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OFFICE OF REPORTS AND ESTII'ATHS, CIa
FAR EAST/PACIFIC PRANCE

INTELLIGENCE MIGHLIGRETS ¥M0. 58
6 JULY - 12 JULY 1949

SECTIOR Y. SUIFIARY OF FAK RAST TRENDS AND DRVELOF ENTS
Chiang Fai-gshek and Philippine President Quirino, meetibg in the

Philippines, a Pacific Union (p. 2).
PP ' ; {p

25X6A

People*s Army continuee troop concenirations in border area {p. 4).

In China CCP Chairman Mao, in explaining hie concent of e "demoeratic
dictetorship”, told the Chinsse people that they would soon be living
under & police state and that China would follow the path of the USSR
{po 5)e The beating of a US consulsr officisl in Shanghei was the lateat
manifestation of anti~forsirm feeling in that ¢ity; enti-foreignism has
now developed into a strugrle between local Communist authorities and +the
US Consulate~general (p. 6).

Republican leaders, recently returned to Jopjekarta, sre improving
their nosition (p. 8).

Bao Dai's weak calinet and failure to visit Hanol further depross
his chances of success (p. ¢},

New Phibtul Government is encountering congiderabls opposition in
Parlisment to a vote of confidence (p. §)

‘ The llarginal notations used in succeeding sections of this Vieekly
("A", "B", or "C") indicate the importance of the items in B/FE opinion
with "A" representing the most important.
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SRCTTON 1. DEVELOPSNTS TN SPIC IFTED ARLAS
RNERAL

Sino-Philippine statement rec ammends Pacific unionw="m 11 July, Mhilipoine A"
Fresident Flpidis Tuirino and Gg\cralissgﬁ Thiang Kai~shek, in a joint
statement , recommended the formation of a racifie union to "cumiain and
counterast” Communism, The statement was issued following two days of

taiks at Bagulo, in the Philippines, to whish Chiang had flown st his

own roquest to discuss Sino-Thilipoins affairs and relations of the two
comtries with sther Pacific nations. iscording to press revorts, Chiang
snd Mirino agreed in thelr sonference that the Philippines, China, and

the Republie cf Forea will form the nueleus of the proposed anion and Lhat
representatives of other Paeific eountries, including the 115, shouid be
{nvited to marticipate in a preliminary international conference to consider
asoevts of its formation. Since independent attempts to obtaln definite UL
couxritments have besn unsuccessful, the three principals apparently hope to
exert pressure upon the V'S theough a collective approach. '

A Pacific pact was Zirst vropoesd in sustralis last Wareh. The proposal
was further stimclated by “residest Julrino later the same month when he
vrgad the 'S to "take the 1ead in the Far %ast and not emeesntrale ner en-
tipe attestion op Furope;” President Rhes of Fores aimost immedliately
sthoed the idea. The 'S, upon whom the ulbimate suecess af Lhe plan resta,
¢learly indicated last 'By thel it was aot ¢onwidering a3 defensive pact
for the Pacific along tie linez of the Atlantie Pact. tewewer, the US has
expresssd meve racehtly "every srpmatty with and interest in efforts of
peonles of the Pasific ares to dewelsn zlione cooperativs relationship and
Lo move toward common ecoumsel and mutusl assistance on the wital problems
of the area.” Without 'S supvort, & Pacific walon would rrobably develop
into a pressure group expending its efforts at cbtaining 1'% aid rather than
prossing toward positive schievement within the limits of its own sirength.

SHie
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e Army iroob Lovemeniu--Recent reports indicate that the Pesple's
Army is contimin; o move into positions closer to the 33th parsllel.
Hesdquarters of the Second Division is bslieved to have moved from Ham-
hung down to Tionsen on the east coast with subordinate units deployed
further south alomg the Tonsan=Seoul corrider. Reported novement of
clements of the Third Division from the northeast port of Nanam to Hap~
hung may indicate the entire Division will come south to positions va-
cated by the Secand Division. On the west coast, Headquarters of the
Firet Division roportedly moved in lsy from Pyongyang to Sariwon, only
30 miles ncrth of the border.

Although some of these movoments are not confirmed, they are logleal
steps in Murther consolidating People's Army administrative and tacticsl
control of the border mreax. Vith the People's Army moving into closer
support of the North Kores Border Constebulary along the paralilel, the
prospect of major border incldents is increasing end it is probuhle that
Fecplses Army troops muy join with the Border Constsbulary in border bete
tles crainst Republican #roops .in the eurly futurs.
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CHINA
. Chairman MAO outlines his Folios State. MAQ Tae~tung, Chafrman end "A"
recognixzed leader of hinese Communist Party (CCP), in a 1 July article

celebrating the 28th anniversary of the founding of the Party, explaine the
concept of "demooratic dictatorship,” and informs the 450,000,000 peopls of
China that, for their own good, they will bs living under s rigid police

state. MAO's article, composed in the #logging didactic style of Comrnde

Stalin, is apparently addressed to an unindostrinated audience ("young com-
rades who have just joined the Party and rave not resd Marxism-Leninisn"),

and is as orthodox as if it had been written in the Kremlin, There are, howsver,
five references to "world Communism," e prospect which Soviet spokesnen are

too tactful to mention.

MAQ promises, of course, that the State will eventually “wither
away,” but that, until the advent of “world Communism,” every effort
must be made to streagthen it, sspecielly its instruments of coercion end
punishment. MAO admits that the oharge of the opposition~~"You are discta-
torial™~~1is corrects: Yoz, dear gentlenmsa, you are right; we are really
that way." The "demcorstic diotatorship" is a diotatorship of “the people”
over the "resctionaries.,” It is, of course, the CCP alone which Hdetermines
who are "the people™ (those Bupporting the CCP) and who the "resstionaries"
(those opposing the CCP). This dictatorship, whioh must safeguard the revol-
ution so long as it is threatened by "imperialism, domestic resctionaries,
aud olasses,” takes as its first task that of "strengthening the pecple’s
state apparatus,” particularly the "pecple's army, people's police,
and people's courts,™ MAC slao sugpests the fate of uncooperative and unre-
pentant "reactionsries™--conocentration camps and slave labor,

Throughout his article, MAO reaffirms the CCP's fidelity to Moscow,
acknowledging the CCP's debt to Marx, Engels, Lenin and Stalin, and con-
miserating with those Chinese scholars who "sought truth in the West™ but
were disillusioned by "imperialist sggression™; this is also a warning to
pro-Western Chinese intelligentsia., MAO aedmiringly traces the growth of
Soviet power, credite the USSK with being the ™mnin force™ in World War II,
and states that the postwar policy of the US confirmed the CCP in its
declsion to unite ita foroes with those of the USSR, its satellites, and
Commnist Parties everywhers, MAO vrepeats the frequent assertioms of CCP
leadors that there is mo "third road,” that one must join either the forces
of "imperielism” or of "mocialism,® and, probably in preparation for a
more active and open Soviet role in China, explains that the revolutien
in China could never have succseded without help from those "international
revolutionary forces™ to which the CCP has bound itself,

- Turning to China‘'s economie problems, MAO corroctly foresees a
"grave problem...(in) educating the peasantry” to aocept collectivizations
nevertheless it will be done, because, as the USSR disoovered, it is essentisl
for "complete and consolidated socialism.” MAO admits that China at present
“depends on foreign countries economicelly,” but, perhaps anticipating
an effort by the Weet to exploit that wealmess, dismisses as “childish”
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the notica that the UCP program for Shine cennot succeed without YS-UK

eid or that disintasrested assistarce frim ZTuSh sources is conceivablie, )
The alternative, for Chinm, is to follaw the path of the UNSR, i.e., for

the State to extrect the rsximun surplus velue from every element of Chiness
Bociety. That is what MAC proposes: ™The Communist Party of the UscR

1s our best teasher,® :

Conmunist Anti-fereignism~«Ths recent srrest and three-day detention "B

of & US congular official by Shanghal police, during which time the Amerizen
was "utterly beaten,” clinmmxes a series of recent anti-foreign manifestaticns.
Since szhortly after its capture, Shanghai hes been the focal point of
senti=foreign incidents which have besn highlighted by Communist-toleratsd
ccercion of foreign businesses by labor groups cut for profit and to

settle old grudges. However, with the ooating of a US official by Communinpt
police, the anti-forsignism which the Party encouraged but in which 1%

was not directly involved and could leter disclaim, spilled over %o inciude
Comminiet officialdom and became, thereby. & Periy responsibility. The
Party press and mdio nave thus far been medis through which anti-foreign
Teelings were s&pread: 2.g., when the OSritish vesswl, Amethyst, was shellied
In the Ysagtze, the Communist press and ragic charged the British hed
opened fire on Jommunist troops after "intruding®™ {without Commuidst pore
missior) upon China’s “grest inland waterwsy" wnd promised that the Lom-
munists would always protect the "territorial sovereiguty” of the country,
The more recent acrest of ths U Consuletosgeneral official was representead
to the psople of Cemmunist China as indicative of Communist intolerance

of "imperislict provocative actiong™ by foreigners who trsat ths Chinese
with ®arregsnce, roughness or slight.” Tne Communists haeve pubiicized
apologies and confessions oy foreigners accused of wrong doing; devices
aimed at the domestiu propagenda merket with success. As & matier of

fact the Party mey have becn a trifls too s uccessful in turning the wttention
of the pecple outward, snd haz touched off & series of incidents o er
which 1t no longer cen exervise firm control. Sincer the Communists are

now themselver invoived, they must either carry the campaign to its logice.
end and drive sll foreigners cut of Shangnal, which they probably wish

to avolid; or modify their approseh and ef.lempl to reesreate at lemdit a
Yemporarily tolsrsble simosphere for forsigners. They will probably

chooss the latter, siuce no paraliel sheould be drawn between the Shanghal
incidents and fThe ill-treatment of US consular personnel {perhaps even

worse and certainaly of lJonger duration), which has been encountered in
Mukden and Vairen, for there the Communists orobably do desire to drive

the US out,

CCP MONETARY DIFFICULTIES

By giving the Peoples Bank Notes certain ettributes of comeodity cur- TCW

rency, the C? hopes tc mmintain public confidence in the monetary eystem
of the Communitt goverament. The objective of Communist measures is to
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assuie the public that the velue of savings will not be impaired because

of currency depreciaticn. Money deposited in banks a8 sevings is credited
to the account of the depositor in terms of the curvently preveiling jrise
level., When the savings are withdrawn, the depositor recelves an srount
equivelert in purchasing power to his original depasit. In otner worzs.
$f the i:dex of commedity prices rizes 4wo~fold, the saver is ot tled

to withdraw twice the amount of PBN he originelly desposited. I !
ihe indax for csleuleting purchasing power is based on the prices of J
rice, coticn yarn, vegetanle oil, and coal briquettes. !

An sttempi is also being made to maintain the purchesing p ’
wageg. - labor contracts that are crrently drewn in Shanghal, for exs
provide for wages fixed in terms of rice equivalent. Asg the price of
rice goes up, sc does the money wage received by the worker.

The monetery inunovatisns of the CCP have thus far proved inefle ‘
to prevent e substantlsl iaflation. In the laast week of June, the price
T
a

it — T R T T T

e e

of rice in Shanghai douvled; the black merket guotation for Uddolis
went up by about 50 percent. Thus . with trsde in the community &t
standetill because of the Nationalist blockade, snd with working crews
that they may not lay orf without scurrins exerbitant severance
vxpenses , business firms mast dliszsipete workin, capital to wesl latoer -
cugts that keep soaring with every inc eese in the price of rice. B
The current CCP experieucs indicates thet price inflation remsine & ¢
formidable oroblem to plegue Chinese- ~ovarmments desplte mesasures o , s

maintein pur.hasing power parity. The avidence o7 the PBh decreciation

sugpeste thet the Communiste, like the Fstionelists, heve been meeting
sovernment deficits by resort te the ovors
shortages, in part veceuse ¢f the Neticnal

s A e

igsue of paper money. ommodity
ist blockade, have also bzen '
contributed to tne Bhsarp price rise. Until the resiorstion of paecs and i
the attainment of politicslstability, the GuP will no Jsoubt continue 4
vulnersble toc the serious psycholegiecal snd economic handicaps of & Gatere k
torating currvency-
'PB”
CHIANG resum.s hutions.

E

ist lea wUHTANG Kui-shek's self-initlated,
secretive journey to the Philippine iz confersnces with President
Juirino on a Pacific Pect end Sincs o cooperation strikingly Jumon-

c o
strute his return to Imadership of ist Ynine. although CHIANG'S
pission was technically unofficiel, % new and significen®
tootic in Chine’s sesrch for foreipn ald. & 1¥G's trip to Baguioc, r'o:
lowing bis recent perticipation in an import military ﬁonferenca’ia 3
neralds his resumption of an overt deminant role in Netionalist China

and the virtual terminsticn of LI Tsun; - jen's netional influernce. CAIANG
probably will visit Canten ghortly to direct personaily Nationalist policy
in hie capacity as Chakrmen of the prajected Kuominteng kmergency Yolicy
Committee.
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TNDONESTA
Republican position improves—Internal political tension in Republican "B

e es has eased considerably within the last few weeks. This improved
situation is evidenced by the fact that no serious incidents have been
reported since the Republicans todk over Jogjskarta Residency fram the
Dutch on 30 June and by the enthusiastic velcome by the populace of
Jogjakarta accorded Sukarno, Hatta and other Republican officials uper.
their return from Bangka on & July. :

The Republican cabinet has already met and is cmslidering approval
of comitménts made by the Republiecan delegation recently at Batavis.
Serisus differences of opinion within the cabinet wess less likely now
that Sjafruddin and other members of the Republican "Emergercy Governmant?
have returned to Jogjakarta from Sumstra and are prepared to relinguish
their emergency powers. /ny real opposition to the government is expectad
%o come from ths Tndonesian Communist Party (PrT) s whieh has increases
casiderably in numbers and prestige sinee the Duteh "peiice action™ bs-—
gan in December 1948, -

INDCCHINA

Bao Dal's position weakening—-On 1 July, two months after his return to -~ "B
3155:13:1, o mperor Pao Dal ?inally announced & government Tor his new stats,
He will serve as bLoth Chief of State and Frime ‘inister, while General
Iuan, president of the Provisional Central Government sines June 1948,

will act aa Vice Premier and inlster of National Defense. The influsntial
Vietnamese editor of "Eeho du Vietnam” has been appolnted Foreign Hnistes,
The Interior portfolio is temporarily reserved to Pao Dai becauss, as yat,

8 minister has not been selected to £ill this vosition, He may ve holding
the post open for a member of the resistance. The other cablinet officisis,
chiefly undersecretarias, are either technicians or representatives of
minor parties and religious groups.

Reaction in French-controlled aress to these appointaents has been
primarily one of "walt and see" in Scuth Vietnam and disappointment in
North Vietnaam, uhille one representative French official exprassed {sar
that there were "too many anti-French ultra-nationalists” included s moat
Vietnamese feel that the majority of the cabinet officers + whose talenis
and influence appear questionable, are not the leaders required te attrect
the non-Commmnist nationslists frou Ho Chi 'Snh, There have been indications,
also, that soms of the ministerial posts were announced without the per-
mission of the appointees., From the Ho Chi inh-contrelled zone the re-
sistance radio broadeast an expectad diatribe deseribing the "sullen aixture
of puppets" and "third-rate lackeys" who have emerged as a result of the
efforts of "French imperialism,®
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Bao Dal's position may have been further endangered by the continued
nostponemnsnt of his projected official visit to flue and Hanoi, where "the
deturioration of the newly erected triumphal arches by action of the tropical
sun and rains since the date originally fixed is probably aymbolic of a
similar deterioration of whatever Bao Dai sentiment then existed.” Tt ia
becoming evident that whatever psychological benefit ¢auld have been do-
rived from an early visit by the Fmperor has now beer lost.

The eool reception accorded the announcement of Bao Dai's eabinet zad
his diminished prestige in the Hanci area are additional indications of the
tremendous task to be accomplished by the Emperor, His chances of suceaa3s,
therefore, remain fairly remots under existing circumstances. '

174 TTAND

opposition Democrat  Party prior %o & vote of confidence. Apparently
opposition tactier are intended to capitalize politically through radic
broadeasts of the Parlizmentary proceedings. The Demoerats, led by ex-
Premier Khuang, are devoting the weight of their attack on army and police
Interference in polities, upon misuse of army aprropriations, and upon the
wide-spread favoritism of the phibul regims, FKhuang has told Premier Phibul,
whe is besring the brunt of the opposition’s attacks, that a detailed reply
to cuestions conserning army appropriations is a prerequisite to a vete of
enfidence.

hen ihe new Government came before Purlisment for approeval;, the opposi-
tfon successfully defeated & move to consider the cabinet &5 a unit and sn-
barked upon a ministry by ministry examination. It appears that the debate
wiil continue for several more days if other ministries are subjected to the

same lengthy criticism as have the Defense, Interior and Edusation Yinigtries,

1% is believed, howsver, that the opposition is not prepared at preseuct to
record a vote of non-cenfidence in the Phibul - Government despite mounting
poprlar and Parliamentary dissatisfaction. Presumably, the military cligue
supporting Premier Phibul is considered by the Democrats to be too firmly
in control for the latter to risk harsh retaliation for a Phibul dsfact

in Parliament.
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Phibul Covernment sni_gﬂzlx eriticized——The new Thai Government, formed 28 By
June, 1s encountering extersive critical debate in Parliament frem the
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