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CHINA'S LOAN NEGOTIATIONS. 

It is the purpose of this paper to explain, if J>088ible, three 
things: lat, the significance of Chinese loans; 2nd, the im
portance of securing and retaining an American interest 
therein, and Srd, the peculiar difficulties encountered in the 
recent loan negotiations. 

Dr. Arthur H. Smith, in that able and interesting work 
.. Chinese. Characteristics," pointed out that those who, under
standing the vernacular, walk in China's streets will hear the 
pasaersby talk of little save money. AI; it has been with the 
daily life of the people so it is today with the political life of 
the nation. The question of money is all important. For the 
lut ten years, and especially in the past twelve months which 
witnessed China's wonderful transformation (rom the oldest 
empire to the youngest republic in the world, there has been an 
incessant discusaion of Chinese loans. 

China', Loan history may be divided into four periods
The first, immediately after the Chino-Japan War- when 

funds were secured from abroad to pay the indemnity exacted 
by Japan at its conclusion. 

The second, following the so called" leasing years .. when the 
great powers encouraged their bankers to finance railway con· 
struction in the regions which they had marked out as their 
spheres of special interest, and when besides acting as the 
politiccrfinancial agents of their Governments. these bankers 
aec.ured for the industry of their respective countries the orders 
for the materials required. 

The third, following the Russo-Japanese War, when Iikin 
was pledged as security for loans and when a combination to 

which the American Group was later admitted was formed by 
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British, German and French financiers (or undertaking Chinese 
loans, and for sharing the orders (or materials required for 
their construction. 

The fourth , and present period, in which a combination has 
been effected between the four Groups named above and 
Russian and Japanese interests, {or jOintly financing the re
organization of the Chinese Government. 

American bankers were first interested in Chinese finance 
in the second period, in the Hankow-Canton Railroad; for 
business, not for politics. Their rights were sold back to China 
who financed the repurchase by a loan obtained (rom the 
Government of Hongkong, which thus (or obvious political, 
because geographical, reasons, secured for British interests 
a preferential right to finance the construction of this road in 
case foreign capital should later be required. 

During the third period the American Group was organized 
and became associated with the British, German and French 
banking groups. The American Group, moreover, greatly 
contributed to the successful formation of the combination 
which marks the fourth pericxl, a combination which is the 
financial expression of John Hay's" Open Door" policy. and 
which makes of international finance a guarantee for the pres
ervation, rather than an instrument for the destruction, of 
China's integrity. 

Before discussing the most recent phase of China's loan 
negotiations, however, and the manner in which the American 
Group at the instance of the Department ot State made its 
entry into this field , it is necessary briefly to review the history 
of the past few years, and to consider the factors in the creation 
of what has been called" Dollar Diplomacy." 

Because of this so called" Dollar Diplomacy," President 
Taft, and his Secretary of State, Mr. Knox, have been subjected 
to no small measure of criticism. The Administration one 
hears has fonned an unholy alliance with the Octopw; and 
Wall Street, the property scape-goat of our national political 
drama, is.accused of seducing a reluctant and hitherto well-

• 
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domesticated Government into the maelstrom of international 
financial adventure. 

All if this were not sufficient, sober and intelligent journals 
bave demanded why American capital should seek foreign fields 
when there is 80 much work to be done at borne. Others ad
mitting the desirability ot foreign investment and the possible 
necessity of diplomatic support for those who undertake it, 
have objected to the Administration's assisting certain institu
tions in Wall Street instead of American bankers in general. 
It must be remembered, however, that the success of any 
association of American capitalisu undertaking this business de
pends primarily on their being of such standing as to command 
respect from financial Groups abroad and upon their willing
ness and ability to bear the expense of representation through 
tedious and too often unremunerative negotiations. Without 
these qualifications American Bankers are not equipped to 

become the instruments which our Government requires to 
assist in the extension of our foreign trade. 

Another section of the press hails each and every over
sea venture with indiscriminate enthusiasm ana rhetorically 
preens the feathers of the Bird of Freedom, sneering at or eon
demning our rivals, and lauding American enterprise with 
an impartial disregard of the real facts . 

There has been too much unjust criticism, too much un
warranted praise, and too general a lack of candid exposition 
and intelligent comprehension of the reasons for, and possi
bilities of, .. Dollar Diplomacy." 

"Dollar Diplomacy to is a logical manifestation of our 
national growth, and of the rightful assumption by the United 
States of a more important place at the council table of nations. 
Our export trade is constantly increasing and foreign markets 
are becoming each year more and more necessary to our 
manufacturers. The new policy aims' not only to protect those 
Americans already engaged in foreign trade but to promote 
fresh endeavor and by diplomatic action pave the way for 
those who have not yet been, but who will tater be, obliged 
to sell either capital or goods abroad . 
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European diplomacy is engaged in solving a maze of com· 
plicated questions immediately politicaJ, ultimately commer· 
cia) in character. France, Gennany, Russia, Italy. Austria 
and Japan are endeavoring to acquire fresh fields for 
colonization or to create preferential markets for their mer· 
chants. Great Britain with her world-wide possessions is 
involved directly or indirectly. in almost every international 
question that arises and with these powers too, diplomacy has 
(or years been of the "Dollar " variety. 

International rivalry of this character, however, is found 
only in those countries whose native administrations are 
either decrepit or which are still militarily too weak to 

secure that consideration, which, unfortunately, depends not 
upon international equity. but upon the power of self-protec
tion . In such lands a Government desiring to secure a market 
(or ita nationals must because of the preSsure of its competi
tors either acquire territory or insist on an equaJity of commer
cialopportunity. It must either stake out its own claim, or, 
induce other interested Powers, to preserve the" open door." 
There is no middle course. This is a statement not of benevo
lent theories, but of political facts. 

The people of the United States do not desire fresh territory 
over seas. The policy of our Government has been to secure for 
American merchants the" open door." American industry has 
until recently been too much engaged by our own domestic 
expansion seriously to set about the establishment of foreign 
markets. A far-seeing administration has therefore inaugurated 
a new policy, the alliance of diplomacy, with industry, commerce 
and finance. 

This is .. Dollar Diplomacy." It has been active in various 
ways. In South America it has aided our merchants and 
manufacturers. In Central America, politics have played a 
more important part, and the Department of State has at
tempted to bring about financial reform in these smaller 
republics, and to prevent the recurrence of the revolutions 
whose leaders have almost without exception been actuated 
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solely by a desire to acquire control of the nat ional revenues. 
In China certain very tangible resul ts have been accomplished 
and it is to give a more accurate conception of this' much 
disctmsed, but Iittl~ understood subject, that this paper is 
written. 

Prior to 1894, China had practically no foreign debt. In 
1894-1896, however, she borrowed extensively from England, 
France and Germany, to finance the war with Japan and to 
provide the indemnity which she was forced to pay at its con
clusion. These loans were secured upon the collections of the 
Imperial Maritime Customs, a Chinese service under the 
control of that able Irishman, Sir Robert Hart. In 1898, 
however, China made a number of contracts for loans for rail 
way. construction, with British, German, French, 'Belgian and 
American syndicates. Under all these agreements the bankers 
were entitled to a certain share in the profits of the lines, which 
were themselves to be mortgaged as security for the loans, 
and provision was made in almost every case for joint foreign ~ 

and Chinese management. The railway materials and rolling 
stock required were purchased from the manufacturers of the 
countries whose bankers' undertook to issue these loans. 

The cession of Formosa to J,pan at the tennination of the 
Cbino-Japanese war, the occupation of Chinese territory by 
Russia, Germany, France and England, in 1897-8 and tbe 
excbange of If diplomatic notes " between these Powers re
garding the protection of their respective interests in China, 
together with the signature of the railway agreements men
tioned gave rise to a discussion throughout the European and 
American Press of the imminent breakup of China and the 
partition of this ancient empire into .. spheres of influence." 

In China the broad significance of these events was, prob
ably appreciated by but few, even of the leading statesmen 
of the time, but these men, nevertheless, and the gentry and 

• official classes throughout the provinces felt that their country 
was becoming dominated by the foreigner. Seaports had 
been wrested from them, and, not content with this, the 
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strangers were binding their helpless motberland with rails of 

steel. 
For some years prior to 1898, the Empress Dowager had 

been in comparative retirement. The attempt of the young 

Emperor, Kuang Hsil, however, under tbe advice or Kang 
Yu Wei, suddenly to introduce widespread reform, brought this 
redoubtable lady to the Cront once more. Popular discontent, 
fomented by bigoted and ignorant officials was winked at if 
not encouraged by a Court which feared that the extension 
of Western influence might bring about administrative changes 
which would curtail their opportunities (or illicit gain. The 

Boxer Outbreak was the result, and in 1900 the reactionaries 
rna_de one last attempt to sweep the foreigner into the sea. 
Peking was occupied by the allied troops, the Manchu Court 

fled to Sian(u, and China was saddled with a fresh debt of 
about £60,000,000. to pay (or her mid-summer madness. This 
was charged upon the Maritime Customs, upon certain Hkin 
collectorates and upon the salt gabelle. 

In 1898-1899 the American Secretary or State, John Hay, 
anxious to prevent the partition of China and to protect the 
interests of general foreign trade against discrimination in the 
portions of Chinese territory already occupied by foreign 
powers, enunciated his" Open Door" policy. His proposition, 
favorably received at first and reaffirmed in the negotiations 
which followed the relief of Peking, won the adherence of other 

nations not because of any particular consideration for China 
but because of their mutual jealousy and their realization that 
partition would impose upon them responsibilities which they 
might find it difficult to bear. 

They did not therefore surrender the porta which they had 
forcibly leased, but their acceptance of the .. Open Door" 

doctrine nevertheless marked the beginning of a financial and 
commercial, rather than territorial, definition of their respective 
interesta. The Russo-Chinese Bank had been created in 1895 
as the chief instrument of Russia's ambition in her Manchu- . 
rian adventure. This institution and the Hongkong & Shanghai 
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Bank, the Deut8ch-Asiatische Bank, the Banque de I'lnda-. 
Chine and the Yokohama Specie Bank, now became more and 
more generally recognized as indispensable financial means to 

the political and commercial ends of their respective 
Governments. 

In contrast to the peaceful rivalry in China proper, the 
situation in Manchuria became more and more threatening. 
Russia despite her diplomatic assurances to the contrary did 

not evacuate this region occupied after the Boxer trouble. 
She persisted moreover in an attempt to acquire control over 
northern Korea as well, until Japan, avowedly the champion 
of China's integrity and the "Open Door " (or the trade oC 
an nations, declared war. 

Relieved by the defeat of Russia Peking breathed more easily. 
This satisfaction, however, was short lived, Cor the Chinese 

soon became convinced that Japan not unnaturally intended to 
reap for herself and not assure to China, the fruita of hersplendid 
victory. She had taken from Russia the Liaotung Peninsula, 
Crom which she had ht:rSe1f been ousted after the China.Japan 
War. More than that,shesucceeded to Russia'srightBin therail
way running north from Port Arthur and in the coal mines at 
FushUD. 

When His Excellency Yuan Shih Kai, now President of the 
Chinese Republic, went to Tientsin as Viceroy of Chihli 
Province, he had with him a number of officials, notably Tang 
ShaD Yi and Liang Tun Yen, who had been recalled from 
America in the early SO's, but who had not after their return to 
China been given much share in the direction of affairs. Yaun 
soon {ouod himself at the head of what might be called a 

" Refonn" party, and these subordinates of his, able, accom
plished and well versed in American and European methods 
greatly aided him in instilling Dew force and intelligence into 
the Peking Government. Administrative reforms were de
manded, the Chinese Press, hitherto practically non-existent, 
began to assert itself, and young men educated abroad returned 
to direct a II rights recovery" agitation which soon developed 
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anti-Manchu propaganda and which found its final expression 
in the revolution of last year. 

Peking became. concerned about Japan's activity in Man
churia. Their Excellencies HsU Shih Chang and Tang Shao Yi 
were sent to Mukden to establish, if possible, Chinese authority 
throughout the Three Eastern Provinces, and to exercise 
the right to develop this region under Chinese auspices, assured 
by the Portsmouth Treaty and the so-called Komura Con
vention, signed between China and Japan in the autumn 
of 1905. 

They had no int.ention of interfering with the treaty rights 
acquired by Japan, but they wished, if possible, to induce 
British, German, French and American capitalists to invest 
in the development of this region. 

In the autumn of 1907, Lord ffrench, representing Messrs. 
Pauling & Company. the well known firm of English contractors 
signed with the Manchurian Viceroy a contract for the con
struction of a railroad from Hsinmintun a point on the Peking
Mukden Railway, to Fakumen, with the ultimate object of ex
tending this line north to Tsitsiharon the Chinese Eastern Rail
way. Japan protested on the ground that the construction of 
such a road would violate the provisions of the secret protocol 
attached to the Komura Convent ion, stipulating that China 
should build no railway parallel to or competing with, the 
South Manchurian Road. 

Subsequently in the summer of 1908, His Excellency Tang 
Shao Yi signed a Memorandum of Agreement for a loan of 
$20,000,000., to be undertaken by American capitalists (or 
the establishment of a bank which was to act as the 
financial agent of the Manchurian administration for deyelop
ment work. This marked the beginning of the negotiations 
which led to the organization of the American Group, the sig
nature of the Chinchou-Aigun Railway Loan Agreement, the 
conclusion of the Currency Loan and the formation of the pres
ent Six Power Group. 

In May 1908 Congress had approved President Roose-
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velt's recommendation that the United States return to China 
a portion of the Boxer indemnity. Senator Root, the!, Secre
tary of State, and His EIcellency W. W. Rockhill, then Ameri· 
can Minister to China,. suggested that the remitted funds 
should be expended in financing the education of Chinese 
students in the United States. 

His Excellency Tang Shao Yi was appointed Special Am
bassador, ostensibly to thank the American Government 
for its generous action. His real mission was to negoti. 
ate the Manchurian Loan with American bankers. On 
arriving in Washington , however, he advocated a much more 
comprehensive scheme. He proposed to Secretary .Root that 
China should issue a loan of $300,000,000. to be utilized for a 
programme of industrial development, for currency reform, and 
to finance the Chinese Administration during the period follow
ing the intended aboli tion of Iikin and until the consent of all 
the Powers to an increase in the custo~riff was obtained. 
Mr. Tang desired an international loan in which he wished the 
United States to take the lead and Mr. Root promised to sup
port this plan. With the authority of Mr. Root and the sanc
tion of Presid~t Roosevelt the matter was brought to the 
attention of American bankers, but it was necessary temporarily 
to abandon the groject owing to the dismissal o( His EIcellency 
Yuan Shih Kai from the high office which he then held in 
Peking. 

Following the inauguration of Mr. Taft, however, the Presi
dent and Mr. Knox became keenly interested and the Depart
ment of State desired, as soon as an opportune moment should 
arise, to reopen the question of customs revision and Iikin 
abolition, as well as currency refonn, in accordance with the 
stipulations of our Commercial Treaty with China of 1903. 
With a view to taking up the proposed loan at the proper 
time, the American bankers, who had been interested, closely 
followed the situation. 

In May 1909 it became known that the British, French and 
Gennan financial groups were about to conclude an agreement, 

• 
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to be secured on provincial revenues, {or the construction of 

. the Hukuang Railways, i.l ., the lines {rom Hankow into 
Szechuan and (rom Hankow to Canton. 

The Department of State held thE;: promise of the Chinese 
Government that if any foreign money were required for the 
construction of the Hankow-Szechuan Line one-hall should be 

secured from American and one-half from British capitalists. 
The fact that internal taxes, upon whose abolition the con
templated increase of the Maritime Customs tariff depended, 
were being pledged as security (or the new railway Joan, directly 
affected the fulfillment of the engagement which the Depart
ment of State had made to assist China in obtaining from the 
other Powers their consent t.o customs revision. 

In order, therefore, that the United Slates might be entitled 

to a practical, and not a merely theoretical, voice in this matter, 
as well as to assure to American manufacturers a share in the 
profits of Chinese r~way construction and the business arising 
therefrom, it was essential that representative American 
capitalists should participate in the Hukuang Loan. The 
Department of State offered this opportunity to the bankers 

already interested in the loan proposed by Mr: Tang Shao Yi 
and the American Group was organized creating an instru. 

ment which it was hoped might enable the Administration not 
only to further the interests of American trade but effectively 
to assist China in obtaining the consent of the Powers to the 
customs revision she so greatly desired . 

In the autumn of 1909, immediately following the organiza. 
lion of the American Group, a preliminary agreement was 
entered into with the Viceroy of Manchuria, by the American 
Group and Messrs. Pauling & Co., for the construction of the 
Chinchou·Aigun Railway. Much has been written regarding 
this subject and in Europe especially, our Government has 
been criticized for the IKrCalled Manchurian" Neutralization 
Proposals" advanced toward the close of 1909, and which were 
politely declined by Japan and Russia at the beginning of the 

following year. Although the story of the inception of this 

Jl 

project does not perhaps fall directly within the scope of this 

paper, it may be well here to recite certain facta in connection 
therewith which, had they been known, might have given a 
very different complexion to journalistic comment at the time. 

The scheme of bringing the Russian' and Japanese railroads 
in Manchuria under the control of a great international com· 
pany was first conceived by the late Mr. E. H. Harriman, 88 a 

factor necessary to the realization of his dream of creating a 
" round the world" transportation system. 

At the close of the Russo-Japanese War, Mr. Harriman 
visited the Far East. In September, 1905, working closely 
with the Han. Lloyd Griscom, then American Minister to Japan, 
he drew up with the late Prince Ito and Count, now Prince, 
Katsura then Premier of Japan, a memorandum stipulating that 
the portion of the Chinese Eastern R, R. rrom Kwangchengtze 
to Port Arthur and Dalny (now known as the South Manchu
rian Railway), which had been acquired by Japan from Rus
sia under the provisions of the Portsmouth Treaty, should be 
financed by an American loan and operated under joint 

Japanese and American direction. 
This project was never realized. It was blocked by the late 

Marquis Komura, who, raised what appeared to be insuper

able objections to Mr. Harriman's plan. 
Mr. Harriman however, did not give up his idea. Agents or 

the Russian Government during 1906- 1907 proposed to certain 
American bank~ that they purchase rrom Russia the portion of 
the Chinese Eastern Railway which remained in Russian hands 
at the end of the war, i.e. the line running across Northern Man
churia, witn its branch from Harbin south to Kwangchengtsze. 

The Russians stated that they were willing to sell in case Japan 
also could be persuaded to dispose of the South Manchurian 

Railway. 
In this connection it should be remembered that the agree. 

ment between China and the R\188O--Asiatic Bank for the can· 
struction of the Chinese Eastern Railway, provided that 
China might repurchase the line after 36 years and that it 
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w;ould in any case revert to China at the termination of an 
eighty year pel iod. 

Japan under the Komura Convention had been recognized 
by China as successor to the Russian rights, under this agree
ment, to the portion of the road acquired after the war. 

It was proposed therefore that an international syndicate 
should anticipate the operation of this clause and repur· 
chase the line on China's behalf, at this time, rather than 
later. 

The scheme was discussed with Mr. Tang, during his stay 
in Washington, in the autumn of 1908 and he expressed the 
opinion that China would be glad to co-operate. An important 
Japanese financier who had been informally advised of the 
plan, however, stated that Japan would be unwilling to 
acquiesce therein. 

Notwithstanding this fact the negotiations with Russia 
were continued and, in the summer of 1909, Mr. Harriman, 
through a leading Paris banker, approached M. Kokovtseff, 

then Minister of Finance, now Premier, of Russia, and was 
assured that on his return from a trip to Vladivostock, upon 
which he was about to start, M. Kokovtsetr would recommend 
the sale of the Russian Railway. This he did in a public 
address on his return to Moscow. 

Theexistenee of the Harriman memorandum, anti the attitude 
of the Russian Minister of Finance aside from the broader 
political considerations involved, justified the American pro

posals. An entente had been arranged between Japan and 
Russia, however, in 1907. Both powers were greatly disturbed 

by the neutralization scheme and thanks to the understanding 
rt'ached by M. Isvolsky the Russian Minister for Foreign 
Affairs. and Baron Motono the Japanese Ambassador in St. 
Petersburg, they refused to join in Secretary Knox's plan. 
Russian objections to the Chinchou·Aigun project, as well 
as the conditions imposed by Japan as precedent to her partici. 

pation therein, moreover prevented the construction of this road . 
Furthermore lest there should be any further misunderstand. 

. , 
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ing as to their attitude these powers in the convention of July 
4th, 1910 igreed jointly to safeguanl their respective interesu 
in Manchuria- an arrangement which, though undoubtedly a 
natural one, was not, it must be admitted, calculated to assure 
to China herself the right to develop this territory. 

In May, 1910 an arrangement was reached with the French, 
German and British Groups for the participation of the 
American Group in the Hukuang Loan. At this time the three 
groups first mentioned invited the American Group to join them 
in the combination which they had effected the year before for 
undertaking Chinese loans. 

This invitation was later accepted and an intergroup agree
ment was signed in November 1910. 

On October 27th of that year the American Group had con· 
cluded a preliminary agreement for a £10,000,000. loan, to 
finance China's currency reform and to undertake certain 
industrial enterprises in Manchuria. 

When the American Group was first organized, and actively , 
' supported by the State Department, was seeking participation 
in the Hukuang Loan, Secretary Knox had declared that the 
American Government believed that the interests of China and 
of international trade with that country could best be served 
by the friendly c(H)peration of the great lending nations and 
their banking groups. 

It was in pursuance of this policy that the American Group 
entered into the combination with the other groups and ad~ 
mitted them to equal participation in the Currency Loan, the 
final contract for which was signed on April 15th, 1911. 

The final agreement for the Hukuang Loan was also signed 
with China by the same parties on May 20th of that year. 

In the present negotiations with China for the Reorganization 
Loan, as in fact in all loan negotiations during the past few 
years, the banking groups have found their greatest difficulty 
in the settlement of the question of "control." It may be well 
therefore before giving the story or the recent negotiations to 
review briefly the history of this much discussed tenn . 

"""'-=The Willard Straight I Papers at Cornell University 
-

I 



14 

The word" control " has (or some time commonly been used 
to denote the guarantees against improper expenditure of loan 
funds which the banking groups, in a greater or less degree, 
have insisted upon securing and to which the Chinese Govern· 
ment hM from time to time reluctantly agreed, and constantly 
endeavored to modify. 

.. Control" in the at present accepted sense of the word was 
first embodied in the Agreement made by the Chinese Govern
ment in 1898, with the British and Chinese Corporation, (or a 
loan to the Imperial Railways of North China. 

Under this Agreement, and in several others concluded at 
about this t ime, the lenders, besides securing a first mortgage 
on the railway whose construction they financed, were entitled 
to a share in the profits of the line. 

For this reason and also because of the inexperience of the 
Chinese in railway matters, the bankers required assurances 
that the loaned funds should be so expended that the mort
gaged property would constitute a sufficient security. 

• 
They furthermore obtained a certain share in the manage-

ment of these lines in order that there should be secured there
from an adequate return, (to a certain percentage of which the 
Banks were entitled) and to prevent the administrative in
efficiency and fraud which they feared if the operation of these 
railways were placed entirely in Chinese hands. 

The original railway loan agreements embodying the provi
sions above described 'were all concluded prior to the BOler 
outbreak of 1900. 

The final Shanghai-Nanking and Canton-Kowloon Agree
ments (the Canton-Kowloon Agreement slightly modified the 
.. Shanghai-Nanking" tenns) confirming these stipulations 
were signed in 1904. and 1907 respectively. The Tientsin
Pukow Loan Agreement concluded in 1908, however, substan
tially altered these conditions. 

Its signature marked the first recognition by the Banks of the 
increasing efficiency of the " Young China "party. These men 
demanded the radical modification of the old loan terms. 

~ - ~-- ---~- . 
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They considered .. control" subversive of China's sovereign 
rights and flattered by the blandishments or rival foreign in
terests, they were ' determined to exact from the World a 
consideration similar to that' accorded Japan after years of 
patriotic self.gacrifice and conscientious endeavor. The 
avowed purpose of these officials to weaken the hold of the 
foreigner on China was heartily applauded throughout the 
provinces. It served as a patriotic issue on which an appeal 
could be made to the masses and a cloak under which the pnr 
vincial gentry could cover their real purpose, which was to 
restrict the extension of the Peking Government's authority 
by railways built with foreign loans, or otherwise. and their 
determination that if foreign loans were made, the chances for 
peculation should not be monopolized by the metropolitan 
mandarins. 

Under the Tientsin-Pukow contract the Chinese Government, 
by a cash payment redeemed the .right held by the Banks 
under the original agreement signed in 1898, to a share in the 
profits of the Railway. No mortgage on the line was 
given. The loan service was to be met from the earnings of 
the road or from certain provincial taxes; and in this 
Agreement it was for the first time stipulated that. in case of 
default on the loan service. the hypothecated revenues should 
be administered by the Maritime Customs Service. The 
principle of joint management was abandoned. The Banking 
Groups, however, insisted that the Chinese Government should 
employ foreign engineers for the construction of the line, and 
during the life of the loan, and that requisitions on loan funds 
specifying the purposes for which these sums were to be 

applied should be signed by the Director General. The con
structio,n accounts of the railway were to be open to exarn.ina~ 
tion by foreign auditors to be appointed by the Banks. Under 
former loan agreements the auditors had been empowered to 
stop the withdrawal of funds in case the Chinese officials were 
found guilty of peculation. This authority was not conferred 
by the Tientsin-Pukow contract and the ellect of this modifi
cation soon became apparent. 

• 
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The B<rzalled II Tientsin-Pukow" terms did not prove to be 
an effective guarantee against" graft." 

From the commencement of the construction of this line there 
have been numerous scandals, the most flagrant instance 
resulting in the degradation of the Oil ector General and a 
number of his subordinates. The cost of construction has far 
exceeded even the most liberal estimates, and the loan service 
will therefore constitute a heavy charge on the revenues of 
the line. 

Owing to the unsatisfactory operation of the so-called 
.. Tientsin-Pukow" terms, negotiations were conducted in 
the winter of 1908-1909 between the British. German and 
French Groups and their respective Governments with a 
view to reaching an understanding as to the degree of 
.. control" to be demanded from China as a condition prece
dent to future loans. 

There are different versions as to the exact course of events 
in China at this time. It is, however, sufficient to state that 
in conducting pour-parlera with the Chinese authorities (or a 
loan to construct the Canton-Hankow Railway, - the represen
tative of the British and Chinese Corporation at Peking re
fused to agree to .. Tientsin-Pukow H terms and insisted on 
more effective" control". The representative of the Gennan 
Group, however, accepted theM conditions and secured 
the contract. The diplomatic protests and recriminations 
amongst the bankers which followed resulted in a compromise 
under which the British and Chinese Corporation was suh
ordinated to the Hongkong and Shanghai Bank, which with ita 
French associates, combined with the German Group, to 
negotiate a loan to cover not only the Hankow-Canton but the 
Hankow-Szechuan Railways. The Agreement was initialled 
on tne 6th of June 1909 and the" control" provisions ~pt.ed 
by the Banks were similar to those embodied in the Tientsin
Pukow Agreement. 

-BritiBb capital had obtained a " preference" for fina ncing the COD
Itruction ot tbil road. (See , 3, Page 2) 

• -
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The inclusion of the loan for the construction of the 
Hankow Szechuan Railway in this operation entitled American 
interestS to the participation which the American Group 
eventually secured. 

Rivalry between the British and Gennan Groups had en
abled the Chinese in the original Hukuang Agreement to secure 
.. Tientsin-Pukow" terms despite the fact that the operation 
thereof had demonstrated that more stringent "control" 
provisions were needed. 

Furthermore, during the year which elapsed before an agree. 
ment was finally reached between the British, German and 
French Groups and the American Group, there was an ever
increasing .. anti-loan" agitation in the provinces through 
which the Hukuang lines were to be constructed. Provincial 
Railway Companies- were formed and secured from the vacilla
ting Peking Government rights which violated thetenns of the 
Agreement initialled with the .. Tripartite Banks," and in 
which the Chinese had agreed the American Group should be 
given a participation. 

The National Assembly, the forerunner of the proposed 
Chinese Parliament was convoked (or the first time in the 
autumn o( 1910. Its members (rom the outset interested them
selves in the question o( finance and showed a determination 
to scrutinize government expenditures, which the bankers (elt 
would serve to restrict, even though it might not prevent, 
official peculation. 

The National Assembly, moreover, was entitled to pass upon 
all Government loans and was known to be opposed to a roreign 
loan for the construction of the Hulruang Railways by the 

·Conaiderable lunlS, quite insutflcien~ however to build the rail'j\{ays in 
queation, were lM!(Iurod by popular lIu bfICription, And in Slloohuan I)rovin<le 
by I.&:u.tion a.IlJO. CoIlS~ruetion work was commenced, and abandoned, 
and in a number ot well authenticated C&8e3 the fundi obtained by 
the oompaoiee were either lost by the DirooUlrs th~reor , lII' ho lpeculated 
hee.vily in the Shanghai" Rubber Boom." or Blolen by more eimple and 
direct method.. Tbe demonltraUld iMbility of the Provincial CompanieJI 
to do the work they had undertaken was u8ed hy tho I mperial Government 
to jUltify it. very lOund polioy ot Rail,..ay "~alionaliu.tioD." 
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Central Government, instead of by the Provincial Companies. 
Sheng Kung Paa, Minister of Communications, was deter
mined , however, to build the Hukuang lines, and in response 

to the protests of the Assembly he pointed out that in nego
tiating the loan in Que3tion, he was fulfilling an obligation 
entered into in 1909, prior to t he convocation of t he As.<;embly. 
by the Grand Councillor Chang Chih Tung. He was obliged 

therefore to adhere a s strictly as possible to the terms of the 
original cont.raet, and would not and could not have consented 
to any new" control" conditions at this time. 

In this arrangement the Bankers aequiesed, feeling that the 
punishment inflicted after the Tien tsin-Pukow frauds and the 
surveillance of the National Assembly over the expenditure of 

loan funds, as well as the difficulties by which the Central 

Government was confronted, justified them in confirming the 
"control" provisions of the original agreement. 

The Currency Loan was of a different character, coming 
under the head of " Government " or .. administrative " loans, 

Practically theonly' loans previously falling within this category 
had been required to pay indemnities abroad and there was 
no necessity therefore t hat the lenders should exercise 
" control " over their expenditure, The Currency Loan, 
however. was to carry out a definite programme and not 
for general administrative purposes. The four Banking 
Groups now acting in harmony believed some fonn of super~ 
vision to be necessary, and it was thought that the " control" 
machinery devised for railway loans, could, with certain 

modifications be utilized for assuring the proper application of 
the borrowed funds under the Currency Reform Programme. 

The Chinese had reluctantly agreed to vari ous control prtr 
visions in Railway Loan Agreements, but they feared that to 
admit the principle of supervision over administrative expendi~ 
tures would be tc! pave the way for foreign control over China's 
general finances. An arrangement was finally made, however, 
whereby China submitted to the Groups her programme of 
Currency Reform for their acceptance, and agreed to expend 
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the loan funds only in accordance therewith, to publish quar~ 
t.erly reports of disbursements made, and to engage a foreign 
expert to assist the Bureau of Currency Refonn. 

The loan has not been issued but it is open to question 
whether this " control, " in practice, would have prevented 
peculation, and insured the proper expenditure of loan funds, 
and the effective operation of the Currency ReConn Programme. 

Immediately following tbe outbreak at Wuchang, on October 
11th, 1911, which marked the beginning oC the revolution· in 
China the representatives or the rour banking groups in Peking 
were approached regarding a loan to the Imperial Government. 
The Manchus, however, seemed unable to cope with the rapidly 
developing revolt and the Groups were unwilling to advance 
funds to a government whose continued existence seemed 
problematical. Their Governments moreover decided to 

observe absolute neutrality as between the contending 
factions and refused to approve any loans to either side, The 
financial history of the Revolution has been ably told by Mr. 

George Bronson Rea in the Far Eastern Review and in this 
account those who are interested may read of the various 
negotiations, practically all of them unsuccessrul, undertaken 
by both the Imperial and Republican authorities dUring this 
period. 

·I t baa been generaJly stated that tbe disturban<. ... in Szoohuan provin08 
in August and September lut marked Ihe ~nnlng of 'the revolutionary 
movement. This is not the cue except that tho general unrest oreated 
tbereby contributed to the rapid epre&d ot anti~M.ncbu ICntiment. The 
Szechuan agitation ie said to havII ~n directed against the" National 
iUlIion" of Railways, and tbe Banking GroUPI therefore have been 
aocused of being t he indirect eaullO of tho revolt. This again i. not true. 
The agitation was not against Itailway" Nationalil.ation " which tbe 
most intelligent leaders of ChinellO publio opinion recognized al desirable. 
hut against the manner in which it wu carried Into effect. Shun&' Kung 
Pan. tbe Mwist.er of Com munication. UIH>n Lho signature of the Hukuan, 
Loan Agreement took stops to rellurcbaae the right8 of the Provincial Com
paniea in accordanoe witb tbe" NatioDAliz.ation "plan, Incidentally, it 
!8reported on the beBtauthority, he bouiht up the major portion or lOme 
of the Provinew bonds. and offered to redeem them at par, He did not 
acquire coo1rol of the Sz.echuan bond. and thererore offered only 60 per 
oent on the face value. Hence tbe riots. 

- "' The Willard Straight I Papers at Cornell University 
-

I 



20 

The Prince Regent of China retired on December 6th, 1911, 

turning over the reins of govemment to Yuan Shih "Kai, whom 
he had dismissed three years before at a time when he stood 
out, as he does today, as the only man capable of coping with 
China's domestic troubles and the difficulties by which she is 
threatened from abroad. 

The Emperor abdicated on February 12,1912, and on March 

10th Yuan Shih Kai was inaugurated as provisional President 
of the Chinese Republic. 

The present loan negotiations with the Chint!Se Government 
were commenced in the middle of February, when the acting 
Minister of Finance, His Excellency Chou·Tzu-Chi, approached 
the representatives of the so called "Four Groups" (i. e., 
British, German, French and American) at Peking, and asked 
for an immediate loan. 

On February 26th, Mr. Tang-Shao-Yi, representing the 
Republican Authorities at Nanking, arrived in Peking for the 
purpose of arranging a Coalition Government. On the follow
ing day, at Mr. Tang's invitation , the representatives of the 
Four Groups discussed with him the question of the loan 
broached some days before. 

Mr. Tang stated the immediate requirements of the Chinese 

Government, and requested the representatives to ask their 
.Groups to finance the same. In addition he discussed the 
Chinese Revenues available as security for a large loan to re
organize the Chinese Administration, and to initiate a scheme 
of commercial and industrial development. He asked the rep
resentatives how much China could borrow on this security, 
and finally, himself suggested the figure of £60,000,000, which 

he wished the Danks to loan in five annual instalments of 
£ 12,000,000 each. 

P ursuant to Mr. Tang's request for an immediate advance, 
the Groups on the following day paid in Shanghai the sum of 
Taels 2,000,000, to 'meet the urgent requirements of the Nanking 
authorities. 
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The four representatives had reported Mr. Tang's request 

to their principals in Europe and America.· No reply had been 
received when on the night of February 29th a number of the 
Chinese Troops quartered in Peking mutinied, looted and 
burned portions of the city, and openly defied t he authority 
of the Provisional Government. On the following day, March 
1st, it was suggested to Mr. Tang that it would be desirable that 

he should make some statement to reassure the Groups who 
were considering his proposition, regarding the probable effect 

of the outbreak, and the ability of the Government to cope 

therewith. 
Mr. Tang's explanation was unsatisfactory, and the burning 

and looting continued on the night of March 1st. On March 
2nd, acting under instructions from Yuan-Shih-Kai, the acti!1g 
Minister of Finance requested from t he Four Groups an im
mediate advance of 1,015,000 Taels. He stated in his letter 
that the President appreciated that in view of the critical state 
of affairs in Peking, the Groups would not be prepared to lend 
this money without the authority of their Governments, and 
requested the representatives to secure the necessary sanction 

from their Ministers as soon as possible. 
Though Mr. Tang in order to justify the signature of the 

.. Belgian loan .. subsequently stated that the Groups had refused 
to render aMistance when approached after the mutiny of Feb

ruary 29th, no other requests for immediate advances other than 
that mentioned above was received by the Groups at this time . 

The seriousness of the situation at this time is shown by the 

fact that on the same day Mr. Tang-Shao-Yi had addressed a 
note to the British Minister stating that he feared the Peking 

tA number or I!.'rit.era on this lubjoo~ have stated that. on Jo'ebrull.ry 
27th the Group represent&tivf!1 made a detinite agreement. to rUrni8h 
certain 8ums. Tbis is not true. The Group representatives merely 
agreed t.o report Mr. Tang's proposition to their prinoipals. They 
did however, iu view or the urgent. need or rundl in Nankilll' 
(it 'WII.8 teared tbat the troop. might. mUliny if not paid immediately) 
themaelvel assume the responsibility or making the advanoe or Tis. 
2,000.000, referred to in thl! tinal parJl.raph of the- preceding pqe. 

~-.~ . ...;.n.:,. «-The-Willard Straight I Papers at Cornell University 
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Authorities would no longer be able to control the situation, 
and requesting the Diplomatic Corps to take steps to assist 
tlie Chinese in preserving order. Yuan-Shi-Kai later denied 
having authorized Mr. Tang to take this action. 

On March 9th the necessary authority having been received 
(rom the Four Governments, the Groups advanced the sum 
requested under an exchange of letters, which 

1. Assured to the Groups the firm option for furnishing 
.. the further monthly requirements of the Chinese 
.. Government (or the months of March, April, May and 
.. June, and if necessary, July and August /. and 

2. In view of the assistance rendered t he Chinese 
Government in advancing the sums mentioned above 
as well as in undertaking the contemplated advances for 
monthly requirements and maintaining. Chinese credit 
on the markets of the world . (by paying Chinese loan in
terest coupon charges which the Chinese Government 
itself had been unable to meet), the Chinese Government 
assured to the Groups the firm option on the Reorganiza. 
tion Loan (provided their terms were equally advantageous 
with those otherwise obtainable). 

From the proceeds of this projected Reorganization Loan it 
was intended to redeem the Treasury Bills, which were to be 
issued to cover the advances. 

So urgent were the needs or the Chinese Government, 
that the Four Groups did not at this time arrange the 
tenns upon which they would discount these Bills, it being 
impossible to settle this point until after the Conference in 
Europe of the Four Groups, whieh had been called for 
March 12th. 

The terms on which the Groups were prepared to undertake 
this business were not, however, communicated to t he Chinese 
Authorities, for on the evening of the 14th the four representa. 
tives learned that an agreement had that morning been con. 
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c·uded with the scrcalled .. Belgian Group" for a Joan of 
£1,000,000 carrying an option for a further large loan.· 

This transaction was completed at a time when the President 
and Mr. Tang knew that the representatives were hourly 
expecting a definite reply from the Four Groups to the 
proposals made by Mr.Tang on February 27th. 

The signature of the .. Belgian Loan " was virtually the first 
official act involving t he new Administration's relations with 
foreigners. I t was a clear breach of contract. The Groups, 
more especially the British, Freneh and German, had since 
the outbreak of the Revolution in Oetober, been themselves 
advancing funds to pay interest charges on Chinese Loans 
which they had issued. They had done this to protect the 
publie to whieh they ·had sold Chinese Bonds, and to protect 
the credit of China where they had very large vested in terests. 

Despite the chaotic conditions prevailing throughout the 
provinces, and the absence of any really effective authority in 
Peking the Groups with the support of their Governments had 
been ready to advance to China funds sufficient to put the • 
Peking administration on its feet at a time when no public 
issue of Chinese Bonds was possible, in order to do their part 
in assisting the restoration of stable conditions. 

The signature of the Belgian Loan, however, affected the 
security for the large loan which the Groups had been asked to 

undertake-and it carried no guarantee whatsoever that the 
funds furnished or to be furnished would be properly expended. 
it increased China's liabilities without insuring any increase in 
the effectiveness of her administration and instead of rehab· 
i1itating, it was calculated to prejudice, her credit. 

·The Belgian loan wall aooured on the Peking-Kalgau R. R. . ~he carn· 
ingll of which together with the earnings of other" produclive cnter· 
priSCII .. oonlroUed by the Board of Communications, had been pledged 
as security for tbe Auglo--~~reucb loan of 1008 .. Tb~ British ~nd Fre~ch 
Miuistcrll luooessfully I>rotelled against the alienation of thlll lOOunty. 
The price paid by the Bankenl for the Belgia.n loan was not All high as 
tha.t whioh tbe Four Groupe were ready to give-bu~ tbere were no 
.. control " provisionll in the oont.raet. 

• The Willard Straight I Papers at Cornell University 
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The "Belgian Loan" Contract had been drawn subject 
to ratification by the" Advisory Council .. at Nanking. 

Despite the protest made by the Four Group representatives 
on March 16th, Mr. Tang urged, and finally pursuaded, the 
Council to ratify this agreement, on the ground that the Four 
Groups had refused to assist China after the outbreak of Febru. 
ary 29th. There is no evidence that Mr. Tang at this time 
informed the Council of the assistance which the Groups had 
rendered, and were prepared to render, or of the existence 
of the letters of agreement of March 9th. 

The British, German, French and American Ministers on 
March 25th formally protested against the conclusion of the 
"Belgian" loan. Mr. Tang Shao Vi, then Prime Minister in the 
newly organized Cabinet nevertheless attempted to secure fur
ther funds from the "Belgian" Group. This failing, the Chinese 
Government on April 15th replied to the Minister's protest des
cribing: the signature of the" Belgian " Loan- and the violation 
of the letters of agreement of March 9th, as a .. misunderstand. 

• ing" and requesting the Ministers to instruct the Group repre
sentatives to resume negotiations with the Premier on his 
return to Peking. 

The Four Ministers refused to accept the explanation 
offered. and insisted that the Government should admit its 
breach of contract "'ith the Four Groups .• 

This condition was accepted and negotiations were resumed. 
During the next few weeks the Croups paid over further 
amounts, making ihe total sum advanced 12,100,000 taels, or 
approximately £1,800,000. Agreements, covering these later 
advances were signed on May 17th, and June 12th under 
which, after considerable difficulty, the Chinese had been 

persuaded to agree to the safeguards which the Groups 
considered essential to assure the application of the loan funds 

"The" Delgilln" Groull included the RUlIIIO-,uiatie Bank which was 
later d~,"ignat~ by the Russian Oovernment to participate in tbe " Si:t 
Power Syndll~ate. Under the Paris agretment of JUDe OOth, 1912 tbe 
memben or the" Ilclgian .. Group ""ere rerognil'.ed hy tbe combination 
all members or tht' " Illluian .. Group . 
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to the payment of troops and to the other purposes for which 
they were bolrowed. 

At the requeet of their respective governments the original 
(our Groups with the approval of Yuan Shih Kai had agreed to 

admit banking interests designated by the Russian and Japan
ese Governments, to a participation in these transactions, and 
after protracted and most delicate negotiations an agreement 
was reached between the six Groups on June 20, 1912, in Paris. 
regarding the conditions upon which they were prepared jointly 
to undertake the proposed Reorganization Loan to China. 

The Groups were presented with the problem of financing 
the reconstruction of China on conditions which would be 
attractive to the bond purchasing public despite the dis
organized condition of that country. To appreciate the 
difficulties which they were obliged to take into consideration, 
it is necessary to summarize the situation existing at this time. 

They had been requested by China to (urnish roughly 
10,000,000 Taels or £1,300,000 a month for six months and to 

provide other sums making the aggregate amount to he ad
vanced 80,000,000 Taels or about £10,000,000. 

It would have been impossible to issue a Chinese loan at tbis 
time except at a figure so low as to prejudice the Quotations 
for Chinese bonds already on the market, in the hands of the 
public, not of the Groups. To furnish the sums immediately 
required therefore the Banks would have been obliged to 
discount, Treasury Bills, which they would have either had 
to hold themselves, or dispose of to a very limited cluntele. 

These advances were required to pay the army. to finance 
the disbandment of superfluous "troops, and to meet the 
current expenses of the Government. The large loan was to 
be expended to redeem the Treasury Bills, to clear off arrears 
in China's indemnity and loan services, and to meet certain 
pressing outstanding obligations. Mr. Tang proposed to use the 
balance to make up the loss of Iikin, which he desired immed· 
iately to abolish, pending the consent of the Powers to an in. 
crease in the customs tariff. In addition he had certain vague 

• .... T he Willard Straight I Papers at Cornell University 
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schemes (or railway construction, afforestation, and the estab

lishment of mills of various sorts. 
For the advances and large loan requested the Chinese 

Government proposed to pledge the Salt Gabelle as security. 
The service of the Boxer Indemnity is a first charge on this 

revenue. It was estimated however that it now yields Taels 
47,000,000 per annum- and could be increased to at least 
haIr as much again if honestly collected.· 

The Chinese Government at this time was powerless to col. 
lect the taxes which i t offered as security and was unable 
to meet indemnity and loan payments, to pay troops or to 
finance its current administ rative expenses and its permanence 
was by no means assured . 

During the course of the negotiations, from February to June 
the Chinese officials had shown little appreciation of the magni
tude of their financial task and had evinced little ability in deal. 
ing effectively therewith. . 

The Groups nevertheless had advanced Taels 12,100,000 in 
order to enable the administration to meet its most urgent 
needs and to prevent the disorders and mutinies whM:.b it was 

feared would occur unless funds, which the Government could 
not set'ure from its own people, were obtained. 

These advances had been made subject to certain conditions 
to insure their proper application to the purposes for which 
they were borrowed yet the Chinese officials charged with 
their expenditure had placed every obstacle in the way of a 
proper and efficient audit, to which they had agreed . 

Patriotic Chinese, proud of their RepUblic and hopeful and 
confident of its Cuture may regret the necessity of including 
such facts in this statement. These men, however, if they be 

Cair minded, must admit that the Banking Groups, no matter 

• Ellperienoo at Tientsin IInti 'rl ingtao baH Ihown the enormous increase 
th .. t migbt beobtainoo wcrethia tax pn)J)erly adminiatered. In Tientl in 
& lingle alation under the (ol'(>ign manAged .. Provisional Oovemment " 
temporarily iUl lan,"" after th ... i1oXf'r outhreak. colleeted in lix months a.s 
much revenue u the entire district had yielded in a year. At Tlingtao the 
collectionl or a atation placed under roreign direction were at once 
increued Ibc-told. 
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bow friendly they might be to China, would not have been 

wananted in disregarding them. 
Because of these facts the Groups were unwilling to under· 

take the business without the joint support of their respective 

Governments. Because of these facts, moreover, they deemed 
it possible to proceed with adva'lceB and to undertake the Re
organization Loan only on certain conditions which were briefly 

as follows :-
First, That the Groups should have the right to satisfy 

themselves as to purposes for which fQnds were required. 
Second, That China should herself create a system of audit in 

which foreigners should be employed with powers not merely 

advisory, but also executive, 80 as to ensure the effective 
expendit ure of funds borrowed for the purposes specified. 

Third, That the salt taxes to be hypothecated for the service 
of this loan should be administered either by the existing 
Maritime Customs organization or by a separate Chinese 
service like the Customs, however, under foreign direction, 
thus safeguarding the proper administration of the security 
despite the possible continuation or n!Currence of unsettled 

conditions in China. 
Fourth, That the Groups should take the first series of the 

loan of £60,000,000, at a fixed price, and should be assured an 
option on the subsequent series at a price to be based on the 
market quotation of the first iMue, thus giving China the 
benefit of any improvement in her credit. 

Fifth, That to protect the quotation of bonds issued and to 
assure a successful marketing of subsequent series China.shou1d 

not borrow through other Groups until after the entire loan 

of £60,000,000 had been issued.· 
Sixth, That for a period of five years China should appoint 

the Groups its Financial agents to assist the Administration in 

its work of Reorganization. 
--,--,..---,,-:--:c 

-In the oontT1Ult ror the II<Ml&lled " Crisp" loan ot £ 10,000.000, Chin .. 
agroed to a stipulation whieh virtually preven~ed ber (rom borrowin~. 
6XOOpt through tbe Crisp lJyndicat.e, for the pt'nod o( ontl year or unlll 
the loan bad bec!n iu uoo in entirety. 
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These conditions were submitted to the Chinese Government 
and in reply the Group representatives in Peking were informed 

that it would be impossible for China to accept a loan on 
such tenna. Negotiations, however, though interrupted, were 
not formally broken off, and from the end of June dis

cussions were continued between the ChineSe officials and the 
Group representatives, but without result.· 

Tbe difficulty was not a Question of the price at which the 

Bankers should take the bonds. It was the questionof " con
troL" The Chinese particularly objected to placing the Salt 
Gabelle under the Maritime Customs, or any foreign directed 

service, to the creation of R: proper audit department and to 
appointing the Groups Financial Agents. 

It has of late years become t he fashion. particularly among 
officials, who like Tang Shao Yi, and Liang Tun Yen served for 
a short time in the Maritime Customs to criticize Sir Robert 
Hart and his ad ministration. Mr. Drew will give you an 

account of the life and work of this man. one of the truest 
friends China ever had . 

The younger men, however, forget his splendid service
they do not real ize that he did much to save their country, for 
them, from foreign aggression, and it galls them to admit t hat 
for years· the Customs Service has been, and is today, with the 
exception of the P06tal Service, also created by Sir Robert 
Hart, the only branch oC their entire Government which can , 
if judged by Western standards, be termed efficient. 

The suggestion that the Salt GabE.lIe should be put under the 
Maritime Customs therefore, was refused, nor would the Peking 
authori ties agree to create a similar OIganization to under
take this work. Chinese and many foreign critics have 
pointed out that the Customs Service functions at t he ports 
- and t hat it would thereCore be unsuitable for the coHee
tio~ of internal revenue, ThE. Postal Service also under 

• In ~ leiter dllll'(l Jul,· Uth addrt'ssed to the GroUl1 1't'1)I'f'!J(>ntath'es 
tbe Minis ter or finalll'(' stilled that CllIual'Ould not agree to the Oroup·~ 
terms and would bt- obliged to borro .. , pJ!IIe,,·hf'rt>. P our'llfIrlfTil ""ere, 
hOl\'evl'r, n'OlM'nMI ~ h(lrtly arte",·ard. 
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foreign direction, however, has been successful in its work, eon· 
dueted throughout China, while eustoms officials have shown 
great ability in dealing with Iikin eollectorates and in solving 

customs problems in the interior of Manchuria. 
The Groups have not insisted upon the exact form t he 

proposed administration should take. They have, and do, 
believe that the salt gabelle does not constitute, and cannot be 
considered, an adequate security unless by placing these taxes 
under a Chinese Government Service,- but with foreign 
direction, inspectors, and auditors,- an efficient and honest col· 
lection be assured. 

In the present state of China when the Peking administra
tion has by no means established its authority- when ,cabinets 
are formed and dissolved with kaleidoscopic rapidity, when 
revenues are nat being collected, and when there are large bodies 
of armed men throughout the country, ready at any time to 
break into open revolt- the Groups felt that before engaging to 

undertake so large a loan as that requested , they should be 
able to be in a position to guide and advise China in her 
reorganization work, the success of which depends primarily 
on sound finance. It was for this reason that they asked 
to be appointed Financial Agents. 

Many of the leading men in Peking have privately recognized 
the wisdom of the Group's conditions and the advantages to be 
gained should Qhina accept them. Officially, however, these 
gentlemen have not dared recommend their adoption, fearing 
that their political opponents might make any concession to 
the foreigner the excuse for stirring up an agitation which they 

would be powerless to quell. 
Hoping to obtain less onerous terms the Minister of Finance 

in July last proposed that t he Groups should continue advances 
to be redeemed from a loan of £10,000,000. 

This sum, however, would have been scarcely sufficient to 

meet China's immediate outstanding obligatioJUl. The safe
guards which were suggested by the Chinese moreover were 
inadequate. A transaction of the character suggested would 

• e The Willard Straight I Papers at Cornell University 
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have increased China's debt when she was in default on exist
ing loans without creating any machinery to enable her better 
to sustain it. The groups therefore were unable to negotiate 

on this basis. The officials then stated that as the Groups 
would not lend on "reasonable" terms they would be obliged 
to secure funds (rom their own people. The Group representa
tives and the foreign Ministers in Peking welcomed the sug

gestion, and urged them to make a "popular" loan. This 
was attempted but without success; the" people" contributed 
small sums, but not enough . The Government next approached 

certain commercial houses and secured small loans, in return for 
large contracts for arms and ammunition. Tramway conces
sions were offered in return for cash advances, and otherexpedi
entsadopted to secure funds sufficient to meet the Governments 
running expenses, a ll oC which while calculated to relieve a 
temporary necessity made no provision for the future and 
would therefore merely have increased the difficulties of an 
already almost hopeless financial problem. 

Early in September it was reported that on August 30tti 

the Chinese Minister in London had signed a loan agreement 
with Messrs. C. Birch Crisp & Co., of London. Enquiry 
addressed to the Minister of Finance in Peking evoked the 
information that he, the Minister of Finance, had had nothing to 
do with the conclusion of the London contract which had been 
arranged by his predecessor acting in an informal capacity. The 

Minister of Finance assured the representatives t hat China 
desired to deal with the Six Groups as the only combination 
capable of furnishing within the next few years the enormous 

sums which China would need to reorganize her administration 
and finance the industrial development upon which the Peking 
Government wished to embark. At the time this discussion took 
place funds advanced by Messrs. C. Birch Crisp & Co. had 
already been translerred to China and placed to the credit of the 
Chinese Government in a Tientsin bank. This fact became 
known to the representatives who brought it to the attention 
of the Minister of Finance. He reiterated his former declara-
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tion that China desired to deal with the Six Groups and as late 
as September 23rd handed the representatives a statement of 
conditions which he infonned them China would be ready to 
make the basis for the continuation of negotiations for the 
Reorganization Loan. These terms were not considered 
acceptable by the Group representatives. The Minister of 
Finance thereupon infonned them that since they had refused 
the tenns proposed by China he considered that the option 
which the Groups had held , had lapsed and t hat China was free 

to negotiate with other parties. The so-called "Crisp" loan 

was issued in London shortly afterward. 
From the above facts it would seem that the Chinese Govern. 

ment was prepared to repudiate the contract signed with 
London bankers on August 30th., in case the Six Groups were 

willing to come to terms. 
This incident, in connection with others mentioned above 

is not cited for the purpose of impugning the good faith 

of the Chinese Government. Those familiar with the 
difficulties with which the Provisional Government has beEon 
endeavoring to deal are not inclined to hold China too 
strictly to account for what her real friends will regard as mis· 
taken and unfortunate, rather than reprehensible, efforts to 
solve her financial problem. At the same t.ime, with all possi
ble consideration for China and every sympathy for her 
officials in the performance of their onerous tasks, it must 
be recognized that such actions will, if continued, make it 

impossible to maintain Chinese credit. 
It will be said perhaps that by concluding the so-ealled 

.. Crisp loan," China demonstrated her ability to borrow in the 
markets of the world, under an agreement which contained no 
safeguards as to the proper expenditure of loan funds. This 

may be true, but the fact that China could in this case secure 
funds was due largely to public confidence in the stability of 
the Chinese Administration based on the willingness of the 
Six Power Group to advance funds to the Provisional Govern
ment even prior to the inaugurat ion of the President, Yuan 
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Shih Kai, and the belief that the Six Groups would in the end 
come to an arrangement with Peking which would give value 
to all Chinese securities. 

Many gentlEmen in the Uniled States have pointed out in 
discussing this subject that the American banking group in 
particular should remember the history of our own country and 
not be too exacting in its dealings with the Chinese Re
public. 

The comparison, however, is not justifiable for it should be 
remembered that when our Federal Government was first 
established there was no large public debt while the re
sources of the young American Republic were enormous. 
The funds secured from abroad during our revolution, and 
immediately following its conclusion, had been advanced 
by the French Government, not so much with the idea of 
assisting the struggling colonies as for the purpose of embar
rassing Great Britain. Only when Alexander Hamilton, 
had reorganized the finances of the country, securing the 

. assumption by the Federal Government of the larger part 
of the debt of the states, and after he had put the adminis
tration of the Treasury Department on a sound basis, were the 
United States able to borrow from foreign bankers on satisfac
tory terms. The Ministry of Finance in Peking, however, is 
still operated on lines scarcely com1onnable to our ideas of a 
business administration, despite the efforts of able men like 
Dr. Chen Chin Tao, while the Republican Government has 
assumed the obligations of its Imperia! predece;sor for which 
the revenues of China are to a very large degree already hy
pothecated, and for the service of which they are at the 
present time insufficient. 

Not long ago I happened to be present when the loan question 
was discussed by a distinguished gentleman who had just re
turned from the Far East. He had been greatly impressed by 
what the revolution had accomplished, was full oC admiration 
for the Chinese people and confident of the bright future of the 
Republic. He felt that the Bankers were mistaken in demand-
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ing terms which the Chinese considered 80 onerous and thought 
that the wiser policy for the Groups wou ld be to work for the fu
ture by now making concessions calculated to relieve the Chinese 
officials of their immediate embarrassments. He thought that 
for American merchants the fairest, and at the same time the 
ultimately most profitable, attitude to adopt toward China 
was to strive for the maintenance of the" open door" under 
which with a strong Central Government international trade 
would greatly prosptr. 
~e recognized that the authority of the present Peking 

Administration was not generally established in the prov
incu, that revenues were not being collectE.d and that with
out money the Central Government could not become strong. 
He admitted that while he had met many officLals he had 
seen few whom he considered competent to direct the ex
penditure oC large sums in the manner most likely to assure the 
speedy restoration of normal conditions throughout the coun
try and he believed therefore that the Chinese Government 
should employ advisers and accept. their advice. 

The distinguished traveller had predicated his hope for the 
future on the establishment of a strong Central Government 
which would be able to collect sufficient revenue to finance 
its own reorganization. Unfortunately, however, this cannot 
be accomplished unless the Chinese Government first secures 
from abroad money sufficient to give it the power to make 
these collections and payoff its pressing debts under safeguards 
which will protect it for t.he t.ime beiDg Crom external aggression. 

If his conclusions as to the ability of Chinese officials now in 
power were warranted, and his observations corrE.ct regarding 
the present state of affairs in China, his recommendation 
that t.he Groups" play Cor the future," by lending money on 
terms acceptable to the Chinese, would scarcely seem jus
tified by his premises. Those who have lived in China and grown 
to know and admire the Chinese, however, will readily un· 
derstand this point of view. It is impossible not to sympathize 
with the aspirations of the young men who are now striving to 
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do what ihey can for their country. At the same time 
American bankers would not be acting as true friends of China 

iJ they failed to look the facts of the situation in the face. They 
would not be .. playing for " the best future for China should 

they lend money on conditions which might satisfy the vanity 
of Chinese officialdom but which instead of assist.ing the estab
lishment of a strong central Government would encourage im· 
provident financial methods and lead inevitably to foreign 

intervention. 
The present financial situation in China is set forth in an 

article in the II North China Herald" of Sept. 28th 1912-
an abstract of which is given below: 

.. The obligations that China is bound to liquidate are as 
follows. First of all, Tis. 12,000,000 advanced by the Sextuple 
Group from February to July, on the distinct understandmg 
~hat t~e Ch~nese G«,>vernment would sign the loan with them, 
IRcludmg thIS sum In the total amount {or which the loan is 
sipted. The Chinese Government gave the banks treasury 
h1Ils~ and at the exchange fixed the total works out at £1,750,000 
sterhl1;g. Secondly, there are amounts due to the shipbuilding 
finns In England and the United States for works executed by 
them on orders given by the Manchu Government but com
pleted dw:ing this year. In the list of their outstanding 
debts furnIShed by them to the Sextuple Group the Chinese 
Government have £700,000 against thIS item. 

Thirdly, there. are the Hupeh and Nanking loans of about 
£3~,000 each glven b~ the ban~ to ~e Viceroys of the two 
proVinces on the 8uthonty of Pekmg dunng the Manchu regime. 
These sums have been overdue for some time, and as the new 
Go~emment has undc~ken responsibility for all the past oba. 
gatlOns they must be paid the moment it obtains funds. Fourth-. 
ly, t.h~re are two loans contracted at recrnt dates on the under
s~dlRg that the;: wo~ld be repaid as soon as China signed the 
big loa!'. The Dlederlchsen loan of Mks. 5,000,000 and the 
Carlowltz loan of Tis. 6,000,000 come under this category 
Par~ of these. amounts W(l.$ received in cash, although the majo; 
portl~n consisted of amou~ts due on arms and ammunition 
sUPl?hed by Lhese firms dunng the revolution. 

Fifthly, the Skoda I~n contracted with Arnold, Karberg & 
~o. durmg the revolu~lon, the moiety of which was received 
In cash and the rest In the shape of arms and ammunition 
amounts to about £450,000. Sixthly, as the currency loan WM 
floated by membc:rs of the Group, and as it is not likely to be 
floated by them If the present arrangements are continued, 
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they will be entitled to demand repayment of the advance of 
£400,000 made to the Government last year in April 1913. 

In the seventh place, the amounts due on indemnities, which 
have been outstanding since October last will work out at over 
£2,500,000. The total to be paid by China on this account 
works out roughly at £250,000 per month. Making due al
lowance for last year's surplus from the Cust.oms revenue and 
the accumulation of Native Customs revenue, which Dr. 
Morrison referred to recently. there would still be outstanding 
the amounts due from January this year. 

Lastly seeing that the Chinese dropped the Anglo-Belgian 
syndicate loan after taking an advance of £1,260,000, the syn
dicate will not have the least hesitation in demanding immediate 
payment of the amount. Besides there are a number of small 
Japa,pese loans, and small German loans, other than those we 
have'mentioned, mostly for arms supplied during the revolution 
- the date of payment of which is long overdue. Everybody 
has been anxiously waiting for the big loan, esl>ecially as no 
security has been given besides the bond of the Chinese au
thorities. 

Further, it is necessary to state in this connection that the 
merchants, banks and other rich Chinese who helped the new 
Government, both during the struggle and after, now stand 
badly crippled from want of funds. They have been often 
told that their outstandings would be cleared as soon as the 
first loan with the foreigner was closed. Trade is badly in 
need of the funds spent on the revolution ; and if a moieiy of 
the debts of the Government is not paid even after a foreign 
loan becomes an actuality, the failure may give rise to acute 
discontent. The amount on this score is not available, but 
the lowest. estimate puts it at about Tis. 20,000,000. 

Let us suppose that the London Syndicate is able to float the 
whole of the £10,000,000· in October. The loan is expected 
to be floated at 95, brokerage and other expenses incident on 
the flotation may be put at 3 per cent., and by the time the loan 
is floated, if at all successfully, China would have received and 
spent at least £150,000. The net receipts from the loan would 
therefore amount to £9,050,000. The total foreign indebted
ness, of which China could not in honor delay payment, 
amounts to £8,950,000. Thus she will have a residue of 
£100,000 wit.h which to pay her unpaid trOops and disband 
them, and begin setting the Republic in order. 

If China refuses to pay all her outstanding debts at present 
except the indemnity Instalments t hat have fallen in arre&r8-
in order to save the Salt Gabelle from being taken over by the 
Powers-she will have fully £6,500,000 to pay her soldiers with 
and begin reforms at once-so it is suggested in some quarters. 
In the case of an individual such refusal would mean bank-

-£5,000.000 WAS floated in September. The Bankers paid 89 for 
the bondt-ChiDa received DDt more than £4.460.000, 

, 
"=" 

The Willard Straight I Papers at Cornell University 
-



36 

rupteYi in the case of a nation it would mean the utter ruination 
of its credit in the markets of the world. And Chma must 
necessarily borrow much more than £10,000,000. There is no 
disguising the fact that China has no security to offer--security 
in the proper sense of the word. Her performances in the past 
have not been such as to inspire confidence. And her hidden 
resources need an enonnous amount of capital in oider that any 
tangible result may be got out of them. 

It may be remembered that in his speech in March before the 
Assembly at Nanking the then Premier, Mr. Tang Shao Vi. 
stated that ,(,'25,000,000, besides the revenue, would be ab
solutely needed within the next twelve months. What he said 
then was substantially correct, and remains true today. The 
interval has only slightly added to the total needs, as the soldiers 
are still being kept and paid from want of funds to pay and dis· 
band them- although In the interim a number of small loans 
and advances have all been received aDd spent. It is quite 
interesting to note the different items for which tunds are needed 
although our list is not identical with that supplied to the AiJ· 
sembly by Mr. Tang Shao Yi. 

If China wishes to preserve her credit as a Power, she must 
liquidate her pressing debts before beginning any constructive 
work. First and foremost is the foreign indebtedness to the 
tune of £9,000,OOO-the details of which we have mentioned 
above. Secondly, her merchants, bankers and gentry, who 
supplied funds to prosecute the revolution and carryon the new 
Government deserve better consideration than they have re
ceived; and the sums owing to them are estimated at about Tis. 
20,000,000, or roughly £3,000,000. Thirdly, she must pay the 
troops, who are now eating their heads off, and disband the 
major portion of them. It was estimated that expenditure on 
this score would cost £5,000,000 some four months ago. A 
certain number of troops have been disbanded, but the cost of 
getting rid of the rest of them has not greatly been lessened 
owing to the delay. ' 

Fourthly, she will have to buy back the Republi<;an Bonds 
on which she has to pay interest half yearly at the rate 
of 8 per cent. per annum, while the bonds are contino 
ually depreciating. Sums received on account of the .. so
called pa.triotic loan," while of no ~ra.ct;ical utility to her, 
are depletmg the resources of the trade In the provinces. These 
suggestions are made with the view to enable China to start 
with a clean slate, if she wishes to proceed with the work of 
reorganization without encumbrances. Thus before she begins 
any construction work she stands to have to payout £ 19,-
000,000. 

Now as regards sums needed for construction work and 
reform. The basis of all reorgani~tion i~ yhina is currency 
reform, and SO long as the currency IS what It tS there is no hope 
of making headway of any kind . It may be remembered that 
in the currency loan arrangement of 1911, £7,000,000 was set 
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apart for currency reform; and that amount does not err on the 
side of extravagance. Whatsoever may be the fina l decision 
in regard to the standard. there is no doubt that a considerable 
amount of silver would have to be purchased presently and 
coined; and one may rest assured that in working out the 
details: in connection with bringing about a uniform currency 
throughout the length and breadth of the country, more funds 
may be needed later on. 

Ol equal importance is the immediate necessity lor taking 
measures to minimize the effects of the famines and floods, 
which cause a perennial loss to the country and bring death 
and ruin to thousands,. if not millions, year after year. Mr. 
Jameson's scheme of constructing dykes should be taken in 
hand immediately, and afforestation should be carried on 
simultaneously. An expenditure of £5,000,000 distributed 
during the next five years is not beyond the mark; and the loss 
averted during this period, judging by past experience, would 
be fully that amount. Of coune, when a loan is arranged, it 
should be for the full amount, for lhe sooner the works are 
finished the more profitable they would be fo r tbe country. 
In so far as such expenditure would amply repay itself, it is 
hardly to be reckoned among China's debts. But it is a 
charge for which, in the first place, a large sum of ready money 
will be required. 

The ideal of any loan to China at present should be to enable 
her to pay back the past and present borrowings. Of course, 
the basis of such an ideal are the untapped resources of China 
for taxalion, the great industrial and agricultW'a1 possibilities 
of the land and the hidden resources or lhe country. But even 
to find these money is needed; to develop them much more. 
Development in this direction alone, under the aegis of a good 
government and a sound currency. would enable China to pay 
interest and principal of past, present and future debts. Ex:· 
pedients like those of the increase of the customs dues or the 
salt tax would prove only of temporary utility, and under cer· 
tain conditions, might even do harm. 

The currency loan of last rear included provision for £3,000,-
000 for Manchurian industrial development. And thrice three 
millions sterling for the-eighteen provinces for industrial develop
ment and administrative reform would only err on the side of 
economy. Of course, this programme does not take into ac
count sums needed (or railway construction in the countlY 
or yrivate industrial enterprises. And in China's present finan· 
cia state it would be ridiculous to dream of spending money 
for military or naval advancement. Thus, it would seem that 
if foreign loans should serve any beneficent purpose at all for 
China, a sum of £40,000,000 is necessary during the year end· 
ing, say, next June; and further amounts, into the details !>f 
which It is too early now to go, appear likely to be needed In 

the coming years. 
This total of China's needs for the year is based on the sup-
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position that the revenue of the country will meet its ordinary 
expenditure. Mr. Tang said there would he a deficit of Tis. 
40,000,000 this year, ~nd probably the same amo!lnt n~t-the 
obvious deduction hemg, of course, that borrowmgs W111 have 
to be increased to this extent. Anyhow, there is no doubting 
that any syndicate proposing to .lend money to China should 
be able to arrange for £40,000,000 during the next nine months, 
and be able to pay about £60,000,000 during the next three 
years. The original proposal of the Sextuple Group was 
arranged on this basis, and the total of £60,000,000 was agreed 
upon as necessary for the regeneration of the country. 

Again it should not. be forgotten that the annual payments 
on foreign loans by China will almost be trebled from 1916. 
The amortization of the tailway loans starts from then, and the 
indemnity payments would then be more than double the 
present amounts. If China is not up and doing, with something 
in the way of reorganization she must be deeper in the mire 
than ever by 1916. At present everything in the way of re
form needs large initial expenditure. To stop squeeze in the 
collection of revenue it is necessary to have good accounting. 
and officials with a salary which would place them above temp
tation . The land tax in China gives a ridiculously low yield; 
to increase it an effeetual survey costing millions of tae)s is 
essential. 

That the banks composing the Sextuple Group, with their 
respective Governments at their back, would be able to supply 
Chma with thisl8Jle total with more facility than any number 
of other syndicates 18 beyond question. The Chinese themselves 
know it, and hence theIr anxiety to keep on good terms with 
the Group in spite of their latest action. 

Apropos of the apparent success of the new loan we understand 
that already demands have been made upon Peking by several 
individuals and institutions in China. The funds of the Bank 
of China were drawn upon to further the cause of the revolu
tion i and the Bank naturally requires money to carryon its 
OJdinruy business. This bank is t.he best of institutions of a 
similar kind in China and deserves the help of the Government 
- at least to the extent of receiving back what it paid out. 
But then, how far will £10,000,000 go?" 

Such is the situation as seen by the Shanghai business man. 

The Six Groups because of the SUPl>orl of their Governments, 
and because they believe t.hat a loan properly safeguarded 
is the only means by which normal conditions can be restored 
in China, are ready to assist the Chinese Government, in deal
ing with the conditions described above. They are criticized, 
however, because they are unwilling to loan funds except on 
terms which the Chinese regard as humiliating. 
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It has frequently been stated moreover that one of the chief 
Chinese objections to the" Six Power" Group has been the (ear 
of any combination in which Russia and Japan is represented. 
Those who are familiar with Far Eastern politics and who have 
considered their relation to European affairs, are aware that this 
grouping of the Powers is a safeguard rather than a menace to 

China's integrity. They will realize that if this combination 

be maintained and China be willing t.o co-operate therewith, 
she will be able better to protect herself agaill8t the selfish 
designs of individuals which even though they may not be 
prevented will certainly be restricted by the necessities of joint 

action.· 
Those who have criticized the attitude of the Six Power Group 

have in a measure lost sight of some of the elementary Cunct ions 
of a banking house which handles foreign loans. They have for
gotten that it is not the Bankers themselves who provide the 
money to finance a foreign loan, though they may for a time ad
vance from their own resources certain preliminary payments. 
Bond issues, however, are sold to the public the bankers receiv

ing their commission on the sale and the reputation of a house 
of issue like that of any other commercial establishment 
depends upon the quality of the commodity which it sells. 
Bankers would not he justified in requesting their clients to 
take bonds on a sentimental and not a business basis any more 
than the President of an insurance company would he warranted 
in loaning funds for whicb he was responsible to a personal 

friend regarding whose solvency he had no guarantee. 
The Groups engaged in the present Chinese loan negotiations 

are instit.utions of the highest standing in their respective 
countries. The rupture in negotiations did not come because the 
Bankers attempted to obtain an unreasonable commission but 
because they felt they could not afford to place upon the market 

-Had it not boon tor the agreement botween the Six Power! to take no 
eep..,..te and individual aclion duriDi the Revolution Japan would have 
sent an expedition to Chin .. LO keep the Manchua nn th! Throne. She.~ ... 
pmvont.ed from taking thia at.cp hy the repreaentallona of ~be .BntI8h 
Government whieh iMiated that nothing ahould be done 1.0 prejudice oon

linued joint action by all the Oreat Powe .... 
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a loan which they did not consider sound in the present state 
of China unless t.hey obtained safeguards such as they have de
manded, not to add to their own profit, but in the interest of the 
prospective investor. 

Fair-minded observers of recent events in the Farl East 
recognize that the American Banking Group has during the 
past three years demonstrated its friendship for China. The 
American bankers personally wish for the success of the Chinese 
Republic. As real friends of China, however, it would be just as 
reprehensible for them to offer for sale bonds secured from China 
on terms which they did not consider calculated to restore and 
increase her cred it, as it would b.e for them to issue to ihe 
public securities which they did not feel assured would consti
tute a sound investment. 

It has been stated by men in authority in Peking that they 
would rather sell their country bit by bit than submit to the 
terms asked by the Six Power Group. Concessions have been 
offered giving to foreigners the right to construct and operate 
railways for (arty years in return (or a cash down payment of 
5,000,000 Taels. This indeed would be to sell the nations 
birthright for a mess of pottage and to sow the dragon's 
teeth of financial bondage. Yet it is proposed by the V(>ry men 
who complain most bitterly of the conditions required by the 
Sil Groups which are mild in comparison and which are cal
culated to build up a strong Central Government rather than 
create a nest of warring forei~ interests which would cause 
China trouble and shame for years to come. 

In these negotiations the banking groups have been charged 
with a very heavy responsibility. Their Lerms were sub
mitted only after long and careful deliberation. China's 
difficulties were fully and sympathetically considered and the 
conditions required by the Groups were prepared in her in
terest as well as in the interest..s of the Croups and the prospec
tive bondholders. 

Recognizing, however, the peculiar difficulties of the present 
Peking Government the Groups have throughout been willing 
to consider any plan which the Chinese themselves might 
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propose, calculated to free them from embarrassment, and 
at the same time carrying with it safeguards sufficient to make 
any loan based thereon a sound investment. 

The Six Groups have been endeavoring to induce China to 

undertake real constructive work while the Peking authorities 
have either failed to realize the necessity therefor or have 
been unwilling to assume the responsibility of undertaking a 
practical and comprehensive scheme. In (ollowing this course 
.theseofficia1s are China's worst enemies for the reckJess finan
cial policy of the past few months if continued will lead to 

t hat very intervention, which in refusing the Six Gro\1PS' 
tenns, these gentlemen have been avowedly trying to avoid. 

The Groups have not been attempting to force money, with 
humiliating conditions attached, on China. They have stated 
merely that they are willing, only upon certain conditions, to 
loan the money which China has requested them to furnish . 
The Groups do not insist that China borrow if their con
ditions are unacceptable. They do say that they will not 
issue Chinese bonds on terms which they regard as unsatis
factory. The" Six Power" Groups do not constitute a 
monopoly but they are not willing to undertake any loan unless 
assured that they will be entitled to furnish on sound condi
tions funds to complete the transactions, the initiation of which 
they finance, and that they shall have a clear market until 
the different loan series (or which they contract are sold. 

For the sake of the preservation of China's integrity and 
the commercial .. open door" it is to be hoped that some 
mutually satislactory understanding may be reached between 
China and the " Six Power" Group. It is to China's interest 
that this combination should be maintained, and it is to the 
interest of China as well as of the United States, that we should 
retain our present position therein. China's great problem 
to-day is that of finance. It is to her advantage that we are 
entitled to a prnctical voice in its solution, and it is to the 
advantage of American trade that the United States continue 
to be an active party in Chinese loan negotiations. 
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THE POLmCS OF CHINESE FINANCE. 

It is a privilege to be permitted to address the East Asiatic 
Society of Boston. You have an Eastern tradition. Your 
interest in China is based upon something more than a 
general desire to scrutinize world movements. It springs 
from 88SCH!iatiotll inherited Crom those who first brought 
this country into touch with Far Cathay. 

You will, I know be critical. l ahall not attempt therefore to 
generalize concerning cond itions in China, nor to prophesy re
garding the future of the Young Republic but, j( you will bear 

with me, shall discUSB Far Eastern problems frankly in the 
light of my own experience in connection with loan ne
gotiations carried on with China during the past (our years. The 
question of American participation in the so-called .. Six Power 
Loan," and the attitude of the Administration in Washington 

with regard thereto, have evoked such widespread interest 
througbout this country that I venture to hope you may 
deem my subject worthy ot your consideration. The with
drawal of the American Group of bankers from China has been 
80 recent, and my own relation with these matters so intimate, 
that you may Ceel it impossible for me to approach the 
question impersonally or to regard it with an adequate and 
proper perspective. I trust, however, that, while you may 
not concur in my views, you will at least admit my opinions 
to be based on actual business contact and not on t heories as 
to what might, or ought, to be. 

When Boston merchants maintained princely establishment. 
at Shanghai, Canton and Hongkong, when the American flag 
was seen in every Chinese port and floated over the st.eamen 
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wbich plied the Yangztse and the West River, there was 
perhaps no great need for what recently has been stigmatized 
as" Dollar Diplomacy;" but when the Boston merchants with
drew from the East to devote their energies and the fortunes 
made in the China trade to the development of our own 
west, American interests in the Orient 8uffered-our stock 
went below par. In anticipation of the day when Ameri
can merchants and IO.C!ooufacturera would again be obliged 
actively to enter the export trade, President Taft and his 
advisers conceived it to be the task of far-seeing statesmanship 
to accept the invitation of the Chinese Government and by 
obtaining an American interest in Chinese loans stake out 
not a territorial but a commercial claim (or our future business 
in China. A banking group commanding confidence at home 
and respect abroad was the instrument essential to the success 
of this plan. The American people, however, if one is warranted 
in gauging Uleir sentiments by. the expressions of editorial 
writers throughout the country, could not conceive it possible 
that a group of Wan Street bankers should be willing to serve 
the Administration in carrying out its diplomatic policy. 
Our Government has too long been characterized as the 
creature of .. big business," and to the popular mind any 
a'38OCiation of Government and bankers was repugnant be
cause the majority of our fellow~citizens, or., at any rate, the 
most vociferous amongst them, seem to believe that the 
bankers, and not the Government, would control such a 
partnership. The countries of Europe have profited by 
the intelligent cooperation of diplomacy and finance, but with 
us .. DoUar Diplomacy" has been made a term of reproach. 

The members of the East Asiatic Society doubtleu are 
flmiliar with the main facta in the chapter of American Far 
Eastern relations so recently closed. You will perhaps pardon 
me, however, if I recall to your memory certain tranaactiona 
which must be considered in order adequately to appreciate 
the nature of the relations between President Taft's Admin. 
tration and the American Group of bankers and the vita] bear-
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log of the loan negotiations on the recent bistc:wy of China
Empire or Republic- as the cue may be. 

President Taft and President WilsOn doubtlesa have heeD both 
I.n.spired similarly by a desire to aaaist China and to promote 
the interests of legitimate American trade, yet while the one 
announced the formation of the American Group, the other haa 
taken a position which rendered impossible the continuation 
of the American Group's interest in the " Six Power .. or other 
Chinese loan negotiations. Mr. Taft heralded the entry of the 
American Government 88 a practical factor in Far Eastern 
politics. It seems not unlikely now that, for a time at least, 
the United States must remain an onlooker, and no longer 
participate actively in the world drama which is being played. 
in Eastern Asia. 

When Secretary of State John Hay enunciated his .. open 
door" doctrine, following the seizure of Kiaoehow by Germany, 
of Port Arthur by Russia, of Wei-hai-wei by Great Britain, and 
of Kwangchowwan by France, and when this doctrine was re
affirmed after the Boxer outbreak of 1900, no nation felt in 11. 

position overtly to stand aloof. In those days England and 
Germany looked askance at France and Russia. Japan and 
Russia growled at each other in Korea. The balance of world 
power was delicately adjusted. Mr. Hay's proposal, tl:ere
fore, was welcomed not so much because the other nations de
sired to acquiesce therein, as because they feared the conse
quences of independent action. 

This situation was altered radically by the RWISO-Japanese 
War. England was allied with Japan, France with Russia. 
Enltntu were arranged between England and France, and 
between France and Japan, while Russia and Japan soon ad· 
justed the~r differences to make common cause in the very 
region where they had 80 recently faced each other on the 
battle field. 

In Europe Germany was supported by I taiy and AUltria
the other members of the Triple Alliance-but while there was 
growing friction with Great Britain at home, German and 
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British financial and political interests continued to co-operate 
in the Far East. All of these powers had large vested interests 
in China and held portions of Chinese territory. 

Inspired by the success of the Island Empire and en. 
couraged by Japan's declared intention to restore Chinese 
sovereignty and to preserve the commercial .. open door" in 
Manchuria, the Chinese immediately after the Treaty of 
Portsmouth, were inclined to accept the leadership of 
Japan. Eventa in Manchuria, however, soon made them 
feel that although the Japanese had driven Russia from 
Mukden, they were determined themselves to reap the fruita 
of their hard fought victories and that, however altruistic their 
pronouncements, they would not readily subordinate their 
own interests to those of China. 

The situation in 1906 and 19<Y?' is reviewed not for the pur· 
pose of reopening the discussion which was general at that time 
regarding Japan's relation to the Manchurian problem but to 
recall the conditions which prompted China to request Amen. 
can assistance\ 

It should be remembered that it was this request which 
formed the basis for the organization of the American banking 
group. 

The" open door" theory, to which all the powers had sub
scribed, was being tested in the laboratory of Manchurian 
politics. 

The Chinese realized that they could prevent the absorp
tion of Manchuria by Russia and Japan onl), by creating in 
this region a community of foreign interests to develop the 
country and thus to rHnforce and maintain the already feeble 
Chinese administration. China turned to the United States, 
as the champion of the II open door" to take the ini tiative In 
bringing about this result. The Chinese purpose, and the 
support which it received (rom the United States, was neither 
anti-Japanese nor anti·Russian. No action was attempted 
which conflicted with the repeated declarations of the 
Russian and Japanese Governments. But as was proven by 
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subsequent events, both of these powers, while nominally ad· 
hering to Mr. Hay's policy, in reality were determined to 
permit neither the reassertion of Chinese authority nor the 
introduction of a foreign investment in Manchuria and Mon~ 
golia to threaten the dominant position to which they felt 
themselves entitled by their sacrifices in the Russo-Japanese 
War. 

In the summer of 1907 the Chinese Government requested 
an American capitalist· to undertake a Manchurian loan of $20" 
000,000. Owing to the panic which occurred in the autumn 
of that year no active steps were taken until the summer 
of 1908, when a memorandum of agreement was signed by 
Tang Shao Yi, then Governor of Mukden, and the American 
Consul·General in that city. This memorandum, with the a~ 
proval of Mr. Root, then Secretary of State, was referred to a 
New York banking firm. Nominally to thank the United States 
Government for the remission of a portion of the Boxer Indem~ 
nity, but actually for the purpose of concluding this loan, Mr. 
Tang Shao Yi came to the United States as Special Ambassa. 
dor, in the autumn of 1908. While in Washington he pro
posed to the Secretary of State a much more ambitious project, 
a loan of $300,000,000., in the negotiation of wbich he desired 
American bankers to assume the leadership but in which the 
bankers of other nations also were to participate. 

Early in January, 1909, folJowing the death of the Emperor 
Kuang Hau and of the great Empress Dowager, Yuan Shih Kai, 
who had been directing China's foreign policy and who had 
sent Mr. Tang to the United States, was driven Cram power 
by the intrigues of his enemies. Tang Shao Vi was recalled 
and the negotiations were abandoned. 

In the spring of 1909, British, French and German bank. 
ing groups were negotiating a loan for the construction of the 
Hukuang Railways. Under notes exchanged in 1903 and 1904 
by the Chinese Foreign Office and the American Legation at 
Peking, American capital was guaranteed an interest in this 
loan if China should borrow from abroad. 

• The late Mr. E. H. Harriman. 
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At the suggestion of the Administration, the bankers to whom 
Mr. Tang's plan had been referred organized the American 
Group to reopen the negotiations {or the Manchurian Loan 
when expedient and to undertake the participation in the 
Hukuang Loo.n to which American capital. was entitled. The 
objects of the Administration in securing the assistance of this 
banking group were set forth in President Taft's message to 
Congress of December 7th, 1909, which reads in part as follows : 

.. By the Treaty of 1903 China has undertaken the abolition 
of Iikin with a moderate and proportionate raising of the 
customs tariff along with currency reform. These reloTID8 
being of manifest advantage to foreign commerce as well as 
to the interesta of China, this Government is endeavoring 
to facilitate these measures and the needful acquiescence 
of the t reaty Powers. When it appeared that Chinese likin 
revenues were to be hypothecated to foreign bankers in con
nection with a great railway project, it was obvious that the 
Governments whose nationals held this loan would have a 
certain direct interest in the question of the carrying out by 
China of the reforms in Question. Because this railroad loan 
represented a practical and real application of the open door 
policy through cooperation with China by interested Powers as 
well as because of its relations to the reforms referred to above, 
the Administration deemed American pa.rt..icipation to be of 
great national interest. Happily, when it was as a matter of 
broad policy urgent that thlS opportunity should not be lost, 
the indispensable instrumentality presented itself wben a group 
of Amencan bankers, of international reputation and great 
resources, agreed at once to share in the loan upon precisely 
such terms as this Government should approve. The chief of 
those terms was that American railway material should be 
upon an exact equality with that of the other nationals joining 
In the loan in the placing of orders for this whole railroad system. 
After months of negotiation the equal participation of Ameri
cans seems at last assured. It is gratifying that Americans 
will thus take their share in this extension of these great high
ways of trade, and to believe that such activities will give a 
real impetus to our commerce and will prove a practica1 corol
lary to our historic policy in the Far East." 

The Group sent its representative to China and shortly 
afterward, jointly with Messrs. Pauling & Company, a firm 
or English contractors, concluded with the Viceroy of Man
churia a preliminary agreement for the financing and con
struction of a railway from Chinchou, on the Gul( ot Pechili, 
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to Aigun, on the Am ur River. This agreement, together 
with the memorandum drawn up by Mr. E. H. Harriman with 
Marquis Ito in 1905, and the informal negotiatioos tor thesaJe 
ot the Chinese Eastern Railway, conducted since 1906 by the 
Russian Government with American bankers, tormed the basia 
tor the famous Knox Manchurian neutralization proposal.s, 
which were blocked effectively by Russia and Japan. 

The Chinese were greatly concerned at the failure of Mr. 
Knox's plan and regarded the Chinchou-Aigun Ra\lway scheme 
as affording their only chance to save Manchuria. Under pres
sure from Tokyo and St. Petersburg, the British Government, 
however, refused to interest itself on behalf of Messrs. Pauling 
& Company. Peking, nevertheless, still hoped that the 
American Government would actively support the construc. 
tion of the line, and that t he American Group would finance 
the various industrial enterprises which it was proposed to in
augurate in connection therewith. 

The American Government could not have encouraged 
China to proceed with the construction of the railway in 
the face of the Russian and Japanese protest. The transaction 
might have been profitable tor the American bankers and had it 
been pressed doubtless would have involved the United States· 
in nothing more serious than an extended diplomatic corre-. 
spondence. Both Russia and Japan, however, were in a pos_ 
ition sev:erely to punisb China had she, with American sup.
port, disregarded their mandate. The American people, would 
not have fought Russia or Japan, or both, to preserve the 
.. open door II in Manchuria. As against these powers, there
tore, the United States would have been powerless to interlere 
on China's behalf and the State Department and the Ameri
can Group in the interest of China, but to the bitter 
disappointment ot the Peking Government, were obliged to do 
nothing. 

In the summer of 1910 the Chinese evolved a tresh plan. 
By the provisions of our Treaty of 1903 with China the Amer
ican Government was pledged to assist Chinese CW'T'ellcy reform. 

• 
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At the invitation of the Chinese Government in 1903-4, Dr. J. 
W. Jenks had made an exhaustive study oC currency conditions 

in China and submitted valuable recommendations which if 
adopted would have given China an effective monetary system. 
Certain high officials in Peking, referring to this intere3t DC our 
Government in this subject, through the American Minister, 
requested the State Department to offer to American banke,s 

a loan for Currency Reform. The Department referred the 
matter to \he banking group aJready formed for Chinese 

business. At about this time the Viceroy of Manchuria 
also opened negotiations with the American Group' for a 
provincial loan. As has been not infrequently the case, the 
Chinese attempted to play oft one banking group against the 

other, and simultaneously approached the British, French and 
German Groups, who were associated together for undertaking 
Chinese loans. The American bunliers had a claim to the .pr~ 

posed transaction under the memorandum of agreement of Aug
ust 12th, 1908. The other groups also had a claim under an 
agreement signed in November of the same year. Each party 
in good faith believed that it had a preferential right to the 
loan. T herefore they adjusted their differences and they had 

agreed to undertake the business jointly when the Viceroy 
signed a contract with a gentleman who claimed to repre3ent 
a New York syndicate. The Peking Government, however, 
refused to approve this transaction and decided to merge the 
Manchurian with the Currency Reform loan under a single 
agreement. 

British, French and German political and financial interests 
in China were (ar greater than those of the United States. 
These interests would be vitally affected by currency reform. 

The experience of the preceding year with the Manchurian 
Railway scheme had demonstrated it to be impossible 
for the American Government alone, througb the American 
Group, effectively to support China in Manchuria. The 
American Government felt, therefore, that neither currency re- f 

form nor Manchurian development could be undertaken success-

- - -
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fully unless the oo-operation of the British. French and German 
Governments and their banldng groupe could be aee~. 
It was then determined that the American Group should 

accept the invitation extended by these groups some month. 
before to join with them in a general agreement for Chinese 
business in the hope that all four, acting together, and with 
their Governments might be able to be ot real assistance to 
China. 

Mr. Knox thus made a practical application o( Mr. Hays 
policy of the "open door." 

The Currency Reform and Manchurian Development Loan 
agreement was concluded in April, 1911, after protracted and 
difficult negotiations. Russia and Japan immediately objected, 

both in Paris and London, to the Manchurian features of the 
contract. They held that Article 16 conferred upon the so
called " Four Power" Group a monopoly for financing Man
churian development and condemned this clause as a violation 

• of the .. open door." They objected, moreover, to the hypoth
ecation of Manchurian revenues as security (or any loan in 

which they themselves did not take part. It was suggested 
that they should receive an equal participation but they were 
unwilling, by accepting this offer, to place themselves on a 
footing of equality with other powers in Manchuria. They 
were determined that their predominant ~ition should be 
recognized. 

Because of the Franco-Russian alliance, the French Group 
was greatly embarrassed, but the British, German and Amer
ican Groups were prepared to issue the loan. On October 11th, 
1911, however, the Chinese revolution broke out in Wuchang. 

During the months of uncertainty which followed, when the 
fate of the Manchu Dynasty was hanging in the balance, 
all (elt that indePendent action by anyone Power might 
menace the peace of the Far East. This fear was not 
without foundation and it is interesting to note that a Japanese 
expedition to China to maintain the Manchus on the Throne 
was prevented ~nly by the remonstrance of the British Govern
ment . 
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During these stormy days both the Republican and the fm· 
perial authorities made frequent attempts to borrow funds 
abroad. Certain small sums were secured but actina- in 
harmony the six great governments refused to approve loans 
by their nationals to either of the contending factions. Had 
this not been done it is possible that the lives of foreigners 
residing in the interior might have been sacrificed. Because of 
this neutral attitude foreign property was damaged only 88 

the unavoidable result of military operations and not because of 
any anti·(oreign feeling. 

When the Republican and Imperial delegates met in Shanghai 
at the end of December. 1911, the Six Ministers in Peking, with 
the approval of their respective governments, urged both 
Plenipotentiaries to come to an early settlement in the interest 
of humanity and of general foreign trade. 

This was the first formal act of the Sbr; Power combination. 
The position of the American Government was set forth in 

a note addressed by Mr. Knox to the German Ambassador, 
on February 3rd, 1912, in which he stated-

" It is, therefore, evident to this Government that all the 
Powers have up to the present, by common consent, not 
only refrained from independent action and from inter
vening in China's internal affairs, but have acted in full 
aceord with their mutual assurances that they would re
spect its integrity and sovereignty." 

When the Manchus had finally abdicated, naming Yuan 
Shih Kai as the executor of their much involved estate, it was 
apparent that the work of reconstruction could not be under
taken unless funds were immediately available. No money 
was to th: uotained from Chinese sources. Many taxes had 
been abolished or suspended, and it was impossible to collect 
most of those which were still in force. 

During the Revolution the Republican authorities had main
tained themselves largely by forced levies or by subscri~ 
tions received from Chinese residing abroad, while the Peking 
officials, and the army under their control, had received 
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nothing save tl:e few millions of taels extracted from the 
Palace treasure. 

The two factions baving adjusted their differences it was 
imperative that the coa1ition Government obtain funds at once. 

On February 26th, 1912, the representatives of the British, 
French, German and American Groups in Peking, who had been 
invited to meet the Chinese authorities agreed immediately 
to advance 2,000,000 taets in Shanghai to forestall a threatened 
mutiny by the troops at Nanking. Arrangements were made 
also for a further advance in Peking. 

On this occasion Tang Shao Yi, who later became the first 
Premier of the Chinese Provisional Republic proposed that 
China borrow from these Groups the sum of £60,000,000. to 
be utilized in general administrative reorganization. The 
Group representatives agreed to refer this matter to their prin~ 
cipals. 

This marked the commencement of the negotiations for the 
much discussed " Six~Power Loan." 

The British, French, Gennan and American Governments 
recognized that a large foreign loan was necessary to put the 
Peking Government on its feet and to enable it to establish its 
authority throughout the country. They believed joint action in 
China by the great powers would constitute the most effective 
guarantee for the stability of the young Republic. The four 
banking groups therefore were infonned that theirrespectivegov
ernments desired Russian and Japanese interests to f»operate 
in any loan which might be undertaken. The Group represen
tatives in Peking were instructed to ascertain the position of 
the Chinese Government and in response to their enquiries 
were assured that the President, Yuan Shih Kai, would wel
come Russian and Japanese participation. 

Owing to various complications, into the details of which it 
is not necessary to enter, the arrangemenb for co-operation 
between the six banking groups were not concluded until the 
following June. 

During the preceding months the British, French, German 
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and American Groups had made advances aggregating 
$9,000,000., against treaSury bills, to finance the urgent require
ments of the Chinese Government and to prevent the chaos 
which it was feared might ensue if these funds were not made 
available. 

The terms upon which the Six Groups were willing to loan 
the £60,000,000 requested by China were submitted by the 
Groups in June 1912 and were rejected by the Chinese author
Ities. Negotiations, however, were continued, although inter
rupted from time to time for various reasons. 

At the end of January 1913, the Chinese were pre-
pared to sign a contract embodying all the essential features 
of the conditions originally presented by the banKing groups. 

The terms of the draft loan Ilgreement were approved 
by the six governments. who, in addition thereto, in

• + sisted that the foreigners to be employed should be engaged 
under contracts which would assure them sufficient power 
effectively to perform their duties. 

The banking details had been seltled. These supposedly 
final discussions had been undertaken on the understanding 
that China would engage foreigners under satisfactory contracts. 
Despite this Cact, however, on the night beCore the agreement 
was to be signed, the Chinese in an informal manner 
advised the Legations that they proposed to engage a Dane, 
an Italian and a German, (or the various positions created 
under the loan agreement, giving only vague, verbal assurances 
that these men would be granted adequate powers and saying 
nothing definite regarding the terms oC their contracts. 

The French Minister, acting with his Russian colleague. de
clined to accept t.he Chinese Dominations. They demanded 
that officials oC the nationalities o( the bankers making the 
loan should be appointed and reCused to permit signatw'e of 
the loan agreement. 

A deadlock ensued. The American, British, German and 
Japanese Governments were willing to accept the officials 
named by China and deplored the introduction of fresh 
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political considerations in an already almost hopelesaly 
complicated situation. Their councils, however, did not pre
vail. France' and Russia were firm and since these powers 
insisted that appointments be made on national lines, Ger
many demanded that a German be named chief of the Salt 
Gabelle. 

It was not un til a month later that the six governments adj usted 
theirditlerencesand agreed that instead of accepting the Chinese 
appointments (i.e. a Dane as Inspector General of the Salt 
Gabelle, an Italian for the Audit Department and a German for 
the Loan Bureau) an Englishman should be appointed as 
Inspector-General of the Salt Gabelle, a German to the Loan 
Bureau and a Frenchman and a Russian, with joint power, to 
the Audit Department, while a German was 'also to be ap
pointed. Assistant Inspector-Gen eral of the Salt Gabelle . 

Both the United States and Japan desiring the early conclu
sion of the loan agreement while reserving the right to future 
claims refrained from insisting that positions be given to their 
nationals. 

Acting once more in harmony the Six Legations and the 
representatives of the Six Groups approached the Chinese who 
refused, however, to accept the solution agreed upon. 

It was not a question whether China should or should 
not appoint foreign officials. It was a question merely sa to 
who should be appointed. 

This was the situation on March 4th, when President Taft 
was succeeded by President Wilson. 

The American Group had entered upon Chinese loan negotia
tions at the instance of the Department of State and had taken 
each successive step with its approval and under ita direc
tion. From a financial standpoint the business had been 
unattractive. The cost of representation in Peking had 
been heavy, the cable charges enormous and the possible 
remuneration by no means commensurate with the time and 
money expended. 

The American bankers. nevertheless, were willing to main-
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tain their position in these negotiations so long as they could 
assist the government in its diplomatic policy. provided of 
course there seemed a reasonable prospect that at some future 
time they would receive a return to justify, if not to campen. 
sate them for, t heir efforts. 

This position was explained to Mr. Bryan in an interview 
suggested by bim. 

The Administration's attitude was clearly set forth in the 
announcement which the President made to the Press on 
March 18th as lolJows:-

.. We are infonned that at the request of the last administra
tion a certain group of American bankers undertook to partici
pate in the loan now desired by the government of China 
(approximately $125,000,000). Our government wished Arner
i~ bankers to participate along with the bankers of other 
natIOns, because it detures that the good will of the United 
States toward China should be exhibited in this practical way; 
that American capital should have access to that great 
country, and that the United States should be in a position 
to share with other powers any political responsibilities that 
mig~t be associatd with the development of the foreign 
relations of China in connection with her industrial and com
mercial enterprises. The present administration has been 
asked by this, ~up ?f bankers wbether it would also request 
them to partICipate lD the loan. The representatives of the 
bankers through whom the administration was approached 
declared that they would continue to seek their share of the 
loan under the proposed agreements onlr if expressly requested 
to do so by the government. The admmistration has declined 
to make such request because it did not approve the conditions 
of the loan or the implications of responsibility on its own part 
which it was plainly told would be involved in the request. 

The c~n~itl0D:' of ,the loan seem to us !-O t.<?uch very nearly 
the ,a<;l~tratlve mdependence of ChlOa Itself; and this 
admlDlStratlon docs not feel that it ought even by implication 
to be a party to those conditions. The responsibility on its 
part which would be implied in requesting the bankers to 
undertake the loan might conceivably go the length in some 
unhappy contingency of forcible interference in tbe financial 
and even th~ poJitical afTai~ of that great oriental state, just 
now awakemng to a conscIOusness of its power and of its 
obli~tions to ita .people. The conditions include not only the 
pledging of particuJar taxes, some of them antiquated and 
burdensome, to secure the loan, but also the administration 
of tboee taxes by foreign agents. The responsibility on the 
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part of our government implied in the encouragement of a loan 
thus secured and administered, is plain enough and obnoxious 
to the principles upon which the government at our people 
rests. . 

The government of the United States is not only willing 
but earnestly desirous of aiding the great Chinese people in 
every way that is consistent with their untrammelled develo~ 
ment and its own immemorial principles. The awakening of the 
people of China to a consciousness of their possibilities under 
free government is the most significant if not the most momen
tous event of our generation. With Olis movement and aspira
tion the American people are in profound sympathy. They 
certainly wish to participate and participate very generously in 
opening to the Chinese and to the use of the world, the al
most untouched and perha~ unrivalled resources of China . 

The government of the United States is earnestly desirous 
of promoting the most extended and intimate trade relation
ships between this country and the Chinese republic. 

The present administration will urge and support the 
legislat ive measures necessary to give to American merchants, 
manufacturers, contractors and engineers the banking and 
other financial faci lities which they now lack and without which 
they are at a serious disadvantage 88 compared with their 
industrial and commercial rivals. This is its duty. This is the 
main material interesbJ of its citizens in the development of 
China. Our interests are those of the open door-a door of 
friendship and mutual advantage. This is the onJy door we 
care to enter." 

The President's action was heartily endorsed by news
papers throughout the country. During the preceding months 
when tbe loan negotiations had dragged wearily on, Mr. Talt's 
administration and the American bankers had been subjected to 
severe journalistic criticism. It had been charged that the" Six 
Power" Group was forcing China to borrow enormous sums 
which she did not require, that the bankers were endeavoring 
to secure a monopoly of China's loan business for thirty years 
to come; that the terms demanded by the Groups affronted 
China's national dignity, interfered with her administrative 
independence and threatened her territorial integrity; that 
in order to obtain their security, the bankers were fastening 
upon the Chinese people an iniq uitous and antiquated tax, 
and that through their machinations they had obliged their 
respective governments to withhold recognition of the Chinese 
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republic until the Joan had been concluded. The American 
Government and the American Group moreover, in addition 
to their equal share in this genera] denunciation, were accorded 
particuJar attention as being the venal tools of European 
diplomacy. 

Yet the Chinese themselves had asked (or $300,000,000 
(£ 60,000,000) a figure which later was reduced to $125,000,000. 
Those who are familiar with China's financial position recognize 
that even this sum will not be sufficient to payoff obligations 
already due, to reorganize the machinery of government and 
to inaugurate the industrial development which is essential 
alike to the well being of the Chinese people and the welfare 
of foreign trade. 

The governments did not wish to intervene in China in the 
interests of their bondholders. They did not wish to seize 
Chinese territory to compensate them for China's failure to 
pay the interest on her foreign debt. They appreciated that 
China's eredit would suffer and that the borrowing power upon 
which she must rely for years to come would be impaired unless 
her outstanding and overdue obligations were at once paid off. 
They recognized, moreover, that in China, as in any other 
country, there can be no effective government unless there be 
intelligent and honest financial administration. This the six 
governments and the six groups desired to create. 

The loan conditions stigmat ized as derogatory to China's 
80vereign rights were in reality those calculated to uphold the 
authority of the Peking Government and to bring about that 
administrative centralization which is essential to China's 
national existence. 

During the recent revolution the Chinese Maritime Customs 
Service, which since its establishment has been under foreign 
direction, collected ita revenues without interference by either 
the Imperial or Republican factions. Inspired by this example 
the governments and the groups desired to place the salt gabelle 
under a similar administration, that there might be no possi
bility of default and therefore no necessity for intervention 
despite the continuation or recurrence of unsettled conditions. 
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It has been estimated by experts, moreover, that if the salt 
administration be reorganized as is contemplated the Quality of 
the salt will be improved, the price thereof to the people lowered, 
and the returns to the government increased two-fold. 

The bankers attempted to secure no monopoly in China. 
They desired merely to take the necessary and usual precau
tion of insisting that before loaning money to an admittedly 
weak and embrionic government they should be assured, First. 
that the money loaned would be effectively spent in accordance 
with a general reconstruction programme; Second, that they 
should not enable China to incur fresh obligations without 
at the same time making sure that she could meet tho!!e 
already existing, as well as to sustain the proposed increase 
in her burden of indebtedness. Third, that they s.hould have 
a clear market for the sale of the bonds which they 
contracted to issue (i.e., that no otber loan should be 
placed on the market until these bonds had been sold), 
and, Fourth, that they should not risk committing them
selves to the initial stages of reorganization work unless 
guaranteed in advance a preferential right for financing its 
completion. 

These particular provisions oC the loan contract applied to 
loans for administrative purposes. No attempt was made 
by the .. Six Power" Group to secure to themselves the 
right to issue the industrial loans which certainly will be required 
so 800n as political conditions in China become more settled. 

You, Gentlemen, are familiar with financial operations and 
appreciate the ordinary procedure in connection with the iasue 
of a loan. You realize that bankers who underwrite a loan do 80 

in the expectation of being able to sell the bonds and that the 
public buys from houses in which it has confidence. You 
know therefore that of necessity it is the policy, as well as the 
duty, of bankers of reputation to contract (or, and to offer for 
sale, only such loans as they believe to be sound. 

The newspapers and the general public have criticized the 
six governments and the banking groups (or refusing to lend 
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money except on terms to which at first the Chinese objected 
(and to which now they have agreed ). Yet such critics them
selves would be the last to subscribe to a loan bMed on nothing 
more than hope in the ultimate solvency of the borrower. 
Furthermore, if the governments and the banking groups had 
agreed to the terms proposed by the Chin .... if the loan funds 
had been wasted and no steps taken toward administrative 
reform, such critics would have been the first to assail the 
governments for permitting, and the bankers Cor concluding, a 
transaction which encouraged corruption in China and failed 
to protect the bond purchasing public in Europe and in tbe 
United States. Had the loan been issued, moreover, and had 
the bankers been content to secure their flotation profits taking 
no steps to protect the quotation of the bonds from being 
prejudiced by subsequent irresponsible issues, they would have 
been charged also with exploiting Chinese credit and the 
investing public for their own selfish ends. 

Much has been said and written in this country about the 
failure of the powenl to recognize the Chinese Republic. The 
banking groups have been accused of forcing their governments 
to withhold recognition until the Reorganization Loan was 
concluded. The bankers, however, have proved their practical 
friendship for China by their readiness to loan money to a 
Provisional Government. Recognition would have Cacilitated 
the sale of Chinese bonds. The American bankers have with· 
drawn (rom China, and yet though the American Government 
in the middle of March announced its intention to extend 
immediate recognition it was found impossible to welcome 
the Sister Republic into the family of nations until the 
2nd of May because the Chinese themselves despite the formal 
opening of their new Parliament in Peking were unable to 

adjust their mutual jealousies sufficiently even to permit the 
election of Parliamentary officers. 

The American Government and the American Group were 
accused of being parties to European aggression in Cbina, 
largely because the attitude of the French and Russian 
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Governments seemed to give color to the allegations that China 
was being coerced. It is not necessary here to discuss whether 
their action was consonant with our own peculiar political 
theories. In justice, however, itshouJd be recognized tbateven 
if these two Powers may have been a little inclined to disre
gard the embarassment of the Peking authorities the chief 
charge that can be made against them is not that they were 
arrogant but that they might have been more generous. 

French industry and thrift, as doubtless you know, have made 
Paris the greatest bond market of the world. Recognizing this 
fact the French Government bas utilized intelligently the 
investing power of the French public as a national asset. No 
foreign loan can be quoted on the Paris Bourse without the 
permission of the Ministry or Foreign Affairs, as well as of the 
Ministry of Finance. No quotation is granted unless by giv

' ing its consent the French Government in some way can 
further the political or commercial interests of France. Exper
ience has shown that althougb foreign loans may be issued in 
Berlin, London, Brussels, Amsterdam, or New York, as well 
as in Paris, a large number of the bonds, especially from Berlin 
and New York, and in some cases even from London, eventually 
find their way to France. The French Government, therefore, 
having little confidence in the stability of the Chinese Republic 
has felt obliged to protect the interests of its own nationals in 
connection with the socalled " Six Power Loan" to China. 

Russia, .on the other hand, although not a lending nation is 
vitally interested in China's credit. In 1896, when it was neces
sary for the Chinese Government to borrow £16,000,000, in 
Paris to meet tbe Japanese War Indemnity, the Russian Govern
ment guaranteed the loan. Under notes exchanged with the 
Russian Minister in Peking at that time, the Chinese Govern
ment promised that if foreigners were ever engaged by China 
in connection with her financial administration Russian inter
ests would be protected by the appointment oC a Russian 
official. 

The Boxer Indemnity constitutes the first charge on tbesalt 
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revenues which China now has pledged as security (or the Re
organization Loan. Twenty-eight per cent ot the total indem
nity is due to Russia. 

While some observers, therefore, may see evidence ot an 
ulterior political purpose, in Se. Petersburg's insistence that 

a Russian be appointed by China in connection with the 
Reorganization Loan the position taken by the Russian Govern

ment is by no means unwarranted by the·actual conditions. 
On December 31, 1912 the Chinese Government had obli

gations due at home and abroad aggregating about$51,OOO,OOO. 
Between January and June, 1913 further amounts totalling 
$36,500,000 become due. The terms of some 01 these obliga
tions have been extended but even the most considerate credit
ors cannot be expected indefinitely to postpone their demand 
for settlement. 

Repeated attempts to induce t he Chinese people themselves 
to subscribe to so-called II patriotic" loans have been dismally 
unsuccessful. China has been obliged to secure funds from 
abroad. Even the semblance ofa central govemmentcould not 
longer have been maintained had not this money been forth
coming for already the process of disintegration had set in. 

I t had been hoped that the so-called .. Six Power Loan .. 

would furnish the needed funds on conditions which would 
assist in the establishment of a strong and centraJized au
thority in Peking. As party to this transaction, through the 
American Group, the American Government would have been 
able to exert its [riendly influence on China's behaJf. 

There seems to have been a feeling amongst some Chinese, 
however, that once the American Government bad withdrawn 

from the Six Power combination China would be able to secure 
the needed runds in the United States and perhaps in Europe 
through the instrumentality of an American syndicate not 
identified with the so-called .. Six Power Group." 

But the American public is not as yet accustomed to foreign 
government securities. A share in a loan undertaken by an 
internat ional syndicate, in which American bankers partic; • 
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pated, might have been sold in this country. It is doubtful, 
however, i1 a Chinese loan could be issued 8uccessfully in New 
York, when the London and Berlin issues, if made, would be 
frowned upon by the British and German Governments, and 
when owing to the opposition of the French Government, no 
quotation could be secured on the Paris Bourse. The efforts 
to obtain a loan in New York, therefore, have been unsuccess
fuJ and, as was inevitable, the Chinese Government, under the 
agreement signed on April 27th, has arranged to borrow from 
the banking combination of which the American Croup origi~ 
nally fonned a part but from which it has now withdrawn. 

All you well know, since the outbreak of the revolution in 
October, 1911, China has been in a m06t disorganized state. 
Powerless to defend herself she would, while in this condition, 
be an easy prey to any power which might utilize some un!or~ 
tunate incident as the excuse for armed aggression. 

China can be preserved [rom such aggression in one of two 
ways; by foreign military support, or by the creation of a diplo
matic understanding between the Great Powers under which 
each is bound by a self-denying ordinance not to seek selfish 
gain at the expense of China or of the other Powers concerned. 

The group of the Six Powers, whoee bankers were interested 
in the Reorganization Loan, were acting under such a diplo
matic arrangement. 

The Russian advance in Mongolia, the position~ ot Russia and 
Japan in Manchuria and ot Great Britain in Thibet, perhaps 
do not speak well for the efficacy ot thiB arrangement. 

On the other hand, however, it is necessary to recognize 
that it was the Manchu Dynasty that brought Mongolia, Man
churia and Thibet within the boundaries ot the Chinese Empire. 
These territories owed their allegiance to the ruling house; they 
had never since the 10th' century been conquered by Chinese 
arms. The Manchus were driven from the Throne by the Chi
nese. The last Imperial Edict it is true bequeathed the rights of 
sovereignty to the people themselves. This act, however, can 
scarcely be interpreted as a justification tor insistence by the 
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Chinese that ThibetaruJ or Mongolians submit to a "so-called" 
Republic, nominally deriving its mandate from the consent 
of the governed. Manchuria, whJeh is populated largely 
by the Chinese, perhaps does not fall within the same 
category. 

The Mongolians, it is generally conceded, would rather be 
ruled by Russia. They regard the Chinese much as the Ameri
can Indian must have regarded our own forefathers. The 
Thibetans for the same reason would rather have Great Britain 
as an over-lord, and even in Manchuria where there are but 
few Manchus remaining the Chinese settlers have found the 
Japanese administration more progressive and more intelligent 
than their own. 

These facts are called to your attention, not for the purpose 

of condoning the action of any of the three Powers mentioned, 
but as a not unnatural explanation thereof, particularly in 
view of the fact that no matter how great our sympathy (or 
China may be, it is impossible not to admit that the present 
Chinese Government has given ample technical justifica~ 

tion for the action of Russia, Great Britain and Japan. 
Your main interest and the interest of all true friends of 

China [ assume is in the development of the Chinese people 
themselves, the inhabitants of the eighteen provinces, and 
not in the question of whether or no they are able to maintain 
what has never been more than a shadowy sovereignty over 
these outlying territories. 

It is the development of the Chinese people that President 
Taft's Administration endeavored to assure, and in tbis task I 
believe the American Group was of very material assistance. 
No matter how great our own good will toward China may be, 
this development will be impossible unless the other great 
powers, whose actual interests in China are far more extensive 
than our own, can be induced to co-operate in assisting the 
young Republic. 

American influence in China, thanks very largely to the 
activity of the American missions, and to the fact that so many 

• 
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Chinese have been educated in this country, is primarily a 
moral one. The influence of other Powers is based rather on 
tenitorial or commercial and financial interests. Because of 
this distinction our European friends have been fearful lest 
we Americans should capitalize our moral influence to the 
detriment of their material interests and it must be admitted 
that we have shown little disposition to consider the rights 
which others, rightly or wrongly, consider that they posaess 

in China. 
While our chief interest may be our concern regarding the 

moral growth of the Chine~ people, China's material necessities 
are now most pressing and even her national existence is 
menaced by domestic intrigues and by tbe failure to meet her 
obligations abroad. Unless a Chinese government be firmly 
established, and unless the national administration be reorgan~ 
ized on an effective basis, the moral development of the Chinese 
people is likely, therefore, to be undertaken under (oreign, 
not native, auspices. 

U we in this country Wf1'e able alone to finance tbe re
organization of the Chinese administration and to furnish funda 
(or China's indU8trial development, and should attempt to 
do so, we would find ourselves the object of the united 
political oppOsition of the other great powers who might 
moreover attempt to make China suffer in some way for relying 
upon American aid . We could not, therefore, undertake this 
task unless prepared at the same time to extend to China our 
active military support. This, you will agree, is impossible. 

It seemed therefore that the only course which, in the inter
eet of China, we could foDow, was to co-operate with other 
Interested nations so frankJy and so honorably, despite even 
their possible failure to adopt an attitude as friendly to Cbina 
as our own, that they could have no cause to suspect that we 
intended to capitalize our moral infl uence at tbeir expense. It 
seemed essential, therefore, that the American banking group 
should act with the bankers of Great Britain, France, Ger
many, Russia and Japan. 
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Whatever the alleged purposes of other members of thia 
combination may be, there are some who, like ourselves, wished 
to help China develop into a strong and self-sustaining nation. 
AB long as we were willing to work with their groups we 
could have cQunted upon the cooperation of these powers in 
China's behalf, even though the support rendered might not 
always have been as forceful as we might have wished. Despite 
the fact t hat these powers may share our hope for China's pro
gress, however, they might be forced, owing to the exigencies of 
European politics, tooppose us in case we attempted to actalone. 

President Wilson's Administration has served notice on the 
European powers that the United States will independently 
pursue a policy of friendship toward China and the American 
Group has withdrawn from the "Six Power Loan" negotiations 
and from any further participation in Chinese business. 

The action oC the American Government it is asserted was 
approved In China. Time will show, however, whether the 
acclamation by which President Wilson's declaration is re
ported to have been greeted, may not be followed by criticism oC 
the United States, when it is discovered that our Criendly pro
Cessions have been of little practical assistance in China's present 
difficulties, when assistance must be practical to be oC value. 

We will not fight on China's behall- and in concluding a 
loan with' the five groups, President Yuan Shih Kai at least, 
apparently realized that there was little possibility of securing 
funds in the United States. The newly assembled Parliament 
apparently had refused to elect Yuan Shih Kai President until 
he had concluded the foreign loan which even his enemies 
admitted to be essential. Parliament, however, refused also 
to approve the only terms upon which the foreign hankel'll 
were willing to advance funds. China had to have money and 
Yuan had the courage to assume the re3ponsibility of signature. 

Thus China, has been forced to borrow upon terms· 

• NOTE. h had boon agreed in January last tha.t the " Six Power" 
loan or 1125.000.000 should pay 5t ~ inwrClt per a nnum. the Chinl!8e 
Government receiving OOt for the ooMs. It ill now stated that. the" }'ive 
Power" loe.n for lhe same sum (.£25,000.0001 will bear 5 % interest ~ 
annum.the Chineeo Oovcrnmentrooeh'ing 84 or the bonda. It. is under
stood t at thore are practically no other chauga- in Lbe loan term •. 
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wbicb President Wilson disapproved and from bankers of 
the nations In whose policy oC joint action the American 
Government found it impossible to eancur. 

Many intelligent people have asserted that the United States 
baving withdrawn entirely Crom the so-call~ international 
., eancert" in China, as a disinterest.ed party would be able 
to intervene with the European powers on China's behalf 
more successfully than before. 

This admirable hope may be realized. It must be admitted, 
bowever, that it would not be strange if the governments with 
whom we have refused longer to keep company should hesi
tate to welcome our well meant but perhaps not altogether 
practical advice. The dispute with Great Britain regarding 
the Panama Canal Toll question is still unsettJed. Our 
relations with St. Petersburg since the Russo-Japanese War 
have not been happy. , They were not bettered by the 
manner in which the Manchurian neutralization proposals 
were put forward nor by the energy, no matter how well 
directed, of the American ex-Treasurer-General in Persia, 
while the abrogation of our commercial treaty and the attitude 
of the American press on the Jewish passport question have 
not made the Russian Government particularly anxious to 
accept our council especially since the interests involved are 
theirs rather than our own. At the present time, moreover, 
despite our refusal to tolerate any discrimination between 
American citizens of whatever race by any foreign government 
we find the people of California demanding anti-Japanese legis
lation, which the Federal Government condemns and which it 
is making every effort to prevent. 

No ionger able to justify representations on China's behalf, 
by our equal interest in financing China's administrative 
reorganization the American' Government therefore is not in a 
happy position, either on moral grounds or by an appeal to the 
sanctity of treaty obligations to champion China's cause with 
Great Britain, Russia and Japan, the nations most concerned 

in China's Cuture. 
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Some of those who have heartily approved President Wil

son's declaration as a manifestation of American friendship 
for the Chinese Republic have asserted that the policy inaugur

ated thereby wQuld greatly benefit American trade with China. 
It is to be feared, however, that wishes, not knowledge, have 
fathered this thought 

The sale of Standard oil, of American cigarettes, of Singer 
sewing machines, and of cotton piece goods, may not be 
materially affected, although well informed merchants -feel that 

this trade would have been benefited by the extension of Am~ri
can investment. The profits of industrial undertakings in 
China, however, go to the manufacturers of those nations whose 
bankers are interested therein. Experience has shown that 
American railway material will not obtain fair consideration 
on lines whose construction is financed by British or German 
capital. Electric lighting plants, water works, manufacturing 
installations, all require machinery and countless accessories 
which quite rightly will be ordered from Great Britain Crom 
Germany or Belgium unless American bankers can be induced 
to enter this field. 

The United States, furthermore, unfortunately will have no 
share in assisting Chinese currency reform-a problem in which 
our government in the past has been greatly interested, and to 
which Dr. J. W. Jenks has given so much labor. The negotia
tions for this loan were undertaken under the leadership of 
the American bankers but are now wholly in the hands of the 
British. French and German Groups. 

It is perhaps un-American for the government to request any 
particular banking group to undertake foreign business and 
thus even indirectly to guarantee a degree or diplomatic su~ 
port which such a request might imply. At the same time 
it is doubtful if the United States has as yet deve10ped to the 
point where, from merely a business point of view, American 

bankers will find it desirable (except at the instance of the 
Government), to embark on any very large operations in a 

country whose political future is as ur.certain as is that of 
China. 

-.. - - ...... & • • " 
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Even though the United States has withdrawn (rom the 

Six Power combination the American people undoubted ly 
desire to assist China. Through our schools and colleges, and 
through the efforts of the American educators who are working 
in the Far East. we have rendered, and doubtless we will con
tinue to render, a great service of wbich we all may well be 
proud. Such moral guidance may be fruitful of more ultimate 
benefit to China than the more practical financial aid supplied 

by others. This question is open to argument. 
We must look, nevertheless, to Great Britain, France, Ger

many, Russia and Japan, whose bankers have concluded the 
.. Five-Power Loan," to furnish the means essential to China's 

administrative re(onn and it is to be hoped that the continued 
joint action of these powers may constitute in the future, as 
it has during the two years just passed, n guarantee ror the 
integrity of China's territory sufficiently effective to permit 
the unhampered fruition of the intellectual . nod moral seed 
which it is claimed we have sown, and are sowing. 

Ol4'trade with China may suffer or it may increase with the 
general development of that country. It will not at any rate 
be fostered by our assumption of any share in the task of 
establishing an effective government in Peking. If we do profit 
by the re-establishment of stable conditions in China we shall 
profit by the efforts of others and because they have braved 
risks with which we reCused actively and positively to deal. 

We are a young people and it is too early, perhaps, for us 
seriously and intelligently to undertake the extension of our 
foreign trade. We do not apparently as a nation as yet appre
ciate as fully as others the weight oC treaty obligations and 

the necessity for making our national practice conform to our 
international profession') and we may not seem sometimes to be 
able to co-operate with other nations unless it 8uits our con

venience to do 80. 
Even while we were parties to the .. Four-Power" and 

to the .. Six-Power" combinations, our associates, rightly or 

wrongly, not infrequently felt that we were inconsiderate and 
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that we did not always proceed with either the grace or the 
regard (or the susceptibilities and rights of others which facili
tates the maintenance of cprdial diplomatic relations. It 
may be impossible (or a democracy such as ours to inaugurate 

a constructive foreign policy. It may be that it would be unwise 
for us to attempt to do more than to live and let live and that 
we should not assume any position which would commit us to 
act jointly with powers to whose policies we might take excep
t ion. It is certainly better that we should not attempt a 
constructive foreign policy than that we should try and fail 
because of the indifference or the lack oC information of the 
American people. We will fail, and persistently fail, until we 
realize that in the intercourse of nations good manners are 
essential as they are in the daily contact of individuals, and 
until we understand that we cannot expect great consideration 
from others so long as the mass of our people are ready to 
subordinate our in ternational interests to the exigencies of 
domestic politics or the whims of domestic prejudice. It may 
be as well therefore that the United Slates has withdrawn from 
the Chinese loan negotiations. 

The Foreign Offices of Europe are protagonists in a world 
struggle for political inHuence because the European govern
ments desire to assure to their nationals their proper share in 
the world's commercial oppOrtunity. Great Britain by diplo
macy is endeavoring to conserve that which has been won 
by the enterprise of British manufacturers, merchants and 
bankers. German diplomacy, in co-operation with German 
industry and finance is striving to extend the trade 
secured by the foresight of the government and the 
governmenklirected energy of German business men. Our 
own merchants and bankers, unlike their English cousins, 
however, have been too busy at home very actively as yet to 
interest themselves in foreign fields. President Taft attempted 
to profit by the German, not the British, example, but our 
traditions are English not Prussian and apparently we believe 
that it is the function of government to protect and not to 
promote. 

29 

Therefore, although we have refuaed to aaaume certain political 
responsibilities abroad, and although we may have eacrificed 
certain JX88ible commercial advantagea, we have at leut 
resumed a position which seems to be more in han::nony with 
the wishes of the American people. Whether the American 
people are far-seeing and whether the COW'8e which they 
approve will be beneficial to them is a question which time 
will answer and regarding which you, Gentlemen, must judge. 

• 
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fOREIGN TRADE AND fOREIGN 
LOANS. 

The United States is rapidly becoming an industrial 
as well as an agricultural country. For the first time 
since the Civil War destroyed our merchant marine and 
the construction of the g~eat transcontinental railroads 
demanded our concentrated energy, we are actively in
teresting ourselves in the extension of our vcport trade, 
in the hope that we may penetrate, or create, new and more 
capacious markets. 

For the successfu l accomplishment of th:s purpose we 
need a credit machinery which will adequatdy finance the 
manufacture and distribution of OUf products and which 
will "carry" these goods until they an~ paid for by the pur
chasers. 

This financing of the transition from the producer to 
the consumer is, in the case of ordinary commt'rcial trans~ 
actions, handled automatically as a matter of banking rou~ 
tine. The purchaser may settle at once or arrange for 
sixty or ninety days,-<>r pcrhaps six months,-<:redit from 
the merchant, and the merchant, ill tum, is either "carried" 
by his bankers or by the manufacturer who would, in the 
latter case, a lso be dbJiged to rely upon the bank for the 
necessary accommodation. When the purchaser, howevtt', 
desires credit for a period of from fi ve to sixty years, it 
is no longer an ordinary banking transaction; and it be~ 
comes necessary fo r him to obtain funds by the sale, on the 

, 
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market, of stocks or bonds rath er than by discounting com
mercial paper. 

In other words, the purchaser, instead of obtaining 
credit from the merchant, the manufacturer or the banker, 
through the banker as his agent, borrows from the in
vesting public. 

Most of the countries which are now rapidly develop
ing their resou rces and which cannot themselves finance 
such development, must secure money in this way. If we 
expect to realil!e the full possibilities of ou r export trade, 
we must, by our readiness to purchase foreign bond issues, 
be able to extend to fo reign purchasers the accomodation 
which lhey now obtain in the markets of our competitors. 

This, rough ly, is the problem of the foreign loan and 
foreign trade. It's satisfactory solution, which is of vital 
interest to our merchants and manufacturers, depends pri
marily upon the attitude of lhe American investors who, 
while they may not directly benefit by the increased sale 
of parti cular American commodities will, in addition to 
the retu rn on thei r investment, share in the ensuing general 
prosperity. 

This paper is especially concern ed with the direct bear
ing of foreign loans on our export trade. It is impossible 
adequately to treat this subject, however, without ana
lyzing the general aspects of international finance. 

We must distinguish between foreign securities pur
chased solely as an investment and foreign loans which, 
in addition to th eir investment value, bring to the lender 
certain collateral advantages. Under the first classifi
cation should be included, for example, railway bonds or 
stocks, issued. in the United States, but purchased in Eu
rope for investment or fo r speculative purposes. In the 
same category would fall bonds issued by the Russian, 
Spanish or other Governments, wh ich, though politically 
and fin ancially independent, require for their development 
larger amounts than they themselves are able to supply. 

Foreign holders of sllch bonds or stocks do not attempt 
to share in the management of the American railway 
corporation and are powerless to control the action of the 

• 
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Russian, Spanish Or other Government, whose needs they 
have financed. Such loans, therefore, are judged according 
to their investment value. 

Under the second classification would fall, loans issued 
on behalf of a foreign govtrnm ent or corporation in the 
markets of th e bankers who negotiate the loan. These 
may be roughly classified as follows : 

( I> Loans secured upon revenues which are collected 
under the supervision of the lenders, as in the case of 
certain loans to Greece, Turkey, Egypt, China, Nicaragua 
and Santo Domingo. 

(a) Loans, the proceeds of which are exptnded under 
the supervision of the lenders, as in the case of cntain 
loans to Turkey, China and Egypt i or 

(3) Loans, the proceeds of which are utilized to pur
chase goods manufactu rcd by the lender, as in the case 
of certain loans to Russia and Spain, to various of the 
South American Republics, to Turkey and to China. 

Loans of the foregoing character, besides the return to 
the actual subscri~r thereto, assure certain advantages to 
the Government or industry of the lending nation, which 
are shared directly or indirectly by the investing public. 

France, Great Britain, Germany, the United States, 
Belgium, Switzerland and Holland, are the chief lending 
nations. Switzerland and Holland are concerned primarily 
wi th investing their surplus capital. The British, German, 
and Belgian-even the Russian and ]apanese-and partic
ularly the French, Governments. however, have recognized 
the value of their investi ng power as a poli tical instrument 
ill the great djplo~latic struggle in which all are engaged 
to secure markets for their foreign trade. 
. The great European nations are so well prepared for 
war that nOlle dare to fight, except under the most extreme 
provocation. as was proved by their success in not be
coming embroiled in the Balkan war. They have there
fore evolved a system of co-operative international finance, 
under which th ey maintain stable conditions, favorable to 
trade development, and secure an equality of commercial 
opportunity for their nationals, in the countries whose 

• 
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political independel.ce has been impaired by financial 
debauchery. Thus in Egypt and Tu rkey the foreign debt 
is administered by commissions, reprtsenting the English, 
German, French, Russian, Austrian and Italian bankers, 
acting under the direction of their respective governments. 
Thanks to a similar arrangement which is still in force, 
Greek credit was re-established in 1908, and although there 
is no foreign debt commission, practically the same rela
tion now exists between China and the lending powers. 

A highly efficient mechanism of economic production 
has only a potential value. The aggressive strength of 
a nation depends on its political and financial stability, 
and its international position upon its investing power 
and the disposition of its government effectively to rep
resent its citizens or subjects and to assist in the extension 
of their trade. 

The great lending nations recognize both these facts. 
They utilize their investing power as a national asset. By 
building up the weaker nation through financial reorganiza
tion and the development of its resources, they create for 
themselves a financial and political influence which they 
convert to their commercial advantage. In this task Gov· 
vernment, bankers, merchants and manufacturers, supported 
by the investing public, which the Government represents, 
and of which the bankers, merchants and manufacturers 
are an integral part, co-operate for the common good. 

The political and commercial importance of foreign 
loans, if not most clearly appreciated, is at least most 
effectively utilized by the French Gov{'1'nment, which 
counts upon the absorbing power of the French investor 
as a factor more potent even than the French Army or 
Navy. in the maintenance of the diplomatic prestige of 
France and in the extension of F:rench foreign trade. No 
foreign loan can be quoted on the Paris Bourse without 
the approval of the Minister of Foreign Affairs as well as 
the Minister of Finance. 

In Germany, although the Government does not form
ally sanction a foreign loan before a quotat ion is granted, 
the gnat bankers work in close co--operation with the 
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Foreign Office; and no loan of which the Government dots 
not approve is apt to be listed on the Berlin, Hamburg 
or FrankIort Stock Exchange. 

In England, while the Foreign Office encourages and 
supports foreign loans, there have been frequent instances 
in which foreign issues have been listed OD the Stock 
Exchange despite governmental opposItion. 

The United States became a world power on the con
clusion of the war with Spain. We have only recently 
developed an investment capacity, the potentialities of which 
we do not appreciate, although we have already, without 
evolving any general policy, attempted to utilize it both 
for the maintenance of order and for the extension of our 
trade. 

The first instance, as far as the author is aware, in 
which the American Government took official cognizance 
of the political importance of foreign loans, was under the 
Platt Amendment, which provides that the Cuban Govern
ment shall not increase its indebtedness until it has first 
satisfied the American Government that such increase will 
not, by creating an excessive charge upon the Cuban rev
enues, prejudice the financial stability of that Republic. In 
making the stipulation, the American Government desired 
to precl~de foreign financial domination and to safeguard 
the cre~lt of the Cuban Republic, in order that the people of 
the Umted States, as well as the Cubans, might benefit 
by the developme:nt of the resources of the bland. 

In the case of Santo Domingo, our Government as
sumed much the same: position as that taken by the Eu
rope:an P?wers with respect to Turkey and Egypt, and 
latterly With respect to China. The finances of the: Domin
ican Republic were reorganized and its foreign debt con
solidated by means of an American loan, and the collection 
o.f the reve:nues hypothecated as seturity thttefor was 
placed under Amencan supervision. While similar ar
rangements were proposed, but not consummated, with Hon
dura!, they were successfu lly effected with Nicaragua. 

Corrupt Governments of the countries bordering the: 
Caribbean Sea have, in times past, '8Old their national 
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birth~rigbt to foreign concessionaires. They themselves 
were not able, or appBrently willing, honestly to admin
ister their finances and, unable to borrow for their devel-

• ,J ••• en1 on ordinary "financial" terms, they were obliged 
lU give additional inducements, which have threatened to 
impair their sovereign rights. When they defaulted on 
their interest payments, their European creditors have in 
comparatively few instances attempted to collect their debts 
by force. Yet these debtor nations have not escaped the 
penalty of improvidence, for their credit cannot be restored 
until they meet their obligations. This situation has be
come increasingly embarrassing to the United States. 

Dr. Henry Jones Ford, in a paper entitled "Disorderly 
States," in the Atlantic Monthly for May, points out that 
President Wilson, in his speech before the Southern Com
mercial Congress at Mobile, has supplemented the "Mon
roe" by the "Wilson," Doctrine. The former was aimed 
at military or territorial aggression. The Jatter serves 
notice on those who would attempt to dominate American 
States by financial mcans. President Wilson anticipated 
the day when, through the beneficent inAuence of the United 
States, the weaker South and Central American States would 
be enabled to borrow on their national credit and no longer 
be obliged to grant concessions. These nations derive prac.ti
cally their entire income from their customs dues. Possession 
of the custom-houses, therriore, is the aim of each recurrent 
revolution. President Wilson's object can only be attained by 
placing these collectorates under foreign supervision, as 
has already been done in Santo Domingo and Nicaragua. 
Such action would assure a regular revenue amply sufficient 
to med the service of thc loans which these republics 
now need. Without such security, except in the case of rail
ways which the lenders could control, neither European nor 
American bankers will loan mOlley to these COUlitries on 
ordinary financial terms. The profit 0 11 investment must 
be proportionate to the risk involved. 

Thcse nations, however, must not be permitted to 
utilize the Monroe Doctrine to protect themselves from the 
consequences of financial proAigacy. We cannot rerust. tCl 
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permit foreign Governments to collect the debts due 
their subjects, unless we ourselves are willing to insure 
their payment. If we insist that the European couDtries 
shall not intervene, the United States must assume a cor
responding responsibility. If we object to the enforcement 
of the mortgage, we must act as receivers ourselves. and 
must erther by Congressional enactment guarant~ the 
fortign debt of these countries, or by diplomatic arrange
ments and by utilizing the services of American banken, 
bring about fi nancial reorganization by the. establishment 
of reliable customs collectorates. 

If the first of these alternatives were adopted, tbe 
United States GoytTnmtnt, in case of default, would be 
obliged either itself to pay the debts of the recalcitrant rep-
ublics, or by intervention to force them to meet their 
obligations. H the second, the chance of default would 
be minimized if not entirely avoided by assuring in ad· 
vance a sufficient and safe revenue. 

If we desire, therefore, to avoid complications with the 
European powers and develop our own export and import trade 
in the Caribbean Sea, we must, by means of foreign loans, 
establish ourselves as the guardians of the financia l stability 
as well as the territorial integrity of some of our southern 
neighbors. 

In China, the Administration of President Taft at
tempted a task of a somewhat more ambitious character. 
The balance of power in the Far East, to which China 
owed and still owes her continued existence as a natioD, 
has for some years, and is now. largely maintained by the 
nice adjustment of the financial and commercial, and there
fore political, interests of the great powen. It is to the 
advantage of all that none should exercise a dominating in
fluence. It is to their mutual inte~st to maintain the 
"open door" and share in the general Chinese trade, rather 
than by the seizure of territory to endeavor to monopolize 
the commerce of any particular region. President Taft 
desired to assist in the maintenance of the "open door," 
by securing for the United States a voice in this council 
of nations, the weight of whose influence depends primarily 
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upon the extent of their material interest. He wished also 
to gain for American manufacturers a share in the profits 
of China's industrial development. He, therefore, induced 
a group of American bankers to establish an organ ization 
in China with a view to securing for this country a par
ticipation in Chinese loans. It was hoped that, owing 
to the approval of the Government and the reputation of 
the bankers concerned, an American investment in China 
might be created, and American influence be establ ished 
upon a $Qund economic basis, as well as upon the friend
ship and goodwill which had been gained by the work 
of American missionaries and tducators. The time for 
this undertaking, however, was not yet ripe. The Taft 
Administration was accused of supporting an American 
banking monopoly and of clHIperating with European 
financiers in the exploitation of China. With the apparent 
hearty approval of the American public, P resident Wilson 
denounced the policy which had been adopted by his pred
ecessor. 

Foreign bonds have never been a popular investment 
in this country. It was hoped that a market for this class 
of security might gradually have been created. The action 
of the Administration, with respect to the Chinese Reor
ganization Loan made this task more difficult, and develop
ments in the Mexican situation have not encouraged the 
investor to take an interest in foreign loans. Because of 
the circumstances above set forth, as well as because of 
the generally unsatisfactory market conditions, American 
bankers have recently been obliged to refuse to undertake 
a number of South American and Olinese loans, the issue 
of which, in this country, would have strengthened the 
influence of our Government in the borrowing countries, and 
the proceeds of some of which would have been directly 
expended in the pu rchase of American materials. This then 
is the situation by which we are confronted. 

Our Government is stable; our credit is good ; we can 
finance our domestic needs, and are able to obtain tram 
the European markets much of the flu id capital which we 
require. We are in a position analogous to that of the 

10 

• 

prosperQus merchant who, while borrowing from his banker 
to extend his plant and to finance his business, employs 
his surplus in advertising and in developing new markets. 
Germany, whose situation is simi lar to our own, while 
obtain ing commercial accommodation in London or Paris, 
has utilized its investing power to increase German political 
influence and German trade throughout the world. 

We ourselves have reached a point where we must 
be less introspective and seriously consider the possibilities 
of developing our trade in a similar manner. This, doubt
less, will be admitted. It remains to devise means by which 
this purpose can be accomplished. Merchants and manu
facturers blame the bankers for lack of enterprise. The 
bankers are inclined to blame the Government, and the 
Government, in turn, looks to the banker, the merchant 
and the manufacturer to take the initiative. 

Under present cond itions, if the market is good, Amer
ican bankers will doubtless from time to time be ready, 
by attempting to sell foreign securities, to aid our merchants 
and manufacturers. 

The Department of Commerce is specifically charged 
by Co~gress to encourage foreign commerce, and our Dip· 
lomatic and Consular officials show commendable zeal in 
their efforts to aid the development of our export trade. 
Such undertakings, therefore, would doubtless receive of
ficial approval and assistance. In the present state of public 
opinion, however, any administration may be attacked if it 
utilizes the power of the Government for the profit of 
private interests, no matter what indirect advantage might 
accrue to the country as a whole. 

There are those who would even urge the separation 
of business and politics. The one is the vitals, the other 
the brain of the nation. Attempted segregation will result 
in disaster. Tn this country we have, perhaps, in times 
past, suffered from indigestion. There are those who claim 
that we are now afflicted by brainstorm. Neither condi
tion is salutary. We pride ourselves on being a practical 
people, temperrd by idealism. If this estimate is just we 
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sbould have the intelligence to recognize, and the imagina. 
tion constructively to deal with, facts. 

Governments tCHIay, although some are still autoc ratic, 
are no longer purely personal. International relations are 
concerned, not with the conflicting ambitions of sovereigns, 
but with the economic development of nations. Con tern· 
poraty struggles are for markets in which to sell-rather 
than for territory to exploit-betwun bankers. merchants 
and manulacturers, and not between the armed forces which 
are now maintained al a guarantee against war, rather 
than as instruments of aggression. International trade and 
finance, therefore, are the focal points of international pol_ 
itics, just as our own business lile, upon which we all 
depend for our weU·being, furnishes us with our most 
important domestic problems. 

We recognize that the prosperity o f th e nation depends 
upon the business success of the indiv iduals who fo rm its 
component parts: the capitalist seeking investmen t. the 
merchant seeking trade and the laboring man who will 
benefit by th e increased demand for th e fruits of his labor. 
Our Government concerns itself with adjusting the domestic 
affairs of its citizens. and it should actively exert itself in 
conserving and extending their interests abroad. 

There should be effective co-operation between the 
Government. the bankers, the merchants, the manufacturers 
and . th~ public. Such concerted action is particularly es. 
scntlal In matters affecting our international position. We 
should aim to develop public opinion to apprOve the use 
of our national investing power for the extension of Our 
~r~de. ~his would enable the Government to adopt a del. 
mite poltcy. and to declare that proper diplomatic support 
would be given ~o promofers and investors in foreign loans, 
the terms of whIch had been submitted to and approved by 
the Departments of State and Commerce. 

It might be objected that in enunciating such a pol icy 
the Government ~ol1 ld pledge itself to use the Army and 
Navy to extract mterest payments due individual Amer
ican investors. 

" 

" 

Such a contention, howew:r, ill scarcely juati6ed. J ust 
as debtors prison. have bettl abolished in civilized COUD

triet, 80 international opinion deprecates the collection of 
debts by military pressure. Private contracts a~ enf()tccd 
by the courts, and international differences, thanks to 1ft 
increasing recognition of the economic. waste of wat, are 
now genen-II,. adjusted by diplomacy and arbitration. The 
creditor nations employ their lending power to develop tbe 
resources and strengthen the ortdit of their clients. It is 
no longtr considcrtd sound finance to debauch a weaker, 
Government by encouraging it to borrow; to create a mort
gage which will ultimately be foreclosed by the ~izute 
of territory. The British, German and French Govern
ments insist that their bankers drmand certain loan con
ditions, 'not because they desire to extend their political 
control, but because through assuring financial s~bi1ity 

they hope to avoid the necessity of intervtntion. Debtor 
nations, therefore, inc reasingly realize that they must main· 
tain their credit if they desire to expend borrowed funds 
free from th e supervision of the lender. They are aware 
also that repudiation of their debts, or failure to mttt 
obligations when due, will prevent them from obtaining 
funds on "financial" terms, not in one only, but in aU the 
money markds of the world. The world's lending capacity 
depends upon the investing power of the crditor nations, 
not upon the accumulations of a few individuals. Money 
is highly sensitive : active in times of peace, timorous in 
the face of any form of military activity. It is becoming 
increasingly evident, therefore , that because of its inter· 
national character and its democratic foundation , world· 
finance must be regarded as a guarantee of world~peace 
and commercial development, rather than the means by 
which the stronger are enabled to exploit the weaker na· 
t ions. 

The Government of the United States is each year 
be ing drawn farther into the vortex of world politics. As 
a nation we are seem ingly not yet conscious that the very 
development which has resulted from our irresistible energy 
and restless ambition imposes upon us greatly increased 
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responsibilities to ou rselves and to the nations with whom 
we are obliged by mutual interest to deal. 

We have hitherto stood somewhat aloof, but this is no 
longer possible. Our enterprise has carried our interests 
beyond the seas. The present tariff, as President Wilson 
has stated, will stimulate ou r commercial and industrial 
genius by forcing us to meet the kcen test of world com
petition. The Government, therefore, should co-ordinate 
the foreign trade activities of the nation. American di
plomacy should stand sponsor for those whose resources 
and character guarantee the honorable performance of their 
obligations. Our export trade has been constantly in
creasing because the American merchant and manufacturer 
give "a dollar's worth of service with a dollar's worth 
of goods." This should assure to them the assistance of 
our Government in extending thei, activities. Such assist
ance should now be forthcoming in connection with the 
development of our foreign trade by means of foreign loans. 

'. 
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FOREIGN RELATIONS AND OVERSEA TRADE 
• 

A..Wr.. Won tit. s-tt..,. C I dod c-.-.. ......... ow.r.-. 
April 3Oda. 1115, by Mr. w ..... 5IftIP ....... Imel ... heNaH..JFOI'IIip 

T .... CooodI. 

All good Ameri ..... and bllliDeosmen, you will agree that 
w. wish to p ........ e IrIendly relations with all the world and 
increase our foreign trade. Taking thia for granted, how may 
we best realize our desires! Having once determined what 
you want. you set about to get it. The most effective method, 
you will admit, is to study your problem, anticipate probable 
and possible difficultiea, and make your plans accordingly. 
You take stock of your own abilities, remedy your deftclenclel 
where you can, and with prepar&tiona complete embark upon 
your enterprise. Tbia, Gentlemen, is my text. 

I have already expresaed to Dr. Owena, your genial and able 
Managing Director, and through him to your Governing 
Board, my appreciation of their invitation to be preeent on 
thia occasion. They and you have done me great honor in 
pennittlng me to adru- you. It is a privilege to be here, 
and an opportuoity. History is in the making, Gentlemen, , 
and the mills of the Gods are not only grinding eJ:oeedlng 
smaU, but exceeding fast at the preaent time. Our position 
in world affairs may be very Jargely determined by the 00U1"18 

which we now foDow. We have reached the period in which. 
88 Bimnan:k prophesied many ye8l'l ago, we are to undergo 
the real test of the American Democracy. Our broad lando 
are rapidly being filled. The period of exploitation is put. 
The age upon which we are entering will Ix> one of coneerva-
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tioD, of co-operation, of the international division of labor. 
The various elements in our national life must be oo-ordinated 
to serve a common and national end. OUf exports of 
raw material in normal times no longer wholly auffice to 
pay tor our imports !'rom abroad. Our domestic consump
tion of foodstuffs <and other raw products grows larger each 
year, and we are in consequence increasingly interested in the 

selling of our manufactured goods to maintain our trade 
balance. A trade opportunity brings with it a diplomatic re.
sponsibility. The extension of this foreign trade, which we so 
urgent1y require, is in no small measure dependent upon the 
conduct of our foreign relations. I shall, therefor, if you 
win pennit me, call to your attention certain faet.s- not upon 
the assumption that you are unfamiliar therewith, but in the 
hope that an attempt to show the interaction of diplomacy 
and foreign trade may be of interest. 

The progress of the world has been marked by the discovery 

and co-ordination of (orces Wh0ge existence and mutual bearing 
bad been previously unsuspected . Just as Science has demon
strated synthetic relationships of which we had been uncon

scious, so the war which is now devastating Europe has made us 
suddenly aware that we are not after ail isolated from the rest 
of the world, or by any means independent of each other. 
You gentlemen of the South who saw a bumper cotton crop 
held up by the closure of your European markets, have been 
made very keenly alive to this situation. The Eastern bankers 
who relied upon your annual shipments to meet the drain 
of funds caused by tourists expenditure in Europe and interest 
falling due on American securities held abroad, moreover. 
found themselves greatly embarrassed by your-which has 

also been their-predicament. The war, in fact, has X-rayed 
the body politic. and shown to u.s the delicately adjusted, 

doeely articulated commercial and financial structure which 
sustains the vastly diversified business of our country. 

Our premises then rest on the following facta : We wish 
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to, because we must, develop our foreign trade. This devel
opment to be permanently successful must be accompanied by 

a more general understanding of the importance ot foreign 
relations. Like our overseas trade, our diplomatic policy there
fore affects no one section of the country and no one phase of 
our national life, but is directly or indireetJy the concern of 
the whole country and all the people. With this statement 
I believe you will agree. That being the case what are we 
going to do about itT 

Our attention at the present time, insofar as it is not con
fined to our own immediate atrairs, is very largely concen
trated on the trenches in Western Europe, on the battlefields 
of East Pn.u!sia, on the operations in the Dardanelles, and on 
the diplomatic correspondence which our Government hae 
been exchanging with the various belligerents. This is natural. 
The true significance of these events, however, lies not in their 
present military interest, but in the probable effect of the 
forces now in conflict, and of the forces which this war has 
called into being, upon the political and economic future. The 
clash has been long inevitable, and ita result for some years at 
least, we hope, will be decisive. It is this result consecrated 
on a hundred battlefields- not the battles themselves, that 
will affect the United States. Our commercial genius and our 
statesmanship therefore must understand the present and 
the past in order intelligently to anticipate the future. 

The struggles which marked the c10ee of the eigbteenth and 
the beginning of the nineteenth centuries were the military 
climax of a ferment whicb bred our own and the French 
Revolution, and which found renewed expression in the events 
01 1830 and 1848. ~ite the period 01 ..... tion which im
mediately followed the Congress of Vienna, the Napoleonic wars 
had sealed the fate of absolute monarchy and marked the begin
ning of constitutional government in Central Europe. We are 
now witnessing a continuation of the same conffict, wbichia &sold 
as history and will persist when we are gone. It is in ita present 
manifestation an issue between a paternalism of which militar
ism is but a phase, and democracy; between two coneeptioDl of 
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the State 88 the master or as the servant of the people. For 
us it i.e vitally important to obeerve that Democracy to meet 
Paternalism is adopting of ita own volition the centralized 
national organization which Paternalism hu impoeed. Both 
England and France, like Germany, are no longer armed 

nations, but nations in arms. Every interest in German 
national lire haa been oo-ordinated under Government COD

t ro1. It is the remarkable effieiency of this administrative 

machinery which has enabled her to stand the crucial test so 
well. The military and naval establishments are but one 
portion of a complex system which enables the State to gather 

copper from the village kitchens, administer the grain supply, 
order the conservation of potato-peelings and the slaughter 
of pigs which might otherwise consume the cereal needed for 
the food of the people. 

To-day the French and British democracies are themselves 

constructing similar mechanisms, not as yet 80 elaborate, but 
effective in meeting each situat ion as it may arise. Railway 
and steamship lines are in effect under Government control. 
A series of measures, brilliant alike in conception and exeeu
tion, have not only enabled the British banki.ng system to 
withstand the sudden shock of war, but have kept the London 
discount market open for financing Great Britain's foreign 
trade. War loans have been issued in England and France, 
as weD ~ Germany, to an amount which alm08t staggers the 
imagination, and arrangements have been made between the 

Finance Ministel'B of Great Britain, Russia and France for 
a joint policy by which the three great A1lied Govern

ments will meet their own problems and jointly assist in 
financing some of their weaker fellows. 'Phe British Treasury 
supervises the London, the French Government the Paris, 
Stock Exchange. In order that the nation's financial reaoure&l 
may be conserved for the prosecution of the war no new 
foreign loans may be issued in London without the special 
authorization of the British Treasury. The French Govern
ment has for some years exercised a similar power. Besidet 
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extending their control over finance and traDiportation, 

the EuropeaD Governmenta have in many CUM actually .... 
aumed, or been empowered to 888ume, the direction of the 
manufacture of goodA required for the war. A aYttem is 
being developed which is practically the "'1JOIlizatlon of 
labor into a national industrial reeerve quite as important 

as the military reserves which guard lines of communication 
iwrtead of actually being engaged on the firing line. And 
now further to increase national efficiency the sale of vodka 
and absinthe haa been forbidden in Russia and France, and 
prohibition in absolute or modified form ia advocated in 
Great Britain. 

These steps towards the socialization of the State-not 
State SociaJism-once ' taken are not likely to be retraced. 

The vaJue of co--operative effort will be conclUlively demon
atrated and will be as vaJuable in the readjustment which will 
follow the war as it is essentia1 to ita successful prosecution. 

When the war is over there may. perhaps. be a period of 
political reaction and of financial and industrial depression 
throughout Europe. Industry must abeorb again the men who 
are now serving in the field . Gennan foreign trade will be 

disorganized. The Russian market which has been vitally 
important will, it is said, be closed as far as possible to German 
goods. Great Britain's world wide commerce, which has de-. 
pended largely upon the ability of the London market to finance 
the foreign consumer. may not flourish as before. beeauae-for 
a time at least--capital will be required at home and may not be 
available for foreign development. Yet thia dislocation may not 
be attended by results as serious aa some suppose, beeauae 
the output of the factories will be required in no small measure 
to make up for the waatage of the war. The whole world, 
moreover-commerciaJ and financial at least-haa been in. 
volved in the present c.risia. Where aU are aft'ected there is 
a greater likelihood. that lOme common meuuree will be found 
gradually, and with a minimum. of hardabip, to meet new 
conditions. Therefore, while numberleu individuals and It> 
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calities may be impoverished, it would seem likely that the 

world as a whole, though it will suffer. will do 80 because 
developments which would have been undertaken will not now 
be attempted. rather than because of the actual destruetion 
that has taken place. 

From the American point of view the most important result 

of the war will be not the possi ble temporary financial, com
mercial and industrial embarTaSSment in Europe, but the 
impetus which has been given to more effective national 
organization in Great Britain and France. 88 well as in Gel'-
many. There will be a new Russia, a consolidated Italy. 

disciplined and alert States in the Balkans and Scandinavia, 
and Japan self-confident and seIC-eonscious in the fulfillment 

of her Imperial destiny. 
These are the facts by which we will be confronted and 

with which we must be prepared to deal. What is our 

position! 
Following the outbreak of hostilities in Europe in August 

last, we ourselves to a certain extent learned the value and 

necessity of Co-operatiOD. 
LuekiJy lor us, the Federal REserve Board had been aIr 

pointed before the crisis came. These gentlemen promptly 

mobilized the banking interests of the country. A syndi
.cate took care of the New York City debt. The 80-

called gold and cotton" pools" were formed to pay what we 
owed abroad and to look after the interesta of the South. 

Then, as if by magic, thanks to our enormous exports, the 
situation was reversed. Where eight months ago it was esti
mated that we owed Europe three hundred millions of dollars 
in immediate maturities, it is claimed that, without considering 
the debit against U8 because of foreign holdings of American 
securities, we now have something like six hundred millions 
due ua from the other side. The dislocatio'l of the European 
exchanges, moratoria, and the urgent necessities of our mer
chants and our customers, have enabled us, under the provisions 
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of the Federal Reeerve Act in a few montha to develop a die-. 
count market which, under ordinary Clrcu.mltanea, would have 
taken us. much longer period to acquire. Through thia channel 
we .... financing shipments 01 goods toandll'Om the UnitedStaIao. 
Our acee88 to European capital has been cut off, but reeervea 
heretofore unavailable. have been releaaed and we are easily 
ahaorbing such American aecuritiee as Europe wishes to aeU. 
At the same time, in order to stabilize exchange we are stimu
lating and lacilitating our export trade by granting cn!dits to 
Europe to pay for goods purchased in thia country. For the 
first time in Out history we are through these very Decessary 

operations establishing a market for foreign loana. Thia edu
cation of our pUblic, should make it poeaible for our 
bankers later to undertake transactions which, by encour· 
aging development particularly in South America, and 
perhaps in Russia. will create neW markets (or Ameriean 
goods. Thus our investors in addition to securing a satisfactory 
interest return will be utilizing American money for the benefit 
of American industry. 

These recent developmenta afford an assurance that what 
has heretofore been the most serious obstacle to the extenaion 
of our foreign trade, is now in a (air way to being overeome. 
We have been accustomed to finance our production. We 

are now learning to finance the distribution of our gooda through 
the .. acceptance .. and sale of Bills of Exchange, and the public, 
by the purchase of foreign aeeurities, is playing ita part in 
granting the credits which our eustomers require. 

The perfection of our aelling methods abroad, however, " 
still a matter demanding careful attention. The President, in 
bia recent address before the United Stalao Chamber of Com
merce at Washington, diecu.ased the manner in wbieh our 
manuf~ might eombine in eeUing orpniutiODI for the 
promotion of their export buainesa. The inhibition placed upon 
the development of foreign trade by the Sherman lAw and the 
Clayton BUI m <lit be removed if Ameriean Induob"y In the 
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future is ",,_ully to compeu. with the foreign eombm.. 
tiODl, which have been and will be developed. This is a pr0b

lem for the new Federal Trade Commissjon to aoIve. 
There is also the question of transportation. The Gov· 

emment Shipping Bill was suggested to meet a temporary 
aggravation of a situation which has long existed. I shall not 
venture an opinion as to whether or not it wouJd have been 
auccesaful. One thing, however, is clear; Transportation is 
a commodity like any other. In our industry we have by a 
protective tariff assured a certain standard of living to the 
Ameriean workman, and even under the high COlt impoeed by 
our navigation laws we have been able to operate v~ in 
the coast-wise trade by reserving it exclusively for American 
shipping. But this is impossible in foreign trade where the 
business of selling tranaportation is highly competitive. We 
may be able, despiu. our high labor cootB, to market our 
manufactured goods abroad because the efficiency of our work· 
men and the labor-saving devices which we use enable us to 
keep down the cost of production. But in shipping not oo1y 
is there no Jabor...saving machinery, but our navigation laws 
make it necessary for American ships to carry larger crews than 
are required to man foreign vesssels. [f we wish to transport 
our goods under the American, rather than the British or the 
German, the Dutch or the Norwegian, flag, we must be pre
pared to furnish trall8portation at competitive prices. This 
can be done in one of two ways: either by permitting American 
shipowners to purcbase and operate vessels on the arne bam 
as tbeir competitors 88 to the cost of construction and labor 
charges; or by empowering the Goverment to bear the difference 
between the cost of ships and labor in the open world market 
and the C08t thereof under our own tariff and navigation laws. 
Whether the Government meets this cost by BUbeidy or by 
itself buying or building ships involves the question of publie 
or private ownership, not the cbarge upon the taxpayer. The 
difference is in name, not in 8ubstance, for subaidy----like 
Government ownership- means that the public pays the 
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eharpa which .... imP<*d in the in_ of labor. Tbe only 

difl'erenee lies in the faet that a subsidy might eDCOUI"qe 

investment in a bWliness which has not heretotOl"ll promiIed 

au1 interest return. except where. as haa frequeatly been dOlH!, 
American owned obips are operau.d under foreign flap. 
If the American people desire a merchant marine and deIire 
at the same time to insin that there obould be Ameri .... 
officers and that the erews should bave certain acoommudationo, 
ca-tain food, and be in suffl:cient numbers to man a certain 
number of lifeboats, the American people will have to pay
otherwise the business wiU be done under flap other than OlD' 

own. 
The financing of production and distribution, selling 

organization and transportation are the principal direct fadora 
in the development of our foreign trade. They immediately 
concern the merchant and the manufacturer, the farmer, the 
banker and the shipper, aa .. ell as the IaboriDg man, but 
under our fonn of administration they are aU more or Its 
dependent upon Government action or subject in lOme 
measure to Government control The conduet of our interna
tional relations, however, is essentially a Governmental funetion. 
It is in reality the promotion of our OVenlea oommen::e in the 
m08t comprehensive senae, and may be, and is, performed 

in numerous ways, the variety and the importance of all oJ which 
are notsuffieiently appreciated. 

One of the most striking re.u1ts of the European wv 
already apparent has been the strengthening of the ties t. 
tween the Uniu.d Kingdom and ber Colonies. Imperial prer
er1!nee was first discU88ed after the bonds of Empire bad been 
knitclCMe by the strain of the South African war. It would eeem 
not at all improbable, therefore, that this matter would agaiD be 
taken up with renewed. vigor. Aside from sentimental and poUt
ieaJ considerations the fact that waces in England bave already 
beeu increaaed- and are uulikely to be geoUy redueed-ODd 
that iuduotry muot be .... ured ita profit., will alford .. added 
argument for some fOl'm of Imperial Britiah protective tariff; 
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while the present finauclal eo-operation of England, France and 
RUlli&, moreover, may aleo later fonn the basis for a custoDlA 
understanding. 

We have regarded the tariff primarily 88 a source of revenue 
and as a safeguard and stimulant (or American production. 
We have a Reciprocity Treaty with Cuba, and once diseU88ed 

a similar agreement with Canada. The provisions of the 
Underwood-Simmons Act contemplate the negotiation of trade 
agreements subject to the approval of Congress. But few of 

\11, save when startled by threatened reprisals, have been 
alive to the possibilities of our tariff and our treaty-making 
power as diplomatic instruments in the development of our (or
eign trade. There are certain favors which we can grant and cer
tain things which we ourselves need. The negotiation of recip

rocal arrangements should be facilitated and the institution of 
reprisals made pos8ible. The creation of a Tariff Board com
posed of representatives of the Departmenta of State, the Treas
ury. Commerce, Justice, and Labor, empowered to deal with 
these matters may before very long be found to be necessary 
in the interests of American commen:e. 

We are generally familiar with ' the eft'~ve work per
formed by our Conswar officers, and the ability and enthu
siasm which the Secretary of Commerce-Mr. W. C. Red
field- and bia assistants have shown in the task of extending 
American trade. The important functions and the very real 
services of our Embassieti and Legations, however, are ap
parently not always &0 clearly appreciated or understood. It 
is too often 8UPpoeed that diplomacy has no very direct 
relation with, or bearing upon, the humdrum affairs of 
business life. In the minds of &orne a diplomat ia a 
gentleman in a top hat who makes himself pleasant to 
ladies at tea parties. There are, it is true, countless mat
ters of routine from the viseing or issue of pa.saports to the 
presentation of ladies at Court. Yet even these detaila 
are important. for they, equally with matters of aeemingiy 
far greater moment, affect our position abroad. The work is 

II 

definite and techniea1, and requires trained intelligence, tact and 
wide knowledge of business and politics. Diplomacy is not 

an abstract science or system of philOlOpby, it is really a 
Court of Equity in international affairs and our foreign ret&
tiona are but the aggregate of questions in one way or 

another arising from our ovenea commerce. We may not 
approve of armed intervention in the affairs of another nation 

to enforce American claims. Such drastic action, on our 
part, however, is unnecessary save in certain caaes, fortunately 
extremely rare, where general conditions rather than par
ticular interests demand the restoration of law and order. 
All legitimate American interests abroad whether they be 
those of the missionary, or the investor, the merchant or 
the ranchman, are entitled to diplomatic protection and 
support. Unless 8uch protection and support are assured, 
foreign enterprise becomes a speculation and not an invest
ment. It will attract gambl(,r8, not sound business men, 

for the confidence which security begets is the basis of all 
honest trade. For thia protection we look to the Department 
of State and our Embassies, Legations and Consular estab
lishments. They it is who must safeguard our inten!sts in 
foreign lands, and adjust questions which may arise between 
citizens of our country and the Government of another, or 
between another Government and our own in the deve~ 
ment of national policies. 

We in this country, unfortunately, have been too prone to look 
upon our foreign relations as a 80rt of football which we might 
kick about to 8uit the whims or domestic politics. It is not 80 

many years ago that every Fourth of Jwy orator twisted the 
lion's tail for the edification of his auditors. Our isolation made 
us not only confident, but unmannerly, in wbat weeonsidered 
to be our immunity. We have been inclined to disregard the 
facts of our history. For this inaccurate teaching and .m.. 
taken patriotism have been largely responaib1e. But lRJJ'eIy 
true patriotism does not consist in playing the ostrieb, but in 

• 
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recognizing, in order to deal with, even disagreeable facts . 

Otherwise progreas becomes impoasible. 
One hundred y .... ago we ...... part of the European ayItem. 

American independence was but a collateral-though txemend· 

ouely important--reeult 01 the ...... which preceded the Fnmch 
Revolution. We passed unscathed through the Napoleonic 
Era, and emerged essentially uninjured from the War of 1812-
not because of our inherent strength, but because England, 
France and Spain were more vitally concerned elsewhere. In the 

enunciation of the Monroe Doctrine, which we like to consider 
particularly our own, we were encouraged by a British Mini&
ter, Canning. He BOught, not 90 much to safeguard American 
liberty as to assure to British merchants opportunities for South 
American trade by preserving that region from the domination 

of the Holy Alliance. In China, in Africa, in India, South 
America and Russia, American merchants played their part 
in the adventurous trading of the first hal! of the nine
teenth century. But these men, like our statesmen of that 
time, were largely guided, or at least affected, by the influences 

which dominated or agitated Europe. J n these days our 
oversea commerte was essential to the life of the nation 

and our diplomaey was correspondingly important. During 
tbe Civil War the clipper ships, famous the world over, were 
driven from the seas. After 1865 we concentrated our 
energies upon reconstruction in the South 4nd the opening 

of the West, 8evering our more intimate relation with the Con
tinental system and entering upon a period of incubation 
when we gave little heed to our foreign trade and during which 
our di lomacy was provincial. In this, as in the preceding stage 
of our national development, we were secure from outside inter
ference-notso much because of our ability to resist aggression, 
as because of our geographical position and the pre-oceupation 
of the Powers acroea the AUantie. Even in 1895 at the time 

of the Venezuelan boundary dispute, Lord Salisbury anticipated 
the coming struggle with Germany and was unwilling to club 
with the United States. So later, when Gennany endeavored 
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to lorm a moIitioD d the ........ to mpport SpoIn. Groat 
Britoin ""'-I to portiripob> ..... held the tIeId door while we 
ooeoqIied Cuba ..... Porto Rico ..... .w..ted the SponIab lleet 

at MonDa 1Iq. It 1IWId be bmniliatinl: to leel that we could 
DOt, if called upon to do ... del ..... the Momoe Doetrine agaiDat 
all eomen; but the lad ......... that .... ha .. been able to de-
velop thio, .,.....ne.Dy the only pooiti .. priacipol in our loreign 

poIiey. cbiefly tbaDb to the Wgencieo d European politi ... 
The MOIII'OO Doctrioe, IiIce the .. opeD door" in China, h .. 
been """"IJIed !eat any interf~ -."nth disturb the 
deJieately adj_ European .. Bola_ d ""-." 

This .. Balance of Power" whieb. baa in the past a1forded UI 
our proteetion may, when this war it over, be unbalanced for 

eometimeto ""me- 1M one oide ... the other will probably emerge 
vietorious. Thespiritornatiooalityin EuropewiU be emphasized. 
Like the United Statee _ the Civil W ..... boo we induoed 

England to pay the A_ daimo-....... ggeeted that the 

I....,.. of NapoIeoo ill leave MeDoo-tbo natio .. which have 
lought may be m<re. rather than .... belfi&erent: they may be 
.... toIenInt 01 orgumeDt ..... m..-e prooe to aetion. The 
Itn!ogtbening 01 demot:r.oc:y obouId be a gnarantee I ... the pre
oervation 01 _ hut it will be a .- in which our friendt 

8Cr"OM the water will be .etive aDd agreMive, nther than 

charitable ..... ....,;derate. 
FoIJowinc the ( \inn 01 bootilitieo in Europe there will be 

a readjustment in .met dan ~ in history. 
The luture 01 Europe, 01 Mia, ..... A/riea will he .. ttIed lor lOme 

time to come and it is iDconceivabIe that the Amerieu will not 
be intimately dec:ted by. if indeed they we not included within 

the ocope 01. this l<rtheomiDs inlA!rDationol ""_ 
During the put lew moatIIo the Adminiotration in Waeh

ington bae ........ toct. judaJnent ..... _ common ..... 

in ita e«orta to protect our aeutnl cwnllWtle from bel
ligereut interf_ It .... been ~ howev .... that 
in the proc::fJII we haft, by the ftf'J CiAiecu.. of OW' poIition, 
provoked bitter critic:iom in the Euo __ ..... amoapt 
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the peoples at war. We bave made demands which they have 
considered unreasonable and which they may not readily forget. 

We are apt sometimes to be blind to the inconsistencies in 
our own policy. but that does not by any means make 
them invisible to others, who perhaps may be quite aa 
uDconscioWJ of the beam in their own eye as we are of the mote 
in ours. Imagine for an instant what our view wouJd be in 
ease American lives and property were sacrificed in, say, 
China, and if Japan in refusing to allow us to secure satisfaction 
(rom the Chinese Gover'nment. was unwilling herself to take 
action. As we would have others do to US, 80 must we do to 
them. Therefore, instead of being too vociferous in our de
nunciation of those whom we feel are resbicting our foreign 
business, it might be well for us to remember that during the 
past few years British, French and German property has been 
destroyed in Hayti, Santo Domingo and Mexico. Under the 
Monroe Doctrine we assumed a benevolent guardianship over 
the affairs of this hemisphere. We have been granted a com
paratively free hand to deal with these questions because 
European rivalries have been so delicately balanced that no 
power dared risk dispersing its strength in an American 
adventure. On the conclusion of hostilities, however, this 
situation will no longer exist. We may take it for granted 
that we too shall then be asked for an accounting. W. shall 
either have to fulfil or forego the respGll8ibilities which we 
have in the eyes of the world at least, assumed for the be
havior of our Southern neighbors. 

You may feel, perhaps, that in raising this point 1 have d~ 
parted from my subject and entered upon a discussion of a 
domestic Question wholly unconnected with our foreign 
trade or our general foreign relations. If so I cannot agree 
with you. It is impossible to separate such matters into 
watertight compartments. When we demand that RU8Sia 
modify her domestic policy regarding the Jews to recognize 
American passports carried by our Jewish citizens, we cannot 
expect Japan and China cheerfully to acquiesce in our exclusion 
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of their subjects under the American immigration lAws. We 
cannot impoae our will upon aoother nation in Penia aDd expect 
coosideration aDd hearty co-operation in settling a dispute in 
Peru. We eannot ieolate problema in diplomacy and at our 
diacretion say that we will arbitrate this one and eettle that 
one as we may deem desirable. We cannot eat our cake and 
have it. 

This subject is referred to not with any desire to criticize 
the Adminisb-ation in Waahington, which inherited and did 
not create the Mexican problem. If we have shirked what 
our critics consider to be our obvious duties, it h88 not been 
10 much the fault of President Wilson or Mr. Bryan 88 it haa 
of the American people whom they represent. We are a Demo-
craey. The very nature of diplomacy requires constructive 
and farsighted leadership. But with us in the last analyais 
it must conform to the will of our people, and our foreign 
policy will be intelligent and effective or otherwise according 
to the public underitanding or ignorance of its relation to our 
national life. 

It is, therefore, imperative that as a nation we should now. 
while we have yet time, aet our house in order. H we would 
avoid emban-asamentB (or the future. or 888UlDe fresh responai· 
bilities, our preaent obligatioD8 muat be recognized . 

It is foolish, moreover, for us now to talk complacently of cap-. 
turing British and German Ind •• because Europe iJ at ...... 
and because the Monroe Doctrine is SUppoeM to give some sort 
of a hypnotic claim to the profits of South American com· 
merce. We heal that the trade of the world will be 
oW'S; that we shall supplant London as the world's credit 
center. But we shouJd remember that much of the blllina 
upon which we are now engaged is direetly attributable to 
the war, and may be greatly diminished by ita coneluelon. We 
should DOt. theroIore, be lulled to • bappy sleep by aIreD lOop. 
We c:annot sit down and wait for good thiDga to continue to 
drop, like ripe apples, into OUl' lap. Once the war iI over it 
trill not be long belore Europe. oom_y and b,,11IItrIaIIy 

./ 
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better organized than before, will aggressively undertake to 
recoup itseU for its losses by extending and developing its foreign 
b'ade. Interruption in European exports has made it possible 
to introduce American goods where heretofore they have been 
denied a fair trial, but any advantages which we may now 
gain will be temporary, rather than permanent in character. 
unless we are able firmly to establish ourselves in the mar

kets whieh, for the time being, are opened. 
Our ability to meet the teet will depend upon the quality 

aDd prices of our goods, upon the facilities for financing their 
distribution and upon the efficiency of our sel1ing metboda. 
The activities of our merchants and manufacturers however 
must be encouraged by an intelligent, alert. and respoDlible 
diplomacy, majntaining increasingly cordial relations with the 
reet of the world with which we desire to do business. 

I fear, Gentlemen, that this has been a somewhat rambling 
talk, that I have offered DO concrete suggestions 88 to ways 
and means of securing foreign trade. r have certainly not 
ventured to outline a diplomatic policy for our Government. 
But you are interested in foreign trade development, and it 
is the inter-dependence of our foreign relations and our 
foreign trade that I have endeavored to analyze-their 
mutual relationship that I have attempted to make clear. 
I have hoped. by describing the warp and woof. to give an 
impression of the fabric as a whole, and to show that the pro)).. 
lema of both are in reality the same, although expressed, 
perhaps, in different terms. 

To sell goods abroad it is necessary to understand and 
satisfy a foreign mfU'ket. To cultivate friendly diplomatic rela
tions it is essential to appreciate and sympathize with the ideals 
and aspirations of a nation other than our own. Diplomacy, 
like trade, is largely a matter of square dealing, in apprehend
ing and adjusting differences, 88 well as common interests- in 
reeognizing, not in dodging, facta. Foreign trade and diplo
macy. after all, are like most other human relations. The 
twin keys to success therein are courtesy and common aense. 
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AB Southerners and as businessmen. you are endowed with the 
one, and know the value of the other. The future is before 
us. We wish to share the profits of the world', trade, and 
creditably to bear our responsibilities in the world', aO'aira. 
To realize these aspirations for this democracy of ours we must 
have confidence in one another, understand the fundamental 
identity of our interests and co-operate for a common end. 
The essential thing is to see our problem clearly and. to 
realize ita bearing upon every phase of our national life. 

Once we can do this. you know and I know that we shall 

succeed. 
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mistake. Great Britain will be coofronted with lOme of the graYeSt 
probltm1 with whic.h it has ever been fa.ced .... With wiadom, 
sagacity and foresight we shan go through it, but Itt us think about it 
in time, and lay down our plans accordingly. 

I should like to commend to our leaders in finance and in
dustry Uoyd George's appeal to think about it in time and 
lay down our plans for facing the reaction that is certain to 
follow this present abnormal activity in our industries and 
commerce. We are becoming more and more dependent for 
the full employment of our plants upon the stability and per
manency of the oemand for our manufactured products from 
the neutral markets of the world, and the surest way to estab · 
lish such permanency is througlt liberal investments of our 
capital in South and Central American enterprises. 

(,<6) 

Original in private hands. 

The Willard 

GOVERNMENTAL POLICY AND TRADE RELA
TIONS WITH THE FAR EAST' 

WIU.ARD STRAIGHT 

T HE chairman has referred to the war in Europe. A 
few days ago I heard someone remark that whether 
the Allies or the Central European poweTS were vic

torious, it would be German organization that would win the 
war. That seems obvious. It migh4 nevertheless, be well to 
consider for a moment the implications of this statement We 
have seen the operation of a wonderful national machine in 
Germany, and, at the same time, we have witnessed efforts in 
England and France and Russia to organize on a. national 
scale not only the military and naval, but the industrial forces 
which those powers must bring to bear to combat the Ce-rman 
!)'Stem. It is true that British and French finance was at the 
very outset of the war subjected to a governmental control 
which up to that time had never been contemplated. Yet it 
took some time for the British and the French democracia to 
realize that they must, if they would be successful. attempt iD 
some way to secure a unity and concentration of d'ort in in
dustry and agriculture as well. 

Discussion of this point may seem a far cry from the subject 
which has been assigned to me today. I do not think so. You 
are familiar with the fact that early in our history it wu the 
policy of the American government to further its trade rela
tions, particularly with the nations of the Far East. Various 
gentlemen traveled in American men-of-war to negotiate 
treaties with Korea, with China and Siam. Commodore Perry 
succeeded in establishing an understanding with Japan, which 
resulted in the conclusion of our first treaty of commerce with 
that country. I do not suppo&e that those gentlemeo eveo 
dreamed of the term which was later applied to that form of 

1 Read al Ib, lIIeetia, af tboa Academy of Polltie.J Sclaace. If_bar .10 
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governmental activity-" dollar diplomacy." As a matter of 
fact, they were engaged much more than Mr. Taft's adminis. 
tration in an effort, by direct governmental intervention, to 
establish trade relations with the nations of the East. It was. 
of course, their object at that time to pave the way for the 
establishment of the commercial relations of that period, At 
that time international commerce was in reality barter. Yes· 
sels carried goods from the United States, which they ex· 
changed for other goods. These were again exchanged, until 
the merchant adventurers returned to Boston or Salem or New 
York with a handsome profit on the voyage. 

It was only when the element of finance was injected into 
the situation, when it became necessary for the government. 
through a financial instrument, to assist in the establishment 
of trade relations, that criticism was provoked. That criticism 
was due, it seems to me, primarily to a misunderstanding of 
the functions of finance in the development of trade, and a 
lack of appreciation of the proper functions of the government 
as regards both commerce and finance. In considering these 
subjects, and our relations with the Far East, we are again 
confronted by the fact that it was the effectiveness of Gennan 
organization which made it necessary for our government to 
develop the much-criticized "dollar diplomacy." The Gennan 
occupation of Tsingtau in 1897 precipitated the international 
scramble w)lich eventually resulted in the formation of what 
was at one time known as the .. Six.Power" group which was 
denounced by President Wilson shortly after he entered the 
White House. 

The Gennans first appreciated the value of national organ
ization for trade development This policy was imposed upon 
them by the necessity of their position. When the German 
Empire was organiz.ed after the Franco-Prussian war, German 
merchants found the markets of the world occupied very 
largely by their British competitors. British trade had been 
built up in more or less haphazard manner, thanks to the ad
venturous disposition of British merchants, also in a large 
measure to the lack of opportunity in the British Isles and to 
the ability of the London market to finance certain foreign 

( '48) 
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loans. There was no real organization, however, in British 
overseas trade. The Germans, in order to enter world mar. 
ke~, anaJrz.ed their situation and developed a scheme by 
whJch. their co~merc~al and financial interests could be oper. 
acted 10 conntthon with the agencies of the government 
.Germa~ competition in China bttame serious when Germany 

seized TSlOgtau. German merchants, it is true, 'had traded in 
Hongkong, Shanghai and elsewhere, but the occupation of that 
port, the determination of Germany to extend its inAuence 
through the province of Shantung, brought a new element into 
the situation. The other powers promptly followed Gennany'. 
example, established naval bases on Chinese soil, and ' secured 
from the Chinese government concessions for railways to run 
thr~ugh certain ~reas, which they delimited as their spheres 
of IOAu~nce. This scramble by the foreign powers was largely 
responSible for the growth of unrest in China which culmin. 
ated in the Boxer outbreak of 1 goo. In the expedition of the 
Allied forces to Peking, and immediately thereafter in the 
settlement of that trouble, there was introduced for the first 
tim.e an element of international co·operation, the nttessity for 
which had been foreseen by Secretary Hay when he enunciated 
his " open door II policy. 

The various powers had originally subscribed to that ·doc· 
trine not so much because they were actuated by any partic· 
ularly altruistic motives, as because Sttretary Hay's formula 
happened at that time to meet their peculiar needs. They 
re~~gnized that it would be impossible for them to occupy by 
mlhta~ force and to hold without an expense entirely out of 
proportion to the benefit to be derived, any portion of China. 
They had, therefore, determined upon this policy of finding 
spheres of inAuence. But even with these spheres of inAuenee 
they had found that their interests were not developing as they 
might wish. The Chinese government was weak, and endeav. 
ored to protect itself by setting one power against another, 
with the resulting friction between the powers, which cut. 
~inated in the Russo-Japanese war. Following the struggle, 
It became necessary to effect a new readjustment 

The powers which had at first established spheres of intlu. 
(.",) 
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enee, and which later came to a eert:aiD agreement as regards 
the development of their respective interests in China, were 
actuated by the desire to secure markets for their goods. As 
Mr. Muchnic has pointed out this afternoon, the manufacturers 
of the nations whose bankers furnished the money for the con
struction of railways were the manufacturers who secured the 
orders for aU the railway material. As railways were built 
under 8rit~h, Gennan, French and Belgian engineers, a mar
ket was created for other goods which were introduced into 
China by these engineers and with which the Chinese became 
acquainted for the first time. 

It had long been the policy of the American government to 
assist China in her own development It was that friendship 
for China which had inspired Secretary Hay's" open door" 
policy. It would be incorrect, however, to say that that policy 
was entirely altruistic. Certainly it was in DO small measure 
prompted by the belief that that friendship for China was a 
sound policy, and one calculated. to develop American trade in 
the East. But owing to the development of the railway policy 
of the European powers, it became apparent that it would be 
practically impossible for our manufactureJ'S to secure a share 
of Chinese businC96 unless American bankers could be induced 
to finance Chinese enterprises. To secure the opportunity 
which we should otherwise have lacked, Sec:ret:aty Knox sug
gested that an American banking group should go to China 
and endeavor to secure participatioin in certain loans then 
being discussed. Although this desire to secure trade was a 
strong factor, there was in addition a. hope that if American 
interests secured a foothold in China, it would be possible for 
them to co-operate with other natiooal interests and to make 
of the .. open door" doctrine a really effective instrument by 
clothing it with a commercial, as well as a political, character. 
It was believed that the integrity of the Chinese Empire, wbich 
from time to time had been th~tenM, would be safeguarded 
by such co-operation among the great powen. The American 
banking group withdrew from China, but the situation today 

is very similar to that which existed some six years ago, and 
the problem before this country is the same and nquins the 
same remedy. 

(ISO) 
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It has been frequenUy assc.rted that the American govem
ment could not lend its support. to any banking group or any 
contractor in collecting dcbb-that is, could Dot collect debts 
by force. That criticism was very largely directed against the 
so-called policy of "dollar diplomacy." Many people said it 
meant a " gun-boat policy," and it was widely asserted and 
believed that our government proposed to send out the Amer
ican fleet to collect intCl"est due bankers in case of defaull As 
a matter of fact, the function of the government is not, and 
cannot be, that of a collecting agency. It is true that from 
time to time it may be necessary to invoke official assistance 
in inducing some foreign government to live up to a contract 
with an American finn or corporation, but in the main, and as 
regards the Far East-and in the Far East, China is really 
the only country concerned-it should be the (unction of our 
government to assure to American enterprise an equality of 
opportunity. That equality of opportunity in China can be 
obtained, no matter what the government may do, only if it is 
possible to induce American bankers to finance Chinese enter
prises. 

The modem conception of the banker is very different from 
that which was generally held a few yeaJ'S ago. Opinion eYeD 

in this country is rapidly changing. We have recently II:fJl 

an i.s&ue of five hundreds of millions of bonds by the Euglisb 
and French governments, not to secure money which th<*: 
governments wuld use [or their own purposes in England or 
in France, but to finance the purchases wbich they had made 
in this country. 

It is exactly that function wbich it is necessary that the 
bankers should perform for American industry if American 
industry is to have its share of the Chinese trade It is Dot 
essential, as so many people have asserted, that our goverD
ments should guarantee the bonds that our bankers are to take, 
but it is essential that the governments should co-operate with 
our banking and commercial intensb in order to see that they 
secure an equality of opportunity and are not hampered by the 
political activity of their commen::ia1 rivals. 

The situation in China is somewhat difetellt from that which 
(lSI) 
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It.~~ 111 Soutll AmerlcR, The relation at between commerce 
. '1''1\\ " nluu.'1!: hi the 118 nU!, but the function of the government in 
::t\,n" Is mure Iml'ortAllt than in South America. fn South 

-Am.' CttltrAI AmeriCA, with one or two exuption.ll, the govem
'I\~b. .re stable .lId Are not subject to or driven by outsick 
'nlhttil~ In China, on the other hand, the government is, 
.and hu bt<en, weak. There i. constant pre55ure on all sides. 
OM t~atil,)n insi,t. thllt a certain contract should be concluded 

~.~ \hi IleNion, another demands that the contract should ~ 
<O:.olIIdDdcd ""ith that firm. In many cases the contract is 
.&~oed to the people whose diplomatic representatives have 

gbt the strongest influences to bear. The situation is UD

ionm.;ate. It would be much beter for all concerned if the 
ffiDese go"ernment were not so weak, if it could withstand 
de:wlds of this sort and consider proposals submitted on their 
it. ii",.,ciaJ merit alone. But facts are facts, and must ~ 
aha into consideration if progress is to be made. 

h was the aim of Mr. Hay's "open door" policy, and it 
.....-u I:be aim of Secretary Knox in furthering negotiations 
..sdI resulted in the establishment of the .. Six-Power" 
~, to creatt international co-operation in China as distinct 
Utaa OJaftiaing na tional interests. It was believed that such 
~ would be b~eficial to China, that it would give 
<lb.U::a :u ~rtun jty to work out her own salvation, and that 
.. . 9.U1d UfIU in the development of China's foreign trade. 

'.11 dJ,e Ioog run, it might be u well (or the Chinese people 
it dloti, ¥?ycrnmtnt were l ubordinated to some other, but as the 
'it9fl.d deVdnpli it become. more and more unlikely that any 
~ wifJ be willing to live pennanently under alien control, 
&God. l?f that rUlnn I feel that it il necessary. if China is to 
9TIJMI., I.n revive that lrIea of international co-operation 
~i4 bQ fnr Ih. time being been abandoned. It may be 
~jMe In rln anyth ing, to take any steps along thi! line. 
1JI.iU' ~jC Wir in g~rnpe il over, nut it leem. to me that the 
ti.w.e ;.. nfll (ar rt llil~nl when the American government may 
J'i- '-I: a ",rea, nPI'ortllnily In runert the poticy enunciated by 
Sct..,Ukry lI ay, ullf't cnntlnued by Secretary Knox in an effort 
l.c,I uTilnllJd. ahou l 
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The developments of the past year have brought to people 
in this country a more intelligent appreciation of the n«eBity 
for the co-operation between government and oommerce aDd 
finance. The manufacturers and the bankers must work baDd 
in band. The manufacturers cannot sell their goods mm. 
the bankers are able to sell their loans, and the banken will 
not be able to sell their loans ·because there will be DO pablic 
to buy the loans unless th.e manufacturers i.D tum are pR15-
perous. 

It is impossible to divide public and private credit iDto 
water-tight compartments. It is impossible to regard the prob
lem of the manufacturers without considering the problem of 
finance. It is impossible to regard the problem of ~ 
without considering the problems created by industry. As the 
government is the representative of all interests. as it is oe1y 
through the gove rnment that all interests can really co-ope:ratt; 
the general prosperity of the country and the strength of the 
government depend upon the development of oommeroe ud 
industry and finance. It is essentiaJ, if we are to develop ou 
commercial relations with the Far East, that we sbould haft 
a just appreciation of the important bearing of AmericaD 
diplomacy on those commercial relations. 
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exists in South America. The relation as between commerce 
and finance is the same, .but the function of the government in 
China is more important than in South America. In South 
and Central America, with one or two exceptions, the govern
ments are stable and are not subject to or driven by outside 
influences. In China, on the other hand, the government is, 
and has been, weak. There is constant pressure on all sides. 
One legation insists that a certain contract should be concluded 
with this person, another demands that the contract should be 
concluded with that firm. In many cases the contract is 
awarded to the people whose diplomatic representatives have 
brought the strongest influences to bear. The situation is un
fortunate. It would be much beter for all concerned if the 
Chinese government were not so weak, if it could withstand 
demands of this sort and consider proposals submitted on their 
commercial merit alone. But facts are facts, and must be 
taken into consideration if progress is to be made. 

It was the aim of Mr. Hay's" open door" policy, and it 
was the aim of Secretary Knox in furthering negotiations 
which resulted in the establishment of the "Six-Power" 
group, to create international co-operation in China as distinct 
from conflicting national interests. It was believed that such 
co-operation would be beneficial to China, that it would give 
China an opportunity to work out her own salvation, and that 
it would assist in the development of China's foreign trade. 

In the long run, it might be as well for the Chinese people 
if their government were subordinated to some other, but as the 
world develops it becomes more and more unlikely that any 
people will be willing to live permanently under alien control, 
and for that reason J feel that it is necessary, if China is to 
progress, to revive that idea of international co_operation 
which has for the time being been abandoned. It may be 
impossible to do anything, to take any steps along this line, 
until the war in Europe is over. But it seems to me that the 
time is not far distant when the American government may 
have a great opportunity to reassert the policy enunciated by 
Secretary Hay, and continued by Secretary Knox in an effort 
to bring this about 
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The developments of the past year have brought to people 
in this country a more intelligent appreciation of the necessity 
for the co-operation between government and commerce and 
finance. The man ufacturers and the bankel"l must work hand 
in hand.. The manufacturers cannot sell their goods unless 
the bankers are able to sell their loans. and the bankers will 
not be able to sell their loans ·because there will be no public 
to buy the loans unless th.e manufacturen in tum are: pros
perous. 

It is impossible to divide public and private credit into 
water-tight compartments. It is impossible to regard the prob
lem of the manufacturers without considering the problem of 
finance. It is impossible to regard the problem of finance 
without considering the problems created by industry. & the 
government is the representative of all interests, as it is only 
through the government that all interests can really co-operate, 
the general prosperity of the country and the strength of the 
government depend upon the development of commerce and 
industry and finance. Ii is essential, if we are to develop our 
commercial relations with the Far East, that we should have 
a just appreciation of the important bearing of American 
diplomacy on those commercial rdatioas. 
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THE RELATION OF PUBLIC 

FlNANCE TO PRIVATE CREDIT 

Tbe economist or the student of finance, in discussing the 
theory of credits, must. necessarily analyze the interaction of gold 
reserves, of inflation and depreciation, and the cffcd of favorable 

or adverse balances of trade. Deferring to yoursuperiorknowl
edge of these most interesting and important matters, I shall 

not attempt to deal therewith . I shall, if I may, ask you to 
approach the general subject [rom a somewhat different angle, 
and to regard private credit as the national basis upon which 

any constructive international commercial and financial develop
ment must depend. 

In the past, we in the United States unfortunately have been 
accustomed too gene1 ally to consider credit problems not on their 
intrinsic merits but from partisan points of view. Thanks to OUT 

enonnous resources, we have been able to borTOW freely, and on 
easy tenus, from Europe. Our own capital, therefore, inevitably 
has been attracted by quick returns, and we have been influenced 
by reasons of immediate expediency rather than gu~ded by a 
clear conception of the ultimate goal. In consequence, we were 
long blind to the necessity or evolving a well-balanced, consistent 
and progressive national financial policy, desiboued to correlate and 
galvanize into effective cooperation the agricultural, industrial 
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and commercial activities from whose cumulative power such a 

policy should derive its momentum. Our failure to appreciate 

the importance of creating adequate credit machinery cost us 

dearly. We persistently disregarded the bitter experience of 
recuning panics, and were long deaf to t-he recommendations of 

men who like the late Senator Aldrich and Mr. Paul Warburg, • 
urged the organization of a banl..;ng system which would enable 

us to mobilize our reserves and to utilize to the fullest extent our 

credit resources. 
In the twenty years preceding our Ch.jl War, the United States 

had traded in every sea. Poreign cormnercc in those days was 

laTgely a question or barter. The intricate problems or inter

national finance , which arc now so absorbing, were unheard or, 

and the devciopmcot of markets by judicious investroent was 

virtually unknown. Great Britain, Germany and France lateT 

discovered that banl-ers held the golden key to over-seas t rade. 

We, however, . 'ere busily engaged in borrowing abroad and our

selves had no surplus funds for foreign investment. We ex

ported raw materials and imported manufactated goods. Follow

ing the Spanish war, however, American industry, through the 

great combinations, became organiud in unit.s sufficiently power

ful to enabk it to enter the export trade. Our manuCacturen 

soon realized that unless American bankers would finance t.be:ir 
foreign customers, they oouJd not compe~ with 8riLiso and 
German industry. An American banking group was organized 

for China, and loans to South and Central American Republics 

'ft'ere considered. A cert.aiu stage 01 what might be termed 

economic saturation having been reached within our 0 "''11 bound

aries, we began to look abroad. Just as the development of our 
eastern seaboard enabled the mc:rchants of the early fifties to 

hold their own in the trading competition or the period, so the 

general Slandard throughout out country just prior La the Euro
pean war had brought our bankers and manufacturers to the point 

where increasing production aDd accumulatini capital at home 

• 
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and the ability to borrow on low tenns in London and Paris, 

made them anxious to enter the financial-commercial struggle (or 

trade with the as yet undeveloped corners of the earth. The 

Federal Reserve Act, by releasing reserves, added tremendously 

to our credit resources and promised to give a fresh impetus to 

our desire for trade expansion. Belore the efficacy of this new 

machinery could be tested , however, it was subjected to the sud
den strain of war. 

The American Republics were differently affected by this 

world wide crisis. We, who have been able to sell largely to 

Europe have been enriched. The countries which bave depended 

upon European capital for t.heir development have been obliged 

to postpone many important works. But all of us shall be 

wise indeed if by closely observing the manner in which the 
nations now at war deal with the problems to which this crisis 

has given rise, we are able to profit by their example and to 

avoid the consequences of their mistakes. 

At the outset, Gennany alone was prepared. Not only her 

armies, but her financial and industrial resources were at once 

mobilized. In France and in Great Britain, the magnitude of the 

task and the necessity for correlating every form of national 
activity in the supreme struggle for victory was not at once 

realized. 
But coincident with miltary and naval endeavor, the importance 

of conserving national credit was recognized {rom the outset. The 

German problem of war finance has been simplified by Gennany's 

inability to import goods from abroad. The question of at 
present providing gold exchange has consequently been one of 

subordinate importance. Great Britain and France, on the 

other hand, have been obli~ed to purchase vast quantities of 
material, and their financial measures will repay the most care

ful study. Early steps were taken by these two governments 
to assure the continuance of business as nearly as possible 

along nonnal lincs. In England, bill brokers and foreign u-

S 
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change houses, as well as manufacturers and mcn:hants engaged 

in overseas trade, were given special guarantees by the Go\'em

menlo Proceeds of the war loans were utilized in a 1l'UUlJ}e!" 

calculated to assure uninterrupted and profitable business, 

in order that the proceeds thereof might be subject to yet further 

calls. When the London Stock Exchange was opened early 

in the present year, it was announced that no new foreign 

issues might be made \\;thout t.he permission of the Chanccllol

of the Exchequer. The financial resources of Great Britain 

were to be conserved for the prosecution of the war. Pressure 
was brought to bear upon British im'estors to induce them to 

sell their holdings of American securities in order that. they might 

invest in the British war loans. Only recently the Govern

ment has laken steps to mobilize American obligations held in 

Great Britain, to be utilized under Govemmentdirection to main

tain exchange between London and New York, In France, 

through the co-opcration of some of the large private banking 

houses, French investors \\'crc induced todcposit their holwngs of 

American issues to provide t.he basis for a credit which was 
negotiated in this country, In both England and Prance, 

every effort was made to issue Wat loans in a fonn which 

would attract the small in\'cstor. In other words, Euro

pean financial policies have been calculated to insure the 

national organization or crcd.i.t to provide means for con

tinuing the war not only by financing military operations, 

but. by granting extraordinary facilities to conserve 6na.nciaJ, 

industrial and commercial resources to the fullest extent p0s

sible. Such synchronization of effort; -co-operation on such 

a scale,- is without precedent. For us in the United States 

Ilt. least, it would, in the absence of special legislation, be im
possible. Yet we too ha\"e \\;dened our financial outlook and 

engaged in operations which two yean ago \\'e would ha\-e 

considered fantastic, In the Autumn of 1914, our most pres

sing problem, the sLabilit.ation of exchange by the settlement of 

• 
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our immediate debt to Europe, required the united energy of 

the newly o1l:"anized Federal Reserve Board and the bankers 

who loyally stepped into the breach. Within six months after 

the commencement of hostilities, however, we were busiJy engaged 

in this country in devising ways and means by which we might as. 
sist Europe to pay for our goods which were being purchased 
in increasing volume. We bought back {rom Europe great quan

tities of our securities. A series of minor credit. operations culmi

nated in the flotation of the great Allied loan . The success of the 

warloansin Creat Britain, Fmnccand Gcmumy depended u pon 

the credit of the countless private individual; who subscribed 
their savings to support mobilized and COfTClated military, 

financial, industrial and commercial activities. In making a 

public offering of the Anglo-French loan in this country, the 

American bankers were perfonning a function analogous to 

that of the Governmen ts in Europe, By mobilizing our private 

capital, they were endeavoring to create a public credit to 

finance t.he great export trade from which our present pr0s

perity has been derived . This transaclion was almost as im

portant to this country as a whole as it \\ as to the powers now 

at war. Every individual who has invested in the European 

credits which have been negotiated here, has stimulated Ameri
can industry by facilitating the export of American goods and, 

by acquiring a private investment, has performed a public 

service. 
Prior to the outbreak of the war in Europe, there had been 

intimate commercial relations between t.he American nations. 
The trade between this country and our sister republies {ruther to 

the South, howevet", had not been developed. There was a long 

established British and French investment in the Argentine, in 
Brazil, in Uruguay, in Chile and Peru, and the dealings between 

South and North America were largely condui:tcd through London 

and Paris. The relationship was triangular--imports inl.O the 
United States from South America were heavily in excess of 
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our exports-and our debit balance was settled in Pounds 

Sterling. The declaration of moratoria, the dislocation of 

credit machinery, the interruption of shippi ng, affected the en

tire American continent. Canada only was at war. The neutral 

nations, findin g: the old channels of trade suddenly blocked, 

looked to each other. We set to work to examine our mutual 

needs, and endeavored to find means by which we might. be of 

mutual assistance. Steps were t.aken to handle exchange direct 

between New York and the other American financia] centers. 

Branches of the National City Bank were opened to provide 

facilities which hall not theretofore existed. Informal discus· 

sions between diplomats and representatives of American busi

ness deyeloped into the Pan-American Financial Conference 

heJd last Spring under the auspices of our Secretary of the 

Treasury. Pan-Americanism, which too long had bt'Cn a 

pleasant after dinner phrase gradually assumed practical sig

nificance, as it was realized more generally throughout both con
tinents that an increasing intimacy would be mutually beneficial, 

It is difficult to generalize. Each nation has problems 

peculiarly its own, wh ich must be b';ven separate consideration , 
and regarded in the light of particular needs. It is, neven he

less, possible to state that in a1most every case, the republics 

to the South require capital for their development, while the 

United States is seeking more extensive markets fOT its manu
factured goods. 

By reason of our prescot great and increasing prosperity , and 

the restrictions which the necessity for reconstmction will impose 

upon the European bankers who have hitherto financed develop

ment enterprises throughout the world, it would seem inevitable 
that those who are seeking capital must, for a time at least, 

largely depend upon the accommodation .... ·hich they may be 

able to secure in this country, Fortunatcly, with the increase or 

our investing power, there has come a rapidly growing apprecia
tion of the fact that this power, constituting as it does a national 

8 

asset, should be utili:zed for national ends. Theresoarceswb.icb 

we will have at our command will undoubLCdly in some measure 

be available lor the rehabilitation of European industry afta
the war, I t will be to OUT selfish int.c:rest to assist insofar as lII"r 

consistently can in the restoration of nonnal financial , and com

mercial conditions throughout the world, in order that Ameri

can industry, upon which our prosperity so largely ckpe:Dds. may 

benefit by t.hc: use of our lending power, however, it must be a 

primary feature of our policy, as far as possible, to utilizle OUT 

available capital in oo-opcmtion with the bonowers to create and 

assure a market for American goods. But the readi",," of 

American bankers to undertake to offer foreign securities will 
ncccssari1y depend upon th.c credit of the prospect:h-e bcJnoowu, 
and upon the return to be derived from the purchase of the secur

ities offered. Thecrcdit of certain of our sister republics in South 

and Central America is unquestioned, but the development of 

others, equally rich in resouroes, bas in the past been hampaed 

by political disturbance. They have afforded fields foc specula

tion , rather than (or investment, and foreign capitaJ bas too 

frequently allied itself \rith one political party or UIIllha' for 

illicit mutual gain rather than to socure a legitima~ profit !or' 

public WOTk well done. It has often beeo ~ that OW' own 
government should in some way guarantee or assure the safety 

of foreign in vestments undertaken by its nationals. Our State 
Department may use its good offices to secure the enforcemeat 

of a just contract entered into in good faith, but it cannot, and 

should not, act as a collecting agency. t t is in the interest of 

those who desire to borrow, nations as well as individuals, to 

ma'ntain their credit in order that they may secure netessar)' 

financial assistance on reasonable terms. To assure public: is \0 

safeguard private credit. Where private credit is unquestioned, 

national borrowing power is secure. 
The European war has given to the American Republics a new 

bond of mutua] dependence. Politically we arc closer than ever 
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before. In our mutual necessity, there is a need , and at the same 
time, an opportunity for much more intimate commercial and 
financial co-opcration. You require capital while we in tum must 
try to stimulate the exchange of products between this country 
and our sister republics to the South. In order that we may sell 
our goods to you, we must enable you to produce more whieh we 
in turn can purchase. We are beginning to realize that we must 
furnish capital to our customers if we would market our goods. 
We must maintain a relationship which, in being mutually profit· 
able, wilt bring a better mutual understanding of our aspirations 
and ideals. Such a relationship can be established if those who 
would secure financial assistance ofTer conditions which will 
attract our investment, and if we in turn are will ing to grant the 
credits which will enable you to purchase in this country the 
articles which you require. Both lender and borrowcr must 
mobilize private credit, the borrower in order that he may borrow 
advantageously for the development of his resources; the lender, 
in order that he may lend ntelligcntly for the extension of his 
national trade. Private credit is the ultimate basis of interna· 
tional finance, and we are just entering upon an era where public 
finance will play an increasingly important part as the most 
powerful instrument of constructive domestic. as well as foreign, 

national policy. 
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1m: t ARIFF IN ITS REiA TION 
FOREIGN TRADE 

. ' 
TO 

",... ...,... the Na~ la,'-ent aad V.id. Ma.vf.ctu,...· 

A_iatio. of tb. Uailed Stat • •• 

In honoring me with an invitation to be prescnt on this occa
sion, your President suggested that I address you on "Foreign 
Trade." The subject is a large one. As practical business men, 
you would, I am sure, prefer that I discuss particular aspects of 
this question rather than deal wiLh broader generaJitics. You 
know your own business. I do not . Vou do a large export 
trade and desire still further to increase your sales abroad. Your 
Association . as r understand it, was organized to help your mem

bers by creating a medium through which, if necessary I you could 

take joint action. Each firm or Corporation must manufacture 
and market its own product. These are your day to day problems. 
By giving expression to your common desires, througb your 
Association, however, you are able to influence the genera1 con

ditiops under which you all are conducting your individual 
affairs. It is right and proper that associations such as yours 
should endeavor to secure legislation which they believe to 
be beneficial to your own interests, and beneficial to the country 
as a whole. I propose, therefore, to deal with two specific matters 
in which I believe you should be interested and with regard to 
which J t rust your Association may sec its way clear to take 
definite and immediate action. 

We have reached a period during which the 1>oIicics which will 
make or mar the economic future of this country must be deter. 
mined. In this democracy of ours, it seems that the most intelli. 
gent initiative in the fonnulation of such policies must be taken 
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not. by those who are in politics. but by associations of business 

men such as your own. 
I shall ask you. therefore, to consider the importance of the 

Tariff. not as a high tariff or 3 tow tariff, a protective tariff or 

a t.ariff for revenue only. As to these {unctions of the tariff you 

have doubtless your own opinions I shan ask you to consider the 
tariff in its collateral aspect as an instrument, whatever be its un

derlying principle. to be utilized in 5eI..."Uring for American products 
fair and equivalent treatment in the markets of the world. 

I shall ask: you also to consider the urgent necessity of securing 

legislative authorization for OIK)peration by our exporters, in 
order that having secured access to foreign markets, they roay 

be in a position successfully to compete with our commercial, 

rivals. 
The European War is the overshadowing fact in the world 

today. We have ceased to speculate as to the immediate reasons 

for the war and thinking people. for sometime past, have been 

concerning themselves with its probable results. Its fundamental 

causes were economic. Its results will be economic. Military 

necessity has already caused a startling transformation in the 
financial and industrial structures of the belligerent countries. 

Two yean ago people prophesied that Europe wouJd be crushed 

for a decade at least. Although it is obvious that the period 

of reconstruction will be difficult. it is equally obvious that tbe 

centralization of authority, and the coordination of finance, 

industry and transportation. have created economic machinery 

which will deal as effeclive:y with the problems of readj9Stment 

as they have with the conduct of the war. 

The warring governments have done more than establish 

their control over finance. industry and transportation, within 

their own borders. They have mobilized their economic. as 

they have their military forces, and the members of each of 

the belligerent groups are now coopcmting to an extent bereto

fore unknown and almost inconceivable. These Powers. associated 

by their common determination to crush their enemies are now 

discussing economic alliances for the future. It is proposed 

that they establish preferential arrangements amongst them-

~. 
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selves and that they jointly deal with their trade with neutral 

nations. Confronted by the necessity for recouping their losses 

these Powers are devising means by which they can assure, and 

derive the greatest possible profit from. their commercial expan

sion after the war. 

The United Slates has been enriched during the past two years, 

first. because of our huge sales to Europe, and second. because 

we have found less active European competition in neutral 

markets. The United States will be Europe's greatest competitor 

after the war. Production in this country bas been stimu1ated . 

As out gold reserves accumulate. we are witnessing a period of 

rising prices. which will be further enhanced by labor's increas

ing demands for higher pay. With the cessation of the abnormal 

demand for munitions and foodstuffs which will inevitably follow 

the conclusion of peace, we shall under any circumstances be 

obliged to pass through a difficult period of readjustment. To 

meet this situation it is essentiaJ that we maintain as far as pos

sible our export trade as an outlet for our surplus products. 

Our exports will in any event be curtailed by a diminishing 

European demand. If. in addition, Europe is able, under a 

system of preferential taritIs, to discriminate against us in nOD

European markets, our whole economic structure will be menaced. 

In meeting this situation two facts are in our favor. Despite 

the contemplated arrangements between the two groups of 

Allies. and lheir possible reciprocal understandings with other 

countries not now at war, Europe must continue to make con

siderable purchases in this country. More than tbat, after the 

war, with our prevailing high prices, Europe, in order to find 

an outlet for her products, will seck access to this market. 

Our purchasing power is our first line of economic defense. 

We must utilize this purchasing power to protect our producers 

and our exporters against discrimination by the Economic AlIi.

ances now being organized in Europe. We must be on guard 

against possible preferential arrangements between the members 

of these Alliances. and between these two groups and other 

countries not now at war. in order that our manufacturers may 
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be able to compete with European manufacturers 00 a basis 

of equality throughout tbe world. 

Jh ea~talizing our purchasing power I we must protect our 

dqmestic producers against the unrestricted importation of 
foreign goods and assure our export markets, To accomplish 

these two results we must have a flexible trading tariff. Once 
our markets are assured, out manufacturers must be able to 
meet organired competition and organized buying by equally 
effective combinations amongst themselves. 

Approximately three-fourths of our total nonnal foreign trade 
is conducted with the countries now at war and their colonies. 
Sweeping changes of tariff, navigation or financial policy on the 

part of either group of allies, such as are now contemplated, may 

seriously affect the domestic prosperity of the United States, 
in which foreign trade is a vital element. 

Will either the Entente or Central Economic Alliance continue 

to grant what really amounts to most·favored·nation treatment 
to the products of the United States? In other words, assuming 

the adoption of a tariff (for revenue and protection) in the United 

Kingdom, will the United Kingdom, France and Russia give 

the United States the same tariff treatment that they extend 

to each other and to their colonies, receiving in return no IIlOR 

favorable treatment than the United States accords German 
and Austrian products? Or will they make an exclusive conces

sion under the American tariff the price of a favornble entry 

into their own markets? The same query applies to an eoonomic 

alliance of the Central Powers. It is apparent that with a tariff 
the Vnited Kingdom will be in a strong position to claim con. 

~ons in neutral markets in return for continued free or favor. 

able admission to the vast market of the British Islands. Latin. 
American countries enjoying free trade in the United Kingdom 

now have, as with the United States, little or nothing to gain 

from negotiation. I£ the British Government, and other Eunr 

pean Governments, however, demand preference for the entry 
of their manufactures into Latin·American countries as the price 

of favorable treatment of Latin·American products, a serious 

I 
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obstacle will confront the ambition of the United Slates ~ 
largely to supply Latin·AmeriC;8n needs in manufactured mer-
chand..ise. 

The European need of cheap foodstuffs and raw materials is 
a possible deterTeDt to the tariff taxation necessarily the basis 
for such reciprocity overtures. 

Although the European Governments, except the British, 

maintain tariff systems with ample machinery [or negotiation 

of special commercial treaties, inter.European tariff relations 

were stabilized, prior to the war, by British free...trad.e and the 
most:favored.nation provision of the Treaty of Frankfort whk:h 
ended the F'ranco-Prussian war. 

No country, therefore, had reason to discriminate against the 

products of the British Isles, which offered the world's greatest 
free market. Neither France nor Gennany cou1d extend any 

tariff concession to a third that they did not accord. to each other. 

Gennany, however, had given notice of revision of all commercial 

treaties in 1917. The Treaty of Frankfort was abrogated by 

war and the terms of the Entente Economic Alliance forbid 
renewal of its most.favored-nation provision. British free trade 

i9 menaced by advocacy of a United Kingdom tariff for revenue, 
or protection. or both; and while certain free traders oppose the 

Paris economic resolutions as a step away £rom British fiscal 
policy since the repeal of the Com Laws, others, hitherto DO less 
conspicuous in devotion to the doctrine of Cobden, have declared 
that;. new conditions require new remcdjcs. 

A United Kingdom tariff would give what is now the world's 
greatest free market a basis, first, for the preferential treatment 
of colonial a nd allied. products, and secondly, for the negotiation 

ol preferential tariff agreements with non-British countries. 

The other Entente AWes, moreover, nil maintaining tariffs, are 
free from the restraints of their Carmer commercial treaties with 

Gennany, and Austria.Hungary, and in a posit.ion to offer conces. 
sions to those: countries with which they desire to extend their 
trade. Similarly, the Central Powen have a greater liberty ofne-

gotiation than before the war. All European nations, therefore, 

--=The Willard Straight Papers at Cornell University 

'-



8 

will, with peace, have a large market. loafler, and may bccxpccted 

to yield it. only for opportunities to ex.tend, or protect from dis· 
crimination, their foreign trade. The United SlAtes is normally 
the best customer of the United Kingdom and is onc of t.he most. 

profitable markets for France, Gennany. and all the other bel

ligerents. 
Immediately the war ends, n period of commercial treaty 

adjustment will begin. More treaty making will be in progress 
in the five years after the declaration of peace than in any similar 

period of the world's history. The most-ravoTed-nation relation 
which the European Governments have permitted the United 
States to enjoy, despite frequent American tariff changes and 
the extension of American tariff preferences to Cuba and to the 

colonies acquired from Spain, may not. easily escape jeopardy. 
Many of the treaties between the United States and European 
Governments arc ancient, with obsolete phraseology out of tune 

with modem expression of a new treaty system. 
Even with no European disposition to discriminate, certain 

changes in these treaties will be inevitable if only to bring their 
provisions into harmony with the new agreements. 

This renders highly important the United States treaty
making power. Their parliamentary system gives European 
Governments a superior efficiency in treaty making as compared 
with the United States, where the treaties are negotiated by the 
Executive, subjeet to the ratification of the Senate by a two· 
thirds vote. With us also, agreements affecting the revenues, 
must obtain the approval of the House of Representatives. 
The necessity of a two·thirds Senate vote for ratification re· 
quires that treaties be so drawn as to command general approval, 
a difficult task which can be accomplished only by the most 
careful consultatio~ of public opinion prior to negot.iation, the 
most skillful handling of the Amcricnn case in the exchanges and 
convincing presentation of the facts to the public in order to 
command sentiment in favor of rat.ific(uion and maintenance 
of the treaty obligation afterward. 

The Dingley Act provided that the President might negotiate 

o 

reciprocity treaties for the encouragement of American foreign 
commerce. He did so. The Senate declined to act upon them· 
The history of commercial treaties in the United States is 
marked by (roquent senatorial disregard of the recommenda

tions of the State Department. 
The State Department now lacks, but should immediately 

provide, skilled resources (or study of the entire treaty situation. 
The education o( American public opinion upon treaty legisla

tion is necessary. 
The present United States tariff, approved October 3, 1913, 

ten months before the European war, was styled by its advocates 
"a competitive tariff", but the schedules were adjusted more 

along the lines of domestic than foreign policy. It replaced a 

maximum and minimum tariff, the minimum rates of which were 

extended to (\!I nations which did not unduly discriminate 
against products of thc U oited States. The maximum schedule 

added 2;5% ad valorem to all duties and was frankly a retaliatory 
weapon to be used against undue discrimination. The maximum 
schedule was never put into effect, although the possibility of 
its employment enabled the United States to obtain tbe removal 
of certain threatened discriminations. It was generally regarded 

as a dangerous weapon in that it could only be used against aU 

the dutiable products of a discriminating nation, possl'bly 
involving a dislocation of commercial intercourse, more serious 
to the United States than a continuance of the discrimination. 

The Underwood-Simmons tariff abandoned the retaliatory 

system, and consists of a single schedule. Paragrapb A of Section 

IV provides: 

"For the purpose of readjusting the present duties on importa· 
tions into the United States, and at the same time to encourage 
the export trade of this country, the President or the United 
States is authorized and empowered to negotiate trade agree. 
ments with foreign nations, wherein mutual concessions are made 
looking forward toward (reer trade relations and further re
ciprocal expansion of trade and commerce; Provided, however, 
that such trade agreements. before becoming operative, shaU 
be submitted to the Congress of the United States for ratifica
tion or rejection." 

-=-
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No commercial agreements have been negotiated thereunder. 
Whether they would have been attempted save for the war 'it is 

impossible to say, but many familiar with foreign trade feel the 
tariff is practically barren of trading margin. The duties on 
manufactures were placed as low as seemed advisable, even to 

radical. tariff revisionists, and so many natural products, food
stuffs and raw materials were free listed that upwards of 60% 
of the total value of all imports now enter the United States 
duty free ; 95% of the value of imports [rom South America 
are on the Cree list and with the exception of Cuba, the same 
proportion of imports from Central America and the West 
Indies ; while 00% oC the imports from Africa, 97% of those 
from Oceania, and 79% of those from Asia pass our customs 
houses without yielding a cent of duty . 

The countries in these rapidly developing parts of the world 
have little to gain from negotiation with the United States, 
and since Europe is also a heavy customer and a source of capital, 
are doubly disinclined to accord the United Stales concessions 
not equally extended t.o Europe. 

Prescnt public discussion of the tariff in this country d~ls 
almost entirely with its domestic aspect. Little is heard of its 
administrative character, whether it should be a maximum and 
minimum, a gener.lI and conventional, a reciprocity or bar
gaining tariff. 

Despite all the tariff talk the approaching election will not sup
ply a verdict on one of the most important phases of this problem. 
namely, the method of dealing with the preferential arrnngements 
among other nations, which may discriminate against the foreign 
trade of the United Slates. That commerce normally valued at 
nearly five million dollars is:a ,·it-'ll clement in our domestic pros

perity for one man in every ten, daily is engaged in some activity 
made necessary by foreign trade. Employment. both of labor , 
and of capital, will be favorably or adversely affected by the 
extension or curtailment of this trade. The economic policies 
which are developing as a result of the European war 'make ' it 
imperative that ,,-e consider the potentialities of the tariff. Yet 
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public knowledge of tariff technicalities is so slight that the rcsul1 

of DO election can be accepted as an expression of national opin

ion as to the utilization of the tariff as an instrument to encour

age or protect our (oreign trade. That must remain a question of 

policy which Congress is urged to consider. But without disre

spect it may fairly be said that only a smaJ) number-of senators 

and representatives have given detailed attention to the problem. 

Congress has. however, created the United States TariffCommis

sion to meet 3. well nigh unanimous demand (or a more scientific 

investigation of Tariff questions and it is encouraging that this 

body is to come into existence at the precise moment when 
foreign trade problems, affecting our tariff policy, are arising 
in every quarter of the globe. 

Section 704 of the Revenue Dill, approved September!i, 19J6, 
prorides: . 

':That l.he Commission shal~ have power to investigate t he 
tanff relations between the Uruted States and foreign countries 
commercia1 treaties. preferential provisions. economic alliances' 
the effect of export bo~nties an.d preferentiaJ transportation: 
rates. The volume of unportatJons oompared with domestic 
production, consumption and conditions, causes and effects 
relating to competition of foreign industries with th9sc of the 
United States including dumping and cost of production." 

The six members of the Tariff Commission have not yet been 

appointed by the President. The provisions of the Revenue 
Bill creating the Commission limit its authority to reporting to 
Congress on the first Monday in December of each yeat' or to 

the President, the Ways and Means Committee of the House 
and the Finance Committee of the Senate. whenever requested. 
The Commission shall make investigations when requested by 
any or all of these authorities. In creating this Commission, 
Conl.>TesS has relinquished nothing of its power to fix tariff rates. 
The Commission is confined ~ the gathering of information. 
The detenninntion of the Tariff policy, that is, whether it shall 
be a high or low protective tariff or a revenue tariff, remains 
with Congress. presumably to be decided by the expression of 
the people at the polls. 

[t will be one of the duties of the Tariff Commission, therefore, 

-..=. -
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to consider the effect of foreign tariff changes upon the United 

States and the policies necessary to meet them. Its success 
will largely depend upon the completeness and accuracy of infor

mation obtainable {rom the business of the United States 

and other countries. 
That the personnel of any tariff commission should be highly 

qualified goes without saying. but it is doubly true at a time when 
Congress on the basis of the Commission's reports of analyzed 

and digested facts. should anticipate possible discriminations 
against American commerce. The best minds of Europe are 
shaping economic policies to be given effect after the war, and 

the United States government should be no less diligent. The 
reduction of the salaries of the Tariff Commissioners below those 

of members of other government commissions is a blow at the 
efficiency of the Commission and should be remedi~d . 

The relation of the Tariff to foreign trade, regardless of whether 

the tariff be hereafter adjusted on the high or low protective or 

the revenue plane has been given the earnest attention of the 

Na~ional Foreign Trade Council , a body of fifty manufacturers, 

merchants, railroad and steamship men, farmers, bankers, 
created by the First National Foreign Trade Convention held 

at Washington in May 1914, for the continuing investigation of 

the problems of oversea commerce, By publishing and widely dis

tributing its reports, and holding annually a convention to which 

are invited all commercial industrial organizations, corporations, 

firms and individuals, interested in export and import trade, 

the Council endeavors to encourage the development of a sound 

national foreign trade policy, It pcrfonns no function for 
the individual business of its members for they stand as general 

representatives, upon the Council, of their various lines of 

industry, 

At the Third Annual Meeting of the Council in New York, on 
September 21 last, the importance of utilizing the tariff to en

courage foreign trade and to protect it from discrimination was re

cognized in the followin/: resolution, which was unanimously 

adopted: 
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WHEREAS, the United Stales offers, normally, a steadily 
increasing market for the products of countries which require 
a foreign supply of articles which are produced in the United 
States and its possessions, and 

WHER..EAS, the extension of the foreign trade of the United 
States, as a safeguard against domestic depression largely de
pends upon a favorable tariff treatment of American exports 
and their [reedom from foreign discrimination in -favor of like 
products of competing nations, and 

WHBIlEAS, as a result oC the European war European Eco
nomic Alliances have been formed and are proposed , which by 
establishing tariff preferences among their members, would 
discriminate against neutrals, and 

WHEREAS, approximately three-fourths of nonnal American 
foreign trade is with the belligerents, whast: commercial treaties 
regulating tariff relations will be revised after the war, and 
cannot escape the effect of faN'caching changes of tariff policy 
on their part, especially since all European governments, except 
the British, maintain tariffs devised for concessions or retalia· 
tion in the interest of foreign trade and a possibility exists of 
the establishment of a tariff in the United Kingdom affording 
a basis for preferential agreements with markets whose needs 
the United States desires more largely to share, and 

WHEREAS, American labor and producers are entitled to 
every resource of government policy necessary to preserve and 
extend their share of foreign markets in return for the market 
here afforded foreign products; therefore, be it 

RESOLVED, that the National Foreign Trade Council bring 
urgently to the attention of the President, the Congress and 
the Tariff Commission, when organized, tbe necessity that the 
American tariff system, whatever be its underlying principle, 
shall possess adequate resources for the encouragement of the 
(oreign trade of the United Slates by commercial treaties or 
agreements or executive concessions within defined limits and 
its protection from undue discrimination in the markets of the 
world. And be it further 

RBSOLVED, TUAT TIlE NATIONAL FOREIGN TRAOB CoUN':IL 

continues its investigalion of the effect of European Economic 
Alliances upon the foreih'l1 commerce of the United States, 
and related subjects, with a view of placing its findings before 
the United Slates Tariff Commission when organized, or before 
the President or Congress, as may be deemed expedient, and 
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that the ConDl'll co-opcratc with other organizations in the 
intcnst of a better public understanding of the foreign trade 
_ of the tarilI problem. 

You trill obsa it:' that this is a strictly non-partisan declaration, 

fOl'" it is appficable to any taria system "whatever be its under. 
lyinc priDcipk." 

It is pnssiIW that the European Economic Alliances may 

not be cino the er.treme expression now being discussed. Their 

complete opcratioo may be found impractical . Whether this 

be: the c::ase 01' oot, the whole international structure of com

mr:rrial tmaIies must. be reconstituted. In these negotiations 

.-esbaD brobtiged to take part, and in order that we may secure 

adnn~ ror American trade and even to maintain Ollr present 

equa6ty d. oppOItunity, it is necessary that we should be in a 

pnsi ...... to cin OlfM'eSSions for concessions or JXlSSibly in extreme 
cases to .... alUte, but never to our own disadvantage, against. 
UDdae disuimjlAtion.. The wisest general revision of the tariff 

cannot. be espccted to foresee a1l the contingencies which will 
arise in • ....:del wide commercial readjustment. Therein lics the 
prnnlin ~ a1 this time, of t.he ta riff commission, provided 

ahra)'S its pen10IlDd is equal to the problems by which it will be 

CIOIlftoa1ed.. But it is e55e0tial to the success of the commission 

that thebusiiws public:. including labor, should study the situa

tioa. It wiD be .......... ry for associations such as your own to con. 

sidrrtlaJe qncstiom.. and to place before the tariff commission all 

pcmible illformatioo and to urge that legislation found necessary 

in the imcrest of oar foreign trade as well as a greater domestic 
00ID1IIfIIU shaD be enacted. Thc matter is urgent and we shall 

be ~ if we fail to recognize the handwriting on the wall 

Jast prior to the war, when industry languished, labor was 

idie aDd machincrystood still. A steady increase of foreign tn:ade 
bcginniac iD 1908,. b.3.d been arrested. Exports in 1914 had 
faJ1eq below 1913. bot imports bad increased. Natural commod. 

ities p ..... "i·yted in the exports and finished manufactures 

Iepi "ied lbr enterprise of a comparatively small number of 

~!' 

" 
indutries. The recent enactment of the Underwood tariff Bill 
had IXlfTled the eyes of many producers to foreign markets . 

Slack demand at home prompted investigation of opportunities 

abroad. for both those already embarked in export trade and 

tho&e desirous of beginning. found across their path the obstacle 

of European government-encouraged combinations enabled by 

co-operation to eliminate destructive competition . reduce the 
cost and increase the efficiency of foreign selling. 

The natural tendency of American exporters was to resort to 

similar tactics but here they found themselves hobbled by doubt 

as.to the legality of such co-operative effort under the American 

anti-trust laws. Legal opinion from bench and counsel, presented 

a welter of conflict . The average business man declined to take 

any chance of prosecution. Bankers declined Lo finance com

binations, the legality of which was open to Question . Manu

factuTCS, devised by American inventive skill and fabricated 

by American labor, well adapted to foreign needs remained 

unexported because the COlt of introduction to the over-sea 

consumer was too great for the individual company, and co
operative effort on the European plan legally too huardous. 

Meanwhile. leagues of foreign buyers skillfully playing one 

group of American producers against another were obtaining 

the products of American fields, forests and mines at less than 

domestic prices. 
Foreign manufacturer.; thus obtained American raw materials 

more cheaply than American manufacturers. a telling advantage 

in the ultimate contest to market the finished merchandise. 

The American producers thus exploited dared not co-operate. 

An incalcu lable advantage rested with Europe. 

The war brought us great prosperity. fn 1913 t.he per capita 
foreign trade of England was $149, of Gennany $79, and of the 

United States only $«. In 1916 it is estimated that that of the 

United States will be S63 or $58 without ammunition and fire

anns. Our foreign trade has increased, however, because our 

European competiton; were otherwi!l'! engaged, not because we 
ourseJves had developed an intelligent foreign trade policy. 
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Abnormal conditions having prevailed for nearly two years 

many Americans are in dangel" or relying upon them aspennanent. 

Aft.eT the wal". with return of confidence, in Europe there will 

be a demand for materials for immediate r'cconstruction of 

devasted districts and a l"eviva1 of development enterprises. 

Progmmmes fOI" capturing world markets more ambitious than 
any heretofore contemplated are being considered. 

Europe will create cartels an.d trade associations of producers. 

manufacturers, exporters and bankers re-inforced by the backing 

of the State, and, unless the discussions with wbich industria! 

Europe now vibl"ates shall fail, supplemented by economic. to 
sucx:ecd present military alliances. 

The liberty which rivals and customers of American exporters 

have enjoyed to co-operate has produced highly organized for

eign purchasing and selling organizations, which will constitute 
the apex. of a wedge forced by mobilized financial, industrial, trans

portation, and government resources into foreign markets. 

The need of unquestioned right to co-operate is shared by 
two main classes of American exports. In the norma! year of 

1913, the United States exported $2,448,000,000 worth of pro

ducts which , from the standpoint of the effect of organized 
foreign oompetition may be divided as follows: 

Raw and partly manufactW'ed products ........ $1,676,000,000 
Manufactured products . . . . . . . . . . . . . . . . . . . . . . . 772,000,000 

01" about 68 pel" cent I"aw, and 32 per cent manufactured . 

Since Europe's existence in th'e industria1 wOl'ld largely de

pends upon importation of I"aw materia!s and re-a.portation of 

a consideTable portion of them in fa r mOl"e valuable finished man

ufactured form, European co-operation is used as a two-edgcd 

sworn to cut the American prices of raw and partly manufac

tured products and to under-sell 01" otheJWise defeat American 
export manufacturen. It is significant that of the $772,000,000 
or manufactured exports in 101 3, $430,000,000 or nearly sUtty 

per- cent are included in the three classifications: "Agricultural 
implements," Minernl Oil," and "iron and steel," the three lines 

of industry built up by large col"pol"ations based upon the prin-

...=co 
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cil)le or co-operation and possessing capital, resources and ability 

to withstand initiall~ comparable to the cartels and co-opera

tive- selling organizations or Europe. B!Jt this advantage of 

organization (01" foreign trade is not enjoyed by many industries 

of moderate size whose administration and labor require a foreign 

outlet. 
Since the American wage sca1e is the highest in the world and 

even the inroads of war upon the ilrtisan class are unlikely to raise 

the European scale to its level, our foreign trade labors undel" 

an initia1 disadvantage which can be offset only by greatel" 

efficiency in manufacture and distribution. The legal doubt 

which retards {onnation of co-operative foreign selling organiza

tions is a bar to the achievement of the efficiency attained by 

European rivals. 

In exportation of manufactures. whethel" competing or non

competing, co-operation will permit: 
Maintenance of highly organized export service at a minimum 

cost to participants, employment of American advantages in 
advertising, technical demonstration and "follow-up" method s. 

Improved credit infonnation and financing of foreign sales, 

more advantageous traffic contracts through greater and regu1al" 

tonnage. superiOI" facilities fOI" customs brokenge and ware

housing. 
Assumption, by the co-operative organization, of credit exten

sion which manufacturers dependent upon a quick turn-over of 

capital, are unable to provide. 
Survival of initin1 losses. fatal to an individual company 

which are sometimes incurred before American goods gain a 

foothold . 
Division of foreign business upon an agl"eed basis adapted to 

the mutual interest of all participants from the standpoint 

of sustained labor employment. and ability to produce at a 

price to meet foreign competition, 
Co-operntion among competItors in a given line will permit 

retention of the highest talent fot' foreign representation. This 

is necessary for Engineering products. the sale of which is often 
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related to qevelopment projects by gO'\-"l:fTlfDeIlts or large financial 

interests. The maintenance abroad of n:piesentatives with 

wide technical experiences. initiative and commanding penon

ality. is beyond t.he means of any save the largest. corporations 

and is not justified by the volume of business available to a single 

company dividing the fi eld with others. Co-operating competi

tors could reduce the o \"er-hcad and increase the efficiency of 

export sales by division of orders so that each competitor will 

fill only those orders be is best fitted to execute in the quickest 

time at the lowest cost. 

American manufacturers in the same line frequently engage 

in destructive competition (or foreign construction contracts.. 

Where elaborate plans must be submitted, the ezpense spells 

loss Cor those who fail and decreases the profit of the successfu1. 

Bidders on railway and power projects somctimcs spcod $ 100,000 

in preparation of bids. Other advantages of co-operation are 

imprOVed distribution of comparatively small articles manu

factured by different factories, none of which may be in sufficient 

demand to warrant the establishment of individual selling 

agencies and all of which must ~t with keen foreign competi

tion in one form or another; and impro'-m, handling of articles 

of constant consumption sold at low prices and at small profit 

on which service and ability to handle promptly and regularly 

are of prime necessity. Again, orders too large for a single 

factory promptly to fill can be clIectivcly handled by a c0-

operative organization representing a number of competitors. 

Joint clIort by manufacturers and men:ha.nts in kindred but 

not competing lines would permit the following economic 

advantages: 

Development of "full lincs" as, for inst.ancc axes hatchets 

carpenters' tools, and building hardware or (as fu.s been su~ 

fully tried) paper, type, printing presses, machinery ink sta. 

lionery, ~th~r printing ~pplics. A first: class ~an' can 

!x a specialist I~ all ~c1cs of a Irindrcd line. Arriving, for 

Instance, at BMra, Brazil, he wtlJ disco,-cr in a day that no de. 

m~~ exists for prin~g. p~ but can cmpJoy time, wbile 
waiting for. the next ship, In sclbng paper. type, or ink. Experi. 

eneed forClgn traders attach the greatest importance to the 
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handling of full lines, one article seUs another, and salesmen 

are kept constantly employed, a more direct representation by 

abler selling forces than individual companies ca.n afford. 

The right of co-operation should be sufficiently unrestricted 

to permit whatever organization is required, in good laith, to· 

lorward export trade. 

National interests no less than the welfare of certain industries 

and the labor thereupon dependent requite that the right to 

co-operation equally extend to competing and non~peting 

lines without regard to extent of operation or capital and that 

the organization of co-operative effort possess no compulsory 

leatures as to participants not characteristic of the fonnation 

of the ordinary corporation, except that for filing essential in

formation witb the Federal Trade Commission. 

Por the protection of individual American exporters from 

possible oppression at the hands of a more fonnidable co-opera

live export organization, the Federal Trade Commission has 

recommended that the laws against unfair competition be ex· 

tended to the export trade. 

The Webb Bill, which provides for co-operation for the export 

trade, passed the lower House of Congress during the session 

just closed. This measure sbould be placed with certain amend

ments upon the statute books as soon as possible. 

But although co-operative sales organizations will enable us 

more effectively to distribute our produets and to meet com· 

petition abroad, the creation of such selling machinery does not 

solve our problem. Our exporters, whether they be able to com

bine or not, must be protected against discrimination in the 

markets in which they desire to trade. This result may best 

be U>U1'ed by the utilization of the Larif[ as an instrument to 

safeguard and develop our foreign trade. 
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