SECRETARY FOR PRIME MINISTER

1. AT A LUNCH HE GAVE FOR SIR PERCY CRADOCK ON 28 JuLy,

ZHOU NAN MADE THE FOLLOW|NG OFFER. THE CHINESE WERE PREPARED
TO DEFER ESTABLISHING THE JOINT L1AISON GROUP

tN HONG KONG FOR TWO YEARS AFTER THE SIGNING (COMING INTO
FORCE~ THE POINT NOT BEING ENT)RELY CLEARL) OF THE

AGREEMENT,  THEY WERE PREPARED TO ALLOW THE GROUP TO CONTINUE
UNTIL THE YEAR 2000. THEY WERE PREPARED TO ADOPT, WITH M)NOR
MODIFICATIONS, THE PROPOSALS WE HAD MADE ON THE JOINT GROUP
AND ABANDON THEIR PROTOCOL.

2. CRADOCK TOOK ZHOU AGAIN THROUGH OUR MAIN REMAINING DIFFICUL=-
TIES WITH THE CHINESE DRAFT AGREEMENT WHICH | HAD OUTLINED THAT
MORNING. ZHOU INDICATED THAT THE CHINESE WERE PREPARED TO SEEX
LANGUAGE TO RESOLVE THEM,




WOULD BE LOCATED {
FROM 1986, AND COULD REMAIN IN BEING UP TO BUT NO LATER THAN,

’
THE YEAR 2000, HE REIL N RETURN FOR OUR AGREEMENT TO THIS

'ROPOSAL SUBSTANTIAL CONCESSIONS ON THE CHINESE DRAFT PROTOCOL
L 1D THAT OTHER ISSUES WOULD BECOME EASIER TO SOLVE,
HE WAS PREPARED TO STATE EXPLICITLY THAT THE JOINT GROUP WOULD NOT
BE AN ORGAN OF POWER® WOULD NOT INTERFERE WITH THE
DAY TO DAY WORK QF THE HONG KONG GOVERNMENT: WOULD NOT
HAVE A SUPERVISORY ROLEs AKD WOULD NOT BE THE PREDECESSOR
OF THE FUTURE GOVERNMENT OF THE SAR.

5« THE CHINESE OFFER WOULD APPARENTLY GIVE US THE FOLLOWING
GAINS:

(A) CONTIKUATIOR OF THE JOINT GROUP BEYOND 1997

SIR § Y CHUNG STRESSED TO ME N

HONG KONG THAT AN EXTENSION OF THE EXISTENCE OF THE GROUP

BEYOND 1997 WOULD, AS EVIDENCE OF CONTINUING BRITISH INVOLVEMENT,
BE A VERY VALUABLE AID TO CONF IDENCE |N HONGC KONG,.

(T) POSTPONEMENT FOR ABOUT TWO YEARS OF THE LOCATION OF

TR ) HONG KONGe
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PLICATION THERE AND

: 1007

{ UKLIKELY TO SEI

COURSE BE DIFFICULT IN SUCH

CT HEWS OF THIS SITUATION TO LEAK. TIME WOULD INEV=-
ITABLY PASS BEFORE STRUCTIONS COULD BE (SSUED
| SHOULD ROT OF COURSE BE IN A POSITION TO TABLE THEM PERSON=
ALLY WITH CHINESE LEADERS."NO PR( S5 COULD BE MADE IN THE TALKS
UNTIL THESE NEW IN L NS WERE {SSUED AND THERE WOULD BE
A SERIOUS RISK OF THE WITHDRAWAL OF THE CHIMESE OFFER WHICH
COULD LEAD TO BREAKDOWN, OR TO A HARSH PUBLIC OUTBURST FROM
THE CHIKESE SIDE IN THE wcAhWHlLE. THIS WOULD DO GREAT DAMACE
AND WE ARE MOST UNLIKELY TO GAIN ANYTHING FROM THE DELAY.
IT 18 THE JUDGEMENT OF ALL AT THIS END THAT IF (N €
CIRCUMSTANCES WiITH WHICH WE ARE NOW FACED 1| CANNOT GET THEM
TO DEMONSTRATE FURTHER FLEXIBILITY DURING MY VISIT, THE CHANCES
OF THEIR DOING SO AFTERWARDS ARE REMOTE. THE CMINESE ARE SAYING
THAT THE BACK OF THE NEGOTIATION MUST BE BROKEN
DURING MY CURRENT VISIT AND (INFORMALLY) THAT IT wOULD BRE
HARD F R THEM TO RECEIVE ME AGAIN |N SEPTEMBER,

10. THEGOVERNOR'S ASSESSMENT IS THAT IF | RETURN FROM PEKING

WITH THE TALKS 1IN DEADLOCK AND THIS LEAKS, THE EFFECT ON

CONF |DENCE N HONG KONG WOULD BE VERY SERIOUS. IF IN THE END WE
HAD TO COME TO TERMS WITH THE CHINESE IN ORDER TO STEM

A COLLAPSE IN HONG KONG, WHICH IS VERY POSSIBLE, WE MIGHT

BE FACED WITH HARDENDING CHINESE TERMS AND THE PROSPECT

OF BEING SEEN PUlLiGH::ID COMPLY WITH THEM
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DATIONS,

GRATEFUL FOR INSTRUCTIONS BY 2822007

TO SEE PREMIER ZHAD ZIYANG ON THE

NKHN
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