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EUROPE

1. FRANCE: Ramadier faces critical period--US Ambassador Caffery

believes that the next ten days will be the most critical period yet faced
by the present Government, as Ramadier must: (a) find a compromise
economic policy on which the Parties in the Government can agree; (b)
cbtain 2 vote of confidence or 4 July; {(c) wir the approval of the Soefalist

" National Council o 5 July. Cafiery adds that the Socialist Labor Minister
is said to be on the point of resigning because he cannot agree to the com-

promises of economic policy which Ramadier must make.

 Strasbourg Communist Congress--Caffery aiso reports that
qualified cbservers note evidence in the declarations made at the Stras-
bourg Congress of the French Communist Party that Comintern operations
are being revived. He cites the speech of the President of the Control -
Commission of the CGreek Communist Party 2s tending to confirm French
reports that the {nfernational Communist movement has not only sent arms
to Greece but recruited men from the Netherlands, Belgium, Italy, and
Fz'ance for the International Brigade in Greece. /-

Soviet Zone the formation of 2 unified government in that Zone. Ministers

T1) ‘ 1@ discussed
with the German oﬁieials who nsad the Cemrak Admjnistraticns in the

3.3(h)(2)

Przsidents in the Soviet Zone attended a similar meeting on 27 June. 3.3(h)(2)

the Soviet Military Authority in the near future may announce

divart atteation from the responsibiiity of Greece’s three northem neigho ;
bors for the unstabie situation In Greece. ;

a plan for a central German government in its Zone.

NEAR EAST-AFRICA

3. TURKEY: US discourages Turkish appeal to UN on minority question--

The State Department bas informed US Ambassader Wilson that a2 Turkish

-appeal to the United Nations at this time, conceraing persecution by guer-

rillas of Turks livisg in Greek Thrace, wculd not serve any useful purpose

. (see Dafly Surmamary of 26 June, item 3). The Departmeunt believes that such
an appeal might complicate consideration of the Balkan Investigation Com-~

mission’s report and proposals by the Security Councﬁl .and also might
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FAR EAST

4. CHINA: Weakening of Nationallst position in North China--US Assistant
Naval Attache Pelping reports deterioration of the North China situation
and increasing Commuaist interdiction of the lines of communication,
apparenily because the Nationalisis are unable ¢o garrison all rail lines.
The US Assistant Military Attache Pelping suggests that popuiar disap-
proval of the present Nanking government may develop into a movement
to overtirow the Generalizsimo, ““if the Chinese Communists do not do
it first, _ ' '
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. FRANCE Molotov reporte

. POLAND: Psible oz ks n OPOSa
'US Ambassador Donglas the Polish representative to the ECO believes

Approved for Release: 2018/09/26 C06749330

3GUNF ) - 38 _ . & JuL 1947.
% 421

»

EUROPE

US Ambassador Caffery has been rehably informed by a lzzgh oificial
the Ministry of Interior that Molotov has upbraided French Communist
leaders for their lack of skill in permitting themselves to be excluded
from the Goveramert and has urged them to re-enter the Govemment

at ail costs. -

Ramadier success in crisis viewed likely--A high official close
to Ramadier has told Caffery that he is more optimistic concerning
Ramadier’s ability to hold together the Government and obtain a vote of
confidence on 4 July.

- Political significance of rightist plot arrests--Caffery has been
confidentizlly informed by a high oﬁicial of the Enterlor Min{stry that
the arrests made in connection with the ‘‘rightist plot”’ were based upon
evidence amassed during the past several months, and that the arrests
were rmade at this time fn order that the p?o—Govemment Socialists may
be able to declare that republican institutions will be imperiled by a
clash between the extreme Left and extreme Right, if the preseat Gov-
ernment is allowed to fall,

axticipation ‘fm Marshal!, proposals-~-According to

that Poland might cooperate, at least on a limited secale, with the Mar-
shall proposals for Europeaa economic reconstruction, regardless of
the Soviet position. The representative added that: (a) Polard’s need
for capital equipment and Western markets makes economic (solation
from the West impossitie; () Polish and Czechoslovak participation in
ECO demonstrated that these two countries might be able to engage in
limited cooperation with the West, even if the USSR remained aloof; and
{c) conversations are taking place in Prague concerning the possibility
of independent Polish-Czechoslovak participation in the plan.

(CIG Comment: If the USSR permits these countries to participate
in the plan, the local Communist Partles can be espected fo use every
possible means tc exploit Western aid for the benefit of the USSR.)

Fightine between Ukrainian underground aad Polish troops--US
Military Atiache Warsaw reporis that, according to a faliriy reliable
eycwitness, the Polish Government 1s employiag 3 divisions plus several
thousand security troops against the Ukrainian underground (UPA) in
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southeast Poland. Source adds that the UPA is well-supplied with German
and new Soviet automatic weapons and that, although most of the fighting
is between small units, engagements of battalion size have occurred.

The MA, who in general confirms these statements, believes that the Gov-
ernment forces will score considerable successes but will be unable to

- eliminate the Ukrainian underground.

. HUNGARY: Nagy’s popularity said stronger than ever--According to US

Charge Budapest, Communist attempts to discredit ex-Prime Minister
Ferenc Nagy in the eyes of the peasants have failed. The Charge is
assured on good authority that Nagy’s standing with the bulk of the rural
population is better than ever, and that he is assuming the stature of a
national herc. (The UK Foreign Office had previously expressed the
belief that Nagy had lost his following in Hungary; see Daily Summary of
28 june, item 3.)

FAR EAST

. NEI: Effect of US aide-memoire of 26 June--US Consul General Foote

reports that the US aide-memoire of 26 June prevented ‘‘unfortunate
incidents’’ in the NEI during the past weekend. According to Foote,
President Soekarno is hoping to obtain control over extremist Repub-
lican leaders in order to be able to comply both with the Dutch note of
27 May and with the US aide-memoire. In addition, the left-wing groups,
which forced Sjahrir’s resignation by refusing to support his proposed
concessions to the Dutch, have withdrawn their formal opposition to
Sjahrir’s policies. Foote believes that, if Soekarno gains control of

- the left-wing groups, agreement with the Dutch may be expected.

THE AMERICAS

5. ARGENTINA: Incitement of Panama against US--According to US Consul

General Troutman in Geneva, the Fanamanian Charge in Bern quotes the
head of the Argentine delegation to the International Labor Office Con-

- ference as saying that Argentina considers that US ‘‘imperialistic and

capitalistic activities’’ have placed Panama in an extremely difficult
position, and that Argentina, as the ‘‘big brother of all Latin American
countries,”’ will give Panama full support. Troutman comments that the
Argentine delegation to the conference is engaged in an aggressive attempt
to drive a wedge between the US and the Latin American countries.
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1. Possible break in Yusosiav.-Vatican relations--Yugoslav Vice Forelgn
Mialster Bobley has &uf@z‘med Us Charge Belgrade that the Yugoslav
Govrernuent has requested the Vatican to vapudizte an articie in the
Vazican aewspaper which charged the Yugosiav Government with

*  massacze of 400,000 Catholles. Bebler stated that “otherwise the Tugo-
slav ucwrﬁa ment will take further meusures, not excluding a break in
Mtﬁﬂ)in.
{C¥: Comment: Yugeslavia is the only Soviet safellite which still
m«intam relations with the Vatican. In view of the Yugoslav Govern~
ment’s f2ilure to elminate Catholic H@Luence by intimidation, it may
\! - aow coanider atizinment of this zoal impossible without a bresk in re-
iations. Moveover, the Vailean iz not ezpected {n moderate s attitude
sc long as the Tito regime ¢ontlaves iis terrorist carpaign against Yugo-
slav Catholics.)

2. Afghan interest in North West Frontler--US Embassy London reports 2
| yecent Urredentist claim by A) fgu"h'?'ismﬁ in the area between the Durand
| Line {along part of the Indin-Afghan border) and the Indus River which
may consiituic 2 sevicus threat o the peace of the border. The Indian
) Government has suggested o the UK Government that the US be invited
2g 3 fr?endlfy third party te war the Afghan Government against adoption
of 2 " 'poiicy of adventure’ " which,in the present state of international
tenﬁim,x nay have repercussions mxﬁz«?emely harmful to Afghanisian as wall
as fo ofders. The correspondence adds that, inasmuch as the US is con-
) cerned with Afghan security vig-a-7is the USSR the US may leel that it
- bas a diveet tnterest in the malter.

3. GREECE: Communist arrasts o Aitens likely--Prime Minister Maximos
has formed US Am‘&wgbads taCVieagh it 1t will pr chebly e necessary
to arrest promivent Communist leadsrs and organizers in Athens in order
to pravaat %me from leaving th: country fo ioin Zachariades {(ex-leader
of the Creek Communist Pariy now in France) in promoiing 2 separate
Graek ggwemz..mm and cthers from launching a series of erippling strikes
in Greece. Mozimos added that he did not wish o place the matter solely
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o the hends of Minister of Public Order Zervas and would prcbably
appolat a small unofficial commitiee to handle the probiem. x’lvmc}reza-.gh
suggested that, in order io insurs wide suppoert for Maximos policy, the
committse be made as “‘broad’’ as possible.

FRANCE: UK views on Communigt piansm-According to the US Embassy
London, the U% Forelcn Orice believes that the French Communists will
attempt %o enter the Government now and, failing that, will aﬁempt to
oust 1. The Forelgn Office, however, doubts that the Cemmunists will

cause general strikes in the immediats future, as such action would be

““tno transparent’’ and would cause popular resentment.

tevin praises Bidault’s {irmpess--US Military Atfache Paris re-
ports that, in 2 private couversziien with Embassy officials, Bevin has
praised the firomess with vhich Bidault deait with Molotov in spite of
the serious interral poittical difficulties in France. Bevin wamed,, how-
ever, tant France might need interim credits o strepgthen Bidault s hand
iz dealirg with the French Communists. '

TFTAR BAST

KOREA: Hodee reporis situation precarious--General Hodge reports
that the Kovean citwaiion = is raore precarious today than at any tégne
since the cocupation basan’’ and ‘‘becomes more emplosive datly. Hodge
states that the USSR has succeeded in developing a strong Communist
fifth column in South Koreas and has tightened ils control in the North.
Morecver, many Liberals in Souih Korea have been driven into Commu-~
nist-conivelled groups by the shortive efforis of the extreme Right to
seize power and by the latter’s agitation against trusteeship.

I the Joint Commission fails, General Hodge expecis an immedi-
ate cutbreak of terrorism approuching “‘an oriental-style civil war ~ be-
tween the Right and the Lef? and an early attempt by the Communists {0
instigate “spontansous’’ mass wprisings. He adds that, as tension mounts,
the exirome Right is apparently trying to proveke widespread’dﬁsturbances
in ordes to break up the Joint Commission and provoke Hodge's recall
from Korea. The Communists welcome this activity in the hope that the
US will hecome disgested and withdraw all troops from Korea. In the
meantimwe, the USSR contlnues ¢o pursue its goal of making Korea 2 loyal
Commurist satellits, thus lasering Soviet contrel of the warm water pores
of Wonsun and Chinnampo.
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CEINA: Scvlet repatriation plans--The US Naval Atfache Nanking reporis
that Soviset authoritles in Calna probably were compelled to anncunce their
plans to repatriate Soviet citizens frow China prematurely becanse Chinese
poiice im Shanghel refused (o recognize the assumption of Soviet citizenship
by many Russian political refugses. The Attache believes that the Soviet
move, waile adopted partly to savz face, may be the first of several actions
in iine with 2z “new tough Soviet policy towards China.”’ He adds that there
is no immediate likelihcod of 2 viclent rupture in Sino-Soviet relations,
althcugh some observers expect that a complets breakdown will eventually
take place. Current rapatriation plans apply to about 60% of all Soviet
famiiles in major Chinese citles, but will not tnclude many older Soviet
citizens such as those engaged In Soviet intelligerce activities,

Chinese reaciion to Soviet repatriation--The Naval Attache alsc
reports that the Chinese describe {h2 Russians who have assumed Soviet
citizenship as a “‘fifth column’’ and therefore favor their removal frem
China. Morecver, the Chinese appear {o be eager for a Sino-Soviet break-
down, possibly in the bellef thnt a militant stand agaiast the USSR wovid
encourage US support to China,

THE AWERICAS

ARGENTINA: Foreign policy on eve of Conference~-US Embassy Lima
reports that, according to a reliablie source close o President Pezon of
Argentina, Argentine forelgn policy on the eve of the Rio Conference is
based upon the {ollowing concepts that, during the fnevitable future way
between the US and the USSR: {2} Argentina’s role will b2 to defend South
Ameries and “maintain i cconorsicaily”’; (o) the implied Argentine
hegemorny in South Ameriea wiil be established with US *‘tacit consent’’
aad with U3 iraterial and technicnl assistance; 2nd {¢) Argentina will main-
taln relations with the USSR and its satellites 2s a bargaining point
peading negotiations with the US 2t Rio.

(CIC Comment: This stolement of Avgentina’s intentions is con~
firmed by CIG's analvsis of the teend of Argentine policy since V-j day,
and it helps explain Argentinz’s sodden sharge of heart with respect ¢o
ite Chapulteper commitmerts.)

5
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Bevin's views on the European economic program--According to US

Ambassador Douglas, Bevin considers that: (a) Bidault has acted with
great courage in the face of all possible Communist pressure on him
and Ramadier; (b) France will support the program firmly in the imme-
diate futare, and some US assistance in advance of Congressional action
would assure continued firmness; {c) Molotov’s ‘‘warning’’ means that
the Soviets will use every device to prevent other European nations
from joining in the program; and (d) if no US action is taken on the
Furopean aid program until late fail or winter. France and most of
Europe will be “lost ”

Freach Communist reaction to Bidault’s s?and--Ambassador Caffery
reports that the French Communist reaction to Bidault’s unezpectedly

courageous stand has been bitter. Bidauit intends to go akead as rapid-
ly as possible, but he anticipates that the Communists will do their
utmost ¢o frustrate French efforts to work out a realistte plan and that
they may cause very serious intermal difficuities fn France.

EUROPE

. CZECHOSLOVAKIA: Moderates pessimistic after Paris Conference--

Ambassador Steinhardt reports that influential Czech moderates are
discouraged by the fallure of the Paris Conference and by the apparent
stalemate in the negotiation of a Franco-Czech treaty of alliance.

They believe that: ' (2) the Soviet Union will veto participation of any
Sateilites in the Marshall proposals; (b) the Communists are in such
control of Czech foreign policy as to prevent Czechoslovak participa-
tion in any event; and (c) the probable failure of the moderates to nego-~
tiate a Franco-Czech allfance will be interpreted at home and abroad
as decisive evidence of Sovlet control of Czechoslovak foreign policy
and thus aid in further strengthening of that control.

Ambassador Steinhardt comments that this pessimism, the im-
mediate reaction to the failure of the Paris Conference, may be some-
what relieved in the future, particularly if the moderates manage to
negotiate the French treaty If this feellng persists, however, Ambassa-
dor Steinhardt doubts the ability and courage of the moderates to oppose
the Communists effectively on these two issues.
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GREECE: hecreased wage strikes threatened--US Ambassador MacVeagh
reports that the Communists are actively agitating for wags Increases
and that the continued discrepaacy between wages and the high cost of
living may cause wage strikes of indefinite duration, thus seriously re-
tarding the recovery program.

NEAR EAST-AFRICA

CYRENAICA: British consider bases in Cyrenaica essential-~According
to US representatives conferring in London on the disposition of Ralian
colonies, the UK Gezeral Staff is insisting that bases in Cyrenalca are
absolutely essential to their strategy in the Eastern Mediterranean,
since British trocps will have to be withdrawn from Egypt and very
possibly from Palestine. The UK, therefore, may still seek trusteeship
over Cyrenalea, '

IRAN: Shah lkely to seek Prime Minister Qavam’s removal--US Ambas-
sador Allen reports that the Shah contloues to maintain his antmosity
toward Prime Minister Qavam, partly because of Qzvam’s attempts to
galn political support among the armed tribes. Allen believes that the
Shah will endeavor to dismiss the Prime Minister as soon as possible
afler the Majlis meets and the Soviet oil guestion is disposed of one way
or another (see Weckly Summary of 3 July, page ff).

FAR BAST |

NEX: Dutch military action likely in Java or Sumatra--US Consul General
Batavia expresses the opinion that some military action may occur in
Java or Sumatra, efther as a Dutch operation against the Republic in

the event of an unsatisfactory Indonesian reply o the Dutch nete of

2¢ Jume, or as police action, in the event of Dutch-Republican agreement,
to curb irresponsible elements and protect lives and properiy. Consul
General Foote warns that even police action may be exaggerated by
press correspondents on the scene Iato a ‘‘full-blown war.”’
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Bevin agrees to cogl conference in US~-Bevin has informed US Embassy
London that he accepts the US invitation to send top-level UK representa-
tives to Washington o confer on the European coal problem with particuiar
reference to Ruhr production (see Daily Summary of 30 Iune item 1).
Bevin indicated that because of the ‘‘extreme importance’’ of German pro-
duction, ke may attend personally.

Embassy Moscow s comments oa Soviet withdrawal from Paris conference--
US Embassy Moscow believes that the USSR s withdrawal from the Paris
Conference is the result of the Kremlin's confident assumption that the US
will, within the next year, be overtaken by a severe economic crisis. Such

a crisis, according to Soviet calculations, would force the US to withdraw
from participation in European affairs thereby causing an economic collapse
in Europe which could readily be exploited by the USSR. The Embassy be-
lieves that, while the USSR may permit Czechosiovakia, Poland, and even
Rumania to participate in a European economic program, such a develop-
ment ‘“‘would have its own dangers’’ for the program. The Embassy points

-out that the withdrawal of Folish coal could be used to jeopardize the success

cf the program, and that European recovery pians will probably be sabotaged
by Comintern-inspired strikes. (Top French Foreign Office officials have
given a similar analysis to US Embassy Paris.)

Embassy Moscow urges a vigorous US program te counteract the
mecess of Soviet propaganda concerniag 2 US depression and the unhappy

consequences 0 Eurcope of reliance on US aid. The Embassy sugpgests that
such a program should emphasize US economic achievements and the falla-

cies of past Soviet predictions concerning the collapse of capitalxsm.

UR attitud d I : ing --US Embassy London considers
that the UK attltude towand the USSR and Commumsm ‘is beginning to take
on the character of the British attitude toward Hitler and Nazism after
Munich.”” The Embassy believes that Molotov's ‘‘threat’’ has served to
stiffen rather than frighten the British. The Embassy adds that the UK
would support any action to combat the sabotage of European reconstruction
by the Communist Farties in France, Italy, Greece, or in the Ruhr.

- Bidanl ezpects difficulties with UK over Ruhr --Foreign Minister Bidault

has told US Ambassador Cafiery of his fears that France will encounter

difficulties in reaching agreement with the UK on Germany, as the French

inteh ests whicn own certain Ruhr mines will oppose the UK desire to
““soctalize’’ the mines. Recument g, QO
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Czech cfficials to discuss Marshall proposals in Moscow--US Ambassador
Steinhardt in Prague reports that Prime Minister Gottwald, Foreign Minis-
ter Masaryk and Foreign Trade Minister Ripka are leaving for Moscow

on 8 July “‘to clear with the USSR"’ Czechoslovak participation in the
Marshall pian and to discuss the Franco-Czechoslovak treaty of alliance
(see Daily Summary of 5 July, item 3). The Czechs will argue that without
economic assistance from the West it will be impossible for them to carry
out the Two Year Plan and to fulfill their economiec obligations to other
Eastern European countries. Steimhardt adds that the Czechoslovak Govern-
ment -~ including most Communist members -- is keenly disappointed by
the fallure of the USSR to participate in the Marshall proposals.

Secretary Marshall replies to Generalissimo--Secretary Marshall has
requested US Emoassy Nanking to inform Chiang Kai-shek orally, (in
answer to Chiang’s request for advice, see Daily Summary of 20 June,
item 2) that ““in the final analysis the fundamental and lasting solution of
China s provlems must come from the Chinese themseives’’ and that the
US ‘““can only assist as conditions develep which give Some assurance that
the assistance will have practical beneficial results.’

EURCPE

RUMANIA: Economic negotiations with US reported stalemated--Rumanian
Foreign Minister Tatarescu has indicated to Acting US Representative Mel-
bourne that the USSR i{s permitting no action by Rumania on such matters
of US concern as the proposed civil aviation agreement and the settlement

- of the petreleum and the looted gold questions. Melbourne believes other

US-Rumanian negotiations are likewise ‘being blocked.

. PORTUGAL: Talks on Azores resumed--US Ambassador Wiley reports

that his conversations with the Portuguese Foreign Minister on the Azores
apparently have begun favorably, The Foreign Minister has said that the
US would cbtain what it ‘‘needs,”’ but he warned that there, must be no
infrmgement of Portuguese sovereignty However, Wiley believes he may
still “encounter serious difficulties’’ in reaching a formula.

-2 .
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Ambagsador DOSgIas Teporis srom Lonoon hat Polieh Vice-
Chalrman of the Fconomic Commission for f‘umpe, mg mﬂd 2 high UK
f”ﬂaciai ¢hat, i Poland and Crechoslovakia do not acecept the UK-French
vﬁ&a&imz to the 12 July conferencde on the economic rebabiiitation of
Furope, ‘the Councll of Foreign Ministers in November might as well
aot me@& Eurcepe would be divided, aad eollaboration inside UN organi-
254i0as wmﬂd beeome an umeam*y

EUROPE

). USER: Early ratification of fowce ireaties imprebable--US Embassy

MoSCOW reporis that the Soviet roreign Ohice registered obvicus dis-
pleasure recently when queried by the Rumanian Ambassador in Mosecow
concerning Soviet ratification of the Rumanian Peace Trealy. Embassy
Moscow interprets the Incldent as an {ndication of Soviet inclination fo
avold early ratification of the Kallan and Satemﬁe treaties. (US Embassy
Rome reports that Forelgn Minister Sforza’s advisers fear ﬂaat the USSR
may indefinitely delay ratification of the Kalian Treaty. Sforza’s advisers
believe that the USSR ﬂs ne longer interested in s@&vimg European problems
according to last year’s formuia.)

RUMANIA: Terms of payment for grain from USSR--US Political Repre-
sentative Meloourne has been relimbiy informed tuat the Rumanian Covera-
ment Is paying for Soviet grain by transferring Rumanian gold in Switzer-
Iand to the credit of the USSR. According to scurce, two tons of gold are
already in the process of belag transferred; a total of slightly more than
six ‘r‘:ms will be involved in the transaction. ,

' (CIG Comment: The USSR, which has agreed to supply Rumiania
with 80,@@0 tons of grain thug appears to be charging a price approzimately
equzl to that which Rumania is paying for US grain. The announcement of
the graia transaction by the Rumanizn Government stressed that the USSR
was supplylng the grain to Rumania on far more advaatageous terms. than
those demanded by the US; see ‘Weekly Summary of 3 July, page 3.)

//——\ -
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FAR EASYT

4, KOREA: Conditions in Rorea and Balkans compared--Fellowing a four-
day vistt to North Korea, US Political Adviser Jacobs reports that the
Soviets have esiablished north of the 38th parallel a Communist state
comparable to, though rot yet so well-organized as, the Balkan satellites,
Jacobs foresees an imevitable clash between Right and Leit, i the US and
Soviet Zones are merged. In this conflict, he adds, the organized Com-
munists in the North will be jolned with fellow travelers in the South and
will have the backing of the Soviet-trained North Korean army and security
police, while the rightist opposition will be divided ard relatively unarmed.

5. JAPAN: TS urges conferéence on Treaty--The State Department has in-

structed US Ambassador Smiih ir Moscow to convey to Molotov the US
desire that a conferénce be held 28 soon as posaible on a Japaness Peace
Tretty. The US wishes that ali eleven members of the Far Easiern
Commission be represented, and that an initial conforence be convened
as sgdoh as possible, I suggests that a conference of deputies and experts

be oponed in Washingion oF San Francisco ca 19 August.

RHiiTan L
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. UK view on Soviet action at Paris--According to US Embassy London,

high Foreign Ofiice officials have speculated that the Soviet withdrawal
from the Paris Conference may have been motivated principally by pros-
pects for a good harvest in the USSR, a conviction that Western Europe
is going bankrupt anyway, and 2 belief that the USSR would hasten the col-
lapse by refusing to participate in a European economic reconstruction

program.

. UK may suggest US-UK border commission for Greece-—US Embassy

London reports, as the official British appraisal of the Greek situation,
that: (a) no progress has been made in suppressing the rebels in Greece,
(b) the resuitant continued uncertainty has made the economic situation

" even worse than it was last year; and (¢} US aid will be ineffective unless

the rebels can be suppressed and the flow of arms and supplies from the
border countries can be stopped. The UK Foreign Oiffice expects Soviet
obstruction in the UN to the establishment of a permanent border com-
mission; the UK accordingly is thinking of asking the US to join it in
bringing about 2 Soviet veto of this recommendation. ‘‘In the light of

such obvious Soviet refusal to permit the only action which would be calcu-

-lated to remedy the situation,”’ the Foreign Office believes that the US and

UK would be justified in setting up a2 border commission of their own in
disregard of the UN,. (Gromyko has expressed his disapproval in the
Security Council of establishing a permanent border commission but has
not yet indicated whether he will veto the recommendation included in the
majority report of the Investigation Commission. The US has already ex-
pressed its determination not to compromise on this recommendation;
see Daily Summary of 27 June, item 1.)

. Turks fear USSR will set up dissident Greek Government--The Turkish

Ambassador in Paris (Numan Menemencioglu, astute wartime Foreign
Minister) has informed US Ambassador Caffery of his fear that the USSR
is about to establish a ‘‘stooge’’ dissident Greek Government outside
Greece with the intention of setting up this government eventually in
Greek Macedonia.
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PolandsCommunistForelgn Ainloter Vi T to)

Griffis that, although a final decision 'zad not been mde he was certain
the Polish Gowmmem would accept the UK-French invwmoa to the
Parla meeting.

CZECHGCSLOVAKIA: Econcmic difficultics antieipated--US Ambassador
Steinhardt has been {nformed that President Benas 2aad Foreign Trade
Minister Ripka aniteipate economic Gifficuition in Czechoslowakia later
in the year. Benes believes that many high Commanists in the Covern-
ment are living in a ““focl’s paradise’’ and fail to recognize the latent
weakness of the Czechoslovak economy, now that it is no longer bolstered
by ‘‘very large”’ UNRRA contributions, Ripka told Steinhardt that he
anticipated a substantial decline in Czechoslovak exports as a result of
the infezfor quality of Czechoslovak goods, labor’s low productivﬁty, and
skilled-labor shortages.

THE AMERTCAS

NICARAGUA: Recognition of Somoza puppet regime--US Embassy Managua
reports that the Argenfine Charge bas delivered to the de facto Nicaraguan
Governmeni 2 note which is being interpreted in Managua as implying recog-
nition.

(CIG Comment: Unless the Argentine Government promptly re-
pudiates any Nicaraguan contemtion that its note implies recognttion, this
rew turn of events will strengthan the hand of those who, wishing $o keep
recogniticn problems off the Rio agenda, would ke Nﬁearagua to be in=
vitad. Brazil is reportedly about to "consult the American Republies
on whether to issue the invitation.)
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1. Dutch-Indonesian rapprochement exnected-«US Embassy The Hague re-
ports that the Netheriands ro Foreign Office believes: (a) that the margin -

of disagreement between the Dutch and Indonesian positions has been
greatly reduced; and (b) that the Netherlands Government may now ‘‘close
the deal”’ without ‘obtaining a joint gendarmerie, but also without accept-
ing Indonesian demands for independent foreign representation. Accord-
ing to US Consul Geuneral Batavia, Lieutenant Governor -General Van Mook
believes that the remaining pomts of disagreement can be settled by con-
ferences between Duich and Indonesian representatives.

2. Dutch may coordinate air schedules with USSR--The Netherlands Foreign
) Office has indicated to US Embassy The Hague that the Netheriands Gov-
' ernment may permit its airline (KLM) to negotiate for 2 coordinated-
- scheduling arrangement for Berlin with the Soviet airline (Aeroflot), but
has decided not to sign an air agreement with the USSR on the govern-
mental level (see Daily Summary of 28 June, item 1).
US Embassy Londoa reports that the UK will protest any type of
air agreement with ¢the USSR which provides for an exchange of air traffic
at Berlin,

EUROPE

3. FRAKCE: Cot to urge Wallace tc form third party--US Ambassador
Caffery reports that, according to a trustworthy mformant the admitted
) principal objective of pro-Soviet Deputy Pierre Cot’s mission” to the
i US is to convince Henry Wallace of the “‘necessity of buiiding a strong
third party, which would not only represent democratic forces in the Us,
but also would be capable of understanding the new democratic forces in
Europe.”’

FAR EAST

4. CHINA: Chinese Communist ieader reported in Moscow~-US Embassy
Moscow has been reliably mformed that Chou En-laj {s now in Moscow.
The Embassy notes that Cheu’s visit coincides with the return to the USSR
of the Soviet Ambassador to Nanking. o L
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(CIG Comment: Chou En-lai, long recognized as one of the most
influential Chinese Communists and an extremely skillful negotiator, has
served effectively as the Commaunists’ ‘‘foreign minister.”” He was last
reported by the Comamunist radio i be in nerthern China on 29 June.

Chou En-lai’s reported visit to Moscow coincides with such development.a
as: (a) an apparent growing friction in Soviet-Chinese relations; (b) the
annouaced US sale of ammunition to the Chinese Government; and (c) the
Chinese Government’s mobilization plan, which in effect outlaws the
Chinese Communist Party. U he actualiy has gone to Moscow, Chou En-~
lai can be expected to make a determined bid for direct and immediate
Soviet assistance {c the Chinese Commumists, at a time when the Soviet
Government may be seriously considering the opporitunities of expanding
its influence in Asia.)

Soviet shipping activity between Manchuria and Shantung--US Consul
General Dairen reports that, for the first time, he has received reliable
information that a Soviet vessel has sailed from Dairen for Chefoo, Chinese
Communist-held port on the north side of Shantung Peninsula. . The vessel
reporredly carried trucks, tires, and auto parts. {US Navy observers in
China have also received reports, which they consider ‘‘probably true,””
that a Soviet merchant ship was in Chefoo on 7 and 24 June, Chefoo dock
workers, moreover, have noted the preseace in Chefoo of a Soviet-manned
vessel that allegedly brought munitions from North Korea.)

(CIG Comment: These repoxts lend weight to recurrent Chinese
Covernment claims that Soviet vessels have been facilitating the move-
ment of Chinese Communist troops and supphes between Manchuria aad
bhantung )
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EUROPE

t-inspired rehabilitation program-~-Acting US Political
Representative Melbourne has been informed by 2 '‘usually reliable source’’

that the Cabinet is considering a2 comprehensive Soviet proposal for eco-

nomic rehabilitation of Rumania. The framework of the plan includes: (a'

a four-year economic project based on Soviet ‘“‘assistance’’; (b} nationaliz
tion of the petroleum industry, credit institutions, and navigation facilities;
{c) the acquisition by the USSR of majority interests in all joint Soviet-
Rumanian compantes; (d) a billion-ruble loan by the USSR for state rail-
ways, which will be mortgaged to the USSR along with other nationalized
industries; and {(e) the cancellation of further reparation payments. Mel-
bourne believes that such a plan is the logical outcome of the economi
developments of the past year.

(CIG Comment: The nature of such a plan suggests that the Soviet
method of counteracting the effect of the Marshall proposals on Eastern
Europe will be to increase economic assistance to the Satellites, but only
in return for complete conirol of the major aspects of Satellite economies,)

CZECHOSLOVAKIA: Benes’ tactics regarding Paris invitation--According
to US Ambassador Steinhardt, President Benes was primarily responsible
for the initial Czechoslovak acceptance of the invitation to the Paris con-
ference. Steinbardt believes that Benes has thus outmaneuvered the USSR
and the Czechoslovak Communists and is now able to prove to the Czecho-
slovak public that the Government’s foreign policy is dictated from Moscow.

FAR EAST

. KOREA: Anti-trusteeship feeling growing South Korea--General Hodge

reports that political unrest in Korea is “‘becoming more violent as the
meeting of the Joint Commission goes on.”’ The anti-trusteeship group
of the Right has now rallied its forces behind Syngman Rhee and may
attempt once more to set up an “unrecognized government’’ in the US

‘Zone. Hodge adds that “‘political terrorism and intensified hatred’’ are

even affecting Koreans in Military Government and the police. Hodge con-
cludes that there is slight prospect of getting any Koreans ‘‘except Com-
munists and their followers’’ to cooperate with the Joint Commission

“‘so long as ‘trusteeship’ is in the picture.”’ : '
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4. PARAGUAY: US blamed for intexrnal chaog--US Charge Truebiood believes
that aati-US sentiment is sharply increasing in Paraguay. He quotes the
Chilean Ambassador as suying that many Paraguayans feel that the US is
respoasible for Paraguay’s present “‘chaoiie’’ condition because it bas
“allowed’” the Chapuliepec Declaration fo ‘‘fiouted” in the country.

Brazi insists on negotiated peace--The Brazilian Charge has
informed Trusblocd that unless the Morinigo Government agrees to accept
a pegotiated peace the Brazilian Covernment will ““wash its hands of the
situation,”’ and that Brazil has asked the Argentine Government to adopt
a similar position.
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GENERAL

. US urges UK support of ltaly--The Department of State has instracted

US Ambassador Douglas o prﬂsem the following views concerning Italy
to Tereign Minister Bevin: {a) recognition should be given to extent of
Italizn support of ke European recovery plan; (B) the nead for some
immediate 1id may be as great fov Italy 2s Bevin feels 12 is for France
(¢) the Ttaliam political sitvation, ‘‘roughly analogous to that in France
intensifies the need foz interim czs::.ﬁstame and (&) both economic and
moral Qupp@rt from ail Western powers are necessary to prevent a
Communist “‘rise to power in th2 spring elections.’ * The Department
therefore emphasizes that Mupport of the Western Powers must be
made clear to the Italian people, ‘‘if any c.emacmtac HKaltan government
is to have a reasonable opportunity to prove itseli.

. ﬁmlzminary UK and French views on Iialian colonies--The director for

Africa and the Near Fast in the French yoreign Office has told US Embassy
Lendon that France's chief interest in the ftallan colonies question is to
ensure ‘‘the restoration of ltaly to its righiful position in world affairs.’

The Embassy interprets this to meap that France still adwcates the
glacing of former Italian colonles under Italian trasteeship. The UK
Foreign Office, however, fears that if 2 decision were reached to return

ine colonfes fo Itley th@re might e blcodshed, especlally in Libya. The
Hirkassy believes that the major preeccupation of the French is fear of
nztionalist propaganda and disturbances in Libya which might spread to
Fronch North Africa.

EUROPE

. AUSTRIA: Keyes expects critical situation in Auguslw'rhe) Commanding

Graeral US F”)rces Austria, General Keyes, expects that ‘‘a most critical
political siuation” will dawlcn in Aystria this August when the USSR will
ive the ehalrmanship of the Allled Commission. Keyes réports that
since the last potato erop was e¢xhausted he has been mainiaining the
vation in Vienna out of his small and dimintishing reserve, and he declares
thot it is mandatory that twe flour shipments now in Europ2 or European
oaters be diverted {0 meet the fiour shortage. Keyes poinis out that any
roduction in the Vienna foed ration will cause new demonstrations to
grerthrow the governraent,
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Keyes warns that, in view of Austria’s agreement to participate
in the Paris economic reccnstruction conference and the recent Soviet
attack in the AC on US relief measures in Austria, failure of the US
to meet its food commitments in the country will adversely affect US
policy in Europe ard Austria . in particular,

18

. GREECE: Separate Communist goverament reported lkely--US Embassy
Atheas reports that, according 1o the best recent information, a serious
intensificaiion of the internaiionally supported bandit movement, aided
by Communist agents and cells throughout Greece, has been planned and
may still be expected as 2 counter to the US aig program,

The Embassy has been reliably informed that 2 separate Com-

N, munist government is likely to be established within the next few days.

' The Embassy s informant adds that such a move, and the use by the Com-

munists of an international brigade, would result in greatly increased

arrests by the present Greek Government,

5. USSR: Soviet views on Jar

j2penese and Satellite Treatles-- US Ambassador
Stith reports that when he presented to Molotov the US views regarding
an early conference among members of the Far Eastern Commission on
a Japanese Peace Treatly (see Daily Summary of 8 July, item 5), Molctov

. inquired whether it was not the US view that the Japanese Treaty should

: ) be prepared by the CFM rather than by the eleven powers ia the FEC,
Molotov alzo declared that the USSR favors simultaneous ratification of
the Furopesn Satellite Treaties by the four powers concerned.

Smith therefore concludes that the Soviet Government will advocate

preparation of the Japanese Treaty by the CFM, and will secek to delay

- ratification of the Satellite Treaties, |
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Bevin's support of Italy in Paris talks--in response to urgent US recom-
mendations that Taly be giver full status in the Paris talks on the European
recovery program (see Daily Summary of 30 Juae, item 3),Bevin has in-
formed US Ambassadors Douglas and Cafifery that he will use his ‘‘utmost
endeavors to insure that Italy will be one of the three or four powers to
compose the Executive Committee charged with the main direction of affairs.”
Bevin said, furthermore, that as scon as Italy ratifies the Peace Treaty he
hopes to declare in the House of Commons that the state of war with Italy

is ended. Bevin added that he had been attempting to find some method by
which the Italian Ambassador Designate in London could be officially recog'

nized prior to such ratification.

UK suspends air negotiations with Yugoslavia--US Embassy Belgrade re-
ports thaf the British Ambassador has suspended UK-Yugoslav civil air
negotiations upon learning from the UK Foreign Office of the US diplomatic
representations. (The Department of State on 9 July instructed US Embassy
London to express to the UK Government its grave misgivings concerning
the UK-Yugoslav air negotiations and to urge the UK not to facilitate Yugo-
slav air expansion into the Near East unless the Satellites are prepared

to grant air rights to both the UK and US.)

(CIG Comment: It appears unlikely that the USSR would permit
implementation of a UK-Yugoslav air agreement. This view is supported
by the Yugoslav insistence on an escape clause to the effect that the UK
should not actually begin flights into Yugoslavia until reciprocal Yugoslav
operations {o London could be instituted.)

Postponement of Soviet withdrawais from Bulgaria--General Robertson,

. US Military Representative ACC Bulgaria, believes that the withdrawal of

Soviet troops from Bulgaria -- begun in mid-May -- was suspended in mid-
June. Robertscn attributes the suspension to a presumable change in Soviet

_policy m response to a change in the international political situation.

EUROPE

' USSR: Embassy’s views on Soviet rea.ction to Paris Conference--US

Embassy Moscow belleves that the Soviet.dict withdrawal of Czecho-
slovakia from the Paris Conference constitutes ‘‘nothing less than a
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declaration of war by the USSR on the imimediate issue of the control of
Europe.”’ The Kremlin, according to the Embassy, appears convinced

of its ability to defeat the purposes of the US proposals, either as 2 result
of Western withdrawal in the face of Soviet opposition, or through “‘an
open struggle if necussary.”’ The Embassy atiributes this conviction to

a Soviet assumption that Bevin or Bidauit will not gain sufficient financial
support from the US Congress or that the US will eventually be forced ¢o

2

withdraw, bacause of an ‘inevitable’’ economic depression.
7

. ITALY: Dunna advises against ratification now--US Ambassacdor Dunn be -

lieves that, in view of the greatl risk that De Gasperi’s Government might
be overthrowm by an adverse vote on the italian Treaty, it would be advisable
for the US not to press for ratification at this time.

Current Communist tactics--Dunn reports that the increased political
disturbances and vicience in Italy have been directed mainly against the Chris-
tian Democrats and extreme rightist parties. Dunn adds that the Comrmunists
are trying to ccnciliate the right-wing Socizlists and make a2 common front
of all the leftist forces in a drive against the De Gasperi Government. This
situation, Dunn observes, may change at any time, especiaily if the right-
wing Saragat Soclalists shouid enter the Government or refuse to cooperate
with the Communisis. Dunn nevertheless believes that the Italian Commu-
nists will intersify their attacks on the Government by all possible means
in order to force it out. ' :

. FEANCE: Threatencd sirike may bring crisis~--US Embassy Paris reports

that Premier Ramadier has reacted vigorously to the threat of a sirike by
the Government workers and has placed the case before the nation in a
radio appeal. The Communist-led General Confederation of Labor (CGT)
has broken off negotiations, and the Embassy believes that, if the Govern-
ment capitulates to CGT demands, several Cabinet Ministers would resisn
and thus bring on an extremely difficult crisis. ‘The Embassy cites the
opinion of an ‘‘able’’ political ohserver who regards the threatened sirike
as a Communist attempt to torpedo the Paris Couference.

FAR EAST

. CHINA: Nationalist commander foresees critical peried in Manchuria--

General Sun Li-jen {deputy Nationalist commander in Manchuria, regarded
by US observers as one of China’s most capable tactical leaders) has told

-2 .
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US Embassy Nanking that Chinese Communist strength in Manchuriz has
not beer materially reduced, and that the next three or four months wiil
be a ‘‘critical period.”

Sun implied that he does not believe Central Government charges
of large-scale Soviet milltary assistance to the Communists in Manchuria.
(The editor-in-chief of TA KUNG PAO, one of the two prominent independ-
ent newspapers left in China, also told an Embassy official that its careful,
on-the-spot investigation in Manchuria had falled to reveal any evidence
of Soviet technical participation or active assistance, or any grounds for
concluding that captured Koreans and Japanese kad been trained or equipped
by the Soviets.)

- Chou’s presence in Moscow not confirmed--US Embassy Moscow
reports that the Chinese Ambassador, source of the previous report that
Communist leader Chou En-lai was in Moscow (see Daily Summary of
10 July, item 4), now declares that the report is not confirmed; the Chinese
Ambassador believes that effective liaison between the Kremiin and the
Chinese Communists is not maintained inside Moscow.

THE AMERICAS

- PARAGUAY: Covernment willing to accept mediation plan--The Brazilian

Charge in Asuncion has informed US Charge LTruebiood that President
Morinigo and the Foreign Minister, on behalf of the Paraguayan Govern-
ment, have agreed to a plan for an immediate armistice in Paraguay’s
civil war to be followed by mediation of the issues.
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1. PORTUGAL: Salazar anticipates war this vear--Ambassador Wiley
reports that Premier Salazar believes the US and USSR will engage
in open warfare before the end of the year. Salazar reportedly is
prepared to have Portugal enter the war as an independent ally of
the West and has made plans to move the capntal to Luanda in
Angola, if necessary.

EUROPE

FAR EAST

2. KOREA: Hodge may arrest Rhee Syngman--General Hodge reports
that it may become necessary to arrest Dr. Rhee Syngman, Kim Kco,
and other rightist leaders because of the violence of their anti-
American activities. Hodge declares that becanse Rhee ° apparently
wants to become a martyr ' and might become a “‘storm center’’ in
jail, he will await some overt action before making such an arrest.
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1. Possible Soviet stock intercst in Ircnair--Ambassador Allen reports
from Tehran thai Afshar, President of Iranian Airways has guestioned
an Iranah subject named Issaef concerning the latter's reported 2cqui-
sition of Iranian Alrways stock. Yssaef, who is said to be acting for the
USSR, admitted having purchased 400. ’50@ shares but claimed they were
his. prfvate investment. Allen adds that, at Afshar’s insistence, Issaef
has given Afshar power of attorney to vote for him,

{CIG Comment: The acquisition by 2 Soviet agent of one -fifth
of the 2,500 shares of Tranair stock would represent a step toward the
Soviet objective for ultlmate domination of the airiine. The pcwer of --
attorney, presumably not irrevoesble, would not stand in the way of
later Soviet action through the Issaef minority interest.)

EUROPE -

Z. FRANCE: May ask US help on colonial problems--US Ambassador
Caffery bzs learned from a very high Foreign Office source that ‘‘a
recommendaﬁon may shortly be made {0 Foreign Minister Bidault that
the French' ask the US for its views and its help in solvmg French prob-
lems in North Africa and Indochina. ,

Bevip willinz to defer nationalization in Ruhr--Bevin has told
Caffery that he is willing 20 “‘put in cold storage nationalization of the
Ruhr cezl mines, in order to increase coal production and to strengthen
Bidault’s positim in France.

3. UQSR Swiet viewz on Marxshall program--Us Zrbassy Moscow has been
elfably informed that Stalin fold the Czech delegation which recently
vis&t@d Moscow (see Daily Summasry of T July, item 5) that Czechoslovakia
might participate in the Paris Conference if it wished, but to do so would

be a grave mistake because: {a) US resources were inadequate to make
the Marshall Plan a success; {b) Congress would not avthorize the neces-
sary credits; {c) even i the ‘P}.an should gz2in congressional support, it
would be rendered wneffective by an imminent US economic erisis; and
{d} increased Soviet production insures that Czech economic needs can be
met by the USSR. The Embassy’s source, a high-ranking member of the
Czech Embassy, has strosg pro-Western symmthles and deplores his
Goverament’s action; he believes the Kremlin is convinced that such

Arguments are valid. Document No. .3
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ITALY: US does not wish to urge immediate ratification--The Department

of State concurs in US Ambassador Dunn's opinion that the De Gasperi Gov-
ernment should not attempt to push Italian ratification of the Peace Treaty
at this time (see Daily Summary of 14 July, item 5). The Department hopes
that when the Constituent Assembly reconvenes on 20 August the USSR will
have ratified.

Harriman’s talk with the Pope--US Embassy Rome reports that

the Pope remarked to Secretary of Commerce Harriman that the Commu-
nist menace is ‘‘much more insidious than the Nazi menace because of
Soviet shrewd and tricky tactics and penetration elsewhere,”’ Harriman
noted that the Pope seemed especiully preoccupied by the Yugoslav situ- - -
ation and feared that the Yugoslavs might break off diplomatic relations
with the Vatican (see Dally Summary of 3 July, item 1). '

FAR EAST

. SIAM: Possible coup by junior Army officers--US Military Attache Bang-

kok reports that the Commander-infhie of the Siamese Army, General
Adul, recently warned Prime Minister Dhamrong and other high govern-
ment officials of the possibility of a revolt by junior Army officers unless
governmental inefficiency were corrected. The MA believes that the junior
officers may plan to install General Adul as head of the government, and
that the latter made this warning in an effort to bring about an improve-
ment which would forestall the contemplated coup.

THE AMERICAS

3.3(h)(2)
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. Norway's views on the Paris Conference--US Embauay Oslo has been lu-

formed by Forelgn Minister Lange of Naway s desive that any new eco-
nomic plans formulateq 2t the Paris Conference should not iaterfere with
exiating trade agreements, particularly the agreements between the Scandi-
navlan couniries amﬁ the USSR, Poland, and Czechoslovakia. Lange also
expressed Norway's destre to prﬂsewe its relations with the USSR and not
cut itself off from the East until absolutely necessary. He added that “‘these
las? few reonths have made it look as if cowemtwn was pecoming more and
more difficult.”’

EUROPE

BULGARIA: Trade agreerment with USSR termed ‘‘ocnergus’’ --A high

official in the Buigarian Supreme Economic Council has told the Acting

U3 Polftical Hepresentailyve in Ssﬁa that the terms 04" the recent Soviet-

Bulgarizan trade agreement are ‘extremecly onerces, "’and that Bulgaria

must export urgently needed manufactured goods to the USSR.
{CIG Comment: It is believed that any other trade agreements

between the USSR and its Satellites wiil be equally burdensome fo the

latter, but nonetheless will be advertised as prooﬁ that Eastern Europe

- gan d@ withiout western ajd.)

. TTALY: US ratification views recelved with ‘relief’’ --US Arnbassador

Duwan has informed the Forelgn Ministry of the US atitude in regard to .
deiay on ratification of the Trealy (.aee Daily Summary of 18 July, item 4),
and Under Secretary Brusasca was “‘very rslleved’’ fo learn that the EJS
doss not wish to urge tmmediate ratification.

Beyin concurs with US views--Ambassador Douglas report. that
Bevin defers to the US view that De Gasperi should not now be urged o
push for ratification (see Dally Summary of 14 July, itemn 5}, and has in-
structed the British Ambassador in Rome accordingly.

. FRANCE: Views on threatened clvil service strire--US Embassy Paris

believes that the threaisned strike by the civil service has been temporarily
abandoned because of: {2) the lukewarm attitnde of government workers
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throughout the country, and {b) Communist fear that the strike might not
be successful. The Embassy adds that it had become clear to the majority
of the nation that the Communists were promoting the strike for political
purposes.

. GERMANY: Food shortage in Soviet Zone causing emigration--Headquarters

European Command Frankfurt reports that illegal border crossings from
the Soviet Zone to the west continue at previous high rate. There is, how-
ever, an apparent change in motive. The accent isnowona search ior
food rather than the avoldance of military and labor registration (see Daily
Summary of 23 June, item 7).

(CIG Comment: The serious food situation in the Soviet Zone has
been verified by other sources.)

. PORTUGAL: UK Labor Party views on Salazar--According to US Embassy

Lisbon, the new UK Ambassador has informed Premier Salazar that the

UK Labor Party regards the Salazar regime with ‘‘hostile indifference.’

The UK Ambassador added that the chief purpose of his mission to Portugal

would be to educate the Labor Party to an attitude of ° benevolent curiosity.”’
(CIG Comment: In spite of the British Labor Party’s alleged attitude,

good relations between the UK and Portugal may be expected to continue for

strategic and commercial reasons.)

!

THE AMERICAS

. PARAGUAY: Government launches new offensive-~US Charge Aeuncion

reports that on 15 July Paraguayan Government forces launched a new
drive against Concepcion, the rebel stronghold, in an apparent attempt to

demonstrate their military superiority before mediation proceedings begin

(see Daily Summary of 14 July, item 8).
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" in London and S e that: (a) the suspension of UK-Yugoslav

air negotlations will effectively block Yugoeslav commercial air cutlets

to the west; and (b) the Satellite efforts for air expansion now will probab-
ly be shifted to Poland. In view of the danger of an immediate resumption
of UK-Polish air negotiations, the Attaches recommend that the US urge
the British to agree for tactical reasons that the US and UK await Polish
{nitiative rather than take further steps for a Polish air agreement. They
feel that the existing Satellite air connections with western lines at Prague
and Berlin lessen the likelihood that reciprocal air agreements with the
Satellites can be obtaired. ,

(CIG Comment: There is no convincing indication that the USSR
has abandoned its policy of excluding UK-US air lines from the Satel-
lites. Until this Soviet policy is reversed, wesiern efforts to cbiain
reciprocal air agreements with the Satemtes will fail, no matter how
auspiciously such negotiations may commence.) _

UK participation in Washington coal talks may be cancelled--Bevin has
declared in an alde-memolre {0 the State Department that, in view of the
disinclination by tke US to agzree to any widening of the scope of the pro-
posed discussions in Washington, he dees not feel justified in sending a
delegation merely to discuss Eurcpean coal production. Bevin also ex-
pressed disappointment that the UK would not have an opportunity to ex-
plain its inability to continue ‘‘the dollar drain’’ required to finance
German imports. The State Department, in reply, has reiterated the
urgency of the Ruhr coal question and has stressed the unfortunate im-
plicatton of possible US-UK disagreement through the sudden cancellation
of a conference which has already been publicly announced.

EUROPE

. USSR: Soviet reaction o Marshall proposals--US Ambassador Steinhardt

in Prague has been informed by a reliable source that the Czechoslovak
delegation to Moscow was severely reprimanded by Stalin personally.
Communist Prime Minister Gottwald reported that he had never seen the
Soviet ieader so angry. Stalin categorncany told the delegation that Czecho-
slovakia must withdraw ° immediaﬁely from the Paris conference and that
faflure to do so would constitute a ‘‘hostile act’’ toward the USSR and 2
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viclation of the Czechoslovak-Soviet alliance of 1843, Stalin seemed
unconcerned over the adverse effect of such a withdrawal on western
opinion and minimized the lmportance of Czechoslovak trade with the
west. Stalin seemed especially angered by the fact that prompt Czecho-
clovak acceptance of the avitation ¢o attend the Paris conference may
have contributed to persuading wavering Swiss and Scandinavians to
participate. Scurce believes that the USSR will tighten its control over
Czechoslovakia and that Gottwald, in an attempt to recover his prestige
with the Kremlin, wiil willingly cooperate in such an underiaking.

(CIG Comment: This report is accepted as 2 more accurate account
of the meeting than that in Dally Summary of 16 July, item 3, in which
Stalin iz represented as spealhing with restrained reaﬁonabheness Stalin’s
anger was probably genuine and a reflection of exasperation and discomfi-
ture in the Kremlin. & is to be expected that the USSR will act to prevent

| any similar show of independence by any Satellite, Czechoslovakia especiai-

ly, and {hat Gottwald will cutde himself in order to redeem his blunder.)
Czechs report Stalin jn excellent health --Source also told Ambas-

sador Stainhardt that the Czechosiovak delegaticn reported Stalin in ex-
cellent health and apparently more vigorous and self-confident than in 1345.

. GERMANY: French report on Voa Paulus--US Consul Mann reports

from Stuttgort that according io the French Security Control it has been
reliably reported that General Von Pavius {German commander who
surrencered at Stalingrad) heads a new army of 709,000 former Wehr-
macht members and Is stationed in the USSE with the aim of founding a
new free Germany. :

(CIG Comment: The exzistence of such a Free German military
force under Soviet Command has not yet been established, though it is
the subiect of recurring rumors)

Views_on reported division between SMA and Moscow--US Political
Adviser Murphy has been toid by the German Director of Industry for the
Soviet Zone that there is dissatisfaction and alarm in some quarters of
the Soviet Military Admiaistration {SMA) cver ‘‘the present Molotov line
of opposition to cooperation with the western powers.”” The Director of
Industry added that this was tmie especially of the Soviet Commander
Marshal Sokolovsky, and General Georgieft.

(CIG Comment: SMA officials have often found it difficult to
reconcile Kremlin policy with the practical aspects of their administra-
tion in Germany The present reporeed dissatisfaction is not censidered
of sericus consequence.)
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5. FRANCE: Bidault protests agreement on German production--US Ambassa-

dor Caffery reports that Bidault has strongly protested the US-UX agree-
ment on the revision of the level of industry plan in the US-UK Zones
Germany. Bidault accused the US and UK of making the revision behind

his back and stated that he would leave the French Government at an early
date if the US and UK remain adamant. He believes that the new agreement
on the level of industry will play into the hands of the Communists who
claim that the US motive is to build up Germany at the expense of France,

Bidault declared in a written statement to the UK and the US Am-
bassadors that ‘‘in the event that the UK and US Governments confirm the
plans that they have formed on these points, the French Government would
feel obliged to protest solemnly and publicly and to make all reservations
on the various consequences which would not fail to ensue.”’

(C1G Comment: Public announcement of the US-UK plan for an
increase in the German level of industry is certain to benefit the French
Communist party, and the subsequent reaction could compel the withdrawal
of the French Government from participation in the Marshali plan.)

THE AMERICAS

. PARAGUAY: US may be invited to participate in mediation--According

to US Charge Trueblood, the Brazilian Ambassador has been informed

by the Paraguayan Foreign Minister that Paraguay will probably invite
the US to participate in the mediation of Paraguay’s civil war. Trueblood
recommends that the US accept the invitation if the US plans to continue
its policy of active cooperation in Paraguay’s development.
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1. Soviet-Albanian talks in Moscow--US Embassy Moscow believes that the

real purpose of Albanian Premier Hoxha’ & presence in Moscow may be
to discuss with Kremlin officials Albania’s role in Soviet operatioas 1n
Greece and Macedonia.

(CIG Comment: CIG concurs in this view. As Albania’s Iimited
foreign trade is now handled 2imost exclusively by Yugoslavia, it is un-
likely that Hoxha's presence in Moscow would be necessary to discuss
Albania’s participation in Soviet-Satellite trade arrapngements. Moreover,
no evidence exists of internal difficuities requiring Kremlin review or
assistance.)

EUROPE

. ITALY: US statement on Trieste suggested--US Embassy Rome believes

that the USSR may attempt to bolster the Italian Communist Party by
offering to return Trieste to Italy. The Embassy suggests that the Depart-
ment of State may wish to forestall the effects of such an offer by restating
the US view that Trieste is clearly Italian.

tive on the temporary UN border commiSsion in Greece reports indication
that the guerrilla attacks supported from Albania may be diversionary, wi
the object of drawing Greek Army forces out of the Pindus Mountains. He
points to the present movement of the main body of guerrillas toward the
northeast without giving battle as a possible indication that the main guer-
rilla effort will be made in Macedonia,

- GREECE: Main guerrilla effort may be in Macedonia --The US representa.

FAR EAST

. CHINA: Stuart interview with Chiang--US Ambassader Stuart, pursuant

to a State Department suggestion, recently informed Chiang Kax-shek of
independent Chinese and US reports from Manchuria indicating the serious-
ness of the situation and Nationalist misrule in that area. Stuart remarked
that discontent was rapidly spreading throughout China; the Generalissimo
attributed this condition to economic conditions. Stuart replied that fiscal
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and economic deterioration was merely a symptbm of the ‘‘general feeling
of hopelessness and impending disaster.’”’ Stuart also pointed out that the
Generalissimo in his recent mobilization speech had used Stuart’s own

‘language about 2 ‘‘new revolution’’ but without Stuart’s emphasis on re-

form and constitutional liberties.
Chiang agreed ‘‘somewhat more heartily than usual’”’ with Stuart’s
statements and admitted others could see developments more clearly

than he.

. KOREA: Reported program for Communist domination of Korea--G-2
CINCFE transmits a report evaluated as "'probably true t at 2 meeting

on 15 March 1947 between Soviet advisers and representatives of the North
Korean Government and the Peoples Army the following predictions were
made: (a) the US-USSR Joint Commission for Korea would reconvene in
May but would probably be unsuccessful and would adjourn in August; (b)
if the Joint Commissicn failed to reach agreement, North Koreans would
cooperate with Chinese Communists in building up the Peoples Army in.
anticipation of the withdrawal of US troops; (c) if, however, the Joiat Com-
mission succeeded in establishing a urited government in Korea, the
Peoples Army would retire to Manchuria with the expectation of invading
South Korea following the withdrawal of US and Soviet forces from Korea.
(CIG Comment: Although the details of this report are as yet un-
confirmed, it concurs generally with numerous other reports and analyses
indicating that (a) the USSR is aiming toward the development of Korea and
Manciuria as a Soviet satellite area, and (b) there has been close ccordina-~
tion of effort between North Korean and Chinese Communist forces.)

. NEI: Dutch insist on ‘‘good faith’’ step by Republic--The State Degart-

ment has instructed the US Consul Genéral in Batavia to indicate to
Lieutenant Governor General Van Mook its concern over the unilateral
nature of Dutch demands upon the Indonesians. According to US Embassy
The Hague, the Dutch Foreign Office feels that it cannot recede from its
present position until the Republic gives some evidence of good faith such
as removing the food blockade of Duich-held areas and halting Republican
attacks along the perimeter. The Embassy has been reliably informed
that Catholic Farty members in the Dutch Government are urging military
action, if reports of a breakdown in negotiations are coafirmed.
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. USSR proposes terms on cereals to UK--The UK Foreign Office has
informed US Ambassador Douglas that at the UK-Soviet trade talks in
Moscow the USSR has offered the UK greatly increased quantities of
cereals: possibly one million tons for 1947 with options on a further

one million tons each in 1948 and 1949. The USSR is asking payment

at the rate of $3.00 a bushel for the 1947 deliveries with no fixed price
for the 1942 deliveries. The British, according to the Foreign Oifice,
consider the price too high and are not hopeful that a satisfactory agree-
ment can be concluded. The UK has asked for US views on the Soviet
terms.

. US and UK may suspend Ruhr anncuncement--In view of the alarm ex-
pressed by the French Government, Secretary Marshall has proposed.
to UK Foreign Minister Bevin that the US and UK separately inform
Bidault that the US and UK will suspend further announcement on the
plan for a new bi-zonal level of industry in Germany until France has
a reasonable opportunity to present its views,

In the meantime, Caffery has learned that Bevin has instructed
General Robertson (Military Governor UK Zone Germany) to make no
further announcement on the level of industry agreement.

EUROPE

. FRANCE: Bidault’s reaction to new Ruhr agreement--US Ambassador
Caficry feels he bas dispelled any misunderstanding on the part of
Bidault and other members of the French Cabinet concerning US objec-
tives in Germany, Caffery believes that while Bidault is panicky about
his personal political position, there is no doubt about his genuine con-
cern over the possible effect of the US-UK level of industry agreement
upon the stability of the present Government. Bidault states that France
must eventually go along with the US policy for Germany, but he empha-
sizes the impossibility of the average Frenchmaq doing so at this time.
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Caffery has been told by Maurice Schumann and several other
prominent and decidedly friendly Cabinet Ministers that, ‘if the im-
pression prevailing here about US intentions in Germany is not corrected,
the Communists will walk away with the Octcber municipal elections.

Spaak fears difficulties from French in recovery talks~-Premier
Spaak of Delgium has toid US Ambassador Kirk that while the prelimi-
nary meetings of the Paris conference were very successful, he believes -
that the French view of the whole recovery problem is too narrow. He
fears that the French committee members may feel satisfied with a

- simple listing of needs and assets without taking the essential forward

step of planned economic integration between nations.

FAR EAST

. NEI: Dutch decision is ‘‘full military action’’ --The Dutch Foreign

Mipister has cold US Ambassador Baruch that the Netherlands announce-
ment of its decision to take ‘‘police measures of a strictly limited
character’’ in certain Republican areas of the NEI means, for this pur-
pose, ‘“‘full military acticn.”

Baruch was also informed that, following the restoration of
Dutch authority in Java and Sumatra, the principles of the Linggadjati
Agreement will be put into force. Further delay on this matter, accord-
ing to the Foreign Minister, would jeopardize preparations for the 1949
sugar crop. '

Approved for Release: 2018/09/26 C06749330



Approved for Release: 2018/09/26 C06749330
MHHL' .. 22 JUL1947

e | 437

GENERAL

1. Rumanian-Bulgarian secret military alliance reported--US Delegate
ACC Bucharest has been informed by a most reliable source that the
recent Bulgarian-Rumanian conference in Sofia was primarily con-
cerned with arranging the detailed implementation of a secret military
alliance. Source reports that the Spanish Civil War Veterans' organi-
zation in Rumania is to be used as a cover for Rumanians taking part
in operations against Greece, and that personnel would be recruited
from the Army s two Communist-trained Volunteer Divisions, the
secret police, and other unspecified sources. The US delegate evalu-
ates the report as probably true.

EUROPE

2. AUSTRIA: Legation fears partition of Austria--US Legation Vienna
believes that the Soviet protest against the US-Austrian relief agree-
ment may be a move to justify the eventual exclusion of the Soviet
Zone Austria from the US relief program. The Legation fears that
the USSR thus might effectively partition the country.

(CIG Comment: It is unlikely that a ‘‘partition’’ of Austria
will cause, in the immediate future, a breakdown cf either the Austrian
Government cr the quadripartite commission for Austria as presently
constituted; see Weekly Summary of 18 July, page 1.)

mander US Forces Austria, reports that tension between the USSR

and the Austrian Government has been heightened by the Soviet pro-
test over the US-Austrian relief agreement and Chancellor Figl's
forthright reply. Keyes recommends a firm line be taken to indicate
USAintention of going through with the plan for relief and rehabilitation
of Austria,

o Keyes’ views on possible Soviet moves--General Keyes, Com- ‘

3. GREECE: Liberal Party may decide to cooperate with Government--

US Ambassador MacVeagh reports that there is a possibility that
Scphoulis will sanction ‘“‘some sort of integration of his party in the
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national effort.”’ (Scphoulis is leader of the Liberal Party, the only
non-Communist group represented in Parliament which has refused
to participaie in the present Government.) MacVeagh states that al-
though Sophoulis holds the Government largely responsible for the
situation in Greece, he has conceded that it is DOW pecessary to co-

operate with the Government ‘to some extent’’ for the national salva-
tion.

MacVeagh expresses his hope that Secretary Marshall will
make a strong statement on US hopes for Greek unity. He believes
that such a statement, which would reach the Greek electorate over
the heads of the politicians, would be effective in convincing the poli-
ticians of the necessity for common action.

x v 1t

Premier will not outlaw Communist Party at present--Prime
Minister Maximos has informed US Amﬁassador MarVeagﬁ that he will
not outlaw the Greek Communist Party ‘at present > because: {(a) exist-
ing laws are sufficient to cover the sxtuation, and (b) he wishes to prose-
cute for illegal acts only, not on grounds of ‘‘ideology.”’

*x ¥

Greek Navy operations--The Navy Department has been in-
formed by the British Admiralty Delegation in Washington that the
Greek Navy has been taking part in operations against the guerrillas.
Guerrillz positions along the east coast are being shelled by destroyers
and submarines; the Gulf of Corinth and the west coast are aiso being
patrolled to prevent guerrilla movements to and from the Pelcponnese
and escape of the guerrillas by sea. Three LST’s are moving men and
supplies to Macedonia and Thrace.

v\(

. ITTALY: Dunn’s views on Ttalo-Yugoslav boundary--US Ambassador

Dunn recommends that the US not urge italy to accept the provisional
Italo-Yugoslav boundary set by the Four Power Commission. Dunn
considers that it would be unwise for the US to be associated with any
move to impose on Raly a provisional boundary move unfavorable than
the line specified in the Treaty.
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FAR EAST

. NEI: Probable UN consideration of Indonesian situation--US Ambassa-
dor Baruch reports that he has warned the Netherlands Fereign Minis-
ter of the probability that the Indonesian situation would be brought be-
fore the UN, thus permitting Soviet entry intc the discussions. The
Netherlands Foreign Minister replied that this possibility had been
weighed but that his Government was fully determined on the present
course of action.

(C1G Comment: The Foreign Minister of the Indonesian Re~
publie recently visited several Moslem countries in the Middle East
with the probable aim of arranging for the presentation of the Republic’'s
case to the UN in the event of war with the Dutch.)

. BURMA: New form o! government for Burma--US Consul General
Packer in Rangoon reports that a new form of government for Burma
is shortly to be anncunced with Thakin Nu holiding the post of Prime
Minister. Packer adds that the Burma Office expects Burma to with-
draw from the UK Commonwealth because Burma refuses to acknowl-
edge allegiance tc the King.

(CIG Comment: The new government may be a plenipotentiary
cabinet which would replace the present Governor's Executive Council
and, in preparation for independence early in 1948, assume more of the
powers now exercised by the UK Governor.)

. KOREA: Announcement of Wedemeyer mission utilized by Rhee--Gen-
eral Hodge reports that the rightist leader Syngman Rhee, has convinced
many Koreans that General Wedemeyer's v151t indicates a change in US
Korean policy which wiil favor Rhee's plans for establishing a govern-
ment without Soviet agreement. Rhee also predicts the removal of Gen-
eral Hodge for having betrayed demo.,ratic ideals in reconvening the
Joint Commission.

(CIG Comment: If the present deadlock in the Joint Commission
persists and the US establishes a separate government for South Korea,
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. Bevin to recommend UK revresentation at coal conference--Ambassa-
dor Douglas reports that Bevin has agreed to recommend to the Cabinet
on 23 july that the British send representatives to Washington to discuss
means of increasing the Ruhr coal production. Bevin asks, however,
that the agenda of the conference be withheld from the press and that
the meeting be publicly defined as dealing only with technical méethods
for the increase of Ruhr coal production. (The Department of State has
agreed 10 Bevin's request.)

EUROPE

2 GREECE: Bulgarian aid to guerrillas reportedly increaged--US Mili-
tary Represeatative ACC Bulgaria considers that Bulgarian aid to the
Greek guerrillas in both western Thrace and Aegean Macedonia is
“‘at an ail time high.” He adds that there 18 a possibility of a Bulgar-
supported drive {0 detich western Thrace from Greece, if Greek Gov-
ernment forces appear oo weak to conduct simultanecus operations
against the guerrtilas in western and eastern Greece.

Greek Navy's esanti-puerrilla onerations discounted-~-With
reference to a report received by the Navy Department {on the partici-
ration of the Greek Navy in operations against the guerriilas; see Daily
Summary of 22 July, item 3), US Naval Attache Athens reports that,
although the Greck Navy plans extensive operations against the guerril.
lag, its means are inadequate, its offorts are probably ineffective, and
its claims of results are not dependsdle. ALUSNA adds, however, that
the Greek Navy is transporting several thousand alleged Communist
sympathizers (recently arrested by Zervas) to certain Aegean Islands
and maintaining patrols o prevent their €scape.

FAR EAST

- BURMA: British reissue evacuation plan--US Consul General Packer
in Rangoon reports that UK authorities are reissulng emergency evacu-
ation plans as originally established during the government crisis of
January 1947. Packer is coordinating plans for the protection of US
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. NEI: Dutch repert native welcome--US Consul General Foote has

been informed by General Spoor, the Commander in Chief of the
Netherlands Indies Army, that Dutch forces have occupied many
areas without resistance and have been ‘‘welcomed by masses of

'’ General Spoor claims that a gener-
al air of relief can be noted among natives who are continuing to
work in a normal fashion. :

(CIG Comment: Indcnesian resistance will be based on guer-
rilla tactics rather than on frental opposition to superiocr Dutch
armor.)

. SIAM: US views on UK pressure--The Department of State has in-

structed US Embassy Rangkok to inform the Siamese Foreign Office
that the US: (a) considers as unwarranted UK pressure for the ap-
nointment of 2 UK comptroller for the Bank of Siam as a condition
to sterling convertibility (see Weekly Summary of 18 july page 1ii);
and (b) wiil expect all sterling accruing after 15 July to be freely
transferable on or before 15 September, regardless of supervisory
mechanism adopted or the nationalily of the supervisory personnel.
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CRITICAL SITUATIONS

EUROPEAN RECOVERY: Despite Soviet opposition to the US relief
program in Austria, the US will make every attempt to obtain Soviet
agreement to the entry of US relief supplies into the Soviet Zone, if
the USSR fails to agree, the US will operate its relief program in the
three Western Zones (see item 3).

GREECE: In Athens, center and liberal elements continue to explore
the possibility of replacing or liberalizing the Government; in the
north, the Army is alerted for further attacks from guerrilla units
reportedly massed in the border areas of Yugoslavia and Bulgaria.
AMAG will not permit an increase in the Army (see item 5).

NEI: Dutch forces continue to advance and occupy major towns; they
reportedly have entered the largest Republican seaport, Cheribon.
Dutch officials estimate that iimited ‘‘police’’ operations will be com-
pleted within 14 days in certain areas. The Dutch, however, may be
unable to maintain their rapidly extended communications in the face
of Republican guerrilla tactics (see item 7).

KOREA: The deadlock in the US-USSR Joint Commission continues
because of Soviet refusal to permit consultation with parties and
organizations affiliated with the _Rhee«dominated Anti-trusteeship

Committee,

CHINA: Distribution of UNRRA supplies to Chinese Communist areas
has been blocked by an official Central Government decision that the
lower Yellow River and Shantung areas are ‘‘no longer safe’’ for
UNRRA-CNRRA personnel. '
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. Soviet airline suspends operations in Iran~--According to US Mili-

tary Attache Tehran, the Soviet coramercial airline has terminated
operations in northern Iran following formal representations by the
Iranian Government. The Iranian note demanded this suspension
until the USSR had granted reciprocal Privileges to Iran. Iranian
officials are surprised at the ‘““humble’’ Soviet attitude, as evidenced
by the Soviet request for permission for one final flight to Meshed to
evacuate Soviet personnel.

(CIG Comment: This prompt and unexpected reaction to
Iran’s recent threat to tmpound Soviet aircraft operating illegally in
northern Iran apparently reflects: (a) Soviet unwillingness to satisfy
Iran's demand for reciprocal air rights; and (b) 2 Soviet desire to
avoid further irritation of Iran pending the Iranian Parliament’s
action on the proposed oil treaty with the USSR.)

. British press prepares public for breakdown in Soviet trade talks--

Ambassador Douglas reports that Government-inspired articles in -
the British press are preparing the public for a possible breakdown
in Anglo-Soviet trade negotiations. The official attitude is that, while
the USSR undoubtedly has cereals available for export, the distribu-
tion will be guided by political expediency and preference will go to
the Satellites.: The UK Foreign Office feels that the trade talks can
be suspended without endangering Bevin's popularity or support.

EUROPE

. AUSTRIA: US to press for relief in Scviet Zone--The Department of

State has instructed US representatives in Austria to exhaust all possi-
ble means to reach with the USSR an agreement to permit rellef supplies
to enter the Soviet Zone Austria. The Department considers it most
important that relief supplies continue to enter eastern Austria in

order to strengthen the Austrian Government, tc aveid having the USSR
withhold supplies from their Zone to the Western Zones, and to fore-
stall a division of the country. The US is prepared, however, to operate
the relief program in the three Western Zones in Austria if the Soviet
Zcorne is excluded.
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ITALY: De Gasperi to press his ratification formula--US Ambassador
Dunin has teen informed by Premier De Gasperi that he intends to
present to the Assembly the Government’s new formula for ratification
of the Peace Treaty. De Gasperi states that ke will present the formula
in such a way that its rejection would not require the resignation of his
Government.

GREECE: AMAG refuses Army increase--Dwight Griswold, chief of
the Americar Mission for Ald to Creece (AMAG), reports that AMAG
will permit no further increase in the size of the Greek Army and
gendarmerie. (The Greeck General Staff had hoped te raise the per-
manent strength of the Army from 120,000 to approximately 180,000.)

FAR EAST

BURMA: UK agreement with Burmese mission--US Embassy London
has been informed that the UK will shortly anncunce an agreement with
the Burmese Goodwill Mission to Londor by which the UK Government
is pledged: (a) to the earliest possible transfer of powers to the Bur-
mese Government; and (b) to Introduce legislation for Burmese inde-
pendence at the beginning of the next UK Parliament session. Accord-
ing to the agreement, the present interim government in Burma will
be known as the Provisional Government and the Executive Council
will become = Cabinet (see Daily Summary of 22 July, item 8).

NEI: Dutch political and military intentions--US Consul General Foote
in Batavia has been informed by top-ievel Dutch officials and by Gen-
eral Spoor, the Commander in Chief of the Netherlands Indies Army,
that the Dutch do not intend to destroy the Indonesian Republic but
intend to place it ‘‘in the hands of decent, sincere men’’ to promote
the estabiishment of the USI. General Spoor also estimated to Foote
that limited ‘‘police’’ actions in certain areas will be completed with-
in fourteen days.
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CRITICAL STTUATIONS

EUROPEAN RECOVERY: Bevin’s delay in agreeing to send a dele-
gation to discuss Ruhy coal production in Washington appears due

to spposition from some UK Cabinet members who suspect US motives
in caliing the conference (see item 1),

GREECE: The reported dismissal of two general officers from the
Greek Army is indicative of the political and personal differences

in the High Command which are hampering operations against the
guerrilias. Jealousy between the Army and the gendarmerie already
has hampered the anti-guerrilia campaign.

NEI: Unchecked Dutch advances have severed the Indonesian Republic
from nearly all of East and West Java and most of the north coast of
Central Java. Dutch authorities believe operations will soon be com-
pleted. The Dutch oppose any British move to mediate or offer gcood
offices. :

KOREA: The Soviet delegatior is pressing aggressively for consider-
ation by the Joint Commission of a iist which excludes 24 rightist parties
with a total claimed membership of over 15,000,000 from consuitation

in the formation of the Korean Government.
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UK Cabinet appears divided on Ruhr coa} talks--Bevin has told US
Ambassador Douglas that some members of the UK Government
suspect the US of intending to use the proposed Washington coal talks

to obtain a UK commitment in regard to postponing nationalization
of the Ruhr mines. However, Douglas assured Bevin that the US wished

to discuss whether uncertainty as to the final status of the mines is
affecting their output, and Bevin indicated that he would send a delega-
tion to Washington. Ambassador Douglas suspects that on this matter,
as on others, there may be ‘‘a real schism within the Cabinet.”

US nosition regarding Poland--The State Department has instructed

US Ambassador Griifis that, because the Paris Conférence was the
result of European inftiative, it is not appropriate for the US Govern-
ment to intervene or urge Polish participation. The Department
further states that the US hopes a recovery plan will be evolved eventu -~
ally in which all European nations can join to their mutuai advantage.

Soviet radio facilities in Iran--US Ambassador Allen reports from

Tehran that although Soviet air cperations in northern Iran have now
ceased (see Daily Summary of 24 July, item 1), Iran is not pressing
the USSR to close down the Soviet radio facilities at Tehran, Tabriz,
Meshed, and Pahlavi.

(CIG Comment: Although the USSR claims that the stations
are needed to furnish weather information, they undoubtedly can be
useful to the USSR as radio fixes in Caucasian and Trans-Caspian
navigation and will faciiitate covert intelligence activity.)

EUROPE

. CZECHOSLOVAKIA: Recommended US policy--US Ambassador Stein-

hardt believes that the USSR will seek to strengthen Communist con-
trol over Czechoslovakia's internal affairs but at the same time will
permit continued Czechoslovak trade with the West. The USSR would
permit such trade as insurance against a noticeabie deterioration in

Approved for Release: 2018/09/26 C06749330



Approved for Release: 2018/09/26 C06749330

SOR=SHEREgn

the Czechoslovak economy that might otherwise result from the

USSR’s failure to meet its commitments under the recently expanded
trade agreement. Steinhardt recommends that the US: (a) should
avoid any contribution to the Czechoslovak economy as long as Czecho-
slovakia stakes its economy on Soviet promises to deliver the neces-
sary raw materials; and (b) shouid provide the maximum encouragement
to the moderates in Czechoslovakia to resist further Communist domt-
nation. Steinhardt believes that such 2 policy will fix blame on the
USSR for any disintegration of the Czechoslovak economy (which Stein-
hardt expects within one year) and will demonstrate to Czechoslovakia
the danger of economic dependence upon the USSR. As positive steps
to encourage Czechoslovak moderates, Steinhardt proposes that the

US conclude a cultural convention with Czechoslovakia and bring the

Hungarian coup before the UN.

BULGARIA: Opposition may go underground--The Acting US Political
Representative reports that the Opposition Agrarian Party will proba-
bly go underground in order to avoid anticipated Communist reprisal
against the Party’s recent resolution condemning the present regime.
(The Communists had hoped by terrorist means, such as ﬁhe ar%est of
Petkov, to force the Agrarians to participate in a bogus "‘loyal

Cppostition.)

. FRANCE: Implications of foreign affairs debate--US An?‘)assador
Caifery warns that Bidault and Ramadier may be forced "'to go con-

siderably further than they would like to’’ in the 25 July Assembly
debate on French foreign policy. Caffery fears that such statements
may render difficult further negotiations with the US and UK on the
subject of Germany %n relation to the European recovery plan,

Possibie crisis over colonial electoral procedure--Embassy
Paris reports that a demand for a vote of confidence in the Ramadier
Government may arise from the fight between the Left and the Right
over the question of electoral procedure for overseas territories.
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CRITICAL SITUATIONS

EUROPEAN RECOVERY: The UK-Soviet trade talks have broken
down because the USSR continues to insist upon elimination of the
requirement in the 1941 agreement that 40% of the Soviet cbliga-
tions be paid in gold or dollar exchange (see item 1).

GREECE: Foreign Minister Tsaidaris has indicated his belief
that any full parliamentary coalition would fail with the result
either that new elections would place many Communists in Parlia-
ment, or that power would return to the Populists (nghtist) with
himself as Prime Mimster

NEI: Dutch officials in Batavia hope to speed formation of a new
Government as military operations on Java near completion.
Dutch armored columns have reportedly pushed eastward along
the north coast of Java. In northern Sumatra, Dutch forces appear
to be meeting some copposition around Medan.

KOREA: US delegates to the Joint Commission are convinced that
new lines of action must be adopted to overcome the present dead-
lock and Soviet delaying tactics (see item 3).

CHINA: Current statements by liberal Chinese Government of-
ficials to the effect that the Generalissimo has little freedom of
political maneuver and that US pressure for governmental reform
is therefore unrealistic are indicative of Chinese intentions to
emphasize to General Wedemeyer the Soviet threat to China and
the resulting need for US aid on political grounds.
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1. UK-Soviet trade talks break down--UK Embassy Moscow has in-

formed the US Embassy Moscow that agreement on all controversial
points in the UK-Soviet trade negotiations actually had been reached
when the USSR reopened its demand for revision of the 1941 UK~
Soviet financial agreement and sought extension of the period for
payment of its obligations and eiimination of the requirement that
40% be paid in gold or doilar exchange. The USSR in turn offered to
make available to the UK even more than the one million tons of

grain sought by the UK. The US Embassy adds: ‘“The result was the
absurd picture of the Soviet Union with its under -nourished population
offering ever greater quantities of foodstuffs and at the same time
demanding that a Britain strapped for dollar exchange should relin-
auish its legal claim to considerabie quantities of that alarmingly short
commodity.””  The UK Embassy still believes that the door is open
to resumption of negotiations. The US Embassy, however, considers
that Soviet intentions will become more apparent on 1 August when
the next foreign exchange payment is due under the 1941 agreement.

NEAR EAST-AFRICA

. IRAN: Shah’s view on Soviet oil concession--The Shah has told US

Ambassador Allen that Prime Minister Qavam believes the Iranian
Government should prepare counter-proposals in connection with the
Soviet ofl agreement. The Shah fears that the USSR might accept any
terms no matter how favorable {o Iran in order to get a foothold or
to preclude development of Iran’s northern oil resources by anyone
else. The Shah wants to refuse existing Soviet proposals and leave
the initiative to the USSR. He believes that Qavam favors giving the
USSR some kind of oil concession. (Qavam had previously stated
that he did not intend to present the Soviet agreement to Parliament,
which has just convened, because Parliament would probably reject
it; see Weekly Summary of 11 july, page 6.)
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FAR EAST

KOREA: Suggested action regarding deadlock~-In view of the cur-
rent Joint Commission deadlock and delaying tactics employed by
the Soviet deiegation, US delegates are convinced that new lines of
argument must be advanced for settlement of the question of Korean
party consultation. If these new arguments fall, and if the USSR
subsequently refuses to pass over the consultation issue temporarily
in order that the Commission may consider other aspects of the
Korean Provisional Government question, the US Delegation feels
that the only remaining course of action will be for Secretary Mar-
shall to propose to the USSR a review of joint Commission progress
on the Foreign Minister level,

CHINA: Threat of rebellion in Sinkiang--Accoerding to the US Con-
sul Tihwa, Central Government military commanders in Sinkiang
Province are disturbed over the threat of another open rebellion by
the 1i group that dominates northwestern Sinkiang. (The His led

the ‘‘Ining rebellion’’ in 1944, and were promised virtual autonomy
after an uprismo' in 1945-46; m leaders now claim that native groups
are being ‘‘oppressed beyond endurance’’ by the Chinese provincial
regime.) One Government commander, who belleves that the Lis
could muster more than 60,000 troops, has received reports that
these troops are now being mobilized.

BURMA: U Saw termed guiity of assassinations--A high Burmese
official has informed the US Consul General Rangoorn that U Saw is
undoubtedly guilty of the murder of U Aung San and other prominent
members of the Anti-Fascist l.eague. This official believes that

U Saw expected, following a short period of chaos and a few months
of military government control’, to present himself as ‘‘the only
logical candidate for Premier.” U Saw’s error, the official believes,
wasg to underestimate the strengfth behind Aung San and the Anti-

Fascist League.
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THE AMERICAS

6. PARAGUAY: Brazil's mediation formula--US Ambassador Pawley
reports that the Brazilian formula for mediation in Paraguay’'s civil
war includes maintenance of the military status quo whﬂe negotia-~
tions proceed, amnesty for the rebels, and ‘“‘respect’”’ for Morinigo’s
position Pawiey has been told by the chxef of the Brazilian Foreign
Office’s political division that: (a) it is up to the Paraguayan Govern-
ment to take the initiative as regards including the US among the
mediators; and (b) Prazil will abandon mediation attempts if its
formula is rejected.
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CRITICAL SITUATICNS

EUROPEAN RECOVERY: The US considers that the Europcan
reconstruction program shonld be direeted primarily toward shost-
term recovery (see item 3).

GREECE: Public resentment against the indiserimingte poliitical
arrests recently carrled cut by the Greek Gevernment zppears to
be increasing. Meanwhile, as guerrilla activity continues unabated,
Creeks in the north appear increasingly to assume that US aid wili

improve the military and economic situation without help from them,

NEI: The US 18 nct prepared to jofm with the UK In offering to arbi-
traie the Indenesian dispute at ¢his time (see item 3). Following the
capture of ports in Wes!t and East Java, the Netherlands Navy has
lifted Dutch trade controls which have been in effect since Jannary.
The Republican forces have been forced to the tip of westezn ﬂava
where they threaten to desiroy valuable plentations. -

KOREA: The Department of State has informed the US delegation

to the Joint Commission that urgent study is belng given to US course
of actioan ip the event of a breakdown or Indefinite prolengation of

the present stalemate ia the Joint Commiseion. The Department
directs the delegation to use all appropriate measures to mmsure
@@mmuance of negn@ﬁaﬁicms for the present.

CHINA: A reliable report that Chiang Kal-shek is personally direct-

ing military activity in Smm&uzmg @r@vﬁme provides further evidence
of the continued xmmu of local command initiative--2 major source
of wealkness in the Natnmﬁis» milmmy s&mture (see item §).
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1. US views on development of European recovery--The Depariment of
State has informed Under Secretary Clayton in Geneva that US aid

in European reconstruction would be directed toward: (2) increasing
production in bottleneck areas; and (b) mzintaining minimum essen-
tial consumption. The Department adds that while it desires to see
longer -term reconstruction, such measures should be developed
through the International Bank rather than through direct US aid.

2. US military rights in the Azores--US A mbassador Wiley in Lisbon
has been informed that the Portuguese Government is prepared to
grant rights of transit to US Air Transport Command aircraft in
the Azores after expiration of the present agreemeat. These rights
would permit operations for servicing US occupation forces in Ger-
many and Japan. The Portuguese, however, have proposed that all
facilities in the Azores shall be completely Portuguese -operated
and controlled, with no US military personnel present Wiley has
replied that, !n his opinion, this proposal would be ‘“‘utterly unaccept-
able’’ to the US.

3. US position on Indonesian dispute--The State Department has in-
formed UK Embassy Washington, in response to the UK request
for collaboration in a plan to arbitrate the Indonesian dispute, that
the US considers that the Dutch would not accept arkitration at
this time.

\

EUROPE

4. UK: Bevin's comment on critical UK financial situation--Bevin has
told US Ambassador Douglas that the UK needs some temporary re-
lief in order to continue to play its present international role, and
has informally suggested the possibility of an international Bank loan

- of one billion dollars as sufficient to carry the UK over the hump.
Douglas agrees that the UK situation is critical. However, he
suggests that rellef, if feaqible should not be such as to make it
possible for the UK to avoid grappling in earnest’’ with its problems.

AL
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5. ITALY: De Gasperi may risk vote of confidence on ratification issue--
US Ambassador Dunn has been told by Premier De Gasperi that he

is determined to take immediate action on his formula for ratifica-
tion of the Treaty. De Gasperi states that,while he hopes that a vote
of confidence over the issue may not be necessary, he feels so strong-
ly on the issue that if it becomes necessary he is prepared to put it

to such a test (see Daily Summary of 24 July, item 4),

6. SPAIN: Franco's views on his own pogition--Duriag an informal in-
terview with US Charge Madrid, General Franco made it clear that
he will not lightly relinquish his position to anyone, unless he is con-
vinced that whoever takes over will maintain stability and order and
will continue what he considers o be the present progressive evolu-
tion and education of the Spanish people. _

7. USSR: New US protest on claimants to US citizenship--US Ambas-
sador Smith plans to present a new protest to the Soviet Gevernment
regarding detention of ciaimants to US citizenship. Smith will main-
tain that only the US can decide who is or is not an American citizen,
and that the mere assertion by the Soviet Government that a person
is a Soviet citizen caanoct deprive the individual of US citizenship.
Smith will further insist that, contrary to Vishinski’s allegations,
the claimants to US citizenship are guaranteed the right of access
to a US consular oﬁicer by the US-Soviet agreement of 16 Novem-
ber 1633.

Smith also plans to protest the USSR’s refusal to issue exit
visas to four US citizens whose claims to citizenship are recogmzed
by both the US and Soviet Governments.

NEAR EAST-AFRICA

8. TIRAN: British position regzarding Soviet oil proposals--US Ambas-
sador Allen reports that the Shah suspects the British Ambassador
of encouraging Prime Minister Qavam to prepare counter-proposals
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in connection with the Soviet oil agreement (see Dafly Summary of
26 July, item 2). The British Ambassador, however, has told Allen
that in his opinion Qavam would be unwise to present counter-
proposals to the USSR and that the Iranian Government should let
the whole matter drop in the absence of further Soviet overtures.
Allen believes that the Iranian Government should live up to its
commitment of 4 April 1946 and submit the present propesals to
Parliament.

FAR EAST

CHINA: Generalissimo directing Shantung operations--A high-
ranking Naticnalist officer close to Chiang Kal-sheXk has told US
Embassy Nanking that the Generalissimo is personally supervising
Nationalist operations in Shantung Province and that the Natlonalist
position there is ‘“‘hopeless.”’ US Ambassador Stuart has no infor-
mation justifying extreme pessimism about Shantung. Stuart com-
ments that the officer’s remarks are indicative of the continued
stifling of the initiative of Nationalist field commanders and of
grovwing defeatism among Nationalist leaders.

THE AMERICAS

CUBA: Dominican revolutionaries--Reports reaching the US Em-

bassy, the US Military and Naval Attaches,

in Havana, state that several hundred 2rmed Dominican revolution-
aries are preparing to sail from ports in eastern Cuba to partici-
pate in 2 combined land, sea, and air attack looking to the overthrow
of the Trujillo Government.

US Military Attache Caracas transmits a report of undeter-
mined reliability that: (a) the instigators of the nascent revolt are

. Communists; and (b) the Venezuelan Government has given it

financial support. US Ambassador Norweb reporis from Havana
that 2 Cuban Government official is assisting the revolutionaries
and that President Grau is ‘‘well informed of what is going on.”’
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(CIG Comment: While reports of an imminent revolutionary
move against Trujillo have become too numerous and widespread
in recent days to be ignored, CIG estimates that the obstacles to
such an atr, land, and sea attack from bases in nominally friendly
neighboring countries are insurmountable. This is the more cert2in
because the Dominican Government is undoubtedly aware of the
preparations and may be encouraging the rumors to distract atten-
tion from its own involvement in current plotting against the Vene-
zuelan Government. CIG further estimates that the above report
from Venezuela exaggerates the degree of Communist responsibili-
ty for the current piot, because: (a) the Venezuelan Government
would not be likely to finance a Communist-instigated revolt even
agailnst Trujillo; and (b) Trujillo’s regular practice is to use such
plots as evidence of his role as an anti-Communist champion.)

PARAGUAY: Government objects to Brazil’s mediation formula--~
US Ambassador Pawley in Rio has been informed by the Brazilian
Forelgn Office that the Paraguayan rebels have accepted Brazil's
mediation formula (see Daily Summary of 26 july, item 6), but
that the Paraguayan Government: (a) objects to the iormula s im-
plicit recognition that the rebels are “belligerents’’; (b) insists
that mediation should precede the interruption of hostilities; and
(c) stresses the necessity of a complete military victory over the
rebels.

BRAZIL: Soviet arms-smuggling story discounted--US Naval At -
tache Rio reports that Brazilian aerial reconnaissance flights have
produced no evidence of the smuggling of Soviet arms along the
Brazilian coast. US Embassy Rio also discounts the arms -landlng
story.
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CRITICAL STTUATIONS

EUROPEAN RECOVERY: The urgent need of interim economic aid
to the UK, France, and Wtaly has begun to overshadow the Parls eco-
romic canferente in the minds of European leaders.

GREECE: Witk the nation engaged in civil war, political leaders in
Athens (convinced that Graece will be saved by US aid or not at all)
continue to place seif-intorest above national uvnity by jockeying for
personal power.

NEI: The decision of the Indian Government to refer the conflict in
Indonesia ¢o the Security Council is an evident success for Indoresian
efforts to get the Republic’s case before the United Nations {see Daily
Summary of 22 July, ftem 5). Inasmuch as it had been supposed that
this action wouid most likely be taken by a Middle Easterrn Moslem
state, the assumption of leadership by the Government of India is a
significant initiative.

KOREA: The Soviet delegation to the Joint Commission is attempting

) to goad Korean Rightists into overt acts whichk would eliminate them
from consultation according o terms agreed upon by the US and the
USSR. :

CHINA: Mationalist forces in Manchuria appear {0 need troop re-
/ inforcements as well as matzriel before they will be capable of
launching a counter-offensive.

Vi
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. Evatt’s ideas on Japanese Peace Treaty--Ausiralian Minister for
External Affairs Evatt, in separate conversations with General Mac-
Arthur and US Political Adviser Atcheson, has suggested that an
eleven-power seitiement on Japan be reached as soon as possible.
Evatt belicves that the USSR would ultimately joln such ar arrange-
ment in order to avoid being without 2 voice during the interim con-
trol pericd. As to a voting procedure, Evatt appeared to favor the
rule of unanimity over the two-thirds majority suggested by the US.
Evatt also declared that the US should be the sole trustee of the
Ryukyus. (Okinawa).

. UK ‘“‘advises’’ Abdullah against Greater Syria--US Legation Damascus
reports that the UK has ~advised King Abdullah of Transjordan to
cease agitating for a Greater Syria,

{CIG Commant: This action should block for the time being
the scheme to federate the northern Arab states under Abduiiah; see
Weekly Summary of 14 February, page 7.)

EUROPE

. HUNGARY: Concern gver Soviet gains in RBungary--US Minister
Chapia in Bucharest expresses deep concern over réecent marked
Soviet advances toward the isolaticn of Hungary from the west. Chapin
states that the next ninety days, particularly the period before the

31 August elections, will be of decisive importance for US prestige in
Hungary as well as for our whole position in Central Europe.

. RUMANIA: Soviet control of the Dagube-~-US Representative Melbourne
Bucharest reports that the 16 july Rumanian-~Bulgarian protocol (the
text of which has just beenr received) provides that both signatories,
“in conference with other Danubian countries and in agreement with
USSR, will o longer admit any interierence of non-riparian countries
establishment and administration of Darubian Regime,”’

(CIG Comment: This provision emphasizes Soviet determina-
tion to control zali shipping cn the Danube through Soviet-Danubian
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Shipping Cc. Frevious Soviet promises to aliow participation by
Western powers probably will be not fulfilled.)

NEAE EAST-AFRICA

. TNDIA: Vigeroy determined for States to join Hindustan or Pakistan--

The Vieeroy s Aide has informed US wmbassy New Delhi that: (a)
the Viceroy is determined to have ail the Princely States join Hindu-
stap or Pakistan before 15 Angust and has threatened sanciions (such
as withholding arms, ammunition, and other supplies) against States
net agraeing to aceede; (b) all the States, with the possible exception
of Travancore and Byderabad, are expected to sign instruments of
acecession hefore 15 August; and (¢) Travancore will probably follow
suit although Hyderabad may hold out. :

THE AMERICAS

. CUBA: Dominican revolutionaries--US Ambassadoer Norweb, trans-

mitting new deveicpments regarding Dominican revolutionary activities
ix Cuba (see Daily Summary of 28 July, itera 10),rates as highly accu-
rate reports that:  {a) an advance guard of fifty Dominican exiles is
aiready enroute to the Dominican Republic; (b) thirty American-manned
pianes will participate in the projected air operations, which call for
attacking Cludad Trujiilo with ircendiary and demolition bombs; (c)
five air transports from Venezuela have been procured for use by the
revolutionaries; and (d) approximately 5,000 well-equipped troops
now being asserbled in eastern Cuba will participate in 1and operations.
Norweb also reports that lack of funds may delay the expedition’s de-
parture from Cuba--that Cuba’s Chief of Staff, now ‘‘incensed’’ that
Cuban officizls are {nvolved in the plot, has alerted elements of the
Cuban Army--and that President Grau has stated that the revolution-
aries must leave Cuba by 30 July. Norweb has been informed by
President Grau that ‘‘energetic measures’’ have already been taken
against the expedition. ' ' .

{CIC Comment: CIG estimates that it is improbable that: (a)
as many as 5,000 persons are involved in any expedition now mobilizing

Approved for Release: 2018/09/26 C06749330



Approved for Release: 2018/09/26 C06749330

in Cuba; (b) a force of such size could be transshipped to the Dominican
Republic; and {c} even ¥ shipping could be provided, the expedition

could land on the Dominican Republic’s closely~guarded shores. K,
however, the expadition were {o coincide with either a substantial revo-
lutionary racvement inside the Dominican Republic or the assassination
of President Trujillo, its chances of stccess would be greatly enhanced. )
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CRITICAL SITUATIONS

ﬁ,U‘ROPE‘,ﬁF RECOVERY
Prance will consider raising German steel production if Ruky coal
and steel are Infornationalized. US representatives yeport that
seli-zid in the recovery program is not receiving encugh emphasis
in ¢he scheduies now being drawn up at the Paris conference. The
UK has indicated that it may soon have 1o institute drastic cor-
rective measures in order to cope with its prave financial situation
(zee item 4).

i

. GREECE )
The Soviet veio of the US recommendation for & permarnent border
commission wili have no immediate offect on the Greek sitvation.
it indicates, however, that the USSR is determined not to abandon
its ob]csct‘-*ves in Greew, and that stmnger guerrilla attacks mway
be zxpected in the near futurse.

OVDONESIA , o
Dutch authorities in Batavia estimate that their military obiectives
wili be achieved within 2 few days. The Indonesians are expected to

- exert economic pressure on the Dutch through SOBS], a large union .

of Indonesian workers which is believed responsible fqr the
scorched~earth policy in West Java,

KOREA
As the stalemate in the Joint Commission continues, the Soviet radio
station at Pycongyang and the 80 members of the &mnet delegation
in Secul are taking fall advantage of the situaticn to breed unrest.
General Hodge indicates need for immedfate US action (see item 6).

CHINA
The Chinese press refiects disappointment that, concurrently with
the dispatch of the Wedemeyer Mission, the US has not altered its
policy toward China to include 1mmﬂdiate mﬂitag"y and econcmic
aid.

Document No. QLS
NO CHANGE in Class. [] i

[] DECLASSIFIED : -
-1 Class. CHANCED T0: TS S ,e/
DDA Memo, 4 Apr 77 : 3
Auth: DDA REG. 77/1763

Date: wgm 1378 By: _ Q8@ g

Approved'for Release: 2018/09/26 C06749330



Approved for Release: 2018/09/26 C06749330

G0 L

SGR=GRERPE

EUROPE

. ITTALY: No basis found for Sforza’s view on Soviet ratification--US
Ambassador Dunn received ‘‘a completely evasive reply ' from For-
eign Minister Sforza when he sought the bas!s for Sforza’s recent
statement in the Assembly that the USSR desired to ratify the Peace
Treaty. Furthermore, the Foreign Office has confidentially informed
the Embassy that no communication has been received from Moscow
which could give a foundation for Sforza’s highly-publicized statement.

. USSR: US Embassy urges return of US exit visa requirements--US

Embassy Moscow recommends the re-establishment ﬁ US exit visa
requirements as a means of reciprocating Soviet detention of bona
fide US citizens and of strengthening national security through in-
ereased control over Soviet nationals {n the US. Under present con-
ditions, the Embassy is unable to exert any real pressure on the USSR
for the issuance of exit visas to properly documented US citizens (see
Daily Summary of 28 July, item 7).

. HUNGARY: Anti-Communists request US funds--US Minister Chapin -
in Budapest has again been approached by ' bona fide’’ representatives
of anti-Communist groups requesting American funds for use in the
coming electoral campaign. Although Chapin feels that US funds could
not now substantially affect the outcome of the 31 August elections,

he suggests that the US should seriously consider using such unortho-
dox methods of aiding Hungarian anti-Communist forces in the future.

. UK: Aide-memoire states need for immediate assistance--The UK
has informed the Department of State in an aide-memoire of its doubts
that assistance to Europe through the Marshall proposals will ‘‘come
early encugh or be large enough to meet the special difficulties’’ of
the UK. The UK states that its critical financial situation will require
far-reaching corrective measures early this autumn.
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NEAR EAST-AFRICA

5. GREECE: US considering advisability of increasing Greek Army--
The State Department has asked the American Mission for Aid to
Greece (AMAG) whether the size of the Greek forces is adequate to

- put down increasingly grave guerrilla threats, such as the recent
attacks in the Yannina-Konitsa area. The Department states that
it cannot ‘‘at this moment’’ offer Greece any asserance that the UN
or the US can provide protection against such attacks and therefore
does not wish to be in the position of hbampering the Greeks’ efforts
to defend themselves. (AMAG bad previously refused to support
any increase in the permanent size of the Greek Army; see Dafly

7 Summary of 24 July, item 5. More recently, however, the US Military

Attache Athens has estimated that increases should be permitted, to
enable the Army to contzin the Communist forces.,)

FAR EAST

6. KOREA: Hodge suggests immediate action by US--General Hodge

reports that the USSR, by taking the fullest advaniage of the trustee~

) ship clause In the Moscow Decision, now has control of the most
powerful single political group in Korea, In view of the increasing
tension, General Hodge states ke is ‘“‘rapidly comiag to the conclusion”
that: () the US must cease negotiations in terms of the Moscow Deci-
sion 2t the earliest opportune moment and shouvld review the entire
Korean problem either at 2 high level with the USSR or in the UN

) Assembly; (b) the US muest go ahead with the estoblishment of an
elected interim government for Scuth Korea immediately; and (c)

_ “the US must stamp out the Comintern Communists even at the cost

of Bloodshed.”’ e -

THE AMERICAS

7. PARAGUAY: Government willing to start medlation--The Brazilian
Arcbassador In Asuncion has informed US Charge Trueblood that the
Paraguayan Covernment has agreed to the establishment of 2 mediation
board by Argentins and Brazil, with the provision that the board deter-
mine the time for hostiltties to end. '
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. CRITICAL SITUATIONS

EUROPEAN RECOVERY
Monnet and Clayton agree that no final settlement of the German
problem can be made until after the November meeting of the
Council of Foreign Ministers (see item 1).

GREECE
The announced withdrawal of the remaining British troops will
probably have a slightly adverse effect on Greek morale and a’
correspondingly positive effect on guerrilla morale. Although the

. British troops have not participated in the fighting, their presence

has been reassuring to the Greek Army and Government.

INDONESIA
The Dutch consider Austraha s referral of the Indonesxan situation
to the Security Council as ‘‘an unfriendly act’’ (see item 2). The
Netherlands Government had previously indicated that upon conclu-
sion of its police measures, it intended to accept mediaticn by the
US if it is offered

KOREA .
The Soviet delegation continues to block jeint Commission efforts
to establisha Korean Government.TherUS proposal that the USSR
consul: with organizations in North Xorea while US members con-
sult with those in South Korea was re;ected by Soviet repx-esenta-
tives as ‘‘not worthy of consideration.’

CHINA
In its continued efforts to enlist Chinese popular support and influ-
ence US opinion, the Chinese National Government and Kuomintang
officials are currently charging that, during the recent war,
Chinese Communists were secretly collaboratmg with the Japanese
and did not fight the Japanese after 1937. The first charge has
thus far been unsupported; the second is known to be false.
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CENERAL

1. Monnet's views on French economic recovexy--Under Secretary
Clayton has been told by Jean Monnet (head of French economic
planning) that,in order tec bring about a satisfactory understanding
between France and the US, the German problem must be settled

and France must put its financial and monetary house in order.
Monnet declared that, while he agreed with Clayton that no final
settlement of the German problem can be made until after the Coun-
cil of Foreign Ministers meets in November, he was positive that
the French Zone in Germany would be merged with the US and UK
Zones. Monnet added that it was importaat that a part of the aid to
be given to France under the Marshall proposals should consist of
gold to be used as a stabilization fund. Clayton replied that such a
step, while extremely difficult, would not be impossible if the French
can devise a workable plan fox‘ giving order to their {inancial affairs.

. Dutch reaction to Australian appeal on Indonesia~-US Embassy The
Hague has been informed by a hgh Dutch official that the Netherlands
Foreign Office regards Aus&ralia s reference of the Indonesian situ-
ation to the Security Council as ‘‘an unfriendly act.”’ chause the
Australian statement indicates that action was taken after ‘‘closést
consultation’’ with the British Government, the Dutch feel that the
attitude of the UK is no longer neutral. The Dutch spokesman be-
lieves, however, that the case should be considered by the Security
Council on the basis of the more moderate Chapter VI of the UN
Charter as invoked by India, rather than under Chapter VII as in-
voked by the Australians. (The latter chapter applies to threats to
peace, breaches of peace, and acts of aggression. )

EUROPE

. BULGARIA: Spsculation on Dimntrov-Tlto meeting—-US Military
Representatwe Yatsevitch in Sofia believes that the purposes of
Dimitrov’s visit to Tito are: (a) coordination of Yugoslav-Bulgarian
action toward Greece; (b) final negotiation and signature of 2 mutual
assistance treaty; (c) coordination of economic collaboration, possibly
including a special customs agreement and relaxation and reorganization

Approved for Release: 2018/09/26 C06749330

.(”7



~

Appfoved for Release: 2018/09/26 C06749330

GONE

of frontier conirols; (d) coordination of internal security activities;
and possibly (e) final agreements regarding incorporation of Pirin
(Bulgarian) Macedonia into a Yugoslav Macedonian Republic. Yatse-
vitch believes the visit is another step in the formation of 2 system
of political, economic, and military agreements that would bind to-
gether the Satellites, but he considers that an announcement of the
formation of a iormal Balkan or Danubian Federation is unlikely at
this time.

. POLAND: Hope expressed for continued US trade relations--Polish

Industry and Trade Minister Minc has expressed to Under Secretary
Clayton the hope that US-Polish trade relations will not be harmed

by Poland’s abstention from the Parns conference. Minc declared

that he knows no reason why Poland’s present western economic
orientation cannot be continued and extended. Regarding Polish coal
prodaction, Minc stated that the Poles are unable to go further unaided
and that the desired International Bank credit would make possible the
expansion of production by 10 million tons in 194!: and an additional

10 million tons in 1949. :

Clayton recommends, in view of the urgency of the European
cozl problem, that no objections be raised by the State Department -
to the extension of credit by the International Bank fOE’ use in augment-
ing Polish coal production, on the understanding that ‘no increase in
the export of coal to the USSR would take place.’

(C1G Comment: Minc is believed, along with several other
leading Polish Communists, to have earnestly desired Polish partici- .
pation in the Paris conference Minc, wha.is- Paland §-economic dicta-
tor, will undoubtedly make a sincere effort to expand Polish trade with
the West unless the Kremlin orders otherwise.)

. VATICAN: Tardini views Franco as danger to Spahi--Monsignor

Tardini, Vatican Acting Secretary of State, has told Acting US Repre-
sentative Parsons that Franco is a danger to Spain and that govern-
ments-of the extreme Right provide more fertile soil for Communism
than governments of the Center. Parsons believes that the Vatican

‘may possibly be re-examining its attitude toward Franco, not merely
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from its desire {0 see Spain participate in the Paris economic con-
ference, but because of its ““interest in the Spanish people.”’

(CIG Comment: The Vatican's fears of Coramunism in Spain
coincide with reports received by CIG that Communism is winning
increased support among the Spanish pecple as their hope for Franco's
removai declines.)

NEAR EAST-AFRICA

6. PALESTINE: UNSCOP reportedly unimpressed by Zionist claims--
US Embassy London reports the opinion of the UK Foreign Office that —
the UN Specia.l Committee on Palestine (UNSCOP) has not been im-
pressed by ‘‘extravagant Jewish claims and oratory.”’ The Foreign .
Office believes that UNSCOP is now fully aware of the Arab view that:

- (a) Palestine Arabs are entitied to self-determination; and (b) Arab

states would regard a Jewish state in Palestine as a threat to peace in
the Middie East.

FAR EAST

7. AUSTRALIA: Reporied Soviet submarine activity--According to US
Naval Attache Melbourne,”

USSR is obtaining submarine operat-
ing data in tropical waters and is reguesting Australia to designate
ports in Australia that may be visited by Soviet submarines.

{C1G Comment: This tends to support previous scattered
but vnconfirmed reports of Soviet submarine activity in southwest
Pacific waters.) _

THE AMERICAS

8. ARGENTINA: Foreign Minister’s comments on Rie Conference--US
Embassy Buencs Alres has been informed by Foreign Minister Brag-
mulfia that Argentina: (2) understands the purpose of the Rio Confer-
ence to be political rather than mmmry (b) will send to Rio a delega-
tion of political and economic experts ‘with only minor military repre-
sentation’’; and (c} is ‘‘determined”’ that the conference shall be a success.
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