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NOTE

Over the past several years, Iran's hostility #nd suspicion towards
the USSR has declined. Tran has purchased some wililary equipment
from Moscow, and economic relations between the twe countries con-
tinue to expand. In addition, with the impending British withdrawal
{rom the Pemian Culf, Iran is viguroutly asserting its own claim to
a leading position there, thus ruaning afoul of the aspirations of Saudi
Arabia. In this estimate, we exurine the implications of these and re-
luted developments for US interects in the area.

CONCLUSIONS  __

A. The initial sutesses of the Shah's program of social reform—
the so<called “\White- Revolution™—and Iran's notable progress in eco-
nomic development have given the Shah considerably greater conf-
dence that he is master in his own house and considerably greater as-
surance in secking for tran the pusition in regional affairs that he deems
to be rightfully his. At the same ¥me, he has come to see 3 lessening
in both the threat of direct Soviet aggsession and the likelihood of
US suppurt in case of threats to fran from other sources.

B. In consequense, the Shah now feols that Tran can and should
be less dependent on the US than in the past, thuugh he will centinue
to regard the US as the ultimate guarantor of Iran’s security and his
preferred source of arms. His 'esire for a position of primacy in the
Persian Cull will involve recurrent frictions witb Saudi Arabia, & state
of sffairs that will pose prublems for the US and gwovide the USSR
witl: opportunities for some expansion of its influence in Teheran.

C. The USSR has esb_fishilelf as an important factor in Tran's
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_D. In the domestic fieid, the Shal's reform program pow seems . 3
1o be entering on a period of consolidation likely to last for some 1
time. Demands for greater political participation by educated groups B
are likely to grow. H such partitipation is aut permitted and if Iran’s
econornic progress should falter, this could pose serious problems for
his still narrowly-based (egime, particularly if dissent wese to find sup- 4
port within the hetetofore Joyal military. : I
E. Iran’s remarkable economic progress has been uoderwritten =
largely by sharply rising oi] revenues. We believe that diffevences be- sk
tween Western companies and the Shah over production Jevcls will i
be cumposed and that cuntinuing high levels of oil reccipts will enable
Iran’s ecunomic growth to cuntinue at 3 rapid rate and pivgress to be 13
made on the many intractable problems that hamper modernization '
of Iran’s economy. S
DISCUSSION . 354
I THE DOMESTIC POLTICAL SMUATION ¥ I
L The past Sve yoars have bees markudt by polifical stability and rapid eco- b
nomic growth under the leadenship of an incruasingly self-assured Shah. During i
this period he has shaken off his previous insecurity ani hesitance, efmerging o8 \
a coehdent aud parpasclul Jeader. His jucoenes in discomSting s potitical b
ewemics and i cutting down possible challengers have Telt hum wnrivuled at the ,
cvnter of pover. These achievementd, often scored in Qisregard of “he advice of f
his long-term foreign atlies, have reinforced his conviction that She countn’s '
welfare and progress depend on his continuing rule, The elaharate corohation )
coremonies staged in October 1967 symbolized his deicrminaliod & &t his L
y and Sran's prerogatives against all comers. . f
2 The Shah has ambitious plans for his country, He sees rapid ecanomic devel- - 1
opment as 8 WAy 10 acquire the paover snd prestige he wanis for his country ‘-}j
intcrnationally, For this he recognires that some social change and the spreud i
of cducation are ewsential. His program of economit #nd social change, expressed t
in the soclled *White Revoluoon”* has propelled some of Lrans semifeuda I
tThe “Whike lr:;luﬁoa‘hl.bcmgf-n in 1962 to the Shah's mia-poist progrun of r‘
Tand ~form, profit sharing Tor worken, ersdication of illiteracy, elex lory] reformm, mations ! mticn :
of [wests, and the sale of po-emanont enterprises. It wni whequently bradencd 10 inchude ”
4 the Hiahth Corpe the Development Corpe, the village court aalem, nationalization of wyter ’,‘
rescusced, dertlopment, and 3 progac W increase adminstrate efficeocy 8 ;
‘< ‘WL +
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|
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' ~ndow s inte the modem world, snd has undurmined e powes and infurnce
; of the more nactionary. While Uiese reforms succenfully stole the thunder of
che radivsl oppasition, they have Peatly increased the rolc of the go-ernment

‘o Irenian life, It has towome roponsivle for sueh endeasors as pruviding the >
i prusants cndit and anistence formurly supplivd by the landluzds -
¢ 4 The structure of f~rmal changes embodied in the reform program has now 2
L been crexted: the far mone dcult task of carying out the new governmental e

Tanctions vHvctively is not bring punurd with the earlicr vigor. Nor dout the HE

e

Shah appear 1o have uny dramatic new programs i miod. In shor, the White

Ttevulotivn pow scems to be entering on 3 period of consolidation likcly to Lust i
! ot somy time. The vffort to spresd education through the literacy corps of teacherns i 1
! assigned Lo village schools has enjoved considerable suxess, though mere lite =acy 1
: At s hare functional level soems unlikely of itsell 1o produce far-naching charge. b
% Locally elected courts huve worked well. Land nform basy transiomicd pattent o8
: of peasant ownership. But the verall position of the pexsant ip the cauntrynide !y
< has not yet changed very much, and «forts to alter attitudes. to rause living E_?
' stamards. and. to increase production peesent & cuntinuisg challenge that scems 3
; 1 destined ta alnorh the government's energics and sttention for mamy yeurs to come. T4
i L The Sheh has suctrded in presenting himsell as 2 pationalisl reforaer,
but he has comertrated all political power in his ewn hardi and the regiae :
pemaing narrowly Based. I the Lust unalysis it depends om the arm.y and security b
forces, which av far 23 we can tell are faithful to the Shah. His corts to eniist !
the support of well-educ7tid technotrats i important posts in government have Y .,

borme fruit and many members of the once politically restive middle clas have
toad their atiention diverfed to noncymaking. They were attraced by the scope
b , for action they have been a'lowed in the economic Beid Yet their suppor is
not bused on any widespread devotion to trun's political system; sn cconomic
recession could quickly reduce their semse of commitment 1 che regime. This
condl b take place if the Shah's wense of infallibilizy sbould Tead him to restrict
further their participation in the Cnclsionmabing process. Over the long term,
wxnnamic development probably will not provide & musfactory substitute iz
greater political partiipation Hence, in 3 {ew years wirest may sgain begin to
reach siznificant kvels among politically aw e elements. In time this could pose

| p— A

wrious problums for the regime, particularly if dissen: weie to Gnd mopport within 1
the military. . 3
1 & The Shah has atternpred 1o insiitutionalice the regime *y proiding a mecha- ]
. aism for succvasion, Despite traditional franian opposilicn to women in political ),
' life, he has sarght 1o build up the stature of the Queen, who has been designated :
‘ a3 segent for their weven-year ofd son if the Shah should disppear from the . r
¢ ‘ scone for_any reavn. Although the Shak has made mme progress in hreaking A ]
Jown thise projudiees, such a4 succession arangemed would be basically un- .
1 stable, InitiaTly at Jeast both the civilian political strucware and «he military would )
i yohubly suppont the monarchy, since hoth of these groups are essentlly inter- d
I 1 . eted in political stability. However, the former deriwy its power from its sup- 1
; pot by the Shah; after his departure the military wauld exert propontionately ]
. o
? W ; 3
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oy indtienee, The militany would slnnat curtaialy be wore alent to any possible
diminution of Uwir nterces and, sincy they appear 12 be nwfe cowervatise thas
the Shaty evght find it mwre dibault fo wept the primacy of the Queert as
Rogent, fut at Joast in the beginnung, & fegime whith was dominated by these
Ulbers would prolably continue 10 jullow much Un prosent couns.

1. THE IRANIAN ECONOMY

6. During the pat three ywsi, «cononic growth hus buen proceding #t a2
annual rete of over 10 peront without incurring intlation, witl:iout & maior
incresse in debt, und without scnout balance uf paymunty problems. This =
markable performance has een pasible mainly becswa rapidly increasing oil
revenues pemitied grestly capandud public descloprient eapemditures and im-
ports, with ouly minut srain on fran’s foreign exchunge position. The prowies
oil incunwe coupivd with iitaral cndit policies has natored business conbdenoe,
cnouraging 3 Rpid ik in private sctor inviatmnt 48 wll Pet capita income
has rse To 2 point where iro is in the niddle range of lets duveloped countries

1. Dvclopmnt activity in fron started in eamest with the remumption of ofl
fevenues in 1854, Since twn the Iranian Covernment has buoen attermpuing to
discct the capansion of the econamy through a series of development plans. These
phns at first (.Onoﬂlu'lll'd on dhﬁoping g communications ovtwark, hen
after 1962 mave greuter vmphasis 10 heotment in industry and agricultute.
The Third ¥lan (19621968 supassed i target of tix percest nersge aunal
erowth largely bucouse private sedtor investmant recovired from (be doldn: o5
of the carly 1960's and was 75 percent higher ther forecast. Bat thraughout,
the mzimtay of the develepment program has been the rapidly rising oil reve
aucs. most of which have been pledged 10 public sector investment? Eipecially
in the early vears of the Plan period considerable private investment went into
housirg: domestic inveslors have only rewently hwegun putting much meney iato
manulscturing and agricultuse. Despite the Plans everall pocresy, maly i
tractable probiems rams that will hamper attempts to expand and modernize
the [ranian econovy.

8. Agricul'we, which is aill the most important sourcs of come in [man,
has 1=gged Lehind othet seciors. While the sweeping land refurm progrem did
pot bring atout the decteased productivity that pormally follows such disrup-
tions, agr sultural production recently has increased at 3 rate not far abone that
of population grorwth. This modest rise has been attributable more to favorable
weather conditions than to improvements in techniques. Even with the comr
pletion of the ditribution phase of the Tand reforn program, e sverage Iranian
prasant Femnainas subsistence farmer, workiog small plots by prmitive met
at low yiclds. Many of the {arming unils ereated by fand reform are (00 small
to make mechanized cultivation cconomic. The burcaucracy, sbort of silled
maniawet and mort accustomed 1o ignore than i@ encoursge the peasant, U
adapting ondy sawly te it mole i stumulating development. Im s3ew of the
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enorm ty of the prolium, it will be some time before the gnemment is able
to §If the nuwls of the new aystem, particulasly requisements for erodit asd
soarketng faclities 2 well 25 those of water, fertlineg, ond wcds

9. The industrial sector Ras fared comsiderslly better. Industry, including
manufacturing and minirg, hat gro~n rapidly and now alonost evyuals petroloum
in importance a3 & contribulor fo grous national product {CNPFJ. Although
most manwacturing enterprises thus far have been fo the textic or other
consumroricited Belds, the government i undertaking o establish beavy
industry. A steel mill is under construction and the deveiopment of pevochemical
and alominjum industries has begun. This activity i faying the base for coo-
tinuing industrial growth. Yet it s already beginning to tax Lan's lunited e
wowees in menagerial Wient and shalled labor, which {orm: tbe principal won
saist to the apansion of bdwtry.

10. Ol has been the hey to the yuccesa of the Lrapian ecomorgy, and the Shah
is detrrmined to increase his tesonues from this sowee as much as he can. He
has pressed the Consortium of Westem oif companies ® very hard for & commit-
st (o guasantee Iran total payments of 358 hiilon over the mext Bve yeart—
a sum which would reean an &-erage anoual increase is ol reveoue of about

16 percent The companies would prefer to erpand poduction o cheupet ol

i otber Middle Eastern countries, bence they have resisted his demands. Cur-
rently the Consortium seems prepazed 1o make total payrwents ol bout 830
billion over the Bve-year period, as wmount which wols—undar the curent
tas and royally strustwe—Teguire @ aculy 8 percent smmnl increase i ol
preduction. Alter 8 hard Lasgaining session in the spring of 1968, the Shah
recepted @ compromise roposal by the companies wheteby ol reveoues be-
wuing to the lranian Covernment dusing 1968/1969 wesdd moet plan goals
(3663 million}, tut Ggures for newt year's ke have pot wel been agreed. 1le
has tince shilted his ground womewhat and is now presting for rapid cxpansicn
of lacilities pecensary to permit shasp sanual increases later fn the custent
Eve-year period

11. Both the Shab and the companies fnd oil productca in lrn profitable
and neither wishes to precipitate a break In this riruation, the two sides will no
doubt esplore numernus alternatives in involved negotistons throughout *he
course of the next Sve years. The Shah appears to be counting an the domestically
owned National tranian Oil Company to expand its markess, primasily in Exstern
Europe, suliciently 1o be able to dispose of the adlditional oil necessary to meet
1ran’s targeted oil income. This will pe & dicult task, particalarly if the Svez
Cunal remains elosed. though more rapid progress will probehbly by recorded
after a Lirge fsracli pipeline is completed in 1959. The Shab alsn hopes lor some
improvement io the probt split oa th: operation of the Abadan refnery. No
such arrangements are Likcly to meet Iran’s denands ia Bl bt we believe that
inUnmdtthhahwi!hmpumpmmfuthﬁwprM

'F.ﬂymti&cﬁmﬂﬁuﬂﬁuﬂmwdhl’smﬂmhﬁ@
Petroleum, 14 prroent by R Duich/Siell, snd & perceat by & Farnch im.
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12 In past we reach this condlusion because we belive that Iran will net
e able to sprrd money at quite the rate set it the Tounb Development Pun
(19651473 ). Thia Plan, whith «afls for inves rent of % 4 hillion from the gov-
crrment and H.4 billion {rom the privale wutor, emisages annual ecopomic

owth of 9.4 percent Abieady. hower of, $OME W3[0 PrOjeCts carticd osor From
the Third Plan are runaing behind schedule. Adminiswrative and LoRsTTUC0D
delavs refecting unforeseens trchnical problems probably will hamper imest:
ment somewhat in the future a3 well. Nonethele.s, these shortfalls in mectag
Plun targes are likely to be modmt, and Tran probably will be shle to rustain
an aversge anzual increase i GNP of about right pefcent over the remainder
of the Plan period. -

13 Picsently projected incrrases Ia military expenditures protubly will oot
materially slow lrao’s econounic development. The Shab plans ‘o inaease defensy
outlays at up annual rate of nearly 12 perocnt; a8 & the past this target may
signifcantly uedentate sctuad expenses. Irap has already obtained from the L5
arrangerwnts for aedit sales of & substastal quastiry of enilitary equipexoL

- Repaymunt will st begin witil the goods are delivered 3od will stretch out
over a nwober of years, howeet, thus mitigatieg the immediate cronomic

impact of these purchases. Moreover, only sbout 10 pereent of Irn's fureign
exchange cirting: sre custently committed 10 fareign evvnomic sod miltary
debt sepayreat. Hence, although Iranian free foreign vachange rescrins bave
recently ductinnd somewhat, the cquotry can aford to Lomow fronn ahroad
Indeed, we brleve thet for some years o come $-an can continue without 3ig-
pifuant srain to Bnance both iy military and economic programs st currendly
plapned levels. ’

111, FORE.ZN ATFAIRS

14 The Skad's preseot foreign policy bas three major cluments. One ig
longstanding reliance o0 the US ay the vltimate mppart fof 1ran’s secwrity: The
secand, mote recently developed, s his belief that Lran can and should seck be
advantases of good relations vith the USSR and that the politieal and econotiic
benefis thereof outweigh the rists fo Iran. Third it en sctive comcem for aset-
ing Lran's influence I \be region, both to eahance access 10 ol resources and
to block the expansion of revolotionary Arsb nationalism. Simee the U an-
souncement of it inteation *0 withdraw ius forces by 1971, the Simb bas focused
particulas atleatios o8 the Persian Cull.

A, The Perrian Gyl .

IS. The Shah is determined to discourage Ay outside powet from plaving
an infuential tole ia the Culf ahe the British leave. UAR wihdrawal Eem
Yemen and the resounding Egyptias deleat ip the ra-day war with Imrael bave
to some catont gased the Shah's fears of Naner's ability to foment troubles in
the Culi. Nonetheless, be 3ull regurds radical Asab nationalise as & threat to
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his pesitioa and an espeial danger to his pronince of Khudbtan, where the
main anian oi! Belds arz located asd which has a juge Anb popuiation. He
therefore fevls impelled to expand his infucace, particulyly over the weak foudal
dates on the Gulf. an aspizetion encowraged by his coabdence that o counlry
in the region aan match bran’s powd.

18 Lrag's tenitorial elaims in the Culf we 8 major imuot o iy relations

with the Arab states of the area The Shah Bnds it hard to abandon recently

revived pretensions to Bahrein, though these undoutiedly run cowter to the
detires of the overwhyiming majority of it population. While be evionily has
no intention of stserting these claums by force—and irdeed wowy peshaps be
willing to drop them U § face-saving wmmangement could be worked out—he
opposes the nwsoent Federation of Aral Amirates (FAA). This wenuous venture
at combining the seven trucial sheikhdoms with Bahrein apd Quatar seems un-
likely to achieve any signicant unity; il may cven fall of ity owm weight before
the British depart. Despite the Shah's ¢forts to woo the sheikhs Bodiv dually, his
continuing onposition to the incluion of Tabvein in this groupisg may further
encourage the federation's tendeocy 10 look 1o Ssudi Arabia a3 bts main owce
of support. il she FAA should coiiapse, the Shab probably bopes to siblud
ciose ties with some of the sheidhdoms = relationship tasl %y might welvome

"33 an altermative to the prospect of domination by Saudi Arabiv.

1. Tran siso %as ckims to islands io the Irver Culf. The Shaly Terrs the pos-
sibiliry that hostde fervs might-gain control of the Sgait of Hormur and close
accens to the Persian Gulf. Hlowever remote this contingency s=ry be, it noncthe-
tess reinforces bis desice to eontol Abu Muss. and the Tuob shinds which we
hel) by two of the saall Culf sheikbdoms. In coaversalions with the Britis the
Shah has aserted his right tv jurisdiction over these islands, bet be mar be willing
to settle for amngements which would allow bim to we them lor defense
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8. Orher Regiondl Relotions

14, lran wicws its othet regional conterns 39 less immediate. The Shab is nat
as afrzid of Lrag a8 in Gmes past. Yot he wouid be feluctsnt abandon his
intngues with the ¥urds in nonthern Irag whowe dinsidence he sy a8 insur-
anee in the event @ more danZerous and purposeful sgime should come (o
power in Daghdad. {rap’y interest in CENTO bas diclined considemabiy in
fecent yeus, though the Shah has no Cesire to see it disappear entisoly. Lran
never see much store by the Regional Cooperation for Development wmange
mont; ¢ its pronpeets have teen futher dimmed by coolness in [ran’s relitions
with Pakistan 1o rasponse to Pakistani support for Nasier, the Shizh is &ucowraging
mere intimate tes with india which he vbited early in 1563

C. Relations with the Us

30, As 5 sign of his increased indupendence the Shah ia recent yean has sought
publizly to appew less aligned with tbe West. Nonctheless, be considers 2 rela-

. tionship with the LS \he ~ormentone of his policy and he looks o the US
a3 the principal source of the wey, 008 which be feels be needs. He believes ihat

be must bave e capability pot murely to defend Persian shores and auspace.
but to kevp open the Stait of Hormuz and perhaps to intervene Ow the Arsb
littoral as well Those desives bave led hitn to seck F-4 Phantom fizbler-bombers,
pawel craft, C-150 air transports, Sheridan tanks. and other equipmet frem the
U'S. Whils be s basically contest with the May 1963 military aedit sales pro-
gram that could provide up to 60 million in such grjuipment over & Ea-year
iod, he will continue to presy {or accelernted delivery of the maor items.

1f signibicant revolutionary sctivity were to erupt i the Culf, we would expect
the Shah to rvquet majoer additions! wms from the US: if he coaid But get
some salisfaction from these efforts, he would almost certainly scek maapors from
other Westcra sourves and from the Soviet Union. At ibe s2me tive, be may
calevlate that if be were lo pursue &0 overly aggrassive policy e Culf,
American aros sught be denied hic

8], Bevond the give 30d take of these arms negotistions, U3 Iranian relations
are likely o be subjected to relatively litte strain for (he next lew yean. Some
Tongstanding irritant——duch & Titigation by a formwer Iranian patisal stac g :
the assis of Lhe Shah's hrother and sister==have disapprared fp secen: yeand
Deapite the mcunting nationalist fervor that aniniates the $hah’s acious, he con-
tinues lo value his essocistion with the US. Hence dwe Shah has accepted with
equanimity (he end o the AID program in 1967; he is prepared o Aiew his
rapidly rising oil income a3 argeprable substitule. 1o also encourazvy orivate
Amutican imvestment io Lran SN R SR -
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D. Relations with the JSSR

23 Tie Shab s interated in foricrng Moscow's *gud neightor™ pelicy, It
olfers Tum useful wwonomie relatiouwships, in the Buids both of trade and of du-cl-
upment {1 provices ad addivonal source of militery equipment. Jt las muacuive
priitica’ asprots 48 well, thy Shah may cauuiate that @ oy cordisl reletionakip
betweop Telran and Mosow witl sena 1 temper the ambitiony of Moscow's
Al clivntse thow radica! states which be Shah see &5 the most immediate
threst (o b own uspiratens in the Culf. At Use 1ame Lime ihe Shati wndcbtediy
funds it usefud within fren 1t serves to upderrut the eriticisms of U ledt, while
the econoutic Guals can be hEVS up as hard bargeias much beloved hy Iranians
of any vlass. Cor dderutions yuch as these probubly underlay the Irunisa decis..a
to purcluse avir 310 wnilliop of arms-—oot includirg sdvaped weapunry—
frocn the USSIL than gl the immediate occasion wis the withholding of U5 crelits.
At the same time, the Shab recognizes tiat (2 procwe surface-torinrfact misails
and othet advanced weapoo systems trom the Soiet Uaxe would call inta

veshan continuation of military dcliveries from the US. Hence, we Believe that
the §hah will not furn to the Sovieas for major iters of sophisticated eguipment
as lung as he is reasonably patished by Western supply.

24. 1n the economic feld, fran contipues (o expand its rewtions with the Soviet
Union. The principa) deal thus frr involves 2 cxchange of narural gag for 2
stee] mill and othey items. While Lran will ave 10 make svbstaptal investments
of its awD in wonnrction with thewe projects, the Shah is partivululy pieated by
this amangement, which brings him 3 subttantial returs for gas tlat had pre-
viously bern flared in de process of oil production. The  peline wientis) {or
delivery of this gas is somewhat behind schedule, bowevsr, maly becauze
of constructiop delays, occasioning some fnction between the two fastes

25, In Junc'} 64 the USSR extandod a credit of about $200 million for devel
opment projutts under the Fowth Plan o130 to be repaid by “srurl gas deliverics,
Present economic deals will uie about 2548 million of lran's expucted §400
raillion in Soviet barter credits for the period 100158 The wacommilind
credit halance could rise further if the gas pipeline capacity should be entarged,
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a project pratnially undet mmj'?w"{gﬂ In any event, though Swarfcd by com-
varioon wilh the activities of te ’f"—';mod companies, the USSR a3 established
itsclf as a mujor factor ip Xm’.n?}%%fr!c development.

Josre S . ‘

28, The lranisn Covrrneot E-ﬂc';_;.%_l 15 peskict the flow of Sovict technical
wid personnel into frun, aod theryErprewcot security force beeps them under
supsvillanee. The Shuh has bom'i-?-ﬁdniy semuitve about permitting Soviet
antact with Tranian military pe'miﬁOﬂy a few have boen sent to the Soviet
Cuion for spotialized trmining—sto fhose for shon puricds. Some Soviet tueh
picians wene permitted to mﬂ\_@j’@hm equipment rent from the USSR,
Lut they ranainad only @ few’ : there do oot appear to he any Sowrt
military advisers in frin ot 'c;\'\"._u_: ver, the USSR's intevest in the indian
Ouvan and the Persian Culf may- JriThe to new straing in Soniet-leonian refa-
tions, Altlough the Shga [!;l! Rk d:: p;rmil 3 visit I))L?S‘ Sow“ﬁ“mni
veastls Lo the Penian Culf port ; Abbuas i June, early dacs not

active (n this aru—e pusibility that will

wint to see the Sevets {ecome r.—_'.lrc:

bucome more immdiate whes zﬁﬁ}b& Suez Capal is cpeoed. Indecd, there
are litnits Inaond which the Shak srxt Hkely to go in deemplamiziug his tes o
the Wt and in improving relatins ot the Communist’ counmics. A bottom,
the Shah rening wary of the L2 “aton and suspiciouws of the revolutionary

potential of iU Arab clients,
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