may get the terminal design
contract. UK companies still hope to get involved with all
the other elements of the project.

Power projects
17. The Three Gorges is a project to dam the Yangtze River
to relieve flooding in the lower Yangtze valley and

generate 18,200 MW hydro-electric power. Having won a
substantial share of the turbine contract for the Three
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Gorges, Alstom are well-placed to win all or part of
the power evacuation/transmission project, valued at
£300 million.

18. In December 1994 Mitsul Babcock Energy (MBEL) were
awarded a crucial boiler supply contract for two

privately-financed power stations (value £230 m). There have
been major delays because of the difficulties in putting
together an acceptable securities package. The formal signing

was in May 1998. The Chinese are delaying final approvals for
construction.

National Theatre Project

19. Terry Farrell is one of only four foreign firms to make
the second round of a competition to design Beijing’s new
National Theatre. The project budget is US $350M. It is one
of the most prestigious in the country. The UK is in with a
good chance. Zhu Rongji and other senior leaders will play an
active role in the final decision. A push from the Prime
Minister to Zhu will show that we are paying attention to this
project, and might well help swing it. Decisions will be made
in early November.

Mobile Telecommunications

20. For mobile telecommunication standards, international
harmonisation is being co-ordinated by the ITU (International
Telecommunications Union). Europe has submitted a wideband
CDMA proposal to the ITU for evaluation. The US has submitted
three technologies, one of which is the Qualcomm proposal
(called "CDMA 2000"). The UK secured agreement of wideband
CDMA within Europe. Japan also favours wideband CDMA. China
favours TD/CDMA. Clinton raised the US Qualcomm technology
during his visit to China. We want to redress the balance by
promoting the European decision on wideband CDMA (or the
Asian/Japanese equivalent TDD/UTRA). The value of the market
for cellular handsets is forecast to be US $55bn in 2001.

Other Priority Sectors
Automotive

21. An MOU was signed in 1996 for a five year programme of
cooperation, including: encouragement of joint ventures and
transfer of technology; development of training programmes;
identification of major cooperative projects and the
establishment of UK/China Centres of Excellence in major
automotive centres.

22. Current major projects with UK involvement include i) the
design and development of a new diesel engine at First Auto
Works (FAW) in Changhun in co-operation with Perkins Engines;
ii) the development of petrol engine infrastructure by Yuejing
Motors in Nanjing using a Ford UK engine. The formation of a
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successful joint venture between FAW and Perkins depends on
the agreement of the Chinese Government. The project would
provide a basis for developing a family of engines tailored to
Chinese needs for a huge potential market.

Agriculture

23. There are opportunities for UK companies across the whole
of the food chain (eg-machinery, chemicals, seeds,
biotechnology, livestock husbandry/breeding, horticulture,
malting barley, food processing etc). Through a Memorandum of
Understanding, MAFF has supported technological projects in
China since 1981.

Telecommunications

24. The telecommunications market in China is essentially
closed to foreign operators. Negotiations on China’s
accession to the WTO have resulted to date in a very poor
offer on value added telecommunications services. This is
limited to foreign ownership at 25% and only one foreign joint
venture operation in Shanghail ‘and Guangzhou.

25. In November 1996, Cable & Wireless (C&W) signed a
memorandum of understanding with China setting the framework
for co-operation in a number of areas, including development
of a direct submarine fibre optic cable between China and the
UsS.

26. In 1997 C&W sold 5.5% of Hong Kong Telecommunications
Ltd, a C&W subsidiary, for $9.17bn to mainland Chinese
investment institutions to gain enhanced chances of

access to the mainland market. C&W is also reported to
have agreed to a further transfer to China of up to

20%0f HKT shares in due course in exchange for further
unspecified benefits. The Chinese authorities deny
promising any privileged access, and C&W were not

allowed to participate in the public offer for shares

in CTHK.

27. In March BT signed a memorandum of understanding with
China Telecom to foster "co-operation and

understanding. There is no investment involved. BT is
looking at opportunities in China but has no current
projects there.

Inward Investment

28. There are 35 Chinese investments in the UK, mainly in the
service and finance sectors. The Chinese Government has
encouraged overseas investment: (i) to support a world-wide
network of Chinese owned commercial infrastructure
enterprises, such as banks and trading companies, and (ii) to
secure access to supplies of raw materials. As Chinese
industry matures it is also seeking access to new technology
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and to enlarged markets in the West.

29. IBB investment seminars in Beijing and Shanghai in
January led to a number of investment enquiries. A
third seminar in Guangzhou is scheduled and other
marketing activities have been launched to raise the
profile of the UK as the natural partner in Europe for
Chinese companies. In the short term, there is minimum
real opportunity for investment from China into the UK
other than from the financial and service sectors.
However, given the rapid growth of China and its wish
to compete globally, significant potential exists for
the future.
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PRITME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

FINANCIAL SERVICES SECTOR: MARKET ACCESS ISSUES

Background

Insurance

1. The Chinese insurance market is currently ranked 21st in
the world and clearly has massive potential. The market is
gradually being opened up to foreign companies. The Chinese
have been granting two insurance licences to foreign firms
each year. Two licences have already been granted this year,
one to Royal Sun Alliance (RSA), the first UK company to win a
licence.

2. Prudential, CGU, Standard Life, Eagle Star and Guardian
are also active in China. Following RSA’s receipt of a
non-life licence, Prudential is probably in the lead. It is
the UK’s largest life insurance company, and we believe that
the Chinese preference may now be for life insurers. However,
the Chinese have now ruled that the Chinese Joint Venture
partner must be an insurance company. We want this to be
extended to include banks - not least because Prudential’s
partner is an arm of the Bank of China.

3. If a life licence is not immediately "on offer", we still
wish to lobby for a further licence as soon as possible. 1If,
contrary to expectations,the Chinese express a preference for
a non-life insurer, our strongest candidate would be CGU whose
Chinese non-life business is much the largest of any UK
company .

4. Defensive line on pension mis-selling: Personal pensions
were introduced by the British government in 1988 as a means
of encouraging labour mobility. In the light of experience,
regulators and the industry now have a better understanding of
the relative merits of occupational and personal pensions and
a number of UK life insurance companies have been asked to
review some of their past sales of pension products.

Banking

5. The banking market is only slowly opening up. The Chinese
follow a strategy of gradually easing the strict numerical,
geographical and business restrictions they still place on
banks (for instance, restricting foreign bank branch
operations to 24 major cities, limiting local currency
business) .

6. The ability of foreign banks to engage in local currency
business free of operating restrictions and on the same terms
as domestic banks is a priority for the UK and EU in

negotiations on China’s accession to the WTO. We argue that
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liberalisation of banking restrictions would significantly
benefit China’s future economic growth, helping to attract
investment and allocate capital to promising businesses, and
raising the level of professionalism and training in the
industry.

7. The most active UK banks in the market are Standard

Chartered and HSBC, which each have a network of branches.
Both were granted licences to set up in Shanghai in 1997.

8. Standard Chartered have been lobbying hard to upgrade
their representative office in Beijing to a branch. We have
received strong signals from senior central bank and MFA
officials that this will be granted during your visit.
Standard Chartered have been in China since 1858 and have the
largest network of any foreign bank there.

9. Zhu Rongji may ask about Chinese banks in London. The
Bank of Communications and the China Construction Bank are
keen to upgrade their representative offices in London to
branches. This would be difficult at the moment as Chinese
accounting and banking supervision standards fall short of
international standards. The FSA considers all applications
on their merits. In London 1in April, Zhu Rongji commented
publicly that the sooner we assisted China in developing its
regulatory system the sooner the sector could be opened. At
the invitation of the Bank of England and the FSA, the Deputy
Governor of the People’s Bank of China will be coming to
London in November to learn more about the FSA and our system
of regulation.

Equities

10. The Treasury and then SIB (now FSA) signed a Memorandum
of Understanding with the China Securities Regulatory
Commission in October 1996, allowing Chinese state-owned
enterprises to list in London for the first time. It was the
first European country to complete such an agreement. Since
then, four Chinese companies have listed on the London Stock
Exchange. However, there have been no further listings since
September 1997, during which time two Chinese companies have
listed on the New York Stock Exchange.

11. During Zhu Rongji’s visit to London in April 1998, the
Premier stated publicly that he would like to see more Chinese
companies listed on the LSE. The London Stock Exchange can
offer the largest pool of international investment capital in
the world and the most liquid trading market in international
equities (59% of the world market).

12. The LSE has MoUs with the Shanghai and Shenzhen exchanges
(dating from 1994) and will sign a further MoU with the
Shanghai exchange on 8 October to provide a more concrete
framework of training and cooperation. In addition, the LSE
and Shanghai exchange are co-hosting a seminar on 8 October in
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Shanghai on the development of capital markets, in conjunction
with the Chatham House China Task Force group, of UK
investment banks.

Mutual Funds

13. Five domestic mutual funds have been set up in China this
vear. UK firms such as Jardine Fleming and Schroders are
active advisers in this field, and will seek joint venture
mutual fund management licences when they are made available.

London’s Preparations for the Euro

14. Zhu may ask about this. London will be ready for the
euro. Financial firms in London, whatever their nationality,
see the euro as a key part of their business and they have
been actively preparing for its introduction.

15. The introduction of the euro is a major opportunity for
London. London thrives on liquid markets, regardless of
currency, and it will thrive on the euro. London’s position
derives from the critical mass of markets and the
concentration of financial businesses based there. It is home
to all the professional skills necessary to service the
markets. It has a world-class technological infrastructure,
which is constantly being updated.

16. London has to continually earn this pre-eminent position.
The Bank of England is helping to ensure that the financial
infrastructure is in place in London so that on the first day
of EMU anyone can trade and settle in euro, whatever the deal.
The euro will be a major currency for financing, with
significant depth and liquidity. London will be the European
and international financial centre for the euro. The City of
London is not just a major national asset. It is a major
asset for Europe and the international economy as a whole.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998 : TALKS WITH PREMIER ZHU RONGJI

AIR SERVICES

Background

1. In January a UK delegation, comprising officials and
airline representatives, negotiated an increase in traffic
rights with the Chinese. The agreed Memorandum of
Understanding (MOU) provided for:

- the start of a London-Shanghai service (2 services per week
(spw) immediately, 4 spw from Summer 2000) ;

- an increase on the Beijing-London route from the present
4 spw to 5 spw from Summer 1999, and to 6 spw from Summer
2000.

The MOU provided for reciprocal rights on these routes for
Chinese airlines.

2. We now look very close to a deal which will allow
signature of the MOU during your visit (Signature, by our
Ambassador and the Chinese Aviation Minister, would probably
take place on 6 or 7 October.)

3. The Chinese withheld their signature to the agreement at
the very last moment pending resolution of three "irritants":-

a) the requirement that Chinese passport holders transiting
the UK should hold Direct Airside Transit Visas (DATVs) ;

b) Carriers Liability Act (CLA) debts incurred by Air China;
C) use of the BA designator code on flights to Taipei.

4, After further intensive negotiations at official level,
the Chinese declared themselves satisfied with a deal on DATVs
and dropped their demand on the Taipei designator. In late
June the Chinese agreed that sufficient progress had been made
to permit the Deputy Prime Minister to announce the new
Shanghai service and the frequency increases on the
Beijing-London route during his visit to China. However, the
Chinese have continued to delay signature of the MOU, without
which the arrangements cannot come into effect.

5. Chinese concerns are now focused on CLA debts and the
granting of Approved Gate Check (AGC) status to Air China.
Granting of AGC status means that the UK Immigration Service
considers that an airline has sufficient document checks in
place prior to passengers boarding an aircraft to enable the
airline to be exempted from CLA fines for carrying
non-documented passengers and, 1in some circumstances, fines
for passengers travelling with forged documents. The Chinese
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have expressed concern that Air China has been granted AGC
status only for a six-month period. We have assured them that
the initial six-month period 1s a standard provision that
applies to all airlines and that, provided Air China retains
its current procedures, AGC status will not be withdrawn. The
Deputy Prime Minister has given similar assurances in a
discussion with Chinese Aviation Minister Liu in early
September and in a subsequent letter. As a result of being
granted AGC status Air China has been exempted from virtually
all its CLA debts.

(Not to be revealed to the Chinese)

5. The Chinese delaying tactics possibly reflect a desire to
defer the introduction of additional services by
highly-competitive foreign carriers just as Chinese airlines
are having to adjust to the effects of the downturn in Far
East economies. UK carriers, on the other hand, remain keen
to operate the additional services, although they accept that,
in the short term, they are unlikely to be profitable.

7. We were disappointed in January that we were only able to
secure 2 spw to Shanghai for Summer 1998, with 4 spw from
Summer 2000. Both BA and Virgin want to fly to Shanghai. The
2 spw initial limit will almost certainly mean that the Civil
Aviation Authority will have to hold a scarce capacity hearing
to determine which airline should be granted the right to fly
the route. Once the present agreement is signed, we shall
begin pressing the Chinese to allow 4 spw to Shanghai. That
would bring us into line with the rights enjoyed by other
European countries; Air France, for example, already flies

4 spw to Shanghai. It could also allow both UK airlines to
operate services to Shanghai.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10
OCTOBER 1998: TALKS WITH PREMIER ZHU RONGJI

DEVELOPMENT ASSISTANCE

Background

1. The main emphasis of the new strategy for development
co-operation with China was agreed during the visit of the
Secretary of State for International Development in June. It
will focus on:

Human development Primarily in the fields of education and
health.

Economic, social and administrative reform 1In particular,
State owned Enterprise (SOE) reform and financial sector
training.

2. The overall level of spending under the bilateral
technical co-operation programme (as distinct from residual
Aid and Trade Provision (ATP) projects) will be of the order
of £30 million over the coming two years.

3. Under the financial sector we are providing up to 225
work attachments in the UK for promising Chinese financial
managers. The first participants in the scheme are due to
arrive early next year. We are also investigating how we can
assist with wider "soft infrastructure" needs, including
banking and accountancy training.

4. There will also be support under this heading for selected
projects flowing from the human rights dialogue. (See
separate brief).

Environment (see separate brief)

5. The Prime Minister might wish to refer to the following
specific new initiatives:
co-operation:

(a) approval in principle for three new project proposals
in the health and water sectors.

(b) Approval for the Commonwealth Development Corporation to
operate in China; and

6. We have recently agreed to proceed with detailed _
preparation of three substantial new proposals. These are:

- Support for the World Bank’s Basic Health Services (VIII)
project which will help to improve health services in six
provinces and the municipality of Chongging. The DFID
component will provide technical assistance to help ensure
that project interventions are effectively managed.
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- Assistance to prevent and control the spread of HIV/AIDS
and to improve reproductive health. The project is likely to
focus on the provinces of Yunnan and Sichuan.

- A programme to strengthen capacity to tackle a range of
technical and institutional issues in the water sector with a
view to improving quality of and access to water supplies.

7. DFID officials will press on with detailed project design
work in close consultation with Chinese partners. Fully
designed projects should be ready for approval by Mrs Short,
by the end of the first quarter of 1999.

Commonwealth Development Corporation

8. The CDC is the Government’s main channel for stimulating
the creation and growth of commercial enterprise in developing
economies. The CDC have been investigating the scope for
investment in China since 1996 and the Corporation’s Board has
recently sought the approval of the Secretary of State for
International Development to operate in China. This has now
been given. A number of detailed issues remain to be resolved
before an agreement on operating conditions can be signed and
it is hoped that the announcement will give the process
impetus.

9. The Corporation will wish to move cautiously in developing
a programme of investment in China, but sees scope for working
with DFID in the poorer provinces in the context of
state-owned enterprise reform, and the development of small
and medium sized enterprises. Sectors of interest include
agro-industry, forestry and infrastructure. The CDC can bring
to China valuable experience 1in enterprise development and has
a useful role to play as an ethical investor, encouraging
adoption of best practice in areas such as labour standards
and the environment.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

TRADE POLICY ISSUES, INCLUDING WTO

Background

WTO

1. Progress in China’s negotiations to join the WTO has been
fitful. The past year has seen a growing conviction among EU
and US negotiators that accession is taking second place to
the process of internal economic reform and to concerns about
the contagious effects of the Asian financial crisis. The
Commission has a mandate to negotiate on behalf of the
European Union. Recent progress includes a "road map" agreed
between Sir Leon Brittan and Shi Guangsheng (Minister of
Foreign Trade and Economic Cooperation) in Brussels in June.

2. China has much to gain from membership. Joining the WTO
would remove the need for repeated bilateral negotiations with
trading partners. And accession before the start of the next
round of multilateral negotiations, at the end of next year,
would also ensure full Chinese participation at the table.
Indeed, recent Chinese concessions in Geneva have been
conditional on accession by the end of 1999 (a conditionality
which the EU and US reject).

3. Although the start of the next round provides a useful
target for accession the gap between Chinese and EU/US
negotiators remains wide. At the current rate of progress the
end of 1999 appears an over-ambitious target. At the last
meeting of the WTO Accession Working Party in Geneva in July
it was clear that, while progress had been made in some areas,
much work had still to be done. The Commission has been
pressing for an average tariff level of 7% but the latest
Chinese offer is around 11% with the additional problem of
major peaks (up to 15%) and exceptions. In the services field
- telecoms, banking, insurance, distribution, accounting and
legal services - where the UK has significant interests at
stake, the concessions so far made by the Chinese fall far
short of what our companies would consider to be commercially
attractive.

4. The nature of the accession process, in which bilateral
and collective negotiations go hand in hand, is conducive to
"divide and rule" tactics, and the Chinese will be quick to
exploit any signs of schism (the Japanese were roundly
criticised when they provisionally concluded their bilateral
negotiations with the Chinese on goods). To date there has
been close cooperation between EU and US negotiators on issues
of substance and it will be important to maintain this
solidarity. President Clinton’s visit to China in June saw no
discernible progress on accession issues, although the Chinese
seem to have tried to trade early accession for a guarantee
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not to devalue the renminbi. Again, such attempts to forge
linkages must be resisted.

5. The EU is content for China to negotiate transition
periods so that her economy is gradually opened up to the rest
of the world. However, given the pressures on the Clinton
administration, the likely electoral timetable, and continued
Congressional wariness of China, close attention to the detail
of the transitional arrangements is needed if US support for
Chinese accession to the WTO is to be maintained.

6. The Commission have in place a variety of programmes of
technical assistance to help the Chinese with the reforms
needed for WTO accession. The Chinese however are suspicious
of the motives behind this assistance and have not taken
advantage of all the available funds. Whilst any bilateral
assistance we can offer would be a drop in the ocean in
comparison to Commission funding, it would be worthwhile
exploring with the Chinese what assistance we could give to
move forward the necessary reforms.

Other Trade Policy Issues

EU Anti-Dumping Action

7. Following its third investigation into imports into the EU
of unbleached cotton fabric from China, India, Indonesia,
Pakistan, Egypt and Turkey, the Commission has proposed
definitive (ie 5 year) duties on such imports. The UK opposes
such measures as unjustified by economic evidence and against
overall EU interests. The UK and 9 other Member States (MS)
were instrumental in seeing off provisional (6 month) duties
in April this year. A final EU (simple majority) decision is
likely to have been made at the 5 October General Affairs
Council in Brussels.

8. Following UK and other liberal MS’ lobbying, the
Commission recently amended China’s non-market economy status
for anti-dumping purposes (a special methodology by which the
Commission uses a comparator market economy to determine duty
rates, usually resulting in higher duties) and to look at
individual cases on their merits.

EU Quotas on Imports of Chinese (Non-Textile) Products

9. As part of the Single Market, the Commission proposed
replacing the 6,400 national import restrictions (4,700
against China) with EU quotas on, amongst others, 7 Chinese
products. The quotas were adopted by qualified majority, the
UK alone voting against - mainly because of inclusion of toys,
which most EU (and virtually all UK) producers opposed.

Quotas on car radios, gloves, glassware and toys have now been
removed and those on tableware increased (the others are on
porcelain and shoes). China has strongly opposed the measures
and the action it has taken by rejecting a compromise proposal
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for price undertakings may have been instrumental in
preventing the measures being introduced. China defends her
own quotas as internationally applicable, resenting the EU’s
for being China-specific (and causing factories to close).
The Commission links removal of EU quotas with China
eliminating hers, a linkage the UK opposes. China welcomed
the UK’s constructive role during the UK’s Presidency. A

final decision is expected from the Commission the week of the
PM’s visit.

Generalised System of Preferences -GSP

10. GSP offers preferential market access to developing
countries’ products. GSP now includes the concept of
"graduation": countries reaching a certain level of
development lose benefit. China has been excluded from GSP in
several sectors including clothing, chemicals, glass,
ceramics, leather, footwear and base metals.

Market Access Problems in China

11. The main problems for foreign business - lack of
transparency in regulations and discrimination in their
application cut across all spheres of activity. Laws are
opagque or enforced inconsistently and are liable to change at
short notice. Trading rights are limited: foreign firms
cannot distribute or, for the most part, import, export or
advertise their own/others’ products. Contracts are often
awarded/withheld on a political basis or linked to extraneous
issues. Separate standards testing bodies for foreign and
domestic products leads to discrimination.

12. Tariff peaks on consumer goods along with the trading
restrictions lead to smuggling, causing loss of government
revenue. 385 products (notably cars) are affected by quotas.
Chemicals companies must disclose technically detailed (hence
often commercially sensitive) information to get products
registered. Enforcement of Intellectual Property Rights lags
behind improved legislation.

13. Foreign investors face export performance and local
content requirements and are often confined to minority owned
joint ventures. China’s concern to protect its infant
services industries means limited licences (not awarded
transparently) and severe restrictions (on geographical
location, scope of activity, number of offices, form of
investment) for foreign players.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

UN ISSUES - SECURITY COUNCIL

Background

1. Bilateral talks on UN issues originally scheduled for
mid-September were postponed at our request (due to unforeseen
G7 meeting). We hope to reschedule them for later this year.

2. The Chinese generally tuck in behind the Russians and
French in Security Council discussion on Iraqg.

3. The Chinese abstained on SCR 1199 which, under Chapter VII
of the Charter, called for a ceasefire in Kosovo, meaningful
dialogue between the parties, and action by all sides to avert
a humanitarian disaster.

4. On Lockerbie, we lobbied the Chinese following the
announcement of the UK/US initiative in August. They
welcomed the initiative. As a P5 member, China’s support is
particularly valuable.

Security Council enlargement

5. The Chinese are unenthusiastic supporters of Security
Council enlargement. They favour an "appropriate expansion”
based on increased representation for the developing countries
and geographical balance. They have been vague on numbers.
China agrees that the issue of veto rights for new permanent
members could be settled at a later stage.

6. We support early enlargement in both permanent and
non-permanent categories. We want to see permanent seats for
developing countries in Asia, Latin America bd the Caribbean
and Africa, and for Germany and Japan. (China is wary of
Japanese permanent membership). We would support an expanded
Council of up to 24 (five new permanent and up to four new
non-permanent members) .
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

NON PROLIFERATION/ARMS CONTROL ISSUES

Background

Nuclear issues/anti-personnel landmines

1. China is the only one of the five NPT-defined Nuclear
Weapon States (NWS) to profess a policy of No First Use of
nuclear weapons, and claims to be prepared to agree a formal
mechanism to discuss nuclear disarmament at the Conference on
Disarmament (CD) in Geneva, which is opposed by the US, France
and Russia (we have taken a holding line). However, China has
yvet to ratify the Comprehensive Test Ban Treaty and, unlike
the rest of the P5, has not formally announced that it has
stopped producing fissile material for weapons purposes.

2. But China has agreed, in line with the other NWS, to
participate in negotiations at the CD on a Fissile Material
Cut-off Treaty (FMCT), to end the production of fissile
material for use in nuclear weapons. The CD established an Ad
Hoc Committee (AHC) on FMCT 1n August, shortly before the end
of its session this year. We expect the AHC to be
re-established when the CD resumes in late January. FMCT
negotiations would be an appropriate topic for confidential
discussion in a P5 forum, which we hope to be able to propose
SOOm.

3. China did not participate in the process leading to the
Ottawa Convention banning anti-personnel landmines. They
have, however, indicated that they could support work in
Geneva on landmines, perhaps starting with a transfer ban.

Chemical weapons convention

4. The 1993 Chemical Weapons Convention (CWC), bans the
development, stockpiling and use of chemical weapons. It
entered into force on 29 April 1997, and is the first
multilaterally negotiated disarmament agreement which aims to
ban an entire category of weapons of mass destruction in a
verifiable manner. To date, there are 117 States Parties to
the Convention including all EU member states, the United
States, Russia, India, Pakistan, China, Iran and Jordan. The
UK aims to achieve a treaty with universal adherence.

5. Implementation of the CWC is overseen by the Organisation
for the Prohibition of Chemical Weapons (OPCW), located in The
Hague. The OPCW has made a generally good start in
implementing a rigorous but fair verification and inspection
regime. The UK has received 18 1inspection visits since the
Convention’s entry into force.
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Biological weapons convention

6. Biological weapons have been banned since 1972 by the
Biological and Toxin Weapons Convention (BTWC). However, this
Treaty has no effective verification provisions. Measures are
needed to strengthen confidence in compliance.

7. Good progress has been made towards this in the BW Ad Hoc
Group 1n Geneva. A rolling text of a Protocol on verification
is now firmly established as the basis for negotiations.

8. China is a key player 1n negotiations on a verification
Protocol to strengthen the Biological Weapons Convention
(BWC) . Whilst largely constructive, China has been reluctant
to see things move too fast and worried about intrusive
measures. Encouragingly, a Sino/US joint statement (25 June
1998) affirmed the need to further accelerate an early
conclusion to the negotiations.

9. We remain cautiously optimistic about concluding
negotiations next year. The UK together with its EU partners
is pressing for intensification of the work of the Ad Hoc
Group next year and has called for 20 weeks of negotiation.

Weapons of mass destruction

10. China has over the last year introduced export controls
on nuclear items which are almost equivalent to Western
standards (with the exception of not requiring IAEA safeguards
on all nuclear facilities in a country to which it exports,
allowing it continuing exports to safeguarded facilities in
Pakistan). Under the CWC, it has applies export controls to
many chemicals of CW concern, but has resisted controls on all
precursors for chemical weapons. China appears to be allergic
to controls on missile technology, although it has cut back on
its missile assistance to some countries developing ballistic
missiles.

11. This is an area where the Chinese tend to be very
sensitive, more so than their actions would suggest. 1In
practice, only the US appears to be able to convince them to
take action, but China’s capability to supply key technologies
means we need to keep up the pressure.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

INDIA/PAKISTAN

Background

1. China is not a neutral player in South Asia. She and
India fought a brief war (which the Chinese comprehensively
won) over their border in 1962. Sino-Indian relations were on
an upward curve from 1993, with border talks and Confidence
Building Measures. In 1996 Jiang Zemin became the first
Chinese Head of State to visit India.

2. Quite soon after its election, the new BJP government
began to antagonise China. The Defence Minister, Fernandes, a
Tibetan sympathiser, referred openly to China’s transfer of
missile and nuclear technology to Pakistan and alleged that
China was making incursions across the Line of Actual Control.
He concluded that China was a threat to India’s security.
India’s nuclear tests on 11 and 13 May, and subsequent
justifications, which pointed to security concerns about
China, completed the rupture in relations.

3. China is one of Pakistan’s key allies. She has supplied
missile technology and has been implicated in supplying the
technology for a nuclear reprocessing plant. The extent of
current Chinese assistance to Pakistan is unclear: but we
believe that they continue to have some influence over
Pakistan.

Nuclear

4. The Prime Minister met Sharif on 21 September, in the
margins of UNGA. It had been expected that Pakistan might
announce her intention to sign CTBT at UNGA: in the event,
Sharif tied signature to lifting of sanctions. He also hinted
that Pakistan would firstwant to see progress on Kashmir.
India’s statement confirmed that she is in no hurry to sign,
but indicated that she might do so in time for the Treaty to
enter ito force on schedule (Septmber 1999).

5. The US has taken the lead in pursuing the
non-proliferation agenda with India and Pakistan. As well as
urging CTBT signature, they are also trying to get the Indians
and Pakistanis to sign up to various Confidence Building
Measures (eg separate storage of nuclear weapons and delivery
systems, limiting numbers and types of delivery systems,
notification of missile tests).

6. Despite her support for Pakistan, China has avoided taking
sides on the Kashmir issue.
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UK/China Joint Statement

7. The Chinese originally wanted a specific reference in the
Joint Statement to the South Asian tests. A similar reference
in the communique issued during Clinton’s visit was angrily
criticised by India, which interpreted it as evidence for an
old paranoia: that the US was granting China a special
interest in South Asian regional security. We should avoid
falling into the same trap. A reference to UNSCR 1172 amounts
to a restatement of our position.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

ENVIRONMENT

Background

Climate Change

1. The Kyoto Protocol, agreed in December 1997, left many
details to be settled on how the reductions in greenhouse gas
emissions which it set out were to be achieved and accounted
for. Some of these details are politically controversial (eg
if and when developing countries will take on commitments to
limit their emissions); others are more technical (eg how
emission monitoring and reporting systems should work).

2. The next conference of the Climate Change Convention will
take place in Buenos Aires in November. The politically
controversial questions will not be resolvable there. But
Buenos Aires has to be seen to keep climate negotations moving
forward. To avoid deadlock, Convention Parties should look at
each issue on its merits, moving forward where possible and
trying to agree on a timetable for resolving those differences
which remain.

3. One of the key issues is to persuade the US ratify the
Kyoto Protocol. 1In order to achieve this, the US
Administration will have to satisy the Senate that there is
"meaningful participation" by developing countries. The US
Government are pressing for progress on this at Buenos Aires,
despite firm developing country opposition (particularly from
major G77 players such as India and China) to the idea of
voluntary accession to emissions targets. We recognise that
all countries will need to go well beyond the Kyoto commitment
in due course, but progress on future commitments is
unachievable at the November meeting.

4 . The Prime Minister’s visit to China (one month before
Buenos Aires) provides a crucial opportunity to encourage
China - the key developing country in the climate change
process - to continue to play a more helpful role.

5. In his address to the UN General Assembly on 21 September,
the Prime Minister said that the success of Kyoto was a close
run thing; that Buenos Aires will be hard work; but that it
has to work.

6. In a minute to the Prime Minister dated 23 September, the
Deputy Prime Minister records the successful outcome of the
very important Ministerial preparatory meeting he attended in
Japan in July. Mr Prescott warns, however, that failure in
Buenos Aires will jeopardise the achievements of Kyoto. He
notes that all concerned must approach Buenos Aires with a
degree of realism. He also indicates areas where agreement
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can be reached. 1In this regard, he identifies how important
the Prime Minister’s visit to China will be.

7. The attitude of developing countries, particularly China,
will be crucial at Buenos Aires. China has, in the past, been
a major obstacle to progress in the climate change
discussions, adopting a confrontational approach towards
developed countries. We have been working to encourage
greater pragmatism, in China’s own interests (given its
vulnerability to the impacts of climate change). This is
bearing fruit. On his wvisit in July, Mr Prescott secured
Chinese agreement to a UK/China "informal dialogue" on climate
change, which began with a visit by officials to Peking in
September. The Chinese indicated during the latter that they
would be willing to approach discussion on technical issues at
Buenos Aires constructively, and set aside for later
outstanding differences of principle, eg on commitments,
provided the US or others did not press on these.

DFID Environmental cooperation

8. The broad framework for co-operation in the environment
sector (covering a range of DFID, DETR and FCO-sponsored
activities) is provided by a Memorandum of Understanding
signed during Ms Short’s visit in June. The impact of rapid
economic growth on the environment 1is an issue of growing
concern in China. Activities at the planning stage include:

- A £6 million environmental programme in Yunnan province
which will help to build local capacity in integrated
development planning.

- A £6 million water sector development programme (see
Annex) . :

Private sector activity

9. China’s annual market for environmental goods and services
was estimated at around $3.5bn in 1997. High economic growth
and rapid industrialisation, together with a range of
governmental protection targets, mean that growth in the
market is likely to be around 10%. China accounts for 1% of
the UK’s environmental exports.

10. The focus of the Chinese issues which directly affect the
quality of life in urban areas: air quality, drinking water
and to a lesser extent noise pollution. China’s leaders have
continued to make clear that China will continue to depend on
coal as the main source for energy. There is increasing
interest in clean coal technology which could help control
emissions of sulphur dioxide.

11. China is also emerging as a large prospective market for

renewable energy with positive encouragement from the
Government and support from international agencies such as the
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World Bank and UNDP. The market 1is projected to increase from
£2 billion per year now to £6 billion in the next 10 - 15
years. DTI has been working on China as a target renewables
market for 18 months, promoting UK renewable energy companies
in China under the banner " Renewable Energy From Britain ".
Ten companies participated in a trade misson this September,
including a seminar opened by Lord Sainsbury. The companies
included Shell, BP Solar and National Power.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

DRUGS

Background

1. China does not present a significant drugs threat to the
UK. Most of the traffic through China is destined for
regional or US/Australian markets. China is a source of many
of the precursor chemicals used to produce illicit drugs, and
Chinese organised crime is increasingly involved in the
production and trafficking of heroin and synthetic drugs.

2. China faces a growing domestic abuse problem, with
official estimates of about one million addicts, but the total
is almost certainly much higher. Attempts to tackle the
problem have focused on repression, although there have been
some efforts at prevention and rehabilitation more recently.
Convicted traffickers are very often sentenced to death in
China. Drugs trade related corruption is becoming
increasingly pervasive. ‘

3. China considerably strengthened its anti-drugs legislation
in 1997, specifically identifying money laundering as a crime
for the first time. China participates in the Asia-Pacific
Group on money laundering, which aims to promote regional
cooperation. It has chosen not to formalise its support for
the APG while Taiwan is a member. It is also a serious
candidate for membership of the global Financial Action Task
Force (FATF).

4. UNDCP is active in China through its Sub-Regional Action
Plan for the Mekong Countries (China, Burma, Thailand, Laos,
Cambodia and Vietnam). DFID contributes to this. There is
also growing cooperation on drugs between UK police forces and
Chinese law enforcement.

B At ASEM 2, Leaders endorsed a UK initiative to promote
cooperation to improve the control of precursor chemicals and
to tackle synthetic drugs. We are looking for ideas from
Asian ASEM partners on projects through which the EU might
transfer knowledge to them on synthetics. China will also
benefit from technical cooperation which is being developed by
the Asia-Pacific Group to be funded by the EU under the
anti-money laundering initiative agreed at ASEM 2.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

ASEM FOLLOW-UP

Background

1. The Asian financial crisis was the dominant theme of

ASEM 2 in London in April. The ASEM Trust Fund was the major
result. Its purpose is to support work in the financial and
social sectors. Complementing the Fund is a network of
expertise which has been set up by the European Commission to
give access to specialists who can help with restructuring.
The Fund became operational at the end of June with the first
commitment of funds, from the UK. We are keen to see Asians
contribute to the Fund and have been pressing China, among
others. USS 2 million’s worth of projects are under
consideration for China, for enhancing the role of non-state
banks, assisting the transfer of social assets from state
industrial enterprises to non-state operators.

2. During ASEM 2 the Asians pressed hard for an agreement
that Europe would send high-level missions to see for
themselves the business opportunities offered by Asia’s
present predicament. European leaders agreed to encourage
business missions. The UK carried out the first mission, in
June. Others are planned from the Commission (led by Sir Leon
Brittan), France, Austria and Italy.

3. Following the London Summit, the Chinese proposed a
Science and Technology Ministerial next Spring. This is the
only initiative they have proposed under ASEM and they are
pursuing it keenly. We would like more information before
committing Ministerial attendance.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

BURMA

Background

1. The State Law and Order Restoration Council (SLORC) seized
power in 1988 and subsequently refused to recognise the
outcome of the elections they organised in 1990, in which the
National League for Democracy (NLD) won a landslide victory.
SLORC was formally dissolved in November 1997, and reformed as
the State Peace and Development Council (SPDC).

UK/EU Actions

2. An EU Common Position was adopted in 1996 (and is renewed
every 6 months). This includes an arms embargo; a ban on
non-humanitarian aid; a ban on high-level bilateral wvisits;
and visa restrictions on members of the regime. There is no
consensus for UN Security Counc1l resolutions on Burma. China
is the major obstacle.

3. China’s relations with Burma have been traditionally close
- probably the closest of all neighbours. China continues to
support the SPDC, for example by supplying arms. Cross-border
trading continues, but has slackened recently due to Burmese
economic difficulties. But China 1s concerned about drugs
traffic across her border. And there are signs of concern at
political stability.

4. Burma is the world’s second largest heroin producer and
also a major producer of amphetamines. These drugs are
smuggled across the Thai and Chinese borders. Production is
concentrated in areas controlled by ethnic minorities (mostly
Shan and Wa). Most of the drugs are destined for the North
American market.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: TALKS WITH PREMIER ZHU RONGJI

Background
CHINA/TAIWAN

1. The question of Taiwan is a matter of the utmost
sensitivity for the Chinese. They view Taiwan as a breakaway
province of the People’s Republic of China, and their goal is
reunification, peacefully if possible, but by force should it
prove necessary.

UK/Taiwan

2. In our 1972 agreement establishing full diplomatic
relations with the PRC, we stated that we "acknowledge'"the
position of the Chinese Government that Taiwan is a province
of the People’s Republic of China". (In fact, we consider
that the status of Taiwan remains to be determined, hence our
use of the word "acknowledge" rather than "accept".)

3. The Chinese have been content with our public
"acknowledgement" of their position, and we have never needed
publicly to reiterate it. However, emboldened by their recent
success in persuading President Clinton, while in China, to
enunciate the (established) US policy of "three noes" [no US
support for Taiwan’s independence; no US support for "two
Chinas" or "one China, one Taiwan"; and no US support for
Taiwan’s membership of international organisations requiring
statehood as a condition of membership], the Chinese have been
pressing us for a reiteration of our position in the proposed
Joint Statement. Our view remains that, since the Chinese are
well aware of our position on Taiwan, there is no need for us
to repeat it publicly.

4. We do not recognise Taiwan as a state, or have diplomatic
relations with it. We are however keen to encourage trade and
cultural relations, and are (unofficially) represented in
Taipei by the British Trade and Cultural Office (BTCO). The
Taiwanese are similarly represented in London by the Taipei
Representative Office (TRO).

Defence Sales

5. Defence sales to Taiwan are a particularly neuralgic issue
for the Chinese and a major bone of contention with the US.

We have not in recent years permitted sale of any major _
defence equipment to Taiwan. Our published position is that
we restrict the export to Taiwan of licensable equipment and,
in considering applications, give particular weight to the
implications for regional stability.
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QSINESS SUMMIT, GREAT HALL OF THE PEOPLE, 10.30 & OCTOBER

Running in parallel to the Prime Minilster's talks with Premier Zhu
Rongji, the Business Summit will be co-chaired by Sir Charles Powell
(President, China Britain Business Council and Director, Jardine
Matheson) and Mr Wang Xuebing (President, Bank of China). It will be
attended by the Prime Minister's business delegation and by senicr
counterparts from a cross-section of Chinese industry, both state

and non-state enterprises.

The agenda begins with brief presentations on the economies of the two
countries. It then develops two key themes dealing with how companies
survive and compete in a global environment (including structural
reform and human resources develcpment) and environmental protection
and its interface with economic development. Discussion will focus

on these themes within the limited time available. The meeting will
end with a discussion of priority sectors for China and UK trade and
investment.

Following the summit, there will be a formal photograph with Premier
Zhu Rongji and the Prime Minister. Premier Zhu will depart and the
PM will stay for informal chat with the participants over a drink.
Each participant will have an assistant/interpreter who will join the
group at this point to facilitate conversation. After the PM has

departed, the participants will move tO another room for a buffet
lunch and more informal discussion.
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SEMINAR ON THE REFORM OF STATE-OWNED ENTERPRISES: UK AND
CHINESE EXPERIENCE: OPENING CEREMONY ON 7 OCTOBER

DRAFT SPEAKING NOTE FOR THE PRIME MINISTER

Thank you, Professor Liu. I am delighted to be visiting China
as the guest of your Government, and to be here today to take
part in the opening of the seminar on the reform of

state-owned enterprises.

The theme of this seminar is one of great importance. Britain
and China have much in common. We are both trading nations,
and we have both faced the need to modernise our economies in
order to maintain and raise the living standards of our
people. We recognise, too, that we both belong to a world

which is becoming increasingly inter-dependent.

As international trade continues to grow and national
economies become more open, we all become aware of the
increasing strength of global economic forces. We are aware
that economic problems in one part of the world can affect
other regions. But globalisation is now one of the facts of
economic life. We cannot retreat into an isolationism;

international trade is the source of our prosperity.

The need to modernise is ever present. But no-one can claim
that economic change is an easy process. The pursuit of any
economic policy can have some negative consequences even when
the net, overall result is positive. Devising an economic
strategy requires careful judgment; and the management of a
process of economic change requires political skill and a

sense of social justice.

Over a period of years, Britain has pursued an economic policy
which has involved an extensive reform of its state-owned
enterprises. This has been the subject of much political

debate and academic discussion. It 1is not too soon, I
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believe, to draw a number of lessons from the experience and
to conclude that some policy decisions produced better results
than others. 1In general, however, I think it can be argued
that the reform of the state sector has led to improved
efficiency and competitiveness in the companies concerned.

And the British Government takes the view that certain
industies, whether they are privately or publicly owned, need
to be subject to a clear system of regulation so that the

consumer’s interests will be properly protected.

I do not suggest that the lessons learned in the reform of
state-owned enterprises in Britain or anywhere else can all be
applied in China. There are many factors which make China
different from Britain. But because our two countries both
seek economic efficiency and operate 1n the same world
conditions, we have much to gain from exchanging our

experience and wisdom in this field.

I hope that the seminar over the next two days will produce a
good exchange of ideas. It is a mark of the trust and
friendship between out two countries that such a seminar event
is taking place, and I congratulate you, Professor Liu, for
suggesting the event and the Chinese Academy of Social
Sciences for organising it. With so many well qualified
British and Chinese speakers and such a powerful list of
participants, I feel sure that the two days will be

stimulating and fruitful.

I know that the seminar is to be followed by some practical
co-operation on the reform of state-owned enterprises. Very
soon, British consultants will visit Liaoning and Sichuan .
Provinces to help design an enterprise reform and
re-structuring project to be financed by the UK’'s Department

for International Development.

I wish all of you a successful and enjoyable two days.
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SEMINAR ON THE REFORM OF STATE-OWNED ENTERPRISES: UK AND
CHINESE EXPERIENCE: OPENING CEREMONY ON 7 OCTOBER

BACKGROUND NOTE

1. This seminar was arranged 1n response to a suggestion made
by Professor Liu Ji, Vice-President of the Chinese Academy of
Social Sciences (CASS), during a visit to the UK last
November. It has been organised by the FCO, the Embassy in
Beijing and the Great Britain-China Centre (a Non Departmental
Public Body) with funding from DFID and DTI.

2. The purpose is to share British experience of reform of
state-owned enterprises. The audience will be high-level
Chinese political and economic decision-makers, enterprise
managers and academics, many of whom will be working with DfID
on enterprise reform. British speakers will give an overview
of state-owned enterprise reform, discuss the financial, legal
and social aspects of enterprise re-structuring and present a
number of case studies of privatisation/commercialisation in
particular industries. Chinese speakers will describe China’s
objectives, problems and methods in enterprise reform.

3. The seminar is designed to facilitate a free exchange of
questions and comments between the speakers and the seminar
audience. It is hoped that the event will initiate a process
of continued UK-China dialogue on enterprise reform which DfID
regard as important for promoting their projects in the
state-owned enterprise sector, and which may lead to specific
commercial opportunities for UK business. The speakers’ talks
will be supported by papers which will subsequently be
published.

4. The seminar will be chaired by Professor Liu Ji for the
Chinese side and Lord Kingsdown (Robin Leigh-Pemberton),
former Governor of the Bank of England, for the British side.
The British speakers include Harry Bush (HM Treasury), Peter
Benson (Price Waterhouse Coopers), Ed Wallis (Chairman and
Chief Executive of Powergen) and Sir Gavin Laird (former
General Secrery of the Amalgamated Engineering Union). The
Chinese speakers include Shang Fulin (Vice-Governor of the
People’s Bank), Lou Jiwei (Vice-Minister of Finance) and Luo
Bingsheng (Director-General of the Shougang Steel
Corporation). Professor Liu, as well as being the
Vice-President of an important academic institution (CASS), is
an economic adviser to President Jiang.

5. The opening ceremony is planned to last not more than 25
minutes. The Prime Minister will be greeted on arrival in the
VIP room by the two chairmen and Li Tieying, the President of
CASS, who will represent the Chinese Government. At 9.00 am,
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the Prime Minister and Mr Li will be escorted to the seminar
room, where they will be shown to the platform. Professor Liu
will introduce the Prime Minister to the assembled audience
and ask him to speak. After the Prime Minister’s remarks -
which are expected to take 3-4 minutes - Lord Kingsdown will
introduce Li Tieying, who will reply. The chairmen will
introduce the Chinese and British speakers as the Prime
Minister and Li Tieying leave the room.

6. Li Tieying (age 62) had a number of ministerial portfolios
from the mid 1980s until the spring of this year, when he
became President of CASS. Most recently, from 1993 to 1998,
he was the Minister in charge of the State Commission for
Re-structuring the Economic System, a portfolio which he also
held in 1987-88. He has been a member of the Politburo since
1987 .
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VIDEO LINK OPENING OF BRITISH JOINT VENTURES AND FINANCIAL
SEMINAR

British Prime Minister links live with three Chinese cities
Satellite link up, Wednesday 7 October

1. On Wednesday 7 October at 9.15 am, there will be a live
satellite link up between the China World Hotel in Beijing and
three sites of British Commercial activity in China:

* The opening of the new Burmah Castrol plant in Shekou,
Guangdong Province

This new plant has just started preliminary production,
making motorcycle engine oil and other lubricants for the
Chinese market. The Prime Minister’s speech will mark the
plant’s formal opening. Senior local government officials
will attend.

* The British Invisibles Seminar in Wuhan, China

This delegation of 8 financial sector professionals from the
UK is in Wuhan to talk to government officials and company
representatives for Hubei and surrounding provinces about how
British financial services can help Chinese enterprises raise
capital in global markets. As one of the world’s major
financial centres, London is an unrivalled source of
specialists in the sector. The Mayor of Wuhan and Vice
Governor of Hubei Province will attend.

* Vesuvius, a British company manufacturing ceramic parts -
used in the continuing casting of steel - at its factory
in Suzhou Industrial Park.

The audience will enjoy a "virtual visit" to this dynamic
company, which has been manufacturing successfully in Suzhou
since May of this year. Vesuvius is glad to have this
opportunity to mark its success in being awarded IS09002
certification. We are delighted that the Mayor of Suzhou will
be attending this event.

2. The audience in Beijing will watch events as they proceed
in Shekou, Suzhou and Wuhan, and there will be live
interaction between Beijing and participants in each of those
venues. The cities will be fully interconnected, so each
audience will be able to see and hear what it happening in
other locations. This is an important opportunity for senior
British and Chinese government officials to see the wealth of
commercial cooperation between Britain and China that exists
in many sectors across the country.

3. The event is sponsored by Cable and Wireless, a global
telecommunications service provider based in the UK, in
conjunction with Britain’s Department of Trade and Industry.
Production is by Globalvision with technical services provided
by Chinese organisations, including CCTV. British Embassy
would also like to thank MOFTEC for its support.



Petrochemical and Clean Coal Technology Seminar
Wednesday 7 October

The Prime Minister will meet senior Chinese guests to
these seminars over coffee.

Cleaner Coal Technology Seminar

The Cleaner Coal Technology Seminar (jointly sponsored
by DTI and 4 Chinese organisations) 1s designed to
exploit a niche in the market as the Chinese retreat
further towards self-sufficiency in the power sector.
China 1s forecast to increase its coal use from 1bn
tonnes at present to over 2bn tonnes by 2010. This
represents a major environmental problem and a
substantial export opportunity for the UK with its
range of components and know how in cleaner coal
technology from mining to power and industrial
applications. The DTI is developing a number of
initiatives to promote closer collaboration in this
sector.

The China-UK Petrochemical Seminar

This is taking place to support BP and Shell who are
involved in large scale petrochemical projects. UK

contractors in the industry will also meet relevant

Chinese organisations.

Shell (50%) and its Chinese partner CNOOC (Chinese
National Offshore 0Oil Corporation) have received
official approval for a US $4.5 billion world-scale
petrochemical complex in Nanhai. It is the largest
ever joint-venture between China and a foreign company.
Production could begin around the end of 2003.

BP Chemicals and Shanghai Petrochemicals Company (SPC)
are working to create a US $2.5 billion, 50:50
joint-venture to build a petrochemical complex on SPC’s
existing site at Jinshan. This will be BP Chemical’s
largest ever investment and planned commissioning is
2004. The project proposal is currently with the
Chinese Government for approval.

There will be a great deal of pressure from the Chinese
to procure a large amount of the equipment and services
for these two major projects from within China, and 3
leading UK contractors to take part in the seminar.

The opportunities for joint-venturing between UK and
Chinese suppliers will also be highlighted.
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British Law Week Meeting With Scholarship Holders

Background

Six young candidates from Chinese organisations working in areas associated with human
rights will study the legal aspects of human rights at Nottingham University. The period of
scholarship will start in January 1999 and last for three months. This is the first human rights
programme funded by the British government. Representatives from the Chinese partner
organisations including the Ministry of Justice will also be present.

People to be met:

Ms Jiang Anjie, Legal Daily

Mr Yang Qinhuo, Director of International Exchange Centre, University of Politics and Law
Mr Yang Xiaokun, Department of International Organisations, Ministry of Foreign Affairs
Mr Zhao Qiang, Department of International Organisations, Ministry of Foreign Affairs

Ms Wang Yunxia, Associate Professor, People's University

Mr Liang Ying, Lecturer, Central Party School

Programme

Mrs Blair will be accompanied to the VIP suite. She will be joined by the Prime Minister at
10.40am. They will talk to the scholars and Ministry of Justice officials over tea and coffee.

P.a7
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"Shooting Stars" exhibition and schools science event

Background

A series of activities, which reflect Britain's world leading developments in enabling ordinary
people to understand and participate in scientific debate are being organised in the runup to,
and during, the arrival in Chinese skies in November of the Leonid meteors, which from earth
appear as a shower of shooting stars. An exhibition of David Malin’s astronomy photographs
is being mounted in the Beijing Ancient Observatory, the Beijing Planetarium and in schools
science centres throughout the city. Public lectures and specialist seminars are being given by
David Malin and a visiting group of British astronomers. Alongside this parallel schools
science competitions are being organised in China and the UK, 1n which British experts and
Chinese teachers are devising educational materials and activities relating to the astronomy of
comets and shooting stars (including computer links between schools in China and the UK,
and project work with photography, scientific observation and recording etc). The winning
teams of schoolchildren will visit each other's countries to participate in astronomy activities.

People to be met

- David Malin, British deep-space photographic scientist and public science expert

- John Hodges, Head of OMEN (British schools science organisation)

- Ms Li Bing, Chinese schools science expert recently trained in the UK

- Director and senior staff of the Beijing Ancient Observatory & Beijing Planetarium
- Director and senior staff of Youth S&T Centres in Beijing

- Chinese students participating in educational activities

Programme

1. PM introduced to David Malin and museum staff in front of display of deep space
photographs. Brief discussion of how astronomy is being used to further the public
appreciation science, and public interest in David Malin's exhibition. (5 minutes)

2. PM introduced to John Hodges and Li Bing. Brief discussion of schools science projects
and competitions being prepared for November observation of Leonid meters. (2 minutes).

3. John Hodges and Li Bing take PM round demonstrations by five groups of Chinese
schoolchildren (age range 9 - 17 years) of schools science projects developed through
collaboration between Chinese and British experts, using materials and software produced
with British input. Demonstrations will include use of Bradford-based "Internet telescope”,
making simple working models to understand meteors and rockets, and use of a
pioneering method of meteor observation (using long wave radio) developed by British
experts. (8 munutes)

QAVISITS\BLAIR\BRIEFING\BRIEFSHO.SAM



. DRAFT REMARKS BY THE PRIME MINISTER AT JANET/CERNET
LAUNCH CEREMONY, 7 OCTOBER

Mr Li Langing, Dr Wei Yu, distinguished guests, ladies
and gentlemen.

I am delighted today to launch an exciting new phase in
the long-standing relationship between Chinese and
British universities.

Over many years a wide network of academic links has
been built up between scholars, students and
institutions in our two countries. A recent survey has
identified over 700 partnerships in the field of
science and technology alone. And this is only part of
the picture.

New partnerships are being formed and developed all the
time. Earlier today I was present at the signing
ceremony of a pioneering joint venture between Tsinghua
University and Surrey University for the development
and production of small satellites.

We are firmly committed to strengthening links -
between individuals and between institutions - working
in partnership with Chinese institutions, in particular
the Ministry of Education. Today I am pleased to
announce a new initiative in this area. Our Office of
Science and Technology has committed £300,000 of
additional UK funding for Science and Technology
collaboration with China over the next three years. I
am delighted that China’s Ministry of Science and
Technology has agreed to match this new fund. I am
confident that we will be able to attract significant
additional support from the private sector.

Private-public sector partnerships are very important
to us. We have an excellent example in front of us
today, in the form of the generous sponsorship
provided by Cable and Wireless for the link

between JANET and CERNET.

Through this link, the network of partnerships
between our two countries will grow and develop at a
faster pace than ever, taking the benefits we all
derive into new dimensions for the coming century. I
congratulate all those who have been involved in
making this link a reality and wish its users every
success in the future.



28-GEP-1998 19:4S FROM BRITISH EMBASSY T0 SpPR441712782668  P.@S

Launch of JANET/CERNET Link
Background.

The British Council and the Higher Education Funding Council for England (HEFCE) have
jointly brokered the creation of a dedicated link between the academic computer networks in
UK and China (JANET in the UK, CERNET in China). Through the link academics and
students in both countries will be able to conduct collaborative work in research, teaching and
learning. The link will be CERNET's first wideband link with Europe, enabling the UK to
serve as China's educational gateway to Europe. The link has attracted strong political and
academic support from the Chinese side. Cable and Wireless is sponsoring the costs of
establishing and running the link. The launch ceremony will also provide an opportunity to
announce the new Office of Science and Technology projects fund for China of £300,000 over
3 years to be matched by the Chinese side.

People to be met

- Mr L1 Lanqing, Vice-Premier (responsibilities include education & science)

- Dr Wei Yu, Vice-Minister of Education: .

- Professor Wu Jianping, Head, CERNET

- Lady Kennedy, Chair of the British Council

- Mr Richard Brown, Chief Executive, Cable and Wireless

- Sir Ralph Robbins, Chairman, Cable and Wireless

- Ms Jannette Cheong, Head, International Collaboration and Development, HEFCE
- Professor Roger King, Pro Vice-Chancellor, University of Leeds

- Dr Malcolm Read, Secretary, Joint Information Service Commission

Programme
1. Speeches (15 minutes)

1.1 Dr Wet Yu - short welcoming comments and mention of VIPs present.
1.2 Brief comments by Vice-Premier Li Lanqing
1.3 Brief comments by PM

2. PM and Vice-Premier move to computer terminals, exchange envelopes containing launch
passwords, open envelopes to remove cards with passwords, then type passwords on
computer keyboards. Videoscreen display shows animated sequence : two arrows meet across
a map of the world to display connection between UK and China computer networks. (2
minutes)

3. PM and Vice-Premier remain standing besides videoscreen watching on-line interactive link
(videolink between staff/students and collaborative educational use of computer applications)
between Qinghua University and Manchester University (8 minutes).
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Lunch Wednesday 7 October
Purpose

To meet a range of young Chinese with close contact with UK through study in Britain or
through contact with DFID, Embassy and British Council projects. A number of bright young
contacts of the Embassy and the British Council with individual views on what 1s happening in
China will also be present.

Guests

The Prime Minister and Mrs Blair will be asked to meet approximately 80 guests of whom 60
have studied in UK and with interests in:

science and environment

law

education

economic reform

defence and international politics
information and the media

the arts

Guests will also include 6 representatives from the finance and banking sector who will form
the first group going to UK under the DFID funded Financial Sector Training Scheme.
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New Urban Environments - Exhibition and site visit
Background.

The Royal Academy's “New Urban Environments” exhibition, which uses models, drawings,
photographs and plans to give a vivid display of the cutting-edge achievements of modem
British architecture and urban design is being shown in the Chinese Museum of National
History overlooking Tiananmen Square. A series of professional events has been organised to
run alongside the exhibition. These include symposia, colloquia and a competition in which
teams of Chinese students are working with British students to prepare innovative proposals
for the regeneration of the Baitasi area of Peking as a modern urban space. The entries for
the student competition, including the winning entry selected by a panel of British and Chinese
architects, will be displayed in the museum alongside "New Urban Environments".

People to be met

1. Selection of Chinese and British students working on the competition. (The others will be in
attendance in the background).

2. Competition judges (senior Chinese architects and urban designers).

2. Senior officials from the Museum and the Architects Society of China (who have organised
the competition).

3. Winning team of students and one or two of their University teachers.
4. Senior officials from the Baitasi Local Government.

Programme

1. At Museum :

1.1 Meet and chat with Chinese and British students who have worked on the
competition and present prize envelope (brief remarks) to winning team (10 minutes).

1.2 View "New Urban Environments" exhibition” (10 minutes)

2. At Baitasi site :

2.1 Walk down alleyway with busy street market guided by prize winners and one of
their University teachers (10 minutes).

2.2 Visit traditional courtyard house on way : cup of team and informal chat with
residents (10 minutes).

2.3 Visit Baitasi ancient temple (10 minutes).

2.4 Walk down final stretch of alleyway to waiting car.
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Prescntation of prizes to urban design competition winners

Points to make

Impressed by the creativity and energy of the plans and ideas developed in these
proposals.

Pamalarly struck by the ingenuity shown in building 2 modern future by working from
- not simply demolishing and replacing - the richness of the past.

Shows what can be achieved when young people from Britain and China work ta gether
on problems of common interest and concem.

Delighted to learn thar members of the prize-winning team will visit the UK soon for
study attachments with architectural firms. I am sure that this will consolidate and
strengthen the professional links and friendships which have already been established.

Having seen the quality of the work on display, its clear that the judges must have had
an extremely difficult time selecting a winner. I congratulate the organisers on setting up
such an innovative competition, and each and every one of the Chinesc and British
students whose participation has made it such a success.

I would now like to present the First Prize certificates to the winning team from
Qinghua Urnuversity.
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PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: CALL ON PRESIDENT JIANG ZEMIN

FLLOODS IN CHINA

Points to make

- Greatly saddened to hear of appalling floods. Deepest
sympathy for loss of life and devastation caused. Hope UK

contribution to relief effort will go some way to help

alleviate suffering.



PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10
OCTOBER 1998: CALL ON PRESIDENT JIANG ZEMIN

OVERALL BILATERAL RELATIONSHIP

Points to Make

- Believe we have now given real form to the wishes we
expressed, 1n Hong Kong last year, for new, modern

relationship between UK and China.

- Pleased that we have been able to agree Joint Statement.
Demonstrates range of shared interests and clear strategy for

addressing them together.

- Also delighted formally to convey invitation from HM The
Queen for you to make State Visit to UK in second half of

1999. Your visit will be very important symbol.

- As part of the effort to strengthen ties across the board,
and economic/commercial ties in particular, would like to open
new Consulate General in Chongging. Hope you can give this

early, positive consideration.
(1f Jiang queries UK commitment to China market)

- UK firmly committed to strengthening commercial ties with
China: hence plans for new Consulate General, increase in
commercial staff at existing Posts, re-launched and enhanced
Chin British Business Council. Want to ensure UK companies

fully aware of opportunities China offers.

- UK already No 1 EU investor in China. And many further
projects in pipeline. (Hope to see early progress through:
approvals procedures eg for BP, ICI/BASF projects.) Shows long

term commitment.



(if raised) - Keen to enhance Science and Technology

cooperation. Lord Sainsbury’s visit last month part of this.

UK has considerable expertise.

(if raised)

Kunming Horticultural Exposition

- Very pleased that Edinburgh Royal Botanic Gardens, with FCO
and private sector support, will construct a British Garden

for the Expo. Understand the importance you place on this

event.



PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10
OCTOBER 1998: CALL ON PRESIDENT JIANG ZEMIN

ROLE OF UK AND CHINA IN THE WORLD

Points to make

- Greatly impressed at the pace of development in China. Also
at the extremely responsible policies China is pursuing in
face of international financial crisis - despite internal

economic challenges.

- China has increasingly important role to play. Want to work

together to address our responsibilities in a changing world.

- Our interests are linked in many ways: as P5 members,
beneficiaries of international trade and investment, consumers

of the world’s resources, and as fellow nuclear powers.

- Interested to hear your views on developments in China and

China’s role in international systems.



PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: CALL ON PRESIDENT JIANG ZEMIN

HONG KONG

Points to make

- Encouraged by developments over the last fifteen months in

Hong Kong. "One country, two systems" 1s working well.

- This reflects great credit both on UK/China cooperation to
achieve a smooth handover, and on the Chinese leadership to

ensure that "one country, two systems" works in practice.

- May elections a credit to the Special Administrative
Regional Government, and high turn-out reinforced Hong Kong

residents’ commitment to democratic development, as laid down

in the Basic Law.




PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: CALL ON PRESIDENT JIANG ZEMIN

HUMAN RIGHTS

Points to Make

- Welcome establishment of open and expanding dialogue on
human rights. Also appreciate positive steps taken by China.

Hope we can keep up the momentum.

- Also welcomed your readiness to discuss Tibet during

‘. President Clinton’s visit. Lasting solution can only be
brought about through dialogue. I hope this will be possible.




PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10
OCTOBER 1998: CALL ON PRESIDENT JIANG ZEMIN

TAIWAN

Points to Make (defensive)

- Our position is well known to the Chinese Government and is

set down in the 1972 agreement (i1e we acknowledge the position

of the Chinese People’s Government that Taiwan is a province

of the People’s Republic of China).

- We have healthy trade and cultural relations with Taiwan.

This in no way affects our formal position on Taiwan’s status.

(1f pressed)

- We do not have official contacts with Taiwan which would be
at odds with our formal position. But we will continue to

exchange visits of a trade or cultural nature.

(if pressed)

- Taiwanese investment in UK entirely in keeping with
non-recognition. Part of commercial relationship. Does not,
in any way, affect our wider position. (Taiwan has many

investments overseas, and in mainland China.)



PRIME MINISTER’S VISIT TO CHINA AND HONG KONG, 6 - 10 OCTOBER
1998: CALL ON PRESIDENT JIANG ZEMIN

Background

1. Jiang Zemin will not want to follow a formal agenda. In
international meetings (which he enjoys) he prefers a more
conversational style. He will want to hear our overall
message on the bilateral relationship and it will be useful to
have his endorsement of the various bilateral initiatives we
are proposing. Jiang may also ask about UK commitment to the
China market.

2. We would also wish to express to him our general
satisfaction with developments in Hong Kong and to hear his
assurances on Chinese policy in this respect. (It will be
important when you reach Hong Kong, for you to be able to say
that you discussed this with Jiang.)

3. It will also be important that you be able to say that you
raised human rights, including Tibet, with Jiang.

4 . Otherw1se, a useful focus for the call would be
developments in the UK and China and our respective roles in
the world. Jiang is likely to welcome the opportunity to
discuss his vision for China and may be interested to hear
about developments in the UK. (We have delivered English and
Chinese language versions of your book, New Britain, to
Jiang.)

5. There is a risk that Jiang will raise the issue of UK
contacts with Taiwan, including Taiwanese investment in the
UK: Jiang is committed to the "resolution" of the
China/Taiwan problem. Our position 1s clearly set out in our
1972 agreement with China. Our economic/commercial and
cultural contacts with Taiwan are entirely in keeping with
that position and we see no reason to accept Chinese attempts
to impose new limitations. Nor do we see any need to make a
further public statement on the subject. Our situation is
very different from that of the US, where certain actions and
a vocal lobby in Congress, led the Chinese to seek (and
obtain) from President Clinton a reiteration of US policy.

6. Jiang may well move into more conversational mode, when he
is likely to express his enthusiasm for English literature,
especially Shakespeare. He also frequently mentions to UK
visitors the 1940 Hollywood film "Waterloo Bridge" - his
favourite - which is set in London at the time of WWI. One of
the gifts which you have brought for Jiang is a framed print
of Waterloo Bridge as it was then. (Jiang was deeply
disappointed when he saw the current Waterloo Bridge.)



SPIRAX SARCO ENGINEERING PLC
Contact: Mr Tony Moulder, Managing Director

Purpose of visit: to open new factory and offices:

Background

First set up in 1910, this Cheltenham based company has been
listed on the London stock exchange for over 30 years. It has
offices in 32 countries worldwide and global staff numbers
over:- 3500

For over 80 years, the company has been committed to
providing steam users with knowledge, service and products to
improve and maintain steam heating and process plants of all
types. It is a world leader in the control and efficient use
of steam and other fluids and has accumulated a wealth of
experience on how steam should be used most efficiently to
transfer heat energy. Their products are widely used in
hospitals, laundries, horticulture, and in the biotechnology
sector for heating, humidification and sterilisation
applications. Their customer base is very broad, ranging from
petrochemicals to pulp and paper. The vast majority of the
products are manufactured in their own factories.

China operations were handled through the Hong Kong office
from 1988 and 1992 saw the company being granted a licence to
"manufacture" in China and the opening of their first
representative office: in Shanghai. The company has 14 other
representative offices around China, with Shanghai as the
national HQ.

The first phase of the factory is almost completed and will
total around 2000m2. The plan is to eventually build up to
seven stories. The factory will handle assembly only for
distribution within the domestic market and may export to the
rest of Asia in the future. The company has been growing
steadily and continues to expand its business around the
world.
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. BRITISH CONSULATE GENERAL SHANGHAI

VISIT OF THE PRIME MINISTER, MR TONY BLAIR
THURSDAY 8 OCTOBER 1998

CALL ON MAYOR OF SHANGHAI, XU KUANGDI

Purpose of call (and lunch thereafter) :

Mayor (& Mme Xu) hosting visit to Shanghai. Opportunity to get to
know him, and to raise issues of importance to UK.

Background:

See CV. Last visited UK in 1996, as guest of Foreign & Commonwealth
Office. Hosted visit by Lord Mayor of London in 1996, during which
Protocol signed, aimed at fostering links (principally financial)
between the City of London and Shanghai.

Points to make:
Pleased to be making first official visit to Shanghai.

Impressed with development taking place in the Municipality. Modern
infrastructure particularly striking. Look forward to seeing more.

UK largest European investor in Shanghai, with more investment than
rest of EU.

Commercial

Know of Unilever's proposals for restructuring. Sure this will
benefit the company, Shanghai and China. '

BP keen to push ahead with its ethylene cracker in Jinshan. Mayor
will recall visit to BP plant at Grangemouth in 1996. Hope to see
early approval for this project. Grateful to Mayor for his support.

ICI now aiming to work with BASF for an MDI plant. Hope this can soon
be given the go-ahead.

Look forward to start of direct air services next year. (If
confirmed) Agreement signed in Beijing earlier this week.

UK keen to participate in development of Shanghai's infrastrucure and
environment. Strong track record, eg. Bovis/Thames Water
participation in Da Chang Water Treatment Project.

(If confirmed) Look forward to welcoming you to Shangri-La Hotel in
Pudong tonight to enjoy a "flavour of Britain" - some British gourmet
food and an exhibition of British products made in China.

Shanghai's links with London and Liverpool

Shanghai & City of London - Lord Mayor of London has invited group
from Shanghai to visit later this year. Hope this can.take place.

Shanghai & Liverpool. After slow start, links between two developing
well. Chambers of Commerce are twinned; good cooperation exists
between Universities in both cities. Good visit by Liverpool Council

and Chamber last month. Look forward to seeing this relationship
develop.
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Sporting and Cultural

Shanghai Shenhua player Fan Zhi Yi signed up to play for Crystal
Palace. Understand there is keen support for football in China and in
particular in Shanghai. Photo-call later this afternoon with

representatives of Shanghai Shenhua Youth team and of Crystal Palace
Football Club.
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British Council making an important contribution to China's economic
and financial reform process. Supporting development with China's
Securities Regulatory Commission of a training, examination and
licensing system for professionals in the financial services industry.
Vital for China, in view of Asian economic crisis and weaknesses
revealed in such areas.

(Lf announcement already made in Beijing)

Delighted it was possible to announce opening of first Sino-British
English Language Teaching Centre while I was in Beijing. Hope we
shall see opening of second centre in Shanghai very shortly.




ROYAIL: AND SUN ALLIANCE INSURANCE COMPANY
Contact: Mr Jo Perrott, Chief Representative

Purpose of visit: to open new office

Background

The Royal and Sun Alliance Group was founding in London in
1710. It is now operating in 55 countries and regions of the
world with a staff of about 42,000. Gross revenues reached
the equivalent of US$15.2bn at end 1997, when total assets
were USS100bn.

Royal and Sun Alliance Insurance Group was the first European
Insurer to set up a representative office in Beijing in 1993,
followed by Dalian (1994) and then Shanghai in 1996. An
application for a Guangzhou office is currently awaiting
approval from the People’s Bank of China.

In April 1998, Royal and Sun Alliance was the first British
Insurer to be granted an operating licence to write general
non-life insurance business in Shanghai. This will also be
the first operating licence for a British insurer in China.

The anticipated scope of the licence would cover the following
classes:

- Nationwide Marine Insurance

- Commercial Property Insurance for foreign funded
enterprises

- Liability Insurance

- Other classes of general insurance business for foreign
funded enterprises in Shanghai area only.



SHANGHAI STOCK EXCHANGE (SSE)

Contact: Mr Tu Guangshao, President

Mr David Wall, Institute of International Affairs
Ms Li Qian, Foreign Affairs Office

Purpose of visit: 1) to participate briefly in London Stock
Exchange Capital Markets Symposium
ii) to witness the signing of an updated
Memorandum of Understanding between the
London Stock Exchange and Shanghai
Securities Exchange
iii) to wvisit the trading floor.

Background

SSE was founded on 26 November 1990. It 1s a non-profit
making membership institution directly governed by China
Securities Regulatory Commission (CSRC). The SSE was the
first stock exchange to open in the wake of the "open door
policy" in China, which highlights Shanghai’s commercial
importance. It has become the largest, best functioned, most
comprehensive and extensive stock market in the country.

Eight years to the day after its first operations, the SSE
moved to its present Pudong location in December of last vyear.
The trading system uses state of the art equipment - no
physical paper required for transactions. The trading floor
has a total of 1600+ seats making it the largest in Asia.
Market capitalisation of the stocks has reached 921 billion
yvuan (£66bn) .

Flemings is the only UK company with a trading desk on the
Shanghai Stock Exchange. Another UK presence on the trading
floor is the Reuters screen providing up to date financial
information.

Symposium on Capital Market Development

The London Stock Exchange and the Shanghai Securities Exchange
are to hold a joint symposium on "Capital Market Development"
in Shanghai on 8 October 1998.

The symposium will be chaired jointly by Gavin Casey, Chief
Executive of the London Stock Exchange, and Tu Guangshao,
President of the Shanghai Securities Exchange. Speakers from
the UK include senior representatives from leading British
investment banks and financial advisers. Chinese speakers are
senior representatives of the Chinese financial community.

The symposium will take place in the magnificent new Shanghai
Stock Exchange building in Pudong.



CHINA BRITAIN INDUSTRIAL CONSORTIUM SEMINAR

Closing Remarks by the Prime Minister

7 An organisation’s most important resource is its
people. Its best investment is in training.
. Very pleased that this is an area of close

cooperation between Chinese and British
enterprises, through the UK-China Training
Initiative. Impressed by the quality of the
activities arranged under the initiative,
including this week’s seminar. It 1s a practical
example of how the UK can meet China’s needs as
she develops her business base and movest to a
market economy.

» Appreciate the support shown by the State
Economic and Trade Commission who, together with
the China Britain Industrial Consortium, have
pulled it all together.

" Know the consortium are very keen to see the
initiative grow and develop so that more direct
relationships can be established between British

and Chinese companies. I very much support this.
* I hope you have found the seminar both
interesting and useful. I wish the initiative

every success in its future activities.



CHINA BRITAIN INDUSTRIAL CONSORTIUM (CBIC) SEMINAR
Contact: Mr Roger Caesley, UK Director

Purpose of visit: to underline support for the participants
and offer words of encouragement to seminar participants.

Background

A major seminar will be held in Shanghai between 6 and
8 October as part of Five-year Training Initiative between
China and the UK.

The seminar, involving some of the UK’s largest industrial and
commercial companies, 1s being held in Shanghai from

6 - 8 October to help develop management skills of Chinese
State Owned Enterprises (SOEs). It is one of a number of
measures under a Five-Year Training Initiative between China
and Britain which not only aids Chinese managers but helps
leading British industrial and commercial concerns to position
themselves in the Chinese market. It was established by a
Memorandum of Understanding between the Department of Trade
and Industry, China’s State Economic & Trade Commission and a
consortium of 17 leading British companies known as the China
Britain Industrial Consortium.

The Consortium seeks to achieve the aim of the initiative by
helping to develop the management skills of SOEs. 1In this way
the members build links with Chinese industry a<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>