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OFFICE OF REPORTS AND ESTINMATES, CIA
PAR EAST/PACIFIC DIVISION

INTELLIGENCE HIGHLIGHTS NO, 80
7 DECEMBER to 13 DECEMBER 1949 v
SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS

Unrealistic Qovernment policies in the Republic of Korea
lle at the root of a continuing inflation that threatens the
economic stabllity of that country (p. 2).

In China, the Nationalist regime has finally withdrawn al-
together from the mainland and established a fifth provisional
capital on the island of Taiwan (p, 3). Meanwhile, the Communists
have begun organization of a new Security Police force (p. 2) and
appear to face fewer ocbstacles to their consolidation of the re-
mote province of Sinkiang (p. 4).

25X6A

Following a doft maneuver which robbed the defeated Nacional-
istas of their support by the Avelino clique of the Liberal Party,
the electlon of Elpadio Quirino to the office of President of the
Philippine Republic has been confirmed by a special session of
Congress (p. 5). : :

25X6A

The marginal notations used in succeeding sections of this Jeekly
("Am, "g", or "C") indicate the importance of the items in D/FE opin-
ion with "4” representing the most important. '
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SECTION I1. DEVELOPMENTS IN SPECIFIED AREAS
KOREA

Infiation worsens--Despite an excellent autuma harvest which will
allox the expart of 100,000 tons of rice, spiraling currency infla-
tlon cont.inues in the Republic of Korea and threatens to nullify
much of the country's US-dirscted progress toward economic recov-
ary. Carrency in circulation has Increased 70 per cent since
Novembor 1948, and the Government's over-dreft with the Bank of
Korea has increased 104 per cent in the same period.

Korea's financial plight is due, in part, to the low level of
industrial production, and to poor export trade. However, much of
the dil'ficalty lies in weak or politicelly-motivated Government
policles which could be corructed by vigorous action., At presant,
unrealistically low public utilities rates » ctoncealed subsidization
of industry by underpricing US aid goods, inefficient, operation of
Government monopolies, as well as an ineffective bax collection pro-
gram, are largely responsible for the printing and circulation of
more and more currency.

Inereasing inflationsry pressures are making the taszk of re-
habilitating the Korean economy increasingly more Aifficult. De-
velopment of fureign trade, essential to Korea's survival, can be
expected to suffer. The ECA Counterpart Fund (a depository for
local currency received from the sale of ECA goods which is used to
finance internal reconstruction) already is recelving only half as
much Won per dollar expended as is paid at official bank rates. The
greatest danger inherent in such an inflationary spiral comes from
a lessening of public confidence in the curren ¢y and resultant un-
rest as wages fail to keep pace with rising prices,

CHINA

Communists create nem sscurit 1ice-~The first detachment of s
new uniformed police force, the "People's Public Security Forcen ,
has been formed in Peiping. 10 Jui-ching, Communist security boss A
stated that the new organization will be used to "wipe out bandits
and secret agents and suppress aabotage and diaturbances by enemies,
both inside and outside the country?, L0 indicated that the Peiping
detachment would serve as a model for the creation of similar de-
tachments throughout the military areas and large cities of “new"

China.
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This new security apparatus probebly will develop as a
political force, a Party instrument for the surveillance and re-
straint of the People's Liberation Army snd other non-political
agsncies. It will be a compact, tightly-organized fores, with
permanently assigned officers, hand-picked personnel, and itz
own equipment, including artillery. As a check on tha Army, the
new force will tond to reduce the Party's veliance on the peasani-
stocked Army, in accordance with the Party's of ficiel reduction
of the position of the peasantry. Coordinating its work with
that of political officers in the Army, the gecurity police
probably will come Lo supervise political activity in the Army.
In addition, it may become the overseer of the Army when that
body takes up its post-war functions as a mobilized "army for *
production?, '

Owing its oxistence and prerogatives to the Party, the new
force will be a loyal and relisble weapon for the Party leaders,
and represents a further concentration of power in their hands,
Once the security police has been firmly established, the CCP
will be able to reduce resistance to, and in some cases, to in-
surs complisnce with, policies such as the "esadership' of the
urban worker and Sino-Soviat ‘friendship’, which have proven un-
popular in practice. However s the organigzation is still in its
. infancy, and, for the next few Yyears, the Party will have to con-
tinze to rely primarily upon the loyalty of the Aray.

ational ists move to Iaiwan-~Transfer of the National Governument, mAM
of China to a fifth "provisional capitaln in Taipel marks the
Nationalists' loss of virtually all mainland China. The reported
antl-Nationalist coup in Kunming probably provides a general
pattern for the future of remaining Nationalist mainland areas
in western Szechwan, Sikang and southern Kwangal. Lesa of the
mainland also serves to reduce the Nationalists' cdlaim of being
the Government of China in the eyes of mtlons mho base recogni-
tion on territorial ¢ontrol.

Concentration of Nationalist remnanta on Talwan can be ex-
pected to increase economic and military instability on the island,
thus hoightening Taiwanese unrest and stimulating Commanist pene-
tration. The dissatisfaction, bickering and tendencies toward
non—-resistance and defection which sre evident already in the
Nationalist Navy, air Force and Army, as well as in Nationalist
political circles, will be materially heightened. The long-
standing struggle between Governor CHEN Chong and Taiwan Defanse
Comuander SUN Li-jen will be sharpened. To the top-heavy admin-
istrative structure, which inciudes the Kuomintang Emergency
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Comtiitso and CHIANG's PParty Leader" 0ffice, will be added the
remnanis of the Bxscutive Yuan, headed by YEN Hsi-shan. Conflicts
betwesn Central Government and provincial officials probably will
add w the confusion, '

Apparantly aware of their hopeless situation, the National- :
ists are publicly admitting their insbility to hold Taiwen without
extensive aid. With a view to appealing more effactively for US
assistance, Nationalist reformers such as K.C. WU and SUN Li-jen
may persuade CHIANG to replace Governor CHEN with a well-regarded
civilian administrator. Homaver, any siuch new governor would face
inzoluble problems and would also be under CHIANG's control. None-
theleas, the Nationalists probably will step up their sppeals for
further US help for Taiwan., At the same time, Acting President
LI's group may make competitive appesls on bshalf of Hainan,

Developments in Sinkiang--The death, last September, of the tmo rGH
most important leaders of the pro-Soviet Ili Group in westsrn Sin-

kiang, Achmad Jan, top political leader, and Ishak Beg, C-in-C of

the I1i Army, will facilitate the extension of Chinese Communist

control over that remote province,

Basically, however, tha USSR!'s strategic stake in Sinkiang
still holds. As in Manchuria, the government of Sinklang will be
strongly Sovist-influenced, and will give top priority to Soviet
interesta. Thus, the long-rangs prospect that the province will
become & Sovist satellite area remains the same,
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PPIN
Quirino‘s elaction officially proclalmed--3upported by a reunlited npe

Liberal Party, President Quirino and Vice-President-elect Fernando
Lopez, wers declared officially elected by a special Joint session
of Congress on 13 December. The clearly partisan 64-15 vole re-
sulted from a reconciliatlon which Quirino effected on 11 December
with Senator Jose Avelino, who split the Liberal Party last May
by estsblishing an independent wing. Quirino and Avelino raached
agreement with the concurrencs of 12 Senators, representing both
Liberal Party factions, who conastitute a majority in the 23-z08%
Senate. According to the press, the Senators signed an sgreement
pledging among other things: (1) cooperation of tne two factions
in proclaiming the election of President Quirino and Vice-President-
elect Lopez; (2) reinstatement of Senator Avelino as Preaident of
the Senate; (3) election of acting Senate President Cuenco, &
Quirinc follower, sz Senate President pro tempore and Avelino‘’s
eventual successor. Quirino has reportedly offered Avelino a top
diplomatic post in South America. The first two provisions ware
implemented on 13 Docember and it is mrobable that the Sentabe has
already acted upon the third.

Prior to the agreement, Quirino forces held a majority in the
House of Representatives butb nob in the Seaate, where Avelino Sena~
tors had reached an agreemsnt with Hacionalista Senators Lo pravent
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or delay the proclamation of Quirino's eslection in the Joint can~
vassing session of Congress. (Ses D/FE Weekly #79.) The reconcili-
ation of the Libsral factions nulYified this agreement and de-
feated Nscionalista efforts to cancel Quirino's election.
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S.E.A, NENS NOTE

Now Burmese concessions offered Lo Karens--The Burmese Foreign
Minister, E Maung, has indicated that the Burmese Guverament is will-~
ing to make even greater concessions for a peaceful settlement of
the Keren rebellion than were originally reported. Maung stated
that his Government was prepared to (1) rastore Lt.Gen. Smith Dun

(a Karen) to his post as Commander-in-Chief of Burmese military
forces, (2) permit the Karens to establish thelr own police force,
(3) grant them complete cultural autonomy and (4) invite US and UK
representalives to witness negotiations as impartial observers P
that the Karens will be assured of the Govermment's sincarity.

These additional concessiona increase the attractiveness of
the Burmese Government's peace offer to the Karens and it will be

difficult for the Karens to remain obdurate in the face of such an
apparently gemuine Burmese desire for settlament,
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