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SECHET
REVIEW OF THE WORLD SITUATION AS il RELATES TO THE SECURITY OF
THE UNITED STATES

1, Emphasis cn Asia.

East hAsia has become the center of the world's mors immediats
aﬁd urgent international tepsions. The Western Powers, commiittsd
to a policy of containing Soviet influence, heretofors havae con-
cantratad their efforts in Europe snd the Near East. %Yhe dapgar
of Soviot aggression or subyersion in thsse areas has not passed, but
it ha# receded, Ior the time bsing the ripe "revolutionary situation"
of Communiat doctrine is little in evidence, very much lsss than
in Irance and Italy a year or two ago. Ths ysar 1950 will be a
crucial period in the efforts of the %estern Eurcpean community to
réorganize and reconstruct its political, sconomic, and military
strength., These efforts, associated _with’the second, i.8., con=
structive, phase of the European Recovery Program (W) and the
first phase of the Military Assistance Program (MAP), remain the
primary faciors in calculations in US security interests. The
opportunity %o develop these long-renge programs, however, exiasts
because the threut of Communist revelution has lessened end the
atmosphar"a of immediate military emergency has lifted, W®hile the
strength and stability of Europe will continue to bs of prior
strategic importance to the US, most of the crises of 1950 probably
will arize in Agia. Jome of them are slready at hand.

In fsia; the situation iz still fluid, As elsewhers arownd the

-]l e
Approved For Releasq:2000108123 : Clé,:&lgf67-00059A000500100010-4

s A AR s TS



Approved For Release 2000/08/2g;;; }A-RDP67-00059A000500100010-4

world, the USSH is working toward the expansion of Soviet im-
flusnce. As elsewhere, the UWULURK has employsd the traditiongl
pressures of power politics mhenever they ssemsd profitable, bui
meinly relies on the revolutionary Communist technigues of
propaganda, infiltration of government by subservient local Com-
munists, subversicn, and insurrection, In China, the local
Comunist movement wmas able to identify itself with endemic agrarisn
discontent as well as with national resentment against Westérn in-
tervention. The ravolution has succeedsd and, temporarily at least,
virtually has destroyed US influence in China along with the power
of the Kuomintang government, Peasant unrest and netionalism

are not peculiar ta China., They are powerful forces nearly every-
where in Asia, Moreover, at present there is a stubborn elémcnt
_of anti-Westerniam in Asiatic nationalism. The ur;gent question

of 1950 in Asia, therefors, is whether Soviet-oriented, China-
bagsed Communisk can continue to identify itself with nationalism,
explpit econcmic privations and anti=Western sentiment, aad sweep
into power by one aeans or another elsewhers in Asla.

2., Communism in China.

In the long run, and %o some extent in 1950, the success of
Soviet-oriented Gommunism in South Asia will deimnd on how China
develops as a base from which to sxport revolution. The Chinese
Communist regime in Peiping has won undisputed military control of
China proper and will rsceive diplomatic recognit.ion by most of

the nations of the world,
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a, Hecognitiona

a—— st d

Political leadsyrs in meny hsiatic sistes, particularly
Nehru in Incdia, ssc the adveni of the Communist regime to powor
as the culmination of an indigenous national revoluticn of many
years' duration snc welcoms it us such. Though these islatic
political leaders iay beve misgivings about £he Communist govern-
pent ; they consider it to have a comparatively broad popular base
and tharefore to be qualified to replace the Kvomintang, which not

only has besn thoroughiy discredited ag an effective government

but also was widely identified with hiestern intervention, dictatorial

political procedures, and special privilege for a landed, commerdial,

and financial minority.
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. Bclipse of the Nationslisy Government,

The collapse of organized resistance on the mainlsnd and
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retirement of the National tovernment to the Taiwan redoubt have
endsd whatever slight chance there was that the Kvomintamg could
place eny offective opposition in the way of Communist control
of China, Various rewnants of the old political and military
machine of Chiang Kai-shek are struggling despsrately to work
out political realignments that will give the illusion oi success-
fully coping with the grave economic and administrative diifficulties
in Taiwen. Discontent among the native Taiwanese, poor @rale
among the Mationalist -orces, and corrupt inefficiency on the
part of the Chinese authorities continue as bafore, however, and
in time would undermina the Netionalist position even if the Gome-
punists did not assauli the islend. Ahctually the Nationalists
ars only tcying with the local problomsba Basically they are |
concentrating on one last hopes dacisive US intervention on their
behals against the Chinese Communists,

in these circumstances eventual Communist capture of Taiwan
probably will occur in 1950. Nothing short of outright military
occupation snd complete administrative control by the US is likely
to save the island, LEven assuming occupation of Taiwan to be
strategically advantegeous enough to warrsnt using the necessary
forces;, such US action would seriously hamper the achievement orf
general WS aims in &siz. It would ;ive new grounds for Communist

and otlier anti-Western uttacks on US “imparialism'. Probably it
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uoﬁld prevent the newly independent governments of India and
Pakistan from ccoperating with the US in Scuth Asia. It would
diminish US prestige and opportunitie: for leadership in the

WN. Inside China the propzgands these that US alms were "im- |
perialistic® would spread emong Chiness .of all shades of political
pelief, Finally, the more doctrinaire 5ualinist leaders among the
Chinese Comunists would advance their positions at the expense of
such Communists as may be favorably disposed toward an independsn®
policy in international affairs and an accomzodation with the
Western Powers.

do  The Link between Peiping and Noscow,

The critical qusstion with respect to China concerns
whether or not eventual accommodation of some kind between Coms
gunist Ghins and the Western Powers is a possibility. On the basis
of preliminary evidence ths tentative ansver is that such an ac-
commodation is possible but remote in timse. The Chiness Communist
leaders certainly are confirmed Harxist~leninist Comnamists and not
simply agrarisn reformers. Hevertheless, they have built their power
on peasant support, most of which they won as agrarian reformers.
The Peiping regime is the victorious party in a long national
rebelliono Part of their popular appeal has stemmed from their
steadrast opposition to Western imperialism. ks a result the

Comnunist administration is unlikely to be overthromn by intermal
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forces. Jn addifion to possessing a powerful apparatus of control,
the Communist goverrmens is probubly more elficient and less corrupt
than any regimy within the msmory of living Chinese,

The reiping leadars probably will try hard to widen the base
of thsir poprlar suppoit end retain their raputation as natiopalists
vhile at the same time strenghthening the rathesr unpépular ailiance
with the USSR, Their success will depend mainly on the degres
of subaevvisnce that may be required by the Soviet Politburo, which
thus far 23s guided the Chiness Comsunists by a relatively loo0se rein.
At best, Chinese Commuriet Party Chairman Mao Tse-tung has to
Jook forward to meny years, probebly af least a dscade, of hdt.lz'striﬁlm
ization and indoctrination before he has am urban proletariat
of sufficient size and loyalty to permit effective socialization
of Chinsse economy and society, During this period, progress in
_industrialization will depand on axtensive capital aécumuf%ationo

£

Assuning that the bulk of it doss not come in the form of Soviet

or other foreign investuen:, which seews likely, most of this
capitel will have to come from tha scenty surpluses of Chinaly
small-gcale agriculturs, Consequsntly, leng before basic
socialization can begin, Chinese Commmist administrative afficiency
and peasent lovalties will be sevarely tested by ghe preblem of ex-

tracting this agriculturel surplus and using the proceeds as

capital for industrialization.
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China, in conse jusnce of its size, the primitive character
of its eccnozy, and the ducebility of its cultural tradition,
alwaye hss proved difliculs spough for any regime to manags, let
alona remold, It is true thet tha HLSE has developed to new
helghts of professional skill the theery and practiceof capturing
and controlling social institutions. Soviet penetration o f key
units of the Paiping administravion is now in process, however,
and the USSH, capitalizing on the Sino-Soviet alliance and China’s
requests for assistance, 1s installing itself solidly im China,
thus reducing the chances for Chinese “Titoisn" and reducing the
impact on tha USSR of whatav@f dissident movements develop, The
ultinmate Shinese orientation in international affairs is impossibls
to estimate wj.th confidence at this stage. For some tims at. least
China will appzar an uncertain quantity to Soviet leaders; in-
cluding Stalin, whose fingers were burnt in dealing with unreliable
Chinsss revolutionary nationalists a quarter-century ago.

Nao Tse--tung probably willr bring back from Moscow a treaty of
Sino-Boviat friendship guaranteeing Soviet economic amd technical
assistance to China end arranging for joinit development and use ﬁ‘of
Chinese military facilities, IFrom the Soviet point of view all
thesa links with China are of long~rang:strategic value, For the
immediate futurs the Kremlin probubly will continue to tighten the

Soviet grip on the increasingly autonomous border areas of Manchuria,
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Inner Mongolia, and Sinkiang. In China proper, privileged
Soviet banks and Soviut—owned or Joint Sinc-doviet commertial
enterprisss will saxvvﬁ to influence Chinese productlon and trade
into patterns agrsesadble %o gereral Soviot objectivas. Ths USSR
probably does not wish %o become deaply committed in the painful
and intricata tasks of raorgenizing China's economy to feed ite
vast population. Nevertheless, many Chinese will hold the USSH
and the Peiping regime jointly rasponsible for the famine and inflation
that is bound to arouss widespread discontent in the coming year.
Resentment is already in asvidence among non-Communist Chinese and
apparently among a fsw Chinese Communist Party members over Soviet
privileges and acoriomic axploitation of danchuria, rumored _Loviet
profitsering in trads, and the influx of Soviet political; techmical ,
and m:_llitary advisera. 1If dissatisfaction against Soviet penetration
of the governuent ard economy grows, the Peiping regime will be
increasingly vidneraole to effactive criticism from the nationelist
point of view,
In these circumatances the Chineses Communist leadsrs will

find it hard to follow the Stalinist line scrupulously, especially
in international arfairs. In regard to relations with the Western
Powsrs in particular, foraign capitai and foreign m_anufactureza
will exercise a greut atiraction to economic planners intent on
industrialization. A demonstration of independsncse of Moscow, even
thuugh accorpanied by continued asseveracions of Communist faith,

probai:ly would reinforze the Peiping regime's popular standing.
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8 interests will be advancad by every new strain on the

1ink between Psipiné and Hoscow, Ths existing straing in
Sinc-Soviet relatiomns, howaver, probably will not become criticel
in 1980, For several years, China probably will be a rellavle
instrument of Soviet roraign policyy though it will not contribute
much t-o the Soviet wilitary potential, In these years the chief
threat China w11 pose to US interests in hsia will be as a

base from which to carry oﬁ revolutionary activity elsewhere in
Asia.

8 Beyond China,

Vhatever alss is envisaged in the Pelitburof's plans for
the Paiping Gomunis;t.:a, the USSHK plainly propeses toc usz the China
base in its drive to spread Communiem in Asia. 4s of 1 Jz'mu.ary 1350
a kind of: Cominfowm of ths Oriemt has bssn sst up in Peiping under
the designation of "lLiaison bureau” of the Cemmunist-ccnirolled
World Federation of Trads Unions (WFTV)., It will facilitate Soviet
control of Aslatic labor groupa, among which oppositiocn to Communism
is slight and wnorganized, and set up new labor fedsrations where
they do not exist. The Chinese repruesentutive on the purean, one

of the four "“responsible" members (with the represenvatives from

the USSH, Australia, and India), will bes able to exploit the sympathies

of overseas Chiness, Ths function of the Paiping lisison Bureau
is indicated in recen’ Chinese Comzunist propaganda, calling for

Communist labor cadres to assist in the "usrmed stvuggle" Lfor
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"na.biomj\l liberation,® particularly in the more vulnerable *ecolonial®
sreas of South Kores, Indochina, and Indonesia,

I viev of the instability of Western influence in Indochina,
where the French still have not tramsferred total sovereiznty to the
nationalist dut non-Commumist Yietnam regime of Bao Dai, the whole of
Southeast Asia has becove excellent ground for political gaine at
mininum expense to Comaunist Chine end the USSR. There is probably
more then an even Me that the French will be forced o withirgw
from Indechina within $vo yeers, leaving control in the hands of a
Communist-led, indigenous regime., Onoce Indochina had succumbed, the
fragile Thal end Burmese goveraments algc would orient themselves at
least nominally toward China rather than toward the West. Thus the
‘1ine of farthest Communist advance would approach the borders of India
ana Indonpsie, where Weetern influence has been growing rather thap
diminishing since the British apd Dutch gr:.ted nationalist regimaeg
virtually complete indepcndence. Proupt and wholshearted Freanch
adoption of thc British tecknique, that is, winning influence by losing
colonies ,/P0881bly could elirinzta ths semi-colonial situation from
which Communist movement in Indochina drawe its strength, The time

to try is short,
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conflict between the Dppulous, somparatively stable, and comparatively
Pro-¥estern states of tho Indian subcontineat, At Present Pakistan
and Indis are engaging in o costly campaign of economic warfare that
neither country can affod, ‘

The issua is broader than conflicting terri torial claims, but the
futurs political affiliation ot Kashmir is the main immediate point
of contention. For two YOaT® tho UN has tried and failed to find a
mutvally acoeptable solution of the Eashmir case, Public opinion on
both sides is sufficiently inflamed to ereate some threat of the prg.
newal of armed hostilities, 1 this atmosphere, trade between the tyo
Countries virtually ceased after India devalued itg currency and
Pakistan refuaed to folléw suit ., India‘sg Jute =nd cotton goods
industries soon will be in Severs straits, apnd the entire economy of
Pekistan will be serlously handicepped by the Buspension of coal shipments
from India, Tl.le outbreak of war ip 21l 1ikelihood vould prove disastroug
to both comntries, In any event, the Prolongation of runitive trade
interdictions would gravely weaken both states and in time would create
the eéonomici and social wnragt the USSR ig hopefully avalting,
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There are inoreasing signs of & return to comparative "normaley®
in the pelitical affairs of most Westera European nations. Primerily,
the change 18 a result of the success of the first (i.e., rehabilite~
tion) fhuo of the Burgpean Recovery Program. This changs has not been
en vumixsé# bleseing for nntions facing the cowplex issuss of the second
phass of recovery, which 1mvolves maintaining o stable and oxpanding
sconomy in the wx;ola .Western Buropesn region. FPolitical coalitions of
moderate middle parties such as those which bave cooperated in re-
sistance to Communist seigure of power in France and Italy tend to crumble
as soon as the inmediacy of the threat of Commuuism recedes.

In Prance particularly, the "thiré force® government almost con-
stantly 1a on the verge of disintegration as a result of fundamental die~
agrecments over socic-sconomic pelicy, centering at pi’asent in the
controversial issues of wage, price, and tax levels, Declisions on theus
issuos were avoldsd or compromises reached as long as Commmnists «~ or
Gauliista ~~ were threatening to end both representative government and
political dissension. In a szase, the political disputes in France
epring from successful industrial rehabilitation and from the contalnment
of the advance of Communism at the Lusback-Trieste line., In this sense
the ‘nitial success cf US atratagic¢ sims in Furops has permitted a returm
to national strife over domés’ci.c socio~aeononic policy. The initial

success cannot alter the faet that the pollitical instebility of France
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or elsewhere in Western Burcpe threatens to sabotage She second
(1.e., constructive) phase of recovery, undermine the Atlentic Pact
ailitary anlance, end eveatvally bring beck shs Commaniet menace.

Oversens Trsde and

Ilpmtt in VWestern Turopean levels of industrial produotion.
nov above 1978 averages, only acceatuste the broéder problem of re-
orgumnising and robullding the seversl nstionsl ecomomies to compete in
vorld markete, particularly in ths Western Bemisphors, The industrial
nations muei secure raw materials and sell manufectured goods outside
Western Enroﬁe if tkey are to maintaln employment, expand production
and productivity. sad cooperate witb one amother in regionel military
prograns.

For example. the extrmordinary ecomomic revival of Western Cermany
nov has reached the stage where pressure for new markete is becoming
an important fector in Gerﬁxaay’”a politicel as well as eccnonmic
orientation, Germen exports are falling off., Unless German goods can
cross national barriers to reach consumers in the non-Soviet world,
there will be a strong compulsion to revive an extensive and perhaps
politically entengling trade with Soviet-dominzted Easteran FTurove.

Britain and France in particular must adjust their overseas trade
in 8 way to reduce the dollar deficit, which threatens to peraist after
the end of ZIP. They have been making little hesdway in this directiom,
In 1949, French exports to the dollar ares have paid ou the average for

only atout 15 percent of imports from the doller ares, only & slight gain
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over the préceding Fear. Similarly, although the UK has attained a
rough over-nll balence of payments, the sterling area as a whole stil'l
is bwing tm dollar markets goods worth approximately ome billion'
dollars wore than it is earning,

In view of the probable persistence of doldlar deficite, the
Vestern FEurapesan nations will be driven incresasingly to put further
restrictions on doller imperts, In this circumstance, wnless westezﬁ
Burope daveibpa other markets and sources of supply, or new forms of ns
financisl ald replace ERP funds, Europesn production will decline, perhaps
$0 the 'poinf of frustrating US strategic alms in Europe.

k. Ecldticel Crieis 4n Franes.

France's economic recovery, accompenied by rises in the cost of
living, has ‘sharpancd the political contxoversy aver distribution or
redistridution of the increased income. The current differences batveen
the Soclalists and the Radical Socialists over the budgst and over wage
yolicy and woge controls have deen bridged by government compromises,
but only with great difficvlty and by a slender margin,

The recent agreemént to restore collective bargaining wes a
major concession to the Soclalists, who anticipate o general wege inereasc
88 a result, Considerable economic unrest and politicel sgitation
probebly will meke themzelves felt in the near future, first duﬂng g
drive for an additionsl cost-of-living bonus and later in campai@s for
wags incresses. By the end of December 1949, the cosi-of-living indox

for the avo;;aga Parisian worker vithout dependents had risen more than

: SECRPT
Approved For Release 2000/08/23 : CIA-RDP67-00059A000500100010-4



Approved For Release 2000/08/235C&¥A-RDP67-00059A000500100010-4

16 perce;f;t above the level of September 1948, when the government
permitted the last increase in wages. The Bidault government may 16
forced to concede some new wage bLenefils along the lines of Socislist
demands, but will then find it aven harder to increase tax revenues
and balamce the budget in the face of Redical-Soclalist oppositicn. As
labor coste rise and bring abont higher prices, French industrialiste
will reeist mors stromgly than ever all efforts to relax import
reitrictions and thus erpose their products to competition from lower-
cost producers., USconemic, political, and military wveaknessse lie Just
below the surface of the conparatively "anormal® political bargaining
and bickering in the French Assembly.

The Titc regime in Tugoslevia still appears to be more immediately
concerned with sconomic problems ¢than with the danger of Soviet or
satellite military action, The Yugoslavs recently have made signifi~
cant advances in offsetting the Soviet economic blockads of Tugoslavisa
by strengtheﬁing their ecoromic ties with the West. Ler long nego~
tiations, a five~ysar agreement, bdringing Yugoslavia ¥ 110,000,000
worth of badly needed eapital equipment end raw materisls from the UK,
has been completed. A tradec sgreement with Westernﬁemny will provide
Yugoslavia with $60,000.00¢ worsh of coke, machinery, and indusirial
goods dnring 1950, The recently concluded US civil air fransport
arreement and US approval of Yﬁgosle:via‘s purchass of civil aircraft‘ parts
will contridbute further touvsrd ‘ruroved relations with the West, a3 will
materialization of the proposed $25,000,000 Internsiionsl Rank lean.

Assurance of further Western asaistance, especially US dollar credits, may

Approved For Release 2000/08/23 : CI£-RDP67-00059A000500100010-4
: SECRIT

i



. Approved For Release 2000/08/23 : CIA-RDP67-00059A000500100010-4

SECRET

be required during the coming months to sustain Yugoslav will to resist
Soviet pressure as well as to carry the Yugoslav economy through the
transitional reorientation toward the Western world,

The issn seems to be currently preoccupied with shoring up Soviet
control of the other Eastern European states and reducing ”deviati;onisn"
among Commmist organiszations outside the orbit, espocially in Itgly
end France. Recent Noscow propeganda has shifted its emphasis fram
frantic insistence on the eradication of the Tito government %to the theme

that "Fascist® and "imperialist* Yugoslavis must be "sealed off"

- offectively fiom {he purer world of Hoscow-~dominated Communisw, ms

shift may indicate that the USSR is prepared to tolerate the Tito
situation for some time, Toemporarily, in any eveni'.. the western boundary
of Saviet domination in the Balkens runs along the Bumanian and Bulgarien
frontiers rather than along the Adriatie coast.
6. Eavutian Elections,

In Bgypt®s first free clections since 1935, the Wafd Paerty has won an
overvhelning Parliamentary majority and has now formed a government, As
& result of this electicn, the prastige and political influence of King

Farouk, who dominated the coalition cabinets of the past five years, has

been diminished., The Wafd victory will bring an unaccustomed stability to

the government because of Wafdist parliamentary strength and popular
support. The Wafd will continue Egyptis alignment with the Western Powers
in opposition to the USSR, and relstioms with the British, who vere
responsihleéfor Wafd cont‘rolA of ngirptiaz; affalrs during the war, probai)ly

will improve. The new Egyption Government axd the UK may well reach a
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satiufactqry compromise on revision of the Anglo-Egyptian Treaty and
nay also reach an undersianding over reduction of Egyptis sizable
blocked sterling bslances. Succassful settlement of these issues would
permit the British to continue thelir stiategle control in the Bastern
Hediterranean, which is compatidle with US gecurity interests.
7. Gexibbesa Altercatians.

The recent disputes between Cuba and the Dominican Bapublic on the
one hand and Haitl and the Dominican Bepublic on the other have not
threatened open werfare, but they do reflact the continued seriousness of
underlying political tensions in the Caribbean ares, T.heyl sdversely
affect progress toward greater solidarity within the American family of
nations., The Cuban-Lominicen dispute, a prominent feature of which was
Dominican congressional sutnorization of special war-powere for Trujille,
vas hro'ught to the attention of the Inter-Amsrican Peace Committee of the
Organization of American States (OAS). The second diapute came to the OAS
when Haiti charged Dominicon participation in an abortive plot tooverthrow
the Baitian President. Bstimd, with the result that the Elo Tresty was
invoXed at the request of both governments, Vhile fundamentsl differences
between these countries rsmain unresolved and futher manifestations of mis-
trust and hostility may ba ezxpected, the decision of the Council of the
OAS to study the Caribbsan situastion will at least curb open hostility,
The appealv probably will increase the prestige and uwsefuiness of the Rio
Treaty and strengthen the formal machinery of Inter-American solidarity

against more sericus tests in the Future,
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