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Hong Kong: New Territories Leases

; 1% In my minute of 2 July I said that I had authorised
the Ambassador in Peking to approach the Chinese on the
question of land leases in the New Territories of Hong Kong,

and undertook to keep you informed of developments.

2. The Ambassador took action on 5 July; on 24 September
the Chinese gave him their reply. While friendly in tone
it referred to the legal steps which we had in mind as

.““:
"unnecessary and inappropriate” and warned of adverse repercus-

sions should we persist. The reply recalled the remarks made
to the Governor by Vice-Premier Deng Xiaoping in March, when

he said that China regarded Hong Kong as Chinese territory but

that when the time came to deal with this question in the
future, the Chinese would take account of the special
circumstances of Hong Kong and would not harm the interests

of the investors. It suggested that these remarks should

serve to stabilise the confidence of investors. I attach
copies of Peking telegrams Nos 825-827 containing, respectively,
the Ambassador's report on his call at the Foreign Ministry,

the text of the Chinese memorandum, and Mr Cradock's comments;
and of Hong Kong telegram No 1343 which records the Governor's

views.

3% The Chinese response is disappointing, and the reasons

for it are not altogether clear. It may be that they regard

our proposal as premature, or that they consider the future

of Hong Kong as a matter for their decision alone, and that

they are unwilling to allow us to appear to be taking the lead

in any way. They may also have in mind the implications for
their relations with Taiwan. Whatever their reasons, the message
is plain enough and there can be no question of going ahead

with our original plans. However, the problem of the land leases

will have to be solved sooner or later if confidence in Hong
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Kong is to be maintained, and we will need to consider

alternative ways of dealing with it in due course.

4. I am considering what, if any, response should be made
to the Chinese, and in particular, how we should handle

the question during Premier Hua Guofeng's visit. In the
meantime, it is essential to maintain secrecy: a leak could

be very damaging as well as embarrassing.

5. I am sending copies of this minute to our OD colleagues,

to the Attorney-General and to Sir John Hunt.
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(CARRINGTON)

Foreign and Commonwealth Office

9 October 1979
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From the Private Secretary 18 October 1979

HONG KONG:
NEW TERRITORIES LEASES

The Prime Minister has seen the
Foreign and Commonwealth Secretary's
minute to her of 9 October on this
subject., She has taken note of its
contents.

I am sending a copy of this letter
to Martin Vile (Cabinet Office).

G. G. H. Walden, Esq.,
Foreign and Commonwealth Office.
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Hong Kong: New Territories Leases

1 When you saw the Governor of Hong Kong on 15 June, we
discussed briefly the question of land leases in the New

—— T

Territories.
——

2k -Most”of the territory of Hong Kong (the new Territories)
was leased from China for 99 years under an agreement signed in
1898. The Chinese consié;?nall the treaties concerning Hong
Kong, including that one, as "unequal'" and do not recognise
their validity. However, because of the 1898 Agreement, the
many thousand land leases granted by the Crown in the New

Territories are all written to end in 1997.

Sie The ever shortening period of these leases is beginning

to affect investment decisions. Unless something is done within
the next few years, investment and confidence will be seriously
affected. The problem is not yet acute. Nevertheless now is a
particularly good time to tackle it. Our current relations with
China are good. Leaders such as Deng have made it clear that
they need Hong Kong's contribution to China's modernisation and
want to preserve investment confidence. Both the Governor him-
self and our Ambassador in Peking strongly believe that such a

favourable combination of circumstances may not recur.

4. The proposed solution to the land leases problem is that

the Hong Kong Government should grant leases without a fixed

——

term and alter existing leases to the same effect. At the same

—

time, any legal obstacle on the British side to the Governor

continuing to administer the New Territories after 1997 would be

removed by an Order in Council. The Order would not have to be

laid before Parliament. These moves would make it possible for

British administration to continue beyond 1997 if the Chinese so

—— et —

wish. But they do not contradict the Chinese posf%ion on Hong

p——
Kong. Nor do they call for any response from the Chinese or any
action by them. Nevertheless, we need to know that the Chinese

are not going to give a public rebuff before going ahead.

/5.
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S. With the agreement of the previous Government, the

Governor took the first step in telling the Chinese what we were
thinking of doing during his visit to Peking in March. He
deliberately put the matter in general terms and treated it in

a low key. The indications are that the Chinese may not have
fully understood what we are intending to do. I have, therefore,
agreed that we should follow up the Governor's exploratory move

by telling the Chinese in more detail what we propose to do.

Clearly we cannot go ahead with the Order in Council unless we

are satisfied that the Chinese have understood what we propose

to do, have had time to consider it, and to object if they wish.

The Chinese reaction to this further approach by the Ambassador

should make this clear.

6. If the Chinese do 222 object to what is proposed, we should
make the Order in September so that something can be said about
the future of the leases in the Governor's Legislative Council
statement in Hong Kong in October. If the Chinese do react
unfavourably, our approach will have been made in private and

no harm to our relations will have been done.

o I shall keep you and our colleagues in OD, to whom I am
sending copies of this minute, informed. I am also sending a

copy to the Attorney-General and to Sir John Hunt.

b

(CARRINGTON)

Foreign and Commonwealth Office

2 July 1979
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1. | WAS SUMMONED TQ THE FOREIGH MINISTRY Ol 24 SEPTEMBER
BY ASSISTAHT FOREIGN MIMISTER $S0HG, WHO READ OUT TO HE THE_
REPLY TO OUR PROPOSAL OF 5 JULY AlD THEH HANDED ME A - '
nthRadDUd GIVING THE TEXT (SEE MIFT)

; B
2s. | UHDERTOOK TO TRAUSMIT THIS. GIVING MY PRELIMINARY AUD
PERSONAL REACTION | SAID THAT, WHILE THE FRAIKIESS OF THE
GIHHESE COMMENTS WOULD BE APPRECIATED, | FOUID IT A .
DISAPPOINTING REPLY. AS HAD EARLIEZR BEEH HMADE PLAIN, VE
EPPRECIATED THE STATEMENT BY VICE-PREMIER DEMG 131 MARCH AND
THIS HAD HAD A GOOD EFFUCT. BUT, THERE WAS A SHORT TERM
PROBLEM ACOUT LAUD LEASES WHICH COULD WOT BE DEALT WITH
BY GENERAL ASSURANCES. 17T WAS IN ORDER TO MEET THIS PROELEM
AND THE REED FOR SCHE LEGAL TIDYIRG UP ON OUR SIDE THAT W&

L |

PUT FORVARD OQUR PROPOSALS. WE WERE STILL FACING A PROBDLEM WH)CH
WOULLD BECOME IMORE ACUTE AS TIME WEAT Oile DBOTH SIDES HAD AN
IMTEREST 14 THE CONHTINUING PROSPERITY OF HOlIG K0:G. DyD- P s
THE CHINESE GOVERUMENT CONUIDER THAT ALY OTHER HEASURES MIGHT
BE TAKEN THAT VERE BOT ?’UNNECESSARY ARD THARPROPR) ATE??

AD COULD MR S6iG cAPALD Ol THE REASOHMS FOR TiHE CUIYESE

GOVERNME!IT?S OLJECTIONS?

THE GIST OF THE CHINESE PO3ITION MAS
RAICUM.  CHINA AND BRITAIN BOTH SUPPORTED THE
¢ 1D FURTHER DEVEL KOG, THE CHINESE
E KEASURES THAT WE
THE ¥]EW THAT, SO # &.
- COULD BE MAINTALIED,

(&5

-
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JHE HOMG KC!HG QUESTION WAS COMPLEX, HOT ONLY A QUESTION OF SINC
BRITISH RELATICNS, BUT ONE IN VHICH THE OUTSIDE WORLD WAS 2 e
IHTERESTED. ANY MEASURES WHICH PREJUDICED CHINA’S POSITION

Cll HONG KOMG WOULD HAVE REPERCUSSIONS IN THE WORLD. THE BRITISH
SIDE HAD PROBABLY GUESSED THE LIKELY CHINESE RESPONSE WHEN THEY
PUT THE PROPOSALS FORWARD. IF THE BRITISH SIDE DIB-HOT FOLLOW
CHINESE ADVICE THEY COULD GUESS WHAT CHIIIESE REACTIOH WOULD BE
AUD THAT WOULD NOT; ASSIST COHFIDENCE. BOTH SIDES SHOULD TRY

TG ENCOURAGE THE FURTHER DEVELOPMENT OF HONG KONG, ON TIE BASIS
THAT CHINA’S POSITION WAS NOT PREJUDICED.

4o | EXPLAINED THAT THIS WAS PRECISELY WHAT WE HAD TRIED TO DO,
IGVESTORS | IIOI..“‘ KOMNG LOOKED HOT ONLY AT CHIMESE STATHMENTS BUT
~AS0 AT THE HARD LEGAL POSITION AHD NATURALLY AS 'r\f.D WHAT ‘
THEIR ASSETS WERE WORTH AS THE TIME FRAME SHORTENED ! FEARED
THAT |F WE DID HOTHING NOW, COMF|IDENCE WQULD BEGIN TO VAHE,

WOT PERHAPS TOMORROV 'BUT VERY SCON, AND ONCE THAT BEGAN TO HAPPEM,
IT “WQULLD BE VERY UIFFICULT TO RESTORE. THAT WAS A#D REMAIMED
CUR FROBLEM., | HOPED THAT .-BOTH SIDES COULD KEEP N TOUCH O

TH1S J'\“iD AIlY OTHER PROBLEMS .:’&i"{"ECTH"lﬁ HOMNG KONG AMD ASKED
WHETHER FH RE VOULD BE ALY PARALLEL MESSAGE VIA THE HCHA IN

HONG KONG, ‘

5.  SUNG SAID THAT THEY WOULD BE INFORMING MCHA IH HONG KO#HG
BUT THE FORMAL REPLY WAS THE ONE HE WAS DELIVERING, HI: AGREED .
THAT WL SHOULD HALIMTALN CLOSE COHTACT, |IF WE HAD AllY VIEWS OR-
SUGCESRTIGHS WE SHOULD PUT IHL'.{‘I FORVARD, HE AGAIN DREM QUR
ATTENTION TO DEMG?S REMARKS 1M MARCH AND SAID SPEC!AL

WelondT SHOULD BE ATTACHED TO THEM.

6s | SAID

THAT WE ®OTE “U GREATLY #PPRECIATED THOSE REMARKS
!

SUT THE FACT WAS wE STILL HAD A PROBLEM.
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WE APPRECIATE YOUR EXCE LLh”"’S COUMUNMTCATING TO THE CHINESE
GOVERWMENT THE I1DEAS AND |HTENDED STEPS OF THE BRITISH SIDE
AID SOLICITING OUR OPINIOH. KOW WE HAVE SIHNCERELY AND
FRANKLY STATED THE OPIHION OF THE CHINESE GOVERMMENT. THIS WILL
AVOID MISUNDERSTAHDING AND SERVE TO STRENGTHER OUR COOPERATIOM,
THE CHINESE SIDE HOPES THAT OUR .TWO SIDES WILL CONTIHUE TO MAKE
EFFORTS TO FURTHER IMPORVE OUR ALREADY GOOD RELATIOMS. YOUR
EXCELLENCY 1S REQUESTED TO CONVEY TO THE BRITISH GCYERNMENT THE
AROVE POSITION OF THE CHIMNESE eozc““hctr.
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WO0RDS BY DENG, WE STILL FACE A PROBLEH,
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SECRET
FM HONG KONG 27@6452 SEP

TO PRICRITY FOREIGN AND COMMONWEALTH OFFICE
TELEGRAM NUMBER 1343 OF 27 SEPTEMBER, 1979,
INFO PRIQRITY PEKING.

-

PEXING TELNOS 825, 826 AND 8273 NEW TERRITORIES LEASES.

1, THE CHINESE ARE ENTITLED TO THEIR VIEW THAT THE LEGAL MEASURES
WE PROPOSED TO MEET THE PROBLEM OF THE LEASES ARE '’ INAFPROPRIATE’
AND, AT ANY RATE FOR THE "MOMENT *?UNNECESSARY’?, BUT IT IS NONSEHN
T0 CLAIM OR IMPLY THAT THIS 1S BECAUSE THE PROBLEM HAS ALREADY Bro.
COVERED BY DENG'S STATEMENT, THE LATTER, WITH ITS ASSURANCE TO
INVESTORS, AFPEARED TC REFER TC THE CONSEQUEHCES OF POLITICAL -
CHANGE IN THE DISTANT FUTURE (HE DID NCT KAhUW WHETHER |T wOULD BE
BEFOKE OR AFTER 19067 CR EVEN Il THE NEXT CEMURY). BUT THE LEMNGTH
OF LEASE WE CAN ISSUE IS NGW LESS THAN 18 YEARS AND BY TAE TIME
IT IS REDUCED TO 1% WILL PROGRESSIVELY DETER NEW IADUSTRY AKD
DRIVE EXISTING 1HDUSTRY ELSEwhEkE. UNLESS Thi CHINESE ARE CONTENT
YO SEE INVESTMENT AND PRODUCTION Ih HONG KUNG FALL OFF (AND THIS
WAS NOT DENG’S VIEW), THE FROBLEM CAN BE LEFT FOR A YEAR CR TwO
BUT NOT MUCH MURE BECAUSE GNCE ThE PROCESS OF DECLINE IS STARTED
IT wiLL BE RARD TC REVERSE, AAKD SINGAPGRE OR mANILA, KUT CriNA,
WILL BE THE GAINERS. SO IF THE SOLUTION WE HAVE SUGGESTED IS
INACCEPTAGBLE AWCTRER MUST bE FCUND FAIRLY S0uw,

Q. IT 1S HARI BELIEVE THAT THE MFA DID NOT UNDERSTAND ALL THIS,
AT

SC | PRESUN APART FROM AN UbwlLLINCNESS TU TAKE A DIFFICLLT
DECISION BEFORE IT IS ABSOLUTELY UNAVOIDABLE, THIS RATHER UK-
GRACIOUS AND CERTAINLY IRRELEVANT REPLY TO A REASONABLE PROPOSAL
IS TO GAIN TIME, ON THE PRINCIPLE THAT THE LATER THE PRCBLEM 1S
DEALT WITH, THE EASIER IT wiLL BE TO DO SO ON THEIR TERMS =~

PROBASLY WITHOUT ANY VERY CLEAR IDEA AT THE “OVENT WHAT ThESE
MIGHT BE: /’ﬁf




.’3 EUT WHATEVER THEIR REASCUS FCR REJECTING CUR PROPGSAL TO ACT

f NOW, THEY WILL FIKD THAT AS TIME PASSES PRESSURE WILL MOURT OM

) THEM FROM THEIR Caot THRADIEG CRGANISATIUNS AL BUSI.‘-.‘ESU CONTACTS
IN HONG KONG TO SOLVE THE PRCELEM, AS Al EXTELSIVE MORTGAGE
HOLDER TnE BALK CF CHINA wlLL HA E A SPECHAL -:uT:Ifr..)T. UF
COURSE PARALLEL PRESSURES wiILL MOUNT Gis usS.

4, THERE COULD BE UTHER AND LESS UBTRUSIVE WAYS OF HANDLING
THIS PROBLEM IF THE CHINESE wiSH TO TAKE THE INITIATIVE (QUR
PROPOSAL WAS DESIGHED TO ENABLE THEA TO KEEP GUT OF {T) AND I
SHOULD BE SURPRISED IF SOGNER QR LATER AND THHOUGH ONE CHANNEL
OR ANOTHER WE DO NOT GET HINTS OF WHAT POSSIBILITIES THE
CHINESE HAVE IN MIND. SO | SUGGEST THAT THERE 1S NO NEED TO
TAKE THIS REFLY TCG TRAGICALLY, MARKET FORCES ARE ON OUR SIDE,
THE IMPORTANT THING 1S THAT THE PRUBLEM HAS BEEN SQUARELY PUT
10 THE CHINESE. | AGREE WITH THE AlbASSADOR THAT WE SHOULD NOT
ARGUE ASQUT THEIR REPLY, AND | SUGGEST NO FORMAL OR INFORMAL
REPLY IN PEKING IS NECESSARY.

5, HOWEVER, WE MUST PUT ON RECORD AGAIN WITH THE CHINESE THE
REALITY AND IMPORTANCE OF THIS PROBLEM AND THAT SOLUTION WILL
NOT WAIT INDEFINITELY, | THEREFORE SUGGEST THAT HUA SKOULD BE
TACKLED DURING HIS VISIT RATHER ALONG THE LINES OF MY PARA 1
AND THAT THIS SHOLLD BE AT S OF S LEVEL. SO AS NOT TO GIVE IT
UNDUE PROMINENCE IT COULD BE INCLUDED IN A GENERAL TALK ABOUT
HONG KONG AND MELTIONED WiTh {MMIGRATICN A4S AN UNRESCLYED
PRGBLEM,

6. IN VIEs GF ThE IMPORTANCE OF SECRECY | Du SUGGEST THAT
APART FROM TrE APP&OACH SUGGESTED AbUVE, NEITHER IN PEKING KOR
IN LONDON SHOULD DISCUSSION CF THIS SUBJECT LE INITIATED WITH
THE CHINESE GR ANYONE ELSE. IF Tht CHINESE RAISE IT, WE SHUULD
REPLY ALONG ThE LINES OF MY PARAGRAPHA 1.

: NOT.TG ASK THE CHINESE TG ®AIRTAIN SECKRECY
PARA 3(D)). IT wQULD LOLK WEAK AKD ThEY ARE
w TS. ON THE OTHER HAND wE SHOULD TAKE

KACLERQSE




