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FOREWORD

On April 21, 1997, AICGS organized a conference on German and
Americanrelationswithlran. Thisprogramwasthesecondinour continuing
serieson German and American Interests: Prioritiesand Policies, which
examinesissuesof common concernto Germany and theUnited States. Given
theconstant changeand unpredictability of global politicstoday, the German-
American gtrategic partnership requiresacl ear and objective understanding of
how their goals, policiesandinterestscoincideor diverge on specificissues.
With this series, AICGS seeks to provide a forum for reaching this
understanding.

Thisconferencewasorganizedin cooperationwiththe TrialogueProgram
of the Paul H. Nitze School of Advanced International Studiesat the Johns
HopkinsUniversity and brought together German and American expertsand
policy officia sfor anexchangeof viewsand anayses. Dr. Peter Rudolf of the
Foundationfor Scienceand Policy in Ebenhausen, Germany, and Dr. Geoffrey
Kemp, Director of Regional Strategic Programsat theNixon Center for Peace
and Freedom in Washington D.C., presented and later revised the papers
which make up this publication. Dr. Klaus-Peter Klaiber, Head of Policy
Planning in the German Foreign Office, and Michelle Dunn of the Policy
Planning Division in the U.S. State Department commented on the
presentations.

Discussion throughout the seminar focused on determining the most
effectivemeasuresto achieveameaningful didoguewith Iran. While Germany
anditsEuropean Union partnershave pursued apolicy of “critical dialogue”
withIran, the United Stateshasfoll owed apolicy of isolationand containment
through theimplementati on of economic boycotts. The American perspectives
focused ontheneedfor penaltiesto beimposed onIranfor “wrong” behavior,
forcing them to accept the consequencesof their choices.
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Germany anditsEuropean partnersarguethat Iran, withapopulationof 70
millionpeople, hdf of whom arefifteenyearsor younger, istoolargeacountry
toignore. Also, althoughit hasaweak economic base, Iran holdsten percent
of theworld’ soil reservesand hasastrong potential for leadershipinthe Gulf,
makingitsroleintheregionvita. TheEuropeandlieshavethussoughttobring
about reforminlranthrough constructiveinteraction.

Thechancethat the European Union (EU) will jointheU.S. andimpose
sanctionson Irangppearslimited, however, and without aunanimousEuropean
approach, Germany seessanctionsasfutile. Theonly way Germany andthe
other EU nationswould consider sanctionsnow isif they areimposed by the
United Nations, but this remains an unlikely prospect. Russia, Japan and
Turkey recently signed trade contractsworth severa billiondollarswithIran,
indicatingtheir preferencefor tradewith Iranrather than sanctionsagainstit.
Thus, sanctionsremainfragileand easy tocircumvent for Iran, whichisgtill one
of themost desired trading partnersinthe Gulf.

Thedilemmaof dedingwithIran necesstatesaclearer understanding of the
domestic and foreign policy dimensionsfor both Germany and the United
States. Thetwoforeignpoliciesderivefromvery different perceptionsof Iran.
TheUnited Statesemphasizesthedangersof nuclear proliferationandlran’s
attemptsto producewegponsof massdestruction, and call sfor harshmeasures
and sanctions. Germany, meanwhile, underscoresthepotentia influencethat
Iran could have as a regiona power in the Persian Gulf, and attempts
cooperationrather than coercion.

Accordingto Peter Rudolf, American and German self-perceptionliesat
therootsof thesedivergent viewpointsof Iran. Wherethe United Statessees
itself asa“ national security state,” Germany consdersitself a“trading state.”
Geoffrey Kempnoted that hefindsthese outl ooksdisturbing and fearsthat they
couldleadtoadeep division between AmericaanditsEuropeanaliesonmore
than just thelranissue “ Theattitudeof European countries—that Americawill
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takecareof themilitary issuesand we can do thetrade—isdangerousfor the
overall security of theworld-market.”

Whether the European critical engagement or the American critical
isolation has been more effective in dealing with Iran remains a subject of
contentious transatl antic debate. The gap between German and American
perspectives toward Iran may have closed somewhat in the wake of the
Mykonostria verdictin April of thisyear.! Thelranianreactiontotheverdict
caused Germany and other European Union nations to withdraw their
ambassadors from Iran for a period of time. There remains, however,
significant disagreement between EuropeandtheU.S. ontheuseof boycotts
and extraterritorial measurestoinfluencelran. Atthesametime, theel ection of
President Khatami in Tehran may lead to new opportunities to engage in
dialogue with Iran. Both sides are able to provide a clear and convincing
rationalefor their actions, clouding theissuefurther.

Geoffrey Kemp statedthat itisnecessary to concelveof new kindsof sticks
and carrotsthat take into account the concerns and needs of the European
Unionand also achievetheU.S. goal of containment. A combination of the
EU’sand U.S." spolicieswould beauseful framework, wheretheU.S. hasa
lot of sticksbut might providemore carrotsand the Europeanscouldwield
morepressure.

Toaccomplishsuchajoint policy ventureitisfirst necessary toagreeon
benchmarks, which would both define the policy goals and measure their
success. For thesebenchmarksathree-part agendaof minimum compliance
wassuggested. First, Iran shouldrecognizethestateof |srael andnot provide
support and funding for radical terrorist groups. Secondly, it should obey
international laws and stop its attempts to develop weapons of mass
destruction. Andfindly, it should permit moreunannounced on-Siteingpections
of itsnuclear facilitiesby United Nationsobservers.

Whatever the method used, it is clear that Germany, in the context of
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Europe, andtheUnited Statesmust coordinatetheir policiesinorder toachieve
an outcome which most effectively fulfillstheinterestsof all parties. This
coordinationwould a so serveto minimizetheimpact of domestic politicson
foreign policy choices. A critical dialogue between Europe and the United
Statesthusremainsanimportant dimensionindealingwithran.
Wearegrateful to the German Marshall Fund of the United Statesand
LufthansaGerman Airlines for their support of thisprogram.

Jackson Janes
ExecutiveDirector June 1997

*

On April 10, four menwerefound guilty by aGerman court for the 1992 killing
of threeKurdish dissidentsand their translator at the Mykonosrestaurantin Berlin. As
part of the verdict, the court found that the highest levels of Iran’s Islamic
fundamentalist government gave ordersto carry out the gangland-style slaying. This
wasthefirst timelran’ stop leadership had been directly linked to thekilling of Iranian
dissidents by a Western court.
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MANAGING STRATEGICDIVERGENCE: GERMAN-
AMERICAN CONFLICT OVERPOLICY TOWARDSIRAN

Peter Rudolf

Nowhereisthedivergenceof foreign policy strategiesbetweenthe United
Statesand Germany greater thaninthecaseof Iran. For domesticreasons, the
United Statesseemsto beadmost frozenintoapolicy of containingandisolating
Iran, dthoughwithintheClinton Adminigtration, theprocessof reviewing policy
towards Iran seems to have begun very, very cautiously. Even after the
Mykonos verdict Germany mentally clings to a policy of constructive
engagement, once called “critical dialogue,” then renamed into apolicy of
“activeinfluence” (aktive Einwirkung), now temporarily suspended andin
completedisarray.

Thetwo strategi c perspectiveshaverather peacefully coexisted for some
time, occasiondly colliding, sometimescresting theimpression of adivison of
labor inthewestern gpproach towardsliran.* For quiteawhile, Germany could
claimthat the American policy lacked credibility, snceU.S. ail corporations
wereallowedto sall Iranian oil—not inthe United Statesbut abroad. Asthe
Clinton Administration—pressured by Congress—closed thisloopholeinMay
1995 and expanded sanctionsto acompletetradeembargo, the United States
could morecredibly call upon Germany to changeitspolicy. Andwhenthe
Clinton Administration caved into pressure by Congress and accepted the
extraterritorial thrust of the* Iranand LibyaSanctionsAct,” thetransatlantic
conflict wasboundto erupt.

But al the controversy about the certainly annoying, but hardly new
extraterritorid outreachof American sanctionlegidationtendstoobfuscatethe
real problemthat Iran posesfor German-Americanrelations: how to manage
diverging and deeply rooted strategic approachesinaway sothat, ontheone
hand, strainsinthetransatl antic rel ationship can beminimized and, ontheother
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hand, the desired effects upon Iran be better reached than in the current
gtuation. Canthestrengthsof both approachesbecombinedinsuchaway that
conceptual weaknessesand transatlantic frictionsmight bereduced? | think
that the answer is“yes.” What is currently needed is a sober transatlantic
dia ogueabout acoordinated strategy towards|ran: adialoguethat requiresthe
sef-critica willingnessto questiontheassumptionsandillusonsthediverging
approacheson both sidesof the Atlanticrest upon.

The Roots of Diverging Policies

Thereisnolack of factorsthat explainwhy Germany andtheUnited States
pursuediverging approachesindealingwith Iran.? German-lranianrelations
havetraditionaly beenfriendly—at timesby far toofriendly. German-Iranian
relations lack the traumatic events which have negatively shaped the
rel ationship between Washington and Tehran. Whereasinthe United States
Iranispredominantly perceived asoneof the“roguenations,” theprevailing
German view is quite different: Iran is considered to be aregional power
essential toregiona stability inthePersian Gulf region.

Butinmy view, mostimportant aretheingtitutional andideol ogica rootsof
diverging strategiestowardsiran. Toexaggerateonly abit: TheUnited States
fundamentaly remainsa” Nationa Security State,” Germany a“ Trading State”
For sure, economicinterestshaveawayshad aprominent placein American
foreign policy, and their importance has increased under the Clinton
Adminigration. But wheneconomicand security interestsclash, theimperative
of nationd security usudly prevails, sometimesevenmoresoin Congress. And
thisisespecidly truein the Persian Gulf region wherethe strategy of “ dual
containment” impliesthat the United States actsasthe solebal ancing power 2
Germany, however, can still be characterized asa® Trading State,” withits
Security outl ook traditionally focused on Europe, athough Germany drastically
reformed itsexport control policiesunder American pressureand now applies
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rather tight controls on itemswhich can be used for the devel opment and
production of weaponsof massdestructionand missiles. Fromthe American
point of view, these controlsmight not betight enough, asrather clumsy CIA
effortsto obtaininformation on Germanfirmsexporting hightechnology tolran
seemtoindicate.*

Whileeconomic sanctionshavebeenafavoriteforeign policy ingrumentin
theUnited States—indeed theinstrument of choice—sancetheearly daysof the
republic, in Germany thereisawidely shared belief that trade contributesto
reducinginternational tensionsand that tradeembargoesareineffective. In
addition, different lessons have been drawn from the end of the East-West
conflict. IntheUnited States, theend of the Cold War iswidely perceivedto
beasuccessof containment and ahardlineapproach. Intheprevailingview
inGermany, theend of theconflict wasrather aresult of détenteand Ostpolitik.

Evenif Germany had noeconomicinterestsinlran, theapproachwould be
differentfromthe Americanone. Economicinterestshavecertainly contributed
to Germany’ sinclinationtowardsa® soft” gpproach, but they canhardly explain
why the German government clings so much to itsold policy. Economic
interests are not paramount, but they do play a role athough the trade
relationship hasreached alow point:®> From 8 billion DM in 1992, German
exportsinto Iranfell to 2.34 billionin 1995, and 2.2 billionin 1996. Imports
fromlranamountedto 1.1 billionlast year. Amongthe 200 countrieshaving
atraderelationship with Germany, Iran ranksin position 45 with respect to
exports, andinpostion49withregardtoimports. Gonearethedayswhenlran
wasoneof Germany”smagjor trading partnersoutsideof Europe. Butfor Iran,
Germany isstill among themost important trading partners; fifteen percent of
Iranianimportsstemfrom Germany.

German exportsto Iranwill not risequickly. New public (Hermes) export
credit guaranteeswere not in sight even before the Mykonosverdict. The
German government did not want to provokethe United Statesagain asin
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February 1995when—for thefirst timeafter thewar betweenIranand Irag—
Hermescreditsup to 150 million DM were extended following agreements
about rescheduling Iranian debts. The total risks from Hermes credit
guaranteesamountedto 6to 7 billionDM infall 1996, for whichthe German
government would haveto compensate German banksandfirmsif Iran stopped
paying off itsdebts. Thenumber seemsto havegonedownto5.15hillionin
Spring 1997. Inaddition, therearebetween 1to 2 billion DM in outstanding
bank creditsnot covered by official credit guarantees. And Iran hasgoneto
great lengthstorepay itsdebts. And occasionaly ittriestolureGermanfirms
withthepromiseof attractivedeal swhich sofar havenot yet materiaized. But
intheview of Germanindugtry, Iranremainsapotentialy attractivemarket. All
indl, 169 Germanfirmsarecurrently representedinIran, with directinvestment
beingvery low (accordingtoofficid figures: 31 millionin1994), actualy much
lower thanIranianinvestmentin Germany (inearly 1995: 1.378billion, upfrom
645millionin1992). By theway, German firmsdo not have any substantial
investment inthelranian energy sector—thesort of investment targeted by the
“Iranand LibyaSanctionsAct.” Allinal: Ineconomicterms, Germany ismore
important to Iran than Iran to Germany. This should give Germany some
political leverage.

Thus, thereisan economic dimensiontothe German-Iranianrelationship.
But economicinterestscannot fully account for why Germany hasadheredto
apolicy somuchcriticizedintheUnited States. Andeconomicinterestsdo not
explanwhy engagementisthewidely preferred approachinthe German debate
about dealingwithIran.

Thedomestic consensusinfavor of engagement hasnot covered thefull
spectrumof officid rdationswithlran, especialy notthecloserdationshipwith
thelranianintelligenceservice, which seemedtoexist until,inMarch 1996, a
federal court issued an arrest warrant for the chief of Iranian intelligence,
implicatinghimintheMykonoscase. But despitesomeoccasiond callsinthe

@



|| T © HTE N s

Challengesfor German and American Foreign Policy

Bundestag to break off diplomaticrelationsinthecourseof theMykonostria
and degth threatsagainst German prosecutorsby thelranianclergy, evenmany
Germancriticsbelieveinthepotentid vaueof engaging Iranand havenot caled
forjoining the United Statesinimposing severesanctions.®

For example, Social Democratic membersof theBundestag put off along-
plannedtripto Tehranin February 1997 asareactionto the persecution of the
Iranian literary editor Faradsch Sarkuhi, who seemsto have becomevictim of
aplot, accused of spyingfor Germany and France. Butingenera, onewants
tokeeptakingwiththelraniangovernment. Eventhe Green Party, whichhas
beenfor quitesometimevery critical of German policy towardslran, doesnot
favor an American-stylepolicy of isolation.

Theinitid reactionin Germany totheMykonosverdict reflected thesebasic
attitudes. Membersof Parliament called for suspendingthe“ critical dialogue’
andfor reviewing current policy, but againgt breaking off diplomaticrelaions.”
Thefirst debateinthe Bundestag on policy towards|ran after the Mykonos
verdict clearly showed thebroad bipartisan sentiment that the* criticad didogue’
hasfailed—in contrast totheposition of Foreign Minister KlausKinkel, whose
resignationwasdemanded by thespokesman of the Greenparty .2 Themgjority
of the Bundestag asked thegovernment toreview relationswith Iranandto
develop anew concept together with the other members of the EU. The
German parliament supportsmaintaining relationswith Iran, but at aminimum
level aslong aslran doesnot changeitsbehavior.

Evaluating DivergingPolicies

Thetransatlantic differencein perspectiveonhow toded with Iranwill not
goaway dthoughthegap might benarrowing. TheUnited Statesand Germany
areprisonersof thepast, both shareillus onsabout theeffect of their respective
srategies.® Initsmixtureof economicinterestsand historicaly shaped strategic
preferencesthe German gpproach will continueto differ fromthe American—
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not so much with respect to thedesired endsbut with respect to the preferred
meansand theunderlying assumptions.

Both Germany and the United States seek toinduce changesin Iranian
behavior and have clearly articulated what they expect from Iran as a
precondition of improving relations. The Germanist of expectations—quite
similar tothe American one—includesapositiveattitudetowardstheMiddle
East peace process, implementati on of thecommitment madetothe EU not to
sponsor terrorism in the Middle East, improvements in the human rights
situation, and ahalt to all intelligence activitiesthat threaten Iraniansliving
abroad.’?

Surprisingly, nuclear proliferationismissngonthislist. Fromtheofficia
German point of view, aspresented to the German Parliament last year, there
hasbeen no concreteevidencethat Iranisengagedinnuclear activitiesthat run
counter toitsobligationsunder the Nonproliferation Treaty.* Inanarrow
sense, thismight still betrue sincethelranian nuclear program seemstobein
anearly phase, with no secret or unsafeguardedingtd|ationsdready inthestage
of pilot projects, at least to publicly availableinformation.*? But thefact that
despiteintelligencereportsto the contrary the German government publicly
tendsto downplay thenuclear issueisquitepuzzling.

Butitisatthelevel of preferredinstrumentswhere Germany and United
Statesredlly part company indealingwith Iran. German policy restsuponthe
assumptionthat [ranianbehavior can beinfluenced through communication (for
exampl e, through common human rights seminars) and throughincentives
within an approach that can be characterized asdiffuselinkage: Thefurther
improvement of German-Iranianre ationshasbeen linked with Teheran' sliving
up to thea ready mentioned expectations, not only inword butindeeds. This
linkageisdiffusebecauseneather theincentiveshave been—at least publicly—
spelled out nor specific changesin I ranian behavior havebeen coupled with
specificincentives. Iranhastofulfill asmany expectationsaspossible, then
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Germany offersunspecified progress. Thetimeframefor Iranianconcession
remainsopen. Thethreat of sanctionshasbeen missing completely.

Supportersof constructive engagement intheforeign policy community
point out that onebas cassumptiondiffersfromthe Americanone: Whereasthe
United Statesseemsto havegivenup on effortsat strengthening moderatesin
their politica strugglewithextremigsinlran, Germanpolicy still reckonswith
different political forcesinIran. For proponentsof the® critical dialogue’, this
policy amsat persuading moderatesinIranthat achangeinpolicyisinlran’s
basic self-interest.® Theassumption that Iranian moderatesstill needto be
convinced that terrorism hampers devel oping relations with the West may
soundabit strange. But supportersof the“ critical dialogue’ do haveapoint:
K eeping openlinesof communicationforcesthelranianpoliticd eitetofacethe
issuesunacceptableto the West.

But evenmost supportersof the* critical dialogue’ will concedethat the
policy hasnot ledtoany redlly substantia results. But thesameholdstruefor
the American gpproach. AsMadeleneAlbright putitsmilingly onher firsttrip
to Europe: “ Of course, our critical slencedoesn’t seemto haveaccomplished
that much either.” 4

Thus, thedisputerevol vesaround thequestionwhich strategy promisesthe
best chance of bringing about the desired results. From the beginning, the
German approach haslacked any perspectivein casethat Iranwill only make
minima concessions. Sincefdl lagt yeer it hasbeenindisarray dthough officidly
the German government stuck toitslineuntil theMykonosverdict, usingthe
endorsement of the European Unionin 1992 assomesort of cover.> Andthe
reactiontotheMykonosverdict—expelling four Iraniandiplomats, recalling
the German ambassador (whoserather quick returnwasblocked by thelranian
government), and—together with other membersof the EU—suspendingthe
“critical dialogue”’—do not amount to adrastic response, which, of course,
could haveprovoked hostilelranianreactions. Sincetheprotest demonstration
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at theGermanembassy in Tehranlast November, thefate of themorethan 500
GermansinIranhasbeenonthemindsof policymakersinBonn.* Whether the
Germangovernmentwill takefurther stepsafter acooling-down periodremains
tobeseen. A morethan symbolicreactioncouldincludestriking at thehighly
developed Iranian intelligence network in Germany, which amountsto an
internal security threat.t” But basicaly the Germanforeign ministry will try toput
off any fundamenta reorientation of relaionswith Iran. Andincontrasttosome
other areasof foreign policy withahighinvolvement of thechancellor’ soffice,
policy towards|ran hasmainly been left to the domain of Foreign Minister
Kinke.

With German policy towardslraninbroken pieces, thequestionis: Will the
American approach bemore successful ? Although the shift toward astrict
policy of containment and sanctionshasbeentheresult of domestic paliticsin
the United States, there is some strategic logic to a policy of economic
sanctions. Intheshort term, they reducemoney availablefor “rogueactivities;”
inthelong term, they might contributetoinducing changesin Iranian behavior,
asproponentsof sanctionsbelieve.’® Implicitly, economic sanctionsagainst
Iran seem to rest on the rational actor model of economic sanctions.*®
According tothismodel, sanctionswill increasethe economic and political
costsfor the Iranian government to apoint whereit will make concessions
driven by therationa interestinmaintainingitspower. Economically, Iran’s
vulnerability liesin the energy sector, and American sanctionsthustry to
undercut Iran’s long-term energy strategy which rests upon increasing
exports.®

But astheempirical record on economic sanctionsdemonstrates, even
economically very effective sanctions do not necessarily yield the desired
politica effects.® Instead, they may lead tothe“rally around theflag effect,”
thusplayingintothehandsof thosegroupsinIranthat insrumentaizetheconflict
withtheWest for their own purposes. Intheend, wehaveto beagnostic about
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thelong-term effectsof sanctions. Asked by Congresswhether sanctionsare
likely toinfluencelran’ shehavior over thenext threeyears, the CI A responded
inMay 1996: “ Eveninthe case of broad multilateral support for sanctions
against Iran, however, Tehran would not necessarily ater its policies or
behavior, inour judgment.”#

Elementsof aCoordinated Strategy

A sober evauation of the diverging strategies and their probably very
limitedimpact on Iranisneeded on both sidesof the Atlantic. Wesmply lack
sufficient knowledge based upon past experiencesto convincingly answer the
guestion of how to reformand moderate* rogueregimes.”? Both sideswould
haveto questiontheideol ogica eementsintheir policy towardslran: Germany
itsgeneral distaste of economic sanctionsand theunfounded reiteration that
they will not work, sincesometimesthey dowork; theUnited Statesitsalmost
traumaticfixationon lranas”publicenemy No.1.”*

Any discussion about an appropriate strategy remainsin the realm of
plausible speculation. Intheend, adivision of labor between the American
“stick” and the European “carrot” might be a useful approach if it were
embedded in astrategy of “conditional reciprocity,” asit wasdevelopedin
genera by Alexander L. Georgesometimeago. Insuchastrategy, economic
incentivesand other concess onswould belinkedto specific changesinlranian
policy, whichwould haveto be madeclear inadvance. Benefitsshould only
be given in response to an actual change in behavior. And they should be
designedinsuch away that they can bewithdrawn. Theincentivesmust be
important enough sothat at least somegroupsiniranget astakeinthisprocess
of conditional reciprocity. ®

Inany case, itwould bedesirableto devel op somevery specificand crucial
tests® of whether Iraniswillingto play along withinternationally accepted
norms. Such atest would be extremely important for the nuclear question,
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whichisrather downplayedin Germany, but whichisof utmost importanceto
the United States. Inthiscase, the situation seems paradox at first glance:
Whereasaccordingtothelnternational Atomic Energy Agency thereareno
indications of an Iranian nuclear weapons program,? the United States
government isconvinced of Iran’ sambitionto devel op nuclear weaponsand
extremely concerned about thenuclear infrastructureand expertiseRussiais
providing. What could atest of Iranian nuclear intentionslook like? The
pivotal pointwould be Tehran' swillingnessto accept newly devel oped, more
intrusiveinspectionsby thel AEA, including theapplication of new monitoring
techniquesand* nonotice” ingpectionsin declared and undeclared facilities.®
Iran’ sresponse to such arequest—preferrably put forward together with
Russa—wouldbeanimportant indicationof itsnuclear intentions. If Iranfails
thistest and other tests, the casefor containment woul d becomemuch stronger.

Thedtrategy | havesuggestedimpliesal ot of fine-tuning and transatlantic
coordinationwithinalong-term process. Thismay beaskingtoo much, since
Congresswould havetobeinvolvedinthisprocess. But without an attempt at
coordinating diverging strategic approachespolicy toward Iranwill remaina
boneof contentionin German-Americanrelations.
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THEUNITED STATES,EUROPE & IRAN:
THEINGREDIENTSFOR U.S.-EUROPEAN POLICY

Geoffrey Kemp

TheUnited Statesand Europe sharemutua interestsin the security of the
Persan Gulf. Itistheworld smostimportant sourceof oil. Unfortunately, it
isasoaregionplagued by conflict andingtability. Lossof accessto Persan Gulf
oil, aprecipitateincreaseinitsprice, or themassivetransfer of oil revenuesto
anti-western regimeswoul d have profound consequencesfor theeconomic
well-being and security of thewesterndlies. They dsoshareinterestsintrade
with thisregion. Theincreasing demand for consumer goods and various
infrastructure projectsinthericher Gulf countriesare sourcesof revenuefor
both European and American companies. Over thelong run, astable and
prosperous Gulf could be avery important source of businessfor western
companies. Therearema or opportunitiesto develop theenergy resourcesof
theregion, particularly naturd gas. If Iranand Irag arerehabilitated asaresult
of politica change, they both have huge potential for westerninvestment.

Nevertheless, despitethese obviouscommoninterests, the United States
and Europe do not always see eye-to-eye on the management of Gulf affairs
evenastheregionlurchesfromonecrisistoanother. Thehigh pointinrecent
cooperationwasthe Gulf War when the coalition put together by President
Bush operated with great unani mity—even the Soviet Unionwason board.
Neverthel ess, the European Union benefitsfromtheU.S. security presencein
the Gulf and although there are quarrels over arms sales to the Arab Gulf
countries, thereisconsensusthat without theU.S. presence, the Gulf would be
highly ungtableand oil suppliescould bethreatened. Itwasunredistictobelieve
that this coalition could survive the uniqueness of the 1990-91 crisis.
Furthermore, Britain, France, Germany, Italy and other Europeanshaveal
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pursued their own different interests and objectivesin theregion and take
different standson variouscomponentsof EU Gulf policy. Onnoissueisthis
divergenceasapparent aswiththecaseof Iran.

Thedifferencesbetween the United Statesand Europeover Iran policy
concern means not ends. The U.S. dual containment policy towards Iran,
announcedin 1993, wassupplementedin 1995 by theimposition of aunilatera
tradeembargo, essentidly endingdl U.S. commercid reationswithlran. Then,
in1996, legidationwassigned giving the Presi dent authority toimposearange
of pendtiesonforeigncompanieswhoinvestinlran’ senergy industry inexcess
of 40milliondollars. Pendtiescouldincludedenia of accesstothehugeU.S.
market. The Iran-Libya Sanctions Act (ILSA) wasinitiated by New Y ork
Senator Alfonse D’ Amato and hasbeen greeted with hostility by theEuropean
Union. However it appearsto havehad someeffect in deterringinvestment by
foreign companiesinlran’ soil and gasprojects. TheEU hasthreatened to
retdiateagaingt U.S. companiesdoing businessin Europeif thenew law isever
enforced. If European companiesarepenalized, amoreseriousconfrontation
will be unavoidable. Since such apolarization would play into the hands of
Teheran, amgor diplomeatic effortisneededto prevent it fromhappening. This
will requirecompromiseby both sidesof the Atlantic.

Despitequarrelsover ILSA, the European countriesagreewith theUnited
Statesthat Iran’ sbehavior hasto change. TheEU policy of engaginglranina
“critical dialogue” wasinitiated at Edinburghin December 1992. Therewere
fiveareaswherethe EU wanted Iranto changeitsbehavior: terror; weapons
of mass destruction; the Arab-Isragli peace process, human rights; and
international law. Theseareconsistent withU.S. objectives. Thepurposeof
thecritical dialoguewasto keep channelsopen and influencethemoderatesin
Teheran. Americansare skeptical thisdialoguehasachieved any meaningful
results. Each European country hasadifferent spinonthedefinitionof “ critical
didogue’ anddthoughthistermisnow increasingly criticizedin Europe—itis
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neither critical nor adia ogue—thereisskepticismthat economic sanctionswill
changelranianbehavior inthefivedesignated aress.

Thedecision of theBerlin Appellate Court on April 10, 1997 finding the
Iranian leadership ultimately culpable for the murders of Iranian Kurdish
dissidentsat theMykonosrestaurant in Berlinin 1992 led the EU to suspend
itscritical didoguewith Iran and withdraw itsambassadorsfrom Teheran. On
April 29theEU Court of Foreign Ministersagreed onthefollowing:

» confirmationthat under the present circumstancesthereisno basisfor
thecontinuation of thecritical dia oguebetweenthe European Unionand Iran;

» thesuspensionof officid bilateral ministeria viststoor fromlran;

» confirmation of the established policy of European Union member
statesnot to supply armstolran;

* cooperation to ensure that visas are not granted to Iranians with
intelligenceand security function;

» concertationinexcludinglranianintelligence personne from European
Unionmember states.

Itisimportant that Europeansandthe United Statesusethe Mykonoscase
totry toresolvetheir differencesto avoid an escal ation of rhetoricand mutua
trade sanctions over Iran. What isrequired is ahigh profile and sustained
diplomaticinitiativeby theUnited Statesand Europetoreach anagreed agenda
onhow toachieveredigticchangesinIranianpolicy, inexchangefor aneventud
ending of theAmericanisolationof Iran.

Oneway to set theagendaand determinebenchmarksfor Iranian behavior
isto usethe*good-cop, bad-cop” method. Theessence of thegood cop/bad
coptechniqueisthat both copshavethesmilar objectivesof enforcing thelaw.
Thegood cop nurturesthe subject, seeking hisor her friendship. Herelieson
pleasantriesand small but kind gestures, whilewarningthesubject thatitismuch
better to cooperate otherwiseheor shewill beturned over to thebad cop. The
bad cop, ontheother hand, usesthreatsand intimidati on and unpl easantness
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to achieve cooperation. However, both cops understand the limits of their
respectiveapproaches: Inthelast resort, thegood cop hasto enforcethelaw
and must be prepared todraw hisgun. Likewise, thebad cop must respect the
congtitutional rightsof thesubject and behavewithinthelaw. Inother words,
thegood cop/bad cop policy involvesamixture of carrotsand sticks.

How would thisapproachwork inthe case of aU.S.-Europeaninitiative
onlran? Clearly therolesare preordained: the Europeanswould play thegood
cop, andtheU.S.,, thebad cop. Europewoul d useitsaccessand influencewith
Iranto persstently and firmly maketheargument that unlesslran complieswith
certain standardsand changesitsbehavior on specificissues, it will not beable
or willingtoact contrary to the policiesadvocated by thebad cop. Thismeans
that Europewoul d be prepared to cons der tougher measures—the sticks—
including economic sanctions, againgt Iranmoreinlinewith those proposed by
the United Statesif, after aspecific period of time, Iranrefused to comply.

Inreturn, if Iran doescomply the United Stateswoul d be prepared to of fer
carrotsand softenitshardlinepolicy towardsiran. Thiscouldincludeloosening
itseconomic sanctionsand oppositionto Iranian attemptstoraiseequity inthe
concessionary capital markets.

Inorder for such an approachtowork several ingredientsare necessary.
First,ahighlevd initiativeby senior U.S. and European diplomatsisrequired
toformulateand agree upon acommon policy, including better coordination
andinterpretation of intelligencedataon sensitiveissues. Theagendawould
focusonthefiveareasof Iranian behavior theU.S. and Europeagreeneedto
be changed—terrorism, peace process, weagponsof massdestruction, human
rightsandinternationd law. Suchaninitiativewill bedoomedfromthegtartif
theleve of participationisrestrictedtomiddlerank officers. Althoughthey are
highly competent and knowledgeableinthefield, thesubject isof sufficient
importancetowarrant very highlevel engagement. Inevitably, thiswill require
theUnited Statestotakethelead snceitisunlikely that any one EuropeanUnion
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country will wishtobeout infront of theothers. Thepossbleexceptioncould
be Germany, wherethereismorewillingnesstoreassessiranianpolicy thanin
Franceor Italy (Britain, Denmark and Holland have alwaysbeen skeptical of
thelranianregimeandthecritical didogue). For the United States, thismeans
involvement at theunder secretary level or the gppointment of aspecia envoy
to deal specifically with Iranand probably Irag.

Second, benchmarkswoul d be established based on expectationsof what
changesin policy the Iranian regimeisredlistically likely to consider. The
benchmarks would focus on practical steps that the Iranian regime could
contemplateif they wishedtoimproverel ationswith the United Statesand the
West. Inview of theunexpected resultsof thelranian presidentia electionon
May 23, 1997, when themoderate M ohammed Khatemi easily defeated the
Mullah's candidate Ali Akbar Nateg-Nouri, possibilities for Iranian
compromise might beimproved. For instance, in the context of the peace
process, the benchmarkswouldincludethe public acceptance by thelranian
regimeof the Oslo process, Arafat and the PL O astheinterlocutorsfor the
Paegtinians. Thelraniansshould aso accept the principlethat peace between
Israel andthe Arabsisbeneficia for theregion, includingfor Iranitsalf.

They would alsohavetoendtheir vitriolicrhetoricagainst Israel whichhas
included commentswe comingtheassassination of |sradli PrimeMinigter Rabin
and support for suicidebombingsagainst Israglisin Tel Aviv and Jerusalem.
Whilenotided, such stepsarencot out of thequestion. Ideal benchmarkswould
includefull recognition of Israel, theend of support for Hezbollah, Hamas, and
Idamic Jhad and participationinregiond multilaterds. Sincethisisunlikely to
happenintheforeseeablefuture, focusing onthe possible benchmarksrather
thantheidea benchmarksisthe preferred approach.

Another benchmark concernsterrorism, and again onemust separatethe
ided fromthepossible. Themost practica suggestionwouldbefor Iranto stop
armsshipmentswith Hezbollah. Thiswould haveto becoordinatedwith Syria
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who aso controlsHezbollah’ sactivitiesin Southern Lebanon. However, it
would not ruleout financia or palitical support for Hezbollah, and, therefore,
it might be more palatable to the Mullahs if they were of amind to make
concessionstotheWest. Similarly, it would be possiblefor themto reduce
funding for Hamas and Islamic Jhad without giving up support for such
operations. Likewise, they could cool their rhetoric and cooperation with
dissdentsinthe Arab Gulf. Thiswould beanimportant step to reassure our
Araballiesthat the United Statesisconcerned about their security aswell as
thesecurity of U.S. forcesand Israel.

Onthematter of weaponsof massdestruction, theideal goal would befor
Iranto abandonal nuclear power and research programs, cancel itsCW and
BW weaponsprogramsand limititsSSM Sto 150 kilometers. However, this
will not happenregardlessof what regimeisin power in Teheranuntil themore
divisiveissue of Irag’ snuclear weapons and the broader problems of arms
control in the region have been addressed. Nonetheless, Iran might be
prepared to accept more open-ended IAEA challenge inspections and
enhanced | AEA monitoring of itsnuclear facilities. Irancouldratify theCWC,
whichthey havesaidthey would do, and could cancel theNo-Dong agreement
withNorth Koreawhichisof great concernto Turkey, Isragl and Saudi Arabia
Iran could aso cancel remaining nuclear reactor dealswith Chinaand Russa
and abandon attempts to acquire enrichment or reprocessing capabilities.
Theseareoptionswhichwould behighly desirablefrom thewestern point of
view, but would requirealot of carrotswhichwill bediscussedinthefollowing
paragraphs. Nevertheless, thesearenot totaly unredlistic objectivesgiventhe
experiencewehavehadwith previousaspiring nuclear powers, includingNorth
Korea, South Africa, Brazil and Argentina. It must be acknowledged,
however, that theseissuesget to thevery heart of Persian nationalismand no
matter whoisin chargein Teheran, theissue of regional security cannot be
decoupled from specificinitiatives on wegponsof massdestruction. When
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discussing arms control with the West, Iran consistently pointsto Isragl’s
capabilitiesasthebenchmark. Nevertheless, inview of thehugecostsof going
ahead with aweapons of massdestruction program, both economically and
politicaly, Iranian politiciansknow that if thepricewereright, thismight bean
issuethat they would bewillingto negotiate.

Withrespect to humanrightsandinternational law, therearethreeareas
wherelrancouldimproveitspolicies, shouldtheMullahsso desire, without a
great deal of trouble. Firstit could removethefatwaon Salman Rushdie—
thoughthepolitica costsof doingthiswithintheir owndomestic politicsarefar
fromnegligible. Second, it could permit the Bahaismorefreedom than they
havecurrently. Thingshaveimproved for the Bahaissincetheearly daysof
Khomeini, but it remains an issue that arouses great concernin the Bahais
community and their supportersin Europeand the United States. Finaly, it
couldreleasemany politica prisonersincluding artistsand writerswho have
been held in clear violation to their human rights and in contravention of
international norms.

A timeframefor Iranian compliancewould be agreed upon, aswell asa
methodol ogy for assessing compliance. To test the Iranian willingnessto
consider these benchmarks, a series of carrots and sticks in the form of
incentives must be presented for Iran to changeitspolicies. Thesticksare
numerous. Firgt, theEU canincreaseitsdiplomatic and political isolation of
Iran. Thishaspsychologica and cultura implications, and athoughthelranian
|eadership may be stoic and scathing about relationswith Europe, itisvery
important tothem. While, inthelast resort, Iran may seek Asian optionsto
avoid contact with Europeand the United States, most I raniansknow that their
futureisdependent uponrelationswiththeWest and that, for theforeseeable
future, the East can beno substitute.

Stepping upanotch, theUnited Statesand the Europeanscould clearly use
thestick of forgingamoreunited policy to ultimately includeeconomic sanctions
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if warranted. Therearecertain conditionsunder which the Europeanswould
undoubtedly be prepared to apply economic sanctions. For instance, if the
evidenceagainst Iranfor direct involvement inthe Khobar Towersbombing
whichkilled 19 Americanswasoverwhe ming, Europemight bepreparedtogo
withtheUnited Statestothe UN Security Council tovotefor sanctions. While
this might be vetoed by China and Russia, it would put the West in the
advantageous position of forcing Russiaand Chinato show their hand by
explicitly supporting a country accused of terrorism by amajority of UN
Security Council members. Other sticks could include a more specific
American decision to link North Korean negotiations on food and energy
suppliestothetermination of thelranian North Korean armsarrangements,
particularly theNo-Dong program. TheWest could bring theRushdiecase
before the United Nations and the World Court and make the issueinto a
greater causecelebrethanit aready is. Therecould beintensified useof the
V oiceof Americaand other mediaoutletsto broadcasttolran. Itisknownthat
theMullahsareparticularly senstiveabout outs debroadcastsbethey inFarg,
or bethey TV beamed from satel litesshowing programssuch as* Bay Watch.”
Thiscanbeintensfied giventhedominancethat the United Statesand theWest
haveinthistechnol ogy andtheparticular vulnerabilitiesof theMullahstosuch
activities. In the last resort, the Iranians must be prepared for political,
economicand military reprisasif they aredirectly implicatedinterrorismagainst
American and European citizens and show no sign of ending support for
terrorist activitiesintheregion. Whilethisshould bealast resort, thelranians
must beunder noillusion that theWest, particularly the United States, would
be prepared to engagein such action should the conditionswarrant.

Asfor carrots, therearemany thingsthat can bedonetohelpIran. Since
the United States has the toughest policy, most of the carrots are in the
American hands. To begin, the United States could amend the Iran-Libya
SanctionsAct tomakeit easier to removesanctionsonforeign companiesthat
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dobusinesswiththelranianail industry. TheU.S. couldlift many of itsunilatera
sanctionsagainst Iran, whichincludeaboycott onvirtualy al itemsof trade.
TheUnited Statescould lower itsoppositionto Iranian borrowing rightsin
concessionary financid markets. Thisisparticularly importantinthecontext of
energy investments, which Iran desperately needstomodernizeand devel opits
oil andgasindustry. Iranhasanarrow window of timeinwhichtodothisand
theUnited Statesand the Europeanscan play on Iranian needsfor investment
tooffer thecarrot, together withthesupport for Iranian participationinpipeine
routes, including thoseacrossiranfrom Central Asatothelndian Ocean. The
United Statescould a so, at alesser cost, reducetherhetoricindealingwiththe
Iranianregimeand stopreferringtothem asaroguestate. Whilethismay not
seemimportant, it doeshaverelevanceinthecontext of improving theoveral
atmosphere, and woul d be consi dered aconfidencebuilding measure.

Whilethesestepsa onewill not mollify themost severecriticsof Iran, they
would certainly beasgnificant tepforward. Withinthestructureof thislist, the
componentsof adeal could bemade. However, it must be stressed that this
approach will cometo naught if it is clearly demonstrated that the Iranian
government hasbeen behind recent terrorist incidents, especialy the Khobar
Towersbombing of Americansin Saudi Arabia If thereisoverwhe ming proof
of Iranian involvement at the officia level, then the United States and its
European alieswill have to take very tough measures together, athough
unilateral American action may benecessary. Onthepositiveside, thelranian
€lectionsuggeststhat thereishugedisilius onment withtheconservativeMullahs
andthat thenew I ranianleadership may appreciatethat thetimehascomefor
amoderation of anti-Western policy.

A morecoordinated agreement between Europeandthe United States—
indeed al the G-7 countries—should stressto Iranthe huge opportunity costs
it isincurring by continuing unacceptable behavior on terrorism, peace,
weaponsof massdestructionand humanrights. Suchaninitiativewould have
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great clout with Japan and could not beignored by either Russaor China. The
aternative—U.S.-European widening divergenceand conflict over Iran—isa
recipefor adisaster that will benefit no oneexcept theextremists.
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