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At the conference July 7th of the Prime Minister,
the Finance Minister, the Chairman of the Financial
with the
ministers of the Allied and Associated Powers on the

Commission (Wellington Koo) and others,

subject of suspension of indemnity payments, the Prime
Minister, in the course of conversations, expressed the
intention of funding a floating debt, both external and
internal, on the security of 2 and one half per cent
customs surtax.

With reference to our identic telegram May 24 and
as a result of conversations July 8th and 10th, the
representatives of France, Great Britain, Japan and the
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United States, considering that there are great difficul-
ties in the way of obtaining the unanimous assent of
the principal Powers to the Chinese request for further
suspension of Boxer indemnity payments, and at the
same time being desirous of assisting the Chinese
Government in its present financial embarrassment, and
in view of their declared intention to proceed with
disbandment of troops, make the following recommen-
dation for consideration of their respective Governments,
namely, that the Consortium banks should be author-
ized to make, on application of the Chinese Govern-
ment, advances not exceeding dollars 15,000,000 (fif-
teen millions) spreading over a period of six months
to be added to floating debt and secured on above-
mentioned surtax or otherwise as the Consortium Bank-
ers may determine, subject to supervision and audit
with foreign assistance of their expenditure, and to the
further condition that the Chinese Government definitely
pledges itself forthwith and concurrently with the said
advance to negotiate and conclude with the Consortium
a definite agreement providing for the consolidation of

the internal and external {loating debt.
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Provision for the disbandment of troops within a
stated period and for the regulation of future borrowing
should form a part of the arrangement.

Although matters are still unsettled in the south
and troubles continue in several provinces, there is un-
doubtedly a wide spread feeling in favour of unifica-
tion, and the old Parliament with many of the South-
ern members is expected to meet next month in Peking.

But in any case, if this preliminary advance of dol-
lars 2,500,000 a month in six months is not made, the
representatives of the four Powers consider it doubtful
if the present provisional Government can carry on,
or if any other government likely to be formed would

be more successful. No reconstructive progress can

put through without financial assistance from outside.
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American, British, French and Japanese represen-
tatives on Oct. 3 submit following observations: —

1. Absolute rejection of Chinese proposal would in
our opinion endanger future existence of the consor-
tium,

2. Chinese Government would moreover be free to
cancel options on security of salt revenues.

3. The adoption of any such proposal should be
depended upon confirmation by Chinese parliament
of present cabinet.

4. Safe-guards must be insisted upon against seizure
of advances by militarists.

We consider in conclusion - that Chinese proposals
should be sympathetically examined and at any rate

adopted as the basis for further discussion.
Obata.
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His Majesty’s Ambassador is authorized by the
Foreign Office to assure the Imperial Japanese Govern-

Memorandum

ment that, in supporting the scheme of a loan to China,
His Britannic Majesty’s Government never had in mind
the exclusion of any one category of unsecured foreign
loans, and to point out that, in the draft of the reply
which the Consortium groups propose to send to Pe-
king a “complete and comprehensive” list of foreign
debts is specifically called for.

It is hoped that the above explanation will remove
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the misapprehension under which the Imperial Japanese
Government would appear to be labouring with regard
to the Nishihara loans. His Majesty’s Government had
no intention of excluding these loans from the arrange-
ment; on the contrary they hoped that the prospect
afforded by the scheme of dealing with unsecured
debts would be one of the chief features, commending
it to the Imperial Japanese Government.

It is the earnest desire of His Majesty’s Government
that the Imperial Japanese Government should withdraw
their objections to the proposed loan and agree to the
proposed draft reply being sent to Peking.

British Embassy,

Tokyo,

November 10, 1922.
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19 last in which the Japanese Chargé d’Affaires com-
municated the opinion of his Government that, by rea-
son of the instability of political conditions in China, it
would be premature for the Consortium to extend to the
Chinese Government the proposed financial assistance
for immediate administrative purposes and for the con-
solidation of the floating debts of that Government,
inasmuch as the granting of such assistance to the
Peking Government would, in the opinion of the
Japanese Government, amount to an extension of aid
to the faction which happened to be behind the Peking
Government at the moment. And while deploring the
occasion for any divergence of views in regard to a
question so closely affecting the policy towards China
in which it is confidently believed that the Governments
of the United States and Japan are in fundamental
accord, this Government msmw itself unable to share
the opinion of the Japanese (Government in this
matter.

The American Government is, of course, not un-

aware of the weakness of the governmental entity

functioning at Peking, nor of the possibly precarious
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The Department of State has given the most
careful consideration to the memorandum of October

situation of the administration through which the func-
tions of government are now exercised. It considers,
however, that quite apart from the question of the
personalities that compose it or that are adjudged to
exercise an influence over it, that governmental entity
is in fact the sole agency of government in China
which the United States and other Powers have recog-
nized and which they continue to hold answerable for
the protection of foreign rights and interests and re-
sponsible for the financial obligations of the Chinese
Government; and that, moreover, there exists at the
present time no other political organism which even
attempts to hold itself forth to be the Government of
China.

thority of the Central Government in matters of local

There are indeed regions in which the au-

administration is with greater or less effectiveness
repudiated or ignored, and in which revenues locally
collected for the account of the Central Government
are detained for local purposes ; but it is not under-
stood that in repudiating the political authority of the
Peking Government these local separatist movements

have placed themselves in a position to assume the
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international obligations of China under the terms of
the treaties and international law, or that in sequester-
ing the locally collected revenues of the Central Govern-
ment they have assumed any of its financial obligations
even with respect to debts secured upon the revenues
in question. There is, therefore, no Government in
China, other than that ?:ozoi:m at Peking, to which
the foreign Powers can look for. political or financial
responsibility. It may be admitted that the authority
of that Government is greatly weakened: it is confronted
not only with separatist movements which challenge
its exercise of political control in certain regions, but
by a financial stringency which prevents the payment
of the regular salaries of its officials, paralyzes its
administrative activities, makes it unable to meet many
of its pressing foreign financial commitments, and
compels it to desperate shifts which threaten to be
ruinous to its political prestige, its economic develop-
This

situation is today even more acute than on July 10

ment, and its credit in foreign money markets.

last when, in the identic telegram to which the Japanese

Chargé’s note refers, the Ministers of the United

ignored in certain regions, it is to be feared that no time
could be foreseen within which it might hopefully be
anticipated that such conditions would prevail as would
warrant the Consortium in undertaking the cooperative
action contemplated as the object of that association
of American, British, French and Japanese banking
interests in respect to Chinese financial business.

The question at issue, as this Government envisages
it, is not one of giving financial support to a particular
group or faction in Chinese politics, but one of giving
or withholding assent to the negotiation by the Con-
sortium of financial arrangements sought by the sole
recognized and responsible governmental entity in
China for the purpose of enabling it to escape adminis-
trative disintegration and fiscal chaos. Since it is the
Peking Government alone which the Powers hold
politically and financially responsible, it appears to the
American Government that it could not for its own
part, while insisting upon those responsibilities, inter-
vene with the American Group of the Consortium to
discountenance the .E&wimwwbm of negotiations with

the Chinese Government with a view to a loan sought

H FESERNHEORER [+ <|
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States, France, Great Britain and Japan joined in ad-
vising their respective Governments of their opinion
that the Consortium banks should be authorized to
give certain financial assistance to the Chinese Govern-
ment, adding the statement of their belief that without
such assistance it was doubtful whether the existing
provisional government could carry on or if any other
Government likely to be formed would be more suc-
cessful, and that “no reconstruction programme can be
put through without financial assistance from outside.”

The loan now sought by the Chinese Government
is for the purpose of meeting immediate administrative
necessities and funding at least a portion of the loating
debt which constitutes a grave impediment to any
financial rehabilitation of China; and it is the under-
standing of this Government that such a loan, if made,
would be so safeguarded as to assure that its proceeds
would be devoted not to partisan or factional uses but
to the urgent administrative and fiscal requirements of
the Government. If it were to be considered that as-

sistance must be withheld because the present adminis-

tration of that Government is unstable, and its authority

for purposes which that Government deems necessary
to the fulfilment of its political and financial obliga-
tions.

This Government would, on the other hand, wel-
come the negotiation of such a loan as the American,
British, French and Japanese Ministers in China have
recommended as essential to any plan of reconstruction
in China, upon terms mutually satisfactory to the
interests

Chinese Government and to the banking

constituting the Consortium: and in the event of
negotiations to that end being undertaken by the
Consortium, the Government of the United States
would be prepared, for its part, to give to the American
Group and to the Consortium such support as was
contemplated by its identic note of July 3, 1910, to the
British, French and Japanese embassies in Washington,
and embodied by the several national groups in a
paragraph of the preamble to the Consortium. Agree-
ment of October 15, 1920, to the effect that

..... -their respective Governments have under-

taken to give their complete support to their respec-

tive national groups the parties hereto in all opera-
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tions undertaken pursuant to the agreement hereinaf-
ter contained and have further undertaken that in
the event of competition in the obtaining of any
specific loan contract the collective support of the
diplomatic representatives in Peking of the four
Governments will be assured to the parties hereto
for the purpose of obtaining such contract”.
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