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BRIEFING MEMORANDUM
S/S

CONFIDENTIAL/LIMDIS

September 26, 1975
To: The Secretary
From: EA - Philip C. Habib ki/

Fluor Petrochemical Project in Hong Kong
and "Secret Message" about Taiwan

On the off-chance that Ch'iao Kuan-hua will mention
the subject, you should be aware of the Fluor Corpora-
tion's project for a huge petrochemical complex in Hong
Kong involving the People's Republic of China. The
project, if pushed to fruition, would mark a major new
departure in the PRC's policy on developing its petroleum
resources. Fluor is a large, reputable, experienced
engineering firm which has negotiated a number of projects
overseas, but there are many bizarre aspects to this case
which call for caution. We have been told by Fluor
representatives that the Chinese may approach us about
the project, possibly at your level.

The Fluor Project

The main elements of the project are as follows:

—-=- Fluor would contract with a group of Hong Kong
businessmen fronting for the PRC to build a multi-
billion dollar petrochemical refinery complex in
Hong Kong.

-- The PRC would contract with the Hong Kong front
company to supply all the necessary petroleum and to
take back about 85 percent of the product.

-=- Initial financing would come from a consortium

of US banks, who would be repaid over a 10-12 year
period.
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-- The service charge on the 85 percent of the
product supplied to the PRC would pay for the operating
costs, while the income from the remaining 15 percent
sold on the world market would pay off the bank loans.

Fluor officials are convinced that the project is
technically sound and that the PRC is very interested
in it. They have pressed hard for an expression of
US Government approval of the project, which they
wished to use with the Chinese and with various major
American banks. The Hong Kong Government is skeptical
about some aspects of the proposal, but is keeping an
open mind.

The project has some important implications, but
because of Fluor's insistence on secrecy at this stage,
it has not been fully vetted within the US Government.
For this and other reasons, we have restricted our
response to telling Fluor informally that we had no
problem in principle with the project or with Fluor's
desire to pursue it further.

Complicating Aspects

Our assessment of the project has been complicated
by two factors: the unusual manner in which the Fluor-
PRC negotiations have been pursued; and the involvement
of a Fluor consultant, Harned Hoose, who has played a
major intermediary role in discussions with both the
PRC and working levels of the US Government. Hoose is
a name-dropper and contact-exploiter par excellence
and his injection of implausible political elements
stands in marked contrast to the more sober approach
of the Fluor representatives, although the latter seem
to accept Hoose's account.

In a nutshell, Hoose claims to have developed a
"high political channel" directly to PRC Defense
Minister Yeh Chien-ying and Vice Premier Teng
Hsiao-p'ing. Hoose has alleged at various points that
the PRC required a political signal from us (such as
troop withdrawals from Taiwan or granting MFN) to
indicate our approval for the Fluor project; that
Teng would raise the subject with you in Peking; that
Teng would confirm PRC interest if the subject were
raised by George Bush; and most recently, that the
PRC would approach the USG about the project.
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Proposed Response on Fluor Project

Stripped of these bizarre political aspects, the
Fluor project has elements of plausibility and might
conceivably be attractive to the PRC. However, it would
represent a significant departure from PRC practices
to date and there is a serious question as to the degree
of PRC interest.

We consider it unlikely that Ch'iao will raise the
subject with you, but should he do so, I recommend that
you respond along the following lines:

-- Fluor has told us about the project in general
terms and we have indicated we have no objection to
Fluor continuing its discussions of the project.

-- It would be premature for the USG to take a
position on the project at this stage, but we would
like to know how the PRC views the project.

-- Hong Kong Government approval would obviously
be required.

The "Taiwan Message"

Hoose also claims that he was asked through the
"high political channel" to inform you that during your
trip to Peking the PRC would be receptive to a proposal
from you for resolving the Taiwan problem as follows:

-- an area around Taiwan would be declared a
"non-military, non-combatant, neutral" zone, to be
enforced initially by US and PRC patrols with the
eventual involvement of other countries and perhaps
the UN;

-- the initial agreement would be for 10 years
and could be renewed;

-- with such an agreement, US-PRC diplomatic

relations could be established and commercial
agreements negotiated.
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Hoose scattered copies of a memo on this subject
to various people in the White House, State, CIA, and
DOD, insisting that it be brought to your attention
and that of the President. We have told him that the
PRC has reliable official channels for communicating
with us on such matters and advised him to drop the
matter.

We find both the content of the message, and the
channel used, highly implausible.
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I am sure your celegation will be warmly welcomed on many campuses,
colleges, and universities across the United States.

(to Dr. Chou): I deeply appreciate this opportunity to renew our
acquaintance which we began in 1972. I do hope that on your return to
China you will express to Chairman Mao and Premier Chou my very
best wishes. I look forward to the opportumty of seemg them when I

. visit your country later in 1975.

I remember very vividly, and with many great memories, my visit to
China in 1972 with Mrs. Ford. We visited Liaoning Province, and the
city of Shenyang, and Anshan. :

I hope you will enjoy the opportunity to visit the White House after our
conference, and see the residence of the President of the United States.
It is a beautiful home, and I hope you will enjoy the experience.

You are in very gobd hands with the American experts escorting you
around-the U.S. It is beneficial to your country and to ours that you are
making this visit. '

Dr. Chou: Mr. President, I would like on behalf of the delegation
members of the Scientific and Technical Association of the People's
Republic of China to express our deep gratitude for your kind
reception.

We will convey your good wishes to our Chairman Mao and Premier Chou
when we get back. =
We would also like to extend our gratitude to the Committee on Scholarly
Communication with the People's Republic of China for its kind invitation.
It is a short time since our arrival, but already we have visited some in-
stitutions and have been accorded a warm welcome on our visit by American
scientists and people. This shows the traditional friendship between the .
Chinese and American people.

It is our belief that our visit will strengthen the understanding and
friendship between the people and scientists of our two countries. We
warmly welcome you to visit China.

The President (to Huang Chen): It is nice to see you again, Mr.
Ambassador, as well as this delegation of scientists and technical
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The exci’xange of scientific information transcends political philosophies.
I am sure this visit will strengthen the excellent relations between our
two countries. '

Ambassador Huang: Iam very glad to be here again, Mr. President,
and I am pleased that you are receiving the delegation from the Scientific
and Technical Association of our country.

-Just now the Chairman of the Scientific and Technical Association
delegation has said a few words. I would like to add that to develop
Sino-American relations according to the Shanghai Communique is in the
interests of our peoples and our two countries.

The President (to Huang Chen): Do you understand all thesé areas of

expertise: oceanography, astronomy, environmental science? I don't!
(Laughter)

Ambassador Huang: We are in the same boat; we are all laymen (laughter).

The President: But we do depend on these areas of éxpertise if we are to
make a better world. '

Thank you very much, and thank you to the American group travelling.
with you. Iam sure they will make your visit a success. Iknow you will
receive a warm welcome from the American people.

(The President and the guests arose )

(to Dr. Chou): This has been a nice opportunity, I will tell Mrs. Ford
that we had a chance to renew our acquaintance. Goodbye.
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