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CENTRAL INTELLICENCE AGENCY

7 Wovember 1949

|

|

‘ . INPELLIGENCE MEMORANDUM NO, 248
} SUBJECT: Satellite Relations with the USSR and the Wesh | ‘
|

|

The sepuration of any Cominform Sntellite from the Soviet «rbit ig
2

wiikely under ecurrent conditions. Circumstances comparable %o thoge

slavia do not exist in the other Setellibes. By the drestic remedial |
neagures to vhich it hag vegorted, the? Kremlin hao indicated its avare-
ness of the grave dangere te ita ‘control of Bastern Europe inherent .:7.11
satellite nationslism.
The Cominform Smtellites ean be oxpeched tﬁ meintein & baa;i.cally‘
.antagonistic policy touard the US reflecting that of the Soviet Unjon.
Any relaxation of:’ sateliite antagonism toward the US would be a Temparary
tactic motivated by opportanistic considerstions,
The current shift in ths Yugeslav atiitude townrd the US is based
on movives of selfwpreservation before the mouating pressure from the

Soviet bloc. -However, the contimued dependénce of Yugoslavie on U8 suppord

Notes This memorandum has not been coordinated with the intellipence
orgenizations of the Departments of Siate, Army, Navy, and the

- which embled Tito suceesafully to challenge Soviet domination in Tuge-
|

|
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egainet the Soviet Union will pretably result in 2 gradually improved
Iugosla_v attitude toward the US,

Approxiumtely 90 pesrceent of the populations within the Sateliites
aro hostile %o the Commmnist regines impoged on them. Although oppositicn
elements in the various Sateliites constitute a mjority of tho population,
Communiat meagures admed at separating them end destroying thedr orgeni-
zation and leadership, render such elements ineffeative as opponents to
Commniet domination of Eanstesn Europe.

Local Commmiel control over the satellite peoples is emerelsed through
the ftraditlonal Comtsnist imstruments which irvclude tho Party, securlty
organs; aud the armed forces., In addition, ﬂubsidia.ry political, cultmal,
and economic organizations arc used to dinseminate Commmnict influstice,

The presence or availability of Soviet military might in the Satellites
congtituten the most potent factor 4in meintaining the Commmist regimes in
powers The variouns Communist parties under the imediate direction and
conmirol of relieble Soviet apgents, form the chief vehieles by whioh the
sovietlization of Eastern Europs 1s balng carried out. The entire ﬁolitical,
militexy, and ecomomic Jife of the Satelliteé io boing geared to the 4w
plemsniation of Soviet alms urder g tight Fremiin control. In sons ingtances,
the Soviet Brbassy itself serves as the mzin command channel bstween the
Eremlin and the satellite govermments; in others, trugted local Communists

have direot access tc lMoaecow.

Declassified in Part - Sanitized Copy Approved for Release 2013/03/19 : CIA-RDP78-01617A000800090001-3
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The USSR has already attained a high degree of* economic contyol over _1 |
the Satellites, One of the major pointa of Soviet vulnerabﬂ.ity, hovever,
is the ‘subordination of satellite economic welfare to Sov:.et interesi. Con-
sidcrable popular resentment, even :u_o. Communigt circles, has resulted from
the forceful transformation of the econemic structure of Eaéi':ern Europe, :
the lowered standard of living, and the faiiure of the USSR to meet the
Andvstrial requirements of the Satellites. Thus fayr, hovever, Soviet

 political and economic control bas been sufficient to prevent sffective

j nationalist deviation from Kremlin authority. Mean';.hilé , the U5 export

control program has contributed substantislly to slowing the rate of economie
develorment in the Satellites and has added tc; the streln in present Soviet-

Satellite relations. | ‘

w3
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'i",fi*-w‘l‘}im Soviat Union has atialned its donination of Ti;lastem Furope through

the' mothoddesl use of multiple ingtruménts of control and intimidation.

?ﬁ&sf‘éﬁsmoe or evailability of Seviet military might in the satcllife

boivitirles congtitutes a paceive bub potent factor in maintaining the eatellite

Popirist in pousr. The various satellits Communist partdes, themselves

diredted end controlled by reliable Mosoow-trained agents, form the chief

' vehia;;e by vhich sovietigetion is being imposed on the Fagtorn Ewropean

populetions, As in tho Soviet Union, each patollite Cormunist perty haw

ponotreted end now wholly dominates the government aind seowrity foress.

I‘h ‘moms cageg, the Soviet Enbusgy serves as a command dhannel between

fsaooii and the satellite capitals; in others, trusted local Communists appear

t5, havé divect access to Moscow. In addition, Eastern Europe kas been

thetoushly penstrated by Soviet secret police who operate independently

fat exbroine sontrol over the satellite police. Numerous Soviet "teohnicel

éﬁ'ﬁféé’é‘é,“ especially for the satellite armies and ecomomie enterprises, are

pérmanantly gtationsd in the Satallites; ubile many inspsotors from the USSR

ef.t'mxla'oe throughout Bartern Burope to contrel and report on local eomiitionao
With the growing nationalization of industrlal and commereial enterprisea
t!?roughou‘?. the Satellites,the ecomomioc 1ife of Eestern Europe has been
inoreasingly mubjected to Soviet divestion and controlg, In early 1949,

| fh%"—cbmil of Mtual Eeonomic Assistence was created vith the purpose of

ultintely integrating the satollite economy with that of the Soviet Union,

A'r'

':‘4(’!

Declassified in Part - Sanitized Copy Approved for Release 2013/03/19 : CIA-RDP78-01617A000800090001-3




Declassified in Part - Sanitized Copy Approved for Relegii %9..1 3/03/19 : CIA-8378-01617A000800090001-3

Aithough the methods of Soviet conirol follow the same pattern 4in all
of the Sgptellites, the degree of sovisiizetion varies from country to country,
Thus Soviet control is more thoreugh in thé Ballang, particulerly Rumenia
and Bulgariz, than in the morthern Sateliites where opposition has been
grofiter. Steps are ncw being takenm in Czechoslovakia to bring thaet country
urder gimilerly atrict Soviet control. Complete sovietization of Poland,
vhich has traditlonally evidenced its strong antagonism tovard the USSR,
vill prohably confront the Kremlin with 1%¢ severest test,

2. Indipenous Beads of Cormminigt Control.

‘Local Communist control over the satellite peoples is emercised through
-the traditional Communist instruments which include the Party, the Security
Police, and the Army. In addition, all cultural, political, and economic
organizations, as well as all local media of mss commmicetion, are used
by the Commmists to extend their influence over the people. To an increasing
extent, the entire population of Esstern Furope is being immressed into thess
mass-organizetions for the "oonstruction of mocinlism," The traditiomlly
anti-Commnist Churches have been, or ave being, brought under the dominstion
of thé Cormmunists to Bez'vé &3 additional levers of control, The Eastern
European ares has become, therefore, progressively isolated from Western
contaéta s and completely subjected to Cormunist indoctrinstion and thoughe+
control. In view of this Communist domination over all aspeots of commmity
life, thére is little oprortunity for nny organized resistance to develop,
despite the fact thot the populations in general are oppoaed to the authori-
ﬁarian Gorrmnist reginea,

- 5
SECRET
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: :. 3a &j___ g‘of'go igt Regines, Inciuding Yugoslayis. toyaxd the US.

- The attitude of tie Commmniat regines in tho Satellites i expected.
to" romain’tasieally amtagonistic tovard the usp thus reflecting the attitude
_'iof the Soviet Union, vhich nov regarda the TS &8 tho leading obstacle to its

: 7 e:x.;nnsioniat a:ima Any rehmt:mn of this polimr will %o temporary and

: "pm-e.ly for opporhmietic reagons. Thus the more industriaii ized Satelhtea,

such as Pole.nd end Cofehoslovaldia, may contime their sttempts to improve
j,economic relat:.ons wit.h the US in order to acquire vital induatrial equip-
,ment mobtainable in the Soviet orbit.

_ Yugoslavia, on the othez' hand,, has already $0 2 gertain extent tempersd
j”ias past hostiliﬁy toward the US, This mpdificatlon of Yugoslavia's attitude

stems from: the realizaaion that ‘Yogoslavia 1s igolated from the Soviet bloc

f

' 'and increaaingly dependent upon US.economia and uilitary aid. The change " :

wl ko,
T

,in tactica toward the US, therefore, is based om motives of aelfmpreservatmn

" or
f

| before mmmting pmaaure from the Soviet hWloc. The Tito regimos will probably

E .

g-ad*mlly adopl'. a more friendly attitude toward the US ag 1t contimes to
rely on S suppor‘& ‘%o maintain its irﬂependenceo

The VM@ ity gf the §gt§;_'lite States 4o ng on fyon the Kzemligc
The extent of dircet Soviet comtrol over the Satellites end the ife

-

strumenta of pover in the hands of the satcllite Commmist partics eliminate
. the 'ppési‘bility tha:ﬁ any Satellite in the néar fudurs can be separated from.
Fthe Soviet Union by messures ehort of war, A set of conditiong comparah‘i.e
| to those wh:.ch bz-cught about Yugoslavia‘s rmocessi‘ul revol‘i’. i‘rom Kremlin

6

-
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S demimation doos not ex;!.st in any other Satellite, Non.e of the Cominforex
' aatellite parties has & relatively-popular leader — such &s  Tito ~— with
. .8 devoted narty and military following., Vith the m:eept:n.on of Albania, .

N the uatellitee lack the expoeed geographic position of Yugoslevia which .

oo haB afforded Tito access to the West, :

- Althcugh approximately 90 percent of the pulationa within the"var'ioua'
Satellitee a.re hostile to the Cormmmiet regimes irmposed on them, the elements |
making up 'thia antiuCommmist majonty have actively oppoeed the Communists

_ '. only when direotly attackedo Thua, the Comwmnistsat first turned their
efi‘orta to the successfl elimination of crgan:!.zad lmdergrmmd g-eups and
e.nti-commiet politieel parties. lbre recentlv, 'the Gommiete have
d.'trected their attacke against the various religious erganizatione =e the
- micleus for rémaining anti~Commnist oppositlon, Tae Orthodox Church,

u - mainly represented in the Balkens, succumbed and i now & cubservient

Gonmmiet instnmento The Commmmist regimes in the vorthern Sat-,emtea ’
g ‘- ~'are nots carrying on a relentlegss campaign 'bo neutralisze the powerﬁxl in-
- fluence of the Gatholic Ghurcho Neact on the Cemmmist timetable \:111
probah]y be the peaaantu, vhoge ant:.éommmiet stand has thus far ddaye&
the widespread colleotivization of agriculture. Commnist efforte to

-eeperate the. Oppoeition elemente and deetroy their organization and leader—

‘ ship one at a %ine have thus made it possible for the Co::mnmiete to impose

their will on a population predominantly anti-Commnist,

SECRET

s
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Nevertheless, certain weaknessea do exlst in varylng degrecs throughe
out the Sateliitea, whick if properly expleited; might, in the long run,
enable at least some of the Satellites to throw off the Kremlin yoke.
Chief among these is the strong undercurrent of ratiomalimm, extending
even to many Comrmmist party ‘meﬁnbszl's‘, whiech has been caused by resent-
ment egainst the enforced smacrifice of nztiomal to Soviet interests,

With the Tito lesson in mind, the Kremlin, by its widespread purges of
satellito parties, has indicated that it fully eppreciates the dergers
inherent in vatiomalimm. However, the basic problem remaine unsolved,
and ruthless Soviet exploitation of its Saiellites, which resvlted in
Tito's defection, will contimme to augment wationalist discontent ithrough-
out the aﬁem

Of the Satellites, Albanias, by virtue of ite isolated geoéraphical
posiﬁion and the relative Instability of tho prosent regims, is moat
susceptible to defection, FPoland, with 95 percent of its pogulation
devou?ly CGatholic, and with the waguenchable natiomaliam of the Polish
pebple evident even in the highest cowneils of the Commnist Farty's
leadership, might well prove the hardest morsel for Moscow %o digest. On
the other slde of the scale, Rumania, vhere Soviet control ig virtually

complete, is considered least able under present conditions to braslk avay
from its Kremlin mastera.

- B -
SECRET
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Albéﬂia,

-

The g?éﬁ appsars capable of maintaining effective control over Albania
in the course of the next several montha. Because of the impoverished
economic circumstances of the Albanian psople and the hostiliﬁy of the
freedom-loving Albanian mountalneer towsrd a harsh Commnist regime, 90
psrcent of the population is disaffected end ripe for collaboration with
any anti-Hoxha movement, Hovever, in the abaencg of unity among the anti-
Hoxha elements, resistance amourds to no more then sporadic sabotage and

gubversion and overthrow of the Communist regims is considersd unllkely.

Meanwhile the USSR has extendsd its control over all phases of Albanian life
to a greater degree than in the other Satellites and the formation of en anti-
Soviet element uithin the Albanisn Communist Party is jmprobable, Hefugee‘
anti-Hoxha eloments conceﬁtrated in Yugoslevia, Iﬁalj, Egypt, and éraeceg
cdmpriaa both pro-Tito Communiste and antiwﬂommnhiatso These groups ha%a a
combined membership of approximately 1,000 and maintain liaison with cells

in various parts of the country, Howavef, the extent of their influence with-
in Albenia is probably =mall under present conditlons.

Bulpgeria.

The USSR can probably maintein and even extend its control over Bulgeris
daspite the powerful force of Buigariaq nationalism. The small inner cirele
of Bulgarian Communists dominating the natidn 1s absolutely regponoive to
Kremlin directives» Below this rulihg clique the Communist Party is divided
on the quastion of subservience to Moscow; and constant Soviet vigilanee will

~le -
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be required to prevent the growth of effective resistance to the Soviet
Union from within the party. The Eremiin's success thus far in liquidating -
_potential opponents supggests, however, that it will continue to be
successful in dominating the Bulgarian Communist Party, and through it the
Bulzarian nation. No organized political opposition to the Communists is

. ) ) political
norn in Bulgaria. The Agrarian Union is the only non~Communist /party still

in existence and is retained merely as a symbol of peasant participation in

the government in order to facilitate the evontual collectiviéation of
agriculture, Approximately 90 percemt of the total population of 7 milliom
oppoges the regimfs, but this opposition lacks affective organization, Such
active resistance as there is manifests ii.:self in aporaciic subversive and

sabotage efforts, The only Church which does not actively espouse the

government's program is the Roman Catholic, but its influence is insignificant,

Czechoglovakia.

e wes w

Czh;hoalloﬁalldaianot be’li‘e'm.d ‘to be vulnerable to detachment from Soviet
domination. | On the othar‘hand-,, Soviet control tends to bs undermined by
f.ha pasic conflict between Czechoslovak national interests and the aims of
Soviet imperialism in Czechoslovakia.as” well as by the widespread opposition
of a historically pro-Western democratic people to a Soviet-imposed police
a_t.a‘t,‘aoT In this content, actual and potential opposition elememtis inmclude:
(1) the Roman Catholic Church; (2) the furmer middle class; (3) a large

portion of the Czechoslovak Communist Party composéd of idealists from the

- 1ld =
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prewar period and opportunists who have joined the party since the Pebruary

i9h8 coup; (4) numerous non-Communiet government officials atill retalned
by the Communists for their technical knowledge; amd (5) the underground.
The peasants are row on the whole apathetic but will join the active op-
position when collectivization is begun in earnmest. Labor is bscoming
incresasingly restive as its stendard of living deciines and it f{inds itself

controlléd by the Commmists, Both the Catholic Church and the middle class

are at present under concentrated Communisi atiack with the object of re-
dueing their influence and cﬁpﬁbilitiaéz The underground has 1ittle
influence, having been disorganized by increesingly stringent security
measures., Nationalism within the Communist Psrty, however, constituias a
sericus problem for the regime,

This opposition posez contimiing but not crucisl problems for Soviei
control of the country. The Soviet Union, through the Czechoslovak Comminist
Party, gives every indication of 1ts determination and ability te maintain
its powmer p&aition in the countiry. HEeanwhile, actual and ﬁotential clemants
oprosing the Eremlints tightening grip on Czechosiovakis are belng
relentleasly sought oul and destroyed.

Hungary.

The USSR can retain its hold on Hungary under current conditions, dsspite

the fact that Hungarians are non-Slav, non~Orthodox, strongly nationalistie,
individualistie, and intensely religiocus. Since ¥World War 11, this

antagonism has been aggravated by: (1) the excesses of the Red Rrmy military

-.:f‘_—.
u;ﬁm
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groups in Poland and Czechoslovakia -~ it is impossible to eatimate the
extent and.cohesion of the Hungarian undergxbund movement.,

Ninety percent of Hungary's population is estimated to be non-Communist,
but it is incaﬁable of exercising independent political actionm., The major
nQn—Commnnist factions — opposition political parties, the Church, and
the.capitalist aﬁd land-owning ¢lements — are ail,being gradually eliminated,

and the non-Communist political parties have lost all semblance of in-

dopendence. The effectiveness of the Catholic Church as an opposition force
has been sharply reduced and in order to survive even temporarily the Church
will be forced to relinquish all but the most basic religlous functions,

Homever, as a spiritusl anti~Communist force the Roman Catholic Church will

probably remain a rﬁllying point for anti-Communist Kungériansﬂ
Poland,

The USSR is believed to be capable of retaining its contrul over Poland,
although it faces a contimuing problem in the unquenchable nationalism of
the Polish peopls which 1s evident even in the highest councila of the

Commnist Party‘s leadershlp, and forms a continuing threat to this control.
Polish nationalism weakens the USSR's hold on Poland by: (1) lessening the

absolute reliability of native Polish Communist leaders in following Soviet

dictates; and (2) intensifying Poland's traditional nationalistic antagonism
toward Czechoslovakis and Germany, thus hindering Soviet efforts to

integrate the Polish economy with those of Czechoslovakia and Eastern Germany.

L] ’ — 13 -
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The unccordinated anti-Communist groups scattered throughout Pcland bear
little resemblance to the once-flourishing underground organizatione. The
underground movement in Poland hes a membership numbered in the thousands,

i is largely passive and maintains limited connections with the octher Satellites J

' and the West. The Ukrainian Partisan Army is engaged in limited
terroristic acts in southeastern Foland near the Polish-Soviet frontier.
The qize of its menmbership is unimown. The Rﬁman Catholie Chureh in Poland
is s st;rong ideological rallying point for anti-Communiat resistance with

about 95 percent of the Polish population members of the Catholic Church.
Out of an egtimated totzal population of 24 million, the Polish Communist
Party claims a membership of 1.5 million. The remainder of the population
is non-Communist. comprised primarily of peasants who constitute iwo-thirds
of ‘the total population and are by nature extremsly individualistic and
independent . |

Rumania.

The present frend toward complete Sovist domination of Rumania is
expected to continue, The Rumanian Communist regime will continue to
tighten its control over the psople, bringing the country ever closar toward
incorporation in the USSR, Dafactibn of the Tito type is unlikely,
primarily because of ampie Soviet military strength in the country. Although
individual officials and Communist Party members mey have to be replaced

occasionally, such nationalistic deviationism as exists cannot be considered

a threat to the stability of the pro-Soviet regime.

~ 14
—%n

. SECRET
Declassified in Part - Sanitized Copy Approved for Release 2013/03/19 : CIA-RDP78-01617A000800020001-3




T o~
Declassified in Part - Sanitized Copy Approved for Release 2013/03/19 : CIA-RDP78-01617A000800090001-3
)

A
SECRET

The historie political adaptability of the Rumanians probably explains

their reaction to current Soviet domination. MKost Rumanians livae for the

‘day when the Soviet domination no longer exists and present Rumanian

leaders are liquidated. The Rumanian people, however, are incapable of

taking action to subvert the regime, their attitude being one of hostile
inertia. The National Liberal aﬂd the Independent Social Democratic parties
are gubversive to Commnist demands and other opposition parties have been
destroyed. The churches do not present a major deterre;t to Communist control,
the Romsn Catholic, Uniates, and anti-Communist Orthodox c¢lergymen having

been subjugaiedn |

Thers are no indicationa tnat an effective illegal resistance exists or

iz being deve10peqﬁ Small-scale and apparently spontsneous outbreaks do
loccur, however, éresumgbly prbmpted by dissatisfaction with working conditions.
The impending sollectivization of agriculture on a wide scale may aleo

provoke peasant resistance. Under prasent conditions, homever, coordination

of the various small opposition groups and their development into an

organized resistance cannot be effected.
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5, Present Feonomic Relations betyeen Satellites and USSR.
The Irmedinte objective oi' the Soviet Union in its economic relationa

with the Satellites is to enierge its war potential by directly utilizing
and expanding the industrial capacity of its eastern blooc, The firgt step
is the coordination of the satellite economies with that of the USSR, and
accordingly the Council for Fconomic Mutual Assistance (CEMA) was founded

_ in Moscow in Jamuary 1949, This Soviet=dominated organization includes
Albania-,' Bulgaria, Rumania, Hungary, Czechoslovalis, and Poland, Officlally
CEMA is to begin operation in Jarmary 19503 however,it has already begun to
co_ordinate the economic plang of the satellite area by eontrolling production:
in certain areas, direcoting foreign trade and finance, and alloeating
materials and technical knowledge. The bloe's foreign trade network has
been closely knit through a serieg of bilateral trade apreements., Similarly,
the Satellites are pooling thelr dwindling foreign exchange resources, thus
permitting thelr more effective utilization.

The 1948 volume of trade among ﬁhe six Eastern Puropean states has

inoreased 25 porcent over 1932, The present volume accounts for one=half
of the total foreign trade _of Tagstern Burope as compared with 20 percent
before the var. Exports from these countries to the USSR, however, heve
increased tenfold and imports have rigen twenty-five times over the 1938
levels, Because prewar Soviet trade with theme countries was insignificant s
these striking percentage rises do not represent comparative increases in |

volune. lore revealing ig the nature of the cormodities now being exchanged
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between the satellite ared and the USSR, Soviet chipments comprise
capital goods and rav materials, some of which are -used for processing
into finished mamzfacturés for re-~export to tﬁe Soviet Union, The Satellites,
chiefly Hungary, Czéchoslova;kia » and Poland, ship the USSR other indusirial
-products, as well as agricultural items. Thus the Soviet-Satellite trade
pattern is radically different. © from prevar years vhen agricultural
products and industrial raw ma‘beriﬁls wore the chief comzodities exchanged.
Despite inoreased exchange in industriel products, however, the orbit js
still largely dependent for these ilems on imporis from the ECA countries
and the US, | |
| Soviet control over communized Eastern Europs hag perneated almost
every segment of the economy. It is most manifest in the joint companies
esteblished in Hungary, Rumanis, and Bulgaris. Supervision of the satellite
transportation system, standerdization of Industrial equipment;, the pooling
- of produetion methods and scientific skills, and the closely supervised
allgc-zation of gcarce rav materiels are all executed either by CEMA, the
Cominform, or directly by the Kremlin., Its reparations demands on several
of ‘the Satellites provides the USSR with another opportunity for explolting
the industrial output of Eastern Europe,

The strength of Soviet-Satellite economic ties is fufther i1lugtrated
by the extent %o which the industrial capacity of Eastern Furope is geared
to Soviet interest. A% present the USSR accounts for a mj;)r part of Eagtern
Buropean foreign trade. Soviet approval is often required before the
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Satellites may conclude trade pacts with non-Cormunist nations, Credit

and comodity loans have been made by the USSR without vhich the output

of many satellite industries would be cwrtailed, The satelllte economie |
organizations have now been modelled after that of the USSR, thus facilitating
the exercise of Soviet disciplinary controls over satellite production plans
and forcing the Satellites to depend upon Soviet technicai administrativa,
and scientific knotledge, '

Soviet influence is also eﬁiﬁent in the field of finaﬁce° Banlting pro-
-gedures and credit policy are coordinated among the satellite states on the
one hend and with the USSR on the other., Preliminary stepsiare probably
undervay toward the creation of & "ruble bloe" whieh would facilitate the
bglance of payments among the Satellites and the USSR,

Despite tﬁe rapid growth of Soviet-Satellite irade and the stremgth
of‘Soviet control over the satellite economies, there are geveral points
of vulnerability in Soviet=Satellile economic relations. Nhtionalisf o~
sentment in the Satelllites over Soviet dictation in economic matiers is
perhaps'the greateat potential obstacle to complete integratiqn of the
Soviet-Satellite economies. Other diffiéultieg have arisen as & result ofs
(1) the strain caused by forceful transformation of the ecomomic structure
of the Eastern European countﬁies; (2) the excessive demands on labor
productivity coupled with & lowered standard of living and burdensome taxesg
(3) the failure of the USSR to fulfill proaptly and in suffic;ent quantities
‘and types the essential industrial requirements of the Satellites; (4) Soviet
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attempta to Impose egricultural collectivizetion upon a stubborm peasantry;

and (5) the subordinetion of sateiiite economic welfare to Soviet interest. .
Although these wesknesgea exist at present,they do no%t represent a serious. |

threat %o Soviet domination in view of the strong politlical and econonic

controls exercised by the Kremlin. These pointa ‘of v.ae'a,]{neassﬁ however,

‘are susceptible to exploitation by the West and ave s contimuing source

of strain in Soviet-Satellite economic relations.,
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6. Present Economic Relations between the Satellites and Western Furops,

and Qther Nop-Communist Areas.

Economically, the satellite area and Weatern Europe are complementary.

Eastern Europe supplies foodstuffs, fuel, and soms primary products in return
fer Western European finiahéd industrial prpducts, items of light and heavy
industry, and particularly precision instruments and replacement parts,

Since World War II, the USSR has replaced Germany as Eastern Furopets

chief trade partner, and Eastern Germany is producing for the Soviet orbit.
Western Cermany will undoubtedly play an increasingly important role in trade

with Eastern Europe, but cannot regain its prewar position.

Trade between Eastern and Western Burope is now only approximately half
the prewar level. In addition to being the result of the enfbrced orientation

of satellite irade toward the USSR, the low ievel of East-West trade has
stemmed from: (1) the incomplute recovery of sgriculture pruduction in

Eastern Europe; (2) heavy demands for recovery in Western Europe and the lack

of exportable surpluses; (3) Western export controls on certain commodities;

{4) the absence of credit or other means of fihancing imports to Eastern
i i o _
Europe; and (5) the uidespread adoption of bilateral agreements.,

Despile these barriers to an improvement in East-West econﬁmic rclations,
the volume of Fast-West trade may gradually increase., Eastern Europe's
gagricultural production will probably reach prewar levels by the end of 1949
ang the satellites all desire an increase in trade with Western Europe in order

to obtain industrial goods presently in short supply or ynobtainable in the
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Soviet orbit. Moreover, increased production in Western Burope will

stimilate the search for additional markets., A decisive factor affecting
future East—West. trade will be whether the ECA nations: (1) will take

effective parallel action with the US in implementing export controls; or

(2) in vien of mounting competition in world markets will attempt to find
outlets -in Eas;arn Europe for their industrial output. Regardless of Western
Europe's attitude, however, the Satellites will still face numerous
difficulties in their effort to axpand East-Vest trade, The shortage of
foreign exchange and lack of ciredit facilities will be a continuing problem
and the satellites will have increasing difficulty in finding markets for their
raw materials (for example, Pc,lish coal) in the f'aca of groming world
availability of these procluét.n ﬁnd the decline in world prices, The.e cbstacles
can or;ly pertially be overcowe through state control over foreigu trade,
financia) manipulation aﬁd thie adoption‘of such unfair trade practices as
dunping and clandestine operations.

7. Prosent Eeonomic Relatir ang batwaen the Sab ellit.es and the US.

Trade betwesn the sate. llit.e states and ﬁhg Us has declined to a nem low,
despite pressing satellitf_,a needs for industrisl equipment, rapiacement parte;
precision instruments, itnd_ust.rial raw materials, and technical knowledgeo.

US export controls and . denial of financial assistance are largely responsible
for this lack of trad e, which has also been ¢ aused by such factors as the
satellite dollar s shange aho&age , lack of exportsble items desired by the US,

unsettled question s of nationalization of US property, and the difficulty of

conducting trade ¢ through State monopoly channels. The denial of stratezic items
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has contributed o the reduction of production goals throughout the
satellite ares, and has tended to intensify the strained relations within

the Soviet orbit.

; T

- Even if export oontrolls uere eliminated, however, Eagtern Europe would

not: have sufficient exportable surpluses to balance the cost of Imports from
the US. Thus, these countyies would require considerable US financial
a,saist‘ancs in ¢the form of 1ong-tai-m credits, aimilar to those now being granted
to Yugoslavia. Juch aid would rasulf in inereased trade and would permit a
sh;z.rp upswing in satellite production, aad, £inally, an improvément in the

relatively low standerd cf living.in Eagtern Europe., However, as long ss the

USSR coatinues to exercise its economic control over the Satellites » any S
ald would eccruc primarily to Soviet rathsr than satellite advantage, Thus,
only if.a Satellite can successfully dsfect from Scvist domination ;i'ill

there -buany prospect for a marked jmprovemsnt in economic relations with the

Us.
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