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Last September Norwey undertook an extensive program for
regaining control over the supply of money. German occupation and
Quisling zdministration expenditures, financed by Norges Bank, had
raised the total of deposits and notes in circulation from 3.6
billion to 9.8 billion kroner, i.e., by more than 170 per cent.
Despite this increase of money, legal prices hed been sllowed to
rise only sbout 35 per cent cbove 1940, and the bleck market ceased
to be importent ufter liberation. Norway's price lovel, thorefore,
weis not seriously out of 1line with those of Sweden, Britein, or the
United States. But there was little prospect of being able to remove
price controls, even with the expected rise of production and imports,
50 long as thoe volume of idle cash wus not reduced. Another evil of
thi money surfeit weas the unwillingness of lsbor to work while its
pockets were still full of cash for which little could be bought. By
liniting individusl cash holdings, the Govermment hoped to discourage
vo.untery unemployment.

The plan adoptod wes largely the work of Dr. Erling Peterson
of Norges Bank, and was borrowod in part from the Belgicn (October
19444) end Danish (July 1945) monetary reoforms. Unlike the Belgian,
tho Norwegisn plan did not eim at deflation, and so did not ineclude
such drastic provisions for the blocking of funds. But the Norwegian
progrem was considerably stronger than the Danish, which did not block
bank deposits at all and blocked currency holdings only for & short
tine. As in both Belgium and Demmark, provision wes made for a cepital
or war-profits lovy.
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Effects of blocking currency and deposits

By the ond of 1945, the total of notes in circuletion plus
froe doposits emounted to &bout 8.5 biliion, compsred with 3.6 billion
prior to German occupation, 9.8 billion a«t the time of liberation, and
9.6 billion kroner Just prior to the blocking operation.

This modest rocord gives no indication, however, of the
volumo of currency and deposits originally blocked. In fact no figurec
exists, for none wes computed. The funds blocked were treated in two
di’feront ways: certein portions were assigned to & so-called Notional
Deposit Account which becemo & liubility of Norges Bank; other portions
were blocked on the books of the private banks. It was intended that
tho latter should be released first, but roleasc datos wero indefinite
in both cases. No attumpt wes made to compute the amount of funds
blocked outside thse Nutional Deposit Account. Thoy/included, however,
about 90 per cent of eech individual time deposit,l/end 30 por cont of
cach individusl damand deposit ebove the first 800 kronor, as well cs
a ninor portion of currency holdings. The total wus undoubtedly very
largo, perhaps as much as 3.5 billion kroner, or 36 per cent of currency
end doposits prior to the operation. 1In the Netional Deposit Account
(which received about Lo por cent of oach individusl's currcncy holdings,
plus 4O poer cont of oach individual demand deposit above the first 800
kroner), 1.2 billion kroner wore originully blocked, an amount squal
to only 12-1/2 per coent of totel currcncy and deposits prior to the
operation.

Thus it is possible that nearly 50 por cont of total notes
and deposits wus originally blocked, & record which could bo compered
with the 63 per cent originally blocked in Bolgium. The bulk of this
emount wes outsido the National Deposit Account, and tho ultimate
off'ect of the blocking program wes thorcfore largely dependent on
tining the recleaso of such funds,

To tho surprisoe of the public, on Novomber 30 the Ministry
of Finaence released all blocked funds outside the National Deposit
Account, plus a minor emount from the Nutional Deposit Account., 'This
action drew an immedieste protest in the press from Dr. Petersen, who
ste.ted that it meant ebandommont of the most valusble part of the
program,

The result was that three months after the progrem wos under-
teken Norway's money supply amounted to fully 88 per cent of what it
had boen prior to the undertaking. On Merch 9 of this yeer, furthor
releases were medo from the National Deposit Account, but the total
emcunt involved has not beon reported.

i?rihe actual rule for blocking time deposits was less simple: the
amount remeining after rcloaso of either 800 kroner or 10 per cent
of the total doposit up to 10,000 kroner.

'
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Probable effects of the impending capital-gains levy

In both Belgium and Demmark, a cepital levy was made part
of the money-control program, and it was planned that the proceeds
should be permenently extinguished by applying them ageinst book-
claims on Germany. This wes likewise the original intention in Norway,
whare the Germans left wn unpaid overdraft at Norges Bank emounting in
July 1945 to 8.2 billion kroner (en additionsl 3.4 billion having already
besn paid off by the Norwegian Goverrment and Clearing Institute).
Proparation for imposing e capitel-gains levy was made last September
when holdings of real property, valuesble chattels, money, sccurities,
and other finencial cleims had to be declared cs of September 1945 for
comperison with the lest pre-war essessment (probably Jamery 1940).
Barly this year the Govermment placed before Parliament a bill which
would take in texes up to 95 per cont of an individusl's cepital geins
during the poriod covered. Final poyments would be roequired within
nine months after the tox wes levied, and could be mede in the form of
blocked currency or deposits.

Now, howeover, there appears to be little prospoct that a
reduction of the moncy supply will rosult from any capitel levy imposed.
Tho special committeoe which drow up proposals for the cepital-gains
lo7y recommended thet the proceeds should not bo applied against the
Germen overdraft, but should instead be used for establishing speciel
funds for Eyrchaso of supplies and capital oquipmont necded for recon-
struction.2/ Thus, not only would the opportunity to absorb additional
amounts of purchasing power be lost, but nearly all the funds still
blocked in the Netionzl Deposit Account would be released to the Treasury
in payment of the tax, and returned by Treasury expenditures to the public.

If this rocommendetion wore accepted, it would still be true
thet as long as the funds were not oxpended they would constitute &
rcduction of the money supply, and this period could be relatively long.
Prasumably, the bulk of reconstruction purchases will be made in the
next two years, while consumer goods ere still short, and the volume of
surplus money still great. To thoe extent that tho Govermment buys goods
or foreign exchange from Norwegian suppliers, the funds will bo returned
to the publie. But if the Govermment buys abroad on foreign credits,
ani rogards thc proceeds of the capitel-gains levy as & kroner sinking-
fuad for ropayment of tho foreign credits, the funds will be withheld
from the public. In-this way, borrowing abroad would actually serve
to hold down the domestic money supply, &s well as to increase the
supply of goods.

The same effect would be obtained if the Government were to
soll domestically the supplies purchased sbroad on forvign credits,
anl to enter the procoeds into kroner sinking-funds for ropsyment of
ths credits obtained abroed. If, howover, sueh credits were obtained
by oprivate importers, there would be no guarantee that a corresponding
amount in kronor would be immobilized.

f7'Final decision on this issue will be made by the Parliemcnt. The

~  former Governor of Norges Bank, Mr. Rygg, and the present Governor,
Mr. Gunnar Jahn--both members of the committee--opposed tho recommen-
detion. The Minister of Finence, Mr. Erik Brofoss, sided with the
majority.
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Reasons for partiel abandomment of the program

It is doubtful that the Govermment is interested in further
reduction of the money supply, despite the fact that it now stends at
235 per cent of the April 1940 figure. Official explanation for the
release of blocked funds last November was thet partial releases were
being made day by day to meet special needs, and that this steady
encroachment justified releasing all such funds. The logic of this
is less compelling tha’m the fact that the Govermment wus about to
embark on an extensive progream for refinancing its internal debt at
much lower rates. The refinancing program has been very successful
end is still continuing. It is hardly likely that the same degree of
success would have been obtained had the blocked funds not been reloeased.

It is claimed that the surplus of moncy is no longer dangerous.
The emounts still blocked in the National Deposit Account reproesent a
skimming-off of individuals' cash funds, and the remaining surplus is
said to belong primarily to business firms, which will not try to bid
for consumer-goods. Such firms aro weiting for imports, or foreign
exchange with which to buy imports, and one or the other will be rationed
by the Govormment at fixed prices. Consequently, it is oxpocted that
tho large cash resorves of business firms will not add appreciably to
Norwegien money incomos in the immediete futuro.

This analysis mey bc corroct. The cost-of-living index
(beased on 1938) had through Janucry 1946 risen only two points since
Norway's liberation, and black-merket operations continued to be un-
important., This mey be ovidenco thet individuals no longor commanded
lorge holdings of surplus cash. Or it may only be evidence that the
monoy-control measures undortakoen last Secptomber have had reessuring
effects on the public.

Two factors will operate to increase the moncy supply: the
impending releese in kroner equivelent of the foreign oxchange esrnings
accumulated by the merchant fieet (Nortraship) during tho war, and
centinuing budget deficits. Tho total wer-time earnings and insurance-
recoveries of Nortraship amounted to roughly the oquivelent of 2.3
billion kroner. It is likely that the greastest portion of this will
be used by the shipping compenios for the repurchase of foreign exchange
with which to buy ships. The budget doficit for the year ending June 30,
1¢46, will be about 870 million kroner, which will certainly add to
ccnsumer purchasing power. It is quite possible that self-imposed
restraint by the public will onable Norwey to avoid sevorec inflation
despite the money surplus which still exists, but still unlikely thet
price controls can be removed for severcl years.



-5 - CONFIDENTIAL

Legislation Enacted for Aid to the Philippines Toni Giese

In anticipation of the coming independence of the Philippines,
effective on July L, two bills are now ewaiting the signature of the
President before they become law. The Rehebilitation Act is intended
tc help set the war-dovastated Philippine economy back on its feet by
meking evailable substantial sums of money which will be used for
ccmpensating both the Philippine Government and privete individuals
fer losses and demages resulting from the war, ecnd for repair and
irprovement of public properties and public services. The Philippine
Trade Act is designed to ease the ebruptness of the transition of the
Islands from the status of & possession to that of an independent
republic. Tho Act esteblishes o frumework for trade reletionships
bctween the United States end the Philippines for a period of 28 yoars.
During the first eight ycars, trede botweon thc two countries will
rcmain duty-free; it is felt that that length of time will be required
for the Philippine economy to return to normal.

The Philippine Rehebilitation Act, introduced by Senator
Tydings on November 19, 1945, was peassed by the Senate on Decamber 5
and sent to the House Insular Affairs Committee. On April 10, it wes
pcssod by the House as amondod and sent to & Senate-House conference
ccmmittee, The confurence version was passed by the Housc on April 18
erd by the Scnate on April 19. The primary purpose of the Act is to
provide componsation to private owncrs of property in the Philippines
fer physicel lossos or damego resulting from militery acction or action
of the Japeanese occupetion suthorities. Peyments will bo authorized
by the Philippine War Dumage Commission from en eppropriatced fund of
LCO million dollars. Compcnsction may be made in cash, or by furnishing
property of similer kind, or by arranging for repsairs and rebuilding.
Urited States surplus property, wherever located, mey be mads cvailable
(under Executive Order) to the Commission for this purpose. Similecrly,
property received in roparcations from Jepen may be trensferred to the
Cemmission. Cash payments will be madec &s a rule only after or during
the course of rebuilding, repair, or replacement, but under certein
circumstances may bec made contingent merely on productive reinvestment
of the proceeds in the Philippines. Under the original Senate bill,
claims of Chinesc or other foreign nastionels would not be gpproved, but
the bill as amended extends the coverage to foroign nationels whose
Governments graent rcciprocel war demege payments to American residents.

The Act clso provides for transfer of Unitod Stetes surplus
wer property now in the Philippines to the Philippine Goverrment. The
bill as originelly passed by tho Sonate provided for trensfer to tho
valuo of 30 million dollars, while the accepted House amendment provides
for 100 million dollars and allows trensfers to provinciel cnd municipsl
govermments as well. In addition, 120 million dollers is authorized to
be appropriated for the restoration and improvement of public property
and ossential sorvices such as public roads, port and herbor faecilities,
public buildings,and public health fucilitios. UWork of this typo may
be carried out by the Foderal Works Lgoncy, the Army Engineers, or the
Public Henlth Service of the United States, or by Philippine authorities.
Moreover, additional sums are to be appropriated for the development of
inter-island commorce, inter-islend air navigation, weather information,
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Philippine fisheries. and coest and geodetic surveys. Technical
training in these fields will be provided by the United States
Govermment to coertain numbers of Philippine citizens.

Total destruction of property in the Philippines has been
estimated by the War Damege Commission to amount to about 800 million
dollars as follows:

Private proportics $.4,,420,000
Publie property 195,347,595
Church properties 139,000,000
Vessels and woatercraft 20,000,000

The Rchabilitation bill in its original form provided for 480 million
dollers to cover these losses and financo public improvements, while
the Houso amendment provided for 625 million dollars., The following
teble shows the appropriations as passed by both Houses:

(In millions

of dollars)

Compensation of claims L,o0
Transfer of surplus property 100
Restoration and improvement of

public property 120
Restoretion and improvament of

U.S. propoerty 5

: Total $c25

Private claims will be met only up to 500 dollars each until a trade
agreement betwoen the Philippines and the United States is signed.
Theroafter, the aveilable funds will be prorated emong claimants
according to the size of their claime in excess of 500 dollars.

While the Rehabilitation Act is designed to facilitate
solution of the comparatively short-run problems of reconstruction,
the Philippine Trade Act outlines a long-range program for gradual
elimination of the special trading relutionships now existing between
ths United States and the Philippines with a view to integration of
the latter's economy into the world treding system. The Philippine
Trade Act wes introduced in March by Congressmucn Bell end sets forth
in great detail provisions for the regulation of trade betwoen the
United Stctes and an indopendent Philippine nation. Verious bills
attompting to establish such a rolationship had boen put before the
Weys and Means Committes. After several months, these were suporseded
by the present bill which was passed by the Senate as emended on
Ap:ril 17 and by tho House on April 18.

Becauso of tho pressing need for intorim trado arrangoments
eftor July L, when proesont reletionships between the United Stotes end
ths Philippines would normally ccasc, the mejor provisions of this Act
ard to become offective thc day after its enactment, Continucd operstion
of the rogulutions, however, will be dependent upon conclusion of an



-7 - CONFIDENTIAL

exocutivo sgreement botwoon the Prosidents of the two countries. The
egrecment must, by virtue of provisions in the legislation, commit
the Philippines to cortain obligations set forth in the Act. Tho
Prosidont is authorized to suspond the operution of the Philippine
Traode Act if the wgrecmont is not entered into within a roasonable
timc or if the Govermnment of the Philippines docs not substentially
moot those obligations even beforc the angreement has taken offect.
The ogroeoment itself must provide for termination or susponsion in
case of any discrimination against United States citizens.

The principcl provision in the Act is thc establishment of
duty-frece trade in all commodities for en eight-year period, onding
July 3, 1954; duties will thoroafter increaso graduclly during the
next twenty years, so that by 1974 the Philippines will be subjoct to
the full toriff rates churged gll foreign countrics excopt Cuba (which
pays 20 per coent below the gonerel level on all commoditics oxcept one
or two specielized items). In this way, the immediate severance of
profercntial trade relations with the United States will be avecided
and the adjustmeont of tho Philippine sconomy to separction from the
United States will be cushioned. As it stands now, the Act ussures for
the near future virtually the same trade relationships theat cre in
existence .t tho presont time.

Absolute quotes urc established by the Act on United States
imports of Philippine sugcr, cordage, rico, cigars, scrap tobacco,
coconut oil, pearl und shc¢ll buttons. The quota on suger has bcen most
controversial, and has beoon revisod from the 850,000 short tons allotted
in thec House bill to 952,000 short tons (850,000 long tons) as amondod
by the Sencto. The following table shows a comparison of pre-war quotas
with thosc¢ proposed in the Trade Acts

Philippine Articles Subject to Quota

Futuro Quota Rates 1979 QUOEEE
Sugar 952,000 short tons 850,000 long tons
Cordage 6,000,000 pounds 4,000,000 pounds
Rice 1,040,000 pounds Nono
Cigars 200,000,000 200,000,000
Scrap and filler tobacco 6,500,000 pounds 4,500,000 pounds
Coconut oil 200,000 long tons 200,000 long tons
Pearl or shell buttons 850,000 gross 850,000 gross

Throughout the period covored by the Act, the absolute quotes will re-
mein in effect on all tho itoms listed above; tariff treetment on these
products, however, will not be uniform after the first eight-yoar period.
Tariffs on imports of sugar, cordage and rice (and on &ll commodities
not subject to quotas) will begin on July L, 1954, when 5 por cent of
the lowest rate charged by tho United States will be lovied. The

tariff rates will be increesed by 5 per cent each succeeding yoar until
Janmuary 1, 1973. From that dato until July 3, 1974, imports will bo
dutiable at 100 per cent of the lowest United States duty accorded to
any forcign country, which at present is Cubo. Therocfter, the duty
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will be the same as the general rate. In the case of cigars, scrap

and filler tobecco, coconmut oil, and peerl buttons, the other items

upon which quotas have been pleced, the duty-frec quotas after 195

will be reduced by 5 per cont eannuelly, starting in 1955, from the

base amount of the ebsolute quotas. Imports over and above tho duty-
freo quotas, but within tho limits of the absolute guotas, will be
subject t> the lowest duty assessed by tho United States. - For Philippinec
quota exports to the United States, provisions have been made for the
allocation of individual quotas to various growoers and manufacturoers

ornt the basis of pre-war shipments. These provisions are defonded as
~ffering encouragement to pre-war interests to return to the Philippines,
but Philippine citizens fear o policy of commercial exploitation will
be the result, and the provisions heve therefore been the object of much
orposition in the Islands.

There is a socond way in which domestic interosts aro pro-
tected from the competition of Philippine commodities. The bill
spceifically provides that if the President finds that any Philippine
items, othoer thun those for which quotas have been established, come
or are likcly to come into substential competition with like articles
produced in the United States, he may establish quotas for the total
arount of such sarticlos which may be imported.

Obligations to be fulfilled by the Philippines include tariff
treatment for /merican goods similar to that granted Philippine goods
by the United Stutes, prohibition of oxport taxes on exports to the
Urited States, maintenance of the fixed relationship of the peso to the
dellar, and avoidance of discrimination between United Statcs and
PhlllpplnG goods as to internal exciso taxes or between United States
ard Philippine porsons as to rights to develop Philippino netural
resources. The Philippines must also grant certain immigration rights
end quotas for United States citizens. These provisions have been
vigorously attacked in high querters in the Philippines as a "curtail-
nent of PhlllDDlnG sovereoignty and & virtual nullification of Philippine
irdepondence.” The United States in turn will promise to keep the tariff
and quota provisions in offect until 197L, charge no higher taxes on
Philippine commodities than on similar items produced in the United
States or any other country, require no processing tax on menila fiber
not dressed or munufactured, end lovy no export taxes on goods exportod
to the Philirpines.

A special clauso statos thut the benefits of this &ct aro
not to apply to &ny other country. It is presumebly hoped that because
of the spcciel neture of Unitod States-Philippine relationships the Act
will - not be regarded as a violation of the most-favored-nation troaties
betwecn the United States end certain foreign countries.
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Changes in Brazilian Exchange Control Regulations Harold Wexler

The Brazilian Govermmeént, in & Decree-Law promulgated on
Februery 27, 1946, has made several significant modifications in its
exchange control regulations. The most important effects of this
Decree-Lew are:

1. Foreign investors ere granted certain Qualified guaren-
tees with respect to the repctristion of their investments and earnings;

2. Exchange purchases for purposes of capitel export, interest
end dividend remittances, and other non-trade nceds can henceforth be
made et somewhat more favorable rates;

3. The effective rate at which foreign excheange can be pur-
chesed has boon slightly lowered as a result of a reduction in the
tax on such purchases;

Ly, Exporters are permitted to sell their exchange procceds
at & slightly higher effoctive rate as a result of a decreasc in the
percentage of such proceeds that must be sold at the officiel rate.

Brazil introduced exchange control on September 29, 19371.
At that time, tho Bank of Brazil wes given & monopoly of exchange
transactions and was authorized to regulate buying and selling rates.
Other banks werc, howevor, pormitted to buy and sell foreign oxchango,
but only under conditions esteblished by the Bank of Brezil,

Apperontly in en attempt to cncourage forcign investment of
capital in Brazil, the now Decroec-Lew guarentees forcign investors the
right to withdraw up to 20 por cent annuelly of the registcred valuc
of their investment. Tho registration of foreign capital investments
is to be mede with tho Exchange Department of tho Bank of Brazil. This
guarantee means that a givon rogistered cepital investment could be
entirely withdrewn over a poriod of five ysars. The Office of Currency
and Credit has the powor to loengthen the period, however, if conditions
in the exchange merket meke this step necessary. Foreign investors eare
elso guarantecd the right to purchase foreign exchange for rcmittances
of interest, dividends, and profits. These purchases will not boe per-
mitted to exceed 8 per cent of the registered capital, however, and any
emount over and cbove this percentage will bo considerced to be & re-
mittanco of cepiteal, and will be applied egeoinst the poercentage allowed
for such purpose. It is reported thet American and British businessmen
in Rio de Janeiro think that 8 per cont is not adequate in & country in
which the yield on capital is very high, particulerly at the moment.
They point out that the prevailing local monecy rates alone are now
8 per cent end even higher.

The guarentecs with respect to capital exports and remittances
of earnings rofer, in each case, to a percentage of "registered cepital."
The Law does not, however, explein the conditions which will be atteched
to tho rogistration of capital, The failure to be explicit in this
respect is snid to be causing some concern emong foreign investors in
Brazil. : '
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In nddition to the usual "official™ and "free" exchange
retes, Brazil has had a third rate, the "specisl free rate" which wes
even higher than the rogular frec rate. These spocial rates applied
tc purcheses of exchengoe from tourists and other travellers and to
selos of exchango for financial remittances end other non-trade
purposos. The speciel froe rate hues now been abolished and the
transactions formerly offected at this rate are henceforth to take
place et the regulur frec rate. The chicf effect of tho cbolishment
of the special free rate will be to permit forcign investors to transfer
profits or oxport capital at o slightly more favoreble exchange rate
than before. '

£11 non-bank purchases of foreign exchange wcre formorly
subjoct to & tax of 5 per cent, thc procceds of which were credited
to the account of the National Trecasury to form an exchange fund.
This tax has now been roducod to 3 per cont, thus slightly lowcring
the cffcctive cost of foreign exchange for all purchasors.

Until now, 30 per cent of all export proceods had to be sold
to the Bank of Brazil et the official rate of 16.50 cruzeiros per dollar
-and only the belunce could be sold ct the higher freco market rote of
19.7%0 cruzeiros per dollar. The recent Docree-Law provides that hence-
forth only 20 por cent of export proceods neod be sold at tho official
merket rate. In effect, this is equivelont to giving exporters & price
incrcasc of 1.7 per cent, in terms of domestic currency.. Although this
increase is vory small, it may heve boen mede to help oxporters to moet
rising domestic costs.

While tho reception of the new exchange reguletions in Brazil
was originally enthusiastic, opinion has since adopted o more cautious
ettitudo. The offects of the regulations will depend to such a large
extent on their interpretation and application that it is very difficult
to speculate about their probable influcnce in encouraging further
foreign investment in Brazil.



THE GERMAN POLITICAL SITUZTION AT THE BEGINNING OF 1946
Part I. The German Political Situation in Berlin

1. The political perties

2. The problem of the unification of the two
workers'! pertics

%, Tho trade unions

L. Tho present lewdorship of politicel end labor
orgenizeations

5. The politicel prossuro of the Russian Military
Government '

6. The nontal cttitude of the people in Berlin
7. Poeople outside of the politic«l organizations

8. Some romerks releting to tho politicel situction
in the Eastern Zonc and the future political
dovelopnont in Gormeny

Addondum: Recent devclopments concerning the nerger
between the S.P.D. and the K.P.D. in Borlin up
to 4pril 1L, 1946

Note

This is tho first of two reports prepared by Dr. Hermberg
or. the political situation in Gormany. Part two, dealing with the
situation in the lmericen Zone, will appear as o supplemcnt to the
noxt issue of the Reviow. Whilc the subject-matter of these roports
is elmost exclusivoly political, the ultimate politiccl organizetion
of Gormtny will, of coursc, have widespread economic consequences for
Europe end the world.

The cttechod report is based on observetions made in Berlin
dvring the period December 23, 1945, to February 5, 1946, ond on a
skort trip to Leipzig taken during this period. Dr. Hoemberg spoke
te many leaders ond membors of cech of the different politiccl partios
and of tho trade unions and, in cddition, to numerous porsons not
associated with eny politiceal party. Meny of the people to whom ho
spoke he has known for morc than twenty yveers.



The German Political Situation in Berlin

Peaul Hermberg

1. The political parties

After the occupation by the Russians, only four political
parties were allowed to be reestablished in Berlin; in the Eastern
Zone these parties are united in the so-called "untifaseist front."

a) The Liberel Democratic Party (Liberal-Demokratische
Partei). This perty represents the right wing., It was orgunized by
o smell group of former representatives of the Democratic Party which,
after a remarkeble cerly devaelopment subsequont to the last world war,
had shrunk to a small group during tho Woimar Republic. The noew party
hes met with 1ittle approbation and is alleged to be represontetive of
privute business interests.

b) The Christian Democratic Union (Christlich-Demokratische-
Urion). When the Union wes formed, following the collapsc of Germany,
it wos contemplated thet it would scquirce all antifaseist forces!'
right of the Sociel Domocrats. The leader wes Dr. Hermes, o well-known
former represcntative of the Catholie-Center Party. Soon, however, dis-
wgroement originctod bocuuso Hormes refused to support. tho eagrarian
rcforms in the Russien sector. Under Russian pressurc, the district
lcadors of the Russian Zone withdrow their support from Hormes end he
rcsigned. Since then, the Christidn Democruatic Union in Berlin has
become morc and more dopondent on the trade unions, of which it forms
the right Cetholic wing.

c) The Social Domocratic Perty (Sozigldemokrctische Pertei
Dcutschlands)’ Whon the rcoponing of politicul partics wes cllowed
by the Russiun Occupying Powers, o Central Committec of the S.P.D.
wes osteblished in Berlin by o few well-known represontatives of the
old S.P.D. The members of the Committoe were selectod very curefully
to evoid the disapprovel of tho Russian Military Govermment. 1In
addition, it wus agreed that no pcrsons chargoed with responsibility
for policies which onded with the collapse of the Weimar Republic
should be placod in positions of lesdorship. Some of the old leaders
vcluntarily"gave up their positions in the first runks. Former Roichstegs
president Lobe--one of the most respected persons in Gormen politiccl
life beforc 19%33--statod:s "Wo certainly mado big mistekos in the lesder-
ship of the S.P.D. in tho past, as was proven by the cvents. We should
thurofore not stay in the first ranks but serve cs sseondery men in
sccondary positions.”

Tha nemboers of the Central Committee arc well awere of the
mcre or less arbitrary way in which thoy werce choson und all of them
hove declercod many times that they are willing to loave to tho members
the definitive docisions as to future lcedership of the party. In
fact, today the influeoncc of tho Cormitteo is limitcd to the party
groups in Berlin and in thc Russian Zone. After somec disagrceomonts
with groups in Western and Southorn Germuny, the Borlin Central Committee
dccleared it did not intond to intorfere in decisions of those zones,
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Novertheless the Cormittee rogards itself as the preliminary hoad of
tho Social Derocratic Party for the whole of Gernmany.

Without doubt the S.P.D. has the lergest number of followers
erong the political parties in Berlin. Tho leaders, however, know
thet meny of the followers uro not stsunch members, thet the S,P.D.
will heve to fight hard to defend its leading position in Berlin, and
thet 1t will probably be impossible to hold its present position in
the Russian Zone if a definite agreemont can not be renched with the
Comrauni st Party. (This subjoct is more fully discussed below.)

Criticism of the S,P.D. ccntersmostly con its relation to
the Cormunist Purty. The "bourgooisie"declare: "The S.P.D. is too
much under Communist Party influcnce and much too smoneble to Russian
pressurc. Shoertly it will be token over complotely by the Communist
Perty." Tho workers arguo: "The S.P.D. is direeted by old party
bosses, who do not understund thet times have changod. They will
repeat the mistokes of 1918 wnd provent unificution of the worker
parties beceuse of old projudices ageinst the Communist Party.

. d) The Communist Party (Komnmunistische Pertei Deutschlands).
The K.P.D. is much more strongly organized thun wny other politicel
purty. A complete party machinc was sot up for Berlin end the Eastorn
Zone sirnul taneously with the occupation. In contrast to thce leaders
of' the other politicsl partices, most of the K.P.D. leaders como from
Russia, wherc thoy had stoeyed during the war as refugecs and where
they werc trained systomatically for their present tusks. It is
difficult to> say whother, end to what extent, the K.,P.D. is really an
indopendent Germun party--cs it pretends to be--or onc which tokes
orders from lMoscow, as-it did beforo the war. I did not spcek to any
Gormen not a member of the K.P.D. who believed that the K.P.D. is reslly
indepondent. Nevertheless tho foct should not be overlooked that the
Russian Governmont strongly favors the unification of the K.P.D. and
the S.P.D. clthough it probobly would never control & united new party
te the seme oxtent es it cun control the K.P.D. today. The opposition
of’ the greoct nmcjority of the population egoinst the K.P.D. is certainly
buased on the fuct that for thoem tho K.P.D, nowuns Russia. This belief
is tho reason why the unification of tho two parties mey become the
contrel question in tho politicel reconstruction of Gormany.

2. The problem of tho unification of tho two workers' pertioes

The unification of the lebor partics is en old dream of
Germon workers. Since the splitting of the old S.P.D, during the
first World War, unification has been attempted many times but never
altained. Most of the Gorman workers I spoke to are convincod that
the Nazis never would huve risen to power and that the snnihilcting
sccond World Wor might have beoen avoided if Germecn lebor had not been
split into the S,P.D. &nd the K.FP.D. Theoy fuvor & unification of the
workers's parties today, ¢t leest in principle. Nevertheloss, there
is a great deal of disagreement as to the mothods and the timing of
unification.
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Shortly after Germeny's collapse, the now leadors of tho
S.P«D. in Berlin boegan negotiations with the K.P.D. leadors for unifi-
cetion of the two purtics. The K.P.D. loaders, overestimeting their
own strength, showed no intoerest in thoe projoct &t that time. Only
when it boceme clear to thon thet the S.P.D. wes beockod by o mejority
of’ the Berlin workors did thoy bogin tc press for unificution, using
all possible means wnd especitlly the powerful support of the Russian
Military Govermment. Should the two parties become united today, an
cqual rumbor of sects in the executive cormittee would probably be
occupied originally by ctch party. The S.P.D. leaders, howevir, cro
er’raid thet before very long the XK.F.D., with the help of the Russians,
woul d nenege to achieve a mejority. Once tho K.P.D. was in posseossion
o’ the lesdership, it would be virtuelly impossible to chunge the
position by domoeretic meoans. In addition, the situation in the Western
Zonvs must bo token into comsideoration. Although the unificetion of
the two parties might be achieved in & satisfactory manner in Borlin
end in the Russicn Zone, thoe S.P.D. in theo Western Zone night not
follow the cxemple thus sot ¢nd o now split in the workors! front
would be the consequonce. This split would be more dengorous than the
existing onc becouso it would involve an ideologicsl and o rogional
soparution at the same time. In the light of these considerations,
the leadors of the S.P.D. rcachod the following decisions:

&) The old dream of tho united workers! front has to be
roalized if the workers wro to exercise their sharc of influonco in
the new Germany.

b) At the presont time, howover, unificution cen not be
curriod through becauso tho shere eithcr party is sunposed to have
in tho leadership cwnnot bo deteorminod by democratic means ond,
furthormore, there is no guarontee cgainst ¢ dictatorship by the X.P.D.

¢) Thercfere, st the presont time, only a working egrcoment
botweon the two purties can bo cstablished. The finel form of unifi-
cotion will have to be established luter by & gencral narty convention
for all of Germany.

W¥hen the preoliminury unificction cgroement betwoon the
S.P,D. und K.F.D. wus concludod, there was strong opposition to it
ariong the Berlin populution, especielly outside the Russian sector,
Al though opposition was based in large port on incccurato understanding
of’ the roal mewning of tho prolimin.ry working sgrecmcnt (which had
been misinterproted by meny peapors), it was clso based on thc unpopu-
lerity of the K.P.D, The following roasons have been given for this
unpopul erity:

8) The bohavior of the Red Army during the carly deys of
the occupation of Berlin is not forgotten. Fenploe aro convincod that
Cormunism meens ¢ low levol of civilizetion. ™Look how thoy behoved.
They hcve to steal ovorything bocuuse thoy hove nothing." This reesoning
nay be very superficicl wnd the conception of Russien Communisn quite
wrong, but the reaction of tho Borlin populetion is the sume whenever
it has come in touch with the conquering Red Army. After longoer contect,
most persons ugrec that the individual Russian soldier is on the whole a
kind end hermless fermer boy. Novertheloss, the Berlin people heve
little or no undorstanding of tho Russiaon way of life.
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b) ™ie don't want to exchange the Nazi dictatorship for a
now one which has only another neme." The insistence of the K.P.D.
that it is & Germen party eand its occasionsl nationalistic behavior
are not regarded as convincing. Germans think of the K.P.D. as a
Russian party not so much because of its policy as because of its
dictatorial wpprouch and its relience on Russien military power.

Opposition ageinst union with the K.P.D. e&ppeurs to be
swronger in Berlin thun in those areas I visited in the Russian Zone,
0.g., Leipzig, which were not conquered by the Red Army but were taken
over from the Amoricens. Reports from other parts of the Russian Zone
contradict each other sharply. It is my impression that tho K.P.D,
finds fuvor espeeielly with the younger members of the S.P.D. in tho
Russien Zone. In feoct, meny of these appeur willing to go further
thin is provided in the working egrecmont of the Berlin exeoutive
committee., They wish to cccomplish complete unification at once.

The recsoning of these people is us follows: "Toduy the working

cluss has the politicul powor in its hend. Nevertheloess, we know

that the situction will ch.nge and the counterattack of roecction will
come us it came in 1918. Wo have to be propured for that. The united
front of the prolcoteriet has to be established at onco. We cennot wait
for a gencrel Germun party mecoting. If the Western Zonos romein behind
boceusc of the pressure of the cepitelistic powers, we in the Eost must
act «s the advunce guerd of the proleteriat. To wait memns to play
into the hands of the reaetionary forcos,"

Teking the wholo situction into considorwtion, it is my
inpression that tho working agroament of the Berlin executive
comnittee roepresents the minimum of unification in relotion to the
domends of the Tastorn Zonc, but the bearcble muximum in relction to
feelings in the Western Zonc.

The possibility of controdictory politienl developments in
Eastern ond Westorn Gormeny cemce out into the opon for the first timo
whon the quostion of unificution of the S.P.D. end the K.P.D. boecemo
cetive. For the momount, the dunger does not appear imminent as action
scems to be paranlysed by the dilutory tactics of the Berlin S.P.D.
executive committee. Nevorthcloss the problom is not solved., Without
any doubt, the K.P.D. does not intond to wait for e genceral Gorman party
mi3oting. Well-informed cireles predict thot unificution will be forced,
at loast in the Russian Zone, bofore the first of May. In view of the
waokness of the German populetion, the S.P.D. in the Russisn Zono will
probebly not bs ablc to rosist the pressure of the administretivo
michine, which may be used cleverly and unscrupulously.

%, The trade unions

Tho new united tredo unions orgunizction, the F.D.G.B.
(Treier Deutscher Geworkschoftsbund - Gross-Berlin), represents o re-
orguniz.tion of the former wussociction (Gowerkschaftskurtell) botween
the Sociamlist trade unions (4.D.G.B., i.e., Allgomcinor Doutscher
Gzwerkschaftsbund), tho Christian trade union (D.G.B., i.e., Deutscher
Gowerkscheftsbund), und the liberel trode unions (Goworkschaftsring
dzutschor Arbciter - Angestellton und Beocmtenverbendo, Hirsch-Dunkersche
Gsworkschaften)., The new body is no longer cn ussociution but e unified
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orgunizetion. The new trede unions are organized in genurel os in-
dustrial rather than craft unions. The reclationship botween the
individual unions and the contrel orgenization is not. yet clear.

The new central exccutive committeoe (Verstand) wes composed
originally of threc Communists, threc Sociel Democreots, and two Christian
Democruts. The Russian Military Govermment had to approve the lcaders
ond it huppened thet one of the three Sociul Dumocrats became o Communist
after he hed been nomineated. Conscquently the Communists hed four votes
and could not be overruled. In addition, the influence of the K.P.D.
meambors is strengthoned by the fact that the Russian Military Govermmont
can veto any decision of tho exccutive committee.

The first trade union meoting of Greater Borlin (Gowerkschafts-
Konferenz Gross-Borlin), hcld ct the beginning of Februcry 1946, wes
composed as follows: K.P.D., 312 rcpresentatives; S.P.D., 226 ropre-
sontutives; C.D.U., 3 representatives; L.P.D., 1 rcprosontative, no
party affiliction, 17 ropresontatives. The representatives were clected
by district meotings of shop reprosontatives, who were themselvos chosen
by oloctions in &ll Berlin shops in January 1946. Tho reosults of the
ol.octions wore strongly influcnced by the speciul shop clection system
introducod by the K.P.D. mojority of thec oxccutive committec of the
trode union end spproved by the Alliod Military Governmeont. Meny
pooplo think the systom will bocome tho pattern favored by the K.P.D.
and tho Russicns for ell futuro clections. Thereforo it is worthwhile
to anclyze it briefly. The system prescribes, for oach shop, one list
0 candidetes with no rofeorcnce to tho party to which they belong.
Eoch shop has to cloct one reprosentative for cich--scy--50 of its
workors, who arc membors of thc union. That meens, for oxemple, o shop
with 150 workers hes to elcoet throe roprosentatives and cech workor
votes for throe of the cundidatos nominated. The threc candidetes who
got the most votes cre slocted. In o plent with only 50 workers, cach
worker would vote for only ono ccndidete end only one would be elected.
This syetem gives an enormous advantege to & strongly orgonized minority,
In the shop of 150 workers, for excmple, ¢ minority of 50 workers might
gain all three representatives.

On the besis of the results of the election, the K.P.D. could
have taken ovor all seats in the directing committee which wes elected
by the trede union meoting of Greater Berlin. The K.P.D., however,
czreod to the following represontetion on the leading cormittee:

K.P.D. - 1L members, S.P.D. - 13 mambers, and C.D.U. - 3 members. The
executive cormittoe will consist of L K.P.D., 4 S.F.D., 1 C.D.U. full
momber, and 1 C.D.U. mambor without votec. This somewhat gencrous
aztion of the K.P.D. moy bo & sign thet it has morc farsighted political
intentions than simply « "monopoly of lubor orgunizations." Suspicious
people, howover, sey: "They will show the bill later."
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Ly,  T™e present lecdership of politicel wund lebor orgunizations

After the occupation of Germuny, new politicel orgonizetions
did not grow from smell groups of interested peoplo who discussed
political questions cnd formed now politiccl programs; politiesl
orgenizetion was started onco agoin by former politicel lcecders of
the respoctive parties with the consent of o smaller or largor number
of formor membors who could be roachcd. It huas boon chargod that--
lecking this freo growth fronm the bottom--the prescnt orgenizetions
«r¢ not truly danocratic. The loaders, however, mgintain thet, in
order to reergunize o completely broken down socicl system, ono cuannot
vweit for a new orgonization to bo born wnd developed in the normel slow
historicel process; it 1s neecsscry to sccept the old framowork without
asking for a democrotic decision of the manbers end to nominato the
f:rst lender without a democratic clection. The importent thing, how-
oyer, is thet the form of orgonizeation should guurentes tho controlling
volce of the members &nd that the temporury lewders will not oxercise
d.ctetorial cuthority. Before long the old organizutions will be filled
w..th now danocretic life. In addition, tho non-Communists add: if the
former leaders had not reopeoned tho old democratic orgunizetions
promptly, the Russicns would hevoe sot up o unitod communist labor
front and a leter change to domocratic proceduro would not hove been
possible,

5, Tho politicsl pressurc of the Russian Military Governmont

Nearly cveryonc with whom I spoke agreos that the Russian
Military Govermment exorts o decisive influcnco upon politicel 1lifo
in Berlin und in the Eastern Zonc. In Berlin, the influonce is
nndarated somowhet by the prescnce of the three other occupying
powers, but strong control over all peolitiesl organizations is still
f2l1t. Some exwmplos »>f pressurc muy be given:

a) According to porsons involved, the originul revival of
both the tredc unions cnd the political porties developed under strict
control of the Russian Military Govornment, which had to agrec to the
cmposition of the executive committees of tho new parties. Soveral
13ading porsons havo sinco had tc resign under Russian pressure (Hernmes,
W.ldomar, Koch, and others).

b) A frequent copleint is that the administrative machine
is handled so us to favor the K.F.D. The direct participation cf
Communists in the German wiministrative bodies »f both Borlin and
tac Russion Zone is not ovorwholning, but the Russians hold the
Gsrmen administration under strict control.

c) Censorship is handled in such o wey s to suppross or
at least to delay the publicetion of reports or news which may bo
disadventageous to the K.P.D. (c.g., reports relating to disapproval
of the unificution of the two labor perties).

d) Tho number of K.P.D. newspapers pormitted boars no rcelation
t> tho number of party members. Also, cquipment and papor aro allotted
t> the K.P.D. press in o much moro gonerous wey then to the press of
other political groups.
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e) Te greatest pressure, however, probably consists not in
the things which happen to people but in the fear that they may happen.
Poople are afraid to incur the disapproval of the K.P.D. in the seame
way they were afruid to incur the disapproval of the Nuzi party. Their
fser moy be exaggeruted cnd unjustified; nevertheless, after 12 yeears
of Nezi terror, it exists. Mon discppear in Berlin and in the Russian
Zone. Poerhaps tho Russians, end corteinly tho K.P.D., have nothing to
d> with this, but pcople bulicve they do. They sre afraid the N.K.V.D.,
tae Russian socrct police, is involved, and rumors about & concontration
camp in Usedum wre common. Many of the men who arc oponly opposing the
- K.,P.D. think thet somc timc scmothing moy happon to them, especially
if they cre living in the Russicn sector.

In tho Russicn Zono, the politicul pressure of the Russian
Govermment appurontly is much strongor cnd more effective than in
Bsrlin. I was told, for examplc, that in o Thuringian town tho Russion
commender appeared at on S.P.D. meoting and cnnounced thut further S.P.D.
mietings would be prohibited if the mombers did not pass o resolution
in favor of unification of the K.P.D. ond S.P.D. He throatoned that
ho would heve errested & speckor who hod argued cgoinst the unification
if this mcn had not beon from another town over which he had no cuthority.

Many pooplo think the revitelization and development of the
politiccl orgunizations in Berlin illustrate a cleverly handl ed
political campaign on the pert of the Russian Govermment to concentrate
oll politicul power directly or indircetly in the hands of the politiceal
loaders of the K.P.D. In many ciuses, however, the fucts do not support
this interpretation. Thore mey bo othor reusons for the behavior of
the Russiaon Militery Govermment in relation to the K.F.D., but a
uniform politicel 1line is very difficult to discover. It muy be that
tho Russians cre propared to sacrifice dircet Russian control over the
K.P.D. in favor of a strong Germen workers' perty in which as many os
possible of thc leadors will bo persons they trust.

6. The mental attitude of thc pooplc in Berlin

In view of the genercl disturbance of all normal living
conditions, people huve not yet boen eble to regein their balanee of
mind. They do not rcact in & normal way to tho influcnces which affect
them. In the complotcly destroyed center of Borlin--whero most of the
workers formerly liveod--onc miy sce poople on whose gruy faccs there
is wn exprossion of hunted &nd cornered animuls, In the outor districts
o7 the town, the behavior scoms more normcl. Even here, however, tho
ol.d people «nd the young prisoncrs of war who heve just returned from
the East show an cxproession of hopeless resignetion cnd complotc ex-
heustion. Most people, however, wre eguin beginning to become more
interestod in the outside world. Noturelly their greatest concern et
the moment is food, warmth, und shelter. A conversation muy stert on
eny subject end bofore very long clweys comes buck to theso most
primitive necossities of lifo.

Sterving and froczing, vithout any possibility of building
up reserves of strongth, the pcople roect to all influonces with o
nervousness osnly slightly controlled by long-trcined disciplinec.
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Tompers are lost on many occasions, such &s during rush hours on the
U- and S8-Bahn. Throughout my stey in Borlin, I met mun sposking about
thoir cxporiences in un ebnormel manner, oxcited ut onc momont, and
dooply depressed the noxt. Using the lest of their cnergy, people
koop up the self-discipline to which they huve been traincd for yeers,
Nebody, however, can scy how long this can be muintained under presont
ccnditions nor what would heppon should the peoplo get to tho point
where thoy would recct to the slightest annoyance. Undor the influence
of some new amotion, the state of mind of the people might chinge to-
merrow and all tho rationel politicul decisions of today might bo cast
cegido.

Therc is also evidont & gonerel hositaney to muke any docisions
&t all. The Germans fecl themselves in the position of « prisoner ot
the bar who is cxpecting his senteonce and who is not able to meke de-
cisions reluting to his nwn future before ho knows what thet sentence
will be. Agein and eguin when someone is spocking about his pl.ns, one
mey heur him cut short with: "Howover, ncbody knows..." Or o woman
says: "I always tell my husband not to reptir enything, What do we
ncod o repaired house for? Cne room is onough for us. Besides, let's
woit and sec.” Or: "ihy should ke look for ¢ job now. Nobody knows
whot will happon. Let him wait.” As o matter of fact, uncertuinty
about the finul decisions of the occupying powers regurding the future
of Germeny is the biggest obsteocle to & new boginning--not only pelitically
but os fur as eny rcconstruction is concernocd in Gormany.

In spite of «ll thc insecurity in the Russiun Zono und tho
erbitrery actions of the authorities, the feeling that tho goncral lines
of devclopment wre fixed is ruch stronger there. £side from propeugonds,
this foeling is probably one of the main rewsons for tho often heerd
belivf thut roconstruction is more cdvenced in the Russien Zone than
in the rest of Germeny. Of course, w lurge purt of the pcoplo, I an
informod, do not like the proposed plans and will not toake them us
final; nevertheless, pcople on the whole soem to be sterting work in
the proscribed pattern.

Ancricans huve ofton wondercd ot the eppurent lack of oppo-
sitien to the occupying powers on the part of the Gernun pooploe.
Actuclly, on the purt of the Berlin populction ot leest, the will and
the strength to rosist scam to have boen exhwusted. £ woman, who
cpposed the Nazis up to the lust momont cnd risked her 1ife many tines
by helping Jows and politicel suspects, admitted fr.nkly thet sho could
not stend the thought of again expocting tho socret police to knock at
her door at wny monent. The lurge mejority of the people will not take
the risk of opposing « strong powor ugein, especiclly if its mothods
erc siniler to those of the Nazis. "If the Russiuns intond to rule
the country by use of the K.P.D., we cunnot stop thum and wo heve to
tace it, even though wo Jdon't liko it," is the kind »f talk onc hoaors
frequontly.

In summary, therc uro threo outstunding churwcteristics of
thu mentel condition of the populetion of Berling
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a) People live in a state of nervousness, which is con-
trolled to a certain extent by long-trained self-discipline. Nobody,
however, can tell how they will react to an unexpected emotional
stimulus.

b) The general uncertainty of the future prevents them
from meking decisions.

c) All strength and will to resist seem to have been ox-
hausted--at lesst in & large majority of the pcopla.

Political developmonts must be judged with thesce points
in mind.

7. People outsido of tho politicul organizeations

Until now, the pirties heve reschod only the scme circles
walch were touched by them in some way or other before 193%%. These
puople know the leading porsons und the progrems of thc rencwed partics.
They do not huve tho semoe difficulties in finding the politicul plece
whore thoy belong as do other Gormans, especially the youth, who know
nothing roleting to politicel pirtios othoer than the Nazi perty. A
snell pert of the worker youth his joined the K.P.D., but all other
purtics seom to bo almost without mamboers under 20 yoars of age. The
propeganda shyncss of the Gormens mukes it impossible for the purtics
to recach thom by public decluretion in the press; in addition, the
press 1s hewvily hendicuppod by censorship.

Tho "bourgeoisic” is practically without reprosentution in
the Sovict Zone and in Borlin, the Christicn Democrcztic Union being
rogarded as the right wing of the lubor orgunization and the Liborel
Damocrats representing & small circle without much influence. liost
"bourgeoisie” sre opposed to joining one of the two lebor partiss out
of a goneral consciousncss of stutus end rank, end not bocuuse of
objocction in principle ageinst thc sociulistic progrums. Noarly
ceverybody realizes that plannoed economy, strong influenco of the
Govermont in distribution and production, and sociulizotion of lurge
aroes of the cconomy aro necessary «nd incevitablc for the recomstruction
of Gormeny. Most of tho poople who prefer to stund apert from the
politiceel purtics huve no conercte objections but wure simply not
attracted to tham. For them the objection to euch of the singlo
pertics is & general opposition to jeining eny party «t cll,

Onc group opposes the pwrties: '"Becuuse it is too early
for Germens to meke r prineipel political decision. As long as
foreign powers rule the country oand us long w«s all politiccl partios
hcove to oboy foreign commanders, you will only compromise yoursclf by
toking purt in politieddl life." Or they tuke & more opportunistic view.
Shocked by their formor oxpericnces, thoy say, "The politiesul situstion
mey chenge overy dey. Do not join any party! Mueybe tomorrow it will
bce the wrong one again.” A second lurge group which stands outside the
purtios is simply indifforcont. These pesople are entirely occupied in
toking care of tho most primitive nccessities of life. With ruspect to
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politics, their view is on thc whole pessimistic. "The timo of
wostern civilization is past. The Slavic peoples will overflow
Buropo «s tho Teutonic pooples svorflowed the Roman Empire., Nobody
can chenge it." 4 third group is composed of activists. They pay

no uttention tr the political puarties bectruse they rogerd them as
powerless. Thoy are always looking for some chenges in the con-
stellation of the foreign powers. They are living on runors--

"The Smericen Army is usking for Germens to volunteer."” "The Russians
are rotroating to the Oder line u¢nd the imericuns arc toking over again.”
~- otec. These groups consist mostly of young pcople. They «re not
nccessurily Nazis, but thoy cennot lewrn that an important influence
cun be developed without using power end ermor.

The positive political wishes of most Gormens arc very
modest. After the hard experiences of the pust, they ere willing to
agreo to uny form of politicel Govermment which gives tham somewhat
better conditions of 1life znd some hope for the future. In additicn,
thoy would be happy to have & Govermment which gives than justice in-
stead of urbitruriness, truth instead of propegunde, cnd some freedom
for self-deecision instead of commands.

8. Some remarks releting to the political situation in Berlin and
the Eastern Zone wnd the future political development in Germany

The special economic and edministretive structure which the
Rassien occupetion has given to Berlin wnd the Eastern Zone obviously
his had & strong offcect on the politicel development in +this port of
Gormany. The most visibloe conscquenco is & tendency to develop &
monopoly of onc purty--the K.P.D.--over the whole political life.
Tais monopoly mey bc imposcd on the people by the Russians or it may
b &« neturel growth which finds support in Russian policy. Certeinly
it is my impression thet tho political development of Wostern Goermuny
will go in cn oppositc direction and the question will erise: Will
it be possiblo to usteblish undor these circumstances & Centrel Gorman
Govermment, becked by & cloar domocratic majority? The decision will
dspend to a lurgo extent on the policies of the Russien Government.
Tho eltornatives appoar to me os follows:

&) If the Russiins refrcin from forcing : union botween S.P.D.
&1d K.P.D., or at loest lot the now united purty develop in a democretic
way, the workers of the Bastorn wnd of the Western Zone may rcach an
understanding. The futurc consoquence could be o democratic German
Govermment centerod sbout lubor cnd supported by the Christian Demoerutic
Union. The internal policy of such & govermment would aim at a planned
cconory &nd a strong control of production und consumption, which in
any casc will be «n inevitable nreroquisite for the roconstruction of
Gormon economy. The strong united lubor wing of the Govermment would
be friendly toward Russie but would not be o Russiun satellite. The
Gorman system would be intormedicte between Western frce cconomy and
Soviet Communism. Russia could bc wssurcd thet the Germen lubor perty
would nover «llow Germany to be used as @ basce for an attack on the
Soviet Union.
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b) In the Eastern Zone, the S.P.D. will be teken over by
the K.P.D. before the first of May 1946. 1In Berlin, the Russian
pressure will continue to grind down all elements which are opposed
to the K.P.D. The S.P.D. will more and more retreat to the Western
Zones. A strong contrast will develop between Eastern labor, dominated
by the K.P.D., and Western labor led by the S.P.D. No formation of a
real democratic majority will be possible in a German Central Govern-
ment. A cleavagoe betwecen Eaest cnd West will run through the middle of
Germeny, which would then become a tinderbox in the coenter of Europs.

Addendum

Rocent developmonts concerning the merger between the S.P.D. and the
K.P,D. in Borlin up to April 1l, 1946

The pressure on tho Central Exocutive Committes of the S.P.D.
to procccd with the merger of the two parties increased continuously
during Februury 19146, The Russian Military Govermment insisted on
fixing thc time of tho generel Reich meeting which should scttle the
meorger issue, explaining to the perty leaders thet the decision con-
corning cortain Russian doliverics of food eand raw materials would
dopend on the political bchavior of the people. In seoking &« solution,
the committce tricd to come to an arrungement rogarding the Reich perty
meeting with the S.P.D. lecdors in the Western Zones. In tho neme of
the Western Zones, howover, Dr. Schumachor rejected evoery compromise:
"A Reich perty mcoting can boe held when the S.P.D. in tho Bast is eble
to act without Russicn pressure. No Reich meeting until there is a
Roich." Obviously, he was afraid the Western S.P.D. would be outvoted
by the Eastern S.P.D. In the Reich mceting, voting would be on tho
basis of the reproscnted number of party mambers; but in the East tho
numbeor of enrolled members would be relatively lerger than in the West
&s o consequence of the greater pressure on workers to organize in
political parties. 1In addition, no impartial esuthority would control
the number of members claimod by the party in the Russien Zone.

The only way out of the difficult situation the Contral
Exocutive Committce could find wes to cell e district party meoting
of the Russian Zone and Greater Borlin on April 21, 1946. Trensforring
the decision on tho merger to the district party mecting mcant, in fuact,
agrocing to the merger because about 80 per coent of the delogates would
bc from the Russian Zone whoro a free decision was no longer possible.

Following the cnnouncement of the Central Committoe's in-
tention, purty members in the Russion Zone enticiputod tho decision of
the district perty mceting. In cach of the five administrative sections
of the Zonc, the S.P.D. oxecutive cormmittcos sccopted the morgor and
convoked unification meotings to be held on April 6 and 7. 1In Groater
Borlin, however, the Central Exoecutive Committee mot a spontancous
cruption of heavy opposition in & musting of party officials and
delegates on tho first of March. The undamocratic behevior of the
cormi ttee was heavily criticizod, the meeting rejocted immediate merger
by an overwheolming majority, and demanded the meintenance of tho December
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résolution, which reserved the decision relating to the party merger

to the gencral Reich moeting. Contrary to expectation, the Contral
Executive Committoe agroed--with the consent of the X.P.Di~-to0 &
referendum of the S.P.D. members of Greater Berlin on the following
questions: (1) immediato merger of thc S.P.D. &nd the K.P.D; (2)
maintenanco of the working allisnce ostablished in Decamber 1945 be-
tween the twe parties. - March 31 was sot us the date of the referendum.
Prosumably, tho Central Committoe oxpected to be able to overcome the
resistence dguinst the merger by agitution and by Russian pressure
during tho month of March. Moreover, the loeders weore woll aware that
the roferondum was not formally decisive. If the vote were negative
end all Berlin representatives in the district membor meetings objected
to> the merger, thoy might nevertheless be overruled by thc votes of the
delegates of tho Russian Zone. Tho Berlin cpposition would become
dengorous only if it were sble not only to reject the merger but also
to establish Greetar Berlin as an wutonomous party district., In view
of the political pressure of the Russien Military Government and the
political indifference of the other occupetion euthorities, however,
any attempt to chenge the status quo of perty districts haed very small
prospect of success. The lesders cf the opposition realized that they
would have to fight a very heavy and dangecrous battle if they intended
to esteblish more than & gesturc of protest. Even the most determined
of them were going on with mixcd feelings. One of the ablest opposition
lcaders said good-bye to me whon I left Berlin on the sixth of March
with these words; "I strongly oppose the irmodiate mergor with the
K.P.D., but I know wo will leavc in the lurch the comrades of the
Russien Zone and will split the Berlin S.P.D. In addition, middle-
class behavior will probably grow pretty fast in the separcsted Berlin
S.P.D. &nd will ropol the workers. 1In this case, I poersonclly would
prefor to join the S.E.P.D. togethor with tho workers instoad of being
'left alone with small middle-class people. in the old S.P.D."

Later developments wre known to me from newspuaper snd redio
rcports only. Obviously, the Amcricen und the British Militery Govern-
nents deternined to counterwct tho Russian pressure on S.P.D. nembers
living under fmcericun wnd British euthorities, The Russion polieéd were
1o longer cllowed t» arrest people outside of the Russiun sector; it
wzs forbidden to collect "subscriptions of consent™ to the porty merger
becruse it wus rogerdoed as & form of politicel blackmail. Under these
circunstances, the referendum eppecred dungerous to tho Contral BExecutive
Committee. It intended to woeeckon the signific.nce of the plebiscite by
recormending abstinence from voting to the party memboers. When, nover-
tacless, the members sterted to vote on Merch 31, the Russian Military
Govormment prohibited the refercndum in the Russien sector "for reasons
of insufficient tochnical prcperctions.” 1In the non-Russisn sectors,
tae plebiscite showed an overwhelming majority sgainst immediete merger.
Rzgerding the working clliunce botween the two perties, howover, the
m.jority recommocnded maintcnance of thoe December agreement. In accordance
with & resolution of a loasdor meeting, attended by the leaders of the .
12 non-Russian end of Il of thc 8 Russian divisions of Greater Borlin,

e S.P.D. porty meoting of Greoter Berlin was held on April 7. At this
noeting, Greater Borlin wus doclerod to be an wutonomous distriect and
t. now "oxecutive committee Groater Borlin" was electad. Nevortheless,
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another party meeting convoked by the Central Exccutive Cormitteo
tyok place on April 13 and unonimously epproved the merger of the
S.P.D. end the K.P.D. of Greater Berlin. On April 1l, thc now
S.E.P.D. Greater Borlin was founded with groot sol emnity.

Prosumebly, however, negotiutions between the old S.P.D.
and the new party have not yet beon brokon off and the loaders are
trying to come to some kind of a working agroenent. In contreadiction
to the normal political custom, &ll speakers of the new S.E.P.D., and
cspecially the heed of tho old Central Executive Comuittec, Grotevohl,
have roferred t: the leaders of the nld S.P.D. in o very moderate manner.

The following figures--as of March 19L6--mcy be useful in
estimating the importence of tho opposition:

Members of the Berlin S.P.D. 66,000

Members ontitled to vote in the non-
Russian sectors 23,000

The Referondun

I. Votes relating to the morgoer of
the partics

Yes 3,000
No 19,000
Undecided 1,000

22,000

II. Votes releting to the working
«lliance betwoen the pearties

Yes 11,000
No 6,000
Undecided 2,000

23,000

Ir the April 7 meeting of the old S,P.D., 47,015 membors of 16 of the
2C divisions of Greater Berlin were reprosented by delegates. Nothing
is known regerding tho number of membors roprescnted in the "ergor
fcoting" on April 13.





