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CFFICE OF REPORTS AND ESTINATES, CIA
FAR EAST/PACIFIC BRANCH
INTELLICENCE HIGHLIGHTS NO. 62
3 AUGUST - 9 AUCUST 1949

SECTEON I. SIMMARY CY FAR EAST TRONDS AND DEVELOPNENTS

The northern Korean attmek in the Ongjin peninsula and the southern
Korean limibed counteroffensive last week apvear to have been only minor
readjustments of terrain holdines along the 38th Parallel (p. 3).

Defestion of Nationalist forces in Human has facilitated the Chinese
Communists® progress throupgh that province. In the Northwest, Communist
forces are continuing their thrust into remots Kansu (p. 4). Meanwhile,
CCP rumors of the impending outbreak of US-USSR hosgtilities probably are
being circulated in order to oconsclidete the control of the Party's
leadership (p. 5).

& defeatist attitude among leading fipgures in Thailand has not been
lessened by the current US arms aid propossal, which is viewed as further
evidence of US laolr of concern over the fate of Southeast Asia (p. 6).

Preliminary enrecments between Republicans and Federalists on many
of' the points to bs raised at the roundtable conference at The Hague, es
well as o more conciliatory Dutch attitude,indicate the possibility of a
final settlement of the Indonesian problem (p. 7).

The financial picture in the Revublic of the Philippines is darker
than any time since 1946, due to a sharp fell in governrent revenues (p. 8).

The marginal notations used in succeeding sections of this Veekly
("A", "B", or "C") indicate the importance of the items 1n B/FE opinion
with "A" representing ths mosit important.
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KOREA

Ongjin incident appears closed-=Larse-soale fighting epain developsd om  ¥BY
the Onpiin peninsula last vwek {ses Intellipence Hiphlighta #55). The

hrief btattle developed when two battalions of the northern Rorder Con-
stabulary attacked the Repubiic of Korea's hill positions slong the 38th
Parallel. 1iwo ROK Army compenics were overrun in the initial advance

from the north but other elements of the regiment defending Onglin re-

rained s portion of the lost ground. FPlans for further scuthern sounter-
attacks, following ths srrival of water-borne reinforcements from Inohon, .
were not csrried out and ths incident appears to b2 closed for the nresente.

Although there hawve bsen reports thet northern Eorean nlans call “or
the complete ocoupetion of the isclated Ongjln peninsule by 10 Aurust, the
vecent attack did not appsar desirned to accomplish more than whe limited
cbjective of elininating southerr Korean positions on hills sliphtly north
of the 38+t Parallel, Althonrh military preparaticns are heing rusied in
both northern and southern ¥orean, it is extrerely doubtful that the recent
Ongiin fiphting is an irmediste prelude to the long=threatened eivil war.

M. Foreap mines seek private aid-«A supprestion of possible eceononmic troubles
hesettinr the northern Koresn Demncratic Peoplss' Fepublic is contasined in
the arnonncement of a racent cahiret decision to establish a system of
Breust managenent® for mine developrent and minersl ezploration, desimmed

to encourage private lemse and overation of nationalized mines.

In view of the Comiunist esntrol of northern Forea's economy, this
decision to seek "private industrialists and privatle sapital” in the field
of mineral exploitation is of warticular significarce. ¥#fficient utiliza-
tion of northern Korea's well-developed industrial plant requires a steady

MRS
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flow from the area’s abundant mineral capacity, almost exclusively under
3tate control. This departure from the State-control pettern would seem
to indicate a severe State shortconing in fulfillment of mine production
requirements under the "Two Year Economic Program.”

CHINA

Nationalist defections ease Communists' drive South--The defection of two  "A"
successive Hunan governors, together with the troops under their cormand,
t¢ the Cormun’ sts during the past week, has given the Communists unopposed
entry into Changsha and Hsiangtan, as wsll as an easy advance to Shaoyang,
2ll important points north snd west of Hengyang, the only larpge defense
vase remaining to the Nationalists in Hunen., The Netional Govermrsnt had
removed C720°G Chien, one of the vice-presidential candidates in the Nation-
rlist elections of April, 1948, from his office as provincial pgovernor and
ordered his arrest hefore his defection. His susccessor, CHEN Ming-jen,
reputedly a strong CHIANG rman, shortly followed CIENG into the Communist
cAanp. :

The foreez which defected with these leaders were, for the most part,
either local garrisons or troops still in %raining and their loss will not
materially affect PAI Chung-hsi' defensive position in the area. By mid=-
July, PAI had alreedy withdrawn his best EKwangsl units into their homs vro=-
vince end llengysng probably will not be seriously contested.

In support of this view, Communist iroops, which would have been ussd
in any large-scale agsault on Nengyang, reportedly are roving southesst to
join attacks in the Kanhsien arca near the ¥Ywangtuny horder. Communiast
succegs there should open the way lor an sarly advence into Kwantung.
Canton, tiie ultimate Cormmunist objective in the southern drive, is the
scene of "feverish" defense preparations, but the Nationalists lack both
the reans and the will to defend the refuree caplital,

In the Worthwest, no opposition has impedsd the Communist advance
into eastern Kansu. PMingiiang and Tienshul, two anchor points of MA Pu-
fang's reported defense line, were occupisd and the Communists continue
to move westward toward Lanchow, capital of Kansu and gatewmny to Sinkiang.
Poiping rudio has relayed an order %o Comnunist soldlers in the Horthwest,
outlining proper forws of behavior, in order to avold offending loslem
sensibilities., Stiffening resistance by the lMAs, however, iz expected to
halt the present Communis® advance before Lanchow is reached.

’ \ln L‘,ERET :
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Commmiste bruit threst of US-USSR war--Non-Uommunist sources in Com- "RY
munist China recently have alleped that GUP leaders anticipate the

outbreak of a US-USSR war before the end of 1949. One source asserts

thet General CHOU En=-lei, who has been regerded as friendly to ths West

as well as to the USSR, has now been parsaaded of the imminence of such

a war end of the Soviet ability to win it, and has therefore been wholly

won over to the USSR.

There is no availeble evidence of a Soviet intentiocn %o launch a
war in the near future. !oereover, if such an intenbtion exis*ed, it is
doubtful, first, whether the USSR would inform the CCP of its war plans
and, second, whether the CUP would inform the notoricusly loose-mouthed
gplinter-party leaders who are the sources of these allegations., While
the CCP has stated frankly that it will ally itself with the USSR in the
event of an Esst-West war, there isg little in the CCP's current acvions
(as distinct from propaganca) tec indicate a genuine belief in imminent
wer,

It is more likely, thevefore, .that the CCP is spreading the rumor
of a wer threat without believing in it., Such a threat would be helnful
to the Party leadership in explaining to The rank-and-file the special
wosition held by the USSR in the border areas, in consolidabing control
of the CCP's Stelinist lesdership, in jus%ifying the severely repressive
aspects of OCP policy, and in enlisting the cooperation of hitherto
hostile elements of Chinese society.

Amethyat escape endangers British in China-=The British slocp Amethystts  "C"
escepe from the YanzGge has aroused gtrong Chinese Communist resentments

and probably will lead to retaliatory actions agaminst the British in Hong
Kong and in China proper. In belated but virulent reaction to the affair,

the Communist press has charged the British authorities with "bad faith®

and has agsserted that British "imperialista™ will be sating “evil Fruits"

such as the Americans already have dipested,

CGonfronted by the loss of prestige associated with the Amethyst
escape, while facing increased economis difficulties in the lower Yangtze
arca, the Chinese Commumists probably will oreate serious trouble for
the British. Recent reports from Shanghael indicate a Communist belief
that the affair has jeopardized the hitherto relatively comfortable
British position in Communist China,end s Communist intention to tale
aotion on the Hong Kong question as soon s their forces reach the Xow—
loon frontier. Guerrilla sctivities, frontier incidents, and other
pressures probably will be employed, and owert military action is a
distinot nosgibility. leanwhile, propegende cempaipns and the now

Approved For Release 2000/08/29 : CIA-RDP79-01090A000500030018-5
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familiar pattern of coercive tacticé against foreipners probably will
be in evidence against the British in Shanghal and perhaps Wanking in
the near future, ’

Nationalists protest USSR-Manchurian trade apreement~-The Nationel i

Tovernment's vigorous protest to the USSR against the recent Soviet-

Manchurian trade agreement evidences a Nationalist intention to capi-

‘talize on Chinese Commnist subservience to Soviet interests. In its

formal note to the Soviet Charpge in Canton, the Nationalist Forelgn
Office pointed out that the agreement, conoluded with "rebel groups"”

in Manchuria, violated China's sovereignty and marked a further failure
of the USSR %o comply with the Sino-Soviet treaty of 19456.

In upholding the principles of China's soverelgnty and independence
on the diplomatic front, the Nationalists make a strong appeel to Chinese
and foreipn opinion and further substantiate their propagande. claim that
China's existence is menaced by world Communism. MNeanwhile, the Chinese
Communists ere left with the task of defending a potentially disadvante-
geous trade arrangement. In addition, they are confronted with the impli-
eations of a developing political schism between Menchuria and the rest
of China implicit in the delegation of local Manchurian autherities %o
conclude an internstional arsreement in Moscow.

THAILAND

Government unhappy over MAP--The ourrent MAP proposal, which would make "A"
8 arms end equipment available to Thailand on a reimbursable basis, has
been received with little enthusiasm in Theiland. Because it wonld reka

US military support aveilable only on the same basis that it is now
aveilable from the UK, Sweden and numerous private arms dealers, the oro-
possl is being interpreted in Thailand as further evidence that the US

igs not greatly concerned sbout the fate of Thailand or of Southeast Asim

as a whole, Development of an attitude of futility end fatalism among
important political and military figures in Thailand continues o be
accelerated by: (1) the rapid chanpges in China and the loss of US in-
fluence thers, (2) the presence within Thailand of a larpge and aconomic-
ally powerful Chinese minority which is being subverted by e well-~orpanized
Chinese Communist group, (3) the presence of scattered bands of Chinese
Communists and mercenaries along Thailand's northern and southerm borders,
and {4) unrest in neipghborinpg countries.

Although the Thai Government has token an anti-Communist stand and
althongh Thailand's political and economic structure contains relatively
few elements coanducive to the acceptance of Communism, it is bardly to

]
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be expected that Theiland will oe eble or willing %o resis®t an accom-
modation with Communist Chine if present trends continue.

Agreoment on meny major issues probeble at The Hapuew-The fortheoning il
roundtabie conference, whick is oxpecied to begin about 25 august a® "
The Hegue represents e real rmilestone towards the possibvle sebttlement

of the Indonesisn problem. Vhile Federalists as well as Republicans

will be represented et the conference, any settlement will depend uper
solution of the besic differences which have exiusted between the Republis

of Indonesia and the Xetherlends since 17 Aapust 1945, the date when the
itepublic declared itsels independent.

Foremost amonp these differences is the question of sovereipnty.
The Nenublicans take the s%and that they have alresdy sequired all the
etbtributes of sovereipnty. ‘“he poesibility of a settlement of this point
hes been improved sliphitly by the Duteh indication of a willingess to
shorten the interim peried, to transfer sovareipnty %o s united Indonesia
early in 1950 and to se% the oxaet debe for the tronsfer at the conferencs.
The faot that deteils of the proposed Indonesian federation®s structure were
agreed upon by both Republicens and Federmlists at an All-Indonesian o=
ference prior to the departurs of the Indornesian delegates also should nake
% settlement of the sovereignty issue somewist easier.

In the field of foreign relations, apreament hes been complicated by
the indevendence of action exercised by the Republic, particularly the
appointment of a Kepublicau Consular official at Manila in July. Another
crucial point; in conbrast, the problem of maintaining the identity of the
Republican Army, may have been simplified by the sgreemernt already reached
betwsen the Federalists and the Republicans on the composition of a federal
army, &g well as by the Dutch announcement thet there will be = withdrawal
of Netherlands troops from Indonesis.

Delinsation of the Republican territory within a federated Indonesia
certainly will be & major problem. Ilany Republicans feel that their arcas
nave been unduly compressed in the last two Years, end they may resent
transfer of authority over sizeable Republizan repions in Sumatra to Dutoh-
sponsored states there, The axtent 4o which Republicen lorces comply with
last week's cease-lire order. particularly in Sumatra, whish will serve to
illustrate Re~ublican &bility to control the populace in disputed areas,
mey well serve ms e basis for their claims to territory.

The most complex problems to be considered will be those of an cconomic
and financial nebure. Aside Trom diverpent viewpoints in regard to ecanomis
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Approved ForVelease 2000/08/29 : CIA-RDP79¢%1090A000500030018-5

SR FY v
SECRIT

G

policy, %he question of finaneing en independent Indonesia will be

of primary importance. Dukeh finsncial expsrts have declarcd thet

unless sufficient ecredit for adequate supplies of poods is cbtained,

it will be impossible %o maintein Jormal economis conditions iy Indo-
nesia. TForeimn debts of the Dutet~controlled Indonesian Government,

from the time of the Japaress surrender Yo the end of 1948, moreover,
will amount to 81 billion, which ra‘ses the immediate question of the
extent to which the new Indonesian fodersl rovernment will assume thie
debt as well as the extent to which provisions will be mode for settlemont
of the rights of Toreipn investers in Indonesia,

Unce all these problems relating o soveraignty have been solved,
the formstion of a Hetherlands—Indonesian Union will be dimcussed and,
if obstecles to its formation are overcwie, sonsideration will be glven
to the granting of military mases %o the Netherlands,

A£1though the basic issues of the Inconeaisn conflict have remsined
essertinlly the same since the formation of the Republic, the cuvrent
negotistions at The Iegue will be telking plsce in & more congenial atmog-
phers then has prevailed at sarlier formal disoussions. Dutoh leaders
heve sdopted a more conciliatory attitude ‘oward Indonesia within recent
monthe , mwany impediments present in previou: negotiations hava been re-
moved, and prelininary apreenents, alrcady reached between the Republicans,
the Duteh and the Federalists, should freilitate the work of the conference,
Barring serious incidents in Indonesia, an & -reement settling many of the
major lssuss seems probable.

PUILIPPTNES

Philippine financial picture darkens-=The Pnilippine financial situation mon
apparently has become more critieal than a® a1y time since the summer ot

1946, when the US was obliged to authorize s £76 million loan for Philip-

pine budgetary purpesse. According to press ra2yoris, the curremnt deficit

in the Government®s Cencral Pund amounts to $28 nillion, approxinately
one-fifth of the nstional budget, It appears thit Government operations

are being financed by drawing on sertasin Governmeut trust funds and by
borrowing from the Central Bank,

Falling revenues lergely account for the defivit, although it is in
part the result of incressed expandi turez for e duct tional Teeilities
avthorized by Congress in 1948 but not included in the budget. The Coverne
ment's financial troubles mlso refiect the continues serioug imbalance in
Philippine foreign tyrade. Tentative Pigures Por the first half of 1949
indicate a visible trade deficit of at least $i44.8 nillion, anly partly
offset by US Government expendi tures on rehabilitation, During this same
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helf~year, natioral revenuss declined b nearly one f£ifth.
o ¥

Although import controls were institubed in January, 194%, they
neve had 1ittle effest in bringing about a trade balance, particalarly
in view of a 45% drop in the price of copra, the Philippines' numbere
one postwmr export, The Secretary of Finance and the Gove.nor of the
fentral Bank are pressing for wider application of import controls, and
the latter hes supresied the possible need of applying exohangs controls
% protret the dollar balences. Ascording %o the US-Philippine Trade
Agreement, however, the fress convertibility of pesos to dollars ma

AP *
yony &
be guspended except by agree ient with the President of the US.
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