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MEMORANDUM FOR JAMES A. BAKER IITI

FROM: ROBERT C. MCFARLAW

SUBJECT: Iran-Iragq War and the Threat to 0il Flows h&l

As a result of the recent escalation in the Iran-Irag war, we
face the possibility of a disruption of the flow of o0il from the
Persian Gulf. I believe that it is essential that the full range
of implications, especially the potential international ecoromic
repercussions, of an interruption of o0il flows be understood by
all concerned parties. The economic achievements of the last
three years could be at stake. Fﬂ(

Because of the rapid evolution of the situation, I would like to
provide you,, James—Baker, Michael Deaver and Donald Regan with a
briefing on the current status of the threat and seek your advice
on any follow-up actions by NSC. Since I believe we should move
expeditiously on this issue, I hope you can join me to discuss
the situation on March 15 in Room 208, OEOB.
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MEMORANDUM FOR MICHAEL K. DEAVER
FROM: ROBERT C., McFARLANE

SUBJECT: Iran-Iraq War and the Threat to 0il Flows (D)

As a result of the recent escalation in the Iran-Iraqg war, we
face the possibility of a disruption of the flow of 0il from the
Persian Gulf. I believe that it is essential that the full range
of implications, especially the potential international economic
repercussions, of an interruption of o0il flows be understood by
all concerned parties. The economic achievements of the last
three years could be at stake. F&L

Because of the rapid evolution of the situation, I would like to
provide you,, James Baker, Michael-Beevex and Donald Regan with a
briefing on jfthe current status of the threat and seek your advice
on any follpw-up actions by NSC. Since I believe we should move
expeditiougly on this issue, I hope you can join me to discuss
the situat/ion on March 15 in Room 208, OEOB. ﬁ&L
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March 28, 1984

MEMORANDUM FOR ROBERT C. MCFARLANE
“F
FROM: RICHARD S. BEAﬁ%?i;/

SUBJECT: Threat Situation Summary for Iran-Iraq
28 March 1984

The attached threat situation summary describes the status of
our current crisis planning activities for Iran-Iraq.

Attachment
Tab I - Threat Situation Summary
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TRAN-TRAQ: CONSEQUENCES OF AN IRANIAN
BREAKTHROUGH AT AL BASRAH

23 March 1984

R

Summar

Iran tis massed as many as 400,000 troops near Al Basrah for
what it hopes will be the climactic offensive of the war,
Opposing them, I[raq has approximately 200,000 well equipped troops
dug in behiud extensive fortifications, with air superiority. We
believe the fraqis should be able to contain the offensive and ¢o
inflict massive cdsudlties on the Iranians. On the other kand, if
Iragi forces suffer a major defeat, the consequences could be
dire. This paper presents a speculative, *worst-case® assessment
of the poussible consequences of such an event.,

A major defedt of the Iraql army could ¢rigger a series of
avents possibly leading to the overthrow of Iragi President Saddam
llusayn and his replacement by a fundamentalist Shia regime
canéralled by Tehran, Governments with diverse--and often
conflicting--intrrests like the USSR, Saudi Arabia, Syris, and
Israrl oppose the creoation of a pro-Iranian regime in Baghdad, but
nonr 15 likely to be able to act quickly or effectively enough to
prevent such «n outcome,

A radical Shia regime in Baghdad would have profound
implications for the political equilidrium in much of the Middle
East and would threaten US interests in the regioa.
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Victory for rran would be geen in the area--by both. friends
and toes--as a defeat for the US, causing further

questioning of US commitments and reliadbility as a friend
and security pdrtner.,
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An Iranian victory could lead fairly rapidly to Iranian
hegewmony over the o rire Gulf--Kuwait and Bahrain would be
especfally vulnerable, . We would expect at least some Gulf
states tu ‘move to appease Tehran and to distance themselves
from the US. Even sn, their adility to withstand Iranian
e SUbVersion aud political pressure would be questionable

». ouece a Shia ruiime in Baghdad began working in concert with »
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© Iran would be in an excellent position to increase its ]

subversive activitiey in Saudl Arabla, particularly in the
wil-riclh kastern Province. The Iranlans could easily slip

men and weapons across Irag's long and poorly controlled e
border with Saudi Arab(a.i ~

Iran*'s control over Iraq*'s oil reserves and ilts increased
capabllity to threaten Gulf regimes would hav

e 3 disruptive i :
ettect on the stability of world oil narkets.j L

Iran would bhe in a much better position to play a

disrdptjvo role in Arab-Israeli affairs through 1ncreaked
pressure on Jordan and Syria,

A Shla regime in Baghdad could be expected to seize US

officlals as hostages In order to humiliate the US
Covernment, ‘

[ ] ® »

Iran's Goal

-

Iran's goal in the upcoming nffensive is to inflict a major defeat on
Iragi forces, causing heavy Iragi losses, and to threaten Al Basrah. lran
hopes that the reuime of fragi President Saddam Husayn will begin to unravel
under the impact ot heavy military casualties and large numbers of civilian

refugees. lrau iy detormined Lo replace Saddam's secular Baathist gov rnment
with a radical tundasentatist Shia regime controlled by Tehran.

If Iranian forces could push toward Al Basrah from the north and
northeast, they would be in 3 position to bombard the city at close range--the
Shatt al-Arab is tess than 50U meters wide opposite the city. Al Basrah is
Irag's wecond laryestoity, Hany of the city's more than one million,
predominantly Shia resigents would tlee, causing massive numbers of refugees
to stream northwest toward Baghdad and south to Kuwait--45 kilometers from Al

o s
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Jraq's Capabilities

Iraq should be able to contain the lranians as long as senior Iraqi
comnanders avoid sujor westaker aud [ragi troop morale remains high, Iraq has
air supaiur ity and a thewe-to-one advantage in armor and artillery. Iraqi
commaniers have aoad inteliigence on Jranian deployments. HNumerous sources
report ITraqi troop morale tas ricen since- [rag stopped a seri i
ks in Febryary aad carly Warch,

Iragi Reaction ta an lranian Breakthrough

Should lIran achieve a major breakthrough, however, the Iraqi army might
fall back in an ovder by tastiion and continue fighting, Irag would have
suffercd o <igniticanl <ectbhack and Saddam's regime would be badly shaken, but
the war would g0 on,  lehcan's torces would need time to regroup and resupply

before attempling tu cont inae the attack. Iranian forces then might try to i

cross the Shatt al-Acab <outh of "Al Hasrah and cut the main supply road to
Kuwait. Such o allax wonid Carry lranian forces near major lragi oilfields

and likely cause tragr retagees and defeated Iragi troops to flood into

If the Tragis suffered a major defeat east of Al Bésrah. we believe

Saddam would retaliate by lifting all restraints on military action. We would
look for Baghdad to:

O Attack international oil tankers calling at Khark lsland; this step
would have little <hort tern effect on Iran's war-making ability, but

would anternglionaitze the war--which Saddam hopes will bring more
substantial world pressure Lo bear on Tehran. '

Use long-range surface-to-surface missiles and chemical weapons against
military and civilian targets in lran, '

Saddam's Fate

The fate of Saddam.might be the key to continued Baathist rule in
Baghdad. Saddam's aswassination or removal in a coup probably would trigger a
prolonqud perviad of putitical instability in the capital. The army has been
the principat meany ot Baataist and Sunni Arab control of lrag for over two
decades. Saddan's removal, combined with the unraveling of the army, would

greatly increase e prospects dar Tean to impose a Shia-dominated Islamic
fundamentalint qovernmint in d.\(};".:litd.‘

Reporté of coup-plutling and political infighting would be early
indicalors that the Baalhist teadership believed the situation warranted
replacing Saddam in hopes ot appeasing the Iranians, The dilemmq for the‘
Iragic, howsver, is that resoving Soddam would not be easy--he will not give
up power volunta i ly and has ddeait ruthlessly with suspected coup-plotters in
the past. Mareover, Tewran e uniicely to settle for less than the total
replacenent of !he Baatinnt pawsur stencture in Baghdad {f it beljeves that

Iragi defenses ae crumbling, -

3
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Other indicators that Saddam fs in serinus trouble might include:

0 Saudi Arabia and Yuwait - op financial and oil aid to Baghdad and
refuse to aliow Lransshipment of military equipment across their
Lervitory tu leag as ways. to Jppease Iran,

0

Shia demonstrations or riots, especially in the pilgrimage cities of
Karbata and Najat,

O Abrogatinon by Kurdish leader Jalal Talabani of his recent ceasefire

agreement with Saddam,

-

Civil disturbances, food riots, or other signs of a breakdown in law
and ardes | parcticdlariy-in Laghdad,

A breakdown in discipline or an upsurge in desertions from Iraqi
wiliLary wits. [

If Iraqi forces collapse quicklv as a -result of an Iranian breakthrough,
the political and miictary <i1tuation in Iraq could unravel rapidly--in a
matter of days ur weeks, We estimate that Shia comprise 75 percent of the
Army's enbisted vanks and units could dissolve rapidly. There are an
estimated Lanmillion Shig Gaving in Baghdad, mostly concentrated in slum
areas of the 2itv, whe might engage in civil disturbances if they sensed an
Iranian victiry was froninent. Whiie Iranian units are incapable of fighting
their way to Baghdad it the lraqi ormed forces remain intact, the lranians

might Le able: to reach the [raqi capital, overcoming sporadic resistance
enroute, it the lraqi sray unravived,

Regional Implications of a Radical Regime

A radical Shia regime in Baghdad would fundamentally alter the political
equilibrium in Uhe Middle last, ana would prove highly destabilizing to US
interests n the region. Nevertheless, we do not believe most regional states
will offer military support to lran, cven if they believed Saddam's regime

were in .!fmg'r of callapuing, -

Leaders of Saudi Arabia and the other Gulf states could be expected to

'greatly incregse their appeals to the US and the other Western powers to “do

something® La stop the Iranians. The Gulf states, however; are also concerned
that too open identaf ication with the US--particularly inviting in US military
forces--would provoke dranian wrath and further subversion. Moreover, many
Gulf leaders have auterpreted tiw vullback of the US Marines from Lebanon as
“abandonment” of 4 i1 comiiment to detend a beleaguered central government,

and wonder how lang the Y wontid stand by them in a conflict with the
Iranians. .

We believe most Gulf Arab reqimes, barring overt Iranian aggression
against them, would not <end their military forces to help Iraq, nor would
they invite in UL torces,  Thev know theiv own forces would have no impact on
the oufcome ot e war G would only increase the risk of lranian
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retalfation. In fact, if the Gulf states believe an [ranian breakthrough at
Al Basrah signale the begqinning of the end for Saddam's regime, they might cut
off financial and loqgistical support for [rag--hastening the very defeat they

hope to avoid.- :

3

!
Over -the short run, the most serious dangers to the internal security of ’g
the Gulf states tvam an lranian breakthrough probably are sporadic outbreaks |
of Shia viulence, sparked by [ranian military victories, or Iranian-inspired 1
subversian,  Thewe coula teigger harsh government reprisals against Shia i
dissidents, which in Lurn could sharpen Sunni-Shia communal tensions. Kuwait i
and Bahrain face the quealesl dangers, A Shia government in Baghdad, working ¢
in concertwith lran, confd vegin slipping arms and personnel across the : i
border into Kuwait, Horcover, there are 50,000 Iragis and 65,000 Iranians -
already in huwait, suik of woom tikely would support subversive operations.

Over 65 percent ot dahwrasn’s native population is Shia and Manama continues to
be a major target of lranian ponsored subversion.

Jordan‘'s Kina Hussein has provided support to Irag throughout the war,
but would be refulant to send reqular military units to buttress a faltering

Saddam Husavn.  wUili, if Lyypt were ii send troops, he might feel obliged to . . _

ot

offer Loken Jordmian {or(ey.

Egypt i< ronstrained by a lack of popular or military support for a N
potentially costly and pratracted canfrontation with Tehran, In addition,
Cairo is currentiy distracteod by the latest Libyan troublemaking in Sudan. As
a resull, baypt would L uniively to comit large numbers of ground forces to
the fray, ond in any case lacks the capability to move a force rapidly to Iragq
capable of making 4 ditlerence--100,G00 or more troops might be required.
President Mubarak wminht otfer to send military advisers to the Gulf states and
appeal to the Y5 to increase its security assistance to these states. If an
Iranian military advance into lraq appeared to threaten Kuwait or Saudi
Arabia, Cairov might send pilots to these states to bolster their air defenses

or dispatch a token force.-

Syrian President Ascad might have to change policy abruptly if an Iranian
brea}:tilrough thvealened -tne collapar of Baathist rule in Baghdad. Assad, who
heads a rival wing of the Haath Parly, has supported lran's war efforts
against [ray because of persanal hatred for Saddam Husayn and traditional
Syrian-lragi politicdl rivairy., A..ad would like to see Saddam toppled, but
replaced with 4 Baathint qovernment susceptible to Syrian influence--an

outcome- that i unlitbely if the loanians achieve a br_eakthrough._

Assad's taclical cooperation with Iran in Lebanon and in the war against
Irag masks tundanenlao driterance. belween the two states that would 1ikely
come Lo the fore 1t lehran were aule 1o install a fundamentalist Shia
govermaent in daqghiaad, Al head. a secular government and ruth’legs]y
crushed an uprisinn ot the Sann tandamental ist Muslim Brotherhood in 1982,
He would fear- Lhat 4 victorsons, more powerful Iran would turn its attention
toward Hamanius, 44 well ae ihallenae Syria‘s role as a leading Middle Eastern
political and mihrtary power. In addition, a victorious Iraq woulq want to
increase <upport for Shia extremiats in Lebanon--causing Syria addlt'!onal .
problems therc--twt conld nnt da 50 easily without use of its bases 1n Syria

5
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ot Syrian-controlled parts of Lebanon. Assad would likely try to pose as a
protector of the Gult <tates in arder to protect a major source of financial
aid to his vegume and to tey to couniter the expansion of Iranian influence in

the req ion.-

Turkey's concerns about the lran-Iraq war focus largely on the possible
spreaa of [ulamic fundamentalist influence, deteriorating economic prospects
with two important truding partners, and security problems posed by the
Kurds--who oLcupy 2 Large mountainous darea straddling all three countries'
borders., It the tunu-- tuking dadvantage of the collapse of central authority
in Baghdad--agatate oo inepoelence, we believe Turkey would move militarily
into lraq. Ankara's qoai would ne limited to crushing the Kurds' military and
subversive capalnilitics alung the border., 1f Jraq were to survive as an
independent wtate; we tnelieve Turkish forces would be reluctant.to remain on
Iragi territory any longer than necessary to accomplish these goals. If,
however, lray were to dicintegrate as an independent state or to become no
more than an Iranian pupprt, furkey might choose this time to assert its long-

standing irredealisl claon to a ltarge part of northern Irag--bringing Ankara
into direct canflict with Tehran, h

The Iran-lraq war has served Israel's interests by keeping two hostile
states fully occupivcd tighting rach other. Israel--which has traditionally
viewed Trag o the greater Lhreat--has covertly backed lran's war effort, but
some Israeic olbiciads are now qaestioning that policy. lsrael would not want
to see a tundamentals,t Laia requme come to power in Baghdad, but would be
unable to-intluence the < ituation if Iran were to achieve a breakthrough. Tel
Aviv would prefer.thot the fragi army held and were able to remain fighting,
thereby drawing the attention and resources of the Arab world to support

Baghdad. It Iraq crumbled, lsracl might revert to trying to covertly support
the Kurds as it dud i the varly 1970s,

‘Jmpact on World 0il Market

[f Saddam escalates the war by carrying out his threats to attack Iran's
Khark Island oil ferminal or accociated international tanker traffic, Iran
could respond inoa s ot ways, . [hese range from relative’ly low=-risk -
options such as tumenting Shia terrorism in the Guif states or launching air
attacks against huwail Ly more high-risk options such as attacking Saudi
Arabian economic ar ol Laryels.  1ran probahly -recognizes that the higher
rig¢k options carry a -ignificant prospect of confrontation with the US--
something tehraa procunanty wonled seck to aveid.  If Iran believed it Cqu]d
totally deteet lvad e the snort term, Tehran might choose not to retaliate
for an attach et Ehark ar international oil tankers in order to avoid
drawing in outovde pawers,

At a minimum, such lraqi attacks and Iranian countermeasures are 1likely
Lo cause acute meavait.mes, ip international oil markets, and to raise sharply
spot 01l prices and Lwber dncnrapce rates in the Gulf, The potential for
significant ol price inoreases would be iimited, however, if any o
interruptions in wil «yports was confined only to Iran and lraq. The ability
of Saudi Arabia lu conlynue to use its excess oil producing capacity to ease
upward pressure on atl prices would be critical, It would take a major
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disruption of Saudi oil exports to substantially change this picture., Saudi
Arabia has approcimately 60 mitlion barrels of oil in floating storage around

the world for uwr inwase of 3 major disruption of supplies from the Persian
Gulf,

s
A~ - -

We can only speculate about the oil policies of a Shia fundamentalist
regum: in Baghdad, tut the Tranian example suggests that both Iran and Iraq
might keep their exports Lelow-their maximum capacity after the war. Iran
under Fhameint is delerwined to operate its 0il industry with minimum Western
assistance, and we atonwe 3 Shia reqgime in Baghdad would pursue similar
policicss following the war, we estimate [ran would be able to comfortably .
maintainTa produclive capacily of about 3.5 million barrels per day, while
Baghdad's would be ~omewhat lower, in the range of 2.5 to 3.0 million b/d.
[rag now export YOUH00 L/ throaan the Turkish pipeline--its only export
outlet, and lran exporie approximately 1.6 milYion b/d. 1rag would have to
rebuild ite off~hove toading terminale in order to resume oil exports through
the Gult., Partial retoration ot them would take approximately 4-6 months and
would add L wmitljon b/d Lo Trag's eoxport capacity. In the first year or two
followiny the installalion of 4 pro-lranian regime in Baghdad, we would expect“s-- -
both countvics Lo increas their axports somewhat to help rebuild their =

economies nd finans tal tewerves,  lehran has stated it would d war
repacal Ty Srom Saghdad it a Shig government replaced Saddam.

In the 1ate 1Y80¢ when we expect the oil market to have tightened,
however, the Ltwo tundamentalist Shia regimes would likely act in concert to
restrict ontpat and ta Lry tn force nil prices higher. The regimes would

challenge Lawdi leaderwhip in OPEC and view any price increases as damaging to
the West ang the audis--and hence in their best interest.

Soviet Attitudes and Uplionns

The USSR does not want a fundamentalist Islamic regime in Baghdad. The
Soviets have improved relations with Saddam Husayn over the past two years,
while relations with letran have deteriorated. Saddam's replacement by a pro-
Iranian fiqury would deamatically curtail Soviet influence in Iraq and make
the clerical govermwent an Tehran even less susceptible to Soviet inroads.

If an Iranian military breakthrough threatened the Iraqi regime, the
Soviets probably would mount an emerqency airlift of military supplies to
Baghdad and iright hale publicized military maneuvers on their border with
Iran. They would b unlikely Lo go as far as sending Soviet airborne or air
defense forces tia foag. None of the<e steps would have much effect on a

determined lranian attenciye, but Mnscow might hope they would act as a
psycholoaical deterven! on Tehran, ,

1f a pro-lraman Shia qovernment replaced Saddam Husayn in Baghdad, the
Soviets probubiy wani-l try to wake the best of an unwelcome situation and
minimize strans wath Ldnan, Muscow still considers [ran a greater
geopolitical gwize Lhan lrang, despite current strained relations yith
Jehran. The Sevivts waald hope that an lranian-installed regime in Baghdad
would not Vast long amd that iraq's heavy dependence on Soviet weaponry would
eventually huelp them 1o cetwnsd twerre ties with whatever regime is in power in

.
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Baghdad. 1f, however. a Shla regime in Baghdad restructures its forces along
Iranian lincs--amphasizing infantry and militia forces rather than armor and

atrcraft--thece woald te no more targe sales of military equipment for the
Soviets. ’

Implications for the US T ; Y

So lang as Khomeini lives, Iran is 1ikely to consider itself at war--
politically, vconomcaliy, spiritually, and wilitarily--with the US. Khomeini
remains dedicaled to eradivating all S influence and presence in the
‘region. The deteat of lrag would represent the greatest victory for
Khomeini's philusophy of militant Shia Islam since he forced the Shah into

exile in 1979. A radical “hia requne in Baghdad could be expected to seize US
of ficials as hasrtages tio Lyvy to-tumsi idate the US Government. )

A Shia reqime in Baghdad would cause Iran's threat to the stability of
the Middle East tn yrow dramaticatly, Most of Tehran's energies and attention
probably would ve_devoted, 4t least in the short term, to consolidating its
victory in lrag, but we bebieve it would also step up its subversive and o
propaganda ¢ttorts wn the Gulf, Fhomeini has repeatedly stated that the next o

targets of hiw vrevoluton after Saddam are the conservative, oi)-producin
ﬂchies- Stedd oy Sawil Avabia--whoch have supported Iraq's war effort._ .

Khomeini charqes that the Saudis and other Gulf rulers are puppets of the
US and unly stay in puwer witin the a1d of Washington, Attempting to subvert
these states would, trom lehran's viewpoint, have the dual appeal of
continuing to expart the vevalulion and of threatening key US interests in the
region. lhe Gulf states' current dilecma over whether to turn to the US for
security dssistance would be greatly hrightened and we would expect at least
some of them to wove to appease Tetran and to distance themselves from the
US. Even sn, their ability to withstand Iranian subversion and political
pressure is questinnable. One of the most serious implications for the US of
an Iramian victory in lraq is that it could lead fairly rapidly to Iranian
hegemony nver the Gult a4 a whole,
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