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SUBSECTs  Probsbdle Developments in Taivan

< . C e

SCCOPE OF TIIE PROBIAN

A regppraisal of the survivel potential of the Nadionalist regime on
Taiwan in the 1light of. US policy amnounced 5 Jameary that US aid, over and
“above economic assistance already granted, will not be ioz'ﬁaf*cnmﬂualf

- The follo"f:ng conclusions are presented without prejudice to those
contained in extant CIA sstinaies concerning Taivan.z

1/ This paper was prepare.l in rwponuez to a soecific vequesh for an estimabe
on this subjeche _

2/ Specifically, those broader conclusions concerning Teiwan conteined in .
Rz ?6—?49 » nemely thats

Taiwan wemains the one non-Communist area of China whare
positive US military action covld be effective in preventing .
Chinese Gomnu:n.,.st control and thersby ﬁi}“cmiy samr* S
important US strategic interests. Without major arm
mtemem,mn., US political, economic, and logistic SLUpm'ft
of the present Mationalil uia igland regimo cannot insure its
md.afmte survival. as a mm-»%mmmsu base. Commmist
cepabilities are such taat crly extended US military
occupstion and control of Taiwan can prevent its evenbtual
capture and S‘ngugauon hy Chincse Gmmusn;.omc-,m
Failing US mll:s.tar'f occupation and control, a non-Comminist
regine on Taiwan, probably will suceumb to the Chincse
Commnists by the ond of 19%0.%
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Ho Chinose Wationalist regine on Taiwan will offect political and
military adjustments sufficiently realistic to make possible a successful
defonse of Taiwan against a corbination of internal and external threats,
The basic econcmic situation on Taiven is not of iitself a source of

 soriovs dﬁ.sseut::.sf‘a.r*t,:t.cmsi but vigible and latent disaifection among both
the Taiwenese and Chinese, ara.s:mu from & variety of other causes, is
eprarent, Such disaffoction is a serious weakness in itself and provides
a grest potentiality for widespread Commmmist subversion. Limibted military
s defections are kaown to be occurring. Substanbtial defections en bloc are
to be expected in the event of an external attack. Considering those
weaknesses of the Natiomalist position on Taiwen and the wilitary - |
potertialipy of the Chinese Communists, the latter are estimeted to possess
.the capability for carzying out theda fx*e@onuy expressed intention of
seizing Taiwoan during 19500
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PROBARLE DEVELOPLENTS T TATVAN

LI

1, The Chinese Naticnalist Politiecsl Situation in Taiwons

Taiwan, restored to the Chinese in 1945 after o half-century of
| - Japanese rule, has beon administered as a Chinese Nationalist province
| sines May 1947. Y It is now also the seat of the refugee National
Govexrmment of Cihina, which wns transferyved 4o the island from Szechwon
on 8 December 1949. Although Chiang Kai~ghek had been preparing the
island as a fined Nationalist refuge for more them a year, the transier
of the "provisionzl capital® to #Taipei, China" has brovght additional
| rermants of Nationalist political, and militery umits t6 Taiwen and
| places upon the defenders of that ilsland virtually the whole burden of
continued Nationalist resistance to the Chinese Commmnists.

The position of the Nationalist Government on Taivan so £or 85 GOl
- twol of the Taiwenese is concerned is relatively stroog. Because of strong
forces of disintegration now at work within the goverrment and military '
establishment, however, an invasion could be exposted to precipitate a
guick collapse. '

The presence of the refugee ilational Covermment of China on Tailwan
probably will augment the disunity, inefficisucy. defeaticm, and other
weaknesses which have spelled dlzaster for the Nationzlists on the maine
lande Natdonzlist political combrol over the Tajwaness, howover, waich
has been dependent for the most port on the presence of MNationaelisth
garrizon forces there, has been greatly augmented. Since the Commmist
crossing of the Yangtze im ipril 19h9, many additional. Nationalist Army
uits, as well s the Nationalist Navy and Air Forcs, have been

1/ lsgally, Toiwan 18 mot now regarded as 2 parb of China. Howsver, with

The sanction of the principal powers, Taiwen has been under Chinese Vationalist
administration since October 19L5, in accord with the Cairo Declaration of

1 December 1943, in which the US, the UK, and China amnounced that
Stanchuria, Formosa, and the Pescadores shall be restored to the Republic

of China." The three powers veaffirmed the Cairo Declaration in the Potsdem
Proclamation of 26 July 195, vhich the USSR subsequently cndorsed. Neither
the US nor any other powsr, however, bas formally recognized the annexation

of Taiwan by China, although the US has admitied and acquiesced in Chinnls

de facto control, and the island's legal stetvs ~— like that of other Japansse-
cecupied territories in which the US and other participants in the war with
dapan have an interest - remains to bs determined in the negotiation of the
Jepansse peace tveaby. '
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concentrated on the island, The considersble weight of Hationalist armed
force on Taiwan assures the contimuation of firm I\Iaticnal;i.si; political
control and the maintenance of sabvisfactory internal security so long as
factors waldng for disrupt tion do noy combine and incresse considersbliy in
strength, .

Disunity, o major obstacle in the path of Mationalist efforts tommrd
stabz,lz.ty on Taiwan, has been deémonstrated recently by conflicts over such
issues as reform, defense preparations and attempted shifts in the allmment
of military and political power. This factionalism, which is acute in both

: mxlibax:v and political circles, probably will be concealed in the immediate
f‘um:‘z;e in order to present a united Nationalist front for the solicitation
Of us D.J.CL«

. The political maneuvering of Ch:laz-xg Kai-shek to perpetuzte his
personal contrel ower the remaining lMebtional Goverrment and Kuominbtang
machinery has contributed greatly to disunitye The struggle for power
batween the Yold guard" in the Kuomintang and the more moderate eleomsnis
probably will be intensified as Chiang attempts g fiction of reform
without upsetiing the balance anong the adherents upon whom his personal
power depends. As affairs in Taiwan continue to degenerate, existing
factionalism cen be expected to assume open forms.

Various reports during recent months, for example, have indicated that

Sun Iiejen, the US-educated general charged with Taiwsnts defense, has been
planning a coup d¥stat aimed at the preservation of Chiang as a fizuwrehead
and the simltancous liquidation of most of Chlang®s close associatess 4
mmber of factors militate againgt the probability of such an attempt at
presente. Rumors of the contcemplated move have been widely disseminated and
are lmotm to Chiang's entourage. Also, Sun’s political inexperience and his
lack of influcnee with important political and military leaders sugrest his :
probable inability to underitake such a rewli. Finally, Sun would be unlikely
to attempt a coup in any case, wi thout tangible assurance of US supporte

v The appoinbmc,nt of Ko Co Y, former mayor of Shamghai, as Prow.mml
" Governor of Taiwan — though advertised as evidepce of intended reform of
the provineisl adninistration under civilian control —— is expected meither
to lead to reforms nor to keep dowm the inevitable conflict between the
Provincial and the Mational govermments. Regardicss of hats administrative
ability and experienmce, he is seriously hampered by the opposition of the
former Governor, old-line gemerals, and Knom.nmng leaders, all of vhom are
well entrenched in the Natiomnal and Provincizl goveraments. W has found
that his authorily is limited to civilian affairs on the provincial level,
and he is also restricted by the preuence in Taiwan of the Nabional Covernnent
and the ruling; AT cliques.

Within oven this limited field of authority, Governor Wu is further
restricted by the influence of Chiang AQ.l-ﬂStho Chmn{,ﬁs eontrol of the
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Hational Govornment and Pavby mackinery, now reduced Lo its most loyzl core,
is stlll strongy moreover. Chiang wil nob willin iy relingudsh bds cctive
role as leader of the Hatiomalists, In addition, Vi has & long record of
Zoyalty to Chiang, for whom he has baen an ardent aepolojists It is
improbable, therefore, that Y will be able to act independently of Chiang
in any matier of importence.

e

2. Dceonomic Situation.

Despite the increase in the island!s populaticn during the past year,
Tairan has a food surplugs and wlll contimuo o havo so as <ong 28 fertilizer
-Imports contime, Industiial recovery since Vi-Dey has been substentiale
If the government is tc realize the full hemefits of agriculiural and
industrial rocovory, however, favorable foreign trade relations and efficiemt

(3%

@ading institubions will have to be astablished,

The Nationalist fiseal situation is deteriorating,and eventually the
coutinuing budgetary deficits are expecied to wipe out the govermmont's
holdings in specie and foreign exchange, Dospite this fact. Nationalist
finapcial rescurces probably are adequabte to permit comtinued operations
through 1950 and the basic ec?nomi.c sitnation in Taizan offers no immediate
threat to internsl security.t

3, lilitary Situation.

as Strength, Composition. and Disposition of lationalist Forces.

The present Nationalist military stren;th roported to be under
the control of the Taiwan regime totals 131,000 men, of vhom 295,000 are
Army, 100,000 Air Force, and 36,000 ifevy (including 4,600 liarines). Of
the Arty's 35 infantry divisions (5 to 10 thousend men por divisicn).
epproximately one-half are located in the Chou-shen Islands and on Quezoy
Island. The romainder, including three Armored Force regiments and the
three regiments of the Artillery Command, are located on Taiwen and the
Pascadores. ho

The llationalist Navy has 17 vossels in opgcation (including 7
deployed between Shexghai and Foochow) and 21 vesssls under repaire A1l naval
operations are based on Taivan. The largest units are former Japanese
destroyers. In addition to these 38 ships, the Tlationalists have a compara~—
tively large number of smaller craft availeble for patrol operations.

The Nationalist Air Foree is camposed of two Light Bomber Groups.
four Pighter Groups, two ITransport Groups. and one Fhobo-reconnaissance
Sguadron. A1l Adr Force wmits are based on Taiw@u. Out of a total 1,080
aircraft, an estimsted 515, with a 50 percent serviceability rate, are
assioned to tactical uvnmibse A few fighter and borber aireraft are votated
for operations from an advoncs base in the Cheu-shen archiipelago, ard special
operations are conducted from obhor romsining lationalist basce near Amoy and
on iHeirnan Island.

4/ A detuiled statement of the current economic situpbion on Teiwan is seb
| forth ir the Appendix,

1 ENT! n
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Habionalist Militas abilitics and Iimitations,

- In the present Chiness Nationalist military orgenization no pro=
vision is made for interwgsrvice coordinntion below the lewel of the
Generalissimo. Chiang jealously guards lis control over subordimates,
even those of lesser venk, by playing one egainst amother in competition
for his personal fawors GCoordinaotion can be cbtained oniy through Caiang
whose past record is one of congtaint inept meddling in tactical operations.
The possibllity of achieving offective coordinated effort among Nationalist
armed forces Ghrouzh thé supervisory direction of Chiang himsel? appears
wnreclizaeble. With or without Chiang, such cocrdination canndt be realized
so long as politics plays its traditionolly dominent role in Chineze
military ovganization. - :

L Lo

- Individually, the troops commandad by the Chinese ‘
Nationalist regims on Toiwan ave good raw materisl. The resoureces availablo
to the Nationallst regime (which include substantial stocks of individual
arms, awtomatic weapons, light artillery, ammurition, other materiel, some

-arsenal capacity, and monetary reserves) are potentially adeguate to equip
and to paintain these txoops both for foresesabvle internal security
. requirenonts and for a major defensive opevation. Actuslly, hovever,
lationalist troope and uniis are inadéquatoly equipped, twainsd, and lede
- Needed materidl is held in disorgenized depots and dums, and there is ne

system for the control and distribution of SupplicS.

The Wakionalist officer corps is professionally inepte
Advancement- is by favor vapher than'by merit, and loyalties tend to be
personal vathor than organizational or national. -

- Factional gplits in the Mationalist high commend preclude
proper exerolse of leadership in amy of the services. Thé patbern of :
divided responsibility and overlipping suthority, for cxample, has blocked
the efforts of General Sun li-jdn «~ regarded by some US observers to bhe the
most capsble Matlomalist Army officer from a professional standpolstt —- 40
‘conduct basic wnit training projrams ond otherwlse bolster Teiwanis military

~ defensese Thile nominally the paramount commander of he island’s ground
- defenses, Sun does not control all Taiwmn’s troops, is denied adequate 1o
. sources, and is dlglilked and distrusted by the generals of ¢he Fhampoa

clique vho enjoy Ceneralissimo Chisngts confidéences

 Thepe aye indications of Chinese Commnist ¢fforts to infiltrate
and o disaffect lationalist forées on Taiwan, and the chénces are good thab
these efforts will eventually succeade Successive defeats on the mainland
have lesgened the Iationalist will to fishte Voreover, the Hationdlist Army
is ripe for Commmnigt infiltration and subvorsion. Disaffection can bo,

=6~
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expected to appear among a majority of the ‘Wationmalist %,z'ooﬁss when

confronted with the threat of abtack, and military uait defections will ‘ ;
occur whem,but not until, the nmilitary leaders deem such agction cxpedisnte

(2) Navy.

So far as numbers of ships and perscnnel ave concerned,
the Hetionalist Nevy is presently adequate for a defense of Taimmn against
a major Chinese Communist amphibiocus assaulte TFucl requirements could be
satisfied in an emergency; factional strife, which ecxists between the old
Navy clique and the Commander in Chief, an ex-frmy man, does not constibute
an inscluble probleme For continusd success against o Communist assauvlt,

- however, the Nationalist Havy will Have to depend on four factors, all. of
wiich are uncertain:

(a) Adsquate .maintenaﬁce of vessels; -
(b) Adequate planning and performence of operationss

(¢) Coordimation of efforts with ground and agir forees 5
' especially in the matter of coordimation with air

reconneissance and cupports '

(d) Tndividual loyalty snd willingness o Figabe

__ Hationalist ves.cls now om patrol stand ih noed of memy
minor repairs. If -current oporations are combinued, these minor roquircnents
Will become serious problems within six months, at vhich time the greater
part of the MNationalist Navy will be imwobilizede

1
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' Fationalist A.w Forco operasions are dmcm*?am‘w upon foreigm BOUT Y
of l@gmtis aupport, and %0 & degres ugmm those inddvidusis in she Alr
Force who received US traininge Malntemance facilitiss are limited ond
the spere paris chortage, particlly the zesull of an inedoquate supply
systemyhes led %o the common practice of aircraf% coupibalizabion.
Although siznificant aircraft reserves ave now limibted to trangport and
mocguite (1ight houber) aiveraft, the vecemt receipt of forty-five F-51

aireralt has improved the immediate fighter capabilities of the CEAY
Bight B=25%g have glac beon deliwered to the Faﬁmm&.wts since Sephembar
1949, Fusl oz hend ig estimeted to bo adeguabte for 55 months® operations
ot the current rate of expendlituvze, am'i. aiw f&.{"ill’iaé.@ﬂ on Teiven ave
-adequate for operabions. ‘ '

Aip Torce aperati.ons doring the mejor Communigt adveness on ths
© Chinese meiniand were generally ineffccbive. Although vezinesges inm
. mpintenance end cupply vers atiribulsdle im large port So administrabive
ineptnésa =nd peor tzetieal technignaes: including ernsatisfactory pilet
and crew briefings, wesk command siructurs apd s lack of inter~gervice
cooperabion were egiaally im“or%am,, tiost important of all vwes the lack
of will to Tight. . :

\ Singe Juns 1943, whea the Alp Femte withdzewal %o Toliwan was

. completed, the Natlemalist Adr Porcs hee sghown improvement in operationa

'-agmmi, fdraneport and indusirial tergets, mosily im the Shenghei-Nenaking
aros, ard agoinat other ¢argeds in the Ylockede of Shanghaﬁ. and the
defenpse of the CMou—ghen Isiends. As %o the bisckeds, 1% is probabls
thet the threat of aiw zotion rather than any outetanding record of
sctusl fnterceptions hag beem the prineipel contribubion of the Adr
Force. Uhile veporis on effective alr perticlpation in the defense of
the Chou-shen Islands indicote & poitential for local cooperation, the
problemg of ecooperation involved in & protracted defenge of Taiwen

. would met be comparable eliher in the degree or continuity of intevr-

service cocperatlon requirsd.

The Adr Forece, umdey the a.eaa.e rahip of a mnuv.,&ymg OR~-ATHY
officer, veperts directly to Gomeralissimo Chizng, but the twe devuby,
commanders alsc enjoy the parsonal faver of Ghiangs As a resu:tue im:
the evond of dissgrecment within tho Air Force high command, contraéictory
orders rovortedly are often Segued by the Commending Gengral zndé his
operational deouﬁy, ag coming. divec 02.,)7 from Gener m&uaima Chiengo

Psmt defections in tho Asz Torea, though not largee-seale, 'ladmaue
snecess.?m Communist e"p'm,,isﬂ@ on ¢f low morsle among some CNAF pergomnel,
The present iimitetion of missions %o those fiight pevsconnel whose
Ffonilics avre resident in Tolwem, indica%es continued Air Force concern’ .
over tho orevention of further iefecitions. During the past six monthg,
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' howwerg the morale of the fiying crews is renorted to have i*rprwcd«

. ‘Xb.e operational air strength comsicls of 171& fishters, 91 light
bonbers, 13 reconnelcsunce planes, and 148 trasmsporte. Current National
Adr Forco cepabilities against a Cormunist asssult on Taivan are con-
gifdered guod, It is sctimated thet with the vresent stocks of fusl and
snmuniélon, end current airerafd condition, the Air Foree is cepeble of
conducting 12,230 sorties with combat aireraft and 2,900 sorties with
tranaport aix'cref% A% present rate of operations this total capability
will Yo heavily dissipated by mid~19350.

%, Commumist Intenbions and Copebilities with Respect to Todvans

8o Objectiveso
. The Chinese Communist intention &o gain control ovygr Taivan wes
announced in Janvapry 1949 when the Communists designeted the island ag
cne of sixteen key arcas eventually te be "liberated? from Fetionalist
rule end the intention %o take the isiand in 1950 hes been strongly

- rolterated. Tho mission has been 2ssigned to the Commander of the

Eagt Chins f£icld forces. Communist nropagsnda has emphagized Taiwenls
involuntary role as Chiang Kai-shek's last fortress and has reiterated -
that Communist forces must occupy the island, Both %o end the Hationalist
blockade of mainland ports and to destrey the last vestige of Chisngle
regime, This propagends hed gleo exploited the theme of US “imperialigth
dealigns on Talwan and has expressed concern lest action by some cubside
power or group of powers imbterfere with the G@ntmmim @ccupatioa snd.
adninistration of the Lsland.

B Cepabliities.

(1) Infiltretion end Subverston.

. Al%hough the nro@egs cf Cormunist penetvation in Taiwan
cenno% be estimatod with precision, it is bellwved to be at present st4ll
in the esrly stages emong the military and eivilian popuilation. Although
the Taivanese themselves are anbti~Communist, their dislike for. the
Hationalicts, together with their politiend immalturity, renders them
eusceptible %o Commumst neepagands., .

Gsmmmist peneﬁratmn of Taivan probably will inerecce pg the
‘Ocmmunist wilitary preparetions progress. Low morale already prevailg
in mepy Fationalist mawal, air, and ground unifts. H@arly ell the
Chinese have homss and familma in mainlend China, =nd there ouwisis a
Eonersally hopeless outlook for 10@-»%1’&5 Er‘tion‘&llf‘i’. resistance., Moreover,
the Chinese pepulation inm Teiwan, milliary end civi 1, mey perceive possible
adventages $0 be fezived from accommodation with the Comronlsie. For

CONgy/ '
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these reasons, the Chainese population is considered te ve genwally
vulnercblie o Commniet infiltration snd subversion. Likewise, meny
Talvanese may decide %o assist in the overthrow of the I Hationaliste,
in %he denperate hops of an improved iot vmder tho Communists,

(2} Militery Cepabilities.

(2) Strength, Composition, ond Dispesitien of Communist
Forces, '

4
The Arny represents almost the euntirs Chiness Communisé
m.l.&t»ry strength. For purposes of this discussion, Communisté army forces
of concera are those of tho Bast Chine Field Forces, largsly infaniry
troops, supperted by light ar’c:.llewg roughly grouped in twe gub-sress:

I‘Xa:&kzngaShan@,haimﬁaﬂgcham Hingpo areal 2?‘?,,0(30
Amoy aree - 0000 -
TOTAL 331,000

In addition, Commualst militsry manpower reserves are sufficient o
allow eny necesesry reoenforcement ef theze forces.

The Chirese Communist Nevy, mede up of wnits apd personnel
defacted from e Faliomellst Mavy, pocceases or can obtsin three opera-
tional acs*a:eoyec eseorte, 70-75 landing craft of varicus types, mumerous
‘barges and tugs, a8 well as 90 ex-UNRRA fislung trawlers, all potenbtially
suiteble for water~1ift, Prospects for expanszion are dependent on (1)
Lurther Notionalist aefeehlons and (2) rohabiliiaticn of the hg}as cruiser
Chupgkine which, although domeged by Natiomalist air atteck ab Euluiso,
Bay have beean reflosted and now be undergoing repelrs at Deiren. There
is also the poosibility of direct Soviet nevel assistance, c¢vert or covert,

The Chincso Cormumist Air Feree is &n uncertein factor.

Although the CCAF haog not been obsorved in taetical operations, re-orts
of training activity in Menchuria gince early 1987, Hotionslist defoctions
of airerafy, pilote, emd te(,hniczasmg and the possibility of Sovies
advigozy and logieticzl assiziamce 211 lead to the concluasion thab the
Chinese Corwminiate heve at least an air force which might be employed as
2 "one shot" threa¥ egeinst Talvan in aciusl, Llimitsd support of au
amphibious npera‘%mm As in the c¢aee of the ncvre the Communfet Alr Forece
might be Dolstered by further Nationslist defections or by more direct
Soviet supporid.

{(v) Copzbilities snd Limitations of Communish Forces.

‘ Troop dispositions of the Chinese Communist Bast China
¥ield Forces constituie o lond foree adequate in number snd £ighting

.~ CONFIBENTIAL
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qusaity %o overcome the NHationaliot Avmy fovces on Taiwsn once lendings
in force hed beon mede. VWeapons and amsumition do not cemstitube any
parsicular pmblm for the Communista.

Tho moat cignificant limitations are deficiemcios in
. supporbing air emd neval foress recessery for escort of sn emphibious
force. Improvigsed as woll as convemtiopsl lemding erxaft are svalledle
to the Comzaniste, and somo additionel lamding eraf't may be purcheged
from abrosd, Communist smpkidiows limitations would be substontially
minimized in ov operation against Taiwen, howover, for the fellewing
roeasons

1, Dofense instmllationsz end troops om Talwan are
apmud. mlatimly thin. : : '

2o Current Hatlonalist veimfercement of the Quemoy
ard Chou~Shan seclors eve farthor dissipebing the remsources of the Teiven
command, while providing the Talvan defsmiers vith a felsc semse of sw»

' cwiisyc .

3. I@hﬁle longer water Qistameces sve iuvolvea than
iz the case of previous Commuvalst ewphidicus targets, an attacking i’oz‘ce
wonldhave greater flexibilisy in selectiag landing pointa.

- &, Trivan’s defemces could be seriously weskemed
by & sm@a@n weli-timed ond wslleﬁw seed ms%:eeak of sshotsge.

5. The ipherent wesknssscs of the Fationalist
pcmi‘zion, growlng out of exicting dicwmity, inepbness, ard defectioniot
tondoneies (whether wolwntsry or incited by Communmist subversive activi
ties); render 1ikoly a quick colizpse of Taim“s defenses of the time
of o Commuailst ae,sasal operaticn.

In an operation a@aﬁm"& %aﬁwam. tbe Communists will
selech the oplimum btiming comsintent with pelitical comsidorations snd
reletive militery capebilities (o product of their owh growing military
capabilitics and a woning Natiornslist militery po%mial)e. Ubless Com~
monlet subversicn end infilsration of the islend heve progressed sud-
pban$ially bayond tho oxtent Presently estimated, this optimum peoriod
vwill oxtend from Jume %o Beceowmber 1956. Meteorclogicel comsidersbions
vould indicats sn operation either jSust before o2 offer the June-Scptember
typhoon goazon,

Co |
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a

APTEFDIR
THE ECONOMIC SITUATION

1. Agriculture. -

Paiven’s 1040 harvests eliminabe the possibility that a food
shortage will thresten the National Govermment. The rice crop in 1940 4o
estimated at 1.2 million toms, approximately the sems 28 in 1948.1 with
increased acreage, rice production in 1950 is expecte& to exceed that of
1949, Sweet potatoes, the other basie foodstuff of the island, will also
Ye in smple cupply. Horeover., current Taiwanese food am'pluseﬁ are nob
being droined off to the mainlard, = fzct that improves the island“aa foreign
trading position.

Continuved agricultural surpluses sre dependent, however, on the
availability of fertiliser, and ECA hag been supplying sn important pro-
portion of Taiwan's fTertilizer reguirarents. Although locel fertilizer
production is incressing, it le insufficient o meet these requirements,

- and Taiwsn's future agx’iculmral progperity will ﬁemc.nd. continuad suppli,es
of foreign fertiliser

While recent reporis inﬂicata 80RO imnx'ovment in (minese afministra-
tion, particularly in regard to the 2949 land referm progrem, with a con-
gsequent lescening of the burden on the farm population, the Hational
Governuent of China is faced with the necessity of impising heavy rice

- requisitions on the fermers to fesd the srmy and civilisn additions to
the island’s ponulation.

2, Induetry and Fére-lgn Prade.

Deapite evidences of Nationalist maladministration, in&ust?"ai
production, which is slmost entirely o government responsibility im
Taivan, has ghown o eubstantial recovery since VJ-Day. All industries,
ircluding svgar, coal, sals, cemendt, electric power, snd fertilizer, are
producing in larger quentities now than they were in the yerrs immediately

1/ Toe 1948 rice harvest provided an exportsble suzvlus of 300,000 %o
400,000 tons, most of which wos smuggled %o the mainland, Although the
161and"s population kas increcsed Quring the past year, the 1949 crop will
provide o surplus over domestic food requirements.
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ef%or the Jopemesse swrender. Although ¢ver-sll prodmetion s sBill
helow wortims records, scne iandustries hove exceeded provar levels aad
the output of fertiliszers exceeds even wariime levels.

Induetrial outpunt, like agricultural prodoction, will probably
be maintained or inereased in the comlng year., 4f Taiven does not decome
a theatre of war.  For the present Taivan has adequate domestic resourees.
Gxportable surpluses of many items like tea, coal, sugar, fruite, and
pelt-~together with ECA fonds--will provide the means for importing such
onssential supplies as i’er‘silizera ray cotton,, toxtiles, potroleum, and
machinery, ;

. Forelgn trads, hovever, forme s large segment of the ﬁ?aiwanesa
seonomy, avd the prefuctivity of thiz economy will depend upen the
ecotablishment of favorsbls foreign trade relationg and of efficient
tradiag institubions., Until this is accomplished--and only & start
in this direction has been made~-ihe henalite %o the Fationeliszt regime
resulting from the physical raecovery of sgriculburzl snd industrial
output must be regerdsd ss largely potentisl rather than reslised.

3. Finance. . -

Tho most unfavorable aspect of the economic situation omn Teiwsm
j¢ the Hationallsts?® finsnciazl plight. The island, with a population of
ghout seven million, offers a limited potential for tax revenves. In
ovde? to suppert the inereszsed civil eteff tronsferred from the mainlaend,
23 voll ag the islenf’s hoary militory establishment, the National and
Provivciel gevernmenis sre nocessarily incurring deficits. To meeot these
defleits, the Uationelists are dipping inte their spescle and foreign
exchange regerves. Reporis from the US Federal Heserve System on official
Chinegs d0llar holdings in the US, togethez* with less relisble information
on the size of Generalisasimo G&Liaug 2 gold hoard in Taiwan, indicatcs
that the Hationalists may have had as woech as $100 million in specie and
forsign exchange rescrves at the beginning of 1950, W¥ith these finaucial
resources, the latloneliet regime can probsbly conbinue through the
current year. Ulbimately, however, these reserves will be dissipated.
The financial solvency of the Nationsl Covermment of Chine will %hus
be threatened and, 4n the event that Hoticnalist armies are emgeeed in
effective resietonce over s prolonged pericd, additionsl forcign

- econonmic zssistance may be reguired,

'CONEIDENTIAL
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