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(RYCHE-I0)
The China Consortium, Central Agency
9,Gracechurch Street,
London, E.C.3.
July 4,1934.

My dear Kano,

Lamont is in London and I was talking to him of the
progress being made in railway affairs in China by local
effort. He asked if I would send him particulars of what
is going forward.

I have accordingly prepared two brief summaries of
projects respectively for (i) the Hankow-Canton Rail-
way, and (ii) the Shanghai-Hangchow-Ningpo Rail-
way. These summaries may perhaps be of interest to
you and I therefore enclose copies.

Yours sincerely,

C. S. ADDIS
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Viscount Kano,
Yokohama Specie Bank,Ltd.
7, Bishopsgate, E.C.2.

PROJECT OF LOAN
for continuing the construction of the
HANKOW-CANTON RAILWAY.

There is a gap in this line of 250 miles, through
difficult hilly country, which the Chinese Government
are desirous of completing.

The amount of the original loan (the Hukuang Loan
of 1911) was insufficient to provide through service; the
revenue of the railway is therefore inconsiderable, and
the loan is some years in arrear for both interest and
amortization.

The low ebb to which Chinese railway credit has
fallen, and the absence of any other reliable security,

have made the issue of the subsidiary loan contemplated

SHANGHAI-HANGCHOW-NINGPO RAILWAY.

The railway is at present in two sections: (i ) from
Shanghai to Hangchow which is completed, and (ii)
from Hangchow to Ningpo in which there is a gap of
about 40 miles. It is proposed to construct this 40 miles
of track and to connect the two sections by a bridge over
the Chientang River.

The amount of the proposed loan is $ 16,000,000,
out of which the outstanding balance of the sterling loan
of 1908, £300,000, will be repaid.

The loan project is to be undertaken by a Syndicate
comprising the British & Chinese Corporation, Ltd.,
and the Chinese Financial Development Corporation.
The latter is a newly formed group of Chinese Banks
which has been organized by Mr. Jean Monnet.

The security for the new loan will be the revenue of
the whole railway, free of other lien, with the general

funds at the disposal of the Ministry of Railways as

in the original loan agreement impossible.

The Chinese Minister of Railways has therefore
devised a plan to capitalize part of the half-yearly
instalments payable in Shanghai of the British share of
the Boxer Indemnity, now being returned to the Chinese
Government, as and when received.

A loan of £1,500,000 is contemplated, to be raised
in Shanghai, secured on these instalments, with a
period of 12 years, i. e., with amortization timed to end
with the final indemnity payment.

The loan is being underwritten by the Hongkong &
Shanghai Banking Corporation and the leading Chinese
Banks. The negotiations have taken place in Shanghai
and are believed to be concluded. The issue is therefore
imminent.

July 3rd,1934.

PROJECT OF LOAN

for the completion of the

(collateral )

colateral. ‘

Negotiations are still in progress in Shanghai Srmwm
the issue is to take place.

July 3,1934.

3 <INlY)
THE YOKOHAMA SPECIE BANK, Ltd.,
7,Bishopsgate, London, E.C.2.
4th July,1934.

Sir Charles Addis, K.C.M.G.,
The China Consortium,
9,Gracechurch Street, E.C.3.

My dear Addis,

Many thanks for your letter of the 4th instant,
enclosing the summaries of projects respectively for
(i) Em Hankow-Canton Railway, and (ii) the
Shanghai-Hangchow-Ningpo Railway, which you were

good enough to send me. I am reading these with great

524

525



M FEED < SIE & OBk

interest.

Yours sincerely,
(Sgd) H. KANO
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AIDE MEMOIRE.

1) With regard to the readjustment of the unsecured
Loans to China, I understood that Japan had been
earnestly negotiating with China in conjunction with
other creditor countries since the day of the Special
Customs Conference, but the negotiation was inter-
rupted in 1931.

According to the information I received recently,
however, in order to revive the conversations, Mr.
Ariyoshi, the Minister to China, notified the Ministry
for Foreign Affairs at the beginning of April last to that
effect, but up to the present time, the Ministry has not
responded in spite of our pressing demand for a reply.
2) An Article appeared in the Chinese press, dated
May 30th, at Nanking, regarding the resolution of the
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Administrative Bureau. According to this
“In order to readjust the Foreign Loans, the

Administrative Bureau ordered all ministries to
assemble. As the result of discussion it was decided
that examination would be made by the Depart-
ments of Finance, Railway and Communications,
as to the classification and amounts of the foreign
debts, and to proceed to enter into negotiation with
the creditor countries, relative to their debts which
were deemed legitimate.”

There is no authenticity as regards the article, nor
can we place much reliability upon it, even though the
resolution was passed.

However, there is one thing which we cannot pass
without notice, and that is, on February 19th, Mr.
Wang Chao Ming, the President of the Administrative
Bureau, said in his speech to the Bureau, “It is absolute-
ly necessary to consolidate the existing Foreign Debts,

in order to invite Foreign Money to China.”
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I think it is of the utmost importance for the credi-

tor countries to impress upon China that the readjust-
ment of the existing Foreign Debts is sine qua non of the
new foreign investment.. Other countries m:.oc_m not be
drawn into fresh loan talks unless the means of readjust-
ment are established.
3) Recently the British Government Authorities in
China are said to have expressed the view to the
Japanese officials in China, that Anglo-Japanese co-
operation was particularly necessary in the matter of
the negotiation of debt readjustment, and wished for an
exchange of views and interchange of news relative to
the matter.

I also learned that the Japanese officials minutely in-
formed the British Authorities as to the matter

mentioned (1).

(REH-IP)
3rd August, 1934.

Sir Charles Addis,K.C.M.G.,

The China Consortium,

9,Gracechurch Street, E.C.3.

My dear Addis,

Re the Hankow-Canton Railway Loans, and

the Shanghai-Hangchow-Nimpo Railway Loans.

Please refer to your letter of the 4th July. I have
now received the following instructions from my Princi-
pals in Tokyo.

The Japanese Group wish to express their gratitude
to your goodself for furnishing them with information in
connection with the two railway Loans, and beg to avail
themselves of the opportunity to convey to you their
own views.

1.It seems to the Japanese Group that the British
Group alone enjoy the advantage of floating the Han-

kow-Canton Railway Loan of £1,500,000, seeing that
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the issue is in Sterling, and that the underwriting is
undertaken by British Bankers. The Japanese Group
doubt whether it is in accordance with the spirit of the
Consortium that only one country or party in the Con-
sortium membership should enjoy this privilege.

They have, however, no intention of raising any
objection. They understand that loans floated in China
are outside the scope of the Consortium, and appreciate
the view expressed in your letter of February 7th, 1933,
addressed to Mr. Nohara, in which it is explained that
all loans issued in China fall outside the scope of the
Consortium business, even though such loans be issued
in Sterling and are underwritten by British Bankers.

2.As for the Shanghai-Hangchow-Nimpo Railway
Loan of $16,000,000, there is no reason to object to
this in the matter of form, for the same reason that is
given above if the loan in question is floated in China.
But the Japanese Group consider that the China Finan-

cial Development Corporation, which forms a syndicate
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with the British & Chinese Corporation, is but a trans-
formation of the once-proposed International Corpora-
tion. You will doubtless remember that you advised
Mr. Nohara about the proposed scheme of the Interna-
tional Corporation in your letter of July 19,1933, and
Mr. Nohara conveyed to you the objection of the
Japanese Group in his letter dated July 31, 1933. The
Japanese Group are still unable to get rid of the appre-
hension that the new Corporation will be injurious
rather than beneficial to the rehabilitation of Chinese
finance, and to the future business of the Consortium.

3.Among the securities for the Shanghai-Hangchow
-Nimpo Railway Loan, they notice the inclusion of “the
general fund at the disposal of the Ministry of Rail-
ways”. The Japanese Group cannot understand clearly
what kind of fund this is, so they are going to make
enquiry to the Chinese Government, in order to obtain
the precise definition. In case of necessity, the Group

might claim an assurance from the Chinese Government

Captain and to seek some means of connection with
Foreign Capital, simply with the view of securing its
property from the exploitation of the Militarists. Even
the Sino-foreign joint concern, is not exempt from this
exploitation. On the other hand, it is characteristic of
Chinese capital that it is connected more or less with
some militarist or some political power.

The China Development Finance Corporation, we
are afraid, will not be an exception to this general rule,
and there are potentialities of its becoming a tool in the
political struggle, and a means of fostering internal
trouble in China.

2.The Corporation as the Consortium’s competitor.

The business of the Consortium is the financial
assistance of China, and the Japanese Group finds that
foreign investments made through the Corporation aim
at the same thing. The only difference is that by the
latter method Foreign Investors supply China with the

funds and credit for materials through the corporation

that the offer of that security does not impair the right
of the bondholders of the 5% Chinese Government
Railway Loan of 1911, which was agreed between the
Chinese Government and the Yokohama Specie Bank on
March 21, 1911. It may be added that naturally the
Japanese creditors are much concerned about this mat-
ter in respect of the priority of the existing loans.

Yours sincerely,

(RENIP)
AIDE MEMOIRE.

1.The Corporation’s function harmful.

The Japanese Group cannot foresee what practical
work the Corporation will perform in the sphere of the
foreign investment to China, but in fact fears that
whatever the Corporation does in that sphere, will
prove injurious to China.

As you know, there exists at present, an inclination

on the part of Chinese capital to approach Foreign

which takes the form of a public issue in China or a
private issue in any locality, while the function of the
Consortium is limited to cases of public issue in the
markets outside China, for lending money to the
Chinese Government, whether Central or Local or to
any Companies in China. Viewed from this angle, there-
fore, though differing in the matter of formality, the
investment through the channel of the Corporation will
form a new Competitor of the Consortium, and make
the agreement of the latter eventually a dead letter.

3.The Corporation against the rule of equal opportu-

nity.

The Consortium practices the principle of equal
opportunity. The Groups concerned have the right to
equal shares at the time of the public issues. The
Consortium is opposed to the action of any one country
forestalling the others. In short, the Consortium in its
ideas is somewhat similar to the nine power treaty of

Washington. The Japanese Group deems any financing
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of investment arranged through the Corporation to be
an infringement of the Consortium agreement in spirit,
although in formality, it is permissible so long as the
Corporation does not submit to public issues in the
markets outside of China. Under this disguise, any one
group of the Consortium can forestall others, if it so
wishes.

The original idea of Mr.Monnet, so far as we gather,
is to gradually induce the formation of a certain “crite-
rion” or steeping stone of investment in China, which
might ultimately develop in establishing a sphere of
influence. If this is so, it is not at all in conformity with
the aspirations of the Consortium. Finally, and espe-
cially, his idea of the exclusion of Japanese interests in
the investment through the medium of the Corporation,
is not in its principle acquiescent with the Consortium,
in which your goodself, Lamont and de la Chaume

agree.

some time in May 1933, that you are in agreement with
the above idea.

(4) The Japanese Group’s comment.

(a) The Japanese Group hope the proposal for a new
loan of $16,000,000 by the China Financial Develop-
ment Corporation will not retard the Chinese consolida-
tion scheme of the old Debts. The reason why the
Japanese Group is concerned in this connection is that it
remembers that some time early in 1931, your proposal
of a loan led China to abandon the consolidation
scheme, which at that time was making some progress.

(b) The Japanese Group still thinks it inopportune to
proceed to render financial assistance at this time, when
China has not yet awakened to the real meaning of the

re-adjustment of existing loans.
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AIDE MEMOIRE.

The consolidation of her existing Foreign Debts is a

matter of the first importance for China, if she desires
fresh investments.

(1) China’s conception.

China realizes the difficulty of getting fresh invest-
ment unless some means for the consolidation of her
existing Foreign Debts are schemed. (Ref. Annual busi-
ness report(1933) The Bank of China, Chapter I, Pref-
ace C, Foreign Credit) .

(2) Great Britain’s policy.

We are told that the British official representative
informed the Japanese official representative in China,
that your Government can give financial assistance only
on condition that China intends to consolidate her exist-
ing Debts.

(3) Your own attitude.

I understand by your letter addressed to Mr. Nohara

VezxHEES | BEHEL O S Vv KEny
W 5N SN TR Y KEKIL O 5\
ONZ N ool S MR
K W omSmiEi
WRENH 188
HPREIR | 3501 BE )y (R dm i e B e 1))
1 I ~ MR | TR [ X MBI
SNERN | R | CHESE | RN e B ¢
¢ N ANREE ] CERRR AN R RN i I N R o Bl X
2| i s BRER KR N N EEIDIT S | gF Y
2 KR 2 W ET BN R R IR R N\ B 2N
N BRI - AN B R B O RN T KRB A R
A ¢ MNEIR < $gE < BR) ) QUELIDERNER ( h -
B AN = RS NN | SREEITHKER | X IR
) {EKRBONBERERINGH X (4 NNp RN A
NKERK A EEBONENK 2 KRN RS EX
HOUrmE BN ORANKEK R [ac— ] BN Bmmn
WE K A RITER Y 2 B WEER
K B(EEY

536

537



o REE D < 2 51E & ORfR

Km R ¢ RN RU

- EHR I 6
NMEZRKHR ()

KRR L2 -6 @IS IIAn RS S $Rub 18 Bl FHT 4%
HRECIEE UK 0V SRR IRME L RO
FRERRBE LSO VY —UXEU O SV
H OB comImER
¥ @ omEmiE

BRI o oo & M1

424

WK IHES

R KRR K 1550 B (B < 80~ 3R pldm
BREND)

Mu—= ] CRARBEENER DN N8N RED | R
N EIIIR 1| BB < R KK H N FEN Ry BT~ SH W
P = R B N ZO - M < N SR O IR M MR
RICFEEIREINEEE | IX KR 1 2 X | <
KR A CRENEIREXE | IXEE N X T A 3N T
NI N IR ENERE N A O] TR R SR K R RIK
S N R A A I B HION S KBS R R

IS R R PR SRS & 2 M H R R R < A
R B BT N < Elal | N N o - B N i -
B

=K R Y

K EE- KR o
NEZMEKHHER

B SIAT SR O H- MR T 2V ¢ SRRR
REE U RN TR ¥ KEIRI3-0D U IE< IS4l
B UERURCEEFIINELOSY

8 BRolwmgm

BRREIERE (BN I K-E)
ERRE<m [+m
st
TEHEKE S DE(E)

FTRKHEH #E SR

0 X T T o 0 X M B i | BR < R
OB BEHENEEm =S [~ wb—2 K’
PNES K I X T N SO AR N IR N R N & R KR
R MR SERHRET | | ISR BTN OBSER I @Sl =

BT ] CHHI R ) R Y o N EREHT - TN
BRI ¢ N 51 ¢ R R NSO I o Ir < mHiR Y
A D] < TNReK ] ] ORI K~ Hn
NSO H A SR X RIBIIE | IR 1| K09~ o
KREN KR NG N ] < N K [
e < REE< 1| 8] S N | UK SR
MK A W EREEE N | |4 < 8NN BN -5 ¢
ERM N | RO IR 1| SR
KREED\RE CHEE) DR K ¢ ainNRIEN=T
RSB N NP E N SRR R 2 KRR < B
EXME B A N NN KR e 1 3R O IR
B | em e A W ERE < 58IE ik A TN
£2 04 CRNRONEEETENED R PN LY N A
B SRR BO RS B A S R ¢ T K
WO B NER MR W IEHEA N {1~
K ¢ Oh 41 ¢ EEENRMEEE T | AERY 2 RN
EAPE N RHR W EHEiN 2 K| NN X~ EEE N1
DA 0] CIEE ] EE RN S | 0|
M ERBUT~BEX R N~ {ORNXEX QERS

INROERAHE S 2 R IR R DS [~ Wy —2x] m
SEREFERNEELN SR RAIE | BERR [NR X
malE R E& { RENERNEA 2 IIEEE m B4y
ANKEN= 2R Z{URENE - < B R ERE N

KoRER &£ X Hr X 2K Bk

(REZE-O0)
The China Consortium,
Central Agency,
9,Gracechurch Street,
London,E.C.3.
August 10,1934

My dear Kano,

I am very much obliged to you for the frank
exchange of views contained in your letters and memo-
randa of August 3. It is only in this way that we can
hope to get behind the mask of formulas and be sure

that they con-note the same ideas for all of us.
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I agree that any general plan of reconstruction for
China necessarily involves a consolidation scheme for
all the outstanding Government foreign debts. It is
evident, however, that an operation of this order of
magnitude and extent cannot be carried out without
prolonged investigation and delay. We have therefore
suggested that, in the interim, it might be the part of
wisdom to attempt a partial solution of the problem by
segregating and concentrating upon the rehabilitation
and extension of the existing railways. The military
situation is already showing signs of improvement.
There can be no doubt, that if the co-operation of the
Chinese Banks could be obtained(and of this there
appears to be a fair prospect) the result of linking-up the
administration of the several railways, which find their
nucleus in Shanghai, would be to effect considerable
economies in the working of these lines and, by pooling
their revenues, to enhance their aggregate value and

thus offer to the bondholder a superior form of security

The recent sterling issue in Shanghai may be cited
as a case in point. The remitted portion of the British
Boxer Indemnity forms the security. It is expressed in
Sterling and the loan is accordingly denominated in that
same currency. But the resources are the resources of
China itself. The loan was a great success, and, with a
continuance of cheap money in Shanghai, it is hoped it
may pave the way for subsequent issues in local cur-
rency.

I have always held that the Consortium should be
maintained by the Groups in the spirit as well as in the
letter of their common agreement, but then I should
hold just as stoutly that it would be very bad policy on
the part of the Groups to attempt to fetter the discretion
accorded to the several units to engage in any transac-
tions comprised within the category of ordinary banking
transactions, or which does not call for a foreign issue.
But it must not be forgotten that, when local loans are

concerned in which no foreign issue is in question, it

for his investment. Until we can see the quotation for
railway loans (which are also unconditionally secured by
the Chinese Government)brought up more nearly to the
level of the purely government bonds, such as the
Reorganisation Loan, I see no hope of the foreign
markets being again re-opened to Chinese finance. So
far from being incompatible with the general policy of
reconstruction I submit that this modest and tentative
plan(and I would like you to consider this)might, by
improving the general credit of China be an important
means of promoting and facilitating the larger opera-
tion.

In referring, as I have done, to the co-operation of
the Chinese Banks I have in mind the view for many
years advocated by the Consortium, that it is essential
that China should be encouraged to work out her own
salvation by financing reforms so far as possible out of
her own resources, recourse being had to foreign

finance only by way of complement.

does not lie with any foreign bank, invited by the
Chinese to co-operate, to determine who should be the
other participants. That must necessarily depend upon
the decision of the Chinese and not of the foreigner. It
may be possible to influence their choice but not to
compel it.

I note what you say about the China Finance Devel-
opment Corporation and our association with it for a
particular purpose. It was described to us as a combina-
tion of Chinese bankers without political aims, but we
shall be able to explore this further in detail after the
arrival of Monsieur Monnet, who is expected here in a
few days from Paris.

Yours sincerely,
C.S.ADDIS.
Viscount H. Kano,
The Yokohama Specie Bank,Ltd.,
7, Bishopsgate, E.C.2.
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My dear Kano,

In the course of our conversation on June 5 we
contrasted the two methods by which the Foreign
Powers might be of assistance to China.

The first is political, namely that our Governments
should support and strengthen the hands of the Govern-
ment seated at Nanking in order to enable them to
msﬁaomcﬁ,o reforms and make them effective in the prov-
inces under their control, and gradually to extend their
authority throughout the whole country.

The second is economic: it is based on the postulate
that no extension of authority is possible until China’s
very inadequate communications are materially devel-
oped. For this reason railway reorganisation by gradual
steps is proposed, with Shanghai as a central nucleus. It
is at least conceivable that a scheme might be devised to
obtain some form of collateral security, in addition to
the railway revenues, and to make provision for the

arrears, provided the Chinese can be induced to concede
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THE CHINA CONSORTIUM.
CENTRAL AGENCY.
9,Gracechurch Street,
LONDON .E.C.3.
June 11th,1934.

an adequate amount of international supervision.

Any scheme for reconditioning the railways must
take into account the defaults on loans secured by the
hypothecation of railway revenues, and %_uﬁm.mow mate-
rials. The former are clearly prior liens, and the latter
have at least an equitable lien on railway earnings. The
delay in dealing with these debts has resulted in their
increase by years of accrued interest, and the longer a
settlement is postponed the more difficult will it be to
bring about a settlement.

The solution of the problem necessarily involves the
provision of money, which would be wasted unless
China agreed to adopt a system of railway administra-
tion capable of safeguarding and respecting the interests
of investors. If, however, the railways could be freed
from Hmﬂ_wm_%u\ abuse m:m. interference and placed under
efficient control of the Ministry of Railways, the prob-
lem of restoring their physical condition and undertak-

ing their gradual development would present little diffi-
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culty.

It is desirable that, as far as possible, China should
be encouraged to develop her railway system out of her
own resources; but in the first instance these resources
would prove inadequate and part at least of the capital
would have to be found abroad.

I understand that in your opinion this second
method, which would not in any way supersede but
rather implement the first or political method, a view
advocated by the British Group for some years, is
worthy of exploration, and, further, that you will
submit it to your principals for their consideration.

Yours sincerely,
THE YOKOHAMA SPECIE BANK, LIMITED.
7, Bishopsgate,

LONDON.E.C.2.

19th June, 1934.

and the consequence is that the Railways are always at
the mercy of the banditry or military lords whenever
and wherever the so-called Central Government
becomes powerless.

(2) In spite however of the feebleness of the Govern-
ment the Chinese themselves are intensely strong in
national pride and may object to any sort of control or
even supervision by other Powers whether single or
combined. But the liberation of Chinese Railways from

military abuse and interference and the placing of them

under efficient control by the Ministry of Railways can

only be effected under foreign supervision, to which I
feel China would object. If a Minister or representative
of the Government gﬁmﬁm agree to foreign interest for
any sort of concession, I am afraid he would soon be
overthrown, possibly by his colleagues if not, by his
opponents.

@)

(2)  Under these conditions it is very difficult for those

interested in China Railways to protect their own inter-

Sir Charles Addis,

China Consortium,

9, Gracechurch Street, E.C.
My dear Addis,

Since writing to you on the 13th instant, I have had
time to carefully consider your letter of the 11th instant
and I find the thoughts you have expressed most inter-
esting. I feel confident that this free interchange of
personal opinion will be mutually beneficial in helping us
to form an up-to-date conception of China.

I am now going to submit to you a few of my own
impressions, and I need scarcely mention that these are
entirely my personal views, and you will understand
therefore they may not wholly coincide with the opin-
ions of my Principals in Japan.

(1) The great difficulty in all the Chinese problems is,
that the influence of the Nanking Government does not
extend to more than say 100 square miles around the

Government seat. Even this figure may be too generous

ests, and there is the fear that any capital destined to be
utilized for the reconditioning of the railways would be
diverted to other purposes than those originally
intended. If unfortunately it should happen that the
funds were applied to foster internal warfare or were
dedicated to political party strife, the foreign investors
might just as well have lent the money to aggravate the
trouble which obviously is an object entirely contrary to
their wishes.

Some years ago I myself felt that no extension of
authority would be possible until China’s inadequate
communications were materially developed. This is a
general rule which can be applied to any Country in the
world. However as a result of my stay in China alto-
gether five and half years, with the opportunity afford-
ed of closely following the recent development of the
Country, I have come to the conclusion that this general
Amwm cannot be applied to China, where there is no

peace, no order, and no awakening of the people. By
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the awakening of the people I mean their realization
that the improvement of the Communication system is
essential in order to achieve political reformation.

In conclusion, dear Sir Charles, as a sincere friend
of China I feel very sad that so far I can find no good
way out of the difficulty, no immediate solution of the
problem. It seems only possible to await patiently the
day of the awakening.

Yours sincerely,
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