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

INTELLIGENCE HIGHLIGHTS NO. §7
22 Junes -~ 28 June 1949

SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS

While French and Indochinsse resotion to the US statement in
support of Vietnam has been mostly favorabls, as was expected, the
lack of response from other Asian areas rocflects the general doubt
felt rerarding t.oth French intentions snd Beo Dai's chances of
success (p. 2).

Jananese Communist stratepy appears to be inoreassingly agpressive
and the JOP's autumn "offensive" may well be marked by violence (po 3).

The arrest of amlleged Communist-sympathizers among Republisan
Aggemblymen in ¥orea is expected to result in a test of President
Rhee's strength when the Assembly reconvenes on 1 July {(p. 4).

The National Government's "blockade™ of Shanghal threstens that
major Chinese port with industrial paralysis (p. S). Meanwhile labor
aritation among the emplovees of foreign firms in that city apnears
to be without the support of Communist administration authorities (p.&).

Recent Burmese Government moves towards batter relations with the
West have received the aoquiescence, if not hearty apnrowval, of the
Socialiste who constitute a majority in Parliament (p- 8).

Progressive steps towards a sclution of the problems in Indonesia
sgem to be continuing smoothly, with Republiocan restoration %o Jog-
jakarta as the next move scheduled (p. 9)e

The Australian Lebor Government is froing a major political and
economic crisis as a result of a severe mid-winter coal ghortare,
capped this week by a strike on the part of 24,000 miners (p. 9).

The marginal notations used in sucoceding sections of this ileckly
("A", "B, "C") indicate the inportance of the items in B/FE opinion
with "A" representing the most i~portant.
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SECTION ITI. DEVELOPMENTS IN SPECIFIED AREAS

GRLERAL

Resotion to the US statement on Vietnam--The Department of State's 21 naAM

June press release approving the new unified state of Vietnam recently
ustablished by Emperor Bao Dai has received 1little support or putlicity
outside of France and Indochine. In both Hanol and Ssipon, favorable
full coverare was given, with the exreption of one anti-US French journal
in Saigon. French High Commissloner Pipgnon stated in response that "it
is comforting for us to know that this preat country understands our
censons end intentions.” The influential editor of "Echo du Vietrsm",
nimself apparently slated for a Bac Dal cabinet post, deduced that the
US approval meant recormition of the future povernment, support of Viet-
~am's admission to the UN, and a favorable future attitude towards the
axshanpge of ambsassadors batween the US end Vietnem, The editor predicths
a brillient and prosvercus future for & unified and #j ndependent”
Vietnam, “over whose oradle the US leans vith friendly sympathy." Baoc
Dai's spokesmen, Prince Buu Loo, expressed thanks %o the US Goverrment
Por the inbterest shown in the new unified state and indicated that Beo
Dai found real encourarement in the support from the US, As yet there
has been no comment on the statement from the Ho Chi Minhecontrolled
areas of Vietnam.

The statement was riven wids press publicity in Paris, whers it wasg
interpreted as not only faverings Bac Dai apainst Ho Chi Minh but az the
first US endorsement of French policy in Indochina in four years.

11 sontrast to this favaorable reception in both Indoohina and Peris,
jgsuance of the US staterment attracted practioally nc attention in Great
Biitain, where only the !anchester Guardian carrvied a short news dispatoh
from Washington, Thers has been no sditorial comment on the subject and
the news section of the Foreign Office has issued no statement of any kind.
I India, the press pave very little attention %o the statement and wo far
the Indian Governmment haz made no comment,

The Burmese, Thai, end Fhilippine Governments have thus far expressed
ne opinion on the question of US support for Bao Dai., While this cautious
ettitude by Far Eastern countries was anticipated, the roneral lack of
spproval for the US position obviously does nok improve Baoc Dal's charces
for sucoess. This international reaction is an indication of the wide~
spread lask of faith in both French intentions and the Bao Dai experiment,
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Comrunist policy now favaors violence--Japan Communist Party (JCP) astratepw, "R®
based on the concept of “peacelul revolution” since the 1947 party coneress,
apnrcars to have been altered recently in favor of viclence., A recernt

Polithuro directive stated "411 struerles are now neaningless unless they

are strugrles apainst the repime in power." “Esch strugple," said the
directive, "will emphasize that the choice is between & democratic people‘s
povernment {in other worde, seizure of power by the people) and annihilation,"®

In the lirht of this directive, statements during the last fortnirht
by two JCF leaders are of interest, MNOZAKA Sanzo, second=-ranking Jananssc
Communist, has expressed confidence that the Yoshida Cabinet will collapse
this sunrer because of intensified labeor offernsives and economic difficul ties,
while JCP Secretary-General TOKIDA Kyuichi has demanded Communist parsicipea-
tion in the "democratic" coalition Cabinet that he claims will succeed the
Yoshida rovernment, :

ICP efforts to entice the Socimlists inte "demoeratic racial front"
actior has not been successful to date excernt under isolated and local
conditions. Althoupgh the mass firings, provided for by the U8 esunomic
gtabilization program, may put the Socialists betwsen the upnper and nether
millstones of Covernment rolicy and Labor-JCP preasure and force Socialist
action parallel to the JCP, the "democratic" comlition rovernment, envi-
sioned by TOKUDA, is by no means an immediate prospect,

It may be expected that coming Communist "strugple" activities will
entail considersbly more violence than has been the case during ths last
18«20 months., It ie anticipated, however, that the JCF will not nush its
autunn "offensive" to such extents as to risk strong suppressive sction by
Occupation forces. The JUP's demand for an "early" peace treaty, with its
implied evacuation of US Ocecupation forces, may therefore be considered
from two viewpoints., Besides having wide popular apreal, since most
Japunese believe thet a peace treaty is a mapic panaces for all present

rational ills, such an action would remove the major obstacly to JCP
violence,

Exports in Serious Slump--A 507 Crop in new exnort contrasis since April o
lg causing serions concern in Japan. At s time when the effects of aco-

nonic retrenchment as a result of the US-sponsored nine=point eeonomio
rebelilita*tion prorram are already severe, the implications of reduced

foreirn trade are extensive,
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Various factors are contributing to the slump. The establishment
of 2 single exchange rate last April caused many foreipgn buyers either
to cancel contracts or to "wait and see", in the hope that prices of '
Inpanese exports favored by the exchange rate would be reduced. Japaness
manufacturers who were not favored by the new rate, in turn, have fovused
their attentions 4o domestic rather than export markets. Depresssd world
prices, recant import restrictions by dollar-short countries, unsettled
political conditions in Southeast Asia, rumors of sterlinpg dewvaluation
and insreased competition from the reviving ERP counitries are also con-
trituting fauotors.

Japan's fiscal 1949-50 export goal is set at $611 million. Exports
under much more favorable conditions during the last fisocal year cams to
rowpkly $400 million. Hence, unless ex*ternul political and economic con-
ditions improve, Japan is destined to face even more stringent austerity
than had been anticipated ae a result of the US rehabilitation prorranm.
Dacrecsed foreipn trade, together with increased unemployment and weakened
recovery prospeots will provide additional sources of insecuritiy and dis-
content in Japan which the JCP can exploit in the autumn "offensive".

KORTA

Vice~chair-an of National Assembly arreeted--Xim Yak Soo, vice~Chairman sn"
5f the Republic's National Assembly was arrested by Seoul police on 25

June. With his arrest,it appears that the round-up of Assemblymen allegedly
cooperating with the Communiste hes been completed for the time being.
President Rhee conbtends that the police have evidence linking Kim Yak Soo

ard his followers with northern Korean Communist agents and he says the
arrests wore necessary to nip Communist plots in the bud. Assemblymen

may feel, however, that Rhee is simply attempting to break Kim's organlied
Assembly opposition ito the Govermment, which has developed suflicient

strength to threaten Rhee's power seriously.

The arrest of 10 Assemblymen, including the viee-speaker, within a
periad of e few weeks can be expected to precipitate another severe crisis
in Assembly-Exeocutive relations. The first test will come when the Assembly
convenes for u special session on 1 July. If Rhes is sble to vonvince the
Aegenmbly that he has & real csse against Kim Yak Soo, the inevitable motion
to release the arrested men for the duration of the speclal sesslon may bs
defeated, allowing Rhee to emerge in a strong position, with much of his
sffective onposition silenced., 1f iHthee lozes on this first test, however,
the Assembly may then proceed to take drastic action to curtail the Presi-
dent®s poNgTs.
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Kim Koo Assassinated--The former Prosident of the Provisional Korean wen
Tovernment in China, Kim Koo, an almost legendary figure in Korea for

his acts of terrorism apainst the Japanese, was shot to death in his

home in Seoul on 26 June, It appears that Kim was essassinated by a

member of his own Korsan Independencs Party, one Lieutenant An Dulila

‘he motive is obscure, but the killing probably arose from differznces

of opinion within Kim Koo's own following as to the proper polisy to~

ward unification and support of the Republic of Korea.

¥Kim ¥oo, who alienated much of his populer fcollowing through sug-
pucted complicity in the assassination of rightist politicien Chang
Duk Soo in Deoember 1947, lost additional supnort from close followers
by his refussl to support the rsovernment of the Republio of Korea. Kim
red meintained that the establishment of the Republic only served to
prolong tha division of Korea. Even after the fiasco of his trip to
the northern puppet capital of Pyongyang in the spring of 1948, he main-
teined that unification must be achieved by sincere consulation of leaders
from north and south., It is possible that Kim dreamed of a military covp,
using his followers in the Republic’s Army to gain power in the mouth as
a preliminary step toward unification, and that his killing wes the result
of Lt. An'e objection %to such an attempt.

Kim's assassination could resnlt in violent reprisals against nembers
of the Republic?!s povermment if there were any nint that Rhee or other
officials were implicated. The "national funeral® ordered by the Cabinet
for ¥im mavy be the occasion for some demonstrations against the povernmment.
1t avperrs, however, that Fhee is in the slear and, in the long run, Kim's
death may serve to unify the Republic further in its stend arainet Communisgt
Pressure.

CITI NA

Shanghai fecee paralysis--As a result of Netionallst navael and eir activity, A"
ag well as & rumor that the entrance bto the Yangtee River had been. mined,
foreipn shipping activities in Shanrhai have come to a virtual halt. The
Nationalists, cbserving that "hysteria" over the slleped mining had effect-
ively closed the port of Shanghal, evidently s tumbled on a lepally "sorrect”
method of strangling Shanghei witheut instituting an of'icial bloskade.

The Canton Government announced all ports from ¥ooshow north to Manchuris

/asm”‘
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would be "temporarily closed" to foreign air end sea traffice.

¥hile the Nationalists are incapable of effectively blockading
the entire "closed" area, their naval and air forces are adequate
for limited patrol action and nrobebly will be able to isolaete Shanrhal
effectively. Few forelgn vegsels are likely to risk the danger of
entering the port under threat of Nationalist attack and the Communists
themselves posssss few vessels cansble of runninp the "blockade." Six
American ships already have droppned Shanghai as a vor: of call and all
fareipn vessels in port left before Canton's arnounced closure deudline.
Excert for some avaricious Honp Kong shippers who will run blockades
for anvone, as well as & few small Communlist vessels, the port of Shanpghal
proba®ly will remain closed for some tire.

Althourh the Communists can supnrly Shanpghal with enough food for its
6,000,000 people, an effective blockade of the port will seriously reduce
the output of the oity's industries witnhin a month. Shanphai's fuel
impor ss=~normally 125,000 tons of voal and 35,000 tons of fuel o0ll per
month--will be suspended except for an inadequate trickle of inland coal.
This will force uvilities to curtail their services or close down.
Chemicals, rubber, metal and other raw materials vital to Shanpghails
industries, moreover, are not available far domestie saurces. It is
protable therefore, that Shanghal will be economically paralyzed by a
continued blockads. ‘

Foreign firm employses aritate--lLabor aritation, directed at several R
foreipgn firms, hes been evident in Shenghai scene since the Communist
taksover. A dispute involving Caltex anpears typileal, After locking

the front doors of the building, Chinese employees marched up and down

the office corridors while the executives barricaded themselves in their

of fices. By the end of the day, the company yielded to substantially
all the workers® demands,
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Other foreign firme whiel have been the viotime of lubor apitation
inelude China Bdison, Butterileld and Swirs, end Shanpghai Tramwavs.
The American-ownsd Shanghail Evening Pest and Meroury submitted to pay
demands after an invasion by workers and confinement of officisls to
their offices Ymi suspended publisation when the workers refused Lo
allow editor Sould to print his wersion 2f the ineident.

Althouph the sttitude of the workera has been menasing et times,
the incidents thus fer heve not been marred by personsl wiolence or
serious property demsge. It is gquite likely that the unrest will sub-
side as the Communist suthorities imprese on labor unmiony their incrossed
"responsibilities” under the new reginme, Keeent developments in & Jigw
pute involving Stendard Vasmum offer an indieation of the officisl COP
attitude in this connection. After the wsual siege of the company off ices,
a Communist army officer apneared and disperesd the workers, stating that
they wers moeking thelr demands in the wrong way end should somplein instead
to the TLabor Buresu of the Military Contrel Commission. The massger of the
ocompany was assured that law-abiding Toreimers would be protected and thah
company eweubives need have no fear of mob vriolence.

Edneation and the *New Denoormoy’--GCP auvthorities in recen’ months have #ow
been seliziag opportunities to use cdusational medis for the propagation
of *New Demoerscy's CCP leaders, addreseing the Congress of the Chircse
New Democratis Youth Lesgue in April, stated that youth must be mobilized
o take part in the rehabilitation of industry and apriculture, and that
the league is to bs an orpanization of the "youth masses”, in which edu-
cation in Marzism-Leninism is to be curried out sysbematically. In Hey,
top officials of the North China People's Govermment, explaining the
sducational aims of *New Demcoracy?, sbated that the edusetionel svgtem
should be reviewed and e more centralized system established. In mide
June, Shanpghal suthorities snnouncad princinles for revision of school
texts, to conform with the principles of fHew Demooracy®. Revised beats
must be anti-imperalist, anti-feudaiist, anti-buresucratic papitalist,
muast not oppose the world democratic (:Cammtmist) movement, und should
alao be scientific and materialistic.

Recent official statenents on sduoaiion indicate that the CCP is jad) Fals
suing a poliey of pradurl reform during ths present military period,
Required ourriculum revisions do no® exiend beyond substiturion of ecurszes
tn ‘Hew Yemoerseyt for the "reactionary ocurses in San Min Chu I end
Xuomintang principles. Frivate schools nnd "seientific and progressive”
Toreign cchools are to receive full prowsiion. The Communists heve bsen
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careful not to interfere with the teaching of technical subjects nseded
for rehavilitation of industry and apriculture. Officials of the Amer-
ican missionary~supported Peiping Union !ledical Collepge, for example,
have expressed satisfaction regarding their relations with Peiping
suthoritiee. In Shanghai, while liberal arts and business students are
under vressure to join the People's Liberstion Army, medicsl, scientific,
enginegering and agricultural students, in contrast, are urr-d to "inten-
sify their studies.™

BUDHA

Shift towards West ckayved by Sociamlists--The Burmese GCovermment's recert “B"
decision te relax 1ts extreme socialist program and seek ocloser relations
wlith the West hes now been approved hy the Socialist-domineted Parliament.
e Government-sponsored Minerals Bill (which is designed %o encourage

the influx of foreign cepital) was passed by Parlisment with only rela-
tively minor and remsonable amendments., 7Tn addition, the Socialists did
not reject the Covernment's recommendation that Burma enter into mutually
beneficial treaties with countries having "common interests," althoogh
they advocated following a "middle path” and warned against binding Burma
to any power bloc. In order o calm Socislist apprehensions, the Govarn-
ment gave its assurance that party leaders would be consulted on all major
issues and that no treaty would be coneluded without parlismentary cconsent.
It is quite likely that this guarantee is acceptable to the Socialists «=
ot least for the present.

The mild Socialist renotion is an encourapging indieation that no
seriocus breach between the Burmese Govermment and Parliament has developed
and that none is imminent. Centinued Socialist support in Parliament,
however, will be dependent upon the maintenance of the Government's spirit
of compromise and its circumspection in advancing and implementing the new
pOliGys

HEWSNOTE

Dissatisfaction among the Shan end Kechin ethniec minorities is becoming
Jnereasingly evident. Shan members of Parliament are absent from “he cure
rent session in Ranpoon and are holding a meeting of their ovm at Taungeyi,
capital of the Shan States. The Kaching desire the return of Kachin milie
tary personnel in the Burmese Army from scuthern Burma to gusrd the Yunnan
border, while Shan lesders are sesking arms for their personal armies not
only for border defense duty but also to repel incursions by Burmess Com-
munists and the PVC,
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Implementation of Butavia agresment progreanes favorably--At a formal i

meeting under the auspices of the UN Commizsion for indonosia on 23
June, all parties to the Indonesisn dispute expressed satisfaction
over the outeome of the preliminary negotiations Just concluded at
Batavia and tangible results of Dutsh scquisscence to restoration of :
the Republican Govermment %o the Jogjekeria Residenoy are alreedy ;
apparent. ’

Evacustion of all civilians desiring to leave the Republican capital
was completed early in June and Duteh troop withdrawels, bepun on 24
June, are sxpscied to be completed by the end of the month. Republican
officials are preparing to return to Jogje during the first week in July,
and the Republican Cabinet and Parlisment will review cormitments alrendy
made by the Republicen Delepgntion at Batevia and approvad by Premier
ffatta. Final decisions by the Republican Government regarding e “ceess- :
fire"™ order end other related matters are exnected to be reached slout ¢
20 July. ’

During the next few weeks, therefore, Republicsn officials will be
faoed with the problem of consolideting popular political supsort and
of restering law and order in their territory. If these tasks are

ucoessfully executed, Republicans, Federslists and represontantives of
the UN Commission for Indomnesia will orocesd 4o The Hague to attend a
Ne the-lands-sponsored round~itable conference at whigh they will con-
sider plens for the transfer of FHetherlands sovereignty to a fedorated :
United States of Indonesim. ‘ i

Militery observers in the field are eptimistic over epublican
ability to restore and maintein law and order. They feel that the
majority of ermy unita, including groups of fanatis Moslems i the
Residency,will obsy militeary ~rders issued by the Sultan of Jogia-
karta. Ccoperstion betwoen Republican end Dutah forces in carrying
out the cease-~-Tire order will Te more difficuls, but Prosident Suksrno
hae expressed confidence that he will be ebls to sontrol the THL
throughout Java and Sumatrs. -

AUSTRALLA h

. s I . 5 . o
Labor Government foces coal strike erisig--fustralia®s ohronis coal #

deficiency, presentiy at a Iamine level, has become & oribticsl problam
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as a result of the strike of 24,000 coal miners for higher wages and
shorter hours on 2% Junc. A complex combination of factors lies
behind the Australiasn coal problem. One basic cause is the reluctance
of Australian miners to increase or maintain adequate production
through their traditional fear of losing bargaining stremgth through
the accumulation of coal gurrpluses. Unsatisfectory working conditions
and Communist~inspired slow-downs, %hogelther with recent flocds, have
also combined to retard coel productior., Yhe midewinter strike, while
the miners' demands were in the process of arbitvation, hns presented
the labor Government with a major crisis.

Thousands in industries dependent on <oal are already out of work
ard it is likely that unemployment will incrense as the Australian
sconomy, in which coal is virtuelly the only source of power, becomes
paralyzed. Inbternsl transvortation hes slowed down and etate govern-
ments have been forced to institube industrial snd domestic eleotricity
and fuel rationing. The Labor Government, thus faced with s major
political and economic protlem in an election year, insisis that the
minere should return to work and swelit the outoome of Federal arbitra-
tion. To prevent sympathetic support off the miners by other trade
unions, the Attorney Genersl plans to introduce lagislation prohibliing
contributions from union funds. Should the Labor Government®s insist-
ence on arbitration fall end the peneral paralysis of Australilan industry
and commerce continue, the esttendent loss of prestipe in an election
year is likely to have serious repercugsions.
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