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~ November ZZ, 1965 

Mac: 

lraa iatunt rate oa arm■ aale•. l'w held thia 
up for over 8 weeb DOW. la order to keep it tled to 
Pu.bawu packag.e. But we're golq DOW'he:re ta,t, 
and. heat ie mountmg (eee Tehran 743 attached). 

C...e for hol&s up baa been that ghiJ)g -.way 
a gooclie too l0t19: before we, aak for aomethlng in 
turn v.ttiate.a ·tu lever-ace. Bu State and DOD think 
the Shah would atlll remember .and alao argue the 
ca•e for go!Qg ahead now anyway oa pneral ar.otmda 
of .beptaa Iranian• happy. Alao Iran ls talking 
about purchasing arms elaewhere at coat to our 
balance a! payment.. Paat rate baa been S,.. State/ 
DOD want to cut it to J-1/2-•f. (ultimately about 
$350 inUUoa in sale& over next aeveral years may 
be involve4 

Other problem la that McNamara wama to lay 
ofl this paper with Ex-Im. thm freeing MAP credit 
fund for other ulea. n will take a WH whip, of 
courn, to get Lmder io do thl•. 

r I favor goma ahead aow at 4-Jt. so long u I have 
\JOIU" backing 1n beating up Harold nen nece•aary. 

""" Q ·;-----
,,,. __,.. RWK ,...-- / 
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d'ECI<Er June 9, 1965 

RWK: 

There wasn't any NSAM signing JFK onto 162,000 force level 
for Iran. However, the record of bis April 1962 talks with the Shah 
makes it abaohitely clear that he personally approved and propoaed 
a level in the 150-160. 000 range. Attached papera document thia 
record, as well a.a the fact that the eventual agreement grew from 
exchanges at the JFK-Shah level. 

So I would propose thta paragraph for the outgoing cable: 

Personnel. While we recognize pressure for 172., 000 force 
level and difficulty of preaeing fllrther cuts ln existing units, 160,000 
level represents principle to which we £irmly committed, l. e. that 
economic development ls Ira.n's first need and that military establishment 
muat be forced to sort out its prlodtles within an economically reasonable 
ceiling. We fully appreciate irrational elements which make Iranians 
argue for sec\ll"lty at any cost. However, President Kennedy persona.Uy 
pressed principle involved during Shah's 196Z. viait and Shah eventually 
accepted it. ·so before agr•eing to retrogression on force level, w-e 
would appreciate further look at how Iranlana might meet modernization needs 
through modest reorganization. 

U you agree, I'll push this wording to replace para. 3 of current 
draft. Also attached la ARMlSH/MAAO recommendation to which 
we 1re responding. 

DECLAS~ILED 
E.O. 13292 Sec. 3.4 

NSC Memo, 1/30i95, s~at-2. Guidelines 
By~ NARA, Date - ~" ,._ 

HHS 

~i:lett:B'i' 
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RWK: June 8, 1965 

FYL Here•s a cable approving the second tranche of Iran's 
five-year military purchase.. Chief issues decided thta way: 

1. Shah asked us to lift the $200 million ceiling to $230m. 
to :ratae war reserve ammo from 30 to 60 daya. Our military go along 
with thia (Oreece, Turkey, 90 daya; Korea, Thailand, Chinap small 
arm.a 90, other 60; Pakistan, India 60.) However, declsSon recommended 
in this cable is to go ahead with the ammo but not raise ihe ceiling yet. 
Since thls $90 million bring• two-year total to about $140 milll.on, 
we'll be pressing the ceiling well be!ore five yeara. Embaaay says 
greatly improved revenue prospects warrant alight increase in ceiling. 
But leaving lt intact now maximb:ea our leverage later. 

Z. b-aniaus want to go back up to 172., 000 man force level. 
DOD goes along, and even $1D Isn't ready to fight over this. 

3. Stall on advanced aircraft, HA WK and Sheridan (which .is 
still in R & D anyway). The planes v,ill be the toughest to handle, 
and there's some thought of putting the Bullpup missile and F-5 
together but not this year. 

AID foels the economic review this 11pring waa a major step 
forward. Iranians worked from ao~d economic projections for the 
first time. The Shah is still working on the principle of putting 
hardware above everything else, but AID feela this is the J'eaurrection 
of a useful economic dialogue. 

So while the Shah 19 probably pushing reasonable economic 
ceilings, we may make progress by going along on the war reserve 
and force level in order to drag our feet on less reasonable requests. 
Any objection to the attached? 

HHS 
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SEC-BET July z. 1964 

McGB: 

We have reached a compromiae on our new 
S•year MAP agreement with. Iran. R Kha.a d.ropped 
his idea of writing a foreign exchange ceiling into the 
memo of understanding provided we send Holm.es 
tough instructions to tell the Shah our help wW con­
tinue only so long as his military purchases don't 
slow lran'a development. 

Dele.nse and AID couldn't go along with including 
a celling because (1) they don't have a realistic figure 
and (2) they don't think the Shah would stand still for 
such hand-tying. They think an annual US-Iranian 
review of the effect of arms pu.rchas.e:a on the economy 
would give us better control. They say they'd even 
be willing to shut oU credit altogether if the Sh.ah 
goes too fast. Tho key point is to be sure Holmes 
gets this idea and explains it clearly to the Shah be­
cause the memo of understanding doesn't sound that 
tough. , 

Kermit Cordon wW be looking at the 1550 
Determination thia afternoon and may talk to you 
about it. State wW also send over instructions to 
Holmes !or clearance, which I'll check. 

IDlS 

F/2u. ! . f/dJI.K tl,-:/1-t/? 
f' -9-&S--



SECRFZ June l9, 1964 

MEMO FOR MESSRS. TALBOT ~ MACOMBER 

Bob asked me to send you a copy of atta.ched 
for your por o:nal in!ormatla-n. 

ttach. 

R. VK Memo to McCiB 
6/"l-7/64 on Iran Problem 

DECl '\3ST'i=D 
E.O 132J:Z, :·~c. 3.A. 

~ 

NSC M mo, /3 ', c:; Stat··' G:/,.Llines 
BY"f'dzw: , ARA, Date -+-ID-{)} 

I 

Hal Saunder 
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o.r D b.el'.e, and. ovld pr fer a roal stab n &gTo d ceilla , • IA the 
aw:ceoaful ladJ4A •• • rcb . o Ju.at· ni th~ At lea.at. lotta ma.ko a 
try tor an a1rff: c 1Uaa, belo-re retroatlna to amiual re l w• a• • fallback. 

• • •till have c·omrol of this, cau.,.e a 15-S0 De rxnJ.natloa b need• 
l' • r DOD wU1 agn us, and probably D too. So l hope w·• won't 
le , pld bort' pa• lo toi- p:romp itwdo panic u bato p:r matv.ro pusWa• 
n!mky. Sa.uad-.ra Wk: p yoa cl\Mtd.. 

~ , l 



INTIRNATIONAL SICUI.ITY AnAIRS 

ASSISTANT SECRETARY OF DEFENSE 
RE~l4&8111GTON, D. C. 20301 

McGEORGE BUNDY'S OFFICE 

19'5 AUG 16 AM If 49 

Honorable McGeorge Bundy 
Special Assistant to the President 

for National Security Council Affairs 
Washington, D. C. 20501 

Dear Mac: 

L2 AUG 1965 

In reply refer to: 
I-36008/65 

I am pleased to transmit herewith the country study on Iran, 
another in the series of reappraisals of military assistance to the 
Forward Defense Countries being prepared by ISA. Papers on four 
Far Eastern countries were circulated previously, and similar papers 
covering India, Pakistan, Greece and Turkey will be issued before 
the end of August. 

This study was prepared under the direction of Townsend 
Hoopes, Deputy Assistant Secretary of Defense for ISA. I believe 
you will find the study to be a competent, provocative analysis, but 
I stress the point that, in its present form, it is a working draft that 
is being circulated to the interested departments and agencies for 
considered written comment. On the basis of such comment, and 
after further discussion with the interested departments and agencies, 
ISA will prepare recommendations for the Secretary of Defense. As 
we must send forward our recommendations in the near future, if 
they are to have an impact on MAP programming for FY 67, we would 
greatly appreciate receiving the comments of your staff not later than 
2 September. 

Mr. Hoopes has alerted Mr. Komer to the fact that this study 
is coming, and has indicated its general scope and purpose. 

Enclosure 

Copy 2 

Sincer 

3.J/.J 

DO 17,, 1 ', AT ! 9 Y-:An 
INTF.r : AL.,: 1 or A 1ro'A l', • ALLV 

Copy ___ { ____ of---~---Copies 

~E~MlJ_1_F_1_ED_~· _n_oD_o_rn :-i200 .10 1 
Page ____ J ___ 0 f ___ L ____ Pages 
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PREFACE 

Background of the Study 

In late 1964 the Sec~etary of Defense directed the Assistant 

'· 
Secretary of Defense for International Security Affairs to carry out 

a major reappraisal of the Military Assistance Program. The purpose 

of the study was to recommend a military assistance program for the 

FY 1967-1971 period. The method of study was, with respect to 

each of the major recipients of MAP, to re-examine the threat, the 

proposed strategy of defense, the strength and missions of local 

forces, the strength and missions of US forces likely to be available- -

to review, 1n short, the military rationale for military assistance. 

The study was undertaken in January 1965 by a small civilian­

military staff in ISA under the direction of Townsend Hoopes, Deputy 

Assistant Secretary of Defense for International Security Affairs. 

Participants are listed in Annex 7. The work has been focused on 

nine of the eleven Forward Defense Countries, which together account 

for a bout 7 5% of MAP expenditures. Given the pace of events, a 

long-term examination of the Vietnam ~nd. Laos programs was judged 

to be unproductive. The studies have been limited,therefore, to 

Tai.wan, Korea, Thailand, Philippines, India, Pakistan, Iran, Greece, 

and Turkey. 

i 

-1'0JP SECRET--

No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 



No Objection To Declassification 2009/08/24: NLJ-032-042-1-2-0 

The reappraisals have been based on a critical review of the 

existing documentation, including National Policy Papers, Military 

Assistance Manuals, JSOP, JCS memoranda, intelligence estimates, 

special studies by the Joint Staff and individual Military Services, and 

a wide variety of departmental and interdepartmental memoranda. 

They have been based also on extensive discussions in Washington, 

and on visits to each country under study, during which MAP activities 

were reviewed and useful talks were held with the US Embassy, AID 

mission and MAAG. 

This document (Volume II) contains a draft study on Iran. 

Reports on Taiwan, Korea, Thailand and Phihppines were previously 

issued, and papers on the remaining four countries under study will 

be released in the near future. This paper is a working draft; it has 

not been approved by the Assistant Secretary of Defense (ISA). It is 

being circulated to interested departments and agencies with a request 

for review and written comment. On the basis of such comment, and 

following further discussion with the interested departments and 

agencies, ISA will prepare recommendations for the Secretary of 

Defense. 

ii 

--TOJP SECRET-
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Summary of the Iran Paper 

The Iran paper examines the political, social and economic 

situation, analyzes the several threats to Iran, evaluates the capa-

biliti.e s of Iranian, US and other forces to meet these threats, and 

concludes as follows for the 1967- 71 period: (1) the USSR poses the 

most serious external threat to Iran, but a Soviet attack is unlikely 

during the period under study; (2) Iraq, Egypt, and Afghanistan pose 

lesser threats, but an attack by any of these countries, alone or in 

combination, is also unlikely; (3) the forward defense strategy is 

judged valid, and the present deployment of major Iranian forces 

along the northern and western borders appears sound and prudent; 

(4) present Iranian military forces, acting alone, are not capable of 

halting or seriously delaying a major Soviet attack; (5) but if external 

reinforcements equivalent to 7 divisions and 700 aircraft were rapidly 

introduced, a major Soviet attack could probably be stopped in central 

and southwest Iran at a line in the Zagros Mountains; (6) present US 

contingency planning to support Iran calls for a rapid, but rather more 

limited buildup of ground and air forces, and implies a resort to nuclear 

weapons if such reinforcement cannot defeat the aggression or otherwise 

stabilize the situation; (7) a moderately serious threat arises from the 

internal situation in Iran, which is inherently volatile and which has been 

ii. i 

TOP SJECJREX-
No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 
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made more so by the resistance of influential groups to the Shah's 

comprehensive program of national reform; (8) but the Shah's regime 

is accepted by a majority of the people and the opposition is not well 

organized; (9) the internal security forces, supplemented as necessary 

by the regular military forces, are considere:d capable of coping with 

any internal situation likely to arise; (10) the US military assistance 

relationship with Iran is expressed in two documents of recent date, 

the 1962 and 1964 Memoranda of Understanding; (11) because these 

docmnents represent recent sound and continuing undertakings by the 

two Governments, proposals at this time for alternative arrangements, 

with respect either to MAP levels or Iranian :force composition, would 

be lacking in intrinsic merit and political wisdom; (12} certain suggestions 

-

!!!!I 

.. 

J!!!I 

as to future modifications of force levels and MAP programs may however I!!!! 

be useful as reference points in future discussions with the Shah, partic­

ularly if it becomes necessary or desirable to exercise restraint upon 

Iran's defense expenditures; (13) assuming Iran's oil revenues continue 

to grow, it is probable that a moderately higher credit sales program 

and a moderately lower grant aid program will be compatible with the 

interests of both countries after FY-69. 

lV 
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A. BACKGROUND 

This section of the paper briefly describes the country and its 

political, social, and economic structure. It also defines US objectives 

in Iran. 

I. General. 

Iran is a country about one-sixth the sb1e of the United States, 

with a population of 23 million. Ringed by formidable mountain ranges 

and great uninhabitable deserts, it gives the impression of isolation from 

neighboring regions, and this geographical fact has indeed been a prin­

cipal reason for Iran I s long tradition of political independence. The 

population comprises about 15 million Persians and about 8 million 

members of other ethnic groups, of whom the Arabs of Khuzistan in the 

southwest (a·bout one million), the Kurds in the northwest (about one 

million), and the Ghashghahi, Bakhtiari, Lurs, and Baluchis are the 

most important. Nearly the entire population is Moslem by religion, 

and of the Persianized Shi'a sect, which distinguishes them from most 

Arabs, Turks, Afghans and Pakistani who belong to the Sunni sect. 

Co~mon religion and a common language (Farsi) partrally offset the 

diversity of ethnic backgrounds in Iran. A baBic data sheet is at 

Annex 1. 

2 

To·p-s]ECRET_ 
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II. Profile of Iran. 

1. Political and Social Situation. 

Although Iran is ostensibly a constitutional monarchy, with 

substantial power vested i.n Parliament, the Mossadeg era saw virtually 

all political forces discredited and, since 1953, the country has been in 

effect ruled by the Shah with the support of the armed forces. Strong 

monarchy and one-man rule have been the historic norm i.n Iran. For 

a decade after 1953, the Shah enjoyed not only the active support of the 

armed forces, but also the passive acquiescence of the traditional upper-

class elites--the landlords, clergy, leading merchants, and some tribal 

chiefs. However, the Shah's progressive efforts to build a broader 

popular base for the regime have brought him increasingly into ·conflict 

with these latter groups. 

As indicated in a CIA special report of December 1964, the 

Shah "became convinced that he could not indefinitely maintain his 

regime on the traditional feudal system. 11 The major feature of his 

top-down revolution is land reform. The first phase concentrated on 

large holdings, involving 10,000 of Iran's 50,000 villages; land was 

redistributed to more than 340,000 peasants. A second phase is aimed 

at smaller holdings in some 25,000 addi.ti.onal vi.Hages, and i.s potentially 

more disruptive to the old landed interests. 

3 
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The chief political effect of the reform has been to alienate 

the Shah from the traditional upper-class eliteEr. Already in opposition 

to the regime was the loosely organized Nati.anal Front, a combination 

of urban middle-class and intelligentsia who desire to carry out their 

own form of political revolution, but whose program of reform has been 

largely pre-empted by the Shah. Endemic corruption and inefficiency 

in government have also been major causes of dissatisfaction among 

these elements of the population. On the other hand, the main bene­

ficiaries of land reform, the peasants, are not yet an active political 

force in the Shah's behalf and may not be so for a decade. Their long 

history of non-participation, preoccupation with the assumption of land 

ownership, and extraordinarily high illiteracy (estimated at 75 to 80%) 

contribute to their political apathy. 

If the Shah were assassinated, power would probably be 

assumed by military leaders. NIE 34-64 indicates that "a successor 

government, if controlled by the senior officers, would probably, 

without attempting to reverse the Shah's programs, pursue a generally 

more conservative program. However, if younger officers gain a 

dominant voice, the government might reflect the more radical outlook. 

of the nationalist oppo si.tion. In any event, conditions would be so 

disturbed that any successor regime would p:robably find it difficult to 

4 

No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 

-

-

-.. 
!!!!!!I 

-
-
~ 

--



-
-

-

-
-
-
-
-
-
-
-
-

-
-

No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 

TOP SECR~--

consolidate power and a prolonged period of instability would probably 

ensue." 

2. International Orientation. 

Iran 1 s foreign policy historically has been dominated by a 

fear of Russia. Until recently, the nation strove for a neutral position 

while reaching out and loosely attaching itself to a counter-balancing 

major power. This search for security found expression in dependence 

on Britain in the early years of this century and in pro-German attitudes 

during tht! two World Wars. In the face of Soviet intransigence and 

aggressiveness after World War II, Iran made an active commitment 

to the principles of Free World collective security through adherence 

to CENTO {then the Baghdad Pact) in 1955. A pro-Western alignment 

is likely to continue through the period under study, although a segment 

of opinion in Iran would prefer a neutral course between East and West. 

Relations with the Soviet Union have improved and tensions 

have been reduced since 1962, when the Shah declared that foreign 

missiles would not be permitted on Iranian soil. Limited.commercial 

and trade agreements have also been concluded; quite recently the 

Soviets offered to construct a steel mill in Iran, and the Iranian regime 

appears ready to accept the offer. But close affiliation with the USSR 

5 
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is unlikely. NIE 34-64 indicates that "Iranian fears of Soviet designs 

remain alive, and will probably serve to check any significant danger 

to Iran's western orientation ... 11 

3. Economic Situation. 

In many respects Iran is typical of underdeveloped nati.ons. 

The economy is basically agricultural, with 60- 70% of the labor force 

employed on the land; industry is developing slowly; unemployment 

varies from 5% in the sum~er to 15% in the winter. But Iran is 

atypical in possessing a booming oil industry that is the fifth largest 

producer in the non-communist world. The industry employs a small 

portion of the Iranian labor force,. but produces great wealth for the 

state. Foreign exchange earnings from petroleum amounted to 

$462 million in 1963 and $555 million in 1964. 

In 1963 Iran's GNP was about $4. 8 billion. The per capita 

income was $215, a figure which is relatively high for the under­

developed world, but is also misleading owing to the severe mal­

distribution of income. The 2. 5% rate of population growth does not 

pose a severe problem. GNP growth averag,ed about 6% annually for 

several years, but has leveled off since 1961 at 3. 6% because of 

inflation, recession and a balance of paymentB problem. NIE 34-64 

estimates however that "Iran's underlying economic strength will 

6 
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probably enable it to overcome these difficulties and within the next 

few years return to a more rapid rate of growth." A 6% rate of growth 

is anticipated during the FY 1967-1971 period, primarily because of an 

expected 8 to 10% annual increase in oil revenues. Per capita GNP 

of $250 is predicted by 1970. 

The expected improvement in Iran 1s economy is further 

reflected in tentative plans to terminate US economic aid by FY 1968. 

Total US economic aid to Iran from 1946 to 1963 was $783. 6 million, 

or an average of $44 million per year. Future aid will probably not 

exceed $12-13 million annually, comprising $3 million a year for 

technical assistance and the balance in developmental loans. 

While the basic outlook for economic development is thus 

optimistic, Iran still lacks the administrative and managerial com­

petence to achieve its growth without considerable waste of resources 

and governmental revenues. 

4. Military Expenditures. 

The Iranian Government is expected to increase its military 

budget, as the Shah uses oil revenues for purchases of military equip-

ment. Self-financed defense expenditures are expected to increase as 

a percent of GNP from a level of 4. 1 % in 1963 to 4. 7% in 1966, and 

may rise to 5. 7% later in the FY 1967-71 ti.me period, Such a level of 
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defense expenditure is comparatively high, and will, over the long term, • 

divert resources that might better be applied to the economic sector; in 

the short term, however, I.ran i.s probably nc,t capable of putting sub-

stantially higher levels of financial investment into economic development. • 

III. US Objectives in Iran. 

A 1962 paper called "Guidelines for Policy and Operations, Iran" 

which has not been superseded by an NPP, i,tates that "Iran is a weak, 

exposed, and vulnerable channel for Soviet expansion southward towards 

the warm waters and the oil fields of the Persian Gulf and beyond. The 

prevention of Soviet domination ... is extremely important to the national 

security of the United States," US objectives in Iran as stated in the 

same document are: 

1. A stable Iranian regime friendly to the West. 

2. An Iranian state with the will and the ability to resist 

Soviet pressure. 

3. A unified Iranian Government with a broad political base 

and with effective channels outside the existing elites and would- be 

elites. 

4. An Iranian econ?my capable of continuing econornic 

development in an orderly and more effrcient pattern, so that a 1nodern 
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state may be supported and standards of living m·;:i:y be raised. 

These appear to represent currently vali.d US objectives in Iran . .... 

-
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B. THREAT ANALYSIS 

This section examines· the nature and extent of the external threats 

to Iran posed by the USSR, Iraq, Egypt, and Afghanistan, as well as the 

threats posed by the internal situation. 

I. External Threats. 

1. USSR. 

The Soviet Union poses the most serious external threat. As 

the Over-all Intelligence Estimate for Planning for Iran (January 1964) 

indicates, "The USSR, with its past history of interest in and aggression 

against Iran, remains a major contender in possible external conflict 

involving Iran. Historically, the USSR has v-iewed possession of Iran as 

one means of obtaining a warm-weather port. 11 

The gross Soviet threat to I.ran consists of 27 Soviet line 

divisions (20 motorized rifle, 5 tank and 2 ai:rborne) in the Trans -

Caucasus, North Caucasus, and Turkestan rnilitary districts, plus 

approximately 405 tactical aircraft, including 2.45 jet fighters (70 MIG-1 7, 

70 MIG-19, 70 MIG-21, 35 SU-7), 25 jet light bombers (YAK-28), 

50 light bomber recce (IL-28), 25 jet fighter recce (MIG 15/1 7) plus 

20 transports and 40 helicopters. The Savi.et naval threat is limited to 

a small Caspi.an Sea flotilla. 
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These military forces i.n the southern military districts of the 

USS~/ are not, of course, directed solely against Iran, but also pose a 

threat to eastern Turkey, Afghanistan and Pakistan. Moreover, because 

of terrain and logistic considerations, only about 11-12 Soviet di.visions 

(6 from tne Trans-Caucasus, 3-4 from the Turkestan military di.strict, 

and 2 in airborne operations) could be supported in northern Iran. Intel­

ligence reports indicate further that of the Soviet forces in southern Russia 

only 3 divisions are now combat ready; the other 24 are either at two-thirds 

of wartime strength, or in cadre. status (about 20% of wartime strength). 

These units can be brought to readiness in periods ranging from a week 

to several months. Prior to an effective overt attack, a build-up and re­

deployme~t. of forces would be necessary, affording strategic warning 

estimated at a minimum of 10 days and more probably 21 days. 

NIE 11-14-64 indicates that, on a world-wide basis, about 50% 

of Soviet ground divisions are combat ready. A comparison of the above 

described Soviet forces with this indicator of over-all Soviet readiness 

suggests that the situation on the northern border of Iran is not a matter 

of immediate military concern to the USSR. The same NIE also predicts 

a moderate reduction of world-wide Soviet ground strength by 1970. 

Not only the military posture, but also the foreign policy of 

the USSR suggests the unlikelihood of an attack upon Iran in the near 
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of foreign missile bases on Iranian soil, the Soviet Union has reduced 

tensions, made offers of economic assistance, and concluded limited 

commercial and trade agreements. Also, the Shah has recently made a 

c.ordial state visit to the USSR (June 1965). 

In 1961, Premier Khrushchev stat,~d that the USSR would not 

intervene militarily in Iran, but would wait fo:r the misery of the masses 

and the corruption of the government to produce a revolution. 

A basic factor contributing to the stability of Iran I s northern 

frontier is the demonstrated US interest in Iranian sovereignty and 

integrity. US pressure forced the Soviets to withdraw from Azerbaijan 

in 1946, and continuing US concern has been expressed in the Military 

Assistance Program and the CENTO arrangements. NIE 11-9-65, 

discus sing main trends in Soviet foreign policy, states that 1the Soviets 

appreciate that their unfavorable power relationship with the US argues 

against a policy of confrontation, and they are not likely to seek open 

challenges carrying high risks of war with the West. 11 A joint US-

Iranian military training exercise conducted in Iran in 1964 was 

undoubtedly noted by the USSR. 
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2. Iraq. 

The OIEP for Iran (January 1964) indicates that "a possible 

source of external dispute is with Iraq with which, in addition to the 

Kurdish problem, there could be serious disagreement relative to the 

oil producing land along the head of the Persian Gulf, and to the use by 

Iran of the Iraqi. waterway Shatt al Arab to the Iranian refinery at 

Abadan." Granted these sources of friction, Iraq (a nation of 6. 5 

million people) poses a small military threat to Iran unless it is 

supported by Egypt or the USSR. Iraq could expect little or no assistance 

from other Arab states i.n a war against Iran, and would indeed be forced 

to consider the question of its Syrian border before contemplating any 

adventure i.n Iran. 

The Iraq· Army of 82,000 men comprises 1 armored di.vision 

and 4 infantry di.visions. The armored unit and 2 infantry di.visions are 

in or near Baghdad; the other 2 infantry di.visions (styled "mountain") 

are in the north. The Iraq Air Force has 75 jet fighters of which 56 

are operational; 14 jet light horribers, 10 medium bombers, and 17 

transports, all of Soviet origin. The naval element consists of 19 

poorly maintained patrol boats. 

The Iraq Army is the principal force, but i.ts capabilities 

are considered very limited; defeat by the Kurdish rebels and frequent 
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political purges have weakened its morale and reliability. The Air 

Force has also suffered purges, and these have weakened its capability, 

especially for offensive operations. On balance, an Iraqi attack on Iran 

is considered very unlikely in the period under study. 

3. Egypt. 

Si.nee Iran's recognition of Israel in 1960, relations with 

Egypt have been strained, and the Shah professes to see Nasser as a 

serious threat. According to DIA he believes that Nasser, working 

through Iraq and the Persian Gulf sheikdoms, intends to commit 

aggression against Iran by military action, subversion, or both. An 

Egyptian military contingent is in Iraq to bolster the Iraqi regime, 

and is estimated to include about 50 technicians and pilots, and an 

Army element of 1,000 men manning about 90 Iraqi T-54 tanks. 

The hostility which some elementE1 of the Iraqi population 

hold for Egypt wi.11, however, probably preclude any large scale 

increase in the Egyptian military presence in Iraq; and the Egyptian 

preoccupation with Israel, Nasser's present difficulties and heavy 

troop commitments in Yemen, and US warnings against aggression in 

the Middle East are further deterrents to Egyptian military moves 

against Iran. 
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4. Afghanistan. 

Afghanistan has an 80,000 man army organized into 3 armored 

and 10 infantry di.visions (5,000 men each). Only 1 infantry di.vision is 

positioned near the Iran border, and the mountainous approaches to Iran 

limit an invading force to 2 divisions in the north and 2 in the south. The 

army is supported by 67 jet fighters and 27 jet light bombers, all of Soviet 

origin. 

In the past, Afghanistan has been considered a serious 

potential threat, but NIE 34-64 states that "relations with Afghanistan 

have improved markedly since Iran served as mediator in the Afghanistan/ 

Pakistan dispute (May 1963) and prospects for the future here are good." 

Afghanistan would become c1. serious threat to Iran only in the event of 

a Soviet takeover. 

II. Internal Threat. 

A more serious threat to the stability and independence of Iran 

arises from the internal situation. "Enigmatic Persia" has been the 

subject of widely varying estimates by observers over the past decade, 

ranging from predictions of the regime's imminent overthrow to very 

optimistic prophecies of stability. What is clear is that the Shah's 

program of reform has set in motion a fundamental reorientation of the 
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soci.al and politi.cal si.tuati.on; profound change i.s an i.nevi.tability and 

the questi.on at i.ssue i.s whether the form will be evolution or revolution. 

The disaffected elements i.n Iran are strong and i.nfluential; on 

the other hand, opposi.tion to the regime has thus far been qui.te di.s­

organi.zed, and the Shah appears to enjoy general acceptance by a 

majority of the population. The memory of the personal misery and 

public disorder of the Mossadeg days is still fresh enough to serve as 

some inhi.bi.tion to disorder and rebellion, although Iran I s modern 

hi.story is replete with violence and revolt. Between January 1960 and 

January 1963, there were 11 major demonstrations against the regime; 

and in the summer of 1963 the most violent c,f all recent ci.vi.l disorders 

occurred- -in part as a protest against land reform. The Prime Min­

ister was assassinated i.n January 1965, and an attempt made on the 

life of the Shah in Apri.l 1965. 

Following is a brief summary of the present and potenti.al dissident 

groups in Iran: 

a. The loosely organized National Front, combini.ng 

urban middle-class elements and the intelligentsia, 

have, according to NLE 34-64, ' 1been 

unwilling to support the reform program, since 

their real objective is not so much benefits for the 

16 

TOJP> SECRJE~ 

No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 

--
--
~ 

-
-
-
-
-

--
-



-
-

-

---

-

-
-
-
.... 

-
-
-

-
-

No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 

·1'01P SEC~ET --

population at large as it is power for themselves. 

Yet when they have combined with the conservatives 

to criticize the Shah's program, they have forfeited 

popular support. " 

b, The traditional, conservative upper-class elites 

are particularly alienated by the Shah's reforms; 

but according to the CIA "while their influence 

remains strong, they are disorganized at present and 

probably have no effective means of opposing the Shah, 

except to hamper reforms. " 

c. The Kurds are a possible source of subversion in the 

north (the USSR has a Kurdish minority) and in the 

west (Iraq has a Kurdish population of almost one 

million), The Iranian Government recognizes this 

problem and has, through covert support of the Iraqi 

Kurd revolt, gained the good will of the Iranian Kurds . 

Moreover, social and economic reforms have been 

pushed diligently in Kurdistan, 

d. The Arabs in Khuzistan are another potential source 

of subversion, but at present are unarmed and sunk 

in poverty and apathy. The Country Team reports 
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that the Government is taking some of the needed 

economic measures to deal with the problem. 

e. With regard to tribal disorders in other parts of 

f. 

Iran, NIE 34-64 estimates that "such conflicts are 

easy to contain and isolate, and it would be extremely 

difficult for the di.verse tribal groupings to coordinate 

action against the regime. 11 Moreover, tribal groups 

have been the subject of intense governmental attention 

over the past 40 years,· designed to reduce their 

potential for dissidence and i.nsurge,ncy. 

The Communist Tudeh Party is wea,k, ineffectual, 

and illegal; it is also heavily penetrated by government 

security forces. It has 200 active members in Iran 

and several hundred more in exile; its leadership i.s 

largely outside the country,· in East Germany. 

g. It is always possible that rural and urban workers will 

become disaffected, particularly if Iran should undergo 

an economic crisis. Thi.s could be caused by a continued 

run of bad weather and consequent drought. Also, any 

real slowing of reform efforts could cause dissatisfaction 

i.n this group. 
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The OIEP on Iran concludes that "these dissident elements lack 

strong leadership, effective organization and positive goals, and they 

will almost certainly experience great difficulties in overcoming their 

shortcomings. Outbreaks of insurgency are likely to occur in both 

urban centers and the rural area during the next few years, but we 

believe they wi.11 be uncoordinated and will not erupt into large scale, 

country-wide organized attempts to overthrow the Shah's Government." 
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c. IRANIAN MILITARY POST URE 

I. General. 

Iran I s military posture has been importantly shaped by two 

agreements concluded with the United States, the 1962 Memorandum of 

Understanding and the 1964 Memorandum of Understanding. The full 

texts of these agreements are set forth in Annexes 2 and 3. In sum, 

the 1962 agreement provided that the United States would furnish 

specified military assistance to Iran over a five-year period if· 

iran would take certain. steps to reorient and improve its forces and 

would reduce their total strength to 160,000. The agreement stated that 

" the concept for the defense of Iran against external threats is based 

upon a forward strategy utilizing the natural 1nountainous barriers on 

the northern border." The 1964 agreement reaffirmed the force structure 

a.nd the defense concept set forth in the 1962 Memorandum; it also 

extended US military assistance through FY 69 and provided for credit 

sales as well as grant aid, in recognition of Iran's improved economic 

position. Both agreements are considered more fully in a later section 

of this paper. ' 

In addition, Iran has a formal defense link with the West through 

membership in CENTO. The other CENTO members are Turkey, 

Pakistan, and the U. K. (the U.S. being a member of the Military 
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Committee, but not of the Treaty Organization itself). The CENTO 

Treaty commits its members to collective action in a general way: 

11to cooperate for their security and defense 11 , and the CENTO Joint 

Campaign Plan sets forth general security commitments in terms of 

a concept of wartime military operations, wartime missions, and 

an estimate of the required forces. There is however no CENTO 

command structure. 

II, Iranian Forces. 

Following is a summary description of Iranian military and 

paramilitary forces. 

1. Total Forces. 

Iranian armed forces consist of a conscript army, a 

relatively small air force, and a small navy. These forces are 

detailed at Annex 4. The Shahl as Commander-in-Chief, exercises 

actual command. The Imperial Iranian Gendarmerie and the National 

Police operate under the Ministry of the Interior. The National 

Intelligence and Security Organization, SAVAK, is separate from both 

the armed forces and internal security forces i it reports directly to 

the Shah and has responsibilities for the security of the state. The 

total forces are apportioned as follows: 
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Iranian Armed Forces~ 

Army 

Navy 

Air Force 

Total Armed Forces 

Imperial Iranian Gendarmerie 

National Police 

SAVAK 

145,700 

3,900 

10,400 

160,000 

36,400 

23,000 

Iranian and US officials have recently agrt~ed to an increase in 

the total strength of the Iranian armed forces from 160,000 to 172,000 

by 1968, based upon requirements generated by new equipment being
1 

furnished Iran under the 1964 Memorandum of Understanding. 

2. Army. 

The Iranian Army consists of 7 infantry and 1 armored 

divisions, plus supporting units that include 4 ta.nk battalions and 7 

armored cavalry regiments. Attached to each division are Frontier 

Force units which provide early warning against hostile attacks, man 

demolition sites, and conduct the initial delaying actions along the 

avenues of enemy approach. The present deplc>yment of Army forces 

is set forth at Annex 5. Four infantry divisions are stationed in the 

northwest and west, I in the Teheran area, 2 in the northeast and east; 
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the armored division is in the southwE'st. This disposition of forces, 

designed to meet an external attack, also places the units in proximity 

to major ethnic minorities, which facilitates the maintenance of internal 

security. 

3. Air Force. 

The Iranian Air Force has 5 air defense /tactical fighter 

squadrons, 4 equipped with F-86F aircraft and 1 with F-Ss. There is 

also a reconnaissance squadron (RT 33), a tactical control squadron 

(LT-6G), and 2 troop carrier squadrons (C-47 and C- 130). Three 

AC&W sites are manned. Military assistance deliveries in FY 1966 

will add one squadron of F-Ss, bringing the total to 6 tactical fighter 

squadrons. This will increase jet fighter aircraft from 65 to 78. 

There are four jet-capable airfields, with another under construction 

(at Mashed), and 3 others suitable for limited jet fighter operations. 

4. Navy. 

The Iranian Navy, based in the Persian Gulf, has no major 

combatant ships, but is equipped with 2 modern patrol frigates, 4 

patrol gunboats and 6 minesweepers; all are new ships with modern 

weapons and equipment. Additionally, there are 4 obsolete patrol ships 

not yet retired. 
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5. Internal Security Forces. 

The National Police has responsibility for maintaining 

internal security in 153 Iranian cities with populations exceeding 5,000. 

The Imperial Iranian Gendarmerie, a completely volunteer organization, 

has responsibility for rural law and order, and mans about 2,000 posts 

(8 to 10 men each) of which 450 are in territory where there are no 

roads·; animal transport is used. In 1963 the Gendarmerie absorbed 

the Border Guard and assumed its responsibilities for information 

gathering, border security and antismuggling. The Gendarmerie has 

also recently organized a small special operations company, a boat 

battalion to provide patrol and surveillance in the inshore and inland 

waterways of Iran, and an aviation battalion to provide aerial 

surveillance, com.mand and control, medical evacuation, and emergency 

logistical support. 

III. Missions. 

Missions are assigned to Iranian forces by Iranian, U.S. and 

CENTO plans. In the main, they are similar and compatible. 

1. The Iranian View. 

DIA has indicated that missions assigned to the Iranian 

armed forces by their own plans are to: 
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a. Maintain internal security. 

b. Defend the western border against an Arab-supported 

Iraqi attack. 

c. Defend as far forward as possible against Soviet attacks 

emanating from west and east of the Caspian Sea. 

2. The U.S. View .. 

The U.S. view of Iranian military missions is based on 

Annex J to JSOP-70. It lays greater stress on internal security 

missions, and does not distinguish between external enemies. According 

to JSOP, the missions of the Iranian armed forces are to: 

a. Prevent spread of Communist influence. 

b. Attain qualitative improvement in military capability. 

c. Assist and support civil agencies in maintaining internal 

security. 

d. Develop logisitic self- sufficiency to the maximum extent 

possible, and compatibility with US systems to the extent feasible. 

e. Employ military capabilities in civic actions, disaster 

relief and road building. 

£. Counter Communist subversion and defeat insurgency. 

g. Conduct operations unilaterally or in conjunction with 

US/UN forces to defend sovereign territory, and be prepared to assist 

in counter-offensive efforts to restore lost territory. 
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h. Develop, maintain, and provide local security for 

necessary bases, facilities, and ground environment for US/Allied 

use. 

i. Conduct UW operations, including ;;1. vigorous guerrilla 

role, and psychological operations as required. 

3. CENTO Missions. 

Missions assigned to the Iranian armed forces by CENTO 

plans are as follows: 

a. "General CENTO mission: defend the CENTO area, 

ensuring the integrity of the region as a whole and in accordance with 

the accepted concept of operations. which is 'to hold main defensive 

positions as far forward as possible along the li:ne of ... Azerbaijan 

and the Elburz Mountains •.. supported by adequate mobile forces 

behind the main defensive position.'. 11 

b, "Specific mission for Iran: conduct air, land and naval 

operations in accordance with national plans ... recognizing the need 

for position contact whenever possible with Turkish forces. 11 

It is interesting to note that the Iran and CENTO versions 

of Iranian missions reflect the concept of holding "as far forward 

as possible" against external (essentially northe:m) attack. This 

phrasing is curiously absent from Annex J to the JSOP, even though 
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the concept was explicitly stated in the 1962 Memorandum of 

Understanding. 

4. Internal Security. 

The OIEP on Iran further indicates the important internal 

security role of the armed forces: "Under normal situations the 

three military services are charged with the defense of Iran against 

external aggression; whereas the police and gendarmerie are responsible 

for the prevention of internal threats to law and order in their respective 

areas of responsibility. In cases of widespread internal disorders 

which cannot be controlled by the police and/or the gendarmerie, the 

military forces have the mission of assisting in restoring order," 

IV . Capabilities, 

According to the OIEP, Iranian forces alone could neither contain 

nor seriously delay a major Soviet attack; on the other hand, they are 

judged sufficient to halt any other external aggression. The Country 

Team, in responding to questions posed in connection with the 

preparation of this paper, has made the more optimistic judgment 

that Iranian forces could delay even a major attack, provided external 

reinforcements were rapidly introduced, These considerations are 

further analyzed in Section E of the paper which d.eals with net 

capabilities. 
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The OIEP further assesses the following specific strengths 

and weaknesses of the Iranian forces: 

11 Enlisted personnel have good physical endurance, and 

discipline is generally good. The number of U. s.-trained junior 

officers who may eventually replace conservative:, if not inept, senior 

leadership is growing. Enlisted personnel generally have a low level 

of education and technical training. The military establishment as 

a whole is handicapped by cumbersome, over-centralized systems 

of command, supply and administration and by a widespread lack of 

combat experience. 11 

The question of loyalty to the Shah is important. In the 

Mossadeg era, the armed forces went over to Mo.ssadeg for a time, 

but subsequently supported the Shah's return; there is thus a precedent 

for defection. The enlisted conscripts might support the activities of 

the social echelons from which they came and to which they will return 11 

but this group is largely illiterate and would lack cohesiveness. More 

important are the attitudes of the officer corps. NIE-34-64 has stated 

that "some of the middle-grade and junior officers probably share the 

outlook of the nationalist oppostion ... (but},. dissent within the military 

does not appear to be growing. We believe that the overwhelming 

majority of the officer corps are loyal to the Shah. 11 
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Iran I s internal security forces are credited by the Country Team 

with the capability to maintain law and order, but they are not 

concentrated sufficiently in any one place to handle major riots, 

disorders, or uprisings without assistance. On those occasions when 

they have been unable to handle civil disturbances, military forces 

have been called in as planned. NIE-34-64 states that, 111n these 

actions, the armed forces have generally performed creditably, and 

we believe they can successfully cope with any likely disorders. 11 The 

Country Team believes that Government forces could cope even with 

widespread disorders that we.re coordinated and supported from outside 

Iran. 
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D. U.S. MILITARY POSTURE IN RELATION TO IRAN 

.. 
This section examines U.S. commitments and U.S. military 

capabilities in relation to the defense of Iran. 

I. Commitments. 

The U.S. is not a member of CENTO, but was instrumental in 

its establishment in 1955 (then the Baghdad Pact) and has frequently 

expressed its support for the organization. US obligations to Iran 

center on: 

L The Joint Resolution to Promote Peace a.nd Stability in the; 

Middle East, of 1957 (the so-called Eisenhower Doctrine), which states 

that "the United States regards as vital to the national interests and 

world peace the preservation of the independence and integrity of the 

nations of the Middle East. To this end, if the President determines 

the necessity thereof, the United States is prepared to use armed forces 
, 

to assist any nation or group of nations requesting assistance against 

armed aggression from any country controlled by international 

Communism; provided that such employment sha.11 be consonant with 

the treaty obligations of the United States and with the Constitution of 

the United States". 

2. The Bilateral Agreement of Cooperation {identical Executive 

agreements were signed with Iran, Turkey, and Pakistan in 1959), 
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which states that 11the Government of the United States of America, 

in accordance with the Constitution of the United States of America, 

will take such appropriate action, including the use of armed forces, 

as may be mutually agreed upon and as is envisaged in the Joint 

Res elution to Promote Peace and Stability in the Middle East, in 

order to assist the Government of Iran at its request. 11 

In addition to these formal obligations, public and private 

assurances have been frequently voiced by US officials. President 

Eisenhower in a letter to the Shah, dated March 12, 1960, stated: 

"Iran can always count on the United States in meeting the threat of 

international Communism". General Lemnitzer at the CENTO Military 

Committee Meeting of April 24, 1961, said, "the initiation of any 

Soviet or Soviet satellite aggression in the CENTO area must be met 

with whatever appropriate tactical or strategic force may be mutually 

agreed to be necessary .. , the United States, for its part, is determined 

to take whatever action and accept whatever risks are necessary for 

the defense of the CENTO area 11 • 

IL. US Forces. 

No U.S. combat forces are stationed in Iran on either a permanent 

or rotational basis, but the following personnel and activities are 

present: US Army Corps of Engineers Gulf District Headquarters 
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(about 300 personnel), a mobile STARCOM installation (50 personnel), 

a US Army Topographic Training Team (90 people), 

25xl 

The Commander of US Middle East Forces, located in Bahrein, 

has command of 2 destroyers and a small sea-plane tender. These 

are the only US combat forces stationed in the Middle East-South Asian 

area. 

2.. Current Military Planning for Augmentation. 

In anticipation of a request from the Shah, arising from the 

Eisenhower Doctrine, to protect Iran "from any country controlled 

by international Communism", current US milita.ry planning considers 

the deployment of limited US and allied forces to deter Soviet 

intervention or, if deterrence fails, to attempt a. defense of Iranian 

territory with limited means. Four US airborne battalions could be 

in-country not later than D + 4, and tactical fighter squadrons could 

also be readily available. Current planning calh for a maximum 

commitment of 2 US Army divisions, 5 tactical squadrons, 1 Marine 

division/air wing team, and 3 bomber squadrons,, 

A recent joint US/UK military staff study on Iran has 

suggested that the United Kingdom might make available 6 ground 

battalions, up to 14 air force squadrons, and a navy contingent of one 
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carrier group, one cruiser, one commando carrier, three frigates, 

17 minesweepers and an amphibious squadron. This estimate of 

available British resources may be optimistic. 

The implication of US planning is that, if the aggression 

persists beyond the capacity of limited allied forces to contain it, 

the US will then face the questi.on whether to accept a local defeat 

or to introduce nuclear weapons either locally in Iran or against the 

·territory of the USSR. 

Theoretically, the US couid choose to fight a major ground 

war in Iran. In that event, it could presumably call on a major portion 

of the CONUS reserve of 9 ground divisions and 34 tactical fighter 

squadrons, and a large naval force comprising 3 to 5 attack carriers, 

5 to 9 cruisers and 40~60 destroyers. However, a major land war in 

the Persian Gulf area would result in a recognized maldeployment of 

US forces, and could create a situation that would. leave Western 

Europe or other areas open to major attack after the US was heaviJy 

committed in Iran. Fortunately, the threat of a major Soviet d:r..h.re 

in.to Iran is extremely unlikely; but the planned US response to it is 

not a major land war in Iran; it appears to be a limited conventional 

response to emphasize the seriousness of the situation and,thereafter, 

if the situation cannot be restored, a resort to nuclear weapons. 
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E. NET CAPABILITIES ANALYSIS 

This section first discusses the rationale for the present Iranian 

force structure; it then considers the capabilities of Iranian and US 

forces to meet a major Soviet attack. 

I. Rationale for Force Structure of the Irani.an Military Establishment. 

The Iranian armed forces are structured and deployed, in the 

main, to counter a major Soviet attack; they also are designed to handle 

other external threats to the country, which could probably be met by a 

smaller total military establishment. 

Prior to 1958, the Iranian armed forces totaled 130,000 and we:re 

deployed for, and capable of, internal security only. The coup in Iraq 

and that country's subsequent withdrawal from the Baghdad Pact were 

catalysts leading Iran to a basic re-evaluation of Us military position 

and to a reorganization of its armed forces. Iran appealed to the US for 

closer advice and assistance, increased its force:3 to 200,000 men, and 

deployed them in forward positions to counter attacks from the north 

and the west. 

US strategy at that ti.me was beginning to move away from a main 

reliance on massive retaliation to deter or deal with Soviet aggression. 

The deployment of reasonably ·strong Irani.an forces on the northern 
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borders thus served to assure that a Soviet attack would not quickly 

overrun the country; it forced an attack to be of such magnitude as would 

attract world attention and thus buy time for a considered US/allied 

response. 

The present disposition of Iranian forces--placed forward along the 

northern and western borders--seems correct and prudent, for while a 

direct Soviet attack is unlikely during the period under study, the USSR 

clearly poses the most serious external threat to Iran. It is to a more 

considered examination of this posture, and of the required size and 

composition of total defense forces, that the paper now turns. 

II. Evaluation of Total Force Requirements. 

The current structure of the Iranian armed forces evolved sub-

stantially from US studies accomplished in 1962, specifically an 

appraisal of requirements for US General Purpose Forces accomplished 

by the Working Group of the Chairman of the Joint Chiefs of Staff, and 

the findings of a US Military Planning Team designated by the Chairman, 

JCS. A later analysis (1964) by the Special Studies Group of the Chairman, 

JCS concerning rapid US deployments was consistent with, and up-dated 

in some respects, the 1962 evaluations. What follows here is a sum.:. 

mary and evaluation of these studies based on new factors and slightly 

different interpretations. The areas of inquiry are strategic warning, 

the air battle, and the ground battle. 

3S 

~JP SECRET 

No Objection To Declassification 2009/08/24 : N LJ-032-042-1-2-0 



No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 
• I 

1. Strategic Warning. 

The 1962 and 1964 studies indicated that required Soviet 

preparation for an attack on Iran would afford strategic warning of 

ten days; and in the war gaming, US forces were alerted for deploy­

ment on receipt of warning, but were not deployed to Iran prior to the 

attack. As indicated in the threat analysis (Section B), a strategic 

warning in the FY 67- 71 period might be as much as 21 days in view 

of low level of manning and combat readiness among Soviet ground 

units deployed again st Iran. In addition, the US would now have the 

option, in view of its substantial strategic reserves in CONUS and its 

greater capability for rapid deployment, to commence limited deploy­

ments to Iran on receipt of warning; such a move would underline US 

intentions to support Iran and would thus reinforce the deterrent. 

2. The Air Battle. 

The 1962 study creclited the Soviets with 630 jet fighters to 

support a major Soviet attack; it also assumed that the Iranian Air 

Force would be quickly overwhelmed and destroyed by Soviet air 

forces. The US air augmentation assumed by the study was sub­

stantial- -700 aircraft, of which 325 aircraft (13 squadrons) would be 

in place by D+7 and an additional 300 aircraft (12 squadrons) by D+22. 

With this heavy and prompt infusion of air support- -for counter-air, 
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close-air support, and interdiction operations -- analysis indicated 

that Iranian ground forces might be able to delay the Soviet attack long 

enough to permit external reinforcements to stabilize the situation. 

In 1965, DIA asserts that the Soviet jet fighter inventory in 

the southern military districts of the USSR is approximately 245 

aircraft, or about one-third of the 1962 estimate, While the pro­

jected Iranian Air Force of about 100 jet fighters could not match 

even this reduced Soviet air strength, it seems clear that it would 

be a more significant factor in the battle, although it would still 

require reinforcement by US tactical airpower. 

3. The Ground Battle. 

The 1962 and 1964 studies both postulated Soviet attack by 

11 and 2/3 divisions. In the war gaming, Iranian ground forces, 

deployed in forward defensive positions near the borders, conducted 

delaying actions from successive fall-back positions until reinforce­

ment by a total of 7 US divisions brought the Soviet attack to a halt. 

US deployment capabilities at that time were considered insufficient 

to permit a forward defense on the borders of Iran, unless substantial 

reinforcing forces were in place prior to the attack, but a strategy 
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of US build-up in time to establish and hold defensive positions in the 

Zagros Mountains- -in central and southwest !:ran- -was judged feasible. 

In delaying actions, the Iranian ground force:3 were estimated to suffer 

50% 10sses; thus for later defensive operations with US forces in the 

Zagros Mountains, only 4 Iranian divisions were assumed to be available. 

Two new factors now warrant consideration. The first relates 

to the present effectiveness of Soviet ground forces. The 1962 studies 

considered that 1 Soviet division was equal to 3-4 Iranian divisions, 

and was comparable in effectiveness to 1 US division. Recent changes 

in war gaming factors, based in part on a known reorganization of 

Soviet forces, produce the conclusion that l Soviet division is equal to 

2-3 Iranian divisions and to 75 to 80% of a US division. Without 

attempting a precise mathematical calculation of the consequences, it 

is clear that these new estimates, if valid, enhance the Iranian capa­

bility for delaying Soviet advance, and improve the prospects of a 

combined US/Iranian defense along a line in the Zagros Mountains. 

The second new factor relates to forecasts of improved US 

movement capabilities in the FY 67- 71 period. Recent decisions to 

improve airlift, sealift and the prepositioning of equipment will reduce 

the time required to move US ground forces to the Middle East-South 

Asian area, particularly large units and their supporting gear. It is 
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conservatively estimated that, with the advent of the C-5 aircraft, 2 full 

US divisions could be committed to action i.n Iran 20 days from the order 

to go, and 3 di.visions in 30 days. Earlier arrival of US ground forces 

would of course help in the ground battle. Additional ground forces would 

strengthen the delaying action and slow the Soviet advance; they would 

also cause the Soviets to mass their ground forces to a greater extent, 

thus creating better targets for air attack. With larger ground forces to 

effect delaying actions, Iranian forces might suffer less attrition, and 

might reach the Zagros positions with more than the 50% effectiveness 

postulated in the 1962 studies. 

4. Conclusions. 

It appears that the present balance of opposed forces, in the 

context of a Soviet conventional attack on Iran, has shifted perceptibly 

in favor of the defending forces. The USSR ground forces are at a lower 

level of readiness and will therefore give an earlier warning if they under­

take to prepare for attack; Soviet air strength in southern Russia is 

estimated at about one-third the 1962 strength. Conversely, the 

Irani.an forces are regarded as stronger and better equipped; and the 

US capability for rapid reinforcement is expected to improve in the 

FY 67-71 period. 

39 

No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 



No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 

!fOiP SECRET 

While it would be a mistake to draw definitive conclusions from 

these new factors, especially as to the size and composition of required 

Iranian armed forces, they may nevertheless constitute useful points of 

reference for both US con~ingency planning and future MAP negotiations 

with the Shah. 
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F. MILITARY ASSISTANCE TO IRAN . 

This section reviews past military assistance,Jmd current . 

projections of both military grant aid and credit sales, pursuant to 

the long-term, US-Iran agreements. It then makes certain comments 

and recommendations for future MAP negotiations with Iran. 

I. Military Assistance in Retrospect. 

During the r951-1965 period, US military assistance (grant aid) 

totaled $714. 5 million. The following table, indicates the figures for ... 
the past 5 years and the proposed program for FY 66. 

FY 61 $: 75. 9 million / 
,,- .-

62 53. 1 " 

63 70.0 " 

64 50.3 " 

65 37.2 ti 

66 45. 3 II (proposed) 

MAP has provided virtually all the equipment for the Iranian 

armed forces, and has since 1951 brought them from a small, poorly 

equipped military organization, capable of little more than punitive 

ope rations against primitive tribes to a well-equipped, reasonably 

modern and competent force of 160,000. In 1958, when the Iranian 

armed forces were reorganized and substantially increased in size, 
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the level of military assistance was increased to $90 million, but it 

became apparent to US and Iranian officials that Iran could not 

support a military establishment of 200,000 men. This and other 

factors led to a re-evaluation of Iran's defense needs in 1962, resulting 

in the singular five-year military assistance agreement expressed in 

the 1962 Memorandum of Understanding (Annex 2). The agreement 

specified, among other things, the size and composition of the Iranian 

armed forces. At Annex 4 is a comparison of forces-in-being, JSOP .. 
goals and force objectives agreed in the two Memoranda of Understanding . 

In summary, the US-Iran agreed force goals now are: 

8 ground divisions (or equivalent) 

8 tactical fighter squadrons 

1 recon squadron 

4 transport squadrons 

11 patrol ships 

6 minesweepers 

The 1962 Memorandum of Understanding also described a grant aid 

program amounting to $298. 6 million for the period FY 62-66, to include 

2 minesweepers, 2 patrol frigates, 20 H-43B helicopters, 4 C-;130s, 

12 C-47s, 4 squadrons of F-5As, 100 M-113 personnel carriers, 10,000 

vehicles, airfield construction, barracks, 30--day ammunition supply for 
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light and heavy weapons; also communications, combat support 

equipment, and support for a civic action program. 

By the 1964 Memorandum of Understanding, the US and Iran 

established a similar pattern of MAP grant aid and Iranian defense 

efforts, including credit sales, for the 5-year period FY 65-69. 

This overlapped the first agreem.ent for the fiscal years 1965 and 

1966. By the 1964 Memorandum the two governments reaffirmedlfthe 

concept for the defense of Iran and the force structure for the 

Imperial Iranian Armed Forces set forth in the Memorandum of 

Understanding of September 19, 1962." They also took note of the 

11improved financial situation of Iran and the need for modernizing 

Iran's military forces on a long- range basis!'. The agreement 

described equipment amounting to a grant military aid program of 

$178 million for the 5-year period ($95. 5 million net addition to 

the FY 62-66 agreement). Equipment specifi'ed in the 1964 agreement 

include 39 F-5 aircraft, a 30-day reserve of ammunition, significant 

amounts of artillery, and additional vehicles, communication, engineer 

and other support equipment. 

The US also agreed to provide credits up to $200 million during 

the period to facilitate Iranian purchases of military equipment. The 

1964 agreement stated in this regard that Iran will assure that 
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"military purchases will not cause undue strain on its foreign exchange • 

reserves, or the nation's economic and social development", and that 

Iran will "li.mi.t its purchases of military equipment to the requirements 

of agreed attainable force objectives ... " Iran will make cash purchases 

of about $50 million (primarily for spare parts) and will purchase new 

equipment, spares and related services under the $200 million credit 

arrangement. The agreement provides for a maximum of $250 million 

in Iranian purchases during the period. The iirst Iranian transaction 

totaled about $50 million, and negotiations are under way for the second 

increment which will total $85-95 million in credit sales. The grant 

aid portion of the 1964 agreement is summarized in the following 

table: 

FY 65 

FY 66 

FY 67 

FY 68 

FY 69 

$ 37. 2 

45.3 

40. 6 

30.2 

24.7 

$ 178.0 

II. General Conclusions. 

Supports 196:~ Agreement 

Supports 1962 Agreement 

Supports 1964 Agreement 

Supports 1964 Agreement 

Supports 1964 Agreement 

This paper sees neither intrinsic merit nor political wisdom in 

an attempt to recommend an alternative Iranian force structure 
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at this time. The efforts of the US and Iran are clearly charted in 

the two Memoranda of Understanding, which provide clear guidance 

not only as to the Iranian force structure, but also as to MAP grant 

aid and credit sales. Patently, it is not in the US interest to 

abrogate these agreements, nor to upset them by initiating a 

proposed renegotiation. Mo.reover, increasing Iranian oil revenues 

permit the Shah to modernize and otherwise strengthen his military 

forces. If it is the desire of the Iranian Government to take this 

course of action,. and to pay for the forces in question, it is not 

in the interest of the United States to oppose such a course, provided 

only that Iranian economic development and balance of payments are 

not adversely affected, and that the Iranian force structure is held 

within the bounds of the agreements. Within such limits strong 

military forces in Ir~ are politically desirable, for the armed forces 

provide the primary support to the Shah at present; their modernization 

enhances both their ability to support the Shah and their willingness to 

do so. 

It is accordingly not a purpose of this reappraisal to attempt 

to overturn recent arrangements that seem basically sound, and that 

indeed constitute a unique arrangement in the history of MAP. It 
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is the purpose of this paper to suggest certain considerations that 

may assist US negotiators in the years immediately ahead, in dealing 

with further Iranian MAP programs and in seeking to balance the Shah I s 

interest between military and non-military matters. For the Shah's 

keen interest in military matters, combined with his growing oil 

revenues, could lead to a situation that would :3train both Iran's 

economy and the boundaries of the 1964 Memorandum of Understanding. 

He has, for example, already voiced serious interest in securing a 

follow-on to the F-5 aircraft, specifically the F-111; he has expressed 

a desire for the US Sheridan tank, which is still developmental; he 

has indicated a desire to buy a second Hawk missile battalion, without 

a clear idea as to its end use; and he has requested a 90-day level of 

war reserve ammunition. These items are perhaps illustrative of 

the general problem of restraint that may confront US officials dealing 

with Iran. 

III. Suggestions. 

The paper accordingly turns to a listing of suggestions regarding 

force levels and force composition that may be helpful in discussions 

designed to restrain an Iranian anns buildup. They derive from both 

the threat analysis and the conclusions as to Iranian strength, US 

commitments and US deployment capabilities. 
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1. The unlikelihood of an overt Soviet attack, and the clear 

fact that present Iranian forces overmatch all other 

potential enemies, suggest that the Iranian ground forces 

could be reduced to the level of 6 infantry divisions without 

the incurrence of unacceptable risk. 

2. A strict military rationale for an Iranian armored 

division is difficult to develop. There is no single enemy 

avenue of approach particularly suitable for defense by 

armor, nor do the various routes converge sufficiently 

to permit concentration of armor as a reserve force. 

Conversely, defense of the various borders does require 

some tank support of infantry. The Shah developed the 

present armored division by reorganizing an infantry 

unit i.n the southwest, and transferring into it 3 tank 

battalions previously designed to provide support for 

infantry divisions i.n the north; this left only 4 tank 

battalions to provide support to the remaining 7 infantry 

di.visions. In terms of the major external threats, the 

wisdom of this reorganization is at least arguable. If 

the infantry di.visions were reduced to 6 and the armored 

division were eliminated, the total number of tank 
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battalions could be reduced from 10 to 6. This would 

produce a standing force of about 276 M-60 tanks as 

opposed to the pre sent 460. 

3. In view of the reduced Soviet tactical fighter strength 

in' southern Russia, the forthcoming modernization of 

the Iranian Air Force, and the rapid a.nd substantial air 

augmentation capability of the US, it is arguable that 

the Iranian Air Fo.rce could be held at a level of 6 tactical 

fighter squadrons, instead of :rising to the planned level 

of 8 9 without incurrence of unacceptable risk. There 

are five squadrons at present. An ai:r force of six 

squadrons would appear strong enough to deal with all 

threats to Iran 1 except from the USSR, without US air 

assistance. 

4. The :requirement and desirability of a. second Hawk missile • 

battalion is debatable. It is doubtful whether the Iranian 

armed forces can ope rate and maintain additional units 

of this complex weapons system without serious drain 

upon other requirements for technically qualified personnel. 

Iran has not indicated how it might deploy such a second 

battalion or where. 
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5. A navy even more modest than currently projected may 

6. 

7. 

be adequate to meet the minor naval threat to Iran. Two 

new patrol frigates are now in inventory (plus two obsolete 

PFs not yet retired), with two more planned, one in the 

• FY 66 MAP program, and another to be included in the 

second increment of Iranian purchases, now being negotiated; 

the need for these two additional ships seems arguable. 

Seven patrol gunboats {PGM) are provided by the US-Iran 

agreements and are reflected by Annex J to JSOP-70, but 

CINCSTRIKE in the FY 67~7 l Military Assistance Plan has 

programmed to a level of 8 such ships. Seven would appear 

sufficient. 

Discussions with the Country Team in April, in connection 

with the preparation of this paper, led to the impression 

that current and projected MAP support for the Imperial 

Iranian Gendarmerie is somewhat smaller than desirable. 

In view of the serious internal security problems in Iran and 

the availability of ample Iranian funds for military and para-

military equipment, additional equipment for the Gendarmerie 

might be warranted. 

These various considerations and suggestions, if taken 

cumulatively, could result in manpower savings of about 
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20,000 -- 19,000 in the Army, eoo in the Air Force and 

300 in the Navy. 

8. The suggestions set forth above could result in savings 

of about $95 million through FY 69. Such savings would 

accrue to both MAP and Iran in amounts that reflected 

the actual mix of grant aid and credit sales. 

of this calculation are set forth at Annex 6. 

The details 

9. If the 1964 Memorandum of Agreement is carried out 

either in full accordan_ce with its terms, or as modified 

by the suggestions set forth herein, and if the Ira.nian 

oil revenues continue to grow as projected, it would appear 

that thereafter a moderately lower level of MAP grant aid 

and a moderately higher level of credit sales would be 

compatible with US and Iranian interests. It would 

probably be a mistake for the US to place its MAP relatiorr 

ship with Iran entirely on a credit 1mles basis, for this 

would give the Iranians more latitude to purchase equipment 

from non- US sources. Continuing US influence on Iran's 

expenditures for defense and on the structure, composition 

and training of the Iranian armed forces may well depend 

upon the maintenance of a grant aid program beyond FY 69. 
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In this regard, it is noted that the OSD dollar guidelines 

for FY 70 and 71 are $15 million and $13 million. 
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- ANNEX l 3 August 1965 

- BASIC DATA - IRAN 

1. P£eulation: 

23 .1 million (1965 estimate) 

- 2. Area: 

636,000 square miles - 3. Literacy Rate: 

- 15i 

4. Fiscal Data (General): (Sources: AID Econanic Data Book, :fiear F.ast 
South Asia, Iran, Nov. 64, and IMF Statistics, - July 1965.) 

Projected 
(Fiscal years beginning March 21) 1961 !.2§g !.2§.l 1964 1962 

a. GNP ($-nillion, 1962 prices) 4.,476 4,561 4,790 5,030 5,330 - Per capita GNP($, 1962 b. 
prices) 212 211 215 222 231 

- c. Total Exports ($ million) 873 963 1,025 1,254 

d. Trade Balance ($ million) 284 364 485 581 - e. Foreign Exchange Reserves 
($ million) 79 TI 87 

-r. Cost ot Living Index, Tehran: 126 127 128 132 

5. Militfil Structure Data: 

(Fiscal years beginning March 21) ~ !.2§g ~ 1964 

- a. Defense E:xpenditure as 1,, 

of GNP (calculated) 4.3 4.1 4.1 4.6 

b. Military Budget($ million) 194 - 188 195 233 

.... 
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6. Accumulated MAP data ($ million): (Source: MAP TiL'ble 36, 30 June 1965) 

a. Cm1ulative Programa, FY 50-64: 677.3 

b. Undelivered Be.lance 1 30 June 1964: 98.0 

c. F'! 1965 

d. Current Program, F"i 66 

e. Projected Programs: 

FY 67 
FY 68 
FY 69 
FY 70 
FY 71 

4o.6 
30.2 
24.7 
15.0 
13.0 

7. Data on other U.S. Assistance Programs: (Sources: U.S. Overseas Loans & 
Grants, July 1, 1945-June 30, 1963, Spec. Rept. f'c,r House Foreign Affairs 
Coonittee 1 prepared by AID, and AID unpublished cl.elta • FY 64 and FY 65 
figures.) 

a. AID ($ million) 
FY 62 !:!~ FY 64 

Loans 19.7 17. 173 
Grants ..&.l 4.6 _l:_Q_ 

Total AID Assistance 53.0 ~!2.0 4.3 

b. Export-Im.port Bank Long-term loans 
FY 64 
~ 

c. Food for Peace & Other U.S. Econarlc Programs ($ million) 

26.3 
18.3 
34.2 
12.6 
26.9 

(PL 48o) 
(PL 480} 

1964 - 12. 6 (Foc>cl for Peace) 
1965 - 26. 9 (Foc>cl for Peace) 
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d. Total u.s~ Econanic Aid 
FY 62 FY 63 FY 64 FY 65 - Loans 26.5 23.2 14.3 24~2 

Grants 44.8 33.2 12.2 9.2 - - -- Total 71.3 56.4 26.5 33.4 

-
-

-
-
-
-
-
-
-
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September 19, 1962 

MEMORANDUM FOR HIS DIPERIAL MAJESrl, ?G!AMAD REZA PABLEVI 
'l'HE SHAHI!fSHAR OF IRAN 

The United States at the requost ot His Imperial MaJesty The 
Sh.ahinsbah of Iran has ccmpleted a study ot matters pertainug to the 
detense of Iran. A military planning team representing the United 
States Joint Chiets of Staff' consulted with His Imperial NaJeety and 
the Iranian military staff and made a et\lley" of the detnsive terrain 
and of Iran°s military forces. Having considered all aspects of the 
defense of Iran, the teem submitted a detailed report thereon. 

This report together with the views expressed by His Imperial 
Majesty during his visit to the United states and in his subsequent 
letter to the President of the United States has been given full con­
sideration at the highest levels in the Govermment of the United 
States. The resulting recam.endations have been :ref'lected in the 
develop:aent of a comprehensive and well=rounded multi=yea.r program 
of military assistance to be provided to Iraill by the Government of 
the United States. The basis for and general content ot this program 
are outlined below. 

Iran's security involves military, econcmic and political aspects. 
The devel.opment ot a defense concept for Iran takes into account the 
necessity for assuring military security within the broe.der context ot 
the need for strengthened political unity and internal capacity to resist 
subversion, and the need tor continued econanic development accomplished 
in an orderly and efficient :marm.er. 

The concept tor the defense at Iran nm.st provide for all contingencies, 
insuring a balance of capabilities to meet each threat. It recognizes the 
capability of the United States and its allies to deter Soviet aggression 
and, should deterrence f'aU.11 to defeat it. It alao takes into consideration 
the collective security arrangements embodied in the CEWl'O Treaty, on the 
agreement of March 5, 1959, betweexa Iran and the l.U'.!!lited States and takes 
into account Ira.n's need for :improved capability for sel.1"-detense in the 
event of aggression not envisaged by these agreements. 

The concept further anticipates that Iran's armed :forces could be 
cal.led upon to support other Iranian security forces, directly responsible 
tor Iran's internal security. Fina.U.y, it assumes that Iranian armed 
forces would participate in suitable civic action programs designed to 
contribute to the welfare of the Iranian people and to engender national 
recognition or and respect fer the essential role of the armed forces 1n 
the preservation of Iran's security. 

~ 
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The concept for the defense ot Iran against external threats is based 
upon a forward strategy utilizing the natural mountain barriers on the 
northern border. Military operations in support ot such a strategy should 
be conceived and conducted 1n a manner visualizing the mutual support at 
ground, sea and air arms. EHential also to the implementation ot such a 
strategy is the provilion ot an adequate measure of mobility to the ground 
force elements conducting the defense. 

The concept tor ground defense based \ll)OO. this forward strategy con­
templates making maximum. use of terrain to achieve econaq o:f' torce. It 
v0Uld 'be implemented ey the provision ot speciall,y· tailored frmtier-t;ype 
forces capable ot effecting detense ot border areas as a necessary 
contribution to deterrence, turnishing timely and accurate reporting ot. 
border incursions or threats thereof and carrying oat the forward defense 
and delay alcng avenues of' approach with emphasis on critical passes and 
defiles. Heavier units ot divisional size, so located as to take maximum 
advantage of their mobility and :f'irepower, would execute the detense in 
depth along main avenues ot approach. 'l'b.ese divisions and their support-
ing forces s~d be sf'torded su:rticient mobility to permit rapid employ­
ment fran more centralized locations to designated. primary or alternate 
defense or delaying positions. Armor unite would be disposed and employed 
so as to maximize· their use along likely avenues ot araore4 approach. To 
reinf'orce critical areas aud to respond to contillgency situations, includiDg 
enemy airborne operatioas, maximum utilization o:f' available airlift is 
envisioned. • • 

Within the overall defense concept the minion ot the Air Force would 
involve the execution of tactical air, air defense, and air transport 
operations including interdiction o:f' key routes ot ingresa and tho air 
defense of key target areas. 'l'he mission ot the :Navy would involve surveil­
lance and reccxmaiesance, protection against infiltration, the conduct of 
mine wan'are operations, and the protection ot shore facilities inclucling 
ports to assure vital logistical support through the Perlian Gu.U' and ·the 
Shatt-Al-Arab. 

The torce structure desigDed tor the Iranian amed forces should take 
into account ·n(:)t only the c·oncept for defense, as set· torth above, but also 
the capabilities ot the forces and the equipment and resources which can be 
presumed to be available to these forces. The developnent ot the force 
structure is 1Dtluence4 by the neceasity to provide increased mobility to 
the divisional.units and necessary auppart units charged with executinc the 
defense, by the necessity tor add;Ltional and more effective trainiDg ef'torts 
ud for the provision ot substantial numbers ot higbl.y skilled per•oanel 
needed for the maintemmoe and operation ot increasingly complex materiel, 
and by the high cost ot creating and maintaining an etf'icient modern armed 
forces. It due consideration is given these f'aotors, the most etteotive 
Iranian military force which could be supported tor the next f'ive years is 
011e limited to a total strength of approximately 1601000 personnel. 
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Within this totaJ. force there should be an army of seven infantry 
divisions of 10,000 personnel strength, each with necessary canbat support­
ing units, a frontier force to provide visible defense, specially tailored 
and equipped totalling approximately 10,500 personnel, and necessary force­
wide logistieaJ. support; an air force of approximately 12,000 personnel 
strength including eight tactical fighter squadrons., three transport 
squadrons, one tactical reconnaissance squadron, and one air defense wing 
including personnel necessary tom.an an aircraft control and warning system; 
and a navy of approxiJilately 3,000 personnel.? including two patrol frigates, 
four patrol boats and six minesweepers, 

The United St.ates in recognition ot the llleed for improvement of' the 
patrol and escort capability of the Imperial. Iranian lllavy in the Persian 
Gulf proposes to furnish two patrol frigates. These frigates would replace 
the two obsolescent ships of this class now in service in the Iranian Navy, 

To permit effective utilization and employment of fighter and transport 
aircraf't now available and those planned for the Iranian Air Force, expansion 
of operative airfield capability and development of an aircraft control aBd 
warning system is visualized. Steps to provide for each of these capabilities 
are necessary for implementation of the concept for defense. 

It is proposed that an airfield developnent program be undertaken giving 
consideration to the capability and radius of operation of existing and 
planned aircraft to accanplisb assigned missions, while at the same time 
giving consideration to the resources which ce.n be made available to con­
struction requirements, The concept envisages three main operating bases 
consistent with permanent base maintenance and support requirements; the 
use of a forward operating base 1n northeast Iran with minimum essential 
facilities for extension of opera.ting radius; e.nd the utili~:ation of exist­
ing canmerical air.fields as emergency forward operating bases, Within this 
concept one main operating base would be developed e.t Hamdan illl addition to 
those now existing at Teheran end Dezfu.l and a forward operating base would 
be constructed in Northeastern Iran at Mashed. 

The United States proposes to contribute to the development of the air­
craft control and warning system by construction of radar stations at 
H.emadan and Dezful. The development of the system wcul.tl be facilitated by 
construction of a radar etatioo with:lllu CEITO early w~l"l'ling system at Mashed 
by the Government of the United Kingdan and subject to CENTO agreement thereto. 
The United States would al.so provide an adequate and reliable communications 
system linking all existing and proposed radar stations and the air defense 
operations center. 

The United. States' proposal to undertake the airfield expansion B.l'ld con­
struction projects at Ramadan and Mashed e.nd. the aircraft control and warning 
radar stations at Hamad.en and Dezful, as set forth above, anticipates that the· 

3 

~EGRE-T-
No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 



No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 

rSECIRIE'lf 

ANNEX 2 

Government of Iran will undertake to provide fran :1.ts resources necessary 
ancillary :facilities. This canbined e:rfort shoulcl vastly improve the 
operational effectiveness of the Imperial Iranian Air Force. 

In furtherance of its iDtent to assist Iran 1:n providing for its defense, 
the U.S. is prepared during the next five yee:rs to provide equipment and 
other support tor Iranian forces as set forth in the attachment hereto. It 
1s understood that provision of this support by the: United States will 'be 
dependent (A) upon the transition of the Iranian a1med forces over the next 
two or three year period to the agreed manpower level; (B) upon the 
demonstrated ability of the Iranian armed forces 1~c• absor~ and effectively 
utilize and maintain existing and newly delivered Etquipnent; and (C) upon 
maximum effective utilization of existing troop ho\1siiag and support 
facil:1.ties. 

Qualitative improvement in the Iranian armed 1~orces, particularly in 
the army, is essential to effective implementation of the concept for 
defense set forth herein and for the effective ut1J.izat1on of equipment to 
be furnished. To this end procurement and trainil1£, of long-term technicians, 
specialists, and non-carmissioned officers in all areas should be accomplish­
ed on an accelerated basis; a persODnel management system to assure full and 
appropriate utilization of sld.Ued personnel shoulcl be established; a sound 
fiscal management system should be employed to assure effective utilization 
of resources; maiu.tene.nce and logistic support capability should be broadened; 
and canmand struct'Ul'e and force organization shoul<l be tailored to the require­
ments of the :force structure being developed. In aceordanoe with the wishes 
of His Imperial Majesty the United States/ARMISH/MAAG is prepared to assist in 
the accc:mplishment of these improvements through the provision of detailed 
recommendations and guidance, as required. 

This undertak1D8 of' the Government of the Uni:ted States is» o:f' course, 
subject to the approval by the United States Congr,ass of annual appropri­
ations of the necessary funds. The United States <mernment believes that 
the above force level and proposed equipment and supplies for the Imperial 
Iranian Armed Forces together with the qualitative improvements visualized 
would substantially improve the capability of the :tranian forces to carry 
out their missions. 

The Government of' the United States proposes ·chat» if the program out­
lined above is acceptable in principl.e, that des~!lated representatives of 
His Imperial Majesty and the Chief' of' ARMISH/MAAG widertake discussions for 
the purpose of arriving at the details of the program for the defense of Iran. 

Summary of proposed deliveries of military eq~ipment to Iran, July l 
1962 through June 30, 1967 (NCYl'E A) • 

1. Additional firepower 
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A. Requirements tor all light weapons will have been met through 
provision ot: 

Rocket launchers, 3.5 inch 
Submachine guns 
200 mortars, 6omm 

B. Ammmition will be su;ppl.ied tor light and heavy weapons in 
quantities sufficient tor reasonable training requirements and to bring 
stocks to the planned 30-~ level.. 

2. Additional camm.m:i.ca.tions equipnent 

Badio sets of all types and other cam1UDiaations equipment as 
neoessaey will be provide!} to meet all essential requirements. 

3. Approximately 100 M-113 armored personnel carriers. 

4. Additional vehicles 

6. 

A. 5,000 Jeeps 

B. 1,500 3/4 to J. ton trucks 

c. 3,500 2 and J./2 ton trucks 

D. 250 - 5-ton trucks· 

Can.bat support equipment 

Cranes, water trucks, graders, tractors, Bailey bridges, etc. 

2 mil'lesweepers, inshore 

7. 2 patrol frigates (NCYl'E B) 

8. 20 helicopters (H43B) 

9. Civic action program support 

A. Construction equipment incJ.uding rollers, crushers, concrete 
mixers, water distribution trucks, well drilling equipment. 

B. Vocational Training equipment. 
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10. Ground force construction project 

Guchon barracks and facilities for l regimental caabat team. 
(No.rE C) 

11.. Liaison aircraft 

45 CESSNA 180 or 185 aircraft 

12. Transport aircraft 

A. l squadron c ... 130s (4 aircraft) 

B. 12 additional C-47 aircraft 

13. Additional canbst air capability 

A. 4 squadrons Jet supersonic t'igb:ter-bcm'ber aircraft (F5A) 
(13 aircraft per squadron}. (NCll'E D) 

B. Ccaplet1on of facilities at Hams.dan airfield to establish 
it as a main operating base. (:NOl'E C) 

C. Construction of minimum essential f'acilities at Mashed air­
field to establish it as a forward operating base. (NO?E C) 

D-. Construct aircraft· control and wsrniDg radar stations at 
Hamad.an, and Deztuli a.ud provide commuuications system linking all radar 
stations. (NOTE C) 

NOl'ES 

(.A.) Subject to approval b;y U.S. Ca,ngress of annual appropriations 
requests. 

(B) To replace two ships of this class now in service in the Imperial 
Iranian Navy. 

(C) Construction of an RCT facility at Ouch.on, airfields at Hamad.an 
and Mashedi radar stations at .HaD!ladan and Mashed, radar stations at Ramadan 
and Dezful, and aircraft control end warning sites are understood to involve 
joint part1c1,pation by the Governm.ex:its of Iran and the United States. 
b'pecific contributions to the total. requirements for each project to be 
made by each participant a.re to be agreed upon. 

(D) Subject to improvement o:f' the operational and maintenance efficiency 
o:f the Imperial Iranian Air Force. 
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"Le Ministre de la Cour 
Teheran, September 201 1962 

Dear Mr. Ambassador: 

I have the honor to inform you that by ccamand or His Imperial Majesty 
the memorandum addressed to you and bearing the date of September 19, 1962 
has His MaJesty's f'Ul.l. approval. The text of the memorandum 'follows: 

"Teheran$ September 191 1962 

Memorandum to the Americu Ambassador 

This is to oon:f'irm the wderetanding reached orally this mornin8. The 
Five-Year Military Progr8Jll presented by the Allllbassador in his memorandum 
of tod/qns date is hereby agreed. 

The·muitary desirability or providing three additional tank battalions 
1s noted and it is understood that consideration may be given to providing 
them in the future should the requisite resources be :found fran either 
American or Iranian sources. 

It is likewise underst90d that it would be desirable :f'ran a military 
point of view to have two radar stations 8 one between Babolsar and Mashed 
and one at Zahedan it means mEcy" be found in the future, fran whatever 
source, to provide them. 

Should the internation&l situation develop during the five-year period 
envisaged by the progrem,p in such manner as to pose threats to. Iran not now 
foreseen, it is tmdei-stood that the program may be reviewed.." 

I em commanded to se:y-on His Majesty's beh&lf' that although in the 
agreed. understanding contained. in the :foregoing text, it is stated in the. 
third paragraph that "it would be desirable f'rcm a military point of' view 
to have two radar stations, one between Babolsar and Mashed and one at 
Zahedan if means may be tound in the f'utu.re, frcm whatever source, to 
provide them",p it (is) His Ma.jesty0 s opinion these radar stations are 
necessary frcm a military poiut of' view. 

I am etc., etc ...•. 

/Signed/Husse:m Ala" 
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ABEX 3 

ME))l)RANDUM Of URDER9?ANDIRG 

I. The Imperial Government ot Iran and the Government ot the United 
States have reviewed the following defense considerations of their 
respective countries: 

A. Th~ Mu.tua.l Defense Assistance Agreement between the two govern­
ments or 23 May 1950, as supplemented bf the exchange of notes of April • 
24, 1952, and the exchange of notes ot July 12 w:id October 31, 1957. 

l3. The Agreement of Cooperation between the Government of the 
United States ot America and the Imperial Government ot Iran of 
March 5, 1959. 

C. The Memorandllm. of Understanding between the Government of the 
United States of America and the Imperial Government of Iran of 
September 19, 1962. 

D. The exchange ot correspondence prior to, and discussions held in 
June 1964, between His Imperial Majesty, the Sbahinshah of Iran, .. and the 
President of the United States of America, and other officials of the 
Government of the United States of America. 

II. In the light of these considerations, the two Governments reaffirm 
the concept for the defense of ·Iran and the force structure for the 
Imperial Iranian Armed Forces set forth in the Memorandum of Un~rstanding 
of September 19, 1962. The Governments also restate their ccamitments to 
carry out their respective obligations undertaken in the memorandum. In 
particular, the United states Government will, subJect to the availability 
of :f'wlds and continued Congressional. authorization, deliver on a grant basis 
the remaining equipnent, uterial and services specified in the 1962 
memorandum. The Imperial. Government of Iran will make satisf'acto:ry provi­
sion f'or the ef'tective utilization and operation of all equipment provided 
to and within its military forces and will l:lmit its PU+Chaaes of military 
equip!lent to the requirements of agreed attainable force objectives. The 
Imperial Government of Iran also undertakes to assure that its program of 
military purchases will not cause undue strain on the nation's foreign ex­
change•reserves or Jeopardize plans tor the nation's econCDic and social 
developnent. 

III. In view ot the improved financial situation of Iran and the n~d f'or. 
modernizing Iran's military forces on a long-rane;e basis, the two Govern­
ments agree to an additional program of mutual defense cooperation for the 
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period FY 1965-69 as set fortll below. It is understood that., except as 
specifically modified herein., the new program is subject to those conditions 
and obligations undertaken by the two Oovemmente in the Mmorandm ot 
Understanding of September 19., 1962. 

A. The Oaverrunent of the United States will: 

1. extend additional grant military assistance during FI 1967-69 
to be progreJlllled as set forth in Annex A for delivery by the end of FY 1970., 

2. subject to the request of the Imperial Government of Iran, 

a) assist in the formulation of lOJ:li-range plans for the equip­
ping, training and modernization of the Armed Forces ot the Imperial Govern­
ment of Iran; 

b) provide procurement., contraatiDg and inspection services 
to the Imperial Goveniment of Iran for the material which Iran desires to . 
purc:base in the United States; 

c) provide technical advice and training services to the 
Armed Forces of the Imperial Government of Iran to enhance the effective 
installation, operation and maintenance of the equipment concerned. 

3. In order to assist the Imperial Government of Iran in financing 
the :purchases referred to in paragraph III B, 

a) assure credits withi~ 30 days fran the date of signing this 
Memo.randum of Understanding tor the equipment, spares and services enumerated 
in p.aragraph III C; 

b) assure credits during u. s. FY 1965~9 tran available private 
and government financial. institutions or., subject to the availability of funds, 
frcm funds made available under the Foreign Assistance Act of 1961 as amended., 
1n amounts which., including the credits referred to in paragraph' III A. 3 a) 
do not exceed a total of $200 million end are cona1stent with the :t'oreig11 
exchange and other limitations contained in III C. Negotiations with avail­
able private and government f'inancial institutions to obtain such credits will 
be conducted by the Imperial Government of Iran in cooperation with the Govern­
ment ot the United States. These credits will be repayable on terms which will 
allow payments over the ten-year period FI 1965.74 to be negotiated at the time 
of the conclusion of each credit sales program or contract under this agreement 
and shall take into account Iran's repayment capabilities. The interest rate 
to be negotiated will not exceed an average of 4-5 per cent per annum on the 
unpaid balance. 
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B. The Imperial Government of Iran will purchase fran the United 
States during FY 1965-69 military equipment, material and services over and 

- above that to be furnished on a grant basis. These purchases have an esti­
mated value of $250 million, including: 

1. Cash purchases of an estimated value of $50 million (princi­
pally spare parts for equipment provided under military grant aid progr&lllS). 

2. Purchases, utilizing above credits as necessary, of an esti-
- mated value of $200 million (principally new equipment, spares, and related 

services). Illustrative list is ·at Annex B, 

- C. To implement this modernization program, the Imperial Governaent 

-
-

-
-
-
-
-
-

of Iran will place orders and the Government of the United States will 
provide credits within 30 days from the date of the signing of this Memorandum 
of Understanding for the following equipment, at approximately the indicated 
price: 

4 C-130 aircraft with spares a:nd 
aerospace ground equipment 

176 M-6oA1 tanks with spares 

Other related items and services 
including packing, inland 
transportation, port handling 
and ocean transportation to 
lrain 

(T<Jl'AL) 

$ 12.0 million 

39.0 million 

6.o million 

$ 57,0 million 

Progranming of the other equipment to be offered to Iran under the line of 
credit cited above will be divided into separate increments and phased over 
subsequent years. In the course of the negotiation of the credit agreement 
for each increment, the Ira:nian ba.la:nce of payments and budgetary situation 
and progress of the development program will be reviewed in order to deter­
mine the amount of credit to be offered in the increment and a feasible 
amortization schedule. 

IV. The Government of the United States designates the Chief of the United 
States Military Assistance Advisory Group to Iran to meet periodically with 
a representative designated by the Imperial Government of Iran to perform the 
fallowing :functions: 

A. Serve as the focal point for all matters pertaining to the United 
States-Iran military modernization equipment procurement program; 

No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 
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B. Develop detailed plans and arrangements for the implementation of 
this agreement; 

c. Develop force objectives and detemine valid military equipment 
and training requirements for the Imperial Government ot Iran which are 
deemed attainable 1n future time periods. 

V. A ranking representative designated by the Imperial Iranian Government 
will meet with the United States Ambat.sador to Iran periodically, but not 
leas frequently than once a year, to review the progress and execution ot 
this understanding and its relationship to Iran's econanic and social develop­
ment program. This will include a Joint assessment ot the e:tf'ect of' military 
purchases an the Iranian balance of payments and budgetary situation. 

rated: July 4, 1964 

For the Government of' the 

United States of America 

/s/ J. Holmes 

4 

S!CIRE~ 

Dated: July 4, 1964 

By Camnand of' 

His Imperial Majesty 

the Shahinsbah of Iran 

(H. Ghods-Nakkai) 

Minister of Court. 

No Objection To Declassification 2009/08/24 : N LJ-032-042-1-2-0 
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Annex A to the Mem<:>randtml of Understanding 

Additional equipment, supplies and services over and above previous 
United States canmitments contained in the 19 September 1962 Memorandum 
of Understanding to be furnished by the United States through Grant Aid 
Military Assistance by 30 June 1970, subject to approval by United States 
Congl:'ess of annual appropriations requests. 

a. 39 - F5 aircraft (13 to replace l squadron of RT-33 aircraft, 
and 26 to replace 2 squadrons of F-86 aircraft). 

b. 110 - 105-mm. Howitzers (to increase number of four-gun 
batteries per battalion fran 2 to 3). 

c. 28 - 8" Howitzers (to increase guns per battery frcm 2 to 4). 

d. 1 1000 - Vehicles (to increase mobility). 

e. 1 - Airborne Battalion, TO & E equipment (to canplete an 
airborne regiment of 2 battalions). 

f. 4 - Twin-engine Camnand-type aircraft (for canmand and control). 

g. 30-da,y War Reserve of ammunition and reasonable training allow-
ance (except for items produced in-country). 

h. Additional Civic Action support. 

1. Additional conmunications and electronic equipment. 

j • Additional engineer equipment. 

k. Additional material-hand.ling equipment. 

l. Continued training assistance to include CONUS training, 
provision of Ml'l's, technical assistance, and further development of the 
in-country military ·~raining capability. 

m. Miscellaneous additional military equipment, supplies and 
services. 

5 
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Annex B to the Memorandum of Understanding 

Illustrative list of items to be procured by Iran fran the United 
Htates with 200-mil.tion da.U.ar United States credit: 

a. 460 - M-6o Al Medium Tanke, including 
1.-year spare parts and radios (to replace all 
M-47 tanks in Iren) . 

b. 8 - C-130 aircraft, including aero­
spacegrowid equipment (to replace 2 squadrons 
of C-47 aircraft) 

c. 163 - M-113 Al Armored Personnel 
Carriers (to increase mobility) 

d. l - Hawk Battalion of 4 batteries (in 
southern Iran to improve Air Defense capability) 

e. 26 - F5 aircraft, including aerospace 
ground equipment (to replace 2 squadrons of F-86 
aircraft) 

r. 1,610 - Ml.919 A6 Ma.chineguns (to 
increase firepower) 

g. Miscellaneous military items 

h. Packing, handling, crating and trans­
portation expenses (averages approximately 20 
per cent cost of items shipped, excluding C-130 
aircraft) 

6 

Millions of dollars 

101 

20 

6 

21 

18 

.35 

3.65 

30 

200 
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ABEX 3 
LE MINI&l'RE DE LACOUR 

5th July, 1964 

Dear Mr • .Ambaesador, 

Pursuant to my letter of 4th July concerning the signed 
Memorandum of Understanding, I have the honour to bring to Your 
Excellency's attentiOD that the phrase 1n the last paragraph of the 
above letter 11 

••• requirements of the Imperial Iranian Armed Forces 
... "is hereby altered to read" ... further requirements of the 
Imperial Iranian Armed Forces ... ". 

With high esteem, I am, 

Yours sincerely, 

/s/ H. Ghods-Nakhai 

His Excellency 
the Hon. J.C. Holmes 
Ambassador of the United States of America, 
Teheran. 
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LE .MINISTRE iE LACOUR 

4th July, 1964. 

Dea.~ Mr. Ambassador, 

The signed Memorandum of Un rstanding dated July 4th, is 
herewith enclosed for Your Excellency s attention. 

By canmand of His Imper1a1.· Jesty, His Excellency General 
Abdal-Hossein Hejazi, Chief of the S reme Camnander's Ste.tr is 
h1ereby designated as the representati e of the Imperial Goveroment 
o:f' Iran for the iJlq>lementation of par graph IV of the Memorandum. 

I am rurther canmanded to 
r1:}quirements of the I.mperial Iranian 
cated by General Hejazi 1n accordance 
M,morandum. 

With high esteem, I am, 

orm you that in tutu.re the 
ed Forces will be camnwii­

ith paragraph IV of the 

Yours very sincerely, 

/s/ H. Ghods-Na.khs.1 

His Excellency 
the Hon. J.C. Hollnes, 
Antbassador of the United States of Alne ica, 
Teheran. 

B 

I 
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- ANNEX 4 

·- FORCE GOALS 

In Annex J to 1962 1964 
Units Being JSOP 70 Agreement Agreement - (Where Different 

f'ran 1962 Agrmt) 

Inf Div 7 7 8 

Armored Div 1 1 

Tank Bn 4 7 

Armored Cavalry Bn 7 7 -- Ccmq,osite Artillery Bn 4 4 

Canbat Engineer Bn 4 4 

Aviation Bn l l - Signal Group 3 3 

Special Forces Group l l - Airborne Bn l 2 2 

- Air Defense/ Tactical 5 8 8 
Fighter Sq, - SAM Sq (Bn) 0 2 l 

Tactical Reece Sq 1 l l - Tactical Control Sq 1 1 

- Air Rescue Sq 1 1 

Transport Sq (Medium) l 3 ( 3 
·-

( 3 
Transport Sq (Light) 1 l ( l 

- Minesweepers 6 6 6 

Patrol Craft (PGM) 4 7 4 7 - Patrol Escort (PF) 4* 4 2 4 

Patrol Craft (SC) 2if- 'I - SJEC[{l&T ;' 

* 2 PF's and 2 SC's are obsolete. - No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 
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ANNEX 6 

ARMY 

COST SAVDIOS 

M6o Al 'l'anks (Requirement for 2761nstead 
of 46o tanks. Cost $6o.7 instead of $:1.0l 
million) 

Support :for l Infantry and l Armored Div., 
and Supporting Forces (1 Artillery Bn, 
l Canbat Engineer BD, l Tank Bn) 

'l'OI'AL 

AIR FORCE 

NAVY 

2 F-5 Squadrons 

(Secong Ha.wk Bn not currently financed 
but estimated to cost $25 million. ) • 

2 Patrol Frigates & l PGM 

PCRT COS'rB 

TOI'AL 

5-Year Savings 
in Millions 

4o.3 
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PARl'ICIPANTS IN THE MAP REAPPRAISAL STUDIES 

The Staff' primarily responsible for assisting Mt-. Hoopes 
with the studies has consi8ted of: 

1) Mt-. Peter L. Szanton, OASD/ISA 

2) Lt. Colonel Harry J. Shaw, USA., OABD/ISA 

3) Lt. Colonel Harry D. Latimer, USA, HQ PACOM 

4) Captain Eric W. Pollard, USN, JCS (SACSA) 

5) Colonel Kenneth B. Smith, HQ, USAF 

6) Colonel Fred E. Haynes, t:JSMC, 0.ABD/ISA 

7) Mr. Robert Murray, OASD/ISA 

No Objection To Declassification 2009/08/24 : NLJ-032-042-1-2-0 
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Page 2 of telegram to __ TE_HBA __ :_J ,'--C_I_N_C_·S_TRI __ KE_• ________________ _ 

demand for early delivexy dates, prior to availability of actual credit funds, 

we would authorize military departments to pro~eed iEmecliately with procurement 

upon receipt of r.01 signed Lettere of Offers under a ''Dependable Undertakini' 

anangement. After signing of credit arrangements military depsrtmertts uill revise 

these Letters of Offer reflecting current £uncling system. 

We are aware that Samii clesb:ed to defar psyments on principal. We hsve 

considered deferment of initial principal repayment until 31 Decemher 1966. 

By that time. however. military departments will have disbursed more than $35 million. 

Such deferment would therefore add consider bl)"to interest burden of C-01. If, 
desi.rous 

in spit'f>f this, Samii still~ of this postponement in firat principal repay• 

ment', we are agreed, end Hirshberg has been provided with appl'opriate alternate 

schedule for Annex D. Banking requiret!ants, hot1ever, uill necessitate the first 

interest payment being made 30 June 1966. 

Date of signing Elhould be on er b~fore 31 December 1965. no other changes 

tr, body of agreement, promissory note, disbursement schedule, or other annexes 

appear necessary. U.S. 4~o~- GOI signatories rem~in a previously arrangec:1. Three 

signed copies should be prc,viued OASD/ISA/ILN. GP ... 4 
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REF: O[PTEL 606 

COUNTRY TEAJV] MESSAGE 

·ooD TEAM VISIT TO !HAN 

1. COUNTRY .TEAM WELC(l,1ES V !SIT BY DOD TEAM TO IRAN. 
WE URGE TEAM BE PHEPARED ·ro DISCUSS WITH us L>ETAILS Or' 
CONCEPT, AVAlLABILITY,_PRICE STRUCTURE INCLUDING POSSIBLE DELETIONS 
t-'HCM LETTER 01" OFFEH, f\ND METHODS OF ~·INANCING .IN oRuER DE_ 
T~HM!NE BEST METHOu PRESENTATION TO I_RANIAN AUTHORITIES. SINCE 
THERE IS NO HAWK SPEC! AL IST. WITH IN ARM ISH/it1AAti • AHM y- HAWK 

' PAGE TWO RUQTAN .363 C 8 ~~ F I Q E bl T i A L 
SPECIALIST SHOULD ALSO BE PREPARED TO DISCUSS CONCEPT OF FIXED, 
SEMI-FIXED AND MOBILE BATTALION PLUS ,c'ONCE?T Or DEPL·O.,MENT' 
TRAINING ~EQUIKEMENTS BASED ON T\IIO•S.LTE DEPLOyMENT OF. BATTALION, 
AND ALL ASPECTS OF COST INVOLVED. EST IM ATES OF COST :'O,:-·SUPPORTING 
STRUCTURE TO BE BUILT BY GOI SHOULD BE BROUGHT BY TEA(~. 

2. AS MADE CL.EAR IN EMBTEL 715 SHAH IS MOST CO,NCERNED WITH 
SUBJECT HAWK BATTALION. HE SERIOUSLY QUESTIONING OUR PROPOSAL 
LIMIT !HAN TO ONE BATT,~L'ION. AND HE IS IN'CREASINGLy SENsITIVE ON 
COST FACTO~. GE;NERAL KHATEMI HAS· INDICATED TO US THAT SHAH .,,1. • 

REC fNTL Y ~A ISED WITH HIM QUEST I ON OF PERF OitM ANCE, • CHARA CT £q IsT I CS, • 
AND COST Of HAWK BATTALION AS COMPAnJ::D WI'lii 3nITisH AIR DE\:Ei-•S:E 

i 

~ 
l 
I ,, 

MISSILES,. INCLUDING :iUPPOrtT· C:OSTS. WE ARE AT LOSS HERE TO ACCOUNT 
FOii SUDDEN PROJECTED ~ rs E IN COST HAvJK • BATT AL I ON'. w E HAD BEEN ASc::URED : 

. THIS B'\TTALION W.tiS lN STORAGE, EARMAHKED FO;~ USE IN IRAN WHEN .,. • .: 
·' TH,JE (l~ME. UNDEr< GIHCUMSTANCES WE BELIEVE IT WILL BE MOST 

DirF'ICULT TO. EXPLAII~ TO SHAH AND. GOI OFFICIALS _vJHY COST OF' HAWK 
H.'\S MOUNTED SO P~ECIPITO'JSLY OVER $21 ~lILLION FIGURE QUOTED IN 

DECLASSiFl ·-o 
. E.O. 13292, Sec. 3.4 

By~, NARA, Date 1 ·tt;·bl: 

'SQ~liT6fl!NI !AL 
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-2- 774, November· 24, From: Tehran 
t • ' ' 

ANNEX B TO JULY·, 11964 MEMO,,ANLlUM Ci- UNut:,{::>lANL>1 lG AND-STILL 
CArtR IED AS PiUCf:. IN. ~OOPES HEr-'Or(T AS L.O.TE AS AUGUST IHIS YEt,R. 

3. COUNTRY TEAM FEELS STRONBLY THA:r UNLESS. WE ARE PREPARED.· 

PAGE THREE RUQTAN 363 c~ 0 ,~ Ji1 I I) I!: ,~ T I i*t i!:d 
TO P10VIDE F'IHST' HAWK BATTALION TO IRAN AT PRICE riEASOi~ABLv; 
AND WE EMPHASIZE REASONABLY, CLOSE TO $21 MILLION FIGURE, 
WE C.t\N EXPECT MOST UNFAVORABLE REACTION HERE WITH DELETEidOUS • 
IMPACT ON OUR ALREADY SENS IT !VE AN[f STt-tAINEO MILITARY RELATION~ 
EASILY ?REDICTABLE AS AFTE~MATH. GP-4.· M?:YER • • 
BT 

' 
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RNA-60, November 16, 1965 

To 
Through: 
From 

The Acting Secretary C\ 
s/s ~ / 
INR - Thomas L. Hughes h. t O , r---"",-

Subject: Iran Increases its Allocation for 

Ir;_i_n has recently allocated *200 million for the purchase 
mili tnry equipment. This paper evalqates the ostensible reasons and probah1e 
underlyinr, motivations wide.Ii induced the Shah to take this step. 

ABSTRACT 

The Iranian government recently has allocated an additional $200 million 

for military procurement for air defense, the expansion of the air force, 

and additional naval units. As justification for this expenditure, the 

government cited the alleged danger of Arab aggression and the alleged Arab 

claim to the Iranian province of Khuzistan. 

The Shah has long been preoccupied with the potential threat to Iran 

which he feels comes from Nasser and Nasserist influence in Iraq and the 

Persian Gulf area. His concern has been reinforced by the presence of a 

large Arab minority in oil-rich Khuzistan which he alleges to be a target for 

Arab nationalist subversion. For some time, the Shah has been frustrated 

by his failure to convince the US of the immediacy of the direct and indirect 

threat from the UAR. Moreover, he has long been uncomfortable about his 

dependency in military matters on the US. This discomfort has been heightened 

by the cessation of US military assistance to Pakistan during its conflict 

with India. As a consequence, the Shah's desire to diversify the sources 

of military procurement has been greatly increased. 
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hope that the bulk of the equipment would come from the US, but has indicated 

that procurement would be based on considerations of quality and price 

regardless of country of origin. 

While the $200 million allocation for military equipment may be the 

first step in an involved bargaining process with the US, it appears to 

have several immediate purposes: to put pressure on the US to increase the 

military credit sales prov-am and to improve its tenns; to acquire, in 

::iddi tion to US-supplied equipment, military i terns whose use would not be 

subject to external restraints and which could be used to deal with regional 

continEend es; to direct Iranian attention to an external threat, thereby 

mitigating the unpopularity in certain quarters of Iran's costly military 

buildup, and ·dispellingthe impression that this ams buildup may be 

designed primarily to strenghten the regime internally. 

The Shah 1 s preoccupation with his military establishment is bound 

to have a long-range impact on economic develo:r:anent. The Shah, however, 

does not yet regard the allocation of resources between the developmental 

and military sectors as a major problem and believes that Iran can afford 

both substantial economic growth and a modern military establishment. 

This attitude does not do justice to the magnitude of the development task, 

which is illustrated by the fact that the annual population increase now 

absorbs the rise in GNP. 

s"EettE'l'tr~o FOREIGN DISSEM 
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Un November 9, 1;)(>5, l'rime Minister Hoveyda asked the Majli~ (Assembly) 
Lo .:iuthori:·.c the cxpendi turc of :~200,000 ,OOO for m::i.li tary procurement for 
air defense, the expansion of the air force, and additional naval units. 
Cited as justification for this measure were the alleged danger of Arab 
aggression and the Arab claim to the Iranian province of Khuzistan, which 
had been mentioned routinely by the Syrian Prime Minister in a speech on 
October 12. The authorization was approved by the Majlis on November 10, 
and Senate approval is expected withoutdelay. Meanwhile, Iran has with­
drawn its Ambassador from Syria. 

The decision announced by the Prime Minister reportedly was the result of 
a nunber of concerns on the part of the Shah: the vulnerability of Iran's 
petroleum facilities in Khuzistan to air and naval attack and to sabotage 
by Arab infiltrators who might enter Khuzistan from Iraq; the procurement by 
Iraq of new MIG aircraft and the UAR's MIG and SAM inventory; the Shah's 
unhappiness with certain aspects of the US-Iran military credit sales program; 
limitations on the use of US equipment and resupply problems as demonstrated 
during the recent Inda-Pakistan conflict, and the resultant desire of the 
Shah that Iran be able to cope independently with regional threats. The Shah's 
decision to spend $200 million for "urgently needed" military equipment 
reportedly is firm, and he has expressed the hope that the bulk of it would 
come from the US. However, he has indicated that procurement would be based 
on the best equipment and the best price regardless of country of origin. 

This move by Iran to strengthen its military establishment by acquiring 
additional military equipment has been in the wind for some time. The Shah 
has long been preoccupied with the potential threat to Iran which he feels 
comes from Nasser and Nasserist influence in Iraq and the Persian Gulf area. 
His concern has been reinforced by the presence of a large Arab minority in 
Khuzistan which constitutes a possible target for Arab nationalist anbitions 
and where, in fact, the Iranians have alleged widespread Arab subversion. In 
addition, the Shah feels that Iran would have a legitimate claim to at least 
some of the British holdings in the Persian Gulf and should be in a position 
to assert its claim if and when the British leave. 

These needs, the Shah feels, necessitate an urgent strengthening of his 
military establishment, particularly his air defense capability. To date, the 
Shah has been frustrated by his failure to convince the US of the immediacy of 
the threat from the UAR. He has, however, on his own pursued a policy designed 
to frustrate Nasser's ambitions. He has supported the Kurdish rebellion in 
Iraq and aided the Yemeni Royalists. He has also had, for some time, close 
ties with King Husayn of Jordan, has moved toward closer relations with Israel 

~hich has successfully capitalized on the Shah's obsession with Nasser). and, 
more recently, has established closer ties with Saudi Arabia. 

The Shah's concern with the state of his military establishment, especially 
when compared with the conbined Arab arsenal, is not new. Moreover, the Shah 
has long been uncomfortable about his dependency in military matters on the US. 
This concern has been heightened by the cessation of US military assistance to 
Pakistan during its conflict with India. Furthermore, the limitations placed by 
the US on the use of military equipment supplied to Iran under military assistance 

SiGRFT;llO FOREIGN DISSEM 
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and credit sales programs became evep clearer to the Shah when Pakistan 
requested assistance from I ran. This experience has greatly increased the Shah's 
desire to diversify the sources of military procurement and to proceed with the 
military procurement program, even though it could jeopardize Iran's MAP 
relationship with the US. 

More specifically, the $200,000,000 allocation for military procurement 
appears to have several immediate purposes: 

1) to put pressure on the US to increase the military credit sales 
program (now $200,000,000 for the 5-year period FY 1965-69),to improve its 
terms: and to speed up delivery of the items agreed upon. The Shah may hope 
that, in view of Iran's importance to the US as the locus of specialfacilities, 
the US, in order to maintain its privileges and its position as the primary 
source of military supply, may be disposed to lend an increasingly sympathetic 
ear to Iranian requests for sophisticated military equipment. Moreover, the 
announcement of the procurement program may be the first step in an involved 
bargaining process which would enable the Shah eventually to make an important 
"concession" in return for an as yet undefined "favor." 

2) to acquire, in addition to the flow of equipment from the US, military 
item.5 whose use would not be subject to external restraint&. In this way, he 
could hope to obtain greater freedom of maneuver and would be able more 
effectively to protect Iran's national interests which, in his view, requires 
a modern military establishment that could be used to deal with regional 
contingencies. At the same time, the security arrangements with the US would 
continue to protect Iran from the Soviet threat. In fact, the Shah may 
calculate that the Soviets themselves might be interested in improving their 
posture on the Iranian scene by supplying military items on favorable terms. 
If that were the case, the Soviet response would demonstrate to domestic 
opinion that the Shah was not overly dependent on the US and to the US that 
Iran cannot be taken for granted. 

3) to direct the attention of Iranians to the grievous external threat 
to mitigate the unpopularity in certain quarters of Iran's costly arms buildup 
and to dispel the impression that this military buildup may be designed pri­
marily to strengthen the regime internally. 

-rrospects 

The cost of the Shah's preoccupation with his military establishment, as 
evidenced by the decision to allocate an additional $200 million for equipment, 
may pose problems for the regime over the longer run and is bound to have a 
long-range impact on economic development. During the past decade, one of the 
criticisms of the Shah has been that Iran's developmental progress, in spite of 
substantial and increasing oil revenues, has been inadequate, in large part 
because of the resources allocated to the military establishment. This problem 
has long been recognized, but is likely to become more serious, given the Shru11s 
preoccupation with security matters. The Shah does not yet regard the allocation 
of resources between the developnental and military sectors as a major problem 
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and b.elieves, as this decision indicates, that security requirements should 
continue to have highest priority. Moreover, he remains confident that I ran 
can afford both a modern military establishment and substantial economic growth, 
even though the magnitude of the developmental task is illustrated by the fact 
that the annual population increase now absorbs the rise in GNP. Increased 
demands for sophisticated and costly military equipment may substantially reduce 
the funds available for important developmental programs. 

oz8UCKEl}N& FOREIGN DISSEM 
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----- ... OFFICE OF THB ASSISTANT SBCIBTAIT OF DEFBHSB 

27 September 1965 

MEMORANDUM FOR BOB KOMER 

'lhe attached message covers in greater detail my 
discussions with Governor Samii. You will recall 
my mentioning to you on the telephone last Friday, 
Sandi's plea for a 3# interest rate. 

I have told Samii that it will be sometime before 
a final decision is reached and it is most likely 
that the decision will be communicated through 
official Embassy channels. 

I am leaving this matter in your hands and would 
appreciate you keeping me posted on the action 
you are taking. 

~~4:.11 
~ J. Kuss, Jr. 

Deputy Assistant Secretary 

DECLASSIFIE:.D 
E.O. 13292, Sec. 3.4 

By~, NARA, Oate_1:::l6--Dl: 
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Subj: 1,:tg between Mr. Kuss, DASD/lli,- and 111r. Samii, Governc 
. Cent:r~l Bank. of Iran., in Washington; 24 September 65 

Subseq~e~~ to the 9 September meeting covered in DEF 1376 
' ' 

General Counsel, DOD., Mr. Dunl.a;p Deputy to Mr. Kuss, and Mr. 
' • 

. )A,,;:..zl.:, :i:Dl', met •with Central :Bank Governo~ _Samii in the Pentagon 

on 24 September. 
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only subatcnJcive· one referreo. to the GOI's;-aut9.i9:rization granted 
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~.:1~: thatihis too shoul.d be considered as in effect s·-.,.,id.izir--6, 

~ if .r.ot actually •wiping out the inti;:;rest all. to.s;ethcT. S:1mii then 
F 

pointed out-hou GOI in the short span of one year has taken on the 

:,eavy ·bu.:cd-..:a· of ft.s dc::;:'ense through bo~ch cash outlays and long 

range crcdi t commitment;;; and he then came to the point toward w:1.i~n 

he. was b_uildinc; u:p to ull along - narr.ely that he 1vould consider 

3-~~G as a moi~e accept,l°ole rate of interest which would also 

to the interest the U .s. • is charging M,.::..aysia.. Kuss ~ 

i 
corrcs:por:':::. 

! 
e:i...'J)laine c.l 

that Malaysia did not 1·ecei ve any grant aid and that in fact the 
-, , I .•r~I -1.. · • . , 
'7' r-.. ,_;_;,, ., n ~ . . ~.a. 
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j t~~~--a. V He_ further ex-_pllir..cd that over a 7 years.·· 
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1: repayment period the·· difference" between 5% and 3i1i represents 

about $2½ million ·wh~ch sum is·· really quite small considering 

. j th(-..-0$90 roillion ~01·-th of material :,ft being procured.. 
. . 
Sarr.ii then 

related how such a sum, is quite· sizeable, that with it he could. 

finance a s_ugar ill. refinery~ subsidize exports .or finance other 

it :productive projects~ " 

In conclusion Mr. Kuss told Samii that he would refer 

S:.~~lii I s pleas to the highe~t level of' our govermn,;;nt si.."lce if' 

·,· '~. . 

I 

•. ' 

..; 



• • ··• Jj.!"(; • • '" ,.,_ f·•HA"f'"'tl ,~•r,-:• fi .. "''~"I• 4 u:: .. ::,.,.~v..:i -..,.,;,,-~lr.ui-U\Jll.iu·U iuia _}1.;tij 

l·"i,~cv .. 

I c.:,cuaTI cw:e:::,., 

• --· •• • • \f : ....... ~ ~- ~~ •• 

i 
(. 

'. 

I. 
! 

( ~ 

OSD WJ:3:!-i :CC 

level of govc:::--:ill1e~.-:;;_ .1:.l:-·"":ttr"l°..._...,...~.~...,...-a1.""--'"'d-e:~-1;:c..~-a-vo-:r-·~o obt,uin vu i.,:;;.-.,-:· 
,,. 

did not wish to sound too·. o~tcc.tls~ic on this v.atter and in c.ny 
' ; 

event it 110u:..0. be two to three weeks bcfo:i:-e a final decision 

could. be reacL1..:d. Since Samii "1ould be in the U. S . only until 

about Octob(;;:L' 6, ::::..; :mz.y_ 'be necess;;;.ry to co.nnnw.1::.-::ate the decision 

·:o :...im vlu our Smb-.:ssy ·1n: Tt?heran. F:.nally, if a f'a,vorable 

C:cc~_sion on ~ • fk% i:it.:::rest rate 1-1.erc forthcoming it shoul.d be 

cl.early und:!rstood •i.-:1at this ·would be a very special case and 

that; .. ',".:t.. 
... v shm:.i.6. not be interpreted as ;precedent setting. It was 

also ·e:::,:::ced tha:~ we vouJ.d l)rovide Samii during the early· part of 

next ·wc:cic (2'( September) With a revised dl•aft ot: the Credit Sale.s 
' . 

Ar.r.:.nGe:i·~en·.; • :..ncorpo,:,.-a,ting· tne .changes o.greed to d.'IU"ing the 

meeting and ·GO also :p1 .. 0Vide him with a reVised &"ll1ex C to the 

ar:i. .. angemc:nt cor..tainir..g a detailed.' disbursement· schc::duJ.e· for those· 

i ter.is to be induded ·1n the· Second T'.canche·. By ~ dropping the 
.~ '1 

' l • ~ • :f'i:i;;st Eawk ba.ttalion :t'rom the· 1m Se.~ond Tranche -we were able to 
! • I' 

_..: ·I 

i 
I 
! 

• j 

! J • 
I'. lcce;p it •within the ,p90 million· ceiling. This was possible because 

-i ( 
.1. fi _l,r 

t:i."lC Hawk is· l1.0t- due ·:t:or deli~~ry until CY-1968 • and does not 

Dr. , Rcza:ceJ,, •• ~.~ll!l:~ • ~. J\ss1sta,nt, . "111 .~ . in Wash:ington ,= 1. 
i:lild he r-.:.ay be·. ill touch: vith us if ··furthe,r ci.iSCt:\.$Si_ons regax:oinQ• 

. ' y •• • 

the draft arrangement are ·necessary. ••• ·_. \·· . ' ., 

.GRP 4 .. 

. :· .. 

'• :· .• ,•1' 

'••· .• • .. · 

·.·.,,. 

,•. '.. . ·~. 

..:., . 

' . 
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-

.036 

COUNTRY TEAM CONCURS GENERALLY IN ANALYSIS.AND CONCLUSIONS 
IRAN COUNTRY STUDY. FOLLOWING COMMENTS ON SPECIFIC SUB.JECTS 

;ARE SUBMITTED FOR DEPARTMENT'S CONSIDER~TION: 
' ' ' 

.GNP AND GROWTH RATE - AVAILABLE' DATA, NOT SUFFICIENTLY 
COMPREHENSIVE AND RELIABLE TO PERMIT MdRE THAN GUESSES A$ TO 

,GNP AND GROWTH RATES.· HOWEVER, IT IS CLEAR'-THAT .DURING THE'• 
-PAST TWO YE.~RS 'THERE HAS BEEN SUBSTMnIAL INCREASE ':iN. 

/ 
✓ 

X 

-OUTPUT OIL,_ IND.USTRY AND IN EXPENDITURE PUBLIC FUNDS, INCLUDING· . 
1THOSE, FOR DEVELOPMENT PROJECTS. THERE ALSO HAS BEEN GENERAL 
·JMPROVEMENT IN qoNST~uctroN AND SOME !~CREASE' IN dOM~E~CIAL 
:ACTIVITY. YHESE FAVORABLE DEVELOPMENTS1 WERE· PARTIALLY OFFSET 
BY LESS THAN NORMAL CROPS RESULTING FRpM DROUGHr° CONDITIONS· • 
DUR I·NG 1964. WHILE THERE HAS BEEN SOMEi REAL GROWTH IN ECONOMY, 

• IT IS NOT .RPT. .NOT PO~SIBLE TO ·STATE .WITH ACCURACY KOW THAT 
GROWTH RATE MAY HAVE EXCEED;D ANNUAL INCREASE IN POPULATION. 

A.ID LEVELS. - FUTURE AID. FIGURES. INCLUDED IN COUNTRY ASSIST-
- .... ;ANCE PROGRAM (CAP). BANK RECENTLY SUBMITTED FROM -TEHRAN PROJECTS, 

RAPIDLY DECLINING ASSISTANCE LEVEL WITH rY 1966 AT $2.9 , 
MILLION, FY .. 67 AT $1.4 MILLION, AND FY 1968 AT $ . .1 MILLION. 

, NO DEVELOPMENT LOANS ANTICIPATED AFTER FY· 1966 AND QUESTION OF 
:'PL. 480 TITLE IV ASSISTANCE OPEN AT THr'S TIME. 
(. ' 

. ~ .... ,; ·~· , .. ·~ . • . ,... ' 
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lj 
FORCE LEVELS - SIJGGESTIOMS TO REDUCE GOI FORCE LEVELS DO 
NOT TAKE INTO ACCOUNT RECENT ACTION BY WHICH US AND GOI • 
AGREED TO INCREASE FORCE LEVELS IIF FROM 160,000 TO 172,000 
AND APPEAR'To CLASH WITH STATEMENT CO~TAINED IN GENERAL 
~ONCLUSIONS ttTHIS PAPER SEES NEITHER INTRINSIC MERIT NOR 
'POLITIC-AL WISDOM IN ATTEMPTING ·To RECOMMEND ALTERNATIVE 

!I 

IRANIAN FORCE LtVELS AT THIS TIME." FURTHERMORE, THESE 
·suGGESTIONS DO NOT SEEM TO RECOGNIZE SHAH'S DETERMHJATION TO • • I 

MODERmZE ·AND. OTHERWISE STRENGTHEN HIS MILITARY FORCES .AND 
:ro M.o.I~TAIN ARMORED DIVISION AS INSURANCE· AGAINST THRE/\T HE 
.SEES IN NASSER .O.ND PAN-AR(I.B M·OVEMENT •. COUNTRY TE.O.M BELIEVES 
EFFORTS AT THIS TIME TO BRING ABOUT CHANGES DOWNv.1ARD IN 
PRESENTLY AGREED FORCE LEVELS, OR TO ALTER PRESE~JT MEMORANDUM 
OF UNDERSTANDING LIKELY TO COMPLICATE"SERIOUSLY.PRESENT. US 
PROBLEMS. IN DE,l\LING WITH SHAH.· WE .BEL.IEVE US INTERE:STS 
ARE BETTER SERVED BY EFFORTS TO MAINTAIN IRANIAN FORCE 
.,STRUCTURE WITHIN BOUNDS PRESENT AGREEMENT •• •• • 

• NAVY PROGRAM - CINCSTRIKE IN FY,.-67-71 MAP Hfi.S PROGRAM FOR 
07·, NOT·, RPT NOT, 08 PGM'S FOR,-IIN. FIGURES ON PF'S INCORRECT 
SINCE. ONE .OBSOLETE PF HAS BEEN.RETIRED • 

\ 

. MAP CEILING - PAPER SHOULD CONTAIN RECOGNITION OF U.S. 
,DECISION TO DEFER I~CRE/1.SE IN $2~30 MILLIO~ CEILING UNTIL 
.. NEXT AN0lUAL REVIEW; THIS INCREASE STEMS FROM $29.8 MILLION 
APPROVED BY U.S. FOR ADDITIONAL 30-DAY,LEVEL WAR AMMO AND 
MUNITIONS. 

MAP BEYOND FY 69 ~ ~S FOR FUTURE OF ·~AP PROGRAM BEYOND FY 
69, IT SHOULD BE RECOGNIZED THAT· FOR POLITIC.ti.L REASONS OR ,. 

,TO INSURE tHE MAINTENANCE OF CERTAIN OF OUR FACILITIES AND 
PRIVILEGES IN IRAN IT MAY 8.E NECESSARY TO CONTINU°E APPROPRIATE­
LEVEL OF GRANT MILITARY ASSISTANCE AS WELL AS MILITARY SALES 
CREDIT ON CONCESSIONAL TERMS. 

GP-3. 
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JOINT STATE/l>EPENSi 
Embtel 192 
S ccnd Tr!cch~ Milite~y Sales C~edit 

Fiecal year 1966 Congressional actions include both authorhation and 

fl.l'1de which will allow simplification of credit arrangements with GOI. Rather 

thatl involving bank• directly credit arrangement will be solely between 

CIA Government of Iran and DOD. 
NSA 
DOD 
AL9 

i,: 

r: Cl.\ 
r:rn1 

FYI. DOD will -obtain ,:authority in FY866 legislation which will ensble 

it to sell evidences of indebtedness to private banks or to EXIM Bank. It 

ia contemplated at thil time that arrangements would be made with EXXM Bank whicb~ 

FR.B if it participates, ~ould determine whether carry these evidences in its own 

TRSY 
Z.~,P., 

portfolio or transfer them to private banks. EXIM Bank will not be identified. 

in any direct relationship with the GOl. Credit arrangement would be with 

DOD. DOI> would guarantee repayment of GOI'a credit. Therefore request you 

not advise Samii of potential EXIM Bank involvement. END FYI. 

We therefore extend invitation to Samii to Visit Deputy Asaistant 

Secretary of Defense, Henry J. Kuss, Jr., prior to any discussions in New York. 

We w1:1 be f touch Iranian Embassy regarding his schedule. During this 

visit w ~uld hope to lay out procedures for direct arrangements between 

-------- ·--
Dratted by, Telegraphic transmiuion end 

NEA/CTI:FJCrawford OASD/ISA/ILN-Mr. Kuss (in draft) 
BOB 0 Austi(.lv ry,11,i_draft) AID/PC/'MAD - Mr. Black (in draft) 
EXIM - Ml'. B con (in ~ubst) G/PM-Col.Evans (in subi~ODUCTION FROM THIS COPY IS 

AID/AA/PC-Mr:. Arrill PROHIBITED UNLESS "UNCLASSIFIED" CQNFliDli'f!:his= 

~~~M DS-322 



Page._2 __ of telegram to ___ Am_em_b_.a_s_s_y_T_E_U_RA_~;_, _I_t_· FO __ C_I_N_C_S_T_R_IKE _________ _ 

G'INEIDEN:fH I 

US DOD and GOI. While there is some q_u4stion as to total amount that might be 

required ue are prepared to initiate discussions for total $90 million progran anJ 

related $72 million maximum credit line ...... llX~~n.~ 

~~ 

FYl. This is on same basis that $49 million program in first tranche was 

covered by $36 million credit line. x1X1tx:nfx We are l')i,esentl~r plannine on 

MAP credit supoort of second tra'1che at Juan« leYel of $18 million with 

exnectntion obtainin~ balance fro11 r,onrces ot,her than 11AP. Enrl FY.I 

8fd t. 

,CQIWIDf P'i'JAb 



On 4 July, U. S. and Iran Concluded a Memorandum of 
Understanding Providing, Subject to Fund Availability, 
Additional U.S. Grant Aid of $83 Million During FY 1967-
1969 and Iranian Purchases from U. S. During FY 1965-
1969 of $250 Million of Defense Articles and Services 

U. S. has agreed to assure credits up to $200 million to be 
repaid during FY 1965-FY 1974. Credit will be assured by 
'i August 1964 for the FY 1965 increment of $57 million. This 
credit will be used for: 

176 M60Al Tanks -

4 C-130 Aircraft -

Miscellaneous Articles 
and Services -

Downgraded at 3 Year Intervals; 
Declassified after 12 Years. 
DoD Directive 5200. 10 

$39 million 

12 million 

6 million 

DoD 14 July 1964 
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NEAR EAST AND SOUTH 

CYPRUS TALKS IN GENEVA 
/ 

Tuomioja will soon commenc0alks in Geneva with 
. Greek and epresentatives in an intensi:f1.ed effort at mediation 

of the Cyprus dispu e. At some point in these talks, representations 
by certain NATO membe s with special interes ~ and influence in Greece 
and Turkey could weigh eavily in perstiadi the Greeks and Turks of the 
vital point that the Cyp us problem is a egotiable matter. We ther.e­
fore alerted our Embassies in NATO capit ls that they may be instructed 
to urge host governments to 'ntervene th Greece and/or Turkey in 
support of effective talks. 

Positions Adamant esence of former Secretary Aches.on 
in Geneva emphasizes our deep con rn that the talks proceed with full 
understanding of the dangerous r al ies of the situation. (A UK 
special representative will als be p esent in Geneva.) There is at 
growing trend'in Turkish mind that as lution to the Cyprus impasse 
can come only through miliA:a y intervent n. On the Greek side, the 
position seems to be harsfen ng against eff ctive negotiations, with 
the Greeks regarding USLa; UK pressures a~ designed t~ force them to 
talk at the point of 3/T kish gun. They argue that as a matter of 
national honor they c not negotiate with Turkey ·n the face of Turkish 
threats. 

NATO Con erned - NATO governments recognize hat a breakdown 
of the Geneva ta s could lead to a situation gravely t eatening NATO 
and the defense f the Western World. In a North Atlanti 
meeting July 8 here was clear recognition on the part oft 
Representativ of the importance of supporting the operation 
UN Mediator Geneva and of the US and UK special representati 
there. 

- -Cux ent Foreign Relations, le,/' ue No. ZS, July 8, 1964 n . , 

US-IRANIAN MILITARY AGREEMENT EXTENDED ~ ,,_/) 

A new Memorandum of Understanding covering grants ands~ U 
of US military equipment to Iran was signed July 4. In discussing with 
the Shah our willingness to assist in Iran's military modernization 
program, our Ambassador at Tehran emphasized our deep interest in Iran's 
economic development program and its relationship to the fundamental 
security of his country as expressed by the President. Since we would 
not wish tqe economic effort to be jeopardized, we feel strongly that 
the foreign exchange and budgetary effects of the military modernization 
program must be kept in proper bounds. In this respect, we will wish 
periodically to examine jointly with the Iranian Government the overall 
economic effects of military expenditures as indicated in the Memorandum 
of Understanding. 

DECLASSIFIED 
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6 ~ECR!!i --
Specifics of Agreement - The agreement provides for a continu­

ation of grant MAP for three more years after the present five,year MAP 
agreement, which runs through Fiscal Year 1966. It also provides, for 
the first time,·for sizeable Iranian purchases (up to $250 million) of 
US military equipment in the years 1966-1969, including about $50 
million in cash sales of follow-on spares and up to $200 million in 
credit sales for new equipment. Equipment grants and sales will follow 
a mutually agreed concept of Iranian modernization requirements and 
absorption capabilities. The purchases will be subject to periodic 
determinations tl;lat the total program remains within Iranian foreign 
exchange capabilities and will not jeopardize economic develop~ent 
programs. 

Usefulness for US - The new agreement has ·already proved help­
ful in reassuring the Shah of our recogn:i. tion of Iran's legitimate military 
modernization requirements. It should further be useful in controlling 
Iranian expendit~res for military equipment in the period of transition 
from grant assistance to sales, as well as in maintaining the exclusilve 
US supply and' advisory position, which has had· promising results in 
terms of the sound development of Iranian military capabilitie~. 

--Current Foreign Relations, r~sue No. 28, July 8, 1964 

NEA NOTES 

ime 

The Bitar rnment is continuing to press ahea in what is 
being called a "new of revolution," emphasizing to ranee and 
conciliation on the 1 scene and externally cont" uing its quest 
for cooperation with other rab states, particularlx he UAR. ,The 
Baath regime has now release most of its politica prisoners, including 
the Nasserists implicated in 1e Damascus insurr tion of July 1963, 
and the conservatives _implicatQ • in the Hamah risin·g ·-o-f May -i.g64; -
The civil isolation imposed arge group ,'f separatists last' year 
has also been lifted. 

A party leader our Ambassador at Damascus 
that the Government has had contacts pro-Cairo leaders, as well 
as with Egyptian officials, but tpat e effort was fruitless. The 
recent denial by the Arab Nationali Mov ent (regional -- pro-UAR) 
that it ha~ been in conversation w th the B th undoubtedly reflects 
continuing Egyptian determinatio to ostraciz the Syrian regime in 
the hope of eventually bringin it down. So f , there is no evidence 
that the Bitar Government is ltering. 

Are£ Position Eroding 

Presid~nt Aref's position in Iraq has been undergoing steady 
erosion. Shia and Kur sh elements, long united in the belief that 

--8B@RET 
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IN ACCO DANCE 19 2 AG EEMENT, ·PERSONNEL Or IRANIAN ARMED 
FORCES HAD TO BE EDUCED TO l&l!l,GOO ·"WITHIN TWO O THREE YEARS"• 
THIS iaAS ACHIEVED MARCH 1, 1965. HO\\IEV ER, EVENTS SUBSEQUENT TO 
15>62 HAVE, IN oun VIEi.1, MADE A HIGHER CEILING NECE~sARy. BASED 
ON THE FOLLOWING CONSIDE ATIONS, COUNTRY TEAM THEREFORE AGAIN 
RECOMENDS THAT CEILING BE ESTABLISHED AT 1·72,©GO FOR PERIOD 0,=-
19'4 MEMORANDUM OF· UNDERSTANDING. ·WE CONSIDER sUCH CEILING.· 

PAGE TWO RUQV\:/A 366 ; 0 N F I 8 E H T l A 1s 
. NECESSARY TO SUCCESS OF MODERNIZATION PROGRAM. 

PRINCIPAL REASON FOR NEED TO INCREASE CEILING IS·FACT THAT 
JULY 4, 1964 UNDE STANQING F OVIDES FOR ADDITIONAL EQUI 1ENT 

X 

Aim UNXTS WHICH MUST BE MANNED AND SUPPO TED. IN f>ARTICtJ1_A 
ADDITIONAL PERSONNEL FtEQUIREMENTS ARE NECESSARY FOR NEW AI.RBORNE· 
BATTALION, HAWK BATTALION, INCREASED Nl.MBER OF AIRCRAFT, AC&W 
EIUIFMENT, ADDITIONAL TANKS AND REORGANIZATION OF 2TH ARMOR 
DIVISION, NEW PATROL FRIGATES AND OTHER·EQUIR1ENT. 

IN ADDITION, IIF HAS UNDE~TAKEN GREATER-REsPONsIBILITIEs 
IN CONNECT ION LITERACY, HEALTH AND DEVELOFM ENT CORPS AND 
VOCATIONAL -TRAINING ROGRAM. THESE RESPONSIBILITIES, ADDED TO · 
REOUI EMENTS FOR M ODERNIZAT-ION ·PROGRAM, RENDER 1962 PERSONNEL 
CEILING OBSOLETE. ' 

ARMISH/MAAG AND IIF HAVE CCHPLETED· CG1JD EHENsIVE AND DETAILED 
·JOINT STUDY OF MANPOWER REQUIREMENTS, INCLUDING TOES/IDS. STUDY 
ENCCMPASSED ALL OSSIBILITIES rtEDUCING NOM-ESSENTIAL UNITS WHILE 
INSTITUTING MODERNIZATION PROGRAM.· 'STARTING POINT OF STUDY WAS 

DECLASSIFIED -etJNF lD'.etff!PiI. REPRODUCTION FROM THIS COPY IS 
E.O. 13292, Sec. 3.4 -----------PROHIBITED UNLESS "UNCLASSIFIED" 

By~, NARA, Date :/--/r>-t:>[ 



-2- 1470, JUNE 22, FROM TEHRAN 

IIF ESTIMATE OF 1ss,eeo FOR NEW CEILING.' AS REsULT OF STUDY, 
THIS FIGURE REDUCED TO 172, 00, AND -SHAH HAS RELUCTANTLY CONCURRED 
IN LOWER FIGU E. IT. COULD BE REACHED BY"YEARLY 'INCREMENTS THROUGH 

, I 

PAGE THREE UQVWA 3 15 C 9 U P' I '8 ! H T I A t 
1969. ~E DO NOT RPT NOT THINK FURTHER· PERSONNEL SURVEY,NECEgSARY. 
A ISWMAAG WILL CONTINUE' INSUftE CEILING REFLECTS EssENTIAL­
REQUIREMENTS. STRESS· WILL BE PLACED ON BRINGING ONLY TRAINED 
MANPOWE INTO EGutA FORCES AND ELIMINATION OF- UNFIT· FRCl"l 
-P ESENT PERSONNEL. , 

'1N CONCLUSION, AS STATED .ABOVE ·AND IN A-590, WE -BELIEVE 
CEILING OF 172, JUSTIFIED AND 'NECESSAJltY·:AND RECa-lMEND ITS 
APP CN AL. 

G,.•3. MEYER 

--------

CONFIBENI Utt 
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ACTION: 

. 
wUll. i;'i!lll~ bi,, t.h l'$M•lti~ theee pl8.~ and financing ambitious devel"pnrent ~r.ogt:am, 

tM~® ~ ~xo~bly 1ittl~ we e~n do direetly at this time to curtail his military 

8)9> wJi1a "" thcut 1rialdng ilZ9ll:~~sioo we reae:ting c0mplettely negatively hi desires 

puri1::h,irsie addiU~l ~ m!U.t<il!.'Y equipment and tbe'lt'eby jeopardize what influence 

we h@w. ~® J:Miv therefo:re wc!t'ked out: ap,.i:oach outU.ned below, which we belie~e 

aBufU.iei<~1l.'< ly ir@etpl®~i ve tl(l) SM!h without posing present threat Ir&lln 'a economic 

-ff.!Tht~l!'s~t ~"h@h fu~tth®li' i~ lildmnbtll:'®tive i~rovesaent:$ 'fequired m.tnimi~e 
wd fch:ii:~~a: t:c de~lopment effort 

~f!@tl~~y d~ll'Hg~~~/iim ~~'lilt ,~~o~ed militQry e'.ll.'ftem.ditura !acregae~. 

____ J£/t1b ~ • 
Drafted by, ~'.jyj/'J.$A, ~ ff8l1 ~J!l)/N£$A o Telegraphic transmission and 

ll'J:w~ :J.ri:di 6/U/6S c1assmcat1on appro m.A - Mr. John D. Jemegan 
----=c,,.-, •• -ran-c•·-., -"'---~ 

OOD/l~~i~ if .$@l~t (in §ub~t) i '} AVJ/JPC/,Mrf. A'!t'~ili Un d.iraJft) AID/PC/MAD0 ll'Black (in 
(~~.l=Ci!pt. C@1ni}(in liU\Dflflt) ~~, 1.J NEA/NR0 DBunte (in draft) ,i , ;7 draft) 
· - it .fie .~ ! .• ~ lf'(;l.11'! dre~ft) BOB <->C!wM(informied) '}-' iEPRODUCTION FROM THIS COPY IS 

~E\t~ 1., S • COVi&flU!!tlds PROHIBITED UNLESS "UNCLASSIFIED" 

A ont'.! gjf:~ 
Fe?eRsM DS-322 u O'-By!f- , r r:e ,. ""' 
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ffiNFIRlf!IM,: 

Specific points for discussion with Shah ~ollows 

1. Second Tranche. Approve second t'!'anche in range $85=$90 nUl:hm cover:b1.g 

proposed 
items as;1Dmpamad Enclosure 2~ A-590. This decision my be camnuru.ic~ted ~o $h~h in 

gener$l terms 9 including our willingness help Iran secure 60=d8y w~~ re~e~ve IMlmwnition 

by combination va1.d.ous means now being explo'.!t'ed (including ct>edU:) 9 c'iiltl pl!:'~o~ed 

Embtel 1402. 

second tranche items should be developed by MAAG with OOI ~nd rsuhmiitted Miiit&tcy 

Departments info OSD for preparation Let:tell'.'$1 cf Offer .!ind diwbuB;'fl§ement ~chedu.l.e. 

Based on disbursement schedule. 9 instruction!! for negotiation ~e«::ooid t~.,,Tll~he ct'edit 

will be p~ovided by DOD. 

2. _fiye=Year C1redit Ceiling. Do not RPT not peirce:lve l!BlllY uUU.ty (')'i!:'o®ir::b.:big 

at this time change in overQ~ll ~iedit ceiling ($200 million for f.iv~ 0 ya~~ ~eriod) 

hul'dles (new 1550 determin!!tioo~ etc.) which unnece@.MX'y f.!'llcte ~t tthisi it:!lroeo We. ;;p~@"Ud 

l -
hope Shah would be $8tisfied thie: year with second tlf11ncbe ~~ prop,r,:s,£:d ~nd rw,11" under= 

FYI. Believe we will be in better position to <1idid!'e.&11ri problem iat l$£t'.\i?'.it' date.\) 

giviing Wi mo:te time to Ulfge Shah in direction -~~ prior:h:y foir ecooomi~ 

-C■WIPFNtSM.L-' 
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development an.d take advantage later reading Iran's economic situation. In any 

event, you should be aware that, owing present and prospective tightness MAP funds 

and especially in view Iran's improved financial condition~ it unlikely we could 

modify ag1:eement in any way requiring more MAP resources for Iran than origin.a Uy 

fol\·eseen. Sales additional to $200 million in five~year period could, of cou:rse, 

be accom:nodated without more MAP resources if they were for cash or if ungua~anteed 

cot11Uercial credit could be provided. END FYI. 

3. Aircraft. At'gumentation against F•lll as previously provided: no present 

or futu~e military requirement for Iran to have an aircraft of this capability, too· 

aophisticated. c.ostly, still in R & D stage. In your discussions with Shah you may 

not2 that we recognize that Iran may need at some point aircraft of greater capa• 

bi1ities th&l F-5 RPT F-5. We would be prepared discu~s GOI aircraft requirements 

at greater le gth with IIAF during cou1;se of year if Shah so desires. FYI. DOD 

pl..m~ underuke unilateral study of Ix-ain 8 a aii.rcraft: ?"equirements and U.S. aircraft 

av~ilsbiHtie~. END FYI. 

4. Second Hawk Battalion. Cm both Hawk and Sheridan we believe offer 

"sympathetic ec.m!iider.gtion" at time nex. annual review is too strong. On Hawk, 
. 

ve do not wish to convey to Shah idea that we wU3l. ssy "yes" next ye&1r only to 

x:tnd that none a-re aveil~ble. (See DEF 2212 re problem availability.) Conve1:sely, 

we do not wi$h to tell Sh~h outright that we will not have any avail~ble and risk 

his tni-n:tng elsewhere at this e.9rly at3ge. Recormnend you place chief stress on 

abson;,tion difficulties, but al o refel' possible improvements we contem.plating 

to~ >t21si.d suggest further disctwaions during coming year. 

-GOm'JiWi~· 
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5. Sheridan Tanks. Principal arguments already known to you~ 5\heridan 

still in R&D, none are availablej problem of absorption 9 and=0 a~ in ca~e of ~11 

other items 0 mproblem of cost. We suggest GOI be informed of problems!) trutt it 

1B prematu:t"e for commitments, that we recogni.ze their requirement for improved 

a:t'mor capabilities and that we should also watch this over course of ye&1l' snd ~.e~ 

where we stand at time next annual review. 

6. Bullpup. FYI. While agree your position, we willing consider s~le 

Bullpups at some future time provided they are available end W:elea.Bable to lt'i!n 

from security standpoint; and if in your judgment this wiU. help d13mpen S~hBt;'l 

desires for more sophisticated aircraft. 4t present time the~e ~re no~e RPT 

none vailable from U.S. production, although may be &Bvailable f:ram Eu:r@pe.an 

consortium. We have not looked into this in great depth" ~nd wiU inot do "' unless 

you so recomnend after your di11cussions with GOI. END FYI. 

7. Other Items. Other items recon:.mended for fiMncing unde~ 2nd t~&mche 

approved 8 subject to av ilabilU:y. ARMISH/MAAG should define !!'.'equiX'ea1.~nu for 

Milit11ry Depts. o haat Letters of Offer can be prepared. DOD iraow t king Bteps 

authorize Milit!!:ry Dept!!i. p oce~d in advance of funding with l!lup)?ly ~r:Uon~ _,o~ 

second 4 C=l30 i radio test equipmentll 163 APCs md 1610 tm~. 

8. fdce and ,!_v11jJ.&llbility. Prices and delivery scheduleia Ci!i!t!.til!)&: be 

detemned in detail at this time. MAAG must first define ~eq~i~eme~te 100>~~ 

precisely £or Milit~zy Depts. before deliveries c8n be projec ed ~nd p~1C~$ 

as stated A=590 confimed. In any case~ there would .mppe8r to be no RPT XRo 

obli~tion de emine th1$ type detail in connection with 81IU1~l l!'.'evl~"W. 

191tf1Pi1Wi'IM." 
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9. Force Leyel. We 11ecogni.ze additional units called for in 1964 Memorandum 
I 

of Understanding will require some.additional personnel nevertheless, prin iple •I 

that economic development Iran's first need and that military establishment must 
reasonably economic 

be forced sort out priorities within.,,4,c•■mmtn0.......,id11•m ceiling remains key 

considefation. Ceiling 160 thou~and was accepted by Shah only after P~esident 

Kennedy personally pressed principle during Shah's 1962 visit and ceiling uas 
to any breaching 

finally reached only recently. Accordingly~ prioif decision rEy'~ personnel 
whicn subject high level decisiong wish your views on 

ceilinr·~i.nmmni!J&'lfmrirmlllllllltidmnhow Iranians might meet modernization needs through 
perhaps through cutback non.,.essential units. 

reshuffling within 160 thousand ceilin~ We ere prepared if GOI considers desirable 

to assist in personnel survey, to include availability of personnel with requisite 

ukills. In any case, we doubt it necessary broach this subject in connection 

annual review 1964 Memo of Understanding (which limited by terms of agreement 

--easentially to questiona financing ~nd t~aining readiness for equipment purchases) 

and we gather from Embtel 1402 that you do not RPT not expect Shah raise issue 

June 19 audience. If he should inquire~ you may refer in general terms to our 

concerns as expressed above. 

to.. AU.qc&ition of Economic Resources. We wish stress importance your 

·continued empha$i$ on value careful economic projections and allocation resources 

&~ set~forth Embteb 1346 and 1359. App1:eciate we tnUllt take care not to nip in 

bud dialogµe begun between Shah and economic planners this subject or create 

suspicion in his mind tha-t econ6mists are ttsabotagingu military program, but we 

will need to reiterate at appropriat~ opportunities necessity facing hard questions 

if Iran i's to car!iy.-0ut effective development program and attain satisfactory 

., 
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growth rate. Certainly US will have gained important advantiege from lall'lllltWl 

review procedut.'e if continuing dialogue can be established with Shah concerning 

~pplication competent economic analysts to problem military purchase~. You might 

consider introducing your top economic advisets into high~level di3cus ions 

military/economic problem.9 as supplement to ongoing diacus,Bf.ons technical military 

tn&1tters between Shah and MAAG chief. 

We realize discussion this subject with Shah must proce~d slowly and carefully. 

Although projections on which Shah bases optimistic plans for development ~nd military 

programs probably unrealistic many critical respects 9 we recognize 1i tle tJdvQntage 

debating mei:-its these projections. with Shah. Trouble could well em1ue if Iran 

ccelerate volume public expenditures at rates foreseen without comner~u~ate 

increases public savings!) but fact t:emains development prog!'am not K,.ow competing 

gainst military fo~ resources due slowness preparation sound dev~lopment proj~cts. -
Since qualitative discussion& economic projections apt appe8:t' ,9cademic to Shahll 

sugge~t you strive focus his att,ention for time being on fact th.at!: p!'oje~U«:m.~ 

appear indicate that bright future attainable, but this will nc Rn mot i::ome 

' abou automatically me:r:ely because resources !!Vailable, but will ir:equi:e~ cont:b1ued 

and ~celerated actions to upgrade economic administrstion (along H.ue!S repre 0 

sented by initiQl steps toward ~em budgeting system) in o'!'de:t to ~~h:ff eve 

maximum growth r$te undei- conditions minimal inflation. GP=3 

ENI> 

ee,Ir1n1me1 



INCO 1UMG TELEGRAM Department of State 

46 
Action 

NEA 

Info 

ss 
G 
SP 
SAR 
L 
EUR 
NSC 
INR 
CIA 
NSA 
IGA 
AID 
E 
MC 
BOB 
TRSY 

RSR 

NNNNVV EUB753HE 853 
RR RiJEHCR 
DE RUQVWA 302 18/0935Z 
R 1809302 'zE 
FM AMEMBASSY!~T-E-HR_N_l 
TO RUEHCR/SECSTA!E WASHDC lt450J 
RUEKD /DOD UNN ' 
INFO RUCJHK/CINCSTRIKE 85 
ST ATE GR NC 
BT 
"C e N ~ I D !-1f=if:1 A L 

ANNUL ECON-MILITARY REVIEW 

RE DEPTEL 1124, JUNE 12 

_BU. · :~ .. 
_B TIJR 
_8QW;:J ER 

GENERAL ECKH RD1 A D I HAD TWO AND THREE--QUARTER HR SESSION 
WITH SHAH 17TH FORMALLY REVIEWING. ECON-MILITARY PICTURE PUR"SUANT 

7'0 US- IRAN MEM OR AND UM OF' UNDER STAND ING OF JULY 4. SHAH WAS 
IN GOOD MOOD11 NO RPT NO MAJOR PROBLEMS DEVELOPED. HE. WENT ALONG 
WITH OUT VAR lOUS POSIT ION SC DEPT EL I 124 > EXCEPT THAT HE WISHES ONE 

II SQUADRON '· 
·F'-5' S EQUIPPED WITH sm L f_lJPS. GEN ECKHARDT WHO. ABLY HANDLED 
DISCUSSION MILITARY PROCUREMENT IS WRITING UP MEMO FCR RECORD OF 
'Ul~DERST NDINGS RE CHED WHICH WILL BE SUPPLIED TO SHAH FOR 

, 

PAGE 2 RUQVWA 302 e Q ~ F I D E H + I A L 
HIS APPROV~L PRIOR TO HIS DEPARTURE FOR USSR.DETAILS OF MILITARY 
ASPECTS W !LL BE REPORT ED BY SEPARATE MESSAGE. 

NE. RLY HR WAS SPENT RE ECON FRAMEWORKU0I LED OFF' BY REITERATING 
ECON DEVELOPMENT IS AS IMPORTANT AS MIL.IT RY. NOTED IRAN HAS '· 
EXCELLENT, INCOME BUT ALSO LARGE DEFICITS PROJE.CTED FOO FUTURE. 
ADDED SHAH'S REFORM PROGRAMS APl TO ADD TO GO! FINANCIAL BURDEN 
AND CAUTIONED UNLESS RISING EXPECTATIONS ME! FRUSTRATION 
OF IRMJ 1ASSES COULD CAUSE REAL PROBLEM. cONCLUDED THAT WHILE 
REDOUBLED EFFORT IS GOING TO BE REQUIRED IN ECON IULED OVER 
LONG RUN, pROSPEC!S FOR IMMEDIATE FUTURE SATISFACTORY AND, 
THEREFORE, WE PREPARED PROCEED WITH SECOND TRANCHE OF MILITARY 
PROGRAM. • • ' 

SHAH THEN EXPAT IATEO AT LENGTH. FIRST HE EXPR.ESSED HIS PERSONAL 
CYNICISM RE ECO,IOMISTS, NOTING IRAN HAS ,HAD SAD EXPERIENCES 

f-/LU~ .U:J-<)4<. ll # <to - . 
t~<i-c.s-

REPRODUCTION FROM THIS COPY I~ 
-C 0:r:c1t;N~C1.L1c1L ... 
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-2- 1450, JUNE 18, FROM TEHRAN :I 

WITH EXPERTS WHO CLAIM TO KNOW ALL ANSWERS AND.WHO DISAGREE 
AMONG THEMSELVES. HAPP!LY IRAN ECON SITATUIO~ HAS NOW REcOvERED 
FROM HANDHJORK THESE ECONOMISTS. HE PARTICULARLY PLEASED BY WHAT 
HE CONSIDERS OVE WHELMINGLY FAVORABLE IMP er 1 0F HIS RECENT" 
TTACK HIGH COST LIVING THRU SETTING PRICES WOR CERTAIN BASIC 

COMMODITIES. HE CONFIDENT HIS REFORM PROGRAMS WILL GREATLY It~PROvE· 
WELFARE IR N SSES, E.G. BY INCREASED PRODUCTIQN FROM FARMS • 

PAGE 3 RUQVWA 302-- e O N-,f' I B E N T Hrt=;:-. 
• },1CH THEY NOW OWN ND BY SHARING PROFITS FROM EXPAND ING 

ous-R1 L SECOTR. MEANWHILE, GREAT STRIDES BEING MADE KHUZISTAN 
AND ELSEWHERE. THUS IN GENERAL PICTURE GOOD ONE. 

F'RO~l THIS POINT 9 SHAH LAUNCHED INTO HIS USUAL CONTENTION THAT THIS 
FUTURE PROSPERITY ME NINGLESS IF IRAN NOT SECURE 

. HE SIMPLY , 
H S BE ABLE COPE WITH REGIONAL THREATS. VIET NAM IS GRAPHIC 
EXAMPLE, ACCORDING SHH, OF' WHAT COULD HAPPEN IRAN. US DESPITE ' 
ITS MIGHT NOW CO PELL ED SEEK "UNCONDITIONAL DIS CUSS IONS", 
WHICH SHAH MEANS NEGOTIATING WITH AND MAKING cONcESSION TO AGRESSOR, 
HE WENT ON TO EXPi1ESS CONCERN f<E FUTURE OF KUWAIT, ADEN AND 
BAHRAIN. HE BELIEVES NASSER FRUSTRATED IN YEMEN AND ELSEWHERE 
BOUND TO L UNCH ADVENTURE SOME WHERE, FR OBA BLY AGAIN ST LIBYA, 
MUCH LESS PROBABLY AGAINST ISRAEL. NASSER IST • THREAT INGULF 
AREA CANNOT BE IGNORED. 

THUS HIS PRHJCIPAL FOREIGN POLICY CONSIDERATION IS SAFETY 
·"ND SECURITY GULF AREA.WHERE IRAN'S WEALTH CONCENTRATED. HE 
SAID NO RESPONSIBLE LEADER FACHlG THREAT THIS KIND cAN AFFORD 
BE· TOO CAUT lOUS. ~FTER SEEKING DOWNPLAY NASSERI ST THREAT, I 
POINTED OUT lHREAT YI'.BY ,LIKEJ.Y BE tiPBE SUBVERSIVE <AS IN yIET 
N&}J) THAN OPEN MILITARY AIIACK. THUS MORE ATTN-TO COUNTER 
INSURGENCY WAS DESIRABLE. SHAH RECOGNIZED THlS AND SAID 'fHAT 
HIS INTEREST IN COUNTER-SUBVERSION EXPLAINS HIS EMPHASIS ON 
TOTAL "POSITIVE PROGRAM". HE CITED NEW DAMS BtING BUILT IN 

' ' 

PAGE 4 RUQVWA 302 -0 0 H F I 9 J;; N 1'. l A 1...--, 
KHUZ !ST AN AND OT HER EFrORT s TOWARD ECON AND' SOCIAL IMPR OvEMENT. 

AFTER HE HAD DELIVERED Hit1SELF OF' REMARKS OBVIOUSLY PREVIOUSLY 
PLANNED, SHAH AGREED MY SUMMATION THAT HE AND HIS GOVT ARE 
DETERMINED ACCELERATE ECON PROGREs's AND THAT GO! WILL DEDICATE 
ITS RESOURCES TO EXT EW{ NECESSARY TO ACHIEVE THAT OBJE cT IvE. 

GP-3 

MEYER 
BT, 

- COMFI~N!f.iAL::::.::::_ 
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INR 
Clt\ 
N 'i-:. 
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A.rn1 
E. 
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CINCST1Ul(!iCJN<MEAFSA ·iOlt JtOLAD ,'' 

ANNUAL· REVIEV OF M£MORANDU1 OF UNDERSTANDING · 
I 

·AUDIENCE:'WITH· SHAH NOW ·RPT NOW MOVED 'Ufl· BY ·M·INCOURT 'TO JUNE 17 
. Rn rt •. ' :RECEI..-r ·o, ·-INST-PtUCJ.-lONS, BECOMING MATTER' OF,' UJtGENCY. 
:1 ' • ' ' ' ' \ • \ 

GEN. ECKHARDT HAD rwo ·A'N9 -·HAlJF HOUR ·coNVEl'tSATION wr-r-H SH~H rooAv,··,.j 
MOST· 'OF' WHICH-DEVOTED, TO MATTERS 11'ELATED ~ro REV IEW.<i STA ING HE •,1,/ 
SPEAKING FRANKLY·AND-'SOMEVHAT·OFf,:'.THE·ftECORO· ECKHARDT TOLD SHAH ·,f;J • 
THAT 'HIS :utAGt: IN ~.:: _-·_,:-, STATES -N,OWd't,.T NOW i£XCELLENT. AS • ~.'.,1. 
:ENL:lGHTENEf) AND· FAftSIGHTED ~RULER AND tEADE1' •• MOST DESIRABLE ·_ .. • ::,.~1. 
. , 
' 

. '"-;:{., 
I . I 

t· ·1 
PAG£·two·RU·VWA 211»,(Ji--Q Np· r:p E N'I I A Ii - 1 '·., .. , .. J 
FO,t' SHAH AND ·IRAN. THAT NOTHING "I£ DONE to ·IMJ9AIR FAVORABLE . , _ ~t 
·AND. USEFUL IM AGE. • CONCERN REEN ·EXf!RESSED BOTH' .. IN US ·AND Ill AN·. • ~J 
T AT· IRAN· NOT rti-T ·NOT UN TAKE DISJ9ROI-ORT-:XONATE EXPEND IT ~. •. •• :~ 
FO • .~·• Oi~L · Y A •A • - V LUED _,: '·1 

50 fl Ill D ~ U NT, Y AND•·•tff AN -MIL IT ARY '._. ~! 
tSERVICES :Nov .• NOW EX-TENDED TO :ABSOitli '$4' MILLION WORTH · , ~, 
M ILlTAJitY SALES THIS ·-YEAR AND $&_i-ODD H·ILtlON. SALES NEXT YEAR -' ···l . 
WOULD BE A SOLOTE·MAXIMtJI THAT COUJ.;O DE HANDLED. ···ECKH&RDT :t ,,. 
ARGUED OE SUM ILITY ·AND W ISDC1'1 OF A,-191'0AiCHING ,JtR08LEM OF NEW , :1 

-E uxr~ENT YEAft BY YEA1' 'AND 1NOT,. RP'T 'Not·· ATTEM JtT I~G .r O 'GRAY OUT · ~ 
" • • -- - -t ' ~ LONG-RANGE NEW PROGRAM OF ADDITIONAL WEAPONS. ECKRARDT,NOTED 

COST OF NEW WEAPONS SHAH DESIRED WOlJLD_'EXCEED $150 MILLION AND 
NOTED THAT ·t4 AJ01t ,:ITEMS C SHEft IOAN ANll) ,f-• 111 > ST ILL lN' EARLY .' -:-:?--.pl 
OEVELO £NT STAGE, VIT'H' OJ'EftAT·IQNAL •,CAPAB H:IT IE$ ·NO'r R,t NOT '. , ·---i~J 
YET· CLEARLY DEFIN,iO. AND· COST AND AV:AILAJILIT-•y. DEFl'NlTELY NOT . · ;, 
'ftf'T/ NOT. KNOWN.,. ,. ', ( : . I ',. ' .:. ·_, • ,. ,.' ' • :· :; • ; -

DECLASSIFIED 
E.O. 13292, Sec. 3.4 

By~, NARA, Date :l· /Q-t> l 
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-2- 1418.,, JUNE 12, FROM TEHRAN 

• J ~.~ 

SHAH ftAISED. UESTION OF.,,'WAR •ftESEJIVE OF ·AMMUNITION AND JtRESs!D; <'t'.:~ 
H~JUt FOft'.NECESSITY FOR 91-DAY SUJtJIILY ESJ-EOIA'LLY IN S~'fE ITEMs, ·,·.: ·J 
. .OF Alft "FOl'tCE MUNITIONS.·•· ECKHARDT STATED 1NO Rn NO DECISION . .. .: ! 
IEEN. TAKEN AND· Ult'GED WISDCl'l ·OF CONSIDERING,·JIJtOBLEM, ~AT·. NEXT- . ·:·::; 1., ~i. 
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SUMMARY AND RECOL.13 IDATIONS 

The July 4, 1964 Memorandum of Understanding provides for an annual 
review. The current review is addressed to two questions: (1) should the 
United States proceed to assist Iran to negotiate a second txanche credit 
under the Memorandrn, and, if so, ·ehat should be its volume, and (2) what· 
should be the United Statea• position regarding additional military equip­
ment rsguested by I.ran? 

The final staga of this review will involve my discussion and negotia­
tion with the Shah, which I hope to be in a position to undertake in early 
Junl, especially as the Shah departs on a trip to.the USSR on June 21. 
arr 1~JJ. . . · 
Enclosures: 
Enc. #1 - ARMISHfiiAAG Recommendations for the First Annual Review of 

the Memorandum of Understanding 4 July 1964. 
Eno. #2 - Proposed Second Tranche - $200 million Credit Arrangement 
Enc. #3 - Economic Projections of the Centrallank of Iran 
Enc. #4·- Country Team Comments on Central Bank Projections 
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The primary factor to be kept in mind is that the present excellent relations 
between the United States and Iran, which so importantly and directly promote u.s. 
foreign and national security interests, are due in large part to our successful 
military assistance program. Despite Iran•~ increasingly strong and independent 
posture, arising from the improved financial situation, the military program re­
mains a significant instrument for influencing the Shah and the Iranian mili tarJ 
program. This remain.~ true, although the Shah's determination to strengthen Iran 1s 
position in the Middle East, and his conviction that he bas the resources to do so, 
are factors which have placed limitations which did not previously exist upon our 
influence. In view of the importance of the military program to our interests 
here, we must be careful to live up to commiv~ents made in connection with it, and 
we must not show ourselves totally negative in the face of new requests from the 
Shah. The maintenance of our position here depends, in good measure, on the con­
tinuation of a military aid and sales program, on a scale which is reasonable 
and defensible both from u.s. and Iranian points of view. 

The Shah has asked for certain items of equipment which can be accommodated 
within the $200 million credit of the Memorandum and for the following equipment 
for which additional credit would be necessary: 

(1) Higher performance aircraft - $40 to $130 million - depending on 
whether one or two squadrons were purchased and whether the planes 
were F-4's or F-1111s. 

(2) Sheridan tanks - (130) - $54.5 million. 

(3) A second Hawk Battalion for Ba."'ld.ar Abbas - $22.5 million. 

(4) An increase in his war :reserve of ammunition from 30 to 60 days -
$29.8 million. 

I (5) Other smaller items - AC and W sites ~J~cl between 
Bandar Abbas and Dezful - -3. 3 million; Bull-Pup missiles - quantity 

I unspecified. 

, Armed Forces from 160,000 (per the Memorandum of Understanding of September 19, 
I 1962) to 172,000. 

Leaving aside the political considerations involved, ARMISHj1.JAAG's military 
review approved certain items for inclusion in the $200 million credit, reool!l!!lended 
approval of the increased war reserve of ammunition and of the 172,000 personnel 
ceiling, and recommended postponement of discussion of higher performance aircraft, 
Sheridan tanks, AC and W sites between Bandar Abbas and Dezf"ul, and the second 
Hawk battalion. ARMISH/1 G'.3 review, however, pointed out the need for indicating 
a u.s. willingness to discuss at some later date Iranian acquisition of these 
1 tams. ARMISH,/MAAG recommended disapproval of the Bull-Pup missiles at this time. 

OCHllE£1f?ffz! 
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Following our initiative,the Prime inister had the Central Bank prepare 
appropriate economic projections. The Embassy-USAID has examined these pro­
jections and conducted a review of the financial and economic factors involved. 
Thia review concluded that the Iranian present and projected financial position 
was sufficiently strong to permit Iran to finance a second tranche of the 200 mil­
lion credit and to include in that tranche s29.8 million to cover ~he increased 
war reserve of ammunition; the total second tranche would then be $8~~i million 
and the $200 million credit would have to be increased by the $29.8 million. 

Our overell review also concluded that a conti.~uing dialogue with the Shah -
and between the Shah and his economic and financial advisors - will be necessary 
to make him realize the value of careful economic projections as a -anagement 
tool and to persuade him of the utility of their employment in the examination 
of his militarJ needs. 

The Country Team and I, therefore, recommend 

1. That I be authorized to inform the Shan that 

a. We are prepared to assist Iran to obtain an increase in the 
$200 million credit to $230 million in order to accommodate his 
request for an increase in his war reserve of ammunition to 60 
days. 

b. We will proceed to help to n~gotiate the second tranche credit 
in the amount of ~89.1 million, which will include the additional 
war reserve of ammunition. The second tranche will also in~lude 
equipment for the Bandar Abbas radar site, GCA facilities, en­
gineering equipment, communications and electronic equipment, 
armored command post vehicles, and the Caspian patrol craft, 
patrol frigate, radio test equipment and equipment £or tne arma­
ment Department in addition to the other items already specified 
in the Memorandum and this equip.:ient will be delivered on dates,, 
which wa then specify to him. 

c. We agree to amend the Memorandum t> authorize an increase i::i 

the ceiling of the Iranian Amed Forces to 172,000. 
. e~ists 

d. We do not consider that a military requirement1for the Bull-
Pup missile. 

2. That we be provided all available considerations which justify our re­
·luctance to discuss Iranian acquisition of high performance aircraft, light 
reconnaissance tanks and a second Hawk battalion at this time. 

3. That I be authorized to say that 78 will be prepared to give sympathetic 
consideration to his request for Sheridan tanks and the second Ha~k battalion 
during the 1966 annual review. 

Qg}fRPWNTUI, 
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4. That I be authorized to tell him that although it is premati.ll'e to dis-
cuss the matter now, we d~f>:~trrfeX~~e a subsequent possibility of Iran'a acquiring 
higher performance aircraft/ if-he continues to consider that Iran needs them, and 
we will keep him informed regarding U.S. developments in this field. 

Introduction 

The July 4, 1964 Memorandum of Understanding between Iran and the United 
States concerning military assist3nce and sales provides for an annual review 
between the Ambassador and "a ranking representative designated by the Imp.lrial 
Iranian Government," which is, of course, the Shah. The Memorandum stipulates 
that this review will examine the progress and execution of the Understanding, 
including its relationship to Iran's economic development and specifically to 
the Iranian balance of payments and budgetary situation. 

The Shah through the Iranian military establishment has made known his desire 
to undertake the purchase of certain military equipment, soue of which only specifies 
equipment which can be included within the $200 million crodi t of thi? Memorandum 
and some of which would necessitate additional credit. Subsequently, he invoked 
the annual review procedure. The Shah's request has been carefully re,viewed by 
ARMISHJMAA.G and recommendations coveriJ1g its military aspects forwarded through 
military channels. The financial situation and outlook have been reviewed by 1 
the Central.J3ank and other Iranian economic officials in cooperation with Embassy-
USA~ officers and I will discuss the policy problems revealed by the economic . 
proJections with the Prime Minister this week. 

This airgram contains our analysis of the political, military and economic 
factors involved in the review and sets forth our recommendations regarding the 
position to be taken in the discussions with the Shah. 

Policy Objectives 

u.s. policy objectives·in Iran and their relation to the u.s. military 
assistance, sales and advisory programs in this country were set forth in detail 
in A-661, May 28, 1964. The essential points of that message remain relevant 
and it should be read in conjunction with this airgram. However, events in the 
last year warrant some modification of actions available to us in our effort to 
restrain Iranian military expenditures. 
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As we undertake this review, the Country Team and I wish to stress two 
closely related factors in the current situation: 

1. The u.s. now enjoys excellent relations with Iran, which are importantly 
and directly reflected in the promotion of u.s. foreign policy and national 
security objectives. A key component of our good overall relations and a sig­
nificant instrument for influencing the Shah and his military program is our 
intimate and highly satisfactory military association. This remains true, al­
though the Shah's determination to strengthen Iran's position in the ~iddle East, 
and his conviction that he has the resources to do so, are factors which have 
placed limitations which did not previously exist upon our influence. In view 
of the importance of the military program to our interests here, we must be care­
ful to live up to commitments made in connection with it, and we must not show 
ourselves totally negative in ·the face of new requests from the Shah. The main­
tenance of our position here depends, in good measure, on the continuation of a 
military aid and sales program, on a s.cale which is reasonable and defensible 
both from u.s. and Iranian points of view. 

2. Although t~a Iranian regime has been shaken, to some extent, by the 
recent assassination attempt against the Shah, it has shown no disposition to 
change its basic policies either internally or in its pro-Western internatioral 
orientation. The Shah during recent years has coma to sea Iran as less dependant 
on foreign support, politically or economically, and he considers that Iran must 
have the capability of meeting non-communist aggression without foreign help, 
if necessary. Certainly he has become less amenable to foreign advice during 
recent years. 

These facts of Iranian political life require us to recognize and accommodate 
our conduct to an increasingly independent Iranian posture, if our diplomacy here 
is to be effective. 

Dealing with Iran is, of course, dealing with the Shah - and this is par­
ticularly true with regard to military affairs. It is, therefore, pertinent to 
this analysis to examine how he has approached the first annual review. 

Shah's Position 

The factors affecting our relation with Iran - and the Shah - have been 
uniergoing some marked modification, particularly in the last two years or so, 
as was spelled out in A-661. In the past year some of those changes have con­
tinued further along the same lines and some new developments have sharpened 
existing tendencies. 

The Shah's intent to establish a more secure and more independent position 
for Iran in the Middle East has become still more pronounced. He sees evidence 
of extensive instability throughout the area. The Cyprus situation, the con­
tinuation of the Yemeni crisis and British prob~ems in Adet1 and the Persian Gulf 

• ggj~illfTlie I -
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area have fed the doubts he has regarding the adequacy of existing political­
military arrangements to insure his security and position in the region. Although 
the Shah remains suspicious of hi~ northern neighbor, the general level of his 
concern has probably declined, as Iranian-Soviet relations have continued tranquil 
and. additional ties have been established. Iran's basic adherence to CENTO has 
not been brought into question but the Shah's reservations about it have seemed 
more pronounced as that organizs.tion brushes aside Iranian attempts to induce 
greater military substance into it and as CEHTO refuses to pay attention to the 
Shah's worries regarding Nasser. Those worries seem to have been confirmed and 
deepened in theShah's mind by the demonstrations of Nasser's intransigence over 
the past year. He has become m-ore determined, as he told Secretary Rusk, to have 
Iran in a position to handle attack from any country other than the USSR and he 
assumes that the United States would welcome a situation in which it would not 
hD.ve to become involved militarily in such a continBency. 

The Shah is keenly aware that Iran•s current receipts from and .future prospects 
for revenues from her oil resources have improved considerably - and above g"eneral 
expectations. He has become convinced that, as he has said over and over, he will 
be able to borrow $680 million over the next ten years after provision for an eight 
percent increase in GUP in the fourth development plan. This expectation appears 
to be based on an incomplete financial analysis, as is indicated below in the 
Economic Review Section. 

It should be borne in mind, however, that the financial situation and the 
future financial outlook have, in f~ct, significantly improved since the signature 
(July 4, 1964) of the Memorandum. At that time, tle Shah accepted the program of 
military acquisitions contained in the illustrative list of the Memorandum as 
the maximum he should acquire, given the economic prospects at the time. However, 
he specified to the Ambassador his desire for additional equipment, which he felt 
should be considered if the financial situation and outlook improved. He is, with 
9onsiderable reason, convinced that the situation and outlook have improved and 
that he can afford more military equipment without undue strain on his economy. 
Our economic presentation will, hopefully, induce a greater sense of realism 
into his antici~ations, but we are unlikely to eradicate his belief that he can 
now afford more. If we push O'lll' reservations regarding Iran's financial future 
past a certain limit, he will be prone to interpret it, not as an objective and 
helpful presentation, but as a screen for our unwillingness to give sympathetic 
consideration to his requests. The depth of his conviction that Iran can afford 
more military hardware has been reflected in conversations with Genera.lSckhardt, 
in having the Prime Minister call in the Charge to make the point, in his talk 

with Secretary Rusk and in my initial audience with him. 

The Shah's specific interest in certain equipment not included in or 
additional to that listed in the Memorandum was formally communicated by 
memoranda from the Supreme. Commander's Staff to ARMISHjMAAG. It is expected 
that the Shah will ask in the review_for the following equipment, estimated 
valuations added by ARMISHjl1A.A.Gi 

C Gmiii)illtiilit~ 
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1) Higher perfomance aircraft - 40 million to $130 million, depending 
on whether the plane is tbe F-4 or the F-111 and whether one or two squardrons 
are to be acquired. In late April the Shah suggested a squadron of 16 F-111 1s, 
which would presumably cost in the neie11borhood of $80-$90 million. These costs 
would not be a net add-on to the 200 million credit, as these planes would be 
in lieu of-the two squadrons of F-5's at a cost of $27.l.million. 

2) Sheridan tanks - 130 - $54.5 million. 

3) A second Hawk battalion - for the Bandar Abbas area - $22.5 million. 

4) AC and W equipment - for three sites - Bandar Abbas and two gap-filler 
sites between funciar Abbas and Dezful - 34.9 million. 

5) Air navigation, communication and electronic ar..d engineering equipment -
Sl5.4 million. 

6) An increase in the war reserve of BmI:IUlli.tion from -30 to 60 days 29.8 
million. 

7) Other items, falling within the 200 million credit and discussed in the 
Military Review Section. 

Both the magnitude of these requests (a minimum of $175 million) and the 
nature of some of the items (F-lll'e and.Sheridan tanks, still in the development 
stage) oame as something of an initial shock. This is especiall.y true, as the 
requests are adv-anced within the first year followir1g the Memorandum. However, 
some of the things that probably relate to the Shah's decision to advance these 
requests need to be borne in mind. With rega:rd. to the tanks, he has, at the time 
of and since the Memorandum of September, 1962, consistently expressed the desire 
for additional tank battalions as soon as he could afford th m. His interest in 
and respect for the Sheridan tank was confirmed during his talk with General Adams 
in April, 1964 and he conceives of his tank force as a top-priority element in 
his preparations for the defense of South Iran, especially the Khuzistan area. 
With regard to the fighter aircraft, he has, of ccuroe, been long convinced that 
he cannot afford to have aircraft inferior in performance to the Soviet-supplied 
aircraft of his neighbors, Iraq and Afghanistan - and of Nasser. His preoccupa­
tion with this problem has continued to sharpen since those countries acquired 
MIG--211s. We have succeeded, in part, in raising substantially his evaluation 
of the F-5 1s and he is, in general, pleased with their performance. Their advent· 
has not, howeYer, shaken his conviction that he cannot afford to be 11outgunned11 

in the air by the Arab countries. He has followed closely press accounts of 
:British and Australian "pui•cha.se" of the F-lll's, and he is apprehensive that 
should he fail to get on the list soon he will have no prospect of acquiring 
this plane for man,y years. With rega:rd. both to the planes and the tanks, it 
is clear that the Shah is not thinking primarily in terms of his immediate needs; 
he is looking forward to the state of a Nasserite Arab military posture in the 
years ahead and to the dilution he expects in the British military presence and 
capabilities in the area. He has become increasingly conscious of the long lead 

0 QUI To£1H !l!I: ls ,.;;_ 
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times involved in proouring modern weapons systems and in the preparations necessary 
to utilize them. His eye is on the state of his own defenses in 1970 ar.d he will 
be watchful for indications that we also have given some thought to his military 
posture in that period. 

Most of the remaining items he associates directly with the immediate state 
of his southern defenses. His interest in a level of war reserve ammunition 
sufficient to enable him to deal independently with the early stages of any non­
Soviet incursion dates back to the talks prior to the September, 1962 memorandum. 
At that time he accepted the limitation to a 30-d·ay supply only on the grounds 
that wecould afford no more in a MAP grant program. He has reiterated his desires 
repeatedly and forcefully in the context of Iranian purchase of the amim.11"..i tion, 
a position which, in his mind, removes the only feasible objec,ion to his request. 
The second Hawk battalion (near Bandar Abbas) and the Aircraft Control and Warning 
sites in the lower Gulf area he considers integral parts of his military position 
on the Gulf. After repeated allusions to the need for destroyers for the Gulf 
fleet, he has apparently accep·ted our arguments that he could best meet any naval 
incursion into the Gulf with his Air Force. He views the AC and W sites and the 
Hawk battalion as improvements necessary to make the Air Defense System effective 
in that area and he wants to equip his fighter planes with Bull-Pup missles for 
that purpose. He is also not unmindful of a possible u.s. interest in the area 
near l3a.ndar Abbas in connection with prepositioning of u.s. equipment. 

Uili tap:, Review 

ARMISHfoiA.AG has conducted a thorough and erlensi ve review of the current 
and presently projected military assistance and sales progTam, of the list of 
military equipment requested by Iran, and of Iran~an performance of her obliga­
tions under the Memoranda of 1962 and 1964. 

With regard to the military assistance and sales program, as presently 
• understood, ARMISH/MP~G concludes that: 

1) Iran has satisfactorily performed its obligation to maintain and utilize 
equipment that has been delivered and has developed and applied a markedly im­
proved capacity in this regard. 

2) The g.rant aid component is a vital element in the existing military 
relationship with Iran; scrupulous u.s. adherence to commitments of gTant aid 
in the Memoranda have had and will continue to have an important, positive 
influence on Iran's determination to meet its coIIliilitments; and the grant aid 
program specified in the 1964 Memorandum and in the MA.P programming supporting 
the Memorandum should, under no circumstances, be diluted or "slipped." 

ARMISHJMAAG recommentations with regard to the $200 million credit-sales 
program and the Iranian requests for additional equipment were forwarded to 
CINCSTRIKE on Fe~ruary 29. These recommendations were concurred in by the 
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Country Team, subject to the findings of the economic review, and have been 
forwarded to the Department of Defense with CINCSTRIKE approval. (A copy of 
the ARMISHj}l.AAG paper, up-dated to include later information, is enclosure 1). 
The paper included ARMISH/w..AG findings on the military justification of the 
various items and the following recommendations are based on it: 

3) Equipment'valued at $8,829,856 has been approved by State-Defense for 
inclusion in the $200 million credit (Defense message 9997, April 29). This 
equipment consists of one Patrol Frigate, one Patrol Boat Kit for the Caspian, 
equipment for the AC and W site at Bandar Abbas, the two "heavy Ground Control 
Approach facilities at.Dezful and Ramadan, eighteen Command Post Armored Persormel 
Carriers and radio test equipment. 

There is a justified military requirement for the following equipment, 
valued at $17,000,000, which should also be approved for inclusion within the 
$200 million credit: Additional Communications and Electronic Equipment ( Tactical) -
$3.8 million; Communications and Electronic Equipment (Fixed Facilities) - ~9.4 
million; Engineering Equipment - $2 million; Production Equipment for the Arma-
ment Department - $1.8 million. 

4) The requirement for a 60-day war reserve of ammunition exists and no 
valid military arguments can be advanced agair.st it~ The Shah has insisted on 
the need for a 90-day reserve.and is most unlikely to be convinced that he should 
not have at least a 60-day reserve. He is almost certainly aware that we would 
be unable to give him any kind of meaningful assU2"ance that the.United States 
co:uld and would set down in Iran the additional ammunition in the event he con­
sidered a crisis situation to have arisen. Therefore, we should agree to pro­
vide this reserve on a phased basis and to assist him to obtain the additional 
necessary credit on a basis similar to that of the $200 million credit. 

5) The second tranche of the $200 million credit - expanded to accommodate 
the 60-day reserve - should be negotiated as early in July, 1965 as possible. 
This tranche should amount to $89,076,264 and include the items in Para 3) and 4) 
above plus four C-130 aircraft, 75 M-60Al tanks, 163 M113Al Armored Personnel 
Carriers and 1610 Ml919A6 Machine Guns - items specified in the Memorandum. A 
recapitulation of the second tranche with anticipated delivery dates is Enclosure 
2. 

ARMlSHjMA.AG has carefully inspected and reviewed the preparations of Iranian 
Armed Force (IIF) facilities, the organization of IIF units, the training of 
IIF personnel and IIF performance to date in the receipt and use of similar 
material and considers that the IIF can receive, utilize and maintain this 
equipment satisfactorily. Fuxthermore, the anticipated delivery schedules are 
necessary if the IIF is to meet the planned modernization andinprovement programs 
it has worked out to implement the Memorandum. In the cases of the C-1301s, 
the Armored Personnel Carriers (both standard and command post) the machine 
guns and the radio test equipment, earliest possible scheduling of their delivery 
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is an urgent matter, as they have already "slipped" past delivery dates hoped 
for ardanticipated by Iran. Anticipated lead times, indicated in the enclosure, 
necessitate the inclusion of the other items. 

6) There are valid military grounds for postponing discussion of the major 
items on the Iranian list - higher performance aircraft, reconnaissance tanks, 
a second Hawk battalion and AC and W equipment for two gap-filler sites between 
Bandar Abbas and Dezful. The ARMISH/i1AAG paper originally had recommended defer­
ral of such discussion until the 1966 annual review. Since February, it has 
become evident that the Shah is intensely interested in discussing these very 
items and that he will not accept easily a u.s. position that they should not 
be talked about until.the IIF has demonstrated its capability to absorb equipment 
it is now scheduled to receive. AF.MISHfi'iAAG does not recommend that Iranian 
acquisition of these· items be discussed in this review - but does consider that 
we will need to communicate to the Shah some indication that we will be prepared 
to discuss at a later date Iranian acquisition of similar equipment. A forth­
coming exposition of current and pr0jected development (technical and price) and 
deployment of the aircraft (F-4 and:F!-111) and of the Sheridan tanks would also 
be helpful in this regard.-

7) The Bull-Pup missile should be disapproved for Iran at this time, as 
other weapons Iran has or will acquire will serve the purpose of securing the 
Persian Gulf against hostile naval craft. 

8lhp~a_;ncrease in the agreed personnel ceiling of the IIF from 160,0JO to 
172,000joi authorized. ARMISH/.MAAG points out that the IIF on l March 1965 :net 
its commit:nent under the September, 1962 Memorandum to reduce the overall military 
force of the JIF to 160,000 within the three years - and that the increased ceiling 
is not a cover-up for failure to meet that cocimitment. The entire Table of 
Organization and Equipment and Table of Distribution of the IIF have been care­
fully reviewed and existing units scaled down as much as possible to meet the 
need for additional personnel to man the new equ.ipnent to be delivered under 
the Memorandum of July 1964 but not allowed for in that Memorandum. 

The IIF considers that a strength of approximately 180,000 Military Per­
sonnel more clearly repressnts their full TOE/TD requirements. Lacking a man­

power survey capability it is impossible to present·a valid basis for proposing 
or requiring additional arbitrary reductions in existing IIF Units to obtain 

needed manpower to fulfill all modernization requirements. However, on the basis 
of our experience, and lpiowledge of the necessary lead time and ability of the 
IIF to train the manpower required for new equip~ent, the IIF has accepted an 
AEMISHJYili.G proposed ceiling of 172,000 military personnel for the IIF. ARMI3B/ 
MAAG concludes that modernization requirements cannot be met with fewer than 
172,000 personnel. Under an IIF proposed Five Year Personnel Plan, the 172,000 
ceiling will be achieved within the time fram3 l965 - 1969, inclusive, approximately 
as follows: 

1222..ll2.L 
166,239 ·169,156 

1968 ll2.2.... 12.fil 
170,886 171,900 172,000 

CONFIDENTJM· 
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The Economic Review 

1. Strategy 

As part of the annual review we {!five to the GOI on February 17 a list of 
questions (Emb A-443, A-451) on which the GOI might base the economic projections 
necessary to the review. 

It might be.useful to outline here the p-..irposes of the economic portion of 
this exercise and what we think might be achieved by it. 

Since the downgrading of the Plan Organization in 1962, the Iranian Govern­
ment bas not made any detailed analysis of its problem of allocation of financial 
resources among their several competing uses. The Shah, believing that his 
government would in the future receive ever-increasing oil revenues, saw no need 
for such an analysis and his economic advisors were reluctant to try to persuade 
him that he should take a more careful look at the relationship of his military, 
econonio development and social reform programs. Many rf Iran•a leading economists 
who had fought and lost a bat·He on the same ground in 1962 had left Iran. Those 
that remained were mostly in the Central Bank and henoo less st:::-ategi.cally placed 
than they had been previously in the Plan Organization and the Ministry of Finance 
and were scarred by the battle they had lost three years earlier. 

The requirement in the July 4 Memorandum that an economic study be done gave 
us an opportunity to focus the Shah's attention on his resources allocation 
problem aru.i in so doing to assist his economic advisors in their efforts to do 
the same thing. As the Cent:ralBank has a major share of the economic expertise 
in the government, it was no accident but certainly helpful that the Prime 
Minister t-~rned to the Bank for assistance in making the projections we had 
suggested. For the first time since 1962 it thereby became possible to initiate 
a dialogae between the Shah and his more able economic advisors on some of the 
fundamental questions affeoting the future of the Iranian econom~. Already, 
therefore, the July 4 Understanding has been instru.~ental in forcing a degree 
of progress in an area of vital importance to long-term u.s. objectives in Iran. 

It is essential, however, not to overstate this point. On the basis of the 
evidence we have so far, it is too early to say that the kind of dialogue we 

would like has in fact been established. As can be seen from the Shah's recen·t 
remarks to the Secretary (SECTO 26) and to me (Embtel 1204), he remains convinced 
that he has adequate financial resources to meet all his objectives in the military, 
economic and social fields. It will be necessary for us to nurse the situation 
along with great care. We will want constantly to attempt on one hand to mak~ t~e 
Shah more clearly aware of the magnitude of the resources required to achieve .his 
economic development and social reform programs. On the other hand we will want 
to avoid giving the Shah the impression that we are trying to insert our presence 
too far into his internal affairs and to avoid pressing the Central Bankers so 
far out in front in the battle that their necks get chopped off in the process • 
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It is helpful to our strategy that the magnitude of the additional military 
funding being discussed in this first annual review serves to reduce the dimen­
sions of our economic concerns, and it appears that not before the second annual 
(1966) review will we and the Iranians have to face up to major ec~nomic questions 
related to the Shah•a request for new and expensive military equipment. We, 
therefore, have at least another year of t:il!le in which to attempt to focus the 
attention of the Shah on the economic side of his problem. 

2. The Central Bank's Figures 

The Central Bank's projections, as was reported in Embtel 111;, consist of 
17 detailed tables-which were handed to us by Gove:rnor Samii on April 10. Before 
being given to us, they had been discussed with the Shah and the Prime Minister, 
but there was apparently no coordination in their preparation with other economic 
agencies of the GOI. Subsequently, the Miniters of Agriculture and of Economy 
and the ManagingDireetor of the Plan Organization were given copies by the 
Ce."1 tral Bank. 

Of the 17 tables, 11 are strictly germane to the requirements of tho July 4 
Memorandum, and these 11 are in Enclosure 3. Our comments on these projections 
&m given below and in Enclosure 4. 

It must be stressed that these tables are projections which raise problems 
without suggesting policies to meet the problems. The position of the Central 
Bank is that policy matters must be decided by the government and that the central 
Bank1s job is only to show what problems must be addressed by the policy makers. 

In the light of this position of the Central Bank, we have not engaged the 
CentralBankers in any discussion of the policy implications of their projections. 
After receiving and studying them, however, Embassy and USAID officers had one 
long meeting with the Bank's economists to clarify so~e of the figures in the 
tables. We noted the absence in the tables of certain figuxes, not8bly debt 
repayment figures for the Ministry of War. We, therefore, returned t> Governor 
Samii and requested additional data from him. He, apparently, had some difficulty 
obtaining the figures and had conversations with the Shah and the Ministry of War 
during the course of tryine to meet our l'equest. He gave us the additional 
figures on May 5, and we have adjusted the enclosed tables to include the addi­
tional infomation. 

The principal policy question which arises from the projections derives from 
the fact that they show a sizable shortfall in budgetary resources required to 
meet the targets for public sector investment. The projections are silent with 

respect to the source of private saving to fimnce the private sector's investment. 
It is total investment, of course, which must be geared to meet growth-rate goals 
for the economy as a whole. On the other hand, the balance of payments projections 
are unrela·ted to the macro-economic projections. They do not contain any assump­
tions with respect to the budgetar,J shortfall or the possible effects of filling 
the gap on.Iran•s balance of payments. 
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As can be seen from Table 10, the deficit (gap) in the capital budget will, 
according to the Central Bank•s projections rise from 21.6 billion rials ($288 
million) next year to a level of 40-48 billion rials ($533-640 million) annually 
for the succeeding eight years. The Central :Bank's budgetary projections which 
build up to this deficit are based upon a number of assumptions, which are listed 
in Enclosure 4 with our comments• 

As is the case with all economic grorlh models, any indicated deficit in 
available resources flows directly from the underlying assumptions of the model. 
An evaluation of these assumptions is not relevant here since the object of the 
exercise this year is almost entirely to get the GOI to focus on the issue of 
resources allocation. In a similar manner, no useful purpose is served in dis­
cussing in this airgram potential measures for closin~ the indisated gap in 
budgetary resources. It is sufficient for our purposes at this time that the 
exercise was undertaken. We now have a vehicle for further discussions with the 
GOI and for promoting a dialogue between the economic and military components 
of the GOI • 

. , With respect to the Balance of Payments projection, a similar situation pre-
vails. While these projections are deficient in the sense that they were derived 
independently of the resou:rce requirements projected in the macro-economic model, 
they still serve to point up certain issues and problems that are amenable to 
policy measures. 

It will be recalled that the foreign exchange projections attached toA-661 
of May 28,1964 showed the possilility of a sizable drawdown of Iran•a official 
rese:rYes over the years beginning in 1345 (1966). An important factor in reach­
ing this conclusion was the assumption that Plan Organization imports would have 
to be greatly increased in order to meet t~e goals of the development program. 
The Central :Bank's attached projections show an increase in Plan imports sub­
stantially below our projections of a year ago, and apparently no effort has 
been made to relate Plan imports to the required level of the development pro­
gram as indicated in Table 1. 

It follows from these projections that if Plan imports have to be increased 
at a greater rate t~an that shown in the projections, so must foreign loan 
drawings if Iran 1s reserve position is not to deteriorate too far. Such an 
increase in foreign loan drawings would also assist in closing the gap in 
budgetary resources for the development program. 

Iran can afford to borrow substantial additional funds from foreign sources 
in order to obtain the resources required for its developmental goals. The 
Central :Bank's projections envisage borrowing at least $150 million per year for 
this purpose. A recent IBRD report on the Iranian economic ~ituation,_da7ed 
March 30, 1965, states that, even taking into consideration t~e $20? million 
u.s.-guaranteed military sales credit, if Iran should borrow_an_add1tio~al $200 
million per year for the next three years, the service on ex1s~1ng f?reisr:, debt 
as a percentage of estimate future gross foreign exchange receipts will ~ise 
to a peak of only 14· per cent in 1970. It is possible that the IBRD1s figure 
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of $200 million as compared with the Central Bank1s $150 million is related to 
a more favorable outlook on the terms of future loans than is held in the Central 
Bank. But the conclusion is, in any case, inescapable that Iran can borrow more 
without real damage to her credit rating. 

In his recent conversationswitb the Secretary and with me, the Shah has 
referred to his ability to borrow an additional $680 million even after the 
establishment and maintenance of the projected growth rates (6% to 1968, 8% 
thereafter). We have bad some diffiotil:f;y determining where he got that figure. 
In answer to.our inqu..ries, Governor Sam.ii stated that it is the difference be­
tween the projected foreign borrowings shown in Table 11 and the total of at least 
$150 million per year which the CentralBank. believes Iran can afford to borrow 
over the next ten years. In other words, it is the total of column 9 of Table 10. 
:But, after taking into consideration the $200 million u.s.-guaranteed military 
sales credit, this column adds up to only 30.9 billion rials or $412 million. 
Moreover, the figures tin this co UJ'il."l rep:resent amounts of additional foreign 
borrowing which are, 1R/view of the Central Bank, desirable in order to attain 
the desired growth rates, and even after such additional borrowing, the Central 
Bank figures show a budgetary gap in terms of resources required for the develop-
ment program. • 

The essential thing in this discussion is not the figure of additional 
bonowing which Iran might be able to afford. The key question is what the 
foreign loans are spent on. If the government intends to attempt to close a 
substantial portion of its budgetary gap with foreign loans in order to try to 
achieve its growth-rate goals, it will have to reserve for its development pro­
gram the preponderant portion of its foreign borrowings. This is a key point 
which we will be making in future discussions v,ith the Shah and his advisors, 
in addition to attempting to clarify and, if necessary, to correct the Shah 1s 
figures. 

As far as the immediate policy questions are concerned, Iran's financial 
ability to proceed with a second tranche of the $200 million credit and to under­
take an additional debt burden of $29.8 million to build up additional war re­

serves of ammunition csnnot be questioned. 

3. Findings of the Economic Review 

A. As it is not clear whether or how the GOI intends to fill the gap 
in its budgetary resourcen or that the GOI h s given the matter much thought, 
we believe it necessary to probe further in this area. A key related question, 
which must be put to the policy level of tte government, is what effect measures 
to ·close the gap will h.a.ve on Iran's balance of payments. I will soon be dis­
cussing these points with the Prim~ Minister and, on his return, with the Shah 
and sr.all keep the Department informed as the discussion proceeds. 

B. As these discussions proceed, we will have to keep in mind two 
factors in the situation as they affect the relationship between Iran's economic 
situation and the Shah's request -for additional military equipment. ~hese are: 

'-6 
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(a) Iran is creditworthy. In the words of the above-mentioned 
IBlID report on Iran•s economy: "Because of the rapid increase in oil revenues 
and because of the limited drawings on foreign sources and the considerable 
repayments in recent years, Iran 1s creditworthi11ess remains unquestionable." 
In the face of a report such as this, which the Shah and his advisors have 
read, it is impossible for us to question Iran's ability to borrow more from 
abroad. All we can do is to ask questions concerning the effect of Iran's 
borrowing for non-development programs on her economic growth rate. 

(b) The Shah is determined to strengthen his security forces 
even if it becomes necessary to take resources from the economic development 
program. It would be most difficult for us to dissuade him from this course; 
apart from economic considerations of resource allocation, there may be non­
economic reasons for concurring with the Shah's requests. Hopefully, we can 
utilize the annual reviews to get him to foous on the relationship of any mili·tary 
build-up to his economic programs and through this and other aspects of the re­
view affect the timing and dimension of his military-acquisitions. To enable 
us to exert a continuing influence in getting him to focus on the economic 
factor in bis military program we will require a continued relationship with 
the Shah, sufficiently close to permit a useful dialogue - and, for our efforts 
to succeed, the Shah will have to establish and ~~intain a corresponding dia­
logue with his economic advisers. 

c. The financial situation permits our proceeding with an amendment 
to the July 4 1964 Memorandum of Understanding which would increase the $200 
million cred.it by 330 million to accommodate the Sh.a.h's request for an increase 
in his war reserve of ammunition to 60 days. 

D. ·The financial situation also permits our proceeding with a second 
tranche in the amount of $~9.1 million. 

Conclusions 

The analyses and review set forth in the sections above lead the Country 
Team to the follo~ing conclusions: 

1. The only request for additional equipment - above the $200 million 
credit -- vhich is judged valid on military grounds is the increase in the war 
reserve of ammunition from 30 to 60 days, valued at $29.8 million. There do 
not appear valid grounds for rejecting this request, and it would be appropriate 

to include it in the second tranche. 

2. Politico-military considerations make it a matter of considerable 
urgency that we negotiate the second tranche of $89,076,264 without delay and 
the economic review indicates that Iran can finance that tranche without undue 
financial strain. 
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3. In addition to the equipment already approved by State-Defense for 
inclusion within tie $200 million credit, communications and electronic equipment, 
engineering equipment, and production equipment for the Armament Departma.u.t -
estimated valuation $17 million - can also be specified as falling within the 
credit. 

4. our commitment of grant MAP aid, specified in the Jul.Jt 4, 1964 Memorandum 
and subsequently programmed, should be scrupulously met. Even though Iran•s 
own purchases of military ,equipment may rise, grant aid is a unique and key 
element in preserving the existing and valuable military and political relation­
ship we enjoy with Iran. 

5. An increase in the IIF personnel ceiling to a level necessary to man 
the additional e~uipment contained in the Memorandum was implicit in the decision 
to provide the equipment - and 12,000 additional spaces will be required to meet 
that need. 

6. Discussion of the major additional items on the Shah1a list should be 
postponed. This postponement will bedifficult for theShah to accept ar..d it would 
be most useful and advisable for us to spell out in detail the reasons for such 
postponement and to communicate a willingness to discuss at least some of these 
items at some futuxe date subject to certain provisos (satisfactory Iranian 
progress iri absorbing currently scheduled equipment, reservations regarding 
availability of the equipment, and the results of later economic reviews). 

7. The annual review procedure has already induced the Shah and the Govern­
ment of Iran to make an improvement in its management techniques - by having 
the problem of. military acquisitions raised in the conterl of relatively long­
term and overall resource availabilities. This procedure has begun the intro­
duction of GOI financial authorities into the decision-making process regarding 
military equipment and, for the Shah and the GOI, has sharpened the definition 
of the policy proble~s related to long-term resource allocation. 

8. There still remains the task of persuading the Shah that this review 
procedure provides him with a valuable management tool and that only by using 
it can he be really aware of clearly defined alternatives available to him. 
This will, of necessity, involve a gradual procress and an attempt to force the 

pace too rapidly would run substantial risk of his abandoning the entire procedure -
there has been relevant past experience in this regard. A necessary component 
of this process will be the continuing dialogue we hope to establish with him 
concerning application of competent economic analysis to his decisions regarding 
future acquisitions of military equipment. One objective of our talks with him 
will be to establish and maintain a corresponding dialogue betwee~ him and his 
economic advisers. 
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9. Since the increases recommended are being kept relatively small on 
the basis of military considerations, and since the basic economic questions 
of resource allocation need not be addressed before next year's annual review, 
we need not at this point raise any fundamental political question about the 
size of the Shah's military program. It should be stated, however, that we 
are not proceeding on the assumption that it is politically wise or necessary 
to accord the.Shah all the military hard.ware that his country can afford. It 
is entirely conceivable that at some time in the futuxe we may have to decline, 
on political grounds, to go along with acquisitions that are both militarily • 
sound and economically feasible. 

Recommendations 

The Country Team and I recommend: 

1. That I be authorized to inform the Shah that 

a. We are prepared to assist Iran to obtain an increase in the $200 
million credit to $230 million in order to accommodate his request for an in­
crease in his war reserve of ammunition to 60 days. 

b. We will proceed to help to negotiate the second tranche credit in 
the amount of $89.1 million to include the equipment listed in Enclosure 2 and 
this equipment will be delivered on dates which we then specify to him. 

c. We agree to amend the Memorandum to authorize an increase in the 
personnel ceiling of the Iranian A:rmed Forces to 172,000. 

d. We do not consider that a valid military requirement exists for 
the Bull-Pup missile. 

2. That we be provided all available considerations which justify our 
reluctance to discuss at this time Iranian acquisition of higher performance 
aixcraft, Sheridan tanks and a second Hawk battalion. 

3. That I be authorized to say that we will be prepared to give sympathetic 
consideration to his request for Sheridan tanks and the second Hawk battalion 
during the 1966 annual review. 

4. That I be authorized to tell him that although it is premature to dis-
cuss the matter now, we do not exclude a subsequent possibility of Iran's acquiring 
higher performance aircraft of some type, if he continues to consider that Iran 
needs them, and we will keep him informed regarding u.s. developments in this 
field. 

l., ;;;::,t-,.,.wl,,I 
Armin H. Meyer 
American Ambassador 
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• 20 February 1965 
(Revised 6 .,,.ay 1965) 

ARMISH/!MAG Recommendations for the First Annual Review 
of the Memorandum of Understanding 

4 July 1964 

1. The following items of equipment are expected to be raised by the GOI 
during the first annual review of the 4 Jul.y 1964 1iemorandum of Understanding. 

a. High ·Performance Intercentor Aircraft. 

(1) There is a requirement for a 1,IACH 2 all-weather 
interceptor. 

(2) There is considerable doubt concerning the capability 
of the ILt\.F to maintain such a weapons system within the time frame of the 
4 July 1.lemorandu.m of Understanding. There is already slippage in the presently 
approved AC&W program, Hawk program and F-5 progra~. 

( 3) Some electronic gear could be eliminated. However, the 
airborne radar necessary for an ell-weather intercept capability w.ust be re­
tained. This type of equipment is notoriously difficult to oair.tain. At the 
present time the IIAF is not able to e.dequately maintain the relatively simple 
radar ranging system of the A-4 Fire Control System in the F-86F. 

(4) The cost of each interceptor squadron based on the avail­
able F-4C price inclusive of concurrent spares and AGE would be approxi:nately 
$41. 25 million or an increase of S 30 million over one F-5 squadron. This does 
not. include the cost of radar guided air-to-air missiles also required. 

(5) The Shah is interested in the F-111 rather than the F-4C. 
Costs, availability date and whether the F-111 will become operational are not 
known at this time. If the F-111 becomes available a substantial increase in 
cost over the F-4C can be expected. 

(6) Letter of Intent to PurQ)1ase and delivery schedule for 
the two (2) squadro:is of F-5s have not been approved by the GOI. Inforraation 
as to the latest date that Letter of Intent to Purchase can be suomitted to the 
USAF for the production· and delivery of the two (2) squadrons of F-5s within 

the time frame of the 4 July 1964 Memorandum of Understanding has been requested 
from USAF. 

(7) Because of the high expected cost of the F-111 (or 
other selected aircraft) consideration should be given to replacing the two (2) 
squadrons of F-5s for one (1) squadron of modern interceptor aircraft. 
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RECW!.~illATION: That the consideration· of this· item be deferred to the second 
annual review. 

b. Second Hawk Souad.ron (battalion). 

(1) A requirement for a second Hawk Squadron (battalion) is 
recognized. 

(2) However, imposition of additional requirement for trainable 
electronic and mechanic personnel will jeopardize currently a~proved programs 
to prepare the IIAF to accept additional F-5 aircraft, C-130E aircraft, the 
AC&!N system and the first Hawk Squadron (battalion). 

(3) Insufficient capability currentl;y exists for the IIAF to 
man new bases being activated in the near future. 

(4) The cost of the second Hawk Squadro::-i (battalion) is estimated 
at $22.5 million which does-not include costs for GSU support material and equip­
ment or annual recurring coGts. 

RECO,J;.'.ErIDATIOlf: That the United States indicate a willingness to give this itei 
sympathetic consideration during the 1966 annual review should the 1965 econo::iic 

review reflect an adequately favorable eco~onic outloo~; specifically subject 
to a favorable outlook in the 1966 eco::1omic portions of t~e review, satisfactory 
progress with the first Hawk unit progra. , and agree:nent upon price and availability. 

c. Heavy GCA Facilities. 

(1) A requirement for heav-J GCA facilities is recognized. 

(2) Shahrokhi and Vahdati air bases can be expected to operete 
under high density air traffic which will exceed the operating capability of 
the AN/TPN-12 GCA sets prov-ided under the l\CA. program. 

( 3) The one (1) All/TPN-12 located at Va:idati and one (1) HAP 
programmed for Shahrokhi are considered adequate to meet GCA requirements at 
Mashed and Shiraz. 

(4) The cost of the GCA facilities is estimated at $600 thousand 
per copy or a total of $1.2 million. 

fil&C1'\I:v'.ENDATIO;T: That the heavy GCA facilities be favorably considered. 

d. AC&31V System - Southern Iran. 

(1) A requirement for an AC&::l system for Southern Iran is 
recognized. This item is consistent with the USSTRICOM AC,'b'V survey for Iran. 

. ( 2) Site survey has been approved under ~IA.P for this i tern. 
Washington approval has been obtained for the purchase of the equipment by 
Iran subject to the availability of credits under the $200 million credit 
arran 0 ement. 

C 0Nl<'JJlF1'ITI ¾: 
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(3) Gap-filler radars,additionally, have been recently introduced 
as a requirement by the Shah. The survey for gap-filler requirements was included 
in the approved MAP site survey program. 

(4) The following costs are estimated for this projeot: 

AC&W equipment - Bandar Abbas Sl.64 million 
AC&W equipment - gap-fillers 3.28 million 

Total 

Construction by the IIF of facilities, 
installation and check-out of equip­
ment and training of personnel 
(three sites) 

Total 

S4.92 million 

$12.60 million {5~ rial 
equiv.) 

$17.52 million 

RECOMMENDATIONS: That: (a) The purchase of the AC&W equipment and construction 
of facilities at Bandar Abbas including communications tie-in be favorably 
considered. 

(b) The gap-filler requirements be deferred until success­
ful accomplishment of the initial installation. 

e. Air-to-Surface Missile System. 

(1) A requirement for an air-to-surface missile system is not 
recognized. 

(2) There is an o'perational air-to-surface missile (AGM-12:B rith 
250 pound conventional warhead) compatible with the F-5 aircraft in the USAF 
inventory. The F-5s programmed for Iran, although wired for the installation of 
the guidance system, do not include the guidance system designed for these missiles. 

(3) Employment of in-country available 2~75 and 5.00 inch rockets 
or conventional bombs is capabile of satisfying the expected needs of the IIAF. 

(4) Cost of the AGM-12B missile is approximately $9000 per copy. 
Cost of the system plus installation charges for the F-5s programmed are not known. 
Cost of tne missile inventory required for WRM is estimated at $900 thou.qand. 

RECOMMENDATION: That an air-to-surface missile system not be favorably considered 
for Iran at this time. 

f • . Armored Reconnaissance Vehicles. 

(1) A requirement for a suitable armored reconnaissance vehicle 
for the seven (7) armored cavalry battalions (126 vehicles plus 4 for training 
purposes) is recognized.· 

eoozmcnu. _ 



Page 4 of Enclosure No. 1 
A-590 from Tehran 

(2) The seven cavalry battalions are now equipped with the -47 
medium tank (49 tons) which lacks the mobility and operating:snge required for 
the performance of Armor Cavalry missions. 

(3) The Sheridan tank, desired by the Shah, is expected to be a 
suitable replacement for the M-47 tank. However, the Sheridan tank is under 
development and not yet tested. It is not scheduled for issue to u.s. forces 
until approximately FY 1968. Part of its effectiveness is based on a Shillelagh 
missile system as the main armament which may not be compatible with the avail­
ability of trainable IIGF personnel to man such vehioles. 

(4) The M-47 tank is still a good tank. ·rt is considered adequate 
for the armored cavalry battalions pending availability of a suitable replacement. 
Sufficient ammunition and parts are available. Substantial 90 mm ammunition, 
now-on hand, rill become excess to Iran's needs when the M-47 tank is phased out. 

(5) For planning purposes, the cost of the Sheridan tank has been 
established at $419 thousand per copy (probably includes substantial R&D charges) 

inclusive of $46 thousand. CSP or a totalcost for plan.--ung purposes for 130 tanks 
of $54.5 million. A more realistic cost of this item can be determined later 
upon production. 

IlEC0MMENDATIO?l: That the United States indicate a willingness to give this item 
sympathetic consideration during the 1966 annual review. should the 1966 economic 
review reflect an adequately favo:rable economic outlook; specifically subject to 
a favorable outlook in the 1966 economic portions of the review, satisfactory 
progress with the M-60 tank program, and agreement upon price and availability. 

g. Militar.- Vehicles. 

(1) A requirement for additional vehicles to fill TO&.E authoriza­
tions is recognized. -

(2) A study is underway to determine the shortfall in vehicles 
based on TO&.Es prepared and under preparation, vehicles on hand and vehicles 
to be delivered under the·l9 September 1962 and 4 July 1964 Memorandum of 
Understanding. 

(3) The study to date indicates 
ing availability will significantly govern the 
inventories over planned deliveries under MAPo 
not limited to: 

that factors in addition to fund­
increase of vehicles in IIF 

T'nese factors include but are 

(a) Expected inability of the IIF to provide and train the 
additional drivers in the foreseeable future. 

(b) Limitations within the IIF to properly assimilate and 
maintain the vehicles on hand and those being delivered under MAP. 

CfWIDH!NTJ@ 1' 
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(c) Probability of re-imposing suspension orders on deliveries 
either under MAP, MAS, or both, were an overly ambitious vehicle program undertaken. 

(4) The number of vehicles required to fill all TO&Es and estimated 
costs will not be known pending completion of the ongoing TO&E program. 

RECO'..iMENDATIOlf: That consideration to purchase additional vehicles under MAS 
be deferred to the second annual review. 

h. M-577 Armored Command Post Vehicles. 

(1) A requirement for 16 of these itemsis recognized. 

(2) The greatly increased operating range and cross-country capability 
of the M-60Al tank and M-113 armored personnel carrier make it essential that the 
command and control elements of these wiits have an equal mobility and operating 
range. 

(3) The M-577 meets the foregoing requirement. 

(4) Cost of the eighteen (18) M-577s is estimated at $40 thousand 
per copy (includes CSP) or a total of $720 thousand. 

RECClilMENDATIOl'i: That the requirement for 18 M-577 Command Post Vehicles be 
favorably considered. 

i. Cor.mnmications and Electronics Equipment. 

(1) A requirement for additional communications and electronic 
(C&E) equipment is recognized. 

(2) "Additional communications and electronic equipment11 is in­
cluded as a commitment item under Annex A. 

(3) $14.75 million in C&E equipment has been provided to date 
under MAP. S7.5 million is currently programmed th:rough FY 1970. MAP cannot 
support additional requirements. 

(4) The cost to provide the additional requirements for the 
tactical forces is estimated at $4.; million and fixed C&:E facility projects 

at $9.9 million or a total estimated cost of $14.2 million. 

RECOMMENDATION: That equipment to meet the communications and electronic require­
ments of the IIF as later refined be favorably considered in the first annual 
review, subject to the availability of foreign exchange, 

-
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(1) .A requirement for additional engineer equipment is 
recognized. 

( 2) Al though "additional engineer equip"Jtent" is included as a 
commitment item under Annex A, MAP ceilings are not sufficient to cover total 
modernization requirements. 

(3) Sufficient engineer equipment is included in the Fy 1965-
1970 MA Frog.ram to eliminate all critical existing shortages and to replace 
obsolete equipment. 

(4) A shortfall exists primarily in providing the eng'...neer equip­
ment generated with the activation of the 8th Armored Division. 

(5) The cost of the additional equip:nent is estimated at 
$2 million. 

RECO NDA.TION: That the :requirement for additional engineer equipm_nt be 
favorably considered in the first annual review, subject to the availability 
of foreign exchange. 

k. Second Secuxit:v Battalion - IIN. 

(1) A requirement for a second security battalion in the IIll 
is not recognized. 

(2)· The second battalion has been proposed to provide security 
guards for the Bandar Abbas base and associated facilities •. 

(3) The requirement for security of Navy installations under the 
current five year plan inclusive of :Bandar Abb~s can be met by increasing th-a 
strength of the present battalion (760 personnel) to a planned strength of 1,512, 
without establishment of an additional battalion headquarters. 

(4) The personnel cost of the additional strength requirements 
is estimated at $669 thousand. (rial equiv) per amrum. 

RECOMMENDATION: That a second security battalion not be favorably considered. 

1. Patrol Boats. 

(1) A requirement for a patrolling capability in the Caspian 
Sea is recognized. 

= CQIIIR£I4Tm 

I 
I. 

11 

I! 



CONETDENTJA J· Page 7 ' Enclosure No. 1 
A-590 f~~m Tehran 

(2) Present planning provides for one PGM (95 foot) from 
savings that may be generated under the $200 million credit arrangement. 
Construotion by sections of these boats has been studied by the USN. 

(3) Upon successful assembly of the prefabricated sections 
at the Ca~pian and successful test operations by the Illl, it is planned to 
furnish ·two (2) additional patrol boats under MA.P. . . 

(4) The cost of the patrol boat to.be purchased is estimated 
at $550 thousand. 

REC0MMENDATIOlf: That the purchase of one (1) patrol boat be favorably considered. 

m. . Production Eg__uipment for the Armament Department. 

(1) A requirement for increasing the production capability of 
theA.rmame_nt Department is recognized. 

(2) The requirement to increase WRM from 30 to 60 days applies 
equally to in-country production of ammunition. 

(3) To provide and maintain WBM additional mamuacturing equip­
ment is required. A limited portion of this equipment (30 cal) may be.,available 
as surplus in u.s. inventories. 

(4) The cost of increasing production capacity of the Armament 
Department to meet projected requirements is estimated at $1.8 million. 

BECOMME?IDA.TION: That equipment to increase the production capacity of the 
Armament Department to required levels be favorably considered in the first 
annual review, subject to the availability of foreign exchange. 

n. 60-day War Reserve :rrnterial (WRM). 

(1) The requirement for an additional 30-day War Reserve over 
the present 30-day l&P committed War Reserve is recognized. 

(2) The additional 30-day reserve should be the responsibility 
of the GOI. The substantial amounts of excess and obsolete ammunition now 
in-country should be eliminated prior to receipt of new deliveries to Iran. 

(3) Introduction of the additional 30-day inventory in-country 
may be beyond the capacity of present storage facilities and require additional 
maintenance, tools, inspector and custodian personnel and an increased security 

capability. 
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(4) The cost of the 30-day increase exclusive of in-country 
produced items is estimated below: 

Ground Force and Log­
istical Command 

Air Force 

Navy 

Total 

$21,059,000 

8,464,248 

309,000 

$29,832,248 

RECOMMENI>.ATIO 1 That this item be favorably considered during the first 
annual review for phased delivery in FY 1966-1969 subject to availability of 
required facilities, equipment, ordnance personnel and the availability of 
foreign exchange. 

o. Personnel Reguirements. 

(1) The September 1962 Memorandum of Understanding established 
the mutually agreed ceiling as 160,000 military personnel in the IIF, the 
goal to be reached not later than September 1965. Accordingly, total military 
personnel have been reduced from about 200,000 to 162,471 as of 21 December 
1964, and the Chief, SCS is being asked to agree to a program to meet the 
160,000 ceiling commitmentprior to any negotiations on a new ceiling. In 
addition, there are 7,500 II:F' personnel on duty with other ministries and 
agencies and acting as Officers• orderlies. The Chief, SCS has agreed to 
have those non-effectives removed from the payroll of the Ministry of War 
or absorbed in the 160,000 ceiling. 

( 2) It was recognized during the negotiations leading to the 
signing of the 4 July 1964 Memorandum of Understanding that the additional 

equipment and units involved would require additional personnel. The Shah 
pointed this out personally and it was repeated to the State Department 
and Strike Command by the Embassy at the time. 

(3) These requirements for additional personnel were generated 
specifically by the additional airborne battalion, the increased size of the 
new Armored Division as compared to the previous light infantry division, the 
augmentation of artillery units, the necessary creation of a Southern Area 
Command to provide decentralized command and control in that important sector, 
the Hawk Squadron (battalion), expansion of the air defense system, a special 
air mission squadron to handle additional command liaison aircraft, two more 
patrol frigates for the Persian Gulf and three patrol craft for the Caspian 
Sea, increasing the size of the naval security battalion in the Persian Gulf 
because of added security requirements,and a reasonabie build-up of logistical 
elements to provide support for this additional equipment and personnel. 

C<'NTIPFll!P!lt~ 
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(4) A.RMISH/MAAG unilateral studies based on the introduction 
of new organizations in.the IIF or augmentation to existing elements set 
forth in paragraph (3) above, have indicated that the ceiling should be in­
creased from 160,000 to 172,000 to provide the required personnel and that 
this increase should be phased over a five year period with 6,239 in 1965 
(1344), 2,917 in 1966 (1345), 1,730 in 1967 (1346), 1,114 in 1968 (1347), 
0 in 1969 (1348). The requirements in the first years are the greatest 
because of the lead time required to train the personnel before the arrival 
of the equipment based on anticipated delivery schedules. 

(5) IIF unilateral studies have indicated additional require­
ments which we believe fall in the nice to have but not absolutely necessary 
category. Additionally, the IIF has great difficulty in obtaining qualified 
officers and NCOs as illustrated by the fact tat even under the present 
ceiling, the IIF is short 2,000 officers and 20,000 NCOs. The NCO shortages 
are filed by conscripts who hinder rather than help in the modernization 
process. 

(6) The in-country personnel cost ovia- the present authorized 
ceiling of the IIF for the 1344 of 6,239 is estimated at $889 per person or 
85.5 million. 

RECill~JENDATIONS: (a) That the U.S. negotiating position be that 12,000 
additional spaces can be justified over the next five years with 6,239 
military spaces to be added in 1965 (1344). 

{b) That these spaces be filled only be qualified officers 
and NCOs and that the requirement for conscrJpts be reduced accordingly. 

(c) That the matter of personnel requirements be included 
in each of the annual reviews required by tne 4 July 1964 Memo:randum of 
Understanding and the yearly ceiling adt~sted in accordance with demonstrated 
ability of the IIF to procure and train additional qualified officers and 
NCOs and the actual needs of the services. 

2. Estimated known costs of the foregoing items, recommended for con­
sideration and recommended to be deferred separately, keyed to the foregoing 
paragraph numbers, are recapitulated below: 

Recommenied for Consideration 
During First Annual Review Total 

Foreign Excha:gge 

c. 2 Heavy GCA Facilities $1,200,000 

d. AC&W System - Southern Iran 1,640,000 

h. M-577 Armored Command 
Post Vehicles 

i. Additional Communications 
and Electronics Equipment 
(Tactical) 

720,000 

3,800,000 

In-countzy Rial 
Costs (indollars) 

$4,200,000 
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Communications and 
Electronics Equipment 
(Fixed FacilityProjects) 

j. Additional Engineer 
Equpment 

k. Personnel Augmentation 
of IIN Security Battalion 

1. PGM Kit (Caspian) 

m. Production Equipment for 
the Armament Department 

n. 60-day War Reserve 
Material (VlRM) 

P• Personnel Costs 
( Ceiling Increase) 

Total 

Recommended for Deferral 
to Second Annual Review 

a. High ~erformanc0 Aircraft 
(One Squadron) 

b. Second Hawk Squadron 
(battalion) 

d. AC&W System - Gap-fillers 
Southern Iran 

e. Air-to-Surface Missile 
System (missiles only) 

r. Armored Reconnaissance 
Vehicles 

g. Military Vehicles 

TOTAL 

To~l Estimated Known Cost 
of all Foregoing Items 

Total 
Foreign Exchange 

$ 9,400,000 

2,000,000 

550,000 

1,800,000 

29,832,248 

$20,942,248 

$41,250,000 

22,500,000 

7,480,000 

900,000 

54,500,000 

Unlmown 

$126,630,000 

$111.2121248 

CQl·t &&QTJ:!i, .., 

In-Country Rial 
Costs (in dollars) 

669,000 

5,500,000 (1344 
FY65) 

$10_,369,000 

$4,200,000 

$4,20Q,OOO 

·$12,4621000 
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$200 MILLION CREDIT ARRANGEMENT STATUS 

6 May 1965 

Total Credit Arrangement 

Line 
..l!2!. 

1. 176 M-60A.l Tanks with 4 Tank Transporters 

. 2. 4 C-130E Aircraft 

3. M-60A.1 Tank Ammo, Tools and Training Devices 

4. M-60A.1 Tank Ammo, Tools and Training Devices 

5. M-60A.l Tanlcrools 

6. Total First Package 

Actions Pending 

7. 4 C-130E Aircraft 

8. 163' APCs 

9. 1610 M-1919,A.6 MGs 

10. Radio Test Equipment 

11. 284 M-6Q~l Tanks 
12. 1 Patrol Frigate 

13. 1 Hawk Squadron (battalion) 

14. 1 PGM (Patrol Boat) 

15. 26 F-5 Aircraft 

16. AC&W System - :Bandar Abbas 

17. 2 Heavy GCA Radars 

18. 18 APC (Command Post) 

19. Additional Communications and 
Electronic Equipment (Tactical) 

20. Communications and Electronics 
Equipment (Fixed Facility Projects) 

21. Additional Engineering Equipment 

22. Production Equipment for the 
Armament Department 

Total Actions Pending 

Total List within the $200 Million Credit 

23. Not included within the $200 million credit and 
necessitating additional credit: Increase to 60 days 
War Reserve of Ammunition 

1200,000,000 

S 35,462,200 

10,325,316 

985,631 

2,161,590 

15,938 

($48,950,675) 

10,753,416 

7,170,978 

489,766 

219,356 

56,849,579 
4,500,000 

22,450,611 

550,000 

27,107,000 

1,640,000 

1,200,000 

720,000 

3,800,000 

9,400,000 

2,000,000 

1,800,000 

$150,651,206 

$199,601,881 
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FY 

Jio1 Del Date 

1. 4 C-1~ Aircraft 

2. M'.-6<lU Radio Test Equipment (Jul65) 

3. 75 M60Al Tanks 

4. 163 Armored Personnel 
Carriers 163(Aug & 

Sep65) 

5. 18 APC (Cmd Post) 18(l&lep,55) 

6. 1610 M.19191,.6 MG 1610( 161Cl:ep65) 

7. AC&W System-So Iran 

8. 2 Heavy GCA Facilities 

9. 1 Patrol Frigate 

10. l PGl! (Prefab Patrol Craft) l(Dec65) 

11. Additional Comrmnications & 
Electronic Eqp.(Tsctical) (Jur.66) 

12. C&E Eqp (Fixed facility 
Projects (Jun 66) 

1966 

PROPCSED SECOND TRANCHE 
4 July 1964 Memorandum of Understanding 

$200 llillion Cre·dit Arrangement 

FY 1967 

6 Kay 1965 

FY 1968 

~ No1 Del Date ~ No1 Del 1 Date Amount ...!2• 

!LJul66) 
1Aug66) 
lSep66 

4 10ct66~ $10,753,416 4 

$219,856 

75 ~39Jan67) 15,000,000 75 
36Jun67) 

7,:70,978 163 

720,000 18 

!89,766 1610 

(May67) 1,640,000 

2{1!ay67) .1,200,oco 2 

l (Oct67) $4,500,000 l 

550,000 l 

2,150,000 (~7) 2,150,000 

4,?50,000 (Jun67) 4,950,000 

.._~;QUl;fJ;A I 
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TOTAL· 

Amount REMARKS 

$10,753,416 Fe-a5tmos. a ime 

219,856 

15,000,000 12 mos.lead time 

7,170,978 Deliver:;· dates in-· 
dicated reflect 
delivery schedule 
of Letter of 
Intent 

720,oco 

489,766 

1,640,000 24 mos. lea<' 1le 

1,200,000 24 mos. lead time 

4,500,000 36 mos. lead time 

550,000 8 mos. lead time 

4,300,000 12-24 mos. lead 
tin:~ 

9,900,000 12-24 mos. lead 
time 
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Yi 1966 Yi 1967 Yi 1968 TOTAL 
1Jo1Del Date Amount No, Del Date Amount No, Del Date Amount .J!2. Amount REMARI<S 

13. Add 
Additional Engineer 

(Jun66) Equipment $1,000,000 (Jun67) u,000,000 $2,000,000 12-24 mos. 

14. War Reserve Ammo (Jun 66) 10,coo,coo (Jun67) 19,832,248 29,832,248 12-24 mos. 

15. Production Equipment 
1,800,000 for the Armament Dept. (Aug65) 1,800,000 

TOTAL $28,550,600 $56,025,664 $4,500,000 S89,076,264 

N<Yl'E I 

·ne 2. Radio test equipment included owing to late identification of this item for inclusion witr.in the present $49 million credit ceiling 
(First Tranche) and essentially of prompt delivezy of this equipment for use in eonnection ~~th initial increment of M-60A.l tank radios. 

lead time 

lead time 

Lines 5,7 and 8. Items required on a priority basis. Items approved by DOD and USSTRICC!ll subject to availability of credits under the$200 million 
credit arrangement. 

Lines 11, 12, 13, 14 and 15. Represent additional items recommended for consideration during the First Annual Review. 

§@E@Ji£1JL 
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Economic Projections of the Central Bank of Iran April 11965 
Summary Notes 

The fie;ures which appear in the attached tables are based en a number of assumptions 
which are given as footnotes to respective tables. 

All projections are shown at constant prices (1343=100). 

All projections (except those rAlatinc to public investment( balance of payments 
and the proceeds of the internal snle of petrolewr. products; are lased on 1344 
budeet estimates. 

In computing the "resow:ce enp," the "Special Accounts" and the receipts and 
payments of Government Ac;encies (except as they are reflected in the General Treasury 
Account) are ancumed to have no net budsetnry effect. It should be note_d, however, 
that arzy investment expenditure other than those financed out of development budget 
by these aeencies will undoubtedl:, increaoe, albeit not sicnificantl:r, the projected 
rate of economic growth. This is also valid in tho case of the oil sector. 

In view of the assumption of price stability (1965-74), the projected rate of 
increase in credit and money snpply is related to the assu.11od rate of growth of 
Gross National Product. Since the expansion of the 1:nnl( credit will have to be 
modest (averagine around 7.5 per cont per year) and the need of private sector 
for bank credit very great, it seems reasonable to allocate the whole increase in 
bank credit to the private sect,;r. 

No attempt is rede to examine the effects of alternative methods of financini:; the 
"resource gap" (Cf. 1'able 10) on the 1 evol of prices, balance of payt1onts and the 
activity of the private sector. Nor is there an,\" attempt to examine the merits 
of the alternative methods of financinc tho "resource aap." 

•8(JIIEIDEl11DtL • 
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I. Basic Economic Data (Estimated) 

Description 

GNP (Billion Rls.)(l) 

Po;nilation (T"nousa::d persons)( 2) 

1964 
il.IDl 

383.2 

1965 
.C.UMl 

Per capita Gross ::ational Product 16,592 17,159 

Total fixed invest~ent( 3) 80.5 85.4 
(13;1lion Rls.) 

Publi9 fixed :imtcs~)ce.~t(4) 44.7 47.4 
\B1.l.ll.On IDS. 

Current expendit'.l.!'e3 to rnai~tain( 5) 
fixed public invcstoent 
(Billinn !Us.) 8.9 9.5 

Other capital expe~ditureo( 6) 
(Security, etc. - cf. ?art II) 

Total public investment 

Private fixed inve::itment 
(Billion Rls.) 

55.3 58.6 

35.8 38.0 

Table 1 

Constant Prices (1343) 

1966 
illill 
430.6 

24,264 

17,746 

90.3 

50.1 

"' 10.0 

61.8 

40.2 

1967 
iLlill 
456.4 

24,871 

18,351 

127. 7 

86.8 

56.8 

1968 
ill47l 

25,493 

19,335 

76.6 

1.7 

93.6 

61.3 

1969 
..Ll:l4fil 

532. 3 

26,130 

20,371 

82.s 

16.6 

101.1 

1970 
.<1iill 

574.9 

21,465 

161.0 

1.7 

109.0 

71.6 

1971 
ill5.Ql 

620.9 

27,453 

22,617 

173. 9 

96.6 

1.7 

77-3 

1972 
l..Ulli 
670.6 

28,139 

23,832 

187.6 

20.-3 

126.7 

1973 
11-.illl 
724.2 

28,'343 

25,108 

203.0 

112.7 

22,5 

1.7 

90. 3 

1974 
ilIDl 
782.1 

29,564 

26,454 

218.7 

121.5 

24.3 

1.7 

147,5 

97.2 

(l) T"ne annual ra':e of ,:rowt:1 of Gl'IP is assumed :o be 6 per cent for 1965-67 (1344-4.:i) an'.l. 3 per cent for 1968-74 (1347-53) in constant prices. 

(2) 

(3) 

(4) 

The annual rate of growth of population is asuuoed to be 2.5 per cent. 
-'I 

The capital-output rati0 i~ asstu:.ed to be 3.5 to 1, Also the time lae between investl'lent and output is assu1:1ed to be Jne year. 

The breakdol'll'l of total investment into .,,,blic and private sector is aocordin~ to the ratio of Rls. 160 billion pr~ o~ 44 r:.::I. fo~ tne ,,_ - Rls. 200 billion public - '• .,,,, - • 
private sector and 55,5';~ for the public sector - a ratio as::iume:i in t:1e Thirrl Plan • 

(5) Current devel=pment expenditures to maintain new fi..~ed public investment a.re assU1~ed to be 20 per cent of the public fixed inveS t ment. 

I: 



Table 1 (continued) 

(6) Capital outlay for defense and other miscellaneous items are assumed constant throughout 1964-73. 

~: 
Accou."lts of the Public Agencies except for that pirt of t:ieir revenues and e:::penditi.tres Vihir:h are reflected in the General Treasury 
accounts, and the accounts of the Plan Organization ere assumed to have no net bi..uigetary effect, Therefore, any devolopm·ent 
expenditure out cf the fund of these Public Aeencies would be in addition to the total public investment estimated in the above 
table. 
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II. Estimated Budgeter; Data 

co O e 
::: z g Table 2 

:1~~ Revenues 
(Millions of Rials) 

Cl) .... 
Constant Prices (1343) t,:io 

al !': I 
p.. r'il "'l 

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 

1 - Direct Taxes(l) 
i~2 .... e~~~Lcni~§2====i1~1Zl===i~J~l==--=-i1212l==J~~2==={!d~l=c=11~~~2-==-i!22~l 
6,665 7,064 7,487 8,086 8,733 9,431 10,185 11,000 11,880 12,830 

2 - Indirect Truces:-

A) Customs(2) 12,940 15,434 16,536 17,480 18,948 19,878 21,710 23,772 27,810 28,579 
B) .Petroleum( 3) 5,346 5,768 6,212 6, 74t, 7,316 7,949 8,623 9,365 10,182 11,071 
c) Others( 4) 2,542 2,695 2,856 3,085 3,331 3,598 3,886 4,197 4,532 4,895 

3 - Monopolies:-

A) Tobacco( 5) 2,963 3,037 3,113 3,207 3,302 3,401 3,504 3,609 3,717 3,829 
B) SUGar(6) 1,658 1,691 1,725 1,768 1,812 1,857 1,904 1,952 2,000 2,051 
c) Tea(7) 510 525 541 562 585 609 633 658 685 712 
D) P,T.T. (S) 1,203 1,299 1,403 1,543 1,698 1,868 2,054 2,260 2,486 2,734 
E) Others( 9) 1,667 1,750 1,838 1,930 2,026 2,128 2,234 2,346 2,463 2,586 

4 - Public services(lO) 1,606 1,702 1,805 1,949 2,105 2,273 2,455 2,652 2,864 3,094 
5 - Y.iscellaneous(ll) 1,094 1,148 1,205 1,255 1,328 1,394 1,464 1,537 1,613 1,694 
6 - Oil Revenue<12) 41,400 48,375 52,875 58,500 64,125 71,625 80,250 89,100 98,250 108,000 

A) Treasury 12,787 12,787 10,575 8,775 6,412 3,585 
B) Plan Organization 28,613 36,285 42,300 49,725 57,713 68,040 80,250 89,100 98,250 108,000 

Total (excluding oil revenue) 38, 194 42,113 44,721 47,617 51,184 54,295 58,652 63,348 70,232 74,074 

7 - Miscellaneou' ~~come of Plan 
Organization 1 3.5 3.7 3.8 4.0 • 4.2 4.5 4.7 4.9 5.1 5.4 



(1) 

(2) 

• (3) 

Table 2 (continued) 

Estimated on the basis of the ratio of {direct taxes) 
GNP ·in 1344 and 6 per cent annual increase throughout 1966-67 (1345-46) and 

8 per cent throuzhout 1968-74 (1346-53). 

Revenues fron customs are estimated on the basis of the ratio of (customs) 
(imports) 

estimated amoi.mt of imports (of Part III) throu.:;hout 1966-74 {1345-53), 

cf. Table 4 

in 1344 and the application of this ratio to the 

(4) Estimated on the assumption of 6 per cent annual increase for 1966-67 (1345-46) and 8 per cent an.~ua.l increase fer 1968-74 
(1347-53). 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) 

(11) 

(12) 

(13) 

Estimated on the basis of the 1344 Budget and increasing 2,5 per cent (calculated on the basis of the income coefficient for 
tobacco) annually for 1965-68 (1344-46) and 3 per cent annual increase for 196e-74 (1347-53), 

Estimated on the basis of the 1344 Budcet and increasing 2 per cent (calculated on the basis of the income coefficient for 
sugar) an.~ually for 1966-67 (1345-46) and 2.5 per cent annual increase for 1968-74 (1347-53). 

Estimated on the basis of the 1344 Budget ond increasing 3 per cent (calculated en the basis of the inco~e coefficient for 
tea) am1ually for 1966-67 (1345-46) and 4 per cent anm.2c1.l increase for 196e-74 (1347-53). 

The fi.;ure in the 1344 BudGet is assumed to increase at 8 per cent annually for 1966-67 (1345-46) and to rise 10 per cent 
annually for 1968-74 (1347-53), 

The 1344 Budget fieure is assw:Jed to increase 5 per cent annually throughout 1966-74 (1345-53), 

Governr.1ent services are assu.~ed to increase 6 per cent annually for 19f/,.67 (1345-46) and 8 per cent annually for 1968-74 
(1347-5 3). 

Tne fil,Ure in the 1344 Bud.get is assu.~ed to increase 5 per cent annually throu.:;hout 1965-74 (1345-53), 

cf, Table 3 

It inclu:l.es the share of Plan Or@-nization in the surtax on gasoline (cf, Table 4), 
5 per cent annually, 

Other i..~comes are assumed ~o rise 
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II. Estimted Bud52tar,l Data (continued} 

Table 3 
Oil Revenue 

(Million Dollars) 
(Million Rials) 

1964 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 
~12ccccil~_J1~~2=~Lc11~fil~1~Z2=t=W~~2==i~ucccri12~~L=c=il~~~ci12~~2=ccc112~J2 

Oil Re·:enue !.!.D. 488 540 595 

(Consortium) 1.1.R, 36,600 40,500 44,625 

Oil Revenue E.D. 5 12 50 

(Other Compi.nies) ) .• P.. 375 900 3,750 

Bomi.ses(l) M.D. 185 

!:!.R. 13,875 

Tota1<2) l,i.ll. 678 552 645 

M.R.. 5c,850 41,400 48,375 

Treasury ( 3) :.!.D. 1,528 170.5 161.2 

J.I.R. 11,460 12,787 12,090 

Plan Organization I.:.D. 525.2 381.5 483.8 

I!.R. 39,390 28,613· 36,285 

All bonus P8<,nr:ents are allocated to Plan Or.;anizaticn. 

Assumptions Vii th resr,ect to oil revenue (cf. Table 11). 

655 720 785 855 920 988 1,060 

59,125 54,000 58,875 64,125 69,000 74,100 79,500 

50 60 70 100 150 200 250 

3,750 4,500 5,250 7,500 11,250 15,000 18,750 

705 780 855 955 1,070 1,188 1,310 

52,875 58,500 64,125 71,625 IJC,250 89,100 98,250 

141 117 85.5 47.8 

10,575 8,11') 6,412 3,585 

564 663 769.5 907.2 1,070 1,188 1,310 

42,-:00 49,725 57,713 68,040 80,250 89,100 98,250 

(1) 

(2) 

( 3) Division of oil revenue betweer:. Treasury a.'"ld ?lan Organization is assun:ed to continue at the rate reflected in the Third Plan law. 
Eowever, through 1965 (1344) share of Plan Or5ar.ization is calculated after deducting $7 million (Pis. 525 million) on account of 
B.P.C. compensation. Th~ respective shares of '.::reasury and Plan Organization are given "c,elow:-

1~~44 ~ ~ ~ ~ ~ 1~20-~2 
Treasury 3q. 2'.f,, ,. l5'}a 1())., I CJ,1; 

Plan Organization 10;, 1'J;~ 80% 8'.ft; 9~; 95% 100% 
Notes: ].I.D, = J.lillion dalle.rs; M,P.. c Million rials 

1,140 

85,500 

300 

22,500 

1,440 

108,000 

1,440 

108,oco 

,-::i 

~ 
t 
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II. Estilr.ated Bud~ta~ Data (continued} 

Table 4 
Oil Revenue (share of the TreasurJ free the domestic sale proceeds of llaticnal Iranian Oil Cot1p8llY)(l) 

(Million Rials) 
Constent Prices (1343) 

1965 1966 1967 1968 1969 1970 
(1344) (1345) (1346) (1347) (1348) (1349) 

Gasoline 4,030 4,294 4,569 4,873 5,189 5,528 

Kerosene 1,255 1,358 1,465 1,582 1,708 1,845 

Gas:iil (2) 1,470 1,617 1,779 1,992 2,231 2,499 

~el (3) 38 40 43 47 50 54 

Total 6,793 7,309 7,856 8,494 9,178 9,934 

Treasu..ry 5,346 5,768 6,216 6,744 7, 31€. 7,'349 

Pla..~ Ort--anization( 4) 1,447 1,541 1,640 1,750 1,862 1,985 

(1) 

(2) 

(3) 

The above figures are estimated before price changes in Azar 1343 (NIOC estil!E.tes). 

The Gs.soil !)rice is assumed to be ur.ifom throughout tile country. 

Increased true on fuel nas not been allocated to Plan Organization. 

1971 1972 -973 1974 
(1350) (1351) (1352) (1353) 

5,885 6,265 6,675 7,107 

1,992 2,151 2, ;23 2,509 

2,799 3,135 3,511 3,932 

59 64 69 74 

10,735 11,615 12,578 13,622 

8,623 9,365 10,1e2 11,071 

2,112 2,250 2,396 2,551 

(4) The sr..are of Plan Organizatwn is calcuJ.ated on the basis of 70;, of Rls •. 3 increase in tax on Gasoline, This percentage will 
be 70, 75, 80, 85 and 90 in 1965-66, 1967, 1968, 1969 and 1970-74 respectively. 

) 

/ 

"· 
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"'~ Eatiim.ted Budgetary Data (continued) E-t II. 
co o a 
.-.z ~ Table 5 
.,_. GI .,_. 

Oil Revenue (from Internal Sales and Export Proceeds - Table 3 and 4) 0 ~ 

co~ 9 (Millions of Rials) 
~~a 

8! ia .:: 
1964~1) 1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 

(1343 (1344) (1345) (1346) (1347) (1348) (1349) (1350) (1351) (1352) (1353) 

Treasu:ry 11,460 18,133 17,858 16,791 15,519 13,728 11,534 8,623 9,365 10,182 11,071 

Plan Organization 39,390 30,060 37,826 43,940 51,475 59,575 70,025 82,362 91,350 100,646 110,551 

Tote.l 50,850 48,193 55,684 60,731 66,994 73,303 81,559 90,985 100,715 110,828 121,622 

(l) Ficures for 1343 do not include internal sales. Bonus payment is, however, included. 
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II. Estimated Budgetary Data (continued) 

'rable 6 

Page 9 of 18 
Enclosure No. 3 
A-~ from Tehran 

Total Receipts of the Treasl.l.I"'J and the Plan Organization 
(Billion Rials) 

Constant Prices (1343) 

Treasu..-ry 
Oil (2) 

Miscellaneous( 3) 
Foreign (4) Income Income of Plan 

(Other than oil) (1) Revenue Organization Loans Total 

1965 (1344) 38.2 41.4 3.5 8.8 91.9 

1966 (1345) 42.1 48.4 3. 7 10.4 104.6 

1967 (1346) 44.7 52.9 3.8 14.0 115.4 

1968 (1347) 47.6 58.5 4.0 14.9 125.0 

1969 (1348) 51.2 64.1 4.2 9.7 129.2 

1970 (1349) 54.2 71.6 4.5 6.o 136. 3 

1971 (1350) 58~6 80.2 4.7 6.0 149. 5-

1972 (1351) 63.3 89.1 4.9 6.o 163. 3 

1973 (1352) 70.2 98.2 5.1 6.o 179.5 

1974 (1353) 74.1 108.0 5.4 6.0 194.0 

(l)of. Tab:ie 2 
(2) f. 

C • Table 3 

(3) of. Table 2 

(4\r. Table 11 

-tt23WFFN7 1TA J; 

I ' 
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II. Estimated Budfi!!ta!;i Data {continued} 

(2) Security Expenditures 

(a) 1!:inist!l: of War 

Table 7 
(Million Rials) 

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 
il~~l--il;~~Lil~itl====il~1l==={Ui§L==i1J42l-,.,J!~~~__,,_=il~~U===il~~l==...i1~2l 

Current expenditures(l) 
(2' Foreien loan repa.yments 1 

Capital expenditures(3) 

Total 

Current expenditures( 4) 
Capital ex;enditures(S) 

T0tal 

Total (Tables 7 and 8) 

17,437 18,616 

870 1,755 

1,350 1,350 

19~657 21,721 

5,860 6,212 

204 204 

6,064 6,416 

25,721 28,137 

19,8~3 21,245 

1,830 1,875 

1,350 1,350 

23,063 24,470 

(b) ~ 
Table 8 

(Iiillion itials) 

6,585 6,980 

204 204 

6,789 7,184 

29,852 31,654 

22,710 24,284 25,976 27,795 29,751 

1,583 1,583 1,583 1,583 1,583 

1,350 1,350 1,350 1,350 1,350 

2~,643 27,217 28,909 30,728 32,684 

7,399 7,843 8,314 8,813 9,342 

204 204 204 204 204 

7,603 8,047 8,518 9,017 9,546 

33,246 35,264 37,427 39,745 42,230 

(1) &tcept for ill.s. 1,720 million expenditures for :i;:arts and Jt:'ler miscellane J\:.s items ( whic:i are asslUned const=t throughout 
1965-74), other current expenditures are assumed to incre.ase 7.5 ;ier ce!lt a.."muall~-. 

(2) 
Repayment of the principal of the $200 million u.S.-guaranteed credit is estimated as follows: 

(a) Repayment (advance repa.yment) of S3 million in 1343. 

(b) Repayment of $7.5 million (including 0.5 million dollars interest) in 1344. 
(c) The repay-.nent of the remaining $190 million is equally divideci 'Jver 1966-74. 

31,853 

1,580 

1,350 

34,783 

9,903 

204 

10,107 

44,·'390 



(3) 

(4) 

(5) 

TablEB 7 and 8 (continued) 

RePa;'."lllent of the interest on the $200 million U.S. -,2"UB.ranteed credit at 5 per cent is calculated on the respective amou.--it 
utilized each yee:r. T'ne amount of the utilization of the above credit is as follows: 

(a) 1955 - $67 million 

(b) 1966 - $8 million 

(c) 1967 - $46 r.tillion 

(d) • 1968 - $79 million 

Howe'ler, the repa,;pnent of $3.4 oillion interest on 367 !llilJ.ion to be utilized in 1965 is divided as follows: 

(a) 1965 - $0.5 million 

(b) 1966 - $1.9 million 

(c) 1967 - Sl.0 million. 

Capital expe:!lcit~e:i are assuoed to re::iain cor.stant tliroul!1lout 1965-74. 

Current expenditures are asslll!led to increase 6. 0 per cent annuall:r. 

Capital expenditures are assumed to rel!Bin constant throughout 1965-74. 
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II. Estimated Budgetary Data (contbued) 

Table 9 
Total Current Expenditure and Foreign Debt Repayment 

of the TreasurJ and Plan Organization L~ 1965-1974 
(1344-1353) 

(Billion Rials) 
Constant Prices (1343) 

TR6ASURY 

General(l) Outlay(;) Ou-tlay(4) 
Acicinistrative 

Expenditure( 2) 
on on 

Other( 5) 2x:;>endi ture Social Eccnoaic 
of Treasu:r; on Security Affairs Affairs Disbursements 

1965 (1344) 7.4 25.7 17.8 5.7 2.2 

1966 (1345) 8.0 28.1 18.2 5.9 2.3 

1967 (1346) 8.6 29.9 18.5 6.0 2.5 

1968 (1347) 9.2 31.7 18.9 6.9 2.7 

1969 (1348) 9.9 33.2 19.3 6.2 2.9 

1970 (1349) 10. 7 35. 3 19.7 6,3 3.1 

1971 (1350) 11.5 37.4 20.0 6.5 3.3 

1972 (1351) 12.3 39.7 20.5 6.6 3.6 

1973 (1352) 13. 3 42.2 20.9 6.7 3.8 

1974 (1353) 14.3 44.9 21.3 6.9 4.1 

(l) . It is assu1.1ed to increase 7.5 per cent annually throughout_ 1966-74 (1345-53). 

(2) cf. Tables 7 and 8. It includes capital outla,y and debt repayments. 

(3) It is assuoed to increase 2 per cent annually throughout 1966-74 (1345-53). 

'.i'ota.1:_ 

58.8 

62.5 

65.5 

69.4 

71.5 

75.1 

78.7 

82.7 

86.9 

91.5 

PIAN ORGAHIZATION 

Current( 6) 
Repay1.~ent ( 7) 

of Foreien 
Admi..'1istrative Loans (principal 

Outla.z and interest) 

0.5 4.6 

o.6 4.9 

0.6 5.4 

o.6 6.4 

o.6 6.6 

o.6 8.1 

o.6 8.7 

o.6 9.3 

o.6 9.6 

o.6 9.7 

Total 

63.9 

68.0 

71.5 

76.4 

78 

83.8 

88.o 

92.6 

97.1 

101.8 
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(4) 

(5) 

(6) 

(7) 

Tablo 9 (continued) 

It is assumed to increase 2 per cent annually throughout 1966-74 (1345-53). 

It is aseumed to increase 7.5 per cent annually throughout 1966-74 (1345-53). 

It is assumed to increase by 2 per cent annually t!U'oughout· 1966-74 (1345-53). 

cf Table 11. 
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II. Estinated.Bud13!!t!£:i: Data (conthued} 

Table 10 
Deficit in the Capital Budget and the W,zy to Finance It. 

(Billion Rials) 

Current (2) 
Total Savi!!ft Financing of the Resources GaE(6) 

Net Increase in Addi tiona.l 
Fixed (l) Development 

Receint/ 3) 
CUrrent ( 4) Difference Deficit( 5) Treastllj' Bills Foreign 

Investment Outla;:z:: ~ ExEenditure (4-22 0-62 and Bonds (a2 Loans (bl 

l 2 3 4 2 6 1 8 9 
19.4<7) 1965 (1344) 47.4 (-) 47.4 91.9 63.9 28.0 1.0 2.5 

1966 (1345) 50.1 10.0 60.l 104.6 68.o 36.6 23.5 1.0 0.9 

1967 (1346) 70.9 14.2 85.1 115.4 71.5 43.9 41.2 1.0 

1968 (1347) 76.6 15.3 91.9 125.0 76.4 48.6 43.3 1.0 

1969 (1348) 82.8 16.6 99.4 129.2 78.7 50.5 48.9 1.5 1.5 

1970 (1349) 89.4 17.9 107.3 136.3 83.8 52.5 54.8 1.5 5.2 

1971 (1350) 96.6 19.3 115.9 149.5 88.o 61.5 54.4 2.0 5.2 

1972 (1351) 104.2 20.8 125.0 163. 3 92.6 70.7 54.3 2.0 5.2 

1973 (1352) 112.7 22.5 135.2 179.5 97.1 82.4 52.8 2.0 5.2 

1974 (1353) 121.5 24.3 145.8 194.0 101.8 92.2 53.6 2.0 5.2 

Totals: 30.9 

(l) cf. Table 1 

(2) cf. Table 1. Rls. 7 billion current developme:.t outlay is budgeted !or in the '.;'reasu..."":,· expenditure btrlget for 1965 (1344). 

( 3) cf. Table 6 

(4) cf. Table 9 

(5) Deficit given in column 7 is the difference between the total development expentliture uresented in ccl1Jl!l!l 3 and total public saving 
at the existing level of taices and forei~n borrowina at a modest scale (cf. column 6 o~ the above table). 

Remaining 
Ga:e (cl 

10 

15 .• 9 
21.6 

40.2 
42.3 
45.9 

4a.1 

47.2 

47.1 

45.6 

46.4 

400. 3 

. I 

: 
·.1 

j 



(6) 

(7) 

Table 10 (continued) 

Financing of the Resource Gap: 

T'ne 

(a) 

(b) 

Net increase in Treasury Bills and Bonds (tctaline Rls. 15 billion during 1965-74 (1344-53) (cf. column 8). 

Additional foreien borrowing. This item is calculated on the bases of principal and amortization payment of Iran's foreign 
debt which is to be within the limit of 8 per cent of foreign exchange earnin& (cf. Table 11), (Embassy Hote: This column 
anticipates annual foreign borrowing of at least ~150 million.) 

(c) The last cohmm presents the extent of the remaining deficit. It should be noted, however, that the above table assumes 
no increase in advances of the Bank J,!a.ri-.:a.zi Iran to the Treasury and the Plan 0r€1l-nization. Exception to thls is the 
finance provided for Tehran Refinery and the pipeline by the Bank J,arkazi Iran. 

reconciliation of this figure with the budget figure for 1344 
(1) Dra'l"l'ings on oil bonus deposit (eiven ir. the budeet) 

can be summarized as follows: 

(2) 

(3) 

Bank Uar!-:azi loan for Tehran Refinery 

Additional forei£:?l borrowing and TreasurJ Bills given in 1344 
Development Budget 

(4) The difference between the devolo~ent outlay presented here and 
the actual bud.;et 

(5) Budgetar:,· Deficit in the General Treasur::r Account as adjusted for 
Ministry of War foreign loan dra\Vini:;s and repayments 

Total 

Rls. 7.1 billion 

4.7 

19,4 

..:i 



~ III. Balance of P!:!i,vments De.ta 
"'i Table 11 co E-< 

r-tos 
PROJECTION OF FOISIGN EXCHANGE ffi:CEIPTS AND PAY1.iENTS * :z; 0 

.... fi 
Years 1344 - 1353 (years ending 1.iarch 1966 - 1975) 0 e .... 

~!~ 
(In ll!illion Dollars) 

a, ..... 
1343 !,!Jc, 

al S:: I 
(latest estimte) 1344 1345 1346 1347 1348 1349 1350 1351 1352 1353 p.. r..1 < 

A. lmEorts of ,:iQOds and services 

1, Private, (goods only) -540 -560 - 600 - 640 - 690 - 745 - 805 - 870 - 940 -1015 -1100 
2, Plan Organi~ation - 26 - 50 - 70 - 80 - 90 - 100 - 120 - 145 - 175 - 210 - 250 
3. NIOC - 26 - 30 - 33 - 36 - 40 - 44 - 47 - 52. - 55 - 60 - 65 
4. Other government(l) - 88 -100 - 180 - 190 - 180 - 195 - 160 - 175 - 190 - 210 - 230 

i 
(a) L"lcluding military import~ e:xcept 

(?) (-31) (-34) (-38) (-41) (-45) (-50) (-55) (-60) (-66) (-73) from S200 million credit 

5, I~!)Orts under $200 ~illion credit - 67 8 - 46 - 79 
B. Other current pa.,t1c."lts (private services) - 45 - 45 - 50 - 55 - . 60 - 66 - 72 .'7(1 - 87 - 96 - 105 I/ 

c. Receipts from coc.~ercial exports 90 95 105 115 126 139 153 168 185 200 220 c;, 

D, Oil Sector: 

1, Income fro:.1 the Gil Consorticr.1 488 540 595 655 720 785 855 920 988 lOEO 1140 
2. Rial purchases b): the Oil Conscrtiw:i 80 67 70 T5 77 81 85 89 93 98 103 
3, Income fror:; other oil companies( 2) 190 12 50 50 60 70 100 150 200 250 300 
4, Rial purc:ha.ses frnr; other cil coa:panies 12 10 20 20 25 25 25 30 30 30 35 
5, N'IOC invec'tnent ex;enditure - 6 6 - 6 6 

E. Other current receipts (services) 45 47 50 52 55 57 60 63 66 69 72 
F. Drarines of official foreign loans 

1. Steel mill 70 70 50 50 
2, $200 l.lillion l,:ilitar:; Sales Credit 67 8 46 79 
3. Other 8 50 60 70 70 80 80 80 80 80 So 

G, Principal and interest payments on 
officiel loa."l:::: 

1. Old loans - 85 - 57 - 49 - 40 - 38 - 36 - 35 - 35 - 32 - 30 - 28 



I 

2. S200 Million !.].li tarJ Sales Credit 

3. New· loans 

H. Note issue requirecents 

Table 11 (continued) 

UB 
(latest estimate) 

0 

1344 

- 12 

- 14 

1345 

- 23 

14 

15 

- 24 

30 

- 16 

1347 

- 25 
46 

- 18 

1348 

- 21 

51 

- 19 

1349 

- 21 

70 

- 20 

1350 

- 21 

79 

- 22 

1351 

- 21 

90 

- 23 

1352 

- 21 

95 

- 25 

1353 

- 21 

- 100 

- 26 
I. l'!ovenent of gold and foreign exchange 

reserves {increase+) 103 - 53 - 20 - 12 - 10 10 8 22 29. 25 25 

(1) 

(2) 

Includes steel till project 

Includes 3185 oillion bonus in 1343 

* Fieures for the :'e= 1343 are :iearly actrn.l and oosed on latest infcrnaticn. Fii,;Ures for 1344-53 have been projected as described below, 
It has been assunec. t:-a t the country will enjoy ccnetarJ stability over the pericd and that development pla."ls will be carriec. out ri thout 
distuxbir..f the balance of p:t~T.Jents. • 

A. !□ports cf·eoods and services 

1. Private icp~rt of e0ods in 1344 have been estir.ated at the level of 1343. A 6 per cent rise for 1345 and 1346 and a."l 8 per cent 
increase for 1347-1353 have been allowed wr.ich ccrresponds to an import elasticity of one witt respect to income. 

2. Imports b:· the Plan Organization which were quite small in 1343, have been ass1med to grow more rapidly in the re::ai~ng years 
of the Third Plan, and to rise by almost 10 per cent in the earlier years of the Fourth l:'la.YJ. and then e;row by 20 per cent in 1349-135 3. 

3. NIOC impcri:s a::-e assu!!ed to rise b:· 10 per cent a."ll'lually. 

4. Imports cf other £;Cverl".nent aeencies including expenditure of Ministry of Viar are assuned to grow by 10 per cent annually as 
from 1345. Expenditure for the construction of a steel □ill (see F, 1) have been separately added to the 1345-4E ficures. 

B. Other current :;ej.:ients (invisibles) show a rise of 10 per cent as fro□ 1345. The 1344 fieure has been assur.1ed to equal that for 1343, 

c. Co□□ercial ex;or-:s mich r.avo so far en~o~:ee a I!lodest increase (3 per cent annually over the last 7 ~,ears), are ass=ed to rise by 
10 per cent as from 1345. The assuoption takes into account potential export p0ssibilities such as those fer the prcducts of petro­

.chel!lical and ot~er manufacturing industries which would be broll[ht about [)'J the rapid industrialization a."ld diversificati=n of Iran's 
economy durine; the next decade. 

D. Oil Sectcr: 

1. Income fro::i the Consortium has beer.. esticated to increase by 10 per cent in 1344-47, by 9 per cent in 1348-49 anc. 7.; per cent 
in 1350-53. 
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Table ll (continued) 

2. Rial purchases by the Consortium are assumed to increase by 5 per cent annually. 

3. Income from.other oil companies are difficult tc estimte at the present time when no basis for projection·is available. This 
income is, however, estilrated to grow more rapidl;\' when exports from No. 1 Zone will start as from about 1349. Direct informtion 
on present SIRIP and IPAC activities have helped to make estimates for 1344-48. 

E. Other current receipts (invisibles) show an an.~ual increase of 5 per cent. 

F. Apart from the loan for the steel mill project, the utilization of foreign official borrowin~s is a residual item. The figure for 
1344 is estillBted on the basis of recent trend as 'l:'ell as on the basis of other information. The country ts capa.ci ty to absorb and 
repayforeign leans, mic..~ has been computed separately is higher tho.~ the figures inserted in the Table. _However, the resource 
gap as presented at the concluc.ing ]ll.rt of this re;ort takes this factor into account while the additional foreign loan-is net 
reflected in the balance of payments Table. 

G. Capital and interest repaynents on old leans are s~c= as scheduled in the related loan agreements while these fer new ones have been 
computed on the assumption that new loans will have average terms of 17 years at 3.9%. 

H. Under the p:-esent reB'l,llations, en issue of Rls. 1 billion notes requires almost $5. 5 million gold or foreign exchange cover. The 
fiB'll'eS shor.n in the Table are based on this requirement as well as on the need for new issue in each year. 

I. Foreien assets have risen bJ· $103million in 1345 a:. though the $185 ;;iillion oil bonus was received late in the year. It is estimated 
that free reserves rill decline by $55 million in 1344 should imports remain at the level of 1343. For the remaining J~ars of the 
neriod a ::ioderate rise in foreirrn holdines has beer. allowed mich will strengthen natione.l reserves to some extent. Free foreicn 
~ssets (gold and exchange holdincs) will presume.bl;.: amo1.mt to $236 ::iillion at the end of 1353 (compared with $75 □illicn at the 
beginning 0f 1343) while total foreign assets includine note cover will anount to $569 million. 

Note: Transaotio ns wit:. the n.:r ere not included 
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Country Team Comments on Central Bank Projections 

1. General Comment 

In almost every case, there is no statistical basis for the figures given in 
the base years. To the extent base figures are incorrectly estimated, all figures 
which follow from theo are inaccurate. 

2. Table 1 

a. The assumptions of Table 1 include a G1TP gro~~h rate of 6 per cent for 
the remainder of the Third Plan (to 1larch, 1968) a.~d 0f 8 per cent for the Fourth 
Plan. The assumed rate for the Third ?lan represents the announced goal for the 
plan. The assumed rate for the Fourth Plan is one the Central Bankers would like 
to see as a policy goal. 

b. The assumption of a 2.5 per cent per year growth in population ma;y be 
slightly low. 

c. A capital-output ratio (the ratio of new fixed investment to the additional 
product it produces) of 3.5 to 1 appears reasonable but may also be somewhat low. 
It should be noted that the previously used ratio, in T~ird Plan docu.lJ'lB!lts, was 
3 to 1, but in the light of subsequent experience a higher ratio appears more 
reasonable to the same econonists who devised the Third Plan. 

d. The amou.~t of total fixed invest~e~t given in Table 1 is that reauired· 
to maintain the desired growth rates·of GNP. The starting GNP figure (383.2 
billion rials for 1343) is in the upper range of current estimates. 

e. The division of total fixed investment betwee~ public and private is on 
the same basis as in the original -Third Plan Outline, na□ely on the ratio of 
55.5/45.5. In the light of the low level of private investment in recent years, 
the ratio may understate the portion that has been and nay in the future have to 
be borne by the public sector if the projected growth rates are to be achieved. 

3. Tables 2 - 9 
a. The assumptions concerning the revenue figures in Table 2 all seem 

reasonable to us with the possible exce:ption of pil revenues which are discussed 
below. The starting points fo~ most of the revenue figures are the estiirates in 
the 1344 budget, and, again with the possible eY.ception of oil, those estimates 
appear reasonable. 

b. The oil revenue estimates in Tahles 3, 4 and 5 are again "best judgments" 
of the Central Bank. Income from the Consortium is expected to increase annually 
by 10 per cent in 1344-47, by 9 per cent in 1348-9 and by 7.5 per cent in 1350-3. 
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The Central Ban.~ts figures are therefore somewhat lower in the later years than 
estimates earlier provided to A!:!bassador Holmes oy the Prime Minister which 
showed a steady 10 per cent annual increase throughout the period under review. 
The Central Bankts projections may, however, be more realistic as other sources 
of supply than Iran may become available or be tapped far more within the next 
few years. The Central Ban.k's figures on income from companies other than the 
Consortium do not include future bonuses, which we expect will be paid. They 
do, however, suegest a significantly higher rate of increase in offta.ke from 
non-Consortium fields than we have seen projected elsewhere. On balance, there­
fore, the Central Bank1s oil revenue projections a:ppear to be well within the 
range of possibility. 

c. The division of oil revenues between the Plan a..11d the Treasury is projected 
by the Central Bank on the basis that the Plan will receive five per cent more of 
the total each year until it receives 100 per cent. This projection again reflects 
the hopes of the Ban.~ 's econo□ists. 

d. The projections of receipts from foreign loans to Iran Given in Table 6 
are based on the estiwates given in Table 11 which in tu:r.1 are based on recent 
trends. 

e. The projections of increases in current expenditures of ·the security 
forces in Tables 7 and 8 have teen provided by the secu:rity agencies themselves 
and a.re based on recent trends. The.assumptions concerr.ing repa.__vv.ent of the 
$200 million U.S.-gua.ranteed □ilitary sales creciit appear reasonable to us. The 
assumed rate of drawin5s of the $200 million credit, however, differ from our 
estimates as follows: 01 I1lillion) 

Central BanK 

Country Team 

.!.3.12 

0 

5.0 

!..2.41 

67.0 

57.7 

!.24.2. 

s.o 
41.4 

Lli§ 

46.0 

48.6 

l.211 

79.0 

47.3 

These differences, while they affect the figures for foreign loan drawines 
(Tables 6, 10 a.11d 11) in individual years, especially 1345 and 1347, do not affect 
our over-all conclusions as the total is in both cases $200 million. 

f. The projected 7.5 per cent increases of cu.rrent expenditures in Tables 7 
and 8 are based on current prices. As the price assumption throughout the other 
projec.:tions is constant prices, these expenditure projections are somev1ha t 
inflated, but not so inflated as to make a significant de~t in the resources 
gap shown in Table 10. 

g. The 2 per cent (instead of 7.5 per cent) annual increase s.~own for sooe 
expenditure accounts in T~ble 9 is based on tre assumption that the activities 
covered by these accounts will benefit fro□ the "current development outlay" 
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given in column 2 of Table 10 ,mich is for recurring expenditures on development 
projects and is estimated (see T~ble 1) at 20 per cent of total public-sector 
fixed investment. The 7.5 per cent annual increases stated in Table 9 are based 
on the clause in the Third Plan law which permits increases of 7.5 per cent per 
year in non-Plan expenditures. These projections roug,~ly accord with recGnt 
trends. 

4. Table 10 

a. This table shOTTs the projected resources gap and is largely self-expla.~atory 
except for colur.,n 9. The table assumes tba t Iran can afford to bor·r0v1 from abroad 
up to t:.1.e point where annual debt service payments reach 8 percent of annual foreign 
exchange earnbgs. Accordi:ig to the Central Bank, this permits borrom.ne of about 
$150 million per year •. Vl11en, on the basis of current trends, foreign borrowings 
in the balance of :payments projections (Table 11) do not reach $150 million per 
year, the Central Bank has added foreign borrowings to colu.,"1..~ 9 of Table 10 up 
to $150 million per year as a means of closine the gap. 

b. The size cf the gap deserves some co;nment. 

In the first place, unless the Sha.hand his governments attach much higher 
prioriii'J than they do now to economic development and unless administrative bottle­
nec_<s are removed., the projected public i:'.l.vestment outlays are un:::-ealistically 
hi€;11. The resources gap is of course reduced by the amount of shortfall in t~ese 
outlays. So may be the projected growth rates. 

Secondly, private savings and investment are not analyzed in the Central 
Bank I s studies. Until thej' are, it is impossible to make judgments about the 
ratio between !)rivate and public investment or about tr~ amount of the resources 
gap that may or may not be filled by private savings. 

Thirdly, to the extent trat some of the assumptions in the projections ma;,,r 
be incorrect, the size of the gap will be affected. For example, as can be noted 
from the footnote on the bottom of Table 1, capital-outlays of "other public 
agencies" have been eliminated from the budgetary projec-tions. As these outlays 
amounted to almost 4 billion rials in 1343 and are budgeted at over 8 billion rials 
in 1344, it can be seen that they might significantly reduce the budgetar;ir shortfall 
shown in Table 10. Other assu~ptions may have an opposite effect if proved wrong. 
For example, it is not at all certain that the Pla.~ Organization will receive for 
use on development programs the assumed percentages of total oil revenues. 

Finally., there are of course a nunber of policy decisions ~hich the 
government might ta.'ke to reduce the gap. These include increasing truces, rr;aking 
available more Central Bank credit to the government, additional Treasury borrovr.L~g 
from the public and reductions in current expenditures. 
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a. The principal question about the balance of .payments projections in their 
rela:tions.>iip to the budgetal"J p:r-ojections·. No attempt has been made by the 
Cen~rai Bank to a."'1.a.lyze what effects various alternative measures to close the 
budgetary gap mig}lt have on the balance of payments. 

b. The balance of payments projections have been nade on the basis of recent 
trends. It appears an acceptable assumption that private i~ports in 1344 will be 
held :r;easonably close to the 1343 level in view of rece!1t additional restrictions 
and the _current prospects for a good crop year.. Thereafter, the increase is 
pro~ected at the same rate as the increase in GNP. The pro"ections show rapid 
increases in export proceeds which may be overly optimistic but take into accotu1t 
the possibility, which was mentioned by the Shah to the Secretary, of new expo~t 
industries. T~e oil revenue estimates are discussed above. Projected repayments 
of official foreign debt are in line with our projections. The projections tai~e 
into account an enereetic IIOC investment program and the construction of a steel 
miL. 

c. The projections conclude that there will be a su8stantial increase in total 
Iranian gold and foreign exchange reserves over the eleven-y9ar pe:::-i od be::;inning 
wifa 1343. The total increase· will be ~')337 million whereas, after the blocking of 
a portion of the additional reserves for note cover, the net inc:-ease or the 
increase in free reserves \"Till be $163 million. T:1e f ollowinE;" is a summary table 
of .t, e Central Ban.1<1s foreien exchange projections v,hich ta'k:e into account re­
pa~ents of the $20Q million u.s.-guaranteed military sales c!.'edi t (figures_ in 
$ millions); 

Total 
Total Increase Official Note Net (Free) 
or Decrease in Reserves. at Cover at Reserves at 

Year Official Reserves End of Year End of Year End of Year 

1342 (actual) 25 232 159 73 

1343 115* 347 125-H- 222 

1344 -39 308 139 169 

1345 - 5 303 154 149 

1346 4 307 170- 137 

1347 8 315 188 127 

1348 29 344 207 137 

1349 28 372 237 135 

1350 44 416 259 157 

1351 52 468 282 186 

1352 50 518 307 211 

1353 51 569 333 236 

""""'!:wl;..liiilil -,-
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* The increase in reserves shown here is 3115 ~illion, which is the figure 
reported to the Il.!F. It d:if fers with the figure in Table 11, Enclosure 3 
which shows $103 oillion because the table does not include an $18 million 
drawing from the HIP and because some of the figures for some items in the 
table are estimates. 

-lHE- The percentage of the note issue which must be covered by reserves was 
reduced in 1343 to 40 per cent from about 50 per cent. 

-&: ONF P.3Ff '.l:kL 
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P? RUEPWW 
DE RUEKDA 105 29/15232 
P 291452Z 
F'M OSD 
TO RUQPIN/CARMISH MAAG TEHERAN 
R UEHCR/ STATE 
RUEPWW/WHITE HOUSE 

BT .Y' 9 E 3 ~ET DEF009997 SECTION l OF 2 FROM OASD/ISA 
REFS: A. ARMISH MAAG MSG ARKAT 7196, 0718452 

B. ARMISH MAAG MSG ARJS 8025, 0717302 
C. AIRGRAM A-75, 9 FEB 65 
D. AF MSG 891_8_7, DTD 25 F'E9 65 

WE HAVE REVIEWED HERE THE VARIOUS PROBLEMS ARISING IN CONNECTION 
WITH YOUR SALES PROGRAM AJD THIS IS TO ASSURE YOU THAT ALL OF THE 
ITEMS FOR WHICH LETTERS OF OFFER HAVE BEEN EXECUTED BETWEEN THE USG 
AND GOI (AGGREGATING ABOUT $59 MILLION> WILL BE DELIVERED PER THE 
SCHEDULES SET FORTH IN THE LETTERS OF OFFER UNLESS THERE ARE 

PAGE 2 RUEKDA 105 • '9 E 8 R F. T"· 
UNFORESEEN SLIPPAGES. (THE ONLY 
INCREMENT OF 4 C·l30'S.> 

TO RECAPITULATE, THE ITEMS 
TRANCHE ARE AS FOLLOWS: 

IMMEDIATE EXCEPTION TO THIS IS THE 2ND 

SCHEDULED FOR DELIVERY IN THE FIRST 

FIRST TRANCHE 
QTY ITEMS COST ORIGINAL DELIVERY DELIVERY DATE 

PROPOSED 8 OCT 64 IN L/0 

176 M-60Al TANKS $35.2 19 
53 
53 
5 1 

F'EB 1965 
AUG 1965 
FEB 1966 
AUG l 966 

OEC..Lf...'..:.•.ii,-'i= 
E.O. 132-2, Sec. 3.4 

By~, NARA, Date -1&-o 

4 

4 

TANK 
TRANSPORTERS 
C• 130E 

AIRCRAFT 
10.3 1 

1 

NOT SPECIFIED 

JMJ 1966 
rEB 1966 

FEB 65 
AUG 65 

FEB 66 
AUO 65 

JAN 65 

1 DEC 65 
7 JAN 65 

ACTUAL OR 
CURRENT 
£ST. DEL 
19 SHIPPED 
7 JUN 65 
25 JUL 65 
21 AUG 65 
13 DEC 65 
23 JAN 66 
20 FEB 66 
25 JUL 66 
26 AUG 66 

4 SEP 65 
(NOT FIRM) 

WQ DEC 65 
1 JAN 66 
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" 

TAt~K 
AMMU ITION 

TAN' TOOLS 
& TRAI I G 

1 AR 1966 
l APR 1956 

2.5 JOT SPECIFIED 

0.8 r OT P CIFIEO 

l FEB 66 
7 MAR 66 
12/ 15 MO 

1 F'EB 66 
1 MAR 66 

46 PCT SHIPPED 
38 PCT DEC 65 
16 PCT FE 66 

4/24 MOS 50 PCT SHIPPED 
45 PCT JUL 65 

5 PCT DEC 5 
ALL ITE1S FO HICH LETTE S OF OFFER H V EE E ECUTED AVE 

BEEN FU OED EXCEPT FOR THE SECOND FOUR c-13 ·s. THEE c-130• WILL 
BE PLA ED O ORDE BY 15 JULY 1965 A D ILL E DELIVERED JANU RY-
FE RUARY 1967,. AT A TOTAL PRICE OF 1 • 78 ILLIO AS STATED BY 
R F D. THE EC ANICS OF' PL CI .G THE O DE Y 15 JULY WILL BE THE 
SUBJ CT OF S.EPARATE ME: SA E; THESE WILL, HOWEVER, E D UP AS P ·RT 
OF THE SECOND TRANCHE. 

YOU I DICATED <REF ) THAT ABOUT $16.7 MILLION OF ADDITIONAL 
ITE'1S SHOULD BE PUT O ORDER OON BECAU .. E OF' THE LONG L£i<JD•TIMES 
I VOL VED. 1 E ECOMME D THAT THESE !TE PLUS THE SECO D 4 C• l 30• S 
E INCLUDED IN A ~ECO D TA CHE ~HICH WOULD E FU OED IN FY-1966. 

< 1 WILL LI JDOBTEDLY HAV COMPLETED OUR JOI T A NUAL REVIEW BEFORE 

P G 4 RUEl<DA 105 ,e ! C R E ,. 
F'Y•'l 966> • THIS !LL NOT ESULT I Y ORIG !NALLY SCHEDULED DELI VE Y 
DATES BEIN SLIPPED EXCEPT THE APC' S AND SOME ADlO TEST SETS. 
UNDE'RSTA D YOU ARE IN COMMUNICAT!Ot>l WITH DA TO SECURE EXPEDITIOUS 
DELIVERY OF' LATTER. SET F"O .TH BELOW I A LIST OF MAJOR UN?ROG AMMED 
ITE.s. so E OF' WHICH WILL BE INCLUDED IN SECOND T ANCHE rOR F'UND­
ING FY .. 1966: 
TY ITEMS COT ORIG! AL DELIVERY 

?. OPO ED 8 OCT 6~ 

C•130E AL CRAFT $10.8 

163 AC • .. tl3A'S 

1 PAT., OL F'R IG TE T 

1 
1 
1 
I 
52 
52 
59 

.3 

JUL 1966 
AU 1966 

SEP 19--5 
OCT 1966 

EUG 1965 
FEB 1966 
AUG 1966 

0 TH AFTER 
ORDER 

CURRENT ESTIMATED 
L ADTIME E UIRED 

AFTER ORDER 
1 J N 1967 
3 FEB 1967 

16 ONTHS 

28 ONT S 

1610 M-!9J9 A G GUS 0.5 EPT 1965 60 DAYS 
•• •60A1 . DIO TEST 0.2 NOT SPECIF'! D 2 TO 24 ONTHS 



PAeE 5 RU KDA I 5...S E OR E T 
EQUIP £NT -- AC& W SYST£M -so. 3.8 NOT SPECIFIED 
IR 

2 GCA F'ACILITIES 1. 2 OT SPECIFIED 
18 APC COMMAND ?OST 0.1 NOT SPECIFIED 

1 p .. PATROL CRAFT .4 OT PECIFIED 
123 •60Al TANKS 24.6 36 FE 1967 
161 -60Al T N 32.2 36 JU 1967 

36 OCT 1 7 
36 FEB 196 
36 JU 1968 
35 OCT 1968 
53 FE 1969 
15 JU 1969 

1 HA.Ii B TTALION 22.5 1 J N 1968 
26 F-5 A/ AIRC AF'T 27.1 13 AY 1969 

13 MAY 1970 
w HAV NO BJECTIO F"R fl1 A POLICY T 

TH REDIT P OG AM OF' THE AC&'.ll YSTE , THE 
T 

-SECRET 

DE:T !LS EEOED 

DETAILS NE DED 
16 MONTHS 

2 14 MONTHS 

AS PROPOSED, 
P OVIDEO 

AUTHO IZED 16 
MOS.PRIOR TO 
DELIVERY TIE 
BECAUSE OF' LEAD• 

TI E F'OR RADIOS. 
18 MONTHS 
18 . ONTHS 
18 MONTHS 

DPOI T TO INCLUSIO IN 
CA F ClLITIES, THE ABC 
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ZFH2 L2 
DE RUEi A 106 29/1523Z 
P 291~522 
F OSD 
TO U PI / ARMISH MA TEHE N 
!1~FO RUCJHK/USCI CMEAF 
RUEH /STAT 
RUE \Pi/ ··HITE OUSE -..er 
~T! e ff e T7 DEF• 9997 sEcrro~ 

FRO O SD/ ISA 
,OMM ND POST, A D THE PG • PLEASE P OVIDE THE . ILITARY DEPARTME T 
ITH DETAILED SPE IFICATIONS WHE ~ NECE SARY SO TH T LETTERS OF 

OFFER C 1 EP ED ON THEE ITEM• 
SI CE THE CREDIT GU A TEE UTHORITY H S BEEN EN CTED A L , 

IT IS O LO.GR N CESSARY FOR YOU TOOT IN LETTERS OF INTENT FROM 
TH GOI. 

YOU Q· HOLD SEVE L LETTERS OF OFF'ER FOR ITEMS F'OR SUBSE UENT 
TRANCHES Wl-f!C ~ER PREPARED AND FO WARDED TO YOU SO A TO 

!NI .IZE DELAYS I THEIR ECUTIO ., E ECUTIO ~. OF' THESE HOULD 
C TI UE TO E DELAYED U~TIL CO ,PLETIO O THE FI A CIAL EVIEW 

P GE: 2 UEKDA 1 6 U CLAS 
A DETE MIN TIO~ F TOTAL !TES FOR SECO D TRANCHE FINANCING. 
WE WI H TO CAUTION TH T PIE AND DELIVERY DATE UOTED IN ANY 
LETT OF OFFE IS SUBJECT TO CHA GE AND YOU HOULD VERIFY THOSE 
BEING HELD Y YOU WITH THE O~ISI AT! G MILIT!\ Y DEPART E T EF'OHE 
YOU FINALLY SU MIT THEM TO THE GOI FO, A CEPTA CE. 

WE WOUL HOPE TO INCLUDE I TH ECONO TRANCHE ALL ITE S 
WHICH MUST BE FU DED I FY 1966, WITH THE THIRD TRANCHE OT 

EI G RE UIRED BEFO E FY 1967. WE DO OT WISH TO BE INFLEXIBLE 
ON THI PIT, HOWEVE, AND ~OUL APP E !AT YOUR COMME~TS ON 
F SIBILITY THIS APPRO CH, TOG THER VITH COM ENDED SECOND 
T'RANCH ITEMS. WE WOULD OT EKP T YOU C01 ENT UNTIL AFTER YOUR 
A ALYSIS I AN COO .Y. 

GRP-4 
T 

N 

COPY TI E E EI AIR~AILED. T TE CO. CURS. 

--- ---- -- --
- ----- -- ., -- - - I .._ 
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DEPARTJ\'lENT OF DEFENSE 
CINCSTRIKE/CINCMEAFS 

l%5F~tJ,,JJ 
INFO . . 

Ill I r\lt V' (J • 
AN At YS . & 01S TRlaUT!ON 
. BRAUCH . · 

FROM Amembassy, TEHRAN DATE: 

SUBJECT: Annual Review of the Memorandum of Understanding, July 4, 1964 
./l'l£.'~ 

REF Enfbtel 854, February 15 

r 
SUM¥.ARY AND CONCUJSION 

..: 

As indicated in the telegram under r eferen~e, the Shah and his 
• military advisors have indica-bed a desire to consider the purchase of 

additional military equiprrent berond that listed in the u.s.-tranian • 
Memorandum of Understanding of July 4, 1964. The Shah has invoked the 
annual review procedure provideq. for in the Memorandum in order to 
examine the feasibility of such purchases. Ambassador Holmes has 
suggested that the first step of the review should be a comprehensive 
assesmnent by economic officials of the Iranian Government of Iran's pro­
jected revenues and outlays, especially of foreign exchange, over the • 
next several years. It was agreed that this review would take place 
in consulta.tion with Embassy-USAID economic officers. Accordingly, 
the Embassy and USA ID have prepared a lengthy quest.ionnaire of i terns 
to be ·covered by the assessment and the Ambassador· passed this 
questionnaire to Prime Minister Hoveyda on February 17. AR.MISH/MAAG 
is preparing studies on the equipment involved to include military 
utility of the equipment and its. cost, but discussion with Iranian 
military officials will be deferred until the economic assessments 
can be·completed and recommended U.S. position_is approved. 

if: * * . . 
The:following is a chronology of significant related developments: 

\ . ., 

In.the Washington.conversations preceding the July 4 Memorandum, 
the Shah indicated an interest in certain military equipnirnt which was. . . 
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not, to be included in the July 4 Memorandum. He raised the question 
of light .,anks or armored carriers. ·for Iranian armored cavalry battalions, 

·, : ..... • stated t at Iran would have a need ·for a second Hawk battalion- near 
•• !>andar Abbas and remarked on his interest in an interceptor _.aircraft 

with higher performance characteristics than the' F-5. 

During the Shah's conversations w-1.th the Ambassador prior to th~ 
signing of the July 4 Memorandum, the Shah agreed .that the ~litary 
equipment program in the Agreement reflected the maximum which Iran 
should spend on military enuipme.nt in the light of existing revenue 
and foreign exchange projections. However, he stated that he wished 
to bring up the possi.bility of purchasing additional equipment :if 
revenues should rise faster than w 2.s c·u:-rontly at.ieipr~i;ed. He men• 
tioned again the secon:i Hawk battalion, one or two squadrons· of F-4C 
jet fighter aircraft or other high performance aircraft and a radar 
site near Bandar.Abbas. 

Following the signature of the Y.emorandum, General Hejazi addressed 
• a. letter to General Eckhardt, citing Paragraph IV of the :Memorandum. 
• The_ letter thane xpressed Iranian interest in acquiring certain military 
equipment, including, among other items, a second Hawk battalion; one 
sqllclc.iron of higher performance interceptor aircraft and 126 light tanks 
for the armored cavaJ.r:,r battalions. The letter asked that consideration 
be given to the purchase of this equipment 11when it can be demonstrated 
that the IIF has the capability properly to ~~intain and utilize its 
present and new eqnipTTEnt and facilities and when our two Governments 
have agreed that the economic situation has sufficiently improved to -
permit the expenditure of additional foreign exchange.I! In AR.MISH/MAAG• s 
correspondence with General Hejazi regarding this letter, General Eckhardt 
consistently empbasiz«!rl.the provisions o:f the Hemorandum requiring that 
any discussion of additional military purchases sh.ould inqlude the 
·projected assessment of Iran's economic resources. • More specifically, 
·General Eckhardt has confined exchanges of views regarding additional 
military equipment to those items which could be covered within the 
$200 milliqn credit. With regard to the major and additional items 
(Hawk battalion., fighter aircraft, light tanks), Gen~ral Eckhardt 
fonnally informed General Hejazi that these itema should.be given 
~onsideration during the annual review of the Memorandum of Understa-qding. 

Toward the close ·or the year there were· intimations that the 
Iranians wanted the possibility of additional military ac 0uis1tions.ex­
amined._ Then, on January 28 in audi(3nces with .both Ambassador Ho-Imes 
and General Eckhardt the Shah spoke of the prospect of marked increases 
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. in Iranian oil revenues and expressed l'lis interest in _one'··or two 
. squadrons of higher performance aircraft instead of the two F-5 • 
sq11adrons scheduled for Iranian purchas·e and delivery- .·in FY 69:..701 

-126. Sheridan tanks to.replace the M-h? tanks with which the ar-mored 
• .cavalry battalions are now ·eqnipped, .the second .Hawk battalion for.· 

Bandar Abbas anrl·an increase in the war rese?"Ye of ammunition from 
JO to 60 days. ( The increase in 'the ammunition reserve had· pr·e­
viously been broacbed to Generai Eckr,ardt who had persuaded the Shah 

_:.,. • that the 90-day reserve which he desired· was unnecessary and would 
be m..-trenely expensive.) 1~ter the Shah requested that General Eckhardt 

• consider gap-filler radar (s) between Bandar Abbas· and Dezful ahd • 
: ·BuU Pup air-to surface mis-siles for the IIAF. In tne conversation 

with the Ambassador, the Shah specifically invoked the annual review· 
provision of the Memorandum and asked the Ambassador to have General 
Eckhardt.produce an estimate of the cost of the desired equipment • 
an_d the Embassy-USAID .staff to examine the probabl~ state of the 
Iranian economy and foreign exchange availabilities. The Ambassador 
noted that the present Iranian budget was in bhe process of preparation 
and suggested that the Shah ask his economists and finance officials 
to make projections of ct1 ticipatecl revenues and expendi tur_es over the 
next several years. The Ambassador offered to make the Embassy -- .• rJSAID 
staff available for consultation and theiliah agreed that he would have 
Iranian officials make the suggested study. 

The Shah promptly acted on his decision. when the Prime Minister 
sammoned the Ambassador on February 11, he communicated to the Ambassador 
t,he· Iranian estimate of future oil revenues whi. ch hes aid had been pre,;. 
p 8 red in response :to the Shah's direction. 'I'he Ambassador remarked •• 
that the· economic assessment would, of course, need also to cover 

• oth~. sourc~~d'/, revenues and m ticipated allocations. including the 
adm:1.mstratrve;crevelopment budget.· The Ambassador said that the 
economic staff of the EmbassY..JJSAID would be gl 3 d to- assist by drafting 
the economic questions which wo11ld need to be covered in the projections. 
The Prime Minister welcomed ahd accepted this suggestion. 

Last week the Country '.Fearn held extended discussions of the 
I:rariian request. It was agreed that a number of. the military items 
_might be accommodated within the $200 million credit if II savings 11 

on other items nermitted and that· thev should be ro included if there 
• was a valid military need for them. ~Tith regard to the more· costly 

items (fighter aircraft, light tanks, war reserve ammunition, second 
• Hawk battalion), it wa~ a~reed th~t AI:1-~SH/MAAG woul~ proceed to. ob~in • 

the·latest relevant pricefand ava1~b1l1tydata and incorporate in its 
studies tre military requirement for and the Iranian capability to . 
~bsorb and utilize the e-quipment. The ·next step in dealing with the. 
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._.Iranians, however, would be confined-'to the, consultation with Iranian 
·_. ·_economic officials on the project.ad financiaLsituation.-_ .,. 

-. :: . !. ' • 1~· ., • -" 

·· ·. ,-·· .. · ,,:. -.,:.: .• ·>/·~:On.February-' 17/ the· Ambas~ador handed:t.a the. Prime Minister- a . 
• ;-: • .. ·.' '• - fouf .... page questionnaire asking fbr projections· of.basic elements' o:(.:'\ . 

' -
,the_·Ir~nianeconomy for the years 1965~74 •• It was explainea<to,the ,','.'.1'.~i?f·, . 

. Prime Minister .tb.at the projections·would be useful'nqt ··only for the·. • • ·_ 
• annual review but also in• determining the repayment.·_schedule·· for ·the 

second tr~nche of the $200 million military sales credit. 

• ·The Prime Minister told the -Ambassador· that· he would ask the 
Central Bank to take· the lead in preparing .tbe economic projections~· 
The Plan Organization would assist the Central ~ank. He said· that 

-before purchasing additional military equipment such as. airplanes, 
it was necessary to determine··whether Iran could afford tO make 
such purchases. 
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For the Ambassador: 
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MEMORANDUM FOR 
~1 

January 22, 1964 

THE PRESIDENT 

This la for b;u:kground, becaus-e :Rusk and McNamara plan to 
take. 'l,lp with you. ohortly force cut• in I<orea. 

They met yesterday .and reportedly agreed that rather than 
cut both R.01 and UB lo:rcc& we ahow.d cut neither now? McNam..ara 
does favor both a 70, 000 man cut in the 580, 000 man ROK aJtm.y 
(p~scd over two year•) an-d a lZ, 0-00 man cut in U forceo by the 
end of 1964. Thi ls a bl.g etep forward from the military•s prevlov.a 
adamant podtion. 

Rusk was p-orfectly willing to buy th~ ROI< cut; State le.eh th-at 
such small redu<:tion prob-ably would have little adverse poltticil,l. 
implica.tton. But Rua.k ls atrongly oppooed to a sim\lltancous US cut, 
a.nnounce-d now. He fea.J"" - lt would up et the Japa and Korea:u1, ~nd 
.oven wo;rry all our Aela.n allies- that we're disen tglng from Aeia. 

So McNamara then said th .t if we didn't cut U !o.r(;O.S ho didn;t 
want to cut ROK forces elthel'J this would be he.I"d to defend on the 
Mill becatuH, it ran -counter to our MAP the-oJ'Y of buying cheap infantry 
(l. e. why c;-ut local for cos ir,,pt ad of bringing ou.r boye home 1 ). 

lt would be a plty to postpone entirAly once again a io.ng .. ne·edcd 
-0hift which would aho save some money. Thol"'e ls never •i. gQod ti:mo 
to out, but the plain .fact of the m.a.tter-•no longer donl~d by anye;me- .. 
is th t we're overineured m.Uitarily in Korea at a tirno when we need 
strength mueb mo2r elsewhere. The big danger area i• in Southeast 
Asia not Nor.the.a.et A ia, and haa beon over dnee the Kore~ - ar. 

Since the boue seems to bo more on-o o! timing than o! eµbetanc~; 
why ean•t we take a decidon in pl'inclplo now. while allowing ourselves 
tactical flexibtlity in cxe~ution? We O·u,ght to be able to devise s,ome 
way of fuzMng up our a.ction enougb to forcatall the adveree re•ctions 
State fears. For example, we could: 
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Mr. Komer 

Bob, 

ovem 4, 1 
,/1 
\ l, 

If~. 

I still stand by the argument 
here, and do not consider it inconsistent 
to consider the force levels in Korea 
and Taiwan too high. 

Where is your draft on MAP 
Navy for Korea? 

Please take a minute to read 
Department's 1228 to Tokyo. It is 
really about the problem of 11negotiation 11 

per se. 

/ 

DECLASSIFIED 
E.O. 13292, Sec. 3.4 

8Y'f kh.., NARA, Oatej-tb,p"f 
t 

(-:)~, 
Robert W. Barnett 

Deputy Assistant Secretary 
for Far Eastern Affairs 

Attachment: 

Memo to Kitchen, 10/16/64, from 
Barnett and Handley, 11Def .Approved 
FY 65 MAP Reductions 11
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TO: 

' FROM: 

SUBJ'ECT: 

G/PM -Mr. Kitchen 

FE • Robc1·t Vl. Barnett 
NEA • Vlllllam J. Handley 

I 

0C1 lo '\964 

Defense Approved FY 1965 ?A.AP Reductions 

-

To meet :W~F requirements for the Congo, Guinea, Vietnam, Laos, nnd 
oL"ler progrrun cha.ngcc, ISA placed befor'0 the Secretary of Defense a r·ecom­
men<lation that $123 million M~l\.P be taken !rom certain other recipients for: 
these ·countries, and juslliicd 1t within the following assumptions: 

a. That the '.MAP approp:d.ntion will be $1~ 055 billion; 

b. That the Section 510 Authority of the Foreiqn Assisbnce Act 
wfil not be used; 

j 

c. That no supplemontal appropriation will be sought; and 

d. That no funds will be trarurferre-d from AID sot1rces. 

\Ve feel that these.assumptions must be challenged. by the St.ate Department. 

U the contemplated tE:ducilons occur, as now approved by Secretary 
Mc:Nama.ra, the military/politlcal consequences would be unacceptable. We 
make this sta.temont in light of the harsh resllty that the FY 1963 and 1904 
MAP levels for the Forward Defcnze Countrios :fell :far below the opti.t-nun1 level, 
the original FY 1965 budgeto..ry roqucst was barely adequate to mGet minimal 
requirements, and the proposed l?Y 1966 budgetary planning level would be 
even more restrictive. The net effe.ct of this tr~nd has•bccn a m0m1t1ng level 
of dclerrals on a steadily declining level o:f "bJtAP availabilities. This leads 
inexorably to mllitary obsolescence and force goal bankruptcy. 

In addition to the direct countr/ bnpacts, the proposed reductions could· 
be expected to ha.ve serious con.sequences 1n Congress. The AID MAP program 
for FY l9C5 was jUSUfiE)d to the Congress as a hard program, nc~cled for the 
national interest, and inrendcd to preserve stability, safety, and strength ot 
the Free Vl orld. Uncertainties about future changes in Vietnam and Laos and 
other situations wera admitted. In view of this and the heavy emphasis of -
Administration spokesmeri'on the dangerous decline 1n the reln.tive defensive • 
capacity of key i'orward Defense Countries, there was considerable concern 
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a-pressed by import.mt members.. cf Congress about the adequacy of the 
FY 1965 Budget request. If the· Congress and the public nov./ learn that the 
Administxation plans to transfer from 11m1nimum programs" $123 mllllon at 
:MAP for emergency requirements 1n Vietnam and Laos in the Far East as • 
well as the Congo and Guinea in Africa, they can conclude only (a) tl-.i.at the 
Administration ls recklessly risking greater vulnerability to external 
attack and internal instability 1n deprived countries, or (b) that the Adroin!s- • • 
tration claim of "minimum" requirement was .s.~.riousl~'.:misleading. 

The regional bureaus are awnre that MAP programs may, in some 
cases, prove to be larger than our national L.-itcred, ultimately, requires. 
By way of example, NATO has under study at the present time force goals 
for all NA TO countries. DOD has separate studies under way of force goals 
for Greece and Turkey. In addition, Embassy Seoul, Commander U. s. !t~orees 
Korea, CINCPAC, DOD, the JCS, and the Department have accepted in 
principle the desirability of phased :reductions 1n Korean forces. The 
.Adrr.J.nistration was on the threshold oi important decisions on this matter 
when the French Government recognized Peking last January, and plans were 
set aside. Similar arcly~s has gone into study of possible reduction of 
military expenditures, both US and GRC, on Ta1-.7an, but the obvious delicacy 
of the GRC' s current external and internal environrncnt delays decision. 
Cut:; found to be undesirable ait•~r exacting and calm analysis of all con­
sequences should not subscquei-1tl.y take place by default. This matter sh'outd 
be brought directly to the attention of the Secretary so that he can ~ticipate 
fully 1n the final decision. 

We recognize the difficulties inherent in resort to a supplementary . 
budget, to Section 510, and to a transfer of AID funds. 'V'/0 are convinced, 
however, that our national interest requires that tlB requisite funds to meet 
our MAP reqµirements be made available from one o:r more of these sources. 

With specific reference to Section 51 o, we wish to point out that 
Congress by means of this provision enables the Department of Defense 
to meet une::{1)€Ctcd emergency situations aficcUng the national security out 

. of the resources of the Department of Defense, "subject to subsequent 
rei!!1bu.rsemcnt therefore, from subsequent appropriations available !or 
military a.ssismncc." This autl1ority permits segrcgatlon of "NiAP for countries 
v1hose long-term on-going safety and stability is in the interest of the 
• United States from L11at of countries confronting unexpc--cted dangers of vital 
current concern to the United States. The availability of Section 510 
resources to meet unanticipated requirements was specliically noted by 
1nd1v1dual Congressmen 1n the course of the FY 1965 MAP hearings • 
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A dra\ving under &-ction 510 authority would be clcarl1 pra.cUcal . 
and also clea.rly consistent with the intent of the Congress. 

The impact of the course of action approved within Deienae by the 
Secretiry o:f Defense upon spec.1fic countries are noted 1n Tab A 'for tho 
Far East, 1n Tab B for the Near East and South Asia, .and in Tab C tor 
Europe L.1\IATO). 

Attachments. . I 
I 

T---o.b A • Far East • 
Tab B • Near East and Soutlt.Asia 
Tab C - Europe (NA TO) 

cc: ARA/RPA • Capt. &1larp 
NEA/NR-Mr. Walsh 
EUR/RPM• :Mr. Conroy 
FE• Mr. Sandri ···-· __ -· 

FE:RWBarnett/ 
NEA,INR:JPWalsh:mgr /aws 
10/18/64 
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FAR EAST_-~--; , 

..s;JOG:BBT 
Republic of China 

The proposed 30 per cent cut would be a heavy blow to the GRC at 
a time when both the GRC and the U. S. face nn unprecedentedly grave _ 
challenge on Chinese representation in the United Nntions. Prcniclcnt Chiang 
would almost certn.irly sacrliice the economic development of Taiwan, 
just· now successfully adjustil~g to the tcrmimtion of our AID progrn.m, to 
·prevent further dctcr101·:J.tion i.r.""l the equipment, morale, and discipline o£ 
hi:; arrnc-d forces. The :c1ilitary, resentful and dlcillusioned, would 
probably .spend a substantial proportion of these compensating funds in 
Japan, Germany and other non-United States sources to puxcha.:e offensive 
rather than defensive equipment. LGad0rs oriented towo.rd military operations j 
against the mainland would gain influence at the cxr,e:nse of economic leaders 
oriented toward the peaceful dovelopment of Taiwnn. Presmires upon 
1htern2.l political stc'1.bility would increase; some To.iwanosc would be 
likely to interpret the appai"ent w1thdro.wal of U.S. support for the Govern­
ment as an oppo:rtunit-J to challenge mainlander rule. The current trend 
tow.:u·d harsher internal securi~J mea~8s would be accelerated, and U.S. 
ability to influence the Government•s policies and practices reduced. The 
difficulties which tho GRC will in the best of circumst.ances face in the next 
year or two 1n moving toward a new and endurL-rig status would be seriously 
and possibly critically increru:ed. 

Korea 

The cont0mplated cut oi -$20 million in the Korean FY 1965 MAP, 
already at an unprecedented low level, would nece.snitate cancellation of 
all force improvement and modernization programs 1 exccnt for the long 
delayed introduction of, F-~aircraft. There would be no alternative, 
since funds for maintenance and operations are already seriously inadequate, 
with essential training programs jeopardized by grave ammunition and supplies· 
shortages. There 1s no prospect of shifting a lai'ger ehare of defense costs 
to the Korean Government, whicn because of severe budgetary pressures 
remains unable to carry out even badly needed military pay and allovrance 

• increases. The proposed large reduction 1n MAP, together with rocent 
cuts in economic aid, would be regarded in Korea as a rebufi to tho Pak 
Administration and as a major step toward u.1v. withdravrol irom Koxca. 
T.o.c Korean military,' heretoior.e a principal support of U. s. policy and of 
th8 Pak Government, would be (Jl'avely demoralized over U1e prospect of 
further dotcriorn.tion of the Korean fo:rces, as wO'Uld those now bending 
every effort fo:-. economic stabilization and development. Political stabilit'y 
would be seriously endangered, vrlth the possibility o! a violent shi!t of 
power to elements far less friendly to U. s. pol.1cy than the present 
Government. 

DECLASSIFIED 
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Jajhn 

The funds included in tho Miliblry Assistance Program !or Japan in 
FY 1965 ($19. 2 million) are for th0 fulfillment of firm commitments made 
to the Japanese Government before July 1, 19G1. The principal increment 
is $14 million for the U. s. share of the cont of the semi-automatic air 
weapons control system (commonly called BADGE) which Japan has 
decided to build in Japan. The remainder of the FY 1965 program provides 
:for ASV./ and otl1er activities. Since tlw funds conl:uned in this lazt year's 
program a.re for commitments previously made to the Japanese Government, 
and since these committed programs will benefit our ovm forces in the 
theater, no reduction 1n t.b.e present p1·ogram can be contemplated. 

Philipnin.e::J 

Any reduction 1n the Philippine FY 1965 ?✓.LAP would be particularly 
fil•advised, closely follo'\.ving President I:,11acapagal' s State Visit during which 
the United States Government agreed to Gtudy with tho Goverruncnt of tho 
Philippines its proposal to shift cr.;1ph,;1.siD o:Z lb military de:fense to the 
southern Philippines to counter the potential threat .from Indonesia and to 
consider an augmentation to our 11.AP contimJcnt upon actual increases 1n 
t.lie Philippine mill~/ budget. 

Nothing was said during 11acapagcl' s visit to lead him to conclude 
thn.t v;e were seriously contemplating a reduction L"1 our support of the 
Philippine Armed Forces. Under the circumstaJ1.ccs 1 such action would be 
misunderstood 1n the Philippines a..'"'ld would be exploited there by pollilcal 
enemies and anti-American elements as exemplifying our alleged s:rnaU 
esteem for-both Macapagal and the Philippines. 

Burma 

In tulfllling our $43 million :r_;IAp commitment to tho RGUB., we have 
offered tho Burmese- a three-year program after FY 196G which would 
reduce the cost of thG lvU.J> to a mhliroum coIWif.>tent with our obl1gn.tion and 
with the achieve1nent of our objectives. Any further reduction in iJ1e Ff 1985 
and following lv1AP would be interpreted by Ne \Vin.as indicating a change, 
adverse to himt 1n U.S. policy tov1ard 111~1 gove:i.·nmcnt. },,1ox·c generally, 
it \70uld in Burmese minds call into question U.S. willingness to support 
their independence and internal zecurity and would reduce our influence in 
the Burmese armed forcos, which by and large are tho only organized and 

unified 

.£EOM'i' -

PRESERY TiON COPY 



! 

( 

unified anti-communist force in Burma today. It would also encourage 
ttiose leftist elements 1n tho Government who have been urging that t11e 
RGUB accept military aid offers from the Commun1st Bloc, something 
the Government has been loathe to do hitherto. As one o£ the few continuing 
and successful U. s. proc;rams in Burma, the 11AP has an importl.nce beyond 
the modest size of the program and this influence would be severely 
curtailed if. we cut the program back any further . 

. -. 

Thailand· 

The proposed cut of $800, 000 will probably have no adverse political 
impact. To avoid possible misunderstanding, however, it should be pointed 
out that the already low Thai MAP for FY 1965 cannot be cut much further 
without having a palpable effect on deliveries which would in turn have 
serious repe;rcussions. While they recognize their stake 1n our effort 1n 
Vietnam., the Thai would be rightly concerned if it appeared thn.t our effort 
there (and 1n other crisis areii..s) vm.s being tncrea.scd at the expense of U. s. 
programs in Thailand which they (and we) regard as essaritial to Thailand's 
security and to its ability to play its very hnportant role 1n our mutucl. 
effort in Southeast Asia. FUJ."thermorG, Ambas:-;..'1.dor 1v1artin has made 1t 
clear that our military assistance prograra in. Tha1hmd czn be a major tool 
with which we c::u1 inr1uencc, in direction:; desired by the U. s., the level 
and emphasis of Thai efforts, for exnmple to encourage the Th?J to emphasize 
those armed forces of greatest use in internal security matters and to malte 
more use of their armed forces in economic and social dcvelopinent programs . 
.Any signi!icant reduction of the FY 1965 MAP level would vitiate the useful­
ness of the MAP for this purpose~. 

., 
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NEAR EAST AND SOUTH ASIA 

Tu:rkey- .. ----·· 

Defense has proposed that the Turkish FY 1905 !v1AP be cut by $23 
million to a level o! $108. 4 million. This is $35. 7 million below tho very 
austere FY 1964 level of $144. 1 million and approximately $72 mllllon 
below t.tie lovel which General Lemnitzer catcgor1cally states 1s requi1 .. ed 
to rca.ch effective force goals by 1970. 

The deletion o! $23 million :from the Turki$h program would result in 
a further declining materiel readiness and mission capability in the face 
of increasing Bulgarian threat and an increasing Russian interest 1n the I 
Mediterranean, as evidenced by increased naval deployment tbe:rein.t ard I 
Soviet-Egyptian attUude toward the Cyprus crk:ls. It is noted that more 
than one-half of the army mobility in Turkey today is over twenty years I 
Old. On the political side, tiu..r :relations vlith Turkey are currently under- i 
going subtle changes. As a resilt o1. Tul .. key' s ezagucrated 1den. of what the I 
United &ates, a NA TO ally, was bound to deliver to it in a Cyprus settle-
ment and d.izillusionment over U.S. in'lbility to achieve what Turkey 
considers its just clnL'lls on the islsr..d, Turkish Government o.gencies are t 
undertaking a thorough rcvic 1.~1 oi the i::mnunities and privileges granted to • I 
American personnel in Turkey, both diplor.r..atically and under the Status-~ 
Forces Agreement. The review 1s acco1npn.nied by a renegotintion of,;rtrivile~es . 
granted so far. Should ti1c Turks learn of any significant cuts or deferrals I 
of deliveries for the FY 1965 111".:.AP progra;n, they could quickly extend the 
review to include the status of our vitru bases and facilitias which we now ( 
have in Turkey or contcmplo.te requesting in the future. Attention must 
also bo invited to the relevance of any cuts to the Cyprus question. 
Suspicion on the part of the Greeks or Turks tllat we conte:a1.pln.t0 significont 
cuts 1n 111IAP ·would cause misunderstanding of our motives and could defeat 
our efforts to bring about a settlement on Cyprus. A!3S1ll!ling that the Cyprus 
problem is susceptible to resolution m the near future, we must anticipate • 
that some indication of U. St intentions with respect to the parties may 
figure, at least impliciUy, 1n the settlement., Following settlement, abrupt 
or substantin.l aid cuts would reduce critically our capability to henl the 
wounds already sustained by the parties and to reestablish a stable and 
~tis:factory pattern of relationships with ard'•:among our allies. 

Preece 
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Greece 

Defense bas proposed that the FY 1965 Greek MAP be cut by $19.1 
million to a lev&l of $61.4 million. As in Turkey, lt is noted that the 
revised program is appro·xi.rnately 60 per cent of that level estimated by 
Gener-al Lemnitur as esse.ntial to maintain and improve forc:e effectiveness 
to an acceptable standard by 1970. Deferral of com.mt and general purpose 
~hicles and other supporting items as envisaged in the $19. l million cut 
fur FY 1g55 would result in a further declining materiel readiness ($9. 5 
million below tbe austere FY 1964 prograJ:Jl} and mission capability in the 
face of an inc.r-easing 8 ulgarian air and armored threat. This adverse 
Imi:act on force effectiveness can only be offset by restoration of funds in 
the FY 1966 program. The FY is,66-70 MAP plan for Greece is an austere 
plan and it will be difficult to absorb deferrals and .r-eapportion the funds 
available in FY 1956. The comments previously made in respect to the 
$!fed in Turkey of MAP cuts 1l1 respect to the Cyprus iswe apply fully to 

, Greece. 

1.ran_ 

In Iran, .Defense ha~i.lndicated eerta.in materiel which could be 
deferred and still retain suf:flcient quantities to appl1 toward commitment 
totals. Defens-e believes these deferrals, totaling is. 8 million (primarily 
-wheeled vehicles), are acceptable 'Within the overall context of the commit­
me'1t agTeem.ents. Although the vehicles mentioned are not commitment 

• items ln terms of specific quantities~ we believe that they represent 
equipment for the lIF To&.E units that ARMISH/MAAG bas approved. 
Deletion of these items reduces mobility,. comm.and and control, and 
support capability of tbe armed forces. 1n fact~ we believe tha.t the $5 .. a 
mllllon deferral to the FY 1965 MAP will result in a failure of the United 
States to meet its commitments. The adverse impact on the combat 
capability of the IIE ~an ooly be offset by restoration of these funds in 
FY 1966. Thg FY 1966-70 MAP pl&.n toe Iran is an austere plan which 
includes coD1JJ1itment items only, and the inclusion of the FY 1965 deferral 
items would neces&tate a c·oropletely new reapportionment ~ the fun.as 
available. • 

. In view of the considerable political benefits that we are deriving 
from our MAP program in Iran a.nd the critical tmporta.nce of maintaining 
the credibility of. our commitments to tre Shah, we consider the proposed 
reducUon in MAP levels to be politically unacceptable .. 

faldetan 
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Pakistan 

Althougb the cut ol $1. B million in tbe PakiStan program would appear 
to be ma.Mgeable from a dollar point of v1ew, the cost will require deferral 
of APCts and M-48 tanks, areas of r,.1t'Jcub.r sensitivity to the GOP at this 
.time. General M'Usa was promised during his trip here this spring that APC's 
would be forthcoming 1n FY 1965 and that a. better effort would be made on 
tank deliveries which are already behind schedule. In view of the tanks 
included in the recent Soviet-Indian arms agreement, to which Pakistan ha..s 
reacted sharply. any acilons now that deferred U.S. tank deliveries to 
Pakistan. could also cause strong criticlsr.n of us. Indeed, any actions now 
that would suggest deferrals cl. deliveries o! combat vehicles or signal a.ny 
cuts :for the FY 1965 program could set off serious repercussions .from 
which w_e cannot exclude a. Pa.k o.reak with SEATO or actions prejudicial to 
our vital facilities 1n Pakistan. Thls mwrt be seen against the fact that our 
relatia1s with Pakistan are currently undergoing critical strai.M., This 
·arises out of Pakistan's reaction to U.S. arms aid to India and our view of • 
developments 1n Pak•Chicom relations. In dealing with these strains, our 
MAP program is of crucial importance, parileula.rty in .malntainJ.ng the 
confidence of President Ayub and of the military leadership upon whom ho 
continues to rely heavily for ~uppert. In tbe aitermath of our June 1964 
announcement on arms ald to India and the more recent Soviet-Inclla.n arms 
deal, our MAP f)1"ogram in Pakistan will be watched even more closely by 
the ~s as an important indica.tor of our 6Upporl. 

I 

We note that it 1s not now propo~ed by DOI> to reduce tile program for 
India below the commitment level. In view of the many months of intricate 
ne9ot1atlon which produced a substantial measure of agreement with the 
Indians m June 1964 on the fullll'e of our military relationshlp, we must 
avoid at Ulis ti.me any cuts... A reduction in the India MAP, eliminating .from 
the FY 1955 program important items or categories which Cha.van has 
already been 1l'lformed of, would seriously undermine Indian confidence in 
our wllllngness to malte good on ottr coinmitments.. This, in tum would 
cause erosion of whatever influence we bave been Abla to 1-buiJd up over 
Indian military policy a.r:rl Indian defense planning .. 'Ibere has been no 
sion,ifi~ cmnqe in the oil.mate of Sino-Indian relatio1.ls since the Chinese 
withdrawal in 1gsa .. Now that the Chinese have detonated a nuclear device, 
tensions are bound to increase and this is the tirne to boU:ter India's 
confidence in its ability to defend itself .. , 

-·- .., __ _ 
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Europe (NATO) 

According to the latest information we have been able to obL-un, 
the reductions proposed by DOD ( to $2. 6 million) for Portugal will 
leave only programs for PCH & T and Training,. leaving practically no 
contribution to Portugo.l's capability to meet its NATO obligations. 
There iD, thercforoJ virtually no quid pro quo for continuing U. s. 
base right.3 in the Azores. VJ e understand that the reductions were made 

. in light of tha fact that there is appro..«dmately $9 million being held in 
reserve from the SUDpo:nded FY 1983 program.. Nevertheless, 
negotiations for the Azores and LORAN-C may require an additional 
amount as quid pro quo. 

General Lemnitzer has judged the Greek and Turkish forces to be 
of limited effectiveness to pcrfoi·m their NA TO missions. The proposed 
drastic reductions would seriously aggravate the status of their forces 
in the NATO General Viar Context. 

Revised e.::itimates for the NATO Infrastructure Program from 
$60 million to $ 50 million are acceptable provicfdd we obtain a DOD 
assurance that the cost of the program for FY 1965 will be met, through 
readjustments 1n other programs if required, even i! it exceeds the 
latter amount. 
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ASSISTANT SECRETARY OF STATE 

OF?ICIAL-IHFORMAL 
~ 

Dear Sam: 

WASHINGTON 

I appreciated your fran.~ letter of May 13 expressing concern 
about the heavy cuts planned over the next five years in HAP sup­
port for the Korean forces. 

The cuts in the MAP, particularly in Korea, have also greatly 
worried those of us in the Department and in the Pentagon respon­
sible for HAP matters. I assure you that everyone involved, 
including ~he ~oint Chiefs of Staff, shares your concern over the 
prospect of reduced levels of assistance for Korea. We recognize 
the 5 .. mportance of not pern..itting our current concentration on 
Southeast Asia from resulting in a weakening of our defenses in 
Northeast Asia. With a worldwide annual MAP of only cbout $1 
billion, and with critical and unforeseen situations constantly 
arising, notably in Viet-Nam, however, we have had no alternative 
but to cut drastically programs in less immediately critical 
areas. Although mindful of the seriously~harmi'ul effects in 
Korea, we have been unable to exempt it frcm these cuts, since 
it is one of the largest progra~s. During the recent hearings 
before the House Foreign Affairs and Appropriations Committees, 
Secretary McNamara~ Adr~iral :E<'elt, and other Defer1se witnesses 
used Korea as one o: the prime examples of the Tee;rettable reduc­
tions necessitated in key country programs during FY 19o4 to meet 
emergency needs in Sou.theast Asia. They also, as you know, 
strongly enphasi~ed the serio~sness of reduced MAP appropriations 
for FY 1965, 

When I testified before the same Committees during April and 
May, I ~poke very frankly about Korea. I said there was serious 
question in my mind whether the mlitary assistance proposed for 
Korea ($145.8 millio~, including packing, crating, handling, and 
transportation charges) would be sufficient at a time when the 
ROK is confronted by North Korean forces of over 350,000 men, 
well equipped and intens~vely trained, and by North Korea's 
enormous economic advantages. I pointed out that although we 

The Honorable 
Samuel D. Berger, 

American AI:lbassador, 
Seoul. 
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have been exploring the concept of force reductions (both U.S. 
and Korean) With the Department of Defense, the military and pol­
itical implications of such a reduction seemed at the moment to 
argue against it. I also said that if a reduction were decided, 
additional amounts of modern equipment would probably be required 
to maintain the necessary capabilities. 

We are making every effort to mitigate the effects of the 
FY 1964 MAP cuts. Additional FY 1964 funds have been made availa­
ble for Korea, restoring part of the amount previously taken 
from Korea. We and AID intend that the savings resulting from 
the MAP transfer program Will be used for military hardware and 
other force-improvement expenditures, providing at least some 
small relief in future years. 

In brief, the dangers of an inadequate Korean MAP are, I 
believe, well understood by the Administration, and every effort 
Will continue to be made to impress those dangers on the CongreGs. 
Your further warning, is nevertheless timely, and I am taking the 
liberty of providing copies of our exchange to interested key 
officials in State, Defense, AID, and the White House. 

We understand that General Howze has written to General 
Taylor on the lines of your summary of his views in the third 
paragraph of your letter. I would like to suggest that you bring 
the problem before the Country Team and communicate the Country 
Team's views to us as a basis for inter-agency consideration in 
Washington. While fully appreciating the serious political 
consequences of a deterioration of the Korean forces, I suggest 
that in any Country Team message you put special emphasis on 
military factors: the justification for military assistance 
should be based primarily upon military considerations. 

Sincerely yours, 

William P. Bundy 

..S§CREC, 
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Dear Bill: 

American Embassy, 
Seoul, Korea, 

May 13, 1964. 

I must confess to you that I am greatly worried by the heavy 
cuts in MAP support for the Korean armed forces planned for the 
next five years. 

To give you some idea of the size of the cut, the yearly MAP 
figures to which we had been working until last year ranged from 
$190 million to $230 million not including packing, handling and 
transportation ch¥ges. The new planning figures provide for 
around $130 milli~n a year. 

This reduction will begin to be felt in a major way in about 
a year. General Howze states flatly that the ROK forces, especially 
the army, already short of equipment and supplies, will then be 
faced with even graver shortages, and he predicts a serious impair­
ment of the army's defense capability. He has so informed C:Thf CPAC 
and I share his concern. 

There is, however, another aspect of this reduction that I 
want to point out. For the past ten years the Korean army has 
been built and improved year by year until it has become a fine 
fighting force -- proud, well-trained, disciplined, and on the 
whole, well led. This has been achieved at a comparatively low 
cost. If we adhere to these reduced MAP figures, there is not only 
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William P. Bundy, 

Assistant Secretary for Far Eastern Affairs, 
Department of State, 
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' going to be a rapid running down of this force in terms of equipment 
and capability, but more important, I foresee a danger to morale • 
and a change in attitude in military circles toward the United States. 
There will be invidious comparisons between the way we equip arid 
supply U.S. forces in Korea and starve the Korean :forces, which 
have -- or should have -- the main responsibility for defending 
their own soil. 

The fine relations between our two forces and between our 
military leaders, and the friendly attitude of the Korean military 
leaders toward the United States, represent one of the few important 
stabilizing elements in Korea. If this relationship and attitude give 
way to bitterness and frustration, we are going to have some really 
serious problems on our hands with far-reaching implications. 

Reducing the ROK army by some tens of thousands so as to 
spread our MAP support thicker for the remainder is not the answer 
to the problem, for the MAP cuts are far too deep and the program 
will not suffice even for a somewhat smaller force. Since we plan 
to reduce the U.S. forces for economy and other reasons, we should 
not at the same time b

1
e thinking of cutting the MAP program, but of 

increasing it. 

I am aware of all the reasons for the MAP cuts; nonetheless, 
I must warn the Department, and I believe the Congress and the 
Department of Defense should be warned, that as matters now stand 
we can expect a pack of troubles. 

Slncerelk. 

Samuel D. Berger 
.Ambassador 
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