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CRITICAL SITUATIONS

: EUROPEAN RECOVERY
Monnet and Clayton agree that no final settlement of the German
problem can be made until after the November meeting of the
Council of Foreign Ministers (see item 1).

GREECE
The announced withdrawal of the remaining British troops will
probably have a slightly adverse effect on Greek morale and a -
correspondingly positive effect on guerrilla morale. Although the
;’,; . British troops have not participated in the fighting, their presence
has been reassuring to the Greek Army and Government. -

‘ INDONESIA
The Dutch consider Austraha, s referral of the Indonesxan situation
to the Security Council as ‘‘an unfriendly act’’ (see item 2). The
Netherlands Government had previously indicated that upon conclu-
sion of its police measures, it intended to accept mediation by the
US if it is offered.

‘ KOREA
The Soviet delegation continues to block Joint Commlssion efforts
to estal:lisha Korean Government.The US proposal that the USSR
coasull with organizations in North Xorea while US members con-
... sult with those in South Korea was re;ected by Soviet reyresenta-—
’ tives as “‘not worthy of consideration.’’

CHINA
In its continued efforts to enlist Chinese popular support and influ-
ence US opinion, the Chinese Natiocnal Government and Kuomintang
officials are currently charging that, during the recent war,
Chinese Communists were secretly collabcrating with the Japanese
and did not fight the Japanese after 1937. The first charge has
thus far been masupported the second is known to be false.
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1. Monnet's views on French economic recovery--Under Secretary
Clayton has been told by Jean Monnet (head 02 French economic
planning) that,in order to bring about a satisfactory understanding
between France and the US, the German problem must be settled
and France must put its financial and monetary house in order.
Monnet declared that, while he agreed with Clayton that no final
settlement of the German problem can be made until after the Coun-
cil of Foreign Ministers meets in November, he was positive that
the French Zone in Germany would be merged with the US and UK
Zones. Monnet added that it was important that a part of the aid to
be given to France under the Marshall proposals should consist of
gold to be used as a stabilization fund. Clayton replied that such a
step, while extremely difficult, would not be impossible if the French
can devise a workable plan for giving order to their financial affairs.

2. Dutch reaction to Australian appeal on Indonesia--US Embassy The
Hague has been informed by a high Dutch official that the Netherlands
Foreign Office regards Ausiralia’s reference of the Indonesian situ-
ation to the Security Council as “‘an unfriendly act.”’ Because the
Australian statement indicates that action was taken after ‘‘closest
consultation” with the British Government, the Dutch feel that the
attitude of the UK is no longer neutral, The Dutch spokesman be-
lieves, however, that the case should be considered by the Security
Cmmcil on the basis of the more moderate Chapter VI of the UN
Charter as invoked by India, rather than under Chapter VII as in-
voked by the Australians. (The latter chapter applies to threats to
peace, breaches of peace, and acts of aggression.)

EUROPE

3. BULGARIA %culation on Dimitrov-Tito meetinlg--US Military
Representative Yatsevitch in Sofia believes e purposes of
Dimitrov’s visit to Tito are: (a) coordination of Yugoslav-Bulgarian
action toward Greece; (b) final negotiation and signature of 2 mutual

assistance treaty; (c) coordination of economic collaboration,possibly
including a2 special customs agreement and relaxaﬁon and reorganization
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of frontier controls; (d) coordination of internal security activities;
and possibly (e) final agreements regarding incorporation of Pirin
(Bulgarian) Macedonia into a Yugoslav Macedonian Republic. Yatse-
vitch believes the visit is another step in the formation of 2 system
of political, economic, and military agreements that would bind to-
gether the Satellites, but he considers that an announcement of the
formation of a formal Balkan or Danubian Federation is unlikely at
this time.

. POLAND: Hope expressed for continued US trade relations~-Polish
Industry and Trade Minister Minc has expressed to Under Secretary
Clayton the hope that US~Polish trade relations will not be harmed

by Poland’s abstention from the Paris conference. Minc declared

that he knows no reason why Poland’s present western economic
orientation cannot be continued and extended. Regarding Polish coal
production, Minc stated that the Poles are unable to go further unaided
and that the desired International Bank credit would make possible the
expansion of production by 10 million tons in 194b and an additional

10 million tons in 1949.

Clayton recommends, in view of the urgency of the European
coal problem, that no objections be raised by the State Department
to the extension of credit by the International Bank for use in augment-
ing Polish coal production, on the undersmnding that “no increase in
the export of coal to the USSR would take place.”’

(CIG Comment: Minc is believed, along with several other
leading Polish Communists, to have ea.rnestly desired Polish partici- .
pation in the Paris conference Minc, who,is Poland s economic dicta-
tor, will undoubtedly make a sincere effort to expand Polish trade with
the West unless the Kremlin orders otherwise.)
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NEAR EAST-AFRICA

6. PALESTINE: UNSCOP reportedly unimpressed by Zionist claims--
(- US Embassy London reports the opinion of the ﬁié Toreign Office that -

the UN Special Committee on Palestine (UNSCOP) has not been im-
pressed by ‘‘extravagant Jewish claims and oratory.”” The Foreign .
Office believes that UNSCOP is now fully aware of the Arab view that:
(a) Palestine Arabs are entitled to self-detormination; and (b) Arab
states would regard a Jewish state in Palestine as a threat to peace in
the Middie East.

" FAR EAST

7. AUSTRALIA: Reported Soviet submarine activity--According to US
Naval Attache Hé%oumef’g |

25X1 | —_|the USSR Is obtaining submarine operat-
ing data In troplcal watlers and is requesting Australia o designate
%/ ports in Australia that may be visited by Soviet submarines.

(CIG Comment: This tends to support previous scattered
but unconfirmed reports of Soviet submarine activity in southwest
Pacific waters.)

THE AMERICAS

8. ARGENTINA: Foreign Minister’s comments on Rio Conference--US
Embassy Buenos Alres has been Informed by Foreign Minister Brag-
mulia that Argentina: (a) understands the purpose of the Rio Confer-
ence to be political rather than military; (b) will send to Rio a delega-
tion of political and economic experts “with only minor military repre-
sentation’’; and (c) is ‘‘determined’’ that the conference shall be a success.

- -
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RURCPEAN RECOVERY

Prance will consider ralsing German steel production i€ Ruhr coal
and steel are nternationalized. US representatives report that
self-zid in the recovery program is not receiving encugh emphasis
in the schedules now being drawn uvp at the Paris conference. The
UE bes indicated that it may soon have to institute deastic cor-
rective measures in order to cope with its grave financial situation
(see item 4).

PINE

A 182

L]

Soviet veto of the 118 recommendation for a permagent border

eommizsion will have no lmedizte affect on the Greek sitwation.
it tadicates, however, that the UPSR is determined not fo abandon
its objectives in Greese, and that stropger guerrilla attacks may
be sxpected in the near foiure,

will

Dubch authorities in Batavis o5

be achieved within g fow days, The Indonesians are oxpected fo

IO ONISIA
pstimate that thelr military oblectives

sxort cconomic pressure on the Dulch through S0BSY, a large union
of Indonesian workers which iy belisved responsible for the
seorched-earth policy s Werd fnva,

ROREA

Ag the stalemate in the Yoini Commiszion continuves, the Soviet radio
stetion at Pyongyang and the &0 members of the Soviet delegation
L

in Secul are taking fwil advaniage

£ the situation to breed unvest.

General Hodge indicates need fov immediate US actlon (see item §).

The

CHINA
Chinese press refiects disappolntment that, concurvently with

the dispatch of the Wedemeyer Mission, the US has not altered is
poliey toward China to nclede lomadiate military and economic
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EUROPE

ITALY: No basis found for ‘S‘forza's view on Soviet ratification--US

Ambassador Dunn received “‘a completely evasive reply ' from For-
eign Minister Sforza when he sought the bas!s for Sforza’s recent
statement in the Assembly that the USSR desired to ratify the Peace
Treaty. Furthermore, the Foreign Office has confidentially informed
the Embassy that no communication has been received from Moscow
which could give a foundation for Sforza’s highly-publicized statement.

USBR: US Embassy urges return of US exit visa req u'ements--US
Embassy Moscow recommends the re-establishn exit visa
requirements as a means of reciprocating Soviet detention of bona
tide US citizens and of strengthening national security through in-
creased control over Soviet nationals {n the US. Under present con-
ditions, the Embassy is unable to exert any real pressure on the USSR
for the issuance of exit visas to properly documented US citizens (see
Daily Summary of 28 July, item 7).

HUNGARY: Anti-Communists request US funds--US Minister Chapin -
in Budapest has again been approached by ' bona fide’’ representatives
of anti-Communist groups requesting American funds for use in the
coming electoral campaign. Although Chapin feels that US funds could
not now substantially affect the outcome of the 31 August elections,

he suggests that the US should seriously consider using such unortho-

- dox methods of aiding Hungarian anti-Communist forces in the future.

UK: Aide-memoire states need for immediate assistance--The UK
has informed the Department of Siate in an aide-memoire of its doubts
that assistance to Europe through the Marshall proposals will ‘‘come
early enough or be large enough to meet the special difficulties’’ of
the UK. The UK states that its critical financial situation will require
far-reaching corrective measures early this autumn.

-2 -
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NEAR EAST-AFRICA

GREECE: US considering advisability of increasing Greek Army~-
The State Department has asked the American Mission for Aid to
Greece (AMAG) whether the size of the Greek forces is adequate to
put down increasingly grave guerrilla threats, such as the recent
attacks in the Yannina-!(onitsa area. The Department states that

it cannot “‘at this moment’’ offer Greece any assurance that the UN
or the US can provide protection against such attacks and theretore
does not wish to be in the position of hampering the Greeks’ efforts
to defend themselves. (AMAG had previously refused to support
any inerease in the permanent size of the Greek Army; see Daily
Summary of 24 July, item 6. More recently, however, the US Military
Atiache Athens has estimated that increases should be permitted, to
enable the Army to contain the Communist forces.)

FAR EAST

KOREA: Hodge suggests immediate action by US--General Hodge
reports that the USSR, by taking the fullest advantage of the trustee~
ship clause in the Moscow Decislon, now has control of the most
powerful single political group in Korea, In view of the increasing
tension, General Hodge states he is ‘‘rapidly coming to the conclusion’
that: (a) the US must cease negotiations in terms of the Moscow Deci-
sion at the eariiest opportune moment and should review the entire
Korean problem either at a high level with the USSR or in the UN
Assembly; (b) the US must go ahead with the establishment of an
electeé interlm government for South Korea immediately; and (c)
“the US must stamp out the Comintern Communists even at the cost

" of bloodshed.”’

THE AMERICAS

PARAGUAY: Government wlllirgg to start mediation~--The Brazilian
Arabassador in Asuncion has informed US Charge Trueblood that the
Paraguayan Government has agread to the establishment of a2 mediation
board by Argentina and Brazil, with the provision that the board deter-
mine the time for hostiltties to end.

-3
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CRITICAL SITUATIONS

EUROPEAN RECOVERY: "The urgent need of interim economic aid
to the UK, France, and Italy has begun to overshadow the Paris eco-
nomsic conferente in the minds of European lsaders.

GREECE: With the nation engaged in civil war, political leaders tn
Athens {convinced thal Greece will be saved by US aid or not at all)
eontinue to place self-intorest above national unity by jockeying for
personal power,

NEL: The decizion of the Indian Government to refer the conilict in
mdonesia {o the Security Council is an evident success for ndonesian
efforts to get the Republic’s case before the United Nations {see Daily
Summary of 22 July, ftem 5). Inasmuch as it had been supposed that
this action would most likely he taken by 5 Middle Eastern Moslem
stats the assumption of leaderahip by the Government of India is a
significant initiative,

KOREA: The Soviet delegation to the Joint Commission is alttempting
to goad Korean Rightists into overt acts which would eliminate them
from consultation acecording t0 terms agreed ypon by the US and the
USER. :

CHINA: Nationulist forces in Manchuria appear $o need troop re-

irforcements as well as materiel before they will be capable of
lsunching a counter~offensive.
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GENERAL
Evatt’s ideas on Japanese Peace Treaty--Australian Minister for
External Affairs Evatt, in separate conversations with General Mac-
Arthur and US Political Adviser Atcheson, has suggested that an
sleven-power settlement on Japan be reached as soon as possible,
Evatt believes that the USSR would ultimately join such an arrange-
ment in order to avoid being without a voice during the interim con-~
trol periocd. As to a voting procedure, Evatt appeared to favor the
rule of unanimity over the two-thirds majority suggested by the US.
Evatt alse declared that the US should be the sole trustee of the
Ryukyus (Okinawa).

UK ‘“‘advises’’ Abdullah against Greater Syria--US Legation Damascus
reports that the UK has advised King Abdullah of Transjordan to
cease agitating for a Greater Syria. ‘

{CIG Comment: This action should block for the time being
the scheme to federate the northern Arab states under Abdullah; see
Weekly Summary of 14 February, page 7.)

EUROPE

HUNGARY: Concern over Soviet gains in Hungary--US Minister
Chapin in Bucharest expresses deep concern over recent marked
Soviet advances toward the isolation of Hungary from the west. Chapin
states that the next ninety days, particularly the period before the

31 August elections, will be of decisive importance for US prestige in
Hungary as well as for our whole position in Central Europe.

RUMANIA: Soviet control of the Danube-~US Representative Mslbourne
Bucharest reports that the 16 July Rumanian-~Bulgarian protocol (the
text of which has just been received) provides that both signatories,

“in conference with other Danubian countries and in agreement with
USSR, will no longer admit any interierence of non-riparian countries
in establishment and administration of Danubian Regime,”’

(C1G Comment: This provision emphasizes Soviet determina-~
tion to control all shipping on the Danube through Soviet-Danubian

-ngu
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Shipping Co. Previous Soviet promises to allow participation by
Western powers probably will be not fulfilled.)

HEAR EAST-AFRICA

INDIA: Vicerov determined for States to join Hindustan or Pakistan-»-
The Viceroy s Atde has informed US Embassy New Delhi that: (a)

the Viceroy is determined to have ail the Princely States join Hindu-
stap or Pakistan before 15 August and has threatened sanctions {such
as withholding arms, ammunition, and other supplies) against States
not agraeing to accede; (b) all the States, with the poasihle exception
of Travancore and Hyderabad, are expected to sign instruments of
sccession before 15 August; and (¢) Travancore will probably follow
suit although Hydea'abad may hold out.

THE AMERICAS

CUBA: Dominican revolutionaries--US Ambassador Norweb, trans-
mitting new deveiopments regarding Dominican revolutlonary activities
s Cuba (see Daily Summary of 28 July, item 10),rates as highly accu-
rate reports that: {a) an advance guard of fifty Dominican exiles is
already enrouts to the Dominican Republic; (b) thirty American-manned
planes will participate in the projected air operations, which call for
attacking Ciudad Trujiilo with incendiary and demolition bombs; (c)
five air trensporis from Venezuela have been procured for use by the
revolutionaries; and (d) approximately 5,000 well-equipped troops
now being assembled in eastern Cuba 'will participate in land operatlons.
Norweb also reports t@j_;ack of funds may delay the expedition s de-
parture from Cuba--that Cuba’s Chief of Staff, now ‘‘incensed’’ that
Cuban officials are involved in the plot, has alerted elements of
Cuban Army--and that President Grau has stated that the revolution-
aries must leave C&F—by 30 July. Norweb has been informed by
President Grau tl_gs.j__ energetic measures ’ have already been taken
against the expedition.

{CIG Comment: CIG estimates that it is improbable that: (a)
as many as 5,000 persons are involved in any expedition now mobilizing

-3 -

Approved For Release{}J¢¢fq8} Pt ERDP78-01617A005900010003-0



Approved For Release 2£H%H&ENIMQP78'01 617A005900010003-0

s

in Cuba; (b) a foree of such size could be transshipped to the Dominican
Republic; and (¢} even i shipping could be provided, the expedition
could land on the Dominican Republic’s closely-guarded shores. H,
however, the expedition were to coincide with either a substantial revo-
lutionary movement inside the Dominican Republic or the assassination
of President Trujillo, its chances of svecess would be greatly enhanced.)
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CRITICAL SITUATIONS

EUROPEAN RECOVERY: The US considers that the European
reconstruction program shounld be directed primarily toward short-
term recovery {(see item 1).

GREECE: Public resentment against the indiscriminate political
arrests recently carzied out by the Greek Goverament zppoars o
be increasing. Meanwhile, as guerrille aetivity continues unabated,
Creeks in the north appear increasingly to asseme that US aid will

improve the militory and economic situation without help from them.

NEI: The US is net prepared to joln with the UK In offering to arbi~
trate the Indenesian dispute at this time (see ltem 3). Following the
capture of ports in West and Sast fuva, the Netherlands Navy has
Liited Dutch trade controls which have boen ia effect since Jonvary.
The Republican forces have been forced to the tip of western Java
where they threaten to destroy valuable plontations,. - S

FOREA: The Department of Slate has informed the US delegation

to the Jolnt Commission that vrgent study 18 belng given to US course
of action I the event of 2 breakdown or indefinite prolongation of

he present stalemate In the Jolat Commission. The Department
directs the delegation to use all aprropriate messures to nsure
continuanee of negotiations for the present.

CHINA: A rellable report that Chisng Kal-shek is personally direct-
ing milltary activity Ia Shandnng Provines provides further evidence
of the comtinued stifling of local command initiative~-a major source

of wealmess n the Nationalis tery strusture (cee e 8).
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GENERAL

1. US views on development of European recovery--The Department of
State has informed Under Secretary Clayton in Geneva that US atd
in European reconstruction would be directed toward: (a) increasing
production in bottleneck areas; and (b) maintaining minimum essen-
tial consumption. The Department adds that while it desires to see
longer -term reconstruction, such measures should be developed
through the International Bank rather than through direct US aid.

2. US military rights in the Azores--US Ambassador Wiley in Lisbon
has been informed that the Portuguese Government is prepared to
grant rights of transit to US Air Transport Command aircraft in

the Azores after expiration of the present agreement. These rights‘

would permit operations for servicing US occupation forces in Ger-
many and Japan. The Portuguese, however, have proposed that all
facilities in the Azores shall be completely Portuguese -operated
and controlled, with no US military personnel present. Wiley has

replied that, in his opinion, this proposal would be ‘‘utterly unaccept-

able’’ to the US.

3. US position on Indonesian dispute--The State Department has in-
formed UK Embassy Washington, in response to the UK request
for collaboration in a plan to arbitrate the Indonesian dispute, that
the US considers that the Dutch would not accept arkitration at
this time. - :

{

EUROPE

4. UK: Bevin's comment on critical UK financial situation--Bevin has

told US Ambassador Douglas that the UK needs some temporary re-
lief in order to continue to play its present international role, and

has informally suggested the possibility of an International Bank loan

- of one billion dollars as sufficient to carry the UK over the hump.

Douglas agrees that the UK situation is critical. However, he

suggests that relief, if feasible, should not be such as to make it

possible for the UK to avoid “‘grappling in earnest’’ with its problems.
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5. ITALY: De Gasperi may risk vote of confidence on ratification issue--
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US Ambassador Dunn has been told by Premier De Gasperi that he
is determined to take immediate action on his formula for ratifica-
tion of the Treaty. De Gasperi states that,while he hopes that a vote

of confidence over the issue may not be necessary, he feels so strong-

1y on the issue that if it becomes necessary he is prepared to put it
to such a test (see Daily Summary of 24 July, item 4).

SPAIN: Franco's views on his own position--During an informal in-
terview with US Charge Madrid, General Franco made it clear that

he will not lightly relinquish his position to anyone, unless he is con-
vinced that whoever takes over will maintain stability and order and

will continue what he considers to be the present progressive evolu-
tiocn and education of the Spanish people. ,

. USSR: New US protest on claimants to US citizenship--US Ambas-

sador Smith plans to present a new protest to the Soviet Government
regarding detention of claimants to US citizenship. Smith will main-
tain that only the US can decide who is or is not an American citizen,
and that the mere assertion by the Soviet Government that a person
is a Soviet citizen cannot deprive the individual of US citizenship.
Smiith will further insist that, ¢ontrary to Vishinski’s allegations,
the claimants to US citizenship are guaranteed the right of access
to a US consular officer by the US-Soviet agreement of 16 Novem-
ber 1933. :

Smith also plans to protest the USSR’s refusal to issue exit
visas to four US citizens whose claims to citizenship are recognized
by both the US and Soviet Governments. .

-3«
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FAR EAST

| 9. CHINA: Generalissimo directing Shantung operations--A high~
ranking Nationalist officer close to Chiang Kai-shek has told US
Embassy Nanking that the Generalissimo is personally supervising
Nationalist operations in Shantung: Province and that the Nationalist
position there is ‘“‘hopeless.” US Ambassador Stuart has no infor-
mation justifylng extreme pessimism about Shantung. Stuart com-
ments that the officer’s remarks are indicative of the continued
stifiing of the initiative of Nationalist field commanders and of
growing defeatism among Nationalist leaders.

THE AMERICAS

10. CUBA: D ica volu ries
25X1AY |
25X1A seve red armed Dominican revolution-

| aries are preparing to sail from ports in eastern Cuba to partici-
pate in a combined land, sea, and air attack looking to the overthrow
of the Trujillo Government.

US Military Attache Caracas transmits a report of undeter-
mined reliability that: (a) the instigators of the nascent revolt are
. Communists; and (b) the Venezuelan Government has given it
financial support. US Ambassador Norweb reports from Havana
that a Cuban Government official is assisting the revolutionaries
and that President Grau is ‘‘well informed of what is going on.”

-4 -

Approved For Release 2@HmmEﬁTtEEP78-O1 617A005900010003-0

25X1A



11,

12,

Approved For Release 20%”5'{}[@“#‘1;78-01 617A005900010003-0
e

(CIG Comment: While reports of an imminent revolutionary
move against Trujillo have become too numerous and widespread
in recent days to be ignored, CIG estimates that the obstacles to
such an air, land, and sea attack from bases in nominally friendly
neighboring countries are insurmountable. This is the more certain
because the Dominican Government is undoubtedly aware of the
preparations and may be encouraging the rumors to distract atten-
tion from its own involvement in current plotting against the Vene-
zuelan Government. CIG further estimates that the above report
from Venezuela exaggerates the degree of Communist responsibili-
ty for the current plot, because: (a) the Venezuelan Government
would not be likely to finance a Communist-mstigated revolt even
against Trujillo; and (b) Trujillo’s regular practice is to use such
plots as evidence of his role as an anti-Communist champion.)

PARAGUAY: Government objects to Brazil’s mediation formula--
US Ambassador Pawley in Rio has been informed by the Brazﬂian
Forelgn Office that the Paraguayan rebels have accepted Brazil's
mediation formula (see Daily Summary of 26 July, item 6), but
that the Paraguayan Government: (a) objects to the formula s im-
plicit recognition that the rebels are ‘‘belligerents’’; (b) insists
that mediation should precede the interruption of hostllities' and
(c) stresses the necessity of a complete military victory over the
rebels.

BRAZIL: Soviet arms-smuggling story discounted--US Naval At -
tache Rio reports that Brazilian aerial reconnaissance flights have
produced no evidence of the smuggling of Soviet arms along the
Brazilian coast. US Embassy Rio also discounts the arms -landing
story.
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CRITICAL STTUATIONS

EUROPEAN RECOVERY: The UK-Soviet trade talks have broken
down because the USSR continues to insist upon elimination of the
requirement in the 1941 agreement that 40% of the Soviet obliga-
tions be paid in gold or dollar exchange (see item 1).

GREECE: Forelgn Minister Tsaidaris has indicated his belief
that any full parliamentary ecalition would fail with the result
either that new elections would place many Communists in Parifa-
ment, or that power would return to the Populists (rightis t) with
himserlf as Prime Minister.

WEL Dutch officials in Batavia hope to speed formation of a mew
Government a8 mzhﬁm:y Cpes a‘%zc.ns on }ava near completzcm

the morth coast of L*w ‘a’*f: mxmﬂm Smmatra Dutch £ orc;s mpmr
to be meeting somwe onposition arownd Medan.

KOREA: US delegates to the Jolnt Commission are convinced that
new lines of action must h 2 adopted to overcome the present dead-
lock and Soviet &e*m.u ¢ tacties (see item 3).

CHINA: Current statements by liberal Chinese Government of-
ficials to the effect that the Generalissimo has lttle freedom of
political maneuver and that US pressure for governmental reform
is therefore unrealistic are indicative of Chinese intentions to
emphasize to General Wedsmeyer the Soviet threat to China and
the resulting need for US aid on political grounds.
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GENERAL

1. UK-Soviet trade talks break down--UK Embassy Moscow has in-
formed the US Embassy Moscow that agreement on all controversial
peints in the UK-Soviet trade negotiations actually had been reached
when the USSR reopened its demand for revision of the 1941 UK-
Soviet financial agreement and sought extension of the period for
payment of its obligations and elimination of the requirement that
40% be paid in gold or dollar exchange. The USSR in turn offered to
make available to the UK even more than the one million tons of
grain sought by the UK. The US Embassy adds: ‘‘The result was the
absurd picture of the Soviet Union with its under-nourished population
offering ever greater quantities of foodstuffs and at the same time
demanding that a Britain strapped for dollar exchange should relin-
quish its legal claim to considerable quantities of that alarmingly short
commodity.””  The UK Embassy still believes that the door is open
to resumption of negotiations. The US Embassy, however, considers
that Soviet intentions will become more apparent on 1 August when
the next foreign exchange payment is due under the 1941 agreement.

NEAR EAST-AFRICA

2. IRAN: Shah’s view on Soviet oil concession--The Shah has told US
Ambassador Allen that Prime Minister Qavam believes the Iranian
Government should prepare counter-proposals in connection with the
Soviet oil agreement. The Shah fears that the USSR might accept any
terms no matter how favorable to Iran in order to get a foothold or
to preclude development of Iran’s northern oil resources by anyone
else. The Shah wants to refuse existing Soviet proposals and leave
the initiative to the USSR. He believes that Qavam favors giving the
USSR some kind of oll concession. (Qavam had previously stated
that he did not intend to present the Soviet agreement to Parliament,
which has just convened, because Parliament would probably reject
it; see Weekly Summary of 11 July, page 6.)

-2 .
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FAR EAST

KOREA: Suggested action regarding deadlock--In view of the cur-
rent Joint Commission deadlock and delaying tactics employed by
the Soviet delegation, US delegates are convinced that new lines of
argument must be advanced for settlement of the question of Korean
party consultation. I these new arguments fail, and if the USSR
subsequently refuses to pass over the consultatlon issue temporarily
in order that the Commission may consider other aspects of the
Rorean Provisional Government question, the US Delegation feels
that the only remaining course of action will be for Secretary Mar-
shall to propose to the USSR a review of Joint Commission progress
on the Foreign Minister level.

CHINA: Threat of rebellion in Sinkiang--According to the US Con-
sul Tihwa, Central Government military commanders in Sinkiang
Province are disturbed over the threat of another open rebellion by
the Iu group that dominates northwestern Sinkiang. (The Lis led
the “‘Ining rebellion’’ in 1944, and were promised virtual autonomy
after an uprising in 1945-46; Ili leaders now claim that native groups
are being “‘oppressed beyond endurance’’ by the Chinese provincial
regime.) One Government commander, who belleves that the Ilis
could muster more than 60,000 troops, has received reports that
these troops are now being mobilized.

BURMA: U Saw termed guilty of assassinations--A high Burmese
official has informed the US Consul General Rangoon that U Saw is
undoubtedly guilty of the murder of U Aung San and other prominent
members of the Anti-Fascist L.eague. This official believes that

U Saw expected, following a short period of chaos and a few months
of military g;overnment control,, to present himself as ‘‘the only
logical candidate for Premier.” U Saw’s error, the official believes,
was to underestimate the strength behind Aung San and the Anti-
Fasecist League.
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THE AMERICAS

6. PARAGUAY: Brazil's mediation formula--US Ambassador Pawley . .
reports that the Brazilian formula for mediation in Paraguay’s civil
war includes maintenance of the military status quo while negotia -
tions proceed, amnesty for the rebels, and ‘‘respect’ for Morinigo's
position. Pawley has been told by the chief of the Brazilian Foreign
Office’s political division that: (a) it is up to the Paraguayan Govern-
ment to take the initiative as regards including the US among the
mediators; and (b) Brazil will abandon mediation attempts if its
formula is refected.
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CRITICAL SITUATIONS

EUROPLAN RECOVERY: Bevie's delay in agreeing to send 2 dele-
gation to discuss Ruby eoal production in Washington appears due

to oppositior from some UK Cabinet members who suspect US motives
in calling the conference (see item 1).

GREECE: The reported dismissal of two general officers from the
Graok ﬁ;rmy is indicatlve of the political and personal differences

in the ﬁ?igh Command which are hampering operations against the
guerrilias. Jealowsy between the Army and the gendarmerie already
hag hampered the anti-guerrilla campaign.

WET: Unchecked Dutch advances have severed the Indonesian Republic
fﬁ.ua' 3] .",\.ﬂ?h [} ‘5 f‘ i esd e A TET o s

b gjnz fa ; !;?y z,}.;m .:Lk:t&a,m;n v ’i?’ﬂﬁ;. Yava and most of the north coast of

e ent va. batel suthorities belleve operations will soon be com~
g any British move to mediate or offer good

pleted. The Duateh o
oitices,
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UK Cabinet appears divided on Ruhr coal talks--Bevin has told US
Ambassador Douglas that some members of the UK Government
suspect the US of intending to use the propesed Washington coal talks
to obtain a UK commitment in regard to postponing nationalization

of the Ruhr mines. However, Douglas assured Bevin that the US wished
to discuss whether uncertainty as to the final status of the mines is
affecting their output, and Bevin indicated that he would send a delega-
tion to Washington. Ambassador Douglas suspects that on this matter,
as on others, there may be ‘“‘a real schism within the Cabinet.’’

. US position regarding Poland--The State Department has instructed

US Ambassador Griffis that, because the Paris Conference was the
result of European initiative, it is not appropriate for the US Govern-
ment to intervene or urge Polish participation. The Department
further states that the US hopes a recovery plan will be evolved eventu-
ally in which all European nations can join to their mutual advantage.

Soviet radio facilities in Iran--US Ambassador Allen reports from
Tehran that although Soviet air cperations in northern Iran have now
ceased (see Daily Summary of 24 July, item 1), Iran is not pressing
the USSR to close down the Soviet radio facilities at Tehran, Tabriz,
Meshed, and Pahlavi.

(CIG Comment: Although the USSR claims that the stations
are needed to furnish weather information, they undoubtedly can be
useful to the USSR as radio fixes in Caucasian and Trans-Caspian
navigation and will facilitate covert intelligence activity.)

EUROPE

CZECHOSLOVAKIA: Recommended US policy~--US Ambassador Stein-
hardt believes that the USSR will seek to strengthen Communist con-
trol over Czechoslovakia’s internal affairs but at the same time will
permit continued Czechoslovak trade with the West. The USSR would
permit such trade as insurance against a noticeable deterioration in

-9
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the Czechoslovak economy that might otherwise result from the

USSR’s failure to meet its commitments under the recently expanded
trade agreement. Steinhardt recommends that the US: (a) should
avoid any contribution to the Czechoslovak economy as long as Czecho-
slovakia stakes its economy on Soviet promises to deliver the neces-

sary raw materials; and (b) should provide the maximum encouragement

to the moderates in Czechoslovakia to resist further Communist domi-
nation. Steinhardt believes that such a policy will fix blame on the
USSR for any disintegration of the Czechoslovak economy (which Stein-
hardt expects within one year) and will demonstrate to Czechoslovakia
the danger of economic dependence upon the USSR. As positive steps
to encourage Czechoslovak moderates, Steinhardt proposes that the

US conclude a cultural convention with Czechoslovakia and bring the
Hungarian coup before the UN.

BULGARIA: Opposition may go underground--The Acting US Political
Representative reports that the Opposition Agrarian Party will proba-

bly go underground in order to avoid anticipated Communist reprisal
against the Party’s recent resolution condemning the present regime.

(The Communists had hoped by terrorist means, such as the arrest of

Petkov, to force the Agrarians to participate in a bogus ‘‘loyal”
Opposition.)

FRANCE: Implications of fore% affairs debate--US Ambassador
Caffery warns that Bidault and Ramadier may be forced ‘‘to go con-
siderably further than they would like to”’ in the 25 July Assembly
debate on French foreign policy. Caffery fears that such statements
may render difficult further negotiations with the US and UK on the
subject of Germany in relation to the European recovery plan,

' Possible crisis over colonial electoral rocedure --Embassy
Paris reports that a demand for a vote of confidence in the Ramadier

Government may arise from the fight between the Left and the Right
over the question of electoral procedure for overseas territories.
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CRITICAL SITUATIONS

EUROPEAN RECOVERY: Despite Soviet opposition to the US relief
program in Austria, the US will make every attempt to obtain Soviet
agreement £o the entry of US relief supplies into the Soviet Zone; if
the USSR fails to agree, the US will operate its relief program in the
three Western Zones (see item 3).

GREECE: In Athens, center and liberal elements continue to explore
the possibility of replacing or liberalizing the Government; in the
north, the Army is alerted for further attacks from guerrilla units
reportedly massed in the border areas of Yugoslavia and Bulgaria.
AMAG will not permit an increase in the Army (see item 5).

NEI: Dutch forces continue to advance and occupy major towns; they
reportedly have entered the largest Republican seaport, Cheribon.
Dutch officials estimate that limited ‘‘police’ operations will be com-
pleted within 14 days in certain areas. The Dutch, however, may be
unable to maintain thelr rapidly extended cormmunications in the face
of Republican guerrilla tactics

KOREA: The desdlock in the US-USSE Joint Commission continues
because of Soviet refusal to permit consultation with parties and
organizations affiliated with the Rhee-dominated Anti-trusteeship
Commities,

CHINA: Distribution of UNRRA supplies to Chinese Communist areas
has been blocked by an official Central Government decision that the
lower Yellow River and Shantung areas are ‘‘no longer safe’’ for
UNERA-CNRILA personnel,
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Soviet airline suspends operations in Iran--According to US Mili-
tary Attache Tehran, the Soviet commercial airline has terminated
operations in northern Iran following formal representations by the
Iranian Government. The Iranian note demanded this suspension
until the USSR had granted reciprocal ;)rlvlleges to Iran. Iranian
officials are surprised at the ‘‘humble’’ Soviet attitude, as evidenced
by the Soviet request for permission for one final flight to Meshed to
evacuate Soviet personnel.

(CIG Comment: This prompt and unexpected reaction to
Iran’s recent threat to impound Soviet aircraft operating illegally in
northern Iran apparently reflects: (a) Soviet unwillingness to satisfy
Iran’s demand for reciprocal air rights; and (b) a Soviet desire to
avoid further irritation of Iran pending the Iranian Parliament’s
action on the proposed oil treaty with the USSR.)

British press prepares public for breakdown in Soviet trade talks--
Ambassador Douglas reports that Government-inspired articles in -
the British press are preparing the public for a possible breakdown
in Anglo-Soviet trade negotiations. The official attitude is that, while
the USSR undoubtedly has cereals available for export, the distribu-
tion will be guided by political expediency and preference will go to
the Satellites.” The UK Foreign Office feels that the trade talks can
be suspended without endangering Bevin's popularity or support.

EUROPE

AUSTRIA: US to press for relief in Soviet Zone--The Department of
State has instructed US representatives In Austria to exhaust all possi-
ble means to reach with the USSR an agreement to permit relief supplies
to enter the Soviet Zone Austria. The Department considers it most
important that relief supplies continue to enter eastern Austria in

order to strengthen the Austrian Government, to avoid having the USSR
withhold supplies from their Zone to the Western Zones, and to fore-
stall a division of the country. The US is prepared, however, to operate
the relief program in the three Western Zones in Austria if the Soviet
Zone is excluded.
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ITALY: De Ga i to press his ratification formula--US Ambassador
Dunn has been informed by Premier De Gasperi that he intends to
present to the Assembly the Government’s new formula for ratification
of the Peace Treaty. De Gasperi states that he will present the formula
in such a way that its rejection would not require the resignation of his
Government,

GREECE: AMAG refuses Army increase--Dwight Griswold, chief of
the American Mission for Aid to Greece (AMAG), reports that AMAG
will permit no further increase in the size of the Greek Army and
gendarmerie. (The Greek General Staff had hoped to raise the per-
manent strength of the Army from 120,000 to approximately 180,000.)

FAR EAST

. BURMA: UK agreement with Burmese mission--US Embassy London

has been informed that the UK m‘ shortly announce an agreement with
the Burmese Goodwill Mission to London by which the UK Government
is pledged: (a) to the earliest possible transfer of powers to the Bur~
mese Government; and (b) to introduce legislation for Burmese inde-
pendence at the beginning of the next UK Parliament session. Accord-
ing to the agreement, the present interim government in Burma will
be known as the Provisional Government and the Executive Council
will become & Cabinet (see Daily Summary of 22 July, item 8).

25X6
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GENERAL

1. Bevin to recommend UK represenintion at coal conference--Ambassa-
dor Douglas reports thaf Bevin has agreed to recommend to the Cabinet
on 23 July that the British send representatives to Washington to discuss
means of inereasing the Ruhr coal production, Bevin asks, however,
that the agenda of the conference be withheld from the press and that
the meeting be publicly defined as dealing only with technical methods
for the increase of Ruhr coal production. (The Department of State has
agreed 20 Bevin's request.)

4 . .
\ EUROFE

2. GREECE: Bulgarian ald to susrrillas reportedly Ineresged--U8 Mili-
tary Repregentative ACC Bulgaria considers that Bulgarian 2id to the
Greak guerrillas in both western Thrace and Aegean Macedoniz is
“at an a1l time high.” He adds that there iz 2 pogsibility of 2 Bulgar-
supported drive to detuch western Thrace from Greece, i Ureek Gov-
ernment forces aposar tvo weak to conduct simultaneous operations
( sriinst the guervillas in western and eastern Greece.

Greek Navy's zoti-yeerrills overations discounted--With
reference to a report received by the Navy Department (on the partici-
pation of the Greek Navy in operations against the guerrillag; see Dally
Summary of 22 fuly, fiewm 3}, US Naval Attache Athens reports that,

(\ aithough the Greek Navy plong extensive operations against the guerril.
lag, its means are nadeguate, its efforts are probably ineffective, and
its clalmns of resulls are not dependuble. ALUSNA adds, however, that
the Greek Wavy is transporting seversl thousand alleged Compmunist
sympathizers {recently arrested by Zevrvas) to certain Aegean Islands
and maintaining patrols to prevent thelr escape.

FAR EAST

3. BURMA: British refssue evacuation plan--US Consul General Packer
in Pangoon reports that UK authorities are reissulng emergency evacu-
ation plans as originaily established during the goevernraent crisis of
January 1947. Packer is coordifiating plans for the protection of US
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NEI: Dutch report native welcome--US Consul General Foote has
been informed by General Spoor, the Commander in Chief of the
Netherlands Indies Army, that Dutch forces have occupied many
areas without resistance and have been ‘‘welcomed by masses of
people and most intellectuals.”” General Spoor claims that a gener-
al air of relief can be noted among natives who are continuing to
work in a normal fashion. -

(C1G Comment: Indonesian resistance will be based on guer-
rilla tactics rather than on frontal opposition to superior Dutch
armor.)

SIAM: US views on UK pressure--The Department of State has in-
structed US Embassy Bangkok to inform the Siamese Foreign Office
that the US: (a) considers as unwarranted UK pressure for the ap-
nointment of a UK comptroller for the Bank of Siam as a condition
to sterling convertibility (see Weekly Summary of 18 July page tii);
and (b) will expect all sterling accruing after 15 July to be freely
transferable on or before 15 September, regardless of supervisory
mechanism adopted or the nationality of the supervisory perscnnel.
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. Rumanian-Bulgarian secret military ailiance reported--US Delegate

ACC Bucharest has been informed by 2 most reliable source that the

_recent Bulgarian-Rumanian conference in Sofia was primarily con-~

cerned with arranging the detailed implementation of a secret military
alliance. Source reports that the Spanish Civil War Veterans’ organi-
zation in Rumania is to be used as a cover for Rumanians taking part
in operations agamst Greece, and that personnel would be recruited
from the Army s two Communist-trained Volunteer Divisions, the
secret police, and other unspecified sources. The US delegate evalu-
ates the report as probably true.

LUROPE

. AUSTRIA: Legation fears partition of Austria--US Legation Vienna

believes that the Sovist protest against the US-Austrian relief agree-
ment may be a move fo jusilfy the eventual exciusion of the Soviet
Zone Austria from the US relief program. The Legation fears that
the USSR thus might effectively partition the country.

(CIG Comment: It is unlikely that a ‘‘partition’’ of Austria
will cause, in the immediate future, a breakdown of either the Austrian
Goverament or the guadripartite commission for Ausiria as presently
constituted; see Weekly Summary of 18 July, page 1.)

S Keves views on possible Soviet moves--General Keyes, Com-
mander US Forces Austria, reporis that tension between the USSR
and the Austrian Government has been heightened by the Soviet pro-
test over the US-Austrian relief agreement and Chancellor Figl's
forthright reply. Keyes recommends a firm line be taken to indicate
U8 intention of going through with the plan for relief and rebabilitation
of Austria,

. GREECE: Liberal Party mav decide to cooperate with Government~-

US Ambassador MacVeagh reports that there is a possibility that
Sophoulis will sanction ‘‘some sort-of integration of his party in the
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national effort.”” (Sophoulis is leader of the Liberal Party, the only
non-Communist group represented in Parliament which has refused
to participate in the present Government.) MacVeagh states that al-
though Sophoulis holds the Government largely responsible for the
situation in Greece, he has conceded that it is now necessary to co-
operate with the Government ‘‘to some extent’’ for the national salva~-
tion,

MacVeagh expresses his hope that Secretary Marshall will
make a strong statement on US hopes for Greek unity. He believes
that such a statement, which would reach the Greek electorate over
the heads of the politicians, would be effective in convincing the poli-
ticians of the necessity for common action.

x v ! . ‘
Premier will not outlaw Communist Party at present--Prime
Minister Maximos has informed US Ambassador Macveag t he will
not outlaw the Greek Communist Party ‘““at present’’ because: (a) exist-
ing laws are sufficient to cover the situation; and (b) he wishes to prose-
cute for illegal acts only, not on grounds of ‘‘ideology.”’

» X

- Greek Navy operations--The Navy Department has been in-
formed by the British Admiralty Delegation in Washington that the
Greek Navy has been taking part in operations against the guerrillas.
Guerrilla positions along the east coast are being shelled by destroyers
and submarines; the Gulf of Corinth and the west coast are also being
patrolled to prevent guerrilla movements to and from the Peloponnese
and escape of the guerrillas by sea. Three LST’s are moving men and
supplies to Macedonia and Thrace.

¥ x X

- ITALY: Dunn’s views on Italo-Yugoslav boundary--US Ambassador
Dunn recommends that the US not urge italy to accept the provisional
Italo-Yugoslav boundary set by the Four Power Commission. Dunn
considers that it would be unwise for the US to be associated with any
move to impose on Raly a provisional bouadary more unfavorable than
the line speeified in the Treaty.
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5. NEI: Probable UN consideration of Indonesian situation--US Ambassa -~
dor Baruch reports that he has warned the Netherlands Foreign Minis-
ter of the probability that the Indonesian situation would be brought be-
fore the UN, thus permitting Soviet entry into the discussions. The
Netherlands Foreign Minister replied that this possibility had been
weighed but that his Government was fully determined on the present
gourse of action.

(CIG Comment: The Forelgn Minister of the Indonesian Re-
public recently visited several Moslem countries in the Middle East
with the probable aim of arranging for the presentation of the Republic’s
case to the UN in the event of war with the Dutch.)

6. BURMA: New form of government for Burma--US Consul General
Packer in Rangoon reports that a new form of government for Burma
is shortly to be anncunced with Thakin Nu holding the post of Prime
Minister. Packer adds that the Burma Office expects Burma to with-
draw from the UK Commonwealth because Burma refuses to acknowl -
edge allegiance to the King. ‘

(CIG Comment: The new government may be a plenipotentiary
cabinet which would replace the present Governor’s Executive Council
and, in preparation for tndependence early in 1948, assume more of the
powers now exercised by the UK Governor.)

7. KOREA: Announcement of Wedemeyer mission utilized by Rhee--Gen~
eral Hodge reports that the rightist leader, Syngman Rhee, has convinced
many Koreans that General Wedemeyer'’s visit indicates a change in US
Korean policy which will favor Rhee's plans for establishing a govern-
ment without Soviet agreement. Rhee also predicts the removal of Gen-
eral Hodge for having betrayed democratic ideals in reconvening the
Joint Commission. ‘

(CIG Comment: If the present deadlock in the Joint Commission
peisists and the US establishes a separate government for South Korea,
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Dr. Rhee’s prestige may increase to such a degree that it would be
difficult to gain popular support for a government without bowing to
Rhee’s desire to be president.)
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. USSR proposes terms on cereals to UK--The UK Forelgn Office has

informed US Ambassador Douglas that at the UK-Soviet trade talks in
Moscow the USSR has offered the UK greatly increased quantities of
cereals: possioly one miliion tons for 1947 with options on a further
one miliion tons each in 1948 and 1949. The USSR is asking payment

at the rate of $3.00 a bushel for the 1947 deliveries with no fixed price
for the 194R deliveries. The British, according to the Foreign Office,
consider the price too high and are not hopeful that a satisfactory agree-
ment can be concluded. The UK has asked for US views on the Soviet
terms. ' '

. US and UK may suspend Rulir apncuncement--In view of the alarm ex-

pressed by the French Government, Secretary Marshall has proposed.
to UK Foreign Minister Bevin that the US and UK separately inform
Bidauit that the US and UK will suspend further announcement on the
plan for a new bi-zonal level of indusiry in Germany until France has
a reascnable opportunity to present its views,

In the meantime, Caffery has learned that Bevin has instructed

General Robertson (Military Governor UK Zone Germany) to make no
further announcement on the level of industry agreement.

EUROPE

. FRANCE: Bidault's reaction to new Ruhr arreement--US Ambassador

Cafiery feels he has dispelled any misunderstanding on the part of
Bidault and other members of the French Cabinet concerning US objec-
tives in Germany. Caffery belleves that while Bidault is panicky about
his personal political position, there is no doubt about his genuine con-~
cern over the possible efiect of the US-UK level of industry agreement
upon the stability of the present Government. Bidault states that France
musi eventually go along with the US policy for Germany, but he empha-~
sizes the lmpossibllity of the average ?'renchmar\a doing so at this time.
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Caffery has been told by Maurice Schumann and several other
prominent and decidedly friendly Cabinet Ministers that,‘if the im-
pression prevailing here about US intentions in Germany is not corrected,
the Communists will walk away with the October municipal elections.

Spaak fears difficulties from French in recovery talks--Premier
Spaak of Belgium has told US Ambassador Kirk that while the prelimi-
nary meetings of the Paris conference were very successful, he believes -
that the French view of the whole recovery problem is too narrow. He .
fears that the French committee members may feel satisfied with a
simple listing of needs and assets without taking the essential forward
step of planned economic integration between nations.

FAR EAST

. NEI: Dutch decision is ‘‘full military action’’ -~The Dutch Foreign

Minister has told US Ambassador Baruch that the Netherlands announce-

ment of its decision to take ‘“‘police measures of a strictly limited

character in certain Republican areas of the NEI means, for this pur-
“fun military action.’

Baruch was also informed that, following the restoration of
Dutch authority in Java and Sumatra, the principles of the Linggadjati
Agreement will be put into force. Further delay on this matter, accord-
ing to the Foreign Minister, would jeopardize preparations for the 1949
sugar crop.

-2 -
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. Soviet-Albanian talks in Moscow--US Embassy Moscow believes that the

real purpose of Albanian Premier Hoxha' 8 presence in Moscow may be
to discuss with Kremlin officials Albania’s role in Sovist operations in
Greece and Macedonia.

(CIG Comment: CIG concurs in this view, As Albania's limited
foreign trade is now handled aimost exclusively by Yugoslavia, it is un-
likely that Hoxha's presence in Moscow would be necessary to discuss
Albania’s participation in Soviet-Satellite trade arrangements. Moreover,
no evidence exists of internal difficulties requiring Kremlin review or
assistance.)

EUROPE

. TTALY: US statement on Trieste suggested--US Embassy Rome believes

that the USSR may attempt io bolster the Ttalian Communist Party oy
offering to return Trieste to Kaly. The Embassy suggests that the Depart-
ment of State may wish to forestall the effects of such an offer by restating
the US view that Trieste Is clearly Italian.

tive on the temporary UN border commission in Greece reports indicati
that the guerrilla attacks supported from Albania may be diversionary, wif
the object of drawing Greek Army forces out of the Pindus Mountzins. He
points to the present movement of the main body of guerriilas toward the
northeast without giving battle as a possible indication that the main guer-
rilla effort will be made in Macedonia,

FAR EAST

. CHINA: Stuart interview with Chiang-~-US Ambassador Stuart, pursuant

to a State Department suggestion, recently informed Chiang Kai-shek of
independent Chinese and US reports from Manchuria indicating the serious-
ness of the situation and Nationalist misrule in that avea. Stuart vemarked
that discontent was rapidly spreading throughout China; the Generalissimo
attributed this condition to economic conditions. Stuavt replied thut fiscal
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and economic deterioration was merely a symptom of the ‘‘general feeling
of hopelessness and impending disaster.’”’ Stuart also pointed out that the
‘Generalissimo in his recent mobilization speech had used Stuart’s own
language about a ‘‘new revolution’ but without Stuart’s emphasis on re-
form and constitutional liberties.

Chiang agreed ‘‘somewhat more heartily than usual’’ with Stuart’s
statements and admitted others could see developments more clearly
than he.

. KOREA: Reported program for Communist domination of Korea--G-2
CINCFE transmits a report evaluated as "probably true” thatat a meeting
on 15 March 1947 between Soviet advisers and representatives of the North
Korean Government and the Peoples Army the following predictions were
made: (a) the US-USSR Joint Commission for Korea would reconvene in -
May but would probably be unsuccessful and would adjourn in August; (b)
if the Joint Commission failed to reach agreement, North Koreans would
cooperate with Chinese Communists in building up the Peoples Army in
anticipation of the withdrawal of US troops; (c) if, however, the Joint Com-
mission succeeded in establishing a united government in Korea, the
Peoples Army would retire to Manchuria with the expectation of invading
South Korea following the withdrawal of US and Soviet forces from Korea.
(CIG Comment: Although the details of this report are as yet un-
confirmed, it concurs generally with numerous other reports and analyses
indicating that (a) the USSR is aiming toward the development of Korea and
Manchuria as a Soviet satellite area, and (b) there has been close coordina-~
tion of effort between North Korean and Chinese Communist forces.)

. NEI: Dutch insist on ‘‘good faith’’ step by Republic~--The State Depart-
ment has Instructed the US Consul Genéral in Batavia to indicate to
Lieutenant Governor General Van Mook its concern over the unilateral
nature of Dutch demands upon the Indonesians. According to US Embassy
The Hague, the Dutch Foreign Office feels that it cannot recede from its
present position until the Republic gives some evidence of good faith such
as removing the food blockade of Dutch~held areas and halting Republican
attacks along the perimeter. The Embassy has been reliably informed
that Catholic Farty members in the Dutch Government are urging military
action, if reports of a breakdown in negotiations are confirmed.

DP78-01617A005900010003-0
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Possible Satellite air expansion through Poland--The US Aly Attaches

in London and Paris conclude that: (3) the suspension of UK-Yugoslav

air negotiations will effectively block Yugeslay commercial air outlets

to the west; and (b) the Satellite efforts for air expansion now will probab-
ly be shifted to Poland. In view of the danger of an Immediate resumption
of UK-Polish air negotiations, the Attaches recommend that the US urge
the British to agree for tactical reasons that the US and UK await Polish
initiative rather than take further steps for a Polish air agreement. They
feel that the existing Satellite air connections with western lines at Prague
and Berlin lessen the likelihood that reciprocal atr agreements with the

Satellites can be obtained.

(CIG Comment: There is no convincing indication that the USSR
has abandoned its policy of excluding UK-US air linies from the Satel-
lites. Until this Soviet policy is reversed, western efforis to cbiain
reciprocal air agreements with the Satellites will fail, no matter how
auspiciously such negotiations may commence.) :

- : he State Department that, in view of the
disinclination by the US to agres to any widening of the scope of the pro-
posed discussions in Washington, he does not feel justified in sending a
delegation merely to discuss European coal producticn. Bevin also ex-
pressed disappointment that the UK would not have an opportunity to ex-
Plain its inability to continue “‘the dollar drain’’ required to finance
German imports. The State Department, in reply, has reiteratod the
urgency of the Ruhr coal quesiion and has stressed the unfortunate ime
plication of possible US-UK disagreement through the sudden cancellation

of a conference which has already been publicly announced.

EUROCPE

USSR: Soviet reaction to Marshall pro osals--US Ambassador Steinhardt
in Prague has been Informed by 2 reljable source that the Czechoslovak
delegation to Moscow was severely reprimanded by Stalin personally.
Communist Primeé Minister Gottwald reported that he had never seen the
Soviet leader so angry. Stalin categorically told the delegation that Czecho-
slovakia must withdraw “‘immediately” from the Paris conference and that
failure to do so would constitute a ‘‘hostile act’’ toward the USSR and a
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violation of the Czechoslovak-Soviet alliance of 1943. Stalin seemed
unconcerned over the adverse effect of such a withdrawal on western
opinion and minimized the importance of Czechoslovak trade with the
west, Stalin seemed especially angered by the fact that prompt Czecho-
slovak acceptance of the invitation to attend the Paris conference may
have contributed to persuading wavering Swiss and Scandinavians to
participate. Source believes that the USSR will tighten its control over
Czechoslovakia and that Gottwald, in an attempt to recover his prestige
with the Kremlin, will willingly cooperate in such an undertaking.

(¢IG Comment: This report is accepted as a more accurate account
of the meeting than that in Daily Summary of 16 July, item 3, in which ,
Stalin is represented as speaking with restrained reasonableness. Stalin's
anger was probably genuine and a reflection of exasperation and discomfi-
ture in the Kremlin. X is to be expected that the USSR will act to prevent
any similar show of independence by any Satellite, Czechoslovakia especial-
ly, and that Gotiwald will cutdo himself in order to redeem his blunder.)

Gzechs report Stalin in excellent health --Source also told Ambas-
sador Steinhardt that the Czechoslovak delegation reported Stalin in ex-
cellent health and apparently more vigorous and self-confident than in 1945.

GERMANY: French report on Von Paulus--US Consul Mann reports
from Stuttgart that according to the French Security Control it has been
reliably reported that General Von Paulus {German commander who
surrendered 2t Stalingrad) heads a new army of 700,000 former Wehr-
macht members and is stationed in the USSR with the aim of founding a
new free Germany. :

{CIG Comment: The existence of such a Free German military
force under Soviet Command has not yet been established, though it is
the subject of recurring rumors)

Views on reported division between SMA and Moscow-~-US Political
Adviser Murphy has been told by the German Director of Industry for the
Soviet Zone that there is dissatisfaction and alarm in some quarters of
the Soviet Military Administration {(SMA) over ‘‘the present Molotov line
of opposition to cooperation with the western powers.”” The Director of
Industry added that this was tme especially of the Soviet Commander,
Marshal Sokolovsky, and General Georgleff.

(CIG Comment: SMA officials have often found it difficult to
reconcile Kremlin policy with the practical aspects of their administra~
tion in Germany. The present reported dissatisfaction is not considered
of serious consequence.) '

: PORGIE -
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5. FRANCE: Bidault protests agreement on German production--US Ambassa-
dor Caffery reporis that Bidault has strongly protested the US-UK agree-
ment on the revision of the level of industry plan in the US-UK Zones
Germany. Bidault accused the US and UK of making the revision behind
his back and stated that he would leave the French Government at an early
date if the US and UK remain adamant. He believes that the new agreement
on the level of industry will play into the hands of the Communists who
claim that the US motive is to build up Germany at the expense of France.

Bidault declared in a written statement to the UK and the US Am-
bassadors that ‘‘in the event that the UK and US Governments confirm the
plans that they have formed on these points, the French Government would
feel obliged to protest solemnly and publicly and to make all reservations
on the various consequences which would not fail to ensue.”’

(CIG Comment: Public announcement of the US-UK plan for an
increase in the German level of industry is certain to benefit the French
Communist party, and the subsequent reaction could compel the withdrawal
of the French Government from participation in the Marshall plan.)

THE AMERICAS

6. PARAGUAY: US may be invited to participate in mediation~-According
to US Charge Trueblood, the Brazilian Ambassador has been informed
by the Paraguayan Foreign Minister that Paraguay will probably invite
the US to participate in the mediation of Paraguay’s civil war. Trueblood
recommends that the US accept the invitation if the US plans to continue
A d its policy of active cooperation in Paraguay’s development.

L 4
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Nerway's views on the Paris Lonference--US Embusey Oslo has been ig-
formed by Foreign Minister Lange of Norway's desive that any new eco-
nomic plans formulateq at the Paris Conference should not interfere with
existing trade agreements, particularly the agreements between the Scandi-
nzvian countries and the USER, Poland, and Czechoslovakia, Lange also -
expressed Norway's desire to preserve its relations with the USSR and not
cut itself off from the Bast untll absolutely necessary. He added that “‘these
last few months have made it look as i cooperation was becoming more and
more difficult.”’

EURCPE

BULGARIA: Trade apreswment with USSR termed “onerous’ --A high
official in the Bulgarian Supreme Economic Council hag told the Acting
U8 Political Representaiive in Sofia that the terms of the recent Soviet-
Bulgarian trade agresment are “extremely onercus, and that Bulgaria
raust export urgently needed manufnctured goods to the USSR,

{CIG Comment: It is believed ihat any other trade agreements
between the USSR and its Satellites will be equally burdersome to the
latter, but nonetheless will be advertised as proof that Fastern Europe

- can do without western ajd,)

FTALY: U8 ratitication views recetved with *‘relief’’ --Ua Ambassador
Dunn has informed the Forelgn Ministry of the US attitude in regard to
delny on ratification of the Treaty {see Daily Semmary of 16 July, ftem 4),
and Under Sceretary Brusasea was “‘very relieved” to learn that the US
does not wish to urge tmomediate ratification. 4 : ’

Bevin concurs swith US views--Ambassador Douglas reporis that
Bevin defers to the US view that De Giasperi should not now be urged o
pugh for ratification {see Dally Summary of 14 July, Hew 5}, and as in-
structed the British Ambassador in Rome aceordingly.

FRANCE: Views on hreatened clvil sexvice striize--US Embassy Paris

telieves that the thresisned strilke oy the civll service has been temporarily
abandonad because of: {3) the inkewarm attitude of goverament workers
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throughout the country; and (b) Communist fear that the strike might not
be successful. The Embassy adds that it had become clear to the majority
of the nation that the Communists were promoting the strike for political
purposes. .

. GERMANY: Food shortage in Soviet Zone causing emigration--Headquarters

European Command Frankfurt reports that illegal border crossings from
the Soviet Zone to the west continue at previous high rate. There is, how-
ever, an apparent change in motive. The accent is now on a search for
food rather than the avoidance of military and labor registration (see Daily
Summary of 23 June, item 7). :

(C1IG Comment: The serious food situation in the Soviet Zone has 25X6
been verified by other sources.)

THE AMERICAS

. PARAGUAY: Government launches new offensive--US Charge Asuncion

reports that on 15 July Paraguayan Government forces launched a new
drive against Concepcion, the rebel stronghold, in an apparent attempt to

demonstrate their military superiority before mediation proceedings begin

(see Daily Summary of 14 July, item 8).
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Possible Soviet stock inderest in iropalr --Ambassador Allen reports
from Tehran ihat Afshar,"Prosident of Iranian Alrways, has guestioned
an Iraniah gubject named Issacf concerning the latter's reported 2equi-
sition of Iranian Alrways stock. Yesaef, who i3 said o be acting for (e
USSR, admitted having purchased 400500 shares but claimed they wers
his private fuvesiment. Allen adds that, at Afshar’s insistence, Issaef
has given Afshar power of atlorney to vote for him,

{CIG Comment: The acquisition by a Soviet agent of one-Sifth
of the 2,500 shares of Iranale stock wonld represent a step toward the
Soviet oijective for ulthnate domination of the airline. The power of
attorney, presumably not Irrevoeable, would not stand in the way of
Iater Soviet action threugh the Insnef minority interest.)

BUROPE

FRANCE: May ask US help on eojonial problems--US Ambassador
Caffery has learned from a very lgh Forelen Office source that ‘“a
recommendation may shorily be made {o Foreign Minister Bidauls that
the French™” ask the US for its views and its help in solving French prob~
lewas in Worth Africa and Indockina.

Bevin willlne to defer nationalization in Rubr--Bevin has told
Caffery that he is willing fo ‘put ln cold storage’ nationalization of the
Ruhr coal mines, In order to Incresse cosl production and to strengthen
Bidault’s position tn France.

USSR: Soviet views on Marshall program--US Embessy Moscow has been

reliably informed that Stalin told the Czech delegation which recently
visited Moscow (see Daily Surumary of 7 July, item §) that Czechoslovakia
might pavticipate in the Paris Conference U it wished, but to do so would
be a grave mistake because: (a) US resources were inadequate to make
the Marshall Plan a suecess; (o) Congress would not authorize the neces-
sary credils; {c) even 4 the Flan should gain congressional support, it
wonld be rendeved lneffective by an imminent US economic exisis; and

{d) Incrsased Sovietl productics insures that Crech economic needs can be
met by the USSR, The Bmbussy’s source, a high-ranking member of the
Czech Embasay, has strong pro-Western sympathies and deplores his
Government’s action; he belloves the Krewiin 18 convinced that such
arguments are valid, " Document No. L3
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. ITALY: US does not wish to urge immediate ratification--The Department
of State concurs in US Ambassador Dunn's copinion that the De Gasperi Gov-

ernment should not attempt to push Italian ratification of the Peace Treaty

at this time (see Daily Summary of 14 July, item 5). The Department hopes
that when the Constituent Assembly reconvenes on 20 August the USSR will

have ratified.

Harriman’s talk with the Pope--US Embassy Rome reports that
the Pope remarked to Secretary of Commerce Harriman that the Commu-
nist menace is ‘“much more insidious than the Nazi menace because of
Soviet shrewd and tricky tactics and penetration elsewhere.”’ "Harriman
noted that the Pope seemed especially preoccupied by the Yugoslav situ-
ation and feared that the Yugoslavs might break off diplomatic relations
with the Vatican (see Daily Summary of 3 July, item 1). ’

FAR EAST

. SIAM: Possible coup by junior Arm% officers--US Military Attache Bang-
kok repo e Commander-~ ef of the Siamese Army, General

Adul, recently warned Prime Minister Dhamrong and other high govern-
ment officials of the possibility of a revolt by junior Army officers unless
governmental inefficlency were corrected. The MA believes that the junior
officers may plan to install General Adul as head of the government, and
that the latter made this warning in an effort to bring about an improve-
ment which would forestall the contemplated coup. :

-9 .
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PORTUGAL: Salazar anticipates war this year--Ambassador Wiley
reports that Fremier Saldzar believes the US and USSR will engage

prepared to have Portugal enter the war as an independent ally of
the West and has made plans to move the capital to Luanda in
Angola, if necessary.

FAR EAST

KOREA: Hodze may arrest Rhee Syngman~-General Hodge reports
that it may become necessary to arrest Dr. Rhee Syngman, Xim Koo,
and other rightist leaders becausge of the violence of thﬂ?r anti-
American activities. Hod e declares that hecause Rhee app&renﬂy
wants t0 become a martyr  and might become a “storm center’ in
jail, he will await some overt action before making such an arrest.
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. UK suspends air negotiations with Yugoslavia--US Embassy Belgrade re- -

. Postponement of Soviet withdrawals from Bulgaria--General Raobertson,
- Us Milltary Representative ACC Bulgaria, believes that the withdrawal of
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Bevin's support of Italy in Paris talks--In response to urgent US recom-~
mendations that Italy be given full status in the Paris talks on the European
recovery program (see Daily Summary of 30 June, item 3),Bevin has in-
formed US Ambassadors Douglas and Caffery that he will use his ‘‘atmost
endeavors to insure that Italy will be one of the three or four powers to
compose the Executive Committee charged with the main direction of affairs.”’
Bevin said, furthermore, that as soon as Italy ratifies the Peace Treaty he
hopes to declare in the House of Commons that the state of war with Italy
is ended. Bevin added that he had been attempting to find some method by
which the Italian Ambassador Designate in London could be officially recog
nized prior to such ratification.

poris that the British Ambassador his suspended UK~Yugoslav civil air
negotiations upon learning from the UK Forelgn Office of the US diplomatic
representations. (The Department of State on 9 July instructed US Embassy
London to express to the UK Government its grave misgivings concerning
the UK-Yugoslav air negotiations and to urge the UK not to facilitate Yugo-
slav alr expansion into the Near Fast unless the Satellites are prepared

to grant air rights to both the UK and US.)

(CIG Comment: It appears unlikely that the USSR would permit
implementation of a UK-Yugoslav alr agreement, This view is supported ,
by the Yugoslav insistence on an ascape clause to the effect that the UK
should not actually begin flights into Yugoslavia until reciprocal Yugoslav
operations to London could be instituted.)

Soviet troops from Bulgaria -~ begun in mid-May -- was suspended in mid-
June. Robertson atiributes the SuSpension to a presumable change in Soviet
policy in response to a change in the international political situation.

EUROPE
USSR: Embassg’s views on Soviet reaction to Paris Conference--1JS

Embassy Moscow believes that ths Soviet-dictated withdrawal of Czecho-
slovakia from the Paris Conferehee constitutes “‘nothing less than a
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declaration of war by the USSR on the immediate issue of the control of
Europe.”’ The Kremlin, according to the Embassy, appears convinced

of its ability to defeat the purposes of the US proposals, either as a result
of Western withdrawal in the face of Soviet opposition, or through ‘‘an
open struggle i necessary.”’ The Embassy atiributes this conviction to

a Soviet assumption that Bevin or Bidault will not gain sufficient financial
support from the US C(mgress or that the US will eventually be forced to
withdraw, because of an “‘inevitable’’ economic depression.

ITALY: Dunn advises against ratification now~-US Ambassador Dunn be-
leves that, in view of the great risk that De Gasperi’s Government might

be overthrown by an adverse vote on the Italian Treaty, it would be advisable
for the US not {0 press for ratification at this time.

Current Communist tactics--Dunn reports that the increased political
disturbances and violence in Italy have been directed mainly against the Chris-
tian Democrats and extreme rightist parties. Dunn adds that the Communists
are trying to conciliate the right-wing Socialists and make a common front
of all the leftist forces in a drive against the De Gasperi Government. This
situation, Dunn observes, may change at any time, especially if the right-
wing Saragat Socialists should enter the Government or refuse to cooperate
with the Communist{s. Dunn nevertheless believes that the Italian Commu-
nists will intensify their attacks on the Government by all possible means
in order to force it out. ' .

FRANCE: Threatened strike may bring crisis-~-US Embassy Paris reports
that Premier Ramadier has reacted vigerously to the threat of a strike by
the Government workers and has placed the case before the nation in a
radio appeal. The Communist-led General Confederation of Labor {(CGT)
has broken off negotiations, and the Embassy believes that, if the Govern-
ment capitulates to CGT demands, several Cabinet Ministers would resign
and thus bring on an extremely difficult crisis. The Embassy cites the
opinion of an ‘‘able’’ political observer who regards the threatened strike
as 2 Communist attempt to torpedo the Paris Conference,

FAR EAST

CHINA: Nationalist commander foresees critical period in Manchuria--
General Sun Li-jen (deputy Nationalist commander in Manchuria, regarded
by US observers as one of China’s most capable tactical leaders) has told

-2 .

FOr-SRGRE

Abproved For Release mmEWmEDP?S-M 617A005900010003-0



.

Approved For Release muEmNEMkDF’?S-M 617A005900010003-0

SRS Rl

US Embassy Nanking that Chinese Communist strength in Manchuria has
not been materially reduced and that the next three or four months will
be a ““critical period.”

Sun implied that he does not believe Central Government charges
of large-scale Soviet military assistance to the Communists in Manchuria.
(The editor-in~chief of TA KUNG PAO, one of the two prominent independ-
ent newspapers left in China, also told an Embassy official that its careful,
on-the-spot investigation in Manchuria had fafled to reveal any evidence
of Soviet technical participation or active assistance, or any grounds for
concluding that captured Koreans and Japanese had been trained or equipped
by the Soviets )

: Chou’s presence in Moscow not confirmed--US Embassy Moscow
reports that the Chinese Ambassador, source of the previous report that
Communist leader Chou En-lai was in Moscow (see Daily Summary of
10 July, item 4), now declares that the report is not confirmed; the Chinese
Ambassador believes that effective liaison between the Kremlin and the
Chinese Communists is not maintained inside Moscow.

THE AMERICAS

. PARAGUAY: Government willing to accept mediation plan--The Brazilian

Charge in Asuncion has informed US Charge Trueblood that President
Morinige and the Foreign Minister, on behalf of the Paraguayan Govern-
ment, have agreed to a plan for an immediate armistice in Paraguay’s
civil war to be followed by mediation of the issues.
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1. U8 urges UK support of aly~--The Department of State has instructed
US Ambassgador Douglas to prﬁ,m)mﬁ: the following views concerning Italy
to Forsign Minister Bevin: (a) recognition should be given to extent of
Tealian support of the Euircpean recovery plan; (b) the need for some
tmmediate aid may be as great f'm* italy as Bevin feels it is for France'
{¢) the Italiam polltical situation, “‘roughly analogous to that in France,’
intensifies the need for interim agsﬁsﬂmwe' and (d) both economic and
moxral muppwt from all Western pdwers are necessary to prevent a
Cummnmas& E'iim@ to power m 2 spring elections. * The Department

mazda r‘ieax' &0 ih«» Imlﬁsm peopie ‘4. ~ANY democmtic Italian govemmemt
i@ to have 3 reasonable opportunity to prove itself.’

%, Treliming ry UK and French views on Itallan colonies-~The director for
Africa and the Nee«w Fast in e #rench Foreign Oifice has told US Embassy
London that France's chief interest in the Ualian colonies question is to
ensure ‘the restoration of Baly to its rightiul position in world affairs.’

The Embansy nterprets this to mesn that France still advocates the
plaeing of former Italian colonles under Halian trusteeship. The UK
Forelgn Office, however, fears that if 2 decision were reached to refurn
the colonfes to E%,cﬂ 7 i‘%em raight e bloodshed, especially in Libya. The

HWipbassy helieves that the major precccupation of the French is fear of

nitionalist propaganda and disturbances in Libya which might spread to

i

Fyench North Afriea.

EUROPR

3. AUSTRIA: Keves expects critical slivation in Augustw-'rhe‘ Commanding
SGoneral US T oxrces Austria, Gaeneral Keyes, expects that “‘a most critical
niitical stastion” will da.,w!é.w 1n Austria this August when the USSR will
fewe the clnirmanship of the Allled Commission. Keyes reports that
sinee the iast potato crop was exhausied he has been maimtaining the
pufion in Viesna oul of his small ond diminishing reserve, and he declares
thot 18 I8 mandatory thai two flonr shipments now in Europ«° or European
ratars be diverted to mee? the fiour shortage. Keyes poinis out that any
wtlon fa the Vienna food ration will cause new demaonstirations to
orovthrow the governmant,
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Keyes warns that, in view of Austria’s agreement to participate
in the Paris economic reconstruction conference and the recent Soviet
atiack in the AC on US relief measures in Austria, failure of the US
to meet its food commitments in the country will adversely aifect US
policy in Europe and Austria . in particular,

. GREECE: Separate Communist government reported likely--US Embassy
Athens reports thai, according o the best recent information, a serious
intensification of the internationally supported bandit movement, aided

by Communist agents and cells throughout Greece, has been planned and
may still be expected as a counter to the US aid program.

The Embassy has been reliably informed that a separate Com-~
munist government is likely to be established within the next few days.
The Embassy’s informant adds that such a move, and the use by the Com-
munists of an international brigade, would result in greatly increased
arrests by the present Greek Government.

. USSR: Soviet views on Japanese and Satellite Treaties-- US Ambassador
Smith reports that when he presented to Molotov the US views regarding
an early conference among members of the Far Eastern Commission on
a Japanese Peace Treaty (see Daily Summary of 8 July, item 5), Molotov
inquired whether it was not the US view that the Japanese Treaty should
be prepared by the CFM rather than by the eleven powers in the FEC,
Iolotov also declared that the USSR favors simultanecus ratification of
the Furopean Satellite Treaties by the four powers concerned.

Smith therefore concludes that the Soviet Government will advocate
preparation of the Japanese Treaty by the CFM, and will seek to delay
ratification of the Satellite Treaties.

-9 .

PSRl .
Approved For Release] 78018 Emmﬁopn-m617A00590001ooo3-o
i i AL

"a.v it



;, g T ]
.

N

. RUMANIA: Soviet-inspir

{UUNFIDER AL 11 JuL 1947
Approved For Releéss 5302/08/06.: C!A-_RDP78-01617A005900010003-04 28

EUROPE

. ed rehabilitation program--Acting US Political
Representative Melbourné has been informed by 2 "‘usually reliable source’’
that the Cabinet is considering a comprehensive Soviet proposal for eco-
nomic rehabilitation of Rumania. The framework of the plan includes: (a)
a four-year economic project based on Soviet “‘assistance’’; (b) nationaliza
tion of the petroleum industry, credit institutions, and navigation facilities;}
(c) the acquisition by the USSR of majority interests in all joint Soviet-
Rumanian compantes; (d) a billion-ruble loan by the USSR for state rail-
ways, which will be mortgaged to the USSR along with other nationalized
industries; and (e) the cancellation of further reparation paymeits. Mel-
bourne believes that such a plan is the logical outcome of the economic
developments of the past year,

(CIG Comment: The nature of such a plan suggests that the Soviet
method of counteracting the effect of the Marshall proposals on Eastern
Europe will be to increase economic assistance to the Satellites, but only
in return for complete control of the major aspeets of Satellite economies.)

0 US Ambassador Steinhardt, President Benes was primarily responsible
for the initial Czechoslovak acceptance of the invitation to the Paris con~
ference. Steinhardt believes that Benes has thus ocutmaneuvered the USSR
and the Czechoslovak Communists and iz now able to prove to the Czecho-
slovak public that the Government's foreign policy is dictated from Moscow.

CZECHOSLOVAKIA: Benes’ tactics regarding Paris invitation--According

FAR EAST

. XORFA: Anti-trusteeship feelin rowing in South Korea-~-General Hodge
Wa.wmeﬁ.g_._._ffm

reports that political unrest in Korea is becoming more violent as the
meeting of the Jolnt Commission goes on.”” The anti-trusteeship group

of the Right has now rallied its forces behind Syngman Rhee and may
attempt once more to set up an “unrecognized government’’ in the US
Zone. Hodge adds that “political terrorism 2nd intensified hatred’” are
even affecting Xoreans in Military Government and the police. Xodge con-
cludes that there 1= slight prospect of getiing any Koreans ‘‘except Com-
munists and their followers”’ to cooperate with the Joint Commission

“so long as ‘trusteeship’ is in the picture.”’ :
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THE AMERICAS

4. PARAGUAY: US blamed for internal chaos--US Charge Trueblood believes
that antl-US sentiment is sharply increasing in Paraguay. He quotes the
Chilean Ambassador as s"aying that 1many Paraguayans feel that the US is
respmsible for Pamguay s present ‘‘chaotie’’ condition because it has

“allowed’” the Chapultepec Declaration to ‘‘fiouted”’ in the country.
Brazil insists on negotisted peace~--The Brazilian Charge has
informed Trusblocd that unless the Morinigo Government agrees to accept
a negotiated peace the Brazilian Covernment will “‘wash its hands of the
situation,”” and that Brazil has asked the Argentine Government to adopt
a simﬂar position.
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1. Dutch-Indonesian rapprochement expected-~US Embassy The Hague re-
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poris that the Netheriands Foreign Oiiice believes: (a) that the margin

of disagreement between the Dutch and Indonesian positions has been
greatly reduced; and (b) that the Netherlands Government may now ‘‘close
the deal’’ without cbtaining a joint gendarmerie, but also without accept-
ing Indonesian demands for independent foreign representation. Accord-
ing to US Consul General Batavia, Lieutenant Governor-General Van Mook
believes that the remaining points of disagreement can be settled by con-~
ferences between Duich and Indonesian representatives.

Dutch may coordinate air schedules with USSR -~The Netherlands Foreign
Gffice has indicated Yo US Embassy 1he Hague that the Netherlands Gov~
ernment may permit its airiine (KLM) to negotiate for a2 coordinated-

- scheduling arrangement for Berlin with the Soviet airline (Aeroflot), but

has decided not to sign an air agreement with the USSR on the govern~
mental level (see Daily Summary of 28 June, item 1).

US Embhassy London reports that the UK will protest any type of
air agreement with the USSR which provides for an exchange of air traffic
at Berlin.

EUROPE

. FRANCE: Cot to urge Wallace to form third party--US Ambassador

Caffery veports that, according to a trustworthy informant, the admitted
principal objective of pro-Soviet Deputy Plerre Cot’s ‘‘mission’” to the

US is to convince Henry Wallace of the ‘‘necessity of buiiding a strong

third party, which would not only represent democratic forces in the US,
but also :amuld be capable of undersianding the new democratic forees in
Europe.’

FAR FASY

. CHINA: Chinese Communist l=ader reported in Moscow~-US Embassy

Moscow has beaea reliably informed that Chou En-lal is now in Moscow.
The Embassy nctes that Chou's visit coincides with the return to the USSR

[ota)
of the Soviet Ambassador {¢ Nankmg;. Documont Ho. a8
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{CIG Commeni: Chou En-lai, long recognized as one of the most
influential Chinese Communists and an extremely skillful negotiator, has
served effectively as the Communists’ ‘‘foreign minister.”’ He was last
reported by the Coramunist radio to be in northern China on 29 June.

Chou En-lai’s reported visit to Moscow coincides with such developments
as: (a) an apparent growing friction in Soviet-Chinese relations; {b) the
announced US sale of ammunition to the Chinese Government; and {¢) the
Chinese Government’s mobilization plan, which in effect outlaws the
Chinese Communist Party. If he actually has gone to Moscow, Chou En~
lai can be expected to make a determined bid for direct and immediate
Soviet assistance {o the Chinese Commuists, at a time when the Soviet
Government may be seriously considering the opportunities of expanding
its influence in Asia.)

Soviet shipping activity between Manchuria and Shantung-~US Consul
General Dairen reports that, for the first time, he has received reliable
information that a Soviet vessel has sailed from Dairen for Chefoo, Chinese
Communist-held port on the north side of Shantung Peninsula. The vessel
reportedly carried trucks, tires, and auto parts. (US Navy observers in
China have also received reports, which they consider ‘‘probably true,””
that a Soviet merchant ship was in Chefoo on 7 and 24 June. Chefoo dock
workers, moreover, have noted the presence in Chefoo of a Soviet-manned
vessel that allegedly brought munitions from North Korea.)

(CIG Comment: These reports lend weight to recurrent Chinese
Government claims that Soviet vessels have been facilitating the move-
ment of Chinese Comnmunist troops and supplies between Manchuria and
Shantung.) :
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1. UK view on Soviet action at Paris--According to US Embassy London,

. UK may suge
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high Foreign Office officials have speculated that the Soviet withdrawal
from the Paris Conference may have been motivated principally by pros-~
pects for a good harvest in the USSR, a conviction that Western Europe
is going bankrupt anyway, and a belief that the USSR would hasten the col-
lapse by refusing to participate in a2 European economic reconstruction

program, o

7 est US-UK border commission for Greece--US Embassy
London reporis, as the official British appraisal of the Greek situation,
that: (a) no progress has been made in suppressing the rebels in Greece;
(b) the resultant continued uncertainty has made the economic situation

- éven worse than it was last year; and (¢) US aid will be ineffective unless

the rebels can be suppressed and the flow of arms and supplies from the
border countries can be stopped. The UK Foreign Office expects Soviet
obstruction in the UN to the establishment of a permanent border com-~
mission; the UK accordingly is thinking of asking the US to join it in
bringing about a Soviet veto of this recommendation. ‘‘In the Yight of

such obvious Soviet refusal to permit the only action which would be calcu-

‘lated to remedy the situation,”’ the Foreign Oifice believes that the US and

UK would be justified in setting up a border commission of their own in
disregard of the UN. (Gromyko has expressed his disapproval in the
Security Council of establishing a permanent border commission but has
not yet indicated whether he will veto the recommendation included in the
majority report of the Investigation Commission. The US has already ex-
pressed its determination not to compromise on this recommendation;
see Daily Summary of 27 June, item 1.)

. Turks fear USSR will s'et up dissident Greek Government~-The Turkish

Ambassador in Paris (Numan Menemencioglu, astute wartime Foreign
Minister) has informed US Ambassador Caffery of his fear that the USSR
is about to establish a ‘‘stooge’’ dissident Greek Government outside
Greece with the intention of setfing up this government eventually in
Greek Macedonia. ’
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Polish

Poland’s Communisi on Minlster Modze

Griffis that, al h a final decision hod not nrde, he was certain
the Polish Government would accept the UK-Freach invitation to the '
Paris meeting.

5. CZECHOSLOVAKIA: Economic difficulties anticipated--US Ambassador

Steinhardt has been informed that President Benas and Foreign Trade
Minister Ripka anticipate economic difficuities in Czechoslovakia later
in the year. Benes believes that many bigh Communists in the Govern-
ment are living in a “‘fool’s paradise”” and fail to recognize the latent
weakness of the Czechoslovak economy, now that it is no longer bolstered
by “‘very large”’ UNRRA contributions, Ripka told Stetnhardt that he
anticipated a substantial decline in Czechoslovak exports as a result of
the infertor quality of Czechoslovak goods, labor’s low productivity, and
skilled-labor shortages.

THE AMERICAS

- NICARAGUA: Recognition of Somoza puppet regime--US Embassy Managua

reports that the Argentine Charge has delivered fo the de facto Nicaraguan
Government a note which is being interpreted fn Managua as implying recog-~
nition,

(CIG Comment: Unless the Argentine Government promptly re-
pudiates any Nicaraguan contention that its note implies recognition, this
rew turn of events will strengthan the hand of those who, wishing to keep
recognition problems off the Rio agenda, would like Nicaragua to be in-
vited. Brazil is reportedly about to ‘‘consult’”’ the American Republics
on whether to issue the invitation.)

PSR Rsbm
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- Views ¢f Polish delegzzie to BCE on ceonomic program for Burope--US

Ambagsador Donglas reporis irom LONGOR that Rudzﬁmaki Polish Vicew
Chalrman of the Feonomic Commission for Europe, has told a high UK
official that, if Poland and Crechosiovakia do not aceept the UK~French
mvﬁmem to the 12 July conference on the economic rehabilitation of
Furope, “‘the Councll of Forelgn Ministers fn November might as well
nol meet, Furcpe would be divided, :md collaboration inside UN organi-
zations vwmxld bacome an tmmality .

EUROPE

USER: Barly ratification of veace treatles imprcbable~-US Embassy
Moscow preports that the Toviet ¥ Foreign Oflice registered obvicus ds-
pleasure recontly when gueried by the Bumanian Ambmssador in Moscow
concerning Sovist ratification of the Rumanian Peace Treaty. Embassy
Moscow interprais the incldent as an indication of Soviet inclination to
avold early ratification of the Hallan and Sat@mte treaties. (US BEmbassy
Rome reports that Forelgn Mintster Sforza’s advisers fear tha% the USSR
may indefinitely delay ratification of the Malian Treaty. Sforza’s advisers
believe that the USSR znﬁ no longer interested in sﬂlvmg European problems
aceording to last year’'s formuls.)

RUMANIA: Terms of payment for grain from USSR-~-US Political Repro-
sentative Meloovrne has bemn reliably Informed that the Rumanian Coverne-
ment is paying for Sovist grain by transferring Rumaning gold in Switzer~
Iand to the credit of the USER. According to source, two @cms of gold are
already in the process of bf’»iﬁg transferred; a foial ci slightly more than
six wns will be {nvolvaed in the transaction.

‘ {CIG Comment: The USSR, which has agreed to supply Rumania
with % 000 toms of grain thus appears to be charging 2 price approximately
egual &e that which Raamam i3 paying for US graln. The snnomncement of
the grais transaction by the Rumanizn Gm@mmmﬁ: stressed that the USSR
was supplying the grain to %ummia on far move advantageous terms than
those dé‘mﬁﬂd@i Tiwa; the US; ¢ sea ‘Weekly Summary of 3 July, page 3.)
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FAR EAST

4. KCREA: Conditions in Korea and Balkans compared--Following a four~
day visit io North Korea, US Political Adviser Jacobs reports that the
Soviets have established north of the 38th parallel a Communist state
comparable to, though not yet so well-organized as, the Balkan satellites,
jacobs foresees an inevitable clash between Right and Left, if the US and
Soviet Zones are merged. In this conflict, he adds, the organized Com-
munists in the North will be jolned with fellow travelers in the South and
will have the backing of the Soviet-trained North Korean army and security
police, while the rightist opposition will be divided and relatively unarmed.

" : US urges conference on Treaty--The State Department has in-

| US Smiih in Moscow to convey to Molotov the US
desire that a conferénce be held as soon as possible on a Japanese Peace
Treaty. The US wishes that all eleven members of the Fayr Eastern
Commission bé represented and that an initial conforenca be convened
as sgoh as posgible. K suggests that a conference of deputies and experts
be opened in Washington or San Francisco on 19 Avgust,

u
-2 -
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1. Bevin agrees to coal conference in US~-Bevin has informed US Embassy

London that he accepts the'US invitation to send top-level UK representa-
tives to Washington io confer on the European coal problem with particular
reference to Ruhr production (see Daily Summary of 30 June, item 1).
Bevin indicated that because of the “‘extreme importance’ of German pro-
duction, he may attend personally.

8 comments on Soviet withdrawal from Paris conference-~-
US Embassy Moscow believes that the USSR’s withdrawal from the Daris
Conference is the result of the Kremlin's confident agsumption that the US
will, within the next year, be overtaken by a severe economic crisis. Such

a crisis, according to Soviet calculations, would force the US to withdraw
from participation in European affairs thereby causing an economic collapse
in Europe which could readily be exploited by the USSR. The Embassy be-
lieves that, while the USSR may permit Czechoslovakia, Poland, and even
Rumania to participate in a European economic program, such a develop-
ment “‘would have its own dangers’’ for the program. The Embassy points

-out that the withdrawal of Polish coal could be used to jeopardize the success

of the program, and that European recovery plans will probably be sabotaged
by Comintern-inspired strikes. (Top French Foreign Office officials have
given a similar analysis to US Embassy Paris.)

Embassy Moscow urges a vigorous US program {0 counteract the
snecess of Soviet propaganda concerning 2 US depression and the unthappy
conseguences (o Europe of reliance on US aid. The Embassy suggests that
such a program should emphasize US economic achisvements and the falla -

cies of past Soviet predictions concerning the coliapse of capitalism.

- UK attifude foward USSE reporied hardening--US Embassy London considers

that the UK aititude toward the USSR and Communism ‘‘is beginning to take
on the character of the British attitude toward Hitler and Nazism after
Munich.,”’ The Embassy belteves that Molotov's “‘threat’’ has served to
stlffen rather than frighten the British. The Embassy adds that the UK
would support any action to combat the sabotage of European reconstruction
by the Communist Parties in ¥rance, laly, Greece, or in the Ruhr.

4. Bidault ezpects difficulties with UK over Ruly --Foreign Minister Bidault

has told US Ambassador Caffery of his fears that France will encounter
difficulties in reaching agreement-with the UK on Germany, as the French
interests which own certain Rubhr mines will oppose the UK desizre to
“soctalize’’ the mines. Decument. Wg. Q05 .
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Czech officials to discuss Marshall proposals in Moscow--US Ambassador
Steinhardt in Prague reports that Prime Minister Gottwald, Foreign Minis-
ter Masaryk, and Foreign Trade Minister Ripka are leaving for Moscow
on 8 July “to clear with the USSR"’ Czechoslovak participation in the
Marshall plan and to discuss the Franco-Czechoslovak treaty of alliance
(see Daily Summary of 5 July, item 3). The Czechs will argue that without
economic assistance from the West it will be impossible for them to carry
out the Two Year Plan and to fulfill their economic obligations to other
Eastern European countries. Steinhardt adds that the Czechoslovak Govern-
ment -~ including most Communist members -- is keenly disappointed by
the faflure of the USSR to participate in the Marshall proposals.

les to Generalissimo-

ecretary Marshall rep -Secretary Marshall has
requested US Embassy Nanking fo Inform Chiang Kai-shek orally, (in
answer to Chiang’s request for advice, see Daily Summary of 20 June,
item 2) that “‘in the final analysis the fundamental and lasting solution of
China’s problems must come from the Chinese themselves’’ and that the
US ““can only assist as conditions develop which give some assurance that
the assistance will have practical beneficial results.”’

EUROPE

RUMANIA: Economic nepotiations with US reported stalemated--Rumanian
Foreign Minister Tatarescu has indicated to Acting US Representative Mel~
bourne that the USSR is permitting no action by Rumania on such matters
of US concern as the proposed civil aviation agreement and the settlement
of the petroleum and the looted gold questions. Melbourne believes other
US-Rumanian negotiations are likewise being blocked.

PORTUGAL: Talks on Azores resumed--US Ambassador Wiley reports
that his conversations with the Porluguese Foreign Minister on the Azores
apparently have begun favorably, The Foreign Minister has said that the
U8 would obtain what it ‘‘needs,’’ but he warned that there must be no
infringement of Portuguese sovereignty. However, Wiley believes he may
still “‘encounter serious difficulties’’ in reaching a formula,
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Bevin's views on the European economic program--According to US

Ambassador Douglas, Bevin considers that: (a) Bidault has acted with
great courage in the face of all possible Communist pressure on him
and Ramadier; (b) France will support the program firmly in the imme-~
dfate future, and some US assistance in advance of Congressional action
would assure continued firmness; (c) Molotov's ‘‘warning’’ means that
the Soviets will use every device to prevent other European nations
from joining in the program; and (d) if no US action is taken on the
Furopean aid program until late fall or winter. France and most of
Europe will be ‘‘lost.”

French Communist reaction to Bidault’s stand--Ambassador Caffery
reports that the French Communist reaction to Bidault’s unexpectedly
courageous stand has been biiter, Bidault intends to go ahead as rapid-
ly as possible, but he anticipates that the Communists will do their
utmost to frustrate French efforts to work out a realistic plan and that
they may cause very serious internal difficulties In France.

EUROPE

. CZECHOSLOVAKIA: Moderates pessimistic after Paris Conference~-

Ambassador Steinhardt reports that influential Czech moderates are
discouraged by the faflure of the Paris Conference and by the apparent
stalemate in the negotiation of a Franco~Czech treaty of alliance.

They believe that: (a) the Soviet Union will veto participation of any
Satellites in the Marshall proposals; (b) the Communists are s such
conirol of Czech foreign policy as to prevent Czechoslovak participa-
tion in any event; and (c) the probable failure of the moderates to nego-~
tiate a2 Franco-Czech alliance will be interpreted at home and abroad
as decisive evidence of Soviet control of Czechoslovak foreign policy
and thug aid in further strengthening of that control.

Ambassador Steinhardt comments that this pessimism, the im-
mediate reaction to the failure of the Paris Conference, may be some~
what relieved in the future, particularly if the moderates manage to
negotiate the French treaty. I this feeling persists, however, Ambassa-
dor Steinhardt doubts the ability and courage of the moderates to oppose
the Communists effectively on these two issues.
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GREECE: Increased wage strikes threatened--US Amhassador MacVeagh
reports that the Communists are actively agitating for wage increases
and that the continued discrepancy between wages and the high cost of
living moay cause wage strikes of indefinite duration, thus seriously re-
tarding the recovery program.

NEAR EAST-AFRICA

CYRENAICA: British consider bases in endica essential-~According
to US representiatives conferrinrg in London on the disposition of Italian
colonies, the UK General Staff is insisting that bases in Cyreuatea are
absolutely essential to their strategy in the Eastern Mediter

since British troops will have to be withdrawn from Egypt and very
possibly from Palestine. The UK, therefore, may still seck trusteeship
over Cyrenalea. ‘

IRAN: Shah likely to seek Prime Minister Qavam’s removal--US Ambas-
sador Allen reports that the Shah continues to maintain his antmosity
toward Prime Minister Qavam, partly because of Qavam’s attempts to
gain political support among the armed tribes. Allen belioves that the -
Skah will endeavor to dismiss the Prime Minister as soon as possible
after the Majlis meets and the Soviet oil question is disposed of one way
or ancther (see Weekly Summary of 3 July, page i1).

'FAR EAST

NEI: Dutch military action likely in Java or Sumatra--US Consul General
Batavia expresses the opinion that some military action may oceur in
Java or Sumatra, efther as a Dutch operation against the Republic in

the event of an unsatisfactory Indonesian reply fo the Dutch note of

28 June, or as police action, in the event of Duich-Republican agreement,
to curb irresponsible elements and protect Hves and properiy. Consul
General Foote warns that even police action may be eraggerated by
press correspondents on the scene into a ‘‘full-blown war.”’
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GENERAL

1. Poasible breal in ¥ ugoslay-Vatican reiations--Yugoslav Vice Forelgn
Mialster Bebler has teformed US Charge Selgrade that the Yugoslav
Government has requested the Vatican to vepudiate an ariicie in the
Vatlcan wewspiaper which charged the Yogosiav Government with the
magsace of 400,000 Cathoiles. Bebler sinted that “‘otherwise the Yugo-
slav Government will take further mensures, not excluding a break in
relationn.””

{3 Comment: Yugoslavia is the only Soviet satellite which still
maintairs relotions with the Vatlcan, In view of the Yugoslav CGovern-
ment’s filure to ellvdnate Catholle wflvence by intimidation, it may
now consider atirinment of this goal imposeible without a hreak in re
Iations. Moweower, the Vatlean iz not expected to moderate ¥s attitude
80 long o8 the Tito resime contlanes its terrarist campaign against Yugo-
slav Catholics.)

Z. Afghan iateraset in Worth West Yrontier--UZ Embassy London reporis o
Yecsnt Uredd tt ¢iaim by AIETARISER in the ares between the Durand
Eine {along part of the ndb-Afgten border) and the Indus River which
may constiteic 3 serious threat o the peace of the border. The Tndian
Governmen! hns suggasted o the UK Government that the U8 be invited
s a felendly thivd party to ware the Afehen Covernmnent against adoption
of o “policy of advenivre’ which,in the present state of tnternationa

siomyinay have repercussions extremely harmiul to Afghanistun as wall
as to othors. The corvespondence adds that, nasmuch as the US is con-
Alghen security vis-a-ris the USSR, the US may jeel that it
rest in the malter,

P
o]

3. GREECE: Comumnist arragis in Athens likely--Prime Mindster Maximos
has Wformed US Ambassudor niheVeagh Bk ¥ winl proliebly be neceasnry
o arrest prominent Communiet inaders and organizers In Athens in order
o pravet some from leaving the country 1o joln Zachariades {ex-leader
of the Gyeek Covumunist Party now in France) in promolting 2 sepsrate
Greek goveramimnt and others from launching a sexies of exippling strikes
in Greece. Moximes addsd that hed3d not wish o place the matter sojely

»
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in the hands of Minister of Public Order Zervas and would probably
appolnt a small unofficial commities {0 handie the problem. MacVeagh
suggested that, in m;'der 10 msure wide support for Maximos’ poncy, the
committze be made as “broad’’ as possible,

FRANCE: UK ylews on Communist plans-~-According to the US Embassy
London, the UX Foreign Office beiieves that the French Communists wiil
attempt to enter the Government now and, failing that, will attempt to
ocust it. The Foreign Office, however, deubts that the Communists will

cause general strik:es in the immediate future, as such action would be

‘““too transparent’’ and would cause popular resentment

25X6

ot

FAR EAST

KOREA: Hodge reports situation precarious~--General Hodge reports
that the Korean situation = is more precarious today than at any time
since the occupation began’’ and ‘‘becomes more explosive daily.”’ Hodge
states that the USSR has succeeded in developing a strong Communist
fifth column {n South Korea and has tightened its control in the North.
Moreover, many Liberals in Sounihk Korea have been driven into Commu-~
mst-cmirolled groups by the abnvtiw efforts of the extreme Right to
seize power and by the latter’s agitation against trusteeship.

IZ the Jolnt Commiilssion fails, uexterai Hodge expecis an immedi-
ate ouﬂmeak of terrorism approsaching ‘an oriental -style civil war’’ be-
tween Righ% and tiae Left and an early attempt by the Communists to
instigate ‘spontanecus’’ mass uprisings. He adds that, as tension mounts,
the extreme Right is apparently trying to provoke widespread disturbances
in order to break up the Joint Commission and provoke Hodge’s recall
from Korea. The Communists welcome this activity in the hope that the
TS will hecome disgusted and withdraw all troops from Korea. In the
meantime, the USSR continues to pursue its goal of making Korea a loyal
Commur:ist satellite, thus Insering Soviet control of the warm water ports
of Wonsun and Chinnampo

5
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CHEINA: Soviet repatriation plang--The US Nava.l Attache Nanking reports
that Soviet authorities in China vrobably were compelled to announce their
plans to repatriate Soviet citizens from China prematurely becanse Chinese
police In Shanghai refused {0 recognize the assumption of Soviet citizenshlp
by many Russian politieal refugzes. The Atiache believez that the Soviet
move, while adopted partly to save face, may be the first of several actions
in line with 2 “new tough Soviet policy towards China.”” He adds that there
is no immediate likelihood of 2 violent rupture in Sino-Scoviet relations,
although some observers expect that a complete breakdown will eventually
take place. Current repatriation plans apply tc about 60% of all Soviet
families {n major Chinese cliles, but will not include many older Soviet
citizens such as those engaged In Soviet intelligence activities.

 hinese reaction to Soviet repatriation--~The Naval Attache alsc
reports that the Chinese describe the Russians who have assumed Soviet
citizenship as a “'fiith columr’’ and therefore favor their removal from
China. Morecver, the Chinese anpear to be eager for 2 Sino-Soviet break-
down, possibly in the belief that a militant stand against the USSR would
encourage US support to China.

THE AMERICAS

ARGENTINA: Forelgn policy on eve of Conference~-US Embassy Lima
reports that, acwrﬁing o a reliable source close to President Peron of
Argentina, Ammﬁnﬁ foreign policy on the eve of the Rio Conference is

based upon the foliowing concepts that, durmg the inevitable future war
between the US and the USSR: {(a) Argeﬁtma s role will be to defend South
Americs and “maintain it economicaily”’; (b) the implied Argentine
hegemony in South Americz will be established with US “‘tacit consent’’
and with US material and technical assistance; and {¢) Argentina will main-
taln relations with the USSR and its satellites as a bargaining point
pending negotiations with the US at Rio.

(C1G Comment: This statement of Argentina’s intentions iz con-
firmed by CIG's analysis of th@ trend of Argentine policy since V-j day,
and it helps explain Argentinz’s sudden change of heart with respect to

ite Chapulteper commitmernts.)
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. EUROPE

A Sommunisis re-enter Governmen

US Ambassador Caffery has been reliably informed by a high official in
the Ministry of Interior that Molotov has upbraided French Communist
leaders for their lack of skill in permitting themselves o be excluded
from the Government and has urged them to re-enter the Government
at all costs.

Ramadier success in crisis viewed likely--A high official clogse
to Ramadier has told Caffery that he is more optimistic concerning
‘Ramadier’s ability to hold together the Government and obtain a vote of
confidence on 4 July,

Political significance of rightist plot arrests--Caffery has been

. POLAND: Pgsalble paxticipation in Marshall proposals ~=According to

informed by a high official of the Iaterior Ministry that
Lﬂwarmhs_[made I connection with the ‘“‘rightist plot” were based upon
evidence amassed durlng the past several months, and that the arrests
were made at this tlme fn order thot the pro-Governinent Socialists may
be able to declare that republican institations will be imperiled by a
clash between the euwtveme Left and sxdreme Right, If the present Gov-
ernment is allowed to £all,

OO

US Ambassador Douglas, the Polish represeniative fo the ECO belioves .
that Poland might cooperate, at least on a limited scale, with the Mar-
shall proposals for Furopsan economic reconstruction, regardless of
the Soviet position. The reoresentative added that: {a) Peland’s need
for capital equipment and Western markets makes sconomic [solation
from the West impossitie; (b) Polish and Czechoslovak participation in
ECO demonstrated that thess two countries might be able to engage in
limited cooperation with the West, even if the USSR remained aloof; and
{¢) conversations are taking place in Prague concorning the possibility
of independent Polish-Czechoslovak participation ir the plan.

(CIG Comment: If the USSR parmits these countries to participate
in the plan, the local Communist Parties can be ezpected to use cvery
possible means to exploit Western aid for the benefit of the USSR.)

Flghting between Vkrainian wndercround and Polish troopg --US
Military Attache Warsaw reporis that, according to a fairly reliable
eyewitness, the Polish Goveranment 15 employing 3 divisions plus several

thousand security troops against the Ukrainian underground (UPA) in
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southeast Poland. Source adds that the UPA is well-supplied with German
and new Soviet automatic weapons and that, although most of the fighting
is between small units, engagements of battalion size have occurred.

The MA, who in general confirms these statements, believes that the Gov- -
ernment forces will score considerable successes but will be unable to

. eliminate the Ukrainian underground.

HUNGARY: Nagy’s popularity said stronger than ever--According to US
Charge Budapest, Communist attempts to discredit ex-Prime Minister
Ferenc Nagy in the eyes of the peasants have failed. The Charge is
assured on good authority that Nagy’s standing with the bulk of the rural
population is better than ever, and that he is assuming the stature of a
national hero. (The UK Foreign Office had previously expressed the
belief that Nagy had lost his following in Hungary; see Daily Summary of
28 June, item 3.)

FAR EAST

NEI: Effect of US aide-memoire of 26 June--US Consul General Foote
reports that the US aide-memoire of 26 June prevented ‘“‘unfortunate
incidents’’ in the NEI during the past weekend. According to Foote,
President Soekarno is hoping to obtain control over extremist Repub-
lican leaders in order to be able to comply both with the Dutch note of
27 May and with the US ajde-memoire. In addition, the left-wing groups,
which forced Sjahrir’s resignation by refusing to support his proposed
concessions to the Dutch, have withdrawn their formal opposition to
Sjahrir’s policies. Foote belleves that, if Soekarno gains control of

. the left-wing groups, agreement with the Dutch may be expected.

THE AMERICAS

ARGENTINA: Incitement of Panama against US--According to US Consul
General Troutman in Geneva, the Fanamanian Charge in Bern quotes the
head of the Argentine delegation to the International Labor Office Con-

_ ference as saying that Argentina considers that US ‘‘imperialistic and

capitalistic activities’’ have placed Panama in an extremely difficult
position, and that Argentina, as the ‘‘big brother of all Latin American
countries,”’ will give Panama full support. Troutman comments that the
Argentine delegation to the conference is engaged in an aggressive attempt
to drive a wedge between the US and the Latin American countries.
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EUROPE

1. FRANCE: Ramadier faces critical period--US Ambassador Caffery
believes that the next ten days will be the most critical period yet faced
by the present Government, 2s Ramadier must: (a) find a compromise
economic policy on which the Parties in the Government can agree; (o)
obtain a vote of confidence on 4 Yuly; (c) win the approval of the Socialist
National Council or 5 July. Caffery adds that the Socialist Labor Minlster
is said to be on the point of resigning because he cannot agree to the com-~
promises of economic policy which Ramadier must make. ‘ -

~ Strashourg Communist Con resg--Caffery also reports that

qualified observers note evidence in the declarations made at the Stras-
bourg Congress of the French Communist Party that Comintern operations
are being revived. Fe cites the speech of the President of the Control -
Commission of the Greek Communist Party as tending to confirm French
reports that the international Communist movement has not only sent arms
to Greece but recruited men from the Netherlands, Belgium, Italy, and
France for the International Brigade in Greece. /

2. GERMANY: Reporied Soviet plans for Central Government-{ |
| the Soviet Miiltary Authority on 20 June Oiscussed
‘with the German officials who head the Central Administrations In the

Soviet Zone the formation of a unified government in that Zone. Ministers

Presidents ir the Soviet Zone attended a similar meeting on 27 June.

the Soviet Military Authority in the near future may announce

a plan ior a central German government in its Zone.

NEAR EAST-AFRICA

3. TURKEY: US discourages Turkish appeal to UN on minority question~-
The State Department has informed US Ambassador Wilson that o Turkish
-appeal to the United Nations at this time, conceraning persecution by guer-
rillas of Turks Hving in Greek Thrace, would not serve any useful purpose
. (see Daily Summary of 26 June, item 3). The Department believes that such
~ an appeal might complicate consideration of the Balkan Investigation Com-
wmission’s report and proposals by the Security Council, and also might

divert attention from the rosponsibiiity of Greece’s three northern nelgh- gy

bors for the unstable sitnation in Greece.
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FAR EAST

4. CHINA: Weakening of Nationalist position in North China--US Assistant
Navzl Attache Pelping reports deterioration of the North China situation
and inereasing Communist interdiction of the lines of communication,
apparenily because the Nationalists are unable to garrison a]l rail lines.
The US Assistant Military Attache Peiping suggests that popular disap-
proval of the present Nanking government may develop into 2 movement
to overthrow the Generalissimo, ““if the Chinese Communists do not do
it first.’ . o
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