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Czechoslovakia signed an agreement with Afghanistan in 1954 which
included a $5,000,000 credit for purchase of Czech machinery and other
projects. On February 14, 1955, a contract under this credit was concluded
for construction of a 01,500,000 cement plant in Afghanistan.

2. India. The five-year trade agreement between India and the USSR,
concludenggeabar 3, 1953, was accompanied by an exchange of letters in
which a vague Offer of Soviet technical aid . was formally accepted.

• (a) Following negotiations which began in September 1954, the USSR
and India signed am agreement on February 2, 1955, under which the USSR is
to build a 1,000,000-ton steel plant in central India. The plant is to be
completed by the end of 1959. with a few sections to' be finished a year
earlier.-

The credit granted bythe:USSR'forthia_project totals
$96,100,000. Repayment for equipment and construction work is to be made
over a period of .12 years at an : annual interest rate of pi-percent, with
payment to start when the first shipment is delivered. Payment for the
engineering survey ($5,000,000) involves shorter term credit.

The contract contains. -three legal loopholes or escape clauses-.
Failure of the Soviet Union to comply with any' of thele clauses gives the

. Indians the option to cancel the Contract. Abi the other hand, the same
loopholes :give Mbscow the nicesaary !out":,- should-it decide to renege on
the centract. These escape clauses are -(1) Mbecow-Must submit detailed plans
within nine months; (2).plana,mustbe.approved by the Indians; and (3)
Costs, including the Indian portion, must not seriOusly exceed the prelimi-
nary estimates of approximately $210,000,000. India ha's the option to
complete the plant without Soviet participation in case of war or embargo.

The Indian Second Five Year Plan places increased emphasis on
industrialization, which in turn will raise the demand for steel. Since
current production is about 1,300,000 ingot tons, the Soviet plant will
constitute an important addition to existing Capecity and increase the
Indian chances Of meeting their goal of 6,000,000 tans by 1956-57.

4-	 (a) The USSR announced that it has" signed &Contract to send India
cOMplete equipment for a 'machine tool factory and to give' the necessary tech-
nical assistance in its construction. .This report' /las been denied in
Calcutta.

(c) The USSR has sent three minifig engineers to stay the layout
and required equipment for a diammeLmine..-Mbecow has offered to. furnish
technicians and mining machinery in exchange for the diamonds'.

•
(d) India bee als6Apparently agreed, 'under the UNIA.A.; to accept

four SOviet :engineering , professors at the National Institute of Physics in
Eharajpur'under the UN Technical Aid . Program.' The •USSR ilsO announced its
willingness to accept Indian Students of humanities and -sCience in SOviet
universities under the UN aid program. % Since last November, eight Soviet
technicials have been' working at the Indian Statistical Institute.
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(e) The USSR has also furnished a few technicians and a small
amount of equipment for a tractor demonstration project in India.

In addition to Soviet gestures of aid, it is reported that a
Hungarian firm has begun construction of a capper wire manufacturing plant
at Patiala in Northern India. This plant is to be operated by Hungarian
specialists. It was also reported that Czechoslovakia offered to supply
India with a steel mill on terms similar to those of the Soviet offer.
However, this was denied in New Delhi, and there is no evidence that
Czechoslovakia has ever produced a steel mill for either domestic or
foreign use; it now imports components of steel plants to increase its
Own output of steel.

3. Indonesia. A number of bloc offers of credit and technical assist-
ance have been reported. It is possible that many of these offers were
released by the Indonesians with the intent of obtaining better terms from
the West. Included among these offers is a "substantial loan - to be made by
the Soviet Union, according to the Indonesian Ambassador to the USSR.

In early 1954, Czechoslovakia offered a $16,00O 3 000 loan at 5 percent
interest for construction of sugar mills in Java. On Fcbrnary 3, 1955,
Indonesia received a 85 million rupiah ($7,500,COO at the official rate of
exchange) six-year credit from East Germany for the parchase of sugar mill
equipment. This loan agreement includes the services of 50 technicians for
aid in the construction and operation of these mills, a number considered
excessive for this purpose. A number of these technicians has already
arrived in Indonesia. East Germany will accept repayment in rqpiahs, but
agreement has not yet been reached on the uses to which such local currency
repayments may be put.

As compared with what the US has contributed to AJian development,
the Soviet projects are clearly very small, whether measured in terms of
money, technicians, or the effect on output and social welfare. , Neverthe-
less, there has been fairly widespread favorable reaction in Asian countries
to the agreement to provide a steel mill for India, which capitalizes on
the desire fcrrapid industrialization which most of these countries consider
essential for prestige as well as increased output. Moreover, Soviet aid
has achieved a considerable propaganda impact in Indonesia and may be the
opening wedge for further bloc penetration in that country.

In the case of Communist China, which is itself short of technicians
and capital equipment, there is no evidence of any offers to provide tech-
nical assistance or credits to any of the free Asian countries. Delegations
from the lai.ter countries, including businessmen, government officials and
labor leaders, have been ir:ited to inspect various Chinese industrial
plants and projects in rural areas, but none of these missions appear to have
represented a serious effort to furnish technical advice. China has, on
the other hand, provided a substantial number of scholarships for students
of Chinese descent living in other Asian countries. However, this program
appears to be one of repatriation -- or possibly training of political
agents -- and does not have the objective of educating technicians who would
return to assist in the development of another country. In a number of the
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free Asian countries it is even questionable whether reentry of such
trainees would be permitted in view of the danger that they would engage
in subversive activities.

According to a recent NCNA report, there are close to a thousand
foreien students studying in Communist China. They came from the Soviet bloc
countries, Finland, India, and Indonesia. It is not entirely clear whether
the majority of the Asian students are studying technical subjects or
Chinese literature, history and art.

B. Prospects for the Future 

Since economic deterioration in free Asia is favorable to the exten-
sion of Communist influence, the Communists have little to lose by providing
some aid in specific cases so long as economic conditions fail to improve.
Frcm a position which carries no responsibility, the bloc can merely con-
tinue to exploit grievancas while relying mainly on its usual prescriptions
involving se l.ering of ties with the West -- removal of US bases, and termi-
nation of Western trade controls or aid programs -- and substitution of
appropriate ties with the bloc. Thus, despite the recent increase in Soviet
activities of a technical assistance nature and the capability of the USSR
and satellites to expand such assistance somewhat, there is no basis for
predicting that a large scale program can or will be offered to free Asia
in the near future. To the extent that trained personnel or capital equip-
ment can be spread in the more advanced areas of the bloc, they will for
some years be badly needed in the less developed areas, particularly in
Communist CI:1.mo. This is not to say that some increase in trade concessions
may not occur or that technical assistance and zedits for capital goods
may not be stepped up on a selective basis to meet particular Soviet internal
or foreign policy objectives (e.g. to acquire commodities needed within the
bloc, encourage Asian neutralism, etc.). Such developments are, in fact,
likely as part of an overall effort to lend plausibility to bloc propaganda
for peaceful coexistence and to strengthen the hand of local Communist
groups which, under the new political stzeteey, are attempting to establish
united fronts with non-Communists. The likelihood of Soviet assistance
would be enhanced in cases where repayment could be made in food or other
consumer goods, or strategic raw materials which are in short supply in the
USSR. 	 ng circums # 1nces, even a limited amount of widely publi-
cized blc,_ icularly the industrial field, poses a threat to
Western intere.us which is far out of proportion to the amounts of money
involved or the additions to output which might follow.

Soviet-satellite economic penetration has already reached dangerous
proportions in Afghanistan. While bloc success has been very limited in the
rest of non-Communist Asia, political and propaganda gains in Indonesia as
a result of credits and technical assistance cannot be writted off as negli-
gible. Several other Asian countries might be receptive to new Soviet trade
or aid offers which they felt would accelerate development. This would
apply particularly, thou3h not exclusively, to countries which have adopted
a strong neutralist position. If Soviet aid should actually be expanded
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materially, the bloc would be able to make significant propaganda gains

as in Indonesia, and could strengthen the position of internal leftist
groups.

The prospects of any significant contributions of aid from Communist
China to the free Asian countries appear remote since per capita output in
China is still close to the level of the most backward countries in the
world. Internal capital requirements will for years remain far in exceas of
available domestic resources. Levels of technical skil l are in General no
further advanced than in the rest of Asia and the smal l corps of trained
technicians will continue to be at a premium for internal developmen t. More-
over, even if Communist China had greater capabilities forprovidin g aid,
there is serious question whether a number of the free Asian countri es would
be willing to accept any siGnificant number of technicians..
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A few instances of the use of trade tactics (e.g. sales belOW -
prevailing:. prices) to finance the Communist party of India . have . been
revealed,. but the total extent of such operations is not. known.

It is of some intereet that Satellite countries and Cormandst China
have • elso included both the provision of new trade-missions . ..and some	 .
reference to technical aid in their latest trade agreements with India.
As :result, a:number of Satellite trade delegations .have appeared in
India in 1954 making .speeches and advertising. their ...products. ;Despite
all:this, Indian :trade with the Soviet .bloc in,1954 remained at close
to the 1953 level, which was the :lowest in the post .:wer period. .

• ;	 •	 .	 .,	 -.	 •	 .	 . •
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C. Prospects for Future Trade
.	 .South Asian countries are quite willing to accept cominodities

from Soviet Russia, China and Satellites provided, they are offered on
continuous basis and on favorable' terms.' USSR, Chinese and Satellite
trade expansion in the South Asia s ....~..depends largely on their ability
and willingness tO coMpete.witii . .other nations established in this market..	 •
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Any significant exp. ariaion, Of bloc trade with India would involve
the usual difficulties any neircimter faces in attempting to enter an
established market on a couipetitiVe yeeis. On toil of this is a lack; of
confidence of the Indian importer as to the dependability of the bloc
as a continuing source of su-pPly'partieitiarly regarding. the provision
of Spars parte and. training in, the lige of equipment. Finally and most
important, there is no evidence up to now that the bloc is prepared:to'.
alIocite i a-sufficient-Volume. of industrial. machinery to support a.significant
export' 'drive for thnd.ian.marleet:	 •-•


