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Between 1951 and 1953, Iran struggled to gain control of its oil industry--and the
considerable wealth it generated--from the British-owned Anglo-Iranian Oil Company
(AIOC)." The AIOC and its predecessor, the Anglo-Persian Oil Company (APOC), had run
the oil industry since the first decades of the twentieth century. During the First World War,
the British government had purchased a large amount of APOC stock, and by the time of the
nationalization crisis it held slightly more than half--or a controlling interest--in that
company's successor. The relationship between the Iranian government and the company
was never particularly harmonious. In the early 1930s, the Iranian government had canceled
the APOC's concession and forced renegotiation of the company's contract.” Although the
new arrangements did prove beneficial for Iran, long-term satisfaction was difficult to
achieve. In 1949, Iran again forced renegotiation. At the head of the extensive list of Iranian
grievances against the AIOC were discontent with the relatively low level of royalties the
company paid to Iran, the almost total absence of high-ranking Iranians in the company, and
the overall aura of secrecy that pervaded the company’s operations. The new agreement that
resulted from these negotiations, informally dubbed the Supplemental Agreement but
officially named the Gass-Golshayan Agreement, met with opposition from Iranian
nationalists, who objected not only to the practical provisions of the pact but also to the
AIOC's continued domination of Iran's oil industry. Dissatisfaction with the Supplemental
Agreement doomed its ratification by the Iranian Majlis and led finally to Iran's
nationalization of the AIOC's Iranian operations in the spring of 1951.> The next two years
would witness repeated negotiations toward a mutually acceptable settlement, but that sort of
settlement seemed always just out of reach.

The inability of the British and the Iranians to resolve the oil dispute on their own
ultimately brought the United States into the conflict. U.S. involvement in the search for an
oil settlement was good news to officials in the British government, who expected that
Washington would back their determination to oppose Iranian nationalization no matter
what the consequences. As this essay will make clear, however, the course of Anglo-
American relations during the Iranian oil imbroglio was hardly what the British expected.
Rather than lining up behind London's policy in Iran, American policymakers held different
ideas and advanced different solutions to the dispute than their British counterparts. They
viewed the oil dispute from a more global perspective than the British, and consequently
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they were concerned about more than just the property of the AIOC. These differences led
to rather spirited Anglo-American encounters over the course of the Iranian nationalization
dispute, and although in the end the two nations joined forces to thwart Iran's nationalization
efforts and preserve Western control of Iranian oil, this cooperation was not at all certain or
obvious throughout much of the oil crisis.

The British position in the oil dispute, advanced by both a succession of
governments and the leadership of the AIOC, sought to protect the considerable British
financial stake in Iranian oil. Between 1945 and 1950, the AIOC earned 1250 million from
its Iranian operations. Iran's oil fields provided Britain with twenty-two million tons of oil
products and seven million tons of crude oil annually, including 85 percent of the fuel
needed by the British Admiralty. The company's operations generated (1110 million
annually in foreign exchange, a contribution that grew in importance during Britain's 1951
balance-of-payments crisis. Finally, the company's position in Iran was important as a
"bargaining weapon" and because of the "power it gave [the British government] to control
the movement of raw materials.” In other words, the British position stressed the
company's value as an economic asset of great importance and the contribution that the
AJOC made to Britain's overall Middle Eastern and world position.

Beyond the tangible value of the AIOC's Iranian operations, British officials were
also concerned about intangible factors, such as prestige and national pride. As Britain's
largest overseas investment, the refinery at Abadan and the AIOC's operations in Iran
symbolized British power in the Middle East. Losing control of these assets would be a
deadly blow to British prestige the world over, especially considering Britain's recent
withdrawals from India and Palestine. It might also imperil other British holdings around
the world, foremost among them the Suez Canal. At a time when British policymakers were
keenly aware of their diminishing status as a great power, it is not surprising that they were
sensitive to anything that might undermine their position in Iran, particularly surrendering
control of the nation's oil industry to the Iranians. Accordingly, from the very beginning of
the oil dispute, British officials expressed their frustration at what they termed the "growing
Near East practice of twisting the lion's tail." The Iranian nationalization campaign, they
believed, struck at the foundations of British pride and "efforts to re-establish themselves as
equal partner[s]" with the Americans around the world.” It was based simply on "emotion
and prejudice,” not on any reasonable grievances against the AIOC, and had to be opposed
before it inspired similar moves against other British holdings and dashed British hopes of
remaining a great world power.®! "Qil is important," British officials implied during a
discus7sion with U.S. officials in the autumn of 1951, "but [our] position in the Middle East is
vital."

Given their concerns about losing control of Iranian oil, and more importantly about
what that loss of control would mean for their larger position in the Middle East, the British
adopted a stubborn policy that always seemed one concession short of the kind of settlement
the Iranians would find acceptable. This was true of their reluctance throughout 1950 to
renegotiate the Supplemental Agreement, despite signs of certain rejection by the Iranian
Majlis® It was true concerning Britain's firmness in the wake of the December 1950
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agreement between the Arabian-American Oil Company (ARAMCO) and Saudi Arabia,
which introduced the fifty-fifty profit-sharing principle to the Middle East and made it
unlikely that the Iranians would accept anything less from the AIOC. And it was true
conceming the Jackson and Stokes proposals of 1951 and the Truman-Churchill proposals
of 1952, all of which would have perpetuated the AIOC's traditional dominance of the
Iranian oil industry. As the British maintained steadfastly throughout the oil dispute, any
settlement that conceded actual Iranian control of the oil industry was unthinkable."

British policy throughout the oil crisis rested on the firm conviction that Iran had
abrogated its right to terminate the AIOC's concession when it renegotiated the company's
concession agreement in 1933. Consequently, nationalization was illegal. The British
government worked hard to sway international opinion around to this way of thinking,
though unfortunately for Whitehall and the AIOC, none of these appeals succeeded. In what
was widely considered a victory for Iran because it declared the oil dispute an internal
Iranian problem, the International Court of Justice ultimately ruled that it lacked the
authority to even consider the matter.'" Britain's appeal to the UN Security Council in the
fall of 1951 had yielded much the same result, with little council support for Britain's
position and lukewarm support from the U.S. government.'> It was obvious that the court of
world opinion was not on Britain's side regarding the purported lawlessness of Iran's efforts
at nationalization, a fact that rendered Britain's claims in this regard highly suspect and
generated British discontent at the lack of U.S. support for their position.

British policymakers throughout the oil crisis made clear their disappointment that
the United States was not lining up solidly behind their position in Iran. For officials in the
Foreign Office, Anglo-American solidarity was the only solution to Iranian efforts to "play
us one against the other."”> They objected to "being lectured by the United States" rather
than receiving the backing to be expected from a true ally; at one point Foreign Minister
Herbert Morrison even launched into a "tirade" about the United States only providing
Britain with 20 percent cooperation on Iran when he expected 100 percent. The British were
clearly put off by American assertions that they should share the blame for the ongoing crisis
in Iran, denouncing attempts to place them "in the dock together with [Iranian Prime
Minister] Dr. [Mohammad] Musaddiq" and railing that Mossadeq had "been the naughty
boy" while they had "been the saints."'* Prime Minister Winston Churchill believed that an
Anglo-American partnership in the Middle East "would divide [Britain's] difficulties [in that
region] by ten." Such a "unified" front was essential to reconcile Britain's declining
resources with its worldwide responsibilities and to preserve some remnant of its former
position in Iran and throughout the Middle East.”” The lack of U.S. support in Iran was
especially galling given the fact that the British "were helping all [they could] in Korea." It
seemed only fair to expect a quid pro quo in Iran.'® When the United States failed to support
their position in Iran, British policymakers drew the conclusion that Washington considered
the British presence in Iran and throughout the Middle East expendable. They accused U.S.
officials of scuttling the traditional Anglo-American special relationship and even harbored
thoughts that the long-range U.S. plan for Iran was the replacement of London's influence
and control with Washington's."”
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American policymakers definitely questioned British handling and characterizations
of the oil dispute. Officials in the State Department repeatedly condemned what they saw as
" "too little 'give™ in Britain's position, pushed the British toward greater flexibility, and
encouraged concessions during the early days of the dispute that might have forestalled the
drive for nationalization.'® At the heart of the U.S. critique of London's position was the
belief that the AIOC and the British government seriously misread the strength of Iranian
nationalism. They failed to see the lengths to which the Iranians were willing to go to rid
their nation of a company many Iranians saw as an insidious force that had acted as a law
unto itself throughout the country, and one many American policymakers saw as pursuing
"anachronistic policies” and possessing a "colonial attitude."’® The shortsighted British
policy in Iran ultimately led Dean Acheson, secretary of state during the Truman
administration, to quip that "never had so few lost so much so stupidly and so fast."?’ To the
U.S. way of thinking, British arrogance, stubbornness, and lack of vision cost them the
AIOC's holdings in Iran and led finally to Britain's loss of stature in the Middle East and
beyond.

For Acheson and other U.S. foreign policymakers, though, much more was at stake
in Iran than simply the AIOC's oil operations or British national pride. U.S. officials saw the
oil dispute as a potentially destabilizing force in Iran--and perhaps throughout the entire
Middle East--that could lead to communist advances and provide the Soviets with an inroad
to the oil-rich Persian Gulf. As the only direct land barrier between the Soviet Union and the
gulf, Iran served as a vital link in the Western security chain; Soviet control of its territory
would make the defense of Greece, Turkey, and the eastern Mediterranean all but
impossible. Compounding Iran's importance were its rich oil reserves, which U.S. officials
considered vital to the reconstruction and rearmament of Western Europe. Loss of these
reserves would have dire consequences. In the short term, it would create serious shortages
of aviation gasoline and other fuels needed for the military effort in Korea and raise the
specter of civilian rationing in the United States and throughout the West. In the long term,
it might compromise the West's ability to fight a protracted war with the Soviets, force
augmentation of its military establishments, and result in an expansion of Soviet military
bases in the Middle East.”"

As this delineation of U.S. concerns makes clear, officials in the State Department
were concerned first and foremost about the Cold War implications of the oil crisis. Their
concerns led gradually to a greater U.S. role in seeking a negotiated oil settlement that would
restore oil revenues to the Iranian government before it collapsed internally or surrendered to
communism, both eventualities that U.S. officials believed much more likely to occur than
was actually the case. U.S. fears about Iran's financial condition stemmed from the boycott
instituted by the ATIOC to prevent any oil company from trafficking in nationalized, or what
the company described as "stolen," Iranian oil. After the international oil giants refused to
purchase Iran's oil, Iran's exports had ground to a virtual halt in the summer of 1951, creating
revenue and foreign exchange problems for the Mossadeq government and preventing it
from reaping the benefits of oil nationalization.”? To restore stability in Iran and thereby
prevent the nation's fall to communism, the Truman administration sent Averell Harriman to
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Iran in the summer of 1951; it conducted bilateral negotiations with Prime Minister
Mossadeq that autumn; and it spearheaded an effort by the International Bank for
Reconstruction and Development to reach a settlement in early 19522 None of these efforts
succeeded, though all revealed the U.S. determination to reach a settlement before Iran
collapsed and the Cold War possibility of Soviet expansion became a reality. What the
United States was seeking in all of these initiatives was not a settlement that restored the
AIOC to Iran, but one that recognized Iran's right to nationalization, a right U.S.
policymakers supported. As U.S. officials tried to make clear, especially early on in the
crisis, the AIOC would have to face the reality of Iran's nationalization before a settlement
could be reached.?*

More than different positions regarding the legality of Iranian nationalization
separated the governments in Washington and London. American and British policymakers
also butted heads when it came to the legitimacy of Iranian nationalism. As we have seen,
British officials discounted the depth and staying power of Iranian nationalism and sought to
crush that nationalism through brute economic force, namely through the boycott of Iranian
oil sales, which reduced Iran's oil exports to merely a fraction of their former level and
forced Mossadeq's government to institute austerity and income generation schemes that did
not prove universally acceptable to the Iranian people.*® They sought "to smoke the Persians
out,” to "let [them] stew" in their own oil while the economic realities of the situation sunk
in.2® American policymakers thought differently (at least initially). For them, nationalism, in
Iran and throughout the oil-producing world, was a powerful and legitimate force that
demanded generous and creative policies if Western access to valuable oil supplies was to be
preserved. Iranian calls for higher royalties and other improvements in its contract with the
AJOC were legitimate, and British refusal to recognize this legitimacy could lead only to
disaster. Recognition of these realities had motivated ARAMCO's fifty-fifty agreement with
Saudi Arabia; refusal to see them and adopt a generous policy led to prolonged stalemate in
Iran and eventual loss of the AIOC's exclusive control of Iranian oil >’

If the lack of American support for Britain's position in Iran yielded tirades and
emotion-laden outbursts, the lack of British flexibility forced much the same response from
American policymakers. Early on in the dispute, Assistant Secretary of State for Near
Eastern and African Affairs George C. McGhee countered the AIOC's protestations that
financial concessions to the Iranians would be too expensive with angry warnings that greed
would lead only to disaster. The company, he noted, could protest all it wanted that
concessions to the Iranians would leave them with "nothing in the till,"" but he had read the
AJOC's financial reports and knew that the company's "profits were still far from
disappearing."*® Secretary of State Acheson came to believe that the new Conservative
government of Winston Churchill and Anthony Eden was "out of touch with the world of
1951" and unlikely to advance any constructive ideas on the oil question.? And he and
other U.S. policymakers were deeply concerned about the potentially dire consequences of
what they perceived as British intransigence and London's growing insistence on U.S.
support for policies Washington believed to be shortsighted and unwise. By "sitting tight"
and allowing Iran to drift toward communism, Acheson claimed, the United States and Great
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Britain "would be like two people locked in loving embrace in a rowboat about to go over
Niagara Falls." To avert disaster, the two nations "should break the embrace and take to the
oars." If they remained united behind a rigid, no-compromise policy in Iran, communist
collapse was inevitable.”

Despite the rancorous disputes that characterized Anglo-American relations during
the Iranian dispute, the two nations ultimately came together in a common policy that
sacrificed Iranian nationalism to Western interests and allowed the AIOC to maintain a
moderate presence in the Iranian oil industry. For all of the State Department's criticism of
the British position in Iran and all of its purported support for the principle of Iranian
nationalism, in the end, Cold War considerations took precedence. American policy was
initially based on the belief that dealing generously with the Iranians offered the best hope of
attaining an oil settlement that preserved Iran's Western orientation and prevented it from
falling to communism. As the crisis dragged on, however, Washington's determination to
protect Iran from communism, its commitments in other parts of the world (most notably to
the reconstruction of Western Europe and to the war effort in Korea), and its growing global
partnership with London led it to identify more closely with the British position, even if this
meant abandoning Iran's nationalist ambitions in the process.”’

At the same time, U.S. officials believed by the summer of 1953 that Iran's internal
situation was deteriorating to the point of crisis. They feared that the prolonged economic
difficulties generated by the British boycott of oil sales had fueled extensive domestic
opposition to Prime Minister Mossadeq. Reports from U.S. diplomats in Tehran were a
mixed bag, on the one hand lauding the government's success in meeting the challenges
posed by the British boycott but on the other warning that Iran could not long survive the
economic dislocation caused by the oil crisis. Such information was cause for alarm to high-
ranking foreign policymakers, who feared Iran's imminent collapse to communism, not so
much as a result of a direct Soviet assault or invasion but due to prolonged economic
instability. As Secretary of State Acheson had warned earlier in a sentiment that still held
true in the summer of 1953, the situation in Iran "might have been devised by Karl Marx
himself," and unless changes were made, disaster was imminent.>* U.S. officials were also
worried about what they considered to be Mossadeq's escalating efforts to assume total
control over Iran's domestic affairs. In July 1952, he had won Majlis approval of virtually
total control over Iran's economic and domestic policies; these powers had been renewed for
another year in early 1953. In July 1953 he had effectively dissolved the legislature, which
he believed (quite rightly, as it turned out) to contain a number of individuals in the employ
of the British government, by securing the resignations of his supporters and thereby leaving
the Majlis without a quorum. And the following month, he put his actions to a national
referendum--widely recognized as rigged--in which an astonishing 99.9 percent of the voters
affirmed his handling of the nation's affairs.”> Mossadeq may have viewed his assumption
of extraordinary economic powers as justified and even necessitated by the nation's domestic
difficulties and the referendum, imperfect as it was, as his only way of combating internal
enemies and external subversion, particularly by the British, who had been working for years
to bring his government down.”* But U.S. policymakers viewed them as proof positive that
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Mossadeq was leading Iran down the road to communist totalitarianism. Officials in the
Eisenhower administration finally came to see Mossadeq as a threat to Western control over
Iran's vital natural resources; to protect those resources, Mossadeq had to be removed from
office, a feat that was finally accomplished in August 1953 As the unfolding course of
U.S. involvement in the Iranian oil dispute makes clear, Washington moved from
recognition and support of the validity of Iranian nationalism to abandoning that nationalism
in favor of Cold War preoccupations. And in the process, it moved closer to the position
advanced consistently by the British--that Iranian efforts to control their own oil industry had
to be opposed.

Although the United States and Great Britain ultimately came around to the same
policy in Iran, they did so for different reasons. U.S. officials remained primarily concerned
with the Cold War implications of the oil crisis. Their concern about preventing a
communist takeover in Iran remained constant, even if their preferred strategy for preventing
such a takeover changed, moving from assuaging Iranian nationalism through a generous oil
policy to suppressing that nationalism through covert action against Mossadeq's government.
British policymakers remained firmly opposed to Iranian nationalism throughout, rejected
compromise with Mossadeq, and insisted that giving in would only encourage the Iranians
and others to move against other Western interests. When faced with what they considered
to be the real possibility of a communist takeover in Iran, officials in the Eisenhower
administration sided with the British in thwarting Iranian nationalism in the name of
anticommunism. They moved full circle from the U.S. position in 1950 of advocating
generosity when it came to Iranian demands to a hard-line position of true alliance with the
British. However acrimonious Anglo-American relations during the early days of the
Iranian nationalization crisis might have been, the differences between Iondon and
Washington finally gave way to a unified policy that served both sides' interests--at least in

the short term.
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