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BP - British Petroleum
(and other appellations)
CIA - British Government Files

1353 pages of CIA, British Government, and State Department Ffiles
covering the interest of the once British Government controlled
enterprise subsequently known as BP - British Petroleum. In 1908 BP -
British Petroleum was founded as the Anglo-Persian Oil Company.

The files chiefly covers the British (AIOC/BP)-lranian oil dispute of the
1940"s and 50"s, and the United State"s involvement iIn its settlement and
regime change in lIran.

BP - British Petroleum - Anglo-Persian Oil Company
History

In May 1901, British businessman William Knox D"Arcy entered into an
agreement with the Shah of lran for the exploration of oil. The 1901
concession for the exploration of oil resources in South Persia was
entered into between the Persian Government and Mr. D*Arcy on the 28th
May, 1901. It included the provision of the exclusive right for 60 years
for the exploration of petroleum throughout the Persian Empire, with the
exception of five provinces in Northern Persia. The Persian Government
was to receive £20,000 in cash, £20,000 in paid upshares, and annually a
sum equal to sixteen percent of the Company®s profits.

D*Arcy placed his entire fortune into the search for oil, but after
almost seven years, there was no sign of commercial exploitable
petroleum. The venture and D”Arcy’s money was nearing an end. A telegram
was sent to the chief geologist, George Bernard Reynolds, to shut down
operations. Reynolds delayed following the orders due to a strong ‘'rotten
egqg” smell that engulfed the drilling camp. A few days later, oil was
shooting high into the Iranian sky. Oil was discovered by D”Arcy’s
venture on May 26, 1908. According to the official BP/British Petroleum
history, upon hearing the news D’Arcy said, "IFf this is true, all our
troubles are over.™

In 1908, the Anglo-Persian Oil Company (Later the Anglo-lranian Oil
Company, then British Petroleum) was created with its main asset,
D"Arcy”s oil rights. In 1914, APOC had accumulated large oil reserves,
greater than demand at the time. Other oil companies had the lock on the
industrial petroleum market. The automobile age oil thirst had not yet
appeared. The lack of revenue drove the company close to bankruptcy.

Winston Churchill, who was First Lord of the Admiralty at the time,
believed that the British Navy should switch from being powered by coal
to oil. Churchill sensed coming years of war. He appealed to Parliament



that Britain should secure a protected supply of oil. In 1914, the
British government subscribed to the Company a total of £2,200,000,
becoming the majority share holder with 56% of the Company®s shares.

In 1917, APOC bought the German motor oil company named British
Petroleum. In 1935, the Company was renamed Anglo-lranian Oil Company,
after Persia changed its name to lran.

Iranian leaders over the years sought to modify the terms of the
APOC/AIOC oil concession, which many in lran saw as exploitative. A 1933
re-negotiated concession was later found to be unsatisfactory to the
Persian government. After years of negotiations, the opposing sides were
not able to reach an agreement.

In March of 1951, the lranian government, elected by the lranian
parliament, of nationalist Prime Minister Mohammed Mossadegh (also
spelled Mosaddegh, Mosaddeq, Mossadeq, or Musaddiq), nationalized the
British owned Anglo-Iranian Oil Company. The AIOC at the time was
providing 90 percent of the petroleum used in Europe. Mossadeq
transformed the AIOC operations in lran into the National Iranian Oil
Company.

The January 7, 1952 issue of Time Magazine named Mossadeq as Man of the
Year for 1951.

The British government was infuriated by the takeover of its oil company.
The British government was able to organize a successful boycott of
Iranian oil. Both nations were thus denied revenue from the abundant
Iranian oil supply. The U.S. Secretary of State at the time, Dean
Acheson, 17 years later wrote in his book, "Present at the Creation: My
Years in the State Department,'™ that ""Never had so few, lost so much, so
stupidly and so fast."

In October 1951, British elections lead to the Conservative Party taking
power, returning Winston Churchill to the position of Prime Minister.
After the earlier loss of the India colony, Churchill was committed to
not seeing any more dissembling of the Empire.

BP/British Petroleum”s current official history completely omits the
years 1952 and 1953.

The British government began seeking ways, including military action, to
end the rule of the Mossadegh government. When Mossadegh learned of the
British intentions he shut down the British Embassy and deported British
citizens from lran. The British government turned to U.S. President Harry
Truman. Truman was against military intervention or giving support to a
coup. It has been reported that Truman told the British government that
the CIA had never overthrown a government and that he did not want to
establish such a precedent.

After President Eisenhower took office in 1953, the British government
conveyed its concern that control of Iran could fall into communist
hands. The United States and Britain feared the links Mossadegh had to
the Iranian communist Tudeh Party. In August 1953, the United States and
Britain began planning a coup to remove Mossadeq from power.



The CIA operation in lran was codenamed TPAJAX. The plan was coordinated
by the CIA®"s Special Activities Division political action officer iIn
Iran, Kermit Roosevelt, the grandson of President Theodore Roosevelt. The
covert action combined propaganda dissimilation, encouraged acts of
provocation, demonstrations, bribery, employed agents of influence,
"false flag" operatives, dissident military leaders, and paid protestors.
The goal was to lapse lran into chaos.

On August 16, 1953, The Shah sent lranian Imperial Guard Colonel
Nematollah Nassiri to arrest Mosaddegh. Instead, Nassiri was arrested by
forces loyal to Mosaddegh. The next day, the Shah left the country,
taking refuge in Rome. On August 19, the CIA arranged for a mob to march
on Mossadegh®s home. Pro-Shah lranian army forces arrested Mossadeq. The
senior army general chosen by the CIA to lead the coup, Fazlollah Zahedi,
gave a broadcast to the nation declaring that he was the lawful prime
minister by the order of the Shah. The Shah soon after returned to lran.

Mossadegh was tried by a military tribunal for treason. He was convicted
and sentenced to three years of solitary confinement, followed by life
confined to his home village, where he remained until his death in 1967.
A number of Mossadegh®s supporters were taken into custody, Imprisoned
and tortured. Mossadegh®s closest associate, Minster of Foreign Affairs
Hossein Fatemi, was executed on October 29, 1953 by order of the Shah®s
military court. Dozens of military officers and student leaders were
executed by military tribunals. After the Shah returned to lran, to
remain in control, he governed in an increasingly authoritarian manner.

Mossadegh®s National lranian Oil Company became an international
consortium, and AIOC resumed operations in lran as one of its members.

The AIOC renamed itself the British Petroleum Company in 1954. After
Margaret Thatcher became Prime Minister, she endorsed privatizing many
British government owned assets. In several stages from 1979 to 1987, the
British government sold all the shares of British Petroleum it owned. In
1998, British Petroleum merged with Amoco, formerly the Standard Oil of
Indiana, becoming BP Amoco plc. In 2000, BP Amoco acquired Arco (Atlantic
Richfield Co.) and Burmah Castrol plc. In 2001, the company formally
renamed itself as BP plc.
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CIA FILES

322 pages of CIA fTiles. The files mostly date from 1947 to 1954.
According to CIA staff historian Nick Cullather, who worked in the Agency
during 1992 and 1993, files dealing with on the ground covert action of
Operation TPAJAX were destroyed or lost by the Agency. The Tiles
presented in this research set are comprised of National Intelligence
Estimates, reports from the Office of Reports and Estimates, and Special
Estimates.

Also included among the CIA Files is a once Top Secret draft history
written by the Central Intelligence Agency"s history staff in 1998. The
agency still considers 88 pages of the 139 page report to be too
sensitive to release, even 57 years after the events the report covers.
The report titled "Zendebad, Shah!: The Central Intelligence Agency and
the Fall of Iranian Prime Minister Mohammed Mossadeq, August 1953," was
released iIn a redacted form after a lawsuit was Tiled for materials
relating to Iran in 1953. At first it was denied iIn its entirety, then
upon review, sections already marked Unclassified were released along
with a single section previously marked Secret. The document is
potentially of great historical value because it was prepared by a
trained CIA historian, with the benefit of access to still classified
supporting documentation and many years of historical perspective.

The set includes a text transcription of a book review from the CIA"s
internal journal "Studies in Intelligence.” This 2004 article 1s a review
of "All the Shah®"s Men: An American Coup and the Roots of Middle East
Terror Intelligence in Recent Public Literature”™ by Stephen Kinzer. The
review was written by CIA staff historian David S. Robarge.



BRITISH GOVERNMENT FILES

973 pages of British Prime Minister®s Cabinet Papers. Files mostly date
from 1946 to 1954, covering the Anglo-lranian oil crisis. Composed of
papers kept by the Cabinet Office including ministers® memorandums,
cabinet conclusions, and cabinet meeting notes.

The Cabinet Office provides the secretariat for the Cabinet and its
committees. The papers include minutes called *conclusions.”™ Conclusions
document opinions and ideas discussed at cabinet meetings. Memoranda are
kept by the Cabinet Office and are used for policy issues dealing with
specific events. The memorandums usually include an outline of the issue,
its background and significance, possible solutions, and a precise
recommendation for action.

UNITED STATESDEPARTMENT OF STATE FILES

50 pages of State Department files dating from 1951 to 1953. Highlights
include:

A memo from Secretary of State Dean Acheson on the information that
should be dissimilated to the lranian people as part of its
"psychological strategy program.™

A report on the initial findings of a working group consisting of
representatives from the State Department, Department of Defense, the
ClA, and the Joint Chiefs of Staff on plans for "the specific military,
economic, diplomatic, and psychological measures which should be taken to
support a non-communist lranian Government or to prevent all or part of
Iran or adjacent areas from falling under communist domination."

A memo by Secretary of State John Dulles mentioning that it Is sometimes
possible for the Department to inspire editorials in U.S. media. Dulles
writes this would be useful in case, "Embassy should desire certain
points of view brought out for benefit American public or particular
emphasis laid upon points which have not received full understanding and
publicity. Additionally, VOA (Voice of America) might, pick up such
editorials or articles and play them, on Persian program without any
indication U.S. official inspiration.”

Nation Security Council (NSC) Report

A 1952 eight-page report from the National Security Council titled, A
Report to the National Security Council by the Executive Secretary on
United States Policy Regarding the Present Situation in lran.”
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-2- #2870, January 30, 4 p.m. from Tehran.
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U.8. PUBLIC OPINTON ON IRAN
Novembor 10, 1952 '

Iran in tho Publia Byo

Until falrly reeently, public attention im the United States

has pavely been divoeted toward effalrs in lran, J4n ressnt
dosados, Burcpe, the Far liast and Latin Americs hove dpawn nmsh
more interast than the strange and little-known Near and Middls
Baste Iran's role in Vorld War II reesived publlsity at the

time and in the epring of 39hb the presenss of Sovist troops in
Iren, oo dobated inm the UN Ssecuprlity Councll, stitracted major age
tontion. = The Segurity Council guostlon was the firet greal poste
war ¢risis invelving potential or sctual Communist aggrassion,

-1t attroacted attentlon-as Lhe Llirst move by the West to arrost

the. tids of Comnunist expansion, In this context, Lran per ss

S was dasa inporiant bthan the bagile peireiple invaelved.

Botwoon- A9hd and 1951, when the Anglo-Iranian il dispute
breoka, Iran had not occasionsd much publie atvontion, in some
parison with other areas in tha Forvelfront of world pollities,
Sines fhe spring of 1951, howawer, publis interest, as moasured

- In " news neLontlion,pross fnd vanlio Bistusslon, eLo., h1AS baan

active ond sustainsd, The suwesessive developments 1n £hs oil
dlsputs hava usually resolvsd promlnent and ssrlous ahtontion.
While tho smovn® of attontlon has noturelly varied secording to
the rglatlve nsweworthlneza of oventa, interest has remalned,

~on ths whole, on a falrly high level,

A rogent national obinion auprvey indloates that Iran®a
international preblems have mads a doni wupon the mapn in the
strost. Ahis surgsy acked vesvondents how important it wasd fop

-tha United States "to coopswats clessly" with Pfive glven esun-

tries. Irzm was rated third in order of importanes., ahead of

Inpaeld and Yugaslavia, and behind Frangs and Vsatern Germany.

In-fact, almost as many sald 1t was very important to cooperate

with Ireh (h2%) es in pespect to France (35%).

:§ignlfi@ams@ of Iran on Vorld Seana

The prime sipnificance bf Iran as a foreipgn pollisy problem
is considered to rost In her supalteplic propinguley Lo the Soviet
Union and in ner rieh oil »ro8SguledB, 1o O LQES0P OXCONG, loam
recaives prominent attentlon g8 an arsa In neod of economio

Qovelopment and a8 a foend palnt 1n the world-wide movemsns of

natlionalionm,
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. The pﬂﬂsihility of Seviet contrel of Iran has beemn the

ma for ©lenont preasant in praetically all publi@ dlsgusslon enie
garnlne thal eouwntiy. Lver slnge the sloss of Werld War Li,
Caammesnitntors have sosn Iran es8 ong of tha Lwo or thres world

»positions agalnst whiekh Seviet pressure 18 steadildy dlrested.

Iran®y vich o611 doposits havo also basi often stwsuvsad, alihough
‘88 the Anglo-Lranian o1l dlapute hasg conifnued, ths importanss
el Iran 8 olk %aﬂ beon mors ond mors disc@unt@ﬁo

At&imu@ga Tgwﬁrd Iranian PQPﬂunﬁ?*&i@ﬁ¢

The Shakh: In contrast %o tha “fﬁmmbgyant" perzonality of .
Y Hossadegh, the Shah ab no timo hes made 8 wery vivid
(\ﬁ imprension on Amoyicen obssyvers. Un the odcaslon ol hls alx-
' weok Vinit Lo ohe U,8, ab bho end of 1950, na drow only.light,
though on the vhols friamd,j, press and radio c¢oment. Thon a»
- now, tho young King, in the view of most comrentatoprs, appeayed
likoeable antd well-intentiocned. Iis peak poditlon in ths publiec
soteom was prodably w@aﬁhgd during the summer of 1952, Wh@n he
Anlgiantion of tho royal laad roforn pregram caused the Shah to
bo widoly and faverably comparsed wiith his nelghbor, the dsposad
Parauk, FPor & Cime, sone hops was even oxprassed that ha might
1 o zasume personal leadershilip in Ivan, poasibly sstablishing &
]
]

mlilitary dletatorship in ths fashion of Bayptle Napguib, DBut as
pditors 8 att ths Irenian situation golng from bed to worss, they
“wary soon “wrste off" the Shah as o foras to bé reckoned with,
and pany now ballave that his days ave numbsrodo

v Mossadgmn:  Prowisr Mohammed Hessadapgh, on the other hand, has
bl ' ashisved a lame among the Amerilcan public that is
j“( " squalled by fow othor feces on the eoentemporary internsitlenal
! ac@nao ﬁotuallv, in spite of, or perhaps bocause Of hisn
| exasparauing’ diplomatis tactles and odd foibles, "Messy" er
"The VWespar"' has dosply ilntriguad American gbeervers, mest of
. . - whom at first pogardad tho old man in the frayed dressing-gown
as a figure of comie rollief. But at the bdeginning @f 195?3 Tiin
P regrotfully annwunc@d 1ts choigs of M@mﬁaﬂ@gh as the "Man of the
! Yoar", explaining, "beecouns nls rapld advanse from pbscurlty wad
. attendod by the graatast stir," He "increased the danger of n
g -~ general war, lmpoverished hls cauntry and brought it and soemo
naighh@r lands to the brink of disaster,”

.- In the wako of evonta binse January, @baﬁwwgrs hmva ghowmn
- dncpsasing impetienca with Mossadeph's intmqnaigen@@ and with
L B " Biackmet " thiveato, ond tho bDolior Lha&'h@ 17 "Playing Lfant
and loose with the deatiny of hie peopls® ia extismely widesproad.
v. Nevortholeza, moat of those commenting adhers %o tha sonclusion
et any lopvspeeublo alisranative o0 Hossadogh could only Do WORBG.
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. Kashani: ' The "fabulous" Mullaeh Ayrtollah Kashoni, would=be-
untfi&r of tho entire Moslem world and unofficlal
ruler of Irens politlieal strest gangs, s drended a8 Just such
an mventurlityn Hiz electlon en opoaker of the lswer houss of
. , the Ivanian Parliamont evoxaﬁ widesprand reflersnses to that
~v L Vviolsnt antioWeateyner", and his ubterances sinece then have
0 done 11tble to smend his sinister reputatlon. In the majorlity
T vilew, the Mambitfons" Mulluh would not hositats Lo collaborate
with tho Nationel Front to further hie alws,

Attitudes Towarad 083 Dispugs

Importance Abtaochsd to Dispubs

e _ Umen the Anplo-Iyaninn ol dispute firet hit the fronk
) " peapns in Lho sprine of 3% b, Amsprican editors and cemmoniators
Sooli & veiry Barious View ol the Situation. ANAGIBLLYs & Erave %r

throat was ssen in thoe pessibiliity thet the Viest might lese

aecess o Iran'e oil deposits., Ipran's oll output was widsly

balleved %o be vital to both the economic woells-being and mili- :

tery potential of Vestern Burope, Tho posalbility of ths Soviets
4 . goining access to or control of the oil also caused serious cone

e8TN o

Subsaquently, commont has revealad much less anxliety on
. «this agpect of the problem.’ Commentators often noted that physi-
‘ cal factors would servlously hinder, AIf nobt provent, the Soviets
from offectively exploiting the oll rescurcssz, Moreover, aliter
o a fow months, 1t war gonsrally realisged that other ail-producing
v areas conld easlly roplaca $0 n lapgo extent, the @ll formsrly.
e . @btained In Iran,

Throughont the oil conteoversy, & grayve throat, in the view
; af U, 5, conmentaiors , -wag the poBaibl Lty of & acanamin nucd
o POXITLERY uphaaval , and ol n Communist-oriented reglws voming to
. DOWET. LFoP TREMOBT DAY, a hod Ayuy invebion of JIran nas not
. Foowoa likely te U,S. obasrvors. Bub they have helisved that
' " thers contimuas to exlst a roal possibility of an internal Com-
; munist coup which would result in Iran boconing a satellite of
I Moscovw,

Athitudes Toward U,S, Poli@y in Oil Disasputs

v : From the outsot Ued, commantatmva toolk th@ view that the
© ¢ Unitsd States could not atay out of LH0 BNglb-ivOniRn GL8puts ,in
Viow ©F LA® ARpPOr bandgg oi the macoen, and of . our rﬁep@nalbilim
t16a in {he Noar East, A% first, the rele of a "mediator" as
batween Lendon and Teobhran was widsly supported, Editors snd

s
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other spolasmen urgad Hhatl the pgovermeant wbllize every eppor-
tunity to asslst the Swe partles Lo rsath a seluiion.

- On_the merits of the preblem, opinlen throupghout the conbro~
vorsy hes baon Somewhat mix@ﬁ} LT was widely accapted That enw
Ipantans had the rlcht To notlonelizs their oil; indsed, U.3, ob-
sarvers In recond yoors havs expresasd & basle sympathy for
naslonnllstic movements whieh sesl greater logsal autenomy in
paliticed and economie malters, Morsover, initially, the Brltish
raedived conniderable eritielom fovr their alloged “ineptnoss® in
not taking adequats meapures %o forsabtall tho oll controversy.

Az the months of eontrovarsy und negotintian dragged on, -
coment %tended ko becoms more sympabhsiic to the Unlted Kingdom

- #ide end wove iwpatiant with the franisn positlop. Comnantatora

Britieh intarest, And the suvsesssive Drltieh offswps usuelly

wers regardad as "faly"and "Just", Similerly, Irantan polisy,
28 developed undar the “tompersmental’” Mescadsgh, has mope and | )
moere dlsploanacd editors and commentolors. After elghicen memths s
the imnreszsion is widesprood that Mossadogh's polley $1a simply

fivmly uphsid he principle el adaguate Gomponsation for the Eﬁ

- onsg of ”Bﬂannmai1ﬁ¢ rasting on a gompg assumpilon that the Westoyxn

POWOLS CANDOT BLLOW LTAN'S DOSLLLON b (6 ELETLOPAL) LNDENAT.

Against this baeckground, the tendspsy has bsen Lo support

U8, polley whicsh i3 sean ap ponarally 4n tund with the United

Klnpdom position. Tha joint U,.8,-UK ¢ffers in PACHNE WONLRS 8o

.colved wide zupPort and Moscadagh's “summary” wvejectleon of thoss

effors brought conslderable eplticlism of his attituds,

In rosent moniths American commsntators have eome %o rogard

. Prespoeis ol AR bll sAtilomont as vieGually hobelssd.  Consequente

1y they have sxaminéd other possibilities of preventing a come

. pleate economie and politicel disaster in Irapa‘

Considerable support is evident for lappa-seals U.S8., sco-
nomie sid to lran, 68 4  dABE-UALON MOABUNE, LOMMONLALOLS heve
baen resentinl ab HoRSadspnis "Disckmuil’ breties. Bui some of
thom would nevertholess faver extsnding him help 1f the situatien
bogame nors dssporeate. AL the sama time opposition would alseo

bo,_soparent, particulerly Lf the sid iooked Jike w “Btop-gap"

u

Regant discussion has alseo indieated that opinion would weleoms
an arrangesment for the operatlon of lrenfs o1l rafineriss by
United States conpanizs, VWhile iAmerlean eommentators have im the
past rrafeprad s .o, approach o Lrem along iinss of coopapration
with the UK, Lasy noy Bes oha 8)buation so desdlocivd thil Bemm
U.5. astlon, Indopsndonbly of the UK, 1oy 08 NOoaBALTY.
$ - )
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Barly in the ell dispute, fov among the general public wers
aware of the problom, and ameng thess the doeminant roachlon wes

that the U.S. "should stey ous of it In May 1951 a Gallup poll

found that 32% of a national eross-soction had some Inewladge of
tho oil preblem, OFf this “ewars" growp, one-half (177 of the

tobel)beliovdd thad the U.S. should not bocoms invelved, and the
remaindeyr wore very muwth divided as te whot yole the U.S. should

play.

Si% menths later, in November 1951, Fime Ropar found that

" twlee as many Amoricens--01% of & naticnal eross-geeiione--slajmed
.. some basie knowledge of ths Iranien situvatlon, 1l.8., ware awars
. of the faet thet Iran®s oil rescurees had been nationalizsd.

follow, with thesc resulta: |

WMo% Pavoraed U.8, medistion

21 said, the U,3, ghounld etay out of it
2 favored supporting tha UK .
1 favored supporting Iran

3 hed no opinion

(YA

This "knewledgzeble” group wers asled vhat policy the U.S. shonld %{
”f L

Oriticisms of U.5, Poliey

Deaplto wids publis supperit for spselflfic U.S. ateops takén
in varlous 8 tages of the oll dispute, eriticism and dissatise
faction ovar U,S, polley teward Iran have persistently besen put
forward, Much of the eritielsm end dissatisfestion rolleats a
fooling of frustration and uvphavpineys over overall develepménts

. In the Arab-Mpalem worid. Luving the paat year or two & variekby

of obagrvars nave analyzed the "insdequasy", "tragle fallume", "tes
11ttle and too late" aspaets of our policies in the Nosr and Middls.

East, Commentators have often linked Iran wlith Egypt, North

ﬁfriba %nd othay Mpslem sracs whore U.S. polley has sllegedly
failed, ' u

Speaifie eriticisms of U.S, policy toward Iran, hewayvor, have
not hHeen NUMSIDUA, LoPmndr ANRALARASY (rady's erlbidism, LforLou=

ing his ratirement, that U.5, ald te Iran had besn fnadoguate,
resgived consfdorable pubidieity bui not much comment. Oshsp
ariticiosms, for the most part, have besn sporadic and dirsated at
dotaila~--for example, the eriticism of the "heavy-handed" mennep
of presenting the Uo,S, $i0 million ald offer 2o Iran,
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Momt of the epliiclom dirscted at U.S, policy in respaot o
Iran~<g8 &n veapscht to othoyr Noar Eaglern Arcas-=gPpeary o
Mflect simply a post hoe, argo propter kot bype of recsoning.

As in vospest Yo China and other piscors where things have "pone
&

“wrong”, there is o natural propenslty for opinion spolasmen to
‘eonelnde that ths pmli@l@s have been at fanlt,

soma in exbrems
tarms chawrge thai "wo have hod no palley? mors modsrate obe

gorvers morely obsarve that the polieles evidenily have bosa
"Inadeguete”, But in eny evand ew poinbk oud wildh sonfidense
what policiss would have worked in the pagi op vwould worlk todnye
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TOP SECRET
SECURITY INFORMATION

DEPARTMENT OF STATE
Washington, D. C.

ess Raport on Parﬁg aph Shall
f y PY.S, Pol’:l,g Reg‘grd*i g thel\hy
; -tionkin an' {43 g

ve:kg;'fgﬁﬁpolicy on
n(.. el thls progress report
sl t0 the members of the

NSC 136/1 was approved ak
Novemher 20, 1952, It is reg
as of March’ 11, 1953, be ecir
Council for their information.

Intr ctl xﬁﬁﬂ
1. Paragraph 5=-g of NSC 136/1 reads as follows:

"In the event of elther an attempted or an actual
communist seizure of power in one or more of the provinces
of Iran or in Tehran, the United States should support a
non=communist Iranian Government, including participation
in the military support of such a government 1f necessary
indlugeful * Preparations for such an eventuality should

nclude; .

"a. Plans for the specific military, economle,
diplomatic, and psychological megsures which shouid’
be taken to support a nonwcommunist Iranian Governe.
ment or to prevent all or part of Iran or adjacent
arsas from falling under communist domination.

* K K K K

WxTf 1t is found nescessary for the United States to
provide military forces In this area, implementation will
require either a substantlal augmentation of over-all
United States forces or a reduction of present United
Gtates military commitments elsewhere,¥

2, In accordance with the foregoing, a Working Group
conslsting of representatives from the Depqrtments of State
and Defense, CIA and ths JCS was formed to develop plans for
the Specific measures 1lndicated.

0_&‘7 v»-G“"d‘H 72?77?
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3. Although many of the specific plans required are still
in the process of preparation, the Working Group submlits here-

with a Progress Report as of March 11, 1953, for the information

of the members of the Councill.

%, The Working Group desires to point out that in addition

to the two conditions envisioned in paragraph 5=z of NSC 136/1,
there 1s also the possibility that a communist seizure of power
in Iran may take place imperceptibly over a conslderable perilod
of time. Under this contingency, it would be extremely diffi-
cult to identify and demonstrate to our allies that specific
countermeagsures were required to prevent communist infiltration
from reaching the point where 1t would be able to significantly
influence the policies of the Iranian Government. In such
clrcumstances, 1t might be desirable to implement certaln of
the plans discusgsed in the attached Report, prior to an identi-
fiasble attempted or actual communist selzure of power.

5. Because of the sensitive nature of the information
contained in this Progress Report, 1t 1s requested that special
security precautions be taken in its handling and that access
be limited strictly to individuals requiring this information
in the performance of thelr official duties,

ures Being T: 0 ent Paragraph G- _ 136

CONDITION I

1. Measures to be taken to su t - %
an Government t event - gt ted 1 t

gseizure of power:

g. Military: Predicated on the assumption that the
Iraniarn Government makes an appeal to the U,3. for direct
milltary assistance,-the JCS have recognized three feasible
U.8. military courses of actlon, namely:

(1) To conduct a show of force by periodic flights
of carrler aircraft, or aircraft from land bases outslde
of Iran, over key centers. Recommendations concerning
possible employment of U.§, naval and SAC unlits have been
requested from GINCNELM and CGSAC, respectively. To date
these recommendations have nolt been received.

(2) To assist the legal Iranian Army with logistic
support by augmenting the present policy of arms aid.
Since there is no way of foretelling what assistance might’
be needed or requested by the Iranians, meaningful plans
cannot be prepared in advance, Howsever, the Chief of
Staffi U,8. Army, could draw up the necessary plans very
quickly when the necessary specific information became

avalilable. R =
' 0‘07'*,,% el AT
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(3) Furnish additional arms aid to appropriate
Middle East countries so as to eventually enable them to
possess the strength to secure their frontiers against
effective communist infiltration. The Joint Chiefs of
S8taff keep this matier under continuous review,

b. Economic: It is doubtful that any increase in
the gresenﬁ level of MDAP and Point Four programs ($66.6 and

$20.8 millions, respectively) would be Justified if the Iranian
situation became more unstable., If economic conditions in Iran
continue to deteriorate as a result of the continued instability
of the government and its inability to market oil, it is pos-

sible that a situation might arise where it would be in the T.S8.
interest to give the National Front Government direct financial
asgistance should such a request be receiyed., The Degartment

of State has recommended that s contingency fund of $45 million
be set aside for thls purpose, and the matter is currently under
conslderation by the Bureau of the Budget. This action would be
consistent with NSC 136/1, but would have to be Justified In the
light of the situation existing at the time the request is made,

¢. Diplomatic: An attempted communist seizure of
power would probably be deslgned to exploit the increasing
economic and political difficulties facing Iran. Thus U.S.
diplomatic planning in such a situation requires continued
efforts on the part of our Ambassader in Tehran to negotiate
a settlement of the oll controversy between Mosadeq and the
U.K. and in the event of an attempted coup, to urge positive
action, including the prompt use of seguri%y forces, upon such
Iranian authorities as may be capable of such action with a
view to preventing a communist seilzure of power.

4. Psychological: The PSB on January 15, 1953,
approved a "Psychologigal Strategy Program for the Middle East!
(D-22) which includes within this broader framework guidance
for psycholegical operations in Iran. When prepared, plans fer
specific psychological measures in the event of an a%tempted
communist coup in Iran will be consistent with this program and
with the approved PSB policies contained in "A Strateglc Con-
Cept for a National Psychological Program with Particular
Reference to 'Cold War! Operations under NSC 10/5" (D=31).

e. Special Political Operationg: Current special
political operations in Iran, which'are directed toward countere
acting and reducing Tudeh_influence, would be continuned and, if
circumstances permit, intensified in the event of an attemp%ed
communist coup, These operations are designed to:

(1) Influence specific political, military and
religious leaders to speak out strongly against the
Tudeh threat.
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(2) 1Induce certain political and military leaders
to institute administrative and security actions to curb
Tudeh activities (demonstrations, strikes, ete.),

(3) Maintain anti-Tudeh propaganda.

(4) Instigate physical attacks upon Tudeh facilitles
and demonstrations.

(5) Obtain the publication of antirTudeh material in
the press, and in pamphlets, books, posters, ste.

(6) Influence the choice of a successor to Mosadeg
In the event of his resignation or death.

(7) Maintain liaison with potential resistance
groups, in particular elements of certain strong tribal
elemen%s in southern Iran.

(It should be noted that: (a) CIA's detailed plan for covert
operations in Iran during 1953 was approved by the PSB on
January 8, 1953, and (b) certain of the specjal political opera=
tions 1lisfed tnder Condition II, below, could, if circumstances
warranted, hbe implemented wunder Gondition I.)

CONDITION II

2. aasures to be taken to prevent atl or g ps of TIran
or adjacent areag from falling under communist demination in
o e t_of an agctual communist seizure of power in one o

more of the provin [van or in Tehran:

8. Militarv: - In the event of a Tudeh coup:in Itan
the JCS have recognized three feasible U,S. military courses ’
of actlon, namely: '

(1) Furnish additlonal arms aid o appropriste
Middle East countries so as to eventually enable them to
possess the ptrength to secure their frontiers against
effective communist infiltration, The Jeoint Chilefs of
Staff keep this matter under.continuous review,

(2) Deploy appropriate Air Force units, on the order
of 1«1/2 wings plug support units, to southern Turkey with
a migssion of assisting Middle Eas% governments in prevent=-
ing the spread of communist power to their countries., The
Chief of Staff, U,8. Alr Force, has been requested to
recommend the composition of the Air Force organization
to be deployed to southern Turkey under this contingency.

(3) Deploy U.S8. ground [ iisma-siivtf one
Division, reinforeed, and neod|9%Zz »:0vuM 78 | and
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naval forces to the vicinity of Basra with a mission of
assisting Middle East governments in preventing the
spread of communist power to their countries. This would
be accomplished by the physical presence of U.S. milltary
power, demonstrations of strength and st resort,
when authorized by proper authority, combat operations.
CINCNELM has been requested to make appropriate recommen-
dation with regard to this course of action but his reply
has not yet been received. Our present state of prepared-
ness ls such that the 82nd Airberne Division, the 2nd
Marine Division or an infantry division in Europe could
be moved on short notice provided the necessary shipping
were made avallable, The movement of any one of these
divisions would take approximately 60 days. The loglstic
support required to maintain the deployment of these
forces could be accomplished only at the expense of
critical supplies now destined for Korea. Similarly,

any force deployments to the Middle Bast would necessl-
tate a substantial upward revision of U.S. force ceilings
or a reduction of our commitments elsewhere.

bh. Ecgnomic: The U.S. Government would provide
such economic assistance as required to sustain and strengthen
whatever nonwcommunist Iranian Government remained after the
communist coup. Specific plans for this eventuality cannot be
prepared in advance, but it is likely that requirements for
such aid would follow the general pattern, though on a reduced
scale, of the economic assistance being given the ROK Govern=
ment. The early appointment of an over-all coordinator for
economic ald would, on the basis of Korean experience, greatly
increase the effec%iveness of any specific economic measures
which might be undertaken in such a contingency.

¢. Diplomatic: (1) The United States Government
willl not recognize a commnnist government of Iran and will
publicly support anti-communist Iranian elements in Iran or
abroad. ©Such support might involve the recognition of an
Iranian Government in exile, Since the Shah might be a useful
rallying point for such a Government, arrangements to facill-
tate hils escape from Tehran in an emergency are under conslder=
ation, In addition, there will probably always be some promi=-
nent Iranian public figures outside Iran (such as the Iranian
Ambassador to the United States) who could participate in such
a movement. For political and security reasons, no advance
plaaning in this regard can be attempted with any Iranian
leaders, including the Shah. ‘

(2) Any antiwcommunit Iranian Government will under
such circumstances undoubtedly appeal to the United Nations for
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diplomatic and military support. This appeal should be
exploited in the United Nationg to demonstrate the
aggressive character of Soviet communlism. However, major
policy decisions would be required before active military
support could be glven by the United Natlons.

(3) Unless compelling circumstances prevent it, or
other satisfactory arrangements can be mgde, the Sau&i
Arabian Government will be asked for permission to use
Dhahran ag a transit point in comnnection with contemplated
U.8. covert operations. '

() It is assumed that Turkey, Iragq and Fakistan .
would each feel threatened by a communist government in
Iran and could, therefore, be expected to show sympathy
for anti-communist Iranilan elements. Diplomatic planning
is directed toward insuring the greatest possible measure
0of cooperation of these countries in support of the non=-
communist Iranlan Government. It should be recognized
that the extent of cooperation provided by those countries
would, of course, be Influenced by their appreciation of
Sovie% reactions to any measures which they might initlate.

(5) The active cooperation of the British Government
is of major importance in any plans which may be developed
to meet this contingency. Every effort will be made
through diplomatic means to secure this cooperation, butb
the failure to secure U.K. support will not in itseif
prevent the U.S. from taking such measures as are possible
to achieve our national objectlves.

d. DPsychological: No speclfic psychological measures
have yet been E%ghned for implementation 1n Irap in the event
of an actual comnunist selzure of power. !

e, Special Political Operations: (1) At the present
time CIA has a stockpile of small arms, ammunition and
demolition materiel under USAF cover, Wheelus Pleld,
Tripoli. The stockpile is in quantily designed to Supply
a 10,000=-man guerrilla force for six monthe without re-
supply. In other increments there is sufficient materiel
to equip basically a 4000-man gusrrilla force. (Lozales
oi storage are New Jersey, Ismailia Suez Camal Zone, -and
Tripold.)  CIA is now consildering the feasibility of add~
ing essential food stuffs and clothing to existing or
other stockpiles. An estimate of such requirements 1s in
the process of preparation.

(2) These supplies could, within 3 to & weeks, be
transported by alr and ses to certain strong tribal
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elements in southern Iran (in particular the Qashgal
tribe) who might, in the event of a Tudeh coup, be
prepared to conduct resistance activity agains% such a
Communist government. However, for political and security
reasons, no attempt has been made to conduct advanced
planning of this sort with Iranian officlals.

(3) CIA has an agreement with the Qashgal tribal
leaders in southern Iran to establish a clandestine safe
haven base from whlch guyerrilla and intelligence opera~
tions could be conducted utilizing the manpower of these
elements (estimated 20,000). Four members of one group
have been given radilo communications {training by CIA.
Condltlons in South Iran, attltude of the Iranian Army
and neighboring tribes, status of an Iranian rump governw
ment or government in exile, the pollitical attitudes of
the ftribe in question, and &egree of our support In time
of Tudeh control have a bearing, however, on the tribal
will and ability to conduct reSistance activity. To date
CIA has trained and equipped & total of approximately 10
indigenous clandestine radilo operators to be located
throughout Iran and who can be called upon to maintain
gom?unécations with CIA when deglred. Others are being

rained. '

() " Reception points in the Tehran and Tabriz area
and in South Iran where supplles and personnel can be
clandestinely introduced into Iran are in the process of
being establishad. A certain quantity of communications
equipment, cash and gold has been cached within Iran, end
a conslderable amount of cash is available in Tehran.

(5) CIA planning includes the creatlon of eight
3=men teams to assist in supply, training and operation
of Iranlan reslstance elements.

(6) Representatives of CIA and the British Intelli~
gence Service met during the latter part of February to :
consider joint activities in Iran in the event of a Tudeh t
coup. The report of this mesting has not yet been re-
ceived, but the discussions included the following topics:

By e IS e

(a) Potential resistance groups,

(b) Conditions under which-assistance will be
offered.

(¢) Extent and nature of assistancs,
(@) Bupply channels to resistance groups.
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(e) Maintenance and establishment of liaison and
communications.,

(f) Establishment of advande supply baseé outside
of Iran. P

RESPONSIBILITIES ‘FOR_FUTURE PLANNING

3. In the preparation of the plans for specific military,
economic, diplomatie and psychologlcal measures required by
paragraph 5-a of NS¢ 136/1, the working Group has agreed that
responsibilities for future action in this regard will be as
follows: )

g. State: (1) Recommendations as to possible levels
ofdd%‘ect finaneial assistance to Iran under Condltions I
an I.

(2) Plans for the Shah's escape from Tehran in an
emergency.,

(3) Plans for the handling and exploitation in U,N.
of an Iranlan appeal for diplomatic and military support.

(4) Negotiations with the Saudi Arablan Government
for the use of Dhahran as a transit peoint for U.S. sup~
plies to Iran, ’

(5) Plans for discussions at the appropriate time
with Turkey, Iraq, and Pakistan re joint action in sup-
port of the Iranian Government under Conditions I and II,

(6) In coordination with the JCS, plans for early
political-military discussions with the British Govern-
ment re joint action in support of the Iranian Gevernment
under Conditions I and II.

b Qggg%sg (assisted by the Jcg): (1) Plans for a
show of force by periodig flights of carrier or land-

based alrcraft over key centers in Iran, under Condition I.

(2) Recommendations as to possible levels of in-
creased logistic support through augmentation of arms aid
to Iran under Conditions I and II,

(3) Recommendations as to the possible levels of
additional arms aid to appropriate Middle East countries
under Condltions I and II,
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(%) Plans for the deployment of 1-1/2 Air Force
wings to southern Turkey with the misgion of assisting
Middle Bast governments in preventing the spread of
communist power to their countries, under Condition II.

(?) Plans for the deployment of one Division (rein-
forced) with necessary supporting air and naval forces to
the vieinity of Basra with the mission of assisting Middle
BEast governments in preventing the spread of communist
power to thelr countries, ’

(6) In coordination with State, plans for early
military discussions with the British military authorities
re joint action in support of the Iranian Government under
Conditions I and II. -

g+ CIA: (1) Intensify, and If possible expand,
thelr current specigl political operations, directed
toward counteracting and reducing Tudeh influence in Iran.

(2) Take steps to move appropriate quantities of

para~military equlpment to bases as close to Iran as

possible.

(3) Continue to increase its capability to conduct
para=milltary operations in Iran under Condition II.

() Conduct joint planning with the MAAG mission in
%gan for para-military operation$ in Iran under Condition

(5) As copsidered desirable in the light of U.S.
national objectives in JIran, continue Jjoint{ planning with
the British clandestine services for coordinated action
under Condition I,

(6) Plans for transporting arms and materiel to
Irah under Conditions I and II,

d. PS8SB: PSB will bs requested to supervise the

preparation of plans for specific psychological measures
in Iran and in the Middle HEast under Conditions I and II.

/s/ Walter B. Smith
Under Secretary
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In July 1953, "Clandestine Radio Azerbaijan at Baku', which had been
broadcasting reports about preparation for a coup for several months,
described "the intrigues of the American and British imperialists and the
subversive actions of the Shah," as "part of a wide plan that is being
carried out all over the country.'" Activities included uprisings,
distribution by the army of arms to tribal groups, meetings with tribal
leaders, staged demonstrations, and tribal conferences organized by the
U.S. embassy.
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: MEMORANDUM - | //)‘Q\
SUBJECT: Proposed Gourse of Action wlth Respect to Iran 52
T 3
POLITICAL SITUATION: - | Y( g%

During the past slx months, developments in Iran indi~ 7

Loabe a trend toward an authoritarisn, reformist éovernment.
Politicai'poweé has been furgher consolidated in the hands
of Prime Minister Mdgadeq.. 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-

~ butlon of the Throne and defqnder of the Muslim Sﬁiah faith.
Mogadg s principal-p;litical:opponents among the traditional
governing groups have been routed. The Governmént haé gained
more effective conbrol of fhe ;rmy which Fonétitutes fhe mosgt

important single deterrent to the communists. The Tudeh Party

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

contestant for political FHF¥ power.

COMMBIE 2 ,
i

Prime Minister Mﬁadeqqis presenbly in cqmﬁleta control

of the political situstion in| Iren. The referéndum regarding
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the diasoiutioh of fhe Mé}iié, which commenced in Teheran
on August 3, resulted in & 99,93% vote in favor of dissolu=

tion. It will be continued in the rest of Iran on Augpst 10

and will probably be equallyideclsive. Mosadeq will therew-

‘after be sble to set the date for elections for & new Majlis

~which, when held, will probaﬁly further consolldate Mosadeq's

power. Iff for some reason éuch a8 death or normal parliaw
mentary pfocedure, Mozadeq sﬁould be replaced a8 Prime Minister,
1t 19 moﬁe_fhan 1ikely a sucéessor would be selected who would
be in sympathﬁ with Mbsadeq‘g basgle objectives. It is

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

former governing groups or by the Tudeh Party would be attempted

because nelther is sufficienély strong or well=orgenized to
attempt a coup. Furbthermore, the iranian Government is 1tself
sufficientlj alert and stroné to anbleipate and sﬁamp out ﬁn
attempted goup. The danger %n Iran at the present.time is
that Mosadeq,Ahaviné partialiy alienated tﬁe former governing
groups'and many ?f ﬁis owm oglleagues such as Kashanl, may

rely to an increesing extent ion the Tudeh Party for political

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

h e opportunities .
TOP | SECRET .
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opportunitles £o infiltra%githa %arious organs of government
and mey, durlng soams fubture political crisis whlle Mosadeq
1s Prime Winister, be in a position to demand representatlon
in his government. Meanwhile, in any event, losadeq's toleraw
tion of Tudeh activitles and acquiescence in Tudeh political
support increases the scope and prestige of the communlszts

in Iran,

KCONOMIC SITUATIONS

During the past six months the Iranian e conomic and
financial situation has contlnued to deberiorate, although
the Irenian Government continues able to finance current
expenditures. Iran's foreign trade is approximatelf in
balance. Inflationary pressures have increased but without

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

It now appears probable that the Iranlan Government can
meet its fiscal needs, at least #hrough March 1954, by measures
such as (1) borrowing from the Bank Melll and other government
banks, (2) iswing additional currency, (5) borrowing from

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

expectation
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expectation isubased ;n %%5 observation that the government
is increasingly freeing 1itself from the political and legal
restraints governing its flscal and monebtary policies, Iran's
foreign trade 1s in balance and items other than "essentiall
are coming in because of (1) tightened controls over the
allocation of scarce forelgn exchange resources, (2) clsaring
peyments agreements with Weatern Germany, France, and Italy
and the barter agreement with the U.S.S.R. and (3) Point IVts
ability to supply certain items such as sugar, which would
normally redquire foreign exchange. Addlitional foreign exchange
could probably be obtained from the IMF or from the gold reserve
covering the currency. The Government!'s inflationary policies
have on the whole been beneficial in stimulating domestic
commerce, preventing significent unemployment and forelng
increases in weges as well as in rents and brofits., Indie-
cations are that the currency issue wlll be further increased
but confldence in the currency r emains fairly high and 1t does
not now appear that run-away inflatlon is in prospect, In
light of the foregoing, 1t does not appear that the eoénamie

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

undue
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undue alarm. He apparently feels capable of meeting the
minimum needs of the people from the resources of the

Iranian Government other than oil.

LAST NEGOTIATIONS WITH IRAN:

Between December 1952 énd February 1983, the United
States and the Tnited Kingdom made a concerbted effort to
reach agreement with the Irmnian Goverrnment with respect
to the oil controversy. This effort culminated in the U.S.-
U.K. proposals of February 20, 1953 which provided for (a)
determination through the International Court of Justilce
of compensation due the AIOC "for the logs of its enterprise
in Iran' and of the validity of Iranian elaims against the
ATIOC} (b) the establishment of a markebing orgenization of
an international character to purchase Iranlan oil; and
(c¢) the purchase by the Unlted Stabes Government, immedietely
following agreement upon methods for determining compensation,
of %135,000,000 worth of oil and oil products. Thése proposals’
were rejected by Prime Minlster ﬁosadeq on March 20, 1953,
Subsequently, on May 28,-Mosadeq wrote President Bilsenhower

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

in the way of sale of Iranlan oil can be removed, and thatb

TOP SECRET if
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if the Amerlcan Governmenfzi; not sble to e ffect a removal
of guch obstacles, 1t can render effecbhblve economic assistance
to engble Iran to ubtilize her other resources." This commu~
nlcation was answered by Presldent Elsenhower who explained
why, In the circumstances, the Govermment of the Unlted Stabes
18 not presently in a positlon to extend more aid to Iren omw
to purchase Iranian oil., It was observed, among other matters,
that 1t would not be fair 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 access
to funds derived from the sale ofuits oil and oll produects

1f 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 Kingdom

madei}qjextremely reasonable and fair proposals to Mosadeq
to gsolve the oll controversy. These proposals providsd for
arbitration in the ICJ of the claims of both parties but were
worded in such a way that Iren would nob have been saddled

wlth an imposgsible debt. They also made 1% possible for an

TOP SECRET international
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international marketing compény to be formed, conslsting
of British, Dubeh, and #merican compenies, which would pur-
chase and sell Iranlen oil. The proposals also provided for
an advance of $1%3,000,000 by the Unlted StatesGovemment to

Iran against future oll deliveries. This sum would have

provided immediate financisl relief tothe Iranian Goverrnment.
They a 1so provided that 25% of the gross 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 whh
great d 1fficulty that the United Kingdom was persuaded to
agree in all details of these proposals. Both in the past
| and 1n the future the lengths to which the United Kingdom
mey go 1n agreeing to an oll settlement are limited by reactlons

in England and in the Middle Bast. If the teyms of an oll

agreement with Iran appeared to be too liberal, the Conser-
vative Government in London would subject itself to atrong
polltical opposition. Furthermore, capitula tion to Irsn
would probably affect the relatiénship between British oill
companies and other Middle Eastern oil producing countries

such as Iraq, The Iranian Goverument rejected the Fébruary

proposala
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proposald largely for polipiéal reasonds Mosadeq and natlon=-
alization of British oil, including the question of compensaw
tion, have become synongmous to such an extent that, unless the
settlement were clearly favorable to Iran, Mosadeq would notb
be sble to come bto an agreement., Furthermare, the non=-

setblement of the dispubte provides Mosadeq with a means whereby

he can appeal to Iranians on politieal grounds and continue

to coulit on thelr support.

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

On various occaslons during the past two years, reference
has been made to the possibllity of a lump=-sum settlement
between the United Kingdom and Iran. Although Prime Minilster
Mosadeq has from time to tlme vaguely mentioned the poasim
bllity of agreement on compensatlion by this means, the United
Kingdom 1ls firmly opposed. The reasons for U,K, oppositlon
are: (1) The essence of the Tpuman-churchill proposals of
Augusf 1962 was the ?rior acceﬁtance of the prineiples of com-~
pensation awarded through impartial arbitration., To abandon
this prineciple, following years of negotliatlion with the Iranian

Government In terms of arbltration would undermine any possi-

billty that Mosadeq would come around to arbitration and would

set
TOP_SEGRET
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set an undesirable precedegﬁ'in the event other Middle Hastern
countrles were tempted unllaterally to cancel exlating oll
concessions; (2) "The sbandomment of impartial arbitration
would sgt in train a procesg of bargaining invelving claims
and counterclalms which would lead to no result and pould
probably worsen relations bebtween the United Kingdom and
Iran, prejudlcing possible FPuture negotiations, As late as
March 1953 the British Foreign Secretary rebirated to the
Department that the United Kingdom would be unwilling to
conalder or to discuss a lump-sum settlement with Prine

Minlster Mosadege In any event, even 1f the United Kingdom

- Government were willing to discuss a lump-sum settlement

with Iran, 1t seems likely that Mosadeq would eventually
reject 1t for the seme reasons that he finally refused to
refer the compensation question to the ICJ.

2) Moratoriums

On various oceasions during the past two years, roference
has also been made to other means of settlement of the oil
dispute, including the possibility of a "moratorium," that is

-

a setting aslde of the question of compensatlon for a period

of time,
TOP SECRET
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of time, eéupled with:the,g%ﬁultgneous arrangements to produce
and market Llranlan oil. Although this possibility is appeale
ing in that 1t would temporarlly remove the maln duestion from
the area of conflict and would permit the receipt by Iran of
revenue from its -0oll resources, it 1s exbremely doubtful 1f
the Unlted Kingdom would be willing bo proceed on thls basis
becanse 1t would mean that ths compensation questlon would
probably be deferred indefinitely. Basically, 1t would subject
the United Kingdom Govermment to strong political criticlem
at home and might affect the status of other oll concessions
in the Middle East.

L
3) Purchase by U,S8, of U,K. Equlty 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 equlty in the AIOC interests in Iran inthe
bellef that the Unlted States could thersafter, unhampered
by previous negotiatlons, make a settlement with Ivan., Although
1t 18 posslble that the substlitubtion of the United States for
the United Kingdom would simplify and might ease negotlations

with Iran, the same political reasons which motivated Mosadeq

in rejecting

TOP 3ECRET
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in rejecting the February Bfoposéls would also apply to future
United States proposals, Furthermore, the Unlted Kingdom
would probably refuse such en offer from the United States
because 1t would be damsging to their politieal sbanding at
home, theilr prestige in the Middle FEast, and the possibility
of a sebttlement with some future Iranian Govermment favorable
to the United Kingdom.,

SALE OF IRANIAN OIL:

Following the nationalization of the ATIOC in March 1951,
the Iranlan Government has mede several efforts independently
to market exleting stocks of Irantan refined produets and
crude oll., Sales have}ﬁggg to such countries as Italy and
depen in small quatities. In each cese the AIOC brought
sﬁit in the courts of the respective countries and in each
case the courts upheld the title of the NIOG. It would
loglcally seem to follow that the Irmilan Goverrment or the

NIOC would be sble to sell further mmbibles of oil, This
has not, however, been the case. The reason for non~purchease
of Iranian oil by independent oil companies has probably been

because of price factors and because these companlies would

theredby
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thereby prejudice thelr re;ﬁ%ionghips with and purchases
from the British, Duteh, and American oil companles. It
has been said that the Unlted Stabtes Governmenbt has dis-
couraged the free world purchase of Iranlan oll. The record
indlcates, however, that thg Unlted States Government has
riel ther encouraged nor discouraged the purchase of Iranlan
oil but has indicated 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 ungertainty, would seem to indiw
cate that the purchase of Iranlan oll 1s not sufficlently
advantageous from a commerclal point of view,.

RECENT DEVELOPMENT s

During recent weeks there have been hints and indlcae-
tions through the Iranisn Ambassador in Washington that Prime
Minister Mosadeq was interested in the poasibility of a
settlement of the question of compensation along the lines
of the aprvengement reached bebtween Mexico and the United

Kingdom

TOP SECRET
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Kingdom in 1947. As Mosgd?g*s interest was not expressed .
offlicially to either the United Klngdom or the United States
Govermnments, it is not clear whether Mosadeq's inbterest is
genuine or merely for some polltlcal advantage which HMosadeq
hopes to achleve inbernationelly or in Iran. On general
principles, 1t would be desirasble to investigate the extent
of Mosadeq's interest and the possiblllity of a sebttlement
of the question of compensation along the lines of the Mexlcan-
United Kingdom arrangement. In vlew of the fact that the
Iranian Ambassador made knogn Mosadeq's Ilnterest to an unof=-
ficlal Americsn, it would be possible to conduct the investi-
gation through him or directly with Prime Minlster Mosadeq
in fran. It 1s believed, however, that 1t would be desirable
flrst to discuss Mosadeq's recent epproach with the United
Kingdom Government to obtain their reaction and approval

because, in the final analysis, acceptance of such a proposal
rests with it,.

CONCLUSIONS s

1) TIren will be governed Ffor +the f oresesable f ubure
by Mosadeq or a successor who will pursue generally simllar

pollicies,

2) TIran
TOP SECRET
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2) Irvan seems able fgf’thq time being to functlon
sconomlically and finencially without income from its oll
resources.

3) The U.K. will continue for the foreseeable fubure
to be unwilling to settle the oll dispube on terms which
would cause strong political criticlsm in England or would
upset exilsting oll concesslons with the Middle Hastern
countriea,

4) The Unibted States should contlnue for the fore-
seeable fubure to maintaln a friendly and firm position in
relation with both Iran aﬁd the U.K., with the objective, in

a changing International situation and a loecal situatlion in
Iran, of bringlng bobth together on the terms of an oil
settloment.

RECOMMENDATIONS

In the light of the foregolng developments, it is
recommended that the following steps be taken at the present
times

1) Consultation with the United Kingdom Govermment to
determine 1ts current appraisgal of the politleal and economlc

gsituation in Irang
2) Purther
TOP SECRET
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2)  Further explorat:{‘o‘r; with the U,K. Goverament of
the posaibllities of a settlement of the oll dilspute by
the following means:
a) Arbitratlon
b) ILump-sum sebbtlement;
¢) Moratoriumj

d}  Purchase by U.3, of U.K. equity in AIOC

3) Tn theevent the United Kingdom Govermment 1s

unwilling to take any of the steps envisaged under 2) sbove,

agreement by the Unlted Kingdom CGovermment that an unofficial

American proceed to a scertaln whether Mosadeq is genuilnely

Interested in a settlement along the lines of the Mexican

proposgal.,
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It has seemed to the Embassy that it is vital for the Zahed:i; Go{rernment ST
adopt a planned program of public information:-cmcerning the situation of the”

international oil industry, the position of Iran therein, and to be able to "J O 3

relate the present American' emergency financial aid-to the nesd for a prompt i} Y

settlement of the oil dispute with Great Britaine. Certain suggestions and- PLOH ey 12

posals are being uelaborated Jjointly by the Embassy and USIA which could be N Bk s
helpful ‘to the Zahedi Governmen’c, which has asked for such suggestlons in bhe > o)
informational campaz.gn upon which it is embarking. Py 0
: ! { i [ 1 :

After some thought on the subject the Embassy believes it would be ex‘bremra]y?,}_f
useful for a publication well knovm in Irvan to carry either an editorial or an  «
articld which .would cover the points mentioned above and which could be utilized ..
to very good dffect in Iran. The Embagsy thereforée has drafted the attached ' oats
statement entitled "Dilemma in Iran® which it would like to suggest to the De~
partment could be utilized as soon as possible as the basis ‘for an Jeditorial on .y
article in either one of the three American publications having most,lnfluence 3

in Iran; namely, New York Times, Time Magazine and Newsweeke In. {va.ew of. the . {1

articlefs length, it might possibly be most advantageously used in: the Sunclaf
BEditorial Supplement of the New York Timese : o
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Of the sectors of the world giving headachesgs to our country's po‘licy-.

makers few are as conspicuous as Iran. Wily Dr. Mosadeq, who nationalized
the Iranian oil industry, expelled British oil interests and broke|relations'

with Greal Britain, before his overthrow nearly three months ago, attempted ' :'

a policy of open blackmail againgst the free world. He took the position that

there was no alternative to his regime except commmism; that the United States,

therefore, must decide whether or not: (1) his regime because of lack of funds
was to fall and be replaced by a communist regime or (2) the United Sta.tes ¢ [, :
. would support his regime flnancially over an indefinite period of Lime. P ']

. ‘ ! ’l , -

By taking such a position he placed our Government in a dilerma. - On one ,

hand the taking over by Iran of communist would represent a serious threat o' i
world peace; on the, other hand the American tax-ridden public would certainly t
net tolerate the indefinite extension of Amerdoan finanelal supporb bto.a governs |
ment which, if it desived, eould immediabely obtain the funds ﬂeceésary for 1L<~
maintenance from the utn.l:_zatlon of its own national resources. ‘

i

]
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The American Governmeunt.abttempted to solve this da.ff:u.cult problem: by Lr;y‘-»
ing to persuade the two parties concerned to reach an agreament withregard to'!
Iranian oil which on the one hand would assure the integrity of Iran,and on the
other wonld be in accord with principles of international jntercourse which i
must be preserved if a free world is to survive. Dr. Mosadeq, unfartwnately, '
refused to enter into such an agreement and continued as a right to demand
American a‘.‘:l.nanc:r.al asgistance in lieu of oil income. o 1 b 3

1
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; .

'
When repreﬁentatnfes of {he free world would point out to Dr. Mosadeq that
he was lbad:mg Tian in the divection of communism, he was accustomed *bo reply, :
"So much the worse for you." ” ) ; | 1 e

— M . W

Like politicians in other countries who bear great respor{sz.blltlty'i‘or‘ the

loss of the independence of their people, Mosadeq seemed to believe that he
.i could cooperate with the communists to hls own advantage and that whenever he
' desired, that cooperation could come to an end. He permitted the communist
elements in Iran considerable latitude in stimulating hatreds between various
groups of Iranians and in stirring up hostility against the countries of the |
free world. In the latber days of Mosadeq's regime it would appear, that it was
being transformed inte a wehicle in which the communists would be able to hitch~
hike into power, By the early part of last August it had become clear that. '
instead of Mosadeq using the cormunists for his purposes, they, wereiusmg h:m
for their purposes. ' l D S

When the Iraman people finally realized the situation, under the leadér-'
ship of those loyal to the Shah and to Iranian 1ns‘cd.tut10ns, ‘the forces opposed
' to alliance with or domination by the commnists arose in wrath 4nd!  enforced
the firman of the Shah replacing Mosadeq by Zahedi. Thereafter the:United States,

. A
! I
. : i




P
B A L T R A U I VU

__of SECURELE-TNEO M I EON—

. l‘ 1
’ i : '
awvare of the chaotic financial and economic situation which CGenersal: Zahedi ine

. :
) i 41 SR
‘ ] :' N I
’ ' © .
. ' 13
/l.wu

, + Desp. No CPN[E@]IN"TIAL ' Bncl. No._ 1 4! o
. Frnfr:_ . { Classification) Desp. N"-«ZQ)-L—: 1,

From Tﬂh‘f’"‘lﬂ - i i

herited and which in great msasure had been concealed from the Iranian peopls,
decided to allocate on an emergency basls the sum of $45,000,000 to help Iran -
with its serious immediate problems.. This emergency aid has given the Zahedi..
regime a breathing spell in which to consider sensible poss:.bn.litlee for !
attaining a settlement of the oil problem, which would result in the resump- -
tion of the flow of substanbial duantities of Iranie.n oll inbo the worlcl L
marke'bso ) } l Z : l H 1
1 E Lot
The. problems which Mosadeq has left for the new government in Irjan to solve
are numerous and difficult. Not only is the treaswry empty and the budget out
of balance, but the property of the state which Mosadeq's Covernment failed to
kaop in repalr is in a deplordble conditions The upkesp of the railways for
instance has been neglected. Tt is only with diffieulty, therefore, that on
gome of the trunk lines trains are able to move at half their normal speed.
Roads have fallen into disrepair. Public buildings are leaking and in ‘some . :
instances crumbling. The great Abadan refinery which in 1951 was refining mor-et
oil than all the other refineries of Europe, Asia and Africa combine d has been :
idle for more than two years. Many thousands of its employees as well as eme
ployees of the oil fields themselves are still unemployed. In order to minimize
discontent the Govermment has been paying their salsaries from its budgebt. Iran,
which was once one of the world's great exporters of oil, has lost its oil mar-
kets. Iranian oil has been replaced by oll from other Middle Eastern comtbries,
who have taken advantage of th# presence of effective and exper::.enced oil pro--.
duction and distribution organﬂ.zations to increase their productlon by leaps
and bounds. Si:m.larly,; many reflnerles in Furope and Asia have replaced the .
refinery at Abadans One of the most difficult problems for the newiGovemment :
of Iran is that of finding ways and means of restoring Iran:n.an oil exportso o ii
With the advent of the Zahedi Government, there was the prospect oi‘ 8. more
sensible and sober Iranian approach to the problem of the production and dis-: -

tribution of its great oil resources. Nevertheless from news reports being .  .i-

received from Tehran it appears that the familiar difficulbty of obtaining speedy
concrete action remains. The $45,000,000 which our CGovernment. contrived m.th :
gome difficulty in obtaining from its wnallocated foreign assistance funds, |
will be exhausted within a few months in an effort to maintain the ceuntry's

budget and economy on an even keel. Combined with this is the news: that certel'n :

demagog:.c self~styled nationalists, who have no understanding or apparent in- i

terest in the camplexities of the extrac'blon, refining and distribution of, o:n.l,; '

are beginning to eriticize the Zahedi regime's first hesitant stepsitcward
gsolving a problem which literally embodies the life=blood of Iran. ] f poob

vy i

It is our understanding that American officials in Washlng’son and Tehran o
are seriously concerned because S0 many public spilrited and pe.tr:;.otic Iranian '[
citizens d not seem to have a full sppreciation of the'time factdr W:Lth which
Iran is confronteds There seems to be a failure on the part of many of ‘then

to realize how necessary it is for them to stand behind ‘their Government in a]
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: ‘ determn.ned attempt to solve the most important problems of the countr,;' before ;-
! the emargency aid which the United States has extended to Iran:is exhausteds
There seems to be a lack of understanding that although the American peopls . .
| have a deep interest in the welfare of the Tranian people and are arnxious 'i:haL' A
: Iran maintain its independence, they would however object to the extension by :
; the American Government of additional aid to Iran unless Iran displays a w:.ll- .
: ingness to enter into a mutually fair and reasonable agreement which would, * '
make it possible for the Iranian Government again to derive revenues from , ; - :_,
Tranian oils It is hoped that the Iranian people as a whole will réalize thab
B only through a speedy settlement of the oil problem will the country have , v , !
stability and agaln move along ‘the road towards prosperity. | J AT
SR T
If the Iranian public couid once understand how their country was belng T
bypassed in the economic development of the Middle East, that the world: does’
not need Iranian crude or refined oil resources to the extent of paying speclal
benefits for them, and that its friend the United States and its other well- | ..
wishers would hardly be in a position to help Iran further in the absence of | |
evidence that Iran was not doing all possible to help itself, a great;and in- ., ..
. dispansable stap would have been taken towarcl resolving tha dilenmla of Trans
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