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SECTION I, SUMMARY OF FAR EAST TRENDS AND DEVELOPYENTS

DRAF

The US proposal for increased Sino-Jaﬁanese trade with partioular
reforence to its rolationship to the Chinx Aid Program can be expeoted to
ellolt a vehoment resotion in Chima (page 3).

Chinese Nationelist Government fear that all Kores will fall into the
Soviet orbit and its consequent desire to keop the US in South Korea until
an adequate native seourity force is established hag motivated recent Chinese
;(n‘essure; on Kim Koo ard Kim Ky 8ik to support the South Korean regime

page £ ).

The Department of Statd holds that Siam«Ja.paﬁsse trade is not inimiocsl
to US<Siamese trade (page 4).

Tha shipment of arms end ammunition to:Malaye hes become & major issue
in Australia and hes resulted in vrnusually ewift consideration by the Lebor
((;overnmx:;nt of meane to ciroumvent bans impoged by lefi-wing labor unions

page 5). ‘

A recent Soviet broadceat beamed to ;Tapan implies_ﬁ'ldt only 200,000
more Japamgse remain to by repatriated as contrasted with US and Japamess
estimatos of 600,000, thus lcaving 400,000 uhmodcunted-for (page 6),

Although SCAP's suggestion that the Japanese adopt Jegislation fore
bidding strikes by poverbment workers way avert an impending labor orisis.
harmful to Jupanese oconomio recovery, leaders of the affected unionz are
bitber over the implications of the suggested restriction of presently
legal activities (page 6). _

WO Tn subsseding seotions of This Weekly, the rollowing marginal
notatione are useds ‘

(1) Double asterisk (%) «=placed at boginning and end of infore
mation based solely on "S/5 distribution® series.

(2) Single asterisk (*) wwto flez item 6ontaining "S/S distribution”
series,

(3) man, "pv_ op ugw —-importance, in B/FE's opinion, of the item,
© with "A" repregenting the most imporitant onea.
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SUMMARY (continued)

The" Chinese Nationsl Government remains in a precarious situation
(page 8), although during the past wook there have been no signifiocant
new devolopments threatening ite overthrow. The military outlock for
Nanking is very gloomy (page 8). Finanoially the Government iz believed
%o be hopelessly insolwent (page 8)e

Burmese Prime Ministor, Thakin Nu, may risk sn attempt to capitalize
on posgible dissension within the Burmese Commmist Party by offering to
inolude en anti-insurrcction Communist in a reshuffled cabinet (pagell)e

Continuing disturbances in Malaya may reduce rubber exports in the
near future (pagoll).

The President of the French-gponsored central governmment in Indechina
admits wosknesses of his govermment (pagoll)e

The extensions by the Philippine Government of the deadline for arms
surrendsr are ralsing doubts as to the sucoess of ammesty (poge 13).

A recent Australian-Chinese agreement on Chiness buainessmen in

Australia may represent a modification of the "White Ausiralia” policy’
(page33)o

- _
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SECTIOR 1I, DEVELOPMENTS IN SPHCIFIED AREAS
GENERAL

Inorease in Sino~-Japancee trade supgpested by Depsrtment of State v v

The Department of State has advised US Embassy Nanking that arrenge-
ments for increesed Sino-Japancse trade would be desirable, It believaes
that some of the requirements for recomstruction projects under tho China -
Aid Program to be paid for from ECA funds, e.g. reilroad construction or
other machinery and spare parts, probably can be obtained at lees cost and
groater speed in Japen then in the US or other available sources. In
addition, increased trade on open account might take the form of China ex-~
porting to Japan an increased volume of sslt, sugar, fruits, Tung oil, egg
products, minerals, end a portion of wheat bren from ECA wheat milled in
Chinaz for its part, Japanr ocould ship timber, rayoa yarn, textile equipment
and miscellancous goods,

The Depertment belleves that the orux of Sino-Japanese trade is iron
ore and coking oval. dJapan can compensate for Kailam (eoking) coal by
supplying Shanghal with boiler coal and presumably mining timbers for
Kallan, In addition, redevelopment of iron ore resources im Hainan could
be explored. The Department recognizes the hostility of China to Japanese
economic development and dtates that it ehould be stressed to the Chinsse
that iron ore and coking coal shipped to Japan would be a Chinese self-help
measure, in that these oommodities are required for the manufacture of
specific stesl products needed for approved reaonstruction projects in China,

The expansion of Chinese exports of irom ore and coking coal to” Japan
would be of major aid to Japanese economie rebebilitation. Moreaver,
avallabiiity of ooking coal and irom ore iz China would lessen the Jepanese
necessity to prooure these commodities from USSR-controlled arees, e.ge
Sekhalin and would correspondingly reduce the probability of the Japanese
coonomy becoming Soviet orisnted. Nowetheless, the proposal for such
inoreased trade, since it enviecages expansion of Japancse heavy industry,
can be expected to eliclt a vehement reaotion in Chine which would undoubtedly

stir up further the already notioceable Chinese resentment ageinst the China
Aid Program.

Generally, expansion of Sino-Japanese trade would stimlate economie
progress and stability in the Far East. Inorease in economic stability
would meen concomitant improvement in US security interests., Japancse and
Chinese economic rehabilitation would decresse the possibility of economic
unrest being exploited by Communist interests. In edditionm to being a
stabilizing factor in the Far Fast economy suoch trade would lessen the
drain on US aid fumds. :
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Chineso Nationalist Government fosam that all Kores will fall inte the Soviet "A®

or _ S .
Chbiat il :

Chinose Watlonelist Govermment feay that all Korea will fall into the
Soviet orbit and its congequent desire to keep the US i Sowth Korea wnbil .
an adequate native scourity foros ls established has notivated redent Ghiness
pressure on Kim Koo andKim Xyu Sik to support the South Koreen regime, This
pressure was undoubtedly & contributing factor in the receny statement by
the two politiclang whioh donounced the establishmeut of & soparate regime
~4n North Korea aa n step toward oivil war, The Chinese Congul Gensral in
‘ Seoul is reported to have dolivered a messege from Chlang Kaieshek to both
Eims, and to Rhoe Syngman, which took the twe Kims to task for attempting to

. deal with the Cormumiste comtrolling North Korea and threatonad bo disavow

611 three leéaders if they did not joim forces in atbempting to make the mew
South Korean Govermment & suocesse Althouph Rhee claimg that he is agreoeable
Yo including the two Kims in hle government, he has sald that their recent
rather week and plously-worded statebment does not condtitute a suffiofent -
- Gisavownl of their previous North Korean vemture, Pespite China's gererally.
woak international positlom, it cen contimue to oxert comsidoreble influence
on South Korean politics due to Chiang's long standing assooclation with

- progent-day Korsan political leaders thréugh the exiled Korean Provisional
Govermmont in Changkings end Chins's pressut strategic pésition on the UN
Tomporary Commission on Kores. ' e

SiameJapensoee ’h:‘adeuhgla not "i.nimiéall‘to USQSiameaé tmda B S nan

The Department of Stats, in reply to & warning by the US Ambessador to
Siam of possible conflicts inherent in the proposed revival of Siam=Japanese
© trede by SCAP, hao stated that the development of BlemeJapancse trade is mot

- mecessarily indmical to US trade interests in Siam because: (1) o oconserve
scares dollars, Jdapan ig being emcouraged to increase purebases from none
dollar areasy (8) revival of Japanls international trade is impérative in
ofder 4o rehabilitate Jepan's cbonoity which ig boing maintained by the US &b
a high enmmal ¢oaty (3) it i3 not antioclpated that the ddvelopment of Sieme
Japanese trade will interfere with US strategic steok-piling of mibber and
ting and (4) if Siem can socurs goods more advantageously in Japan, the -
rosultant savings should eneble Siem to purcheso goodd monh cconomitally
obtained in the US and other countries, thus stimlaking 4 groater velume. of

trade mqrvemnta

- The Dapartment®n position is represented as entirely in aceord with the
U8 objective of footering the general development of intornatlonal trade om
a multilataral basis and permiting equal mecess by all cowatries to morkets
-as well as in line with the US supported IT0 Charter and the Genewvel Agrese
. ment on Trade and Tariffs, : ‘ _
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Bhipment of arms and ammmition to Molayn becomes major issue in Australia "B

The shipment of arma and ammunition to Melaya has bocoms & major issue
in Australis and has reimlted in wusually swift oonsideration by the lLabor
Government of means to oircumvent bans imposed by left~wing labor unions.
Informal requests from Malaya apparontly have already been mede in view of
the Govermment's annocwnosment that it will use Air Force plaues and naval
vessels to transport any arms it may deoide to ship, thus ciroumventing
union bana,

The SYDNEY MORNING HERALD has reported its view that the pregsent dise
ordere were planned at a March 1948 meeting of the Indian Communist Party,
held in Caloutis and attended by Australian Communiste. According to this
report, events in Burme and the ocutbresk of widespread stoppages in the 25X1C

Australian coal fislds wore timed to coinoide with the Malayan uprising.
25X1C the violence in lialaya is

being directed through the marltime unions, mentioning the possibility that
Ernest Thornton, Communist Seoretary of the Austrelien Federatod Iron Workers
and Eliot V, Elliott, Commumist Secretary of the Australian Seamen's Union
are key figures in the chain of direotion. The Seamen'e union has elready
proclaimed itd intent to impose a ban. om shipments of arms to Malays, a
development whioh has been given prominence by the loscow radio,

The prosent situation in lHalaya, coupled with the hostility encountered
by Mollahon Ball's recent goocwill mission, oould result in & reorientation
of Australia's attitude toward the nationalist movements. in Southeast Ania.,
Australie’s instantansous resotion of support for the UK has already veen
sompared with her oppositicn to the Dutch in Indonesia, However, it should
be noted that in the case of Malayn Australian interests owm about one
quarter of the Malayan +in mines and thet Singapore is still considered by
the Australiens as vital to Auvatralia’s security,
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Industrial production indlex conbtinues wiward curve. Prelinminary figures -
Tor April 1948 show that b.c Japancse industrial production index has c
roached its hiylest noint sinee the beginning of %.e Oscupation: 49,7 (the
.bage veriod 1930-34 = 100), This corpares with an indox of 49.3 in Haroch
1948 and is a 23.6 nereent improvenent over the april 1947 index of 30.9.

USSR!s Japunose ropatriabion fioures. A 20 July Soviet broadoast to Japan
¥aros proat oains bo deny rocont roports rejarding Japanose POUs in the ngY
U3SR. Tho broadeast includod the stutorents "It is sulficient to point oubt
that the Soviet poosle have never even thought of using the 200,000 Japancse
to fulfill the postewmr Mive Year Fluno” This sbaterment certainly inplios
that only 200,000 Japancse remain to be repatriated which is a vastly dif-
forent i ure from the a.proximibely 600,000 which US and Japanese officlals
clain are still in USOR~dominated arcase. The difforence of 400,000 between
the fliures is hard to roconcllos Should the Soviot broadeast have disre-
garded Japancso still in Sakhalin and the Kuriles the difference would gtill
be over 200,000, It is possible that the USSR may have beon advising Japan
as to the maxirum numbor of nationals she may expect to have reburned. The
"33 Plorence"” may be accounted for by a combinabion of the followlings

(a) deaths in POV carps; (b) noed for a luboring force; (o) hostages for
Jupan?s future "good behavior", (d) demying Jupan trained risld and gencra
rank officerss (o) holdout troops in Manchuria who were nevor sont to
Siboria.

SCAP sugests lepal ban on strikes by Japanesc povernmont workers. General
Vaorthur Bas B 0550d 11 & L6CEer to Premior Asnnaa thit Japan’s lational — "A"
Public Service Law be revised to nenalise government owmployeos who resort

to sbrikes and other Ais.ute tactics which %ond to impair the efficloency

of povorment operationse The timing of this stop indicates an intention

to avert by early action the re~occurrence of labor troubles between the
gorornment and tho omployess of state-run instrumentalities (railvays,
corrmmnications, anl certaln cormodity ronoolies) where threats of a gen~

eral shrike have twice before nocesslbuted SCAD inbervention.

In rosponse, the Jupancse Government hasi (1) cancelled its acceptance
of the mediation olforts ol the Central Labor Relations Boerd and (2) bogun
drafbing o revised law preparatory to calling a spocial session of the Diet
to consider 1is Dassa(o.

Prosgsure to bring government employees! wazes rore nearly into line
with those of priwate industry has only recently rmade possible the consolw
idation of the govermment employees! strugigle with povermment. The disunity
evident at the time of tho larch communications workers crisis when the
govornmment rallway workers union (GRWU) under moderate leadership accepted
tho povernment 2920 yen wages standard, ended in June when loftists gained
control of the GRVU and swung it inbo line with the other government workers!
demands for a 5200 yen wage base. The government on July 16 accepted
mediotion of these wuge demands but it ineisted thut the demands are beyond
the ability of the govermont Lo mset within the recently passed budget
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~whioch had boen balanced at SCAP's insistonce in torms of a 3791 yen wage

base. Chiefls of the allfected unions are bitter ovor the implicaltions of
SCAPta letter and charge that the govermment, in reversing its acoepbance
of mediation, is ignoring luborts present legal rights.

KOREA

Rovresentations by Vashington to loscow have lailed to bring about amy
sottloment OF LHe Golbll ROroan OLeCLric pOWOr QUostione A8 antiocipated, 'C"
the Kromlin, in its reply to bie Us note of dune 20, has reitorated its
nosition that all nationalized industries in North Korea, including elec-
trio power stations, are under the direction of the Peoplos Commitites of
Yorth Korea and that further negoviestions concerning olectric power should -
therefore be conducted directly with that committee. This course of action
is politically impossible for the U since direct negotiations with the
Peoples Cormittee of North Korea would amount to de facko US recognition

of the Soviet puppet govermment in North Korea.
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ne pre vi 0B LION ne LHANeEs 1008 it remains ope
unimproved. The low state of morale is attested by recurring rumors that
high Nationalist officials have éngaged in peace discussions with the
Communiste, There are inereasing indicatlons that the National Government,
no longer confident that it can improve the situation in Manchuria and Forth
China, ie giving sericus consideration to & removal to South China. However
such a withirawal probably would precipitate military and political disintes
gration throughout Hationalist Chine. For the moment none of the principal
¥ationalist lesders appears ready to participete in a move to force Chiangtls
overthrow. This reluctance is partly based on the fact that Chiang's
Government is the recipient of US aid, in which they hope to benefit, and
partly on their fear of piecemeal destruction in the event that ths National
Govarnment breeks up. In addition, they realize that despite Chiang's
great loss of prestige he still holds in Chinese politics a unique position
of leadership which none of them can match, Some of them remain hopeful
that he can be persusded to delegats amthority to compatent and forceful
administrators who will give the Government new vigor.

)L 0

LBe LY _ORLI00K O L the mEatlonsgl DY O rNReY POTELDE FAUMe POBB’.M!‘ “A"
in hizh Kationalist circles compounded with the unrelieved low morala of both
the populace and the troops militates egainst effective employment of availw
able resources. OCurrent widespread Communist military activity throughout
Forth end Central Chine is sericusly threatening the government .at Nanking.
Despite the fact that the Communist forces in Manchuris, their best, have
been uncommitted for over three months, the Nationalists havé lost an esti-
mated eighteen divisions in the same period. In North China the Communista
will probably continue to harrass Fu Tso~yl at widely separated points,
foreing him to shuttle his firet-line troops from place to place thus vitiating
nis strength, uatil additional, powerful Communist forces can be brought to
bear upon Fu's ares from the north and the south. Fu will then be forced %o
retire once again into Suiyuen leaving Pelping and Tientein to the Commnists
or to attempt some sort of am accommodation with the Communiste. In Central
China, the long-term Communist move to isolate the large body of Natlonalist
troope deployed along the Lunghai reilway by stopping all overland commanie
cations with base arsas.to the south iz moving to fruition, The Communists
now threeten to isolate the large Nationslist military center at Esuchou as
the Chinghsien~Kaifeng area and Sian have previously been isolatet. It
succesaful (and indications are that they vigl be), the Communiste should

then be in & position to carry the war southwerd into the Yangtze Valley in
forece. :

neolvency of the Eational Gavernment. In an effort to arrive at a BAR
settlement of the substantial Chinese indsbtedmess to the Export-Ilmport Bank
the latter has requested the Central Bank to furnish a complete and accurate
financial statement liasting all the Government's forsign exchange assetis.

, S L
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Such a statement is expscted to reach Washington this week. It is believed
that the Chinese will not attempt to misrepresent their position by sub-
mitting padded figures as the US is in & position to verify various holding
accountss elso China looks to the US as the only country that might help meet
the erisis. This statement will undoubtedly reveal that the Nationsl Govern-
ment is hopelessly insolvent. Not only is their foreigzn exchange exhausted,
but there are literally stacks of unpeid foreign bills for which the Govern-
ment banks are responsible, and unsble to mest.

As the revelation of the Government's financial weaknese reaches the
Chineése publie, as it surely will sooner or later, raopercuesions on foreign
exchange notes end domestic prices are likely to have most eerious conse-~
quences,

l'cﬂ

_g_g_pp__g hy the Shanghai Hewspaper Guild as the result of a long smouldaring
rate dispute., The US~owned "Evening Post" and the British-owned "North
China Delly News" immedistely published notices that they would defy the
Guild and pay the higher rates demsnded by the news agencies. About a year
ago, the agencles converted their rates to Chinese currency at open market
rate and at the Guild's insistence adopted rates bassd on COL index., As a
rasult of the phenomenal decline in Chinese currency and the index link the
agencies are nov receiving a mere US$10 monthly for large papers and as low
ag $3 for small papers, instead of the original charge of $200 and from
$50/100 respectively. Since the Guild controls mewsprint allocetions to
all papers Chinese publishers feel they are not in a positlon to defy it.
There is a possibility of the low rates boing saforced by the Guild in an
effort to drive foreign agencies out of China,

"cﬂ

1808 should be a specific undertaking of the Ghinese Governe

'mentu.nder the China Aid Act, according to State Department instructions to

the Nanking Embessy. The Department had desired to incorporate such an
underteking in an amendment to the Bilatersl Agreement, but in view of stromg
Chinese Foreign Office objections to this course, has now instrhcted the
Embassy to obtein it in the form of em exchange of notes, and if this is no%
poesible, the US interpretation of the agreement on this point should be
presented to the Chiness Govermment in the form of an aids-memoire for purs
posee of the record. This interpretation includes "the promotion of the
incressed production of such materials within China, and the removal of any
hinderancee to the transfer of such materia].s to the USA,?

IIBW

,pp,ug;__q_ is iudicated by & dou.ble attack from 'che KM‘I‘ org,an GHUKG YAHG JI
PAO on the TA XUNG PAO's editor who is sccused of being & "fellow traveler,
communist mouthpiece, and anti-US,® The TA KUNG PAO hes been a leader in
anti<US building up Japan movemens.
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inlonatic nersonne
greatly incresased

1S rly repadristion of CGGRORASNEH OL Soviet 4]
Fanking and Shanghai 1s seen in a relieble report of
of clothes amnd other personal items by these persons.

25

tuying

The National Pudse}. Reports from Nanking announce that the Legielative "B"
Yuen hes approved o CE $900 trillion budget for the last six montha of 1948.
Although the budget for the first half of this year was set at CH $96 trillion,
the Government spent CN $240 trillion. This deficlt was met primarily by
printing press money. The new tadget, which is based on June prices, will
alse end up unbalenced unless the Government can curb the inflation and reduce
militery costs which now smount to 80% of 21} expenditures. Although the
Government hopes to meet the new badget by increasing taxes and customs
raverus and disposing of Government-ovned property, these measurds are expected
to prove grossly insufficient as in previcus efforts.

11ine Rate) Vholesale Price of Riecs "G .
per 172 )b picul

Phis week (28 Jul 48) =~ CN $480,000 CF $7,300,000 CY $ 36,500,000
Week sgo (16 Jul 48) 480,000 5,800,000 30, 000,000
Month ago (23 Jun 48) 480,000 ' 2,550,000 14,600,000
Year ago (23 Jul 47) 12,000 41,000 350,000
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Government may offer cabinet post to anti-insurrection Communist. npe
- There are indiscations that Prime Minister Thakin Nu's Isftist Unity Plan
and offer of amnesty may have created some dissension within the ranks of
the insurrectionary Burma Communist Party (BCP), Goshal, possibly seccnd
to Than Tun in the Burmese Communist hlerarchy, is reported to be willing
to accept the Government's offer, while Than Tun favors fighting to the
bitter end. Although the insurgents would be weakened by any defections
within the BCP, the insurrectlonary-minded faetlon with the aid of dacoits
would still be capable of carrying on prolonged guerrilla warfare, and thus
continue to keep Burma in a state of turmoll, Neverthelsss, it appears that
Thakin Nu, who has agreed to remain as Prime !inister at least until the
Parliament ¢onvenes on 15 August, may risk an attempt to capitalize on any
dissenslon within the BCP by offering to include an anti-insurrection Cormunist
in a reshuffled cabinet, :

MALAYA

Continuing disturbances reduce rubber exports, There may be a re- "B"
duetion in lalsyan rubber exports in the near future as a result of the ton~
tinuing disturbances, Despite stringent precauwtionary measures British offi-
¢ials fear that the viclence may soon spread to Singavore and further threaten
the Malayan econony. The undiminished seriousness of the situation 1s indicated
by: (1) the transfer to alaya of troops from Hong Kong and the UK; (2) the
cutlawing of the lalayan Communist Party and several of its affiliated organi-
zations; (3) the registration of all Imlayana; and (4) the promises of the
Labor Government to undertake all necessary measures to restore law and order,

FRENCH TIDCCHINA

-General Xuan admits weaknesses in his government, General Nguyen-van- “BY
Xuan, president of the French-sponsored provisional central government of
Vietnam, apparently is aware of distinet weaknesses in his regime, He is
reported to have stated, during & receni press conference, that his govern-
ment eannot function properly because: (1) the 5 June Franco-Vietnamese
Agreement has not yet been ratified by the French Government; (2) sufficient
funda to organize the necessary government services are lacking; and (3) the
resistance cannot be crushed by military means, inasmuch as the friendship
of the Vietnamese would be lost even though the French might regain military
control, President Xuan argued, however, for continued confidence in both
former Annamite emperor Bao Dai and French High Commissioner Bollaert in their
efforts to satisfy Vietnamese aspirations and at the sams time to maintain
French rights and interests in Indochina.

PHILIPPINES
Extensions of deadline for arms surrender raise doubts as to success - "B" .

of amesty. rPresident Quirino's sction extending to 31 July the period of
grace dur%ng which Hukbalahap and PK! (National Peasants' Union) menbers may
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PHILIPPTIAS (continued)

present, their arms raises serious doubts as to the ultimate success of

| amnesty, AQuirino acted after the Huks failed to appear for secheduled mass

presentations of arms at some 36 registration stations losated throughout
central and southern Luzon, :

Tuis Tarue (Muk leader and Congressman from Pampanga Provinee), appears
optimistic concerning eventusl presentations of arms and attributes the eurrent
delay to inadequate communication, poor transportation due to the rainy season,
and too much emphasis on "surrender" of weapons, (The announced procedure
calls for lepgal liecensing of firearms which have been registered.) On the
other hand, Philipnine law enforcement and intelligence agencies are much
loss sanguine. These cireles doubt the Huks'! good faith and believe thot the
dissidents~-hoping for assistance from the USSR during antieipated hostilities
with the US—are using the period of grace to reorganize for further armed
violence, ‘

There may be those among the Huk Communist leadership who will refuse to
accept eny terms from the Government. !lewever, available evidence suggests
that the hesitancy of the rank~and-file Huk membership to present their arms
and accept amnesty 1is more likely due to Government inaction on measures to
correct agrarian abuses and the Huks' fear of retaliation by private landovmer
armies~—known as "civilian guards"—eand by the Constabulary, Unless sone
means is devised for overcoming thls basic distrust, the Government will be
forced to extend the period of grace beyond the present 31 July deadline,

AUSTRALIA
Australian-Chinese apreament mﬁ?%gﬂresent modification of "“hite nom
Australiat po_i_:i._cx. A recent Australian-Chinese agreement which appears

to be a modification of the "’hite Australia” poliey provides that Chinese
businessmen may remain in Auastralia for 7 years on condition that they

bring a starting capital of 500 pounds with them, If they wish to employ

& Chinese assistant required capital is 1000 to 2000 pounds, The asaistant's
period of residence is limited to filve years but the agreement provides that
this may be extended for another five upon application to the Australian

- anthorities, :
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