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SECTION I, SUMMARY OF FAR EAST TRGHDS AND DEVELD |
The US Senate Ay “opriation\s Comrittes hes voled ag & ssparate itoa fev

the naxt fiscal year,$125,000.000 for tha economic rehobiditatien in dapsn,
Eeras, and the Ryulgus Telands{Psge : ). : -

o

jaisely o I

The reluctance of UNTCOX to regard the new ragire in South Korea as
national in scope im motdvatsd in part by apprehension on the part of som
msmoers of Soviet reaction ard by e desire of other members, who hava Far
Eastern interests, to kesp the US in Xorca (page ).

Tho Chinese military scens, other than gporedic fighting 4in soubhwect
shantung und in West Honan remeing rolatively quiect (page 6). legislative
: as well as its open criticism of Chianpto -
poraenal position is further ovidoncs of the weaknessof the Natisnal Goves -
mant and of the combinuing loss of rvestipe by Chiang Kai~shek (prgc 6).

In Burma serlous political tomsion rgsulting from Thakin lfute wmomcs
ot of a loftdst walty program contimves (poge 8).

N
| &L?b ¢+ Ia succeeding sections of i+ Vseiiy, the Tollomng mavaingy
S \ ¥ notabtlons are used: ‘ ’ ‘
Q
N . )
& (1) An asterisk (#) —%r indicate that all or part of an
& item is based solely upen informaticn from Statets
I u #S/S dishribviiont seriea.
3 © = ,
y .n > . . A
g gl E (2) ©maw, WBn, or 9¢" —wImportance, in B/SE's opinion, of
3ok ~the item, with "A" rapresenting the most important onas, %
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~ In Indonesia the presentation of a "final" US plan for the DN Cood Ofiices
Coumittee (GOC) negotiations has offendod the Netherlands Government and may
doternming the futwre of the GOC (page 8). A digest of 2 recent ORE study,
Prognects for a Undted States of Indonesis (pagell). :

 The Phibul Government in Sian may use strong-mm methods in mesting
recant loss of prestige (page 9). '

The proposed restablishment of the Chinese congregation aysten strains

3ino-Frerch relations in Fronch-Indochina (page 10),
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Jenste Cawmtttes votes rehnbilitation aid for Japan

« Tha Senate Appwropristions Committee has voted $125,000,000 for the next "A"

-fisesl ysar as a seperate item for economic rehabilitatios in Japem, Eorea,

sl e Ryukyu Telands vnder Sconomic Googeratim Adnimistration supevvision,
The Departeent of the Army had requested $150,000,000 for this pwr + The
Houss had proviously refused & similinr appropriation for sconomic rehadilitation
in Japan on the recommendation of its Committee on Appropriations. The Committes
hald that such an activity is related to the general reconstruction program of
mﬁmdahmld, therefors, become an integral part of the pgenersl economic

The Senate Appropriation Committee also recommended $1,200,000,000 for .
govermment and relief in ocoupied areas (Germany, Japan, Korea, and the
Islands). The Department of the Army had requested $,250,000,000 for this
purpose, The House voted the sum requested by the Department of the Army but
am a fifteen-month basis, Although, the Senate Appropriations Conmittee
u&udthommtmqnemdbythencparhuntoithohnvmriuzmmt
and reliaf in occupied areas by $50,000,000, the reduction is more than offssb
by the addition of the recovery item, o ' _

¢
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Recognition by the United Nations Temporary Commission on Korea of
the recently-elected Korean assembl, as a "national” body may be hindered
Oy the oprositlion of certain -embers. Consieternt wit gir earlier stand
against the holding of elections South Korea alone, Syria, Australia,
and Canada feel that since the asserbly does not represent all of Vorea
neither the assembly nor any gove-nrent established by it oan be '
desipnated as "national". Inda 1is believed to share this view, which
sears to carry sufficient weight within the Commission to produce a
highly cautious approach in interpretins its oblirations in Korea. Thus,
in its press release amouncing its readiness to ccnsult with the "elected
representatives”, UNTCOK carefully avoided any reference to a "nationsl
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'+ asgesbly 7 and made it clear that the initiative in consultation must
7 tiken ty the Koreans. The Com ission's reluctance to repayd the new
regisze in South Korea as nationzl in scope is undoubtedly motivated
alkoe by approhersion among soze members of Soviet reaction, and by &
deaire anong those members with Mur Eastern interests, to keop the US
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% Suring the past week. lLate press reporis indioate 4hat *
Al s$s are now engeged in minor ratding activity along the Yengtse
River near its mouth. These southern campaigne are characterised by their

fisdaity and their present inconciusiveness, representing brosd-scele spplie
sations of well~kmown Commmist gunerrilla patterns., Zveutually, the full
veight of Communist military presswre can be expested in the Northwess, tus,
A8 yot, no slle=cut attacks bhave deen lsunched in this ares. Prosant Cossmndst
sfferts in the Changchun seotor have resulted in the closs investmsat of that
eity while She capture pf the city's tvo main airficlds has seriousnly reduced
vital airborne supplies. This attack has nov teken on the aspects of a holde
ing aotion, although a full dressasssult on the city csm Vs expected if
Fationslist resistance proves weak. Howevsr, it seoms more 1ikely that the
main Commmist effort will be either in the Chinhsien-Nulutao area or at
Naledon. ' ~ .

. In the curreat gloomy Nationalist situation, the Generalissimo is
reportedly worried and anxious for immediate, direct US military aid and
advice. He 1s plagued with prodleme of regional command orgsanisaticn within
the framework of his Nationalist Army. Although he apparently realizes the
nscessity for tightening the comnsnd structure, he is constantly faced with
the. questions of seniority, face, end personal loyalty vhich he must atteupt
to equate vith the appolntment of adble, honest men if Mse regime is to survive,

~ Latest development in this situstion is the refusal of Gemsral Pai Chung-hei ,
- &R able men, %0 accept the Central China commsnd because of a disagreement
over the extent of his power in the area. - -
AL AT A D e g xhihit hd R ') 2. 08 3 Y - ‘ "'
aragent aritie dtuation n Chir ¥hils he-may be williag to acespt more
sxtensive advice from the US, he is not receiving complets ocoperation from
- his subordinates. The legislative opposition to the Premier's program will
. probebly prevent the formulation of any sffective poliey md is further
evidence of the conflicte among governmsnial cliques. In addition the legie~
lature has even turned its oriticism on Chiang’s personsl position. The
Generalissimo is faced with inoreasing sentiment withix Kuomintang circles
for his removal and for accommodation with the Communiets. Nevertheless
there has emerged no leader who is capadble of assuming Ohisng's position
end without him the country would probably revert to a regionalism which
would facilitate the ension of Communism over all of China, Despite the
fact that such a political collapse remains a possidility, the presant
chaotic situation could contimme for several years. Ths Communists’ prodlems
of consolidating administration over areas under their control B8y make
Turther axtension of their power a slov process.. T

- . Chizeae auil-American scitation has been contimuiag with desomstrations *BY
spréading to Peiping, Tientein and Nanking, Ambassador Stusrt's spsech of
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~ dune 4 defending US policy in Japem sand warning ageinst consequences of
domonstrations, though generally approved in most official circles, hae
been widely oriticised in the press and by student groups, |

[ALsh ¥reedonm Iraffic, Hang Xong-Shenghal. Despits an agreement under “C*
vhich the Cliness National Government grented the US the right to fly traffic
between Shanghal and Bong Xong, the National Governmsnt has argued ageinst

. granting the US the right to Fifth Freedon treffic on- through flights between
+he two poris. ZThey maintain that such traffic constitutes cabotigs, inasmuch
8s China retains sovereign rights over that portion of Kowloon whers the Heng

Xong airport is situated. The US involked the UX's partioipation in this A
FifAh Freodom traffis in support of 1ts claim for the ssme right, dut the ;
Nationnl Govermmeat countersd with the contention that the participation had
-been limited Ay agreenent. An suthorized British official, however, has ;
denied any limitation of Fifth Freedom traffic detween the two ports arising
from through traffic, except that the agresment provides for a limit of 50 1
phasengers & week in pach direction, The National Goveramsnt doss not want Tk

9 grant this Fifth Freedom right to the US because in that event it will be
claized by other countries. , , . :

~_ Rorelsn Irade. Initisl reaction of exporters and importers to the new "C"
oxchengs link system announced 31 May is gemerally favorable dut cauticus. ;.
This measure was established primarily toi (1) emcoursge exports, .and (2)
p;:ud;’roma xchange for imports. To date exports have incressed only
slightly. : ‘ '

Latest Chinese Customs statistics show that commercial imports for April 1
sxcesded s by almost 50%; with imports valued at US $25 millien and
sxports U8 $16.8 milllen. The deficit balance for the previcus month reached 9
US $15 million compared with US $1.7 million for February end US $3.2 millien
for January. Petreleum contimued as China’s principal import in April fole
lowed by metals snd ores, while piece goods remained the leading export
followed by yarns and sugar, : S

R. FPrices rose sharply following recent adverse 'unmy s

developments in Bhentung. ZExchange controls over foreign currencies failed 1
to halt the upswing. : _
The Shanghat Maket: | _US § Exchaces (Selling rate) ¥ialesals Prics of Rice
This week (11 Jun 48) CN $480,000 CX $1,600,000 CN $7,900,000
Veok ago 4 Jun 48) 480,000 1,250,000 6,600,000
 Month ago (11 Nay 48) - 328,000 1,300,000 5,800,000
© Year ago (11 Jun 47) 12,000 38,000 390,000
. ~ONFIDERTIAL
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. mesberas, and 1s one of bhe two mejor camponents of the AFT¥L. The

-governmont. There is

T T—

Rl o}
Folltissl orisis resuliing annomwenent, of Loftist unity L
romren continues, DPrime 'lnistor Thak) u's resantly enunoisl _ :

eTtist ity progran appeard now to have been an attespt to cuthid
the insarrestionary Commmnists and to preserve the coelition Anti
Ppocist Peoples Preedom Leagus (AFPFL) vhioch spagsors the presest

vy .‘mewe'ammmnotmmmwemw
thn Pacples Volunteer Organisation (FY0), which ia made up of 300,000
~ 400,000 lomeely organised, umprinsipled but relatively well-srrwd

nartunistic WO, which asong other things advosates oatiripght son-
-‘acation of owned property without paymant, seeks to end iLhe
:vil strife by negotlating for the inclusSon of the Communists in the

! & strong possibility that members of the e,

which has no resyonsible leadership at present, may elest to jnin the
Cormmnists and precipitate a more abrupt disintepration of the AFFFL,
Such a development would aggravate the military situation as substantial -
nunbarg of the 'Mlitary Police are presently recruited fram the wo,

| Thaicin Ma, who insists that ‘thé:nnnmmomt of his leftist program

was for domestic consomtion, has reaffirmed his belief in the demcoratis
processes of government, but admits that he has oreated u dilemms for
hinself, ' '

His announcewent that he would retire on 20 July 1s an stiemnt to
‘regein his lost preetige by working for unity as hosd of the AFFFL and

not the government. o pariod during which the duties of Prime '‘inister
ars assuned by Bo Let Ya, who has been amnounced ns suscessor to Thaldn
'u, may well be the moast critical period. 'Mile Do Let Ya is believed
to be campetent, he does not appear to be a leader of outstanding caliber,
nor has ke yet publicly ecnmitted himself to any definite progrem,

vy Mlthough a cabinet shake-up which may acoompony the chaage in Prime
"inisters could omoeivably havs a temporary stobilizing effect on Burmsss
politiss, it 1s likely that the FV0, with Conmunist euppert, will omtinue
to press their demands thercby prolonging & serious threoat to ths stability
of the Burmmse Government. , » ‘

~ Prosentation of "final" US plan for GC nepotiations LILE
fu 5 of (XU. The presentation on 10 uné to Premier 1| , ‘
e n Republic and to Acting Governor General Van fock of the

Metherlands Indien fovernment of drafts of a "final" US plan as a basis.
for the cantimuation of N Good Offices Conmitted, (G°C) nepotiations ond
the creation of the proposed Thited States of Indonesia (USI) has thorough~
Iy upset the Netherlands Govornment and may determinm the future of the
XC. The draft plan,which was initiated by the US Gelesation of the UN
Good 0ffises Comuittee (U'SYC) and arterminorchange‘uqurovadbythe
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I'DHESTs (continued) .

Liztrelisn OC Delogation 'ms farznlated a8 the reeult of "N somcern
#/ar ibe probable Duteh course of setion in Indonesia, USHC Belloves
Vit the Duteh will takie cin of teo alternatiyves: (1) dmelet os &
-aclitieal apreerant vhiel will cainstitute the ful) suthority of tiw
¥ithardande Indies Govarrmont thrvoughout Indonesia aod then follew thess
4uomntle by the vee of listherlands forces to suprross alk dissidsnt el
wata, o {2) report ths dispris hack to the UX Feourlty Goummil wiih
the recasmendation that it be drscped Crom the nponds on the grovwls
Piat Lhe Republic has not udhorad to the principles of the Jansrey (W4
Bonville dgreesents, | The US¥C deaft, which is an wttomt to fessetnll
4 prewipitats Dubch sove, conbolng the following fenturws: (L) swvocasion
a’ & censtitaent assdrbly on the basis of Indonseian-wide aticnally

- oheerved slections; (2) constituent assembly asting as a provisional
rerlioment and forming a provicional government; (3) £211 powera of in=
rnal gelf-government to be tranaferred to provielcmal governnent dy the
Yetherlandsy with the Republic tranaferring to the fonal pororn-
nont 1l the federal functions it now exeroisess (4) ccmstituent nssenbly
Lo dreft and ratify UST constitution and ratify Nethorlands-Indosusaiaon
Urion statute (in regard to the farogoing full protestien of Methorlands .
oc cncmis intorests tq be given so far as consonant with full soveraigty
of both nations); (5) UST then to be regerded formed as a soverel;m state,
T emeance tire plan paves thu way for mile by the Indomeaians and for the
gradusl relingudshment of Duteh cantrol,

U350C i3 carvinced that ite plun is a feraible samronise forr all
perties intersated the future of Indonesin and it cites the Pallewing
arguments In behalf of the plan: (1) it would pressrve Dutch as wedl as

B economis interests in tho area; (2) it is the only plan whereuy fair .
represontation oan be pfferad to rll states in the yrovisimal faderql:
governments (3) it give assurange to Indonesian nationalists, who,
acoording to USOC, are still looking to the Test for support, !HOM ‘
belioves that the asceptanse of this plan is an urpeat metter in view of
the situation in Indonesia; the letherlands Government insists tiut it
is in no position to meke a major desision on Indonesin until after the
Dutch elsctions in July and may bs é&xpested to resist any early owmsidere
tion by the O0C of the I'S proposals, -

nibul Governcent faces loes of prestize, The two-moath 0)4 poverne L)
went of Premier Paibul has had no perceptible susvess in the inplementation “B\ I
of its sajor domestic policles, despite promises in Arril to effect changes
in the political-ecmomic situation. In adcm_m, the Phidul government
has lost omaideredbls prestige as a result of ths axtra-legal profiteering
by Luang Kash (Army Deputy CinC) and his &ssociatos, Although -
opposition to Kach is appeariag among elements of tho Army amd Rawy, Phibul
apparently oonsiders Kach indispenssble as a finaredal backer and outalyst
to hold together the anti-rayalist and rayalist olemmade in the Amgy, which
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1 B8 (scntinued) |

fz Pafbultas strangth, The tintzeaevod "sont of Tiving" eitmaelon, thn

trmawary Cloonalal entivibies of the Nevesbhar 56T 2 mepmsdony, apll

tim Mwredsing astivity of aemosdtion political mevmmppe apeew e S8
tarvidaing the Pl Covermsnt, , ‘

The doubdfl stadlilty of the political sitsaties ia Gaepertd s

! v By the piiaden mealting froe an unexpoohed raet.epy Hleh i vhee
topieode dhilol 16 bullding «p Povedpn cxohanye revermes that oold mnherially

¢ miatbate to tie ro A iltat lon sred axpanrion of Siam's Geas , o
witntinks politinal coatrol, howsver, Thidel is qurrantly Peoed vinh dee

- Siglhawe wiich inolndpy (1) eebiscing the preswn? polisr of alimine aradh
12 Limdted high officinl posttions in the interust of alffislient sdninis-

~ tretion, (2) erooking dovm on Kash's aotivities, hening to mellify the
trowing opposition, amd (3) eatinuing present polinies, hoping for scmo
voeens in lowaring the high cost of living, dut swpprensing dargercus
enposition by totalitarian measurcs, In view of the growing pelitioal
mﬁtihg.a rovernment may be compelled to resart to froguent strong-
ars ae s, o

PRECCIL TVDOC MY,

zalnese ¢onmregition problem may becane d plopntic lasue., A recent o
 dearor slgned by [Hgh Cormiasionor Dollne wy indicates thet the Prernch
fstend to x tablish the Chineso cmgregation system (registration and
arganisation-of Chingse by proriices of origin) in Ponicln, Tampowry
Ypointmonts, pending the sstiing up of electoral lists, have bean made
fer direetors of the Centonese ad Fukinose groups. Sisce tho Shincse
- wmnt a single osscciation of all Chineen in Indechina without subenomy
for groups from indiwdduel provinces, tiiere have boen strong prow
and omsiderable resentment. The Chinese Coneul ureml in Benol has
mhintained that this move iz contradictory to & varaal proaics made by
the Prench when they signed the Sino-French Treaty in Pedmsry 196 %o
- the effect that the congregation eystem wauld not be reinstituted, The o
Chinese Consul Gemeral predists that friodly relations between Framce . i
and China will be adversely affected if the Fremch fail to use diplomatis
chamels to reach e settlement of thia problem, -

:oNra@WﬂAl;
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O Eenria,

DPORPANT STIDTES AND FOTIHATES

Toe [roppeete Zor o mited States of Indoneais

ganiry hebh te the rehabilitatisn rewt davelemesnt wof
st camtieles, aed Lo ths srsalisn of stookpiisg of
as-tain phrnterle mterdials, Pesidsse being the prindipsl Par Tawhsen
st of o), Tedonesic prechman 137 of the worldts ia, Y of L
mdarel riber, sod 908 of 132 alnchors bark., Besause c-f the reewdt
Ml ptyatopla materials, loas of Indounsin to Jupan fo 1942 way fawe 'y
ol by the A1Xlea; ancthor wir o in preparation for ond, wbilisalion
af' the whole Indenesian potential wonld be a valuable assed. '

Dutoh-Repablican strife has, eince the war, made full exploitztion of
Indonesian raw materials impossibls. Though future Priction betuwen the
tro aldes may not find exprsesion in ss much violenco as has boen zesn over
the past fow years, oontinuation of the underlying disagreemsnts will inter-
z;?uimwawaﬁabi r of eanodities from the productive areng of Jova

in Indonsgie for & ¢asiderabie period in the fubturs will
sation of the United States of Indonewia (X ) sa a

govornzant to be established in the texritory of tne
and the efforts of the Dutch on cne aids and the

Dutsh policies and sstione will he directed toward the pressrmtion
of Duteh inflnenoe in the archipslaso and will thersfare work towswnd neu-
tralising that of the Rembdlie by attespting to confine the scops af
es small an area &s possible snd sncireliny the
on of pro~Duich states, Republiocan nollicies und
ad tomard the replacement of Dutsh influenmcs in the
states by predominant Republican influence and will

rovival of its prestige, the rapid delegation of
pian governing bodies, the early creation of &

nt. ST, and the utilization of the federal structure
ge wharever possible, 5

the ocnflict, which now appsars prdbable, will dslay
he ical stability and the rehabilitation of the area's
ogcmy, and may anhancg the possibility of & final cutcamse unfavorsble to
the interests of the US
tation-wonld dest be ered by the development of the UST alonp a aiddle

4 asistance and gridance in Indonesia. Pursuit of

tinuation of Duﬁ
c%. / : ’
such a middie course, however, is likely to require the continuing ‘“n‘"’“."'
of third powrs in the Indones 1 ahle Roth tha Nubah ned ¢ha Dawmtdia
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on the other hand,
inflnence in the d

they oan offer in lngthozndmaahnocwmm
Commmiot infilitrat o in the Republic, and the Repnblic cmcentrating
on the esononic whioch it may be able to offer to the world, ;

The Prospects for a United States of Indonesis
ORE 26-48 , .
L June 1948 ‘ ‘
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