L o o IEE??: (7))

Core o -

. o l T ALLZASALLI TO FAREION NATIC“!—\L_‘)MF‘S DAPARTMINTS ONLY
HOT RELEASASLI 7O CONTRACTORS CN CONTRACTORCONSULTANTS
o] ] IMINATlON AMD EXTRACTION QF INVORMATION COMTNGLLIO
{ BY ORIGINATOR

—
THE FUTURE QF IRAM: -
T oeT v IHP*IFATIONS rOR THE US
e o .

- /;-/;7 - 73\ ; :
sie o~ TS =l Summars ‘
gUReRY- br- L 4 . %) === :
MTELLSENCE Iran-is—tikely to remain stable under the !

HILLe Shah's leadership over the next several ysars, |
A0 BESERARCH and committed to its relationship with the US as '

long as the Shah rules. The prospecis are good
that Iran will have relatively clear sailing
until at least the mid-1380s, when oil produc-
tion will probably slow and when the Shah savs he
will step aside in favor of the Crown Prince.

~-Iran's patterns of leadership and decision-
making, its policies on key issues, and its
tactics in our=u1ng its obJectlves probably
will continue in the familiar mold.

-~The Shah, who has beccme increasingly self-
confident over the past decade, will become
less amenable to advice £rom the US or €from
his domestic counselors.

--Economically, Iran's development program is
getting back on track after the slump in oil
iiftings that began a year ago, but port
congestion, transportation 1nadequac1es, low
agricultural production, shortages of skilled
manpower, etc., will ccntinue to hamper
economic development.

Certain Iranian policies and various aspects
of the development process may pose problems for
US policymakers:

~-Those who are worried about human rights may
prorose maklng a change in Iranian practices
an igsue  in the US-Iran relationship.
- =-Those who are concerned about arms sales
- ... . mAYy.pnint to th2 amonnts Iran is spending
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on arms and to the def’

iciencies in Tehran'=s maraceme:nt
of its econcmic develozment. They can be =2xpectead %o
argue that the U8 should restrict its arms salas in
order to prevent a édiversicn of funds from economic
development in a way that would cause esconomic, social,

and political instability.

--Those who are anxious about stability in the Middle
East may argue that Iran's powaer i estabilizing
in the long run.

These concerns give rise to the follcwing cuestions:

--Against the possibility of a detericraticn in the US-
Iran relationship, what range of foreiyn policy options
does Iran have?

--How susceptible to US influence will Iran te in coming
years?
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The Stability of the Regime

The undercurrent of terrorist violence notwithstanding,
the Shah rules Iran free from serious domestic thrzat. At
age 57, in fine health, and protected by an elaborate secur- .
ity apparatus, the Shah has an excellent chance to rule for
a dozen or more years, at which time he has indicated that
the Crown Prince would assume the throne. His military estab-
lishment and internal security apparatus (SAVAX) continue
to operate effectively under his close personal supervision.

Neither seems likely to challenge him, although the Shah's

intimates, who have held key positions in these organiza-
tions for 30 years, are likely to depart for reasons of
nealth, age, and fatigue by the early 1980s.

Military Support. The Shah personally selects and
rewarcds the higher-ranking officers, giving the armed forces
privileges designed to keep them content and to maintain
their loyalty. .

--Military salaries since 1975 have been 20 percent
higher than comparable civil service rates.

~~Top nmilitary offiecers continue to profit from their
official positions, and only the most extreme cases
of corruption are singled out for punishment.

~-All service grades enjoy perguisites (housing, clubs,
discount stores) that cushion them against the infla-
tionary pinch.

In addition, the Shan keeps the military content by ensuring
that they have large quantities of late-model equipment.

Purthermore, the military sstablishment is subjected
to political indoctrination and close attention from the
security organizations. As a resuli, the officer corps is

.only minimally involved in politics and has little sympathy

with subversive groups.

Despite these measures, the loyalty of the armed
forces may become questionable if discontent among the
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the effectiveness of the security apparatus, but it

also reflects the enormous stake of the senicr commanders
in the present sysuem from which their parquisites

royal control over 35AVAK
relations
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the Shah's need to see how officers perform over an
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Gowonents of the Reqgime. BSAVAK has driven political
cppcsiticn underground. The urban ‘errcristi moverent
remains more an Lr:;tant thar a serious challenge to th
Siah; its organizers puraortedly believe that only a holding
acticn is possisle, gi ven the passivity of the masses and
the loyalty of senior oZficials to the Shan. SAVAX reports
that some guerrillas have decided to relocate to EZurope
because it is too costly for them to operate at hore.

Y¥onethelass, some small extremi.t gfoups in Iran are
likely o continue their attacks on the Shah's regime. 7To
this end, they will persist in assassination efforts a;alns;
Americans {who were described as the Shah's "masters" in one
document discovered in the aftsrmath of the assassination
of the three Rockwell Company employees last August). The

xilling of American civilians and their dependents cculd
have a major lmpact on Iran's economic zind military develop-

ment if it convinces many US technicians to leave and others
not to ccme to Iran.

Despite SAVAK's successes against them in recenz months,
the two principal terrorist groups remain tightly knit,
determined and capable of isolated strikes upon individuals
Or small groups. The Iranian security forcas, however, are
improving with time, and it is not llKe;] that the terrorists

.will be able to mount ovperations that ser*ously threaten the

regime.

Beyond the terrorist fringe, there is other opposition
as well. Among the intelligentsia, the professional middle
class, and the religious conservatives, dissatisfaction is
Zfelt over the Shah's arms purchases and over the effects of
a "top~down” program of modernization on traditional wvalues
and on what many think are Iran's most pressing needs. A -
substantial preportion tacitly withholds ultimate allegiance
to the regime, Lollow1ng the age-old Shi‘a doctrine of dis-
simulation in the face of superior force. In this tradition,

- Iranians as a whole feel that violancz should be used only

as a last resort and that it is better to tolerate -unsatis-
factory conditions in the belief that "this too will pass.,"
Thus, ccooeiticn to the regime is more & state of mind than
a readincss to Foc.

iluman Rishts and Internal Secu-ity. The Shah's
regime frequently is accused’abroad of violating human

[N . s .1
»

SECRET,NCT RELEASAPLD T3 FOREIGN NAT SONALS/NFIE

DEPARTHENTS OWLY/NOT RELEMASABLE [0 CUNTRACTORS

OR CONTRACTOR-CONSULTANTS/DISSEMINATION AND
EXTRACTION OF INFORMATIGN CONTROLLED BY ORIGINATOR

- .
- -
. -

qsat
X B L N
v

ve wwe




taoee
(XN
DN
Y XN
*
.

[&7]
[82]
(9]
o
)]
)

rights., There is some evidence that these criticizms

are valid, but the Shah, who considers the subject nobody's
business but his, admits only those "practices common %o
Western nations" and justifies his attitude by asking:

"Do the people getting killed by terrcrizsts have
no rights? Are we not protecting human rights
by preventing innccent people from getting killed?"

Moreover, Persians have experienced authoritarian rule
for millennia, and the Shah's tactics have not exceeded
traditional bounds. Faced with the choice of introducing
an alien and potentially unstable democratic system or of
holding the line against politjical liberalization, the
Shah has heen convinced for a decade that a strong
monarchy is the only guarantee of stability and of rapid
sconomic development. OFf course, the Shah's future dilemma
is that as living ctandards Improve and as increasing
aumbers of I[ranians go abroad for work or study, more pres-
sure will be generated on the regime to sharc powexr with
the newly educated and. recently afiluent.

) Since the Shah's firm approach has workad thus far to
stabilize the monarchy, it would be difficult to persuade
him to change his practices. 1In fact, the Shah would
regard US pressure to ease up on the opposition as a thinly
veiled attack on his throne. 1Inasmuch as the 5hah has an
abiding belief in the efficacy of his security techniques
and worries considerably about his ability to guarantee the
succession of his l6-year-old son, he is not likely to be
amenable to suggestions that he restrain his security services.

A Successor Reginme

Because Iran's political structure is, in effect, the
projection of one man, the provision for a smooth transfer
of power is Iran's crucial long-range problem. In the past
year, the Shah has tackled the succession gquestion by:

~~hastening the grooming of the Crown Prince (he was
sent on well-publicized visits to Egypt and the USSR);

~—-axpressing publicly on several occasions his confidence
in the intelligence of the Crown Prince;
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smoothly functioning institutions with a strong chain
of command that could survive the transfer of power:
and ’ ‘

--kaving the Queen, who wouid be Regenc until the Crown
Prince is 23, undertake an active role in public affairs.

Several years ago the Shah spoke of "fixing things so
that at least the Crown Prince will d¢ no harm,” and, in
February 1975, he replaced the existing political parties
with the Rastakhiz, a national party which orobably will

'serve as a mechanism to communicate policy guidance from the

central government tc the public and to mobilize the populace
in support of the regime. This effort, howaver, is viewed
somewhat cynically by Iranians, who doubt that the Shah
intends to give the new party any significant authority and
who see it largely as a means for the politically ambitious
to come tc the Shah's attention.

There is a widespread belief in Iran that the Shah's
autocratic style cannot- survive his death or abdication.
His personality probably will not allow him to  transfer any
real authority to his son while he is still on the scene.
Thus, it will be difficult for the Crown Prince to gain the

stature and experience necessary to maintain the present
system of rule, ‘

RN Q-
- LR R e | This pessimism raflects
their judgment that pressure f®% political modernization
can be gxpected tc mount as the Shah prepares to relinguish
power. In their view, when he departs, prosperity mav not
compensate for the absence of institutions that would per-~
mit the participaticn of larger numbers of the elite in the
decisionmakiry process. This erosion of the authoritv of
the regime, according to the 0ld Guard, would constitute a
serious degradaticn of their privileged position and usher
in a period of increasing instability.
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Prosperity Holds thes Kay

Th Shah iz cen-“dent on o0il ruzv
and in trialize Iran's traditional
ievelopment znd a rising standard of iiving are hiz prin-
cipal means % assuring continued sta 11;.y and, ulti-
matz2ly, the regime's survival., Siance 1973-74, Iran has
had at its disposal $20-22 billion /earlj in o€l inceome——
sufiicient, with vroper management, for :the Shah's
ambitious projrams Zcr economic devalopment and military
modernization. Revenues of at least this magnitude in
real terms are likely to continue until the late 1330's
before declining with the drawing down of Iran's oil
reserves, unless there are increaseg in 0il prizes suf-
ficient to onffset future drops in precduction. Estimates
of Iran's oil wealth, however, adnlttedly are shaky since
Iranian oil rasserves are among the world's most structurally
complex and the per-barrel price of cil in co ﬂvng years has
jet to te decernmined. In any case, extensive seismic work
has unccvered no new ‘lelds or nrom;s;ng structures since
the mid-1960's.

nues to modernize
conomy. Econcmic
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iran's econony is developing impressively. 2ven
before the 1973 oil-price hike, the GNP was growing at
an average rate of ll percent. 0il has been the mainstay
of this growth. But oil aside, the outlonk is favorable,
though not good enough to meet the expectations generated
by current levels of revenue. Iran has:

--considerable agricultural potential:

--good prosvects for developing copper and other
" mineral resources;

--immense reserves of natural gas; and

-—-a base for heavy industry that has the potential
for rapid expansion (notwlthstandlna tha sho*tage
cf skilled labor)

In the past two years, rowever, the rate of growth
of Iran's economy has slowed significantlv because of
the rapid expansion of imports, the failure of oil
revaenues to keep paca with the cost of imported goods,
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d infrastructure bottlenecks (port congestinsn, shortages
cf skilled labor). Last year, the non-oil sector crew at
a rate of 13 psrcent, slightly abec 2 the leval of the
Drevious two vears. On the other hard, thsz oil sector in
1275 (still about 50 percent of GNP) experienced a nega-
tive rate of growth-~down 1l percent over the level of

the orevious year. As a result, the overall rise in real
GNP was only about 3 percent, a drastic dacline Zrom the
42-percent increase reccrded in 1974.

Sl 1)

Shertfalls in anticipated oil reverues are c¢reating
budgetary difficulties for the Iranian Sovernment. The
budget for the current fiscal year (Maxzch 1976-77) calls
for $45 billion in expenditures. As revenues for the
year are falling considerably under this figure, borrowing
on the order of at least $2 billion will be required to
keep programs on schedule. The. government has already had

- t0 scale down its plans somewhat in order to keep the level

of debt manageable. Prime Minister Hoveyda has rationalized
this process by describing the economy as entering a
"crnising speed" era, phasing down from its previous uncon-
trolled accelezration.

In disciplining the 2conomy, the regime has introduced
measures which, if actually carried out, suggest better
control over long~term spending. It has:

--approved a budget that relies on hiéher tax rates
and more rigcrous collection (tax revenues in 1975
were only 9 wvercent of the budget);

~-continued the campaign against inflation, profiteering,
and corruption;

~=-strung out payments under pravious contracts and cut
back its aid programs to other countries.

On the other hand, the slowing of the rate of economic
growth~~blamed by Iranians on Western oil companies--has
also encouraged Iran's proclivity to make Western nations
the scapegoats for its failures. The Iranian Government has:

—=~become more sensitive to exploitation by foreign
suppliers, saying that it "is through being hustied
by sconomic carpetbaggers”; .
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--steppad up its demands on Francse,
other trade partners to accept gr=ater amount
-3

of
non-oil exports from Iran; and
~—-2greed to co-sponscr Pakistan's preorasal fos a
Third World summit on =2c¢csnomic coscperaiinn, as a
way of indicating its disenchantmenz with the
industrialized world.
The US, in particular, has been singlad out by the

regime for having ignored the lesscns of the energy crisis
ané¢ for blocking progress at the Paris conference on the
New International Economic Crder.

Economic Problems

Despite its rapid rate of growth and vast oil revenus
Iran faces potentially serious economic problems:

[
-
~

~=-3 widening disparity in urban and rural incomes,
with farmers earning, on the average, less than
$200 in annual per capita income {little more than
one~tenth of the average income of city dwellers):

~~-lagging agricultural production, with the gap ketween
the demand for food and its procduction widening at
the rate of 6 percent annually;

-~floundering educational prcgrams, with the illiteracy
rate about 66 percent and a critical shortage of
teachers (Iran trains only abcut 1,000 t2achers per
vear, far short of the number needed fcr a popula-
tion of 34,000,000, which already has a massive
shortage of skilled manpower); and

--rampant corruption and profiteering. The recent
anti-corruption campaign has left most of the new
rich untouched but has -driven several billions of
capital out of the country and reduced the already.
low propensity of the wealthy to invest in Iran:
the new prosperity, furthermcre, has resulted in
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conspilcuous consumption ‘hy the wealthier classes,
thereby increasing the gap between the urban rich
and the Z million bcor who live in slums on the
south side of Tehran.

1

The present regime doss not seem capablie of effective .

planning. The highly centralized decisionmaking process
works well in implementing programs of action in fast-
moving situations, but it performs less well when dealing
with complex programs which make conflicting deménds on
increasingly limited resources or which necessitate long-
range planning. The weakness in the planning process is
illustrated by the government's failure to anticipate that
enormously increased imports would iead %o port congestion.
As a result, . goods pile up and deteriorate or are lost in
transit; surcharges and cargo demurrage c¢ost Iran an
estimated $1 billion in 1975.

Theare seems scant likelihcod that plapning will
improve since:

--Iranian officials avoid taking initiatives in the
expectation that .the Shah will provide all policy
guidance. S

--The concentration of authority and responsibility at
the top m=2ans that the bureaucracy takes action only
wh2n royal attention is focussed on a particular
subject. The "spotlignt effect” results in frantic
efforts on matters which are important to the Shah
at the moment, while yesterday's pricrity languishes.

--The Shah operates with a very small group of trusted
decisionmakers, such as Finance Minister Ansary and
Rastakhiz Party head amouzegar, who are overburdened
and forced to make decisions on many econemic matters
without adequate study.

~~Very few officials consistently can give the Shah
bad news and maintain their influence. As a result,
shortcomings tend to be concealed.
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Anothar problem 1z tha gaaeral absznce nf a sense
of dedication or a work ethic amcng the Iranian elite.
Easy ©il money has created the imprasssicn that "progress
is inevitcble." Lack of goverament self-discicline is 2
cerollary. The regime tends to use its money for the zcortis
0f development projects that promise a guick return rather

than tuilding the institutionz that, over the longer term,
would incrazase the sense of participation thus permit
a lesseniny of the cynicism bred by centur of auto-
cratic rvle. While the Shah is aware of these problems
and often addresses them in ais spesches, his exhortations
seem to have fallen on deaf ears,

>3
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Implicationa for the Political Process

Despita its undeniable benefits, economic development
will over time create political problems Zor the regime.
The regime cannot afford an appreciakle slsowing of the
rate at which the standard of living is rising. Yet the
gzp between promise and fuifillment already is widening.
And it will be almost impossible for the regime to meet
the rising expuctations of the political elite.

Competition for scarce resources petween two favored
groupg-—-the military establishment and the technocrats,
both of whcm have been favored by the regime and whosa
loyalty is reinforced by coctly priwvileges--will become
more acute., Military hardware prices are rising faster
than Tran's oil income. The security fcrces, as well,
have an interest in the allccation of rescurces and are
not likaly to remain outside this competition. '

The growing numbers of educated Iranians produced by
development programs will add to pressures within the
system for a broader sharing of political power. Student
unrest is endemic--and growing. Unlike the reformers of
the Mossadeq era, who were satisfied merely to participate
in the process of economic dzvelopment, the newer genera-
tion of aspiringelite is not likely to accept permanent
exclusion from the decisionmaking process.

As a master political sErateqist, the Shah will seek
new ways to head off these dangers. Indeed, as long as he
is in charge, his regime is likely to stay ahead of demands

»
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for pelitical participaticn. His successors, howevor,
undoubtedly will pe harder pressed to meet the mountirc
preéssures within the system. Prosgerity will not
necessarily guarantee a smecth transition %o new rulers.

Foreign Affairs

Iranian foreign policy is the Shah's special pre-
serve; in this field, he makes every major and many
minor decisions, generally on his own. This means that
the royal prestige is on the line in every important
issue and that the 3hah's personality traits have maximunm
scope for expression. v '

Despite his increasing self-assurance, the 5hah
worries about threats to the sovereignty of his nation,
which he regards as an extension of nimself. He also
is concerned about the will and resolve of “he Us, his
major forsign supporter. iHe is frustrated by Iran's
continuing dependence on outside support for his pregrams
and by criticism in the US of his regime. Simultaneously,
he stresses the need for greater self-reliance and self-
discipline. Thus, on August 11, 1976, Tehran's con-

. trolled newspapers carried both these headlines: "US

Arms Cut Won't Huri Iran" and "Free World Cannot Afford
To Lose Iran. ™ ’

Regional Aspirations. The Shah, over the past
several years and especially since the British withdrawal
from the Gulf, has been trying to use his growing military
power to assert Iran's interests in the region. He is
boidly seeking to establish Iran as a dynamic force willing
to arbitrate disputes and guarantee regional borders. In
the last two years, the Shah has:

--settled his major problems with Irag--the Kurds
and the Shatt al~Arab dispute--in March 1975 and
maintained a conciliatory stance and correct rela-
tions thereafter despite continuing fdzo0logical
differences;
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~=-labored kehind the scenes o reiucs Faxistan/
Afgranistan friction; and
--pursued initiatives for = Gulf Securizy Bact agains:
the Icotdragging of the Arab Gull sta=n=z.
on regicnal mattars, :the Shaih nas demonstrated 2
tclarance Zor aetnacxs and Srustraticns, while persisting
in khiz vasic aim of assuring rsgional stab:ilizy through
iraniar. military strength and workable relations with his
naignhsors, *ncludwng the UGESR.
DCespite Iran's intentisn to play 2 leadership rols
in the 3ulf and secure the wil lLznes, it confrcnts many
restraints on its ability to apply power in the Galf.

These include, for exawple:

--the Arab nature of the socuthern shor as cf tha Gulf,
which means that Iranian military action there in
pursuit of Iran's own objectives would incur the enxzity
of the entire Arab world and invite violant oprosi-
tion Erom I*ac and conceivably from Saud’ Arabia as

well; -~

--Iranian vulnerability %o 2 43SR respconse Zollowing
a unilateral Iranian move against one of its GulZ
neighbore;

--recognition that seizing oil wells and storage com-
plexes is not an easy task and that Iran's own petroleum
industry would be highly vulnerable to ccunterattack;

--the stability of the Gulf states; and

--uncertainty about the battle-worthiness of it
untested army.

Global Decisicns. #Mindful of history, the Shah sees
the Soviet Union as his principal =nemy. But he regards
it as presenting a danger only in the context of a general
Eagt-West confrontation or of a general US retrenchment
overgeas, To sharpen his understanding of the US coimmit-
ment and to learn the extent to which the Scviets will
tolerate his arms buildup and his regional anti-Communist
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leadership, tiie Shan employs a stratagy of conszantly testing
poth the S and the US3R.
After a series of probes of US steadfastness in 1975,
the 3hah has become more confident about the US, althoug sh
his concern about the US Congress has risen shargly. In
lntarVLews in 1976, the Shah expressed the conviction
that "substantial military supcort would be rOr»bCOMlﬂg
from the IS if Iran were invaded.

In 1376, the focus of the Shah's testing appears-to
have shifted to the USSR:

~-—-He strongly rejected Soviet complaints about Iran's
arms buildup and the presence of so many Americans
in Iran, saying that a sovereign power has every
right to arm and defend itself.

--He broke relatigns with Cuba to signal his displeasure
with Communist ‘support of insurgencies in Africa and
Omzn.

~-tle ordered a propaaaﬂda campaign condemning Communist
designs in the uulf anu Soviet support of terrorism.
Monetheless, we anticipate'that thne Shah's concern is likely
to center increasingly on his relations with the US in
coming years, rather than on those with the Soviet Union,
because the US is so heavily involved in his military
and economic programs.

US~Iranian Relations: A Look Ahead

) Heretofore, a mutual concern over Communism and
instability in the Middle East has fostered an extended
period of close relaticns between the US and Iran. On-
his own, the Shah is not likely soon to make a fundamental
or drastic alteration in the relationship, given our
personal relaticnship with him, his measured regional
behavior, and his willingness to "buy American.”

Over the longer run, however, some facets of the
relationship may prove troublesome:
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~-The 45 lis ciosely idencif:ied wizn tne 3hah and wish
SAYVAK, which is his main instrument of scntrol, at
pest, .it wiil take time to astablish 2 similar cela-
ticaship with a roval successor and, at worst, it

may not b= possikle at all if the nature of :the

changes. Hence, when tne Shah leaves the

ne—--many yezrs £rom now in the normal course of

1ts or sarlier if ke should mect assassination--

US mavy lose access to the Iranian governing 2lite
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--If Iran's actions involve interwvention in Arab Guif
states and. if such action were .to embreoil Iran in a
cuarrel with Saudi Arabia, the US could be lef:s
stretchad between allies.

--Purchases of "next generation” arms would reguirs
2normous sums and would jeopardize Iran's develop-
ma2nt program. Yet the failure of this program to
meet national expactations would undercut a basic
pillariof the regime and lead to political unrest,
increase the thresat of subversion, and call into
guestion the loyalty of the securitv forces and
ultimately the value of Iran as an al‘y

--The Shah may become irritated at the questioning in
the US of his mctives and back away &from couoperaticn
in various fields~—-e.g., intelligence cooperaticn,
regional security arrangements, CENTO exercises, sup-
port in international forums for US positions, etc.~--
as a means of "bringing the US to its senses."

A ccnthulng source of difficulty is the Shah's con-
viction that he is the best judge cf Iranian interests
ané chat Iran must not be prevented from playinq its right-
ful role on the ;annr world stage. Stemming f£rom this
attitude s his increasing resistance to guidance from his
friends, including the U3. His concern that Iran eventually
may have to "go it alone" makes him even less responsive
to outside influence.

In these circumstances, the question of oil pricing
will remain a perennial cause of friction. The Shah can
be expected to continue to press for higher oil prices
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daspite Ut rasponsiv

72ness S0 his sacurity reguirsments and
represantations thasz p:ice increases are demaging tc che US
ard the non-Communis t world. The Zhah ig fully aware of
the vaiue the US s‘aces on his "embargo ; roof" 0il and cn

nis willingness to assume regional SECJ"“J responSLbll ties,
AS a result, he can be expected to drive a hard bargain,
especially as his o0il reserves decline. The Shah's willing-
ness to push his arguments to the hilt, his personal diplomatic
skill, and the advantages of centralized ﬂonarchy in
Qursuing  a &orelgn oollcy of "brinksmanship® combine to give
him leverage in the oil question, though he will still havae

to take a back seat to Saudi Arabia..

Nevertheless, aespzte his public
shon elsewhere, the Shah is most anxious <o have continued
access to US military oauipnont tecause only +the US can

supply what he wants in the quantities he needs and because
Us arms:

claims that he can

-—-are competitive in price, gquality, and durability;
--pose the least problems for his technically shori-

handed armed forces;

--invclve the US more directdy in the future security
of Tran, particularly in the sanse that U3 technicians

will probably be needed tc ensure their proper opera-
tion.

The sShah's military modernization program is itself a
potential source of friction in the U5-Iranian relatlonsﬁln,
nar*lculgrl" since the program may run into increasing
difficulties in coming years as a result cf shortages of
skilled manpower and rapidly incrzasing costs. -Indeed,
th~ expenses of acquiring the next generation of military
equipment are likely to face the Shah with serious problems
of allocating rescurces:

--Iran will have to contend with pressure in the US--
already considerable-~to limit arms sales to Iran.

--The Shah's desire for regional hegemony, especially
~if it arouses the suspicions of Saudi Arabia, could
bring him into conflict with the US.
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fhe Shah's increasing impatience with the pace of the
ﬂevelopwsrt program will make him lzss able to desal effzc-
tively with these various sess of proslens 25 time passges.
He 1s, fcr example, by no means convinced that the key

gquestion is the need for more raticnal allocaticn of
rasgurces between the military and developmental sectors,

and he would resent US advice on this score

Peg rdiless of the atrong US~Iranizn reiaticnship, the
Shah intends to fulfill Iran's national goals on his own
terms. Thus, it is unlikely tha* a reduction of arms
salas by the U3 would give Iran more monay to spend on
interral development. Instead, the Shah would see=k tc buy
arms elsewhere. One of the by-products of this process
would be a lessening of US ties to the Iranian military.

If the Shah felt that the US was imposing unjusti-
fied restrictions on the flow of arms to Iran, he might:

~-demand higher oil prices in an effort o fund more
expensive arms svstems from France and elsewhere;

--taking his cue Irom Spain and Turkey, ask fcr reim-
bursement for racxlltles in Iran which the US now can
use free; -

-—-sound the alarm about Soviet preszsure on Iran
--threaten to turn n=2utralist.

In sum, coming years will probably sees a sOmewhat
ccoled relationship between Iran and the US. But the 3Shah
recognizes that tha USSR is his only long-term external
threat, and he .Ls aware that the ¥est European povers can-—
not guarantee his state and his oil lanes. Therefore, a
fundamental shift by Iran away from the 1S iz not anticipated,
but dealings with Tehran w_.1l probably become difficult.

Internally, the Shzh is likely to have to scale dcwn
some of his more ambitious development plans in the face
of entrepreneurial failures. Attacks on the regime by
political dissidents will persist. .Nonetheless, Iran's
people will be better off economically and the country will
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continue to make steady progress toward industrializatica,

though it will not scon reach the level of even the poorest
Western state.

Externally, Iran should be able to achisve a more self-
reliant position vis-a-vis its neighbors, including the
USSR. But the Shah's own sense of mission and inflexi-
bility on many issues are certain to grow and to contribute
to periodic friction with a number of countries, especially
among the Gulf states.
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