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of US security. ‘The present Italian Government, coryposed of centrist Christian Demo-

. attempting to form an electoral combination to’ ‘combat the Communist-léd People’s .
- Bloe in the spring elections. Rightist factions in Italy have no leader. compa:able to

._exped;enttosupportaWes%emonentation. R PR

"aid and the prospect for the ERP. It appears that neither the Communistded bloc -
. _mor the Christian Democrats will gain a clear-cut majority and that the moderate Left = .
" will probably do poorly. Asa result, the rightist parties will hold the balance of power.

- The armed forces are incapable of offensive and could ﬁght only a limited defensive war.

- France, the Government will require foreign aid to regain controi of the area.

{ .

TH.'E CURR@T SITUATION IN ITALY

Because of its position on the edge of the Soviet spbers, Ttaly is Jmportant in terms

crats and a few representatives of the moderate Left, is anti-Communist and Western- -
oriented. Mainly because of Vatican snpport and populsr association with US aid,. -
Premter De Gasperi’s Christian Democratic Party stands out as the strongest oppouent
of Malian Communism. ‘Certain members of the Moderate: Left, however, are also

DeGaunebutareunanimousintheiropposlﬁontoCommunismand. therefore,ﬁndit

*Fhe present Goverrment will continue withoutradmal change until thenatinnal .
€lections in April, the outcome of which will be influenced by the results of US interim - -

Having failed to win dominance through the elections, the Communists are .-
expected to launch a campaign of general strikes, or even to attempt armed insurrec R
tion should the Kremlin find such extreme measures necessary. - = :

_In the event of 2 Communist uprising, the Italian Govemmentg_amg@,_{grces -

would be capable of maintaining internal secuntyg 101) ti;; current reorgani-
Zation had Schich “5h intégrated-defefiSe system; (2) additional modern equipment

had been secured; and (3) the Communists had not received apprecinble outside aid.

‘The Communists are believed {o possess the military capacity of gaining temporary : s
control of North Italy. If they recelve material assistance from Yuc'oslavia and/or Ry

Although US interim aid totaling some 200 million dollars will provide food and . -
fuel to prevent extrerme hardship until 31 March 1948, inost. Italians are still enduring . -
privations and are dissatisfied with their working and living conditions. The cmsa.ta.on 0
of essential imports from abroad would lead to a politically explosive situation. R

Current foreign policy is basicz2lly influenced by problems of economic rehalbi]ita— .
tion. The country looks to the US for necessary economic aid and protection against :
Soviet and Yugoslay. demands.” Because Yugoslavia continues its attempts to gain. -
complete control of the Free Territory of Trieste, the US and UK are determlned to -
postpone appointment of & governor indefinitely. - : , _ Co

Note: The information in this report is as of 26 January 1948, a.t whlch time the report was snbmlt— S
ted to the member agencies of the Interdepartmental Advisory Council for coordination. - .-

The intellizgence organizations o! the Departments of State, A.rmy Naw. 2ni Alr Force have . .
concarred in this report. ;



THE CURRENT SITUATION ]N ITALY

1. Imon'rmcnorlmr. -

It is of vital sivategic mportance to pxevent Italy trom 1aldng under Communist o
control. Snuch a development would have demoralizing effect throughout Western -« ..

-Europe, the Mediterranean, and the Middle East. In particular, it would greatly facili-

' tate Communist penetration in France, Spain, and North Africa. Militarily, the avafl- =
Szehyaﬁ&wutnemlwywoulaposeadirectthreatto R
: thesecuntyofcomnmaﬁons through the Mediterranean. Xtaly, however, i3 of rela~ .
. tively little direct value to the United States. The present and prospective political, .
economic,andmmtaxyweaknessotthecountryissuchastorenderitastmtegieha—_';ﬂ,
-bﬂityratherthananasset,meptmsofarasitsterﬂtoryeonshtntesa.potentia.lbaseot-"_"_'
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Current.y,thelmportanceoiltalyintemsotmsecurityisinitspmtiononthe"'f
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‘edge of the Soviet sphere and in the non-Communist and Western . orientation of its. - ool

. Government. Furthermore, the successful implementation of the European Recovery = - ’
Program (ERP) depends to some extent upontheeﬂectiveparﬁcmationoﬂtaly’s mdns—.ﬁ R

tries and surplus workers.
2. PoLrricaL SITUATION.

The present Government consists of a coalition of the centrist Chiistian Democrats -
(the majority party) and the moderate Left (the Republicans and the Saragat—right- -
wing — Socialists) plus a few independents. Because of its substantial parliamentary * - )

. majority, the parliamentary position of the Government is secure until the April elec- -
tions. Furthermore, ils prestige has been relattvely improved in recent weeks by evi- .

dence of US aid and interest in Italy’s recovery and independence. ' The Government

‘has also increased its prestige and its popu'lar muowmg by its firmmess dnxing the

- recent wave of strikes and agitation, : e :
The Christian Democratic Party, led by Premier  Acide De Gasperi, stands out as . .

the prircipal opponent of the strong leftist bloc. Iis political assets are essentially ~ -

the followirg: its possession of necessary US friendship and of promises of aid for

Haly’s Tecovery, its calm and firm insisience or law and order against Commumist -
violence, its centrist position, and its support by the Church. Furthermore, in xecent - -
months the Pariy throngh Premier Le Gasperi has cooperated with progressive elements ™ -

in inaugurating several essential economic reforms and in granting concessions to

workers. The Party, however, suffers from the onus of responsibility for a huge gov- e

ernment deficit and failure to close the gap between wages and the cost of lving

o despite some progress in its anti-inflationary program. Its prospects in the national . - J
elections are good, mainly because of Church support. a.nd the popular assomation of

the Party with US aid.

"The leftist block isled by the Communists and inéludes the Nean (lefb-wmg) Soutal. -
ists, the Labor Democrats, and remnants of the Action Party. Their combined popular -~
strength is believed approximately equal to that of the Christian Democrats. The o
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~ . Communists areusingthesamepohticaldevicesosuccessfulmothercountnm, namely-
- the People’s Front—recently called the Popular Demoorstic Front for Liherfy, Peace,.
- and Work—to gather all “the forces of democracy” in the campaign against “the forces
~ of reaction” To this end they have also organized a strong “labor-management”
movement among industrial and agricultural workers, and a “League of Communes,” *

an association of towns and villages which have Communist or Socialist Mayors and 2 i
Conncilmen. The Commuinists are enerwtmany p*omoting the expansion c‘wsman’ ;_:_ e

and youths' orgamzations. '

Between the two major opponents are the Saragat (nght-wm,) Sociahsts. and the RO 1 |

' Republicans. These two left-of-center parties, which joined the Government in mid- ..

December, have not been in a position to assert themselves or impress the public either S | |
with a specific attractive program or with dir~ct tangible resulfs of their governmental . =

parficipation. At present;, both parties have proposed to join in a “Democratic Leagne™

... asa ‘counter-weapon to the Communist “Popular Democratic Front.” Unless this :
* . Republican-Socialis} bloc should atiract many dissident elements from Left and Right, R |
L thesemoderaﬁeparmareexpectedtosecurenotmorethan‘ito 10% ofthenaﬁonal_. R §

; vote

Tothenghtoﬂhechnsﬁannemocratszsarecenﬂytomed“NahonalBloc”under
theleadershp of aged ex-Premier Nitti, who has temporarily, at least, brought together:
- - followers of his National Reconstruction Union, the Lilieral Party, Giannini’s much

. Tednced fcllowing in tie Common Man Front, and some splinter rightist groups. On -
the extreme right are two neo-Fascist organizations, the Malien Social Movernent. ang .-
the Nationalist Movement for Social Democracy. It is quite apparent that as yet no ..
leader comparable t0 De Faulle in France has appeared to unite the various sightist-~ *

_factions. A, however, are unzaimous in their opposition to Communism and, there-
: fore, find it expedient to support a Western orientation.. ' R

" Despite the variety of pohhcal parties and views, the pnsxtion of the present Gav— . .':;
ernment is secure at least until April because US interim aid has assured enough food . .

- and fuel to alleviate the hardships of the winter months. Basic adverse economic con- -
- . ditions and widespread unemployment continue to stimulate popular gixscontent wxﬁch e
theGovemmentcanaHayonlybyholdmgoutthehopeoftheERP ‘ .

' 3 EroNoMic SITUATION, - : : : son DTN
The Italian economy, normale dependent upon imporm, cmently requm sub- ‘, L

stantial imports of foodstuffs, fuel, and certain raw materials from the US in order to -
* praintain minimum food rations &nd enable production to attain a higher level of -
recovery. US interim aid totaling about 200 million dollars will provide food and fuel

to prevent extreme hardship until 31 March 1948, but the Government may be con-

fronted with the politically disastrcus necessi:y of reduning bread rations befors the o

. forthcoming elections. e
In recent months the Italian Govemm..nt has taken seveml steps to put the

rita.uan economy on & sounder basis. Tight restrictions have been placed. upon bank

 credit; exchange controls have been improved for the marsha.lmg and allocatmz. of
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fareign exchange, and the exchange rate of the lira has been adjusted to realistic
levels. Considerable success has been achieved, through tight credit controls, in check-

Ing rising prices, particnlarly of raw material and semiprocessed goods prices, and the
cost-of-living rise has been slowed. .Although the anti-inflationary measures have -
caused some increase in business failures, this result undoubtedly is more than offset
by the berefits of the program. : SR o

By _  The strikes and demonsirations of November and December 1947, while disruptive, .-
sans were not. of sufficient duration to set back appreciably industrial production which, -
" .. during 1947, increased approximately 35% cver that of 1946. Concessions to strikers .
andunemployed,however,axeplacinganincreasédburdenonthebudgetwhichisstﬂl MR
| running 2 substantial defieit. . . . . o . Lo T L
Most Italians are still enduring severe privations and are dissatisfied with their- ..
. Working and living conditions. More than a million workers are compleiely without - -
work and many others are only partly employed. - Lack of adequate wheat supplieshave . .-
already caused the suspension of the pasta ration and the substitution of rice. . |
. Fhe general econcmic situation, therefore, is still conducive to agitation and -
unrest. The cessation of essential imports from abroad, particularly from the US, i
‘would lead fo a politically explosive situation high favorable to the Communist cause, cole

especially with national elections impending. L

- The Italian armed forces are limited by treaty to an overll sirength of 300,000
‘men. For economic reasons, their actual strength is only 286,000, including a recent °
increase in the Carabinieri (internal security troops) from 65,000 to 75,000. The armed
- forces are loyal to the Government and generally anti-Communist in sentiment. Train-
ing is fundamentally good, and morale is improving, B
The Italian Government, fearfol of a Communist uprising, has recently increused -
. the size of the Pukklica Sicurezza (security police), which is expected to reach 80,000 . -
- by the end of February 1948. The Government has also appealed to the US for addi- -
tional equipment to supplement obsolescent and insufficient material, and negetiations . -
. arein progress. Provided Italy is able to secure additional equipment and to achieve
: - .~ anintegrated defense system (organization of which is now in progress), anad provided .
- A the Cornmunists do not receive appreciable aid, the armed forces are capable of main- . -
B  taining internal security. They are incapable of waging offensive war. If attacked by
2 relatively well armed power such as Yugoslavia, for example, Italy could at best fight
2 brief delaying action. ' : S o A ;
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.+ 5. - PoreigN Poricy. ‘ _ : e L

_ . Haly'spost-war policy is basically infiuenced by its immediate problems of economic

_' ! .. rehabilitation. It looks primarily to the US for aid in regaining its prewar interna- -

RS S tional position and resisting any future Yugoslav and Soviet demands and {threats,

B , o When reparations payments begin in 1949, Ttalian economy will be brought inevitably

. into closer relationship with the USSR. More immediately the USSR can use part of .
o - its present wheat surplus to bolster the position of the Italian Coramunists before the
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national elections this spring Hence eventual Easte::n orieatation through economic o :
- necessity canuof be entzely discounted. .

Thaly has already resumed diplomatic relations with all the major and manyof the . -

 minor powers of the world and has concluded commercial and/or emigration agree-

ments with nuxerous countries, With active US sponsorship, itely has applied for . .
membership in the UN. Iialy :sparhcma.rly deslrousot work!.ng legallj' tor arevisten o

of “punitive” peace termas..

S As iDustrations of Italy’s wmingness to conmbute to world eoopexation tha .uew. .
. Jtalian Constitution conteins 9 clause which permits limitations on ihe npational - -..
sovereignty; Foreign Minister Sforza is an outstanding exponent of the idea'of & '

© United States of Europe; and Italy has already $eken steps toward a Franco—ltalmn'.
mstomsmnmgmhmatelytoammmmum : b

6. Pxonm.nl)xvxm ST T

The present Government wﬂl eontinue without radmal change untﬂ the nationa: B

elections in April. -

The Communists and Nenni Socialists will strive, a5 they aid dm'ing 1847, o iz~ =
- credit the Government and interfere with Italian economic recovery under the ERP. .. .
Hunger and inflation will continue to afford many opportunities for walid strikes. . - .

Such strikes, if concluded advantageously for the workers, will enhance the prestige

of the Communist leaders of the Italian General Confederation of Labor. These strikes . - .
* will also financially embarrass the Italian Government whose budget needs all available - .-
revenue. The Communists will continue to devote considerable money and ail their - -
organizational energies to activities and maneuvers which may be concomitantly” . s
preparations for a general sirike, for a possible insnn’ection, or for a campaxgn o g

| _ improve Communist prospects in the national elections.

. The outcome of these elections will be infivenced by the results of US interim aid' SRR
- and the prospects for successiul implementation of the proprsed Eu:opes.n Recovery

. Program. Favorable developments in this connection would operate ‘to the decided N
advantage of the present Governient, led by the Christian Democratic Party.”. -

Despite the granting of US aid and other evidence of US support, the leftist bloe s
has not fost strength and the Christian Democtats (an;l their allies) have not gained = - ~
any considerable political following. Hence, it appears that neither will gain a clear-cut -

" majority in the April elections; the leftist bloc and the Centrists will each probably

 receive approximately 30 to 40% of the vote. The balance of power will thus be held by 5

the rightist parties with approximately 15 to 25%. Hence, the next Government would

' probably be headed by the Christian Democrats with rightist support. Because such
a cozlition would be bound together largely by common opposxticsn to Commumsm, it
. would suffer froin clashing policies and programs.,

. Following the failure of the Communists to win power at the elections and con-" :
ceivabiy before the elections are held, the Communists are expected to launch a cam-

~ paign of general strikes. Should the Kremlin decide an inswrreciion in Italy necessary | .




to the fulfiliment of its pnmaxy ob]ective-—wrechng the ERP—an armed upnsmg K
might be ordered. .~ -
S Iheuommunistsarebehevedtopossemthemimmycapaﬁtyofgmnmgtempo:my.'-.»-'
. - contral of North Iialy. ¥ the Italian Communists receive material assistance from . . %
. Toposlavia am,’"*France,theIta!ian Govemmentwureque fore'gn 2id toregam- o i

: Yugoslamas eﬁortStogameomplete control otth.eFreeTerrltoryot 'I'riestehave

'-_'n-otd:mxmshedinreeentmonths,andconsequenuythaareazemainsapotentialsources-f
. of Great Power conflict. Since the Yugoslav Army’s unsuceésstul attempt to penetrate - ... :
- the US-UK Zone on 15 September 1947, theYugoslav—dir&ted Communist Party in.

.-.'
,

Trieste-has continued its intensive campaign to undermine the authority of the Allied
.. Military Government (AMG)- andhlaythegroundworkfor(:ommunist cont:oloithe;_' oy

o areaatbertheappommentnfagovemorbythemtycom IS A
‘ TheCommumsteEorthasbeendkectedpﬂmmyawnstmte’sprecaﬁomeco--'“*'-’--_‘ B8
‘-‘_nomiccond.lﬁon. Trieste’s economie recovery has been retarded by the general eco~. . © S

:  nomic depression in Europe and by the reluctance of Italians and others to risk invest- SR B
ment in Trieste business in view of the Territory’s uncertain futare. The Communists ~ -~ §f s

have exploited this situation through continuing pressure on Jabor to strike for higher -

wages, the purchase of business establishments in the city, and the diversion of traffic T

. to the rival Yugoslav port of Fiume. AMGs ability to combat this Yugoslav pregsure is

dependent on its ability to finance an adeguate public works program and to develop

_thec:tyasatransxtport. This in turn is dependent upon the continued willin of :
the Italian Government to supply Trieste’s currency needs and finance jts balance-of- . ‘g

paymenss deficit.  Although Italy is reluctant to assume this obligation, failure to do -
" s0 would tend to undermine AMG’s authority, make Iater UN contml imposmble and

assure eventual Yugoslav domnation. .
' Politically, the Commu:nists are aciively prepanng for the general elections that

st be held after the appointment of a governar. In addition to atternpting to make * -

political capital of the economie depression, the Communists have conducted 2 violent
and unrelenting propaganda campaign against the US and UK. Because the Commu-

" pist Party in Trieste is now so openly associated with Yugoslavia, however, the pro-

Ttalian non-Communists have strengthened their political organization, probably with

some clandestine aid from within Italy, and are in a better posihon to ¢combat the - f

" Comgmunists in any future eiections.

- The Yugoslav Government, meanwhiie, rea.xzin,, g that the presence of US-UR troops o

in Trieste not only thwarts its aims in that city, but acts as a strong stabilizing influence
on Communist intentions in North Ttaly, is now pressing vigorously for early appoint~

ment of a governor Ly the Security Council. Although the US and UK ave preparsd .

if necessary to postpane appointment of 2 governor indefinitely, the USSR and Yugo-
'stavia may agree to a US candidate in the bope thal even a strong governor wounld not
be as great a deterrent to Yugoslav designs on the 'I‘emtory as contlnued US-UK mili
tary control. L _

L




‘to the fulfiliment of its primary objectlve-—wiecking the ERP—an armed uprising

might be ordered.
The Comamunists are believed fo possess the military capacity of gaining temporary
control of North Italy. If the Italian Communisis receive material assistance from

" Yugoslavia and/or France, the Italian Government will require foreign 2id to regain

conirol of the area.

%7, SITUATION IN TRIESTE.

Yugoslavia’s efforts to gain complete control of the Free Territory of Trieste have
not diminished in recent months, and consequently the area remains a potential source

 of Cireat Power conflict. Since the Yugoslay Army's unsuccessful attempt to penetrate

ihe US-UK Zone on 15 Septeraber 1947, the Yugoslav-directed Communist Party in
Trieste has continued its intensive campaign to undermine the authority of the Allied
Military Government (AMG) and to lay the groundwork for Commnunist control of the -
area after the appointment of a governoz by the Security Council.

The Communist eort has been directed primarily against Trieste’s precarious eco-
nomic condition. Trieste’s economic recovery has been retarded by the general eco-
nomic depression in Europe and by the reluctance of Itallans and others to risk invest-
ment in Trieste business in view of the Territory’s uncertain future. The Communists
have exploited this situation through continuing pressure on labor to strike for higher
wages, the purchase of business establishments in the city, and the diversion of traffic
to the rival Yugoslav port of Flume. AMGs ability to combat this Yugoslav pressure i
dependent on iis ability to finance an adequate public works program and to develop
the city as & transit port. This in turn is dependent upon the continued willingness of
the Ttalian Government to supply Trieste’s currency needs and finance its balance-of-
payments deficit. Although Italy is reluctant to assume this obligation, failure to do
so would tend to undermine AMG's authority, make later UN control impossible, and
assure eventusal Yugoslav domination.

Politically, the Communists are actively preparing for the general elections that
must be held after the appointment of a governor. In addition to attempting to make
political capital of the economic depression, the Communists have conducted a violent
and unrelenting propagands campaign against the US and UK. Because the Comimu-
nist Party in Trieste is now so openly associated with Yugoslavia, however, the pro-
Italian non-Communists have strengthened their political oxganization, probably with
some clandestine aid from within Italy, and are in & better position to combai the
Communists in.any future elections. . .

The Yugosiav Government, meanwhile, realizing that the presence of US-UK troops
in Trieste not only thwarts its alms in that city, but acis as a strong stabilizing influence
on Communist intentions in North Italy, is now pressing vigorously for early appoint-

ment of & governor by the Seeurity Counell. Although the US and UK are prepared
if necessary to postpone appointment of a governor indefinitely, the USSR and Yugo-
slavia mey agree to & US candidate in the hope that even & streng governor would not
be as great a deterrent to Yugosiav designs on~the Territory as continued US-UK mili-

tary control.
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