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OFFICE OF REPORTS AND ESTIMATES, CTA
FAR EAST/PACIFIC BRANCH

INTRLLIGENCE HIGHLIGITS NO. §9
13 JULY « 19 JULY 1949

SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS

Most Far Eastern nations have remained noncommittal in response to
the Chiang-Quirino propvsal for an anti-Communist "Pacifio Union" (p. 2).

25X6A

The Republiec of Korea has asked that UN militery observers be posted
along the "inoident"-ridden 38th Parallel (p. 3).

The Chinese Communists have announced the beginning of a new "major
offensive" in centrel China after a twoemonth lull in operations (p. 4).
Meanwhile, Communist intransigence in the trestment of foreigners appesrs
to be threatening future relations with the West %o the Communists® own
possible disadvantage (p. 6).

25X6A

The marginal notetions used in succeeding sectlons of this Vieekly
("A", "B", or "C") indicate the importance of the items in B/FE opinion
with "A" representing the most imporbant,.
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SECTION II. DEVELOPMENTS IN SPECIFIED AREAS
GENERAL

Reaotions to "Pacific Union™ Proposal-~=The Chieng-Quirino proposal for aw
& "Faocific Union", % counteract ami contain Asiatic Communism, has been
recoived with little enthusiasm, Both the apparent unwillingness of the

US to support such a bloc and the fact that initiative for the envisioned
union came from the "retired" leader of the progtrate and discredited
Chinese Nationalist Govermment evidently have caused most Asiatioc netiong

to hesitate before indicating their attitudes,

Three areas -- Nationalist Chine, the Philippines, and the Republie of
Korea -~ have endorsed the plan. Other countries, however, have been
either noncommittel or entirely silent. The Prime Minister of Thailond
has deferred a decision in the matter by saying that Thailend has not besn
invited to participate in the union, The Burmese Foreign Miriator statod
on 14 July that Burma "mey favorably oonsider" the formation of a Pacific
bloe if it would work for world peace and prosperity. However, he queg-
tioned the effectiveness of such e union in combatting the Communist threat
in Southesst Asia.

According to Philippine President Quirine, representatives of the
Indonesian Republic new in the Philippines are enthusiastio, The Nether-
lands Minister to the Philippines, however, has been instructed not to
commit himself, 1In Indochine, the diplomatic sounselor to the French itigh
Commisgioner ia worried over the implications of Vietnamese sooperation
with the Chinese Nationalists, fearing that such ection would be inter-
preted as interference in Chinese internal affeirs and constitute an
invitation for a Communist attack on Indochina. Australia and New Zoaland
have made no comment.

Invitations to a preliminary conference to disocuss the formation of
the union have not yet besn issued. Before doing so, President Quirino
plans to recall Ambassador Romulo from his post at the UN, to interrogate
Pacifio nations as to their recommendations. Meanwhile, Quirino, Chiang,
and Korea's President Rhee will undoubtedly continue to press for US BUp-
port which, if received, would be a strong inducement for the participation
of other presently noncommittal nations,
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KOREA

Republis re'uests UN Border Observers—-In a resent letter, the Foreign "gw
Yinister of The Republis of Korea sugrested to the United Nations Com-
mission on Korea (UNCOK) that a unit of UN military observers be estab-

lished in Korea, to work with UNCOK in halting attacks by northern Korean
forces along the 38th parallel,
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A previous proposal for UN military observers had bsen considered
by UNCOK during April and May, 1949, but the matter was droppad with-
out action being taken. At that time, Commission members were divided
on the possible effectiveness and advisability of observers in Korea.
The UN Secreturiat, further, informed UNCOK on that ococasion that UN
military observers were sent to the fisld as a result of Security
Counoil or General Asserbly action. The Seoretariat steted that since
the US was withdrawing ite armed forces from Korea, it could be pre-
sumed that America, at least, was satisfied that no threat to inter-
national peace existed in the arsa and for this reason there appeared
to be little Justification for & military observers' mission.

The pressure of the present formal Korean request for cbservers
uay force UNCOK to re~open the question. On the basis of recent inepec~
tions of trouble spots along the parallel, the Commission, if 1t eo chose,
could adopt a resolution for presentation to the fall meeting of the UN
General Assembly stating that a threat to international peace exists in
Eorea and recommending the dispatuvh of military observers. However, it
is prchable that, unless the US atrongly supports the Korean sugrestion
for cbservers, UNCOK will avoid further action during the final weeks of
the Commission's etay in Korea. :

CHIVA

New Communist Offensive starts~~In centrsl China, the two month 1lull in "aA"

military opsrations has apparently ended. Peiping radio announced that
Communist armies had launched a "major offensive® along a front extending
esastward from the Yangteze gorges in Hupeh to the middle reaches of the
Kan River in Kiangsi. Peiping redio claimed several important victories,
including the cepture of Ichang and Shasi (west of Hankow) and Kian and
Anfu (south of Nanchang). The Nationalist later claimed that Kian was
retaken in a counter-asttack.. The Communist of'fensive, according to a
Shanghal dispatoh, is aimed in the direction of Canton, some 4-500 miles
to the south. The only sirzable Nationalist force between the Communists
and Canton is the 175,000-strong Army commanded by PAI Chung~hsi. PAI is
expected to withdraw into Xwangsi as soon as the Communists approach his
present positions in the ares about Changshe.. Omoe fully under way, the
Communist regulars, aided by irregulars already opernting in south China
and by the absence of firm Nationalist reeigtance, should be sble to roll
into Canton in sbout 30 days.

Arbitrary texation of foreign firms--Communist authorities recently have
imposed arbitrary levies on business concerns which disoriminate partiou~
larly against foreign compenies. Although nominaelly imposed as income

RET
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taxes, the assessments bear no clear relation to earnings. The amounts
charged apparently were determined arbitrarily on the basis of what the
traffic oould bear. Thus far, these texes have besn imposed in two
¢ities. In Hankow, a levy totaling over US$600,000 was imposed, in
Tientsin, the levy totalled US$2,000,000. It is expected that Shanghai
will soon follow suit with e very much larger levy.

Most foreirn firms de not have sufficient cash reserves to pay auch
taxes. As a result, they are faced with the alternative of drawing funds
from abroad or else liquidating local stocks and capital equipment.
Foreign businesses are apprehensive that these taxes will serve as pre-
cidents for further arbitrary nssessments in the near future and that
such taxes will be deliberatsly applied in some aress to squeeze out the
foreipn oompetition in favor of government trading organizations.

Arpioulvural disasters will delay rccovery=--Communist China is mobilizing ®B°
for an all-out fight arsinst a series of agricultural disssters which

have plapued the countryside during the past several months. Some million
acres of rice land in the Yangtze wvallsy have been flooded, spring drouthe
have damaged crops in north China and south Manchuris and locust swanrma

have further reduced northern yields. The Communist press is £illed with
direotives reparding famine counter-measures and dyke-building.

This threat to the food supply will undoubtedly forece the Comnunists
to divert much of their energy from the task of rehabilitation to *h= job
of salvaping orop production. Coarse grains with short growing seasons
are being planted in the north with a chance of maturing before autumn
frosts. Secondery dykes are being thrown up to keep the flood waters of
the Yangtze from inundating, new orop areas. The revenues of the Communist
regime, nonetheless, will be cut seriously and peneral economic recovery
in Communist China will be delayed by the reduced supply of food and raw
naterials for domestic consumption or export.

Ambitious five-yenr rail plen--The Comaunist All=China Railroad Kerulatory Eow
Conference has okayed a five-yeur plan to restore China‘s existins 16,700 i
niles of rail line completely and to add another 6,600 miles of track %o

the system. Railroads have elready been piven a high priority on manpower
and raw material allocations by the Communists, and they are working o
rehabilitate the lines they now control., Communist successes in rehabili-
tation to date have been mchieved through a process of cannibalization which
hes left the linea weak and inefficient. Double~tracked lines are now
single~tracked ones; bridges, ties, rails and ballasting are often of an
emergency nature. The Communiates will soon arrive at a point where canni-
balization is no lonper rewarding and, with further sxpansion, will find
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themselves feoing a shortage of rolling stoek and lscomotives, In all,
raestoration of China's rail syaten is estimated to require at leust
US$300 miilion of imports. The CCP should consider the rebuilding of
oxisting lines an amply ambitious project; expansion in the next five
years seems a grandlose droam,

Perseocution of Foreig§ers may vackfire--Communist authorities in the bl
Tanpgtze ﬁalley are doing nothing to halt the abuse of foreigners, par-
ticularly Americans, in that area and the harsh treatment of foreipgners
apparently has either the direct sanction or the implied approval of
local Communist officiels. Narking authorities have insisted on "shop
guarantees™ for Ambassador Stuart and his party before the issuance of
oxit’ permits for his return to the US. These regulations require that
all claims against departing foreigners must either be satisfactorily
settled, or assumeqd by a responsible person or firm remaining behind,
before any travel permit will be issued. If the "shop guarantes" forme
ula is universally epplied, it could conceivably result in a situation
whereby 81l foreigners remeining in Chine would find themgolves hostapges
for those already departed,

Antiuforeignism, a8 exemplified in a number of Shengahi incidents,
may derive from a resotion %o Communiat propaganda, lately intensified
by the strained economie position of the blockaded city. It further
reflects Communist inexperience in city administration, and strong Come
munist suspicion of "imperialist® influences in general, The end result
of continued anti-foreignism will be to deprive Communist China of the
services of foreigm money and skills and adversoly affect Communist chances
of recognition by Western Powers. Unless curbed, the nationalistic im-
pulse so carefully nourished by the Communigts may w2ll prove dissdvan-
tageous to them.
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