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LIGLISH ONLY ' NATO SECRET
14th Novembsr, 1957 W0 KING PaPER

COM! IMy5w ON SOVILT LCONOMIG POLICY
SOVIET LCONCI'IC PLNLZRASION IN -fH. MIDDLu EAST

Note by the International Staff

The Economy

1. The Middle Last, which contains almost 70 per cent of the
non-comununist world's proven oil reserves, (unsvenly distributed
over the area) also contains vast stretches of desert and other
terrain that cannot be usefully exploited. There exist fertile
aroas, ff?e of them not fully developed, upon which most of the 90
million inhebitanis of the aroe sarn their living by raising
agricultural crops, mainly cotton, csreals and citrus fruits.
Although the standard of living is low, the resources available,
given cepital for their dovelopment, would permit an expansion of
agriculture and industry. There are, however, many factors limiting
dsvelopmont, including & social structure which nwakes it difficult
to create savings and which inhibits enterprisc, as well as a largs
primitive population. ’ _

2. There are vast differances in wealth among tha countr%eg
of the 1'iddlec wast. Some states derive large revenues from oil 2},
others have b?i}t up modern cconomics (Lebanon and Israel)}, while
thu ronaining are poor countrics, It is within this latter
group that some youn;; leoaders are attempting to build up modern
states; and the frustretions inheront in tho old social structurc
cruatu for thuse leadors a sonso of urgoncy. Assoclated with this
16 a fiovrcc nationalism uxpressed, intor alias, by attempts to
streongthoen the stato with arms, and to dovulop and diversify the
veconony. Irrigation and flood control schemos nucessary to expand
egriculturv, the transportation notworks ncodsd to opan up thu
country, and the arms for a modern state, all require lerge amounts
of capital. Lacking oil revenues, these countries must rely upon
the sale of their agricultural products or upon investment from
gbroed for the funds nesded to carry forward their development
plans, But nationalism in these countries has created an atmosphers
vhere foreign investments, especially fron Wsestern powers, are
eithser threatensd or not welcomed.

(1) For breakdown by country, see Tabls L, Annex 2,
(2) 1Iran, Iraq, Saudi Arebla, Kuweit, Bahrein and Qatar are the

main oll producers; Syria and Lebanon derive some rewvenus
from oil transit rights,
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3 It 4s within this rilisu, exacerbated by the Arab-Isreeli
tensions, that the cormunist bloc has selzed every opportunity to
axtend its influencs by offering arms and economic aid. As lats as
1954 the Sovisi press was attacking Areb leaders, but in the
following year this attitude shifted abruptly to suit the new Soviet
line in the hiddle Last. In 1955 Czechoslovekia signed an arms deal
vith sgypt end conveniently agreed to purchase the Egyptian cotton
surplus. The following year Syria and Yemsn received arms from the
Soviet bloc, and almost all of the countries in the kiddle East
signed trads agreements with the communists. Afghanistan alse
recesived a large long-term loan. Trade between these areas in-
creased and, following the Suez crisis in November 1956, Lgypt and
cyrla received additional supplies of arms from the Sovist blog,

»nd promised to deliver in return more cotton.

4. For the next aipght months or so the Soviet bloc confined
its activities to0 strengthening trade ties with many Mlddle Eastern
countries by signing new agreciments, opening trade offices, arrang-
ing uir transmort rights, exhibiting at trade fairs, training
Middle Last techniciens and, in general, stabilising théir gains
mado over the previous two years. In July, 1957, however, a large-
scile vconamic loan was offered to Syria, and arms shipments to
that country were resumed. The Sudan, which i1s having difficulty
in selling its cotton crop this year, has been approached by the
Russicns with an offer to buy the surplus and to provide long-term
aid for development. <The Lobanose who had accepted Westsrn aid
wers subjected to economic pressurse by Egypt and Syria.

5. Soviet policy in the Middle Last at present seems to be
concuntrated on winning over those countries which control the o0il
transport facilitles. The economic interests of the o0il producin
countries lie with the iWest (Russia hcrself is a not oil exporter),
and although the governments mey pross for a larger share of oil
revonucs they have no desire to lose their markets in Burope.
Russia is, it is true, showing great friendliness to one big oil
producer, its neighbour Iran, and has signed a number of agrcemonts
with her. But apart from thils, and gesturcs towards Sudan and
Afghanistan, it appoars as though Russia's principel aim is to
strengthen Lgypt and Syrie. The Russians seem to fool that the
sales of arms and the glittoring promisos of economic aid will
help Lgypt and 8yria to ghin prestige in the Arad bloc, challengo
the position of the leaders of the oil producing countries, and
koup the ontire }.iddle East in a state of turmoil.

6. The increasv in Soviet influence in tho Middle East has
been sucurcd at rolativoly littlo cost. The largest cost has
bucn for military assistance and this is estimated at no morsc than
34500 million and porhaps as 1littlc as {300 million. Theo promises
of cconomic aid may reach ;200 million, but the actual amount
reccivad by Middlu Last countries so far has been almost negligiblo.

T Until rc¢cuntly Russia has not played such an obvious
réle in the cconoinic offonsive, Thu Zuropcan satollites, which
have & wore nsturcl trading pattern with ¥iddle kEastern countrios
{machincry traded for primary products), had proviously conducted
most of the dbusinoss for the bloec. bven the first Egyptian arms
doal, although almost cortainly financud by Russia, was arranged

NALO SKECREW -2=
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the corgmanist bloc is stlll carried on by the satellites, but Russia
hus concerned herself directly with the latest offers to Syria and
the Sudan, and has been the largest buyer of igyptian cotton.

8. It is not yet clear how Russia will be able to develop
this economic offensive in future. On one hand, the economlc
intercsts of the oil producing countries lie with the West, while
other stutcs have received much more assistance from the West than
they could cver expect from the commnunist bloc. agypt has been
suffering fron a shortage of foreign exchangs because of her heavy
trade with the Soviet bloc; and has recently boen trying to restors
her position in traditional vwestern markets. On ths other hand, the
UsSk has succeeded in creating the impression that she is ready and
able to grant large-scale loans for economic development; Syris
is probvably hoping to become the future showcase of the Middle Bast.
The strong nationalist feeling in this erea is conducive to countries
accepting Soviet trade offers and loans, if only to0 show their
indepundence from the West. All of thess factors make it clear that
the lddle zast will present further opportunities for penstration,
and tho Russians have shown in the past thelr ability to take full
advantage of such possibilities,

Palais ds Chaillost,
Paris, XVIie.

NATO SECRET
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SYRIA

1, Syric is not = poor country by Middle Zast st-ndards,

Her sconomy is stnble; the budget is b.lanced; ocnd her production
of cotton, whe:rt, barley, tobrcco ~nd her textile industry provids
sufficient exports to pny for her import needs. A seven-yeor
development pln for about (180 million was instituted in 1955, and
the finoncing of this weg to come from Irag Petroleum Company
tr~neit duses and internal sources. However, ths large increcse in
defaonce expsnditures in 1956 ond 1957 strnined the economy end it
bac-me clear thnat Syris could not meet all its objectives for
development and dsfencs without foreign assistonce, Syrin hed
“lready received cbout 140 million in arms deliveries from commun-—
ist countries in 1956, but was still conducting only about 5% of
its trnde with them. During 1957, however, ~lmost one~-half of
Syrin's cotton anlea (the most importsnt export) hnd gone to the
Soviet bloc. In July 1957 the Syrian Defence Minister and other
officicls visited lMoscow ~nd there arranged for n long-term, low-
interest loon which wns £intlly settled in Demascus in October,

The zmount of this loan is as yet unknown, but may rongs from
§100 nmillion to (350 willion, nnd presumably will include assis-
ance for ronds, p.llwtys, irrig~tion schemcs, port fncilities nt
Latakin, end mrnufucturing plants. All of these schemes are sound
and con be cbsorbed by Syrie over tho next few years. It is likely
thet the Russinns hove ngked for repayment in Syrian whect and
cotton, the main products of the country, This should tle the
Syrizn oconomy incrsasingly to the bloc, since the totnl of Soviet
arms delivories cnd proamised sconomic cid is sguivalent to about
three years of Syrinn exports, It has also been reported th-t
ghe-USSR is sending lerge numbers of fighter aircreft cnd bombers
0 Syria. .

2. Syrin holds e strategic position in the Middls Enst by
straddling the oil trconsport lines from Irag and Scudi Arcbla to
the . Mediterrmnecn outlots. She is also a dig customer of Lebnnon
and could threcten Lebrnon's position as entrepbt centro for the
¥iddle wunrst. The danger of Syrian-Egyptian concerted econcmic
action rgainst other Middle bostern countries was made nll to0
clecr in November 1956, ’

EGYPT

3. Egypt has a populntion problem s her growlng number
of peoplc dapend upon ths limited agricultural land of the Nile
basin, Large nmounts of capital would be needed to incruase the
erchble land, ond Egypt faces the sams problem as Syria, that is,
the innbility to ~rm and develop simultoneously without outside
aid, Egypt depends upon cotton sxports for almost all of her
foreign ecrnings, and from late 1955 onward, when she erranged
for ~n trme denl from Czschoslovakia, Egypt has become increas=-

~5= NALO SECRET
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ingly committed to the cormunist bloc for the disposal of har
cotton crop. Lgypt's economic ties with the Soviet bloc heve

ru -ined strong in the p-st fow months. It now nppesrs that dbout
on¢=hn1f of 211 her cotton snles is to communist countries. The
USSR is now tho largest buyer of lgyptina cotton, with communist
Chinn nnd Czechoslovnki~ ronking socond and third respectively.
3~1es to Froncu and the United XKingdom, traditionel buyers, have
f£-1lcn sharply. Cthur cvconomic deolls with the Soviet bloc have
included the purchase of o powerful radio tronsmitter from Czecho=-
slovokin, ordurs for four ships from Polcond, and . substantial order
for an clectrical notwork from wrnst Germhny. Tho USSR hes continued
to supply lnrgo quantities of whent and petroloum to Lgypt, and it
hrs beun reportod thot Russia has offored to assist the Egyptian
Genornl Potroleum Compnny in its oil explor-tioms.

L. This shift in trade to tho Sino-Soviet bloc has not been
without cost to Bgypt. The loss of hard currencies has boen met by
curt~iling imports, so that, while the bolanco of poymonts has not
doteriorated, therc hns been 2 211 in the supply of geoods. Rising
pricus h~ve followed this shortrgo, ~nd Egypt has beon searching for
me~ns to incronse tradu with the West. The price of Lgyptian cotton,
artirficinlly high os a rosult of thu bartor agroemunt with thu Soviet
bloc, hns buun rcduced to wvestern countrive by moenns of discounts
renging from 7o to 20 for various kinds of foroign sxechange. In
October 14957 the .gyptinns curbud bartor doals, so that essential
import goods would bu obteinced ot world pricus. -The kgyptians ot
this time ~pponr anxious to rubuild their tronding rolotionships with
tho Unitud Kingdom end Froncu, nnd hove held finaneinl talke with
them rocuntly in Romo. ‘

PHy SU

5, Thae uconomy of the Sudan is quite primitive, end agricul-
turv is tho main sourco of production, cotton bueing the main itom
of uxport Suden's tredo is moinly with wosturn LEuropo, Lgypt end
Indin, the¢ Sovict bloc accounting for no more then 4% of Sudan's
total trrndes Thoroe is almost no manufocturing or mining, duspite
recunt govornmunt attumpts to estblish somu small-scale industry,
nd most fuvl, clothing, machinuey and samc food must be importud.
In rccont yerrs the luovel of cotton oxports has more than coverod
imports, nnd the surplus funds hnve pald for devoulopment projucts.
In 1957, howuvur, difficultiocs in morkoting thuir cotton crop led
tho Sudenosc into A position of seriously considoring A Russinn
offur to buy thuir surplus ~nd perhops provido assistonco for
Sudan's projucts. This year, the Gozira Markuting Board, responsiblo
Tor mi:rkuting most of the cotton; sut thu price too high. It 1s
likuly thnt this pricu was rolatcd to the Egyptian onc, whlch was
only nominnl, most of the seslus boing on 2 dbarter bagis with tho
Soviet bloc. Along with this high price, the Sudrn tlso had o :
rucord crop of ovor 600,000 brlos of cotton, and luss than half has
buun sold. If the crop recmnins unsold, thu financing of tho dovolop-
mont projocts will be hampurod, nnd the Govornmont, freing an oluc-
tion noxt yoar, will bo in « difficult position. In October 1957
the cotton price was lowered, but it is not yot known how much this
will stimulntc salos. _

NAPO SLCRLT ~6-
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ANEX T to
AC/B9-WFP/18

Looanon

6. The Lebanon is the banking and entrepdt centre for the
Middle Just, Ler exports only cover asbout one-sixth of her imports,
Ouv income from trading, banking and related activities makes up
the diff'crence, Indeed, the Lebanese economy is one of the health-
lest in the entire area. At the same time, good relations with
syria are necessary for carrying out these activities. Any dispute
witl Syria which would seal off the border would deprive Lebanon
of' wccesy vo Irag; Jordan and inner Arebia, <The planned expansion,
with coviet aid, of the port facilities at Latakia, Syria, may
thiroatsn the position of Beirut,

7 Some economic pressure was put on the Lebanon by Egypt
and syria when they placed en embarge on the import of Lebaness
apples in September 1957. Althouzh the total amount involved was
relatively small, it was directed at a pro-wWestern group in the
Lebanon and was indicative of the pressure that ugypt and Syria
could exert on many Middle .astern countries. Consultation within
IIATO led to increased purchases by Germany, France and the United
States, so that the problem was solved. Nevertheless, the embargo
may have intimidated Lebanon. It has been reported that, following
Ibn Saud's visit to Beirut in October 1957, Lebanon was reconslder-
Ing 1.8 commitments under the Sisenhower doctrins.

I ruan
aLun

&, about two-thirds of Iran's forcign exchange earnings are
dorived from oil exports, and she &ppecars anxious to devslop her
othur industrics. To this ¢nd she has boeun willing to co-operate
wWwith Rasclu. A border-river agrecmont has beon signed with Russia
wl.ich provides for joint development of a hydro-cloctric and
irrigation project. Iran and Russia have also signed a transit
wo reement allowing duty-free movenunt of goods through either
country. This will prusult in s saving for Iran on shipmonts to
Luropc. # threo-yoar commercial agreanwent, calling for trade of
.35 million por yuvar, was ulso approved, The Soviets have also
offorvd Iran an unlimited crcdit et 2% inteorust, partly for use in
sxpanding port facilities on tho Casplan Sua to handle a larger
volume of USSR-Iranian trade

Quhcr 1iddle Lastern countries

9, Soviut bloc activitics with other Middlc Lasturn
countrivs have been very limited. Poland has offered to buy
100,000 tons of phosphate from Jorden. This offer, plus a previous
sale to Czechoslovakia of 80,000 tons, would account for one-
fifth of Jordan's exports. However, Jordan is quite poor and is
wible to exist on her export procends, requiring a subsidy to
puy Tor most of her essential imports. Lgypt and Syria have
renered on tlreir promise to share with Saudl Arabia the cost of a
subsidy to roplace that previously granted by the Pn ted Kingdom.
Qiilly & loan from the United Kingdom of £1F millionll) and
+ 30 million of United States ald huas kept Jordan solvent this
year. Yemen has been granted a .3 million credit by Last Germany
f'or tlie construction of 1,000 kilometres of telephone lines,
wiile the Soviet bloe countries have built a jetty at Salif to pemit

(1) 5o Lur, loens from the United Kingdom to Jordan for develop-
ment have totalled £7% millions.

~7- NATO SECRET




DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

"DECLASSIFIED - PUBLIC DISCLOSURE/DECLASSIFIE - MISE EN LECTURE PUBLIQUE

tho unloading of the arms preoviously promised. The ,100 million
loan grontod by the USSR to Afghanistan in lato 1955 is bveing slowly
Luplumunted; oil storage facilities, small assembly plants and some
irpivation schemes have buen started. Arms have also been delivered.
Probably one-half of Afghanistan's total trade is now carriocd with
tiic Sovict bloc. Bulgaria has obtained a meat-packing concession in
~thiopia, and no significant Soviet bloc activitios have been re-
ported in Israel, Irag, Saudi Arabia or Libya.

NALO_SLCRET -8-
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?y TABLE I
E Development of irade between some Mjddle Last Countries
&0 and the b;no-Sogiet bloc
-
m —-— — oo canl
o . ! Imports from and exports to 8ine-Soviet
| i _ bloc countries :

S | Reporting T o - - i
5 IO,  countries killions of US . Percentage share in
3 g uwollars roporting country's

total trade

= e e
E 0 u 195!4 1955 1956 1957 {1954 71955 1956 1957

LU - ; * }

e .
2B E Turkey 100,11160.0 3.19 3 125(a) 12.3 119,86 16.7 .

5 Israel 11,3) 8.8 8.5 ' 3.;0 . 2.1 1.8
= < Irag Ebg 3.7{ 10.3: 13.8° ' uong hs5(b§
2 [ | EE geifpRe  egibes

j‘ ] on ® ® ' ® .

= 5 syrda 5.9 7.3119.1; f 1.5 3.2 1375
& B Lgypt i 83.51141.8 216, 5 '53u(a) 9.8 15,3 [23.0 - L3
E 5 ! Sudan . , 1292 8 3 13 ! he} : 209 L&el '
7 TR - 1245.5:382.3 -u.sm.
wh w .

-, ¥ sag ustimates based on trade during first quarter.
ﬂ < b) Theso figures include imports only.

g E Source: AC/89-WP/11
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Importence of each communist couniry in the

Middle .ast's trado with theSino-Soviet bloc
: T - Trade of the ltiddle Gast B |
Countries of fotal Tpade Imporis Exportis
origin and (Lxports plua) from to
destination imporis with .
The Sino»Soviet Bloc

1956 1955 1956 1955| 1956
Sino-8oviet Bloc 100.0 100.0} 100.0} 100.0| 100.0
Total percontage
USR 17 05 3802 250@ 1608 11 36
China 15.8 1.8} 10.7] 30.L| 19.7
Bulgaria 3@1 2@3 1@7 009 th
Last Goermany 5,8 3.4 8.1 3.1 3.9
Hungary 6;0 5@1 893 12 oa 1&@1
Poland 7.7 3.5 5.2 6.5 9.6
Rumania 10.2 17.3] 15.2 9.5 6.3
Czochoslovakia 33.9 28.5| 25.44§ 20.4{ 4O.7

Sourco: AGC/89-WP/11
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TABLL 3
Importance of tho USSR, tho Luropean Satcllites and

Ching in som¢ Middlu Lpst countrios' tradc with the
SIno—Sovlet bloc

Lotal Country Irado (cxpo
Bloc in )

Countrios of Origin and Destination

Reporting -
Middle kast
Countries gigg-50vict I of which %

Total % = 10 {™ooR | Satollitcs |  Chine
Turkcy 100 10 20
Isragl 100 25 75
Irag a% 100 k2 ! 58
Iran (a 100 51 20 : 29
Lobanon 100 28 72
Syria 100 8 82 10
Lgypt : 100 18 66 : 16
Sudan 100 3 76 - | 21

(a) Imports only
Sourcc: AC/89-WP/11
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TABLE L

Population of 1iddlo Eest Countrios in 195L

Aros

Adon

Adon Protéétorate

Afghanistan
Bahrecin

sgypt

Iran

Irag

Isracl

Jordan

Kuwait
Lc¢benon

Libya

Muscat and Cman
watar

Saudi Arabla
Sudan

Syria _
Truclal Coast
Yomoen

lotal

Source:

NALO CONFIDENTIAL
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Statistical Handbook of the United Natioms, 1955,




