
THE "COSTS" OF SOVIET RCONOP~IIC A I D  TO DEICELOPIKG COUNTRIES 

Note by t he   Un i t e s t a t e s   De lega t ion  

In  1966, the USSR committed i t s e l f  t o  a record 
,dl .3 b i l l i o n   i n  new economic a id  t o  developing  countries, 
al though  actual  aid  expenditures by t h e  USSR were on ly  one- 
quarter of t h a t  amount. 'The questions  whether  these  claims 
on Soviet  resources  represent a significant  burden on the 
economy, o r  whether  they  are a p o l i t i c a l   l i a b i l i t y  t o  the 
leadership,   c lear ly   bear  on Moscow's capabi l i ty  o r  willingness 
t o  expand i t a  influence  in  developing  countries  through 
economic aid,  This memorandum addresses   i t se l f  t o  these 
iuestions.  

-_I____ """ ." - -.. ... - r ~ ." 
Note: I n  t h i s  report ,   the  term commitment or extension is  

defined  as a f i r m  obligation by a  donor country t o  
provide goods and serv ices   e i ther   as  a grant or on 
deferred payment terms. The term  disbursement o r  
drawing o r  represents  the  actual 
in te rna t iona l   t ransfer  of goods o r  the  use of services.  
" Developmen_fL &s?istance  Co&i$ttee (DAC) donor countries 
include:  Australia,   Austria,  Belgium,  Canada,  Demza~k, 
Prance,  Federal  Republic of Germany, I ta ly ,   Japan,  
the  Netherlands , Norway B Portugal, Sweden, the  United 
Kingdom, and the  United  States. s m n i s t  donor 
countries  include:  the USSR, Bulgaria,  Czechoslovakia, 
the  Soviet  occupied Zone of Germany,  Hungary , Polanil 
and Romania.  The term  &eveloping  countries  includes 
Greece,  Spain,  Turkey,  and, i n  p r i n c i p l e ,   a l l  
noncommunist and non-OECD countries  other than 
Australia,   Finland, New Zealand, and the Union o f  

outh  Africa.   In accordance  with DAC c r i t e r i a ,  
ugoslavia and  Cuba are a l s o  treated  as  developing 
ountries;  data on communist a i d  t o  developing 

countries,  however,  exclude  these two countr ies   as  
recipients .  Although t h i s  report   focuses on the 
Soviet   a id   effor t ,   data  on other  communist a id  donoYs 
have  been  included for comparative purposes, 
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ABSTRACT 

2. The disproportionately  large amount o f  publ ic i ty  
accorded t o  the  Soviet   a id  program i n  developing  countries 
has  been more a t r i bu te  t o  the ski l l  w i t h  which i ts  propaganda 
value has been e e i t e d  than t o  its s i z e ,  which is  small by 
any standards. Viewed in  the  aggregate , the annual flow of 
Soviet  non-military  resources t o  developing  countries i s  
modest when compared t o  t ha t  of o t h e r  developed  nations.  In 
1966, the gross f low of aid from communist nations was .about 
$425 million,  roughly 6 percent of t he   o f f i c i a l  f l o w  from 
Development Assistance Commi"cee (DAC) .countries;   the  official  
b i l a t e r a l  gross f low from the US, a dozen  times greater   than 
from the USSR. &kasurcd  as a percent of the GfT, o r  on a per 
capi ta   bas i s ,   the   cos t  of Soviet  aid  to  developing  countries 
was not  only  f a r  below t h a t  of the U S  , France  the  Federal 
Republic of  Germany, o r  the  W<, but  also lower than that of 
I t a l y ,  Japan, and Austria,  whose per   cap i ta  GNP's a re  more 
comparable . 

3 ,  Nor are   the tcrms o f  Soviet aid overly  generous when 
compared with those of t he  West. More than  half of a l l  Yestern 
o f f i c i a l   a s s i s t ance  i s  currently  extended on a grant   basis .  I n  
cont raa t ,   v i r tua l ly  211 Soviet aid i s  composed of i n t e re s t -  
bearing  loans,  although  the  willingness of  the USSR t o  accept 
as  repayment the t r ad i t i ona l  commodity exports of' i t s  a id  
recipient  has proved espec ia l ly   a t t rac t ive  t o  developing 
countries  perennially  pressed f o r  convertible  currency, The 
weighted  average i n t e r e s t   r a t e  of o f f i c i a l   b i l a t e r a l   l o a n  
commitments by the SAC community i n  1966 was 3.1 percent;  the 
average  maturity  period  exceeded 23 years. Most Soviet 
development c red i t s   car ry  s l i g h t l y  l o n e r  i n t e r e s t   r a t e s  of 
2.5 - 3 percent  but call f o r  repayment mi t h i n  I O  - 15 years . 
Moreoverp in   recent   years   the USSR has committed a l a rge r  
share of it S new aid in   the form of commercial c r ed i t s  which 
carry somewhzt higher   ra tes  o f  i n t e r e s t ,  and shor te r  
amortization  periods, 

4. Although any unrequited exports by the USSR of goods 
and services  which have a l te rna t ive  uses in  the  domestic 
economy represent a  "burden" i n   t h e  s h o r t  m, the  current 
l e v e l  of Soviet   aid t o  developing  countries imposes no 
s i g n i f i c a n t   s t r a i n  on the  economy.  From time t o  time,  specific 
i ndus t r i e s   i n   t he  USSR mz.y f e d  the  pressure of  a i d  del iver ies ,  
b u t   a t  no time has the cost  of these   de l iver ies  amounted t o  
more than  one-tenth of one percent of the  Soviet GKP. 
f~Ioreovei?, scheduled commodity repayments of  p r inc ipa l  and 
i n t e r e s t  on long-term  indebtedness t o  the IJSSR have r i sen  
rapidly i n  recent  years, amounting t o  some $150 mil l ion   i n  
1966 - almost half   the  level of gross  aid disbursements in  the 
same year. Food a i d  has  been of minimal  proportions, and 
nonconvert ible   credi ts   to   f inance  del iver ies  of Soviet goods 
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and services  have  had l i t t l e  impact on the  Soviet  balance of 
payments. Indeed, USSR financing of  exports o f  machinery m d  
equipment t o  developing  countries  under  long-term  credits has  
provided a growing ou t l e t  f o r  goods vhich are unsa lab le   in  
more sophisticated  Westem  markets. 

5. In   the  USSR no less than i n  Western countries,  
however, foreign  assistance  allocations  prove  highly 
vulnerable t o  aus te r i ty  moves a t  home and pol i t ic&  for tunes  
abroad. Even if the   current   levels  of a id   expcndi tures   in  
developing  countries do not  appear t o  cu t  deeply in to  any t 

one sec tor  of the  Soviet economy, they  nonetheless competc with 
many claimants  for  available  rcsources, bo th  human and mzter ia l .  
Soviet  planners have been  obliged t o  program the  export o f  
goods on c red i t  - largely machinery .and equipment - of about 

' .  6350 million,  annually,   against  a supply of investment goods 
s t re tched   t igh t  by demands of military and space  programs, 
pressures to improve domestic l iv ing   s tmdards ,  and aid 
requirements of other communist countries.   In  the  absence o f  
any clearly  demonstrable  poli t ical   payoffs  in  developing 
countries, i t  is  not  surprising  that  aid expcnditures 
per iodical ly  have come under  attack as the most expendable 
means t o  ease the  pressure on domestic  resources. The current  
Soviet  lcadership, however, appears t o  view the  a id  grogram, 
much as the Khruzhchev regime did, as an  important  instrument 
of foreign  pol icy  in   the t h i r d  world,  and m believe  that  i t s  
economic capabi l i t i es  would enable i t  t o  mount a subs tan t ia l ly  
larger e f f o r t  i f  it f e l t  that t h i s  would be p o l i t i c a l l y  
prof i table  .~ 
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l. Net Flow of Financizl  Resources t o  13 
Developing Countries 2nd Mult i la teral  
Agencies 

2,  I n t e re s t  Rates and Maturit ies of 15 
Communist Loan Commitments t o  Developing 
Countrie S , 1963-65 

3. Relztionship Between ,-Soviet 'Economic Aid 21 
Disbursements,  Total  Exports, and Exports  
of  Complete P lan ts  t o  Developing 
Countries, 1960-65 

4. Soviet  Extensions of  Economic Aid t o  25 
Communist Countries, 1955-1966 
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__c I. Magnitude . .  of Soviet " - Aid - 
Extensions 
-_U__- 

6. Since  the  inception o f  communist aid programs i n  
developing  countries  in  1954,  the USSR and Eastern European 
countries  extended o r  pledged more than $8 b i l l i o n   i n  economic 
assistance t o  some 40 countries,  The Soviet Union has been by 
far the   lzrgest  communist aid  donor,  pledging  about $6 b i l l i o n ,  
o r  some three-quarters of the t o t a l . .  linnu~.l  Soviet economic 
aid  pledges have tended t o  increase  s ince 1962, and new Soviet 
a id  offe9ts of $1.3 b i l l i on  i n  1966 marked the  largest  annual 
Soviet  aid commitment t o  developing  countries  in  the dozen- 
ye ar-old program. (See Chart) * 

D i  sbursemerzts - 
7. There  has  been a wide and growing  gap, however, 

between communist aid pledges Land actual  a id  disbursemcnts. 
Cwnulrtive  expenditures  under communist a id  prograns through 
1966 totzled  only $2.8 b i l l i o n ,  or less t h m  35 percent of the 
t o t a l  a id  pledged. The USSR has implemmtcd  about 37 percent 
of i t s  commitments; the  Eastern European  record has been 
poorer,  with less thcm 28 percent o f  i t s  aid pledged  actually 
expended. The tendency for annual communist outl2ys t o  r i s e ,  
which was evident  through 1964, i s  no longc-r appment.  The 
spending  curve  has f la t tencd  out ,  md communist aid expenditures 
hELve x t u a l l y ,   d e c l i n e d   i n  each of the l a s t  two years .   Soviet  
de l iver ies  of goods  and services  under previous aid c r e d i t s  
are  currently  running  about $340 million  annually;  Eastern . 

Europc,m disbursements,  about $90 mill ion a year,  

8. Yith  drawings o n  Sovie t  and Ez.stern  Europan  credits 
in   recent   years  well below the   r z t e  at which new c red i t s  have 
been  extended,  the  backlog of  outs tanding  credi ts  is r i s ing .  
I n  1965 p about $2.8 billion-of  Sovie?f?ë?%itX"iained unspent; 
the  backlog a year  ago vias about $3.8 b i l l i o n ,  The comparzble 
f igure f o r  Eastern Europe i n  1965 was $j .5 b i l l i o n ;   i n  1966, 
$1 -6 b i l l i on .  

The Net Flow 

9 .  As cumulative  deliveries  under  Soviet znd Eastern 
European b i l a t c r a l   a i d  progrzms  have  grown,  repayments on 
e a r l i e r   c r e d i t s  havo been  incrcasing.  Scheduled lacpayment 
o f  pr incipal  and i n t e r e s t  on long-term - jTs""t-o ' - tEZ USSR 
rose from  estimzLtcd $20 m i l l i o n   i n  1960 t o  1.15 mil l ion   i n  
1965 and $150 n i l l i o n   i n  1966. ;a cstimated B l 5  mill ion wzs 
due E ~ . s ' ~ z ~ A  European countries i n  1960, about $45 mil l ion i n  
19659 and an estimeted $65 m i l l i o n   i n  1966. idthough it  is 
d i f f i c u l t  t o  determine t o  w h Z L t  degrcc  such repqnnents hzve  been 
met on schedule,  the  net f low gross disbursements minus 
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repayments of p r inc ipa l )  o f  Soviet aid in   recent  years may have 
averaged  about $250 mill ion;  that  of  Eastern European countries,  
about $50 mil l ion,  Assuming an  increase  in  Soviet  annud. gross 
disbursements t o  $500 mil l ion   in  1970, and project ing a 
doubling of scheduled  annual  repayment obl igat ions by deve,loping 
countries over the  next  f ive  years,   the  net  flow of Soviet   aid 
i n  1970 should  not be much greater  than i t  i s  at   present ,  

Impact on the  Soviet Economy 

I O .  Although l i t t l e  is known prec ise ly  of the  detai led 
composition of Soviet zid deliveries,   Soviet   sources have 
revealed t h a t  70 percent o f  i t s  economic a id  t o  developing 
countries  has  been  committed t o  heavy industry and a i s t r ibu tcd  
among branches o f  industry as shown in column (l) : 

(1) ( 2) 
Percent .  $000,000 

Hydro and thermal power 
O i l  and gas industry 
C o a l  industry 
Ferrous and nonferrous  metallurgy 
Chcmical,  pharmaceutical, and rubber 
Machine bui ld ing .  and metal working 
Construction  materials 
L igh t  industry 
Food industry 
Other 

Tot al 

27.3 
4. -l 
1 .O 

38.6 
5.2 

47.5 
1.5 
l b 7  

2.5 
0.6 

422 
63 
16 

597 
80 

1 0 0 ~ 0  

11. On the  assumption  that   the  distribution o f  ac tua l  
Soviet  a id  disbursemcnts would not  vary t o o  grec?tly  from  the 
d i s t r i b u t i o n  of a id  commitments during  the  period 1955-66, i t  
i s  possible t o  ca lcu la te  a  rough order o f  magnitude of the 
dollar value of Soviet   a id   del iver ies  t o  , industry as shown i n  
column (2)  0 

12. Pro-rated  over a dozen  years,  these  deliveries are 
not lnrgc and, i n   t h e  main, do not comprise the most technically 
advanced  Soviet equipment From time t o  t ime,   specif ic  
indus t r ies  ( e . g O 9  the heavy construction equipment indus t ry)   in  
the USSR m,ay feel   the   pressure of foreign  a id   del iver ies ,   but  
a t  no time  have  the  costs of these  del iver ies  amountcd t o .  
more than 0.1 percent of the  Soviet GNP. Indeed,  as 
disbursements have leve l led  off in   recent  ye m s  , the  burden of 
aid de l iver ies  as measured zgainst the GNP has  actually 
declined  in  each of the lest three  yezrs. And the more than 
$1.5 b i l l i o n  o f  machinery  and  equipment exported on c red i t  t o  
developing  countries  over  the  course o f  t he  progran has 
amounted t o  l i t t l e  more than II percent of to ta l   Sovie t   expor t s  
Of machincry and  equipment during  the  period  (although  in 
recent  years . this f igure has doubled). . .  

?JATO COWIDENT1i;L -1 0- 
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13. On t h e  other  hznd,  current  Sovict   domcstic  priorit ies 
have been  focused on the  development of chemical, metal lurgical  
mcchincry, o i l  and gas, and e l e c t r i c  power indus t r ies  - arcc?s 
i n  which foreign a id  commitments are  heaviest .  Moreover, 
m i l i t z q 7  md space  programs  have pre-empted manpower, machinery 
and m.ter ia ls  which are  a l s o  needed by the   c iv i l ian   sec tor  2nd 
the  foreign  aid program, If aid  expenditures do  not  cut  deeply 
into aqy one sec tor  o f  the economy, the  broad  front of Soviet  
a c t i v i t i e s   i n  less developed  countrics m p y  nm  increasingly 
compctc, i f  only at   the   mmgin,  wi th  many clcimants f o r  
available  Soviet  resources, b o t h  human and material .   Soviet  
planners  cre now obliged t o  program the  cxport o f  goods on 
c red i t  - l n g c l y  machinery and quipment f o r  complete p l m t s  - 
of &out $350 mill ion annuaZly,  against a supply of investmcnt 

space  technology, and the  need t o  improve the  standard of 
living . 

. . goods s t re tched   t igh t  by  competing dem,mds o f  mil i tary znd 

14. Thousands of special ized and highly  trained 
technicians,  designers and engineers  leave  each ye~.:r f o r  work 
on Sovict   construction  projects abroad, amid increasing 
competition a t  home f o r  such c r i t i c a l l y  needed s k i l l s   i n  
missile and space programs and t o  improve technology and 
qual i ty  o f  product i n   i ndus t ry  and agricul ture .  ivld ,amid 
per iodic   f r ic t ion  with the 10~~23, population,  sizable numbers 
of students f rom developing  countries are studying on 
scholzrships   in   Soviet   univers i t ies ,  whose academic f a c i l i t i e s  
and housing accommodztions are already  heavily  taxed a d  where 
many capable  Soviet   teex-gers,   directed  into  the labor force 
by government educational  policies,  are  denied  admission. 

15. There is evidence t o  suggest t h c t  the  cumulztive 
effect  o f  these and other   fac tors  may, ct times  hme  generzted 
pol i t ical   i ssues   over   foreign a id  incommensurate with the 
rea l  economic costs  of the program.  These are   discussed  in  
Chapter V. 
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"""' II. k ComJarison _."* . . of East-V?est " Aid " 

Aid Flows 

16. The disproportionatcly l m g e  amount o f  publ ic i ty  
accorded t o  communist a id   e f for t s   has  becn more c t r ibu te  t o  
the sk i l l  wi th  which i t s  propaganda  value hcs  been  exploitcd 
thrn t o  i t s  s i ze ,  which is ,  on the whole,  modest when 
measured against  Western aid. A comparison o f  the  net flcw o f  
finGancial resources t o  developi  countries from li"?l=stern 
Development k s s i t m c e  Committee and communist countries,  
shomn i n  TFble l reveals   thzt   dur ing  the  yerrs  1965-56 the 
economic a i d  provided by communist countries  represented less 
t l m n  5 percent of  offici21  'Yestern  assistance. If we inclufk 
the  trxnsfer.;of  Westcm  private  investment  funds  (which 
zlthough  not  aid  in  the  str ictest   sense o f  the  term, 
ncvertheless  contributes t o  economic devclopment),  thcn  the  net 
flow of long-term  financial  resources from the West during the 
period was almost 35 t imcs  that  from communist sources. 

Net Flow (1)  of  Financial  Resources "__. to Devel..% 
" Countrie S and  Multi lateral  Agencies 

DAC 
Off ic ia l  
o f  which U S  

Pr ivate  
o f  which U S  

. .  
1965 

Total ,   Off ic ia l  and Private  10,278 
o f  which US 5,500 

Communi s t  
Off ic ia l  
o f  which USSR 

do l la rs )  

1966 
. .  ..e. . . 

3 4.29 
979 

(1) The t 'net f low" i s  d e f h e d  as  gross disburscments  minus 
repaymbnts  (,amortization) o f  princiL.al  reccivcd  during 
the  year. 
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17. The comparison i s  o a y  s l i g h t l y  less &riking if we 
compare the  aid  performmce of the US and the USSR, the  two 
largcst  a id  donors i n  t h e i r  respective  groupings. Net Soviet 
aid  disbursements  during 1965-66 was less than 7 pcrcent of the 
us  o f f i c i a l   a i d  flow t o  developing  nations. 

18. While calculation of the net flow i S a b c t t e r  measure 
of the real inpact on the  budget and bzlrnce of payments of 
donor coun t r i e s ,   t he   mre l i ab i l i t y  of rupaymcnts data f o r  
conmunist countr ies  makes  more va l id  a comparison of gross 
flows. Moreover, in   thc  minds of communist policy makers a s  
well as Western  finance  ministers and l ag i s l z to r s ,   t he  gross 
flow i s  probzbly a .more relevant   factor  i n  shcping  att i tudcs 
and intent ions towards cppropriating cand a l loca t ing   a id  funds. 
I n  most cases  budgetary  requcsts have t o  be made f o r  gross 
expenditures, and they compete i n   t h a t  form with other demands 
on the Trcasumy: i n t e r e s t  ,md amortization  receipts from 
e a r l i e r  l o m s  flow into  the  gcneral revonue o f  the govcrnment. 
A ,comparison of  the gross f low of o f f i c i a l  DAC and communist 
aid  (excluding aid t o  mult i la teral   .agencies)   in  1965 and 
1966 is as . follows, ( i n  mil l ion US dol la rs )  : 

1965 1966 

BAC 
of which U S  

Communi st 
of which USSR 

6 ;  528 6 , 7 U  
3,758  3,899 

v. The Terms of kid 

19. Contrary t o  the  claims of communist propagmda,  the 
terms of communist a id  arc not ovcrly generous when compared 
w i t h  Westcm  aid  giving.  Despite a tendency in   recent   years  
f o r  the  share of grmts i n  Wcstcrn b i la te ra l   ass i s tance  t o  
dec l ine ,   i n  1965 more than half  of t o t a l  Western assistance 
was committed as grmts, By contrast ,   the economic assistancf:  
of  communist ntltions has consisted  almost  cntiroly of c r ed i t s  
thzt  must be rcpaid with interest .   Since  the  inception of 
the communist a i d  effort i n  -l954, only some-3 percent of t o t a l  
aid has been  committed on a grant   basis .  

20, Table 2 shows the breakdown by i n t e r e s t   r a t e  and by 
maturity o f  communist loan commitments in the  period 1963-65. 
The bulk of Sovict and East European a s s i s t a c c  has becn 
extended a t   i n t c r c s t   r a t e s  of  less than 3 percent per annum, 
The wcightcd  average  intercst   mtc O% o f f i c i a l   b i l a t e r n l  
Western l o a n  commitments i n  1965 was 3.6 percent; i t  dcclincd 
t o  the  1964 l e v e l  OP 3.1 percent, however, i n  1966,. 
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c c 

Table 2. 

( I n  percent of t o t a l   v a l u e ( ? ) )  
USSR - Eastern Euro= 

1963  1964  1965  1963  1964  1965 

Percentage o f  loans committed a t  less 
than l perccnt 
l percent t o  l e s s %  than 3 percent 

I 3 percent t o  less t h m  6 percent 
U 6 percent and above 
A 

I 
For  25 years and O V C ~  

F o r  16 ycars t o  less than 25 years 
For  6 years t o  less t h m  16 y o a r s  
F o r  less th,m 6 y c m s  

O 8 8 

84 91 84 
16 1 16 

O O O 
O O O 

18 O O 
81 79 97 
l 21 3 

O 

50 
50 

O 

O 

O 

91 
9 

O O 
IO0 83 

O 17 
O O 

O O 
O O 

J 
1 

w 
I 

100 94 
O 6 

(1 )  The t o t a l  v r luc  of communist loans f o r  which torrns aide nvcilS.ble. 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



-1 7- NATO CONFIDENTIAL 
Z7C77g-xP72~  

21 . On the other  hand, most communist c r e d i t s  have been 
extended for   per iods of 15  years  or less ( a  major  exception 
during  the  period 1963-65  was a longer-term  Soviet  credit ‘Co 
Afghanistan i n  1963), while the major shai-es o f  Western a i d  
have carried maturi t ies  of l 5  years  o r  longerp  often up t o  40 
years  or more.  The weighted  average  maturity o f  ’Jestern  loan 
comitments was 22.2 y e a r s   i n  19659 down f r o m  the 28.3 years 
i n  1964; i t  was 23.5 years i n  1946. The average  grace  period 
on l o r n  commitments incre2.sed from 4.5 y e a r s   i n  1965 t o  5.3 
yea r s   i n  1966. Most Soviet a id  zgreements  provide f o r  repcyments 
to  begin one year  after  completion of de l ive r i e s ,   d though   i n  
several  cases 3-6 years and longer  grace periods have  been ~ 

given. 

22. I t  i s ,  of  comse, t rue ,  t h z t  t h e  willingness o f  t h e  
USSR and other communist countries t o  ccccpt 2 s  repcyments of 
p r inc ipa l  interest  t h e  tradit ion21  exports of the recipient  
country - i n  some i n s t m c e s   i n  goods  produced by the  
entorpr ises   es tcbl ished  with community aid - has  proved 
espcciel ly   a t t ract ive  to   countr ies   perenni ,dly  pressed  for  
convertible  currency. 

-1 7- 
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III. Aid and  Trade 

A i d  Tyinq 

23. Although the term "aid tying" i s  d i f f i c u l t  t o  define 
precisely,   generally,  i t  suggests  the  application o f  conditions 
which requirc  that   the goods and services  financed by a id  rncy 
be  purchased  only i n  thc donor  country. From the  donor' S 
viewpoint, i t  allows them t o  contribute  without  impairing the 
foreign exchange posit ion; from the  viewpoint o f  the  recipient,  
t i ed   a id  reduces  the freedom of choice among suppl iers ,  
possibly cF.using  them t o  mcept  highcr-priced o r  i n f e r i o r  
goods . 

24. Most Western a i d  donors i n  varying  degress  irtici '  
the i r   fore ign  Cid contr ibut ions,   Vir tual ly  a l l  communist 
development c id ,  however, has  been  extcndcd in   t hc  form o f  
nonconvdrtible  interest-bcaring  credits  providing f o r  t he  

delivery o f  goods services  exclusively by the donor 
countries, Thc O Z D  has estimcted  the  following  percentages 
of  gross  disbursements of l;?cstcrn a id  tha t  a r e   t i e d  t o  
procurement i n   t h e  donor  country. k comparison  withthe  Soviet 
and Ecstern European record   in  t h i s  regard i s  as fo l lows :  

Vi r tua l ly  ~ 1 1  Communist countries 
60-80 percent Austria,  Cancda Jp.pan, US 
30-50 percent Fed.Rep. G e r m m y ,  I t a l y ,  UK 
-10-30 percent Australia9  France,  Netherlmds 
l e s s   t han  I O  Belgium, Demmrk, Norway , 
percent   Portugd,  Sweden, Switzerland. 

""" 
Promotion of  Exports 

25.  Foreign  aid mzLy be  considered a "cost' ' t o  donors 
insofar  2s cid-financed  exports replzcc exports which would 
otherwise have  becn made. An a m l y s i s  of the   s t ruc ture  of 
Soviet  exports t o  developing  countries  suggests t ha t  a id  
t ransfers  have involved l i t t l e  o r  no displmxment o f  
t radi t ional   Soviet   exgorts  t o  the ~ rc ' a :  on the  contrary,  
Soviet  longterm  credits  have  guneratcd  additionpl  exports, 
end hzve grovided much of thc  impetus f o r  increcsing  tmde 
t ies   wi th   the  m e n .  

26, k l thmgh s t i l l  r e l a t i v e l y  small i n  the aggregate, 
e i ther  as 2. percentcge o f  to ta l   Sovie t   fore ign  trch..de 
( 1 3  percent) o r  o f  thc tot2. l  o f  developing  countries  (&out 
2 pmccnt) , Soviet   trade with developing  nations has been  the 
most  dynanic  sector of  Soviet  in&ern:ltional  trzde;  indeed, 
Sovict  tr=lde wi th  t h i s  ?.rep. hns  becn  the most dynxnic  sector 
of a l l  world t rade f l o w s  during the past  dozen years.  

-1 g- 
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Since 19 5 4  Soviet  exports t o  devcloping  countries hcve 
incrccscd  almost  eightfold;  in 1966 they  totaled $1.2 b i l l i o n  
and accounted f o r  more than 40 percent of total   Soviet   ,exports  
t o  noncommunist countries 

27. This  has  been  particularly  true o f  SGvict  exports of 
complete plGmts and instd. la t ions.   Soviet   capi tc l  goods 
indus t r ies  are beginning t o  show a czpacity t o  produce i n  
excess of current  requirements. While such  exports  find new 
buyers in   the  industr ic l .  Wcst, they   f ind   readier   ou t lc t s   in  
the less sophis t icated markets o f  developing  countries, 
par t icu lar ly  i f  the USSR i s  wil l ing  to’help  f inznce such . . . 

exports .with long  term. c red i t s .   In   recent   yems,  and 1sl.rgeI.y 
under the trade-crec.ting  stimulus of  Soviet 2,id del iver ies ,  
developing  countrics have accounted f o r  more than 90 perccnt 
o f  Soviet  exports of machinery  ead  equipment t o  noncommunist 
countries,  ,and f o r  v i r tua l ly  d l  of Soviet  exports of complets 
p l m t s  t.0 the  w e a .  

exports t o  developing  countries  (soe  Table I V )  clearly  reveals 
the mp.jor role p1,ayed by p.id de l iver ies   in   Sovie t   expor t  
expansion  to  the area. Although the  datn for aid disbursemcnts 
include  a id   t rznsferx which ito‘not  produce  immediate  trade-. 
c rea t ing   c f fec ts  ( f o r  example, c r e d i t s  f o r  gcological‘surveys, 
f eas ib i l i t y   s tud ie s ,  and personnel t r a i n i n g ) ,  it can  reslsona’oly 
be assumed that a l l  Soviet  exports of complete  plcants were aid- 
financed.  Thus9 during the period 4960-65, rmghly  bctween 
30 percent m d  40 percent o f  Soviet  exports t o  dwwlogine; 
countries  flowed a s  a consequence of Soviet   credi ts .   Stated 
another w w 9  ‘Soviet  exports t o  developing  nations  during  the 
period would have  been, a t  a minimum, about 8.1 b i l l i o n  lower 
were it  not f o r  Soviet  long-term credits, 

28’. k comparison of  Soviet aid  disbursements and Sovict 

29.  In  recent  years  the USSR has  turned  increasingly t o  
the of commercizl credits  cxtended by Sovict   foreign  trade 

cnlerprises, Such export c r ed i t s  are essentially  designed . t o  
promote Sovic t   cap i ta l  goods exports;  they  arc  not pr imwily 
concerncd with financing economic development e These Sovict 
credits  carry  shortcr  amortization  periods  (generstl ly 5 t o  7 
years ,  or under  special  circumstances up t o  8 o r  I O  years) 
a d  higher  rates o f  in te res t   (up  t o  4 pcrcent per annum) than 
t rad i t iond .   Sovie t  development aid. I n  1966,  about  onc-third 
of all Soviet credits extensions t o  developing  countries were 
committed in   t hc  form of commercial c r ed i t s .  
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I 960 

1961 

1962 

1963 

1964 

1965 

1960-65 

Table 3 .  

s o r t s  A i d  Disbursements 

l O 7  

189 

260 

355 

353 

350 

1,624 

( In   mil l ion US and percent) 

Disbursements as, m o r t s  of Complete E. of  Expo r a t s  Plants  

P.3 
I 

3r 

l 
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-* 
I V .  Other  Soviet Economic ""~ k i d  Commitments "" 

Communist Clients 

30 . During the dozen yezrs 1955-66, i n  which thc USSR 
extended  almost $6 b i l l i o n   i n  economic c r e d i t s  t o  noncommunist 
developing  countries, i t  committed some $6.9 b i l l i o n   i n  
economic assistance t o  o ther  communist nations.  During the 
period Cuba, a recipient  of $j .4 b i l l i o n  i n  Soviet c i d  
extensions, and Bulgaria, Ifiongolia,  and the  Soviet  occupicd 
Zone of Germany each wi th  Soviet 2,id commitments of roughly 
$1 billion,  together  accounted f o r  two-thirds o f  Soviet e i d  
extensions t o  communist countries. (See Table 4.) 

31. A disaggregation o f  the  data, howover, revod-s  some 
significant changes in   the   d i rec t ion  of Soviet  aid  during  the 
period  under  review. For  example, during  the  six-year  pcriod 
1955-60, Eastern European CEMA countries  received 55 pcrccnt 
of Soviet economic aid  extensions t o  communist countries ?.nd 
30 percent o f  Soviet economic assist,mce t o  a1 countries. 
During the  pcriod 196-1-66,  however, the  share o f  the  Europern 
CEMA countr ies   in  ncm Soviet  aid  extensions t o  communist 
countries  declined t o  on ly  34 percent; md the i r   sha-c  o f  t o t a l  
Soviet economic a id  commitments was less thrn 18 pcrccnt, $ 

During the p?.st six  years Cuba,,  Mongolia, Nor th  Vietnm, md 
Yugoslavia  have  received  twice CS much Soviet zid as hcs  the 
European CEWi group. Moreover,  each ycm  s ince 1958, Sovict 
aid  extensions t o  nonccmunist  dcveloping  countrics have  been 
lzrger, often by a considerable margin, thtu? Soviet   aid t o  
Eastern Europe. îAww,?.ys vociferous  claimants to F. subst,cmtiF.l 
shmx of Soviet economic la rgcsse ,  i t  is not  surprising  the 
e l m c n t s   i n   E m t e r n  Europc should betray some resentment E& the  
increasing f l o w  of S o v i e t  resources t o  o thcr  communist regincs 
and, p a r t i c u l m l y ,  t o  noncommunist countries. 

blultilctercal  Agencies 

32. ldoscow has  long  underscored bo th  i n  word ,and deed i t s  
strong  proferencc for bi la te ra l   a id   g iv ing .  The USSR has n o t  
par t ic ipated  in   such  mult i la ternl  aid agencies m the 
Intern2,tional BanII f o r  Reconstruction 2nd Devclopment o r  i t s  
two zbffilictcs,  the  InternC.tiona1 Dcvelopmcnt 1,ssociation cnd 
the In t cmxt iona l  Finculce  Corporztion.  Similarly, i t  re  jectcd 
participation  in  the XsiLm Dcvelopmcnt Bank .  The o n l y  
in tc rna t iond   a id   o rganiza t ion  t o  which most  communist n2,tions 
rcgulcrly  contribute i s  the  United N ? . t i m s  Developmcnt P rogrm 
(UNDP) . 

33. I n  1966 Sovie t pledges  (including those  f rom the 
Byelormssian SSR m d  the LJkrainiLm SSX) t o  the  UNDP werc $3.5 
million; and pledges by 2-11 communist countries  accounted f o r  
less thcm 3 percent o f  ta ta1  contr ibut ions.  By  con tms t ,  U S  
pledges t o  the UNDP i n  1966 amounted t o  $63 mil l ion ,  roughly 
40 percent of  t o t c l  pledged  contributions. Virtually all 
communist contributions,  moreovcr,  have  been made i n   m n -  
convert iblc   currencies ,   thereby  res t r ic t ing  their  usc t o  donor 
count ri es . 

- 23- NATO CONFIDEIJT1,'L 
" .~. " 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



Table 4. 

N 
I 

U1 
I 

__c_ Sovict  Extensions o f  Economic Aid t o  Communist- Countries, - " 1955-1966 

(In million US d o l l a r s  ,and pcrcent o f  total) 

1955-1 960 
Mil l ion ". U&$ Pcrccnt 

Total  2 981 IO0 .O "- L- 

Eastern . .  ~urLJpc 1,640 55,o 
Bulgaria 374 
Czechoslovakic 14 
Soviet  occupied Zone o f  Gcrmmy 51 5 
Hung a r y  345 
Poland 300 
Iiomania ~ 95 

Communist China 
North Korea 
North Vietn2.m 
O th e r  C ommxn.sA 
A l b a n i  it 
Cub a 
Mongolia 
Yugo s h v i  2. 

" 543 
65 
l O 0  
30 6 
72 

26.8 

18.2 
" ___I 58 * 9  

_I____ 

Years 
__1 Extensions 
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34. S t r . t i s t i c a  aggregr.tions of Soviet economic aid 
commitmentE and disburscmcnts zre,  2.t bes t ,   on ly   par t ia l  
measures of the real impzct o f  foreign  a id .   In   the USSR, no 
less t h m  i n  Western countries,   foreign  assist ,mce  allocations 
prove  highly  vulnerable t o  aus t e r i t y  moves a t  home and p o l i t i c z l  
fortuncs  abroad, i'Lg,?inst the  backdrop o f  domestic  problems 
over  the  allocztion of resources and i n   t h e  absence of any 
clearly  demonstrzble  poli t ical  pay-off's i n  developing 
countr ies ,   there   hes  been evidence  ( largely  inferent ia l ,  t o  be 
sure)  that   eid  exsenditures by the USSR per iodical ly   hme 
come under  attack as the most cxpendzble means of casing  the 
pressure on intcrnzl   resources .  

Domestic  Resentment 

35. Domestic resentment  agcinst  extensive  Soviet  foreign 
p.id ventures  has  apparently  provided common ground f o r  
(1) theoret ic ians  ~.nd others who di s t rus t   the   uncer ta in  
po l i t i ca l   i deo log ica l   i nc l in r t ions  o f  many of NIoscow's 
aid rec ip ien ts  and give only nominal sup2ort t o  the  idea o f  
economic a id  2s a s ign i f i can t   f ac to r   i n   t he  nation& 
l ibera t ion   s t ruggle ;  (2) l e s s  p o l i t i c a l y  mindcd eccnomists 
,and o f f i c i a l s  who question  the econc,mic rnt ionale  o f  the 
export on c r e d i t  o f  ccpital   resources th2.t might slaw the pzce 
of domestic ccpi ta l   formation  in   re turn f o r  lesser  p r i o r i t y  
foodstuffs and consumcr goods; and ( 3 )  t he  general  public f o r  
whom often promised  improvements i n   l i v i n g   s t m d a r d s  have 
remzined k.rgcly  unf'ulfilled  bcccuse o f  i nc rcming   s t rp ins  on 
the  nation's  resources,  Recent  Soviet s3urccs have hinted 
that   the  2rogram has become an issue  within  the  lezdership,  
between  the pragms.tic  Kosygin and the more ideologically 
or ientated Brczhncv. iaong  those who arc reported t o  share 
Kosygin's p i n t  of vicw arc Minis t ry   o f f ic ia l s  who resent  the 
added burden of foreign  aid commitrncnts on their   Minis t ry '  S 
budget and human ,and material  resources, and which detract  
from t h e i r   e f f o r t s  a t  home, 

36. During thc  e a r l i e r  yecrs crf the progrLam, Soviet 
lecders sought t o  mollify  such  anti-giveaway  sentiment by 
appeals t o  the  wider  perspectives of "proletz.rian 
i n d u s t r i a l i s t  duty" , mnintaining  that  Soviet a id  wi?s not 
designcd t o  be very l 'prcfi table" from the commercial point of 
view,  Khrushchev  himself explained some year ago that  "while 
the  Soviet  Union  and other  socialist   countries  consider it 
their   duty t o  help  underdeveloped  countries ..... we cannot 
SW tiict our  economic re la t ions  r?re bzsed on mutual 
advatage.  Generally spe,&ing from the cornrnercistl standpoint, 
OUT economic a id  and tcchnical  assistance t o  underdeveloped 
countries i s  even unprofitable t o  us." 
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37. I n  a t e l ev i s ion  spcech t a  the  nat ion  in  M P ~  1964, 
reporting on h i s  v i s i t  t o  - t he  Ui lR  during which he  granted 
C23ro $280 mi l l ion   in  new economic zid,  Khrushchev s imilar ly  
admittcd  that sfwhen thc  Sdviet Union helps  the young 
developing  countries,  giving them a portion of the  wealth 
amassed by i t s  own labor  . . . . it  i s  l imi t ing  i ts  own 
p o s s i b i l i t i e s  f o r  a certain  period o f  But, he  added, 
"we would be poor communists,  poor i n t e r n r k i o n d i s t s ,  if me 
thmght only o f  ourselves". Xorcovcr, he assured h i s  l i s t e n e r s  
that  the  'fassist,ance we are giving t o  the  peoples of the 
developing  countries will be  repaid a hundred-fold", and t h a t  
"each o f  us well understand  the  cxprcssion:  'Better t o  have  a 
hundrcd friends  than a hundred rubles'",  Khrushchev's  efforts 
t o  "sell" foreign p.id should s t r i k e  a responsive  chord  in m m y  
Western aid  administrators who have  sought t o  win a id  
appropriations from r e l u c t m t   l e g i s l a t u r e s .  

38 Signif icant ly ,  as militmy and space  expenditures 
have r i s e n  m d ,  i n   p a r t i c u l m ,  CS Scvie t mi l i ta ry   a id  
commitments t o  noncommunist countrics and N o r t h  Vietnam have 
received more mtor i e ty ,   Sov ie t   o f f i c i a l s  have  been  obliged t o  
explain  foreign  a id   in  a more effective  fashion.  Sovict  
Foreign  Minister  Patolichcv  recently  rcplicd t o  8 chmge 
by a reader o f  the  newspaper Tmd thz t  t he  USSR was 
delivering equipment t o  developing  countrics "zt vcry low 
prices" by asserting: "I should l i k e  t o  make it  q u i t e   c l e m  
that WC nevcr s c l l  c.t a l o s s  t o  any countr ies   in   Asiz ,   the  
Middle Last,  or m y  othcr   cmntry ,  f o r  thct   matter.  Our 
foreign  trade i s  based on the  principle of  mutual  adventage 
m d  equality."  Patolichev's  reply was i n  mmked contr2.st t o  
the   se l f - sxr i f ic ing   tone  of Khrushchev's  statements  citcd 
ear l ie r .   Off ic ia l   Sovie t  commcnt a l so  has  tended t o  l ~ y  
increasing  s t ress  on the  ccanomic advantages which cccruc t o  
the USSR from aid  out lays .  Commdity rcpcynents o f  past loans, 
f o r  example, w e  now frequently  charactcrizcd as helping  the 
USSR I t t o  implement i t s  economic  dcvelopmcnt plms and more 
filly meit  the  requirements of the  population". 

" 

39. I t  seems reasomhle t o  surmise  that  the  frequently 
defensivc  efforts by Sovict lcaders t o  t t s e l l l f  the l r   fore ign  
a id  program would not have,  bcen  necessary unless the  p r o g r m  . . .  , 

were being  seriously  questioned. 

Criticism from Abroad 
" 

40. h undercurrent o f  rcscntment  agzinst  the  allegcd 
burden o f  foreign economic a i d  is d s o  evident among othcr  
communist countries whose foreign  a id  programs, i f  not 
directed by Rlosco:~; were cer tc in ly   insp i red  by it. I n  Hungmy, 
Poland, andl Lxr t icu lar ly   in   Czechos lovzkia   ( the   l a t te r ' s  
commitment t o  forc ign   a id9  memured e i thc r   i n   abso lu t e  tcrms, 
on a >er cc.pita bas i s  or as a pe rcen tqp  o f  GNP, is the 
highest   in   Eastern Europe)  there cre pe r s i s t en t   p re s s  and other 
rcgorts  of public  resentment 3.gFJns-t foreign  a id ,   cspecial ly  
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a id  t o  Cuba, The organ o f  the  Central  Committee o f  the 
Hungarian Communist P m t y ,  f o r  exmple ,   has   i n   t he   pas t   f e l t  
obliged t o  respond t o  "those comradcs i n  our  party who d9 not. 
understand the necessity o f  aid t o  young nat ional   s ta tes" ,  2nd 
who rnaintain ' l ' i t  i s  incorrect  t o  support  former  colonial 
countries where thcy  persccute  progressive  forces, b ~ . n  the 
Communist Party ... . and even hound . t o  death thc: communists". 

41 , Similarly,  the Czech press   has   cal lcd upon Foreign 
Trade Minis t ry   o f f ic ia l s  and others t o  answer questions f rom 
the  public such as: Where  might vie be i f  we did not  feed so 
much  money t o  Africa?",  o r  asser t ions t o  the  effect   " that  our  
economic d i f f i c u l t i e s   a r e  caused by inf la ted  foreign  t rade 
with the  so-called  developing  countries  and by  the  aid we 
give them". Indeed, Rude Pravo h2.s complained that  "these 
opinions  are sometimes  expounded i n  such SL color fu l  manner 
that  the  uninitic.ted  could  get  the  impression  thzt 
Czechoslovakia i s  keeping a t   l ea s t   ha l f   t he   i nhab i t an t s  of our 
globe". Although press   jus t i f ica t ions  f o r  fo re ign   a id ,   l i ke  
thvse  in   the USSR, are c2n admixture o f  i d c o l o g i c ~ l  appecls t o  
communist responsibi l i ty  ana cconomic advzatagcs t o  be derived 
from oxpanding t rade and a i d   t i e s  with developing  countries, 
". Rude Pravo  parentheticp.lly,  but  significzntly, added in   the  
eforementioned a r t i c l e :  "Of course,   the  credits we grant must 
be supportable by our economy, and i n  the p a s t  our 
p o s s i b i l i t i e s  m C y  not have Zlwcys been correct ly  gauged", -I 

42, Communist China, o f  course,  has  singled  out  Sovict 
foreign aid t o  noncommunist countries as 8 sGecial   target 
within i t s  overall   objections t o  Sovict   s t ra tegy  in   the ?.PCC?. 
Unab.le t o  competc wi th  tho lmge   Sovie t   ass i s tmce  program 
(Soviet  a id  disbursements  cre more than six  t imes t h o s 6 G f  
China),  Peking  has waged 2x1 unremitting  cmpaing to di sc red i t  
the  quzli ty md in t en t  of Soviet  foreign aid. Premier 
Chou En-lai 's  "Eight  Principles1? of foreign  z id  which he 
advr-nced on h i s  much pub l i c i zed   v i s i t  t o  Afr ica   in  1964 - 
which  ncited Chinese  respect f o r  the  sovereignty o f  a id  
recipients,  the  zbsence of po l i t i ca l   cond i t ions ,   i n t e re s t -  
f r e e  or low-interest l o w s ,  generous  concessions on repcvments, 
quc2lity  equipment 2.t world market pr ices ,  and the exenip1m-y 
conduct of Chinese  technicians - were an i l l -d i sguised   e f for t  
t o  draw invidious  csmpzrisons  between  Chinese. md Soviet 
foreign aid prac t ices ,  and t o  feed  the  l2kent  apprehensions of 
many Soviet   a id   recipients .  

43. Final ly ,   imglici t   cr i t ic ism o f  Soviet   a id   pol ic ies ,  
pa r t i cu la r ly   i n   La t in  Lmerica, have ernemated from Cuba, among 
the  . largest   beneficiary of  S w i e t  lmgesse. Recent Soviet 
economic overtures t o  several  Latin  hm?ic,ul governments 
provoked Cc?.stro i n  sarly 1967 t o  comment t h a t  ''whoever helps 
thüse  oligarchies where gue r r i l l a s   a r e   f i gh t ing  will be 
helping t o  suppress  the  revolution".  Several months l r t e r ,   a t  
the CGban-sponsored.Latin Xmerican Solidarity  Organization 
Conference i n  Havana, the Cuban ULSO de lega t ion   in i t ia ted  a 
resolutiQn . (never  issued a s  an official   conference  statement) 
censuring  the  pol icy of cer tz in   "soc ia1 is t"coun~r ies  which 
g ive   c red i t s  and technica l   a id  t o  "dictatorships"  m d  
"Oligarchiess1  in L2.ti.n 1Jnerica. 
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VI. ProsJxcts . .  

4-4. Although we have used  the word $'burden" as applied t o  
Soviet   aid,   in a sense,  the term i s  inagproprizte:  Soviet 
economic assistance  has bcen  extended i n  exchange f o r  
exjected  benefi ts .   In   the minds o f  Soviet  policy mL&ers, a id  
t o  developing  countries i s   a s  much a p o l i t i c a l  as m economic 
phenomenon,  and i t s  investment  costs are calculated  largely 
i n  terms o f  the i r   po l i t i ca l   d iv idends .  We believe t h c t  the 
current  Soviet  lecdership views the   a id  program, much as i t s  
predecessor did,  as  an instrument of foreign  policy 
indispensable t o  the  great poiFJer r o l e  it is  determined t o  play 
i n   t he  developing world,  and t h a t i t s  economic capc.bil i t ies 
would encble it t o  mount a subs tan t ia l ly   ln rger   e f for t  if it 
f e l t   t h a t  this would be i3olitically  prcfitr\.ble, 

45, Events i n  Ghana, Indonesia, ,and elsewhere, howevcr, 
c lezr ly  have  demonstrated t o  Soviet  leadem  the ephemeral 
nature of politie',iL influence  despite  subst,mtial  aid  outlays,and 
in   the pPLges of Soviet  theorctic'al  journals  thcre i s  
evident a growing  pessimism  about any short-term  solution t o  
the  fundanent21 economic problems o f  the  develoging  countries. 
In   contrzst  t o  the  extravagant optimism  which characterized 
Soviet Cid th inking   in   ecr l ie r   years ,   los scow now seems 
disposed t o  assess mare r ea l i s t i cc i l l y   j u s t  what i t  can e x p c t  
f rom i t s  economic a id  commitments abroad,  Soviet lezders 
have evidenced a mwe cautious and bussincsslike np2roach 
t o  aid  giving. They h m e  reviewed mme c r i t i c d - l y   t h z n   i n  
the  past   the   feasibi l i ty  znd rcpymcnts prospects o f  
proposed n e w  'aid grojects .  ivld they have  committed a l w g e r  
share OP new a i d  2.5 commercial credits,   designed  primarily 
t o  promote  Sovic t exports of c z p i t a l  equipment . Although 
these mare s t r ingent   c r i te r i? .  f o r  aid  giving,  coupled with thc 
record aid extensions  over the yast few years, may tend  to 
slow the pace of new Soviet %id commitments, implementation 
o f  the h r g e  bF.cklog o f  unexpended credits  zlone  could maint?.in 
the progran a t  the current   ra te  o f  expenditures f o r  some time 
t o  come, 
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