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Excellency :
I have the honor to inform you that as a result
of conferences held recently in Washington and New

Enclosure:
Letter from bankers,
Letter to bankers.
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York, participated in by officers of the Departments
of State and Treasury and representatives of cer-
tain banks in New York and Chicago, it was decided
to take up the matter of making a loan to China.
Knowing the keen interest which Your Excellency’s
Government takes in the welfare of China and re-
calling your Government’s expressed desire to evolve
a plan of joint financial and economic cooperation
in China, and especially the desirability of organiz-
ing and international consortium for the purpose of
making a loan to China, I have the further honor
to enclose herewith for your information and that
of Your Excellency’s Government copy of a letter
dated July 8, 1918, from certain bankers in New
York and Chicago, relative to this matter, and a
copy of the Department’s reply of July 9, 1918.

Accept, Excellency, the renewed assurances of
my highest consideration.

(Signed) Robert Lansing.

His Excellency

Viscount Kikujiro Ishii,

Japanese Ambassador.
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Hon. Robert Lansing,
Secretary of State,
Washington, D.C.
Sir: .

We have been giving very earnest consideration
to the suggestion you made in Washington respect-
ing a loan to China, and wish in the first place to
assure you of our disposition to be of service in
the matter, and to help in finding some way in which
the wishes of the administration can be carried out.

In the course of our discussion the following
points have seemed to us to be fundamental:

First:

templates transactions spread over a considerable

An arrangement of this sort which con-

period of time, in our opinion should be made on
the broadest basis in order to give the best protec-
tion to our investors, and with the right foundation
established, confidence would follow and anxiety
and jealousy disappear. At the conference held in
Washington recently there was mentioned as a
course perhaps advisable that Americans and Japa-
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nese co-operate in a loan to China. We are disposed
to believe that it would be better if such inter-
national co-operation were to be made broader. We
suggest, therefore, that this can best be accom-
plished if a four-power group be constituted con-
sisting of financial members to be recognized by the
respective Governments of Great Britain, France,
Japan and the United States; our Government to
recognize as their member of such group the Ameri-
can banks or firms which may become associated
for this purpose, and which we should hope to have
representative of the whole country. Although un-
der the present circumstance; it would be expected
that Japan and the United States should carry
England and France, such carrying should not
diminish the vitality of their memberships in the
four-power group.

One of the conditions of membership in such
a four-power group should be that there should be
a relinquishment by the members of the group
either to China or to the group of any options to
make loans which they now hold, and all loans to

it clear to the public that the loan is made at the
suggestion of the Government; with such an an-
nouncement we think it possible that a reasonable
amount of Chinese loan could mm placed in this
country.

If these two fundamental conditions are agreed
to by our Government we hold ourselves at your
disposal to go further into the details of any proposed
loan, and will co-operate with you most earnestly
and sympathetically.

Yours very truly,

J.P. Morgan & Co.
Kuhn, Loeb & Co.
The National City Bank of New York

by F.A. Vanderlip, President.
First National Bank, New York

by Geo. F. Sabin, Jr., Vice Prest.
Chase National Bank

E.R. Tinker, Vice Pres.
Continental & Commercial Trust &
Savings Bank, Chicago

by John Jay Abbott, V.P.
Lee, Higginson & Co.
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China by any of them should be considered as four-
power group business. Through cooperation of
England, France, Japan and the United States much
can be accomplished for the maintenance of Chinese
sovereignty and the preservation of the “open
door”; and, furthermore, such co-operation might
greatly facilitate the full development of the large
revenue sources from only a very few of which
China at present realizes a satisfactory income.

It would seem to be necessary if now and after
the war we are successfully to carry out the respon-
sibilities imposed upon us by our new international
position, that our Government should be prepared
in principle to recognize the change in our inter-
national relations, both diplomatic and commercial,
brought about by the war.

Second: We have considerable doubt whether
under the present circumstances the people of the
United States could be induced to buy the debt of
any foreign country on any terms. We feel quite
certain that no loan could be sold unless the Govern-
ment would be willing at the time of issue to make

Guaranty Trust Co. of New York
by Charles H. Sabin, Pt.
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Messrs. J.P. Morgan and Company,
Messrs. Kuhn, Loeb and Company,
National City Bank of New York,

First National Bank of New York,
Chase National Bank,
Continental & Commercial Trust & Savings Bank,
Messrs. Lee, Higginson and Company,
Guaranty Trust Company of New York,
New York City.
Gentlemen :

Your letter of July 8, 1918, has had my very
careful consideration. It contains several elements
of an important nature which I will take up in
order.
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This war has brought the countries of Great
Britain, France, Japan, the United States and some
others into a state of harmony and helpfulness, and
has supplanted an intense spirit of competition by
a spirit of mutuality and co-operation in matters
relating to their interests abroad. Doubtless this
situation is in a measure due to the absence of capi-
tal seeking foreign investment at the present time
because of the demands upon it for war purposes.

If international co-operation is necessary, as
seems to be the case, for the successful floatation of
the proposed loan, I realize that the support of Great
Britain and France would be desirable even if it
should be necessary for the United States and Japan
to carry for the time being their respective portions
of the loan. All four powers are of course deeply
interested in any measures taken to strengthen China
and fit her for a more active part in the war against
the central European powers. Japan is already con-
sidering rendering financial assistance, while two of
the loans that have been mentioned as desirable are
loans by which the interests of British and French

IR
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citizens would be directly affected and it would, of
course, be unwise to undertake their negotiation
without consulting parties so immediately concerned.

In these circumstances the formation of a four-
power group, to consist of financial interests of the
United States, Great Britain, France and Japan to
deal with the Government of China for purposes of
making loans to that Government seems advisable
and it is my hope that in this way the whole subject
of finance in China can ultimately be treated in a
broad way. If the terms and conditions of each loan
are submitted to and approved by this Government,
and the other co-operating Governments and by the
Government of China, this Government would not
only interpose no objection, but, on the contrary,
would consider such an arrangement an assurance
that the welfare of China and the proper interests
of the other Governments were of such a mutual
character as to permit of close and friendly inter-
course for their common good. I think that I should
say frankly that this Government would be opposed
to any terms or conditions of a loan which sought

those of other governments and has broken down
barriers that once have existed and made easier the
intercourse between them. With the consequent
expansion of our interests abroad there must be
considered also the element of risk which sometimes
enters into the making of loans to foreign govern-
ments and which is always inseparable from invest-
ment in foreign countries where reliance must be
placed on the borrower’s good faith and ability to
carry out the terms of the contract. This Govern-
ment realizes fully that condition and in order to
encourage and facilitate that free intercourse be-
tween American citizens and foreign states which
is mutually advantageous is willing to aid in every
proper way and to make prompt and vigorous re-
presentations and to take every possible step to
insure the execution of equitable contracts made in
good faith by its citizens in foreign lands.

Your suggestion that the members of the pro-
posed American group may be representative of the
whole country is one which is entirely satisfactory
since it removes a possible ground of objection.

I REEROEERE R KEEE~E 18]
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“to impair the political control of China or lessen
the sovereign rights” of that Republic.

In response to your inquiry, as to whether the
Government would be willing at the time of its issue
to state that the loan was being made at the sug-
gestion of the Government, I will say that the Gov-
ernment has suggested that this loan be made and
would have no hesitancy in formally stating that fact
at the time of issue.

The question of relinquishment by the members
of the American Group of any options to make loans
now existing in favor of any of them seems to be
a reasonable condition of membership in that group.
Such relinquishment by a member of a foreign group
is a matter over which this Government would have
no control. However, I may say that if the members
of the American Group come to the conclusion that
they desire it, this Government will use its good
offices, in so far as it can properly do so to bring
about such relinquishment.

The war has created a community of interest
between certain governments and their citizens and

Various sections of the country are interested in
enterprises of this character and undoubtedly would
be glad to join any constructive movement such as
is proposed. As so much depends upon the proper
organization of the American financial group I as-
sume that in the event of its formation you will
submit the names of the proposed members fo the
Government before a final organization is made.

The spirit of co-operation you manifest is very
gratifying and you are assured of the interest of
the Government and of all proper aid which it can
render in bringing this matter to a satisfactory
conclusion.

I am, Gentlemen,

Your obedient servant,
Robert Lansing.
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At the invitation of the Department of State
representatives of J. P. Morgan and Company, the
Continental and Commercial Trust and Guaranty
Company of Chicago, the National City Bank of
New York, the Chase National Bank, the Guaranty
Trust Company, Kuhn, Loeb and Company, Lee,
Higginson and Company, met at Washington on June
26th to consider the formation of a group to under-
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take a loan to China. It was agreed at this meeting
that banks from various sections of America should
be permitted to join the group and the Department
of State received a letter from the banks aforesaid,
suggesting the formation of a financial group to
congsist of financial representatives recognized by
the Governments of Great Britain, France, Japan
and the United States, respectively. Due to existing
circumstances, it was expected, the Japanese and
American groups would carry the participation of
Great Britain and France, and it was proposed that
membership in such group would be dependent upon
relinquishment either to China or to the group, of
any options on loans obtained by any one of the four
Powers.

Furthermore, it was stated in the letter, to be
the belief of the banks that unless the American
Government stated the loan was made at its request
and that it would undertake, in so far as possible,
to see the conditions of the loan fulfilled, the Ameri-
can people would not be willing to subscribe.

The Department stated in reply to this letter

July 26, 1918.
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that as the four Powers mentioned were deeply in-
terested in strengthening China and making possible
her more active participation in the present war
that it approved the formation of a financial group
representative of these Governments and that ap-
proval by the American Government and other co-
operating Governments and by China would be con-
sidered an assurance that the welfare of China and
the proper interests of other Governments as well
as the promotion of the common good had been duly
considered; that the Department of State agreed to
state at the time of issue of the loan that it was
made at its request; that it considers the relinquish-
ment of aforesaid options a reasonable condition of
membership. The Department further and finally
states, however, that any terms seeking to imperil
the sovereignty of China would not have the ap-
proval of the American Government.

The American Government would be glad to

ascertain the views of the Imperial Japanese Govern-
ment.

American Empassy, Tokyo.
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of joint financial and economic co-operation in China.
They have also received from the Japanese Ambas-
sador at Washington a copy of the communication
addressed to him by the Honorable, the Secretary of
State, enclosing a copy of the correspondence that
recently passed between Secretary Lansing and cer-
tain bankers in New York and Chicago on the same
subject.

The Japanese Government are sincerely grati-
fied to learn the decision of the Government of the
United States to approve the participation of Amer-
ican financial interests in the international consor-
tium for the purpose of making loans to China, and
they are happy to assure the American Government
that such participation will be cordially welcomed
by the Japanese financial group.

As regards the terms of the arrangement now
suggested in the Memorandum and correspondence
under examination, the Japanese Government desire
to be further

American Government on the following points, in

informed of the intention of the

order that they may be able to form their definite
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The Minister for Foreign Affairs presents his
compliments to His Excellency the American Am-
bassador, and has the honor to enclose herewith
a Memorandum on the subject of joint financial
undertakings in China, proposed in the Memoran-
dum of the American Embassy of July 26.

Ministry of Foreign Affairs,
Tokio, August 24, 1918.
(€3 ))
KERE N B QB IR NEREN K x s
Memorandum

The Japanese Government have had under care-
ful examination the Memorandum of the American
Embassy dated July 26, on the subject of a plan

views, which they are invited to offer:

1. Is it intended that the American group to be
formed shall rejoin the existing four-Power con-
sortium, or that the consortium shall be dissolved
and replaced by a new organization? In the latter
alternative, what adjustment is it proposed to make,
respecting the rights and claims which are actually
held by the present consortium in its relations with
China, and by members of the consortium in their
mutual relations, and what treatment is with fair-
ness to be reserved for the Russian group left out
of the new organization, in case that group takes
exception to the proposed dissolution of the existing
consortium?

2. What are the motives :W%E%m:m the sugges-
tion for “a relinquishment by the members of the
group either to China or to the group of any options
to make loans which they now hold”? Is any dis-
tinction to be made in the nature of the options to be
so relinquished? For instance, the Yokohama Specie
m&EW representing the Japanese group holds options
for certain railway loans in Manchuria and for loans

BINES
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to be made to Han-Yeh-Ping Establishment. Is it
suggested that all such options shall equally be
renounced ?

3. Is it proposed that the field of joint activities
for the new consortium shall cover industrial loans
as well as loans for administrative purposes? In the
affirmative case, is it expected that all loans to
China shall practically be monopolized by the four-
Power group, and that each Government shall under-
take, not only to deny support, but also to put an
end to any financial operations in China which may
be planned by independent commercial concerns not
taking part in the group?

4. Reservation is made by the American Govern-
ment to oppose to ‘“any terms or conditions of a
loan which sought to impair the political control of
China or lessen the sovereign rights of that Repub-
lic.” Is it to be understood that this reservation is
not intended to call in question propriety of any
specific arrangement now in operation between the
four-Power consortium and the Chinese Government?

The Japanese Government would be grateful for

P A=+ R CBREEE NNER D B R ER s @
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BRI R HE O SEBEEE I N R AR N e K R
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any explanation which the Government of the United
States may be pleased to afford on the foregoing
points of inquiry.

Ministry of Foreign Affairs,

Tokio, August 24, 1918.
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Excellency :

On July 10, 1918, I had the honor to communi-
cate to Your Excellency copies of confidential letters
exchanged between certain American bankers and
myself on the subject of the formation of an Ameri-
can Group for the purpose of rendering financial
assistance to China.

As wc@mmamm from the correspondence above re-
ferred to, it was the thought of this Government
that the newly formed American Group should be
representative of the whole country and should in-
clude in its membership such banks as had a present
interest in China as well as such banks as might
desire to join the Group and were acceptable both
to the other members of the Group and to this
Government. Thirty-one banks have now joined the

hope of the Government of the United States that
the other Governments which were largely interested
in China and in a position to render substantial
assistance at this time,—namely, Japan, Great Brit-
ain and France—might see fit to join with this
Government in its proposed plan and consent to the
formation of similar national groups organized on
the same basis to cooperate with the American
Group; for it was and is the firm conviction of this
Government that only by such cooperation, and upon
such principle, can the best results be obtained for
China and for the common interests of the other
Powers concerned.

If each of the four Governments should form
a group of its own which should include all those
who have made or would like to make loans to China,
and if each member should share with the other
members of its national group all future loans, in-
cluding those to which it has a preference or on
which it has an option, there could be little or no
objection in the financial circles of the respective
governments to such an arrangement.

W R TERAREEE B KERE~E 1K
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American Group and are representative of all sec-
tions of the country.

It was considered by all to be a reasonable con-
dition of membership in the American Group that
all preferences and options for loans to China held
by any member of this Group should be shared by
the American Group as a whole, and that all future
loans in China which have any governmental guaran-
tee should be conducted in common as Group busi-
ness, whether it was for administrative or for in-
dustrial purposes.

Such, in brief, were the principles under-lying
the formation of the American Group so far as its
own organization was concerned. It was the inten-
tion that all loans of the American Group shall be
automatically shared with and conducted in common
by the International Group when formed. It was
frankly recognized that the war had created such
a mutuality ‘of interests between certain Govern-
ments and peoples as to render their cooperation
essential to any constructive program of financial
assistance to China. It was, therefore, the earnest

Then if each of the four national groups should
share with the other national groups any loans to
China, including those to which that national group
may have a preference or on which it may have an
option, and all such business arising in the future,
it is felt that the best interests of China would be
served,—a purpose which the Government of the
United States has, in all sincerity, felt would have
the cordial support of all the Powers which have at
heart the welfare of China.

The Government of the United States, in making
its proposal was of course not unaware of the so-
called “Five Power Consortium”. It was not the
purpose, however, of this Government in suggesting
the formation of a new International Group to in-
terfere with any of the rights of that Consortium.
It was hoped that, as in the case of the American
Group, the new national groups to be formed might
be made so broad as to include the members of the
former Consortium as well as others who had legiti-
mate claims to such inclusion, so as to meet the

larger needs and opportunities of China in a spirit

1
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of harmony and of helpfulness rather than of harmful
competition and of self interest.

The proposal as presented has given rise to
various inquiries on the part of the several Govern-
ments to which it was addressed and I have the
honor to hand to Your Excellency herewith a memo-
randum covering the main points as raised. I should
be happy if you would be so good as to convey the
information therein contained to your Government
and solicit its favorable consideration and approval.

Accept, Excellency, the renewed assurances of
my highest consideration.

(Signed) Robert Lansing.
His Excellency
Viscount Kikujiro Ishii,
Japanese Ambassador.
Enclosures :
Memorandum,
(EbEHn D
i o R PP SR i~ N KRR X
LM A

MEMORANDUM.

are engaged, or might engage, in loans to China,
as well as any others whose participation might be
desired.

Nor did the American Government, in making
its proposal, have any specific loan in mind, but was
endeavouring to lay down some general rule for
future activities which might, in a broad way, meet
the financial needs and opportunities in China. It
was for this reason that no specific reference was
made to the amount of the loan or loans to be raised,
the revenues to be pledged or to the precise objects
of the proposed loan. It was contemplated that these
questions would be determined in respect to each
case as it might arise.

With respect to the Second or Supplementary
Reorganization Loan for purposes of Currency Re-
form, this Government is prepared to state in ad-
vance that it would be ready to recommend to the
American Group that it should not only take a part
in that loan but be prepared to carry also, in con-
junction with the Japanese Group, the shares of the
British and French Groups, not only in this par-

Il REEREEERE R KEBE~E 1K1
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The Government of the United States is gratified
at the cordial reception given, in principle, to the
general plan for loans to China as recently presented
to the respective interested Governments.

This Government is now happy to reply, in the
following sense, to the several requests of those
Governments for further information as to certain
features of the proposed plan:

1. It is not intended that the American Group,
recently formed, should rejoin the existing Consor-
tium, but that there should be organized a new
International Group, consisting of representative
financial institutions of the United States, Japan,
Great Britain and France.

The plan, as proposed by the Government of the
United States, does not contemplate that the former
Consortium should necessarily be dissolved, but that
each of the Governments concerned should arrange
for the formation of its own national group which
it is hoped might be made so comprehensive as to
include all those parties interested in the former
Consortium and such others, not so associated, who

ticular loan should it be included in the business of
the new International Group, but in such other loans
as may develop while circumstances are such as to
prevent their more active participation.

2. The reference to “a relinquishment by the
members of the Group either to China or to the
Group of any options to make loans which they
now hold” applied primarily to the American Group
alone and to an agreement between the banks and
the United States Government, whereby all pre-
ferences and options for future loans in China having
any Governmental guarantee and held by the in-
dividual members of the American Group should be
relinquished to the Group which should, in turn,
share them with the International Group. Such re-
linquishment of options was considered by this
Government to be a reasonable condition of member-
ship in the American Group; and while it is re-
cognized that such interested Government must
necessarily make its own arrangements with its own
national group, it is submitted that it is possible
properly to conduct the business of the International

1N
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Group only by similar relinquishment to the respec-
tive national groups by the individual banks forming
those groups, without distinction as to the nature
of the options held.

3. The proposal of the Government of the United
States contemplated that industrial, as well as ad-
ministrative loans, should be included in the new
arrangement for the reason that, in practice, the
line of demarcation between these various classes of
Both alike are
essential fields for legitimate financial enterprise and

loans often is not easy to draw.

both alike should be removed from the sphere of
unsound speculation and of destructive competition.
The intention of this Government was to suggest,
as a means to that end, that the interested Govern-
ments should, by common consent, endeavor so to
broaden the membership in the newly formed na-
tional groups that all financial firms of good standing
interested in such loans might be included in the
respective groups, and should withhold their support
from independent financial operations without pre-
vious agreement of the interested Governments.

mutual consent would necessarily be objectionable,
nor would the appointment under the terms of some
specific loan of a foreign advisor,—as, for instance,
to supervise the introduction of Currency Reform.

5. With respect to the Russian and Belgian
Groups and their rights in the former Consortium,
no present action is contemplated either by way of
reservation as to the old or of participation in the
new Group. As previously stated, it is not anti-
cipated that the existing Consortium will necessarily
be dissolved nor, on the other hand, do present con-
ditions warrant the expectation that effective Rus-
sian and Belgian national groups could readily be
formed at this time.

It is not the intention, however, of this Govern-
ment to ignore, much less to exclude, any just claim
of participation in the new International Group, but
merely, for practical considerations arising out of the
war, to associate the interests of the Governments
now so closely and actively associated and most able
to finance the proposed loans to China, and to reserve
for future consideration the inclusion of any other

1 T EREE R EE RS REEE & 1l
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As regards the Inter-Group Conference held in
Paris, September 26, 1913, and the agreement to
which the American Group adhered, stating that
they had no objection to the elimination of industrial
loans, it can only be said that the American Group
prior to that had withdrawn from active participa-
tion in the Consortium and was, therefore, not in a
position to object; but that it is now felt that with
the establishment of a new group, the question may
properly be reconsidered.

4. The expression ‘“any terms or conditions of
a loan which sought to impair the political control
of China or lessen the sovereign rights of that Re-
public” had reference only to the future activities
of the American Group and was not intended to call
in question the propriety of any specific arrange-
ment in operation between the formeér Consortium
and the Chinese Government, or between any other
government and the Chinese. It can be definitely
stated that the United States Government did not
mean to imply that foreign control of the collection
of revenues or other specific security pledged by

group of friendly powers which may, at a later time,
be in a position effectively to cooperate.
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