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During the past week, the Chinese oivil war was marked by a lull in all
theaters, but worsening conditions were reflected on the economic front, Black
market foreign exchenge rates » on 28 Kovember, touched 2 new high of 150,000 to

US §1, & rise of more than 30 percent since 15 November.  Howover, thie inflztion-

ary wave has now showed a marked subsidence, which my be atiributed to & sories
reportedly

of drastic anti-inflationarv messures ngdgme %ational Government, &s
woll as & report that the eldest son of Chisng Kai-ghek has been appointed to
lead the fight against the black market in Shenghai,

Domestic politics were marked by Chinsls first nationa) elections » to choose
mexbers of a Nationel Assembly, which in turn is to elect the President of a new
constitutionnl government, to be inaugurated on 25 December. The results have not
been announced officially, but it is apparent that the Xuominteng will receive the
largest representation, with amaller murbers of ssats being parcelled out to the
two minority parties and "independents”., The general conduct of the entirely ine
experienced electorate was so disappointing that elections for the lepislative Yuan,
scheduled for 21-23 December, have been postponed for & month,

In China's foreien relaticns, there werc two indications, in the preparations
for pending peace treeties, of Soviet attention to Chinese sensitivity: (1) While
rejecting China's compromise proposal to hold an ll-nation conference to consider
the Japanese peace troaty, the t)t?&i&rsuggaated that a preliminary conference in
January of the Ferelgn Ministers of the US, the USSR, the UK, and Chine be held
in Chinss (2) At the London Conference of Foreign Ministsrs, Molotov proposed that

the conference %o draft the Cerman peace treaty should include Chinm z2s well a»
Germany'® nelghbors and the states which took part in the coumon fight,
State Dept. declassification & release ins i on file (/
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Resmults of the election of the Rational Assembly, which was conducted on

21y 22, and 23 Novenmber, have not yei been revealed, However, there 1s no doubt
that the EKuomintang will recelve largest representation in the Assembly, with
| s ller rurbers of seats being percelled out to the two x:ainm*}.t;lw parties and
ndopendenta®,

Electien of the Leglelative Yuan, criginally scheduled m? 2L, 22, and
23 December, has been postponed for one mombh,

MILITARY
In Menohuria, where CNi prospects for the coming winter look grim indeed,

& significent alrlift of two division of the New lst Army from Changehun to Mulkden
and the ailrlifi of vastly inferior, green replscements to Changehun suggests;

{a} that the CHA eontimues to hope the OCF will not seriously atiack the Manchurisn
capitel, or that, in the event of such atiack, the CNA could move sufficient lst
guality troops northrard in time to save the citys (b) that the OMA is preparing
o w;*i%ﬁ the Changehun-Kirin srea off in the face of superior CCF, conwidersd -
capable of taking theee sities at will, A CHA elalm that thoy have reopened

thelr MukdeneChangshun-Xirin salient wﬁxanﬂér does not include the rallrond aa

the CCF still holds Kungelmling and Chimtai, east of Changehun.
Approved For Release 2001/08/26 CIA- hDP79 01082A000100010043-2



In Ajpr dastp Rt -Floieabee2 0060 T26n QIA-ROREYNL) AANNSEAQ0 19043 Beuiohon,
Lin Pow-cheng in moving Nowtheast from Hankow, and Chen feng is moving south~
eust from the aress south of loyeng. These movements, if contimuied, mmlé
bring these three OCF commenders together in the Southesst Henan-Northwest
finhwi srea,

FATERNAL(BORDER REGIONS)
The thorny probleom of threatening rebellion in Sinkiang has been the sub-

Ject of discussion in Nanking in recent weels, Fresent for these discusaions
are Gen. Chang Chih~chung, Chinese Communder for the Nerthwest who advecatec a
coneilistory pollioy teward the Turld natives of Sinkisng. Ome of these Turkl
officials, & menmber of the State Councll, told the press on 23 Hovember that
the Governpent is considering the early holding of elsctione for a Sinkiang
provineial Uovernor. Thie would meet the 1IN group's domend for ramoval of the
present Rankingeeppointed Governor Meoud Sabrd and would rave the way for ree
newsl of negotlations betweon Chinoese suthorities and the Il gvoup, broken off
by the latter last sumer,

EXTIRNAL (IMRERKATIONAL RELATIONS)
Signifieght cvents in the fleld of Ghina's exbernal affaire for the past

week inelude: (1) Chinma ebotained in the ON Gemeral issembly vote to partition

Falestine, which was passed 33«13 with the US and the USSR in the majority,
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conférence to consider the Japshese peace tresty by suggesting a preliminary
conlerency in Jamury by the ?mv@ign Hinisters of the U3, USSR, UK and Chim to
be held in China, (3) Molotov, at the Conference of the Big Pour Foreign Ministers
in London considering the Cerman peace tresty, proposed that the Conference o

draft the German peace trecty ap well as Cermany's neighbors

and the states which took part in the common fight, (&) An afficial Chinece spokes-
mn apnouneced that China dntends to lay forsel elaim to twe hundred thousapd souare

klometsrs of "undemarcated? territory lying between Tnnnan lrovince and Burmie

The worsening of conditions in Chins is refiscted in the rise of black

sape rates by over 50% sinoe 15 Nev. reaching 150,000 to US $1.

Domestic prices, although rising at record rates, have failed to keep pece with the
blgek market exchange rate advance, probably dus to the added pressure against the
exchsnge rate sccompanying the flight of cepital frem Chime, Dispppointment of
hopes of greater US ald and bed militery news touched off thc present inflaticrary
wave which, however, is basically due $o the flcod of easy monoy sggravated hyl &
fall of confidence in the future outlook. Money is being sent abroad in growing
volume by persons, including officials, who fear not only financisl deterioration
but also the inoressing penetration of Compamists in Central Chine and possible

disorders mpréeeaistherdn Sbenerbennd e Taorboreros oo 033108499mf dence
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time is possible,
Foreign Trade: dccording to Customs figures Chinu's adverse foreign trade balanee

reached CNE 79 bdilfon in Sepi. 1947, with the valwe of isporis exceeding

sxports

by 270%. This is the highest unfaverable bazlancs for any meath since VeJ Day.
Publie Assets: On basis of fijures bytr. Young, finencizl adviser to the Chiness

fliovt., offlcisl gold and US dellare holdinge of the government banks totaled USP
a8l :ﬁ;lim as of 30 Sopt, In Dr. Young's opinion ths US£36 million decline in
Gentral Bank ﬁélhr and aterlﬁﬁgg ares currency holdings betwsen 30 dept, and 15
Nov. is a oonservative indication éz' this rate of declire in official balances
to ba expected in the futare, Atthis rate it is estimated that official exchange

agnets would be exdu

ated in the first half of 1948, possibly befere dpril.
U3 Ajd: DSEE0 =iliion as stopegap aid to cope with the economie~political crisis

in Chine was resommended by the House Committes on Fovelgn Affairs this weslky it

is not clear whebher this smount ic %o be part of or in addition to the US§300
million tenbatively indicated by Seoretary Marshall. Ceblez from Henking urgently
request inclusion of aid mlﬂﬁim in the emergency program of the speclal sesslon
of Congress with an official statement that aid to China is under active gonsidera-
tion, Fear of & complete breakdomm without early externsl aid and internal reform

has g;gri;:pod an increxsing number of Chirnese officials.
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§—>SEC‘1‘ION I. SUMARY OF FAR EAST TRENDS AND DEVELOFMERTS

The North Korzan elsctric powsr cut-off of 14 May will have an
embarassing, although not crippling, effect upon South Korea. The Soviet-
controlled North Koreans have the capability of aggravating this situation
by cutting off water supplies across the border. Future moves affecting
power and water supply will continue to be guided by the Soviet objactive
of foreing US withdrawal from Korea.

In China, opposition to Chiang Kai=shek is increasing at a time when
the Nationa) Covernment ,fd4ces mounting military efforts by the Chiness
Communists and growing economic deterioration. Chiang shows no disposition
to take effective msasures, and apparently is trying to counter his opposi-
tion by reliance upon old, trusted, but incompetent, political figures.

. The Philippins Government is curr'ent-ly attempbting to reach a poliﬁical
settlement with dissident groups; if successful, such attempts would mate~ .
rially increase stability in the Philippines. .

A new anti-Phiibul movement, led by high Army and Navy offic’ezﬂ'v's,: 1s

reportedly developing in Siam, but is not yet believed powerful enough to
threaten ths Government. S
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NOTEs In succeeding sections of thig Weekly, the following marginal nota-
tions are_ used: ) : : ' o

(1) An asterisk (#) — To indicate thet all or part of an
" item is based solely upon informstion from State's "S/S -
distribution" series. .

(2) "ar, "B%, or "C" = Importance, in B/FE's Opiniop,,of ‘
the item, with "A" representing the most important ones.
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Sale of Japanese rolling stock to Europe discouraged \/

The US Politieal Adviser in Tokyo hes replied to the State Departe ngw
ment's request for his comments on the possibility of Japanese rolling
stock manufacturing capacity being used for European nseds if Japan is
ocapable of producing equipment for a standard guage railroad (See B/FE‘
Weekly of 4 - 10 May,) The Adviser states that Japan has the capscity
to produce suoh equipment, but that it is not feasible for Japan to
export any sppreoiable quantities during the next fiftesn months because
(1) Japan itself is currently very short of rolling stook at a time
when it faoces heavy transportution meeds, and (2) during the next year,
Japan will be umable to produce more than about one~half of the 10,000
freight cars actually needed domestically besause of its lack of raw
materials, suoch as pig iron or iron ore, mangenese ore, magnesia clinker,
ooal, and possibly some types of lumber. In additlon, Japan has a
tentative commitment to the USSR for 310 freight cars,

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100010043-2
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JAPAN \/
Outcast leader rossible Communist convert. MATSUMOTO Jiichiro, wg"

widely recognized as the leader of the Eta (outcasts ), and vice-
president of the House of Councillors, is reportedly tecoming a
Japanese Communist Party (JCP) convert. Although the new Constitution
legally removes the discrimination to which the Eta have been subject
for centuries and they now have political equality, it would be naive
to expect the age~old social and economic discrimination to have been
completely discarded. NATSUMOTO, himself an outcast for the past two
and a half decades, has been the recognized champion of the downtrodden
Eta in thelir struggles for equality.

Tn the April 1347 general elections ATSU’OTO gained a seat in the
Upper House as a Social Democrat and the Eta as a class voted the Social
Democratic ticket. If he becomes a Communist, making a public avowal
of his conversion and requesting his people to follow, most of the Eta
would probably transfer their ballots to the JCP. The Japanese Govern-
ment estimatzs Eta numbers at ottle million while they themselves claim
three million. The JCP polled approximately one million votes in the
April 1947 general election and, since the addition of the Eta to their
ranks would be invaluable, the JCP has reportedly been making consistent
efforts to convert IMATSUMOTO to their doctrines. \J/

/

KOREA

Loss of North Korean power is causing hardship but not chaos in waAn
South Xorea at present. The stoppare will not immediately impalir
operation of South Korea's most essential services, but a sharp decrease
in already low industrial production will be inevitable. Plans are.in
effect which will permit contimuance of essential services and industries
through August but these involve partial reliance upon stand-by thermal
plants previously idle because of high operational cxpenses and lack of
an adequate quantity and quality of coal. foreover, the stepping-up
of hydro-electric generation involved in these plans can be effected
only during the summer months when rain will give the additional necessary
water supply. A severe rationing program and careful use of limited
coal stocks will permit South Korea to supply 607 of its current needs
of approxinately 100,000 kw. in June. After July bituminous coal imports
of 20,000 metric tons per month will be required to naintain the pro-
duction of 607 of requirements. The anticipated sumner rains will raise
- the figure to 80-90% during July and Augusts. It is to be noted, however,
that Chong P-ong, & hydro-electric plant now producing about 18,000 kw.
and which 1s now undergoing repairs in order to step-up its generation,
cannot be depended upon in the present emergency since it uses water
from north of the 38th parallel which can be turned off by the North
Koreans. North Forea also has the capability of cutting off water used
for irrigation purposes in South Korea with a resultant adverse effect
on South Korean agricultural areas adjacent-to the 38th parallel.

There 1s nothiﬁg to compel the Soviet authorities to restore the
power surply % South Korea, However, propaganda considerations could
induce them to make the cut-~off only temporary. If the power suprly is

Approved For Release 2001/08/28:; DP79-01082A000100010043-2
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restored, therefore, it will probably be accompanied by repeated
explanations that the cut~off was directed only against the US
occupation authorities and that sympathy with the plight of their
suffering countrymen prompted the North Koreans to reverse their
decision. Tt is apparent that the Kremlin is deternined to take
maximum advantage of the power situation as part of its presently-
indicated campaipgn to assure that US withdrawal from Korea will be
acconplished under the most embarrassing and chaotie circumstances.
The path will then be open for rapid North Korean conquest and con-
solidation of the South. Adoption of an "sll-Korean" Constitution by
the North Korean People's Council on 29 April marked the completion
of preparations for eventual annexation of South Korea. The presence
of US occupation forces is now the only factor frustrating implenenta~
tion of Soviet plans to dominate all of Korea.
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Incressing Opposition to Chienz Kai=-shek

There seeus to be no prospect that Chieng Kai-shek will introduce any "A"
reforms that might improve China’s present critical situstion and regaln
popular support for the National Government. The complexion of the National
Government appezrs to be unchenged by the governmental reorgenization now
teking place. Rather than introducing into the Government liberal person-
elities inclined toward positive action, Chiang Kal-shek is spparently &at=
tempting to balance the opposition voiced through Li Tsung-Jjen‘s aelection
to the Vice-Fresidency by maintaining in the top government positions
political figuree upon whom he has relied in the past, despite their ineffec-
tive records. .

The position of Vice=President hae little constitutionel power and
Chisng will probably try to keep Li Tsung-jen from assuming any authority.
1i, hovever, is following his progressive political cempaign by the formu-
lation of a reform program. Lits political advisor hes indicated that 1f
Chiang refuses to accept the plen, L1 will force the Generalissimo into the
background and takes over the leadership of the Government. Li%s movement
eppears to be gathering strength and s progream for positive rsform would
undoubtedly commend populer support.

Marshel 11 Chi-shen's Kuomintang Revolutionary Committee now operating
in Hong Kong alec gives indicationc of being an effective source of opposi=
tion, This group is reported to have definite plans for overihrowing the
Generelissimo and negotiating with the Communists for peasce. Marshel Id
reasons that eny government responsidle feor ending civil strife would be
essured immense populer support and that peece is necessary to stabilize
the country and prevent the spread of Communiem, It is rumored that Li Chi-
shen’s group is assocliated with the movement centering around L1 Tsung=Jen,
Their combined forces might be sble to force Chiang's withdrawel, which
they both desire, since, as long as Chiang shows no indications of taking
effective measures to hendle the presént crisis, the demand for new leader-
ship will increase, However, in any political upheaval the prccess of
disintegration will probably be accelerated at first and the initial advan-
tages will therefore accrue to the Chinese Communists.

The tepor of Chiang Kaieshekis regcent sppointments 1s indicated in the WC©
neming of en old reliable, Marshal Ku Chu-tung, to be Chief of Staff, succeed-
ing General Chen Cheng. Marshal Ku, who has been Chief of the Army Ground
Forces and concurrently commander of the Advance Headquarters at Hauchou,
is considered one of the most incompetent generals in the Natlonalist Army,
General Yu Han-mou, another of the Generalissimo's trusted but hardly
qualified reliables, succeeds Ku.

kil
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The return of Geners)l Roschin, new Soviet Ambassador to China, has "Br
aroused speculation as to whether the USSR will now adopt a more pozitive
policy than hitherto in Chinese affalrs. Thers hae been no Soviet Ambassador
&t Nanking since last June. General Roschin may renew talks with Chinese
officisls regarding a compromise settlement of the civil conflict, end 1t is
possible that he may offer Soviet mediation. In addition it is likely that
Roschin will undertake mediation of the current impasss in Sinkieng, and -
that this will be accepted by Ceneral Chang Chih-chung, top Chinese official
in thet province, FNo real progress has bsen made toward solving the dead-
lock in Sinkieng through the exchange of notes during the past eight monthe
between Gen., Chang Chihechung and the Ili Group. 4s minimum conditions for
& resumption of negotiations, the Chinese demand return of Il]l lesders to
Tihwa; the Ili Group demends dismiseal of Mesud S5adrl es provinclal Governor.
Neither side will agree to the condition demsnded by the octher. So far, the
exchange of notes has resulted only in keeping the eituation open to dis-
cussion, &nd in forestalling resumption of large-scale warfars, Soviet
mediation will probedly result in further Chinese concessions to the Ili
Group.

Finenciel Position Nationalist Chine. There appears to be little hops  "B"
within the government of arresting the Jeteriorating economy in the visibls

future. Among factors for this growing realization ares (1) effectiva US
aid 1s still monthe off, (2) prices are advencing much faster (almost
doubled during ths pest month) than the note lssue, (3) goverament revemues
are sald to be only 40% of expenditures, which now smount to CN $24 trillion
monthly; first half 1948 budget of CN $96 trillion is slready exceeded, and
(4) the discrepancy between the "open" and black-market exchange rates is
ruinous to the export trade.

25X1X
25X1X —ser!ous concern over the genersl economic and finen=

cial position of the government, and is considerably pessimistic over the
US ald program in relation thereto. He sald: (1) foreign exchange is com=
pletely exhausted except for working balances, and the Centrel Bank hes
been borrowing exchange from the Bank of China the past six weeks, (2)
April note issue increased 40 over March, while the budgetary c=ituation
is “completely out of hand", and (3) the ineptitude, indifference, foer,
and general low morale in high government circles heve become much worse
in the past three months. '

25X1X
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PHTILIPPINES

~nirino Government attempts to solve law ard order problem. The new "A"
"uirine administration, in a draretic effort to establish its power amd
prestige, has reversed the stern policy of the Roxas administration toward
diseident groups, The Government is currently negotiating for the surrender
"of Iuis Taruc, leader of the Hukbalahap, and his followers,and has’ e epared
an amnesty proclamation which the Philippine Congress reportedly is prepared
to accept, Although neither the terms of the surrender nor the provisions
of the amnesty are yst known and although serious obstacles could easily
develop, the negotiations thus far represent a sipnificant achievement,

Tf a surrender is necotiated which will effectively reduce the number of
firearms in eirculation and if a reasoable amesty is issued, substantial
progress toward stability in the Philippines can be anticipated,
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éSECTION III. DIGEST OF IVPORTANT STUDIXS AND BSTIMATES

Eeconomic Imnortance of llanchuria

Manchuria is almost unique among the areas of the Asiastic mainland "B"
in that, under existing conditions of technolopy and population density,
it possesses a ospacity to produce more then it consumes for current
purposes -- that is, a oapacity to oreate ocapital. In addition, Yanchuria
possesses an industrial plant which, despite Soviet removals, war destruo-
tion and deterioration, is valued at approximately US $2.5 billion. Under
fevorable ciroumstances this plant could be inoreased to US $6.5 billion
within a deocade, or four times as large as the total industrial plant in
China proper in 1936, and half the size of Jepan's 1936 industrial plant.

Manchuria is of little direot economic importence to the US in terms
of future trade possibilities. However, in terms of the future balance of
power in northeast Asia, Menchuria is of somewhat greater importance to
the US. Given a friendly China in control of Menchuria, US capital could
utilize the economio potential of that area to develop China into en
industrial power. On the other hand, Communist control of Manchuria would
complicate the problem of economic reccovery in Japsn and provide the USSR
with a trade weapon that could be used for political purposes in Asia,

In addition, the USSR would acquire lanchuria's large agricultural surpluses,
useful to the development of Eastern Siberime It is considered unlikely,
hovever, that the USSR could or would in the short-term future realize

upon the anchurian potential for industrial development,

(Thel/Sconomic Importance of Manchuria to the
United States, '

Dept. of State, OIR Report No. 4160,

23 January 1948, CONFIDEDITIAL -US Officials

only., Distributed in Anril 1948,)

|}
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Japan Peace Treaty 7 involved, |
T Soviet Goverament repiied to the Chivese note of Uecember 5 on

o e Javancse peace conference by interpreting the Pobsdam Azreement as
REVIATIONSmaling 5% mmndetory that the (il pvepare the Greaty and by maintaininag

o punctiatithe position that the Yoscow Ap rent of 1945 especially stibVlates
necessary, that the Far Bastern Commission vill nob concern itself with the seibie-
CFM, FEC, menbt of territorinl guestions, one of the importent constituents of any
USSR, etc peace sobblement with Jupan. Conocession to the other retions wihich

i are OKQ fought azaiust Javen is sllowed im the proposal thatb they migv;ht work omn

subcommittees and en informeticnsl consulietive conferevice gfFvupancse Error by
political parties have been spending a Aisproporbionate moumyintello
and vosal power in diecussing the Japarcse pecce (ox
political leaders have not only been expecting en carly peace treaty buh
also hoping that Japew wight be permitbed to be prasent at the peacs table.
The politicel strategy appesrs to be that the Cabinet sicning the treaty
will then be able to cleoim &llied support for its domestic policles.

(However, the intransigence of the USSR and the position teken by China “

make the Ffemsibility of a pesse treaty in the ncar fubure highly question-
lbleo)

Conirol c:f UK occupation forces in Japen )

Fffoctive 1 January 1948 control of the UK occupalion force in Japen
‘was Vested in the Australisn Govermment and Australian service chiefs. "The
Chiefs of Staff oormithtce, composed of representatives from the British,
Yew Zealand, and Indiun forces, will be dissolved, according to Acting
Minister for Defense Urakeford.

Possible Australian labor ban on arms to China
T fustralion halerside norlers? .mion i8 considering the imposition of
a ben on loading of arms for the Chinese Mebtionalist Government,

NOTE: As rule of thumb, any item involving 2 or more FAR EAST countries
ghould be sent to Intelligence Control for incorporatien into
GENERAL section,

’ \
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the Far lust, iike .urope, unite in the creution of ¢ Cordnforn,

[ Qeports fron dutionnlist circles ussert that Coummnist leaders

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100010043-2
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Lin liso unu 1i Id-sun have c¢pened negotictions with the USSR for exchanze
of Sovict erms for lianchurian coummodities.

Chiang Kai=-shelk, in his annual "Stute of the lution" ad.ress on
31 Lecember 1914,7, deseribed the present Communist rencce ss cowlng "as
much frow without as from within®, He declured that the ruiin iled forces
mist be urnihilated vdthin a yeur, but admitted it would tuke yeurs to
cleun up Cormnist remnunts,

wxternul iffairs

The Chincse irbascudor in iJosco. opposed o collective diplonutic
corps protest over the ne ruble exchunge rute ’ and refused, su Leun of the
Corps, to call a meeving vith 2 view touwrd riking such ¢ protest to the
Uoiil. The iritish inbussador then wireed to tuke the ini tia'biVe any w.s
assured of sujport irom the Us w.mosy.

L;o'scov.r's recent rudio blust urxdnst the uointungs and the new
Chinuse Constitulion reprosented the stronpest ettack yet mude on the Chi-
nese Governvent by an officizl l.oscow or_un, and, wccorfling to some sources
in lunking, reflects « change in luctics toigrd China on the part of the
Soviet Governient, Hitherto the Sovict—controllec press in Chine heis maine
tained necutrulity in comment on the Chinese civil iur, while the rudio und
press vithin ilussian boruers hus refrained from openly siding with the
Chinese Coammnists or directly wuttucking the Generalissimo,

The Soviet Consul at reliping huas denied the report by the Chief
of stuff of the Generulissiro's Teiping hewduyucrters alleging Soviet
gililury 2ia to the Chinesc Coirmnists. ‘'the Consul ulso repudi:zted the
recent story of & Soviet-Chinese Conrminist agreement for milituery aid,
and used the occusion Lo emphusize thut the USUR recopnies onl,,r the
Chinese Zlztional Government.

[General notes CN §26,400 billion; US $296,000 ,000; "from CN $84,000
et | oo

Finance Uinister G.Ke. Yui, in & regort to the [icsident Committee
of the reople's Folitieal Council on 3 January, stuted that the lletionzl
Governuent budjetury deficit wt the end of the yeur 1947 wus 206,400 villion «——
Chinuse dollars (or approxim:tely US“/.%%,UUO »U00 ut the off 1cL,.l "open
mrxet”" exchunge rute), He pointed out that Chinats forcign trude position
shoved sowe improvement in 1947 over previous jyeurs, but the unfuvoruble
oulunce of list yeur unounted to 4,270 killion Chinese dollars.

Currency. The US dollur on the Shan; hui Ll.ck m.rket reniined
fuirly steudy the past tuo iveeks, with money continuing tight in fuce of
the denwng for lunur e Yeur suttlenents., The 3 rale vas CN 152,000 on
2 Jumuury cowpired with 135,000 of & month ugo. fne "open® sulling rule
w%.s incrcused on 30 Lecerber from CN €4,000 to 9 ,000e——

.Frices, The reneral cost of living index for Lecember 1947
reached 68,200 compored with the tusic yeur 1936, an increuse of 22/ over

"
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Hoverver. For the period of 24 to <9 Locerber inelusive an ‘increcse of
2,7.. wi.s reported in gener:l index of sholes:le prices of wusic cousiouities ’
witis food unu building nateriuls muking the greatest suin,

Fereign Truce. .tejorts fronm Janlking on .7 Lecenber rewenl Lhit
the .tute Council hus «jrovea @ recsure to increase iryort cuties by 50:°
effective 1 Junuury, or ull cormodities except cotion » Tice, theut flour,
giesoline, kerosenc, une dicsel oil. This is wnother round in increcsing
WG etiar, revenus, wihich, if trends continue » Will be offset Ly inereused
expenditures becuuse of rising prices.

: Budget. The Stute Council is reporteu to Le stuaying o CN 90
trillon budget for the Uirst half of 1948 3 & hupge sun coupured .ith the
CN ¢.3 trillion sct up sor the 1947 budset,

Views on .icororic Conditions by Foreira iinister Lr, _ung Shih-chieh,
lr. ang reports thet tne Cabinetl fcels only = izeu currency cun inm—
prove the economic sitw.tion; thut militery expenditures cannot Le reduced
unG thut incrcused tusn:s wre ineffective wouinst consluntly deprecicting
currcucy. lie sgroes thut ctunzlizution of the curroner alone would be ine
sutticlent, und rust be cecoryenied by ade uate imgrovernents and reforns
in other fields. Cencerning US aila to Chinu, br, .ung hus reiscd no obe-
Jeclion to the inclusion of tiose reservutions included in uid plins now
in eifect or being prepured for i,urope‘.zér'n/t conment:) enercl unstuble

4

currency wru inflition wre results, noff the besic ecuse of Chinu's present
ecoaoric ills,) OK, "FE/P estimates, believes, etd, ™ for all
division opinions,"
Trunsportution: Hailrouds. According to reeunt inforui:tion the
railiay situztion Chinz vorsens in the face of continued Com.unist offensives,
Hetieen 50 and ()i of &ll rail lines ure now disrupted. The onl: linus which ’
huve consistontly remained open wre the Shenghaj-funkin® line, the Cantone- ‘
llunkow unu the line in Comnmnist territory from lLunchouli to Suifenho in
lanchuris. The railvay from Tientsin to Chinhuangtao wes open on 2 Jemary
attur hoving been aluost, constintly inopcrzuvle since 1. Leccnber » but further
breaks are expected. In wost cuses ties are burned unc rails wre removed
vhich Likes repuir almost injossible., No double=trackea lines Lre consis—
tently in service in Chinu since ruile from one line hove been removed to
reguir tlie other,

ULitis Fish Catches, The Government sppears reluctant to inter—
vene in the Shanghal fish noriet dispute over UlLii's afforts to increase
catches and bring priccs uovm in opposition to the fish monopoly iho wish
to reduce cutches wna keep jrices up, The question is just how fur 1ill
the governuent go in tucking the poverful vested f ishing interests,

(ito Fu/t vicekly 22 Lecember 1947).
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The Siemese provisional government lest week proclaimed the repeal,
by Royal decree, of the emergency powers held by the Army since 20 Nov 47.
These emergency powers had enabled the militery to meke legel house-
searches and arrests in order to insure the preservetion of peace and ordor
and to forestall possible counter-coup sctivitiess The snnounced reasons
for the repcal of these powers vere that the present regimeo is now free
from attack, that peace and order is established, and that the Police Force
18 ocapable of hendlinz the present situation,

# /t draneh feels that this proolamation was issued probebly for
ol ther or both of two objecctives: {a) to remcve grounds for opposition
chayres that the Army hss too wuch power and is ina position to control
the elections at the end of January, and (b) to win foreign recognition
by oreating an aura of responsibility and tranquility ebout Siam and the
present regime, If the latter objeotive is achieved, the oppositiom
groups, in attempting to stage a foroeful oomeback, would be placsed in the
role of rebelling apainst a stable and duly recogniged(Fdvermment. As the
situation exists at present, a successful return to power \y the opposition
would pegate the guestiom of recopnition since foreign recofuition of the
Themrong Government continues.

BURMA
vy

Burma became o sovereign independent republie, known as the Union of
Burma, on 4 January at the precise moment ordained by oertain Buddhist
astrologers, after some disagreement, to be the most auspilcious for
Burma's future. Burma enters into independence with the most honest

Cj%vernment in its history, enjoying the support and assistance of the UK,

but nevertheless beset with several diff'igult problems. The me jor problem
is the establishment of a strong centra vornment aad effective admine-
istration under a constitution, the provisions of which permit the formation
of almost any type ofngvernmenta The realization of anything approaching
good(?}vernment depends, to a large degree, upon the continued internal
oohesion of the Anti-Fasoist learue, the dominant political organigation in
Burma. Friotion within the AFL has been reported on geveral occasions since
Aung San’s death, and its disintegration would lead to chaos throughout the
ocountry. The development of effective administration is handicapped by the
shortage of qualified administrators which will continue es long as Burma's

_educational system continues to deteriorate, lawlessness is still rempant

and unchecked in various parts of the country, often instigated by dissident
personalities and politiocel factions - notably the Commuaists., HMinorities,
both foreign and indigenous, pose another serious problen. Although most
of these ethnic groups have made an uneasy truce with the predominantly
Burmese Government and have accepted the comstitutionm, tension continues,

particularly among the Karens.

»>Suggest "with the Government (whioh is predominantly Burmese )"

apehiieesas

—
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Eoonomioally, the country has made slow but steedy vrogress towards
rehabilitation, excopt in arees most affeoted by lawlassness, and is
now almost able to pay its own wey vith reocipts received lergely from
the export of rice. The Govornmsnt's polioy, avoredly leftist, is the
socialiration of lond and industry. Despite considerable talk of drastic
measures, it appears that sosialigation vill be carried out eradually,
logally, and by the payment of compeusation for expropristed property.

It is essential therofore that the AFL, whloh sponsors the current
Govermment, maintain its present anity ard intesrity at least for the
poxt two years, if Burma is to tcoome on cuonomically and politioally
stable nation responsible for its jnternal tranquility nod international
reputatiano ‘

AUSTRALIA
TED,

3,

-

FIC nepotiations with Australisn Govermment. The US Foreign liquid-
dation Commission represenbaﬁve, Svdney, Fes reportzd thet the Australian

Suggest Zemonuenlil Covernment rogussts imprcdinte ocoupency and use of US Favy
avolding fasilities in the Manus area. A reprosentative ol the Commonwealth Governs °
use of menk cipects the purchese vries to ha a taken figure withouts regard for

 variations ip criginel imvestment. The FIO rarresentative raports further that he
thet might .s Lesn meuosessful in oblaining favorable Australian reaction Go a one-
confuse quicky rcel deal invoilviag Mow Tulumea $netollatiang , Britisn tend-leuvse BUrplus
uninformed .3 Iumus. The € rmon oTLD TR ~emt madmtadng thnh any suoh deal ls &
reader., fovor to the TS and mas imdaentad that it is prepared o exert aay swans
necossary to settle on its owm terms, oJurrently the Wustraliamyd YT
has indicated an intention to withdrew any interest in 'mnus if bterms are
not acoepted, in which case it may publiocly cite the "ymreasonable® US
domands as meking its plans for lianus impossible., vhile recognizing the
political advantage of acoeding to their reguest regevding lanus, the FIC
reprcaentative has recommended thet a price be set on & take-1t~or=leave="

4t basis.

Good-will mission to India. A% the request of the Indian Govermmert,
_____ Australia 15 sonding a solentilic good-will missioa to Indla ‘which' is
- i expeoted to arrive in January. Its functicn is to report on scientifio

1 developments in Australia and the application of soicace to naturel resourcec.
It is probable that the use of atomic onergy will be ons of the topics of
disoussion. The importance of the mission is jndicated by the oaliber of men
composing it, most of whom are leaders in the fields of Physics, Industriel
Chemistry, Agricultural research, and Bleotrical Bnginecring.

Economio. An interesting effect of the doller shortage ig the impetus
given to Australia's export trade end manufacturing industry. Increaseé
production at lower costs is necessary to emable Australia to compete in
the dollar market, the Government is considering restrictions on home

v oonsumption in order to take advantage of export opportunities.
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AUSTRALIA
—————

secoox 7 R RRELA

Domestic prices arc expeotod to rise somevhat in 1948, “he 40
hour work weck, (instituted 1 Jarnmary), the ebolition of federal
subaidies, and tho rise in ovarseas Drioos ara coptribvting factors.

Mili . Plans for the postesar Air Force emviscre maintenance
of £1ve squacdrons oomprising 4,000 repulaxr ol'ficers end men together
with 2,000 non~regular personnel, Total 0o0s% vhen the rorce is fully
established is estimated at 4,500,000 pounds a year. The vplan has been
approved by the Defense Counoil and epablins lerislation is now being

pre .
PHILIPPINES
..“QsA.;'ye. ‘3#’! - :

Pecetivution of ihilipidne Constebulury. of consicuruile icpor—
tunce, In vicw of contimuod reporte of joussible iwjor disturtunces in
the thilijpines, ks Leon the peactivotion of the hkilippire Conste=
ml.ry on 1 Jupuur, oS schedulea iith tlie fornwr Chief of the Tilitery
jolice Comind, ris. Gon. luriino G.LiLnedi, &8 its howd, hile it
is not nov consicureé likely that Cocionece vill o irvolved in oy
overt move o -inst the Loaes cdministrolion it s ween sstablished
gt i siron: fcoling of rutucl distrusy oxicte wth.cen Iresicent oxas
anG Costuncuc. ‘Thic situction toms to wailen iresicent oot CUALILY
10 cexl offcetively vith the jroblew of 1y wng orcer % & Limc vhen
Cicsident cleawents conbinue to thretten ng will jrousily resull 4n
rother odroit siifting of tor pcrsonncl in voth tie Constusulry und
Am.eG Farees.
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