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Preface

Tae rurrose of this study is wwofold, Tt altempls, first, o de-
- seribe the progress of the Anglo-Trznin oil dispule through July,
1952, the date of the Trtermational Court of Justice’s order dis-
missing, for lack uf jurisdiction, the United Kingdom's applica-
Son to submit the dispute to the Court fior o judicial determina-
tion. Second, as the subtitle states, itis also a study of the mole
' of law in the relations of stales, In secenl years 4 remnarkahle
change has occurred in the concept of the part that international
law plays in those relations, The trend of the transition has been
from the extreme legalism of the ninetecnth century which en-
wisaged imternational low as a panacea for the world's 1113 1o the
“political ceslizm™ of the present which denies the existence of
smternational law qua law and would preder to classily it as u
branch of ethics, There is more involved. in this difference than
mere semantic difficaltics, though they 1oo frequently exisl, The
difficrence is one between a concept of international relations as
power relationships uncontrolled and unrestrained by moral und
Jegal principles, and a concepl inenw held by very [ew) of inter-
sational reletions az relations governed by ascertainable rules
of law, There is, of course, & middle ground that i3 oee apied by
persons who think that intem ational law can be a vital and useful
snetitution for building a saner warld community. T, for one, have
mot heen able to aceept the terpgliatie” conclusion, reached by
some of our most eminent writers ahout international affzirs, thal
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“the questions which e law and the lawyer can answer ape
largelv irrelevant ta e tundamentsl issues upon which the peare
and welfare of natinns depend ., ™ Sych conclusions arve not, |
think, supported by the evidence, It i obviots 1o the most easy,]
observer that no nation’s foreisn policies are fermulared solely
bY reference to lesal considers flons, The hislory of the Kelloge-
Briand Puet demonstrates is very clearly. However, it is not
obvious thal legal considerations play pe pitrt whatever, (g he
vontrery, they aye serupulonsly oheerved in the routing affajirs of
state. But the real problem, and the one thy this sty sttempis
Lo unravel, is the rale plaved by legal eonsiderations in the Drue-
st af poliey making for nonrontine silwations, A similap stidy
eould be made of the YErious mativating forces that puide an
individual's aetions, but there would b a significant Jifferpnie.
Ihe law governing the conduct of states i it & primitive stigrn of
development as compared with most medern s¥slems of private
law. Theve aye mternationg] courts, hut they have neither e0um-
pulsory jurisdiction por sheviffs te enforce their orders and judg.
ments, There is no logislature 1 keep the law of nations abregst
of the needs of the sociely within whicly it oprrates, and that s
ciety lacks the eultnr] homogeneity and integrated palitical op.
gamwization that characterize modern nalion.stylps, International
luw js frequently violated, hut th, lwhreaker DaYs nn penalty
unless he conzents. Further, the subjects aof internationa] law aro
political organizatinns Pissessd of “soverelenty™ and por indi-
viduals, as are the subjects of private luw systems. Despite syeh
s¥stemic sherteomings, 4 numbey ol distinguished sehalare and
men uf wide expericnes a1 convineed that infermgtional law has
a1 exislence and does play a reyl though limited, ol i e
conduct of the refations of states” This study of the Anglo-Tranian

“Hans Mocovnrhain TDipkeinacy," Fale Lew Jonenal, Vali 35 TES48T, . Lien

*Fur example, Philip o, Jemang, ~The 1 ality uf International Lew," Foreign 4
Yadvs, ¥ol, I8 CIDE T, 235 and 4 Medarn Fag of Nadiang (10450 chap, i
I L: Bderly, The fas of Nesiong () e, 135}, g, BE-T7 and Cover T, (Hiver,
“Hallectlons: an Tews Rewsng Develipmensy Affactiog i Function of Tow in the
Twierngticnal Lominuniy,” Teras Dow Hevdeaw, Vol a5 CI8321, ppe BI5-maz
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oil dispute has confirmed their o priovi judgment. As will he seen,
e legal novms often received something more than lip service,
end their observanes proved Lo he more than a matter of con-
venience of an insttument of propaganda. It is clear thar the
United Kingdom, with its tack of dedending the status quo, usually
found it much eadier to folluw the course of action dictated by
segal considerationa than did Tran, Preservation of the existing
srder of things is the primary funetion of any legal svstem, but
the conflict Letween stability and change in this dizpule does not
suffice us a complete explonation of the United Kingdam's and
Iran’s conformities to and lapses from the interational law
standard. Tostead, the ultimate explanation of much of the con-
duect of the governments of these two nalions during the oil dis-
pute seems lo be found in their gencral attitude toward or pre-
dilection fov the use of established inlernational procedgres,

The Anglo-Tranian oil dispute of 1951-1952 35 uniguely suited
o a stidy of the vele of law in the relations of states, Tor it in-
volves u Great Power and a lesser power, a traditivnally impe-
malistic power and o traditionally colonial one, & power generally
sdentified with the status qua and a power in the eviolulionary
throes of militant rationalism, and g power capalile of exerting
greal econnmic and military pressures against the ather whose
sttempts at retaliation wonld be relatively inellectual, A dizpute
setween two such slates as Britain and Iran is often referred 1o
22 & clussic example of a situalion fn which international Taw
docs not work: in which it is either ignared hecausn its methods
and procedures are inconvenient for the Grear Power, or s util.
ed by the Great Power az an instrument of oppression and
soercion, Apart from the two conmtries themselves, the nil dispute
mvnlves elements of direct and prime importance to the rest of
the world. Iran has long been one of the world's ma jor producers
of erade pelrolenm, and the refinery at Ahadan is the warld's
largest. Its 0il and refining cupaeity are of great internatinmal
mportance, hoth economically and strategically, Further, the his-
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tovie rivaley hetween Britain and Russia for power and influence
in Iran, intensified today by the East-West struggle and the enr-
rent impartanee of oil, makes the oil dispute an ohjeet of the
greatest coneern to the parlicipants in the “eold war”

A briel historical sketch is given in Part L Parl IT beging with
the close of World War 11 and the events that led dirvectly to the
lranian naelivnalizstion Taws and the subsequent dispute with
Britain, The several attempts al negolialion s the varions pro-
ceedings in the International Court of Justice and the United Na-
tioms Security Council are deseribed in some detsil. The final
sectiom nf the text is devoled 1o an examination of the law govem-
ing the right of o stute to “expropriate” alien-owned property
sitnated within ita borders. In this disenssion, as well as in the
anzlysiz of the proceedings in the International Court and the
Security Couwneil, T have tried to state the issnes and arzuments
in such a manner that the nonlawyer san read with understanding
and form his own opinions o what the law should he—rfor he ia
the person that sheuld slimately make the decizions.

A word should perhaps be said sbout sources, This descrip-
tion of the dispute iz based oo publizshed reports and documents,
but ginee this study was made almost contemporancously with
the events deseribed, the malerials availuble have heen more lim-
ited than is desirable for historical resparch. I have heen abliged
to rely on accounts of sume evenls given months aller theic occur-
rence, v one ar another of the actorz in the puhlic formm. and it
hes nnt zlwavs been possible to corroborste the account given
with other sources, With the pussaze of time more and more facts
will become known, and the pietire drawn in these pages may
have tn he changed. There 15, in paricalar, o dearth of historical
materinls whout the activities of the Anglo-Tranian Ol Company
in Iran, and of knowledge of the nature snd operation of the
[runian political svstem. Tran was an antocratic state until the
end of World War I, and ainee then the comtreol of the Parliament
over the stfairs of state, and the responsiveness of the Parlisment
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1o the eleclorate, has not alwayvs been elear. Indeed, it has olten
- seemed that the support of the mobs of Tehran has be en, for na-
tional political purposes, the m.lunairnt of a mandate from the
- electorate, These obseurities have in mony cases made it difficuls
o discern the sonres of political power and the methods by which
it i exervised.

My thanks are due the administrators of the Walter Perry
Johuzon Graduate Research Fellowship in Law at the University
- of California, Beckeley, for making it possible for me to do this
research and writing, I am also indehted 1o many friends for
their help and encouragement, Especially do | want to acknowl-
Cedge my great debt to Professor Covey T. Oliver, whe willingly
- shared the fruits of his wide experience in international w(Tairs.
dis' generosily in many matters connected direetly and indivectly
with thiz book have always excecded what one would expect of
.'Il'l!:lltfﬁht]_.l and academic association, Professors Joln B, Cond.
iffe, Albert A, Ehreneweig, Thomas €, Blaisdell, and Frank €.
Newman have all been 0 kind in giving of their time and thought
o my problems that [ want ta take this opportunily o express my
- deep appreciation for their valuable help and criticism, My
thanks are also due the British Information Serviees for supply-
ing many documents that would otherwize have been dillieult to
L obtain. Mrs. Hildegarde Millar and her staff of the Burean of
International Relations Library of the University of California
- were always helplul in Ending and assembling information and
- materials. T also wish to express my gratilude to Harry Cowell,
Mrishman and poet, for having tried for many vears, with less
success than he deserves, Lo lesch me some of the heauties of the
~ English language. My sincere thanks go lo myv wife for her in-
 waluzhle help with the manuscript and for her seemingly in-

 exhaustible patience and good humor, T

San Fruncizoo, 1953
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A page of history
es worth o polime of logie
AL M ES

THE MODERN HI3TORY OF max has been lurgely s history of
Great Power rivalry, The Anglo-Iranian il dispule of 1951-
1952 is but the most recent development of thiz century-old
rivalry, The current controversy also involves certain elements
that are peculiar to the mid-twentieth centuryv—nativnalizm,
wil, and the East-West struggle, The Crest Power rivalry of the
past has traditionally been a rivalry of conflicting national in-
terests, Todav the rivalry is also one hetween two different ideal-
ogies: the utopia of Seviet Communism, and the less dramatic
appeal of demoeraey from the West. A thied ideclogy, national-
iam, precipitated the pationslization of il in Tran and the subse-
quent controversy hetween Tean and Greal Britain,

4 1. The Great Power Strugele

During the past two centuries the principal contenders in the
Greal Power slruggle have heen Britain and Russia, although
other powers, notably France and Cermany, have appeared for
brief perinds.” During the Napoleonic period, both Franee and
Britain senl missions to enlist the support of Persia. Meanwhile,
Persia was subjected to a series of aggressive wars by Russia
(1796, 1800-1813, 1826-1828) that ended disastrously for
Persia. The provinee of Gilan was lost to Rossia in the war of
1796; and by the treaties of Gulistan (1813} and Turkmanchai
{1828} all the territory west of the Aras River was ceded Lo

3
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Rusais, Russinn nalionals were accorded extraterrilorial privi-
lezes in Persia, and a 5 per cent preferential tarifl was estab-
lished in favor of Russiun goods entering Persia. The Huseo-
Persisn Trealy of Turkmanchai thereafter became & model for

ers—the preferential larill and extraterritorial privileges were
standard provisions, During the fivst half of the nineleenth cen-
tuey Russian pressure on the norlheastern [rontier incressed, az
did Anglo-Russisn rivalry throughout Asia,

Tu the Britizh, the Russian threat tn Persia was also s threat
to India, and thusa threatl to the expanding commerce and wealth
of the British Emapirve, The Napoleonic invasion of Egypt was an
added threat to India and zave urgeney to British efforts to nen-
tralize Persia. The diplomatic struggle between e French and
British in Persia was finally won by the British, who signed a
preliminary Trealy ol Alliance with the shah in 1809, snd & per-
munenl lrealy in 1814, Both were aimed immedistely ot France,
bt alan at the more enduring threat of Russia. The Treaty of
Tehran of 1814 provided for British subsidy and military aid o
Persia in case of aggression, and Persia agreed to rezizl the pas-
sage of any foreign troops over her territory. After the Napo-
leomie threal had passed, the Treaty of Turkmenchar (18287,
which marked the concluaiom of the Busso-Persian war of 1826
1828, effectively neutralized the influenee which the Britizh had
temporarily gained durving the Napoleonic Wars, British influ-
ence shrank, and Hussian political and eronomic domination be-
came more pronounced, This state of allairs continued nntil
Persia, at the inatigation of Rusaia, attacked the Afghan {ort of
Herat in 1856, T'o protect her approaches o India, Britain weng
to the aid of her allv Afghanistan and declared war on Persia,
The British military operation was suceessful, and the shah sued
for peare in 1838—a peace that vesulted in the restoration of
sorne zemblonee of a balance bebween Bussign influsnes and
Britizh influence in Persia, Victory incressed British prestige and
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frustrated Russian plans 1o extend a sphere of influence into
Adghanistan. The unsuecessfnl Crimean War { 185415850 also
contributed to the decline of Russizn power and influence and
slrengthened the dominant position of the British,

Hather thun annexing territory and estahlishing military and
naval bases, the British exploited their newly won advantage by
searching lor commercial opportimities, In 1872, Baron Julivs |
de Reuter, a Dritish subiject, was granted an exclusive concession
o exploil all the natural resources of Persia, excepl precious
stomes and metals, and to build railvesd and telegraph systems,
The Kossian government immediately protested the coneession,
and the shal was [oreed to cancel it. Thereafter, a 2eries of cons
rrasions were pronted to the Brilish lo offset the loss of the Beuter
econcesaion, with a complementary series of concessions being
granted to the Russians, The Pax Briterrics provided Persia, as
well a3 the vest of the world, with at least a hall cenlury of peace,
and Lthe Greal Power struggle became primarily a commercial
rather than a military rivalry, The competilion [or conesssions
in Persiz was intenae, and by the end of the nineteenth century
the number of concessions was so grest that practically all of the
country s resources and technical projects were under e control
of foreign interests, predominantly British and Russian.

The beginning of the twentisth century found Persian finances
in a critical state.” The concessions to foreign commercial and
industrial enterprises, the shah’s continual borrowing from
abroad, the inetheienl and dishonest administration of the in-
ternsl affairs of the government, and the extravagance of the
court were all factors contributing 1o the (inancial erisis. Con-
temporancously a movement for political reform developed,
finally leading to the hlondless revolution of 1906, The shah
reluctantly granted & constitution end the formes ol parliamentary
demoeraey were inlroduced. The British were identified with this
progressive movement, and supported the democrals in resisting
the efforts of the shal (backed by the tzar) to abolish the con-
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slitlulion #nd restore the ald order, However, the Persian liberals
shitted their [riendship Irom Brilain to Imperial Germany after
they were disillusioned by the Anglo-Russisn Agreement of 1907
in which Britain and Russis, to check the growing Cerman men-
ace in the Middle East, composed their differences and divided
Persia inlo two spheres of influence, each parly agreeing not to
seck political or commercial concessions in the sphere of the
other. This agreement, quite maturally, proveked indignation
among the Persinns, and was a prelude to furthier Bussian inter-
vention in Persian affairs, The agreement was of distinet sdvan-
tage to the Russians, as it gave them control, vis-d-viz Britain,
over o great new land wrea {the northern half of Persia) and
bromeht them closer to India and the Persian Gulf, Tabriz and
otter parls of northern Persia were oceupied by Russin in 1911,
and the Tiussian government sent a strongly worded note ta the
shabt demanding the dismizaal of Morgan Shoster, an American
whn had heen appeinted Director-Ceneral of Finance nine months
previously in an effart to bring some order out of the chaos ol
Persian finances” A conp d'état, the dissolution of the Majlia {the
National Assemblvi, and the dismizsal of Mr. Shuster followed,
amd Russisn influence in Tehran assumed more znd more the
proportions of a protectorste. Rossin’s position of «trength con-
sislently increased until the outbreak of World War I, when
Persia became a battleground for Turkish, Britich, and Kussian
forees,

World War I again provided conditions necessitating a com.
mon Anglo-Russian policy in order 1o prevent Turko-German
penetration toward the Caucasus and southeast Acia. Persis was
cllcially peatzal, but emotionally pro-German, Although her peu-
trality was repeatedly violated hy both warring coalilions, she
emerged {rom World War T with her independence intact, The
Bolsbeyik Revolution of 1917 and the British postwar demobili-
zation enabled her to continue this existence as an independent
state. Imnedialely afier the conclusion of the war, Lord Curgon,
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the British Foreign Secretary, thought the time ripe to bring all
of Persia within the British sphere of influence. To do so would
establizh a land bridee between Traq {then a British protectorale)
and Indiz and would eomplete the chain of British-dominated
areas adjacent to the Persian Gulf. Tewould also, of conree, elimi-
nate Russian influence within Persia. To carry out this scheme
Lord Curson negotiated the unfortunate and ill-fated Anglo-
Persian Agreement of 1919 which provided for British advisers
to the Persian sovernment and for British officers and equipment
to strenethen the Persian army—a virtnal protectovate. The
Lreaty was hitterly criticized, snd the Majlis refuased to ratify i,
{(urzon had undevestimated two things: the impact of anti-
imperialist propaganda from Moseow; and Persian nationalism,
enconraged, as it was, by the Wilsonian doctrine of self-deter-
mination.

A traditional policy of the tsars had been southward expansion
in the direetion of the Persian Gulf at the expense of the inde-
pendence of Persia. The Bolshevik Revolution of 1917 brought
about a change of tactics but not & change of aim. The firat { Com-
mumist) Congress of the Peoples’ Party of the East at Baku in
1920 proclaimed the primary tagk of the Oriental Hevolution to
he congquest of Persia, preferably by infiltration.” But the new
Soviet government was occupied with intemal probleme, and
Russian pressure in Persia relaxed for a period of several years.
In 1921 the Soviet-Persian Trealy was signed, by which the Rus-
sian Soviet Federated Socialist Republic . . . unconditionally re-
ject[ed] .., [the] ... criminal policy [of the tsare] not only as
violuting the sovereignty of the States of Axia butalao as leading
to organized rutal violence of FKaropesn robhers on the living
body of the peoples of the East.” In addition the Suviet govern-
ment remitted Persian debts to the sarist government, abandoned
extraterritorial privileges for Russian nationals, renvunced all
Russian concessions {but with the stipulation that they could not
be granted to a third party), and declared all previous treaties
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between Persia and the tsarist government of Russia null znd
void, Muost important, the Soviet-Persian Trealy of 1921 gave
Suviet Russia the right to enter Persia with military forces if the
latter were to become = hase of “anti-Soviet operations,” For the
Russians the treaty was a signal suceess, for it provided a link in
i series of simultaneously negotisted treaties with Persia. Tur-
kew, und Afghanislan —the three strategically important coun-
tries on the sunthem periphery of Soviet Russia, The treaty also
mut an end to Soviet diplomatie isolation and advertised Soviet
friendship toward the peaples of Asia. The Persians welcomed
the Lreaty a: 4 counterweight againgt Curzon’s schemes and en-
jo¥ed a freedom from Hussiun pressure unattained for the pasl
one hundred and twenly-five vears. However, two phenomena
prevented the development of uny real Soviet-Persian friendship,
The first was the Saviet scenpation of Gilay during 1920, whicl,
was shortly followed by the establishment of the Sovier Republic
of Gilan, The 1921 treaty provided for the return of € lan Lo
Persin, bur the Soviets delayed the evacnation of their trongs
until eight months after the effertive date of the lreaty provi-
siun—an unpleasant veminder that the new Bussia miight act very
like the old. The second phenomenon was the emergence of an
intense Persian nationaliam, which was incapable of any real
community of «pirit with Soviet Commumism,

v 2. Reza Shah and Modern Persia

Just five davs after the signing of the Soviet.Persian Treaty of
Friendship, the weak and ineflectual government in Tehran was
overthrown. The suceess of the coup d'#tat wus due primarily to
Colonel Rezs Kahn, who marched his Cnssack Brigade into
Tehran from Quazvin. The new government was headed by Seyyid
Ziz ed-din, a young politician and journatist and Res Kahn's
partner in the bloodless eoup, Bera Kahn was immediately
named commander-in-chief of the armed forces and Minister of
War, in which capacities he continyed, throngh several cabinet
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anges, until 1923, when he became Prime Minister. In Octoher,
925, the Majlis inhﬂhmﬁ.hmﬁd Shah Qajar, whose fam-
Iy had oceupied the Persian throme since 1779 and who had
ft P‘ﬂ'ﬂla in 1923, soon after Reza Kahn had become Prime
‘Minister. In December of 1925 a Constituent Assembly' was
onvened, and it voted to entrust the throne of Persia to Rema
i Palllﬂi and his male descendants, and the first shah of the
Pahlevi dynasty was crowned in the spring of 1926, The
rly years of Reza Shah's reign were occupied by efforts to bring
dhe whole of Persia within the control of the central government,
1o transform the country into & vnified modern national state, to
‘end foreign intervestion and influence in the aflairs of Persia,
nd to westernize the social and ecomomic institutions of the
eauntry. His program was remarksbly similar to that of Kemal
‘Attaturk in neighboring Turkey.
_ _mﬁmm-ﬂfﬁ Pahlevi dynasty, under the pre-
piership of Seyyid Zia ed-din, lasted but three months, Although
he Soviel-Persian Treaty of Friendship of 1921 was negotiated
sfore Zia came to power, he wag responsible for its formal com.
pletion. Fia was also responsible for the express vepudiation of
the unpopular Anglo-Persian Agreement of 1919. On the basis
o these two acts many have dedoced that Zia was pro-Fussian
and that his government was overthrown becanse of Reza Kahn's
ck of sympathy with such sentiments.” Neither of these conclu-
sions seems to fit the facts. Zia was first and last an Tranian
ationalist and an honest reformer, and both Balfour and Len-
prowski have concluded that his orientation was, if anylhing,
"mildly pro-British.' His nationalism was apparent (and perhaps
-pro-British attitude) in his refusal to permit the entry of the
Soviet ambassador, Rothstein, wntil all Bolshevik troops wers
githdrawn from Persian territory. At the same time he urged the
“British not to withdraw their troopa.
. The failure of Zia’s government was due in part to his un-
- popularity in Tehran, and in part to differences between him and
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Rezw hahn. The speed and vigor with which he attempted to
carTy oul whal seemed to muny to be radical reforms and his
imprisanment of several leaders of the old resime contributed o
his unpopularity and earned him the determined opposition of
Persia’s influsntia]l families, from which the country's leaders
bad been dravwn for centuries. But the chief reazon for the feilure
of his guvernment was probably his disagreement with Reza
Kauha, for withoul the support of the army contralled by Reza no
govermnent could long remsin in power, The clashes hetween Zis
vil-din and Ress Kahn eulmingted in the overthrow of Fia's Loy
ermment on May 24, 1921, and his escape to Palestine.

lezs Kabn remained in sole eontrol of the govermment—a pi-
sitton which he conbd maintain by his anthority over the army.
He slowly eomsnfidated his power while he reorganized the army.,
Foreign wdvisers and oflicers were elimingted, and the previously
heterogeneons forees were intesrsted into one eentrally con-
tralled military organization, which Rezs Kahn used suceesafully
tu subdue the rehellions provineial tribes, snd with which he
conld effectively control the entire country from Tehran, He was
susneeesaful in this plan thet, by 1923, ke conld conlidently name
himself Frime Minister, and in 1926 he was crowned Shah. His
regime waz marked by two hasic policies: westernization and
nalicnalizm.

In his program of westernization Beza Shah was not as extreme
as hoemal Autaturk. The Persian seript was retained, though West-
ern dresa and headgear for men were introduced and women WErE
unveiled. The power and prestige of the Moslem [ Shia) elergy
were enthed gradually: secular sehools replaced religions ones;
licenses weve required for the wearing of clerical garh: non-
Maslem [oreigners were permitted to visit the many and beautifal
mosques of Tran; civil marriage and divoree registers were estab.
lished ; eivil and crimins] eades replaced religious law; und the
vast wealth of the ehurch was placed under the contral of the
guvernment. Reza Shah also aimed at the westernization or i
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dustrialization of the Tranian economy. To achieve seonomic self-
sufficiency, the government was named the “supreme economic
arganizer” and public funds were invested in industrial and com-
mercinl enterprizes. The great depression so seriously affected
Tran that it was felt necessary 1o establish a toreign trade monop-
oly in 1931." A ministey of nationzl coconomy was established 1o
rezulate the production and distribution of the products of agri-
enlture, commeree, and industry, The government took the lead
in the formation of new companics to perform the eszential
seryices in the reorganized economy, Some were wholly owned by
the governmenl; i others it had a controlling interest; and the
ownership of others waz divided smong the government, private
stockholders, and companies already in existence, iy 1930 the
government had monepely control of 33 per cent of all imports
and 44 per cent of all exporta.” Profits from the monopolies were
high and, combined with tax revenues, were nsed in parl as
capital for the establishment of state-owned factories und indus-
trial plants. The construction of the Transiranian Railvoad, thou-
sands of miles of new roads, and inereased imports of trucks and
pissenger cars greatly enlarged the lransportation [acilities of the
country and mude possible the expansion of industry. With the
help of American and German advisers, Iran's finances were re-
orzanized and & central bank (Bank--Melli-yi-lran] with the
power ta issue hank notes was established.’ Heza Shah’s program
of indusirial development wag suecessiul, but the emphasiz on
industry and commerce resnlted in a neglect of agriculture and
irrigation projects, The farming population Lenefited little from
the expansion of industry and eommerce and actually suffered a
decline in its standard of living,

Besa Shah's nationalistie spivit demanded the building of a
powerful national state [ree from foreign interference and influ-
ence. In addition o harboring a suspicion of Russia and Soviet
Comanism, he assumed a challenging attitude toward Britain.
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v 3. Persian Nationalisme and the Great Powers

When BReca Kahn came to power in 1921 Hritish “advisers™

seemed to be everywhere — in the government and in the army. A
prime objective in the early veurs of his regime was the elining-
tion of all foreign advizers from positions of authority and influ-
ence, but especially of the British, The British economic and
military missions that had been sent o Iran after the negotialion
ol the 1919 Anglo-Persian Agreement were foreed to withdraw
after Zia cd-din’s express repudistion of that sereement. Heza
Kehn's reorganization of the avmy caused the dishanding of the
South Persia Rifles, 2 military unit that had been arganized,
officered, snd supplied entirely by the Biritish, Also, British troops
were evacuated immediately after the Bolsheviks withdrew from
Gilan in the fall of 1921, By early 1922, evidences of British
mterference or inthence in either the government or the army
were no longer apparent, and thereafier Reza intent ionally
svoided hiring British advisers. Some advisers were, of course,
needed for the program of industrialization and renrganization
of the country’s finances, and these positions were disteibuted
among Americans, Germans, [alians, and some othiera, with no
]}d.rllL-LlJ.HJ nationality heing given s preference, To reorganize
Iran’s fnunees, an American, Dr. Arthor () Millapaugh, was
employed. When his five-vear term of office (19221927} had
expired, he was replaced by & German, These two men continued
and completed the warlk ﬂmt bl hesen started by a British mission
acting under the 1919 agreement. Regs's pnhfngg. with regard 1o
toreign udvisers was also apparent in the building of the Trans.
wanian Railroud, In that venture, the British were treated like
any olher nation, and their techniciane: worked side by sida with
ump]nwei of German, Ttalian, and American constretion com-
panies. The prime purpose and achievemont of the railroad was
to unify Tran and to contribute to the expansion of her commeree
and industry. This accomplishment disappainted both Britain snd
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the Soviel Union, since it frustrated rather than facilitated eco-
nannie and steatesic penetration from either the north or the south.”

Rezs Sheh’s delisnt atlilude toward Britain was again apparent
in the oil dispute of 19321933 [sce 5 4, below], and in the
controversy over Hahrein, The Buhrein Avchipelago is a shaikh-
dam. preduminantly inhabited by Arabs, enjoying complete in
ternal antonomy. By agreements with Britain in 1880, 1892, and
1914 a British protecturate over Bahrein was established, amd
the shaikh undertonk not to enter inlo any relationship with
annther covernment witheul lirst olitzining the consent of Britain.
The right te exploit the archipelago’ mineral resources was also
reseryerd to the British.” The Iranian government has claimed that
Bahrein has belonged to the Persian Empire thronshoul history
ard that the British protectorate was a vielation of Tranian suze-
rainty. During the years 1928-1936 the lranian governmenl
made repeated appeals o the Lespue of Nations Lo obtain recng-
nition of ita elaim of surerainte over Bahvein, The Tranian claims
received their widest aiving when the lranian government circa-
lated among all the members of the Leagne of Nations & note
protesting the official recopnition of Britain’s protectorate in the
Anglo-Saudi Treaty of Jidda of May 20, 1927, in which Thn Sawd
arknnwledzed and agrem] nol o intevfere with the protectorate,
The Trapizns again protested to both the British and American
governmients in 1930 and 1934, when the shaikh of Bahrein
aranted il coneessions to American and Brilish nationals, The
discovery of oil in the archipelagoe served to intensify Tran’s
desite to press its claim againat Britain,’ and the claim has been
urzed zeveral times sinee Waorld Waer IT, In February of 17948,
the Majlis passed a Dill fnstructing the zovernment to restore
Iranian suvergigniy over Bahrein, and on August 23, 1948, the
[oreign minister anoounced that the lranian government con-
siderod all pacts wnd agreements among lorelzn powers recog
nizing any arrangement in conflict with Tran’s sovereignty over
Bahrein to be pull and void.” There have also been several al-



Anglo-Treanian (6 Iispute
1951-1952
14

tempts by Tran, thus far unsuecessful, to put the controversy on
the sgenda of the United Mations Security Council,

Althongh the Bakrein controversy and the exchizion of British
advizers indicate a serious decline in British influrnee during the
early vesrs of Heza Shah’s veign, the British still retained im-
portant interests in Iran. The sitnation has heen summarized by
Lenezowski in the following terms:

The caonvessivn exploited by the Anglo-Iranian 08l Company continued
s powerful link between the two countries. [t consituted alse an in-
strument of British infuence in that region ond, natarally, like any for
cign held concessian, 1t contained seeds of digagrerment betwoen the host
nation and the concessivnaive. Tt was mainly in te Geld of ol explaita-
i Lhat the nationatist policy of Rewa Shah closhed with Britizl interssts,
and it may b said withaut eontradiction tl the hehavior of the lranian
ruler in this held constitited tse best test of his true attitude toward Great
Britain.

¢ 4. The Anglo-draninn O Dispute of 19321033

The oil resourees of Iran arve closely connected with the Great
Power struggle between Britain and Russia in Tran, The com-
petition hetween the two nations for concessions to explait Tranian
ntl resources hes continned for half a contury, Ruseian efforts
have heen concentrated in the north, British endeavors in the
south, However, as in all competitions, either side would he Yery
happy to have the whole of the plum.

The original Rewter concession of 1872, giving Reuter the ex-
clusive right, among other privileges, to exploit all the natural
resourees of Tran, except precions stones and metals, was can-
celed almost at onee at the insistence of the Russian government
|aee po 2}, A compensation for this canceled concession and as
o result of offieial British intervention, in 1889 the shab granted
Renter u voneession in which the rights were limited to the crea-
tion of a bank wnd the exploitation of the country’s il resourees.
The lmperial Bank of Tran was then founded, and it remained



“A Page of History ..

15

the hasic financial institution of the [ranian economy until the
establishment of the povernment-swned Bank Melli in 1927, The
Linperial Bank was fnally forced to close ita doors in January,
1952, The oil-exploitation rights granted to Reoter in the 1589
concession were Tenounced in 1890 after prospecting failed ta
produce any tangible vesults,

il was first discovered by M. de Morgan in the provinee of
Kermanshuh. Do Morgan's prospecting was done at the invitation
of the governor of the provinee, and the results of his explora-
tions, published in Paris in 1892, indicated the existence of oil
depoils in the neighborhood of Qasr-i-Shirin, near Lhe present
Iranian-Iragi (then Persian-Mesopotamian) horder. As a result
of thiz report, William Koex IFArcy, an Aupstralian financier,
made a meeezsful efforl in 1901 to ohtain o sixty-year conecssion
giving him access to the whele of Tran except the northern
provinees of Asterabad, Khovazan, Azerhaijan, Gilan, and Ma-
sanderan—ihe traditional area of Ruesian influence. The conces-
sion gave 1V Arey the exclusive right to construct pipe lines and
the right to use all state-owned nencultivated lands that were
necessary for prospecting. He was sleo protected apainst inflated
prices for private lands that might be necessary to the operation.
Tn return, IV Arcy agreed to establish within two years one or move
T companies for oil exploitation, make an initial payment to the
Crown of £20,000 sterling and £20,000 in shares of the company,
pay 2,000 tommans annually in liew of taxes, and pay 16 per cont
of the annusl net profits. IPArey formed the First Exploitation
Company, which bronght in its first well in 1539, As a result the
Anglo-Persian 0il Company was eveated and the First Fxploita-
tion Company was merged into it in 1909, {The present Anglo-
Iranian Oil Company [AIOC] is identical with the original
Anglo-Persian il Company. The change in neme was made in
1935 when Reza Shah changed the name of his counlry from
WPapnia” to “Tran,” and throughout these pages the company s
roferred to by the abbreviation “AIOC” regardless of date.)
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The nil deposits that the British set out to explait were in south-
western Lran, a sparsely populated region inhabited by nomadie
peoples, inchading the warlike Bekhliari tribe, In order o pro-
duce oil the British found it necessary to enter info negofations
with the local shuikhs and tribal leaders ta secure their friend-
line=s, for they were not under the ellective control of the central
government in Tehran, In addition, a small detachment of Sikhe
was brought in from India, with the knowledge and consent of the
[runian government, to protect the oil installetions. But by far the
mast important development in the early years of AIDC: ex-
tglenee was the decision of the Brilish government to replace coal
with oil as fuel for the British navy, In 1914 the British Ad-
miraity, then under Winston Churehill, negotiated a long-lerm
contreet for the purchaze of fuel oil from ATOC. At the same
time the Biritizh government acqnived a 53 per cent interest in the
company which it has continued to hold” With this new capital,
substantinl additions to plant and equipment were made: a pipe
line was constructed from the oil felds to Abadan, where work
ot the plant thet was to hecome the largest refinery in the wurlid
was started,

That Iramian oil was very important to the suceesslul prosecu-
tion of World War T is attested by Lord Conrzon’s oftauoled re-
mark that the Allies "Hoated to victory on a sea of oil.” This fact
undoubted by provided one of the basic motivations for Curzen's
unsnccessful attempt in 1919 to bring 1l Iran within the Britich
sphere of influence, Lo establish & de fucto protectorste. The in-
tensily of the lranian reaction against this scheme was undoubt-
edly influenced by the government’s then uneordial relations with
the company. The TV Arey coneession had proved insdequate for
the operation of the world-wide husiness that unexpectedly de-
veloped on the basis of the oil produced in southwestern lran,
Dilferences began to develop hetween the government and ATOC
during World Wae L Unider the 1 Avey concession royalties were
lixed sl 16 per eent of annual net _pn:.ﬂtg;_ Before 1900 the com-
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pany’s stated net profits were small. This may have heen partly
the result of sharp hookkesping practices, as the Iranians alleged,
and it waz certainly affected Ly the special price paid by the
British government for 0il.” The lranians saw large quantities of
oil being produeed with very litle in royalties reaching the
Iranion Treasury, To furlher aggravate the situation, in 1919 the
company refused to pay the reyalties due, because of property
damuge by local tribes for which it held the lranian government
respomsible, The situation steadily worsened nntil it was finally
cubmilled to arbilration in 1920. A provisional agreement was
reached on December 22, 1920, but was never ratified by the
Majlis. Rovalties continued to be amall’ and tended to fluctuate
rather violently becanse they were Lied to net profits ruther than
pri<uction oe gross celling walue.” lran's difficullies increased
when Britain went off the zold standard on September 21, 1931,
and her sterling balances in London were depreciatel. Relations
between the Tranjan government and ALOC continued 1o delerio-
viitee until November 27, 1932, when the government nofified the
gompany (hat the concession was anmiled, MWine regsons were
hrought forth to justify its action.” The British reacted prompily
anil vigorously, threalening to use foree if necessary fo protect
British lives and property, British warships appeared in the
Porsian Gulf, and the wo governments exchanged a series ol
alpopiiely worded nobes. (rreal Britain J.ll'L'l.Ighr thas |'_:|i5_-'|__‘:-I_I|:-.'.‘ hefore
the Conneil of the League of Nations and made efforts to anhmit
the case to the Permuanent Court of Internationa! Justice { PCITY
ot The Hagne, When the latter provedure was begun, frun pro-
patedd . s it was dgain to protest in 1951, that the Court did not
e jurisdiction, sinee this dispule was entirely a domestic
iter between the zovernment of Tran and the ATOC, The ques-
Ui of jurisdiction was not then decided, however, Tor nieither the
Conet] nor the Court attempted 1o take immediate action and the
wtier wos drapped from the agenda when direct negotiations
hetwoon (e AIOC and the Tranian government were begun in
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Fehruary of 1933, Dr, Benet of Czechoslovakia, who seted a5 a
mediator, announced in December of that year thal wn agreement
had been reached and that a new concession had been granted o
the AICH? at Tehran on April 29, 1933,

The new concession was much more favarable Lo Lran than the
former one had been. It restricted the exploitable area to halt its
previous size unlil 1938, after which, the agreement stipulated,
the exploitable area would be restricted o LOCLDOD squzre miles,
to be selected by the company oul of the territory of the conees-
siom. The concession inchuded all the territory south of a line
established in the agrecment, sterling sl Chase-i-Shirin on the
Tranian-Irayi boeder, then runnieg novth of Kermanshzh, then in
a southezsterly direction through points south of Yeed snd Ker-
enany, Then throneh Saidabad and Tralshan to the border of Tndian
Baluchistan. The AN also Instits pxcinsive rights to ronstruct
and operste pipe lines in Lran, The inanciel arrangements of the
new agreement pravided for the pavment bv ATOC to Tran of
4 shillings per ton on nil sold in lran or exported, and 20 per
eenl of the dividends on ordinary shares in excess of £671.250
diztribnted to stockholders of ATOC, the company pnarantesing
that Iran's receipts umler these provisions chould never be legs
tham £730,000 per vear. Faragraph ¥ of Article 10 of the agree.
ment secured Iran azainst further depreciation of the pound
sterling, and provided that the government of Irun would receive
an ammmt equivalent to 20 per cent of alf paymenta by the com-
pany from ils general reserve o its sharebolders, as well 4z 2n
amount equivalent to 20 per cent of the acenmulated geperal
reserve at the expiration of the concession in 1993 The company
wiy expressly made exempt from all taxes, in lien of which it
agreed to pay during the first iftoen years of the conerasion Wi,
per ton on the Lesl 6 million tons of oil sold or exported, and
G, on each additional ton, subject to & minimum pavment of
£225.000: and during the next fftecn vears these pavoents were
o be increazed to T per ton and 94, per ton reapectively, subject
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