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CENTRAL INTELLIGENCE AGENCY
Directorate of Intelligence
20 May 1967

MEMORANDUM

Iran's 'Economic Relations with Communist Countries

Although Soviet motives are in part political s Iran's economic
relations with the USSR and the Eastern European Communist countries
reflect mutual economic interests, and are unlikely to threaten
seriously Iran's predominately Western orientation.

In late 1962, the USSR abandoned its efforts to weaken Iran's
ties with the West through propaganda and subversion, and began
wooing Iran with offers of economic assistance. Since then, the
USSR has extended economic credits £o Iran totalling nearly $350
million, and the Eastern European Communist countries have extended
another $150 million (see the table). The two principal credits
have been: :

(1) A soviet credit for $289 million, extended in _
January 1966. It helps finance a steel mill, a gas pipeline
to the Soviet border, iron ore mines, coal mines s & heavy -
machinery plant, and water control projects. Repayment -is
to be in natural gas-which is now flared and wasted; the
gas will be carried by the proposed pipeline.

(2) A Rumanian credit for $100 million extended in
October 1965, which finances the shipment of Rumanian
tractors and machinery. Repayment is to be in oil.

In April 1967 » the USSR suggested to Iran that the delivery of.gas
in 1970 be at the rate driginally planned for 1974 (10 billion cubic
meters). The USSR also suggested that gas deliveries eventually be -
doubled; this would require an additional pipeline. No agreement
has yet been reached on“tHesersuggestions. .o

Iran stands to gain considerably from the agreement with the
USSR. The projects covered will contribute to Iran's economic
development, and the pipeline will carry gas not only to the USSR
‘but to localities in Iran as well. By 1985, Iran will have




accunuleated from gas seles to the USSR soms $500 million more than
the amount needod to pay off the Soviet credit. The steel mill,
though a relatively high cost producer, will save Iran up to $100
million a year in forcign exchange. At the came time, the Soviet
credit doos not cover the entire cost of the various projects. In
addition to meeting local currency costs, Iran will have to borrow
game §300-L00 million to meet foreign exchange costs.

The USSR will also benefit econcmically. Growing demand and
dwindling local supplies in the Transcaucasus axrea make the fmport
of 10 billion oubic meters per year from Iran attractive and con-
venient (under analogous circumstances, the US imports Cansdian £os
into the Pacific northwest). Most of the gas would be used locally,
and any surplus would edd only marginally to the overall Boviet supply.
The suggestion that Iranian deliverics be doubled to 20 billdon cubic—
meters is leocs easy to understand in terms of domestic Soviet require-
ments. Possibly the Soviets have {n mind freeing some of their own
gas for export. '

The economic egroement with Rumania also promises to benefit
both sides. The Shah has the right, under his agreement with the
Western Consortium, to take crude oil at a discounted price in lieu
of royalties. 1In December 1966, the Consortium egreed to furnish
up to 20 million tons through 1971/at ebout onc-third the going
sclling price¥]for sale only to Eastern European countries. Iran
bas egreed to ship Rumania 3.5 million tons of this oil over a three
year period. The price, though unknown, is almost certainly woll
above the discounted price to Iran. The goods to be procured with
the oil are of accéptable quality, and, although we lack information ’
are presumgbly of 'grester value than those which could have been
purchased elsewhere with the royalties foregone. For its part,
Rumania has excess refining capacity, can export the additional
refined products to Western and Fastern Europe, and has been trying
to diversify its sources of supply for crude oil and other goods to
strengthen 1ts independence fram The .USSR. :

To impress Americans, the Shah sametimes claims that he isg
"building bridges'. to Eastern Europe. His notives, however, are
primarily econamic, leavened with a desire to show his independence.
Nonethelesa, his dealings with the Eactern Furopean countries will
help thesc countries at lodst maiginally fn efforts they may make
to move avay from Moscow.

In principle, any sales of Iranian oil in Eastern Europe
would release equivalent amounts of Soviet oil for sale in the Vest,
since the USSR hag up to now been Eastern Europe's orincipal supplicr.
But the matter of displacement cannot be vicwved so eimply. The market




Sor sl is complax and dyncs o, and the effect of displacemert oo .-

se stampod oy a host of othsy influences.” The USSR itself &as bee-

D O uneasiness absuy its future supply position, «nd itg
2b1iily to meet the rapidly growing requirements of Eastern Europe or
oil.  Thus, the Soviet 0il theoretically made available by Irsaias
sales to Eastern Europe would not necessarily displece Western oil in
Westeru morkets in a simple one-to-one fashion. Even if one-to-one
displacement occurred, there would still be a net gain from the Shah's
voint of view, because Soviét sales in the West would be at the expense

of all sellers and not of the Consortium alone.

The credits have had little effect as yet on Iran's trade with'
Communist countries, which has accounted for only 4 to S percent oi
Iran's total trade. (However, the Communist countries have been taring
about one-fourth of Iran's non-oil exports). As the recent agreemer.ts
are implemented, Iran's trade with Communist countries will increase
very substantially. Shipments of natural gas to -the USSR will degin
at about $40 million in 1970 and rise to some $65 million by 197h.
Deliveries of equipment under Soviet credits alone will probably average
around $100 million a year during 1968-70. Tran should have no diff:-
culty in obtaining satisfactory imports from the USSR and from Eastern
Durope.

Iran has not accepted Communist aid because of any pressing short-
term need. While it is true that Iran now requires additional outside
assistance to sustain its present rapid growth, it can obtain large
credits from Western countries and financial institutions. The deals
with the Communist countries, however, enable Iran to make additional
investments while repaying in goods not saleable on Western markets.

The USSR is acquiring some influence and good will as a result of
its eccrnomic agreements with Iran, but not decisive economic leverage.
Over the longer term, Soviet-Iranian economic relations may grow, and
this growth may bring greater influence. For example, the USSR is
orospecting for offshore oil in the Caspian Sea under contract with
Iran. If oil is found, it could most eesily be shipped to the USSR,
2nd Eastern Europe would be a possible market. But the bulk of Iran's
©cil must continue to be marketed in the West, and it is difficult to
Toresee a situation in which th& USSR could acquire an economic strangle-
hold over Iran. v )

In one sense, the agreement betwten the USSR and Iran is a forces
TCr stapility, because it results in interlocking mutual interests.
The USSR knows that the successiul completion of the capital projects
¢ which it is a party will require that Iran spend a large amount of
Ioreign =xchange. Both the USSR and Iran know that the contirucd
delivery of gas depends on tne uninterrupted production of the oil
«“ith which the gas is associated. Finally, Iran knows that its balance.
>f payments position, its access to Western credit, and its future
e¢conomic hLealth depend on its abtility to market oil in the West.
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Soviet and East Eu.ro.pean Economic Aid Extended to Iran

Table 1
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1958-1967
Million US $
Total
1958-  1958-
1967 1962 1963 1964 1965 1966 1967
Total 503.6 6.6 39.8 16.7 125.0 305.5 10.0
USSR 346.6 0.5 38.9 1.7 0.0 305.5 0.0
Eastern Europe 157.0 6.i 0.9 15.0 125.0 0.0 10.0
Bulgaria 10.0 10.0
Czechoslovakia 15.0 15.0
Hungary 10.0 10.0
Poland 22.0 6.1 0.9 15.0
Rumania 100.0 100.0




