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US Embassy Moscow counsels firmness in Berlin--US Embassy ~
Moscow expresses the hope that military leaders of the west- .
ern forces in Berlin will no longer feel restrained from taking . ;
all countermeasures necessary to prepare the Berlin western -
sectors for indefinite operation under full control of the west-

ern powers. The Embassy believes that such a demonstration

of determination would not prejudice the presentation of the

Berlin cage to the Security Council but raight have a ‘‘healthy T
influence’’ on the Sovist attitude both in the Security Council .
and in Berlin. :

. Dutch may acceéﬁ US plan for Indonesian talks--The Dutch €Ih - “"f’
delegation to the UN Good Offices Commitiee (GOC) in Batavia </A- S

has unoﬁlciany informed the US delegation of the Dutch Gov-
ernment’s conditional acceptance of the US plan as a basis '
for the resumption of GOC negotiations. US Embassy The
Hague reports that the Dutch are continuing discussions in the
Netherlands with non-Republican Indonesians with a view to
developing some substitute for a solution by the GOC.

(CIA Comment: The apparent success the Indonesian
Republic has had in coping with the Communist revolt should
materially strengihen its position in renewed negotiations.
Contimued Dutch attempts to form an interim government with
non-Republican Indonesians beicre an agreement has been
reached with the Republic are likely to precipitate another
crisis in GOC negotiations.) %Q # L{
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RIFT IN THE ARAB LEAGUE

. The formation of a Palestine Arab Government (PAG) ~——- -

kas caused a sericus rift in the Arab League, which may lead

even to open hostilities between the Arab Legion of King

Abdullah of Transjordan, who is viclently opposed to the PAG,

and Arab guerrilla bands under the Grand Mufti, who strongly
"supports the PAG. In sponsoring the PAG, the majority of

the Arab League states (especiaily Egypt and Syria) seek to:

(a) establish a government which can speak for an Arab Pales-

tine vis-a-vis Israel before the UN; (b) shift the main responsi-

bilities for developments in Palestine from themselves and . ;
their armies to the new state; and (c) frustrate Abdullah’s | !
plan to incorporate Arab Palestine into Transjordan.

Abdullah is in a strong position because his Arab
,) Legion already occupies much of central Palestine, the Berna-
o dotte plan recommends that Arab Palestine be annexed to
Transjordan, and the UK is making vigorous representations
to the other Arab States in support of Abdullah’s claims to Arab
Palestine. However, the Mufti’s guerrilla bands, together
with the formation of the PAG, are a serious threat to Abdul-
lah’s position.

A critical factor in the sitnation will be the attitude
of Iraq, traditionally an ally of Transjordan but now under
great pressure from the Arab League fo alter its alignment.
With Iraq’s backing, Transjordan can flout the rest of the
Arab League. However, if Iraq recognizes the PAG, Abdullah
will probably be unable to make good his claims to Arab Pales-
tine.
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has been informed Ty aam=— Arabzgsur €--US Embassg

ce that Sovi
Foreign Minister “Zec>¥1m_ told him tngy et Deputy
cerning Palestine == now==w subfect to retvhi: vf%veiet Position cop-
tition plan of 28 NOowr—emRk_meer 1947 18 not Cause the par-.
implication, accor<RI=—m1g CT=e=xD source.

(CIA Commema®&—= CIETEA doe
change its support 3w the  Gep 5 not believe that the
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3. FRANCE: Coal ik re rted ine |
has been advised by == high _eofficia] :fi table--ys Embassy papig

that the general coal =strike~ sCheduleat:le Interior Ministry
Communist-controllesx® Gena=—r;) C°"federatlon P -t
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thanitcannow afford. The Ministry official further
reports that Communist strategy calls next for strikes among
dockworkers, designed especially to paralyze coal imports.

- (CIA Comment: CIA concurs that the CGT has planned
the coal strike as a critical test of strength with the battered
Queuille Government and believes that recent CGT successes
in exploiting the economic grievances of the French workers
enhance the appeal of the CGT to non-Communist labor.)

NEAR EAST-AmicA

Aceordlng to US Emhassy Karacm the Govemment of Pakistan
has received a telegram from Prime Minister Nehru of India
declaring that the presence of Pakistan troops in Kashmir,
which has been confirmed by the UN Kashmir Commisslon
constitutes an ‘“‘act of aggression against the Indian Union’
that can only lead to conflict. Nehru asks that Pakistan
withdraw its troops immediately. The Embassy believes
that the US.should clearly indicate to the Government of
India that ‘“‘an attack on Pakistan or an attempt to eject Pakis-
tan troops from Kashmir territory while the Kashmir dispute
is still before the UN Commlssion will be strongly opposed

by the US Government.”’
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British attitude held obstacle to European “‘union’’-- According

to US Ambassador Kirk, Belgian Prime Minister Spank believes
that the attitude of the UK Government is an obstacle to the
active pursuit of a United States of Western BEurope. Spaak
feels that not enly do the British draw back from taking political
leadership in such an organization but their attitude in economic
matters 1s so negative as to jeopardize the whole idea.

UK %tlsgx %d%g arms sales to Sweden--The Department of
State r U assy Stockholm that an aide memoire
has been received from the UK Government concerning its policy
of supplying Sweden with military equipment. The British con-
sider that present policy should not be changed and that pressure
on the Swedes to abandon isolationism is useless at present be-
cause the UK is unable to offer Sweden a firm guarantee of
support in the absence of security arrangements among the west-
ern powers. The UK has accepted aircraft orders from the
Swedes on the basis that: (a) allied orders are insufficient to
keep the British aircraft industry on a desired high production
level; (b) orders should be accepted from friendly countries

that are important to the defense of the UK, provided that allied
procurement is not interfered with; and (c) the exports are
important to the British economy.

(CIA Comment: In thus opposing US policy, which aims
at dissolving Swedish isolationism by witholding military
support so long as Sweden rejects strategic association with
the western powers, the British are probably motivated both
by concern for their own economic exigencies and by their
view that withholding equipment will not at this time provide
sufficient pressure to cause Sweden to abandon its neutrality.)

EUROPE

. FRANCE: USSR may finance French coal strike--According

to US Embassy Paris, the French Interior Ministry has been
authentically informed that Communist Party Leader Duclos
recently told the French Communist Party: (a) the USSR
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considers it absolutely necessary for the Communists to re-
enter the French Government; and (b) the USSR will fimance
the French Communist Party in order to achieve this aim
and possibly will support the French coal strike. A trust-
worthy trade union official has informed Embassy Paris that
the Communists hope to prolong the coal strike for two or
three weeks and thus deliver a severe blow on the eve of
winter. Source said that the Kremlin has arranged for the
halting of shipments of coal from Poland to France during
this strike. :

(CIA Comment: CIA believes that the Communist
strategy of trying to obtain a ‘““Popular Front’’ Government
by inducing economic and political chaos would be materially
advanced by Soviet financial aid. It is unlikely, however,
that the Center and Right would consent to admit the Com-
munists into such a Government, although some Socialists
might be inclined to do so in order to recoup their
labor and political iosses.)

- GREECE: Government seeks additional US atd--The US

Military Attache tn Atheas reports that the Greek Government
has submitted 2 memorandum to US Embassy Athens request-
ing additional US financial aid for the primary purpose of en-
larging the Greek armed forces. The memorandum points out
that Greece is the only country where Communiswm is carry-
ing on armed opposition to US efforts for the rehabilitation of
Europe and declares that without immediate aid ‘‘the Greek
Government shall no more be ina position to bear the very
great responsibilities it is now shouldering.”’

NEAR EAST-AFRICA

- PALESTINE: US opposed to formation of Arab “‘government’’ -~
The Department of State has instructed U iplomatic representa-

tives in the Arab capitals to point out in a “‘spirit of friendly
counsel " that the US considers the establishment of the ‘‘Arab
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EUROPE

- 1. FRANCE: M%[e will not mrg% geﬁ of Communists-- ¢/A - See
- US Ambassador Caffery has baen by a high official of
the French Government that the Cabinet has taken a stand
against the return of the Communists to the Government.
Caffery interprets current press reports of a parliamentary
movement to readmit the Communists as 2 manifestation of:
(a) wishful thinking among certain politicians who consider
such a readmission would guarantee industrial peace and the
absence of De Gaulle from power; (b) the fear of war and
French skepticism as to the effectiveness of military plans
for resistance to the USSR; and gc) the desire of certain
elements to ‘‘take cut insurance’’ with the Communists.

(CIA Comment: CIA concurs with Ambassador Caffery’s
interpretation of the reported parliamentary movement to
readmit the Communists. CIA doss not foresee such a return
in the near future.)

NEAR EAST-AFRICA

2. INDIA: Immediatg war with Pakls% held unlikely--US Embassy £/7° S
New Delhi expresses the opinion that, although tension between C/A-S

India and Pakistan has increased, India probably will not under- :

take direct military action against Pakistan in the near future.

The Embassy belfeves that recent inflaimmatory speeches by

Indian leaders represent a continuation of the Indian practice

of induiging in long-range polemics., The Embassy doss not

discount the possibility, however, that India may intensify its

military operations in Kashmir after the Hydorabad situation

has been cleaned up.

UK views on XKashmir dispute--According to US Embassy
London, the UK Government believes that both India and Pakistan
sincerely desire an ‘‘out-of-court’’ settlement of the Kashmir
dispute and that both dominions realize each will have to make
concessions sooner or later. The UK accordingly hopes that
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UN delegates from the two dominions now in Paris will meet
privately in an effort to reach a settlement. The UK has
indicated fts willingness to assist in this effort.

(CIA Comment: CIA considers it unlikely that the
Kashmir dispute can be settled in the manner suggested in
view of the continued intransigence of key personnel in both
dominions.)

FAR EAST

. CHINA: -Mil situation ‘‘exceedingly critical’’~-US Embassy

anklnq res National Government's mﬂitax'y posi-
tion is “‘exceedingly critical’’ as a consequence of severe mili-
tary reverses during the past week and that the government
armies north of the Yangtze are in danger of annihilation. The
Embassy reports that the Communists retain the initiative
throughout all sectors and are capable of concentrating decisive
strength in any area without sacrificing their present positions.
The Embassy points out that the fali of Tsinan has provided the
Communists with a large strategic reserve which the Govern-
ment totally lacks. (The Embassy adds that the Commanding
General of the Army Advisory Group and the Military and Naval
Attaches concur !n this report.)

TOP ET
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EUROPE

1. FRANCE: Communists stress% military defeatism--US ¢/A- S |
Embassy Paris interprets recent propaganda statements of _
the French Commumist Party as clear indications of a Com-
munist return to the tactics of arousing military defeatism
in France as part of a Soviet ‘‘peace’” drive. The Embassy
reports that leading Communists are now circulating the
slogan that ‘‘the French people will never fight the Soviet
Union’’ and are sabotaging the unloading of ‘‘war materials’’
in French ports.

(CIA Comment: CIA believes that the French peopie
are particularly susceptible at this time to this kind of propa-

ganda.)

- 2. SPAIN: Effectiveness of Prieto-Monarchist agreement doubted-- C/a
US Charge Culbertson in Madrid considers that publication of

the reported agreement between the Spanish Socialists and the

Monarchists for 2 joint effort to overthrow Franco will have

no effect on the situation in Spain other than to irritate Franco

and to retard any development of cooperation between the

varicus factions there,

(CIA Comment: CIA agrees that the Socialist-Monarchist
agreement will have this estimated effect immediately but con-
siders that this consolidation of anti-Franco groups may have
long-range effectiveness if the Socialists and Monarchists are
successful in obtaining international and financial backing.)

THE AMERICAS

3. PERU: Estimated effects of outlawing APRA --US Embassy e/n- Conr
Lima believes that the recent Government decree cutlawing
APRA (the powerful non-Communist leftist party alleged to
have been responsible for the recent attempted revoit) will not

cause the demise of the party, pointing out that APRA increased 1
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its strength during its former period of underground activity.
The Embassy estimates, however, that this decree will: (a)
end the activities of APRA in politics and labor; and (b) open
the way for the Communists to ‘‘move into the vacuum.”

(C1A Comment: CIA does not believe the cutlawing

~ of APRA will create a2 “vacuum’’ or that the weak and divided

Peruvian Communists will be able to move into the dominant
position of APRA with Peruvian labor, though they may
strengthen their hold in some critical unions.)
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1, Bevin r_egt_lgsts caution on Ss%e_lée;_ure_uagaﬂtigh Foreign
Secretary has apgeal e of State Marshall

in Paris not to “‘stir up’’ the Spanish question at this
meeting of the UN General Assembly. Bevin indicated
British military officials are presently engaged in con-
versations with Spain and that increased Anglo-Spanish trade
relations have been authorized. Bevin commented that

his problem was to conciliate both adverse British opinion
regarding Spain and that of labor groups in Belgium and
Norway. :

EUROPE

. YUGOSLAVIA: Tito’s position in the event of war--US

Embassy Belgrade reports that Marshal 140, in a recent
interview with Eric Johnston, declared that: (a) the Yugoslav
breach with the USSR ean be closed only if the USSR admiis
its error; (b) an East-West war is improbable because the
USSR would not start one; {c) the Yugoslav position in such

a war would depend on who started it and the ‘“‘circumstances
at that time’’. Johnston received the definite impression

that Tito would maintain Yugoslav neutrality ““if it were
possible for him to do so0.”’

NEAR EAST-AFRICA

. PALESTINE: Necessity for aid to Arab re es stressed--

US Ambassador .Grifiis in Cairo has learned from an
American Red Cross representative that the Arab refugees
have received substantially no food or goods from inter-
national sources. Griffis also reports that the relief or-
ganization set up by the UN Mediator has apparently been
unable to obtain funds from the UN. Griffis says that Arab
League leaders have declared their unwillingness to negotiate
over the Bernadotte plan until the Jews permit the refugees to
return to their homes. Document No. 00
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FAR EAST

3. CHINA: Commanists plan pincer against Hsuchou--According
to the US Military Attacke in Nanking, Chinese Naticnalist -
forces ciaim to have captured Communist documents revealing
plans for a Communist pincer operation designed to isolate and
capiure the city of Hsuchou. The MA believes that Goverament
forces are incapable of preventing a Commurist breakthrough
and have no plan other than to defend along present lines. The
MA also reports further Communist gains in the strategic
Manchurian corridor by the capiure of hsien and the destruc-
tion of the airfield at Chinhsien.

(CIA Comment: CIA believes that the Nationalist
Azrmies have exhausted their reserves and are so weakened
that they will be unable to withstand a major Communist
onslaught in the Chenghsien-Hsuchou section, A major
Nationalist defeat at Hsuchou, the last Nationalist sironghold
between the Communists and Nanking, would probably precipi-
tate a Nationaiist military collapse.)
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Y.
7 October 1948

THE ACUTE CRISIS IN CHINA
The crisis confronting the Chinese National Government

has become s0 acute that the end of 1948 may find Chiang Kai-shek

heading a government which has heen reduced to a militarily
impotent and financially bankrupt regime in the Yangtze vguey

and South China.
The Communist armies, now conducting a coardinated

offensive over an area extending from Manchuria to Central China,

are rapidly acquiring a numerical preponderance in most sectors
and possess a strategic reserve which the National Government
is totally lacking. This means that Chiang Kai-shek is now in-
capable of adequately reinforcing any threatened position without
weakening other areas extremely. The sudden fall of Tsinan,
which the Nationalists had announced they were determined to
hold at all costs, demonstrated that the Communists are now pre-
pared to wage a campaign which includes assaults on large cities.

. The Nationalist military posttion is most critical at
present in the corridor leading into Manchuria, where the Com-~
munists are making a major effort to capture Chinhsien. Chiang
Kal-shek may be forced to withdraw completely from Manchuria
in order to protect this sector. The situation is equally grave
for the Natiomalists along the rail line from Peiping into Suiyuan
Province. South of the Yellow River, the Commuaists are now
moving against the Nationalist armies along the Lunghai rail-
road, the last important line of defense north of Nanking. Major
military reverses during the next three months may annihilate
or finally isolate what remains of the demoralized Mationalist
military forces north of the Yangtze.

It is possible that a Communist advance into Céntral
China may be postponed by the problems of military supply and
the desirability of Communist political and economic consolida-
tion in occupied areas. The success the Communists are now
having in solidifying their political control of North China may
facilitate political consultations among Communist and dissident
Nationalist elements. Such consultations will be directed toward
the eventual establishment of a rival government of China, which
the Communists undoubtedly would dominate.
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The National Goverament is also losing its present
gamble for economic stability. Evidences of weakness in the
new currency have already appeared. A widespread loss of
faith in the new currency, leading to a return of uncontrolled
inflation, will be an inevitable consequence of serious military
defeats. Nationalist economic potential is further threatened
by the probable Communist capture of the Kailan coal mines
in North China which will cripple industry in Shanghai and other
large cities.

In this desperate plight, facticns within the National Gov-

ernment may seek a solution for Chinese internal problems through
a sharp shift in foreign policy. Some Nationalist leaders may under-
take to side with the US against the USSR on all international issues,
in the hope that the US might thereby be induced to assume greater
responsibility for the Gevernment’s survival. On the other hand,
an increasing desire for a compromise peace with the Communists
will support the policies of those Nationalist officials who hope that
the USSR may mediate a satisfactory settlement. The USSR may

- 3 attempt to capitalize cn this compromise sentiment by offering

' mediation and a new general understanding with China. However,
a Nationalist-Communist compromise settlement could be negotiated
only on terms very favorable to the Communists and probably
would require an upheaval at Nanking and the departure of Chiang
Kai-shek. Although Chiang’s prestige and influence are at a low
ebb, no other Nationalist leader or group appears prepared or will -
ing, at the moment, to take over power.

The recent Communist victory at Tsinan has increased
the possibility of a move against Tsingtao and a possible clash
with US forces there. Present Communist troop dispositions,
however, indicate the unlikelihood that an immediate assault will
be made on Tsingtao. The primary threat to the US position in
China lies in the steadily deteriorating situation of the National
Government, largely caused by military reverses. In view of the
inefficiency and ineptitude of the Nationalist high command, the
low morale in its armies, the lack of trained reserves, and the
tendency of regional leaders to give first consideration to their
local interests, the present military situation of the National Gov-
ernment appears irretrievable.” This situation probably would not
be significantly altered even #f curreatly planned US aid were made
immediately available in China.
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seems to be slowly crystamzing in favor of UK trasteeship
for all Libya. The delegation indicates that aithough the Arabs !
would prefer immediate tndependence for Libya, they might
accept British trusteeship as the only practical alternative
which not only would eventvally lead to independence but would
forestall other less satisfactory solutions (such as Kalian

- trusteeship for Tripolitania). The British have indicated to

the US delegation that despite the previous UK Cabinet decision
not to accept trusteeship for all Libya, the Cabinet might re- _;
verse its position if such acceptance seemed the only way of i
obtaining British control of Cyrenatm.

. (CIA Comment: Arab support for British trusteeship
of leya wili not increase the likelihood of General Assembly
approval becaunse many Latin American states, who support
HRalian claims for trusteeship of the Txip‘olitanﬁan portion of

Libya, wili probably oppose the plan.) - -

. Israell official h@l about UN decision--The Israeli repre- ¢/A- Sec
sentative in London 28 informed US Embassy London of his

beltef that ‘‘many UN delegations which were at first disposed

" to support the Bernadotte plan for Palestine are now pausing

for seccad thaughts.”’ The Isracli representative is therefore

hopeful that the UN decision oa Palestine will be more favorable

to Israel than the Bernadotte plan. The representative added

that Israel did not want wag but that,if hostilities should be

renewed, the Israell forces would for the first time make an
all-out effort to crush Arab resistance.
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3. GREECE: Government may not obtain confidence vote-- C/A-

UB Ambassador Grady considers that the Greck Govern-
ment may fail to obtain a vote of confidence in Parliament
(which convened on 1 October) and therefore may fall at
any time. Grady gays that Populist-Liberal cooperation
on the highest levels is relatively good and that the present
threat comes from the ranit and file deputies of both parties.
According to Grady, one of the Populist leaders believes
that if the cabinet were reshuffled to include some of the
dissident Populists and Liberals, party discipline couid

be restored sufficiently to insure the safety of the govern-
ment tn ParHament.,

(CIA Comment: A reshuffle of the cabinet such as
that suggested would not materially change the present
coalition government. It is possible, however, that this
reported political unrest, resulting largely from the
Greek Army’s failure to win a decisive victory over the
guerrillas, may eventeally provoke a royalist eoup.)

4. NICARAGUA: Pogssible invasion ‘
Somoza of Nicaragua has informed US Ambs
that revoiutionaries, ‘‘qutetly aided and ebetted’’ by
President Arevalo of Guatemala, may invade Honduras
about 10 October. Somoza suggested that the US “‘express
itself forcibly’’ in order to localize the disturbances.
A CIA source has also been informed that
an uprising is imminent in Bonduras.

(CIA Comment: CIA bslieves that the Honduran
Government will suppress any localized disturbances.
In the unlikely eveat that Guatemala intervenes directly
on behalf of the revolutionaries, Somoza will probably
intervene on behalf of the Horduran Government unless
the US warns both sides agaimst such intervention.)
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1. British ettitede on Bernadotte plan--The British Foreigm 5-See l

2.

Office has stressed to US Embassy London the crucial

importance of a firm stand by the US and UK against

any amendments to the Bernadotte plan. The British

believe that the strength of the pian “rests largely on

US and UK soiidarity in accepting the plan in its entirety.’’

The Foreign Qffice emphasizes that, although the UK X

has thus far firmly resisted Arab blandishments to N
induce the UK to abandon its support of the plan, this :

line can be continued only if the US likewise maintains

its backing for the eatire plan.

EURCOPE

GERMANY: Preparations for eastern German government-- €/A -Seea

tha¢ 3.3(h)(2)

the Volksrat in Soviet Zone Germany has drawn up a \
constitution for an ‘‘Eastern German Repubuc" which 1s

to be announced “‘in the near future.”’ Source reports that \

Co-chairman Grotewohl of the Scecialist Unity Party is

considered to be a most likely minister-president of

such a government,

(CIA Comment: CIA believes that the USSR will
by November have established a German police organiza-
tion through which it can at any time set up an eastern
German government without any real iessening of present
Soviet contirol. The creation of such a government would
not necessarily involve a Soviet troop withdrawal. CIA
believes that the German figurehead for a Soviet Zone
government will be Wilhelm Pieck, not Grotewohl, and that .
the real Communist leader in Germany will continue to be !
Walter Ulbricht.) L
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Possible Communist strategy in western EurﬁvQ-According

- to US Ambassador Xirk in Brussels, Belgian authorities view

the Communist offensive in France and present Communist
preparations for a wave of labor agitation in Belgizm as parts
of a general, coordinated efiort to create social and political
instability in western Europe. US Ambassador Caffery in
Paris reports the conviction of Interior Minister Moch that -
“France is now the battlefield chosen by the Kremiin in an
attempt to bring western Europe to its knees.’’ The French
Interior Ministry believes that chief Communist efiorts in
France are now centered on the railways in order to prevent
the delfvery of Saar cocal. The Ministry is hopeful, however,
that the attitude of aon-Communist unions, combined with firm

police action,will prevent 2 major stoppage.

(C!A'Comment: CIA agrees that the Communists are

directing a labor offensive against western Europe as a whole.

CIA considers that the major drive is being made in France
because it is the most vulnerable country, economically and

" politically.)

. UK suggests sossible wtlon of Kashmir--The British Gov-
ernment has delivered to the US delegation at the UN a note

concerning possible solutions of the India-Pakistan dispute
over Kashmir. The UK suggests that because India may now
be willing to consider the partition of Keshmir, this possible
solution should be included in the forthcoming UN Kashmir
Commission report. Although the British still consider that

11 ocT 1948
811

e/R — Sec
¢, - See

£/A - See

N\

a plebiscite is the best solution, they feel that the Commission’s

report should contain other constructive suggestions in order
to emable the Commission to continue its efforts and to avold

Documen o, O]

- having the whole question thrown back into the Security Council.
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EUROPE

iness leaders belicve DeGaulle’s return cortain-- 5-s
Us Embaswpaﬂshasbeen reliably i rmedthatl-“mch big C/A- S
busizess’’ cireles now consider General De Gaulle’s return to
power to be cextain. The Embassy cbserves that at present
DeGaulle is ‘‘the only dynamic rallying point’’ offered non-
Communists. According to the Embassy, many French observers
belteve that the Communists aiso desire DeGaulle to come to
power in the hope that this event will reunite ﬂieproletm'iatunder
Communist leadexship

(CIA Comment: CIA agrees that DeGaulle is begimming
to appear as the only possible rallying point for the disunited
sectors of the French nation.)

TOPSECRET
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official hns that the Polish government inte
to send a trade delegation to Belgrade fn November for

" the purpose of negotiating an extension of the present
Polish-Yugoslav trade agreemsnt. US and British Em-
baagy officials th Warsaw believe that such 3 move would
Ye highly significant because such negotiations could only
occur with Kremiin approval.

(CIA Comment: CIA belioves that the KEremlinis
permitting some Satellite trade with Yugeslavia to continue
in order to forestall an increase of Yugoslav commercial
ties wlgh the West and to retain an ecanomic hold on Yugo-
slavia. '

FAR EAST
)

2. CHINA: Possible cancellation ¢f ECA aid to North China-- C/A- Conk.
US Consul Gereral Smyth in Tientsin warns that the can-
cellation of present ECA plans for aid to North China would
be considered in that area as a definite breach of fzith by
the US. Smyth believes that such cancellation might have
serious political repercussions in China, adversely affect
US intorests, and make the position of Americans in North
China difficult. :

: (CIA Comment: Although the current military situ-
ation in Noxth China is so unfavorable for the Nationalists
that ECA plans for that axea probably cannot be success-
fully implemented, CIA believes that any public announce -
ment of the eancellatior of ECA plans would sericusly
undermine Nationalist morale in North China. Such an
amouncement would cause the people of Nerth China, who
already regard themselves as deserted by tkeir own Gov-
ernment, tofeel that they had little altermative but to
accommodate themselves to the Communists.)
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a determined approach to the Republic if: () the US is able to
bring about the immediate resumption of uscful negotiations;

and (b) f the Dutch demonstrate their good intentions by an
fmmediate 1ifting of the blockade on the Ropublic. The Australians
feel they cannot employ their influence with the Indonesians until
there has been convincing evidence of Dutch good faith. The Gov-
ernment believes that unless there is a prospect of a Dutch-
Indonesian agreement within the next week, there will be a strong
anti-Dutch reaction among the Indonesians, followed by pessible
Dutch retaliatory police action.

9 | "2
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1. FRANCE: Government sges improvement in strike situation--
Premier Queuille has informed % Ambassador Cailery of his

belief that the French strike situation has taken a tarn for the

betier, although he expects the Communists to try desperately

to prevent a government success with the coal miners. An

Interior Ministry official hes told Caffery that he believes the

government will emerge from the present dangerous period

considerably strengthened. The Interior Ministry indicates )
that: (a) the danger of rafiway stoppage no lenger exists; (b) -
the Lorraine steel strike is on the point of settlement; and (c) : -
lack of enthusiasm and insufficient strike funds will cause the

coal miners to return by 20 Octcber. The Embassy, which has

been told by "'trustworthy observers’’ that the Communists

give evidence of having large funds at their disposal, believes

that the Kremlin will furnish the French Communists any

money they may need for sabotaging the national economy.

{CIA Comment: CIA believes that the Government is
showing an increasing capability of haiting the present wave
) of strikes, but that: (a) the Communist-dominated miners’
union will be able to prolong the coal strike beyond 20 October;
and {(b) the Queuilie Government will be unable in the long run
to reverse the fundamental economic and political trernds which
are working toward its downfail.)

NEAR EAST-AFRICA

2, INDIA: Change to %ro-US attitude reporisd--The ndian dele-
| gate to the ormed 2 me r e US delegation that:

(a) Prime Minister Nehru is no longer pro-Soviet; (b) the basic
position of the Government of India (GOI) has shifted away from
the USSR; {c) the attitude of the GOl toward the US is marksdly :
different from that of a year ago; and (d) in any crisis there i
waild be no doubt where India steod. -

(CIA Comment: CIA bslieves that because of India’s
tendency to be opportunistic in advancing its national aspirations, _
India cannot be deponded on to maintain any pro-wesiern attitude.) -
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8. CHINA: Imminent mn 02 Chinehw--ﬂﬁ Embassy Nanking
reports that the Ml of ¢ en{also called Chinchow, a key

Mationalist snpply base nnlms Manemta with North Cluna)

is imminent. The Embassy bealieves that Tiantsin and Peiping
are also sericusly threatened by the carrent Communist
oficnsive fn North China, The Embassy tndicates its intention,
# Chinhsien falls, to advise the Peiping and Tienisin Consulate
Genorals to warn US citizens in thefr districts to leave while
normal faeilities are available, although the Embassy realizes
that such action world have adverse effects on the military
and economic situation of the National Government,

. (CIA Comment: CIA believes that the Nationalist
forces will be unable to prevent the f2ll of Chinksien. Through
the capture of this key city, the Communists will gain: (2)
virtnal contrel of the Mancimurian corridor; (b) possession of
large stores of supplies destined for Natlonalist forces in
Mukden; and (¢) an excellent base for gporations southwazd
against the Peiping-Tientsin area. In addition, the capture of
Chinhsien prodably would presage the fall or evacuation of
Mukden, thereby releasing the majority of Communist troops
in Manchuria for a North China drive.)

TOP ET
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1. FRANCE: P ate De Gaulle’s return-- S- Sea

US Bmbagsy Moscow bel! thet the current Communist-
Mmmmmmmmlydeswd

to haster De Ganlle’s rise to power. The Eminssy be-

itevesn that the Communists may thexrsoy hope {o: (a) bring

about the abrogation of the London decisfons; and (b) disrupt

the unity of the western powers. TheEmbasayeonemers

De Gaulle’s “‘clearly expressed views’’ as an tndication that .
a government under his ecatrol would be ‘‘second-dest only ' .
toaCommistgunmmant in achoving these Soviet '

objectives.

(CIA Commaent: CIA agrees that, in parsuit of thelr
over-all objective of defeativg Enropean recovery, the Com-
nunists maydeulreDeGaunesreMmtopower in the hope
that western mnity will theraeby be disrupted. The Commu-
nists may also hope that through proper exploitation of a
violent reaction to a Gaullist government they might come

. to power. CIA bslieves, however, that when De Gaulle is
.\) ' faced with actual governmental respmsibmty, ho may be
forced to modify his arbitrary position on foreign and domestic
| ' issues in ordar to avold serious friction with the other west-
ern powers and a revival of the Communist threat in France.)
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' 16 October 1948
PROSPECTS FOR DE GAULLE’S RETURN TO POWER

R now appears inevitable that General De Gaulle will
return to power, possibly in succession to the Queuille Govern-
ment, but more probably in successioa to a transition Cabinet
favorable to De Gaulle. Fraace is now approaching that condi-
tion of chaos which De Gaulle has long thought to be the neces-
sary setting for his return. Although the Queuille Government
will probably be able to stem the current strike wave, its
inability to halt inflation after an tnitial tactical victory will
bring on further labor unrest. Rising inflation, combined with
the already heavy tax burden of the French propertied classes
(including the peasantry and lower middle class) will cause
that stzeable group to become more dissatisfied. This dissatis-
faction, added to that of labor, will make the posttion of the
Queuille Government increasingly shaky.

De Gaulle’s Rally of the French People (RPF) is certain
to win a tactical position in the Council of the Rapublic (the
French second chamber) in the late October elections for the
Council. The Communists will return only an isolated minority
to this body; the increased representation of the Right and
Center will be organiged by the newly-elected RPF members
into a majority favorable to De Gaulle. Although usually of
secondary importance, the Council will be able, following the
reconvention of the National Assembly in November, to re-
inforce public demand that the Assembly dissolve itself and
prepare the way for new elections with direct pressure upon
the Assembly.

Although the lengthy process of installing a new regime
would delay De Gaulle’s inevitable return, his assumption of
power could be legally hastened in the event of a grave domestic
or international crisis. In such a situation, the President of
France could ask De Gaulle to form a Cabinet or a coalition
sympathetic to De Gaulie cculd form an interim government
pending his return,

-1-
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In order o overcome & clumsy political and adminis-
trative mechanism, De Gaulle wiil probably be tempted,
upon his retarn, to resort to dictatorial methods. The Com-
munists will undoubtedly try to goad De Gaulle into taking -
extreme measures. However, the compromises which De
Gaulle will have to make with political and labor leaders
in order to insure their support, combined with the popular
support he will then enjoy, will probably lead him to achieve
his ends legally. De Gaulle’s ability to retain popular support
will probably enable him to achieve considerable success in
relieving instability and defeatism in France. Although De
Gaulle’s intransigently nationalistic attitude will tend to make
difficult his relations with the US and the nations of western
Europe, this intransigence will be mitigated by his awareness
of French dependence on the US for essential economic and
military aid. De Gaulle’s will to resist Soviet aggression,
his desire for an effective western Eurcpean union, and his
determination to create a strong ¥France capable of leadership
will all further US security objectives in Europe.
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Ambassador Kirk m Bmssels roports agmwmgbeuef “‘by

-qualified observers’’ that the Communists will be able to N

force the resignation of the Spaak Government either by ab-
staining from voting or by supporting the proposed piebiscite
for the return of King Leopold. Kirk further reporis that the
Spaak Government will resign rather than permit passage of
the proposed plebiscite législation.

(CIA Comment: CIA believes that, although the Com-
munists may be able to force a government crisis, the threat
of Spaak’s resignation will probably prevent passage of the
controversial legislation at this time.)

THE AMERICAS

. BOLIVIA: General strike predicted-! ' | 3.3(h)(2)

reports that the PIR (extreme rightist party) and MNR (ex-

treme leftist party) will promote a series of disturbances

within the next ten days and a general sirtke on 25 Octcber

affecting railroads, airlines, factories, and mines. K the .

strike {akes place, the President is expected to declare 3 - -
state of siege and to direct the army and police to take over '
the struck installations. -

- (CIA Comment: The weak Bolivizn Government could
quite possibly be overthrown by 2 combined PIR-MNR effoxt.
PIR and MNR are unnatural allies, however, and it is unlikely
that such a combipation would form a firm basis for 2 new
government, A govern: %t@d by either party would

be less {riendly to US gol % .
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NEAR EAST -AFRICA

i. PALESTINE: Aral ee problem kéld “‘catastrophic’’ -~
US Representative McDonald in Tel Aviv expresses the opinion
that the Arab refugee problem is rapidly reaching catastrophic
proportions and should be treated as2 disaster. McDenald es-
timates that of the approximately 400,000 refugees, 100,000
will perish during the approaching winter., McDonald believes
that present and prospective relief and resettlement resources
are comvletely inadequate and that the whole probiem should
be turned over promptly to the International Red Cross.
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EUROPE

erﬂVuFleuﬂntthomleﬂaMdtbeGmkArmy!s
inadequate for controlling the border and maintaining internal
security. Vas Fleet is convinced, after a study of the Greek mili-
 tary sttoation, that the Greek forces should be enlarged to include
12 divisions and to reach a total strength of about 240,000, excle -
sive of a 22,000-man gendarmerie. (Greek ground forces now
tnclude 8 divisions and namber 197.000.)

NEAR EAST-AFRICA

PALESTINE: %eu attacks add tg refy oblem--US Repre-
sentative Stabler mman informed by the British

Mintster to Transjordan that the Jewish offensive in the Negeb
has induced a flight of Arab civilians from the nearby towns of
Hebron and Bethlehem to Jericho. The British Minister pointed
out that this development, and the possibility of similar panic
among Arabs in the old city of Jerusalem, will intensify the

already grave refugee problem.
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withidrawal of ali cocupation troops irom Germany. Smith
poiats out that Soviet Communist propaganda in Germany has
played the withdrawal thems for almost a year without grsatly ]
tacreasing the popularity o its cause, and that probably little -
would be gatasd aow by the USSR through a formal presenta- i
tion of such & proposal to the other ocoupation powers. Smith : i

belisves that the Kremlin is apprehansive that 2 withdrawal

oroposal would have aa adverse effect on the Satellite states

and on the Comrounist cause {n France and Raly.

(CIA Comment: CIA concurs with Ambassador Smith’s '.
estimate that the USSR has no real intention of withdrawing ‘
from Germany at this time ut believes that the Kremlin may :
seek to gain propaganda advantages, puucularlyincermany
byrahhg&islsmatapropiﬂm-time) B

EUROPE

UNITED KINGDOM: Cabinet Mipisters’ view of Soviet aim-~
US Embassy London reports the belief of some British Cabi-
nst Ministers that the USSR may actually desire to induce
western Europe to embark on large-scale rearmament in

the hope that the diversion of manpower and materials would
defeat the Eurcpean recovery program. The Embassy under-
stands that this consideration was taken into account when
the Cabinet decidsd to re-arm only on a modest scale.

mabiaabd .IQA»-—!»— b
|

FAR EAST
INDONESIA: Dytch Embassy in US favers more moderate policy--
TheDmrtmontdStnwlnsMenmmdbyanoﬂicer of th

Netherlands Embassy in Wapsdngtar tiet his Embassy has beerpyd -
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pressing the Natherlands Gomnmenthaeaptthévs plan
as a basis for ressaption of Indonnutan negotiations, The

Mmﬂﬁz&m&ﬂmﬁmm “veger-
vations no greatsy an those stipulated by the Republic.”

The Departnient wao aleo informed that acting Governar
Geasral wan Mook reeigned because he was fordidden by

the Netheriands Government to resume police action.

_ , 28 defact to Communigts--The US
son in Changchan (which totalled over 40,000 troops and in-

cluded the 60th Army from Yunnan) has defected to the Com-
mumists. The MA consifers that this defection tends to confirm
the prediction of Li Chi-shen of the Hong Kong dissidents)
that all Yunnanese troops would defect and support the Commu-
nists. heonﬂrmingtbsiandcm;)hsten,themmm

that two Government divisions defected without fighting,

& .
(CIA Comment: These Natienalist defections bring
the total namber of Government lesses {n the carrent Commu-
nist campaign by desertion or capture to over 250,000. CIA
considers this report to be further proof of the shattered
moiraie of the Nationalist field forces and believes that de-
fectidns will increase throughout other areas.)
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latest Palestine cease-fire resolution “‘can only be described
as a holdirg action.”’ The delegation feels that if the resolution

is not sufficient to stop the fighting, to restore the ‘‘previous
sitnation’’ in the Negeb, and to prevent the outbreak cf hostilities
elsewhsre, the Security Council should give immediate considera-
tion to further action under Chapter VII of the UN Charter.
(Chapter VI authorizes the use of sanctions against an offend.

ing m.)

EUROPE

GERMANY: USSR tightons blockade of Berlin--US Acting
Political Adviser Riddleberger considers the significance of

the new Soviet measures restricting the shipment of fcod from
the Soviet Zone into western Berlin to be that thoy: (a) impose

a tighter stranglehold on the Berlin western sectors; (b) indicate
the use of increasing numbers of police in the immediate vicinity
of Berlin; and (c) suggest a clese collaboration between the
Soviet zonal and sector police. Riddleberger reports the view

of US officials that a merger of these police forces may take
place soom. '

(CIA Commeat: CIA believes that the police of the Soviet
sector in Berlin have already been subordinated to the Soviet
Zone Administration of Interior to such 2 degree that 2 formal
merger of the sector and zoaal police will necessitate only slight
administrative changes and shifts in persomne!. The sector
police will continue to be under ths joint control of the Soviet
Berlin Kommandatura and tho Zonal Interior Administration.)
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that the present may be an appropriate time for Iran to
communicate to the Security Council, for information only,
a record of recent Soviet-Iranian reXatinns. The Depart-

- ment explains that such 2 communication, suppozted by a

) US statement, would: (a) refute Soviet claims that the USSR
could legitimately send troops isto Iran undsr the 1921
Soviet-Iranfan Treaty; and (b) indicate to the USSR and the

' Middle East nations that US support of western European

union does not imply a decreaae in UB support for other

areas,
FAR EAST
3. CHINA: Possible resignation of Chiang Kai-ghek--US sS-TS

Consul General Clubbd in Peiping has learned from a
“‘tpusted informed soarce’’ that Chiang Kai-shek is con-
sidering resigning. Source simultaneocusly reported that
tie Nationalist military position ie very critical in Man-~
churia where eight divisions are now refusing to advance
(apparently because of the reluctance of their commanders).
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(CIA Comment: Although no other indications that
Chiang Kai-shek is wavering in his determination to con~
tinue the fight against the Chinese Commmunists have been
received, CIA delieves this report is possibly true.)

Consul Gmeral abo transmitathee:pressedtarof
Mayor Wu of Shanghai that the National Government will
collapse by the end of November unless substantial help
is received. Mayor Wu told Cabot that Chiang Kai-shek
has lost his sense drsalismandﬂnt%%ufﬂmpeople
are now against the Government.

(C1A Comment: Mayor Wu’s anxiety reflects the
panic spreading among Nationalist officials who are un-
equivocally committed to Chinag Kai-chek but who are now
geminely frightened regarding his prospect of emerging
successfully from the present crisis.)

. KOREA: Korean mutiny believed under control--In a

detailed account of the receat disorders in Korea, General
MacArthur’s headquarters in Tokyo reporis that the re-
volt was begun by 40 enlisted men of a constabulary regi-
ment who were joined by an undetsrmined number of
civilians. Headquariers reports that there has been no
other evidence of disaffection among canstabulary units.
The report concludes that, although there are indications
of Communist connection with the revoit, neither US nor
Korean authorities are alarmed by the siteation.

(C1IA Comment: CIA believes that the Communist-
directed mutiny was designed to bolster a forthcoming
Soviet contention in the UN that the US kas been forced to
retain its troops in Korea in order to protect an ‘‘anti-
democratic’’ regime. CIA oxpects similar uprisings else-
where in Korea and anticipates that the Korean Government
will exaggerate them in order to justify its use of extreme
measures against its political opposition.)

T--
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Usammidmsmdmenrazmanammsws
conviction that, if there is war between the US and the USSR,
Argenﬁmwmmaweasmacuwa@mmsnlm Para-
guay, and Uruguay, or possbly all three. The Bragilian
official explatned that Brazil would ‘‘feel compelled’ to

go to war in case of an Argentine attack on Paraguay or
Uraguay., He therefore urged that all sales of arms to
Argentina cease and that the US assure Brazil of full suppert
under the terms of existing defense pacts.

(CIA Comment: CIA does not bellove that Argentina
‘plans any a-med aggression against its neighbors. The
Brazilian official has probably exaggerated Argentine
mten)ﬁons in an attempt to forestall US assistance to Argea-
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1. Embassy Moscow’s estimate of recent Soviet tactics--US s-TS
oscow 8 i8sue wi recent estimates of |

certain western Eurcpean political circles that the Kremlin's

current tactics are motivated by 8 desire to force the west

to dissipate its strength in armaments. The Embassy

reasons that Sovist leaders must certainly realize the effect

of armament programs in increasing the over-all productive

plant of the western European nations. The Embassy further :
disagrees with the assumption that the USSR is not prepared
for and does not expect hostilities for an indefinite period.
Although in the Embassy’s view Soviet leaders do not want
war and estimate that neither does the US, the Soviet Union
would not have followed its recent course regarding Berlin
had it not thought itself prepared to face hostilities {f neces-
sary. The Embassy adds that Soviet leaders may have esti-
mated such an eventuality as unlikely, but that they must have
considered it a definite possibility.

2. }ewish attack on Emsalem feared--US Consulate General
em considers re now exists the poasibility of

the Arab-Jewish conflict in the Negeb shifting to Jerusalem,
UN observers state that the Jews are concentrating troops
in the Jerusalem area and that Brigadier Ciubb Pasha, com-
mander of the Arab Legion, has expressed great concern
over the possibility of a Jewish attack. The Consulate Gen-
eral further considers that immediate UN action is most
important in order to forestall further Jewish military action
which might lead to the collapse of UN efforts in Palestine.
The Consulate General urges that the Provisicnal Govern-
ment of Israel be told unequivocally that Israel will derive
o political advantage from military defeats they may inflict
on the Arab armies.
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3. Czechoslovak miners urged to aid French strikers--US
Zmbassy Prague reports a widespread Communist cam-
paign urging Czechoslovak miners to give financial aid to
striking French miners. Although Czechoslovak miners
are reportedly already pledging percentages of their earn-
ings, ro dependable data is available on the extent of
financial assistance contemplated. The Embassy belleves

. the drive is motivated more by a Communist desire to
“‘educate’’ Czech workers in Socialist solidarity than to
raise funds for the French strikers,
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mdﬁm Bnnche that lsraen tm representztive Em has

recently taken a very coneiliatory attitude toward the Berna-

dotte plan. According to Bunche, Eban indicated that israel

would be satistied if the UN: (a) affirmed the existence of

the Jewish state; (b) declared the termination of hostilities

and the right of individual Arab refugees to return to their )
homes; and (c) referred to the proposed conciliation com- _
mission such matters as frontiers and access to Jerusalem.

Eban also indicated that Israel would not resist the inter-

nationmalization of Jerusalem. -

(CIA Comment: CIA doubts that Israell representa-
tive Eban accurately reflects Israeli policy, particularly on
the internationalization of Jerusalem. However Eban’s pro-
posals might indicate, in the light of Israel’s cleardetermlna
tion to win more territory before a final Palestine settlement,
an effcrt to postpone UN action on Arab-Jewish boundaries.
This maneuver would enable the Israelis to win recognition
for Israel but provide them opportunity to further their
territorial auns )

. UK concermed over UN delay on Palestine--A UK Foreign
Office representative has told the US delegation to the UN

that the British are fearful that delay in UN consideration

of the Palestine question may permit major changes in the
existing Arab and Jewish territorial positions. The Foreign
Office representative believes that both the US and UK should
guard against such changes and give all pessible support to
the Palestine mediator.

EUROPE !

FRANCE: Coal strike nears critical -~-According to
US Embassy Paris, most trade unionis lieve that the .

strike situation in France has now ched the point where
: ocument No. Q93
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the Commmuists nmst choose either to employ their armed
forces in an cpenly-insurrectionary movement or to accept

" defeat after obiaining the best terms possile. The Embasay
has learsed that although the General Confsderation of
Labor (CGT) has received large sums to flnaace the strike,
enormous expenditures have foreed the CGT to scrape the
bottom of its treasury.

{CIA Comment: CIA does nct belleve that the Com-

pf Grady reports ths : pprove the expans
in the armed forces proposed by Genoral Van Fleet . Grady
believes that the Greek Army’s lack of progress in the guerrilla
war should be attributed to poor leadership and fighting spirit

rather than to inrdequate personael and materiel. As an alterrma-

tive to the proposed expansion, Grady inkends to: (2) impress
upon the Government the necessity for improving Greek military
and political 1eadership; and (b) urge the development of an
effective propaganda campaign designed to stress the critical
situation confronting the country. Acceording to Grady, the
Greeks must be made to recognize that the guerrilla war is
their own problem and that there is 2 limit to US-provided
material aid,

FAR EAST

. CHINA: Embass ‘‘all-out’’ US aid--US Embassy .
Nanking belleves ﬁ present US ald plans are Insulficient

to save the situation of the Chinese National Government. The

Embassy recommends that the US make an ‘‘all-out effort,’

inciuding: (a) authorization for the US Military Advisory Group

to extsend advice further down into the Chinese military com-

mand; (b) the expediting of arms and ammunition to Chinese

-2 - |
%‘
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w
ports; and (c) the telescoping of all ﬁrojectad China Ald
Program shipments into the next few months. The Emhassy

believes that such a course has only ‘‘reasonable prospects’’
of success, but that the aiternative is a Communist-dominated

requectadapootpommentdtbeevamﬂmnoﬂcetovs
nmatiomals in the Peiping-Tientsin area, originally planned
for 26 October. Chiang guaranteed tMt the Peiping-Tientsin
area {a in no immediate danger and assured Stuart that he
would personally give due warning #f in the future it should
seem necessary for US nationals to withdraw. Stuart has
urged Chiang te withdraw to North China all troops now in
Mukden, on the grounds that {f this is done there is a slight
possibility of saving North China.

Immigent evacuation of Mukden reported--
that Chiang Kai-shek has ordered the
evacuation of Mukden within the next few days. According
to the official, Natiomalist forces will be evacuated via the
port of Yinkow, now in Nationalist hands. US Consul Ward
in Mukden concurrently expresses the view that the cessation
of airlifting supplies to Mukden may be the prelude io the

eity s evacuation by the Nationalists.

THE AMERICAS

6. BRAZIL: Fears of Argentine ession deemed rated--
The Department of State has imformed US Ambassador on
in Rio of its view that the Brazilian General Staff’s fears of
Argentine aggression are considerably exaggerated. The De-
partment recognizes the discontent of the Bragzilian Staff over
recent US arms sales to Argentina but states that US hemisphere
policy cannot permit discrimination among Latin American

%._
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states, The Dep;mmcm concedes that Argentina has un-
oubtedly Influances the troubled situation in Paraguay and
Bm,wzmmmmwmmmm@mwws stems’
from the tustebility of the governments tn nower. The
Amdassador t fastructed to assure the Brazilians that the
US will conygly fully with its commitments for the mainte-

npance of peace in the hemisphere.
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progreu made tnd!scuseimnwﬂhuw Indonesian Re-
public but urges caution in applying pressure on the o
Dutch. The Embassy fears that because opindon in the
Netherlands is inflamed concerning the Indonestan dis-
pute, undue pressure may cause the Dutch to push akead

on their own course. The Embassy also be- )
leves that the responsibilities which the US has recently -
assumed should now be shifted back to the Good Offices -
~Conunuuxaandthetnv*whemetheycmnkibeemaredwwnh

other powers.
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1. US %gigz on China-~-The Department of State has informed ca - ‘
mbassy
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that the US camnot follow the Embassy’s
recent recommendation that an ‘“‘all-out effort’”’ be made to
aid Nanking. The Department cansiders that such a course
would be incounsistent with present US policy on Caina, the
fundamental consideration of which is not to become directly
involved in the Chinese civil war. The Department points
out that the Embassy’s reports indicate: (a) the National .
Government has already lost the confidence of the people; ' -
(b) tts leaders have not followed US military advice; and (c) -
the Government is incapable, under present leadership, of
halting the spread of Communism. The Department declares
that the US will “‘ceriatnly continze to support the National
Government as long as it romaine an important factor on
the Chinese scene. . The Department considers, however,
that it is impossible at present to formulate any zigid plans
for our future policy in China and that the US must preserwve
the maximum freedom of action during the forthcoming period
of extreme flux and coafusion. - '

"

. Strong SC action on Palestine urged--The US delegation CsA - sec

to the. N in Paris bkas recommended to the Department of S - Se<

State that the US strongly support a projected British reso-

lution which would; (a) endorse the Acting UN Mediator’s

order that both Arab and Israeli forces withdraw to their

14 October positions; and (b) appoint a Security Counctl

committee to report on appropriate measures, including

sanctions, which could be taksn if either party refuses to

comply. In discussing possible steps following the passage

of such a resolution, the US delegation points cut that refusal

of either party to comply would be 2 most serious breach ‘
of the truce and that fatlure of the SC to take strong action :
at that time would not only further weaken the prestige of
the SC and the US but would sericusly impair the chances of
a Palestine settlement based on the Bernadotte plan. The

- [P
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delegation further urges that US representatives in the
Near East be tnstructed to press for prompt compliance
with the Mediator’s 25 October ordev so that further .
deterioration of the truce, to the point requiring threatened
SC sanctions, will be avoided

(CIA Comment: CIA believes that,unless the Security
Council takes strong action immediately, the Israeli forces
will not withdraw to their 14 October position and may even
extend the scope of their present military ,Qe?ations )

—- h/ TN
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1. US to support British on Palestine resolution--Concerning
the recommendation of the US delegation to the UN that the
US strongly support the 28 October British resolution on
Palestine, the Department of State has instructed the dele-
gation to limlt fis action to brief endorsement amd favorable
vote on the resolution. (The British resolution endorses

" the Acting Mediator’s recent order that both sides in Pales-
tine withdraw to their 14 Cctober positions and directs the
appointment of a Security Council committes to examine
appropriate measures to be taken subsequent to non-compuance
by either belligerent.)

views on Smndhuvian defense ~--Norwegian Foreign

pe b US Embassy Oslo that althcugh
Norway and Denmnrk have recently urged Sweden to hasten
current defense discussions, he i3 not hopeful of the uitimate
results from Sweden. Luge believes, however, that it may
be barely possible to secure a regional defense arra.ngement
tacitly aimed at the USSR or possibly an agreement for joint
defense of a strategic sector of Scandinavia, He expressed
the view that it would be preferable to allow a Nordic defense
bloc to operate temporarily without affiitation with the west-
ern powers. Lange indicated that even in Norway there is
opposition to wholehearted support of a2 western European
union without tangible guarantee of military supplies from
the US. -

FAR EAST

3. CHINA: Chiang reparted desperately f11--US Ambassador

Stuart has been informed by a usually reliable source  that
Chiang Kat-shek collapsed on 26 October and is desperately
i1l in Peiping.
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(CIA Comment: CIA has no further information to
confirm the repoxted illness of Chiang Kal-shek; this story
might be intended to prepare the way for the Generalissimo’s
resignation. There has been no indication that Vice President
Li Tsung-jen or other Nationalist leaders have made censtruc-
tive plans for the confused situation which would follow a
sudden departure of Chiang.)
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Matthews in Stockholm reports that Sweden is exaggerating

its military strength in an effort to persuade Norway and
Denmark to join a Scandinavian Defense Alliance based on
nentrality. Matthews adds that the Swedish Government:

(a) appears ‘o be honestly coovinced of its ability (even
without US help) to make the conquest of Sweden by the USSR
extremely costly; and (b) is ‘ to convince Norway
and Denmark that they should not “carelessly toss away’
Swedish ability to protect Scandinavia by joining a wastern

~ group which cannot supply them arms.

FAR EAST

CHINA: Conmﬁ US aid ﬂ_rgg--ns Commander Naval
Forces Western ¢ believes that in view of Naticnalist
attempts to retire completely from Manchuria and Nationalist
inability to hold the Chinhsien-Tientsin corridor intact, con-
sideration ahould now be given to the possibility of a Nation-
alist-Communist coalition. COMNAVWESPAC believes that
even though such a coalition would probably be predominantly
Communist in its initial stages, some acceptable modus
operandi could be found which would permit the execution

of current US directives. He therefore recommends no
change in the U8 military aid program and stresses the
importance of continuing the supply of food, fuel, and other
essentials to coastal cities such as Shanghal and Tsingtao,
where US interests are involved.

Nationalist forces face annihilation--US
Consul General Ward of Mukden reports that recent Nation-
alist military tactics under the personal direction of th
Generalissimo have had tragic consequences for the Govern~
ment. Ward states that five Nationalist armies are now

trapped by the Communists northwest oj Mukden, thereby _

Document No. __Ol(o

e/

29 0CT 1948

E

P-“/'

NO CHANGE in Class. []
=1~ s¢ prerassTETED
Clasg, UL * .3 233 TS
T o, 4ctne 77
Blin: i lrviines

S

C

Dated § MAR 19 By: 628

Approved for Release: 2018/10/18 C06749335



Approved for Release: 2018/10/18 C06749335

w

‘leaving Mukden inadequately defended and that {ts defenders

probably will capfinlate unless strong Natiomaiist forces can
fight their way back. Ward considers impracticable any
attempt to evacuate Government forces from Mukden through

Yingkow,

THE AMERICAS

PERU: Odria revolt may succeed--The US Military and
Naval Attaches in Lima believe that the revolt led by Gen-
eral Mamuel Odria will probably succeed. The MA considers
it poasible that Odria will head a military junta and take
over from President Bustamante without bloodshed.

(CIA Comment: General Odria, farmer army ¢ hief
of staff, is popular with high-ranking army officers and is
rej:ortedly receiving financial support from wealthy con-
servatives. A government headed by Odria would probably
continue Bustamante’s policy of cooperation with the US,
although some of his rightist supporters will still oppose
plans for US development of Peruvian oil resources.)

Topsee:
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1. FRANCE: Possible end to coal strike foreseen--According
to US Ambassador Caffery, it is now possible to foresee “‘a
general, if not total, return to work’’ in the French coal mines
by 8 November. The US Military Attache has meanwhile
learned from a reliable source that Communist political and
trade union leaders in the General Confederation of Labor ,
(CGT) disagree as to the advisability of continuing the coal -
gtrike. Source states that trade union leaders are apparently i
convinced that the coal strike is losing rank ard file support
at an increasing rate and wish to announce the willingness of the
Miners’ Federation to reach a compromise solution with the
Government. Source adds, however, that the top leaders of
the French Communist Party have instructed the CGT to con- .
tinue the strike to the bitter end, even at the risk of certain t
failure, in an effort to damage the European recovery program,
disrupt the Government’s plans,and weaken US-UK confidence
in France as a base of operations against the USSR.

(CIA Comment: CIA believes that, as popular support
for political strikes wanes, strained relations between poll-
tical and trade union Communist leaders may endanger CGT
solidarity. CIA considers, however, that despite the present
strong stand taken by the top Communist leaders, the Commu-
nist Party will not extend its obstructionist efforts to the
point of political suicide.)

FAR EAST

2. INDOCHINA: French begin military operations in Tonkin--
US Consul Gibson in Hanoi reports that the French have begun
military operations in Tonkin. Gibson believes that the offen-
sive will be a clean-up operation to assure the security of
communications in the chief French-held cities in the Tonkin
area rather than an ambitious extermination plan.

{(CIA Comment: CIA agrees that the French will not
undertake 2 large -scale operation similar to the ill-fated
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approves a new ceiling for the Greek Army of 147,060 men,
representing an {ncrease of 15,000 rather than the 20,000

asked by AMAG. The US stipula.tes that this tncrease nst

be financed from funds currently allocated to the military -
aid program and that the Greek Army’s present 24-month

compulsory service period must be lengthened. The Depart- ﬂ
ment sugpgests that AMAG inform the Greek Government of

the US view that the guerrilla menace can be reduced by

effective leadership of the present Greek forces and that

consequently no further expansion of the army is now justified.

(TkLis apProved 15,000-man increase is intended to make avail-

able a “‘pipeline’’ of replacements, not additional combat

strength.)

s X 1A~ §
Us Ambassador Smith in Moscow, the French Ambassader €
there has been ‘‘indirectly advised’’ that mention of France
was deliberately cmitted by Premier Stalin when he made
charges against the US and the UK during his recent PRAVDA
interview. This omission was reportedly intended both as
a warning to France and as an invitation to adopt a policy
of neutrality toward the USSR. The message received by
the French Ambassador reiterated Soviet charges that the
US and UK are seeking a pretext for instigation of a new
war and declared that France can preserve peace by pre-
venting the realization ¢f US and British plans.

(CIA Comment:  CIA believes that. although the
USSR will continue to exploit French fear of war, the PRAVDA
interview was not intended ?rimarily to wean France from
the western powers. Stalin’s interview was designed to:
(a) prepare the Soviet people for further unilateral acﬂon
by the USSR in Germany; and (b) add the weight of Stalin’s
personal prestige to the Soviet position in the Berlin dispute,
CIA does not believe that US-UK relations with the present
French Government will be altered by this ‘‘indirect’’ Soviet
approach.) Document No.
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on of US nationals from Central China proposed--
US Ambassador Stuart in Nanking has informed the Depart-
ment of State that he plans to issue on 5 November a formal
evacuation notice urging all US nationals in the Nanking,
Shanghai, and Hankow areas to leave while normal trans-.
portation facilities are available. Stuart considers that
this action has been made advisable by: (2) the increasing
possibility of a clash between US and Chinese Communist

‘forces; (b) the crushing elimination of the Nationalist

armies in Manchuria; and (c) the strong possibility that
Communist forces can either overrun Hsuchou or bypass
it and assault Nanking directly. Stuart reports that the
Chief of the joint US Military Advisory Group (JUSMAG)
desires to evacuate all JUSMAG dependents from China.
According to the Ambassador, Chiang Kai-shek has given
recent assurances that he is not discouraged and will
eventually defeat the Communists.

(CIA Comment: CIA believes that Communist
forces are now capable of staging an assault on any
Nationalist position in Central or North China. Ambas-
sador Stuart’s report that Chiang Kai-shek is determined
to continue fighting negates unconfirmed reports of
Chiang’s serious illness.)

Forelgn Minister Rasmussen has informed US Ambassador
Marvel and john Foster Duiles of his view that the current
Nordic defense discussions will end in an agreement which
will not contzin Swedish conditions that Norway and Den-
mark remain neutral. Rasmussen indicated that Denmark
has no inclination at present to join a North Atlantic
defense pact but that a unilateral US guarantee would
considerably strengthen a Scandinavian defensive alliance
and wouid be a deterrent to Soviet aggression.
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pressed his deflnite lmpression that agreement on the Berlin
problem may be easier to obtain than present appearances

indicate. Spaak thinks that 2 formwula is possible which would
not cause eoither the western powers or the USSR to feel that
face had been lost. Spaak is still convinced that the Soviet . .
Union wants a four-power conference on the ‘‘whole German .
problem’’ and is applying pressure on Berlin to achieve this ;

end. "
- (C1A Comment: CIA agrees that the Kremlin stfil -

wants a renewal of quadripartite discussions on Germany

and is trying through the Berlin blockade to maneuver the
western powers into re-opening such talks on terms favorable
to the USSR.)

M ai - =

in lmdm to nrge the UK to suspend further reparations
deliveries from Germany to the Soviet Unicn until relations
with the USSR improve. The Department considers that US
public reaction would be harmful to US-UK relations if it be-
can;:d widely known that reparation deliveries were being con-
tinued.
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208 windiing’’ --US Embaasy Paris
reports that the amke movement in French coal mines

‘and coal ports is ““clearly dwindling’’ and that the leaders

of the General Confederation of Labor (CGT) are losing
support among the workers. According to the Embassy,
the CGT is receiving sufficient financial aid to pay its
agents in the mine districts, but the miners themselves
are reaching the end of their resources. The Embassy
observes that the longshoremen’s resistance to the CGT
strike order stems largely from *‘skillful organizing work”’
by non-Communist unionists. The Embassy adds that for
the first time since 1844 the shipping companies and port
authorities are displaying courage in opposing Communist
labor leaders.

(CIA Comment: CIA continues to believe that the
increasing aggressiveness against CGT tactics on the part
of both the Government and non-Communist labor will
soon force the CGT to abandon its major strike effort..
Localized strikes will probably continue.)
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1. GERMANY: Estimated strength of Soviet Zone police--US S- Sec !

Ambassador Murphy reports that reliable information has
caused him to revise downward his previcus estimates of
the strength of the Soviet Zone police and to place its
strength in the neighborhood of 80,000 men. Murphy indi-
cates that Soviet authorities are encountering increasing
difficulty in building up this police force and transmits the -
views of various German informants that bloody civil dis- , =
orders might result if the USSR were to withdraw the Soviet ' :
troops and attempt to use the German police for the enforce-
ment of Soviet policies.

(CIA Comment: CIA concurs in Ambassador Murphy's
estimate of German police strength in the Soviet Zone and ;
believes that effective enforcement of Soviet policies would _
be impossible in the absence of Soviet military and administra -
tive persomnel. CIA considers that the recent reports exaggerat-
ing the strength of these police have stemmed from: {(a) Soviet
propaganda efforts to terrorize the Germans and intimidate the
western powers; and (b) misrepresentation by German inform-
ants wh«; hope thereby to inspire counteraction from the western
powers. '

2. POLAND: Estimates of Soviet occupation forces reduced-- S-78
The US Military Attache in Warsaw reports that the US, British,
and Canadian military staffs in Poland now estimate that the
June and July withdrawals of Soviet troops aad materiel from
Silesia and Pomerania were larger than originally judged and
that Soviet trcops have been replaced with Polish units. The
MA concludes that there are no immediate plans to return
Soviet forces to those areas and that there will be no change ;
in the military situation in western Poland in the near future, :

(CIA Comment: Because there were no significant
increases in Soviet forces in eastern Germany during June
and July, CIA is convinced that the units withdrawn from west-
ern Poland were returned to the US$Belimont No. Oﬂ
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FOP-SEGREX
3. GREECE: Prime Minister reporte mtendin% to resig;n--
US Ambassador Grady has been med that Prime Minister

Sophoulis intends to submit his resignation on S November.
Grady expects that following this resignation the King will
ask the present Cabinet to remain in office until a new gov-
ernment is formed; that Foreign Minister Tsaldaris will
be asked to form 2 government but will fail because of
inadequate Populist strength; and that an effort will then be
made to form a new coalition under Sophoulis.

THE AMERICAS

4. ARGENTINA: Joint action against Communism proposed-- 5-TS
US Ambassador Bruce reports that President Peron has
personally recommended that a secret conference of Ameri-
can nations be held immediately for the purpose of deciding
upoh a concerted plan to stamp cut the Communist movement
in the Americas. Peron reporiedly considers this movement
to be strengthening more rapidly than is generally known.

(CIA Comment: The timing of this proposal reflects
the current Argentine estimate that the US plans to take more
decisive action against the USSR. Percn’s proposal at this
time represents a bid for rencwed understanding with the US
in order to resolve outstanding dmerences between the two
countries, obtain aid in Argentina’s dollar crisis, and expand
Argentine military and industrial procurement in the US.

CIA does not believe that the Communist movement is gain-
ing strength in Latin America.)
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1. French plans concerning possible abandonment of N .- 3

According to US Ambassador Caffery in Paris, the Frenc
Foreign Office now holds the tentative view that the French i
Ambassador at Nanking should remain with the Chiang Kail-shek

Government if it retreats from Nanking to Scuth or Southwest

Chira. The French Foreign Office reportedly believes that it

would be proper for French diplomatic representaiives to stay

with Chiang as long as his Government carries on the fight

in continental China. The Foreign Office is undecided what

to do following a Nationalist withdrawal to Taiwan (Forgl‘osa),

a move which the French would regard as equivalent to ~throw-

ing in the sponge.”
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1. US favors truce negotiations in Palestine--Concerning the

Palestine probiem, the Department of State bas instructed

the US delegation at the TN: (a) to vote against the British
proposal to apply to the porthern Palestine front the 4 Novem-
ber Security Council resolution demanding troop withdrawals
in the Negeb; (b) to support the proposal of UN Acting Mediator
Bunche which requests the Arabs and Jews to enter into im-
mediate negotiations with the intention of settling all truce
problems and establishing an armistice; and (c) not to co-
sponsor or introduce the Bunche resolution. The US delegz -
tion has previously reported that the British do not appear

““to hold too strongly’’ to their proposal and that Canada may
be inclined to sponsor Bunche’s suggestion.

. Tentative agreement on Talian naval deliveries to the USSR-- %

The Kalian Ambassador in Moscow has informed US Ambas-
sador Smith that: (a) Kaly has agreed in principle to complete
the transfer before 1 June 1949 of the Iialian naval vessels granted
to the USSR by the fallan peace treaty; (b) the USSR has agreed
in turn to accept the Ralian formula of reparations; and (c) on
the basis of this formula, Italian-Soviet talks will be begun soon
concerning both reparations and trade agreements. The Ralian
Ambassador emphasized that this agreement places the Ealian
trade delegation in a favorable negotiating position and that no
vessels need be delivered unless Italy can secure satisfactory
terms.

FAR EAST

3. CHINA: National Government's fall ‘‘inevitable’ --US Embassy S-Ts

Nanking now considers that = the early fall of the present National
Government is inevitable.”’ The Emhassy reports that US senior
military representatives in Nanking unanimously agree that: (a)
Document No. 0’!
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there is no step that Chima or the US can take in sufficient :
time to retrieve the military situation; and (b) Communist .
forces can reach the Yangtize River in the vicinity of Nanking
in iwo weeks. The Embassy believes that the National Gov-
ernment will bé replaced either by 2 Communist government
. or a Communist-dominated coalition but cannot predict at

this time which it will be.

(CIA Comment: CIA belleves that the life of the
. National Government will not, at most, extend beyond the
next few months.)
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1. Indonesians fear imminent renewal of Dutch military action--
The Indonesian representative to ti 8 my
the US delegation information from “‘a usvally reliable Republi-
can source’ concerning a Dutch plan to form an interim gov-
ernment on 15 November and to resume mflitary action on
20 November. The Republican Government cites Dutch stalling
tactics to avold resumption of negotiations and their extensive -
military preparations as confirmation of this report. The -
Indonesian representative believes that his Government will .
continue its effarts to maintain peace provided that the Republic
has some assurance that the Dutch will not resort to military
action. According to the US Embassy in New Delhi, the Gov-
ernment of India has expressed its great concern over recent
developments in Indonesia and understands that the Dutch are
preparing for another “‘police action’’ on a large scale.

(CIA Comment: Regardless of the authenticity of the
Republic’s information, this appeal to the US delegation
represents an obvious bid for greater US pressure on the
Netherlands Government. The Dutch have, however, con-

sistently obstructed efforts for reaching a peacefui settle- -
ment with the Republic and have recently accelerated prepara- '
tions for the use of military force.)

FAR EAST

2. CHINA: Imminent Communist threat to Nanking--US Embassy
Nanking reports that US military observers there estimate that
a Communist assault on Nanking will begin within seven to ten
days. The Embassy considers that the Nanking garrison is
inadequate for a long defense of the city. According to the
Embassy, the Nationalist Supreme Headguarters has informed
the US Military Attache that the battle for Hsuchou, which has
already begun, has been marked by serious defections.
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(CIA Comment: CIA anticipates that Nationalist
defections will continue to be widespread in the next few
days and will be followed by a Communist advance on
Nanking. Although Communist forces are capable of
assaulting and taking Nanking within the next two weeks, it
it is more likely that the surrender of the city will be
negotiated, as in the case of Mukden.)
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1. Possf Lu of 2 rak tiong~-The Arab military

governor in Jerusalem has informed US Vice Consul Burdette
that no military accord exists between Arab and Jewish forces,
although the governor considers tt possible that informal poli-
tical talks may be taking place between Israel and Egypt or
Transjordan. The military governor believes that all the Arab
rulers are reluctant to seek negotiations openly for fear of
being branded traitors but would welcome peace talks through

. the UN.

2. M&MM%N Ambassador Smith
in Moscow reports that following S elections Soviet

propaganda has shown a shift of emphasis designed to give "
the impression that the Kremlin ‘‘can do business with Truman.
Smith believes that the Kremlin’s faith in its present tactics has
probably been weakened by the unity and determination of the
western powers, by the weak showing of presidential candidate
Wallace, and by the demonstrated solidarity of the qs bi-partisan
foreign policy. Smith considers, however, that any “‘conciliatory
moves made by the USSR will be purely tactical anq,bellem
that recent propaganda may be a prelude to “peace’’ moves calcu- '
lated to foster western disunity.

(CIA Comment: CIA generally agrees with Ambassadar
Smith’s estimate but belicves that at present it 18 too early to
say whether the Kremlin has actually decided upon a tactical
shift. Sovist leaders may be merely seeking to ease existing
tension temporarily, thus gaining time for 2 major review of
Soviet-US relations in the light of the cutcome of the recent
elections.) .

EUROPE .

expects that the recent Gaullist success in the-elections to the

ICouncu of the Republic ‘wﬂl be reggmrﬂg hgth the chingo_siﬁon —
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and program of the Queuille Government. The Embassy is

‘presently inclined to believe that there will be 2 minimum

of changes in the Queuille Cabinet but that any new members
will probably be drawn from the political Right Center,
dsspite the strong electoral showing of the Socialists.

NEAR EAST-AFRICA

. IRAN: ears ‘‘serigus tr ” from USSR--
mits the opinion of
return to Tehran of Soviet Ambassador

Sadchikov presages ‘‘serious trouble’’ from the USSR. Accord-
ing to declared that he has ‘‘definite information’’
cancerning Soviet intentions to direct an intensive campaign
against the US military missions and the US arms credit pro-

gram.

FAR EAST

. CHINA: Reported Comimmtst peace térms--'l‘he US Nawval

Attache in Nanking has learned from a ' usually reliable’’
Chinese Nationalist military source that an envoy of Commm-
nist leader Mao Tse-tung has presented to an undesignated
high Kuomintang general the following stipulations concerning
peace terms: (a) Chiang Kai-shek must depart; (b) the Kungs,
Soongs, and Chen brothers (prominent capitalist families in
Nationalist China) must be handed over to the Communists;

(c) the Kuomintang may remain as a major party in the gov-
ernment; and (d) the Chinese Army is to be placed under the
Communists

(CIA Comment: CIA considers this a plausible report
and believes that peace feelers are being made at this time. In
any negotiated settlement, the Communists would insist upon:
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1. France may demand change in Ruhr trusteea% order--
US Ambassador Douglas in believes that the French
Government may demand a2 modification of the recent arrange-
ments for German trusteeship of the Ruhr. US Ambassador
Caffery in Paris quotes French Foreign Minister Schuman
as finding it ‘‘almost incredible’’ that the US and the British
had presented him with ‘‘a fait accompli’’ two days before )
the beginning of the London conference on the Ruhr. -

(CIA Comment: CIA believes that the French Gov-
ernment will {nsist upon a2 modification of the recent US-UK
ordinance concerning the Ruhr.)

FAR EAST

2. CHINA: Chinese people resg%d'to earlﬁ Communist victory--
US Embassy Nanking reports that the of se
populace and virtually all Chinese officials, except Chiang
Kai-shek and his immediate entourage, have resigned them-
selves to an early Communist victory. The Embassy indicates
that a stalemate has been created in the Government by the
fact that those elements which favor peace have no means of
making their views prevail upon Chiang. The Embassy con-
siders that Chiang 1s not likely to give up the struggle but will
probably attempt to defend Nanking and will commit suicide
when 2 Communist victory becomes a certainty.
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1. FRANCE: French policy toward Germany not realistic--

US Ambassador Caffery reports that French Foreign Mini-
ster Schuman stated that: (1) he realizes full well thata
good part of French policy toward Germany is not realistic
but that the French people do not realize this; (2) France
will have to abandon certain points in its German policy;
and (3) in no event would he accept Soviet participation’in
any form”in the Ruhr, Schuman added that he resented
especially the timing of the recent action of the military
commanders arranging for German trusteeship of the Ruhr.

(CIA Comment: CIA believes that because Schuman
has revealed his coaciliatory attitude toward over-all
French policy on Germany, he may feel that he is ina
stronger position for insisting upon a modification of the
US-UK decision on the Ruhr.)
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2 _POS: D s Fencii n xelations --The Department of
State has informed Secre Marshall in Paris that the un-
favorable French reaction to the US-UK military government
trusteeship law, with its provision that the pattern of Ruhr
ownership be decided by the future German government, is
symptomatic of 2 larger French misunderstanding of US policy
in Germany. The Department suggests that Secretary Marshall
and Foreign Secretary Bevin might review with Forelgn Minister
Schuman the future tripartite policy toward Germany. The
Department feels that it would be timely to spell out clearly
and firmly to the French that the only real solution of the Ger-
man problem, insofar as French security is concerned, lies
in the establishment of a stronger political ard economic
organization of western Europe. In the Department’s view,

‘the US cannot contribute substantial financial help to France

and at the same time increase its burden with respect to Ger-
many. The Department considers that in any settiement of the
Ruhr problem, French security will be advanced not by inter-
national cwnership and management but by: (a) the US commit-
ment on German disarmament; (b) US support of a north Atlantic
security system; (c) the establishment of a Ruhr authority to
determine alleeations of coal and steel; and (d) the US determin-
ation that foreign interests will be granted non-discriminatory
treatment in Germany.

FAR EAST

US Embassy Nanking believes that the principal Nationalist mili-
tary forces remaining between Hsuchou and Nanking will probably
be destroyed by the Communists within the next two weeks. The
Embassy s of the opinion that when this occurs the National
Government will either disintegrate or flee southward. The
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Embassy anticipates widespread civil unrest and a brezk-
down of law and order rather than an orderly transfer of
po¥er to a successor goverement. The Embassy therefore
feels that the time kas come to institute US emergency
evacuaticn procedures for nearly all China.

KOREA: Postponement of US tmoF withdrawals g___ged--
US Representative Muccio ia consicaers that only the
postponement of US troop withdrawals would guarantee the
Republic the minimium security necessary to mainéain its
independent existence. Muccio believes that such a post-
panement would aliow: (2) the Republic time to make its
ecanomic rehabilitation program effective; (b) an appraisal
of the sirength and intentions of North and South Korean
Communists after the USSR has completed the withdrawal
of its troops; (c) further preparation of South Korean
security forces to assume responsibility for internal and
external security; and (d) further time for the Republic to
make certaip desirable poiitical reforms. (US troop with~
drawals are presently scheduled to be completed by

1 December 19848.) (D&e DJ%‘
ZEDSR 130 | Nw. 1 ( Ty Mg)
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1. CHINA: Withdrawal of US support for Chiang urged-- J-73

According to US Ambassador Stuart, Vice President Li 1
Tsung-jen has urged that the US inform Chiang Kai-shek

he would best serve the cause of his people by withdraw-

ing from office now before the Nationalists have suffered

complete military defeat. Vice President Li expressed

his confidence that new non-Communist leadership, if

provided unequivecal US support, could contain the Com-

munists north of the Yangize river. Stuart suggests that

in order to strengthen the will to resist of friendly Chinese

groups, he be authorized to inform Nationalist leaders the

US does not favor Communist participation in any new

Chinese government, and that the US issue a clear-cut

statement of its policy concerning Communist participa - N
tion in governments. S-5

Possible appeal to UN by Chiang--Ambassador

Stuart reports that Chiang Kai-shek is giving serious
consideration to the possibility of referring the Chinese
civil war to the UN, as constituting a threat to world peace.

+ Stuart believes that Chiang is motivaied primarily by a
desire to identify the Chinese Communists publicly as
agents of the USSR and also by the hope that UN action
might bring about a temporary cessation of hostilities.
Stuart observes that from Chiang’s viewpoint little would
be lost at this stage by UN action which would bring the
USSR openly onto the Chinese scene.
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1. Possible Nationalist withdrawal from N%-Jme Depart- S-7S i
ment of State has instructed US A or rt that, if , .
Chiang Kai-shek and his government depart from Nanking, -
Stuart should seek instructions from Washington before
making any decisions about leaving the capital. The Depart-
ment has also advised Stuart to inform the Chinese Govern-
ment, if he is approached by them concerning this matter, .
that he must refer the problem to the US Government which T
will make a decision in the light of the situation existing at .
that time. _
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. Chinege contemy penl to UN--The Chinese representa- §-7S
tive at tbe UN has informed the US delegation that the National S-5

Governmont s contemplating appealing to the UN Security

Council regarding Soviet aid to the Chinese Communists. The

Chinese representative indicated that the Government coasiders

that such an appeal would have great importance in convincing

Chinese ‘‘fellow travellers’’ that the independence of their

country is at stake; however, the representative fears that the :

appeal might lnterfere with US aid to the National Government. —

Secretary Marshall told the representative that the US weould

support China in the Security Council i the National Govern-

ment makes such an appeal. The US delegation expresses its

concern over the ability of the Chinese Government to furnish

convincing proof for its case,

Posgfible revolt in Tatwan--A Taiwanese(Formosan)
leader has informed the US Consulate General in Shanghai
that if Nanking falls Taiwanese patriots will stage a non-~
Communist independence uprising. Source declared that the
Taiwanese would see that no harm came to US nationals, bat
warned that US aid in the removal of Nationalist officials
and armed forces from China to Taiwan would be interpreted
as an act to thvart the independence movement. Source indi-
cated that certain high Nationalist officials have asked for his
help in setting up the National Government tn Taiwan. He ex-
pressed the view that the National Government would not
move to Tatwan, where it would bacome ‘‘trapped’’ on un-
friendly ground, unless it were assured of increased US aid.

According to US Embassy Nanking, the Chinese Afr
Force and Navy plan to establish their principal bases in
Taiwan if Nanking falls. The Embassy believes that the ,
Nationalists cculd hold Taiwan against possible Communist -
attack for an almost indefinite period. but warns that an
influx of mainland Chinese officials into Taiwan would
precipitate disturbances which may reach ‘‘considerable

proportions.”’’ ‘
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(CIA Comment: CIA believes that the crumbling
position of Chiang Kai-shek s Government, coupled with the
hatred of the Taiwanese for the mainland Chinese, has very
likely set the stage for a revoit in Taiwan. The uprising
might easily be set off by the movement of Naticnalist forces
into Taiwan.)

. Progress in drafting Atlantic Pact--US Embassy London

hAs been told by a UK Foreign Lifice official that good
progress in drafting an Atlantic Pact has been made by a
draffing commitiee and that approval by the five western
union governments is anticipated by 25 November. The
British official indicated that the poinis yet to be reconciled
include: {(a) the machinery necessary for carrying cut the
agreement; and (b) the position the western union nations’
will take concerning provisions for automatic assistance
in case of war or emergency. According to the official,
the drafiing commniittee is particularly concerned over the
Hmitations imposed on such automatic assistance by the
constitutional nrocesses of the US.

NEAR EAST- FRICA

. PALESTINE: Arabs may be willing to negotiate --The Prime

Minister of Transjordan has informed US Representative
Stabler that ali the delegations at a recent Arab League meet-
ing appeared to consider that further postponement of a Pales-
tine settlement would not be advantagecus to the Arabs. The
Prime Minister feels that the 16 Movember UN resolution
(which urges an armistice, with a demilitarized area between
Arab and Jewish forces) might provide an cpening for the
Arabs to commence negotiations with the Jews. The Prime
Minister declared that if the other Arab states agreed to nege-
tiate with the fews and wished to place the blame on Trans-
jordan for such a move, Transjordan would not object.
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1. FRANCE: Ending of coal strike not in sight--According to
US Embassy Paris; the French Ministry of Interior is not
optimistic about prospects for an end to the coal sirike, :
although ‘‘roughly two-thirds of the underground miners’’ .
are now back at work. The Ministry has reportedly learned
that the General Confederation of Labor {CGT) has received ‘
enough money from abroad to support the striking miners -
““for an indefinite period.” =

{CTA Comment: CIA believes that the CGT will be
successiul, with the help of foreign funds, in prolonging the -
current sirikes against the preduction and import of coal, :
at least until the fate of the Queuilie Government is decided.)

B h remd e ——— o -
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NEAR EAST-AFRICA

2. INDIA: Pakistan to seek UN action seainst Indian ‘‘offensive’’-- S-S
US Ambassador Lewis in Karachi reports that Pakistan’'s UN
delegation has been instructed to protest to the Security Council
against a ‘‘major Indian offensive’’ now taking place in Kashmir.
According to Lewis, the Pakistan delegation has been instructed
to: (a) present detailed charges that India has violated its agree-
ments with the UN Commission on India and Pakistan by re-
inforcing its Kashmir contingents and attacking in strength; and
(b) emphasize to the Security Council that Pakistan will be
compelied to stage an all-out counter -ofiensive unless immedi-
ate steps are taken to halt the Indian drive., According to the
US delegation at the UN, the UK Government has, at Pakistan’s
request, already sent 2 message of warning to Indian Prime
Minister Nehru.

(CIA Comment: CIA considers that even though some
rehﬁorcgment of Endia's’ Kashmir garrisons has taken place,
Pakistan's reports of a ‘‘major offensive’’ are probably
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exaggerated, it is unlikely that Indiz would risk setting oif

an ail-cut war through such an offensive. In view of Pakistan’s
exaggerated {éars of Indian intentions, however, it is possibie

that Pakistan might bring on general hostilities by rushing
2, ° 77
tato 2 ‘‘counter ~offensive.’’)

FAR EAST

CHINA: Communists temporarily haited at Bsuchou--US
Embassy Nanking reports that in the initial phase of the
hattle of Houchou, the Natioualist forces have successfully
resisted the Comraunist assaelt, The Embassy indicates
that Nationalist Supreme Headguariers is “‘amazed’’ by this
success, which stemmed largely from the deterrination of
fteld comwandars and troops to fight and from effective
tactical support by the Air Forces. The US Military, Naval,
and Alr Ataches in Nanking estimate that there will he a
two or three day Inll while Communist units re-group and
re-gquip; the Fmbassy expresses the view ihai the Comma -
nists may b2 unabie %o resume the offepsive in the Hsuchou
area for some weeks and that ithere may be a sialemaie of
censiderable doration.

{CiA Comment: CIA believes that the vnexpecied
Mationalist resistance at Hsuchou has caused Cummunist
Gegeral Chen Yi to revise his plans and withdraw in order
to re-group his forces before continuving the batils for
Central China. The time required for this maneuver wiil
give the National Government a short respite,)
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FAR EAST

1. INDONESIA: Dutch Cabinet returns Stikker to Batavia --US

Ambassador Baruch in the Hague bas been imormed by Dutch
Foreign Minister Stikker that the Dutch Cabinet has reached

a decision which will permit Stikker to return to Indonesiza.
Stikker told Baruch that, as a result of the Cabinet decision,

he is now ‘‘much more hopeful’’ of achieving a ‘‘final favorable

_settlement’’ of the Indonesian dispute.

THE AMERICAS

. VENEZUELA: Government reported confident in crisis--
US Ambassador Donnelly has been informed Dy the Venezuelan

Forelgn Minister that President Gallegos is confident the gov-
ernment will weather the present crisis which has been caused

by the threat of an army coup. Donnelly reports, however,
that tension is increasing and that full army alert conth_mes.

. (CIA Comment: Although the situation is serious, CIA
believes that the Government has a somewhat better than even
chance of surviving.)
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1._US policy concerning aid to Iran--The Department of State 5-75
with the concurrence of the Department of Defense) has ad-
vised US Ambassador Wiley to tell the Iranian Chief of Staff,
- in reply to his recent inguiries, that Iran may be assured of
all assistance compatible with available US rescurces in the
event of war involving the US, Iran, and the USSR. The De-
partment believes that because the USSR would in such a -
war have an aggressor’s inftial advantage, Iran should formu- . =
late plans for resisting as long as possible and for carrying :
on, if necessary, extensive guerrilla warfare. The Depart-
ment points out that the US cannot be more specific in its
advice or assurances because it cannot foresee what world-
wide demands may be made upon the U if war treaks out.

2. Possible membership in Atlantic Pact--US Embassy London S-TS
has been informed by the French Ambassador that the five
western European union powers are in agreement that: .

(a) Iceland, Norway, Denmark, Portugal, and Treland should
be included in the proposed Atlantic Pact (France is alone
in favoring an early inclusion of Italy); (b) the US, Canada,
and the five powers should agree in principle upon the Pact
before inviting other countries to participate in the discus-
sions; (c) an Atlantic Pact “‘military committee’’ should be
established; and (d) in order to avoid the unwieldiness of this
iarge group, the wesiern European union organization should
be retained, with continuing US-Canadian representation.
The French Ambassador also envisioned the eventual forma-
tion of a combined chiefs of staff, comprising only the US,
the UK, France, and possibly Canada.

According to US Embassy Brussels, Prime Mini-
ster Spaak strongly favors the restriction of the initial :
Atlantic Pact membership to the US, Canada, and the five .
western European union powers because of his view that "
Dremature action to incorporate other natiens would ‘‘Gilute

the results. ™ Document No. __Q'K _ , -
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3. US favors U ir--The Department of State
has informed the US delegation at the UN that although it
is inclined to view the Pakistani interpretation of Indian
military activity as somewhat exaggerated, the Department
considers the possibility of increased fighting there to be
great enough to justify firm Security Council action. The

Department favors a three -fold approach by the SC, includ-
ing a cease-fire, a truce, and 2 plebiscite.

FAR EAST

4. CHINA: Kuomintang leaders seek to gust Chiang Kai-shek--
The US Military, Naval, and Air Attaches in Nanking report
that a group of important Kuomintang leaders are organiz-
ing to force the retirement of Chiang Kai-shek and to make
peace with the Communists. The Attaches indicate that,
the group, which represents nearly all important Nationalist
factions except the Whampoa elique, plans at a 25 November
meeting in Nanking ‘to tell Chiang that he should yield power,
thus enabling Li Tsung-jen to take over, issue a cease-fire
order, and open negotiations with the Communists, The
Attaches believe that execution of this plan is improbable
at present, largely because the Communists would probably
not be willing to concede favorable terms to the bankrupt
and defeated Government.
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1. US position on Atlantic Pact membership--In commenting on S-5 ?
views recently expressed Dy pelgian Premier Spaak concern- :
ing an Atlantic Pact, the Department of State has pointed cut
to US Embassy Brussels that: (a) the US is not interested fn
entering a North Atlantic Pact with the western European
union powers alone; and (b) the US attaches great importance
tc a mutually satisfactory provision for the original member-
ship of other Atlantic countries, particularly Raly. The De-~ --
partment estimates that at least three months will be required —
between the conclusion of exploratory talks by the western .
European union powers in London and the submission of a
possible Atiantic Pact to the US Senate.

3. Reported Soviet pressure fgg East-West railway break--US ]
Embassy Prague has learned from a "‘reliable source™ in :
that the USSR is bringing 3.3(h)(2)
- ' pressure on the Satellites to withdraw from existing inter-
) national rallway traffic agreements and participate in the
- establishment of a “‘strictly eastern European railway trans-
\ port system.”’ According to source, the Czechoslovak Gov-
ernment anticipates that such a development would have a
“catastrophic’’ effect on its foreign trade because it would
necessitate the re-loading of all East-West shipments at the
Czechoslovak border. Scurce considers it doubtful that the
Government will argue the matter with the USSR even though
Czechoslovak technicians are determined to resist the change;
the Czechoslovak Foreign Office reportedly expects Poland to
accede reluctantly,

(CIA Comment: CIA considers that this development

primarily reflects a deep-seated Soviet dislike of all fnter-
N national agreements encompassing eastern and western

participants. The primary Soviet objective is probably to ,
extend and tighten its control over Satellite transport by L
coordinating rail lines in the USSR and Satellite areas under "
agreements which exclude the western powers, even though
such an arrangement would certainly create serious restric-
tions in East-West trade.) Document No. O G
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reaction by the UK Fore!@ Oﬁice to US Delegate Jessup’s
20 November speech on Palestine before the General
Assembly. According to the Embassy, the aspects of the
speech that particularly disturbed the Foreign Office were:
{a) the abandonment of the principle that the General
Asgembly lay down a final setilement and subsequently
call for acquiescence by the parties; and (b) the position
that the partition plan beundaries can be changed only with
Israeli consent.

NEAR EAST-AFRICA

. IRAN: Government seen mreawnedﬂ%--
US Ambassador Wﬂey reports that Prime Minister Saed

faced with serious grain shortages which have already
caused bread riots in the provinces, has urgently requested

- US assistance in cbtaining additional wheat. Wiley con-

siders that the US should do everything in its power to
meet Saed’s request inasmuch as the Saed Cabinet’s posi-
tion is already precarioss and its successor would probably
be less friendly to the US.
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24 November 1948

THE MILITARY SITUATION IN CHINA

The present missicn of the Chinese { ommunist
armies is to destroy the effectiveness of the Nationalist mili-
tary field forces and thereby climinate organized Nationalist
resistance. It is this objective, and nol merely an intention
to capture Nanking, that is determining the pattern of the pres-

ent all-cut Communist campaign, which is extending from Hopeh

Province to the environs of Nanking. In achieving this objec-
tive, the Communists now apnear committed to a concerted
drive against Nationalist concentrations in the Hsuchou sector.
Although the Communists are also massing for attacks in
North China, a major move against Nationalist forces in the
Tientsin-Peiping corridor will probably await the outcome of
the battle for Hsuchou. ¥ Communist operations continue at
the present accelerated tempo, it is estimated that Commu-
nist forces may successfully attain their objective within the
next 30 days. The collapse of organized Nationalist military
resistance will probably force Chiang Kai-shek's Government
to flee south or surrender to the Communists.

Estimated Strengths  Although the National Government

currently claims to have over two
million men under arms, a more realistic estimate of the
strength of the Government’s tactical forces would probably
be slightly less than one million troops capable of effective
employment against Communist forces in North and Central
China. However, the loyalty and combat efficiency of a large
percentage of the tactical troops in Central China is question-
able. On the other hand, the total number of Communist ef-
fectives is believed to exceed one and one-half millien troops,
possessing high morale and f2irly good equipment.

North China In North China, the Naticnalist Commander

Fu Tso-yi has under his immediate command
approximately 300,000 well-trained and fairly well -equipped
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veterans. In holding the vital, though extremely vulnerabie,
Tientsin-Peiping -Kalgan corridor, General Fu faces approx-
imately 300,000 Communist troops grouped to the west of
Peiping. Furthermore, as 2 consequence of the fall oi Man-
churia, at least 400,300 additional Communist troops have
become available for operations against General Fu. This
constitutes a potential threat of 700,000 Communist troops
presently available for 2 North or Central China operation.
Although North China is at present relatively quiet, current
reports indicate that the Communists are now concentrating
north of the vital Kailan coal-mining region, and may soon
launch a drive in the Pelping-Tientsin area. K the Commu-
nists should undertake such an offensive they would probably
be successful, despite General Fu's imention to defend this
area, in iorcing Fu’s withdrawal westward into the Province
of Suiyuan This would permit the Communists to occupy
Peiping, Tientsin, and the corridor. Communist forces in
North China appear at present to be awaiting the outcome

of the battle for Hsuchou in Central China before making any
major move. '

Central China In Central China, Coramunist forces are
currently estimated to mimber 400,000 troops;
they are capably led by Generals Chen Y1 and Liu Po-cheng
Naticnalist forces number approximately 300,600. Follow-
ing their temporary withdrawal on 17 November when con-
fronted with determined and surprising Nationalist resistance
to the initial atiack, the Communists have resumed their
attack in the Hsuchou area with feverish intensity. This
Communist setback appears to have been caused by 2 mis-
calculation on the part ¢f Communist General Chen Yi who
anticipated that Nationalist troops would defect in large
numbers at Hsuchou, much as they have done recently in
Tsinan and Manchuria. Present Communist strategy appears
to be designed to prevent a consolidation of Nationalist forces
in the Suhsien area between Hsuchou and Pangfou and to isolate
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the Nationzlists in three pockets of resistance located east

of Hsuchou, north of Pangfou and near Mengeheng (north-
west of Pangfou).

Conclusion US field estimates indicate that the Communist
forces are capable of isclating and destroying
these Nationalist pockets of resistance, a development which
would effectively destroy the Mationalist military mochine
and open the road to Nanking. The Commaunists unguestion-
ably possess the initiative and the capability to accomplish
their mission. Whether it will require weaks or months

denends upen how long Chiang Kai-shek can retain the loyalty

and will to fight of an effective number of his troops.
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1. US o U"'\ Natiomltst coalltton with Chinese Comnmnists

in Nanking to indicate informally to Naﬂmanst leaders that
the US ‘“does not favor Communist participation in govern-
ments in China or elsewhere.”” The Department also advised
Stuart that careful consideration is being given to the possible
issuance of a statement on the US position toward China.

EUROPE.

2. FRANCE: Government faces crisis on Ruhr issue--US

Ambassador Caffery expresses his doubt that the Queuille
Government can weather an ‘‘Assembly storm’’ unless the
US can do something direct and concrete to help Foreign
Minister Schuman who is doing his best to avoid a cris!s in
France over the recent announcement concerning the Ruhr.
According to US Embassy Moscow, the attention the Soviet
press is devoting to French dissatisfaction with the tri-
partite negotiations on western Germany suggests that the
USSR is hopeful that the Ruhr issue will seriously disrupt
the present tripartite unity.

(C1A Comment: CIA believes that the reaction of the
French to the recent US-UK ammouncement on the Ruhr has
been sufficiently intense to cause serious repercussions in
future US-UK-French negotiations concerning tripartite
policy toward west Germany.)

3. GREECE: AMAG urges no increase be made in mﬂi% aid--
AMAG Chief Grady recommends that ithe budget for

military aid to Greece during the next ﬂsca.l year should
not be substantially larger than this year’'s total of $150
million, despite estimates by the Joint US Military Aid
Planning Group in Greece that sums of either $450 million

\
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or $541 million are required. Grady believes that: (a) in :
view of the ineffectiveness of past increases in US military i
aid, there s no justification for the assumption that the

proposed increases will enabie the Greek Army to make

appreciable progress against the guerrillas; (b) an increase

in US financial obligations might play into the hands of the

Communists, who are attaining their objectives with little

money and equipment; and (c) continuation of even the present

mfilitary burden on the Greek economy will reduce ECA

activity in Greece to a mere relief program. Grady asserts

that US objectives in Greece might in the long run be better

secured if the US supported an actual reduction of the Greek

Army’s size.
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1. Recent Soviet moves to split Berlin--US Ambassador Murphy
considers, in view of recently intensified Soviet moves to
split the Berlin government and tighten the blockade of the
western sectors, that the Berlin problem has now advanced ,
far beyond the blockade and currency impasse of July 1948 ?
with which UN negotiations are currently dealing. Murphy :
therefore believes that ‘‘full knowledge and understanding’ )
of recent Soviet actions and motives are required in order
to prevent misunderstanding in reutral nations and world
opinion in the event that the western nations find it neces-~
sary to refuse an apparent solution reached by the UN.

-~ (CIA Comment: CIA considers that the possibilities
of effecting a unificaticn of the Berlin city administration
are becoming increasingly remote in view of recent Soviet
actions in splitting the city.)

2. Ttaly protests US position on Eritrea--i‘alian Foreign Minis-

ter Sforza has informed US Ambassador Dunn that the US
decision to favor the cession of parts of Eritrea to Ethiopia
would have serious political repercussions in Italy and might
damage the US position in that country beyond repair. Am-
bassador Dunn dees not consider that Sforza has exaggerated
the gravity of the situation and recommends that the US
position be reccnsidered. In reply to the Italian Govern-~
ment’s request that the US advocate postponement of the
disposition of Raly’s foreign colonies until 1949, the US
Department of State has declared that the Itrlian request
wl%l be referred to the US delegation in Paris for considera-
ticn ““in the light of a1l factors involved.”
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FAR EAST

3. CHINA: Natiomalist leaders plan war cabinet without Chiang--
US Embassy Nanking reports that Nationalist political leaders
are currently considering the formation of a war cibinet in
order to make an all-out effort to contain the Communists
north of the Yangtze River. According to the Exmbassy, the
plan envisages: (2) the withdrawal of Chiang Xai-shel from
active participation in the Government, but his retention of the
nominal status of president; (b) the formation of a new war
cabinet with full emergency powers under the premiershin
of some national figure; (c) the ahandonment of North China;
and (d) the establishment of a defense line along the Yangtze
River, utilizing the full power of the Nationalist Navy and
the Air Force to prevent major Communist crossings.

{CIA Comment: CIA believes such a pian is basically
sound and might have had success several months earlier, ' '
It is doubiful whether such a plan could be implemented now be-
fore the Communist armies reach Nanking.)

THE AMERICAS
{.’.(.
4. GUADELQUPE: Possible Communist demopnstrations --US
\/vice onsul Bartelt in Martinique reports that a “‘metro-
politan Comunist’’ agitator recently arrived at Guadeloupe
and is planning by means of mass strikes and demonstrations
to disrupt the 3¢ November West Indian Conference to which
the US is sending delegates.

(CIA Comment: CIA considers sericus Communist-
inspired disturbances a possibility. In such an event, the
local police will not be able to maintain law and crder or
afford US citizens adequate protection.)

B gmT
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5. VENEZUELA: Military juata fears civil disturbances
| that Acclon Democratica groups

in Venezuela have recently offered some armed opposition

to the military group which has mken power in Venezuela and
that the army is ‘‘worried about’’ interior points which are
distant from army posts, US Embassy Caracas reports heavy
firing on 25 November in the center of Caracas and adds

that the miiitary junta has suspended more civil liberties.

{CIA Comment: CIA considers: (a) the army has been
too optimistic concerning the compieteness of its success;
and (b) the chances are good that there will be cutbreaks of
violence by partisans of Accion Democratica,)

8. NICARAGUA Possible move by Caribbean Legion~-US Am-
bassador Shaw in Managua has been to[d )
pi the Preosident of Guatemala wiil probably sup-
ply the Caribbean Legion with arms with which to move
against Dictator Somoza in Nicaragua and President Carias
in Honduras. Shaw expresses the view, however, that this

information is being so openly discussed that no imminent
action is indicated.

(CIA Comment: CIA believes that the Caribbean
Legion may take action against Somoza at any time during
the next month. Open discussion of these plans will prob-
ably not deter the Legion from taking action inasmuch as
'the Legion has sought publicity as a means of gaining pop-
ular support.)

TOP ET
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1. ¥rench suggest delay;b@ 5 December Berlin elections--US Am-

. FRANCE: Communist concern over
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bassador Caffery in Paris transmits a communication from
Foreign Minister Schuman suggesting that the § December
municipal eilections in the western sectors of Berlin might

. be postponed. Schuman points cut that, because the USSR has

refused to authorize similar elections in the Soviet sector,
the holding of the 5 December élections would: (2) formalise
the division of the Berlin administration; (b) make it ‘‘impos-
sible’”’ to maintain the present sitwation in whith the eastern
zone mark is accepted as legal tender in the western sectors;
{c) crystallize the current situation in Berlin and make the
division of the vity ‘“‘irremediable’’; and (d) aggravate the -
Berlin problem at a time when the Security Council is still
seeking a concrete solution.

EUROPE

o1 st concern over ‘bad’’ sirike situation--
The US Militaxry Aittache in Paris hos been reliably informed
that French Communist leader Thorez considers the present
strike situation in France “‘not good’’ from the Comwaunist
point of view. Thorez reporiedly admiis that the French coal
striké is now ‘‘virtually non-existent,”’ with only the most
faithful Communist Party members still following crders.
Thorez i3 reported {o believe that the Communist-dominated

CGT must now have a rest period, during which ““future batiies

will be prepared.’’

. YUGOSLAVTA: Tito reported secking closer ties with Italy--

U3 Embassy Rome has reccived information from 2 usually
reliable source, which it is otherwise upable to confirm, that
2 personal emissary of Marshal Tilo has conizciled the Ralian
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Government, According to this information, Tito has decided
that he would 1082 less by turning toward Italy than toward the
USSR, Tito is said to have therefore requested a settlement
of outstanding issues between Yugoslavia and Haly.

(CIA Comment: Although it is possibly true that Tito
wants to settle some minor ocutstanding issues with Italy, CIA
considers it unlikely that he will break the remaining Soviet-
Yugoslav ties at this time.)
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1. TTALY: Colonial issue may imperil Government--US Ambas - ' S-TS"
sador Dunn considers that measures presently contemplated }
by the US on the problem of Raly’s former colonies will ‘‘fall
far short’’ of placating strong Italian public feeling on the subject.

Dunn believes that present US policy on the Italian colonies gives
the Communists ‘‘their first real opportunity’’ for a successful
attack on the De Gasperi Government and may even bring about
the formation of a new Italian government which would not con-
tinue Rtaly’s cooperation with the West. Dunn urges, if over-all
US policy-does not permit a- more favorable position toward
Italy, that General Assembly debate of the colonial problem

be postponed.

(CIA Comment: CiA concurs in Ambassador Dunn’s :
estimate of the probable serious effects in Ialy which would ¢
result from General Assembly action at the present time on "
the US-UK proposal.)

THE AMERICAS

2. GUADELOUPE Possible Communist demonstrations--US Vlce

Consul Bartelt in Martinique reports that there now appears no
need to fear for the personal security of the US delegation as

a consequence of possible Communist demonstrations during
the 30 November West Indian Conference. Bartelt considers,
however, that the entire conference may lose considerable
prestige if the threatened demonstrations are carried out. He
adds that 2 French cruiser and a sub-chaser have been directed
to Guadeloupe for possible action in the event of trouble.

he AR e -

Document No. _qu

NO CHANGE in Class. [] "
Y| DECLASSIFIED ST
Class. CHANGED T0:3 TS° S ©

DDA Memo, 4 Apr 77
Auth: DDA BRI, 77/1763

Wsy: o8

I4

Approved for Release: 2018/10/18 C06749335



R

Approved for Release: 2018/10/18 C06749335 30 nwov 1948

50 852

GENERAL

1. Berlin elections not to be postponed--US Ambassador Caffery
ormed French Foreign Minister Schuman that the US

do2s not consider that it could postpone the 5 December Berlin
municipal elections, which are being carried out in accordance
with the Berlin Constitution agreed upoa by the Four Powers
in 1946. Caffery pointed out that, in holding the election at
this time in the western sectors, the western powers are
honoring their obligation whereas the USSR, by forbidding
elections in the eastern sector, is viclating this Four-Power
agreement. Caffery declared that the US does not consider
that the elections themselves would bring about an “‘irremedi~
able division’’ in Berlin but believes instead that the city is
already effectively divided by actions taken by the Soviet
authorities.

2. Spaak’s views on Atlantic Pact membership--Belgian Premier
8p=ak has tald US Ambassador RIrk that any country the US

chooses to invite for inclusion in the Atlantic Pact will be
satisfactory to Belgium. Spaak added, however, that any pro-
posed extension of the pact would have to receive carefal
diplomatic preparaticn. Ambassador Kirk expresses his
opirion that Spaak still considers that a2 stronger pact would
result from limiting the membership at the outset and build-
ing up the military strength of such a close-knit organization.
Concerning the possible range of a North Atlantic Pact, Spaak
indicated: (a) free acceptance of the US strategic need for
inclusion of Iceland and Greenland; (b) doubt that the Scandina -~
vian states shculd be included; and {c) concern lest the Belgian
Congo be omitted from defense arrangements,

3. Scandinavians desire assurance of military aid--According S -5

to UY Ambassador Marvel in Copenbagen, the British Ambas- -3

sador to Norway has expressed the o%gng%etgetl\}gomay is 05
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unlikely to participate in North Atlantic Pact talks unless
assurances are given as to the amount of aid Norway could
expect. Marvel believes that Danish participation is depend-
ent upon similar assurances.

US Ambassador Matthews in Stockholm expresses his
view that Sweden is now officially aware of the impossibility
of unilateral US military aid. He considers that this aware-
ness will not only make the Swedes think more seriously
about their isolation but will prevent them from arguing with
the Danes and Norwegians that US military aid is possible
without membership in a North Atlantic Pact.
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FAR EAST

2 v N - p _
of the military situation may socn lead toa breakdown of
local authority in Shanghai. The Embassy points out that
during the chaotic pericd preceding the Communist occupa -
tion, foreign lives and property in Shanghai may be endan-
gered. The Embassy suggests that in such circamstances
the US Navy ‘‘may feel obliged to take unflateral action,”
sending forces ashore to protect US lives and to aid in an
emergency evacuation. The Embassy considers that it
would be more desirable if, by prearranged invitation of
the Chinese Government, an international force performed
such policing, and believes that such an arrangement would
probably be acceptahle to the Communists.

Natiomalists may lnve “wrltten off”’ Shanghai--The

siders that the Natnoml Gowrnment may have already

““written off’’ the Yangtze delta. He bases this view on
Information indicating that: (a) the Government has ordered
the transfer within two weeks of all Shanghai ammaunition
and military supplies to Fukien Province; and (b) Nationalist
troop strength in the delta area is less than 30,000.

’
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. US urges tripartite statement on Berlin--The Department

of State has informed the US delegation in Paris that it inter-
prets Marshal Sckolovsky’s recent letter to the three military -
governors in Berlin as a blatant attempt to place responsibility
upon the western powers for the Berlin elections of 5 December
thus making them appear responsible for splitting the city’s
administration. The Department considers that: (a) this letter,
together with recent events in Berlin, provides clear evidence
that the USSR 1is using illegal methods to secure control of
Berlin; (b) 2 continuation of such methods may well constitute
a threat to peace equivalent to that already created by the
blockade; and (c) the western powers should issve a statement
which would dencunce these Soviet tactics and demonstrate
Soviet interference with UN efforts to solve the Berlin ques-
ticn.

US Ambassador Smith in Moscow expresses his view
that it would be advisable for the US delegation at the UN to
issue a strong US statement ca this matter.

. US position on Tripolitania--The Department of State has

reminded the US delegation at the UN that a US vote against
Italy on the disposition of Tripolitania may not only damage
US prestige in aly but might endanger the present Raliap
Government. The Department has therefore instructed the
US deiegation: (a) to avoid voting against italian trusteeship
for Tripolitania, if possible; and (b) to regard a postponement
of the Italian colonies settiement as the only desirable altexr-
native. The US delegation has also been instructed, in view
of the US commitment to obtain a British trusteeship for
Cyrenaica this year, to secure British approval before ad-
vocating general pestponement of this guestion,
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. Bmt ish nosith ian colonies ~~According to US
Embassy London, the UK Foreign Office still intends to make

_ every effort at the current General Assembly session to obtain
a trusteeship over C_'yrenaica because the British realize that
the chances for obtaining such a settiement will be less favor-
able next year. Although the Foreign Office will reportedly
work for postponement of a decision on Libya if the US-UK
program is not approved, the British are exiremely anziocus

to chtain an immediate disposition of the two remaining Ialian
colonies (Eritrea and Kalian Somaliland). The UK considers
its present expense in admmhmrhng these two colenies to he
burdensome.

FAR EAST

. CHINA: Removal of National ‘Government from Nankine--

» 'usually reliable” Chinese 3.3(h)(2)
official that certain Nationalist leaders kave submitted to
Chiang Xai-shek a plan for the removzl of the Government
from Nanking to Canton and Chungking., Source believes

that Chiang has concurred in principle to this plar and has
given his tacit consent. In transmitting this report, US-Em-

. bassy Nanking comments that it is hard to see how the trans-
pianted Government will be able to perform its essential
functions and exercise effective control over.the uncccupied
porticns of China. The Embassy cansiders therefore that
provincial administrations in west, southwest, and south
China will probably develop a ﬂcnsiderable degree of auto-
nomy,

The US Mﬂii'ary, Navai, and Air Attaches in Nanking
report that the Nationalist Foreign Office is ‘‘definitely’’ ,
going to Canton and the other departments will probably be . ¥
split between Canton and Chungking, The Attaches consider g
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that the remaining Nationalist defense positions above the
Yangtee River have been made hopeless by Communist in-
filtration and the prevailing general confusion.

(CIA Comment: CIA believes that this belated,
poorly-organized effort to move the National Govemment
will involve a seriocus loss of prestige and authority. The
transferred Government will probably be unable to main-
tain control in the greater part of non-Communist China for

long.)

R

THE AMERICAS

ECUADOR: Dissatisfaction within the army increasing-- :

The US Military and Air Attaches in Quito roport that a ;
‘‘subversive movement inside the Ecuadoran Army’’ is grow- !

ing fast and that the situation is very tense. The Attaches

also report ‘‘strong indications’’ that an army coup may be

expected.

(CIA Comment: CIA reports indicate that the leaders
of the dissident army groups are opposed to President Galo
Plaza. These opposition forces are capable of gaining con-
trol of the army by effective collaboration.) :

eyt st
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1. US views on policing Shanghai--The Department of State

has informed the US Consul General in Shanghai that it s
disturbed by the possible implications of an international
police force for Shanghai, as proposed by the mayor of
Shanghai for the period of transition to Communist rule.
The Department considers that the establishment of inter-
national control during this perfod would involve: (a) the
use of a considerable force; (b) the problem of ensuring
the city’s food supply; and (¢) the necessary inclusion of
Soviet forces. The Department also believes that, if such
an international force assumed control, the Commnnists
might not only avold responsibility for municipal rule in
Shanghai until the time seemed propitious for taking over,
baut might try to precipitate clashes between the inter-
national force and Communist underground elements. The
Department concludes that the risks and implications of an
emergency landing of US Marines to protect US citizens
appear far less serious than those involved in policing

the entire city.

2. Dutch ‘‘pessimistic’’ about Indonesian discussions--US
Ambassador Baruch reports from The Hague that Nether-
lands Prime Minister Drees 18 ‘‘quite pessimistic’’ about
the outcome of the Dutch-Republican conversations in In-
donesia. Drees expressed to Baruch the opinion that the
Republicans are relying absolutely on thefr impression

- that the US and the UN will not permit Dutch military action
in Indonesia. Baruch received from Drees the impression
that aithough the Dutch regard a peaceful settlement as still
possible, Dutch military action is inevitable if an early
settiement is not reached.

The US representative to the Good Offices Com-
mittee in Batavia reports that Dutch-Republican conver-
sations are now at an extremely critical stage. Th% C,g
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representative indicates that he hopes to secure from Re-
publican Premier Hatta a clarifying statement on crucial
military questions, which may be effective in preventing
the Dutch delegation from abandoning the conversations.

_ (CIA Comment: The key issues in the Indonesian
dispute eontinue to be the method of implementing the truce
and the disposition and control of Dutch and Republican
military forces. CIA considers that: (a) it &3 highly unlikely
that the Hatta Government can meet the present Dutch de-
mands and survive; and (b) the continnance of Dutch-Repub-
lican conversations and the averting of military action depend

primarily on what pressure the GOC can bring to bear upon
the Dutch.) _

TO CRET
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1. US may be blamed for Latin American coups--US Ambas-

sador Warren in Asuncion expresses concern over the fact
that political instability in various Latin American countries
may be conducive to the establishment of further military
governments similar to those recently set up in Peru and
Venezuela. Warren suggests that the use of US arms and
munitions by the groups accompiishing such military coups
may lead democratic elements in Latin America to blame
the US for such coups. The Ambassador further expresses
the opinion that the present US recognition policy plays into
the hands of military groups and could contribute to eventual
dominance by the military caste throughout Latin America.

(CIA Comment: CIA considers that military govern-
ments established to date would have come to power with or
without US arms and munitions. CIA agrees, however, that
democratic elements favoring the civilian governments
displaced by such coups may feel that US arms made the
coups pessible.)
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. Seahng of Greek northern border held necessarz-—US Mmi- C_Mn s

ster Heath in Sofia feels that the recent efforts of President -
Evatt and other General Assembly officials to.arrange for

the ““conciliation’’ of Greece’s dispute with the northern
neighbors are irrelevant and serve to confuse the real

issue. Heath considers that the US should take every
opportunity to point out that the dispute is not an ordinary
border guarrel but a blunt case of interference by three

Soviet dependencies in the internal politics of a UN member.
Heath believes that completely cutting off outside aid to the
guerrillas is the only solution to the Greek problem, and

“he suggests that the US wait no longer to make the sealing

of Greece’s northern border the immediate objective of its
Greek policy.

(CIA Comment: CIA considers it unlikely that the
current talks between Greece and the northern neighbors

will have any constructive results, notwithstanding optimistic |

reports from President Evatt of the General Assembly.)
FAR EAST

. CBINA: National Government lea N n --US' S-S

Embassy Nanking reports that a ““very considerable exodus’’
of Nationalist officials from Nanking is already under way.
The Embassy indicates that certain key Government figures
will remain until the last moment in order to lend credibility
to public announcements that the Government intends to stay.
The Embassy estimates that the Nationalists will not be able
to move the entire government and will have to abandon the
““pottom tlnrd or half’’ of the Nanking personnel.
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3. INDONESIA:

: Dutch-Rep_.l%can talks broken off--The US
representative to the UN G ces Committee reports
that: (a) the recent Netherland-Republican conversations
have broken down; and (b) the Dutch mission is returning
to The Bague where it will recommend that a provisional
government be set up immediately without the participa-
tion of the Indonesian Republic. The US representative
indicates that the talks broke down because of the Republic’s
insistence on continued control of its own military forces
and because of the MIureoﬂheDutehto meet the Republican
Premiers request ior a gentleman’s agreement not to use

troops in the Republic’s territory without the consent of
the projected federal government.

(C1A Comment: CIA believes that the Dutch will
procecd without the Republic in the establishment of an
interim government but will not resume *‘police action’’
immediately. The Dutch will probably wait until accelerat-
ed economic and political deterioration in Republican terri-
tory have precipitated incidents sufficiently serious to
bolster Dutch claims that military action 18 necessary.)
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1. US policy con G --The Department of S-TS

State has informed US Embassy Athens that no attempt
will be made to provide US support for the establishment ‘
of a Greek army large enough to seal the northern borders :
of Greece or to defend Greece against full-scale invasion.
The Department indicates that US military aid will be made
available to Greece only to the extent required to eliminate
large-scale guerrilla activity and thereafter to maintain
reasonable internal security. The Department declares
that military aid furnished to Greece will be evaluated in

relation to the requirements of other countries which are

united with the US in rasisting Communist expansion. The :
Department adds that the US will not reduce its assistance f
below that required to prevent the domination of Greece by i
Communist elements without giving careful consideration to :
the impact such a decision would have on overall US objectives. _ :
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. UK to take no further initiative in UN on Palestine--A British

Foreign Office official has informed US Embassy London that
the UK has decided to take no further initiative regarding
Palestine at the General Assembly. The Foreign Office has
mstructed the UK delegation at the UN that it should not join
in‘any lobbying’’ and should advise the Arab delegates of the
British view that their opposition to the UK draft resolution:
(a) is highly irresponsible and prejudicial to the best interests
of the Arabs; and (b) makes it practically impossible for the
British delegation to attempt to cooperate with the Arab dele-
gates any more.

IAR EAST

. CHINA: Nationalist Navg withdrawing from nggmo--US

Embassy Nanking and the Commander US Naval Forces
Western Pacific have been informed that Chiang Kai-shek
has approved plans for the removal of the Tsingtao Naval
Training Base and other naval installations to southern
Taiwan. The Embassy indicates that the Chinese Naval
Academy, now at Tsingtao, is to be established on the main-
land at Amoy.

Fall of Nanking thought imminent--The US Naval
Attache in Nanking has peen informed by a usually reliable
source that the feeling is prcvalent in the Nationalist High
Command that Nanking can hold out no longer than ten days
to two weeks after Government forces in the Hsuchou sector
have been annihilated. The NA reports that all civil and mili -
tary aircraft available are to be used in an effort to supply the
encircled Nationalist units. The NA adds that Chiang Kai-
shek is pleading with General Chennault to re-form the
American Volunteer Group by any means possible.
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The Military Attache in Nanking transmits a Nationalist ;
High Command report that the two surrounded Nationalist groups E

in the Hsuchou-Pangfou area can hold cut for only a few more i
days. The MA considers that the situation in this sector is hope-

less.
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. sue im --US Embassy. The 5-$ oo
Hague expresses serious concern over possible repercussions . ‘I
in the Netherlands caused by US representations to the Dutch ‘ |

Government on the current breakdown of negotiations in Indo- i

nesia. The Zmbassy fears that such repercussions could lead |

to the fall of the Government and considers that some helpful ‘1

step 18 needed to ease the Government’s situation. :

Indonesian Republic to appeal for UN action--The US delega- $-5 ; |
tion to the UN reports from Paris that representatives of the z |
Indonesian Republic have urged prompt Security Council action
on the Dutch-Republican dispute before ‘the Dutch Cabinet has
made its ‘‘final decision’’ on Indonesia. The Indonesian Re-
public reportedly seeks an SC resolution which will call upon
both parties to avoid military action and will expand the author-
ity of the present UN Good Offices Committee in dealing with
the dispute. _

. UN Mediator considers time to force Arab-Jewish ment-- 5-5
According to US Consul Burdette in Jerusaiem, éctlng T?N %ﬁfor 5-5
Bunche believes that the psychological moment has arrived to CA-S

exert strong pressure for an Arab-Jewish agreement. Bunche

points out that: (a) Lebanon desires no further involvement in

Palestine; (b) Syria is incapable of military action; and (c) King

Abdullah of Transjordan has ‘‘pleaded’’ for stzong UN directives

that an armistice be reached with the jews. Bunche adds that the

main difffculty has come over Jewish-Egyptian negotiations, but

that the Egyptians have now agreed to permanent truce lines.

According to the US delegation at the UN, Bunche also regards

the fatlure of the US to recognize Transjordan to be a real factor

in the problem because non-recognition has made Transjordan

more hesitant about taking the initiative in political discussions

with the Jews.
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: East Berlin mayor may be des%g to West--
US Ambassador Murphy in Berlin has that Friedrich
Ebert, the newly-elected mayor of the Sovist-approved east
Berlin government, has informed the western powers that he

wlshes to abandon his post and flee from Berlin.

(CIA Comiment: CIA considers it possible that this
report may be a ‘‘plant”’ designed to embarrass the rump
east Berlin government in its relations with the USSR. K
carried out, Ebert’s flight will: (a) provoke a vitriolic
Soviet propaganda campaign in which the USSR will accuse
the western powers of kidnapping; and (b) possibly prompt
the USSR into initiating as extensive a terroristic campaign
in the western sectors of Berlin as its limited capabilities
will permit.)

1. GERMANY

' French, Prosident Aurich hos confided to 05 Arbascadm

Caffery his fear that the Queuille Government may fail to
procure Assembly approval of the projected budget and fis~
cal reform measures. Auriol declared that if the Govern-
ment should consequently resign, he would not know whom
to call upon to form a new government, Auriol said that
only as a last resort would ke call upon De Gaulle and ex-
pressed the opinion that De Gaulle would not in any event
be able to secure the necessary vote of confidence from the
Assembly at this time.

(CIA Comment: CIA belteves that although the Gov-
ernment faces a real danger of falling on the question of the
fiscal proposals, President Auriol has expressed his fears
to Ambassador Caﬂery in the bope of obtaining US support
for these measures.)

Document No. _D_U

861

3-T¢

-1 - NO CHANGE in Class. []
DECLASSIFIED
Class., CEANZSD TO: TS
DDA Mumu, 4 ’ﬁr 77

s N

Date: 16 MAR 1973 By: 028

Approved for Release: 2018/10/18 C06749335



Approved for Release: 2018/10/18 C06749335

TOP

NETHERLANDS: n interim government--
The Dutch Foreign Minister has tnformed US Embassy The

that the Nethsrlands Cabinet bas decided: (=) to pro-
ceed immadiately with measures to set up an interim federal

for the Netherlands East Indies, with provision .

for partictpation by the lndenesian Republic at soms later
date; and (b) to inform the Good Oifices Committee of the
Dutch Government’s conciusions that further negotiations
with the Republic offer no possiility of securing an agree-
ment which would be acceptable to the Netherlands.

(CIA Comment: CIA believes that the announcement
by the Dutich of an interim government without the Republic

" will precipitate a Republican appeal to the Security Caouncil.

K the SC fails to obtain further negotiations between the
parties, the repercussions in Indonesia will probably lead
to 2 renewal of Dutch “poltce action.”’)

Rattle for {antral (2108 _
Military Attache in Nanking belicves that battle for

end--The US 515

Central China is approaching its conclusion. The MA re- wAv =S

ports that over two-thirds of the encircled Nationalist
Army group scutiswest of Hsuchou have bsea eliminated
and the remainder will probably be wiped cut in the next
three days. The MA considers that the fall of these units
will precipitate the elimination of the encircled Twelith
Army Group scuthwest of Suhsien. The MA adds that the
Nationalists appear to be evacuating Pangicu, their last
1line of defense north of the Yangtze, in order to avoid a
Communaist encirclement maneuver.

(CIA Comment: CIA believes that the batile for
Central China is rapidly nearing its conclusion and that
Comnnnist occupation of Nanking may now be only a
matter of weeks.) '
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Shanghai not to partlclpate in any joint consular action which
would place the US or {is representatives in the role of guaran-
tor or mediator in the turnover of that city to a successor
Chinese government. The Department adds, however, that
the Consul General may take action based on humanitarian
considerations as long as it is clearly understood that such
actions do nct involve political commitments on the part of
the US.

: Continued presence of US Navy at Tsingtao urged--
The Commander US Naval Forces Western Pacific belteves
that the planned withdrawal of the Chinese Navy from Tsing-
tao should, by removing a possible military objective for
Communist attack, strengthen the sscurity of US forces in
Tsingtao. He points ocut that by rematning at Tsingtao the

US Naval Forces can insure a minimum of disorder in a future
turnover of authority at the port. He considers that the Navy's
presence at Tsingtao indicates a determination to protect

US lives and interesis throughout China, gives reassurance

to all foreigners in China, and provides a stabfilizing influence
on the Chinese situation by compeliing the respect of both
Chinese Communists and Nationalists. He warns that the
withdrawal of the US Navy would precipitate violent disorders,
loss of 1ffe, and widespread destruction of property in all the
large commmlﬂes iz Chim.

TO T

Approved for Release: 2018/10/18 C06749335




e -
; Approved for Release: 2018/10/18 C06749335

W 862

NEAR EAST - AFRica

1. TRANSJORD4
N: US reéeoo
at Amman coneyrg on urged-~The yg R .
extension of de facto re::)g; O UN Mediator Bxﬁnpff setgtatwe s
- rge Aonbythevs “he at s

'W;’.. Israelis to the

ie ) itish ondon trap

recognition of Transjor de :;' ‘;igdfl Otfice would welcom: %its
efinite Coatribution to Mi:i'dle

Approved for Release: 2018/10/18 C06749335



| M Approved for Release: 2018/10/18 C06749335 18 DEC 1948
1

50 863 -
TOP ET i

@
52]
&
g
t

by INCLL AeOALe on Indopesian diSm
Representative Cochran in Batavia points out that the Nether-
lands Government has ciosed the door to negotiations between
the Indonesian Repubiic and the Netherlands by rejecting the
premises of the recent US aide-memoire, Cochran believes
that there is ‘“‘no alternative’’ to immediate Security Council
debate on the Indonesian question. He therefore recommends -
that the US withdraw from the Good Offices Committee and =
reiterate in the Security Council that the US favors the “draft :
agreement’’ officially accepted by the GOC as a basis for
negotiation. { The Dutch reply to the US aide-memoire tadicts .
the Republic for its failure to recognize the sovereignty of the .
Netherlands during the interim period prior to the estabiishment .
of a United States of Indonesia. The reply declares that unless
the Republic recognizes Dutch soverei , the Netherlands
Government will be cbliged to make a ‘‘final decision’’ on the
method of ‘‘implementing its pledges to the peoples of the
- ) Netherlands and Indonesia.’’)

THE AMERICAS

2. COSTA RICA: Agreement with Caribbean Legion reached--A ¢/4-s
CIA source reports that the Costa Rican Government and the
Caribbean Legion bave reached an agreement providing for
the inclusion of Legion officers, men, and materiel in the Costa
Rican army.

(CIA Comment: CIA believes that in order to obtain the
support of the Caribbean Legion, President Figueres of Costa
Rica has probably had to promise future support for the Legion
in destroying the Somoza regime in Nicaragua. CIA estimates
that the Legion will now also have greater Guatemalan assistance.)

Document No., K T
NO craweg - -

ki
i
‘
i
:
4
'

R

Class, [J
-sQECLASSIFIED
Class. ciigrop T0: g

703 S
DDa Mewmo, a4
. ot SO, 4 Aprp
BERth: oy pog;. 77 155377

Approved for Release: 2018/10/18 C06749335



. - Approved for Release: 2018/10/18 C06749335 14 DEC 1948

L oai .

864

a——

GENERAL

1. w@W&MWS -5
Representative Co in Batavia transmits a letter he has :
received from Prime Minister Hatta, which outlines in detail '
the present Republican position. Hatta's letter indicates that
the Republic accepts without qualification the principles of
the Renville Agreement and emphasizes that the Republic re- :
cognizes the Netherlands’ sovereignty in Indonesia during the I
interim period. The letier specifies various concessions which P
the Republic is prepared to make and asks that the Netherlands
voluntarily impose limitations, to be clearly defined in an
reement, on the exercise of its sovereign power. Cochran i
congiders that this letter merits careful consideration and-
expresses the hope that the Netherlands Government will not
only take cognizance of this reasonable approach but will
agree to the remewal of negotiations and the postponement of
the establishment of an interim government.

ARl il

FAR EAST

2. CHINA: Possible retirement of Chiang Kai-shek--Nationalist wayv-rs
Vice President L1 Tsung-jen has told the US Naval Attache
in Nanking that Chiang Kai-shek is considering the possibility
of “‘stepping-down.”’ According to the NA, Li suspects that :
Chiang may merely be attempting to forestall the develop- .
ment of a coup which would force him from power. Li report- :
edly plans to avoid being forced to accompany Chiang if the :
Generalissimo withdraws from Nanking without turning power
over to Li. -

Li also toid the NA that on beciming head of the

Nationmal Government he plans to: (a) cease military operations
and open peace negotiations; (b) call a conference of people’s :
representatives to draw up a ‘“‘realistic platform®’; (c) dis- ]
charge corrupt officials; (d) request publicly that US economic
and industrial aid be distributed equitably regardless of )
previous political and military affiliations; and (e) move the o

capital to Peiping. " Document No. _06S -
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(CIA Comment: CIA belleves that decisive political
developments, possibly involving the retirement or flight

of Chiang Kai-shek, can now be expected at any time. A
successor government under Vice President Li would find

it difficult to carry out a program of its own; such a govern-
ment’s attempts to negotiate a settlement with the Communists
would lead, sooner or later, to the establishment of a Com-
munist-controlled coalition government for China.)

THE AMERICAS

3. COSTA RICA: Pgssible counter-invasion of Nicaragua--US w~avy -s
Ambassador Shaw in Managua has transmitted a detailed
report which indicates that the recent invasion of Costa
Rica has had both ‘“‘moral and material assistance’’ from
Dictator Somoza of Nicaragua.

ﬁ—ﬁﬁﬁlﬂlﬂ—mn ey e,
Costa Rican offic t orces in Costa Rica, including

the Caribbean Legion, will combine to attempt a counter-
invasion of Nicaragua if they are otherwise unable to dispel .
the revoluticnary forces now invading Costa Rica.

(CIA Comment: Unless the present disturbances in
Costa Rica are quickly suppressed, inter -governmental re-
lationships in the area will rapidly deteriorate to the point
where violeace and blocdshed become generalized. In such
an event, US lives and property, especially at points adjacent

to airports, will be endangered.)
er coun detas- <l4-S
that the chie :

LGﬁtém:mm armed forces has approved a plan for an army
coup during the week ending 18 December.

4. GUATEMALA:
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in Batavia that m 13 Decemher leuer from nepublican Pre-

mier Hatta offers adequate and practical grounds for the re-
sumption of negotiations, efther within or outside the Good

Offices Committee. The Department has authorized Cochran ,
to telegraph the contents of the lotter to the UN Security -
Councfl. US Embassy The Hague reporis meanwhile tin¢ —
Neﬁherlands Foreign Oftice offi¢ials consider the letter to -
be ‘a major cancession’’ by the Republic.

: ipports US posiiion on Indonesia --Premier

Spask hs told US Embassy Bmsels that be approves the
USpnsiﬂmon Indaonesia and feels that the Dutch are being
‘“‘obstinate’’ on this question. Spaak views the pressure of
Duﬁeh military leaders for military action in the area as

“‘very dangerous,’’ and fears that such action, unless it were
immediately and sweepingly successful, would create a sitea~
tion in Indonesia similar to that in Greece. Spaak proposes
that a Washington meeting be held of top-level cofficials of
the governments constituting the GOC (US, Belgium, and
Australia). Spazk comsiders tiat such an '‘ad hoc GOC"’
meeting counld produce results by summoning the Republican
Premier and the Dutch Foreign Minister and making strong
statements to both.

(CIA Comment: CIA considers that this endorsement
of the Hatta letter by the US, combined with Beigian support
of the US position, wiil probably persuads the Duteh to re-

sume negotiations with the Republic thercby postponing the
possibility of Dutch “‘police action’’ and the necessity for

Security Council action.)
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has informed US Charge Steere at The Bague that he has been
able to win Dutch Cabinet agreement for the dispatch of a reply
to the 13 December letter of Indonesian Premier Hatta. Stikker
had previcusly told Steere that: (a) he had no confidence in the
possibility of reaching any agreement acceptable to the majority
of the Dutch people; (b) the situation in Indonesia is deteriorating
steadily; (c) there is a real danger of the Dutch Cabinet falling un
this issue; and (d) there is much sentiment in the Netherlands for

a strong course of action in Indomesia.

US prefers void Security C¢ te on Indonesia--
The Department of State had advised the ‘US delegation at the UN
in Paris that it much prefers the avoidance of Security Council
discussion of the Indonesian question at this time.

FAR EAST

. CEINA: Central China Nationalist forces thought defeated--US

Embassy Nanking reports that the battle in the Pangfou-Esuchou
area is entering its finzl stage with an early Communist victory
assured. The Embassy believes that the Communists possess the
capability for crossing the Yangtze in force with little prior pre-
paration and for occupying the Shanghai-Nanking area shortly
thereafter. Although the US Military, Naval, and Air Attaches in
Nanking concur in the view that Central China Nationalist forces
have been defeated, they are of the opinion that 2 Communist
crossing of the Yangtze River may be delayed for an indefinite
period as a result of the depletion of Communist supplies.

The Embassy also reports that strong opposition to the
National Government exists in South China and that the Govern-
ment might even face armed opposition in attempting to move
to Canton.

-1 . Document No. %’,

W6 Dec 1948

866

--Foreign Minister Stikker 3-5

.S

$-3

NO CHANGE in Class. []

DECLASSIFIED
Class. CH&HGED T0s TS S
TOP ET DDA Memo, 4 Apr 77

Auth: DDA Rit. 77/1783

Dates

Approved for Release: 2018/10/18 C06749335

16 WAR 978 5., 02F

e

P L e Y



Approved for Release: 2018/10/18 C06749335

" TOP RET

. {CEA Comment: CIA concurs with the Service Attaches
in believing that all effective Nationalist forces in the Hsuchou-

Pangfou area have beer successfully contained by the Communists.

CIA congiders it quite possible that the Communists have tempo-
rarily retarded operations, as a consequence of their severe
losses, in order to regroup and resupply prior to pressing on

Nanking. )

Chiang asks US advice on ‘‘stepping ”’--US Ambas-
sador Stuart has recently been asked by an emissary of Chiang
Kai-shek for advice as to whether Chiang should withdraw
from active control of the Government. Stuart replied that US
nationals had gained the impression that the great mass of
Chinese people desired the retirement of Chiang Kai-shek,
whom they regard as the principal obstacle to peace. Stuart
also told the emissary that what the people of China want and
are willing to support is the dominant factor in the formation
of US policy os China.
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The Department cf Smte has advised US representatives in Lon-
doa and Paris of its view that the work being done on the Berlin
currency situation by the Security Council’s Experts Committee
is most likely to be unfruitiul. The Department therefore con-
siders that the western experts dealing with the commiitee
should ““remain aloof’’ and not bargain, in order to avoid being .
led by constant pressure to make piecemeal concessions to the S
Soviet viewpoint without having foreknowledge of the Soviet
counter -proposals. The Department believes that by refusing
to negotiate with the Committee,the western bargaining posi-
tion can be preserved a.nd the western powers can ‘‘await

with some confidence’’ a report from the committee, if one

is made, which would steer a middle course between the op-
posed views of the western powers and the USSR. The Depart-
ment declares that only after such a report bas been analyzed
in the light of political conditions then prevailing in Berlin
can the western povers jointly determine whether the report
constitutes a useful starting point for negotiations through

the intermediaticr of a neutral group.

J ang I ' zotial ns--The Kalian Legation Cla-¢
in Belgrade has tnformed US Ambassador Cannon that an Relian-
Yugoslav agreement has been reached for the opening of nego-
tiations in both Rome and Belgrade on currently cutstanding
differences. Such negotiations will reportedly deal with repar-
ations, compensation for Italian property confiscated by the
Yugoslavs, fishing rights, regulation of border traffic, and
exchange of prisoners. Cannon comments that development
of such discussions indicates a Yugoslav desire to clear the
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3. US requests clarification of Dutch intentions in Indonesia--The
Department of State has informed Dutch representatives in
Washington that if 1t is the intention of the Netherlands Govern-
ment to continue negotiations with the indonesian Republic, the
Government should issue an authoritative expianation to that
efiect, to accompany the Dutch reply to Indonesian Premier
Hatta's letter of 13 December. The Department considers that
the Dutch letier of 16 December leaves little leeway for such
negotiations. US Embassy The Hague reports that the Dutch
Foreign Office has described the Dutch letter to Hatta as
“‘truly the last possible move from the Netherlands side.”’
The Dutch Foreign Minister has informed the Embassy that
he can keep the situation within the Dutch Government ““in
band’’ only until 18 December. The Embassy considers that
the Dutch reply represents a demand for ‘‘immediate’’ Repub-
lican participation in the interim government; the Embassy
indicates that the Dutch intend to go ahead in any case and do
not envisage a resumption of negotiations through the Good
Offices Committee.

(CIA Comment: CIA considers that: (a) a negotiated
settlement is no longer possible in view of the apparent in-
ability of the opposing sides to compromise their differences;
{b) the Dutch remain firmly determined to establish the interim
government either with or without the Republic; and (¢) Dutch
police action in the next few weeks is a distinct possibility.)

FAR EAST
. CHINA: Mutiny among Nationalist North China forces--The

5-5

NAVY

Assistant US Naval Attache in Peiping has been told by Fu Tso-yi,

Nationalist Commander in North China, that at least three of his
Nationalist armies and part of the Chinese Air Force have re-
fused to cbey his orders and that local garrison troops are act-
ing independently. Fu also declared that unless these troops
are ordered by Chiang Kai-shek to cbey Fu, Peiping will fali.
The Assistant NA further reports that Fu’'s effective forces

now total only one division and that the bulk of his remaining
forces have been cut off between Kalgan and Peiping.

TO ET
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FAR EAST

" Chief of the Joint US Milltary AGvisory Group (JUSMAG) at

Nanking recommends that the US immediately stop all mili-
tary and economic aid from entering China at any point north
of the Yangtee River, except or supplies going to Tsingtao.
for the exclusive use of personnel there. The JUSMAG Chief
considers that the military situntion in East Central China
is hopoless and believes that the Government faces com-
plete military defeat as a consequence of losing its forces
now operating in this area. He is convinced that Fu Tso-yi,
the North China Nationalist leader, has made a deal with

the Communists,
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1. US views on Security Council action on Indonesia--The De- $-S :

partment of State has advised the US representative to the

Security Council in Paris not to ‘assume a position of out-

standing and solitary leadership’’ in the Indonesian case,

but to act in association with as many SC members as

possible. The Department considers that the Security Coun-

cil’s first objective should be to call upon the parties in the .
dispute to desist from further hostilities. -

(CIA Comment: CIA believes that the USSR may be
preparing to take the initiztive in the Indonesian case when
the SC reconvenes on 22 December.)

.. - -Dutch to persist in police action--US Embassy The Hague <4 -$
@es its belief that the Dutch intend to carry throu
ith th rations in Indonesia regardless
action by the UN Security Council. The Embassy(noteS that
the Dutch public regrets that police action was halkked-in
and will now insist that the Government carry this new action

to a successful completion even in the face of international

condemnation.

FAR EAST

2. CHINA: US Embassy views.on of munitions shipments-- $-7$
US Embassy N expresses its belief that the stoppage of
US munitions shipm -National- Government at this

time would inevitably be interpreted as confirmation of the al-

ready growing belief that the US is ‘“‘through with’’ Chiang

Kai-shek and favors a coalition with the Communists. The

Embassy states that cessation of munitions shipments would i

certainly discourage forces, both in and out of the Government, 3
!

¥hd)wish to continue resistance and would inevitably doom their
efforis to failure. ¥ US policy continues to involve support of

Document No. 016 . -

NO CHANGE in Class. [J '
-1 . N

ﬂ TECLASSIFIED

Cirass., CLITTLD 103 TS S C
DA Hzmo, 4 Apr 77
T Toa B, 77,2753

te=2: 16 MAR 1978 Ey: 029

Approved for Release: 2018/10/18 C06749335



Approved for Release: 2018/10/18 C06749335

TO ' T

these anti-Communist elements, the Embassy recommends
that future munitions shipments be diverted to Canton rather
than Taiwan, because: (a) when Chiang Kai-shek is forced
to flee Nanking his headquarters will probably fall back first
to Nanchang, then to Canton, and only at a much later date
to Taiwan; and (b) military shipments to Taiwan would at
this stage increase the known concern of the native Taiwan-
ese over the influx of Nationzl Government organizations to
Taiwan. '

Li Tsung-jen’s leadership prospects questioned--US 5-5
Embassy Nanking has been informed that Vice President

Li Tsung-jen has been negotiating with Communists in

Shanghai and Hong Kong in an effort (o secure Communist

recognition of the present Government under his leadership,

when and if Chiang Xai-shek leaves office. According to
the Embassy, Li also approached Soviet officials in Nanking "
who expressed the opinion that the Chinese Communists

would not recognize 2 continuation of the present Govern-

ment, but perhaps would recognize a ‘‘temporary provisional

government’”’ under Li’s leadership. The Embassy questions

Li’s ability to head a new government, however, because Li:

{a) is coafused as to the most suitable course of action;

(b) appears to lack the courage to ask Chiang Kaf-shek to

retire as long as Chiang controls the local garrison and

‘secret police; and (c) is not included in consultations among

other Government leaders cver the question of Chiang’s

succession.
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. Reaction to Dutch moves in Indonesia --US Embassies London
and Canberra report that representatives of the Foreign Of-
fices in both countries have indicated their strong displeasure

with the Duteh action in Indonesta. The UK Foreign Office,
however, has indicated that it would be most reluctant to
invoke sanctions under the UN Charter because of: (a) appar-
ent Dutch determination to carry on ‘‘police action’ despite
the threat of sanctions; and (b) fear for the effects on rela-
tions within the western European union. US Embassy New
Delhi, meanwhile, has been relizbly tnformed that the Indian
Government is so indignant over the Indonesian situation that
it may break off relations with the Netherlands and deny the
Dutch the use of Indian ports and aixfields.

. US proposes resumption of Austrian treaty talks--The De-
partment of State is transmitting, subject to British and
French agreement, a note to the Secretary General of the
Council of Foreign Ministers concerning possible Austrian
treaty negotiations. The note proposes that the US, British,
French, and Soviet deputies meet in London about 7 Feb-
ruary 1949 to discuss the basis for the reopening of such
negotiations and the early conclusion of a treaty reestablish-
ing Austrian independence.

FAR EAST

. CHINA: Continuation of US aid for South China urged--The
Chief of the Joint US Military Advisory Group (JUSMAG) at
Nanking estimates that the Nationalist army will be defeated
in the immediate future and that the National Government will
either be forced to leave Nanking or be overthrown within

the next few weeks. The JUSMAG Chief believes that the
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Communist armies will not stop at the Yangtze after defeating
the Nationalist armies in Central and North China but will
continue south, destroy all remnants of the Nationalist forces
in South China, and establish a Communist-deminated govern-
ment over all China, possibly excepting Taiwan. The JUSMAG
Chief considers that further military and economic aid will
have little effect on the National Government’s position either
new or in the future. He recommends, however, that as long
as the present National Government continues, US aid

should not be withdrawn abruptly but shouid be continued in
South China and Taiwan. He believes that the abrupt curtaili-
ment of US aid would be widely condemned and would be a
blow to US prestige.
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| 22 December 1648
DUTCH MILITARY ACTION IN INDONESIA

Dutch militazy actior was instituted iz Indonesiz on
18 December, one hal-hour after a Netheriands Government
representative in Indomesia had informed the Chairman of the
UN Good Offices Commitiee (GOC) of his Government’s {n-~
tention to termintte the Renvilie truce agreement with the
Republic. Dutch forces are now establishing military control
over Republican areas {n Sumatra and Java, Members of the
GOC in Batavia (US Representative Cochran and the deputy
Australian represeatative) immedfately forwarded a report
which asked ior prompt Security Council action. They charged
that the Netherlands Government had not fulfilled its obliga-
tions under the Renville agreement because it had failed to
inform all members of the GOC of the contemplated action
and, by cutting telegraphlc communicatians, had made it
lmposslble to inform the Republic. The Secnrity Council is
scheduled to hear the case on 22 December.

Dutch Motives The Netherlands Government bas described
ite military action as 2 move to reestablish
peace and security in all Indonesin and {o eliminate terrorist
and {rresponsible elements. Actually, the Dutch are moti-
vated largely by the conviction that an inferim Indonesian
government under firm Dutck control must be established as
soon as possible. They do not really beliove that the Commu-
nist movement in Indonesia reprosents a threat of such mag-
nitude as to require action on the present scale. However,
in order to establish an Indonesiar government under Dutch
control,the Dutch must foreibly eliminate the Republic as a
do facto government in view of: (a) the apparent impossibility
of setiling Dutch-Republican differences cn Dutch terms; (b) the
Dutch fear that the Netheriands Goverament could not maintain
control over an interim government in which the Republic was

-1-
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represented; and (c) the difficulty of establishing such an -
interim government without Republic representation. More-
over, the Netherlands Government believes that maximum
economic benefits can only be realiged by restoring Dutch
control over Republican-held aress.

Guerrilla Warfare The Dutch have already caphured the
Republic capital and practicaliy all
Republican leaders. - Despite this success and the apparent
lack of eficctive Republican resistance, US security interests
bave been seriously threatened by the Duteh ‘‘police action.”
The removal from power of the pro-US moderates in the :
Republic has paved the way for the rise of a resistance move-
ment led by militant Communists and by extremist elements
formerly held in resiraint by the Republican regime. In the
initial stages, the Dutch can be expected to have considerable
success in maintatning law and order throughout the Republic.
The nationalist aspirations of the Indonesians, however, will
continue to conflict with the Dutch desire to retain a maxi-
mum amount of control. Guerrilla warfare and sabotage will
increase and compel the Dutch to continue the commitment
of substantial military forces in indonesiz. These commit-
ments will dslay full Dutch contribution te a western European
defense system and will constitate a cortinuing drain on the
finances of the Netkerlands Government,

Soviet Reactior 'The present situation in Indonesia will be
exploited in the Security Council by the
USSR, which will champica the aspirations of colenial peoples
and accuse the US of complicity in the Dutck action, Further,
the USSR can be expected to capitalize, throughout the Far
East, on the decline of US prestige which will follow the
collapse of GOC mediation efforts in which the US has had
a leading role.
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Rankin inAthensexpresses the belief thatany official and puhlic
mantifestation of diminished US interest in Greece during the
next few critical months might prove fatal to the Greek will to
resist Communism. Rankin points ocut that the Greeks, almost
alone of the peoples united with the US in resisting Commnnist
expansion, are confronted with open warfare which is instigated
and continued at Soviet behest. Rankin considers that the suc-
cess of this technique in Greeee would encourage the Commu-
nists to employ it elsewhere. He concludes that it wounld be
extremely dangerous to make insufficient allowance for Greek
morale factors when foreign atd appropriations are discussed

again in the US Congress.

Document No. 07

NO_cHaNGE in Class -

DECLASSIF JED
lass. CE‘IAHC’ED Tos IS S c

DA pesy
Auth r_v;;} o A& Apr 7y

Date: 16 Nan i
ate: \Ahﬂi Bys 7\28

TOP § T

Approved for Release: 2018/10/18 C06749335



Approved for Release: 2018/10/18 C06749335 23 DpEC 1948

50 - o
TORSGERET 872

EUROPE

1. YUGOSLAVIA: Opposition to separatist movement urged-- Sa5
US Ambassador Cannon expresses his serious concern over
reports of a movement within Yugosiavia for setting up an
independent Croatia. Cannon urges the “extreme importance’’
of dissuading the members of a2 ' ‘separatist’’ group from pro-
ceeding with present attempts to disintegrate the Yugoslav
state., Cannon considers that grave harm would be done to T
Marshal Tito’s ability to maintain his present stand with the .
USSR {f it wore to appear to the Yugoslav people that the US ‘
was backing a “‘separatist plan’’ for Yugoslavia, however
indirectly. He therefore recommends that the US be pre-
pared to disavow publicly any support for such a movement.
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' FAR BAST

1. CHINA: Peacefnl turnover in Teinwino expected--Acting US
Consul General Strong expresses the view that f US Marine
units now in Tsingtao are not withdrawn until the majority of
the Chinese Nat{omalist troops leave, the turnover to Commnu-
nist authoritics will be peaceful and there will be no need for
the Marine dstachment to rematn ashore. Sirong considers ,
that because the bulk of the Teingino population realizes that - -
the Communists will punish looters or saboteurs, the peopie =
will therefore romain quiet. Strong suggesis that if a ‘‘sig- : .
nificant namber’’ of Nationalist troops remain, it will be
dssirable to retain a small group of ‘‘carefully selected and
indoctrinated Marines.”’
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memmwdmwmm .
US-UK representaiions be made to the Greek King and Prime
Mnister tn order to impress upon the Greek loaders that the
situation nuist be taken in hand and that intornal political
maneuvering is o loxury Greece camnot afford, The Emiassy B
was also told that Foreign Secretary Bovin is ‘‘acid’’ on the | -
subject of Greece, wmmmmmm“wmm o
ennktherewhlchemldhoueedemme” |

mQGDecembarwedmmntwnuremhmd
Vice President L{ Tsung-jen and will {ssue a proclamation
to this effect ‘‘as soon as possible.”’ According to the Em-
bassy, which gives eredence to this report, Li then will
make an open proposal to the Chinese Communists for a
cease-fire order and a resumption of peace talks. H the
Communists reject this peace proposal, Lt reportedly plans
to make an appeal to the U3, the UK, France, and the USSR
for mediation. TheEmhassybauevesmt. (a)suchapro-
clamation will have a disastrous effect on whatever fighting
spirltmaysﬂnex!stmtheﬂaumaustm (b) the Com-
munists will roject Li's peace proposal; and (¢) without
Chiang, the Nationmal Government will be incapable of re-
grouping its forces in order to contirue resistance after
having made an oven peace move.

(C1A Comment: CIA agrees ¢hat a government under : :
Li would be cven less effective than the present Government !
in offering miliinry resistance to the Communists. CIA L
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believes that the Commmunists may refuse to negotiate at all

and will certainly aot acceds to any terms other tian thoee

:nh%hm)idmmmmcﬂwadammtc
hinn

I; | -- * s f"\ . - -«
. believes thtiho NMCMQMth&MMwm

fall to the Communists within & few days. The JUSMAG Chief
eonsiders, however, that the Communista will not attack
WMWWWMsMMM
Pe Tso-yi is forced to surrender or to reach an

with the Communists. Tike JUBMAG Chisf reports that all
effcctive Nationalist restatance north of Pangfou kas been
eliminated and that most Nationalist forees in the Pangfou

area have been withdrawn south of the Yangtse; he considera

a Communist drive to the Yangtee to be imminont,
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1. British estimate of Dutch intentions in Indonesia -~According ,
to US Embasesy London, the UK Foreign Oifice estimates that
the Dutch Government probably will: (a) issue a cease-fire
order in Indonesia but will reserve the right to combat guerrilla
or terrorist groups; and (b) anncunce the liquidation of the
Republic of Indonesia. The Foreign Office considers that the
Dufch will have great difficulty in setting up an interim govern-
ment because key non-Republican governments are reluctant
to participate and Republican leaders will probably refuse to
cooperate, even if released,

(CIA Comment: CIA concurs in this estimate of Dutch
intentions and probable difficulties.)

NEAR EAST-AFRICA

2. PALESTINE: Transjordan fearful of Israeli attack--US (t4-$S
Representative Stabler in Amman has learned that at a recent €14 -§
meeting between Israeli and Transjordan representatives, the
Israclis asserted that Israel is no longer interested in main-
taining the armistice between the two countries and insisted
on immediate peace talks. According to Siabler, King Abdullah
feels that the Israelis are prepared to resume hostilities to
achieve their ends and will attack the Arab Legion or the Tragi
Army, or both, unless Transjordan agrees immediately to peace
negotiatioans.

(CIA Comment: CIA believes that Israel is fully pre-
pared to continue military operations and at most will be only
temporarily restrained by the Security Councii’s cease-fire
resolution of 29 December.)

[ TRy
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US Representative McDonald in Tel Aviv to infarm the PGI

(Provisional Government of Israel) that the US is ‘‘most
deeply disturbed’’ by apparently authentic reports that

Israeli forces have invaded Egyptian territory in ‘‘a

delfber -

ately planned military operation.’”’ McDomld is to call the
attention of the PGI to the grave possibiltty that by 1ll-advised

action Israsl may: ()

geacehthomddlem:

jeopardize
() cause reconsideration of Israel s application for UN
membership; and (c) make it necessary for the US to recon-
sider its relations with Israel. The Department instructs
McDomld also to inform the PGI that if reports of its threaten--
ing attitude toward Transjordan should be confirmed, the US
would again have no course but to undertake a substantial re-

view of its attitude toward Israel.

invasion now confirmed--US Embassy London
hslmmdiromﬁi%?mﬁwtcoﬂmmomam
of the El Arish area by the RAF indicates the presence of
Israell forces about 20 miles inside Egypt. According to the

KEmbassy, the Foreign Office conside=s this evidence to be

conclusive confirmation of Israel’s armed tncursion
Egyptian territory. _ '
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