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Preface

Warsaw Pact Economic Aid <o
Non-Communist LDCs, 1984

The data on ccoromic agreements reflect the latest information available
and supcersede information in our previous publications. They arc derived
from a varicty of classificd and unclassificd sources.

For the purpose of this report, the term Commiunist countries refers 1o the
USSR and the following countries of Eastern Furope: Bulgaria, Czechoslo-
vakia, East Germany, Hungary, Poland. and Romania.

The term less developed countries includes all countrics of Africa except
the Republic of South Africa; all countrics of East 2nd South Asia cxcept
Hong Kong and Japan; all countries in'Latin America cxcept Cuba: and all
countrics in the Middle East cxcept Isracl. Data include about $50 million
in aid to Cambodia and Laos, provided before they became Communist in
1975 and reporicd for historical reasons.

The term Marxist client states sefers to countrics that have identificd
themselves as Marxist-Leninist and that rely primarily or cntircly on
Communist military support to maintain their power. They arc Afghani-
stan, Angola, Ethiopia, Mozambique, Nicaragua, 2nd the Pcople’s Demo-
cratic Republic of Yemen (South Yemen).

Within the aid context, the terms agreenients, commitments, extensions,
and pledges refer 1o promises to provide goods and services. cither on
deferred payment terms or free of charge (grants). Assistance is considered
10 have been extended when accords are initialed and constitute a formal
declaration of intent. Credits with repayment terms of five years or mere
arc included in cconomic aid totals. These credits are designated as “trade
credits™ if amortization is less than 10 ycars. Concessionary aid includes 211
grants and credits with repayment periods exceeding 10 years. The terms
drawings, disbursemcnts, and deliveries refer 10 the dclivery of goods or
the usc of services.
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Warsaw Pact Economic Aid to

Non-Communist LDCs, 1984

Communist cconomic aid programs in non-Communist counti s in 1984
continucd 1o recover from the retrenchment of the carly 1930s. when
Warsaw Pact leaders were reexamining the question of where to place their
limited aid resources for maximum political and cconomic cffcctivencss.
New Warsaw Pact cconomic commitments in 1984 rcached nearly $4
billion (double the fevels in 1981 and 1982, and their highest toial since
1980).-At the same time, aid dcliveries under both old and new agreements
climbed to a record $2.2 billion

In 1984, Moscow's $2.1 billion of assistancc was concentrated on five
countrics (Afghanistan, Ethiopia, Guinea, Iraq. and Syria) that absorbed
95 percent of the new commitinents. The USSR’s concesstonal aid. mostly
to Marxist client states, accounted for about 40 percent of the new
commitments, while the more profitable trade credits provided to tradition-
al recipicnts on somewhat harder terms claimed a record 60 percent of new
extensions. East European countries, whosc pledges have niever had the
ideological cast of the Kremlin's offerings, provided most of their record
$1.7 billion of new aid for equipment sales to non-Communist LDCs

Personncl cxchanges remained key clements in Warsaw Pact cconomic
programs in 1984. Necarly 126,000 Sovict and East Europecan economic
technicians were employed in non-Communist LDCs under a program that
has grown cvery year since 1970. More than 100,000 of these personnel
were stationed in North Africa and the Middle East (wherc hard currency
reccipts from technical services arc most substantial); another 16,000 were
in Marxist client states at virtually all levels of their cconomic establish-
ments. Similarly, LDC student cnrollments in Soviet and East Europcan
universitics in 1984 rose to more than 90,00C

Because the Soviet program is primarily 2 political effort, it continucs to

enjoy some advantages over Western programs, which adhere more closcly

to basic cconomic criteria in allocating aid. By dealing with Moscow,

LDCs can sometimes:

+ Obtain project funding when their debt problems or cconomic prospects
make them poor credit risks.

« Obtain construction loans below market rates.

« Sidestep economic and monctary reforms that Western donors often
insist on.

< Repay in good-
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For most countrics, however, Warsaw Pact aid remains irrclevant to their
development neceds. Basically designed to penetrate a few key countries.,
Warsaw Pact programs in 1984 continucd to be:

« Focused on industrial development, providing little in the way of disaster
assistance. Only about $20 mililion of food aid was provided outside
Afghanistan.

» Repayable on hard terms: only $350 million in new pledges (less than 10
percent) were grants.

« Tied purchases of Communist goods and services.

» Small in size, represcnting less than 10 percent of annual international
aid flows.

» Loaded with costly extras, such as hard currency charges for technical
services (which Western countries usually provide free). and high cost
follow-on services and spares to Soviet-built projects

Nonecthelcss, even as the USSR tried harder to increase carnings from aid
programs, there were further signs in 1984 that costs associated with the
program (at least in the short term) are rising. The growing dependency of
the troubled economies of Afgharistan, Ethiopia, and Nicaragua on Sovict
aid is draining half a billion dollars annually from thc Sovict cconomy that
probably will never be repaid. Factors that shrank Sovict earnings
included: ’

» Substantial credits from the USSR 10 finance devclopment contracts in
countries such as lraq and Libya. which used to pay cash for Soviet
equipment and services.

» Credits and subsidies for oil and other commodities 1o Soviet client
states, such as Ethiopia, Mozambique. and Nicaragua, for the first time.

« Debt reorganization that deferred at least S1 billion in payments duc in
1984 for many LDC< <uch as Afghanistan, Mozambique, Madagascar,
Peru. and others

It is too carly to say whether these patterns signal permanent changes in
the character of the Soviet program in non-Communist LDCs. Neverthe-
less, we are fairly certain that for political reasons Moscow must continue
its support to Marxist clients. We have not yet secen any indication that
Gorbachey intends 1o cut this program over the near term. The program in
non-Communist LDCs, which has generally been prefitable, may even be
expand~” ~c ' new lcadership secks to increase economic returns from
LDC:
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Warsaw Pact Economic Aid to
Noa-Communist L.DCs,-1984

Introduction

As of January 1984, the USSR had been in the
cconomic aid business in the non-Communist Third
World for 30 years. Since Moscow provided its first
credits to its Asian neighbors in 1954, the USSR and
its allics have promiscd ncarly $45 billion in cconomic
credits and grants o more than 70 less developed
countries: about $20 billion of this assistance has
actually been delivercd. Together with military sales,
the Kremlin and Eastern Europe have used their
cconomic aid programs to replace Western influence
in LDCs, to expand trade, and to gain access to
strategic raw material:

Sovict economic aid has never had the dramatic
impact of the military program: it has been both
smaller in sizc and harder to implement. In the carly
years, when some LDCs were reluctant to accept a
Sovict military presence, economic and military
pledges were roughly equal. The gap widened in the
mid-1960s and now, for every dollar in economic aid
dclivered, Moscow has transferred nearly $6 worth of
arms. In contrast, East European countries have
always depended on cconomic ties to sustain LDC
relationships; economic aid pledges since 1955 have
exceeded military agreements by $2 billion. East
European aid programs have been ¢~-*~ned almost
solely to finance equipment sale

Personnel exchanges have become an increasingly
important component of Warsaw Pact relations with
LDCs and have provided good financial and political
returns in the form of hard currency earnings and an
increased Sovict presence. Technical services and
academic training programs have been broadly based
in 112 countrics, including 45 which *~ve not accept-
ed other forms of Communist ai¢

Prjmarnily fashioned to penetrate the cconomies of a
fev key states, Communist aid has rarely addressed
the basic development needs of LDCs. The worsening
international economic climate has compounded the
cconomic problems facing most developing nations,

Figure 1

USSR: Composition of Economic
Aid to Non-Communist LDCs.
1980-84
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exacerbating the failings of the Sovic® conomic mod-
¢l and driving even Moscow's staunchest allies, such
as Angola and Ethiopia, back 1o the West for aid. In
1984, as before, Warsaw Pact aid programs still werc:
« Focused on industrial development, providing al-
most no food or other emergency relief to the
estimated 20 million people worldwide who are
faced with immediate starvation.

Repayable on fairly stiff tcrms; only $300 million of
new pledges were grants.

Politically oricnted, going mostly 1o major Soviet
military clients, such as Iraq 2nd Syria. and cxclud-
ing more than 30 of the world’s necdiest low-income
countrices.

Small in size; Warsaw Pact aid to non-Communist
LDCs represents les< *han 10 percent of annual
international flow

.




Table 1 - . - Vall (X Sa
Communist Economic Credit and Grants - -
Extended (o LIXCs, 1984 - _
S .
USSR -F,;)l(ln Eung
TYotal Bulgaria Crecho- East Hungary Potand Rumzaia
e Slovakia Germany e e .
s T s 121 201 e 650
I T B T A
N ; i st U -
_Ethiopia - TTTw T T T Thal T Ty T T o
T Ghaen T i o
—”_C_uinc:
Mvadanic_zr.-”——

Mozambiquc

Nigcr—ia—
Scyc};:;l—c_s.
Togo
L;Tl-n-/\ merica
Bolivia

Colombia

Guyana

Mecaico

__ Nicaragua

Middle East_
Egypt
frag 435)
North Yemen ‘ v
South Yemen

_ Syria 820

_ Tutkey _

South Asia 323

Afghanistan 325

Pakistan NA

+ Because of rounding. compuncnats may not add 10 the total shown.
v An cconomic and technical agrecment was signed which calls for
16ng-1cem coonomic coopcration without identi{ying the value of
assistance (0 be provided.

]

Secter——




Table 2 T =

Warssaw Pact: Economic Aid to Non-Communist LDCs °

- — Mg U N S

Agrcements Dusburwments
Twal » USSR Eastera Teal {SSKR Lastern
. Lurope Lurope
Tout - 44,920 20,005 14918 20,060 14,050 610
I?T‘J-"tl 2‘61\65 |.6,.‘70 9.49% 10 1% 7078 a0
199 a.ass 1.300 615 88 S50 203
1980 1910 2,605 1328 1.130 818 s
1981 gans o e 15 1345 860 s
S £ IO X 1 SO k40 .1so 630
98y Ca2es T TasT 2120 1490 - 6%0
1984 R 2.5 1495 660

4 Because of rounding. componeats may not add to the 1otals shown.

USSR: A Quiet Anniversary

The 30th year of Moscow's cconomic aid program in
LDCs passed uncventfully with $2.2 billion in new
pledges 10 17 countries, all of them old aid clients and
most of them avowed leftists (1able 2). About 95
percent of the aid was concentrated on five coun-
tries—-Afghanistan, Ethiopia, Guinea, Iraq, and Syr-
ia. Trade credits (mostly to wealthier countries) used
:to promote Soviet equipment sales rose to their high-
est proportion yet—60 percent—while concessional
aid was concentrated on Marxist client states that
depend on Soviet support te maintain their regimes in
pov-er and to replace previous aid flows from the
Wes:

A More Expensive Program for Moscow

Even though Moscow has been very successful recent-
ly in concluding development contracts with middle
and high income LDCs on terms beneficial 10 the
Sovict economy, there were increasing signs in 1984
that the program, which has been self-sustaining for
two decades, is costing the Kremlin money over the
short term: :

* Moscow provided at least $450 million in credits
(and possibly as much as $2 billion) to Iraq, which
used to pay cash for Sovict equipment and services.

The Iran-Iraq war and declining terms of trade for
LDC oil producers generally arc forcing Moscow to
provide morc deferred financing for equipment
sales to retain markets in formerly wealthy Middle
Eastern countrics.

The USSR, for the first time, provided oil on credit
to Madagascar, Mozambique, and Nicaragua, and
continued its oil subsidy to Ethiopia. Until the
1980s, oil assistance had been absent from the
Sovict program.

* Moscow rescheduled or restructured debt payments
for Afghanistan, Mozambicue, Madagascar, and
Peru, and negc'iated new debt relicf with Ethiopia
and Zambiz

Moscow’s commitment to its Marxist client states is
responsible for raising the cost of maintaining Soviet
economic influence over the past five years. During
this peried, the USSR has been forced to provide
scveral hundred million dollars annually of commod-
ity support to clicnt states frec of charge. Until the
late 1970s, Moscow relied on large industrial projects
to attain the objectives of 1ts program. The new




Table 3 -
USSR: Fcononmic Aid Fatended
to Non-Conunuaist 1.OCs

Tatat A RTEVING (nhee

Clicat e, 5

St

Total - RIXVIAS 6.3k PAX S LN

1984.7K 16,570 RIE 1agsse
1979 3.KO00 978 1K
VK0 2608 1.1xs 1.420
1931 600 20 3%0
1982 1uls ) 940 : 18
193 1.268 10 2,895
1934 2150 658 1498

4 Becauc of rounding. compuncats may nat 4dd to the 1otals shawa.

viarxist clicnts of the 19805, however, aave not been
able to absorb Sovict aid to heavy industry. The
growing dependence of the troubled cconomies of
Afghanistan. Ethiopia, and Nicaragua in the past few
years on Sovict commodity and devclopment aid
amouating to nearly half a billion dollars a ycar is the
largest drain Moscow's command cconomy hac ~ver -
expericnced from the cconomic program

In 1984, development credits to Middle Eastern Arab
countries (a traditional focus of Sovict cfforts) were
double the more concessional assistance provided to
Marxist clients (table 3). Still, Moscow was gencrous
to its Marxi<t allics, maintaining ncw a'd ammit-
meats above the $600 million level

Major allocations in 1984 included:

$820 million to Syria for oil and gas drilling rigs. a
dam and power plant, ind extensive ruilroad
construction.

$450 million to 1raq for power projects.

$325 million to Afghanistan for commoditics and
consumer goods.

$270 million to Ethiopia for agricultural develop-
ment and commoditics.

$165 million to Guinea to finance fishing, agricul-
tural, and bauxite projects.

Vatlzoon £ N N —

Finaacing Developient in Noa-Naciatist LDCs

o the 19805, Mosco_has Targely puisucd.a Tglt-— % -

lsted policy ol extracting nueximum returas from iy
CCONOIMIC Programs 10 nonsocta it countries, whick
sull make up the butk of itx aid clicntele 1n apite of
recent increased support 10 Marxis) chicpts., Agree-
ments huve been characierized by shorter grace and
repsyment periods. higher interest rates, und hard
currency repayments. In 1984, Moscow’s $1.3 billion
1n new pledges to lraq und Syria deawnstrated the
USSR’s continuing keen interest in increasing its
access to the markelts. as well as 1o the political
structures, of key Middle Eastern .xrab states. The
USSR’s $800 million allocation 1o Syria way its
largest ever 10 Damascus and continued Moscow's
long-term cffort to increasc its already pervasive
development presence in Syria. 2 major political
target in the Middle East. For Iraq. the USSR agreed
10 fund new power projects as part of a Sovict-
designed plan to double lraqi power output through
the end of the century.

Thesc funds werce provided as trade-type credits (table
4), carrying 10-year repayment terms with interest
ranging from 4 pcrcent upward. In 1984 the propor-
tion of these credits in total LDC packages reached its
highest level yet, mere than 60 percent of total
pledges. Almost all of these credits are repayable in
hard currency or strategic commoditics, such as c¢il in
the case of lraq and possibly Syriz -

The agreements with non-Marxist countrics (ulfill

scveral tmportant Sovict objectives by:

» Placing large numbers of Sovict economic adviscrs
in recipient countrics, somctimes in influcntial
positions.

= Gaining access (0 new cquipment markets and
strategic commoditics.

« Increasing dependency for follow-on support to
Soviet-built enterprises in LDCs.

» Earning hard currency from both the initial salc and
associated technical services.




Table 4
USSR: Aid Extended to -
Non-Communist LDCs, by Type

TN UN S

Total Trade Conceasiomal
Credits Credits/Grorts
Total + 20.00% 6.845 230160
1954.74 10.080 980 9.09¢
1973 1970 208 1768
1976 1.080 290 290
97 438 18
1998 3.008 288 2%
1979 3.400 1.200 2,600
1960 2,608 640 1.968
1981 Teo0 T ags as
192 1os o 1OOS
1983 3265 1660 1.60%
198 2as0  Vais X35

» Because of rounding. componcents may not add 10 the 1ot:ts shown,

For years, these programs have directly supported the
USSR’s more concessional activities in socialist coun-
tries by providing a steady fow of hard currency and
raw materials annually as repayments for goods and
services

Budgetary Support to Socialist States

Moscow's $655 million in aid to Marxist client states
in 1984 was slightly below allocations in the previous
two years, but all of it was provided on favorable
terms. The USSR also provided ncarly $200 million
to hardcore African socialist countries, such as Guin-
ca and Malj, that have teen longtfm_': recipients of
Soviet cconomic and military assistance. The $655
millien of concessional aid to clicnt states included
$425 million for commodities such as petrolcum, food
grains, and other items that represented an outflow of
goods from the Soviet economy. The new $165 million
allocation to Guinea is the largest the USSR has cver
provided to Conakry and may signal Moscow's intent
10 pUrsuc a More aggressive €CONOMIC program (o
prevent further deterioration ‘in relations with this
longlime ally. Pro-Sovicet socialist countrics, such as
Congo and Mali, also are demanding morc and better
Sovict aid: some. such as Guinea and Mali. are
turning 1o the West for assistance to rebuild their
cconomic:

A

Table & -

" A Mallim b N X

. _USSR: Relief Assistance

to Non-Coamuaist ‘B

Retic! Asotance Fad A
Forat Afghaniaan Taaal Afghanitan
Totsl+  LISG 919 S48 448
1931598 ¢ “n
s i 7
1976 A 4
197? 3 M
197x 2 2
179 n 28 o hA
19%0 us a0 s s
19xt 3o N W n
1982 65 28 28 28
19%, %0 350 120 £i2
1934 228 200 Hs 100

“Becavse of rounding. compuncnis may aot add 1o the totals shown.

The Soviet Record on Food Aid

In 1984, Moscow did not improve its poor record on
food 2id to the array of nations whose pepulations are
facing starvation, in spite of scemingly dramatic
growth (from a very low base) in i:s relicf program
over the past five ycars. Moscow provided only 2bout
$15 million in food 2id to African recipicnts in 1984,
while Western donztions reached more than $1 bil-
lion. Afghanistan has received almost all of the
USSR’s emergency assistance to compensate for the
withdrawal of Western-support, while less than $5
million annually in Soviet food aid in the 1980s went
10 the other 145 non-Communist LDCs. In contrast,
the United States provides about $1.4 billion annually
in food aid 1o developinv ~ouantries. about half of it
free of charge (table €

Moscow has always been lukewarm about food aid
programs. The USSR has rarely been able to meet its
own grain requirements in the past 20 vears without
large purchases in the West; and provision of free
grain and other food 10 LDCs requires an expenditure




Oiher limitations of the Program

Aside fromi Moscow's unresponsiveness to relief aid
needs, there are other features of the Soviet program
that make it incompatible with most LDC develop-
ment objectives and that limit its applicability:

« A focus on large industrial projects ia the public
sector. Few LDCs have the irrastructure to absorb
Moscow's large steel or vther niinerol/nietals pro-
cessing plants or massive hydropower installations.
These projects cre difficult and expén.fivc 1o main-
tain and operate, straining LDC financial and man-
power resources.

No local cost financing. Most Soviet credits require
an equal amount of local currency to support
implemenitation. and budgetary constraints in many
countries put Soviet projecis on the rocks long
before implementation is complete. For example.
the steel mill in Nigeria has grcund 1o a halt
because of local financing problems. Only Afghani-
stan. Ethiopia, and Madagascar have received So-
viet commodities for sale on local markets to raise
Sunds for Soviet-sponsored projects.

Tying of pledges to Soviet goods and services.
Soviet insistence on tying aid to Soviet goods and
services can often damage LDC interests. For some
types of projects (particularly in the oil sector),
Soviet technology lags far behind the West, but
Moscow gencerally refuses 1o purchase maierials
and equipment from Westcrn firms because they
require hard currency expenditures. This practice

Sfrequently rc.tu/;.:;n a technologically inferior aid
pockage. with LDCs pavirg arhitraes prices jt/r
Soviet goods becausc they cannot award contracis
on the basis uf competitive hidding. In contrast,
Western countries are attempting (o uniie an in-
creasing propartion of their aid tv allow LDCs 1o
take advantage of price and quality differentials.

e Hard currency charges for technical services. Mos-
cow demands up to $60.000 in hard currency
annually for many of the technicians it sends 1o aid
projects. These cosis are nout included in many
development credits. Cash-poor Ethiopia, for exam-
ple, is paying hard currency for Soviet technicians.
Most Western couniries provide technical services
free or on long-term credits.

Hard terms. Only about $2 billion of the USSR’s
$30 billion program has been provided as grants,
ond this has gone mosily 1o Marxist client states.
The best Soviet credit terms for otker LDCs are 17
years 10 repay at 2.5-percent interest. Western
countries allow an average of 30 years to repay
loans at 3-percent interest and generally provide
about one-third of their annual $40 billion in aid as
granis. '

Narrow focus. Ten couniries have absorbed 70
percent of the USSR 's aid, and 65 LDCs have
received no Soviet aid at all. Western countries
currently provide aid to more than 150 LDCs

of scarce hard currency, a move we have scen Moscow
taking only as a last resort. The Kremlin's fecble
tesponsc 10 the crisis in Ethiopia in 1984 draraucally
demonstrated its rcluctance to confront the difficulty
and expensc of mounting a l2rge-scale relicf effort
cven when pressurcd by world opinion to help support
a close zlly. Mascow's food contribution 10 Ethiopia’s
cstimated $950 miilion requirement totaled about half
a mullion'dollar<

Eastern Europe: Trade-Oriented
Credits Reach New High

East Europcan programs showed surp\rising vitality ir
1984, rcaching a record level of $1.75 billion and
cxceeding total pledges of the previous three years
(table 6). A higher level of pledges tn large Middle




Table 6 - -
Eastern Europe: Economic Aid
Extended to Non-Communist LDCs

Midtuin LN 3

Totat Moarvst Other

R Clicnt 1L.DC
o States
Total - 14915 1.550 13.365
1954-78 9498 668 K¥)0
1979 648 95 . h
1950 £ALS 190
1981 728 175
1982 560 98
1983 4 270 )
1984 12500 " 60 Tewn

_Table 7

= Becausc of rounding. components may not add 10 the wotals showa.
* Sce tadble 7 for deraits.

Eastern recipients was responsible for the growth in
the program. Romania, with a hall-billion-doliar
credit to Pakistan for energy development, was the
largest donor; and, for the first time in four years,
Poland provided new assistance to several countrics
(table 7). Most of the new trade credits went to
traditicnal customers to further Eastern Europe's
cquipment sales. In addition to Romania's major
allocation to Pakistan:
* Poland provided $300 million to Turkey for a third
power plant.
« Czechoslovakia, East Germany, and Romania
pledged a total of $400 million to Egypt for Cairo's
new five-year plan.
Bulgaria and Czcchoslovakia allocated $160 million
in new credits 1o support projects in Syria.
Bulgaria promiscd $150 million in credits to Guy-
ana for power and other projects \

Only about $50 million {3 percent) of Eastern Euro-
pe’s 1984 aid was frec of charge, all of it to Marxist
chent states. East Europcan countrics have always
sought maximum rcturns from their economic pro-
grams by charging higher intcrest rates on their
project loans and kceping grant aid 10 a minimum.
Scveral East European diplomats privately have told

- Vil {8 >
Fastern Europe: Economic Aid

Extended to Non-Communist 1.DCs.

by Country. 1984

Totat + 1%
Bulgaria . pi]
Crechostovakia 220
East Garmany 120
Hungary 200
Poland Mo
Romania 650

* Because of counding. cumponents may not add 10 the 10tals shown.

US representatives that only the West has the re-
sources nceded to attack the problem of starvation in
Africa and clsewhcre and that their covernments have
no intention of providing mor¢

Disbursements Still Rising

~For the sccond year. Warsaw Pact economic disburse-
ments 10 non-Communist LDCs exceeded $2 billion.
more than two-thirds of them from the USSR. Pushed
by growing Sovict deliverics to Marxist client states.
annual disbursements to less develoged countries have
ncarly doubled since 1980. Grant aid for both the
USSR and Eastern Europe also sct a new record i~

* 1984, totaling morc than $400 million (1zble &

About $400 million of the ncw Sovict disbursements
under both credit and grant agreements consisted of
commodilics to support the economies of the client
states. This support of basic needs. mostly free of
charge. has had a dramatic effect on the nature of
Sovict aid deliverics over the short term:

« Commodity aid has riscn to about 25 percent of
annual disbursements because it can be implement-
cd quickly. Disbursements ender most project
agreements signed in the 1980s have not yet begun.




Table R ) .
USSR and Fastern Furope:

Mellowp £ 8 N

Fconomic Aid Deliveries
to Non-Communist 1.DCs

USSR Flastern Futope

Total Grants Towat Giranty
Total - 14.050 LROS 6,610 195
198420 R 288 10 RIS on
19x0 rs s us <
19x1 R60 200 xS 28
19K2 139%0 10 650 40
19%3} 1.420 38 6X0 20
19%4 1.495 AL 660" a8

TT—

Higher grant deliverics have raised the concession-
ary clement in the Soviet program in the 1980s. In
1984, for example, grants more than offsct the
effcct of near-commercial terms for some 1984
disbursements, and we calculate the overall grant
clement of Seviet deliverics in 1984 at about 40
percent. (In comparison, the far more gencrous US
program has a grant element of about 90 pereent.)
We expect the Soviet grant clement to drop back to
about 20 percent as new project deliveries
commence.

Commodity deliveries have raised annual disburse-
mcent totals 10 nearly $1.5 billion in the past two
vears, hzlf a billion dollars above usual levels. In
1984 the $1.5 billion dclivered 1o LDCs offset an
cstimated $1.2 billion in scheduled repayments from
them on lopig-term cconomic and military debt,
reversing the net flow of resources back toward the
LDCs for the first time since the mid-1970s.
Reschedulings have also contributed to this outflow
from the Soviets: we calcutate that some $1.1 billion
of repayments originally duc on LDC ¢conomic and
miilitary debt were delayed by reschedulings in
effect in 1984. Most of these payments were due for
militury goods and scrvices from Marxist and other
socialist state

Technical Services: Continuing 1.DC Demand

From the Communist point of view, the brightest spot
in the LDC cconomic program probably was the

Secsed
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continuing growth of LDC demand for technical
scrvices. In 1984, despite a small decline in Soviets
cmployed in LDCs (inostly in Iran and Libya). the
Warsaw Pact economic presence in LDCs continued
1o climb ta ncarly 126.000 (tablc 9). Cubans. who
often support Warsaw Pact economic projects in the
Third World. numbercd an additional 20.000 Sovict
and East European techniciaas in LDCs now outnum-
ber officially sponsored personnel from Western donor
countries by about 50,000 nersanc accordmg 1o offi-
cial Western statistics -

Since the mid-1970s, the provision of technical ser-
vices has been a key element in both the Soviet and
East European programs. For Moscow, it has been
onc of the most dircct cconomic methods 10 meet
several important Soviet objectives in the Third
World:

* In clicnt s1ates, which employed about 11.000 Sovi-
c1s in 1984. Moscow has been able to exercise direct
influcnce over economic decision making by placing
advisers at the highest levels within the cconomi~
cstablishment. In Afehanistan. for example. r j

_:] Soviet advisers have becn
assigned o most high-fevel cconomic officials and
office directors. The USSR also maintains high-
level economid advisers in' Angola. Congo. Fthiopia.
Moazambique. and South Yemen.
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¢ technical scrviccs program not only puts Sovict
sonnel in target countries where presumably they
p further Moscow's political aims: it also is the
SR’s most profitable aid activity. We estimalte
rict carnings in 1984 at $300 million from all non-
mmunist LDCs for technical services. Over the

t few years, Moscow has rencgotiated technical
sices contracts with many recipicnts to bring salary
:s into linc with inlcrnational standards. Based on
1riety of sources, we estimatc that $60.000 a ycar
he norm for Soviet technicians employed in most
Cs. We have noted very low rates of about $3.000
15,000 a year for technicians in some poor African
ntries, but these low charges—once standard in
Sovict program-—are now allowed only in cxcep-
1al cases. All recipicnts must pay at least half of
salary in hard currency, a provision that strains
budgets of many low-income recipicnts. Ethiopia.
cxample, is paying hard currcncy cven for Sovict

micians »esnvinred with'transporting food to refu-
camo.

demic Truining: A Basic Penctration Toot

cstimate that nearly 17.000 first-ycar studenis
n developing countrics departed for the USSR and
tern Europe during 1984, bringing LDC enrolices
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in Warsaw Pact universitics and other academic
institutions to an alltime high of 92,000 (table 10). As
before. the USSR hosted ncarly two-thirds of the
students at 400 schools throughout the Sovict Union.
The largest contingent from non-Marxist states ia
Sovict and East Europcan institutions was (rom Jor-
dan (9.400). where the Sovicts and East Europeans
clandcstinely recruit upward of a thousand students
annually among the Palestinians,

JOIhcrwisc. the six Marxist-Leninist client
states took up nearly 23.000 of the scholarships.
nearly 25 percent of the Soviet total. Students from
African socialist countrics—always a favoritc Sovict
target for scholarshi~- ==-"picd another 11,500
places (10 pereent”

Since the USSR began accepting forcign students
ncarly 30 years ago. close to 120.000 LOC nationals
from 110 countrics have traveled there for academic
training. According to our estimatcs, about 60.000
have retur=-1 hame with some kind of Sovict academ-
tc degrec

Once home, many students have cncauntered dis-

crimination in the job market. or outright police
surveillance because of local suspicions about the

oot -




wubversive poteatial of & Savict cducatsa, Acceptance

ol Soviet academic credentials hus varied widely by
cepon and country ., and relatively few graduates of
Sovict unrversitics huve vet gained prominent posi-
tians. Westera-cducalted personact still ceccive prefer
cntiel trcatment in developing countrics. but we arc
begtaning 10 sce same sdvances by Saviet-trarned
persoanc! ia scveral arcas:

« In Africa. vith (s cndemie shortage of skills, most
rcturnces have been able to find cmnloveent in the

goverament, cducation, and press. (C ﬂ

20 African countrics repart that Communist-truined
officials hold responsible goverament positions (up
to cabinet level), particularly in Angola. Burrina,
Congo. Ghana, Guinca. Mali, Niger. Sicera Leone,
Uganda, and Zambia. President dos Santos of An-
gola holds a degrec in etroleum geology from a
Sovict university. Generally, howzver, most African
rcturnees have not espaused Marxist beliefs, and
many arc commiltcd anti-Marxists. according (o 2.
variety of spurccs.

In Lauin Amcrica, students from only a few coun-
trics have been able to overcome the stigma of an
“inferior” Communist cducation and associated
problems with recognition of their academic creden-
tials. In Bolivia, Ecuador, Guyana, and Nicaragua,
Communist trainces have attained ministerial posi-
tions; and in Panama they {ind jobs in the public
scctor. In Colombia, the -

medical students return poorly trained as physi-
cians, arc not able to practice medicine. and often
find administrative positions in hospitals and univer-
sitics where their mediocrity drives out aualified
personncl. Only Colombia and Peru (T j
somc trainces return with a Marxist outlook.

{n the straicgic Middle Eastern/Norcth Africdn
region. the record of Communist degree holdzrs also
has been mired. Oaly in Syria have Communist-
cducated personnst become deputy ministers, uni-
versity vice presidents, and hieh-level ruling party
afficusls, [ j Commu-
aist-teained cOucators are begianing to dominatc
Sveian university departments and facultics. and in
110 20 vcars may occupy most hugh administrative
prosttions, [n the Maghrcb couatrics and Egrot. an

5\‘\\1(( ‘\‘_(;l\‘lllll\'xh.l\i ceached r\-liq-Jc_\ ol e
tinas, tn Algerig. oaty - MK o 200 burcuucrals acre
trained tn the USSR cmhF.xrcd Cith 1,000t the
United States- - 1 trend cxpected 1o aceclerte as
Algices acquires more Western technology . Keturn-
ces from Communist countrics aec hiced only ax
last recort in (thull' $3Les .. 2pt Sauta Yement,

{a South Asia. locs! perceptions abaut the low
quality of cducation in Comniunist countrics {cspe-
cially compared with the West have not precluded
returnces {rom cmployment in ministcics, universi-
tics, think tanks, and other professions. Nonctheless.
we do not know of any who have reached positioas
(roa which «h~v can influcnce aational policics.

The LDCs have benelited from Moscow’'s willingness
to {und the training of LDC nationals without dc-
manding immcdiatc tangible rcturns. The Warsaw
Pact’s cducational programs have been the most
broadly based and gencrous of all their cfforts. We
cstimate that the USSR and its Esst Europcan allics
spead the cquivalent of hall a billion dollars annually
10 train studeats {rom developing countrics. fa return,
they want access to potential lesders from LOCs and
to personnel who may be willing 10 serve Communist
political and commercial interests in the (uture. For
cxample, the USSR cultivates relatives of promincent
Jordanians studying in thc USSR with a view toward
gaining influcnce, according o 2 rcliable source

Studeats continuc to be attracted 1o Communist
cducational instltutions by all-cxpensc scholarships
and declining opportunitics for government-sponsorcd
training in the West. Many countrics. particularly in
Africa. arc not able to finance scholarships as they
were in the past. This makes all-expensc schalarships
ir the East that include tuition, room and baard, and
stipcnds hard 10 turn down. From the <tudeat’s per-
<pective. any advanced degree can fcad to 3 morc

" comflortable fervre 3¢ homc_in goverament o

industre

1o




An Uncertzin Future

The Souvict aid program is entering a traasitional
period with the transfer of power 10 a new leader most
Western obscrvers agree is far more dynamic than his

. recent predecessors. Although we have seen nd basic
rcvisions in aid policy over the first six months of
Gorbachcev's tenure, his intent to intcract more ag-
gressively with the United States and his commitment
to reform the Sovict cconomy could signal changes in
aid policy in the next few vears.

Forces for change in Sovict aid programs are very
much alive among cconomists and other academics in
the USSR. According to T

€ 7)the question of assuring adequate returns rrom

aid and tradc relations with LDCs has assumed new

importance in the past two or three years because of:

« Difficultics in the Sovict cconomy (ranging from
labor shortages to the high cost of new investments
in extractive industrics).

« Urresolved problems over how much Moscow
should rely on non-Communist trade flows and
comparative advantage.

* Increasing LDC demands for assistance.

The issuc is now being debated publicly: an article

that appcared in May 1984 in a Soviet cconomic

journal maintained that, although Soviet credits until
the 19795 helped LDCs meet their needs, it now is
time that credits meet Soviet cxport and import
roquirements. According to the article, the future
growth ¢ credits to the Third World depends on the
cxtent to which aid to LDCs can scrve a5 an alterna-
tive to domestic investment by socialist states. Some

Sovict cconomists claim that the establishment of

cconomic structurces in LDCs similar to those in

Communist countries (such as steel plants) has dam-

aged the USSR hv ~-cating compctition in interna-

tional markets -

Under pressure from the regime to develop practical
solutions to cconomic problems. Soviet cconomists
have recently endorsed a number of suggestions to
improvc cconomic rcturas {rom LDCs. These include:

« Joint ventures with wealthier 1.DCs, hinting at
possible Sovict cquity participation that would as-
sute the Sovicet side timcly production and delivery
of certain products.

- PParticipation ia tripartite cconunfit ventures, in
which Western firmis provide advanced techratogy .
the Sovicts niidlevel iechnology. 3nd the £.DCx
manpowcr and raw materisls,

Soviet-LDC cooperation within third countrics. such
as the recent Brazilian-Sovict deal 1o construct a
hydropowcr project in Angola.

Production sharing. in which the USSR would
invest in facilities in poor 1.DCs 1o produce raw
matcrials and food 100 expensive to produce in the
USSR, and labor-intensive goods (such as textiles)
for the Soviet market.

.

Reducing concessiona! retationships with countrics
such as India. wherc imports from the USSR
(including oill are paid for in rupces. subsidizing
competition on international markets, according to
some Soviet theorists. [~

Only aid 10 Marxist-Leninist client states weuld be
jeopardized by putting the Sovict program completcly
on a paying basts. Economic support to thesc countrics
costs the Soviet cconomy about half a billion dollars
annually. We believe, however, that Moscow will
continuc 1o meet this commitment 10 maintain its
credibility with the international Communist move-
ment and its influence within these Msrxist LDCs. In
1985. Gorbachev promised to supply Nicaragua’'s oil
requirements on credit, an uausual concession for
Moscow. Ethiopia, Madagascar, and Mozambique
also are receiving balance-of-payments support in the
form of oil subsidics and credits. Projects currently on
the drawing boards—such as hvdropower schemes in
Nicaragua, agricultural devclopment in Ethiopia, and
oil exploration in South Yr—-~._aimost ccrtainly will
go forward as planned

We anticipate few changes in the cconomic cffort in
nonsocialist states, which have benefited the Sovict
cconomy for morc than a decade with raw matcerials
and hard cuirency flows and fast-growing Sovict
machinery and cquipment exports. Moscow continucs
10 ry to exploit potential markets in nonsocialist
countrics by offering ncw product lincs and morc




creative financing. Lor cxamples sevecad 1.ODCs - - -

notably India, fraa, Pokivtan, Syrin. and Tarkey—-
have recaived Soviet offers of auclear power plants.,
which could ciarry credits of uo to $2 biltion cach.
Moscow has also adiusicd to dislecations in ail mar-
kets and plunging world orices by rcvi‘ir{xl..c't-\n(racl
terms {or maior Middle Fastera customers. For exam-
ple. Iraa. accustomed 1o naying immediatcly for
Soviet cauiomgnt and services. has received nearly
$1.5 biltion in Sovirt credits in the past two years. The
USSR may provide similar funds to Libya. and
possibly Iran. if political relations improve. Mascow
alrcady has uoward of $10 billion worth of develop-
ment contracts under ncgotiation with nonsocialist
counatries and will oush hard for their snceessful
conclusion over the next two or three years

Personnel exchanges will be key clemcnts in Soviet
cconomic penctration through the 1980s. We have not
scen substantial dissent in the USSR over the meth-
ods and objectives of Saviet personnel programs in the
Third World. Sovict economic officials will continue
to sell technical services in spite of labor constraints in
some industrics becausc of their quick hard currency
return, and scholarship offers will most likely contin-
ue their steady growth. ’

An Alternative Source of Financing )

In spite of the multiple disadvantages of the Soviet
program for most pooresr countrics {cxcept client
stztes), the overwhelming nced for development {und-
ing keeps LDCs coming to the Soviets for aid. The
USSR manages to sign at least a billien dollars worth
of new agreements with LDC recipicnts cach yzar
because its program still enjoys a few advantages over
some Western cfforts and because it is a political
program that often overlooks internationally recog-
nized cconomic criteria. By dealing with the USSR,
LDCs can sometimes:

+ Gain additiona!l sources of project funding when
their debt problems or poor economic prospects have
disqualified them or made them poor risks by
international banking standards

+ Fund entirc projccts with onc donor under Sovict
turnkey construction arrangements where the
USSR provides cquipment and scrvices: makes all

local artangements, such as purchasing Liad, higing
local conteactors: md acts as general manager for
alk phases of project imn!crixcnm(1(:1_;):1()\'1

" Western-financed construction proiccts have 1
number of danars aad maxt be manaped by the
LDC.

Obtxin construction loans at below mirket rates.
For examolc. the World Rank (which funds con-
struction projects similar 10 Mascow's) has com-
manded rcoayments aver 10 10 15 years at 7.5-
pereent interest.

Sidestep Western-imposed cconomic and monclary

reforms. For example. many Western donors make

aid contingent on the L.DC recipient’s implementa-

tion of IMF recommendations. The USSR makes no
similar demands.

Repay in goods. such as sirategic raw materials and
agricultural products, under buy-back and other
special financing arrangements. Western aid instity-
tions do not accept goods

With the iaternational demand for aid skyrocketing.
Mascow can be assured that any well-formulated aid
propasal with clear cconomic advantages will proba-
bly be acceptable to most LDCs {

Regional Developments

Middle East and North Africa

Communist countries committed a record $2 billioa in
cconomic credits to Arab countries in 1984, underlin-
ing the pivotal role that this arca has traditionally
played in Moscow's Third World policics. For the
USSR. the identificd $1.3 billion* of new credits
marked rencwed attention to Middie Eastern clicnts
over the past 18 months after scveral vears of relative
stagnation as Marxist clients in other arcas competed

‘In additicn 10 the ST 2 bullion 1n ncw 3grecments, the USSR
rtedged $1 billion 10 lraq tn 1983 wndce 4 19K sgrecarcar, Tt also
was reported in the intcrnational peess that Iragi credis in 1983
could tatal €Y7 - bt we have enuficd vnly $450 miiban ia

watracts




Figure 2
Middie FEast and North Africa:
The Warsaw Puct and Cuhan Feonomic

Presence. 1984
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for scarce aid resources (table 11). Fer Eastern Eu-
rope. the $880 million in new agrecments far exceed-
ed commitments in any previous ycar. Middle Eastern
countries reccived all of the new assistance, while in
North Africa the focus was on implementine <nme $4
billion in previous cconomic agreements

According 10 a number of sources, low prices and
liberal terms have made Communist contract propos-
als more attractive than before to Middle Eastern
countries whose economies are being drained by de-
clining oil revenues and continuing high military
expenditures. Communist couatries offered credits
with 10- to 15-year repayments in oil 2nd other goods
to oil-producing clicnts from whom they previously
demanded cash payments The new flexibility in
Communist financing is promoting an up,urge in

business for Warsaw Pact countries in the Arab
world, and for the USSR it is serving to reassure
clicnts about continuing palitical support as well:

« Moscow’s $820 million commitment to Syria-—its
major Middle Eastern ally—dcemonstrated its con-
tinuing support for the hardline regional policies
espoused by Damascus.

« The $450 mitlion in new commitments to lraq
{reported to be as high as $2 billion) and an
agreement 10 begin site selection for a nuclear
power plant were part of Moscow’s show of support
1o Iraq in its continuing wa - with lran.
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Table 11
Middic East und North Africa:
Economic Credits and Crants

Mol EN S

From Warsaw Pact Countries

USSK funtern Futope

Extended Drawn Eatendod Deawa:
Totals 15080 5.490 6910 A0 i
1988-70 3018 1515 16258 463
1971-79 6200 2,460 3338 1800 :
19x0 s2s 228 615 150
19K1 160 245 250 250
1982 NP 30 % 358 -
1983 1910 345 0 158
1984 s awo kg0~ das

+ Becausce of rounding. components may not add 10 the totals showa.
* [ncludes 3250 millioa in ncw cummitments not shown in the
statistical handbook for 1984,

« Egypt was the surprise recipient of morc than $400
million of East European project aid, although its
cxchange of ambassadors with the USSR has not.
fostered a similar increasc in Sovict pledges

In addition to actual aid pledged, Warsaw Pact
countrics were discussing an additional $8 billion of
projects that we expect will require financing in the
next two years. Libya and ran may also become the
bencficiarics of some funding for smultibillion-dollar
projects as they seck Communist development con-
tracts on terms that will save them forcign exchange.
Libya, for example, may nced help in {inancing the
proposed $4 billion Sovict-built nuclear power plant,
and Iran s considering Sei{ participation in alumi-
num and oil projects N
{n spiiec of reduced hard currcncy incoines and unsect-
tled economic conditions. cconomic relations with
Middle Eastern and North African states continued
10 be the most profitable for Communist countsies in
tesms of hard currency carnings and resource flows.
As a spinoff from its aid programs. the USSR has
dcveloped a highly profitable trade in Ncar Eastern
oil. In 1984, we estimate that the USSR ook 282,000
barrels per day (b/d) of crudc oil (somctimes reluc-
tantly accepted as d=bt repaymentst and cers~iad
for more than $2 billion 1n hard currenc:

—Secred,

Algeria. Mgeods maze maderate vaiee i iaterags
donad focuinn, s wellas iy concentration on doniestic
development, is leading towurd Closer Coupcrition
with the West on technolugy transfer and trade issucs,
F j These

QU ctriit it = creee 4 sueh U CuntneatiS CCONOMIC
initiatives, are croding Moscow’s influcnce in this key
nonaligned state

Communist countrics did not commit any ncw aid 1o
Algeria’s $100 billion, five-vear development plan in
1984, after a banner 'year in 1983 that’'saw a rccord
number of Algerian contract awards 1o Warsaw Pact
countrics. Nonctheless, more than 13,500 personncl
(about evenly divided between the USSR and East
Europcan contingents) were working on projects under
morc than $1 billion in outstanding credits from
carlicr years. Major projects being implemented with
Soviet assistance were the Alrar-Hassi R*"Mel gas
pipcline and the High Platcaus railway, for which the
Soviets pravided $250 million in credits in 1983,
Soviet technicians also were constructing four dams
and began surveys for a 500,000-ton cement plant.
East Europcans were constructing 30,000 housing
units. trainir~ ~gnters and schools, and agricultural
projects

Egypt. Egypt was the largest Middlc Eastern bencefi-
ciary of East Europecan funding for development in
1934. The $450 million of new pledges included:

« 370 million from Czcchoslovakia for the building
matcrials industry,

« 3100 million from East Germany for a number of
infrastructure projects.

+ $150 million from Hungary for 2 300-mcgawall
(M W) thermat powcer plant.

$100 million from Romania for clectrification pro-
jects in Egypt's current five-year plan. Bucharest.
Cairo’s most active East European donor, also
agreed 10 construct a phosphate complex, two chem-
ical plants, and 60 agricultural mechanization
stations.




Poland also wis .\L(IVLI\ secking construction con-
tracts during 19K4 but was h: ampered by its inabilin
to affer credit facilities acceptable 1o Cairo. The new
agrecments brought East European credits 1o nearly
$1.K billion--- well above Mascow's total commitment.

There was no corresperding upturn in Sovict ccenom-
ic relations resulting from the cxchange of ambassa-
dors in 1984, Among the positive developments during
the year, however, was a mutual agreemeat to reopen
discussions (suspended since 1977) on Egyptian repay-
ment of its military debt 10 the USSR. Moscow also
agreed to allocate about $12 million of old credits to
rural electrification projects *

{ran. lran attempied to improve cconomic and politi-
cal relations with Communist countries in 1984, but
increasing lraqi military activity and disputes about
Moscow’s withdrawing Sovict technicians from Ahvaz
marred Soviet-lranian cconomic relations in 1984,

. According 10 a recent Agency study. the Soviets
hesitate to draw closer o Tran uatil the government
makes concrete nolicy concessions to demonstrate its
good faith

As a conscquence, the trend line in Soviet-Iranian

cconomic relations continued downward in 1954, The

aumber of Sovict technicians in Iran dropped by half.

and trade fell by ncarly 50 percent 1o its lowest level

since 1980 ($595 mitlion) because the USSR was

unable to implement projects at previous levels be-

cause of the war. Nonctheless, the USSR was still

able to:

« Finish work on the first stage of the BOO-MW $450
million Esfahan power plant in September.

« Maintain power output at the Ramirj thermal power
plant, which supplies ali of Khuzestan Province.

« Put the finishing tour*~< an the second stage of the
Esfahan stee! aul’ i

The USSR also signed an agreement to proceed with
the Gargalasy dam and power plant on the Rud-c-
Atrak (that will serve both countries) and offered
assistance 1o petrelcum development in the Caspian
Sca and scveral new power plants. Tehran also ex-
pressed an interest in resioring the supply of gas 10 the

USSR suspended be the Khaimcini peverament in

T 19K0. 0 settlementaof uununu\ and mlitiry paviment

obligy tions

Eost European countrics mainiained their supply of
consumee goods to help alleviate eritical shortages in
the Iranian cconomy during the vear. Most countrics
alsa offered support for franian development protects
but few apreements were signed because of the dislo-
cation in fran’s cconomy. {{ungary offered 1o partici-
pate in Iran’s $5.5 billion educaticnal development
program, and Romania signed a $100 million contract
(terms unknowni to supply agricultural equipment and
offcred 1o construct a new oil refinery. Tchran pays
for Communist support with oil. estimated o total
about 75.000 b/d in 1984 *

Iraq. New Soviet credits of $450 million and Mos-
caw’s agreement to begin site selection for 2 nuclear
power plant were highlighted. Sovict-Traqi cconomic
rclations in 1984 underlined the Kremlia's intent to
maintain its ecenomic (oothold in lraq. The USSR
cxpects eventually 1o sell and instalt a 440-MW
nuclcar_ nower reactor, although no final deal has been
struck

Following lengthy ncgotiations, in the sumnier of

1984 the USSR agreed 1o a preliminary aliocation of

$450 million in credits (possibly as pait of a reported

32 billion package). Project contracts that we have

identified under the new (acility include:

* A 1,200-MW thermal power plant at Al Yusufivah,
south of Baghdad.

= An 800-MW thermal power plant near Karkuk.

» Expansion of the Sovict-built Nasiriyah power
plant.

= An oif pipeline

The new power plants. together with other Soviet-
built plants under construction. will double Iraq’s
gencrating capacily. according to US officials. Other
Soviet projects on the drawing board include increas-
ing output at the Sovict-built Rumavlah oilficld by
15-20 million tons annually and managing construc-
tion of the thousand-kilometer trans-fraqi gas pipe-
line. probably with funding to be agreed on later



This new support package. together with the estimat-

cd St billion in assistance for the West Qurnxh
otlficld under i 1983 ugreement. mutkes lrag by far
the Soviets” most active development partaer in the
Middle East with $2.2 billion in credits. I addition,
Moscow's position’as gencral munager of the truns-
Iraqi pipcline and several other petroleum industry
projects gives it influcnce beyond that shown by the
numbers alone. As general contractors, Sovict experts

* plan, award subcontracts, procure cquipment, and
handlc the finances for many Iraqi undertakings. We
estimate that 5,500 Sovict technicians were in Iraq in

" 1984 working on these and other development con-

- tracls: Moscow's deepening cconomic and military
involvement in Iraq fostered a dramatic increase in
trade (o $1.2 billion in 1984, stemming almost cntire-
ly from [raqi cxports of oil to settle military and
economic debts. We expect this level 1o be sustained
through the rest of the decade as costly Soviet
development activities arc implemented.

About 12,000 personncl from East European coun-
trics also remained in lIraq in spitc of the war.

« .

Baghdad terminated Western contracts because of its
hard currency shortage. East Europeans also were
extensively involved in agriculture and irrigation pro-
Jects during the year. Toward year's end. Cuba also
tricd 1o resurrect its lucrative contracting program in
Iraq by ncgotiating the return of some of the scveral
thousand personnel cvacualted three years ago because
of the war.

Libya. Periodic payment problems resulting from
military purchascs continucd 1o mac the Soviet-
Libyan economic relationship in 1984 but Tripoli was
able 10 cover most of its obligations with more than
100.000 b/d of crude oil valucd at $1.4 billion that
the USSR sold o third countrics for hurd currency.
The grewth 1n Soviet-Libyan cconomic and military
programs has pushed Libya to second place (behind
India} among the USSR« LDC trading partners with
exchanges close 10 $1.5 billion annuatly. However,
(urther growth may be curtailed by Libva's current
revenue squeeze that has already delaved the sturt of

@ number ol seheduled praiccts using Savict cquip-

meat and technical assistance. The Lrgest project is

the proposed nucler poser plant at Surt. Fatimates

on the value of proposed Soviet projects, inciuding the

power plant, range as high as S3 biltioa. Other

projects include:

< New power transmission lines.

¢ The $3.% billion Mursa al Burayvqah Misratah-Al
Khums gas pipcline.

< A stech plant at Misratah.

 Scveral fertilizer planss,

« Oil and gas ficld projects.

We estimate that about 4,500 Suviet personnel sup-

poricd Libyan development programs during 1984,

The USSR also turned over the Tujura® nuclear

rcactor. undcer construction for ncarly 10 years. and is

supplying fuel for the new facility.

Libya is the major LDC employer of East European
personnel, according to our estimatces, and is the
largest source of hard currency services carnings for
most East Europcan governments. East European
companics maintained close to 50.000 workers in
Libya in 1984 under scveral billion dolfars worth of
commercial contracts financed under Tripoli's current
five-year plan. Bulgaria was active in support of
Sovict military and cconomic projccts, Poland worked
on road construction and agriculture, while Roma-
nians werc building roads, public buildings. hcusing.
and schools. We belicve Libya paid for most of these
services in oil during 1944. ‘

Morocco. Soviet-Moroccan relations remained cool in
1984 in spite of the fuct that Rabat is onc of the
largest recipients of Sovict 31d pledges under a S2
billion agrcement signed in 1978 to develop the
Meskala phosphate deposits. In 1984, Moscow contin-
ucd work on the mining projcct and also promised
technical support for shale oil exploitation at Tarfzra
and Timhadit. a fertilizer plant at Kenitra, and a
potable water plaat at Beat Mcllal. Moscow also
agreed to expand two Soviet-built hydropower plants
and increase covperation in fisheries und public
hcalih.




Moroceo. which has a toag Mistors of hiring Commu-
st teachers and ductors, hosted about 2300 ecotioin-
ic technicians in 1984, Nearly 1,600 were from
Eastern Europe. dominated by contingents from Po-
land (7001 and Bulgaria 1500). working in all cconomic
sectors

People’s Democratic Republic of South Yemen. Ac-
curding to th- {_ .. the
USSR continucd as Aden’s main development partner
in 1984. About 2.000 Soviet personnel were in Ye-
men, working on power projects. fishing industry
development, and geological studics covering more
than 72,000 kilomcters under some $500 million of
outstanding Sovict credits. The USSR also signed a
protocol in 1984 to cxploit gold in the Hadhramaut
and submitied a gencral architectural plan to develop
Adcn over the nexi 25 vears. Work dragged on at the
50-MW Aden thermal power plant. where slow pro-
gress has been a source of considerable friction be-
tween the two countries. Startup of the first gencrator
is scheduled for 1985, according 1o the Yemeni press.
In addition 10 development aid, the Soviels provide
$100-125 million annually in balance-of-payments
support through the trade account. Most of South
Yemen's old Sovict debts also have beep rescheduled
and probably will never be repaid.

Syria. The momentum in Communist-Syrian econom-
ic relations that we saw in 1983 continued through
1984. Warsaw Pact countries provided ncarly $1
billion in financing for Syrian devélopment in 1984, a
recerd commitment that raised the value of such
assistance to Damascus to $3.3 billion since the
program began in 1957. Moscow, in particular, rcin-
forced Syria’s position as the USSR's most important
Arab ally with $820 million of ncw credits. The 1984
pledges :included:

« $120 mallion in credits from the USSR for four oil
and gas dnilling rigs. .

« $700 million to finance the Sovict-sponsored Nahr
al Kabir dam and power plant and reclamation. and
three new rail lines.

+ $60 million from Bulgaria for an irrigation system.

« $100 million from Czechoslovakia for expansion of
the Hims oil reflinery and power devclopment.

fnaddition, the USSR signed o S100 anlhion cantract
to supply agricndtural cquipment thatnery Jhave been
financced but ix not included in credit totads because of
vur uncertainty about thederms. @™ =

Both cconomic and political factors ine entered
Syria’s decision 1o seek greater Sovicet ceanomic ia-
volvement through commcrcial contract awards and
the acceptance of large new financing packages. On
the cconomic side. Damascus hus been secking barter
dcals worldwidc 10 minimize foccign exchange cypen-
ditures: these ncw Communist contracts are repavable
in goods. In the casc of the $120 million oil rig deal. a
particularly appcaling condition for Damascus was
the USSR's agrcement 1o include financing for onc
Western decp-drilling rig not manufactured in the
USSR. In our judgment. other decisions to aceept less
cfficient Soviet equipment. such as commercial air-
craft and a nuclear rescarch reactor. arc clearly
political and stem from President Assad’s unwilling-
ness o jeopardize his arms rclationship with Moscow.
-

The headlong expansion in Communist relations was
reflected in personncl flows =5 well. In 1984, more

. than 4,000 Soviet and East European technicians

werg working on devclopment projects and 6.400
Syrians were studying in Warsaw Pact countrics. In
addition, another 3.000 Syrian teaching assistants arc
scheduled to depart for the USSR and Eastern Eu-
ropec under study grants aw~rded during 1984, E J

~Jmore
Syrian studcenis arc in the Eastern Bloc than in the
United State

As long as Syria remains strapped for loreign ex-
change and Communist countrics remain willing (0
extend credits repayablce in soft currency. we do not
foresce any lessening of Soviet and East Eurapcan
influence in the Syrian cconomy. According o several
reports, East Furopean countrics arc negotiating 37
biflion in ncw construction projects with the Syrian
Government. The number of Communist techricians
is likc!y 10 double over the next few years, and Syrians
studying in Communist countrics could casily rcach
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10,000 if current trends continue. The propased Sovi-
¢t construction of nuclcar research and power facili:
ties also could add a new dimension to Syria’s require-
mcnt for {ollow-on support 10 cconomic projects.

Yemen Arab Republic (North Yemen). During the
year, Soviet cconomic programs attracted consider-
able unfavorable atiention in North Yemen, C

[y . The Sovict-built Bajil cement
piany, recently expanded to produce 80,000 tons annu-
ally. is perpetually plagued with technical probiems.
Although Ycmen has requested assistance, Moscow is
absent from internaticnal relief efforts to rebuild
arcas devastated by a December 1982 carthquake and
has not begun repairs to the Al Hudaydah-Ta'izz
road agreed 10 in 1981. The only new Soviet offer was
tu conduct minesweeping off the cuast, which Sanaa
reportedly turned down in 1984. Moscow's influence
in North Ycfnen derives from its role as the largest
military supplier: cconomic programs run a distant
sccond in terms of value and impact. We do not
foresee any upgrading cf this marginal Sovict pro-
gram, which has averaged about $10 million anavatly
over the last 20 years

South Asia

Conmmuynist countries pledged SX30 milhos 1o sl 10
South Asin countiics in 19x4 aad delivered w record
SO33 million s a1 conseguence-ol Savict involvement
in Afghanistan. Mancow's presence in Kabul domina-
cd its South Asian relatons in 1923 the USSR
devoted alt of its new South Asian pledees and S420
millivn in 4id dcliveries to Atghanistan 1o overcome
shortages caused by increasing rebel activity . Al-
though Moscow did not provide new aid to 1ndia. it
did move 10 protect its showpicee relativnship with
New Delhi by assuring its support 1o Rajiv Gandhi.
who succeeded Indira Gandhi as prime tninister afier
the assassination on 31 October 1984, Among other
South Asian countrics, whoe fear of the Indo-Sovict
axis colors their responsc 10 Sovict overtures, Sovict -
rclations showed no progress. Pakistan accepted new
Soviet aid in Junc 1984 for steel industry and other
projects, although by ycurend relations had deterio-
rated substantially because of Soviet atlegations about
Pakistani military support 19 Afghan insurgents. Ban-
gladesh and Sri Lanka maintained workmanlike, but
not cordial. relations with Moscow, and did not
receive any new Communist aid

Afghunistan. Against a backdrop of heightened Sovict
military action dirccted at Afghan rebel lorees in
1984, Moscow cclebrated the 30th anniversary of its
first economic agreement with Kabul by providing an
estimated $325 million in new aid pledges for com-
modities. by delivering a record $400 million in
commodities and project aid, and by signing contracts
for a number of new projects. Trade rose to more than
$1.1 billion in 1984 as a result of expanded Sovict
suppor’ ‘

“The new Afghan aid brought total Soviet pledges 10
nearly S2 billion since the Marxists took power in
1977 and $1.5 billion since Sovict forces crossed the
Afghan border in December 1979, To safeguard ihe
Marxist regtine in Kabul, Moscow has mounted onc
of the largest and inost concossional aid programs in
the history of its relationship with the developing
world. The USSR has provided:

« Somc $1.3 billion in grants 1o Afghanistan. about

two-thirds of its totsl program.




' Figure 3 :
South and Southexst Asia:

‘The Warsaw Pact and Cubin Fconomic Presence. 1984
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» Record amounts of basic commoditics, such as
wheat, sugar, oil products, consumer goods. and
industrial raw matcrials, under 2 grant aid program.

« Funding for technical services, project studics. and
local cost financing—arcas not usually covered by
Sovict aid agreements.

* Generous credit terms and regular rescheduling of
debt payments.

On the negative side, much of the current develop-

ment activity charged to Afghanistan is largely de-

signed to support Sovict military logistic require-
ments. The rew bridge over the Amu Darva River.
two ol products pipclines. cxpansion st Kabul airport,

. the construction of scven new airficlds. and work on
road and rail transport of facilities will all assist

Savict troop movemert A1l were firanced under

credit agreement:

In 1984 all of the new aid was for commoditics: no
farge new development conutacts werce signed. About

$125 million worth of goods will be disbursed over the
next five years to finance local costs of Soviet projects
under construction. The few ncw projects allowed to
continue under old agreements include four new air-
bases. construction of housing and communications
facilities. and agricultural devclopment. During-the
year. the USSR also complcted a 220-kilowatt trans-
mission linc 1o supply power from the USSR, \nodcra-
ization of Kabul airport. cxpansion of the Naghly
power plant, and five major irrigation projects involv-
ing improvement of 115.000 hectares of land. Sovict
geologists continucd exploration for oil and e-- -- ¢
solid minerals in nocthern Afghanistan J
C scven oil and gas ficlds have been
located. two of them in the past few months. Some
£.000 So-ict technicians were = Afehanistan in *0v4g,
working on some 50 projecs




[:_ j Sovict aid-accounts for up to 78 pereent of
annual receipts, and Soviet projccts gencrate 70 rer-
cent of the industrial output of the state scctor

East Europcan countrics continued their low- profile
activities in Afghanistan during the year. workiag on

agriculture, communications, and powecr development.

A4 dcliverics are estimated at $12 million for 1984,

I~dia. Rajiv Gandhi has stressed continuity in forcign
policy and realfirmed Moscow's special relationship
with New Delhi C jThc
Sovict-Indian economic relanonsn proceded
smoothly in 1984, as planners on both sides prepared
for high-lcvel negotiations to devclop trade and cco-
nomic relations through the end of the century. (A 15-
ycar agreement was signed in May 1985 for $1.2
billion in new credits.) Sovict efforts in 1984 focused
on stimulating sales 19 the privatc scctor with aggres-
sive trade promotion efforts and promiscs of credit to
Indian businessmen who purchase Sovict products.
The Indian engincering industry opened an office in
Moscow in 1984 1o assist Indian companies in dealing
with Sovict foreign trade associations, and the two
countries discussed forming a joint Soviet-Indian
chamber of commerce

The few projectcontracts signed by the USSR during

the year included;

* Participation in a S1.5 billion project to produce
22.5 million tons of coal annually at Jharia and
Singraul.

+ Utilization of Soviet technology for thermal recov-
cry of dense crudes and the refurbishing of 200
onshore wells whose productica has droppcd.

= A draft agreement on the construction of the long-
discussed alumina plant in Madhya Pradesh, still
held up by local funding shortager

There were news reports that the USSR and India
had reached preliminary agreement on Soviet con-
struction of the 1,700 km Hazira-Bijapur-Jagdishpur

gas pipcline to supply six gas-based fertilizer plants. -~

This project is cxpected 1o cost at lcast St.S billion,
and India cxpects substantial Sovict financing for 1.
The Indians shelved. however. a Sovict offer of 2

‘nuclcar power plant that probubly would reyuire

about 32 billion in Sovict credits tovaild, ¢ —

Sovict project deliveries rosc ta $130 million in 19K4,
their highest level in 10 years. These and cther
cxpandcd economic contacts fostered a half-billion-
dollar increasc in tradc to $3.5 billion in 1984, Sovict
deliveries to India included 6 million tons of oil and
products, 2 major clement in the steady trade growth
over the past few years.

Some 1,400 Sovict technicians were in India in 1984
continuing work on increasing the capacitics of the
Bhilai and Bokaro steel plants to 4 million tons cach,
on the Vishakhapatnam steel mill, oil and coal devel-
opment, thermal power plants, and other projects

Pakl:lan. During 1984 the Sovicts were still attempt-
ing 10 influence the policies of the Zia government
through use of cconomic programs. their only substan-
tial presence in Pakistan. To moderate Pakistan's
opposition to the Soviet occupation of Afghanistan,
the USSR promised (in June) assistance to 2 metallur-
gical institute, a'steel fabrication plant. and a housing
malerials plant as part of a wide-ranging 1983 offer of
up ta 32 billion of assistance to 150 Pakistani develop-
ment projects C _J the
new aid could be worth up to $150 million. The two
countries also inaugurated full production at the
Karachi steel plani, which has a capacity of 1.1
million tons of stecl annually and is Pakistan's facgest
industrial projeci. By October. however, the USSR
had declined 1o participate in new Pakistani projects
and refused aid 1o the Mangla and Kalabagh hydro-
power dams and the Chasma nuclear power station,
citing Pakistan's support to Afghan rcfugees as a
stumblingblock in their cennomic relationship. By
mid-1985. [ Moscow threatened to
cut off aid 10 cxisting projects. accusing Pakistan of
providing logistic sup~—-* =nd military training to
Alghan

ln contrast to the increasing hostility in the Pakistani-

Soviet relationship. Romania provided morc than half
2 billion dollars in new credits to Pakistan for a
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thermal power plant and coal development., continu-
ing a rclationship that began morc than 10 ycars ago

with an agreement o build an oil refinecy in Karachi.

As part of its tradc prometion activity, Bucharest has
recently allocated large credits 10 Sauth Asia (or
development of heavy industr

The Caribbean and Centval America

Bccause of opportunitics provided by radical politics
in Nicaragua, cuts in aid from Western countrics, and
Iimited regional access to funds from other sources,
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Ceatral America and the Caribbean:
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Warsaw Pact aid to the Caribbean and to Central
America in the 1980s has been the fastest growing of
the regional programs. In 1984, Communist countrics
pledged $280 million (inciuding $10 million from
Cuba) in new assistance to the region, 85 percent of
their commitments to non-Communist LDCs in the
Western Hemisphere. Guyana, Mexico. and Nicara-
gua took up most of the new aid ! )

The new pledges brought cconomic aid promised to

these new clients to more than $1.4 billion, almost all »

in the past {ive years. Because much of the $760
million in assistance 1o Managua has gone to'replace
commoditics, industrial raw materials, and machinery
and equipment previously bought from the West, aid
deliverics have averaged 5120 million a year since
1981 —much faster than those usually associated with
Communist programs. In a major departurc from its
usual policy, the USSR apparcntly agreed that ship-
ments of as much as 10.000 b/d of oil annually to
Nicaragua. oniginally under short-term sales con-
r-acts, could now be financed with long-term credits.

“The burgconing aid cffort has meant a rupid growth,
of cmployment of Communist techniciuas in the
scgion for the past several vears. mostly in Nicaragua,
{n 1984 the Communist technical presence stood at
ncarly 6.000. according to our cstimates. The intcrau-
tional aid commuaity has been surprised by the
Europcan Communist countries” uncharactceristically
rapid and gencrous response to the aid nceds of
Nicaragua, a country far {rom their spheres of cco-
nomic and political influence. Cuba’s interest in the
arca al)rpcars 10 be a major faclor driving the program.
(

Nicaragua. Cuba remained the principat forcign pres-
cnce in Nicaragua in 1984 through its cconomic,
military, and personne! programs, but Soviet influ-
ence also grew rapidly because of decreasing Western
aid and Lhe steep slide in the Nicaraguan cconomy,
[ 3 Dcclining production and
cxport prices and crratic cconomic policics forced
Managua to rcly even more heavily on Communist
states in 1984 for both project aid and commoditics.
Some 6.000 Communist personnel (mostly Cubans)
were heavily involved in the day-to-day operation of
the cconomy; and, although no major ncw develop-
ment aid packages were announced, we estimate
project disbursements at about $200 million. exclud-
ing oil. Moscow also commiticd itscif to upgrade
support of Managua by miecting'its annual oil nceds
on credit terms

Moscow's decision to provide oil to Nicaragua—cus
of by other supplicrs because it could not pay—
probably signaled a turning point in the Kremlin's
cconomic relationship with Managua. Until then, the
Sovicts appearced lukewarm toward closer cconomic
tics 1o Nicaragua, in spite of frequent press references
to the gencrosity of Moscow’s aid program. The oil
supply contract, rencwed in 1985, could cost the
USSR about $100 million a ycar to mect almost alt of
Managua's oil nceds. This indicates that the USSR
has come out firm!y in favor of support to Managua at
a time when the Soviets are recvaluating the value
and cffectivencess of some of their traditional aid
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approaches in the Third World, according o recent
articles i Sovict academic jourials,

In the development field. € T .
j up to 300 Sovict technicians were in Niciragua

in 1984 working on a number of projects:

* A ficld hospital in Chinandega and constcuction of a
permancat hospital nearby.

« Fishing surveys.

* The modernization of port facilitics at E1 Blulf,

+ Gold mining at Bonanza and Siuna and mincrals
prospecting clsewhere.,

« lrrigation and power development.

» A satcllits ground station.

+ Constructing and cquipping several schools.

The USSR also signed a contract for oil storage tanks

and pipeline construction and was reporicd ncar

agreement to provide more than $250 million in

credits for hydropower development.

Cuba’s cconomic influznce in Nicaragua stems {rom
morc than 5,000 cconomic technicians in the country,
nearly $300 million in assistance to the revolutionary
government since 1979, and training slots for about
1.000 students annually. Current big-ticket projects
under way with Cuban assistance includc:

+ Rchabilitation of the Jinotepe sugar plant.

* A rail line from Corinto to Managua.

» Completion of the coast-to-coast road.

» Construction of five airficlds.

« Oil storage facilitics near Pucerto Sandino.

Dozens of smaller projects also are under way with
Cuban assistance.

East European countrics, led by Bulgaria and East
Germany. provided more than $110 million of assis-
tance under old agreements in 1984. About $18
million was for budgetary support. mostly food aid.
Major East Europcan projects included Bulgarian
port devclopment. hydropower, mining. and agricul-
tural projects, and a Czechoslovak textile plant. Man-
agua’s new CEMA connection under an agrecment
concluded in October 1983 apparently fell short of
Nicaraguan expectations in 1984, Nicaragua's plan-
‘ming minister s L ] reported 1o have requestied S2
biltion 1n aid over five years at the annual CEMA
mccting in Havana, an amount that would {il} most of
Muanagua's annual external assistance needs. No re-
sponse from CEMA has been noted 1

Guyana. President Burntooan™s bosubiny toward Wash.
inglon, aggranated by ditferences over Grenada and
curtatlment of the US mid program. favored inereas-
ing dependence on Cubi and the Eastin 1983, Awong
the inttiatives that moved Guoyvana toward closer
political and cconomic ties to Connnunist countrics
were:

« Reccipt of the furgest Communmist conmtment 1o
the Caribbean/Latin Aincnicy in 1989 with S15858
million 1n Bulgarian credits for hydropower, miing.
forestry, and tishing projects.

e Accepiance of an undisclused amount of aid from
North Korca for a hospital und other projects at
nudycar.

+ Sigrawure ol 4 contract to buy Sovict helicopters,
the first major deal with the USSR under a three-
year-old Sovict offer of unlimited 10-yeur credits lor
cquipment purchases. About 15 Guyancse airline
personncel are undergoing onc year's training on the
atreraft in the USSR,

Burnham’s successor has stated his intention o con-
tinuc thesc policics since Busnham's death in August

1985

{n 1934, Cuba. which has maimained a program in
Guyana for the past decade. provided 25 doctors.
laboratory cquipinent. and medical supplics. Havana
also agreed 1o move ahcad on 2 long-promised medi-
cal school at the University of Guyana. cernent stor-
age facilitics. a prefab housing unit, and several
agricultural projects. )

South America

Moscow and its East European allies made fittle
progress in cxpanding cooperation programs 3n South
America in 1984; for the first tie since 1973, the
USSR failed to provide new credits. The arca’s
decpening financial crisis and its cutback of ambitious
dcevelopment programs decreased opportunitics for
Soviet project :nvestments throughtut the region in
1984. Eastern Europe. whose Latin Amcerican pro-
gram has been lurgely dormant since 1980, pfoﬂdcd
only about $40 millior in ncw loans o Bolivia and
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Colombia. In cuntrast, Warsaw Pact aid disburse-
ments rose somewhat above previous levels because of
Polund’s delivery of cargo ships to Brazil under a
1980 credit.

The naturc of the Warsaw Pact aid program. which
targets Lirge-scale industrial (particulacly power) pro-
jects in majur Latin American countrics, has led 1o its
current state of stagnation. Thes. programs have
always been designed to promote Communist cxports
to balance annual iports of South Amcrican agricul-
tural products valued at $2-3 billion. Domestic auster-
iy programs, cven in basically sound. ncwly industri-
alizing countries such as Argentina and Brazil, have
cut planned South Amcrican investments in some
major development projects that have been under
ncgotiation with Communist supplicrs {or ycars.
Thus, there was no aciion on major Sovict offers of
ceedit 10 fund power and transportation projects in
Argentina, Bolivia. Brazil. and Colombia (although
La Paz may have accepied $200 miltion in Sovict
financing {or muchincry and cquipment lor the tin
industry carly in 19851 Unuscd credits remaiacd at
the $1 biltion tevel, while agricultural purchases
dropped off somewhat 1o $1.8 billion. We estimatce
that the Soviet (rade delicit in 1983 was $1.6 billion.
bringing total deticuts with Latin America for the

TUSO0 e SL itfron, Voscon was able toaliset advan
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USSRy contnuing support for Arpeatina on the
Falkbinad Ixhinds tasuc, its posttion as Argeatinids
number-one market for graan. and 1ts willingness to
offer gencrous financial packages for development
huve given the Kremtin coamideruble infucace in
Argenting in spite of the Alfonsin goverament's
Western-oticnted phijosophy. Cammunist countrics
were unable in 1984, however, to transhaic the ceo-
nomic leversge provided by their mutubilfion-dottar
trade deficits into tncreased sales to Argentina be-
cause af constraints on Argentine public spending and
public-scctor resistance to Communist technologs .
Soviet project offers that were dead 1n the water
includced:
« Equipment and financing for the Yacyscta and
Parana Mcdio hydropower projects.
» Devclopment of Bahia Blanca port.
« Fishing ports in Pucrto Madrvn and Ushuaia.
East Europcan offcrs were similarly inactivaled by
Argentina’s {inancial crunch

. Moscow’s break into the local fishing industry was the

only success story in 1984, when an Argentine private
firm signed an agreement 10 repair and maintain SO
Soviet fishing vessels. For vears the Soviets have
attempted 1o gain somce foothold in Argentina’s fish-
ing indusiry. Moscow probably hopes that this contact
will promotc the growth of morc extensive tics. Ar-
gentine fishermen opposed this agrecement becausc of
the damage 1o the local indusiry by illegal fishing bv
130 Sovict and Polish fishing boats off the coas |

In contrast 10 other Communist cconomic rclation-
ships. Bucnos Aires expanded its cconomic lics to
Cuba in 1984, The two countrics discussed a joint
ishing and processing venturc. and Havana cstab-
lished a joint purchasing/trading compans. Argeating
firms alse concluded scveral agreeme='s 1o construct
hotcls and other facilitics in Cubs.




Golicda, According o the Bolivian i the L

ENEN
offered up 1o STOG allon  credi . o e pucchiae
af _\,‘m'lcf-ul.xnul'.u‘lurcd i mdus ey cquipinent, -
teularly isecond volatason plant o NMachaea-
nurea tollowing the completon o the plact o 1a
Palca. Equipment for the new Machacimarca plant,
ostimated to require SEIS mullion in Grancing, hus
begun o arrive at the convtruciion site. The Bolivian
gu-uhead for the new plant was woniew b TS YSNTING
considering the expericnce with the L Pal plant.
The $85 milttion fuciliny. which has been plagucd over
its [0-ycar construction history with detivery and
implementation problems. cost overruas, feedstock
shortuges. and a lundsiide that destroyed most of the
Plant, was closed by a strike in March. The shutdown
was caused by workers’ complaints about poisonous
working conditions and cavironmental damage donce
by toxic sulfur and arscnic emissions from Lu Palex.
Acid raia from the plant ithe largest in the world) has
cost the goverament substantial compensation V-
ments (or severe crop lusses in ncighboring arcas for
the last two years.

Lrazil. Sovict cconoinic initixtives went unheeded

during 19¢4 as Brazit maintaincd its policy of cool

rclations with Warsaw Pact cor~rics. C |

TBrazil sees little advaniuge to

cxpancing Communist cconomic relationships, and

Communist countrics have been unable to convinee

the Brazilian businessmen who control trade und

development to risk buying Commmunist cquipment

2nd other goods widely perecived as infcrior. Amung

the Sovict offers that went begging were:

+ Equipineat for 1wo powcr projects.

+ Participation in the billion-dollar fand reclamation
program in Varzeas.

« Assistance (0 the $650 mi'lion copprer devclopimcnt
scheme under the Carajas pruject.

+ Uranium carichment.

The only significant cconomic deal under discession

2t yearead was a Brazilian proposal 1o build $750

mithien of vil drilling platonms in cxchange fur Savict

- whign courd involve Brarilisn crcdits 1o the

USSR
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Colombia. Tae USSR aprced toopsevide Mt
lowaaterest Toans ta the Calambeorn poblic and prsee
sevtur under i opeasended trade apreement apacd m
Apnd, dccerding o the Calimbien prose The new
projects offered for finnacing by thie Savicts iactuded:
= A0 Kovalt soner ranamicaon g asaonaied
with the ATt Siny o er proict under constragtion
with Sovict assistange.
» Turakey construction uf theee by drapnee proedia,
= Prospecting for gald and othice mctds aod mingrals,
= Sccondars and tertiary oil reconerny and coat
pastfication.
The USSR also continued s attcmipis to break iato
Colombia’s fishing industey with offers of joint ven-
tures. technica! services und training, fishing studica.
und provision of purt seevices to the Soviet Neet. but
the Colomibian receptiva has been coul

Peru. Repayaicnts by Peru on its $1.3.7 billion debt e
the Soviets und the future of their fhing agrecment
dominaled ceonomic relutions betweea the two coun-
trics in 1984, Moscow’s sgrecment in late 1983 10
accept about $125 million worth of gowds tincluding
up o 70 percent in nontraditiona! itensd as 3 substi-
tute for hard currency payments coming duc in {954
und 1985 was vicwed by the Peruvian Goverament as
a pusitive development. Sovict purchase coatrycis arc
already stimuluting sonie loca! industrias caught up in
the current ceonuniic stowdown. On the other haad.,
recurrent sccusativas by Peru’s foraer nheng aninis-
ter that the Savicts were oveefishing Peru’y coustal
waters caused (rictions that stll remusin over the
bilsicral finhing treaty. Accurding tathe meniaer, the
USSR tahes 3 te 3 andlion tons of tich frem Perusian
watens an anflated Gyure, socording (o sance yoserye
ey of which Peru recaives uely 1€ pereent. The
divpute sl has nat been cesolved. slthougt: 1 19ks
the new povermaent of Alan Gurcne indwaied that u

sl Lo Soviet fshang crgtis uasdo s e Connnyg:

e
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agreement. Peruvian ports and provisioning facilitics
- carn at least $200 million annually from the Soviet
fishing fce’

Lima plays a uniquc role in the USSR's Latin
American policy as the only regional power dependent
on the USSR for sophisticated military equipment
and supplics. Economic programs have been second-
ary since e first military agreement in 1974, Despite
Muscow’s mediocre recore in providing cconomic aid
tonly 525 million has been disbursed over the past 18
yedrs), Peruvian officials hope that the Soviets will
look with rencwed interest at Peruvian devclopment —
particularly the 33 biilion Olmos project to irrigate
northern Peru, additional hvdropower plants. and a
phosphatc project. Peru alrcady has some $250 mil-
lion in outsianding Sevi=r commitments for the Otmos
hydropower proje.

Sub-Satucun Africa

In 1984 the USSR pledged 4 ncac-record once-half
billion doMurs in assistance 10 Sub-Saharan Alrica.
more than 90 peircent of 1t 10 Marast-Leninist clients
and hardeore socialist-oncnicd states. Moscow's ¢l
fort csnic 1o the waie of a forcign policy setback us 11s
Two najur southern Atcican allics - Augola snd Mo

Zembique - ceached aprccmenty with South Africa in

“oaouthera Ao pencrally

atteenpts toorchiev e mdiasy and coonomae PIONNUICs an

Srhere it connanies. \veordiog o
Z :] Mencon feared thaa ahiese socords could-have

Tdituted Sevictintluence with boeth-regimes and ia

fn apite of i3 Large vize in 1983, Moncaw ' \‘L"\)nunnic
program i Afeica wis in trouble. drawing criticism
l:(dnx Woestern—oricnted countricx and former ardent
suppurtees alike. Guinea and Mali. whose cconomics

 are devastated by their 20-ycar cxpericace with the
. Sovict economic modcl. huve decisively impleaicnted
* policies designed to attruct Western investors. Smaller
.-socialist-oricnted states. such as Benin, Guinea-
" Bissau, Equatorial Guinca. und Madaygascar. cut of

from traditional murkcts and sources of funds for
nearly a devade. also have begun 16 reorient their
cconomics toward the West.

The new agreements also reinforced Moscow’s pattern
in Africa of placing most of its limited resources in
allied countrics that sharc its Marxist-Leninist beliefs.
In the past Nive years, these states and other socialist-
oriented countrics in Africa have received 98 percent
of the USSR’s new pledges. and overall they account
for morc than two-thirds of Sovict aid 10 Sub-Saharan
Africa. Nonsocialist countrics in Africa have received
only $1.5 billion in Sovict assistance uver the past 30
veurs, less than S percent of the 1otal Soviet Third
World program

In 1984 the USSR provided more than $300 million
for agriculiural devclopmient. an unusually high pro-
portion for the Sovict program. Somc $75 mullion of
that tota! supportcd Sovict fishing interests and prob-
ably will be more benclicial to Moscow than to the
recipient. Otherwise. the USSR program broke no
ncw ground. As beforce. the program did not accom-
modate the spectal nceds ¢f impoverished African
states: .
- Grant aid accounted for only 355 mitlion of totai
plecycs.

- Credit termns were hard in comparnison with Western
losns--10 10 12 yeues to repay at 2 5 10 Sopercent

mnterest
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- Only $10 million was provided for relicf assistance.
Overall, the USSR's interest in Africa still lics ia
the arca of military sales; for cvery economic aid
dollar cxpended. the USSR has transfere- acarly
$S in military cquipment and scrvic.

Angola. Angola. where-Moscow has made heavy
investments of both moncy and prestige, is crucial to
Sovict policy in Africa. Speaking at a sympusium of
Africzn scholars held in Moscow in Junc, Sovict
officials emphasized that the Kremiin would regard
any potential Western threat o the current rcgime as

grounds for a scrious Sovict responsc. Mcanwhile. by
providing $2 billion in ncw military equipmient, $50
miilion in aid (or fisherics development. and 1.500
technicians in 1984, the USSR tricd to tic Angola
morc closcly to Warsaw Pact and Cuban support.
Some 7.100 East Europcans and Cubans also weer
cmployed on Angolan cconomic projects

Moscow's efforts have not slowed the critical deterio-
ration in Angola’s cconomy causcd by its 10-year civil
‘war {that some cxperts cstimatc has cost $7 bihony.




and 1984 was marked by un Angolan decision to turn
to the West for aid. ™ Athe
Angolans have been disuppointed both by Moscow's
responsc (o their ambitious development plans and by
Moscow's refusal (o respond to Angola’s $150 million
annual requirement for humanitarian assistance, such
as food and clothing.

At the samce timce that aid needs have become more
urgent. Luanda has become less receptive to Commu-
nist development offers because of the high cost of the
Cuban and Sovict presence. For cxample, some
sources report that the USSR has been charging more
than $70,000 annually in hard currency for some
cconomic technicians, and the €dst of the Cuban
cconomic contingeal is said 1o be up to $75 million
annually. Nonctheless, Luanda's mounting ccenomic
and military indebtedness to the Soviets seriously
impinges on their ability to act independently.

Morcover, Moscow's new economic agreement with
Angola in 1984 is beneficial 1o the Sovict cconomy. {t
called for comprehensive aid to fisheries dcvelopment,
which we estimate at about $50 million. and includes
coastruction of a port, processing and refrigeration
plants, a drydock and repair workshops, and training
for Angolan fishermen in return for Soviet fishing
rights i- Angolan waters. Soviet overfishing has been
a point of contention between the two countrics for
several years, and Angola has not yet signed the 1985
fishing agrecement.

In other areas, the USSR is 1o build oil storage and
transport facilities, hospitals, and fertilizer plants on
casy terms, all of which could be financed under a
1982 agreement that ultimatcly could be worth $2
billion of credits. A Brazilian agrecment to accept vil
for contracting scrvices on the billion-dollar Capanda
dam project, which will use $300-400 miilion of
Soviet hydropower cquipment under a triangular
agreement signed in 1982, clears the way for imple-
mentation of this major project. In contrast, we
obscrved no activity on the 400.000-hectare Malanje
itrigation project that the USSR agreed 10 assist in
1983

.

rhiopia. Fihiopia's o ceshelanng aced for ccononne
development and relicf wssistance was a kes fuctor in
its eckationship with Communist allies in T9K3. Addis
Ababa’s ercation of the Ethiopiza Warkers Party in
19%4 realized a longtime Soviet ambition and may
have opened the way for increased Comimunist cco-
nomic support. Ethinpia reccived nea riy SSS0 inillion
in new cconomic aid pledges from Communist sources
in 1984, mostly from the USSR and North Korca,
Moscow also agreed to reschedule paviments duc un
Ethiopia’s estimated $3.5 billion cconomic and mili-
tary debt.

In spite of the disastrous state of Ethiopia’s cconomy,
Communist countrics provided only about $25 million
for refugees from drought-stricken arcas. Communist
diplomats havetold L that only the West
can provide the food and agricultural aid necessary to
ovecrcome the drought and faniine. Moscow 2ttemplted
to deflect international criticism of its owa $5 million
rclicf effort by providing aircraft, trucks. and person-
ncl to transport assistance to refugee camps but is
demanding that Ethiopia pay cash for these scrvices.
The USSR also continued to drain what forcign
cxchange is left in the cconomy by demanding that
Ethiopia pay hard currency for oi! shipments and has
cven withheld oil until payment has been reccived.

Nonctheless, the USSR's $270 million in assistance
was generous by Soviet standards for the Sub-Sahara
and brought total Sovict pledges 1o Ethiopia to $1.3
billion—the USSRs largest program in Africa. The
agreements provided about $80 million in commodity
credits over four years, with most of the remainder
going to develop the agricultural sector—an arca that
Moscow has strongly recommended as the primary
target in Ethiopia's 10-year development plan. New
projccts included:

* An 800.000-hectare 1and reclamation project in the
Awash Wenz Valley. including construction of an
irrigation dam.

+ A dairy farm in the Gambela region.

- Equipment for additional tractor assembly capacity.
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The new Sovia COmMMITMents were accompgnicd by

an lnﬂux of neardy 100G Soviet e wnemic pereancd

for the relicf effor, bringing the Sovict econamic

prescace to 1,700 persons

Anong other Communist donors, North Korea pro-
vided its largest credit ever to a dudume country
S-.‘-O million 10 finance two power plants. nine culiee-
(wc larms. an iron vre minc. a pipe plunt. and fishing

‘boats. The aid 1s to be disbursed over'seven ycars and

is repayablc over seven vears at | pgrccm interest.
East Europcan countrics maintained 725 cconomic
personnel in the country on development projects. and
Bulgaria gave $12 million of new aid'for drought
relief. East Germany completed the Muger cement
plant and the Kembolcha textile plant (wintly with
Czechoslovakial and promised some $30 million to the
Ethiopian 10-ycar plan, probably undcr old ‘credit
agreements . il B

i
|

The new Communist credits will not rchcvc the scvere
cconomic hardships facing the E(hxopnn Govern-
ment. The widespread drought and i xmurgcncxcﬁ in
northern and central Ethiopia have vi irtually de-
stroyed agriculure. displaced hundreds of thousands
of people. and brought Ethiopian financial reserves ta
zero. We project Ethiopian aid needs'at about $950
millivn for 1985, very little of which wnll corne from
Commest counmd -

Guiﬂca. The change of government in Guinea in April
1984 appears 1o have accelerated the movement to-
ward normalizing Western cconomic relations that
had characterized the final ycars of the Tourc regime.
As the new Icadership in Conakry increased Western
contacts to obtain aid and other financing. Mascow -
maved (o refurbish economic tics with acurly $165
million in ncw credits designed 1o protect its bauxite
and fishing intcrests in Guinea. The credits arc to
rchabiiitate the Sovict-built Kindia bauxite plant and
to construct an industrial fishing complex in Conakry .
as well as to support an agricultural self-sufficicncy
program begun in April by the new government. The
ncw agrcements will keep the Soviet ccononuc pres-
cnce at current levels (about 450 persannch and
cven increase cconomic aid Mows slighthy above the
current $10-15 million tn annual disbursements.
Among Fast Curopcan countrics, bath Bulgana and

Renmani spned arreemenia o P e _tssg Lngee Lo
Srerects bt ne oy hued Woeaa ar vearend
(:'hunu._. The USSR, l_.l\l\‘ln-_l.‘ll(ﬂ[\’_ and Cabaoa-
vreased therr actaadiios in Ghana in 1984 1o counter
Aceri’s tnproved relations with the Wt qnd 1o
develop influence that could provide access to Ghana's
rexsourees and faabines il Communing inteeests sufloe
chewhere in Afric ([

E 3 The USSR proviced about S4 mitlion 1o
support public organizations: worked on the peeCabri-
cated concrete panel plunt and the Tarkwa gold
refinery: and was negotiating 1o assist a hospital. oi
storage tanks. barges for {uel transport. and state
farms. Bulgaria agreed to allocate an estimated S10
million for mining and agricultural projects: and the
Cubans sent their first doctars 1 Ghana and offered
assistince in cducation. fublic healith, housing, fish-.
ing. :nd sugar production. Ghana, however, remaing
vverwhelmingls deperdent oa Western aid -

Mali. Driven by Mali's increasing dissatisfaction over
Sovict cconumic and military programs. President
Traorc at midycar reiterated his commitment 1o
liberalizing Muli's cconomy. developing u xtrong for-
cign policy. and secking Western - -particularly US -
aid. Bamako is disatisficd with the 20-vear failure of
the USSR and Eastern Eurnpe to kelp Mali build an
cconomy that responds 1o world market conditions
and 1o the nceds of Mali's largely rural populaiion. In
1984 the USSR provided an sdditional S14 million in
creditx to accelerate its 20-vcxr development cffart at
the Kalana gold mine. A US firm is alrcady produc-
ing gold st a concession granted last vear. The ine
has become a major ircitant to Mali because of the
fength of time it has taken to develop. the USSR x
sccrecy aboct mining opcrations. and the widespread
Mahan belief that Soviet techaicians arcc stealing
gold. The gold minc ix the only cconomic project that
the USSR hus implemented in Mali since the carly
1960s. when it provided credit for a cement plant. a
stadium. training Centers. and the Office du Niger
agrcultural project. The mine. whose output will be
used to service Bamako's military and cconamic debts
o the USSR, hactaken up 30 percent of the USSR

S1133 million tn coonemic aid 10 M’




VSozambigue. Unwilling (o comnmun subatantial coo-
nonue resourecs to Maozumbaque's traubled cconomn
Moncow reluctantly endarsed President Machel's ace
commaodation with South Africh wad the Weat
through signature of the Nkoaati accords in carli
1984, Nonctheless. the USSR has cavtoned Machel
that he could lose Communist suppart (f he compro-
miscs his socialist principles in his attempt 10 over-
come scvere ceonomic and sccurily problems with
Western assistance. After 10 ycars of rehiance on
Communist techaical services. Morambique's cco-
nomic crisis has reached unmanagcable proportions.
Industry has collapsed (autput has declined by 60
percent in the last five years) export carnings fell
below $100 million in 1984, dcbt climbed 10 $2.3
billion. and reserves now stund at about $20 million.
In 1984, Warsaw Pact countrics provided only about
$15 million in development credits and relicl assis-
tance, although in an unusual concession the USSR
did agree to prouvide 200.000 to 330.000 tons of oil and
products on credit terms ranging up to five ycars. It
also is possible that the Sovicts may have signed an
agreement to reconstruct the Moatize-Beira railroad,
which would require sizable credits to implement. We
did not sce any forward movement on several out-
standing offers, such as the supply of $150 million of
equipment for the Cahora Bassa hydropower project.
niining and agricultural oroiccts. an aluminum plant,
and coal explgration

Among the East Europcan countrics. East Germuny
was the most active with an estimated 2.000 techni-
cians in the country and morc than 1.000 Mozambi-
cans in East Germany. East Germany has provided
about $125 million in credits and was involved in coal
mining. agriculture, powerlines. and a textile plant:
most of these activitics are repayable in hard currency
or coal that will supplement German domestic pro-
duction. There wer- no developments in other Com:
munist program: N

Nigerca, The USSRS antiar Alncan Jdovcdopecat

the Asokuta steel mdlin Nagrenn

prowect AN
stalled in 19X because of a shortayee of Nperon fogal
funding 1 suppart the prosect. P'.!ﬂﬂ(dlnlr'[_\.’d4\7.1;:;(
aperation in T9X3 Maoscow bas delivered mare than
SKOO nmilion of cquipment (G the constTuction e
under a0 $1.2 billion contract signed in 1979, but the
project has been plagued with local contraciing, de-
sign, financiag, and administrative problems since it
begun. According 1o samce obscrvers, Ajnokuta's re-
motc location, luck of iafrastructure. and poor qualiny
local raw material inputs for the plant make 1t
dubious that it will cver producce steel at competitive

prices !

Lagos rer sined an attractive trading partner for Cax
European countrics. Bulgaria offcred $120 million in
credits for school warkshops. clectrification projects.
and pharmaceuticals and proposed an cxpansion of
trade to $300 miliion annually. Hungary signed 4 $28
million contract to supply and install more than 1.000
workshops for technical schools over a two-ycar peri-
od. Together, East European countries have provided
more than $500 million in credits repayable in hard
currency and are attempting o increase their <hare of
Nigeria's cquipment and services market.




