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I held a meeting this afternoon, as you know, of the main interested
departments, to consider economic and financial relations with
Argentina, both to establish facts and to consider pPossibilities of
action.

I attach a very brief note of our conclusions. The essential point
is that unilateral/bilateral action in the economic and financial
field does not appear to be either promising,or particularly dangerous.
Our real focus of attention needs to be on what we can do through
alliances. <y
As far as the basic facts are concerned, we did naot establish anything
- significantly different from the sketch your South America Department
prepared yesterday for the Prime Minister. As far as immediate action
is concerned, Nicholas Bayne, who was present at my meeting, will be
arranging a message to caution the Ministry of Defence, Department of
Industry and any others involved against some of the more obvious
exports and provisions of spares, aid and comfort, which might otherwise
flow.

I am copying this to John Hagestadt (Department of Trade), Kit Farrow
Department of Industry), Neil Jaggers (Bank of England), Usrry Breach
ECGD) and Nicholas Baynemand to Wade-Gery, (Cabinet Office). :
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€¢ Mr. J, Hagestadt Dept.of Trade

Mr. K. Farrow Dept. of Industry

Mr. N. Jaggers (Bank of England)

Mr. J, Breach (ECGD) -

Xr. N.Bayne_(FCO) - <

Mr. Wade-Gery (Cabinet Office) (.
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ARGENTINA: ECONOMIC AND FINANCIAL CONSIDERATIONS

The following conclusions were reached at a meeting held in the
Treasury on 2 April with representatives of the Departments of

Trade and Industry, the Foreigp and Commonwealth Office, ECGD,

and the Bank of England present in addition to Treasury.

Facts

2. The meeting noted the summary (copy attached for convenience)
prepared by the FCO South America Department on 1 April. It wag
agreed that this gave a broadly correct picture. The only omissjgy
not a significant one was that there is a liability from the UK
authorities to investors in Argentina in respect of overseas inveg
insurance amounting to some £8 million, with some additional
applications in the pipeline.

Possible Unilateral Action by the UK

3. It was agreed that, irrespective of possible counter-action, ty
was no action which could be taken by the UK which would have seri:
damaging ef:ect on the Argentine economy.

4. At the same time, as a matter of prudence and avoidance of obvit
criticism, the following was agreed to be sensible:

= Provision of spare parts for aircraft and ships and any other
major and sensitive industrial operations in the Argentine
from UK suppliers should be suspended where possible for thet
being (Mr. Bayne of FCO to write accordingly to the Ministry¢
Defence and Department of Industry);

= in general, ECGD would continue to withhold action on the
extension of additional credits or other
éxposure to Argentina for the

5. Other action could be taken,
serious effect on the Argentine

increase of UK
time being.
although without expectation of

: g economy. The most obvious exampleé ¥
the freezing of Argentine assets. 1t such action was necessary

satisfy UK public opinion, it could be taken without calamitous

damage to the United Kingdom. It must be pointed out, however, ol
UK assets in the Argentine were

greatly in excess of Argentine ass
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in the UK. Moreover, action to freeze assets could be unsettling

more widely in the international banking scene, so that the
value of the gesture in terms of public opinion would have to be
weighed against its lack of effects on the target, the risk of
retaliation, and some risk of wider repercussions.

6. It was noted that, while action to freeze assets might.be taken
unilaterally and independently, different and Perhaps more helpful
action, including joint action, might be possible under the umbrella
of a resolution by the UN Security Council. There was doubt, however,
whether that would be obtainable.

Risks of Damage by Argentina to the UK

7. Apart from the problem that UK net assets in Argentina exceed those
of Argentina in the UK, the meeting reviewed other areas in which
disruption of economic relations might damage the UK. The conclusion
was that, although loss of export markets would be modestly damaging,
there would be no particularly severe damage to any one sector or
geographical region of industry, and that interruption of Argentine
exports to the UK (most importantly meat and meat products) would be
readily replaceable.

Possibilities of Joint Action

8. Considerable effect on Argentina could be obtained if there were a
Possibility of joint action by the UK, the Community, and particularly
Spain and the United States, in preventing exports of goods, services
and capital. This was a matter which the Foreign Office would be
considering further, but indications so far were that assistance from
the United States was unlikely to be obtained, while assistance from
the Community might be difficult to achieve, and might disrupt current
UK negotiations in the Community over the budget and other matters.

9. In considering joint action of a partial kind (i.e. involving a
selection of countries only), it must be borne in mind that the
Argentine economy happens at the moment to be less dependent on
external support than at some other periods. Complete interruption
of trade would no doubt be very damaging. Interruption of financing,
however, might be much less effective, since Argentina is at present
enjoying something near to, or even better than, current accognt
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~alance, and might readily offset any loss of cash flow frop i“"est{' g T ( CUNFIDEMTlﬁ.L ?

and banking facilities by denying repayment of past capital ang dey, € s
interest.

§COPE FOR ECONOMIC RETALIATORY MEASURES AGAINST THE ARGENTINES

jilateral Trade
gilateral "Tace

i, Argentina is our third largest market in Latin America, but

snly -ranks 42nd in our world table. Exports to Argentina in

1980 (full. figures for 1981 not available) were worth

) =il
173 million including: S

Machinery - £28 million s
Power generating machinery = £18 million o
Road vehicles : - £17 millien A

toports from Argentina in 1980 were worih £114 million including:

Meat and-meat,preparations = A5 miklAon o

Textile fibres = 2100 mylCion

0il seeds - : - £9 million

" 'Metal ores = £8 million (we do not rely R
2 . i on Argentina for
any strategic
metals)

nvisible earnings increased the favourable balance in our favour.
‘.“

Argentina would be' able to find other suppliers and other

@rkets if we were to cut off trade. We have just over 3% of =
feie market and take 3% 0% their exportss (Weksheuldtia chts -
ke COmmun)',x/y}};{, into account if we were to consider interrupting
A N BN
rade; " and” Leoa
2 .d‘/gﬂ?y/

b ECGD My

e would have to honour existing contracts.)

S irm commitments for £290 m‘iLL'i‘on worth of business

i’_‘f’;have made offvers on a further £60 million. No immediate
;s ‘.N-’sPeclt, of major project business. ECGD are considering
@plicati°n$1f°r: - ) i

LIS

Frooitay -
Ry

"Methanol plant (Davy) - £130 million
“PVC project (bavy) - £197 million
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British Financial Involvement with Argentina

4. Any attempt to impose sanctions on this trade would cope

8. The UK has about 8% of Argentina's foreign investment.
up against Community controls: and we would undoubtedly haye

Latest book value of our investments is about £200 million but
great d1ff1culty in persuading our Community partners to agree

4 we believe the actual value may be higher. Investors include
- toicommon .Aaction against Argentina. 1c1, Unilever, Shell, Bank of London and South America (Lloyds),
‘5. The EEC Tresty does allow for part1cuLar measures inp D””L°p‘ E#l, Black % pneccers Burroughs HELLc°me’ Goats Paton;
exfreme circumstances by individual member states. These woulg, s Gestettner, Tube Investments, Rank, Pilkington Reck1tt & Coleman,.
- houever be rendered ineffectual by the provisions on the free GECfuBabC°CkS’ British Caledonian and Jehn Brown Engineesing.
c1rculat1on of goods within the Community. It is possible for
'these prov1snons to be suspended, but the decision on such
aact1on uould rest. with the Commission. A furtherrcomptication

9. :Argentina's external debt was estimated at $34 billion in

s Argent1na s membersh1p of the GATT, which also imposes 1981,-0f .which $21 billlion was owed to OECD enuntries. UK banks

.obstacles tc trade restr1ct1ons (this is a major point of
_contrast u1th th:

‘haveiclaim to USg3 billjon of .this debt. Aruentina makes

issue of trade restrictions against the extensive ‘use of the City of London, as she ranks fiftn in the
Soviet Union, which is not a GATT member),

There are . league of developing country borrowers on the Euro-dollar
»prov1stons 1n th- GATT for actjons to protect national

security market after Mexico, Venezuela, Brazil and South Kores.
-etc, but these a'e very rarely invoked,

and the traditjonally Argentina raised 33 5 billion on the Euro-dollar market last
>unpol1t1cised nature of the GATT's operation would make thenm year. R s
'Ih1ghly controvers1al The Commission usually speak for all i '~{77' . e i
uember states in GATT 0. British banks are particularly well represented in Argentina:
A.u‘ _ ; Lloyds lnternational (Bank of London and South Americz), Barclays, ;
6. befence Sales are not restricted by Community or GATT Widland, iall have branches. The Bank of liondorniencisonan 3
controls. Our defence sales to Argentina are already limited | America have a particularly.important stake with 24 branches in E
on human ’79ht5 and Falklands grounds. Sales in 1981 were Buenos Aires itself and 13 provincial branches. -They are the é
°nl¥ £12 mnll1on, but a further £5p million of sales are in “third largest fore1gn owned bank in Argentina and rank No 13 %’
e Theselc°“1d be cancelled.’ SBongst Argentine banks with depos1t totalling the equivalent of ‘E_
2 U55315 m1LL1on. " e i
We have no aig Programme with Argentina. Alﬂiﬂ!lﬂg_lggestment in the UK [ j
3 s e . :“Ue are unauare of any Argent1ne investment in the Uk AT =
£ - ‘t ex1sts it uould bellveny sima L ISS N = B! e
$a e ' .28;:F§
/British
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Air Links

12. " The UK has an air services agreement with Argentina ditiw
from 1966. The designated British airline British Czledonjay
Airways operates scheduled services twice a week to Euengs
Aires and earns almost £9 million a year from these servicea
compared with Argentine Airlines' ¢7 million a year fropm a
sihilar twice-weekly operation. Twelve months' norice would

. - have to be given for the agreement to be denounced, but ga
qﬁi;ker Qayrto‘end air services would be for the Secretary of
State.fqr'Trade to use his powers under the Air Navigation
Order 1986 to suspend temporarily the Argentine Airlines®
operating‘permit With immediate effect. . Such action zould put
UsSuin Breach~nf the Air Services Agreement unless it :zould be
shown that this was justified._as a retaliatory measur: to an
iLlEgél act by Argentina, buring the period of the parmit's

.‘suﬁﬁgnsiqn,'the airline would not be able to operate commercial

‘fligﬁts 1o or from the uk. In reEaLiation the Argentine :

‘authorities would be bound to withdraw British Caledonian's

Aires PUt would also have an effect on BCAL's network of
_seryices to Chile angd Brazil, which are served on the same
FoUte as Buenos Aires,

Shipping
»13.» Undeq‘Argentine Government legislation thé shipping of
'gbods‘betugen the UK and Argentina s divided on 50/50 basis
'~ between the yg carriers (four yg
‘vqagidnal‘shipping lines’
érbefh ﬁa}ties.

lines) ang two Argentine
The earnings ¥ould be roughly -the same

rchant Shipping Act. There s at present onlf

sel in a yg POSE/ADUL two more anedols



