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SHCTION T. SUITARY OF FAR RAST TRERDS AND DEVELOPVENTS

Chiang Fai-shek and Philippine President Quirino, mesting in the
Philippines, & Pacific Union (p. 2).
Natcoirreseoladd

Recert Communigt-inspired demonstrations egainst mass dismissals
have failed to win publis support. Japanese offorts to expleit the
political repercussions of the mass dismissals may be expected to
place oconsiderable pressure uporn SCAP espacially if leck of improve-
ment in economie conditions results in a reversal of public antipathy
towards the Comrmunists anti-Yoshide offensive { p- 3 ).

People’s Army continues troop aoncentrations in border aresa (po 4}~

, In China CCP Chairmen Mao, in explaining his concept of a “democratioc
dictatorship”, told the Chirese people that they would scon be living
under & police etate end that Chine would follow the nath of the USHR

{(ps 5)« 'The lLeatinr of » US consuler official in Shanghai was the latost
merdfestation of anti-foreipn feeling in that oity; eanti-forelgnisn hes
now devealoped into & strupple between local Cormunist authorities and the
US Consulate-general (p. 6).

Republican leaders, recently returned to Jopjekarta, are improving
their poeition (p. 8).

Beo Dai's weak calinet and failure %o visit fanoi further depreoss
his chances of success (p. 8).

New Fhibul Government is encountering considerable opnosition iz
Parliamont to a vote of confidence {p. §).

The !larginal notations used in succeeding cections of this Visekly
("a", "B", or "C") indicate the importance of the items in B/FE opinion
with "A" representinp the most important.
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SECTION TT. DEVELAP'TENTS TN SPECTFIND ARTAS
GERERAL

Sino-Puiliprine statement recommends Pacific unlone='m 11 Jaly, Thilippine A"
Prezident Tixidiec O o and Generaliesime Chiang Xai~she¥, in a joinmt
statement, recommended ths formation of 2 Pecifie union to "contain and
counterast” Conmunism, The statement was issued following two days of
talks at Baguio, in the Philippines, to which Chiang had flown at his

own roquest to diseuss Sino-Philipnine affairs and relations of the two
countries with other Pacific nations. According to press reports, Chisag
snd Juirino zgreed in their conference that the Philippines, China, and

the Republie of Forea will form the nucleus of the proposed snion znd ihat
representatives of other Faeific countries, including the S, should e
invited to rarticipate in o preliminary international conferente to conaider
aspects of ite fopmation. Since independent attempts to obiain definite 1S
camitments have been unsuceessful, the three principals apparently hope to
exert preswsure upmm the 7S through a collective approach,

& Paclifiec pact was first proposed in Australis last March., The proposal
was further stimilated by ‘resident Juirino later the same month when he
orged the '8 "take the lead in the Far Tast and not zamcentrsie har en-
tirve attention on Surope:¥ DPresident Rhee of Korea almost immediately
echoed the idea. The "7, upon whom the ultimste success of the plan rests,
clearly indisated last ay that it »as not vonsidering a defensive pact .
for the Pacific along the linee of the Atlantie Pact. However, the I'S haa
expressed more recently "every sympathy with and interest in efforts of
peoples of the Faeifie are: to develop close conperative relationship and
to move toward common counsel and moteel azssistance on the vital problems
of the arez.” Withouit V'S support, & Pacific union wauld rrobably develop
inte & pressure group exrendiing its efforts at obtaining 'S aid rather than
pressing towsrd poaitive arhievement within the limits of its own stremgth.

- cxniiiiiif—
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SAPAN

dons of mass dismissals accentusted--Recent Communist~ "B"
inppired demonstrations against the Jajanese Government's mass dismiseals
have failed to win public support. The first political assmssination since

pation-required dismissal progrem which violated the custom~based patere
nalistic pattern for avolding large-scale unemployment. Every political
group in Japan from extreme right to extreme left may be expected to exe
ploit, at the expense of the occupation, the forthcoming dismissals ex-
pected to tctal close to 170,000 by the and of September.

Leading the drive on the right is the conservetive party of Premier
Yoshide which sees on the labor wmrest aggravated by the mass dismisealis
an opprertunity to unite conservative forees in Japan on the basis of anti-
communise and to consolidete conservative political power through the
strengthening of central government authority especially in police matters. .
To the extent thet such steps promote increased governmental stability in
the short run, the Yoshida Govermnment may expect to win eagerly desired
independence from SCAP comtrol and modification of SCAP instituted reforns.

Both the center and the left are basing their political strategzy on
attacks on the Yoshida Government. In the face of occupation responsi-
bility for measures wmpopular with trade union elements, the center parties
heve little choice but to attack both the cunservatives and the Communists.
Such tactics are likely to heighten the factlomalism evident within these
parties and by hastening the probable rupture betwsen right and left, fur-
ther weaken the influence of the center,

On the extrene left the Communists nmay be expected to time future move-
ments to maximize the effects of the coincidence of the mass dismissals
this summer and the Soviet return of Japanese PW's, many of them converted
to Communism. Furthermors they may be expected to utilized alleged gov-
ernment repression to maintain pressure for the formation of a joint front
of left wing politiecal and 1l:bor organigations,

In vlew of the unlikelihood of an early amelioration of widespread ec-
orowic hardships in Japan, some reversil of present public attitudes to
werds the Commmists' anti-Yoshida offemsive is not improbable, Im such
an event, the cepabilities of the Japanese Government to meet labor re-

. 8istance to the reductiom=in-force provisions of the stabilization pro-
gram without additional SCAP assistance may be in questior., SCAP may then
be faced with the following alternatives: (1) to permit strengthening of
internal security organizations at the risk of discredtting postewsr po-
1lice roforms, (23' granting edditional funds directly aslloeatable to vork
rellef projects, or (3) both. Pending attainment of goels of Japan®s

«hSRE
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econonic recovery, not likely in the foreseeable future, the cost of
nmaintalning an orientation to the US may he expected to remain high.

£OREA

3 ~=Recent reports indicate that the Pecple's "E"
Army is contim:ing to move into positions closer to the 33th parellel,
Headguarters of the Second Division is believed to lLave moved from Ham~
hung down to Uonsan on the east coast with subordinate units deployed
further south along the lonsan~Seoul corrider. Reported novement of
clements of the Third Division from the northeast port of Nanam to Ham-
hung may indicate the entire Division will come south to positions va-
cated by the Second Division, On the west coast, Headquarters of the
Tirst Division reportedly moved in Mey from Pyongyang to Sariwon, only
30 miles ncrth of the border.

Although some of these novcnents are not confirmed, they are logiecal
steps in further consclidetin;: People!s Army administrative and btactical
control of the border area. Uith the Pocple's Army moving into closer
- support of the Horth Korea Border Constabulary along the parallel; the
prospect of major border inaldents is increasing and it is probzhle that
Peoples Army troops may join with the Border Constabulary in border bat-
tles 2painst Republican troops in the early future.
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- Ehalrman MAO outlines his Polioce State. MAO Tse-tung, Chairmen snd A"
reovgnised leader of the Chinese Co st Party (CCP), in a 1 July article
oslebrating the 26th anmiversary of the founding of the Party, explains the
condspt of “democratic dictatorship,” and informas the 450,000,000 people of
Chins that, for their own good, they will be living under a rigid police
#tate, MAO's article, composed in the slogging dideotic style of Comrade
Btalin, {s apparently addressed to an unindootrinated sudience ("young com~
rades who have just joined the Party and have not read MarxismeLeninisn®™),
and is as orthodox as if it had been written in the Xremlin. There are, howsver,
five references to “world Commnism,” & prospect which Boviet spokesmen are
too taotful to mention,

: MAQ promises, of courss, that the State will eventually ®wither
awey,” but that, until the advest of "world Communism,” every effort
mist be made to atreagthen it, especinlly its instruments of coeroion end
punishment. MO admits that the charge of the opposition~~"You are dicta-
torial®-~is correct: "Yes, dear gentlemen, you are right; wae are really
thet way.® ‘The “demooratic dictatorship” is a dictatorskip of "the people”
over the “reactionaries.” It is, of course, the CCP alome which determines
who are '"the people” (those supporting the CCP) and who the rescticgeries®
(those opposing the OCP): This dictatorship, whioch must sefeguard the revol-
ution so long as it is threatened by "imperialism, domestic resctionaries,
and classes,” takes as tta first task that of "strengthening the people’s
stats apparatus,” perticularly the "people‘s army, pecple's police,

. and people’s courts.” MAO also migzests the fate of uncooperative and unre-

pentant "reactionaries"-~concentration ocamps and siave lavor.

Throughout his article; MAO reaffirms the GCP'a fidelity to Moscow,
aoknowledging the CCP's debt %o Marx, Engels, Lenin and Stelin, and cone
miserating with thoze Chinsse scholars whe "sought truth in the West"™ but
were disillusioned by "imperialist aggression®; this is also o warning to
pro-Western Chinese intelligentsia. MAD admiringly traces the growth of
8oviet power, credits the USER with being the "main foroe™ in World War II,
and states that the postwar policy of the US confirmed the CCP in its
decision to unite its forces with those of the USSR, its satellites, and
Commnist Parties everywhers, MAO repeats the frequent assertions of CCP
leadera that there is no "third road," that cne must join sither the forces
of Mimperialism” or of "socialism,” and, probably in preparation for e
noré active and open Soviet role in China, explains that the revolution
in China oould never have sucoseded without help from those "international
revolutionary forces™ to which the GCP has bound itself.

Turning to China’s economic problems, MAO sarroctly foresees &

"grave problem...(in) educating the peasantry” to s ccept collectivization;
nevertheless it will be done, because, as the USSR disoovered, it ie essential
for "complete and consolidated mocialism.” MAO admits that China at present
“depends on forelgn countries sconomioally," but, perhaps antiocipating

en effort by the West to exploit that weakness, dismisses as “childish”
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the notion that the 0P program fsr Lhine cannot succeed without US-UX

uid er that &isintsrestsed mssistance from such sources is conceivabls,

The alternative, for Chine, is to follow the path of the USSR, i.e., for

the State to extraut the maximum surplus value from every element of Chineue
society. That is what MAD pruposes: "The Communist Party of the bSS

iz our best teacher.”

Cormunist Auti-foreipgnism-«The recent srrest and three-day detention nRe
of &8 US consular official by Shanghai police, during which time the American’
was "utterly beaten,” clinmmexes a series of recent snti-foreign manifestations.
Since shortly after its capture, Sharnghai bhas been the focal point of
enti=foreign incidents which have been highlighted by Communist-tolerated
coercion of foreign Lusinesses by labor groups cut for profit and to
settle old grudges. However, with the beating of a US official by Communist
pelice, the anti~forcignism which the Party encouraged but in which it
was not directly involved end could leter discleim, spilled over to include
Commnist officisldom and beceme, thereby, = Party responsibility. The
Party press and radic have thue far been media through which anti-foreign
feelxngs were spread: 2.g., when the British‘v%ﬁs&l. Amethyst, warz shellsd
in the Yangtze, the Communist press end radic charged the Briiish had
opened I'ire on Communist trcops altsr in:ruding" {withoun Commurist per-
mission; upon Chira's "great 3n1an¢ waterwuy” and promised that the Com-
muni st would slways prutec the "territorial sovereignty” of the country.
The more recent arrest of the US Consulete-genersl official was represented
tc the pecgple of Communist Chine as indicative of Communist intolerance
of "imperialist provecative actlions” by foreigners who treat the Chiness

ith "srrogance, roughness or slight.” Tae Communists have publicized
apolog -es end confessions vy foreigners accused of wrong doing: devices
aimed at the domestic propsganda market wiih success. As a matter of

fact the Perty mey have been a trifle too successful in turning the attention
of the people outwsrd, end has touched off a series of iucidents wer
which i% no lonper cun exercise firm control. Sincer the Lommuniste are
now themselves involved, they must either carry the campaign to its logicel
end and drive &ll foreigners out of Shanghei,. which they probelly wish
to avoid, or modify their sapproach snd attempt to re-create at least &
temporarily *olerutle etmosphere for foreiguners., They wi.ll probebly
choose the lat%er, since no parallel should be drawn betwaen the Shanghai
incidents and 1he 411-#re&tment of US consular personnel {perhaps even -
worse and certainly of Jonger duration}, which has been encountered in
Mukden and Puiren, for there the Communists probably do dssire to drive
the US out, '

CCP MONLTARY DIFFICULTIES
By giving the Peoples Bank Notes certain attributes of commodity cur- "C¥

rency, the CCP hopez to maintain public confidence in the monetary system
of the Communist government. The objective of Communist measures is to

;
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ezsuie the public that the value of savings will nut oe impaired because
nf currency depreciaticn. Money deposited ia banks es sevings is srodntsd

to the account of the depositor in terms of the currently 'revail ny price
level, Wheon the savings are witndrawn, the depositor receives an smcunt
equivelent in purchesing power £o jus original deposit. In other words,

1f tne index of commcdity prices rises two=Told, Lhe saver is entitled

to withdraw twice the amoun% of PEN he originally desposited. In Shenghe i,
ihe index for caleulsting purchesiag power is vased on Lhe price’ of

rice, cotiun Y&IL: ve-etarlp oil, sund conl briquettss.

Ap attenpt is &1»0 veing made to maintain theé purchusing power of
wages. Laber contracts that are currently drawn in Shenghal, for excmplie.
provide for wages tixed in fterws of rice equivalent. A&s the price of
rice goes up, sc does the monsy wage recaived by the worker.

The monetary inncvations of the UCP have thus far proved iueffective
to prevent e substauiisl infiation. In the leat week of June, the pricze
of rice in Shanghai douuvled; ‘the black merket quotaticn for USdlirrs
went up oy sbout BO percent. Thus, with btrede in ths community at a virtuesl
standstiil becsuse of the Nationulist blockade, and with working crews
that they may not lay oif withaut Acurring exorbitant szrerancs poy
cxpenses, business fMrms must dissipate working capital to wmeet isbor
coste that Keep soarin: with =very inc sese in the price of rice.

The current CCP expevienco indicates thet prics infiation remsins a
formidable probierm to plague CThinese rovermments desplte measures to
meintein pur hesing power parity. The evidence o the Til depreciation
suggests that the Ucmmuniste, like the Ustionslists, heve been meetin
governrent deficits Uy resort tc the over-iesue of paper money. “ommodity

a of

shorteges, in part becruse of the Hationalist blockade, tave elso been
contributed to the uuA“D price rise. Until the restoratian of psace and
the atteinment of peliticnl stabil the Lol will no uoudt continum

vualnerable to the serious
inrating currency.

al end esconomic handicaps of & deter-

Uik ]
CHIANG resumeg hutionallist lesderstudpe-UhIANG Kei-ooek’s self-initlsted,
secrutive journey to the Philippines and ais conferences with Presidant

Quirine on s Paeciflc Paot and Sinoe-~Filipino cooperation strikingly ﬂemén»
strute his returep to lesdership of Naticramiist Vaina. elithough CHiAH
migsion wes technicelly unofficisl, 2t marked u new ang significans

tactic in Chins's search for foreign aid. CHIARG 5 trip to Besguio. fol-
lowing his recent psrtlicipstion irn an iwport militar; conference in taiwen,
neraids his resumpticn of an overt dominant role in Navionalist China

and the virtuai terwination of LI Tsun ~jer’s national influence. GATANG
provably will visit Cunton shorily to dir

2¢t personaily Hationalicit pollicy
in his cepacity s Chairmen of the projected K iominteny rmergency Yolicy

Commi ttee.
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TNDOYESTA
Republican positibn improves-Tnternal political tension in Republicasn epe
c%ies has eased considerably within the last few weeks. Thias improved

situstion is evidenced by the fact that no seriocus incidents have been
reported since the Republicans took cwer Jogjskarta Residency from the
Duteh on 30 June and by the enthusiastic welcome by the nopulace of
Jogjakarta accorded Sukarns, Hatta and cther Republiecan officials upon
their return from Bangka on 6 July.

The Republican cabinet has alrsady mst and is smsidering approval
of commitments made by the Republican delegation rscently at Batavia.
Serinsus differences of opinion within the cabinet sesm less likely now
that Sjafruddin and other members of the Republican "Fmergency Govermment”
have returned to Jogjakarta from Sumatra and are prepared to relinguish
their emergency powers. Any real opposition to the government is expectied
%0 come from the Tndonesian Communist Party (PI'Y), whieh has increased
cansiderably in numbers and prestige since the Duteh “poliece sction” be-
gan in Degenmber 1948, '

ngﬁ

Bao Dalls chsition wealeening--On 1 July, two monthe after his return %o
ietnam, ‘mperor Pao Nal finally announsed a government for his new state,
He will servs as both Chief of State and Frime ““inister, while Ceneral
Xuan, president of the Provisional Central Government since June 1948,
will act as Vice Premier and ‘inister of National Defense. The influentisl
Viestnumese editor of "Fcho du Vietnam™ has been appointed Foreign dnistoer,
The Interior portfoslio is temporarily reserved to Rao Dal because,ss yst,
& minister has not been selscted to {111 this pozition. He may be holding
the post cpen for a member of the resistance. The other cabinet officlsls,
chiefly undsrsscretaries, are either technicians or representatives of
minor psrtiea and religious groups.

Reaction in French-controlled arcas to these appointments hss been
primarily one of "wait and see" in Scuth Vietnam and disappeintment in
North Vietnanm, While one representalive French official expressed fear
that there were "too many anti-French ultra-nationalists’ included, most
Vietnamesze feel that the majority of the cablinet officers, whose talents
and influence appear questionable, are not the leaders required to atiract
the nonCommunist nationalists frar Ho Chi 'finh. There have been indicaftions,
also, that some of the ministerial posts were announced without the per-
mission of the appointees, From the Ho Chi inh-controiled zone the re-
sistance radio broadecast an expected dizstribe deseribing the "sullen mixture
of puppets'" and "third-rate lackeys" whe have emerged as a result of the
sfforts of "French imperinlism."
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Bao Dai's position may have been further endangered by the continued
nostponement of his projected official visit to Hue and Hanol, where "the
deterioration of the newly erected triumphal arches by action of the tropical
w1 and raing since the date originally fixed is probably symbolic of a
similar deterioration of whatever Bao Dai sentiment then existed." Tt is
btecoming evident that whatever psychological benefit eauld have been de- _
rived from an early visit by the Fmperor has now been Jost.

The cool reception accorded the announcement of Bao Dails ecabinast and
his diminished prestige in the Hanoi area are additional indications of Lhe
tromendous task to be ascomplished by the Emperor. His chances of success,
therefore, remain fairly remots under existing eircunmstances,

T4 TTAND

Phibul Gowsrament sharply eriticized-~The new Thai Sovermment, formed 28 npw
June, 1s encountering extensive critical debate in Parliament from the
onposition Democrat  Party prior to a vote of eonfidence. Apparently
cpposition tactier are intended to capitalize politieally through radic
broadeasts of the Parliamentary proceedings., The Democrats s led by ex-~ -
Premler Khuang, are devoting ihe weight of their attack on army and police
interference in politics, upon misuse of army apnropriations, and upon tiw
wiGe-spread favoritism of the Phibul regime, Khuang has told Premier Phibul,
whe is bearing the brunt of the opposition’s attacks, that a detailed reply
%o nuestions concerning army appropriations is a prerequisite to & vote of
eonidence.

“hen the new Covernment came before Farliament for aprroval, the opposi-
tfon successfully defeatod a mowe to consider the cabinet as a unit snd em
barked upon & ministry by ministry examination. It appears that the desbate
wiil continue for several more days if other ministries are subjected to the
same lengthy criticism as have the Defense, Interior and Tdueation Ministries,
1t is believed, however, that the opposition is not preparzd at present %o
record a vote of non-confidente in the rhibul Government despite mounding
pipvlar and Perlismentary dissatisfaction. Presumably, the military ¢lique
supporting Premier Fnibul is considered by the Democrats to be too Tivaly
in contrel for the latter to risk harsh retaliation for a Phibal defeat
in Parliament.
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