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SUB-COMMITTEE ON SOVIET ECONOMIC POLICY

THE "COSTS" OF SOVIET FCONOMIC AID TC DEVELOPING COUNTRIES

Note by the United States Delegation

In 1966, the USSR committed itself to a record
#1.3 billion in new economic aid to developing countries,
although actual aid expenditures by the USSR were only one-
guarter of that amount. The guestions whether these claims
on Soviet resources represent a significant burden on the
economy, or whether they are a political liability to the
leadership, clearly bear on Moscow's capability or willingness
to expand ite influence in developing countries through
economic aid. This memorandum addresses itself to these
questions,

e

Note: In this report, the term commitment or extension is
defined as a firm obligation by a donor country to
provide goods and services either as a grant or on
deferred payment terms. The term disbursement or
drawing or expenditure represents the actual
international transfer of goods or the use of services.
Development Assistance Committee (DAC) donor countries
include: Australia, Austria, Belgium, Canada, Denmark,
Prance, Federal Republic of Germany, Italy, Japan,
the Netherlands, Norway, Portugal, Sweden, the United
Kingdom, and the United States. Communist donor
countries include: the USSR, Bulgaria, Czechoslovakia,
the Soviet occupied Zone of Germany, Hungary, Poland
and Romania., The term developing countries includes
Greece, Spain, Turkey, and, in principle, all
noncommunist and non-0ECD countries other than
Australia, Finland, New Zealand, and the Union of
iouth Africa, In accordance with DAC criteria,

ugoslavia and Cuba arc also treated as developing
ountries; data on communist aid to developing
countries, however, exclude these two countries as
recipients. Although this report focuses on the
Soviect aid effort, data on other communist aid donors
have been included for comparative purposcs.
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ABSTRACT

2. The disproportionately large amount of publicity
accorded to the Soviet aid program in developing countries
has been more a tribute to the skill with which its propaganda
value has been exgoited than to its size, which is small by
any standards., Viewed in the aggregate, the annual flow of
Soviet non-military resources to developing countries is
modest when compared to that of other developed nations. In
1966, the gross flow of aid from communist nations was about
AL25 million, roughly 6 percent of the official flow from
Development Assistance Committee (DAC) countries; the official
bilateral gross flow from the US, a dozen times greater than
from the USSR. Measured as a percent of the GNP, or on a per
capita basis, the cost of Soviet aid to developing countries
was not only far below that of the US, France the Federal
Republic of Germany, or the UK, but also lower than that of
Italy, Japan, and Austria, whose per capita GNP's are more
comparable,

S Nor are the terms of Soviet aid overly generous when
compared with those of the West., More than half of all Western
official assistance is currently extended on a grant basis. In
contrast, virtually 21l Soviet aid is composed of interest-
bearing loans, although the willingness of the USSR to accept
as repayment the traditional commodity exports of its aid
rccipient has proved especially attractive to developing
countries perennially pressed for convertible currency. The
weighted average interest rate of official bilateral loan
commitments by the DAC community in 1966 was 3,1 percent; the
average maturity period exceeded 23 years. Most Soviet
development credits carry slightly lower interest rates of
2.5 - 3 percent, but call for repayment within 10 - 15 years.
Moreover, in recent years thc USSR has committed a larger
share of its new aid in the form of commercial credits which
carry somewhat higher rates of intcrest, and shorter
amortization periods,

L, Although any unrequited exports by the USSR of goods
and services which have altcrnative uses in the domestic
economy represent a "burden" in the short run, the current
level of Soviet aid to developing countries imposes no
significant strain on the economy. From time to time, specific
industries in the USSR may fecl the pressure of aid deliveries,
but at no time has the cost of these deliveries amounted to
more than one-tenth of one percent of the Sovict GNP.
Moreover, scheduled commodity repayments of principal and
interest on long-term indcbtedness to the USSR have risen
rapidly in recent ycars, amounting to some Z150 million in
1966 - almost half the level of gross aid disbursements in the
Same yecar. Food aid has been of minimal proportions, and

- nonconvertible credits to finance deliverics of Soviet goods
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and services have had little impact on the Soviet balance of
payments. Indeed, USSR financing of exports of machinery and
equipment to developing countries under long-term credits has
provided a growing outlet for goods which are unsalable in
more sophisticated Western markets,

5. In the USSR no less than in Western countries,
however, foreign assistance allocations prove highly
valnerable to austcerity moves at home and political fortunes
abroad., Even if the current levels of aid expcenditures in
developing countrics do not appear to cut deeply into any
one sector of the Soviet economy, they nonethcless competec with
many claimants for available resources, both human and material.
Soviet planners have been obliged to program the export of
goods on credit -~ largely machinery and cquipment - of about
$350 million, annually, against a supply of investment goods
stretched tight by demands of military and space prograns,
pressures to improve domestic living standards, and aid
requirements of other communist countries. In the absence of
any clearly demonstrable political payoffs in developing
countries, it is not surprising that aid expenditures
periodically have come under attack as the most expcndable
means to ease the pressure on domestic resources. The current
Soviet lecadership, however, appears to view the aid program,
much as the Khrushchev regime did, as an important instrumcnt
of foreign policy in the third world, and we believe that its
economic capabilities would enable it to mount a substantially
larger effort if it felt that this would be politically
profitable.

-3~ NATO CONFIDENTIAL
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I. Magnitude of Soviet Aid

Extensions

6. Since the inception of communist aid programs in
developing countries in 1954, the USSR and Eastern Europecan
countries extended or pledged more than g8 billion in economic
assistance to some 4O countries, The Soviet Union has been by
far the largest communist aid donor, pledging about g6 billion,
or some three-quarters of the total. Annuel Soviect economic
aid pledges have tended to increase since 1962, and new Sovict
aid offeps of B1.3 billion in 1966 marked the largest annual
Soviet aid commitment to developing countries in the dozen-
vear—-old program. (See Chart).

Disbursements

Te There has been a wide and growing gap, however,
between communist aid pledges and actusl aid disbursemcnts.
Cumulative cxpenditures under communist aid programs through
1966 totaled only $2.8 billion, or less than 35 percent of the
total a2id plcdged. The USSR has implemcntcd about 37 percent
of its commitments; the Eastern Buropean record has been
poorer, with less than 28 percent of its aid pledged actually
cxpendcd. The tendency for annual communist outlays to risc,
which was evident through 1964, is no longcr apparent. The
spending curve has flattencd out, and communist aid expenditures
have actually declined in each of the last two years, Soviet
deliveries of goods and scrvices under prcevious aid credits
are currently running about g340 million annually; Eastern
Europcan disbursements, about $90 million a year.

8. With drawings on Soviet and Eastern European credits
in recent years well below the rate at which new credits have
been extended, the backlog of outstanding credits is rising.
In 1965, gbout $2,8 billion~of Soviet credits remained unspent;
the backlog a year ago was about 83,8 billion., The comparable
figure for Eastern Europe in 1965 was g£1.5 billion; in 1966,
#1.6 billion.

The Net Flow

9. As cumulative dcliverics undcer Sovict and Eastern
European bilatcral ald programs have grown, rcpayments on
‘earlier credits have been incrceasing. Scheduled repayment
of principal and interest on long-term Eﬁﬁ@ﬁfﬁaﬁesg“%b‘tne USSR
rosc from an estimated 20 million in 1960 toéS115 million in
1965 and g150 million in 1966, 4an cstimated %15 million was
due Eastern Buropean countrics in 1960, about 245 million in
1965, and on cstimated g65 willion in 1966, s4lthough it is
difficult to determine to what degree such repayments have becn
met on schedule, the net flow (i.e., gross disbursemcnts minus

-9~ NATO CONFIDENTIAL
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repayments of principal) of Soviet aid in recent yecars may have
averaged about 2250 million; that of Eastern European countries,
about S50 million, Assuming an increase in Soviet annual gross
disbursements to £500 million in 1970, and projecting a
doubling of scheduled annual rcpaymcnt obligations by developing
countries ovcer the next five years, the net flow of Soviet aid
in 41970 should not be much greater than it is at prescnt.

Impact on thc Soviet Economy

10. Although little is known precisely of the detailed
composition of Soviet aid deliveries, Soviet sources have
rcvealed that 70 percent of its economic aid to developing
countries has been committed to hcavy industry and distributed
among branches of industry as shown in column (1):

(1) (2)
Percent . 000,000

Hydro and thermal power 27 .3 : o2
0il and gas industry L. 63
Coal industry 1.0 16
Perrous and nonferrous metallurgy 38,6 597
Chemical, pharmaceutical, and rubber 5.2 80
Machine building and metal working 17.5 271
Construction materials 1.5 23,
Light industry 1.7 26
Food industry 2.5 39
Other 0.6 9

Total 100.0 21,546

11. On the assumption that the distribution of actual
Soviet aid disbursemcnts would not vary too greatly from the
distribution of aid commitments during the period 1955-66, it
is possible to calculate a rough ordecr of magnitude of the
dollar value of Soviet aid deliveries to industry as shown in
column (2).

12. Pro-rated over a dozen years, these deliveries are
not large and, in the main, do not comprise the most technlcﬂlly
advanced Soviet equipment. From time to time, specific-
industrics (e.g., thec heavy construction equipment 1ndustry) in
the USSR may feel the pressurc of foreign aid delivcries, but
at no time have the costs of these deliveries amounted to-
more than 0,1 percent of the Soviet GNP. Indced, as
dlsbursements have levelled off in recent years, the burden of
2id deliveries as measured against the GNP has actually
declined in each of the last three yecars. And the more than
#1.5 billion of machinery and equipment exported on credit to
developing countrics over the course of the program has
amounted to little more than 11 percent of total Sovict exports
of machinery and equipment during the period (ulthough in
recent years this figure has doubled). .
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13. On the other hand, currcent Sovict domcstic prioritics
have been focused on the devcelopment of chcmical, metallurgical
machinery, oil and gas, and eclectric power industries - arcas
in which foreign aid commitments are heaviest, Moreover,
military and space programs have pre-cmptcd manpower, machincry,
and m terials which arc also nceded by the civilian sector and
the foreign aid program, If aid expenditurcs do not cut deceply
into any one sector of the economy, the broad front of Sovict
activities in less developed countrics mey now incrcasingly
compcte, if only at the margin, with many claimants for
available Sovict resources, both human and material, Sovict
Planners are now obliged to program the cxport of goods on
credit - largely machinery and guipment for completc plants -
of gbout B350 million annually, against a supply of investment
goods stretched tight by competing demands of military and
space technology, and the need to improve the standard of
living .

14, Thousands of specialized and highly trained
technicians, designers and engineers leave cach year for work
on Sovict construction projgcts abroad, amid increasing
compctition at home for such critically nceded skills in
missile and spacec programs and to improve technology and
quality of product in industry and agriculture, /ind amid
periocdic friction with the local population, sizable numbcrs
of students from developing countries are studying on
scholarships in Soviet universities, whose academic facilities
and housing accommodations are alrecady heavily taxcd and wherec
many capable Soviet teenagers, directed into the labor force
by govermment educational policies, are denied admission.

15, There is evidence to suggest that the cumulative
effect of these and other factors may, at times have generated
political issues over foreign aid incommensurate with the
recal eccnomic costs of the program. These arec discussed in
Chapter V.
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II. 4 Comparison of East-West Aid

4£1d Flows

: 16. The disproportionatcly large amount of publicity
accorded to communist aid c¢fforts has been more a tribute to
the skill with which its propaganda value has becen exploited
than to its size, which is, on the whole, modest when
measurcd ageinst Western aid., A comparison of thc net flcw of
financial resources to developi countries from Wcstern
Development Assitance Committeon%DAC) and communist countries,
shown in Table 1, reveals that during the years 1965-56 thc '
cconomic aid provided by communist countries rcpresented lcss
than 5 percent of official Vicstern assistance. If we include
the transfer-of Western private investment funds (which

-although not aid in the strictest sensc of the term,

ncverthcless contributes to economic development), then the net
flow of long-tcrm financial resources from the West during the
period was almost 35 times that from communist sourccs.

Table 1.

Net Flow (1) of Financial Resources to Developing
Countries and Multilateral ..gcncics

(In million US dollars)

1965 1966

D4&C

Official 6,203 6,436

of which US 3,627 3,634

Private 1,075 3,129

of which US 1,873 979

Total, Official and Private 10,278 9,865

of which US . . 5,500 L,613%
Communist

Official . 325(2) 265(2)

of which USSR 270(2) 225(2)

- e
s g

(1) Thc "net flow" is defined as gross disburscments minus
repayments (amortization) of principsl received during
the year.

(2) Estimated.

/ -13- NATO CONFIDENTI.L
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47. The comparison is oply slightly less gtriking if we
compare the aid performance of the US and the USSR, the two
largcst aid donors in their respective groupings., Net Soviet
aid disburscments during 1965-66 was less than 7 pecrcent of the
US official aid flow to developing nations.

18. Whilc calculation of thenet flow is a better measure
of the rcal impact on the budget and balance of payments of
donor countries, the unreliability of rcpayments data for
communist countries makes morc valid a comparison of gross
flows., Moreover, in the minds of communist policy makers as
well as Western finance ministcers and legislators, the gross
flow is probably a more relevant factor in sheaping attitudcs
and intentions towards eppropriating and allocating aid funds.
In most cascs budgetary requests have to be made for gross
cxpenditurcs, and they compcte in that form with other dcmands
on the Treasury: interest and amortization receipts from
carlicr loans flow into the gencral rcvenue of the government.
4 comparison of the gross flow of official DAC and communist
aid (excluding aid to multilatcral -agcneics) in 1965 and
1966 is as follows, (in million US dollars):

1965 1966

DAC : 6,528 6,74l
of which US 3,758 3,899
Communi st L0 423
of which USSR 350 332

The Terms of Aid

19. Contrary to the claims of communist propaganda, the
terms of communist aid are not overly generous when compared
with Westcrn aid giving. Despite a tendency in rccent years
for the sharc of grants in Western bilateral assistance to
decline, in 1965 morc than half of total Western assistance
was committed as grants. By contrast, the cconomic assistance
of communist notions has consisted almost cntircly of credits
thet must bc repaid with interest. Since the inception of
the communist aid effort in 1954, only some .3 percent of total
aid has bcen committed on a grant basis.

20, Table 2 shows the breakdown by interest rate and by
maturity of communist loan commitments in the period 1963-65.
The bulk of Sovict and East Europcan assistancc has been
cextended at intcrest ratces of less than 3 percent per annum.
The wecighted average intercst rate of offiecial bilateral
Western loan commitments in 1965 was 3.6 percent; it declincd
to the 1964 level of 3.1 pcreent, however, in 1966.

N.TO CONFIDENTILL -1~
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Interest Ratcs and Maturities of Communist Loan

Percentage of loans committcd at less
than 1 perccnt

1 percent to less.than 3 percent
3 percent to less than 6 perccnt
6 percent and above

_g -

For 25 years and over
For 16 yecars to less than 25 ycars
For 6 ycars to less than 16 ycars

M. TO CONIIDENTI AL

4LC/BO-WP/23%9

Bastern Europe

1963 1964 1965

Commitments to Developing Countrics, 1963-1965
(In percent of total value(1))
USSR

1963 196L 1965

0] 8 0

8L 91 8L

16 1 16

0 0 0

0 0 0

18 0 0

81 79 97

1 21 3

For less than 6 years

0 0 0
50 100 83
50 0 17

0 0 0

0 0 0

0 0 0
M 100 9L

9 0 6

_.g-L_

(1) The total valuc of communist loans for which tcrms awvce aveilable,

N.TO CONFIDENTILL
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21. On the other hand, most communist credits have been
extended for periods of 415 years or less (a major exception
during the period 1963-65 was a longer-term Soviet credit to
Afghanistan in 1963), while the major shares of Western aid
have carried maturities of 15 years or longer, often up to 4O
years or more, The weighted average maturity of Western loan
commitments was 22.2 years in 1965, down from the 28.3 years
in 1964; it was 23.5 years in 1966. The average grace period
on loan commitments increased from 4.5 years in 1965 to 5.3
years in 1966. Most Soviet aid agreements provide for repayments
to begin one year after completion of deliveries, although in
several cases 3-6 years and longer grace periods have been
given,

22, It is, of course, true, that the willingness of the
USSR and other communist countries to ccccpt as repayments of
principal and interest the traditional exports of the recipient
country - in some instances in goods produced by the
enterprises established with community aid - has proved
cspecially attractive to countrices perennially presscd for
convertible currency.

-17- NATO CONFIDENTIAL
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III. Aid and Trade

Aid Tying

23, Although the term "aid tying" is difficult to define
preeisely, generally, it suggecsts the application of conditions
which rcquirc that the goods and services financed by ald may
be purchased only in the donor country. From the donor's
viewpoint, it allows them to contributec without impairing the
foreign exchangc position; from the viewpoint of the recipient,
tied aid recducces thc freedom of choicec among suppliers,
possibly causing them to accept higher-priced or inferior
goods.

2L. Most Western aid donors in varying degress “"tie'
their forcign eid contributions. Virtually all communist
development 2id, however, has bcen extended in thce form of
nonconvertible interest-bearing crcdits providing for the
delivery of goods and services exclusively by the donor
countries. The OECD has estimated the following pecrcentages
of. gross disburscments of Westcern aid that are tied to
procurement in the donor country. A comparison withthe Soviet
and Eastern European record in this regard is as follows:

Virtually 211 Communist countriecs

60-80 percent Austria, Canada Jopan, US

30-50 percent Fed.Rep. Germony, Italy, UK
10-30 percent Australia, France, Netherlaonds
less than 10 Belgium, Denmark, Norway,
prercent Portugal, Sweden, Switzerland.

Promotion of Exports

25, TPoreign aid moy be considered a "cost" to donors
insofar as ecid-financed exports replacc exports which would
otherwise have becn made. An analysis of the structurc of
goviet exports to developing countries suggests that aid
transfers have involved little or no displacement of
traditicnal Soviet exports to the arca: on the contrary,
goviet longterm crcedits have generated additional exports,
end have provided much of thc impetus for increasing trade
ties with the arca.

26, Although still relatively small in the aggregate,
eithcr as a pcecrcentoge of total Soviet foreign trade
(13 percent) or of the total of developing countries (about
2 percent), Sovict trade with developing nations has been the
most dynamic sector of Soviet international trade; indeed,
Sovict trade with this area has been the most dynomic sector
of 21l world trade flows during thc past dozen years. '

-19- | NLTO CONFIDEN.IAL,
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Since 19 54, Soviet exports to developing countrics hav
incrcascd almost eightfold; in 1966 they totaled g1.2 bllllon
and accountecd for morc than 4O perccnt of total Soviet exports
to noncommunist countries,

27. This has been particularly true of Scvict exports of
complete plants and installations. Soviet capital goods
industries are beginning to show a capecity to produce in
exccss of current requirements, While such exports find new
buycrs in thce industrial West, they find rcadier outlets in -
the less sophisticated markets of developing countries,
particularly if thc USSR is willing to help financc such -
exports with long tcrm credits, In recent yecars, and largely
under thc tradec-creating stimulus of Soviet aid decliveries,
devcloping countrics have accounted for more than 90 perccent
of Soviet exports of machinery and cquipment to noncommunist
countriecs, and for virtually all of Soviet exports of completc
plants to the area.

28. A4 comparison of Soviet aid disbursements and Sovict
eXports to developing countries (sce Table IV) clecarly reveals
the major role played by aid deliveries in Soviet cxport
eXpansion to the area, Although the data for aid disbursements
‘include aid transfers which do not produce immediate trade-
creating cffects (for example, credits for gcological survcys,
feasibility studies, and personnel training), it can regsonably
be assumed that all Soviet exports of complete plants werc aid-
financed. Thus, during the pcriod 1960-65, roughly bctween
30 percent and LO percent of Soviet exports to devcloping
countrics flowed as a consecquence of Sovict credits. Stated
another way, Soviet exports to developing nations during the
period would have becn, at a minimum, about g1 billion lower
were it not for Sovict long-term credits.

29. In rccent years the USSR has turned increasingly to
the use of commercial credits cxtended by Soviet forecign tradc
aterpriscs., Such cxport credits are essentially dcsigned . to
promote Sovict capital goods exports; they arc not primarily
concerncd with financing economic development, These Sovict
credits carry shorter amortization periods (generally 5 to 7
years, or under spccial circumstances up to 8 or 10 years) -
and higher rates of intercst (up to 4 percent per annum) than
traditional Soviet development aid. In 1966, about onc-third
of all Sovict credits extensions to developlng countrlcs were
committced in the form of commercial credits.

NATO CONFIDENTIAL -20~
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Table 3,

Relationship Between Sovict Economic /41d Disburscments, total
Exports, and Exports of Completc Plants to Developing Countrics, 1960-65

(In million US g and percent)

Exports Ald Disburscments Disbursements as Exports of Complete Complete Plants

% of Bxports Plants as % of Exports
1960 346 107 30.9 69 19.9
1961 507 189 373 139 , 27 .4
1962 569 260 b5.7 183 . 3242 é
1963 762 355 L6 .6 : 221 29.0 ‘
1964 784 363 L6.3 297 37.9
1965 918 350 38,1 284 30.9
1960-65 3,886 1,624 41.8 1,193 30.7

NLTO CONFIDENTIAL
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IV, Othcr Soviet Economic Aid Commitments

Communist Clients

30. During the dozcn years 1955-66, in which the USSR
extended almost g6 billion in cconomic credits to noncommunist
developing countrics, it committed some 6,9 billion in
economic assistance to other communist nations, During the
period Cuba, a recipient of 1.4 billion in Sovict aid
extensions, and Bulgaria, Mongolia, and the Soviet occupied
Zone of Germany cach with Soviet 2id commitments of roughly
A1 pillion, together accounted for two-thirds of Soviet aid
extensions to communist countries. (Sce Tablc M.)

3. A disaggregation of the data, however, reveals some
significant changcs in the direction of Soviet aid during the
period under review. For example, during the six-ycar pcriod
1955-60, Eastcrn Buropean CEMA countrics reccived 55 pcrecnt
of Soviet cconomic aid extensions to communist countrics and
30 perccnt of Sovict cconomic assistance to €1l countrics,
During the period 1961-66, however, the share of the Europcan
CEMA countries in ncw Soviet aid cextensions to communist
countrics declined to only 3L percent; and their sharc of total
Soviet cconomic aid commitments was less than 18 pcreent,
During the past six yecars Cuba, Mongolia, North Vietnam, and
Yugoslavia have received twice as much Sovicect =2id as has the
European CEMA group. Morcover, cach ycar sincc 1958, Sovict
2id extensions to noncommunist dcveloping countrics have bhecn

arger, often by a considcrable margin, tharn Sovict aid to
Eastern Eurcope. Always vociferous claimants to a substanticl
sharc of Soviet cconomic largesse, it is not surprising the
elecments in Eastern Burope should betray some rescntment & the
increasing flow of Sovict resources to other communist regimes
and, particularly, to noncommunist countriecs.

Multileteral Agencies

32. Moscow has long underscored both in word and deccd its
strong prcference for bilateral aid giving. The USSR has not
participated in such multilateral aid agencies as the
International Bank for Reconstruction and Development or its
two affiliates, the Interncational Dcvelopment Lssociation and
the Intcecrnational Finance Corporation., Similarly, it rcjectcd
partidpation in the Asian Development Bank. The only
intcrnational aid organization to which most communist nations
fegulirly contributc is the United Nations Development Program

UNDP) .

33, In 1966 Soviet pledges (including those from thc
Byclorussian SSR and the Ukrainian SSR) to the UNDP werc $3.5
million; and pledges by 21l communist countrics accounted for
less than 3 percent of totel contrivbutions. By contrast, US
pledges to the UNDP in 1966 amounted to g63 million, roughly
LO percent of totel pledged contributions. Virtually all
communist contributions, morcover, have been made in non-
convertiblc currencies, thereby restricting their use to donor
countrics.
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Table L,

Sovict Extcnsions of DLconomic Aid to Communist Countrics, 1955-1966

(In million US dollars and pcrcent of tétal)

_gz_

1955-1960 1961-1966
Million US & Percent Million US & Perccnt

Total 2,98_1_ 100 ,0 "2,881'4 ' 100,0

Eastern Europe 1,640 55,0 1,313 33,8

Bulgaria 371 : 733(1)

Czechoslovakia ' 14 , 0

Soviet occupied Zone of Germany 515 L75

Hungary 345 (2)

Poland 300 78

Romania . 95 28

Far East 798 26.8 284 {3

Communist China 320 45

North Korea 118 (2)

North Vietnam 360 239

Other Communist ‘ 543 18.2 2,287 58,9

Albania 65 0

Cuba _ . 100 _ - 1,298

Mongolia 306 753

Yugoslavia 72 236
Yoars 7955 | 1956 | 1957 1 1958 1 1959 14960 | 1961 | 1962 | 1963 | 1964 | 1965 | 1966
Extensions 107 yiin /18 335 1 .99 969. 860 220 507 860 936 1199

Y Ninimum , ,

(2) Lssistonce providedbut amount unknown. NATO CONFIDENTIAL
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V. Soviet Foriegn Aid and Its Critics

3, Stotisticol aggregotions of Sovict economic aid
commitments and disburscments are, at best, only partial
mcasures of the real impoact of foreign aid. In the USSR, no
lcss then in Western countrics, foreign assistance allocations
prove highly wvulncrable to austerity moves at home and political
fortuncs abroad. 4geinst thce backdrop of domestic problems
over the allocation of resources and in the absence of any
clearly demonstrable political pay-offs in developing
countries, therc has been cvidence (largely inferential, to be
surc) that aid expenditures by the USSR periodically hav
come under attack as the most cxpendable means cf easing thc
pressurc on internal resources.

Domcstic Rescntment

35, Domestic resentment against cxtensive Soviet foreign
2id ventures has apparently provided common ground for
(1) theoreticians and others who distrust the uncertain
political and ideological inclinctions of many of Moscow's
aid recipients and give only nominal support to thc idca of
economic aid as a significant factor in the national
liberation struggle; (2) less politically mindecd ccocnomists
and officials who question the cconcmic rationale of the
export on credit of capital resources that might slow the poce
of domestic capital formation in rceturn for lesscr priority
foodstuffs and consumer goods; and (3) the general public for
whom oftcn promised improvements in living standards have

~remoined lgrgcly unfulfilled becouse of increcasing strains on

the nation's resources, Recent Sovict sources have hinted
that the program has become an issue within the leadership,
bectween the pragmotic Kosygin and the more ideologically
orientated Brezhncv. /[mong those who are rcported to share
Kosygin's pcint of view arc Ministry officials who rescnt the
added burden of forcign aid commitments on their Ministry's
budget and human and material rcsourcos, and which detract
from their cfforts at home,

%6. During thc earlicr years of the program, Soviet
leaders sought to mollify such anti-giveaway sentiment by
appeals to the wider pcrspcectives of "proletarian
industrialist duty", maintaining that Sovict aid was not
designed to be very "prcfitable" from the commercial point of
view. ZEKhrushchev himself explained some year ago that "while
the Soviet Union and other socialist countries consider it
their duty to help underdeveloped countries .,... we cannot
say tiat our cconomic relations arc based on mutual
adventage. Genecrally speaking from the commercial standpoint,
our cconomic aid and technical assistance to undcrdeveloped
countries is even unprofitable to us."”
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37, In a television spcceh to the nation in May 1964,
rcporting on his visit to the UAR during which he granted
Cairo #280 million in new economic aid, Khrushchev similarly
admitted that "when the Sovict Union helps the young
developing countries, giving them a portion of the wcalth
amassed by its own labor .,... it is limiting its own
pPossibilities for a certain period of time"., But, he added,
"we would bec poor communists, poor internationalists, if we
thought only of oursclves", Morcover, he assurcd his listcners
that the "assistance we are giving to the pecoples of the
developing countries will be repaid a hundred-fold", and that
"each of us well understand the cxprcssion: 'Better to have a
hundrcd friends than a hundred rubles’'", Khrushchev's efforts
to "sell" foreign aid should strike a responsive chord in many
Western aid administrators who have sought to win aid
appropriations from reluctant lecgislatures.

38, Significantly, as military and space expenditurcs
have riscn and, in particular, as Scviet military aid
commitments to noncommunist countrics and North Vietnam have
received morc notoriety, Soviet officials have been obliged to
explain foreign aid in a more effective fashion. Sovict
Foreign Trade Ministcr Patolichev reccntly rcpliecd to a chﬂrgc
by a reader of the newspaper Trud that the USSR was
delivering cquipment to dcvcloplng countrics "at very low
prices”™ by asserting: "I should likec to make it quite clerr
that we never scll at a loss to any countries in Asie, the
Middle East, or any othcr country, for that mattecr., Our
foreign trade is bascd on the principle of mutual advantage
and equality.” Patolichev's reply was in marked contrest to
the sclf-sacrificing tone of Khrushchev's statements cited
earlicr, Official Soviet commcnt also has tended to ley
increcasing stress on the cconomic advantagcs which accruec to
the USSR from aid outlays. Commodity rcpayments of past loans,
for examplc, are now frequently charactcrized as helping the
USSR "to implement its cconomic development plans and more
fully mect the requirements of the population.

39. It scems rcasonable to surmise that the frcquently
defensive efforts by Sovict lcaders to '"se¢ll" their foreign
aid program would not have-been necessary unless the program
were being seriously questioned.

Criticism from Abroad

4O, An undercurrent of rcsentmcnt against the allegcd
burden of forcign economic aid is =2l1lso evident among othcr
communist countrics whose forcign aid programs, if not
direccted by Moscow, were certainly inspired by it. In Hungory,
Poland, and particularly in Czechoslovekia (the latter's
commi tment to forcign aid, mcasurcd eithcr in absolute tcrms,
on a per capita basis or as a percentege of GNP, is thc
highest in Eastern Europe) there arc persistent press and other
rcports of public rcsentment ageinst foreign aid, especially
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aid to Cuba. The organ of the Central Committce of the
Hungarian Communist Party, for cxamplc, has in the past fclt
obliged to recspond to "those comradcs in our party who do not
understand the necessity of aid to young national states", and
who maintain "it is incorrect to support former colonial
countries wherc thcy persccute progressive forces, ban the
Communist Party .... and even hound ‘to decath the communists'.

L1. Similarly, thc Czech press has callcd upon Foreign
Trade Ministry officials and othcrs to answer questions from
the public such as: '"Where might we be if we did not feed so
much money to Africa?", or asscrtions to the effect "that our
cconomic difficulties are caused by inflated foreign trade
with the so-called developing countries and by the aid we

‘give them", Indced, Rude Pravo hos complained that "these

opinions are sometimes expounded in such a colorful manncr
that the uninitiatced could get the impression that
Czechoslovakia is keeping at lcast half the inhabitants of our
globe". Although press justificatiomns for foreign aid, like
thuse in the USSR, arc an admixturc of ideological appeals to
communist rcsponsibility and cconomic advantagcs to be derived
from cxpanding trade and aid ties with devecloping countrics,
Rude Pravo parcnthetically, but significantly, added in thc
aforcmentioned article: "Of coursc, the credits we grant must
be supportable by our cconomy, and in the past our
possibilities may not have olways been correctly gauged". -

L2, Communist China, of course, has singled out Sovict
foreign aid to noncommunist countries aos a special targct
within its overall objecctions to Sovict stratcgy in the arca.
Unable to competc with the large Soviet assistance program
(Soviet aid disbursements are more than six times those of
China), Peking has waged an unremitting campaing to discredit
the quality ond intent of Soviet foreign aid, Premier
Chou En-lai's "Eight Principles" of foreign 2id which he
advanced on his much publicized visit to Africa in 1964 =~
which noted Chinese respect for the sovereignty of aid
recipients, the asbsence of politiceal conditions, interest-
free or low-intercst loans, generous concessions on repasyments,
quality equipment at world market prices, and the exenplary
conduct of Chinese technicians - werc an ill-disguised effort
to draw invidious comparisons between Chinese, and Soviet
foreign aid practices, and to feed the latent apprehcnsions of
many Soviet aid recipients.

43, PFinally, implicit criticism of Soviet aid policies,
particularly in Latin fmerica, have emanated from Cuba, among.
the 'largest beneficiary of Soviet largesse, Recent Soviet
economic overtures to several Latin imerican governments
provoked Castro in esarly 1967 to comment that "whoever helps
those oligarchies where guerrillas are fighting will be
helping to suppress the revolution'". Several months later, at
the Cuban-sponscred Latin imerican Solidarity Organization
Conference in Havana, the Cuban LASO delegation initiated a
resolu@ion (never issued as an official conference statement)
censuring the policy of certain *“socialist"countries which
give credits and technical aid to "diectatorships"'" and
"oligarchies" in Latin imerica,
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VIi. Prospects

Lly. Although we have used the word "burden" as applied to
Soviet aid, in a sensc, the term is inappropriate: Soviet
cconomic assistance has been extended in exchange for
expected benefits. In the minds of Soviet policy makers, aid
to developing countries is as much a political as an economic
phenomenon, and 1its investment costs are calculated largely
in terms of their political dividends., We believe that the
current Soviet leadership views the aid program, much as its
predecessor did, as an instrument of foreign policy
indispensable to the great power role it is determined tc play
in the developing world, and thatits economic capabilitics
would enable it to mount a substantially larger effort if it
felt that this would be politically prcfitable.

45. Events in Ghana, Indonesia, and elsecwhere, however,
clearly have demonstrated to Soviet leadecrs the ephemcral
nature of politigal influencc despite substantial aid outlays,and:
in the pages of Soviet theorctical journals there is
evident a growing pessimism about any short-term solution to
the fundamentol economic problems of the developing countrics.
In contrast to the extravagant optimism which characterized
Soviet a2id thinking in carlier years, Moscow now seccms
disposed to assess more rcalistically just what it cean expect
from its economic aid commitments abroad., Soviect leaders
have cvidenced a more cautious and bussinesslike approach
to aid giving. They have reviewed morc critically than in
the past the feasibility and rcpaymcnts prospccts of
proposed new aid projects. 4ind they have committed a larger
share of new aid as commercial credits, designed primarily
to promote Sovict exports of capital cquipment. Although
these more stringent criteria for aid giving, coupled with the
record aid cxtensions over thc past few yecars, may tend to
slow the pace of new Sovict aid commitments, implementation
of the large backlog of unexpended credits alone could maintain
the progrem at the current ratc of ecxpenditurcs for some time
to come.
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