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in the cuth Korean elentions of 10 May, nelthrsr of the two extreme
- +ivbist procisesRhiae Syngman's Nations]l Soolety ani the Hankooks-ewon a
:--rity, an: the balance of power is held tempcrarily by the smaller
JF tist powiras The lHenkoors have the capability 3 undermining and
wiidrg Shee'r pres: 1t dominwnt position im any futua=e politiocal orisis
@ $ia

e

Chiang Asie-shek’s inebility tc ucntrol the Knowintang effectively has
huer: demonst=e ted by the serious intrse-party struggle over the naming of a
ww premier, This strurgle, involvirg key figures upon whom Chiang has
valied for yasrs, somwars to be a serious challenge to his position of
inecership (pege 4).

In Frenut Indoshine, Ho Chi Minh is expeoted 5 launch a campaign of
prepaganda azc verror in response to the formaticon o a new French-sponsored

x

" ¢ imem loverrment 'nder Cencral Xuan (page 6).

A }}ﬁ:uh rove %o ty-pass the Indomesian Renublis is evident in a "Federal
L ferenoe™ veing convened i.. ™itcheheld Jawva on 27 'my, apparently without
'Jc 1:blic representazion (paz: 6), As reported in ths CIA Daily Summary of
#i lay, futes reewnction of "polioe action™ in the awar future is much more
mltakle than is a seaceful sonelusion of DutcheRewiylio political agreement,

In the Yriliopines, pea-eful settlement of the law and order problem has’
iver rendered less lLikely b the open insistence by Taruo, Hukbalshap leader,
“wi the Tuks have :hw right to bear arms (page 7)upocumentno,
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KOREA-

Neither the Hankooks nor Rhee Syngman's National Society, the two na jor
rightist groups, secured a majority in Ethe ay elections in South Korea.
Although so-called "independents™ hold & plurallty of 86ats, a more realis.
tic break-down of +the election results indicates that the Hankooks end ths
Rhee machine will have about equal strength with the balance of power held,
at least temporarily, by the smaller political parties. Kim Koo's Korean
Independence Party is the largest of these lesser groups. If Kim, despite
his attendance at the Pyongyang conference, still has authority in his
party, he may be able to utilize to his own advantage the stalemate of

the major groups, )

Rhes, who derives his strength from his extensive political machine,
was expected to win a penerous plurality of seats. However, his present
parity with the Hankooks is dependent on the precarious support of ambie
tious General Lee Chung Chun's Dai Dong Youth Party. loreover, it is
possible that in their long~standing contest with Rhee for political
supremacy, the wealthy Hankooks have been able to infiltrate and capture
some parts of Rhee's machine at the lower levels. For-‘the present, howe
ever, the two groups will maintain an uneasy coalition,with the Hankooks
supporting Rhes for president., Rhee will attempt to got himself elected
as a "strong" president on the "American" pattern while the Hankooks will
struggle for the adoption of the "French" system with Kin Sung Soo aa
premier, Although Rhee may be successful in this initial struggle, should
his egooentricity produce an eventual political crisis (eege frustration
of any future US aid program), the more astute and flexible Hankooks will
have an excellent chance of seizing real control of the government jleav-
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CHINA

Strugcle within Kuominteng -

Chiang Kat-shsk®s difficulty in forming & new cabinet for China hsse nAn
revealed o serious sirugsle within the inner circle of the Kucmintang.
Apparently Chiesng no longer hes unchallenged control over ths FParty and his
insbility to Pely on thc support ofcertain key Farty lesders from whom he has
drawn his sirangth in thec past is a more dangerous threat to Chiang?s position
than that presented by any ltberal opposition under Li Tsung-jen,

The present struggle has stemmed from the Legislative Yuan which is con=
trolled by the conservative CC Clique and must epprove the apncintment and
actione of the new president of the Executive Tuan. The more likely candidetes
for the position,. Chang Chun, Ho Ying-chin and T. V. Soong, were ell reluctant
to accept the position since they doubted their ability to command a majority
in the legislature. The appointment of Wong Wen-hao to this position, which
wos approved by a large majority of the Legislative Yuan on 24 May, was only
& compromise and hae not solved Party diffsrences.

Wong Wen-hao, an outstandingz Chinese geologlist, chairmsn of the National
Resources (ommission end & follower of T. V. Scong, ie conslidered an eble and
honest edninistrator. Desplite his association with the Foliticel Sclence Group,
he hee remained outside intra~party rivalrles, but with no politicel following
of his own, he mey be relied on for his loyalty to the Generalissime rather
than for any independence of action. His position will be difficult since he
will be subject to prsssures from Chiang on one side and the Lesglzlative Tuan
on the other,

Current Militery Situation in China

Widespread Communist offensivee, anticipated for the month of May, have “A¥
failed to develop end the Chinese military scene during the pest week continued
to be permeated by a general attitude of expectancy. Military activity was
confined to the gensral North China areea around Peiping and to the Central
China ares northwest and west of Henkow and involved comparatively small
nunbere of ¢roops. In the latter area Communist units, reportedly irregulars,
ceptured Lacohokou, important Han River city, leoting importent stores of food
and materiel. One source describes recent Communist activity in west Honan
es a foraging expedition, necessitated by supply shorteges in the Tapishshan
area. According to this interpretetion, the Communist timetsble for the
crossing of the Yangtze River hae been consequently disrupted.

Ae yet no broadscals fighting hae broken out on the Manchurian front
where the main Communist regular troop strength is as yet uncormitted but ise
moving westward to the Chinchou eres. The Comrmniste in North China have
been harrassing ell railway communications leading out of Peiping, apparently
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in preparation for the Manchurisn offensive. Communist troops attacked the
western outskirts of Pelping, isolated Kalgan and Chengteh, continue teo

thresten Tatung, and, following the capture of Linfen, now menace Yen Hsi=shan's
stronghold at Talyuan. These actions suggest thet the Communists arse presently
attempting to draw Fu Tso=yi into the mountains on the Hopei-=Chshar-Sulyuen-
Shanei border in order to inflict as heavy losses as possible upon his troops
before bringing the battle into the coastal plains surrounding Peiping and
Tientsin. These Communist efforts will utilize only & fraction of available
Communist troops with the majority being reserved in westeran Liaoning for
action wvhen the Nationalists begin to move troops to save North China,

Change in the Shantung militsary and ¢ivil edministration is indiceted by "B®

persistent rumors that the National Government is about to relieve Wang Yao=wu
of his military commend (2nd Pacification arez) and the governorship of
Shantung. One of the more able Government commanders, Wang has been actively
considering the establishment of an auntonomous regime in ths key province of
Shantung under his own leadership. Yeng was reported to have been ons of the
chief supnorters of Vice-~President 1i Tsung-=jen. L1, incidently, has been
notably quiet sincs his election to the Vics<Presidency and apparently 1s
coming to the realization that his reforms will be difficult te implensnt

over the opposition of Chleng Kel=shek so long &s the latter still controls
the Army, the Government finances, and the Party machinse.

Nonking's dissatisfaction with Sino=Soviet relations has found racent noH
expression in the Ministry of Information's publication, the Daily Tribune.
Commenting on the newly arrived Soviet Ambessador®s statement 4hat the Sino-
Soviet Treaty was a manifestation of friendly feeling, the paper stated that
it could not agzree with Soviet interpretation of the agreement; that China's
position would be very different today if Manchmria had been handed over in—
tact to the National Government; and that 1t would have been easy for the
Soviet Government to have honored the spirit of the Tresaty by expressing its
abhorence of the armed (Communist) revolt against yhe Government of ite
"friend and ally". The paper added, however, that the Ambassador's arrival
provided the occasion "to clear up a number of misunderstandings end suspicions®,

A pew import resgulation, the Central Bank Circular 131, has created now
consternation emong Chins importers. Thie circular requires an importer to
1) deposit with the Central Benk, at the time of approval of the import
license, 50% of c¢.i.f. value of import in local currency at prevalling official
open market rate of exchang, 2) deposit additional margin, as required, when—
ever the officlal rate is subsequently modified upward, and 3) settle final
forelgn exchange, at the time of arrival of goods, at the official rate pre—
vailing at that date. The announced purpose of this circular is to reduce the
%exorbitant® profits hitherto possible to importers btuying exchenge at un-
realistic low official open market rates prevailing at time of iasusnce of
licenses and disposing of their goods, upon arrivel, at black narket level
commodity prices. A mejority of the lmport and banking concerns consider the
regulation unworksble snd believe its enforcement will heve serious reper-
cuseions on the economy. The fact that the regulation was adopted seems to
have impressed ohservers and Chinese with the stringency of the National
Government's foreign exchange position despite US commodity aid.
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FRWIGH _TMDOCHTIA

Terrorism exvected as result of formation of new French-sponsored "pv

’nvernment. "R earmaion of proparanda and terror, instituted LY
Tio 6hi Pinhta Viet ‘4nk rovernment, is expected as a result of the
formation of & new 'rench-sponsored Provisional Central Government of
Tietnam undew Naneral Mpuyen-van-Yuan, Seneral Yuan, a French citizen
and since laat Neteber president of the TFrovisional Novernment of

Tonth Yietnam, on 20 “'Ay was "unanimously chosen" to head the new
rovernnent by delerates from Tonkin, Annam, and Cochinchina, The
Tormation of the Ynan povernment, which postpones a government under
the former Annamite ermeror, Tao Nai, nevertheless has Fao Dai's apnroval,
Farthermore Yuan has announced that he would simm an agreement with
“rench Hioh Commissioner Pollaert, in Bao Dait's presence, on the day
following the nroelamation of the rovernment on the "“first lucky day of
the June moon." A French Foreisn (ffice official stated that although
de facto recoenition will not now be granted, the Provisional Government
will have the status of an associated state in the French Union, Ceneral
Yuvan has pointed out that the evolution of Vietnam will nrocesd within
the legal framework of the French Constitution, reaching at sosc future
date full maturity and dominion status. Votwithstanding thess elaborate
nlans, neithar influential Vietnsmese nationalists nor French officials
balieve that the new government has much chance of survival. The

French, who because of domestic considerations in France are unable at
the present to make any major change in zcolonial policy whnieh will
involve the eranting of more liberal concessions to the new pravisional
rovernment, realize how aulekly Viet Minh terrorism conld jeopardize

the suceess of the Xuan regime and have redoubled thelr security
nrecausions,

THMTEOTA

Hutch moves to by-pass the Republie, An elaborate "Federal Cone- nan
ference" to he attended by the heads of autonomrus states and areas is
to be convened on 27 Yay at Pandoeng,in Nutch-held Java, by Li. Governor
~eneral Van Yook. This conference, to which the Pepublic of Indoneeia
has apparently not, been invited, represents a Dutch move to strenglhen
its influence in the existing Provisional Federal Covernment, 4 Hepub-

lican rejuest to hold an "All Indonesia National Congress" at Patavia from 'fay

21, to 26 as a counterpoise to the Fandoeng conference has been prohibited
hy the Netherlands Tndies Covernment on the grounds that all political
eonvicetions will be adequately represented at Randoeng., These moves

are projections of the basic differsnce between the Dutch and Fepublican
rositions in regard to the RPenublic's status in an interim government.

The Nuteh objective has been to transfer soverelqnty to a United
“tates of Indonesia in whieh the Republic would be in the minority.
“he Pepublie which considers itself the champion of nationzlism for
21l of 1ndoneqia has insisted uron representation commensurate with its
ivfluence and therefore has demanded a majority position in any federal
sovernment. The Randoeng Conference is further evidence that {he
“eruklic may be foreed to enter an interim government and the United
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“tates of Tndonesia on Netherlands terms or that it will be by-passed
entirely. If the Tenmublic is by-passed the inevitable unrest would
anable the Nuteh to arsue before the United Uations Security Council
that such disturbances were a eivil conflict in which the Duteh would
be oblired to wrotect their interests, The I's Nelepation of the Y
“ood Nffices Committee takes a seriocus view of the Tandoeng conference
and in an effort to resolve the imminent deadlock,is prepared to offer
4 comnrozise nlan which contemnlates the establishment of a provisional
federal rovernment on the basis of general electione throuphout the
area without repard for the preseant state boundaries,
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“ettlement of law and order nioblem less likely in view of Tarue
letter. The possihility that the .aw and order nroblen in the Yhilin-
nines will be settled amieably throngh surrender and the erantine of
amnesty is much less likely in view of a letter which Tuis Tarue,
suoreme commander of the dissident Yukbelaha-, is reported to have sent
Lo an fissociated Press correspondent in answer to a series of nuestions,
Tn this letter Tarue states that he is still a member of the Fhilippine
Communist Party, demands the richt for Tluks to bear arms resardless of
vronerty or educational cualifications, and ohjects to various infrinpe-
rients of Thilinnine sovereienty by the nited States. The Fhilivpine

Tovernment's apnarent anewer to Tarue's attitude has been the annointment

of “enerzl Muillermo ®, Francisco (Zhief of the Constabulary dering the
Jananese occuration) as technical assistant on pclice matters and the
armointment of Teofilo “ison (vre-war fecretarv of the Tnterior and
“ecretarv of .Justice in the Laurel war-tire nhmmet Cabinet whoe was ¢one
vieted of treason by the Peonlets Court and later pranted amnesty as a
result of a wroclamstion by the late President "oxas) as a technieal
adviser to President “uirino in charre of nrovineisl and municipal
administration.
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