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Dear Reader,

Brazil did it! President Luiz Inácio Lula da Silva announced that he would negotiate with Iran to ensure that that country’s nuclear program would be for peaceful purposes only. Negotiate he did. This report analyzes the outcome and the implications of the negotiations for business.

EXECUTIVE SUMMARY
Brazil tag-teamed with Turkey to negotiate with Iran regarding its nuclear program. In a previous CCI report I raised the issue of what would happen if instead of denying the reputed intent to construct a nuclear weapon Iran simply said that is planning to do just that. Something akin to that actually happened. Although Iran did not say it is pursuing the development of a nuclear weapon, it did announce that it would continue to enrich uranium in-country even while agreeing to ship some of its uranium to Turkey for subequent enrichment to a 20% concentration. This was an original suggestion over 6 months ago with the destinations being France and Russia instead of Turkey and with no in-country enrichment by Iran. That leads me to conclude that the only thing that was negotiated and accomplished was that a portion of Iran’s uranium will be sent to Turkey. Iran will not halt its enrichment program in-country (as called for in the original proposal) and there will be no IAEA inspections over and above those already called for. That hardly seems like much of a negotiation!
What’s It All About?
If Brazil’s insistence on negotiating with Iran in spite of the entreaties of several nations, most especially the USA, to not get involved was to irritate the USA, it was a total success. For certain, the US is less than pleased at the outcome.

If Brazil intended to throw a monkey wrench into the negotiations for the imposition of sanctions on Iran through the UN National Security Council, it might have succeeded. The agreement with Iran is pretty much the same proposal as was presented previously with France and Russia as the recipients and enrichment entities so the UN Security Council will essentially have to reverse its position on the proposal in order to impose sanctions. Well, in part. The new agreement falls short of the original one which called for the suspension of enrichment in Iran. The new one was accompanied by Iran’s announcement that it will continue doing what it was doing all along with a portion (estimated 30% to 50% of its uranium stock). An estimated 50% to 70% will be sent to Turkey.
Some European countries, most notably France, UK, and Germany, have expressed skepticism regarding the new agreement. However, some countries, most especially China and Russia that were reluctantly accepting the imposition of sanctions might now be somewhat more reluctant in view of the new agreement. This could delay debate and imposition of sanctions in the Security Council allowing Iran to accelerate its enrichment efforts with impunity in the interim (as it has been doing all along). Alternatively, it might have no effect whatsoever if there is sufficient skepticism in the Council regarding Iran’s intentions.
To-date there is no indication as to where the uranium sent to Turkey will be enriched to the 20% level. Turkey cannot enrich it. BUT, Brazil can. Brazil has a nuclear power program and has negotiated the purchase of a nuclear submarine so it has the capability to enrich uranium to 20% (or greater) levels. Moreover, Brazil’s enrichment facilities are not subject to inspection by the IAEA. No one knows what happens to uranium in Brazil after it passes through the gates of military installations where enrichment takes place. At the announcement of the new agreement, Turkey’s Premier Tayyip Erdogan upstaged Brazil’s Lula and seemed to take credit for the deal. Lula was decidedly taciturn. That begs the question of why, after so much hoopla in advance of the negotiations and Brazil’s statements about Iran’s “sovereign rights” Turkey appeared to be at the forefront of the negotiations. Perhaps, just perhaps, Brazil’s role will be to enrich the uranium that Iran sends to Turkey. That would justify taking a low profile position at the announcement. To gloat would be adding insult to injury and really thumbing its nose at the USA, the UN Security Council, and some of Brazil’s western allies. All in a day’s work, I guess.
What Are The Scenarios?
Brazil has played a dangerous game. There are a few scenarios we can consider as a result of the new agreement forged with Iran. None are very attractive. Consider the following:

Israel launches a pre-emptive strike on Iran: This is the worst possible case scenario. If Iran is encouraged by a lack of consensus in the Security Council and continues to provoke the west and/or announce that it can produce a weapon if it wants to, it is virtually certain that Israeli anxiety will increase markedly, perhaps to the level of paranoia. Israel might just be convinced that its only alternative is to strike at Iran first.
The Security Council imposes sanctions anyway: This is possible given the level of skepticism regarding the new agreement. However, it will require additional and perhaps extended debate. It is estimated that going from a 20% concentration level to a weapons grade 90% could take approximately 6 months (vs. 1 year to get from 4% to 20%). Since Iran has announced that it already has enriched to a concentration of 19.75%, time is in its favor and that could mean the sanctions come too late to avoid the development of a nuclear weapon.

The Security Council cannot reach an agreement on sanctions: If the Security Council has to wait now to assess Iran’s intentions under the new agreement, it might not be able to impose sanctions in a timely manner. Imposing sanctions after Iran has enriched its remaining stock of uranium to weapons grade level might actually serve to convince Iran to engage in nuclear blackmail. With a nuclear weapon in its arsenal and facing economic sanctions, Iran might just choose to demand that the sanctions be lifted against the threat of using its new-found toy. Aside from making Brazil look rather foolish, such a situation would markedly affect the balance of power in the Middle East and most certainly create additional instability.

The USA could act unilaterally: I do not suggest a military option here (although that’s not necessarily off the table!). Rather, if the Security Council cannot reach an agreement, the US could choose to enforce its own legislation regarding trade with Iran. The US has its own sanctions act that can be used to exclude countries that trade with Iran from trading with the USA. That would include the financial institutions of such countries as well as their manufactures and commodities exports, trading on US exchanges, etc. The US subsidiaries of such countries could be subject to formal restrictions as well as informal ones such as tax audits, delays in approvals of investment projects, etc. That would be particularly onerous to Brazil.

Brazil-US Relations Will Worsen – Markedly
To say that the US is “miffed” at Brazil is a gross understatement. You can be sure that this matter will not be forgotten in short order. While it is clear that US global influence has declined significantly during and because of the financial crisis as well as its unilateral foreign policy in recent years, it is still the world’s largest economy. It is down, but not out for the count. Brazil’s relationship with the USA has always been a relatively “testy” one but fundamentally one based on accommodation and negotiation. The two countries were like two friends who agree to disagree but tend to move in the same pro-western direction. The underlying “friendliness” and willingness to negotiate on the part of the US can be expected to disappear. Brazil’s preferential trading status under the USA’s GSP program might be rescinded by the US Congress. Relations will definitely become more “formal”. Even if the executive branch of the US government does not take significant action against Brazil, the Congress could. 
What’s In It For Turkey?

Turkey, once a stalwart ally of the US, appears to be trying to increase its influence in the Muslim world. Placing itself squarely in Iran’s camp serves that purpose. No longer having to rely on US “protection” from Cold War threats, Turkey might well be seeking to exercise a degree of regional hegemony as a nation that sits between Europe and the Middle East. Whether this, too, will become a major issue is not known. It might be a greater threat to Israel than to the US in the region. Both Brazil and Turkey are looking to increase their international influence and flex their muscles. But there is only one way that both can emerge “victorious” in that effort: Iran abides by the deal and does not seek to develop a nuclear weapon. If Iran does not comply, or if sanctions are imposed anyway, the attempt to be “players” will have failed. The issue merits watching.
The Effects On Business
The four scenarios suggested earlier in this analysis will all affect the global business community. If Israel were to launch a pre-emptive strike on Iran the price of oil would rise to the stratosphere. I don’t need to dwell on the effects on the global economy of an enormous rise in energy costs. If sanctions are imposed by the Security Council, world trade will suffer, albeit by not as much as would be caused by a spike in oil prices, unless, of course, OPEC were to raise prices in protest. However, Arab sympathy for the Persians might not be as strong as the sympathy for a fellow Muslim. If the US were to unilaterally impose sanctions on countries trading with Iran a considerable amount of demand in the global economy would shift. Asia and Europe might wind up becoming even more attractive as an investment sites or for trade. 

There is also a security angle to be considered. Terrorist attacks, most especially on US companies and citizens abroad, could increase, especially in “soft-target” countries where they have not occurred previously. Corporations that cooperate with sanctions (whether imposed by the Security Council or by the US alone) could become targets of terrorist attention both in the Middle East and in other venues. We should not forget that Iran is a state sponsor of terrorism.
Recommendations
First of all, I suggest you review your crisis management plans in the context of the four scenarios presented in this analysis. Look for your vulnerabilities under each scenario and adjust accordingly. Second, I recommend you review your global security policies and procedures with specific regard to your vulnerability to terrorist attacks. You might also look at your business with Brazil. If you are a US company you have one set of problems if you are a European competitor of US companies, you might have some market opportunities if US-Brazil relations worsen. At least one thing is certain: it “ain’t” business as usual!
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