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7 EE FALKLAND ISTANDS: ANNUAL REVIEW FOR 1961

: The Governmor of the. Falkland Islands to the f ~‘f;pf}>
Secretary of State for Forelgn and Commonwealth Affalrs S

, u'The Islanders' relatlons w1th Brltaln and Argentlna deterloratec
ddrlng the year. The communlty‘was spllt on ‘the soverelgnty rssue.j
Attltudes hardened after the . Argentlnes regected the freeze

proposai ln February WIease-back'an,lnsult tq Islanders’ I

..T"Islands. ﬁThelr suspicrens~were compounded by an 1nept ald

e i

©“programme;. but, although they doubted Eer Majesty's Governmentls .
'“v,good farth their falth ln,Parllament and“the'Brltlsh public f’:et -

lncreased,as a resalt of’fayourabTe coverage in the news medla and
a visit by'th sympathetlc Members of Parliament (pa_agranns 4 and -
- 5). T e |
3. The Argentines antagonised Islanders by a combination of

1nsens1tlv1ty, arrogance and inefficiency. On top of various A
irritants rn.thelr-bllateral relatlons, the Argentine government’
poor>performance 1n.runn1ng its own affairs convinced Islanders

that they Were better off outsrde Argentlna (paragraph 6).

4. mhe economy was badly hit by poo wool prices, imported )
1nflatlon and rising production costs and wages. A deficit was
forecast for this financial s year, with reserves down to £% mllllon,
which would however have been worse without the bonus of the Royal
Wedding (paragraphs 7 and 8§).
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5e General electlons to the Leglslatlve Council were held }
in September/October. The sole isSue Was the soverelgnty dispute.
They were conducted Wlthout 1n01dent (paragraph 9)

-

e 6, T}le_- neW CounCll is less conc:Llla‘tory than the old. A
,;5;~;poor outlook for future talks* »But the Islands’ economy need not

‘ contlnue to decllne.- Contlngency plannlng is needed nOW' 'An'";

s

= alternatlve to the Argentlne alr-serv1ce (paragraphs 10 and 11)

,.,_'e,

-
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Stanley ‘ :
19 January 1982

" The Rt Hon. The Lord Carrlngton KCuG, MC

Secretary of State for Foreign and Commonwealtn Affairs B
Foreign and Gommonwealth Offlce : el
London SW1A ZAH SR LT : v i
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f The Jlast day of 1981 although the mlddle of our austra; o

.7f smmmer; ‘was overcast Wlth.strong Chlll w1nds, violent hail squzl‘

'1 and the menace of worse to come. It reflected accarately the

polltlcal«and,economlc tenor at the end‘of the year.c'

deterloraféd durlng tﬁé yeéi;i The start saW‘a llvely debate on

7fthe three.soverelgnfy'cptlons left beh;nd by'Mr Bldley; a.f*»eze%% =

'nl "ang Kbng solutlon") : There Was a spllt‘ln the commun;ty betWEGE

those #ho Were w1lllngnto talk;to the Argentlnes about these ";;
optlons and~those who w1shed to reStIlCu talks to anything but’

' soverelgnty.' There were a few who wanted no more talks with the

Argentlges and a few Who saw independence as the only solution.
In the éircumstances, it was something that there was only ane
" dissenting vote to a Legislative Council motion agreeing to
further talks on.the basis of a sovereignty freeze,

> 3.-: Follow1ng the Argen.lnes' flat regectlon.of this at

mlnlsterlal talks in New York in February,- Islander attitudes

hardened against the one remaining proposal: lease-back (the
condominium idea had never been a starter). To the emotive appeal
of slogans like "Sovereignty is not for sale" and "W are not
living in a rented house, We are not working Argie land"” was

added the feeling that the British had tried haxrd enough to find
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a solutlon. now it was the Argentlnes' turn. “As the months

"passed in the run-up to the general electlons, more of the

moderates pronounced that they would rather leave the Islands

%>than have them owned by Argenulna, no matter how titular that

‘fi%ssonth»Georg;a, cuts and proh;bltlve prloe;lncreases 1n.tne BBG

f_neW'barracks fbn the Royal Marznes-' Desplte all the assurances
- given by'Mlnlsters that these deCL31ons, taken 31ngly or

" farmer v who,
'.fsald

:<01tlzenshlp to Ealkland Islanders nnder tne neW'Brltlsh B
Natlonallty'Act"the.announcement of’the w1thdrawal.oz,EMS

_ transcription ‘services and tie Postpenemen’c of the building of the

- _,,ownershlp mlght be. Although some of the younger generatlon Were.;
‘“;11prepared to conS1der a complete sell—out if the prlce was rlght -
s esethe feellngs of the magorlty were probably summed,up by a yonng

gt L

mwhen 1nterv1ewed fbr a Brltlsh telev1S1on programme,‘

_;n‘partlcular, the threatened closure ofrthelr-base in Cryuv1ken

e e

,collectlvely, melled no dlmlnutlon of Brltaln s comm_tment to “the
‘Palkland Islands, the Islanders suspected by the end of the year '

that they were now paying the penalty for having incurred the

- displeasure of Her Majesty's Govermment by refusing to accept the

favoured lease-back solution: life was deliberately being made
difficult in an attempt to bring them to heel. Their suspicions

. Were compounded by the continuing ineptitude of our capital aid

programme. They could not believe that the inadequacy of the
airport, the snail-like pace of the Darwin road and the dismal
failure of the school hostel project were all attributable to

. incompetence and inefficiency; there must be another, more

Sinister, motive and in their suspicious minds this was the
deliberate misuse of aid funds so that, while deluding fx ends of
Islanders in Parliament and the United Xingdom that they were
giving generously to the Falklands (more aid per capita than
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anyone else and similarly beguiling phrases), Her Majesty's
Government were cynloally alloW1ng the Islands? economy'to go
downhill in order to force Islanders into the hands of the
Argentlnes. Even the delays and difficulties in recruiting key
personnel from the Unlted Klngdom, such as doctors, pllots, N

ii teachers, englneers and nur51ng srsters and the absence of a i%
Falkland Islander from the New'Year’s Honours Tist Were seen as
part of the general plot Thls IS admlttedly the more extreme '

e .t

v1ew- but by the end of the year even our*most loyal frlends Were':l

Ai beglnnlng to doubt the good,falth,of'Her-MageSuy S Government

Qe e AR

the‘BIltlSh.publl& asnchamplons of thelr‘oanse Was strengthened.

rl;; through,the.lmpact made_by two televrsron programmes and.several
newsPaper artloles about the Falklandrlslands w%lcn were publrShed o
| aurizg the year.

,g»t_ Pac

These resulted lnda substantw

mallbag'from.h

t The v1s1t nnder the ansﬁlc

et gy s o <t

liz,gto boost»Islanders’;sagglng)moraleﬁu
Vr_fof.the Commonwealth Parllamentary Assoolailon of two Members of ,
Parllament in September gave them further enconraeement Messrs 17q:
szhersby and Ogden.underllned your . statement made earlier that ;Nr-,j”
"month to thevArgentlne FOrelgn Mlnlster in VeW‘Vork.that the wishes
of the Islanders Would be paramount on the sovereignty issue and ;
they’pledged their support for the Islanders over other lssues,
including the Nationality Bill and EMS Endurance. The subsequent
failure to secure an amendment to the Nationality Bill in the
House of Lords and their inability to‘raise 1% again in the

Commons‘oame in consequence as an even bigger disappointment.

Argentine[lslander Relations

6. The Argentines for their paxrt did not help their own
cause., By an unfortunate combination of insensitivity, arrogance
and inefficlency they managed’to antagonise Islanders on innumerable
occasions during the year. A major irritant was the withdrawal of
thelr second Weekly flight at ridiculously short notice and without



o hlgh—powered,housewarmlng party, the mis

;wcﬁld have ch them:much goodw1ll), the refusal to confirm fllgnt“'
,TQ;booklngs to the.malnlandiunless onward ”l¢ghts were by Aerollneas

 ; nature df the Argentlne relectlon of’the Ufreezel proposal.and
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‘consultation through the established machinery. The sham of

rexntroducmng this flight at the beglnnlnv of summer-on a trial
ba31s for one month agaln without proper notice, served merely
to add,lnsult to injury. Other irritants included six overfllgh%s 
by Argentine Air Force alrcraft without prior clearance; the__ﬂ s

pros

'; boardlng by the Argenulne Navy of two Pol_sh fishing trawlers on

the hlgh~seas east and ‘south-east of’uhe Falklands; the advert;s;ngf
ofﬁo;l conce831ons across the putatlve medlan l~ne, the contlnuance-
of radlo transm1351ons and reports of stemp issues from Souunern f“
Thule, the bulldlng 1p Stanley of an ostentatlous house

fered lnad*ng'publicity give
two suﬁpl& fllghts (Whlch W1thout the accompanying propagan

T

Argentlnas,,the~frequent'nonearrlval of passengers, mall frult
an& frelght desplte halfLemptyia;rcraf the uncompromlslng‘

..ﬂ.é—-

thelr subsequeni,Note urglng us to speed up negotlatlons, the

"f unfortunate remarks in a TV”lnterv1eW'oy the Argentine Ambassador'ff;

in Tondon about'"cenquerlngﬁ the Islanders'! hearts and minds and
maklng them "the most pamnered people" in South America and .
Ambassador Blanco's infterview on the Falkland Islands Broadcasting
Serv1ce in Wwhich he ruled out any possibility of the Islanders!
right fto self-determination. On top of 21l this, the poor

-performance of the Argentine military government in running its’
own affairs, with an 80 per cent devaluation, over 100 per cent

inflation, falliﬁg‘reservés and rising unemployment, helped o

convince Islanders that, whatever their own economic problems,
' they were better off outside Argentina than in.

The Economy

T The Colony is siill largely dependent upon one crop,.
wool, which has been badly hit by the world recession. Government
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' revenue from wool derlves from a uax,lev1ed on company profits - -
Whlch because of low Wool Prices and rising production costs, .
was only a quarter of the amount collected in 1980. Inflation,
Iargely 1mported was 12 per cent above the 1980 figure and, as B
hourly pald workers recelve an automaulc quarterly cost- f-llvlng 1

>1bonus, Whlch 13 consolldated 1nto thelr ba51c wage every year,' o

»the.lncrea31ng Wage blll.was becomlng more than the Colony and

R e i

Jmfthe‘wool 1ndustry could.afford e There Was a partlal recognltlan
of‘thls by the General Employees‘ Unlon, Who agreed Wn.June to &

-eralmost;£2% mllllon,rﬁlfh an antlc1pated deflcru ar aqout £200 OOO
rhe Cblony s developmeﬁt funds are llkely'tc be exhausted and

M_neW'capltaleald prcaects‘are expected from the Brit sh Government

'rﬁeee;ves at the end of the. financxalgyear'(June, 1 82} are
'expected_tc he £%-milllenﬁeompared Wlth £TOO 000 in Jane Ias
.jear. Tﬁekone brlgnt 3pot was the revenue from stamp sales° '
Thanks to the Royal Wéddlﬁg; estlmated revenue for the yeaxr wes -
: approachlng L% mllllon, more~than double the<f1gure for 1980 K

Tae S :_ ,bj -e,, S e @Js;r —

The Electlons ';t

9. In a normal post, the heading for this Section would be
”Inzernal Politics"; but there are none here: the sole issue is
the~sovere1gnty dispute, which dominated the debate leading up to
electlon,ln.September/October'or srz members of Legislative.

’ Councrl to represent the people for the next four years. With
one exceptlon, those leaders of the community who would have been
prepared to discuss a. possible lease-back solution with the
Argentines declined to stand: they made various excuses but the
blunt fact was that they knew they would lose (as the one
exception did). I have reservations about the calibre of some
of the neW1y—elected.members but I have no doubts about their
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integrity or that they truly reflect the wishes of the majority.

In a world of political violence and rigged elections, it is A'
" worth recording that the Falkland Islands conducted their elections

in a falr and orderly fashion, w1th only four policemen and '

7* ;w1thout lnCLdent, protest or petltlon.,,_>. o ‘ -;_:;HQZ?_

--fThe o'ués'i’é ok

rtmalntaln,that Islandervwighes are paramounu, l see no way a@ea&
;lnlfature talkg trﬁhere, theﬂ, do We ga T*om here° If‘the~tal£s
- breakAdown. much’ w1llAdepend upen;A:genulne reactlons ani the,

igiﬁrltlSh Goveinment’s respoﬁselto these reac»;ons but Iédc no

S T oy

" gubscribe tﬁgthe v1ew that the economy of the Islands will

f}ggt'ﬂnecessarlly contlnue to decllne. If’the present uncertalnty'wereff;
. i?removed and the rest of the Wcrld.convlncea that Britain was® 'Afffj

7 deuermlned;tc keep the Falkland Islands QI“ulSh there could Well,J'
" be an lnaectlon of capital and people into the Islands. I have
'no doubt that the potentlal for development exists: over the pas%
year I have had enquiries from prlvate enterprise in the fishing,
kelp and todrist industries; salmon ranching; krill harvesting,
the export of beef and mutton, both on the hoof and frozen; the
saltlng and drylng of fish and various schemes for adding wvalue

" to the wool. Some of‘these (tourism in particular) would be badl y
hit 1f the Argentlnes removed their air service; but in those
01rcumstances_the Islanders would look to the British Government
to subsidise an alternative air service for as long as practicable
and a passenger/frelght shipping service thereafter. If the
Argentlnes terminated the fuel agreemenu, alt{ernative sources aof

supply would undoubtedly be more expensive but present indicatiors
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= are that they would not be pronlb ulvely so. Short of a.mllltary;_
inva51on, then, the,Islands could survive: with financial help '
- from Brltaln, thej‘mlgh aCuual*j'DIOSper. But I suggest that

-;j we should be'maklng'practlcal contingency plans now.

i:f1:¥ I presume that-uhe flrst step the~Argent1nes Would be -
-Ilkely to take lf‘the talks broke down ‘would be to stop thelr-’

'subSLdlsed.al servlce. The Falxland Islands Government Alr -

Awﬁin Qtter, Bandlrante or Avro 7A8 and subS1dlse lts operatlon '

g e

‘they-clcsed Vhelﬁl

AR

‘Pun%a Arenas,
Chlle to closé‘

g s st T -
AR TR AR b T o

should.‘éqplrnya sub31dy from thé B*lulsh Governmentzto *eplace

R TR ey %

o g : _.__s.—, RIS ’g:

thé.present‘char vessel Whlch.carrles frelght only; Wlth @’

SRR et e,

g

’Qassenger/f*elgh v sel

i

"’:T5f12 _ T am.unable tc calculaxe the cost of these poss1bllltles
~but I. hope that your planners when dOLng so will not»;orgat the
importance of the Falkland Islands to our stake in the Antarctic.
If we wish to ma;ntaln & presence there - and this is not the
place to argue'whether we do or-not - I consider that we have an
addltlonal interest in keeping the Falkland Islands. The

. Chlleans ‘and Argentlnes—carrently supply their bases in the

-  Antarctic from,alrflelds 1nASouth America using Lockheed C130s

71 and Ghinocok helicopters. The Royal Air Force could do the same
from,StanleJ, using Hercules and flying Montevideo-Stanley-Rothera.
SténleY'is a.-1little over 1000 miles from Montevideo, a little less

- from Rothera. The Hercules could fly from Montevideo to Stanley
without traversing Argentlne airspace and without needing a
diversionary airfield in Argentins as it has the range, I
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' understaﬁd to return to Montev1deo if necessary I venture to
suggest that, if France (or Germany or the USA or the USSR) owned
" the Falkland Ielands, they would be using Stanley now as their
7'ma1n supply vase for Antarctica. Even more important in the
‘ future could be the 1ce—free deep—water harbours of South Georgla' )

"ffee;wyulnerab7e and lnsecure. I recall Mr Lee Kuan Yew urglng':_éf?

L s

i hls.Slngaporeans o greater~efforts after. the Tunku had.klckedf
ifm '”of°Malay81a.;"Youcmuet remember,? he sald MDhat We are

e v & R

all coantry, ohljJ224 ~Sguare mlles -_at lcw tlde,“w I
,they have not ‘done badly.; E% must remember that the Falkland -

T:Islands are g very‘small commun;ty; cnly’1800 people - at sheb

,,,,,

Ihey'may not have the entrepreneurlal skllls of uhe

v Ay,

g f;rellant and hard—worklng,:_fhey are alsc lntelllgento e
f'and Wellrlnformed about world affairs. Brought up on “BEC Overseas -
- and’ Wlthout aally newsPapers they’have a Well-balanced and

obgectlve\vlew on most thlngs ‘not Argentlne. But Argentlna.spells
¢/danger and. emotlon takes over'from.reason‘

the shutters come down ;;“
and one can,make no headway.< T must conclude by stating that T

'cannot see Walklanchslanders ever w1lllngly expressing a wish to
become part of Argentina. And I do not blame them.

14. I am sending copies of this despatch to Her~Ma3eSuy 3
Ambassadors at. Buenos Aires and Samzlago°

I,am.Sir,
Yours faithfully

R M HUNT
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FALKLAND ISLANDS: ANNUAL REVIEW

1. I submit the chernof‘s 1981 Annual Review for the Falkland
Islands together with my draft letter of acknowledgement. The
despatch is being printed as a Diplomatic Report.

2. The despatch concentrates on the sovereignty dispute. It
is inevitable that the view it.gives should be a partial one.
But, as a description of the Islanders' position, it is
admirable and worth reading carefully for that reason. It does
however take less account of either the difficulties which
confront HMG or the realities of the potential Argentine threat.
In advance of the New York talks, it is worth looking at the
Governor's various points in detail. «

The sovereignty issue

3. In 1981 the leaseback initiative ran into the ground and
the Islanders moved to open support of a Fortress Falklands
policy. At the beginning of 1981 we had some hope, though not
much, that the Islanders might yet be brought to see the need
for movement on the sovereignty issue as a prerequisite for
overall progress on the dispute. Although Island Councillors
proposed a 'freeze' at the Anglo-Argentine talks in February
1981 - a concept which we and they knew in advance to be _
unacceptable to the Argentines - they did not rule out leaseback:
indeed, once a freeze had been rejected, leaseback was all that
was left. However, against a background of strong parliamentary
opposition to any cession of sovereignty, titular or otherwise,
we had no option but to adhere rigidly to a policy of putting no
pressure on the Islanders. With the stimulus of the Island
elections acting unhelpfully, their position at the end of the
year was that they were no longer prepared even to discuss the
sovereignty issue with the Argentines. Leaseback is now
effectively dead.  But its demise means that we are lLeft with

no alternative way to prevent the dispute moving sooner or later
to more open confrontation. As the Governor says, if the
Argentines continue to insist on sovereignty first and we
continue to maintain that Islander wishes are paramount, it is
difficult to see any way forward through negotiations.

UK/Islander relations

b, It was particularly unfortunate that the Islanders should
have been given so much cause_in 1981 to suspect HMG's motives
over Eﬁg_gi§pute. It is also ironic, given that our comm7tmen+
to acting only in accordance with Islander wishes is now )

stronger and more freguently stated than at any time in recent

/years,
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years. None of the various "insults" cited by the Governor in
his paragraph 4 were in fact aimed specifically at the Falklands;
they were all part of wider policies, eg the Nationality Act

and the Defence Review. On most of the issues the FCO supported

jb“' the Islanders' view in Whitehall. As regards the aid programme,

there is a long history of bad relations between the Governor
and the ODA; we in the diplomatic wing have "done our best to
encourage them to smooth over their differences. There have
been faults on both sides and I suspect that the ODA will react
to the charge of ineptitude by accusing the Governor of making
extravagant demands.

The media and Parliament

5. 1981 was certainly a year when the Islanders received ample
coverage in the media and attention in both Houses. To the
extent that this increased the stock of knowledge in the UK
about the Islands, it has been helpful. But overall, the
Islanders have probably been done a disservice: they have been
Z(encouragéd to adopt a tougher stance in the knowledge that they
have widespread support in the UK. But that support will be of
no practical help in preventing the consequences if the
\“Argentines choose to increase direct pressures on the Islands.

Argentine/Islander relations

é. On this I agree with -the Governor's analysis. The Argentines'

apparent inability to understand the Islanders is a major
stumbling-block in the path of any hopes of ever achieving a
settlement. The Argentines complain that the Islanders take the
services offered but give nothing in return: the 'hearts and
minds' operation has failed. In view of the arrogant and
insensitive way the Argentines have carried out the whole
programme, it is hard to see how it could ever have succeeded.
And even if the Argentines had handled the Islanders more
carefully, it would remain entirely understandable that people
used to the British way of Life would not voluntarily elect to
be ruled by a military government with an appalling human rights
record and an economy in a Vvery poor state.

The Islands' economy

7. Here I feel the Governor is being disingenuous. The Islands'

economy is in decline. The cost of tiving is rising, the income
from wool is static or falling. FIG's reserves are slowly being
whittled away: it is primarily the revengg\iigf_ﬁiépp sales
which has kept them in the black. I cannot agree with the
Governor when he says that, if only we showed more determination

> to keep the Falklands British, the economy would for that reason

pick up. There may well be commercial interest in the various
areas he lists in his paragraph 10. However, what investors

/wWwant
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want from HMG is not an assurance about sovereignty, nor an
unspecific commitment to support and defend the Islands: what
they want, failing a solution to the dispute, is a permanent

and effective defence presence and financial backing for their
ventures. No reputable company is going to invest in any
significant way in the Falklands if it know that its investment
is vulnerable to the whim of the Argentines. If HMG pumped in
enough money, the Islands "might actually prosper”. But I can
see no prospect of the ODA agreeing to increase their relatively
substantial aid programme on developmental grounds in view of
the relatively high standard of living which the Islanders enjoy.
Nor is it apparent why HMG should consider other forms of
financial assistance for the economy unless in the context of

an . overall solution to the dispute OF of & rescue operation.

Contingency plans

8. As the Governor is aware, we have already undertaken
preliminary contingency plans for action in the event of
Argentine withdrawal of services. These include alternative

air services to Chile and Uruguay. But we cannot easiLy go
further without allowing such contingency planning to become
public knowledge (or without seeking ministerial agreement to

a financial context within which to work). I believe that the
Governor is too optimistic on the likely cooperation of Uruguay .=
Chile, itself embroiled with Argentina on the Beagle Channel
dispute, would be the better prospect, both politically and in
practical terms. But any such solution would be likely to be
temporary and very costly for HMG. The most practical long-

term replacement for the air-service would be a sea-service, .
which would be very infrequent and greatly inconvenient to the
Islanders.

British Antarctic Territory

9. The Governor's view of the importance of the Falklands
for our position in the BAT is not well-founded. When we
started work in the Antarctic 38 years ago, Stanley was the
main supply base and, since then, the British Antarctic
Survey's establishment in Stanley has been steadily reduced
until it is, now, one person. This has been done because of
the greater efficiency, helped by better communications, with
which BAS can be organised in and managed from Cambridge. ALl
the nations he mentions use ships as the primary means of
re-supplying their Antarctic stations. His suggestion that

large, multi-million pound aircraft could be used to service

our stations from the Falklands makes very little sense. At

only one of our six stations is it possible to Land any aircraft
other than a helicopter. The only facility that the Falklands
provide to the Survey that it would be difficult to replace, if
use of the Islands were denied to us, is the marine fuel depot. —
His point about ice-free, deep-water harbours in SoUth Georgia

/could
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could be a good one but no-one is clamouring to use them. Even
if any oil resources in the Antarctic were to be exploited, a
pre-condition would be UK/Argentine agreement on the modalities
(within an Antarctic Treaty regime) and we would expect oil
companies to prefer to work to the more developed facilities on
the South American mainland.

The Outlook

10. The outlook is certainly gloomy. The Argentines are adopting
a tough posture. The Islanders are more firmly opposed to
sovereignty concessions than ever. We stand uncomfortably in the
middle, unable to please either side, but accused by both of
failing to end the dispute. If talks break down, the range of
actions open to the Argentines will be a good deal wider than the
Governor assumes in this despatch: and our limited ability to
prevent or withstand Argentine pressures will be embarrassingly
apparent. We may still hope that the Islanders will come to the
view that an accommodation with Argentina is in their best
interest. But it seems more probable that we will find ourselves
drawn into increasingly costly political and financial commitments

11. It wiltl always be difficult for a Governor in Port Stanley to
see matters other than through Isltlander eyes. I have however
thought it useful to set out our views in full in the draft reply.

P R Fearn
South America Dept

/%Lt ‘Hkﬂtqaﬁ,ff~ -_'ég'Q7Zb=”’ﬁ7‘_‘
cc PS/PUS - S el . A& 2
Mr Day ih’qu*ﬂ( :

Defence Dept dé’ P
7R n T e

16 February 1982
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Foreign and Commoawealth Office

"London SWI1A 2AH

4 March 1982

R M Hunt Esq CMG AW\’ Ol"*/’
PORT STANLEY Riliv ~ - 7:
- romRie
42‘_‘ 2—% _DEsL OFAicit | nTESTRY
| /7 INOEX PA_ iactoo Taken
ANNUAL REVIEW | ’

1. Many thanks for your Annual Review for 1981. It has
been copied widely in the FCO and Whitehall and will be
printed as a Diplomatic Report, : ,

2. The despatch provided an admirable exposition of the
situation as seen from the Islands. This is valuable to us in
itself. Inevitably, on certain aspects, the perspective in
the Islands differs from our own view of the realities; and
perhaps I could comment on some of these,

3. On the present position in the dispute, we share your own
pessimistic view of the prospects for progress. As you say,
while the Argentines continue to put sovereignty first and

‘we continue to make Islander wishes paramount, there is no
obvious way ahead through negotiations. We cannot simply
persuade the Argentines to drop their claim: and I imagine
that Islanders would not want us to disregard their own wishes?
This means - and the present repercussions from the New York
talks have confirmed it - that we are now perilously near the
inevitable move from dialogue to confrontation. I assume

that Islanders do fully appreciate the difficulties which this
would cause them? The range of options open to the

Argentines goes of course far wider than a withdrawal of
present services. It must also be recognised that for HMG it
will not only be difficult to find the necessary finance but
also, in the final analysis, to defend the Islands and the
Dependencies in any adequate way.

4, We had a full discussion of the possible scenarios when
you were on leave last summer and you will be aware of the
contingency planning undertaken against a, withdrawal of
services. We need now to carry these further forward. But
our ability to provide an alternative air service is unlikely
to be conditioned only by what is practical and politically
possible (which, incidentally, I doubt would be the case with
Uruguay). A main factor will also have to be what it costs

to the British taxpayer in terms of capital outlay and running
costs, given that any such alternative would be required for
an indefinite period. I cannot prejudge Ministers' decisions.
But it is probable that the only viable long-term service

~/would
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would have to be by ship: and that whatever ship is found
(and you will have seen Robin Fearn's reply to your letter of
25 January about the RMS St Helena), it may only be able to
make infrequent calls at the Islands. Islanders would have to
be prepared to live with such a situation not Jjust temporarily
but for an indefinite period. .

3. This leads me to comment on your view of the prospects

for the Islands' economy. I really cannot see that a stronger
assertion of HMG's determination to keep the Islands British
would in itself do much to encourage private investment. The
main reason why private-investors are hesitant is because

the sovereignty dispute makes their investment insecure. Until
the Argentines choose to renounce their claim or the dispute is
resolved in another way, the inclination of investors will be to
put their money in a safer place. . The potential for expansion
is certainly present:  but it cannot do other than depend on
movement in the dispute. Additional aid for the Falklands
economy from HMG might be a palliative, but hardly a solution:
and here too one could not neglect the famous British taxpaver!

6. I am sorry to write in such Cassandra-ish style and I am
sure you will not interpret what I say as being in any sense
'pressure' for Islanders to take a different view on the dispute.
They should be in no doubt of the strength of HMG's commitment

to act only in accordance with their wishes: but they should
also be under no illusion on the difficulties ahead or on the
limits to our ability to mitigate the consequences. Unless

there is to be a negotiated settlement to the dispute, the way
.forward for the Islands can only be downhill.

7. A final comment on your point about the value of the
Falklands as a support base for operations in BAT, I do not think
that there is anything in this. The fact is that, when we started
work in the Antarctic 38 years ago, Port Stanley was the main
supply base. Nowadays the BAT establishment in the Islands is
minimal, This has reflected the greater efficiency, helped by
better communications, with which BAS can be organised in and
managed from Cambridge. All the countries to which you refer

use ships as the primary means of re-supplving their Antarctic
stations. The cost (including the infrastructure costs) of
operating large aircraft to service our own Antarctic stations
would be very great and the benefits relatively minor (at only

one of our six stations in BAT is it at present possible to land
any aircraft other than a helicopter). If the oil resources of
Antarctica are eventually exploited, the significance of the
Falklands could perhaps change. But the present view is that
since a pre-condition for exploitation within BAT would be
UK/Argentine/Chilean agreement on the modalities, o0il companies
could be expected to look first at the more developed facilities
on the mainland,
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8. 1982 seems certain to be a difficult yvear for us and for
the Islands. Whatever the inevitable problems of creating a

greater climate of trust between HMG and the Islanders (and

it is ironic if irrelevant that on most of the 'insults' listed
in your paragraph 4 the Department supported the Islander view
within Whitehall), it is essential that the Governor should
retain their confidence. I should like to make clear our
appreciation of the hard and successful work which you have
done to achieve this. o ,

9. I should add that the PUS read your despatch with interest
and has endorsed what I have said in this letter.

C’"“‘*L~¢s

Spin

J B Ure

cc:

A J Williams Esq CMG -
'.BUENOS ATIRES

J M Heath Esq CMG
SANTIAGO



