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SUBJECT: Iran-Iraq War: alysis of Poss
Position of Strict Neutrality

ible U.S. Shift from
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You asked for our views on the Present validity of our
policy of neutralilty in the Iran~Irag war and the implications
of a shift from that position in favor of Iraq. This paper

explores the issue of a policy change and reviews ways in which
a change could be given practical effect.
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THE PRESENT POLICY
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When the war began three years ago, our poor relations with
both combatants and concern for our security interests in the
Gulf led us to reinforce air defenses by the deployment of
AWACS to Saudi Arabia and to block-the use of air bases in the
5 Arabian Peninsula by Iragi aircraft to reduce the threat of
o expangsion of the war. Our neutrality peolicy evolved out of
e this preventative reaction. Until now, this policy has served
G ora our objectives and interests well. It has:
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k’ i =~ avoided direct great power involvement:
Y

prevented spread of the war be

_ yond the territory of
Soraw the combatants to threaten Gulf oil supplies;

contributed to the current military stalemate;

. \X " -- preserved the possibility of developing a future
oA ) relationship with Iran while minimizing openings for
expansion of Soviet influence.

Iwo changes in the circumstances surrounding the war now
raise the issue of whether thisg policy continues to best serve
our objectives of stability in the Gulf and an eventual
negotiated conclusion to the war which return the parties
substantially to the status quo ante:
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- bilateral r«latsong with Iraq nave irproved over the
last three yvears while relations with Iran continue to
be virtually non-existant:

-- the Iranian strategy of bringing about the Iraqi
regime's political collapse through military attrition
coupled with financial strangulation seems to be
slowly having an effect.

Iraq appears to have concluded that it must change the
Strategic situation or risk eventual Iranian suceess. It has
elected to do this by attempting to secure from France the
Super Etendard-Exocet system with which to threaten
interdiction of Iranian oil exports-~thereby hoping to exert
irresistible economic pressure for a Settlement, perhaps also
involving great power intervention. The current delay in
French delivery of this system is, we believe, only temporary.
while public concern about escalation of the war, and the
possibility of its affecting exports from the other oil
producers, subsides. Nonetheless, Iraqgi Foreigh Minister Aziz
left no doubt, in the hard line he took when meeting with the
Secretary last week, about Irag's annoyance with these delays
and determination to overcome them. The Secretary responded
that this Administration does not react well to threats. .

The changed circumstances could-lead to either of two
results which would be seriously adverse to our interests:
(a) Iraqi attacks on Iranian oil facilities intended to
interdict exports could cause Iran to try to prevent through
force all oil exports: (b) sustained Iranian pressure could,
over the next year, bring about Iraq's political collapse. It
is in-this context that 3 possible tilt toward Iraqg should be
considered.

A TILT TQWARD IRAQ: WHAT IT MIGHT INCLUDE

Therezﬁte-three areas of possible- actions we might take to
bolster Iraq: Ffinancial, diplomatic and military.

FINANCIAL: 1Iraq's annual foreign exchange expenditure, at
Present rates, is estimated to be $12 billion for military and
$6 billion for commercial imports. 1Its foreign exchange
earnings from oil exports are running at $6 billion yearly.
Financing from Saudi Arabia and the Gulf states has fallen from
2 rate of about $1 billion monthly during the first half of the
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war to less tlan lLalf of tha: rave. Irag has madae np the
shortfall by nearly exhausting its reservesa, deferring payments
and by obtaining additional supplier credits, but these
measures are only stopgap.

Increasing financial assistance to Iragq does not seem
feasible. Following the Secretary's first meeting with Tariqg
Aziz last winter, we explored what might be done through
international financial institutions and found the
posaibilities to be s0 meager as not to provide significant
relief. Additionally, any support we might give Iraq in
securing accesgs to such funds 1s 'severely restricted by various
legal and policy constraints. ' U.S. intervention with Iraq's
Arab contributors seems likely to be leas effective than what
Irag-~-as the bulwark against Khomeinlsm-~can do for itself as
wall as likely to detract from the approachas we continue to
make, especially to the Saudis, on behalf of other aid
racipients. : 1

-

Supporting Iraq in exporting more oil is more promising.
The capacity of its pipeline across Turkey is being expanded by
about 253% by work to be completed late next apring. We have
told Turkey that we endorse the atrong position it has taken
with Iran on the sacurity of that line. Iraq is.working out
arrangements, involving Americam firms, which will enable it to
build a pipeline that will connect to.the pipeline across saudi
Arabia to the Red Sea. However, this link cannot be completed
before the end of 1984 at the earliest and, therefore, offers
no early relief. Promoting a security environment in which
Irag could fairly quickly (six months) restore some oil export
capacity (up to 500,000 b/d) from its damaged facilities at the
head of.the Gulf would provide the most immediate effective
relief,” although there are difficulties and uncertainties -
assoclated with such a project. We have begqun work in New York
on an approach through the U.N. which would seek to exempt the

oil facilities and shipping of both combatants from further
attack. .

Additionally, we have encouraged the GCC states to try to q&

persuade Syria to reopen the 1.2 million b/d 1line across 3+g
territory.
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DIPLGMATIC: ihe Secretary's meecings with Iragi Foreignm
Minister Tariq Aziz have raised the level of vigibility of our
dialogue with Iraq over the last year. In your recent meeting
with MFA Under Secretary Ismat Kittani, you told hin directly
that Iraq's defeat by Iran would not be in the U.S. interest.
Contacts through Turkey have sought to reassure Irag about the
aincerity of our interest in seeing an agreed end to the
fighting and our efforts to withhold U.S. military equipment
from both sides; this has been only partially successful.

To some extent, our expressions of concern to France and
others about the increased risk of escalation from delivery of
Super Etendard aircraft is regarded by Irag as having blocked
their being supplied, at least temporarily. This modestly
successful effort has caused Iraq to threaten to downgrade our
relations again. (There are current unconfirmed Press reports
that the aircraft have left France for Irag.) )

The initiative we are fostering in the U.N. to discourage
further attacks on oil-related facilities in the Gulf aims not:
only at enabling Iraq to meet its financial needs by increasing -
o0il exportas--thereby vitiating Iran's strategy of economic
strangulation and reducing the motivation for Irag to escalate
the war--but also at establishing an area of tacit agreement
between the parties on which an” eventual ceasefire could be
built. This approach ias subtle and fragile but promising,
provided that it offers benefits to Iran (such as enabling the
leaking wells to be capped and construction work on a
petrochemical complex at Bandar Khomeni to resume) backed by
the threat of severe Iraql retaliation if Iran is the first to
attack oil facilities again.

Other actions we could take includes

(2) More explicit statements of support for the territorial
integrity of Iraq and the survival of its present government.
These would only confirm the Iranian regime‘'s beliaf that Iragq
is an instrument of U.S. policy without having any positive
impact. Such statements would Probably damage Saddam Hussein's
credibility among both internal and external supporters while
giving a propaganda opening to Syria.

(b) Intensified efforts to assure that U.S.-controlled
military items do not reach: '

(1) either combatant: We do not have evidence to
support the allegations of significant evasion of U.S. export
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contrasls. Buu. as was recently done in the case of Rorea, ye
could strongly reaffirm to our friends our opposition to
Provision of any U.S.-controlled equipnent. This, we believe,
would have limited military effect, but it would demonstrate to
Irag the seriousnegs of our effort to keep U.S. arms oyt of the
conflict.

{2) Iran only: This approach would reduce the force
of our argument while doing little for Iraq, which does not
have U.S. arms in itg lnventory and hasg ready access to

MILITARY: There are other possible actions which ‘could be taken
to seek to affaect the military balance: ) -

suasion to counter commercial incentive, such action, if
successful, would have some medium-term effect on Iran's attack
capabilities. However, we could not influence Iran®s main
supplier which is North Rorea.

(b) Permit U.S.-controlled equipment -to reach Irag through
third parties. (This assumes ingufficent .domestic support to
be able to supply U.S. equipment directly.) New sources or
types of military equipment are not needed by Iraqg. Moreover,
the types of equipment we could Supply would be restricted by
legal fequirements, such ag the prohibition on supplying arms
through a third pParty which we cannot Supply directly. Also,

(¢) We do not consider the commitment of U.S. forces to
defend Irag a seriouys possibility and, therefore, raise only
the prospect of U.s. Participation in multilateral Protection
of Iragi oil export operations. (Unilateral U.S. action would
encounter 30 much greater pPolitical opposition and rigk that we
consider it also to be infeasible.) TIf Iran were to attack
Iraqi oil installations in the Gulf again, the U.S.--ip
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conjunction with its friends and allies--could help Iraq defend
its oil export operations. The way in which we approach such a
commmitment would be important in determining whether we were
entering into a state of war with Iran--with the domestic and
international political burdens that would imply. It would
have to be done in the context of keeping the Gulf open for
international oil shipments generally rather than characterized
as an effort to protect only Iragi oil exports. Also, before
taking any military actions, we would need first to take a
number of political and diplomatic steps to. establigh a firm
case that we had taken every possible peaceful measure to help
resume the oil flow before we moved on to more serious military
options. UN, GCC and US/Allied actions/statements supporting
freedom of navigation in the Gulf could help to create a more
favorable climate. The US willingness to take firm action
would reassure the Gulf states of our support for their
security. Such a step should also improve  US-Iraqi relations,
contribute to a further moderation of Iraqi policies and begin
the process of restoring Iraq as a counterweight to Syrian
influence.

There are some serious risks, however, associated with such
action, many of which would depend on the extent of US
involvement: - .

~= Direct U.S. and multinational military support
for Iraq could provoke greater escalation by Iran
and further defer any improvement in our _
relations in the post-Khomeini period. (We would
be in a position which may make direct .attacks on
Iran necessary to defend Iraqi facilities.) The
more active the tilt, the more predictable the
response.

== No matter how we attempt to portray our actions

h as having the general aim of keeping the Gulf.
open for o0il shipments, they will be seen as
specifically supporting Iraq in its war with Iran.

== As a practical matter, it may be very difficult
if not impossible, to cobtain Allied and Gulf
state participation in an active defense, though
the French are likely to be willing to provide
equipment and advisors. Nonetheless,
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protracted Cefense of Iragi uil shipments would

require staging areas in the northern Gulf and g
the active assistance and support of Saudi Arabia !
and the shaikhdoms. 1™ A

-t

-- Defense of Iragi oil facilities, even with active
measures, cannot be guaranteed and would be
difficult to sustain, militarily and financially,
-in light of numerous other worldwide military
commitments.

-- Congressional and public support for an overt
tilt to Iraq would be difficult to obtain.

-- Israel and Syria would. object strongly to any US
military action to assist Irag.

. -

ASSESSMENT

Our policy of strict neutrality .has already been modified,
except for arms sales, since Iran's forces crossed into Irag in |
the summer of 1982, The steps we have taken toward the
conflict since then have progressively favored Irag. (We
assume that other actions not discussed here, such as providing
tactical intelligence, would continue as necessary.)

We believe there would be a net advantage to seeking more
actively to restrict, so far as possible, all U.S.-controlled
equipment transfers to both parties (which would have little or
no effect on military capabilities but would strengthen our
credibility with the Iraqi regime) and also acting to
discourage shipment to Iran of critical equipment from
non-communlst sources. Other military or quasi-military
options have more disadvantages than advantages. Moreover, we
need to continue to be cautious about tilting so far toward
Irag that either Irag is able to force a level of U.S. support
we may not wish to provide (such as military protection of
transport in the Gulf) or that we become identified with a
regime whose longer-term political prospects remain uncertain.
Consequently, we propose that you authorize, by further
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instructions to us, appicaches to JoreTnmerte which have Q?foS-

transferred U.S.-con*ro)1leqd tquisnene co Xran or Irag, or might
do so. o ' :

in addition, the qualified tilt which we have in fact
Practiced for over 4 year .5 cgain being wratcheted one fotch
higher through the UN approach we are pursuing to asgist Iraqg
to resunme oil exports through the Gulf. It balances our
interest in seelng that Irag is not defeated with our interest
in avoiding an escalation which could draw gs directly into the

More broadly, we see significant advantage in maintaining
an overall posture of neutrality. What we Propose here would
be within such broad limits. However, thig further tilt toward
Iraq would, we believe, have the following Political effacty in
the region:

==  further improve our bilateral relations with Yraq
and encourage ‘its non-alignment;

-
- Support our objective of avoiding Iraq’s collapse
before revolutionary Iran without going so far as
. to alarm Israel. .

This Paper ‘only reviews the issye of tilting toward Iraq.
An inter~agency working group is currently reviewing ©.s.
response options should Iran threaten an attempt to close the
-Gulf and near-term Reasures which nmight he taken to deter such
events. -
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