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Unrch 15 1 19/,l. 

REPORT Otl SO:.IF ASPrCTS OP Tfl.._ CU U.:•'T 

POLITICAL, rootiO!aC 4tm IULIT4kY Sl11U'riO:: Hl CHlliA 

I arriv~d in Ch~mgldng Febru"cy 7 nnd departed Fcbr=cy 27. In this 

interv~l I had about twenty- seven hours of seri ous discussion with 

Oencrallesl..mo Chiang Kai- ohek, intervirYied most of the cabinet m~mbl'rs 

and leadin~ generals in Chungkinfl, interviewed a lar~e number of oth•r 

officials ~nd members of the foreign colony at Chungking and Chenetu, 

end studied many memoranda aubmitted to ~e by the various ministries. 

I Y.'lla aaeured by m:!.ey that I was &iven access to l!l)'teriel. nev.-r berore 

m.·de ~vailable to a foreigner . I pursued ~ inquiries alon1 three bro•d 

linea - polit ical, economic nnd ndlltar:y , In readin€ this report it 

should be kept in ndnd that in conductina nzy intervie·IIS and investigations 

I WRe not acting as an accredit,.d representative of the Am"rican Oowrn­

ment , but as a ~~est of the Chinese Government vdth the understnnrling 

that I v:ould adVise end consult on intem'll dOl'lestic matters with thAt 

30Vf:rnonnt. . 

I - The ptoblem of Internal Unity l'nd Uor.~e . Your verbal meeaa~e to 

Chiat\g Kai-shek on this general topic wu remarkably ••ell- timed and 

unqu,.stionably contributed a good deal toward the lessenin!l of the 

tensi on that prevailed just before I arrived. I t also gave me nzy cue 

nnd I lost no opportunity to urge, in as tactful and inoffensive manner 

sa I could, the l..mportnnce of proaorving a united f ront. with the Commun­

ists lliJC.inst Japan, ~-nd tho importance of m'kinb progr ess t.ov·~ rd de'!IO­

Cl'MY end the establlshnent of civil llb!'rties . 

I took no position on the truth or fal~ity of th,. numerous clvrgu 11nd 

counter-c~r~es made ~J the National Gove~ent and the C~ ta. t~•t I 
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lid stress, bo-.rever, rtll th t tl.u Chineee Co ur.h t " ru Vt ·· ceived s very 

t vorable t.Jld eympP\t hetio pra&G in the Uni t oe ... t ntcn. I ~OIIf.ht continuously 

to mAke the di ncuoslon turn on tho quertion of t uctics--on the <loei r •bility 

ot ellevtettng ronl erlevencos Md ot doprivil•f ~ho Co. unie ~ • of ~he issues 

on which their supvort ~ o bused . I n thl connection I took thn liberty 

ot expounding at conoide- ble len--th llllt I conceive w bu your 11trtegy or 

depriving your opponents ot issues, and of your uroe.d policy or l'OJ.oving 

rri evo.nc s rather t bun ntte .. ptint; to aupprosc or i gnore dis fl'sction . I 

think this ~;;ene1·• l line of nrl"'ll:.en t =do aore inpression on t he Cenornli ssimo, 

r•rticulc.rly 83 ho hil:.uelt h:ls i'ollo-..oc! such t r ctios in .enlin ith di scf­

fect ed :;roups other than the Co • ..ciet ll•d llb r.U.s . I r.J:: fr!lid , ho?rever, 

t • t I".Y vis i t \ 8S too short t o h ve l ett rn end a-ir.g L ;:r~csi 

His h:ltre·' for tho Co~ uni st i J v .-;· deo;> Clld his .:i .>t -uet of t hem 

is co plete . Thio h~tred springs not fro, the ueunl wtu ·on18111 bot•••een 

" property in~4l'Osts" "ll<l " tho prolet l'ie.t . " I t uprings r-.tllo1· !'r om the f a ct 

t. t the unifi catinn or Chill!l under his le• dorchip has been a controlli118 

))'\esi on lf1 th hill for yoars and the Co ••• un i st h· ve boen tho on y -roup that 

he h:!S not been t.ble t O buy ofr, absorb, l1c;.u1d te or CU prase. ' .oreover , 

tho COJ::nuni s t ., hi" VO beon t he only p~rty ~1hioh has been oblo to attr ct mass 

support . 1\'hilo the Cl'norollseillo i o 8 true Chineoe patriot d th a deep end 

profound love for hie people he has little tsith i n t he abili ty or the 

peopl e to overn themselves . liic attitude tolf8.l'li the ~ is purely p t· -nalist1c . 

He r~ke' a_cin t nd again that they were une'uc•ted •nd enoily in~lucnccd 

b, r w or s and th'\t the:; c!ld to be ... ore tully tr ined ttnd educat~>~ b••fore they 

could b'> truste. l with eny political po•,or . He istruoto the intelloctusls, 

p~rticulurly tho ruturncd atudcnto ~th r.eot ern ide~o or rroe eponch end 
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de. ooracy. Be deeply re en1:e "''lY critioill!:: of the t'"OYC' -n. ":It , p rticul•dy 
it made in publ i c . 

I eat ubli ebed suffi ci ent•Y cor lial rel ations ·itb ~be Ceneralieetmo 

ea to reel able to tell bia ~ ithout of fense ""rious el~ cnt a ot 11 •ttec­

tion which I hnd obOe!·ved in Chins . 'l'hia ui u fl'ection 111 partioul• rly pro­

nounced ~ns t he yuunger ~Ye~ent oorker e , the univ•raity stw ants end 
t cecbers , and in eenerel in whnt 11e ,,'Ould e"ll the libArel and procTeeei vo 
£r0upe. They •re def initely not Col' uniat e ftDd are p~triotlc end loy~ t o 

the Canereliestmo. Uo~evor , they are disillueione~ . dieenntente ·~d dis­
oour~ged . They do not tool thct thoro i s one liberal peroon amone the 

minist ero close to tho Coner~iee~>O . They o n t :eel tb~t their o•~ 

tal ent s Lnd putriotiam are being nvailed of. Their ccono 'io et•tuo i s 

rapidly worsening -ith tho rioe ~ prices. ~oy feel thot thorn i s wide­

SpTeed o y1ng golllb on and thrt it i a d•n~Prou. to venture any criticisms 
ot t ho gOvenL~ent or covcrru.ent polici es. I found thnt I ;~t virtu lly 

nothing t~ an ~ntcrvig~ t wLich there ~e~A two Chinese present. I sot 
vory much more when I hnd one et a t i re , s t ill more when I conduot ol the 

intcrvi"" in TIIY be .l'OOla which "18.8 the 'tOot priv· t e roor in the bou~e , still 

more ettor n l ong int ervi e\1, •nd thnt v.hen t hey 1'inelly ventured on certain 

or1 t 1cisnll t hey would drew t hei r chni ro close to .ino e.n4 their voices 

>'Ould tall .,:u.ost to " wblopor . I eubl'littod tha t --bother or not their 1'e!lm 

were juotiriod was not oe import'.lllt ee t!w t t hey thouc;ht that t hey wore ond 
t hr. t the intellect ual et:osphare ·as ~etinitely not hc•l tby. 

The censor ship i s so drnetic that pooplo hc ve l ost e good de~l of 

t•ith ~the press Dnd ~he wildest kind of rumors Teed1ly ~~ cr• ence. 

Tor example, there woe ~ rumor cir culating ~bon I ~s there thet I r.ee stronsly 

ure1ng on the ~norolissu o a policy ot oppe ollld 1opan. The Co. •miet ~per 
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in CbuneJ<inc rllll nn elitori el elcot~~1ng "Ito , ''' • in~ ~ert ,in thin,-,~ 1:0 !Icy' 

at-.;ont 1on. I thou.~t 1~ o f oirl, ianocuouu but ~~· :~holess it ~a 

oeverely cenoorad . Thie cenuoruh1p t ook 1.hc form not only of cro11s1na 

out words r nd pftsa.roa but or nct unlly , in one ino~cnce , checg1ng • ~rd 

ao tbct s"rt en.,. wt.ich ori.;inolly ron "Cbill4 needs n<:und tin nc1al 

oyatwn" uppe~re~ in print es "Chinl!l bee t sounll fin .noit l system." I wns 

informed 'D coood I'UUor1 ty that tb"r" bra bllen -.; 10 to thre& hundro rr· s te 

of progressive ele:ent a in recant Dnths but that ell rr . t a hs been sus­

pended duritt; rey visit . Th~ L 1nint or of J::ducotion, Chit Li- fu , in par­

t 1cul•rly w t • ~d i strusted by 11 the li~r'l elc ento. 

The Nntional GoVOl'llJ~ont-Coturuniot rol, tions. 

I recoived the cocplote ·ove~ent ~tory of t ho vent s leading up to 

tho !ourth Gr <.up .=:,· i'l'ci <:eJ:t . I .Uso , .. ith ~he ~.sen('l'! lil.lsil:.o ' s kllo..-ledc;o 

ond consent , tnt ervi owed Chou- en-ls i end recoived, os I f>xpeet ed , n story 

with en entiroly dift"r mt slent . Uy o· n c,>nc.-usior..a , for bet t, ey are 

I"IOrt~ , ere 11 follows: 

The Comzr.unista h'l<l expnnded bot h in nUT.Ib r end in r.rer s IW.!luthorized 

by the contr"l ~ove~~ nt. T~nir 1ctroJucti n 0~ rroor ~ive t 'X! t 1on on 

lundlords, or local vi l l o de .. tocrnc, , their unti-J" p· neee propu,· ndu, .:nd 

t heir erdent odvoeecy ot a r~pid c~ryi~ out ot Dr. Sun ' s Three Pri ncipl es, 

·11.. Te nll provo~ popul• r rt t h t he peaa.nto . The cont r....l -overnr:ent ht a 

become increasingly alan1ed at t he ~wins atrongt h of the Co~unisto . 

It bna sou.-ht to meet this strength in ve.riou11 >:aye . Ono -ns by ceneing 

to ive t lle Co:=:unist.s 'liY ..!lit.u-y supp ... i oe. The soeond "ttS by tnforcina 

a mili t~ry ond oconomio blookedo around the northern Co.,.,.uni s t eroao. 

Finally, thcr dopt o lc listie ttitude to w-~ or ora to tho Co. unist 

ar..ies , t~in· the position t bnt thn.o rnieo ·ore no diff~rent from nny 
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other Chineae ~rru.es and that any t'allur to cRrry out ~J\)1 or•\"ro i'!l!llediatel y 

consti tut sd mutiny und inoubor<lin 'tion . r·~ .111e clni ne•l , thou ;h I llJ:1 not !lblo 

t o con:t'i t"11 t hi s , th~t tho Chinese corun!\lld~r. uho pr,.c1p1 t' te•l tho pHchod 

b~ttlo that occurred exceeded hiG order s . Theree:t't or , ~ very tense eituo­

tion prev..11led ·ror u tl.J:\e •:hen the p'U't o:r the Fourth ::lout a ,\r, .. t:t• t had 

crosee•l the Yangtze was aurrouuded by J "lp<'Ulese and Chinese ;overnment t roops . 

Chou-on- l e i told t~e , ho..-over , thnt the Fourth Route fu:,;zy h••d succeeded in 

making a junct iun "-i th the Ei!;hth Rou te <.rnty 40 thAt th-.t particul~.r denger 

eee'1S to h• V '!l p3SSOd. Juat before I l eft China , Pni-Chunt;- hsi' tho r·.puty 

'lini st or of Wer, told me ~ui t o franl:ly th· t the Co=untsta hed .;us_lended 

all euerill!t >Ctivities anl tha t the _;oveennent h~a f11'ty of their b9~t 

divisions tw..ob111zed in mtchin::; the Commmist~ . Whon I osl,ed him if' there 

t•ae any hopo ot e. reusonabl e eottlc'~ont boin.; el'l'iv•d at which \TOuld perntit 

bot h arnies to dovoto their full attention to the J ·pnneee he "eol1ed that 

he ·11s 1'llopin · "" ·~inst hope . n 

In othi!r >;Ords, tho si tu~tion rem~. ins s'3rious tlD•i ~ ver ; i nportant 

se.;: ant of Chinese rnil1 tory strength i s not being use,J t o prosecut e the t-re.r 

tvainst the J P.pan '.iS . Nevo1·~heloss I do not think thnt ac•ual hostilities on 

a l'll'ge scale ltill occur 1n tho nonr future . Chio.ng Kt~ i -shek asked me in_ a 

most earnest •nd confluent t one to assure :">U tlu\t he hqd <ltr oi tu"t inn well 

i n h'l1!d , thc.t he !!Jio-:: eXJJctly how f'a:r ho could so o.n;t t hat t hare vould be no 

civil wnr . Judgintl fro:) t he attitude of' Chou· en- lni, the Com:nunist:~ •re equally 

desirous of avoiding n aho·,;down ut t hi:J time . Given thi s 1·ill on both oidos, 

I t hink that nhilo the centr ·~ , overnnont Till contir.uo to apply proaaure 

to rostrict the areca 1n which Cotnmunin t ope:rcte , and while the Comunicts 

wtll r ent st such pressura und •.;bile t hoy "till both talk t\0 1t a ol:owl!own 
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waro 1=1nent, a ctunlly i t J)robably will be ' voided. I t hink your vorbal 

mess1ge that I conveyed, togethor fi th iudepondent evidence of >tidespreod 

concern ill thia country, the preseuro that hes ••an ap,-,li ed by the Bt·i t i&h 

Ambassador, Sir Archi be.ld Clark-Kerr , nnd lastly, the importance or co:::~tinued 

aid fl'Or.l Russia, will all combine to disvuode Chiang rl'Ou. preoi l'ite.ting 

actual. conflict . Wh9ll at one of our b et meetings Chiang aske1 me poi ntblank 

what my improssion •. as os to the prospects of IUlinte.ining internal unity 

I told him that t here 1·:er e many t llitl{;s that di s turbed me and many thi.ngs 

that I did not krow, but that I vcas clinging f.,dt to tho essurancas be bsd 

given me and tho attitude evidonced by Cbou-on-lni . Ho replied thAt it vms 

a very confused nnd ii.volvcJ u1tunt1on , but that I bad put my fingor on the 

one essential f e et . 

In connection with the e;ro1'fing dis~ffection or the lib al·~l E.'lerente 

vtit bin the centre.J. JOVernnent arees of tree Chin~. I er~~ed eG otrongly ns 

I dared for a policy of conciliat ion r ather t han suppression . One of the 

argu:oonts I usee for r:cyo proposal for dr .stic l and t~lmtion r eform una t hat 

it 'II'Ould beo.rten the libere.la end steel son:e oi' Lbo tbWlder of the 

CoJ:t.-:unists, end t his argur.~cnt seemed to ettr'lct 111m. The cent re.l ·overn.,ont 

h~s recent ly begun to introduce so~e mild reforms in the haiens , or counti es , 

which pl~Vide among other t hings for popul~rly-eleoted ndvi cory councils. 

I praioed this extrnvngnntly and sai d t bst i ~ was one of the most exciting 

t hings I had heard and tbat it should be v;idely known ill America . Chie.ng 

rms vory plea sed and sent thrae or f our people to tell me ~bout i t . Actually 

it ~ounta to very littl e , but I t hought t hat I could not bive too much 

encouraganent to even small s t eps in the diroction of de ~ocracy . I vontUl·ed 

to auggeat tb11.t tho ep.i,ointrr.ont e.s a minist er of souobody v:bo •rould be 



re roed aa 8 l"'pr .... ent~tiva or tho younsor r.nd -.ore li'e r 1 ·r'upe 'Ould 

do rruc.h to rodrure thoM sroupa .nd ~o rooo cile 10he·\ to auch neoplo 1111 

ITo -Yin- Chin IUlll Chin ti- i'u . ~t thio noint llndl\!1\e Chione 1ntorjoot ud that 

we had in n walk t hll t very Rl'~e r o oon been u t. cuos '"' tho <:.eeir ility of 

lla!ane Sun retu.rnin!' to ChllXl{;)d.n.::;. •, o ,;~n~rlillllir.o tb •n e~ i · th t he 

would like to h3ve her in Chungl.int; "her• eh8 rOulC. be • eo. rlr tely free 

~ent , th~t h~ noede i 

Medw o Sun to ~cCOJlt thnt po<ition 'n~ oul d I plan so b~·.r tho t mess" e to 

!.lade.me Sun when I o•>r hor in Hong Ko1. ou lf'<f return . !.!• <.'lw e .;w, said ebe 

could not accept such a po.<t •.men I r.• he1· , lllld I " i d not ur :o i t upon her . 

as I felt th t she ca not fitte- ror o~ 1L1ttr .ive 40rk nJ o~ ·be 

ate_.,.,tr. out of ch racter . I :ry be ~oint hir 'UI injustice, but I cnnnot 

balp bz.V1 118 l.bc •uep1o1on tht.t l.he CAner,l1ce1 o tne-;, she 1.-oul;! not accept 

tho post . 

My general concluo1on i s thnt ~bile tnt ~1 conflict ·111 b~ held to 

11 l"irir.nr dnr•r.e tho ·ur there i s .. very Jubious prospect ot: ·•ir.t•ir.ir.g 

political ct bi ity In the post - Y·r period. Ny o n expo-ience bao led r.e 

to believe th~t n ricnn liber"l clvi a.,r, brcked by hi a ·overm ent end 

nble to deliver or dthhold dollcra end t ocllnicinns in the poot- WAr period, 

nnd finally, tlll~por·.J,ontally congeni al to the Gene:rulissit.o nne! !lble to bold 

hie confi dence , ~i&ht bo ~ble to exert enonwua 1n1'lu9nce in instituting 

thorough-goill6 politicul ond econouio reforms and ao prevent the claeh that 

now appears inevitnhlo beheen tho lett nnd the r i&ht . 



II - The Feona<Uc Prqblm . A good pl'rt or J11V time as en.-nt on 

tho economic protl~~. Th@ r~·inder or this section i~ tt~ brief 

di scussi on of my impressi ons c~d sug~eetions which I suhmit~~d to 

t he Genernli~eimo Pt hie request at tho conclusion of my visi~ . 

I al~o s ubmitted a st atisti cal a ooenrtix to t his r eport , on which 

the imoressi ons nnd ·~•estions were ler~<'ly based . 

The economic situ..,ti on , in my view, hAs reached a dAn ·~rous state 

and , if no drastic remedial me~>sur"s a r c adopted , will oroball.v bccorne 

critical t his yesr . After maki nJ full allot ·• nee for t.he e~fE'cts of 

the economic blockad<' end t r rnsportatioP dlf"iculties, Chi na is con­

f ronted •'ith a condition in which t he voliZlle of !ll')ney {notPt> ~nd 

current deposits ) av~>il~ble to buy goods hlos increi'sed r·pi •ly while 

the suppl ,r of goodb for sale i s not increasi ng. The only po:tr.i hl e 

consec,uence i s a rise in p1·ice. On thn be sin of fi "'Urea furnis hed me 

b:-· t he l.!ini s t ry of FinEnce, l>nothcr l• rt:e @xpEn i on of JliOilt'f is i n 

proso ct for this year, ~::ooun"in.:: to n@arly a doublin; of t~e mon"Y 

in circulati on in Free China. This con only lead to fwrhrr i n#lrti on. 

Tre anti ci pated revt nue this ye~r fro~ t axation i s negl i gible and 

t hcrP i s little hope in t heae circumst.nncE>s of selline more th~n a 

neeligi ble vmount of bonds t o t he public. Taxat i on of l rnd end 

inco:::e from l:.nd 111 l e ft ent irely t o the provinces. ltuch or the 1 nd 

escapes any 1.1\xation and the P"rt ·h~t i s taxrd pays only noo.inal 

r ates . 

The soci al. ~nd polit i cal eff octa of continued inflrtion Ar t> more 

e~rious than t ho purel y economic eff~cts . Imoortant s~ctions of the 

por ul>t i on are finc.lilll~ t r.e buyj.nr pow@r ot th•ir income& r cdi!CI.'d t<hile 



-9-

oth•·:- ~l'ct ion err m. kin.- windfall profits. Thi !< i~ bou.n<l to be 

danagins to nation~l ~)r~le rund ~ill be l'xoloi tPd b.Y opponents of 

the GovPrnmPnt. l.!nr,ovrr , a con1 'lnuod ooli cy of drift •no tht~ 

continued abs,nce of Pny e .. rious effort to correct tho •Uw t i on 

cannot fail to cr~ntl' a bad im~rossion nbro•d of Chi~e • ~ "in,nci •l 

inst.e.bUit.y tnd will thus m111tete llinat oth .. r th~n purdy mUi•ery 

.e.id . 

Swmestions: 

1 . L•nd T~x. The f irat , nnd in ~ vitw, absolutPly indie­

P"nsible step t o be t ekl"n i. t l " r el'or- in the chfr. ctt>r •nd 

administrati on of t bF l· r~ te~ by the Central Government . 

China, pnrticularly Fr<'e China, ill f n ~vricultur.l country. 

The bAsic liouroe of wealt.h ill in l Pnd, end t h .. bulk of incone 

i s f r om bnd. Unless the Ccnt.r: .1 Govern. .ent can draw it.e 

revenu~s fro:o t he real wealt.l' ant! inco-e in the country, it 

c= nPvcr hore to cover ::ore th11n a negligible portion of its 

war Lnd post-YCr expendi tures through ta.xation. The r et ulting 

bor rowin11 t11ll ceuse further inflrtion and rapi <'ly incr!'asine 

debt chllrgos . 

This reform is not only desi rable on budgetary grounds , 

but it .,ould also SE'rvc to emphasize to the people t.hnt tt.is 

Government tan deLeroined to procE'ed nlona the lines or ~ociel 

justiCE~ l' nd cqlll'llty l llid down b.Y Dr. Sun. I t v;oul.c:! cut t ho 

ground out fro'll under the Conmunietb end t hey 3hould b11 forcPd 

to appl nud it. . The tax y·ould f all l~rlfely on the t.ell-to-do 

lzndo n rs who are now profitil\1' b.Y th•' inflat i on. In S7cchuan, 
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II t al4ll. pr·oportion of thn 1 1\UOlfll~rs 0\ffi t.llll bulk or t r,. 1 t ~nd 

rreeive t.te bulk of t.h .. rice. lluch c~n te m ne of l!Y· r;ct thFt 

tho Govemr.~rnt i not only pri'J)l'red to conocriot m•n in tt.P -..ar 

acrinst Jnpnn, but nt o wenlth . Th" opportunity to use thr P"triotic 

•nd emergency appeal should m~e tho .ax caai •r to introduce now 

thl•n in thu po.;t- •:&r pe r iod. It can elso bP intiml'tr• thi.t euch 

a step is a prerc. ui.ite to ott aining forci ~n credits in tt.r port-• &r 

recJnstruction of China. 

Needle a to a~y , this proposed fllr- rer•chin.,. reform reouirPs 

en honest. , P"triotic ~nd efticient admin~strntion po.ec~sin~ •rc 

full su~port nd confidence of the O~nerali•aimo . 

Assuming propl'l' Pdmini •tration, thP tPx cAn be m.ode vPry 

oro. uc inl of yiflc . Profe,aor BucJo erti.".L t.l'• th<•t t.h<o l •ntl eV"U­

able for t~xation in Free Chir.a Ml'nnts to two hundr¢d lllillion 

acres, which, at an rvH~ '6 of four dollar.J per ;:ere, is no•· Yield­

i n·· provinceD and distri cts about six hundred million doll f r< • At 

twl'nty dollar~ an acre, the yi~ld would am•unt to four billion 

dollars . I t. should, therefore , be possi~ls for the Contr?l Oov~rn­

m nt to s•c•~e in the f i rst year twenty- six hundred milli on dollars 

or , ••ftcr rebate to the pr ovinces ~nd di st r icts, t wo billicn doll~>rs 

nPt . 

Thi5 f1.'!\tre, in conjuncti on with the eatimete of non- bot r ovlin8 

recf'ipts for 19U of $1, 220, 000, 000, would II!II'>Wlt to $) , :<20,000, 000 

out of totr•l ,.etim•t t'd expf'nl'lituree of nine billion dollars , lind 

total do::tAstic eJqMncitw-ee of seven billion dollnrs . llor<'O'I<'r, 
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I am convinced tht.t :wre vi110roua acbinistration w>ulr. reault in 

a eub: tWlt1:>1 incre:>~e in t!:e yield of exi:sti r.;; Gov~M-.. nt taxe:s . 

2. S:>le of Bonje t o tt~ Public. T· e assur•nce of T~atly 

increasl'd tax recei tt , b>• i ncrt'asin • confidence in the 

f1nrncin1 sounness of the Govnrnment , would facilitnt~ the 

public se1e of bonds. Given this tnvorable psycholo ;ice1 

bf.c~ grou!'ld, a grePt populP.r c~mpni~n could be 1. unched . 

Quotas could be "asi-ncd ench distri ct, to·-n •nd vill• T<'; 

·h• Fid of ell colle·e stu ntu ond promin .. nt ci t i ; ~~ ·nd 

returnPd ~d ~ounrted ,ol 1 r~ could be invoked t? spe•k ~t 

mass meetin~s and cenvaijs inrlivirUPl people ; suitable badges 

could be given ev~r.r pcr non subscribin~ ; and the oAtriotic 

aprM1 stressed thr >uP,h<>ut . Fr i lw·e of well- to- do !Jl'Ople to 

buy their proper ~hl>ro of bond~ would be r egarded as unp:-t­

riotic. The apoc~l could be extended to Shanghai &nd Hong Kon~ . 

A £01!1 of $1.5 bU1ion could be sPt f or tre year with, s· y , 

three or four popular drives. 

~. Ai c. f!'O:'l StAbili7nt i on F'und" . As for ei m exci'Fn TC is 

sold to oeet an adverse bnl11nce of p:ym.nts , the Stsbilizst.ion 

Funds conv•rt t heir U. $ . dollars into fapi . The f api , 

t·hether i n the fonn of notl"s or d~posit, is thus with<lrnwn fr<>m 

circul~tion. Consequently, n corresponding amount can be 

borrowed from the bonks b:r t he Government without enteiling 

" net increase in t~P volume of money in circulation. I n 

oth.,r ~rds, the inflrtionary effect of borrol"ing from the 

bnnks can be offset to the ~xtcnt that stabi1ization fund 

do~rs are conv·rted into fapi. 
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4. Incr~noina t~e Suuply of Good· • Vnrious aurJ~ationa ~ ve 

been rnnde for increasi ng the proJucti on of ~gricultur~l soods. 

Amonq thoeo Lhllt sopear to met•it consideration ere : 

a . Suspend recruit ina at. pl.lontil'l& nnt\ h3rv~stin'! time 

and , "hen pr~cticable, grant furlouv,~~ to mPn ne:r their 

hoa:ee . 

b . Rel eese a numbor of m~n ncm engag<'d in buildins 

opor l\tions . 

c . 

help. 

d. 

e . 

Reduce rents so thtt fannors cnn efford to hire more 

Guarant ee a lllin1mum beyin~ price for rice . 

Orgt.nize smugglin,. under GovO"rnment ruspicea. Thorow;h-

soing and vigorous organization of smuggling could rcoult 

in n significant addition t o the suppl y of c~rtnin types 

of essrntirl goods . 

t . Prepare for recapture of Ic~~g and C•nton at the 

earliest pra cticable time. 

5. Efficre~ncY Forced Rice Lonn. If i t does not prove posuible 

to carry out a thorow;h-goins reform in trucation , tho possibili ty 

of N!ving recour~e to a forced rice loan mivht be arriouely 

expl ored . This, boli'OVer, should be r egardec! as an e:Dt'rE;ency 

measure to be resorted to once only. It could tcl<e the fonn 

of borromng a certain proportion of the rice cron from tho 

l nndl orda .•nd peasant pr oprietors with a promiHe to rcp•y the 
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SM<!' E"'IWlt or sllJhtly larger MOWlt of rice, or the 

e ~uivelont val ue t hereof, in, e~y, t hree or five y~Are ' 

time. Such 11 lo1m would serve the doubl e pur i)Oae of 

sllevleting tho Governnent ' s financil'~ position end of 

ensurin# an e~uitable distri buti on of the avaiLcble rice. 

III - The EXchnzvre Problem. J.l,y discussions of the Chinese f'XCh' n"e 

probl em de~lt chiefly with the l"lisdom of continuin't to support 

fapi in the Shnngh.oi exchonre nt"rkot . The disadv~nt.• ;l'"s of this 

policy are well-known. Of t h,. m.•ey offsetting ndvrnt•~etJ which 

nre made in fcvor of this policy, the only one whicl: seems to me 

t o carry weip,ht is the necessHy of evoi ong a hu;h flow of 

na.tionnl currency from the occupied areas into Frt>e Chinn . Such 

a movemont would o~rve to bid up prices and to intensify infl. t.ion-

arJ tendencies greatly. So long I'll tho occupied areas r nd the 

Internr tion•l 5<'-ttlement rem:~in rlll.inp to absorb fapi, J>rce China 

i nstead of in for~i 'D exchange . I f the Brit i sh Eni I~ r i cD n 

Gov~rnmonts con be persuaded t o block private Chinese bDl anccs 

abroad , the chief disadventagc of supporting the bla ck market , 

namely the opportwrlty it a!!'ords for priv·te ca<>i tal export , will 

be removed. The taxation and internal fi.n:mciru: ~esurcs set 

forth a rove should , if adoptC'd, m&ke the task of supporti nv t hP ex-

tcr nal valu8 of fapi c onsider ably less difl i cult , should lrr.d t o 

i ncreased use of f api i n t he occupi ed nrcas es a safe pl•c~ for 

savin-.s , :-nd should increase the uce!ulne~e of the s tabilizat.i on 

credits which arl.' beir!P, extended to Cntna. 
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Su ~ .,.etione : 

1 . For the reason i n licatad &lQva, aupportinp. operations ~t 

Shonahl>i should not be diecontinund for t he present . 

:> . Ho ·ever, 1-ocauee of the military vulnerability of the 

Sh~nghoi Intern tionnl Settlement, an open m•rk$t in ~xchnn e 

shoult1 be ~aduall,y devnlopf'd at Chwll:kirw, throurh the intro­

d etion of supporting opere•ions h~re . These o~r ions 

should be undert okAn on n limited scnlo ~t firot and enlPr ged 

gradual1;r thereattf" r . l'ii th the dev,.lopmPnt of an open m· rket 

in exchlllwe at ChunPkin!;, exporters should no lon er be re­

quired to sell their exchtngo; r.t the co~m~erci•l t•r•tr , ~>nd the 

so-called co!llllerc:U.l market should be discontinued. 

3. As suggected elsewher~, Sr.lug<;linl! traffic should be 

syste~tically organized under Govern~ent auspices to enlfr~e 

the flow of esaential c~Ddities from tr.e occupied areas 

r.nd from abroad. 

4. I f exchanfe sup?ortine operations •t Shen~hAi h•ve t o he 

discontinued, the Governm,.nt. should be prepared to impose, 

if necessary, dr rstic restrictions on deposit withrira'll'!!ol.s 

f rom Chinese bBnka at s~~nthAi in order t~ avoid excessive 

pressure on theae banks •nd to limit lte flow of money to 

Freo China. 

5. Ur~e the Unit~ Statps rnd British Oove~ent• to freeze 

private Chinese balances . Such action ~~uld eTCatly restrict 

the possibili ty of further export of Chinese cnnltnl . It 



-15-

would D"rmit the foreim excl\:'n ·e re3ultinc- frcn curr nt 

fl)Ct)()rte r n•' t •·o:n remitt~ncea ot ov ·reE'~II ChinePe to bo 

a oplied exclusively t o ourch~sin~ n~eded imports ~nd m•etinR 

ot h.-r expenditures ~broad . Finally, such Action would ptwr 

the WPY for eventual action by the Chinesr Govr~~Pnt to 

comp~l its n)tion•ls to surrendrr th,.ir previously c~rtcd 

capit al for fapi . 

lY - The Banking Probl~>m. China, Wllike othnr major countries, 

has no central btnk of i s,.ue . Tho problrm of zecurin~t unified 

ocnking O!)t'r'ltiOnll ond policies i s therefore difricult Of llttain-

ment . The Gov<"rment p."!.;rs a hi"h rl'tr o~ int .. rest to the bt n.\a on 

tl e mon"y it borro•s, and the fi•'Ul'PS of debt charP,es aro 'TOwing 

r apidly . 

Suggestions 1 

1. Buy out privately- o•mrd shar~e in the Centr~l Bank . 

2 . Contine ell future increasPa of note issues t o the Central 

Bank. The growth of oth"r brnl:s would then be restricted to 

the growth in their deposits, and their purchase of Covr rnm,.nt 

bonds would be limited by the growth in deposits . 

4. 

5· 

6. 

Convert profits of the Centrr 1 Bank into the Tt'CIHlU17. 

Regulate extension of priv·t• lonna of the banks . 

Appoint Covcmment exAI!Ii ner:s of bani a . 

Compel filinv of statement of profits ~d loss and tnx 

profits. 

y - Road Trananortation. Time di d not p"nnit a sUl'Vey of tho \:hole 

field of t r ansport ati on. Attenti on was directed mainly to the most 

crucicl route , thf> Bw-..a Rond . Thl'rr ap e~rs to be unrurlnloue ooinion 
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t o the effect that tlw capnci ty of the rond, now around 2, 500 

tons a month, could be doubled ~nd even trebled u,r unif ied and 

effi cient control and the mor~ effective utili~ation of existing 

equipm<'nt . 

Su're~stions : 

1. Create a Burma Rord Coarnisaion of three memb<·rs under 

the Chainnanship of l.he Di rector of llilitary Trnnsport . The 

Minister of Co~unicationa and Wr. J. E. Baker would be the 

oth~r two memb~ra . 

2. The Uinistry of Co~unications ~~uld represent the needs 

of all non...Ulltary uses of t.he road . 

) . Wr. Baker would be civen the post of Execul.ivu Director 

of tre Road. llr . Francis Pan p_nd }.{r , Ton miiht be l o3.Jled 

from the !.linistry or Collr.lunications • 0 I'Ct , for the time beirv{, 

vs Ur . Baker ' s assi st ant director • 

L. The Commissi on would collaborPte ~th the a~proori•te 

Burma coontssionor authority. 

VI - The YunAn- Bur!!!a Rnilrocd, I W'\d<'rstPnd thPt tl•.e Burma Govern­

m nt has decid<'d to extend the reilro: d f!'OIII Lashio t o the bord<'r, 

and till. t the extension ey the Chine~e Gove•·n."l()nt of tho road to 

Kunmi.ng is being actually considered . I h•vo not had an opportunity 

t o go int o the mattf'r , llnd I shall confine RI)'SPlf to one or t..o 

obs<'rvations. The foroi~~ lo~n r e uired would ~uot t o U. S. 

$20, 000, 000. It would take 11bout two years to build the rot~d . 

I t is qu· •tionable wheth<'r Nlteri ala f':'Olll tha Unit cd St< tes will 

be ovailablo. I su •qeot study cy oualifiPd exp"rts of th<' f<'AaibilUy 



-17-

of puttinff in a ~~ht Diesel eneine cog or r~ck r~ilroad which would 

be much cherq:>er and quicker t o build. I t could then be ll!id along­

side tb• ll\lrm3 Road and could , I am intonn"Ci, carry )0, 000 t ons a 

month . 

VII - Air Freight TrMBport . In ru~ged regions i n northern Cnnada 

and Central America air t r ansports have been used t or heavy frei"ht 

with conspi cuous success. China apoears to offer the a~~~ possibility. 

With r~"ard to t he danger of Japaneso repris~ls , it might be pointed 

out that the pl anes con fly by niv,ht. and be afforded some protection 

on the ground by the new punuit ships. 

I n view of the poa•ibili ty that the Burma Railroad lllivht be bo!llbed 

or ~ubject to blockade, it would appear desirable to bend evPry effort 

to build up an ~dequate reserve s tock of aviation gasoline anri other 

most urgently needed articles. For thi~ reason, the transport of 

thinr~ like refining equi~nt that cannot be put in operation for 

t \":0 ye~>rs should be vigorou~ly r estricted for the ti.r:e being. 

VIII - Ecoonomic Missi on. I have P,tven considerable t hought to t his 

m11tter . Provided certain conditions a•·e met, I should think t hat 

such a lllisai on would be of benef i t t o China. These conditions are, 

howcver, of extrece import~cc. The fir st i s that under no circum­

stances should the appointment of a missi on be used as an excuse to 

postpone obviously needed action. The second i s that extreme care 

should be used in the selection of per sonnel. At the British 

An:bessador ' s invitation, I lulve discusard the 1:111tter with him l'nd he 

i s perfectly agreeable to a j oint BritiMh nnd Amrrican Uiasi on under 

the c~irmanship of an Americen. The preble~ of securi~ f irst- class 
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men (and only first-class men shvuld be appointed) i s difficult now 

that Britain i s at v1ar and P.mer i ca i s engat•Pd in a mighty def ense 

effort. Possibly some outs t anding men may be availabl e in America 

during the long summer vecat i on. 

Su'lgestion: 

I suggest thPt a final deci s i on be delayed unt il afte r I 

h.1.ve hl>.d a clvmce to see if first- cl ass men are available in 

America and Engl and. I f good men a r e not evnilahle for a missi on, 

and i f good men can be found to act as polit ical end economic 

advisor s , it might well prove the wiser course to postpone the 

appointment of an economic missi on t o a period immedi ately 

followi ng the conclusi on of actual combat. 

lX - Pos t-War Economcic Probl ems . I heve had little time to study 

these, but I cannot f ail t o be im0ressed b,v the enormous nPed for 

mat erial s and skills. In this connecti on I might ven~ure a few t en­

tative obs• rvat ions of a general nature. 

a . Trooc in the post- wa r world will probably be s ubj ect t o 

much greater control than in the pest . Therefore , tho pro~lem 

of sorvicing foreign debts cannot be l eft as readily t o t he 

f r ee pl ay of internat ional trade. Trade may be carried on more 

i n terms of barter arrf>llgement s . Hence, in securing forei gn 

credit, particular care should be given t o t he expansion of 

forei gn trede industri es and arrangements for r epayment. 

b. I n general, it would be desirable to secure foreign govPrn­

ment credits rather thm ;>rivate credits . In t he p~st prhate 

loans have too often led to gr aft , bri bery, and excessive 
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meddlin~ in internal Hifairs. 

c . I should hope thct China will avoid ~he danrers essocictrd 

with private expl oitation of her natural pow~r resourceo. 

d . The three most essential needs tor post-.ar reconstruct i on ere 

(1) political and f inancia1 stabili ty, ( :>) avoidance of borrowing 

abroad beyond the capnci ty to r epey, ( J) an hone•t and effici ent public 

service . 

e . I most earnestly hope thnt all tho gains of technical prot;r eea 

in indu try 11nd agriculture will n?t, be used up sol ely in 6upport1ng 

more people at a subsist~nce l evel of l i ving. I feel thf.t one of China ' s 

greatest nf'cds i s tnoro widely ditfuocd knowlod~e of birth cont rol. 

This concludes the very has tily-writ t en r eport I submit t ed. Wost 

of the materi~l was covered at some length in discussi on. The report 

and the statietic~>l aopPndix wr.re requested largely as aids to memot·y. 

T~~ Generalissimo professed himself t o be vPry pleased with ~ diaG­

nosis ~nd SUGPeations. He ionediRtcly put into effect m1 su~gestion 

tor the reorgAnization of the Burma Road, although the oug ,:estion of 

appoint i ng Baker as Director GenerAl came ft'OQ the Chineoe. I und~r­

st nnd t~t ho h::ls altJo s ince IllY depnrture appointed a commi ssi on to 

undf'rtake the tr~nsiiion of lPnd taxes from the provi nces nnd district ~ 

t o tl>.e central govcmtlcnt . The foreign finD.nchl measures which he 

r rvor s are discussed at t he concl usi on of this r eport . I urn not sure 

that this report conveys a proprr impression or t he completely chaotic 

condition of the Bud!;et. There is no semblJ•nce or budet'tsry control 
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a nd no :si gnificant effort hns been mPde to date t.o finr· nee expenses 

ot her than by borrowing f rom ronks . L••rJe lwnp-s wn p•,ytnents are 

m 'de to the milit ary, and the Uinit1try of Finnnce lnd no i dea how 

they ar e spent . I was inf ormed that some of the mr..teri al I requested 

h.~d never before been coll,.cted and pr esented in t he ro~.n I wanted it. 

I di d not meet one per son whom I consider ed competent i n the whole 

Ministry of Finance . FortunBt ely, I hed previously known the head 

of the Farmer s Bank, Y, C. Koo, who is an able economist wi th f iscal 

expe rience , and through securing his service , I was abl e to obt a in 

what I think was a f ai r approximati on of t he buclget picture. I have , 

t herefore , l i t tle hope that the Ministry of Finance as now constit ut ed 

can car ry out any f ar - t·enching budget ary reforms . 

X - Th~ MilitRFf Si t u<ti on, 

1. The Al"!l\Y Strenl!th ' nd Eouip!Ilent . From some points of view 

China ' s milit3ry strength i s greater today t han at the outbre;k of 

the war. I n compnri son wi t h 176 r egul;lr divis ions at the outbreak 

of ~mr China today has an srmv of 308 r egul8 r di visi ons , comprisi ng 

) .6 million men . A substanti al portion of these man ~ve hb d combat 

exper i Pnce and are relati vely ~tell t r e.ined. I n nddi t i on are so:ne 

500, 000 recruit s , 600,000 guerilla s and over 500, 000 t r ansport nnd 

ot her auxili ary troops. The regular arrey i s •tell equipped with 

rifles , m.:.c hine guns and ammunit i on. There are not , hovtever, nearly 

enough rif les for the r ecruits end guerillas . The ~ravest def ects 

of ~he regular army are in f i el d pieces ( i t has about 650 mountain 

guns , of which only 100 a r e modern type), ant i-tank And anti- ai rcrlift 

guns , •nd aircraft . 
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The oorticultr a-s~nAl I inspPctod wns excellent , bein~ mootly 

equipp•d with mod11rn automatic German mAchi nery wH h GPrnnn- tr ined 

Chinese technicians . The nrs<nals nre , howcv~r, h·mp~red ~fa 

short!li(e of raw m.•ter i Pl and are operatin:J e.t l ess t han h• lf CHp·•cit.y. 

Consequontly, tt i s felt tn.t t he resnrve stock of Rmall a rms 

a~Dunition, rifles nnd machine r,uns i s inadequ~te for a vigorous 

offensive. A prorr~m has been prepared -.hich calls, if possi bl e, 

f or the expenditure , mrinly in tre United States, of $77 million for 

r"w materi als , gMoline, et c . , and $130 million for annam~nts . If 

t his materia l can be obtained, and if ai r nuo,eriority can be wrested 

f rom the J apanese, the Chinese are confident that t hey can ass~~e 

t he offensive ~~th excellent chances of success. At present , t hey 

f eel thPt any l arge-scale offens i ve w:>uld tvve to be undertaken 

under conditions involving t oo heavy loss of er.rect 1ves. 

2. Aircraft . The Chinese have recen'ly r~ceived f r om Russia 

50 new bombers end 50 pursuit ships. They have on order about 200 

mor e but are not sure t hat t hey will get them. The new pursuit 

ship, the "132", was seid by the Minister of V/ar to be 50 kilometer s 

an hour faster than the old E-l5 1 s end E-16 1 s , had considerably 

greater firinP, povtor end also was able to climb 5, 000 meter s in ten 

minut<'s . I insoectcd one of tho new RussiM bombers , which unusu~l 

pri~llege, I am afr aid, mec~t little to me . According to the 

General in charge , it. can fly 320 miles M hllur, has a 7-lwur ran-e , 

and can carry a bomb load of 1; tons . The Chinese were ple~sed 

tdth the accuracy of the bomb s i ght . I observed t~~ i t h~d two 

water-cooled improved Hispano-Suiza engines, a three-man crew, a 
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machine gunner in the nose and one i n t he roar (in f ront of t he 

rudder) who operutes one machine lfl1ll f rom e manually-driven 

turret at tho top and one gun that can be pushed down throu~h 

t he openine of t he compRrtment anJ c!ln shoot below. The Chinese 

pi lot sai ri the bomber was re:nl'rkably sensiti ve to the controls. 

There w'!re only five Russi ans at the Club in Chengtu wh.,re 

they ... nd we s t ay"d. Ho1•ever , 300 Russi ans 11ere expected shortly. 

The Chinese aro ~kin<>, r,reat efforts to build A n\llllbAr of 

airfields thAt can carry the weiRht of our flyiny, fortresses . 

I inspected one at Chengtu which was being built by 75,000 

peasants 1rlth no po~1er-driven machinery of any kind. The m.' n 

in charge was a Chinese civil engineer train~d at the University 

or I llinois. I t was a mnrvelous j ob of organization and, so far 

as I could j udge, complet ely adequate from the point of view of 

foundation and drainaee. I was assured tlmt a number of such 

f i elds v1ere being built neAr t he coast . 

I quest i oned t he Generalissimo and t he various gener :>J.s 

I met closely on the speci fi c need for airpl anes . I t developsd 

that the most pressi ng need i s for pursuit ships and a fe>: very 

long-range bombers. Whi le mediu:n-ran··e bombers would be useful , 

they are not so essential as t he others. Pursuit ships are 

essenti al t o protect troop concent rations in an offensive and 

to machine gun opposing troops. 

The Generalissimo i s very anxious to secure a few flying 

fortresses . He i s under the impression, vie T. V. Soong via 

Secretary MorgenthAu, t hAt you promised some in March or Apdl. 

If you did not, this matter should be cleared uo. 



I tns~ct~d an aviPtion ~sic tr•intn~ school, whP~e ~n air 

~~ ~a stagPd for ~ ben~fit bt the m re ~dvanced c~asioned 

pilots . Tht>~e t<as fon~~&t ion flyin,! , :U.n<ling rnd t.r!dn:; off wi+ hout 

st.oppin~ nnd a dog fi~ht . The cadet# ~ere a fine-look~~ group. 

I saw no evidence of ~~ slackness end I was tol d that they were 

vigorouslJ selected and tr~ined . One defect I noticed i a thAt th~y 

rec~ive no t r ai ning in motor m~cn•nics . 

~ opinion on th·a~ tec~~c~l mnlt•rs i s entitl~ to little 

reap ct. . Th· ref ore I would str •n •ly ur.-e hat a hi ~h-rAnld.n~ l'li< VU 

aviation officer be dia~tch~d on an ins~ ct i on trip to check ( a) 

on the extent to which t he Chineca oi r fo rce has corrected ita 

deficiencies, (b) on the adeouncy of facilities in China ns a 

possibl e base of operations , (c ) to check on the qua11'-1es ond tac~iclf 

of the J apen,..se ai r f ore ' , (d) 11nd to convey t o the Chinese the 

inpressi on that •:e rc~~rd the':! as important potent ial allies . Such 

a visi t would, I an sure, be welcomed enthusiestically •nd be of 

great t an:;i Ue and intltn ;ible benefit. A yoW18 air attacte at t.hP 

Embassy cannot hope to achieve t he same results there £nd ht!re. 

) . Str nte::;y. I r l'ceived thl!' v cy strons impression that t he 

Chinese will not assume the offen, ive until they have more pur suit 

ships, more nrtillery Wld more small arms ammunition. On th~> othllr 

~nd, th~y h•ve little fe~r of ~ny further offensi ve act i on by the 

Jrp•ne8e. The Indo-China - Chine~e border i s no'" v cy stron •ly 

def ended end the General Starr is C">nfidr nt th.• t. the J aP"'n"se caMot 

p~netrate thrre. I t i s bl!'lieved that apart rroo the releasr of 
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t roops fro<a IU.nchuria, Jap~n cannot put 111 r.y more errectives 

in the f i eld. I was cit~d m•ny instrnces of the decline in the 

morale of tho Japnn~so troops, -- how nt first t hey would commit 

suicide rather thAn be takl n pri.oners , ~nd would recover and bury 

•heir dead,while now they would even desert and l eave their dead 

unburi ed. The si ·ht of the of~icers l1vif1F" riotously lind II:U'ich­

in- themselv~s throu,:h "squeeze" i s l1kewi5e not hclprul to the 

morale of tho co~~on ~oldior . 

By al.l acrounts the ~ral.e of t hP Chinese soldier 15 ~t<>Od. 

C• rtainly, in thr Uilitarr AcPd~ I viaitAd, I could not hooe 

t " see a hnrdPr-workin- nor more s· rious--minded grow of lll"n. 

XI - Foreian Policy and Peace. The ROn,..rnliss~ expressed the 

hope that r e!J,l.ions bet ween America and the U. S. S. R. would 

become closer . He gave i t as his Vie• that t he Russians could 

not be influl'nced or swayed by d1plom:1cy; but t hat if t hey W31lt.ed 

a thing badly enou.-h in their o·r.n interest. trey usually found a 

way or petting it. He fel t that the Russi ans were prepArins.; for 

an i neVitable clash with Germaf\Y and needed Ameri can sci ence and 

technology. Hence Russia ~~uld make efforta to secure closer 

rel ations with Ameri ca. 

On China ' s reltttions with Russia I received so:ne interesting 

sideliehts from Chiang and from Sun Fo. Chiang said that Dr. Sun 

and Lenin hnd worked out an agreement whereby the communists 

would confine their appeal t o Dr. Sun ' s Three Principlos in China. 
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Since that time, and particularly since 1015, thf' Rus 11i 11n attitude 

to•~rd t he NAtional Government hAs b11en scrupulously corrPct . The 

Soviet Gov ernment m'\de it clear that i t. reP,Rrd/ld the Fourth Rout.e 

Army Incident as a purely inteornll.l affair. However, he morte e sharp 

distinct ion between the Soviet GovPrnment and t he Third Internntion.' l 

which latt,.r, he cleb!s, detennines Chineqeo Comuni st policy. He 

so.i d th•t the Soviet Govc rnrn .. nt h.•d ,.iven a ,Teat deol of aid sol ely 

for t he purpose of f i 7hting J~pen but had not given one cent for ~ny 

non-military purpose. 

Sun Fo, who :>cts as speci• l envoy to Russi a , st•tt>d thct in t.he 

early p.~rt of 1937 the Russi "n Ambassador proposed a n:>n-a ;gressi on 

pact, t o be followed l ater by a mut ual a.ssi.,t , nee p. C• • The Chinese 

Gov~rn~ent di d not t~~e edvanta~c of t hi s offllr . After the invasion 

by the Japanese Sun Fo was sent t o Moscow to revive tht> mut ual assis­

t ance p· ct i dea. St alin told h.im t~t t he whole situat,ion h-·d now 

ch<f\ired , t h.'it the whol e point of a mutual assi s t e.nce p-et ••as to 

prevent aggressi on, and now tru t aggr essi on had occurred, the con­

clusi on of s uch a pect would be t antamount to a Rus~ian declaration 

of war on Japan, and this Russia was not prepared to do. Hov:ev <'r , 

he was prepared to conclude a non-a~gression p•ct, Pnd to lllllke a 

loan. Stalin t hen tol d h.im t o take the matter up wi th the 

Lca~e of N3t i ons, and if the leading powers in the League of 

Nati ons were prepared to employ economic sanctions , Russi a would 
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apply military a"nctions. I n June 19~8 Ru~aia extrnd~d a rr~it of 

$50 million which waa i ncreased in Septemlar by ~>not.her $50 111ill:lon. 

This one hun<lrc-d million dollars v•as u ed l nrg..,l y for t. he purpose 

of purcha~~ about a thousend airpl 1no , empl oyinc aviati on 

pPr sonnel, ~nd acquirins some field pi•ces ~nd a •chine guns. Of 

the l~st credit of one hundred and fifty million dollars ext•nded 

in Sept ember 1939 a s bstanti al sum is still unexp~nded. 

On t he r ol Ati ona of the Soviet OovPrnMent vdth the Chineoe 

Communis t s , St alin said thAt he re~ard~d the N~tionel Government ' s 

dispute Yith tho Chin~s~ Communis t s aa a purely intPrnal affair. 

H• ffi.d ur~ed the Chinese Co::munists in 1935 end 1936 t o atte-~pt 

t o m~e a united f ront with the Nation~! Gov rn~ent ' nd to prephre 

against Japan. He di d not t hink that Chi.'la was ready or wo•U.d be 

for a lom: tilllo for t ho Russi an typo or Conmunism. He assured 

Sun Fo that Russi a had no t erritori cl. e.mbit i ons in China, Uld that 

Just as soon aa t~ National Gova~~~ent ~as in a posi t i on to assert 

adequr<te authori ty i n outer ld.ongolla the Rusei ens 7;Quld "ive up 

t heir tutelage. Somewhere alon e: in 1935 the Russians supportod 

"' the local Chinese leader in S1fiang in the form of t wo divi sions 

dressed in Chinese uniforms in a co~lict tdth a Mosl~~ l eader who 

was prepared to be a J &ptlnese puppet . Thi~ was the onlJr occasi on 

of Russi an deolin;s with anybody excep~ th~ Nstion1 l Gov ~~nt . 

I t was Sun Fo1 s oonvic• i on thet th~ Thirrt Int ~rn•tional i s now 

qui te in• ctive. 
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Chiarw ils a vigorous eupporter or t he vie'll thllt the J~p· n~ae 

inv•riably tnke aavantr"e of any si(n~ or ~ e kness •nd back do•n 

wh.-n m"t i n a det el"'lincd !Dl'M er . He 111'11 po' itive t h. t ~h~re would 

be no dMn •er of a Jap nese aoutl.v.-arj move if Am rica 1\:>d an adequate 

base in the Far Enst . He wos enthusiort.i c ovf'r the proposed forti!i­

cat i on of GU&lll IUld , n· turally, l ai d <-rcat s\.reas on the deterrent 

effects of bombin~ of Ja~n f r o.-. China. All of t h" p~'ople I Vlked 

t o who had been t r ai nl'd in Jap~n or ~1ho claimed to knoll the J apanese 

th >U-'ht t~t, being so methodic!ll, they would consoU<Inte their 

positions in Indo-China en d Thllilind, con<~truct air • nd suppl.v bases 

be~ore movin~ on Singaoore, ~nd would Jli)Ve on Singapore before ventur­

i nn: to t ake tho Dutch East Indies . 

\'iit h r efbrence t.o peace or a ppeaee:nent , I personally heard 

nothing. Hollington Tong, Vi ce Minister of Inform- \.ion, who acted 

r.s interpreter {>nJ rl.th •·lv>m I bec•<Un intimrte , t.oltl me th·t there 

-Nero peopl e in the Government "who were weary of t he war" but that 

n ·ne of then ~er dared sne•~ to t he Generali sstmo alon~ t bes& lines. 

Tho Gener ali esimP himsel f ae~ured me that he would not m•ke e 

srp r •te pe ce w\th Ja~'n no matter how attr•c•ive the ofrer . The 

only peace in which he would ~rticipnte would be ono arran,~d by 

hlt'ric~ , Br1t,.1n, Soviet Ru• .13, ChiM and J&pi>n, under the ch&ir­

m•nship of ~n Ameri can. The main obj rcti ve of the prAoe shoulrl be 

pence for one hundr"d yea rs . lie ns pr"pared to be generous •nd 

not vindictiv~ t o achieve this end. Par enthetically, I mi~ht remark 

that en'P"aved on the ceremonial dag=1er be presents to each gen•ra1 

i a a motto that r une •o'lletbing like this . "I t iG a di sffr ece to n 
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Clillt.&ry m n ao lon"' 1111 pny Chinese oil h W111Pr Core1"11 doodna•.io'l . • 

I think that Chhn" cPn b<' h .. l d in lin~ with a litt.lr c~ ~r •• nd 

rttent ion from Am~ric .• . His attitude toward Am•rica i s compounded 

p•rtl.y of sentiment ~nd p"rtl.y of self-intrrr~t . He admirl'a Am• •·ica, 

and p< rticularl.y you, t-remendously, 8nd to be treated as l!n eou.•l " r 

ally would me1\ll a great deal t" hlll. Short].y ~ .. fore I arrived he 

compl3i ned t o Clark-Kerr that Britain nrvcr treated China as an al].y, 

not even accordin•r h• r t ho treatment accorded Turkey. Ho i a most 

anxious th:•t China be regarded as a "democrncy", taking p· rt in the 

common world stru r~le of democracies . Fron the point of virw of 

srlf- interest he i s r •lying almost entirely on AmPric~ h lp in th<' 

'reat work of po•t-•ar recon~truction . He rev rted to thi~ t.opic 

11gni n and agJin. He l:eers much more resentment to1:ard t ho Britioh. 

I think it most important , in addition to giving m:1tori <1 oi d, 

t o "'0 out of your , ... y to "7 nice thin<rs about China and to Spe"k of 

her in the slime leMa now used to>rar• En~Uond . Also , as sxtelhinJ 

to be kept in mind, thr surrender or our intPre•t in t he Shanghai 

Intern·tioncl. Sett.lem,.nt in the post-l'lnr settlement would enormously 

enh•nce our goodwill in China. Chin~~ resents dPeply tho Treaty Ports . 

One further topic may be ment ion"d under this geMrAl hAadin~. 

Chil'ng i s afr:Ud thAt the J apanese m:l,Y invoke their belJ.itcr eney 

right.s in order t o extend the b1oekade t o ship:s ca.rryin • cargo 

destinod for Chinn. I n s uch eirelllllbt•ncea he hopes that you will not 

r ecognize such ri~hts •nd that you will be prepared to embargo J apen 

and provide convoys for s hips to China. This matt er i s outs i de ~ 

province but it occu.rs to me thct a judi cious "leik" t o the errrct 
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thnt Am~rica to~ considering poe•ill~ reprisals should J ap•n 

invoke her belli gerency ri.>ht o mi{lht h~vo a wholesome reotrain­

ing effect . This possibili ty also ~~·teste the desirability ot 

rushin~ ,..ttril'ls to Rangoon and I nJiA, 

XII - $u~~eetions ~nn Recomrncndl\•iona . 

The following su •gesti ons and recommcnd8t i ons 8~e b•1Pd on 

the assumption that i t i s to Amedc:a ' s i nterests ( a ) th• t China 

should contin~e an intensifi ed campni<~ agoinst Jopnn , ( b) thnt 

America should p·.rticipate in e.n.y peace, (c) th.. t pclitic•l Pnd 

econocic stat llity in China be lll:'int 1ned, (d) thst. eoodwill 

toward Am· rica be built U? 1n Chinn 1\nd (e) th•t ::e p rticip.•te 

in China ' s recon~truetion aftrr the war . 

l . FinAnci~l Veae~res , 

a . The f r eezin" of Chine~e bal'nce• in the UnitPd 

Stntes, The Generalissimo tv> a v~ry strong feelinzs on 

this mntt•r end, t<!ter urging the nPcessi ty of thP •c i on 

verbally on me sevPr al ti:nes, gwe me a stron~:ly writ t en 

appe~l to you. I earnestly hope toot. you cnn comply with 

his wishes 1n this matt er . 

b. The conclusi on of oxeort r nd stabilizat ion l onne. 

These b:. ve been ban;-.iflg fire for a l on; t be. The General­

issimo hopes thst they cnn quickly be concluded. II<' would 

prefer a s1n ~l~ board under tho Chai~>nship of K. P. Chen, 

to administer the vari ous stabilbation funds . I think, 
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ho··ev~r , th.ot he could be shom ttl<> de•i rability or ~.,.,..~. te 

Sino- British •n<! Sino- Am r i crn Bo• :-<Is einc~ it apr.e•r~ thL•t t he 

1\".ndll.n~ of t.h,. ~"unds will bf' for Guite c.iat i "ct purpo3ea. He 

hopes t hL t t he $5 milli on a month limitation on the l'vnilr.bili ty 

of th .. Am~ricm funds 1"111 b<o WAived. I think al o thPt. "'" would 
gain by m;tki ns t his 1•eeturc of full trust -nd co 1fid~nce in hin. 

2. l.lilit~r:y Aid. 

I v.'lls c;i ven a completl' lis t of t he c rtillery, anmunitio•t •nrl 

ordn·.nc!l raw 1111\t~rial nPeds of' tl:e Chineso Arnzy, a::uunti nlf to 

$207 l'llillion . In IVIrlition, thA Chin·~" "'Oilld l i.I<P -• m··rv pursult 

shipu 11nd lons-r'n·:e bonber~ lis we can epr>"e . I t =n stre•sed 

continually th.ot all tl.es i tecs werr necessarv in order to assU'·e 

the of!nnsi ve . I think that , i n r eleasing mnter i el rnd pilots, 

you could arrive et a more definite under t nding th·t En offen ive 

vdll actually bo unde rtakon, A fir~t-clPSS militory div~raion 

in Chin- should h-ve " decidedly deterrE-nt ftffPct on any c•>ntem­

pl ated Japanes~ move soutbv.nrd. 

I n addition to the m~re purely militAry s uoplies, tre Chine$e 

vmnt ond need hel p in t ransportati·•n m•teri ul . Tr" Generali,simo 

asked me to convey to you his desi r e for h~lp in ( a ) f innncing 

a railr~~d from Kunmin~ to the Burmese border to connect ~th the 

Burma Rail road which the Briti sh hnve agreed to extend from 

Leshio to the border and ( b) securing about 35 new or old t ransport 

pl ne thnt could be us~ f or ni r frei~ht , toeether with civilien 
ilo' to fly such pl rws . 
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IIDit ucy ai d to China hno hitherto been on n thrr a sporadic 

!•nd ad hoc basis. I vent ure to sug>:est t he desirAbility of m: king 

cf'rt ein organizational cht>n:~ee thl>t would ensure th•t Chinese 

needs be consi dered along with ru~d weighed ng:' ins t t hn needs of 

Britain , Greece, end our o1.n def ense . This might be cion,. by 

ext~nding t he terms of r eference of your new Cabinet Committee ~nd 

by a t t aching mo to it in some capt.ci ty t o ensure th~t Chinese needs 

for mctcricl , priori t i e s, etc. 1 are r iven propPr COl>sidPt•ati on . 

Finally, I 11'0uld repeat the su"g~>st ion tn."(>e earli"r trot one 

or two hi<;h- rankil'l!! nPvl>l aviE.tion ~>nd p<'l'h'pS rrmy st eff offic<.'rS 

be disp~tch.-.d on a flyin:: inspection end consultati on trip to China . 

I n addition to t he infonMtion secured, vl>ich I think would be 

valuable, suc h a visit would ~,ve excellent psychologic~! reper­

cussions in China and, I believe , in Jap·n. 

) . Gener:>l. 

a . Polit i cal rod Economic Adviser . 

The Generalissimo is mos t enxious t o secure en Am~rican 

pol i ticAl Adviser t-nd an economic adviser recommended b;r you. 

b. Fconomlc Mission, 

He i s also anxious to secure a j oi nt An~lo-Amcrican 

economic missi on under th~ chail·wms bip of t<n Amt>ri can . 

I shoulo like to dis cuss both these requests with you 

vPrbally. 



c . Neces_e,&,rY Ad'!tinistyative Clv>n,•re J.r..£!:1!!1~ · 

DuriM "¥ vhiL I l:f'C' m" convinc d true t. the u ~l'tar,y 

reforms nl'ceaaary to check n V•t-y a• rioua i n tl•tion nnd to 

ensure s001• mMsur(' or fin•·nci 1 st bility t'w·in.~ and ft~>r 

the Wl\r cannot ~ nrl will not he carri• d throw:h by the present 

ltlnister of Fln:ince . A chin,,. for U, bet.lt•r h~r<' ia 

abaolut..-ly e5sentinl. . UnJ (1118 t.hie ill don<' economic ndvi;-('rs 

or econa:ic mi~si~ns wilJ te ~ble to acco~ou h little. 

Thi s , again, iK a lll4tt•'r I llh'>uld likt> to dhcuss more fully 

nth you \'Ctbal.ly. 

d. Po:.I - War Proh1Nn4 

As I mentioned earlier, Ch1n1P 1> r• l.yin • v-ery 

hcovil.y on Am ·•·icon a.:~si t • nce i n the po •. t - wnr reconutruc­

tion of CMna. l!e hopt>s tho t >' rrBngem~ntE can be -.orl<rd 

out wh• reby we will be able to dispoaA of much of our older 

and • surplus" e<.chin• 17 to China, tOI't'thtr with supplying 

skilled techniciBns . He conceives t.lv•t thP Economic 

Wi~fion he proposed would concern i tself l nrgely with 

poet-"cr prol l em.s . 

H. said that in the post - we! devdopnent of China 

tho State y,ould a38ume a predominant role , that he IVI\S 

ooposcd to the priv11te exploi tation of n'tur.u pow~r resources, 

thot. he wi~hed to avoid ,;rent inequ,.lit.:y in incomes and 

wenlth, nnd thst ho ~as det~rmined to cart~ out lEnd 

re"orms so that thos~ who tillec tho soi l would own i t . 
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e . Publicity •nd Our RPl•tions ith China , 

OnE< of the most effective wnys of encourap.ing China 

end deterring Japan would be to go out of our way in giving 

evidences of friendship, close collabo1·at ion end admirat i on 

for China. This can be done both overtly and through 

"inspired" s tories cominP, out of Y.'ashington. Si nce China 

is really a dictatorship, tre chl<r ' ct~r of Chicng Kai-stek 

himself i s a prime desideratum in our forPi •::n policy. I 11m 

convinc"d that his sentim~ntPl att~chment end admiration for 

AmPrica and for you in p•rti~ulsr could be ~reat1y incre<sed 

tlu'Ough care on ow· !*rt t o accord the sane t .. eat.ment to 

Chino as to Britain, f nd by mor e personal evid•nce of fri end­

chip from you. As I told you, he reads ev ry word of your 

speeches und considers you tre ~reatest m.~ in the world. 

The extreme considPration I r eceived in China was sol ely 

attributable to my off ici el relationship to you. 

The gr·eat influence America now has i n China can be 

ex"rted not only to furtrer our o•m interests in a narrow 

sense, but also , if we have sufficient wisdom and goodwill, 

to gulde China in her development as a e rcat power in the 

post-v.a,. p< riod. China is at n. crossroads. It can develop 

as a military dictatorship or as n truly democratic stete. 

I f rte uoe our influence wisE'ly we may be at.le to tip the 

scales in the l atter direction and, through the inau~ation 
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of pol i tic:.l , soci ' 1 M d econo:nic r eforms and t he cnh· nce­

ment of t he efficiency and honc.;ty of • he bureaucra cy, 

contri bute t owarrl • he ..ell-bei ng o f hundreds of millions 

of peopl e, • nd indirect ly t o our o•·n fut w·e well- bei ng. 
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