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Peking, September 20th, 1916.
The Honourable
Dr. Chen Chin-tao,

Minister of Finance,
. Peking.
Sir,

Our attention has been called to reports published
in the newspapers that your Ministry has concluded

an agreement with Japanese parties for an advance of

(8d.) E.G. Hillier
” R. St. Pierre
# L. de Hoyer
” M. Odagiri
(Endnl |
N
R |+ D EHHCFYRIGREER KRR R~
ooty
TELEGRAM FOR LONDON, 20th
SEPTEMBER, 1916.
The following is for the British, French, Russian
and Japanese Groups. Minister of Finance has con-
cluded agreement with independent Japanese parties
for advance of ¥5,000,000 terms of which are reported
. to provide for repayment from loan of $ 80,000,000 to
be negotiated by same parties. Four Groups representa-
tives have written to Minister pointing out that such
transaction would be inconsistent with his recent ap-
plication to us, and at variance with Article 17 Reor-
ganization Loan Agreement, and asking how far report
is correct. Also asking for explanation of Lee Hig-
ginson advance which appears to be equally in con-
flict with Ariticle 17.

{ REHEEERERE (1) BRI

10
Yen, 5,000,000 either to be repaid out of a loan of
$ 80,000,000 to be negotiated with the said parties,

or, should these negotiations fail, to be refunded as a
separate loan.

As the above transaction, if correctly reported,
would appear to be inconsistent with your letter of
the 14th of September, applying to our Groups for a
loan of £ 10,000,000 together with supplementary ad-
vances, pending completion of negotiations, and to con-
flict further with the provision of Art. 17 of the Reor-
ganization Loan Agreement, we have the honour to

ask that you will be so good as to inform us how far
the report above referred to is correct.

We take this opportunity of referring also to the
advance which is reported to have been concluded some
months previously with Messrs. Lee Higginson & Co.
which would appear similarly to be in conflict with
the terms of Art. 17 of the Reorganization Loan A-
greement and would ask you to be kind enough to
furnish us with such information regarding that trans-
action as may enable us to explain it to our Groups.

We have the honour to be,
Sir.
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Ministry of Finance,
Peking,
22nd September, 1916.
Messrs. Hillier, Saint Pierre,
de Hoyer and Odagiri,
Sirs,

I am directed by the minister of Finance to acknowl-
edge the receipt of your favour of the 20th instant,
and to state that the matter referred therein will receive
careful consideration.

I have the honour to be,

B
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Sirs,
Faithfully yours,
(sd.) Luther M. Zee.

Secretary.
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THE CHINO-JAPANESE CASH SCHEME.

OPPOSITION OF THE UNION OF
CHAMBERS OF COMMERCE.

With reference to the agreement appearing in the
next column respecting the smelting of brass cash by
the Japanese, we translate the more material passages
from the petition submitted by the Union of Chambers
of Commerce to Parliament, strongly opposing the
proposed scheme :

e, The provinces have always been in need
of considerable quantities of subsidiary brass or copper
coins for the reason that large amounts of such coins
have been constantly exported by the Japanese from

China. The effect of such exports of subsidiary coins

- on the people has been very burdensome. The liveli-
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hood of our people is on a very primitive basis’ and
if the lowest denomination of subsidiary coins is to be
eliminated, as provided by agreement with the Japa-
nese, no other means will be available to save the
financial crisis. A dearth of subsidiary coins will take
place and a panic will surely result. Under no circum-
stances should the proposed scheme be allowed to ma-
terialise. The benefit of the mines is temporarily buried
under the earth and the disposal of the same would
not so immediately affect the people, whereas the
smelting down of brass cash will at once affect the
common people as they depend upon it.........When the
brass cash is all smelted, there will certainly be an
increased demand for copper coins. Now the price of
copper has increased to an abnormal extent. What
actual loss the Government will eventually suffer when
the demand for the copper coin becomes pressing, can
well be imagined.........According to the report of the
Qo<mmu8mbr the quantity of brass cash to be smelted,
is limited to 60,000 toms.
that the net profit from this amount will be not less

On investigation we find

than twenty million dollars. The attached details will

show this clearly. Is it wisdom to give away this

55.00= ¢ 78.00. The net profit is therefore $ 26 per 100
catties. The agreement provides for 60,000 ton of brass
cash, i.e. 1,008,000 times 100 catties. The total net
profit will therefore be over $ 26,000,000.
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THE CHINO-JAPANESE INDUSTRIAL
LOAN.

REPORTED TEXT OF THE REVISED
AGREEMENT.

The following is stated to be the text of the re-
vised agreement respecting the Chino-Japanese Indus-
trial Loan, against which Parliament is energetically
Sighting: ‘

The Loan Agreement.

Art. 1. The total amount -of the loan is Yen
5,000,000.
Art. 2. Interest shall be at the rate of 6 per cent

per annum.

Art. 3. The loan must be repaid within three
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immense amount to the Japanese within the short
space of one year and a half for a small loan of
Yen 5,000,0007......... This Union has therefore resolved
to petition your Honourable House to frustrate the
scheme.”’
Particulars. )

1. For every 36 strings of cash, 100 catties of
pure brass can be produced. The rate is 5 1/2 catties
per every string of big cash.

2. The brass cash necessary to yield 100 catties
of pure brass is worth about $36.40. Usually brass
cash is purchased by the catty at the rate of 200 to 300
cash per catty.

3. The actual expense to smelt cash and refine
the material into 100 catties of pure brass is about $ 10.
This information is secured from actual experience in
Hupen.

4. The expense of transporting brass cash worth
$36.40 is about $5.46. The rate is 1.5 per cent of the
actual cost.

5. Total actual cost to produce 100 catties of pure
brass— $ 51.86.
Note: The market price for brass is about Tls.

years and a half with the profit derived from smelting
brass cash and refining brass. Any deficit for the pur-
pose will be made good be the Chinese Government.

Art. 4. The proceeds of this loan shall be used
for the explicit purpose of refining brass from smelted
brass cash.

Art. 5. The principal of the loan shall be paid
by the Yokohama Specie Bank at 94 per cent.

Art. 6. The agreement for this loan must be ap-
proved by the parliament of China.

Art. 7. The agreement for the 5,000,000 Yen loan
concluded on September 9th, 1916, shall automatically
be cancelled on the day this agreement is signed.

Art. 8. The Chinese text of this agreement shall
be held authoritative.

Cash Smelting Agreement.

Art. 1. A factory for smelting cash and refining
shall be established at Tientsin.

Art. 2. The director and other employees of the
factory shall be selected and appointed by the Chinese
contracting party.

Art. 3.

the Chinese Government direct, the remaining products

IR

After supplying the refined products to
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shall be sold at current market price.
Art. 4.

be short of capital to purchase brass, funds shall be

furnished by Chiu-yuan [Representative of the Asiatic

If the Chinese Government should itself

Development Company].

Art. 5. The capital of the factory, $ 6,000,000,
shall be furnished by Chiuy-uan.

Ant. 6. The profits from smelting and refining
shall be equally divided between the Chinese and Jap-
anese contracting parties.

Art. 7. The factory shall be established within 6
months. Before the establishment of the new factory
and when the new factory finds itself in need of pro-
ductive capacity, the Chiu-yuan factory in Japan may
be utilised.

Art. 8. The amount of cash to be purchased is
limited to 60,000 tons. The question whether this will

be continiied after one year and a half will be decided
by mutual consent.

Art. 9. Within the period of this agreement the
Chinese Government shall not conclude a similar a-
greement with a third party for a similar purpose. This

does not include the case of officially conducted fac-

clusion of the transaction is a practical necessity.
There is no doubt that the publication of such a
statement would dissipate much of the popular misun-
derstanding on the subject and would facilitate a better
comprehension, on the part of the public, of the dif-
ficulties which have led the Government to negotiate
the loan. We know that it is not at all easy for the
Authorities to make public all the reasons which have
But

it seems to us that some statement can he prepared

rendered the conclusion of the loan a necessity.

which—whilst not altogether. complete—will convince
the public that the transaction is not so utterly irre-
sponsible and unwise as it has hitherto appeared to
most people.

In so far as the transaction sought to involve the
Hunan and Anhui mines, we have expressed the view
that it was a mistake. And as long as the China policy
of Japan continues to express itself in terms of demands
like the Chengchiatun demarche, we have to lay it
down that any transaction which extends Japanese
interests in the Yangtse Valley is in conflict with the
principle of national safety. We can trust no nation

in the regions of the Yangtse or elsewhere in China
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tories.

Art 10. Without the consend of Chiu-yuan, the
Chinese Government shall not use this undertaking as
security for any other loan.

Art. 11.

Chinese Government may purchase the assets of the

After the expiry of this agreement, the

factory at a reasonable price.
Art. 12.

business shall be fixed separately.

Regulations governing the conduct of

Art. 13. The agreement shall come into force on
the day it is signed.

(e D
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THE JAPANESE LOAN.

ITS ORIGIN AND THE MEANING
OF ITS REVISION.

It is unfortunate that the Government is unable to
issue a full and authoritative statement on the Japanese
loan, explaining the circumstances under which it

came to be negotiated and the reason why the con-

which pursues an inimical policy like that which finds
expression in the Japanese demands of 1915 or in the
demarche presented in connexion with the essentially
trumpery affair of Chengchiatun. And until Japan gives
us convincing proofs of a real reversal of the policy
which she applied towards Yuan Shih-Kai, it would
be the grossest folly to tempt her by opening the
historic basin of the Yangtse to the exploitation of
her people. Let her—if she can—force her entrance
into the region. But let us not, by our own act, invite
her into an area where the things that she lusts for
are in plenty. That is madness.
FINANCING THE POST-
REVOLUTIONARY SETTLEMENT.

Subject to the foregcing view, it does not appear
that much of the criticism directed against the loan is
fully merited. When Dr. Chen Chin-tao assumed office
as Minister of Finance, he was handed an empty treasury
with no prospect of immediate resumption of provincial
remittances. In order to meet the immediate needs of
the Administration, he managed to secure funds which
would never have been available for the use of the

Government if he did not command the respect and

B
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confidence of those who came, at his request, tc the
assistance of the Authorities. He next turned to the
consideration of the question of financing the post-
revolutionary settlement. That could only be effected
by the negotiation of a foreign loan. It was plain that
foreign money could not be gotten from Europe—whilst
that continent continued in flames—and that the neces-
sary funds were to be obtained only in the United
States and in Japan. For three months efforts were
made to negotiate a loan in America. But in spite of
the generous assistance of the Washington Government,
these efforts proved barren.

Just as the fruitless quest for American gold ended,
the representatives of the Japanese financial group
known as the Asiatic Development Company proposed
to the Chinese Government the revival of a loan pro-
position which was under negotiation with Yuan Shih-
kai some weeks before the latter’s complete collapse.
The Japanese group undertook to finance the tottering
ruler on condition that the Hunan and Anhui mines
were brought into the transaction on terms involving
Although the

temptation was great, the Tokyo Government vetoed

their practical cession to the Japanese.

data given in the petition of the Union of Chambers
of Commerce, which we also publish, are largely re-
liable, though the calculation of profits based on those
data appear somewhat excessive in view of the known
results at present obtained by the Government Au-
thorities in Shantung and at Tientsin from the smeltig
of brass cash. But even assuming that the profits on
every ton of brass cash smelted are at the rate of $
200—the figure now obtained in Shantung and Tientsin
—the profits on the 60,000 tons of brass cash, which
the Government is prepared to allow the Japanese to
smelt for joint account, will be $12,000,000. At first
blush, it seems monstrous that the Japanese should be
able to net a profit of $6,000,000—half of the total,
the other half going to the Chinese Government—in
connexion with a loan of 5,000,000 yen or dollars
which has to be repaid and which bears interest at 6
per cent. and is issued at 94. It must, however, be
remembered that this estimate of profit depends upon
the continuance of the existing market conditions which
have sent up the price of copper to a phenomenal level.
And these conditions are entirely related to the war

in Europe with its colossal demand for the raw ma-
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the transaction, as its conclusion would have defeated
the Japanese object in securing the suspension of
payment of the Salt surplus. The renewed offer of the
Japanese was considered afresh by the Authorities;
and following a radical revision of the terms arranged
with Yuan Shih-kai, the loan eventually assumed the
form of the present Japanese loan in its original
sense of an “‘advance” of Yen 5,000,000 with the
right, in certain events, to the Japanese to supply
necessary capital for the working of the Anhui mines
under Chinese management and to subscribe a certain
proportion of the share-capital of the Hunan lead
mines under joint Chinese and Japanese management.
THE BRASS CASH PROPOSAL.

Owing to the public opposition to the inclusion of
the Hunan and Anhui mines in the transaction, the
Government has approached the Asiatic Development
Company to replace the mining rights by a sort of
limited franchise relating to the smelting of brass cash.
We believe the particulars which we publish in an-
other column of the terms offered in this connexion

are more or less correct, although the same are not

to be accepted as authoritative. And it seems that the

terials of the things of death. Let the war cease by
Christmas—as some exceptionally optimistic people
think—and what now looks like a profit of $ 12,000,
000 or $ 26,000,000 (according to the calculation of the
Union of Chambers of Commerce) will disappear as
And in that event the

Japanese would be fortunate if they did not suffer a

fast as a summer’s cloud.

financial loss in the capital sunk in a smelting plant,
estimated to cost $600,000. Besides this element of
risk in the transaction, there is the further consider-
ation that the estimated profit on the deal calls for the
investment of sums in plant and in the purchase of brass
cash which neither the Chinese Government nor any
Chinese mH.o,Eu of capitalists are in a position to meet.
It is an easy and obvious calculation to sit down and
multiply on paper 60,000 by $200; but to translate this
sum-product into either gold yen or silver dollars de-
mands the ready use of millions of money as well as
business capacity and efficiency. And it is highly im-
portant to bear in mind that the estimated profits can’
be made now and whilst the war lasts, never after-
wards. To allow the thought of the Japanese making
a profit of $6,000,000 to defeat the proposal in question

B
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is to deprive the Government of a sum of $ 6,000,000
which is only possible on condition of the Japanese
investing the necessary capital and applying the neces-
sary business capacity now and whilst the abnormal
price of copper continues as a result of the war in
Europe. We cannot put the point more clearly.

As regards the possibility of an economic distur-
bance where the brass cash is the medium of exchange,
the Government has deen advised that the ‘“‘vacuum”
created by the withdrawal of brass cash from any dis-
trict will be automatically righted by the introduction
of the medium to be accepted in purchase of the brass
cash. It is pointed out that some form of money—copper
‘cents, for instance—must be paid to those who sell
their brass cash. We think this view is largely true;
and the posible danger of speculators interfering with
the operation of this economic law of equilibrium
can be ‘guarded against, to a very great extent, by
the enactment of some Truck Act, prohibiting the
purchase of brass cash in the areas to be exploited
except in exchange for some form of money. In
case the revised agreement is approved by parliament,

we suggest that special legislation in this sense should
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be immediately enacted. The danger of “incidents’:
being created in the event of the Japanese being al-
lowed to go about the countryside to purchase and
collect brass cash has been eliminated by the Govern-
ment insisting upon the purchase and collection of the
cash by special Chinese agents who will deliver the

same to the smelting factory to be erected at Tientsin.
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