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1. MET WITH SHAH FOR ALMOST TWO HOURS MARCH 18. HE WAS
IN SOMBER MOOD AND WENT OVER AND OVER AGAIN REASONS WHY,
IN HIS VIEW, WE SHOULD HELP HIM OBTAIN MORE CREDIT OR
FUNDS (THROUGH OIL) FOR IRAN TO PURCHASE US MILITARY
EQUIPMENT AND THUS CARRY OUT ITS MILITARY BUILD-UP WHICH
HE BELIEVES ESSENTIAL IF PEACE AND STABILITY IN GULF IS
TO BE MAINTAINED. FOLLOWING IS SUMMARY OF TALK.

2. SHAH FIRST REFERRED TO RECENT KURDISH-BAGHDAD ACCORD
WHICH HE SAID WOULD IMPROVE IRAQ GOVTS CAPACITY FOR
MISCHIEF IN GULF AND, FOR PRESENT AT LEAST, STRENGTHEN
ITS OVERALL POSITION. THIS AGREEMENT WAS REACHED IN
GOOD PART AS RESULT OF MOSCOW'S PRESSURE ON BAGHDAD AND
EFFORS OF IRAQI COMMUNISTS WHO HAD BEEN REPRESENTED IN
BOTH DELEGATIONS THAT CONDUCTED TALKS. SHAH'S HOPE WAS
THAT ACCORD WOULD NOT LAST BUT TIME ALONE WOULD TELL.

3. HE THEN REFERRED TO OUR JAN 14 TALK (REF A) AND
REVIEWED WHAT HE REFERS TO AS SOVIET "GRAND DESIGN" FOR
PENETRATING ARAB PENINSULA AND MIDDLE EAST VIA IRAQ WITH
LONG-TERM OBJECTIVE A COMMUNIST INFLUENCED INDEPENDENT
KURDISH STATE TO FORM CONTINGUOUS CORRIDOR BETWEEN SOVIET

AND ARAB WORLDS. HE SAW SOVIET INFLUENCE IN BAGHDAD



STEADILY INCREASING WITH SOVIETS  SUPPLYING MIG-S, 130 MM
ARTILLERY, TANKS AND OTHER ITEMS OF MILITARY AND ECONOMIC
AID HE REFERRED TO SOVIET ASSISTANCE IN CREATION OF IRAQ
NAVAL FORCE IN GULF AND PORT FACILITIES IN BASRA TO SERVICE
IRAQ , AND SOVIET NAVAL VESSELS. JUST AS SOVIETS HAD PENE-
TRATED AND ESTABLISHED MAJOR PRESENCE IN MEDITERRANEAN
THEY NOW (RPT NOW) WORKING TO ESTABLISH SIMILAR TYPE
PRESENCE IN GULF THROUGH IRAQ.

4. HE CONVINCED GULF CAN ONLY BE SAVED BY COOPERATION OF
IRAN, SAUDI ARABIA AND SMALLER MODERATE GULF STATES. (HE
SAID HE TOLD KING FAISAL WHEN LATTER FELT THREATENED THAT
IRAN'S DEFENSIVE FRONTIER WAS ON RED SEA JUST AS ARAB GULF
STATES WAS ON CASPIAN.) AT SAME TIME IRAN -GULF ARAB
SECURITY COOPERATION IS MEANINGLESS UNLESS IRAN POSSESSES
STRONG AND CREDIBLE DETERRENT MILITARY POWER. "WHO ELSE

IN THE. AREA," HE ASKED, "CAN SUPPLY A CREDIBLE MILITARY
DETERRENT IN THE GULF? PAKISTAN, SAUDI ARABIA, THE SMALL
WEAK GULF STATES? OF COURSE NOT."

5. HE THEN SAID HE HAD AGAIN CAREFULLY REVIEWED HIS
PLANNED MILITARY BUILD-UP IN LIGHT OF MY COMMENTS TO
PM HOVEYDA AND ALAM (REF B) ON NON-AVAILABILITY OF MORE
THAN $500 MILLION FMS CREDIT OVER NEXT FIVE YEARS. HE
DID NOT SEE WHERE HIS FORCE PLANS COULD BE CUT BACK:

(A) FOR AIR FORCE, AFTER NEXT TWO F-4 SQUADRONS
RECEIVED IN 1971 HE PLANNED FOUR ADDITIONAL F-4 SQUADRONS
BEGINNING 1973 TO BE PHASED IN ONE EACH YEAR THROUGH 1976.
THESE ACQUISITIONS, WITH WHAT IRAN ALREADY POSSESSED AND
WITH SOME ADDITIONAL C -130'S  "ESSENTIAL TO GIVE GROUND
FORCES GREATER MOBILITY," WOULD' TOTAL ABOUT FOURTEEN (14)

SQUADRONS. FURTHERMORE HE WOULD EVENTUALLY HAVE TO
REPLACE F-5 SQUADRONS BUT THAT WAS IN FUTURE EVEN THEN
HE WOULD HAVE LESS AIRCRAFT THAN IRAQ TO SAY NOTHING OF
WHAT SYRIA EGYPT AND OTHER RADICAL ARABS HAD, ALTHOUGH HE
BELIEVED HIS AMERICAN TRAINED AND EQUIPPED AIR FORCE WOULD
BE MUCH MORE EFFECTIVE.

(B) BECAUSE OF LIMITED RESOURCES HIS GROUND FORCES HAD
BEEN CUT BACK ON OUR ADVICE TO SIX DIVISIONS TO MAKE THEM
MORE COMBAT EFFECTIVE. THEY WOULD BE PERMANENTLY MAIN-



TAINED WITH 80 PERCENT CADRES WITH BALANCE TO BE FILLED
IN BY RESERVES AND LIGHT TERRITORIAL FORCES NEEDED TO
SUPPLEMENT GENDARMERIE. SIX IRAN DIVISIONS EXACTLY SAME
NUMBER AS IRAQ POSSESSED AND WAS ABSOLUTE MINIMUM.
FURTHERMORE THESE DIVISIONS STILL NEEDED SOME COSTLY
QUALITATIVE IMPROVEMENT THROUGH M-47 RETROFIT (WHICH HE
"PLANNED TO CARRY OUT"), ADDITIONAL ARTILLERY, AND
GREATER MOBILITY INCLUDING AN AIRBORNE CAPABILITY THROUGH
ADDITIONAL C-130S.

6. HE STRESSED HOSTILITIES IN GULF COULD COME ABOUT
THROUGH (A) WEAKNESS OF MODERATE RIPARIAN STATES AND /OR
(B) MISCALCULATION ON PART OF RADICAL ARABS UNLESS THERE
IS STRONG AND CREDIBLE IRAN DETERRENT. HE HAD VERY
RECENTLY TOLD SOVIET AMBASSADOR THAT IRAN HAD NO RPT NO
INTENTION OF ATTACKING IRAQ BUT THAT IF IRAQ CREATED
TROUBLE IN GULF IRAN "WOULD PUNISH IRAQ VERY BADLY."
IT WAS ALL VERY WELL TO TALK THIS WAY, HE SAID, BUT
SOVIETS AS WELL AS IRAQ MUST SEE THAT THIS THREAT OF
RETALIATION WAS CREDIBLE AND COULD BE CARRIED OUT. THIS
WOULD BE A MAJOR. DETERRENT' TO RADICAL AGGRESSION OR MASSIVE
SUBVERSION AGAINST - MODERATE GULF STATES.

7. IN SUM, HE DID NOT SEE WHERE IT WAS POSSIBLE TO
MATERIALLY CUT BACK HIS FORCES IF PEACE AND STABILITY
IN GULF ARE TO BE MAINTAINED AFTER BRITISH PULL-OUT. THIS
WHY HE NEEDED TO EITHER (A) OBTAIN $800 MILLION IN CREDIT
FROM US OVER NEXT FIVE YEARS (FY 1970-74) OR (B) BE ABLE
TO SELL MORE OIL IN US WHICH WOULD ENABLE HIM TO PAY FOR
EQUIPMENT WITH OIL MONEY USING 100 PERCENT OF PROCEEDS OF
ADDITIONAL SALES TO US FOR PURCHASE OF AMERICAN
EQUIPMENT AS HE , HAD PROMISED TO DO.

8. IN REPLY, I TOOK SAME LINE WITH SHAH AS WITH ALAM
(REFTEL B) EXPLAINING VERY SERIOUS DIFFICULTIES WE FACED:
WHY I COULD GIVE NO ENCOURAGEMENT THAT MORE THAN $100
MILLION FMS OR OTHER CREDIT WOULD BE AVAILABLE ANNUALLY,
AND WHY IT SEEMED IVERY IMPORTANT TO ESTABLISH PRIORITIES
OF EQUIPMENT ACQUISITION WITHIN REALISTIC CALCULATION OF
AVAILABLE RESOURCES AND CREDIT TAKING INTO ACCOUNT AVAIL
ABLE TRAINED MANPOWER AND IRAN'S ABSORPTIVE CAPACITY.



I ALSO MENTIONED I HAD HEARD PRIVATELY THAT LARGE US BANKS
WERE KEEPING CLOSE EYE ON IRAN'S FOREIGN DEBT SERVICING
R A T IO N IN LIGHT OF RECENT REPORT ON IT BY IMF WHICH
INDICATED RATIO CLIMBING RATHER SHARPLY.
MACARTHUR
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9. SHAH REACTED AT LENGTH AND WITH CONSIDERABLE EMOTION
REVIEWING AGAIN THREAT TO GULF AND IRAN'S VITAL INTERESTS:
FACT IRAN IS DEFENDING VITAL INTERESTS OF US, NATO, JAPAN
AND FREE WORLD IN GULF: SPECIAL OFFER HE HAD MADE US TO TIE
ADDITIONAL OIL REVENUES FROM US TO PURCHASE OF US EQUIPMENT:
UNHELPFUL ATTITUDE OF CONSORTIUM MEMBERS: FACT THAT IF
WE WOULD NOT HELP HIM HE WOULD BE FORCED TO TURN ELSEWHERE.
HE SAID HE HEARS FRANCE IS OFFERING GREECE 15 YEAR CREDITS
AT THREE PERCENT INTEREST FOR PURCHASE OF' MIRAGES: UK
PREPARED TO OFFER SUBSTANTIALLY LOWER RATES THAN OUR
SHOCKINGLY HIGH FMS CREDIT OFFER WHICH SAMII INDICATED
WOULD TOTAL ABOUT 9 PERCENT: AND SOVIETS ARE OFFERING TWO
AND HALF PERCENT INTEREST OVER LONG TERM. WHY COULD NOT
WE OFFER CREDIT ON TERMS LIKE OUR NATO ALLIES AND SOVIET
UNION? HE CONCLUDED WITH STATEMENT HE COULD NOT UNDER
STAND WHY WE DID NOT WANT TO HELP HIM IMPLEMENT NIXON
DOCTRINE IN GULF AREA WHERE OUR AND OUR ALLIES INTERESTS
WERE ALSO THREATENED. ONLY COURSE OPEN TO HIM WAS TO
REAPPRAISE HIS PLAN FOR ACQUISITION OF US EQUIPMENT IN
LIGHT OF FACT WE WOULD NOT EXTEND ADDITIONAL CREDIT AND
FIT WHAT HE COULD INTO $100 TRANCHES FOR NEXT FIVE YEARS
TURNING ELSEWHERE FOR REMAINDER. FOR US IT WAS MATTER
OF CREDIT OR PERMISSION TO SELL OIL IN US FOR HIM IT WAS
IRAN'S SECURITY AND SURVIVAL.

10. I SAID WITH ALL DUE RESPECT HIM MISTAKEN TO BELIEVE
WE DID NOT "WANT" TO HELP HIM. I REVIEWED IN DETAIL "VERY



SPECIAL CONSIDERATION" WE HAD SHOWN IRAN PRECISELY BECAUSE
WE DID WANT TO DO ALL WE POSSIBLY COULD TO HELP HIM
(I.E., PILOT TRAINING: BLUE SUITERS: FMS CREDIT;
MAINTAINING IN IRAN ONE OFLARGEST MAAG MISSIONS IN
WORLD FAVORED EX-IM BANK TREATMENT: ETC.). HOWEVER I THOUGHT
OUR FRIENDS SHOULD RECOGNIZE WE WERE BEARING UNBELIEVABLY
HEAVY BURDENS, HAD DESPERATELY DIFFICULT FINANCIAL AND
B/P PROBLEMS, AND WE JUST DID NOT HAVE RESOURCES TO SOLVE
ALL PROBLEMS REST OF WORLD BROUGHT TO OUR DOORSTEP. INSOFAR
AS IRAN HAVING TO TURN ELSEWHERE HE MUST OF COURSE DO
WHAT HE THOUGHT BEST AND WE WOULD RESPECT HIS DECISION.
HOWEVER IF HE TURNED SUBSTANTIALLY TOWARDS SOVIETS FOR
EQUIPMENT, I WANTED TO SAY ON PURELY PERSONAL BASIS
RESULTING FROM MY FIRST-HAND EXPERIENCE IN CONGRESSIONAL
RELATIONS, THAT SUCH A DEVELOPMENT SEEMED BOUND TO STIMULATE
INTENSIVE CONGRESSIONAL EXAMINATION DURING CONSIDERATION
OF FUTURE FMS CREDIT LEGISLATION. THIS WAS IN NO RPT NO
SENSE A WARNING BUT SIMPLY STATEMENT OF OBVIOUS.

11. SHAH SAID HE DID NOT WANT US TO THINK HE WAS UNGRATEFUL
FOR WHAT WE HAD DONE FOR THIS WAS NOT CASE. HOWEVER WHAT
WE HAD DONE ORIGINATED LARGELY IN PREVIOUS ADMINISTRATION:
AS RESULT OF HIS WASHINGTON VISIT LAST YEAR HE HAD THOUGHT
WE WERE PREPARED TO HELP HIM ON OIL PROBLEM WHICH WOULD
SOLVE HIS VERY DIFFICULT FINANCIAL SITUATION. HE FELT
WE HADN'T RPT NOT REALLY DONE MUCH NEW FOR HIM ALTHOUGH
WE HAD CONTINUED PROGRAMS OF PREVIOUS ADMINISTRATION
AND HE WAS GRATEFUL FOR THAT. I SAID WITH SMILE HIS LATTER
COMMENT REMINED ME OF A FAMILY STORY MY FATHER-N-LAW
USED TO TELL ABOUT A CONSTITUENT WHOM HE HAD HELPED IN
MANY WAYS OVER THIRTY YEARS. IN AN IMPORTANT ELECTION
SEN. BARKLEY SAID TO THIS CONSTITUENT HE ASSUMED LATTER
WOULD VOTE FOR HIM. WHEN CONSTITUENT SAID HE NOT CERTAIN
BARKLEY RECOUNTED AT LENGTH ALL HE HAD DONE FOR HIM AND
HIS FAMILY OVER 30 YEARS TO WHICH CONSTITUENT REPLIED,
"YES, BUT WHAT HAVE YOU DONE FOR ME LATELY?"

12. SHAH LAUGHED, SEEMED TO RELAX AND THEN BECAME SERIOUS
AGAIN SAYING HE APPRECIATED WE WERE TRYING HELP HIM BUT WE
MUST UNDERSTAND IT WAS FUTURE OF HIS COUNTRY AND HIS PEOPLE
THAT WAS AT STAKE. HE STILL TRUSTED MOST EARNESTLY
PRESIDENT WOULD FIND WAY TO HELP HIM WITH SOME SPECIAL



OIL ARRANGEMENT AND THAT WE ALSO WOULD DO SOMETHING TO
EASE VERY ONEROUS FMS CREDIT TERMS DISCUSSED RECENTLY
WITH SAMII AS TO INTEREST RATES AND RATIO OF USG TO PRIVATE
CREDIT. A SPECIAL ARRANGEMENT ON OIL WOULD DO MORE THAN
ANYTHING TO SOVE PROBLEM OF FINANCING PURCHASE OF US
MILITARY EQUIPMENT, WITH WHICH HE WISHED TO EQUIP HIS
FORCES, AND WOULD ALSO ENABLE HIM TO CONTINUE HIS PROGRAM
OF ECONOMIC AND SOCIAL PROGRESS FOR HIS PEOPLE. AT SAME
TIME IT WOULD BENEFIT US INDUSTRY (HE MENTIONED DOD
OBLIGED TO BAIL OUT LOCKHEED): SUBSTANTIALLY HELP
DIFFICULT US BALANCE OF PAYMENTS SITUATION, AND SERVE
OUR OWN VITAL STRATEGIC INTERESTS IN GULF AND MIDDLE EAST.

REPLIED I COULD NOT HONESTLY HOLD OUT MUCH HOPE ON A
BREAKTHROUGH ON OIL IN NEAR FUTURE BUT THAT I KNEW WE
WOULD DO OUR BEST ON FMS CREDIT, ALTHOUGH I OBVIOUSLY
COULD GIVE NO ASSURANCES TILL LEGISLATION ENACTED AND WE
KNEW WHAT WE HAD TO WORK WITH.

13. COMMENT:

(A) ALTHOUGH SHAH WAS SERIOUS AND AT TIMES
EMOTIONAL RE OUR INABLIITY TO HELP HIM MORE WITH THINGS
HE FEELS ARE ESSENTIAL FOR IRAN AND FREE WORLD INTERESTS
IN GULF, HE WAS FRIENDLY AND AS-WE TALKED IT OUT,
APPRECIATIVE OF ALL WE ARE DOING AND SEEMED MORE UNDERSTANDING
ABOUT OUR PROBLEMS. FROM WHAT HE SAID I THINK HE WILL
TAKE A HARD NEW LOOK AT HIS MILITARY ACQUISITION PROBLEM
REALIZING WE ARE NOT GOING TO BE ABLE TO DO BETTER
ON FMS CREDIT. THIS, I BELIEVE, IS MOST IMPORTANT OUTCOME
OF TALKS WITH HIM, ALAM AND PM HOVEYDA.

(B) IF HE CAN POSSIBLY AVOID IT HE DOES NOT WANT TO
ACQUIRE EQUIPMENT PIECEMEAL FROM VARIETY OF SOURCES BECAUSE
HE FULLY APPRECIATES LOGISTIC, TRAINING AND OTHER COMPLICATIONS
THAT WILL RESULT ON OTHER HAND, HE CLEARLY FEELS
THAT HIS PRESENT FORCE--AND EQUIPMENT PROJECTIONS ARE
INDISPENSABLE MINIMUM TO ASSURE SECURITY  OF HIS COUNTRY
AND ITS LIFE-LINE, THE GULF. WHILE I BELIEVE HE MAY CUT
BACK A BIT OR POSTPONE ACQUISITION OF SOME ITEMS OF US
EQUIPMENT PRESENTLY IN HIS FIVE-YEAR SHOPPING LIST,
BELIEVE HE WILL PROBABLY TURN TO WEST EUROPEAN SOURCES FOR
AT LEAST SOME ITEMS HE HAD PLANNED BUY FROM US.



(C) ALSO BELIEVE HE WILL CONTINUE ACQUIRE FROM SOVIETS
NON-SENSITIVE ITEMS SUCH AS VEHICLES AND PROBABLY SOME
ARTILLERY (130 MM) ON BARTER BASIS TO CONSERVE HIS
FOREIGN EXCHANGE, BUT I DO NOT BELIEVE HE WILL TURN TO
THEM FOR SOPHISTICATED EQUIPMENT FOR HE KNOWS DANGERS
AND RECOGNIZES, AS HE SAID TO ME, THAT "RUSSIAN IMPERIALIST
AMBITIONS IN THE. PERSIAN GULF HAVE NOT CHANGED ONE BIT OVERTHE YEARS."

(D) DESPITE MY POURING COLD WATER ON PROSPECT OF OIL
BREAKTHROUGH, HE IS STILL "COUNTING ON PRESIDENT"
TO DO SOMETHING.

MACARTHUR
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