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THE WHITE HOUSE

WASHINGTON

January 3, 1944.

MEMORANDUM FOR
THE SECRETARY OF STATE:

5[ am enclosing herewith a
message for the Generalissimo, which
I wish you would read and send.

I am also enclosing a copy for

your files.

F.D.R.



THE WHITE HOUSE
WASHINGTON

January 3, 1944.

MEMORANDUM FOR
LHE SECRETARY OF THE TREASBURY:

FOR YOUR INFORMATION.

F.D.R.



January 3, 1944.
FOR: GENERALIBSIMO CHIANG KAI+SHEK

I have had the "flu" for the past few days and am only
Just able to attend to the vast amount of work.

The Becretary of the Treasury has sent me a recommendation
which I hereby quote to you Just as it was written:

® 1. The faets regarding inflation in China and the possi-
bili of its control through the use of dollar resources are
as followst

Inflation in China, as you well know, arises from the
grave inadequacy of production for war needs and essential

civilian ¢ tion. BSupplies have been drastically reduced
by enemy occupation and the cutting off of ta except the
mli“mtl that come by air or are smuggled from occupied
territory.

The Chinese Government cannot collect sufficient taxes
or borrow from the people in ddequate amounts. As a consequence,
the Government has been issuing 3.5 billion yuan & month, twice
the rate of a year ago.

The official exchange rate for yuan is now 5 cents;
before Chine entered the war it was 30 cents. The open market
rate for yuan in U. 5. paper currency is one cent and in terms
of gold one-third of a cent.

You have suggested the possibility of our selling
dollar curreacy for yuan to be resold to China after the war at
no fit to us. No doubt something could be done to alleviate
inflation through the sale of gold or dollar currency in China.
I have received the following message from Dr. Kung dated
December 14t

' You will be pleased to hear that the recent
gold lhlmt is one of the outstanding factors

contribu to the strengthening of fapi, because
Poople Delisve that the arrivel of gedd Bas 1n-
creased the much needed reserve of our currenecy,

thereby influencing the stability of prices.
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The action of the United Btates Govermnment
re-affirms to the Chinese people that, despite
difficulties arising from the blockade and the
cumulative effects of over six years of war
against the invasion, China has a powerful
friend desirous of :irmmm China's
economy as conditions permit!',

However, while something could be done to retard the
rise in prices, the only real hope of controlling inflation 1is
by getting more goods into China. This, you know better than I,
depends on future military operations.

2. China has trlied two similar monetary remedies for
alleviating inflation without marked success:

1. The Chinese Oovernment issued and sold dollar
securities for yuan, setting aside $200 million of the aid granted
by this country for the redemption of the securities. (These
securities were sold at exorbitant Erqﬂt to the buyers. For
instance, a person holding $100 in U. 5. currency could have

uadrupled his money in less than two years by selling the
gurr-n for yuan on the open market and buying the dollar

securities issued by the Chinese Government.) I believe that
the program made no significant contribution to the control of
inflation.

2. The Chinese Government has recently beem selling
gold at a price in yusn equivalent to $550 an ounce, about
fifteen times the official rate. We have lhigp-td to China more
than $10 million of gold and they have sold about $2 million of
gold for « 7This program has not been tried sufficiently
to warrant any definite conclusion as to its possible effect.

China now has $460 million of unpledged funds in the
United Btates and is getting about $20 million a month as a result
of our expenditures. China could use these funds in selling gold
or dollar assets for {mm although in my opinlon such schemes
in the past have had 1ttil effect except to give additional
profits to insiders, speculators and hoarders and dissipate
foreign exchange resources that could be better used by China
for reconstruetion.

Under the eircumstances, a loan to €hina for these
purposes could not be justified by the results that have been
obtained. It is my opinion that a loan is unnecessary at this
time and would be undesirable from the point of view of China
and the United States. Large expenditures on ineffective measures
for controlling inflation in China would be an unwise use of her
borrowing capacity which should be reserved for productive uses
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in other ways. On reconstruction, it is too soon for us to know the
best use or the best form of the aid we might give %o China.

Recommendations

For the past five years I have had a deep admiration for
the valiant fight that the Chinese people, under the leadership
of Chiang Kal-shek, have waged against Japanese aggression.
Therefore, 1 am in complete sympathy with your position that no
stone be {eft unturned to retard the rise in prices. Using the
tools we have at hand, I pecommend the following:

1. All U. 8. expenditures in China, currently $400
million yuan & month and rising rapidly, be met through the
purchase of yuan with gold or dollar currency at whatever price
we can get them for in the open market. This is equal to more
than 10 per cent of the present rate of issue.

2. Accelerate the shipment of gold purchased by China
to twice the amount we have previously planned to send. It
should be possible to raise gold shipments from $6 million a
month to about $12 million. At the present price for gold in
the open market this would be equal to the present 3.5 billion
of yuan currency that is being issued.

The i-¥:et of this two-fold program should contribute
to retarding inflation, always bearing in mind that the basic
reason for inflation in China is the shortage of goods."

I tnink, however, that in addition to this program we
should have a very high-class Commission visit Chungking and
confer with both you and Dr. Kung and try to work out a complete
meeting of the minds on this difficult matter.

This happens to be the first telegram I have sent in
1944 and it carries to you and %o Madame Chiang very waram regards
from my wife and myself.

ROOBEVELT






December 18, 19L3

MEMORANDUK TFOR THE PHESIDENT

You have spoken of toe request of Ceneralissimo Chiang-
tal=3hek for an asdditional 1 bllllon of financial sild to
China to be used to help control inflegtlon and for postwar
reconstruction.

V4 .
ine facts regarding inflation In China and the possi=-
bility of its contrel through the uwse of dellar rescurces
gre as lollows:

Inilation In China, as you well know, arises from the
grave insdeguacy of production for war needs and essentlsel
civilian consumptlon. Supplises [ave been drastically re-
duced by enemy cccupe tion end the cutting off of imports
except the small amounts that come by alr or are smuggled
from ceccupled territory.

Mme Chinese Covernment cennot collect sufflcient taxes
or borrow from the people in adequate smounts. A3 a conse-
juence, the Govermment has been issulng 5.5 billieon yuan =
month, twice the rate of & year ago.

The of flclal exchange rate for yuan is now 5 cents;
before China entered tie war 1t waas 50 cents. ine open
market rate.for yuan Iin U. &. paper currsncy ls cne cent
md In terma of gold one-=third of a cent.

You have suggested the posslbllity of our selling dol-
lar currency Ifor yuen to be resold Go Laina ai'ter the war
at no profit to ua. No doubt somethling couid be done to
alleviate inflatlon through the ssle of gold or doller cur=-
rency in China. I heve recelved the follovwing message from

Lr. Xung deted December 1y:

"ou will be pleased to hear that the recent
gold shipment 1s one of the outstanding factors
contributing to the strengthening of fapl, because
people belleve that the arrival of sold has in-

REGRADTZD UNCLASSIFTED
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creased the wmuch needed reserve of our currency,
thereby Influencing the stability of prices., The
action cf the nited States Covernment re-affirms

Lc Lne iLhlnese people that, uespite difriculties
arising fmm the blockads and the cumiulative ef-
fects of over six joars of war against the in-
vasion, China has a powerful friend uesircus of
strengthenlng China's economy as condltions permit.”

flowever, whlle something could be done to retard the
rise in prices, the only real hope of controlling inflation
is by getiing more goods Into China. 1Iuis, you know Detter
than I, depends on future military cperctions.

I

China has tried two similar mone tary remedies for
alleviating Infiation without marked success,

1. 'he Cninese Government lssued and sold doller
securities for yuan, settin. aside 200 million of the
ald granted by thls country for the redemuticn of the
securities, (These securities were sold at exorbitant
profit to the buyers., Yor instance, a person holding
100 in U. 5. currency could have quadrupled ris money
In less than two yesrsa by zellin: the currency ior yuan
on the cpen narket and ouying the doliar securities
issued by the Chinese Government.) I believe that the
program made no significant contribution to the control
of inflation.

€. ‘he Ch_ nese Government has recently been selling
sold at & price In yuan equivelent to 550 &an cunce,
about fifteen times the official rate. le have shipped
to China more than ;10 million of gold and they have
sold about 2 million of gold for yuan. ihis program has
not been tried sufficlently to warceant any definite con-
cluslon as to its possivle effect,

Chine now has 2460 miliion of unpledi.ed funds in the
United States e 1s _etting sbout “20 willion & month as
a result of our expenditures. China could use these funds
in sellin. gold or uollar assets for yuan, althouzh in iy
opinion such schemes in the past have had little effect
except to ;ive additlionsl profits to insiders, speculators
snd Loarders and alssioate forelgn exchange resources tast
could be better used Ly Cnina for reconstruction.

REGRADED UNCLA ~<trmp
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Under the clrcumstances, a loen to Ubina for these
purposes coula not be Justified by the resunlts thZt have
been obtalned, It is Iy oplnlon that & loan 1s unneces-
Sary at this tlue ad would be uniesirable from the solnt
of view of China and tae United States. Large exsendi-
tures on ineffective fidasures for controlling Inflation
in China would e en unwise use of her berroving ca acl ty
which siould be reserved lor groductive veess/in other WaY S .
om feconstruction, it is too soon for us io know tne best
use or the best form of the aid we mignt give to China.

necommencaations

For the past five years I have had & deep sdmiration
for the vuliant Tight that the Chinese people, under the
leasdership of Chiang-“al-thek, Lave Wa.ed agalnst Japanese
assression, nerefore, I am in comple te sympuathy with
your sosition thet no stone pe ‘el't unturned te retard the
rise in prices, Uslng the tools we 2ave at nand, I recom-
mend dhe followling:

l. All U, 5, expenditures in China, currently 4,00 mil-
lion yuan a month ana rising rapidly, be met through the
pulchase of yuan with gold or dollar currency at whatever
price we cen get them for in the open market. nls is
equal to more than 10 percent of the oresent rsate of lssue,

2. Accelerste the shlpment of gold purchased by vhina
to twlice the mnount we have previcusly planned to aend., It
should be possible to r.ise gold shipments from 6 mlilien
& month to about {12 willion., At tne resent price for
gold 1n the open market this wou.d ve equal to the present
3.5 biliion of Juan currency that is veing issued,

ihe impact of this two-Told prosgram should contrioute
to retarding inflation, ulways bearlng in mind thet the
basic reason for inflstion in China 1s the shoritage of
soods, U

le/13/745
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THE WHITE HOUSE
WASHINGTON

- - - -~ 4 e

- - —
AT AT,
i bt = 44l - i e v
- P o == - MO T ” 24 —-
- - o - L -
L . 9 s - W
ke - -y il “
-
o T de Vs o - = da
ok L dsa :
" —t
] L] . : | e I=
et ; L
-~ e |
= -
T 2 - - . i R | -






THE SECRETARY OF STATE
WABHINGTOMN

January 5, 1943

MEMORANDUM FOR THE PRESIDENT

We are sending off your message to President Chiang

Kal-ghek regarding the question of the loan, It ocecurs
to me that 1t would be helpful were we to have Ambasgsa-
dor Gauss deliver the message by hand and accompany ita
delivery with an oral statement, Toward putting into
effect such a procedure, we might give Gauss an instruc-
tion such as 18 indicated in the draft here attached,
I would appreciate having an expression of your reaction
to this proposal. If you faver this can you have one of
your secretarles notify me soc that I can have Ambagsador
Gauss withhold the telegram for a few houre until the

proposed Bection 2 1s received?



Secotion II,

It 13 to be expected that this messsge will be dis-
appointing to the Chinese. The Department feels that 1T
would be well for you in your diseretion to deliver it in
person and to seccompany the delivery with an orsl statement
to the efreet that although on 1ts face this wesssge may
sound unresponsive to the Chinese request, it constitutes
in fact an evidence of the President's confidence in /'resi-
dent Chiang snd his feeling that there existe between Chiang
and himself so firm a relstionship of mutual snd reclprocal
friendly understending that he 1s willing to lay before
Chieng the exact text of the opinion expressed to hiu by
his principal financisl sdviser, the Secretary of the Treas-
ury. This 18 2 clear indication of s desire to discuss the
guestion involved on its merits and without reservations or
gonceslment. The many factors ‘nvolved 'n the problem of
China's finences snd of affording of finsneciel assietance
by the United 3tates to China mske the whole question very
comnlicated. The President's exoression of hias desire to
send to Chine a commission of high cuslity for the purpose
of considering snd diecussing with the Chinese »ll sngles
af this snd related problems 1s elearly indicstive of a

desire



desire to hendle the whole matter in a2 manner which will be

te the real sdventage both of Chins and »f the !United Strtes,

PA/H:3KH : MKW PA/R FE
1-5-44
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'f g _ DEPARTMENT OF STATE

THE SECRETARY

January 15, 1944

MEMORANDUM FOR THE PRESIDENT

In pursuance of your memo of
January 14, 1944 there 1s attached for
your consideration the draft of a tele-
gram which 1t 1s pronosed to send to
the American Ambassador at Chungking
in reference to the Embassey's telegram
of January 13 communicating a mesgsage

from Mr, Adler to the Secretary of

the Treasury, —%’{/

W

*
M)' W %
W\
B\
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CHUNOKING (COHTINA).

The-freasury Department having now algnifled to the
war Department and to us thet it no longer des!rcs that
the War Department witlhold actlon on a [ilnanclal sgroe-
mont with the Chinese Oovernment, we have now resched an
understanding with the Uar Department on the busis of wiich
this Department will expect witlin two or three days to
tssue you instructions concwrrently with actlon Ly Lhe Lar
Derartment in instructing Oeneral 5tilwell, Those inatruc-
tions relate to the problem presented by the dillllcultles
mentioned in Adler's nessage to the Secrelery of the Trea=-

sury cormunlicated in your number 87, Janusry 15, 2 Dele

In this connection please conslder slso our telegram

mueber 61, January 12, lldaipht, reportlng & conversatlon
which officera of the Department !ad with the Chlnese irbas—

sador on January G

PR JEBR: MET FE



- s

THE WHITE HOUSE

NS

E; i January 14, 1944.

WEUORANDUM FOR

THE SECRETARY OF STnTL:

Will you please let me see

the reply to this before it goes?

F.D.R,

T :
f&ﬁf‘%&

@

JAN 14 1944

Eovmwen o &



HEL Chungking
This telegram must be

closely paraphrased be- Dated January 13, 1244
fore being communicated
to anyone. (8C) Rec'd 1350 p.m,

Secretary of State,

Washington.

U.8. URGENT,

87, January 15, 2 p.m,

SEZCRET,

I near Ifrom a mest reliable scurce thatg

(4) Work 1s proceeding on only four of seven
bases China promised to construct and for which we
WEre to pay. Three bases on whilch work 1s not pro-
ceeding are much more urgently needed than the others;
in fact, delay ln their conastructlion will seriously
impede war effort this theatre. Reason China ia
holding up work on them is that we have not committed
ourselves to pay for them at offlelal exchange rate,

(FROM ADIZR TO SECRETARY OF THZ TREASURY ONLY)

(B) In addition “hina undertook to build other bases
for which she is to pay. No (repeat no) work bein; done
on these bases,

Understand white House will be Interested in thls
information which should not be communicated to other
sources in view of its delicate character,

GAUSS
REP
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THE WHITE HOUSE
WASHINGTON

January 14, 1944.

MEMORANLUM FOR
THE SECRETARY OF b1aTL:

Will you please let me see

the reply to this before it goes?

F.L.R.

Segret telepram, 1-12-4/ tn Secretary of

State, from /Ambassador Gauss, Chunsking,.
»n work 18 nvmoceeedine on only 4L of 7
bagses China nromised to construct, for
which we wewra 40 nav, Teason bheine that
we have not committed ourselves to navy
for them a* official exchanpge rate. Tm-
hodied in telesrem 18 messare fror Adlew
to Seev, Treasury, saving thet in addition
China undertook te build other bases for
which she is to »nay - no work being done
on these,
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THE WHITE HOUSE Y
WASHINGTON

L1

January 19, 19Z4.

MEMORANDUM FOR
THE SECRETARY OF '"T4¥ TRFASURY

I find a delayed letter from
Mazdame Chlang which suggests that
the Generalissimo would be willing
to send Dr. Kung to Washington.
Don't you think thaot would he a
good ldea and that we should accCept
it?

F. D. R.



THE UNDER SECRETARY OF THE TREASURY

WASHINGTON

January 20, 19uk

LEMORANDUY FOR THE PRESIDENT:

Your note of yesterday regarding the
delayed letter that you had received from
liadame Chiang with the suggestion that Dr. Kung
come to Washington, was received by me today
in the absence of wecretary Horgenthan,

I have talked to him on the teleohone and
also to the State and War Departments, and we
all feel that Dr, Kung should come to Washington
to discuss the pending mattere between Chine
and the United States. This, it would seen,
changes the draft of cable which the secretary
read to you over the telephone yesterday, We
have, therefore, collaborated with the State
and war Departments on the altached draft of
neéw suggested cable for you to send to the
seneralissimo, The Secretary of State and the
cecretary of War have apnroved this course of

action,



. THE WHITE HOUSE
WASHINGTON

January 20, 1944.
WATCH QFFICER
CODE ROOM
STATE DEPARTMENT
The President would appreciate

it very much i this messapge could go

of f immediately.

E:I‘:J ol r\..l - T'I.i.ll:_f
PRIVATE SHCROUTARY
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CABLE MESSAGE FI'OM THE PRESIDENT TO GENERALISTIMO CHIANG XAI-SHEK

I have earefully studied your recent message transmittad through
Ambassador Geuss, and I fully recognise the extent to which Chima's
resolute war stand has remdered her economic situation acute. 1 am
fully mindful of the importance of taking every nractical cooperative
step to make possible the most active prosecution of the war as well
as to make possible an orderly development of industry an! trade after
the war.

I think it important that you should understand our special problems
over here. I cannot escaps the feeling that because of the distance
between us there may ba damger that we may fail adequately to work out
our common problema and may rush into decisions which would not be in
the Interests of either of our peoples.

I think that your suggestion transmitted to me by Madame Chiang
that Dr, Kung be sent to "sshington is a good one. If he were here the
various financial and econcmie problems involved in the situation eould
be fully discussed to the mutual a’iwantage of both countries.

Meahwhile, I should like to make this specific suggestion: Just
before receiving your message I had approved Instructions to General
Stilwell and to Ambassador Gauss to take up urgently with your Government
the muestion of our military expenditures in China, I sho 'd like to
suzgest that an arrangement such as General Stilwell and Ambassader Gauss
are autherized to propose be adopted temtatively on the understanding
that our Army experditures in Chima during the next few mont's ean be
expected to be somewhere in the neighborhood of twenty-five milllon U. 3,
dellars each month,



Mmmﬂlwdmuhhhtmmthmt
in a ﬂlﬂﬂhhuthnﬂumhlhnd-dmhlhuqhth:—hm
nfh-ﬁmhmhﬂ:iu,thhmthﬂﬂrmwﬂhhﬂm
costs of its war effort in China including housing as well as construction
uduﬂnumlwmtvﬂlhmandwmstﬂ-u
and the Ambassador.

ROOSEVELT
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YR 4 THE UNDER SECRETARY OF THE TREASURY

WASHINOTOMN

January 24, 1gul
SECURITY CONTROL

TO MISS TULLY:

The State Department received a cable from
Ambassador Gauss asking for a clarification of
the last paragraph in the Fresident's cable of
last Thursday. Awmbassador Gauss thought that
the Chinese might misinterpret that last paragraph
because of what he feels is an inconsistency
between the last paragraph and the immediately
preceding paragraph.

The State, War and Treasury representatives
have coneidered the matter and, while we do not
feel there is any inconsistency, we have drafted
the attached substitute for the last paragrarch
of that cable and sent it to Ambassador Gauss,

We thought, in view of the fact that there is no
change in the sense of the paragraph, that you
were out of town, and that speed was important,
it was not necessary to bother the President with
this slight change,

This is merely for your records.



The following paragraph is to be cabled by the
State Department to Ambassador Gauss to be sub-
stituted for the last paragraph of the President's
cable that was sent out on January 20, 194k,

Furthermore, since you say that your Government
is not in a position to continue any direct main-
tenance of American troops in China, this government,
in order to cover all of its military expenditures
in China, including such maintenance as well as
construction, is prepared to place to your account
the U. S, dollar equivalent of any Chinese funds
made available under general arrangements that will

be suggested by General Stilwell and the Ambassador,

Despatched January 24, 19ul,
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THE WHITE HOUSE
WASHINGTON

February 7T, 13944

here 1s A very lnteresting privote
letter from Joe flsop to me.

L hope you will not give it to
snybody, becouse 1t would meke an
ungodly amount of trouble for Joe,

1 sey nothing of Chenncult.

H.L.H.

DECLASSIF IED
Archivigt of tha U. 5,

By ¥. J. stewart Date F‘EB 713?2

By Deputy

B cc—acac_ ¥



i

Jenuery 14

Dear Harry:

I venture to hope you may spare time for a ruther detsiled report
of the current situstion here, =ince it is extremely unsutisfectory, znd
since I doubt if enything like the true pleture cen reach you, as they say,
through cnennels.

The central fact is thzt since certein of the comaltments made
et Celro had to be abuandoned efter Teheran, the Generclissimo hus refused
to &lloiw the Yunnan forces to pertleljpute in the Burme ceupsign. This
has automaticnlly reduced the campeign, es & similer deeision did last
year, to &n operution of the Wingute type. It hng elsc lef't an sluost
complete vecuum, so far es future plunning is concerned. Ewven before
the Generaulissimo geve his finul word, General Stilwell, seelng the slgus
were bed, took off for Ledo and placed himself at the hesd of the Chinese
troops there. le hus pussed thut lest weeks in & series of petily ssiraishes
with the Jspenese, the cbject of which has been to deumonstrete thut the
Chinese troops trelned by hiu are superior in quality snd may be relied
en for an important eflfort. As the casuslties heve comnonly been counted
in aozens, the two &nd three cnd four pege telegrams which deily report
the Leco operaticns have not been wholiy convineing. But ou the besis
of the demcnstration ¢t Ledo, he hopes to bresthe life into the Burma
Cumpalgn's corpse, by persusding the British (and I suppose the Cenerclissipc
elso) thut the project is feasible even sfter being shorn of the sup orting
operatiocns planned st Cuiro. In my opinion, he huas no wore chunce of
doing so than of flying over the mocn, but as he is incapsble of thinxing
in any other terms than of marching somehow into Burme, his sttea.t wis
to be expected.

The airficulty is thet while Genersl Stilwell is playing soldiers
at Ledo, the entire nilitary mschinery is peruiyzed. There is much else
that cen be done, becides the Burma cempuign. Indeed, I think it possible
to demonstrote thet the substitute operations will be more eftfective than
the original plen. Dut the substitute opersticus require cezreful plenning
end some time for preperation, und every week passed in & fruitless
effort to breathe life into the corpse of the Burma project progressively
dinishes the chance of the substitute oporutions being prepared in time.
Thuge we cre now in greve denger of losing our opportunity in Chine more
or less completely. OStilwell's steff assert thet he will return to
Coungking about the end of this menth, ond thet he will continue to
interest himsell only in the revivael of the Burme Project until Febrw.ry
15. If, by theu, hie has not succeeded, the project willi be given up es
hopeless and substitutes will be reviewed. A loss of thut much time will
be irrepurable, 1f the existing miiitery orgunization in this areu is
to be reided on to ples up the pleces. For it is too unwieldy, inefficient
and unimsglnative to work the near miresele which wil. then heve to be
worked if preparations for other operations ure tu be compieted in tiue

o
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to take savuntepe of the gooo Chinese fighting weather next summer.

A similur parelysis afflicts the Ef;incae, bul for a different
reason--woney. You are, of coursc, fumiilsr with tne negotietions con-
cerning another Awericun loan to Chinu, end conceruing the exchange rate
vt which we sequire Chlnese dollcrs for military expenditures here. had
Generul Stilwell not fletly refused, in the first instance, to hove enything
to do with reciprocal lend lewuse. By hls refusal, the present exchunge
reciet wos esteblished, and the Chinese were accustoued to our peying
1l U. 5. for every §20 Chinese which they chose tc print. The vistes
opened ocut by this srrangement were exguisitely delightfui. &t relotively
smell cost, they could hope to end the war with & kitty of wround
¢1,000,000,000 U. 8., obteined &t relutively suell cost, snd stashed
pway for future use, either in Chinese internal polities, or to develop
their rescurces., Neturaliy, therefore, they sre clinglng to the arrenge-
ment lize grim deusth. At the present moment, construction of sirfields
for the Very Long Renge Bomber Project is being gruvely iupeded, becuuse
the CGenerasllssimo requested confirmetlon of the President's proulse to
pay for these flelds, and Genersl hnrshall replied that the U. &. would
indeed pey for them, but st & felr exchinge rate whiech would have to be
negotluted. Desire of obtaining the losn and the best deul possible cn
the exchunge rate, or in other words, of teking care of thelr post-mer
fipapeial situntlon, is now uppermost in the minds of both Genersllssimo
end iladame. The Generalissimo will not toke the initistive in proposing
& revised military progrum because he feurs thut by invelving him in
controversy with General oStilwell snd his friends, so—doing will roek his
finencinl bout.

If TV were still in the ;icture, this story would, I think, be
quite different. He <nows how nmetters stund, wnd, frunkly, itches to
do scmething sbout it. But slthcough there has now been & femily recon-
ciliction, end he hes seen the Generulissimo in & friendly, socisl way
three or four times, he is not in & position to intervene.

Thus the Very Long Renge Bouber Froject is now the only mujor
project ahich is offleciuily planned to be undertucen in China during the
next twelve months. With respect to this, my worst fecrs huve come true,
The Chinese hirforece, u couple of weess sgo, wep esked to submlt its
plans for cooperating in the sir defense of the Chengtu bases. It replied
by asilng who was to couwund the project. After soue esburrussed coughlng,
Genersl Struteseyer snswereo from Delhil thut personsal responsibility for
executing the directives of the Joint Chiefs of Staff for this Project
would be vested in General Stilwell, und thrt he would delegtte the re-
spongibility of wetusl commend to his gir adviser, Generzl Strotemeyer.

I herdly know whethier the injustice or the militery unsoundness of the
prozosed srrengement is the more striking.

ifter mll, you heve in Chine & men who hus devoted the lust
seven yeurs of his lire to studylng now to beat the Jepenese in the air
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here. For the past twc yeurs, he Los consistently held the Juxanes

at bay, infileting serlous dumuge on them also, with ridiculously inferlor
forces. The record proves, I think, that he is one of the three or four
most brillisnt air leaders of the wers Even I find it hard to Kecp in
mind the true dimensions of his schievewent, except ut moments when it

is brought squurely home by sccident. (One of these occurred tie other
duys A Pollsh bWajor, who lec the Kuselusiko Squadron, highest scorer in
the RAF, through the Battle of britain, end has 17 Germun plunes to his
eredit, ceme out here to fight for o few months with the Fourteenth
Airtorce, I sew him when he was leuving for home, sfter adding two Japs
to his bag, and asked hiw whet he thought of the pleture out here. "It's
the hardest alr fighting in the worid," he answered. "l've been seventeen
yeurs & flying officer, end I sitw the worst wecxks of the fight over
England, but 1t wes nothing lixe this. I wes gled to fly as & wingman
for & bearless second lleutensnt until 1 learned the ropes. 4nd now 1
want toaback end tell our people ubout the methods used here, because 1
think they wili be invelusble when we go into Eurcpe." His neme is
Urbenowiez; he hus almost every British and Polish decoration, snd he ie
on his way to report to the RiF und his government in London, in case

you wish to check him up.) Yet although this 1s Genercl Chennsult's
recora, he has been pessed over in favor of un amiable militery politiclen,
who hagpens to stend betier with the powers thet be, becouse Le was not sc
outsposen in eriticlzing their esriler errors of theory. He 1s quite
calw vbout it, having expected no better, but frenkly, it mokes me sick
vt heart. OSurely our supply of winning Cenerels 1s not so great thoet we
cen efford to ignore and kKick them rouna in this munner.

So much for the injustice. It is still worse as s military
aerrangement. For es I wrote you before, alr opersticons here in Chins
are & sort of conjuring trick, needing the wost careful coordinution snd
centralized plenning. You cen imcgine whet the results would be if two
conjurors, one of them grossly lnexperienced, tried to ituke the suue
rabbit cut of the sume hat. Thet is sbout the best perrallel 1 can give
you for the proposea division of air commind here. The operstions of the
Fourteenth hirforce proper and of the Very Long Range Bouber Project
ought to be like & boxer's right and left. The blows of cne should
reinforce the blows of the other. Each should be timed in relution to
the other. Eseh should support the other. Under the proposed arrengement,
gll thet will be quite impossible; instemd, the divided coumend will con-
stitute en open invitction to Jepunese counter-coperaticns. Counter-operntlons
can eusily be prevented if the wir effort is constantly plunned to keep
the enemy off balance. But if you confide the heaviest artillery of the
gir effort to an inexperienced theugh amisble men, working uncer rigid
directives from kashington planners who cannot even remoctely conceive the
fighting conditions here, you virtually insure thut it will be us und not
the enemy who sre off balance most of the time.

Wor is that ell. The directives thewselves, from whet L hear
of them, ure dengerously theoretlcal, and written without due regerd for

REGRADED UNCLASSIFIED
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the locel proglem. lore thun helf of tue VLR Bomber strength is to be
bused tt Chengtu, in the remote interior of Free Chine y 85 & concession to
Genercl Stilwell's oft-repectea theory that the Japunese can cepture

the forwurd sairbuses in East Chine whenever they have 8 mina to. The
exilre distance which the Dombers will huve to truverse to Jupan wilii
waterlelly reduce their bomb losde, thus weukening the militery effective-
ness of the effort. Furthermore, on the wey out they will be flying
reletively low, and heavily leden, end must pass over the entire belt

of Jepenese hela territory North of the Yongtsze, which is thickly inter-
8Spersed with fighter fields. The Japsnese heve & worksble gsort of Radur,
und bringing down the bombers will be like shooting sitting ducks, no
matter how powertul their armament. Genersl Chenneult pointed sll this
out to General Stritemeyer when the project wcs first proposed, but Generzl
Streteweyer guietly forgot the argument, so thut ¢t Cairo, when General
Chenneuit mede the sume points, severul of the seshington plenuers present
expressed surprize to learn of the fighter flelds north of the Yengtsze,
The Project was then revised to provide for besing o iittle less then helf
the strength in East China. Low if Enst Chine cen be used us ¢ brse ot
all, despite General Stilwell's concern, there is no logicel remson why,
being much the best buse, it cunnot be used for the whole Froject.

You msy wonder by now whet the Substitute operations for the
Burme Caupeign, wentioned cbove, mey be. They are both simple end un-
attended by serious risk.

& With strong nir support from the Fourtecnth Airforce s &nd
slight use of heavy bombers to pulverize the enemy positi. ns, the Chinese
forces next susuer should easily be able to recapture Icheng--the gotewsy
between the two productive creas of free China, whose repossession would
be the biggest single contributicn to inproving the Chinese economy. They
might also be eble to cleur the Japunese from Hankow wnd other Yengtseze
positicna. They cun co this becuuse Ichsng end Hankow are entirely
dependent for supplies on the river dline, &nd this supuly line cen be ecut
by &ir ection. With thelr supply line cut, &end thelir positions pounded
from the air, the Japanese trocps ougnt tc ceve in under relatively siight
pressure,

b. The Fourteenth iirforce proper should be prepgered for a
serious offensive aguinst Japenese shipping. With rewusoncble forces end
Supplies, everyone who hes had experience with the test sttecks on Jupunese
shipping to aste, from the Genersl down, sgrees that o minimum of
200,000 tons mounthly can be accounted for. It is downright eriminal
stuplcity thet this opportunity has not ¥et been tuken. nhen it is teden,
tie duy when the Jupanese positions in the South must erumble for wunt
of supiort will not be fur off. The sume uir offensive should account
for & gre:t strength of Jepanese airplanes, thus also hitting them in a
second vitul spot. Two wecks ago, I at lemst persurded the Genersl to
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expouna wiis plen in full to Lord Louls dountbutien, Generel necemeyer,
uud tie others of the SEAC group. They were so lupressed by ite _otentis
ities thut Wiey lmuediately recomuended it be given pricrity over every
other type of effort, including the longer runge bombing of Japun. But
it needs greparstion. It will be bused in East Chinu, snd to divise
necesaury trunsportution facilities between the Yunner vir teruinals and
the krst Chine beses will wlone be & work of months. The present fuellit
tre grossly inadequute, end Gener:l Stilwell's stefi hes so faur refused
to lift & fiuger to luprove then.

c. The Very Long Runge Bouber Proj ect, under unifiea commend
with the air offensive ugainet shipping snd eir povier, belng used, ug I
Litve sald, us the boxer's left.

A progrem of this sort will not only contribute greetly to hsast
ing the progress of the war. It wilil &lso provide m more then adequate
substitute, in the mind eof the public, for the Burm caupeign which Las
feiled to wutericlize, There ere literel.y no obstecles to such o Urogre;
except thcse crestec by waste time, inefricienc; snd lack of imcginetion.
So mueh time has been wested now thet 1l @i not sure shether the existing
bed mechlnery can put the progron over. Wuly 1 is the dete when recdine:
should be ctininea for the entire effort, since the best fighting weether
begins then, and is of such short durati n=-Live wonths--thut &ll of it
must be used to achieve maxiumun efiect). Frenkiy, I don't believe the
Job will now be uone, unless the existing muchinery is improved. The
exsiest wey to lmprove it would be to confice the top comuend to Generul
weueueyer, who kKnows how to work with everyone, hes 4 reul uncerstinding
of the militery probliem fnere, end is & young efricient msn. Forgive ue
lor waging so impertiient a suggesticn. I cennct accument the £ind of
slvuction which exists here in tue preseat steff, becruse 1 ieck spuce, [
1 assure you, there never wes an outlit in worse need of belng pulliec
sherply together.

I wish I could tulk to You. I am sure that if I could uote
chapter and verse, es it would be eusy to do for every reunr< in this
letter, you would feel 2s I do. I know how difficult it is to uet in
tlese uatters, in view of the various impediments to sction. Yet it will
be so trugie, so wasteful, if no uection is tugen, thet 1 cennot forebeur
to pley the busybody in this menner once more,

Yours as ever,
(8) Joe Alsop
P.S. One of the politiciuns! argumente (geinst giving Generel
Chenneult comnuend of the VLR Bowber Project is thut he "does not understand
heevy beouburdment. I sugpest that you check this statement with Gepersnl

irnold's trusted subordinete, und cne of the best heavy bomber men iu the
idrforce, who comusndea the 308th heuvy bomb group in Chin: uncer the Gener

TTTRADED UNCLASSIFTED
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December 31, 1943

The honorable
Hurry Hopgins,
The White House,
heshington.

Deer uir. Hopkins:

Following up the conversations which General Stilwell
tnd 1 hed with you end the President tt Caire, I enclose u
memorandun which I hope will be of interest,

From time to time I expect Lo prepere other brief memorends
on verious preblems confronting us in Eest Asie end shall send
You ecopies.

Should you wish to discuss Far Esstern Questicns with experts
in hushington, I have two names to Bugpest: John Carter Vincent
tnd Leurence Selisbury, Vincent's neme, I recell, you knew. He
ig now with FEA. Salisbury is & Jaenese lengusge officer, as
Bohlen is Kussisn und 1 Chinese. He hos served in both Japun end
Chine, investiguted on special orders irom the Stute Depertment
the Japenese occupstion of Menchuria end until & menth or two be-
lore Peerl Herbor served as politiesl maviser to Ssyre in Menile,
He has since been Assistant Chief of the Far Eustern Division,
hendling Jupenese and Korean maitters.

Sincerely yours,

(s) John Davies, Jr.
Second Secretary of Embesay
Detailed to Genersl Stilwell

Btate Meny I atemr, ]m o 1q?2
By J. Sthsuii Lagw ;
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The Generslissiuwo is probebly the oniy Chinese who sheres the
popular hmericun uisconception thyt Chimng Kai-shek is Chinu. Tiis
congeniul fletion is worth examining.

Japun's attucs ceught China in mid-passcpge between semi-feudulisn
end wodern stutehood. External pressure in the form of Jupenese
eggresslon ifaposed & temporary unity on the verious elements struggling
to deteruine whether Chine wes to develop along democratle or suthor-
iterisn lines. Public pressure compellec Chiung, who wus the strongest
of these elements, to become the symbol of & unified naticnel will.
The internal confliict was suspended.

This situstion continuec so long s the Ja snese sttempted to
bring China to its knees by military memns. But cfter the fnll of
hankow in 1938 the war enterec & periocd of military stagnation
whieh has continued until now. Japun edopted instesd o shrewd
policy of politicel and econcumic oifensives designed to bring sbout
Cninese disintegration snd collapse. Confronted with this new
Japenese tactic, which promised hiu socme respite ut the expense of
other Chinese elements, Chiung chose to sbendon Chinese unity cnd
retrogressed to his pre-wer position &8 & Chinese militarist secking
to dominste rether then unify snd leed.

The Generalissiuo seeks to dominate becruse he hus no apprecistion
of whut genuine demccrecy meuns. lis philosophy is the wnintegrated
proauct of his limited intelligence, his Jepanese mi.itary euucntionﬁ,

his former close contect with Germen miiitery advisers, his wllience
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with the usurious banker-lendlord class, and his reversion to tne
sterlle woralisms of the Chinese clussics. The primitive power
complex whieh wes his originel motivation hus developed into e
bigoted conviction thut Chine can realize its destiny oyly uncer his
preceptorship.

Chiang's technique of dominastion is adroit political manlpulutic
of the verious elements of the Chinese politicel scene and, subsiciaz
employment of & gangster secret police heuded by Tai Li. He is the
desder of tie HKuominteng, which he would wish to make his totaliteris
party. But the Kuomintung, once an expression of genuine nationclist
fae¢ing, is now an uncertsin equilibrium of decadent, competing fueti
with neither dynamic principles nor & popular base. Such control
&g Chlang has over the Kuominteng is echieved through playing the
factions within the party one tguinst the other,

Likewise in the larger nstionul scene Chieng, often utiiizing
the Auomintang, manipulutes & politicsl bslence among the residual
warlords, dissident groups in his own eray, provineiel eiiques, the
so-callea "Communists®, uinor pertles una even the Jujunese-created
puppets. The wnorgunised Liberals and intellectuals tre & potentisai,
not an immediete threat.

CLicng's peramountcy is, therefore, insecure snd unsound. Eis
reluctence to expend miiitary strength sgeinst Japun, his anxicus
preoccupation with securing domestic supremacy, his suspicion of every

cne wround him and his inereesing emotional instebility betruy a
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subconscious reulizution of this.

Becuuse his Auomintang Government hes nc populer base, becsuse
the centrifugul forees in Chine Ere growing under prolonged econonie
strain und bectuse the Soviet Union mey join the war ageinst Japen
und enter sanchurie wnd North Chins, the Geuemliaai:n:: faces next
vear the gravest crisis of Lis cureer,

dhiet foru and course the erisis will tuke is iwpossible to predict.
Bertein contributory factors, however, are clenr. One is the ineress-
ingly independent auttitude of the Chinese Communists, who now sy
that they no longer fear Chungking. "If Chienp wants to comuit
sulcide on us, thut suits us,." Another is the gccelersting eccnomie
disintegration. 4 third is the growing restiveness of certain pro-
vinelal end militery fecticns. Any one or u combination of these
wey be sufiieient to eccomplish Chieng's downfell,

By reversing Lis policy of sixteen years! stending, reforming
the Kuominteng and tuing the leud in & genuine united Iront, Chiang
could surely survive the crisis. But the Generuiissimo is (.ot only
personelly inczpuble of this, he is & hostage of the corrupt forces
he menipulstes.

In this uncertain situstion we should avoid committing curselves
unaitercbly to Chieng. We should be ready during or cfter the war
to edjust curselves to possible realignments in Chine., ile should
wish, for exemple, to avoid finding ourselves at the close of the

war bueking & coalition of Chiang's Kuominteng snd the degenerate

Mﬂlﬂ.l‘thr 1-11-72
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Puppets egelnst u dewocrutic eoslition Comsending Russien sympethy.,
The sdoption of & mere realistic policy towerd Chiung Kel-shek

toes not ween wbandonuent of our objectives (1) to eeplteiize during

the wir on Cnina's position ou the Jepenese Ilenk, wnd {2) to build

up ul'ter the wer & strong end independent Chins. On the contrury,

it will meen thot we shall be more likely to schieve these objectives.,

4 resiistie poliey towerd Chiung woula be busen on (1) rececgniticn

by us thut the Generulissimo is higuly suscepticle to firw coordine ted

Americen pressure, (2) stern be rgeining (in consultation

with American representatives in Chnins) ond (3) recdines: to support

& strong new caditicn offering cooperttion mutuelly zore bemeficinl

to Ching ena the United ot tes.

New Delhi, Indie

December 31, 1943
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February 8, 1944.

Res Interview with T. F, Tsieng.

T. F. Tsisng, who is currently expected to be
the next Chinese Ambassacor, called on me thls
morning. He raised several points which muy be of
interest to yous

l. The recent constitutiorsl changes in Russia boded
i1l for Chna. He intimated that this paved the

wey lor the setting up of puppet regimes in Manchurie
and Untr: Mongolia, und even North China. I was
inelined to disecount this possibility.

2. Korea. On Kores he made two points, (1) being
tivt we should extend aid to representatives of
Korea ag soon ag possible and (2) that Ameriea
ghould join with China in establishineg and meintain-
ine the new povermment in Korea,

3. On the Chinese communists he expressed the fear
that uninformed Americen opinion might tend to
incite and encourage the Chinese communiste and tlus
make the task of the unification of China more
difficult, I obscrved that any ocutbresk of hostili-
tiez between the Kuomintang and the ecommunists would
undoubtedly ve deplored by all scctions of American

opinion,
wuclilin Currie i
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February 21, 1944.
MEMORARDUM FUR
ADMIRAL LEAHY

I have carefully checked the
I'lles and find that I have no
letter even remotely resembling
the information given out by
Ambassador Wel. Frankly, in view
of this, I think that we should
run down this story, verify it,
and get a denial from Ambassador

Wei.

F. D. R.
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WASHINGTON
Pebruary 24, 1944.
MEMORANDUM FOR

ADMIRAL LEAHY
ADMIRAL KING

I have only one amsndment to Admiral
King's memorandum of Pebruary 2<nd in
regard to Chinese naval requests.

I agree with (a) and (b) with the
understanding, of course, that the numbers
and ggiz: of vessels should be suitable
for se needs, i.e., smsll vessels
suitable for river and close-in-shore

In regard to Chinese naval personnel
in our schools and on board ship, I agree
that we should not undertake this at this
time. I think, however, as £0On as we
have & base on the Chine coast, we should
z:f- both officers and men instructions

a school to be organized there, In
other words, we can safely teach them
how to run ﬁ:l.-ul engines and what might
be called preliminary instruction in boat
and patrol eraft handling, omitting, of
course, any new things ch are secret.

P. De Re
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February 23, 1944

HMEMORANDUM FOR

The President.

The attached memorandum from Admiral
King In regard to asslistance that we may safely
glve at the present time to the Chinese Navy,

is forwarded for your information.

ontsiamE G-
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March 2, 1944.

My dear Carlsoni-

Your letter of the twenty-third of
February has come at the very moment when I am
reading of your wedding in today's paper. Ny
hearty congratulations to you and your Missus.

You and Jimmy must have had a very
interesting time at Tarawa and Makin on this
last cruise. The careful preparation certainly
counts in the long run.

In regard to China, I think we are
going through a transition period -- especially
the part relating to North China. I have done
my best to keep some of the Chinese leaders
from taking more positive action against the
Eighth Route Army leaders, but it secus to go
hard with the Generalissimo. I am sure,
however, that the time will come when we will
all -a.na you back there.

My best to you,

Always sincerely,

FRANKLIN Do BOOREVELZ

Licutenant Colonel Evans F. Carlson,
4th Marine Division,

¢/o Fleet Post Office,

S8an Francisco,

California.
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~ Raider Carlson
~ On Honeymoon

P —— ey,

SAN DIEGO, Calif., March 1
(U.P.) —Lieut. Col. Evans Carl-
son of Plymouth, Conn., leader of
the Marine Rangers, ‘“Carlson’s
Raiders,” who made the now fa-
mous raid on Makin Island, and
Mrs. Peggy Whyte of La Jolla,
Calif., were believed honeymoon-
ing today. Carlson, who gave his|
age as 41, and Mrs. Whyte, 31,
took out a license at the San
Diego county clerk’s office yester-

day. J
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4th Marine Livisgion,

U/o Fleet Fost Office,

San rrancisco, California,
23 February 1944,

Derr Mr, President:
1 am again taking advantage of your
graclous invitation to write to you.

Since 1 saw you last June I have not
written because nothing occurred within my exverlence which,
1 felt, you were not receiving from other sources. Uluring
this period, as Ylanning Officer of this Livision, 1 devoted
myself orimarily to the task of solving the problem of
selzing atolls at a minimum cost in human life (to us). While
Jim was golng in at Makin, last November, I went in at Larawa.
We were both actuated by the same motive: to observe technique,
especlally from the landing force angle, and to attempt to
perfect 1t. The essence of our observations was incorporated
in the Kwajalein plan, with gratifying resulte. Although 1 wae
convinced, from the time we made our approach past Wotje with-
out submarine interference, that the Japanese high command had
decided to pull back to another defense line and cut his
losses in the Marshalls, L still feel that at Hoi-Namur we
effected a sound atoll-seizing formula.

The purpose of this letter 1s to suggest
that the time may be ripe for ground work to be done in
North Uhina by someone with my experience, looking to the
time when we can link up East and West through our Pacifie
operations, I have the confidence of the leaders in the
north, Mao Tze-tung, Chow En-lai, Chu Teh, and I have the
respect of the Chungking leaders, though my criticiem in the
past has made me less popular with them. he fountain-head
of democratic action lies in the north, and it is in that
area that we will find our most reliable information and
our most devoted support.

This is merely a uug%eation Erumpted by
my own intultive feeling regarding the Western Paciflc

situation, and passed on in the hope that it may fit in with
your own plans. As always, I am prepared to undertake any
mission which you may declde will advance our collective welfare.

With warm personal regarde, and with
renewed aseurance of my admiration and confidence, I am,

The Honorable Franklin D, Roogevelt, "?;;%ﬁf’

President of the United States.

—————— —

e



4th Marine Divieion,

C/o Fleet Post Office,

San Francisco, California,
23 February 1944.

Dear Miss Tully:
1 enclose a letter which, I would appreciaste,
if you would hand to the Pregident.

I hope that things are going well with you,
though I know that preeent conditions must impose an
extraordinarily heavy task on you.

The recent operation out here was a source
of deep gratification. At last we have a power house
with some drive in it, a power house which makes the Jap
scream "Uncle", and with a fraction of thelr losses to our
own forces. The democratic way may be slow, but it ig
implacable and irresistable once in motion.

With kind veresonal regards,

Sincerely,

%

e ianan
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/4 1600 Pennsylvania Ave., N,
Washington,
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Lt.Col. E, F, Carlson,
4th Marine Division,
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THE WHITE HOUSE
WASHINGTON

NMaroh 16, 1044,

PERSONAL
MEMORANDUM FOR

THE SECRETARY OF THE TREASURY:

To tell me what you sugrest.

F.D.R,

’ergsonal letter to the President from

Madame Chieng Kai-shek, Hweilin, ¥wanecsi .

- 1 " - 3 o e : . S - e
~-17-4L4, Te the finanecial arranrement between

the ' merican troons and the Chinese Govt.

Stat~s that the Generalissimo would 1ike *+he

H""’*""F‘ & ko ~'-‘(‘:1-': =0 C‘“"“T ns o ™= 171::"_-:-111;,-, ",i"lvf-:: eI -
nowered with full authority to consult with
Chine Govt. methods for solvineg of China's
critical economice and financial nroblems us
surcested in one of the President's mesasares
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interesting conversation

with Mndeme Sun Yat-sen.

Leuchliin Currile




Chungking, China,
14 February 1544,

MEMORANDUM 3
SUBJECT: Conversation with Hadpme Sun Yat-gen

T t Assistant Chief of Staff, G-E.{Stiwall'l Gﬁnmc:‘

I oalled on Madame Sun by appelntment on the afterncon of
February 10th, She was more cutspoken snd spparently nearer
to belng bitter than on any of the previous four or five
times that I had met her,

The following briefly summerized notes of some of her re-
marke may be of inter=st, Qur conversatlon wes a rambling
one and 1t 1e imposslble to reconstruet the senuence of the
toplee mentloned,)

She has recently bteen invited by "several organizations"
to visit the United étﬁTFH (ghe d1d not neme these but I was
glven the impression thet they were relief htodlee, particular-
1y thosze suprorting her work in China, such as the American
counterpart of the China Defense Leapue)., She had planned

to sccept thle invitation and hoped te leave eerly in Maroh,
She has, however, been bluntly told that she will not be per=-
mltted to go abroad.

She believes the resson for this refuesl 18 the violent
repction of her fnmilﬂ and high Kucmintgng officials to the
publicstion in REYNOLD'S WEEKLY, a British Labor magazine,
ef a report that she had sent a messnge to bodies in the
Unlted States, desceribing the blockade a;rainst the Communists
and calling for ite removal so that medicines snd other sup-
plies could reach the Communiste and so that all Chinese could
be glven an equal chance to fight Japsn. Following the re-
ceipt in Chungklng of copire of this article she was separstely
visited by Wu Te-chen, Ho Ying-chin snd Chang Chih-chung.

Their line, which she characterized as childist lecturing,

was to upbraid her for "agrnﬂdinﬁ baseless rumors", "appealing
to foreigners", "washing China's dirty linen in the foreign
press" and so on., She admitted that she had written concern-
ing the bloeckade to American friends and supporters but

polnted out that everyone has always known thet these are her
viewe and that her organlzation, the China Defense League, is
primarily lnterested in getting rellef to the Communist con=
trelled areas. She mentlioned that her family was "very annoyed",

Joking wryly about restrictions on movement, she mentioned
that even sueh a pereson as Feng Yu-hslang had to "request per-
mieelon" teo visit Kunming and had not ae yet, though the re-
queet had been made for some time, received permission.

She goornfully diepoeed of Kuomintany stortes that the
recent officers' plot wes Communiet inspired by saying thet if
it was, the Kucmintang would not be wllling to negotiate
with the Communists. She sald that the plot had been wide-
spread, had not yet been completely uncovered, was "Fascoist"
in epirit and ob)ectives, and had caused considerable concern
in the "highest places",

Although she did not know the reasen for the Cencralieeime’
trip to Hengrnng -- saying "my family doesn't @lsouss political
affalre witn me" -- ghe mentioned that Haueh Yueh was very

dlasatliafied
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dissatisfied and thet Pail Chung-hel, even theugh he had no
troope and hence had to profees loyalty to Chiang, wae un=
haupy.

She nsked what foreigners knew and thought of T. V.
Soong'e fall from grace. My ignorance beyond the surrent
rumors seemed to disappolnt her; she sald that she was Just
ag muck In the dark beeauce she wasn't taken intc the family
eounella, She mentioned, however, that T.V. wns "terribly
demoralized®, a statement which she asked me by personal note
oen the following dny to coneslder ans having been "very dis-
couraged" At thils and sevrral polnts in the conversation she
spoke of Ehinng a8 cold, hard, violent tempered, a warlord,
and "nothing but a dictator",

Discussing the war in China, she believed that those in
bower encourapged the idea, pleasing to them, that the war
would be won by other powers and outside of China., She re-
marked that there wers many who did not want to have to
Prosecute the war actively snd eald that there was nt present
a steady flow of people to and from "the other side". As an
instance she mentloned that the wife of an important Nanking
offielal (ehe gave the name in Shanghal dlalect but the surname
was Wang) 16 now in Chungklng staylag at the home of Chu Chia-hus,
alsg o0 <hia-hua's wife (who was 1iving in Hongkong when the
Pacific War broke out) 1s now en route to Chungking, She has
recently been seen seversl times ot Macaso in the gompany of
hlgh Japanese offigers. In response t0 s guestisn as to whom
theee representatives could contaet in Chungking, she replied:
“ﬁn{hudyh, and went on to say rather seldly that Wu Te-chen
would talk to anybody mnywhere and would even go to the alr-
fleld to meet them (undoubtedly a refersnge to the receptlion af
Wu Kal-hsien).

Regarding Sino-Amorican relstlons, she sald that Deetor
Kung wee "very worried" over present fristions snd the possibil-
Lty of adverse American reactlon toward China, She anparently
d1d not know th= detalls of the present negotiations.

Sino-British relstinns, she categorically sald, had
"deteriorated p great desl since the faire gonference". She
expressed the opinlion thet British poliey 1s "more colonial
then ever®,

She did not know of any change in the Forelen Minister-
ship but said definitely thst Wed Tao-ming was returning to
the Unlted States and would leave Chungking in about three
weeks,

As 1 was leaving, she apologlzed for having delayed my
eall, saying that she has house guests and has diff'iculty in
gettin the living room alone, At the same time she thanked
me profusely for taking her some new books, remarking that she
hae "lots of time for reading"®,

Madame Sun's relstions with her own family and the leaders
of the Kuomintang can be considered a gauge of the trend of pe—
lations between the Kuomintang and the 1ibersl $ruuﬁu. I coula
not help getting the impression that Madame Sun's position 1is
now a stralned and diffioult one and that she is more than ever
a prisoner, She implied thie in a rather defisnt remark when
discussing the displeasure oVer her efforts to have the anti-
Communist blockade 1lifted: "All they can do 1s to keep me
from traveling®.

John 8. Service

SHate Dep? Sae. atlacled T 51 @l
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Excerpt from Time of February 14, 1944

"Voice from Chungking

"Tiny, gentle Mme, Sun ¥nt-sen epeaks rarely. But when
she does speak up for the libersl, demoaratic -program of
her late great husband, her words can be strong as bitter
tea.

"In a message which reached the U.S. last week, this
independent member of the Entent Soong Family (elsters,
¥mes, Chiang Kai-shek, H., H, Kung; brothers, T. V, and
T.L.) spoke in her sharpeet veiln. Said Mme. Sun!

"'Reaction and faseism in China are strong ... This 1is
proved .. by the diversion of pvart of our natlional army
to the tesk of blockading and " unrdins“ the guerrilla
areas, by the fact that s-m= g8tlll hold private profit
above the national interest, by the oppression of the
peasantry and by the absence of a2 true labor movement...
Some Chinege reactionaries are preparing [eivil war] to
destroy a demoeratic sector in our struggle, That sector
ie the guerri]}n bases in Horth 2hensl and behind the
enemy lines...

"This statement amounted to a direct attack upon Gen-
eraliesimo Chieng Kal-shek's poliey toward China's Com-
munist Army, a demand that the U.,S. supply the Communiets
as well as Chungking'a nationaliet forces. In Chungking,
no one but the Generalissimo's revered elster-in-law

would have dared to ralse China's most explosive problem
in such a fashlon, and even she must have had some pressing
urge to do so.

"The Gissimo's Minister of War, bespectacled, anti-
Communist General Ho Ying-chin, told New York TIMES Cor-
respondent Brooks Atkinson: 'There will be no civil war
... The Generaliessimo's plan to solve the Chineses Com-
munist problem by pacific and politicel means l& progressing
satisfactorily with every chance of succeeding.'"
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20 March 1944

MEMORANDUM for: Mr. Shipman

In the interest of public safety, it is recommended
that the papers on the attached list be eppropriately
safejuarded and restricted from public view until the

termination of the present war,

JOHN W, MARTYN
Adeinistrative Assistant.

1 Inol.

;
List wfattached papers,
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301 Auntralia liomo from President to Gon, 9 June 19,2
(6-9-42) Harshall with {nclosure -
letter from Australian Legatlon
to President, 7 June 1942,
Momo for Oen. Marshall, Gen. Armold 22 April 1942
and llarry Hopkins, from The President
Nequests preparation of reply to send
to Chiang-Kal-Shek re Chinese roquire—
manta, :
Hecelpt Acknowlsdped:
T Bignature
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April 22, 1942.

MEHORANDUM FO
GENERAL MARSHALL

GENERAL ARNOLD
HARRY HOPKINS

¥ill you Jointly prepare a
reply for me to send to Chiang Kail-shek?

F.D.H.
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With what has beern happenine lately, T em afrald you could no lonrer
avold having a frank heart=to-heart talk with the President, which I am sure
he will no* misunderstend. As you know, I have to fight contimally arainst
demoralieineg Aocubts on the part of my officers, who conglude that Ameriecan
attitude towards China is in essenoce no different from that held by other nations,
that both in the all=important matters of joint-staff conferences and war
supplies, China is treated not as an equal like Britain and Fussia, but ms a
ward,

The President has consistently shewn himself o be the one rreat friend
of China, and I mey sey on ovr part we have been lovally responsive, We have
placed Chinese ermies under Americen commend, an® we have shown every reasdiness
to support American policies, scmetimes even epainst cur om jfoudmment. A1l
that we have and all that we are, we truly and unreservedly crntribute to the
canse of the Tmited Yations,

What & contrast this ir to the attitude of the British an? Rusesians whe,
whenever it soncerns their ovm interests, will not make comeessions in the
ranernl interest, so that to this day they will not concede %o the "mited States
the direction and the location of the Supreme Military Council. The result of
this non=ccoperation is that there is in existence no organization to formulate
and execute over=all stratery, and every country loocks to fts ovm immediate
interests, so that the Axis is suscessfully imposing its rrand stratepy. What
a difference there is betweem cur attitude towards the ''nited Stetes and that
of Britain and Russial

If in future the Angplo=American joint staff is not enlerped to include
Chins, and China is kept out of the Munitions Assirrments Board, then China would
be just a pewn in the pame. OGandhi told me when I visited Indiay "They will
never voluntarily treat us Indiens as equals; why,they do not even admit your
country to their staff telks." If we src thus treated during the stress of war,
what beccmes our position at the prace conference? You must insfst thet we have

our % stand, end we have our own indeperdent position to uphold.
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With all the President's renercus enthusiasm for China, and with the
immense fund of roodwill there is for her in this country, the Generalissimoc's
message is one of despeir. China hes principally lecked artillsry and planas,
and after one year of Lemse=Lend motivities her position in these resrecte
has hardly been improved,

In artillery, except for e few anti=tank puns, only 7 three=inch
howitzers have arrived in Burme, Indie end China with 8500 rounds of emmunition,
i.7y, about 65 rounds per pun, These sre the only runs available for the
Chinese ermiee in Burma.

In airoraft, since Lend=Lesse started, no combat plares have arrived
in China although & handful hes arrived for the American Volunteer fAroup,
Some pursuits for the Chinese airforce that arrived in Indis were taken over
by feneral Brereton's Tenth Pursuit %roup, The Generalissimo has urpently
asked for 300 planes to save the situation in Burma. Instesd the Tenth Pursuit
Group has been diverted to Wavell's command,

In shipping we sent three shipe per month in January end February,
In March we sent only one shipload, and in April only 1500 tons.

The President has accorded generous recornition of Chine as one of
the feur prineipal powers fighting arainst the Axis. But in the matter of
supplies, Fussis is protected by & protocel. The 1, 5. and Britain are on
the Munitions Assigrment Board, but thev sre interested parties, legitimately
anxious to build up their own armies. Chine, in effect, 1s thusz in the lowest
priority rank, both for supplies end shipping.

When China's requirements are comsidered, freguently she is not even
consulted, When consultaticns are made, Chinese representatives sppear for
a hearing, end a verdiot is arrived at without their lmowing the basis for
the decision. Apain, these decisions are frequently adverselv chanped without
consultation or even explanation.

There ie no intention to lodpe complaints against the personnel of
the illar Jepartment. They are but human, WWith this backrround and this set-up
in which Chinn does not perticipate in the Munitions Assirrment Hoard, she
must remain & forleorn client.

Then there is the queetion of Air Transport. The President was
anxious to maintain & route to Chine after the fall of Rengoon, and mssirned
100 transpert planes to the Indie-China air service., Omly a handful of them
are in operation. The air transport staff on the srot haz become over-cautiocus
and stated that before Yovember only 265 could be placed in service. Experts
of the China National Avistion Corporation, a subsidiary of Pan-Americen
Airweys, testify that the whole one hundred airplanes sculd be employed now
if & minimum of operation risks are taken. War does not admit perfectionism.

Finally, the Generalissimo feels himself entirsly out of touch with
the main decisions of stratery, which profoundly affect China's future. Whether
an offernsive will start from Australia, whether it is considered feasible to
hold Burma, what stepes are taken to protect the Indian Ocean route, what air
forees will be sent to India, Burma and China, on all these vital gquestions his
role is thet of an occasional listener. Also, be 1t remembered it is from
these declsions of stretery that stem= the question of allosations of munitions.

How that Burma and Indie are in danger and physical isolation threatens
China, the symbol of China ms an motive and full partner to the lnited States
becomes even more important to combat war weariness and the powerful propapanda
of the Japanese that theire is a war for the vindieation of Asin.

On these grounds the Teneralissimo basces his two reguests;

,...-r".ﬂ (1) That the Anplo=American Jolnt Staff be enlerged to include China,
o *‘) (2) That Chine be recresented on the sub=committees for Tround



HEADQUARTERS OF THE GENERALISSIMO
CHINA

(Translation)
chungking, Lluth Marcii, ivész,

Dear President Rcosevelt:

The bearer of thls letter General Hsiung
Shih-Fei, a8 committee member of the Council of
Military Affairs, is coming to your country te
represent China on the Alllied Military Council.

For many years General Heiung has been one of my
closest colleagues and his ability is outstanding.
Regarding Japanese military and political problems,
he has net only expert knowledgme but also penetrat-
ing insight. He is particularly well acquanted
with my views on political and military questions,

In my Judgement he 1s the man for the post
to which he is now appecinted. I hope you would
place confidence in him and give guldance for his
work, Any courtesy you show him will be deeply
appreciated. I trust that General Heiung will
make whatever contribution he is capable of if
he 18 consulted.

i Yours sincerely,

(signed) Chiang Kai-shek



4th Marine Ulivieion,

C/o Fleet rost Uffice.

San Francisco, wvalifornia,
26 March 1944,

Uear Mr. Fresident:

Thank you for your very thoughtful note
of 2 March. It was very gracious of you to notice my
wedding. FYeg and . are supremely happy, and 1 consider
myeelf moet fortunate.

‘My trip to New York was unexpeeted, and
wag arranged evidently by Fearl Buck with the Secretary,
to enable me to speak on the occasion of the Bun ¥Yat-gen
memorial. I'm afraid my epeech did not ald my case with
the Generaliesimo for on such an occasion it was necessary
to emphasize the democratie features of Doctor Sun's
program. They tell me the Chinese Miniater wiped hie brow
profusely durlng the talk.

I gleaned from conversations with friends
in New York who have recently returned from the Far East
that the internal political situation there 1s critical.

It 18 moet unfortunate that the Generalissimo has so many
undemocratic leaders around him. The democratic urge among
the people is atrong, and if the democratic elements were
integrated and given sound support the effort agalnst Japan
there would be tremendously augmented. Fror my part, those
democratic elements are the only ones I trust.

Thank you for your confidence. L shall
endeavor to be worthy of 1it.

With warm regards, 1 am,

4.

The Honorable franklin D, Hoosevelt,
Fresident of the United States,

The White House,

washington, D. C,




4th Marine Division,

C/o Fleet Fost Office,

San Francisco, California,
25 March 1944,

Vear #iss Tully:

I have had a number of surprises during the
past month. When L wrote in February L 4id not exnect to
be able to return so soon for my wedding. And the New York
trip was a comnlete surprise. rearl Buck had asked, early
in February, that 1 ageak, and I had declined because of my
presence here in the Pacific. When I appeared in the States
for my marriage she apparently got busy with the Secretary,
with the result that my leave waes extended for the purnose
of making the trip east.

1t was good to hear your voilce on the telephone,
and . avpreciate your effort to make an appointment for me
to see the President. I had not expected to be able to do g0,
both because’'l know how busy he 18, and because I could give
you no advanee notice. 1 had more than my share of his time
last summer, though I must confess that it 1s always stimulating
to talk with him. I have supreme faith in him.

Thahk you for your grand letter, which .
received when I returned to La Jolla. Feg and t are very
happy. I hope you may meet her sometime.

1 returned here Monday, and began burning
the midnight oll immediately. when thie war 1s over 1 ghall
have had my fill of the Pacific. I've trudged it east and
west, north and south, by sea and by air, until I know
every televhone pole.

#1ll you please hand the enclosed note to the
Fresident?

With kind regarde and best wishes, I am,

erely,

Migs Grace Tully,

'he White House, _ e Y
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Lt. Cul E. F, Carlson,

4th Marine Division,
l C’o Flaat Post Orflce

San Mrancisco, Calif.

/25508 N
Ve Migs Grace Tully,
. - ity 1600 Pennsylvania Avenue,

: ;f} | Washington,
“ﬁ”‘ ) .76,
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THE WHITE HOUSE
WASHINGTON - =

darcih 8, 1944.

MEMORANDUX FOR
THE ACTING SECRETARY OF STATE

I am inclined tc think that

we ought to adviee Chilang sai-shex
of this (Stoekholn #757). You

might prepare sonething for my

signature.

F. D. R.

Dispatch from linister Johnson,
dated March o, 1944, re German
officials interviewing scores of
Erniglish speaking men and women of
German and other nationalities for
voyage to China as pseudo missionaries.
Several persons interviewed came away
with impression that plot was beling
hatched against Chiang Kai-shek and
his wife.
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NO DISTRIBUTION - NO STANOIL ) "7 $ho
L_)].) "h'l-b" J‘i. 't"'{
AMEMBASSY, /
CHUNGKING (CHINA).

-SEa.T

Flease communicate to President Chiang Kai-shek the sub-
stance of the following message from the Presideant:

QUOTE According to a report received from a Danish
seanan, soores of English speaking men and women of German
and other nationalities have recently been interviewed at
Berlin by German offiecials in conneotion with a plan to
send pseudo missionaries to China. The offioclals appeared to
be seeking persons whose acocent would enable them to pose as
mid-western Americans, BSeveral of those interviewed received
the impression that the project involved a plot against you
and Madame Chlang,

While this report is unconfirmed and may well be without
foundation, I feel it my duty to inform you thereof,

FRANELIN D, ROOSEVELT. UNQUOTE

OAtASC: ALM
REGRADED UNCLASSIFIED
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DEPARTMENT OF STATE
WASHINGTON

vaveh 15, 1944

MEMCRANDUM FCE THE PRESIDENT

In compliance with your instruction of darch 8 to
the Acting Secretary of State there leg hereunder draft
of a telegram to President Chisng Xal-shek. Before, how-
ever, decision is reached to disvetch the telegram, it
1s urged that note be taken of the followling considerations,
especially number (4):

{1) The eource of the report and the .
charscter of the "plot" both arouse 2 strong
belief that the whole thing is a fiction of
comeone's imacination or at best a misinter-
pretation of a heareay report.

(2) The poesiblilities of putting into
effect any such echeme are so remote ag to be
well-nigh inconceivable,

(2) However, Chiang, receiving the infor-
maticn from the President, will obvlously be
tnelined to give undue weilght to it in spite
of the coneludlng centence in the telegram,

(4) The position of many American miesion-
aries in China even now is not enviable, They
are spled upon by local and party officlals;
their movemente =are clrcumecrlibed; and their
work is subjeeted to unneceseary supervision.
The receipt by Chianz of the report in refer-
ence from the Pregident may very probably
regult in woreening thie situatlon for the
missionaries, particularly thoese in reglons
elose to occupied China.

Enclosure: é)

To Chungking.
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ANEMBASSY, g /
CHUNGKING (GHINA).  pRGRADED UNCLASSIFIED

SEeETT.
Please communicate to President Chiang Kai-shek the sub-
stance of the following meaéage from the President:
QUOTE According to a report received from a Danish \
seamen, scores of English speaking men and women of German
and other nationalities have recently been interviewed at
Berlin by German officials in conneotion with a plan to
send pseudo missionaries to China. The officials appeared to
be seeking persons whose accent would eneble them to pose as
mid-western Americans. Several of those interviewed recelived
the impression that the project involved a plot against you ~ —
end Madame Chiang. T
While this report is unconfirmed and may well be without
foundation, I feel it my duty to inform you thereof.

A
Wl
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April 4, 1944

-

My dear kr, Secretary:

With reference to the message from Ceneral “tllwell
to the War Department (CFE 15551, Aprlil 1, 1944), I fully
coneur in the desirabllity of there being sent an ob-
sorvers' nisslon to the so-called Cowrmniat area. of )
Chinma, With regard to the contents of the proposed mes=
sage from the Fresident to Uenerdlissimo Chiang lLal-shek,
it is su-ested that the last sentence of that proposed
ressage be revised along lines as follows:

"I feel that assent by you to extend this lmpor=-
tant facility to the Unlted States forces in the
China theatre will have a very helpful effect 1n
enhanclng the ;ocod-will toward Cilna of the
American people and in maintalining and strengthen=-
ing thelr continued confidence in China's whole-
hearted cooperstion in an all-out effort to Jefcat
our common enemy, Japan,"

Sincerely yours,

The !unorable
h..nr? L| Sth‘l.ﬂn.

Secretary of lLar,



ADDRESE OFFICIAL COMBUNICATIONS To
THE SECRETARY OF STATE
WARHINGTOM, D, .

DEPARTMENT OF STATE
WASHINGTON

Aprill 4, 1944

N _J

Lal il Ol Lok I o L0004

&

I enclose for vour

copy of a letter which I am forwerdine to the Secre-

o

tery of War commenting upon a prorosal by General

well, concurred in by Ambsssador Gauss, that vou send

& méssage to the senerallissimo urging his assent to

dispatch immedlately of & militery observers! mission

L

to the so-caelled Cormmmunlst aresa in China,

Enclosure:
To the lHonorable

Henry L. 3timson,

] = I T
JegcreLary ol var,

State Dept. Letter, 1.11.72

By J. Schauble Date_FEB 972

BUY

UNITED
FTATES

o A - 1 . ' Alanadd -
il ormatclion and conslderation
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April 8, 1844

Dear !ladame Chiang:

I am glad to receive your letter of February 17,
1344, 1 appreciate your v{aiting the several air
centers where American troops are stationed and, of
course, I am very pleased to learn of the progress
being made.

With regard to the magnitude and scope of American
arny operations in China, I feel tlat this is prima-
rily a military matter which is to be settled among
tlie militery leaders concerned. General Stilwell, as
my refrusantative, will, I am sure, be able to work
out with the Generalissimo, as soldier to soldier, a
solution to the problem. In the discussions between
them, I am sure tlet dve consideration will be given
to the ability of China's economy to support any
contemplated military program.

I am informed that during the last month progress
has been made in the discussions on the question of
providing the local currency for American military
operations in China, and we are looking forward to
an agreement being reached on this metter in the
very near future.

With regard to the other matters raised in your
letter, I am giving them the most careful consideration.

flease be assured that the American Fecsla con-
tinue to have the deepest sympathy with the desire of
the Chinese genple for liberty and liberation and will
continue to do 21l possible to help them achieve these
aims in the ahartauf possible time.

Sincerely yours,

Jndame Chiang Yei-shek,
lieadquarters of the Generalissimo,

Chungking, China.



THE VHITE HOUSE

WASHINGTON

March 16, 1944.
RSONA
MPMCRANDUM FOR

THE SECRETARY CF THE TRFASURY:

To tell me what you suggest.

F.D.R.
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HEADQUARTERS CF THE GENERALISSIMO
CHI KA

Personal
Kweilin, ¥wangsi
February 17, 1944

Dear Y¥r, President,

The Generalissimo and I have just completed an inspecticn
tour of the Hunan front ard are now on cur way home. The Ceneral~
issimo held a five day conference with the military commanders of
this area in spite of the fact that the "Island Iwarfs" bombed
our vicirdty every night.

fn this trip I visited several of the air centers where
Arerican troops are stationed. I took every opportunity to talk
to your boys and to assure them of the importance of the task with
which they are grappling, and the concern which you personally
feel for their welfare, Some of these boys were rather lonely,
for they have been out here for over two years; and, as the ground
crew doas not see action except when enemy planes are directly
overhead, naturally they wonder whether what they are doing is
worth anything at all, It is difficult to keep on working when
one doesn't see concrete and tangible results of one's work,

But the air force at Hengyang, {or instance, has a re-
markable record, and in spite of the paucity of planes snd equip—
ment during t-e past two years they have shot down 140 planes,.

The officer in charge, however, told me that the new Japanese
planes — the Tojos — are so superior to the P-40's that unless he
gets new equipment very soon he will have to pull out of that area
just as he had to pull out from the Lingling area a short time ago.
These boys are doing fine work; and so I hope that somehow new
equipment will be gotten to them.

Here in Kweilin there are several thousand men of the 1lith
Air Forces The Chinese-American Camposite Wing is also stationed
here and from every source I learned that the co—cperation between
our air force is excellent, There is one squadron in the Composite
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Wing now being entirely manned by Chinese pilots and ground crew.
The American comranding of ficer is full of praise not only for
this squadron but also for the squadrons with mixed crews,

The Generallssimo and I had cccaslon to talk to the men
of the infantry training center also located at Kweilin, You
will be happy to hear that everything is going along beautifully
and that the commanding offieer, General Branch, tells me that he
has no complaints of any sort whatever, Probably you know that
this center trains one thousand officers every four weeks,
These officers are selected from armies in active service,
They go through a course of training with American officers.
Upon the completion of their training they, with the American
officers, are sent back to the amy group and there they establish
schools to train otter officers, Unlike the air force, the results
are tangible and visible, and as a result, everybody's spirit is
highs This is the third group in training since the school started
in November. As time goes on, the curmlative effects of this system
of training will reach unforseen consumation, The only suggestion
that the (eneralissimo had to make was that a part of the artillery
equipment in the Yunnan school should be brought to Kweilin so that
there could be a training in co-cperation between the infantry and
the artillery.

Dr. Kung is still in consultation with Ambassador Gauss
and Mr, Acheson regarding the financial arrangement between the
Arerican troops end the Chinese Governments It seems that the
amount needed by the American military in China is of such an
astronomical figure when translated into Chinese Yuan that China's
economy cannot withstand the strain and is imrinently threatered
by collapse, for the more paper money is in circulatien, the
greater the inflation with its attendant evils, Both the General-
igsimo and Dr, Kung are studying this guestion, out it seems that
the conditions advanced by the Treasury Depertment as through Mre
Acheson will affect Chinals ability to continue resistance to such
an extent that there is no way to comply to theme The Generalissimo
is very much worried, for he realizes so well the difficulties you
are facing, and he would so like to lighten your burden, but so
far there seems to be no solution.

Ur. Kung would like very much to go to Americe in response
to your invitation but both he and the Generalissimo feel that
unless there is tangible possibility of & loan the disappointment
of our people will be such that it would unfavorably affect the
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#i ghting morale of the whole nation. The Generalissimo, thereforve,
would greatly appreciate your sending to China a representalive em-
powered with full autherity to consult with our Government methods
for the solving of China's eritical economic armd financial problems
as supgested in one of your messagese Such a person would be greatly

welcomed,

Harassed as we are by the difficulties of our continued

resistance, the Generalissimo and I take comfort in the fact that
Arerica and you are our friends who would do everything possible

to help us fight to victory.
With all good wishes,

Yours sincerely,

(signed) Mei=ling Scong Chiang

(Madame Chiang Kai-shek)

Fresident Franklin DU. Foosevelt
The Vthite House
Washington, De Ce



THE WHITE HOUSE
WASHINGTON

March 15, 19“.
FERSONAL
MFMORANDUM FOR

THE SECRETARY OF THE TREASURY:

To tell me what you suggest.

F.D.R.
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Copy
HEADQUARTERS OF THE OENERALI 55IMO
CHT NA
Personal
Kweilin, Kwangei
February 17, 1944

hl‘ Mr, P.l'l-l’id.m.

The Generalissimo and I have just campleted an inspection
Wﬂthﬁmtmtammmmmwh-. The General-
issimo hﬂdln"dqumuﬁthduhr_rm of
this area in spite of the fact that the "Island Dwarfs" bombed
our viednity every night,

On this trip I visited several of the air centers where
American troops are statiened, I took every opportunity to talk
mmuhumﬁ-dﬁtw-dmh&ﬂth
ch they are grappling, and the concarn which you personally
feel for their welfare. Some of these bays were rather lomely,
for they have been out hera for over two years; and, as the ground

not

lnﬂwlirforunﬂw, for instanee, has a re-
ﬂﬁhﬂmﬂ,ﬂulﬂhdmmwﬂmm-@uu—
lﬂtdm-ingt&umthuwmﬂnyhuunhutdmuﬂﬂm.
hﬂﬂmh&mm,hﬂ-htﬁun—m-u
planes — the Tojos — are so superior to the P={0's that unless he

new equipment very soom he will have to pull out of that ares

J-luhhldhmnmtmuthaumma:hmumm.

are doing fine workj; and soe I hope that scmehow new
gotten to them,.

Here in Eweilin there are several thousand men of the 1ith
Air Force. mmmumuuhomum
here and from every source T learnsd that the oo=gperation betwean
our air foree is exeellent. Mi-mmhhhﬂh

i
i
3
i
4



2.

Wing now being entirely manned by Chinese pllots and l?ﬂlﬂll cremw,
The American comranding of ficer is full of praise not only for
thillq-dmhimerorth-q-dmuthm orews .

The Oeneralissimo and T had occasion to talk to the men

the infantry training center also located at Kweilin, You
11 be happy to hear that everything is going aleng beautifully

that the commanding officer, Oeneral talls me that he
no complaints of any sort rﬂatﬂtr. Probably you knew that
this center trains one thousand officers every fouwr weeka.
These officers are selected from armies in active service,
They ge through a course of training with American officers,
Upon the completion of their traiming they, with the Americen
officers, are sent back to the ammy group and there they estahlish
schools to train other of ficers, Unlike the air force, the results
are tangible and visible, and as a result, everybody's spirit is
high, This is the t.hi.rd group in training since the school started
in November, As time goes on, the cumulative effects of this aystem
of training will reach unforseen conswmation, The only suggestion
that the Generalissimo had to mke was that a part of the artillery
equipment in the Yunnan school should be brought to Nweilin so that
there could be a training in co-operation between the infantry and
the mﬂh“l

FEAR

Or, Kung is still in consultation with Ambassader Oauss
and Mr, Acheson regarding the finaneial arrangement between the
American troops and the Chinese Government, It seems that the
amount needed by the Ameriean military in China is of such an
astronomical fipure when translated into Chinese Yuan that China's
economy cannot withstand the strain and is imminently threatened
by collapse, for the more paper money i1s in eireulation, the
greater the inflation with its attendart evils, Both the Oeneral-
isgimo and Dr, Fung are studying this cuestion, hut it seems that
the econditions advanced by the Treasury Department a&s through Mr.
Acheson will affeet China's abllity to contimue resistance te such
an extent that there is no way to comply to thems The Gensralissimo
is very much worrded, for he realizes so well the difficulties yom
are facing, and he would so like to lighten your burden, but seo
far there seems to be no solution,

. would like very much to go to Amerdca in response
to your invitation but both he and the Generalissimo feel that
unless m:ibh possibility of a loan the disappointment

there 1
of our people will be such that it would unfaverably affect the
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fighting morale of the whole nation, The Generalissimo, therefore,
would greatly appreciate your sending to China a representaiive em-
powered with full authority to consult with our Government methods
for the solving of China's critical economic and financial problems
as suggested in one of your messages. Such a person would be greatly

welcomed,

Harassed as we are by the difficulties of our continued
resistance, the Generalissimo and I take comfort in the fact that
America and you are our friends who would do everything possible

to help us fight to victory,.
With all good wishes,

Yours sincerely,

(signed) Mei-ling Soong Chiang
(Madame Chiang Kai-shek)

President Franklin D, Roosavelt
The White House
Miﬂm' DI' cl
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To; Laurence Jes Martin, Director
Transportation and Storage

- ) ‘_']
From; Max S. Polin /03} :

Alr Transport Division

Subject; C=564=A Cargo Carrying Capacities and Operating Cost Over
Various "Hump" Routes
/

May I bring to your attention the importanee of allocating long range
big load earrying airoraft to commeroial ocarriers presently or in future
operating over existing or new "hump™ routes so that maximm guantities
of CDS and U.S. Army supplies may move imto Chins and our strategic war
materials move out of Chins.

For instance, at present CNAC is operating about 30 air transports
(mostly C-47's with a few C-53's) between China and Assam airports under
an existing ocontract betwsen the UsS+ Army 508 and CHAC. Beoause of the
need to carry sufficient gasoline for the round trip, the Dinjan-Kurming
route represents the maximm range of these types of aireraft.

By utilising C-54-A's, longer routes may be flown emabling a mmch speodier
and more economical movement of UsSe Army and CDS supplies inmto China and
our strateglo materials out of China with direoct deliveries to our Armgy
forward bases and direot cargo plokup from more distant areas eliminating
to a econsiderable extent the need for transshipment by slow, costly and
dwindling truek tramsportation.

Based on an on=-the=spot study of air trensport operating conditionms of
the China-Assem areas, together with informastion gathered from commeroial
airline operators and airoraft manufacturers in the UaSelds; I submit

below u statement of the mont QArgo oar acitles of tem C=6d=p's
over existing "hump™ routes an er "hump" routes oh may o5 s

in the near future together with flight hours and speed,
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Length of Route X500 XXE00 T00 800 960
miles miles miles miles miles

India Bound Tonnage

per month 3,080 2,910 2,780 2,640 2,480
Chins Bound Tonnage

per month 2,430 2,220 2,010 1,800 1,500
Flight Hours

per trip 2.52 3. .47 3495 4,42
Speed ~ MeP.H. 197 200 201 202 204

All tonmnage figures quoted above are based on only ome round trip per
day end take-off weight of 665,000 pounds.

(x) On the Dinjen~Fumming routs two round trips per day
mey be flown increasing the abowve mcnthly tonnage
from 5,480 tons to 10,920 tons whereas on the Dinjan=-
Suifu and/or the Dinjen=Chengtu routes two round trips
per day also may be flown thereby inoreasing the mons
thly tonnage of routes from 5,130 tons to 10,260 tonse

(xx) On the Dinjan=Chungking route 1} round trips may be
flomn deily inoreasing the monthly tomnage from 4,800
tons to 7,200 tonss

600 miles represents the distance between Dinjan and Kunminge

800 " " L] L " " L] Suifu

L] " L] " " L ch“‘h
'ﬁ} L] L1} " " " " " m;“
m L L] L] " " " L T“am
gm L] L] L] " L] L " milu

For ready reference, routes specified hereln are sketched below.
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An estimate of the cost of operating Ce54=A

mile and per pound, is as follows;

siroraft per tom, per ton

Miles 500 800 TOO 80O 950
India China India China India China India China India Chins
Bound Bound Bound Bound Bound Bound Bound Bound Bound PBound
Per Ton §105. §131. $125. $163. $145. $202. $174. $265. $212. §347
Per !‘_fl! «212¢ L262¢ L207¢ .272¢ «209¢ .289¢ #217¢ 4319¢ «228¢ 5654
Per Lb. +0626¢ 0666¢ .0626¢ .0B816¢ L0T8¢ .101¢ 08T¢ .1276¢ .106¢ .1736¢

The bases of caloulation for arriving at estimated cost of operating a
fleet of ten (10) C-b4=A's over routes speoified herein are as follows:

Talue of plane; $400,000
b rn‘[ﬁ;un; 3 yres. ot 10 hrs. per day = $37 per flight hour.
B tchonsor

$32 per F/H.
: 436 per F/H.
Crew; $20 per F/H.
Basy $1 per gallon (approx. current India sost to
- sormercial operators).
011, $2 per gallon.

Tnsurance Reserve; $22 per F/H (20%).

A statement showlng pounds of eergo earried per pound of fuel consumed
is as follows;

Length of Route 500 600 TOO 800 950
miles miles miles miles miles

India Bound b lbs. 4:2 lbse 346 lbse 3.l lbse 2.5 lbs.

China Bound 4 lbs. 3s2 1lbse 246 1bse 2.1 1lbse 1.5 lbse

Of utmost importance is the faot that C-54=A's oarry suffioient gasclime
to fly from Assam to any of the China sirports listed herein and return
to Assam without 1ifting any gesoline previously flown imto China.

A brief resume of the comparative estimated performance characteristiocs
of the C-47 and the C=B4-A ms applicabls to the 500 mile Dinjan=Funming
(maximum range of the C-47 without China gas piekup) route, follows:
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Adroraft C=47 C=54=A
Tons per month per plane x72 *278
Gals. fuel consumed per delivered ton 132 T
Cost per delivered ton $279 $118
Flight orews-man hours per 5,000 tons 20,200 4158

(x) Based on one round trip per dey. The C=47 is capable
of flying lj round trips deily and the C=54=A two round
trips deily thereby inoreasing C-47 monthly tonnage to
108 tons per plane and the (=54-A monthly tonnage to
546 tons per plane,.

The C~46 in the "hump"” service has been handicapped by its inability
to oarry heavy loads at high altitudes in consequence of whioch its
load faotor is only moderately greater than the (=47,

It will be noted that fifty C=54=A's are capable of flying more than
12,000 tons of cargo per month from Dinjan to Kunming and over 15,000
tons per month from Kunming to Dinjan. Such quantities mctually exceed
the prewar average monthly capacity of the Burma Road,

With the availability of C=54-A's for "hump" routes, of high importance
will be the Dinjan-Tushan route (800 air miles)s. Tushan is the western
terminus of free China's longest end best equipped reilroad, serving the
important oities of Kweilin, Luiochow, Hengysng and more eastern pointse

This joinmt eire=rail operation will completely eliminmate our dependence
on trucks now used in the Tushan-Kumming servioce thereby removing a
bottleneck which in the past has frequently seriously delayed the movew
ment of Us S+ war supplies to east Chinaes Such trucks released may then
be diverted to other areas where urgently needed.

The estimated tonnage figures submitted herein show that ten (10) C-54-A's
operated over the Dinjan-Tushan route are capable of transporting 1,800
tons per month to China and 2,640 tons to India, or a total of 4,400 tons

payload per monthe

On the cost side it will be noted the C=54=A (all air) cost per delivered
ton from Dinjan to Tushan is U. S. $256 and from Tushan to Dinjan Te Se
$174 per tom, or an everage of Us. Se $214.50 whereas our present reiletruok-
air oost for the same hauls amount to Us S. $2,640 (20 to 1 exchange) per
tone Summarised, the Us S. Govermment's present rail-truck-air cost to
tramsport 4,400 tons of cargo amounts to the astromomiocal figure of U. S.
$11,170,000, whereas the cost by C=64=A's is only about U. S. $918,000,
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or a saving of over U.S. $10,000,000 on a monthly oarriage of 4,400
tons which should be accomplished by the use of only ten C~54-A's in
the Dinjan-Tushan servioce,.

The main advantages of the C-54=A are;

le Expedite the movement of inoreased tonnage over longer
routes.

2¢ Carries adequate fuel for a round trip eliminating
plokup of gasoline previously flown into China.

Se Higher percentage of completed schedules because of its
ability to operate at higher altitudes with grester
safety for crews, planes and cargo.

4 Tremendous saving in transportetion coste

b Permits diverting urgently needed motor trucks to other
Chine areas.

6« Relieves certein China airports of traffic congestion
and lessens flight collision hazards.

Te Requires less than helf the flight personnel per delivered
ton as compered to other airoraft at present in the "hump"
servioe.

To augment ATC's Chine-Assam operations and make possible the maximum
movement of CDS and U.S. Army supplies into China and U.S. Goverrment
strategic war material out of China, and in view of the conditions

reclted herein, it appears highly important that CNAC's present fleet
of about 30 C-47's now operating on the 500 mile Dinjen=Fumming route
under & UeSe Army SOS and a CNAC oomtract, be replaced by C=54=j's

for operation on the 800 mile Dinjan=Tushan route under such contract.

Furthermore, it is recommended that when additionel C=54-A's become

available suoh airoraf't be allocated to other commereial carriers now
under contraot to the UsS. Army for operation over importent "hump"

W
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HEADQUARTERS OF THE GENERALISSIMO
CHINA

Chungking, Szechuan
May 7, 1944

My dear Lr. President,

General Shang Chen whom I have appointed
as head of the Chinese lilitary Mission is leaving
shortly for the United States. I give him this
letter so that after his arrival in lashington he
may present it to Your Excellency in person and
convey to you my best regards.

As a colleague of mine General Shang enjoys
my great confidence, being one of the officers who
accompanied me to the Cairo Conference. He has a rich
knowledge and experience of China's war of resistance
as well as a thoro understanding of the efforts
China has made in fighting shoulder to shoulder with
the other United Nations. It was especially during
his tenure of office as Director of the Foreign Affairs
Bureau of the National Kilitary Council that he was
able to have a great deal of contact with the military
gersannel of your country and other United Nations.

eneral Shang is therefore particularly fitted for the
new post to which I have appointed him.

I shall feel greatly obliged if Your Excellency
will receive him favorably and give him all necessarr
guidance so that he may successfully discharge his
mission.

"ishing you the best of health, I remain,

Sincerely yours,
(Signed) Chiang Kai-shek

President Franklin D. Roosevelt
The White House
Washington, D. C.



CHINESE EMBASSY
WASHINGTON

May 17, 1944

My dear Mr. President:

I beg to enclose a telegram from
President Chiang dated May 13, 1944, which I
wase hoping to present to you in person. I
hope to have another early cpportunity of
belng received by you as you so kindly
suggested last week,

With high esteem, I remain

Yours sincerely,

W ot

Enclosure

Presldent Franklin D. Roosevelt
The White House



TRANSLATICHN

Telegram to President Roosevelt from President Chiang Kal-shek
Chungking, May 13, 1944.

I am extremely glad to learn that you have fully regeined
your good health.

The Chinese expeditionary force completed yesterday the
forclible crossing of the Salween River and is now vigorously
attacking the enemy. China is anxious to do the utmost within
her power to support the Allied Forcee operating in India and
Burma, which I know 1s also your earnest desire. As you are
well aware, however, China is, to start with, a weak nation
financially and militarily, and after seven long years of war,
ehe 1s confronted with hardships and difficulties unequaled
by those besetting any other of the Allied Nations. Moreover,
the Chinese forcees are at present engaged in operations which
are in the course of developing on a large scale in the middle
of the China theater, on the plains of Honan, and, at the
same time, are preesing forward with the operatlione on the
Salween River. China is, therefore, facing a more difficult
and erlitical situation than ever before when, in her present
Btate of weariness she is called upon to undertake the heavy
responeibllity of fighting on two fronta. I hope you will

understand and appreciate the difficulties now confronting us,

(8igned) Chiang Kai-shek
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. THE WHITE HOUSE
WASHINGTON

May 29, 1944.

MENORANDUM FOR
THE SLCRITARY OF THE TREASURY

\het do you think?
F. D. R.

Letter from the Secrestary of War, 5/76//4,
with enclosure, in re Resume of Chinese Exchange
Situation. Copies retained for our files,



| SECRET
sppnklin B. Rooeuv:ll Libvear:
g BILASBIFILT
A0 QIR oseo.s (3/2770F)
MAY 2 6 1944

The President,
The White House.
Dear Mr. President:

Iluﬁ.ﬁ“ﬂﬁlw“mdhmnmuwnthm
uhinuiwnthmmtbmnhndmhmnm“rupmﬂ-
tures in China. ginee the resume necessarily is somewhat long, I am also sum~

“mtnmﬂntuﬂndhﬂhiuﬁqhﬁmw-mnu
of $20 (Chinese) for £l (U.8.), which even then had nmo realistic relationship
:dtmmm-luutthw.uum- However, our requirements for food

Chinese, Nevertheless, the Chinese continued to advange
construstion program subjeet to our shipment of £5,000,000,000
sontinuing and work to date has not

i
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The Chinese have adwvanced us §7,000,000,000 (Ghinese) and have received in

tii,mu,um. Manifestly, they are worried
as to the rate for repayment. For the first time we occupy the favorable posi-
tion. We have advised the Ohinese consistently of our willingness to bear these
expenditures at a reasonable exshange rate, The 60 to 1 rate resently
hw.mdﬁhﬂﬂ(nﬂmu)hbomtuuﬁn{u.s.]m (Chi-
m}uhmﬂwwmulmummumumum
present black market rate, #e are not adverse to a reverse land-lease arrange-
m#mw.w—uouutuumumﬂu;mnwu
mdmﬂtummﬂ-mnmmtrw:ﬂmmmm,
it would appsar most unlikely that funds received under reverse lend-lease at
wuﬁmmwﬂdﬂwhmmwwm
value of direet lend-lesase aid,

Ferhaps our war program in China has contributed seomewhat to inflation.
However, the number of our troops and the magnitude of our construstion are not
sufficient to have a major effeet. The Chinese report expenditures at approxi-
mately $10,000,000,000 (Ghinese) for support of our troops and for construstion
prier to the Cairo Conference., They have advanced $7,000,000,000 (Chinese) for
eonstrustion authorised at Cario. In turn the United States has lend-leased
goods valued at §413,000,000 (U.5.). The Treasury Department granted a eredit
to the Chinese Government of §$500,000,000 (U.8.), against which it drew
$24,3,000,000. The FEA has purchased goods for $,8,000,000 (U.5.) at & 20 to 1
rate. Qur forces in China have expended through February 1944 a total of
$155,000,000 (U.S,) at the rate of 20 to 1, The finaneial sontribution of the
United States has been most substnatial and greatly in excess of the Qhinese
expanditures even at the 20 to 1 rate, A settlement of the $7,000,000,000 (Chi-
nese) construstion advance alone at the 20 to 1 rate would invelve a premium
payment of over §300,000,000 (U.S.) eompared with a rate of 150 to 1, and the
latter is below current black market.

The black market is esontinuing %o rise, The rate at the present time should
mthlulthnmhliﬂmthhnhlhﬂdhﬂﬂndp-m&uu;m-
less the Chinese Qovernment eontrols inflation.

The War Department believes that our representatives should continue to
stand firm for a realistic rate, In view of the eifeot of any rate on military
commitments should not be made in Chungking without clearanee in Wash-
ington by the Treasury Department and your approval,

Respeetfully yours,

Seeretary of War.
matosure (1) DOB BIR. saee.0 (0/27/50)
Pate- .- |3 -70
)
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SeCRE



,./" R =Y o ¥l
: 19 May 1944

SE A

1. The exchange situaticon in China firat was brought to the attention of
the War Department by Ceneral Stilwell early in 1943, at which time he reported
that the of 'iclal rate of emchange of 20 to 1 was not reallistic, inasmuch as the
open market rate at that time was around 40 to 1 and increasing rapldly. He
ealled attention to the fact that with the large expenditures contemplated by the
Army, definite steps should be taken to have a mew officilel rate established,

2. The official rate of exchange of 20 to 1 was established in August 1941
and has been supported by the U, 5, Government as a measure of making effective
the stabilisation agreement entered into with China at the seme time, This
stabilization agreement expired in January 1944.

3. Then the metter of the rate was first reported by Ceneral Stilwell
the Treasury Department was requested to rive some considerstion to hawing the
Chinese effect a change in the rete and during the latter pa~t of 1943, that
department endeavored to obtain some relief in the matter. These efforts
included a change in the officinl rete, the granting of a specisl rate to the
United States or the sale of gold at an advantageous price to use the proceads
to decrease the excessive costs of the "ar Department's exyenditures in China
because of the unrealistic rate.

_ 4. With a knowledge of the State and Treasury Department and undoubtedly
with the full knowledge of the Chinese Governrent, the War Depariment has been
paying its personnel in China U, S. currency and permitting that personnel to

go into the open or black market and purchase Chinese currency at any available
rate, later, the State and Treasury Department requested the War Department

to ship United States curreney to China for use in paying personnel and
operating expenses. The far Department has been reluctant to having its soldiers
dealing in black market cperations, but for morsle purposes, it could not do
other than authorize such a procedure in view of its failure to find other means
of glving its men in China sufficient local currency to offset the unrealistie
exchange rate. In addition to the morale fsctor, there has been the ever
increasing expenditures by the Mar Departrent for supplies and construction.

5. Failing to secure relief through a change in the offieisl rate, the
War Department, early in 1943 felt the need for a reciprocal Lend-Lease agreement
with China and the Chinese Government indicuted that they may be willing to enter
into such an agreement. Aecordingly, an agreement was drafted for submission to
the Cyinese. In view of the exchange situstion and the fact that the Treasury
Tepartment expressed the view that efforts up to that time tc secure a better
officlal rate of exchange had proved fruitless, it was decided to inelude in
the reciprocal Lend-Lease agreement, in addition to the provisions to direct
ald in kind, a sectiop to the effeet that the Chinese Government weuld provide
funds in Chinese currency to be wsed by the U, S, in direct purchase of supplies,
caterials, facilities servicds in lieu of reelprocal uid in kind and to meet
the essential governmental and military ne¢ds for Chinese currency. The under-
standing was that this currency’ received under the mgreement could be used in
reducing the excessive cost to the U, 5. of expenditures for personnel and other
purposes on account of the unreslistic Chinese exchange rate,

rranklin D. Reosevelt Library

B DECLASSIFIER, » 77/,
S

DOR DR, sz00.9 (9/27/88)



‘_-/l ’ aw \'hrJ L

This reciprocal Lend-Lease agreement was presented to Dr. Seong, Fareign Minister
of the Chinese government by the State Depsrtment in Vashington in May 1943

with a memorandum explaining the purpose of the finencial provisions thereof,

The agreement was submitted to General Stilwell in China and was coneurred in by
him in view of the apparent impossibility of securing a proper exchange rste.

6. In October 1943 General Somervell visited C,ungking, He was alvised
by General Stilwell that ¢ elays occuring in construetion necessitated direct
contractual expenditures by United states forces, The artifielal exchange rete
of 20 to 1 as compared with a black market rate of 120 to 1 was resulting in
exorbitant costs. General Stilmell believed that a betier arrangement was
essential to our plamned opera ions. General Somervell, with the knowledge and
consent of the Ambassador, proposed to Dr, Kung, subject to ratification by the
U, 8, authorities in Washington, that the Chinese Government make avallable to
our forces the requisite Chinese currency to support these forces and the military
construetion under one of two alternatives:

8 . The United States would deposit to Chinese mecount in the United
States §1 U.5, for each $£100 CN furnished, this deposit to be credited against
an official exchange rate of 20 to 1, with the remaining #80 CN to be a contri-
bution of the Chinese Government to our joint war effert (this arrangement
would proect publicly the 20 to 1 artificisl rate); or,

b. The (, inese Lovernment would provide the requisite fund- with the
United States depositing to Chinese mccount §1 U.S, for £20 CN of each §100 CN
mede availsble, the remaining 20 CN to be provided under s reverse lend-lease
agreerent.

Dr. Kung appeered to view these proposals as femsible snd promised to plaec them
before the Generalisaimo for approval.

7. Shortly after Genersl Somervell's return to the United States in
November, and before the proposels could be carried further, the Cairo Conference
was held, The Generalissimo attended this eonference. It is understood that he
was advised that the United States was prepered to bear the cost of its military
effort in China. It is not understood that the question of emchange retes was
considered. Subsequent to the conference, ss indicated in the report of Ambassador
Gauss, Janvery 16,1944, the Generalissimo in a message to the Frosident urged
that a loen of $1,000,000,000 U,5. be made to Chins, or thet, otherwise, the
United States assume full responsibility for its expenditures in Gynina at a 20
to 1 rate,

8, The Tpeasury Department was then negotisting with the Cy mese Govern-
ment with a view to transporting gold to China for purchase of Chinese currency
in the open market to control inflation and to secure a better exchange rate.
These nepotiations did not appear to be progressing rapidly. The Secretary of
Treasury recognising the urgency of the airport construction progrem suthorised
the ¥ _r DNepartment to proceed with its own nogotiations.
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Representatives of the 5tate Departsent concurred in this arrengement, Our
military representatives were suthorized to advise the Chinsse that the
United States was prepared to mccept full responsgibility for its military
expenditures subject to the establishwent of s reasonsble exchange rate which
would have somé relationship to the actual purchasing power of the Chinese
dollar, On 15 Jamuery our Commanding Generel in China and 8,ate Department
representatives were advised to press for an early completion of a reverse
lend-lease mgreement concurrently with an agreement to be presented by military
representatives with respect to the funds to be made available by the Chinese
Government to cover ouwr militery expenditures, The military representatives
were advised to keep in constant touch with the State Department and Treasury
Department representatives so that any sction taken in Chungking would be
Jointly understood, Mr, Fdward C, ‘chescn was sent to China to assist the
Commanding General in presenting the proposed fiseal arrangement,

9. In reply to the Generaliesimo's request, referred to sbove, the President
urged the acceptance of the proposal submitted by our military and diplomatic
representatives, It 1s to be moted that the suthorities in this country were
in agreement that there was little merit in the proposed lean to China,

10, Our military and diplomatic represcnts ives proceeded with the negotia-
tions. In the latter part of Jamuery estimates became avallable with respect to
the substantial construction costs involved in the new airport projects, WNeanwhile
the black market exchange rate had continued to sdvance and parments in Ameriean
dollars at a 20 to 1 rate would have become astronomical in comparison to the
value recelved in work, The War Department would have found 1t necessary to have
requested acdltlonal funds for the purpose from Congress and was apprehensive
that the exorbitant costs would have serious repercussions. Again on 24 Jamuary
our military representatives were advised to malntain & firm sztend, but to inform
the Chinese Government that the United Stntes was prepared to place to Chinese
agcount the U, 5, dollar eguivalent of any Chinese funds made aveilable under
general arrangements which they would sugpest to the Chinese Government,

11. Dr, Kung was designated by the Generalissimo to receive the United
States' proposals. Our representatives proposed &5 an interim measure that the
United States woulé purchese §1,000,000,000 CN at the rate of 40 to 1 through
the deposit of §25,000,000 U.5, to Chincse account in this country. The Chinese
Government would add $1,500,000,000 CN to this secount, This proposal would
have established an interim exchange rete of 100 to 1, The Chinese (overnment
did sdvance the first funds and the £25,000,000 U.5. in payment thereof was
deposited to Chinese account, However the Chinese Covernment did not aceept
the proposal as a contimuing measure. On 3 " FPeérvary Dr. Kung made a counter-
proposal to continue the oficlal exchange rate of 20 to 1 with the Central
Government contributing £10 CN more for each £1 U,S. under reverwe Lend-Lease.
(ur representatives turned domn this proposal, They advised us on 12 February
that they could see no benefit in further proposals. However, Dr., Kung was
asked to advance §1,000,000,000 CN per month curing the remainder of the

negotiations with the repayment rate to be decided during negotiations, - g
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12. HReport of expenditures at this time indicated that our own expendi-
tures in China had incrsased from $4,00,000 in January 1743 to §23,000,000 in
Decasber., REstimates for airport and other comstruction indicated a require-
ment of approximately §2,500,000,000 CN menthly. pPayment for these funds at
ll‘ﬂhlmhumuplndwithmphpuudlﬂﬁ to 1 rate would have resulted
in an annual premium to the Chinese Government in excess of §1,000,000,000,
However, the proposed rate of 100 to 1 was still below the real purchasing
value which was more adequately expressed by the black market rate which had
reached 150 to 1. On February 20 Qensral Stilwell was advised that he must
continue to take a f{irm sterfd while still expressing the willingness of the
United States to bear full costs at a reasonable exchange rate, On February 25
we were advised by our military representatives that Dr, Kung had asked for
$20,000,000 U.5, to be flom to China as an advance to the Chinese account
with the rate to be determiuned later. These funds Ir. Kung proposed to use for
the purchase of Chinese currency in the black market in an effort to drive
down the black market rate. At the suggestion of our representatives, and with
the approval of the Treasury Department, this money was flowm to India in the
understanding that §5,000,000 U,5, was to be made available to the Chinese
Government to test the effect of the proposed purchases prior to utilizing the
full amount, These funds have not as yet been turned over to the Ghinese
Government as our representatives on the ground felt that the transfer might
prove detrimental in view of the existing status of negotiations.

13. On March 2 our representatives advised us that the Chinese Govern-
ment had agreed t. fumish not to exceed £5,000,000,000 0§ per month to our
forces provided the requisite money in Chinese currency was shipped from the
United States, with March and April requiresents to be shipped by air,
Arrangements were made to mest this requaest.

. During the peried of negotiations the constructi n work has bean
proceeding mitisfactorily, As our proposal with respect to the deposit of
$25,000,000 u,S, per month to the Chinese accowmt in the United States in
exchange for $2,500,000,000 CN had not been accepted by the Chinese Uovern-
ment, oaly the initial deposit was made. Since we were obtaining all of the
funds needed without an exchange commitment, our representatives in China
believed it undesirable to submit further proposals tc the Chinese. They
awaited counter-proposals from the Chinese Goveriment, Un sy 7 our repre-
sentatives advised us that the Chinese were pressing hard for a financial
agreament at a 60 %o 1 rate, $40 CN of emch $6C CN fumished to be credited as
reverse lend-lease., As the black market was continuing to rise, our represen-
tatives were unwilling to accept this offer and insisted on a three months!
agreement for a rate of 150 to 1. Our representatives in the field reported
thttmmunm“uld-hldimtlppﬂh the United States.
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15s It is important to note that the Chinese Government has receded
considerably from ite stand taken in 1543, and from its even mors adamant
stand tacen in December 1943 and January 194k, as a result of the firm
position tacen by the United States. While the work undertake: oy the American
forces and payment therefor may aggravate the distress of the Chiiese ecuaomy,
it is very dowtful if ics influence on the inflatica difficulties is a ma jor
contributing facter. In local areas where work is being carried oo, our
expenditures will have more sericus effect on inflatiocnary difficulties than
elsewhere, but even there our expenditures are noct tue prizary cause of their
economic disturbance, In any event, it is difficult to understand the effect
of ths rate of exchange on this economy as the Usited States funds made
available to China would scousulate &g & oredit to be drawn against after the
war. It would be difficult to Justify an artificial exchange rate which would
make the cost of Amorican participaticn in the war in Chius out of all pro=
porticn to the actual value of the work received, particularly takdng into
consideration the relatively low cost of labor in China as compared with the
United States.

16, The extent of United States aid to China must also be taken into
consideration in determining the sxchangs rute which is to be accepted,
Lead-Lease aid to China has aggregated more than §400,000,000 Usfay although
some of the Lend-Lease material is still stock piled in India as transporta-
ticn has not been available for its movement into China, At a realistic rats,
this Lend-lease expanditure alone is equivalant to £50,000,000,000 C¥,

In addition thereto, the Treasury Department granted a credit to the
Chinese (overnment of §500,000,000 U.S. in March 1942 against which
$243,000,000 has been drawn at the end of 1943.

The Foreign Economic Administration will have purchased in China
from 1541 through June 1544 approximately $48,000,000 U,S, which at the
official rate would purchase £960,000,000 CN worth of merchandise (strategic
materials). At a realistic rate of 100 to 1 as a conservative averape for
the pericd, these jurchases would have cost only £9,500,000 U.&, This means
that over the period the Chinese Government had been benefited asz a result
of the umnrealistic exchange rate by a premium of $38,400,000 u.8,

mm,mmrmhmmwrmmpm
1 January 1943 to include Pebruary 194k a total of £155,550,000 U,8, which at
the official rate of exchange total $3,111,000,000 CX. Expenditures during
the month of March and April Hhhhnbunmﬂ-huinnrt.h-m-mh
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The total amownt reported by the Coumanding General, U, 5, Forces under this
agreemenl to have been receiwved up to April 23 is £7,600,000,000 CK. (low
much of this should be credited as a Chinese contribution tv the war effort,
and how much the United States Government is expectad to relmburse the
Chinese camot be determinod in Washington at this tiwe in view of the fact
that negotiations in tuis respect are being carried on by Ceneral Stilwell
in China.) This is a total expenditure in Chinese currency to date of
#10,791,000,000 (N, This would cost the U, S, at the official rate of 20 to
1, $535,550,000 U, 5, whereas at a realistic rate of 150 to 1 it would cost
only $/2,000,000, This meaus that the U, 5. pays a premium on these sxpendi-
tures ol §467,550,000 due to the unrealistic rate.

Dre Kung in a letter to the Secretary of War has reported Chinase
expenditures duriag part of Fabruary and all of March and April as aggregating
$7,016,000,000 0¥, The Chinese stato, however, in addition to this amount
the Chinese Jovernment has paid out since September 1942 for construction of
airfields, barracks, air force supplies and improvesent of roads at the
request of the United States authorities a tctal of §10,678,260,457 cN.

#hile the cost of the services furnished the Dnited States Forces
in China cannot be vorified, hir estimite of comstruction cost in 1S4k of
$7,000,000,000 ¢y iz in agreement with pur onn figures, The Imited States
has deposited against this advence of 27,000,000,000 CN the sum of
25,000,000 U,8, to Chinese credit in the United States.

17« 1In view of the large sums involved and the continuing expendi turvs,
:Ltulpnmtthtmw-uhn;uuhwhnlmmmamm
military operations and on military planning, While it is desirable for a
firm agreement to be effected at the earlisst possible date, the importance
of such agreemsnt to contemplated military operations warrants its careful
consideratica in Washington bafore it is accepted formally, It is suggested,
therefore, that any aArrangsments which may be proposed in Chungking be tenta-
tive until their effect on military operations can be studised by cur Govern-
mant in Washington sc that all factors may be taken into consideration,

It is apparent that the American positicn has constantly improved during the
progress of the negotiations as a result of the fim stand taken Ly all of
our representatives working in close agreement. Meanwhile, military construc-
tion has proceeded without delay,
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DEPARTMENT OF BTATE
WABHINGTON

June 3, 1944

MEMORANDUM FOR THE PRESIDENT

The following telegraphic message from the President
of China has just been cormunicated to the Department by
the Chinese Ambassador:

"To Presldent Rocsevelt:

"The Ministry of Foreign Affalrs has informed
me of Ambassador Vel's conversations with Secretary
Hull on the proposed cocnference at Washington to
dlscuss the creation of an international organize-
tion for the maintenance of wrld peace. China has
elways been an advocate of the early creation of such
an organization, 1f possible before the termination
of the war; and we are gratified that you are taking
the leadership in realizing this idea., I am particu-
larly grateful to you and Secretary Hull for the in-
sistence on the necessity of China's being represented
at the conference, Without the participation of
Aslatlc peoples, the conference will have no meaning
for half of humanity.

(81gned) Chiang Kal-shek"
If the president perceives no objection, the substance

of Presldent Chiang's message will be communicated to
Ambassador Gauss at Chungking,
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THE WHITE HnuntJQ/)
WASHINGTON C

June 5, 1944

Dear Graces:

I think the Presicent would
be interested in this bit of
scandal, forwarded to me irom
China.

Sincerely,

.

Lzuchlin Currie

Miss Grace Tully,
The Vhite House,
hashington, D. C.

Attachment

L)



AN May 10, 1944

SUBJECT: Domestic Troubles in the Chiang Household
TO t Assistant Chief of Staff, G=2

1s literally seeth with stories of the
domestlic tr es of the Ch household, Almost everyone has
new details and versions to to the now generally mccepted
-mﬂ that the Generallissimo has taken a mistress and as a
result his relations with the Madame are == to say ths least ==
stralned, Where there i1s so much smoke, 1t would seem that
there must be some fire,

Normally such gossip about the private lives of govern=
ment leaders would not be considered as within the scope of poli-
tical reporting., This is hardly the case, however, in China where
the person concerned is a dictator and where the relatlonshlp be=
tween him and his wife's family is so ell-important. That rela=- -
tionship is alre weakened by the rtrained relations between the
Generalissimo and T, V. !-ggﬁ. If the Madame, whose nature 1s both
proud and puritanical, sh openly break u{h her husband, the
dynesty would be Ipli‘t and the effects both in China and abroad
might serious, Even I the present situation becomes generally
Imown abroad, as 1t almost certainly and eventually will, there
will be a great loss of prestige to both the Generalissimo and the
Madame,

The storles generally agree that the Generalissimo
(whose early sexual life was not particularly monogamous == there
is argument as to whether the Madame is his third or fourth wife,
and he 1s supposed to have been & gay blade in his Shanghail
broker darys) took up with his present attachment while the Madame
was in the United States.

Storles of the lady's ildentity differ. The chief aret

that she 1s Miss CHEN Chieh~-ju, the Generalissimo's
concubine just before his marriage to the Madame, who was sup; osedly
pensioned off and put out of sighty

that she 1s a ccusin of CHEN Ii-fu, of considerable
youth and beauty, introduced by him during the Madame's absence
in America as a not-very-original effort to solidify his own
and the C=C nlirqm 's position;

that she (or some accounts a second grl) is &
beautlful Fukiensse who found her way to t e Generalissimo's
favor by introduction of the Cheng Hsueh Hsi (lolitlcal Science
Group) as their attempt to play petticoat politics.

There 1s, however, falirly general agreement that the
lady 1s pregnant and that the Generalissimo will be a father in
about two months,

Reports as to her present whereabouts agains differ.
Some say categorically that she has beern sent "far away" to have
the child. Others that she is living at the Generalissimo's
house on the South Bank.. Another story, which seems elroumstantial ,
is that she 1s living in & house near the Chiulungpof airfield
about 6 miles outside of Chungking.

Une explanation of the story that there were two women
is that the second == a Miss T'ao, Jao, or ¥Yao =- 1s a friend of
the Generalissimo's eldest son, Chins L"&m, and has been at the
"palace" & mumber of times at ﬂ.i.l invitation,.

DROLASSIFIRD
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/ The prevalence snd belief of these stories, and the
/hmororn- elaborations which are jassed around, are at least
© indlcations of the unpopularity of the Madame ( it is g:nunlly
regarded by Chinese as a joke at her expense) and the deeline
in respect for both her and the Generalissimo (I have never
heard anyone try to deny the stories, or refuse to be a party to
such scandal mongering),

Typlecal of these anecdotal stories arej

The iadame now refers to the Generalissimo only as
"That Man,*

The Madame complains that the Generalissimo now only
puts his teeth in when he 1s golng to see "that woman".

The Madame went Iinto the Generalissimo's bedroam one
day, found a palr of high heeled shoes under the ?ud‘., threw them
out of the window, and hit a guard on the head, YThe guard's
supposed remark on the troublescmeness of women doszs not translate
well into English,)

The Generalissimo at one time did not receive callera
for four days because he had been brulsed on the slde of the head
with a flower vase in a spat with the Macame,

All these storles may be nothing more than malicious gossip,
But a pumber of surface indications might be interpreted as in-
dicating at least serious tension between the Generalissimo and
the lldm.

The ladame has spent much of the time since her return
from the United States living with her elder alster, Madame Hung,

She has avolded social 1ife and public appearances., She
has been seen rarely with the Generalissimo and when together
they bave seemed to observers to be very cool.

Tue Madame 1s not well: her complaint, a skin irritation,
is regarded medically as belng a result of nervous strain. She
avolds photographers. And people who have seen her at close range
have remarked on the hardening of lines in her face and that she
seems 1rritable,

If the sltuation as reported 1s true, 1t has undoubtedly
been a great straln on the Madame == because of her pride as a
woman, her puritanical Methodlsm (there are generally accepted
storles of several govermnment officials in the past who have
suddenly lost their positions because thelr wives were able to
call the attention of the Madame to thelr husbandls peccadillos),
and her knowledge of the effect it will have on her prestige,

Nonetheless, most observers belleve that the stakes of
power are so important to the Soomg family that they (wlth the
exception of Madame Sun but the important addition of H.H. Eung)
will do everytiing possible to prevent an open breal and that she
will swallow her pride and put up with the situation,

Critics of the Generallssimo regard it all as evidence
of the hollowness of his Chriatian and New Life moralizing, and
another indication that he i1s after all not far from being an
old-fashioned "warlord"?
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THE WHITE HOUSE
WASHINGTON

June 7, 1944,

MEMORANDUM FOR

HON, E, R, STETTINIUS, JR,
ACTING SECRCTARY OF STATE:

To prepare reply and inform
Secretary Morgenthau, I cannot be here
until about the 22nd of June,

F.D.R,

Memorandum from Mr. Stettinius, 6/6/44, a carbon
of which has been retained for our files, in re
visit of Ur, Kung to Washington.
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June 6, 1944

MFMORANDUM FOR THE PRESIDENT
Subjects Dr. Kung

The Chinese Ambassador called upon me
this morning and advised me that he had
just reeceived & ressage from Chungking
gey ing that Dr., Kung was now ready to
come to Washingtom, and, in all probability,
would leave Chungking approximately June 15th,

/

& M 7.7 A S
(Lyuit) & P ...
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Signed oripinel of thi= letter sent to the Vapartment of Stata
for delivery by pouch, 6/12/.4.

hms

June 10, 1944

Vear Generalissime Cliang:

I have been informed t'at tle United States
military installations in Chine heve now been ree=
tieal uThtd notwithstanding the mone and
finanoinl difficulties China has to comtend wi
I wish to express oxn deep sppreciation teo you
and to express the thanks the Ameriesn pe
for this splendid achievement.

This manifestation of our common effort cives
to the world additional evidence of the aith
end the high prineiples which motivate the United
Nations in their determination to destroy the forces
wui:;h!a and the thn; people ave

val comzon eneny for seven long
years, and I kuow that you are heartened, as we
are, with the realization tat the day draws ever
closer when our objective of fimal vietory will be
won.

Cline's achievements in the face of tremendous
obstacles inspires faith and hope in free men of
all countries.

Sineerely yours,

FHAMKLLIN D. ROOSEVELL

Generalissime Chiang Kai-s ek,
Headquarters of the Generalissimo,
ﬂh-:nng. China.

F s o €l .



THE SECRETARY OF THE TREASURY
WASHINGTON

-.TULaE dl l‘;‘r‘fr

My dear lr, Presldent:

I have recelved your memorandam of June 1, 19 enclosing
the Alde-lemolre bLrouzht to you by General Sheng Chen from the
Chinese Ambassador. This same Alde-liemoire was handed to me
by Ambassador Wei on May 19, 19[]} and 1t suggests an arrange-
ment whereby we can sell gold and currency in China to meet
our finenclial problems there, This proposal is being seri=-
cualy considered by Var, State and ourselves and may prove
to be of some aszsistance, although it camnot be a solution
to our finencial problems in China,

I should like to take this opportunity to congratulate
you, as Comaander-in-Chief of our Armed Forces, upon having
faced and passed an important military crisis, General
Somervell informs me that the U, 8, Ammy installations in
China are now practically completed., Thus, the iroblem
wiich you faced in Jenuary has been overcome and your major
objective has been achleved,

The difficulties of financing our military program in
Chinae began, you recall, at the Calro Conference, where the
Chinese leader rejuested a $1 billion loan. You accepted
my recommendation that this loan be denied, and the General-
issimo in January threatened that the Govermment of China
would not malke any further materl al contribution to the w
effort, including conatruction of military wrks, unless we
agreed to pgrant the loan, or alternstively, to purchase
Chinese cuwrrency at the of 'lcial rate of exchange for our
military expenditures. We refused to accede to the CGeneral-
issimo and continued negotiatiocns. However, during these
negotietions, conatruction activities on behalf of ouwr Amy
were going forward and have now been substantially completed,
and we are now in the favorable bargaining nosition. Dr,.
Kung in a letter of April 19, 19lJ; informed me that the
Chinese Government is "resclutely determined that nothing
should be allowed to interfere wlth the present and con=-
templated operations of the U, S. Amy in the China Theatre®,
and that the Chinese Government renounces "any request for a
new loan (i.e, the {1 billion loan requested by the General-
issimo at the Cairo Conference)®, Thus a most diffilcult
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situation has been bridged and ow military Installations in
China stand ready for use.

The Secretary of War, in his letter dated May 26, 19..,
haes submitted to you an excellent account of the negotiations
to date regarding the U, S, dollar costs of our military
expendlitures in China.

As you know, we have been informed that Dr., Kung will
come to the United States soon as head of the Chinese dele-

atlen to the United Nations Monetary amd Financlal Conference,

is will give us the opportunity to continue the finanecial
negotiations with him in the United States,

That the position we have taken in these negotiations
is Jjustifie d is shown by the declining velue of the Chinese
yuan, The of ficlal exchange rate for Chinese yuan has been
5 cents since 19L1; before China entered the war it was 30
cents, The unof'ficial or black market rate for yuan was only
2 cents by the end of 192 and by the end of 1943 only 1 cent,

At the present time the yuan 1s werth about one-half of a cent.

The rise in value of the U, S, dollar in terms of Chinese
yuan is shown by some typical foreign exchange quotations in
Hunming and Chungicing since the latter part of 19L2:

Chungicl Kunming

1942 Auvsust 36 yuan for 4l L4ly yuan for 1
Decemb er Iéﬁ yuan for §l yuan for l

19,3 August 0 yuan for Wl 8 yuan for %1
. December 85 yuan for 3l 95 yuan for $l
194)i Februery 175 yuan for %1 300 yuan for 1
lfarch 250 ynan for ¥l 220 yuan for $l
April 200 yuan fer El 205 yuan for 4l

Yay 175 yuan for $l 190 yuan for il

Gold has always sold at a much higher value in terms of
Chinese yuan. Thus, at the end of 1945 a U, S. dollar note
sold for about 90 yuan while 31 worth of gold sold for sbout
300 yuan, In May, 19l), vhen the U, S, dollar sold for
about 175 yuan in Chungking, %l worth of gold scold for ap=-
proximately 50 yuan,

You may feel assured that despite the financlal problems
which arose to disturb the cordial relations of this Governe
ment with the Chinese Govermment, the course of the present
financlial negotiations 1s satisfactory and moving in the
proper directlon,
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THE WHITE HOUSE
WASHINGTON

June 1, 19544,

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY:

This memorandum ie from the
Chinese Ambasgsador and was brought to me
by General Shang Chen direct from Chungking.
I think you might have a talk with the
Chinese Ambassador in regard to the Chinese
exchange situation. I do not think he
feele 1t 1s muoh better,

F.D.R,
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The President, LXJ .

The White House.
Dear Mr, President:

I submit herewith a chronological resume of the negotiations with the
Chinese Government with respect to the rates of exchange covering our expendi-
tures in China, Since the resume necessarily is somewhat long, I am also sum=
marizing herewith its context.

When our troops first arrived in China they found an agreed exchange rate
of $20 (Chinese) for &1 (U.S.), which even then had no realistic relationship
te the purchasing value of the Chinese yuan, However, our requirements for food
and housing were small and the expenditures were assumed by the Chinese Govern-
ment which also undertock the requisite airport construction, In the fall of
1943 when General Somervell visited Chungking, this situation had changed and
important construction was delayed, as the Chinese Government had not provided
sufficient funds. General Stilwell was making direct expenditures to obtain
necegsary speed in completing urgently needed facilities.

General Somervell proposed to Dr. Kung the establishment of a more favor-
able exchange rate. He suggested a rate of 100 to 1 in comparison with the then
black merket rate of 120 to 1. To save Chinese face, he proposed that we con-
tinue to procure $20 (Chinese) for each £1 (U.S.) with the Chinese either to
donate or to make available under reverse lend-lease ${0 (Chinese) for each §l

(U.5.).

At the Cairo Conference the United States agreed to {inance further con=
struction expenditures. However the exchange rate was not discussed., The Gen-
eralissimo on his return cabled you requesting either a loan of §1,000,000,000
(UsS.), or the payment of Chinese expenditures at a 20 to 1 rate. As this would
have made our expenditures in China astronomical, you disapproved the proposal
and urged the Generalissimo to accept proposals cffered by our representatives.

The Chinese had been threatening to discontinue construction. With the
receipt of your message, they agreed to provide £2,500,000,000 (Chinese) and
we in turn agreed to deposit $25,000,000 to Chinese account in this country.
This was in effect a 100 to 1 rate, but the Chinese would not continue the
arrangement on a monthly basis., We also forwarded $20,000,000 (U.S.) at Chinese
request for purchase by the Chinese in the black market to lower the rate.
There was little confidence in this proposal and the money has not as yet been
turned over to the Chiness. Nevertheless, the Chinese continued to advance
funds for the construction program subject to our shipment of £5,000,000,000
(Chinese) per month into China, This is continuing and work to date has not
been held up.

S RE T
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The Chinese have advanced us §7,000,000,000 (Chinese) and have received in
partial payment the one deposit of $25,000,000. Manifestly, they are worried
as to the rate for repayment. For the first time we occupy the favorable posi-
tion., We have advised the Chinese consistently of our willingness to bear these
expenditures at a reasonable exchange rate. The 60 to 1 rate recently proposed
by Dr. Kung with §20 (Chinese) to be purchased for each $1 (U.S,) and £40 (Chi-
nese) to be provided under reverse lend-lease is not realistic in view of the
present black market rate. We are not adverse to a reverse lend-lease arrange-
ment of this type, though we do object to an unrealistic rate; and although it
would result in the Chinese obtaining a greater credit for future settlement,
it would appear most unlikely that funds received under reverse lend-lease at
any rate approaching realism would at any time even closely approach the dollar
value of direct lend-lease aid.

Perhaps our war program in China has contributed somewhat to inflaticn.
However, the number of our troops and the magnitude of our construction are not
sufficient to have a major effect. The Chinese report expenditures at approxi- -
mately $10,000,000,000 (Chinese) for support of our troops and for construction
prior to the Cairo Conference. They have advanced §7,000,000,000 (Chinese) for
construction authorized at Cairc. In turn the United States has lend-leased
goods valued at $413,000,000 (U.S.). The Treasury Department granted a credit
to the Chinese Government of $500,000,000 (U.S.), against which it drew
$24,3,000,000. The FEA has purchased goods for $46,000,000 (U.5.) at a 20 to 1
rate, Qur forces in China have expended through February 1544 a total of
£155,000,000 (U.S.) at the rate of 20 to 1, The financial contribution of the
United States has been most substantial and greatly in excess of the Chinese
axpenditures even at the 20 to 1 rate. A settlement of the §7,000,000,000 (Chi=-
nese) construction advance alone at the 20 to 1 rate would involve a premium
payment of over $300,000,000 (U,S.) compared with a rate of 150 to 1, and the
latter is below current black market.

The black market is continuing to rise, The rate at the present time should
not be less than 150 to 1 and even this rate should be revised periodically un-
less the Chinese Government controls inflation.

The War Department believes that our representatives should continue to
stand firm for a realistic mte. In view of the effect of any rate on military
planning, commitments should not be made in Chungking without clearance in Wash-
ington by the Treasury Department and yowr approval.

Respectfully yours,
Franklin D. Roosevelt hiwrary

DOO LK. saee.s (9/27/88)
Inclonurehq.J_ } » e B ;}’ﬂ

IR S

Secretary of War.
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19 May 1944
BESUME OF CHINESE EXCHANGE SITUATION

1. The exchange situation in China first was brought to the attention
of the War Department by General Stilwell eesrly in 1943, at which time he re-
ported that the official rate of exchange of 20 to 1 was not realistie, lnasmuch
as the open market rate at that time was around 40 to 1 and increasing rapidly.
He called attention to the fact that with the large expenditures contemplated
?{’:h; Army, definite steps should be taken to have a new official rate estab-
ed,

2., The official rate of exchange of 20 to 1 was established in August
1941 and has been supported by the U. S. Government as a measur: of msking
effective the stabilization agreement entered into with China at the same time.
This stabilization agreement expired in January 1944.

3, When the matter of the rate was first reported by General Stilwell
the Treasury Department was requested to glve some consideration to having the
Chinese effect a change in the rete and during the letter part of 1943, that
department endesvored to obtain some relief in the matter., These efforts
included a change in the official rste, the grenting of a special rate to the
United States or the sale of gold at an advantagecus price to use the proceeds
to decrease the excessive costs of the War Department's expenditures in China
becauge of the unrealistic reate.

L. With a knowledge of the State and Treasury Department and undoubtedly
with the full knowledge of the Chinese Government, the War Department has been
paying its personnel in China U, S. currency and permitting that personnel to
go into the open or black market and purchase Chinese currency at any available

- rate, Later, the State and Treasury Department requested the Wer Department

to ship United States currency to Cyina for use in paying personnel and
operating expenses. The War Department has been reluctant to having its soldiers
dealing in black market operations, but for morale purposes, it could not do
other than authorize such a procedure in view of its failure to find other mesns
of giving its men in China sufficient local currency to offset the unrealistic
exchange rate, In addition to the morale frctor, there has been the ever
increasing ependitures by the War Department for supplies and construction.

5, Falling to secure relief through a change in the official rate, the
War Department, early in 1943 felt the need for a reciprocal Lend-Lease agreement
with China and the Chinese Government indicated that they may be willing to enter
into such an sgreement. Accordingly, an agreement was drafted for submission to
the Chinese, In view of the exchange situation and the fact that the Treasury
Department expressed the view that efforts up to that time to secure a better
official rate of exchange had prqved fruitless, it was decided to include in
the reciprocal Lend-Lease agreement, in addition to the provisiona to direct
aid in kind, a section to the effect that the Chinese Covernment would provide
funds in Chinese éurrency to be used by the U.S. in direct purchase of supplies,
materials, facilities and services in lieu of reciprocal aid in kind and to meet
the essential governmental and military needs for Chinese currency. The under-
standing was that this currency received under the agreement could be used in
reducing the excessive cost to the U.S. of expenditures for personnel and other
purposes on account of the unrealistic Chinese exchange rate. )
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Thie reciprocal Lend-Lease agreement was presented to Dr, Scong, Forelgn Minister
of the Chinese government by the State Department in Washington in May 1943

with a memorandum explaining the purpose of the financial provisions thereof.

The agreement was submitted to General Stilwell in China and wes concurred in by
him in view of the apparent impossibility of securing a proper exchange rate,

6. In October 1943 General Somervell visited Chungking. He was advised
by General Stilwell that delays occuring in construction necessitated direct
contractual expenditures by United States forces, The artificlal erchange rate
of 20 to 1 as compared with a black market rate of 120 to 1 was resulting in
exorbitant costs. General Stilwell believed that a better arrangement was
essential to our planned operations, General Ssmervell, with the knowledge and
consent of the Ambassador, proposed to Dr. Kung, subject to ratification by the
U, S. authorities in Washington, that the Chinese Covernment make available to
our forces the requisite Chinese currency to support these forces and the military
construction under one of two alternatives:

. The Thited States would deposit to Chinese account in the United
States §1 U.S. for each $100 CN furnished, this deposit to be credited against
an official exchange rate of 20 to 1, with the remaining $80 CN to be a contri-
bution of the Chinese Government to our joint war effort ( this arrangement
would proect publicly the 20 to 1 artificial rate); or,

b. The Chinese Government would provide the requisite funds with the
United States depositing to Chinese account $1 U.S. for $20 CN of each $100 CN
made available, the remaining $20 CN to be provided under a reverse lend-lease
agreement,

Dr. Kung appeared to view these proposals as feassible and promised to place
them before the Generalissimo for approval.

7. Shortly after General Somervell's return to the United States in
November, and before the proposals could be carried further, the Cairo Conference
was held., The Ceneralissimo attended this conference, It is underatood that he
was advised that the United Stetes was prepared to besr the cost of its military
effort in China, It is not understood that the question of exchange rates was
considered, Subsequent to the conference, as indicated in the report of
Ambessador Geuss, January 16,1944, the Ceneralissimo in a messape to the President
urged that a loan of $1,000,000,000 U.S. be made to China, or that, otherwise,
the United States assume full responsibility for its expenditures in China at
a 20 to 1 rate,

8, The Treasury Department was then negotlating with the Cpinese Covern-
ment with a view to transporting gold to China for purchase of Chinese currency
in the open market to control inflation and to secure a better exchange rate.
These negotiations did not appesr to be progressing repidly. The Secretary of
Treasury recognizing the urgency of the airport construetion program euthorized
the War Department to proceed with its own negotiations.

EGRADED UNCLACEIFIED
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Representatives of the State Department concurred in tnis arrangement. Qur
military representatives were authorized to alvise the Chinese that the

United States was prepared to accept full responsibility for its military
expedenditures subject to the establishment of a reasonable exchange rate wnich
would have some relationship to the actual purchasing power of the Chinese
dollar. On 15 January our Commanding General in China and State Department
representatives were advised to press for an early completion of a reverse
lend-lease agreement concurently with an agreement to be presented by military
representatives with respect to the funds to be made available by the Chinese
Government to cover our military expenditures. The military representatives
were advised to keap in constant touch with the State Department and Treasury
Dem rtment representatives sc that any action taken in Chungking would be
jointly understood, Mr. Edward C. Achescu was sent to China to mssist the
Commanding General in presenting the proposed fiscal arrangement.

9, In reply to the Generalissimo's request, referred to above, the President
urged the acceptance of the proposal submitted by our military and diplomatic
representatives. It is to be noted that the authorities in this country were
in agreement that there was little merit in the proposed loan W China,

10. Our military and diplomatic representatives proceeded with the negotiations.
In the latter part of January estimates became available with respect to the
substamtial construction costs involved in the new airport projects. Meanwhile
the black market exchange rate had continued to advance and payments in American
dollars at a 20 to 1 rate would have beccme astronomical in comparison to the
value received in work. The War Department would have found it necessary to have
requested additional funds for the purpose from Congress and was apprehensive
that the exorbitant costs would have serious repercussions. Again on 24 January
our military representatives were advised to maintain a firm stand, but to inform
the Chinese Governmment that the United States was prepared to place to Chinese
account tne U, S, dollar equivalent of any Chinese funds made available under
general arrangements which they would suggest to the Chinese Govermment.

11, Dr. Kunz was designated by the Generalissimo to receive the United
States' proposals. Our representatives proposed as an interim mcasure that the
United Statas would purchase #1,000,000,000 CN at the rate of LO to 1 through
the deposit of 425,000,000 U,S. to Chinese accomnt in this country. The Chinese
Govermment would add §1,500,000,000 CN to this account, This proposal would
have established an interim exchange rate of 100 to 1. The Chinese Government
did advance the first funds and the £25,000,000 7,5, in payment thereof was
deposited to Chinese account. However the Chinese Government did not accept

he proposal as a continuing measure, On 3 February Dr. Kung made a counter-
proposal to continue the official exchange rate of 20 to 1 with the Central
Government contributing $10 CN more for each $1 U.S. under reverse lend-lease.
Qur representatives turnsd down this propcsal. They advised us on 12 February
that they could see no benefit in further propcsals, However, Dr. Kung was
asked to advance $1,000,0.0,000 CN per month during the remainder of the
negotiations with the repayment rate to be decided during negotiations.

REGRADLD UNCLASSIFIED
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12, Report of expenditures at this time indicated that our own expendi-
tures in China had increased from §400,000 in January 1543 to $23,000,000 in
December. Estimates for airport and other comstruction indicated a require-
ment of approximately §2,500,000,000 CN menthly, Payment for these funds at

a 20 to 1 rate as compared with the proposed 100 to 1 rate would have resulted
in an annual premium to the Chinese Qovernment in excess of £1,000,000,000,
However, the proposed rate of 100 to 1 was still below the real purchasing
value which was more aiequately expressed by the black market rate which had
reached 150 to 1, On February 20 General Stilwell was advised that he must
continue tc take a firm stand while still expressing the willingness of the
United States to bear full costs at a reascnable exchange rate, On Feoruamy 25
we were advised by our military req resentatives that Dr, Kuag had asked fer
$2C,000,000 0,5, to be flown to China as an advance to the Chinese accoumnt
with the rate to be determined later, These funds Dr. Kung proposed to use for
the purchase of Chinese currency in the black market in an effort to drive
down the black market rate. At the suggestion of our representatives, and with
the a_proval of the Treasury Department, this money was flown to India in the
understanding that 35,000,000 U.5, was to be made available tc the Chinese
Government to test the effect of the proposed purchases prior to utilizing the
full amount, These funds have not as yet been turned over to the Chinese
Government as our representatives on the ground felt that the transfer might
prove de.rimental in view of the existing status of negotiaticns,

13, On March 2 our representatives advised us that the Chinese Govern-
ment had agreed tc furnish not to exceed §5,000,000,000 CN per month to our
forces provided the requisite money in Chinese currency was shipped from the
United States, with March and April requirements to be shipped by air.
Arrangements were made to meet this request.

li. During theferiod of negotiations the construction work has been
proceeding satisfactorily. As our proposal with respect to the deposit of
$25,000,000 U.8, per month to the Chinese account in the United States in
exchange for $2,500,000,000 Qi had not been accepted by the Chinese Govern-
ment, only the initial deposit was made. Since we were obtaining all of the
funds needed without an exchange commitment, our representatives in China
believed it undesirable to submit further proposals to the Chinese. They
awaited counter-proposa.s from the Chinese Governmant. On May 7 our repre-
sentatives advised us that the Chiness were pressing hard for a financial
agreement at a 60 to 1 rate, $40 CN of each $60 CN fumished to be credited as
reverse lend-lesase., As the black market was continuing to rise, our reprasen-
tatives were unwilling to accept this offer and insisted on a three months!
agreement for a rate of 150 to 1. OQur representatives in the field reported
that the Chinese Government would make a direct appeal to the United States.

o~ REGRADED U!CLAGSIFIED
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15, It is important to note that the Chinese Government has receded
consideraoly from its stand taken in 1943, and from its even more adamant
stand taken in December 1543 and January 154y, as a result of the firm
position taken by the United States. Wnile the work undertaken by the American
forces and payment therefor may aggravate the distress of the Chinese eccnomy,
it is very douctful if its influence on the inflation difficulties is a major
contributing factor. In local areas where work is being carried on, our
expenditures will have more ser ous effect on inflativnary difticulties than
elsewhere, but even there our expenditures are not the primary cause of their
economic disturbance. In any event, it is difficult to understand the efrect
of the rate of exchange on this economy as the United States funds made
available to China weuld accumulate as a credit to be drawn against after the
war, It would be difficult to justify an artificial exchange rate which would
make the cost of American participation in the war in China out of all pro-
portion to the actual value of the work received, particularly taking into
consideration the relatively low cost of labor in China as compared with the
United States.

16. The extent of United States aid to China must also be taken into
consideration in determining the exchange rate which is to be accepted.
Lend-Lease aid to China has aggregated more than $4,00,000,000 y,5,, although
some of the Lend-Lease material is still stock piled in India as transporta-
tion has not been available for its movement intc China, At a realistic rate,
this Lend-Lease expenditure alone is equivalent to $60,000,000,000 CN.

In addition thereto, the Treasury Department granted a credit to the
Chinese Government of $500,000,000 1,8, in March 1942 against which
$243,000,000 has been drawn at the end of 1943,

The Foreign Economic Administration will have purchased in China
from 1541 through June 15Ll approximately $45,000,000 11,5, which at the
official rate would purchase §£960,000,000 CN worth of merchandise (strategic
materials), At a realistic rate of 100 to 1 as a conservative average for
the period, these purchases would have cost only $9,600,000 U.S. This means
that over the period the Chincse Government had been benefited as a result
of the unrealistic exchange rate by a premium of $§38,400,000 U.S,

Likewise, our forces in China have expended for the peried
1 January 1943 to include February 1944 a total of $155,550,000 U,5. which at
the official rate of exchange total $3,111,000,000 G, Expenditures during
the month of March and April 194l have been on the basis of the new agreement,
waeraby the Chinese advanced to us the currency required for our nseds and
we in turn deposited U, S, currency to the credit of the Chinese Government
in such amownt as the Commanding Ceneral, U, §. forces reports as propedy due.

™ ™7
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The total amount reported by the Commanding General, U, §. Forces under this
azreement to have been raceived up to April 23 is §7,680,000,000 cu, (How
much of this should be credited as a Chinese contribution to the war effort,
and how much the United States Government is expected tc reimburse the
Chinese camnot be determined in Washington at tiis time in wview of the fact
that negotiations in this respect are being carried on by General Stilwell
in China.) This is a total expenditure in Chinese currency to date of
$10,791,000,000 CN, This would cost the U, S, at the official mate of 20 to
1, 8539,550,000 U,S, whereas at a realistic rate of 150 to 1 it wculd cost
only $72,000,000, This means that ths U, S, Pays a premium on these expendi-
tures of $£467,550,000 due to the unrealistic rate,

Dr. Kung in a letter to the Sescretary of War has reported Chinese
expenditures during part of February and all of March and April as aggregating
£7,016,000,000 0}, The Chinese state, however, in addition to this amount
the Chinese Government has paid out since Septemver 1542 for construction of
airfields, barracks, air force supplies and improvement of roads at the
request of the United States authorities a total of £10,878,260,457 CN.

While the cost of the services fumished the United States [orces
in China camot be verified, his estimate of construction cest in 174, of
$7,000,000,000 CN is in a greement with our own figures, The United States
has deposited against this advance of §7,000,000,000 CN the sum of
§25,000,000 U,S, to Chinese credit in the United States.

17. In view of the large sums inwvolved and the continuing expenditures,
it is apparent that the agreed exchange rate may have a decided influence on
military operations and on military planning., While it is desirable for a
firm agreement to be effectsd at the earlisst possible date, the lsportance
of such agreement to contemplated military operaticns warrants its careful
consideration in Washington before it is accepted formally. It is suggested,
therefore, that any arran;ements which may be proposed in Chungking be tenta-
tive until their effect on military operations can be studied by our Govern-
ment in Washington sothat all factors may be taken into consideration.

It is apparent that the American position has constantly improved during the
progress of the negotiations as a result of the fimm stand taken by all of
our representatives working in close agreement. Meanwhile, military construc-
tion has proceeded without delay.
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AIDE MEMOIRE

To meet the requirements of the united Stetes .rmy in

China the Chinese Government has advanced in toto the sum of
eighteer billion yuen,

The United States Government has signified 1ts intention
of paying for lts military expenditure in China which is greatly
appreciated by the Chinese Covermment. 4is & basls of settlement
of the funds advenced by the Chinese Govermment, United States
Army representatives in China heve mede proposals et different
times since Yebruery for the conversion rate to be [ixed variously
at; U.S5. 31 to 100 yusn, 200 yuen, 120 yuen, end 150 yuan. The
Chinese Covernment, however, is unable to consider these proposals
to slter the exchange rate of 20 yuen to ome U,3. dollar, because
the lowering of the exchange rate upnder the present circumstences
would further undermine confidence in Chinese currency, as well
a8 stimulate the rise in commodity prices.

The Chinese Government, therefore, suggests the following
solutions:
(2.) The agreement for Reverse Lend-Lease as

proposed by the United States and agreed to

by Chine shell be signed and implemented as

soon as possible.
(b.) China undertekes to pay for land needed for

the construction of air fields,

(c.) China



(c.)

(d.)

i
]

Chins undertakes to pey for the food and
lodging of the United States Army in Chine,
such payments to be credited under LHeverse
Lend-Lease,

For United States Army expenses other than
those covered in (b) and (c) above, the Chinese
Governuent offers the following alternative
sclutions: -

1.) Chine shall contribute twenty yuan
as Revercse Lend-Leuse, in addition
to twenty yuan exchanged at of ficlal
rete for every United Stetes dollar
credited to China. Chine is further
prepared to raise such Reverse Lend-
Lease contribution to forty yusn for
each United Stetes doller pleced to
her credit.

2.) Alternatively, 1f the above arrange-
ment (d.l.) is considered not satis-
factory, the Chinese Govermuent sheall
be prepared to permit the Unlted Stetes
authorities in China to sell in open
market United Ztates currency notes,
United States Govermnment bonds, gold,

and commodities for the purpose of

securing



=B

securing Chinese currencvy needed to

meet United States Army expenditure,

The Chinese Governnment elso believes theat the most
effective measure of controllings Infleation in China is
increased lmportation of commedities for dally use,
especially if such importation is combined with the

arrangements under (d, - 1 or 2)

It is to be observed that for every yuan issued, the Chinese
Government and banks assume the obligation of its redemption accord-
ing to law. In comparing China's present foreign exchange accumu-
lation to the amount of yuan issued China's exchaenge reserve is
infinitesimal and far below her minimum requirements, not to mentiom
China's post-waer needs for rehabilitation and reconstruction, and
her monetary stability which especislly needs assistence. Hence
any sppreciable increase in China's forelgn exchange and reserve
would grestly mitigete her difficulties and be of vitel importance

to development of Americen trade with China,
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THE WHITE HOUSE
WASHINGTON

June 12, 1944,

MEMORANDUM FOR
HON, HENRY MORGENTHAU, JR.

TO READ AND RETURN FOR MY
rinlnt

private and Confidential letter to the fres.,
april 19, 1944 from Dr. H.H. ¥Xung, Chungking,
in regard to China's finaneial situation, with
attached Table of Total Pavments Made by the
Chinese Government at the Request of the U.S.
nvmy Authorities (from Sept. 1942 to April 19,

104%.)



HEADQUARTERS OF THE GEMERALISSIMO
CHINA

(Translation)
April 18th, 1944,

My dear President:

‘mbassador Wei Teo-ming is requested,
upon his return to Washington, to hand you this letter
with my cordial greetings.

He is charged tp convey to you my
views on the latest developuments in the Far Tast and
the fundamentals of our future stratesy in the China
theater. I trust you will accord him a fairly lone
interview so that he mway tell you in detail all that
he has to say and to give you any informstion which
you may desire.

Wishing you the best of health.

Yours sincerely,

(signed) Chiang Fai-shek.









THE WHITE HOUSE Y}
WASHINGTON \

June 15, 1944

MEMO Ui X THE PRESIDENT:

I attach the gist of some
recent reports I have received

from China.

Lauechlin Currie
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MEMORANDUM FOR THE PRESTDENT

Confidential reports frem Chungking are that Kuomintang-
Communist megotiations are getting nowhere because the Kuomintang
has no real desire to compromise and will not meet Communist requests
for relaxaticn of the anti-Communist blockade, reestablishment of
radio communication between Chungking and Yenan, and release of
Communist political priscners,

American cbservers on the spot therefore reach the con-
clusion that the Kuomintang began negotiations with the Chinese
Communists primarily tc put up a good frent against foreign criticism,
The same motive is behind the visit of foreign correspondents to
Yenan.

The Communist representatives in Chungking claim that their
economic and political strength has increased in the Communist ares
and that there has even been an increase in their military strength,
Be that as it may, there seems to be little doubt that they are
genuinely interested in fighting Japanese and would like to have
American military delegations sent to their areas,

The session of the Central Executive Committee of the
Kuomintang which began May 20th was kept very secret, The trend of
the meetings was definitely reactionary and Dr. Sun Fo who had
voiced criticisms received no support.

Regarding American criticism of China, the Generalissimo
was reported to have said:

"As for foreign criticism, I at first paid some attention
to it but it has passed the point of being reasonable. Formerly if
the foreigners found 1% good about China, they said that China was
100% good. Now if they find 1% bad, they say that the other 99% is
also bad. We should stop worrying about such eriticism Just as I now

"Censcrship must be maintained to protect us against these
unfair eriticisms. All that is censored now, despite foreign
complaints, are false rumors and reports."
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THE SECRETARY OF THE TREASURY
WASHINGTOMN

June 28, 1944

My dear Mr. President:

In eccordance with your wishes,
I am returning herewith, for your files,
the letter dated April 19 from Dr. Kung,
which you asked me to read.

Yours sincerely,

Nuf.

The President,
The White house.
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Erivato ! St Chungking, April 19, 1944, ' 5"* Vi

The Honorable Franklin D. Roosevelt,
President of the United States,
The White House,

Weshington, D.C., U,S.A.
Dear Mr. President,

I am taking the opportunity of Ambassador Wei's return to
the United States to send you my warmest personal greetings. I
would also like to thank you for your kind invitation to me to
visit your country. Although circumstances and the pressure of
urgent duties unfortunately prevent me from leaving, I do hope
that the day will soon come when I shall be able to do so.

I was very glad to hear from President and Madame Chiang on
their return from Cairo of your great desire to assist us in the
solution of our current problems. Therefore, it would not be
amiss to bring you au courant with respect to current economie
and financial developments in China. Dr. Wei is supplied with
detailed information which he will be glad to Pprovide in order to
supplement this letter. It 1s no exaggeration to state frankly
that, in the economic and financial sphere, China is experiencing
its most difficult year since the beginning of the war. The seven
years of uninterrupted warfare with its attendant devastation,
blockade and growing financial burden have taken their toll. As
you are certainly aware the National Government, under the leader-

ship of President Chiang, are doing everything within their power
DEOLASTT !
F_:f'ﬂ::' F i I,n_‘s_ ?..
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to intensify the common war effort. But our financial and
economic problems are increasing in acuteness.

Had our position been less unfavorable, we should have
gladly undertaken the burden of financing all United States Army
expenditures in China as a voluntary contribution to the United
Nations' war effort. As it is, the activities of the United
3ates Army in the China Theatre, important and indispensable as
they are for intensifying our war effort, are dangerously accel-
erating our inflation. To date we have appropriated over 17
billion Yuan for eirfields and other military outlays for the
American Army, of which 10 billion, a sum eguivalent to the
USg500 million loan which was extended to us in 1942, was paid by
February. I am appending a detailed list of such expeniitures
for your reference. The mere provision of currency notes for
U.S. Army expenditures hss exhausted our currency reserves in
China and used up all notes shipped in from India. In order to
keep the U.S. Army supplied with notes so that their activities
can continue without interruption, we are compelled to restrict
temporarily cash outpayments by the banks for commercial and in-
dustrial purposes pending the further arrival of new supplies
of notes from America by air.

In order not to impair seriously China's effectiveness in
the common war effort, it is essential that confidence in our

currency be maintained. An essential precondition for the con-
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tinuation of confidence in our currency is the maintenance of a
minimum reserve of foreign exchange, gold or silver, against our
currency. It would be most dangerous for us to continue to issue
currency notes to cover current U,S., Army requirements without a
minimum replenishment of such reserves. Unfortunately, this ob-
vious consideration appears to have been overlooked by some who
apparently feel that we should provide the U.S. Army Yuan currency
on terms which would involve an actual rate of 100 Yuan to 1 U.S.
dollar. Such a course amounts to a depreciation of the external
value of our currency by 500 percent and would be fatal to us in
our present predicament.

Those who urge for a further depreciation of our currency
were obviously misled by the comparatively high price commanded
by U.S. dollar notes in the black market. It is important,however,
to grasp the fact that the supply for U.S. dollar notes in the
black market is very small and that the chief demand is created
by the hoarders and speculators who smuggled U.S, dollar notes
to Shanghal and by smugglers in China who find it profitable to
acquire U.S. dollar notes even at high prices for the purpose of
taking to India to buy rupees in order to bring contraband goods
and gold from India. Thus the price the U.S. dollar notes command
in the black market is fictitious and cannot be regarded as true

indie.tor of the external value of Chinese currency. The Chinese

Yuan was worth about 30 cents U.S. currency at the outbreak of
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the war in 1937. We maintained that free market rate at con-
siderable sacrifice until March, 1938. Since then, it has gra-
dually depreciated until the Stabilization Board of China fixed
the rate at about 5 cents in August, 1941. Since the basic idea
behind the plan for a United Nations' Monetary Conference which
is being prepared under the leadership of the United States Trea-
sury, is sound money, I am sure you appreclate our reluctance in
taking steps to further depreciate our currency. I have explained
in detail in my messages to Secretary Horgenthau dated January 6
and February 25, about which I presume you were informed, the rea-
sons for not changing our exchange rate. The psychological effect
alone of such a drastic revision of the exchange rate as some
contemplate would be very serious and would, of necessity, lead to
an upward revision of internal prices and serious loss of confi-
dence in the Yuan.

It 1s not generally realized and we do not wish it to be
known that China has had to conduct her war effort with less aid
in the form of materials and supplies than any major member of
the United Nations, and this in spite of the faect that she is
confronted with difficulties such as beset the path of no other
belligerent country. The powers of endurance of the Chinese peco-
Ple have proven themselves under the tremendous strain of the
seven long ?Eérs of war. Since, according to this year's budget,
nearly 50% of the expenditures is already covered by texation,
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the National Government is extremely anxious to avoid taxing these
sacrificial powers beyond endurance, for the consequences might be
disastrous both to China herself and to the United Nations as a
whole. We had all been hoping for the removal of the blockade of
China some time in 1944. Now that appears to be a remote contin-
gency. If the present economic and financial difficulties continue
and if we take steps that would drastically depreciate our curren-
¢y, thus bringing about further inflation, the conseguences may
be grim indeed.

We are not making any request for a new loan because we are
well aware of the difficulties that may beset the path for the
granting of a loan at the present time. We are exerting our ut-
most to do our share in facilitating the activities of the U.S.
Army in China by providing land for the construction of airfields
and by advancing large sums for the payment of construction and
other activities. As you have kindly informed President Chiang,
the United States, in order to cover all of its military expen-
ditures in China, including such maintenance as well as construc-
tion, is prepared to place to China's account the U.S. dollar
equivalent of any Chinese funds made available under general
arrangement with U.S8. representatives in China. The only dif-
ficulty that prevents us from reaching a complete understam ing
with respect to this matter is the rate of conversion. On ac-
count of this difficulty, except for the USZ25 million paid in
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March, none of the rest of the U.S. dollar counter-part of the bil-
lions advanced by China has yet been turned over to China. Since, for
reasons stated above, we cannot depreciate our currency further with-
out seriously jeopardizing our currency position, we have been try-
ing to find other ways of solving the problem. Some time ago, we
have informed your Government our agreement to the U.S. proposed
arrangement for Reverse Lend-Lease and I hope the arrangement will
soon be carried out. I am sure you will agree with me that this whole
matter is not a subject for bargaining. We have already fought
shoulder to shoulder for over two years. We have shared considerable
sacrifices and, it appears to me, we should each eontribute according
to our capacity for the common victory.

It was with great pleasure that I learmed of Vice-President
Wallace's forthcoming visit to China in which event I am sure he will
become fully acquainted with China's war effort and the problems
incidental thereto. We welcome such interchange of visits as a
valuable means of exchanging mutual information and understanding
between the Allies and also hope that some day in the not too distant
future Mrs. Roosevelt will allow us to repay the hospitality so gen-
erously extended to Madame Chiang by you and your people.

With best personal regaris,
Yours sincerely,




Table of Total Payments Made by the Chinese
Government at the Reguest of the United
States Army Authorities (From September, 1942

to April 19, 1944).

A) Paid out by the National Treasury,
Ministry of Finance.

1.- For construction of airfields. Yuan 8,018,952,286.25
2.~ For construction of barracks for
Composite Wing in Air Force. 355,580,500.,00

d.= For War Area Service Corps expen-
ditures (mostly board and lodging

for U.S. Air Force in China). 1,483,407,953.78
4.~ For transport of U.S. Air Force
supplies. 404 ,442,917.92

5.- For the improvement of roads at
specific request of U.S. Army
authorities., 615,896,800,00

Total Yuan 10,878,260,457.95

B) Advanced by the Central Bank,

1.- Advanced for the construction of air bases:-

a) March 11, 1944 Yuan 1,743,000,000.00
b) April 7, 1944 1,000,000,000,00
c) April 14, 1944 1,50%,000,000,00
d) April 19, 1944 520,000,000,00

2.- Advanced for the account of the U.S. Army:-

a) February 10, 1044 Yuan 1,000,000,000.00
b) March 6, 1944 1,000,000,000.00
c) April 15, 1944 250,000,000,00

Total Yuan 7,016,000,000,00

GRAND TOTAL --- Yuan 17,894,260,457.25
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