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It aizact b._mna evident in hha narrative that the alrl:me sAT had become a .-

' vital and integral part of OPT plans and opera‘.tions'.- This relationship was

mmmmmmzbnmma so intimate in these early days that tm it is impossible to

IR}

understand_our”operations withdut explaining its role. We hare‘ see.nv‘how it

- was destined as 'i:rarisportation and cover sepbort for operations in

o xzmdnm This phase was knovm as subproject but ‘oei‘ore more is said : »'{ -
SR ' ’ br:.ef ourselves eketch::.ly on the mm
S on this aspect, et it :Ls best to gmfmekmmthmhagmmmﬁmhe . R
’ '.‘fv"’-ihistory of _Ci_vil Air Transport. Ea.rly :m,l9h7 General Claire L. Chennault o

and Whitiné_ ??ﬁlauer began orerating an airline -under"franchise _fr_omﬂt.he
) ‘: chmese Goverprxent wiej.cr was known-first ae: CNRRA A:Lr Trans‘por"t..and iar.er
as Civii 'Air 'J;ransport or CAT;. - The. r'irst hanre-by::‘as‘ad.op’c_,ee :oeoau_se fhe' xpﬂ:amma
| _iﬁitial businese afntin was ;on;rgc't with:_thek‘.‘.)‘airies;e NationelnRe_lier end i
" Rebsbiiitetion Ageney fef }‘Ac.ransrortetinbg relief suppiiés.' The "origiﬁal_"ﬂ pla.nes, "
= ~which were U.S. Hilitary Transport surplus, had, in fact,

mmmﬁmmmémd/\been purchased from the Chinese government throizgh CNR.RA By the o

. -end of 1948 CAT, under the management oi’ General Chennault and Willauer, had - <

was'the largest single Ch:‘mese cargo nemm;mx a:.rline,@{ﬁﬁta_lﬁ a subst.antial .

| - | A =

: ,passenger business. It employed about 1500, Nneat.man‘;:o.j whoxn were Americans, \3
T. The most detailed study of CAT in 19“3\ and 1950 is the Repor‘b of rthur L.
k... Jacobs to Mr. Wisner, 16 January 1951. SECRE’I‘. A copy is in - The report <

«..Niwheavily slanted from a business pomt of view and the author at the time
' t given access to files on OPC operations, therefore it must be used
APPROVED FOR\ ¢aution. See also in[ llifmorandum “Surma:
RELEASEQO DATE: } development of subproject XNKITTY, a9 December l9h
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was credited with a high degree of efficiency and safét;y, good maintenance .

facilities, and was realizing substential profits. There were two other

 airlines operating in China, the China National Aviat.ioh Corporation (GNAC)

and the Central Air Transport COrpora:bi_on (cATC) .i They wéré owned by t.he' _

~ Chinese Government_with the exception of a 0% intefest in CNAcv held by Pan

t

- American 'Air_vrays‘. " Thede companies do not cotie into our phmhnng story until .

a discussion of t he Formosa problem and are-'_only mentibnéd now for the 're'coz"d., -

e

We have already explained General Chennault's part in stimlating OPC .

. ac'bivity to éxploré ‘bhe possibility of saving _fre'e Chir'la.k of th&Nérthwest, ‘

~ West and South, which began with the intemew of 10 May 1949. At the time

) he said that CAfI' was gperating t.wenty-i‘qur C?hé and C-h7 ty}ie '_ai:rcraftg mn »

- on regular flights batwoen nine citles and would soon put six single—engme

had-Flewna :fi

o Ces‘sx'za aircré.ft'intp. operation between ten cities. Most of his pilots \fle-mﬁ

The Lhiese Q;,\}ere

as Army pilots for him during the war and t%ac;:ﬂ’u:a“%‘;m he bélieved /{30 be

a b:.—lingual

entirely loyal. Fach aircraft carried a pilob, co-p;hlot and/tra.ffic ofﬁ.cerx;x

who s coped w:.th the languaga difficulties. The most" significa.nt attfibut'e o

Y P T L4 /,/: m\ﬂ,-ré?p WV"'J'U
of CAT Wes its fle:n.bility in madntaining efficient operation under the ab-

2. See supra, p. note . ' . - N [____~
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qomal conditions. It had hn an uncann;fy meons of monng its bases at a moment‘;

{}
. - ed : / ‘ ‘ ’
notice and often w2 loadrkﬂ;g passengers and cargo for evacuation on one s:Lde of :

a city while the @k Communists v}ere‘ entering on the other sid_é. iItsﬁ piléts' B
“were notorious for black markeb 6perations, since they had m r_emarkabl_é

~ opportunities, ahd)as we have seen Chennault)'waj.s‘ closely tied by friendship

- to the Generalissimo,

' ‘ : : threatenimg curtailment oi'
In May 1949 the Communist push south was mmma.’nhmng CAT activities. _

a .friend of General Chennault, was authorized toﬁ ehter into 'pre—-.‘ ’ |
" liminary and unofficial discussion with Corcoran, general cdui;sel of CAT, -
,'_'"locking toward the possible direct or indirect subsidization of the line to

‘preserve it:s £Ba operations, facilities and vpe'zjsohnel- for u_ltimait'e’ OPC ‘_u‘se’ in

China."5 Mr. goes somswhat. :mto the financial problems .of GAT > due L
' ‘A_, XL ‘f W 12y
mrmm\f‘m 1,,“,»0'{“" u// é’““ u pAmn

- as was said to cutting off of dollar revenue, but the mmmmodt fundamental '

reasoning underla;;n.ng this and a.'l.l subsequent negotiations w:.th CAT ovmers o

4y Ibid., Memorandum of Conversa Ton with Genera.l Chennault 6 June 19&9
) dod. AVES rdoss, A, 24Xy ,))o T8
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was his opinion éat. "if at all possible action must be taken to hold CAT
.- . B 2 . » \) A /r"i -’5 .
intact. ThedfaceVof the CAT operation, coupled with its ccmnmmca.tions and.

operations, éaimot be established by a new operation _w:i.tho:it the _éicpenditure

of time which we do not have,ﬁ and without the expenciiture of many niil]ibnsv

of dollar,s;?: | He_l- b-elie%r'éd t;ahat; ;;';pro:‘d.matei}f. ' ‘ per annum vw;uld'be ‘_

.‘t.r.xe- minumm ilecess_;r& (?o 'hqld fhé_ oi:éfatioz; ltl'félg;t-.h'evr for OPC pu;fp;:ses. -
Au:dlliary ei;i‘;;f;s- desg.ér;e;l to inc;e;.se the xﬂmﬁ:m:m révenue nuﬁmnmwawﬂmm
‘ thm:::‘wmﬁ‘mm | ‘wer.e underta:k;;n- "but' came td naught, and
- ‘ ;n:jopmion, these would not have solved the mﬁm problém arwway |

Lot LA et o Ao gt

; ?he—Stat&Depavtmentnturned»thumbSvdovm ‘on’ subsidy from unexpended : mA funds |

and —ﬁ\\x“m//wuﬂ/ /b'{/ﬂgj/«.ﬁpﬁ i ““l‘/z‘ﬂ“

' wh:xcb-had%een approached}\th-rmgh congressional pressure.

The early part of July State's Policy Planmng oi‘f:.ce turned down a pro— wﬁ })
&4
SR . ﬁép,a . L. e . M u~l[/€’"“ q‘e-“,&,{‘i P » 9‘..'-“
. posa.l i’or»ﬁ&"s- assista.nce to CAT, confirmed by Secretary Acheson whten OPC o
~asked that _it be taken to a high'er level, Thereupon ar’, appraach was ‘made o

’ X . /1 \.\t },J .Sf‘t ’rl-'/a/.e
' © fortified - s T e

through Butterworth who was fopnbobed with a deta:.led memorandum at his re- 1~

@wa : § /J&Mzm ke WARHA

Qué'st.7 This request was tied into the plar) soon orzmlsated*intb project

[::L The emphasis, as in that projéct proposal, was laid on the airline's’

use for

‘6, Ibid.;
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E)\ lower prices, assistance in securing ECA contracts for movement of materials, an
' assistance in securihg unrestricted landing. rights at Haiphong. No direct B

 aid was requested. Mr, Butterworth approved the entire memorandum with ‘the

- much effort was spent in trying to obtain it.

- at Hainan Island on Samah Bay n&nhwhﬁmu&vﬁmmmzmgmﬁmgwﬁmﬁsmbmﬁmm where '

‘ Since ECA assistance had been ruled out by the Secretary df State,‘ EC -nd

) exception of the provision referring to landing rights at Héiphgn?g.'s' The in-

General Chennault on 24 August? There he laid down the pfihciple of, the 'base” :

. ghod troops had been sent there ,\for its defense, largely at his request.

reque..ted a policy determination that CAT contmne operating in Free Ch:ma

o T SR and aircraft engin
and that OPC mird attempt to aid it by assmtance J.n getting gasoline/fc-'

4

.

direct assistance, as | had forseen, ‘did not solve CAT's pfoblems, ‘thougk

The first voncriate stép in the de_velopment of was a conference wi_th _

the installations were now being mspect.ed for practlcability. Fifty thousqnd
\9\( O{U '6\"*"4/ x‘1'\!*,))".‘\

He had moved his basé facilities out of Canton_onto barges and an IST which

8.

9
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were ncow m the nc:m.ty of Hong Kong. ir Hainan would not do, Chennault

A

prOpdsed to go to Formosa. He detailed theé ‘stages for movement of suppiies |

 to the Northwest and said th he could make 14 €-46's available which would )

move 35 tons a day at 60¢ per ton mile. Tl-ﬁ:s-comp*ares*favbtablg%th&bgisbic '
ocperationsin™l952 ~~
. Of great interest_to OPC mema the General!s readiness to air-drop, khomgh
- sayiﬁg he had the know-how but not the materials for packaging.
Arrangements for iniplementing Ddrifted on through, the rest of the
' summer wailting on State's approval of the master project. When ’chis'see_med

. ol an mportant ' ' o
e imminent mz:mm meeting with General Chennault and Corcoran was held on 26 '

"Wl

September when CAT's financiil proposals were rece:.ved OPC countered with

. . ‘ ‘ . .‘ L . .o : R - - » . ~"

their ideas on 15 October after {::had been approved, and an .agreement
| | ot o - ‘.

was signed along the lines }\proposed on 1 November. There was no cha.nge in the

—JULL Q,év\l/v&'\f !2..,',"" L .
. operata.onal plans during a-.'L—I:-‘t:hifs—t»ime, anmapz‘amﬁha:n ¥When the fall of Canton I

was imminent, CAT based itself 'on Hong Kong .where it Iwber passed an uneasy.

existence. Hainan Island had been definitely sélected as the base for

:‘ General Chemnault was: 'gc*-e;}t:ed-as- the key fio'ure for our resistance _
: — R mwgﬂ;-m ' ‘

- operations. He n*zn rad observed, that he and Willauer would take care of the

A

AL”(L((/D / // Ci.v\(f /.24-’
M -r\ "t\wﬂ) /»Jv
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~ their statistics. on cost of cbnstruction on Hainan and’flig_ht rates were

“be repaid us by CAT if it became a cox‘ixmercially profitable operatirig- base.

Sec. 9 - ‘ 7 o (
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political‘f: problems in establishing the base either there or“on Formééa.

A5 we have seen; he had s.nducedv the Gimc; t;'send 50; 000 goé& men to
Ha:i.na.ri, @d he rom believed he .could :get them to deélar-e ihe area a>roundA
Samah Bay a mlitary area to mcréase secumtf; ‘He deciafe;i,it absolutelz
neceusary to inform the Gmo, Président Li (that wasvn.r; Sept;mber before -
he 1§£t Chungking) and-Premigr Yeri of"the' éenafal ter’ms. of th}e "progra.m; :
iécking possibility of Sﬁate'sI aid. én t:héae. -Izoli?,i;gél ma‘bters, QPC lvzad_T

no other recourse. &
’ }

'\ As finally agreed, the Government would pa héve‘ first priori‘tyb on fliéhts _
- : . ana ' )
for cargo or personnel in the area of Operations/ L

The fiscal arrangements proposed by OPC scaled down éonsiderably: ,'th‘e -

Chennault~Corcoran suggestions of 26 September. ‘Corcoran admitted that

too h:.gh, the latter based on/abnorma.l time series. (ﬁnmxmta:ﬁ:ﬁmamﬁﬂmﬂmmﬂm -

OFC had
(”‘m.s coincided with cable# just ropahvaininom dispatched to Hong Kong )

R L "V\Y)W" W{)MA"N"! Lol
Also we rejected a block purchase of guaranteed flying ‘cixm?\ First of all,
N \g‘, ‘ )\},\M“J&M é{g:\:}uu.zwgl . T Y _ o
.,\.ra proposed to pay the cost of constructing facilities et Hainan Island to

~




be ropaid us by CAT if it became a commercially profitable o_péz'ating base.

C ARV (

‘10, Ibid., DCOP (Stllwall) s Mcmoranuum, 29 Sept.ember, 1949, Sub,j.: Conversat:.on

with General Chennault and Mr. Thomas Corcoran. SECRET. Proposals 26 Sept. a
11. Ibid., DCOP (Stilwell), Memorandum for the Record, 15 October, 1949. SECRET.
12. Ibid.,

in file, undated draft. The Memorandum of Agreemen
of 1 November 1949 between the United States Covernment and Civil Air -
Pransport, "in the office of Chief of Confidential Funds. Copy 2

is in file A preliminary draft (and probably othmsr copies of
the original) is in SO L .
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Since CAT expected deficits within the period 1 November through. 31: January

1950, OPC agrood to take up these doticits i:o the‘exteht of |
‘l*=ss the cost of the Hainan construction. Operating costs were spelled out

and income would 1nclu§aj\all subsgldiariea. Capital losses were not included
but normal depi‘ecia‘hion was aildived. OPC pai#d for servicves 'rendéred to it
at the usual commercial rates of the area, to be agreed on at the time.
Funds from the ':::lwould be advanced u_nd_er such COntrols as the
O‘PC would establish and the books would be open to 1nspection. ?m rangé- L .

SR LY L W{L’-{o.‘yak 1/1 : 1, '

monts actually«*as»—t‘zat our accountant twbe*sent to Hong Kong, end tne Chief
oi‘:] would have to approve each disbursemexjt. This» is the gi‘st of the - ;
‘agreement.

| What did OPC accomplish by this action? It is impossible to cqnéider it

as a commercial transaction. We have here conditions similar to a war emer—

gency;~ That i.s indi;ate;:l. by >th~e Gove'rl%xme;xt; ééxx.st-z'uction of lla'ba.;e‘-‘.fé.ciiitiefs;‘ :
reminiscent or World Wé.r 1T conf;racts. '. In‘suﬁs.idizi%xé the co-mpa.ns-_r'As‘ bpefatiohs' _'
in‘ aﬁditiqn, OPC used tiz? i)est; ;nle;hc.Jd aw;'ailaﬁi;, proy,{tecting #heméélfés le-

gaily through ﬁhe control clauses. Ce.rtainiy .thjv.’s ;wa‘s. béttez} than an out'tigr.it‘; i

gift, and a loan would be impracticable: the groimdwork was laid for éventua.l



framework for our Far East operations. We were ori_ the way to acauiring ‘

_..,c"tzz'i:ty cover story:) au»wt, v-uu-z% u[‘ g[ «.,,ux{ d{:&/ Cf
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acquisii:ion. So the plans were completed for a most far B reaching “

a made-to-order support and cover and denying a useful and mach ‘ne;eded
weapon to our enemy. It would have been vimpossiblel to have built up &

system ourselves. The appﬁarance of a new company on the scena under the ',

. o : 711’11’?&’:»», . ' . .
hazards fac:.ng i'ree enterpr:x.se /\uould not poss:Lbly have retained a reasonablo

.m;{,z 1;/ zmvz» m /‘amo::
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