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CENTRAL INTELLIGENCE AGENCY’

attachment to S
AD/NE memo to DCI e
29 March 1954 .

b .
PROBABLE CONSEQUENCES IN IRAN OF FAILURE TO ACHIEVE AN i
FARLY OIL SETTIEMENT ¥ ’

1, In the long rum, satisfactory solution of the oil problem

18 a prerequisite for contiming stability in'Tran, Until sub- ,
stantial oil revenues are restor‘ed, the Iranian ®ﬁrmnt will : ;
be dependent on foreign aubaidiea not only for developmnta.l |
G outlaya to meet, growing popular demands for economlc betternent
' | » but even for a substanﬁ.al portion of regular government operat:l.ng
expanaeso Iran 's present moderate leadership lms clearly recognized
the owrr:lding necessity of an oil settlement and has in effect
staked: 11;8 future on the hope that such a aettlement will be forth-
: coming In turn, populnr and business confidence in the goverment
j ' is in large measure based on the expectation wthat’ the moderates
i ' o ~can succeed where Hossadeq failod in deriv.lng adequate beneﬂ‘f»;s

i

. from Iran's oil resources.

z o 2, Thus far the ‘situation has developed favorably for the
' present leadership, With the aid of $51 million in US emergency R
gz‘ahta,‘,']:ran's treasury has been restored for the tims being to

" # This is an estimate prepared by the BOARD OF NATIONAL ESTIMATES
of the CENTRAL INTELLIGENCE AGENCY, The estimate has not bsen .
coord:mated with any mamber of the IAC.

Aqmy - FEMA ~ NSA
(CIA) FBI OSD
DEA  HOUSE STATE

DIA NASA SENATE
DOE NAVY  TREAS
DOJ - NSC USAF
DSWA NRC USMC

NND 992009— 37




 veasonable order. Ultranationalist and Tudoh elemerits, tho ‘chief

opposition to the govornment and its present poli.ciés s remain waak

~and divided, and the goneral public is at least passivaly al.lgnsd

z with 'ohe govermvant.

The new Majlis just eleeted is almoat come

pletely made up of govonunent-aupported candidates: and under

v“-i:"presant circumstances can probably be pnevailed on- to ratify any

“odl settlement acceptable to the government and within the frams-

work of the existing oil nationalization lam,

3. However, the government's ‘ability to. maintain this favorable

posit:.on depends in a considerable meagure on its ability to obtain

f"’a.n early soluta.on of the oil problem, The gowrnmont noy has a

degree of control over internal affairs which it will find difficult

% mintnin. The Majlia, despite its hand-piched cheracter, cone

. remin atrong.

L.

taixm tew men uho can be fully relied on %o stand by the govern-
kmnt in event of difficulties, and the rorceo of latent nationaliam

(:onsaquencea of Delay in Achieving an 0il Settlemont.

‘ Emn in the brief period mmaining before present US emergency aid

e vis exhausted in Juns, any undue delay in moving toward a settlemsnt,
' ] by provj.ding opportunities for irresponaible diacussion of the

o1l question by the Majlis, might lead to a we,alnsning of the

govemmant 's will and sbility to accept a realistic settlement,
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In the light of present I.ranian expoctations of an ear].y aottleo
ment, such a dslay would also encourage tha ultranationalist and
Tudeh opposition,

5. If US emorgency aid were allowed "ao run out before a

settlsment had been reached or was 1mdia@ely in prospect, Iran's

- present moderate loadership would be in aerj.oim troublo. k'l‘he .
budgetary deficii now covered by US aid could be met onJ,v by
deficit financing techniques which the Majlis would be reluctant
to authorize and which 1f long continued would probably lesd to a
Progressive weakening of Iran's financial stability, The withe

. drawal of TS financial support would also seriously damege the
govermment '5 mbrala. and prestige, would lead to widespread popular
discouragement about Iran's future, and would be likely to result
in a resurgence of extremist pressures. .Indead, the failura to
continue US budgetary aid to Iran would be locked on as indicating
lack of US confidence in the Zahedi government. Zahedi would almost
m have to resign, and while the Shah would probably be able
to retai.n relatively moderate elements in power far several months

S oo more he woﬂ.d probably f£ind it incz'aaaingly di.t‘ficult to do mo,

< In the ond it is likely that there would be a return to the chaotic

8 conditiona which Prevailed under Mossadeq,

6, Even if US qnergéney ald were contixmod, prolonged delay
in achieving an oil settlement would probably lead to a gradual

39;




but progressive narrowing of the govarnment 's freedom of action
A in dealiﬁg with the oil question, Opposition elements would have ,
further opportunities to criticize the settlemsnt terms under negotiae
. tion, attack the UK and US, and ridicule the government's expectation
that 1t could do business with them. Although the goverment would
at first seok to avoid friction with the UK and US, it would becoms
mcreaaingly discowraged about the prospect for a settlemant and
“would ‘bﬂnd to become more and more bittex- over the failure of AIOC
.and the othsr oill companies to provide a plan satisiactory to Iran
and over US failure to compel them to-do 80, Eventually, the
declining morale and prestige of the Iranian Govermment and the
g v':'ising strength and vigor of the opposition might create a situation
in which conclusion of any kind of a settlement wowld be impossible.,

‘ "To If it became apparent, as & result either of a clear-cut
{ © _ brealdown of megotiations or of cumilative delays and disappointments,
v’ that there was little or no real hope of a satisfaciory settlement,
A ‘tha‘ position of the moderate elements in Tren vould be seriously
wéaleened. If US emergency aid wore continued, it would most likely
" enabls the moderates to retain control at least initially, but
. Zahedi himelf might have to be droppad as a scwegoat, and the
,:'ability of the moderates to retain soms degroe of popular supporb
would be lessened. Moreover, without additional US cconomic
Vansjstanco,{tho moderates would be unable to finance the economic
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development activities with which they had plenned to counter
growing popular dissatisfaction with the status quo.” Finally, "
failure to resolve the oil problem would recult ingrouing o :
~uneasiness about Irant's future, particularly in the business v R
community. Continuation of a month-to-month dole from the US
would probably be increasingly ineffective in overcomning this
uneasiness. Under these circumstances, there would be increased
likelihood of a return to extreme nationalist governments in Iran,

8o Consequences of a Separate 011 Arrargement with the US.

If convinced that there was little chance of reaching a satisfactory
settlement with the British, the Iranian Govermment would welcome
o and probab]& actively seeic US assistance in marketing Iranian
oil without British participation, Even assuming that such an
' - ‘ arrangement could s;ctuany be made, its consequences ‘wor‘u]d depend
~ ' primarily on the extent to which Iranisn oil revenves vere actuslly
restored.” Should this arrangedent result in only linited restora-
A tion of Iranian oil revenues, the Iranians would probably tand
increasingly to blame tho US for having failed to put sufficient

Gy~

prassure on the British to secure a more adequate settlemsnt.

{ # X US decision to assist Iran in marketing its oil without
: reference to the British would also have major repercussions
> -on US-UK relations which are not considered in this paper.
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