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or DOD here, and would prefer a roal stab at an agreed ceiling, & la the
successful Indian exerciss wo just went through., At least let's make a
try for an agreed ceiling, before retreating to annuval reviews as a fallback.
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In reply refer to:
1-36008/65

Honorable McGeorge Bundy
Special Assistant to the President

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

Dear Mac:

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 [SA. 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 helieve
you will {ind the study to he 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.

Sincerefy,

Enclosure

Copy 2 pb
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PREFACE

Background of the Study

In late 1964 the Secretary of Defense directed the Assistant
Secretary of Defense for Ir;ternational Security Affairs to carry out
a major reappraisal of the Military Assistance Program. The purpose
of the study was to recommend a military assgistance 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, in short, the military rationale for military assistance.

The study was undertaken in January 1965 by a srnall‘.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 about 75% of MAP expenditures. Given the pace of events, a
long-term examination of the Vietnam and Laos programs was judged
to be unproductive. The studies have been limited,therefore, to
Taiwan, Korea, Thailand, Philippines, India, Pakistan, Iran, Greece,
and Turkey.
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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 Philippines 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
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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-
bilities 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

TOP SECRET
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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 considered 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
documents 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
as to future modifications of force levels and MAP programs may however
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 [ran'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.
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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 size 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'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 (about 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, P

and of the Persianized Shi'a sect, which distinguishes them from most
Arabs, Turks, Afghans and Pakistani who belong to the Sunni sect.
Common religion and a common language (Farsi) partially offset the

diversity of ethnic background's in Iran. A basic data sheet is at

Annex 1. L
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II. Profile of Iran.

1. Political and Social Situation.

Although Iran is ostepsibly a constitutional monarchy, with
substantial power vested in 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 in 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.' 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 additional villages, and is 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 elites. Already in opposition
to the regime was the loosely organized National 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 opposition. In any event, conditions would be so

disturbed that any successor regime would probably find it difficult to

4

TOP 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

TOP SECRET

consolidate power and a prolonged period of instability would probably
ensue, "

2. International Orientation,

Iran'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 éxpres gion in dependence
on Britain in the early years of this century and in pro=German attitudes
during the 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
ig likely to continue through t.he 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

OP SE -
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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
1

to Iran's western orientation...'

3. Economic Situation.

In many respects Iran is typical of underdeveloped nations,
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 summer 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 relaﬁvely 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 averaged about 6% annually for
several years, but has leveled off since 1961 at 3. 6% because of
inflation, recession and a balance of payments problem. NIE 34-64

estimates however that '"[ran's underlying economic strength will

TOP SECRET -
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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's economy is further
reflected in tentative plans to terminate US economic aid by FY 1968,
Total US economic aid to [ran 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 ig 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 time period. Such a level of

-“TOP SECRET-
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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, Iran is probably not capable of putting sub-

stantially higher levels of financial investmant into economic development.

ITI. US Objectives in Iran.

A 1962 paper called "Guidelines for Policy and Operations, Iran'
which has not been superseded by an NPP, states 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 economy capable of continuing economic

development in an orderly and more efficient pattern, so that a modern
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B. THREAT ANALYSIS

This sectibn 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 viewed possession of [ran as
one means of obtaining a warm-weather port."

The gross Soviet threat to Iran consists of 27 Soviet line
divisions (20 motorized rifle, 5 tank and 2 airborne) in the Trans-
Caucasus, North Caucasus, and Turkestan railitary districts, plus
approximately 405 tactical aircraft, including 245 jet fighters (70 MIG-17,
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 15/17) plus
20 transports and 40 helicopters. The Soviet naval threat is limited to

a small Caspian Sea flotilla.

10
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- These military forces in the southern military districts of the
USSR’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 divisions
(6 from tne Trans-Caucasus, 3-4 from the Turkestan military district,
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-
deployment: of forces would be necessary, affording strategic warning
estimated at a minimum of 10 days and more probébly 21 days.

NIE 11-14-64 indicates that, on a worid-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 no'rthern 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 1976.

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

the USSR suggests the unlikelihood of an attack upon Iran in the near

TOP SECRET—
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future. Since 1962 when the Shah pledged not to permit the establishment
of foreig'n 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
cordial state visit to the USSR (June 1965).

In 1961, Premier Khrushchev stated that the USSR would not
intervene militarily in Iran, but would wait for the misery of the masses
and the corruption of the government to produce a revolution,

A basic factor contributing to the stability of Iran'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
Asgsistance Program and the CENTO arrangement.s. NIE 11-9-65,
discussing main trends in Soviet foreign policy, states that'the Soviets
appreciate that their unfavorable power relétionship 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.'" A joint US-
Iranian military training exercise conducted in Iran in 1964 was

undoubtedly noted by the USSR.

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

—TOP-SECRET

2. Irag.

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 in a war against Iran, and would indeed be forced
to consider the question of its Syrian border before contemplating any
adventure in Iran.

The Iraq’ Army of 82,000 men comprises 1 armored division
and 4 infantry divisions. The armored unit and 2 infantry divisions are
in or near Baghdad; the other 2 infantry divisions (styled '""mountain'')
are in the north. The Iraq Air Force has 75 jet fighters of which 56
are operational; 14 jet light bombers, 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 its capabilities

are considered very limited; defeat by the Kurdish rebels and frequent

13
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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.

Since 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 elements of the Iraqi population
hold for Egypt will, however, probably preciude 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, Afghani stan.

Afghanistan has an 80,000 man army organized into 3 armored
and 10 infantry divisions (5,000 men each). Only 1 infantry division 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 a 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

15
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‘social and political situation; profound change is an inevitability and
the question at issue is whether the form will be evolution or revolution.
The disaffected elements in Iran are strong and influential; on
the other hand, opposition to the regime has thus far been quite dis-
organized, 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 fre:;h enough to serve as
some inhibition to disorder and rebellion, although Iran's modern
history 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 of all recent civil disorders
occurred--in part as a protest against land reform. The Prime Min-
ister was assassinated in January 1965, and an attempt made on the
life of the Shah in April 1965.
Following is a brief summary of the present and potential dissident
groups in Iran:
a. The loosely organized National Front, combining
urban middle-class elements and the intelligentsia,
have, according to NIE 34-64, "been
unwilling to support the reform program, since

their real objective is not so much benefits for the

16
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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, "

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, "

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 pOpﬁlation 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,

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

17
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that the Government is taking some of the needed
economic measures to deal with the problem.

With regard to tribal disorders in other parts of

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

easy to contain and isolate, and it would be extremely
difficult for the diverse tribal groupings to coordinate
action against the regime.' Moreover, tribal groups
have been the subject of intense governmental attention
over the past 40 years, designed to reduce their
potential for dissidence and insurgency.

The Communist Tudeh Party is weak, 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 is
largely cutside the country, in East Germany.

It is always possible that rural and urban workers will
become disaffected, particularly if Iran should undergo
an economic crisis. This could be caused by a continued
run of bad weather and consequent drought. Also, any
real slowing of reform efforts could cause dissatisfaction

in this group.
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The OIEP on [ran 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. Qutbreaks of insurgency are likely to occur in both
urban centers and the rural area during the next few years, but we
believe they will 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 POSTURE

L General,

Iran'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 mountainous barriers on
the northern border,'" The 1964 agreement reaffirmed the force structure
and 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 rmmembers 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 CENTOQO
Treaty commits its members to collective action in a general way:
to cooperate for their security and defense'", 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 summmary 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 gmall navy, These forces are
detailed at Annex 4. The Shah, 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; it reports directly to
the Shah and has responsibilities for the security of the state. The

total forces are apportioned as fellows:
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Iranian Armed Forces:

Army 145,700
Navy 3,900
Air Force 10,400
Total Armed Forces 160,000
Imperial Iranian Gendarmerie 36,400
National Police 23,000
SAVAK - - - .

Iranian and US officials have recently agreed 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
furnished Iran under the 1964 Memorandum of Understanding.

2. Army.

The Iranian Army consists of 7 infantry and 1 armored.

divisions, plus supporfing units that include 4 tank battalions and 7
armored cavalry regiments. Attached to each division are Frontier
Force units which provide early warning against hostile attacks, ﬁan
demolition sites, and conduct the initial delaying actions along the
avenues of enemy approach. The present deployment of Army forces
is set forth at Anngx 5. Four infantry divisions are stationed in the

northwest and west, 1 in the Teheran area, 2 in the northeast and east;
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the armored division is in the southwest. 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-5s. 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
ACkW sites are manned., Military assistance deliveries in FY 1966
will add one squadron of F-5s, 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, command and control, medical evacuation, and emergency

logistical support.

IIL, 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 assigrned 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.

f. 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 operatioﬁs, including a vigorous guerrilla
role, and psychological operations as required.

3. CENTO Mipsions,

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 i9 'to hold main defensive
positions as far forward as possible along the line of ... Azerbaijan
and the Elburz Mountains...supported by adequate mobile forces
behind the main defensive position!. "

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."

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 northern) attack, This

phrasing ie 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 deals with net
capabilities.
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The OIEP further assesses the following specific strengths
and weaknesses of the Iranian forces:

"Enlisted personnel have good physical endurance, and
discipline is generally good., The number of U, S,~trained junior
officers who may eventually replace conser{rative, 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, "

The question of loyalty to the Shah is important. In the
Mossadeg era, the armed forces went over to Mossadeg 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 rcturn,

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, "
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Iran's internal security forces are credited by the Country Team
with the capability to maintain law and ordei', 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, "In these
actions, the armed forces have generally performed creditably, and
we believe they can successfully cope with any likely disorders.' The
Country Team believes that Government forces could cope even with
widespread disorders that were coordinated and supported from outside

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

This section examines U,S5, commitments and U, S. military
capabilities in relation to the defense of Iran,

1. 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:

1. The Joint Resolution to Promote Peace and Stability in the
Middle East, of 1957 (the so~called Eisenhower Doctrine), which states
that ''the United States regards as vital to the national intercsts 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 for:ces
to assist any nation or group of nations requesting assistance against
armed aggression from any country controlled by international
Communism; provided that such employment shall 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 "the 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 upeon and as is envisaged in the Joint
Resolution to Promote Peace and Stability in the Middle East, in
order to assist the Government of Iran at its request, "

In addition to these formal obligations, public and private
assurances have been frequently voiced by US officials, President
Eisenhower in a letler 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',

I1.. US Forces,
No U. S5, 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 Gull District Headquarters
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(about 300 personnel}, a mobile STARCOM inatallation {50 personnel),

a US Army Topographic Training Team (90 people),

S
rJ.'. .

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,

Z. 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 military planning considers
the deployment of limited US and allied forces to deter Soviet
intervention or, if deterrence fails, to attempt a2 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 calls for a maximum
commitment of 2 US Army divisions, 5 tactical squadrons, 1 Marine
divigion/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 question 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 could choose to fight a major ground
war in Iran. In that event, it could presumably call on a major uportion
of the CONUS reserve of 9 ground divisions and 34 tactical fighter
squadrons, and a large naval force comprisihg 3to5 atté.ck carriers,
5to 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 heavily
committed in Iran. Fortunately, the threat of a major Soviet drive
into 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 Iranian 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 establishm.ent.

Prior to 1958, the Iranian armed forces totaled 130,000 and were
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 its military position
and 1o a reorganization of its armed forces. Iran appealed to the US for
closer advice and assistance, increased its forces to 200,000 men, and
deployed them in forward positions to counter attacks from the north
and the west,

US strategy at that time was beginning to move away from a main
reliance on massive retaliation to deter or deal with Soviet aggression.

The deployment of reasonably ‘strong Iranian 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.
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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 against 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 credited 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-
gtantial--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 Suppo:’t--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 insgufficient
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 Iran--was judged feasible.

In delaying actions, the Iranian ground forces were estimated to suffer

50% 1tosses; 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 aivision. Recent changes
in war gaming factors, based in part on a known reorganization of
Soviet forces, produce the conclusion that 1 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 in Iran 20 days from the order
to go, and 3 divisione 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 teach 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
Iranian forces are regarded as stronger and better equipped; and the
US capability for rapid reinforcément is expected to improve in the

FY 67-71 period.
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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 contingency planning and future MAP negotiations

with the Shah.
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F. MILITARY ASSISTANCE TO IRAN,

This section reviews past military assistance,and 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.

L Military Assistance in Retrospect,

During the I951-1965 period, US military assistance {grant aid)
totaled $714, 5 million. The following table, indicates the figures for
b

the past 5 years and the proposed program for FY 66.

FY 61 %75. 9 million .
62 53,1 "
63 70.0 v
64 50,3 "
65 _ 3r.2 o
66 45.3 " {proposed)

MAP has provided virtually all thé 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
operations against primitive tribes to a well-equipped, reasonably
modern and competent force of 160,000, In 1958, wh.en 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 deferise 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 twec Memoranda of Understanding.
In summary, the US-Iran agreed force goals now are:

8 ground divisions {(or equivalent)

8 tactical fighter squa:irons

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 agreement for the fiscal years 1965 and
1966, By the 1964 Memorandum the two governments reaffirmed ''the
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
""improved 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 specified 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 "limit 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 first Iranian transaction
totaled about $50 million, and negotiations ar= under way for the second

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

aid portion of the 1964 agreement is summarized in the following

table:
FY 65 $ 37.2 Supports 1962 Agreement
FY 66 45.3 Supports 1962 Agreement
FY 67 40. 6 Supports 1964 Agreement
FY 68 30.2 Supports 1964 Apgreement
FY 69 24.7 Supports 1964 Agreement
$ 178.0

II. General Conclusions.

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. M;).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 Iran 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'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 strain 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 desgire for the US Sheridan tank, which is still developmental; he

has indicated a desire to buy a second Hawk rnissile battalion, without
a clear idea as to its end use; and he has requested a 90-day level of
war reserve ammunitiog. These items are perhaps illustrative of

the general problem of restraint that may confront US officials dealing

with Iran,

III. Suggestion .

The paper accordingly turns to a listing of suggestions regarding
force levels and force composition that may ke helpful in discussions
designed to restrain an Iranian arms 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 in the southwest, and transferring into it 3 tank
battalions previously designed to provide support for
infantry divisions in the north; this left only 4 tank
battalions to provide support to the remaining 7 infantry
divisions. In terms of the major external threats, the
wisdom of this reorganization is at least arguable., If
the infantry divisions 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 presentl460.

In view of the reduced Soviet tactical fighter strength

in' southern Russia, the forthcoming mode rnization of

the Iranian Air Force, and the rapid and substantial air
augmentation capability of the US, it is arguable that

the Iranian Air Force could be held at a .level of 6 tactical
fighter squadrons, instead of rising to the planned level

of 8, without incurrence of unacceptable rigk, There

are five squadronsat present. An air force of six
squadrons would appear strong enough to deal with all
threats to Iran, except from the USSR, without US air
assistance,

The requirement and desirability of a second Hawk missile -
battalion is debatable, It is doubtful whether the Iranian
armed forces can operate 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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A navy even more modest than currently projected may

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 purchasgses, 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 67-71 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 é,nd projected MAP support for the Imperial
Iranian Gendarmerie is somewhat smaller than desirable.

In view of the serious internal security problems in Iran and
thg 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, 800 in the Air Force and
300 in the Navy,

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, The details

of this calculation are set forth at Annex 6.

If the 1964 Men%orandum of Agreement is carried out
either in full accordance with its terms, or as modified

by the suggestions set forth herein, and if the Iranian

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 tc place its MAP relation

ship with Iran entirely on a credit sales 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 Y 70 and 71 are $15 million and $13 million.
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ANNEX 1 3 August 1965

1.

3.

5.

BASIC DATA - IRAN

Population:
23.1 million (1965 estimate)

Area!

636,000 square miles
Literacy Rate:

15%

Fiscal Data (General)}: (Sources: AID Economic Data Book, Near Esmst
South AsiaS Irgn, Nov. 64, and IMF Statistics,

July 1965.

Projected
(Piscal years beginning March 21) 1961 1962 1963 1964 1965

e, GNP {$milliion, 1962 prices) L,b76 4,560 L,790 5,030 5,330

b. DPer capita GNP (§, 1962

prices) 212 211 215 222 231
¢. Total Exports ($ million) 873 963 1,025 1,254
d. Trade Belance ($ million) 284 364 k85 581
¢. Porelgn Exchange Reserves
{$ mi111ion) 79 7 87
f, Cost of Living Index, Tehrau 126 127 128 132

Military Structure Data:

(Fiscel years beginning March 21) 1961 1962 1963 1964

a. Defense Expenditure as %
of GNP (calculated) 4.3 L1 4.1 4.6

b. Military Budget ($ million) 194 188 195 233
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6. Accumulated MAP data ($ million): (Source: MAP Table 36, 30 June 1965)

b.

" Ce

d.

Cumulative Programs, FY 50-6k: 677.3
Undelivered Balance, 30 June 1964: 98.0
FY 1965 37.2
Current Program, FY 66 45,3

Projected Progrems;

FY 67 ho.6
FY 68 30.2
FY 69 2h.7
FY 70 15.0
FY TL 13.0

Data on other U.S. Assistance Programs: (Sources: U.S. Overseas Loans &
Grants, July 1, 1945-June 30, 1963, Spec. Rept. for House Foreign Affairs
Ccmnit;te; s prepared by AID, and AID unpublished dsta ~ FY 64 and FY 65

figures.

-

Ce

AID ($ million)
FY 62 FY 6 FY 64 FY 65
Loans 19.7 17. 1.3 -
Grents 33.3 .6 3.0 2.9
Total AID Assistance 53.0 22.0 4.3 2.9
Export-Import Bank Long-term loana
FY 64 FY 65
8.7 18.5
Food for Peace & Other U.S. Economic Progrems ($ million)
1961 26.3
1962 18.3
1963 34,2
1964 12.6 (PL 480) 1964 - 12.6 (Food for Peace)
1965 26.9 (PL k480) 1965 - 26.9 (Food for Peace)
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September 19, 1962

MEMORANDUM FOR HIS IMPERIAL MAJESTY, MOHAMAD REZA PAHLEVI
THE SHAHINSHAH OF IRAN

The United 8tates at the request of His Imperial Majesty The
Shehinshah of Iran has completed a study of matters pertaining to the
defense of Iran. A military plemning team representing the United
States Joint Chiefs of Staff consulted with His Imperial Majesty and
the Iranian military staff and mede a study cof the defemsive terrain
and of Iran’s military forces. Having considered all aspects of the
defense of Iran, the team 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 beem given full con-
sideration at the highest levels in the Govermment of the United
States. The resulting recamendations have been reflected in the
development of a comprehensive and well-rounded multi-yesar program
of military assistance to be provided to Iran by the Goverrment of
the United States. The basis for and general cortent of this program
are outlined below.

Irsn's security involves military, economic and political aspects.
The development of a defense conecept for Iran takes into account the
necessity for assuring military security within the broader context of
the need for strengthened political unity and internal capacity to resist
subversicn, and the need for continued econamic development accomplished
in an orderly and efficiemt marmer.

The concept for the deferse of Iran must provide for all comtingencies,
insuring a balance of capabilities to meet each thrsat. It recognizes the
capability of the United States and its allies to deter Soviet aggression
and, should deterremce fail, to defeat 1t. It also takes into comsideration
the collective security arrangements embodied im the CENTO Treaty, on the
agreement of March 5, 1959, between lran and the United States and takes
into account Iran's need for lmproved capabllity for self-defense in the
event of aggression not envisaged by these agreements.

The concept further anticipates that Iren's armed forces could be
called upon to support other Iranian security forces, directly responsible
for Iran's internsl security. Finally, it assumes that Iranien armed
forces would participate in suitable clvic action programs designed to
contribute to the welfare of the Iranian people and to emgender natiomal
recognition of and respect for the essential role of the armed forces in
the preservation of Iramn's security.

QFFRFT
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The concept for the defense of Iran against external threats is based
upon & forward strategy utilizing the nstural mountain barriers om the
northern border. Military operations in support of such a strategy should
be conceived and conducted in s manner visuwalizing the mutual support of
ground, sea and air arms. Essential also to the implementation of such a
strategy 1s the provision of an adequate measure of mobility to the ground
force elements comducting the defense.

The concept for ground defense based wpon this forward strategy con-
templates making maximum use of terrain to achieve economy of force. It
vould be implemented by the provision of specially tailored frontier-type
forces capable of effecting defense of border areas as s necessary
contributien to deterrence, furnishing timely and accurate reporting of
border incursions or threats thereof and carrying out the forward defense
and delay alomg avenues of approach with emphasis on critical passes and
defiles. Heavier units of diviesional size, so located as to take maximum
advantage of their mobility and firepower, would execute the defense in
depth along main avenues of approach. These divisions and their support-
ing forces should be afforded sufficient mobility to permit rspid employ-
ment from more centralized locations to designated primary or alternate
defense or delaying positions. Armor unite would be disposed and employed
80 as to maximize their use along likely avenues of armored approach. To
reinforce critical areas and to respond to contimgency situatioms, including
enemy airborne operations, maximum utilization of availeble airlift is
envisioned.

Within the overall defense concept the missicn of the Air Force would
involve the execution of tacticel air, air defense, and air transport
operations including interdiction of key routes of ingress and the air
defense of key target areas. The mission of the Navy would imvolve survell-
lance and reccnnaissance; protection against infiltration, the conduct of
mine warfare cperations, and the protection of shore facilities including
ports to assure vital logistical support through the Persian Gulf and the
Shatt-Al-Arab.

The force structure designed for the Iranian armed forces should take
into account not only the concept for defemse, as set forth above, but also
the capabilities of the forces and the equipment and resources which can be
presumed to be available to these forces. The developuent of the force
structure is influenced by the necessity to provide increased mobility to
the divisional units and necessary support units charged with executing the
defense, by the necessity for additional and more effective training efforts
and for the provision of substantial numbers of highly skilled personnel
needed for the maintenance and oparation of increasingly complex materiel,
and by the high cost of creating and maintaining an efficient modern armed
forces. If due consideration is given these factors, the most effective
Iranisn military force which could be supported for the next five yesrs is
one limited to a total strength of approximately 160,000 persomnel.

2
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Within this total force there should be an army of seven infantry
divisions of 10,000 personnel strength, each with necessary combat support-
ing units, a frontier force to provide visible defense, specially tailored
and equipped totalling approximately 10,500 personnel, and necessary force-
wide logistiecal support; an air force of approximetely 12,000 personnel
strength including eight tactical fighter squadrons, three transport
squadrons, one tactical reconnaissence squadron, and one air defense wing
including persornel necessary to man an aircraft control and warning system;
and a navy of approximately 3,000 perscmnel, imcluding two patrol frigates,
four patrol boats and six minesweepers.

The United States in recognition of the meed for improvement of the
patrol and escort capability of the Imperial Iranisn Navy 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
aircraft now available and those planmed for the Iranian Air Force, expansion
of operative airfield capability and development of an aircraft control and
warning system is visualized., Steps tc provide for each of these capabilities
are necessary for implementation of the concept for defense.

It 1s proposed that an airfield development program be undertaken giving
consideration to the capability and radius of operation of existing and
planned aircraft to accomplish assigned missions, while at the same time
giving consideration to the resources which cen be made available to con-
struction requirements. The cconcept envisages three main operating bases
consistent with permanent bese maintenance and support requirements; the
use of a forward operating base in portheast Iran with minimm essentiel
facilities for extemsion of operating radius; end the utilization of exdst-
ing commericel airfields ss emergency forward operating bases. Within this
concept one main operating bmse would be developed et Hamadan im addition to
those row existing at Teheran and Dezful and & forward operating base would
be constructed in Northeastern Iran at Mashed.

The United States proposes to comtribute to the development of the air-
craft control and warning system by comstruction of radsr stetions at
Hemaden and Dezful. The development of the system would be facilitated by
construction of a radar statiom within CENTO early warning system at Mashed
by the Govermment of the United Kingdam and subject to CENTO agreement thereto.
The United States would elso provide an adequate and reliable cammunications
system linking all existing and proposed radar stations and the alr defense
operations center.

The United States' proposal to undertake the airfield expension and coun-

struction projects at Hemadan and Mashed esnd the aircraft control and warning
radar stations at Hemadan end Dezful, as set forth sbove, anticipates that the

-SECRET
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Government of Irsn will underteke to provide from its resources necessary
ancillary facilities. Thie combined effort should vastly improve the
operational effectiveness of the Imperiasl Iranian Air Force.

In furtherance of its intent to assist Iran in providing for its defense,
the U.5. is prepered during the next five years to provide equipment and
other support for Iranian forces as set forth in the attachment hereto. It
is understood that provision of this support by the United States will be
" dependent (A) upon the transition of the Iranian axmed forces over the next
two or three year period to the agreed manpower level; (B) upon the
demonstrated ability of the Iranian armed forces to absor® and effectively
utilize and maintain existing and pewly delivered equipment; and (C) upon
maximm effective utilization of existing trcop housing and support
facilities.

Qualitative improvement in the Iranian armed forces, particularly in
the army, is essentlial to effective implementation of the concept for
defense set forth herein and for the effective utilization of equipment to
be furnished. To this end procurement and training of long-term techniclans,
specialists, and non-commisseioned officers in all areas should be accamplish-
ed on an accelerated basis; a personnel mensgement system to assure full and
appropriate utilization of skilled personnel should be established; a sound
fiscal management system should be employed to assure effective utilizatiom
of resources; maintenance and logistic support capebility should be broadened;
and command structure and force orgsnizstion should be taillored to the require-
ments of the force structure being developed. In accordance with the wishes
of His Imperial Majesty the United States/ARMISH/MAAG is prepared to assist in
the accomplishment of these improvements through the provision of detaslled
recommendations and guidance, as required.

This underteking of the Govermment of the United States 18, of course,
subject to the approval by the United States Congress of annusl sppropri-
ations of the necessary funds. The United States (fjovernment 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 I[ranian forces to carry
out their missions.

The Govermment of the United States proposes that, if the program out-
lined above is acceptable in principle, that designated representatives of
His Imperial Majesty and the Chief of ARMISH/MAAG undertake discussions for
the purpose of arriving st the details of the program for the defense of Iran.

Sumiary of proposed deliveries of military equipment to Iram, July 1
1962 through June 30, 1967 (NOTE A).

1. Additional firepower
4
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A. Requirements for sll light weapons will have been met through
provision of: .
Rocket launchers, 3.5 inch
Submachine guns
200 mortars, 60mm
B. Ammunition will be supplied for light and heavy weapons in
quantities sufficient for reasonable iraining requirements and to bring
stocks to the planned 30-day level.
2. Additional communications equipment

Radio aete of all types and other communications equipment as
necessary will be provided to meet all essential requirements.

3. Approximately 100 M-113 armored personnel carriers.
L. Additional vehicles

A. 5,000 jeeps

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

C. 3,500 2 and 1/2 ton trucks

D, 250 - 5=tom trucks
5. Combat support equipment

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

6. 2 minesweepers, inshore
T. 2 patrol frigates (NOTE B)
8. 20 helicopters (B43B)
9. Civic action program support

A. Comstruction equipment including rollers, crushers, comcrete
mixers, water distribution trucks, well drilling equipment.

B. Vocational Training equipment.

5
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10. Ground force construction project

Guchon barracks and facilities for 1 regimental combat teanm.
(NOTE C)

11. Liaison aircraft
45 CESSNA 180 or 185 aircraft
12. Transport aircraft
A. 1 squadron C-1308 (& aircraft)
B. 12 additional C-47 aircraft
13. Additional combat air capability

A. L squedrons get supersonic fighter-bamber aircraft (F5A)
(13 aircraft per squadron). (NOTE D)

B, Caampletion of facllities at Hamadan airfield to establish
it as a main operating base. (NOTE C)

C. Construction of minimum essential facilities at Mashed alr-
field to establish 1t as a forward operating base. (NOTE C)

D. Construct aircraft control and warning reder stations at
Hemadan, and Dezful, and provide commuuicatioms system linking all radar
stations. (NOTE C)

NOTES

(A) Subject to approval by U.S. Congress 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 Guchon, airfields at Hamadan
and Mashed; radar stations at Hamadan and Mashed, radar stations at Hamadan
and Dezful, and aircraft control end warming sites are understood to involve
Joint participation by the Governments of Iran end the United States.
Specific contributione to the total requirements for each project to be
made by each participant are to be agreed upon.

(D) Subject to improvement of the operaticnal and maintenance efficiency
of the Imperial Iranian Air Force.

6
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"Le Ministre de ls Cour
Teheran, September 20, 1962

Dear Mr. Ambaseador:

I have the honor to inform you that by command of His Imperial Mejesty
the memorandum addressed to you and bearing the date of September 19, 1962
has His Msjesty's full approval. The text of the memorsndum follows:

"Peheran, September 19, 1962
Memorandum to the American Ambassador

_ This is to confirm the understanding reached orally this morning. The
Five-Year Military Program presented by the Ambassador in hie memorandum
of today's dete 1s hereby agreed.

The military desirsbility of providing three additional tank battalions
is noted and it is understood that comsiderstion may be givem to providing
them in the future should the requisite resources be found from either
Americen or Iranian sources.

It 1s likewise understood that it would be desirsble from s military
point of view to have two radar stations, one between Babolsar and Mashed
and one at Zahedsn if means may be foumd in the future, from whatever
source, to provide them.

Should the internatiocnal situation develop during the five-year period
envisaged by the progrem, in such mammer as to pose threats to Iran not now
foreseen; it is umderstood that the program may be reviewed."

I am commanded to say on His Majesty's behalf that although in the
agreed understanding conteined in the foregoing text, it is stated in the
third paragraph that "it would be desirable from a military point of view
to have two radar stations;, ome between Babolsar and Mashed and cne &t
Zghedan if means may be found in the future, from whatever source, to
provide them", it (is) His Majesty's opinion these radar stations are
necessary from a military poiut of view.

I am etc., ebCocsss

/Signed/Hussein Ala"

T
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MEMORANDUM OF UNDERSTANDING

I. The Imperisl Govermment ¢f Iran and the Govermment of the United
8tates have revieved the following defense cansiderations of their
respective countries:

A. The Mutuel Defense Assiatance Agreement between the two govern-
ments of 23 May 1950, as supplemented by the exchange of notes of April
2k, 1952, and the exchange of notes of July 12 and October 31, 1957.

B. The Agreement of Cooperation between the Govermment of the
hited States of America and the Imperial Govermment of Iran of
March 5, 1959.

C. The Memorandum of Understanding between the Government of the
United States of America and the Imperisl Govermment of Iran of
September 19, 1962, :

D. The exchange of correspondence prior to, and discussione held in
June 196, between His Imperial Ma)esty, the Shahinshah of Iran, and the
Preaident of the United States of Americe, and other officialse of the
Govermment of the United States of America.

II., In the light of these coneiderations, the two Goverrments reaffirm
the concept for the defense of Iran and the force structure for the
Imperial Iranian Armed Forcees set forth in the Memorandum of Understanding
of September 19, 1962. The Governmente also restate their commitments to
carry out thelr respective cbligations undertaken in the memorandum. In
perticular, the United States (overmment will, subject to the availebility
of funds and continued Congressional euthorization, deliver on a grant basis
the remaining equipment, material and services specified in the 1962
memorendum. The Imperial Govermment of Iran will make satisfactory provi-
slon for the effective utilizaticm and operation of all equipment provided
to and within ite military forcee and will limit ite purchases of military
equipment to the requirements of asgreed attainable force objectives. The
Imperial Govermment of Iran also undertakee to assure that its program of
military purchases will not cause undue strain on the nation's foreign ex-

change reserves or Jjeoperdize plans for the pation's ecomomic and social
development.

ITI. In view of the improved financial situation of Iran and the need for
modernizging Iran's military forces on a long-range basis, the two Govern-
mente agree to an sdditicnal program of mutual defemse cooperation for the

—SEGRET-
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period FY 1965-69 as set forth below. It is understood that, except as
specifically modified herein, the new program is subject to those conditions
and obligations undertaken by the two (Govermments in the Memorandum of
Understanding of September 19, 1962.

A. The Govermment of the United States will:

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

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

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

b) provide procurement, contracting and inspection services
to the Imperial Government of Iran for the materisl which Iran desires to
purchase in the United States;

c) provide technical advice and training services to the
Armed Forcee of the Imperial Government of Iran to enhance the effective
instellation, operation and maintenance of the eguipment concerned.

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

a) assure credits within 30 days from the date of signing this
Memorandum of Understanding for the equipment, spares and services enumerated
in paragraph III C;

b) assure credits during U.S. FY 196569 from available private
and govermment financial institutioms or, subject to the availlability of funds,
from funds made available under the Foreign Assistance Act of 196l as amended,
in amounts which, including the credits referred to in paragraph’ III A. 3 a)
do not exceed a totel of $200 million and are comsistent with the foreign
exchange and other limitations contained in IIX C., Negotiations with avall-
able private and govermment financial institutions to obtain such credits will
be conducted by the Imperial Government of Iran in cooperation with the Govern-
ment of the United States. These credits will be repayable on terms which will
allow payments over the ten-year period FY 1965-T4 to be negotiated at the time
of the conclusion of each credit sales program or contract under this agreement
and shell 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.

2
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B, The Imperisl Government of Iran will purchase from 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 programs).

2. Purchases, utilizing sbove credits as necessary, of an esti-
mated value of $200 million (pri.qcipa].ly nev equipment, spares, and related
services). Illustrative list is at Annex B.

C. To implemen: this modernization program, the Imperial Government
of Iran will place orders and the Govermment 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 and
aerospace ground equipment $ 12.0 million

176 M-60A1 tanks with spares 39.0 million

Other related items and services
including packing, inland
transportation, port handling
and ocean transportation to
lran 6.0 million

(TOPAL) $ 57.0 million

Programming 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 Irenian balance 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 Govermment of the United States designates the Chief of the United
States Military Assistance Advisory Group to Iren to meet periodically with
a representative designated by the Imperial Government of Iran to perform the
following functions:

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

3
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B. Develop detailed plans and arrangements for the implementation of
this agreement; '

C. Develop force objectives and determine valid military equipment
and training requirements for the Imperial Govermment of Iran which are
deemed attalnable in future time periods.

v. ‘A renking representative designated by the Imperlial Iranian Govermment
will meet with the United States Ambassador to Iran periodically, but not
less frequently than once a year, to review the progress and execution of
this understanding and its relationship to Iran's economic and social develop-
ment program. This will include a joint assessment of the effect of military
purchases on the Iranian balance of payments and budgetary situation.

Dated: July b, 1964 Dated: July 4, 1964
For the Govermment of the By Commeand of
United States of America His Imperial Majesty

/ / the Shahinshah of Iran
s/ J. Holmes

(H. Ghods-Nakkai)

Minister of Court.

4

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



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

—SEERET

ANNEX 3
Annex A to the Memorandum of Understanding

Additional equipment, supplies and services over and above previous
United States cammitments 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
Congress of annual appropriations requests.

a. 39 - F5 aircraft (13 to replace 1 squadron of RT-33 alrcraft,
and 26 to replace 2 squadrons of F-86 ailrcraft).

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

c. 28 - 8" Howitzers (to increase guns per battery fram 2 to k).
d. 1,000 - Vehicles (to increase mobility).

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

f. 4 - Twin-engine Command-type aircraft (for command and control).

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

h. Additional Civic Action support.

1. Additional communicatlions and electronic equipment.

J. Additional engineer equipment.

k. Additional material-handling equipment.

1. Continued training assistance to ineclude CONUS training,
provision of MITs, technical assistance, and further development of the
in-country military treining capability.

m. Miscellaneous additional military equipment, supplies and
gervices.
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Annex B to the Memorandum of Understanding

INustrative 1list of items to be procured by Iran froam the United

States with 200-m{llion dollar United States credit:

a. U60 - M-60 Al Medium Tankas, including
1.-Kear spare parts and radios (to replace all
M-47 tanks in Iran) .

b. 8 - C-130 aircraft, including aero-
space ground equipment (to replace 2 squadrons
of C-kT aireraft)

e. 163 - M-113 Al Armored Persomnel
Carriers (to increase mobility)

d. 1 - Hawk Battalion of b butteries (in
southern Iran to improve Air Defense capability)

e. 26 - P5 aircraft, including aerospace
ground equimment (to replace 2 squadrons of F-86
aelrcraft)

f. 1,610 - MLOL9 A6 Machineguns (to
increase firepower)

g+ Milscellaneous military ltems
h. Packing, handling, crating and trans-
portation expenses {averages approximately 20

per cent cost of ltems shipped, excluding C-130
aircraft)

6
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Millions of dollars

101

18

35

3.65

200
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ARREX 3
LE MINISTRE DE LA COUR

5th July, 1964

Dear Mr. Ambassador,

Pursuant to my letter of 4th July concerning the signed
Memorandum of Understanding, I have the honour to bring to Your
Excellency's attention that the phrase in the last paragraph of the
above letter "... requirements of the Imperial Iranian Armed Forces
+es " 1B 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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|
| Lth July, 196L.
|
l

Dear Mr, Ambassador, |

The signed Memorandum of Uh&erstanding dated July 4th, is
herewlith encloeed for Your Excellency's attention.

By cammand of His Imperial esty, His Excellency Genersal
Abdnl-Hoseein Hejazi, Chief of the Supreme Commander's Staff ie
hereby designated as the representative of the Imperisl Govermment
af Iran for the implementation of pardgraph IV of the Memorandum.

I am further comsanded to orm you that In future the
raquirements of the Imperial Iranian d Forces will be commumi-
cated by General Hejazl in accordance twith parasgraph IV of the
Memorandum.

With high esteem, I am,

Yours| very slncerely,

/8/ nl Ghods-Nakhai

His Excellency

the Hon. J. C. Holmes,
Ambassador of the United States of America,
Teheran.

8 !
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FORCE GOALS

In Anpex J to 1962 1964

Units Being  JSOP 70  Agreement eement
Where Different
from 1962 Agrut)
Inf Div 7 T 8
Armored Div 1 1
Tank Bn N 7T
Armored Cavalry Bn T T
Composite Artillery B L b
Cambat Engineer Bn h b
Aviation En 1 1
Signal Group 3 3
Speclal Forces Group 1 1
Adrborne Bn 1 2 2
Alr Defense / Tactical 5 8 8
Pighter 38q.

SAM Sg (Bn) 0 2 1
Tactlcal Recce 3g 1 1 1
Tactical Control Sq 1 1
Alr Rescue Sq 1 1
Transport 3¢ (Medium) 1 3 { 3
Transport Sqg (Light) 1 1 E 3 1
Minesweepers 6 6 6
Patrol Craft (PGM) b T [t 7
Petrol Eascort (PF) I b 2
Patrol Craft (SC) 2%

* 2 PF's snd 2 5C'e mre obsoleta.
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ANNEX 6
COST SAVINGS
5-Year Savings
in Millions
ARMY
MAO Al Tanks (Requirement for 276 instead
of 460 tenks. Cost $60.7 instead of $101
million) 40.3
Support for 1 Infantry and 1 Armored Div.,
end Supporting Forces (1 Artillery Bn,
1 Combat Engineer Ba, 1 Tank BEn) 10.
TOTAL $50.6
AIR FORCE
2 F-5 SBquadrone ' 23.0
(Secong Hawk Bn not currently financed
 but estimated to cost $25 million.) -
NAVY
2 Patrol Frigates & 1 PGM 10.3
PCHT COSTS 10.
TOTAL $9L.8

SEECRET—

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

ANNEX 7

SEERET

PARTICIPANTS IN THE MAP REAPPRAISAL STUDIES

The Staff primarily responsible for assisting Mr. Hoopes
witk the studles has comsisted of:

1)
2)
3)
%)
5)
6)
7)

Mr. Peter L. Szanton, OASD/ISA

Lt. Colonel Harry J. Shaw, USA, OASD/ISA
Lt. Colonel Harry D. Latimer, USA, HQ PACOM
Captain Eric W. Pollard, USN, JCS (SACSA)
Colonel Kenneth B. Smith, HQ, USAF

Colonel Fred E. Haynmes, USMC, OASD/ISA

Mr. Robert Murray, OASD/ISA

SECRET—
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~2- 774, November 24, From: Tehran

ANNEX B TO JULY y 1984 W EIG On ANDUM  Or Uwugmu;nNULQG AND STTYLL
CARRIED aS PRICE IN HOOPES REPONT AS LATE A5 AUGUST THIS YA

3. COUNTRY TEAM FEELS STRONGLY THAT UNLESS WE ARE PREPARED

PHGE THREE RUQTAN 363 O triteu ey i _

TO PROVIDE FIRST HAWX BATTALION TO IRAN AT PRICE nEASOWABL v,
AND WE EMPHASIZE REASONABLY, CLOSE TO $21 MILLION FIGURE,

WE CaAN ZXPECT MOST UNFAVORABLE REACTION HERE WITH DELETErIOUS
IMPACT ON OQUR ALREADY SENSITIVE AND STRAINED MILITARY RELATIONC
EASILY PREDICTABLE AS AFTERMATH. GP-4. MEYER
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SHETT/NO FOREIGN DISSEM
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hope that thc 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 nrogram and to improve its terms; to acquire, in
addition to US-supplied cquipment, military items whose use would not be
subject Lo cxlernal restraints and which could be used to deal with regional
contingencies; to direct Iranian attention to an external threat, thereby
mitizating the unpopularity in certain quarters of Iran's costly military
buildup, and dispellingthe impression that this arms buildup may be
designed primarily to strenghten the regime internally.

The Shah's preoccupation with his military establishment is bound
to have a long-range impact on economic development. 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 pgrowth 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.
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On November Y, 1965, Prime Minister Hoveyda asked the Majlis (Assembly)
to authorizc the cxpenditurc of $200,000,000 for rmilitary procurcmenti 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
agpression 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 number 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 Indo-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 ambitions
and where, in fact, the Iranians have alleged widespread Arab subversion. 1In
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 ILts 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
which has successfully capitalized on the Shah's obsessiom 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 combined 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

SECREZANG FOREIGN DISSEM
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and credit sales programs became even clearer to the Shah when Pakistan

requested assistance from Iran. 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 special facilities,
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
items whose use would not be subject to external restraints. 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.

Prospects

The cost of the Shah's preoccupation with his mlilitary 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 1is 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 Shah's
preoccupation with security matters. The Shah does not yet regard the allocation
of resources between the developmental and military sectors as a major problem

~SEERES/NO FOREIGN DISSEM
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and believes, as this decision indicates, that security requirements should
continue to have highest priority. Moreover, he remains confident that Iran

can aflford both a modern military establishment and substantial economic growth,
even though the magnitude of the developmental task 1is 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.
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-2- 258, SEPT 1, FROM TEHRAN

!FORCE LEVFLS - SUGSESTIONS TO REDUCE GOI FORCE LEVELS DO

NOT TAXE INTO ACCOUNT RECENT ACTION BY WHICH US AMD GOI
AGREED TO INCREASE FORCE LEVELS IIF FROM 167,332 TO 172,047
AND APPEAR' TO CLASK WITH STATEMENT CONTAINED IN GENERAL
CONCLUSIONS "THIS PAPER SEES NEITHER INTRINSIC MERIT. NOR
POLITICAL WISDOY IN ATTEMPTING TO RECOMMEND ALTERNATIVE
IRANIAN FORCE LEVELS AT THIS TIME." FURTHERMORE, THESE

SUGGESTIONS DO ™M3T SEEM TO RECOGNIZE SHAH'S DETERMINATION TO

MODERNIZE AND OTYERWISE STRENGTHEN HIS MILITARY FORCES .AND
TO MAINTAIN ARMORED DIVISION AS INSURANCE AGAINST THREAT HE
SEES IN NASSER AND PAN-ARAB ¥OVEMENT. COUNTRY TEaM BELISVES
EFFORTS AT TH4IS TIME TO BRING ABOUT CHANGES DOWNWARD IN
PRESENTLY AGREED FORCE LEVELS, OR TO ALTER PRESENT MEMORANDUM
OF UNDERSTANDING LIKELY TO COMPLICATE "SERIOUSLY PRESENT. US
PROBLEMS IN DEALING WITH SHAH. WE BELIEVE US INTERESTS

ARE BETTER SERVED BY EFFORTS TO MAINTAIN IRANIAN FORCE

STRUCTURE WITHIN BOUNDS PRESENT AGREEMENT.

NAVY PROGRAM - CINCSTRIXE IN FY,&7-71 MAP HAS PROGRAM FOR
27, NOT, RPT NOT, @3 PGM'S FOR-IIN. FIGURES ON PF'S INCORRECT
SINCE ONF 03SOLETE PF HaS BEEN RETIRED.

MAP CEILING - PAPER SHOULD CONTAIN RECOGNITION OF U.S.
DECISION TO DEFER INCREASE IN 5203 MILLION CEILING UNTIL
NEXT ANNUAL REVIEW; THIS INCREASE STEMS FROM $29.8 MILLION
APPROVED 3Y U.S. FOR ADDITIOﬂpL 32-DAY LEVEL WAaR ANMO AND
MUNITIONS,

MAP BEYOND FY &5 - AS FOR FUTURE OF MAP PROGRAM BEYOND FY
69, IT SHOULD BE RECOGNIZED THAT FOR POLITICAL REASONS OR

,JJO INSURE THE MAINTENANCE OF CERTAIN OF OUR FACILITIES AND

PRIVILEGES IN IRAN IT MAY BE NECESSARY TO CONTINUE APPROPRIATE
LEVEL OF GRANT MILITARY ASSISTANCE AS WELL AS MILITARY SALES
CREDIT ON CONCESSIONAL TERMS.

GP_SI









On 4 July, U, 5. 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
+ August 1964 for the FY 1965 increment of $57 million. This
credit will be used for:

176 M60AL1l Tanks - $39 million
4 C-130 Aircraft - 12 million
Miscellaneous Articles
and Services - 6 rnillion
Downgraded at 3 Year Intervals; DoD 14 July 1964

Declaggified after 12 Years.
DoD Directive 5200, 10
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tics negotistors, under Heory Kusa, ere salling U.C. squipment to
tho U.8. balance of payoamie.

in spite of all tae prodlems, we believe the prograa, oa balancg, 3a in
the U.5. intcrests and if the ipstracticns to be pont to theo Edbacty
in Tehersn sre adegquate, the proposed agrogmest would seem to protect
cur poliecy intarests. Ihereforo, we recoammd you oign the sttached
cstorzination. If you wish, you could talk vith M. MHuGeorge Bundy.

Attachzents

cc: Mr. Hal Samders (m:)/
Mr. Capron

Rm. b0 Gudj.
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IIF ESTIMATE OF 188,080 FOR NEW¥ CEILING. AS REcULT OfF STUDY,
THIS FIGURE REDUCED TO 172,003, AND SHAH HAS RELUCTANTLY CO‘QCURRED
IN LOYER FIGURE. IT COULD BE REACHED BY YEARLY INCREMENTS THROUGH

-

PAGE THREE RUQVUA 3 §Eambunfoip PNyt
1969, UWE DO NOT RPT NOT THINK FURTHER PERSONNEL SURVEY NECEsSARY.
ATl ISH/WAAG WILL CONTINUE INSURE CEILING REFLECTS EecENTIAL
RECUIREMENTS. STRESS WILL BE PLACED ON BRINGING ONLY TRAINED
MANPOYER INTO REGULAR FORCES AND ELIMINATION OF UNFIT FROM
PRESENT PERSONNEL.

‘IN CONCLUSION, AS STATED ABOVE AND IN A-59@, WE BELIEVE
CEILING OF 172,888 JUSTIFIED AND NECESSARY AND RECOMMEND ITS

APPROVAL.
GP-3. MEYER











































,ﬂm Page 2, 4-590 from Tehran

The primary factor to be kept in mind is that the present excellent relations
between the United States and Iran, which so importently and directly promote U.S.
foreign amd national security interesta, are due in large part to our succesasful
military assistangs program, Despite Irant's 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 nilitary
program, This remains true, Although the Shah'a determination to strengthen Irantas
position in the Middle East, and his c¢onvietion that he has the resources to do so,
are factors which have placed limitations which did not previously exist upon ocur
influence, In viaw of the ixportance of the military program to our interests
here, we mugt be careiul fo live up to commitnments 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-
tirmation of a milifary aid and sales program, on & scale which is reascnable
and defensible both froa U.S, and Iranian poinis of view.

The Shah has agked for oertain iteza of equipment which can be accommodated
within the $200 million credit of the Memoranduz and for the following equipment
for which additional credit would be neoeasary:

(1) Higher performance aircraft - $40 to $130 million - depending on

whether one or two squadrons were purchased and whether the planes
were F-41s or F-111ts,

(2) Sheridan tanks - (130) - $54.5 million,

(3) A second Hawk Battalion for Bandar Abbas - $22,5 million,

(4) An increase in his war reserve of ammnition from 30 to 60 days -
$29.8 million.

(5) Other smaller items - AC and ¥ altes ACTREOIFIIARLYY N betwesn
Bandar Abbas and Dezful - § 3,3 million; Bull-Pup missiles - quantify
unspeoified,.

Be has also requegted agresment to increase the authorized strength of the Iranian
Armed Forces from 160,000 (per the Mesorandum of Unlerstanding of September 19,
1962) to 172,000,

leaving aside the political considerations involved, ARMISHANAG's military
review approved certain items for inclusion in the §200 million credit, recommended
approvAal of the increased war regerve of ammmition and of the 172,000 personnel
celling, and regommended postponsment of discusaion of higher performance aircraft,
Sheridan tanks, AC and ¥ sites between Bandar Abbas and Dezful, and the second
Hawk battalion, ARMISHAWUAGYS review, however, poinied out the need for indieating
a U,S5, willingness to discuss at some later date Iranien acquisition of these
itema, ARMISH/H&AG recomnended disapproval of the Bull-Pup migsiles at this time,
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Following our initiative,the Prime Minister had the Central Bank prepare
appropriate economic projectionz, The Exbassy~USAID has examinad these pro-
jections and conducted a review of the financial and economic factors involved,
This review conciuded 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 $29.8 million to cover ihe increased
war reserve of ammunition; the total second tranche would then be ££3.1 million
and the $200 million eredit would have to be increased by the 329.8 million.

Our overall review also concluded that a contimuing dialogue with the Shah -
and between the Shah and his economic and financial advisors - will be nescessary
to make him realize the value of caraful economic projections as a ranagenent

tool and to persuade him of the utility of their employment in the examination
of his military nseds,

The Country Team and I, thereforz, regommend

1, That I be authorized to inform the Shanh that

8, We are prepared to assist Iran to obtain an increase in the
$200 million credit to $230 million in order +o accomnodate his
request for an increase in his war reserve of ammmnition to 60
days,

b. We will proceed to help $2 n2gotiate the second {traache credit
in the amount of 89,1 million, wnhich will include the additicnal
war reserve of ammnition. The sscond tranche will also includs
equipment for the Bandar Abbas rader site, GCA facilities, en-
gineering equipment, communications and electrenic equipment,
armored command post vehicles, ard the Caspian patrol crafi,
patrol frigate, radio test equipment and equipmeni for the arma-
ment Department in addition to the other items already specified
in the Memorandum and this equirzent will be delivered on dates,
which we then specify to him,

ce Ve agree to amend the Memorandum ¥ authorize an increase in
the ceiling of the Iranian Armed Forces to 172,000,

d, We do not consider that a military requiremen%f%ggsthe 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 tize,

3, That I be authorized to say that we will be prepared to give sympathetic
congideration to his request for Sheridan tanks and the second Hawk tattalion
during the 1966 annual review,
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4, That I be authorized to tell him that although it ig premature to dis-
cuss the matter now, we d MY 4qquudp a subsequent possibility of Iram%s acgquiring
higher performance airc*a?t/ it 'he”éontimes to consider that Iran needs them, and
wo will keep him informed regarding U.S, developnents in this field.

I S N A SN 3 ST A S I 2 FEE I S N 0 22 T I S A A

Introduction

The July 4, 1964 Memorandum of Understanding betwren Iran and the United
States concerning military assistance and sales provides for an anmusal reviow
between the Ambassador and "a ranking representative deaignited by the Imperial
Iranian Govermment," 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 Irants economic devalopzent and specifically to
the Iranian balance of payments and budgetary situation,

The Shah through ths Iranian military establishment has made known his desire
to underiake the purchase of certain military equirment, sone of whiech only specifies
equipment which can be included within ths $200 million credit of the Nemorandum
and some of which would necessitate additional credit. Subseguently, he invoked
the anmual review procedure. The Shahts request has been carafully reviewsd by
ARMISE/MAAG and recommendations covering iis military aspects forwarded through
military channels, The financial gitvation and outlook have besn reviewad by
the CentralBank amd other Iranian economio officials in cooperation with Eobassy-
USAID officers and I will discuse the policy problems revealed by the economic
projeotions with the Prime Minister this week,

This airgram contains qur analysis of the political, military and economic
factors involved in the review and sets forth ocur recommendations regarding the
position to be taken in the discussions with the Shah,

Polioy Objectives

UsS. policy objectives in Iran and their relation to the U.S, military
asgistance, salee and advisory programe in this country wers set forth in detail
in A-§61, May 28, 1964, The essential poinis of that messsge 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 underiake this review, the Couniry Team and I wish to stress two
clogely related factors in ths current situation:

l, The U.S, now enjoys exoellent relations witan Iran, which ars importantly
and directly reflected in the promotion of U,S, forelgn policy and national
gsecurity objectives, A key coamponent of our good overall relatlons and a sig-
nifioant instrument for influencing the Shah and his military program is our
intimate and highly satisfactory military asscociation., This remains twue, al-
though the Shahts determination to strengthen Iran®s position in the Yiddle East,
and his conviction that he has the resocurces to do so, are faotora which have
Plzoed limitations which did no% 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 commltments made in connsction with it, and we must not show
oursaelves totally negative in the face of mnew requests from the Shah., The wain-
tenance of our position here dependa, in good reasure, on the continuztion of &
military aid and sales program, on & scale which is reasanable &and defensible
both from U.S, and Iranian points of view,

2, Although the Iranian regime has been shaken, to some extent, by the
recent essassinatlon attenpt against the Shah, i% has shown no disposition %o
change its basic policies either internally or in its pro-Western international
orientation, The Shah during recent years has come t0 see Iran &8s less dependant
on foreign support, politically or economically, and he considers that Iran must
have the capability of meeting non-commnist aggression without foreigan help,
if necessary. QCertainly he has become less amenable to foreign advice during
recent years,

These facts of Iranian political life require us to recognize and accommodate
our gonduct to an increasingly independent Iranian posture, if our diplomacy hers
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. I% is, therefore, pertinent to
this analysis to examine how he has approached the first anmual review,

Shahts Position

The factors affecting our relation with Iran - and the Shah - have been
urdergoeing some marked modificatlion, particularly in the last iwo years or so,
as was gpelled out in A-661, In the past year some of those changes have con-
tinued further slong the same lines and some new developments have sharpened
existing tendenoies,

The Shah®s intent to establish a more secure and more independent position
for Iran in the Middle East has become s$till more proncunced. He sees evidence
of extensive instability throughout the area, The Cyprus situation, the con-
tinuation of the Yemeni criais and British problems in Aden apd the Persian Gulf

SOV,
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area have fed the doubts he has reparding the adequacy of existing political-
military arrangements to insure his security and position in the region., Although
the Sheh remains suspicicus of his northern neighbor, the general level of Lis
concern has probably declined, ag Iranian-Soviet relations have continued tranguil
and . additional ties have been established. Irants tasic adherence to CENTO has
not been brought into question tut the Sheh's reservations ebout it have seemed
more pronounced as that organization brushes aside Iranian atiempts to induce
greater militery substance into it and ag CENTO refuses to pay attention to the
Shah's worries regarding Nesser, Those worries seem to have been confirmed and
deepened in tlreShahts wind by ithe demonstrations of Nasserts iniransigence over
the past year, He hss become more determined, as he told Secretary Rusk, to have
Iran in a positicn to handle ettack from any country other than the USSR and he
agsumes that the United States would welcome a situaticn in which it would not
hove to become involved militerily in such a contingency.

The Shab is keenly aware that Iran?s current receipts from end future prospects
for revenues fron her oil resources have improved considerably - and asbove general
expectations, He has become convinoed that, as he has said over and over, he will
be able to borrow £680 miilion over the next ten years after provision for an eight
percent increase in GHP in the fourth develorment plan, This expectstion arp:ars
to be bamsed on an inoomplete financlael enalysis, &g is indicated below in tke
Economic Review Section,

It should be borne in mind, however, thet the financial sitwaticn end tkre
Tuture financial ocutlook have, in fact, significantly improved since the signature
(July 4, 1964) of the Memowrardum, At tkat time, tle Shah accepted the program of
military acquisitions contained in the illugtrative list of tlLe Xemorendum as
the maximum he should acquire, given the economi¢ prospects 8t the time. Hovwever,
he specified %o the Ambassador his desire for additional eguipment, which he felt
should be corsidered if the finasncial situation ard outlook improved, He is, with
considerable resson, convinced that the situation arnd cutlook have improved and
that he can afford more military equiprent without undue sirain on his economy.
Our eccnomic presentation will, hopefully, induce a greater sense of realism
into his anticipations, but we are unlikely to eradicate his belief that he can
now afford more, If we push our regervaticns regarding Irants finencial future
past a certain limit, he will be prone to interpret it, not as &n objective and
helpful presentation, but ags a screen for our unwillingnass to give sympathetic
consideration to his requests, The depth of his convietion that Iran can afford
more military hardware hes been reflected in conversstions with GenerslZckhardts
in having the Prime Minisier call in the Charge to meke the point, in his talk
with Secretary Rusk and in my initial aundience with him,

The Shah's specific interest in certain equipment not included in or
additional to that ligted in the Memorandum was formally commumicated by
memorende from thae Supreme Commandarts Steff to AHHISH]MAAG. It is expected
that the Shek will ask in the review for the following equipment, estimated
valuations added by ARMISH/AMAAG:
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1) Higher performance aireraft - $40 million to $1320 million, devending
on whetber the plane 1s the F-4 or the F-11ll ard whetker one or twe squardrons
are to be acquired. In late April the Shah suggested & squadron of 16 F-1llts,
which would presurably cost in the neighborhocd of 380-290 million, These cusia
would not be & 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 coet of $27.1 million,

2) Sheridan tanks - 130 - $54.5 million,
3) A second Hawk battalion « for the Bandar Abtas area - $22,5 millien,

4) AC and W equipment - for three sites - Bandar Abbas and two gap-filler
gites between Bandar Abbas and Dezful - $4.9 million,

5) Air navigation, communication and electronic and engineering equipzent -
815.,4 million,

6) An increase in the war reserve of emmunition 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 tke magnitude of these requests (a minirum of $175 million) and the
nature of some of the items (F-111%s andSheridan tenks, still in the develcruent
stage) caze as something of an initial shock, This is especizlly true, as the
requests are advanced within the first year following the Jzmorandum, However,
some of the things that probebly relate to the Shah?'s decision to advance these
requests need to te borme in mind, With regard to {the tanks, he has, at the tice
of and since the Nemorandum of Sepiembter, 1562, consistently expressed the desire
for additional tank battalions as scon as he could afford tham, His interest in
and regpect for the Sheridan tank was confirmed during his talk with General Adans
in April, 1964 and he conceives of his tank force as a top-priority elemant in
his prerparations for the defense of South Iran, especially the Khuzistan area,
With regard to the fighter sircraft, he has, of coursce, been long convinced that
he cannot afford to have aireraft inferior in performance to the Soviet-supplied
aircraft of his neighbors, Iraq and Afghanistan - and of Nasser. His preoccupa-
tion with this problem has contimued to sherpen since thoge ccuniries acquired
MIG-21%=, We have succeeded, in pari, in raising substantially his evaluaiion
of thes F-5%3 and he is, in general, pleased with their performance, Their advent
bas not, however, shaken his conviction that he cannot afford to be “outgunned"
in the air by the Arsb countries., He has followed closely press accounts cf
British and Australian "purchase” of the P-1llts and he is apprehensive that
should he fail to get cn tke list soon he will have no prospect of asguiring
this plane for many years, With regard both to the plsnes and the tanks, it
is clear that the Shah is not thinking primarily in terms of his imrzediate needs;
he is leoking forward to the stete of a Nasserite Arab militery posture in the
years ahead and to the dilution he expects in the British military presence and
capabilities in the area, He has beccme increasingly conscicus of the long lead

SN T e




=t ONFED N Page 8, A-590 from Tehran

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 and ke will

be watchful for indications that we also have given some thought to his military
poature in that periocd.

¥ost of the remaining items he associates directly with the immediate state
of his southern defenses., His interest in a level of war reserve ammnition
gufficient 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-dey supply only on the grounds
that wecould afford no more in & MAP grant program. He has reiterated his desires
repeatedly and forcefully in the context of Iranien purchase of the ammunition,
a position which, in his mind, removes the only feasible objection to his request.
The second Hawk battalion (near Bandar.Abbas) and the Aircraft Control and Varning
gites in the lower Gulf area he cansiders integral parts of his military position
on the Gulf, After repeated allusions to the need for destroyers for the Gulf
fleet, he has apparently accepted our arguments that he could tect meet any naval
incursion intc the Gulf with his Air Force, He views the AC and W sites and the
Hawk battalion as improvements necessary to make the Air Defenae Jystem effective
in that area and he wants to equip his fighter planes with Bull-Pup missles for
that purpose, Ee is also not unmindful of a possible U,5. interest in the area
near Bandar Abbas in connection with prepositioning of U.S, equipment.

Military Roview

APMYSH MAAG has conducted a thorough and extensive review of the current
and presently projected military assistance and sales program, of the list of
military equipment requested by Iran, and of Iranian performance of her obliga-
tions under the Memorande of 1962 and 1964,

With regard to the military assistsnce and sales program, as presently
‘understood, ARMISE/MAAG ocncludes that:

1) Iran has satisfactorily performed its obligation to mzintain and utilize
equipment that has been delivered &nd has develored and applied a markedly im-
proved capacity in this regard.

2) The grant aid component is & vital element in the existing military
relationship with Iran: serupulous U.S. adherence to commitoments of grant aid
in the Memoranda have had and will continue to have an important, positive
influence on Irants determination to meet its cozrnitments; and the grant aid
program specified in ‘he 1964 lMemorandum and in the MAP programming supporting
the Memorandum phould, under no oircumstances, be diluted or "slipped,"

ARMISE/MBAG recoumendtions with regard to the $200 million credit-sales
program anc the Iranjan requests for additional equipment were forwarded to
CINCSTRIXE on Pebruary 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 CINCSTRIYE approval. (A copy of
the ARMISHAMAG paper, up-dated to include later information, is enclosure 1),
The paper ineluded ARMISH/EAAG findings on the military Jjustification of the
various items and the following recommendations are based on if:

3) Equipment valued at $8,829,856 has been approved by State-Defense for
inclusion in the $200 million credit (Defemse message 9997, April 29). This
equipment consists of one Patrol Frigate, one Patrol Boat Kit for the Caspian,
equirment for the AC and W gite at Bandar Abbas, the two heavy Ground Control
Approach facilities at Dezful and Hamadan, eighteen Command Post Armored Personnel
Carriers and radio test equipment,

There is a justified military requirement for the following equipzent,
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 Eguipment - $2 million; Production Eguipment for the Arma-
ment Departuent - £1,8 million.

4) The requirement for a 60-day war reserve of ammmnition exists and no
valid military arguments can be advanced against it. The Shsh has insisted on
the need for & 90-day reserve.and is most unlikely tc¢ be convinced that he should
not have at least a §0-day reserve. He is almost certainly aware that we would
be unable o give him any kind of meaningful assurance that the United States
could and would set down in Iran the additional ammmnition in the event he con-
sidered a crisis situation to have arisen. Therefore, we should agree %o pro-
vide this reserve on a phased basis and to assist him to obtain the additional
necegsary credit on & basis similar 4o that of the $§200 million credit,

5) The second tranche of the $200 million credit - expanded o accommodate
the 60-day reserve -~ should be negotiated as early in July, 1965 as possible.
This tranche should smount to £89,076,264 and include the items in Para 3) and 4)
above plus four C-130 aircraft, 75 M-60il tanks, 163 H1134A1 Armored Personnel
Carriers and 1610 M191%A6 }achine CGuns - items specified in the llemorandum, A
recapitulation of the second {tranche with anticipated delivery dates im Enclosure

ARMISH/MAAG has carefully inepected and reviewed the preparations of ITranian
Armed Force (IIF) facilities, the organization of IIF units, the training of
IIF personnel and IIF performance to date in the receipt &nd use of similar
material and considers that the IIF can receive, utilize and maintain this
equipment satisfactorily, Furthermore, the anticipated delivery schedules are
necessary if the JIF is to meet the planned modermization and lnprovement programs
it has worked out %o implement the Memorandum, In the cases of the C-130%a,
the Armored Personnel Carriers (both standard and command post) the machine
guns and the radio test equipment, earliest poasible 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 ARMISHAMAG paper originally had recommended defer-
ral of such discussion until the 1966 annmual 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, AFMISH/MAAG does not recommend that Iranian
acquisition of these items ©te 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 projected development (technical and price) and
deployment of the aircraft (F-4 andiilll) 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,

g% %ﬁd;ncrease in the agreed personnel ceiling of the IIF from 150,030 to
172,0 ?E% authorized, ARMISH/&MAG points out that the IIF on 1 Xarch 1965 met
its commitnent under the September, 1962 lemorandum to reduce the overall military
force of the IF to 160,000 within the three years - and that the increased ceiling
is not a cover-up for failure to meet that commitment, The entire Table of
Organization and Equipzent and Table of Digtribution of the IIF have been care-
fully reviewed and existing units scaled down as much as possible to meet the

need for additional persommel to man the new equipnent 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 requiremen$s, 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 knowledge of the necessary lead time and ability of the
ITI® to train the manpower required for new equipment, the IIF has accepied an
ARMISHAMAG rropesed ceiling of 172,000 military personnel for the IIF, ARMISH/
MAAG concludes that modernization requirements cannot be met with fewer than
172,000 persomnel, Under an IIF proposed Five Year Personnel Plan, the 172,000
ceiling will be achieved within the time frame 1965 - 1969, inclusive, approximately
as follows:

1965 1966 1967 1968 1969
166,239 169,156 170,886 171,900 172,000

oo
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The Ecnnonie Review

1, Strategy

Ag part of the anoual review we gave 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 purposes 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 Iramian Govern-
ment has not kpade 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 regeive 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 hisz military,
econoda developnent and soeial reform programs, Manyd Irants leading econcmaists
who had fought and lost a battle on the same ground in 1962 had left Iran. Those
that remained were mostly in the Central Bank and hen® less strategically placed
than they had been previously in the Plan Organization and the Ministry of Filnance
and were scarred by the battlo they had lost three years earlier.

The requirement in the July 4 Memorandum that an econonic study be done gave
us an opportunity to focus the Shaht's attention on his resources allosation
problem and in so doing to assist his economic advisors in thair efforts to do
the same thing, A9 the CeniralBank has a major share of the economic expsrtise
in the governmment, it was no acecident but certainly helpful that the Prime
Minister turned to the Bank for assisiance in making the projections we had
suggenied. For the first time since 1962 it thereby becams possible to initiate
a dislogus between the Shah and his more able economic advisors on some of the
fundamental questions affeoting the future of the Iranian economy, Already,
therefore, the July 4 Understanding has been instrumental in forcing a degree
of progress in an area of vital imporitance to long-term U.S5. objectives in Iran,

It is essential, however, not to oversiate 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 feot been established, As can be seen from the Shah!s recent
remarks to the Secretary {SECT0 26) and to me (Embtel 204), he remains convinced
that he has adequate financial resources to meet all his objectives in the military,
sconomic and social fields, It will be necessary for us to rurae the situation
along with great care, We will want comstantly to atiempt on one hand to maka the
Shah more clearly aware of the magnitude of the resources required ito achieve nis
economic development and social reform programs., On the other hand we will want
to avoid giving the Shah the impression that ®e are trying to insertour 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 ths additional military
funding being discussed in this first anmal review serves to reduce the dimen-
slons of our economio concerns, and it appears that not before the second annual
(1966) review will we and the Iranians have to face up to major economic questions
related to the Shah's request for new and expensive military equipment. We,
thersfore, have at least another year of time in which %o attempt tc foous the
attention of the Shah on the economic side of his problem,

2, The Central Bank®s Figures

The Central Bankt!s projections, as was reported in Embtel 1113, conasist of
17 detailed tables which were handed to us by Govamrmor 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 economie
agencies of the GOI, Subsequently, the MinEers of Agriculture and of Economy
and the Wanaging Direetor of the Plan Orgenization were given copies by the
Central Bank,

0f the 17 tables, 11 are sirictly germene to the requirements of the July 4
Memorandum, and these 1l are in Enclosure 3, Our comments on these projections
a®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 matiers must be decided by the government and that the Ceéntral
Bank's 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 diascussion of the poliey implications of their projections,
After receiving and studying them, however, Embassy and USAID officers had one
long meeting with the Bank%s econcumists to clarify some of the figures in the
tables, We noted the absence in ths tables of certain figures, notably debt
repayment figures for the Ministry of War, We, therefore, returned o Sovernor
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 oourse of trying to meet our request, He gave us the additional
figures on May 5, and we have adjusted the enclosed tebles to inelude the addi-
tional information,

The principal policy question which arises from the projections derives from
the faot that they show & sizable shortfall in budgetary resources required to
meet the targets for public sector investment. The projeotions are silent with
respect to the source of private saving to fimnee the private sectorts investment.
It is total investment, of course, which must be geared to meet growth-rate goals
for the eoonomy as a whole, On the other hand, the balanece of payments projections
are unrelated to the meoro-economic projections, They do not contain any assump-
tions with respect to the btudgetary shorifall or the possible effects of filling
the gap on Iranls balance of payments.
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As can be seen from Table 10, the defieit (gap) in the capital budget will,
according to the Central Benk!s projections rise from 21,6 billion rials {$283
million) next year %o a level of 40-48 billion rials {$533-640 million) anmally
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 economie growth models, any indicated deficit in
available resgurces flows direetly from the underlying essumptions of the mecdel.
An evaluation of these assunpiions is not relevant here since the object of the
exercige this year is almost entirely to get the GOI to focus on the issue of
rescurces allocation, In a gimilar manner, no useful purpose is served in dis-
cussing in this airgram petential measures for closing the indigated gap in
budgetary resources, It is sufficient for our purposes at this time that the
exercise was undertzken, Ve now hava a vehicle for further discussions with the

GOI and for promoting a dialogue between the economic and military components
of the GOI,

With respeet to the Balance of Peyments projection, a similar situation pre-
vails, ¥hile these projecitions are deficient in the sense that they were dexved
independently of the resource requirements projected in the macro-economic model,
they still serve %o point up certain issues and problems that are amenable to
policy measures,

It wlll be recalled that the foreign exchange projectiong attached toi-gél
of May 28,1964 showed the possitility of a sizable drawdown of Iranta officinl
reserves over the years beginning in 1345 (1966). An important factor in reach-
ing this conclusion was the agssuzption that Plan Organization imports would have
to be greatly increased in order to meet the goals of the development program.
The Ceniral Bank's attached projections show an increase in Plan iamporis sube-
stantially below our projections of a year ago, and apparently no effort has

been made o relate Plan imports to the required level of the development pro-
gram 8s indicated in Table 1,

It follows from these projections that if Plan imports have to be increased
at a greater rate than that shown in the projections, so tmst foreigm loen
drawings if Iran's reserve position is net %o deteriorate toec far. Such an
increase in foreign loan drawings would also assist in closing the gap in
budgetary resources for the development program,

Iran cen afford to borrow substantial additional funds from foreign sources
in order to obiain the resocurces required for its developrental goals. The
Central Bank's projections envisege borrowing ai least $150 m%llion per year for
this purpose. A recent IBXD repori on the Iranian economic aztuation,_da?ed
March 30, 1965, states that, even iaking into consideration the $200 million
U.S.-guaranteed militery sales credit, if Iran should borrow_an.additiogal $200
million per year for the next three years, the service on exzs?lng fore1g§ debt
as a percentage of estimate future gross foreign exchange Teceipts will rise
to a peak of only 14 per cent in 1970, It is possible that the IBRD*s figure

LONFIORRGLAL,
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of $200 nillion as compared with the Central Bank's $150 millien is releted to

& more favorable coutlook on the terms of future loans than ia held in the Central
Bank, But the conclusion is, in any case, inescapable that Iran can borrow more
without real damage to her eredit rating,

In his recent converzationswith the Secretary and with me, the Shah haa
referred to his ability $o borrow en additional $680 million even after the
establishment and maintenance of the projected growth rates (6% to 1968, &%
thereafter), We have had some difficukty determining where he got that [igzure.

In answer %o our inquries, Governor Samii stated that it ia the difference be-
tween the projected foreigm borrowings shown in Table 11 and the ftotal of at least
$150 millinon 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, alter taking into conaidaration the $200 million U.S.-guaranteed military
gales credit, this ¢olumn adds up to only 30.9 billion rizls or $412 million,
Moraover, the figures, in this coluun represent amounts of additional foreign
borrowing which are, iﬁfview of the Central Bank, desirable in order fo atiain
the desired growth rates, and even after such additional borrowing, the Central
Bank figures show a budgetary gap in $erms of rescurces required for the develop-
ment progran,

The essential thing in this discussion is not the figure of additional
borrowing which Iran might be able to afford, The key question is what the
foreign loang are spent on, If the government intends to attempt to olose a
substantial portion of its budgetary gap with foreipgn loans in orxder 1o try to
achieve its growth-razte goals, it #ill have {0 reserve for its development pro-
gram the preponderant portion of its foreign borrowings. This is a key poing
which we will be making in future discussions with the Shah and his advisors,
in addition %c¢ ettempting to clarify and, if necessary, to correct thae Shah!s
fisures,

Asg far as the immadiata policy questions are concermed, Irants financial
ability to proceed with & second tranche of the $200 nillion credit and to under-
. %ake an additional debt burden of £29.8 million $o build up additional war re-
serves of ammnition cannot be questioned,

3. Findinegs of the Fconomic Reviaw

A, As it is not cleer whether or how the GOI intends to fill the gap
in its budgetery rescurces or that the GOI has siven the matter mueh thougnt,
we believe it necessary to probe further in tiis area, A key relsted question,
which must be put to the policy level of tle government, is what effect measures
to close the gap will have on Iran’s balance of payments. I will soon be dis-
cussing these points with the Prire Minister esrd, on his return, with the Ehah
and shall keep the Depertment informed as the discussion proceeds.

Bs As these discussions proceed, we will heve {0 keep in mind two

faetors in {the situation as they effeet the relationship between Iran's economie
situation ard the Shah's request for additional military equipment., These are:

_ COuELmRre
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(8) Iran is creditworthy. In the words of the above-mentioned
IBHD report on Iran's economy: "Because of the rapid increase in oil revenues
ard because of the limited drawirgs on foreign sources and the considerable
repayrents in recent years, Irants creditworthiness rermains unquestionable,”
In the face of & report such as this, which the Shah snd his edvisors have
read, it is imposeible for us teo guestion Iren's ability to borrow more from
abroad, All we can do is to ask guestions concerning the effect of Irants
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 iaske resources from the economio development
yrogram, It would be most difficult for us to digsuade him from this course;
apart from economic considerations of resource allccation, there may be non-
econonlic reasons for concurring with the Shah'e reguests, Hopefully, we can
utilize the ammual reviews to get him to foous on the relstionship of eny militaxy
build-up to his economic programs and through this and other aspects of the re-
view affect the timirg and dirension of hia militery acquisitiona, To enable
us to exert s contiruing influence in getting him tc focus on the economic
fagter in his military program wa will require a oontinued relaticnship with
the Shah, sufficiently close f{o permit a useful dielogue - and, for our efforts
to sueceed, the Shah will have 1o establigh and maintain a corresponding dia-
logue with his economic advisers,

C. The financial sitwation permits our proceeding with an amendment
to the July 4 1964 Memorandum of Understanding which would increase the 3200
millicn credit by 8§70 million to esccormmodate the Sneh's request for an increase
in his war reserve of emmunition to 60 days,

D, The financiel situation also permits our procesding with a second
tranche in the amount of $89.1 millien,

Conclusions

The analyses and review set forih in the sections above lead the Country
Team to the following conolusicns:

1, The only request for additional equipment - above the $200 million
¢redit -- which is judged valid on military grounds is the increase in the war
reserve of ammmnition from 30 4o 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 n matter of considerable
urgency thet we negotiete the second tranche of 89,076,264 without delay and
the economic review indiecates 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 witlkin fie $200 million credit, comrunicaticns and electronio eguipment,
engineering equipment, and production equipment for the Armament Deparizeut -
estimated valuation $17 million -~ can also be specified as falling within the
credit,

4. Our commitment of grant MAP aid, specified in the July 4, 1964 Memorandum
and suvsequently programmed, should be serupulously met. ZEven though Irants
own purchases of military equipment may rise, grant aid is a unique and key
elerent in preserving the existing and valuable military and politieal relation-
ship we enjoy with Iran,

5. An increase in the IIF persomnel ceiling to a level necessary to man
the additional eguipment contained in the Memorandunm was ircplieit 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 jtems on the Shahts list should be
postponed, This postponement will bedifficult for theShash tc accept arnd 1t 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 8t least some of these
items at some future date subject to certain provisos (satisfactcry Iraniesn
progress in absorbing currently scheduled equipment, reservaticns regarding
availability of the equipment, ard the results of later economic reviews).

T« The anmual review procedure has already induced the Shah and the Govern-
ment of Iren to make an improvement in its management teclmiques -~ by having
the problem of military accuisitions raised in the context of relatively long-
term and overall resource &vailabilities, This procedure has begun the intro-
duction of GOI financiel authorities into the decision-making process regarding
military equipment and, for the Shzh and the GOI, has sharpened the definition
of the policy problems related to long-term resource allccation,

8. There still remains the task of persuading the Shah that this review

procedure provides him with a veluable management tool and that only by using

it can he be really aware of clearly defined altermatives available to hinm,

This will, of necessity, involve a gradual proceas and an attempt to force the
pace too rapidly would run subgiantial 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 contimuing dialogue we hope to establish with him
conesrning application of ocompetent economic analysie to his decisions regarding
future acquisitions of military equipment. One objlective of our talks with him
will be to establish and meintain a correspomnding dialogue between him and his
economic advisers,
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9. Sinece the inoreeses 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 naxt yearts anmial review,
we need not at this point raise any fundamental political question about the
size of the Shahls 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 hardmare that his country can afford, It
is entirely conceivable that at some time in the future we may have %o decline,
on political grounds, to go along with acquisitions that are both militarily
gound end economically feasible,

Recommendations

The Country Team end I recommend:
l, That I be authorized to inform the Shah that

@, Ve are prepared to agsist Iran to obtain an inereaee in the 3200
million credit to $230 million in order t» accormnodate his request for an in-
crease 1n his war reserve of ammunition to 60 days.

b, We will proceed to help to negotiate the second tranche oredit in
the amount of $89,1 million to include the ecuipment listed in Enclosure 2 and
this equipzent will be delivered on dates which we then specify to him,

C, We agree fo amend the Memorandum to authorize an increase in the
personnel ceiling of the Iranian Armed Forces to 172,000,

d, We do not consider that a valid nilitary requirement exists for
the Bull-Pup missile,

2, That we be provided all available considerations which justify our
reluctance fo discuss at this time Iranian acquisition of higher performance
aircraft, Sheridan tenks and a second Hawk battalion,

%« That I be authorized to say that we will be prepared to give sympathetic
consideration to his request for Sheridan fanks and the second Hawk battalion
during the 1966 annual review,

4. That I be avthorized to tell him that elthough it is premature to dis-
cugs the matter now, we do not exclude a subsequent possibility of Iran's acquiring
higher performance aircraft of soms type, if he continues to consider that Iran
needs them, snd we will keep him informed regarding U.S, developments in this
field,

EE .',.
. Sy '..i”.:‘ﬁ.

Armin H, Meyer
American Ambassador
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A<590 from ‘Tehran

20 February 1965
(Revised 6 ay 1965)

ARMISH/IAAG 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 GCI
during the first annual review of the 4 July 1964 izmorandum of Understanding,

a, High Performance Interceuntior Lircraft.

(1) There is a requirement for a MACH 2 all-weather
interceptor.

(2) There is considerable doubti concerning the Caﬂabllltf
of the TIAF to maintzin such a2 weapons system within the time frame of the
4 July lemorandun of Understandinz, There is elready slipprage in the presently
anproved AC&Y program, Iawk program and F=5 program.

(3) Some electronic gear could te eliminated, However, the
airborne radar necessary for en elleweather intercept capability :iust be re=
tained, This type of equipment is notoriously difficult to maintain, At the
present time the IIAF is not able to adequately maintain the re‘au1Vc1y gimrle
radar ranging system of the A=4 Fire Control System in the F=C

(4) The cost of each interceptor sguadron based on the evail=-
able F=4C price inclusive of concurrent spares and AGE uoald be approximately
241,25 million or an increase of 530 million over one F=5 squadron. This does
not include the cost of rzdar guided air=to=air missiles algo reguired,

(5) The Shah is interested in the F=111 rather than the F-4C.
Costs, availability date and whether the F=11ll will becone operational zre not
known at this time. If the F-111 becomes avallab’e a substantial increase in
cost over the F=4C can be expected,

(6) Letter of Intent to Purchase and delivery schedule for
the two (2) squadrons of F-5s have not been approved by the GOI. Information
as to the latest date that Letter of intent to Purchase can be submitfed 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 llemorandum 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 gziven to replacing the two (2)
squadrons of F=5s for one (1) squadron of modern interceptor aircraft.

GG AT —
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RECOTEDATICH: That the consideration of thies item be deferred to the second
annual review,
b. Srecond Hawk Souadron (battzlion),.

- (1) A requirement for a second Hawk Squadron (battalion) is
recognized.

(2) However, imposition of additional requirement for trainable
elecironic end mechanic personnel will jecpardize currently apnroved prograns
to prepare the IIsF to accept additional F=5 aircraft, C=130% aircraft, the
AC&T systen snd the first Hawk Squadron (baitalion).

(3) Inzufficient capability currentiy exisis for the IIAT 1o
man new bases being activated in the necar future,

(4) The cost of the second Hawk Squadron (bettalion) is estimated
at 822.% million which dezs not include costs for GSU support material ani equip-
ment or annuzl recurring costs.

BECUIXEDATION: Thit the United States indicate a willinmm
sympathetic consideration during the 1965 annual review shou
review reflect an adenuately favorable econonic outlooi; =@ cally subject

to a favorable outlook in the 1986 economic portions of thi review, satisfactoryr

progress wiih the first Hawk unit progrsn, and agreement upon price andi evailability.

to give this it
d the 19355 econoxzic
i1

ce Feavy 004 Faciliting,

(1) A requirement for heavy GC4 facilities is recosnized.

(2) Shahrothi and Vahdati air bases can be expected o operate
under hizh density air traffic which will exceed the operating capavility of
the Al/TFi=12 GCA sets provided under the LA prosran,

{2) The one (1) AN/TPUI=12 losated at Vahdati and one (1) MAP

programzaed for Shahroxhi are considered adequate to meet GCA requirements at
Mashed and Shiraz,

(4) The cost of the GCA facilities is estimated at 3500 thousanid
per copy or a total of $1.2 million.

RECCIOZNDATTIGT: That the heavy GCA facilities be favorably considered.

d., AC&T System = Southern Tran.

(1) A reguirement for an A4C&7 systenm for Southern Iran is
recognized. This item is consistent with the USSTRICQO.L ACST survey for Iran,

(2} Site survey has been approved under AP for this item.
Vashington approval hes been obtained for the purchase of tne eqaivmens by
Iran subject to the availability of credits under the 3200 million credit
grrangeienta

CON _
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(3) Gap-filler radars,additionally, have been recently introduced
es a requirement by the Shah, The survey for gap-filler requiremenis was included
in the approved MAP site survey program,

(4) The following costs are estimatad for this projeot:

ACAF squipment - Bandar Abbas $1.64 million
ACLW equipment - gap-fillers 3,28 million
Total : $4,92 million

Construotion by the IIF of facilities,
instellation and check-out of equip-
ment and training of personnel

($hree sites) $12.60 million (50% rial
equiv, )
Total $17.52 million

RECQLDENJATIONS: That: (a) The purchase of the AC&W equipment and construction
of facilities at Bandar Abbas including coommunications tie-in be favorably
considered.

(b} The gap~filler requirements be deferred until success-
ful accomplishment of the initial ingtallation,

e, Air-to-Surface Missile System,

(1) A requirement for an air-to-surface missile system is not
recognized,

(2) There is en operational air-to-surface missile (AGM-12B with
250 pound conventional warhead) compatible with the F-5 aircraft in the USAF
inventory. The F-5g programmed for Iran, although wired for the installation of
the guldance system, do not include the gnidance system designed for these missiles.

(3) Employment of in-country available 2,75 and 5,00 inch rockets
or conventional bomba is capabile of satisfying the expecied needs of the IIAF,

(4) Cost of the AGM-128 missile is approximately $9000 per copye.
Coat of the gystem plus installation charges for the F-5s programned are not lkmown,
Cost of the misaile inventory required for WHM is estimated at $900 {thousend,

RECOMMENDATION: That an air-to-surface migsile system not be favorably considered
for Iran at this time,

f. Armored Reconnmissance Vehiclas,

(1; A requirement for a suitable armored reconnaissance vehicle
for the seven (7) armored cavalry batialions (126 vehicles plus 4 for training
purposes )} is recognized, -
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(2) The seven cavalry battalions are now eguioped with the M-47
medium tank {49 tons) which lacks the mobility and operating mnge Teguired 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 iz not scheduled for issue %o U.S. forces
until approximately FY 1968, Part of its effectiveness is based on a Shillelagh
missile system as the wmain armament which may not be compatible with the avail-
ability of trmsinable IIGF personnel to man such vehisles,

(4) The M-47 tank is still a good tank, It is considered adequate
for the armored cavalry battslions pending availability of a suitable replacement.
Sufficient ammnition and parts are available, Substantial 90 mm armmition,
now on hand, will becone exceas to Irants needs when the M-47 tank is phased out,

(5) PFor planning purposzs, the cost of the Sheridan {ank has been
established at $419 thousand per copy (probably includes subsiantial R&D charges)
inclusive of 546 thousand CSP or a totalcost for planning purposes for 130 {anks
of 354.5 million, A more realistic cost of this item cen be determined later
upon production,

HECONEITDATION: That the United States indicate a willingness to give this item
sympathetic consideration during the 1966 annual review should the 1966 econonic
review reflect an adegquately favorable sconcmic outlook; specifically subject to
a favorable outlook in the 1966 economic poriions of the review, satisfacfory
progress with the M-60 {ank program, and agreement upon price and availability,

g« Militarvy Vehlcles,

(1) A requirement for additional vehicles to fill TOSE authoriza-
tions ig recognized,

(2) A study is underway to determine the shortfall in wehicles
based on TO&Es prepared and under preparation, vehiglea on hand and vehicles
to be delivered under the 19 September 1962 and 4 July 1964 Memorandum of
Understanding,

(3) The study %o date indicates that factors in sddition to fund-
ing availability will significantly govern the increase of vehicles in IIF
inventories over planmed deliveries under MAP, These factors irclude but are
not limited %o:

(a) Expeoted inability of the IIF to provide and irain the
additional drivers in the foreseeable future,

(b) Limitations within the IIF to properly assimilate and
meintain the vehicles on hand and those being delivered under MAP.

——-CONEIDRIT AL~
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(o) 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 wehicles required to f£111 all TC4=s and estimated
costs will not be known pending completion of the ongoing TO&Z progrem.

RECCMMENDATION: That consideration to purchase additional vehicles under MAS
be deferred to the second annual review,

he ¥-577 Armored Cormmand Post Vehicles,

(1) A requirement for 16 of these itemsis recognized.

(2) The greatly increased operating range and cross-couniry capability
of the M-50Al tank and M-113 armored personnel carrier make it essential that the
command and control elements of these units have an equal wobility and operating
range.

(3) The M-577 meats the forsgoing requirement.

(4) Cost of the eighieen (18) M-577s 13 estimated at $40 thousand
per copy (includes CSP) or a total of $720 thousand,

EECCTENDATION: That the requirement for 18 M-577 Command Post Vehicles be
favorably considered,

i, Commnications and Electronics Equipment,

(1) & requirement for additional commumications and electronie
(CAE) equipment is recognized,

(2) "Additonal commmications and electrenic equipment” is in-
cluded as a commitment item under Annex A,

(3) $14.75 million in C&Z equipment has been provided to data
under MAP, $7.5 million i3 currently programzmed through FY 1970, YAP cannot
support edditional requirements,

(4) The coat to provide the additional requirements for the
tactical forces is estimated at £4.3 million and fixed Ci&&E facility projects
at $9,9 million or a total estimated cost of $14.2 million,

RECCMENDATION: That equipment to meet the communications and electronic require-
ments of the IIF &3 later refined be favorabdbly comsidered in the first enmal
review, subject to the avdlability of forelgn exchange,

—SONER R,
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Je Additional Engineer Egquipmant,

(1) A requirement for additional engineer equipment is
Tocognized,

(2) Although "additional engineer equipment" is included as a
comnitment item under Amnex A, MAP cellings are not sufficient to cover total
modernization requirements.

(3) Sufficient englneer equipment is included in the Py 1965-
1970 MA Program to elimlnate all eritical existinz shortages and to replace
obsolete equipment.

(4) A shortfall exists primarily in providing the engineer equip-
ment generated with the activation of tho 8th Armored Divisgion,

(5) The cost of the additional egquipment is estimated at
$2 million,

RECOMENNATION: That the requirement for additional engineer equipmant be
favorably considered in the first anmual reviews, subject to the availability
of foreign exchange,

k. BSecond Securiiy Battelion - IIN,

(1) A requirement for a second security battalion in the IIN
is not recognized,

(2) fThe second battalion has besan proposed to provide security
guards for the Bandar Abbas bage and agsociatad facilities,.

(3) The requirement for security of Navy installations under the
current five year plan inclusive of Bandar Atbas can be met by increasing the
strength of the present battalion {760 personrsl) to a planned strengin 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 anmum.

BRECRMERDATION: That a second security batfalion not be faverably considered,

1, Patrol Boatgs.

(1) A requirement for a patrolling capability in the Caspian
Sea is recognized,
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(2) Present planning provides for one PG (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 USH,

(3) Upon successftl assembly of the prefabricated sections
at the Caapian and successful test operations bty the IIN, it is planned to
furnish two (2) additional patrol boats under MAP.

(4) The cost of the patrol boat to be purchased is estimated
at $550 thousand,

RECQUVENDATICN: fThat the purchase of ome (1) patrol boat be favorably considered,

me Production Equipment for the Armameni Department,

(1) A requirement for increasing the production capability of
theArmament Depertment 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 maintein WRM additional mamifacturing 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,

RECCADENDATION: That equipment to increase the production capacity of the
Armament Department to required levels be favorably considered in the first
anmusl review, subject to the availability of foreign exchange,

n. §0-day Var Reserve Materisl (WEi).

(1) The requirement for an additional 30C-day War Reserve over
the present 30-day MAP committed War Heserve 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 elimineted prior io reoceipt 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 custedian personnel and an increased security

capability,.

ONFEEELL.
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(4) The cost of the 30-day increase exclusive of in-country
produced items is estimsted belows:

Ground Force and Log-

istical Command $21,059,000
Air Porce 8,464,248
Navy 09,000
Total $29,832,248

FECCIOENDATION That this item be favorably considered during the first
anmial review for phased delivery in FY 1966-1969 subject to availability of
required facilities, eguipment, ordnance personnel and the availability of
foreign exchange,

o0, Personnel Reauirements,

(1) Tho September 1962 Memorandum of Understanding established
tke mutually agreed ceiling as 160,000 military personnel in the IIF, the
goal to be reached not later than September 1965, Accordingly, total military
rersonnel have been reduced from about 200,000 to 162,471 as of 21 Decemver
1964, and the Chief, SCS is being asked to agree to a program to meet the
160,000 ceiling commitmentprior to mny negotiations on & new ceiling, In
addition, there are 7,500 IIF personnel on duty with other ministries and
agencies and acting ag Officerst orderlies, The Chief, SC5 hag agreed to
have thoge 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 reguire 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 persomnnel were generated
speoifically by the additional airborne battalion, the increased size of the
new Armored Division &s ccmpared to the previous light infantry division, the
sugmentation of artillery units, the necessary creatiomn of a Southern Area
Commarnd to provide decentralized command and ocntrol in that important sector,
the Hawk Squadron (tattalion), expansion of the eir defense system, a special
air mission squadron 4o handle additional command liaison aircraft, two more
patrol frigates for the Persian Gulf arnd three patrol craft for the Caspian
Sea, increasing the size of the naval security battalion in the Persian Gulf
because of added eecurity reguirements,and a reascnable build-up of logistiocal
elements to provide support for this additional equipment and personnel,

CONETLRNF,
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(4) ARMISH/MAAG unilateral studies based on the introduction
of new organizations im the IIF or augmentation to existing elements set
forth in paragraph {3) above, bave indicated thet the ceiling should be in-
creased from 160,000 to 172,000 fo provide the regquired 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 1957 (1346), 1,114 in 1963 (1347),

0 in 1969 {1343), The requirements in the first years are the zreatest
becauge of the lead time required to train the personnel before the arrzval
of the equipznent based on anticipated delivery achedules,

{5) IIF unilateral studies have indicated additional require-
ments which we believe fall in the nice 1o have but not absolataly necessary
category, Additionally, the IIF has great difficulty in obtaining gualified
officera and NCOs as illustrated by the fact that even under the present
ceiling, the IIF is short 2,000 officers and 20,300 lICOs, The KCO shortages
are filed by conascripts who hinder rather than help in the modernization
process,

(6) The in-count=y peraonnel cost over the present authorized
ceiling of the IIF for the 1344 of 6,239 is estimatod at $839 per person or
$5.5 million,

FECOMEIDATIONS: (a) That the U.S. nogotiating position be that 12,000
additional spaces can be Jjustified over the next five years with 6, 239
rilitary spaces to be added in 1965 (1344).

(b) That these spaces be filled only be qualified officers
and NCOs and that the requirement for conscripis be reduced accordingly.

(¢) That the matter of persomnel requirerenta be included
in esch of the anmal reviews required by the 4 July 1964 Memorandum of
Understanding and the yearly ceiling edjusted in accordance with demonstrated
ability of the IIF %5 procure and train additional qualified officers and
HCN3 and the actual needs of the services.

2. Estimated known costs of the foregoing items, recommended for con-
gideration and reconnended to be deferred separately, keyed to the foregoing
paragraph numbers, are recapitulated below:

Recommended for Consideration
Turing First Annual Review

Total In-countxy Rial
Foreim Ixchange Costs (indollars)

¢, 2 Heavy GCA Faoilities $ 1,200,000
d. AC&W System - Southern Iran 1,640,900 $ 4,200,000

he M~577 Armored (ommand
Post Vehicles 720,000

i, Additional Commumnications
and Electroniecs Equipment :
(Tactical) 3,800,000

SONEEREN s
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Total In~Country Rial
Poreizn Exchangs Costs (in dollarg)

Commmnications and
Blectronies Equipment
(Fized FacilityProjects)  $ 9,400,000

Je Additional Engineer

Equirment 2,000,000
ke Personnel Augmentation
of IIN Security Battalion 669,000
1, PGM Kit (Caspian) 550,000
m, Production Equipment for
the Armament Depariment 1,800,000
n, 60-day War Reserve :
¥aterial (WEM) 29,832,248
0., Personnel Costs
(Ceiling Increase) 5,500,000 (1344
FY65)
Total 0,942,248 10,359,000

Recommended for Deferral
to Second Anmal Reviaw

a, High Pexrformanca Aircraft

{One Squadron) $41,250,000
b, Second Hawk Squadron ’

(battalion) 22,500,900
d, ACLW System - Gap=fillers

Southern Iran 7,480,000 $4,200,000
e, Alr-to-Surface Missile

System {missiles only) 900,000
f, Armored Reconnaissance

Vehioles 54,500,000
g« Military Vehicles Unknown

TOTAL $126,630,000 $4,200,000

Potal Estimated Known Cost
of all Foregoing Items 8177,572,248 12 00

LCBEEENTIL,
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$200 MILLION CREDIT ARRANGEMERT STATUS

6 May 1965

Total Credit Arrangement

Line
HO.

1,
2,

3

4o
5,
6o

To

8.

e
10,
11,
12,
13,
14,
15.
16,
17.
18,
19,

20.

21,
22,

23,

176 ¥-6041 Tanks with 4 Pank Trensporisrs

4 C-1305 Aircraft

M-60A1 Tank Ammo, Tools and Treining Devices
M-50A1 Tank Ammo, Tools and Training Devices
M-60CA1 TankTools

Totlal First Package

Actions Pending

4 ¢=130E Ajroraft

163 AFCs

1610 N-191%46 1Gs

Redio Test Equiprent

284 L-6041 Tanks

1 Patrol Frigate

1 Hawk Squadron (hattalion)
1 P@! (Patrol Boat)

26 F=-5 Alreraft

AC&TY System -~ Bandar Abbas
2 Hesvy GCA Radars

18 APC (Command Post)

Additional Communications and
Electronic Equipment (Tactical)

Communications end Electronics
Equipment (Fixed Fecility Projects)

Additional Engineering Equipment
Production Equipment for the
Arnament Department

Total Actions Pending

Total List within the $200 Million Credit

Page

Not ineluded within the $200 million credit and

necessitating additional credit: Increase to 60 days

War HReserve of Ammunition
-GN

of Enclosure No, 1
A-590 from Tehran

$200,000,000

$ 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

$ 29,832,248
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Country Team Ccrrments on Central Bank Projections

1. General Corment

In almost every case, there is no statistical basis for the figures given in
the base years, To the extent btase figures are incorrectly estimated, all figures
which follow from them are inzccurate.

2. Table 1

a. The assumptions of Teble 1 include a GNP growth rate of 6 per cent for
the remainder of the Third Plan (%o March, 1942) and =f 3 per cent for the Fourth
Plan, The assumed rate for the Third rlan represents the announced goal for the
plan., The assumed rate for the Fourth Plan is cne the Central Bankers would like
to see as a policy gozl,

b, The assumption of a 2.5 per cent per year growth in population may be
slightly low. .

c. A capital~cutput ratic (the ratio of new fixed investment to the additional
product it produces) of 3.5 to 1 appears reasonabtle tut may also be somewhat low,
It should be ncted thet the previously used ratio, in Third Plan documents, was
3 to 1, but in the light of subsequent experience a hizher ratio appears more
reasonable to the same econonists who devised the Third Plan,

d. The amount of total fixed investment given in Teble 1 is that required’
to maintain the desired growth rates of GliP, The stariing GIP figure (383.2
billion rials for 1343) is in the upper range of current estimates,

e. The division of total fixed invesiment between public and private is on
the same basis as in the original Third Plan Cutline, namely 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 rortion that has been and may in the future have to
be borne by the public sector if the projected growih rates are to be achieved.

3, Tables 2 = 9

a. The assumptions concerning the revenue figures in Table 2 all seen
reasonable to us with the possible excevtion of 7il revernues which are discussed
below. The starting points for most of the revenue fizures are the estimates in
the 1344 budget, and, again with the possible exception of o0il, those estimates
appear reasonable,

b, The oil revenue estimeies in Talles 3, 4 and 5 are again "best judgments"

of the Central Bank., Income from the Consortium is expected to increase annuslly
by 10 per cent in 1344-47, by 9 per cent in 1348-9Q and by 7.5 per cent in 1350-3,

CONFIDZNT Trl-
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The Central Bankt!s figpures are therefore sorievhat lower in the later years then
estimates earlier provided to Acbassader Holmes oy the Prime iHniater which
showed a steady 10 per cent annual] increzse thrcughcut the neriod under review,
The Central Bankt!s projections ray, however, be more realisfic as other sources
of supply than Tran may become available or te tadred far more within the next
Tew years, The Central Zankls fi:uregs on inccme from comnanies other than the
Consortium do not include future denuses, which we exvect will be paid, They
dc, however, suggest a simificenily hizsher rate of inerease in offtake fron
ron=Consortiun fields than we have seen projecteil elsewnere, On balance, there-
Tore, the Cerntral Bankls nil revenus projections annear to be well within the
range of possibility.

c. The division of ¢il revenues beiveen the rlan and the Treasury ig projected
by the Central Banx on the basis that the Plan will receive five per cent more of
the total each year wntil it receives 1CC per cent. This projection acain reflects
the hopes of the Bank's eccncmiste.

d. The vrojections of receirts from foreign lcans to Iran given in Table 6
are based on the esvirates given irn Tatle 11 which in tu™ are based on recent
irends,

¢, The projections of increzses in current exrenditures of the security
forces in Tables 7 and 3 have teen provided by ihe securiiy agencies themselves
and are based on recent trends., The assumptions concerning renayment »f the
$200 million U.S.-guaranteed nilitary sales credit appear reasonable to us. The
assumed rate of drawin:s of the 5200 million credi’, however, differ from our
estimates as follows: (3 :iliion)

124% 1344 135 1346 1347

Centrel Banx 0 67.0 8.0 46,0 75.0
Country Team 5.0 577 41.4 48,6 47.3

These differences, while they affect the figures for foreign loan drawings
(Tables 6, 10 end 11) in indivicdual years, especially 1345 and 1347, do not affect
our over-all conclusicns as the total is in toth cases 32C0 millicn.

f. The projected 7.5 ver cent increases of current expenditures in Tebles 7
and 8 are based on current prices. As the price assumption throushoui the other
projections is constaat prices, fthese expenditure projeciions ere somewhat
inflated, but not sc inflated e2s {0 make a significant dent in the resources
cap showvm in Table 10,

g. The 2 per cent (instead cf 7.5 per cent) ennual increase shown for some
expenditure accounta in Table 9 is based on the assumpiicon that the activities
covered oy these accounis will benefit from ithe “current developrment outlay"
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given in c¢olumm ¢ of Table 10 which is for recurring expenditures on develomment
projects and is estireted (see Table 1) at 20 per cent of totel public-sector
fivaed investment., The 7.5 per cent annual increases stated in Table 9 are besed
on the elause in the Third 2lan law which permits increases of 7.7 ner cent per
year in non-Flan expenditures. These projections roughly accord with recent
trends,

4, Tabls 10

a. This %takle shows the projected resosurces sap and is lereely seif-explanatory
excant for column 9., The iable assumes that Iran can afford to borrow from atrnad
uz t» the point vhere arnual debt service payments reach 8 percent of annual foraimm
exchange earnings, According to the Central Bank, this permits borrowing of aboub
3130 million per year, when, on the basis of current irends, foreism borrowings
in tre balance of peyments projections (Table 11) do not reach $130 millinn pex
year, tre Central 3ank has added foreign borrowings to column 9 of Table 10 up
to 3150 million per year as a means of elosing the gap.

b. The size ¢f the gap deserves some coaaent,

In the first place, unless the Sher and his governmments attach much higher
priority than they do now %5 economic development and unless adminisirative boitle=
necio are removel, the projecled public iavestment outlays are unrealistically
hirn., 'The resources gap is of course reduced by the amount of shortfall in these
outlays. So may he the projected growth rates,

Secordly, private savinzs end invesiment are nct aneiyzed in the Central
Sankts studies, Until they ers, it is impossible to make judsgments about the
retio between private and publie investment or about tre anount of the resources
a0 that mey or mey not be Jilled by private savings,

Thirdly, to the extent tie{ some of the assumptions in the projections may
be incorrect, the size of the zap will be affected., TFor erample, as can be noted
from the footinote on the botiom of Table 1, cepital outlays of "ciher pubklie
agancies” have been elininated from the budgetary projections. As these outlays
ercunted to almast 4 billion rials in 13243 and are budgeted at over 8§ billiosn rials
in 1344, it can be seen that they might significantly reduce the rudgetary shortfall
shown in Table 10, Other assusptions may have en opposite effect if proved wrong,
For example, it is not at all certain that the Plan Orzanization will rececive for
use on development progrens the assumed parcentages of toial 2il revenuas.

Finally, there are of course a numbar cf policy decigions which the
governnent misht take to reduce the gap, These include increasins taxes, raking
aveilable more Ceniral Ben credit to the govermnment, additional Treasury borrowing
fron the public and reductions in current expenditures.

RN L,
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5. Table 11

a. The principal quesuion about the balance cf payments projeciions in their
relationship to the bvudgetery nrojectiions, Ho attempt zas been made by the
Contral Zank to analyze what effects various alternative meazures 4o close *the
budsetar)y zap might heve on the balance of payments,

t. The belance of paymentis projections have Teen mmde on the bhasis of recent
trends, It appears an acceptable assumption thatv private izvorts in 1344 will be
hell reasonably close to the 1343 level in view of recent aiditisnal restrictions
and “he current prospects for a good crop year., Thereafter, the increase is
orofected at the same rate as the increase in GF. The profecticns show rapid
increszses in export procezds which may be overly optimistic but take into account
the »ossibility, which was mentioned by the Shah to the Secretary, ~f new expori
industries., The o0il revenue estimates are discussed above., Projected reporments
of cificial foreim debt are in line with our orojections. The projections take
into acccunt an energetic ITOC investmont orogran and the construction of a steel
mill,

¢. Tha orojections conelude that there will be a subsiantial increase in total
Iranian zelé and foreigm exchenge reserves over the elavenwyaar ceriocd besginning
with 13{3. The total increase will ba 5337 millisn whereas, after the blocking of
a poriion of the additional reserves for nole cover, the nel increase or the
inerease in free reserves will be 3163 million. The following is a sumary table
of ihe Central Bankts foreism exchangze projections vhich vaize into acsceount re-
pay=snis cf the $200 nillion U.S.-guaranteed military sales credit (fizures in
§ millions);

Total

Total Increase Official Note Net (Free)

or Decrease in Reserves at Cover at Reserves at
Year Official Reserves gnd of Year End of Year End of Year
1322 (actual) 25 232 159 73
1343 115# 347 125%% 222
1344 -39 308 139 169
1345 -5 303 154 149
1346 4 307 170 137
1347 8 315 188 127
1328 29 344 207 137
1349 28 372 237 135
1330 44 416 259 157
1351 52 468 282 186
1352 50 518 207 211
1353 51 569 333 236

AT L -
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The inecrease in reserves shows nere is 3115 nillion, vwhich is the fizure
reported fto the LF. It differs with the fizire in Table 11, Erclosure 3
which shows 510% million bhecause the table éres not include an %18 million
drawvinz from the IIF and because some of the fizures for sorme items in the
teble are estirates,

The percentaze of the note issue which nust e covered by reserves was
reduced in 1343% t2 40 per cent from sboud 92 per cent.
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- 1 MAR 1966 1 FEB 66 1 FEB 6%
! APR 1966 7 MAR 86 t MAR &6
TANK 245 NOT SPECIFIED 12713 MOS 46 PCT SHIPPED
AMMUNITION 38 PCT DEC 65
16 PCT FEB 64
TANX TOOLS 2.9 NOT SPECIFIED 4724 MOS 5P PCT SHIPPED
& TRAINING 45 PCT JUL 65

5 PCT DEC 65

ALL ITEMS FOR WHICH LETTERS OF OFFER HAVE BEEN EXECUTED HAVE
AEEN FUNDED EXCEPT FOR THE SECOND FOUR C-133%S, THESE C«133°'S WILL
AE PLACED ON ORDER BY IS5 JULY 1965 AND WILL BE DELIVERED JANUARY-
FEBRUARY 1967, AT A TOTAL PRICE OF 512,78 MILLION AS STATED BY
REF D. THE MECHANICS OF PLACING THE ORDER BY 15 JULY WILL BE THE
SUBJECT OF A SEPARATE MESSACE; THESE WILL, HOWEVER, END UP A4S PART
OF THE SECOND TRANCHE.

YOU INDICATED (REF 3) THAT AROUT $16.7 ®ILLION OF ADDITIONAL
ITEMS SHOULD BRE PUT ON ORDER SOON RECAUSE OF THE LONG LEND-TIMES
INVOLVED, ¥E REZOMMEND THAT THESE ITEMS PLUS THE SECOND 4 C~-132°'S
BT INCLUDED IN A SECOND TRANCHE WHICH WOULD BE FUNDED IN FY=]1946.
(¥E WILL UNDOBTEDLY HAVE COMPLETED OUR JOINT ANNUAL REVIEW BEFORE

PAGE 4 RUEXDA 1g5 @=p=—Ct-T L

FY=-1966), THIS WILL NOT RESULT IN ANY ORIGINALLY SCHEDULED DELIVERY
DATES BEING SLIPPED EXCEPT THE APC®S AND SOME RADIO TEST SETS.
UNDERSTAND YOU ARE IN COMMUNICATION WITHK DA TO SECURE EXPEDITIOUS
DELIVERY OF LATTER., SET FORTH BELOW IS A LIST OF MAJOR UNPROGRAMMED
ITEMS, SOME OF WHICH WILL BE INCLUDED IN A SECOND TRANCHE FOR FUND-
ING FY =19663

oTY ITEMS COST ORIGINAL DELIVERY CURRENT ESTIMATED
PROPOSED 8 OCT 54 LEADTIME REQUIRED
. AFTER ORDER
A C-138E ATRCRAFT $10.8 1 JUL 1965 1 JAN 1967
t AUT 1966 3 FEB 1967
1 SEP 1956
{ 0CT 1964
163 APC M=113A°S 7.2 32 FEUG 1965 16 MONTHS

52 FEB 1966
39 Al 1966
1 PATROL FRIGATE W RMT 35 MONTHS AFTER 28 MONTHS
ORDER
1612 M=1919 AGMG GUNS 7,5 SEPT 1965 50 DAYS
.- M=82a1 RADIO TEST @.2 NOT SPECIFIED 2 TO 24 MONTHS
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EQUIPMENT

-= ACLW SYSTEM =-S0, 308
IRAN

2 GCA FACILITIES 1.2

18 APC COMMAND POSTS 0.7
1 PGM PATROL CRAFT 2.4

123 M-80A1 TANKS 24,5
161 M=68A1 TANKS 32,2
1 HAWK BATTALION 2245

26 F=5 A/B AIRCRAFT 27.1

NOT

NOT
NOT
NOT

36
36
36

13

SPECIFIED

SPECIFIED
SPECIFIED
SPECIFIED

FEB
JUN

1967
1967

OCT 1967

FEB 156%

JUN
0cT
FEB
JUN

JAN
May
MAY

1968
1968
1969
1965

1968
1969
1572

DETAILS NEEDED

DETAILS NEEDED
16 MONTHS
2 14 MONTHS

AS PROPOSED,
PROVIDED
AUTHORIZED 16
M0S. PRIOR TO
DELIVERY TIME
BECAUSE OF LEAD=-
TIME FOR RADIOS.
18 MONTHS
18 MONTHS
13 MONTHS

WE HAVE NO OBJECTION FROM A POLICY STANDPOINT TO INCLUSION IN
THE CREDIT PROGRAM OF THE ACAW SYSTEM, THE RCA FACILITIES, THE ABC
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i, Decide now to ro shoad with the NOEX cut, but play it ln
low key zo a3 to avold the problem bethering Mchamara, Rusk could
tell the ROiL whaa ia 3eéoul that wo desirs a gradual strearmlining of
thelr forcas, but el that they and wo ahould hagdle it in auch a way
a3 to micicdze any politichl splash, The ROKs have as much inceontive
as we to avold sudlicity. Aad a cut of only 35,0006 par yeor out ol
58U, UJ0 could be prosented hara if nezessary as revamping, nota
rna}n cut.

2. Decids now within the USGC, at laaxt tootatively, oz a
subatantial cut {n U farces by the end of 1905, If not 1364, Ilausing
should bezin, but no aanouncer.ent of any kiud wouwld be vaada untll
State and DOD presant a fnal olan to you for decision by 30 June 1964,

J. State and Defonae should wors gutl togothar the optimuai:
tming for auch A cut, with an eye to r:ltigating any adverce political
irngcact in the area, Parkaps dolnx it {n aeveral bites ovay sn 13-.month
yeriod would hely, V.6 could &l30 bayin to lay tha public relations
groundwork by polating out the sroaloa of Chicooy millitary casabilitios
a8 & rosult of the Slno-Soviet aplit, and how weo're over-insvred In
MNortheast Anfia 30 may nead 204 radsplayinent 2o increasa the forcas
avaliable for Southeaszl Asla.

- m uk Sk s B W Ay

% hile any force cuta will always entall sorro paln, and § don't
wish [0 ;lay down State's concerns, ws cannot aiways let this be an
excuse lor no aztion at all, 5o I urge you kaep the pressure on State
and Defonic via goma such proposal as that deascribed absve.

E{. g Lomaor
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Bob,

I still stand by the argqument
here, and do not consider it inconsistent
to conslder 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 "negotiation”

per se.
ﬂ'} b .
Robert W, Barnett
- Deputy Assistant Secretary
for Far Eastern Affairs
Attachment:

Memo to Kitchen, 10/16/64, from
Barnett and Handley, "Def. Approved
FY 65 MAP Reductlons™.

—OBET
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Loa b of 7. voples, sevius =3 Aya
TC: G/PM - My, Kitchen
FROM: IF'E « Robert W. Bamstt

NEA - Willlam J, Handley
SUBJECT: Defense Approved FY 19685 MAP Reductions

To mect MAP requirements for the Congo, Guinea, Vietnamm, Loos, and
other prograrn changes, L2A placed befora the Secretary of Defense a recom=
mendation that $123 million MAP be taicen from certaln other reciplents for
thege countries, and justificd it within the following assumptions:

&. That the MAP appropriction will be $1. 055 billion;

b. That the Section 510 Authority of the Forelgn Assistance Act
vrill not be used, .

¢. That no supplemental appropriation will be sought; and
d. That no funds will be transforred from AID sources.
We fecl that these assumptions must be challenged by the State Department.

If the contemplated reductions occur, as now aporoved by Secretary
McMamara, the milltary/political congequences would be unacceptable. We
make this statement in lignt of the harsh reglity that the FY 1963 and 1904
MAP levels for the Forward Defchce Countrics fell far below tho optimum level,
the original ¥Y 1065 budgetary request was barely adequate to meet minimal
requircments, and the proposed FY 1960 budgetary planning level would be
even more restrictive. The net effect of this trend haa'becn a mounting level
of dcferrals on a steadlly declining level of MAP avallabilities. This leads
fnexorably to military obsolesccence and force goal bankouptey.

In addition to the direct country hnpacts, the proposed reductions could
be expected to have serlous consequences In Congreas. The AID MAP program
for FY 1260 wos Jugtified to the Congreas as a hard program, neczded for the
national Interest, and intended to prescerve stability, safety, and strength of
the Free World. Uncertnintles about future changes in Vietnaun end Laoca and
other situations were admitted. In view of this and the heavy emphasis of
Administration spokesmen’on the dangerous decline in the relative defensive
capacity of key Forward Dcfense Countries, there was conslderabla concern

CTouvr g expressed
DO"'-":CW sl 12 year
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A drawing under Section 510 authority would be clearly practical
and also clearly consistent with the intent of the Congress.

The impact of the course of acHon approved within Dedfense by the
Seeretary of Defense upon specific countries are noted in Tab A for tha
Far East, In Tab B for the Near East and South Asle, and in Tab C for
Europe (NATO).

Attachmentax

Tab A » Far Enst
Tab B =~ Near East and South Asla
Tab C - Europe (NATO)

cc: ARA/RPA « Capt, Sharp
NEA/NR - Mr., Welsh
EUR/RPM « Mr, Conroy
FE « Mr. Sandrt

FE:RWEBarnett/
NEA/NR: JTPWalsle mgr/aws
10/18/64
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have been exploring the concept of force reductions (both U.S,
and Xorean) 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 declded,
additional amounts of modern equipment would probably be required
to maintain the necessary capablilitles.

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 Congress.
Your iurther warning is nevertheless timely, and I am taking the
liberty of providing copies of our exchange to interested key
officlals 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 gpecial emphasis on
mllitary factors: the justification for military assistance
should be based primarily upon military considerations.

Sincerely yours,

William P. Bundy
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THE FOREIGN SERVICE 35 (/%
OF THE -

UNITED STATES OF AMERICA?),., Incumant conglzs ~° 2

Number [ of 9- ~
American Embassy,

Seoul, Korea,
May 13, 1964.

' -

Ciro3

SEeRTT
OFFICIAL-INFORMAL

Dear Bill;

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
$180 million to $230 million not including packing, handling and
transportation charges. The new planning flgures provide for
around $130 millidn 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 CINCPAC
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 flgures, there is not only
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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 and
supply U.S. forces in Korea and starve the Korean forces, which
have -- or should have -- the main responsibility for defending
their own soil. o

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 be 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.

Sincerely,

Samuel D. Berger
Ambassador
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