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Memorandum

As the Imperial ‘Japanese Government are aware
the British, French, Japanese and Russian Groups
which. together with the German Group, formed the
Quintuple Consortium in China have already declared
their intention of transacting in that country no further
business to which the German Group may be a party.
As a result of this declaration all relations between the
Allied and enemy Groups were broken off except as
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regards the passage of certain commuications between
the Hongkong and Shanghai and Deutsch-Asiatische
Banks—communications rendered necessary by the fact
that the former acted as Clearing House for the payment
of coupons of the Hukuang Loan and were bound to
pay the coupons presented in London of the bonds
issued in Germany of certain Anglo-German loans.

It was recently decided by His Majesty’s Govern-
ment that the cessation even of the communictions de-
tailed above had become desirable, and instructions
were accordingly issued to the Hongkong and Shang-
hai Bank that they must entirely sever all connection
with the Deutsch Asiatische. Steps have been already
taken by the British Group to give effect to this de-
cision.

Under these circumstances the Consortium as origi-
nally constituted can no ,_osmon be said to exist and the
moment has arrived when in the opinion of His Majes-
ty’s Government, the Allied Groups might with ad-
vantage make a public and official declaration to the
effect that the Consortium has been dissolved. Such an
official declaration should be made to the Chinese

Government which at the same time be informed that

superior to those of the Allies would, he considers.
increase the possibility of competition between the
‘Consortium and an outside Group, while the inclusion
of an American Group would contribute generally to
the financial strength of the Consortium itself.
Foreign Office.

April 11, 1916.
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the British French, Japanese and Russian groups have
reconstituted themselves into a fresh Consortium to carry
on the business of its predecessor and that the Groups
of which it will in future be composed would be glad
to receive an assurance from the Chinese Government
that it will continue to transact all official financial
business with them.

In bringing forward the above proposal for the
consideration of the Governments concerned Sir E.

Grey wishes to emphasize the fact that His Majesty’s
Government are as firmly convinced now as they were
when the Consortium was first formed that it is essential
to avoid in China anything in the nature of a ‘“financial
scramble’”” or free competition between the various
countries and groups. He would in this connection,
be glad of the opinion of the Japanese Government as
to whether it would not be advisable to approach the
United States Government with a view to the inclusion
of an American Group in the reconstituted Consortium.
He has reason to suppose that a @oém&&, American
financial Group would respond to an invitation to be
so included. The exclusion of the country which for

some time to come must possess financial resources
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its resuming general and administrative control cver
the provinces and to its maintaining control over the
Army. For this purpose it seems to His Majesty’s
Government ?mﬁ it is of primary importance at once to
reconstitute the Consortium, the German element which
used to form part of it being excluded. The object of
such a step would not indeed be the immediate pro-
vision of funds for the Chinese Government which, in
the present state of the world’s money markets, would
present considerable difficulties; but rather to streng-
then that Government by the knowledge that such
support was organized and would be available in case
of emergency.

If, however, the reconstitution of the Consortium
is to take a practical shape, it appears to His Majesty’s
Government that the inclusion of an American group
will be an essential factor and that, if the Powers con-
cerned consent to their inclusion, an American group
should be approached without delay, the United States
Government being subsequently asked to approve of
their participation.

I am in receipt of telegraphic instructions from
His Majesty’s Principal Secretary of State for Foreign
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British Embassy,
No. 114. TOKYO.

14 June, 1916.
Monsieur le Ministre,

It appears to His Majesty’s Government to be
clearly in the interests of the Allied Powers that if,
as seems possible from present indications, the death
of Yuan Shih Kai has removed the principal obstacle
to peace, and the new Government under Li Yuang
Hung is going to be generally accepted throughout
China, the Central Government should be supported

by the Powers as far as they are able with a view to

Affairs to lay the above considerations before the Jap-
anese Government and to request that I may be in-
formed at their earliest convenience whether they are
prepared to instruct the Japanese group to take, with-
out delay and in concert with the other non-enemy
members of the Comsortium, such technical steps as
may be necessary in order to secure the reconstitution
of the old Consortium or the creation of a new one,
and I am to ask whether the Japanese Government
consent that an American group should formally be
approached with a view to their inclusion in such a
new Consortium, and to the approval of the United
States Government being obtained to such American
participation.

His Majesty’s Government feel, however, that the
Chinese Government may, during the time that this
matter is under consideration, be weakened by doubts
as to their ability to tide over the present period of
difficulty, with the result that the Powers would be
faced with a continuance of the unrest which is so
damaging to the interests of all of them. I am there-
fore to enquire further whether the Japanese Govern-

ment concur in the proposal of His Majesty’s Govern-
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ment to inform the Chinese Government, privately and
without delay, that the reconstitution of the Consorti-
um is under consideration, since this knowledge seems
calculated to inspire the present Chinese Government

and the country in general with some measure of con-
fidence in the. future.

I avail myself of this opportunity, Monsieur le Min-
istre, to renew to Your Excellency the assurance of
my highest consideration.

(Signed) Conyngham Greene
H.B. M. Ambassador.
His Excellency
Baron Kikujiro Tshii,
H.I.J. M. Minister for Foreign Affairs,
&ec., &ec., &c.,
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His Majesty’s Embassy have received telegraphic
instructions to inform the Imperial wm@mbmmm Ministry
for Foreign Affairs that His Majesty’s Government
have been approached by the Russian Government
with regard to the desire of the Chinese Government
to secure the release of the surplus of the Chinese salt
revenues.

The Russian Government are prepared to author-
ize this, whilst His Majesty’s Government understand
that the Japanese Government would also be willing
to consent provided that certain conditions are accept-
ed, tending to secure the proper expenditure of the
money by the provision of satisfactory safeguards.

The Russian Ambassador has been informed that

His Majesty’s Government believe that the Japanese

RARES
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Government would be prepared to consider the release
of these revenues in principle, but that it seems de-
sirable to ascertain what conditions the Japanese Gov-
ernment would wish to attach to their consent. The
Russian Ambassador has telegraphed in this sense to
Petrograd, and His Majesty’s Ambassador in Tokio
has now received instructions to enquire whether it
would be agreeable to Baron Ishii to discuss this ques-
tion with the representatives of the Allied Powers
in France, or whether His Excellency would prefer
the adoption of some other procedure, as for instance,
that it should be discussed in Peking by the Ministers
of the Allied Powers in that capital.

British Embassy
Tokio
June 14th, 1916.
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British Embassy,
Tokyo.
July 16th 1916.

Private and Confidential

Dear Mr. Shidehara,
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Not long ago the Ambassador informed Sir Edward
Grey by telegraph that the suggestion that the United
States should be asked to reconsider their withdrawal
from the consortium in China, and drew attention to
the distrust manifested by a certain section of the Jap-
anese press towards this proposal which, it was pre-
tended, cloaked a design on the part of the European
Powers interested to put obstacles in the way of Japan,

Sir E. Grey has now replied that there is no in-
tention to extend any such invitation to the United
States without the consent of the Japanese Government
or without the concurrence of Japanese opinion.

Sir E. Grey is quite content, if the Japanese Govern-
ment prefer it, to take no steps in the matter until the
United States raise .&6 @Cwmﬁo? and the idea of check-
ing Japan is in no case the motive for discussing it.

As evidence of the truth of this statement Sir E
Grey adduces the fact that it is already some days since
he expressed to the French and Russian Governments
the opinion that nothing at all should be done in the
matter till the Japanese Government had made known
their views.

Sir E. Grey instructs the Ambassador to make an

1Bl
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explanation to Viscount Ishii in the above sense and
to discuss with His Excellency the question of issuing
some reassuring statement, since it may be desirable
to let it be publicly known that there is no question
of re-instituting the consortium except in agreement
with the Japanese Government.

May I ask you to be so good as to lay Sir E.
Grey’s observations before Viscount Ishii and to let
me know, in due course, when, in the absence of Sir
Conyngham, I may call on you to learn the Minister’s
conclusions and to discuss the advisability of issuing
some such statement as Sir E. Grey suggests?

As regards the general question of the participation
of the United States, Sir E. Grey observes that the
Powers of the consortium cannot prevent American
capital from interesting itself in Chinese enterprises
if it desires to do so. It has therefore to be decided
whether they are to have the assistance of that capital,

or to face its competition possibly supported by German
financiers.
I am, Dear Mr. Shidehara,
Yours sincerely
(Signed) Norman

principle to the proposal of the British Government
looking to the reconstitution of the present Consortium,
or the creation of a new one. In so far, however, as
the proposal relates to the question of the American
participation, they entertain serious doubts in regard
to the manner in which the plan is to be effected, more
especially on the following points:

(a) Assuming that the United States Govern-
ment are disposed to approve the participation of
an American Group in the Consortium, a question
naturally presents itself, whether they would un-
dertake to deny their support and protection to
those American capitalists who may elect to remain
outside the new Group, and who may happen to
interest themselves in Chinese financial operations
in competition with the Consortium. In absence of
an engagement to that effect on the part of the
United States Government, the Consortium would
have to face the competition of such independent
American capitalists, and one of the strong reasons
for inviting the American participation would be
lost.

(b) Having regard to the present financial
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1. The Imperial Government have no objection in

situation of China it is believed to be essential in
undertaking Chinese loans, that suitable arrange-
ment be made for foreign supervision over the han-
dling of the securities given for, and the proceeds
realized by such loans. The experience of the reor-
ganisation of salt administration in the past fully
warrants the belief that such foreign supervision
will also conduce to the benefit of China herself.
The United States Government declared, however,
on March 18, 1913, that such conditions of a loan
would touch the administrative independence of
China, and it is difficult to conceive that they are
now ready to waive this question of basic princi-
ple. Should an American Group participate in the
Consortium, while the United States Government
hold to the principle which they announced three
years ago, difficulties will inevitably arise between
the American Group and the other Groups in un-
dertaking any Chinese loans, with which the Con-
sortium may hereafter be approached.
The Imperial Government believe, therefore, that
it would be advisable for the four Powers to ascertain

the views of the United States Government, at least
HED
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on the above two points, before inviting the participa-
tion of an American Group.
If the American administration fail to give satis-
factory assurances on those points, it seems desirable

to reserve for future discussion, the question of the

American participation now suggested by the British

Government. ,

2. The British proposal for the exclusion of the
German elements from the Consortium is, its motives,
quite welcome to the Japanese Government, but there
are certain features of the plan to which the attention
of the British Government is invited. It will be re-
membered that the American Group, in pursuance of
its declaration made at the time of its withdrawal from
the then Six Power Group, still remains hound by the
provisions of the Sextuple Agreement, and is enjoined
from entering into competition with the other parties
of the said Agreement. Should, however, the present
Five Power Group be replaced by a new Consortium
to the exclusion of the German Group, the Sextuple
Agreement would naturally be terminated, and, in con-
sequence, the American Group would be exonerated

from its admitted obligation in the matter of non-com-

ganized a group to take part in the Chinese loan mat-
ters. On the other hand, industrial loans have always
been excepted from the scope of the Sextuple Agree-
ment, and there is b.oﬁrwum to prevent the competition
of American or any other capitalists for loans of this
nature, even if the participation of an American Group
could be secured. S o o

3. Having in view the considerations above set
forth, the Japanese Government have come to the con-
clusion” that if it is decided to reserve for future dis-
cussion the question of the inclusion of an American
Group, it would be desirable to leave untouched for the
present the question of the formal reconstitution of the
Consortium. In the meantime, it might be provisionally
arranged that the Chinese Government should on their
part propose a loan as in the past to the existing Five
Power Consortium, and that, on the part of such Con-
sortium, the loan should be undertaken by the Japanese,
British, French and Russian Groups only, to the ex-
clusion of the German Group. It will be. recalled that
the recent negotiations regarding the release of the
surplus of salt revenues were conducted nominally be-

tween the Chinese Government and the Quintuple Con-

B EEEEEE £ oK

HER
petition. If, on the other hand, a new Consortium is
created in addition to the present Five Power Group,
and if that new Consortium, in defiance of the old,
should take actions independently of the Sextuple A-
greement, it will forfeit the right of calling upon the

American Group to abide by the terms of the same
Agreement.

In this connection, it may be noted that in expla-
nation of the proposal for the American participation,
Lord Grey observed that the Powers of the Consortium
could not prevent American capital from interesting
itself in Chinese enterprises, and that consequently they
would have either to secure the assistance of that capi-
tal or to face its competition possibly supported by
German financiers. Viewed, however, in the light of
the assurances given by the American Group (vide
Messrs. Morgan, Grenfell & Co’s communication to
Sir C. S. Addis, dated April 3, 1913), there can possibly
be no question of the competition by American capi-
talists, except those who remained outside the Sextuple
Agreement, and it is presumed that Lord Grey’s ob-
servation is not intended to apply to those powerful

financiers in the United States, who had formerly or-

sortium, but that as a matter of fact, the German
Group was not allowed to have any voice in the de-
cision. The same practice is now recommended for the
handling of loans which China may desire to raise.

4. It may be added that the Imperial Government
entertain an earnest desire to recommend to the Chi-
nese Government, when a loan is concluded in future,
a suitable Japanese financier for the supervision of the
security and expenditure of the loan. At the time of
the conclusion of the first Reorganisation Loan, the
Imperial Government, in the interest of speedy ad-
justment of the question of advisers, refrained from
recommending any Japanese adviser in connection with
the loan, while Great Britain was represented by Ad-
viser and Associate Chief Inspector of the Central Salt
Administration, Russia and France each by Adviser of
the Audit Department, and Germany by Adviser of the
Bureau of National Loans. Moreover, the two greatest
resources of the revenues of China are in the hands
of the British, viz. Sir Richard Dane as Adviser and
Associate Chief Inspector of the Central Salt Admin-
istration, and Mr. F. A. Aglen as Inspector-General of
Customs. It is confidently hoped that, having regard
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to those instances as well as to the direct and far-
reaching consequences of China’s financial insecurity
upon the commerce and industry of Japan, and also
considering the special position of Japan in China, the
desire of the Japanese Government above indicated will
commend itself to the support and appreciation of the
British Government.
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year of the Republic or 1913 provided under Article
17 that
desiring to issue further loans secured upon the reve-

“in the event of the Chinese Government

nues of the Salt Administration or to issue supplemen-
tary loans for purposes of the nature of those spec-
ified in Article II of this Agreement, the Chinese
Government will give to the Banks the option of un-
dertaking such loans on a commission basis of Six per

cent of the nominal value of the bonds as provided in
Article XIIT of this Agreement™.

The various matters which the Chinese Govern-
ment now has to undertake and arrange require the
provision of funds no a large scale, and we propose
to apply to your Group in terms of Article 17 of the
Agreement for a supplementary loan of :£10,000,000
sterling (equivalent say to $ 100,000,000 Chinese cur-
rency) to be secured upon the revenues of the Salt
Administration. We should further be glad to com-
mence negotiations promptly, and we propose that the
conditions of the loan should all be completely settled
within three months: but the Government’s immediate
need of funds is most pressing and we must ask your

Group to make monthly advances prior to the con-
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Minister of Finance to Mr. Hillier, Hongkong & Shang-
hai Banking Corporation, representing the Quintuple
Group.

Translation.

Sir,

The Reorganization loan Agreement of the 2nd

clusion of the loan agreement of not less than $ 6,000,
000 Chinese currency, to meet urgent requirements.
In view of the cordial relations which exist be-
tween your Group and the Chinese Government we
rely upon your assistance, and trust, on entering upon
this negotiation that you will present conditions of an

exceptionally favourable and reasonable nature.
We are etc.
(signed) Minister of Finance.
Seal of Ministry of Finance.
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Telegram for London.
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The following is for British, French, Russian, Jap-
anese Groups :i—

Minister of Finance has addressed letter to Hillier
as representing quintuple group, applying, on behalf
of Chinese Government, in terms of Article XVII of
Reorganization Loan Agreement 1913, for a supple-
mentary loan of ¥10,000,000, to be secured upon salt
revenue. They desire to commence negotiation imme-
diately and conclude agreement within three months,
pending which they urgently require advances to the
extent of $6,000,000 per month. Four group repre-
sentatives have replied that they are precluded from
co-operation with German Group, but are submitting
proposal to you for consideration. Please reply as soon
as possible. .

Hayashi

(Via Hoten 19/9. 2.a.m.)
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