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1 August 1950

SUMMARIES OF TRENDS AND DEVELOPMENTS

USSR

1. The return of the USSR to the UN Security Council

probably reflects a Soviet decision to attain an eventual, bub

not neccssarily early, negotiated settlemont of the Korcan war,
(See pages )

24 The speeches and decisions of the recent SED (Socialist
Unity Party) Congress reveal no baslc change in Soviet tactics in
Germany, They indicate, however, an intensificatlon and accelera~
tion of the tactlics the USSR has pursued in Germany since the
formation of the German Democratic Republic (GDR) - consolidation
of Commumnist power in the GIR, integration of the GDR into the
Soviet orbit, and constant pressure on West Germany,

(Sece pageb )

3a Recent Soviet tactics in Iran combine official friend=
liness with increasingly revolutionary appeals to subversive
groups. The recent marked incredse in Soviet official friendli-
ness may mean that the USSR is extending its Y"peace campaign" to
Iran,

(See Pagegd )

AR The latest cvidence indicating trade between Esstern
Europe and Spain i1s contained in a detailed report of a compensam
tion account for the export of Spanish goods to transit Sweden,
The persistence of such reports indicates that Eastern Furopean
trade with Spain may be expected to develop further, although

it probably will not reach substantial proportions, :

(See page 9)
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5e A _supplementary Soviet-Fast German trade agreement
for 1950, providing for Soviet deliveries of cotton and foods
stuffs on credit, seems principally motivated by political. .
considerations, Soviet commitments of additional fats and oils,
which were previously refused, suggest that the USSR considers
it expedient to make further concesoions to Improve the gstandard
of living in Fast Germany, The propaganda value of the agrec-
nment is indicated by an East Germen press statement that the
additional cotton will bring the GDR closer to the elimination
of textile rationing,

DASTERN EUROPE
BUTGARTA

6. The USSR 1s apparently melkineg efforts to strengthen
nilitary and civilian morale in Bulg iae If successful, thla
factor would increase the Bulgarian war potential,

(See page 10)

FINLAND

7. Ihe recently revealed Soviet position on Soviet
citizenship could, if pressed by USSR, pose sevore_gmobloms for
the Finnish Govermment in the repatriation of Soviet “war.
criminals under the Peace Treaty,

(See page 11)

HUNGARY

g, Ihe upward reovision of work norms in Hungary will
facilitate the_aceeleration of heavy industrial production by
reducing wages as a factor in the cost of production, by setting
more exacting lebor productivity requirements, and by limiting
purchasing power, permitting the curtailment of the production
and consumption rate of consumers! goods,

(See page12 )
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POLAND

Q. The Jast major step neeessarv to reorganize the
Yolish Govermment along lincs parallel to those existing in_
the USSR was taken recently by introduction of a bill in the
Polish Sejm to reorgenize the Polish Judiciary., Approval of
the measure is a cortainty, Under its terms, the Judiciary
will become a watchdog for implementation of the sixeyoar plan
and other Govermment directives,

(See page 13)

RUMANTA

10, The Rumanian Communist regime has attempted to
egtablish formal control over the Catholic Church by presente

ing the draft of a new Church-State agreement to the Catholic
vicars, Despite the vicars! opposition, the regime will probably
be able to establish some sort of strictly controlled religious

hicrarchy,
(See page 14)

INTERNATIONAL COMMUNTISM

11, Ihe Communist potontial in India may be considerably
augmented as a result of the new "united front" tactlc ammounced
on 12 July. ‘

(See page 15)

SPECTIAL ARTICLES

12, Recent indications of a pogsible deterioration in
Yugoslavials economic situation point to the possibility that

not only will the Yugoslav Goverrment have difficulty in meeting
some of ite export commitments but may, through a continuation of
its present cconomic policies, further reduce the alrcady low
standard of living of the Yugoslav people, The significance of

CORFIDENTIAL
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SECRET

these developments to US interests is highlighted by the recoge
nized importance of maintaining an independent Yugoslavia and
developing the Titoist hercsy smong World Communists.

(Sce page 16)

13, Gzech forelgn trade has moderate surplus balance
for first half of 1950 compared to deficit for same period in
1949, Prospects for trade with the West have temporarily
improved over the status in the fall of 1949.

(See page 18)

SECRET
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EASTERN EUROFPE

USSR

e ——————c—

Return of USSR to UN Security Council Probably reflects nAM
Sovieb decision to attein eventual negotiated settlement
of the Korean war

The return of the USSR to the UN Security Council
probably reflects a Soviet decision to attain on the best pos~
sible terms an oventual, but not necessarily early, negotiated
scttlement of the Korean war, The USSR mey well estimate that
North Korea faces ultimate defeat by the US and the UN and that
a morc advantageous compromise settlement cen be obtained '
during the period of North Korean military successes, Tho Kremlin
has, since the beginning of the Korean conflict, very carcfully
avoided any formal involvement of either the USSR or its Satcllites
which might stend in the way of a negotiated solution, In the
past the USSR has oventuelly withdrewn from positions (Iran,
Grecee, Berlin) when faced with sufficiont Westorn strength and
determination, Furthermore, the Kromlin may well be concerned
with the coalesecing of the non-Soviet world bchind the US through
the UN and the partial mobilizmation of fmerican industry and mane
POWOT o

By rcturning to the Security Council, the USSR can
and will, through usc of the veto, deter this organ from
adopting any resolution signifying an intention to go beyond
the 38th parallel in order to unify Korea and/or to punish
North Korean aggression, It is unlikely, however, that the USSR,
even if it plans an aggressive move in another arca in the near
future, is rcentering the Security Council with any rcal hope
that ite veto power alone would keep the US from taking such
action as it deemed necessary against now oggrossion, The US
and other members of the UN can, undor Article 51 of the UN Charter
which relates to self defense, act against it,

-5
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Minimum Soviet terms for a compromise solution of the
problem of Korea will probably not be forthcoming as long as
North Korean military successes continue, Initlally, the USSR
may moke any peaceful solution contingent on a proposal to withe
drow UN military forces and to hold ecarly all-Korean elections
under - UN supervision, The Kremlin may belicve that these elec-
tions, following North Koreon military successcs, even if a North
Korean withdrawal to the 38th parallel ensues, would result in
eithor immediate or early Communist control of Korea, While the
USSR may attempt to moke any Korean settlement contingent on the
entry of Communist China into the UN, defeat on this issue is
extremely mnlikely to cause a resumption of the Soviet boyeott
of the Security Councll, If the-Soviet Union fails in its attempt
to have early elections in Korea, it will probably devote its
primory UN efforts to protectlion of the 38th parallel ond the
North Korcan regime, (SECRET)

Soviet intontions toward Germany gt
as mirrored in reecent SED Congress

The specches and decisions of the recent SED (Socialist
Unity Party) Congross reveal no basic change in Sovict tactics in
Germany. Thoy indicote, however, an intensification and acccleras
tion of the tactics the USSR has pursued in Gernmany since the
formation of the German Democratic Republic (GDR) - consolidation
of Cormunist power in the GDR, integration of the GIR into the
Soviet orbit, and constant pressurc on West Germany,

The attitude of tho Congress toward the German Federal
Republic (GFR) and the Western Occupation Powers was extremely
hostile and belligerent, Leading East German officials frankly
and openly announced that the Comrmnists would perform acts dew
signed to cause unrcst in West Germany. Thoy urged West Germans
‘to resist Allied Occupation preparations for Western defense, and
called on all Germans, including ex-Nazis, to join the "National
Front in ordor to overthrow the Bonn Goverment and expel tho
Westorn Powers," West Gormans were told that they were not
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legally obligated to obey the Western Occupation Powers hccause
the Western Powers had forfeited thelr right to remain in
Gormany through violation of the Potsdem Agrecments In order to
give nore skillful dircetion to the Communist effort to gain
influence in West Germany, the Congress transforred primary ros-
ponsibility for the Yetrugglc for peace" in the German Federal
Republic from the ineffectual KPD (West German Cormmumist Party)
+o the SED,

The Congress displayed no lack of confidence in the
ultinate establishnent of a united Germany under Communist
control, President Pieck claimed that discontent was growing
among the masscs in West Gormany as a result of Western Occupo=
tion policy, and that an eventual “eruption" was "certain,”
Deputy Promicr Ulbricht, in discussing the merchant fleet the
GIR will build as a part of its Five-Year Plan, stated that
Fast Germany would not cstablish a port on the Baltic coast as
the "time will come when Homburg and Iubeck (Wost German ports )
will be at the disposal of the GDR," For the present, according
to Ulbricht, the GIR, by agrecnmont with Poland, will usc part
of Stettin,

The organizational changes in the Sedy which were
announced at the Congress, are additional steps in the consoll-
dation of Communist power in Bost Germany, The new party
statuto, eliminating a former provision that office holders be
selected on o one for one basis fron Communist and Socialist
ranks, abandons all pretense of cquality between the two parties
composing-the SED, In contrast to the former SED Executive
Cormittee, which consisted of an equal mumber of former Come
runists and Socialists, Communist officials hold a substantial
najority in the new SED Central Committec, The now party
statute, which closcly pattcrns that of the USSR Communist
Party, states clearly that the party aim is the "establishment
of the political power of the workers," East German Deputy
Premicr Ulbricht, the new seeretary-gencral of the SED, oxpressed
the desire of the GDR to enter tho Economlce Council for Mutual
Assistonce (CIMA), the so~called Soviet counterpart to the
Morshall Plan, Entry of East Gormeny into this organizatlon will
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bo another stop in its integration into the Soviet orbit, (SEGRET)

Soviet tactics in Tran combine official friendliness uh
and reveolutionary appeals to subversive groups

The Soviet Awbassador in Tehran has recently dis-
played narked friendliness to the Iranian Govermment and to
Anerican officials, On 24 July the Soviet Ambassador called on -
the Iranion Prime Minister to state, on bohalf of his govermment,
that the USSR was most anxious to be of any assistance possible
to Iran and to resume normal trade relations., The Ambassador had
not provicusly paid a courtesy call on the hecad of the new governs-
ment ond, according to the Prime Minister, the Soviet Ambassador,
"had not called on any Prime Minister of Iran for as long as
anybody can remember," The now US Ambassador in Tchran and Mrs,
Grady have been shown almost ostentetlous cordiality by the
Soviet Anbassador and his wife,

At the same time, however, the clandestine Azcrbaijan
Denocratic station, located in the USSR, has broadeast inercasing-
1y revolutionary appeals to the Azerbaijanl and cspecially to the
Kurds, who are being told that "Kurdistan is onc country and it
should be liberated,® The clondestine radio has directly charged
Tran with violating the 1921 Sovict-Iranian Treaty (which pormits
Soviet troops to enter Iran under certain conditions) and alloges
that the Kurds will risec up against the Govermment "if and when
the Soviet Army enters Iran,"

Displaying friendliness on an official level, while
at the same tine strengthening local subversive organizations,
is genecrally choractoristic of current Soviet tactics in the
Near and Middle Fast. Iran, however, has been subjcet to official
Soviet pressure since May 1950, This rccent show of friendliness
nay nean that the USSR is extending its "poaco campaign" to Iran,
It may indicate Sovict satisfaction in the recent Iranian
assurance, in answer to a Soviet note, that no Anerieans would be
uscd in surveys ncar the Soviet bordor, (In this conncetion, it
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should be noted that Iran has recently declared that Westorn
correspondents have boen banned from Azerbaijen "to avoid pro~
voking the USSR,") ‘The display of Soviet official friendli-
ness could, however, be an attempt to lull Iran while strengthe
ening local subversive organizations and possibly prepering for
guorrilla activity on the Iranian border, (SECRET)

Swedish intermediary uscd npt
in Spanish-Sovict orblit trade

The latest evidence indicating trade betweon Eastorn
Furope and Spain is contained in a detailed report of o compcne
sation account for the export of Spanish goods to transit Sweden,
Cormoditics valucd at neorly $17.5 nillion cach way are to be
exchanged through an cspeeially ostablished Swedish firm which
will scrve as an intermodiary, Sponish agricultural, chemical
and nineral cxports will be balanced by the import of a nillion
tons of Polish coal,

The following facts substantiate this transactions
(1) Tho USSR dosires Spanish wolfream and pyrites, while Spain
necds conl and wheat, () Four thousand tons of Polish coal,
said to be the first shipnent under this account, were imported
last March by Spain via Portugal, (3) Both the é35 rnillion
figure and the existence of the Swedish firm have been previous—
1y reported, (4) Iate in June the Swedish Choarge dfAffaires in
Madrid denied that the Swedish Govermment was officially ine
volved as an intermediary, but he acknowledged the existence of
a deol between "Spanish entitics and some foreign national, not
Swedish, in Sweden,"

The persistence of reports regording Spanish-Orbit
trode ncgotiations indicates that Eastern Europcan trade with
Spain through devious channels may be oxpeeted to develop further,

Such trade is econonically logical, Each arca has products which
would require hard currencics if purchased slscwhere,

-9 -
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Transportation and supply, in addition to political
difficulties, will probably prcvent Orbit-Spanish trade from
reaching substantial proportions, Morcover, it is not belicved
that Spain will be able to fulfill its obligations in a deal of
such proportions, but regards the arrangericnt as a "hunting
license" rather than a firm cormitment. Franco, however, is
intcrested in any advantagceous foreign trade and undoubtedly
considers the threat of a Spanish-Sovict rapprochoment a usew
ful weapon in his campaign for US aid, (SECRET)

EASTERN EURCPE
BUIGARIA

USSR atbenpts bulld-up : naH
of Bulgarian norale

A western military attache in Sofia has recently
reported that Bulgerian soldiers on the Yugoslav fronticr have
"good morale for any conflict with the Yugoslavs," If true,
the USSR has made narked progress in its campalgn to inspire
in Bulgarian troops the will to fight an aggressive action and
counteoract sorewhat widespread disaffection in Bulgaria, Such
results, although not confirmed, would increcase military and
civilian potentlalitics of Bulgarla as a tool of Soviole
inspired aggression,

Large shipments of Soviet equipment end supplics
into Bulgaria during the past fow months probably have inproved
moralc of the arny, The widespread purge of Bulgarian army
officers, which began in 1946 and continued with verying ine
tonsity until the romoval of the chief of staff and his
asslstonts in 1949, doubtleoss weakencd both the morale and
efficicncy of the thon poorly equipped arrny., Sovictization of
the arned forces was virtually completed with the appointnont

SECRET
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of the Russianized Panchovsky as Minlster of War and the ine
filtration of Sovict "adviscrs" down to the lowest cchelons,

It is likely that the adviscrs have beon well chosen by the
Kronlin to tighton diseipline and increasc nilitery efficioncy.
Such inprovencnt in porformance of Bulgarian units night tond
to boost soldier norale and perhaps oven offsct resentnent
created by Sovict domination,

The desire to becore o large and powerful nation has
boon an historic Bulgoarian objcctive, Successive defeats in
war since the end of the ninctecnth conbury have progressively
whittled away the coveted territory in Macedonia which Bulgarian
troops have scveral tincs occupicd, A concorted Sovict propes
ganda canpaign designed to convinee Bulgarians that they arc in
Irminont danger of attack from neighboring countriocs who how
hold this coveted territory has been steppod up.

During the past fow months there is sone cvidence
that the USSR has also tricd to bolster Bulgarian civilian
nmorale, Since May two joint decrces of tho Contral Cormittee
of the Bulgarian Corrunist Party and the Council of Ministers
have held forth the hope that the colleetivization drive would
be chsed and distribution of consuicr goods to the people would
bo expedited, There is no possibility that such announced -
intentions arc sincero, Iwven a short-tern surccasc from Soviet
opprossion, however, would probably have a populer rcactlon,

It would thus appear that the Krenlin is making
cfforts to strongthen the military and civilian morale in

Bulgoria, which, if suecccssful, would incrcasc the Bulgarian
wor potential, (SECRET)

FINLAND

Finne encounter now sourcc of possiblo ’ g

o

During Finnish Prine Ministcer Kckkonents visit to
-1l -
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Moscow for the signing of the Soviet-Finnish trade agreement,
at Stalin's suggestion Keklonen broached only two matters of
concern to Finland: the poace treaty disposition of surplus
war naterial -- upon which the USSR has not yot expressed an
attitude -~ and the roturn of two or three thousand Finnish
POWs 8111l in the Soviet Union, Stalin made no reply on thesc
natters, but Gromyko, in a later conversation, reminded Kekkonen
of the desirability of the return by Finland of Soviet war
crininals under Article 9 of the Peace Troaty, Gromyko, in
addition, cited a Soviet law of 1931 and 1932 rcquiring any
Soviet eltizen abroad to obtain tho express permission of the
Soviet Govermont before renouncing Soviet citizenship, The
Finnish pogition has always beon not to repatriate former
Sovict citizens who have bocorie Finnish citizons, Inastuch

as approximately ton thousand persons could be affocted by this
interpretation of Sovict citizenship, a streng Soviet stond in
the natter would confront the Fimnish Govermmont with a
difficult docision, (SECRET)

HUNGARY

Hungaxrdan norm revisions indicate "
accclorated industrial production

The upward rcvision of work norms and the reduction
of take home pay are the culmination of the rcecnt compaign
to inpress upon the Hungarilan workors the implications of theoir
"oxcossively! high standerd of living., "The April 1950 achicvee
nents sclected as the basis for norm rovision roprescnt cxancting
stondards, eincc that was the period of the production campoigns
in honor of Hungarian liberoation and Moy Day, Thesce higher
productivity requircnents, and the rcduction of woges as a
factor in the cost of production will facilitatc the expansion
of heavy industrial production,

In addition, the reduction of purchasing power to
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neet the current sitvation of continuing shortages of consuncers!?
goods, espceilally foods, will restrict inflationary tendencies
and reterd the standard of living which is reported to have
attained the level planned for 1952, Food scarcitics have boen
justificd rccently on the basis of roquircnonts for export,
Restricted consunption will enable oxports to continue, per-
nitting the inportation of naterials nceded for heavy industry.
Moreover, less rapid consunption of already available non-food
consumers? goods will permit curtailment of light industry
producticn and transfers of investment and lobor to heavy
industry, (SECRET) : '

POLAND
Polish judiciary to be recorganized AN

The finel nmajor step nocessary to complete the
gradual rcorganization of the structiwre of the Polish Govorne
nent along Iines parallel to those ocxisting in the USSR wnos
taken with the recont introduction of a bill in the Polish
Sejn (Legislature) to ostablish and define the functions of a
Prosecutor General's O0ffice, Approval of the measure is a
cortainty, -The ncw office will closcly follow its Soviet
counterpart, the Procurator General's Office, both as to
responsibilitics and its relationship to tho oxccutive branch
of the Goverunent,

In the USSR, the Procurator Generalls Officc is
highly centralizéd, is an cxtra-departnental organ beyond the
control of the exocutive branch (specifically the Ministry of
Justico), and operates on the same level as does the exccutive,
The of'fice has broad supervisory power ovor the execution of
the laws by all ministrics and institutions subordinate to
then, and has greater supervisory authority than doos the Suprerne
Court of the USSR,

Under the terms of the proposed bill, the Polish

13-
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Office will be appointed by and responsible only to Council of
State, the most powerful exccutive organ in Poland, Since the
Couneil of State is largely concerned with planning ond is
staffed by Poland's most reliable cormunists, it scems likely
that this now Polish Office will be used prinarily in a watche
dog capacity over the inplementotion of dircctives for the
current six-ycar plan, (SECRET)

RUMANTA
manion govermnment drafts Church-State agrooment npn

The Rumanian Corrmnist regine has ottenpted to estobe
lish formal control over the Runanien Cotholic Church by pro-
scnting the draft of a now Church-State agrecnont to the Catholie
vicars, who havo been in charge of Church administration since
the arrest of all their bishops carly this year, More rccently,
they were deprived of the guldance of tho papal nunclo, beeausoc
of his cxpulsion on 4 July, Tho vicars, who net to discuss
the proposal, agreed wnanimously that it was unacceptable, and,
professing lack of authority to sign 1t or cven discuss it with
state representatives, suggested that the Govermment subnmit it
dircetly to the Vatlcan, The substance of the ogrecnent is une
known, but presumably it follows the Iinc of the resolution of
the Catholic dction Cormittec last May, which called for "normale
ization" of rclations botwoon Catholica and the Government, The
cxpericnce of Runeniats Uniate Church indicates that by "normale
ization" the rogine means nationalization and soverance of the
Churchis tics with the Vatican. The Action Comittee resolution
also proposcd that the Government poy pricsts? salarics and
pensions, and control-church property, ‘If the draft agreement
rs along such lines, as sccm probable, its adoption would
nake the Church wholly dopondent upon the state and thercfore
conpletely subordinate to it,

The demonstrated opposition of the Rumanian church
.-M-
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hicrarchy to Communist control has pronpted the Govermment to
loy plans to replace obstinatc vicars with more doecile clorgy-
men,  The Goverment has also attenpted to build support for
itself by circulating coples of the draft anong the weaker
olcments of the lower clergy and has contimued to arrcst rccale-
citrant clergymen , both sceular and roguler, Although nony
of the hicrarchy and clergy will suffer persceution rathor
than subnlt to Corrmnist demands, the superior naterial forces
at the statels disposal suggest that the Comwmists will soon
succcod in sobting up some sort of church hicrarchy capable of
isolating at least some of tho lowor clorgy ond o substantial
mmber of Mumanials Cotholics, (SECRET)

- INTERNATIONAL COMMUNISM

Cormmuand st Porty of India announces & chengo of nolley

The now policy, announced by the Cormunist Party of
India at its Bombay headquorters on 19 July, provides fors (1)
abondonment of the formor tactic of violenec and sabotage; (2)
united front with all populer groups willing to work for "an
indepondent India freed fronm Anglo-Anerican inporislien and its
Indian collaborators, the bourgeols and foudal clomentss" (3)
profiting fron the oxporicnce of the Chincse Cormunists, whose
path "is the only-corrcet path before the Indien poople;" and,
in line with this, (4) special stross upon the poasant nassos
and upon the land question, which is recognized as the key
question throughout Southeast Asia, The first point above -
abandoment of violence and sabotage - was undoubtedly inecluded
prinarily to confuse the opponents' of cormunien and to deprive
the Govermient, as far as possible, of an oxcusc for repressive
action, The Party actually will abandon its violent tactics
only in urbon districts wheore violence has recently worked to
the Party's disadvontage, and in those rural arcas whero the
Party is woak, In rural dreas whore the Party is well entronched
and whore violence has proved a successful nethod of consolidating
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the Partyls strength, therc is no rcason to belicve that this
successful tactic will be dropped,

" It is noteworthy that the CPI's now tactic follows
almost exactly the instructions for colonial areas carriced in
the Coninforn Journal of 27 January 1950; and that the Resolution
enbodying the new tactic includes an abjoct apology, addressed
directly to Moo Tse-tung, for "utterly wrong, irresponsible,
and slandcrous criticism nade against hin by the former Politburo!
of the CPI, On both these counts, the CPI's now tactic bears
witnoss to the soliderity of internationel cormunisn as a
world=-wide, Moscow=dirceted movenent,

If this new tactic is conscientiously adhored to and
if factional strife within the Party can be successfully sup~
prossed, it is belioved that the CPI stands to noke substantial -
gains both in'rural arcos ond among Indiats govermmont officials,
intellectuels, and white collar workers, many of whon ore alroady
predisposcd toward a Marxist vicwpoint, (CONFIDENTIAL)

SPECIAL, ARTIGIES

Living standards of the urban population in Yuoslovia
declined during the first half of 1950

Recent indications of a possible deterioration in
Yugoslavials ccononie situation point to the possibility that not
only will the Yugoslav Goverment have difficulty in neebing some
of 1ts export cormitments-but may, through a continuation of its
present ccononie policies, further rcduce the alrcady low standard
of living of the Yugoslav people, The significance of thesc
developments to US intercsts is highlighted by the rccognized
inportance of maintaining an independent Yugoslavia and doveloping
the Titolst hercsy anong World Cormunists,

The report by the Chairman ofthe Econonic Council
of the Yugoslav Govermment, Boris Kidric, on the Economic Plan
fulfillnont, for the first half of 1950, gave ovidence that the
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living standards had declined particularly among the urban popuie
Iation,

Kidric stated that foroign oxchange difficultics
necessitated a revision of production gonls in sone light inm
dustries with the result that production of consuner goods
industrics werc not oxpanded according to plan and in some casecs
fell below last yeéar, whilc basic industrics and cepital construc-
tion receceived priority for raw matorials and equipmont. Shothor
factor having an adversc cffcct upon the living standords was the
faulty distribution of meats and fats,

There was no indication that conditions during the
lattor half of 1950 would be improved, Kidric stresscd tho
fact thet the country must dircet efforts toward the basie
branches (heavy Industry) of the Five Ycar Plan and absolutcly
subordinate all other tasks to thils one, This will mecan that
investnonts in consumer goods industrics will continue to bo
sacrificed for heavy industry so long as foreign cxchange
difficultics exist.

In addition-to the alleged requirements of heavy™
industrial devolomoent, the Yugeslev Govermment nust face e
ternal Coninforn pressurcs which are steadily assuning a more
oninous character, In order to perfeet Yugoslav defensive
eapabilitics, considerable enphasis of nceessity is placed on
the equiprent of the Yugoslav armed forecsy primarily through
Tugosloviais own efforts, Since Yugoslavia is not eligible for
arns ald from theWest and indecd appears rcluctant, for '
political recasons, to make any open request for Western military
assistance, the Tito Govermment apparently hopes 1o supplonent
its own inadequate nilitary manufacturing facilitics with purs’
chascs fron "neutrall countrios such as Sweden and Switzerland,
Sucli purchascs, whith will probably have to be augnented if the
Yugoslov armed forcos arce to maintain and inprove their defensive
capubilitios, will place additional burdens on Yugoslavials
alrcady=~straincd forelgn oxchange rosources,
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With investment prioritics golng to heavy industry
and the military estoblishment, the consequent reduction in
consuricr goods production is likely to rcsult in groater dife
ficultics in collecting fron the peesants the foodstuffs
required both Ffor feeding the urban population and mecting
Yugoalavials cxport conniimonts for 19401951, It has already
been estinatod that 1930 food arop produstion has becn ad-
versely affected by drought, Tnis nay, therefore; indicaté
o still further declinc la the Yugosiav standard of living.

4 further deterloration in the standard of living
will probably inecroase local discontont and weaken nerale at a
fine whon the Govormment itsclf appecars aware of the ncceossity
of augnenting its popular support, Much of the Coninforn
rropagonda beaned at Yugosiovia is currently stressing the
deeline in the Yugoslav standard of living, allegedly because
of Western cxploitation of the countryls resources and Titols
"militoristic policy." Pinally, the Govermientfis fallure to
registor tangible econonic inprovenent would further tend to
substantiate Soviet clains that the country 1s unable to
"ouild socialisn!! without the aid of the Soviet Union,
(SECRET)

Czochoslovakia pontinuos trade with the West

Czech foroign trade during tho first half of 1950
conpored favorably with the first six nonths of 1949, Combined
exports and inports of 35 billion erdwns, though 12 percent 1éss
than the first half of last year, produced an export surplus of
800 nillion crowns in contrast to a 200 million crown doficit
for 1949, Morcovery the deeline in actual voluie was less than
the drop in valuc owing to currency revaluations and the wider
adoption of the Czoch policy of selling below cost, Prospects
for trado with the West plcked up consldeorably over last fall
as a result of Czochoslovakials nore roasonablé abtitude toward
negotiations and growing worldwide competition,

The nost significant chango in non-Orbit cormerce
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has been in Czech~US balances, Although total interchanges for
the first four nonths of both 1949 and 1950 approxinated $15
nillion, the breakdown has shifted radically from a $1 nillion
deficit in 1949 to a $5,7 nmillion surplus this ycar, Heavy
July arrivals in Now York of such consuner goods as glasswarcy
hot bodics, and Christmas tree ornononts indicates a continuom
tion of the first quarter trend, However, difficultics have
arison, Cutratc prices, which charactorize many oxports, have
alrcady alarmed the US shoe and hat trade, and caused custons
investigationss and Czech merchandise has been boyeotted by
leading US department stores,

Commereial roclations with other non-European arcas
arc also improving. Exports to Canada, paFticularly women's
shoes, have riscn sharply, and the Czoch oxhibit at the Jume
Conadian International Exhibit was oxcecded only by those of
the UK and Cenada. After being politically blocked ia 1949,

a two-ycor pact was concluded with Brazil in May 1950, €zcchom
slovakia is to rcecive, principally, hides, cotton, wool, and
vogetable olls in cxchangé for machinery, industrial instellee
tions, and consuner goods, In addition, Czoéhoslovakia signed

a T4 million agreonent with Isracli after protracted negotiations;
tho Czechs obtain eitrus frulte and property scttloments in
roturn for various industrial products, Furthernore, Czcechow
slovaekia readily accepted less favorable terns proposed by

India during renewal of the Czoch-Indian cormercial agrocrent.

Czech-Europcan business dealings have definitely
taken a turn for the better, Trade prospects with the
Netherlands, becausc offreight transit difficultics, a sub-
stantial florin deficit, and other circumstances had béen
bleak, but they have rccontly shown considerable inprovenent,
The florin deficit has been liquidated and negotiations for a -
noew pact on a considerably modified seale wore slated for-July,
In May an 18 billion franc agreoment was made with France,
replacing one which expired in August 1949 and incorporating a
10~ycar nationalized propertics settlemenht, The 1950 quotas
of the Czech~British pact werce settled expeditiously, with
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Czochoslovakia naking no effort to sccure strategic itens,
Intra~Orbit business is, of course, continually cxpanding,

In discussing terms for a 1950 pact with Norway, a
relatively ninor trading partner, the chief Czech delegate
eynically adnitted that his country had no intention of accépte
ing fish rieal from Iceland under a recently neogotiated pact, ’
This attitude is not conducive to improving trade relationships,.
In addition, tho Czechs still remain adamant regarding the
sottlonent of nationalized Norwogian interests, patents and
processing rightsy nmaintaining they will pay no more than the
neniinal book valueo,

The underlying rcason for Czechoslovekials coneilia-
tory attitude toward, and vigorous promotion of, non-Orbit
busincss is probebly the Czéch attitude that without Western
inports, Orbit comitnents would not be fulfilled, In addition
the Czechs have probably rcalized that nationalized property
scttlements are an inevitable prercquisite to the developnoent
of ony long=tern trade and furnish the Czechs through thoir pro-
visions for payments from export surplusecs, a useful lever for
futurc negotiations., Nevertheless, strictly sclf-interest will
continue to doninate Czochoslovakion trade, (SECRET)
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