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SECTION I, SUMLARY OF FAR EAST TREMDS AND DEVELOPHENTS
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The significance of the shift in the hirh command of the Soviet
Porces in North Xorea remains unocertain since there is no indicntion as
to whether this change 1s a routine change of station or a prelude to
a shift in Soviet policy in Korea (page 3).

A new cebinet finally has been formed at Nanking with the most
sipnificant change being the return of General To Ying-chin to the post of
Minister of Defense, Illowever, political conditions in Nationalist China
renain unstable, as indicated in student unrest, currently menlfest in
demonstrations eiritical of US policy toward Japan (page 5).

A Soviet economic offensive in Southeast Asia, to match their propa=-
panda and political offensive in that area, anpcars to be developins in
view of revorted trade proposals made by the nevwly opened RSoviet leration

in Bangkok (pare 2)e

The announcement by the USSR of an apreement to esltablish relations
between the Kremglin and the Republic of Indonesie has jeopardized further
the aohievement of a political settlement in Indonesia and may result in
i(:he He ’cl;erla.nds Government, ot leecst temporarily, suspending nepotiations,.

page F)e

N

NOTEs In sucoeeding sections of this Weekly, the following marginal
notations are used: '

(1) An asterisk (*) -~ To indicate that all or part of an
item is based solely upon information from State's

\)5&5 : "s /s distribution" series.
’

(2) "A", "B", or "C" -~ Importanoce, in B/FE's opinion, of
the item, with "A" representing the most important ones,
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SECTION II. DuVELOPMENTS IN SPTCIFIED AREAS

GERNERAL

USSR attaeching notable priority to trade with Southeast Asia "An

A Sovlet -economic offensive in Southeast Asia to matoeh their propa=
genda and politioal offensive in that ares hes become inoreasingly avparent
since the opening in Yarch of a Soviet legation in Bangkok. A commercial
organization, the "Exporthleb", attached to the Soviet mission has already
made specifio offers of industrial items (coal, ooke, steel plates and
bars, cement, and chemicals) in exchenge for rice, rubber, teak, agri=
oultural oils, etd, The trade proposals include quotations which in soms
oases underbld the US and UK and in others are on items which are rot .
available from the US and UK, The Soviets have gone so far as tc indicate
that in a short time they will be able to offer piece poods in large
quantities, While the charaocter of these proposals would indicate that
& determined economic offensive is just beginning a few commercial transe
aoctions have laready been completed, ineluding shipments of rubber from
Malayn and a recently delivered cargo of cement to the Philippines, The
Soviets epparently are quite aware that their propaganda and politieal
offensives, if sucoessful, must be acoompanied by some tenrible economie
benefits, ond are attaching a notable priority to Southeast Asia, This
may be due In part to the Soviet desire to obsiruct the proposed US
progrem for the utilizeticen of Japen's economie ocapacities.
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significance of the move is still uncertain and there is no indication
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as to whether this change is a routine change of statlion or that it is

a prelude to a shift in pollcy. Although it is possible that Cens.

¥orotov and Shanin are returning to Moscow to recelve new instructions

there are only evidences of rcutine Soviet iroop movements and reductions

in North Korea and no. clear indication that the USSR is making preparations

for inmediate withdrawsl. It is to be noted, slse that for the first

time in many months the Soviet command has displayed unusual courtesy
in their personal dealings with US personnel in North Korea.
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CHINA _
Chinese student oppositdon %o US poldcy in Japap has been gaining "pn

momentun in recent weeks, centerlng in Shanghai and spreading tc Peiping.
A mess demonstration scheduled in the former city for 30 Mey was tempo=
rarily postponed, tut Shanghai municipal euthorities are alerted for sny
demonstrations which might erupt into violence. The Chinese gtudents, who
have actively expressed their apposition to certain National Government
policles through riote and demonstrations in recent months, now appear to
be focussing their traditional anti-foreign sentiment toward the US

Japen policy. The growing student anti-American feeling geins added
significance from the fact that most criticism of US policy in Japan until
now has come primerily from the press, while the Nationel Government has
outwardly .end officially supported this US policy. Though it is generalliy
racognized that the current enti-American move is in reality being exploited
by Communist and other dissident elements and aimed at discrediting and
embarrassing the Bovernment, there 1s danger that this movement might mark
a portentious step in the development of en attitude of suspicion and
antagzonism towardes American policies,

Ihe Communiste opeped their lone-expected Mapchuyrien offensive last  “BY
week when they lsunched en attack upon Changehun, isolated Nationalist

garrison in central Manchuria. The ettack, lergely diversionary, was under-
token at the same time thet additionel Communiet units were moving west
ward to the Chinchou area, where the main attacks are still expected.
Communist successes were reported in neighboring Jehol Province where they
occupied Lunghua and FPingchusn, north and east, respectively, of the be-
leaguered provinciel ecapitol Chengteh., In Shantung, Communist units nnder
Chen Y1 are recrossing the Yellow River and have already cut the Teinan~
Pukou rallrosd at Talen, while Iul Po-cheng's forces are epparently driving
eastward across the Peiping-Henkow reilroad toward a rendesvous with Chen
in northeast Honen.

A pew Chinege ombinet hae finally beop formed by Premier Wong Wen-hao "B"
with the approvel of Chiang Kai-shek. The complexion of the cabinet remedins
appreciably the same with the only significent changes the sppointments of
General Ho Ying-chin as Minister of National Defense and Wang YTun-wu as
Minister of Finance, General Ko, another of the Generzlissimo’s old
reliables, served as Minister of War 1930-1944, and Chief of Staff 1937-1946.
However, he is not generslly considered an especially competent military man
by foreign observers, although he 1s believed to wield & poweriul influence
within the Natlonalist Army. He replaces Pai Chung-hsi, who supported
1i Teung-jen for Vice~-President sgeinst the Generalissimo's opvosition.

Wang Yun~wu's appointment is noteworthy since, as deputy premier under Chang
Chun, he advocated the relaxing of foreign trade and exchenge controls, a
policy rejected by Premier Chang. ‘ ‘
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Yhe Sovieh Lmbassy ig.yggging izaued a statemeat on 29 Hey, denying nor
current rumers that Boschin, new Soviet Anbassndor to China, would under- F
teke mediation in the Chinese civil confliet. ‘

Few Import/EPxnort Bxchenee System. 0. X. Yud, newly spnointed Governor "G
of the Jentral Bank, annovnced on 31 Muy the abollition of Circular 131 which '
required importers to deposit a margin of 5O0% of the value of the cargo with
the Central Bank when applying for an import license. Importers reglstered ;
strenuous objection to this regulation. {Re FE/P Veskly 18-24 lay) 2

4% the same $ime Yul announced the adoption of &n exchange link system,
effective immediately, under which exporiters selling excheange to sppointed
benks will recelve exchange surrender certificates equal to the exchange sold.
In turn importers are required to buy from exporters or brokers exchange
surrender certificates equal %o the amount of the import license. Yul said
rice, wheat, flour, cotton and fertilizer imports will he exclvded {rom the
ney syetem. The link system is not new to China, howsver, its application
at this time Indicestes the eeriousneas of the shortags of the government's :
foreizn exchangé holdings. The volume of genaral importe, which ars chroni= ;
cally in excess of exports, will drov accordingly 1f dependent upon foreign :
sxchenge derived meinly from exports. :

q T oy

Foreizn Traje. Chinese Custons statistics reveal that both Marcn imports ©C
{Us $32.3 milllon) and exports (US $17.3 million) were larger ihan those '
reported for Jamusry and Februsry, with an unfavorable balence alss greater,
The import excess for the lirst qvarfar of 1948 stands at sbout US $20 million,
Petroleum nroducts, valued at US $5.7 million contimued in Merch s prinecipal
China. mpors, followed by machinery aud tools. Piece goods (US $2.8 “1llion)
led exporss, followed by hides and skine.

Floods. The Yangtze river is approaching the danger level; soma road: "C"
and farm lends in the Nanking area are under water and Hankew is thrsatened. :
Other areas reported flcoded include Hengyang snd Kweilln in south central
Chinae, and Tintak and Kukong in merthern Kwangiung.
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INDONESIA

Arnouncement of 1'SSRH-Republie of Indonesian relations jeé%ardizes G0C  nx¥:
negotiations. "he Soviet announcement tht representatives of the :
Tndonesian Republic and the U552 agreed at Prasue on 22 May to establish
consular relations has jeornardized further the possibility of reaching
a political settlement in Tndonesia., DNiscussion of Fepublican relations
with the 'SSR comes at a varticularly swlkmrd time since the question of
the Yepublicts foreiprn relations is a major noint unon whieh little er
no rrogress has been made. It would appear that the Republie throngh
characteristic lack of coordination and the lack of eommmunications with
its representatives overseas now faces the dilemma of vhether to affront :
western nations by accenting Soviet recopnition or to aliecnate its own :
publie opinion by disavowing recopnition at a time when it believaes that
*he Dutch are preparing to dispose of the lepublie by force, For the L
Netherlands it represents an opportunity to suspend negotiations on the
grounds that Republie~T3SR relations are contrary to the Renville apree~
ment. The UN Good Nffices Comrittee and particularly the US delegation -
is now faced with its most serious erisis in view of the probable failure
under circumstances sasily exploited by the U3BR, to achleve a political
agreement., ‘

A e S T

25X6A

SECTION ITT. DIGEST OF INPORTANT STUDIES AND LSTINATES

No contributions,
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