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ITALIAN AND FRENCH STRUGGLE AGAINST COMMUNISM

Conditions in France and Italy have now reached a roint where
the struggle between Communist and non-Communist forces appears to
have entered a decisive stage, In France Sociallist Premier Ramadier
is courageously attempting the experiment of governing with the Com-
munists in opposition. In Italy Premier de Gasperi's coalition cab~
inet last week resigned in the face of a desperate financial crisis,
declining public confidence in the government and unremitting Com-
munist attacks on the roderate parties. The anti-Communist forces
in Italy are apprehensive over following the "Ramadier experiment®
since they are still fearful of the Communists and the degree of dis-
order which the Communists might foment if excluded from government
participation, De Gesperi's Christian Democratd, hokever, have appar-
ently decided that they can no longer afford to shoulder the major
responsibility for Italy's critical conditlons, with the Communists
remaining in the government and sabotaging the efforts of the Christian
Democrats to improve conditions. Charged by the Communists with hav-
ing placed undue reliance on western support while antagonizing the
USSR, and accused by almost everybody of having failed to solve ltaly's
urgent problems, the Christian Democrats have steadily lost ground
while the Communists have prospered mightily. In resigning de Gasperi
appesrs to hope for a broader coalitionm, which will spread responsi-
bility and reduce the number of portfoliocs in the hands of the Com-
murists, or else for a government excluding the Communists.

Factors in Italian Crisis., The immediate issue which produced
the fall of the de Gasperi government was the financial crisis marked
by a budget deficit of over 600 billion lire and by general loss of
confidence in the future of the lira. Campilli, Italy's able Minister
of the Treasury, has admitted that all the measures which he had adopted
to restore confidence in the lira had failed and he has expressed the
opinion that the only remedy which now exists 1s the importation of con-
sumer goods on a vast scale, Beneath the financiael crisis, however,
lies a fundamental lack of confidence in the government, based on sev-
eral factors in Itelian political life since the end of the war, The
governments since Liberation have been hampered by the sharply competing
philosophies of the parties composing them. The earliest governments
had .only ‘token autherity during military operations. Since the trans-
fer of full responsibility to the Italians, elections, the institutional
question, and especially the peace treaty have monopolized the attentlon
of the government and politiciens. Party strife and arbitions have
resulted in unworkable ministerisl organization, and incompetence and
inexperience have resulted from the inevitable epuration of many indi-
viduals trained in government who were Fascists and from peying off
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obligations to members of the resistance with political positions,
The largest factor, however, is the fact that the Communists have
used their participation in the government to infiltrate every state
administrative organization and to sebotage every effort toward the
effective solution of Italy's problems.

Communist Successes., An indication of the advance of the Com-
munists in Italy is that their reported membership increased from
1,708,000 to 2,166,000 in 1946. With their Socialist allies they
have gained control of the municipal governments in Genoa, Turin,
Milan, Florence, Bologna., Last month they won a plurality in the
provincial elections in Sieily, the most conservative region of Italy,
obtaining 24% of the vote as compared with 7.9% in June, 1946. They
confidently expect to consolidate their grip on the labor movement,
having elected 704 of the delegates to the Convention of the Labor
Federation being held next month. The measure of thelr success is
reflected by a greater display of confidence, a growing intransigence
on important issues, more open use of intimidatidn and increasing
threats of resort to violence if necessary to gain their ends.

"The Ramadier Experiment." In France, vwhere Fremier Ramadier
has taken & firm stand against the Communists, the situation appears
somewhat more favorable than in Italy. The party composition ofthe
present government appears to be, under existing pelitical conditions,
the best that could be hoped for. It excludes both the Communists on
the extreme left and reactionary elemente on the right, and it com-
bines the fundamentally democratic forces of the center and left which
gtill command the support of the French Farliament and people desrite
a general public feeling of disillusionment with government fumbling
and incoherence. Furthermore, its component elements are oriented
toward us through a mutual belief in liberty and human decency and
through deep fear and distrust of ruthless Soviet imperialism, Fin-
ally, there is the extremely important fact that the government 1s
egsentially Socialist and is headed by a Sociaslist. It therefore has
the support of substantial elements of the vital trade union movement
and if it succeeds, it will unquestionably gain increased working class

support.,

Communists Move Cautiously.. Since the formation of the Ramadier
Government the Communists have been acting with great circumspection,
and they are not expected in the near future to resort to exireme
sction such as a general strike. Such a move would force the Sociel-

i sts“further away from them, would lay them open to charges of crippling
French economic recovery solely for their own political ends, and might
well throw resl support to de Gaulle, Vhile they sre trying to intimi-
date the government by threatening a general strike, this threat appears
lese "frightening" than it was a year ago. Some observers who were con-
vinced a year asgo that the Communists were in a position to paralyze

the nationel economy by stopping all essential industries and trans-
port now seriously question whether the Communists would be able to
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carry out an effective general strike for more than several days at
the most. However, beneath the surface, the Communists are doing
everything rossible to torpedo the Ramadier government. Through their
domination of labor they sppear to be using tactics of limited sabo-
tage of production. There have been a series of individual "spon-
taneous" strikes, which have no sooner been settled than others cropped
up elsewhere to take their place. The Communists have also cleverly
sterped up the tempo of their propaganda against the government policy
of & strictly controlled economy, thereby capitalizing on the wide-
spread resentment among all classes in France against fumbling, red-
tape and the plethora of government controls and regulations,

Critical Economic Problems = It is in our very real interest for
the Ramadier government to succeed. To do so it will need continued
courage as well as shrewdness and luck, and it may at some point need
outside support. It must maintain its cohesion despite internal dif-
ferences on economic policies and continued Communist sniping. Ramadier
is faced with critical economic problems which must bé held to manage-
sble proportions if the economic and political situatlon is not seri-
ously to deteriorate., The hardship in the conditions of life of the
average worker and salaried employee inevitably causes discontent and
makes them vulnerable to exploitation by the Communists. Lack of coal
and low labor productivity both tend to retard expansion of industrial
end agricultural production, which is irperative. An ever present
threat of an uncontrolled inflationary spiral, which ls very likely to
occur unless the wage level is held and productlon increased, hangs
over the government. Among the most acute problems is the food short-
age, which had led to a reduction in the bread ration and a natural
deterioration in morale., Ramadier is fighting hard to svoid a further

reduction.

Consequences of Feilure. The consequences of a failure of the
Ramadier Governmen: on both the French internal and the international
situastion would be extremely grave. There is a serious division in
the Socialist party on the questlon of participating in, let alomne lead-
ing, a government without the Communists. If Ramedier's Government
fails, the strong left-wing opposition to the policy of the present
leadership will be greatly reinforced, and it is almost certain that in
such an event the Socialist left-wing would take over direction of the
party. In addition, the fall of the Ramadier Government would almost
inevitably weaken the newly forged tles w''ich at the moment link the
forces of the center and left in the present goveroment. But the major
disaster attending collapse of the government would be the division of
France into two hostile extremist camps -- the Commmists on the one
side and de Gaulle on the other -- with an inevitable struggle to the

finish between them.
SETTLEVENT OF SOVIET NATIONALS IN EASTERN EUROPEAN AREAS
One Kremlin method of ensuring'continued control over Eastern Europe

apparently
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apparently involvea extensive colonization by Soviet citizens of
certain politically strategic areas. 4 substantial number of Soviet
families are being settled in eastern Germany and Austria, along the
Black Sea Coast of Rumania, and in Bulgaria.

In Germany an estimated 300,000 Soviet nationals are being dis-
persed through the Folish-administered territories of Pomerania and
Silesia. In Austria the settlers generally have occupied the farms
along the Austro-Hungarian border; in Rumania and Bulgaria settlement
has taken place principally in the coastal areas. Soviet nationals
now constitute approximately half of Constanza's population of 100,000
in Bulgaria they now reportedly number 65,000 and may eventually total
200,000. : :

Especially significant is the geographic pattern which the coloni-
zation is following. In Germany and Austria the effect has beenthe
establishment of an ideologically and ethnically solid population-barrier
against the West. The settlements in Austria, moreovar, form a Slavic
corridor connecting the Slavic peoples of Czechoslovakia and Yugoslavia
and separating the non-Slavic inhabitants of Austria and Hungary. 1In
Rumenia and Bulgaria, a bridge of Soviet nationals is being built in
the direction of the Turkish straits, serving at the same time to cut
of f the natives of those countries from access to the Black Sea.

In addition to their more or less passive function of serving the
Kremlin as ethnic barriers and bridges in vital areas, these settlers
are in a position actively to promote Soviet purposes: (1) by joining
with local communists in the formation of pro-Soviet underground organi-
zations -- such organizations are already in existence in Austria end
Rumanis and are being armed and equipped by Soviet occupation commanders;
{2) by forming political pressure groups which would seek to persuade
local governments to follow pro-Soviet policies or would demand "plebls-
cites" either on "independence® or on incorporation of their areas into
the USSR; (3) by creating "incidents" which would serve as pretexts for
armed Soviet intervention in the "protection" of Soviet nationals.

PROSPECTS FOR DUTCH USE OF FORCE IN NEI

The rapid deterioration of Dutch-Indonesian Republic relations in
the Netherlands East Indies and the widening area of disagreement which
has developed in the two months since the signing of the Linggadjatl
Agreement have greatly increased the possibility that the Dutch will
soon use force to break the deadlock in negotiations. Although Dutch
military operations against the Republic might be successful in their
initial phases, hostilities would degenerate into bitter, protracted
guerrilla warfare, which would eliminate the possibility of achieving
a peaceful solution for many years. This state of affairs would give
further encouragement to the growth of anti-Western sentiment through-
out the Far East and might result in the dispute being brought before
the Security Council of the UN.

The
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The present situation arises basically from the divergence of
Dutch and Indonesian views on the degree of autonomy which the Republie
will enjoy during the interim period before the establishment of the
United States of Indonesiam. The Duteh hold that Netherlands sovereignty
shall apply over all the Indies in the interim period, while the Republic
rejects Dutch sovereignty as inapplicable to itself in view of Dutch
recognition in the Linggadjati Agreement of the de facto authority of
the Republic in Java, Madura, and Sumatra.

US Poliecy in Southeast Asla. Recognizing the importance of develop-
ments in Southeast Asia to the security and to the economic and political
interests of the United States, we have within the past fortnight instructed
our Embassies in Paris and The Hague to express to the French and the
Dutch oiir concern with the dangers which appear to us inherent in the

" situations developing in Indochina and the Netherlands East Indies re-

" gpectively. Ve have maintained that the whole future relationship be-
‘tween the western derocracies and the emergent nations of the Far East --
and in éonsequence, the character 'of these nations --"‘may be determined
by the present attitude of the metropolitan powers toward the nationalist
_movements within their colonial possessions. In particular, we have
-stressed:that developments in one country have immediate repercussions
‘throughout the area, We have stated unequivocally that we recognize the
danger g'ht the nationalist movements may take a Pan-isiatic direction
or result in the establishment of totalitarian regimes. Ve have expressed
the opinion that the interests of the western democracies and ofthe peoples
of the area can best be served by close assoclation, on.a voluntary basis,
between the peoples concerned and the western power which has tradition-
ally been responsible for their welfare and with whose customs, laws, and

languages they are familiar.

Sources:

‘Teekly Review of State Department
Weekly Summary of Central Intelligence Group
Current Economic Developments of State Department

State Department Telegrams
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COMMUNIST THREAT IN ITALY

Italian Communist leader Togliattl thls week gave
public warning that his party may abandon democratic
methods for the conguest of power and resort to violence
in 1ts efforts to overthrow Premier de Gasperi's moderate
govermment. In a meeting of partisans at Modena,
Togliattl admitted that the Communists had 30,000 well-
armed partisans at their disgosal and threatened that 1if
the government did not give "prompt Proor of its demo-
cratic spirit" the Cogmunists would "have to fight" .

The Italian Copmuniste have hitherto been following tac-
tics of “moderation", apparently confident that they
will rise to power through legal methods. The imminent
withdraval of Allied troops from Italy haa increased the
possibility of direct Communist action to seize power and
has rendered more effective other Communiet methods for
taking control of the country. Desplte Togliatti's "cell
to arme", other Communist tactics appear more likely. -
under present conditions. It may vell be that Togliatti's
statement was designed primarily to intimidate the govern-
ment. In carrying out their offensive, the Italian Com-
munists have open to them two main courses of actlon;

1) sudden overthrow of the De Gasperl Govermment by Com-
munist-sponsored armed force, following withdrawal of
Allied troops; and 2) Communist-inspired general strikes
to paralyze the important north Jtalian industrial &rea,
and thus seriously interfere with future implementation
of the program for European recovery.

Indications of Possible Direct Action - By the em-

ployment of tactics similar to ose used in Greece,

 the first course is within the realm of posaibility. Al-
though the Italian Army and Carabinlerl have some 200,000
troope to oppose Communist guerrilla estimated to number
as many as 50,000, the addition of partially-armed and
trained Italien and Yugoslav Communists and fellow-travel-
jers could appreciably inorease the strength of the revo-

~ lutionists. Furthermore, redeployment of Italian armed
forces to protect the Yugoslav frontier following the with-
drawal of Allied forces would remove certain troop. units
from important Communist-dominated centers in north Italy.
Recent developments within the Communist Party in Itely
may increase the likelihood of direct military action.
There has long been a division within the party between
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the Togliatti faction, which has favored peaceful poli-
tical infiltration, and the pro-revolutionary group
headed by Luigi Longo, & member of the Internationsal
Brigade during the Spanish civil war and partisan leader
4in Ttaly during World War II. The recent departure

of eight members of the "direct action" group for Moscow
may indicate closer coordination between this element

and the USSR and consequent intensification of Communist
para-military activity. Togliattli's last speech may

mean that he will go along with the revolutionary faction.

"Indications of More Moderate Line - Two factors
militate egainst Communist revolution in Jtaly. The USSR
is unwilling to support directly such a step because it
might involve war with the US. An even more potent
reason against 1t is that the failure of the European
recovery progrem, or even failure of the U3 to provide
Italy with emergency wheat and dollars during this criti-
cal interim period, might 'deliver Italy into the hands of
the Communists by popular vote at the next national elec-
tions. It would therefore seem more logical for the
Italian Communists to await the outcome of the elections,
scheduled for April 1948, before using revolutionary
tactics. - The continuation of threats and intimidation is
a permanent policy, and any Communist statements regard-
ing the necessity for violence can be considered to be
made partly for propaganda purposes. It will be remember-
ed that Togliatti made s speech threatening "direct action"
prior to the Sicilian elections in April, and 1t is certalb
that the leftist ma jority in that former stronghold of
conservatism was oreated in part by the Sicilians terror
of Communist reprisale.

Strikes Cause Economic Deterioration - Of the two
courses of action, the second seems most likely. There

is evidence that 1t has already been embarked upon.
Paralysis of the north Italian industrial section, which

is perhaps second only to the Rubr in 1ts importance to

the European economy, through "spontaneous” general strikes
could defeat the operation of the European.recovery program
and eventuslly throw not only Italy into the Soviet orbit,
but poseibly France as well. The strike of 600,000 agri-

. cultural workers in the Po Valley, vhich began on September 9
indicates that the Communists are nov making every effort
to bring production to a standstill. Communist-sponsored
strikes are causing a further deterioration of the criti-
cal economic situation, which has already compelled the
Premier to appeal for emergency wheat from the US in order
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to restore Italy's essential pasta ration. The De Gasperl
Government must cope in some way with the desperate eco-
nomic crisis before the September 23 meeting of the Con-
stituent Assembly, when a vote of no confidence proposed
by Left Wing Socialist Nenni will be discussed. Which-
ever course the Communists follow, thelr chances of suc-
cess are excellent unless the De Gasperil Goveronment can

. ameliorate the economic crisis by procuring sufficient
wheat or through successful operatlon of the Buropean
economic recovery program.

US Viewv on Broadening of Goverrnment - Representatives
of smaller Italian parties have recently given indications
that they would favor a broadening of the Itallan Govern-
ment and reinclusion of the Communists, apparently bellev-
ing that the Communists would gepuinely cooperate in the
government and failing to realize that the real issue in
Ttaly today is between democracy and totalitarianism and
not mere rivalry between individual political parties. We
have informed Ambassador Dunn that we would welcome parti-
cipation in the Italian Government of the greatest possi-
ble rumber of the moderate left, center and right groups
prepared to work together for the hest interests of the
~Jtallan people. Such representation in the govermment

would give it the greater strength and stability that 1t
needs at this critical time. We will not support extrem-
i1sts end we cennot support those who, while not themselves
of the extreme left or right, make common cause with ex-
tremists. Bringing the Communists back sc soon after
forming a govermment. without them would certainly add to
their prestige in Italy and abroad, and they would exploit
i1t as evidence of the inability of any Itallan cabinet to
govern without them. Recent international events such &as
the Soviet attitude on European reconstruction have tended
to weaken the influence of the Communists--a treund wvhich
would only be reversed by bringing them back into the
government. In our opinion collaboration between the real
democratic forces in Italy and the Communists is impossi-
ble since their ultimate aims are entirely divergent.

AROTHER CRISIS IN FRANCE

The French Government of Premier Ramadier has sur-
vived another crisis, receiving a vote of confidence from
the Assembly by the marrov margin of 292 to 243, but there
geems 1little doubt that its prestige has seriously declined
The latest vote of confidence came over the government's
program of coal subsidiez as a means of preventing a rise
in industrisl prices. None of the parties, including
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Ramadier's owvh gocialist party, was satisfled with the
governmant's program. Ramad ier survived merely because
Jeaders of the non-Communiat parties did not want to
overthrov him pefors the municipal elections scheduled
for October, fearing thet Ramadier's fall would play

" 4pto the hands of the Communists on one side and of de
Geulle on the other.

split Within Soclelist Par - During the crisis
Ramsadier was threatened with & serious rift within his
own perty as & result of demands from the left wing of
the party that he folloV¥ the economic directives of the
recent gocialist Congress and introduce legislation for
greater najrection” of the economy. The left-wing
Soclalist group attempted to pernuade.the directinﬁ com~
mittee of the perty to call a speclal congress to disci-
pline” Ramsdier and his Socialist Ministers for insub-
ordination in failing to rollovw party directives. These
efforts vere upsuccessful, however, and the directing
conm1ttoe_aimply announced 1t3 desire that’ the economio
polioy of the government continue toO "eyolye" along the
1ines of the resolutions of the party.congress, stating
that & special congress would be held after the munici-
pal etections. The overt struggle 1in the French Sociael-
ist Party concerns control over: 1) current economic and
colonial policles, 2) the jdeclogical orjientation of the
party, apd 3) the party's mission in continental Burope.

» g
and parliamentarians} and about 40% of the party's local
executives. 7he left wing, led by Guy Mollet, the i
party's secretary general, has the support of §g% of the
local executives apd & majority on the Socialist Executive
Copmittee. Pollicy clashes petween the factlons have occur-~
red over Sooialist concessions to the MRP on Indochina and
Algeris and to the Radicals and Yhe MRFP on price controls.
jer defends these Bctions as realistic compromises
npcessitated by the Soclalist minority position in both
the cabinet apd the legislative pody . Mollet's group
insists on greater concessions to nativp'nationalisms and
on & planned domestic «0ONORY favoring the working class-~
or, faillng the latter, withdraval from the‘government.
- The practioal motivation of the left-wing stend is & de-
gire to capitalize on wvorker discontent with Communist
1eadership in order tO register gocialist gains 1in the
October municipal elections.

Disillusiogggn; over Present System -~ Qnalified ob-
gervers helleve that the Ramadier Government will prob-

ably be able t£o hang on until after the municipal elections
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but that it is not likely to last much longer than that
as it is novw constituted. While most of the French people
admit that Ramedier has tried to meet the problems which
his govermment has faced, the conyiction is growing that
he has neither sufficient autherity to dominate his own
party, let alone &8 coalition govermment, nor sufficient
forcefulness or prestige to galvanize the people to make
the sacrifices on vhich the country's very survival may
depend. There is an increasing belief that France cannot
be governed effectively under the present system with its
division of political forces and the limitations of the
constitution. More and more Frenchmen are agreeing with
de Gaulle that a strong government with greater authority
is imperative. A return to power by de Gaulle is now
considered to be a definite possibility since Frenchmen
who are disillusioned over the present governmental system
see only two alternatives--de Gaulle or Communism--&nd
most Frenchmen vould infinitely prefer an unknovn adven-
ture with de Gaulle to a Stalinist police state. The Com-
munists, however, still the strongest party in France,

can be expected to use all the resources at their disposal
to keep de Gaulle out.

Reaction to de Gaulle - French popular reaction to )
De Gaulle's recent charge that the U3 1= giving preference
to plans for German recovery over plans for France has in-
creased his chances of returning to power and may endanger
US objectives in Europe. Although most Frenchmen are pro-
US and fundamentally anti-Communist, they are apparently
beginning to fear that US policy threatens French security
by proposing to re-build a strong Germeny at the expense
of France's prosperity and hence of France's safety.
Bacause only the Communists had emphasized this viev prior
to DeGaulle's speech of September 7, his nev tack will
further weaken Copmunist appeal, whille strengthening his
own, and drav to him popular support nowv floving away from
the Ramedier Government. If DeGaulle accedes to power and
the economic situation continues to deteriorate, he is
capable of leading the French into a nationalistic adven-
ture {opposed to both Soviet and U3 policy) which would
. make the implementation of the European recovery DIrogram
virtually impossible.

CO!!QEIST_INTEHTIONS IR _WESTERN GERMANY

The Communists in the bizonal area of western Germany
are accelerating their penetration of German labor organ-
{zations. The success of this penetration will enable the
Communist Party in that part of Germahy if it should later

PR \

—pORSECREP—



-6-

be suppressed as & political organization, as 1ts leaders
apparently anticipate, to continue its activities as an
underground movement through the vorkers. At present the
Communists are attempting to infiltrate the unions while
preserving simultaneously the appearance of non-Communist
control by permitting Social Democrats to remain in promi-
nent offices temporarily. The current Communist strategy
418 to win over the individual worker and thus assume com-
mand of the union through control of the rank and file.
Marxist sentiment is particularly strong in the Rheinish-
Westphalian industrial region and especially powerful in
the Rubr. In eddition, e reliable American trade union-
i1st reports extensive expansion of Communist influence 1in
Greater Hesse. The overall plan is to galn sufficient
strength to be in a position to shut off or seriously cur-
tail bizonal production.

Sources:

Weekly Review of State Department

Weekly Summary of Central Intelligence Group
Current Economic Developments of State Department
State Department Telegrams )

Intelligence Digest
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The Communist campaign against European recovery
took more violent form in both Italy and France during
the past sen days as strikes and disorders spread over
the two countries. While this Communist-inspired vio-
lence probably represents the beginning of a militant
effort to create a "revolutionsary situation’ rather than
the beginning cf an immediate revolutlonary coup, there
have been several indications that the Italian Communists
have begun & ma jor effort to overthrow the moderats govern-
ment of FPremier de Gasperi, by violent methods if neces-
sary. The evidence pointing toward this includes: 1)
widespread Communist-inspired riots during-the past 10
days; 2) a report that Communist military activity, pre-
ceded by increasing demonstrations, is imminent in Italy;
3) a report from Soviet satellite diplomatic sources of
a decision by the Kremlin that the main efforts of the
"Cominform” vill be directed against Italy; &) a threat
by left ving Socialist leader HNenni, vho is a close col-
1aborator with the Communists, that unless de Gasperl is
replaced by an independent there vwill be continued dis-
turbances with no assurances as to the consequences; and
5) the recent use of delaying tactics by the Soviet repre-
sentative on the four pover naval commission for distrl-
bution of the Italian fleet.

pmmwmn_cﬁm%m - During the past wveek
a mumber of coal miners in northern France, employees of

several French automobile factories and flour millers in
several French cities went on strike. The port of Marseille
was tied up by a strike of water-fromt, transport and
industrial vorkers. Riots lead by tough Communist shock
troops dbroke out in Marselille. Communist-inspired disorders
swept over northern Italy, later® spreading to the south,
as the Communists complained wviclently of the activities
. of alleged "neo-fascists” and belabored the govermment for
. permitting the continued existence of such groups. Officee
of the right wing Uomo Qualumque and other rightist groups
" in several cities were wrecked. These tactics appear to be
a natural outgrowth of the morermilitant approach heralded
by the "Cominform" announcement last month, representing
another phase in the Communist sfforts to undermine economic
stability, foment popular unrest and create difficulties
for the moderate govermments in these tvo key western
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European countries. They may well be designed also to
test the Communists' own militant machinery and the re-
sistance to such tactics in order to prepare the ground
for an all-out eff'ort to seire pover. It is reported
that at this stage the main concentration of the Kremlin
is towvard Italy rather than France, based on the belief
that the internal) situation in France is "not yet ripe"
vhereas in Itely it 1s viewed as very favorable.

Communist Moves in Italy - The Italian Communists
are evidently determined at all costs to get rid of Premier
de Gasperi, ercund vhom anti-Communist sentiment is polar-
izing and vho represents the ma jor obatacle to their ob-
Jectives, As one mansuver tc this end, they have indicated
through their stooge, left wing Socialist leader Nemni,
that they would be prepared to sign a truce,with & new
coalition government provided de Gasperl stepped down and
an indeperxient became Prime Minister, and that the alter-
native to such an arrangement would be continued disturb-
ances regardless of consequences, It 1s to be expected that
removal of de Gasperi would conatitute & resounding victory
for the Commnists with Italian public opinion, would lead
to further steps towvard bringing the Communists and left
ving Socialistz back into the govermment before the elec-
ticns pext spring, anxd would create confusion and chaos
in the anti-Communist ranks which would de useful in any
attempt at violent seizure of power.

Soviet Tactics on Naval Commission - Recent tactics
by Soviet representatives on the Four FPover Naval Commis-
sion for distribution of the Italisn fleet have given a
further indication of the Kremlin's intentions toward Italy.
While the Soviet representative initially displayed a desire
to expedite the work of the Commission, he has of late been
adopting delaying tactics and trying to restrict the powers
of the Commission. Although it wvas agreed that the Com-
mission should meet in Rome the first day after ratification
of the Italian peace treaty, the Soviet representative did
not appear in Rome until after the announcement by the U
of the renunciation of its share of the Italian fleet. The
Soviet representastive has conaistently blocked notification
of ‘the allocations to the Italian Govermment until last
weesk when his position became untenable. THe'then ‘irnsisted
that the notificaticn be on a top secret basis. Possible
motives for these tactice may be 1) a desire that Italy
retein the entire navy in expectation of eventual Communist
econtrol, 2) the prevention of unfavorable publicity toward
the ussn in connection with Communist efforts to gain
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control during the next few months, and 3) concern cver
the possibility that the Soviet-allocated ships may be
~scuttled by the Italians.

Rapadier Government Falls in France - The acute
economic situation in France, brought to a head by the
vave of strikes, has already led to the resignation of
Premier Ramadier. Ramadier's move, folloving several
days of negotiations looking toward the formation of &
stronger "caretaker govermment” to bridge the gulf between
de Gaulle and the Communists, was forced by the hostility
of the Radical Sccialists to the strict Soccialist economic
program and by basic disagreements betwveen the MRF and the
Socialists on measuret needed to halt the wage-price
‘spiral. The Assembly falled to give & vote of confidence
o the veteran Socialist Leon Blum, but has nov endorsed
‘the efforte to the MRP Minister of Finance Robert Schuman
to form a nev Gabinet, However, any cocalition govermment
which is formed will face the same economic and political
problems vhich confronted Ramadier, and will have to deal
with them more effectively if it is to survive. Neanvhlle
the spreading Communist-inspired strikes in France may
develop into a series of regional strikes which will be
identical in effect, with & national genersl strike. The
Communists probably wish to avoid the appearance of a
general strike in order to prevent & definite showlown
with the government at this time. Such widespread strikes,
however, are in line with the "Comminform” directive for .
the increase of "revolutionary mass action” on all fronts,
regardless of adverse consequences to local Connunist%
parties, and the aisruption of economic and political
structures in order to defeat the European recovery prograx.

COMMUNIST SETBACK IN CZECHOSLOVAKIA

The moderate parties in Czechoslovakia have managed
temporarily to halt Communist advances toward increased
domination. The Communists suffered & setback in their
efforts to reconstruct the Slovak Board of Commissioners,
. the highest administrative organ in Slovakia, and the
moderdte parties have alsc drawn nsv hope as a result of
the ouster of strongly pro-Communist Zdenek Fierlinger as
chairman of the Social Democratic Party.

Fierlinger has been replaced by Bohumil lLausman wvho
strongly believes in democratic practices of goverpment
and has couragecusly deoried Communist abuses. Under
his leadership the Social Democratic Party may be expected
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to agree vith the moderates more often than with the o :
Communista, thus making a strong anti-Communist ma Jority T
in the National Assembly and cabinet,

Soyiet Position Stil] Strong -~ The gains of the

moderates are, however, not unequivocal. The entire. Slmk
issue is still far from settled, and Flerlinger, .who ltill
retains the favor of the Soviet lea.dera can bocomc a_
strong influence in the country without hiu party s lup‘_
The significance of the moderate gains lies chiefly :An:!
time lost by the Communists in establishing effective
control over the country. The preocccupation of: s
moderates is to hold the line as well as possidb
for an Improvement in the international situatis
would enable them to go over to the offensive;:
the setbacks suffered by the extreme left may
the Communists to abandon parliamen ‘
favor of the tactics employed by the C '
Rumanis and Bulgaria.

The recently-organized UN Security Ooppcfl.
Offices Committee (GOC) has encountered formidé
in the execution of its two ma jor objectives:::
out the Security Council's cease-fire oxder

"an atmosphere conductive to renewed politica)
betveen the Retherlands and the Indonesian Rep
ment of the first objective has dbeen nrim
the announced Dutch intention to resume po :
oprder to evasuate populations of villages alle;
by Republican forces. The GOC has turned- d
to send cbservers to cover these actions on’d
the GOC might thereby appear to sanction coht
Dutch astiocn and thus destroy the basis for &}y
fire talks. Efforts tc recpen political: neg
similarly hampered by the faoct that the exp
the parties to the dispute remain widely diy
liminary talks Republican officials have’
- they still expect immediate, unqualified pq
ence yether than to gain independence gm
United States of Indonesis as envimioned '}
Linggad jati Agresment. Official Dutch opir
regard the Republican leaders as monpott
vorthy, and Dutch authorities countinue to ¢hl
creation of pro-Dutch stetes within romr= ¥
tmitory.
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Although there is no reason to believe that Communist plans for
violent action in Italy have been abandoned, it appears likely that
the strong US reaction to the threat of violence in Italy, the un-
popularity of the recent irial strikes, and Communist reversals in
France have caused the Kremlin and the Italian Communists to review
their progrem. Qualified observers consider that unless they receive
Kremlin orders to the contrary, the Italian Communists would prefer
to try to gain power through the elections scheduled for April before
maeking any insurrectionary attempt., One factor reinforcing this con-
clusion is that with the strengthening of the Italian police and armed .
forces, the firmer attitude of the Italien Government and its broader
political base, the present govermment now appesrs capable of defeat-
ing any Communist campaign of violence or revolution not overtly re-
inforced by the Soviets or their satellites, ot

Communigt Election Prospects - Observers estimate that although
the Communists have lost ground in terms of popular support, they
could still under present conditions, along with their left wing Social-
ist stooges, win 35% of the vote in the coming national elections, If
a considerable portion of the electorate could be kept awey from the
polls through intimidation or otherwise, this percentage would be sub-
stantially increased, perheps to the point where even if-the Communists
did not win a majority, any government formed without them would lack
sufficient parliamentary support to govern effectively. Furthermore,
if the Italien Govermment is)forced to reduce the bread ration, the Com-
munist position would be trémendously enhanced and the scales might well
be tipped in their favor.,/Communist stiretegy mey therefore be to secure
& postponement of the elections in the hope that the governnent will be
forced to meke the ration cut before elections are held.

Communist Congress gt Milan - The threat of violence or insurrection,
however, has by no means disappesred and such an attempt will be made at
any time it is dictated by the interests of the Kremlin. The training
and organizing of Communist direct action forces is continuing, and the
Communist epparatus has quietly rehearsed movements of 20 to 30 thousand
of its members to the major cities of northern and central Italy, includ-
ing Rome, by rail and truck. The seriousness of the Communist threat is
confirmed by reports ‘on the Communist congress in Milen, which was attend-
ed by delegates from mumerous other European countries, Itelian Com-
munist leader Togliatti is said to have told the congress that parliementary
procedure was unnecessary in its present form and that force should not
be excluded as & means to the establishment of a ®new democracy. The
chief committee of the congress, divided into military and politicel sub-
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comnittees, is reported to have considered plens for insurrection in
Itely &nd France, It is also reported that Spanish Communist repre-
sentatives who entered Italy clendestinely for the meeting steted that
the Spanish Communists were prepared to set in motion a series of dis-
orders in Speain coordinated with developments in other countries; that
the question of e serious Communist offensive to lower production and
create discontent in western Germany wes discussed; and that it wes
decided the French Communists would proceed with the strengthening of
their organization and illegel epparstus.

Itely Primery Target of Kremlin - Reports on the congress in Milan
give further indication that Italy rather than Frence is for the pres-
ent the Kremlin's primsry terget in western Europe. Observers consider
that while the Communists will continue to try to prevent economic
stabilization in France, they do not intend to foment disorders until
the econcmic situstion further deteriorates. It is believed that for
the immediste future the French Communists will use tactics of encourag-
ing slowdowns and secretly sabotaging French industry with a view to
creating popular misery which can later be exploited, while striking
et the government M"legally" through propegendes ang parlismentary attecks,

COMMUNIZATION OF HUN

Although the political control of the Communist-dominated govern-
ment in Hungary is comgzlete in fact, if not in sppearance, the situ-
etion in Hunzary has not yet deteriorated to the extent that it has in
the Belken states. Factors which have thus fer combined to slow the
process of communizetion are the essentislly western orientation of
the Hungarian people, the greater and more enlightened strength of the
Roman Catholic and Protestant churches in Hungery as compared with the
Orthodox church in Bulgarie and Rumsnia, the advanced stege of Hungarian
culture and education, the basic individualism and conservatlsm of the
Hungarian peasant, a grester industriaslization and, especially, the
popular consciousness of Hungary's geographic location as a racial island
in a Slavic sea., However, since the flagrantly fraudulent Hungarian
elections of August 31, 1947, which the Communists manipulated to con-
firm their position of power, all effective political opposition to com-
plete Communist control has been disorgenized, imprisoned, intimidated into
silence or has fled abroad, snd it appears that the process of economic
and social sovietisation can henceforth go forward more or less at will,
The police and army are being brought effectively under Communist control,
civil liberties have been suppressed, and the groundwork for the eventusl
sovietization of the Hungerian economy has been leid through outright
Soviet control of the extensive former German assets in Hungery and the
natianalization of heavy industry end banks.

Future Progpects - The vast majority of Hungerian people of all
renks end clesses still look toward the west and hope for eventual liber-
ation from Soviet and Communist dominstion, Communist consolidation of
the positions gained with the support of the Soviet oceupation authorities
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is, however, steadily progressing, and the possible means to halt this
process, either through the implementstion of the Hungerien peace treaty
or through effective UN action, appear to be extremely limited at tnis
time, The Hungarian people, fesring a new war and realizing the limited
extent of possible remedisl meesures in their behalf, are nevertheless
believed to be most desirous of continuing evidence of western interest
in and support for their problems. Historically they heve always feared
and opposed Russian totelitarianism end imperialism, be it under old or
new Czars, On the other hand, having experienced rule by & right-wing
authoriterian regime which was characterized by certein feudal aspects,
they emerged from the war with new hope of achieving & government based
on democratic principles and processes, and have e deep interest in the
efforts of western governments to create & peaceful and economically
sound Europe. Unless there is continuing evidence of our interest in the
welfere of the Hungaria: people and of progress in our efforts to aid in
Europesn recovery, which the average Hungerian feels will counteract the
objectives of his Communist masters, &ll hope and morale will eventually
disappear and the vest majority of Hungarisns, like the Bulgarians, may in
their own self-interest resign themselves to the inevitability of Com-
munist dictetorship in southeastern Europe. u o

BRITISH RELATIONS WITH ARAB STATES

Although Arabs have long felt that the dominant position of the UK
in the Near East made the British the archenemy, many Arabs are now be-
ginning to feel that the refusal of the UK either to support or to en-
force pertition in Palestine indicates that the British may prove valu-
gble friends in the fight to prevent the establishment of a Jewish state.
Mesnwhile, the UK is quietly improving its relations with the Arab nations
while outwardly maintaining a pretense of complete impartielity in
Palestine, Despite sincere attempts by the UK to keep the peace in
Palestine until the termination of the mandste, there is little doubt that
the British have already decided that partition is hopeless solutlon for
the Palestine problem. They are, consequently, attempting to safeguard
their vitsl economic and strategic interests by strengthening their in-
fluence with the governments and peoples of the Arab world.

Evidence of British Policy - Several recent developments have indi~
cated improved understanding between the UK and several of the Arsb
States. An Anglo-Iraqi sterling agreement, providing that Iraq remain
within the sterling bloc, was concluded in December, blore recently,
the Anglo-Iraqi treaty of elliance was renewed. Egypt and the UK have
recently concluded a mutually satisfactory financiel agreement and may
soon re-open negotistions on the Anglo-Egyptien treaty, British efforts
to improve relations with Saudi Arabia are to be seen in the recent
invitation extended to Prince Feissl, the Foreign Minister, to visit
London in Februasry and in Anthony Eden's current visit to Ibn Sasud in
Riyadh. The UK is giving militery aid to the Arebs by fulfilling its
long-standing arms contracts with Iraq, Transjorden, and Egypt. The
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British in Palestine eppesr to be covertly selling arms and ammunition
to the Syrian Government, Several hundred British ex-army officers are
reported to have volunteered for military service with the Arsbs, and
the Foreign Office has indicated that there is no effective means of
preventing them from enlisting.

MILITARY SITUATION IN CHINA

The current Chinese Communist offensive in Manchuria, seventh in
a series which begen a little more than a year ago, demonstrstes
strikingly the extent to which the Nationalist military position has
deteriorated during the year. The focus of Manchurian operstions has
shifted gradually southward, with Communist forces driving deeper into
Nationslist territory. The seventh offensive has brought the civil war
for the first time to the outskirts of Mukden, major Nationalist
bestion in Menchuria, end bas resulted in the interdiction of all reil
1ines into and within Menchuris. The recent decleretion by the Com-
munists of their intention to conquer all Manchurias during 1948 appears
to be & realistic estimate of their capabilities.

Broad Communist strategy over the past year has been to contain
Netionalist forces within separate geographic areas, to confine the
Nationelist units in their areas to the large cities, and then to deny
them suificlent supplies of food and fuel. Resultant military and
economic attrition is reducing the emount of men end materiel which the
Communists need to teke these cities. Currently, this process of regional
conteinment and attrition hes reached a very advanced stege in lianchuria;
it is well advanced in North Chins and is beginning to develop in
Nationelist ereas along the Lunghai railroad. If the Communist units in
Centrsl Chine succeed in isolating the Nationelists to the north, e
Communist penetration into China south of the Yengtze can be expected
to follow a similer pattern. The Nationelists at this time do not appeer
to poesess adequate materiel or manpower to cope with the increased scope
of Communist operetions.

Sources:

. TVeekly Review of State Depertment
Tieekly Summary of Central Intelligence Agency
Current Economic Developments of State Department
State Department Telegrams
Intelligence Digest
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CHINA: COMMUNIST CONTROLLED AREAS
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REACTIONS TO PRESIDENT'S SPEECH

Reactions to President Truman's address to Congress March 17 on
the international situation have been extremely favorable throughout
the non-Communist world. There is every reason to believe that the
speech has greatly encouraged the free nations of Europe and has
bolstered their determination to resisti any further expansion of
totaliterian Soviet Europe. Official comment from the Forelgn Min-
{sters of such-countries as the UK, France, Belgium, the Netherlands,
Austria, and Turkey has been uniformly enthusiastic. The Forelgn
Ministers of the five countries participating in the western European
union all felt that the President had done everything within his power
to assist the union. Bevin and Belglan Premier Spask have both indi-
cated that they did not expect much more at this time than full moral
and material support for the western European union along with unoffic-
1al consultations. The non-Communist press has also applauded the
speech. Typical comments were to the effect that it demonatrates a
realization of world responsibility on the part of the US; that it was
& solemn warning to the USSR that further expansion will not be toler-
ated; that by deterring the USSR from further aggression it will serve
to prevent war; and that it underwrites the Brussels treaty for a weat-
ern European union and implies military support for the free nations
of Europe. It is interesting to note that the speech produced a def-
inite wavering on the part of two powerful Swedish newspapers which
have in the past supported Sweden's stubborn policy of "neutrallty"
between east and west. About the only unfavorable non-Communist reac-
tion cams from the Chinese press which criticized the President!s fail-
ure to mention China or the Far East. There was a mild note of disap-
pointment in some quarters over the fact that the speech did not go as
far as preliminary rumors predicting a military guarantee of the free

European nations.

Communigt Reactions - There has so far been no indication as to
what effect the speech will have on the Kremlin, There is some reason
to believe, however, that it hit home in Moscow. In an interview with
Molotov on the afternoon of the day after the speech was delivered,
Ambassador Smith found Molotov looking unusually pale and more tired
than he had ever seen him, and Smith conjectured that President Truman's
speech had been the subject of an all-night session of the Pollitbureau
the previous night. Molotov, while not cordial, was very pollte, was in
an unusually conciliatory frame of mind, and was apparently prepared
to make concessions on the housing and customs problem that has been
plaguing our Embassy. Behind the iron curtain, portions of the speech
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cooperation will be difficult to achleve. The development of such an
organization will depend in large measure on vhether the UK alters its
present basic attitude toward the CEEC.

CRUCIAL_ELECTIONS IN ITALY

On April 18 the Italian people will go to the polls in a national
election the results of which will be of vital importance to all the
free countries of western Europe. There is only one rezal issue
involved in the dections--whether Italy will remain a free country or
will be subjected to a totalitarian dictatorship controlled from Mos-
cow. The Communists, with a powerful organization, strong financial
backing and shrewd lesdership, are making a determined effort to come
to power by "legal® electoral means. At the present time the political
sttuation in Italy is so fluid that it is impossible to make any accur-
ate sstimate of the results of the elections or the nature of the new
goverrnment which will be formed after the elections. Much will depend
on developments between now and April 18 not only in Italy but in the
jnternational arena. According to present predictions, the Communist
controlled "peoples bloc*, which includes the Comiunists and left wing
Bocialists under Nenmni, is likely to obtain between 35 and 45% of the
votes with Premier de Gasperi's Christian Demoerats receiving 35 to 40%
and the moderate left parties now in the government--the Republicans
and right wing Socialists under Saragat--polling 10 to 15%.

Danger of Communist Control ~ In view of the fact that the smaller
parties are staunchly anti-Communist, the chances now appear to be that
de Gasperi will form the new government and that the Communists will
again be excluded. On the other hand, there is a definite possibility
that the Communists will receive such a strong vote that it will be
impossible for any govermment to function without them, If they are
admitted to the government at all, there is a strong likelihood that
through the familiar methods of sabotage and infiltration, they would
in the course of time obtain complete control of the govermment. If
the Communists are convinced before the elections that they will be
defeated, it sesms quite likely that they will try to seize power by
violence, and if they are defeated in the elections, there are definite
indications that they will make such an attempt. Communist control of
Italy would be extremely serious for the free nations of Europe and
for our policy of support for free Europe. It would facilitate Com-
munist penstration of France, Spain and North Africa, would weaken the
position of Greece and Turkey in their resistance to the USSR, would
furn the southern flank of the western forces in central Europe, and
would give the USSR a powerful strategic position astride the Mediter-

rapean, ¢ ,

yiS_Support for Democratic Elements - ¥e are doing everything
possible to support The moderate democratic elements in Italy without
giving the impression of interfering in Italien inte;nal affairs, .Ve

have
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have made it clear to the Italians that if they choose to vote into
power a government in which the dominant political force would be a
party whose hostility to ERP has been frequently proclalmed, we could
only consider this as evidence of Itely's desire to disassoclate iteelf
from ERP and we would have to conclude that Italy had removed itself
from the benefits of ERP. In our information program we are doing
everything possible to let the Italian people know that while the
choice is theirs, in our opinion it is the cholce between freedom and
dictatorship. We have demonstrated our support for a democratic Italy
by proposing, in concert with the British and French, that the Big
Four and Italy negotiate a protocol to the Italian peace treaty pro-
viding for the return of the Free Territory of Trieste to Italian Sov-
ereignty. We are now considering taking the initiative in reopening
the question of Italy's admission to DN, which has hitherto been

prevented by Soviet opposit ion,
FINANCIAL CRISIS IN CHINA

The threat of an unprecedented fimancial crigis bas greatly com-
plicated the critical military end political problems now facing the
Chinese National Government. Deterioration in the govermnment's econ-
omic position, .as measured by goaring commodity prices and black market
exchange rates for foreign currencies, has accelerated at an ominous
rate since February 10. In thre ensuing six weeks, general commodity
prices have doubled, and US dollars on the Shanghai black market have
trebled in terms of Chinese currency. The government's official hold-
ings of foreign exchange are believed to be nearing exhaustion. With
the possible exception of en ipmediately implemented US aid program,
there are no economic or other factors now in evidence which can halt
this gecelerated movement toward complete financial collapse. Basic~
ally, the deterioration in the government's economic position reflects
the general lack of confidence--now approaching panic--in the govern-
ment!s ability to contain the Communist military forces. Important
interests in Chinese financial circles appear to be extremely skeptical
about the possibility that US ald canbe effective. 4 single major
military defeat sustained by Nationalist armies may be sufficient to
cause & genersl refusal to accept the Chinese national dollar as & med-
jum of exchange and a consequent reversion to barter,

Consequences_of Financial Collapse - A financial collapse will
have immediate and serious implications with respect to the National
Government's military effort, The government's sbility to maintain its
armies in the field will be jeopardized and the possibility of a com-
plete military and political debacle will be ipminent if the economic
situation continues to deterlorate at its present rate. There is no
evidance of either officiel Chinese determination or a government plan
to cope with the mounting infiationary pressures, The apathy with which
the National Government is viewing the approaching collapse of ite
financial structure demonstrates how mch more serious and pressing are
the military and politicel problens which currently monopolize the

government's attention.
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were quoted in the press so as to produce a distorted effect. For
example, a Belgrade newaspaper consistently eliminated the phrase "free
coumntries of Europe", indicating that these words touched a particularly
sensitive spot in the Communist nervous system. Comment in the Communisi
press characterized the speech as an attempt to create a war psychosis
for election purposes, pressure on ERP countries to join a military

bloc, blackmail against the USSR, and US intimidation of other countries
and interference in their affairs.

" COMMITTEE OF EUROPEAN CCOPERATION

Although the current meeting of the Committes of European Economic
Cooperation reflects a growlng recognition by all 16 participating coun-
tries of the urgent need of western Eurcpean economic integration, the
majority still appear reluctant to set up the strong continuing CEEG
organization desired by the US. The closest approach to the US concept
is the French proposal, supported by Italy, for an organigation with
specific detailed powers and a strong secretariat capable of independent
action. Several nations, however, are still reluctant to commit them-
selves: 1) to support an orgenization which has sufficient power to unify
European recovery efforts; or 2) to join fully in the cooperative meas-
ures necessary for European recovery.

UK _Opposes Strong CEEC - Despite its assertlons to the contrary,
the UK in particular still does not wish a strong CEEC, apparently pre-
ferring a weak organization in which final authority on economic coop-
eration remains in the hands of the individual governments, Many of the
smaller nations, like Switzerland and Sweden, tend to favor the British
approach, as infringing least upon their own sovereignty. The UK atti~
tude, apparent in its cautious epproach to such projects as customs
unions and multilateral clearing errangements, is based largely upon
the fact that Britain, more than any other participating CEEC country,
has extensive non-European economic and political tiee. Consequently,
Britain considers its recovery to be much more dependent upon direct us
aid then on closer economic integration with western Europe, and it fears
that such integration might involve weakening its Commonwealth bonds.
The UK, therefore, would prefer to preserve its freedom of action rather
than commit itself to a strong CEEC. :

Dangers_of Weak Organization - Unless the continuing CEEC organi-
zation 18 made stronger than appears likely at present, it may be unable
4o achieve the economic integration of wesiern Europe essential to recov-
ery. Many of the participants at the Paris Conference have recognized
that the CEEC must develop full economic cooperation and not confine
jtgelf to the mere programming and reviewing of US aid. Without a strong
CEEC capable of taking an overall approach fo the European recovery prob-
jem and resolving or overriding conflicting national views such

cooperation
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GERMANY Both the Soviet walkout from the Allied Control Council
(ACC) and recent Soviet interference with transporta -
tion into Berlin indicate,that the USSR: 1) has abandoned hope of using
the ACC to hinder the present western European reconstruction pro-
gram, and 2) intends to accelerate preparations for the establishment
of an eastern '‘German state'’ whenever the Kremlin decides that the
western powers can be successfully blamed for partitioning Germany.
In this preparatory phase, the USSR may place the Soviet zone under
a ‘*democratic’’ and ‘‘loyal’’ German administration, created from the
Communist-dominated Peoples® Congress and strengthened by trained
Germans from the former Moscow ‘‘Free Germany Committee’’. Both
the presence of the western powers in Berlin and thé functioning of
the ACC hamper the realization of the Soviet objectives and, unless
allied determination remains obviously strong, further Soviet attempts
to eliminate these hindrances can be expected.

RUHR Soviet preparations for possible clandestine activity against
US-UK occupation authorities in the Ruhr are indicated by
current replacement of known Communist leaders with new party men
from the Soviet zone and with thoroughly indoctrinated former prisoners
of war. Probable reasons for the replacements are: 1) comparative
failure of the present leadership of the Communist Party (KPD) in the
Ruhr; 2) Soviet,dissatisfaction with the opposition of many old KPD
leaders to pro-Soviet policy dictates from Moscow; 3) preparations
to go underground in the event of US-UK action against the party; and
4) the danger of using well-known and easily-identified party leaders
in clandestine and illegal operations.

ITALY Prospects that the Italian Communist Party will obtain a
sufficiently large plurality in the April 18 elections to
ensure Communist or left-wing Socialist representation in the next
Italian Government have sharply diminished. Concurrently, the party’'s
capabilities for successful large~scale insurrection without active
mi.litary"assistance from Yugoslavia, have been considerably reduced,
Unless the Communists receive substantial outside aid, the government
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now appears sufficiently strong to prevent its overthrow by force
and to put down large-scale rebellion. Whether the Kremlin, even
under these circumstances, will direct an insurrection either before
or after the elections cannot be predicted. If, as seems probable,
the Communists fail to secure representation in the new govern-
ment, they will then launch a new program of strikes and sabotage
to wreck the recovery program and discredit the government,

In the past few months the Italian armed services and security
forces have been greatly strengthened, not only by new equipment
but also by a considerably improved morale. At the same time the
Communist para-military forces have been weakened and to some
extent disrupted by government seizure of clandestine munitions
‘dumps and caches and the interception of arms shipped in from
abroad. No evidence available indicates that Yugoslav forces--the
most logical source of outside assistance--are being prepared for
action in Italy. Finally, and probably most important, the Italian
masses appear less inclined than ever to support a Communist
uprising and have become increasingly anti-Communist in their
attitude.

FINLAND Although Finland gained substantial concessions from
the USSR during negotiations on the recently signed
treaty of mutual assistance, the treaty will provide the USSR with
an excuse for further moves against Finland whenever the Kremlin
considers it necessary. Future Soviet action toward Finland will
depend on the course of events within Finland and on international
developments. An intensification of the ‘‘cold war'’ would prompt
the Kremlin to hasten the campaign for Communist domination of
Finland. Similarly, a pronounced rightist swing within Finland or
increased Finnish cooperation with the west might also persuade
the USSR to move more quickly, Finnish non-Communists, there-
fore can be expected to vote for ratification of the treaty, to main-
tain superficially friendly relations with the Communists and the
USSR, and to move cautiously in their relations with the west.

GREECE Recent Greek Army: successes have probably been
. sufficiently dislocating to the guerrilla forces to
necessitate postponement of the large-scale offensive reportedly
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planned by Markos for the latier part of April, It is possible

that the army, by retaining the initiative, can prevent the success-~
ful launching of any concerted guerrilla offensive in the near
future. Nevertheless, the army victo ries are limited in extent,
and a decisive defeat of the guerrillas is not yet in prospect,

EGYPT The short-lived strike of the Egyptian police, although

brought on by purely econemic grievances, may indir-
ectly lead to a settlement of Egypt’s long-standing differences
with the UK over the Sudan and British military rights in Egypt.
The Egyptian Government’s inability to cope with the strike has
seriously impaired Prime Minister Nokrashi's prestige and may
bring about his downfall. His most likely successor is Senate
President Heykal, who has consistently maintained that successful
termination of the Anglo~-Egyptian deadlock is essential to Egypt's
future.

CHINA Despite Chiang Kai~shek's announced unwillingness to

be a candidate for the presidency of the Chinese National
Government, he will undoubtedly be elected to this position by an
overwhelming majority of the National Assembly on April 12, Party
leaders are unanimous in stating that Chiang is China’s indispensable
man for the presidency. Thus, the effects of Chiang's action have
been to assure him the presidency, to rally the full support of the
Kuomintang to his leadership, and to enhance his authority. In view
of the basic and growing weaknesses of the Kuomintang and the
National Government, however, this strengthening of Chiang"s poli-
tical position may prove to be temporary. Chiang’s maneuver was
undoubtedly prompted as a measure to oifset these weaknesses. The
Kuomintang had become disrupted by increasing factionalism and by
mounting discontent with Chiang®s leadership to such an extent that
there was danger that the National Assembly would be the scene of
public attacks on his policy by party members, thus leading to an
open split.

+For the moment, Chiang has secured from Kuomintang leaders
a clear mandate to continue his rule, and consequently he will be
under less pressure to alter his policies or reorganize the govern-
ment. Unless the government demonstrates under his leadership
more success than hitherto in coping with its enormous military
and economic problems, dissatisfaction and criticism will inevitably
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mount and will be more difficult to silence.

SIAM Control of the Siamese Government by a group of military
extremists now appears assured. Once foreign recog-
nition of the Abhaiwong Government had been obtained, the extremist
military group demanded the re signation of the government because
of its inability to bring about the return of normal economic condi-
tions. The military group then declared to the Regency Council
that only Marshal Phibun would be acceptable as the new premier.
In view of the determination of the members of the Abhaiwong Gov-
ernment to boycott a Phibun Government, it is expected that Phibun
will experience , difficulty in forming a new cabinet of any significant
strength and that its tenure of office will be solely dependent on army
support. Every effort will be made during the assumption of office
by the new government to observe all legal forms in order to avoid
jeopardizing recently-obtained recognition, but the essential character
of government control as based on military force will remain
unchanged.

KOREA A developing split among South Korean rightists over

the choice of candidates for the forthcoming UN-
observed election and over the form a provisional government
should take when the assembly convenes has made Syngman Rhee’s
chances of emerging as chief of the Sout h Korean Government almost
certain. Rhee's autocratic policies as head of this government would
probably assist the USSR in its efforts to win away South Korean
leaders. Future Soviet moves will probably include demands for
the withdrawal of occupation troops both from North and South Korea
and pressure for recognition by the UN of a Soviet-sponsored People's
Republic,

Sources:
Weekly Review of State Department
Weekly Summary of Central Intelligence Agency
« Current Economic Developments of State Department
State Department Telegrams
Intelligence Digest
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PROSPECTIVE COMMUNIST STRATEGY j@&)ﬁ\

The defeat suffered by the Communists in the Italian
election has further reduced Communist capabilitles for
assuming power and has vastly lmproved the morale and con-
fidence of the anti-Communists in both Italy and France.

An increasing number of left-wing European Soclallsts and
fellow-travellers may now abandon their Communist assocla-
tion. The Communists in western Europe thus are confronted
with a considerable loss in political influence in addition
to their already reduced capabllities for revolutlonary
action.

Possible Lines of Soviet Action - Italy and France
may consequently enjoy & brief respite while the Communlsts
regroup thelr forces and revise thelr strategy. The USSR,
however, can be expected to maintain 1ts pressure in
Germany. Moreover, 1t will probably continue its aggres-
sive tactics in the Near East. In Iran, continulng Soviet
pressure may eventually lead to actual intervention, pro-
fessedly based on the 1921 Soviet-Iranian Treaty. The deteri
orating situation in Palestine may soon present the Kremlln
with an irresistible opportunity for greatly expanded covert
intervention. Although the satellltes continue to exercilse
caution in thelr support of the guerrills forces in Greece,
they are capable of vastly increasing the scale of thelr
covert aild. In Latin America, the USSR can be expected to
selze upon any favorable opportunities for exploiting local
unrest or violence. _

Communist Tactics in Western Europe - For the lmmedlate
future, Communist activities in western Europe are likely
to be directed toward rebuilding the popular front rather
than an early or determined bld for power. A Communist
drive to recover the allegiance of the non-Comnunist left
is indicated by these recent developments: 1) French Com-
munist Leader Thorez on April 18 called upon Communists,
Socialists, and Cathollcs to unite in defense of French
"]ipberty and independence"; 2) the Cominform Journal, re-
versing 1ts original positlon, 1s now professing to repre-
sent a1l workers' parties, not merely the Communlsts; 3)
the German Communists recently voiced approval of a "Middle-
Class Auxiliary" of the Soclalist Unity Party, which might
concelvably develop into the long-expected "nationalist”
movement based on the Bismarckilsan concept of Russo-German
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cooperation; and 4) the Kremlin reportedly heas issued a
directive to the French Central Communist Committee call-
ing for a program of ncn-violence 1n western Europe and
intensified activity in Germany and the Near East.

Defeat of ERP a Main Goal - Defeat of the European
recovery program remains a prlime objective of Communist
strategy. Strikes and industrial sabotage, conducted
ostensibly on the basis of local economle lssues rather
than political considerations, can be expected. Although
Communist propaganda will continue to impugn US motives
in promoting recovery, the Kremlin may hence forth moder-
ate 1ts attacks upon present western European governments.
However, Communist propagandists may intenslfy thelr
efforts to contrast "peaceful' Sovlet intentions with US
"warmongering" and "lmperialist designs." Such a drive
would be designed to win the support of those western
Europeans who are prepared to seek "peace at.any price"
and to encourage a relaxatlion of western, and particularly
U3, milltary preparedness.

Situation in Greece - In Greece, the Kremlin 1s also
faced with a possible reduction of Communist capabilitles.
Differences between Greek Communists and Soviet-satelllte
Communists have apparently arisen over problems concerning
Soviet aims in Greece and the conduct of the cilvil war.
Greek Communist leaders are reportedly disturbed by the
failure of the satellites to provide the guerrlillas with
enough ald to halt the continuing successes of the Greek
Army, and the Minister of Interlor in the Markos government
is said to be distrustful of the "selfish" policy of the
USSR and fearful that Yugoslavia may be planning to selze
Greek Macedonia. Moreover, certalin Greek Communist leaders
believe that the primary Soviet intention in the civil war
is to wage & long campaign of economic attrition against the
US and not to effect the rapid military defeat of Greece.
In view of the successful operations of the Greek Army, 1t
1s apparent that the Kremlin must declde scoon whether to
authorize & drastic increase in aid to the guerrillas or
allow thelr gradual defeat by the Greek Army.

May Day Strikes in Latin America - Although Communist
Msy Day demonstrations in Letin America may result in local
disturbances, present indications are that the Latin American
governments will be fully capable of controlling any out-
breaks. In Mexico, the electrical workers have threatened
to call a May Day strike. If they are joined by the petrol-
eum workers, miners, and rallway workers (a1l closely allied

with the electrical workers by inter-union agreements), the
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resulting strike could cause a general paralysis of the
country andi threaten the stability of the Mexican Govern-
ment. Sporadic violence may break out in Cuba, and pos-
sibly in a few other countriles, though there are no indi-
cations at present of coordinated plans for strikes or
public distrubances.

USSR Several measures recently adopted by the
USSR are designed apparently to 1ncrease
the Soviet Union's military and economlc capabllitiles
and to facilitate & transition from & civilian to a mili-
tary economy. By & recently-published decree, military
ranks are established for all administrative, engineering,
and technical personnel now in industrles under jurlsdic-
ticn of the Ministry of Non-Ferrous Metallurgy and the
Ministry of Internal Affairs. Thils decree, which 1s al-~
most identicel with the one issued in 1947 to govern the
coal ministries, may indicate the formation of quasi-mili-
tary organizations. In addition, civillan defense groups
are reportedly being established for each city block in
Moscow, and alr raild systems are belng reorganlzed.

GERMANY Increased military actlvity by the U3SR in
eastern Germany, particularly in Berliln, dur-
ing the past 30 days can probably be regarded primarily as
measures to consolidate the Sovlet postwar positlon in
wvestern Europe and to contlnue the war-of-nerves against
the western powers. Such milltary activity is estimated to
have the following objectives: 1) a further sealing of
the western border of the Soviet sphere; 2) normal replace-
ments for Soviet armed forces in Germany; 3) participation
in the program of maneuvers now bel conducted in all ter-
ritories occupled by the USSR; and ﬁ% a contribution to the
war-of-nerves designed to decrease or eliminate western re-
presentation in Berlin and the Allled Control Council. Al-
though increased military activity may be expected to con-
tinue for some time, it 1s probably not a preparatlion for
movement agalinst western Europe.

CHINA Political disintegration in Nationalist

China, both in the provinces and the central
regime at Nanking, appears to have reached & relatlvely
advanced stage. In addition to well-established separatist
tendencies in south China, & feeling of regional independence
1s -apparently growing sasmong Natlonalist civil and military
officials 1in north China, largely as & result of the ‘insbility
or the unwillingness of the National Government to extend
realistic military support. Some direct overtures from
local military commanders for US military aild, a tendency
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among provinclal governments to raise and support thelir own
levies (in at least one case 1n contravention to National
Government ordinances ), and evidence of Increasing liaisocn
among North China leaders -- all indlcate that while north
China officials still hope for assistance from Nanking,
they have ceased to expect 1t.

Sources:

Weekly Review of 3tate Department

Weekly Summary of Central Intelligence Agency
Current Economic Developments of State Department
State Department Telegrams

Intellligence Digest
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