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SUBJECT: U.S.-Iraqi Relations: Picking Up the Pieces g?
ISSUE FOR DECISION M
Whether to authorize certain next steps in U.S.-Iraqi B

relations.

IS

BACKGROUND

U.S.-Iraqi relations are in crisis, with potentially :
serious consequences for U.S. standing in the Gulf region and |
U.S. policy on counterterrorism. Saddam Hussein's letter of
November 18 to President Reagan is a measure of the intense
anger and sense of betrayal felt by the Iraqis. Unfortunately,
though the equipment transferred to Iran from U.S. stocks was
limited in type and amount, it is difficult to refute the
Iragis' underlying accusation -- that the U.S. has armed Iran
to kill Iraqis, and that the action may well have spurred . !
others to sell to Tehran. e

their public comments on U.S. arms transfers to Iran. They L -
have clearly been waiting to see how the controversy in the A
U.S. will play out, hoping to turn events to their advantage.

However, press commentary in Yraq is becoming shriller, and =

senior Iraqi officials have begun referring regularly to a ' .
"U.S.-Zionist-Persian conspiracy" against the Arabs. We have : 3

So far, the Iragis have shown considerable restraint in . }

also received indications that Iraqi officials identified with
the reestablishment of relations With the U.S., especially FM
Aziz, may be at serious risk inside the regime.

We should move to retrieve our influence with Iraq on
terrorism and other crucial issues. We should not -- and given
Congressional opposition, we could not -- move away from our
policy of neutrality in tne Gulf war opv nrovidrnc arms to
Irag. Nevertreless, there ar-2> us:ful op.iuLs ¢pen tc us within
our established peolicy. d
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Exim

Irag continues to face serious financial difficulties,
which have forced it to pressure many official creditors into
rescheduling loan payments. Despite that, the Iragis have
singled out debts to the U.S. for payment, keeping their
account with USDA current, settling a debt with American

Express at our urging, and eliminating arrearages on
Exim-insured L/Cs.

We believe Exim should consider resuming short-term
insurance cover in recognition of the Iraqgis® forthcoming
attitude toward U.S. accounts.” While these new facilities are .
likely to be relatively small, they would be_a powerfnl - Bg/
political signal of U,.S, confidence in Iraq's future. \ ;
"

Last summer, the Secretary decided not to intervene with
Exim to urge a more open credit policy toward Iraq, in part

ST Tionce it onin o otherombre pressinpcarte,  Howe

i i i e pressing—eeoses, However, in
light of changed iﬁfﬁiﬁ:ﬁznces, we suggest that you telephone
Exim Board Chairm o invite him and other interested

Exim Directors to the Department for a discussion and briefing \Q\

chaired by you and including representatives from E, EB, and
NEA. '

B 3

U.S. High-Tech Exports

american high technology is important to the Iraqis, and
U.S. companies have sold a few civilian high-tech items to Iraqg
for civilian use. Unfortunately, despite our stated policy of
encouraging U.S. business in Irag, we have not been reliable /.
suppliers of high-tech equipment. %l)
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The NSZ inZurmilly agre23 last summcr to revizw th?
interagencv disnnters .over specific licenses for [rag, vut has
never taken action. We recommend that you press the NSC to
review Commerce licenses long pending for Iraq and to mandate a
decision on them by the end of the year. /
!

Munitions List Items: Changes Inadvisable for Now

Twice in the last month, K{fg Huissein has resurrected the
issue of U.S. counterbattery radar (TPQ-37) for the Iraqis. We
reviewed the possibility of authorizing transfer of the TPQ-37
earlier this year and decided against, partly because, in the

judgment of the intelligence community, the equipment would
make only a very limited contribution to Iraq's military
capability. v
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RECOMMENDATIONS:

1) That you telephone Exim Chairman Bohn to invite him and
other interested Exim Directors to the Department for a
briefing on Iraq to be chairted by you.

€ will new S“"{Q‘/f
{QEY/— Approve Disapprove

2) That you telephone Dr. Keel to press for an NSC review
of the interagency process on Commerce license applications for
Iraq, with the goal of resolving long-pending license requests
for Iragq by the end of this year,

W~

3) That you reaffirm our policy of not providing munitions
list items to either side in the Gulf war, except in very
special circumstances, such as protection of a head of state.

L
A /g QJL
pprove i B T
(} D\)"Aﬁ!{r '(fﬁ,‘(‘/v

Approve Disapprove

Disapprove

"I would like to see a
more thorough analysis
of pros and cons of
responding to King
Hussein's limited
proposal.”
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. FROM: NEA - Rictaré W. Murphy

SUBJECT: v.S.-Iragi Relations: Picking Up the Pieces

JSSUE FCE DES:SION

Whether to authorize certain next $teps in UV.S.=1raci
relations.

BACKGROUND »

U.S.-Iragi relations aze in ceisis, with potentially
serious conseguences for U.S. standing in the Gulf{ region and
U.S. pclicy en counterterroriss. Sacdar Hussein's letter ¢
Noverter 18 to President Reagan is a measure of the intense
enger and sense of perraval felt by the Iragis. tnfortunately,
though the eguipoent transfezted to lran from U.S. stocks was
eppazently licited in type and amount, it is ¢ifficult to

_sefute the Iragis' underlyling accusasion -- that the U,S. has
arced iran to kill Iragis.

so far, the Iragis have ghovrn considerable restraint in -
their public conzents on U.S. arms transfers to Jran. They '
have clearly been waiting to see how the controversy in the
U.S. will play ovt, hoping to tuIikn events to their advantage.
Eovever, press commentary in Iraq {s beconing shriller, and
senior Yragi officials have begqun referring regularly to & -
*y.S.-Israeli-Pezsian conspiracy® against the Arabs. We have
also received indications that Iraqi officials {dentified with
the reestablishment of relations with tte U.S., especially FH
Aziz, are at serious zrisk inside the reginme,

1f we are to getrieve our {nfluence vith Iraq od terzoriscs
and otber crucial §ssues, ve must act quickly. At the sane -
time, we need to show steadiness of purpose to restore
credibility ‘to our policy {n the Gulf. We should not == and
given Congressional opposition, we could not =- move avay froz
our policy of neutrality in the Gulf war by providing ares to
Irag. Nevertheless, there are useful options open to uS within
our established policy.
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Despfte-thit:‘the':kaﬁii"bave gingled out debts to the U.S. for
peyment, keeping thelr account with USDA curzent, settling a
debt with Ape;;can.zxp:gss at our. urging. and gligiqqt;ng\_. AR
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NEA believes Exim shovld consider resuming short-tern
credits in recognition of the Iragis' forthcomring attitude
toward-U.5S. lccountsa-'aesides'theit financial value, nev
credits fol irag -would be 3 powerful political signal of v.S.

confidence in Irag's future.

Last sumraer, you decided that you vould not intervene with
Exic to urge & more open Txim policy toward Irag, in part
because of concerd that the Department pight dilute its
influence with Exim on -other more pressing cases. 1n light of
zecent developnents, NEA ‘suggests that you reconsider that
decision, authorizing U/S Armacost to telephone Exim Board
Chairman Bohn with a §LIONG recommendation that £xim begin
considecing at least gshort-term crecit applications froz U.S.
firps dcing business in Irag.

U.S. Eich-Tech TyDorss

american bigh technology is important to the 1ragis, ant
r.S. companies have sold a fewv civilian high-tech items to Irag
fer civilian use. getordinetery, despite oul stated policy of
encouraging U.S. business in Irag., we have not been reliable
suppliers of high-tech equipment.

The CornmeIce pepartment has frequently delayed o blocked
1izenses for such sales b of pressure {108 DD, which hes
e;?éeesedﬁconce:nﬁ’about technology cransferi€ia¥the judgment
of the intelligence compunity as 3 whole, DOD's conceIns are
exaggerateda Jn practice, they have meant jost sales for U.S.
cor.panies andfa constant {rritant in U.S.-1ragi relations...The
KsC info:mally/agreed jast summer to review this dispute amOng
state, DOD, apd Commeice, but has never taken appropriate
aczsion, NEA ecomnmends that you authorize U/S Arpacost to
press the RgC to geviev CommelcCe licenses long pending for Ilrag
and to mandate a decision on then by the end - of the yeal.
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RECOMMENDATICNS:

1) That you authorize U/S Armacost to telephone Exinm
Chairman Bokn to emphasize the Department's interest in renewed
credits for Iraq.

hpprbv;

Disapprove
2) That you authorize U/S Armacost to press the NSC for
reviev of the interagency process on Commerce license

applications for Iraqg, wvith the goazl of resolving long=-pending
license reguests by the end of the year,

_ApPprove Disapprove
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