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Secret. CATHAY HOTEL,

The Chinese Government have prepared plans for
dealing with the situation, which appear to me to afford a
satisfactory basis of action, provided that certain necessary
reforms, particularly in regard to the note issue system, the
Central Bank administration and the Budget, are included.
These are the subject of discussion with the Chinese
Government and good progress is being made in preparing a
definite programme.

I had intended to return to Tokyo in accordance with the
invitation extended to~ me, when this programme was
completed. But the situation has become so critical that this is
not now practicable. As you know, the exchanges are very
weak and there seems serious risk of a collapse. It is true that
the movement is largely speculative but the speculators base
themselves on the fact that, in the absence of any remedial
action, inflation in some form seems inevitable here. If I were
to leave at this stage, a run on the exchange might develop
which the Chinese Government, with the limited resources at

its disposal, might not be able to control. This would have

SHANGHAL
October 28th, 1935.
My dear Ambassador,

I promised to give you a note of the points in our
conversation of this morning.

I have not yet been able to complete my study of the
many factors which have contributed to the present
depression in China but the question which calls most
urgently for a solution seems to me to be that of the currency.
This fundamental issue, in my view, must be dealt with before
anything else can usefully be done.

As a consequence of the increase in the value of silver,
the Chinese currency has been over-valued, with serious
effects on the balance of trade, the banking and the Budgetary
position. The Chinese Government have alleviated the
inevitable deflation by imposing a tax on silver exports, but
this has not proved adequate or effective and it is becoming
every day clearer that some more constructive policy is

necessary.

very serious effects not only on China, but on the countries
trading with China, and particularly Japan.

Action, therefore, requires to be expedited. This
involves, on the one hand, completion of a well thought out
programme of currency reform by the Chinese Government
and, on the other hand, the arrangement of a foreign loan to
support the exchange and to maintain confidence.

You asked me to give you concrete details as to the

suggested foreign loan. It is not easy to do so, as [ have not yet

been able to submit a definite scheme to my Government, but.

in view of the urgency of early action, I think it well to
communicate to you, in confidence, the general outline of the
proposal which I, personally, have in mind.

In order to provide a solid basis, the loan should be as
large as possible. But £10 millions net seems as much as can
be raised in present conditions and I believe that a loan of this
amount (in addition to the other resources at the disposal of
the Chinese Government) should be adequate. Accordingly,

subject to the completion of the scheme on the lines now under
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discussion, I am prepared to recommend to my Government
nrmﬂ they should approve the issue of a loan of that magnitude
in Shanghai and the grant of a quotation for it on the London
Stock Exchange.

It would be provided that the foreign exchange proceeds
of the loan would be paid to the Central Bank and utilised for
the purpose of maintaining the exchange. It would have to be
secured on the Customs revenues, and for this purpose the

Chinese Government would have to arrange that its service

“should be given a prior charge on the Customs and/or that

other taxes should be placed under the administration of the
Customs. (I do not favour an increase in the Customs tariff;
indeed, I believe that a reduction in the present tariffs would
be advisable.)

I believe that subject to the approval of His Majesty's
Government the British banks in Shanghai would be ready to
negotiate a loan on these lines, but any loan would, of course,
be open to participation by Banks of other nationalities and it

would be our desire to obtain as wide a participation as

I may add that although for the reasons explained, I .
cannot return to Japan at present, I shall gladly arrange to do
so later on if a further visit would be welcome.

Yours sincerely,
(sd.)F. Leith-Ross
His Excellency

Mr. A. Ariyoshi.
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possible.

I should be glad to know whether, if the above proposals
can be satisfactorily completed, the Japanese Government
would be willing to authorise their Banks to participate in
such a loan. As I have said above, the present- exchange
position is exceedingly precarious and I believe that it is in
the interests of Japan to co-operate with us in a properly
considered scheme to maintain it.

There is one other point which I also mentioned to you.
In order to assure the success of a new loan in London, it
would be necessary to be assured that the present system of
Customs administration, under a British Inspector-General,
will be maintained and that the recruitment of foreign
personnel for the Customs Service would be resumed. I
understood that you fully agreed to both these desiderata and
I should be obliged if you would confirm this.

In view of the uncertainties of the position, and the risk
of leakages, [ would beg you to see that the contents of this

letter are treated as strictly confidential.

— 1 NERIEN RSN AR oA | RN
RNERED | 50 R [ AN S BB RS & R
NE AN DHESN D 2 | ERE D H R A
Bt 1) SRR R R A I 2 40 |8 K
N L FEBDR IR QURE AR CKEm = T
~INR" pRe— | P RRE N SRR IR e
NMREEBENEEY 2 N AR REBE MK CIRNE
EREBRX B JERKE T =N ¥ —e) nE
NAENEHXBENN L REA T | 3TN R 3~ R
2 FEEERENMET S RN MNAY N RD
K=y ™ oA+ X EMMR < sgia |
NN L EEAJIINERAS {nyde 2 RE ( (R
BABSWnHENR N B 2@ ok RN | &
BN MRENRKE NN A REEN Ry SR\ I |
FELADHEN {EHF RN NER (DN PRSI
AEHABNER RER ) DNR AR R N3 N R <
NeNER N R H A

W5+_Eﬁ1PWIF\w1y_n%%;%vﬁﬁbv
I ANBRNRE N R L

664

665



Mo R EREE

SIEZEEEEN BN A BN X 2 R
ERERE- (RR NG NEX R

T Texin—] B E 24 @HERNEEX AR
NN RS GER B IREENSED [ EEH S 4
B Y XE (MR < BRSO SR | B |
BEYNRRWPNRN TRHB<LINNNES (AT LIRYC
LERE fee MRES RMHRRKEBR<IENT-3FNKRNK
R A XA N R ER R R IR P I NME NN
AN ARJVFRBESNNEKEX S {mk- T 4
A — &= BN RS NERRICH S KR 12
ASEBEEN XA o A —a— BN RS I
AN et {DEINEE S 20 KNI ES R
N | H AR SN R R REAS (TR
JIRREEE M R 2 W N NN R R N B
NjeE L KRAD)

DB R B R R+ | TR 1 R A €
MR—NJ CEBVUERS YRR E#EN S
AR S REBEREOERE<PER B > REEEL
+ | mEImNR S KRR (]8R ] 481 (oI 144t

EHEm A=)

REER SR -SR] Y o= BN | Sk
i 1| B KD < S NI N EES B D > =N\ R
£ 2 E Ao (PR VEENERY N o R4)

R IR EE Y =

{HEFEHE K =
HMERE-KIHER E5)

580

RS fmeam

| IR N\ i Hoiin 2 R e iR R IR EI I
HEERHK BB O S
Y OmemR
¥ @ Omem®ie
BSLPR
PRSP ED
| m IRERN | RENKIR(E< L] | DRI &
N RIMiRY R T NS B Eien 25
BN R e & R 2R W oK R X REEN
iR < I | R D EE R R W N B R ) B &
RWRR { NHPERNEETE NMENERNERKED =

DX ¢ DeNENSRBREE SR CREED BN
BN SR NRR 20 2IE DRNE R S EE A
~B R RBASX TRy a—2" TN RE<WwE
BURSMRER @SR 2D 2PN NENE

N DR S FEE R NN E QR (N ]

D RF R

BEEENH A JRE-HERRE< | dy o R ERE
RE< {EEEASNEK Y oo AT ONRER
N R S ER Y RESREREXBIR-CER S« e
A ENKN R (2 | RO XIREENIRIE K <
BEBNER (i ne R X RESTENE RS
EEICEN

Buth < | B8 b 2 w2 | < B RERSHNEK
<N e NERERIN LN TR H | iR | BB |
BEFE (DR DK B IPOR) R BRR
Rt & N R W K EmAR MR R | | RS SR
| MR R A ER N B - A NSRS FERT
NEYRRARESY (KECF A —a—) \BE- | #
X RENEH R -HES QE AR RPN (KEW

WIPR < < BN KR w40 T N8R 128 <
RBE - \TEaBmER N HI R 1) NN XK 3 L s s =]
MRy < m-REEI RS SNBSS RN\ B R <=
B 1 NHE N SR e o | vy T = RHR - < RYN S
BN X~ ¢ H =
R Bk EREY S

HHEFEHE K =
HMHEENEKIHR (5

581

R SH omem

OB R UK I S\ SRR R KR W
EORBIRCIERWEKIEL O S\
Y CmerER
¥ @ Cmemsi
B]L RN
T 1 | I I B D R K| R N R
maKEENT R ECSRIE iR R P EHE TR IRHA IS 1 R < I
REHMNR | X RPN & 2K a4 D
i 2N REREN @K R RKENDIFEE
SRR N K D 1o N (TP EEID N SEER N

666

667



MR

= NI NN G I K ) N REZERE (R
EWEEARUE DD RS RREKE m o8 K {3
BIHFRAR W BEREECNITR AR =D
CRNEBIRMEEEX AR NI ) NKEX
AR NENRD DREY SN RELEK B NSEEEN
ZORRE O (] N BRI DR & ¢ AT
BE RATERE & @ KEX (2 i~ B
HERRANKEINANE BB E AW NR2 D)
mAFRENDH AR 1 G < BN EINCERAN
DGR {E g A ) S BRI SN TEERE L
KO R A2 1| IR BN R N QRGN A
BTN ¢ e
4O ERANKE OB TR DN E - )y | R NRER
e N ) EKE M I | RIRIXER R 20T < mf
N RN RSB 3RS BN SRR N — i
RT Pk~ NMEEN R {FRBO DU R R
R TN ¢ A I RS B £ N
BN TR%— ) INEC ¢ B KRN 1T = NEX <
BRR 1) STUTEAR A ok B KBRS SRR N (R N

(2)

R SRR INE N g B Y o

- FHT A & =
HHEEE-KER (5

8§ ERS#omem
HHZES BHEITFRIKL O S
R+ | cEmEEER RN
I TREEES SRR (FR+-4H- | mElm
K EH IR UK )

T~ mEER
¥ @ SmemEi
B RPE
FEE L KEDm ~EN\Ben o K 200 miRE R
m KA | BB X R REEER) | R N RERGR
EamoREyY =

B R K#E HEK CEEY =

&R 1)
+ | mE R e
7T RNEEA | mEImaS$ER FE KENNEIERE

-] £k~ D R A I IN R > KB I W
KA 0~ NERERY 8 0N 8 N5 )
BN D ,
BT = (KK T — KK < ~E | -
HPARHERR S D D @ N KR BB R
WNE LR R REEAMC R M R | 2k
{ERMPRPREER IR CEHFNENESHRPTR
R~ 1 - N HE K (ERERIND B K R
B RENEREY {EE RS n KN R ™
AR D -PE L R HR R REREKE M =
N T X R R | G ™Y e R E RN
BRI S B DN AR < R R K K] R K
FEBEND S W BN K IR S KR SR
HNBERRERHANK
B EEAN BRI A Kl OO W R - iz
X RKE NN QB A2y | 2] R
< K mE M NN KR NE N W N - NN -
1 RN Bl < S B E N R P RS T K
oA EER AN S HAN =

NERENORNHRER - N EENELRGHE | RN
PN CHREIEEEN v NZURN INE M REITE N R
FXAD XK R K KHEE N RN SONRBE N ELE N
R R o W] R | N R B X SELE T Y X R
A L 42 b B B ) | SEREE N N s 8 1
MK B RENBESERERNME ngE ey
RAECERE | NRNRESE NSRS P N N NEEE Y N
R W EGREREE - | ml 1 ) N S A i g e N D
REMFED K° 4OEE CREE T SN NRE NN E
KEKEE @ (TR miR i\ S SR | g 24
HEHEHREERD | S NKEBIE N\ REERR | BRI~
SRER - HO AN N REIE SR Y BRI e | X 23 dm N
N° XERE N NEER N RELE L TER-® DS
1 A ORMIEE | | i B ¢ N X
)" HERE B ) ~ BRI GRR I s RIS < i - e
BRAH INER X R R EHE Y BIRN I n NG@SR  nN ™ B
P <SS~ g R e
B 2 N R EE IO ) i D R  E< | IR
HEMEERX NN SN BN BB~ EnRex 2 do L

668

669



Mmoo E R

+ | Bl MmN ™RSS HE BRI & IR
L HKE DN SR ER - N T KN A X TN BN N EREE R
SIER N IR | RO N BRI { e ) |
m S HRE R SN AN N X

WESEemEh | R Y RN R CRBE- B
S S N RS R N TR NE N N X

K" AR SRR N SRR B R N B KR A D R
B OBRS RKENSE N R EEE ] 208 N S
<

&R
R E SRS
(ER+i | mEm KRS

4| mEImREEIKA N & D KRR | N R
LB | KON W JER KB - B3R N IR - B 40
E I REE W N old | BN QSRR S
HO P EPERGL  I NATIR N W ERE K ¢ A TR (R
KA N < K IR D

FRWR R K sRIBIR HIE . K ENEHREIRY " R

EHERE HRE< TR R N SURRKE N 1~ gk
HX ¢ HREPED 2 RPNEFEHEE <22 RR
@R RE EREEKE KRNRE N2 T
NEERE NN S RIMEH Y =) BRSO RKE - T
B < B~ SR SONR IR RIS B R W N\~
R ¢ ANERERE | SR R IR N RS & R K
RPN ERER | ZNRBENEB -
BRESE N NMEE X QR R EREE ) SEEEY
HIIRN DO TR <o SIIRENERY D R gk
2N

TRONEERIRN IR M o X R KB\ R R
B (B | 41 o= RN B 1 o= RN N
BRER RS REBEEB RIS IR X KRR
BIMEAR) M NI R 1| BB BRI N o LB
K g NI | 30) Ao KCRN NN DN &
SMEIR KR MRS A TR NEORER CER-- R R
<R EREKERREIE\ SRR R | Rk
HENEL R W NN RN By~ A ERKEEE
REK MR | DRSNS RO R S

By iR BT e N KEWRE m S e KEIRER. =)
R K X e T 2 ) I N
| R EEE B | R - B
KON R R IR R R < R B | B R
N SRKIEH R SR IKEREE S e Y RPN R
s Ao ~ 57 SN RER 1 | B EEN RN AR
R 5E | A
T IR e K S B | fOR R A
TRBE CERREImRRN S8 o AR ES
HI = NN EAHN O - AN {HER BN
W EE A IREB NS RO RON TR N iR
RN UPE AN R BENGRE ] RRREN
FHREE | N EBE | B MEE K R s R A
) ORI N RYE S RPN AR
NERFEERE~ERE NS TR~ n
mE R R A R BRGNS R0 EOR ey
N AW IR T EOR | R | B NN HT R
BN E R N X AR TN SRR RER N R
RN R EER X R N LB IN R

e

EHKCRNR VDN BRI K ¢S 1 N IRER <
A MR DN THRBGER (R | PN K
A=~ EE N E
I BB\ EEH
HER HERENC BRNIRm=HY BRN TR
HinHb s R IR EE | BB BR | KB
R MNER YN 2 1 st A BN R EA <A
ur AT A S (BERED R m o @ N MR R
RhADHENRBER LT ENEL S 2500 | KoK
BN Mp—n2pd—- ) JIRISREX RNE RPN
A NIRE X NESIRHEREN R rOTHA RPN AR
<
RARESEEITD R RER ECEANR YR
SEEEE  E R YN A BERE B NaE
C IR 4 I N A 1 S N AR €
B & H R W ANANKERREE<~2AEEm {0
MRERKRHREOE- N EOR N R N
X RKEE AR D FRY N
117 EE R~ R B R

670

671



M E RS

583

R XEROENe S R B N R RERR

KoM REAWEEF N o EE R 2 B N R -

NEARESESE A2 BN BENEEN AR

KBRASKEA | ERE NGB S W v NRE

AN RN KRR A R B IR N K R 1

AASNIRMBEBEY N EE ]

SHERRE BN AS-KIS" KE9E) DR EE
ENENRARE K R AN X -#RERN S
{ BHEDHIERICER S = M D I A S D 2 (8
BE I ERHS 22 B (BFRNEE I EW)
W RON W SR { MR | EEE Y N AT E R TR
NEEREREKEE MR IR N B N
R0 1 ] SR B B ABIR N R ¢ N B S IN R

ERERIFEX (& +KI-C ITANA—AmN ) NE
{RAMREE A 4 RS C@EnEDR) | HEA
REFRA LEARAIN ¢ L @R SRR R4
XD EHOY N

THIN G E N R REKEN | R R ) ) | 5
DK AN 3 N D O o R K N R

T RONR IR EHEEY IR N R 1| SO RR0E
NERG MR T LN D

TR ETIRR S Y o e NIRRIRNEE-O X ¢ RN
TR | 28 R~ HEEE < = R 3 i
BN 4 LR | ORI ~ 491 |
TR N B N R N AN KRR S N N
R e N B I P B R T R INER Y X
U REREE W RSB N & = HEEk i R )
KRN PESED @] SR R 98|
BAXK AR I [ #0R8 { mHRED ) | ER - R i
#) | EHREE K R N B ORNESEE ¢ ) R
W AR ER N SR EE N EE N & R Y- { RERK
IR BKENINRE D

RN RO N\ BB | M ok L @Bk
AN ASIN IR N R | RREE Y INR R 1B
N K

. HEFHEK R =
ERSE RS i (1950

K 2ARER ) BB ENR R { R S
SRR NI M | EEHE A R iR

INRER K ¢ N B0 N R A NEONKER | ORI
R BRI < BB Nl ™A SR 3P R X
{CHmE R R BERIEEEK ¢ 3 B CHED KRR
BREL AN CRANARER NI INE 2 ( AHE
D=L DEIE D KBRS D~ Y OB R IR HE
1 ¢ T o R ERERER < B R HEAEIR | W Y R i m =
i SEER NS O o N S AN

B K58 N\ Bk

SEPRERRAR ] Y R RO RN RN e | 3
R R Y { OKEER-H RN R ¢ B A
KERRBIB MRS R0~ LENAR gE
SN RE | ook KRR ERK Tan X B &
NRREBHEES] TRNNAR S H—NmN ] RBR ]
M) REMERAR ¢ DE@RENEK T SR EREK
I R W NN B NEON @R IREK | 481 1dngk~
WRHUEEER C IR N IR A3 SR N B R R A EIRNY
DRRREARR N R 2R JERNEFER

HHiEd LR o R Bk S REBREL

A6 2
4 B OmemR
¥ o OmemRie
HLRLE

PR RINE B

MR EHBR < RVEEN o — K] RAE
HER R < BT < AR N A R K (ERERE) MK~
B MR ORI N BRI | DB B w4
LI —L =" (=X REmNNE R 20K
FNEL K R M oREA 1 TR N5 < TR - E
N R MR E RRHEKIENRE N | BR8]
REE N ED YA N R T~ CERBANBR - A 2N
NI KEINEH IR X R R NI R g2
RER) &G IRNEHENEE D | m (Bmm ={<mi)
RIS RN R B~k (0 R
NER M o SHEN AN {EREK ©RHNEK m =i ¢
Kk WA INE R N NITNERER Y ) 430 | 48
S EOi-RFKEREE-ROY a RIER N WREENHEE

672

673



W AE T

M) SRR T =L =" =] DREmN
S RIES: S AN SEERN T e PN - Haa i
N R RIEIR N X - N BRA SN ENCE | RERN
B 1 oo N S RSB ~ HIARE T K R YN R
G N o (GREH -~ [5<ukD)

SIS Ko R IRE ER Y o

PR B S NERE - EREREML O 5
F R 4 cEoEEEEeeKE S S EREK
MR UEERKR = | | e
1SR K L O S
4§ ComemER
¥ 4 omem@ie
HRLIRRE

HPR<L RN BN
R KB a1 mRinE NSO EERNBA RS
D 1] RO NN 2 R KR A R R T B ER NN D R

mE K N B 4 & 2 H

BT o BRI N B RRIR Y N R R EE - ~\ G IR
FOW | HORRRE N =

HE R K# el #ERS RO JERY o

& i

#arR< | 18
OR+g+ | mEm
S KE
PEMEKE (T RE)
LK EE SR
LRG| BN RN E | BX
K BN R OB | S EKER R A = SR R RN R R D |
e X B
RIEREER 24 i

= co I HKE)

MINISTRY OF FINANCE
SHANGHAI OFFICE

H" e KRR (X SEENE) 88N oD
LNEMNERY =

| i KR

BUE | X RQARR NNGE K EENRE ) o REER
REN R mER R NI N 11 N X

11" HEYEK IR

EHEKE W R S HEER N\ KRR~ SN
KRBT N X SRR S S B KED  ER Y N D R IR
EE) | B QTR R SR N R Y S IR < K
| SN HE ~ IR ) | 8 S il BN A 1
A RIKEEE R 2 B RERY N (& D
X

O RN AR RN IR X AT R~
A NN IO N AR R A AR R | R
N R W KEREE MREGEKE N KR S TR m o
IRHHE | AT e R ~ I~ R N SR N Y =
PRE IR RBYERE | REARJPENES A IR
R R X AR N 0sk | o mRNEE T N
] INARRARENEYN2 2N 2 [ ERKS @R

November 3, 1935.
His Excellency Ambassador A. Ariyoshi,

Japanese Embassy, Shanghai.

Your Excellency:

I am sorry that the pressure of business prevented my
mmmmsm, you myself yesterday so that I had to ask Mr. Chang
Kiangau to see you for me. I wish to thank you for your
message which Mr. Chang has duly conveyed to me and which
I heartily appreciate. Yesterday at the reception I was kept
busy all the time, and when I looked for you I found you had
left already.

May I ask you to do me a favor ? Herewith enclosed I am
sending you two cablegrams addressed to your Minister of
Finance and Minister of Foreign Affairs. I shall be much
obliged if you will be so kind as to forward them to Howwo.

Faithfully yours,
(Signed)
H. H. Kung,
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Minister oﬁ Finance.
Enclosures:
1 cablegram to Minister Hirota.

1 cablegram to Minister Takahashi.

His Excellency Minister Hirota
Tokyo
Allow me to thank you for entertaining the Chinese
Economic Mission to your country. I hope their visit will
bring forth concrete results mutually beneficial to our two
countries.

(Signed)
H. H. Kung

Minister of Finance

November 3, 1935.
His Excellency Minister Takahashi
Tokyo

Upon their return the Chinese Economic Mission to your
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country have reported to me of their visit with you and of
your courtesy to them for which I wish to thank you. I wish to
thank you again for your message conveyed to me through our
Ambassador Chiang Tso-ping concerning our financial
problems which I have found very helpful. We have now
decided to carry out a scheme for currency reform based
substantially on your opinion and we trust that your banks in
China will give us full cooperation in its enforcement.
(Signed)
H. H. Kung

Minister of Finance
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With reference to your call November 28th I find myself
unable to make any special concession to members of your
Association.

However, I take this opportunity of explaining to

‘members of your Association that privilege of obtaining

Central Bank Notes by duly turning over 60% in silver and
40% in acceptable securities is available to them as well as to
Chinese Banks. It occurs to me that members of your
Association might wish to avail themselves of this privilege,
which in effect gives them free use for two years of legal

tender notes equivalent to 66 2/3% of legal value of silver
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Following arrangement is offered with view to simplify
its procedure and as an alternative to the deposing of

securities on the 60 per cent---40 per cent basis.
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Central Bank is prepared to make arrangement provid-
ing for giving to respective foreign banks note and---or
deposit credit (as they may prefer) equal to amount of silver
delivered. And in addition proving for mutual deposits in The
Central Bank and the foreign bank concerned. In view of
deposit of wmncamﬁmmm, that is, a bank turning in its silver
would at same time make deposit in The Central Bank of
China for two years equal to two thirds amount of silver
turned over i. e., on the 60 per cent---40 per cent basis), and

in turn Central Bank would make deposit of like amount with
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bank turning over silver. The difference in interest rates in
the respective deposits would be at the rate of 5 per cent per
annum in favour of g:w turning over its silver.

Such arrangement you will note would give bank benefit
of earning at rate of 3-1/3 per cent for one year or 6-2/3 per
cent for two years on amount of silver which it hands over. In
order to dispose of this matter, we would be glad if your
members would give us their replies to proposals within brief

period, say by January. 7, 1936.
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