’

L 3
E=y
&
Nty o—————-

Approved For Release 2001/08/28™CIA-RDP79-01082A000100020008-0 é% ‘

e corr w0 1

FAR BAST/PACIFIC 8PavCH
OFFICH OF REPCRTS AKD 28 THATES

CEWTRAL INTELLIGENGE ACENCY

WORKING PAPER

FOTICE: This document is s werking paver, NOT an
official CIA issumnce, &2d has not necmesarily
baen coordinated with other ORT nroducing comporie
ents, It represents curvent thinking by one groun
of specielists in CIA, and is Jdesigned for useby
cthers engaged on similar or overlenping studies,
The opinions expressed hasrein mey be revised belor:
final and official publisetion. It ig intended
golely for the information of the sddresses and
not for further disseminction, :

P A »“':“3.“:%"?
. e, j

DOCUMENTNO. ————

4 $5. (J
. . NO CHANGE IN CLA
25X1A COPY FOR . NECLASSIFIED

CLASS. CHANGED TC: s s@ m
NEXT REVIEWY DATE: e emm a !
Chief, B/FE . HR 70,
| il K REVIEWER: 372044 ,i

PATE

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100020008-0



Approved For Release 2001/08/26 : CIA-RDP79-01082A000100020008-0

OFFICE OF REPORTS AND BSTIMATES, CIA
FAR EAST/PACIFIC BRANCH

INTELLIGENCE HIGHLIGHTS NO. 53
25 May ~ 51 May 1949

SECTION Y. SUMIARY OF FAR BAST TREVDS AKD DEVELOPMERTS

While the USSR proposal of Japaness peace treaty dlacusaion before
the CFM offers ammunition to the Japeness Communist Perty, the reastion
of conservative Japanese sloments has bean unfavorsble (p. 2).

The puppet regime of northern Horea. » Playing on Republicen fears of
the growing power of Communism in Asia, is sponsoring & "unifiomtion”
drive, Thus far, response from southern Korea is limited (p. 2).

Some five wmseks after the initial Yangbze orossings, the Chinese
Communista have orcwned their congquest of the valley with the capture
of ‘Shanghai. PFailure to destroy Nationalist forces in the area, how-
ever, hag kept their victory from being complete (p. 3} lMeanwhile,
the escaping Nationslist defenders have scorched or removed many of

' the valley's port and %ransportation facilities (p. 4).

A difference of opinion between the French and Bao Dai's Vietnamese
gupportere rogardinz implementation of French epgreements with the ex~
Emperor may delay establishment of the provisional government (p. 6).

Jose laurel, Vacionmlista candidate for presidency of the Philippine
Republic, has outlined his intended campaipn platform (p. 7).

25X1C

The marginal notations used in susoeading sections of thig Veekly
("A", "B", or "C") indicete the importmnce of the items in £/¥E opinion
with "A" reprecsenting the most important.,
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SECTION IX. DEVELOPMENTS I¥ SPECIFIED AREAS

GEWERAL

KOREA

Northern regime promotes "unification" front--0On 17 May, Redio Pyongyung  *B%
broedesst & preposal from various scuthern Roresn political and socisl

groups for a joint North~South conferensce of politicel groups for he

purpose of promoting unification of Xores. The proposed me:ting wes

- held subsequently in Pyongyang on 25 llay and officers were .amed to

draw up a progrem for the preparation of an insugural convention of the
"Democratis Front for the Attaimment of Unificetion for the Fatherland,”

This program 1s to be submitted to the second meeting of the preparatory
commi ttee early in June.

Following the completion of US troop withdrawal from soubhern Forea
during the next few weeks, the pressure of riging Commmnist power in
Asia will be increasingly felt by the leaders of the Korern Hepublic,
The northern puppet regime may well be anticipating an insreased wille
inpness on the part of southern politicians to meke their peace with
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with the north through the convenient instrument of a “unification
front," This latest Communist-sponsored fron' movement is probably
designed as an opportunistic vehiele for southern Koreans who may
wish %o beoard the northern Korssn bandwagon. At present, the move-
ment is reosiving support in southern Korem onlv fronm the undereround
Communist front organizetions. Both Kim Koo snd Kim Kiusio, who

went to Pyongyeng in 1948, have igsued statements charscterizing

it az a Communist fraud,

CHITA

Military Situation--With the occupation of Shanghai on 25-26 May, wan
the Chinese Commumiste sompleted their current offensive in the

Yangtze valley. Within 36 days after initisl crossings, they cccu-

pied Nanking, Hangchow, Hankow, Nanchang and Shanghai, thus securing

all of the valley's large clties with the single exception of Changsha.

The Communists failed in another major objective, however; they were
unable to neutralize the Nationalist forces defending the valley,

Shanghali: After being delajyed temporarily by an unexpected Netionalist
defense in the northern section of Shanghai, the Communists outfianked the
lightly~held Government positions rorth of Soochow ereek, forced their
capitulation end completed the ocoupation of Shanghai, Mgenwhile, other
Communist units drove west moross the mouth of the Whangpoo River to
ocoupy Voosung and cubt the Nationalist retreat route. This move came
too late, however, to prevent the escape of large numbers of Hationalist
troops, who joined the Nationalist ewmouation flest moving south townrd
Taiwan and Fukien, after destroying military supplies and installetions,

South Chinas PAL Chung-hsi, who was net subjected to e direct atteock
et Tankow, was able to move almost his entire force south from the Tange
tze towerds Ewengsi, his home provimce. The Cormmmiste continued to
fnlow cautiously in his weke, but so slowly that it appeasred PAI wo.ld
reach defensive positions near the bordaer of Evengsi before they overtouok
him. PAI is expected to Pight in defense of his native province when the
Communists finelly move into position to attack. FPurther eagt, Communist
General LIU Po-cheng's troops wers quiescent in southern Kiangei and
northerwestern Fukien for a second week., Netionalist c¢laims that they
had reocccupied Nanping, 85 miles upriver from Foochow in Fukien were
countered by Communist accounts of succesees further to the north where
Ningpo, en old treaty port in Chekiang, was reported taken.
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Horthwest China: Despite conflioting reports, it now appears that
the Communists have, in fact, ocoupiad Sian, the ocapital of Bhensl, end
that the Nationalist troops of WU Tsung-nen have withdrawn southward.

& Peiping rogport states that PENG Toh-huai will be joined bty WIEH Junp=-
ohen i1n an offensive in this area, It iz as yot unclear whather the
eventual direction of this strenpthened Copmunist force will be soubh
to Sgechwan or west into Kaneu,

Metionalist Demolitions:--Not since the Soviet seck of lanchuria has "B
China suf’ered war damage a6 exbens ve ar that of the past Tortnight
in the Yangtze waller, Retreating Febtionaliste destroyed or removed
pert and transportation fecilities as well as river and ocewcn shiopplri.
Thy scorched the largest shipyard in the Far East, Kiangnan dookyard
~in Shenghal. Warehouses, warves and cile-gtorare %anks in lower Poobung
were also demaged by shell fire,

The destruction inflicbed on the Nauking reilroad station and sdjoin-
ing plers and ehipe in the latter part of April wes the first indication
that the Nationalists would not abenden the Yangtze area in the sane qguist
manner as in North China and Manchurie. On 16 May, the port of Henkosr
was reportedly orippled by the destruotion of most of its fasilities
when 24 vesscels wers soubttled in the hasbor.

Shanghal, however, suffersd the most, Degtruction of tho Kliangnan
dookyard, on 22 Mey, eliminated facilities vapable of building zome
100,000 tons of shipping u year end repairing hundreds of small vessels,
Many shipes in the Whangpoo Kiver were burned, scuttled or cast adrilt
by the Mationalisht defenders. In addition, the Nationelists reportedly
destroyed military installations at arnd around the Kisrgwen zirfield as
- well as shipping facilitiecs at Woosung, near the mouth of tho Whangpoo.

The Wetionnlists ceemed primarily interested in preventing the Communists
from inheriting intact the exbensive shipping, port fecilitice and milie
tary supplies in the Yangtzie ares and little effort was made to destroy
large ractories und utilities,

Looal ocurrencies to replace G, Y. ~-~The variety of currency in nonw VR
Communint China today reflects the fragmentation of the economy that heg
followed the disintesration of centrsl suthority. Since the gold yuan

hes become almost valueless, lncal areas have been left withoud as ede-
quate medium of exchange and are now teking upon themselves “he taek of
ereating a new ciroulating medium, If the present trend of owvents
continues, each non~Communist provines will have its own monstery unit

and tracde between provinces will be handicapped both by the lack of urd~
form currency and by provincial efforts to meintsin the velus of loeal
currency by prohibiting the export of specie,

Do cand
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In the southwest, delegates from Szechwan, Sikang, Xweichow. and
Tunnan are meeting to oonsider plans for political and econcmio auto-
nomy. Plans for exclusion of the gold yuan, estublishment of & joint
treasury for the aree and issuance of a silver certificate currency

have been disousaed,

Meamwhile, as a temporary measure, individual municipalities are
- contemplating issuance of local surrency. In Chungking, the mayor is
backing a plan for the munioipal barnk to issue silver notes against
deposits of silver, In Foochow, the Chamber of Commerce is reported
te have issued a local csurrency with silver backing,

In Sinkiang, silver has been replacing depreciated paper currencies.
Baceuse of its soarcity, however, silver alone docs not provide the pro-
vince with an adequate clrculating medium and the banks have supplemented
the ciroulation of silver by issue of silver notes, purportedly redeemable
in specie on demand. To prevent a drain of specie from the provinve, o
ban has been imposed on the export of silver, To the extent that this ban

oan be naintained, trade between Sinkiang end other regions will tend to
fall into a barter pattern. ,

It is unlikely that provincial and mmnicipal silver notes cen long
olrculete at face walue. The banks do not have large enough silver reserves
- %0 provide the basis for any considerable circulation of paper money. IThe
inability to muster sufficient reserves derives from two factors; first,
the scaroity of the metal in the provinces and second, the extraordinarily
high reserve ratios which are now neoessary if the paper ourrency is to
maintain its fece value. In faot, with the prosent low ebb of oconfidence
in the stebility end security of looal government, it is doubtful that a
reserve ratio of much less than 100 percent would be adequate to maintain
the face value of such ourrenoy.

NEWS NOTES

Cabinet falls-<Resignation of HO Ying=-chin and the attempt ag appointment
0 eng, oolorless Kuomintang elder, as HO's successor mark s further
weakening of the Natioualist political structure, Although HO may remain
as minister of National Defense, his resignation as Premicr evidences his
unwillingness to continue at the head of « hopelessly feseble and divided
administration. Nomination of seventy-two-year-old CHU, former President
of the Judioial Yuan, indicates virtual exhaustion of Acting President
LIfs political resources. YMeanwhile, right-wing Kuonmintang ieaders con-
tinue their efforts to restore CHIANG Kei-shek to open control of the
Fational Government, possibly through creation of a new policy-making
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body whioh might give some appearance of Kuomintang unity. CHIANG
still remeins somewhere in the Taiwen~Foochow-Amoy district, however,
apparently awaiting the further loss of pregtige which LI's repgime
will suffer when it flees Canton, At that time, CHTANG may heed  the
pleas of his olosest associates and resume preslidency of whatever
remaing of the Nationalist regime.

USER curtails activities-~During the pest weekend, the Soviet Consulate
in Shanghal was olosed, sctivities of the Shanghal office of the offi-
cial Tass News Agenoy wers suspended and Ambassedor Rosohin, only top
divlomat to follow the National Govermment to Canton, departed for Huug
" Kerp en route 4o the USSR,

INDOCHI YA

Division over Auricl-Bao Dal agreements—-A confliot of opinion has "B®
arisen between offioclals of the Freroh Oversvaz Ministry end the Viet-
nemese who are supporting Pao Dai as to ratification of the 8 larch
Aurlol-Dao Dai agreemente by the French Goverrment. According to the
Vietnariese Governor of Tonkin, Bao Dai will remain officlalily inactive
until after formal French approval of the agreenents, an action whieh
the Vietnamese anticipate at an early date. In contrast, of'ficials of
the Cverseas Ministry in Paris have indicated thet the agreements will
not be submitted to the French Assembly for approval, but will serve
instead us the basis for negotiation of & formal treaty.

The French timetable for implementation of the Bao Dai axperinent
is based on the theory that the ex=Empercr did not sign the agreerents
&8 & chlef of state but merely as the "most representative element of
Vietnam." Thus, offivials ir Paris do not wish to "impose" these “in-
formal® aocorde upon Vietnam before a "freely-slected" government has
been established. Instead, they wish Baoc Del to create a “"provisional
government” which will cperate until the formation of the French-
envisioned "popular® govermment, At that time, consideration will be
given tc a permenent treaty incorporating the Juns 1948 Bais dfAlong
paot, the 8 March agreements and supplementary conventions treating
with detaila. The target date for compietion of this treaty is 31
Dacember 1948, It i3 stressed that France considers an enlargement of
its 8 lMarch concessions a distinet possiblli ty,

Letest reports from Seo Dai's secretariat indicate he will anrounce
a small provisional cabinet soon efter finel French Assembly approvel
of & bill permitting wnification of Gochinchine with Tonkin and Annam.
However, Bao Dei's plens seem to be based on the expeotetion of early
ratification of the 8 March pact as weli, They mey possibly bae deferred
indefinitely when it becomes apparent to him that the Prench schedule
doee not include this ratification,
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PHILIPPINES
¥acioneliste platform to be dictated by Laurel-Shortly after his s:lec- Rt

¥ion o5 the Necionaliste Party nominee for rresident, Jose Laurel sicted
that his personal ideas would form the basis of the Party’s platform.

‘Iq a press statement issued on 23 May, the day after his nomination,

Laurel defined these "personal idzes." He again denled that he was
anti-U8 and stated the® he favored continuation of friendly US-Philippine
relations on & basris of mutual advantage and reciprocity. However; he
insisted that certein agreements (presumsbly militery and trade tresties)
ghould be revised. Laurel hinted that Philippine foreign policy would be
nationalistic with greater emphasis on reletions with Asian countriesa

In considering internal policy, he specified the economic eituation
as the most Smportant problem and warned that the Philippines may face
a gevere coonomic orisis within the nexit five years unless "radical
remediss are emphatically applied." Laurel attacked Quirino's poliey
regarding the Huks and said the problem should be more carefully studied
and whatever policy adopted should be "relentlessly implemented to the
bitter end," le said his administration would concern itself with the
welfare of the comnon people and include more liberal planz for the dis-
position of public agricultural lands.

The ineffective legislative session, which coneluded on 20 May with-
out aotion on any mejor issues, as well as the record of political bicksring
within the Quirino edministration has riven Laurel the oppertunity to
develop an effeotive platform during the coming months, Prospects for
Nacionaligta success in the November elactions, moreover, are strengthened
by the centinuing split in the mejority Liberal Parky.
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