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FRANCE

A conslderable reassessment in France of the country's
role in the bullding of the Atlantic Jommunity and her rellance
upon tie Atlantic Pect will take place as a result of regent USe

UK trade and monetary decisions and President Truman's announce-
ment oi the Sovliet atomic explosion. Within Government clrcles
and among the population a conviction is growing that cthe U8 and
UK are teading to act bilaterally in economic matiers without
due consideration for the intsrests of continental Buropean
natlons. Apprehension has resulted from the exclusion of France
from the Washington monetary talks, the reported US economic
concessions to the UK, the UK's unilateral and drastic develus-
tion of the pound, and, finally, US pressure to devalue the
German mark to a degree which would, the French claim, undéuly
favor German interesta at the expense of France.

French concern for the possible adverse effects of
this trend upon the national security will probably be incressed
by the implied Soviet possession of the atomic bomb. Two days
following the announcement of the explosion, General De Gaulle
stated publicly that the military significance of the Atlantic
Pmct was now lost, and hence a Franco-German bloc for mutual
defense was necessary. The moderate, semi-~officlal le Monde
went further and expressed pessimistically that "Rurope has
lost its strateglc value to both the West and the East™ and
that "there is no longer good reason to rearm Furope or to set
and fortify a defense line on the Elbe."™ All these developments
wlll relnforce French convictions that the U3 must give firm
guarantees of immediate and large-scale military intervention in
case of war with the USSR, and amay also tend to make France leas
tracteble in future negotiations with the western powers.,

New French parliamentery measures to cover the 1949
budgetary deflclt wiI§ probably %e Tound necessary by the
Quoullle Govermment, and will aggravete the politicel difficulties
that will arise in October because of the Cablnet's wage-price
policies. The deficit, previously eatimated at nearly 500 biliion
francs, will be increased because the Government has reportedly
decided on price subsidies, and workers In the nationalized
industries will share in the greater allowances the Government is
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glving to workers. The Cabinet, therefore, in order to keep iLs
comitments to Parifament and ECA to avoid inflationary financing,

- must deviae and vropose in Parlisment new tax revenues or curtail-
ment of over-all expendltaires, or both. This will be a difficult
tusk becauss: (1) even the existing surtax on gasoline is highly
unpopular, and pressure asgainst it is developing among pariia- :
mentarlans; (2) the Government i1s in a weak position o win political
support of any now tsxes or economies; and (3) business is exert
ing considerably heavier pressure upon the Government to modify
its anti-inrlationary poliey (and provide a greater volums of
oredit) in view of the effecta of the drought, devalustion, and,
yrospectively, of wage lncresses.

Despite ths laborious revialon in May and June of this
yoar's budget along the lines of Finance Minister Petsche's plan
which featured a apecisl %gaolina surteax, the Treasury was rescued
from critical operating difficulties in July and August only by
two extraordinery ECA authorizations of releases from the counter-
part fund. The second of these releases, amounting to 30 billion
francs, was granted with the mutual understanding thet 1t would
be paid baeck into the countorpart fund in November, as hsavier
revenue collections were made In the fall. The Government was
8till optimistic prior to 1 October that there would be sufe
ficlent improvemsnt in collestions to ovorcome 1ts budge tary
difficulties. The decision of 1 October regarding price
subsidles and increcsed worker sllowance was accompanied by an
admission that highor taxes on profibs would be NeCOSSArye

BEven before this month, however, optimism concerning
the economic and financlal situation was not justified. The
Treasury'a opsrating situation hes continued to be extremely
tight, On the revenue side, June and July returns from the
special gasoline surtax reached only about one-tenth of the
aversge rate antlclpated, although other budgetary receipts
have held up well. On the expenditure side, previous sfforts to
ourb the natlonallzed railroada’ opsrating deficit finallg bore
frult In August, but the drain that month on the Treasury's
investment, reconstruction, and special accounts was savere, end
is likely to be increasingly heavy. In addition, thers is lititle
prespact of turning as a lazt resort to the countsrpart fund for
substantlal further relief, inasmuch as 1t ztood at only about
S bllilon francs after the regular September and Cotober releases.

FRENCH AMD SPANISH NORTH AND WEST AFRICA

I B Aggrehnnaion isat the US abandon its speclal treaty

|  position in Norocco is contributing to Lhe acute discouragement
of leadsra o I1qgial (the principsl Moroccan nationslist move=
ment), who are beginning to fear that the only means of furthering

thelr independence alms is through collaboration with the

l
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Commnists. US insistence upon meintaining in full force 1ts
2856 treaty with the Sultan of Morocco i1s recognized by the
pationallsts &8s the last and principel obstacle to complets
French domination over the area. Istiqlal leeders also rscog-
nize rssligtically that US relations with France must take
procedence over those wlth Morocoo. Nevertheless, they aee
that, they can hardly hope to compete with the Moroccan
Communist Party, which 1s also now eapousing independence for
Morosc¢o, and which hes a program for »cdressing soclal in-
Justices that appeals to both rural and urban groups. The
netloanllist gocial program is severely handicapped by the pro-
soription on thelr organization as a political party and thelr
rlght to organlige labor, and by the drastic Irench censorship.
Nationalist leaders are convinced that Comminlsts have in-
filtr«ed Istiqlal, FPressure from some scctors within the
movere:t Tor collaborstion with the Communists i1s beco:

more soute, although Istiqlal's devotion to the Sultan probadly
_prevents any formal combination. Should the Sultan be perasuaded
te acnept the Prench invitatlons to visit Paris, however, his
stending among natlonalists might deterlorate to such an extent
that hls influence would be nullified.

Of all the nationallst groupings in French North

Africa, Istiglal has been the most consistently anti«Commniat
&8s well as the most pro-US, Although limited nationalist
collsboration with the Compmnist Parties of Algeria and Tunisia
hes not produced an actlive joint organization, 1t does not
{olluw that such a combination in Morocec would be equelly

nnocuous.e

ITALY

Italian reaction to news of the atomic explosion in
the USSR generally shows continued {&ith In the superior
potential of the US, but at the same time reflects increased
pessimlem ovsr the prospects for pesce. Non-Conmmunilist laber in
the northern industrisl area was, by and large, not surprised by
the anmnouncement and scems to feel that the US atockpile, plus
the Jnferlority of Soviet technical end industrial capacity, will
serve to deter Sovietl aggression. The small industrialists
maintain their falth in US strength, but belleve that the Soviets
have more to gein and loss to loas by war then the US. The
annouacenent has engendered considersble pesasimiam among the
intellectuals; meny of them had hoped thet the US monopoly would
gontinue for some time. The extreme left (Commmnists and Ieft-
Socialists), apparently without a directive as to what line to
take, are rather mildly o¢leiming that the USSR has had an atom
bomb for some time, but has shown its love of psace by refraining
from "threats™ such as those allegedly made by the US.
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Preas references to the possibility of a US-USSR
agrecmont suggest that the Commmunist “psace™ campaign will now
become more popular with war-weary Italisns., 'The Italian
Government, however, will be stimulated to accelerate its
preventive measures for internal security, particularly with
reference to Communists. FPFurthermore, the Italian Government
will undoubtedly stress the inoreased strength of the Soviet
war potential as a reason why Itely should receive subatantial
aid under the Military Assistance Program.

esent indications, the Itallan Government will
pursue a oautlous noderate course valuation problems.
Abandonment of the orosa-rate eement with the British, and
eventual establishment of & dollar-lira rate at 650 or alightly
above appear to be the major finencial moves by means of which
Italy will seek to adjust to sterling devaluation.

Smarting under the suddenness and extent of the British
action, the Itallan Government will probably seek to release
aterling from its dollar peg (which has resulted in an appreci-
ation of the lira against the pound) and have it traded inde-
pendently s0 as to Insure some degree of protection to important
Itallan exports to the sterling area (fruits and vegetables,
sotton textiles, etc.) which would otherwise be overpriced on
the British market.

Encouraged by the relative ataebility with which the
dire met the first shoock of sterling devaluation, the Italien
Government asserts its determination to keep the lire-dollar
rate below the present 650 meximum. It 1a likely, however, that
strong pressures from exporters and other interests mey force the
Government to some moderate compromise between the present 50%

e rate of 635 to the dollar maintained by the Government,
and the last reported black market rate of 690. Such a compromise
mey be achieved at the 650 level or slightly above. If the Govern-—
ment proves able to hold this rate, the danger of rising costs of
1living and wage demands may be held to manageable proportions.

A sign of 1ts confldence in its ablility to do so is evidenced in
the Govermment's politically~timely move to reduce bread prices.

VATICAN

Ihe Catholic-Sociallst conflict in Austris is sympto-
matic of the growing aversion of the Roman Catholle Church to
collaboratlon with the Socialists in western Europs, Vatlocan
attempts to enlist Cathollc support for the (Catholic) Peoplets
Party in the forthcoming Austrian electlons are evidenced in the
recent proclamation issued by Austrian Catholic Action "in accord
with the Eplscopate™, and published in the People's Party press,
The proclamation annocunces that this year's slections will deter-
mine not only "the freedom and welfare of the nation, but also
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the fate of the Church®™, and lists the points which must be
inocluded in any polltlcal platform supported by Cathollec voters,
Although the Austrian hierarchy has so far avoidsd antagonizing
the Soclalists referring to the Pecple's Party by nams, 1t has
recently become creaain%ly &ssertive,. '

Should the local hierarchy comes out in direct support
of the People's Party, the Soclalists, who have attempted to
avold clashes on religious and soclal 1ssues, might be moved to
abandon their conclilikitory position. Vihile sharp controversy
over these lusues would promote antagonism between the coalition
partners, it would probably not affect materially the outcoms of
the elections, whioch presumably will result in a People's Party
plurality in any case; and it probably would not prevent contimue
ation of a coalltion Government. It would, however, make the task
of forming & cocalition more dlfficult, and, in combination wi:h
other points of difference, would jeopardize the stability of the
ccalition, the malntenance of whlch is ifmportant to US interesis.
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