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FOREWORD

Locked in a confrontational stance lasting more
than 3 decades, the United States and Iran have failed
repeatedly to transform their hostile relationship. The
ongoing nuclear talks, however, offer better pros-
pects of not only addressing Iran’s nuclear program
challenges, but also developing a mutually beneficial
strategic relationship between the United States and
Iran in the long term. Why are these prospects bet-
ter today? According to Mr. Roman Muzalevsky, the
coming to power of new presidential administrations
in both countries, the additional sanctions under the
Barack Obama administration, game-changing re-
gional trends, as well as U.S.-Iranian economic and
security cooperation imperatives, have all facilitated
an interim nuclear deal, prompting talks of a promis-
ing start in U.S.-Iranian ties that, if cultivated, could
turn into a strategic détente by 2030.

In this analytically rigorous monograph, Mr. Mu-
zalevsky, an author of numerous works on security
and geopolitics, explains these and other geo-econom-
ic and geopolitical forces that have been driving a U.S.-
Iranian détente and presents a vision of three possible
U.S.-Iranian strategic relationships that could emerge
in the next decade and a half. He then provides an
assessment of each possible outcome in terms of its
likelihood and plausibility against domestic and inter-
national factors that either facilitate or inhibit related
developments and outcomes, offering short- and long-
term recommendations for the United States, Iran, and
their partners to prepare for a strategic change that a
U.S.-Iranian rapprochement would entail. The author
envisions a strategic engagement involving a nuclear
weapons-capable Iran; a comprehensive coopera-

vii



tion following a “Grand Bargain”; and an incremen-
tal strategic engagement after a nuclear deal as three
possibilities, with the latter type combining elements
of the other two without producing “extreme” out-
comes. A departure from numerous other works, Mr.
Muzalevsky offers compelling reasons and arguments
to engage a nuclear Iran rather than work to isolate
it—a task necessary to prevent inadvertent conflict
and ensure regional strategic stability in the already
volatile region.

The author’s emphasis on constructive U.S.-Ira-
nian strategic engagement is a fresh and welcome ef-
fort to ponder a reformatted relationship between the
long-standing foes in the Greater Middle East and as-
sess likely implications of this dramatic shift on allies,
partners, and general regional dynamics—a task that
Mr. Muzalevsky executes masterfully by providing a
comprehensive and visionary account of alternative
futures and required steps to get to a positive relation-
ship. He argues that, if achieved, a U.S.-Iranian dé-
tente would promote internal and external integration
of the Greater Middle East, facilitating the U.S. strate-
gy of fostering global connectivity. A détente, he says,
would also ease regional tensions, create dynamics for
resolution of long-standing conflicts, and stimulate
“development and reconstruction of countries rav-
aged by wars and sectarian violence” —an imperative
that could not be more urgent given the author’s char-
acterization of the Greater Middle East as the “region
of wars.” According to him, it would also enable the
United States to adjust its global military posture by
deploying some of its regional military assets to other
parts of the world to address other challenges, while
repurposing remaining forces to tackle newly emerg-
ing and future threats in the Greater Middle East itself.
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The Strategic Studies Institute is pleased to offer
Mr. Muzalevsky’s work for analysts and policymak-
ers interested in U.S.-Iranian relations, challenges
posed by nuclear weapons and their proliferation, as
well as the future of the Greater Middle East and U.S.
global power.

Q@?//%f@e%t

DOUGLAS C. LOVELACE, JR.

Director

Strategic Studies Institute and
U.S. Army War College Press
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SUMMARY

The ongoing nuclear talks between Iran and P5+1
following the most stringent sanctions against Iran to
date have opened new prospects for relaxation of ten-
sions between Tehran and the West, and for a U.S.-Ira-
nian détente in the long run. The coming to power of
new presidential administrations in both the United
States and Iran, the additional sanctions, sweeping
geo-economic and geopolitical trends, and U.S.-Ira-
nian cooperation imperatives all contributed to these
dynamics. Some now view the negotiations as a new
beginning in U.S.-Iranian ties, which could herald the
emergence of a U.S.-Iranian strategic relationship in
the next 15 years.

This monograph, written in late-2014, develops
and examines three possible strategic relationships
between Iran and the United States that could emerge
by 2030: 1) strategic engagement involving a nuclear
weapons-capable Iran; 2) comprehensive coopera-
tion following a “Grand Bargain”; and, 3) incremental
strategic engagement after a nuclear deal. These rela-
tionships deliberately focus on constructive engage-
ment, skipping the status quo and a strike on Iran as
other possible outcomes. While it does not identify the
winner, this monograph assesses the plausibility and
likelihood of each relationship emerging and recom-
mends policies to cultivate and prepare the United
States, Iran, and their partners for a strategic change.

A resulting U.S.-Iranian relationship would prob-
ably rest on common policies on select issues rather
than look like a full-blown strategic partnership, which
is unlikely in the next 15 years as the parties need to
rebuild trust and realign policies with their allies and
partners. Such a relationship would thus likely rest
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on the principle and practice of selective engagement,
but with an understanding and direction to a more
full-fledged strategic relationship in the longer term.
If accomplished by 2030, a U.S.-Iranian détente
would advance external integration of the Greater
Middle East, aiding the U.S. strategy of fostering
global connectivity. It would promote relaxation of
tensions, resolution of conflicts, and development
and reconstruction of countries ravaged by wars and
sectarian violence. It would also enable the United
States to deploy select regional military assets to other
locales, such as Asia and Europe, to deal with other
challenges while repurposing its remaining assets to
address new threats in the Greater Middle East.
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CHAPTER 1

INTRODUCTION:
THE TIME HAS COME

Roman Muzalevsky

We remain a young nation, but in the words of Scrip-
ture, the time has come to set aside childish things.

Barack Obama, January 20, 2009."

The nuclear talks between Iran and P5+1 (the five
United Nations [UN] Security Council nuclear pow-
ers: the United States, Britain, France, Russia, and
China, plus Germany) over Tehran’s controversial nu-
clear program following the most stringent sanctions
against Iran to date have opened new prospects for
relaxation of tensions between Tehran and the West
and for a U.S.-Iranian détente in the long run. The
coming to power of new presidential administrations
in both the United States and Iran, the additional sanc-
tions, sweeping geo-economic and geopolitical trends,
as well as U.S.-Iranian economic and security coop-
eration imperatives, all contributed to these positive
dynamics.

The change of two consecutive presidential ad-
ministrations in the United States and Iran in 2008
and 2013, respectively, facilitated the conclusion of an
“interim nuclear deal” in 2013, which the parties ex-
tended twice in 2014, agreeing to reach a final accord
by June 1, 2015. This became possible after the election
and reelection of Barack Obama as U.S. President in
2008 and 2012, which ushered in an era of a less asser-
tive U.S. foreign policy, with the new administration
emphasizing diplomacy and engagement with the



world. This posture has coincided with Washington’s
diminishing global influence amid the rise of new
power centers and enormous fiscal challenges that
have undermined the U.S. global role. This posture
has forced U.S. leadership to focus more on domestic
concerns following years of failing U.S. war efforts in
Iraq and Afghanistan, as well as diplomacy and en-
gagement on global issues in an effort to reverse its
declining global influence.

Meanwhile, severe economic challenges and pro-
reform “Green Movement” protests have forced the
Iranian leadership to loosen its grip, facilitating the
emergence of more moderate forces calling for en-
gagement—not estrangement—with the world. The
additional sanctions imposed on Iran by Washing-
ton and its partners in 2012 aggravated the already
weakened Iranian economy, encouraging Tehran to
switch tactics, if not yet strategy, and engage with
the P5+1 as part of the nuclear negotiations in 2013
rather than continue on an isolationist course. The ad-
ditional sanctions caused a significant decline in oil
exports, reduced government revenues, contributed
to depreciation of local currency, and exacerbated
socio-economic challenges. The defeat of conservative
President Mahmoud Ahmadinejad, who had served
two consecutive terms, and the election as president in
June 2013 of Hassan Rouhani, a moderate cleric who
had once served as Iran’s chief nuclear negotiator, has
created more room for domestic and foreign policy
changes in these conditions, including as they concern
the nuclear talks. Already in November, Iran and the
P5+1 powers struck the “interim nuclear deal,” agree-
ing to remove sanctions and bring billions of dollars
in sanctions relief to Iran in return for Tehran freezing
or rolling back elements of its nuclear program and



committing to reach a “comprehensive solution” by
mutually agreed deadlines. This has allowed Tehran
to alleviate its economic problems while leaving a
door open for resolution of its grievances as part of
the ongoing and future talks with the major powers.

Meanwhile, a series of geo-economic and geopo-
litical trends and cooperation imperatives have been
driving a U.S.-Iranian détente in the long run. Iran has
one of the world’s largest concentrations of oil and
gas resources and serves as a bridge for the emerging
transcontinental network of energy, trade, and tran-
sit links serving markets throughout Eurasia. It has a
very young and dynamic labor pool, as well as large
economic sectors suffering from the lack of foreign
direct investment (FDI) and modernization. It further
displays an untapped trade capacity with the West
and could serve as a source of reconstruction and
development assistance to war-torn countries in the
Greater Middle East. This is a prospect that the United
States should exploit as it seeks to enhance global con-
nectivity and contribute to the development and sta-
bility of Eurasia, which is reconnecting at a rapid pace
due to the rise of India, China, Russia, and Turkey,
among other actors. Washington should ensure it is in
a position to shape this historic process by leveraging
the geo-economic and geostrategic position of Iran,
which borders conflict-stricken parts of the greater
region requiring development and integration into
the global economic order. In this context, the rise of
the United States as a global energy player, Iran’s role
as an energy producer and transit state, and potential
U.S.-Iranian economic cooperation have far-reaching
implications for global development, geopolitics, and
a U.S.-Iranian strategic relationship.



The geo-economic trends and merits of U.S.-Irani-
an economic engagement complement the importance
and sweep of geopolitical dynamics and U.S.-Iranian
security cooperation imperatives. The raging civil
and proxy wars throughout the Greater Middle East
and developments stemming from the Arab Spring
have altered the geopolitical landscape of the region,
prompting Washington and Iran to consider engage-
ment as part of the talks and even ponder possible
cooperation on select regional challenges as they seek
to bring stability to the region. While Iran’s regional
position has strengthened vis-a-vis the United States
following the toppling of the Taliban in Afghanistan
and Saddam Hussein in Iraq, Iran has proven unable
to force game-changing outcomes. By the same token,
the United States, while still the most formidable mili-
tary power, is no longer in a position to force regional
dynamics without substantially damaging its already
weakened regional standing. Neither Iran, nor Wash-
ington today is able to address effectively —certainly
not alone — the numerous security challenges emanat-
ing from Afghanistan, Iraq, Libya, Syria, Lebanon,
and Yemen, among other states. These countries are
experiencing civil wars and sectarian violence threat-
ening their disintegration, with the struggle between
Shia and Sunni factions backed by rivals Iran and
Saudi Arabia respectively assuming alarming dimen-
sions. The persistent conflict between secularist and
Islamist forces and the emergence of the Islamic State
(IS), which has conquered parts of Iraq and Syria after
waging both unconventional and traditional warfare,
has undermined further the already fragile regional
security order and raised concerns about the future of
the entire region.



In these conditions, Iran and the United States
need each other to address common economic and
security challenges, and many view the nuclear talks
as the start of a new chapter in the more than 3 de-
cades of estranged relations between the two coun-
tries. A thawing in U.S.-Iranian ties could herald the
emergence of a U.S.-Iranian strategic engagement in
the next 15 years, which would change fundamentally
global and regional dynamics, with major implica-
tions for the U.S. global military posture and regional
stability. As the United States and Iran continue on the
presumed trajectory of gradually improving relations,
Washington and its allies should be prepared for this
dramatic shift, regardless of whether or not Iran “goes
nuclear.” No one knows when or if this shift would
occur, or what a U.S.-Iranian strategic détente might
look like. From a U.S. perspective, it would ideally
rest—among other attributes—on U.S. cooperation
with an Iran that:

* does not possess or seek nuclear weapons;

* does not engage in terrorism targeting the

United States and its allies;

* does not pursue policies hostile to Washington

and its allies;

e does not menace Israel; and,

* supports U.S. policies pursuing the develop-

ment and integration of the Greater Middle
East into the global economy and rules-based
regimes.

From Iran’s standpoint, such a relationship would
ideally rest—among other considerations—on coop-
eration with Washington that:

* acknowledges Iran’s right to pursue nuclear

power for civilian purposes;

* renounces regime change as a policy;



* stops supporting proxies of Iran’s perceived
regional enemies;

* removes sanctions and releases frozen assets;

* assists Iran with modernization and integration
into the global economy;

* recognizes Iran’s interests and status as a rising
regional power; and,

* makes pertinent changes to its military posture
in terms of capabilities and intent.

This work has developed three types of a U.S.-
Iranian strategic relationship and dynamics that could
emerge by 2030:

1. strategic engagement involving a nuclear weap-
ons-capable Iran;

2. comprehensive cooperation following a “Grand
Bargain”; and,

3. incremental strategic engagement after a
nuclear deal.

The parties get to the first dynamic after Iran stalls
for time, improves ties with the United States on a
limited level, and then admits to having a nuclear
weapons capability, which probably would prompt
a more substantive engagement between Tehran and
Washington that seeks to maintain strategic stability
while cooperating on other issues of mutual concern.
The sides achieve the second dynamic after they make
a “U” turn and reach a “Grand Bargain,” leading to
comprehensive cooperation. They arrive at the third
dynamic after addressing Iran’s nuclear program
issues, reaping the benefits of an incremental, yet
increasingly strategic, engagement as they tackle se-
curity challenges together and in concert with other
actors. These types of a strategic relationship and
related dynamics—while overlapping— deliberately



focus on a constructive U.S.-Iranian engagement re-
gardless of whether Iran gets the “nukes,” skipping
a prevalent discussion on two other possibilities: the
status quo, which would continue to entrench the
hostile relationship; and a U.S,, Israeli, or U.S.-Israeli
strike on Iran’s nuclear facilities, which would lead to
systemic perturbation in the region.

While it does not identify the winner, this mono-
graph assesses the plausibility and likelihood of each
relationship emerging and provides policy recom-
mendations to cultivate and prepare the United States,
Iran, and their partners for a strategic change due to
a comprehensive nuclear deal and the likely emer-
gence of a strategic relationship between Iran and the
United States by 2030. A resulting strategic relation-
ship would probably rest on common policies on se-
lect issues rather than look like a full-blown strategic
partnership, which is unlikely in the next 15 years as
the parties need to rebuild trust and adjust or realign
policies with their allies and partners. Such a relation-
ship would likely rest on the principle and practice of
selective engagement, but with an understanding and
direction to a more full-fledged strategic relationship
in the longer term. Even if the parties achieve a “Grand
Bargain,” they would need time to translate the vision
into action, making the incremental and selective stra-
tegic engagement a more likely scenario. The challenge
of improving Iranian-Israeli and the Iranian-Saudi Ar-
abic relations would demand utmost creativity on the
parts of Washington, Tel-Aviv, Riyadh, and Tehran.
While Israel and Saudi Arabia would be pressured to
seek accommodation with Iran following a nuclear
deal or amid a strategic détente between the United
States and Iran, they would proceed gradually given
their fundamental disagreements over status, power,
and security issues in the broader region.



If accomplished by 2030, a U.S.-Iranian strategic
détente would generate positive developments in
the greater region, even if Iran eventually acquires
nuclear weapons capability —not an ideal but poten-
tially manageable outcome. In the economic realm,
it would advance modernization and integration of
Iran’s outdated economy into regional and global net-
works, with pertinent implications for liberalization
of Iran’s domestic and foreign policy in the long run.
It would enable Central and South Asian states to ex-
pand their own external integration, aiding the U.S.
strategy of fostering global connectivity in the pro-
cess. It would also promote development and recon-
struction of countries ravaged by wars and sectarian
violence. In the security realm, it would advance secu-
rity cooperation mechanisms, relaxation of tensions,
and resolution of long-standing conflicts, contributing
to regional stability. It would also facilitate the U.S.
military policy of protecting allies and sea lanes along
the greater region’s perimeter, enabling it to devote
some of its regional military assets to other locales to
deal with other challenges, as in Asia and Central and
Eastern Europe, as well as to repurpose its remaining
forces to address new threats in the same region. It
would allow Washington, Iran, and their partners to
more effectively tackle existing and emerging chal-
lenges in the Greater Middle East.

The time to engage Iran has come, and it should
not raise the fear of desertion or “Armageddon.”

ENDNOTES - CHAPTER 1

1. Quoted in Dana H. Allin and Steven Simon, The Sixth Crisis:
Iran, Israel, America, and the Rumors of War, Oxford, UK: Oxford
University Press, 2010, p. 133.



CHAPTER 2

FORCES DRIVING U.S.-IRANIAN DETENTE

A problem is solved when it gets tougher.

An Arab proverb.!

NEW ADMINISTRATIONS AND THE
POTENTIAL FOR CHANGE

When Barack Obama assumed the U.S. presidency
in 2009, he emphasized engagement with the world,
especially Muslim countries, that continue pointing
to the devastating consequences of U.S. policies that
have allegedly brought wars and misery rather than
democracy and prosperity. The change in U.S. foreign
policy rhetoric from one of assertion to one of humil-
ity was a major boost to deadlocked talks between
Iran and the P5+1 (the United States, Britain, France,
Russia, and China, plus Germany), with the Obama
administration undertaking engagement with Iran in
order to seal a nuclear deal and to lay the foundation
for improvement of their estranged ties in the long
run. Importantly, the change in U.S. foreign policy ap-
proach signaled the need for the United States to “re-
store balance in domestic and international politics”
and “shift focus to the home front” after costly wars
of the previous administration, the effect of the global
financial crisis, and a looming age of austerity due to
U.S. mushrooming federal debt.? Like Obama, Iran’s
new president, moderate cleric Hassan Rouhani, has
sought to tilt the balance between domestic and for-
eign policy by pursuing policy changes in Iran’s rela-
tions with the world amid debilitating economic sanc-
tions, severe socio-economic challenges, and popular
frustrations with the regime.

9



While it signaled Washington’s willingness to
change course, the U.S. outreach to Iran during
Obama’s first term yielded no substantial progress,
constrained as it was by policy inertia from the George
W. Bush administration’s stance centered on isolation
of Iran, regime change, and willingness to engage
Tehran in negotiations only if it agreed to halt urani-
um enrichment. The new administration was further
constrained by:

* resistance from the U.S. Congress, which has
emphasized punitive measures against Iran’
and displayed a pro-Israel position that Iran
should either halt uranium enrichment or face
comprehensive sanctions and a potential mili-
tary attack;

* the pro-Israel and the pro-Arab lobby groups,*
which have resisted U.S. initiatives advancing
negotiations with Iran without substantial and
verifiable concessions from Tehran; and

* astance by Principalists in Iran led by the con-
servative former President Ahmadinejad (with
the conservative cleric and Supreme Leader
Ayatollah Khamenei playing a mediating role
between the Principalists and Reformers),
who occasionally rebuffed U.S. engagement at-
tempts, citing Washington’s lack of respect.

The lack of understanding in Washington of diverg-
ing views of different power centers in Iran, and
Iran’s lack of understanding of divergent stances by
the legislative and executive branches of the U.S. Gov-
ernment, have impeded engagement further, raising
suspicions of “good cop, bad cop” games.’

This is not to obscure the active role of the pro-Iran
lobby in prompting Washington to pursue the talks.®
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Iran itself reached out to the U.S. administration seek-
ing negotiations multiple times, but the forces of re-
sistance were too strong and circumstances of out-
reach were perceived as too unfavorable.” However,
the 2005 election and re-election of Ahmadinejad for
the second term as president in 2009, the associated
consolidation of power by Principalists, and the sub-
sequent crackdown by the regime in Tehran against
“Green Movement” supporters protesting electoral
fraud —all worked against progress in the talks and
engagement.® By 2009, the lack of progress prompted
Washington to emphasize its “two track strategy” by
applying additional economic pressure and offering
sanctions relief to Iran in an effort to encourage the
nuclear talks.’

The exit of Ahmadinejad and the coming in June
2013 of a moderate cleric, Hassan Rouhani, Iran’s
chief nuclear negotiator during 2003-05, opened new
prospects for engagement in nuclear talks. Iran and
the P5+1 concluded an “interim nuclear deal” in No-
vember 2013, extended it first in July 2014 and then in
November 2014, agreeing to continue the talks until
March 2015. The parties plan to reach a political frame-
work by then and possibly continue the negotiations
until June 2015 in order to reach a final accord. The
“interim nuclear deal” provided anywhere between
$U.S.7-20 billion in sanctions relief to Iran in exchange
for Iran freezing or rolling back all elements of its
nuclear program. Sanctions were lifted in the automo-
bile, precious metals, and petrochemical industries.
Iran agreed to a 5 percent enrichment cap, to eliminate
its stockpile of 20 percent low enriched uranium, to
limit the number of spinning centrifuges, and to al-
low intrusive inspections by the International Atomic
Energy Agency (IAEA), among other conditions of
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the agreement. The deal mirrors Iran’s 2005 proposal
which the Bush administration, emboldened after the
toppling of the Taliban in Afghanistan and Saddam
Hussein in Iraq, rejected because it enshrined Iran’s
right to continue enriching uranium permanently. The
interim deal, however, states that “a comprehensive
solution would involve a mutually defined [uranium]
enrichment program with practical limits and trans-
parency measures to ensure the peaceful nature of
the program.”'® Washington’s willingness to adjust
its position from “no enrichment of uranium” to “no
nuclear bomb” has been a strong factor in prompt-
ing the moderate administration to agree to the
“interim” deal."

The end of two consecutive Republican presi-
dential administrations in the United States in 2008
and two consecutive conservative presidential ad-
ministrations in Iran in 2013 created an opening for
the pursuit of the talks. A successful progress in the
negotiations or their conclusion through a mutually
agreed nuclear deal presents historic opportunities
for Obama and Rouhani to entrench their legacies and
generate political capital for their ideological camps.
This effort would surely confront enormous resistance
from all quarters, at home and abroad. U.S. partners,
especially Saudi Arabia and Israel, are extremely cau-
tious and oppose any type of rapprochement with
Iran that would not serve their national interests as
they relate to Tehran’s nuclear program and Iran’s
regional agenda. As Israeli Prime Minister Benjamin
Netanyahu remarked, Rouhani plans to “smile all the
way to the bomb,” highlighting a possible attempt by
Tehran to stall for time as part of a “charm offensive”
by the Rouhani administration.”> A full Republican
control of the U.S. Congress following the congressio-
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nal elections in November 2014 and the complicated
political system in Iran, as well the gravitas of Khame-
nei and his allies, will continue to challenge respective
presidential administrations and the prospects of im-
proved U.S.-Iranian ties in the long run. A comeback
of a new presidential administration in either country
could set the clock back further, despite pressures on a
new administration to continue the course of a previ-
ous one, at least in the United States.'® But the overall
trajectory has offered prospects brighter than is gener-
ally assumed when it comes to a possible U.S.-Iranian
strategic détente in the long run.

Iran’s foreign policy over the past 2 decades has
seen significant moderation, with Tehran focusing
more on national interests than revolutionary ideol-
ogy as the guiding principle and reaching détente
with states in the European Union (EU), the Persian
Gulf, the Caucasus, and Central and South-East Asia,
in part as a way to compensate for its estranged rela-
tionship with the United States.™ It has restarted dip-
lomatic relations with the United Kingdom (UK) and
built especially strong economic and political ties with
Turkey, Russia, and China, leading to a notable thaw
in relations with major players since the P5+1 con-
cluded the “interim” deal in 2013." Both the United
States and Iran also have a history of cooperative poli-
cies pursued by different administrations.'® Reformist
and moderate administrations were in place under
former presidents Akbar Hashemi Rafsanjani and
Mohammad Khatemi in Iran in the 1900s and 2000s,
while Rouhani’s flexible approach to foreign policy
could yet result in major changes to the dialogue that
some pragmatists in Iran describe as “neither wine,
nor prayer” (i.e., neither prohibited, nor obligatory)."”
The current administrations in the United States and
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Iran thus need to sustain the momentum of coopera-
tive dynamics and expand it institutionally into the
next administrations. They also need to exercise pa-
tience and put a premium on long-term progress in
the face of institutional resistance.”® As they do so,
the issue of remaining and possible future sanctions
will be a major challenge given their impact on Iran’s
willingness to engage in the talks under the “interim”
deal, and the general dynamics that might bring the
two countries to accommodation and détente in the
long run.

THE BITE OF SANCTIONS AS THE STIMULUS
FOR NEGOTIATIONS

Under the Obama administration, the United States
has undertaken an enhanced “dual track” approach
toward Iran, pursuing ever-crippling sanctions and
engagement while dropping its long-standing condi-
tion that Iran first suspend its uranium enrichment. In
2011, it imposed sanctions on Iran’s Central Bank and
its lifeline oil exports, arranging for additional sanc-
tions. Whether it was the major factor prompting Iran’s
engagement in the talks is debatable, but it certainly
encouraged Iran to cooperate.”” As Ahmadinejad not-
ed, the latest sanctions were “the most extensive . . .
sanctions ever” and that “this is the heaviest econom-
ic onslaught on a nation in history . . . every day, all
our banking and trade activities and our agreements
are being monitored and blocked.”* Meanwhile, the
large-scale anti-government protests in 2009, amid
electoral fraud allegations against Ahmadinejad, pro-
vided another stimulus for engagement in the talks in
hopes of relieving not only the economic but also the
political pressures built up over the years.
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A brief review of the Iranian economy is needed
to understand the impact of sanctions and sanctions
relief. The Iranian economy ranks 19th in the world
based on purchasing power parity, with its gross do-
mestic product in 2013 estimated at $U.S5.987 billion.
The country ranks 2nd and 5th in world proven gas and
oil reserves, making it a critical link in global energy
balances amid the rise of new power centers and the
search by countries for uninterrupted and diversified
energy supplies. Iran displays a tremendous potential
as a global, let alone regional, player. But its economic
performance is severely constrained. Its private sector
is highly underdeveloped, while the state-dominated
economic sectors are inefficient and underperform-
ing. Unemployment is at about 16 percent, with un-
employment for youth between ages 15-24 at about 23
percent. Inflation in 2013 hit a striking 42.3 percent,
but declined to about 21 percent in 2014 following the
election of Rouhani.?* Skilled labor and technology
investments are severely lacking. Iran’s major export
partners include China (22.1 percent), India (11.9 per-
cent), Turkey (10.6 percent), South Korea (7.6 percent),
and Japan (7.1 percent). Its major import partners are
the United Arab Emirates (UAE) (33.2 percent), China
(13.8 percent), Turkey (11.8 percent), and South Korea
(7.4 percent). The sanctions reduced Iran’s oil exports
by 50 percent (Iran” petroleum exports constituted 80
percent of all exports in 2013), cut government spend-
ing, and led to the depreciation of the currency by 60
percent, causing negative economic growth in both
2012 and 2013 for the first time in 20 years.?

The “Green Movement” anti-government protests
in 2009 against electoral fraud underscored the pre-
carious position of the ruling elites in Iran, even if they
catered to the needs of a largely urbanite and middle
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class citizenry and failed to galvanize rural segments
of the society —the backbone of popular support for
the regime. Ultimately stifled, protesters voiced both
political and economic demands, reflecting the need
for the statist political and economic regime to engage
in reform or face resistance, even if insubstantial.?®> The
electoral victory by Rouhani in June 2013 is therefore a
vote of confidence by the Supreme Leader and Iranian
people, a concession by the regime keen on avoiding
social rifts, and a “green light” for promoting change,
given the imperatives for reforms in domestic and
foreign policy realms.* Iran’s desire to conclude the
“interim” deal is therefore not surprising, but does
not necessarily indicate Iran’s readiness to pursue
a greater engagement with the United States after a
nuclear deal is achieved. Khamenei views the United
States as the main rival, and his policy of “heroic flex-
ibility” enabling Tehran to find a balance and compro-
mise in domestic and foreign policies, may be a way to
use “flexible tactics” to score political, economic, and
military dividends in the overall contest with Wash-
ington. Khamenei stated that “nobody should believe
that the enemies of the Islamic revolution have given
up their enmity,” while offering hope of engagement
stating that “the Islamic Republic will negotiate with
the Satan on specific issues that are of interest.”*

The lifting of $U.S.7-20 billion in sanctions, includ-
ing related long-term positive ripple effects on the
economy, has demonstrated for Iran the untapped
potential of its engagement with the world, while
strengthening the hands of Reformers and moderates
in Iran who have been marginalized over the last de-
cade but have now emerged as a stronger force keen
on winning overwhelming popular support for its in-
cipient yet potentially “revolutionary” domestic and
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foreign policies. The resultant economic gains for Iran
now and in the future could help ensure that it turns
into an engaged, not estranged, power that is will-
ing to assuage the security concerns of its neighbors
while reaping the economic benefits of its increasingly
global engagement. This is especially important be-
cause sanctions imposed on Iran in recent years have
shifted its trade with largely market economies to its
trade with largely authoritarian states.? On the other
hand, the sanctions relief could help bring Iran closer
to nuclear weapons if, following the “interim” and a
final nuclear deal, it continues to or starts pursuing a
nuclear weapons capability in secrecy and under the
cover of ever-expanding economic relations with P5+1
and other actors.?”

Just as Obama did, Rouhani has positioned him-
self as a president keen on bringing change. But, like
Obama, Rouhani is yet to confront a full spectrum of
resistance from foreign and domestic circles to his ini-
tiatives, making it imperative for the Obama admin-
istration to solidify its position in the ongoing nego-
tiations and achieve the sought-after outcomes sooner
rather than later. Arguably, similar logic should dic-
tate the approach of Rouhani’s administration, which
has a chance to strengthen its position in Iran’s do-
mestic politics and amplify the voice of Reformers. A
failure to conclude a deal could result in harsher sanc-
tions yet, or worse —an attack on Iran. This would be a
disaster and a lost opportunity, considering the merits
of economic and security cooperation between Wash-
ington and Tehran on a broad range of global and
regional issues, which have been driving a long-term
U.S-Iranian détente for years, despite strong obstacles.
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GEO-ECONOMIC TRENDS AND THE MERITS
OF ECONOMIC ENGAGEMENT

Geo-economic trends unfolding in the Greater
Middle East, and concerning the United States, make
the merits of U.S.-Iranian economic engagement all
too clear. An economic engagement between the two
countries would advance the regional and global eco-
nomic integration and help Iran modernize and inte-
grate its economy with global networks. Importantly,
it would help address global and regional energy se-
curity needs, promoting a diversified uninterrupted,
and secure supply of energy sources to global mar-
kets, while contributing to global economic growth.

A fuller integration of Iran into the global econom-
ic architecture would have a transformative impact
on Iran and the U.S.-Iranian strategic relationship. It
would also spur a faster, already ongoing integration
of the landlocked but energy-rich Central Asia and en-
ergy-poor South Asia into the global economic system.
Currently, energy, trade, 