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During the period My 1 to lay 5, 1959 a German economic mission
headed by German “linister of Economics, r, Ludwigq EPHATD, visited

- Tehran. /it the conclusion of this vi-it a seven-point protecol was

signed by both partics vhich reflected cenerrl aress of agreement which
had deen reached vwith recard to German econonic activity in Iran, It
is clesr from information subsecuently made available to the Embassy
however, thzt the protocol, whict was only ~ade pudblic in peraphrase,
failed to cover comnletely 8ll {scues discussed between the two parties.
While the protocol noted the willinones of the Cermnan Govermment to
guarsntee private Gernen credit to Iran for a steel mill, it falled to
note Dr, Erherd’s exnressed interest {n Iran's plans for s petroleum
pipeline fro- Adedan to “hor fusa (on the channel to Randar “ashur)

or Cer—=n willincness to extend financial sid to Irsn for a low=cost
howsinc project. /. ccmbiratirn of relevent factors, which are noted

fn the body of this despatch, has slsc led the ‘mbessy to speculste
thut Dr, Erherd’s nisston may nresaqe German !ntentlom to enter the
Micdle East ofl nicture, in Irun.
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Dr. Erhard srrived ot Tehrar on 'y | acconnenied by two deputies
of the Cundestag, two ranking officlals of the “tinistry of Foreign
Affalrs and two senlor officers of the 'inistrv of Ecomonics. On the
following dey Dr, Erhard had lunch vith the Shah, The following issues
wvere discussed at this luncheon:

1. The Shah expressed the hore thot Cermny would pive Iran
financial sssistence for the construction of s steel afll., .

2. The Shah emphasized Iran's great need for low=cost housing
and asked for German fimencisl essistance to provide such hullng.

3. Dr, Erhard expressed orest interest in Iran's plans for &
petroleum pipeline from Abadan to Khos “iusa and sefc¢ that he hoped

|Cermany would get the contract for its construction, __l
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N . ’ Apparently neither the Shah of Dr. Erhard was prepared to settle !
oosa these {ssues on the spot and, in fsct, Pr, Erhard was completely .
X unprepared, because of deficient German Embassv driefinc, to respond

to the Shah's housiny request., Nevertheless general sgreerment was

resched that thesc issues could be settled, probebly on a quid pro

B guo besis.

S i Detailed negotiations of issues raised at the Shah's luncheon ;
as well gs other matters of mutual Interest were carried out from :
e ' My 2 to May 4 Detween the Gerhen mission and sn Iranifan tean headed
N . bv Cermanophile Jafar SHAP JF-EMA''l, "linister of Industries and "tines.
’ The Iremian team slso Incleded *linister of Finance All Asqar RASEPR ) :
and Deputy Prime !linister for Econonic Affairs All "A*SIP, |

Negetistions and Pesulty

As the result of the discussions carried out dbetween the German
nission and the Iraniam tesm s seven-point economic protocol was .
N signed dy both parties, This protocol has not been made available to !
.. the Emdassy but a composite of the peraphrased version released to '
. the press which appeared in Persian, French snd Enplish has deen ' :
prepared and s enclosed. Several points of agreement resched detween !
the two parties are not included in this protocol and the wording of '
some Of the items which are iIncluded is somevhat mislesding. Sketched
below is the Embassy's underatandinec of the meaning of the protocol,
as well as points of sgreement which sre not inciuded in the protoco!, ‘
es Obtained from German and Irsnisn officials. ’

ey

1, The Iranians inftially requested German finerncial sssistance
to duild s steel mill, which would proceed through three stages of '
comstruction with the fimnal stage bringing plant capacity to 260 t
thousand tons of rawv steel per year. On the face of {t s project '
of this sige would cost approximately 800 millfon D1, After consider-
able discussion both sides csme to the conclusion that a project of
this siszse was much too crandiose for Iran's needs or resources and )
thet it wvould be wiser to start from the processine end with s [

1 .- rolling mill. The Cermans then agreed to provide German Government l
A quarsntes of private German credit for 360 milllon DM for a 260 I
N thousand ton (rated capacity) rolling mill., This agreement {s !

reflected in the protocol slthouoh nefther the specific purpose, 1.¢.
rolling mi1l, nor the sum is mentioned,

Embassy Comment

The Embassy's despatch 697 of ‘arch 30, 1959 reviewed develope '
ments affecting Iran's steel nill project up to that time., Repreo
sentatives of Demaqg=Xrunp had then jJust concliuded another round of (
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from Tehran

negotistions with Irenfan Government and Plaen Orcanization officlals
and had left Iron after pronisine that Demac=-Krupp wuld be willing

to support the project dy contributinc 20 per cent of the equity
capital on s participation basis., This promise, however, was on the
condition that Demac-Krupp would be able to obtain German Government
guarentee of its contribution. German equity participation hed long
Deen & point Irsn had insisted on defore it would sign a contract

with Demag-Krupp for the construction of the steel mill, Shifting
finenclal conditions of the Plan Orcanigation, however, thrertened to .
make the German concession s hojlow victory as it became clear that
irsnisn funds wvere not svailabdle,without diversion from other projects,
to make & final comitment on the project. Grave doudts vere also
reised by the Econonic Buresu of the Plan Organization as to the
economic fessidility of moving ahead without further imnvestication

of Iran's totel finencial end minersl resources,

Demag-Krupp officials returned to Tehran, ct the sams time Dr.
Erherd arrived, for further talks with the P.,O. It is not clesr
whether the German Government offer to quarsatee credit will aleo
cover Demag-Krupp equity participation.

2. ¥With regard to lran's request for financial atd for a low=
cost housinc project the Germans noted that Iren has & credit of
some 7 militon DM which srose out of an old Reichsmark clesring
sgreement. It had previously been sgreed betwecn the two countries
that this credit wuld be used for Cerman technical assistance, The
Germams said, howswer, that Iran's wish to use 5.7 million D1 of
:t‘nu credit for its housina program could form the bese for further

scv-sion,

Embassy Comment:

The shortage of adequate lowe=cost housine is one of the Shah's
pet comcerns and he often msntions it to foreign visitors, especially
1f they 're poten®fa] sources of fimencisl assistance. Enmbassy
despateh 747 of April 20, 1959 discusses developments in this fleld
vhich include the formatinn of & National Housinn Authority and its
plans for the erection of 2000-unit block apartment houses in Tehren,
USOM has alresdy deen approached for fimancial sssistance for this

project,

3, It was agreed that the German Government would furnish, et
its expense, German neoloaists to continue the mineral survey work
they had started in the Ksrman ares, An Iranian recuest for _
assistence to study nmineral explcitations possidilities, including
the cons.. ~*fon of a railroad or first class road from the ares to
the port of Bandar Ahbas, was put off with theexplanatioa that the
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resources survey would hnve to be completed first,
Embassy Comments

o ———

Over s year ago several “erman ceolorists were sent to Iran,

st German Covernment expense, to conduct a survey of mineral resources '
in the Rerran area, This group wes under the directi-n of the '
Minfstry of Industries and ‘lines, Aftcr the teen was in the fleld '
for some time the then Director of the Pian Ornenization EBTEMA) :
sipned a contract vith the “,S. Fbasco-Ailen group to carry out an

esconomic development procram in the Xer~an sares, uvhich included a '
survey of the srea's mineral resources. This contract, vhich in !
effect cslled for a duplication of effort, caused the Germans to '
retire. Followine Fdteha i's dounfall in Fedbruary the 'linistry of
Industries and “lines asked the Germans to return, Ebasco hag, in
; the meantime, ceased its work at the request of the P.0,

. il S P R

L+ A Mintstry of Customs and ‘onopolies request for hoats for its !
. . antiesmucclin~ mission {n the Fersian Gulf was met by German saree-
s : ment thet, {f further studies justified additione! equipment, the
‘ German Government would be willinn to cusrentee privete German !

credit “or up to S million D! for the purchase of 100 motor bosts ‘ !
- end 20 twg boats,

Embassy Coment:

The Ministry of Customs and "lonopolies has been concerned for
some time over its inability to cope with smuccling activities in
the Persian Gulf. This problem has been the subject of unofficial
discussions between the “finistrv and "J.5. Treasurvy snd /SO officlals,
Is Merch 1959 Adniral COUAFT of the 'JSCG visited Iron end made a !
survey of the sitmtion in the Ahadan-Khorramshelr ares, bdut the
result of his visit is not yet knowm to the Fmbassy., It §s prodabdle,
dowsver, that the linistry believes additi~nsl mctor bosts (it now !
has 9 Itolian boats) are needed for its anti-srugoline mission end ' |

!
|
" refsed the matter with the ‘erman mission.
; S. The Cerman Covernment anreed to give Iren 1 million D1 for '
i the crestion of a8 professional (technical) schoel. It also agreed
| to trein experts for Iran's Institute of Geology,
: | 6. Germany agreed to send, at its expense, one railroad traffic ' I
Yoo i and tariff expert to Iran to work for the "Ministrv of Roads end .
- i Communications. -
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7. Dr, Friurd told the Iranians that he would make new efforts
to resolve the doudle taxation issue wvhich effects Iranian nerchants
established ct Hamdure, He nointed out, however, that these merchants
bhave not supplied the Ger—an Coverament with su' ficient information
to support proposed lecislation no. deinc drawn up bv the Covernment
for introduction Into the "undestag. :

8, Roth sides acreed to the formation of & six-man committes
(three Irenians and three Germans) to resolve the Ferdowsi Departe
ment Store question (see EmbDesp T99, May 4, 1959). '

9. Follovinr discussion of the points noted sbove Dr, "rhard
raised the question of the Adsdan~Khor (lusa pipeline. He noted thst
e German consortiem had subdbmitted a did for this contract amd
expressed strong hope thet it would de awerded to the German company
Irun repliecd that the pipeline contract head been put out for intere
mationsl bid and that it must sbide by the usual practice of
swardine the coaptract to the lowest bidder. Arparently Dr. Erherd
wvas quite insistent on this {ssue snd Iran finally said that {f
German perforafce on other points of sgreement was satisfactory,
especially stee] mill finsncing, then Irsn might consider throving
out all dids e coning to a Goverament-to=Governmsnt agreement on
the project. As far as it can be deternined negotistion om this
subject ended on this rather inconclusive note although CAS reports
that the Shah, prior to his deperture on s state visit to Enpland
only two days after Dr. Erhard had errived in Tehran, (ave orders to
avard the pipeline contrect to fermany.

Eabsssvy Comment?

The development of events in Irec following the July i4th

' rasised Iranian fears that the flow of oil from its loud ng

cilities on the Shattecl-Arad might be interrupted and caused Iran
hastily to devise a8 plan to build a pipeline system from Adbadan to
Khor Muss on the channel to Pendar “shur. Internations! dids were
solicited from 15 firms and 10, Including one from a German comsortivm,
were received, The MNIOC, which has prime responsidility for planning
the project spparently has had second thoughts on the subject and {9
now thinking along the lines of pipelines which would carry oaly
residual fuel of] and diesel oill--a project much scaled down from
the all purposs pipeline complex orfininelly contemplated, This

project is the sudject of & separate despatch nov being prepared dy
the Emdassy.
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Tehran

from
Sarsen Ecomonic Objectives in Irsn

While German response to Iranian requests for economic assistance
s in iteelf significant, it struck the Embassy that none of these
fssuss seem of sufficient inportance to heve required Dr, Erhard’s
presence In Iran., Financino of the steel nill wes Iran's most v
importaat recuest and Dr, Erhard’s response, which could have easily
been made from Bonn, indicetes that implementation of the pro ject
largely turns oa financing and constructicn details to be worked out
between Demag-Krurp and the Plan Orgsnizstion. The fact that De.
Erhard left Germany st a tine when interns]! and externsl events,
which bear directly on his future, wer: developing reapidly stse
that his mission was of more importance than meets the eye. It might
also be noted that Dr, Erhard passed up two recent occasions to .
visit Iren when the steel nill and pipeline {-sues were not much lesse
advenced than they are at present. Ia view of Dr. Erhard’s unexpected
inftistive in referring to Irean's Abadan-Xhor Muss pipeline plans and
his insistencs that Germany be awvarded the contract for its com-
struction, it occurs to the Embassy that Dr, Erhard's primary mission
was to gein Germa eatree into the Middle East oi] plcture, in Iren,
The Emdesoy {9 wnadle to tudpe whether this emtre would Include
irenisn ofl concessions but it is evident thet the pipeline comtract
lt:c}f ?xd entall Germany sdvancing credit in the order of 24,0
milltom D74,

SOMENT

Repgardless of German intentions vis-aevis iran’s ofl it is clear
from the results of Dr, Erhard's nission that German ecomomic policy
towsrd Iran has taken a radical turn, Participation in the steel mill
and pipeline projects implies German Govermnment willingaess to pro-
vide or make possible, through guarantees, modilization of venture
capital ia the order of £200-million for Investment in Iran over the
next fowr to five years, This is in marked contrast to the sttitude
asswmad dy Dr, ADEMAUER during his Iranian visit in ‘arch 1957, when
tla;sg’c;cm all questions of fimanciel aid (see Embdesp R99, Aprf! 9%

L ]

Appreved By FOR THE A’RASSADORS —
A/ " <=l
n{ R, Rutber Jack C, 'Miklos =

First Secretary of Embassy Sectmd Secretary of Embassy

Enclosuret
Paraphrase text of Germanelrenisn Economic Protocol of "av 1, 1959
Coples tot Amconsulates lsfahan, Khorramshahr, "feshed, Tebris
, Amsnmbassies Bonn, London
Contridbutor: Yeorbert Heflpern, Ug’;{ll
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ext o «~lranian Feconon toco

1. Dr. Erhard, on behalf of the Government of the Cerman Federsl
Repsblic, has reached ceneral anrecnent (with the Government of Irsn)
with repard to the extension of facilitfes rcauired to ottain credit
fer the plans, construction and projects related to a steecl nill for
iran, General agreement was 8lso reached with recard to the invest-
ment of German Industrial canrftel. Detalls of this agrecment are to
bs worked out at - later date.

2. The German Federal Pepublic agrees to extend credit faclilities
for the purchese of 100 motor boats and 20 tug bDoats for the lranian
Ministry of Customs and ‘lonopolies.

3. The Cerran 1inister of Economics agrees to send to iran @
first class traasportation expert.

4o The Ger-an Federal Nepudlic will put st the disposition of
the Government of Iran "he sum of one milljon D1 for the crestioa of

.e professionsl (technicsl) school. It Is also ready to traia experts

for the (Iranien) Institute of Geology.

S. With regsrd to the ecomomic development of the Kermsa ares
the two parties acree to the continuation of the prospecting and
study work of the German group.

6. Dr. Erhard assures the “overnment of Iran that with regsrd
to fimanciel prodlems (doudle taxation) deing encom.tared by Iraniam
merchants estsbdlished at Hamdurg the German Government will taks the

- required messures to definitively resolve the prodlen.

7. The two parties agree to seek s friendly and equitshbie
selution to the Ferdowsl Departrent Stors question.

END OF ENCLOSURE ONE
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