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FFICE MEMORANDUM

TO: Mr. R. ner — DATE: June 30,1949,
FROM: A. S. G. Hoar
SUBJECT: IRAN
1. Mr. Bayne telephoned from London this morning to say that,

when he was in Teheran, the Prime Minister had stated, in the presence
of half the Cabinet, that he wished for an immediate Bank loan of
between $50 and $60 million.

2 The reason for the changed attitude towards an immediate
loan from the Bank appears to be that Mr. Ebtehaj is now convinced
that he will not secure approval of the proposed reduction of the
note cover of the Central Bank.

o= Do Mr. Bayne has asked the Government to write to the Bank,
5 explaining the new situation and putting forward their ideas for a
loan but not magking a formal application.

b, Meantime the Government have requested the Bank, through
Mr. Bayne, to prepare and forward to them suggested wording for
legislation both to authorize the Government to contract a direct
loan from the Bank, and to authorize the Government to guarantee
development loans from the Bank contracted by subsidiary agencies
of the Government or private corporations. With rega¥d to the
latter, Mr. Bayne said that the Government were thinking of setting
up a Plan Bank which would operate on Herstelbank lines.

Se The Government at the same time have requested through
Mr. Bayne that the Bank inform them of its maximum and minimum
rates of interest and term of loan. On this point Mr. Bayne merely
said that he would transmit their message.




INTERNATIONAL BANK FOR . \/

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25. D. C.

Garner No, 6. ¢ /o American Embassy,
DECLASSIFIED Cairo, Ezypt.
Confidential,
Tem— W s e
WBG ARCHIVES
Dear Garner,

I enclose a copy of a personal letter dated June 15th which
I have just received from Mr, James Somerville, the Counselor of
the American Embassy in Tehran.

I had sent him a line from Baghdad to tell him that Mr, Bayne
would probably go to Tehran for a few days before he left for Cairo.

You will observe that Mr, Somerville takes a somewhat gloomy

view of the situation:

(1) In the first place, he does not believe the Majlis will
permit a reduction in the note-cover requirement which wéuld have
enabled Ebtehaj to finance the development program for a year or
two without outside help;

(2) The Ministry of Finance has informed the Pl#hning Organization
that the maximum the latter can expect from the oil royalties in any
one year is 7 million pounds (even if the royalties should be considerably
inereased) instead of the 100% approved by the Majlis;

(3) Until Maréh 1950 the Planning Orgenization will only get a
total of 9.8 million pounds, instead of some 15 million it had expected,
because the Government needs the money for other purposes;

(4) But even of the 9,8 million pounds the Government has already
earmarked some 5 million pounds for various purposes (including the
railways), so that less than 5 million pounds will be available for
other projects:

(5) Many Persians therefore do not feel justified in paying the
OCI half a million dollars for general consultation, which the 0OCI
is apparently proposing, although several of its directors would prefer

/to

Mr. Robert 1, Garner,

Vice President,

International Bank for Reconstruction & Development,
Washington 25, D.C,
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to be free to seek contracts for their own firms;

(6) And finally, there is the difficulty that under present
legislation the Majlis must approve the terms of any loan, but as
the 1life of the Majlis now in session expires in July, there seems
no chance of constructive action for many months,

Please show this letter and its enclosure to Iliff and Bayme
when they return to Washington. (Bayne will in the meantime have
seen Somerville, and the latter will doubtless have told him all
he says in the letter).

Very sincerely yours,

‘ %éﬁgug
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The Bank has already expressed % the Iranian Oovernment ite
interest in Iran's Seven~Year Plan and indlested its willingness and ability
to participate in the financing of sppropriate elements in this Plan when
its assistance might be needed. If the Iranian Government wishes, the Dank
-o..m-uum:-iomwuumnswcmn-. Purther-
~ more, subject to satisfactory progress in implementing the Flan, ineluding
mMﬂMMwmmh-hnMn.
and taking inte account Iran's need for external finaneing a8 then established,
the Bank will be willing % consider additional loans for other projects as
their preparation reaches the bankable stage. Any project gubsdtted for oon-
sideration by the Bank should be of a tangible and directly productive nature
and of demonstrable ecomomic velue as have been those development projects
hitherto financed by the Bank.

Barly participation by the Bank im the financing of Iran's Flan,
even on a small scale, would indicate the Bank's interest in, and support of,
Iran and its desire for mutual collaboration. The lean being saall would
avoid possible criticism of both Iran and the Ronk - eriticism which might be
Justified were a large loan to be made now when Iren is knowa to have funds
available sufficient to finasce the developments recommended by OCI for the
early period of the Flan,

The Bank hes read with interest the 0CI preliminary report snd
concurs particularly in ite assertion that the key to successful Llaplementation
of the Plan lies in the setting up of a sound mechaniss for its adainistration
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and operation. mmummumm'mmmz-
the selection of key persomnel to avold delay in starting work on high pri-
ority projects as soon as necessary preparatory studies have been completed,

The preliminary 0CI report contains too little materisl regarding
specifie projects for the Bank to be able to form & judgement on them at this
stage. lhen the final report is avallable, the Bank will be prepared to discuss
with the Iranian Covernment and OCI the Plan as & whole and the selection of
an initial projest, or projects, which might be suitable for Bamk finaneing
d_gﬂ”muumhmhmnmmrwm
teshalosl and fineneial appreissl by the Bamk. In this connection, the
m’ﬁhMMhmmt&mhm
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The Bank has already expressed to the Iranian Government its
interest in Iran's Seven-Year Plan and indloated its willingness and ability
to participate in the financing of appropriste elements in this Plan when
its assistance might be needed. If the Iranian Oovernment wishes, the
Bank is prepered to consider now & small initial loan for some one, or pos-
sibly two, specific projects included in an early stage of this Plan,
 Furthernors, subjeot t satisfactory progress in Lplementing the Plan,
mmmmmmmnnmmumu
effective, and taking into account Iran's need for external fisascing as
then estabiished, the Bank will be willing to consider additional loans
for other projects as their preparation reaches the banksble stage. Any
project submitted for consideration by the Hank should be of a tangible
and direetly productive nature and of demonstrsble econcmle value as have
been those developwent projects hitherto financed by the Bank,

Farly partieipation by the Dank in the financing of Iran's Plan,
even on a ssall scale, would indicate the Bank's interest in, and support of,
Iran and its desire for mutual collaboration. The loan being swmsll would
avold possible eritieisc of both Iran and the Bank - criticism which might
be Justified were a large loan to be made now when Iran is known to have
funds available sufficlent %o finance the developments recossended by 0CI
for the early peried of the Plan.

The Bank hes read with interest the OCI preliminary report and
svncurs particularly in iis assertion that the key Lo succesaful implementation
of the Plan 1ies in the setting up of & sound mechaniss for its sdministration
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and operstion. The Bank is also convinced of the urgent need for actiom in
the selection of key personnel to avoid delay in starting work en high pri-
u&&mﬁﬂumummﬁqsmmmmm.

The preliminary OCI report contains too little n&ﬂn'm
specific projects for the Bank %o be able to form & judgement on them at this
stage. When the final report is avallsble, the Bank will be prepared to discuss
with the Iranian Oovernment and OCI the Plan as a whole and the selection of
an initial project, or projects, which might be suitable for Bank financing
and such measures as it may bLe necessary to teke in preparation for their
technical and financisl appraisal by the Bank., In this connection, the Bank
mfﬂhmpmdhtﬂwunmulm.
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The Bank has already indicated to the Iranian Governs
ment its interest in Iran's Sevene¥ear Plan and indicated its
villingness to consider assisting in finaneing sound elements
in this Plan vhen need for such assistance is evident,

Heretofore, however, it was the impression of the
Bank that the financial resources available to the Govermment
of Iran vere adequate to cover financing of the Plan, st least
during its initlal stages, and mtmmtwm-
not intend to seek financial assistance from the Bank for the
present, In prineiple, the Bank still believes that this ape
proach is fundamentolly sound and should serve as the basis
for the Bank's consideration of Ifan's finaneial needs in con=
neetion vith the Plan, Moreover, both Iran and the Bank might
be open to eriticism 4f the Bank were to make a large loan now
when Iran is known to have funds avallable suffiecient to finance
the developments recommended by OCI for the early period of the
<lane




On the other hand, the Bank does appreciate that
there are good reasons in favor of the Bank considering now
a small initial loan to Iran in connection with the Seven
Year Plan, In particular, a token participation by the
Bank in the financing of such Plan nov would be indieative
of the Bank's interest in, and support of, Iran's efforts
to further economic development.

__ Aceordingly, if the Govermment of Iran deems it
desifable, the Bank is prepared to consider financing some
one, or possibly two, specifie projeets scheduled for inclu=
sion at an early stage in the Plan, Then, subject to satise
factory progress in implementing the Plan, incTuding the fi-
nancial and administrative measures necessary to make it
effective, the Bank will be willing to consider additional
loans for other specifie projects as their preparation Peaches
the financing stage,

The Bank has read with interest the OCI preliminary
report and concurs particularly in its assertion that the key
to suceessful implementation of the Plan lies in the setting
up of a sound mechanism for its administration and operation,
mmunnmmermmmrwuuum
the selection of key persomnel to avoid delay in starting work
on high priority progects as soon as necessary preparatory
studies have been completeds



e

The preliminary OCI report contains too little
material regarding speeifie projeets for the Bank to be able
to form a judgment on them at this stage, VWhen the final ree
port is available, the Bank will be prepared to discuss with
the Iranien Govermment and OCI the selection of an imitial
projeet, or projects, vhich might be suitable for Bank finane
eing and such measures as it may be necessary to take in
preparation for their technical and financial appraisal by
the Bank, as well as matters of general policy and procedure,
If found desirable, the Bank would be prepared at that time to
send a mission to Irang
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June 16, 1949

His Excellency
Vasningiam, Dy G
My dear lr, Ambassador:

Please accept my thanks for the copies
of the Interim Report of Overseas Consultants,
Ine. which were received this mowning, I
shall look forward to having a copy of the
£inal veport when 1t is drafted. *

Sincerely,

R/ L. Gamer .



IRANIAN EMBASSY
WASHINGTON, D. C.

June 15, 1949.
wo: Qhk

International Bank for
Reconstruction and Development

1818 H. Street,

Washington 6, D.C.

Dear Mr. Garner,
W reference to the decision of my

Government copf¥eyed to Mr. Eugene Meyer in my letter
of October 24th, 1946, to apply to the International

:Bank for Reconstruction and Development for loans to

finance reconstruction and development in my country,
in connection with which discussions have taken place
between officials of my Government and your Bank from
time to time, I now have the pleasure to enclose here-
with two copies of an Interim Report submitted by Over-
seas Consultants, Inc., making certain interim recom-
mendations to the Planning Organization of the Govern-
ment of Iran in connection with the execution of the
Seven Year Plan., The draft of the final report is now
being edited and is expected to be ready early in
August when copies will also be sent to you.

The Interim Report indicates the possi-
bility of several projects being put into execution
in the near future when it is to be expected that the
Planning Organization will, if it finds it necessary,
apply to The International Bank for Reconstruction
and Development for specific loans to finance them,
and, at the same time submit detailed information on
the projects to be financed.

Yours sincerely,

I/
(j’ ( f\ 5 i i
: / = & r i

&5
o e
- e B
O’ ussein Ala

MN/ § Ambagsador of Iran.
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. CONFIDENTIAL

OFFICE MEMORANDUM Y2

TO: Files DATE: June 15, 19L9
FROM: F, Dorsey Stephens DECLASSE]ED

SUBJECT: Iran W;ZNA;(?HZI%:’:ES

Messrs, Dunn, Malenbaum, Wagner and Gorlitz, of the State Department,
met today with Messrs. Garner and Stephens to discuss Iran's alleged present
need for foreign financial assistance and the possibility of Bank partici-
pation in such financing. Mr. Wagner has made a special trip from Teheran
in connection with this matter and expects to return there next week.

It appears that the Shah is anxious to obtain the "moral and tangible
support! which foreign loans or other financial assistance would give him at
this time, He apparently has in mind direct governmental aid of the type now
being extended to Turkey by the U.S. Government and also IBRD participation,
at the earliest possible date, in the financing of the Seven~Year Program,
irrespective of the question of Irants ability to meet the full initial costs
thereof without borrowing,

* The attitude of the State Department is that direct governmental as-
sistance——apart, possibly, from the normal type of Exim Bank financing——is
out of the question., The State Department would, however, like to be in a
position to say that the IBHD is definitely interested in the possibility ,
of making a loan to Iran at this time. Reference was made to the preliminary |
report of the OCI, outlining a priority One-Year Program to cost about $30 i
million, of which some $11 million are in the form of fo¥eign exchange re=- 1
quirements, and the question was put as to whether the Bank would be willing )
to agree, in principle, to make a loan of this latter amount, or, alternatively,
to indicate a figure to which it would be willing to go.

While stressing the Bank!s real interest in aiding Iran, Mr, Garner
explained at some length Bank loan policy and made it clear that, apart from
other considerations, the Bank could not indicate any definite sum for an
initial loan, the amount of which would depend upon what projects were of a

type which the Bank would be interested in financing and also were in a bank=
able stage.

The State Department representatives referred to the necessity of
passing on at least some informal advice through the U.S. Ambassador in
Teheran to the Iranian Government which could assure the latter of the Bank's
interest in participating in the financing of the Seven-Year Program. It was
agreed that the Bank would endeavor to draft a memorandum on this subject, to
be used as the basis for a communication to the U.S. Ambassador in Teheran.
This draft is to be discussed at a meeting with the representatives of the
State Department on Saturday, June 18.

In the course of the conversations, the statement was made by a State
Department representative that even if no change were made in the present note
cover requirements of the Bank of Issue, there was at present the equivalent
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of some $56 million which could be freed either for satisfying foreign
exchange requirements or for serving as a basis for an increase in note
circulation.

It would appear that Mr. Ebtehaj, of the Bank Melli Iran, who is
still undergoing medical care in France, has lost considerable influence
with the Shah but that he is still likely to play a role in the implementa-
tion of the Seven-Year Program.

The State Department anticipates that under a new agreement, the oil
royalties to be received from the AIPC will be practically doubled.

The OCI's general report will probably not be completed before the
end of July.

FDStephens : mmr

ce: lMr. Garner
. Mr. Hoar
Mr. Svoboda
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QQNFIDENTIAL DRAFT

The Bank has already expressed to the Iranian Govermment 1ts interest
in Iran's m!:mz ':,"""‘é,"&:": 1ts willingness and ability to partiete
pate in the finmancing /of this Plan at an appropriate moment. If the Irendan
Government wishes, the Bank is prepared to consider now & small initial loan
for some one, or possibdly two, specific projects included in an early stage of
this Plam. Parthermore, wmubject to satisfactory progress in implementing the
Plan, including the financial and administrative measures necessary to make it

effective, and taking into account Iran's need for external financing as then

‘established, the Bank will be willing %o consider additional loans for other

projects np their preparation reaches the bamkable stage. Any project submitted
for consideration by the Bank should be of a construction nature and of demon~
strable economic value as have been those development projects hitherte financed
by the Bank, <

Barly participation by the Bank in the financing of Iran's Flan, even
on & sml) sesle, vould de indicative of the Dank's interest in and suppors of,
Ivan and 6f ite desire for mutual colladowation. Mt}nuntl.-.ﬂlnnh
participation during the Flan's inception should serve to avoid criticiem of
both Iran and the Bank « criticiem which might be Justified were a large loan
to be mde now wvhen Iran is known to have funds availabdle sufficient to finance
the developments recommended by OCI for the early period of the Flan.

The Bank has read with interest the 001 preliminary report and concurs
particularly in its assertion that the key to smecessful implementation of the
Plan lies in the setting up of a sound mechanism for its administration and
operation. The Bank is also convinced of the urgent meed for action in the
mm«wmummam&m-mmmvw
m-umummmmmmmm-m.
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The preliminary OCI report contains tyo 1ittle material regarding
specific projects for the Bank to be able to form a judgment on them at this
stage, Vhen the final report is available, the Bank will be prepared to
discuss vith the Iranian Covernment and OCI the seleotion of an initial proj-
ect, or projects, vhich might be sultable for Bank financing and such measures
s it may be necessary to take in preparation for their techmical appraisal by
the Bank, as well as matters of general policy and procedure. umm
able, the Bank would be prepared at that time to send a mission to Iran,
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TO:

FROM:

SUBJECT:

” | . vé,,, e ~(//L"

INTERNATION . BANK FOR RECONSTRUCTION AN DJEVELOPMENT &

OFFICE MEMORANDUM  comrromiras

Files y DATE: June 9, 19L9

F. Dorsey Stephensj'a ; _ DECLASSIFIED

IRAN JUN 06 2013
WBG ARCHIVES

Mr. Gorlitz, of the State Department (Officer for liaison with the
Bank on Middle Eastern Affairs), telephoned to say that a special emis-
sary had arrived from the U.S. Embassy in Teheran with the message that
the Shah was very anxious to obtain the "moral and tangible support®
which a foreign loan would give him at this time and wanted to know
whether the U.S. Government would favorably consider such a loan.

Mr. Gorlitz said that the State Department does not want to make a
direct loan to Iran and has the intention of so informing the Iranian
Government, advising the latter, at the same time, that it would give

support to a loan application made to the Bank for economically justi-
fied projects,

Mr. Gorlitz said that the Bank undoubtedly would be approached——
perhaps in September——on projects totaling some $50 million and wanted
to know whether this was a figure that the Bank would consider as rea-
sonable, I told Mr, Gorlitz that the Bank'!s position was that it could
say nothing on the subject of a possible loan to Iran until it had had
an opportunity to examine the reports of Overseas Consultants, and that
on Mr. Garnert'!s recent trip to Iran, he had been advise#l by Mr. Ebteha}j
that the Iranian Government did not require foreign financing at the
present time and probably would not for another year and a half, or
perhaps longer.

T asked Mr. Gorlitz whether this new ddmarche meant that Iran's
foreign exchange position had deteriorated. He said that it had not
as far as he knew, except that he understood that the Iranian Govern-
ment finds it politically difficult to make the proposed change in note
cover requirements, with the result that its financial position is a
little tighter than had been anticipated.

Mr. Gorlitz asked that I discuss this matter only with Mr. Garner
as it was highly confidential. He said that he would telephone again
on Monday after talking to his colleagues in the Department. He thinks
it would be a good idea to have a high-level conversation on this new
approach from Iran,

FDStephens ; mmr

cc: Mr. R. L. Garner
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TO:

FROM:

SUBJECT:

)

INTERNATIONA! BANK FOR RECONSTRUCTION AND DEVELOPMENT ﬁﬁh%f

OFFICE MEMORANDUM

Mr, Robert L. Garner DATE: May 24, 1949

E. A.

Iran

,/f’/iﬂ-b{ /?/b

Attached is a file memorandum on Mr, Strike's report to us on
his trin to Teheran, Mr. Dulles and Mr. Barker should be returning by
June first. When I said you would like to discuss Iran with both these
gentlemen when they returned, Strike stated that he particularly wanted

to be present at such meetings. He would not, he said firmly, like to

 have either of these men to revort on 0.C.I. without his knowledge.

I would judge that this attitude, so frankly exoressed, confirms the

situation previously determined by you.
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OFFICE MEMORANDUM

TO: Files DATE:  May 19, 1949
FROM: Patrick Acheson PF
SUBJECT: Iran - Report of Mr. Strike, President of 0.C.I.

Mr. Strike visited the Bank on May 18. Mr. Dunn, Mr, Gorlitz
and other members of the State Department were present in addition to
Messrs. Bayne, Welk and Acheson of the Bank,

The main points brought out by Mr. Strike were:

1. Reports

Mr, Strike assumed the preliminary report would be ready for
presentation to the Majlis committee on May 22, It would recommend a one-
year operational program to cost not more than 1 billion rials ($30 mil-
lion), the foreign exchange component of which would not amount to as much
as $10 million. It was Mr, Strike's own view that the Planning Board would
not be able to spend as much as a billion rials during the first year and
that the 1,6 billion rials which Ebtehaj had available for the Seven-Year
Plan would be sufficient to finance the first two years of the program.

The final report would be ready by July 1. It would consist of
one volume on the general problems common to all sectors of the Seven-Year
Plan -- fiscal, economic, legal, administrative, etec. -— and separate
volumes on each of the seven sectors of the Plan, which wquld include an
outline of the projects, their order of priority and cost estimates.
However, the engineering of the projects would still remain to be donme.
0.C.I. would not do this iteelf but would submit a list of suitable firms
for selection by the Planning Board. The finel report would be prepared
in the United States by the 0.C.I. teams, most of whom were expected to
leave Iran on May 21,

2. Ope-Year Program

The first-year program to be recommended in the preliminary
report would consist of projects in the sectors of agriculture, education,
health, road building (especially in the Northern Provinces), and tele-
graph. There would be no projects in the industrial sector except for
retooling some of the existing plants and getting rid of the deadwood in
their management., The eriteria used by 0.C.I. in drawing up the first-

year program were:

a, Flash plans

b. Availability of manpower

c. Basic needs

d. Road building, preparatory to future phases of the Plan.

3. T - se Cont

Mr, Strike had expected to sign the third-phase contract while
he was in Teheran. However, Prince Abdul Reza wanted an opportunity to
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review the results of the second phase before he signed the third-phase
contract. It might, therefore, be several months before the new contract
was signed. Mr. Strike thought that a gap between the presentation of

the report and the beginning of the third phase could be avoided because
under the terms of the second-phase contract 0.C.I., was empowered to begin
work on the third phase.

4o 0Q.C,I, Policy Decisions

a. 0.,C.,I, would act as consultants to the Plan Administration
rather than try to operate the Plan themselves. As consultants, they would
advise on how operations should be done and recruit personnel abroad to
work on the Iranian payroll. They would recommend lists of firms whom they
considered competent to carry out specific projects but would leave final
selection to the Plan Administration Board. They would advise on the terms
of contracts. They planned to have a very small staff in Iran for the
duration of the third phase and would send out missions on a per diem basis
to deal with special problems.

b. It was 0.C.I.'s thinking that the Plan Administration must be
a separate entity from the ministries. Teams of Iranians to be trained to
administer projects would be chosen from all available sources, including
the ministries. However, members of ministries would have to resign from
the ministries before they could work for the Plan Administration. It was
Mr. Strike's thought that these administrative teams would eventually be a
moved into the appropriate ministries where they would replace the”derelicts
who now operated those ministries.

PAcheson/pnn
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OFICE MEMORANDUM

TO: Mr. D. Crena de Iongh DATE: May 9, 1949.
FROM: A, S. G. Hoar

SUBJECT: M { {‘}\ -

Thank you for letting me see the correspondence between
Warburg and Brinckmann regarding possible investment in Hoara‘bian s
development proposals for Iran.

I have looked through the documents and discussed them
with Bayne. You may care to see Bayne's note to me on the subject
and, if you wish to include any of the ideas he expresses in your
reply to Brinckmann,as general comments of your own, you are per-
fectly at liberty to do so.

|(znl\_)
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TO:

FROM:

SUBJECT:

lNTERNATE‘E@/L “ANK FOR RECONSTRUCTION AND "~ VELOPMENT .« ~ow@ oo

OFICE MEMORANDUM

Files DATE: April 28, 1949

E.

Iran - Interview with Overseas Consultants, Ine., New York
April 26, 1949, (9:30 aume = 12:45 pem.)

Present: Mr. James Barker
Mr, Paul Coffman
Mr. Hamill
Dr. Turner

After a general exchange of views concerning present conditioms
in Iren, particularly including the operation of the plamning administra-
tion, I restated the Bank's feeling that while the technical side of the
OCI investigation seemed to be progressing in extremely competent hands
in various fields, we felt that our view econcerning the need for analysis
of the internal financial picture had been reinforced. We had not been
convinced by Governor Ebtehaj of the Bank Melli that the Government or
OCI had any clearly defined idea of how the domestic financial side of the
seven-year plan, even for its first two years of operation, would be worked
out, I also pointed out that Mr. Buckwalter and Max Thormberg agreed with
this and reported that Mr. Buckwalter had repeatedly requested OCI in New
York to provide financial persomnel,

Mr, Hamill replied at this point that OCI had agreed with this
for some time., They had had in mind covering this important area at an
appropriate moment in their investigation and they now had three people
going to or in Teheran working on this problem. I asked who they were
and he replied that Mr. Allan Dulles was already there working on tax
problems and the legal side of the development program, including the
third OCI contract., He reported that a Mr, Hettinger, (who had recently
been an economist with the General Foods Corporation), a private ecomomie
consultant, was now in Teheran working with Dulles and Mr. James Barker
was returning there the following day.

In stating the Bank's fears, I mentioned that in the first
report issued by OCI in Jenuary, the statement had been made that the
physical and menpower resources of Iran were adequate to carry out the
plan as presently envisaged. I said that we felt that this statement
epitomized an attitude we thought to be unfounded since the finameial
capability had not been demonstrated. We had no opinion then or now on
vhether or not it was possible to finance the program interrnally, Mr.
Barker took careful exception to our opposition since, as he pointed out,
he had been originally responsible for that particular position, but agréed
that a more detailed examination was required.

Mr, Coffman reported that he had had a telephone conversation
with Mr, Lotz from Rome that Taghi Nasr, Alternate Executive Director of
the IBRD, had been appointed as the Chairmen of the Iranian Planning
Administration,
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Dr. Turner, who had just returned from Iran having headed the
health section of the OCI, reported that he had travelled to Gemeva with
Governor Ebtehaj, who was plamning to have some treatments (for ulcers)
and then possibly proceed to Paris for further medical attention., It was
not eclear in Ebtehaj's mind whether a surgical operation would be neces-
sary, but Dr, Turner's view was that it would be between four and six
weeks before Ebtehaj could returm to Teheran.

Mr. Barker them posed the question of whether, in our view,
the potential loss of Governmor Ebtehaj to the program would be irreparable
if it came to pass. I said that in view of the position of the Shah and
his active participation in the Plan through Prince Abdul Reza, that not
all of the dynamic would be lost even though Ebtehaj had always supplied
a great deal of the impetus. It would be a serious setback in any event,
Mr. Coffman feared that if Ebtehaj got out, the present Minister of
Finence would attempt to capitalize the patronage in the Plan politically.
He had already been a stumbling block in the present OCI program, through
failure to make appropriated money available to the Planning Administra-
tion without excessive delay, If the present Minister of Finance himself
was incapable of replacing Ebtehaj, the patronage involved in the program
was so great that almost any politieian would attempt to win the control
of it,

Dr., Turner then gave a report on his work which indicated that
there had been considerable local cooperation on the part of the Iranian
provincial health officers and other officials in the OCI survey, and
that as the Plan actively got under way in malaria control and other imme-
diate programs, a high degree of cooperation and understanding from the
Irenians in the field could be expected. He said that thesOCI team itself
appeared to be working extremely smoothly. He reported the success of a
series of coordinating conferences that were being held leading to the
preparation of the whole OCI report.

Mr. Hamill then pointed out that the Planning Administration is
to present a report to the Majlis by the Middle of May, although OCI was
not bound to deliver its report until June., Howéver, since the Planning
Administration's report would be in effect the work of OCI, OCI is giving
a provisional report to the Administration for translation and presenta-
tion to the Majlis.now. This would include an economic and financial
analysis, This would be followed by the more complete and definitive
study about the first of Jume, and it will be upon the second report that
an active program would be based. No one expected any difficulty in meet-
ing the deadline.

I then had an hour's talk with Mr. Barker alone, during which
I was most favorably impressed with the approach he was planning to make
to the Iranian situation, and in his detachment from the general attitude
of OCI, He clearly realizes that the OCI group have only recently realized
the extent of their economic and financial responsibilities, but he feels
that this late recognition has come in good time. It will thus be possible
to present a report which will be infinitely better than the Morrison-
Knudsen report. I suggested that when he returned (in a month's time) that
the Bank would like very much to have some conversations with him on his
own estimates of the financial situstion, which he agreed to do.
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In general, I feel that OCI has now recognized the urgent require-
ment for economic and financial analysis. As a result, poseibly of IBRD
pressure and that of others, OCI has undertaken to rectify this before
their second report has been delivered to the Iranian Government,
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OFFICE MEMORANDUM

TO: Files DATE: April 20, 1949

Lot/ %yf .

FROM: E. A, Hayne

SUBJECT: Iran - Local financing of Seven-Year Plan

It is Ebtehaj's view that there will be no need for borrowing
from the IBRD for at least 18 months. The local financing side, which
will have a direct effect on the time lapse before Iran will require to
borrow, depends on several rather uncertain factors:.

(a) Tax reform. A tax reform bill is being discussed by the
Majlis, but whatever bill is eventually passed, the problem of tax collec-
tion will remain as difficult as ever. '

(b) Reduction in note issue cover. A bill has been presented
to the Majlis to reduce the present 76% gold and foreign exchange cover

for the note issue to 50%. This would release additional foreign exchange
for imports or would permit up to 50% increase in the present note issue.
It is not yet clear to which of these purposes it would be put. However,
the bill has now been tabled by the Majlis.

(e) Increase in oil royalties. Iran is asking for a 300%
increase in the oil royalties rate from the AIOC and will probably receive

an increase of between 150% - 200% as well as a share now in the undistri-
buted profits of AIOC, which under the present contract will not become

due until 12;;r

o

(d) Transfer of deposits from Imperial Bank of I
Melli. The Bank Melli will receive 55% (including Treasury Bills) of the
Imperial Bank's rial deposits which will amount to a net increase in rial
deposits of about 400 million rials, including some Treasury Bills.

(e) Other methods of local financing discussed include a tax
at source on large contracts and an equity bond issue.

It seems highly unlikely that more than 1.5 billion rials can be
spent in the first two years of the Plan, a view with which OCI concur.
However, until there is some firmness in the local money picture and a
revaluation of the rial (a plan for compensated export-import rates
averaging 41.5 rials to $1 has recently been passed), it will be impossible
to decide

(a) when a loan will be needed
(b) how much inflation is likely

(e) whether the administrative requirements of the Plan can be met.
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CROSS REFERENCE SHEET

COMMUNICATION: Report On Loan Operations

DATED;: Between February 18 - April 8, 1949

TO:

FROM:

SUMMARY: Loan Director attended a meeting in New York
. of the Board of Directors of OCI on March 18th
Stated Bank's position with respect tb-the
Iranian Development Programme. He also pointed
out that in his view it was essential that
special attention should be paid by OCI to the
financial aspects of the programme.
o

FILED UNDER: Loans

CROSS REFERENCE: Iran Negotiations
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Date of Wire
To

From

TEXT:

ROUTING:

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
INCOMING WIRE v

MARCH 17, 1949

ILIFF :
INTERNATIONAL BANK FOR RECONETRUCTION AND DEVELOPMENT

CAIRO

BOCKEWALTER, THORNBURG, EBTEHAJ AND OTHER OFFICIALS STRONGLY
OF OPINION OCI SHOULD SECURE SERVICES TOP FLIGHT fINANCE'AND
ECONOMIC GROUP AS SOON AS POSSIBLE. IDEAS REGARDING FINANCING
PLAN INCLUDE OIL ROYALTIES, REREASE OF PART OF NOTE COVERAGE

AND TAX REFORM. HOWEVER, THESE EXTREMELY VAGUE AND REQUIRE
WORKING OUT IN POLICY AND PROCEDURE. OUR OPINION UNLESS THIS

TAKEN IN HAND PROMPTLY SERIOUS MISTAKEES WILL OCCUR RESULTING
IE_;NFLATION AND SUCCES® OF PLAN MAY BE JEOPARDIZED. BELIEVE
TOP MAN THIé GROUP SHOULD HAVE BOTH PRACTIC%} AND THEORETICAL
KNOWLEDGE OF GOVERNMENTAL FINANCE AND PERSONALITY TO DEAL
WITH HIGH OFFICIALE PARTICULARLY TO GET EBTEHAJ'S RESPECT.
PROBABLY SHOULD HAVE WITH HIM TAX EXPERT AND GOOD GENERAL
ECONOMIST. UNDERSTAND BOCKEWALTER HAS ALREADY MADE REQUEST
BUT RECEIVED NO REPLY FROM OCI NEW YORK. EBTEHAJ, THORNBURG
AND BOCKEWALTER HOPE BANK CAN SEND OUT LATER SOME ECCNOMIBSTS
WORK ALONG WITH OCI FINANCIAL GROUP AND I PROMISE TRY TO
WORK THIS OUT BUT BELIEVE PRIME RESPONSIBILITY SHOULD BE
WITH OCI. EBTEHAJ ALSO REQUESTS BANK DISCUSS WITH OCI AND

ACTION copy to

INFORMATION copy to

Decoded by

ORIGINAL

Pa
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Date of Wire

To

From

TEXT:

ROUTING:

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

PAGE TWO

ILIFF
CAIRO

ADVISE HIM REGARDING SELECTION OF AUDITING AND INSPECTION
STAFF TO WORK UNDER PLANS. BOARD OF CONTROL. THINK SOME
OUTSTANDING FIRM OF ACCOUNTANTS WITH FOREIGN EXPERIENCE MOST
DESIRABLE. FURTHER DISCUSSION CAN WAIT MY RETURN BUT THINK

ADVISABLE MENTION THIS TO OCI.

GARNER

REC: MARCH 18
VIA STATE DEPT. CCDE.

ACTION copy to MR, HOAR -

INFORMATION copy to

Decoded by
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‘_DE_M.RTMENT OF STATE~DIVISION OF COMMUNICATIONS AND RECORDS TELEGRAPH BRANCH
phageei CONFIDENTIAL
DECLASSIFIED
JUN 06 2083 Control 6689
WBG ARCHIVES

FROM: Cairo
TO: Secretary of State
March 17, & a.m.
FOR ILIFF PROM GARNER
Bockwalter, Thornburg, Ebteha] and other officials

- atrongly of opinion OCI should secure services top
- flight financial and economic group soonest possible.
-ddeas regarding financing plan incliude oil royalties,

release of part of note coverage and tax reform. How-

‘ever these extremely vague and require working out in

pelicy and procedure. Our opinien unless this taken

in hand promptly, serious mistakes will occur result-
ing in inflation and success of plan may be jeopardized.
Believe top man this group should have both practical
and theoretical knowledge of governmental finance and
personality to deal with high officlals part#cularly

to gain Ebtehaj's respect. Probably should have with
him tax expert and good general economist. Understand
Bookwalter has already made request but reca2ived no
reply from OCI NY. Ebtehaj, Thornburg and Bookwalter
hope bank can send out later some economiats work along
with OCI financial group and I promise try to work this
out but believe prime responsibility should be with OCI.
Ebtehaj also requests bank discuss with OCI and advise
him regarding selection of auditing and inspection staff
to work under the plans board of control. Think some
outstanding firm of accountants with foreign experience
most desirable. Further discussiocn can wait my return
but think advisable mention thias to OCI.

PATTERSON
WMH: PAF

CONFIDENTIAL

INFORMATION COPY
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Calro, Egypt

March 15, 1949

Mr. John J. MeCloy

President

International Bank for Reconstruction
and Development

Washington, D. C.

Dear Jack:

We left Teheran on the 1llth by train on our way to iAbadan to
visit the Anglo-Iranian 011 works and from there to fly to Cairo to-

day .

Qur chief lmpressions of the Iranian situation are -

l

3.

There seems to be a general realization that, in view of
the Russian menace, prompt and positive atopl must be
taken to improve the conditions of the masses or Iran
mey blow up. Everyone freely admits the bad economic
conditions, incompetence and corruption. This reallza-
tion of the necessity for action is the most important
factor in the situstion. With a full understanding of
the hablitual lethargy and weaknecs for action of the
Iranians, we belleve that there are strong gssets in the
serious character of the Shah and his brother and in the
driving force of Ebteha). ¢

There 1s an unquestionably entrenched opposition to
reform on the part of landlords and traders and these
elements are strongly represented in the Majlis, which
under the present Constitution has power with little re-
sponsibility. However, there is conslderable hope that
the new Constituent iAssembly, which is probably to be .
elected in the next few weeks, will revise the Constitu-
tion to make a stronger government. The attempt on the
Shah's 1life hes unquestionably strengthened hies hand.

Whether or not the approach to development through the

T-year Plan is the most precticel, we believe that, as

things now stand, it is the only hope. It represents a
goal and a symbol and, if 1t 18 not made to work, I see
no other practical substitution.

The present task of OCI is to produce by the end of May
a general report confirming or modifying the types of
development end priorities in the various fields. With
minor exceptions, they will not in this phase work out
the specific projects. However, there are a certain
number of such projects which they tell us are well

Vs
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advanced technicelly as the result of the work of the
Iranians, Morrison-Knudson, Alexander Gibb and others.
Their report will be submitted for final approval by
the Majlie and the way will then be clear to set up
administration, begin work on certasin projects that are
ready and move into the third phase of the technlocal
dovolopmnﬂ? of other projects which are selected for
priority. -+ It is the understanding both of 0CI, Ebteha]
and others that a new contract is to be made under which
OCI will secure the services of necessary personnel to
organize, supervise and, in some cases, direct all the
development work as the third phase., They have in mind
that personnel would include not only engineers and
other professional people, but foremen, superintendents
and skilled mechanice. This seems absolutely essential,
and even if the cost is high, it will be justified.
Otherwise, the work will be done both incompetently and
corruptly. T

As we see 1t, the outstanding weakness in the current
program i8 the lack of financial and economic personnel

~in OCI. 1In the beginning they apparently conceived their
+ Job as merely a technical one and accepted the general

assurences of the Iranians that they would have no 4iffi-
culty in finaneing it, However, the people on the ground
are now aware of the importance of having financial
aspects taken in hand., When we arrived we were told that
Ebteha) represented a stumbling block to this, but we
have received from him the most direct and positive
assurances to the contrary. He merely insists that he
wants top flight men to do this work, We h#vs cabled
I11iff to this effect and we hope that he wlll be able to
impress the importance of thlis point when hé meets with
the 0OCI directors.

Important as the financial angles are, I am convinced
that the greatest difficulty will be adminlistrative.

On this point Thornberg seems to be doing valuable work.
(Incidentally, he is retained independently by the
Irani Government and is acting as lialson between them
and OCI. I gather that he i1s not on OCI's payroll)

Quite to our surprise Ebteha] states definlitely that
he does not wish & loan from the Bank until the govern-
ment nhas committed all of its avellable funds, which
he does not expect to be short of 18 months to 2 years.-
Several times e expressed the oplnion that he would
probably never need to ask us for a loan. He stated
that all that he had ever wanted from the Bank was the
understanding that, 1f Iran handles her affairs and
rushes her development soundly to come up with well
planned projects, the Bank will be in position to
finance them. I told him that short of a catastrophe
which would change the whole plcture, he need have no
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worry that we would not have the avellable funds nor be
willing to help him. He expressed complete satisfaction
with this position. He does, however, wish the Bank to
meintain a close touch with Irenien affairs and the
progress of the development plan and urges that &t:the
appropriaste time we send people out who can work with
the economic and financial people in OCI, both to keep
the Bank informed and to be prepared to act promptly
when and if they may need a loan. I think behind all

of 1t is the sincere desire for the Bank to show interest
in Iran. It 1s obvious that they are most anxious to
have moral as well as specific support from the West,
particularly the United States, I think that it 1s very
edvisable for us to keep in pretty close touch and have
people come out from time to time, but I do not think
anything should be done &bout this until after we return.

Legisletion covering the development plan c¢alls for a
Board of Control which is in essence an auditing group.
Thie 1s supposed to consist of & group of representative
non-political members. Ebteha] realizes that it will be
essentlial to have a staff of independent foreign suditors
working under them and asked the advice of the Bank on

'~ the selection of such auditors, Although 1t would be

possible to get an individuel controller and get him to
bulld up his staff, I am inclined to favor the retention
of e firm of recognized public accountants, Perhaps a
British firm would have & better background of experience,
although there are Americen firms such as Price, Water-
house who have Britlsh affilisates with wide experience
abroad. This will be a necessary protectiop in the
edministration and I think we should use our efforts to
see that first class people are secured. Thls )Job should
probably include not only the auditing functions but a
type of end use supervision such as Madigan has worked
out with our Treasurer's Department people. I think that
any action on this Is nét presesing and can awalt our
return.

It is quite apparent that the Shah and hls brother and
Ebteha] are the key figures in the country. Ebteha] heas
unquestionable ability and driving force. However, he
is very emotional end opinionated, mekes extreme state-
ments and 18 apt to brush aside difficulties. He 1is
exceedingly vegue on the problems of financing the plan
end I am not sure whether this comes from ignorance or .
an unwillingness to admit difficulties. On the other
hend, I think he 18 quite sincere in his determination
to push the country forward and, if he does not kill
himself from overwork and strain, I think that he will
be able to accomplish quite a lot. As you know, I was
concerned that we would have considerable difficulty with
him, but to the contrary he wes most friendly towards us
end to the Bank. I think our visit here has proved most
useful, both because of our relations with the Iranians
and the OCI.

i

f
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On the whole, I am more optimistic regerding the possibilities
of something being accomplished in this country than before I came.
At the best, I do not believe that the 7-year Plan can work as laid
out, but 1f they accomplish 25 to 50% of their objectives it cen do
quite a lot for the country both in material development and in
setting & pattern of competent and honeet work. From the Shah down
the question of corruption is frankly discussed and I believe there
is & good deal in their point thet it rises primarily from tradition
in high places and from the fact that the great mass of government
employees must steel or starve. The Shah said that one of their
primary objectives 18 to reduce the number of government employees
and to pay them better. It does not seem unreasonable to divert a
substantial number of them into other activities in connection with
their development plan.

Negotiatione are now under way to revamp the Anglo-Iranian 01l
contrect and two of the officiels are out here from London. The
Irenians feel that under existing conditions the contract is unfalr
to them and that they should heve a larger slice. This has resulted
from a2 great increase in oll prices. I do not know what the specific
issues of this question are and did not attempt to discuss them with
the Irenians. However, Thornberg 1s very critical of the coempany and
“thinks it 18 inevitable that they must meke real concessions to give -
the Iranians an equitable share in the very rich profits. Of course,
this matter is of critical importance to Iran and I think 1t 1is
going to be & very critical one to settle.

'Ehr reilway trip was through some of the most rugged and beautl-
ful cduntry end although 1t wes not de luxe it was guite comfortable.

o *
Kindest regards.

= Sincerely,

R. L. Garner
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Teheran, lran
SECRET _ March 12, 1949

MEMORANDUM FOR MR. GARNER:

The following ere somie brief notes on the politicsl situation in
Teheran durlng the past few weeks &8s gleaned from imerican, Sritish
and other diplomatic officers:

1.

D¢ 1 ply. Towerds the end of Fe
tho Bhnh di:cussod with hi- Cabinet and a number of elder
statesmen his desire to bring about certain constitutional
changes in order to have & more businesslike and responsible
government. It hed been his intention also to dissolve the
present Majlls, but he was persusded by his Fersian advisers
(especially Taghlzadeh, Jeyld Ziseddin end Hakimi), as well
as by the Unlted States and British Governments that this
-would be unwise.

_Ihrto ideas seem to be uppermost in the Shah's mind in con-
nection with the proposed constitutional reforms:

(1) He feels that the executive power of the Ltate
should be strengthened, elther by adding more
outstanding political personalities to the
present Saed Government, or perhaps even by
appointing & new FPrime Minlster under wWhom Seed
himself and most of the Cabinet might be willing
to serve;

(2) He 18 determined to insist that the Majlis pass
legislation setting up & Senate (as provided by
the Constitution) and that it revise the klec~
torael Law 80 &8 to ensure mors independent and
fairer elections;

(3) The Shah desires to call & Constituent Assembly
to provide the necessary procedure for amending
the Constitution and for dissolving the Majlils
and the proposed Senate.

 The Sheh was successful send on February 27 the Majlis agreed,
almost unanimously, in a secret session to convoke & Consti-
tuent Assembly for the following purposes:

(1) To add one erticle to the Constitution providing
procedures for amending it;

(2) To implement Article 44 of the Constitution which
provides for the establishment of & Senate;
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(3) To revise and implement Article 48 of the Con-

' stitution which makes provision for the
dtstolution of the Majlis under certsin circum-
stances.

About a week ago the Shah i1ssued an Imperisl Decree (called
in Fersian, "Firmen") calling for the meeting of the Con-
stituent Assembly.

Moscow Redlo Broadcasts. The vliolent propaganda campalgn
ageinst Iran which Radio Moscow hes been indulging in for
& long time has recently increased in intensity. Moscow
even accused the United States that 1tes Embassy in Teheran
had chosen the Deputy Abbas Qobadian, who is the Chief of
the Kalhur XKurds, &s thée future head of & new Kurdish
State to be carved out of portions of Iran, Iraq, Turkey
and Syria. Other broadcasts have attacked the Minister
of Education (Dr. Manushehr Egqbal), the Chiefs (Khans) of
the Kashghal Tribes, and other prominent Persians who are
reported to be friendly disposed toward the United States.
These radlio attacks got so bad that the Fersian Forelgn
Minlster (All Asghar Hekmat) a few days ago delivered a

‘reather firm note to the Soviet Ambassador in Teheran

(Mr. Sadchikov) protesting against the tone and contents
of these broadcasts.

y.;&&g;_;g!. All importaent cities in Iran are now under
martial law. The obicet of the Persian Government is to
liquidate the Tudeh (Communist) Farty throughout the
country. Some people -~ especlally those opposed to the
government -- believe that this measure 1s bt solely

aimed at the Communists but may be connected with the
coming elections for the Constituent Assembly and for the
16 Majlis. Although this suspicion is probably not well
founded, it would as a matter of fact be difficult to hold
normel elections under martial law. Most people, inecluding
the militery, seem to think thet by the time the electlons
take place martisl law may have ceased, or that 1t may be
suspended during the period of the electlions.

Elections. In accordance with Article 53 of the Electoral
Law of 1926 the Shah on February 25 iscued the usual decree
ordering elections for the 16th Majlis. (The 15th Majlis
comes to an end on July 28, 1949).

Mu%mmmmm. Towards the end of”
February five Persian newspaper editors received sentences

ranging from one year's imprisonment to five year's hard
labor after being tried by a military court for attacking
the royal family, the government, and the army. They were
accused that by using violent language in thelr papers they
became accessories before the fact in the attempt on the
Shah's life which took place on February 4.
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On Merch 2, fourteen leaders of the outlawed Tudeh Party
went on trial before & militery court, and the trials are
still continuing. The most prominent a the defendants
are Dr. Morteza Yazdl (an ex-Minister of cation),

pr. Jowdat (the Tudeh Youth lLeader), and Dr. Nureddin
Kisnuri. They have engaged the services of several ex-
cellent lawyers, including several members of the Mejlis.
Although the government had announced that the trials
would be public, no foreign observers have so far been
admitted to the hearings.

w. The Bill which was introduced in the
Majlis several weeks ago to curb the Ferslan newspapers
which had been inciting the public against the Shah and
the government before the attempt on his life, was passed
by the Ms)lls on March 3. However, at the last moment &an
amendment to the lew was adopted making 1t ?osaiblo for
anyone to publish & paper without & license. iHost
observers belleve that this amendment nullifies much of
the value of the law which was intended to make the press
more reasonable and responsible.

. The present Minister of Finence has the dis-

Ihe Budgelb
tinction of belonging to the first Persian Government in

seven years which has presented an annual budget to the
Majlis pefore the expirstion of a fiscal year.

-

Cornelius Van h. Engert
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The’ Tranian kajlis (Parlisment) on February 15 authorised
the Governnent to proceed with the execution of a Seven~year Rco-
nonic Development Program invelving the expanditure of-21 billion
rials, At the official rate of exchange of 32 rials foar 81 this
is the equivalent of §656,000,000. The funds are to be spent i
the following categoriess

In Millions of Dolla:

Agriculbure . : 16l
Railroads, roads, ports and airports - 156
Industrysand Hines - 9h
Fatroleun 3
Posts and Telegraphs 23
Social and municipal roforms 188

& 656

The Planning Organizatiorn which will be charged with super-
vision and execution of the plan is permitted to vary the anocunts
spent in each categury by 0% either way and will have considerabi
discretion in ellecation of funds to specific projects.

The program is to be financed from three mrincipal sources.
First, the Government's oil royalty receipts from the Anglo=Iranir
0il Company are to be allocated to the Plan, These royalties ar-
understood to have = ocunted in 1948 to the equivalent of $35,0.0,:
Iremian oil production is expanding and morcover, concsssion nc go
tiations are cwrrently in process which may have She effect of ir
creasing Iran's receipts from the oil company., Thus, over the sz
yoar puriod the income from the oil concession applicable to the
developaent plan shoald amount Lo abv least $250,000,000,

Secondly, the Plamning Organigzation is authorized to barrow
up o 4.5 billion rials (§140,000,000) from the National Rank of
Tran (Bank ielli), In order to improve the bank's ability to finance
the economic development plan, the management of the bank is murren-lv
endeavoring to obtain consent from the lajlis to halving the present
statubory 100Z reserve requirement for the note issue.

Thirdly, the Organization is empowered to negobiate up to a

$250,000,000 loan from the International Banlk for Reconstructim a:
Developuent, subject to approvel of the ilajlis.
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The Economic Develoment ILew provides for the creation of &
Planning Organiszation consisting of & High Council, o Board of Con=
trol and a lanaging Director. The High Council will be camposed of
seven members appointed by lioyal (rder on proposal of the Goverisent
and approval of the liajlis and will hold office tiroughout the period
of the exegution of the program. The HHigh Council will possess broad
supervisory powers. The Board ol Control is to consist of six nmeme
bers selected by the Majlis, appointed for two years, and having ine
vestigative powers on matters rerorred to it Ly the Government. The
Lanaging Director is to be appoiried for three years by roval order
on propesal of the Government and approval of the iajlis and is $o
be the principal executive of the Organigation,

The Planning Qrganization will be in a position to proceed with

the execution of speciiic projecis as soon asg;

(1) Personnel selected by the Covernment for the High Council,
Board of Control and .sumging Director have besn approved

‘52 - by the Fajlis and appcinted by royal order;

(2) The Program Comuission of the Uajlis approves detailed plans
which are to be submitiod Ly the Planning Orgenization before
May 15, 1949, The Americau firm Qverseas Gonsultants, Incowe
porated, is serving in an advisory capacity to the Planning
Organigation in the devolopment of detailsd plans for the
prograv, -

During February the ationcl Dank made two further reductions
in exchange rates, in accodance with the Exchange Simplificstion Plan
passed on Jamuary 16. On Felruery 17 the Benk reduced dollar exchonge
from 53.25 to 52 rials and a: February 20 a further reduction to 50,7¢
was announced. Simultareocusly with these actions, the Bank reduced
the proportion of official rate crchange given far essential impeorts
from 55% to 53% and thence to 507,

Despite the expiration of .is concession on January 30, 1949,
the Tmperial Bank of Tran continusd normal operations in the monti
of February. Negotiations were i1 process between the DBani: and the
Government as to its fubture basis for operation, :

SUIRVILLE

500
RSWilliams:amh

cc to: Division of Greek, Turldsh and Iranian Affairs.
American Fmbasgy, London
American Embassy, Cairo

IMIOT ASQTE TAEN
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| COMMUNICATIONS TO BE ADDRESSED L FIRM. % l[fv

SIR ALEXANDER GIBEB & PARTNERS.

SR s

CONSULTING ENGINEERS.

S L E——, )

. SIR ALEXANDER GIBB, G.B.E,C.B,LL.D. F.RS ,MINST.C.E. QU EEN A‘N N E S LODG E »
M.LMECH.E. M.|.CHEM.E.,M.AM,S0C.C.E. M. E.I.C.(HON)

ALISTAIR M. GIBB.

T.A.L. PATON. B.Sc, M.INST.C.E., MAM.50C.C.E. PLEASE  SEFER O WESTMINSTER,

J.GUTHRIE BROWN, MINST.C.E, M.LE AUuST.

R.L.FITT, B.Sc.,, M.INST.C.E. J/1954‘ "
F.W.MATTHEWS, M.INST.C.E.,M.INST.C.E.l. LoN Do N' s. w. l.

CONSULTANT:
SIR LEOPOLD H.SAVILE, K.C.B.,M.INST.C.E.,M.I.E.AUsT.

Telephone: WHITEHALL 8700. 1st March, 1949.
Telegrams: GIBBOSORUM LONDON.
Codes: BENTLEY'S,

W.A,B,Il1iffe, Bsq,, C,M.G., M,B.E,

Internatianal Bank for Reconstruction and Development
Washington 25 D.C.,

U.S.A.

Dear Iliffe,

IRAN,

We were very disappointed not to have seen you during
your recent visit to London, I hope that you have now fully recovered
from whatever it was that laid you low,

A few days azo I received a visit from Bayne who told me
that he was en route for Tehran via Istanbul. He wanted to know how
Anglo-American co-operation on the Seven Year Plan investigation was
fynctioning, and I was able to tell him that so far things were going
very well, o

There is no doubt that Bookwalter, the Project Manager, sent
out by 0.C,Inc, has had a great deal to contend with, but Olivier, who
has been in Tehran since the end of January, has been able to do much to
help him, Our Tehran administration, with Farrington and Sykes in charge,
has also lent a hand. There has been a little bother over sn adviser on
Port Administration, but this is now happily streightened out.

I have just heard from Tehran that a Commission from the World
Benk is due in Tehran on 7th March and that they will be returning home
on the Queen Elizsbeth ex Cherbourg on 6th April, Mr.Gerner's neme is
mentioned as head of the Commission, Olivier will be in Tehren when they
arrive (he is due to leave for the United Kingdom on 10th March) and
may meet them, Do you think that eny useful purpose would be served by
any contact between the Commission and ourselves, We could endeavour
to arrange this on their homeward Journey.

With best wishes,

Yours very sincerely,

CLoux

u-f"'



OVERSEAS CONSULTANTS, INC.
51 EAST 42nND STREET
NEW YORK 17, N. Y.

February 25th, 1949

Mr, W. A, B. I11if, Loan Director

International Bank for Reconstruction
and Development

1818 H Street, N. W.

Washington, D, C.

Dear Mr, Iliff:

You will recall, no doubt, the meeting which
some of our group and Mr. Ebtehaj had with you, Mr. Garner and
Mr. Bayne at your office on October Tth, 1948.

Since that time, Mr. J. R. Lotz, Mr. Paul B,
Coffm.n Mr, M. J. Madigan anﬂ. I, either together or individually,
have diacussod our problem 1nfo:mally with the officers of your
bank. We have advised you as to our progress and have sought
information relative to the extent of the bank's interest.

We have reported to the other directors of
Overseas Consultants, Inc. that the World Bank does have an interest

in this program.

I think it would be very helpful to our work if at
a meeting of the Board of Directors of our Campany, it would be
possible for you to Join with us for further discussion. There has
been no date set for the next meeting of the Board but there probably
will be one during the third week in March and again toward the end
of the month.

I would appreciate it if you would advise me whether
or not you would care to meet with us and further, as to your
avallability for the dates suggested.

i

Very truly yours,
(\\ OVERSEAS CONSULTANTS, INC.

B %«/%z—

Clifford S. Strike
President
css

) f':
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hm_u, 1949

Dear Mr, Strike:

As you probably have heard, Mr. Garner has left Washington
for a tour of some of the Mediterranean countries,

In his absence I am writing to acknowledge and to thank you
for your letter of 18 February with which you sent two copies of the
ﬁutmwmlndototho‘lmhnmtinomtionwhh
Wm!mmmrw

Yours sincerely,

uc‘_ono Iliff -
Loan Director

Mr, Clifford S, Strike
President

Overseas Consultants Ine,,
51 Bast 42nd Street

New York 17,

New York



Rens, legt

e

OVERSEAS CONSULTANTS, INC.
51 EAST 42nND STREET
NEW YORK 17, N. Y.

February 18th, 1949

Mr. Robert L. Garner, Vice President and
General Engineer
International Bank for Reconstruction and

Development
1818 H Street

Washington, D. C,
Dear Bob:

We have obtained clearance from the Govern-
ment of Iran to release to you copies of the first
report which our Company made in connection with
the Iranian T-Year Development Program.

7 e "‘%C%_{JL
Two copies are enclosed,--—— & ?""""‘"‘ féi ;]"":’3 : }i? !I
>

-
Very truly yours,
OVERSEAS CONSULTANTS, INC.

Clifford S. Strike
President

CSs
b
Enclosures (2)
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T February 15, 1949

\_\
My dear Guvemo;:
This is just\ﬁ personal note to tell you that I am looking forward with keen
anticipation to the \Kortmity to visit Iran.im—the-near—fubwre, My present plans

are to leave Washington on February 20, stopping briefly in Paris and Athens and

reaching Turkey on Feb: 28. In view of some uncertainty regarding commercial

airplane schedules into Iran, I have made tentative arrangements,which I trust

will work.out)to be flown

on or about March 7. I shall

er by American diplomatic or military plane to Teheran
able to advise you more precisely regarding the

expected time of arrival after I\kawe reached Turkey. Accompanying me will be
Messrs. E. A. Bayne of the Loan D t and J. A. Villechaise of the Economic
Dopmm;l‘b,e and my secretary, Mrs.

The purpose of my trip is pr to enable me to get some personal feel and
understanding of the conditions in the
should be helpful in our subsequent consideration of possible Bank financing. I
regret that it will not be possible for me to as much time in any one of the
cmmﬁries as I would like. I realize that the 0 days scheduled for Iran is a very
short time, but it is the maximum which I could ange. Bearing this in mind, I
shall greatly appreciate your assistance in arran that I get as much as possible
out of my visit. I would like to divide the time \aan seeing t e—,;:;per people,
both in and out of government, and of having an opportunity to see something of the
NSl perks of the sowntry. I widd Wewsh vowr Sl F 66 Sav e ois TS
be arranged.

We have had the opportunity of talking to Messrs. Strike and Lotz of Overseas
Consultants, Inc. and I expect to see Mr. Coffman later this week. I hope we will
also have an opportunity to see some of their people when we arrive in Iran.

I trust that as a result of my visit we widd be able to determine more speci-

fically the schedule and composition a mission from the Bank which, as we




-2-

\

previously dis
Consultants work.

ed, should come out during this second phase of the Overseas

All good wishes.

Sincerely yours,

l&-—; éxa&u@
Honerable A. H. Ebtehaj
Governor for Iran

International Bank for Reconstructi

and Development
Teheran, Iran
ng.m

ok Ml
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ECONOMIC DEVELOPMENT PROGRAM

Considerable progress was made in 1948 in advancing Iran's plans for
a seven-year economic development program. A special commission of the
Majlis (Parliament) was created to draft a law for the program and on
September 26 this committee submitted a comprehensive report on economiec
development together with a draft bill.

The bill would authorize the Government to proceed with the execu-
tion of a seven-year program involving the expenditure of 21 billion rials.
At the official rate of exchange of 32 rials for $1, this is the equivalent
of $656,000,000. The funds would be spent in the following categories:

Inm £
.
Agriculture 10 C Y
~Railroads, roads, ports and airports 156 Yy §4v
Ir!dustry and mines 94 3~
Petroleum 31 §9
Posts and Telegrsphs 23 736
Sécial and municipal reforms e
656

The Planning Organization, which would be charged with supervision
and execution of the plan, would be permitted to vary the amounts spent in
each category by 10% either way and would have considerable discretion in
allocation of funds to specific projects.

Within four months after enactment of the bill into law the Govermnment
would be required to submit its detailed plans to the Majlis Committee for
approval,

The program would be financed from three principal sources. First
the Govermment oil royalties received from the Anglo~Iranian 0il Company
would be allocated to the plan., In 1948 these royalties were in the
neighborhood of &8,500,000 or $34,000,000.

Secondly, the Planping Organization would be authorized to borrow up
to 4.5 billion rials ($120,000,000) from the National Bank.

Thirdly, the organization would be empowered to negotiate up to a
$250,000,000 loen from the International Bank for Reconstruction and
Development, subject to the approval of the Majlis.



The Economic Development Bill provides for the creation of a
Planning Organization consisting of a High Council, a Board of Control
and a Maneging Directar The High Council would be composed of seven
members appointed by Royal Order on proposal of the Government and
these members would hold office throughout the period of the execution
of the program. The High Council would possess broad supervisory
powers. The Board of Control would consist of six members selected
by the Majlis, appointed for two years, and would have investigative
powers on matters referred to it by the Govermment. The Managing
Director would be appointed for three years by Royal Order on
proposal of the Goverrnment and would be the principal executive of the
Organization.

Up to the close of the year the Majlis had not taken action on the
Bill proposed by the Special Commission. There was, however, strong
public sentiment for proceeding with an economic development program®,

In November a group of five American experts from Overseas
Consultants, Incorporated, New York, visited Iran briefly at the
request of the Iranian Govermment to survey the possibility of the
company preparing, on contract, a comprehensive report on the subject
of Iran's economic development plans, Details of the proposed contract
had not been worked out by the end of the year.

FINANCE
-t
Sta t

According to figures releasec by the National Bank of Iran, the
Government's revenues in the 1947-48 yeare** amounted to 6,716,529,000
risls and expenditures were 6,773,639,000 rials, indicating a defiecit
of 57,100,000 rials. This deficit, however, was more than covered by the
fact that Govermment oil royalties in sterling were included in revenues
only to the extent that such sterling was actually converted into rials,
In the 1947-48 year, an amount of sterling substantially exceeding the
equivalent of 57,100,000 rials was received but not converted. In the
1946-47 year, revenues of 5,797,000,000 rials exceeded expenditures of
5,644,280,000 rials by 153,000,000 rials,

The budget presented by the Govermment to the Majlis on April 15,
1948, for the 1948-49 year showed estimated revemues of 7,154,000,000
rials and expenditures of 8,891,000,000 rials indicating a deficit of
1,737,000,000 rials., Included in the budget were over 1,000,000,000
rials for economic development, of which a part represented funds which
would otherwise have been included in the ordinary budget. The principal
inereases in expenditure proposed were for govermment buildings, irri-
gation and the Ministry of War,
*

The Majlis on February 15 authorized the Govermnment to proceed with the execution of

the Seven-Year Plan on the basis of the bill prepared by the Special Commission of

the Majlis, with minor alterations,

%% March 21, 1947 to March 20, 1948



FINANCE (continued)

As had been the case for several years, the Majlis failed to approve
the budget and the Government continued to operate on the basis of
monthly budgets which required the Governpent to limit ite expenditures
within revenues actually collected.

The Goverrment's internal debt in December 31st, 1948, amounted to
approximately 5.4 billion rials, virtually unchanged from the beginning
of the year. Nearly all of this internal debt is owed to the National
Bank, The Government's cash balance during 1948 increased by 900,000,000
rials, suggesting that Govermment revenues may have exceeded expenditures
by this amount.

In November, 1948, the Government redeemed its last remaining external
funded debt by calling an amount of k76,637 representing the outstanding
balance of an Iranian loan floated in London in 1911,

Banking and Currency

Currency in circulation fell about 4% during the year, amounting to
6,631,000,000 rials on December 21st, 1948, as compared with 6,905,000,000
rials on December 22, 1947.

Demand deposits at the National Bank increased from 7,531,000,000
rials on December 22, 1947 to 9,389,000,000 rials on December 2lst, 1948.
Of this increase, about 900,000,000 rials wepresented increased cash
balances of the Government. The fact that currency in circulation
declined 4% despite an increase in commodity prices of aboat 10% suggests
that the deposit increase in part reflects an increasing tendency on the
part of the public to employ the bank as a deposit medium instead of
retaining currency.

Figures are not available regarding the trend of deposits of the
Imperial Bank of Iran, the only other important commercial bank in Iran.
At the end of the year its deposits were understood to have been in the
neighborhood of 1.3 billion rials.

Loand and advances by the National Bank on private account increased
from 743,000,000 rials on December 22, 1947, to 912,000,000 rials on
December 21, 1948.

In genersl the money market was tight throughout the year with
bazaar rates for secured loans ranging from 20% to 35%. The Bank Melli
reduced its official discount rate from 5% to 4% on August 23, 1948. This
rate was nominal insofar as the trading community was concerned because it
was applicable only against prime short-term credits.

The Anglo-Iranian Financial Agreement of November, 1947, was extended
one year to November, 1949. As operated up to the close of 1948, the
British Treasury, under this agreement, converted sterling into dollars
for Iranian purchases in the dollar area on a relatively free basis,



Fo change Control

On February 9, 1948, a decree was issued stating that the Exchange
Commission would issue foreign exchange permits valid at the official
rate for the importation of the following goods:

"sugar, loaf-sugar, tea, cotton plecegoods, agricultural and industrial
machinery, scientific and technieal books, magazines, newspapers paper,
drugs, scientific, surgical and laboratory instruments, trucks, gunny
and hessian cloth ",

The Exchange Commission was deluged with applications for this
official-rate exchange. Partly due to administrative difficulties and
partly due to opposition from the National Bank representatives on the
Exchange Commission to the issuanase of any permits at the official rate,
practically no permits were issued under the terms of the decree. The
National Bank representatives consituted only two out of five members of the
Exchange Commission, but the remaining three representatives were not disposed
to over-rule their opposition. The view of the bank representatives was
that opportunity should be taken to stabilize Iranisn exchange at a single
rate either fhrough formal devaluation or through stabilization of the
market for exchange certificates.

This controversy had a markedly deterrent effect on trade. In the
first place, the large receipts of foreign exchange from the oil company
were not released for trade purposes with the result that the free
exchange rate was bid up. The dollsr was quoted above rials 60 throughout
the first half of the year. Foreign trade commitments by, merchants
involved a high element of risk not only because of fluctuating
exchange rates but also because of the possibility that the Govermment
might eventually release extchange at the much lower official rates for
certain types of imports.

Near the end of July, the controversy was resolved by the issuance of
a decree with the following prineipal provisions:

(1) Exchange was to be released at the official rate only to
the Govermment. Later on, an amount of k2,850,000 was
set aside for sale at the official rate for certain categories
of industrial and agricultural equipment. Applications for
this exchange were screened by the Ministry of Agriculture
gnd the Ministry of National Economy and by the end of the
year all this exchange had been allocated.

(2) Two categories of relatively essential goods were established,
on one of which official rate exchange could be obtained
equal to 60% of cost, and on the other exchange equal to
30% of cost. Goods eligible for 60% official rate exchange
included cotton peice goods, pharmaceuticals and paper.

Goods eligible for 30% official rate exchange included iron
and steel, dyes and chemicals, trucks and truck tires.



(3) The National Bank was authorized to reduce and stabilize
the free exchange rates by becoming a buyer and seller of
exchange certificates. The Bank acted immediately to re-
duce dollar exchange rates from 67 to 61, In September
the rate was further reduced to 57.50 and by the end of
the year the Bank rate was 54.50%,

Reaction of the import trading community was generally favorable to
the new decree and unusually heavy orders were placef for goods from
abroad. The effect on Iranian exports was naturally unfavorable and
by the end of the year there were many complaints with regard to the
position of exports.

The Couneil of Ministers passed a foreign exchange decree on Dec-
ember 29, 1948, the principal provision of which enables exporters to deduct
the selling price of exchange sale certificates from the valuation placed
on exports at customs houses in order to determine the amount of the
~ exporters' exchange undertaking. An anomalous situation had previously
prevailed under which exporters were being asked to deliver an amount of
exchange which considerably exceeded the exhecange proceeds from their
exports, unless they were able to prevail upon customs houses' appraisers
to give a modest estimate of the local market value of the exports.

Cost of Liv

Living costs in Iran, as measured by indexes compiled by the National
Bank, rose 7.7% between January and October, 1948 as compfired with a rise
of 5.2% between January and December 1947. The food component of the
index showed the most pronounced upward tendency with an increase of 15%
between January and October 1948, The index in October stood at 928 (with
1936-1947 as 100), 17% below the war-time peak of 1,121 reached by the
index in August 1944.

Wholesale prices at Tehran rose 10% between January and October 1948,
influenced largely by the foodstuff component which showed an increase of
19.5%. In 1947, wholesale prices increased 10% between January and
December. The index in October 1948 stood at 759, (1936-37 equals 100) as
compared with a war time peak of 716 in July 1944.

The position of the cost of living and wholesale prices for various
selected months is given in Table 1.

PETROLEUM

In 1948 the Iranian economy received increasing financial benefit from
the oil concession granted to the Anglo-Iranian 0il Company (AIOC).
Totad receipts of foreign exchange from the oil company amounted to approx-



PETROLEUM (continued)

imately 525,000,000 as compared with an estimated k20,000,000 received in
the year 1947. The £25,000,000 received in 1948 included from &8,000,000
to £9,000,000 paid to the Iranian Govermment in the form of royalties,

in accordance with the terms of the concession. The balance of the
exchange was sold by the Company to the National Bank at the official rate
in order to obtain rials to cover operating expenses in Iran. The foreign
exchange received by Iran from the AIOC is estimated to have amounted to
almost twice the exchange received from Iran's general exports.

‘Crude oil production in 1948 amounted to 24,870,000% tons as compared
with 20,194,838 in 1947, an increase of 23%. Part of the increased prod-
uction was accounted for by deliveries of crude oil to Socony Vacuum
Incorporated, and Standard 0il Company (New Jersey). These American
companies concluded a long-term contract for purchasing crude oil from
ATIOC in December, 1946.

In the fall of 1948 the AIOC started construction of a 56-mile pipe-
line from the Agha Jari Field to tanker loading facilities at Bandar
Mashour., This 20=22" pipe line will carry approximately 100,000 barrels
daily of ctrude, of which a substantial proportion will be exported to the
inited States.

Iextiles

The two Government-owned cotton spinning and weaving plants at
Behshahr and Shahi produced 15,000,000 yards of cloth ip the year
ending March 21, 1948%, Production in the nine privately owned
textile mills in Isfahan amounted to 7,900,000 meters of cotton cloth,
2,270 meters of woolen cloth, and 2,500 metric tons of cotton yarn.
Production figures on the 15 or so textile mills elsewhere in Iran are
not available.

A private company in Shiraz ordered a 12,000 spindle spinning mill
from the United States and considerable interest was manifested in the
purchase of cotton spinning and weaving machinery by various other
groups of Iranian capitalists. Prices for imported piece goods receded
toward the end of the year with the result that some of these plans
for new plants were in abeyance,

The principal woolen-goods manufacturers, with mills in Isfahan,
threatened to discontinue operations unless the Government provided
assistance. The Goverrmment responded by prohibiting the importation
of second-hand clothing, reducing the import quota for woolen cloth
and ordering that Government needs for woolen goods be met from
domestic production,

* Production figures for previous years are not available.



The Govermnment's silk factory at Chalus produced 400,000 meters of
silk tissues in the year ended March 21, 1948, as compared with a
potential capacity of 1,000,000 meters.

Production of burlap in the Government's jute plant amounted to
about 1,000,000 sacks in the year ended March 21, 1948,

Rugs

The weaving of rugs, although a handicraft activity, is an important
Iranian industry providing direct or supplementary income to many thousands
of Iranian families. In the year ended March 21, 1948, exports of rugs
amounted to 2,689 metric tons, a quantity considerably below exports of
3,367 metric tons in the preceding year, but approximately comparable to
exports in the pre-war years 1938-1940.

Sugar

Reflecting favorable crop conditions, the Government-owned sugar
mills produced 52,000 metric tons of refined beet sugar in the year
ended March 21, 1948, as compared with 32,700 metric tons in the
preceding year. Total sugar consumption in 1948 is estimated at about
135,000 metric tons.

Cement

The cement plant at Tehran owned by the Industrial and Mining Bank is
the only cement plant in Iran and produced 43,000 metric jons of cement in
the year ended March 21, 1948. This was an amount far below the country's
need and the Industrial and Mining Bank announced an adjudication for the
purchase of a new cement plant with a capacity of 300 tons a day. A
private company in Shiraz concluded a contract for the purchase of a 200
metric ton per day plant from an American supplier and negotiations were
in process for the purchase of one or two other cement plants.

Tobacco

The factories of the Tobacco Monopoly, owned and operated by the
Government, were managed with relative efficiency and the revenues accruing
to the Monopoly represented about 20% of total governmental revenues.
Cigarette production declined in the year ended March 21, 1948, to
3,060,000 cigarettes from 3,550,000 in the preceding year. This inter-
ruption to a previous steady upward trend of consumption was caused by an
increase in retail prices.

Mines

There were no important developments in the mining industries.
Coal production was roughly estimated at about 200,000 tons of which



about 120,000 tons were taken from Government mines. Approximately 10,000
tons of red iron oxide were exported from the Government-owned deposits on
Hormoz Island. Small amounts of copper, lead, arsenic, and sulphur were
produced.

TRANSPORTATION AND COMMUNICATION
Railroads

The rolling stock of the Iranian State Railways underwent a gradual
deterioration in 1948 owing to lack of adequate maintenance and a shortage

of spare parts.

Coincident with the deteriloration of rolling stock, there was a mounting
demand for railroad haulage facilities. An increased tonmnage of imports
was shipped by rail from the southern ports to Tehran. Also there was
rising consumption of petroleum products in the country most of which was
shipped by rail from the Anglo-Iranian 0il Company refinery at Abadan,
-~ 011 shipments comprised an estimated 50% of revenue freight on the south to
north. haul.

The' railroad administration recognized that the situation required
prompt remedial action if a transport crisis were to be avoided, but was
handicapped by lack of funds. The railroed negotiated a settlement with the
British Govermment for the use of the railway during the war which would
involve a payment by the British of &5,700,000, but at the end of the year
the requisite ratification by the Majlis had not been obtained.

.a

Rail-laying on a 100-kilometer line from Qum to Kashan was half
completed during the year and it was expected that the line would be in
operation in 1949. A small amount of grading work was accomplished for
the projected Shahroud-Meshed and Mianeh-Tabriz lines.

Roadgs

Although a few small projects were undertaken, there were no major
road building projects in 1948. The amount of highway asphalting did not
exceed 150 miles. A substantial portion of the road budget was spent on
maintaining the dirt and gravel roads which comprise most of the country's
road mileage. In general, road deterioration continued to outdistance road

repair,

The volume of motor vehicle transport expanded. Gasoline sales were
up 8% over 1947 and diesel motor oil sales up 81%. In the period from
March 1947 to March 1948, 3,000 passenger cars, 150 busses and 2,200 trucks
were imported, according to Iranian customs statistics. The number of
vehicles in operation at the end of the year was not recorded officially
but may be estimated at 9,000 passenger cars, 12,000 trucks and 3,200 busses.
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The Iranian Airways Company made considerable progress during 1948
in expanding and improving its service and in overcoming serious main-
tenance problems. During the first half of the year, there were times when
the company had only one plane in flyable condition. Flight schedules, in
consequence, were highly irregular. By the end of the year, due to the
purchase of spare parts and increased attention to maintenance,. Iranian
Airways Company had five planes in operation and was adhering rather closely
to its published flight schedules. These schedules included regular flights
between principal Iranien cities and weekly services to Cairo and Karachi,

After prolonged negotiations Iranisn Airways and Transcontinental and
Western Air signed an agremment on September 7, 1948, settling the claims
and counter claims of the two parties arising out of TWO's managerial
contract with Iranian Airways from December, 1945 to March, 1947. TWA
retained its share of stock in Iranian Airways, amounting to about 12%
of the total,

A second Iranian air transport company, Eagle Airlines, started opera-
tions in June but discontinued in November because of financial difficulties.
The company purchased three eight-seater British-made Dove aircraft.

During its brief period of operations it scheduled 3 flighte a week from
Tehran to Abadan, and one weekly flight each to Meshed, Isfahan and Babolsar,
a summer resort on the Caspian Sea. Eagle Airlines had an operational
maintenance contract with British Overseas Air Corporation. The B.0.A.C.
also secured British pilots for the Iranian company. Eagle Airlines
encountered losses from the start and in November, B.0.A¥C. cancelled its
contract with Eagle, because of non-payment of amounts due. At the close

of the year there were no definite plans for resumption of operations.

Five non-Iranien airlines operated scheduled flights to Tehran during
1948: Air France, KIM, SAS, BOAC, and Iraqi Airlines. All of these
companies were operating weekly flights. Irregular rate conditions existed
during most of the yesr, involving different rates used for converting
foreign currency prices into Iranian rials.

AGRICULTURE *

Agricultural Production

In general, agricultural conditions in 1948 were favorable. Including
feed grains and timber produced in farm woodlots, total agricultural
production is estimated at over 9,700,000 metric tons, or slightly above
that produced in the 1947 crop year. Vegetable products accounted for an
estimated 7,900,000 metric tons or over 80 per cent of total preduction,
and animal products for 1,800,000 metrie tons, or slightly less than 20
per cent of the total.

Wheat and Barley
Wheat and barley are the principal field crops of Iran.
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Production estimates for 1948 are 1,900,000 metric tons of wheat and
850,000 metric tons of barley. This compares with a wheat production
of 1,925,000 metric tons and barley production of 776,000 metric tons in
1947.

According to revised estimates, in the 1946-1947 crop year 3,235,000
hectares, or almost 67 per cent of all crop land in the country (excluding
land in fallow), was planted to these grains. The area seeded for the 1948
harvest is estimated to have been 3,000,000 hectares, the decrease being
due to low precipitation in the fall of 1947. However, the area actually
harvested in 1948 weas only slightly below that of 1947, due to the failure
of dry land cultivation in 1947. Fall seeding for harvest in 1949 was below
normal due to unseasonably cold weather and heavy show in the early winter
months.

* There are no official agricultural statistics in Iran. The figures em-
ployed in this section are for the most part estimates by the Embassy. Most
of these statistics do not have a high degree of reliability.

As in the previous years, wheat and barley were collected by the
Government from landlords having a surplus production at prices considerably
below the open market price and distributed at low prices through authorized
bakers to urban customers. Government wheat collections from the 1946-47 crop
amounted to 127,400 metric tons and barley collections were 25,300 metric
tons. Government collections from the 1947-48 crop did not exceed 112,000
metric tons of wheat and 30,000 metric tons of barley. Due to the unusually
low carry-over stocks from the previous crop year and the reduced wheat
ccllection in 1940, the Government had difficulty in providing enough cheap
flour. During the late summer and autumn of 1948 bread riots were reported
in many parts of the country. Stringent Government collection laws, abol-
ished at the end of the war, were renewed and, in a further attempt to im-
prove the wheat supply, the Government appealed for, and was granted an
allocation of 40,000 metric tons of wheat by the International Emergency
Food Committee. At the end of 1948, arrangements had been completed for
the purchase of about three quarters of this amount,

Rice

The 1948 crop of milled rice is estimated at 308,000 metric tonms,
38 per cent above the 1947 crop of 223,000 metric tons. Hectarage devoted
to the production of rice in 1948 was not larger than the previous
year, but favorable growing conditions resulted in a higher yield.

Domestic consumption for the 1948-1949 crop year is forecast at 280,000
metric tons, compared with 229,000 metric tons in 1947-48. Stocks as of
July 23, 1948, were estimated at 40,000 metric tons. Exports in the
1947-48 crop year were approximately 16,000 metric tons, but are expected
to be even less in the 1948-/9 crop year because of a Govermment decree
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issued in January 1948 which cancelled all authorizations for rice exports
due to the shortage of bread grains.

Fruits and Nuts

There were several marked increases in the 1948 production of fruits
and nuts, as compared with 1947. The 1948 raisin crop is estimated at
38,000 metric tons, 18,000 tons over the previous yeer. Pistachio nut
production in 1948 is estimated at 4,000 metric tons compared with 870
tons in 1947. This sharp increase resulted from efficient pest control,
particularly in the Kazvin area. Almond production, shelled basis, is
estimated at 6,000 metric tons or 500 tons more than the previous year.,
Dried apricot production is believed to have been about the same in the
two years, approximately 4,000 metric tons.

Cotton

Cotton production in 1948 is estimated at 22,000 metric tons, ginned
basis. This is about 25 percent above the 1947 crop of 17,500 metric tons
and the largest crop since 1941.

Domestic consumption of cotton in the 1948-49 marketdng year is estimated
at 19,000 metric tons. During the years 1935-41 Iran was an exporter of
cotton., In recent years, however, cotton production had been less than
domestic requirements, and it has usually been necessary to import. The
relatively high 1948 production made possible the export of 1,475 metriec
tons of ginned cotton in the period July 24, 1947 to July 22, 1948. Stocks
as of July 22, 1948, were estimated at 2,000 metric tons.+

Sugear

Sugar production in 1948-49 is forecasé at 42,000 metric tons,
considerably less than the 51,900 metric tons produced in 1947 but well
above the 32,700 metric tons produced in 1946, The srea planted in 1948
was 37,000 hectares or 2,000 hectares above plantings in 1947. Decreased
production was due in part to damage to the crop by the "caradrina " pest.
Stocks amounted to 63,561 metric tons as of August 23, 1948, compared to
26,700 metric tons the same time a year earlier.

In January 1948 the Government ahbolished the suger rationing wystem
which had been in effect since early 1942, The market was supplied with
ample quantities of sugar at fixed Govermment prices and the black market
in sugar gredually disappeared. The 1947 level of consumption, approx-
imately 135,000 metric tons, was maintained in 1948 by increased imports.

Although at present sugar is one of the principal Iranian imports, the
ultimate aim of the Govermment is to provide for most the country's needs
through domestic production., Equipment for two new sugar refining factories
has been delivered from Czechoslovakia and it may roughly be estimated that
the resultant increase in comestic refining facilities will be about 18,000
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metric tons.

Tea

Tea cultivation was intpoduced into Iren in 1898 by an Iranian
consular representative in India. Up to 1932 the area under cultivation
was below 10,000 hectares. Since 1932 the area has expanded gradually
to approximately 12,550 hectares in 1948. Production is estimated to
have increased from 7,000 metric tons in 1947 to 7,660 metric tons in
1948. Quality of the Iranian tea continued to be poor.

Consumption, amounting to approximately 12,500 metric tons, is
considerably higher than production, so that it is estimated that
about 5,000 metric tons of tea will be imported in the marketing year
ending March 21, 1949.

Igpnggo

_Iranian tobacco production in the 1948 crop yeer is estimated at 17,000
metric tons, slightly above the previous year. Domestic consumption is
estimated to have increased from 11,280 metric tons in 1947-48 to 11,500
metric tons in 1948-49. Exports amounted to 200 metric tons in 1947-48
and are expected to expand somewhat in the 1948—49 marketing year,

Imports have been negligible.

Livestock

o
Sheep raising is Iran's principal livestock enterprise.
Sheep numbers as of the end of 1948 are roughly estimated at 13,000,000
head compared with 13,190,000 head the previous year. On the basis of
estimates for the last ten years, the sheep and lamb population in Iran
has been slowly decreasing.

Wool production for the year ending March 21, 1949 is forecast at
13,300 metric tons compared with 13,600 metric tons a year earlier. The
bulk of Iranian wool is coarse carpet wool used in the production of carpets
coarse woolen cloth and for export. Domestic consumption amounts to
approximately 8,000 to 9,000 metric tons annually.

_Foreign Trade

Iran is almost completely self sufficient in the production of all
major agricultural items, except sugar and tea. Agricultural imports in
the 1948 marketing year are forecast at about 139,000 metric tons or about
5,000 metric tons below last year. Exports of agricultural products
(1n01uding smuggling) are forecase at 270,000 metric tons or about 33,000
tons below last year. It is anticipated that (excluding oil) agricultural
commodities will continue to account for about 90 per cent of the volume,
and sbout two-thirds of the value of all exports. Illegal exports are



o 1

likely to continue, and in aggregate will probably account for close to
100,000 metric tons in 1948, consisting mostly of grain., These illegal
exports have been encouraged by the higher prices in neighboring countries,
especially in Iraq.

While in previous years the U.S;S. R. purchased rather substantial
quantities of Iranian agricultural commodities, very little trade took
place in 1948,

Agricultural Credit.

In the 1947-48 marketing year the Agricultural Bank made close to
10,300 loans, having a total value of 154,500,000 rials. At the end of the
Iranian calendar year 1326 (March 20, 1948) the value of the outstanding
loand was reported to be 391,000,000 rials. About half of the loans,
made in 1947-48 were used for irrigation and land reclamation.

ion e

~ dction was taken on several irrigation plans in 19428 by irrigation
companies financed and operated jointly by the Government and private
interests.

Work was started in October by the Koohrang Irrigation Company to divert
the Karun water through the mountains to increase the flow of the Zayandeh
River which irrigates the Isfahan area. Construction was completed of a
tunnel 4,400 meters long from the Maroun river for the irrigation of the
Behbehan area. The construction of a reservoir dam by the Larestan
Irrigation Company has been completed, while a weir for the irrigation of
Lorestan province is nearing completion. The effectiveness of the "ganat "*
system in the Tabriz area has been doubled. A power plant and pumps have
been ordered by the Jahrom Irrigation Company for the irrigation of central
Fars, and plans have been made for the utilization of Gargar fall in the
Mian-ab area. Work on the Saveh project south-west of Tehran is at a stand-
still pending investigations by a soil mechanics engineer.

* Wells connected underground
F GN AND TRADE CONTR

In the year ended March 21, 1948, Iran maintained its role as the
world's second largest exporter of petroleum products with shipments of
17,913,000 metric tons valued at the equivalent of $312,800,000. In
comparison, exports of merchandise other than petroleum were valued at
$63,000,000,

Inasmuch as revenues from petroleum exports are received by the Anglo-
Iranian 0il Company as concessionaire and are not directly available to the
Iranian economy, it is of interest to compare Iran's foreign trade on a basiés
excluding the exports and imports of the oil company. Based on Iranian
customs statistics this trade was as follows:



TABLE III - Merchandise Foreign Trade of Iran
In Millions of Rials¥*

S ' ¢ Excess of
¢ Exports : Imports : Imports
s : s over
H $ s Exports
1324 (March 21 1945 to
March 20, 1946) 1,684 2,963 1,279
1325 (March 21, 1946 to
March 20, 1947) 2,28, 3,841 1,557
1326 (March 21, 1947 to
March 20, 1948) 2,056 4,603 2,547
1327 (six months (Merech 21
to September 21, 1948)
on annual basis 1,800 3,618 1,818
Source: Customs Administration -

In the Iranian year ending March 21, 1948, exports declined 13% from
1,285,000,000 rials to 1,056,000,000 rials. Imports in the same year
increased by 20% from 3,841,000,000 riale to 4,603,000,000 rials. The
characteristic surplus of imports over exports increased to 2,547,000,000
rials in the year ended March 21, 1948, the largest import surplus ever
experienced., Iran has been able to experience successive import surpluses
without a damaging effect on its economy because of the foreign exchanges
receipts from the Anglo-Iranian 0il Company.

Preliminary statistics for the six months March 21, 1948, to
September 21, 1948, indicate a further decline in exports of about 10
percent. Imports during this period were, on an annual basis, mobe than
20% below imports for the year ended March 21, 1948 a condition which was
partly caused by general uncertainty as to the government's foreign exchange

policy.

The principal Iranian exports and imports in the year ended March
21, 1948 are summarized in Table IV.



TABLE IV - Prineipal Iranian Imports and Exports in 1326 (1947-48)
Exports Value in Imports Value in
| 1,000 Rls 1,000 Rls
Rugs 428,949 Sugar 555,905
Dried fruits & nute 425,026 cotton piece goods 480,050
Medicinal plants &
seeds 227,135 Metals and metal products 369,393
Gums 180,738  Tea 366,010
Opium 178,434 Sidk cloth (pure and
artificial) 345,180
Rice 112,00,  Woolen cloth 264,946
Wool | 84,896 Automobiles & trucks 262,629
Lambskins 57,412  Tires & tubes 183,594
Pharmaceuticals b 150,374

Source: Customs Administration

One of the principal developments in Iran's foreign trade relation-
ships in 1948 was the virtual cessation of trade with the Soviet Union.
In the year ending March 21, 1947, trade with the Soviet Union represented
22% of Iran's total foreign trade. In the following year the proportion
attributable to the Soviet Union fell to 10% and in the six months
period March 21, 1948 to September 21, 1948, Soviet trade accounted for
less than 4 of 1% of Iran's total trade. This suspension in trade
resulted from a failure of the two govermnments to agree on a satisfactory
trade agreement, negotiations for which were carried on sporadically.
Owing to the increased availability of imports from other markets of the
world and alternate markets for exports, the discontinuance of trade with
the Soviet Union has caused no apparent distress to Iran's economy.

Iran's import regulations were simplified in 1948 by removal of the
requirement that importers must obtain import quota reservations in ad-
vance of opening of letters of credit. The only commodities for which
previous reservation continued necessary were 23 items on a restricted
list which included automobiles, rayon and woolen piece goods. Iran con-
tinued in operation but the quotas were so substantial that importers were
virtually free to bring in any amount of merchandise. The most important
commodity on which the quota was exhausted in 1948 was passenger auto-
mobiles.
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On June 8, 1948, the Majlis attached to a Bill restricting the export
of rice, a rider which prohibits the issuance of import licenses to non=-
Iranians. This nationalistic legislation diseriminating against foreigners
was protested by nearly every diplomatic mission in Iran, but up to the
end of the year there was no evidence that the Iranian Government intenddd
any revision of its policy. In its application, the measure had little
effect on Iranian trade because various circumventory procedures were
adopted, such as the establishment of dummy companies with the stock
nominally in the hands of Iranians.

During the year trade negotiations were conducted with Gzechoslovakia,
Franee, India and the U,S.S.R., but no treaties or agreements were signed.
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TO:

FROM:

SUBJECT:
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L

OrtlICE MEMORANDUM
Mr. T1iff DATE: February 11, 1949
E. A,
IRAN: Correction and Addendum
The foggy phrasing is regretted in my memorandum of Sgaruary.
What was meant:
that Naficy, in talking with Engert, indicated that the
information was an official reply to our questionnaire. Therzfore, even
if we had seen it only informally so far, it was sufficiently official in
the eyes of the Iranian Govermment to be regarded as such by us. Hence,

*o put it to commercial use, if such is to be the case, is inappropriate.
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Mr. TLige | ‘ Pebruary 10, 1949
E. A. Bayne
TRAN

- The following was received today by the State Department from the U. S.

Embassy in Teherans
"Ebtehaj, Bank Melli, has had word that Mr. Garner and a party from

. Vorld Bank expected in Teheran about 8 March., Ebtehaj has stated by
‘that tims werk of Overssss Gonsultants shéuld have progressed o
point where the visit will definitely be useful.”
*.Mnnﬁutdthnt'thhni;hththbuhotatcnﬂimihthn.'

I have since learned that you have arranged for this through the Iranian Esbas-
sy here,
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OFFICE MEMORANDUM

TO: Mr., T1if DATE: February 8, 1949
FROM: E_, A,

SUBJECT: TRAN: Economic Information

/

I attach a copy of a memorandum by Mr. Bochenski on Iran's answer
to our basic questionnaire. The material in question was hardly adequate when

first shown to us, even though Nafiecy had mentioned to Engert in December that

\i;)/ information had been presented to the Bank and gave it an official flavor in

Iran. Actually, to have Ala'i work on the data may improve it, but the

question is raiged that the Bank might well be made an unwitting participant
in d_commercial promotion as a result.

. Probably there isn't much to do about this at the moment, except
to continue pressing the Embassy for the material in view of Mr. Garmer's

projected trip.

Attachment/1

ce: Dr. Welk
Mr. Bochenski



TO:

FROM:

SUBJECT:

INTERNATIONA 3ANK FOR R'ECONSTRUCTION AND _VELOPMENT

OFFICE MEMORANDUM

Dr. William G. Welk

. DATE: February 7, 1949

—-

P. G. Bochenski 7 /- D

Iran's Answer to the Bank's Questionnaire.

1. As you know, conversations with Iran with regard to the
possibilities of a loan have been dragging on since October 1946.

As very little reliable data with regard to this country
are available, it has always been regarded as essential to collect at
least such information as may be found with the Government and Bank Melli.
Accordingly, a questionnaire was sent to Mr. Naficy in Tehran in September
1947 by Mr. Hill, and another copy of the same questionnaire was given to
Mr. Nemazee of the Iranian Embassy in November 1947.

2. No answer was received until October 1948, when Mr. Magidian,
an Iranian -- who at that time worked for the I.M.F., and at present is
the representative of the Bank Melli in New York -- presented a set of
drafts, representing a large part of the answers to our questionnaire.

In cooperation with Mr. Bayne's office, I made a preview of this material,

and, later on, accompanied by Mr. Magidian, visited Mr. Nemazee, Commercial
Couneellor of the Iranian Embassy. We reviewed the whole material, cleared
which additional points could be answered immediately and which ones would

have to be investigated by a Mission on the spot, and agreed that he would

retype and edit the available material which we return®d, and send it to us
by the end of November 1948.

3. Until now, the material has not been returned tc us. Mr.
Magidian, to whom I talked about it at the last day of his work in the Fund
(Dec. 31, 1948) explained to me, with some embamassment, that a person out-
side the Embassy has been entrusted with the "editing" (retyping was really
nearly all that was required) of the material, and that this outsider
apparently was trying to meke the most of this little job hy re-writing and
analyzing it, which caused this unnecessary delay.

4. A few days ago, Mr. Bayne introduced me to Mr. Heshmat Ala'i,
from the Middle East Research Bureau, Inc. in Washington. During a longish
conversation, I learned that it was Mr. Ala'i's above-named Bureau which
kept the material in question. As far as I could make out, this Bureau tried
to use the material for a propaganda book on Iran, and there seemed to be
some misunderstanding between the Embassy and the Bureau over the whole subject.

5. I saw Mr. Nassr, the new Alternate Executive Director for Iran,
ete., the other day, and mentioned to him this regrettable delay. He said that
he would try to dig out the material again, and expressed his regret that, as
a result of this delay, Mr. Garner may not be properly briefed on Iran before
his journey.

FGB:eh

OFFICE SERVICES 17.10
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OFHICE MEMORANDUM

TO: Files DATE: January 26, 1949

FROM: E, S

SUBJECT: IRAN

Mr. Garner was interviewed this morning by Mr. Taghi Nassr, Alter-
nate Executive Director for Iran, and related the meeting to the writer later.
Mr. Nassr made the following points:

1. That he felt there should be an expressed assurance from both
the United Kingdom and the United States of full support for
Iran's seven-year development program (it was not clear whether
this reference to the United Kingdom had specific reference to the
convertibility into dollars of sterling receipts from Anglo-Iranian
0il revenues).

2. That the Bank should keep in mind that in talking with Iran it was
discussing a program that recuired an enormous amount of enthusiasm
in a generally lethargic economy, and that a strietly business

_approach would not assist in emphasizing anything but defeatiem,
and a possible failure of the whole effort.

3. Mr. Nassr felt that a basic problem in Iran and one which he felt
should be clearly understood by Overseas Consultants, involved
the creation of an independent authority. 8ince much of the exist-
ing development in Iran was already in the hands of govermment mini-
stries, it was difficult to see how one rail projﬁbt could be opera-
ted, for example, independently of railroads already under the
Ministry of Communications. If this confliet were to be carried
into other fields, how much authority could be given effectively to
a govermment instrument not responsible to the existing Govermnment?

4. He suggests, therefore, that OCI might well confine its detailed
studies to those projects which would not conflict with government
operating authorities that already exist.

Mr. Nassp also raised with Mr. Garner the possibility of Garner's
visiting Iran during his forthcoming trip through the Mediterranean. Nassr
suggested that such a visit might be useful, although he did not know what
his Govermment's position would be at this time, apparently he would cable
his Government for an opinion.

Mr. Garner suggested that after discussing the results of the first
survey by OCI, the timing and constitution of a mission to Iran to be co-
ordinated with his vigit there be considered, and that some suggestions be
made as soon as possible.
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rner DATE: January 25, 1949
FROM: E, A. Ba

SUBJECT: TRAN: Overseas Consultants, Inc. Program

The State Department has recently received a copy of the second contract
between the Govermment of Iran and Overseas Consultants, Inc. from a confidential
source, and has made the contract available to us privately. OCI has not yet
indicated its findings to the State Department openly. Included with the
Department's despatch from Teheran was a copy of the draft report of the first
OCI mission who visited Iran in December, written for oral presentation to
Messrs. Nafiey and Ebtehaj before the return of the first group for the United
States. Presumably, OCI is now preparing a written report for presentation to
the Iranian authorities which would be based upon this draft.

It will be noted that this brief report (a copy of which is attached)
_indicates that OCI believes that the physical and manpower resources of Iran
should be able to stand the weight of the Seven-Year Plan under certain conditions,
and to this extent it agrees with the previous Morrison-Knudsen survey. Among
these eonditions is the establishment of a nonpolitical development agency
along the lines conceived in the present legislation before the Majlis. The
report also points out that any economic development plan for Iran should be
broad and not rigid. It emphasized that the managing director of the proposed
development agency must have a high degree of operating authority, presumably
free from political complications.

-

The second OCI contract, now in effect, the cost of which is not to exceed
$600,000, provides for the detailed working out of the plan within the scope
of the present economic development bill. It does not differ materially from
what we understood it would be when Governor Ebtehaj discussed their plan with
you during the autumn.

So far as I know, this is the first report that the Bank has had of OCI's
first mission. I believe we understood in October that OCI would indicate to
us what particular areas of the economy they though most profitable for the
Bank to study at this time. On this basis, we indicated to Governor Ebtehaj
during his discussions here that we would be prepared to accept or reject these
preliminary OCI recommendations and then indicate to Iran what projects in
general we wished to pursue with them., These views would be offered by a
general Bank mission to be sent during the duration of the second OCI contract,
presumably in February or March 1949. Unless OCI is prepared to give us more
details than those provided in this report, it would be difficult for the Bank
to offer any reasonable judgment on either projects or general approach. It now
appears that we must await the results of the second OCI survey where specific
projects will be worked out, then to be presented to us for study. Such a plan,
if this is OCI's program, overlooks the fact that we would undoubtedly wish to
examine Iran as a whole ourselves, and not rely exclusively upon OCI, however
sound they may prove to be.
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Judging from Ebtehaj's discussions with us in September and subsequently
with Engert in Teheran last month, he may be extremely disappointed if the Bank
does not indicate soon (as we said we would do as a result of OCI's preliminmary
work) in what areas it might be willing to support the Seven-Year Plan. I sug-
gest that it might be useful to have a confidential conversation with OCI to
determine whether this report, as attached, is all they offer at the moment or
whether they could give the Bank more specific recommendations at this time.

I have talked this over with Mr. Madigan, who will arrange a meeting between
you and the OCI people next week if you agree. If you have a moment, we might

discuss this, particularly in the light of your proposed visit to the general
area.

Attachment/1

ce: Messrs: Schmidt
Welk
Madigan
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Overseas Consultants, Inc,

I attended a meeting at the British Embassy on Thursday, 20 January,.
There were present Mr, J. W. Taylor (H.M. Minister, Commercial),Mr.
Bromley, his assistant, and Mr, Fitt and Mr, Olivier, representing Sr,
Alexander Gibb and Partners., Mr. Fitt is one of the partners in the
firm and Mr, Olivier is his South African engineer who has been working
for the firm in Iran for the past two or three years, Mr, Fitt and
Mr, Olivier had flown over especially from London to discuss with OCI
the extent to which Gibb might be able to participate in our plans for
Iran,

‘Mr, Fitt told me that arrangements had now been made for a team
of ‘seven to proceed to Iran almost at once to undertake phase two of
the operation, The team would consist of:

l. Project manager - Mr, Bookhalter of StommR,
and Webster

2. General engineer - belived to be called Weeks

3. Health expert - a doctor Turner &

L+ Educational expert - Dr. King Hall from the
University of Columbia

5. Agrigultural expert = Dr. Johnston
6, Office manager, and

7. Secretary

It was probable that the general engineer will be replaced by a
group from Gibb whose function it will be not only to study specific
engineering projects within the plan, but to give engineering advice
right across the board.

Mr, Fitt told me he thought their conception of the Seven-Year
Plan was good. He doubted, however, very strongly the capacity of
Iran to execute the Plan, The main difficulty in the way was lack
of technicians to operate installations once they had been constructed.

He thought that Iran was faced with the need of training,over a period
of years, numbers of technicians in every field,
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Mr, Fitt told me he thought Bookhalter was a good fellow but
doubted if he was high level enough to determine priorites between
the various sectors of the Plan, Fitt thought, however, that the

arrangements would probably provide for such questions to be remitted
back to the Board of OCI for determination,

I told Fitt what the Bank's position was., I said that there
could be no question of us making a commitment to invest $250 million
in Iran's Development Plan and that if any of his colleagues in OCI
or any authorities in the Persian Government harbored any illusions

on this point then he could do a very good service in dis-illusioning
them, I said, however, we should be prepared to give sympathetic

consideration to any well thought out, modest, specific projects

which might emerge from OCI's examination of the situation, and which
were within Iran's capacity to finance both from the point of view of

. availability of local capital and from the point of view of Iran's
capacity to finance external debt., Fitt said he was completely in
agreement with our approach. I asked Fitt for his views about when
w0u1d1be an appropriate time for the Bank to send the promised mission
to Iran, He said he thought the middle of March would be an opportune
moment, This would be about half-way through 0CI's present operations.

Mr, Bromley raised the point that the British Foreign Office had
suggested that some of the experts on the staff of the Middle East
Office in Cairo might usefully be associated with OCI in_this opera-
tion. Apparently the proposal had been discussed with U%s, State
Department who took a sympathetic view, I said I thought it would be
a mistake for either the British Foreign Office or the U. 5. State-
Department to take any initiative with OCI in this direction. I agreed
that some of the British Middle East Office experts could make a useful
contribution, but I thought that the best way to achieve something on
these lines would be if the suggestion was made by the Iranian authori=-

ties, themselves, to OCI, The Iranian authorities might be appro=-
~ priately stimulated by the U.S, and British Embassies in Teheran, Every-
one present agreed that this was the desirable approach.

In the course of the general conversation, Fitt told me that he

regarded the direct contacts between British and American engineers

as being most useful and productive, He had discovered that methods
in then%wo countries were completely différent and he thought that each
would learn a lot from the other, I think this rather indicates the
usefulness of Mr., Madigan's projected trip to Europe.,

(Dietated 21 Januery)
Not read

gy
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January 12, 1949

His Excellemcy The Prime Minister
_Government of Iran
Tenran

Your Excellency:

Under date of October 7, 1948 Overseas Consultents, Ine. entered into
a contract with the Government of Iran titled "Agreement for Expert Services"
which provided for an initial etudy in Iran of & program under consideration
by the Government for the improvement of the emonomic and sociael welfare
of Iran. :

Under this agreement Overseas Consultants, Inc, agreed to furnish an
opinion ‘based on the data available or to be secured within the limited
period provided for this study as to the ability of the economy and physical
and man power resources of Iran to support the proposed development program
of w (U.S8.) (21 bvillion rials), which program, it is contemplated,
will be carried out within the forthcoming six or seven year; and to review
the presently estsblished alloestion of the over-alf appropriastion to the
several elements of the Iranian economy by categories., The report, as
provided for in this Agreesment, is submitted herein,

In accordence with the Agreement, & group of five individuals-comprised
of directors and representutives of Overseas Consultants, Ine. visited Iran,
arriving in Tehrsn on Hovermber l4th. They were joined there by Max W,
Thornburg, who worked with the group throughout their study as consultant
and as liaison with representatives of the Iranian Government, The group
remained in Iran until December 2nd. Throughout their stay they worked

in close asscciation with Dr, H., Mocherraf-Naficy, ~irector of the Provi-
sional Development Programme Organization; and were afforded the aid and
co-operation of Mr. A.H.Ebtehaj, Sovernor of Bank Melli Iran, They were |
furnished with all aveilable documents releting to the Seven-Year Plan, &nd w
with such stetistical records and data as had been assembled as a matter

of record in the various Uovernment departments or agencies,
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In the course of their stay the group fhurnoytd to the Caspian Sea

Provinces, part travelling by road and part by railroad; visited a number
of the industriel plante in that area and observed the agricultural acti-

vities, living conditions and other elements of the economy of the district;
and later visited Isfahan, Kashan and intervening arees, sgein making
observations, visiting schools and industrisl plents. The group also speant

one entire day traveling by air over the larger part of the central portion
of the country.

¥e are confident that the Covernment of Iran will recognize that the
short time svailable for this preliminary study necessarily limited detailed
considerstion of the Seven-Yesr Plan and of the monetary alloecations
proposed in the Bill now before the Iranien Majless, and that the background
for opinions on the funderental questions outlined in the above-mentioned
Agreement cbduld only be arrived st by the following procedures;

1., Acquiring informetion by travel and observation as comprehen-
sively as possible ae %o broad fundamentels of the Iranian

social and economic structure, &

2. Meeting and intervawing individuals most competent to provide
the group with considered and impartisl judgment on the major
aspects of the Iranian situation,

5. Analyzing official statistice and information of the couantdy.

4. Rewlwing the proviasions of the proposed Seven-Year Flan from
a practical viewpolint rather than from & purely technical one.



It is evident that there would have been no need for the Seven-Year

Plan, nor for our present report, if social and ecconomiec conditions ia Iran
had been entirely satisfactory. 4As support for our conclusions, it is ne-
cessary to summarize some of the conditions which without doubt mre res-
ponsible for the proposal of a Seven-Year Plan., Such summery must not be
taken @s criticiem of one country by & group of nsetionals from snother,

but as reflecting our endeavor to be most careful in attempting to unmlt
the needs of Iran. Certain outstanding charactergstics of the present
over-all situstion in Iran are apperent or readily determinable. Those
which in our opinion are pextinent to this report are summarized belows

1, While the Government of Iran has certain internal and external
debta, in our opinion these are not material as related to the
Government's financial position,

2."' The resources and revenues of the country are capable of
improvement and expensiof.

3« The Iranian economy is far from being a free economy.

(a) & substential part of the large businesses of Iran
are Oovernment owned and operated, In our opinion,
this contributes materially to ineffieiency and for
the discouragenment of private investment in industry.

(b) The railroad system is Goverament owned and operated,
with limited maintensnce which tends increasingly to
diminish the efficiency of its operations.

(¢) The administration of the Government, itself, and
Government-controlled businesses is concentrated
and centralized at Tehran., 48 a result, Iran is
not developing competent regional and local admi-
nistrators, We believe such procedure to be highly
undesirable, eventuslly tending to become hng;rons.
as the affairs of a great couatry canuot be effi-
ciently run by concentrating the power decision
o: mitters of regional or local import in any éne
-] t"o

4, Sociel stratification is extereme, There is a small ruling
class which generally does not seem to have developed the
tul:g of broad social ruxmﬁnity. The middle class is
insignificant in numbers and influence. The great mass of
people which constitutes the remainder of the population is
fu.c:.n: under-nourished, disease-ridden, indigent and

erate, ‘



5.

9.
10.

13.

The level of public health is extremely low, whieh is
attributable to certain all-too-general conditions, such ass

(a) Malnutrition
(®) Bad housing conditions, both rural and urban. P

(e) Improper weter purification and household
water supplies,

(d) Inedeyuste or ganization for hendling endemic discases,

(e) Lack of sewerage systems in cities, fnd sewage
disposal generally. '

(£) General lack of even the simplest mediml care,
This comes from the lack of & general plan for
training doctore, nurses and public health of-
ficirls, and lack of provision of facilities

¢ for their work,

The educational system is inadequate at all levels, both in
general and in vocstional training. :

The feudal system in the fomm of village ownership by a
single landlord exists widely in the countdy.

‘The netionsl stetistical service is unsatibfactory and ua-

reliable,
The level of administrative morslity in Government ies not high.

The road transportation system, thanks to the fortunate
accident of availability of war surplus trucks and chassis
for buses, is well equipped, but it runs on inadequate and
improprely meintained highways with conceguent high depre-
ciation of the vehicles,

The physiographiec charscteristics of the country meke its
adequate development difficult but not impossible., 1Itp

water resources are sudstantisl but crude { and inadequately
used. The mineral resources are probab arge but, except
for petroleum, almost undeveloped and relntively unprospected.

The .friculturnl énd paetoral methods are primitive, The
qualities of &g riculturel products are generally fer below
the desireble and possible standsrs whieh should be resched
and maintained., Soil erosion end waste of timber resources
are menacing to tne futurewell-being of the land.

Ho country cen thrive unless it has a ressonably well
developed system Ofa collection, storage and diotridbution of
its surplus production. Iran genersally does not heve enough
surplus sgricultural production over the needs for minimug
local subsistence, nor where these surpluses are produced is



the re adequate mesns which they can be collected,
transported and distributed to those {cuntiu whiech need
them to supplemeént their own subsistence roqulruwnu. This
is extremely important.

14, Tax reform 18 imperative. The system now in effeet for the
the imposition, spportionement and collection of taxes 1-
acting a8 a breke on the progress of Im.

The foregoing summsry lists some of the nnjnr eharacteristics
of the Iranisn economy, but we heve not attempted to make the summary
complete,

e nave, of course, studied not only the characteristics of
Iran, itself, but we neve also given sttention to the provisions of the
Seven~-Year Plan bill now before the Majless, We have, likewive, studied
or. lochnrrd Nafiey's "Preliminsery Report on the Perslan Seven-~Year
Plan", dnted Azar 10, 1326, and consider it an outstanding and stutes-
muh kounnt. The social and politicel reforms proposed in this
report &re: far-rasching, snd thelr great importence lies ly in their
intrinsic chearacter, but even more in the way that they would be adminis-
teved., The time eveilsble has not permitted us t0 study sachof the pro-
posed reforms and, likewise, what is extremely important-namely, their
prospective interrelationsnip and interactions. +he need for some of
these reforms is sssuredly more pressing than for others, and we have
foupd 1t necessary, for the purposes of this initial report, to focus
our attentior primaxily on the economic aspects of the Seven-Year Plan.

A a result of the group's study, we herewith offér our judgzeant
on the proposals of the Seven-Year Plan, héving elearly in mind that the
success of the Plan will be determined not simply by the proposals embo-
died in the bill, but #ven more by the skill and competence with which
the facilities thereby provided are co-ordineted end administered.

It is our judgment, based on this preliminary study, that.if the
bill a8 proposed is enacted into law, and its provisions and facilitiea
are guided, co-ordineted ard administered with honesty and singlencss of
purpose based on the ideal of improved well-being for the Iranian people,
the physiecal and man power resources of Iran should be able to stand the
weight of the Plan. It is obvious thé the carrying out of the projects
of the Seven-~Year Plan will cause some strains on the Iranisn economy.
Some of these strains will be of an infletionary nature and probably
cannot be avoided completely, although they are subject to coatrol. No
national economy is completely independent of the situation in whieh the




other nations of the world find themselves, and the Imian economy will
be to some extent influenced by the conditions which will exiet contem-
poranesusly in other countries. Stable conditions for seven yearg, or
even for seven months, cannot be expected in the present world., In spite
of uncertainties such as these, our Judgment is that the bill proposing
the seven-Year Plan should now be enacted into law in order to enable

the Government to begin without further delay the constructive work of the
Plen. The characteristics of the present situstion whioh have been
enumerated are cogent evidence that sotion on & development program ought
tc be started promptly. Prompt legislative mction t0 pass the pending
bill snd make the Sevensyear Plan the law of the land should convince the
_Irsnian people that their Goverament intends to alleviate and correct
their social and economic 1lls by & sould development program,

We' state further that the preesently established allocztion of the
over-all aporopriation appears % us %0 be satisfactory. ¥e believe that
the allocation, both divisionsl and chronological as well as geographical,
provides for the present sufficient flexibility so thet certain parts
of the ¥lan, which should be started immediately, can have the necessary
priority of setion g :

In making these statements of approval, we il‘h to emphesize that
the outstanding charascter esnd competence of the men who have been guiding
the Seven~Year Plan up to the present will ne«d %o be reinforced with
the wholehesrted support of the Government, itself, and with a sufficiently
large group of able and txpt:ioneod experts in the various fields covered
by the Plan, so thot the very large amount of work which must be done
will be properly guided in ite efficient accomplishment.

#e have certain brosd suggestione for tie carrylng out of the
Seven~Year Plan once it has received legislative approvel. It is
important that the development as defined in the bill be thought of as
& broad progrem and not as & rigid and unyielding mould in which the
Plan must be cast. No building of importence was ever coustructed which
did not nhmve to have some of the details modified or changed ss the work



Plan is comtingent on its honest and efficient administration. Such
_ honest snd efficient adninistrstion can only be insured by giving a strong,

proceded. The sane thin; is true for a grest enterprise like the
Seven-Year Plan, Changes are sure to be needed within the broad program
of the Flan as its development proceeds,

Our further suggestion hes to do with the administrstion of the Plaa.
This ie & field in which we have had wide experience, and we base our
recoamendations on that experience, The Plan will do no more than limp
and stumble along unless the job of carryiag it out is clearly defined and
definitely placed on the shoulders of an able man who has power, suthority #
and responsibility. If he is not thus endowed, tie Plen slmost certainly |
will become snarled in a tangle of conflicting snd divergent suthorities
swayed by special interests. As hse been previously mesde clear, our
Pudgment thut the nationsl economy of Iran can stand the strain of the

Mp-ud,‘,homn and efficisnt Plasning Orgenization the necessary
suthority and making 16 fully responsible for the exeracise of that authority.
S0 far as it is humsanly possible t0 insure the success of the Plan, suech
insurance will best be provided by placing & capable man in the poat of
Hanaging Director, backed by a capable Planning Oxganization which has
the responsibility and delegated authorityto earry through the Plan with-
out interference and in co-operation with the existing Goverament
Orgenieationsa.

Throughout their stey in Iran our represeantatives received the utmost
co-operation and asd stance from Mr. Ebtehaj, Dr. Nafiey and their staff,
and from all Governament agencies concerned, without which they could not
have completed this task within the ¢time allowed. Pertinent records
and statigios were placed freely at their disposal, and arrangements for
their transportation and living sccomnodations were made with the
greatest care and consideration. For all of this, we express our
appreciation. ' ]‘

Respectfully submitted, ]
OVERSEAS CONSULTANTS, INC,

J. R. Lotz, Chairmen of the Boaxd

Clifford 3., Strike, Pregident

|
I
(32 ,_____‘j
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FICE MEMORANDUM
TO: Mr. R. T DATE: W

FROM:  W.A.B, Iliff

SUBJECT:

I am sure you will be interested to read this
paper by Mr, Acheson on Iranian Political Cenditions., I
think it is excellent and shows a display of thoughtfulness
on Mr, Acheson's part which is commendable.

I have made one or two minor comments myself., My

only substantial disagreement with Mr, Acheson would be in
his final conclusion on page four but his guess here is

probably as good as mine,. 4
£ M(./M{’?
//_—

Attachment,
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OFFICE. MEMORANDUM

TO: Mr. E. A. Bayne DATE: December 23, 1948
FROM: Patrick Acheson @4
SUBJECT: Iran - Folitical factors affecting the Economic Development Plan

Since the fall of Prime Minister Qavam in December 1947, cabinets
in Iran have succeeded each other in fairly rapid succession. This lack of
stability in the Government may prove harmful to the proper execution of a
seven-year economic development plan, consideration of which has now been
shelved by the Majlis (Parliament) because of growing opposition to the
appointment of Mocharraf Naficy, Alternate Governor of the Eank and Fund,
as head of the board which will supervise the execution of the plan. Mr.
Naficy is the logical candidate for the post since he is the author of the
plan which is based on the Morrison-Knudsen Report,

The individualistic nature of the Iranian people has not been con-

- ducive to the formation of strong political parties. Mr., Qavam attempted to
form a Democratic Party shortly before the elections in 1947. At the time,
in addition to being Prime Minister, he held the position of Minister of the
Interior. The latter post enabled him to exercise a large measure of control
over the election and many of his adherents were returned to the Majlis. The
Majlis is not a very representative body, most of its membership being drawn
from among the large landowners and merchants who live in Tehran and rarely
visit their constituencies. However, it was not long before the Democratic
Party broke up into small blocs. These blocs combine to attain a specific
objective and then regroup themselves., As a result the Gevernment is rarely
able to command a stable majority.

Under the Constitution the Majlis elects the prime minister. How=-
ever, he must be appointed to office by the Shah, whose approval he must
therefore command. Neither the prime minister nor his cabinet, which is cus-
tomarily drawn from among a small group of some forty or fifty influential
men, are members of the Majlis though each member of the cabinet has his
adherents in that body, whose support may be rather ephemeral in character,

The Tudeh Party professes to represent the interests of the
workers, the peasants, the liberal intellectuals and the minority groups.
The Party is directed by a hard core of communist leaders who have centered
their attention upon the working classes. The Party's platform has all the
features of traditional liberalism including demands for progressive labor
legislation, improved standards of living for the peasantry, free education
and general health services. A large number of the intelligentsia who are
seriously desirous of radical national reforms have joined the Party, many
for lack of a more effective instrument of reform. In order to appeal to
this group the Tudeh Party is agitating against the employment by the Govern-
ment of foreign advisers. The Party lost considerable prestige as a result
of the overthrow by the central Government of the autonomous Azerbaijan
Government, which it had established with Russian help, though it is beginning
to regain a little of its lost influence. Its strength probably does not -
exceed 50,000 at the present time.

OFFICE SERVICES 17-10
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The wretched conditions under which much of the population lives
continue to provide a fertile field for the Party's activities. Its chief
support comes from the urban working classes in Northern Iran. Agricultural
labor is hard to organize for political and economic purposes and therefore
does not easily become a factor of social unrest. However, those who left
the farms to work for high wages on road construction for the British and
U.S. armies during the war have now returned to their villages sullen and
discontented. They are liable to fall an easy prey to the promises of the
Tudeh Party and help to stir up trouble among the peasants who eke out a
bare existence and are usually in debt to the local landowner or money
lender as the result of their purchase of agricultural equipment and seed.
The Tudeh Party does not command much support in the southern parts of Iran
but, according to the Stete Department, Soviet agents have been active
recently among the oil workers and in the large cities.

Present Situation

The present Government of Mohammed Saed is not expected to be long
lived. Mr. Qavam's adherents in the Majlis have apparently agreed to give

~it their support for the next three months. Prime Minister Saed is a man of

great integrity but has little administrative ability. He is considered anti-
Russian, having rejected a northern oil concession demanded by the Russians
when he.was Prime Minister in 1945.

Qavam himself is a very shrewd and able executive with a consider-
able following in the Majlis. He is perhaps one of the few men in Iran
capable of getting the seven-year development plan into operation. However,
during his last administration, he appointed to various posts men whom the
Shah considered inimical to him and in a final radio speech before his de-
parture from office Qavam bitterly attacked the Shah. Until recently the

- Shah refused to consent to Qavam's return to office but has lately had

several conversations with Qavam which may peve the way for a reconciliation.

Order has been largely restored to the country. The Nomadic tribes
which in the past grew strong and independent when the central Government was
weak have in recent months returned to central Government control. The
Kurdish tribes who have been living in Russian territory since the failure of
their Soviet-sponsored independence movement are now returning to Iran because
of the intention the Russian Government has expressed to move them to Armenia
where they would have to live amid a non-Moslem population.

Domestic Problems
The internal problems that confront the Government are:

(1) The passage of an annual budget. The Government has been
subsisting on a month-to-month basis since last March. The budget is expected

. to be the first order of business now that the Government has been given a

vote of confidence by the Majlis.

(2) Constitutiohal reform. The Shah is pressing for the creation
of a Senate as provided for in the constitution but never established. The
Shah desires the power to appoint half the members of this second chamber
and thus enhance his power.
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(3) Bread riots. Bread riots are a constantly recurring problem
due more to poor distribution than to any shortage of flour. The shortage
has been aggravated by the prevelence of high prices in Iraq which has
caused a large amount of flour to be smuggled across the border.

(4) Unemployment. There is both an unemployment and an under-
employment problem to be faced. Many of the government-owned factories were
closed down during the war for lack of raw material and have not been reopened.
Government departments are employing probably three or four times the number
necessary for their efficient operation. The British and American authorities
employed about 10,000 men on road building during the war. These were drawn
largely from agricultural communities whither they have now returned. There
is not sufficient work for them to do on the land and the living they are
able to gain is meagre compared with the relatively high standard of living
they enjoyed while working for the British and American authorities.

There is growing awareness in Iran of the necessity of improving
the lot of the mass of the people. The seven-year plan it is hoped will
cure unemployment, raise living standards and take much of the strength out
of the communist-led reform movement. To this end the Government has recently
held conversations with the Anglo-Iranian Oil Company with a view to finding
out whether the company will discuss an increase in the oil royalties at this
time. An answer from the company is expected next January. The increase in
the royalties would help finance the development plan. Though the Anglo-
Iranian Oil Company may oppose any increase in royalties at this time, it may
be expected to help rather than hinder any development plans.

The Shah is young, energetic and consumed with a desire to modernize
his country. Such is his interest in the plans for economjc development that
he has appointed his brother, Prince Abdur Riza, who was educated in the U.S.,
to follow the progress of these plans for him. The Shah's influence is
especially strong in the Majlis at the present owing to its divided state.

It may be expected that he will exert it to some effect in the interests of
getting the development plans into operation. It is difficult to estimate to
what extent the Shah's popularity and influence depend upon his father's
memory, particularly through surviving and still powerful military officers
who were his father's comrades.

The main opposition to the development program within the country
will come from the great landlords and the religious leaders until they
decide that they have less to fear from reform than from revolution. Both
of these elements are very conservative in outlook but the latter no longer
exert much influence, having been shorn of most of their power by the present
Shah's father.

Foreign Relations

The domestic problem of Iran's social and economic development,
however, is tied up with foreign relations and with the international situation.
It is difficult to assess at this time whether the country will be allowed to
make its way unhampered.

Iran's relations with Russia have remained uneasy though quiet since
Iran successfully withstood Russia's demands for an oil concession in 1947.
Recently, Russian pressure on Iran has again hegun to mount. According to
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press reports high Government officials have been warned by the Soviet
Embassy that U.S. military influence is excessive and that Moscow feared

the West might employ Iran as a base for an attack against the U.S.S.R.
According to the State Department there is & provision in the Russo-Persian
Treaty of 1921, that the U.S.S.R. may intervene if in the opinion of the
Russian Government Iran is threatened from a foreign source even though the
Iranian Government may itself not be aware of any such threat. Furthermore,
at the time these warnings were given the U.S.S.R. staged troop maneuvers on
Iran's northern frontier. There have also been minor border incidents. An
unconfirmed report has even appeared in a Tehran newspaper to the effect
that Prince Firuz, a former cabinet minister and ex-embassador to Russia,
had formed a "Free Iranian Government" in Moscow. These straws would indicate
the possibility that Russia would teke over the country by force should the
moment prove propitious in view of her previous diplomatic failure in Iran.
Moreover, the Iranian army is weak and poorly e quipped and could offer little
resistance beyond guerilla warfare to a full-fledged Russian invasion. Nor
can Iran count on much, if any, assistance from the United States or Great
Britain. It is unlikely that the U.S. will be prepared to give Iran aid on
the scale that it has provided for Greece and Turkey, while Great Britain's
defense strategy now calls for a defense based @n East Africa rather than
the Middle East.

Con 8io;

So far as Iran's internal condition is concerned, the instability
of the Iranian Government im a factor in holding up the execution of the plans
for economic development. However, it may be expected that the Shah's
influence will be exerted with some effect to stabilize the political situa-
tion in the near future perhaps by permitting the return off Qavam to power.
The Shah's interest in the development of his country assures some measure of
continuity in this respect.

However, the future of Iran will depend largely on the course that
Russia pursues towards her. If Russia decides that her interests demand the
seizure of Iran, there seems little that can prevent it. Whether Russia will
take such action it is impossible to estimate at this juncture.
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TO: Mr. A.2.G. Hoar DATE: 23 December 1948
FROM: E. Aa
SUBJECT: Iran - Overseas.Conaultanta

Mr. Clyde Dunn, of the Iranian Desk at the State Department, informed
us on December 20 that

1. The Council of Ministers in Tehran had approved on December 15 a
$600,000 contract with Overseas Gonsug;:nta, under the terms of which the latter
would make a four-month over-all economic survey and recommend projects to be
started immediately. This contract would be signed in Washington within the
next few days.

2. He had no information as to when the Uverseas Consultants' report
on their recent mission to Iran would be ready.

- 3. Consideration by the Majlis of the bill implementing the seven-
year economic development plan had been postponed indefinitely owing to the
opposition: which had developed to the appointment of Mocharraf Naficy as head of
the board to administer the plan.

4e Prince Abdur Riza, the Shah's brother and liaison man for the
economic development plan, is now in New York, The Iranian Embassy is apparently
reluctant that he talk to the State Department. His ideas on the implementation
of the development plan are at variance with those currently+brevailing in Tehran.

OFFICE SERVICES 17-10
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OFFICE MEMORANDUM

TO: Mr. E. A. Bayne DATE: December 20;
FROM: Patrick Acheson A

SUBJECT: Iran - Overseas Consultants.

Mr. Jeffrey Kitchen of the State Department told me in a telephone
conversation this afternoon that a second contract between the Iranian Govern-
ment and Overseas Consultants, Ine., had been negotiated and would be signed
shortly in Washington. Under the contract Overseas Consultants would send a
party of 30 or 40 to examine in greater detail the projects envisaged under
Iran's seven-year plan.,

Mr, Kitchen did not know when the report of the preliminary mission
would be ready though the fact that a second contract had been negotiated
would indicate that the report would be favorable., He undertook to keep us
informed of any further developments.

: Later this afternoon Mr. Clyde Dunn of the State Department called
to say that on December 15 the Council of Ministers in Tehran had approved a
$600,000 conﬁ;aq&‘ th Overseas Consultants for a four-month over-all economic
survey and hewve recommendations for projects which could be started imme-
diately. This contract would be signed in Washington in the near future.

Mr, Dunn reported that opposition had developed in the Majlis to
the appointment of Mocharraf Naficy as head of the Development Board. Naficy
was the logical choice for this post as he had drawn up the seven-year plan
on the basis of the Morrison-Knudsen report. As a result consideration by
the Majlis of the economic development bill to implement the seven-year plan
has been postponed indefinitely.

Prince Abdur Riza, brother of the Shah who is acting as liaison for
him in regard to the development plan, is now in New York suffering from
"diplomatic sinus trouble." Apparently he hag ideas at variance with those
held by Max Thornburgh,which prevail in Tehran at the present moment. The
Iranian Embassy does not want the State Department to see Prince Abdur Riza
who is, however, expected in Washington within & week or ten days.

Prince Abdur Riza's chief adviser on the seven-year plan is Taghi
Nassr, the Bank's Alternate Executive Director, whom Mr. Dunn characterized
as a very able person.

GFFICE SERVICES l?-ll{



\

~ MLT y
INTERNAT . BANK FOR RECONSTRUCTION EVELOPMENT 5

OFFICE MEMORANDUM

TO: Mr, E, A, Bayne DATE: November 23, 1948
FROM: Patrick Acheson —
SUBJECT: Iran

On November 17, in the absence of Mr. Clyde Dunn I saw his assistant,
Mr. Kitchen, at the State Department. During the course of our conversation
Mr. Kitchen made the following points:

(1) Reasons for Political Instability in Iran. For generations
the Iranian Government has been subject to pressure from the British and the

Russians. The British influence has waned and for the time being so has the
Russian, The United States has been unwilling to fill the vacuum thus created.
As a result the Iranian Government is finding great difficulty in standing un-
aided upon its own two feet.

There are no political parties in the American sense of the word in
the Majlis. The members rather form themselves into bloes who combine together
for specific purposes. When these purposes have been accomplished, the blocs
dissolve -~ and the Government usually falls, Neither the Prime Minister nor
his Cabinet are members of the Majlis. I inferred from what Mr. Kitchen said
that great astuteness and an ebility to conduct political intrigue are prime
requisites for a Prime Minister if he were to siy in power for any length of
time,

(2) Ghavamy It was Mr, Kitchen's view that Mr..Ghavam, a former
Prime Minister, was perhaps one of the few men with the ability and drive to
carry through Iran's seven-year program. Unfortunately, he and the Shah have
no great liking for each other. Ghavam while in power appointed a number of
men to office whom the Shah considered to be his enemies. Furthermore, in a
final radio address just before his resignation Ghavam aimed some rather
pointed barbs directly at the Shah. For these reasons the Shah has not for-
given Ghavamand there seems little likelihood for the time being that Ghavam
will be able to return to power though Ghavam is doing his best to return to
the Shah's good graces. Mr. Kitchen considers this situastion unfortunate since
Ghavam is very able and has & strong following in the Majlis.

(3) Mohammed Said., Mohammed Said is the present Prime Minister.
He preceded Ghavam in this office back in 1945. He is considered as anti-
Russian having refused oil concessions to the Soviet during his first adminis-
tration. He is a man of great integrity but he is well aware of his own
shorteomings as an administrator since he seems to lack executive ability.
Apparently Ghavam!s followers in the Majlis have agreed to support him for
ninety days hoping in the meantime to patch up relations between Ghavam and
the Shah, What will happen if this does not come about Mr. Kitchen was unable
to predict.

(4) The Shab. The Shah has influence but no power. He is respected
where his father was feared. He is moderately progressive in his views, is
able and desires the development of Iran. The court clique and the army are
his main support but they alone cannot give him control of the country., Simi-

larly, Ghavamis following in the Majlis does not give him sufficient stremgth
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to return to power without the Shah's support. The Shah has very close rela-
tions with the army Chief-of-Staff, a very able man. Stories have been spread
that the Chief-of-Staff has ambitions to take over the country. These are not
verified and apparently have not affected his relationship with the Shah.

Many army officers have been trained abroad but inspite of this the army remains
very weak,

(5) Other Influences. The Tudeh movement, according to Mr, Kitchen,
no longer has a very large following. What strength it has is centered in the
Azerbaijan region. However, Soviet agents have been trying to foment trouble
among workers in the south with some success. The Iranians have no love for
the British and the Anglo-Iranian 0il Company wields but little influence
though it does have contacts in high places through former British intelligence
agents now on its staff,

(6) Relations with Rugsia. It is Mr. Kitchen's personal view that
Russia's next move against Iran, if it is made, will be that of military inva-

sion. It appears that under the 1921 Treaty the Russian Government has the
right to intervene in Iran if in the opinion of the Russian Government Iran is

- threatened from a foreign source even though the Irenian Government may not be
aware of any such threat. This was intended to protect the Soviet Government
against a White-Russian attack through Persia. The State Department is pressing
the Iranian Government to submit a memorandum to the United Nations Security
Council stating that it considerse this provision of the 1921 Treaty no longer in
force since there now existed international machinery to deal with any threats
to peace.

(7) General remarks. Mr. Kitchen said that the Nomad tribal chiefs,
many of whom have been educated abroad, were now prepared % come under the con-
trol of the central Government. The late Shah had pursued a policy of sending
young men abroad to be educated. Unfortunately, when they returned they did
not want to live anywhere but in Tehran. Consequently, there was a shortage of
doctors, ete., in the provinces and an oversupply in the capital. These young
men finally found themselves some job in a Government department. There was,
therefore, a considerable number of people in Government employ who could be
drawn on for the admiaistration of the seven-year plan. Mr. Kitchen felt that
it was essential that' & plan should be under the control of a non-politiecal
commission which would not depend for its existence on the fate or the whims
of the Government in power.
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R Suqode # 27
Nov. 13, g
Draft Bill e '
re Seven-Year Plan ]
submitted to Majlis May 2, 1948, W A7 T r Lo

Art, 1.

For the purpose of increasing production and exports, supplying the needs
of the people within the country, developing agriculture and industry, discovering
and exploiting mines and underground wealth, especially oil, improvement and
extension of means of communication, improving the health of the people, launching
upon activities that spell prosperity for the country, paising the standard of
living and enlarging the income of the inhabitants of Iran, and lowering the cost

of living, the Govermment is required to execute a serles of activities within
seven years from the date of approval of this bill, the sum total of which
activities will constitute a Seven-Year Reform Plan,

Art, 2.
For the execution of the Seven-Year Plan, the capital earmarked for the

purpose will be distributed and spent in the various economic and social branches
as listed below:-

Part I; Agriculture

Field Millions of Rials
Scientific institutions and research w 400
Combating plant and anima) diseases; anims] breeding 1,100
Protection of national wealth, i.e, forests, ;
pasture-lands, ete, 450
Development of agricultural products 200
Addition to the capital of the Agricultural Bank of Iran 100
Participation in the capital of co-operative societies 350
Purchasé of agricultural machinery and preparation of
chemical fertilizers 200
Irrigation and construction of dams and barrages 3,000
Total Part I 6,500
Part II. Railway, Motor Roads, Ports
and Aerodromes
Railroad construction 2,000
Road construction and asphalting 1,050
Ports ; 250
Air Fields 400
Total Part II 3,700

/Part III,



Part III, Mines and Ipdustries
Millions of Rials
Weaving Industries 1,400
Sugar 500
Iron and steel 550
Technical Industries 450
Ceranics 150
Carpet weaving and miscellaneous erafts & industries 100
Mines - '8
Total Part III 3,800
Part IV, 0i1l
Capital for the establishment of an Iranian 0il Co. 1,000
Total Part IV 1,000
Part V, Post, Telegraph & Telephone
Extension of pogtal communication facilities 300
Extension of wireless telegraphic and broadcasting
S facilities 400
Total Part V 700
Part VI, Social & Municipal Reforms
Building of low cost houses P 1,500
Loan to municipalities for creation of water systems and
establishment of power plants _ 1,000
Prophylactic measures to igiprove public health 1,000

Aid to technical institutes to train experts for useful
vocations; raising the level of the technical knowledge

of industrial and agricultural workers 1,000
Mep-meking and compilation of statistics 300
Building of prisons in important towns 200
Other works of publiec utility 500

Total Part VI 5,500
Grand Total of All Parts 21 million rials.

Funds appropriated by this Article to the various Parts will be utilised
exclusively for the purpose defined.

Should the amount of money allocated for each part fail to be adequate
for the purpose or should the amount prove to be more than that actually
needed, the Government can inecrease or decrease the amounts up to 10 per cent
of the allocated sum,

The Government is required, within four months of the approval of the
bill, to prepare a detailed programme of the allocation for each year for each
branch as per this law, and report it to the Majlis,

/Artiéle 3,




The anmal distribution of the funds in Art. 2 will be as follows:-
Year unt in millions of ri
1327 (March 21, 1948 to March 20, 1949) 1,000
1328 ( " 1949 " 1950 2,000
1320 " 1950 " 1951) 2,800
1330 ( " 1951 " 1952) 3,300
1331 " 1952 " 1953) 3,500
1332 ( v 1958 " 1954) 3,600
1333 " 1954 " 1955) 3,600
133¢ " 1955 " 1956) 1,200

21,000 million rials

The Govermment is authorized, when necessary, to vary the annual allocation
by 10 per cent.

Art, 4.

Funds stated in Article 3 above will be distributed to the various provinces
of Iran so that none of the provinces will receive a share smaller than
1,000,000,000 rials during the seven years of the Plan,

Art, 5. -

In 1327, Rials 600,000,000, and in the following years, pending the
execution of the Plan, all the revenues of the Govermment accrued from the
royalties of the A,I.0,C., will be exclusively appropriated to the execution
of the Plan,

-

On the completion of the seven-year period, the revemues stated in this
article will be used for reimbursement of loans and the payment of interest on
those obtained under the law for the execution of the Plan.

Art, 6.

To supplement funds needed for the execution of the Plan, the Govermment is
authorized:

(a) to obtain a 2 per cent loan of Rials 4,500,000,000 from the Bank Melli Iran,
This loan will be obtained within a period of seven years and the amount obtained
ver year shall not exceed Rials 750,000,000;:

(b) the Govermment is authorized to enter into negotiations with the World Bank to
obtain (for the purpose of undertaking activities directly resulting in the
production of wealth) a loan amounting, at the meximum to $250,000,000. The
proceeds of the loan will be used in instalments and under conditions mutually
agreed by both parties, Nevertheless, any contract or agreement compiled in

this connection must be approved by the Majlis before it becomes binding and final;

(¢) the Govermnment is authorized to obtain eredit for the purpose of completing
financial facilities from internal, non-govermmental establishments and/or from
foreign commercial institutions or firms,

/Art, 7.



Art.7.

Income aceruing from the execution of projects described in the Plan will
be uged primarily for executing the Plan, After the completion of the Plan, as
long as the debts of the Govermment incurred for this purpose have not been
reimbursed, any income will be utilised exclusively for liquidation of the debt,

Art, 8.

Provision of preliminary means and facilities for the execution of the Plan,
supervigion over the efficient working of projects, co-ordination and eco=-operation
among the various branches executing the Plan and general supervision of the
execution of the Plan will be assigned to a five-man Board of Supervision, This
Board will be nominated by the Council of Ministers and appointed with the approval
of His Imperial Majesty the Shah in a Royal Decree.

Members of this Board will discharge their duties as full-time officials and

will not be allowed to engage in any other paid or honorary public or private
enterprise or work,

Art, 9.

The Board of Supervision may make recommendations and carry them out with the
approval of the Government in the following mattersg-

(a) Géneral policy and mode of action; allocation of anmal eredit to various
branches,

(b) Detailed anmual budget.

(¢) Rules and regulations regarding the execution of the,Plan,

(d) Detailed plans and projects and their order of priority,

(e) Monthly and annual reports of the various agencies executing the Plan..

| (f) General principles on which agreements and contracts (for the execution of
the Plan) should be based.

NOTE: Regulations needed for expediting and efficient execution of
the Plan, in instances wherein the ‘observation of adjudiecatbn
Tules or some of the provisions of current financial, accounting
and foreign exchange rudes is not required, will be approved by
the Govermment upon the proposition of the Board of Supervision,

Art, 10. :

The Board of Supervision is required to bring together regularly the results
of operation of the different agencies assigned to the execution of the Plan,
record them and report to the Government at the end of every month a summary,
from the financial and technical viewpoints, In addition, the Board will report
its own views and comments. At the end of every year, the Board must prepare a
balance-sheet of the progress of the Plan, This report will be submitted to the
Govermment., Likewise, the Board is required to send to the Accounts Tribunal
within the first three months of the year all the accounts of the previous year,
so that the Tribunal may audit and certify the accounts.

/To




To ensure the smooth working of the affairs and to obtain any informationm,
the Board of Supervision is authorized to refer directly to agencies engaged
in executing the Plan., When necessary, the Board may call these agencies to
account and report to the Govermment for any defects or irregularities noticeds
in the agencies, 1In such cases the Government is required to investigate the

matter at once and issue appropriate instruections so that the cause of the complaint
is removed within a month,

Art, 11.

The Board of Supervision will have an adequate technical and clerical staff
to assist it in the preparation of projects and in exercising financial and
technical supervision, Credit for payment of such salaries and expenditures
will be established in the administrative budget of the Plam and paid in
accordance with the approval of the Govermment,

Al]l members or individuals whose services are required (as regular employees)
for executing the Plan as well as for consultation by the Board of Supervision,
will be chosen from among the present employees of the Govermment, except under
special circumstances, when an adequate number of technical experta are not
available among government employees,

\‘\
'.vhe Board of Supervision can, with the approval-@f the Govermment, engage
foreign ea:perts for periods not exceeding the éxpiry of the Plan by more than
one year (i,e, up to eight years).

- 1
Art, 12.

The constitution of the Board of Supervision as well as other regulations
concerning the execution of this law, will be approved by the Council of Ministers.

Bach Ministry is charged with the execution of thig law within the limits
of its duties,

Signed: A, Najm Signed: Ibrahim Hakimi
Minister of Finance Prime Minister

13,5.48.
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ICE MEMORANDUM

TO0: Mr. A.S. DATE: 2 November 1948
FROM: E.A. Bg%
SUBJECT: IRAN: Economic Questionnaire

About a week ago, an Iranian staff member of the I.M,F., Ahmed
Majidian, telephoned me to say that considerable material in reply to our
basic questionnaire had been received by the Iranian Embassy. Since it
was unorganized data, he would like to discuss it with us before he, on
behalf of the Embassy, put it in shape for the I.B.R.D.

We suggested an early session with Dr. Welk and Mr. Bochenski, ,
and afto}- a week of study with him, Bochenski put together a schedule of /
existing information and what more was needed. Mr. Majidian hopes to pre- J
pare a formal return in a month with at least some of the holes plugged.

Mr, Nemazee, Commercial Attache of the Embassy, stressed t.& me the informal
nature of the returns at this stage, but also supported Majidian's promise
to giﬁ us a first formal return by early December.

The information so far informally presented will need considerable

amplification, but the effort to reply early should be noted.
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ma Govermment of Iran
Amount: $250,000,000 (or less)
Terms: Not yet discussed .

Purposes General dévelopment of the country ineluding
various agricultural, industrial and trans-
portatiop projeects.

(a) Assistant Loan Officer: Bayne ‘
(b) Conversations: The Iranian Ambassador (Hussein Ala),
in letter dated 24 Ostober 1946, informed President of
IBRD (Meyer) that Iranian Government had decided to apply
for a long-term eredit of $250,000,000, Bank replied
suggesting negotiations which, however, did not take
plage for some time, "'
mmsmm,mmm
tives of the Bank and the Iranians between September and
December 1947, Copies of the Bank's gemeral econonic
questionnaire wvere given to tie mm:ﬁ-mum.
and 1t was explained to them that the Morrison-Kmudsen
report on Tranian development projects, which previously
had been made available to the Bank, could not be regarded
"as a suffieient basis for loan discussions, In September
1948, IBRD was requested to supply advisers vho would
implement specific planning of the Iranian seven-year program,
The Bank replied and suggested that Iram hire a fim of
consulting engineers with experience in all fields, and
suggested that Intermational Basic Economy Corporation or




3.

~(e)

(a)

(b)

-2-

Overseas Consultants, Ine. were likely candidates., The
Iranian Govermment subsequently hired Overseas Consultants,
m.hm.wmwmm:l!m
Plan in the light of Iran's own domestie resources and ‘its
foreign exchange prospects. In October, the Bank was in-
formed of these arrangements by the Iranian Govermment,
and stated that, when the first stage of the work of
Overseas Consultants Inec. was ouplotd, the Bank would

be interested in sending & mission to Iran., The first
stage would involve a determination of the strength
Mhoﬁhmnfo;mn'lmmm The
second stage would be a definition of the plan's individual
components, whether industry, or qr!.cu!.tm, or communic-
ations., The third stage involves the doh.ﬂ.d engineering
of individual pnjootl. -

Correspomienge: On 30 March 1948, a letter was sent to

the Tranian Govermment explaining the basic policy of the
Bank with regard to development loans, A second letter
wvas sent August 20, 1948, suggesting the .."“-“ of 0CI.
The Bank also possesses an alde memoire covering the con-
versation between the Iranian Govermment and Mr. MeCloy,
indicating the degree of the Bank's mpmuon. dat.ed 2 Oect,
Lack of political stability and - in econnection with it -
little continuity in reolations with Govermment which, at
times, has made pronouncements indicating that a loan

from the Bank was not even wanted.

Insuffiecient economic information about conditions in Iran,



he

S5e

(e)

(a)

1.

2.

3.

1.

2,
3.

-3-

Difficulties with regard to supervising the operation of
the Iranian ecomomic plan may be experienced. '
ma.oum-mzmmwmmm
claims against Iran are satisfied,

It has been made clear to them that the Bank (a) eould

not finance their vhole program, and (b) would need addi-

tional information before finaneing even parts of it.

lwdemw&drm'mﬁbmmd
by the Loan Department. '

The Eeonomic Department has prepared studies on:

(a) The inereasing importance of Middle Hastell to
Vestern Burope;

() Royalties on Iranian oilj

(e) Labor and the Textile Industry in Irvan.

(d) The Economie Department is expecting to update the

prelininary background study on Iran sometime before Jan-

vary 1949. |

The next move is with the Iranian Govermment and should

consist of:

(a) answering the questionnaire;

(b) Mgmmuormoormwwuuuu
vith the Bank concerning the highest priority for
projects which are to be proposed. -

mh&ninllon-muptomnhl'mwmlﬂ%

Meanwhile the Economic Department will prepare a preliminary

report on Iran, enlarging the existing Loan Department study.
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SUBJECT:
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INTERNATI~“'Al- BANK FOR RECONSTRUCTION **'D DEVELOPMENT / .., )¢, |,
OFFICE MEMORANDUM

Mr. E. A, Bayne DATE: October 18, 1948
Patrick Acheson

IRAN - Interview with Mr, A. I, Tannous, Office of Foreign Relatiomns, U.S.
Department of Agriculture (S.Bldg., room 5933, ext. 2903)
This morning I went over to the Department of Agriculture to see

Mr. Tannous whom Mr. Garner had met at an Iranian Embassy party. Mr. Tannous

is working on the agricultural aspects of the U.S.-Greek-Turkish Aid Program,

In the course of our conversation Mr. Tannous made the following
points:

(1) It was an excellent idea to lay out an over-all plan for the
development of Iran but it would be illusory to attempt to accomplish it in
so short a period as seven years. Past efforts at reform had been sporadic
and largely ineffective. Mr. Tannous cited the failure of the late Shah's
attempt to settle the Nomad tribesmen which had only resulted in a drastic
reduction of their flocks and herds while reducing them to“the level of day
laborers. To have a chance of success the Development Plan should be spread :
over, say, from 25 to 50 years.

(2) If the objective of the agricultural phase of the seven-year
plan was the raising of the level of agricultural production, this could better
be done by such comparatively cheap methods as the proper selection of seed,
pest control, the erection of storage facilities and the training of farmers
in improved agricultural techniques. When the farmers had digested such
improvements as these it would be time enough to build dams and carry out
large-scale irrigation projects.

(3) The measure of any scheme of agricultural development in Iran
should be the improvement in the lot of the share cropper who at present

receives but one-fifth share of his crop. Until there was a drastic revision

OFFICE SERVICES 17-10
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in the present system of land tenure,under which 90 per cent of the land was
owned by the State or absentee landlords,whereby the farmers were enabled to
own the land, there could be no lasting improvement in Iranian agriculture.

(4) Mr, Tannous suggested that only small projects be financed to
begin with and that no additional projects be undertaken until the initial
projects had proved successful. This would allow time not only to train suit-
able personnel, of whom there was a great lack, to administer the Development
Plan but to prepare the population for the further changes contemplated. He
feared that no consideration had been given to the impact of westernization
upon the Iranian people. He felt they could take it in their stride if they
were given adequate time in which to adjust themselves to the new conditioms. .

(5) Mr. Tannous expressed the opinion that the present system of
government was not sufficiently broadly based to have any stability. He, there-
fore, suggested that a guarantee be got from the Shah that the Development Plan
would be carried out. <

PAcheson/pnn
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OFHCE MEMORANDUM
TO  Mr, mifr | PATE: October 7, 1948
FROM: E. A. Bﬂyg ;
SUBJECT: TRAN

In replying to Mr. Somerville's desire to join in with the meeting
this afternoon with Mr. Ebtahaj, the Overseas Consultant's Inc., and the
IBRD, Mr. Burland and I suggested that, if Mr. Somerville desired to come,
he should come on Mr. Ebtahaj's request and not at ours. Mr. Somerville
informed me this morning that Mr. Ebtahaj had made the request for Mr. Somer-
ville to accompany him, and that, probably, there would be someone from the
office of Economic and Financial Development Policy of the State Department
also.

OFFICE SERVICES 17.10
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OFFICE MEMORANDUM

TO: Files DATE: @f_.b Lo |G 1y

FROM: E. A. %

SUBJECT: IRAN - Interview, October 6, 1948, with Dr. A. H. Ebtahaj, Governor,
Bank g Melli, Iran

Since this was the first meeting of this division with the chief
Iranian proponent of the country's development plan, and a first meeting
with the key negotiator of an actively potential borrower, every effort
was made to establish a close personmal relationship. However, within a
conversation that covered a wide range of discussion, a few points should
be noted.

As Dr. Ebtahaj had experienced, a few days previously, an unpleasantly
negative interview with the Export-Import Bank, he was defensively anxious
to determine the extent the IBRD's interest in Iran. He had, he said, re-
ceived a general assurance from Mr. McCloy that the so-called Seven-Year
Plan would be supported if the projects constituting the Plan were in them-
selves acceptable. Did this mean, Dr. Ebtahaj wondered, that the Bank
could. be counted upon to provide over the seven- or eight-year period the
estimated $250,000,000 that would be required? As sympathetically as I
could, I pointed out that the IBRD could not possibly give any such commit-
ment now, regardless of its interest in Iran; simply because its own dol-
lar financing position could not be prejudiced that far in advance. When
looked at in this banker's view, Dr. Ebtahaj agreed, a commitment was not
possible, although he did wish that he could return to Iean with some
concrete progress made.

I gave him my assurances that progress was being made, that the re-
lationship between Iran and the Bank was considerably closer than in 1947.
Further, if, as a result of the work of Overseas Consultants, Inc., a specifie
loan application could be made in the Spring of 1949, there seemed to be no
reason why a loan could not be made, assuming the project fulfilled the
usual requirements, and the economy of the country gave promise generally.
I suggested rather firmly that the first application should be relatively
small, as a tightly-knit project, with a direct dollar revenue aspect -
in effect, a showpiece, in order that the whole IBRD relationahip with Iran
could be fortified by the most positive sort of negotiations. He agreed,
and (later with Mr. Hoar) suggested that the Bank be prepared to send a
general mission in January, after initial work of OCI had been done, but
before the detailed engineering for any project was completed.
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Files ' : October 4, 1948
E. A. Bayne
IRAN

Telephone conversation with Mr, James Somerville, Commercial l'ltuh‘,
United States Legation, Teheran, October 1, 1948 ' :

Mr. Somerville reported that after some local delays, the first
contract between the Iranian Govermment and Overseas Consultanmt's Ine. was
signed September J0th in Washington, the delays brought about by last-mimute
hesitancy on the part of the Premier vhich wvas overcome by the Shah's re-
mm«tummnm

| . Tais first contrast calls for five officials of 0GI to procsed on
mhrlsihhn‘nhnhnmmmydmm
progran, including a temtative division of funds (500,000,000 rials) for
various flelds, establishment of prioritiss, and deterningtion of the mmber
of specific exports required for detailed fisld imvestigation and subsequent °
engineering. Under the general agreement between OCI and Mr, Ebtahaj (who
signed the comtract), the sesond stage of 00T work will be field investigation,
and the third stage will be the detailed project engineering. Presumably
m-‘hpm-mamm.

EAB3 smb

ec: Mr, Hoar
Mr. Burland
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2 Dck. 1948
Aide memoire of discussions held between Mr. John J. McCloy, President of
the International Bank for Reconstruction and Development, and Mr. A. H.

Ebtehaj, Governor of Bank Melli Iran and Governor for Iran to the World
Bank and Fund, on October 2, 1948,

Others present were:

Mr. Robert L. Garner, Vice President

Mr, W. A. B. Iliff, Director, Loan Department

Mr. F. Nouri-Esfandiari, Irenian Charge d'Affaires and Alternative
Executive Director

Mr. M. Nemazee, Iranian Commercial Attache

Mr. A. Majidian

Mr. Ebtehaj gave full details of Iran's development program explaining
that Morrison-Knudson International Company Inc., recommended 240 projects with

.-a total cost of U.S.$ 1,250 million. The Iranian Planning Board after long

deliberations and careful studies prepared a new plan with an estimated over-
all cost of about U.S.$ 650 million.

Mr. Ebtehaj further stated that, as explabned last year, the intention of
the Iranian Government is to request the Bank for a loan of U.S.$ 250 million
to be spread over seven years with a comparatively small sum for the first two
years; but since it was pointed out last year that it would be better to start
with a small loan just to have Iran's name on the Bank books, the Iranian
Government would be prepared to make necessary application #f the Bank was still
of the same opinion.

It was further stated that a group of four or five executives of Overseas
Consultants Inc. whose recommendation would be more or less acceptable to the
Bank were to go to Tehran on or about October 15. They would carry out over-
all survey of the plan not only on its general economic and financial aspects
but also from the point of view of the availability of manpower and labour,
The task of making more detailed studies on specific projects will fall on a
group of 20 to 30 engineers and specialists who will be selected by the first
group.

Mr. I1iff stated that in his previous discussions with Mr. Ebtehaj he had
said that although much depended on the repute of the firm in question, never-
theless, the Bank reserved the right of sending outa mission of its own should
it be decided upon and that Mr. Ebtehaj had suggested that if it was deemed
necessary to send a mission, in order to save time, it would be desirable to send
them while the second group was still in Tehran.

Mr. McCloy agreed that if the Bank was to send out its own experts, they
would go to Iran while the 0.C.I. men were still there. As regards the possi-
bility of financing the plan Mr. McCloy added that although under the present
unsettled conditions the Bank refrained from entering the market fearing a prob-
able failure but he was sure that it could be done under more favourable
€onditions. It was further asserted that although no definite promise could be
made, the Iranian Government could rest assured of the Bank's desire to assist




Iran in her development plans once the political conditions now prevalent

in that area were settled. Mr.Ebtehsj explained that as Iran was not a
member of the Arab League the present situation in Palestine would not affect
her and as regards general world conditions he said there was no difference
between Iranls position and that of countries in other areas, since if there
was going to be a war the whole world would be affected and all development
plans would come to a standstill and if there was no war Iran could carry out

her development program uninterruptodly. "
3 ____.M 4 —_—

Mr. McCloy. agedmof ised tha.t. although the Bank could a.wL

afce over a long por:l leven if there was an undertgls g in wtitm
e everything depended on the availability of funds)derEaid nevertheless that ”‘1 “ ¢
if the Bank were satisfied h the progress gf-the dovelopnent program and " Panfe
with the manner in which things were copdutted in Iran, Iran could count on T

the Bank to give her 'during/the seyeri“year period the amount it had requested.
He added, however, that th¢ poeftion would be different if there was a communist
- -govement. in power in

Tle

~=%e hat a further point which should be borne in mind was
that the ek ave to give consideratia ons.-from other
: U 28y BB BEn¥ Eould not confino its a es to cort.ain areas




Mr, MoCloy agein enphasised that the Bark, as now
organizsed, could not give a comituent extonding over a long
pordod, lHe pointed out that the Bank would in all 1ikelihood
be a eontiming and growing institution, able to mobilise sube
stantial suns of momey as it disposed of its own securities
and drew increasingly on the capital subseriptions of ite
members, Assuming good financial mancgement of her affaive
and the mpresentation of rroductive and practical projects, Iran
- eould feel a certain assurance that the Dank's facilities would
MhthhmtlﬂM Subject
umnmtm-.uhutmm“ﬁ
rrogress of the development program and the mammer in which
Wmm“hb-.mmnmlyuﬁ%h
extend to her financisl assistanes in the implementation of
her development rwogram to the extent compatible with Iran's
noeds, with her capacity to service foreign inlebtedness, and
vith the overall demands on the Bark's available rescurces,

Mr, Garmer pointed out thet the Bank oould not exclude
eonsideration of applications firom other member countries ap the
Bank could not confine ite activities to certain areas only,
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OFFICE MEMORANDUM &

TO: PFiles DATE: September 24, 1948

FROM: R, A. %

SUBJECT: TRAN

Interview with Mr. James Somerville, Commercial Attaché, United
States Legation, Teheran (with Mr. Burland).

According to Mr. Somerville, recent cables to the State Department
from Legation officials and from Mr. Max Thornmburgh indicate that the Iranian
Govermment is making progress in establishing machinery for its Seven-Year
Development Plan., This follows on the general recommendation of the IBRD (letter
to Iranian Legation of August 28, 1948) that the development program be imple-
mented by further definition, particularly before beginning any large projects
or attempting loan negotiations. Further, it was suggested that this detailed
work and specific project engineering be done by a firm of foreign technical
advisers. Chief among these might be, it was suggested, Overseas Consultants,
Inc., or the Intermational Basic Economic Corporation. Mr. Thornburgh returned
to Teheran to obtain the consent of Iranian authroities to the hiring of Over-
seas Consultants, Inc.

The Iranian Govermment has appropriated $400,000 for preliminary
studies by OCI, and a proposal was now being considered both by OCI and the
Iranians for a preliminary two-week mission for five executives to visit Teheran.
They would then discuss the terms and scope of a contract that would cover the
detailed writing of the Seven-Year Plan. It was planned that following this pre-
liminary meeting, Overseas Consultants would prepare the compfehensive plan of
execution for development. This would require about twenty technicians working
for about three months., The contract would be signed some time after the end of
October when the Majlis had passed the annual budget, and had enacted legislation
for the creation of an executive planning and development agency, which would,
in turn, centract with OCI, as the govermment contracting and purchasing agency.
This agency would probably be under the direction of Mr. Ebtahaj. This enabling
law, incidentally, will require that the agency, within four months of its creation,
return to the Majlis a development plan and timetable (based upon the current
outline of the Seven-Year Plan) for specific approval by the legislature. Where-
upon the detailed engineering for specific projects could be set in motion.

Mr. Thornburgh is to be named liaison officer between the Govern-
ment and Overseas Consultants, Ine., and paid out of the $400,000 fund.

Mr. Somerville also reported that the State Department was in
receipt of an informal opinion by a Mr. Pyman, Iranian Affairs Officer of the
British Foreign Office. This official had been gratified at the Iranian Govern-
ment statement that it would welcome British engineers and technicians in the
Overseas Consultants' program (although the Iranian Govermment did not feel this
was necessary in the early stages). However, Mr. Pyman also felt that the
inclusion of only British and American personnel might give rise to local Iranian
press criticism, providing material for a line that a limitation to these two
nations was in essence anti-Soviet. It would be better, he thought, to include

OFFICE SERVICES 17-10
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Danish and Swedish engineers, firms of each natiomality having had engineering
experience in the country. Mr. Somerville said that the State Department position
was that OCI was in a position to work extremely quickly and that the job of
planning might well be done before political opposition would have had time to
form. This speed might offset the political obstacles.

Mr. Somerville related that he and Mr. Thornburgh has approached
the Export-Import Bank a few weeks ago. They discussed a project announced by
the Minister of Agriculture of Persia requesting $4 million for agricultural
machinery. The general substance of this discussion with the Export-Import Bank
was that this project had not been fully conceived. Further, the State Department
felt that the request should be cut to a million dollars or less and limited
to well-drilling equipment or pumps for local irrigation schemes. They had also
discussed the possibility of Eximbank financing for a cement factory and power
plant.

It is expected that Mr. Ebtahaj, who will be in the United States

during the Bank and Fund meetings, will be able to describe the functions and
-prerogatives of the proposed development agency in more detail.

EAB:b

cc: Mr. Hoar .~
Mr. Burland
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.

SUBJECT: Heshmut Ala'i

You once inquired what Mr, Ala'i did, and this may be an appropriate time
to reply briefly.

The Middle East Research Center, Inc. is a reasonably earnest effort to
supply the public with general economic information on the Middle East, as a show-
piece for specific commercial promotions. Ala'i related to me, for example, his
difficulties in standardizing and merchandising dates for a mass market in the
p;ited States. It appears the major date collectors in Persia could not see their
way clear 'Ito- give up short-term profit for a long-term development.

Ala'i is making an effort to operate for all the region, including Turkey,
but he is an Iranian and apparently permits himself a pardonable emphasis. His
father, incidentally, is a director of the Bank Melll, and freamently supplies him
with local information., His publications, some of which you have seen, are of a
general nature, but undoubtedly useful for business people interested in the market
and similar customers.

He seems to like the idea of being on cordial terms with the Bank, by the
way, but at the moment I can see no harm in it. He is interested so far in rather
general information, and asked if we could let him have a copy of an Iranian Govern-

ment press release on the Seven-Year Plan. Do you agree?

—
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MAX WESTON THORNBURG
FOREIGN INDUSTRIAL CONSULTANT

Mr. Thomas Burland

Internetional Benk for Reconstruction
and Development

Loen Department

1818 - H Street, N.W.

Weshington 5, D. C.

Deer Tommy:

I heve just yesterdey returned to New York from & brief
visit in Bogote &nd within ten days expect to be on my wey to the Middle
Eest. Before I lesve, however, I shall be in Weshington for one or two
deys, probebly sbout the middle of next week, and hope to spend the better
part of one dey with verious men in your benk. About two weeks e2go, on my
wey through, I had & short visit with Welk and enother Loegn officer, whose
name I do not recell at the moment, although I heve his card somewhere.

In any cese, he wes in cherge of the area including Ireq &nd Iren. I
spent an hour or two discussing the Turkish end other Midgle Ezstern situa
tions with these two officers &nd hope to continue that discussion next
week when I come down.

In Bogota, I met two members of the Bank steff who were
there studying the Colombian losn situestion. We sgreed there that when
I returned to New York, I would get in touch with you as I went very much
to see you egein enywey end between us, srrenge & meeting of those who
might be interested in discussing Middle Fast problems. When I come down,
I wuld be very glad to have such & group lunch with me on that occasion
or to fell in with eny of the plans which might be mede. In any case, you
end I must get together end have at lezst a brench office meeting of the .
luncheon meeting to represent the Czlifornie contingent in Weghington. !

A ceble this morning from Ebtehaj (Governor, Benk Melli)
reises another point which is of considersble interest to me. You may or
may not know thet T have devoted 2 grest desl of time during the pest three
yeers to working with Ebtehej snd others in or connected with the Government
of Tren on the preliminary and later development of what now promises to
become an extensive program of national economic development. While I have
not been officially retained by that Government, I have devoted close atten-
tion to their work and several of them, including FEbtehaj, Dr. Naficy and
even the Shah himself told me when I left there & few weeks ago, that as
soon es the bill now in the process of enactment in the Majliss is pessed,
they would like to have me serve in the capecity of Consultant to them. As
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Mr. Thome 8 Burlasnd -2 - August 4, 1948

-
e matter of fect, my present visit to New York wes made at their request
for the purpose of exploring the possibilities in the field of expert
advisers who will be available for that Government to cell upon immedistely
the proposed bill becomes law. On my recent visit to Weshington, I dis-
cussed this question briefly with the officers previously mentioned. The
Irenian Embessy is elso guite familisr with the generzl situetion end with
my recent activities concerning it.

, The steps I took here two weeks ago started these explorz-
tions in two directions. I had suggested to Fbtehej, Nefiey znd, in fact,
to 2 General Assembly, including most of the Cabinet and the members of the
special Mejliss Committee, which hes the proposed Plen in hand, that we
might follow one off two general plens to secure the consulting services
they sought. Previously, I had elimineted es unwise their own suggestion
that 2 single person (conceivably myself) should ect es their Genersl Con-
sultant. It would be better, I pointed out, to acquire en entire orgenize-
tion to serve in this capscity. My reesons for this will need no deteiling
to you, T am sure.

One possibility, which zppeared to have a strong appeal to
them, would be to engage Nelson Rockefeller's IBEC orgenization with its
subsidiery, Technical Services, Inc., to perform for the Government of Iresn
the same type of "disinterested" advisory manegeriel services thet they
have made eveilable to several of the Latin American countries during the
past couple of years. Fortunately, a current issue of NEWSWEEK, the one
bearing 2 cover picuure of Nelson, described this orgenization in fevorsable
terms end coming close on the heels of my own recommendatjon, seemed to per-
susde them thet they would do well to engage IBEC.

The other possibility I suggested, would be to errange, if
possible, for a consortium of widely known consulting firms, representing &
diversity of special tazlents to act as General Consultant. In this letter
connection, I explained thet the Government should not use for general
advisory purposes any firm which looked forwerd to securing esny contracts
of importance under the program. My reasoning here will be obvious to you
&8s it wes to them. At the same time, they must aveil themselves of the
highest order of skill and broad experience that we have in this country.
The wey to do it, it seemed to me, would be to bring together a large enough
group of outstending consulting firms to insure ageinst any emphasis on sub-
sequent special interests of anyone in the group. This plan &lso received
general epprovel. It appesred to have some advaentages over IBEC in that
the zgencies called upon would be long established orgenizations with con-
spicuous records of successful achievement, whereas the IBFC group is new
and would be feced with the necessity of putting together en orgenization
to undertske such en extensive progrem in a new eree of the world. In favor
of IBEC, of course, was the unimpeacheble integrity ettached to Nelson's
name end record end the fect that Technical Services, Inc. would not under
eny circumstances consider actusl contrect work growing out of its consulting
services.

The upshot of these discussions was that I should explore both
of these possibilities in particular &s well as any others which ceme to light
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and meke tentative arrengements which might be quickly developed into =

firm contract the moment the bill is pzssed. It was generslly agreed thet
the first few weeks end even the first few deys would be critical in de-
termining the course of the program. The fact wes recognized with some
epprehension thet there &re a considersble number of "exverts" and con-
tractors and materisl suppliers of 21l nationalities and persuesions in
Teheran reedy to benefit from the three-quarters of & billion dollars
equivalent which promises to become evailable as soon as the bill is

pessed. For this reeson, the Government wished to have its General Con-
sultent on the job et that criticel time. Therefore, a2s soon &8s I reached
New York, I met with Nelson and his principal associates and described the
Irenian situetion. Although Nelson himself seemed enthusiastic sbout this
opportunity to broaden his field of sctivities, some of his sssociates end
advisers felt thet for them to teke pert in this might be misconstrued in
this country as teking the Arab side of the present Middle Fast conflict

end thet Nelson would do well to keep his neme out of it. During my zbsence
in South America, the whole metter was referred to the "Elder Statesmen" of
that generel group end I have just learned that the finel decision is to
ellow the Jewish - Arsb trouble to settle itself a bit before the Rockefeller
interests move into the Middle Fest. This bit of informetion should not be
made public but T feel thet you must have it yourself to understand what hes
teken plece. I shell find some other resson to explain their unavailability
at this time.

About the time I left Iren, I learned that a group of widely
known Americen consulting firms had been brought together in Weshington and
requested by our own Government to sct as & group in mekin® certain economic
end industriel studies in Japen. This group was formed under the name of
Overseas Consultants, Inc. and, as you no doubt know better then I, did e
thorough job for the Government and rendered & bulky report a few months ago,
after which the group was dissolved. It occurred to me at once that if this
very seame group could be reconstituted without any connection with our Govern-
ment, of course, it would be exectly whet we were looking for. With this in
mind, I met e few of the top men in the compsnies concerned at lunch &nd put
the situation up to them. At 2 subsequent lunch, which included neerly e£ll
the heads of the group, we went into the possibility more fully end during
my recent absence, it appeers that they heve about reached the decision to
reorgenize and meke themselves available through & reincarnation of Overseas
Consultents, Inc. to the Government of Iran.

It will be enother dey or two before the decision becomes finel,
at which time I shall meet with them for o deteiled discussion of terms end
conditions which can be reported to Teheran upon my return. It is to complete
these arrangements thet I em now remeining in New York and it is very largely
to discuss them in Weshington thet will teke me down there next week.

The ceble I received todey from Ebtehej to which I referred
eaerlier is quoted below -
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"BILL WILL PROBABLY RECEIVE UNANIMOUS APPROVAL PARLIAMENTARY COMMITTEE
WHEN IT HOLDS FINAL SESSION SOON STOP PRACTICALLY ALL MAIN POINTS
ALREADY APPROVED STOP HOPE RATIFICATION WILL BE COMPLETED NEXT TWO
MONTHE STOP MEANWHILE WITHOUT AWAITING FINAL RATIFICATION GOVFRNMENT
WILL ASK PARLIAMENT AUTHORIZE ENGAGEMENT SEVERAL TOP FOREIGN TECHNICAL
FXPERTS IN ORDER TO COMMENCE WORK ON PREPARATION DETAILED PROJECTS STOP
INTEND ASK INTERBANK ASSIST IN SELECTING THESE MEN REGARDS"

This is the latest of 2 series of cebles T have been receiving
since leaving Tehersn either from various officials of the Government or from
John Wiley, our Ambassador there, forwarding messages from such officials.
Apperently the program is moving shead sstisfectority though, of course, T
have no wey of knowing whet chenges heve been mede. The lest cable to reech
me in Bogote was from John Wiley, steting that "Ebtehaj end others" requested

thet I return to Tehersn &s soon &8 possible with the informetion I had
promised to secure.

The cable quoted above indicetes that the Internationsl Bank
will be asked et least to exvress &n opinion end, perheps, to teke more definite
action in connection with the engagement of whet Ebtehaj refers to ss "experts".
I am quite sure thet what he means by this term is the szmge thing as I cell
the "General Consultent" although the plan as drafted provides for & consider-
eble number of specialists in verious fields, such es agriculture, ovublic
heelth, communicetions, port development, etc.

I heve gone into the foregoing matters at such length to bring
you generally up to dete with this progrem &s I heve been concerned with it.
I would epureciate it very much if you would pess this along to the interested
Loen officers or whomever else in the Bamk is concerned with it. As soon &s
I cen fix the date for my Washington vieit, I shall telephone to you and gee
what cen be done ebout the generesl meeting mentioned earlier.

While in this letter I mentioned only Iren, I have been in-
terested for some time, 8s you no doubt know, in generally corresponding
plens end progrsms which are in various steges of development in other Middle
Festern countries. Perhaps we can touch on some of these at the same time.

Meanwhile, with best personsl regsrds, I am

As ever,

eston Thornburg

P.S. - Since dictating the foregoing, I have just this morning had a short
but significent meeting with the entire group involved in Overseas Consultants,
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Inc. They have just told me that they have actuelly incorporated for the
purpose of undertaking the vrogram referred to sbove and any others of that '
general nature which become available. I heve & copy of their articles of
incorporation and a draft of the proposel which they suggest I discues with
the Government of Iran upon my return. Therefore, we mey consider that this
group is definitely availeble for the purpose outlined and that the Inter-
netionel Bank will be called upon to express zn opinion concerning its com-
petence and other qualifications for the task. If the Internstional Bank
members concerned with this ere not zlready familiar with the earlier history

of the original Overseas Consultants, Inc., I suggest thet they tske = quick
look 2t its record.

H.W
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WBGARCHIVE§ | . james Somerville, Commercial Attaché of the U.S, Embassy i
in Tehran is spending some time in Washington, He has already seen Messrs.

I1iff, Burland and Consolo and should like to pay you a wisit as well as
try to see the President, Vice-President and the U,S. Executive Director,

On Mr., Consolo's request I have been keeping currently in
touch with Mr, Somerville, who was most cooperative and in particulap
made available to me some of his official files containing valuable inform-
ation on developments and economic conditions in Iran,

The following points, gathered from contacts with Mr, Somerville
may be of some interest to you:

2. Political stability. The change of government in December
1947 from Ghavam to Hakimisignified a thorough shift in policy, the importance
of which - though not necessarily its trend - can be compared, in Mr,
Somerville's words, to the change from the Hoover to the New Deal Administra-
tion. This and other political and international factors presumably account
for delays and waverings in Iran's approach t6 its devel'gpment plans and -
consequently - to negotiations for a loan, '

. The governmental crisis in June 1948 (change from Hakimi to
Hajir) will presumably not initiate any deeper changes, Hajir was Finance
Minister under Ghavam; he is supposed to have a sound approach to economic
problems,

A possible return of Ghavam to power would, if anything,
rather accelerate the carrying out of present economic plans,

The Shah, who in Mr, Somerville's opinion - represents the
strongest single influence in Iran is interested in the Seven Year Plan
and has appointed his younger brother, a graduate (with honors) from Harvard,
to act as his liaison officer with regard to all matters connected with the
p]iul.

3. Seven Year Plan., This plan, which - as we know - is largely
similar to previous plans arising out of the Morrison-Knudsen report, has
been introduced to the l{aglias on May Lth, It was originally plamned that
it should pass the legislation in August but the Shah's temporary absence
may cause some delay,

There seems to be no substantial opposition to the plan, apart
from the Tudeh party. MNr, Tagnhisadeh, in particular,appears to be reconciled
with the plan now and Mr, Ebtehaj's position has recently been rather
strengthened,

OFFICE SERVICE: 17.10



The greatest discussion will probably arise with regard to
the powers and terms of reference for authorities to be in charge of the
plan's operations., At one time the Hakimigovernment had whittled down
considerably the role of the Central Directing Agency and - as things
look now - most of the specific decisions would have to be made by the
Government itself, This was strongly criticized by M. W. Thornburg,
who advocated greater power to a firm of technical advisers (to act in
part as Central Agency for the Plan.) Separate jobs would be distributed
by this Agency under contracts,

This raises the problem of foreign supervision of any projects
or loans in Iran, Mr, Somerville believes that a great part of governmental
people - among them the more responsible elements - would in fact welcome
some amount of control from outside as a guarantee against graft and misuses,
Few leaders, however, and certainly not Mr, Ebtehaj, would openly admit such
considerations,

b, Attitude to loan, What has been said above applies also
to the problem of a loan from the Bank which is being frequently discussed
in public,

L3

I pointed out to Mr, Somerville and he agreed, that these
public controversies pro and contra a loan from the IBRD (usually associated
with figures above the $200 million mark) seems somewhat unrealistic and gse
not reflected, at the moment, by any more vivid contacts, let alone negotia-
tions, between the Bank and Iran,

While former Prime Minister Hakimi is knowd’ to have said in
January 1948 that the country did not need a Bank loan, opposite tendencies
seem to prevail now,

Se As you may remember Ulen Realisation Corporation, represented
by Mr. F. A. Rediker, has repeatedly approached the Bank in connection with
their claims against Iran, Mr. Somerville has told me that Mr, Rediker,
while criticizing the Department of State for being alledgedly indifferent
to these claims, boasted that Mr, Garner had told him the Bank would grant
no loan to Iran until his claims were settled,

6. Finally, Mr, Somerville asked whether he could see a copy of
our letter to Minister F, Noury Esfandiary dated March 30, 1948, This is
the letter explaining in general terms the Bank's approach to development
loans. As it hardly contains any confidential material and practically
nothing about Iran, I would see no objection to letting Mr, Somerville see
it confidentially, but told him, of course, that I would have to ask my

_ superiors about that,

Could I, please, have your decision with regard to the last
matter, \

— \
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September 11 ,

WASHINGTON, D. G.

Mr, John J. McCloy,

President,

International Bank for Reconstruction
and Development,

1818 ®"H" Street, N. W.,

Washington, D. C.

Dear Mr. McCloy:

I am sending for your information a "Memorandum on
Recent American Diplomacy in Iran" prepared by Dr,
A, C, Millspaugh of the Brookings Institution, which
deals with current political, financial and economic
conditions in Iran,

=

After you and other officers in the Ba.nk have read

Dr, Millspaugh's Memorandum, I am confident, yoo will
appreciate the motives which prompted me, on behalf of
my principals, to file with you, on October 16, 1947,
the Petition of the Ulen Realization Gorporat:.on, et
al, to deny the application of the Govermment of Iran
for a $250,000,000. loan, or any part thereof, until
the Goverrment of Iran recognizes and discharges its
financial obligations.

Sincerely yours, A

/erf@‘”‘z"

Frank H, Rediker,
Agent and Attormey-in-fact
ULEN REALIZATION CORPORATION,

cc and enclosure 'bo Mr, Bla
L " " Mr. Garner,
non n " ¥, 1T,
5 . " " Mr, Parker,
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20 August 1948

F. Noury Esfandiary
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(el INTERNATIL ?BANK FOR RECONSTRUCTION A... JEVELOPMENT
FFICE MEMORANDUM
TO: Mr. RoLe. er DATE: 20 Luguat 1948

FROM: W.A.B. g

SUBJECT: Iran

The Iranians telephoned me this morning and asked when we should be
in a position to let them have a reply. I therefore asked Noury-Esfandiary to
call on me, which he did this afternoon accompanied by Nemazee, the Commercial
Counselor. I went over the whole situation with them a,n_d they agreed to accept
a letter in the terms of the attached. - o b U]

They seemed quite pleased with the line that the Bank had taken.
They had already made some preliminary soundings with Overseas Consultants and
were rathe;r taken aback to hear the size of the fees that would be charged. They
are of the following order:-

(a) A retaining fee of $10,000 a month.

w
(b) Per diem fees for individuals employed 4n Iran on the

work varying from $250 a day for partners down to about
$75 a day for junior technicians,
I do not think myself that these fees are unreasonable having regard to the
magnitude of the operation which the Iranians wish to have carried out,
Noury-Esfandiary is reporting back to his Govermment at once on
the basis of our letter. I handed him a copy of the draft and he said he would

be quite happy to receive the authoritative copy over your signature dated 20

[ o Iy
it

August, after you return to Washington.

Attachment:



FoRm No, 57
(5-48)

TO:

FROM:

SUBJECT:

Thaw- w@déﬁ

INTERNATIO.. ., BANK FOR RECONSTRUCTION AN. JEVELOPMENT

OFFICE MEMORANDUM

Files DATE: August 17, 1948
E. A, Bayne

- 7% M:‘f?% fitin. >
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Conversation with Mr, Clyde Dunn, United States State Department

Yesterday I had a meeting with Mr, Clyde Dunn, Chief of
the Political Desk for Iran in the State Department, with specific
reference to the Bank's recommendation to Iran that a firm of
technical consultants including possible nationals of other Allied
countries, be utilized to work with the Supreme Planning Board for
detailed aspects of the proposed Seven-Year Plan,

1, While there is no formal alignment of British and
American policy in Iran, there is, according to Mr, Dunn, relatively

constant consultation between the two governments and general agree-

ment on the method of approach toward economic development in that
country. Overhanging all considerations to both governments, Dunn
said, was the strategic consideration of the area, but beyond this,
it is believed that any joint approach to Iranian internal political
problems is unnecessary, All manner of assistance by Allied
countries is to be encouraged for its obvious propaganda values
within the country, Mr. Dunn particularly pointed out the work of
the Near East Foundation in thirty-five villages in H®an around
Tehran where a party of medical and social workers have been making
efforts to raise health standards and facilities on a community
basis, He felt that the Seven-Year Plan was somewhat visionary
but that in general the Bank's effort to break down such a plan
into given projects which would make economic sense in themselves
was sound,

2, On the specific question of whether the United States
would have any objection to the Bank suggesting that technical
consultants suggested by the Bank include other Allied nations,
Dunn felt that there would be no objection and confirmed this view
by checking with the Economic Development Division of the State
Department (Mr., Havelik),

3o Mr. Dunn felt that the Bank was unusually favored
in its operations in Iran and the Middle East generally in having
Mr, T1iff in charge of operations. Dunn felt that Mr, I1iff was
one of the best informed government representatives for the area.



CABLE RECEIVED FROM TEHERAN ON AUGUST 6, 1948

For the completion of the Seven Years' Plan, the
services of thirty foreign specialists is required,
Seven should be highly qualified and oxperiéncod in the
following lines:

1l - Agriculture
2

Irrigation

Industries

Petroleum and mining
Construction of public works

Railway administration and operation

=] N N e e
L]

Economics, international trade and markets

These seven specialists should be selectegd in con-
sultation with the International Bank for Reamstruction
and Development and should reach Iran about the end of
September and remain until the end of March, working under
the instructions of the Supreme Planning Board. The seven
highly qualified specialists are to select the other twenty-
three men to assist them in their particular line of work.,
These twenty-three men are to proceed to Iran as required.

Please refer the matter to the President of the

International Bank and report the result as soon as possible,



. ﬂ_\ ;J II!,_
INTERNATIONA™ 3ANK FOR RECONSTRUCTION AND ~VELOPMENT - (¢ / ] '

OFFICE MEMORANDUM

TO: Mr, W.k%iff s aTE: iy 2, 1948

FROM: F. A. Consolo \’{v

SUBJECT: TRAN

%
l legl"'/ Following on my memorandum with which I sent you the fifth
. article on the Seven Year Plan, attached are: (1) text of the Finance
6 Minister's message to Parliament presenting the draft of the law for
‘S\: the realization of the Seven Year Plan extracted from the Journal de
/,'{\ Tehran of May 6th and (2) the first of the series of articles on the
1] Seven Year Plan, entitled "The 0ld and the New," extracted from the

Journal de Tehran of May 7th with the initialled signature F,

ejﬂ The new program of development, whilst covering the same
/

fields and coming up to the same total of 21 billion rials (about
. $660 million) as the program on which an Iranian press release was
b]'ﬁ made in January of this year, has, nevertheless, certain differences
7‘ in some of the sectors. Thus, for example, agriculture and irrigation
have been increased by $47 million, road and railroad development have
been reduced by $L0 million, industries and mines have been increased
by $18 million, post and telecommunications have been decreased by
$9 million, power and water distribution have been decreased by $16
million and the public health program has been decreased by $16 million.

The means for financing the Seven Year Plan are substantially
the same and make provisions for the allocation of all XIOC royalties
to the implementation of the plan, a loan of L.5 billion rials from the
Bank Melli, and a $250 million from IBRD. The sale of govermment
properties is no longer contemplated., Articles V through VII of the
draft of the law are particularly interesting,

It may be a case of wishful thinking but I was struck by the
fact that certain of the concepts illustrated in your letter of March
30 to Mr, Noury-Esfandiary find their place in the articles of the draft
of the law, particularly Articles VII through XI.

The leading article is particularly interesting for the com-
prehension of the Bank's attitude on the loan when it was first broached,

Subsequent to the presentation of the draft of the law, the
Hakimi cabinet resigned and we have no indication as yet of the position
of the new Hajir cabinet in this matter,

Don't you find it surprising that, contrary to what was done
in January last, the Iranian representatives in Washington have made
no mention to us of the developments of the Seven Year Plan and that
we should gather this information so late and quite accidentally through
outdated Iranian newspapers?

ce: Jr, Hi11

OFFICE SERVICES 17-10




JOURNAL DE TEHRAN

SEVEN YEAR PIAN
May ©,

Sunday, May 2, 1948, Mr, Nadjm, Minister for Finance, submitted
to the Chamber of Deputies the draft of a law for the realisgtion of the
Seven Year Plan:

To the National Parliament,

The unsatisfactory condition of the country has drawn the attention
of the deputies and the governments have always taken this into consideration,

The governments have always realized the deficiencies of the country,
have insisted on the necessity for economic reform and have taken these
"matters under consideration,

: _If up to the present the governments have not been able to do anything
-in this field, it is because they have not been able to devote the necessary
time to carrying out studies on the subject, It was not clear how and from
where these reforms had to start, &

This is the reason why, before starting on this work, it was nec-
essary to study in detail the deficiencies to be filled,

Fortunately, the study of the reforms was delegated some time ago
to a group of specialists who succeeded at the end of their work in discover-
ing the principal reasons for our economic and social deficiencies and con-
sequently proposed efficient and useful methods of remedying them. The
points mentioned below summarize the reasons for these deficiencies and for
the unsatisfactory condition of the country:

le. Iran in the course of several centuries was not
able to benefit from progress realized by other civilized
countries in the world and under the reign of the late

Reza Chah Pahlavi, whilst the government was rapidly bringing



about economic and social reforms, our country had to
face the miseries deriving from the $econd World War
and consequently had to stop not only its forward
march but in addition had to face deprivations and a
moral and material weakening.

2 A part of our social deficiencies such as
illiteracy, illnesses, etc., are the result of our
economic weakness, If necessary measures are taken
for the improvement of our economic system and for the
creation of wealth-producing enterprises, it is certain
that our social deficiencies will be remedied,

3. Reforms must be realized simmltaneously in all
economic and social fields as the effort devoted in one
field to the detriment of another would not be fruitful,
for the paucity of our means is such ﬂ:a’o the government
could not, without the collaboration of the people, pro-
vide for the minimum needs and realize the reforms comsidered.
It is indispensable that there should be close and active
collaboration between the government and the citizens.

Lo The financial capacity of the country is not
sufficient to allow us, without recourse to foreign capital,
to realize our economic and social reforms exclusively with
our own resources,

5. The collaboration between the govermment and the
citizens on the one hand and recourse to foreign capital
on the other will be possible only if a detailed plan is
drawn up in which will befi.l?:l:goege of the projects and

the means by which the reforms will be carried to an end,



In considering the points mentioned above, it was necessary
to establish a practical and detailed plan which should be reinforced
by law so that the changes in government would in no way influence
the implementation of the economic plan, but on the contrary, that
each new government coming into po;rer should be able to continue it,

I therefore submit a draft for a law to the approval of
Parliament,

Draft of Law Mhuﬁb Seven Year Plan

Article I, With a view to increasing the production, developing
exports, providing for the needs of the population of the country,
exfen_ding agricultural and industrial activity, exploiting mines and
underground riches, principally oil, improving and completing the means
of communication, improving general health, taking all necessary
measures for the dev‘elopmnt of the country and incraaai.ng the standard
of life of the population and lowering the cost of living, the govern-
ment must in the space of seven years, starting from the approval of this
law, realize all the ra.forma and take all measures possible which con-
stitute the seven year plan,

Article II, The sums allocated to each economic and social field
and destined to the realization of the Seven Year Plan are the following:

Chapter 1. Agriculture

Study of scientific installation LOO million rials
Conservation of livestock 1100 = -
Forestry and Pastures Lso » "
Development of Agricultural Production 90 * .
Increase in capital of the Agricultural Bank 100 " "

Participation in the capital of coopera-

tive societies 3% = "
Purchase of materials and preparation of

commercial fertili,ers 200 " -
Irrigation and dams 3000 " n

Total 6500 »



Chapter 2, Highways, Railroads, Ports and Airports

Railroads and highways 2000 million rials
Road surfacing e = "
Ports 250 " "
Airports oo * "
Total 300 - "

Chapter 3. Industry and Mines

Textile industries oo * "
Sugar industries 500 "
Steel Mills &5 * o
Chemical industries wo " "
Building materials 150 ¢ "
Rug manufacture and other industries 100 ® =
Mines kso " "
Total 3600 " .
Chapter 4., 0il
Capital for the creation of an
Iranian oil company 1000 * "
Chapter 5. Post and Telecommnications
*
Improvement in postal system X0 = .
Improvement in telegram system and
radio transmitting stations oo * "
Total 1700 * "
Chapter 6, Social and Public Works Reforms
Construction of low cost dwellings 1500 "
Loans to municipalities for water
and installation of electric power
plants 1000 » .
Prophylactic measures for the devel-
opment of general hygiene 1000 " .
Assistance to technical institutions
for the instruction of specialists
and the improvement of the standard
of industrial and agricultural
instruction 1000 » .
Planning and statistics 300 » "
Construction of prisons in principal
towns 200 * .
Other public works 500 "
Total 5500 *® "

Grand Total 21,000 » "



All the sums which are allocated to the different chapters under
Article II will be exclusively destined for the specified purposes. If
the amounts estimated for one chapter are insufficient or too great for
the requirements, the government may increase or diminish them up to 10%.

The government is authorized in the space of four months from the approval
of this law to prepare a detailed plan within the limits of estimated credits
for each year in each field and to submit it to the Chamber of Deputies.

Article III. The amounts mentioned in Article II will be apportioned
as follows for the years 1327 (1948-L9) 1,000 million rials, 1328--2,000

million rials, 1329--2,800, 1330--3,300 million rials, 1331--3,500 million
' rials, 1332—3,600 million rials, 1333—3,600 million risls, 133—2,200
million rials, The government is authorized in case of need to reduce up
to 10% the credits allocated for one year and to carry them forward to the
next years.

Article IV, The amounts mentioned in Article III wilY be proportionately
divided between the different provinces of the country in such a way that the
share of each one of them, in the course of the seven years, shall not be less
than 1,000 million rials.

Article V., In the year 1327 600 million rials and in the following years
up to the end of the Seven Year Plan all the government revenues from AIOC will
be used for the implementation of the plan. After the expiration of the seven
year period, the revenues mentioned above will be used for the amortization of
the loans which in conformity with this law will have been contracted for the
realization of the plan,

Article VI, In order to complete the sums for the realization of the
Seven Year Plan the government is authorized: (1) to borrow from the Bank Melli
Iran up to 4,500 million rials during seven years at an interest rate of 2%.
For each year the amount borrowed must not exceed 750 million rialsj (2) nego-
tiations will be started with the International Bank for Reconstruction and



Development for a loan of $250 million, on terms to be approved by both
parties, This amount will be directly employed in productive enterprises,
However, any agreement between the Internmational Bank and the government
in this field can be definite only after the approval of the Chamber of
Deputies,

Article VII, The revenues accruing regularly from the implementation
of the Seven Year Plan will be first of all added to the amounts necessary
for the implementation of the plan and will continue to be allocated in the
same way as long as the loans contracted by the government will not have
been amortized,

Article VIII. The preparation of the preliminary plans for the realiza-
tion &f the Seven Year Plan, the control of the work, the creation of the
collnbor;tian between the various services of the plan and in general the
control of the plan will be in charge of a committee composed of five people
proposed by the government and approved by HIM Chahinchah, The members of
this committee will be remunerated and will not accept any‘;ther post during
their functions,

Article IX. In the following cases proposals will be made by the Control
Committee to the government and will be able to be executed after government
approvals

(a) In respect of the method of work, the annual distribution of
the credits within the different fields,

(b) 1In respect of detailed yearly budgets for the Seven Year Plan,

(¢) In respect of the regulations and statutes relating to the
realization of the Seven Year Plan,

(d) In respect of plans and detailed projects of work as well as
their priority.

(e) In respect of monthly and annual reports on each service engaged

in the realization of the Seven Year Plan,



(f) In respect of the general agreements which must be
contracted for the realization of the Seven Year Plan,
NOTE: The measures which will be necessary for the
acceleration of the work of the Seven Year Plan and
which would not require the application of financial
settlements will be taken by the government on proposal
of the Control Committee,

Article X, The Control Committee must gather the results of the activities
of the services engaged in the realization of the Seven Year Plan and must con-
serve them in special registers., It will have, from a financial and technical
point of view, to draw.up a report at the end of each month and submit it to
the governm@nt accompanied by observations, At the end of each year, it will
moreover, draw up a similar report of the activities of the different services
and will submit it to the government, It must also after the first quarter of
each year draw up accounts of all expenses of the preceding q;Lrtar and send it
for examination to the Court of Accounts. In order to follow the efficient
operation of the work and obtain all the information desired, the Control Com-
mittee is authorized to address itself directly to the services entrusted with
the execution of the plan and in case of need, ask them for statements of accounts,
It must also bring to the government's attention the deficiencies noted and the
criticisms it has on the application of the plan, On its side, the government
must immediately take action on the report of the Control Committee and give
such instructions as to eliminate within one year the reasons for criticism and
complaint,

Article XI, The Control Committee will have at its disposal a sufficient
number of experts and staff in order to prepare the desired projects and to

exercise technical and financial control, Their remunerations will be included



in the administrative budget of the Seven Year Plan and will be paid by
government decree, The members and staff necessary for the realization of
the Seven Year Plan will be persons amongst the staff of the ministries
and administrations. If amongst the staff the desired experts cannot be
found, other personnel can be engaged., The Control Committee can, with the
agreement of the government, engage foreign experts for a duration not
exceeding one year for the realization of the plan,

Article XII, The statute of the Control Committee and the other regu-
lations relating to the realization of this law will tbe approved by the

. government, Each ministry is responsible for the application of this law

within the framework of its jurisdiction and responsibility.

The President of the Council:
Ibrahim Hakimi

Minister for Finance
Nadjm



JOURNAL DE TEHRAN
SEVEN YEAR PIAN

l. THE OLD AND THE NEW
May 7, 1948

On Sunday last Mr., Nadjm, Minister for Finance submitted to the Chamber
the draft law of the Seven Year Plan and on Wednesday, the six bureaus of
Parliament each elected three members which will form a special commission
for the purpose of studying the plan and preparing a report for the legislative
bodye

The conception of a Seven Year Plan for Iran does not date fr.ou yesterday
for the government under the reign of the late Reza Chah Pahlavi, ten years
ago to b{e exact, the founder of the present dynasty, had considered a seven
year plan for the economic development of our country, However, World War
difficulties of all sorts put this matter in the background of the thoughts
of the governments and it was only after the solution of tge Azerbaidjan question,
Mr, Ghavam took up again the idea of a seven year plan for Iran. For two years
the studies which have been made around this plan, although not modifying it
in principle, have changed one of its elements., The Ghavam cabinet had esti-
mated expenditures totalling approximately 6 billion rials and extending over
seven years, i.e. 6,5 million rials per year,

This plan had not only the scope of the economic development of Iran but
also of the reform of our administration as such,

At that time, although the majority of experts had pronounced themselves
in favor of a plan for Iran, they had criticized the Ghavam plan, reproaching
the mixture of administrative reforms which must be the daily and ordinary
preoccupation of a government, with a particular plan which must be realized
outside the administrative and political activities and which must aim at

establishing new bases for the development of our country,



At that time as the Chamber was not in session, Mr, Ghavam was not
able to submit his plan and when the Fifteenth Legislature met it had,
first of all, to consider the problem of oil in the north, A ministerial
cerisis followed and Mr, Ghavam had to give up his post which passed to
Mr, Hakimi,

The new President of the Council, contrary to what one was given to
understand, had never opposed a plan for the development of our country
but considered that certain conditions in the one drawn up during the
Ghavam administration did not fit in with the situation of our country,
Thus it was that Mr, Ghavam had considered as a "starter" of the plan
a loan of $250 million from the International Bank,

*Convernations were held between representatives of the govermment
and of the Bank but it was quickly realized that this international organ-
ization was not in a position to loan to Iran unless our country was able
to prove that this loan would be utilized for productiv‘; purposes and that
the increase in resources due to the realization of the plan would be
sufficient to cover the loan, In effect the International Bank would not
accept the Iranian Government's request and this was one of the reasons
why the studies had to be modified, On the other hand, the new cabinet,
whilst recognizing that loans from the International Bank cannot be
assimilated with those from a foreign country, considered that a loan
was always a dangerous thing and that one had to have recourse to it only
as a last resort and with the certainly that this loan would be utilized
to its maximum and would lead to an increase of production and exports
so as to be able to be amortized without affecting the ordinary resources

of the country (direct and indirect taxes, customs revenues, etc,).
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This is why, differing from the first seven year plan, the plan,which
is at present to be studied by the special commission of the Chamber,
contemplates only as a last resort and after two years an e;entual
approach to the International Bank, On the other hand, whilst the first
seven year plan provided that these $250 million, if and when granted,
would be devoted to the realization of the plan as such, the new plan
in its Article VI says that "this sum will be directly employed for
productive enterprises." Finally, as it is a loan from abroad, even
if it is not a loan from a foreign government, the authors of the plan
have wanted to assure the Chamber that it will not find itself before
"fait accompli" and that Parliament, after having been duly informed of
the ' realization of the plan during the first two years, will have to
approve or reject a loan from the International Bank. (Article VI of
the draft).

The first plan contemplated the sale of certain gdvernment enter-
prises against which sale violent criticisms had been launched but the
second plan has abandoned this idea considering that the Government
must conserve its enterprises as present circumstances do not allow
not only for the sale at acceptable terms but also their exploitation
in the interest of the country.

These enterprises will form part of the seven year plan and will
be equally charged with its realization. They will profit from the
economic development of the country and will be able to be transferred
to private enterprise at more favorable conditions for the government,
if it so decides. As another reference from the first seven year plan,
the total cost of the second amounts to only 21 billion rials which
represents 3 billion rials per year, As this sum will be entirely
dramn on extraordinary revenues such as those of AIOC, the Bank Melli
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Iran loan and eventually on a loan from the International Bank, it will
not affect the current receipts and expenditures of the administration,.
This particular characteristic of the second seven year plan is brought
further into light by the budget which the government has submitted to
Parliament which contains two partss on the one side, the current expenses
and on the other the special credits for urgent reforms such as the
rehabilitation of roads which must fall within the normal activity of the
government and not be part of the seven year plan, If this budgetary
system will be maintained in the future, the economic development of Iran
- will be pursued on two distint but parallel tracks: the budgetary tracks
a.nd_h‘t-hlo track of the. seven year plan,

F.



