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SECTION I. SWAIARY OF FAR EAST TRENDS AND DEVELOPMENTS
Tha USSR oontimes its efforts to foator Japan-Sakhalin trade (page 2).
While the Chinege Communist Party appears 6 be in no imminent danger

“of a "Yugoslavetype" castigation by Moscow, Chinsse Commmist leadors must 25X6

reallge that such action is possible at any time (psge 2). -

- (page 4),

L road net, suitable for high spoed traffic and mllitary use, is being

~ build in Forth Kores by Soviet enginecrs (page 3).

Chinats recent finaneciel crisis has subsided but has served %o re~cmphae |

| 8lze tho very precarious state of the Natioralist economiec struoture (page 4)-

litary activity remaine on & minor sosle (page 4)o The ohief avent of the 25X 1
wosk was the sipning of the Bllatoral Agreement concerning US Ald to Chimm

Increasing signs of Indonesien unity mey foroe GOC conslderation of USe

Australien proposals ae only basls for peaceful solution (page 6).
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SECTIOR IX. DEVELOPMENIS IN SPECIFIED m[ '
GENERAL |
USSR oontinnes efforts to build Japen-Sakhalin trado

: The US Political Adviser in Tokyo has advised the Department of State nAN
that the diffioulties which Japan is incurring in its attempts to seoure

iron ore from other Far Eastern countries my result in its inoreased
dependence upon the USSR. Ho states that tho USSR ixrade representative has
indicated that it may be pousible for Japen to secure iron ore from Sakhalin
deposite whereas varying types of obstacles ere being offared by Japan's -
"normal" scurces, i.c. the Philippines, Hainan and the Yangtee Valley (China),
Malaya, Indla, and Indoohine. The Politioal Adviser stresses that the normal®
sources fail to realizo that iron ore sales to Japan would result in mitwmlly
banefiecial trade leading to rehabvilitation not only of Japan but of themselves
and the Far Fast in general (Supplies of iron ore from other areas, C.g.
Canada, are obtainable, but at higher costs).

The favorable consideration by the USSR #rade represontative to the
poasibility of Japan seouring vitally neoded iron ore from Sakhalin is enocther
indication of Soviet efforts to build up trado between Japan and Sekhelin.

As yot, howover, it is impossible to conolude whother primarily the USSR is
seeking to build up such a trade because: (1) Japan cen furnish items (e.g.
railroad rolling stook) apparently of ossential concorn to Sakhalin in the
building up of its economy or (2) the USSR is seoking to make Japan economi
oally dependent upon 1%t es a means of subsequent political penotration.

Implications for Chincse Commmists of Cominform Resolution on Yugoslavia

_Chinsse Communist leaders must be impressed by the recent Cominform "
rosolution on Yugoslavia because of the parallels in the agrarian background
of the Cormunist parties in both countries and the epplicability of certain
oritioisma in the resolution to the Chincse Party's polisies. The Chinese
Comrunigt lander Meo Tse-tung has stated that the Chinese Cormmumniat Paxty
represents the "joint ruloe of several revolutionsry classes" as opposed to
the Soviet concopt of rule by the proletariat. Thus the resolution's condeme
nation of the Tugoslav Popular Fromt, with 1ts inolusion of varied olass
olements and political groups would also condemm the Chinese emphasis on the
unity of the Communist Party with. the proletariat, peasantry, intelligentsia
and pstite bourgecisie ium a "mighty, independent, political power®.

The Chinsse Commmnist Party appears to be in no imminent denger of
similar oastigation by Mosoow, as guch is not neesssary nor desirable in the
Kremlin®a present plens, but Chinese Cormunist leaders must realige that the
Tugoslav~type aotion toward them is possiblo at aasy time. The resolution _
also offers an objeot losson to thoge Chinese elements desirous of collaborabe
ing with the Commurists in a possible now govermment that any arrangement with
Communists seens ¢o lead inevitubly to Communist domimation and combrol.
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KOREA
Soviet machinery and engineers are being emploved in a am of ngh
- road construction and Iimprovemen 0 orea, south o ngyang and

near the 30th parallel, oh & scalé much Yarger than usually carried out
each spring and fall. This out-of-season activity is significant since
the pattern of construction for the routes, which in most cases now come
to an atrupt end at the parallel, is such that the roads will be suitable
for high speed traffic and rapid movement of military personnel and
equipment to the 38th parallel.
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fbs Bilateral Asresment betwes md Chins vas signed at Nanking

3 July covering $275,000, for ecanomic aid to that comtry. The agreoe
mant comprises 12 articles, a short snnex detailing sefegnards on aid admin-
istration and en Exchangs of HNotes botween the two governments granting
Most Favorsd Natlon treatment on & reciprocsl basis for trade to territoriss
under ocoupation by the US, including Japen and South Korea. Apperently
_ the device of an Exchange of Notes - an exscutive act - was evoked for the
Mout Favored Nation provision in deference to the Chinese Government's fears
that 2ts inclusion in the regular agreement would subject it to adversze
oriticism in the Legislative Yusn and to popular resentment. The principal
provisions of the agreement are that China will initiate and maintain more
stable currency conditione; make practicel efforts to improve commercial
relations with other countries! administer import/export controle in uniform
squitable manner; promote agricultural and industrisl development on sound
basis; facilitate transfer to the US for atockplling or other purposes
materials origineting in Ohina which are required by US; will agreo to
cooperative study projects to be financed by US, and to leep the people of
China fully informed of progress in implementing undertakings under the
agreemont.,

-

Il

hinese digsatisfaction wi peoviet relations is indicated in a
regolution, introduced by over 100 members of the legislative Yuan, requiring
the Government to list violations of the 1945 Sino-Soviet Treaty. The Yuan
membars charged the Foreign Affairs Ministry with "remaining es quiet as a
cicada in cold weather® on this matter. .

x¥ ALY SCHIVITY N Gina Yan 24 ana : noxY 887
week. In Central China Communist forces, following the succeseful comple-
tion of a welleplanned raid on Kaifeng have been evading an armed brush
with pursuing, supsrior Nationalist units, who claimed %o have encircled
the Communists south of Kaifeng., The Communists are now massing south of
Chenghsien and according to press dispatches have slresdy begun to probe
the defenses of that clty. Meanwhile Communist attacks on Tzuyang,
Shantung contimed and small ascale fighting was noted along the eastern
sector of the Lunghai Reilrcad near Lienyun. North China Commmists
continued to harrass the PeipingeMukden Rail line, with the latest attacks
directed at the Shanhaikuen~-Chinhsien sector. late reports indicate that
periphorel attacke have been launched sgainst Chinhsien,

g F ] . Tension has partially relexed in Shanghai,
the financial nerve center of the nation, from ths near penic conditions
of the previcus week whon Chinese National currancy depreclated 100% in a
matter of a few days precipitating the greatest price rise yot seen.
Probably anticipating furthsr finencial decline, the local garrison come
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mender has repeated his fear that contimued economic disintegration womld
leed to disturbance of peave end order for which he ig resvonsidle end hes
followed up his public warning of 26 June with a convening of heale of
local security forces to draft plans to wipe out blackmerket operations.
Civilien leaders were conepicuously absent from the mseting. The resulting
plan provides no new economic weapons, but appears to be merely a ree
statement of currently ineffective orders. This action on tha part of the
Shanghai Garrison Commender substamtiates 2 report that Chisng Kaleshek

ie directing the campaign over local civilian heeds in en effort to savs
Shenghai, China's "show window", even to the extent of considering mertial
law. The growing severity of the financial decline exphasizes anev ths
extremely precarious position of the Nationaliet sconomic structurs, but
thers i& no evidence as yot of a complets collapse.

Suxrengy Prices. The Shanghal genersl cost of living index for
worksrs increased 110.7% over May, reaching 710,000 (1936 = 1). %his is
the greatest monthly incrsase yet recorded. The inorease for May over
April wes only 28.6%. The percentage inorease for June, however, was etill
less than half that of the price of rice (bassic commodity) which increased
252% during the month, The Blackmarket US doller exchange rate increagsed
272% in the same peried,

The Shanghai Merket: ’ Exo

iate) Wholesale Price of Ri

": r«, >, ' A ” ,
This week (30 Jun 48) CN $480,000 CK $3,575,000 C§ $18,000,000
Veelk ago (25 Jun 48) 480,000 3,600,000 18,800,000
Month ago ( 2 June48) 480,000 1,130,000 7,200,000
Year ago  ( 2 Jun 47) 12,000 45,000 480,000
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Ineréasing Indonesian unity may force G0C consideration of US~Australian

proposals, Dutch attempts to precipitate a serions cleavage between Repube
lican and non~-Republicon Indonesians appear not to have boen successful as
the majority of the delepates to the Dutch-~convened Federal Conference ab
Bandoeng camosed of representatives of non-Republican states are reported
to have reacted favorably to the recent US-Australinn plan for a future fed-
eral government in Indonesia, It is probable that the delegates' favorable
reception to the joint US-fustralian papor has resulted from the fact that
representatives of the more important states, ineluding Fast Tndonesia and
Pascenda (in West Java), have been working on a plan of their own which is
not incompatible with the US-Australian working paper and which calls for
cooperation with the Republic in the formation of an interim government.,
If this movement for mutual ecoperation among various Indonesian factions
continues to gain support, the Dutch position in Indonesia will grow pro-
portionately weaker sincs the Dubch have consistently publicized the diffi-
culties in Indenesia as belng a cenfliot bebweon non-Republican and Repub-
lican elements. As a resvlt it is quite likely that the UN Good Offices
Committee, whose negotlations in Indonesis are now practically suspended
pending the arrival of new US and Dutch delegations, will be foxced by
these signs of Increasing Indonosian unity to ccnsider sericusly the
US~Australian proposals as the only basis for a peaceful sclution,.
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