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AUSTRIA

B Recent Soviet interest in communication facliities
in Austria sugiosts that the USSR does not contempiate an
sarly witbhdrawal of its forces from Austria. At the seme time,
nowly~acquired telephone facllities appear to be calculated to
improve the Soviet capabilities for zonal border control. The
USSD 1s evidencing & desire to get away from sharing tele-
commmnication facilities with Auastria, and from using faclli-
tles routed through areas controlled by other occupaticn
powers. It 1s also trying to extend Soviet-controlled
telephone lines along the western borders of the Soviet zone
and to tie in these lines more closely with facllitles In
Hungary.
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Lest fall, the Soviet element preassured the
Austrian Govermment into re-activating a former German
communication line from St. Poelten into Hungary. This
line does not go through Vienna, and functions for the
exclusive use of the Soviet occupation force. Tarly
thls year, the Sovlet element required the Austrians to
extond this line to Ennsdorf, on the US~Soviet zone borden,
and more recently has demanded its extension north along
the zonal boundary to points aeross from Bavaria. Currently,
the Soviet element 1s demanding that 211 communication
faellities sorvicing 1ts border control posts, formerly
roubted through the Ling exchange in the US zone, be pouted
through lines within the Soviet sone having no Austrian
subseribers.

In the southeast section of its zone, the Soviet
olement has demanded that the Austrian Goverrment rvestores
& formor German telephons line connecting Cberwart, in
gsouthern Burgenland near the British zonal boundary, and
BEoeszeg 1n Hungary. Soviet occupation officiels have also
called for cable plans of the Guessing and Jenmersdord area,
particularly of the lines serving gendarmerie and customs
officoes. This area i1s in the southern tip of the Soviet
zone, a narrow strip between the British zone and Hungary
extending to the Yugoslav border. Soviet roequests for
cable plans of an area have, in previous cases8, soon Io-
sulted in demands for the re-activation, or creation, of
lines having no Austrlan subscribers.

It 1s notable that these Soviet moves have only
occurred after almost five years of quadripartite occupabion
of Austrla, asnd are simultanscus with Soviet intrangigence
on the four remaining unagreed treaty articles, which are of
relatively small importance to the Soviet Union.

B Developing malad justments of the Austrian banking
gystem may be partislly arrosted by the proposed new eredit
control law. Over the past two and a half years, commerclal
banks have been violating good banking practice by the amounts,
Lypes, and terms of credit granted. Yot it ia Imperative that
Austrie possess a sound bankinc gystem, even before the
salutary influence of ECA is terminated in 1952, Sound bank-
ing requirsd that commerclal banks restriet their loans
prinecipally to the shorit-term varlety, rather than intermediate
or longeterm. Thls principle appears to have boen disregarded -
by the Austrlan commereial banks, which, by January 1980, had

“3‘“

RSN
Approved For Release 1999/09/02 : CIA-RDP79-01090A000400040002-2



. Approved For Releasé 1999/09/02 : CIA-RDP79-01090%000400040002-2
SECRET

granted 271 million schillings in oredits of one to five
years, as contrasted with 450 million schlllings in credits
of more than five years.
In addition, the bulk of credit granted in the
form of large loans has been to a rolatively small group
of privileged concerans, in violation of the rule of diversl-
fication of risk. This concentration of credit has caused
an acute shortage of funds for trades and small industries. ;
The Austrians expect that a substantial step in :
the right direction will be taken by contemplated leglslation i
on credit conirol, which envisages: (1) limiting bank
1iabllity to a flxed ratio of paild-in-capital plus spscified
reserves; (2) requiring banka to maintaein a specified
proportion of their reserves in liquid funds; (3) limiting
credit to individual users; (4) establishing adequate loans
procedures; and (5) lncreasing bark supervision by Governmentsl
authorities.
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FRANCE

A A Frenech Asssmbly resolubion of 28 March ealling on
the Government to ease credit restrictions could sacrifice
the vital gains being made against infistlon in France. The
steady rise of prices from July 1949 to Februery 1950 has begun
to level ~ff, and the transition %o colleetive bargaining hasa
beon started wilthout an appreclable sddition to exiszting
inflatlonary pressurea. Labor's deep rescntment of its small
strike galns, however, 1s likely to reinforece its further wage
demards in the forthcoming contract bargaining. HEven more
declsive for the course of prices in the coming months will
be the Goverrment's credit and fiscal policies.

The rocent Assembly resolution asked the Govermment
to raise Bark of France rediscount ceoilings sufficlently to
permit an Inerease of ceredit to amall and medium enterprises,
which would assist them in meeting higher tax and wage pay-
menis. In the second quarter of 1949, wlthout any such formal
lifting of credlt cellings, the Bank of France applied the
regulations loosely, s policy which greatly lnereased the
inflationary dangers In the last half of the year.

Despite ECA's peralstent pressure on the French
against any relaxatlon of safeguards risking a repetition of
thls sequence of events, the Govermment will probably not be |
able to resist business® growing campaign for easicer credit. ¢
The Radleal Soclalists, who are sponsoring this demang,
can be expected to carry greater weight in the Government on |
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this issue since the departure of the Soelallsts. MNore=
over, the slowly mounting unemployment total (though
still negligible) will lerd credence to new warnlings of
excessive "deflation", warnings which were tho inmedliate
impetus in the spring of 1949 to the relaxatlion of credlt
controls by the Bank of Franee.

B The French Goverrment will continue to favor a
cautlious rapprochement with Genmanﬂ;aéspite cool populag
reaction Go gﬁﬁﬁceilor,Adenauer's recent "trial balloon
proposals for a Franco-German vnion. Having successfully
negotlaied accords with the Sasr desplte stronz German
cojections, France will now take more cognizance of German
attitudes and will endeavor to avoid further incidents which
might excite CGerman ssnsltivity. The French Foreign 0fflce
plans to advise the Saar not to be hasty in acceptling the
invitation tendered it by the Councll of Europe, hoping that
by allowing the German Goverrment more time to maneuver, the
Bundestags can be persuaded that Germany should accept an
associate membership in the Council.

ITALY .

B The weakened state of Soclalist forces in Ital
phaslzed by the ultimat rch Irom the Uonforsence
o1 ] 11st Pari SOMISC0) to the Italian
Soclalist Workers Party (PSLI) to unify with the Unitary
Socialist Party (PSU) before 1 June, or face disqualification
as the offlelal Itallian Soclalist Party. The factors which
have brought about this weaknsss would tend to make any
wification achicved through compliance with the ultimatum
largely superficlal and unlikely to result in a real re-
Juvenation of Soecialist forces.

Several obstacles which have heretofore prevented
the unification of the PSLI and the Romita-Silone PSU will
continue to impede such a merger. Among these obstacles are:
(1) a conflict of psrsonalities and a divergence of opinion
among the leaders of both parities as to the objectives of the
Govermment's forelgn policy; consequently (2) the absence of
8. alncere desire on the part of elther party to achieve unity:
and (3) the unwillingness of PSLI to accede to the demand of
PSU that it withdraw from the Goverrment before unification
negotiations.

Because of the fact that 1t has not held any of the
Important economic posts in the Cabinet and its particlpation
has beern- strongly opposed by both the right and left wings of
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the majority Christian Demoerats, the PSLI has been unable
to exert any appreclable influencs on the CGovernmcnt!s
program of sooclo-economic reform. There 1s not much like-
1ihood that a unified Soclalist party outside the Govern-
ment would be more effective as a forece for reform.
Despite the faot that it would have considerably greater
popular support than either the PSLI or PSU alone,
dlsagrecment among party lecaders as to the consolidated
party's position in matters of foreign policy, personal
friction between Romite and Saragat, and constant fear by
each faction of domination by the other would prebably
prevent the new party from offering strong, constructive
opposltion to those aspects of the Coverrment's program
which it considered unprogresaive.

Only 1f Premier Do Gasperi were to offer the ncw
party posts out of proportion to 1ts strength and importance,
would i1t have reaasonably good prospects of being an effective
force. In view of the many pressures within the Christian
Democratic Party to reduce the particlpation of the minor
parties in the Goverrment, such a gesture from the Prime
Minister seems wmost improbable. .

B A split in tho Ttalian Communist Party (PCI) and
the formation of a nationallst (non~-Comintorm) %ommuniat
party continues to be a possibility desplite the recent
Party successes. Concomitant with its accent on vlolence
and direct action tactics, the PCI is purging the ranks of
1ts loeal leaders im Turin, Milan, and other Italian cities
where undisciplined or deviationiat tondencles have been
expressed. At the sams time some of these purged elements
are geekin%hto fgnmta gationalist party.

© potential of the emerging group is at present
quite limlted. Ne major Commmnist leader hgg yet begn clearly
ldentifled with these doviationists. Also, as long as the
PCI can maintain its effectiveness of the past several
months, the nationalist group will not have a large appeal. If,
however, the Italian Govermment can- successfully cope with the
developing Communist offenslve, the tendency of the PCI to
gi;;ggrovgr the 1ssve of netionalism versus Stalinism would bo
ced.
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SPAIN

The milita arade in Madrid on 1 April
celebrating Franco's victory in tho Spanish Civil ﬁar,
strikingly revealed ths Generalissimo's decline in
popularity and prestige, even as it confirmed his ability
to remain in power over an exhausted nation. A year ago
it was announced that the armiversary parade would hence-
forth be held only every ten years, but evidently Franco
found 1t necessary to emphdsize the fact that he is still

in control. Spectators were apathetlec when Franco arrived

at the reviewing stard, and the diplomatic corps was
sparingly represented at the event,
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SPECTAL ARTICLE

PREMIER BIDAULTYS PRODUCTIVITY BONUS PROPOSAT,

T Premler Bidault's recent recommondation of bonuses
goeered to productive efficlency will probably not help
greatly to reconclle the views of businoss and labor toward
wage linorecases, but it already has done much to foous public
attention on the chief problem besstiing French production.
This problem is to overcome' the considerabls obstacles o a
Turther rapid Increase in national productivi ty (output per
man=hour in all economic activities) as the principel
requlrement for & steady rise in 1iving standerds, Although
France had succeeded by the beginning of 1950 in nearly
roegaining 1ts 1938 raie of production, it must substentially
better that rate over the next: few Jears. In the 1930%s,
France's economy wes declining, with sertous socilel and .
politlcal consequences. Horeover, some other Eurgpsen nations s
with vhich Mrence will now be in increasing trade competition,
are ralsing thelr respective levels of productivity faster
than France, TS industirial producbivity, which is 1938 was
somewhat more than three times that of France, is now
probably nearer four times that level, and yot France has
wade 1bs best record In this type of economic activity,.

The Premlerts bonus proposal appeared to be o akiliful
effort to accommodatoe the - sharply divergent woge views of
labor, private mansgement, and the administrations of the
nationalised industries. It might have been expected to:

(1) eppease the workers scmewhat and also afford tholr leaders

a pretoxt for abandoning the now hopeloss strike effort;

(2) be negoptable to management, beeause it probably would add
at the most 3% to the recent 5+6% inorease in basie wages,

while tending to boost efficiencys and (3) enable the Govern-
nent to carry out politically desirable economies in the ‘
nationalized industries. The Government is 1ikely, however, .

to be dlsappointed im these expoctations, except insofar as

‘Bome non-Comnunist labor leaders have grasped Bidault's

proposal as an opportwnity for torminating strikos and as the
basls for further wage discussions. . Small businessmen, who are
greatly in the majority, are gonerally uwnimproessed with the

need to increase productivity, and after the alear-eut fallure
of the recent strikes, business as a whole 1s all the more sure
of its abillty to hold the 1ine on wages. Management will there-
fore tend to profess a desire to.ecus prices, especlally on ex~
ports, rather then commit 1%s6lf to a bonus which would raise
its wage costs. The workers themselves, fay from belng sppeased,
are deeply dissatisfied with the s81light concessions to their
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demands recently made or offered, and will object with
Increasling vigor that Bidauls's plan, as gpplied to many of
the nationallized industries, would necoasarlily result in
reductlons in employment as productivity is inoreased.

The public discussion resulting from Bidsult's
statement will, however, zive considerable assistance to
ECA's long-term efforts to effect a profound modification
of French attitudes toward productivity. &ECA has been
expanding 1ts "Technical Aasistance” program, under which -
teams of French workers inspect production in US factories,
and has also beon emphasizing economic integration partly to
spoed up an ilmprovement in weatern Europe's productivity. The
French teams have in general returned to their Jobs convineed
that French productive efficiency rmst be greatly boosated,
but thelr influence has so far been amall. Furthermore, most
prominent leaders in businsss and in the Government give only
11p service to ECA's appeal for economic integratlon, insglsting
that 1t must follow, not precede, further improvement in
productivity,

There 1s no question but that the French nation must
become generally aware of the productivity problem and
acquire the will to tackle 1t. Even in the plants thers is
widespread indifference to the probleom and 1ittle cooperation
toward its solution betwesn iabor and management. French
workers cen hope to have their real wages raised substantlelly
only if steady improvement in productivity is realized, but
many are still convinced that grestor afficiency can-lead
only to uwnemployment. The low wages of the majority, moreover,
leave them highly susceptible to Communist propagande to the
effect that a drive for higher productivity 4s a capitalist
i‘;rlck to explolt labor without granting compensating increases

n wages. . ’

Even should these basic attitudes be rapildly modifieq,
however, the necessary major technical and institutional
reforms will be implemented only gradually, and there is
considerable doubt whether they can be carried far enough in
the next two years to permit a steady rise in French 1iiving
standards after ECA aild 1c ended, The capital equipment
necessary to medern efficient production has been acquired
in Increassing volume, but considerable investment funds have
been spent on less economical oquipmont, such as steam ~
locomotives, and exlsting facllities are often far from being
used to best advantage. Furthermors, the averags Fronch
production uvnit la relatively esmsll and resista specialization
and research. The French entreprensur has a traditional
preference for security, which ceuses him to restrict his
oporations and insiat on a large profit rer mnit of output.
Finally, current Govermmont policies are Inadequate to force
price reductions by curbing the price-flxing and allocations
of production, which are freely practiced by trade
assoclatlons in Franece and tend to porpetuate the many
inefficient enterprises.
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