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-- ffiNFIOENTIAL 
!IIAll•UlflTID STATES CLAIMS TRIBUNAL 

fACT l■Srr 
J01y 21, 1988 

O Th• Iran-United Stat•• Claim, Tribunal VII e1tablt1n•d 
by th• Al9ter1 Accord• in 1981. The Tribunal hae 
befoce lt clat■a of u.s. nat1onal1 againat Iran and 
clal•• of Itantan national• ogatnat the United Stat•• 
~n1cn ar1ae out of debta, contcact1, expropriation1 or 
other •eaaucea atfectin9 property r19hta. A• of July 
19, 1988, the Tr1Dunal had l~•ued conte1ted award• and 
award• on agreed term, with reapect to 287 large 0,1. 
pr1vate c1a1r111 (cla1111 tor 12~0.000 oc raor•> and 5.1 
amall u.s. private clal■a (claima tor lee• than 
1250,000), and 4 private Irantan claims. A• of thll 
••~• date, the Tribunal had remaining before it 180 
1ar9• 0.1. private clai••• 2560 ,mall u.s. private 
c1a1••• and 14 clai•• or rra"lan n1ttona11. 

o Aleo ~nd1n9 betor• the Tribunal are certain cla1•• o! 
tne Un1ted Stat•• ana Iran aqatn ■ t each other ar1 ■ 1ftt 
out or contractual acrangem~nt■ between them tor the 
puren••• and ■ale ot gooda and ■ervicee and di ■putee aa 
to the interpretation of the Algter ■ Accord1. A• ot 
July 19, 1988, the Tribunal had i11ued award• in 31 
9overnMnt-to-9overnment elaiaa and 8 interpretive 
diaputea. A• of tht1 •••• date, the Tribunal had 
r•••lnlnt before it 25 government-to-9overn ... nt alal■a• 
and 13 tnterpreti•e d1aputeR. 

o u.s. national• have been awarded 11,090,210,575 
(tncludtng 1ntere1t) throl.MJh July 19, 1988. Tht 
Tribunal ftae a1ao awarded approximately S!!8 ~ill1on 
(not 1ftcludln9 tntereat) in 4 c•••• brought by Iranian 
r.attona11. 

o Award• to u.s. nationals anl1 the u.s. Government are 
paid out of a Security Account which,•• of July 35, 
1981, contained 1481 N1111on. Interest on tne S•cut1ty 
Account 11 ma1ntaln•d 1eparate!yr •a of 3uly 25, 1911, 
1160 ■tllion re■alned 1n th~ Interest Account. 

o 011pute1 re1•ttng to certain loan, and credit■ made by 
bank ■yndtcate■ ace payable out ot Dollar Account No. 
1, eatao11ah•d by the Alg1er1 Accord ■• Aa of July 19, 
1988, ll2 •illion remained ln tnat account. 

o Other bankin9 d11put•• are payable out of Dollar 
Account No. 2, alao eatab11 ■hed by the Algier ■ 
Acoord1. A• of July 19, 1988. 1729 ~illion remained in 
• "'• • aet!oun• . DECLASSIFIED 

NLS f q7, 1o~b 4to 
BY J...IJt: ,NARA,DATE 'efl~b 
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rroaen tranten Aaeeta 

There haa been confuaion in eom~ press report• concerning 

Dollar Account land other •frozen• Ir1nian assets. It ahould be 

underatood that although a!l Iranian propert/ in the U.S. waa 

officially •tro1en• during the 1979·1981 hostage crisis by 

Pr••1dent1a, order, th•t fr•••• was lifteu upon the rel•••• of the 

hoatag•• in £911. A•••t• currently held in the u.s. oc in eacrov 

account• abr04ld are thua not •frozen• in that technical ••n•• 

although they ■ay not be i~••diately available to Iran. 

Other account• include: 

Security Account, ••t•bliahed by• tranafer of one billion · 
do!l•r• 1n Iranian funda purauant to the Accord• to pay averda 
■ad• to th• u.s. or 1ta nationala by the Iran-u.s. Cl•i•• 
Tribunal. The account ie hP 1d hy the NV Settlement Bank in 
AMaterd••• v1th th• Banque centrale d'Aiger1e •• ••crow 
agent. Iran'• obli9ation and practice in repleniahin9 th1a 
account are d1acu•••d above. · 

Dollar Account No. 2, eatabliahed by• tranafer of $1.418 
billion 1n Iranian fund• purauant to the Accord• to pay off 
non- ■yndicated bank loana. (Paragraph 2(8) of the 
Undertak1n9a>. Many loan• havP been paid out of thia account 
to ind1v1dua! bank•, and n•gnt,~tiona continue vith other 
bank ■. The fund 1a held by the Bank of England, vith the 
Banque Central• d'Algeri• •• escrow agent. 

FMS Tru■ t rund, containing advance payments made by Iran under 
th• Shan for purchaaes of ail1tary equip•ent from the U.S. 
gover,..nt. Diapoaition of th1a account is in •rbitration at 
the Trabuul. Oll••ti•R• coneer,un~ details of the tta»t hnd 
•Ml •• l1111y eq.aip■111t owned w -kaA and b•J d bV tlae SJ s , 
Go,.e1A■e11, ehe111• •• dir••1•d to tb• Depart ■•R~ •• Def•n.a,i. 

DECLASSIFIED 
NLS Ptz-107/ tl:-tz 

BY __,_W:~__,, NARA, DATE 'f~ll?W, 
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O ffice o f Near Eastern and South Asian Analys is 

D irec torate of Inte lligence 

30 June 1988 

NOTE TO: The Honorable Robert 8. Oakley 
Special Assistant to the President 

for National Security Affairs 

SUBJECT : Iran: Worsening Economic Outlook 

The att~ched paper addresses several 
questions you have raised about the Iranian 
economic performance and the impact of Iraqi 
air strikes against economic targets. I I 
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NESA M 88-20066 

~, 
_.___. ----,JI 
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~ll C. 20SOS 

DIRECTORATE OF INTELLIGENCE 

30 June 1988 

(bl (1) 
(b) (3) 

Iran: Worsening Economic Outlook I ~--~ 

Sunmary 

Iran is facing increased financial pressures as the 
war with Iraq drags on and the oil market remains soft . 
The economy is unlikely to improve during the remainder of 
the 1980s, and Tehran wi 11 have to continue using stopgap 
measures such as delaying import payments, trimming 
civilian imports, and further increasing the use of 

· countertrade to cover war expenditures. Tehran wi 11 
aggress ively market its oil, but a soft oil market and 
Arab Gulf states' opposit i on to Iran's demands for higher 
oil prices will constrain oil revenu~s. Although the 
impact of recent Iraqi att acks against economic targets 
has been limited by the redundancy in Iranian export 
capacity and the ability of Iranian technicians to repair 
damage, Tehran's economic outlook would be worsened if . 
Iraq renewed attacks against Iranian economic targets. 
Prolonged attacks could combine with econ6mic stress and 
further military defeats to erode a 1 ready flagging popular 
support for the war, possibly encouraging Tehran to more 
seriously explore ways of ending the conflict . ._I ___ __, 

* * * * * * * * 

NESA M 88-20066 

[
~ 

...___,__ __1· ~--:-----------,, 
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Iran's Gloomy Financial Picture 

Iran's financial strains, caused by the soft oil market and the 
economic drain of the war, are unlikely to ease during the next two years. 

Tehran's price ~iscounting and more aggressive marketing tactics have 
barely increased oil exports since the start of the year, and Iran is still 
having difficulty finding customers. Iranian net exports averaged 1.6 
million b/d in April--the most recent month for which data are available~­
about equal to March levels, according to our estimates. \ 

Iran's reluctance to use its dwindling foreign asset cushion or to 
borrow in the international financial markets limits its foreign financing 
options : Iranps foreign exchange reserves, which peaked at $19 billion in 
1980, are now estimated at $5.5 billion, sufficient to cover about six , 
months of imports. Although Tehran has avoided long-term foreign loans, 
its obligations from short- and medium-term trade credits now total about 
$5.5 billion. In a possible reflection of its troubled foreign finances, 
Iran recently joined the Islamic Development Bank, establishing access to 
an Islamic creditor that Tehran would find more acceptable than Western 
lenders. 

Tehran has used stopgap measures to deal with its economic problems, 
allowing it to avoid military spending cuts. The government has reduced 
hard currenc allocations for civilian imports in past years 

ncreas1ng 1nanc1a pressures 
a so ave prompte t e government to expand the use of countertrade, delay 
import payments where this does not risk its credit rating, and seek trade 
credits of up to two years. I I 
Iran and the Oil Market 

.. 
Iranian attempts to prop up oil prices through production cuts have 

been blunted by the Arab Gulf states, primarily Saudi Arabia and Kuwait, 
which are concerned about the potential effect of production cuts on their 
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own oil revenues. Both Riyadh and Kuwait _prefer that prices remain near 
current levels for the next year or two to maint•in market stability and 
preserve a long-term market for their oil. The Gulf states also recognize 
that their oil policies hurt Iran. Most Gulf states probably welcome this 
result, even though they generally seek to minimize confrontation with 
Tehran. I I 

Iranian hopes for higher oil prices were once again frustrated at the 
June OPEC meetin~. Although OPEC production is currently over 1 million 
b/d above the 18.6 million b/d ceiling, cartel members were split on 
whether to adjust production for the rest of the year. They decided 
instead to roll over the existing production agreement, leaving little 
prospect for a significant increase in oil prices this year. Under these 
conditions, Iran will have difficulty boosting oil revenues--increasing its 
output would put further downward pressure on prices and unilateral 
production cuts would be ineffective in supporting prices. I.__ ____ _, 
Effect of 1988 Iraqi Attacks on .Iranian Economic Targets 

Iraqi attacks against Iranian economic targets have damaged 
refineries ~nd power stations, but have not caused disruptions severe 
enough to significantly affect Iran's economic operations. Tehran ha~ 
built up the redundancy in its energy network and has improved its abtlity 
to make repairs--if only makeshift--to damaged facilities. Nonetheless, 
Iraqi attacks have incqnvenienced Iranians and have added to its war costs. 
I J 

Export Terminals. The main crude oil export terminal at Kl:lark 
Island--through which all Iranian export~ flow-~has been spared from 
attacks in 1988 and maintains a capacity of about 4.5 mill ion b/d. Iraqi 
military strikes in previous years reduced Khark's export capacity from a 
pre-war high of about 9 million b/d to a low of less than one million b/d 
at one point in 1986. Tehran has always been able to restore sufficient 
capacity q~ickly enough to limit the effect on oil earnings. Facilities at 
Khark show the scars of previous bombings, but capacity remains at more 
than double current oil exports . j I 

Iran's only other recently active export terminal--a minor one at 
Sirri lsland- -was closed by the 18 April US Naval operation against Sirri's 
offshore gas oil separation platform. The Sirri export terminal was 
operating at about 30,000 b/d--2 percent of Iranian exports--at the time of 
the US attack, and the loss of this export capability has not affected 
overall exports because of excess capacity at Khark Island. I I 

Iran also maintains the unused ~~~ability to export about 2 million 
b/d at a floating terminal installed off the coast of Ganaveh. This 
installation consists of four single-point mooring buoys--located about 16 
km offshore--as well as four oil tanks- and a metering station onshore and 
was completed in 1987 as a backup to Khark. The Ganaveh terminal has been 
tested but is not used to support current exports. j I 

3 
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Production. Iran's onshore production facilities maintain the 
capability to produce crude at rates somewhat above current levels of 2.2 -
2.5 million b/d. Iraqi attacks in 1988 have done little to damage surface 
production facilities in Iran, although past damage has reduced the 
capacity of these facilities by about 20 percent. Lack of oil well 
maintenance and poor reservoir management, however, have reduced Iran's . 
production capacity from about 6 million b/d under the Shah to just over~ ­
mill ion b/d currently. Offshore production has ceased since the destruction 
of platforms at Rostam, Sassan, and Sirri. L.......;... ____ __, 

Refineries. All of Iran's major refineries have been damaged by 
Iraqi air attacks in 1988, and refining capability has been reduced at 
times to less than 300,000 b d at least 350 000 b d be 
re uirements. 

Outlook 

Iran probably will muddle through its economic problems during the 
next two years much as it has in the· past, but options for dealing with its · 
financial crunch are narrowing. A rebound in the oil market or new sources 
of revenue are unlikely. The government probably will continue to contain 
spending through stopgap measures including: 

paring civilian imports; 

seeking payment delays on foreign purchases; 

pressing foreign civilian and military suppliers to accept oil as 
payment; 

increasing foreign exchange controls; and 

resuming gold swaps to obtain short-term hard currency loans. 

4 

• 
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~.______ __ _ 
The financial relief provided by these measures is becoming increasingly 
less effective, however, as Tehran's economic problems intensify, and 
implementinj further austerity would risk heightening domestic discontent. 
I . . 

Iran's ability to deal with the economic challenges factng it_ could 
worsen significantly if Iraq resumes attacks against Iranian economic 
targets for a prolonged period. Although the impact of the attacks would 
vary with the type of facility damaged, all of Iran's petroleum facilities 
are vulnerable to Iraqi air attacks. The long-term loss of Iran's two 
largest refineries at Tehran and Esfahan, for example, probably would 
create severe shortages of petroleum products. These shortages almost 
certainly would result in unpopular cuts in the civilian economy, but 
probably would not seriously affect the war effort because military needs 
could be met through refined product imports. If the main petroleum 
product import terminal at Emam Hassan--from which about 40 percent of 
Iran's product imports are shuttled--were also destroyed, the resulting 
shortages of refined products probably would bring Iranian industry to .a 
virtual standstill and strain Iran's ability to support the war effort. at 
least until alternative import arrangements could be made. j ] 

The intense economic pre·ssures facing Tehran and further military 
setbacks will intensify popular opposition to the war. A prolonged renewal 
of missile or air strikes against . Iranian cities or economic targets would 
further strain Tehran's financial resources and could weaken already 
flagging public morale sufficiently to spark renewed large-scale protests . 
against the regime. As its options for dealing with these considerable 
challenges diminish, Iranian leaders may be forced to more seriously 
explore ways of ending the war . I I 
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21 July 198f ~v~ 
The Honorable George P. Shultz 
Secretary of State 
U.S. Department of State 
2201 C Street, N.W. 
Washington, D.C. 20520 

Dear George: 

In my letter to you of January 20, 1988, I urged that you 
take steps to halt the entry into the United States of 
nonimmigrant Iranian students, because of the terrorist threat 
that is posed by many of these aliens. In accordance with your 
reply of February 17, 1988, there have been several meetings 
between officials of the Dep~rtment of State, the FBI, and the 
Department of Justice to discuss issues pertaining to the 
problems posed by the continuea admission of aliens who present 
potential terrorist threats. The focus of these discussions has 
been on aliens from both Iran and Libya, and the FBI has outlined 
in considerable detail its very substantial reasons for believing 
that a genuine terrorist threat exists from these groups. 

During those meetings, Department of State officials raised 
important concerns respecting the scope of any Presidential 
Proclamation to suspend the continued entry of aliens of these 
nationalities, such as the problem of inadvertently causing the 
separation of the families of United States citizens and lawful 
resident aliens. Because of such concerns, we have prepared new 
draft proclamations respecting both Iranian and Libyan nationals 
which except from their suspension of entry provisions the 
spouses and minor unmarried children of United States citizens 
and aliens lawfully admitted for permanent residence. The 
revised draft proclamations are attached for your consideration. 

Recent developments have increased the tensions between the 
United States and Iran, and add to the threat of terrorist 
actions being taken against the United States in- the near future. 
Just yesterday, moreover, a number of Libyan nationals were 

DECLASSIFIED. 
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The Honorable George P. Shultz 

arrested in connection with a potential assassination plot 
against United States officials. I believe that these recent 
events underscore the urgency of the situation, and make it 
vitally important that we take immediate measures to reduce the 
threat of terrorist acts. One such measure is to halt the flow 
into the United States of those aliens most likely to commit and 
to provide logistical support for terrorist activities. That is 
precisely the intent of the Presidential Proclamations we have 
prepared. Effective implementation of these proclamations would 
begin the important process of reducing the terrorist threat in 
the United States, and would increase the difficulty that 
terrorists would face in carrying out actions within our borders. 

I urge you to join me in a recommendation to the President 
that he sign these proclamations immediately. 

cc: The President 

Sincerely, 

EDWIN MEESE III 
Attorney General 

- 2 -
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A PROCLAMATION 

SUSPENSION OF ENTRY OF IRANIAN NATIONALS 

In light of the current state of relations between the 

United States and Iran, and the immediate concern over the 

targeting of United States citizens and property by foreign 

terrorists, I have determined that it is in the interest of the 

United States to suspend, with certain specific exceptions, the 

entry into the United States of Iranian nationals. 

NOW, THEREFORE, I, RONALD REAGAN, by the authority vested in 

me as President by the Constitution and laws of the United States 

of America, including sections 212(f) and 215 of the Immigration 
-

and Nationality Act of 1952, as amended, 8 u.s.c. 1182(f) and 

1185, having found that the entry of Iranian nationals would be 

detrimental to the interests of the United States, do proclaim 

that: 

Section 1. The entry of Iranian nationals, 

other than the spouses and minor unmarried 

children of United States citizens and aliens 

lawfully admitted for permanent residence, is 

hereby suspended. 

CLASSIFIED BY: G-3 
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~ET 
section 2. The Attorney General shall, in 

consultation with the Secretary of State, 

take whatever steps are necessary to enforce 

this proclamation. 

Section 3. This proclamation is effective 

immediately. 

Section 4. After consultation with the 

Director of the Central Intelligence Agency, 

the Secretary of State may issue visas to, 

and the Attorney General may permit the entry 

of _ individual Iranian . nationals if, in their 

judgment, to do so would be in the national 

interest. 

IN WITNESS WHEREOF, I have hereunto set my hand this 

day of -----, in the year of our Lord nineteen 

hundred and eighty-eight, and of the Independence of the United 

States of America the two hundred and twelfth. 

RONALD REAGAN 
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:·U.S. policy helped push 
L . 

;the ayatollah . to 'poison' 
... Ayatollah Ruhollah Khomeini 's de- tant to support the U.S. initiative, and 

cision to drink the "poison" of peace came around only after Iran foolishly 
,, with Iraq had more to do with Iraqi began mining gulf waters. 
, military victories than America's pol- What the administration realized, 

:icy in the Persian Gulf. But the addi- after a few false starts, was that the 
·tional military pressure that the West- . war could only end when Ayatollah 
-ern armada placed on Iran played a Khomeini decided his holy war was 
key role in pressuring Iran to recog- too costly. Washington, chastened by 
nize reality. its bitter experience in the Iran-contra 

When the United States decided in affair, rightly recognized that no U.S. 
early 1987 to reflag 11 Kuwaiti tankers, meddling in internal Iranian politics 
the given reasons were to pre-empt could affect Iran's decision. While 
Kuwait from inviting the Soviets to do waiting things out, the administration ;c: ,,::~~ -= ...... , . :.: 

_ the same job and to protect the free repeatedly stressed, at the United Na- -
·.' Jlow of oil in the gulf. But the .inain tions and elsewhere , that it did not 
:~ . -reason was to reassure America's Arab seek an Iraqi victory, that an end to the 
.·. -allies along the gulf, made nervous by. fighting was its goal. 
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,. , the Iran-contra affair and by Iran 's Meanwhile, Washington's policy gal­
. ···-military success, that Wastiington vanized the Arabs, who were at their 
-. ; would not stand by and watch a mili- lowest point. After the bitter winter of 

tant Iran impose hegemony. · · - 1986-87, when Iran seemed ·poised to 
-.• ' ' Critics, fueled by confusion in the claw off a hunk of southern.Iraq near 
-:.':.policy's early days, and unnerved by Basra, the American move spurred the 
.:';.-episodes like the Iraqi missile · attack gulf Arabs to take a stronger, more 
.-J:>n the USS Stark, charged that the gulf united stand behind Iraq. Saudi Arabia 
.. ~:--policy was a headless monster . They broke off relations with -'I'ehran. The 
-, said it had no clear goal, but they were gulf states for the first time allowed 
·' mistaken. American· ships to call. Washington 
·: There was a goal - to stabilize the also made clear it would not cut and 
· 'Arab gulf until a way could be found to run when its ships were attacked . 
. end the Iran-Iraq war. If American When the Iranian navy foolishly at- -
. policy seemed to tilt toward Iraq, there tacked the American armada, half its 
. -_was a reason: It was Iran that consis- ships were wiped out. And with morale 

-tently refused to em! the war, while restored, Iraq finally began to fight in: 
fraq had agreed to sign onto a United an aggressive and effective fashion. 
Nations cea:se-fi:re. r-iow that a cease-fire is within 

"¥\7hat the critics also failed to see - grasp, the United Nations can move 
= and "multilateralist" Michael S. Duka- into the forefront. When the shooting 

kis wculd do well to note - was that a stops. a U.N. observer force can insert 
. _ multinationa) approach to policing the itself between the two sides on land, 

gulf couldn 't work so long as Iran still and most of the U.S. armada in the 
·- wanted .to fight. So long as Iran and Persian Gulf can leave. 

. . , . . ... _____ _ 
. . .. ...... • . .. ~. 

,:i·: Iraq were still shooting at each other, The lesson of the U.S. gulf experi• - ~~ -~7':-:-x_:~ __ ; .. · ... · 
, .sending an unarmed United Nations ence is that a superpower can still 
:. · force mto the gulf would have be-en a affect events in a vital area if it plays a 
-~- joke. As for bringing in the Western firm and consistent role. And if it has 

. ·· J " Euroueans, most were injtiallv reluc- - the nerve to lead. 
: : ,-:· • • : ·;. -WWW : •· c ... - - -►~ - . • --r 
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Office of the A ssistan t Attorney General 

U.S. Department of Justice ~ 

Civil Division / 

CL D-E)'L'J ;i~~~~ E~F COi~0ULAR krFAI~! 
J..)-E:Vf\L. ~!G~ATUREL 

; ) ' II (:. -~:&, 
WashinKton, D.C. 20530 

Honorable Joan M. Clark 
Assistant Secretary for Consular Affairs 
U.S. Department of State 
2201 C Street, N.W. 
Washington, D.C. 20520 

Dear Joan: 

Thank you for your letter of July 22, 1988, commenting on 
the Attorney General's proposal for a Presidential proclamation 
to bar the admission of certain Iranians and Libyans. 

As I am sure you are now aware, the Attorney General 
modified his original proposal in a letter to Secretary Shultz 
dated July 21, 1988. The modifications were made in part to 
address concerns raised by you and your staff in our meeting on 
July 8, 1988. As a result, a number of the concerns expressed in 
your letter have already been addressed. Specifically, the 
proposal does not include any alternative language for excluding 
only certain religious sect members. This was never our 
preferred proposal. In addition, we have already modified the 
description of affected aliens to exclude immediate family 
members of U.S. citizens and lawful permanent residents. 

Our starting point in drafting the resolution was the 
Haitian proclamation rather than the Cuban proclamations referred 
to in your letter. The legal sufficiency of the proposed 
proclamation has been approved by the Justice Department's Office 
of Legal Counsel. Having again reviewed the Cuban proclamations, 
it appears to us that the only change necessary to meet your 
suggestion is to make a specific exception for each country's 
representatives to the United Nations. It is not clear to us if 
either country needs additional exceptions to deal with an 
interest section in the United States. Please advise us of the 
exact language you would like included to cover diplomatic 
necessities if you do not believe the Secretary's general power 
to make exceptions is sufficient. 
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DECLASSIFIED 

s NLRR {(i] - /D 7} -#Cit_~ 
BY CJ NARADATEJlt/i:; 



.. - ~ET 
- 2 -

The Attorney General will be responding directly to the 
Secretary of State concerning the factual premise for the 
proposed action. 

Sincerely, 

J~Bolton 
Assistant Attorney General 

.. 
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::c:-.c.:-_ ,: ycL' ::C;r you:.- let t er of August 8, 1988, in which you 
:: o ::- · ·c c<:e ,: aaciLonal i nfor mation relating to your proposal to 
s us pe nf ~~e :ssuance of vis as to Iranians and Libyans . We at 
Sc:2:-:: >:o'' E:- g ive r, your proposal very serious and deliberate 
cons ~der2t ion , and I wou ld like to share with you the 
Departme~t's t ho ug hts on t h is important issue .. 

~s Secretary Shul tz mentioned in his recent letter to you, 
yoc: p : oposal to b an t he ent ry of Iranians and Libyans has 
sig:' i::ica :-i t foreign polic y implications which cannot be 
cverlookeC . A sus pen s ion o f visas to Iranians, for example, 
cou:a hEve se rious rep urcussions on our policy favoring a 
sett~ernent of the Iran-Iraq war, currently at a-particularly 
sensi :~ v~ st age, a nd on our efforts to secure-the release of 
U. S. ho s~age s. Al so, gi ve n our goal of eventually improvi~g 
our bi l at e r al r e l ations hi p with Iran, we have carefully a~oided 
taking re s t rict ive measures against the Iranian people as 
such . The p ropos e d visa suspension, however, would strike 
di r ectly at t he important segment of the Iranian population 
whicr, look s to the U.S. f o r their children's education . If 
a dopted , th is proposa l would create an emotional reaction 
agai nst t he U.S., play d irectly into the hands of Khomeini's 
propa ga nd a efforts whic h portray the U.S. as the chief enemy of 
the Ira nia n people, and i mpose another artificial barrier 
be t wee n t he two countries which we would have great difficulty 
r e mov i ng later. 

_ I n t he case of Libya, while we have t ken diplomatic 
eAcJ omi c a nd military measures against t e Qadhafi regime, we / 
ha0<1/e consister1f.1y maintained that we that,/~ no dispute with the ✓ 
Libyan people. The issuance of visas to'iibyans, mostly 
students and relatives of U.S. citizens and residents, is the 
one concrete manifestation of our conscious policy of 
differentiating between the Libyan people and the Qadhafi 
regime. Denying access to the U.S. to that element of the 
Libyan population with pro-U.S . sentiments and U. S. ties would 
not only assist Qadhafi in his efforts to portray the U.S. as 
anti-Arab and anti-Libyan, but would deny exposure to the U.S. 
to the future generation of L~byans. Both would hurt U.S. 
interests in Libya in the post-Qadhafi period. 

In addition to these concerns about the impact of a visa 
suspension on our overall foreign policy goals with regard to FOIA(b) ( , ) 

mvvvw). ~an .. ~}~~vvLi by ~,!,<-M~v I [jjjt{JII_ -llU![[d -NJbllJb .. -- j [Jj§JiJj • - ilJJ§bJJ n cva-..c, v 

Redacted----Redacted---Redacted----Redacted----Redacted--Redacted---Redacted---Redacted--Redacted-- -­

---Redacted---Redacted----Redacted---Redacted----Redacted---- Redacted---Redacted----Redacted--Redacted 

- Rt:i-rlArfQrL---R~rl::,r:ft:ul---Porl:::u .. forl ___ f:)orl::lf'forl ___ porl::ior-for/ _ _ _ Porl::J,...for/ __ _ Dorfr,rf o,~--

el!;CRE 9_l=-

By 

DECLASSIFIED 17, PAR&--
NLS @1 ... lt>1r :19, ) 
w' , NARA, Date 4/?'°ft 



Fi na _ly , sinc e such a proclamation would become public, I 
bElieve we must consider the public relations ramifications for 
this administ ration of adopting a policy which could be 
percei ved by certain U.S. interest groups as being 
discri mi natory in nature against Middle-Easterners or Arabs. 

The State Department remains extreme ly sensitive to any 
threat of terrorism here or abroad. I have therefore reviewed 

·with conside r able care the information relating to the threat 
of terrorism in the U.S . by Libyan and Iranian nationals here 
which was made available by the FBI and conveyed in your August 
8 letter. While there is no question that the past activities 
of the Peoples Committee for Libyan Students and the Anjoman 
Islamie are disturbing, it is not clear there is concrete 
evidence of~ current terrorist threat in the u:s . The recent 
charges against the PCLS, for example, were related to 
diversion of funds, not to terrorism. 

I would also no te that a suspension of visa issuance would 
have no impact on the large number of Libyans and Iranians who 
are alread y here, a small minority of whom maintain links with 
their regimes which are reason for our concern . Nor would 
banning issuance of visas to Liybans and Iranians assure that 
either of those regimes would not send agents of another 
nationality into this country . Indeed, on a world-wide basis, 
Libya may be turning to non-Libyan surrogates such as 
Palestinians, Haitians, and others, to conduct terrorist · 
activities. The principal malefactor in the current PCLS case, 
in fact, was not a Libyan, but a naturalized U.S. citizen, 
originally from Jordan. 

In the State Department's view, therefore, a broad 
suspension of visa issuance to Iranians and Libyans would not 
significantly reduce any potential threat of Libyan or Iranian 
sponsored terrorism in the United States. On the other hand, 
the negative impact on our important foreign policy goals, 
which I outlined above, would in our view be unacceptable. 

Therefore, I would like to suggest that , on an inter-agency 
basis, the administration work to develop alte r na tive measures 
which could help eliminate the potential threat posed by some 
Libyans and Iranians who are already here and to further 
diminish any chances that visas would be issued to Libyans or 
Iranians who might pose a terrorist threat. The PCLS case 
demonstrates the FBI's skill and success in tracking illegal 
activities in this country on behalf of the Libya n regime. We 
could perhaps focus our resources on efforts to deport Iranians 
and Libyans here who are acting illegally as ag e n t s for their 
regimes. ~e may also want to consider, at least in the case of 
Libya, aPsuspension of visa issuance to Libyans who are 
officials of oi in the employ of the regime. Such action would 
more directly and effectively address the problem, without 
imposi ng unjusti~~a?lY high costs in terms of other U.S. 
national interes~ . 



Thank you for yo ur consideration of t hi s matter. I shall 
l ook forward to hea ring your further though t s on this issue. 

-, 



- -
TRAN SM ITT AL SLIP 

DATE 1 g AUG 1838 

TO: Ambassador Robert Oakley, NSC 
ROOM NO. 

351 
REMARKS: 

FROM: 

ROOMN 

FORM NO. 
1 FEB 56 241 

BUILDING 

OEOB 

REPLACES FOAM 36-8 
WHICH MAY BE USED. 

(b) (3) 

(471 



National Intelli1encc Council 

ne Director oe Central Jntclliicnce 
w....-.D.C.JJSOS 

NI C# 02926/88 
19 August 1988 

MEMORANDUM FOR: Director of Central Intelligence 

VIA: 

FROM: 

SUBJECT: 

Deputy Director of Central Intelligence 

Chairman, National Intelligence 
·eouncil 

kss1scanc NauoJal Intelligence Officer 
for Near East and South Asia 

Iran: Still the Big Prize? 

1. Iran's ceasefire with Iraq has sparked a flurry of commentary 
on the urgent need for the United States to improve relations with · . 
Tehran. Most experts stress that Iran is the "big prize" _in the region. 
Yet much has happened in the Gulf and Iran dunng the last eight years 
of war. I believe that significant changes in the political, economic, and 
military situation have considerably weakened Iran's strategic value to 
the United States. While realizing that Iran will remain a key country in 
the region, I believe the evidence suggests that, at least in the short term, 
Iran Y{ill not be as great a prize for the US as it once was. 

2. Iran's value as the strategic prize for the United States is 
. usually based on three arguments: 

"'Iranian oil is vital to the US and its allies." 

3. Destruction from the war, declining recoverable oil reserves, 
and the world oil glut all have made Iranian oil much less vital to the US 
and the world. Lack of money for exploration and neglect of existing 
fields have reduced Iranian oil production to under 2 million barrels a 
day (mbd)--less than 11 percent of world oil production. In contrast, 
Iran produced over 6 mbd or over 18 percent of the world's oil in 1978. 
Preliminary estimates indicate that even *ith reconstruction efforts, Iran 
will not reach 3 mbd until 1995 or later. Moreover, Iranian production is 
likely to decline slightly over the next few years before reconstruction 
begins to reverse the downward trend. 

By 
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4. While Iran's exports have declined, Saudi Arabia, Kuwait, and 
especially Iraq have maintained or expanded their oil export capabilities. 
Their excess capacity could easily make-up for even a total cut-off of 
Iranian production without raising world oil prices much. The ability of 
these countries to export oil at lower prices than Iran indicates Tehran 
also will lose some of its market share and suffer a decline in oil export 
revenues. 

5. The decline in oil revenues will reduce Tehran's internal 
political stability, economic, and military power and thus its threat to US 
interests and allies in the region. Reequipping the military or aiding 
other groups or countries will face stiff competition from demands to 
rebuild Iran's long neglected domestic economy. All of Iran's economic 
infrastructure--especially its electric power and transportation network-­
has severely deteriorated. Past policy conflicts within the regime suggest 
allocating resources to the military or domestic economy will cause 
significant infighting among Iranian leaders. Such infighting or 
ideological conflicts probably will lead to the ineffective use of resources 
and hinder economic recovery. 

"The Soviet Union could use political, economic, or military 
means to gain influence in postwar Iran." 

6. The nature of the fundamentalist regime in Iran and its 
experiences in the war suggest that Soviets will not significantly increase 
their influence in Iran. Tehran's criticism of Moscow's support for Iraq 
and the failure of the recent Soviet diplomatic mission to Tehran follow 
the trend of cool relations and foreshadow no rapid postwar 
improvement. Soviet material support of Iraq and subversion in Iran 
shortly after the revolution will reinforce Iran's suspicions of Moscow's 
efforts to improve relations. Moscow's persecution of Soviet Moslems 
will continue to anger fundamentalist clerics in Tehran. Soviet efforts to 
improve diplomatic, economic, and military ties with the Gulf States--an 
area Iran sees as its sphere of influence--may further increase Tehran's 
suspicions. 

7. For its part, Iran is likely to increase its economic ties to the 
Soviets, especially for reconstruction aid. Tehran, however, probably 
would limit the Soviet presence and resist Moscow's efforts to U:se such 
aid to press for concessions from Iran. 

8. In addition to economic ties, postwar Iran is likely to acquire 
some arms from the Soviets. Tehran will view the Soviets' continued 
extensive arms sales to Iraq as strong reason to suspect Soviet reliability 
in the event of another Inm/Iraq war:· -To avoid becoming dependent on 
the Soviets, Iran will diversify its arms suppliers by acquiring weapons 
from China, North Korea, and Western Europe. As with economic aid, 
Tehran will acquire Soviet arms without concessions to Moscow. 

,.. 

9. Tehran is unlikely, to face the thre~t of direct Soviet military 
pressure or invasion in the near term. Although still harboring 
trad itional Russian/Soviet desire for Iranian territory, the Soviet failure in 
Afghanistan probably has weakened Moscow's willingness for new 
military adventures . Moreover, threatening Iran would undermine 



relations with the US and Gorbachev's efforts to convince Middle East 
and Third World countries of Moscow's peaceful intentions. Forgoing 
military options would not stop the Soviets from using political parties 
and subversion to try to influence developments in Iran. The clerical 
regime's suppression of the Soviet backed Tudeh Party and internal 
subversion during the war show, however, that the Iranians can deal 
effectively with such threats. 

"Iran can threaten or control vital oil transportation routes from 
the Persian Gulf." 

10. Tehran's efforts to attack shipping and interdict sea-lanes during 
the war turned into a political and military disaster for Iran. Iranian 
leaders are likely to realize that this policy --which eventually brought 
international attention and US forces to the Gulf--contributed to Iran's 
defeat. Ship attacks, for example, failed to deter Iraqi attacks on Iranian 
tankers. Instead of cowing the Gulf States, the attacks caused the Gulf 
countries to maintain support for Iraq and ask the US for help. The 
attacks severely strained relations with Kuwait and in part led Saudi 
Arabia to break ties with Tehran. Future threats to shipping would only 
undermine Iran's current efforts to mend relations with the Gulf states. 

1 I. More importantly, Tehran probably realizes that threats to 
shipping would refocus international attention on the Persian Gulf. Such 
threats, in turn, might lead fo the return or increase of Western-­
especially US--military forces there: Indeed, the continued presence of 
even few US warships in the Gulf and the possibility of an increase will 
help deter Tehran (rom threatening shipping. 

12. Iran's poor military capabilities further undermine its weakened 
ability to threaten Gulf sea-lanes. Although Iran probably will make 
great efforts to rebuild its naval capabilities, it is unlikely to improve 
much in the near term. The few remaining Iranian warships are obsolete 
or largely ineffective ·because of a lack of maintenance, supplies, and 
weapons. Iran probably has less than ten old, poorly armed combat 
aircraft that it might devote to Persian Gulf operations. Although 
Tehran has contracts with China and North Korean to buy new 
weapons, Iran will need years to fully and effectively integrate this 
equipment. 

13. In the short term, Iran could resume harassing ships with small 
boat attacks, but such raids are unlikely to seriously damage or sink large 
vessels. Threats of mining and Silkworm missile attacks might 
temporarily reduce shipping. Escort operations in 1987 neutralized such 
threats, however, and, as Tehran weff ·knows, led to events that left Iran 
humiliated and defeated in the Gulf. 

Costs for the United States 

14. In the near term, Iran is unlikely to respond favorably to US 
overtures for better relations. Iran 's leaders probably understand that 
even the appearance of better ties with the US could threaten their 
control by making the regime vulnerable to criticism from anti-US 
radicals . Indeed, many of Iran 's important clerics, politicians, and 

-



military leaders remain very hostile toward the United States because of 
its ties to the Shah and apparent support for Iraq in the war. To offset 
these negative factors, Tehran probably would demand an extremely high 
price from the United States for improved relations. 

)5. The high domestic and international cost of improved relations 
would further reduce the value of Iran to the US. Even if full diplomatic 
ties were restored, the US would have nowhere near the influence it. had 
in Iran under the Shah. Lack of gain for our efforts would lead to 
domestic criticism and international cynicism that we had made one-sided 
concessions to Iran--a country that backed terrorism and the kidnapping 
of US citizens. US relations with countries in the Middle East also would 
be damaged. Relations with Iraq would deteriorate quickly as Baghdad-­
remembering the Iran-Contra affair--would suspect that the United 
States was again favoring Iraq 's arch-enemy. The Arab Gulf States, 
especially Kuwait and Saudi Arabia, might begin to question US security 
~uarantees and fear that the US was sacrificing them to regain a position 
m Tehran. · 
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'J!O: N!A - Ambassador Murphy 
I 

1HROUGH: NBA - AMbas~ador Hare 

PHOM: NEA/NGA - Laurence Pope~ 

United States Qepartmcnl of State 

ll'aslting,on, D.C. 20520 

September 6, 1988 

SUDJECT: Iranian Internal Developments--Musavi's Resignation 

We thought you might be interested in an analysis of the 
latest turn of events in Tehran. · 

, 
When Prime Minister Musavi resigned Septembers, he claimed 

~hat he did so in the belief that eight of the members of his 
new cabinct- - whom he did not name--would be rejected by the 
M,1jlis. Musavi had earlier sought exemption from havin<J to 
,,runent his cabinet for a vote of confidence but was overruled 
l>y the Council of Guardlans, and the Majlis was scheduled to 
discuss the cabinet September 6. 

Specifically mentionin1:3 Foreign Minister Velayati in his 
resi~ndtion st~tcment, Musavi said that the prcoent c~binet 
would serve until the selection of a new government. Howuvor, 
President Khamenei cefused September 6 to accept Mus~vi's 
resi~nation. Khomeini harshly criticiied Musavi's action a8 

well, complaining that he had not consulted with hi•Jhcr-r<1nking 
leaders b~foce announcing his decision. 

The eKact motive for Musavi's un~xpccted rosi~nation ls 
unclear. The ciccumstc1nces suq']est, however, Uwt another 
confrontation ls building between the •pragmatics• of 
R~fsl'!njani's c.tmp c1nd the •radicals• who have t.Jken a hard llhe 
on the Gfmeva t .1lks ,1nd oppose diplomatic maneuvers to lmpri:,ve 
lr~n•s relations with the We~t, particularly the United 8t~t~a. 

Musa vi mav have been acting on instruct ions f coin Raf ,9,1njan l 
to postpone Majlis debate on the cabinet. Although Musavi 
himself 1:.~njoys brodd support in the Mctjlis, a n111nbf'?r of hie 
cabinet minister::1, includin~ Vclayat.i, have come under .3ttdck 
fcom Intecioc Minist~r Mohtashami, one of the le~ding r~dic~ls. 

Moht~sh~mi would likQly usa the debate to criticize 
Velayati ~nd other cabinet members who advocate ,liplomacy to 
end the wac • . Tho d~bate ~ould also focus on t.~nsit.ive topics 
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s bch as the Geneva talks and Iran's negotiating strategy 
particularly whet~er concessions to Iraq are possible. 
Hphta~hami could count on the backing or a large bloc of 
crdicals elected in April 1988. 

there, 

Majlis 

By postponing such a confrontation, Musavi may also hope to 
hold off debate on a plan to combine the Revolutionary Guards 
and t~P Army under one ministry while Rafsanjani prepares the 
pblitical ground for such a move. 

i 
Musavi will probably try to keep the status of his cabinet 

su~pended as long as possible, he may be awaiting some tangible 
~aios fro~ the Geneva talks--such as implementation of the 
first clause of 598--before moving to resolve the situation. 

A struggle between the radicals and Rafsanjani's group 
couid make it more difficult for the pragmatic camp to arrange 
lhe release of a us hostage in Beirut. It may also account for 
the hardening of the Iranian line . in Ge~~va in recent days 
(hardllne Mullahs are keeping a close eye on Velayati). 
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Iran After the War 

Scope This INR Estimate looks at the political, economic, and military challen­
ges Iran faces in the aftermath of its eight-year war with Iraq; it assumes 
that the cease-fire holds and the two sides continue to work toward a for­
mal settlement. In view of Ayatollah Khomeini's advanced age and mul­
tiple health problems, the estimate in particular assesses Iran's prospects 
for stability following his death. 

Key Judgments 1. Iran as a "revolutionary Islamic Republic" is here to stay, even after 
Khomeini. Such exile groups as the Mojahedin:e Khalq and the pro-Shah 
factions have no chance of influencing events. 

2. Nonetheless, the exact shape of the regime is still to be molded. The 
war delayed some of the natural development of the revolution. One 
central undecided issue still under contention is the extent to which a 
centralized and socialist economy should be imposed. 

3. Majlis Speaker Rafsanjani takes a pragmatic approach on the issue of 
economic structure, trying to please the prosocialist majority in the Majlis 
without offending the bazaari class. Despite his association with an un­
successful war anc! his many opponents, and barring assassination or 
natural death, Rafsanjani is likely to continue to dominate the political 
scene for the scope of this estimate. 

4. A key test of Rafsanjani's influence will come in the 1989 election for 
President (Khamenei cannot succeed himself) and the new President's 
selection of a Prime Minister (probably not the incumbent Musavi). No 
obvious candidates have emerged, although Khomeini's son Ahmad could 
be put forward for either post, particularly if his father has died. 

5. The religious nature of the government will diminish with the passing 
of Khomeini, in part because no grand ayatollah with his influence exists. 
Ayatollah Montazeri will provide some religious legitimacy to the regime. 

6. Export of revolution and fundamentalist Islam has greatly diminished 
as an interest of the regime. The current and probable future foreign policy 
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direction is to broaden contacts with the West. The 
regime may justify improving relations with the US by 
pointing to the drawdown in US forces and the change 
in US administrations. 

7. Tehran will keep its distance from Moscow, although 
there may be some expansion of economic coopera-

tion. Such pro-Soviet factions as the Tudeh party will 
remain marginal. 

8. Were Rafsanjani removed, many of these trends 
could be reversed. No strong political or military leader 
is standing by to succeed him. Instability and coups 
d'etat would be the probable result for the near to mid­
term. 

• 



SlsCBFitMOl=ORr+ 

- 3 -

Contents 

Political Prospects ......................................... .. ........ 5 

Near-Term Prospects .................... .. .. . .. ..... .............. 5 

Iran After Khomeini ................................................ 5 

Replacing Khomeini ............... .. ........................ . ...... 5 

The Expected Lineup .... ......... ...... . ....... . . ... ... ....... ..... 7 

Prospects for Stability ............................................. . 9 

Disputed Diplomacy .......... .... ................... ... ..... .... ... 9 

Export of the Revolution ......................................... 10 

And If All Breaks Down ............................................ 11 

Economic Prospects ................................................ 12 

Revenue Needs .................................................. 12 

Revenue Potential .. ................... . .... . ......... .. .......... 13 

Reconstruction Debate ...... . ........ . ... . ...................... 13 

Economy To Improve Only Marginally ................................. 15 

Military Situation . ... ........... .... ... .. ...................... . .. ... 15 

The Issues Are Not Just Military ..................................... 15 

Short Term Versus Long Term ...................................... 15 

New Thinking . ... . . ..... ......................................... 16 

Pride Goeth Before a Fall .......................................... 16 

What To Do Now? .. .. ............................................ 16 

Looking Down the Road . .......................................... 16 

Toward a New Force Structure .................. .. .................. 17 

-6E0RET/NOFem~ 



I r a q 

National capital 

0 
I 
0 

t t 

150 Kilometers 
1, I 

150 Miles 

-eEe"ETJ l'JOl'OFU't 

Caspian 
Sea 

~Tehran 

Esfahan • 

- 4 -

IR AN 

.Sh iraz 

) . . . 

,: nama .,, 
. 

Ba 
Administr · 

Lin 

Abu ~ it 
Dhabi· ra 

S O V 

• •· ... ,,... Emirates 
~ ...... ~-

Sl::CAl!!'f7'MOFOA~ 

e t U n 

Mashhad• 

o n 

Afghanistan 

Arabian 
Sea 



~N 

- 5 -

Political Prospects 

Near-Term Prospects 

In its decade in power, the leadership coalition in 
Tehran, headed by Majlis Speaker Rafsanjani and 
legitimized by the religio-political authority of Ayatollah 
Khomeini, has institutionalized its control. Even the 
collapse of Iran's war effort and the decision to accept 
UN Security Council Resolution 598 have not under­
mined Rafsanjani's dominance. 

An indication of the strength of this coalition was 
its apparent solidarity in determining positions for 
Iran's UN negotiating team in New York during the ef­
forts to obtain a cease-fire in early-August 1988. The 
Majlis Speaker, Prime Minister, and President 
managed to lay aside personal, institutional, and 
ideological differences to back the UN efforts. In doing 
so, they also kept a tight rein on hardline critics within 
Iran. 

Although this augurs well for a relatively smooth 
transition period after Khomeini's death, the present 
stability depends largely on the authority of Khomeini. 
His death appears near, and with it will come an era of 
increasing uncertainty for Iran. 

Iran After Khomeini 

Khomeini is now riddled with cancer and suffers 
from serious cardiovascular and kidney problems. But 
our information on his various ailments is inadequate 
to make a firm prediction of when he will die. Present 
thinking is in terms of months, not years. 

Evolutlon Rather Than Sudden Changes. Iran 
will retain its present Islamic Republican form of 
government, as well as its current leaders, following 
Khomeini's death, although fissures and cracks long 
patched over by Khomeini himseH may appear within 
a few months. Iranians are unwilling to experiment 
with an untried alternative despite the opposition of 
many to the present regime. The tumult of the revolu­
tionary era has made them fearful of further change 

and uncertainty. Trends suggest a gradual seculariza­
tion of the government as the clerics play a decreas­
ing role and as more technocrats enter the govem­
me nt, particularly to manage Iran's postwar 
reconstruction. 

No Role for the Mojahedln ... There appears to 
be little support within Iran for the Mojahedin-e Khalq, 
an exile organization now based in Iraq that calls for 
overthrowing the present order. The Iranian public per­
ceives the Mojahedin as terrorists responsible for the 
assassinations of many top leaders of Iran in the early 
1980s and fears their potential to foment disorder fol­
lowing Khomeini's death. 

The Mojahedin are also seen as traitors for their 
armed invasions of Iran alongside Iraqi forces, espe­
cially in July 1988. The mauling of the Mojahedin "Na­
tional Liberation Army" by Iranian Government forces 
in the first week of August weakens the group's poten­
tial, as does the probability that Iraq in complying with 
the terms of a peace settlement will have to restrain 
the Mojahedin from operating from Iraqi territory. 

... Or for Other Exlle Groups. A return to the 
Pahlavi monarchy, despite the nostalgia of many for 
the prerevolutionary days, has few advocates, in part 
because of the bloodshed such a development would 
bring. Monarchists abroad are hopelessly disunited, 
and the young shah shows little leadership potential. 

Iran's outlawed communist Tudeh party and the 
Marxist Fedayan-i Khalq guerrilla group probably have 
little support. The Iranian regime appears unwilling to 
take any chances, however, and with an eye to the 
post-Khomeini period announced the executions of 
several Tudeh, Fedayan, and Mojahedin leaders in 
early August. 

Replaclng Khomeini 

Irreplaceable. There is no suitable replacement 
for Khomeini as Iran's supreme religio-political leader. 
No one can match his charismatic authority or his stat­
ure as the founder of Iran's Islamic revolution, and no 
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Ayatollah Khomeini's charisma and stature as leader 
of the revolutlon has enabled him to balance Iran's dis­
parate personal, Institutional, and ldeologlcal factions. 
Now 87 and suffering from cancer and circulatory 
problems, Khomeini could die at any time. With no 
successor equallng him In stature, Iran's lslamlc 
Republlc will be severely tested by factional rifts as 
well as postwar challenges. (Photo Is eflPICl>\L tJ91! 
8Nlf.) 

one can inherit his popular aura as a ruler with divine 
authority. 

In the Iranian theocracy (the •viceregency of the 
jurist,• velayat-e faqih), Khomeini is the supreme Is­
lamic jurist ( faqih) who rules as viceregent until the 
12th Shi'ite imam, now in occultation, one day estab­
lishes a millennial realm on earth. The jurist speaks 
with the authority of divine law to resolve contentious 
government issues. 

Iran's Constitution provides that Khomeini's suc­
cessor must be a faqih who is recognized and ac­
cepted by a majority of the people as the leader of the 
age. He must be a •source of emulation· (marji'-ye 
taqlid)-a grand ayatollah recognized as qualified to 
make original decisions on divine law. If no one such 
person is recognized, then a leadership council of 
three or five •sources of emulation• is to be chosen. 

A leadership council to succeed Khomeini is not 
feasible because the half-dozen or so Shi'ite sources 

of emulation oppose the present regime and even the 
present concept of theocratic government. Only Mon­
tazeri, who was named a grand ayatollah by the cur­
rent government but is not recognized as such by other 
grand ayatollahs (and probably not by their followers), 
supports the concept of velayat-e faqih. 

Montazerl, the "Deputy Leader." Montazeri is 
thus the only viable successor to Khomeini. He was 
so designated in November 1985 by the Assembly of 
Experts, a body of some 70 theologians assigned to 
select the leader. The choice was by no means unan­
imous, however, which probably reflects doubts over 
Montazeri's leadership and jurisprudential qualifica­
tions . 

Although he has had no real government role so 
far, Montazeri appears a weak alternative to Khomeini. 
Lacking charisma and broad popular support, he is ex­
pected to be largely a figurehead, filling the role of faqih 
to give the regime its necessary theocratic legitimacy. 

lneffectlve ... at Least" for Now. On several oc­
casions in the past year Montazeri publicly opposed 
the present government leaders but each time failed 
to change policy to his liking. While these episodes 
suggest his inability to oppose Iran's current leaders 
on key issues, they also indicate a tenacious refusal 
to be silenced. It is possible, therefore, that he could 
attract a variety of opponents of the present regime. 

Grand Ayatollah Montazerl, Khomeini's designated 
successor, Is expected to play more of a spiritual role 
to give theocratic legitimacy to a regime that wlll most 
llkely be headed by RafsanJanl. (Photo Is .01iiliilCl ♦l 
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He appears already to be attracting conservative 
clerics who oppose trends toward economic nation­
alization and socialization. 

Montazeri is an essential symbol for the transfer 
of power after Khomeini , but once that transfer is ef­
fected and a stable government ensues, Montazeri's 
role will become increasingly symbolic. Eventually, 
the concept of velayat-e faqih could even be elim­
inated. Many in Iran's religious establishment oppose 
the concept on religious grounds as heretical, while 
others oppose it as a potential basis for autocracy. 

Nonetheless, Montazeri's indispensability to the 
regime as a source of theocratic legitimacy, at least in 
the near term after Khomeini dies, could mean his 
views will carry weight with Rafsanjani, the expected 
power broker of post-Khomeini Iran. 

The Expected Lineup 

Rafsanjanl In Charge. Hojjat ol-Eslam Ali Akbar 
Hashemi-Rafsanjani, Iran's most powerful political 
figure, is likely to remain the country's effective leader 
following Khomeini's death. As Speaker of the Majlis 
(parliament), he has the backing of most of Iran's law­
makers, and as Commander in Chief of the armed for­
ces-a position formerly held by Khomeini--he would 
appear to have the necessary backing to assert his 
authority. Most of Iran's top leaders are loyal to him, 
either because of blood relationships or because they 
owe their positions and wealth tQ:tlim. 

Rafsanjani is a pragmatist and an opportunist 
rather than an Islamic revolutionary i~eologue. 
Though he has his detractors, he has managed-to keep 
the support of leaders of most factions and centers of 
power. He does this chiefly through his skill in achiev­
ing compromise between different groups on various 
issues, a talent exceeded only by Khomeini. Like 
Khomeini, he often manages to avoid strict identifica­
tion with one side or another on contentious issues. 

Rafsanjani has weathered several important 
storms over the past two years: the "lrangate" scan­
dal, in which he was suspected of having made un­
authorized contacts with the US; the military setbacks 
of June-July 1988, which took place while he was 
Commander in Chief; and the efforts to negotiate a war 
settlement according to UNSC Res. 598, which had 

Parliament Speaker All Akbar Hnheml-Rafsan/anl Is 
the man most llkely to lead Iran after Khomeini. A 
pragmaUst, he depends on Khomeini's backing to 
achieve compromise among Iran's compeUng fac­
tions; his strength after Khomeini dies remains a 
quesUon. He was the chief advocate of ending Iran's 
diplomatic Isolation and of negotiating a settlement 
with Iraq. As armed forces Commander In Chief, he 
alms to slowly amalgamate the regular forces and the 
Revolutionary Guards-a process opposed by the 
Guards. (Photo ls.OR=ICIAL USE ONLY.) 

long been opposed by many of Iran's political and 
military leaders. 

Rafsanjani would return Iran to a modernizing 
reform posture in some ways reminiscent of the 
Shah's. He would straddle the gap between the con­
servative faction that espouses free enterprise and the 
radicals who see need for some structural reform. In 
doing so, he would lead Iran toward reform in agricul­
ture by modifying landholding patterns and would 
promote reconstruction in partnership with Iran's 
private sector and foreign firms. He would be likely to 
move to strengthen the bureaucracy and government 
organs at the expense of the clerics. 

But Can He Last? Rafsanjani has numerous 
vulnerabilities. Like some of the other top leaders, he 
owes much of his power to his easy access to 
Khomeini, who has often supported him when he most 
needed it. For example, several Majlis deputies in 
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November 1986 demanded an inquiry into the secret 
contacts with the US; Khomeini stepped in and 
decreed there was to be no such debate. Rafsanjani's 
ability to stand on his own without Khomeini remains 
an open question. 

Rafsanjani, the compromiser, has opponents in 
most of the major factions. Whether the issue is eco­
nomic legislation, land reform, international diplomacy, 
confrontation with the US, war strategy, or domestic 
security, he is seen by some as going too far, and by 
others as not going far enough. He has personal 
enemies and will be open to charges of corruption. 

Problems With the Guards. Rafsanjani is vul­
nerable also in his new position as Commander in 
Chief: His plans eventually to consolidate the Army 
and Islamic Revolutionary Guard Corps (IRGC) will 
have to be handled deftly, or he will alienate members 
of both groups. There were rumors in June and July 
of assassination attempts by IRGC commanders. 

President All Khamenel, a champion of the commer­
cial and conservative clerlc Interests, has become In­
creasingly allled with his former rival RafsanJanl 
against the radical factions. When Khamenel's 
presidency expires In 1989, he wlll be constlMlonally 
barred from seeking a third term. He llkely wlll retain 
polltlcal Influence as Tehran's Friday prayer leader. 
(Photo Is QFFl8IAL USE ONLY.) 

Whether true or not, the rumors reflect Rafsanjani's 
problems with the Guards. 

Some guards fear eventual subordination to the 
traditional armed forces, while others may be angry 
about the apparent decline of IRGC Commander 
Rezai. Still others may be disgruntled loyal followers 
of Mehdi Hashemi, who was executed apparently at 
Rafsanjani's instigation for plotting against the govern­
ment. Hashemi directed many of Iran's extremist "ex­
port of the revolution" activities. 

The Triumvirate. Rsfsan/anl is chief among 
three key leaders, each with his own institutional power 
base, who will retain power following Khomeini's death 
( assurPmg he dies in 1988). The future of the other two 
is less certain than Rafsanjani's, however. 

President Khsmenel, who often represents the 
interests of the more conservative clerics as well as 
the traditional armed forces, is a former rival to Raf­
sanjani who now appears allied with him out of com­
mon opposition to the more radical politicians. He was 
humiliated when Khomeini publicly rebuked him In 
January 1988 for ascribing legal restrictions to the 
powers of the theocracy. His second term ends in 
1989 and he cannot be elected to a third term, though 
he could remain an important government voice if he 
retains his other post as Tehran's Friday prayer leader. 
At present, there is no identifiable likely successor for 
him as President. 

Prime Minister Mussvl was given a vote of con­
fidence by the Majlls in June 1988, and with a Majlis 
now more sympathetic to his statist economic policies 
he can expect to remain comfortably in office until next 
year. The new President, scheduled to be elected in 
summer 1989, however, is constitutionally required to 
select his own Prime Minister; Musavi, who in the past 
has said he would like to step down, likely will then be 
replaced. Foreign Minister Velayati, now a Rafsanjani 
ally, is one possibility for the premiership; that develop­
ment would further Iran's moderating trend. 

Khomeini's Son. Ahmad Khomeini has increas­
ingly wielded power in setting policy behind the 
scenes. We believe he is behind Iran's efforts to end 
its diplomatic isolation and to negotiate a settlement to 
the war. Ahmad's control of access to his father has 
made him a key figure, but since he has no formal 
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Prl1118 Minister Musavl Is the most Important of Iran's 
"radical" bloc. He advocates strong state controls 
over economic and social programs and has also 
been a hardliner on the war. Wldely regarded as In­
competent and often made a scapegoat for Iran's 
economic Ills, Musavl wlll probably be replaced In 
1989 after a new President Is elected. (Photo Is ~ 

~U9EONbY,) 

government position, he could lose all power when his 
father dies. However, Iran's dynastic heritage, Shi'ite 
veneration of the descendants of the early imams, and 
beliefs in the hereditary holiness of the leading clerical 
families mean that at least some of the popular 
reverence for Khomeini will transfer to his son. This 
could accord Ahmad an important role in post­
Khomeini Iran. 

Prospects for Stablllty 

Preparing the Way. In the past two years, to 
prepare for Khomeini's death, Rafsanjani, Ahmad 
Khomeini, Musavi, and other key leaders took steps to 
ensure a smooth transition by limiting factionalism 
within the government. Many of their efforts were 
directed toward eliminating the institutional power 
bases of their conservative opponents-those who 
reject increasing state intervention in domestic 
economic and social affairs. 

By disbanding the Islamic Republican Party in 
1987 and carefully controlling Majlis election cam-

paigning, they ensured that most conservatives would 
lose in their bids for Majlis seats. Decrees issued in 
Khomeini's name (perhaps penned by Ahmad) served 
to undermine the conservative Council of Guardians 
(which traditionally blocked Majlis economic legisla­
tion) and to broaden government powers by decreeing 
that government legislation was obligatory on religious 
grounds. These decrees, however, will lose force 
once Khomeini has left the scene. 

Reemerging Opposition. Factional rivalries 
are, however, becoming blatant once again. The chief 
issues of contention are the longstanding dispute over 
the government's role in distribution of land and 
wealth, control of foreign trade, taxation, and other 
economic matters. The Musavi government believes 
a centralized economy is essential and that careful 

· g~,ver nment management will be necessary for 
postwar reconstruction. Conservative clerics-per­
haps fearing for their large landholdings and inde­
pendent sources of we~are allied with the bazaar 
merchants in becoming more outspoken in blaming 
Iran's current economic straits on -~vemment mis­
management. The government, in retaliation, blames 
bazaari hoarding and corruption_ 

..;, In September 1988 Khomeini and Rafsanjani, 
apparently recognizing the need to regain the support 
of the merchants and the conservative clerics, 
reversed some of Musavi's key economic policies by 
announcing that the private sector would be relied 
upon in postwar reconstruction plans. The govern­
ment would not, as Musavi had wanted, control imports 
exclusively, nor would foreign companies be banned 
from reconstruction projects. 

Disputed Dlplomacy 

Hardllners Versus Diplomats. Diplomats who 
hope to end Iran's isolation and to restore ties with 
Western nations, as well as to pursue negotiations at 
the UN on ending the war, are periodically denounced 
by hardliners, led by Interior Minister Mohtashami, who 
oppose such efforts as potentially diluting Iran's 
revolutionary vigor. 

The diplomats have been clearty in the ascen­
dancy, however, since spring 1988. The September 
13 Majlis vote of confidence on the cabinet resulted in 
a resounding victory for Foreign Minister Velayati , in-
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dicating that Rafsanjani, with Khomeini's backing, had 
so far succeeded in marshaling support for the 
diplomatic efforts. Mohtashami barely passed the 
threshold of required votes, suggesting the hardliners 
may be retreating from international affairs and con­
centrating on the postwar economic agenda. 

g JHMU l![ urn JS umrn SU:!iil!Rilil i i EH!Ll!fi!!!!iillii! 

Export of the Revolution 

A casualty of Iran's diplomatic image polishing, 
and perhaps economic exigencies, is the active export 
of the revolution, a phrase the Iranian Government 
now defines only as the inspiration that Iran's Islamic 
revolution offers to other Muslim peoples. Plotting to 
arouse native Shi'ite populations to overthrow the Gulf 
state ruling families, as Iran attempted in Bahrain and 
Kuwait, is likely to remain a thing of the past. Iran's 
annual effort to politicize the pilgrimage ceremonies in 
Mecca, which culminated in the bloodshed of July 
1987 and led to condemnation by much of the Muslim 
world, is also likely to be deemphasized. 

Such activities now interfere with Iran's political 
goal of rapprochement with the Gutt states. There Is 
also the need to husband scarce resources for 
reconstruction and for achieving domestic social 
revolutionary goals long postponed by the war. 

Iran may also become less actively involved in 
Lebanon, once its greatest hope for achieving an Is­
lamic revolution beyond its own borders. 11 already ap­
pears to be reducing its level of support for Hizballah 
and is likely to draw down its Revolutionary Guard 
presence there. A desire to retain the support of Syria, 
the principal player in Lebanon, is Iran's strongest mo­
tive for meddling less there. 

Moving Toward the US... Normalization with 
the US, which Rafsanjani and his allies favor, remains 
highly controversial because of the persisting dogma 
that the US still wants to overturn the revolution. 
Those favoring improved relations are motivated by a 
desire to neutralize that perceived threat diplomatical­
ly, while the hardliners believe any such accommoda­
tion will eventually result in a restoration of the old 
order. 

Even the basic first step of permitting an Iranian 
official to meet publicly with one from the US carries 
too much political risk for Rafsanjani to attempt. Un­
less such a step were clearly ordered in a public decree 
by Khomeini himself, a meeting with a US official would 
bring charges by hardliners that Rafsanjani was 
deserting the revolution. 

Iranian public opinion must first be prepared 
carefully for the acceptance of ties with the US, and 
this is already gradually taking place. Deputy Foreign 
Minister Larijani, for example, stated in an interview in 
a Tehran daily in September that such ties could even­
tually be made if Iran saw ftfavorable signsft from the 
us. 

Iranian leaders have often called for favorable 
signs that the Iranian public can accept as showing a 
lessening US fthostilityft toward Iran. In specifying such 
steps they have repeatedly mentioned the return of 
frozen Iranian assets in the US and the lifting of US 
embargoes. The US condemnation of Iraq's use of 
chemical weapons has been received as such a sign. 

Both the end of the war and the advent of a new 
US administration will strengthen Iranian advocates of 
resuming relations with the US. The decreasing US 
military presence in the Gulf following the cease-fire 
removes a primary impediment to improved ties. The 
prospect of a new administration, whether headed by 
Bush or Dukakis, enables Iranian leaders to tell their 
public that the slate can now be wiped clean: It was 
President Reagan, they will say, who was responsible 
for the troubled relationship. 

Release of US hostages held by pro-Iranian 
groups in Lebanon will probably result from an im­
provement in ties: Rafsanjani and others in the 
Foreign Ministry have long regarded the hostages as 
an obstade to Iran's objective of reversing its dip­
lomatic isolation. Such releases depend, however, on 
the extent of influence Iran still has with the hostage 
holders: Relations with Hizballah have dedined, for ex­
ample, in the aftermath of Iran's war losses to Iraq. 
Iranian factional politics also play a crucial role here, 
as some leaders (Interior Minister Mohtashami and 
probably Musavi) appear to regard the hostages as 
useful for preventing Rafsanjani from moving too close 
to the West. 

SECRETf~mronN 
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Better ties with the US would open the way for 
the return of US technological expertise, which Iran is 
likely to strongly desire in the postwar era. Prospects 
for US companies will be good in some fields-com­
puter and medical technologies, for example-but op­
portunities have already been lost in others: US con­
struction engineering firms previously involved in 
Iran's power-generation industry will find tough com­
petition from Japanese, South Korean, Chinese, 
Swiss, West German, and East European firms now 
involved in rebuilding Iran's power plants, and a similar 
situation will exist in the reconstruction of petrochemi­
cal facilities. Iran is also unlikely to be a big consumer 
of US defense industry products as it was under the 
Shah: Iran instead will seek a relationship with a diver­
sity of suppliers from both West and East. 

Another factor motivating Iran's resumption of 
relations with the US is its longstanding fear of its 
northern neighbor, the Soviet Union. Iran has expe­
rienced Soviet aggression in the past, and in addition 
has an underground communist party (the Tudeh) that 
could gain power after Khomeini. 

... But Standing Firm With Moscow. Even if 
Iran reestablishes ties with the US, Tehran is more like­
ly to continue on a "neither East nor West" course of 
neutrality between the two superpowers. Though 
there is a distinct minority within the present govern­
ment that favors warmer ties with the USSR, most 
Iranians, both in and out of the government and cleri­
cal establishment. fear and oppose a closer relation­
ship. The USSR's looming presence to the north, 
Iranian resentment of Moscow's role as weapons sup­
plier to Iraq, and traditional Islamic opposition to com­
munism are the primary reasons. 

Iran's leaders indicate they will tum to the West, 
rather than the Soviets, for the expertise and perhaps 
capital investment that they need to rebuild the 
economy after the war. The Iranians recognize the 
value of playing a Soviet card against Baghdad but 
would be reluctant to grant Moscow favors in return. 

The Soviets are concerned that Iran's gradual 
restoration of ties with the West will offer fewer oppor­
tunities in the postwar era than they previously an­
ticipated. They expect new openings for US influence 
in Iran once the war is over. The Soviets' most im-

mediate objective is the reduction of Western navies 
in the Gulf; to this end they continue to suggest a UN 
naval force to patrol the Gulf, a development that would 
legitimize a level of Soviet naval presence. 

To slow Western inroads, the USSR may have to 
cultivate Iran more aggressively. Moscow may resus­
citate such old aid projects as oil processing, railroads, 
and industrial development, and perhaps offer limited 
military cooperation. The latter would risk a strong 
reaction from most Arab states. 

In the short run, both sides want to continue to 
improve relations, and there are likely to be moderate 
increases in cooperation. The Soviets have sought to 
gain favor in Iran by supporting Iranian positions in the 
UN-sponsored peace negotiations. Iranian Deputy 
Foreign Minister Larijani, in response, publicly ac­
knowledged recently that Moscow's "peacetime" line 
has shown some improvement. 

Economic cooperation is picking up as well, 
though not on a major scale: Iran and the USSR have 
agreed to convene a long-postponed session of their 
joint economic commission, and two long-term proj­
ects have now come on line: Two of three pipelines 
associated with a complex oil supply-buyback agree­
ment reached in October 1987 have been completed, 
and Iran signed a contract with the USSR to build mer­
chant ships for a previously agreed-upon joint Caspian 
Sea shipping line. 

And If All Breaks Down 

The Need tor an Authority Figure. Convention­
al wisdom is that Iranians need, and want, a father-like 
authority figure who will ruthlessly maintain order and 
contain all the centrifugal tendencies of Iranian society. 
Thus, Khomeini replaced the Shah, who replaced his 
even more ruthless father. 

Rafsanjani at present appears to be the only 
leader able to achieve accommodation among Iran's 
competing factions, even though he lacks Khomeini's 
charisma. 

If Ratsanjanl Were Assassinated... There ap­
pears to be no one who could step into Rafsanjani's 
role if he should be assassinated, or if he and his coali­
tion should fail to maintain order. Other top political 
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Clerics confer outside Shrine of Fatima In Qom. The 
backbone of the lslamlc Republic, the clerics are In­
volved In all levels of government and serve to prop­
agandize the regime's goals and policies throughout 
Iran. Their Influence wlll wane somewhat, however, 
after Khomeini dies and as Iran turns Increasingly to 
technocrats to manage postwar reconstruction. 
(Photo Is QFFICIAL 1:191! ONL¥.t 

leaders, such as Khamenei or Musavi, are too closely 
identified with institutional or ideological constituen­
cies. 

The military too, both regular forces and Revolu­
tionary Guards, has no clear candidate who could step 
in and achieve control if Rafsanjani were to be assas­
sinated. With a media policy that avoids giving credit 
to specific commanders for military victories, the 
regime has been careful to prevent the emergence of 
any military hero who could command a loyal follow­
ing. 

Assassination of Rafsanjani by disgruntled 
Revolutionary Guards is possible, but their lack of a 
clear leader (Commander Rezai lost much prestige 
after the 1988 defeats by Iraq) and their divided loyal­
ties along regional and personal lines make it unlikely 
that they could achieve control: 

Hence, Rafsanjani's removal from the scene 
could lead to a period of frequent coups d'etat as one 
political or military leader after another sought to 
achieve the dominance necessary. Personal rivalries, 
as well as institutional and ideological factionalism, 
would be uncontainable. 

A leaderless Iran, drifting into a period of weak­
ness and economic decline, could evolve. Iran's long 
history has featured many such periods of decline fol­
lowing the departure of a strong leader. Such an Iran, 
without an accepted leader and without a strong 
central government, exhausted and devastated by war 
and revolution, would be an easy target for the exten­
sion of influence by Iraq, and possibly the Soviet 
Union. 

Economic Prospects 

Revenue Needs 
Iran's revenue requirements after the war will be 

extensive. The most immediate need will be to improve 
the standard of living of the urban poor who have borne 
the brunt of the war's economic sacrifices. The urban 
underclass and the rural poor have also accounted for 
most of Iran's casualties. Although the revolution has 
brought some benefits to urban poor, sudl as an ex-
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tensive food subsidization program and a sense of 
prestige, they have suffered from rising inflation, in­
adequate housing, and high unemployment. The poor 
have generally been quiescent through these 
hardships, probably out of patriotic and religious feel­
ings. The end of the war, however, may result in 
greater economic demands by the poor as they seek 
the postponed fruits of the revolution. 
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The government will also have to deal with the 
problem of finding work for tens of thousands of 
demobilized soldiers. Although these troops will initial­
ly rely on their families for support, they have the poten­
tial to become-as did many demobilized European 
soldiers after World War I-a restless and destabiliz­
ing force if they are unable to find work. To mitigate 
the demobilization problem, Iran is reportedly planning 
to use some of the Revolutionary Guard Corps after 
the war to work on development projects in rural 
areas-somewhat akin to the work program of the US 
Civilian Conservation Corps in the 1930s. 

To help alleviate urban unemployment, the 
government will probably concentrate on improving in­
dustrial production. Lower oil earnings forced the 
government to cut imports from $18 billion in 1984 to 
only $10 billion in the past two years. With military im­
ports running at about $4 billion annually, the brunt of 
the cutbacks fell on imports of spare parts and raw 
materials for civilian industry. This foreign exchange 
squeeze has caused industrial production to drop to 

only 30 percent of capacity and unemployment to rise 
to 30-35 percent of the labor force. 

The government also will have to cope with the 
resettlement of at least 1 million of its own refugees 
from the war-torn areas of southwestern Iran. That 
region, particularly the cities of Abadan and Khorram­
shahr, suffered extensive damage in the early stage of 
the war, and reconstruction has been postponed chief­
ly because of lack of funds. Rebuilding and resettle­
ment will cost tens of billions of dollars. 

Revenue Potentlal 

The war costs Iran annually at least one-third of 
its $50 billion budget and roughly $4 billion in foreign 
exchange. Undoubtedly, the end of the war will allow 
Iran to reduce these expenditures and shift more 
resources to the civilian sector. But the desire to 
remain a strong regional power probably will neces­
sitate keeping defense spending relatively high. 
Reluctant to tap its foreign exchange reserves of $5.5 
billion or to borrow abroad, Iran will remain dependent 
on its oil income to cope with its postwar requirements. 

Oil currently accounts for 90 percent of Iran's 
foreign exchange revenue. Oil earnings fell from $19 
billion in 1983 to only $7 .5 billion In 1986, chiefly owing 
to the drop in world oil prices. Higher prices and ex­
port volumes in 1987 increased oil revenue to about 
$11 billion, but lower prices this year are causing oil 
revenue to drop to an annualized rate of roughly $9 bil­
lion. 

Reconstruction Debate 

The August 30 intervention in the 
economic policy debate by Ayatollah 
Khomeini indicates that the regime will 
look to the Iranian private sector for 
help in postwar reconstruction. 
Khomeini stated publicly that the 
bazaar merchants should be free to 
import goods and engage in trade 
during the reconstruction period. This 
constitutes a defeat for those who 

favor greater state intervention in the 
economy. 

Rafsanjani supported this policy a 
few days later, explaining that Iran 
needs private sector money to 
facilitate foreign trade necessary for 
reconstruction. He and Khamenei 
also favor the participation of foreign 
companies and experts. 
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Iran's extensive trade ties to 
Japan and West Germany, and recent 
improvements in relations with France 
and Britain, suggest that Tehran would 
not be averse to Western help in its 
postwar reconstruction efforts. Iran's 
relatively low oil income and reluc­
tance to incur debt will likely limit 
Western participation over the short 
term, however. 
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Damaged oil facllltles. At this Kermanshah petroleum refinery, which was hit several times during the war, storage 
tanks, a pipe gallery, and spherical pressure vessels show heavy fire damage from lraql alrstrlkN. Extensive res­
toration of oll lnstallatlons, Involving foreign expertise, wlll be a reconstruction priority. 011 accounts for some 90 
percent of Iran's foreign exchange revenue. (Photo Is 8EOAEMIOFOAN.) 
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Iran's current production levels of 2.2-2.5 million 
barrels per day are within the range of its OPEC quota. 
Once the war ends, it conceivably could raise this 
production to its current capacity of 3 million b/d. But 
some of the increase no doubt would be allocated to 
cover rising domestic consumption. 

In any event, because the wor1d oil market is ex­
pected to remain weak over the next few years, higher 
Iranian output would cause downward pressure on 
prices. Even though increased production thus would 
be counterproductive, Iran might feel obliged to move 
in that direction because of Iraq: Iraq is expected to 
increase oil production substantially by 1990 when its 
planned pipeline across Saudi Arabia will add 1. 1 mil­
lion b/d to export capacity. Yet on balance, we expect 
that Iran, a traditional price RhawkR within OPEC, will 
probably not increase output significantly as long as 
the oil market remains soft. 

The other option for Iran is to tap international 
credit markets for loans. Tehran, however, has not 
pursued this course out of political and religious con­
victions. Iran has also made it a symbol of revolution­
ary pride that, unlike Iraq, it is not indebted to the Rim­
perialist West, R although it has accumulated $5.5 
billion in short-term trade debt. Even if some Iranian 
leaders came to favor this option, they probably would 
not pursue it out of fear of being subjected to charges 
of selling out to the West. Recently, Iran joined the Is­
lamic Development Bank, establishing access to an Is­
lamic creditor that would be more acceptable than 
Western lenders. It is highly unlikely, however, that 
Iran would obtain enough credit from this instiMion to 
fund a substantial portion of its postwar needs. 

Economy To Improve Only Marglnally 

Because of the weakness of the wor1d oil market 
and government prohibitions against foreign borrow­
ing, Iran will have to rely largely on present oil-income 
levels to improve its battered economy. The end of the 
war will allow Iran to shift some revenue to the 
moribund industrial sector and help alleviate the im­
mediate problem of unemployment. Yet large-scale 
reconstruction programs probably will be stretched out 
for years, or will have to wait until higher world oil prices 
result in higher revenue. 

MIiitary Situation 

The Issues Are Not Just Military 

The overarching issue, which very likely has not 
yet been resolved, is whether Iran intends to return to 
the war and, ii so, when. The analysis below pre­
sumes the present leadership does not intend to renew 
hostilities within the next two or three years. This is 
based on early indicators of extreme concern that the 
cease-fire not break down and on the rapidity with 
which Iran resumed a peacetime posture in its Gulf oil 
export sector. 

Iran's bifurcated military establishment nonethe­
less faces a long list of serious problems that will not 
be easily resolved: In many cases they revolve around 
profound and interrelated political/Ideological, 
doctrinal, and instiMional differences. To some extent, 
Iran's entire foreign policy orientation and intended ex­
ternal alliances are involved. 

Short Term Versus Long Term 

Iran's military problems can be separated into im­
mediate issues and those that can be resolved in the 
longer term. The first category includes at least two 
imperatives: reconstituting a minimal ability to defend 
against a renewed Iraqi attack and deciding what to do 
about the innumerable military supply contracts now in 
force or under negotiation. Given the urgency of these 
problems-on the one hand, Iran is currently almost 
defenseless while on the other it must act quickly to 
minimize the waste of scarce resources involved in 
buying what it no longer needs-the pressure to act is 
great. Moreover, RtechnicalR or military prescriptions 
are fair1y clear. Thus, Iranian actions are perhaps 
somewhat more predictable in the short run than in the 
longer term. 

Issues that will have to be dealt with soon, but 
with not quite so much urgency, include: rationalizing 
the maze of military procurement and production chan­
nels established during the war; deciding what size 
military structure to maintain and how to demobilize 
the rest; deciding what to do with the dual regular 
military/Revolutionary Guard structure that evolved 
during the war; determining the organization, doctrine, 
and armament of the new military establishment; and, 
perhaps most important, deciding the allocation of 
resources devoted to rebuilding the military versus 
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rebuilding the economy. Answers to these questions 
involve weighty political, economic, and social issues 
and are subject to a complex interplay of internal and 
external forces. 

New Thinking 

Iraq's spring offensives appear to have sobered 
the Iranian leadership's views on military affairs. At 
least two things have become clear: that a divided 
chain of command (not to mention a divided support 
structure underneath it) is unworkable, and that it takes 
a conventional military with a full range of capabilities 
to deal with a well-armed, aggressive opponent. The 
fact that Iraq explicitly targeted Iran's regular military 
in its final series of attacks on the central front and that, 
once these divisions (and their irreplaceable equip­
ment) were decimated, Iran was defenseless, may 
have helped drive home this lesson. 

Some Iranian leaders may even have recog­
nized, in retrospect, that Iran's IRGC-devised offen­
sive posture of recent years smacked of smoke and 
mirrors-none of the breakthroughs achieved through 
enormous expenditures of raw troops were ever ex­
ploited successfully. This was due in part to a divided 
chain of command and a reluctance on the part of the 
regular military to risk everything on one throw of the 
dice. But more critical, especially in the later years of 
the war, was the lack of adequate mobility, firepower, 
air cover, and logistic support to sustain the momen­
tum of an attack. In reality, Iran's woffensivew strategy 
depended almost completely on the fact that 
Baghdad's defensive strategy had conceded the 
military initiative to Tehran. 

Pride Goeth Before a Fall 

In any event, the series of defeats undermined 
the cachet that had attached to the IRGC and, thus, 
much of its political influence. Compounding this 
reversal was the close association of the IRGC leader­
ship with the politically unpopular drive to continue the 
war. Thus, even before the decision to accept Res. 
598 and seek a cease-fire, the Iranian leadership was 
taking steps to unify the command structure and its 
logistic underpinnings. Even in its early stages, this 
rationalization process constituted a reversal of the 
earlier trend toward replacing the regular military ser­
vices with their Revolutionary Guard counterparts. 

Integration has not gone far as yet, but early 
signs point to growing influence for the regular military 
establishment. If this trend continues as we expect, it 
w_ill significantly influence Tehran's decisionmaking on 
a host of subsidiary issues--i3specially in the area of 
organizing and equipping the new military structure. 

What To Do Now? 

As a priority task, Iran must prepare itself against 
the eventuality that the peace talks break down and 
Iraq resumes hostilities at some level. In addition, Iran 
must cooperate with UNIIMOG in making the cease­
fire work. Both of these immediate tasks imply reliance 
on the regular military, which alone possesses the in­
stitutional resources and the command and control 
capabilities to accomplish them. Iran is working now 
to reequip and rebuild the regular divisions on the 
central front, evidently using at least some IRGC 
resources. The regular military continues its leading 
role on the central and northern fronts, and appears to 
have been designated as the hosts for UNIIMOG (in 
part owing to past negative.experiences of UN teams 
in dealing with the Guards to investigate Iraqi chemi­
cal weapons use). 

In the short term, Iran will have to make what it 
has work-this implies a major emphasis on spares 
and replacement parts for equipment in its inventory, 
plus matching end items if they can be had quickly and 
cheaply. The on-hand supply of military con­
sumables--ammunition and the lik~s probably not 
well balanced, and Iran will likely follow through on 
some contracts or deals for this reason alone. Other 
contracts it may not be able to get out of, stretch out, 
or otherwise renegotiate. 

Looking Down the Road 

On the logistic front, it appears to have already 
been determined that tactical support functions , 
procurement, and military industry will all be con­
solidated. So far, the direction seems to be amal­
gamation under the auspices of the Ministry of 
Defense entities in each of these areas. Rationaliza­
tion will increase the impact of whatever resources Iran 
chooses to make available, by cutting overhead and 
eliminating duplication. The end of woperation 
Staunchw pressures will also make Iranian arms 
procurement more efficient (better quality, cheaper 
prices, more reliable suppliers). In fact, Iran may well 
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The lslamlc Revolutlonary Guards (Pasdaran) march In a parade In Tehran. Establlshed by Khomeini In 1979 to 
prevent a counterrevolutlon, the Guards are llkely to play more of a domestic security role after the war and to be 
moblllzed for domestic reconstruction projects. The Guards are resisting plans to amalgamate them gradually with 
the regular armed forces. (Photo Is OliiliilCI.O.L I ISli ONL.¥..➔ 

soon find a crowd of would-be suppliers hat in hand at 
its doorstep. 

Tehran will probably not wantto prejudge its long­
tenn procurement effort, and in any event will want to 
replace much of the battle-worn and increasingly out­
of-date equipment it now has. It is very likely, 
moreover, that Iran will want eventually to divorce it­
self from much of its US-supplied equipment. 

The drive to make Iran self-sufficient in military 
production, started under the Shah and given renewed 
impetus by the war, will command the lion's share of 
available procurement resources and will incline Iran 
toward suppliers willing to set up turnkey factories, 
work out coproduction arrangements, or transfer 
needed technology. Based on these considerations, 
Tehran will probably not invest large sums in bolster-

ing its current inventory. The key question, then, is 
what will Iran seek to buy and/or produce, and from 
whom? An ancillary issue is what will it do with the 
equipment on hand. 

Toward a New Force Structure 

The IRGC will not be disbanded: It is too large, 
too politically influential, and probably too critical to the 
long-run survival of the clerical regime. Plus, many at 
the top levels of the regime no doubt still question the 
political reliability of the regular military. But it seems 
likely the IRGC will be pruned back to serve an inter­
nal security type of function. Its aspirations to field its 
own air force and navy will likely fall by the wayside, 
except perhaps for the light aircraft, utility helicopters, 
and small boats it now has. A kind of "coast guard" 
function in the Gulf would not be inconsistent with the 
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roles the IRGC was assigned in major exercises during 
the past several years. 

With a dominant regular military, Iran will have a 
greater tendency to buy Western, technically sophisti­
cated equipment than would have been the case with 
an IRGC-dominated military structure. Nevertheless, 
the groundwork has already been laid for a significant 
postwar anns relationship with China, and it seems 
likely this will continue. Israeli upgrading of China's 
newer weaponry will make the relationship more 
palatable to the regulars than it might have been other­
wise. But the Iranians will very likely look to France 
and Brazil as well. As it did under the Shah, Iran will 
buy some Soviet equipment-but such purchases will 
tend to be "stand alone" items, which need not in­
tegrate into the overall logistic system and therefore 
minimize Iranian dependency. 

The need for sophisticated, technically qualified 
air and naval forces was underlined for Tehran over the 
past year not only by Iraq's ability to strike virtually 
wherever it pleased but also by the generally routine 
way in which the US Navy responded to attacks. 

Aircraft. Iran will likely replace its F-5s and F-4s 
and unload them on the wor1d market but probably will 
keep its F-14s: No one but the US operates F-14s, 
plus they retain a certain cachet, provide a useful 
"mini-AWACS" function, and are air refuelable. Iran 
probably will try to keep its P-3s operable, too, because 
it will not have enough money to replace them any time 
soon. Parts for the military and civilian transports and 
air refuelers will be easy to obtain, and they are 
durable, efficient aircraft. 

Iran will want to retain an air-refueling capability 
and will look for at least one replacement fighter with 
such a capability-quite likely a French plane. The F-
5s probably will be replaced with Chinese planes­
especially the newer ones incorporating some 
Western technology. Iran is already in the market for 
one or more trainers, and this is an area where "off­
brand" producers like the Argentines, Brazilians, or 
Swiss have a shot. 

Iran will want to keep its Cobras and Chinooks 
flying as long as possible; with cannibalization and an 
increased flow of spares from abroad this will be pos­
sible. Nevertheless, it seems likely Tehran will also 

add some type of European attack/utility helicopter to 
its inventory as a way to phase out the UH-1 sand aug­
ment its Cobras. 

Air Defense. It seems unlikely that the IRGC will 
maintain any role in air defense, so its SA-2s will 
probably pass into the hands of the Air Force. The 
Hawks will be maintained as long as possible, but Teh­
ran will seek a replacement. This is an area where the 
Soviets may be able to make an inroad, because they 
can offer otherwise unavailable medium- and long­
range surface-to-air missiles. The SA-3 and SA-5 are 
both possibilities. For shorter range air defense, Iran 
will likely stick with the Oerlikon Skyguard, but it may 
well seek to add the Aspide missile to the package. 
Iran hP.s already bought a major British air warning 
radar system and likely will continue to choose 
European radars and integration packages as it 
rebuilds its air defenses. 

Navy and Coastal Defense. The Navy may 
have to content itself with refurbishing its ships and 
their annaments-new engines, new missiles, and the 
like-for the near term. It is largely European 
equipped and probably will remain so. The minisub­
marine fad is probably irreversible, but control of the 
program will likely move from the IRGC to the regular 
Navy. But the Navy never liked the SIikworms and 
might leave them in the hands of the Guards-as a 
kind of consolation prize, if nothing else. 

Ground Equipment. Only China or the Soviet 
Union can provide tanks and APCs in the numbers Iran 
will require and at a reasonable price. Iran may well 
buy some Soviet ground equipment-BMPs, ZSU-
23/4s, possibly artillery and engineering equipment­
but the Chinese {with Israeli technical assistance) 
seem the probable source for most of Tehran's armor 
needs. There may be some scope for Brazilian light 
armor, multiple rocket launchers, and trucks. The 
Japanese have already been a major source of utility 
vehicles and will likely remain so. 

Iran will push hard for coproduction on ground 
equipment of all sorts, including short-range SAMs 
{the Chinese or North Korean copy of the SA-7 seems 
a good bet) . A major problem will be replacing/aug­
menting the US self-propelled artillery Iran has 
depended on so heavily. Soviet-designed SPGs built 
under license in Eastern Europe could be a candidate. 
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Iran might also find long-range Austrian and South 
African artillery attractive. 

Mlsslles. Iran is now manufacturing an assort­
ment of poor1y designed field rockets and may try to 
upgrade this capability. But, faced with a major Iraqi 
missile threat, Tehran will feel compelled to obtain ad­
ditional SCUDs (presumably from North Korea) and 
perhaps an even more potent missile system. 

In the long run, the Iranians will want their own 
ballistic missile manufacturing capability. Control over 
the missile program will be a major political issue. The 
IRGC has been in charge and will strongly resist losing 
its most prestigious program. One solution would be 
to create a separate "missile corps," made up of IRGC 
personnel, which would report separately to the 
Supreme Defense Council. Use of the missiles would 
be a strategic decision in any event. The possibility of 

eventually bringing the new service under the Ministry 
of Defense would be left open. 

Chemlcal Weapons. Iran will of course im­
mediately focus a good deal of attention on its CW 
defenses. The Soviets and East Europeans, who 
manufacture an extensive range of decontamination 
and protective equipment, might secure sales here. 
But Iran will by no means abandon its efforts to develop 
an offensive capability to match Iraq's. This effort will 
likely be consolidated directly under the Ministry of 
Defense or the Supreme Defense Council-at least in­
itially. Tehran will look to any source it can find for ex­
pertise, equipment, and precursors. Syria, Libya, and 
perhaps North Korea seem especially lik~ly col­
laborators; however, in recent years would-be CW 
proliferators around the world have been able to find 
Western and Third World commercial finns that are all 
too eager to help them. 
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