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Union of South Africa ) ;
7. South Africa pigqued at nciusel ol ExTmiank loan i

»iyister Havenpa's failure to raise an FxImBank loan vhile
in “ashington last month svrings nexrbly from the basic facts

L g

of the Union's irmediate economio outlook, which is not a
bright one, and partly irom injured national vpride. Tleither
factor is as yet strong enough o threaten the !'alen Covern-
-ent's hold on nower, nor is 3outh Africa's fundanental
nolitical and nilitary alignrens w:ith the US in any way in
aquesihion, but the feeling 1is alreacy anparent in Covernnent
ripoles that the Union hes been treated "like a South Anerican
rerublic” and threats o retaliation apeinst US business
interests have been rode by Zcononic if airs Tinister Toww.
mhis disanmointrient vill nrobably nui be greatly qualified
by the small loan of 10,000,000 fron Lew York bankers vhich
vwas announced on 7 Cotover.

“he keen disavpointnent :n South Africa over finance

Aceording to ost o) tik psiuvant lndices, South
Lipica's econcnic nosiilon condinues o ceheriornte. Toreifn

CONFIBENTIAL | |

Approved For Release 1999/09/02 : CIA-RDP79-01090A000100080002-1



Approved For R%ase 1999/09/02 : CIA-RDP79-01090A000100080002-1

- ;
ilm -

CONFIDENTIAL -

vxchenge rescrves have Levellec off ab a new low of some

£50 million. TFor current needs the lUnion ap-liec on 13 Sep~
tember lor re-vayment of the [inal installiient of the 1048
¥30 million ;0ld loan to the Ul~-just too early to reap

2 several million nound »rofit from sterling devaluation.

"he immediate advantapes of currency devaluation, dhiefly
the added sterling worth of ;old, the Union's largest ex-
“ort, are already threatened by the expscted demand of mirers
for higher wages and the rise in nost costs of production.
fhe Covernment found it necessary io check commodity price
vises by the e.tension of controls on 19 September to in-
viude all goods immoried from countries outside the steriing
area which were previously unaetfected. Nor does domesti-
nroduction show nromise of keening the national cconomy in
equilibrium: wnemnloymont is slovly increasing, narticularly
in the building, clothing and engineering industries, Turther-
wore, the fall in customs duties resulting from the import
‘restrictions has forced the Governient to borrow a total of
748 million from the South African Reserve Bank so far this
year in order %o neet its financlal commitments. South
ifricats owm favorite renedy *or this and its other eccononic
ills=--a rise in the wrice of cold-~was turned dowm apain

Jast nonth vhen the International l'onetary Tund rave a cool
reception to ilavenpga®s plea for action along this line.

The South African reanction to the rsfusal of the
ExImiank loan has so far not been a constructive one; there
is no indication that the Govern:ient is yet vnrerared to out-
linc more concretely the nrojects for which ExImBank money
vould be swent, vpermit a certain amount of insnection, or
othemiise meet the conditions vhich mipght induce the Denk
to reconsider its aciion., Instead, on 26 Sentemier the
Government amnounced thet (ostensibly because of devaluation)
the value of raw materials purchased from the US, but not
from the steriin; area, would be cut 507 during the first
half of 1950, On the same day linister Louw, though he did
not exnressly link the new restrictions to the susnension
of the dollar loan n:otistions, <¢id state that relaxation
of the controls might be possible if a US loan could be ap-
ranged. The LExImBank has indiested that it would still
consider extension of a loan up te $50 million, but not
unless South Airica ndents =n arproach smacking less of black~
mail and accepts certaln safeguardiing conditions on the loan's
use. It is likely, howevep, that South Africa's injured »ride,
nlus the loan just obtained from US -rivate sourcecs and the
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5One oj other loans *n the UK sac Sitseriand, will add up
?~ roctnoneent Yor coae time o wu acceptavle avplication
> the ExImBank.

GERT s pEALCH
PEHAL
1. zndln(V1a favers Livaralized trades

P T <+ P

Favorable comient has goen elicltoed I'pom the Seandi-
ian covuntries, which trauit~:anLJ have favored the
itest possivle ireedom of e.change and trede, by the
igion of tue QUEC Trade bcmrlnt<e to consider stens for
"i libepaliration of trace. Tn order to avoid the dissi-
notion of ;ol- end doiler sxchine the Scandinavian dele-
pations look vost fuvorebly cn ploval ouobas, but ﬂgreé that
such guotas will not 13 ucralzyn trade to the same extent
0 {rece ilstse. TouevaQ Liey ﬁjdﬂ to place commodities on
free lists wuherever vosvitlie enc to establish global quotas
o1t other cormodities on which guuantitative PGStPlCthR& are
L3111 considered necessury.

1V
C

Sweden is vreparsd LU rwaove adl e ,cnwnge controls
and internal »rice controis on comwdities ~laced on global
quotas and is nou contempiral i
on such quotas, but will posawbiy 1imit »artieination to
tapshall Plan countries. Liksiise, authorities in Denmerk
und lorway fover romoving Lrade restrictions in view of the
nossioilities for increased sxooris to dollar areas brought
about by devaluation, recduced dou estic purchasing power, in-
sreased production, and the elfects of ECA alds

Y7,
s Aé i RRK

[P

2, Possibility of slectiuvns reduced

ton o devalus tion befveen toe
ropivent and the omnosition

vma* reduced the likelihood
in Demnark, but the situ-

Agpeenent on Lhe qus
‘ﬂ( ority Social bem ;(Nfd.tzu o
Toderate Liberal Uarty has
of an immediate (overnnent
abion remaine ;1u;u ax
The olerate Liberais
nrice control amnu supiay iwt
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have delayed wrice reduction and restorction of the ability
of Danish export industries to cormete in the world market.
Dy sun~orting the CGovernrent on cevaluation, the l'oderate
Tiberals have limited the ield in which they can criticize
rovernnent economic controls arising out of devaluation, but
they can continue to attack the “overnment on the extent to
which economic controls are necessary.

4t the onenin;: session of the recently reconvened
Rirsdag the Government indicated that it intends to continue
its previous economic policy and submitted several bills
calling for the e:tension of existing econenic controls.
Tepate on these measures is schoduled to begin 13 October,
and although the Covernrment's noiicies will certainly be
criticired it is unlikely that ommosition will be sufficiently
strons on this issue to result in o ;overnnental crisise

STTEDERN

SR

3. Continued military cooneration

‘‘‘‘‘ s e ]

Desnite the fact that Swecish incistence on follow-
ine a neutral course (in contrast to banish and llorvegisn
adherence to IAP) tends to limit the scone of Scondinavian
~ilitary coonerstion, sufficient evidence is available to
indicate that Svedeg is not willin~ to climinate entirely

25X1X7 such cooperation.

joint raneuvers, exchange of nilitary rersonne
for training purposes, courtesy visits of high ranking of-
ficer, and defense talks at low level continue.

25X1X7

One of the most immortant asnects of thls cooperation,
aside from its existence, is the apnarcent willingness of
oyeden to develop plans for air defense in conjunction with
Norway. Such plans as may be in the process of development
are shrouded in sccrecy and Sweden’s future cooperation may
wsll denend on successful meintenance of secrecy in under-
talkings of this nature.

rany possibilities of mutual assistance developed

-y - N - » » -y fa - 8
durins the Scandinavian defense talks last fall, and Swedish
fear of complete isolation has given impetus to this co=
"pporation. Since the conclusion of vhese talks and the ad-
herence of Denmark snd Horwey to HAP there has been much open
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support in Sweden, particularly b{ nilitary leaders, for
military ties with the Vest. With a Government cormmitted
to, and anparently determined to hold, a neutral course,
cooperation with lNorway and Demmark, though greatly limited,
offers a good opportunity for at least some contact with
the West. And certainly lNorway and Denrark have long indi-
cated a willingness to cooperate with Sweden as mich as

possible.

Such cooneration as is accormlished will somewhat
strengthen the defensive capabilities of Scandinavia. How-
ever, it will be too limited to be more than indirectly
beneficiael to planning the defoense of Uestern Europe, and

25X1X7 -
25X1X7
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