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During the past six months, developments in Tran indi- 7

cate a trend toward an authoritarlsn, reformist éovarnment.
Politicai powe£ has been furéher consolidated in the hands
of Prime Minister Mdgaaeq.. ﬁhe power of the Majlis has s%eaéily
declined, and Mosadeq has 1aﬁnc£ed e nationwide popular’refer;
endum to give him authority ﬁo dlssolve the Chamber. The §hah ‘
has been reduced to}a symbolic representative of the insti-

~ tutlon of the Throne and defgnder of the Muslim Sgiah faith.
Mogadg ta principal-pglitical:opponents among the tradltional
governing groups have been routed. The Governmént haé gained
more effective conbrol of fhe ;rmy which Fonétitutes fhe most

important single deterrent to the communists. The Tudeh Party

has re~emerged after a perlod of qulescence as a strengthened

contestant for political Fd¥¥ power,
COMMENT 3 .
i .
Prime Minister Mﬁadeqqia presenbly in cqmﬁleta control
of the political situastion in| Iren. The referéndum regarding
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the aissolution of the Mé}iié, which commenced in Teheran
on August 3, resulted in & 95%.95% vote f;n favor of dissolus
tion. 1t will be continued in\the'rest of Iran on August 10
and will prob;bly be equallyédecisive. Mosadeq will there-
‘after be abie to set the dat% for elections for a new Majlis
which, when held, will probaglﬁ fanther cpnsolidate Moasdeq'ls
power. If? for some reason éuch a8 death or normel parllaw
mentary pfocedure, Mosadeq g%ould be rep}aaed a8 Prime Minister,
it 1= moﬁe'hhan likely a sucéessor would be selected who would

be in sympathy with Mosadeq's baslc objectives. It is &

unlikely that a goup d'etat by Mosadeq's opponents among the

former governlng groups or by the Tudeh Party would be attemphed

because neither is sufricienély strong or well-organized to
attempt & coup. Furthermore, the Iranisn Govermment is 1tsels
sufflcliently alert and stroné to anbleipate and sﬁamp out én
attempted 9oup. The danger %n Iran at the present.time is
that Mosadeq,lhaﬁing partlally alienated tﬁe former governing
groups.and many qf ﬁis own c%lleagues such as Kaghanl, nmay

rely to an Increesing extent ion the Tudsh Party for political

support. During this procesd, the Tudeh Party will have greater

- o opportunities .
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opportunlitles ﬁo 1nfiltra;;'the %arious organs of government
and may, during some fubure political crisis whille Mosadeq
1s Prime Minlster, be in a poasition to demand representablon
in his government. Meanwhile, in any event, Mosadeq's boleraw
tion of Tudeh activities and acquiescence in Tudeh political
support increases the scope and prestlge of the communists
in Iran.

KCONOMIC SITUATION:

During the past six months the Iranian e conomic and
Tfinancial situatlon has continued to deteriorate, although
the Iranien Government continues able to finance current
expenditures. Iran's foreign trade isg approximatelﬁ in
balance. Inflationsry pressures have incressed but withoub

apparent harm to eny ilmportant segment of the population.
COMMENT ¢

It now appears probable that the Iranian Government can
meet its flscal needs, at least #hrough March 1954, by measures
such aa (1) borrowlng from the Penk Melli and other government
banks, (2) isa ing additional currency, (3} borrowing from

the IMF, or (4) reducing 1ts contemplated expenditures. This

expectation
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expectation isubased gn %%5 observation that the government
is Inereasingly freeing itself from the political and legal
restraints governing ite flscal and monetary policies, Iran's
foreign trade is in balance and items other than "essentiall
are coming in because of (1) tightened controls over the
allocation of scarce forelgn exchange resouvces, (2) clearing
peyments agreements with Western Germany, France, and ITtaly
and the barter agreement with the U.S.S.R. and (3) Point TV's
ability to supply certain items such as sugar, whiech would
normally require foreign exchange. Additional forelgn exchange
could probably be cobtained from the IMF or from the gold reserve
covering the currency. The Government's inflationary polleles
have on the whole been beneficisal in stimulating domestiec
commerce, preventing significant umemployment and foreing
increases in wages as well as in rents and profits, Tndi-
cations arve that the currency issue wlll be further inecreased
but confldence in the currency remalns fairly high and 1% does
not now appear that run-away inflation is in prospect, In
light of the foregoing, 1t does not appear that the economic

and financlal situation in Iran 1s one which is causing Mosadeg

undue
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undue alarm. He appasrently feels capable of meeting the
minimun needs of the people from the resources of the

Iranian Government other than oll.

LAST NEGOTIATIONS WITH IRAN:

Between Decenber 1952 énd February 1983, the United
States and the United Kingdom made a concerted effort to
reach agreement with the Iranlan Govermment with respect
to the oil conbroversy. This effort culminated in the U.S8,=-
U.K. proposals of February 20, 1953 which provided for {a)
determination through the International Court of Justice
of compensatlon due the AIOC "for the loss of its enterprise
in Iran" and of the validity of Iranian eleims against the
AI0CY (b) the establishment of a marketing orgenization of
an international character to purchase Iranian oilj and
(¢c) the purchase by the Unlted States Government, immediately
following agreement upon methods for determining compensation,
of $133,000,000 worth of oil and oil products. Théase proposals’
were rejected by Prime Minlster ﬂosadeq on March 20, 1953,
Subsequently, on May 28,.Mosadeq wrote Presldent Bilsenhower

that “the Iranian natlion hopes that ... the obstacles placed

in the way of sale of Iranlan oil can be removed, and thatb
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if the American Governmenflis not able to e ffect a removal
of guch obstacles, 1t can render effechblve economic assistance
to engble Iran to utilize her other resources." This commu~
nlcation was answered by Presldent Elsenhower who explained
why, in the circumstances, the Govermment of the Unlted Stabes
1ls not presently in a positlon to extend more aid to Iren o
to purchase Iranian oil. It was observed, among other matters,
that 1t would not be failr to the American taxpayers fa the
United States Govermment to extend any considerable smount
of economle ald to Iran so long as Iran could have accesg
to funds derived from the sale ofiits oll and oll products
if a ressonable agreement were reached with regard to com-
pensation whereby the large~scale marketing of Iranian oil
would be resumed.
COMMENT ¢
In February the United States and the United Kingdonm

madethjextremely reasonsble and fair proposals to Mosadeq

to solve the oll controversy. These proposals providsd for
arbitration in the ICJ of the claims of both varties bubt were
worded in such a way that Iran would not have been saddled

wlth an imposgsible debt. They also made 1% possible for an
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international markebing compény to be formed, conslsting
of British, Pubeh, and ®mericen compenies, which would pur-
chase and sell Iranien oile. The proposals also provided for
an advance of $1%3,000,000 by the Unlted StatesGovemment to

Iran against future oll delliverles. This sum would have

provided immediate financial relief tothe Iranian Government.
They a 1so provided that 25% of the groes proceeds of the sale
of 01l would be setb asidé in escrow to be utilized in payment
of the compensation to be determined by the ICJ., It was wihh
great d 1fficulty that the United Kingdom was persuaded to
agree in all details of these proposals. Both in the past

| and in the fubture the lengths towhich the United Kingdom
mey go in agreeing to an oll settlement are limited by reactlons
in England and in the Middle Bast. If the terms of an oil
agreement with Iren appeared to be too liberalk, the Consger=
vative Government in London would subject itself to atrong
political opposition. Furthermors, capitula tion to Irsan
would probably affect the relaﬁiénship between British oil
companles and other Middle Eastern oil produecing countries

such as Iraq, The Iranian Goverument rejected the Fébruary

proposals
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proposals largely for polipiéal reasonss Mosadeq and nation=-
alization of British oll, including the question of compensa«
tion, have become synonymous to such an extent that, unless the
settlement were clearly favorable to Iran, Mosadeq would not
be gble to come to an agreement, Eurthermare, the nonw

settlement of the dispube provides Mosadeq with a means whereby

he can appeal to Iranians on political grounds and continue

to coulit on thelr support.

OTHER SOLUTIONS TO Q@IL DISPUTH: 1) Lumpusum Se?tlement

On various occaslons during the past two years, reference
has been made to the possibllity of a lump=-sum settlement
between the Unlted Kingdom and Iran, Although Prime Minister
Mosadeq has from time to tilme vaguely mentioned the poasim
bllity of agreement on compensatlion by this means, the United
Kingdom 1ls firmly opposed. The reasons for U,K, oppositlon
ares (1) The essence of the Tpuman-churchill proposals of
Augusf 1962 was the grior acceﬁtance of the prineiples of com-~
pensation awarded through impartiel arbitration. To abandon
thisg prineiple, followlng years of negobtiation with the Iranian

Government In terms of arbltration would undermine any possi-

billty that Mosadeq would come around to arbitration snd would

set
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set an undesirable precedegﬁ.in the even# other Middle Eastern
countrles were btempted unilaterally to cancel exlating oil
concesgions; (2) The ebendomment of lmpartial arbltration
would sgt in train a process of bargalning involving claims
and counterclaims which would lead to no result and would
probably worsen relations between the United Kingdom and
Iren, prejudicing possible future negotiations. As late as
March 1963 the British Foreign Secretary rebbnated to the
Department that the United Kingdom would be wnwilling to
conalder or to discuss a lump-sum settlement with Prime

Minlster Mosadeq. In any event, even 1f the United Kingdom

- Government were willing to discuss & lump-sum settlement

with Iren, 1t seems likely that Mosadeq would eventually
reject it for the same reasons that he finally refused o
refer the compensation question to the ICJ,

2) Moratorium:

On various occasions during the past two vyears, reference
has also been made to other means of settlement of the oil
dispute, including the possibility of a "moratofium," that is

-

a setbting aslde of the question of compensatlon for a period

of time,
TOP SECRET
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of time, céupled with:the,g?multgneous arrangements to produce
and market lranien oll., Although this possibility is appeal-
ing in that 1t would temporarily remove the maln question from
the area of conflict and would permit the receipt by Iran of
revenue from 1ts -oll resources, it ils extremely doubtful 1f
the United Kingdom would be willing bo proceed on this basis
because 1t would mean that the compensation question would
probably be deferred indefinitely. Basically, 1t would subject
the United Kingdom Government to strong political criticlesm
at home and might affect the status of other oll concessions
in the Middle East.

L
3) Purchase by UeSs of UK, Equity in APOC:

Another solution, to which reference has been made, 1s
a lump-sum offer to the United Kingdom for the purchase of
the United Kingdom equity in the AIOC intervests in Iran inthe
bellef that the United States could thereafter, unhampered
by previous negotiebions, make a setblement with Iran. Although
1t 18 possible that the substitubion of the United Stateg for
the United Kingdom would slmplify end might ease negotiations

with Iran, the same political reasons which motivated Mosadaeq

In rejscting
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in rejecting the Februaryjﬁroposéls would also apply to fubure
United States proposals, Furthermore, the United Kingdom
would probably refuse auch an offer from the United States
because 1t would be damaging to thelr political sbtanding at
home, thelr prestige in the Middle East, and the possibility
of a sebttlement wlith some future Iranian GovernmeAt favorable
to the United Klngdom.

SALE OF IRANIAN OIL:

Following the nationallzation of the ATIOC in Mareh 1951,
the Iranlan Government has made several efforts independently
to market exlsting stocks of Lpranisn refined produets and

been

crude oll. Sales have/made to such countries as Ltaly and
dapan in small quatities. In sach case the AIOC brought
sﬁit in the courts of the respective countries and in each
case the courts upheld the title of the NIOCG. It would
loglecally seem to follow that the Irenlsn Govermmuent or the
NIOC would be sble to sell further aiemtbibles of oil. This
has not, however, been the case. The peason for non-purchase
of Iranian oill by Independent oil companies has probably been

because of price factors esnd because these companies would

thereby
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thereby prejudice their re;ﬁ%ionghips with and purchases
from the British, Dutch, and American oil companles. It
has been said that the Unlted Stabes Governmment has dls-
couraged the free world purchase of Iranlan oll. The record
indicates, however, that thg United States Govermnment has
rielther encouraged nor discouraged the purchase of Iranlan
oll but has indlecated to American independent oll companles
and to foreign govermments that the question of purchaze was
one for each to deecide. It would accordingly be possible
for purchases to be made by these companies 1f it was com=
mercially feasible to do so. The fact that few purchases

' are made, although under some uncertainty, would seem to indi=-
cate that the purchase of Iranlan oll 1s not sufficlently
advantageous from a commerclal point of view,.

RECENT DEVELOPMENT s

During recent wesks there have been hints and indlecse
tions through the Iranilan Ambassador in Washington that Prime
Minister Mosadeq was Interested in the possibility of a
setitlement of the question of compensatlion along the lines
of the aprvengement reached between Mexico and the United

Kingdom

TOP SECRET
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Kingdom in 1947, As Mosgd?g‘s igterest was not expressed.
offlcially to either the Unibted Kingdom or the United States
Governments, it 1s not clear whether Mosadeq's inberest is
genuine or merely for some pollitical advantage which Mosadeq
hopes to achleve internationally or in Iran. On general
principles, 1t would be desirable to Investigate the extent

of Mosadeq's interest and the possibility of a sebtlewent

of the queation of compensation along the lines of the Mexican-
United Kingdom arrangement. In vliew of the fact that the
Iranian Ambassador made knogdn Mosadeq'!s interest to an unof-
ficial Americen, it would be possible to conduct the investiw
gation through hlm or directly with Prime Minlster Mogsadeq

in Lran. It 1s bellieved, however, that it would be desirable
first to discuss Mosadeq's recent approach with the United
Kingdom Government to obtain their reaction and approval

because, In the final analysis, acceptance of such a proposal
rests wilth 1it,

CONCLUSTIONS s

1) Iran will be governed for the f oreseesble f ubure
by lMosadeq or a successor who will pursue generally simllar

pollicies,

2) Iran
TOP SECRET
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2)  TIpran seems sble fgf’thq time being to funcbion
economleally and finaneially without income from 1ts oil
resources,

3) The U.K. will continue for the forsseeable future
to be wawilling to settle the oil dispute on terms which
would cause atrong political criticism in England or would
upset existing oll concessions with the Middle Rastern
countrlea,

4} The United States should continue for the fore-
seeabls fubture to maintain a friendly and firm position in
relation with both Iran aﬁd the U.K. with the objective, in
a changlng international situation and a loeal situatlion in
Iran, of bringlng both together on the berms of an oll
sebtlement.

RECOMMENDATTIONS s

In the light of the foregolng developments, 1t is
recommended that the following steps be taken at the present
time:

1) Consultation with the United Kingdom Government bo
determine 1ts current appreaisal of the polltical and economic

situation In lranj
2) Further
TO0F SECRET
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2)  TFurther explorat.{bﬁ’ with the U.K. CGovormment of
the possibllities of a settlement of the oil diapube by
the following means:

a) Arblsration:

b) Lump-sum sebbtlement;

¢} Moratorium;

d)  Purchase by ?.S. of U.X. equity in AIOC;

3) In theevent the Unlted Kingdom Government 1s
unwilling to take any of the steps envisaged under 2) sgbove,
agreement by the Uhited Kingdom Government that an unofficleal
American procesd %o ascertain whebther Mosadeq is genulnely

"interested in a sebtlement along the lines of the Mexican

proposal.
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