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After a period of relative quiet in the first half of
1957, the communist countries have intensified their programme of
penetration, During the past six months, the Sino-Soviet bloc
has lent between gLOO and BE00 million to underdeveloped countries.
This brings to £1.9 billion the total credits and grants for
military and economic purposes given in the past four years, of
which over one-third has zsctually been drawn upon,

2, The Middle East remains the prime target of the
communists, but activity has been increasing on a wide front.
There have been large-scale loans to Syria and Egypt(2), and a
smaller one to Yemen. However, the attempt made to buy the
Sudanese cotton crop has been so far unsuccessful, In Asia,
Ceylon and Burma have received loans, while India is being granted
some short-term credits from satellite countries, The Indian
Par%iggent has recently ratified the loan offered by the USSR
in 1956,

3 The USSR has made offers to many countries in her
attempt to broaeden the economic offensive, The Russian
Delegate to the Afro-Asian Solidarity Conference in Cairo in
December 1957 is reported to have offered loans to all of the
countries represcnted, However, it seems probable that the
offer can be interpreted as propaganda, The Soviet bloe¢ also
offered ships to Indonesie for inter-island transportation,
when Dutch ships were withdrawn following the seizure of Dutch
holdings. Bulganin's offer of cconomic assistance to all
Latin-American countrics in 1956 was repeated by Khrushchev in
an interview last November, and several of thos countries are
now showing some interest.

(1) This report brings up to date information contained in
C-M(57)116, issued on 21st August, 1957,

(2) See C-M(57)1h47, 10th December, 1957.
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L. ~spart from thes? penetration activities, trade between
Eastern and Western Burope continues 10 expand.

5. Aid from the Sino-Soviet bloc to the under developed areas
st111 remainc only a small fraction of similar =2id given by the West,
Vestern countries have been lending and donat'ng to, or investing in,
undurdeveloped arcas about 23.5 billion per year(4). Nevertheless,

the 3Jinn-Coviet bloc, by singling out countries for 2id and by con-
centrating on speciacular projecis, reaps political dividends far

out of proportion to its outlay of funds, By this selective approach,

reinforced by a prograrme of propaganda, including trade fairs, the
Soviet blee has succeeded in galning favour with some previously
urcommitted nations. Communist trade with countries receiving aid
has incroased sharply, tying them closer to the Sino-Sovie3 bloc,

i It is apparent that the cconomic offensive is not a heavy
burden to the Sino-Soviet bloe and could be expanded. The arms
given have a bock value of perhaps gLO0 million, but have been
usually taken from obsolescent stocks. No more than £200 - £300
million of the economic credits have beegn drawn upon, and this re-
presents less than one-tenth of one per cent. of the USSR's annual
national output. in addition, most of the ald granted is 1in the
Tform of loang, and the comrunist countries will receive valusble

riw matcrials in exchange.

7. The USSR has made the greater part of the loans. These
are normally not given in transferable currency, are at low inte-
rest rates (usually 25%), with terms of twclve years or more, and
with thc option of repayment in local goods or currency. Some of
the Furopean satellites, on the other hand, have been issuing
lonns on a more commercial basis, mainly for the rurposc of en-
scuraging the undcrdeveloped areas to purchase machinery. Cormmi=-
nist China has also partieipated in lending activities, especially
to Asinn countries. Chinn and the USSR have grantedn 3oint loan
to Burma, which supgests that Chine, despite a shortage of capital,
is determined to cxert her influcnce in Asia.

8. Attempts by the USSR tc co-ordinate esonomic activities
abrond of the rxntire Tine ZTrowict 1oz Lavs nect boon very success=-
ful. The re-organization, in July 1957, of the State Committee
of Foreign Leconomic Relations appears to have been mere window
dressing. Pervukhin, the fformcr head of state planning, was
plnced in charge of this Committec, but has recently been named
as Sovict Ambassador to Zast Germany.

- 9. Much greoter emphasis is now being placed on aid for
economic rather than military purposes. All of the recent credits
reported hnve been for economic assisiance, The technical aid
programme associnied with these loans has become impressive - there

(1) OEEC C(%7)2u0, 12th December, 1957
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mny be close to 2,000 Soviet bloc technicians serving in under-
develeped arens qt ithe present time, There arc still some
military wdviscrs in the countries which have been supplicd with
military aid in the past. The conmunist bloe still derives
ceonomic advantages from this military aid, since it is =still
boing paid for in raw materials,

10. The Soviet hloc rns shown great interest in oil opern-
ticns In undurduvu¢opuu BI'GLAS, There is an owvious communist
intercst in disrupting the o0il supply to Western Zurope Trom the
Middle East, mainly by extending influence over those countries
controlling the Uupo’y lincs, The creation of' the Unitcd irab
Republic hns linked .or&;t‘wr the two countries sxereising the
preatest control over the transport of oil., At tre same time,
Russinn propagoanda hug alsc been gimed a1t the oil-producing
states, with n view to andcrmlning the porulariiy of the preseny
rugimus. Linsed comparisons are mode betwsen the profits of
the oil companice and thoe royalties they pay out, and the ¢il
companicg e picturad Aas exploiters. Rucoiw hus offered to
bulld nuticnalised ol indusiries in underdeveloped countrius,
Yven if this vrepaganda dees not wholly succced. the pro-Western
governmunts  of the 11iddle Eest oil couniries moy te forced to
ask for larger shares of cil revenues. to fﬂru off pressure from
thedr prorle fo nntionnlisction,

11. T1he Soviet bloc huo offered tuecrnical assistence and

vquipment 1o rany countries now prospccting or hoping 1o prospect
for ¢il, including Yemen, oyrlq, Egypt, Afghanistan, Ceylon and
Indoncsi Ozechoslovakia is building ar o0il refinery in Homs,

Syrin, nnd i1 hns been reported that Brazil and Argentina may be
seeking DNoviot aid for develoming their petroleum industries.

2. Russia. with a growing s""plus cf 0il, has emcrged as
nomnjor vupplzur to a numker of countrie cspecially those with
shortrgres of hard currency. In the N11~‘~ Zast, Egypt and

Afghanichan receive mere Shan helf of trhoir oil csuzply, the main
source ol cnergy, from tho USER, Morocco will receive cil from

Ruosin under the terms of a recent trade agraarﬁnt Uruguay
Ttn hoon oM sedl ol oo ToveowsaLie terma. Tussia hag been a

mnjor suprlicr to such courntrices as Finland, Iceland and 3Sweden,

13, A deseription of Sinc-Soviet tloc moves by country is
siver In the Jonnex.

Prlnris de Challlot,
Paris, XVIc.
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ANNEX to

LBALYSIS BY COUNTRIES

tiddle Kast

1, L complete review of developments in Middle Eastern
countrics was issued in December, 1957(1). It will be recalled
thut the US3R haod completed negotiations in October with Syria
ror a Z162 million loan tec assist in Syria's current scven-year
rplan, The loan can be used in any country of the Soviet bloc
and raepayment will begin after all of the projects are completed,
It has also been unofficially reported that Czechoslovakia will
mntch the USSR offer, but no confilrmation is available,
Czechoslovakia heg ngreed to postpone for four years repayment
on thc arms deal with Syris made in 1956(2). Russia has agreed
to lund Egypt shout Z175 million for economic development. She
1s reported to have offercd to Egypt a 814 million lcan in hard
currency, Lo be repnid in once ycar and bearing intercst at the
ecurrent bankers' rates, Crechoslovakia has offered 56 million
for the same purposc, while East Gormany has given a 20 million
cradit for current purchasses, Egypt is vprimerily intcerested in
the development of her oil and other mincerel resources, The
Russian loan will cover asbout one-third of the foredign cxchange
costs of the projects plannea by Zgypt under her Five=Year Plan.
It docs not appear that the proclamation of the United Arad
Republic will causc any abrupt e¢conomic changes, and the Russians
have not given any indication that they will modify the loon
nrrangoements,

2, Ycmen has secepted a loan of 70 million Swiss francs
from communist China for the purchase of equipment goods. The
Russinn ambassador to Egypt has roportedly offered a 1b-year
loan Tor 225 million to Yemen for econom.c development, The
Crown Princce of Yemen has recently taken a trip through Eastern
Europe, nand some discusslons on ceonomic relations appear to
have taken placo, Rumnnia has just concluded an agrecment with
Yemen, providing for the oxchange of diplomatic representatives,
commarcinl cxchanges and technical aid. The technlea2l aid is
probrnbly connected with the possibility of the exploration for ‘

01l in Yemen. ﬁ. {

3. Soviet attempts to exploit the wenk sales position of ]
Sudan cotton scem to have failed, Fcllowing a reduction in ]
prices and ouxport tax, sales of cotten to the Vest increased
pruently, and much of the surplus has now been sold. The: |
Sudanese have contracted for an irrigation plant, valued &t
£100,000, to be supplicd by East Germany. |

(1) See C-M{(57)1L7,

(2). Paymcnt was to have bogun three years after the arms
were delivered,
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L Moroecco has recently slgned trade agreements with Chins,
Poland, sulgaria, Czechoslovakia and the USSR, providing for some
Inercase in trade with these countries, Part of the Russian
deliveries will consist of crude oil, sufficient to supply 5% of
Moroecco's needs, In 1956, the Sino-Soviet bloc accounted for
lese than L% of Morocco's total foreign trade. Tunisia has
signed trade agreements with Bulgaria, Czechoslovakia, Rungary and
the USSR, These represent her first commercial contacts with the
Zino=Boviet bloc. Liberia has again turned down an offer for a
Soviet trade agreement in the autumn of 1957. Ghana has reeently
¢stablished diplomatic relations with the USSR. No cormercial
ngrecment has been signed, but the Russians have more than doubled
their purchases of cocoa, and probably take about 13% of Ghana's
total exports,

Lsia

Se S5ino-3o0viet bloc economic activity in /fghanistan con-
tinucs at a high level. Perhaps one-half of Afghanistan's foreign
trade is with the communist countries, There is scme petrcleunm
cxploration being conducted by the Russians, under the terms of

the 2100 million loan granted in 1956, However, it has recently
been reported that Afghanistan will not draw further on the loan,
uniless the Russians ggree to pay for local as well as foreigh ex-
chiange costs of development projects, A two-year trade agrecment
has reccntly been signed with communist China,

6. Burma's economic relations with the Sino-Soviet bloc have
been placed on g new basis, The barter deals arranged in 1955,
when Burmese rice was not selling well, turned out unsatisfactorily
and these with China, Poland and Bulgaria have been ended. Trade
will henecelorth be conducted in sterling, Burma had bullt up a
credit to the ecquivalent of £18 million in its barter trade with
the communist countries. In order to use this credit, Burmese
business mun were issued with import licences for goods from the
3ino-Soviet bloc, but little business has so far been done. It is
reported that the goods offered have been of poor quality and high
prited, Burra has tried unsuccessfully t0 arrange a multilateral
scttlement of her credits with the countries of the Soviet bloc,
Nevertheless, the comminist countries have made some headway in
Burma, The Russian agricultural advisers have bcen achieving
snceenacs in their projects; the USSR, Czechoslovakia and East
GCermany heve opened display showrooms in Rangoon; North Korea has
signed a trade agrecment with Burma; and it is reported that #he
USSR and communist China are granting a joint credit amounting to
£6,5 million, to be used for building some dams and factories. It
is of interest to note that this loan is almost exactly egquivalent
t0 the Burmese credit bullt up from its past trade with the bloc,

NATO CONTFIDENTIAL - -6~
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Ceylon

7o The five-year trade agreement with China, which
explred at the end of 1957, has been renewed for snother five
years. The new agreement contains features similar to the old
one, 1.,e, a barter of Chinese rice for rubber from Ceylon. In
addition, it 1s expected that other commodities will be traded,
including cotton textiles, steel, cement, tyres and machinery
from China, while Ceylon will provide coconut oil. Unlike the
0ld mgreement, the new arrangement does not provide for China
to pay a premium for thc rubber. Instead, China will provide
£5.5 million in free aid, to be used for replanting rubber
rlantations, There are unconfirmed reports that China will
nlso provide a textile mill, Jzochoslovakia has offercd assis-
tance to Ceylon for its nationalised bus services and for a
sugar refinery, whilc Hungary has offered to build a telephone
exchange, Russic bought tea from Ceylon Tor the first time
since the war, has Just signed a new trade agrcement, and is to
provide help in clearing some jungle, It is also reported that
the USSR has becn askced to assist in the exploration for oil in
Ceylon, It was further reported on 25th February 1958 that
Russia has lent 30 million to Ccylon for an irrigation scheme,
and for the construction of some factories. Terms coll for
repayment in twelve years at 23% interest.

-ITndia

8. In November 1957, India signed a loan agresment with
the USSR for 500 million roubles, to be repaid in twelve years
ot 2%%. The loan will be used for a number of projects, in-
cluding a machinery plant, a thermal power plant, an optical
glass factory, and the devclopmcnt of some coal fields. This
loan has been under negotistion since November 1956, Drawing
upon it will begin in 1959. On the other hand the Russians
have turned down an Indian request for an additional £31 million
for the construction of the Bhilail steel plant being built under
a previous Russian loan. The Russians have alsc refused %5
postpone repayment of this loan by three years,

9. Th¢ shortage of forelgn exchange in India has prompted
her to arrange n number of schemes calling for deferred payment
for imports, or for payment in local currency. East Germany
and Czechoslovakia will provide capital goods under such
arrangements. The Czechoslovakian credit is for 24 million
and will be uscd to finance a foundry, Incdia's trade relations
with Poland continue to expand, and she is now Poland’s second’
largest customer. The two countrics are co-operating in nucleer
energy research, and a Polish tradc centre was recently opened
in Medras. |

\
1

Indonesia

10. The Sino-Sovict blec has not made many moves in
Indonesia since the seizure of the Dutch holdings. However,

-7- NATO CONTPIDENTIAL
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v UGCR ~nd Poland hove ofTered to provide ships, while Zast
cLorenny hac promised manpower for ruaning the Indonesicn airlines,
.~ﬂ,pt~nug of ‘he offer of a loan for 100 million, made by the

TR in 195G,i0 8111l being Aebated in the Indonesian Parlizment.

Jnonod C'Pt vin how the Ilonr would be used, rut it 8LpEaTrs snat

towenld eover. inter alis, payment for 4OC jhgpu, n“lCh nnve

cYrendy boon recelved by Inﬁoner'a, and the exploration of oil-
Slealia, Th. O oheslenirians o Tone=to 1 t2 kv affered Lo build
an o mltomobile assembly rlﬂnt in Qumxcra nnd a cigarette factory in
Mialann, Java. Indonesia has signed a trade asgrecment with Hungary,
wnd hag purebaced some rice Crom North Vietnoam, Comrunist China
s offered a 7220 million loan to Indonesia, for building textile
factories.

Pritintun

11, 4 trode delegntion from Pakistan, in June 1957, visited
the JOSR, Polnnd, Czecnoslovakia and Yugeslavia, to discuss future
trade, Tt 1s reported that Pakistan was anxious to sell cotson,
Jute, hide aad sikins, and many incrleb saleos o Russia and Ching,
oth the U30R and Coochiculovalin arce netivaly preomoting israde in
Korochi.

Couth=Fast /,sia

12. The Chinesce agroorent of 1956 4o prant Camkbedia 222

nillion i: buing implemented, The: Chinese have delivered over
Zf million wortl: of cement, steel, cotton cloth and yarn, and raw
a1k, The procuuds of the sales of these goods arce being used

ior purposcs of devcelopment, Poland has signed e trode agreement
with Crmbodin, and the USSR hns agreed t0 build a hospital and to
rrive her assistance in agricultural research. I, proposed dezl by
ihniloand to sell rice to China has not materialised, the Chinose
[eling that the nrice was too high. Japan has signed trade,
‘ﬂylknuU. commerce and navigation ngrecments with the USSR, hut it
om0t vipoelbed thal there will be much trade,
Lidn frerica

13. Ilfter o poriod of unsuccessful activity by the Sino-
sovict bloe, new developments seem t0 be taking place in Latin
Lnericen, Trade reached o peak in 1955, dpclinlpg thereafter, as
the bilateral arrangements of whe coemmunists proved unsuitable to
mest Latin=/frericnn countrics. Aotrade miszion from China visited
Chile, Urupuny, Jsrgentins and Brazil in 1657, achieving little
MCCUB, However, carly in 1958, it wes reported that Argoentina,
«rnZ%lg Solombia and Uruguay wore sceling assistance from the
Jovitt loc Tor the developmunt of fuel indusiries,

L. froentirn is currontly nttempting to use credits, amount-
ing to #30 million, arisine from her bila tc‘aT agrcements with the
Seviet bloz. She has wigned trade agroements with Poland, Hungary,
Czuechoslovakin and the USSR, In Janunry 1958, an /rgentine mission

NATO CONTTDENTTAL ~8~
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visited Eastern Europe, s<ocking industrial equipment.

1o Brazil sold 10,000 tens of suger Chinn in Ocrobur
1957, It has veen reported that the USSR . s offered larg.-
scale nid to the Brazilian state monopoly - Petrobras ~ wkrich
hanidles the development of the petroleun industry. Peclanrd has
provided steel rails, to be used for transpvorting ZBrazilinn
iron creo,

16, Colombia which is concerned over her surplus of
cof'fue, has been cnniuc+ing trade talks with %he USSR, Russina
arcl Rumenia have made offers to sell oil telow world rricss 3o
Uruuny. To ncsist Uruguey in her payments, attractive credis
terms have been made., It has also been reperted thet Uruguay may
arranige n sriangular denl, delivering surplus woel to Zhinm
and receiving rail cguipment from Czechoslovakin, Russia hnas
boun the largest buyer of Uruguaynn woel at recent auctions.
cuba has continucd to sell large amounts of suger ¢ the Sovist
bloc <t world prices, In 1957, the USSR purchased 350,000 tons,
and st Germany 35,000 tons. These aceounted r'or abeout 7%
o Cuba's total sugnr ouxporis, . further 100,000 tons of sugar
was purchased by the Russians in January, 1052,

Burone

17. Yugoslavia's economic relations with the Soviet bloc
hnve become closer in the past year, Although she had no
trade with the Soviet bloc from 1949 to 1955, about one—quarter
of Yugoslnvia's forcign trade is now being conducted with the
bloec, nnd more assistance projucts are being undertanken., These
include the 2175 million eluminium project in Yugeslavia, to
b finaneed jointly by Russia and Zast Germany, end teo be
stnrted this yenr. It had previously tceen indefinitely post-
ponud, during a cold spell in Yugoslav-Russian relations, As
rpart of the snme projuct, there is to be a fertilisaer plont and
anodndustrial complex of coal mines, gnu works and thermal
pow:r plant, Yugoslavia has renewed discussions with Rumania
nbout joint development of the Danube, nnd with Hungary on
rowir plants, ports and banking.  She has also renewed trade
apreuments with the USSR, Polnnd, Czechoslavakia and Rumania,
~nl higrher levels ol trade are exvected,

18, Trade hetween Wesiern ¥urope and the Sino-Soviet bloe
sontinues to expand, and was about 20% higher in 1957 than in
1956, The United Kingdom had a substantial increase in trade
with the USER, Prance has signed a trade agreement with Russia
for 1958, calling for a 30% incrcase over 1957. Trade nego-
tiations of +he Wederal Republic of Germany with the USSR have
beear: Liod to the queshion oi repatriating German prisoners of war,
The Federal Republic has signed a trads agreement with China,
allowing for some: increase in trade, Aurstrin and ¥inland have
also cigned new agreements with the USSR, France and the
United Xingdom have scnt delegations to China, Sweden has
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gigned an agrecment with China, providing for most-favoured-
nation treatment, and multilateral arrangements for settling
valances, opain has signed trade agreements with Poland,
Czechoslovaklia and Rumania, These are her first commercial
agreements with communist states., Turkey has received a loan
rrom the USSR for building a glass factery and & caustie soda
and calrium plant. The Czechoslovakians are reported to be
schicving successes in selling tractors to Greece., Frices are
lower, delivery is rapid, servicing is good, and credit terms
are more favourable than those offered by western firms.
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