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SHCTION I. SIBMARY OF .FAR EAST TRENDS AND DEVELOPHENTS

Despite evident coclness elsewhere in Asim, Korea's President
Rhee continues to weloome CHIANG Kai-shek, who is expected to visit
Seoul shortly, as a charter member of the tentative Pacifis past (p. ¢)o

On the Chinese war«front, Comnunist forces apparently have occupied
Changsha on the road to Hengyang in the south and puthed a salient into
eastern Kansu in the northwest (p. 3). US businessmen in Shanrhai, neen~
while, feel that chsotls conditions in that city may preveil indefinitely
and see nothing to be gained by remaining there any lonrer {p. 4).

Premier Phibul's regime in Thalland, successfully intimidating its
opposition in Parliament last week, received & vote of confidsnce {ps #)»

Reaction of the Burmese Foreipn !linister durins his impending visit
to the U may do much towards bringing that troubled land closer to the
Vest {p. 7).

Philippine President Quirino, another visitcr in the near futurs,
o expects to make political capital for ths November elegstion out of his
V ﬁl‘ip (po ")a

25X6A
o
The marginal notations used in succeeding sections of this veekly
(*a", "B", or "C") indicate the irnportance of the items in R/FE opinion
with "A" representing the most important.
""ﬁﬁiﬂﬂg'—--~\ //@g!5
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SECTION I3, DEVELOPMENTS 1N SPECIFIED AREAS
GH m::RALu

CHIANG'S Korea visit is intended as pact feeler~~CHIANG Kai-shek nAT
expecte to come to Secul for sonversations with President Rhee on
the proposed Pacific pact and other mutual problems. A date for
the visit has not been fixed, but President Rhee has stated that
CHIANG would come during August. Since Rhee had invited lMasArtnur
and Sebald to visit Seoul for the 15 Aupust celebration of the
Hepublic's first anniversary, it is probeble that CHTANG'S vigit
wag being planned for the zame date in order to create the impres-
gion that the US was associmted officially with Pacific pact con~
versations. l!MacArthur and Sohald have declined Rhee's invitation,
fowever, and CH1ANG, in turn, say deside to nalzg his sisit 4o Seoul
L.: the immediave f'uture.

Rhee's continued pushing of the Pacific pact is metivated by
the hope that a union of Pacific states could extract militury
cormitments from the US. lle anpears oblivious to the blirhting
affest progdusced by CHIANWG'3 marticivation in the tentative mmion,
and epparently believes that association with CHIANG will prove to
be an asset, so far as future U3 military aid is concerned. If the
proposed nerotiations result in formal Korean cormitments to CHIANGYg
tottering repime, Rhee's rovornment may find itself at a oconsiderable
disadvantape in the event that other Pacifiec nations succesd in
forming a more viable union. .

R
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CIHINA

Communist push remains unchegked--The latest Comruniet military of'fensive
moved forward without impediment from Fationelist defenders last week.
In south=central China, the next objective of the Communist attackers
was Hengyang, the only remaining stronghold outside Kwangsi still in the
hands of Nationalist General PAT Chunp~hsi., The largest Communist foree,
elready heving overrun all outlying positions at Changsha, has foroed
PAI's withdrawal and, acoording to unofficial reports, has occupied the

oity. Another column ie moving south along the western shores of Turgting

Lake, where Changteh, an important market town, has been taken,

When Hengyang falls, whe thor because of PAI's evacuation - still the
best possibility - or as s result of a decizive defeat by the Communists,

little save distance will remain between these Communist forces and Canton.
In this connection, an increase in activity was noted in the Kian-Kanhsien

area, where the spearhead of the fortheoming drive into Ewangtung, is pro-

bably being resdied. The launching of this action may, howsver, await the

successful conclusion of the operations around Hengyang.

—
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To the northwest, seven armies of PENG Teh~huai, after splitiing
U Tsung-nan's forces by capturing Paochi, have begun to push a salient
out of Shensi inito eastern Kansu. This movement oould develop into a
full~flodged Communist effort to eradicabe the foroes of MA Pu-fang,
but the number of Cormuniet troops thus far committed seems hardly
sufficient. 1t is more probable thet this is the deployment of a hold-
ing force, thrown out to prevent the MAs from striking the flank of a
Cormunist thrust south towards IU Tsung-nen’s main positions along the
Szachwar border. The MAs have made two such attacks in the past year.
Since the Communists are feced with food problems and Sgechwan, one of
the richest arricultural provinces in China, has reporitedly enjoyed a
fine harvest, the area to the south of PENG Teh~huai's forees is vre-
sumrbly more inviting than the barren reaches of the northwegt.

American businessmen seek exit from Shanghai--Alarmed by the recent
rise of anti-foreirn feelinp as evidenced by mob action in Shanghai,
the American Chamber of Commerce in that ¢ity has urgently recomnended
the evacuation of US business personnel. The Chamber of Cormerce be~-
lieves that US persomnnsel are in the dangerous vosition of "hostares™
and that the chaotic situation in Shanphel, worsened by the Nationalist
blockade of the port, may prevail for an indefinite time., The Chamber
foresees eventual loss of US comrercisl properties and working capital
in Chinm, through such Communist devices ss the levying of exorbitant

an

taxes, unreasonabtle demands for severance pay and heavy "ransom” exactions

from key personnel. To facilitate evacuation, the Chamber favors estab-
listment of air tranaportation to Hong Kong mnd nepotiations with the
Communists through the Internsational Red Cross.

The Chambs=r considers US aid to Hationalist Chinra 2 mejor cause of
the present difficulties and recommends severauce of US relations with
the Nationalista, Other US greoups in Shanghel are apparently less per-
turbed and US businessmen in North Chine are more sanguine regarding
future developments.,

Communnist probvlems in the Northwest~«0f all the regions still in Nation-
alist hands, Northwest China-~the bprovinces of Kansu, Nighsia, Tsinghai
and Sinkiang-~prosente the CCP with ths thorniest problems. The dominant
fipures in this area are YA Pu~fang and MA Hung-kwel, two rabidly anti-
Cormmunist Chinese lioslem warlords whose troops control the major part of

nBa

the area and whose leadershlip is scknowledred by the rredoninantly lloslem,

elthough not predorminantly Chinese, population., UA Pu-fanp®s troops are
one of the best fighting forces left in non-Cormunist Chinaj; they have

scored victories over Communist forces in Shensi durinr the past two vesrs.

In addition to the problem of liquidating MA®s trcops, the CCP is faced
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with an evident Soviet desire to regain economie aontrol of Sinkiang,
a subjact of nerotiations earlier this year between the USSR and the
National Govermment,

Despite these difficulties, the Northwest is not omitted from the
CCPfg schedule of conquest and Tihwa, the capital of Sinkianf, was
listed along with Lanohow, the capital of Kansu, as cne of the aixteen
centers 5o which the CCP's "Peining surrender rormula” woulil applye.
Communist forces confronbing A Pu-fang in Srensi have beeu reirforsed
and are revortedly now driving into eastern Kansu. A "lorthwest Coros”™,
rade up of student administrators and nolitical cadres, is being recruited
in Sest Chine and a propavanda campaipn, boosting the CCPt's policy of
Tautonony for rasisl minorities™, is beins besmed at the Chipese and
Turkd 'oslems, ss well the MNonpole of the area. Recently, CHAMNG Chihe
chunr, former Yationalist Northwest boss who remained in Peiping after
the feilure of *he April KMT-CCP peace neputiations, made & steteent
praiging UCP polieics and urring Metionalist dishards to admit their
nistakes and pive up their politiesl pewer. Vhen low supplies and
mountings popular resentment of conseription make the MAs' position
Aifficult to maintain, the CCP nmey find CHANG's aonsiderable vopularity
in the area useful in extending enmlconzolidating sontrol over the
Horthweet.

Manchurisn Comrunists open trade with outside world--~The WNortheast "R¥
Tarinistration hes inorcased its contacts with the outside world in the
three montha since the opening of the port of Yingkow to commersial
traffic. A second=rste port which, unlike lce-free Dairen, ig frozen
over four or five months of the year, Vinpkow nonetheless offere im-
portant sedvantares to the Cormunists. Soviet con‘rcl is ahaent; short
reil commections exist with the cities in the Mukden area, and river
raffic taps importaut epricultural Jdlstricis to the north, & few
Hongkonr, ships called at Yingkow daring lisy and June, brinpging raw
sotton, copper, tin plate and electrical equipment in return for soy
besna and bristles. Except for a little trade out of Antunp earlier

in the vear, this was Jommunist Manchuria's first cormercial ocontact

of any importsnce with arens outside the Soviet gone.

The Northeast Trade Buresu and the Northeast Iranmsportation Admin-
istration, the arencies presumably responsible for this activity, are
gtill in their infanoy. They probably will increase the volume and
efficlenvy of Yingkow's trade considerably hefore the hart.or freezes

o)
+3
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in November. The Transportation Administration, headquartered at
Yingkow, recently estsblished a navigation branoh in Dairen which

is not connecited with the Soviet~directed port authority already
there, Additional Communist offorts to promote trude outside the
Comnunist Far Fast include negotiations with the British shipping
firm, Jardina-Matheson, establishment of a "Northeast Fur Company,"
the offiocirl Communist monopoly for bristle and fur trade, end the
offer of 25,000 tons of lManchurian soy beans F.0.B. Chinhuangtao,
made through the medium of the Worth China Trading Bureau at Tientsin,

These developments do not necessarily mean thet Soviet influ-
encu in Manchuria is decreasing.and, in faot, it is reported that a
Manchurian mission to loscow has just signed a trade agreement with
the USSR. Nonetheless, Manochurian trade aotivities, previously con-

fined to Soviet arsas of control, now have extended into the non=-
Soviet world,

Nationalist money problems~-The continuing inability of the National no®
Government to find sufficient revenue to meet necessary expenditures
oconstitutes the nost serious threat to the new "silver certificera"
ocurrency, issued by the Central Bank in July and convertable at will
into silver coin. Unless the Nationalists oen eliminate government
deficite which now averags about 30 million eilver dollars a month,
they will be tempted to resort once more to the overissue of paper
money to meed expenses. With the Gold Yusn fiamsco still fresh in

the publis mind and the people still dubious about the new silver
notes, however, the slightest syuptom of overissue may lead to a
precipitous depreciation and to & peneral public refusal %o accept

the new Nationalist currency. To counter such fears, the Finance
Uinistry has piven assuranoces that the iseue of silver notes will

be restricted in volums and that government deficits will be met

Trom reserves rether then from uncontrolled nots issue., Exheustion
of reserves, however, is as much a threat to financisl solvency as

the overissue of currency. In the avsence of foreign eredits, nothing

but a balanced Netionalist budget can prevent ancther sycle of currency
depreciation.

THATLAND

Reshuffled regime demonstrates power~~On 29 July, the new Phibul cabinet ™B"
won formal Parllsmentary approval in a vote of confidence, carried 63

to 31. This apparently olear-out victory for the Govermment was not a

result of actual majority approval but was dictated by Parliasment's fears

of foroeful retaliation from the military clique which supports Premier

CRET
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Phibul, Opposition members in Parliaement, who had directed heavy
ettacks st the policies and composition of the Phibul regime, pre-
#unably could have mustered sufficient votes to defeat the Govern-
ment if they had dared. Parlisment's reluctant approval, however,
shows that the Phibul regime is sufficiently dominent to maintein
control of Parliament and function with a semblance of cons+titu-
tionality for the present.

AURNA

Forelgn !finister E Maung to visit the US---Burmese Foreign Minister

E Maung, who aleo holds the portfolios of Health and Judieisl Affeirs,
ig scheduled to arrive in the US from the UK on 12 Aupuet for an of fi-
oial vigit. The results of his trip are likely to have a profound
effect upon the future policiea of the Burmees Government., It is
understood that E Maung wishes to disouss four mejor topics during
his stay here: 1) the extension of technical assistence to Durma
under the Point IV program, 2) the possibility of developing defenses
apainet the spread of Communism in Agia, and particularly in Burma,

3} public health topios, and 4) various Judicial metters, Barlie:,
in the UK, £ Maung is expected to consider such important subjeocts

as a UK-Burmz treaty of commerce and navigation, UK financial assist-
ance, delinsation of the Sino-Burma border and Burmess policy towards
Indochine and Indonegin.

Despite some reportes to the contrary, it is believed that E liaung
ie making 2 genmuine eff'ort to establish oloser relations with the Vest
88 & means of resboring stability and saf'epuarding the independence of
Burma. He exercises considerable influemce in the Cabinet and ocould
FAve greater impetus to the poverment's developing trend toward a more
moderate policy. Disappointment over the aocamplishments of his trip,
however, oould undermine, if not reverse, this favorable inclination
and lend greater ocurrency to the views of the extreme leftints 4in the
government who maintain that the West is interested only in exploiting
Burma et the expense of her politioal and economio independence.

PIILIPPINES

Quirino arriving for Washington discussions~-President Elpidioc Quirine

1s scheduled to arrive in Washington on 8 Aumust, in hoves of winning
additional US financial and military assistunce to the Philippires,

The miseion, if successful, nresumably would inorease Quirino's prestire
in the forthcoming presidential elections, in which he needs all +he help
has ean get. At a minimum, Quirino hopes fo secure recopnition of Philip-

T
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pine needs and agsurances of esrly US oonsideration.

Quirino has only fair prospects of defesating the ultranationalist
Jose laurel in the November slection. He ocan be expected to emphasize
the injury whish a leurel vietory would do to US~-Philippine relatiors,
in order to support his plea for further US aid. e will arpue, with
sonsiderable lopla, that the US should support his campaign by inoreasing
jts financial and milltary commitments to the Philippines. It is probable
that members of Quirino's staff will solioit cempaign funds among s
business firms which have island interests.

The political implications of Quirino's visit in the US are quite
apperent in the Phillppines. The opposition Nacionalista lendars, as
well as the opposition and leftist press, can be expected to acouse the
President of using the US visit to bolster his election chances and will
charge that the US is interfering in Philippine internel politics.
Additionally, the US may be condemned for employing Quirino as a puppet
to promote a Pacifio union.

On the other hand; & considerable portion of the Philippine electo~
rate will be favorably imprezged by the visit ever if Quirino is able %o
report no more on his return than that the US is earnestly and sympathe-
tically sonsidering Philippine economic and military problems. Ability
to make even this minimum statement would also tend to increase confi-
dence within Quirino's administration and to assure him of firmer support
in the difficult ~onths ahead.
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