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AUSTRIA

B Any movss by the Western Powers to ease the
occupation burdens on Austria would necessariiy entafl
congideration of tho quadripartite control mechanism
in Austria. Although this mechanism 1s flexible enough
to allow some changes to be made by the three Jestern
Powers alone, any changes that would eonstitute tri-
partite withdrawal from authorized four-power controls
would lmprove the ability of the Soviet element to sact
unllaterally, should it faill to join the West in now
policles.

Under exlsting sgreements, members of the Allied
Counell (AC) for Austria may be either military or civiliang
the High Commissioners in each zone may also be elther
milltary or clvillian. Changes to civilian personnel would
probably receive Austrian scclamation only if the Western
Powers gave strong assurances of contlnued support for
Augtrias and maintalned thelir determination to achieve a
treaty.

The various staffs of the AC, which correspond
generally to the Austrian CGoverrmental Ministries, are
established by the Control Agreement and sxercises some
control functlons over the Austrian counterparts. Without
Soviet agresment, 8 Western withdrswal {rem these staff
functions would not actually ease the occupation burdens
on Austria on the governmental level, but would permi: the
USSR to exercise the authority of the staffs with no
opposition. The same situation is spplicable in regard to
annual quadripartite determination of occupation costs,
although the British and French could follow the present
US practice of recelving its allocation but renouncing
actual payment; tho Austrians would undoubtedly approve
such a8 Mmove. :
Western efforts to relax the occupation sesmingly
can be effective only In the western zones, where the degres
of occupation control has already been reduced. A curteil.
ment in regquisltionin;, suspension of militery government
courts, and Increased authority for the Austrian police
appear to be the type of measures which are feasible.
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B . Austria will probably be reluctant to liberalise
further its trade with western Lurope until 1t bas abiained
greater Interna) economic strength. To date, the Austrians
have complied with the OEEC objectives of liberalizing intra-
European trade, and have reduced quota restrictions on
imports from participating countries by 54.2% of the 1948
volume. The Austrisn Government, nevertheless, is now
taking the stand that further relaxation of trade controls
with western Europe must be limited, becanse of the trend of
Auatriat's trade with the East. In thils trade, Austrila is
presently being compelled to deal mostly through large
commercial monopolies established by the Soviet Satellltes,
and has, consequently, stated that trades con:rols are
necessary to maintain a bargaining position in such
transactions. :

Although this is the official policy explanation,
there are also critical domestic considerations. A complete,
or even partial, removal of import restrictions at this
time would enlarge Austria's deficit with western Europe,
and thus jeopardize i1te limited foreign exchange holdings.
If restrictions should be further relaxed, lmports from
weatern Europe would tend to be at a high level, because of
the high cost of Austrian production, and because of the
profitable re-export opportunities to the East. At the
seme time, the wvulnerability of Austrian Industry to foreign
competltion would threaten to inerease unemployment.
Furthermore, any considerable relaxation of trade regulations
would weaken the Austrian Government's control over internal
production, and thereby ensble the USSR to increase iis
already considerable purchases of industrial materiel in the
Austrian 1nland market. '

The Austrians are gravel:r concerned with the con-
tinued lag in thelr export trade. Inadequate industrial
modernizatlon, and continued high costs of production still
hemper & real trade recovery. Although Austria 1s not likely
to modify 1ts trade policies now, responsible Austrians
reallze that, in the long run, the Austrian economy wi.l be
viable only with & greater economic integration of Eurcpe.

FRANCE

A The French Goverrment will take strong measures
to counter the Cormnist o orts to disrup ) o
and distribution of MDAP equipment. Although the Covernment
wlll not be able to forestall all Communist attempts to
obstruct the defense program, 1t will be able to prevent
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serious interference. Protectlve measures to cover
operations at Cherbourg, the principal delivery port,
will probably be adequate to prevent major sabotage.

The timing of the recent protest incidents
at Toulon, Nice, and Marseille reveal that the IFrench
Communlst Party (PCF) has organized speclal "commando"
bands of Party millitants and thugs, and hes widely
disperssd these groups throughout France so that they
can go lnto action suddenly in the least-expected places.
Thls complicates the problem of countering possible sabo-
tage attempts, as police slements camnot be deployed in
advance to prevent all such dlsturbances. The succeas of
possible countermeasures will depend particularly on the
decisiveness arnd speed with which action 1s taken, as was
demonstrated during the recent strike at Harseille when
the prefect lmmoediately threatensd to reecall the work
cards of striking longshoremen, and to hold up the normal
unemployment indemnity, end did permit the temporsary ifroe
hiring of dockers. Here the strikers returned to work
after a very short poriod. On the other hand, in Hice a
laﬁﬁf gang of millitants invaded the dock area and threw
maculnery they believed destined for Indochina into the
wa;gg, while the prefect pleaded with them to "ramain
ca o

The superprefect system organized by formerp
Minister of Interlor Moch, which functioned so effectively
in checking the 1948 strikes, will probsbly again form the
basls of plans for controlling Communist-led subversive
activities, but the tactlcs have not heen disclosed.
Workers in the rallrosds, arsenals, and other nationalized
industries will be deterred from promoting the Commmist
campalign by the Goverrmentt!s warning that anyone refusing
to perform his regular dutles will be subject to dismissal.

The Govermmentts will to crack down on Communist
sabotage of the I'rench defense program 1s strengthened by
several factors: (1) the determlnatlon to show that the
Government, desplte present political instability, has
firm control of the internal situation and that the Communist
hold over French labor has been greatly weakensd, even though
labor dlscontent continues; (2) the strong CGoverrmental
objective to re-equip and modernize the French militery forcesy
and (3) the fear that eritics of Prence's projected vroleé in
MDAP might succeed in cutting off arms shipments, in the
event of large scale Communist interference, on the pretext
of preventing materiel from falling intc Communist hends.
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Prospective French "anti-trust" legisiation will
tend on balance to promote, nob overcomo, nign price levels
end business practlices harmful both to national economic
stability and to ths caunse of foreign trads liberalization.
Thus, the Goverrment, whlech 1s expected to defend the
legislation in Parliasment, will in this respect work
against rather than toward US objectives In western
Europe. The French publlc seoms almost totally unaware
of the substantlal influsnce of these asgreements on rebtall
price levels. The probable alignment of leftist with
rightist deputies in support of an obviously “phony" anti-
trust blll will demonstrate that baslc obstacles face US
efforts to modify French Institutions in order to help
solve long-term economlc problems.

Agreements among competltors in France are wide-
spread and traditlonal, and have long been fostered by
Goverrmment policles. DIven labor has approved the principle
of cartel arrangements as 8 national tradition, accepting
the special protection for management¥s interests as com-
plementing safeguards for labor against interruptions of
employment. Such agreements control manufacturers?, whole-
salers'!, and retallers'! prices and markets, and limit
guantity as well as improvement in quality. Hence these
agreements have served powerfully to prolong the postwar
inflation in France, and have contributed importantly both
to the lag 1n real wages and to Lhe income disparities under-
lying labor's chronic unrest. They also encourage business
to resist many of the concrete steps necessary to increass
productivity and rationalize production. As & result,
business demands that if additional governmental trads
barriers are to be removed, it be allowed to strengthen

" private international cartels, in order to maintaln effective

protection against foreign competition.

The anti-trust bill has been termed unobJectionable
by apokesmen for business and, as law, would probably help
rather than hinder busineass to develop cartels for its own
special ends. The blll itself lays down no standards for
distingulshing between trusts which, on balance, favor, and
those which injure, the public interest. It does not even
establlsh an agency wilth adequats power to proceed agalnst
trusts which may be harmful to the publiec Interest. The
proposed "National Commission for the Contrnl of Private
Trade Agreements" will only investigate and recommend; real
power will rest with the Minister of Finance and Economic
Affairs. Furthermore, reglstration of cartels would not be
compulsory, ard a cartel which reglstered voluntarily and
received officlal sanctlon would be In & positlion to re-
quest a Govermment deeree that the agreement among 1its
members must be observed by all companies engaged in the
same sconomlc activity.
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It 1s clear, moreover, that the Covermment
officlals promoting this legislation are not intent upon
effecting a reduction of price levels. The cartel
comnlssion's power merely "to oxamine" the ineidence of
agreements on prices and on purchasing power was preferrcd
to 2 proposal of the Monnet Modernization Plan officlals,
who were convinced of the adverse effects of price~fixing.
These offlclals had urged that s seml-autonomous, quasi-
Judlelal body be established with power to void harmful
agreements and penalize the participants.

FRENCH AND SPANISH NORTH AND WHST AFRICA

B Ine recent irregular actions of the Spanish Zone
authorlties appear Lo be of & ploce with the au%cry surrounde
Ing the alleged Arsb uprising of 4 February, and probably
reflect the personal policy of General Varela, High
Commisslioner of Spain in lMorocco, more than that of the
Spanish Govermment. !adrid, however, 1s no doubt still
plgqued at having been foreced in 1945 to glve up control of
Tangier, selzed during the war, and has shown no inclination
to curb Varela. Two instances of Interference by Spanish
Zone police in the internal affairs of Tang’cr are particu-
larly flagrant and damagins Go the prestige of the intorna-
tional administration. First, Spanish pollce agents without
the knowledge of Tangier authorities entered the International
Zone and made off with the porsonal proporty of an expe.led
Spanish national. Second, Spanish agents virtually kidnapped
five Spanish political refugees and Sook them from Tangier to
Spain, where they werc imprisoned. One confessed agent in
this affair claims he seted officlally under the orders of
the Spanish Director of Securlty at Tetuan; he has becn Jailed
on a charge of carrying arms illegally, and interfering wivh
the public funetions of the International Zone. Concurrently,
Spanish border police have stopped US and other official car's
leaving the International Zone, and, regardless of the
diplomatle atatus of the cccupants, have subjected the cars to
bharassing searches, although persons and pouches have not been
touched. The incident of 4 February is given as the reason
for these searches, which have continued degplite a written
protest by the US Ministor to Ceneral Varela. For the second
tlme this year, the rangler Committse of Control, now headed
by the US Minlster, may be convened in extraordinary session
to consider s situation resulting from Spanish policles.
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Flagasing netlonalism throuchout French North
Africa has bsen given a shot In the arm by an Egyptlan
act inimiecal to the French. Aftor the Egyptian natliona-
1istic WAFD Party returned to power last month, its leader,
Prime liinistor Nohas Pasha, openly telegraphed to llessali
adj, flery and mystileal Algerilan nationalist leader, a
thinly-veiled appeal to revolt, urging other Arab states
to asslst Algeria in attailning "complete independence and
entire liberty."™ The influence »f the lloroccan nationalist
leader Abd-el-Krim in Calro can be detected in thils latest
unfriendly gesture of the Tgyptian Covernment leveled at
Francet's position in North Africa. Present and previous
Egyptlan Govermments have indulped in similer hostile
activity, questloning French hegemony in North Africa, and
edho%?g the Soviet line urging early "eoloriial liberation®
in Africa.

THR I7IIFRLANTS

The Ilecherlancs desire for the rcsumption of close
tles wlti: weetern Germany willl be at least partiallv met by the
expansion of Dutch-German trade under a new agsrooment sisned
on 2 February. Thls agreemont calls for an inerease in the
agcregate valuo of trade betwsen the two countries, to be
achieved in nart by a substantial liberalization of +“utch ime
ports from Germany. Although the rocent favorable Dutch balance
with Gormany may increase within the next few months, the
lletherlands 1s exvected to have a trade deflelit with Cemmany
by the vlme the trade agrecnent expires on 1 Septenber 1350,
Thic provaly will result from: (1) Dutch payments for capital
£oods which have boen doferred unitil dolivery; (2) use of the
Indonesian eredit in CGoiman marke held by the Hetherlands for
Indonesia; and (3) closor survelllance of transit trade to
prevent the Incliuslon of non-futch roous In trade agreenent
accounts.

Along with the trade nesotlations, soie agrcenent
was roeachet on the Rhine shlpping problem, with Gerrneny ree
cornlzing the rijht of tho Dutch Lo engage in foreipn carrying
trade on Germany’'s inland waterways. The formalizing of h
agreements regarding the use of the Rhine, however, and a solutio:
of the srovblom of control ol uhe currencles use. in paving for
iInlend shipments probably will take considersble time, despite
the recent agreement. The Dutch necessity for German trade
according to the pattern of prewar years, when the Dutch had
a net favorable balance with Germany from invisible receipts
to pay its deficit with Belgium, probebly will cause the
Nethorlands to press for increased Dutch-CGerman trade snd
commerclal tles.
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ITALY

B The Italian Goverrmont will face difficultiy in
finaneing the reform and investment program w t 1s
belatedly planning, and in balaneing politlcal and
aconomlc demands in implementation of the progranm.

The plan has six components, to which priorltics
have been assigned. The first three are motivated pri-
marily by soclo-political necessitics. First priority has
beon given to agrarlan reform. The peasant rlots have
finally forced the Government to take action, and thehpro-

© 3Jscted reforms willl require the expenditure of about ;1
billion over the next few years. Second priority has been
glven to public works to alloviste conditlions in sounthern
Italy and Sicily, for which about 2200 milllion a year for
the next ten years is being prograrmed. Third priority
has been given to badly-needed low-cost housing; the present
inadequate allocation of about 100 milllon & year 1s to be
expanded .

Priorities four to slix are given to iInvestments in
industrial and assoclated flelds. The lmportance to the
sconomy of such investment has been made apparent by the
decline of the export trade during the past six months, and
by the recessionary tr.nd which has becomec more evident in
the last several months. Over $1 billion has bsen programmed
for 1950-51 alone to expand industrial productlion and improve
Italy's competitive position in world markets., Ths const-
ruction of thermo-electric plants, expansion of metallurglcal
plants, and modernizatlon of industrial equipment are In-
cluded in these programs.

The gross Investment, however, required for these
six projects (over and above normal budgetary requirements)
would, amount to almost 20% of the estimated national income.
Even with ald fram the lira counterpart fund, 1t is doubtful
that domestic funds can be found witlhiout having recourse to
inflationary flnaneing, to which the Goverrment 1s strongly
opposed. Therefore, it 1ls probable, in view of the order
of priorities, that the industrial investment nscessary to
reduce unemployment, to lncrease the avallabllity of ecapital
and consumer goods, and to absorb the increased consumer
spending power injected into the economy by the first three
programs, will be slisghted. Wlthout industrial investment,
however, not only will the productive capaclty of Italy be
left unimproved, but also the reforms of the first three
priorities wlll prove more difficult of Implementation.
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The feeling In Italy of frustration and futllit
in the event of an rast-West conflict 1s being intensif{eg
as the result of the US decision to make the Hebomb; 1t will
1rad to an extenslon of neutrality sentiment among the
Italian people. Italians, except for strongly pro-US forces
and milltantly pro-Soviet elements, have for some time been
apathetic at the bleak prospects afforded by a third world
war which nelther viebtor nor vanquished would survive.

As the prodiglous atrength of the two protagonlists
grows . {(Italians sxpect the USSR as well as the US to have
the H-bomb 1n the not-too-dlistant future), and Italy's in- -
abillty to.tip the balance elther way becomes more apparent,
the ma Jorlty of Italians will tend to think increasingly in
terms of neutrality. Such thinking 1s not altered by the
prospect that Italy will be overrun by the Soviet invedery
Italians belleve that whatever role Italy plays, the country
would in any case eventually be liberated by the US. Many
Itallans are wllling to accept this line of reasoning in
order to banlsh from thelr minds the spectre of catastrophic
destruction. ‘
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