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S;ECRET

The scope for developing Trade Rele:tions with
U.S.S.li. And the possibility of U.S.S.u. build-
ing a tr act or fact ory in India.

The Problem:

This note is an attempt to p"'ove that lately thel"e
has been such a vital change in the Soviet appr-oach to WOI'ld-
politics and to India, in pat'ticular, that in the existing
s't at e of affai,:,s t.aer e is an unprecedented scope for deve-
loping ou- ""elations with U.S.S.R. and that by doing so we
can ourselves benefit a lot. It is therefore necessary
to study the nature, cha"'acte'" and the extent of the change
that has come ove» Soviet politics, and against this general
backgvound to study the scope for the development of Indo-
Soviet "'elations in order to see how far we can develop
them to out' advantage.

The Old Soviet Approach:

2. Till lately the Soviet stand was to flirt with
countries of its ownblock and to condemnwith a varying
degree of emphasis, all the non-communist OJ untries of the
world. In the Soviet press the general line was to show up L
how, in those countries, prices were falling, how the
standard of living was going up in the Soviet Union and
how everything was leading the people to g"'eater and g'l"eate'!"
happiness. No mention was ever made of' the difficulties,
shortcomings or the mistakes made her-e, On the othel:' hand
the reports about non-communist countries alwalfs tended to
bring out strikes, disorders, unemployment, inc .•.eases in
the cost of living which tended to make out how life was
becoming more and mo"'eintolerable for the masses. Thus
news about India was confined to st",ikes, disorders, p0lice-
fi~ings, demonst"'ations by the unemployed etc. and on the
whole t he Indian Government WaSdescribed as a bourgeois
government.

Stalin and the Change:

3. Wha.teve.•.•may have been the motives for following
this policy, in fact it merely pinprioked other Governments,
annoyed. them, made them feel that it was impossible to deal
with the Soviet Gove"'nmentand the"'eby tended to isolate the
Soviet Union. This policy made U.S.S.R. withdraw into its
own shell. Howfar Stalin himself was responsible for this
overall app.•.•each to things, is a matter of speculation.
The fact r-emaansthat in the new atmosphere er-eated since
Stalin's death all these matters have undergone a r-add.oa'L
change.

The NewApproach.:

4. The new appr-oach which is now being persistently
developed is fa .•.mO'l"'ep.•.•actical and businesslike. In the
new concept of things a diffe1"ence is made between ideology
and business. On ideological gr-ounds the Soviet Government,
as ever- bef'or e , feels that none except the revolutionary
communist gove""nments can bring real happiness to the masses.
They likewise believe that all roads lead to Communism.
That rema..illSexactly the same as before. But the change
which has now come over is that the Soviet Government is
now p.•.•epar-ed,
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(L) to deal with these "doomed states" in a practical
and businesslike way,

(ii) to develop relations with them in all spher-es,
political, commercial and cultu""al on the basis
of mutual advan1iage, and

(iii) inspite of the existing limitations, to seek their
co-eope r-atLon in international affai""s to the
extent possible.

5. The tendency now is to make the best of the
relations with other countries of the world, regardless Of
their political cha.,..acter 0"" colour.

Emphasis on Trade '1elations:

6. It is because of this new approach to world affairs
that the Soviet Union has entered into trade pacts with mSlY
countries including India. There are other indications
also which point to the keenness to develop trade relations.
At the session Of the Economic Commission on Europe, held
in Geneva in ~~rch 1954,.the Soviet delegates evinced keen
interest in developing East-West Trade.

7. Moreover a large number of British businessmen
have lately visited Moscowand there are reports to the
effect that deals to the tune of £.400 million sterling
are under negotiation.

8. It must be said by way of elucidation that in the
past the negotiations for a trade-pact with the Soviet Union
did not lead anywhe""ebecause the Soviet Union was ve'1'!yrigid
in its approach and wanted to have a trade pact entirely on
its ownterms. They preferred to go without a pact yoatl1er
than to yield ani be accommodating. Now,however, they were
not merely keen to have a trade pact with us but were prepa.,..ed
to offer acceptable terms, on the basis of which it was
possible to conclude a trade agreement with them. It is
significant that though they had been taJ.king about it for
a long time, yet now for the first time they have actually
recognised the Rupee as an international cur-r-enoy, This
is a very significant indication. The Indo-Soviet Trade
Agreement is so designed as to attraot the attention of
other countries of South East Asia" It may be added that
these developments should be seen not in isolation from the
gene-af background as explained above but in the light of it.

Flexib:i)ity in Foreign Aff~;

9. In Foreign Affairs also the behaviour of the Soviet
Government in general, and particularly in r-egard to the
Korean problem and later at the Berlin Conference shows that
the Soviet attitude is now far mer-eflexible and businesslike
than eve'" before.

10. In 1953 the Soviet Gove""nmentannounced its decision
to participate, to the extent of fOUT"million Roubles, in the
scheme of United Nations Economic and Social Council for
rendering technical aid to under-developed countries.

Cultural Relations:

110 In cultural matters also the recent trends are to
put an end to isolation. Recently the French Comedie

~","~rr;r~ ~ ,:~ ~"-<-f
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Francaise was invited to visit the U.S.S .R.. and perhaps, fo.!"
the first time, a "bourgeois foreign theatre" performed in
the Soviet Union before admiring aUdiences. It is likely
that a Shakespearian Tb.eat"'e from England ma;v also be invited.
Similarly we may see an Indian dance ensemble in Mosoowthis
Summer.

12. All these facts lead to the conclusion that though
the faith in the World revolution persists as before, yet
now the Soviet Government is anxious not to give needless
pinpricks to other powe"'s and is keen to develop relations
with them in a practical businesslike way on the basis of
mutual advantage. In order to achieve t his end its ways
and outlook ar e fa"!"more flexible and accommodating than
ever ber o--e,

~ttitude towards India:

13. As seen against this baokground it will be clear
that the Soviet Union is now inte"!"ested in developing rela-
tions with India also. The first indication of this new
attitude was when all tenientious propaganda against India
was stopped. All references to strikes, police firings on
demonstrators, increase in prices etc. were given up.
Der-ogatory "'efe-rences to the Gove.,.nmentof India wer'e also
stopped.

Pronouncements by MaJ.enkovani Molotov:

14. 1\,11". Malenkov gave the lead when, in August 1953,
while speaking in the Supreme Soviet, he went out of his
way to pa;y a handsome tribute to India's peace efforts a:J. d
to the leading part which she played in the Ko,..eanp,..oblem.
At the Be.,.lin Conference ~~. Molotov followed it by another
en Inplimentary "'eference to our- Pr-Lmel¥Iinistel' and to India's
foreign policyo Then again in March 1954 in a pre-election
speech M.,..Malenkov made anothe'" complimentary "'efe,..ence to
India and to the policy which was being followed by the
Indian Governmento These are the clearest and most definite
indications of the Soviet Government's concern and desire
to seek India's co-operation and to develop "'elations wnh
he,... Such 1"'ema1"ksare never- made in tbis country by .
accident. The leade"'s do not ever open their mouths except
to enunciate a policy which has been approved of by the
Gove-rnmentani the Pa'!'ty.

India's SPecial Status:

15. The r-eaeons which liVe p--ompted the·Soviet Government
to reo.,.ientate its relations with India are not far to seek.
India's geog"'aphical situation, he1'"man-power resources,
her pl'estige as a new power in the East, the stature and
the influence which Prime Minister Nehru wields ar-e all facto,.s
which have prompted the Soviet Government to put her relations
with India on a special footing.

Soviet ~te"'est in ~oldness ani Independence of India's
Policies:

16. The most impo.,.tant factor, which the Soviet Govern-
ment values above everything else, is India's boldness and
fi,..mness in nefusing to play second fiddle to any power.
including Ame.,.ioa. In view of Pakistan having fallen into
the Ame.,.idanlap the SOViet union has to lean on India and
the"'efo"'e it is in Soviet Union's own inte"'ests to encourage
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India in evc-y possible wa:! to continue to strike Ell inde-
pendent line. All the complimentaroy references to India
by 1,1'1". Molotov and 1\:,... Malenkov ar-e meant to make India
feel that she could count on substantial Soviet suppor-t ,
Howfar this support will be available is something Which
can be deteT'mined only when this avenue is explored in a
concr-ef e wayo

Important Ba"r'gaining Point in India's Favour.:

17. Thus it will be seen that it is in the Soviet
Union's own Lrrter-eet s to help India so that India's weight
may be felt mer-eand mor-ein wor-Ldaffair's. Therefore
tl::l.eSoviet Government cannot affor'd to turn a deaf ear to
any reasonable requests from our side for help and assis-
tance. This is a singularly important facto'" Which gives
us tremendous advantage and a bargaining point in au'!"
dealings with the Soviet Union.

Limitations on Soviet Assistance:

180 It would be naive to expect all out help to India;
that is reserved only for the countries which belong to the
Soviet camp. The commitments of the Soviet Union in China
and in oourrtr-Les of Eas'ter-n Eur'ope are so vast that perhaps
the Soviet Union will not be in,a position to "'ende'" l~ge-
scale aid to India. Mo"'eoverfrom ou,.. side we would be
the last to tell them that either' they help ua or- we would
go the Pakistan way; that will be t"'eated as blackmail
m d will not cut any ice 0

Actual Possibilities:

19. What can be done is to develop t'!"ade 'l'elations
and to extend the scope of the t'l'ade agr'eement. There are
many things in which the Soviet Union is inte"'ested in
trading in the normal way. In India's case, fo'" th~reasons
stated above, the Soviet Government is likely to make substa.tl":;';\";
t:ial concessions. The situation is such that we are in a
position to take advantage of it. Weshould implement
the Tr'ade .ttg",eememnot in a r-outi.ne and casual wa:! but
should all the time tr'Y to exp.Lore and develop its scope
to ou~ maximumadvantage.

Need fo~ E;plorato'l"Y Work:

20. The situation is so dynamic and full of possibilities
that it will be wo'r'thwmle making some bold explo.,.atory work.
At the dinner given by the Ambassador on the occasion of the
signing,~f the Indo-Soviet T~ade Agreement (.,.eported in our

/; letter' :fto. SU-TECH/53dated the 29th Decamber 1953), Mr.
Iiovikov, the Head of the South East Asia Division of the
Fo"'eign Office, said that the Soviet Union had recently
built a steel plant in China and that t.ner-e was no reason
why a similar plant could not be put up in India. ~ong
other things he said also that the Soviet Union was p'l'epa'l'ed
to r-ender- aid to under-developed count'l'ies both within the
framework of the united Nations and by special ag~eement even
outside it.

T"'acto'" Facto.,.y:

21. In view of the above it would be useful to explo"'e
the possibility of the Soviet Union building a tractor factory
fo'" India. Such a plant would be immensely useful to our
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agricultu1:'eo Wecould :pay for the factory on a long term
basis from OUrno.••mal t ...ade expoz-ts • If it meets with the
app'!'oval of the Gove":'Dmentof India, the Ambassado.,.could
.,.aise this issue with the Soviet Government here. If the
Soviet Gover-nmerrtresponds favourably then the matter' could
be worked out in its details by experts f .••omboth sides.
It is obvious that in a matter like this it is we Whomust
take the initiative and explo"'e the situation in conor-ete
te .••ms ,

22. Since the forces at work make it imperative fo'!"
the Soviet Union to be c8'r'eful with India, it is ext1"'emely
likely that the Soviet Union will be interested in giving
us such terms and conditions as will be mutually advanta-
geous to both sides. If they want to help, they will help
in a practical w~ and their prices and te!'lIlS will be com-
petitive. Weneed not assume that the Soviet te'l"IDSwill
necessarily be difficult or impossible.

Our Interests:

23. Perhaps from our point of view also it will be a
good thing to develop our relations with the U.S.S."1.. with-
out getting politically involved in any way. If in this
way we could speed up our development pr'ogramme, it would be
a valuable oorrtr-Lbut Lon to the well-being of our- people.

Diplomatic p.-.essu'~eon Weste"'n Count'l"ies:

24. Mo"'eove'~the development of trade and othe,.. "'ela-
tions with the U.S.S.~. will have one more beneficial effect
in so far as it will exe~cise a healthy diplomatic p~essu~e
on the Weste"'n powe~s. It will make them feel that if we
ecnst.de» it to be to OU~ advantage we shall not be squeamish
in d<'aling With the Soviet Union. $1.sthe Weste!'n powers,
pa.••ticula,..ly Ame~ica, a"'e interested L~ discou~aging the
g~owth of ~elatiQ1S between the U.S.S.l.. and other count:r-ies
they will have to pay move heed to au.•.needs and re9.ui"'ements.
This will the-roefo"'e give US a g,..eater bar-gsd.m.ngpower vis-
a-vis Weste~n powe"'s. Othe~wise if our "'elations with
U.S.S.q. remain casual, the Western power-s will feel that
no matter what India may say 0'" occasionally do, yet when it
comes to anything conor et e "she will haveiin come to ustl• This
attitude will natu"'ally make them talk and 1E have on thei~
ownterms 0

Conclusion:

25. Thus it may be said in conclusion that the eXisting
circumstances ave extremely favourable for us. In future
they may be mor-e01"may be less favourable than at the pr'esent
time. Neve~theless, the existing state of affai~s is un-
pr-acedetrt ed and therefore the situation must be seized and
taken full advantage of 0 There is ample scope fo~ the deve-
lonment of t-roade1"elations which, against the bac~ound of
the pr-eaerrt international situation, will allow us to extr'act
substantial benefits and concessions f'r-om the Soviet Gove:r-n-
ment, These concessions may be so substantial that they may
help us app"'eciably in the exewtion of OU1'"development
p...og"'ammes. The chances of a deal in a t~acto~ factory
appear b""ight.

26. What exact ly we should ask fo~ is a matt e~ which
the Planning Commission, aided by expe~ts, will be in a
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position to decide. lVhethe~we should ask fo~ a t~acto~
facto~y, 0'" a steel plant or' an oil ~efiner'Y or a machine
tool factory is a matter of detail which can best be decided
by exper-ts in Delhi, in keeping with our immediate and long-
te"'m r-equt--eraerrt e ,

27. Should the Government decide to accept the sugges-
tion of our taking initiative in these matt er-e , we should act
with good speed and at the highest level as explainecl above ,
It may be stressed that the p"'esent ove".all situation is
extr-emely favou"'able to India, and that it would be a great
pity if it we"'e to go unexplored.

(P.N. KAUL)
Second Secr'eta~y.



ShriP.N.Kaul of the of India, Moscow,has prepared a note

containing an analysis of th~ latest trends in So~.et policy, pa~ticularly
• _ - ! has

v1-S-a-vis USSii's r e.lat ions v.(ith India, and against the background of such trencfs,L

made certain suggestions co~cerning the extent and direction of assistance that

the Soviet Union could give itowards India's development. In particular, he has

mentioned the establishment IOfa tractor factory in India with Soviet assistance.

In this note Shlr; Kaul has st at ed ' t.hat under the new approach, which is being

consistently developed in t~ USSrt,a difference is being made between ideology

and business. The tendency lis to make the best of relations with other countries

of the world, regardless of ,their political ch3racter or colour. The Soviet
new

attitude in foreign affairs lis lar more flexible and businesslike. As seen
. I

I

agaLnst, this background, it Iwill be. clear t.hat the Soviet Union is interested in

developing relations with IJdia also. I'her'e have been very complimentary

r-ef'ezences to India by Malelilkovani Molotov in some of their Lmpor-t.ant, speeches.

The most important factor which the Soviet Govt. values most is India's

independent policy in intenhational affairs and its r-ef'usaL to play second fiddle

to any power including Amer Lca,

Mr.KauI is of the optnto-i that the existing circumstances are extremely

favourable to us, the ai t.uacLon is unpreceden~nd we should not fail to seize it
I

and take advantage of it. Whatexactly h>eshould ask for is a mat.ter- which the

Planning Commission, aided Py experts, will be in a position to decide. \Vhether

we should ask for a t.ractorl factory, cr a steel plant or an eil rennery or a

machine tool f'act.ory is a matter of decai L which can. best be decided by experts

in Delhi, in .keepi.ngwith o~r immediate am loIig-term requirements.

Mr. Kaul haa drawn atteption to the fact that the Soviet Union has placed
i

4 million roubles at tee disposal of the Economic and Social Council of the U.N.

fell' technical ass i.st,",nce tol under-developed count.eies. He has recom'1lendedthat·

we should Imp.Iemenc the rra~e Agreement with the U;3Sliwith a view to explore and
Idevelop its scope LO our maxirnumadvantage. He has also sug;ested tha 'C we should
i

exploi'e the possibility of the Soviet Union bui Idi.ng a trc.ctor factory for India

and has stated that we coulji pay for it on a Long term basis from ~ur normal

tr ade exports.

In forw~'ding this no~e, Shri K.P.S. Menonhas answered two quesGions

that genei'ally arise in on~ls mind in this connect.Ion, viz., whether this will
i
i

not affect the flow of aid (from too West'3rncountries and whethe t: , from the ,
I



the po i.rrc of view of internal se cur iby , it is safe to h.rve too friendly

r eLat i ons with a Communist State, of which the ultimate objective is woi'ld

revolutLon. With rega<d to the first question, he st5tes that the U.S.

aid is no t given in any sp.ir l t of altruism but out of cold-blooded self-

interest. Indeed, a lit~le Soviet competition will induce the USAto ba

Les s gl'udging in its proffers of technical and Lnduat.r-i a I assistance. As

1'egardo the second, he has st ut ed that the Soviet Govt , is new genuimly

reconciled to ~he possibility, and indeed the need of rival systems of

political economy for an Lr.defi.rri t.e period.

This nete und Shri K.P.S.Menonls letter were circulated to the

Ninist.cies conce rre d for their comment.s, which are sunnnar.ised below.,;)
U MINISTJiY OF FHUNCE

We h~ve already decided to take ~dvantage of ~he 4 million roubles

which the Soviet Union has pLsc ed at the di s pos..L of the U.N. Technical

Assistance Board and have placed a r-eques t, lor supuly of experts,

provision of training facilities, etc.

If it is the intention that we shou Id fi:ianc<3 any pro je ct set up with

t he a es is tance of the USS,i out of our normal trade export earnir;,gs, it is
'.' ~

not 'aid' in the sense in whichLunderstand the word.

We have made special efforts to liberalise the visa policy townrds

riuss i an nationals in order to heLp trade. "Teare .naki.ng specia 1 efforts

to recl~uit fl.ussian technicians through the U.N. TJ.P.

Col l.abor-at.aon in "the indus trial field is not easy to achieve unless ther-e

is substantial t.r ade , Unless liussiah tractors prove to be popular in India,

it 'NO u.ld be unwi se and ri sky to set up a factory in co}Labor-. tion with

,ius3ioms •. Then again the~hel' cons ider-a t.i ona , no t. x.he least .import.ant

beLug "hat 'ere would pre I'er to deve Lcp a tra ct.or which woud make use of one

of the automobile engines aLr-eady on the manufacturing pr'ogr'amre in Lndia ,

In other words , it is not easy toJwidenc.re field ef industrial coLl.abora t ion

overnight and it is bound to be a gradual development. He are, however, doing

everything possible to help ~his ~rocess.

On our pa.rt, we have seen no serious objection to our developing economic

r eIat ione with the Soviet Union on a wider scale. But so far no concre te

results have emerged from the trade agreement. U3S,{' s frade Repl'eseritatives

•



•
in this country a.'6 eager td sell a variety of goods, hut we are not. sure ..•hethe .:,

I

fro;;; too quality and pr i ce dniTles, some of chese g d a" t.i.t i_ '1 ~- .:> ., G ~.:> ' 00 S Ie comne 1 :!.ve.
I

however, given them avery pqssible facility.
!

We have,

\'1e should, hcwever , lik4 t a add that in OUe'jUdgment.che USSll. have not shown
I

any particular eagerriess LO I€p out of the wc:yto help us. Weneed not, therefore
I

be unduly optimistic or hopeful.

It. is cur impress Lon th~t at present the USS~

machinery on credit o~bn b~~~Sof pa;nnents spread

are not interested in selling

over a large number of years.

Mostly they a"'e interested :j.n cash payments.
i

It. is possible aftei" out Industrial Delegation hao studied the situation on

the spot, we may be in a position to f'ormu.lnte proposals for taking advant-age of

USSR' s pr asent f'avourabLe dtSpOSition.

HINI3NY OF NJt & Sit (SHjI 3~S.BWTNr\G'd.)

I dont see any need of ~ direct aid from H.ussia, but if the Russian mometpry,,
cont-rLbutLon to UNESCO or U~O is limited to India's deveLopne nt., I shall like to

have it. from UJ.I;"ESCO for our] National Labor"tories or national deveLopmerrt., We

shall be gIed tc collaborate "ith them in exchange of research personnel if that
I

is possible.
I

l-ITNIST"'iY OF FWD AND AGiUCUt_TU3E

At. present the requi.rement.s of tractors in India are 0 f two categcrie s, one
\

is the large tractor !"3quL'~d for land r-ecLarnatIon am heavy earth work 'on various
I

river valley and 'other proj~cts. The number of tractors required for this

purpose per year , however, ris not Likel.y to be large and would net justify the

setting up of a factory. 'fjheother type of requirement is for cultivation

purposes. Here the t.ract.oris needed vli.ry conslderab Iy in power and performance.
,

I'her e are as nany as 35 dUlfei'ent types and models at present. in the country.

It is, t.herefore, doubtful iif any one factory can produce tractors of all these

categorie s ,

It is difficult to say [whet.her tractor cultivation is likely to go on in
i
I

India on any consIder ab.Ie ~c~le. ':Ie are doubtful if any Lar-gescale development
I ',

of cultivat.::rs or'gani.si.ng ~he.;j3(,lvesinto cooperatives is likely in the ne.."r

f'u't ur e •

On these facl;,s, we ar-e101' the view that ~t be possible to run a pure and
I

simple tra ctor factory, It such a factory can be linked up wi tht.he manufa¢t-\.l,I"e

I
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manufa.c t.ure of tanks , the pos ition mig,ht be different. Wehave, however ,

an open mind on the subje ct and a1'3 prepared to discuss this with the

Yrinistries of C. & I. and Defence.

MINISTrlY CF HOlliE AFF'ALtS

We feel trot the question of developing economic reh tions vlUh the

Soviet Union is a natter of policy. If the !'lnistries conce r ned consider

that the e st.ab Li shmerrt of a tractor factory is in too interests of tm

development of L~3 country, we should naturally haye no objection.

MINI3'rrl.Y~OF IiLLIGATION AND POWEii (SHliI KAN11'gRSAIN)

The following suggestions are made regarding the possibility of aid

that we can get for our Ministry:-

i) Obtaining dussian publications costing about Hs.40,OOO.

ii) One set of instruments used in hydrolo~,measurement of stresses in
struct,~es and laborator~y equi~a~nt costing about 2 lakhs of rupees.

iii) Study of technical features of the dussian River Valley Projects by
a team of Indian engineers, costing about ds.60,ooO.

PUNNING COMlIJ:3S1 cr.

As regards the specific items 'auggest ed for development with assistance

frcm the USS~, our views and com~ents are as follows:-

Tractor Fact.or'y s Hi.nduatan Motors have alre:c,dy been given a licence to
m.muf'e ct.ur'e tracters and a chance must be given to them
to show what . the y could do. The.ce is not likely to be
scope at present f'or- two units fcr manufacturing t'ractcrs.

steel Plant: This has aLready been decided.

Oil definery: rhere is a proposal under consideration for a synthetic
petrol project bUL not for another oil refinery in
addition to the three already p.lan.ied , two of which are
in process of construction.

~lachine Tool
Factory:

It would not be advisable for Golft. to put up another
machine tool f:ictory.

Before fo"mulating a final view, we should consult the Lndust.r ie : Delegation

that, recently went to lussia. Also, we should wait till ',[e have had our contact

wi th the team of l~ussian experts that is coming shcr t.Ly in conne ct Lon with steel

projecL.

NINISNY CF P;WJUCTICN.

With the dec ls Lon L'eg'"rdihg di scuss i.ons with the rlussians about, their steel

of'f'e r , it is no longer ne ce s sar-y to discuss the basic point of our Ambassador,

narneIy , t.hs L it '...ould be entirely consistent with our foreign policy to deve Lcp

economic celations with the Soviet Un.i.onin a more concrete manner- it is

accepted policy.

•

f
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