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NIE-48
CURRENT OUTDOOK IN IRAN

I. Background

A, The 01l Tsasue. WNegotlations between the Iranian and.
British Governments, designed to lead to the resumption of }
operatlons of the Abadan refinery, are at an impasse s pPrimarily
over the lasue of the operating agency. The British position
1s that the operation can be conducted only with the aid of
Britlsh technicians who are willing to work only under British
management. They therefore propose that the oparating agency .
be a British organizstion working under the overall policy
direetion of the Iranilan 0il Compeny, but with a British
general manager. The Iranian position is that the operating
agency must be Iranian, though with foreign varticipation,.
that tho management consist of a board, and that Toreign
technlclans sign individual contracts with the Iranian 01l
Company. The British Government on behalf of the Anglo-Iranian
011 Company (AIOC) has accepted the nationalization of AIOC
properties withln Iran in principle, but has besn at pains to
insist upon the company's legal rights srising from the 1933
agreement and upon the Britlsh Government's obligation to pro-
tect 1ts nationals abroad. An obligation to orotect British
property abroad has been hinted at, but not stated concretely.
The Iranian Government has taken the position that the 1933
agresment 13 abrogated by virtue Parliasment's exercise of ths
Boverelgn right of the nation; has offered to indemnify the
AIOC; and has denled that Brltish lives or property arc cne
dangered. At the prosent time eacn side asserts the obligation
of the other side to come forth with new proposals, although .
the British have stated thelir belief that no settlement will

be possible with Dr. Mosadeq as Prime Minister.

Be Ths Political Scene in Iran, Dr. Nosadeq and his

- National Front group are the dominant political figures in the
current situation in Iran. They derive their support from
the fact that the oil controveray has been interpreted as a

- fight for natlonal independence from foreign interference in
the internael affairs of Iran. Iranians belileve that they have
traditionally suffered from Russian and British interference
in Iranlan affairs, that they have freed themseslves of
Russian interforence, and that this is probably thelr best
opportunity to free themselves from British Interference,
sterming from the activities of the AIOC. This interpretaticn
is widely accepted and colncides with a deop-seated Irsnian
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gengltivity to foreign criticlsm and pressure. The hard core

- of National Front support comes from skillsd workers, small
shop=keepers, teachers, students, and most government employces
below the top political leyels. On the oil issue, support’

is almost universal, including the Communist-dominated Tudsh
membership. The great majority of the supporters of the
Hatlional Front are non-Communist. This new forece of which the
-National Front leaders are the spokesmen haes emerged betwsen
the traditlional ruling arlstocracy and the peasant masses.
Although 1t is disunited and only partlally artioulabe, its
motivatlons arlse from a general anti-foreign sttitude and a

- convietion that a hirher atandard of living 1s within Iranian
capabilities. This growing convietion has been atimuleted by
foreign propaganda during the past 10 years, althouzh the
Iranians tend to ignore the contragting metaods of achieving
Improvement--namely, the West's evolution and the Soviet's
revolution. ' :

The voecal opposltion to ilosadeq which has recently
emerged 1n the Majlis consists of deputies who have long been
regarded as supporters of Britigh policy in Iran; deputiles
- who represent commercilal intereats which are already suffere
ing from Mosadeq's policy; and deputies who sincerely believe
in netionalization but dlsapprove of Mosadeq's methods.
Opposition is also stimulated in the Mejlls by the fact that

elections for the next Majlis would normally be announced on
Septomber 19, this session endling its term on February 19,
1962, In elections the advantage lies with tho government in
powsre Should the National Front remain in power, it is
probable that elactions would be somewhat freer than in the
past, although the Natlonal Front would probably intervens,
if nec¢essary, to assure the defeat of a considerable number
¢f the current deputles., However, if they oppose Mosadeq now
on an 1ssus which he has presented as a fight for national
Independence, they muast face a popular charge of treason.
Although it 1s possible that lMajllis opposition may force
Mosadeq out, any successor without Mosadeq's support would be
faced with a troublesome minority in the Majllia and active
outside opposition. Such.a suceesaor would require the active
support of the army, whose sympathles might be predeminantly
on Mosadeqt!s glda.

As Mosadeq has procesded furthor and further along the
road to nationalization, the Shah's already wsakened in-
fluence has progressively declined. The Shah would not have
chogen Mosadeq as Prime Minister, but aceepted him in responce
to the wishes of the Majlia. For the firgt time a government
came to powesr with popular backing. The Shah signed the oil
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‘nationalization law passed by ths Majlis and Senate. Since
the inauguration of the Senate there has been little evidencs
of the Shah's influence with that body, which has suppcrted
. Mosadeq on the oil issue. As a patriotic Iranian sworn to
defond his country's interests he shares the natlonal
aspiration of seeing British internal interference ended.
Although he is fully aware of the dangerous consequences of
a shutedown of the oll operations, he cannot openly support
a proposal to continue, in effect, the AIOC organizatlion
within Iran without running the grave risk of a ravolution.
In view of lcsadeq's stronz following the Shdh cannot risk
the dangsrs of attempting to remove him, nor 1s there any -
certainty that Mosadeq would lesave. An.outside possibility
is that the Shah, under strong Brlitilsh pressure, might arrest
NMosadeq and his most extreme supporters, such as Mulleh
Kashani, end rigk the outcome of the civil war which would
almost certainly follow. ' -

C. Iran's Abllity to Operate the 01l Industry. The .
Iranian Government admits that lranians cannot run the oll
industry withaut forelgn assistance. Whlle they would like
to have 3ritish agsistance, they 4o not believe that there
is no alternative. They insist that competent teschnicians of
other nationalities would work for them should the British
withdraw entirely. They also believe that, If thelr oil is
sold cheaply enough, customers will come to get i1t. They are
to some extent. encouraged by the recently signed. agreement with
Afghanistan to purchase gasoline and kerosene and by the.
reported offers of purchage from Poland and Czechoslovakla,
Their financial position is also currently alded by receipts
from the local sales of products from Abaden stocks and thein
supply of petroleum products is partially assumed from the
production of the small refinery atl Kermanshah which can con-
tinue operating for some months, They tend to take the
attltude that only partial operation would eventually net them
as much as they have been recelving; and that the need for
their oll and refining capacity abroad is so great that
pressure on the 3ritish will eventually force the latter to.
accept an agreement which will at least remove from within
Iran the old AIOC orgsnization and so free Iran of internal
British interference. Under those circumatances they belleve
that Iran could go ahsad with effective efforts to achlieve
sconomie, social and political reforms. While there 1s a
large element of wishful thinking in the above Iranian
evaluation, 1t is nevertheless the currently dominant cone=
viction among the vocal clsments. -

SECRET

Approved For Release 2005/04/27 : CIA-RDP79R01012A001400010006-8



- s
Approved For Rﬂwse 2005/04/27 : CIA-RDP79R01012Aw400010006-8
SECRET 4

D. Iran's Abllity to get along without 01l Revenuas. The
absence of oll revenues would restrilot Iranien forelgn
exchanse expendltures to the amount which Iran could sarn
- from its snnusl exports and the aporoximately 40 million
dollars of sterling in London. Imports from this source
could and would bs supplemented by imports vrocured through
barter arrange.ents such as exist now with the Soviet Union
and exlsted before the war with Germany. The major imports
excluded would be none~sssential items, such as luxury
automoblles, perfumes, end lingerie, and capital goods, such
as milroad equipment, machinery, and spare varts much of
which 1s ordinerily imported for the maintenance and
expansion of the oil facilities.  The exelusion of non-
easentlal 1tems would affect seriously only'a very small pepr=
centage of the population whose current political influence
is not decisive. The exclusion of materials fonr capital
exvangion would hald economic, especlally industrisl dsvelop=
ment which would probably have to be halted. in any cage for
lack of suffieient internal finaneing capacity. Easential
imports are sugar and cotton goods, of which possibly '
adequate amounts could be procured by barter arrvangements
with the USSR, tea and certain essentlal industrial materials.
If imports wers restrieted to those essential imports, which
constltute aporoximately 407 of total imports, they could be
financed indefinitely by the foreign exchange ordinarily
sarned from non=oll exports and through barter trade egree-
ments. Such a sharp restriction on imports could be post-
poned for several months, pcrhaps as leng as 6 months, due
to the availablility of the sterling exchange held in London
for finsncing of imports. The absence of oill revenues would,
however, eventually lead to a gradual shrinking of non=
agricultural activity in Iran and, if sufficiently prolonged,
would lead to considerable economic tension and hardship
particularly among the urban groups of the populatione It is
howaver probable that the population would asccept thesec harde
ships for a period of six months or longer, 1f thelr acquiescence
were regarded as the alternative to agreement to, reinstate a.
British oll orgenlization within Iren. Although 1t is extremely
difficult to guage the relative strength of material versus
ideallstic motivations in Iran, it appears probable that for
thé next few months, at least, the latter willl continue to
dominate the o1l issue, The major danger to the maintenance
of a relatlively balanced economy without oil revenues iz the
demonstrated Iranlan weakness in enforeing rezulations.

II., Probable Alternative Outcomeg of the 0il Issus

A. Continuation cf a Stalemate. This is the most unlikely
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outcome because it 1s working to the dissdventagae of both

- the Iranians and the British. British economlc restrictions,
Ineluding abrogation of ths sterling convertibility agreement,
ars not likely within the near future to break the determination
of the Iranian people. If the British parsonnel in Abadan
withdrawg, 1t i1s probable that the Ivaniasn Government will
gventually succeed 1n restoring a limited production, even
though at a much greater cost per unlt., Goéntinuation of the
stalemate may be expected to result in an incredse of barbter
trade with the USSR acecmpanied by an increase of Soviet
personnel within Iran ostensibly engaged iIn the Hrade. A
eontinuatlion of the stalemate would probably oblligs thae
government to turn its attention to Internal problems of a
more controversial nature. There has already been a notable
decline in the efficlency and effectiveness of activity in

. government ministries as a result of pracccupation with ths
oll issue. It i1s probable that the governnentis Majlis support
would break apart, although, if the National Front remalns in
- power during the elections, it may still maintsin a Kajlis
majorlty. However, resentment againgt the West, which will
be blamed for wiecking the oil industry will inevitably tend
to turn the people toward the Soviet Union. In thse absence

of effective Weastern aid to check such & development, 1t 1s
probable that Soviateoriented elements would eventually gain
conbrol of the ;;overnment, As that time approached 1% is
probable that signifieant numbers of the tradltional ruling
group would leave the country. ~

Be Settlement with uosadeq. As the internal economie
sltuation worsens, prossure upon Mosadeq teo find a solution
~wlll inereasa. The gradusl demonstration of the lack of
qualifled Iranlan personnel will probably make an Impreassion
on him. Any attempt to operate the industry without British
aid 1s coertailn to end in disillusionment, As these factors
combine ilosadeq may ocome forward with & new proposal suggeste
Ing an operating comnany under neutral management. A British
proposal to this effect would probably be acceptable to
Mozadeq and thus might obviate ths hazards inherent in delay=-
ing & compromise solution.

C. Replacement of siogsadeg and Renewal of Conversations.
For the reasons noted above, 1t 18 unlI%ely that Jdosadeq can
be Torced out of office. If he is forced out, he wlll become
a4 mertyr with a large impassioned follewing. There is a
possibllity that he might withdraw in faver of gome other
member of the National Front, although thers i1s no menber of
sufficient stature to retaln the post of Prime Minlster withe=
out Nosadeq's backing. At the present time Tudeh dosz not
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hsve the capabllity of sglzing controi, If Mosadeq should
die, the National Front leaders, in spite of gserious internal
Trietion, would probably hold together in self protection and
‘retain Mosadeq's following on the oil igsue. If Mosadeq wene
agsassinated, the British would be blamed, and regentment
againat them would become further iﬁtensified.

. Any-succesgor off NMosadeq would probably reopen oil con- -
versations with the British, It is clearly the British hope
that a potential successor, guch as the ex-Frime Minlster
Seyyed Zia Tobatabal, would be willing to accept a solution

which would, in offeat, restore the AIOC organization within

Iran. Seyyed Zlats strategy would be to bacome Prime Hinister

1f possible before the electlions and so control them., IF

that i1s imposaible, then to make every effcrt to obtain the
election of an adequate number of supporters to assurs his
selection as Prime Minister by the next legislature. At the
present time it appears dQoubtful that he can accomplish either
objective. Even if he were %o succeed, there is conegidersble
doubt as to his abllity, granting his willingness, to obtd n

Hajlls approval of a settlement which would restore the British

poaition in Iran. A compromise settleoment wilth anyone but

Mosadeq would elearly involve lega loss of face by the British,

90 Seyyed Zia or another successor would probably have a
better chance of arrlving at a gettlement. Were Seyyad Zia
to attempt to force the acdeptance of the surrent Brltish
posltion re terms for compromise, he would have to rely upon
the support of the army and police. That that supnort would
be fortheoming on this issue ig very doubtful.
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