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x 2. The background of this incident is as follows:

#
a. Because of the high prices for flour im the Ryukyu lslands, some people
from Taiwan together with some Byukyu natives began smugpling shell
ocasss to Hong Kong for sale, loading {'lour and other ocommodities for the
return voyage.

b. After their entry into the Xorean war, the Chinese Communists badly
needed shell cases, for which they were willing to pay high prioces.
The Chin Lung (4% /%) and Te Sheng (4%, 4 ) Companies, Hong Kong,
establighed {inancial connections with the wessels from the Ryukyu
lglands whereby they obtainsd a monopoly of the trade, reselling the
caass to the Chinese Communists.

8, The Chinese Communistz, learning the origin of the shell ocases, wished
to exploit this channel for getting informetion about the American
forces in the Ryukyu Islands. Working through the Chin lung and Te
Sheng Companies, they provided money for ilhe number ¢f veassela to be
increased %o ten. DBeginning in warch, the Chiness Communists pub
controls on the price of shell cases, with the result that the Ryukyu
vessels lost money heavily. ‘Jhereupon the Communista entered into
negotiations whereby they would suprly capital for the purchase of
flour and other commodities in Hong »ong, in return for whioh the
vessels were to briang gasoline, tar and american military supplies %o
wacao and tnence to Cantun. They were also to transport Communist
agents disguised as merchants to the Ryuxyus.
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d. Since March 19851 a large number of Chinese Communists have been infil-
trated inte the Ryukyus. In kay, dssiring to send even larger numbers,
the Chinese Communists debained five vwesselas which were waiting outside
hacao for olearance and took them to Canton. The vessels had been held
up near kacao because they were fully loaded with gasoline and tar, The
Chinese Communists plan to replace the Kyukyu orewa with their own men.

8. Iwo vessels from the Ryukyuslslands, not coniected with the Chin Lung Company,
viewed the seizure of the other five vessels with dlsmey, fearing thet the
incident would bring the trade from the hyukyus to the attention of the
Americdn consulate general in ilong Aoog.

4. On 31 May 1951 four Jupanese f'ishing boats urrived outside Maocao territorisl
watera and applied to the waceo karine Police for entry. Entry was refussd
because they had nn shiiping documents. The officers on the boats then got
in touch with a Jipanese named EGUCHIL, the menzgar of the former Japanese
war-time South Chins Fxsherios Sionopoly CompanyZ, now called the San Chien
Chu Shih Hui She (% l;L%?H‘\ \% %L ). of 13 Bgin Tung Shang Street, Maocao.

5. The vessels contained 600 drums of fliesel oil, 1,600 rubber tires and 700
piculs of used sholl casings. The oil was in green drums, and may have been
American Javy materiel which had keaan glven to the Chinese Nationelists; it
was sold by EGUCHI to the Yu flsing (4} ¥ ) Company at the low prioe of
HK $700 per drum. After 280 drums of 011 had been deliverwd in Chinese waters,
the Chinese Communist Customs gunboats disocoversd the fishing vessels and
compelled them to proceed to Ch'ienshan, whers four Formosans were detained.®

6. On 2 June 1951 NO Haien4, in the namo of the Chinese Chamber of Commercs,
wrote a letter %o the (hiness Communist Customs requesting release of the
vaggols and the psrsons detained. .

7. On 30 Nay, 19 Japansse went to nacao aboard the 55 TA 1AI,5 They had litile
luggage and wers dressed like Tishermen. The Japanese told sailors on the
TA LAL that thay had obtained permission from the authorities in Tokyo 4o
make this tnpo

25X1A 4, -mggﬂnﬂgg‘t_n For previous rsterences to kGUCHI, sse || G 25X1A

25X1A

3?;(1'): 2. =_£9mmell‘§w This was oalled the Japansse Ses ‘roducts Company in

25X1A 3- —_“'_"E‘;’l‘ﬂﬁ* There seems to be no reason to doubt that these
vessels are Lho saue as ihose reported in paragrapha 1 and 2 above. The
discrepaneies in the wccounts given by the two sources can be taken as
evidonce that the iaformation was indepandently obtained, The details
25X1X furnished by the informant mway be more acourate in refarence to

the evants of 31 Lay. I'revious reports of' ¢ may be found in
25xiA

25X1A 4. See paragraph 2 of _

25X1A 5. -ﬁqnlgg_a_t: 35 TA LAI plies botween Long Kong and lacao. See
25X1A

25X1A [ ‘ Comment. They were presumably roferriag to their trip to
long Keng, rather than to the jJaunt Ho lkacao,
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