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THE OQUTLCOK FOR IRAN

THE PROBLEM

To assess the situation in Irai and to estimate probable developments respect-
ing Iran's stability and international pesition.

SCCPE

TUoohgws in fhis osthimare placed pare
e emphasis on (e OUNOK for the
3hoiv's cogime und the chances aad pos-
»ele anplications of an upheaval during
the nex! two years or so. Iran's eco-

-

i. Developments in iran during the past
year have not led to any overall improve-
ment in stability. The external and
tribal threats to the regime appear to
have lessaned, but growing inflation and
Anancial difficultics pose new tireats to
the country’'s stability. At the same
time, the Shah has o far shown consider-
able skill in keeping the opposition frag-
mented and on the defensive. (Paras.
6-7

2. The military and securitly forces re-
L1ain at once the niain support and chief
potential tiireat to tie present order and
the Shah’s own power. The Shah relies
heavily upon them. yet the loyaity of some
Ot prinzipal ofticers cannut be vholly

dsciied, I additon, some junicr oftcers

SELRET

nomice s.tuation, military aifairs. ard ex-
ternal relations have been treated prima-
rily in terms of how they might aifect, or
be affected Ly, the stability of the Shah's
regiine.

CONCLUSIONS

are disillusioned with the regime. In
these circumstances, a coup aitempt
might take place at any time. The odds
on such a development are difiicult to as-
sess. On the whole, we consider thal the
chances are against such an attempt un-
jess the Shah should die or unless key
military leaders shouid come to feel that
the Shah's regime could not survive and
that the'r privileged position was at stake.
In addition, a coup atiempt might be
triggered by civil disturbances which
threatened public order. (Paras. 10-13)

3. Tran’s economic difficulties~—chiefly in-
creasing inflation and a foreign exchange
shortage—will almost certainly have 2
de'eteriaus effect on statility in the next
few vears. On balance, however, we do
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< There wili ve difficult pericds in Ira-
sian relations with the US in the future,
a5 there nave beenin the past. The Shah
wiil seek more US support and stronger
guarantees of iils security. At the same
lime ne will attempt t¢ reduce Soviet pres-
surass onn Iran. However, as long &5 the
Shah remains dominant, we beiieve thac
the odds are against any significant
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5. Winle 2 political upheaval wkich re-
sulied in removal of the Shah might izac
16 an anti-Westeen foreign policy. most
of ine top military leaders, as well as
many of the imoderate oppesition civilian
elamznts, would abmnost certainily con-
tinve to 1ook to the West, particularly to
the US, as a inajor source of protection
for Tran. rHowever, it is uniikely thatany
successor regime would take such an out-
spokenly pro-West siand as has the Shah.
{Paras. 3G=33)

CiSCUSSION
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. Levelgpments i lrna during the pavt year
Qute not led 1o any overal impegvement in
stebility,  The external and tribal threa.s to
the regima appear t¢ have jessened, but grow-,
ing infation and fnancial difficultios pose
new threats to the esuntrv's stapility. Cn
v other haad, e Shab has a goud muny
cu-ds in his band and powertul dorees in the
covatiw have 3 vested interest in the mainte-
narce of the present regime.

= Tue Shah continues to exercise close day-
to-day contrel of the government. He has 50
sar Leen suaccessiul in keeping opposition
fragmented and op fthe detensive. and has
bilcekod the rise of any personality who might
organize popular discontent into a broad-
basad activist movement. Basically. how-
ever, his position depends upon the armed
fcrees nnd the security apparatus. Altheugh
neither is free from political intrigue and cun-
spiracy, the Shah nas so far successfuliy di-
+ided and balanced off the potenticly danger-
ous 1actions.  In the meantime, he continues
kis edorts to ameticrate c2rtain causes cf dis-
s.listaction by such reform measures as.a par
tizi distribution of crown and public lazds,
proncsea legisiation 1o break up large privaie

estares. and laws to eluminate corruption in
business ard government and o earTect tax
abuses. These measures have nad at test a
limited efect in sacisfving dissident and re-
formist elcments; and it will remain ex-

_tremely difficult {o carry through 2 politically

significant refurim program over the opposi-
tion of powerful vested interests.

5. The pust vesr has intensiiied Iran’s eco-
nomic problems. Inflation has attained ma-
jc- proportions and its adverse impact has
Leen more wicely felt Secause of the incrzas-
ing monetization of the Ivanian economy.
The Shah's government is seeking to finance
and support Iran’s military buildup and eco-
nomic development at a pace and Lo an extent
for which Iranian re;ources are insuificient.
This problem will become more acute if Us
aid i5 substantially reduced and if oil revenues
ievel off

9. In the foreign policy feid. the Soviels
have engaged in a sustained. and at times
intense, campaign of subversive propaganda
against the Shal, cvupled with periodic el
forts to intimidate rand occasioraily even to
furc: Yim into weakening his ties with the
“West. This has not a5 yet hac any signifi-
cant edect within Tran, However, it has

we L.



IMTERNAL STABLTI—
XC23 AND THE CPFOSI-

1. The military and security forces remain
at snce tile main support and ihe chiei po-
tontial threat to the present crder and the
Snah’s own power. Through the powertul
wational Intelligence and Security QOrganiza-
s (82VAK), headed DY Geaneral Bakhtiar,
- ad thrsugh mulilary intelligence agencies,
3¢ Shah Lns for some years Kept a sharp eye
ot only en civilian dissidents but alto on the

offcer corps. He has maneuvered to keep
aathority disfused and (o play off ieading offi-

. omnst each other.  His ability to cca-
G (Pegs shotics successinlly 13 not caridin.
Athougil Pe cuiexly unLvered une senicr oni
cer's cunspiracy. inirigee apparently coutin-
yvs. The loyaliy of seme niincipal ofllcers of
the military and even o SAVAXK cannct te
wheily assured. If a TOLP leg Ly key senior
Sieers nod eonnecticns with the security up-

s 1t chanees uf Sa0uess wouid be in-
LN o

1., There 2is alse indications that gome
junicr oficers are disillusioned witly the re-
gitze. especially because of venality and cot-
rupticn in the gevernment, Scine are also ai-
sarted by the ratienalist and pevolutionary
Crrents ©f thcught touching much of the
area and share the political putloox oi various
civiiian groups opposed to the present regime.
Ir iihe long sur, they may present a wajor
threat to the regime. That such sentiments
exist. however, does not lead to the conclu-
sion that an Iranion upheaval, when and if 1t
stourd take place, would necessarily be along
Uie iines of the Eqvptian or Iraqi revolutions.
jupice omcers might, jor exa.nple, back a loss
radica: move, in cooperation with senior com-
manders or civilan elements, to cut down the
£aah's power without eliminating him or to
replace bim ¥ith a more tractable member of
the ruling famiy.

i1 vhwe same v, there are aarosiant

Cirere aaicll tond 1o militate against nilia-

c-seRt tnese is ne evie
" cers, aneng whom
vhoore i3 aendl Lacontent, Lnsr @itnelr
the gapabillty or Sienlen 0 inigiate @ JOuD.
The zenior cficers Brosently enjey a nighly
priviieged pesition througn the support ey
receive frem the Shah snd have 8 strong
vestod interest in the status quo. Few have
any stronyg ideolegicnl motivation for desiring
a change in regimie,  Slorecver. they fear that
a coup attempt might anieash revolutionary
forces in thie country, and they are probably
uncertain about the degree of US support
which would be extenced to a successor gov-
ernment,

Jonee tha

13. A military coup attempt might t ke place
at any time. Tleoddson such a deveiopment
are difficult to assess, On the whole, we con-
sicer 4l:at the chances are against a coup at-
tempt unless the Shan shou'd die or uniess
key miiitary ieaders saculd come to feel that
the hah's regime coukd aot survive and ithat
their privilezed position was &t stake. In ad-
diticia. a voup attanpt might be triggered Oy
civi) disturbances which threctenad public
order.

14, Most of the nonmiitary opposition is di-
vided and continues to be harassed and neu-
tialized by Savax. The remnarts of the
parties that tormed the Natioral Front of the
Mossadegh ora, subsequently associated in the
locsely knit National Resistance Movernent,
appear to be doing little mere than keeping
contact among leaders and members, issuing
cccasional publications—openly or covertly—
and in general seeking o survive against the
day when the sttuation inight again be ripe
for exploitation. The currant appeal of these
elements is. on the whoie, limited to educated
or semieducated urban groups. In any case,
substantial support from the Iranian military.
whether junior or senior, would probably be
essential to the success ol any move by civilian
dissidents to seize power.

15. The long-run inportance of this civilian
opposition is Tot. huwever, to be discounted.
{f a dramatic issue and effective leadership
should emerge, the cppesition would probably
be able to mobilize popular support :of ale
tacks on the presens order. It would probebly



-, Tt Shaly anr Lawn poInT Ll
Q5 b eabiwl improe b regimie’s 2.-
poal to urkan reformist cpiaien.  ad srefent,
hjowever, there appesdd W0 ve Hitie chance that
the Sheh wiil De wilking tc make any move
towera substantial Yiperaiization of the poitls
o4l system. He Believes that stong personal
~ule is tie vest iype of governient for [ran
and Lne oniy way to carsy out social and
eooriomic reforms,  However. ire has Leen un-
able tc clivit the Ith support of the sovial
and econoimic elite groups on which his con-
trol of the Majiis aas jepended. Further-
move. ne almost vertainiy fears that any real
seralizztion of the poiitical system could
_osily geb out of hand and resuit in his owd
oust:- Undar tiese sircumstances, wide-
sproad cissatistaction with the existing situa-
tien will almost certainiy continuz endemic in
Iran.

17, As in the past. the Trarian Communist
Cle cTudehy Wikl Erooavy soek 1o exploit
oy dlisatistuction.  Howavat, the Tadeh has
Seen fhe orgel of conciant and aoparently
afeeive sounteraciden by the cecurnty [Gites.
sotably SAVAK, 20d 5is net peen successiul
in ité aJorts 12 estubiish cooperation wah
othor civiiiun ORPOSILICH grouns. Noverihe-
e crpbativ o da. at reust o hard core ot

it i Dan wtiaeh is nelpad vy ex-
v Toogin leudera and imemuerg, My of
wh. . Love been given a haven in neigiboring
rag. We do Aot anticipate that the Tudch
will Lecome & Serious theeat during the next
tv:c vears or 59 parring 8 chaotic situation
srought on by other forces.

12, Iran’s perennidi minority problems &are
nrder fairly firm control ty the regime. Toe
750,000 Kurds in norihwestern fran continue
to be the most serigus potential source of
trical disaffection. The Iranian Kurds are by
no means united amorg themselves, but prac-
iicaily all of them 3are inherently resentful
and suspicicus of any central authority; some
a; them are suscepiibie 10 outside manipula-
tien and fncitement shrough their ties with
Wyrdish yTOUPS BCIG3E the torders in Iroqand
<he ~83R. The vegime in Tehran has contin-
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19, During the st Yearn, poth the lranian
and Ivagi Governments huve attempied to
use the sfurds in & continuous subvarsive and
psychelogical canpaign 22ainss gucn ather, &0
far with little apparant vesult. This cam-
paign is likely to continue indefinitely even
though both [ran and Iraq arz aware that
manigiaiation of the Kurdish naticnalist ques-
tion is potentially dargercus to Enghdad and
Tehran aiike. On thez whole, we €0 noL oe-
lieve that any mass iusdish uprising in Iran
is likely during the period of this estimate.

20. Theie are RO ndications that otiter mi-
pority elements—ingiuaing the 239.000 Arabs
.n Khuzistan in scutigestesn Jran—represent
more than a potential source of trouble for
the government. The Arabs of Iran <an
handly be eharacterized as overwhelmingly
loyal to the state, and might prove susceptible
to incitement from lrac. They procably could
cause tiouble. eg. tiwrough satotage of oil

“{nstallations, but they lack tae organization

and ieadership necessary 1o create large-scaie
disorder. In addition, the split between Iraq
and MNasser's pPan-Arab movement serves
to dissipate the jorce o! the Arab unity appeal.
wWasser himsetf has beda going easy on propa-
ganda Jesigned to stir up Iran’'s Arabs against
the Shah's regime, and will protably continue
this restraint at least 83 long as his troubies
with Baghdad persist.

{11, STAEILITY AND THE ECONOMY

21. Th.e Iranian economy has in some respects
niade imprassive progress over the past few
years. Gross national product has increased
by about 3 percent arnually for several years.
Fhe number of banis and industrial plants
nas nearly doubled since 1855, and 2 start
has tecn made on land veform and the mod-
ernization of ihe gevernment’s econumie in-’
stitutions and practices. Until the latter haif
of 1053, Iran's growirg oil revenues and large-
ccale foreign assisiancs anavied ihe regime %0

GeCEET



Juanre porl its mitory huildep and a grows
inz puDIQ nVerImENnt PICITAMN Witlout Fivie
gus gronomie ;,r-_;n "3 ‘elIN exchiungs .‘e-
sorves increased, vrices Jemained stead
due o exceilent J s s and a iiteral Lmyou
e,

22, This pjcrue tEgan to ci'am,e in laie 1958
when tha deveisprient of a private invesiment
ocom, on top of the malitary vwidup and the
rublic investniert program, caused stiong in-
{lationary pressuras. Prices rose 13 percent
Qo 1059 and resu i!Pn’ in considerable hard-
g omany Irnriane. Pices of some basic

BTN S} £ .!'. BELH LY rise.

23, The regime has taken o number of stens
to cope with the growing mdaticn, including
cutiing Lack expenditures under its Seven-
Year Plain (1935-1852). These steps are un-
Lkely 1o hait the rise in prices, however,
cl:iofy buevause the government has no eilec-
tive means of «onticlling ithe private bank
nans wivich have sparked ihe private invest-
ment bocm. The necessary powers for such
controi are previded in a bill recently intro-
duced in the Majlis, but it is_not certuin
whether tlie bill will be passed over the opposi-

tion of powerful fnancial interests. -

24, Iran’s foreign 2xchange problems are 8isg
becoming increasingly serious. The reduce
tion in the rate of increase in oil revenues,
which began in lale 1958, coupled with grow-
ing foreign debt repayments and rapidly ris-
ing imports of capital goods, resulied in a
ioes of aleut $43,000.000 in foreign exchange
veser— % in the fiscal year ending Maieh 1939
Lstimmates for the current fiscal rear ending
Alarely 1960 are that the loss of reserves will
te even larcer and may total a5 much as
£70.000,000. If there should be & loss of this
magnitude, tie country’s reserves would be re-
du"e‘! 10 atout $35.060200. well below the

TETone G wq. ired Ly law as backing ‘or the
Lot g0 Iren may have 1) resont to tom-
JRANHN ﬂ.scal e.‘:pu-dients to meet this situation.
but such acticn would rot solve the bagic for-
2'gn exchange problem. Inanycase,a forcign
=xchange crisis during 1960 is almost certain,
“5 in his efforts to cope with the deteriorat-

nz fnaneial situation, the Shah wili probavly
mnvnue to reiy inainly on seeking new Ioam

[ &
(v1)
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'y from othe US -
eur De will nrebubiy ol
swnu" for a resroeduaing
et repnyvments.
geut of abous 3330.53C
;e:cent is scheduled m. .eua..nen
e is like!ly alse to pul mounting pressure on
the pil conscrtivm fo increase its ex ﬁord and
to refrain from furiher priee cuts. If the oen-
sortiuin dess nel meet iis Jemands. tite Shai
will probably move 1o revice the terms of tiie
cohsortium agrzement,

23, Over the long

=i Frants
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ran, tize sutiook for Iran’s
economy is unceriain. if Iran can westhers
the next twe or three years. it will be abie
to realize the bene3ts of the cevelcoment
pengrawe and crivate invesunent boom., A
period oi soundly based economic growth with
tising living standards couid follew. I thisis
{9 hanppen, however, the government will nave
to face up prempily to its economic prodlems.
It will huve to nadertake more stringent finan-
cial measures than it has yet don2: it will have
+o assure more honesty and efficiency in ad-
ministration: and it may even have to reduce
military expenditures. In view of the 15.5 per-
cent increase in government expenditures pro-
nposed foi the fiscal 1961 budget—including at
least a 17.5 percent increase in military out.
lays—thie prospects that the government will
put its economic affairs in order do not appear
promising.

27. Iran's eccnomic difficulties will almost
cectainly have o deletorious effect on statility
in the next few years. The foreign exchange
shortaze will restrict the financial artivities
of the moneved c¢lasses who have investad
heavily in the business boom of ihe past few
vears. Continued inflaticn will have a sherp
impact on the politically conscious middle
class and other urkan elements. Indeed. dis-
saticioction resuiting froem indation could
movide a basis on which various opposition
groups couid unite egainst the government.
This in turn c¢ouid incrcase the chances of
povular disturbances. If these troubles
should be compounded by serious crop failures
or a major decline in foreign aid or o reve-
nues, popular discontent iright become sufli-
cient to precipitate a political upheaval. On
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iv. IMTIRNATIONAL POSITION
Jhange in fran's
i the I0o0 vear
L e H oowmiitad to CINTO
ard w close ties witi the US. At tie sanie
time, there have bLeen discussions witn the
US3R aimed at reducing the steady flow of
Scviat propagands apzinst him and against
Iran's forsien wolluv. Early last vear. Iran
2 i e USSR begon negotiations 2t a pos-
il vuna:gression pact. When these were
brgen ofT by Itan under heavy pressure from
thie West and Iran's CENTO allics. tie Soviels
intensified their Dropaganda atiack. MMore
recently, the Shal. has been discussing with
ti:o USSR the poss.bility of an Iranian pledge
i0 ban foreign missiles bases in Iran. His
oJer b1as not so far proved satisfactory to the
USSR, which is insisting that all foreign mili-
tary facilities be banned.
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29, Soviet pressure on iran is likely to con-
tinue to be more intense than on its CENTO
cilies, Turkey and Pakistan—chiedy because
Iran appears {6 be rnore vulnerable to such
vrestte. Under these circumstances, the
Zirah will probably aitempt to appease the
CE3R and ai the same time to obtain a
stronger guarantee of his security from the
US. He will almos: certainly continue (0 press
for large-scule US aid to support a greaier eco-
nomic and iilitary develepment prozram
twe s be mudnitained by the country’s own
(RS ] WA N
30, Toere w:ll alrest cevlainly pe difficult pe-
riods in Iran’s rclations witih the US in the
futuve, as there have been in the past. The
Shah will react strongly to any US ections or
statements (even by private sources waich he
interurets a. reflecting cnything less than
romplete US ceniidence in. and commitment
to, nim personally In addition, the US, as
tlic main {oreign presence in Iran. will prob-
ably we increasingly associated in the mind of
the public with the deficiencies of the Shah's
aovermament. While the Shah will limit the

L. e be S A
‘*o‘.. m supgart

"'h 37 :T'“ crivician,

] l‘i
:? rl_: v
3
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31, Assuming that the Shah remecins dimis
nang, however, we uelieve that fne odcs arz
against any signideant charge in Iran’s basic
Western avientation. nressure o©n
Iran, though it hos causes the Sihah intense
anxiety, has as vet prouucea relatively few
concrete results. The Shah has heen ex-
tremely wary in his dealings with the Savie:
Union and has carefully avoided doing anr-
thing which wouid sericusly compremise his
alliaonce with the Wast. We belicve he will
continue to {ollow this poiicy because, in our
view, he i5 well aware that in the last anaiy-
sis Westein, especialiy US, support is essential
to his continuancs in power.

32, Nevertieless, in view of ti.e Shah's acute
sensitivity to Soviet pressures and his preb-
able reajization trat he cannot stall the Soviet
Union indefinitely without provoking new out-
bursts of hostile pressure, certain accommeoda-
tions may be made. Iran may become more
receptive to Soviet aid offers and display mora
cordiality in its diplomatic dealings with the
USSR. The Shah will elmost certainly keep
the US informed of the state of his relations
with the USSR, but he may be less than {rank
on the details of his negotiations. The pos-
sibility cannot be excluded that something
may eventually come out of negotiations with
the USSR which mizht Impair Iranian ties
with tho West, even though tlus would not
be the Shah's intent.

32. Tha Shah has shown considerable concern
over the danger of aggvession from Iraq and
Afghanistan. Irag wiil probatiy continue to
be of first interest in Irenian regicnal policy.
The Shah will remain highly apprehensive
about Communist influence in Qassim's gov-
ernment and its antimonarchial character.
In addition, Iran’s quarre] with Irag over the
Shatt al Arab could fare up again. This
could seriously afect the operations ol the
Abadan refinery, the fiow of Iran's imports,
and the naval tase at Khorramshar, How-
ever, we beiieve Ihat full-scale war or pro-

Soriet

THSRET




3 e '.';".A"l.a‘.)n and
D oLpainge i soek US sditorl 1o couitel
it To some degree. howaver, he is probzbly
wranzied to relv on his CTNTO aliy, Puxkiztan,
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ootnnt o otesigs for his
vedie and wbhecan. tne
Shiay Iy A 0 sontinue o pusiie aoeirly
aei v ety cisewaere in e e, Aitempts

sutend Imanian induvens: in the Persian
suttwcileontinue and may ceintensidied.  He
=0 onlsn encase N Aprortunistie nuancuvers,
B vrrele gvertures 1o Nasser vhich
nsly with inoves toward
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clozer Ler with Imrao Suvch coatrudidtory
arprcaches could mnvolve Iran in conziderabie

emiarrassment and perbaps get it entangied
in lengstanding area disgputes and anizgo-
nisms.
V. INTERNATIONAL PCSITION CF IRAN
WITHOUT THE SHAH .
$6. It is possible that a political upheaval in
Iran, which resulted in the.-removal of the
nah, would lead to an anti-Western foreign
policy. The US is widely associated with
.be Shah's ungopular regime. Resertment
avainst “exploitadion” by the oil consoitium
in growing again. Some younger army ¢ff-
vers and civiian intelleciuais tend toward
radical political ideas and zherz is still con-
siderabla sympathy = 1d respect for Mossadegh
¢nd his ideas. Thz Tudeh Paitly Tetuins con-
siderasle assets (mestly outside Iran), and
Yo et et mighl be able i a time

;var. that it s mers wrob-
avie thot ihe veracval of the Shah would not
previnitate 2 dramatic change in lran’s for-

37, We Lielieve. how:

cien policies. For one thing, the attitude of
aimost any new rosume in fran will be affected
bty its need to inaintain Western markets for
Irarian oil,  Moreover. Westein 2concmic and
military aid -weould still be important to tre
maintenance of the military establishment
and the buttressimng ci the econcmy. In ad-
dition, mcst top mititary i-*ade"s, a5 w3l as
manuy of the moderate nppositicn civilian ele-
ments, are basically criented teward the West
and fearful of Soviet designs on Iran. If they
wore 0 come to power, most of them would
alrmost ceitainly jook to the West, and paitic-
ularly to the US, as a major source of prolec-
tion.

33. Yet most of Iran's pro-Western elements
would be inclined, if in coniroi, to take a less
outspokeniy pro-West stand than has the
Shah. They would prooably seek, in line with
Iran's historic foreign policies. to combine
iriendly relations with the West with some
form of accommodation with the USSR, seek-
ing maximum benefits from hoth sides. As
vart of an aceemmodation with the USSR,
they might, for exampie, show iess interest in

CENTO. S&hould an nphcaval put power in
the rands of junicr clicers or of less conserva-
tive civilians, this tandeacy would be the mere
proacunced.




