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Central Bank to nominate Hongkong and Shanghai
Bank or other “neutral” bank as custodian bank for all
customs revenue. Custodian bank to open an account with
Yokohama Specie Bank in which all customs revenues
collected in Tientsin and Chingwangtao will be deposited.

(=)

The custodian bank undertakes do vis a vis the Yokohama

Specie Bank, that this account will be drawn upon by
custodian bank by cheque for foreign loan quota and
current local expenses only and balance to remain in

Yokohama Specie Bank pending settlement of present

hostilities.
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1. The procedure now in force is that all Customs
revenues are deposited with the Central Bank of China.
The Chinese Government is willing to instruct on its own
initiative the Central Bank of China to authorize as a
provisional measure a bank of a third country as
custodian Bank to receive such revenues, the details of
the arrangement to be fixed by the two Banks.

2. The revenues referred to above shall include
those of Tientsin and Chinwangtao Customs.

3. The period for which authorization is given will
only cover the duration of the present hostilities.

4. The custodian Bank shall be responsible to the
Central Bank of China for the safe custody of all Customs

Revenues so deposited. With regard however to

+17 &2

revenues collected by the Tientsin and Chinwangtao
Customs the custodian Bank is permitted to deposit
them with another Bank.

5. The custodian Bank shall, during the period of
authorization mentioned in No. 1 above, make the
necessary monthly payments as heretofore. As regards
however the revenues deposited temporarily with the
other Bank mentioned in No. 4 it may draw by cheque on
such other bank as they fall due, the necessary amounts
for the payment of the quota of foreign loans assigned to
Tientsin and Chinwangtao and for the defraying of the
necessary current local expenses of those stations.

6. The custodian Bank shall not concern itself with
matters other than the arrangements above mentioned.
1 - O KRR { BB DR D
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BNBE N R & RXHNERREN DR ERIENE
Y ANNE RS KR [0 AR~

1315



ENENREEENE<LRNR N RER- A0 2N HE
RN IR Y B R N ERE D O R B
BWREE- AN R L RIERRIIE N NP BE<EE
FRIFEEE A R WHI G | IR (BRI R w5
EVEARRNEBEY 2 LIERER- FRE ML N
NS X T ) NEEIE KR R N N AN INEE g R R
HNRRNEXED R B R BB NN R~
SEE - OV ERANED | IRERIRAR NREE X R 1720
AR2AMEX ( NCB 2B A

1. Procedure now in force is that all Customs
revenues are deposited with Central Bank of China.
Chinese Government is willing to instruct on its own
initiative Central Bank of China to authorize as
provisional measure bank of third country as Custodian
Bank to receive such revenues, details of arrangement to
be fixed by two Banks.

2. The moneys to be deposited in the Custodian
Bank shall comprise the customs revenue collected by

the Tientsin and Chingtao customs.

3. Period for which authorization is given will only
cover duration of present hostilities.

4. The whole revenue, ie. import duty and surtax,
export duty and surtax, interport duty and surtax,
collected by the Tientsin and Chingtao customs the
Custodian Bank may deposit with another bank (ie.
Yokohama Specie Bank).

5. As regards however revenues deposited
temporarily with other Bank mentioned in No. 4 it may
draw by cheque on such other bank as they fall due,
necessary amounts for payment of foreign loans assigned
to Tientsin and Chinwangtao and for defraying of
necessary current local expenses of those stations.

6. Custodian Bank shall not concern itself with
matters other than custody of customs revenue.
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I have honour to inform you that having received
necessary authority from ILG. to settle with you
outstanding questions connected with Chinese Customs
service in Tientsin and Chinwangtao, I have this day

taken necessary steps to open an account with Y.S.B. at

Tientsin and Chinwangtao namely, the collection on
behalf of import duty and revenue surtax and flood relief
surtax, export duty and revenue surtax, interport duty
and surtax, will be deposited, commencing with today’s
collections.

Throughout duration of present hostilities between
Japanese Empire and China, and until questions arising
out of these hostilities are settled, these specified
collections will continue to be deposited with Y.SB. in
Tientsin, and it is understood that withdrawals
therefrom shall consist of moneys for regular and
accepted current local expenses. In regard to such of
these moneys as are marked for loans of obligation
purposes, their disposal is left to my discretion, but it is
not my Intention to make any withdrawals in this
connection, pending settlement arising out of the present
hostilities, and therefore any question regarding them
does not arise.

It will be daily duty of administrative commissioner,
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Mr. Y. Akatani, representing myself, to see that these
moneys are duly deposited in Y.SB. and Mr. Akatani has
been given my full authority to take such steps as he may
consider necessary to enable a proper check to be
maintained over these moneys.
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#1128

It is understood that assurances been given by
Minister Foreign Affairs Tokio to effect that due
consideration would be given to desiderata of foreign
Powers concerned before any arrangement was come to
between Japanese authorities and local Customs Officials
Shanghai. It also understood that Minister Foreign Affairs
stated that Japanese Consul-General Shanghai will be
entering into direct communication with financial adviser
to British Embassy with view to discussing this aspect of
customs question.

In these circumstances British Consul-General is
confident that nothing will be done to modify in any way
existing arrangements for dealing with Customs revenue
Shanghai pending outcome of conversations envisaged in

preceding paragraph.
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. Creation of an international banker’s commission as

trustees for all interests concerned.

(representative # )

. This commission to comprise one respresentative of

each of the American, British, French and Japanese

banks.

. Customs revenue from all China to be centralized at

Shanghai under the control of the commission.

. Deposits to be divided in four equal shares, one share

to banks of each nationality.

. Payments of loans and indemnity in accordance with

the principle of priority to be made out of the nett
Customs revenue in vrespect of all Chinese
Government obligations secured on the Customs that

were receiving service as of July 1st, 1937.

. The arrangement to be operated by the Inspector

General of Customs under the supervision of the

COMmMISSION.

. The arrangement to obtain during the hostilities.
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1. All duties, surtaxes, dues and other revenues collected
by the Chinese Maritime Customs at each port within the
areas under Japanese occupation shall be deposited in the
name of the Commissioner of Customs with the Yokohama
Specie Bank or, where the Bank has no branch, with any
other bank or banks to be agreed upon.

2. From the import, export and interport duties and the
flood relief surtax thus deposited, foreign loan quotas shall
be remitted, at intervals which should not exceed ten days,
to the Inspector General's account at the Yokohama Specie
Bank in Shanghai in order to meet in full on due dates the
service of the foreign loans and indemnities which were
secured on the Customs revenue in July, 1937.

3. The service of foreign loans and indemnities secured on
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the Customs revenue shall be treated at all ports in China
as a first charge on the revenue after deducting the
maintenance expenses of the Customs Administration
(including the share of the expenses of the Inspectorate
General) as certified by the Inspector General of Customs
and such customary payments and grants (hitherto
deducted from gross revenue before payment of foreign
obligations) as are similarly certified.

4. (a) Foreign loan quotas for each port shall be
determined monthly in proportion to the share of that port
in the total gross collections for all ports during the
preceding month.

(b) Calculations in respect of foreign loan quotas shall
be based on the gross import, export and interport duty
collections of the Chinese Maritime Customs and these
quotas shall be determined as set out in (a) above by the
Inspectorate General of Customs, with the agreement of
Japan and the other Powers concerned.

(c) Any insufficiency of Customs revenue to meet the

quota of any port within the areas under Japanese
occupation in North China and in Central China shall be
made good from the Customs revenue of other ports in the
respective areas.

5. (a) The arrears on the Japanese portion of the Boxer
Indemnity held in a suspense account at the Hongkong and
Shanghai Bank since September 1937 shall be paid to the
Japanese Government.

(b) Future payments of the Japanese portion of the
Boxer Indemnity as well as the Japanese share of the
Reorganisation Loan of 1913 shall be made in the same
manner as in the servicing of all foreign loans and
indemnities secured on the Customs revenue.

(c) The arrears on the foreign loan and indemnity
service for January and February 1938, at present
deposited in the Hongkong and Shanghai Bank at Shanghai
(amounting to $3,966,576.32) shall be released to meet the
relevant overdraft for which they act as security.

(d) The balance of the Customs accounts with the
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Hongkong and Shanghai Bank in each port under Japanese
occupation shall be transferred to the account of the
Commissioner of Customs at the branch of the Yokohama
Specie Bank in each port at which such a balance exists and
utilised for future foreign loan quota payments.

6. The above arrangements shall come into effect on May
3rd, 1938 and shall apply to the Customs collections
beginning with March 1938.

May 2nd, 1938.
Your Excellency,

As a result of the conversations which have recently
taken place between Your Excellency and Mr. Horinouchi
respecting the service of the foreign obligations secured on
the Chinese Maritime Customs revenue and other relevant
matters, I have the honour to inform Your Excellency that
the Japanese Government, after obtaining the concurrence

of the Chinese authorities in the occupied areas, are now

desirous of dealing with these matters on the lines set forth
in the accompanying document and are prepared to effect
the measures described therein. It is understood that the
measures are of a temporary nature for the duration of the
present hostilities and will be subject to reconsideration in
the event of a radical change in the economic conditions
under which the above measures are proposed.

I trust these arrangements will prove acceptable to
His Majesty's Government in the United Kingdom.

I avail myself of this opportunity to renew to Your
Excellency the assurance of my highest consideration.

(L.S.) Minister for Foreign Affairs
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May 2nd, 1938.
Your Excellency,

I have the honour to acknowledge the receipt of the
note which Your Excellency was good enough to address to
me on the 2nd May, 1938, respecting the service of the
foreign obligations secured on the Chinese Maritime
Customs revenue and other relevant matters.

His Majesty’'s Government in the United Kingdom

recognise that the present position creates great

difficulties for which it is urgently necessary, in the interest
of all countries concerned, to find a solution and I have
accordingly been authorised to state that His Majesty's
Government will, for their part, raise no objection to the
application of the temporary measures set forth in Your
Excellency’s note and its enclosure.

I am further instructed to take this opportunity to
emphasise once more to Your Excellency the interest
which my Government take in the maintenance in every
respect of the authority and integrity of the Maritime
Customs Service.

I avall, etc,

(Sgd.) R. L. Craigie
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British Embassy, TOKYO.
2nd May, 1938.
CONFIDENTIAL

My dear Vice-Minister,

With reference to the notes which are being
exchanged today in regard to the Chinese Maritime
Customs, I should be glad if, in order to avoid future
misunderstanding, Your Excellency would be so good as to
give me an assurance that the quotas for foreign

obligations payable by the Northern ports in Japanese

occupation will be remitted in a currency which will enable
the Inspector General to effect the necessary transfer into
the currencies in which the foreign obligations are
serviced. This question arises particularly in connection
with the recent decision to create a new currency in
Northern China.
Believe me,
My dear Vice-Minister,
Yours very sincerely,
(Sgd.) R.L. Craigie
His Excellency
Mr. Kensuke Horinouchi,

H.IJ.M. Vice Minister for Foreign Affairs.
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CONFIDENTIAL

May 2nd, 1938.
My dear Ambassador,

With reference to your letter of today I am glad to be
able to give you the assurance that the quotas for foreign
obligations payable by the Northern ports in Japanese
occupation will be paid in Chinese national currency (Fa
Pi), on the understanding that the Inspector General of
Customs will arrange for the supply of the necessary
amount of foreign exchange for the conversion of these
sums from Chinese national currency (Fa Pi) into

currencies in which the foreign obligations are serviced.

Believe me,
My dear Ambassador,
Yours very sincerely,
(Sgd.) K. Horinouchi
His Excellency
The Right Honourable
Sir Robert Craigie,
Ambassador Extraordinary and Plenipotentiary,

TOKYO.
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CONFIDENTIAL

Record of Meeting on the Chinese Maritime Customs
Question between Mr. Horinouchi and Sir Robert Craigie at
Ministry of Foreign Affairs on May 2nd, 1938.

Point 1. Customary Grants

To prevent any possibility of misunderstanding Mr.
Horinouchi and Sir Robert Craigie agreed that the wording
of paragraph 3 of the proposed arrangement was intended
to cover not only the customary payments normally made
by the Commissioners of Customs before remitting the
balances to the Inspector General of Customs but also those
payments normally made by the Inspector General himself
before meeting the service of the foreign obligations.

Point 2. Method of obtaining exchange for transfer of

North China quotas.

Mr. Horinouchi pointed out that the Tientsin Branches
of the Bank of China and the Bank of Communications have

considerable credit balances at the Shanghai offices of

these banks. The best way to enable the Tientsin Branch of
the Yokohama Specie Bank to remit the foreign loan quotas
from ports in North China to its Shanghai Branch would be
to let the Tientsin Branches of these Chinese Banks sell
remittance bills against these credit balances. He asked
that the British authorities should use their influence to
secure the cooperation of the Chinese banks to that end. Sir
Robert Craigie stated that although this would involve
great difficulty the British authorities in China would be
prepared to place this proposal before the Chinese Banks
concerned.

In reply to Sir Robert Craigie's enquiry as to what
further measures would be taken for the creation of the
necessary exchange, Mr. Horinouchi stated that, should
this prove necessary, it was intended to use in full the
deposits which were to be transferred to the Yokohama
Specie Bank from the Hongkong and Shanghai Bank at
Shanghai, Tientsin and Chingwangtao for the payment of

foreign loan quotas due from ports in North China.
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Sir Robert Craigie stated that, according to a telegram
received from HM. Ambassador in China, the amount of
the balance in Hongkong and Shanghai Bank at Shanghai of
the Shanghai Customs Revenue Account, Revenue Surtax
Account and Flood Relief Surtax Account amounted to
$24,829,703.46 up to and including April 29th last. The
similar balance in Tientsin and Chingwangtao was

$1,762,841.85.
Point 3. Foreign Obligations covered by the proposed

Arrangement.

Sir Robert Craigie stated that it was his understanding
that paragraph 2 was intended to cover not only those
loans which were directly secured on the Customs revenue
but also the foreign obligations having the Customs
revenue as a contingent security, ie. the Tientsin-Pukow
and Hukuang Railway Loans. The contingent liability of the
Customs in respect of the latter loan did not arise until
1941, so that, so far as he was concerned, the only loans

enjoying a contingent charge which would fall within the

scope of the present arrangement were the Tientsin-
Pukow Railway Loans. Sir Robert Craigie added that the
principal and interest of these loans were secured on the
railway revenue, but the Customs were to make good
deficiencies in interest payments. The contingent liability
of the Customs for the remainder of the present year was
£125,000; for each year 1939 to 1941 inclusive £307,000; the
liability thereafter slowly decreasing.

Mr. Horinouchi replied that he was prepared to
recognise the contingent interest of these loans in the
Customs revenue on the understanding that certain
Japanese loans which had a contingent charge on the
Customs revenue, should also be regarded as covered by
the arrangement. As examples he quoted two principal
loans involved, namely:

(a) 6%

Compensation of Public Properties and Salt

Treasury Note in Gold Yen for the

Interests in Tsingtao (1923)
(b) Chinese Government 8% Bonds for Refunding
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Internal and Foreign Short-term Debts (1922) —
so-called Japanese Portion of the 96 million Dollar
Loan.

He added that the Japanese Government had no
present intention of putting forward a claim that any of
these loans should be serviced out of the Customs revenue.

Sir Robert Craigie stated that no objection would be
raised by his Government for their part in the event of the
Japanese Government putting forward claims in
connection with these Japanese loans. He also concurred in
the view expressed by Mr. Horinouchi that the status of the
various loans was not affected one way or the other by the
fact that they would be regarded as falling within the scope

of the proposed arrangement.
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I am authorised by the Inspector General of Customs
to request you this day to open in my name as Shanghai
Commissioner of Customs the following revenue accounts:
Commissioner of Customs Revenue (gold unit)
Account:
Commissioner of Customs Revenue (Doller) Account:
Commissioner of Customs Flood Relief Surtax (G. U.)
Account:
Commissioner of Customs Flood Relief Surtax ($)
Account:
Commissioner of Customs Flood Relief Surtax
Account:

and to credit them with my daily revenue collections

as received.
Kindly note that these accounts will be operated by me
a specimen of my signature is given bellow.

Please give me the usual cheque books and pass books.
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I should like to express my personal satisfaction at

seeing successful outcome of negotiaction on this
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complicated and difficult question. Sir Robert Craigie has
been authorised, as well, to convey in Tokyo our
appreciation of helpful attitude shown in this matter by
Minister of Foreign Affairs and Vice Minister of Foreign

Affairs.
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