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No. 4 o,

The Argentine Minister for Foreign Affairs and Worship 1o the ‘:
British Chargé d’ Affaires ad interim at Buenos Aires

Ministro de Relaciones Exteriores y Culto,
Buenos Aires. _
Sefior Encargado de Negocios: 5 de agosto de 1971.

Tengo el honor de informar a Vuestra Excelencia que ¢l Gobierno de la
Republica Argentina aprueba la Declaracién Conjunta sobre comunicaciones
entre las Islas Malvinas y el territorio continental argentino, que fue inicialada
por los representantes de nuestros dos Gobiernos en Buenos Aires el 1° de
julio de 1971,

El Gobierno de la Repiblica Argentina por su parte pondra en ejecucidn
Ias medidas referidas en esa Declaracién Conjunta, con efecto a partir del
dia de la fecha. _

Aprovecho esta oportunidad para reiterar a Vuestra Excelencia las
seguridades de mi mds alta consideracién.

L. M. pe PABLO PARDO

[Translation of No. 4]
Ministry of Foreign Affairs and Worship,
Buenos Aires.

Sir: 5 August 1971,

I have the honour to inform you that the Government of the Argentine
Republic approves the Joint Statement concerning communications between
the Falkland Islands and the Argentine mainland, which was initialled by
representatives of our two Governments in Buenos Aires on the Ist of July 1971.
The Argentine Government will for its part put into operation the measures
referred to in that Joint Statement with effect from today’s date.

T avail myself of this opportunity to renew to Your Excellency the assurances
of my highest consideration.
L. M. pe PABLO PARDO

Printed in England by Her Majesty’s Stationery Office
20829--99 3124486 Dd. 160628 K12 &7T2
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Falkland
oil licences
expected

By Hugh O'Shaughnersy

AN ANNOUNCEMENT &
expected  shortly from  the
Britlsk  Government on the
delicate and politically charged
matter of exploratlon for otl
and gas around the Falkland
“Islands, the British coleny in
the South Atlantie claimed by
Argentina.

The Andings of prellminary

a geologieal expert, Professor
Griffithy  of Birmingham
University, are being evatuated
by Government departments in
London and the results will
affect  the decision about
whether to grant prospecting
licences top off companies
interested in the reglon. The
Canadlan concern Ashland ojl
has  already . Indicated ity
Interest jn forming & con.
sorilum g develop any ol] op
Ens deposits In the area.
Politics] considerations, how-

yery difllcult i1 not impossible
any effective working of the
area, Last week Argentina
aunounced that it would not
recognise any licences granted
by Britalp o oil companies
operating in ap grea clained as
soverelgn hy Argenting, Briiain
has reserved t1he right to grant
oll licencey in fhat arey in
which i claimg Eovereignty,
viz_the Falklangds themseives
and their offshore areas, il
company initlatives gre seen ag
| measurea to preempt ecompeil.
ton rather (hap as firm com.
mitments tg CAITY out effective
exploration, -~

Decision on

survey carrled out yecently by '

eVEr, keem certaip to maks

Despite  he
pressed by some

ly costly, The
resent  garrisen in  the
alklands consisgy of 30 Roya).
Marines. :
The uilshore locatton
rumoured 1y, e the ot
Promising oll gp gas s
urdwood Bank, 3z ridge 1o
fathoms under

part of the Falklandg Island
continental shelf _ since 4t is
BEparated from the Falklands .
themseiyveg by a marine trench :

which goeg down (o more than '
f e Ao,

Mroaresy Towaray™ Eremmar
contracty hetween the Istangy
ang Argenting is  for the
moament halteq, Though there
ls Hitle likelihagyg of a quick
resumptipn of taiks between
Argenting and Britain gn the
Falklandg quesiion, thought is
belng given 1a London to salw.
tions which would harmonige
Argentine demands for
sovereignty pyer the Yslands
and Britain’g EXpressed deten
mination to how to the wishey
of (he Falklandgps, Among
sitch solutigne being diseussed
Ate the estahlishment o an
Anglo-Argoanp condaminium
over the F‘n'klnnrls. the trans-
for of Rovergignty ty Argentina
With  (he. feasing back tg
Rritain over the slands and
the Ireezing of all elaimg 1o
sovereignty apg the develop.
ment in 5 hinationgt basls of

“the resonrces of the Isiands, -
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CONFIDENTIAL-

Annexoxm

THE FALKLAND ISLANDS COMPANY AND THE UK FAILKTAND
ISLANDS COMMITTEE .

THE COMPANY
BACKGROUND

1. The Falkland Islands Company owns approximately half

the area of the Falklands and produces about half, worth

about £4 million, of annual wool crop (the Islands' only
industry). It conducts shipping and panking, and controls
much of the internal trade of the Islands, and has successful
pusiness interests in the United Kingdom. Except in times of
high wool prices, profits accruing to the company from its
Falkland Islands activities are 1ower than those earned in

the United Kingdom. Sustained high earnings from the company's
Palklands interests are unlikely because of recurrent fluctua-
tions in wool prices and the lack of alternative local invest-
ment opportunities. The exploitation of possible oil deposits
off the Falklands would benefit the Falkland Iaslands Company,
but, by providing diversification, might make the Islanders
l1ess dependent economically on the company. '

2. In July 4972, Dundee, Perth and London Securities Lta
(DP & L) acguired control of the Falkland Islands Company,
which became a wholly owned subsidiary. The Company's
Directors had misgivings that DP & L would be interested
primarily in growth, and would want to hive off their less
profitable activities in the Falklands, possibly to the
Argentines, There was disquiet in the Islands, and the
Palkland Islands Company extracted from DP & L a written
undertaking to give first refusal of the Falkland Iglands
assets to the Falkland Islands Sheep Oowners Association (SOA},
or a consortium formed by it, in the event of the company
deciding to sell.

B Twg seasons of high wool prices secured the profitability
of the company's island interests, and the possibility of
their sale receded, but prices for the 197L/5 season are
disappointing. In June 197 DP & L were acquired by
Charrington, Gardner & Locket Lid (c@ & L). The Falklend
Islands Company has not thought 1t necessary to insist that
G & L should assume the undertaking given originally by
DP & L. But there remains the poseibility that CG & L, in
the light of current low wool prices and the unlikelihood
of consistent profits, might be attracted by the idea of
selling their Falkland assetis. (The Bank of England view

is that as DP & L still exists, albeit under the CG & L
umbrella, the 1972 undertaking is unaffected by the change
of ownership). -

/POSSIBLE SALE

'CONFIDENTIAL
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CONFIDENTIAL

POSSIBLE SALE OF FALKLAND ISLANDS COMPANY

L. The Falkland Islands Company's board and management

is substantially as it was 1in 1972 and is unlikely to

acquieace in the sale of any of the dompany's assets to

the Argentines. If the parent company tried to force a

sale, the Falkland Islands Company would appeal to Ministers
and provoke a Parliamentary row. The Falkland Islands
Executive Council would not agree to the issue of a landholding
licence to an Argentine company.

5. Sale to a British company would not provoke such
opposition, but would be a doubtful starter becgnse of
inconéistent earning posaibilities. Purchase of the
Falkland Islands Company's island assets is pri;a facie
outside the Commonwealth Development Corporation’'s terms
of reference, but might not be excluded entirely if put

to the Corporation by HMG as a special caase. There remains
the possible option of the Sheep Owners' Association
purchasing the Falkland Islands Company's assets with a
grant from HMG. The value of the company's island assets
is beling investigated but is of the order of £2.25 million.

6. There is some criticism of the Falkland Ielands Company
in the Islands, where it is felt that the company should
Plough back more of its proflits into the loecal economfl but

the Islanders accept that the Falkland Islands Companyj has
carried them in lean years,

THE UK FALKLAND ISLANDS COMMITTEE

7. The Falkland Islands (Emergency) Committee was formed
in 1968 to campaign against the suspected sell out of the
Islands to the Argentine during the abortive Memorandum of
Understanding proposals. After these were withdrawn, it
remained quiescent until reactivated in 1972 to combat the
suspected sale of the Falkland Islands Company's Falkland
assets to the Argentines. The Falkland Islands Company was
responsible largely for the formation of the Committee,
which has now expanded its activities and widened its base.

8. According to its constitution, "the Committee has the
object of assisting the Islanders to formulate their views
on all guestions concerning their future, without being
subject to pressure, direct or indirect, from any quarter;
it also existe to see that the Islanders views and wishes
are made known properly at the United Nations and generally
throughout the worlid". The Committee claim to be non-
political and non-commercial.

/ MEMBERSHIP
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CONFIDENTIAL

MEMBERSHIP

9. There are 3 types of membership - MPs, businessmen

and conservationists. - There are 6 MP members (representing

the 3 main parties); about L other MPs ask Parliamentary
Questions on their behalf and there are several more who
sympathise with their aims. The Committee's membership

does not represent their full strength which lies in their
close association with the Falklands Group of the Commonwealth
Parliamentary Association. The business interest is substantial,
but not dominant. Two of the Committee have business interests
in the islands: others may hold shares. The Falkland Islands
Company is one of several subscribers to the Committee: how
much they contribute is not known, but the Committee does not
have unlimited funds.

10. TIslander attitudes to the Committee are mixed; they
suspect that some members are commercially motivated, but
they welcome any ally against Argentine pretensions to
aoverelgnty.

LINKS BETWEEN COMPANY AND COMMITTEE

44. The Palkland Islands Company's long-established
connection with the Islands makes them natural allies of

the Committee, but the Committee have outgrown their
original dependence on the Company and have momentum of
their own. They are now reluctant to support the purely
commercial activities of the Falkland Islands Company unless
they see this as in the interests of the Islanders; and they
claim to have been embarrassed by some of the Company's
sctivities., If the Falkland Islands Company should ever
contemplate selling their Island assets to an Argentine
concern, the Committee would see this as a step towards

the transfer of sovereignty and oppose it. Nor would the
Compaeny's demise lessen the Committee's opposition to
anything seen as leading to an erosion of British Sovereigntiy.

CONCLUSIONS

12. (a) The Palkland Islands Company is useful but not
" eassential to the Committee. Thelr aime usually

coincide, but where they diverge the Committee
base their attitude on what they conesider to be
the best interests of the Islanders: commercial
advantage is not the Committee's dominant motive.
The Committee would be very suspicious of any
proposed sale of the Company’'s local asseis;

With or without the influence of the Company,
the Committee will continue to oppose strongly

any suggestion of a transfer of soverelgnty to
~the Argentines, as will the Islanders;

/ (e)
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CONFIDENTIAL

But it is possible that without the influence
of the Committee the Islanders might be more

receptive to a continuation of the policy of

improving commnications between the Islands

and Argentina;

Some members of the Committee have begun to
show signs that they are aware of the complexity
and dangers of the Falklands dispute.

In existing circumstances purchase off the
Falkland Islande Company's Island assets
would be counterproductive., But cir{umetances
could change sufficiently to warrant H M
Government’'s reconsidering this possibility

in the future.
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CONFIDENTIAL

The Falkland Islands 0il Problem

Problem

1. Should HMG issue licences to oil companies to explore
for oil in the continental shelf of the Falkland Islands?
If not, how should we proceed in order to obtain maximum
benefit from any oil which may be there?

Bacgground

2. Our policy hitherto has been to refuse licences on the
grounds that we had insufficient information about the area's
potential on which to base a rational oil policy.

3, We commissioned Professor Griffiths, of Birmingham
University, & world authority on the geological structure
of the South Atlantic, to carry out a study of published
information (1971) followed by a field investigation (1973
and 1974). We have told applicants that our licensing
policy will be reviewed in the light of Professor Griffiths'
report.

4. His report (just received) indicates that in certain
areas the prognosis is sufficiently promising to encourage
further commercial exploration. The areas of interest are
closer to the Falkland Islands (50-100 miles) than previously
thought, in water varying from 50-1000 fathoms deep. It does
not prove the presence of oil in any given area, nor how
much there may be or whether it can be extracted. The
preliminary view of the Department of Energy's oil experts,
who are now examining the report, is that commercial oil
companies may indeed be interested, but only if they can

be assured of peaceful access to the area for a period

(10-20 years) sufficient to enable them to recoup the

heavy investment. No company will operate in the area in
the face of Argentine opposition.

5. American scientists have been carrying out similar
investigations of the structure of the Falkland Islands
continental shelf as part of an internmatiomal scientific
research programme., Their conclusions about the structure
of the reglon are the same as Professor Griffiths and will
be published towards the emd of the year. Although it is
not intended to publish the Griffiths Report, at this stage
at least, the basis for his conclusions will become public
knowledge soon. Furthermore, we are committed to giving a
copy of the report to the Argentine Forelgn Minister for

his personal and confidential information.

/ 6.
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CONFIDENTTAL

6. The Argentine Government issued a statement on 19 March
unmistakably designed to put HMG and the oil companies on
notice that Argentina will not accept the issue by HMG of
exploration and exploitation licences.

7. Existing Falkland Islands legislation is inadequate to
cover the issue of off-shore licences. New legislation is
required which will take some time to prepare.

Options
8. HMG could:-

a. seek to issue oil exploration licencéL
unilaterally; or H

b. seek an agreement with Argentina covering
the exploration and exploitation of the
area.

9. Given the high costs of working in this difficult area
and the long period of undisturbed activity needed to recover
them, oil companies would dearly not explore the area under
licence from HMG if there was an international dispute about
the validity of the licences or a risk of Argentine hjrassment.
It follows that no worthwhile sum will be paid for suth
licences., Option (a) is unattractive since it would of
negligible benefit to the UK or the Islanders, It would
severely exacerbate the dispute with Argentina,

10. The practical problems of obtaining oil are such that
either the UK or Argentina could readily prevent the other
from exploring or exploiting the continental shelf on any
significant scale.

11. Option (b) therefore offers HMG the only possibility

of involving British companies in the potential of this area
or of providing any benefit to the UK or the Falkland
Islanders from whatever oil there may be.

Conclusions

12, a. that oil cannot be extracted from this area
' against Argentina opposition;

b. that the unilateral issue of oil exploration
licences by HMG would risk a confrontation
with Argentina which would prevent the
licences being utilised;
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CONFIDENTIAL

that an economic stake for British
interests in the potential of this
area depends upon co~operation with
Argentina about its exploitatiom.
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PERSONAL AND CONFIDENTIAL féﬂ_ﬂ‘_l&(vf;ﬁ
L N

Tl

10 Bowmuing Street
Whitehall

16 April 1975

Falkland Islands

As you know, the Foreign and Commonwealth Secretary,
accompanied by the Minister of State, called on the Prime Minister
this morning to discuss the draft OPD paper on the Falkland Islands
and the Dispute with Argentina enclosed with Richard Dales' letter
of 11 April to me, Since Mr, Callaghan emphasised that he wished
the discussions to be informal, I am sending this account of the
meeting on a personal and confidential basis to you and Howard Smith
(who was also present) only,

Mr. Callaghan opened the meeting by explaining that Mr. Ennals
felt t h a t United Nations pressure combined with the intransigent
attitude of the Argentine Government made it necessary for us to try
to reach some understanding with Buenos Aires on the Falkland
Islands question, The pressure in the United Nations was manifested
both in the relevant Committees and in the Assembly itself, but
Mr. Callaghan thought that the pressure within Argentina to stage
some demonstration against the Islands was probably of greater
significance, and there had already been several incidents as
evidence of this. Mr. Callaghan accepted that we might have to be
prepared to consider some transfer of sovereignty, perhaps under
a 99-year lease.

Mr. Ennals thought that the pressure from the United Nations
could be contained so long as we were prepared to talk to the
Argentine Government. Looking ahead to the long term, he doubted
whether it was sensible to seek to sustain a British colony situated
50 close to Argentine territory in a way which would remain a
constant bone of contention in our relations with Argentina, other
South American countries and the United Nations generally. He also
doubted whether we would actually be able to defend it if the
Argentine Government took a conscious decision to overrun the Island,
World opinion would be solidly against us, Mr, Callaghan acknowledged
that this might be so if we were forced to liberate the Islands,
but he doubted whether this would be the case if we were to defend
them.

On the question of o0il, the Minister of State said that anyone
who had read the Griffiths Report was bound to conclude that the

0il companies were likely to be very interested in exploration in
the area but there would be no hope of exploring or exploiting

Jjoil there in the face
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oil there in the face of opposition from Argentina. Indeed there
was a risk that the Argentines might try to exploit the oil them-
selves and we would then be faced with the need to stop them. The
only possibility was to aim for joint exploration and this could
only be done by entering into a dialogue with the Argentine
Government. He thought that H.M. Ambassador should be authorised
to explore all ideas with the Argentines, but he was certainly not
suggesting that we should aim now to hand over sovereignty to them,
If, on the other hand, we were to sit tight, there was a real
possibility of an officially backed invasion of the Islands which
would be very popular within Argentina itself. He did not therefore
think that sitting tight was a practical option., Needless to say,
the process of exploring ideas with the Argentine Government should
not be publiec.

The Prime Minister said that he had been attrgcted by the idea
of joint o0il exploration with Argentina since it would not only give
them the prospect of practical advantages but would also help to
convince them that we accepted their interest in the Islands.
Participation on a share of 45/45/10 might be a possibility and we
might even be prepared to be more generous than that, Any offer
would show a willingness to talk and a recognition of long term
Argentinian rights in the area, Mr., Callaghan said that we had to
face the fact that the Argentines would keep coming back to the
question of sovereignty. The Prime Minister accepted that this was
a risk, but thought that we could play it slow, particularly if
we were prepared to discuss not only joint exploration but to agree
on the ultimate share in revenue, thereby giving the Argentine
Government some of the facts of sovereignty without giving up the
legalities,

The Secretary of State pointed out that it was inevitable that
knowledge of our discussions with the Argentine Government would
get back to the Islanders.and to the Falkland IslandsCompany and
that this would almost certainly lead to trouble in the House of
Commons. The Prime Minister said that he would expect trouble if
the Argentine Government were to refuse to discuss o0il unless we
were ready to discuss sovereignty also, but he repeated his view
that we should be able to play the Argentines along for 18 months
or so. The Secretary of State agreed, and said that he did not himself
think that an invasion was likely. The Minister of State said that
he agreed that an invasion within the next week or so was not likely,
but he shared the official view that any one of various types of
action against the Islands from Argentina was possible,

In conclusion, it was agreed that the draft paper should be
recast in the light of this discussion and that it should then be
submitted, in the first instance, to the Foreign and Commonwealth
Secretary and the Prime Minister. There was no need at this stage
to bring the matter to OPD. The Prime Minister also expressed
the view that it would be worth sounding out Commonwealth opinion
in Kingston to see how strong their attitude was on the question.
He commented that he had been very shocked by the unhelpful
attitude which the Commonwealth had taken over Gibraltar. There

/was also some
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was also some discussion about the future of the Falkland Islands
Company and the Secretary of State mentioned the possibility that
H.M.G. might buy out the Company. (The Prime Minister commented
that it might be a good case for the National Enterprise Board
and asked the Minister of State to let him know how much the
Company was worth,) Howard Smith pointed out that one of our
problems was to displace the economic dominance of the Company

in local opinion in the Falkland Islands, and the prospects of
0il exploration might achieve that, It was agreed that this would
depend both on the presence of oil and on the willingness of
companies to undertake exploration.

P. R. H. WRIGHT

S.J. Barrett, Esqg.,
Foreign and Commonwealth Office.
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Ref: A09281

CONFIDENTIAL

PRIME MINISTER i .

f K@
Falkland Islands: Dispute with Argentina

f
When you discuss this with the Foreign and Commonwealth Secretary Z

tomorrow morning you should have in addition to the draft OPD paper, the
telegrams reporting the Ambassador's talks with the Argentine Foreign
Minister on 14th April. ;

2. We have had no substantive discussions with the Argentine Government
about the Falklands since last August, The discussion with our Ambassador
was fairly calm, but this is an emotional subject in the Argentine: and even
reasonable political leaders there need to have something to show, if only the
fact that they are in discussion with us. The unstable situation in the Argentine
is no guarantee that internal strains.will inhibit action: indeed there is some
risk that those in power may be tempted to distract public opinion with an
external adventure. i

3. If there were an Argentinian attempt to seize the island§, we must
obviously defend ourselves. But if the attack took place against a background
of a refusal on our part to discuss the future of the islands with the Argentine
Government we would come under very hostile criticism in Latin America
with probable consequences for our developing interests there; and the American
Administration would almost certainly take a poor view of us.

4. You will need an assessment by the Secretary of State for Defence of
what would be needed to secure the safety of the islands. But whatever he
says there seems to be a strong case for some form of discussion with the
Argentines. The steps outlined in paragraph 9 of the Foreign and Commonwealth

Office paper seem sensible as far as they go, but what is missing is some

indication of the kind of settlement which we might be prepared to contemplate.

The Foreign Minister sa.ys he is waiting for our reaction to the proposal he
made last year that sovereignty should be transferred to the Argentine and then
the islands should be run, turn and turn about, under British and Argentine

Governors. This is his variant of an idea which we floated at an earlier stage,
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