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Tew Zealond representative to UN oxitizes the .

Fow Lealard's renvecentutive to thy U, 5.1 Carl Bercndsen, has
indicated to US rapreosentrtives to “he 47 that to hes reported to his
CGovernmens that the tires wocting or thr lulzia lomaitieo vas a "completo
fiesoo” and has eriticiscd the US Lo failinge o supply tho interest snd
loadership oxpcoted by the mowbers. Beremdcsiu eibaches little importonee
to the Comnittes except cs & “beckstop lor feiliros by the Security
Council,.? flc fesls that it +1ill accorpli~l 110lis on the velo gusstion,

“he only value ne g -es in theindarin Commitbee is thal AT night contii.
but> Shroush debate Yo o public understunding of the vato prodlem ind vhedt
it might possibly become ¢ boidpe betwssa e prosond ineffective UW axd e
future oreganigetion for collective gecucity without Russia. Howmver,
should such nn organization devclop. Berendsen foresces two seorrify sys-
tens competing for dominant powsr end enlinz in cubagtrophc.

Southeasgt Asia league plans mid-February wsetiag,

The Southeast Asie lesgue, vhich vms Porwcd in Banplkok iasu Septamber
by “representatives® of Siom, Vietnsa, Taos, Cirbodia, Indonesic, Yalaye
and Burma, is reportod ss suill pleraing to ho'd a mid-Febrvary meetinug ir
Bangkok. The League, en vaaiviclel ossosiabticn, apparently 2dlws towerd 02
eatablishint of am effiola’ Loutheass Asian Trderatioe which would repreecnt
the goveruncnbs of the ercc. Its oripgiunsl melvntion seems S0 have ooue
from the Free Thais and '’rze® Indochinesze groips, but now that the Free
Thei-domiprated goverimens of Siem hes botz ove tnd, the Sicmese wamberes of Us
ieogue have dropped out aud 2 Indeshiu~ce prouvs have essviad leaderchly.
If the oresent Siamese Govaitorant proves ncsti_c it iy likelr zoat the
Isaguc will move to Remgoon sheve it has alieriy Leen lnviicd.
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Inflation in Japan. The progressively increasing issue of currency in
Japan 1s leading to fears of uncontrolled inflaticn. Ey 21 Decenber 1947,
note issue had reached the staggering figure of 2i%,142,000,000 yen. This was
just about double the note issue 2t the veginning of the fiscal year on 31 iarch
1947, and compares with approximately 12 billion yen in circulaiion in Yarch 1946

. It is reported that a note issue of 300 billica yen is expected by April 1948,

bith industrial production at cnly about 4O percent of the 1930-3L level
and showing litile signs of substantial improvement, the increasing currency
urculat:.o“x 4is causing deep concerne This is part icularly aggravated because
2 large part of the increase in circulation is passing intc the hands of
uhe urban merchants, who are more likely to contlnue the notes in circulation,
instead of the farmers who would be morc likely to hoard the notes thus keaplng
‘them out of circulation, : \

Contmbuting to the inflation is the deficit nnancing of the govarmrepu.
The general account af the budget is approximately in balance but -this is a
migleading picture. Special accounts and przfectural balance are far in arresrs.

-Demands” by the Reconstruction Finance Bank whose najor purpose ig the fi nanclrg

for rehabllw taticn is also causing a substantiel inciease in CUrrencye

Japan is undergoing a controlled inflation. Until the present time, thia
‘inflation has been serious but not as yet catastrophic. Although there has been
some weakening of faith in the currency, flight of currency to available gnods
has' not as yet become extraordinary. However, with prospects of increasing note
issue, the danger of currency collapse iricreasess -Unfortimat@ly,f there appsars
to be ro immediate outlook for substantial output of goods which can "soak up®
the currerncy. -Unless the Government rendcrs more effective ite mflation con urol,
Jdpan faces an economic crisis.

Fifty~-one new commoners. One of the historic events of posi,war Japan tock
place recently wihen 51 members of 11 Jayanise mpe: 1a1 families became commoners,
thereby undoing another of the steps tsken by Jupun’s empire buiiders. At the
time of the lleiji Restoration (1868) the crown resied on the 16 year old leiji,
son of the bmperm and a commorer. Despiie the cormon Imperial practice of-
adoption and the keeping -of ¢oncubines, there wera nro other members of the dynasty
who could escend tc the throng in the cass of Teiji's death. dJapan®s empire
‘builders needed a strong dynasty, 80 in additicn to promptly martying off the

- boy erperor, eleven families were raised to Inperisl status. WNine of these families

were descended from ¥re fushimi Kuniiye whose vacus claim to Imperial status was
based on descsnt from the 102nd Empercr, iwenty-two -generations earlier,

Japan®s expansionists used these families to further their plans for
sggression. The daughter of. the last Tokugawa Shogun was msrried to a prince,

- thue binding the Shogun and his followers to the 1’arooc. After the Govermment,

had suppressed the ci v:t.l war launched in 1877 L the ! Satsuma Cian iu Xyushu and
its cohort, thu King of the gyulqns,’damgm.ers of the head of the Clan and the
King were married to Princes. MNagako, granddanghticr of the King of the Ryukyus,
became ilirohito's Empress. Lfter the arngxatien of Korea, the heir to the throne
was brough: to Japan and married to an ‘mperial Princess ag a wneens of he‘pﬂ ng
absorb Korsa intc the Empire.
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The Imferial "second string®, who nav@led sechxded lives as virtual
prisoners of the empire builders, are now thrust out to earn a living, shorn
of their titles and most of the:ir wealth. Those with military experience are
i subjlect to the same purge directives as other commoners. “‘embers of the group
! have apparently had ambitions to replace the klder Statesmen and the I'rivy )
! : Council. being indivi-uals of rediocre ability, hawever, it is not ar'ucx; ated
; that the new commoners vwill become powers behind the threnes

HOTRA ’ N ~
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Significance of new Rirhtist "National Council®. “ecent repor:s indicate

that Fim XKoo has abeandored his intrigue Tor a coalition with North Xorear leaders h
_ for the establishment of a urified koreen Covernment. and has’ joined forces with
L ‘hee Syngran in the latter's claror for the earl; slection of a serara'e South
| Korean Covernment. Kirm's "trialeballoon" efford at a North=Souih "ccalition"

indicated thaot solid i#iphiist suprort for this move would not be fortheoring.

Hence, Kim was aile to perceive ihzt he would now have sufficient strengtn to
. oust the Horthern Communists from the Tuture “coulition" gov rrrente Vim then
aj parently descided to merre bis "RNaticnal Corzrerd" with ‘hee's "eprescrictive
Assently" in the foraztion of the now "hatiopal Couneil®". The rrorable ain of
this new Rightist coalition is te cooperate with the UM Comissicn in an attem: t
to induce the Commission tc hold immediate electiors in bouth Korea alore in the
probable event of Soviet refusal to cooreriie. Yehind this support, however, is
the thinly-veiled threat to the US, that if Soviet ovstanacy results in protracted.
delay of a settlement on tbhe part of the UM, the "Nat.i.oz:-:ll Council" will constitute
itsell the legal povernuent of South Vo*er ard agitate for immediate recorni tione:

It is evident. that the in’cernal rolitical sitwatior in South ¥orea is such

that the US will lie forced to nold an electicn ir the ncar future, with or withe
out Ul otservation. Any election neld .in “outh Xorea «%thir the calculatle Muture
will constitute notmnr wore than a confirmation of tne "Yatioral Council’s" claim
to governmentel authority.

-

The US will thus bn in o vosition of authorizing the esiablishrent of an
irderendent -outh Xorean Covernmert for whose acticns it carnot be ros orsible,
and whose qualifications for safeguarding US interesis in the areaz are certainly
debeiable. Indications are that shee would m"xi‘ﬁally head the govermment as
"ppresident” while Kin would wield effective centrol. Eoth have untounced
ambition and the latter is reportedly i utncump for Chinese suprort in his
aspirations for eventual snnexation of orth Korzes - This intrirue is arrars’nth’
taking the form of offering 1m%.l‘ ate wilitarr aid to Chtang Keieshek in Vanchuria
ir returr ‘for future Chinese ascigtance in the cconouest of Zortn forea.

. Recardless of tne rracticality of these rerurted aims, it is certein that
the futuxe hnee-"l"z coalition wiil have a decided pcrc"art for rclitical
ariventurzss ence any overt US conncetion with, or comritments lo, such a regine.
will be ’Fr:_agnt with cersiderable hazarde

’
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n Swlescule Communist cffort ot fukden 1s not expected Lo de-

velop before lute 'Larch or curly April vhen the food shortuge in the city .
w1l be ot its worst, The Cormnists, o%ill disposed in a broud arc south
and southuest of L.dzden, aro nov contimuing their .efforts to keep the city
{soluted and disrupt iis waepemy. The Cowcunists ure further aided by the
evident dissension and staff cesfusion in Chen Cheng's lanchurian heade
quarters, The foud between General Chen and the “haupoz Clique lroke into
the open aguin vhen an entire division, presumbly Chen!s, wus ilped out

, as two Whunpoe~comranded divisions were slow to reinforce, lationulist

sources admit losses totaldidng 25,000 for the past three weeks.

2t o conference in lukden--notevorthy for the presence of the
" two ex~lanchuricn leuders, Hsiung Shihehui and Tu li-ning-~the Generalissimo
w8 suld to have scolded Chen Cheng for his inetficient lsudershijp. He
also insisted thut Changchun and Yirin Le sofended cnd tlut the reining .
(Feiping~lukden) railroud be opencd. /- .

In llopeh, the government cluimed several vietories in the Taoting
arca, vhile the Cammnists crossed the Lachang Canul south of Tientsin und
thrcutened the Tangku area. Fighting continues in both ssctors, Shunsi
governor, Yen Hsieshan, wis reported on the move for the first tine in
months as his univs advenced towmrd Linfen, vhich is surrounded by the
Commnists., At the veek's -end llationzlist units tvepe still trying to open
ths Iinghan railroad betueen Chenghsien and llankow, Comunist units gouth
of the Lunghail reilroud remeined conpratively quiet, '

Internal lolitical . . ‘
Sane results of the elsction of Hationul Assembly nembers huve
. been smounced b the Natiomal Government, with returns thus fur indiccting
; thut the expscted lunuslide for the Kuomintung has meterialized.  However,
the elzim by the flationul Governmenmt thet 150 million votes werc cust ray
' b discounted. The actual number cust is difficult to estimute, but pro-
bably totals less thal one-third of the povernuent?s firsures. Thile the
election might huve had scme effect in stimuluting the politicul wimrencss
.amon;, some Chinese groups, it is appurent thut the arbitrury method of
sciection of cundidutes, vide-spreud corruption and election irregularities,
and the use of intimidction snd fumily and local cluims Lo personal allegle
ance, «1l testify to the election of Kuominteng=doninated lational Assembly
vhich is fur from representutive of public opinion in China, '

Chinede neuspapers in llong Kong prblished lively comments on the |
, formation of the "democretic revolutionary group". FPapers controlled by

the Kuomintun: elnr. ed that the group wus Comrmunist inspired and directed,
while the opposition professed tc see in the froup o rcvolt of liberals
aguinst, the tyrunny of rightewing olements. The llong Kong press also guve
considerable sjece Lo news aboub the opening of the tenocratic Lezcuets

. third plemry session, but this development ius ignored on the nuinlend, .
ercept for sttention jiven it by a Sovieteouned Shanghci duily. The officicl

RN
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Suominiu.., eiyne Yung Jih buo finelly comiented on the Christrus stutonent
of izc Tse=tungy i..n qf the Chinese Coumunist iirty, :hich hut been up to
thut tire ignored in news wag editorizls. The uecount, hovevor, .o volled
aovn to WO purugraphs wnd only two propos:ls (the sugsestion of a “"Corine
tern® for the Fur Lust una the proposed correction of M"erroneous® Chincse
Comunist thinking) were glven mention, aufter consideruble distortion.

This lnudequute swan.ry wap luvelled the new "traitor line,."

easvernal Folitical '

B A Soviel eourss’in Chins hus revealed that o new mass repatri-
wtion of’ Soviet citizens will toke place in the spring of 1948 and vAll be
folloved by similar officiul offers of repatriation to Foles, Ceechs,
Yugoslavs, Rumsnians ant aitizens of other Soviet satellite stutea, How-
ever, Tass is to rerain at full strength, uccording to this report, and
the activities of Torgpredstvo will ke increused byt he unofficisl purtici-
pation of representutives of the sutellite stutes. It hus been leurned
from znother Soviet scurce thut o Torgpredstvo office recently has been set
up in Canton, rarking & rajor penetrution of South Chinz by the Soviet
trude orunication, According to the same source Torgpredstvo's represen-
tutives zre no longer permitted to operate in long Xong, '

The eviction by the llong Xeong authorities of a mumber of Chinese
squatters from the arca formerly known as the "fowloon ".ulled City"
(justified by the British on health and sufety grounds) which resulted in

~grotests. to the British Lmbussy from the Nunking Fopeign Office eurly in
Lecomber and January, has become the excuse for rioting in Canton on 16
Jumwry, and demonstrations in Shunghai on the 18th., .The rioters in Caznton,
corposed of students, labor unioneeérs and hoodlums, invuded and burned the
British Consulate and a number of mritish coumercial houses, Four non-
officiul 3ritons -wwre slightly injured, o~ '

‘ Governor T. V, Soong of Kwengtung informed Linister-Counsellor
Clark that he and the Governor of Hong Kong hud agreed to "let sleeping
dogs lie" with refcrence to the Kowloon evictions. He blamed the Commmunists
for the outruze but expressed abject apologies to the UBritish Consul
Generul, assunced responsibility for the protection of British lives und
property, offcred to pay compensution for dumzge, wnd promised severe
punishrent of the offenders, . .

The British Arbzssucor protested the outrage, eliciting a state-
ment of regret from the Chinese Government und an order to loeal authori-
tics %o protect the British, o ' ‘

In Shanghai mobs of students anu otherm demonstruted before the
Areriecon e nd British Consulutes shouting charges of "imperiulism", but were
prevented from entering the. premises by o rong police guards, .
 These incidents at Cunten and Shanghai have w1l the hallmurks of

inspired outbresks, Legalisticully speuking, the Chinesc Governuent may
be correct in cluiming Jurisdiction in the former "Kowloon Talled City" in’

SiLCRLT
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conforidty with o provision in the Sino-i3ritish Convention of 1868, flowe |
ever, the Hong dong cuthorities subsesuently denied this "right" Lecause of
the resistance of Chinese armed forces to the iritish occupation (in 18997)
of the New Territor les lensed under thit Convention; and & s the Chinese
Government uppeurs Lo heve tacitly aculesced in that denial durding the
intervening period, the British 1wy be putting furverd o clainm of rre-
scriptive right in that urea. Generally speuking s the Chincse are wusi-
cu].ly:umphobic and therefore receptive to charges of "fore:gn imperialism",
™is is true, especiully, of student groups oand other nationnlist orpguni-
gations, So it would seem thut this outbreux has been promoted by the
skilful trensforrition of their indignation aguinst the delinuencies of
the Mationalist Covernment into resentment of "British In’;;eriu]ism". Doubt~
lcss anti-americunism could be engendeced by the sume pluy on prejudice and
with the szie facility. Therefors, the rcul nmotives for the agitetion /-
a;einst the British action in Kowloon and its unplezsent dencuerents must
be sought in (&) tue desire to distract the populer discontent from the
foibles aund muludninistration of the Nutionalist Governrent and tc avoid

a desostration zgainst tlat governyent; (b) the desire of political foes
(1 'mludmb the corzunists) to erburrass Chiung Xui. Shek und his imsediote

ntourage, especially T. V. Sceng, the Governor of Xwangtung; (c) the
dissatisfa-.ct.ion and jeulousy of outside elements over the smuzgling traffic
from llong Kong with its large profits,

The disturbances at Shunghal; including the ‘demonstrition beiore
the Americun Consulute, serve to support the belief thit communists have
seized on the occusion to disconcert the Wationilist Government, lowmever,
amerdcan officials at Canton disagree vith the assertion that comunisis
had instiguted the disturbances there, for the followuing recsons: (1) stu-
dents had given wurning thut "will of the people vas going to be expressed
in a detornined nmnner" and advising that 3ritish offiecials should be evu-
cuated to ilong song; (2) absence of precuutions by Chinese authorities,
uand delay in arrival of substantial police and troop reinforcements;

(3) Americen property und flag curefully respected, with exception of
-residence of hAmericun Assistant lilitary Attache, which caught fire from
adjacent iritish buildings; (4) British in Hong Kong huve been playing
along with communists; (5) British Consulate prime objective, unlike Com-
mnist type of action; (6) agitutors vere fron government orgenizations
and Canton municipality deemad to be sufficiently Kuomingtang dominated
to thrert any lurge coummunlst demonstrution.

sconoric

C\mmngxe The Tovernmont raised the official US dollar exchange i
rate fron TN 590,000, which tus established on 30 Decenber 1947, to
Cl {115,000 on 12 Janurry 1948. The Shanghai US § bluckmurket rate opened
this week at Cl 152,000, then i‘luctuated widely reaching a new high of .
CN {210,000 before level.'m{, of f at CN $180,000 on 17 January 1948 follouing
reported arrests of 20 blackmurket dedlera.

The governrent now recuires all tunks and insurapcc companies
to submit detailed daily roports on all trade loans, -

sy m
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Frices. Commodity prices centinue to rise in spite of police
controls «nd the government's tight money policy., After rice hit an ull-
time high of C¥ .1,580,000Ler picul, luyor .u of Shanghai pluced ¢ celling
of CI! 41,500,000 per picul on this essential item. Rice drropped on 16
Junuary 1948 to CIT 01,400,000 following the crrivul of large shiuments
at. Shanghai, Higher prices are expected before the Chinese Newr Yeur
{10 Februury) setilevent period is over.

 Budgeb. The Netioncl Government 2pjroved an interin budget

covering operctions for the first six rwnths of 1948. Expenditures are
fixed ot CH 496 trillion with revenue at Clf 58 trillion, tio disclasure
wus rade us to hov the government proposes to meet the deficit of CN (38
trillion; it is apperent, however, thut strong reliance is placed on US
‘aid, The unnounced 40, of expenditures for militury purposes is considered
unreslistie in the light of thé approximate 757 spent in 1947. The new
budget provides o pey rise for government vorkers, but cuts departrental
staff forces by 255, a reduction long ordered but never caorried out. -

, Industyry. The Nationul Govermeent in tuking over the cotton
industry has. ordered the registration of zll raw cotton in Shanghai. It is
reported thut 80% of the stock is being hidden and thet the furmers ure
holding back rore, all of vhich reflects the Chinese businessiun's lack
of confidence in the pgovernment. '

Reparations. The Chinese Government reports that the first .
shipwent of Japunese repuriations, including 17 munitions plants, and 8,200
mchines, has left Yokosuku, Japan, for Shunghel.

Smugpling, Frovisions of the Hong Koyt China anti-siugglin
agroement huve been unnounced as follows: (1) Hong Xong is to restrict
loading of vesscls going to Chin: to certein desipnated centers so Chinese
Customs i1l huve the liberty to check and inspect curgoes; (2) Chinese
luritine Customs ure to establish long Kong centers to raintuin o customs
stuff to collect or assess Chinese customs duties in advuncej (3) Hong
gong herbor nuster is to refuse cleirance to any Chinese port suve thosze.
azreed upony (4) Chinese customs ure to be permitted to enter certuin areas
in Hong Xong w ters for putrol ezuminations; wnd (5) llong Kong is to re-
strict the export of goods to China ucross the northern land frontier at
desinated poinbs, '

Transportation = Shipping. The Linistry of Commmunicutions has
approved an inerczse of 70 in fare and transportciion rotes effective
- 15 Jamery 1948, ' ' '
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BURLA

The strength of Burmere Commumist groups is onc of the major problems
facing the newly-independent Goverrment of Burma since, in some pards of
oentral Burma, theae groups have beccme stronc cnourh to chellenge governs
montal authority and administration. Some 1ipht hus been shad on the depths
of understending of Communism end the willingnéss to support it on the part
of the Burmese, eighty ver cent of vhom arc agrarisn, Decvntlv a Burmgse
Communist when questxoned on the orinsiples of Karl urx answerad thet they
were: (l) no rents (2) no taxes, and (3) a tip prive for riusD

s

PHILIPPITES ‘ ' ‘ : ‘ \/
Constebulary beging new drive, Nineteen companlcs of the Philippine

Constabulary, direoted by Lrig. {su. Zastaneda, lounchsed a naw offensive

on 12 January aimed at the capture of Iuis Taruc, leader of the dissident

egrarian Fukbalehap. Thiz sev drive, isheled "OD oration fystery," colls

for fifteen to thirty days of ’ield cperations. Leunchimg of the new

offensive followed closely Teruc?s resent refusal to surrender thus anvarentu

ly ending current atiempts of administretion lesders %o solve the law and

order provlem by negotiation.

Surplus amrunition vurchoced from US, President Roxas has accepbed >
terms in commection with a purchasz of approximately 92,000 long tons of
surplus U8 zround and aviation ammunition through the Offloe of the Foreign
Liquidotion Commissioner. Terns of the contract, which tas signed in
Viagshington on 19 January, sre not yet available but earlier US action approve
ing the transfer specifled thet the Philivpine Covernment acree (1) to
demilitarize the ammumition; (2) thet none of tha armunition vAll ever bo °
dulivered to any other government in a non-demilitarized stete. The Phil-
-ippine Govermment, subject to the terms in a formal contract, intended to
ealvage the powder for industrial uwses in the hilippines and plarmed to
sell the metal sorap to private US firms.. '

Anplicabicn of 88 millicn Bxport~Import 3ank loan authorized, Presi«
dent Noxas has authorigzed Ambessader D1lizalde to apply for e 30 year loan
of $8? million for & power developrent program waich was proposed in n
survey made recently by Viestinghouse Slsctrie Comvany. This loan is the
first in a series to be sought for a long range Philippine *ndustralizablcn
- programe

FEW ZRALAXD -

The Soviets have recently purchased between 20;000 and 25,000 bales of
wool from New Zealamd. Before vorld war II the USSR ¢id not appear in trede
statistics,

iy T
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