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1. This publication contains current intelligence exclusively
and therefore has not been coordinated with the intelli-
gence organizations of the departments of State, Army,
Navy, and Air Force.

2. This copy may be either retained, or destroyed by burning
in accordance with applicable security regulations, or
returned to the Central Intelligence Agency.

e —————— e, .

WARNING

This document contains information -affecting the na-
tional defense of the United States within the meaning
of the Espionage Act, 50 U.S.C., 31 and 32, as amended.
Its transmission or the revelation of its contents in any
manner to an unauthorized person is prohibited by law.
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HIGHILTI1IGH HTS

The Israeli offensive in the Negeb, which began
on 22 December, as apparently been brought to a halt this
week through the expressed willingness of Egypt and the
Provisional Government of Israel to accept a cease-{fire
and begin negotiations for an armistice. Before indicat-
ing their acceptance of the cease-fire, however, the Jews
had apparently achieved their major military

in the Negedb and had strengthened their bargaining posi-
tion in the whole Palestine situation (see page 4).

While Chinese hattle sones remained strangely
quiet during the past week, military and political leaders
made efforts individually to begin peace negotiations.
Chiang Kai-shek’s bid for peace, made in a speech on
New Year’s Day, was hedged by conditions entirely un-
acceptable to the Communists and represented an attempt
to place the omus on the Communists for continuing the
civil war (see page 8). Meanwhile, evidence continues
to grow that the National Government is preparing for
an eventual move to Tatwan (see page 7).
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WESTERN EUROPE

Eurcpean Recovery  Suostantial propgresz in western Europenn
recovery is discernivle at the conclusion
of the first nine months of the Buroj-2an recovery program.
Although the ECA comitries rany not be able to eliminate thelr
abnormal {rade defleit vy 1982-43, four major accomplishments
i vo alvendy bacn attained: (1) since 1047, over-all nroduciion
in ECA couniries mas ricen substantially; (2) dollar 21d require-
meants wil} be ahout 2 half Lillion dollars Tess in 1948 -5 thon
in 1948~46; (8) an Intro-Eurcpean payments pian, based largely
on conditiona]l ECA aid, has been established angd will increase
trade betweon participating countries; and {(4) a rez2i though
limited degree of economic cooperation has been achieved
through the Organization for Suropean Economic Cooperation.
This prog ress has heen achieved despite neceseary inttial
emphasis both on problems of organisation and on relief rather
than on recovery, Several basie, long-range problems remain
to be solved, if the European recovery orogram is to achieve
its objecties, Many countries, especially France and Germany,
bave yet to reach monenry and fiscal skability, Al ECA coun-
iries must exert greater effort to integrate their respective
naticnal four <year recovery plans into a coordinated whole.
Finolly, ECA nmations ruest figure outa way to reduce a prospec-
tive trade deficit (mosily with the dollar area) of some three
billion lcllars in 1952 -53.

FRANCE
Gaullist Strength  De Gauile’s chances for returaing to power
soon on his owm terns have been roduced
by his recent public statements,which have disturbed both labor

and business,and by his failure to chpture control of the Couneil
of the Republic. Moreover, his stand for state aid to Catholic
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sihunln revived a bliter controvesoy nad has probakiy jeop ~
irdized his chances of winabwy cver the majority of hitherto
symathetic Kadieal Socialisty. s fatlure o ruster 1n
absolmie majority in the Cowcil of the Rezubile on nay of
three rinjor issves (election of & i*resident, tie speed -up
procedure for constderatior of the Ludget, an? the budget
Itaolf ‘A3 temporarily blocked his eftorts to veturn to
pover oy constitution il means,

UNITED KINGDOM

Foreign Trade The sizeable trade and financial agreements
nearing conclusion between the UX and
Yugoslavia and Poland constitute further moves toward the
re-establishment of prewar European trade relations. The
agreement with Poland, which calls for an exchange of gocds
totalling $600 million during 5 years is more lmportont eco-
nomicalty than the Yugoslav agreement which provides for
$£60 miliicn trade for 1 year. KMorecver, Poland’s witling-
ness {0 meet British demands for settlement «f nationaliza -
tion claims indicates Poland’s need for industrial equipment
and raw ateriale which the USSR has apparently heen un-
able to provide. The Yugoslav agreciaents, however, may
have some political implications. Tito’s difference with
tne Kremlin evidently contributed substantially to his will-
ingness to meet British terms. Tito will receive some of
the industiial goods which he needs to continue Yugoslavia's
ainbitious economic program. These agreemeats further
illustrate the economic pressure on both sides for expand-

ing trade relations across the Iror Curtain despite ideolo-
gical differences.

Q
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NEAR EAST - AFRICA

PALESTINE

Israell Offensive Intermational repercussions arising out

of the UK's treaty obligations to Egypt
will probably induce Israel to withdraw its task force from
Egyptian territory. Nevertheless, the 22 December offensive
in the Negeb has put the Israelis in a strong position to force
the remaining Egyptian troope out of the Negeb entirely.
Before accepting the UN cease-fire, the Jews had apparently
achieved both of their major military objectives in the Negeb
itself. Except for a narrow escape route, the Egyptian
garrison at Gaza has been encircled and the main road from
Beersheba south to the Egyptian border has been cleared.
There appears to be little likelihood that Israel will accept
in their entirety the provisions of the UN Security Council’s
29 December resolution for a withdrawal to the 14 October
positions in the Negeb. Mareover, if the Egyptian Govern-
ment {which has now indicated its acceptance of a cease-fire)
fails to negotiate the definitive armistice which the Israelis
want, the Jews will probably resume the offensive to drive the
remaining Egyptian troops out of the Negeb. With the Egyptian
threat sharply reduced, Israel can next concentrate on the two
remaining Arab forces in Palestine: the Iraqi Army and the
Transjordan Arab Legion. Although international complications
caused by the drive into Egypt may for a time deter the Israelis
from undertaking a new offensive against these two armies,
the Jews are likely to take matters into their own hands and
drive the remaining Arab armies completely out of Palestine
if Israel and the Arab states are umable to find a basis for
negotiating a definite settlement, |
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Cabinat Change:s The Egvotlan Government wiil be materially
sirongthered, i the new Prime Liinister,
Andel rladi. i3 successfiul in his efforts to broiden his Cabinet
by ircluding members of the Wafd (Egypt’s largest party). At
present the Cabinet is a minority paxty ccalltion like its
Jredecessor, and e new Cantnet membera (with the excep-
tion of Atdel Hadl) are little known:, A number of pro:ninent
Vaidists, howesver, now appear wiiilng to entor the govern-
moent. For several yvears the Wafd haz deaslined Cabinnt post-
tions largaly because of a persomal feud between King ¥arcuk
and Nahas Pasha, leader of the Wafd. Consequently the Wald,
as a strong opposition party, ins froguently been able to pre-
vent the government ircm taking effective action on important
issues. inclueion of Watfdists in the Cabinet, in addition to
strengthening the country’s iniernal security, would enable
the government (o precent a united front in attermpting to force
the Egyptian people to 2ccept 2 compromise on the two most
critical foreign issues: a settlement in Palestine and re-
regotiation of the Anglo-Egyplian Tresty.

-5 -
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CilINA

Milttacy Stlaation  The focus of Chinz's civil war shifted thais

week from the strangely inactive battie zones
of “orth and Central China to {he individual peace ciforts of mili-
tary lraders and pollticiane in Peiping. Tientein, and Nanking.
Although the superice Communist forces now surrcunding Peiping
and tientsin remain inactive, recent (oumraunist troop movements
toward Tientsin indicate this North Ching industrig] center may
be seized in the near future. In Central China, the Nationalists
have withdrawn nearly 21l thelr remaining forces south of the
Yangtze River, leaving only an inadequale holding force hetween
Pangfou and Pukou, Effective Nationalist resistance has been
virtually eiiminated and the Communists are capable of admini-
stering the caup de grace at any time. Despite tiiis, both National-
ists and Communists appear to be awaiting the outcome of current
peace feelers.

Chiang’s Plans Chiang Kal-shek’s New Year's speech indicates
that he is reluctant to give np power despite his
cffer of peace to the Communists and the general expectancy that
he would retire in favor of Vice President Lt Tsung-jen. In making
his bid for peace, which was hedged by conditions entirely unaccept-
able to the Communists, Chiang seized the initiative from the Com-
munists and attempted to place upon them the onus for continuing
the unpopular and destructive war. However, the peace move-
ment in Nationalist China is now so strong that Chiang may attempt
to appease political opposition and facilitate Nationalist-Communist
negotiations by going info retirement, with the idea of subsequently
returning to power, as he has done twice previously in his career.

Peace Rejected Recent Chinese Communist broadeasts have
rejected Chiang’s Hew Year’s peace proposal

and made clear the Communist view thet the Kuomintang, as a
party, will not be inciuced in the coalition government which the

-6 -
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CHINA

Communists plan for 1949. In addition, the Communists have
declared that their armies will cross the Yangtze and carry their
operations into South China. One of the broadcasts summarized
an editorial ‘‘exposing the peace inirigues of the reactionary
party’’ and calling upon ‘‘the Chinese people and the Chinese
Communist Party ’ to work ‘‘band in hand to eradicate all re-
actiom;y elements and to oust American imperialism from
China.’

Resistance Conference The Nanking conference of leading
generals and governors, which Chiang
called recently in an effort to obtain a vote of confidence for
continued resistance to the Communists, has little chance for
success. Fu Tso-yi, reliably reported to be negotiating with
the Communists in North China, and Ma Hung-kwei, indepen-
dent Moslem warlord of the northwest, declined to attend.
Pai Chung-hsi, Central China commander prominent in current
attempts to force Chiang to resign, also failed to appear. Ap-
parently, none of the generals in threatened areas favor con-
tinued resistance, although Yen Hsi-gshan, governor of Shansi,
might drive a bargain with the National Government for supplies.
Beth Yen and Kwangtung Governor T. V. Soong have made per-
son2l inquiries regarding future US aid and support.

Taiwan Refuge 'The sudden appointment of General Chen
Cheng, former Nationalist chief of staff, as
governor of Taiwan is further evidence that the National Govern-
ment is preparing a haven or a base for future operations there.
General Chen is an able military administrator and fully loyal
to Chiang Kai-shek. Also, Chiang Ching-kuo, the Generalissimo’s
son and former economic czar of Shanghai, has been appointed
chairman of the Taiwan provincial Kuomintang headquarters.
These appointments coincide with the arrival in Taiwan of many
Nationalist officials (with their families), who are members of
the Kuomintang right wing. Recent shipment to Tatwan of some
of the Generalissimo’s personal property also suggests that
Chiang Kai-shek himself plans to go there.

-7 -
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Szechwan Autonomy  Crowing sentiment in Szechwan for
auionomy may Indicate the pattern
for efforts by the western provinces to establish regional
regimes as the complete coliapse of the Nanking Govern-
ment approaches. In Szechwan, the desire for autonomy is
being maniiested by failure to meet quotag of rice shipments,
demands for the veturn of gold ard silver releasad to the
Natiomi Governraent under the 1S August meacures, the
issue of provincial auxiliary curreney, and growing independ-
ence of provincial defense umits. Viraal autonoray within the
Natiomal Government orbit is apparently the first objective
of the Szechwanese,

Sinkiang Governor The appointinent of 2 new governor of

_ Sinkiang, who is reporied to be aceept-
able to the pro-Soviet Ui group ir the province, will probably
lead to increased Soviet influence throughout Sinkiang. i
leaders withdrew in 1947 from the provincial government in
protest against the appointment of the new governor’s prede-
cessor, and they refused to retura so long as he remained in
office. A reorganized provincial government, including Hi
leaders, may also eliminate the threat of a new anti-Chinese
rebellion.

INDONESIA

Security Council Although Asiatic bloc pressure will prevent
the Security Council from dropping the Tndo-
nesian case, nothing more effective than a mild censure of the
Dutch attitude is likely to cccur. Any more positive action,
such as the application of sanctions, is exceedingly unlikely.
The UK and France are most unlikely to permit strong anti-
Dutch action. Norway will probabiy join Argentina and Canada
in abstaining from vigerous action and thus successfully block
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efforts by Egypt, China,and Cuba effectively to settle the
Indonesian dispute and thereby restore UN prestige. Mean-
while, the USSR and Ukraine, despite their extreme anti-
colontal stand, will probably abstain from any resolution on
Indonesia in the hope of prolonging chaos in the Far East

and further undermining the position of the western powers
there.

Asfatic Reaction Public and official opinion in India continues
to run high regarding Dutch military action

in Indonesia on 18 December and the weakness of the UN
Security Council’s attempts to deal with the situation. India,
which considers itself the champion of Asiatic interests, was
persuaded to take no action on its threat to break off diplomatic
relations with the Netherlands. Prime Minister Nehru, how-
ever, has now reaffirmed India’s desire to act on the matter
by calling a conference of sixteen Middle and Far Eastern
governments to consider the Indonesian question. India has
cancelled landing rights and transit privileges of the Royal
Duteh Airlines, and, although they feel less strongly on the
subject, Pakistan and Ceylon have done likewise. Ceylon has |
also closed its ports to Dutch ships bearing troops or arms |
to Indonesia.

- Although the Dutch have naturally borne the brunt of
popular indignation in the subcontinent, the UK and the US
have also been under fire. India is out of sympathy with the
UK’s position on Indonesia. The Indians are less dissatisfied
with the US performance, apparently having been convinced
that the US is doing what it can in the Security Council. Never-
theless, the failure of the US to restrain the Dutch has dis-
couraged both the Indians and their neighbors regarding the
ability and willingness of the US to assist the Asiatic peoples.
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Dutch Plans In an effort to allay world opinion and to win
the cooperation of influential Indonesian

mationalist leaders, the Netherlands Government has adopted

an ostensibly more conciliatory attitude toward the Indonesian

problem. Plans are being expedited to establish a Dutch-

Indonesian interim government and the Dutch are reported

to be considering the removal of High Commissioner Beel

in a further attempt to win Indonesian support, There is

nothing to indicate, however, that such conciliatory Dutch

. moves will have any success. Guerrilla resistance is con-

tinuing and the strong Asiatic support which the Republic
has attracted will cause Indonesian leaders to hesitate be-
fure accepting positions under the Dutch.

-10 -
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DANGERS OF UNCONTROLLED NON-SCHEDULED
AIR OPERATIONS

The lack of adequate international controls over non-
scheduled air operators has permitted the development of
evasive techniques for clandestine air operations which could
conceivably place a fleet of transport afrcraft at the disposal
of a foreign power for a mission threatening the national
security of the US. It is entirely possible that, under the
present loose and laxly enforced regulations, some of these
aircraft would be US-owned. -

Numerous factors encourage clandestine air operations
by unscrupulous individuals, Aircraft are frequently permitted
to operate almost indefinitely in a virtual vacuum of sovereignty
because of: (1) the poor coordination of aireraft controls at
the international level; (2) the lack of uniformity in international
regulations; and (3) the lack of enforcement machinery for even
these inadequate regulations.

The principal clandestine air activity during the past
year has been the ferrying of military aircraft and the transporta-
tion of arms, combat personnel, and even dismantled fighter
planes, Other activities have included the evasion of immigra-
tion laws by covert passenger traffic; the smuggling of gold,
securities, marcotics, and other valuable cargoes; and the mainte-
pance of communications by dissident or rebellious factions with
their agents and supporters in distant areas. Subversive agents,
moreover, have been moved from one country to another for
political or military sabotage.

An elaborate technique has been perfected for these
clandestine air operations. The unscrupulous promoters have
had no difficulty finding pilots and air crews willing to engage

in illicit operations and they have been successful in bribing
airtield and customs officials outside the US. For other illegal

-11 -
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errands, these ‘Tromoters’’ have utilized highly specialized
rnethods developed by underground reaisiance movemenis during
Vorld Waz [I. The use of false passports, misreprosaentation

of true desitinations, mislebeling of cargoes on icanifests, and
coateraptuous disregard for local regulations have beea standard
practice. The lniricacies of these operations are ilustrated by
the exampie of 2 C-54 which was chartered from 2 Caltornia
owoer by & US non-schecduled carxier in Philadieinhia for use
wiler contract with a2 Yuxembourg Company (cwned by 2 ilew
Zealander) purporting to hold a subcontract with n Bratizhaix
travel concern acitng cn behalf of an agency responsibie {or
transportzticn of displacad persons from Francs (o Isyael,
Although the agency in question controls the movement of only
300 passengers, the US carrier ms asked the French for nermits
for sufficient flights to carry 2,400 jacsengers or equivalent
cargo. The principal European proruoters of this operation
actually include anscrupulous individuals with litile financial
backing and with disrepuiable connections throughout the continent.

Although other illicit operations mave been organized in
Centra] America and Southeast Asta during the past year, the
principai clandestine air activity hass been in the interests of
Isvael. Two fransport aircraft are jirobably en route to or have
recently arrived in isiael, in direct violation of the UN ban on
the expert of aireraft to the Near East. As opportunities for
profits in the Israel iraffic diminish, the ‘‘promoters’’ will
certainly direct their energies into other charnels. For example,
implementation of the rroposed policy by which the US and the
UK hope to contain the Satellite air lines may provide an oppor-
tunity to develop a lucrative black market in aireraft 2nd parts.
H these specialists in clandestine air operations exploit this
market to the full estent of their proven capabilities, this US-UK
policy can be effectively nullified.

In the continued absence of adequate internatiomal controls
over non-scheduled operators, even more serious developments
could occur. For example, a fleei of transport aircraft presently

-12 -

SECRET

Declassified and Approved For Release 2013/07/29 : CIA-RDP78-01617A002100120001-4




Declassified and Approved For Release 2013/07/29 : CIA-RDP78-01617A002100120001-4

SECRET

avaflable for charter operations in western Europe (including
planes of US registry) could concelvably be cbtained by clan-
destine promoters for agents pretending to be engaged in
normal trade activities, but {n reality representing a foreign
power. Under such an arrangement, coe flight each by forly
planes could distribute a task force of one thousand trained
saboteurs throughout western Europe without the natnre of
the operition becoming apparent wntfl the mission was ac-
complished,

- 18 -
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