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Outlook for Chilean-Soviet Economic Relations

During the next several years, Chile may well take further pos1tive
steps toward closer economic relations with the USSR - especially if the‘
‘Frei government: is succeeded in 1970 by one that is more leftist and less-
friendly to the United States. The Chilean foreign minisgter's impending
trip to Moscow probsbly has the purpose of negotiating details on the use:
of the Soviet credits extended last year, discussing plans for trade
expansion, and (conceivably) arranging additional Soviet aid. Although
Chile seems to be modifying its traditional foreign economic orientation,
closer economic relations with the USSR face various obstacles, It thus
seems unlikely that Soviet aid and trade activity in Chile will asgsume
appreciable economic importance during the next several years, however
31gn1ficant it might become politically.

The Recent Soviet Credits in Perspective

Chile received its first economic aid commitments from the USSR in
January 1967, Joining Argentina and Brazil as the only Latin Awmerican
countries that have accepted Soviet aid'offers. Chile received‘two credit -

extensions amounting to $54 8 million ($57.0 million less a down payment

of $2 2 million on one of the credits) This total compares with '

Chile (as well as Brazil) ie authorized to make a substantial part of the
v i

aid commitment available to the private sector ~- an ideological concessionz

promoted by unwillingness or inability to use large Soviet credits for .

public investment programs,
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Like the bulk of Soviet aid extensions to Argentina and Brazil, the
commitments to Chile are trade credits. Such credits generally carry
higher interest rates, have shorter repayment periods, and are less
closely tied to specific projects then the credits that characterize the
Soviet program in the rest of the world. The credits to Chile carry
interest rates of 3 and 3} percent, compared with the 4-percent rate 1
specified for the trade credit of $100 million extended to Brazil in 1966
Repayment over a period of 8 years (the typical period for trade credits)
is indicated for some projects or contracts under the credlts, while up to
12 years is prescribed for others. Although less favorable than the terms
allowed for many US aid credits (not to mention the large portion of US
ald disbursed as grants), the terms of the Soviet-Chilean agreement
represent substantial concessions from regular commercial arrangements
for such credlts. t

How the credits are supposed to be repaid is not entirely clear.

For example, the precise share of the repayment to be made in convertiblelw'
currencies is not specified. The treaty authorizes part of the repayment

to be used to buy Chilean goods, but the USSR is not commltted to the

purchase of any specific types or amounts, This and other aspects of th

repayment, question probably have not been_'worked out yet

:Chilean Forelgn Minister's'Prospective Trip to Moscow

The most obvious reason for the Chilean foreign minister's expected

trip to Moscow thig month or next is negotiation of details ofllast year'

economic agreements. The countriee also may sign trade agreements that




would formaltze and supplement the exchanges of goods envisaged in the aid
agreements, Announcement of additional Soviet economic cfedits cannot be
ruled out, if the Chilean government believes it must further mollify the
country's leftist’ political elements or wants to underscore its dismay with

US aid policies.

The necessary next step in implementing the credits extended last year ;

is Chilean-Soviet agreement on their specific uses. . The USSR seems to be
taking the initiative in project planning. It already has suggested that
the $42-million credit be used for a copper rolling mill, a copper and
molybdenum refinery, a petro-chemical plant, a lubricating oil refinery,
a factory producing prefabricated housing material, and the improvement
of port facilities. All of these projects would fill obvious needs in o
Chile. The National Development Corporation (CORFO) has been considering *
these projects, but none have yet been officially approﬁed. Whether Chile
has alternative projects to propose to the USSR is not known.

Specific arrangements for repayment of the Soviet credits also might
be discussed at the prospective meeting. The aidvprogram could founder on
this point. Chile is interested mainly in diversifying its exports by

finding new markets for such products as shoes, other leather goods, wood

and paper products, fishmeal, processed fruits, and’ Uinephr

to divert to the USSR the copper that can ea81ly be sold - at least at

present -~ for hard currency in established Western marxets. Thé USSR
on the other hand, has ho particular need forvsimplevmaoufaotures snd‘

foodstuffs but is interested in importing metals,
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Although negotiation of additional credits at this meeting seems
premature, it cannot be ruled out. The USSR has in the past shown a8 willingness

to provide more aid to Latin American countries than they have accepted _"mv'

and easily had the capability to do so. A further aid extension of (say)

$50 million -- implementation of which would be spread over a number of ~'33“-?”w

years -- would add little to Soviet deliveries of economic aid which have !

been running at about $500 million annually The ©. U$SR thus would h&ve
no problem in enlarging its eid commitment, should the Chileans desire:this‘ﬁ:”:"
for polifical reasons.,

Outlook for Aid and Trade Activity

Since the projects to beAsupported by Soviet ald are yet to be determined,
the credits have had few practical results so far. Some machine tools end
light equipment are said to have been 80ld to small Chilean enterprises
under the $12.8-million credit, but the large, cre@it-worthy companies‘have
shown 1little interest in Soviet goods under any terms. Chilean doubts about ,
the quality of Soviet goods, the compatibility of Soviet equipment with |

that previously obtained from Western countries, and availability of A°i3ﬁ

servicing and spare parts have Prevented even a modest development of trade

and probably will continue to impede it.

Other economic and political consive t n

aid and trade activity 1n Chile. Soviet aid normally involvesvthe presence_,

of Soviet advisors and other technical personnel., Many Latin American=

countries fear the opportunities that their presence would provide for subversxon"




Inasmuch as the USSR will not ordinarily accept complete responsibility
for the construction and equipping of a facility (that is, supply it on
a turn-key basis), implementation of Soviet.eredits necessarily makes
financial and tecnnical demands on theirecipient country -- demands thatf'C:?
Chile might not be willing or able to meet. This proolem may be particularly
importent if acceptance of the credlt reflected politieal maneuvering ratherv
than pressing economic need.

The experlience of other Latin American countries in using Communist
aid also i1s instructive. Brazil has drawn only about 10 percent of -
Communist credits of $306 million, three-fifths of which were extended
before 1963. Argentina used only 29 percent of a $100-million Soviet credit
extended 1in 1958 before it expired in 1961.

Chilean and Soviet Motives

Chile's acceptance of Soviet credits and professed interest in expanded
trade has a predominantly political basis. Frel's program has espoused
the achievement of increased national economic sovereignty, calling for
less dependence on the US and increased relations with the USSR. In
addition, leftist parties and the radical element of the PIC have pressed :

the government to take even greater initiative in developing Soviet~ -

4 Chilean relations. “l;];{fv'

No urgent economic need for. Soviet aid is evident. Although the rate
of growth of gross national product slowed in 1967 (estimated at 3 percent

as compared with 10 percent in 1966), the country's average rate of growth '
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in recent yéérs has exceeded that of Latin America as a whole.

Continuing strong world demand for copper has boosted export earnings
and tex receipts. The inflow of long-term investment funds and suppliers!
credits from the;US and Western Europe has continued and has hélped to spur:;f
the rapid growth of imports of machinery and other capital goods during 1967.
Progress has been made in slowing the rise in the cost of living, and an
agricultural development program of considerable potential importance has
been begun. Important economic problema_remain,.of coursé, and the economy
is highiy vulnerable to any deterioration of market conditions for copper.
Moreover, the level of US aid declined in 1967 and may well deciine further
in 1968 1if Chile purchages supersonic jet fighters in the face of recent US
legislative restrictions on aid under such circumsténces.

In its effort to win friends and promote its interests, the USSR has cast
& very large net with its economic aid program. The pfogram now embraces 4O
Free World countries of varying political coloration. The initiation of
slzable aid and.trade activities with Chile no doubt has attractiéns for tﬂ?
USSR because of the wide influence of leftist groups in Chile and beceuse of
the dissatisfactlon of other political elements witﬁ the extensiveness of

US interests. Judging from past experiencé, hqwever, the USSR Vill pursue .-

this opportunity -- in the economic field -- in a fairly deliberate and

TR T SN

hﬁrd;headed way.
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Supplementary Information ou
Outlook for Chileen~Soviet Economic Relstions

Soviet Hotives | . ST

e USSR hios used commercisl relidtionships @d comonic Basipte’ .
ance during the pest decade to suppyrt overall Soviet interual ol T

political objectives es vell es o sotisfy it§ econgmic requirements.
Ty strengthening ecomomic ties with the lesa developed countyles, .
the USSR has projected its presence into the developing world dn the -
hops thet 1% will reduce end eventually elisinate Vestern infliencé: -

In Latin America, the USSR 1s intensifyling itas efforts to
expend trade and eid activities. ¥his initlative reflects a Soviet
fhrust fnto pew markets as well @8 8 step toward improving stete-
to-state rolations and eventually injJecting the Soviet prusence
{nto Latin Ameriea. Maein, reporting $n Prazvda the lucresse in
Sovlet-lLatin American trede during 1956, notes thet "Trade brings
nations eloser together” snd "...weskens their dependence on
irperialist powers, especlally the U3.

As psrt of its long-run etrategy of penetration as well as
fulfilling rore immediate economic requirements, the USSR is will-
ing to expend trode and extend ecomomic ald to Latin American coun-
tries without regsrd to their polftical orientation. Just es it
has extended aid to Vestern-oriented countries in the Mtddle East
(Iran ond Turkey), the USSR ie willing to extend aid to Argentina in
Latin America. BDeyond the $200 million of economic aid mlready '
extended to Latin American countries, the USSR has made offers of

st least 4200 million in edditlonal aeid to these countries during
the past year. Offers were made to: Argentina for participation
1n the construction of a huge hydropower complex; Colowdla for the
petroleun industry; Costa Rica for an industrial complex end port
facilities; and to Ecuador aed Urugusy for the purchase of machinery
end equipwent. R

_ Boviet motivation for ita yecent economic efforts in Chile
% to be 1o different than ih the othér countries of Latin
America. Formal Boviet-Lnilesn relations vere initisbed In296% - -
with the signing of & cultural sgreement end the establishment of
diplomatic relations; in 1955 the USSR participated in the Seatiago
eimational Falr smd éstablished a Cultural Institute in Bantizgoy

1n 1966, modcet begimnings vere made in trade betveen the tuwd coune
tries; and early im 196T three economlc accords, {ncluding credits
for etate sector projects, were signed. The economde rationnle for
recant Boviet initiatives in Chile 1s quite clear {1.e., the expan-
elon of its mmrkxets into Latin America and possible future purchéses
of Cailesn copper) but Moscov hopes that the econowdc tles will
eventually lead 4o closer political relations as well.
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Recent project credits waicimed L wuli¢, wnlen are identl-
fied as "commercial” (trade) credits mmy, in fact, go somevhat
beyond the ususl traede credits. The repsyment corditions provide
for & range of texms (8-12 years for sworitizetion and 3-3.5 per-
caﬁ;fOrinbmnmtzyhidiarenotesmwﬂaba!vdﬂxepadfﬁcusah
The sof$er terms (12 yesrs to repsy wod 3 percent interest) undoubt-
edly epply to credits for State enterprises while the harder texws
arply to credits for private enterprise. This would be consistent
~with the Soviet objective of strengihening the stete snector of
developing countries as a step towsd socislisnm,
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2. Inasmuch as the C“l ean Foreign
' for Moscow in January or lﬁb"Lﬁlj

- - - A o - -,
resnond to the fobossador’s vegus

3. Attached are two copics ‘of &
’ con

g pazper r1or the Ambassador.

4. Please let us know if our office can be of assistanca-
to you in the servicing of the Ambagsador's request.
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