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SECTION I, SUWARY OF FAR FAST TRENDS AND DRVELOTIENT | | o
. The US Senate Appropriations Cemnitdes hae voled as o saparete iten forr.

Yha nexd {ilscal roar, $125,000,000 for the economic rehabllitation in Japan,
Hsres, and the Pdgyus TIslands{Page 3 ), _ 25X6

The reluctance of UNICOK 4o regard the new regims in South Korea as
national in scops is motlvated in part by apprehension on the part of some o
wmenbers of Soviet reaction and by a desire of other members, who have Far
. Bastern interests, to ksep ths US in Koreca (page L).

The Chiness militory scens, cothar than sporadic fighting in southwest
.Shantung and in West Homan remains relatively quist (page 6). Legislativa
opposition to the premier’s program as well as its cpen criticism of Chlang's
porgonal position is further evidence of the weaknessof the HNatiomal Covern-
ment and of the conbinuing loss of prestige by Chiang Kai~shok (page 6)e °

In Burna serious politicel tension resulting from Thakin Nu's annoyncg-s
ment of a loftist unity program continues (page 8}. .
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- Ths proposed restablishuent of the Chinese conprsszition syston strains
Sine~Trench relatiemms in Fronch-Indochina (page 10).
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SLeYON TX.  DRVELOPMENTS IH SPECIFIED AREAS

CLUERAL

s TAT A

Senate Commilies voles wababilitation nid for Japan

Tha Senste Appropriations CouwdSino has wobed J125,000,0() for the next “aA»
fiaesl yoor as a g2parate iten for econowic rehabilitation im Japar, lorea,
ardd Lhe Hyukyu Ysdands under Beoncde Cooperation Adaninistration swparvision.

o Tepartmert. of the Army had recueshad $150,000,000 for thin purpsse. The
CEouse had praviously refugsed e simillar appropriation for cconomic wohsbllitatlon
"in Japan on thoe recommendztion of its Commdtlee on Appropristions, The Committes
held that such an activity is related ic the generadl recenstruction program of

tha ECA nnd should, therefore, become an integral part of the peneral economic
mizslon,

Y e

o Tho Senate Appropriation Committse also recommanded 51,200,000,000 for

- .governmant and relief in occupiad areas (Cermany, Japan, Korea, and the Ryukyn
‘Islands). The Department of the Army had requested $1,250,900,000 for this
“purpose, The Bouse voted the sum requssted by the Departument of the Army but
on a fiftesn-month bagis, Although, the Senats Lpproprlotions Commitise
roduced the ameunt reyguested by the Dsvartment of the Arcy for ite povermment

~and reliaf in occupied areas by $50,000,000, the »aduciicn iz wore than offeel
by the afdition of the racovery iiem. '
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SCAP to approve Third Japanese Whaling Expedition. SCAP will autrorises nrn
a Japanese w ng expeditlon for the 19LC8-1¢ scuson, the third sush
cxredition during the occupation. 1his action is boing urdertaken upon
thie assurance of the Department of the Ammy that SCAP posscoses tha
rceessary authority and Jurisdiction. However, in view of the strong
rrotest to such an expedition by interested nations (Se: I/FE i.eekly,
18 ~ 2 Mlay 1948) SCAP will limit the expedition to two foctory vessels
i:stead of the three originally contemplated.

TORCA
lecognition by the United liations Temporary Comrission on Koraa of AN

the recently~clected Rorean asuenbl, as a 'national® Doy m

; e oprosition of certzin embers. Corsisten their earlier stand
against the holding of elections In South Korea alore, Syria, Mstralia,
and Canada feel that since the asserbl, does not rerresent all of orea
neither the asgembly nor any gove trrent cstablished by it can he
des:gnated as "national®. India is believed to share this view, which
seer:s to carry sufiicient weight witnin the Commission to produce g

~ highly cautious approach in interpretin-~ its obliraotiona i1 Korea. Thus,

in ite press releasc ammournciry its readiness to consul vith the "elected
representagives”, UNTCOR carefully avoided any referenca to a "national
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assenbly " and made it clear that the initiative in consultation must
te taken by the Koreans. The Com-ission's reluctance to re~ard the new
ri;ine in South Korea as national in scove is undoubtadly cotivated
als0 by apprehcusion among some members of Soviet rooat on, and by a
ias'ire among; those members with Far Eastern inters:is, “o koop the uUS

Ti I‘:C’mau
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Lighting in southwse® Shantung and in veet Fonen highdizhted military A
£053YALY in China durlng the past week. Lete pross revorta indicets thet ¢
tiie Communists are nov ongegad in minor roiding activity along the Ynagtue
“iver near ite mouth. Thease southern cempaigans are cheracterised by their
fluidity end their present inconclusiveness, representing hiroad-scule (71103 B0
¢ations of well-known Communist gusrrilla patteras. Brantually, the full
¥7izht of Communist military pressure can be sxpacted in the Northsast, btei,
et yot, ‘no allsout attacks have been leunched ia thie aved. Presont Commnisé
#tiorte In the Chongelmn sector heve rssulted in the cloge investesnt of that
tiiy while tho capbure of the city®s two main airficlds has eeriounly rsduced
¥itpcl airborne supplies. This attack hne now talen oa the aspacts of o holé-
lag ection, although a ful) dressasseult on the city can be expectsd if
Bationalist resistance proves weak. However, 1t saems rors likely that the
zain Commnist effort will be either in the Chinheion-Fulutao ares or at
Mﬁﬂn. B .

In the curren’ gloomy Nationalist sltuation, the (snoraliseimo ig
reportedly worried amd anxioue for immadiate, direct US midlitary sid and
advice. He is plagued with problems of reglonal coumeni organization within
the framework of his Nationalist 4Army. Although he appurently realizes the
necassity for tightening the command structure, he is constantly faced with
the questions of seniority, frce, and personal loyalty vhich he must atteapt
to equate with the appointment of able, honest men if hic regime iu io surviva,
Latest development in this situation iz the refusal of Gsnoral Pal Chung-hai,
&r sble man, to accept the Centrsl China command because of a disagresment
‘over the extent of his power in the area.

ERlDA% bis Anability to copo with the = A"
_ While he may be willing to accept moro
oxtensive ndvice from the US, he 1is no% receiving complete cooperation from
his subordinstes. The legislative opposition to the Premier's pProgreaun will
probably prevent the formulation of any effective policy and is furthesr
evidence of the conflicts ameng governuentsl cliques. In addition tha legic~
lature has even turned ite oriticism on Chiang's personnl position. The
Generaliseimo is faced with increasing sentimsnt within Kuomintang circles
for his removal and for accommodation with the Communists, Naverthelsss
there has emerged no leader who is capable of assuming Chiang's position
and without him the country would probably revert to & rsglonalisam which
vould facilitate the extension of Communism over all of China, Deepite the
fect that such a political collapse remains & poseibility, the present
chaotic situation could continue for seversl years. The Commniste® problem
of consolidating administration over areas under their control may meke
further extension of their povwer a mlow process,

- gtion has heen continuing with demenstrationz 2B
spreading to Peiping, Tientein and Renicing, Ambassador Stusrt®s specch of
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June 4 defending US policy in Japen and warniag against consequencos of
demonstrations, though genorally approved in most officiml cirelss, hes
men widely criticiged in the pross and by student groups.

¥ n haj. Despite an ngreement under "C"
which the ch:lneu Iational Govemnent gra.nted the US the right to fly traffic
bvatween Shanghal and Hong Xong, the National Government hes argusd agsinst
granting the US the right to Fifth Freedom traffic on through flights bet.esn
the two ports. They maintain that such traffic constitutes cabotegs, inacmach
aa China retains eovereign rights over that portion of Kowvloon whers the Hong

Kong airport is situated. * Ths US invoked the UK's partiicipation in this

Fifth Freedom treffic in support of its claim for the saws right, but the
Bational Government countsred with the contentioa thei{ the participation hed
heen limited 1y agreement. An asuthorised British official, howsver, has
denied any limitation of FPifth Freedom traffic between the twe ports arieing
from through traffic, except that the agresment provides for a limit of 5C
phssengers & week in each direction. The National Govornment does mot waat
to grant this Fifth Freedom right to the US beceuse in that ovent it will be
claimed by other countries.

Toreism Trads. Initisl reaction of exporters end importers to the new  "O"
exchenge link system announced 31 May is genmerally favorable but cautiocus.
Thie measure was established primarily to: (1) encourage sxports, and.(2)
provide foreign exchange for u:ports. To date exports have increased only

slightly.

Latest Chinese Customs statistice show that commercial isperts for April
sxceeded rts by almost 50%; with imports valusd at US $25 million and
exports US $16.8 million. The deficit balance for the previous month reachad
US $15 million comparsd with US $1.7 million for February and US $3.Z2 million
for Jamuary. Petroleum contimued 2s China's principel imports in April fol-
lowed by metals end ores, while piece goods remained the leading export
fnllowed by yarns and sugar, -

W. Prices rose sherply follmrlng recent adverse militery
denlopmentn in Shentung. Exchange controls over foraign currenciss falled
to halt the upswing.

> .

The Shanghai Market: _US $ Exchange (Selling rate) Wholesale Price of Rige
| Qfficial “open® Blackmarket _ _xper 172 1b vicul .

This week (11 Jun 48) CN $460,000  ON $1,600,000 CH $7,900,000

Week age ( 4 Jun 48) 480,000 1,250,000 6,600,000

Month ago (11 May 48) 328,000 1,300,000 5,800,000

Year ago (11 Jun

47) 12,000 38,000 370,000
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Political erisls resulting from announcement of Leftist unity i
continues, Prime “Anister Thakin Dufs rocently enuncliated

Legég unity program appears now to have been an attempt to outbid
the insurrectionary Communists and to preserve the ecalition Anti-
Fascist Peoples Freedos learue (AFIFL) which sponsors the present
rovernment.  The Government!a program has not yet been accopted by
the Peoples Volunteer Organization (Wn) » which is made up of 300,000
- £00,000 losssly orpanized, unprincipled but relatively wellearred
cagbers, and 1le ons of the tiwo major components of the AFIFL. The
wmortunistie W0, which anong other things advecates cutright ecn-

<catien of foreipn-ovmed property irithout payment ; ceeks to and Lhe
.ivil strife by negetiating for the inolusion of the Communists in- the
government. There is a strong possibility that members of the N,
widch hes no responaible leadership at present, may elect to join the
Commmnists and precipitate a more abrupt disintepration of the AFIFL,
Such a development would appravate the military situation as substantial
nubers of the ilitary Polise are presently reeruited fram the TN,

Thalcdn Mu, who insistes that the announcement of his leftist program
rag for domestic consumption, has reaffirmed his belief in the democratic
prosesses of government, but admits that he has created a dilemma for
hinself,

His announcement that he would retire on 20 July is an attemnt to
regain his lost prestige by warking for unity as head of the AFFFL and
not the rovernment. The pariod during which the duties of Prime '"inister
are assumed by Bo Let Ya, who has been announced as successor to Thakin
"u, may well be the most critical period. "hile Do Ict Ya is believed
to be smpetent, he doss not appear to be a leader of outstanding on libver,
nor has e yet publicly commitied himeelf to any definite program,

Although a ecabinet shake-up which may accompany the change in Prime
"inisters cculd conceivably have 2 temporary stabilizing effect on Burmese
polities, it ie likely that the PVN, with Communist support, will continue
to press their demands thereby prolonging a serious threat to the stability
of the Burmese Government.

NIDMIESTA

Presentation of "final® US plan for (C negotiations may deterinine AR
future of (XG, The presentation on 10 June Lo Premier lalts of Lthe
Indonesian Republic and to Aeting fovernor General Ven ook of the
Metherlands Tndler Novernment of drafte of a "final" !'S plan as a bagis
for the centinuation of ''N ficod Offices Comittee (G7°C) nepotiations and
the creation of the proposed tnited States of Indonesia (VSI} has thorough~
ly upset the Netherlands Governmsni and may determine tha future of the
XC. The drafi planswhich was initiated by the 'S delegation of the UN
Good Nffices Committee (USFC) and after minor changes apnroved by the
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g h C R -
intend to ro-e-t-nblish tho Chinese cmgregation mtem (regl.abmticn and
organization-of Chinese by provinces of origin) in Tomkin, Tomporary
sppointaente, pending the setting up of electoral lists, have bsen made
for directors of the Cantonese and Fukinese grams, S8ince the Chinese
want a single asscsiation of all Chinese in Indochine without autonomy
for groups from indiwkdual provinces, there have besn strchg protests
and ecnsiderable resentmsnt., The Chinese Consul feneral in Banoi has
meintained that this move is comtrodictory to a verbal promise mads by
the Prench when they signed the Sino-French Treaty in February 1946 to
the effect that the comgregation system wonld not be reinstituted, The
Chiness Consul General predicts that friendly relations between Framse
and China will be adversely affected if the French fail to use diplometic
channels to reach a settlement of this problem,
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SECTION TIX. DIGEST OF IVPORTANT STIDTES AND. ESTI},"M'ES

The Trospects {or 2 inited tates of Indcnesia

CIndonesic is Important bo the ' and to Tentern Tagpose sr p e
< raw materials aecassary both Lo e relabilitation ane deved
it egonomins of thoss countriss, and to the ereation af stociy
cerbain stroteple matoriels. Residzs being the peincine” “ar Foateny
moarse of oil, Indonesia producen 187 of the werld's oin, 30 r? Lon
sntural rubber; and 90% of its afvchona bark. Becaune o the nasd o)
«:ch ptrategio materials, loss of Imdonesia %o Japsn in L2 was ke’
ielt by the Alliesa; in another var or in preperation for oné, utilizabion
of the whole Tndanesian potential would be 2 valunble asset v

Duteh-Republican strife has, since the war, made fuil exploitatien of
Indonesian rav materials immossible, Though future friction betwoean the
two sides may not find expression in as much violencs as has been seon over
the past few years, continuation of the underlying dlnagresments will inter-
fere with tho availability of commodities from the produciive areua of Juva
snd Sumatra, '

Developuents in Indonesia for a cosiderable period in the fubture will
center around the formation of the United Stotes of Indonosie (UST) s e
federal framework of goverament %o be established in the territory of the
Hetherlands Indles, and_the efforts of the Dutch on one nide snd of the
Indonesian Remblis on the other to realize in the UST the basic cbjectives
which have dictated their policies since the end of Torld War TI. :

Dutch policies and actions will ba directed townrd the preservation
of Duteh influence in the archipelago ard will therefore work towid new-
tralizing that of the Republie by attempting to confine the scope of
Remblican suthority to ss smoll an area as posaible snd encireling the
Republisc in a fedoration of pro-Dutch states. Republican policies and
actions will be directed towmard the replacemont of NDuteh influencc in the
UST end its cmmponent stutes by predominent Republican infiuwence and will
therefore wark for the revival of its prestige, the rapid delegation of
Duteh powsrs to Indonesian governing bodies, the carly creation of 2
sovereign and independent TSI, and the utilization of the federal structure
to Republican advantage wherever posasible. ’

A prolongation of the conflict, which now appears probable, will delay
the restoration of political stabllity and the rehabilitation of tho aren's
‘economy, and may enhsnoce the possibility of a final outcome unfavorable to
the interests of the US, The achleveneat of stability and economic rchabili-
tation - would best be furthered by the dewvelopment of the UST along a middle
course, affording expresion to Indonesian nationaliem but permitting the
continuaticn of Dutch assistanee and gnidance in Indonesia, Pursuit of
such & middle eourse, however, is likely to require the continuing influence
of third powsrs in the mdomsmm, Toth the Dutch and the Rerublie,
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SECTION TII. DIGEST OF IVPORTANT STUDTES AND. ESTTVATES

The Troapests for a imited Gtates of Indcnepia

Indonesia is important to the 'S and to Testern Yarope As a aonwme “50
of raw meterials necessary both to the rehiabilitation and develznsant of
- the economies of those cauntries, and to the sreation of stonkyiiag of
certain strategic materials. Resides being the prinoipel Far Fastern
mource of oil, Indonesis produces 15% of the world’n oln, ME of ive
natural rubber, and 907 of its sinchona bark. Because of the noed of
soch stratepis meterials, loss of Indunesia to Japan in 1942 wes our gy

fell by the Allies; in another war or in preparation for oné, utilization
of the whole Indenesian potential would be a valuable asset. .

the past few yesars, contimmation of the underlying dloagreavents will inter.
re;'e with the availability of carmodities from the preductive areas of Java
and Sumatra, ' : :

Developments in Indonesia for a cmsiderable perdiod in the future will
oenter around the formatlon of the United States of Indonesia (USI) as a
federal framework of government 4o be establiaked in the territory of the
Nethorlands Indies, and the efforts of the Dutch on cne side and of the
Indonesian Republic on the other to realize in the UST the basic objeetives
whigh have dictated their policies since the end of World War TI.

Dutch policies and sctions will be directed toward the preservation
of Dutch influensce in the archipelago and will therefore work towayd neu~ -
tralising that of the Republis by attempting to confine the scope of
Romblicen authority to as small an area ss possible &nd encireling the
Republic in a fedoration of pro-Dutch states, Republican policies and
actions will be directed toward the replacement of Dutch influensz in the
UST and its eawponent states by predominent Republican influence and will
therefore wark for the revival of its prestige, the rapid delegation of
Dutch powsrs to Indonesisn governing bodies, the early creation of a
sovereign and independent USI, and the utilization of the federal structure
to Republican advantage whoraever possible, . |

A prolongation of the canflict, which now appears pribable, will delay
the. restoration of political stability and the rehabilitation of the area's
“economy, and may enhance the possibility of a final outcame unfavorable to
the interests of the US. The achievement of stability and economic rohabili~
tation would best be furthered by the development of the UST along & middle
course, affording expresion to Indonesian nationalism but permitting the
continuation of Duteh assistanse and gnidance in Indonesia. Pursuit of
such a middle course, however, is likely 4o require the continuing influence

- of third powsrs in the Indones . Both the Duiah and the Ranhlie
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on tho othsr hond, will emtinue thelr offorts to diver: thivd-poer
inflnence in tiro directden of their respective shiectives, the Duteh
brisgzing 40 bear their poaltion in Purepe and tihe techrieal advantages
they can offar in developing the Jndonesian seonomy while alleging
Commmnist infiltration in the Remblis, and tho Rowmblic somentrating
on thie economis asseto which it may be nble to «ifuwr te the world,

Tho Prosrmsts for & Unlted St tes of Yrdonesin

>

R 2541
4 Juno 1948
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