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Korth Korean financial activities in South Korea. The Communists are
now seeking rew ways to finance their activiiies in Couth Korea since the
100-won notes printed by the Japanese and rut into circulation by then in
pre-surrender da s were replaced in April with new Yorean notes of the
save denomination. Tt is b:lieved that 900 ~illion won worth of these
Japanese notes were in circulatior in ldorth Xorea or in the hands of
Yorth Korean arents in South Korea. The exchange was effected in order to
eliminate the infiltration of these notes from North Korea to finance pre-
election disturbances in South Korea. The inability of the Commnists
to continue the use of these notes to finance their activities in South
Korea may have prompted the Soviets to syeed the develepnent of a new
three-way trade arrangement. Teports indicate that the plan involves
export of North Xorean commodities to tHong Korng either direct or via
South Korea. with the foreign exchange thus acquired goods are bought
and exported to South Korea. The won procceds from sale of these goods
in South Xorea can then be used to rromote the Communist program in South
Korea.

Although the Soviet autnorities must realize that imrorts fram North
-Korea either directl - or via Hong Yong do aid the South Korean ecoromy,
they appsrenrtly are willing to accept this temporary disadvantage in order
to help {inance their long range program to control all Korea. )
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The Nationalists in Manchuria have lost contact with all but one of
the Chinese Communist columns between Mukden and Chengehun, These units
are successfully screening their movements into poeitions for long expected
attacks. Freviously two Communist columns were reported moving into the
Hsinmin aree and probing attecks were launched on the outskirts of Tiehling
end Fushun. Nationalist commander, Wei Li-huesng, elthough admitting that he
does not kmow where ths weight of the next Communist attack will fell, indi-
cated he believes that 1% will be directed at Chinchou and the entrences into
North China. Communists in Hopel last week cut the Tientsin~Shanhailkusn
sector of the Peining raill line several timee, thereby hindering defense
offorts along that rallwey further north.

_ Meanvhile, two divisione of Yen Hsi-shan's forces were reported on the
move east of Shouyang. This geve rise to the speculation that Yen was at
last committing his troocpe to battle, which is doudtful. The Communists were
active along & broad arc from Hankou northwest to eastern Xansu. In the
Kansu-Sian aree, Moslem troops of Me Hung-kuei and Ma Pu~fang rcopened the
Sian-Lanchou highway. Although the Hationslist preass reported a sweeping
victory near Slam, 1% 1z apparent that the Hetionallst poultion in this sec=
tor has not appreciably improved. Rumors persist that there have’been whole-

sale deections from trooves of the Sian Pecificetion ;.eadquartev-% comunist
wits, vhich attacked Chenghsien, have withdrawn soutlivest and have

Joined other units in a move on the middle Han River. Several
points in western Toman and southeast Shensi have sliready been takeny
Nanyang and Lachokou are currcntly being threatencd. Approximately
six Communist colums, reccntly quiescent in west Shantung, are
reportedly recrossing the Luaghai railroad in Fonane

Chiang Kal-shek, now in the process of appointing officials in the new
conetitutional government, apparently will retain Chang Chun in his position
as president of the Executive Yuan., Ho Ying-chin, who was expected to hold
that position, has apparently been rejected becauss the Generalissimo refused
// to accept his reform program. 1 Tsung-Jen, the new Vice President, is not

being consulted regsrding the new appointments and 1t appears that Chiang
will attempt to balance the opposition voiced through Li's election by main-
taining in the top government positions personslities upon whom he has relied
in the past, deeplte their ineffective records. After a conversation with
Chisang, Ambassador Stusrt finds “it difficult to belisve ... that he has
any intention of reslly instituting necessary reforms."

~
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The new Legisletive Yuen met for the first time on 8 May with 370 out
of 773 members present., The minor parties are boycotting the sessions
because of the dispute over the disiribution of seats. The name of the new
‘premier will probably not be submittezd to the Legislative Yuen for approval
until the insuguration of the President and Vice-FPresident novw set for
20 May. 1t appears that formation of e new cabinet will be delayed until
then.,

Senior Democratic League lesders are plenning to split from the leftiet
elenents in the party, according to information revealed by the US represen
tative in Hong Kong. They anticipate repudieting the League manifesto which
adhered to the Communie} party line and desire US assistance toward relaxs-

25X1C8b  tion of the Leagueis bsn by the National Goverament.

According to Chinese press reports, preparations are helng made in
Shanghai for a nationwide student protest cempeign against US policy in
Jepen, %o start within a few weeks. The student group has been consistently
anti-Japenese since the wer. The US Consul Gznerel telieves this might
mark the first step in an attempt to stage - nationwlds anti-Government
demonstrations as well as exacerbate general anti-US feeling.

The British Government 1s demending % 300,000 for "shame and damsge"
resulting from the Shameen incident of 16 January, while the Chinese
Government is preesing for the settlement of the Kowloon "squatters incident."

The Dairen Chinese press of 29 April announced the opening of & dally
busline service from Dairen to Communist-held Pulantien, Tsakushan and Antung,
pointe outside the Port Arthur naval base area. This is the first offlelally
recognized overland route to such points since 1946. It opens travel (ex-
cluding foreigners) to North Korea and Manchuria and indicates possibility
of expansion in overland trede between Soviet-controlled Dairen and North
Korea, aleo with Chinese Communists in Manchuria.

FONCIDENTIAL
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The State Department has accorded Naniing Embacey fresdom of actien
with regard to diverting the Everett Line SS Coastel Champion, due Shanghal
32 May, to Dairem in oxder to take US Consular personnel there, US Embassy
nas informed the Kremlia that the vessel would be so diverted unless visas
arrived for transit of comsulsar personnel via Vladivostok. So far thers 1s
no Soviet resotion to the notification. :

Twenty truck caravans opened the firet Inning-Tihua trade in twe years.

Bconoplc |

. Chieng Kal=shek held a special maeting with Finance Minieter
0. K. Yai on 10 May, to draft measurss for curbing soering commodlty prices.
Chinese Goveranent financial experts are reported %o have admitted thers is
1ittle or no hops of turning beck prices under prasent conditiorns, and at
best could merely slow down the rate of increase,

m;gmlzmggg. Al} commodity prices advanced sharply duexring the paet
veek, while the US § broke the CN $ milllor mark on the blackmarket. The
official "open® US $ exchange rzte has remeined unchanged for over a month,
and is now only a2 third of the Sheanghal blackmarket rate. April food prices

in Mukden doubled those of Mareh. The cutstanding CN $ noto issue is
reported to be 98.9 trillion as of 1 Nsy, a 414 increase over the previcus

month, : 4

The Shanghal Market: _US $ Exchange {(Selling Rats) Wholesale Price of Rice
Qfficiel "open"  Blackmariel r 172

This week (7 May 48) CH $328,000 C¥ $1,150,000  C¥ $4,700,000

Veek ago (30 Apr 48) 328,000 81¢,000 3,850,000

Month ago (7 Apr 48) 328,000 600,000 3,850,000

Year ago (7 May 47) 12,000 27,000 300,000

’ Foreisn Trede-Hong Kong, There was & marked incréase during the first
quarter of 1948 in the velus of exports frox Hong Kong to the USSR, while
imports from Russie were small, Exports consisted chiefly of metal ores
valued et BX $2,7 million (US $ 690,000.) Although source does not specify
kinde of ores, it 13 possible that much of these ores represent tungsien, tin
and entimony smuggled ocut of Chima, :

US Consul General Henkow has roceived a report that Wu Kuowpin,
brother to the Shanghal Mayor, is negotiating with the British for transfer
of severel UX vessels to a Chinese shipping firm to be eet up by Wu, for
direct Henkow-overseas service. It is reported that UK shipping representa-
tivee approve the plan, which is now before the Ministry of Trensportation.
Foreign flag exclusion on the Yangtze will probably contimus.
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Phibul Government taeckles hizh cost of livinz. Several of the
seven post-war governments in Siam have fzllen as a direet result of
their 1nability to cope with the problem of the rising cost of living,
The present Premier, Phibul Songgram, in an attempi Lo strengthen his
position by ecarrying out & promise of his military coup group, has
announced that he is lnaugurating an aggressive program designed to
decrease the cost of living, 4 small reductlon in rice prices, a
25% reduction in rail freight charges, the orening of zconerative mar-
kets, and the projscted opening of low-price chain restaurante ere same
of the more significant features of his program,

Implementation of the program may prove difficult; vigorous pros-
ecution will be irmpeded by the habitwal inertin of the Siamese, The
debilitatigp’df@et of widespread praft will also prove to be & serious
handieap, are reported to feel that the
best poliey for the present is to accept the existence of graft in a few
high places in exchange for efficiency., Thibul is fully capable of
utilizing drastic measures to effect such 2 policy and may be expected
to resort to heavy fines and imprisonment i1f officials fail to carry out
his program,

FRE''CH TVDCHTMA

Bollaert making new efforts to reach political settlement. Reports
from both Paris and 3aizgon Indicate that, following his failure, through
intermediaries, to effect contact with representatives of Ho Chi finh and
the Viet 'inh in Hong Yong, French High Commissioner Bollaert apparently
has been forced to utllize Ceneral Xuan, French-spensored President of the
Provisional Government of South Vietnam (Cochinehiva), in what may be his
final effort to reach s political settlement in Indochina, Desplte the
report that Bollaert was ordered by Paris to take neo further action pending
instructions, he is evidenily attempting to arrive at a face~-paving agreec-
ment with Xuan, hoping for subsequent approval from the French Government.,
The new plan allegedly will include the formation of e previsional, and
rather limited, central Vietnam fovernnent under Xuan, another Bollaerte
Bao Dal conference resulting in the transfer of the negotiations involving
Pao Dai to Frantce, and possibly the indefinite postponement of the former
Ammamite emperor's return to Indochina as head of a new regime,

General Xuan is currently visiting in north and central Vietnam in
an effort to encorrage anti-Tiet "inh elements, and perhaps even non-
cammunist supporters of o Chi Yinh, tc take an active part in the pro-
visional government. The response to date appears to be negative, inasmuch
as these groups seem no more willing to coopearate with the pro-French Xuan
than they have been with the heads of the French-sponsored and insffectual
Tonkin and Annam fdministrative Committees, It is doubtful that any respon-
sible individuals will risk their positions and their lives %o support an
unstable Xuan government,
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FRENCH TNDOCHINA (ceatinued)

The first publiec amouncement of Xuan's domands? came fran Radio
*independenc o’
which would include complete internal scvereignty, political and gso-
graphie unity, and full ecoomic freedam, but reserving for future
negotiations the delieate questions of finance, custons and diplomacy,
If a government under Xuen energes under these eircumstances, it is
unlikely that the Prench can avoid the iadictment of having created s
"puppet? administration or that any such refime can succeed unless

Saigon on 7 Yay, in a broadeast announcing vronosals for

the French are willing to make further concesgions,
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