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Foreword

This report focuses on the 1965 and 1966 con-
tracts by the Communist countries for chemical
plants (plus equipment and technology) from the
Free World, against the background of contracts
during 1958-64. It also considers the outlook
for contracts through 1970.

Communist contracts with the Free World provide
largely for the delivery of complete plants,
frequently including the associated technology and
technical services. Miscellaneous items of
equipment constitute a very small portion of the
total value of contracts and, for discussion
purposes, are included under the general heading
of plants. Because contracts usually are carried
out over a period of years, the value of contracts
concluded in any one year will not correspond with
the value of imports by the Communist countries.

The value figures given throughout the report
are in current US dollars and, unless otherwise
indicated, refer to contract values.

This report updates information in CIA/RR
ER 65-17, Acquisition of Chemical Equipment and
Technology by the Communist Countries from the
Free World, 1964, July 1965, SECRET
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CENTRAL INTELLIGENCE AGENCY
Directorate of Intelligence

INTELLIGENCE REPORT

Communist Purchases cf Chemical Plants
and Technology from the Free World
1965-66 and Prospects Through 1970

Summarx

The Communist countries* continued to place
large orders for chemical plants and technology
with the Free World in 1965-66. Contracts in
1965 amounted to a substantial $313 million and in
1966 rose to $417 million, bringing the total since
1958 to about $2.3 billion - considerably more
than for any other type of Western plant and
technology. (Purchases before 1958 were rela-
tively small.) The heavy pace of buying is con-
tinuing in 1967, and it is estimated that the
total value of contracts during 1967-70 will
range between $1.2 billion and $2.1 billion, com-
pared with $1.4 billion during the previous four
years. Annual purchases by the Communist coun-
tries in 1958-66 and estimates through 1270 are
shown in Figure 1.

Note: This report was produced by CIA. It was
prepared by the Office of Econcmic Research; the
estimates and conclusicns represent the best
judgment of the Directorate of Intelligence as

of September 1967.

* The USSR, the Eastern European Communist
countries (Bulgaria, Czechoslovakia, East Germany, -
Hungary, Poland, and Rumania), Albania, and the

Far Eastern Communist ccuntries (Communist China,
North Korea, and North Vietnam).
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In achieving their chemical goals for 1970,
the Communist countries wiil be aided substantially
by the plants purchased frcm the Free World in
1965-66 as well as by those purchased in earlier
periods but still uncompleted. 1In Eastern
Europe, purchases from the Free World will con-
tribute nearly 50 percent of the increased out-
put planned for chemical fibers in 1970, about
40 percent of that for chemical fertilizers, and
about 20 percent of that for plastics. 1In the
USSR, Free World plants will provide about one-
fourth of the planned increase in chemical
fibers and about one-fifth of that in fertilizers
and plastics for 1970. If contracts during
1967-69 reach anticipated ievels, Free World
facilities will play an even more vital role in
Communist chemical prcgrams for 1970.

West Germany and France were the leading
sellers of chemical plants and technology in 1965
and 1966, accounting for half of the total value
of the contracts. West Germany increased its
share of the contracts from 18 percent in 1958-64
to 30 percent in 1965-66., France's share rose
from 9 percent in 1958-64 to 20 percent in 1965-66.
Most of the remaining contracts in 1965-66 were
obtained by the United Kingdom, Italy, Belgium,
Japan, and the Netherlands, in that order. us
sales during the period were comparatively small
despite the acknowledged superiority of most types
of US chemical technology and equipment. The
United States failed to obtain a larger share of
the Communist market for chemical plants partly
because of its refusal to guarantee export credits
beyond the five-year maximum stipulated by the
Bern Union Agreement. Other signatories to the
agreement, however, have ignored this provision,
and roughly haif of the contracts, by value, in
1965-66 involved credits of more than five years.

~-SECKET




Background

1. To help provide the chemicals needed for the
growth and modernization of agriculture and industry,
the Communist countries since 1958 have been buying
large amounts of chemical plants and related tech-
nology from the Free World. Purchases during
1958-64 totaled about $1.6 billion, considerably
more than for any other type of Western technology
and equipment. Most of the facilities were for
the production of agricultural chemicals (ferti-
lizers and insecticides), synthetic materials
(plastics, fibers, and rubber), and basic and
intermediate chemicals processed from petroleum
and natural gas.

2. With Khrushchev's personal endorsement, the
USSR in 1958 launched a program of large-scale
purchases of chemical facilities from the Free
World. Soviet purchases during 1958-64 amounted
to about $0.9 billion, or about 60 percent of the
total purchased by Communist countries during the
period. Actual imports, as distinct from contracts
to purchase, accounted for about one-fifth of the
value of all industrial equipment imported from
the Free World. Rouchly 10 to 15 percent of the
fixed productive equipment in the Soviet chemical
industry at the outset of 1965 consisted of
imports.

3. Until 1964, purchases by the Eastern
European Communist countries were small compared
with those of the USSR. In that year the value of
contracts rose sharply to $166 million, compared
with an annual average of about $60 million during
1958-63. The increase was apparentiy prompted by
a growing awareness of the need for advanced
chemical plants and technology, by the realization
that the USSR and other Communist countries could
provide little assistance, and by the enlarged
supplies of petroleum and natural gas for use as
raw materials in production of chemicals.

4. Communist China's purchases of chemical
plants from the Free World began in 1963 and
amounted to $76 million for 1963-64. In addition,
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China in 1963 contracted with Italy for the pur-
chase of a fertilizer plant to be erected in
Albania for $14 million. North Korea's purchases
prior to 1965 consisted of only one plant, valued
at about $3 million.

Purchases of Planté and Technology in 1965
and 1966

5. After a sharp decline in 1965, Communist
purchases of chemical plants and technology from
the Free World in 1966 reached some $417 million,
approximating the reccrd level attained in 1964.
The pattern of purchases in 1965-66, however,
differed sharply from that of the earlier period.
The USSR, which made 60 percent of the Communist
purchases in 1958-64, accounted for only 34 per-

-cent ($251 million) in 1965-66., Virtually all of

the remaining contracts in 1965-66 (about $450 mil-
lion) were made by the Eastern European Communist
countries. Contracts in 1965-66 by Communist China
and North Korea amcunted to only $24 million and

$5 million, respectively. Figure 2 shows the per-
centage distributions by country of the total

value of Communist purchases of plants, equipment,
and technology from the Free World during 1958-64
and 1965-66. '

6. As in 1958-64, the chemical plants and tech-
nology purchased during 1956-66 were largely for
the production of chemical fibers, basic petro-
chemicals, agricultural chemicals, plastics, and
rubber. Other chemicai facilities represented
less than one-tenth of the total value of con-
tracts in 1965-66. The percentage distribution
of purchases by type in 1958-64 and 1965-66 is
shown in Figure 3. 1In line with the emphasis on
expansion of the production of petrochemicals,
purchases of related plants and technolcgy rose
from 18 percent of total chemical plant purchases
in 1958-64 to 24 percent in 1965-66. Although
chemical fiber facilities continued to comprise
the largest proportion of contracts, their share
dropped from 31 percent in 1958-64 to 27 percent
in 1965-66. Contracts for fertilizer, pesticide,
and related plants constituted 17 percent of total
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contracts in 1965-66 - slightly less than in
1958-64 (18 percent) Plastics plants retained
the same share (14 percent) of the total in
1965-66 as in 1958-64. The Communist countries
stepped up their purchases of facilities for tires
and other rubber goods, including some equipment
for production of synthetic rubber; their share
increased from 9 percent 1n 1958 64 to 11 percent
in 1965-66.

7. Soviet purchases of chemical equipment
from the Free World in 1965-66 (see Appendix
Table 3) averaged $126 million, considerably lower
than the record level of $224 million in 1964.
The decline reflected the lower priority given
chemicals after the departure of Khrushchev and
the increased claims by other industries on for-
eign exchange reserves. As evidence of the
decreased emphasis on chemical purchases, the
share of chemical plant contracts in total in-
dustrial plant purchases from the Free World
declined progressively after 1964.

8. Albania did not contract for any chemical
installations from the Free World in 1965 or 1966.

9. Bulgaria has been a substantial buyer of
chemical facilities from the Free World since late
1963 (see Appendix Table 4). Purchases in 1965-66
amounted to $102 million, bringing the total since
1958 to about $162 million. Most of the contracts
in these years were for chemical fiber plants,
valued at about $60 miilion. The remainder con-
sisted predominantly of petrochemical and rubber
facilities. The majority of these plants will be
situated at the petrochemical center in Burgas.

10. Czechoslovakia's purchases of chemical
installations from the Free World in 1965-66
totaled $48 million (see Appendix Table 5), or
about the same as during the entire period
1958-64. The stepped-up rate of buying stemmed
largely from growing demands for petrochemical
plants and technology. The importance attached
to Western chemical facilities is attested to by
the fact that such purchases accounted for about
two~-thirds of the total value of industrial
installations contracted for from the Free World
during 1965-66.




11. East Germany, like Czechoslovakia, is a
large manufacturer of chemical equipment and has
limited its purchases of chemical plants from the
Free World to types incorperating advanced tech-
nology. The main emphasis in 1965 and 1966 was on
acquirino petrochemical plants related to the
production of chemical fibers, plastics, fertilizers,
and herbicides. The value of contracts signed in
this two-year period was about $28 million, which
brought the amount during 1958-66 to $91 million,
or 4 percent of the Communist total (see Appendix
Table 6).

12. Hunagary has been one of the smallest Com-
munist purchasers of chemical plant and technology
from the Free World. Contracts in 1958-64 ($36 mil-
lion) and 1965-66 ($17 million) constituted only
2 percent of the combined value of such trans-
actions by the Communist countries in those years
(see Appendix Table 7). Nonetheless, chemical
facilities made up a large share of Hungary's
purchases of industrial plants from the West in
1965-66. The major chemical purchase in this
period was a $12 million polyethylene plastics
plant from the United Kingdom in 1965.

13. Poland cut back its Free World purchases
from a record $50 million in 1964 to about $16 mil-
lion in 1965 and $18 million in 1966 (see Appendix
Table 8). Although it accounted for only about
5 percent of total Communist purchases in 1965-66,
Poland ranked fourth among the Communist buyers
of Western chemical plants and technology during
1958-66, with total purchases of about $150 mil-
lion. Important acquisitions durina 1965-66
included an ethylene-propylene facility from West
Germany and technology from the United States for
the production of butadiene for synthetic rubber,
both of which will be used to expand the large
petrochemical center at Plock. An interesting
contract with Switzerland in 1966 calls for joint
efforts in process development for and erection of
a maleic anhydride plant in Poland. Althoucgh it
is not clear whether the Swiss firm will share in
the output of the plant, the agreement does call
for joint ownership of the patent rights to the
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process and for the division of proceeds from the
sale of these rights to other countries. This
type of arrangement, whereby Poland gains chemical
know-how and equipment from the West and shares

in sales to third countries, offers obvious
advantages to the Poles and could presage similar
contracts of this kind.

14. Rumania's purchases of chemical facilities
from the Free World jumped from a scant $3 million
in 1965 to $216 million in 1966, or more than half
of the Communist total (see Appendix Table 9). The
sharp upsurge in 1966 was largely a matter of
coincidence, in that negotiations were completed
which had been under way for some time. Contracts
in 1958-64 amounted to slightly more than $200 mil-
lion, or 13 percent of the Communist total during
the period.

15. Communist China, following an initial surge
of buying in 1963-64, drastically curtailed its
acquisitions of chemical plants from the Free World,
which amounted to only $24 million in 1965-66 (see
Appendix Table 10). For the entire period 1958-66,
purchases totaled about $100 million.

16. North Korea's purchases from the Free World
have been limited primarily to fertilizer facilities.
The value of contracts amounted to $2 million in
1965 and slightly more than $3 million in 1966
(see Appendix Table 1l1l); prior contracts totaled
only about $3 miliion.

17. North Vietnam made no contracts for Free
World chemical plants during 1965-66 and few or no
purchases earlier.

Significance of Purchases

18. The sizable purchases of chemical plants
and technology from the Free World in 1965 and
1966 will substantially aid the growth and modern-
ization of the chemical industries of the Communist
countries. Table 1 shows the extent to which these
facilities will contribute to the increased output
planned for selected sectors of the chemical

i
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industries of the USSR and Eastern Europe. Such
purchases will make a large contribution to the
goals for increased output of chemical fibers in
all but two of the Communist countries listed in
Table 1. The two exceptions - East Germany and
the USSR - have contracted for facilities that

indirectly will support the increased output of

Table .1

USSR and Eastern Europe:
Contribution of Free World Plants
Purchased in 1965-66 to Planned Increases in Output
of Selected Chemicals a/

1966-70

Percent of Planned Increases

Sectors of Chemical Industry

Chemical Synthetic
Country Fibers Plastics Fertilizer Rubber
USSR 0 8.5 11 T
Eastern Europe 35 17 11 N.A.
Bulgaria 86 0 0 N.A.
Czechoslovakia 29 0 0 0
East Germany 0 0 0 0
Hungary 50 66 0 0
Poland ' 33 0 8 0
Rumania L1 56 35 0

a. It is assumed that these facilities will be completed
and producing at designed capacity by 1970. Because of
insufficient data, the Far Eastern Communist countries are
not included.

chemical fibers through production of fiber raw
materials and intermediates. Plastics, fertilizers,

and rubber are other major sectors that will benefit

from the Free World facilities purchased in 1965-66.
Rumania, which bought 30 percent of the total, has
placed the greatest reliance on Free World plants

S s &
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for achieving its long-term goals; plants con-
tracted for in 1965-66 will provide 56 percent of
the scheduled increase in output of plastics by
1970, 41 percent of the increase in chemical fibers,
and 35 percent of the planned gain in chemical
fertilizers.

19. In addition to the plants purchased in
1965-66, a number of facilities bought in earlier
years and still uncompleted in 1966 will contribute
to Communist goals for increased chemical output
by 1970. 1In the case of the USSR these earlier

‘purchases together with those in 1965-66 will pro-

vide about one-fourth of the planned increase in
chemical fibers and about one-fifth of the scheduled
gain in fertilizers and plastics for 1970. 1In
Eastern Europe the backlog of uncompleted plants
acquired from the Free World, including those
purchased in 1965-66, will contribute nearly half
of the planned increase in output of chemical
fibers by 1970, approximately 40 percent of the
scheduled gain ‘in fertilizers, and about 20 per-
cent of that in plastics. If contracting for
additional plants proceeds as expected during
1967-69, the contribution of Free World facilities
to the fulfillment of chemical plans for 1970 will
be even greater than that indicated in Table 1.

Sellers and Terms of Payment .

20, Seven Free World countries accounted for
over 90 percent of the $2.3 billion in sales of
chemical plants and technology to the Communist
countries during 1958-66. The percentage dis-
tribution of these sales in 1958-64 and 1965-66
is shown in Figure 4. 1In 1965-66, West Germany
and France dominated sales by the Free World,
accounting for half of the total value during the
period. West Germany's share of total Free World
sales rose from 18 percent in 1958-64 to 30 per-
cent in 1965-66. Sales by France increased from
9 percent of the total in 1958-64 to 20 percent in
1965-66. By contrast, the United Kingdom secured
about 37 percent of the sales in 1958-64 but only

12 percent in 1965-66. The United Kingdom, how-

ever, remains the largest seller with contracts




SECRET Figure 4

FREE WORLD: PERCENTAGE DISTRIBUTION
OF CHEMICAL PLANTS AND TECHNOLOGY
.SOLD TO THE COMMUNIST COUNTRIES, BY VALUE
1958-64 and 1965-66

UNITED KINGDOM

__— NETHERLANDS ~———u__ Z
UNITED
KINGDOM —— BELGIUM ~__
Y

1965-66

1958-64 (US $0.7 billion)
(US $1.6 billion)

*Including principally Austria, Denmark, Finland, Sweden, Switzerland, and the United States.

56982 8-67 CIA

during 1958-66 amounting to almost $0.7 billion.
Other major Free World sellers in 1965-66 were,

in order of importance, Italy, Belgium, Japan, and
the Netherlands.

21. Contracts generally have called for down-
payments of 20 to 25 percent with government-
guaranteed credits for the remainder extending
over several ‘years. Although the Bern Union
Agreement* limits credits to the Communist

* The Bern Union, or Association of International
Credit Assurers, is made up of private and public
institutions from a number of Free World countries.
Members have generally agreed that ordinary export-
credit guarantees should [footnote continued on p. 11]




countries to a maximum of five years, most sig-
natories except the United States have ignored
this provision. Thus about half of the contracts
by value in 1965-66 involved credits ranging from
six to nine years. In large purchases, guaranteed
credits are for longer periods. For example, the
British government guaranteed a 1l5-year credit to
the USSR in 1964 for a large polyester fiber plant
valued at $84 million.

22, Adherence by the United States to the five-
year limitation on guaranteed credit to the Com-
munist countries has been a factor in preventing
US firms from obtaining a larger share of the Com-
munist market for chemical facilities. Despite the
acknowledged superiority of US chemical processes
and plants, sales to date have been small and have
consisted largely of technology provided through
firms in other Free World countries where longer
term financing is available.

" Prospects, 1967-70

23. Recent trends in purchasing and evidence of
continuing need suggest that Communist contracts for
Free World chemical facilities during 1967-70 will
be substantial. Barring major changes in chemical
priorities, it is estimated that the Communist
countries will purchase about $1.2 billion to
$2.1 billion of chemical plants and technology
from the Free World, compared with about $1.4 bil-
lion in 1963-66. On an annual basis, purchases
during 1967-70 are expected to average $310 million
to $525 million. Contracts during the first half
of 1967 amounted to about $160 million but are
expected to be more than double this amount for
the whole year. The estimated total and annual
average of Communist purchases of chemical plant
and technology from the Free World in 1967-70 are
given in Table 2.

be limitedito a maximum of five years. Although
many countries do not rigidly follow the Union's
recommendations, the United States has continued
to observe the five-year limitation in the case
of credits for Communist countries.

- 11 -




Table 2

Communist Countries:
Estimated Value of Chemical Plants and Technology
Purchased from the Free World

1967-70
Million US $
Total Annual Average
USSR 480 to 880 120 to 220

Eastern European
Communist countries 700 to 1,100 175 to 275

Far Fastern
Communist countries 60 to 120 15 to 30

Total 1,240 to 2,100 310 to 525

24. Dpurchases by the USSR of Free World chemi-
cal facilities probably will average $120 million
to $220 miiliorn per year during 1967-70.* Although
contracts in the first half of 1967 amounted to
only $46.5 nmillion, the Soviet authorities were
negotiating for 25 more facilities with an esti-
mated value of well over $100 million. Soviet
interest currently is centered on obtaining plants
for the production of tires and associated products
such as synthetic rubber and carbon black. Other
negotiations involve facilities for the production

* The Soviet purchases of Free World chemical
equipment and technoliogy during 1967--70 were
estimated by two procedures which yielded fairly
similar results: (1) an estimate of domestic
chemical equipment requirements (as implied by
planned investment) and an estimate of the amount
of this equipment which would be supplied by
domestic sources and by imports from Eastern
Europe, and (2) an estimate based on a projection
of the trend in the ratio of chemical equipment
imports from the Free World to chemical investment
in the USSR.

- 12 -
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of fertilizers and synthetic materials. The
United States figures prominently in these
‘negotiations, one of which involves a $50
‘million polystyrene complex to be paid for in-
" part by Soviet deliveries of products from the
'plant to the us contractlng flrm.

25, Average annual purchases during 1967-70
by the Eastern European Communist countries
probably will rise to between $175 million and
$275 million* from a level of about $170 million
"during the previous four-year period. In the
first half of 1967, contracts amounted to an
"estimated $115 million, largely because of heavy
purchases by Poland worth .$85 million. During
the remainder of the period the other Eastern
European countries may be expected to increase

"their purchases from the Free World, but it is
doubtful that the average annual value of con-
tracts by the Eastern European Communist countries
will reach the high level ($290 million) of 1966.

26. Although there is considerable uncertainty
regarding the purchases of chemical plants by Com-
munist China and North Korea during 1967-70, total
purchases during the period are estimated at
$60 million to $120 million. In 1966, China pur-
"chased less than $1 million worth of chemical
equipment from the Free World, and it is not known
to have placed any contracts with Japan or the
West during the first half of 1967. Negotiations
with Free World countries have covered several
areas of chemical technology and equipment, most
notably petrochemicals, synthetic rubber, chemical
fibers, plastics, and urea fertilizer. Because of
China's many requirements for scarce foreign

"This estimate was derived primarily by pro-
jecting through 1970 the earlier relationship
between plant purchases and chemical investment.
"Additions were made for plant purchases which
East Germany, Czechoslovakia, and Poland probably
“will make in order to fulfill their commitments i
to supply the USSR with chemical plants and equip-
ment.

- 13 -
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exchange and its reluctance to incur long-term
debt, Chinese purchases during 1967-70 probably
will not exceed about $100 million. North
Korea's purchases of chemical plant and equipment
from the Free World are expected to remain small,
amounting at most to $20 million during 1967-70.

- 14 -
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~SECREF— Figure 2

COMMUNIST COUNTRIES: PERCENTAGE DISTRIBUTION
OF CHEMICAL PLANTS AND TECHNOLOGY
PURCHASED FROM THE FREE WORLD, BY VALUE

1958-64 and 1965-66

ALBANIA 1%
A\, .~ COMMUNIST CHINA —_ _¢@

1965-66

1958-64 (US $0.7 billion)

(US $1.6 billion)

56980 8-67 CIA

Figure 3

COMMUNIST COUNTRIES*: PERCENTAGE DISTRIBUTION
OF CHEMICAL PLANTS AND TECHNOLOGY
PURCHASED FROM THE FREE WORLD, BY TYPE

1958-64 and 1965-66

MISCELLANEOUS

_~BASIC PETROCHEMICALS ~_ MISCELLANEOUS

— RUBBER ~
AND
RUBBER
PRODUCTS
CHEMICAL
FIBERS

27%

CHEMICAL
FIBERS

31%

N AGRICULTURAL
CHEMICALS

1965-66
(US $0.7 billion)

1958-64
(US $1.6 billion)

*r.cluding the USSR, the Eastern Europeon Communist countries and Albonia, -
ond the Far Eastern Communist countries.

56981 8-67 CIA
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Appendix

Communist Contracts for the Purchase
of Chemical Plants and Technology
from the Free World, 1965-66
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