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_ N .. The-Middle East, which containg almost 70 per cent of =
- the: non-cocmmunist world's proven oil reserves (unevenly dis-
tributed over the area), also contains vast stretches of desert
~.-and other terrain that carnot be usefully exploited, There.
-exist fertile areas, some of them not fully developed, upon whish
- .most.of the 90 mililion(2) inhebitants of the area earn their
- .diving by reising agricultural crops, mainly eoiton, cereals and
- citrus fruits, Although the standard of living is low, the re-
... .sources available, givea capital for their development, would
_‘_ruﬁermit:an'expansion of agriculture and industry. There are
: owever, many factors limiting development,  including a social
struettre which makes it difficult tO;ch&%e savings and which
inhiblts enterprise, as well as a population with g generally
. low level of education,

2, There are vast differences in wealth among  the countries
of the Middle East. Some states derive large revenues from
. 0i1(3), others have built up modern ezcnomies (Lebanon and
' -Israelj, while the rest (2) are poor ccuntries. It is within
- this last group that some young leaders are attempting to build
~up modern states, and the frustrationsinherent in the old social
‘'structure create for these leaders a sense of urgency. As— :
‘sociated with this is a fierce nationalism expressed, inter alia,
" by a "neutralist" foreign policy and by attempts to obtain arms
and -to develop and diversify the eccnomy. Irrigation and flood
" control schemes necessary to expand agricultuve, the transporta—
tion networks needed to open up the country, and the arms for a
‘modern state, all require large amouxnts of capital. Lacking oil
revenues, these couniries nwust rely upon. the sale of thelr

(1) The attached paper has heen prepared by the In@ernatioial
_Staff on the hasis of submissions from delegations. Iu—h?s
" been reviewed by the Commititee, which has. requested that it
be forwarded to the Council. : \ '

(2) Por breakdown by country, see Teble L, Annex II.

(3) .Iran, Iraq, Saudi Arebia, Kuwait, Bahiein and Qatar are the
main oil producers; Syria, Jordan and Lebanon derlve someé
revenue from oill transit rights.
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agricultural products or upon foreign, ald or investment frum sbroad
forthe funds needed to carry forward their development plans.

But nmationalism in these countries has created an atmosphere where
foreign investments frcm Western powers are either threated or

not welcomed. The Sovliet Union, however, appears as a new and
alternative source cf capital to the Middle East, and has granted
loans without apparent "political strings". At the same time,

the USSR exerts the attraction of a backward nation which has trans-—

formed itself into a strong industrial power‘within a short period.

Bn " It is within this milieu, exacerbated,by the Arab-Isreeli
tensions, that the cummunist bploc seizes every opportunity to
extend its influence by offering arms and economic aid.: The )
communists are applying to the Middle East their general techniqu

"of economic penetration. Long-térm loans for economic developmen

are offered at low rates of interest (usually 23%) and repayment
is arranged in local currency or products.' The Soviets may .offer
to arrange barter deals, exchanging machinery or arms for burden-
some ggricultural surpluses, The arms furnished are often: ob-
solescent, but their book value may be high and may constituté a
heavy mo;tgage on the future exports of thée Middle East country,
Bilateral agreements are signed, tying- to the Soviet bloc-a sig-
nificant part of the underdeveloped country's trade. Techn¢cians
are usually provided by the _ bloc to assist with eccnomic develop—
ment, and their presence has considerable propaganda value. : ‘At

'the moment there are between 500 and 1,000 Soviet bloc technicians

in Middle Eastern countries, In addltion “communist colmtries
perticipate actively in trade fairs in the Middle East, and have
also established many trade officesa

‘L. As late as 1954 the Soviet press was attacklng Arab’
leaders, but in the following yéar this attitude shifted abruptly
to sult the new Soviet line in the Middle East. In 1955
Czechoslovakia signed an arms deal with Egypt and conveniently
agreed to purchase the Egyptian cotton surplus. The following
year, Syria and Yemen received arms from the Soviet blec, and.
almost all of the countries in the Middle East signed trade agres—
ments with the ccmmunists, Afghanistan also recelved a large.
long-term lcan. Soviet trade with the Middle East increased and,
f>1lcwing the Suesz cvisis in November 1956, Egypt and Syrla re-
ceived additicnal supplies of arms from the Soviet blocy and
promised to deliver in return more cottonc

ﬂ5» For the next eight months or so the Soviet bloc confined

its activities to strengthening trade ties with manJ'Ede e Eastern

countries and, in general, consolidating the achievements of the
previous two yea rs. In July 1957, however, a large-scale economlc
loan was cffered tc Syria, and arms shipments to that country

were resumed, The Sndan, which is having difficulty in selling
its cotton crcp this year, was approcached in October by the

"Russians with an offer to buy the surplus and-tc p;ovide long-term
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"+ -aid to:.the Middle East
- .are small compared to %he profits made by the Western oil com-
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aid for development, The Lebanese, who have accepted Western

. aid, -have. recently been subjected to economic pressure by Egypt

and Syria, In November, the Russlans-and the Czechs announced

largefscale_loans to Egyptq

'~'f-, ‘6¢"‘Thé USSR has hadilittie sﬁécess pénetraﬁing Into the
01l producing countries in the Middle East. It 1s true that
~ -~ Russia 1s showing great friendliness to one big oll producer,

* {ts neighbour Iran, and has signed a number of agreements with
her., However, there have heen traditicnal tradlng ties between
- these countries foir many years, and these new agreements do not

_ -necessarlly represent a danger.of ccmmunist penetration, The

-economic interests of oil producing countries lie with the West
(Russia herself is a net oil exporter), and thelr governments

-~ have no desire to lose their markets in Burope, Nevertheless,

recent Russlan propaganda has been aimed at belittling Western
and has argued that the amounts granted

panies in the area, Conservative govermments in those countries,
- although favourable to the West; may be forced by nationalist
opinion, egged on by Soviet prcpaganda,. to ask for larger shares

" of the o0il profits.

7. It appears as though Russia's principal aim is to
strengthen Egypt and Syris. Both. of these ccuntries, led by
realous nationalists, are particularly susceptible to communist
penetration, They are also strategically important because of
their control over the oil transport facilities of the area.

The Russians seem to feel that the sales of arms and the glitiering
. promises of economic aid will help Egypt arnd Syria to gain pres-

tige in the Arab bloc, challenge the pcsition of the leaders of

the 0il producing countries, and keep the entire Middle East in

a state of turmoil. ' P

- 8. The cost to the Scviets of their economic offensive in
the Middle East has so far been relatively small. Total yearly
drawings on Scviet credits are sstimated at less than 1/10th of
1% of Soviet naticnal income., Commitments for economic asslis-—
tance to Egypt and Syria amount to about £340 million, but this
.will be drawn upon over the next seven years. .The military aid

ranted to the Arab countries amounts to a book value cof between

éSOO million and $500 miilion, and, while much of the eguipment
is obsolescent to the Soviet bloc, the estimated value of this
ald represents goods that the Soviet bloc will recelve in re-
payment. Trade with the Middle East has many economlc ad-
ventages for the communists, and ror the satellites in rarti-
cular, Forced industrialisation of the European satellites 1n
the post-war pericd Has made available large amounts of' capital
gceds which the Midéle Bast needs, and has created a larger de-

.. mand for primery products, which the Middle East has available.

“The recent cmphasls en raising living standards in the Soviet

bloc has intensified the demands for primary products. Further-
wore by using trade, rather than aid, the Soviet bloc has been
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-free ‘from the charge : of 1nterference iq the inuernal affalrs of

.-natlonal states.

9, It is not c¢lear how the eccncmic offensive will develop

- in future., " On one hand, the economic interests of the oil pro-

ducing eountries lie- Wlth the West, while most other istates have
receiveéd much more assistance from the West than they could nor-

. mally expect from the communist bloc. "On .the other hand, ‘the USSR
" has succeeded in creating the ;mpression that she ‘is: ready and able
“to grant 1arge -scale -loans for -economic developmﬁnt°' Syria is

probably hoping to become the future showcase of the Middle East.
The strong nationalist feeling in this area is conducive to -
countries accepting Soviet trade offers and loans, if only to sho

“‘their independence from the West, All of -these factors make it
" clear that the Middle East will present further opportunities for

8 enetration, and the Russians have -shown in- the past thelr abllluy

Lto take- full advantage of such possiblitles.

Palais de bhaillot
PaP189 XVIe. .
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ANALYSTS BY COUNTRIES

__S“YRIﬁ ¥

1. Syrla is not g poor ccuntry by dlddle East standards.

':Her'economy is stable, the Ludget is balanced, and her production

of cotton, wheat, barley, tobacco and. tex tiles provide sufficient

_ :exports to pay fwv her import needs, A seven-year development

. plan costing ‘about £190 million was insti tuted in 1955 and the

- financing of this was to comé from transit dues received from

' the Iraq Petroleum Company -end the Tapline, from internal saving
- and from forelgn sources: However, the large. increase in defence
" expenditures in 1956 and 1957 strzined the economy,.and it became
clear that Syrla ‘could not meet all its objectives for: develop—

ment ‘and ‘defence ‘without. increasing its need for foreign assis—

- tance. . Syria had already received about £100 million in ‘arms

dellveries from communist countries in 1056 tut was stlll ‘con-
ducting only about 5% of its traae with themn During 1957, how-

. ever, almost one-half of Syria's cotton sales (the most important
_export) ‘has ‘gene to thie Soviet bloc, In July, 1957, the Syrian
" Defence. Minister and other officials visited Moscow and arranged
- for' a twelve—year, 2? interest loan which was f1na11J settled
" in Damasc¢us in October, The amount of this loan is as yet un-

determined, but it may exceed g150 million, and will probably in-
clude as 51stance for nineteen projects, 1ncluding roads, raiiways,

1 1rr1gat10n.schemes, ‘port facilities at Latakia, and manufacturing
‘plants. + All of these schemes appear to be sound and can be absorbed
by Syria over the next few years if the Syrians’ provide considerable
'fanclllary ‘capital expendltureo The Russians have asked for re-

payment of the.lcen ‘in Syrian goods, such as whezt and cotton,
the main preducts of the country, or-  in freely transferable’

'Vexchange, This should tie the Syrian €conomy’ increasingly to

the bloc; ~ the total vdlue of Soviet arms already delivered and
the above estimate of economic -aid isequivalent to about two years
of :Syrian exports. = It has recently been reported that the USSR

- is sending addlt*unal arms to Syrla 1nolud1ng fighter aircraft
_and bombers._* . :

qyrla holds a. strateglc pOSLtiOD in the Mlddle Eﬂst

-.slﬁce the' o1l transport lines both from Iraq and Saudi Arabi:

to. the Mediterranean outlets cross her territory. Any concer ted
Sy“ianmEgyptlan economic action against the oil producing count-+
ries would be mest likely to occur as an aspect of action agalnsws
the West, Syria is also a big customer of Lebanon and might be
gble to threaten to some extent Lebanon's p051tion as entrepdt

_oenirc for the- Mlddle Mast

.EQYPT

30 The rapvdly growing populatlan oﬁ Egypt depends upon

v:tr? llmited agrlcultural 1and ‘¢f the Nile basin, Large amounts
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of capital would be needed to_increase the arable land and to
develop some industry, and Egypt even more so than Syria, has
the probiem that she is unable to arm and develop simultaneously
without outside aid. Egypt depends upon cotton exports for al-
most all of her foreign earnings, with the exception of Suez
Canal revenues, and from late 1955 onward, when she arranged for

- an arms deal from Czechoslovakia, she has become increasingly

committed to the communist bloc for the disposal of -her cotton
crop. In Novembier, 1957, -loans fram the USSR and Czechoslcvakia

of 2175 million and £56 million respectively were announced., They
will be used for economic development and will be repaid on the
-seme terms as the Soviet loan to Syria. It now appears that abou

one-half of all of Egypt's cotton exports is to cémmunist countr

- The USSR is now the largest buyer of Egyptian cotton, followed
“ by communist China ‘and Czechoslovakia. Sales to France and - “the
‘United Kingdom, traditional buyers, have fallen sharply. -Other

ecoriomic deals with the Soviet blo¢ have included. the building

~'of a nuclear physics laboratory in Egypt by the Russians; the
"purchase of a pcwerful radio transmitter from Czechoslovakia,
“ordérs for four ships from Poland, and a substantial order for
g ‘eléctrical network from: East- Gennany. The USSR has.continued
SN Ao supply largé:quantities of wheat and petroleum to Egypt, and
it ‘has been reported that she has offered to assist the Egyptlan
h“General Petroleum Company in its 011 exploratlonse- -

u@- Thls shlft in trade to the Sino-Soviet bloc has not

'‘peén without cost to Egypt: The-loss of hard currencies was at

first mét by curtailing imporits, so that, while the balance of
payments did not deter;o*aue, there was a fall in the available g
supply of goods, Rising prices followed this shortage, “and ‘!’
during 1957 Egypt has taken several steps to correct the situa-
tion. First, scme barter deals were arranged with Western count-

‘ries, but Egypt received in return high-priced non~ossent1al

goods~ she was forced in October 1957 to curb thése aealsof”
Egypt then began searching for means to recover some of its-

',markeys ;n the West, The price of cotton, artificially’ high as
"a result of bilateral agreements with the Soviet bloc was re-

duced to Western countries by means of premiums ranging frem 7%
to 20% for -various kinds of foreign exchange., The Egyptians now
appear anxious to rebuild their trading relationSﬂipa with the

United Kingdom and France, and have held financial talks w1th
-them reuently ir Rome and Geneva.

THE SUDAN

e The economy of the Sudan is qulte pleltlve and largely
agricultural., There is almost no manufacturlng or mining, des-
pite recent govermment attempts to establish some small-scale
industry, and most fuel, clothing, machinery and some food must

"be imported,. Trade is mainly . with Western Europe, Egypt and

India; only about L% of Sudan's total trade is conducted w1th
the Soviet bloc. Cotton is the main export; in recent years the
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level of exports has more than covered imports, and the surplus

funds have paild for development projects. This year, the Gezira

B Marketing Buerd responsible for marketing most. of the cotton, set

the price too 1gh It is 1likely that this price was related. to
the Egyptlan one,_whleh was only ncminal, most Egyptian sales

~ being cn: a barter basis with the Soviet bloc, The Sudan also

'~ had a- record crop of over 600,000 bales of cotton, and less than

half has been sold. If the crop remains unsold, the financing
of thé development progeets will be hampered, and the government,

.facing an election next year, will be in a dlfferent position.
‘These difficulties led the Sudanese into a position of considering
.8 Russian offer to buy the cotton surplus. In November, 1957, the

Sudanese cotton price was 1owered and the export tax on cotton
was cut by 50%, It is still too early to assess the success of
these measures, but, judging by the fact that in the two weeks
following thelr adoptlon Sudan has sold ebout 69,000 bales, the

_ uutlook seems somewhat more hopeful.

'LEBANON

6 The Lebanon is the banking and entrep6t centre for most

'of tre Mlddle Easts; Her exports cover only about one sixth of

hér  imports, but income from trading, banking and other services
makes. up the difference. Although vulnerable to changes in ex-
ternal condltlons, the Lebanese economy is one of the wealthiest
‘in the entire area At the same time, good relations with Syria
are necéssary .for 0erry1ng out these services., Any dispute with
Syria - which would. seal off the border would deprive Lewanon ‘of
access to Irag, Jordan and inner Arabia, The planned expension,
with Soviet aid, 'of the port facilitles at Latakia, Syria, may
threeten the position of Beirut. ILebanon maintains ecoaomﬁc con-
‘tects with all members of the Sino-Sovielt bloc, and conducts

- about 5% of her trade with them,  However, the Lebanon has re-

fused offers of Soviet 1oans, p0881b1y to protect her reputation

.&as a banker and trader,.

7,. > .Some - ecenoﬂic pressure was put on the Lebanon by Egypt

-~ and- Syr:a when they placed an embargo on the import of- T.ebanese

apples in'September, 1957. The sum involved was relatively
anall, but the significance of the action was-that the Lebanese
affected were pro-Western, Consultation within NATO led to
increased purchases by Germany, France and the United States,
so that the problem was solved. Nevertheless, the embargo may
have intimidated Lebanon,

IRAN

8., About two-thirds of Iran's foreign exchange earnings
are derived Trom oil exports; of the ramainder of her experte,
about one-sixth is with the Soviet bloc. Iran appears anxious
to develop her other industries, to whi~zh end she 1s willing to
co-operate with her neighbour Russia, with whom she has tradi-
tional trade ties. During the present year she has see.ed a

Sy NATO SEC?ET
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nurter of agreements with the USSR, These include a border~river
agreement providing for joint surveying of a hydro-electric and
irrigation project; a three-year commercial agreement calling
for trade of $35 million a year; 'and a transit agreement. allowing
duty-free movement of goods through either country. Since Russia
has reduced her rail rates to Iran, the latter wlll savé on ship-

"ments to Europe. The trade with Russia is for consumer goods, and

the Soviet Union does not participate in Iran's programme of =~
development, However, the Soviets are reported to have offered
Iran a credit at 2% interest, partly for use in expanding port.

Iranian trade. : -

OTHER MIDDLE EASTERN COUNTRIES

9 Soviet bloc activitles in other Middle Eastern countries

have been very limited. Jordan has received offers from Poland

to develop iron ore resources, to build a railroad, and to buy
100,000 tons of phosphate. - This, plus a previous purchase by
Czechoslovakia of 80,000 tons, would aceount for one=fifth of
Jordan's total exports this year, Jordan is quite poor and is
unable to exist on her export proceeds, requiring a subsidy to
pay for most of her essential imports. Egypt and Syria have -

“reneged on their promise to share with Saudi Arabia the cost of

-a"subsidy to replace that previously granted by the United

" Kingdom, . Only & loan from the United Kingdom of £1,12 million

in 1956(1) and #LO million of United States aid in 1957 has kept

- Jordan solvent, Yemen has been granted a g3 million credit by

East Germany for the construction of 1,000 kilometres of tele~
phore lines, The Soviet bloc countries have also built a. jetty
&t Salif to permit the unloading of the aras previously promised,
The $100 million loan granted by the USSR to Afghanistan in .
late 1955 is being slowly implemented; oil storage facilities,
small assembly plants and some irrigation schemes have heen .
started. Arms have also besn delivered. Prcbably one-half of
Afghanistan's total trade is now carried on with the Soviet bloce
Bulgaria has ottained a meat-packing concession in Ethicvia.

No significant Soviet bloc activities have been reported in.

Israel, Irag, Saudi Arabia or Libya, - :

(1) So far, loesns from the United Kingdom to_Joraan_fop,develop_
ment have totalled £7% million, S e
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Development of Trade between some Middle East

 _GCountries _and the Sino-Soviet Bloc

Imports from and exporis to
Sino-Soviet bloc countries

"Reporting = '
countries " Millions of Percentage share
R -US--dollars in reporting
' country's total
trade )
] ' 1 ] i :
1954 19550 1956 | 1957 | 1954 [1955 1956 (1957
1 Tsrasl  |11.3 | 8.8/ 8.5 3.0 (2.1 {1.8°
Irag (b) ~ |” 3.7 | 10.3) 13.8 1.8(b)| 4.0(); 45(p)!
Iran (b) |27.6 | 37.2] 36.8 12..14(Db) 15'.L|(b)_3.2(b)‘_”'
| Lebaron "5.2 | 8.6 9.9 2.0 {3.0 |3.3 |
Syria 5.9 | 7.3 19.1 1.5 {2.2 {55
Egypﬁ_ 83.5 |1u1.8 216.5 | 534(a)j 9.8 5.3 R3.0 |43
| 'suaen 12,2 | 8.3 13.2 L3 2.9 Ll
9. L {222 31 317.8 1 |

(b

Source: AG/89mW?/ll.

(a) Estimates based on trade during first quartera
These figures include 1mports only.
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TABLE 2
Importance of each communist country in the
Middle East's trade with the Sino-soviet bloc
Trade of the Middle East 5

‘Countries of - - . Total Trade. - Imports . - Exports
origin and | (Bxports plus): from to
destination - I A 1n@or‘ts with '
PO S - - - The Sino-Soviet Bloc ' ’.

1956 | 1955 § 1956 1955 | 1956
Sino-Soviet Bloc. | 100.0 |100 £ 1100 0 i100,0 {100,0 |
‘Total percentage = | P i :
USSR - . 17.5 - | 38.2 | 254 | 16,8 i 11.6
China . Lo 15.8 | .1.8 1 10,7 | 30,4 | 19.7

. | H

Bulgaria - 3.1 . .23 1.7 ! 0,9 { 4.1
East Germany 5.8 | 3.4 .81 1 3.1 39
Hungary . 6,0 I 5,1 : 8,3 D 12,4 : 4.1
Poland . ° - S % ' 3.5 5.2 | 6.5 ‘9,6 ‘.’
Rumania 10,2 1.17.3 | 15,2 | 9,51 -6.3
Gzechoslovekia--. .| . 33,9. .. 1285 .254 20,4 40,7

Source: AC/89-WP/11
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TABLE 3

Importance of the USSR, the Buropean Sateliites and
CHina in some IMiddie East ccuntries' trade with the
' ' Sino-Soviet bloe

Total'Country Trade (exports plus imports) with the
' bloc in 1956 = 100 .

f -
g Countries of Origin and Destination
Reporting
Middle East _ _ ] _ _
Countries Sino-Soviet of which % [
g n 13109 _ . _ . 4
Total % = 100 ;]
: ’ USSR Satellites | China
i
| Israel’ - 100 25 75 :
| Irag Eag 100 . L2 58
t Iran (a) - 100 51 20 h 29
Lebanon . _ 100 28 : 72
i Syria. . 100 8 82 10
"Bgypt " ¢ 100 18 66 - 16
sudan Loy 100 3 76 S R |

(a) Imports only

Source: AC/89-WP/11°
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“'Source:s

Population of Middle Fast Countries in 1954

- TABLE

-, -

N

>

Area

Aden b
Aden Protectorate
Afghanistan
Bahrein

Egypt

Iran

Irag -

Israel

Jordan

Kuwait

Lebanon

Libya -

Muscat and -Oman
Quatar

Saudi Arabia
Sudan

Syria

- Trucial Coast

Yemen

" Total

Statistical Handbook of the United Nations, 1955.
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Population
(in millions)
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