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-- DEPARTMENT OF STATE 

D IVISION OF FAR EASTERN AFFAIRS 

l.!ey 3 , 1933 . 

l!r . Secretary: 

Herewith a memorandum on 

lj)l!na, in connection with the 

matter ot the conversations 

preliminary t o t he "1orld Uonetary 

and Economic Conference . 

It may be that , after exam­

i nil\8 t his, you r~ould oare to send 

it on to t he '"'hite House . 

~<t-t-'-"l..._ 
Stc!I :CLS ___-
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D EPARTM ENT OF S TATE 

DIVISION OF F AR E ASTERN A FFAIRS 

May 3, 1933 . 

The memorandum hereunder, relating to 
China, has been prepared for purposes connected 
with t be conversations which will be held 
between the President and t he Secretary of State 
on the one band and t he r epresentative of China 
on t he other hand in the course ot_the_conve~a­

t~a preliminary ~the Monetary and Economic 
"'Conference • -

It is realized t hat by no means all of t he 
topics which are dealt with in this memorandum 
will be brought up at or need to be vividly in 
the minds of the participants in t he conversa­
tions in question. However, the memorandum has 
been made to comprise information with regard 
both to matter s which should be in the fore­
ground and matter s which should be in t he back­
ground in the minds of the high American 
officials who hold t hese conversations with t he 
represent at ive of China. In its entirety it 
constitutes a sort of "\Vh at t he President and 
t he Secretary of State m~ at t his moment most 
need or m~ most wish to know with regard to 
China and American-Chinese relations . " 

It is believed that perusal of t his material 
at this time would be worth t he while of t he 
Secretary and t he Pres i dent from point of view 

not 
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not only of preparations for the conversat i ons 
referred to but of their constant interest in 
and concern with r egard to out standing problems 
in relations bet ween the United States and 
China. 
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PERSONNEL OF CHINESE DELEGATION 

T. v. Soong - China's representative and 
Minister of Finance . 

Teu Yee Pei - Ua.nager of the Bank of China. 

• 

f· 

w. P. Wei - Counselor of the Ministry of Finance. 

Ar thur N. Young - Financial Adviser. 

Chin Yin Ching - Counselor. 

s . D. Wong - Secretary. 

z. s . Tsai - secr etary. 

Chang Hung - Servant. 

Wong Teing-ling - Servant . 

NOTE : Brief bi ographical no t es with regard to 

.hlinister Soong and 1!essrs . Pei , \'lei and 

Young are at tached. 
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T. v. SOOUG. !!1nister of Finance. 

Mr . Soong is China' s Minister of E'inanoe . He has 

held this position almost continuously since 1928 . He 

also holds other important positions in the Government 

and in the Kuom1ntang (the Chinese Nationali st Party 

whi ch controls the Government) . From ~ugust 1932 until 

April 1933 Mr . Soong v1as Acting Prime Mini star (the 

Chairman of the Executive Branch of the Chi neee Govern­

ment holde a position correspondi ng approximately to 

tha t of a Prime ~inieter , although there is no such t itle ) . 

As Minis ter of Finance, Ur . Soong has made atrenuous 

efforts to balanc e China' s budget under peculiarly 

unfavorable oiroumstanoee . The measure of suooeee that 

be ha s a ttained has been remarkable. Duri ng 1932, t he 

Republic of China, f or th e f iret time during the 

twenty-one years o! i t a t empestuous career, celebrated 

t he a ttainment of ita majority by balancing ita budget . 

Mr . Soong holds t he confidence of the Shanghai bankers 

and other Chinese f i nancial l eader s and hie absence from 

the GoverDment usually results in a f inancial crisis 

which br 1nge about hie early return. Soong is not only 

an outstanding financial leader but also has developed 

shrewdness and as t uteness in matters of practical poli t ics . 

He i s probably t he out standing civilian personality in 

China today. During rec ent months there have appeared 

i ndications 
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indica tions t hat differences have developed between 

Soong and Chiang Kai-shek, China' s outstanding military 

leader. Soong has appeared to favor t he adoption of 

more aggress ive tact ics against t he further occupa t ion 

of Chinese terri t ory by Japanese t roops , whereas Chiang 

Kai- ehek has seemed to feel that, as China is no match 

for Japan i n a milit ary sense , i t would be disas trous 

f or China to oppose Japan so vigor ously as t o bring about 

additional and more far - reaching Japanes e mili tary 

operations in China. In general , however, Soong and 

Chiang Kai - ehek (who is Soong's brother- in-l aw ) have 

cooperated and have been largely responsible f or such 

degree of stabil ity as has been attained by the Chinese 

Government. 

Soong was born in 1891 and is thus onl y 42 years ol d . 

He graduated f rom Harvard University in 1915 (A .B. in 

economi cs ), He is the brother of Madame Sun Yat -sen (the 

widow of China 's famous revolutionary leader) , of Madame 

Chiang Kai- ehek and of Madame H. H. Kung. (Dr. and Madame 

H. H. Kung recently visited the United States, Dr. Kung 

being on a special industrial mission) . Soong and t he group 

of leader s r elated to him by marriage a r e sometimes r eferred 

to as the Soong Dynasty. This group is the most i mportant 

one in Chinese political circles . 

Minist er Soong has a fairly good command of the 

English language . In conversat ion he is outspoken, direct 

and, 
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and , fo r an Oriental , frank. He is self-oonfident , 

somewhat opi nionat ed and strongly na t ionalistic . 

There ie quoted below the text of an interesting 

statement issued by Soong following the rapid J apanese 

occupation of J ehol Provinoe . 

"When I r eturned from my visit to Jehol, 
I was a sked by various military leaders how long 
i n my opinion the province could be defended . I 
replied from a week to ten days. I was received 
with polite but incredulous smiles . 'It v1ould 
take the Japanese army several weeks t o mar ch 
through J ehol even i f t hey encount ered not a 
singl e sho t , ' t hey said. My answer was 'but the 
J apanese a rmy i s not going to march on foot . • 

n* * * * * 
WSut we need not despair. OUt of the depth 

of our defeat, with t he unconquerable courage 
that the nation has been showing in faoe of 
frequent disas ters there will arise from t he 
anvil of Japanese aggression something strong 
and pure, for grea t nations must be fo r ged with 
blood and t ears . 

"This time l ast year the world was hailing 
the epio of heroism tha t wa s the Chinese soldier 
at Shanghai; today it looks with wondering eyes 
on the rabble fleeing baok to t he gates of 
Psiping. These two oame from the same etook; 
only the one quickened by a sp irit of nat i onalism , 
and the other corrupted and paralyzed by the t aint 
of arohaio and incompetent milit ary profess ionalism . " 
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TSU YEE PEI (Mr . Pei}, Manager of the Bank of China. 

Ur . Tau Yee Pei was born at Soochow near Shanghai 

in 1893 and was educated at the Sooohow Univer sity and 

at the Tangshan Engineering College . In 1914 he accepted 

a position with the Bank of China a t Peiping and ha s 

remained with t his bank ever since , as follows: Canton 

branch 1916; Hong Kong branoh 1918; Shanghai branch 1927. 

Mr . Pei is a t present Manager of the Shanghai branoh of 

the Bank of China and one of t he lea ding Chinese bankers 

in that city. He is al so at present one of t he six 

pr ominent Chinese a t Shanghai who are members of a 

Chinese Advisory Committee to the Municipal Council of 

the In ternat ional Settlement. In 1928-30 Mr . Pei was 

a l so one of the five Chi nes e Councillors of the Shanghai 

Llunicipa l Council. 

The Bank of Chi na was established in 1912, since which 

time it hae b ecome t he l eading semi-Government bank. Its 

paid-up oapital is reported t o be approxima t ely $25 ,000, 000 

Chinese currency, of which sum the Government ' s share is 

$5,000, 000. The bank , in addition to its head office in 

Shanghai, maintai ns branches, sub-offices and agencies 

throughout China t o a number in excess of 130 as well as 

numerous banking connections abroad. Its balance sheet as 

of December 31 , 1931 , is in excess of ~845 ,000 ,000. 
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1'1 . P . VIEI , Counselor of t ho Mi nistry of Finance . 

Llr . Wen-pin Wei has been &.n o!!ioer of the Chinese 

Government in various connections. He was a member of 

the eta!! of the Chinese Delega tion at tho Peace 

Confer ence in 1918- 1919, memb er of the secretarial staff 

of the Chinese Delegation at t he Washington Conference 

i n 1921-1922 , and member of the eta!! of the Chinese 

Delegation a t t he Conference on Chinese Customs Tariff 

a t Peking in 1925-1926 , He was educated in the United 

States , speaks English well and is understood to be 

friendly tollard t he United Sta tea . 

In manner he is eomewha t breezy and effus i ve . 

He is energetic but not pr ofound. He is a useful "contact" 

man. 
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ARTHUR N. YOUNG , Financial Adviser, 

Dr . Young is an American citizen . He has had 

extensive training and experience in the f ield of public 

economic and f i nancial questions . Born in 1890, he 

obtained hie Ph . D. from Princeton University in 1914. 

He has served as instructor in Economics at Princeton 

University, as research associate at the Universi t y of 

Calif ornia, as adviser on taxation to the Mexican Govern­

ment, aa a trade expert with the War Trade Board, aa 

Trade Commissioner to i nvestigate financial conditione in 

Spain fo r the Department of Commerce, as financial adviser 

to the Government of Honduras , as financial expert in the 

Depar tment of State and as Economic Adviser of the Depart­

ment of State (1922- 28 ). He served as expert during 

fo reign debt negotiations (1924-1927) and as expert 

attending the Worl d Economic Conference (1927) . In 1929 

he went to China as a member of t he Kemmerer financial 

mission . Since 1929 he has served as financial adviser to 

the Chinese Government. 

It is understood that Dr. Young is highly regarded by 

and is much relied upon by Minister Soong. 

Dr. Young possesses the advantage of very sound 

trai.ning in economic t heory and long experisnoe with govern­

mental problems; he now knows both American and Chinese 

psychology and the problems and methods of procedure of 

both governments. He has a keen mind , is alert, is a very 

hard 

-
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THE POLITICAL SIIDJ.TION lll CHilU 

The present Chinese Government is the creation and 

instrument of the Kuomintang (the National People's Party) , 

the Chinese political party formed in and after 1912 by 

Sun Yat- sen . The Chinese Nationalists (followers of t he 

Kuomintang) under Sun Yat- sen and later under Chiang Kai-ehek 

made several unauooesetul attempts to extend their authority 

f rom the Canton a r ea to all of China, but the effort begun 

in 1927 under Chiang Kai-ehek (SUn Yat- een died in 1926) was 

auooeesful , and by the summer of 1928 t he Nationali sts had 

obtained control over practically all of China . They then 

set up a government with capital a t Nanking. In 1928 this 

government , which styles itself the National Government of the 

Republic of China, was recognized by the American Government; 

and it is the government which hae continued to be recognized 

as the Government of Chin& by the United States and by the 

other foreign powers. 

Since the present Chinese Government was established 

at Nanking , it has been fo r oed to spend the ma jor portion of 

ita time and energy in putting down internal opposition and 

resist ing pressure from external sources . It has also been 

seriously menaced by "communistic" activities in large areas 

of cent ral China. 

At the present time the Chinese Government continues to 

conduct military operations against the Chinese ocmmuniete . 

Ita authority is weakened also by the a ttitude of the leaders 

in 
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in the Canton ar ea . These leaders at times have been in 

open oonfliot with the Chinese Government; at present their 

allegiance to the Nanking Government is only nominal; and in 

practical matters of admini stration they exercise a large 

degree of independence. However, the mandate of the Chinese 

Government extends in many important respects throughout all 

China exclusive (now) of ~ianchukuo", Important governmental 

administrative services , such ae the oustome , the salt and 

the postal services, func tion efficiently throughout the 

Republic (south of the Great VIall) . The Government ba s made 

substantial progress i n the f ield of public f inance and in 

development of communications , and some progress is being 

made in the fiel d of popular education. 

Since September 18 , 1931 , Japanese milit ary operations 

have resul t ed in the separation from Chinese governmental 

control of Manchuria and of Jehol Province , an area comprising 

approximately 450,000 square miles, equal approximately to 

that of France, Germany , Austria and Hungary combined, 

Japanese military operations have thus wrested from Chinese 

control the most important Chinese provinces north of the 

Gr eat Wall , During reoent weeks Japanese mili tary operations 

have extended south of t he Great Wall. These operations have 

reached a point within fift y mil es of Peiping and have thus 

created anxiety with regard to important American and other 

foreign interest s in t he Peiping- Tient s1n area. Although it 

is ext remely difficult to predict whether J apanese military 

activity 
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activity will be extended to the Peiping- Tientsin area , the 

attitude adopted by Japanese military leaders ainoe September 

18, 1931, makes suoh extension eeem likely. The situation in 

the Paiping- Tientain area may be resolved in one or mora of' a 

number of waye, among them the f ollowing: 

(a) t he establishing in the Peiping-Tientsin area of a 

ao -oalled independent Chi nsee "state" . Such a "state", it ie 

believed, could be formed only ae a result of' Japanese 

i nstigation and suoh "state" would presumably recognize 

~!anchukuo " and decl are ita independence of' the Chinese Gov­

ernment at Nanking. In case such a "state" ware aet up ae a 

result of Japanese activity, Japan would have struck an almost 

vi tal blow to the pri nciple of' unity in China; 

(b) the extension of Japanese military authority eo ae 

to include in "Manohukuo" the Peiping-Tientein area; 

(c) the creation by agreement between China and Japan 

of a neutral zone in the area immediately south of' the Great 

Wall; 

(d) direct negotiations between China and Japan whereby 

Chi.na would "recognize" the so-called "state" of "L!anohukuo" . 

During t he past few days relatione between Japan and 

Soviet Russia have been reported as beooming increasingly 

tense , due to a dispute between Soviet Russia and "Manohukuo " 

resulting from the r emoval into Siberia from Manchuria early 

in April of about three hundred oare and locomotivoe on the 

Chinese Eastern Railway , In reply to a demand made by 

"l.!anohukuo" 
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~Janohukuo" on ~pril 10 that the rolling stock be returned 
by ~ay 10, the Soviet Government stated that the oara would 
be returned but not the loocmotivee . The Chinese Eastern 
Railway has been administered in recent years by a Ruseo­
Chinsee board and since the creation of ~·.tanchukuo" the 
~anchukuo" authorities have assumed the plaos of t he Chinese 
in t he administration of t he Railway. The Rai lway is in 
ef fect the property of the Russian Government, China possessing 
certain ultimate reversionary right s. 

With regard to the situation in the Tientein-Peiping 
area, it may be eta ted t hat there is at this mome.nt less 
tenseness than during recent weeks, less reason fo r appre­
hension that hostilities may at an early date extend to 
Ti entsin, but the a tmosphere is cloudy and the fUture obscur e . 

VIi th regard to t he Chinese Eas tern Railway imbroglio , 
there is warrant f or an estimate that neither Russia nor 
Japan will launch an attack and that the dispute wi ll not 
within the near fUture lead to "war" between those two 
countries . 
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PROBLEMS 

INTRODJOTORY STJ.TEUE!iT 

In China the question that over shadows all others -­
economic and political, international and domestic -- i s 
the situation presented by Japan ' s military oooupation of 
a large portion of China's territory. Th ere is of course 
a purely economic phase of the separation f rom China of 
Manchuria and Jehol Province in that that separation has 
naturally resulted in a substantial loss in trade and of 
revenue normally aooruing to the Chinese Government . In 
view, however, of t he dominating oharao ter of the Manchuria 
queetion a s a whole in China' a t hought today, it m.ay be 
anticipated t ha t some of the subJects presented for 
discussion by China's representatives will be related to 
the political pha ses of the Sino-Japanese controversy, 

In t he following pages an attempt has been mads to 
indicate the subJects whi oh the Chinese representatives may 
bring up for discussion. These subJ ects have been divided 
into three categories, as follows: 

A - SubJ ects primarily economic in character; 
! -SubJects with both an economic and a political 

oharaoter; and 

C -SubJ ects primarily political in oharaoter . 
A memorandum oontai.ning a brief economic review of 

China with particular reference to foreign t rade and the 
part played therein by the Uni t ed States is a ttached, 
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A. Subjects Primarily Economic in Character. 

1 . Silver. 

China is and hae been a eilver standard country . 
The Kemmerer J i nancial Wieeion which vieited China in 1929 
recommended that China ultimately adopt the gold standard 
and there have been some indications that the Chinese 

Government baa favored working gradually toward that end . 

It is assumed that in connection with the conversations 
which it is understood have already been held with certain 
foreign representatives in regard to the question of silver, 
the J.merican experts have prepared data on this subject . 
Consequently no attempt is made to present detailed informa­
tion on this eubject in t his memorandum . As of possible 
interest , however, reference is made to a pa ragraph in THE 

CHINA YEAR BOOK , 1931-1932, page 433, as follows: 

"The price of silver in terms of gold baa fallen by more than half in the last two years, seriously affec t ing all those who are involved 
in foreign trade, ae well aa creating difficulties for the Government in consequence of decreasing 
importe and the growing coat of gold commi tmenta. For the bulk of the population , who have little 
to do with foreign trade , the consequences of the decline in the gold value of silver have fortunately 
not attained serious proportions, ae the purchasing val ue of silver for commodities produced within the country has not depreciated much . However, 
should crops prove bad and wholesale impor tations 
of foodstuff s from gold-standard countries 
become necessary, the situation might easily 
turn critical . At the same time one consequence of this low price of silver is that exports will be 
greatly stimulated once the corner in the economic 
depression bas been turned . " 

With 
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With regard to t he trade of t he Uni ted Sta t es with 
China, ---- in 1931 , notwithstanding the low value of silver 
with a oorresponding deorea ee in th e foreign purchasing 
value of Chinese curr ency , China was the only count ry in the 
world which increased ita pur chases from the United States 
over those of 1930. This increase was due primarily to 
increased shipments to China of low-priced !msrioan raw 
cotton - which shipments both in value and in volume wer e 
t he greatest in the history of the trade . Also, although 
in 1932 American trade with China declined sharply as compared 
wi t h 1931, the United States during 1932 r anked first as a 
source of supply f or China ' s imports . This is all the more 
renarkable when it is r emembered that !merioan goode are sold 
on a gold basis in competition with merohandise of other 
countries quoted in deprecia ted currencies. 

In this connection thought should be gi ven as beering 
on the preeent situa tion t o statements from recent telegrams 
from the Consuls Genera l a t Hankow and at Shanghai, as follows: 

"Hankow, April 11 , 1933. 
"*****Since China is essentially a price marke t i t would appear t hat if European currencies continue muoh longer to be abnormally depreciated in relation t o the American dollar, Amer ican expor ts of competi­tive produc ts to Central China will almost entirely oeaee except in the oase of special commodities which are protected by price agreements . " 

"Shanghai, April 2S, 1933 . 

"Importer s are finding i t increasingl y difficult t o sell Amer ican manufactured goode because of low comparative value of competitors' currency as China i s primarily a pr ice market . " 

• 
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SUbjects Primarily Economic in Character, 

2. Debts, 

~lthough it ie understood that any disouseion of 

debts at t he 17ashington conversations is restricted to 

world War debts , China may raise the question of making 

some adjus tment in its foreign debts, In oase China 

raises this question , it would seem that reply mi ght be 

made to the effect that the question of foreign debts, 

aside from t he broader phases of the ques tion of World 

V/ar debts, does not fall within the scope of questions 

to be discussed here. 

China' s National Debt, 

(Department of Commerce figures) 

National Debt , January 1, 1 933, 
Chinese t u.s.$ 

Domestic Loans 773,845 , 845 151,442,000 
Foreign Loans 317,524,000 

Total 468 , 966,000 

Foreign Loans Secured on: (000 omitted) 
u .s .~* u . s .~ It Yen Fro e . 

CUstoms Revenues 29 ,411 42, 094 164, 113 
Salt Revenues 11,971 45,478 80, 928 
Nominally Secured 11 , 000 8 , 669 100, 000 72,483 

~erioan investment s in Chinese Government securities 

and in obligations of the Chinese Government are estimat ed 

to be in the neighborhood of $45 , 000 ,000 u. s. currency . 

American investments are largely oonfined to (a) a 

one-quarter interest in the Hukusng Railway Loan of 1911 

* Foreign ourreno iee converted into u.s.$ at par. 
which , 

• 
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which, aa of December 51 , 1930, waa out standing in principal 

in amount of • 5 , 666 , 600 and in interest •1, 038,670; (b) the 

eo-called Chicago Bank Loan (continental Illinois National 

Bank and Trust Company) of November 1, 1919, which , as of 

December 31, 1930, was outstanding in principal in amount 

of u . s .$5 , 500, 000 and in interest u . s . $3, 355, 000; (o) the 

Pacific Development Loan of November 26, 1919 , which , as 

of December 31 , 1950 , was outstanding in pr incipal in 

amount of U . 8 .$5 , 500 , 000 and i.n interest U, s . $3 ,996,666 . 

£merican investments in Chinese Governmeot securities 

floated outside of the United States are estimated at 

approximately $1,000,000. 

The only Chinese Government obligations to the 

American Government are in respect to (a) the American portion 

of the Boxer Indemnity (which is discussed in another section 

of this memorandum) and (b) the purohaee on credit by China 

from the rederal Parm Board of 4 50,000 tons of Wheat at a 

coat of $9 , 212 , 828 .46, with interest at 4 per cent per annum. 
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A. SUbjects Pri ma r i ly Economic in Charac t er . 

3 . Boxer Indemnity Payments . 

It i s anticipated that China may raise the 

question of post poning payment of the American share of 

China's Boxer Indemnity payments. 

As a result of the eo-called Boxer troubles in China 

i n 1900 when the fore i gn lega tiona at Peking were besieged 

by Chinese f orc es , China agreed t o pay t he aggr ieved f oreign 

nat ions a t otal indemnity of Tael s 450,000 , 000 . The American 

share amounted to $ 24 ,440 , 778 . 81, for which amount China gave 

to the United States a bond dated December 15, 1906 . By a 

Joint Resol ution , approved llay 25 , 1908, Congress authorized 

the r eturn to China of a portion of the American share of the 

indemni t y , reducing China's bond to $13 , 655 ,492. 69 . \'lith the 

money thus r emitted, the Chin ese Government created a fUnd 

for t he establiShment and upkeep of Tsinghua College , located 

at Pei ping , and for t he education of a certain number of 

Chinese students in colleges and universities in the United 

States . Subsequently, upon t he payment in full by China 

for damages t o American per sons and property , the fur ther sum 

of t l ,l75 , 835, 64 was remi t t ed . By J oint Resolu tion, approved 

May 21, 1924 , Congress au t horized, and in pursuance thereof 

the President , by Executive Order of July 16 , 1925 , directed 

the further remission to Chi na of all payments of t he Chinese 

indemnity made subsequent to October l , 1917 , including sums 

already r eceived and all futu re payments i n r espect to the 

indemnity. 



- 19 -

indemnity. ~a a result of t his second r emission the 

Chinese Government created a board composed of Chinese and 

~erican citizens f or the custody and con trol of the r emitted 

funds . This board, which is known aa "The Board of Trustees 
of the China Poundation for the Promotion of Education and 

Culture" , has r esolved to devote the funds at its disposal 

t o purpo ses indicated i n i t s name. ln 1929 a change in 

procedure was effected whereby payments under the 1908 

remission were also to be made to this Board, the Chinese 

Government continuing to use these funds fo r the upkeep of 

Tsinghua Col l ege and for t he support of Chinese students in 

t he United States . 

Between December l , 1917 , and November 30, 1922 , China's 
Boxer Indemnity payments to t he ~llied Powers and to the 

United States were def erred. ln this connection the Depart­
ment of State, under date September 20, 1917, t elegraphed 

the American Minister at Peiping stating in part as follows : 

"The American Government ie not disposed 
to make any objeotiona to the proposed communica­
tion to the Chinese Government upon the following 
understanding: 

11\'lith regard to Section One (A) that the 
Depar tment is unable affirmatively to agree to 
t he postponement of indemnity payments, but wi ll 
make no obj ection , provided the Chineee Govern­
ment will agree to suppor t the Tsinghua College 
and the educationa l mission and s tudents i n the 
United States on the presen t basie" . 

In February 1932 the Chinese Government requested the 

postponement for one year of the payment of the ~erioan , 

British and Italian portions of the Boxer Indemnity. In 

reply 
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reply to t his request the Department stated that it was not 

in position to take the initiath'e or aff irmatively to agree 

to a postponement of t he American ehare of the Boxer Indemnity 

payments , but t hat , in oaae either the Britieh or the Ital ian 

Governments agreed to postponement , t he Department would not 

be disposed to raise obj ection to postponement fo r one year, 

under expr ess written assurance by t he Chinese Government 

that the obj ectives t o which American payment s are devoted 

would not be permitted to suffer , These condi t iona having 

been met , the payment of the American portion of th e Boxer 

Indemnity was postponed for one year f rom February 1 , 1932. 

In Pebruary 1933 the Chinese Government r equested a 

fUrther postponement for one year of t he American , Bri t ish 

and Italian Boxer Indemnity payments . The American , British 

and Italian Governments were unable to agree to this request 

for fUrther postponement and eo informed t he Chinese Govern­

ment . However , the Chinese Government has not resumed 

payment and the Department's most reoent i nformation on the 

eubj eot is t hat J.linieter Soong Will telegraph instructions 

to China on thie subj ect af ter hie arrival i n Washington. 

The reasons which prompted the Department's recent 

refUsal to acquiesce in t he fUrther postponement of China' a 

payment of the American portion of the Boxer Indemnity are : 

(a ) the existing eituation ie not considered as comparabl e 

to that which obtained during the World War at t he time of 

t he ori ginal postponement in 1917 nor to t hat of 1932 when 

China 
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China had recently experienced in t he Yangtze f lood a major 

na tural catastrophe; (b) the Powers, including the United 

States, have already been more than liberal in ma king ad just­

mente favorable t o China in relation to t he Boxer I ndemnity 

and in relation to other matters connected with China's 

finances , (NOTE : In 1928 the American Government took the 

lead in concl uding with the Chinese Government a tariff 

t reaty in consequence of which, similar treaties having soon 

been concluded by China with other powers , it became poss i ble 

fo r China to make her own tariff schedules with the result 

that China's customs revenues have been very substantially 

increased) ; (c) there will probably never be a time when t he 

making of each indemnity payment when due will be altogether 

convenien t to China a nd, at the present moment, practically 

all governments are conf ronted with unusual financial 

difficulties and all nations are having to meet by their 

own efforts extraordinary fiscal and economic problems; 

(d) the Department feels that it woul d not be justifi ed, 

except under moat extraordinary circumstances , in further 

modifying in effect the Congressional action which stipulated 

the terms and conditions under which payments of the American 

s hare of the Boxer Indemnity are to be remitted to China , 

In caee Minister Soong raises the question of the 

American Government acquiescing in the requested postponement 

of the American ahara of the Boxer Indemnity, it is suggested 

t hat reply be made along the linea indicated above. As the 

American, 
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American, British and Italian Governments have adopted and 

expressed similar attitudes on this matter, it would be 

difficult for the American Government now to reverse its 

posit ion with regard to i t. 

In case Mi .nister Soong presses this matter, it is 

suggested that consideration might be given to the question 

of proposing a change, by Congressional action, of the terms 

under which Congress authorized the r emission to China of t he 

American portion of the Boxer Indemnity, The American 

remissions, under present Congressional authorization, are 

used for educational and cultural purposes . A number of 

other nations, which have remitted to China t heir Boxer 

Indemnity payments, have made stipulations favoring the 

commerce or finances of t heir respective countries . The 

British remissions are t o be used primarily fo r bui lding 

railroads, t he materials for which must be purchased in 

Great Britain. The funds advanced for railway r econstruction 

are in the nature of loans, and interest from the general fund 

is to be used for educational purposes , The French remissions 

are assigned to provide for the service of an issue of bonds 

t o be used primarily to settle the obligations of the Banque 

Industrielle de Chine, which fail ed in 1921 . The Dutch 

remissions are earmarked for certain harbor and reclamation 

projects . The Italian remiss ions are to be expended in part 

on construction enterprises in China, the materials for 

which must be purchased from Italy. It is believed that no 

action 
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action direoted toward modifying the terms ot the present 

American remissions should be taken unless the Chinese Govern­

ment takes the initiative and makes a sp·eoitic request. 

Favorable considera tion might possibly be given to a request 

from t he Chinese Coverncent that a substantial portion , such 

as one-halt or two - thirds , ot the American remissions be used 

hencefo rth for the purchase of American commodities fo r use 

in t he internal reconstruction ot Chi na . For instance, in 

1931 in connection vnth the disastrous Yangtze Valley flo od, 

the Federal 1a rm Board sold to China on credit 450 ,000 short 

tons of wheat and flour , This wheat and flour was used in 

China to pay for labor in reconstructing the intricate di ke 

system al ong the Yangtze River which had been destroyed by 

the flood wa ters . I t might be practicable to eell to China 

additional American wheat and flour for use in China in 

payment of labor to construct dikes or highways . Or, a portion 

of American Boxer Indemnity funds might be used to purchase 

American equipment fo r use on Chinese railroads or for use 

in industrial establishments or for reconstruction pr ojec ts. 

It is repeated that any such proposal should , it i s believed, 

be initiated by the Chinese Government and should be presented 

in the form of a f airly definite and carefully worked out 

proposal , 

The amounts due annually by Chi na under existing 

agreements in regard to the American portion of the Boxer 

Indemnity are ae follows: 

.a.nnual 
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Annual Payments 

u . s .$1 , 919 , 967 . 10 

539 , 588 . 76 

NO~: Under date April 28 , 1933, the Department of State 
received a telegram f rom one of t he American members of 
"The Board of Trustees of t he China Foundation for t he 
Promotion of Education and Culture" stating tha t "continuance 
next year China Foundation Chi ngwa other Chinese eohools 
depends resumption indemnity payments ur ge 1lllllled1ate ac t ion". 
It i s believed that the Department has already taken such 
steps in that connection as are appropriate, 
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J. . Subjects Primarily Eoonomi c 1n Charaoter. 

4 . Loan. 

Y1n1ater Soong may bring up the question of the 

Chinese Government obtaining a l oan in the United States. 

In oa se he brings up this quest ion, t he obvious reply 

presumabl y would be that the J.merioan Government i s no t 

now making any loans to foreign oountriea and that any 

request on Chi na's part for a loan would have to be 

addressed t o private f irma. (NOTE: It is believed that, 

f rom t he poli tica l point of view, any loan from J.meri oan 

eour oes to China at thi s time would be inadvisable . 

However, that any loan is likely to be made may well be 

doubted. J.mer1can financier s know well that China's 

oredit position i s not good and that Chi na has been i n 

default for a number of years in payment s on many of her 

foreign obligations . ) 
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A, Subjects Primarily Economic i n Char acter, 

5 , Sale of Additional American Wheat and ? l our to 
China. 

Subsequent to the eels in 1931 by the Federal 

Fa rm Board of 450 , 000 short tons of wheat and flour to 

the Chinese Government in connection with the Yangtze 

f lood , the Chinese Government has been interested in the 

possibil i ty of purchasing additional wheat and f lour from 

the Uni ted States. The Department of State has only meager 

i nformation in r egard to the proposals made by t he Chi.neee 

Government . The Feder al Farm Board, the Grain Stabil ization 

Corporation and the Reconst ruction Finance Corpor ation have, 

i t is bel ieved, more information in regard to these Chinese 

recent negotiations. Up to the present time it i s understood 

tha t t he negotiat i ons have failed due t o the inability of the 

interested American exporters t o comply with certain credit 

requirements of the law under which the Reconstruction 

Fi nance Corpor ation operate s , and that t he promoters have 

wanted to put up ae collateral Chinese Government security 

of a nature which the Reconst ruction Finance Corporation 

has not deemed acceptable. 
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B. Subjects with Both an Economic and a Political Character. 

1. Loes i n Revenue to China Due to Occupation by Japan 
of Uanchuria and of Jehol Province . 

The oooupation by Japanese military forces of 

Uanchuria and of Jehol Province has resulted not only i n 

the present separation from China of a substantial area of 

territory (with ita attendant lose of valuable trade, 

particularly export trade) but also in a substantial loss in 

revenue normally aooruing to the Chinese Government from the 

occupied territory , Beoauee of this lose in revenue, Minister 

Soong may urge that the United States and other countries 

render to China financ ial assistance in some form . The 

chief losses experienced by the Chinese Government i n this 

respect are in customs revenues . In this connection it 

may be observed that, whereas the customs rec eipts of 

China amounted in 1926 to Taels 80 ,435,962 , these receipts 

amounted 1n 1932 to Taele 200, 239 , 000. Even though the 

whole amount of t he ouetome revenues collected in ~anchuria 

and in Jehol Province be now Withheld from the Chinese 

Government, the amount of t he customs revenue still re­

ceived by the Chinese Government will be more than double 

the amount received in 1926. Consequently, while appreciating 

the embarrassment and difficulty occasioned the Chinese 

Government in connection with the loss of revenues from 

Uanchuria and J shol Province , it still appears tha t the 

Chinese Government's financial position is better from the 

point 
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point of view of oustoms revenue than it was some eeven 

years ago, 

In one eense China's eoonomio system is in a better 

condition than the economic systems of the United States 

and a number of other Occidental nations . China is very 

loose knit economically, as politically, and her economic 

structure ie no t sensitive to such shocks as throw more 

intricately organized systems off balance. Over a period 

of years China's economic order has remained on a fairly 

even keel , whereae in many Occidental lands t he economic 

order has experienced terrific dislocation. China in this 

respect is like a machi.ne with a one cylinder engine which 

is functioning f airl y efficiently as compared with some of 

t he western nations in whose mechanism twelve cylinder 

engines have several cylinders "missing" . The accounts 

which the world ie currently given of complete "chaoe" in 

China ar e for t he moat part greatly exaggerated -- many of 

euoh acoounte being products of propaganda; - China's 

steady economic progress ie evidence in point . 
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B. Subjects with Bo th an Economi c and a Political Character . 

2. Communism in Ch i na . 

Uinister Soong may ra i se the question of the 

serious menace presented to China economioally.and 

politically by the co~unist movement in Central China. 

According to the r eport of the League Commission of 

Inqui r y , OOIDillunism in China "has become an actual rival of 

t he Government". 

Some twelve Provinces in Central and Southern China 

(Kweiohow, aupei, Honan, ~wei , Chekiang , Kiangau , 

Kwangtung, Kwangsi , Fukien , Kiangai , Hunan and Szechwan l 

are affected by communist activities . Practically the 

whole of one of these provinces (Kiangsi ) is under t he 

control of t he communists , the other eleven provinc es 

being only partially subject to communistic influence. 

The communistic area is estimated at about 300, 000 square 

miles, an area about the size of Texas and Indiana combined . 

The normal population of this area is in exce ss of 60 , 000 , 000 . 

During recent years t he Chinese Government has waged 

a mor e or less continuous military campaign against the 

communists. The milit ary campaign has been only partially 

successful . 

Communi em in China exists and is made possible 

primarily by reason of unsatisfactory political and economic 

oondi tiona . Therefore the moat promiei.ng measures f or 

preventing i ta spread and eradicating it must be - just as 

they 
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they should be in ot her countries - measures oaloulated 

to eliminate the underlying oaueee which provide soil for 

it and contribute to ita growth . During the past year 

the Chinese Government, whilo continuing its military 

operations, has endeavored a lso to oombat oommuniam at ita 

r oots by adopting construc tive measures d esigned to i mprove 

the economic welfare of the peasants . Any program for the 

eoonomi o reconstruction of China would aeeiet in stamping 

out communism in that country bu t it is not perceived bow 

t he American Gover nment alone would be in position to render 

the necessary assistance to China in t h is r espeot . It 

mi ght be usef'ul , however , for the pri ncipally interested 

nations of the world to endeavor to work out a program for 

economic reconstruction i n China, This idea has seized the 

Secretariat of t he League of Ua tione and appears &leo to be 

f avored 1n British governmental and financial oiroles (which 

may be behind t he t hought of the League in th~t oonneotion) . 

It is believed t hat t he American Government might to 

advantage adopt a cooperati ve atti tude toward approaches 

which may be made to it on t he basis of t his idea. The 

International Banki ng Consortium Agreement with regard to 

loans to China is stil l i n foroe and an American banking 

group is a member of the Consortium . Japan's aotivi ti es 

and attitude in relat ion to China problems complicate thi s 

matter; but the Japanese explain and exouee their China 

polioy on t he ground of "ohaos" i n China an d they would f ind 

it difficult to def end an attitude of obst ruction on their 

part 
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part to an interna tiona l et!ort to promote progress to~'rd 

political order in China by common aaei etanoe to the Chinese 

toward economic i mprovement. 
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c . SUbj eota Primarily Political i n Character. 

1. The Political Aspects of the Sino-Japanese 
Controverey . 

In view of press reports that the ~dministration 

bas discussed at Washington with British and French r epre­

ssntativee the matter of a oonsultative paot to reenforc e 

existing pesos machinery and thereby bring about a more 

favorable situation in regard to the disarmament program , 

and in view of China's vital and paramount interest 1n the 

situation created by Japan's military occupation of Chinese 

territory, it will be very difficult for Minister Soong not 

to interj eot into the conversations at Washing ton the 

political aspoots of the Sino-Japanese controversy . As a 

result of Japanese military operations, China is in a 

desperate situation. In t hi a situation China r ay bo eXJ>ected 

to ask for assistance from the powers principally in teres ted 

in maintaining the peaoe machinery of the world . 

In oase Llinister Soong raises this question, it is 

sugges ted t hat he be i nformed that the policy and attitude 

of the American Government have boen, as he i s aware , 

repeatedly made known and are matters of publio record . 

The American Government and people are seriously interested 

in t he peaoe movement and are committed by formal treaty to 

the principle that int ernational disputes shall be sett led 

by none but pac !fie means . lYe also believe in the sano ti ty 

of treaties. With more speoifio regard to the presont 

Sino-Japanese 
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Sino- Japanese controversy, our position has been that , 

China having appealed to the League of Nat ions and the 

League of Nations having assumed jurisdiction over a 

oon troversy between two of its members, the primary 

responsibility for init i ative and for act ion rests with 

the League of Nations. The American Government has not by 

i t self the power to shape the course of events ent irely in 

conformity with the principles to which i t adher es and the 

objectives t o which it is committed . I t desires t hat treaty 

obligati ons be respected and the rights and interests of a l l 

concerned be shown due regard , and it di r ects ita efforts 

toward t hose ends . At t he same time it i s opposed to 

resort t o force as an inst rument of national policy in 

int ernat ional relations . It realizes that ther e has 

occurred in the Far Eas t a serious breach of the peace which 

i s of rightful concern to t he whole wor l d. I t reali zes that 

t he peace machinery has not proven adequate ei t her t o prevent 

this breach or to take care , as yet, of the situation and 

problems presented in connection t her ewith . It s t ill hopes 

that t he problems i nher ent in the present situation wil l be 

resolved in accordance wi th the spirit and the pr ovi sions of 

treaties to which the disputant power s along with others are 

parties . It has exerted its influence ana will continue t o 

do so on behal f of peace and justice. 

I t might further be said t ha t one great diffi culty in 

relatione with Chi na and in connection with any effo rt to 

aseiet China is found in the fact that China's l eader s , 

both 
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both political and military , frequentl y give evidence of 

having arrived at no position of solidarity or unity of 

objective among themselves, This statement of fact does 

not imply or impute blame: everyone who intelligently 

observes and studies Far Eastern affaire must real ize that 

China is passing t hrough a period of internal upheaval in 

the nature of what is frequently referred to ae a "f ive-fold" 

revolution and it stands to reason that there must be 

differences of opinion among her leaders and people and be 

internal poli tical contests over a considerabl e period of 

time . These are , however, facta and the Chinese as well as 

t he rest of the world must take cognizance of t hem and fac e 

t hem. It is particularly unfortunate, in view of China's 

problema in the f ield of foreign relatione, that such are 

the facts . It is highly desirable, toVIard the strengthening 

of China's position in i nternat ional relations, that China's 

leaders "get together" and develop some method of expressing 

t hemselves unitedly on questions of foreign relations. It 

is exceedingly diff icult for other countries to assist a 

nation which talks , i n ita foreign relations , through a 

mul t iplicity of mouths; and still more diff icul t to exert 

effective influence in connection with a con troversy between 

t hat nation and some other country, The world views with 

regret and abhorrence the military activities which are 

goi ng on in Nor th China, but , under exi sting circumstances, 

the world can hardly be expected to take a f irm stand with 

regard to the problems presented while the Chinese leader s 

and people show no sign of firmness by manifesting einglenees 

of 
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of purpoao and oentrali~ation of authority and responsibili ty 

on their own part. 
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C. Subjeote Primarily Political in Character . 

2. The Quest i on of an Arms Embargo. 

In connec tion with t he present controversy between 

China and Japan , UiDister Soong may bring up the question of 

the American Government 's attitude toward an arms embargo . 

There is now pending in Congress legisla tion empowering 

the Executive in hi s discretion, after consultation wi th 

such other nations as he mi ght deem necessary , t o i mpose an 

embargo on ths export of arms and munit ions of war to any 

na tion or nations whi ch he mi ght designate, i n oese there 

was r eason to believe that such articl es exported f r om the 

United States would be used in interna t i onal conflict. 

Irrespective of whe ther Congress ma y or may no t have 

passed the legislati on now pending, it is believed t hat, i f 

Minister Soong raises the question of an arms embargo, he 

should be discouraged f roc expectation that the American 

Government will be l i kely t o favor t he uee of an arms embargo 

in connection with the present controver sy betv1eon China and 

Japan . (NOTE: The Department of State has already i nformed 

the British Ambassador here that it does not believe t hat any 

useful purpose is to be served by the imposing of an eobargo 

on export of arms in and under the circumstances which now 

pr evail in the r elations of Ohi na and Japan to each other and 

to the worl\1 at large) , Tho imposition of an embar go upon 

exports both to Chi na and to Japan would in effect operate to 

the practical disadvantage of only one of the two countries, 

namely , 
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namel y , China, - for Japan has accumulated huge supplies 

of essential raw materials and is able to suppl y domestical ly 

such arms and munitions of war as she may need i n her con test 

with China . Japan' s essential i mpor ts in r espect to war 

suppli es are raw cotton , machine tools and nitrates, which 

do not fal l within the category of articles usually 

considered in connecti on with an a rms embargo . China , on 

t he ot her hand , is lar gely dependent upon f oreign i mporta­

tions f or its supply of arms ~~d munitions . An i mposit ion 

of an a rms embar go upon Chi na alone would a ppear to be 

inconsi stent with t he f i ndings and conclusi ons of the 

Assembl y of the League of Na t i ons and of the United States 

with r egard to responsibility f or t he present Sino -Japanese 

con t r oversy. An i mposition of an embargo upon Japan alone 

would not act as a pr actical dete rren t to Ja pan ; a nd if such 

embargo were i mposed i t is a f oregone conclus ion that Japan 

would not permit deliver y to China porte of arms and muni tions 

s hi pped from foreign countries. 

Enclosure: 
Memorandum con taining 

brief eoonomio review of 
China with particular 
reference to f oreign trade 
and th e part played therein 
by the United Stat es. 



Dear Mr . Howe : 

• 

DEPARTMENT OF STATE 
OFFICE OP' TH.£ SltCRC"'"AftY 

WASHINGTON 

May 8 , 19.3.3 . 

The Secretary thinks that the attached memoran­

dum regarding China , prepared i n connection with the 

, 

fo r th coming conve r sations with Mr . Soong , i s well worth 

t he President ' s r eading . 

Sincerely yours , 

Honorable Louis MeR . Rov1e , 

Secretary to the President, 

The \','hi te House . 

/ 



Da.IWR BY ....CIAL acr'MNGE.R 



T H E UNDER SEC r< ETARY Or STATE 

WASHINGTO N 

!lay 9, 1933. 

Dear Ur. Preeident : 

I t oocuro t o us that, befor e you have 

a t alk wit h Mr. Soong on political mat ters, 

that you would be interest ed to seo the ac­

companying con!identia.l :ne ••• ora.ndum prepared. 

by Doctor Hornbeck. 

You wil l note that Hornbeck has 

already been approached by Ur. Sze, the Chinese 

Minister, on the subject of poosible act ion by 

the po•·.ers in relation to the hostilities i n 

Nor t h China. The memorandum a ttached gives 

an account of the conversation and proceeds 

with comments i n support of the view that the 

Ameri can Government should not let itself be 

dral'lll 

The President 

The Wr. ite House. 



drawn into the matter in ~dvance of an ini tiative 

by other interested power s . 

bfully yours , 



DEPARTMENT OF STATE 
J 

DIVISION OF FAR EASTERN AFFAIRS 

!.{~ 9 , 1933 . 

MANCHURIA SITUATION 

Tientsin- Peiping Area 

China' s Tentative Appeal to the Powers 

I. 
I called on the Chinese Minister at his re ques t 

last eveni1J8 . The Mi nister stated that !.lr . T . V . SOOIJ8 

had r eceived a telegram f r om Wang Chins- wei (China ' s 

Premi er ) i n which t he Premier, after r eferring to t he 

state of hostilities in China south of the Wall, in­

structed Soong to inquire whether the powers could not 

take some step , in the nature of mediat i on, to br i1J8 

FE 

t he host ilities to an end . It had been arranged betVIeen 

Soo1J8 and Sze t hat t he latter shoul d inf orm me of this 

and discuss the matt er with me Rj-There f ollowed a con­

versat ion l asting an hour . In t he course of t he con­

versat i on I gained the i mpression t hat t he Chinese 

Government had not formulated any project for t he course 

which it woul d pursue i f t he powers were t o offer 

"mediation "; also, t hat t hey entertain the hope t hat t he 

Pr esident of the Uni ted States might become seized of 

t he idea of an offer on his part t o assume the r ole of 

medi ator or of taking t he lead in organizing a movement 

amons 

• 
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among t he major gover nments either t oward united action 

caJ.l1nc Ul'On J apo.n to halt or t oward call1ne; upon t he 

disputants t o call an armi stice and pr oceed t o nebot ia­

tions . 

I made it a point throughout t he discussion to m~e 

it cl ear t hat in what I said I would be expr essill8 mere ­

ly personal and unofficial opinions . I reminded the 

liinister of the statement which I had made t o him on 

several previous occasions to the effect that t he logic 

of t he s i t uation calls for the t~~ing of t he i nitiative , 

if to be taJten, by the League of nations or by powers 

members thereof. I said t hat in the immediate s ituat ion 

the material interests most acutely menaced in China 

(at Tientsin) are those of Great Britain and France . I 

then spoke of the risks whioh always confront governments 

which contemplate taxing action in t he nature of inter­

vention or toward medi ation. And I reminded him of vari ­

ous of the special difficulties inher ent in any attempt 

of the powers to inJect their views or wishes in connec­

tion with t he present Sino-Japanese dispute . I referred 

to statements which I bad made in our last previous 

lengthy conversation to the effect t hat it is difficult 

for 
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tor any foreign government to aot ae a go- between on 

China' s behalf tor the reason that China speaks not 

t hrough one but t hroueh s everal mout hs . At this point 

the Minister said t hat !.tr . T. v. Soong is authorized 

to speak with authority tor China. I t hen r eferred to 

the effor ts which the League and t he American Government 

severally and collectively have made since September 18, 

1931, and I said t hat it seemed to me logical and tit 

that any ner~ effort which i t mi ght be possible now to 

make shoul d be discussed f irst at Geneva or at capitals 

of states member s of the League and t hat t he United 

St ates vtas on record to the effect that i f and l'lhen the 

League decided upon measures which its members were pre­

pared to take the United States would be predisposed 

favorably toward cooper ation. I said t hat I see no 

reaeon calling for or which would seem to warr ant a 

departure by the Uni ted States from t hat position. 

There followed a discussion of various possible 

courses which events may t ake 1n China. 

(See memor andum ot comment attached) . 

FE : SKH: CLS 
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II. 

Referring to my memorandum giving account of con­
versation with the Chinese Minister, 

It is my belief and t hat of other officers of this 
Division that the American Government should avoid tak­
ing any initiative, tor the present at l east , along t he 
line apparently sought by the Chinese Premier . were ~~e 

to t ake such an initiative, t he first effect would be 
to re-invigorate Japanese animus against t his country. 

If, notwithstanding that, our effort proved successful, 
one ot the ultimate results would be a lasting "soreness" 
on the part both of the Japanese and of t he Chinese 
(in general) toward us . In ell probability, the effort, 
being led by us, would fail by virtue of refusal on the 
part of the Japanese to desist from the military opera­
tions in vmioh they are engaged. If , however, they 
yielded, there would begin the negotiations between Japan 
and China which the Japanese have long been demanding. 
Those negotiations could have but one successful issue, 
a capitulation on the part of China in ter ms of recogni­
tion of the new status quo in ~!anchuria and a pledge to 
refrain from any further efforts to upset that status quo . 

The 
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The consummation o:f such an ~~Breement between Japan and 

China would mean stultifioation to the position token by 

and the efforts of the Le~~e and the American Government 

in relation to the Chino-Japanese conflict during the 

past two years . It VIOuld me an military and diplomatic 

victory for Japan . It would enable the Japanese to 

consolidate t heir position on the Continent and prepare 

for their next move (either further coercion of China 

or conflict with Russia or confiict v1i th the United 

States) . It is not to the interest of t he United States 

or of China or of the world that such an 96roement , 

under such circumstances, be concluded . Better that the 

situetion between Jap....n and China remain fluid, even 

though it mean further suf'f'eri~~ for toe ti~e being for 

the Chinese and a continuation of uncertainty and appre ­

hension by and on behalf of' foreign nat ionals in China 

and foreign powers in general. In some of' the major 

foreign countries neither the governments nor the peopl e 

appear as yet to have grasped the full significance of 

the oovements v1hich have been and which are beill8 made 

by the Japanese mil itary machine . Event s at Shanghai 

a year ago almost (but not quite ) made t he thing clear 

to 
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to the British . Probabl y impending events , if the thing 

be not checked now and pr ematurely, in Nor th China 

should serve to make i t clearer to them . Likewise , the 

French . Enlightenment with regard to this matt er comes 

slowly . Some peopl e l earn by observation, reasoning, 

and the use of the imagination . Other s learn only by 

experience. It can no longer be contended by the 

Japanese with any approximation to appearance of r eality 

t hat t he movements in which the ir army is engaged on 

Chinese soi l are in "defense " of the l ives and pr operty 

of their nationals . They are now engaged in movement s 

the obj ective of which is t o compel the Chinese to sign 

an fl€reement the substance of which would be China ' s 

assent to the amputation of Uanchuria and the ultimate 

purpose of which would be dismemberment of China . They 

are making "war" in fact (though not in name) an instru­

ment of national policy. This is a clear violation of 

t he Kellogg Pact . The concl usion of the e,gr eement whi ch 

they have in contemplat i on woul d be in v iol at ion, on the 

part both of J apan and of China, of provisions of t he 

Nine- Power Treaty . The whol e transact ion has been and 

is in v i olat ion of the Covenant of the Le fl€Ue . Such being 

the case, the American Government shoul d by no means 

become 
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become the original sponsor of the idea that such a 

course be pursued. "'e should be one o-r the last, 

rather than the first, of the foreign powers to t ake 

up with t hat idea. The initiative , i f from any 

quarter, should come from one or more of the maj or 

countries members of the league . It might best come to 

us from the league; next beat, from the British and the 

French Governments. If and when it thus comes, there 

would be warr ant for our giving it serious consideration. 

It should be kept in mind that approaches have al­

ready been made to our Minister and to the British 

Minister and probably to the French lO:inister in Poiping , 

by Chinese i n cert ain different capacities, and by offi­

cials of Japan , in t his connection. The British J.tinister 

explored the problem and finally decided that there was 

nothing fu:•ther that it seemed wise to do . Tt e potential 

go- between would find himself in the iml?ossible position 

of tryi.ng to bring together two parties neit her of whom 

could be r elied upon in relation to the transaction 

contempl ated. fie gave our Minister instruction that he 

was t o t ake no init iative but was to keep in close contact 

with his colleagues and if he were approached With a 

definite, practicable, constructive proposal by the 

British 
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British and the French he should receive it in a co­

operative attitude . ~e suge ested to him veu·ious of the 

hazards of the situation and told him t hat he might dis­

cuss the whole matter with his British colleague . He 

informed us that the British Minister had received in­

structions indicating that tho British Government ' s 

attitude was similar to ours . There the matter stands . 

Any change can best be worked out by the IJinisters of 

the povters at Peiping who are in close cont act with 

events and men on the spot . It and as the hostilities 

bring the contending armies into close pr oximity to 

Peiping and Tientsin, British , French, Italian, Belgian 

and to some extent German anxiety wi ll increase. •·;e 

can afford to wait and watch. 

As Japanese armed forces advance into China proper, 

the whole problem for Japan becomes gr eater, more com­

pl icated and i ncreasingly unsusceptible of an early and 

satisfactory solution. At the same time, the strength 

ot Chinese nationalism should be increased and some of 

the problems ot the Nanking Gover nment be diminished. 

Occupation by Japan ot the whole Peiping-Tientsin area 

would t end to increase t he amount of apprehension with 

which the si tuat1on is viewed by Gr eat Brit ain and by 

Russia. 
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Russia. Those t17o countries in particular stand to 

lose as Japan gains . The United States has not much to 

lose . The principles of o~· Far Zastern policy and our 

ideals with regard to world peace may be further scratched 

and dented (they have been considerably so already in this 

connection) ; and our trade prospects may be somewhat 

fUrther impaired; but from the point of view of material 

interests there is nothing there that is vital to us . 

In the lon.g run , our interests would be best served by 

a complete exposure of Japan's program, her strength 

and/or weakness, and as complete as possible involvement 

of herself in the situation t?hich she has created and 

is developing there: given ~ime, the flood tide of her 

invasion will reach its height and the ebb will fo l low . 
For that reason, among others, we should avoid pressing, 

so far as we are concerned, for an early, premature and 

inconclusive "peace". Let those whose interests would 

be better served by such a development take tbe initiative 

toward its ccnsUJlllllaticn. 

It is realized that the above is not a humanitarian 
view . It also is realized that a continuation of military 
reverses t o the Chinese armies, and possible loss of 

Peipill8 
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Peiping and Tientsin, may r esult i n ser ious political 
repercussions adver sely affect i ng the s t ability of the 

Uan:ring Government . That Government , however, is 
between the devil and the deep sea : t he devil being t he 
prospect of fUrther military adver sities and the deep 

sea being the potential conclusion of a disastr ous 

"peacen . Its security will not be ensured by t he 

acceptance of either of these hazards . 

FE : S:CH : CLS 
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THE UNDER SECRETARY OF STATE 

WAS HINGTO N 

Auc;u:::t 2 , 1933 
OONJIBI!ftiAL 
Dear Yr. President: 

The Department has not been in!Ol'llled. with 
regard to the sub~ots Which the Chinese Miniate~ __..,.-- - __..., ~ ---
of Finance (Yr. Soong) hopes to_Jtiaouas with you; 
nor, apparently, has the Ohineae Legation been 
informed. However, it is the Department's sur­
mise that the ~inister will wish to disouae 
questions relating to financial and other assis­
tance, of allegedly non-political import, to 

China. On that assumption, the Division of Far 
Eastern A.ffaire, feeling that you should have i n 
connection with those quest ions certain information, 
has prepared several brief data memoranda, which 
memoranda I send you herewith. 

It 

The President, 

The White House. 
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It is my understanding that the Chinese 

Minister o! F1nanoe talked recently with the 

Secretary o! State, in London, with special 

reference to the assistance which the League 

ot lations is rendering to China in the form 

ot supplying technical experts in several t ields, 

conspicuously finance and public health. As you 

know, the League bas been intimating that it de­

aires to have our approval o! and perhaps coopera­

tion in its e!!orts along that line. There have 

appeared recently indications that Japan views with 

apprehension and is inclined to object to 

these activities o! the League in relation to 

China. It may be assumed that the Chinese, 

especially the Minister o! Finance, will endeavor 

to enlist American support. It is felt in the 

Department that we should assume a favorable 

attitude in principle toward the League's effort, 

but that, in connection with the actual giving o! 

any encouragement to the Ohineee to expect aas18-

tanoe !rom the American Government in that connection 

or 
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or independently, we should take advantage of the 

opportunity which is afforded by t he fact that 

China is actively seeking such aid - - an oppor­

tunity to invoke the principle and practice of 

11 reciproci t y 11 in demonstration of international 

good will -- to ask of the Chinese somewhat point ­

edly that they g ive more effective attention than 

they have been doing during the past decade to 

various outstanding obligations of the Chinese 

Government to the United States and American 

nationals. 

Would you care, during Secretary Hull ' s 

visit, to go over these papers with him? In 

any event, you may desire to glance through the 

contents of the memoranda before your conversa-

tion (on August 7 or 8) with the Chinese Minister 

of Finance. 

Fai t hfully, yours, 

Enclosures: 
Three memoranda. 
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J.uguet 2 , 1933. 

Pi fty Million Dollar Credit to China . 

The recently concluded oredit to t he Chinese 

Government of ~60 , 000 ,000 by the Reoonetruotion ll'inanoe 

Corporati on for the purpose of financing sales of 

American cotton and wheat has been made the subject of 

some adverse or itioism in certain quar ters thr oughout 

the worl d, 

In this connection, Sir Charles Addie, (of the 

Hong Kong and Shanghai Banking Corporation ) aoting on 

behalf of the British Group of the China Consortium, 

has informed the American , ll'renoh and Japanese Gr oup 

members that, although the credit under r efer ence does 

not infringe the Consortium Agreement, as no public issue 

of bonds is contemplated, t he Groups assembled i n 

new York in 1920 , a ssured of the comple t e suppor t of 

their respective governcent e , did not contemplate 

encount er ing competition i n the business of Chinese loans 

f rom any of suoh governments , In concurr ing with these 

views the Japanese Group has offered additional comments 

to the effect , inter alia, that the transaction under 

refsrence would create in China surplus stocks of cotton 

and wheat, tending to paralyze t he Chinese mar ket, and 

would render probable t he imposition of new and higher 

customs 
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customs duties . They also expressed the fear that a 

large proportion of the proceeds of the loan woul d be 

used for the purchase of arms and munitions of war, 

t hus fostering further political strife in China . 

The credit under refer ence has also been made the 

subject of sharp criticism by the semi- i ndependent 

poli tical faction of south China {which sent direot 

telegraphic protests to the Department of State and the 

Reconstruction Financ e Corporation) and by numerous 

individuals, both fo reign and Chinese, who apparently 

feel t hat t he transaction is a violation of the spirit 

if not of the letter of the Consortium Agreement and 

t hat it will prove a costly step for China in vieVT of 

the fact t hat, in order to move the large stocks of 

cotton and wheat so obtained , the latter will be fo rced 

to sell such commodities at prices far below the l evel 

of laid-down costs in China. 

There have occurred 1n connection with the credit 

under reference additional unfortunate developments , 1n 

that the ooncerned representatives of the American and 

Chinese Governments have failed to arrive at a prompt 

agreement in regard t o the mechanics of the transaction , 

vii th the reeul t that to date not a single shipment of 

either co t ton or l'lbeat ha s gone f orward . Furthermore , 

much 
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much of the moral credi t v1hich should have accrued t o 

the American ~overnment in consequence of this very 

tangible evidence of its desire to be of assistance to 

China~may have been lost in consequence of the fac t 

t hat
1 

while minor differences of opinion in regard to 

the terms of the cont ract have occasioned much discussion, 

the market prices of cott on and wheat have mat eriall y 

increased - to the obvious disadvantage of the Chinese 

Government. 



August 2, 1933. 

Boxer Indemnity P~ente. 

It will be reoalled that in February, 1933, the 

Chinese Government requested a repetition of postponement, 

for another year, of the Amerioan, British and Italian 

portions of the Boxer Indemnity p~ents, and that in 

reply the Amerioan, British and Italian Governments in­

formed the Chinese Government of their unwillingness to 

grant t his request . However, the Chinese Government al­

lowed the p~ents due on the Amerioan portion to go into 

default, and not until the Department and the Legation at 

Peiping had on numerous oooasions brought the matter to 

the attention of high officials of the Chinese Government 

did the Chinese Government resume, in part, p~ents on 

the Amerioan portion of the Indemnity. Maroh and April 

instalments were not effected until two months after due 

dates, with attendant and gratuitously injeoted diffi­

culties in regard to diffarenoes in rates of exchange; 

and p~ents are now in arrears for the mont hs of }Jq, 

June and July -- a situation whioh is oausing consider ­

able inoonvanienoe to the Amerioan authorities oonoerned, 

inoluding the Department, and whioh would appear t o be 

unwarranted in view of the fact that in regard to the 

Italian portion of the Indemnity the Chinese Government 

is effecting p~ents regularly and on due dates. 

- ·-
' 
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All81l&t 2, 1933. 

Outetanding Claims against the Chinese Government. 

There are now in exietenoe outstanding American 

olaime against the Chinese Government totaling m&n7 

millions of dollars, a large proportion of Which are of 

a oontraotual nature, covaring loans made, materials 

supplied and aerTicea rendered. 

In the opinion of the Department there hu existed 

for m&n7 years a lamentable lack of effectively earnest 

desire on the part of the Chinese Government to liquidate 

or even to consider with appropriate seriousness ita 

acknowledged debts and obligations to American claimants, 

in consequance of whioh the matter hae now beoome one of 

urgency not only because of the inherent rights of the 

American interests concerned but &leo because the Chinese 

Government ia constantly hypothecating for new purposes 

revenues Whioh might be, and whioh should be, devoted to 

the aerTice of obligations to American (along with other) 

oreditore, and because with the paee88e of time i t becomes 

inoreaaingly 110re d1.ff1cult to meet the demands of pro­

cedure with regard to certain types of auch obligations. 

Of the large number of contractual claims of the 

nature indicated above whioh have been filed with the 

Department during the paat ten or twelve yeara, none, it 

ia 
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is balieTad, has been paid; and in only three instanoes, 

all of whioh have ooourred during the past month and 

whioh haYe involved only comparatively small sums,(and 

after speoial pressure by the Department of State), have 

the Chinese made arrangements for the ultimata liquida­

tion of olaims. 

{NOTE: The attitude of the Chi.nese Government, as 

briefly rafleotad above , appears to be in distinot oon-

tr~t to that disple;vad by the present regime in Manohuria 

whioh, aooordi.ng to raoent oommunioations reoeived by the 

Department from various eouroes, are evidanoing a greater 

eolioitude with regard to the meeting of past and ourrent 

obligations to Amerioan oreditors than was ahown by the 

former authorities in Manohuria or ie shown by the Chinese 

Government . ) 

under date January 30, 1933, the Amerioan Legation at 

Peiping, aoting under inetruotione from the Department, 

presented to the Chinese Government a proposal for the 

establishment of a Sino-Amerioan Claims Commission to 

examine and determine, with a view to ultimate liquidation, 

the olaims presented by the oitizane of one oountry to the 

government of the other . This proposal ~q>parantly met 

with the approval of oertain of the ranking offioiale of 

the Chinese Government, inoluding the Minister for Foreign 

Affaire 
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A1'fairs and the lLinister of Finance, Mr. T. v. Soong. 

The latter, however, caused to be brought to the atten­

tion of t he Department, subsequent to his arrival at 

London to attend the MOnetary and Eoonomio Conference, 

information to the effect that disagreement had arisen 

among various departments of the Chinese Government in 

regard to the proposed commission, in consequence of 

which he (Mr. Soong) f elt that it would be to the 

interests of both the United States and China if the 

former would refrain f rom pressing the matter until 

ur. Soong shall have returned to China. As a matter of 

practical expediency, the Department deemed it advisable 

to co~ly with Mr. Soong's suggestion, and at that point 

the matter now rests. It is, however, the opinion of the 

Department that there should be im~ressed upon the Chinese 

Government and particularly upon ur. Soong, as its 

Minister of Finance, the importance which the American 

Government attaches to t he proposed Claims Commission as 

the simplest and moat effioaoioua means of arriving at a 

satisfactory settlement of Just olaima long overdue • 

It might also be urged u,pon the Minister that the 

quickest and surest way for China to rehabilitate her 

oredit abroad - - especially in the United States -- will 

be by demonstration by the Chinese Government that it i s 

definitely 
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definit ely and in a practical manner concerned with the 

problem of meeting the overdue and just olaima of China ' s 

fore ign creditors. 



\ , 
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.l telegram dAted .lugnet 3, 1933, f rom 

Uinieter at Peiping reads eubetantiallf as follows: 

leafltuuUal. 

There ie current i n Shanghai, according to the .lmerioan 

Chamber of Commer ce at that place, t he rumor t hat an attempt 

may be made by certain interested Chineee offi oiall to use 

part o! the proceeds o! the tso,ooo,ooo.oo .lmerioan wheat 

and cotton loan !or the purohaee in Germany or Gr eat Britain 

o! materiale to carry out plane !or the construction o! a 

modern munitions factory , arsenal and steel plant. Reference 

ie made in this connection to a report from th e Consul 

General at Nanking discussing a proposed German steel plant 

which , due to a change o! administration in Germany and 

di!!ieulty experienced in obtaining nseeeeary credits , ie 

understood to be suffer ing. The Legation has also reoeiTed 

a communi cation from the .lmerioan firm of Andersen , Meyer 

and Company urging that the proceeds of the .lmeriean wheat 

and cotton loan be utilized for the purpose of refunding the 

c l aims against Chinese railwqe on the part of .lmerioan 

material oreditore. The Minister asks Whether the Department 

desires to giTe him any 1netruotione in oaee it should appear 

t hat the Chinese int end to use for t he purohaee of euppliee 

in Rurope the proceeds of the .lmerioan loan. The Kinieter 

etatee that the Legation would alec welcome an expression 

of the Department's Tiewe with regard t o the attitude the 

Legation 
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Legati on should adopt in referenoe to any proposal that 

t he prooeede of the £merioan loan be utilized to refund 

t he olaime of American material oreditore. 



THE UNDER SECRETARY O F STATE 

WASHINGTON 

August 4, 1933 . 

Dear Mr . President: 

Refer ring to the letter which I wrote you 

on August 2, enclosing tnree memoranda, on the 

subject of the impending call of the Chinese 

Minister of Finance and financial obligations 

of the Chinese Government, I feel that you 

would wish to see the contents of a telegram 

whic11 has just reached the Department under date 

August 3 from the American Aiinis ter at Peiping . 

I enclose a paraphrase. 

Ordinarily we do not give ours.elves great 

concern with regard to "rumor s" and we do not 

spend much time formulating in anticipation 

replies to requests for instruction with regard 

to 

The President , 

The \/hi te House. 
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t o contingencies which may or may not develop . 

In t his case, however, t here is r eason t o be­

l ieve that t he reported rumor may have some 

bas is in fact, and our J..rinis ter in Peipi ng 

evident ly believes, as does the Department , 

t hat, we should c onsider bo t h means of preven­

t i on and means f or meet ing t he needs of the 

s ituat ion i f and as t hey arise . Pending t he 

preparat ion of an i nstruction t o t he Mini ster, 

and fe eling that i t mi ght be much to our 

advantage were the Chi nese Minister of Finance 

t o have direc tly from you some expression of 

t his Government ' s thought and attitude with re­

gard to the course which should be pursued by 

t h e Chinese Gov ernment if that Government hopes 

t o retain our c onfidence and to continue to 

receive ass istance from this country , it occurs 

to me to suggest t hat in your conversation with 

Mr . Soong you might take occasion to g ive h i m 

some 
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some indicat i on of your thought on t hat subject. 

The so- called "loan" which the Reconstruc­

tion Finance Corporation has made to China is 

in fact a credit , for the purchase by the 

Chinese Government of cotton and wheat in the 

United Stat es . It is realized that, on the 

cotton and wheat so purchased, the Chinese Gov­

ernment may be able to base further credit or 

cash transactions. In case it should do so and 

should plan to apply the proceeds thereof to 

purchases of materials abroad, it would seem 

reasonable fo r us to expect that it should apply 

them for purposes and in manners most to China•s 

advantage; but , other things being equal, qhina 

ought to give first consideration to American 

trade, keep ing in mind both American firms 

which have in the past sold it goods on credit 

and firms which are prepared to sell to it . 

Especially , the Chinese Government should avoid 

any 
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any discriminat ion, either in fact or in appear­

ance , against American trade . That principle 

should apply in relation both to past and to 

future transactions . If , in consequence of the 

credi t which the American Government has recent­

ly extended to the Chinese Government, any funds 

become available to the latter whic h it may 

choose to apply either to the paying of claims 

to foreign creditors or to new purchases, the 

Chinese Government , in its use of those funds, 

should give scrupulously equitable treatment 

to American claimants and should give amply 

fair opportunity to American firms that are 

prepared to supply such mater ials as it requires. 

We regard as very important the question of 

r ehabilitation of China's credit . We do not ask 

for or expect special favoring of Amer ican 

interests but we would look with emphatic disap­

proval upon any discrimination against American 

interests . 

You 
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You may wish to have all of these matters 

i n mind when talki ng with the Chinese Minister 

of Fi nance . 

Faithfully yours, 

Enclosure : 
Paraphrase of 

tel egram from 
Peiping . 
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THE UNOER SECRETARY OF" STATE 

WASHINGTO N 

Augus t 5, 1933 . 

Dear !.lr . President : 

Referring fUr ther to my letters t o you of 
August 2 and Augus t 4 on t he sub ject of the 
i mpending call of the Chinese ltinister of 
~·inance , I send you herewith a paraphrase of a 
telegr am which has reached the Department this 
morning under date Augus t 4 from t he American 
~ini s ter at ?eiping; also a memorandum contain­
in6 the comment , which of necessity has been 
hast i ly prepared, by the Division of Far 

.U:astern Affairs . 

~'ai t hful 

!!.'nolo sures : 
Paraphrase 
of t elegram; 

t:emorandum. 

The President , 

The \/hi te House . 

yours , 

i 



P ~ R A P H R ~ S E --------A t elegram dated ~ugust 4, 1933, !rom the American 

Mini s t er at Peiping reads substantially ae follows: 
Capf 1d•ntial• 
The American Uinister proposae that, upon the return 

to the United States of T. v. Soong to complete details of 

t he American ootton and wheat loan, ths Department suggest 

to Soong that a part of the proc eeds of that loan be 

segregat ed tor use in rehabilitating the Peiping· SUiyuan 

and the Peiping·Hankow Railways under a plan that probably 

would involve the consolidation of ths two linea for the 

purpose of purchasing new equipment in the United States 

f or rehabilitation and for the purpose of safeguarding sums 

due American material creditors amounting to approximat ely 

gold eighteen million dollars for the two linea. Under 

this plan there would be earmarked approximately gold four 

mi llion dollars of the proceeds of the Amarioan loan for 

rehabilitation of the Peiping-Hankow line and approximately 

gol d three million !iva hundred thousand dollare tor 

rehabilitation of the Peiping·SUiyuan line, and the additional 

earmarking of funds sufficient to pay interest on old debts 

of American material creditors of ths Peiping·Hankow Railway 

to t he amount of gold two hundred fifty thousand dollars a 
debte of 

year and on ol~Ameri6an material creditors of the Peiping· 

Suiyuan line to the amount of gold five hundred thousand 

dollars per year. The Chinese Legislative YUan, according 

t o announcement made publioly in China , approved the Amerioan 

loan 
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loan on conditi on that it be ueell fo r purpoen whioh would 

be non•mili tary and oonetruotiTe . The eugg .. tione current 

in Shanghai and Nanking that a portion of t he prooeede of the 

loan will be ueed to carry out proposals inTolving purohaeee 

in Burope are oaueing eerioue oonoern to American material 

oreditore. The £merioan Uiniater 1e of the Opinion that 

such a result would be extremely r egrettable, eepeoially 

wnen t he proceeds of the loan oould be pr ofitably ueed (&) 

~o place American material creditors - who r epresent 9~ 

of ~he material oreditora of thoee linea - i n a position 

where they may obtain a return upon t heir olaime, and (b) 

t o furnish needed employment in American induet riee 

involving several thousand joba, The equipment supplied 

by American induetriee and etill unpaid for ie the chief 

reason why both the railways are able t o operate today. 



August 5 , 1933 . 

3ubJeot : Comment on Peipl~ ' s tele­
gram o55, August , b p.m. 

Johnson ~vidently ~nvisuges the sale by the Chinese 
Government or the cotton und wneat purchased by it from 
t he United States . r he proce~~a from that transaction 
will be availabl~ to the Chinese Government for its own 
purposes . The oontraot bt.tween t ne Chint!Stl Government 
and the neconstruotion f'inanoe Cor;>oration imposes no 

restrictions : it makes no provision for application or 
these proceeds either in whole or in part to settlement 
of American claims or purchases in the United States . 

In a2proving the loan , tho Legislative Yuan of 
China prescr ibed, for Chinese administrati ve purposes, two 
conditions, the second of which reads : 

"2 . The entire prooeea.s of the Loan shall 
be used only for the following product ive 
purposes, and under no ciroumstanoes shall 
be used for the prosecution of any internal mili t ary campaigns or for other unproductive 
purposes : 

(a) Creation or oevelopment of 
basic industries . 

(b) Revival of rural economy. 
(o) Znforcement of watc1· con­

servancy mtlasures . 
(d) Development of pr1no1pal oom­

mun1oat 1on enterprises . 

"The Corruni ttee for the Administration of 
th" Loan snnll fix, through tne ,i)rosoribed legal procedure , the proportion of tunds to 

be 
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be allocated for each of the four purposes 
mentioned above (KUo Uin liewe Agency, JUne 
17) . " 

I t would appear that there is no way by which we 

oan at this stage lay down stipulations prescribing 

uses to be made of any portion of these "proceeds " . 

The most that we could do would be to make ~~Uggestions . 

It is the understanding of the Department that 

~he Chinese have recently given Br i tish material 

creditors some special new assurance based on arrange­

ments with regard to the Tientain-Pukow Railway . 

American material creditors have been complaining that 

t his is preferential in favor of the British; and t he 

Chinese have intimated that they will consider giving 

Aoerican material creditors some similar new assurance . 

In principle, if the Chinese choose to place 

material credi tors in a preferred cl ass as compared with 

other creditors, it should certainly be expected , and 

if necessary be demanded, of them, that , in the treat­

ment which they accord such a preferred class , American 

creditors shoul d obtain not less favorable treatment 

t han that accorded to any others the most favored. 

Throughout this whole matter, we have three prob­

lems : first, t hat of obtaining solicitous consideration 

by 
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by the Chinese Government of ita creditors in general 

and American creditors in parti cular; second , that of 

ensuriD8 t hat t here be given t o American creditors 

treatment not less favorable than that given to creditors 
of any other nation; and third, t hat of pr omo tiD8 
American trade against the baokgroWld of and in connec­

tion with t he making availabl e to China by t he American 
Government of funds . 

The recommendation which Johnson makes would apyear 
reasonable in principle . llhet her it is the most 

practicable recommendation, as to details, that might 
be made would be a question requiring some amount of 

examination and discussion . Certain political factors 

would need to be taken into consideration in connection 

with ~le Peiping-Hankow and Peiping-Suiyuan Rai lways : 

the Peiping-Hankow Railway has involved. Belgian, French 
and British interests; the Pe1piD8-Suiyuan Rai lway was 

built by the Chinese themselves but it lies in an area 

to which the Japanese have recently been giving special 

attention. It is true t hat American fi r ms have in recent 
years supplied materials which have contributed to the 

operation of these lines, as implied in the specifications 

which Johnson suggests. 

The 
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The recommendation whion Johnson m&Aes is not one 

whioh oan be adopted and be put forward as a 11 ta.ke it 

or leave it" suggestion, requ cs t or demand . It oa.lls 

tor t reatment as an entirely tentative sub Jec t tor 

discussion between representatives of the two Govern­

ment s oonoerned who are prepared and who oould take the 

t ime t o exchange views and,upon the basis of an exchange 

ot viewa~ work out together what would be a practi cable 

plan acceptable t o beth sides . 



SMITHSONIAN INSTITUTION 

FREER GALLERY OF ART 
WASHINGTON, D. C. 

/ 
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January / 
6th, 1934 . 

NOTE ON THE INSCRIPTION WOVEN INTO A 
CHINESE RUG SUBMITTED TO THE NATI ONAL 
UUSEUM BY THE PRESIDENT . 

The three characters , reading from right to left, 

are Ch ' ien Ch' ing Kung, and mean Palace of Heavenly Purity. 

In this Palace was the Council Chamber , int o which the 

Emperor went in the morning and gave audience until eight 

o ' clock, to transact business with his ministers , and to 

see those who had been appointed to office . It is one of 

the most important and most magnificent of al l the pal aces . 



THE UNDER SECRETARY OF' STATE 

WASHINGTON 

December 10 , 1934 

Dear Ur . President : 

I believe that you will be i nteres ted t o have 

before you a copy of a c ablegram from Dr . H. H. 

Kung, Minister of Finance, which the Chinese 

!!inister has just handed to me and which relates 

to our silver purchases. I have alreaey sent a 

copy of this communication to Sec retary Morgenthau. 

In this connection I am also sending you a message 

dated the seventh instant which we have received 

from the American Consul General in Shanghai, in 

wh ich the statement is made that American business 

and prestige are suffering because of the fact that 

t he Chinese are asserting that present distressing 

financ ial conditions are due to America's silver 

The President, 

The White House. 
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policy and purchases. 

I n additi on to t he fo rego ing , the Treasury 

has sent to us a copy of a c able to the Chase 

Bank from its representRtive in Shanghai in 

wh i ch the fol l owing sentence occur s: 

11 Anti- American feeling growing . If Chinese 
Go vernment cannot s top outflow Shanghai ail ver 
stock not sufficient to meet requirements and 
Chinese ourrency may be forced off silver. 
Confident ial report Japanese Government will 
make loan China and Chinese currency will be 
managed in line with Japanese yen . 11 

In view of the s ituati on which appeRrs to 

be rapidly devel oping, I am wondering whethe r 

you would care to cons i der any modification of 

our present policy. 

Enclosures: 
From Shanghai, No . sea, 
December 7 , 3 p .m. ; 
Copy of cablegram from 
Dr . H. H • Kung. 
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CHINESE LEGATION 

WASHI NGTON, 

CABLIDRAU FROM 
Dr. H. H. Kung, Minister of Finance, 
Received December 9, 1934. 

The American Government's communicati on of 

October 12 expressed a desire to conduct its silver 

purchases so as to avoid disturbing China' s economy 

and expressed its willingness to diseuse the problem 

i nvolved. I n t his spirit and having in mind America ' s 

traditional interest in China' s welfare and the Pr esi-

dent's special friendship, the Chinese Government 

f rankly lays before the American Government the 

present difficulties resulting from the rise of 

s ilver and requests American coopera tion. Notwith­

standi ng the silver export r estrictions of October 

15, China is now involved in a dilemma : - If the 

present disparitypersiat s there will be continued 

silver drain t hr ollbh l egal and illegal export and 

hoarding which create fear an d consequent capita l 

flight . If, however, the Government endeavors to 

raise the exchange toward a f oreign pari t y this would 

only 
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only cause further severe deflation and necessitate 

further heavy silver export and create again a situation 

s imilar to that before October 15. The adopti on of a 

gold basi s invol ves transition diffi culties and risks 

which the Government is rel uctant to take up unless sup­

ported by substantial foreign credit. Regardless of 

which alternative Cho sen a s to the sil ver policy drain 

and hoarding would continue t hrea tening metallic basis. 

Ohina, therefore , wishes to inquire whether the Ameri can 

Government would cooperate by announcing it would not . 

pay over say 45 cents per ounce except American domes t ic 

si l ver. If the American Government wishes to be in a 

position to do whatever is desired about silver without 

hurting China an alternative would be some f orm of co­

operation to f acilitate currency reorganization . The 

Chinese Government would appreciate t he views of the 

American Government concerning the subj ect entirel y. 
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Secretary of State , 

Washington . 

Gray 

Sltrmghn i ( . R • ) 

:>a ted Doconbor 7 , 1g34 

Hoc 1d 2 : JO , .n. 8th 

582 , Dcce~~or 7 , 3 p . ~ . 

R forr ·nc ~!y ;:o . 57!1 , and in continuation of 

so.mo , 

e . I reached co.cl.1sion fro::! conversations 

with nu.1• <.r of c· ·nose '•l'C !tl:o-· and inrtirectly chat 

Amorico.n business and -o.·osti ·o aro suffering because 

tho Chlnese are assorting that present uistressing 

financial oondi tions are duo to America 1 s silver prl · cy 

and purchases . I therefor·e o cnsul ted three VIOll i .­

fol':-od .h.moricans whose nar:tes are (11 von in penul ti··.a tc 

pa.>'a-ra.ph to ascertain their views regardins the pres­

ent ::ilver sit•·ation and the cause of the failure 

leo.dinr thereto. Excerpts from replies follow . 

Two , 11You ha ve as!cod one to Gi ve you a short 

outline of Shanrpai ' s present f inancial troubles . 

Boiled dol'm , it is a shortage of (?) species . You 

r:1lght also add mal- distribution of tho rema1ning 

stocks hold , Imrr.ediately after tho United KinGdom 

silver pnrchaaing policy \71lS an ouncod shipr.:e:~ts of 

silver 



2- No . 582, December 7 , from Shanghai 

silver from this port started t o flow out to London 

and t.lle United States . " 

Continuina , "the Chi nese Government and banking 

author ities na tura.l l y became quite alarmed as these 

shipments continued to g r o;·1 and in an effort to pro­

tect the ir remaini ng reserves the Government on 

Oc tober 14th put into effect the export tax and 

equal ization fee . Tnis ::1acle it coMparatively unprof­

itabl e for forei~ ban!cs to sh i p out it created an­

other si tuatlon wh"~.ch we c onnider e ven more dangerous 

to China , namely , tha t the Chinese themselves lost 

confidence and proceeded to hoa rd and convert their 

l ocal balances i nto foreign currency as quic ldy as 

possible . Added to this t he l arge profit which could 

be made in ge tting harbored silver into open marlcets , 

such as London, encouraGed smu gglers to operate 

extensive l y and it is estunu t cd o great percentage 

of the si lver now g oing out from Shanghai up country 

and to out ports is bein3 smuggled and hoarded. The 

export tax therefore , 1'1h ile having almos t c ompletely 

stopped legitimate ship:nents by (?) banks ha s failed 

to preven t si l ver leaving Shangha i for the purposes 

mentioned of smuggl i ng and '1.oarding 11 • 

Continuing, 
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Continuing , "as a l' eault it !las been necessary 

f or many banks to cal l loans and dump securiti es on 

an already weak mar ket . As the situati on s tands t o­

day busines s cannot go on except at u surious rates . 

The Chinese Government offic i als and bankers a r e 

aesperate and are again seeki ng a remedy in an endeavor 

to cor roc t the s i tua t ion . '.Vhether this will result in 

a c o:npl ete embargo no one !mows but sooner or la tar 

some drastic step mv.st be tal,en ,,.,hj ch will work a 

great h ardsllip on Chi"leac and foreigners alike . The 

situation is so delicate that unless outside help is 

received v1e can only see a complete collapse . " 

Continuing , "the cause in our opinion can be 

diroctly traced to America Is silver purchasing policy . " 

Continuing, "rig'lt l y or wrongly the Chi nese 

believe that all their orese:1t troubles a re directly 

attributable to Ameri ca 1 s silver purchasing policy 

\'lith the resul t that t he fee linc; towards Ameri ca and 

Amerj.can busi.ness houses in Chl.na has grovm very ba.cl , 

\'le !mow f r om authoritative sources that negotiations 

are at present undel' way with t he Brit i sh for a loan 

to China for the purpose of enabl ing them to defend 

their currency with further attacks . If thes e nego-

tiations 
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tiations are completed it will mean a further streng­

thening of the Sino- British ties and o further clonv­

ase in Chinese- Amorican friendship . " 

Three , The person quoted in this paragraph 

does not subscribe fully to the theory that the oilver 

purchasing policy of the United States is entirely 

respo"lslble for tho present sj tuation though " there 

is o <row in-:; feeHng E:':l ongs t the r.a j ori ty of t.he nor~ 

lr!porto.nt Chi.neso bo.n•;ero and many government officio.ls 

that tho sih·or uurc'tasin~ o>Olicy cf our Govern:nont is 

the 'liroct cause (.f t'le st'' 'ily cdvancing silver 

price on a ll world mo.rkcts ·~articularl.y Lo"'don b\\t 

also in the widespread convicti on a mong specul ators 

that further advances in price are inevitable and cs 

a result of that policy Chino. i s being drained of hor 

necosoary monetary silver reserves and subjected to 

all the undesirable effects of deflation" . 

ContinuinG , speakinc of the e xport duty and 

equali::a tio:1 tax ho said : 11wh1lst succ ood1ne to an 

approc ... ablo extent in chec 1<1ne the outflow to forole;n 

countries they have created another situation oven 

mora dan serous to China . As a result of the a bovo 

rncasuroa Chinese are losinG confidence in both bank 

deposits and note issuoa xnu shipnonta of sil ver aro 

now 
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now going up country and to out ports at an nlnr:ning 

rate , It 1s edmitted that a great percentar;o of this 

silver ia bei ng hoarded and smuggl ed . A continuation 

of the present trend for another three to six months 

would :~eo.n prac tica 1 expropr'lo. tine; of Shanghai ' !.1 

silver reserves and the o.lmost inevitable failure of 

sorte of the Cllinese ;,a nl<s and possiblJ a coMplete 

econo:nic colla pse . r.lroady ban'< t oans arc being 

called , :securities are be5n<; ltquidated on woalcening 

maz•keta , and business O!)erattons are being contracted 

through tho diffic~o:lty of ob ~o.ining credit . The 
i '" ) 

si tuo. tion is/ seri ous that I understand that the Chj.nese 

ba!l !~in~ group and pro:ninen t govern."llent officials are 

conducting negot i ati ons with Briti sh banking inter sts 

f or the extensi on of a substantial sterling credit 

for currency stabi l ization purposes ; details of tho 

crodit are not •:novm. nor can I ascertain whethe1• or 

not nec;otio.tions are proc;rossinc; satisfactorily but 

I do ro;;ard rather serio•.tsly the attitude of nany 

Chinese bankers and govorn .. . ont offic ials tho. t tho 

American Governmen t , because of its s i lver pul'Oh:\sing 

policy , is responsible far tho nresent critioal sltua­

tio!l ~nj in many quarters it is noticeable thAt k~orican 

pros igo 
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prestigo is a pprec inbl :r dlm.l.nishing . Responsible 

Chino:;o c onf ess : "I feol tha t tho g r owing :::.ntason­

t s :11 in respon sib le Ch1n oso quar t oPs against tho 

Amoricnn Government and its si lver buying pr oe;ra:n 

1s so serious tho. t_, it should be brought to your o.tte!'l ­

t ion and t"l.a.t if a l moa.t inr~odiate outside as:liota::cc 

is not fN·thcomin:.; tl~ oro io o. pos sibility of o. co· t­

pl ote colJnpoo o." tho ll"'n! b~.n' ·i 1~ s~.tuo.tion v•ith 

rosul1;an.t irr·oun "'Ul lo •l:·~r,;ar:c to .\mor!cnn trndo ·.nth 

China . " 

Pour . ~'he next person quoted calls a. ttent ion 

to tho fac t that the steele of silver i n Sha'lg!1a1. in 

J une 1934 wa s estimated to be approxirno.tely 570,oou, coo 

Sha!1f;'1ai dol lars inc l u dinf sycee , s i l ver dol l.ars 

C'nnese mint bars nnd co=ercial bar s i lver . Tne 

s~ocl~ tod~.y is 350 , 000, 000 Shanghai dollars . He 

st·•tes thc:t 11due to t..l!e reduced steele of s ilver in 

C:tine. at pr esent we are already exper iencinG a oerious 

s ituahon due to the str1nc ency of cash and tho res· ·l);­

a., t higher interest rates which is already be(linninr; 

to .interf ere I'Tith Shanghai ':>us:tness . I f the ou tflor1 

of :;r! lver from s :,nnghai continues '.ie 'llny see a very 

serious situation ~ere . '' 

Continu!:1~ , 
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Conttnuinr; , " even 1f the export duty on si l ver 

were removed arv:l the !'ore101 e xchonge value of Chinese 

dollars bo again on a parity with \VOrl d s11 ver prices 

it is doubtful whether this condition of po.ri ty would 

be maintained in t he face of higher prices of sil ver 

in world markets . As lonr oo the foreign exch11nge 

val:J.e of Chinese currency is below parity with silver 

prices abroad s5.lvc: vtill continue to flow out of 

Shan;:;11o.i ond s~ould a CO:"!l>lete axport embargo be 

promulso.tod we m::~y see incroased hoarding and increased 

smugglJ.ng of :dlvel' out of tho country , If the out 

flow of silver from Shanghai continues the Chinese 

Govwrnrnent may be forced to take its currency off 

sil ver with a r esult that ~Ay be very sPricus for 

Chinese and for eign t r ade , I h11ve heard that ant1-

A.1erican feeling is growing among Chinese as they 

blame tho Amorican Govo1-nmont ' s silver purcho.sing 

prorram for China ' s heavy loss of silver . Should 

the ~nerioo.n Government find it possible to modify 

i ts silver purchas i ng pregro.m so that there is no fur­

ther inducement for speculators to force silver prices 

higher the local s i tuation may wo r k itself out although 

it may be necessary for the Chinese Government in order 

to restor~ confidence in currency and to bring the 

foroign 
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foreien exch~go value of its currency up to silver 

parity to obtain a sufficiently large loan from 

foreign sources . " 

This person cal ls attention to the fact that 

com.>:le~·cial hoarding of silver dollars has been prac-

ticod since Oct ober 14 . 

Five , The quotations in paragraph two are by 
National 

James A. ~!aclcay , Assistant Vice Pre sident of the _,A::ity 

Bank ; those in paragraph three a1•e f rom J . E . Swan-

die~ and Fritz a nd those in para c raph four are fr om 

A. E , Shumachor of the Chase 3ank, Each of these 

spealcs personally and not for or on behalf of the 

institu tion which he represents . I am l ed to believe 

that each would consider s e riously any cont t•ibution 

which they mi ght care to make concerninc the sil ver 

situation if presented in case of Mackay and Schumacher 

throu!jh their principal officers . 

Si x , Representatives of important American 

firms exporting f r om the U11i ted Sta tcs t o Shanghai 

have expressed the view that t rade was stopping because 

of an apparent feelin g against the United S tates due 

to the silver purchasing progr a:n , I intend to make 

i nquj_ri es of some American business concerns in r egard 

to 
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t o the possible exis t ence of a feeling that Chines e 

bankers and businAss men a r e unsyhlpathetic to Amer i can 

trade , 

CUNN r:JGHAM 

HPD : CSB 

(·:<) omission 
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DEPARTMI!NT 0 " STATE 
I 

~818TANT SKCRKTAIItY 

2/1/35. 

Of-a r l' las Lf' HAnd : 

T~ t s le t? apoloeizf' f ? r 
tne f " rged lnttlal ?n t .• e at ­
to cr.ed nQ' e . 

I en. Dt> lnt fltloded I'll tn 

tele · rao.s !r'>~. A-::t>:riCIII'l bud "lese 
~f'n A jJre~ee' tQ ~.~.3. eot. l nt 

V'liP t u'lpe l o l e ft ! ?r buhlnees 

r.t · .. • .. fl 3"vl~ ·o ~,.. t ~ol't "lJr 

nl'_:'>t lP t lll'l .. AVf' C">l l f'~8P1 1 to 

b" 1''>~ .. 1:1. '>!' a ctlU,l e 11f d'>Ze "l 
J.?:.,; :H~:eice ~elep •• :..-:e calls 
frn& v•rL•us pe11ple asktn~ ap­
,>"> l :ne en :., to d lscJe~ r.t tL ... C. 3. 

t .. ~ p:rr .lent c til te 'lf s-,v ~~ t-

• 



-

. 
- 4 -

A~e r ican r elati ons . I a~ qu i te 
used t 0 turni ~g them down but 
wl!at with 'N.C.B. 0n h is way t0 
Phil ede l ph i a , I o ~ s ure he must 
f e e l t hat l,e i s goi ng off like 
Uad a me P 0mpadour. ·.va s it no.t 
s he who c 0ined that f arr. 0us st?te ­
rr.ent , "a9res nrms l a deluge"! 
I t ' s quite all ri r.nt but I'm 
not ke en ab 0u t the deluge when 
I' m at t le wrong e nd. 

Si ncerely, 

• • • 
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....... ~~._....,,...,. 
TtC MCitCTAJtT 0' .,. • .,.. 

-~ .... 

Ptrsor.el . 

Yo~r Lod~·er. tp : 

DEPARTMENT OF 

WASHINGTON 

I e as'tt" orne t-> :>rtne to y~u ::ate a:<">rn1"l 

e tell' rr"' wdcl. Jecn llO'!'\et ·•118 just dellv~'re1 • ., 11.e . 

ronnct has ~leo in!or ed "e ttnt o~ctnr Sze 1•83 r e-

ceived t:.e definite ;>r_,p.,sal of tt.P (:hineoe G'lvt'rn .. ent 

B'ld will ,>resu&Lllt-1 :; preu"nt it =~ t •. e JepP.rt · nt o! 

Ste te t~ay or t'>r ~rr~., . 

On rea.ind ttoe .i'reeid,.nt, lf ne h8S nnt elre,.,dy 

put tlooae po">r devils out .,f the ir nisery, thPt t.e is 

e,O~:Ii> t., let t .. e Oe;>art:r.er.: of S:ete ueve t .... t ' '> .lundred 

F~relt,n Service Officers f'>r tt.e purp'>se o! pro ,ntions 

l n 6rade of youn.~ r 11 en a nd tt.P 1nj eo t i on of ne1·. blond 

i<:1.'l t•.e Service ; t~oat he 1t1 goi;'lg to ask f'>r an extra 

in tt.e Far E:net, tn ;>r.,vlde tru1el er.pensea for "fficers 

t.e nay wiail to aurnm"n f'>r CO"lll•Jltntlon, 11nn t n kef'p tiae 

field 

!.Hue !'arg-.Ieri te Lf' Hnr.d, 

Tt.e .. ni :e H ~uee . 
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field infor a.E'd by te l egraph of t rr.portant diplomatic 

developn.ents in \'IBsillngton ; til!lt he i s !!£!.going t o orde r 

tt.e dismissal of any wore clerks i n the Fore i gn Servi ce, 

tl"enty percent o f \'WOra navE' already been d i sn:issed since 

I will be at tne Unive rsity of Pennsyl v11ni a H">s-

p i tal in Ph1lndolpitia . 

Cood l uck . 

Enclosure : 
Telegram as s tated above . 



Personal .,o8&11f'O t'roll T.V. Soon. ~o Aml••••~t!or ~ . . C. Bn1li~t 

Sh•.nzhnl , Jan•a'lry ·na~ , 191~ . 

trego ~;rsvity situotton. CoMinered onlnJ.on ey olf is th'l~ in• vit.>tblv 

eeonocic and en fiCin\ 1y currercv ~l tu,.tio'1 hcnol" tn1mrd1 crl~i8 , nonsiblv 

in :.1nr ch, !'r obnhl..v J.n April certotnlv hcf oro Juno , lihen H rM~f hnnkinr 

~·.•ste:n will he RMIIaherl , countrv rnrcd to 1rr rdeel01\hlc F"!'"" Mr v ~a.d ,!overn-

authority . 

In o~her countries 1111d umer othor clrc•ln tance~ c;:rruney eoltc >~C · 'le 

unfortunnt~ nuod not he so disnctrous , but l'llth <:ountrv n<>t •rM. clt 01'>''-ni<<d 

1\ccent.i'l>.,: a Jap~~ne: e too.n un..lcr on,.ro.aa noli tical ano econo-u~ conditions or 

facing the c~er:once of !'rovinrial ~overn~ ~t~ ~ith dJ.rt'crent cur~•nc:c• virtu~l-

l:r under J apanose pr ot.:ction. Had 1 nnt. •con t his enntudit'l 1 con:<A• T would 

v iet~ nprroach<np criai" wtth comn• r ative cal!!! , 

IB vle• o · ~· !.. 'e.M'ln!! ou.":;e~ to ChiM • nd wor ld, honerul th· t r '>:'Oollt .. (•h1ch is 1-cinv tr nsoittcd ":• lo!intotc:r S•e) ror an Allerieen loan to )(r•ble 

Chins t o ~irst~ link ~er currencJ ~ith U. S. dollar and avert c. lot cr'·is, 

eecondl.v rooru a pert or her silver ato~1<s rnr .. erican reo .. i r• rnt• , will l:e 

viev:cd with ~ruo.t 5'Jillnnthy ae ~ar I'IOrO is involved t hnn tho fnto or ~he or csont 

Chinese Covorn~<~t or even hP r economic woll boinp. 

• 



-- DEPARTMENT OF STATE 

D IVISION OF FAR EASTERN AFFAIRS 

February 2 , 1935, 

To: 

From: 

Colonel Howe. 

Mr. Hornbeok . 

-

The attached copy or a note under date February 1, 1935, trom t he Chinese Minister, with enclosure, in regard t o t he silver situation in China, is 
transmitted tor the information or the President. 
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()( Vt-. ~n1t1n a tlver Art'~" ·lll'n t "'"' ~l<j• l'llt l'l11\•,.­
t.1ran nf •llY •T "T\O~te &'1.. n t,.,. un• l'! " ,.,,.,._ 
•~~~llj urr•~ r t1f1o ~1 1 wh a 1~ n~~ ~ It 
~\nO@ "'~ "'\& 1 1J. O\.rrr ncy 1 ., ,., tv ·t> , 0 ,.~ t~ , f 
0 f)UT I!4l 'f\t.'l\ \y l'l'\t,.l'*tltl'"~ \l"''i fl'lt'UTill'l f'-"•ct•nf" 
lto " ' t ue "ln1 J: 11. m t in 1 fllrc't)""-.. hut ... , 
oou1' 1 ~ b '\• Q() ~f'l"\ r tt \.f) 1 rude '.l"""t''n ''"""t\m"~a 
,, ·'rflll y .. •t, •n t ..,t .... •11 "l r .. .,.,. .. ,..n . tn •t...,. "'r 
,.. "W'\r t.t "1-.r-' . 1 t f'lllny "'"' ·"'•~''t•Je t , .., t ft~J o\ t nn 
f'~•,Jl1.1n l n rin .. "'" ~n .. ' • r.-n•Tj•TtOy f'U t. nf 
1",.1 ll'"n t-o r.tt.~,_,. CIJTr•"''Q1•• ·n~ ""'"'"'""' 1 lty nu t 
ot .,. l t\t"n tn 1'nr1~ o~ n~1 H ..... •fl· 1 , h ve 
derl t1 ., ry ,.,,,..o'tn 1'1 I'! 1n • "lJrth.-r .1..n"• ~"" 
h~r 11"• ..,), .,. •ucol1 ,.r ,,.t.., II"\~ '"C" t ., \.1" h~r 

t: \ lt \.y t.l"j n roh ·nn-4" t1' "'Tn• .. . t t "'"' t~ 
, l •n """""\ hly s..,o,. .... ,.., 1. • t\,-.n "~"~" ., .. "''~ J• 
t.f't'l~flnoy t.o•ftT''\e h,. "Y l lv"'" ,. r~rt "• n ·-o~~~-
e ry ~a ... '\na o• llll•tl l1.'l" 1 r ,.• 'Y"'!'"• .,_ 1 "ltt .. . 
t n vt ~ 1.· ,..,. .. roT'• "~ '""' • ft .,\ t 1 t '1 t,.r~._t. 1 t. 
\ II b~?~~td th t. til ~' . ..,. I"'T "' tH. "'tf !'\1'\ Will f\e 
onnttUl t&-J l. , lv '\Oe 1 f 1"1"' "UT' • 0'""'""''" •"" 
tilvftr thJ\t. • t •"'ht" t•~l·ltv ,.,.,. t..; "'""~ ' ~ 
r.ur~~~oy n~ ~ oh n-• r• i~ '~ot ~,.tn~ r.~n·~-

1 t ')d •• 

"f l o n n t o all: U nn 

•Tbe 

I 

I 
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"The Lon~o~ •t lY8~ ~ •nt nr July tn'J 

1" -o •t•flld tt)e elrn'~~ture of' .. , na. •a T pr••e t. t l •~• 
n~ ha t ..., ,.., ~•c~tly b••n r t l f \1><1 1-y t he ••Uon­

.1 :o••r.,.. n t of t 'l• ~ .. .,,.h r or c l!\a •ltll t b e 
un"~~:re t.a_n1lnr th t 1 ~ . \Jor ~'•"""'•" ••• t.o •ecu?e 
U•e et•~ l llly of tl•a " rlca of IllY r "' •c wae 
t · udot r•nao,.. by t be 1 ,.,., e..r.,lue •l.l>oto h•l d 
by thl' Cln••rn ~nto of ' ""' • ""~ 'Jn ln. Tb• ,.,..,_ 
· hle nf t b• r •• •n t et• ••• In ~~t tha t 'I t l e 
to th• &<1Yr. nt r-e or c 1 na th• t ' 1"• fro .. ""'n..t•r y 
e\oolr: e of al l ••r h~ or t eet by ""roho.••• 11 h•~• ln 
lll'O Y\ d$11 , 1 \b a Yl. e<r t O lh af'ftlll\VI It l' tll•a­
tiOft' . 

• Tt now anneare t h t un1eT th• '1\lv•r Pur­
ohaee Aot nr 1934 th• at· hlllty or tho or toe ot 
I llY ·r an~ the l~ter•etn or C Inn e r ~ •• ruoh 
•enaoed "' hy th• or.., In• " .. J tuAUon or .... vntt 1 
ecllnt. C'l na wou ld t b• for• ..,,,. e l ate a n 
I ndi o. tlon Of t "e 'Orohal-ly 'lO t ·•Y or •rio· I n 
t h• tutur1 'llrclla• e of ellY r , ,,.,,.,. t t c na 
••1 'lr opo r ly .,r•ruard her COll'renoy , Wlolcb b•a 
r~~tly ~·n flo•lnK out or the o~untry to a 
den,.. that 18 ? t""tl lly 1 r tnP'•. 

Tbeee •1..,, • e•e eubet n I• ted by r •ul te ae t1eht lsd In 

r"nre•~t~tt1 v~ . thtt Oo nt l!-rC1" t 4tt'l0hft • nl'1 the u"'""Ull.t,.. tn 
""th 

B~• ~• hal t e o~•ou•~hly •••1l•~l~ftn the ~tat• ~n~ the 

s u '1'1\nfl .... 'Z57 rlll1on oll ~ n r 

!!l lYn Puroh •~ Act to Oot'll"r 15 •h"n at- na ••• 

oblt ed t o •nforo., r•e rIo t\r>n tn 1>rn t~o t t h e our­

re~oy r~e•rYe t r "r t hte "xtr •or ' " ry 1r ln. tn 

19311, th~ •1lver U l"' rt waa flY" \1• •• t ,. nr.vtnua 

htr'> ~ •oord In 1907. 

2. Tb• ·~b n hat allv•r atnok d~ollrof'<1 fro• 5114 

ll U nn 1)}1 ra a t tba me! nf Junf! 1'114 to 1 1? 

' · T1 ll 



/ 
/ 
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) . Ttll July \art ,., ••• tJI\17 ,. ""ln "'"t"• 
fll,..._u~u l ~\ ao~-- •rty\n \""• et l••r dT t n n•r 

h to • t~~x\.r oT tn. r l l y Urb\. 11 .o. t .- "'"•' h.tlf 

or \9}~ l~t~r• ·\ TOOt f~~ tb4 ~<UIY \~n\ nr OIX 

.,ttro~n\ 'D•T' n f\Uil ot\ " r a ed by n \\Y~'~ .., n 11 10 O\JII\~""­

fi'YI to 26 ~·rcf"'nt abo~J t .r •nu· ry 1. ru ne • &rr"' tlfltnr 

\he f 1n \no t np- or n ... Y""' 1111~\ t \ ... "' lo••T T tflll b., ... 

been no ln~lly .. uo t~ttf flt thtt r •tanof! ., , thft (:1\Y•Tn­

aen\ l'!ut t.bt 1 do•• r.""\ "~"•••n\ r • 1 1 '"'""'" • ~nt 

olnoo It 1o 'lr "'·'" lly ,., ••1 le 1., ...,now a t •nJ 

r t• ,. .. -r·1l••• ot •-~url c.y. At " C""'.,,_,. 1'\14nc~~: 

\1 btn••~ nr • ~·J 1~4 t n t~• 1~ n r rnrrl rn 

"' "~ O"' rv·• ' o T C~f!l'b t • '1'1"~ S n• ~ Yf'f'f' r~rw•rd '"\ t• "Y 

or •" 011t to "'• ~7 . .. "'~,.o•n t "'f1' ru'lu• y tt\ ~'~~' .. I!I.J 

rn t' , , nth ln,n . 

... ..,t tho t~" 1\Df" th~ t•'ldO'IOy tO w"rl~ •ldf' 

r eooYfllry rtet•r toratl~n of 0 ~na ' • t ~u t. t nn ,1nor • ~ 

1 ~ ln. ly tho 1Ant oh n ~ll• arvs l h• 0<>• 11 tlon n"• 

11 a \ 'h• lo• •st ~tnt e\noe d•~r•e4\ n b• n . Tr~ 

t~\ 1 '"r• l rn t r ade to• t~• r.en~ ~ 1r or 1Q'- l o 

thlrt~en oercen t h~lo• t~• ~1T \ ~ \t 1~d a\xt~-n 

.. eron~ ~elow tl1• • ..,,.,n1 , H of 1~1' . Alt "U b 

th• t1Y• r ae P'M'0~"d1•• b•lanc e 1\ae c41eolt ed the 

d r In n~ ~tb oold «D~ •11••• \ lift 1• •' t hre• y~are 

.. tee t h• •ttu \ \on here OTPO r \~~~ u~l~•~ th8 

o•n\d \ Uona omu111nr \he adYf!TO • ba 1 ""'o ~ "' Y ront 

al' • onunt•t Aoted . Stro e Jul.y l ,t~t ·n• "'""~'~~"'nt o.nd 

ln lletT't&l t>·,-,d• deol\ nflld "' t.,.n n•ro,..-nt: -,r nt"J•Tt y 

o' t.he Cf"Jtfl" r-t etTtot ot l'!'t,Ul!"f'h • 1 tt"c\ \"1 ,." • 1'1tJt 

t \ t t .. n .,,.,.o,.~t ; t nr1urtT1 \ fttc'IOte ,,. 1\nttd ,..,en 

o roent. 'h~P~ . ,.,.. ~\ ••~n~ •d hu•l~fl•• t tl~ r•• 



---
~n• ~•~n t-tl~Pt t~v ~ 

t . r .,ut"h • t'te c .. ~· r l or Ina 

I M ,. or to u tr. \1 ~ I ? J ~~ "?•v M '· r t'l 

!no?• •• or un....,l • .,. , nd ,. • .,1 .. le onl\apu . 

n t to n· ly fiMut f l t\y •ro•n\ of 

a l ) d 

0 Ulfl! ,rr 11 ,., 1 cull t'lt f' . ••• 0 n • ,. •.t1J """ ,. """·· I -,, Min• th~l? ,., • tf't"ult l ~~' • t&!\ka I • I n H . ., 
to r "t lo " ~•\• •l ~ ..... " •o ~ · IH I lly 

In "h "It o .. c•m•. tD 1'1?~~ \0 .. •• "..,., '>d 

ouot In 0 , I d .. .., .. ""1'1., ft ... "/"- T ... t1 nt '"" 
••r,_ nt la r,., \ ·• V'f Y\ ,. ~ot • l l• r ' "'"'Ill 

• 

PT~ •n t ,,..""' ' '"ft'l1 Cf'#Cl \ t •\f't :o t.t~T• •n • tto>• 1"'1'\" 1 1-

n t;.- l'1t-,.. • •t '1' ~ \'"' "·Je t.n ,,. •tlY•T ..t:r tn ,. . 

d••tl' 7 1 " t r Ao. 

'r t ttb t • .,., ,..,. • •lJ 1 ~ t · tnl!t' ft1'Y •r.-.•f'lt 

.,.t ""'r 

\ bU o• t1'1• cr •t~ • te • r l dy U>,.Mt•n'lll t J ~:.~ 

OJ" ~\ t ....., 1• "1CIIJ . r-c- n"tt Ol\ n Ct.lYl t.1'"8 ,.., 

01\f'Ot ed ; f't)'t .R' .. '"\till' t' e lnln .. ('1,. ,., .. '"~1"t 1'\t 

roJ ... t or brt•.·! n~ 0· .,....,~,,~ ,. ' '-•>'• ,. ,. ,,.._ 
oh,,. nil uteodln1• t~" r ll•sy tn :l ln•·~o o· ~~n t 

"' 



or ,~. 11 \ nl try nf t a<lu ~~~·· :.. , •• , .. ~r 

• I o!l "'" :o .or "Uclt h• • • ll '" r 1 oo 1 •oll 

htw~~'r o n• ln• f' i n&-r l• ""'11 ~ ~ rl/ lCI-,11.. 

Dlnoo ,~~ t~• o ~\!lone b • • ~o~ • ~· tlJ 

ar.~s•••«~. 

\ 

C tn~"• 1.'t" 't l "~n , 

· .~ n t n , r t •Tu ry 1,19'5· 
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My dear Mr . President : 

DEPARTMENT OF &TATE 
WA8 HINQTON 

february 7 , 193~ 

I enclose for your information and consideration 

copies of camnunications which I have sent to the 

Secretary or the Treasury, under dates February 6 and 

February 7, in regard to a.nd in connection vri th the 

question of effects in China or the silver policy or 

the United St ates . 

Faithfully yours , 

Enclosures : 
Copy of letter to 
Treasury, dated 
February 6 , 1935, 
with enclosu1·es j 

Copy of letter t o 
Treasury , dated 
February 7, 1935 . 

The President, 

The White House . 



' BUREAU J 
DIVISION I FE . 

E CLOSURE 
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Letter drafted ............... ········--··--··-----

AUURt':.'iS t-: U f() 

.... The President • ................... 

I - 10 .. 



In reply rotol' to 
r- B93. !U:) 

lly dear l.h' . Secretary: 

February 6 , 1935 . 

!tefen ino to previous OOI:Illlllioat10118 in r er,:ftrd to on4 

1n oonneotion with tho erreots 1n China or t be e1l vor 

pol1oy or the United !.. tates, I enoloae tor your oons1dere.­

t1on oop1oe ot papers nu toll01111: a nota 411ted FGbl'U4ry 1, 

wi th enolosuro , from tho Ch1neaa SUn1ater 1n .a ahin• tOil ; 

nnd e. notG tllatod Februllry 5 fran the Ch1noee 111n1etar 1n 

.uh1Dgton. 

I 1r0uld appreciate reoe1rtJ14 at your early oonveni­

enoe an 1n41ont1on or your ..rlews in r""'rd to t he "plan~ 

outlined by the Ohi noso SUn1s t er or F 1n.Moe , the toxt or 

Wbioh 1• oommun1oated 1n tbe note or f ebruary 5 ~ the 

Chlneee U1n1ater 1n ash1J16t on. 

'1noerely yours, 

'<llolos lll'ea : 
l'rOil Ohlneso Lejpl t1on, 
J'ebruaJ')' l, with 
enoloeure0 

Fraa Chineao Legation, 
f ebruary 5 . 

Tho nonorable 

llenry HorGIID tlla u, 3 r . , 

tleoratary o~ the 'l'rellaury. 

CordeH lh~ 



l!y dear .:r • ..eoretar7: 

I bes to 1ntom you that I baTe reoe1nd troa 

Dr. n. u. r.ung, l.t:t.n1ater ot ' lnBnoe at IJe.nldns, tor 

del iver; t o you a QeOOTtnd~ •~r1z1n~ , auppl eaenttng 

ani brt.ns~ u;~ w date the dAb on the ollwr ucat1011, 

a 00:7 ot c2Uoh 1.11 herewith eoloeed tor Jour ooc.1dera-

t101l . 

I be& lea \'e to poi nt out that the op1n1on5 ex; rused 

1n the report of tho JJ1n1atr:r or In4ustr1oa CCEJml1odon 

referred to 1n t .ho ~rondll:!l do not neoeelllll'1ly repre­

-t tbe Tie•• ot tbe Ch111eM C:~el'lll:lent . 

I - . r:q 4.:tr •.:r. eoretary, 

Very a1noer el y ,our., 

rJ!olo•ure: 
ur "anau:a aa ·~• . 

t.oDorable Cordall ~l, 

Se e ret1ar1 ot &tata. 



t:J!UOn.lUDO,. Of 
Drt. n. H. X1JllO, JaB IS'l'tR or :r IX. , .; \'! rt.Alltllln 

ll.\'l'm .TA.!IUJ.RY :50 , 193!5 

o Cbinoaa C<rrol'DIIIImt l:ld4 t hoU£}1t the aU~.~~aUon hare 

.. • 4e Olear but ill n W ot Ule ill'lu1J7 ot .18111114r/ ~6 

4eelroa t o aa::arise , auVl'l•eet, e.n~ br1 UJ) t o Jat o the 

dat turn1abed heretofor e . 

'l.'ho Ch1neoe C.onrlll'!mlt wu treatl/ 41aturbe4 tor tl\e 

paet TOU oqr the erreota o:t the .-r1oaD 11vor ~ 

on t ba Ch1naae eocm<llllio and tiDanobl aituaUon. Oil 

ebl'UIU"')' 14 1n ooanoct1cm •1 th Ule rat11'1oot1on or tl\8 

London 31lver \GrO~Dt tor vtab1l1c1ng J l l ver t he Ob1neoe 
'.overm:~eDt throuab the Uler1oan Consulate Cenersl a t 

v1ea: 

•Ch1na ebtirely S:J1Illa\h1Ma w1 th t ho furpoeo 
ot tbe Loo4on a u.,.r aox a .. nt ca the a te.b l1ca­
t 1on ot o1lver pr1oea and Ulal at ar Kqnz boa ~r­
aooall y ureod rat 1f1oa t1on Wb1oh t o now pen41ft6 • 
.!l1noe Cb l na' a ourr.noy 1a a1lver, China 1a of 
oourae vit al l y 1nteraated 1n ~•urea atraottns 
lta Yalua and 1ntarnat1onal exohan5o but ot 
course ba.a no daatre to i ntrude upou <oueat1ooe or 
purely J.o:lerlo..n internal. ocmoem. r:n vlow or re­
ports hero, 1t tay be ob-rvod t hat any aot1on 
resulting 1n a r lee ot Cbina ' o ourronoy out ot 
rel&Ucm to other ourreno1 .. and eapoo1all y out 
ot rel a t ion t o world oomao41t1ea would have 4a­
flat10Ciar'7 effeoto ill Ch.lna, further deer .... her 
already reduoed export s an~ eo 1Dpa1r her ab111ty 
to purchase "''Oda trca abroad. It would alao 
" ro'bably illoren .. tlle preaent aer1oas t.ndeD07 
to..rda hM"'l' a11Yer exporta aa neo.osar -o 
ot aettli.Dg lar~ a4Yerae baliiJloa. In Ylew there­
tore o! chlna•a rttlll 1ntereat , 1t 1a hoped tbst 
the Oovernnant of China will be consulted 1n ad­
Yanoe l t D~MU~urea oonoom1n a11Yor that r:11G)lt 

•teriallJ' 
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• ter1a.lly a ttect Ch1ll • • ourrenCQ and exohAAte 
are 111 teo t beiJI... CCXL t C~Plll t.4. ~ 

.\pin 1D:Ie41a t oly attar tho .uaer1oan JUt1ona.l11'.at1on 

ot e11Yer 1n UGUllt tho Ch1nue Covorru:ll!nt lllllde tho tol­

l owin further c~1oation: 

"'l'be London 1lYel' .o-nt ot .July 1:1~ 
reoei"ted the •lDlaturo ot China'• rapre .. ntau., .. 
and haJJ 1:10ro recently boan nUtied by tlle 
natiODAl CO....ruaent ot t he erubllo ot Cb1D3 wtth 
t lle un4erstand1n& tbat lta m Jor purpos• me to 
secure the atab111ty ot tbo price ot ail•ar which 
._. tllou6ht Maaoed by the larce aurr l ua otoco 
bol d by t he eo.e:r'IIIIIO!Ih ot India and Spain. The 
poe='blo ot tbo Cl4l:l'ernrnt atatu 1n ;e.rt that ' 1t 
1a t o the a4..an~ ot Cb1n.a that ealea fl'CII:I 
-.tllry atoolca ot ailnr be ottaet by purchaaea 
ao bero1n pr0"11ded , wtth a "flew to ita etteothe 
atab111zat10D • . 

~It now a ppee.r a that under t he o1lnr 
1'\a•oh.o.se .ct or lQ3<l the otab1l1ty or the prioo 
ot a1l"ler and the 1ntereata or China a re as 1:1110!\ 
~oed aa by t ho preYiOU. a1tua t1on Of potential 
aellera. Chlna woul d therefore approolate ll.D 

1D41oa t1on or the probablY policy ot ~rica 1D 
t he tuture puroha.ae ot a1lYer 1D order t bat Cb1n4 
• l' properlJ aatepa.rd bor currenc:r, wb.iob boa 
reoently been tlow1Jit; out ot the 00\llltry t o a 
4-cr- t hat 1:1 potent1J.llJ al.ar::11Da" . 

Thcae Y1e .. were aubatantla ted 'by resulta aa 4eta1le4 

ln a -.aor andu:a cOE.:unio t ed to the ...JIOrioun l11Dhter <XL 

Oot ober ~. Koreovor 1'ull 1ntor..1 t1on turn1ah od j .,.oteaaor 

1~~ora hero nn4 aubaequcntly conourrontly turniahed the 

.merio..n Treaaury r ep.'1leonte.t1vo, tho C<D:tcroilll ttaohe 

aDd tho Consulat e 1n r-~1 1• preiiUI:Illbly aw ilobte both 

h the tate an~ t ue Treasury Jtpar1:;:31lnt. l'lrrertboleu the 

follow~ turther at.1tc.-nt 1a al.lb:ai\:ted: 
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1. Ret aUver export 1n 1936 not 1nolu41nB 
11:3UG611D6 ma 257 Dillion dolle.ra ot 'l!lioh tin 
eixtba 1Jl lees than four aontha troa the adoption 
ot tho nuver Puro!:laae .ct to October l G 'WhO'll 
China .. obli ~ to IID1'oroe reatriotlOD to pro­
toot tbe currency ~erre f th1a ~ordit\.!ir"J 
droJ.D. In 10~ , the silver orport wea five Ul'Mta 
~ pMIViOUS hiGh r.oord 1J1 190'7 . 
e. 'l"M ' bant;ba1 e11ver s tock dool1ncd tro::a M4o 
a1111on dollarll at the er.d ot J'une l OU . o 51~ 
lll1111oa dollArs DOW. U.o the stook ot other 
1ea41ns oentera declined proportionatel y . 
:1. !'1ll .Tilly l.ut _ , aa oaa)' 1111d t1.nancln6" 
pl enU!'Ul but a ooOIIq)Gn;riD;· the aUver 4N1n aoney 
baa•ne extraordi narily t1Sbt . 1Doa t he t lret 
halt of 1~ 1ntereat rose tro:a the equiftl.ant ot 
s i x peroeu.t per tmnum chArged by no.the be.nlal to 
ouatc:IIIIBra to I!G percent about .Tnnuary 1 . 1noe 
•l'l'lln4~ the financing or new year aotU 'Clt 
lower rates hnve beon noa1Mlly f Uotod at the 
tnatanoa or tblt CoYe~t but this does not rapra­
Mnt r-..1 ~rov-t atnoe 1t io PE"&Ot1o ll)' 1111 ... 
possible to borrow at an)' rata reprdl eu ot 
aeourity. ..a a OODMQ.UGOOe ti&btueaa ot DODO)' 1ecl 
to the ea l e or torelCJl exoblln4• tor ouh ot • 

pNail.lll 
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~=overt~ del~ver;, worad out to be 
2'1 .~ per oent per ann\D yesterday tor ooe 1:1011th 
loan. 

#t . Jlotnthetnnd1n3 tho tadenoy to world wide ro­
oOYery deter 1orAt1oo ot ChiM' a aituaUcm 1no~ 
o.l.ClrrUnsl7 tho l.nat a1x aontlla and tb11 oon41t1oa 
now 1a at tbe lC~~?oet point a1noo ~preea1on be(;nn. 

The total tor o1&n tro.do tor tbe aeooo.S lwr ot 1034 
l a thirteen peroent below t bo t i rat hlllt and e1x­
t - >erOent bel ow tho eooae4 h4lt ot 103:1. ..1-
tho~ the a 4Ton e llltrobruldl ae balance baa dool1ned 
tho ba1n ot both go~d and a llnr the J.a.t three 
JQilre I:Direa the eituatton hero preoarloua unlua 
t bo oondittoae oauatns tbe lll!Yerae balanoe ot pe.y­
~t are oountfl'e.oted. G1noe J uly laot COYft1CIIInt 
o.nd 1A4uatrtal booda cleolined by t en peroent; 
proport7 ot tho Conter Dtatrtot ot r~ decline 
about t11't Mn percent; tnduatrlal a~ok• 4eol1no4 
enu poroent. 'l'here are 1Jlde opr8Cl4 buainoaa 
t ailuroo 1n all ~01111 1nolu41n8 nlDI!roua 1nportlmt 

oocmt~y 

0o1'8l'IDIII:It-au~rt1ns bcmka and ent.er.a-1MO tbroll(;h 
tho O•trel Bank ot Oh1lla , Dank ot Chlna 8114 aanJt ot 
Caz\lll1oatlona try w pr81'0nt t'Unhor 1noreoM ot 
I.Slcploym~~J~ t 8114 wtloltaalo oollaROO. U.w yMr 

oeUl-ni 
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MtU-=-nt 1a OlllJ aboUt tltty percent ot the 
non:nl. u b6nlta tear proasure woul4 l'reolpl tatoa 
nuca:roua banlcruptotea wbloll a t t.hla tiM would 
oauao etmoral oollapaa. a a OCll'lM~uanco not­
wtthatandlng thalr cwm C1~1oult1ea bGnke feel 
ol>U&e<\ t o grent loan exttmetons eYtm to prao­
t1oall J tnool..nt conoeraa. In ora.r t o eaae 
IIIO!lay 1Ul4 auatatn 001lt1Cenoe durin ne• JlooAr 
:settlc..ent tho OoTe:I"!Dellt l .a obl1pd t o bring 
baolt ather tl'011 B.oasltooc at 19 peroent lou 1n 
the call drible\8 Wb1oh t he ttnanotal a1tuat1011 
per:aito '-ut tbe praaat ~reel oredtt atructuro 
and the 1Dor41M te interest r a t e 4uo t o tba 
a1lYor dra1n are deat:royin3 tra4e . 
~. Ti ght - Y GrnYoly il:!pelrinG oa.en-~ut 
tiaaaoe ta mak1Do praottoa llJ 1npoea1ble further 
ttDanolDG bJ be.Dita . Tbe reeen-e partlolll.arl y t tut 
ot the ouetol:w l a aerloualy threatened b7 tbe 
preaont tendAJnoy . qeo;matrucUOI'I. aot1Y1 tiea are 
obooked; tor ozompl e t ho l oan tor t~ 1nportant 
project or br14alns oonneot.tn ra1laya near 
J'llt.nGobc»> and extendtD.. t he raUvat to lllnG;lo olUIDot 
be 1'l011ted t.hou,/.h alree.d7 ocatr-...oted tor. 
G. All nldeooea owt'lr.ad tiM r1e1nt; or ourrenoy 
YO.luo wbloh baa proYed dlaaatroue to China baoauaa 

lnYOl~ 
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:lnTOlYiD,S parnllol dorlut1on . Far dotailod 41a­
ci.IOa1o.:l au.,ported y atat1at1oa ._ a roon' Mp01'' 

ot the U1Jl1at ry or :tn4uet1'1ea C-.taaion or Whioh 
r:-otoaoor Juck baa prol1::d..D.·u·:~ oopy 11biob how~er 
oont.c1n.a r1;:;urao only t o enrl.y 1~. ..1noo tll;m 

tb cond1 tionB h::lYe beo0111. craa, l y llt;6l'nvat od . 

Ch 1Mao Lept101l, 

~aahtngtoo, February 1 , 193~. 



CHlliESE LEGATIOH 
l'IJ.SHiliGTOU 

Tho Chineeo 11tle ter presents his co-1pl1'l•nto to t to 

;..ooroto.ry of ~tote nnd t.as tbo honor to trnns u t the follow­

ina text or e oubler:;raa 'l'hioh has boon received f ro.-. 

ill" , h , fl . !l.un;., I 1n1.8ter of ltntmco nt lianUns: 

Chino great l y apprec1ntee t he N.dl·ioon Covaro­
~ent•e oonsidorntion tor Chtno •a d1ff1culty to 
connecti on wttb the oxeoutlon or the s ilver pur­
chase prot:.l"lil:l, r.owover the Chinene Oovorn.::ent 
toels that under u1at1ns oond1 tiona the pr enont 
or b!qllcr pr l oe in ony open ail ver ...:arket 
1nov1tob\y involves t ho loss of un eaaen ttal pert 
of Chinn' s 110netnry res orYo t hrough legal and7or 
illoacl exportation with .rosu\t1na ~notary cheoo end 
social ana ~olittcol c~llo~tions 1. tornn t ionnl 
in scope. China howevor oonnot r e1oe tho exchange 
to ~~e for ot en ai l vor ror i t y ond at t ho •~~o ti~ 
prevent d1 eootroue def1o t1o~ ond conserve t~e sil­
ver reaor Ya on t he presen t be.Jiia. Lack of oonfl­
deoco ln and preBent lloubt obout Chi nn ' a currency 
r eau1t1D8 r~ uneorto1nty about t ho silver ~rice 
and about t he ext ent or tbe dro1n on China' s 
e1h•er under t ho 1ntlucnoe ot .1\!::aricun buytnr aro 
ruinous t o t or at en and lntt rr~l trade and aerioualy 
lmpelr t he Qovern~nt ' a re'l'enue when t bo Oovern-
ment ia "'llllci na at r enuoun etrortn t o etaz:w out. tho 
co::IOU111at throet in fl fiat•,rn province and con­
aol1dnte i t o position throughout t he nation. 
Cb.U\a Ilea t herefor e coneiderO(l how 1L 1!11gll t odjuet 
i t a DOnetar y and flnanclal noltoy end rogrem t o 
the Aner1oan ?Olley tand pr o,'l'u· . end har"IOnl ::e t ho 
i ntoreota or ):,ot h coun t ries ond boa deot ded it hoe 
no choice but t o aeek teoslble l.lOOne t o obt<ndon 
the exclusi ve s11Yer bnaie r~1nt~lnad bu it alone 
and adopt a new currency ayata~ by uslna botb 
e1lver and cold Wi t h o vtow to linkln& i t a curr~noy 
to that or tho Un1 ted .ita t eo and to trootne 1 te 
exnh8J1£o fr~ unot.r t ointy attached t o tho s11Ycr 
beel a under present condl ttona . 

t.narlcan cooperation 18 OIIScnt ial to tha t ond 
if Cbino 1a to eocore r rog tho rrea~nt ~pooa1b1e 
a1 t un U on and rasa saf ely throuc.h the t r:y1n" trlmo-
1t1on t o a new onotary &JSt~ wt~hout n cried 
possibly prolontod or 1noonYOrtiblo ~kpor ~nay 
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eoooc:apauted n t >Tave rteo to internal 1t 
not oxter-llal otabUUy, l'be llbineM OoYem~» "' 
hopeo the ~rtoon Government Jill be able t o 
oot alon.,. tl .. Una lndlooted by the -rondta 
ot .Tanu"q P.l peollil\ an arrenowrent Wl\arebf 
.lb1na would eup)'ly the ~ eri oao e11Yer requtre­
.ent in en endeeYor to aaaiet the '--rloan 
oYern: e'\ t and would obtain AIZUirtoan eupport 

lrl ourreno:r roor ;~~niuUon . To tbte end 
vhlna outli nea t~a tollowtns plan: 

J eotion 1 . Under eximti~ olroumetanoeo 
Obina fOUl I prater to eupplf the requl~nt 
under t Jilver . uruh .... ~ot provi de ' the exto'l t 
t hereof, tba p r10d ot yearc tor their tulfilaunt, 
ond the eole prtoe of eilver suppli ed are mutually 
agreeable. ~1••~ t18e and rou111t1eo to eot 
to~tber •~trtoient e11Yer in t bo han~ ot the 
·ove~nt .. b t na oould proY14e tor t ho entire 
requ1r~ent out or the oountry•e hold1n~e . lt to 
eugqeatoC that 1n the t'1rot year .:lltna oell 
800 a1ll1on tine oUDOee with toleranae to \:h1na 
of tttty a 1U1ou tine . ...ubHquent delhery 1a 

to be orreneed • ., aoon •• the .aeri ooa GonrlVlOtlt 
l n<l ioat .. 1 to roqu1r81110nt , l'lle pr1oe 111 to be 

dotemJ.ned ei t t:n · on a ,traduall)' riein~ aoelo 
or ot a flat •aluatton aboYe t • preMnt j>rl08 

dejA~iru on how rapidly an4 to wbot valuation 
the ..merl oon '1over:~~~ent deelno the ailnr prtoo 
to be robed, 

..Jtot1~ r . In Oh&ft31:'l& the ourrer or ot the 
entire ooun ry in 8 ~rler tiMe from ellve~ t o .. 
ourranoy l 1nked w1th the United Ot etee ot ~erloa 
dollar ~h1na would reQui re ~dlato reeouraea eo 
•• to eat abll ah oontidenoe durin• tbe trana1t1on 
end proYlda a oound boaia tor the ne• ournnoy 
whioh waula roQul re protootton u~alnet temporary 
edvorae balanoe ot ~ant eonoequent upon vh1na•e 
eU•e-r exohon~ ~ out of Una wUb the lenl 
or the "otOrld • • o 1 Uea and l ead ln .. tore ten 
ourrenoiea . ~uoh reaouroou turtbar would t end 
to oaaiet ln repa1r1ns tbe eeri oua «omase t o 
vbina ' a eoorw.r roaultlac t'roa the lo .. laat ywar 
or 260 •1111on • U•• r 4ollara '11tal re"I'Y'O plua 
the a.ount emueeled end ooneeQuant • •treae ti~t­

neea ot the t1nano1al market . 
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Jurreno)' ex~M;o eotiftete that the m1ntmwa r.oouroe ~C(u1ro4 toul4 be o loen or lona tena tun4 emo~,t1na to United ~toteo or .-.rioa dollar• 100 • 1111on . In addit i on to t h1o e aredlt or l1ko amount &tJOi~ut ruture del i very or etl• er t o be dro"r!! upon 1t on4 Wilen requi red 1e de .. h,.d oo •• to ensure beyo~ questi on tho eoundneoo ot th1e ourrenay rotorm. It ia hopo4 t hat tbla oredU ~uld not be 4ra•n upon ot ell beaauee tho rororw baaed upon £mar1aan oooporotl on end e eottl.aent or tho e1lvor 41tt 1oulty •ou14 lt .. lt oom=and ~noral oonr1dtnoo . 
-Atett•s ~. lt 1e W'ldentoo<l t hot tho above pr opoeoi o ~ondlt1onod upon o final a~ee-ont 0"'\ a teoalblo ourrona)' w~ra. '""he OhlntM 'love:nuaent oamoatly hopeo t bnt t l.o roro; olng wi ll reotive rovorobl o aono1dorot1on wlth o view t o ~r~t1u, a ooluti on or t:~ •1lYOr 41tt1oulty and onoouragin~ t rade dovolo~ent . 



In reply refer to 
1'3 893 . 515/.W2 

My doar Mr . Secretary: 

February? , 1935, 

Referring to my letter t o you of February 6 trans­

mitting copies or comounications or February 1 and 

February 5 fro::~ the Chinese Li nister in fashington , I 

wioh to add t hat, in connection with the note or Vebru­

ar y 5 in Wbi oh appears the "pl anrt outlined by the Chinese 

l iniater of Finance , the Chinese Mini s ter in fashington 

gave me a separate note in which he s t a tes that , in refer­

enos to the cm=unicat1on from the Chinese Minist er of 

Finance , he "desires t o make the t ollo'lfing observation: 

"BY making all purchases from China de­
sired quantities could be obt ained core 
expeditiously and advantageously and wi th less 
inducement t o speculation t han by buying tram 
cany sources and the Chinese Government can 
thus obtain necessary supplies wi thout the risk 
or ~uggling to take advant age or a higher price 
abroad. American buying at London or other open 
markets a t a price above the volue in China 
necessarily i nvites smuggling. For t hese reasons 
the assurance or American pur chases made in China 
only from the Cent r al Bank or China is no great 
assi stance against smuggling . l'oreover an exclu­
sive arrangement would f acilitate the government 
in obtaining desired quantities troll the Chinese 
public . " 

. s incerely yours , 

C rd Ho \ 
The Honorable 

Henry Korsenthau , jr., 

Secretary ot the Treasury. 



--

l 

My dear Mr . President : 

I 

/\ 

cY;, 
(1 

DEPARTMENT OF STATE 
WA SHINQTON 

Fe bru3ry 20, 1935 

Referring to my letter to you of this morning on 

the sub j ect of the suggested reply to the Chinese 

Minister 's notes of February 5, I hasten t o send you 

herewith a copy of a l etter which I have just rece ived 

f rom the Secr etary of t he Treasury in which Mr . 

Morgenthau states that he has no objection to the 

g iving or a reply as proposed although he doubts 

whet her it will "get us any farther t han our previous 

reply. " 

If' you approve of our making reply as proposed , 

I shall, before formally communicati ng the reply, first 

discuss t he matter informall y wi t h the Chinese Mini ster. 

Faithful ly yours, 

Enclosure: 
From Treasury 

Depart ment, dated 
February 15, 1935. 

The President, 

The ~fhi te House, 
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COPY 

THE SECRETARY OF THE TREASURY 

WASHINGTON 

February 15 , 1935. 

My dea.r Mr. Secretary: 

I beg to acknowledge reoeipt or your letter 
or February 6th with enclosed oopy or cablegram 
rrom Dr. H. H. Kung and a suggested drart or tho 
reply to tho same. 

I have no objsotion to the forwarding or 
this reply, but doubt it it will get us any 
farther than our previous reply. 

Yours sincerely, 

The Honorable 

Cordell Hull 

H. KORGENTBAU JR. 

Secretary ot State 



--

My dear Mr. Pre s ident: 

\ 
' 

DEPARTMENT OF" STATE 
WASH INQTON 

Developments of importance in regard to relations 

with China during the week February 25 to March 2 have 

been as follows: 

On !.londay , February 25, the British Ambassador called 

on me and stated that the J apanese had recently asked for 

information with regard to the attitude of the British 

Government toward the f i nancial situation in China; and 

that the Foreign Office had thereupon decided that t his 

was an opportunity to explain the Briti sh Oovernment• s 

views to the three other Governments principally concerned, 

namely, China, the United States and Japan. The Ambassador 

continued to t he effec t that the British had followed the 

situation in China, and especially proposals involving 

loans or credits, with close attention; and that they had 

had to discourage such loans or credits . He then handed 

me a copy of a confidential memorandum giving "reasons for 

v1hich His f~ajesty • s Government believe that foreign loans 

or credits for Chinn would not otter any real or lasting 

remedy. " He said that the views expressed in that memorandum 

had 

The President , 

The White House. 
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had been co~unicated to the Chinese and to the Japanese 

Governments. However, he said, the British had been 

careful to indicate that the situation was one with regard 

to which they felt grave concern and they have emphasized 

their desire to help China , in cooperation with the other 

governments principally concerned . Their general policy 

in the Far East was influenced by t heir desire tor cordial 

relations betlfeen China and Japan, besed on a friendly 

settlement of outstanding difficulties. This they regarded 

as the only possible basis tor a general relaxation or 

tension in the Far East which they considered of supreme 

importance and without which t hey felt that there could be 

no satisfactory solution of any of the particular problems . 

They felt that any plan to help China needs a sound basis 

and must be carried out with friendly agreements with the 

other powers and or China herself. They would value an 

expression or the views or the Chinese Government as to 

how this might be done . If China responded favorably to 

their communication, the British Government would welcome 

the cooperation or the United States in any useful steps . 

The Ambassador concluded his remarks by asking whether 

l'le could give any indication or how we view the problem 

as a whole. He said that he had purposely retrained from 

alluding to the American silver purchasing policy and that 

he would say, on his own initiative, that an easing or the 

tension 
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tension in the Far East would have a very real effect 

upon naval negotiations. 

On the next day, February 26, we gave the Chinese 
Minister the reply, which had been decided upon before the 
British Alllbasee.dor •s call, to hie notes of February 5 

inquiring about the possibility or a loan or a credit 

rrom the United States to China. In this we said: 

" • •• • the American Government deems 
it not practicable tor the Uhited States to 
embark upon an undertaking such as is envisaged 
in this outline and ventures to inquire whether 
the Chinese Government has given thought to 
the possibility of pre senting this outline or 
an outline similar in essential reatures 
simultaneously to the governments or those 
foreign powers - - of which the United States 
is one - - which have in the past manifested 
interest in projects relating to Chinese 
financial problems and especially in projects 
tor Chinese currency rerorm . " 

From the above it will be seen that the positions 
taken by the British Government and by the American Govern-
ment were identical in regard to two points or major impor­

tance: each or the two replied unfavorably to China ' s 
solicitation rrom it or a l oan or a credit; each indicated 
its thought that such assistance as might be rendered to 
China in that connection should be on a basis or cooperation 
among several or the powers most concerned. The British 
Government, however, went further than did we: they affirmed 
their desire to be or assistance to China, they intimated 

that China should come to an agreement with Japan (which 
intimation on Oreat Britain 's part would be highly gratifying 

to 
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to the Japanese, but probably not so to the Chinese) , and 

they yolunteered an i nitiative to\Tard canvassing with the 

interested powers possibilities in relation to the question 

ot bringing about an easing or tension and affording to 

China some form ot assistance . 

On February 28 the Chinese Uinister came to us and 

gave us information 11hich showed that the British Government 

had expressed itself to the Chinese Government in terms 

similar to t hose in which it had expressed itself, through 

the British Ambassador here, to us. 

IThsn , on February 26, we made our reply to the Chinese 

notes to us, we told the Chinese Minister that we expected 

to inform the Br itish Government or the exchange or com­

munications between the Chinese and us. 

On Friday, Llarch l, the British Ambassador called, and 

I informed him that we had considered with gratification 

the information which he had given us on t he 25th . I told 

him or the approach which the Chinese had made to us on 

the subject or a l oan and a credit and I i nformed him or 

the substance or our repl y. I then stated that this Govern­

ment wishes, as does the British Government, to be or 

assistance to China and that we believe, as do they, that 

the giving or assistance, it any, to China should be by 

way or cooperative action by and among the principally inter­

sated powers with, or course, ths assent and coll aboration 

or China. I pointed out that, to that extent, our views 

were 
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were apparently identical. I made it clear that in speak­

ing of assistance I lias not in the slightest degree com­

mitting this Government to any line of action whatsoever . 

I then said that we were not convinced that the rendering 

of such assistance should be made conditional upon there 

first being achieved a r elaxation ot tension in the Far 

East; that in our view it is conceivable that the according 

of collective assistance to China in her present moment of 

great need might contribute toward preventing further 

deterioration in the situation in China and to1vard making 

possible a more satisfactory resolving of some of the ques­

tions there t han can possibly be brought about under exist­

ing condi tiona. I said that 1ve vrould like to know whether 

the Brit ish Oovernment 'oias disposed to take the lead in 

trying to work this matter out among the powers 17hich had 

in the past shown the most interest in projects for Chinese 

currency reform and in Chinese financial problems; and 

that we would view with gratification its doing so. 

Late on the evening of March 1 there came in a telegram 

from London in which Atherton gives an account of a con­

versation with Craigie, now an Assistant Under Secretary in 

the British Foreign Office. Craigie , stating that these 

were his own strictly confidential views, said that in the 

recent British proposals for an Anglo-Japanese-American­

French-Chinese discussion or the economic situation in the 

Far East and especially China, the first reactions ot the 

Tokyo 
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Tokyo Foreign Ottice bad apparently been favorable . -- This 

is indicative ot something more speci fic and more compre­

hensive than anything that the British Ambassador had said 

to us . Also, I may remark in passing, the press reports 

this morning give ground tor doubt ~hether the reaction ot 

the Tokyo Foreign Ottica bas been in tact favorable . 

Craigie thought that it the price ot silver could be kept 

trom going above ita present level and it the international 

oonvarsations to which be had referred ware to l ead to soma 

sort ot an internat i onal loan to China, the result might be 

an easing ot the Far Eastern tension and the econom1o con­

versations thus successful might be fol lowed by political 

conversations affording hope that China and Japan mi ght 

evolve a modus vivendi on the Manchuria question. Craigie 

felt that any Far Eastern action in whi ch Japan was not 

included would be to the disadvantage ot Anglo-American 

objectives in the For East. He said that t he objective or 

British policy at this time was to ease the tension in the 

Far East and bring Japan into some naval agreement that 

could be accepted by Great Britain and the United States. 

He sai d that the British Foreign Otfioe understood that 

Hirot a desires a naval conversation at an early date, but 

that be , Craigi e, did not feel that i t could be held betore 

the end ot September. 

In the meantime, press stories appeared last evening 

and this morning spreading reports to the ettect t hat 

consideration 
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consideration is being given internationally to the question 

ot possi ble financial assistance t o China . The Japanese 

Ambassador and the Chinese Minister, noting these stories, 

have made informal inquiries . To these we have as yet made 

no repl y. An important press story has come from London 

this morning to t he ef fect t hat it has been given out there 

that the British Foreign Office has approached a number of 

powers on the s ubject , incl uding France, 

In the l i ght of all of the above, it is our view in 

t he Department that we should let t he most possible be made 

of the fact that the British Government has t aken the 

initiative in regar d to this question; that , in brief, we 

shoul d, with gratification, let t hem play the part of broker 

i n an endeavor to explore the possibility of bringing t he 

powers int o l ine for the considering and the possibl e carry­

ing out of a plan for improving t he situation in the Far 

Eas t , in which plan there may be invol ved the affording 

cooperatively of some financial assistance to China . On 

our part, we shal l have to decide, tentativel y but as 

defi nit ely as possible, how far we may be willing to go 

by way of encouraging the Brit ish Government and giving 

assurance of support, in principl e, in the effort upon which 

that Government is embarked, It is my belief that the effort 

has constructive possibil ities and that we should g ive it 

encouragement . 
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April 30, 1935 

My dear Kr. President: 

May I suggeet th&t a t your convenienoe you glanoe 
at the a ttaohed memorandum of a conversation whioh took 
place on April as between t he Chinese Uinister, ~. Sao­
Ke Alfred Sze, and myself, in regard to the effects on 
China of the silver policy of t he United States . I am 
also sending a copy of my memorandum to Kr. !lorgenthau. 

Faithfully yours, 

Enclosure: 
Memorandum of con­
versation, April as, 
193S. 

The Preeident , 

The White House. 
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DEPARTMENT OF STATE 

THE SI!:ORET .lR T 

' 
00!FPIIIIH1L April 25, 1935. 

l.!EJiOR.liDUll OP' OONVERSAT ION BETWEEN BECl!U."l'.lRY HULL .lHD 
THE CHINESE lliNIB'l'ER I l!R, 8.10-KE ALFRED SZE. 

Silver. 

The Chinese Minister oalled and stated that he had 

received a communication from his government, following 

the recent inorease in the price of silver by this 

government , in which he was requested to s ee me and 

express the concern of hie government about the increased 

silver price and its effect upon t he Chinese economic and 

financial situation. He added that of course his govern­

ment had not then learned of the l atest increase in the 

price of silver by Presidential proclamation last evening. 

He stated alae that his government desired to remind this 

government of its statement, made i n a communication to 

the Ohineee Government during last October, to the effect 

that in administering our silver .let we would keep in mind 

t he Chinese financial situation and proceed with a view 

to causing the minimum of unsatiafactory reactions upon 

Chinese financial, fi scal, and general economic affairs . 

I repeated to him our deep interest in the welfare 

of the people of China and our d i sposition to cooperate 

i n 
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i n every feasible way that might be mutually helpful, 
and stated t hat the mini mum of 1noonven1enoe to t he 

people of Ohina would be contemplated by any and every 

governmental polioy or measure of ours. 

O.H. 



--
THE SE'CRf.TARV 0,. THE TRE ASURY 

WA&Ht HOTOH 

JllJ1e 14 . 1935. 

My dear Ur. President! 

1 feel sure that :you will be 1ntoreat ed 

1n teeing e. resuol. o:e.de 1n l.bil ottice of an 

extremely conf1dantle.l report tranc1Hed to me 

I 
'by one of our 'l'reaSUl")' .l t te.chn abroad, 

1r11.b all good w1ehu , 

Pa1 thf\lll:y :youro, 

~e Presi dent , 

The 1rb1te House . 

Enclosure. 

... 
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Copy for Tho President 

The Secretary of State 
Tho Secr etary of the llnvy 

J uno 8 , 1935 

To Se c retary ~or~enthnu 

Fr om Mr. Haas 

Subjeet r S=Ary of Report by the Trensury At;ent at Nanking , China, 
on a Plan to Develop t ho Comnuni cationa i n the Southwostern 
Provinces of Chinn 

l . Tho Southwestern Pr ovinces of China , Yunnnn , Szechuan, Sikong , 
nnd Kwoi c how, =• r i ch in natural resou rces such as copper , 
t in, coal , iron , l ead, go ld , s ilver, oil , wool , leather, nnd 
opi um. Owin& to t he lack of moder n m a ns of communication 
those r i c h resources , all oo=oditiec of intornat .l onal impor ­
tance , have be en undeveloped . It is pr oposed to build a r ail­
~~y conneetin& these pr ov inces . On account of t ho vastness 
of this p lan , tho cooper·e.t i on of t hese pr ovinces =d of .for eign 
c api tal , especially Br itis h , wil l be necess a r y . 

2 . For the pas t e ight mont hs, the Chines e nnd Br l t i sh authorities 
ha"ITa been v:orking on a proposed r ailway development in tho 
Southwe s tern Provinces . The e;e ne ra.l outline :'rovides for 
1 inking CAnton rutd ChenGtu throu<;h tho Sout hwester·n Fr·ovioces . 
Ther e will be connectio·la with oxistin;; ral h~:· s to Ha kow 
ru>d r eipinc and possibly thro~~h t o Burmn . 

3 . I t is believed tho project is di rected a ga inst tho possible 
fur ther ·o.ggr eseion by the Japanese . It is expected that in 
case of o.nother Sino- Japanese Conflict, which i s deec:ed 
unavoidable . the Ja panese will take a ll the cons ta l pt·ovinoes . 
This ro.il~uy i s tho only ~~y to prese r ve Chinn f r om fallin& 
int o pieces, and by its menns Ch ' no. nny r ece i ve Brit1oh assi st­
ance i n wnr oquipm~nt . 

4 , Tho pr oposed rail~~ development scheme under j oint Sin~-British 
aus pices was at f i r st mot wit h tho oppo•ition of t he French , 
but l nter nn understand inC was reached by the Br itis h •.vi th tho 
French t o connect tho Haiphong- Yunnan r aih.ny \rlth the schece . 

5 . !.!r . P. K . Lo.n . one of t he imrortant pr oposers of t he railv.~ 
development, has pr e sented the following Stml!.1ary of ~r.o plan: 
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(a ) Tre proposed line will run fro~ Canton to Che nr, tu , 
a bout 1, 000 mil•• • 

(b) It ia estimated tho.t t ho total coat vrill be $150,000 ,000 . 

(c) Tho oxponeea My be r enoro.lly clausif1ed into two kinds • 
(1) !Jtlteria la oostinc o.t out $100, 000 ,000, and (2) onr;i­
neerinc oxpenaea or about v60, 000,000 . Tho Br itiah 
a uthorities have given defi nite aosur~~ce throu~h tho 
Ron~;lcon!; Cevenll:lCnt that they will ~ako loans in r a' lt.uy 
materials to be refunded i n ten years . T~o encinoorin£ 
expenaea are to be raised fran Shan~hai bankore or by 
1sauin£ speci al bonds . 

(d) Constr uction will require f~ve years O.!ld 'llhon it ia 
co:::rlo ted tt e oil resources at Steohuen and lTO'ohow o.re 
to bo developed . 

(e ) It 1s estl~Atod tha t the preoent oi l oonsurnrt ion or China 
t\!llOWltS to t l 80 , 000,000 per ye!lr, tlOSt Of whi~h io now 
imported . 

(f) The- completion of t his railway rmy also ho lp tho Govorn­
JOOnt to erad i onto the oo-runist troubles, wh'oh havv beon 
centered in t he SouthM!latcrn Pro•:incea . 

(g ) The ra i lway wil l be a r reat oontriout !on to nat ional 
defense a.nd ind1tstrial dovelopnent . 

(h) This develo~nt wil benefit t he Br itia Colony at 
Hon"':konr . 



MISSY: 

THE WHITE HOUSE 

WASH INGTON 

For my confidential file . 

F. D. R. 
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Peiping, January 1?, 1936. 

My dear Mr . President : 

I want to thank you for your very cor­
dial and very much appreciated letter of No ­
vember 27th in which you sent a word of appre­
ciation to myself and family , and t o the staff 
here in China . I naturally lost no time in 
bringing this to the attention of all under 
the jurisdiction of this Embassy . 

The year that has passed has been an in­
teresting and , in some respects, a trying one 
in t his part of the world , but I am sure , from 
conversations which I have had with represen­
tatives of our Government in t his field, that 
all have felt inspired by the part that our 
Government has played . 

They would all wish to join me in express­
ing to you the hope that the New Year will be 
a happy one for you . 

Faithfully yours , 

The President , 
The \'lhi te House , 

Washington , 
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PA!W'IIlUSZ or O.AliLI UOJJ nD riiOII Pl!QRSSOll BOCI 

" ~ Sil•n,ghal , China, 
ltarch 14, 1936 

Chen lett laat nicht, March 13, oo SS Preaident Pierce. 

tun,g•a attitude le one ot hearty cooperation wlth the 

United Statee Treaeury. Apparent policy i e that of continuation 

ot managed currency with the use of e1her and partly ~ld metal 

reaer.e and currency redeemable in foreign exchange, although 

not to be linked to the currency of any other country. Some 

eilTer ln token colna may poeeibly be used. aeeol•ed oot to 

return to allver atandard. llow that China baa left ather 

atandard fa•ore a hither price tor the metal and a lao deeiree 

price not to tall below parity. Still deeireo to eell aOIM 

eil•er in order to increaee balance of !orei&n exchange or to 

ha•e some other ,o;uarantee of auhtance ehould an ..,•r&eney 

arlee requirin,g additional torei~ n~. 

Note: The parity price tor ail•er, figured on China• a new 

currenc7, would be 401 per ounce . 

~ . -

/15(, 



- • 
I JJ-. L 
r' J 

' THt: SECRETARY OF' THE TREASURY t 
WA8H I N0TO N \ 

' 

My rl!'ar ilr . President : 

l~y 1:: , 1~ 6y'. ~ t 

.,; " 
~clo~ed here~ith i s a drnft 

thl' proposed •sreement furnl~hE'd u~ by the 

Chinl'se . I hop(, thct you will find time 

to reac. it ~m dvi se rr.e rzhether thE're 1~ 

~~ythi~£ in +~•s proposec ·~reemPnt th t 

you feel i s not in the best inter~sts of 

tho United c t·.t~s ·overrun<·nt . 

F ithfully yours , 

1he President, 

The ' .. 'hi te House . 
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I 

The oonversa ~ions on Chinese currency n01. being held bet·.,eoo t he 

Chinese Jonetnr.f Del egation And the Uoit~ Su tea Tr.-c snry h ve been 

found 'I!Os t useful 1n bringin6 to light China ' s present urt:ent needs and 

the steps ehe should puraue in str cngthenin6 her o~~ncy pooition. 

As C~ino ' s note i ssue i s covered to t~e Pxtent or more th<n 651 

by a CHSh reeerve composed ~inly or oilver and to e les~er extent of 

gold and foreie>n oxohllnge, i t is mos t essential for her to achi.,ve two 

objectives 1n orJer th~t the confidence of tht> ;>Ublic in the new cur­

renO] lllaJ' be malntut"ei a nd furtlwr 1ncre•ocd. First, the value of the 

~hite metal should be stubillzed nt c round eit.her thr 9r eaent or 11 

higher level; seoondq, the w:~ount or golc.l • nd for eign exol11 nee hel<l in 

the cnsh reserve ngai11 ~t note i ssue ehould be sufficientq l.ncl'eased so 

t lu.t there shall be no doubt in the minis of t!Je public n: to Cblm ' s 

&Oilit? to hold h•r currency a t thP prevail~ level or cxch•.nJe. "bile 

the methods of achlev ln.,: the second objective ~ill be thr content of 

•mother paper, i n the present m.emor/Uldum the Chlnese Ile leention will 

offer 1 on behalf of thei r Coverllf.lent , the wcys and means of t~ehieving 

the first objective ~hich has been t he policy of the United Stuteo 

Coverot'lent dur1ng tho past three year s . 

II 

r.itb a view to stabilizing th<" value of silver , ChiM •&r ees with 

the United Sta t es that the use of the white metal should be widened. In 

this connec t i on Chin" i s prep.:.rad to unl er tal<o the f ollo·ninJ three Gtops : 
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Firs t , to lirt tho p•eeent li•nit tion on the use of s il'lor in urts and 

indust r y in Chiw•; secondly , to comuu•nce in t he imm~>dinte future the 

coina~e and circula tion of ne~ s ilver coins, of the denomin~tion~ of half 

yw.n r.nrl one yuun ChiJ\ese currency; an J , thirily, to annoWice forlll&lly 

the l!lllint.onMce of e definite reoorve in ellver, alone w1 th gold , fo•eign 

exchange , and oth~r collat ernls, Agains t note issue. 

III 

The USB of silver in 11rt s r.nd inJustr-t in Chinn hu been an old 

and estsbllsllB<l cu3tOll Mti Chine~e ailver•ares lu;ve &lt.qa enjoJed e 

reputat ion an•l preatit,e for their e.rti• tic value. SincP t'to adoption of 

tho monc~trJ rofo•~ , the Ch!ne$c Government has i ssued " n order restricting 

the fineneas of s ilver used in s rt.s ~ nd industry to .30%, in order to 

prevent bow-din;.: of silver coins '"' 'I to insure the success of the natio!llll­

ization ?rouramae. ni th t he ~orld price ro~i~in$ s~•ble at ~'to prasent 

level CbiJla is no lon.:;er !>i'r .. i d of hour ill!;'! ani saug;:ling of s ilver . The 

Chinese G<7rern;:~ent is read,y , in o%\ler to prove its intentioot f UGill(: 

more &ilvPr i .n China , to resclnd tho r es triction order on tho fineness of 

silver used in ~rta And industry . It io cortnin that this notion will 

result in nn incroaGod consumption of tho white metal in Chins • 

IV 

The Chinese Government bas ~iven or~ers to the Onited S~tes Govern­

Jilent Mint in Ph1lndelphit1 to mt1ke s everal sets of dies for the coinaee of 

two silver co1J1s: tht• half yuan Md the 1 yuan pi ece . The Chi nese 

Dele~;stion h11ve received definite instructions fro·~ their Govcr11r.1ent to 
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st ate thut t he Chinose 1 yua.o pi ece rhoJJ. contain at le.'lst 138. :2/, gruiM 

of pure s ilver, and t he half yuBa pi ece , a t l east 69.12 gra i ns of pure 

silver . As soon ao t echnica l preparat i ons alloTI , t ho h~lf yunn ~ieee will 

first be coined and put into circulati on, to be follov:ed l ater by the 

1 yuan piece. These coins have a monet.ary •1ulue for silver a t UStl.04 

per ounce of s i lver . 

Tho present capacity of the Central lo!int et S!mne)wi i r about 40 

million pieces monthly i ncluding t he necessary amount of s ubs idi a ry copper 

and nickel coinage . The Ministry of Finance i s making pl rn s for the 

recondi t ioninc of the mints at Hanko• &nd Chunelcine. r.ben r • conditi oned 

these mints will take over from the Central Mint the task of making 

copper coins, le1ving the lstt~r to bear ~~e sole r esponsibility of mukine 

silver and nickel subsi diary coins. 

The Chinese Go,ernment hopes that by issuing 200, 000, 000 pi eces 

of each kind of coin during the period of inception, t o be followed 

eRch year by say 50, 000, 000 pieces of the l yuan coin ond 100, 000, 000 

pieces of the half yuan coin, ~6 ,000 , 000 ounces of s ilver wi ll be re~uir d 

f or the initial per iod and 30, 000 , 000 ounces for each s ucceeding year . 

That the Chitt'!se peopl e in normal t 1rces csn absorb great amounts of 

silver currency can be subst antiated by t he fol lor.ine f acts : During t he 

ten yelirs 1922 to 1931 there were imported i nto ChinA. 750, 000, 000 ounces 

of silver t he great er portion of ~hich •ent into the interior in the 

forms of coins . \"/hen ec011om1c depression came to China no less than 

300, 000, 000 pieces of s ilver yuan f lowed back from t he interior to the 

Sh..ngbai financial market during the years 1931-35 · Since the order for 

the nationalization of s ilver was i ssued on November 4, 1935, old silver 
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yuan at thl' r .. t e of 6 ,000, 000 pi ecea each .. eek hcve f lo>ted into the 

vaults of the g<N<rnlllent banks . l. t r emendoUB potentia l r equirelllent of 

her3 coins lllUet h,.ve been slo·.11y built up durtng the last fiv e yeiU's , 

intensified s till more by the recent rwti ondi zation programme . On t op 

of ~•e potential deownd must be added t he r equireoent from t he contem­

plated move on the part of the G<N ernuent to s ubsti t ute t he ner1 coins 

for the l yuan notes i ssued by the benks in China . The amount of this 

kin1 of money no-;, i n circulation i s t.pproxLrt& t ely Yuan 130, 000, 000. 

I t i s evident from the abate mentioned f acts t~at the amount of 

the new silver coins ct~ be increased vory much before a sat uration 

point is reached end no mor e silver needed. The Chinese G~<ernment , 

however, prefer s to pr oceed with the new coinage prograwae i n a cautious 

=er, r ealizi ng th~ot public acceptance i s usually ht>siteat a t the 

beginning, and a l so that counterfeit ing i s a serioue probl ell that <~&rrn.nts 

more than ordin~17 attention when the new coins are f irs t i ssued. 

v 

Tbe practice of "ainta ining oilver as ::. part of the monoh ry 

r e serve of the nsUon was adopted by the United States i n 19J4. As an 

evidence that China i s in agreement with the United St ates in this 

m~tter, she has decided and will announce , as soon as complete accor ti 

i n r eached i n the ~ashiagton conversations , th~ formal adopt i on of 

maintaining at least 25% reserve in s ilver against notes outst~nding , 

using for th i s purpose the old silver yuru:1 - r;hich has o bullion value 

10% abate its monet&ry value - until s uch a ti "18 when t he change in 

circumst ances "errants t be use of e.nothF>r method of Vliluation. As 
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t hf' r e e r "' no1 issued by tho thr ee gover cuocnt b~nks leeBl I ender not,t>s 

to tlte uaount of Yw•n 7801000, 000, e aini"IW1 •mount of Yw•n 1q5, 000, 000 

in s ilver would be kept in Chin• 1s aon.,t.>r.t reePrve . T'n ill • nnounCP'11ent 

~ben mGde wi ll afforJ cnoclu3ive pr oof of the contf'n tion of the CbinAse 

Del eeat.lOl\ tltnt China loae not •:ant to cl ispooe of • 11 h,.,r ct ock of 111lver . 

I t ~111 ~lao give strenetlt ~o the prico structure of s ilver, becaus e , 

a d de f r 0111 allaying the re,r of dll:l;:>in.l "r0111 China , !lddit lontl allver 

i ll be r e-,uired b;- her ~;: 110not'>!'.f rt>serve for the future expensi on 

of hor note issue . :':uch being the cave , th.I.G ~ction of the Chinese 

GO"~ernuent will prove t o be ll1l important f c ct or towurd t h<" etsh1112'nt1on 

of t he ~oili te metal . 
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December 17, 1936 . 

/l!emo to Pres . 
From Sec. of Tr eas . 

a t t ached- two ~emoranda on Chinese situation-one prepared 

by ll.r . Han~ and the other prepared for IL M, Jr . by Capt ain 

Puleseon. Sec . says lob. woul d appreciate return or memo 

f r om Pul oston for obvious reasons . 

Two memoranda not attached. 

SEE--Henr y Morgenthau- {f ) Dr awer l --1936 
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DEPART MENT OF STATE 

DIVISION OF FAR EASTERN AFFAIRS 

December 22, 1936. 

5 P-- . 
THE CHINA SI TUATION 

I . The important figures on the China stage at 

this moment in connection with the Sian situation are : 

~ General Chiang Kai-shek, Generalissimo of the Armies 

of China and Presi dent of t he Executive Yuan, who has 

been seized and i s hel d at Sian ; 

General Chang Bsueh-liang, the "Young Marshal", 

who is "Commander of Bandit Suppres sion Forces in the 

Northwest" and who is nominally responsibl e for the 

seizure and det ention of Chiang Kai- shek; 

General Yang Hu-cheng , who is "Pacification Com-

missioner , Shensi Province" , and who is bel ieved to 

be in position to dictate to General Chang Hsueh-liang . 

General Yang is reputed to be a stronger and more 

ruthless man than Chang Hsueh- liang and to be a very 

positive proponent of the i dea t hat the Nanking Govern­

ment should cease its military operations against 

communists and that China as a whole should make war 

on Japan . 

T. v. Soong, l eading male member of the Soong 

family , China' s leading f i nancial expert, formerly Minis­

ter of Finance, principal adviser to t he present Minister 

of 

' ' I 
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ot Finance, president or ohairm.an of several of China • s 

leading banks and miscellaneous business enterprises . 

Soong bas three sisters, one of whom is t he widow of 

Sun Yat Sen , another the wife of Generalissimo Chiang 

Kai- shek, and a third the wife of the present Minister 

ot Finance , H. H. Kung. 

H. H. Kung, Minister of Finance and Vice President 

ot the Executive Yuan (now its acting head). Kung is a 

direct lineal descendant of Confucius (in the 76th 

generation) . Before becoming an official, be was a 

banker and business man . His wife is one of the Soong 

sisters , and he is greatly influenced and helped by 

T. v. Soong . 

General Yen Hsi- shan , tor many years governor of the 

"model province" , Shansi (which province is directly ad­

joining and east of Sbensi province in which latter Sian 

is located) . General Yen co~nds a considerable body 

ot troops , is loyal to the Nanking Government, has no 

known personal or political feuds with the military 

leaders in Sbensi, is in position to function as a go­

betvteen , and would s t and to profit by the release of 

Chiang Kai- sbek and a di sciplining of the generals who 

are holding Chiang . 

Mr . VI . H. Donald , a British national of Australian 

origin, who came to China thirty years ago, who bas been 

actively associated with several of China' s outstanding 

leader s 
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leaders and has had personal contacts with nearly all 

ot China' s outstanding men during the past three decades , 
who stands well both with Nanking otticialdom and with 

Chang Hsueh-liang, who is in good repute both in British 
and in American official and business circles in China, ;f( 
who is well known to all press correspondents in China 

and to the stat:rs or the LONDON TIMJ!S and the NE.1 YORK 
HERALD-TRIBUNE, who is very ettective in dealing with 

.....s' 
./;1 

if vi"' 
Chinese otticia1s, and who has twice visited Sian and ¢'$-

""' had contact with Chiang and Chang since Chiang' s capture. 

Madame Chiang Kai- shek , wbo is the ~~te ot General­
issimo Chiang, sister ot T. V. Soong and Urs. H. H. Kung, 
and who has been active in the political councils ot the 
Nanking Government tor several years. She is a woman ot 

bourgeois descent (the tether or the present Soong genera­
tion is understood to have been a Chinese Christian pastor 
of comparatively humble origin); she is intelligent, 

liberally minded, Belt- assertive, magnetic, reasonably 

good looking, i ntense , somevthat impulsive , determined, 

devoted to her husband and to China . She was educated 
in the United States. It is reported that she bas :flown 
with her brother, T. V. Soong, to Sian with a view to 

helping etteot the release ot Chiang Xai-shek. 

Lin Sen, is the nominal head ot the Chinese Govern­
ment, occupying the substantive position of "Chairman of 
the National Government ot Ch.ina"; but he is not outstand­

ingly 
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ingly active in political matters and his name bas not 
appeared in connection with the present Sian situation . 

II. There is ample ground ror assuming that Chiang 
Kai- shek is still alive. There is warrant for an eJ~:pecta­
tion that an arrange:nent will be effected which will result 
in his release . We should not be misled by the accounts 
which s tate that Shensi province has "revolted" against 
Nanking: Generals Chang and Yang have perpetrated an act 
or treachery, but they have not as yet engaged in any 

military operations against or i n defiance of Nanking. 
Nor should we attach great importance to the r eports whicn 
state that Kansu province has "revolted": Kansu is on the 
extreme western frontier, has in its population a large 
Mohammedan element, plays no great role in the political 
and military affairs of China and i s usually passive or 
"anti" in attitude toward and relations with the Central 
Government . I t will be difficult to effect an arrangement 
which will induce his capt ors to release Chiang Kai- shek, 
for by seizing and holding him they have acted disloyally 
and have jeopardized their own futures. It will probably 
take some time to negotiate an a rrangement, and before 
the matter i n settled it will probably be necessary to 
raise and place in their bands considerable sums of money . 
The fact that public opinion has condemned the seizure, 
this being true both or public opinion abroad and or public 

opinion 
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opinion in China, together with the fact that other 

military l eaders in China have almost universally 

declared their loyalty to Chiang Kai- shek, renders it 

very unlikely that Generals Chang and Yang will venture 

to do any violence to Generalissimo Chiang . Their 

problem now is that or extricating themselves, with some 

possible advantages to themselves and aesurance that 

their own lives will not be taken, from the "hole" in 

which they have placed themselves. 

Thus far, the affair has been to the advantage or 

China as a whole. Although governmental processes have 

been disrupted and China's reputation has been damaged 

(probably temporarily only), the Sian affair has evoked 

an extraordinaril y widespread protestation by Chinese 

officialdom, both civil and mili te.ry, and the Chinese 

public in general, of loyalty to Chiang Kai- shek and 

the Central Government . It has intensified the interest 

of the whole world in China and the situation and events 

in the Far East . It has given pause to the Governments 

both of Japan and or the Soviet union as regards t heir 

thought and action in relation to China. It Chiang 

comes out ot Sian alive his prestige in China will be 

greater than ever and the cause of the unification or 

China will probably have been substantially advanced; 

i t should be less difficult than before tor Chiang to 

resist the importunities and threats or those elemente 

in China which have been demanding the making or war on 

Japan . III. 
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III . When the news first reached the Department on 

December 14 that GeneralissUno Chiang had been seized 

at Sian, the Department telegraphed the American Ambas-

sador at Nanking to observe events carefully, to keep in 

touch with the Chinese officialdom and with his diplomatic 

colleagues, to report tully, and to consider constantly 

and carefully what action, it any, might helpfully and -
appropriately be taken by hie Government . On December 18 

the British l!lnbassy in Washington , on behalt ot the 

Br itish Foreign Office, inquired whether this Government 

might be willing to cooperat e with the British and other 

Governments in an otter, it o~portunity should arise, 

t o assist in ettecting a sate conduct tor General Chang 

Hsueh- lia.ng out ot China. On that evening, this Govern­

ment instructed our Ambassador to oonter with the British 

Ambassador in China with regard to this suggestion, making 

no commitment, and to report . On the afternoon ot Decem­

ber 19, t he Department received a report trom our Ambassador; 

and at midni ght, December 19- 20, this Government authorized 

our Ambassador at Nanking, enjoining caution upon him, to 

collaborate with his British colleague in informing H. H. 

Kung or our willingness in cooperation with the British 

and other Governments , i f any, to attempt to etteot a 

sate conduct ot Generals Chang and Yang tram a Chinese 

port to some point outside ot China, our responsibility 

to cease it and when such safe conduct should have been 

completed. 
There 
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There is warrant for doubt whether this authorization 

will need to be acted upon, There is warrant for confi­

dence that our Ambassador will proceed discreetly and 

dependably and alt ogether within the limits of the 

authorization . Mr. Johnson understands t he attitude and 

policy or the present Administration and the t hought and 

methods or the Department; he knows China thoroushly and 

i s well acquainted wit h all the princi pal actors now 

before the footl ights on the China stage, He is senior 

in experi ence and in time at his post to most or his 

important diplomatic colleasues . He is naturally conserva­

tive and he prefers, if erring, to err on t he side of 

caution. He is supported by able and eXperienced offi­

cers at our diplomatic and consular posts in China. 

It is believed that we need not a~ this moment be 

apprehensive with regard to the Chine situation . 

It is believed that this Government should be pre­

pared to m.ake gestures which may be possible indicative 

or will ingness to cooperate with other governments in 

action, within appropriate l imitations, which might 

cont ribute toward preventing the calamitous consequences 

which would be l ikely t o ensue upon removal by death of 

Chiang Kai- shek from the position or authority which he 

has held in China; and that, when making such gestures, 

we should be prepared to act in accordance there~rlth should 

the need for so doing develop . The situation in China 

and 
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and the problems which arise there~rom di~~er in 

numerous respects from those with which we have to deal 

in any other part of the world , Having , as we should and 

do, policies which it is our purpose to adhere to 1m­

partially in relations with all regions and countries, 

it nevertheless is a fact that, because situations and 

problems presented dif~er, the methods which we can most 

ef~ectively employ and which we should employ in differ­

ent parts ot the world and at different times cannot 

always be the same , 

rv. our Ambassador and our consular officers in China 

have been and are taking a l l possible steps toward ensur­

ing the saf ety of American nationals (most l y mi ssionar ies) 

in Shensi and Kansu provinces . Those nationals have been 

asked to withdraw. Thus far there has been no report of 

any of them being in imminent peril. Special and appro­

priate representations have been made to Chinese official­

dom on their behal f . Communications are di~~icult . We 

are solicitous but need not be apprehensive vnt h r egard to 

t heir safet y . 

v. Our latest incoming telegrams, received this 

afternoon , are here attached, with important features 

marked . 
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Secretary or State 

\'Ia sh 1ng ton 

373, December 22, 3 ~~'i: 

PLAIN 

Nanki~ via N. R. 

Dated December 22, 1936 

Roc 'd 10 : 22 a .m. 

Foll~ving i,based on press releases at Na~kin$ : 
T. V. Soo reported 1n conferences with the Generalissimo, 

but no details are 
Chang 

available . oturned by plane to Sian this morni~ with .......,_._ -
/~c . Chiang Kai-shek and Donald . 

( 

Government f orces have captured Hauhsi en and arc 
advancing towards Sian. Rebel troops are mas s ing near 
Sian and Lintung . 

Sent to the Department, by mail to Peiping . Filed 
five p .m. 

JOHNSON 
CSB 

\ ' 
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3ecrotary of State 

1'/no~ington 

664 , December 22 , 3 p .m; 

GRAY & SPh~IAL ORA! 

ShanC)lai via !1 . R. 

Doted December 2~, 1936 

Rec'd 2 : 45 p . m. 

'l' , V. Soong and Donald /returned to Nanking yesterday 
afternoon and ar. reported to have left again this morning by 
plane for Sia."'l acconpaniod by •:;ife or Generalissimo . 

Tv;o . Donald is repor ted to have told Hew York TH!ES 
corres:;>ondent at Nanl<ine last nigl'lt that Young Marshal has 
only small force at or ncar 31an and that Pacification com­
mander Ye.n~:; :ru- cheng and h is rabble troops are actually in 
control at Sian and are fear on to be anti- foreign in their 
attitude . 

Three . Chinese press reports otate that Central 
Gover nment t roops procoedinr west from Tungkuan yesterday 
r eachocl Chihshui and ar e advancing along north bank of r1e1 
River •,;i thout mooting r o:J is tance . 

rour . It soor.1s likely that pr esent negotiations 
conducted by Soon& are for purpose of buying off Yang Hu Cheng 
followLnG '.'llich revolt •;;oul d probably collapse . 

Fivo . Shanshai quiot . Repeated to Ranl<OI'I , By mail 
~o l:an':ine, o:• air mail t o p.-,ipinG· Filed '.'tith Naval Radio 
Docembor 22, 5 p . m. 

CSB GAUSS 



JOPY 

!.!!: OitUllt u.! I:J.;;tt;.~I .. C , t.; : .. Io.UlDlTY Vi' " t:. .;.~ra ~ £~V:: AC.UI ::3T l::r.! 
ISSv.>S '.R T!C C II!C..S:. XlV:::!t " -:::!00: a,·:;rs 

In another paper that ie bol.n;• eubr.Utted by the Chinese r onetory 

Dele;ation t ne stotecent i s made that the amount or ~ld and roroign exohan~e 

now bald by the Chinese Government bo.nks npninst notes in o1roulat1on is 

relative l y small ns compared to tho amount or silver held in tbe same 

reserve a~inst notes . It is eleo pointed out that if the amount or f~ld 

wad fore ir,n exeba~e could be increased the confidence of the public in t he 

ebillty or ·over~~nt banka ~ bol~ Chine ' s cur. ency at the prevullinv level 

or exchan·e woulc be enhanced . 

The Cb.l.neso ' onetery Delor,ation have been ~tified by the fact that 

in eevera1 of their conferences with the Secretary of the 'l'reasury he hae 

i n<licated two possible ..aye of holpin~ Chine. to solve this Monetary dlrt'lculty: 

One of tho~ is for t he United ~tatee TreesUl'Y t o buy silver on mont hly 

i nstaltr.en ts frQJI Chinn , t."ivinl' in exche.nre ' · s . funds in New York to hel p 

stron13tben China • s cw·rency reserve; the other is f or the Chinoae coverDMen t 

bt.nlcs to ship silver to Se n .. r &.eiaeo end :;e., Yor< , to be ta.<en in custody 

or ~y t!te -ederel .~eserva bbllkS ther.~ ' Wid e rren<"e l'or credit facilities 

~ ·einat the s ilver 'hus s~ipped . 

Purounnt to tne reques t or t~e Secretary of the ~reaaury , the ~lneee 

' onote.ry De l evotion are sulrni t tinr t wo nemorande signi fyi n,. the inten tion o r 

thoir Go vernment to enler~e the usa or si lver in Chi na as well us to maintain 

un i ndeoendent policy t or tbe Chinese currency, in order to rurnioh tho 

oasis tor discussin~ the two possible courses or a c t i on su~·eated by the 

veerotu ·y or the Treasury . Beli evinr that the content or the two me~runda 
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will ~et the a· pro.al or the ~ecretory or tne Treasury, the ~hineae 

blonetory Dele~ation, on behalf of their Oo•ernn.ent , belT to aubr.H the 

rollowin" proposals ror his sym!)n thetio conaidero.tion: 

?!rat, the ~hineee Cover~rent , tnrou~ tbe Centrel Bunk of ~hina , 

offers r~r outrlrht eal e to the United S~tea Treasury tho~ ~unt or 

75,000,000 ounces or ail•or, bein~ Qt rt or the cash roser.ea or the 

·ove~ent onnko or note issue . The time of delivery , tho ?rice, ua well 

es the "Oethod or p<yr.ont shell be rtxed by mutuel e v.reemont. The proceeds 

from this aalo • .111 be deposi t ed by the Central Bank of China at tho 

Federal 1eaerve Bank of !lew York, to be used for the axproaaed 1>urpono of 

at blliz1n" China ' • curre~cy . 

!'lacondly, wl th a vi ow tn provldln • an addition 1 -uarantee a -ainst 

unexpected emer~•nciea , ond in order to be oble to show in the published 

atateneilts of the ·overrunent banks o rood increaee in the holdin; or ·old 

ond forei >n exchan..., , 11hich tbe at ove urranpe .ant for the sale or silver 

will not be able ~o reflect oecause the D~~~nts or the ~roceeds will 

pl'Obabl:.r be :rade on an inata.J.ment boats, tbe Chinese Coverrur.en~ tr1shes that 

tho Central Bank or ~hins, a3 t~e rapresentot1ve or the rovern· ent banks 

of i ssue, be allowed to nesotie.te for credi ~ facilities nt the ,·ederol 

Reserve Bank or New Yo rk I or the r ederal 'loaerva Bank or Sen rrenc1 sco -

>~b ichevar is des1nated by the 1J • ., . Trecsury - with silver e.a collateral 

security a, to 50, 000,000 ounces . This ilver will be shinped over in the 

rom or unrefined coins to t~e United Sto tes . ~n the ~uastion of leral 

technicali ty ~hina hopes to be advised by the . s . Treooury as to bo ther 

n re- export license needs to be a"pl1ed for boforo the shipment of the 

whole lot or 50 ,000 ,000 can be made . 
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The sums involved in tbe above proposals a re e~leuleted t o be 

sufficient to rneet China ' s present re(luire'"\onts or external ~ur. • s for 

r.ooetury purposes. That tne u>~unt offered for sale is not too r reot 

can he seen by the rollo'.7ill6 cal culations: 

At present , the three ~overDMent banks in China hold about Yuan 

395, 000, 000 of silver a-:ains t their note issue wlucb has rece 1tly reached 

about Yuan 780, 000, 000 . The netionelization pro~ran~ is proceedine at 

the rate of Yuan ~ , 100 , 000 each vteek , notes bei n(l issu(ld against silver 

coins ta'cen in . Taki n· 25<; of the present note issue as the amount of 

silver to be kept in reserve , and allo~ing the naw coinar,e pro•rarncs to 

absorb nation!ili7.ed s ilver in tbe future , thore is left free and available 

for disposal Yuan 200, 000 ,000 of silver equivalent rou ~ly to 150, 000, 000 

ounces. This quantity is ~7i ce tbs ~ount ~bina offers Lo se l l. It i s 

also larger than tbe combined amount or the white me t8l China offer s fo r 

sale and as collatera l aGQinst credit faci l i ties . 



•-:::t~!t.:ID'J'' CN .tn: '.IEJ'!'IOU O" .1!.:! n::J;;.-·•::L'I(Z 
Q...:...2_ :_.: C\lllr::s£ CUR'C:':CY 

In t he course of tho oonverauttona on the Chinese currency 

between the Chinese onotory Dole~tion and the United Statea 

Treasury the point has been rulaed tile. t ?1h1lo the orr! cia l 

declarations heve claimed ~het the ~hinese currency hoe an in-

dJpendent status , yet ln al l ap earance the Chineae Yuan hee 

~lntained a tlxed rolatlonehip wlth the ilritish pound atorlin· 

since the Inception on JlaYo,.bor ·i, 19 35, or the new ::~onetnry policy 

In ~no . ~he advice .as also ·tven to the ~~ineae DeleS"tlon thet 

China could pursue to ~reat adven ture the policy now odoptod by t he 

canadi an ::Overnment or r.lakin.~ alternative cbanaes in the Canu tan 

uchrul,.e rotes on London and 'lew York , eoch Clle.ll£e being dl eta ted 

by Canndo • s own needs thus showi u~ unreservedly the independent 

nature of the Canw11nn do l.la r . 

The Chinese Oele':;ation have 111 nee trans!llitted the nbove views 

to t~eir Covern~nt end asked to ba into~d of the conditione 

•1nder which t!le rete of oxchaJ1€e on London as posted by the 

Central Bank or Chin11 would be c!lanped. The followinr reply 

and undertnkin ,• baa been received f rom the Chin9se Coverment . 

fuen the Chinese Covornment decreed, on November 4, 1935, 

tho t tho three ("' vertrnent bnnka should eo e. ot as to hol d the 

oxchan"e vnl ue of t ho Chinooo Yuan ot tho then nreveilin~ level, 

the rnte on :lew York was Ci xocl o. t 29- 3/4 (I.£. ~2'.1 .75 u'(unh 

Yuan 100. ) nne! the rate on London, at 1/2-1/2 , 1.8. yuan 1 etuala 
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14 . ~ pence) , ~se two rates were tlxed ~o cor:eapond to a London 
'low York croea rote ol' 4 . 92 prevn!Hn~ on the saao date . They re·JO.ined 
tho same tor al:noat two mon•ho when tho London No" York crooa rete 
tluctUGted w1 thin a small ranre . However, towe"'do the end of January 
1930 tho London ::ow York cross rate went up t" aboYe :1 .00 and the 
Chinese UOYern:cent banks were raced with an uborrasaina si tuetlon • 
.• a lone e.s the ofrlclol oxchullfle rotes on both London and >few York 
re A1ned unc•onged, the speculators doing exchonao arbitrage oporut iono 
could de-...nd the rlf'.ht to sell ,,::erlcan dollars to the 1;0Vern':l8nt banks 
erninst simultaneous deMand for tho rl;bt to buy ~n?~lah pound sterling 
from tho bonks , ut tho respecti ve buyin~ rete ror ~rlcen dollars 
and selllnh rote tor pound sterling posted by tho Central Bunk or 
China . -1 thor t e rete on London or that on !lew York would lulvo to be 
revised lf tha I"'verm:en~ be.nlcs were to avoid losees result1118 tron 
srbltrare oporations or the s~eculators . As tho Covern,ent was t'1on 
c~letly concerned with preserv1nr the value or tho Chinose currency 
&nd was un~lllnc tc elve the public the lo ~ression that tho Ghinese 
yuan 1'0 uld show 8 downwarJ TOY1 s1on or value oacb time the London r:ew 
Yort cross rate chen ,.d , the rate on London wos not red•aced but the rote 
on !few Yorlt was revised upword earl y in February th!s year . 5inoo 
~ebruary 13 those two rates have re~Bined unchanged at 30 for tbe 
.~r1can dollar and 1/2-l/2 tor the pound sterlln~. while the tendon 
!lew York cross rete has fluctuated between :1. 00 and 4 ,0*· 

.\s lons us the London tle" York cross rete fluctuates within the 
ebovo li!U1 ts Chine ' a exCha!lBe rates on both London end Hew York will 
ro":Bin t~e SOlo na at present , ... hould the London 'low York cross rote 
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·o ~own to 4 . 92, "'tch was t •• rote prevalltn- on !:o•e:.ber ·t , 1935, 

•en China adopted her curl:"enoy refom, t••en tho <Antral Bank or .:hina 

would restore tho rote on !lew York back to 29- :l/4, tne rate rtxed 

on •:on:-:ber 4 , 1035. 

If, after the rate on .-rlBrioa is restored to 29- 3/t, the Lo~don !'ew 

York cross rete ohou ld go down further reBehin~ euy 4 .88, than the 

Ce"trol Bank or ChiN> would mal<e a revision or the ctficial rote on 

London fro:n l/2-l/2 to say 1/~'f>/8, leaTin<'" the rate on "ew York unco11nred . 

To sun up, the position chosen by tho Chinese Coverno•nt with re3 noot 

to the exchanee rote policy is ao follows: 

.s lo= as tbe Lon:ion New York cross rate tluet•mtee around 4 .92, 

t~e rate ,revaillnl' on llove;,ber t., 1935, then China will keep her exchw.· e 

rate on London a t l/2- 1/2 ond thot on !lew York n t 29- 3/4, both being 

the ori1~lnal rntes ruling on t .,e first day or the currency reform • 

• ~on the cross rete ~es a~ove 4 . 92 to such an exte~t thnt operators in 

arb! tro"' could prof! t at the 8Xll&nse of tho r.ovor ru:tent bank a , then the 

rote on !low York would be rovleed while that on London ..ould remai n 

unc.~enlled a t l/2.-l/2. :)n the othe r hand, ahould the crou rate fall 

below 4 .92 , reaching 4 . BS or e•en lower, then tho rate on l.onclon t.ould 

be ohonrod while thot on New York would romuin uncbonr ed a t 20- 3/4. 

To oban<'e the rate on London now, whil e tile oroae rete atonda above 4 . 92 

""d the rate on :1ew York at :50, would lead to appreciation or the Chinese 

currency in terns or bo th the ~n"liah and &ner1oon eurrenoiee above the 

level 1'\llinr on Hon".lber 4 , 193~. Such an action would be open to 

objeoti:>n by tbe Chinese puollc . 3y the S<OtAI reasoning, to al ter the 
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rate on .ew York downward to bel ow 2J- 3/4 and not that on London , when 

the erose rate r"'ts bolo,. 4 . 92, ,..ould lead to euspiclon on tho 11art or 

'e ou llc that t he Chinese CovornrDnt mirht rrther de~reciate her 

currency. i'or tho so.ko or upholdin · public confldenco the Chinese 

>oven\' ant h::ls Uc.l;erud to t.re policy, utter brinlrtn;; t ,. <ralue ot the 

Chlneee yuan dovm to the level rulinr· en !lovornber 4 , 1935, of following 

either the .:.I.tlieh or the . .norican currency wnicheYer la com;>arotlvely 

dearer ln value In their daily fluctu~tions a >ove or below tbe ratio 

ot 4 . 92. This poli cy is merely o rodus operandi calculated tc urbold 

public confidence in the ~llinese currer.c;; ror the tioa bein• · . It is 

nltosethe r different from the policy of linkin~ n currency to another 

one , irre ~active of whet er the letter e~~reciates or d precintea 

i n reP'tlrd to other CJrre;,cies. 'i'he ~;hinese Coverm::ent is at full liberty 

to "'o.ke revision <>f rntee when conditions wnrn> t it . tn Sllbsttu.co , the 

Chinese end the Cftn•dian policies are esser.t1ally in e~~e~ent . 

AS pointed out above , the policy of always showin• to the public 

eithor one of tile two orii'1D'l rates fixed on ·•ove:-,bor 4, 1935 (i.e . 1/2- 1/2 

on London and 2fl- J/4 on ~lew 'fork) , is colcula ted to upho ld public confidence . 

Should the confidence In the ~;h1neee currency becone une1u1vocably atron~, 

tnen tne nresen t policy oay ·ive way to a now ono whereby ~nn•a rates 

on both l ondon and Ne'N York may be diffe rent from el thor or the two ortcill4l 

I:es roli:l · on !1ove•1ber ol , 1935. ..uch a stop 1a co::sidered tc oe in-

op oortuno at the rnsen t nomon t . H nny rete , the intelltion or tho 

v'hineae n.OYert141en t Is <tUitO clear. The Chinese yuan 11 to l:'O::.tlln independent 
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in ter. 11 o f other curre cies Ln1 La subJect to ettnn~o HD circumstances 

d .,d. .,t t~ eonclusio:~ of the preaent eonverac.tiona he re in .. aa .• in..Wn 

another declaration will be made by China to reiterate hor old &tund . 
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