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1. INROTWTIOY

In a paper entitled "The Future of Foreign Investment in China",
prepared on the eve of the ~orld War II vhen China was alone bearing the brunt
of Japanese aggression and when her destiny was being subJected to an un-
precendented test, We came to the following conclusion:

"The political outcome of the Sino-Japanese war, more than anything else,
will détermine and define what part foreign capital and technique will
play in the future economic develorment of Chinas 4 victorious Japan will
spell disaster*® for foreign capital and enterprises in China, because
exclusive exploitation of China's resources is the basic tenet of Japan's
policy in China, A free China, on the other hand, will offer bigger
opportunities for foreign participation and cooperation. Faced with
widespread destruction and general impoverishment, and eager to
industrelize and to reconstruct, China will find in foreign investment a
necessary means to an end",(1)

In the intervening years since these lines were written, so much
change has taken place with such far-reaching consequenses as to call for a
re-exanination of the problem of foreign investment in China in the 1light of the
world's recent political and economic developments as well as of China's new
international position and her domestic requirements, Though it 1s no part
of our intention to dwell upon the political trends and developments at home and
ebroad, it would nevertheless be absurd to ignore their deep and decided btearings
upon our nroblem, for neither has international investment becn free from
repercussion of international politics, nor can it be expected to flourish in a
nationalistic worlde The analysis mads and the conclusion reached in 1939,
though s8t1ll valid insofar ag they were based on the striking contrast between
the Free and Occupled areas of China in the matter of policies and practices
with respect to foreign investments, fail to prevent a reallstic picture of
futwre problems and prospects because of the subsequent developments. These
are: (1) The fires that first broke out at Iukouchiao soon spread into a
world conflagration. The sudden outbreak and rapid extension of the European
war, the surprise 4nvasion of Soviet Russia and the ruthless attack upon Pearl
Rarbor have not only resulted in ., gigantic and joint effortsof the United
Kstions to win the war but also made the Sino~Japanese conflict an indivisitle
part of the global war both in scope and in strategy. Ita settlement became an
integral part of tho world settlement. Just ae the outcome of the war is noro
agsuring, so the pattern of peace will be more encouraging and more enduring,

(2) The Atlantic Charter, the Joint Declaration of the United Nations and
tho Mutual 414 Agroements, while defining in general terms the war aims of the
United Nations, have emphasized the economic objectives which are decemed the
natorial foundations of the liberty and welfare of all peopless ™ithin the
framework of these solemn declarations, we can discern a developing, though dim,
outline of a new interaational commonwealth of nations and a new era of inter-
national collaboration to win the peace after the war is won, The Inter-

(1) ¥.Y.lins The Future of Foreign Investment in China, reprinted in Kate
¥itchell and woLoHOlland" Prodlems of tho PBCitiC‘ 19394 F.Y..
1940, p. 243




e

national Conference on Food and &griculture, the estatlishment of the United
¥ations Rollef and Rehabilitation &dninistration and the International Monetary
and Financial Conference, though tut a few landmarks in the long and arduous
road towards rebullding peace and prosperity, augur well for the shape of the
world economy to0 come. In theso international gatherings, there is a general
and growing recognition of the need for a new outlook, a new machinery and a
new method of approach, if the rencwed efforts are ndt to end in disappointnent
and disaster,

(3) On the other hand, the abolition of the extra-territorial and related
rights in China and the bezinning of negotiations for new Treaties between
China and, respoctively, the United States and the United Eingdon have re— °
noved onf¥for all an outstanding grievance which was as annoying as the systen
wag anomalous; and with 1t, the entire legal and financial fabric to which
foreign investments and enterprises in China were long accustonod and under
which they wero accorded a special position and many a epecial privilege.
The new international position which China has won for herself has given rise
to new probtlems as well as new responsidilities, as regards not merely the
treatment of foreign investments and interests already here but also the
provision of minimm conditions essential to0 ‘their re-entry. How these prdblems
will be met and the responsibilities dtacharged will condition for many years
to come the prospects of forelgn investments in China,

In view of these vital political developnents, not to mention the
basic economic changes which will be dealt with later, it appears desirable to
consider the problem of foreign invegtment in China as an instrument both of
post—war international collaboration and of/mug&ﬁ)xouic recons truction of
China. The following pages will attempt to show the importance of foreign
capital from the standpoint of China's national income as well as her balgnce
of international payments; to discuss the policy and guiding principles
relative to its effective utilization; to evaluate the possibilities and
prospects ¢f a revival of international lending; to exanine the potentianlities
and probvlems of China's capacity to borrow end finally, to analyzo the
relative merits of various types of foreign investments and the possitle
channels through which they ray be procured and pronoteds
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11, FATTERY OF CHILESE ECONOMY

Though possessing inportant manufacturing industries, China rend ng
preponderantly an agricultural country, for approxinately eighty percent of
her population are engaged in agriculture. The econonic organization and
position of China, the level and composition of her national incone and the
nature nnd terms of her forelgn trade all take color fron this facte No.
analysis of China's economic problems will be sound unless adequate consider-
ation 18 given to this doninating pattern of the Chinese econony.

Towards understanding the problem of foreign capital in China, 1t is
no less important to study at the outset the size of China's national incone
and the poeition of her balance of international paynents ~ the internal and
extornal manifestation of the sum total of her economic activities - and in
the 11ght of these findings, to show the need for foreign capital in the
future economic developnent of China, 4f such development 18 not to de
unnecessarily retarted and restricted,

The nationsl income of China cannot be stated with certalnty and
even estimates are few and by nature conjectural, DIrs, Tong Wen~hao and T.
K. Iieu have estimated China's pre~war per—caplta income at CN$40 and J.
Loseing Buck at C¥$52.19, both of which seen to bte an underestinate, because
a large part of the farn produce, which is directly consuned by the farming
population, never appears in monetary terms and becauvse of the relatively.
low average level of internal prices prevalling in China before the wars
More recently, Dr, Ta~chung Liu has attempted to arrive by different nethods
at a rough approximation of the pro-war average annual national income of
China during the period 192%-.1934, “hether by the "final products" produced
in the economy, the "value added" by different fields of econcnic activity,
the "digtributive shares" received by the differeant sections of the popu~
l1ation or the manner in which the income received were disposed by the people,
the final result of the conputation, which is naturally identical, glves a
total national income of CN$35.2 billiona and a per caplta incone of CN$78.30,
the detalls of which are reproduced as follows:-

Total Income . Total Population Per Capita

In billions of In rpillidns Incone
. CN$'s cxs

dgricul tural 27%.1 360 73.5

Modern Industry 0.8 2 416,0
Other Trades and V

Industries 6.0 75 80,0

Governnental Service 1.3 13 100.0

() Total dverage 35.2 450 78,3

On the basis of Dr, lLiu's preliminary figures, the Central Planning
Board of China, in their studr of %I;in s X: giona.l Incone and Capital
Foroation, have arrived at a revigs /63 HE‘? Y8t C¥$33 billions for the
national income or a por canita income of C¥3$73.30, by taking into account

of the probably lower rural incone i{n the outlying border provinces and ty

deflating the price index, when the base period is shifted fron 1929-1934 to
1932~1936.

(1) Ta-chung Liuz Some Preliminary Notes on the Kational Ineom
Industrialiration of China (Kineographed), Washington,1943,
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The preeise figure is, however, less irportant than the consensus of
opinion that the level of China's national inconme is very low and lower than
that of any other great countrys The estimates of China's national income
scen to show conclusively that China's capacity to produce 1g as linited as
her cnpacity to save 1s negligidles Furthermore, the damage and destructlon
of the war, the accompanying dislocation and disruption of the productive
processes, the disappearance of pre-war savings through war tine currency
instability and the disinvestnents throush obsolescence and depreciation,
would appear to have resulted in a further reduction of the national incone
which 18 already ruch too smalle On the othor hand, in view of the extrenely
low level of per capita income and the large proportion spent for necessities
of 1ife, 4t would be difficult to reduce consumption without irmpalring the
physical and moral well-being of tho masses of the people, Moreover, to
inpose enforced savings under such circunstances would entall a complete
control of consumption, together with the whole apparatus of a strict
reginentation of the entire econormy, including such neasures as rationing,
governneatal allocation of resources, investment control, steep taxation of
high incomes as well as complete control of foreign trades These measures’
mould not only require rigid enforcement and effective organization tut rmst
also cormand the sympathy and compliance of the common pecple, neither of
which do we séen to possess, In the new world environnment of tomorrow and
in the interests of world prosperity and pease, le$ us hdpe, such an exigoncy
need not arise at all, .

"One of the obvious solutions is for industrially advanced countries to
extend long tern credits to China which will correspondingly reduce the
necessity for China to control consumption through regimentation. The
initial difficulties of the procoss of industrialization having been
overcome, the productivity of the Chinese econony will be such that the
repayment of the vprincipal of such foreign assistance may not become too
onerous," (2)

"hether China will be compelled, much against her will, to undergo
a prolonged period of privation and controlled econony will, therefore,
depend in a large measure unon the willingness or refusal of the rore

advanced countries to provide her with the capital facilities of which eha
stnds in need,

If the analysis of China's national incone seens to point to the
utilization of foreign capital as an instrument of her national econonic
developnent, the examination of her balance of international paynents would
further fortify our conclusion, In a debtor country, like China, the
naintenance of an international equilibrium would, theoretically, require
elther a surplus on commodity and service accounts to take care of interest
or dividend payments on past obligations and investnments or, as is nore
noroally the case, a credit balance on capital account to moet debit balance
on current accounts. Actually, however, the inflow of foreign funds in the
pro-war yoars had never been large enough to compensate for the persistent
trade deficits and the curulative servico chargess On the contrary, tho net
outpnyments on account of past obligations or investoents have invariabtly

exceeded the inpaynents of new foreign capital and credits, as the following
estinates will clearly show -

(2) Ta-chung Liu: op, cit., p.18
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ESTIKATED INTERYATIONAL MOVEXEXT OF
CAPITAL IN CHIYA, 1923-1935 (3)
(In Million of C13)

Year YXet Inward or Net Outpayments Ket Outpayments

Outward (-) for Services and on Account of
Capital Movement Profitg Hemitted Capital and Interest

1928 100,00 242,00 142,00

1929 170,00 277.60 107,60

1930 202,00 309.40 107.40 .

1971 43,60 165,70 122,10

1932 60,00 141,00 81,00

1933 30,00 108,00 78,00

1934 "« 130,00 117,60 247.60

1935 - 250,00 102,40 352,40

"The pécullarity of China's balance of international payments §s obvious,
while the adverse balance of trade would appear to indicate that China
18 in tho stage of an immature borrower, recelving a continuous inflow
of foreign funds largely in the form of imports. The excess of out-
payments over the now canital imports would seem on the other hand, to
point t0 a mature stage in China's international borrowings and to
postulate the prosence of an exactly opposite situation, a favourable
balance of trads, which 18 non-existant, "hile it may be admitted that,
in the past, tho oexcess of outpayments on account of both commodity
imports and service charges had becn met by the eurplus on account of
invisible exports, principally in the form of overseas emigrants'
remittances, 1t remains trus that for a debtor country like China the
international equilidrium would be threatened, unless forelgn capital
continues to .come in on a reasonably large scale.”(4)

Such was the pro-war position of China's balance of international
payments, This will bo expocted to undergo further doeterioration following
the wars The traditional import surplua may be expected to increase just as
the gap to be made up will bo greater. On the one hand, the huge and urgent
demands for congumer goods and capital equipment - for replacements and to
meet obsolescence as well ag for poet-war expansion in consequence of the
industrialization program, will entall a great increase i1a imports, Cn the
other hand, exports can hardly be expected to incroase at all, because of the
diversion of foreizn demands to other sources of supvly, the fostering of
domestic production {n foreign countries and the extensive employment of
substitutes, for =hich the difficultics of China's war-tine production and
transportation are largely responsitle. It would be difficult and alrmost
impossidble in the immedlate nost-war years to regain the competitive position
of Ckinese exports $n the world and to recapture the markets lost through
alternative sources of supnly of the digcovery of syathetic products,

(3) cfe ™, Yo Lint Tre Yow Monetarr Svgton of Chira Shanghal, 1935, p. 118
(4) w,Y. Lin: "The Future of Poreign Iavostnent in China", reprinted in

Irotle=g of tre Pacific 1972, Xew York, 1940 p. 250
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Thile the gap to be bridged will naturally be wider in view of tho
probtably much greater increase of imports over exports, the traditional
corpenaating factor in the forn of overseas remittances will, unfortunately,
Yo snaller. Tho destruction of the war, coupled with its dislocation to tho
economic 1ife in Malaya and the Dutch East Indies and nore particularly,
the extensive use of synthetic rutber will have serious repercussions wupon
the econonic position of the Chinesa emigrants there, and consequently, upon
thoir ability to remit hone,

Moreover, in an agricultural country which China will continue to be
for some time to come, the restoration of international equilidbriun is at once
nore precarious and nore difficult, It i1s nore precarious, bocause its
international position 18 dependent upon the exports of a few starle
agricultural products which are subject to much greater fluctuations in world
prices. Bocause of the secular decline in agricultural prices, the terms of
trade have moved coneigtently against such a country, and'thig condition may
continue, It 1e nore difficult because neithor 1ts capacity to produce nor
its cost~prico structure 1s sufficiently elagtic to permit of emooth and swift
adjustnents which the international position nay require. Consequently, as
the expericnce of nany an agricultural country in the pre-dopression years has
shown, a continuous inflow of foreign capital, in whatever form and through
whatever channels, will be the mins gqua fion for the naintcnance of a sound
and gtable international equilitriun for China. )

"Greatly reduced overseas renittances and foreign expenditurcs seocn to be
in prospect for China, Consequently China nmay be faced after the war with
extrene difficulties in meeting debit balance on trade accounts which

will occur if her needs for consuner and capital goods are to be satisfled
through imports fron abroad, Unless foreign assistance is to be forth~
coning, China will be forced to nmaintain a severe exchange control and to
rely upon her domestic resources, with consequent inflationary pressure
and strain on the standard of living, for whatever roconstruction or
developnent plan is applied,"(5)

There is, therefore, a prina facle caso for an extensive utilization
of foroign capital in the post-~war econonic developnent of China. Insgpired by
the success of the Soviet and Nazl experinments and irpelled by the fear of
inperialistlc domination and financial control, there renains, however a dody
of opinion, though waning in influence, which would prefer to see China rebuilt
and developed on the tnsis of her own resources. Kovertholees, neither the
Soviet nor the Naz{ experience is of wide applicability. Apart from the basic
difforence in political institutions, Russia bas probably a greater
quantity of natural resources than any other country in the world, while
Germany possesses a highly efficient industrial nachine and an extrenely
valuatde productive asset in the form of hishly trained eclentific lator, More-
over, circumstances have conspired to force then to rely uponr their owm
strength, for they had been nore or loss cut off fron the world and denicd of
any access to the world capital marketss In the new environment of the post~
war world, there will exist, let us hope, nelther the occasion nor the
necessity for China to follow thoir path, Irportant as national planning and
sclf-reliance nay be as factors of econoaic devolopnent, the reginentation of
the econony, which the adoption of the Russian or Gernan experinent wounld
necessarily eantalil,would bte for China economically as futile as 1t is
rolitically dangerous,

(5) Frank M. Tamgna: Barking ard Finance in China N.Y, 1942, pe 32e
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III, POLICY LD PRINCIPLES

Following the teachings of Dr. Sun Yat-sen (1) and enbodying the
contenporary clinmate of considered opinion, the Eleventh session of the Fifth
Central Executive Committee of the Kuonintang adopted, on Septenber 11, 1943,

a resolution to welcome foreign capital and technique in the post-war econonic
developnent of China, and, as an encouragenent to international econonic
collaboration, to remove the hitherto legal restrictions upon forelign
participation in jJoint enterprisos in China. The resolution is as nonentous

in ite significance as 1t §8 cormendadble in 1ts outlook, for it narks the
definite formulation of a policy towards forelgn capital and the beginning of a
new epoch in China'e international economic relationse

In view of the paramount importance of the resolution and in order
to evaluate its bearings upon our problen, it 18 perhaps pertinent to
roiterate the few salient principles which purport to glve forn to the new
policy, nanelyt (1) "To show a spirit of close cooperation with China's
friendly powers, all restrictions apolying to Chinese~forelgn joint enterprises
shall be revised., Hereafter no fixed restriction shall be pluced on the ratlo
of foreign capital investment in joint enterprises. In the organization of
Chinese-foreign enterprises, except for the Chairman of the Doard of Tirectors,
the General Manager need not necessarily be a Chinese. The terms and condi-
ticns with respect to Joint enterprises shall be negotiated dy the parties
conce:ned and shall becore effective upon the approval of the Chincse Govern~
nent,

(2) "A11ens may, in accordance with the provisions of Chinese
law and regulations and upon the approval of the Chinese government, finance
thelr own enterprises in China,"

(3) "Negotiations for foreign loans for state enterprises shall
be centralized. Private individuals may negotiate foreign loans for their
enterprises and such loan agreenments shall become effective upon the approval
of the Governnent,"

(4) "With respect to the state enterprises in the future, the
Governnent shall early and separately determine the respoctive fields to be
financed by forelgn investnents or by borrowings fron abroad,”

Indesed, the resolution nay legitinately be wolconed not only as a
formal declaration of policy with respect to foreign capital in China, but
also a8 a general definition of the gulding principles governing the warious
types of possitle foreign investnents in the future, such as joint investnents,
direct investnents, public and private torrowings, Insofar as it represonts a
new departure of policy, its significance far surpasses the irmediate problen
of forelgn investnants with which it deals. ¥or one thing, 1t shows a tinely
recognition of tho fact that prosperity, like peace, 18 indivisitle and that

(1) Dr. Sun Yat-sen's ernation velopnen China, putlished in 1921,
was the first systenmatic plan on the developnent in China of railway and
highway, river conservaacy and irrigation, new ports and nodern cities,
basic industries and pudlic utilities with the ald of internaticnal
capitals The 1dea rocelved further emphasis in ris lecture on the
Frincirle of Livelihood delivered on &ucust 10, 1924, cf, San Vin Ehu I,
ne Three Princirles of tre Feorla translated ty Frank ™, Frice,
Calcutta, 1942, p3, 274-5.
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China 18 willing and realy to play an effective role in international
econonic collaboration, not so rmuch as a narket of 460 milljon custoners as
"an economic ‘ocean capale of absorting all the surplus capital®™ (2) of the
nore ndvanced countries. The utilization of foreism capital in the post~war
econonmic developnent of China, 1f energzetically and effectively carried out,
will contribute substantially townrds the maintenance of world prosperity and
world peace, It reflects a painful realization of the risks to which China
has been exposed in her dependonce upon a "Burna Road" and of the dire.
necessity of = rapid and extensive industrialigzation, with the ald of foreim
financial and technical assistance , so ag to enadle her to be a guardian of
the peace and order in the Far East - a role to which China is, by her
gevgraphic foundations and demographic heritaze, logicdly entitleds

Important as the resolution nay appear fron the standpoint of future
world peace and prosperity, to infer therefron that foreign capital would
nocessarily follow in its train, irrespcctive of the attendant conditions and
circumstances, would involve a misleading oversimplification, It may be
recalled that a sinilar, i1f not an identical, resolution was ndopted at tho
First Scssion of the Fourth Central Ixecutive Cormittee of the Euonintang in
December, 1931, to the effoct that in accordance with Dr. Sun's Internntionnl
Develoonent of China , forelgn capital and technique should be wolconed with a
view to the develonment of Chinese industries and the pronotion of world
prosperity. Save for a brief eplende of technical collaboration with tho
League of Nations (3) in the establishrnent of the National Economic Council
vhich was engaged principally in the developnent of highways, river conser-
vancy and health centres, and except for the Anerican "heat and Flour Loan of
1931 and the "hcat and Cotton loan of 1933, China has teen denied of access
to the world capital markets.

Unpleasant as 1t is to recall, the failure of the previous resolution
to produce ths desired results is not, however, difficult to explain. Neither
the world financial developments nor the domestic political situation appeared
to afford any reasonable dasis for the fulfillpent of such exaggerated hopes,
The Great Depression, accompanied and accentuated by the “orld Financlal
Crisls,  involved the nain creditor countries in severe losses through a
series of defaults (4) and the subsequent freezing of debts, "hile investors
looked askance at any imvestment or enterprise gbroad, - Governments placed
restrictions of various kinds upon the floatation and sales of foreign
securities, in order to fartify the position of the currendeshnd to protect

Investors from the consequences of excessive and unscrupulous lending of
the pre-depression periods “hatever little international lending there
remained, was confined larzely to the promotion of exports or to purchases
within the same currency area. The world financial outldok was therefore
anything tut encourazing,

(2) Sun Yat-sen: Intermational Development of China, .
reprinted from the 2nd edition, Calcatta, 1942, p, 6.
(3) League of Nations: Council Cormittes of Technical Ccllabtoration with

China, Report to the Councll of Its Technical Telesatg on Eig

fIseinn ts na fron the D o nointnent wm
1934 Narkinz, 1934,
(4) Leasuo of Wationsf Pemor the Cormittee for tre

Natinnal Inan Corntracts Geneva, 1939, pe 7
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On the nther hand, the Japanese invasion of Manchuria in Scotembder,
1931, the cradle of Torld War II, soon followed by the outdreak of the -
"shanghal Incident" §n January, 1932 and the incessant intrigues in North
China, btrought threatening clouds on the Far Eastern pelitical horlgon.
Furthernore, in the celebrated "Amau Staterment" of April 17, 1934 which fore-
shadowed the "New Order in Enst Asia", Japan by expressing her opposition to
the work of the Leazue of Natinons and other forelgn experts in China,
practi€¢ally arrogated to herself the right to deternmine the conditions on which
foreign assletance <w7ould be acceptable. In tho field of donmestic politics,
the situation was nefther satisfactory nor stable, It is clear that nelther
the financlal situation nor the political outlook then prevalling was
augpicious for the realigation of the aspirations of the 1931 resolution.
In the light of past dlsappointnents and as a guide to our future policy, 1t
cannot be overerphasized that any extensive and effective utilization of forels:
capital in China i{s ennditional upon a corthination of international and
internal circunstances, which nre not necessarily fortuitous, nor always
fortunte., It i@, therefore, imperative to cxanine, on the one hand, the
prospects of a revival of international lendinz and, on the other, the
problens connected with China's capacity to borrow, to which we shall refor in
the following sectionse.

Before proceeding to a discussion of the problems and prospects of
international investnents in China, it may perhaps bo helpful to postulate a
few basic principles which w11, in our opinion, glve effect to the -
fundanental policy, as defined in the Contral Executive Cormittec’s resolution
of 1943, Such vrinciples mset not only appear sound in theory but nust also
be sufficlently attainadble to bringz them into the realm of practical politics,

Pundamentally, when a country borrows it renders 1tself liadle ;
thereby to meet in future yoars the scrvice charges on the suns borrowed, and
the more it borrows, the more do these charges pile up nzalnst it, It is,
therefore a cardinal principle of sound international finance that a country
should only borrow from abroad for capital development of a typs likely to
improve its balance of international payments in the future, Any attenpt to
- bring in foreign capital without at the sane time taking steps to better
equip the productive capacity of the country and to provide the loan services
out of such increased productive efforts will entail a heavy burden alike on
the national budget and on the international equilidriun, Both the needs of
our post~war inlustrialization and the position of our balance of payments
would seen to dictate the employment of all foreizn capital for productive
PUrpcses,

As a corollary to the foregoing principle, 1t should perhaps be
further emphasized that productive erployment of foreizn capital, irportant as
it is, will not in itself ensure its most economic or effective utilization,
unless 1t is closely and corpletely coordinated with a definite and detailed
Plan of economic reconstruction, If foreism capital in the imediate yost-war
period is likely to be scarce, relatively to the ur~ent and videspread needs
for 1t, it will be essential to ensure that the avallatle forelgn capital
should be vut to the best vossitle use, The satisfaction of various corpeting
clains would have to proceed in accordance with a list of prioritics with
rospect to industries as well as to rezions, based on national needs, and not

te left to the tlind ani often irresponsible operations of the narket or the
wiing of ren,
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In adaition to the fixingz of priorities, 1t is irportant to provide
{n the scheno of econonmic development a maximun and & ninimuny haxirom, accord-
ing to the post-war requirements an&/nlnizmn. accorling to the atllity to
torrow from abroade The whole plan should be flexibtle and anenadle to
modifications in the lizht of foreizn cnpital actually avallable. Should
Ctina fall to borrow as ruch as she needs, it will be unnecessary and unwise to
curtail proportionately the originally budgeted expenditure for each and every
one of the projJects under contemplation. A4 dbetter vrocedure would dbe to
gatisfy the most urzent requirements fully, leaving aside projects which are
postponatle or of lesser irportance, 8o that baslc needs of econonic
roconstruction my be met first, to be expanded or extonded only when, and 1f,
further foreign capital becomes available,

In view of the necessity of repsyment and sorvicing of forelen loans
and the difficult protlens of transfer connected therewith, all forcign leans
ghould be etrictly confined to essentlal purchases and expenditures abroads
A1l the cost of domestic materials and labor which are procurable within the
country should not be defrayed out of the proceeds of foreign loans., In
estinmatinz the volume of foreisn funle required and in making negotiation or
npplication therefor, care should be taken to mscertain the nature of the
needs and the relative extent to which foreizn loan and donestic currency aro
respectively required.(5)

In the past, in order to cngure China's capacity to pay, specific
revenues, like the custons or the salt or rallway receipts have teen
nssigned as . hypothecation for foreign loans, lealdinz to an infringenent
upon Chinals soverign rights in the matter of financial and railway
adninistrations(6) Instead of assignnent of specific revenues or recelpts,
all future borrowings should be sscured againet the general credit of the
country., More emphasis should henceforth de placed on the general improvenent,
a8 a result of the productive employment of the loan, of the financial and
econonic capacity to meet the stipulated services "If future lending is not
to bring disappointments, 1t rmust be related nuch more directly to profit
earning possibilities. Governnent guarantees are of no help if the ecemonic
structure of a country is such that paynent is imoossidle, and in those
circumstances the security which guarantées appear to glve ard 1llusory."(?)

On the other hand, 1t has unfortunately become a disturbting feature
of international finance that lona-term capital, because of the fears of war
or currency depreclation, has very larzely been held in the shape of ghort-
tern funds which nove capriclously fron one center to another and often

(5) "The local currency needs in connection with the project shall be entirely
or very largely financed locally without the assistance of the Bank® af,
U.S. Treasuryt Preli~in Traft Qutline o ’ opr A Un
[ations Rark For Reconstructio 1 Dev reny Sece 4, paragraph 7 b,

(6) JeE.Baker has prepared a table showinz Chiness rallways classified
according to the decree of foreign participation which shows that the
earlier ccntracts provided greater foreisn supervision ¥Transportation in
China%, Ann £ the Amepl Acad of Po 2 Scieass,
Xov, 1539 p, 167

(7) The Royal Ingtitute of International Affalrss The Future of Monetary
Policy Lonlon, 1935 pe 166
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ngainst interest differentials, This shortage of long~tem foreign capital,
{n face of China's pressing needs, lays open the danger of substituting short-
tern money for long-tern capital developnent purposes, because if loans are
recalled on short notice or repaid in a few years, 1t will alnost be certaln
to arrest the ¢apital developrent vhich requires a considerabls time to
conplete and to cause undee disturbance to financial stadllitye China ghould
be cautious and resolute enough to refuse to accept short-tern noney for
purposes for which it is not properly applicatle. (8)

As a matter of encourngerent to foreign capital and enterprisos, not
only should the discrininatory features in the existing Chinese laws be
forthwith revised in accordance with the 1943 rescluiion of the Central
Executive Cormittee of the Kuomintang, but also all foreign enterprises duly
registered with the Chinese Government should be accorded national treatment.
"hile it is legitimate that nmeasurcs should be taken to safuguard agalnst
any infringement upon sovereign rights or allenation of contrul, the inflow
of forelgn capital should not be handlcapped ty any linitation of profits or
restrictions upon their remittance hbroads (9) In fact, as the past
experience has ghown when the prospects of business are good and the possie
bilitles of exchange instability negligible, the profits of forelgn enter-
prises, instead of being fully remitted home, are as often reinvested or
"ploughed back into business" for the purpose of expansione

Finally, with a view to avolding a frenzied scrantle for foreign
loang which has characterized Chinese Governnental borrowings in the past and
which is likely to repeat itself in view of China's pressing post-war needs,
end in order to ensure a nost econonic utilization of forelgn capital and its
close coordination with the plan of the national economic reconstruction, there
should be set up a governmental organigzation to take charge of all natters
relating to the planning, execution, exanination and supervision of all
projects for foreign loans, Specifically, such a body should have the
authority to negotiate foreign loans for the state enterprises, to approve of
other loan-agrocnents as nogotiated by private individuals as woll as of
projocts of direct or joint investnents, as indicated in the 1943 resolution of
the Kuonintang, Moreover, it should be vested with full power to fix a
schene of priorities in the distritution of availadle foreign capital and to
budget for all payments and receipts arising out &f the international flow of
funds. In the light of the probable tendoncy of the post-war international
lending which, we believe, will be both sclective and collective, it 48 irmpera’:
ative that such a machinery as we have suggested should be set up now to
prepare the projects or the prograns and to present them when occasion arises,

(8) Cfo To V. Soong: Lessong of Chinese Money Policy in 4,0, Cayer (ed.)
The lessons of Monetary Fxperience NoY,, 1937 ppe 358-9
(9) ¢f, Leaguwe of Nations: Report on EIxchansze Control Geneva 1938 p, 26
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1V. THEZ PROEFECTS OF INTERNATIONAL LEXTILG

large-scale internatioral investnent has played a vital and
constructive role in the eccnonic life of the nineteenth century nnd was one
of the nain instrunents by neans of which the econonic statesnmanship of the
post-war decade attemptel to reconstruct the war-torn econony of Europe. But
since the thirties "the systen of intcrnational investnent lies shattered,
and the idea of international lendinz 1s viewed with profound nisglving both
in debtor and in creditor countrics, Debtor people regard international
loans as s barrier to their future prosperity: creditor countries asg the
grave of tholr accunulated savings," (1) That, then, are the prospects of a
revival of international lendinz and what part will it be expected to play in
the postewar reconstruction of the world econony? To answor these questlions
intelligently, it 18 necessary to know the causes of the breakdown of
international lending,

Admittedly, much of international lending and borrowing in the
twonties was "reckless, extravagent and wasteful", (2) tut more fundanentally,
it was a lack of anpreciation of the total national and international frane-
work in which international investrent 8 to function and flourish that lies
At the root of the troudle, (3) Neith:r the econonic foreirm policy of the
creditor nations, nor the international position of the dcbtor appreered to
provide an expanding dasis of world trade on which international investnent
nust ultinately devends "There wnas 1little heed of the signs that many
nationg were not sufficiently prepared to underzo the adjustnents and pursue
the policies necessary to perrit the srowth of international cornerce that
was necessary to pernit the .rowth of international investnents', (4) The
failure of the creditor countries to adjust their trade and tariff policles
to cnable loans to bte repald in zoods and the deterioration {n the position
of sone important debtor countries which specialized in the export of prinary
products accentuated serious difficulties of transfer, lead to exchange
controls, import quotas, bilateralisn and other obnoxious practices which are
destructive of national and international prosperity.

The revival of international lending in the post-war period is
thereforo conditional, not so much upon the urgent need of capital for
reconstruction or the availability of savings for productive investoent, as
upon a healthy and developing international political and econonic environ-
nments International lending would be impossitle except in an atnosphere of
assured {nternational peaces The enl of the war and the general political
settlencnt that will follow will expectedly usher in a period of enduring
peace, 1f a wider permanent and better systen of general security, as
envisazed in the Atlantic Charter §s to be estatlished,

(1) Royal Institute of International Affairs: The Protlen of International
Investrment, London, 1337 p. 14

(2) Sir Arthur Salters Recovery London, p. 1C1, 1932,

(3) cf. Bational Planning Association: On the Future of International
Investment (Prelininary, Vimeozraphed) Tashinston 1943

(4) H;;Z;tt Fels: "Forcian Investnent in A Fost—war “orld", Fortune, July
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Yoreover, in the Atlantic Charter and Mutual Ald Master Acreenents
we can discern a new pattern of world econony that will emerge fron the ware
The keynotes of the economic policy outlined in the Foints 4 and S of the
Atlantic Charter are, first, non-discrinination and second, expansion.

"Fourth, they w1l endeavour, with due respect for their existing
obligations, to further enjoyment ty all states, great or gnall, victor
or vanquished, of access, on equal terms, to the trale and to the raw
naterials of the world which are necded for their econonic prosperity.

"Fifth, they desire to brinz about the fullest collaboration between all
nations in the economic field, #ith the object of securing for all
{rproved labor standards, econonmic advancenent, and social gecurity.”?

These two thenes are repeated in a reverse order and in greator
detnil in Article VII of the An-lo-Ancrican Mutual Aid Agroenent of February
23, 1942, which becane the pattern for 1dentical agrecnents betwoen the
Unitcd States and other United Nationas. By this azreenent, the eventual terms
of scttlement of lend-lease obligations.

"ghall include provisions for asrced action by the United States of
Ancrica and the United Kingdon, open to participation by all other
countries of like nind, directed to the expansion, bty appropriate
international and donestic ncasures, of productinn, employnent and
exchane and cconsumntion of goodls, which are the nmaterial foundations
of the liderty ani welfare of all peoples; to the elinmination of all
forms of discriminatbry treatnent in international comnerce, and to the
reduction of tariffs and other trade barriers,"

Thus the irplenmentation of these solemn undertakings denands both
neantive action to reduce the obstacles to free trade and positive action
to coordinate national econonic policies and direct thenm toward ro-
enploynent and reconstruction. "But the removal of discrininatory practices
and other trale barriers is nerely the negative si?e of a nolicy whose
positive aspect is 'econonic advancenent! and expansion.® "Access on equal
tcrns to the trade and the raw materials of the world was hanpered before the
war not so ruch by fornal restrictinns as by the lack of resources of would-
be purchasera“ijo achieve the eccononic aing of the Charter would therefore
roquire, internally, the workinz out of national policies of full employment
and security (6) and, interniticnally, the coordination of national policies

towards a balanced crowth of internatfonal trade, whereby the living standard
cf the nations may be raised,

(5) "The Atlantic Charter After Two Years', The Tines, London, August 11 and
12, 1943

(6) The Beveridzs report, for ezarple, explicitly invokes Point 5 of the
Charters YThe proposals of this Report are designed as a practical
contribution towards the achievement of the social security =hich 1s
raned in the closing words. The proposals cover ground shich rmst be

covered, in one way or another, in translating the words of the
Atlantic Charter into deeds.®
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If our reading of pest-war economic objectives is correct, then, not
only will the international economic framework be auspicious for the revival
of international lending but international investment may . be expected to
gerve as an effective instrument towards the attalmment of full employment and
growing trade,

"The provieion of foreign capital will be one of the most important
international economic and financial probdlems of the Post-war period.
Kany countries will require capital for recomstruction, for the con-
version of their industries to peace time needs, and for the development
of their productive resources", "International investment for these
purposes can be a significant factor in expanding trade and in helping
to maintain a high level of tusiness activity throughout the world"(7)

On the other hand, there has been an enormous increase in the
capacity to produce during the war, The output of the dmerican economy is
now, for example, more than 50 per cent higher than in any peace time year,
which means that the total of civilian demand will have to be increased by
roughly half and then kept at this figure if there {8 not to be mass
unemployments The expansion of the metal, engineering and machine tool
industries 4n the Unlted States, the United Kingdom and the Soviet Russia
has been highly spectacular, "To lend the products of such industries to
such countries as China for the improvement of communications or the
development of local industries there, may so greatly and rapidly increase
the productive and the exporting capacity of the borrower as to involve little
risk, especially if some elastic system of amortizatidn is arranged," (8)
and at the same tims provide a growing market for the products of these
induatries. .

’

On the one hand, there are countries with an urgent need for capital
for reconstruction but with a greatly impaired capacity to save, On the other
hand are other countries, particularly the United States, growing rapidly in
wealth and prosperity with a large and growing margin of savings. Surely,
this 1s precisely the type of situation for which international lending will
perform {ts work, Just as 1t did in the nineteenth century. Surely, moreover,
this 13 a situation in which {nternational lending offers prospects ¢f great
mutual advantage, in which the investors in the lending country may hope to
g6t a materially higher return by lending abroad than by investing at honme,
while the borrowing country may nevertheless obtaln the capital they need
much more cheaply by borrowing from abroad than by relying on their om
resources,(9) FPrima facle, there is a decided necd for a revival of inter—
national lending, i{f full employment and world prosperity are to be attained,

Fully alive to the disappointing, if not disastrous, consequence of
international lending in the twenties and mindful of its supreme importance
as an instrument of international economic collaboration for =orld prosperity
and world peace, it is imperative to study the probatle pattera of post~
war international lending, to analyse the possidlc sources from chich long-
term capital may be forthcoming and to examine the problems on the succesaful
solution of <hich large-scale international lending must ultimately dopend,

(7) U, SeTreasurys Prelirminary Dra 1tline ef rorosal a United Na

Zank For Reconstruction and Pevelorment Preamtle Fara. 1 and 4.
(8) Leagus of Nations, Report of Declpgntion on Economic Depressions, Part I, The
(9) cTrnnsition fron War to Feace Feerory, Geneva 1943 ppe 95-6
o ROY ngtitute of International 4ffairs: The Frotlem of International
Invesiment, Londoa 1937 pp. 7-8 -
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Like the last war, tut in a much greater degree, this war will result
in a redigtribution of the international lending power of the three principal
crcditor countries of the inter-warperiod. Political and military defeat,
follomed by Nazl occupation and exploitation will have reduced the capacity of
Franco to lend abroad. "France will cmerge from the war with a diminished
industrial potential, weakened both absolutely, in comparison with her pre-war
capacity, and relatively, in comparison with the industrial capacitles of
other nations," (10)

Though uninvaded by the enemy, the international financial position
of Great Britain has undergone a serious deterioration. The long interruption
of trade connections, the development of industrics in many overscas countries
will 1likely result in a decline of vieible exports, vhile tho sales of
sccurities, the loss of carnings from Malayan rubder, which may be a permanent
loss in view of the development of synthetic process, and tha probadble rise in
the world price level will greatly reduce the real incomes from oversecas
investments, "hat the British balance of payments is likely to be in the
immcdiate post-war peried can, of course, only be conjectured, btut current
discussions seem to agrece that the potential deficit will amount to as much
as &250 to &350 million at the pre-war prices, as compared with a pre-war
average deficit of only 240 million. (11) Under such conditions, neither would
foreign lending be possitle nor wuld it make any direct contribution te the
solution of the British cxchange probdlenm,

"Indirectly and in the long run, wise lending will help to establigh

trade connections and to create new foreign markets, but since the primary
objoect of exporting in the post-war period will have to pay for imports,
any exports for which we do not receive payment will make our irmediate
position worse rather than better." (12).

This sombre picture of recent financial doterioration, serieus as
it 13, must not, however, be allowed to mislead us into thinking that Britain
ie permnnently disabled ms a potential leader. On the contrary, in the light
of the enormous war-time extension of plants and equipnents which are converts
ftle to meet peace~time requiremnents and of the great expansion of metal,
engineering and machine tool industrics, and taking into consideration the
irperative neod of maintaining employment at honme, coupled with the experience
and organization of London in the conduct of foreign investments, we are
inclined to believe that, after the imnediate post-war disturbdances have
subsided, Great Britaln will agnin be able to lernd atroad, provided forns can
bo found which will be avpropriate to the changed circumstances and provided the
nethods erployed, the channels utilized and the control exercised are such as
to involve the minimum of dislecation.

(10) "France Inpoverished" The Feonomist London June 12, 1943; Decay of French
Industries" The Fconomist, London, &pril 10, 1943,

(11) cf. "National Flanning bssociation, ®ritain's Trade in Pogt-war World "

wASTINGTON, 1541, 4. J. B, "Aspects of U,S. ~ British Post-war Econoric

Protloms," Pulletin ef Intcrnaticnal Nows

(12) letin nternational News cpe cite
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Indisputably, the United States will emerge from the war as thé
largest creditor nation and the greatest potential lender of the world.
According to an official Anerican report, her post-wvar balance of payment
would, in the absence of special steps to prevent it, be confronted with a
gurplus of probably.between $1 and $2 billion a year. (13) In the field of
industry, in the three years, 1941-1943, the Anerican governnent has spent
$15.5 t11lion on industry and $4.5 dillion for plant and equipnent, addi tional
to that in existence at tho beginning of the war, The total $20 bdilllen
represents roughly one third of the estimated replacenment value ¢of pre-—mar
panufacturing plant and equipment. In many lines of productlon, prefatrication
and msserbly lines have increased the output to a rate which is nothing short
of astounding. (14) Financlally and industrially, the United States will be
destined to play a leading role in tho economic reconstruction and developnent
of the world.

There exists, therefore, no doubdt of the capacity of the United
States to lend abroad, But whether she will be ready and willing to do so is,
of course, another question. The dismal failure of &merican internaticnal
lending in the twenties 18 largely a regult of the fallure of American trade
policy to adjust itself to the dictate of her financial position. ¥ill the
Americans admit the responsibilitics which thelr creditor position has of
necessity entalled and reorientate their economic policy in the 11ght of their
new position and 1ts new requirements? Indoed, considering the relatlvely
large degree of ocononic self-gsufficioncy and the long history of tariff and
the powerful and experienced pressure groups it has tuilt up, the prospects of
any dramatic and suddon roversal of American economic policy may appear distant
and discouraging, (15) nevertheless 1f Americans are to profit from the
experience of the years betwsen the t7o wars and 1f peace is8 to b¢ won after
the war, America must be prepared not only to lend abroad but also?addust her
econonic policy to enadle foreign lending to be made and continued for the
benefit of all, Sound international investments require not merely that the
debtor be sound., "It is necessary that the creditor, too, should follow a
sound policy, 4 sound policy in this caso means that, after he has built up a
cortaln volume of investnents he should allow hisg debtors to fulfill their
obligations by causing his own export surplus to be replaced by irport surplus.”
(18) This 18 not a matter of choice, but a mathenatical and material necessity.
In forelgn investrent, as well as in other fields, the United States, by
virtus of her: financial position and industrial power, will be expected to
play the role of world leadership, provided that dmericans are ready to
roecognize the ncw position they have attained and the ncw respensibdilities that
their new position has nccessarily imvosed. Tho pover and prestige of the
United States as well as the future prosperity and peace of the world are most
intimately involved in their handling of this problen. Both public under-
standing and public policy are needed, for the issues confronting the Anericans
in this fleld are of grave inpert not only for the United States herself tut

he r of the wor =11,

(13) ef. The Economist, London, November 27 and Decembder 4, 1943
(14) cf. "The 4nerican Arsenal,” The Times London &pril 20, 1944
(15) ef, "inerican Trade Policics,® The Times, London Kovesber 15, 1943; YThe

Great Contradiction,” The Feonorist, London, October 9, 19543; B, H,

Carr: Conditiong of Peace London, 1942, Chap, 7
(1€) "International Lending", The Times, London Novenber 4, 1%43.
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Y. CEINA'S CAFACITY TO BOZROW FCREIGN CAPITAL

¥hile it is readily recognized that foreign capital will play an
important part in the economic development of China, it is less generally real-
ized that economic and effective utiligation of forelgn capital is dependent
upon the presence of certain basie conditions, It depends as much upon the
ability and willingness of foreign countries to lend as upon China's capacity to
borrow or receive. In the past, the qusstion of foresign loans to China, as
distinct from for2ign direct investments, has invariably been examined from the
angle of China's ability to pay - to meet interest and amortization charges,
with the r2sult that attention has bean centered on the provisicn of guarantees
or tha hypothecation of rcvenues without adequate consideration of tha uses to
which the borrowings were to be devoted. This marrower epyroach of China's
ability to pay should be replaced by the broader concept of China's capacity to
borrow, TYor, given certain conditions under which China would be abls to borrow
on reasonable terms and to employ the proceeds for productive purposcs, the im-
position of guarantces and tha assignment of revenues would ba unnescssary;
otherwise, as the defaults and arrcars in tha past have shown, they would bda
worthlzss. Tha ability to pay deals with the short-run problem of transfer; tho
cepacity to borrow trecats from a broader angle th2 long-term prospects of the
adequacy of natural resowces for aconomic development and of the adaptability
of the institutional s2t-up to the changes which the large-scale importation of
capital will necessarily involva, The prerequisites of tha capacity to borrow,
like "the foundations of modern industry,® as Professor Tawnay has well emphasi-
eed, "arz both material and psychological. It depends partly on the command of
necessary natural resources, partly on scientific knowledge, partly on the
cxistence of habits and 1nst1tutioFa which enable the knowledge to bda applied
end the resources to ba exploi tedy 1)

Potentially, the availability and, in certain diractions, the abundanca
of a variety of natural resourcss in China and the primitive staga of thzir
present development, coupled vwith the physical and moral quality of her people,
according to the findings of those who ara ¢ntitled to an opinion, would eppcar
to afford ample opportunities for future devalopments.

¥Tha peopla’s industry, traditional skill and capacity to live and
work under conditions of bare existcnce... combinad with the natural re-
sources of the country, are tha foundations on which a considerably grester
structure of national wealth can b2 built than has yet bean achieved. In
spite of immediate troubles - and the mora because of tha low level from
vhich an upward movement will begin - it remains trus, as 8ll observers
have long agraed, that if only the fundamental conditions required to en-
courag3 tha flow of capital to productive enterprises can be s2cured,
thers is an opportunity for economic developmant on a largs scale - per-
haps a greater opportunity for the capital rasources of the world being
productively and beneficially employed than is to ba found in any other
greater country."\2

Fundementally, thers must exist not only a rzasomble dagree of in-
ternal and international political stability but also a prospect that such
stability will for a comsidarsble pariod be maintained, The end of the war
will be ecxpected to bring about settlament of international differences and,
in additicn, to croats an {ntornational instrerant c2radle cf dispersirg
(1) BR. H. Tawney, land and Labour in Chira, London, 1932, pp. 123-120.

(2) Sir Arthur Salter, China ard ths Deprossion, Nanking, 1934, p. 13.
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Justice and enforcing law and order among the maticms of the world -~ "the
establighnent of a wider and permanent systen of gemeral security”, in the
words of the Atlantic Charter., Internally, stability peans unity and unity
ruet take 1t8 root in democracys The resclution with respect to the early
estatlishrment of a constitutional govermment, ndopted ty the Central Executive
Committee of the Kuomintang on Septerber 11, 1943, as the political objective
of China's post-war reconstruction, is a welcone step towards the realization
of the democratic ideal, A&lthough the Bretton Woods proposal for a United
¥stiona Bank For Recomstruction and Tevelopnent stipulates that declsions with
respect to anplications for loans shall be governed bty only oconcmic
congiderations irrespective of the political character of the government of
the country requesting a loan, 1%t is, nevertheless, obvious that democracy
and international collaboration are interwoven and inscparatle.

The close bearing of internal and international stability upon the
state of public confidence and upon the inflow of foreign capltal cannot be
overcmphasizeds Neither can be attalned, unless arrangenents are now mde
which will give an assurance that for eonetine to come, neither China's
domestic p8litics nor her forelgn relations will be endangered by renewed
disorder or disputes,

Apart fron those measures of a political nature, cartain other steps
are needed to assure the public of the sincere purpose of the Governnent and
to acquaint them with the facts of tho situation, In this respect, the
fornulation of China's post-war econormic policy and the legal definition of
the scope and conditions of foreign investnents in China would help greatly
towards a clarification of the outlock and a promotion of confidence, Adnitted-
ly, industrialization of China is the avowed policy of the Government and
sone progress has been made in the planning of the progran; yet as regards the
respective flelds of public and private entcrprises and the Governnment's
policy towards the latter, the position to date appears to call for prompt

enlichtnent with respect to the first and positive encouragenent with réepect
to the second, ‘

On the other hand, and of particular irportance to our protlen, thé
legal status and position of foretzn enterprises in China rust be early and
clearly defined so as to leave neither doubt nor anbiguity in the mind of
prospective Investors as regards the nature and kind of enterprises in which
they nay be allowed to operate either by simple reglstration or through special
concession, or by joint participation with the Chinese Governnent or business,
as vell as with respect to the terms and conditions relative to each of these
possidle methods of operation. An official translation of existing laws
affecting foreign enterprises in China,the amendment of discririnatory
features, if any, in accordance with lﬁg solution of the Central Executive
Committee and a codification of new rules end regulationg along the lines just
indicated would contridute in a large neasure towards the clarification of the
position which is now obscure and the perfection of a lcgal framework which s
the very essonce of secwrity, In addition, §f the laws are to glve real
protection, 1t 1s equally inportant to have adequate machinery for their
enforcenent particularly since the relinquishnent of the extra~territorial
8rsten, Perkars a btroader concept of the due process of law and an assurance
of its impersonal enforcencnt will do rore than anything elee to afford a
genulne protection mgniast artitrary dlscrinination and deniel of Justice.(2)

(3) cf.lggiang Eai-gkek: China's Destiny (4n Chinese) Chape 6 Sece 3 ppe 177-
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It remains to consider the problems connected with fiscal and
nonetary stability and the necessary nensures for their solution. Secven years
¢f protracted war have naturally given rise to rany financinl difficultles in
the way of budgetary deficits and currency depreciation,fron which no nation
at war can be entirely irrune but on the solution of vhich the inflow of forelgn
capital must depend, Efforts must be nade towards the re~-estatlistnent of
budgetary equilibriun, rehadilitation of currency at honse and the restoration
of China's credit abroad.

Stress rust be laid upon the necessity for tho nalntenaace of
budgetary equilibriun as a pre-requisite to tho stability of currency and the
return of confidence. It 1s trus that considerable financial progress has been
nade in recent years through the irmrovenent of adninistrative nachinery, the
tapping of new sources of revenmue, the introduction of tax collection 1n Knd
and the increasing centralization of the fiscal systenm. Nevertheless, it is
regrettable that the Government rmst rely, and will continue to rely, upon
Yorrowings to mcet the deficits and that the expenses required for denotili-
ation and reconstruction will offset to a large extent the economy arising out
of reduced military expenditures after the conclusion of kostilitiess Apart
fron the tradltional measures aiming at enhancenent of revenucs and the
retrenchment of expenditures, 1t would apoear desirable to adopt the innovation,
first introduced by Sweden, of prepiring and presenting t7o entirely separate
budgets annually - a "capital budget" and a "current budget", The latter,
which includes all running expenditures like defense, adninistration, the
interest on governnent debts, etce., should always be covered out of ordinary
rovenue; while the former, since fts expenditures are all of a kind which are
balanced by the ereation of additional capital assets owned ty the nation,
should be financed out of loans,

In the field of currency, the consequences of the war are no less
distrubing, 1f not disastrous, The flood of note issues, for which the policy
of public borrowingars largely resmonsidle, in the face of dwindling supplies
of goods as a result partly of the eneny's blockade mnd partly of the dle~
location and destruction that war inevitadbly entails, combined with the
psychological reactions that always accorpany, and accentuate the difficulties,
bas unfortunately undermindd the position of the currency and upset the
equilibriun between donestic and world prices. To foster coafidence in the
currency and to restore equilibriun between internal prices requires, in
addition to a bdalanced budget, either a deflation of the cost-price structure
or a devaluation of the currency. Either neasure would otviously involve
econonic dislocations and distrubances, depending upon the causes of the dis~
equilitrium and the extent of the maladjustnent. In the position in which
China will find herself following the war, neither drastie . deflation por
drastic devaluation would appear to fall into the realm of practical politics.
The most desiratle course of action would appear to bte a Judicious combination
of totk, after a period of satisfactory experimentation, It i8 certain that
dorestic prices will fall rapidly following the end of tke war, tkrough the
reopenirg of the internmal and international neans of con-mnicatione and the
extension of the areas in which the national currency w11l circulate as the
sole legal tender, “hen the fall of prices has reacked a level at which
China's talance of payments will no lonzer te sutject to undwe gtrains, then 1%
nay be tine for the authorities to undertake the statilization of the currency
{n the light of China's donestic and intermaticnal requirenents, The de facto
stabilization must preceds the de iure, if the dangers and the difficulties
inherent in A prenature statilization are to te avoided,



20

The participation in the Iaternational Monetary Fund will of course
enatle China, under certain conditions, to avail herself of the Fund's
resources in tying over a temporary disequilidrium in her balance of pnyments
and in gaining a 1ittle time, “hen the cause of disequilidriun is nore deep-
geated, to work towards the fundanental readjustnent of the income and price
structure. But a large stabtilization loan would be more helpful at the
initinl period of monctary reconstruction. Currency stability will not be
achieved by any nation in isolation; but it is none the less true that the
vork of basic adjustnents oust begin at hone.

Eardly less significant fronm the standpcint of China's future
borrowings is a readjustnment of her pre-war and war-tino forcign piilic dedts
with a viev to an early restoration of he c§§gi airo e The tptnl vre—~war
forcign debts of Chinézi%ral miiif?x?cdﬁf’é/‘:% a.ntgﬁ 10 g o PPYHRS was
cquivalent to npproximately U.S. $307,000,000, of =hich 73.4 per cent was in
sterling, 17.3 per cent in U,S. dollars and the balance principally in Dutch,
French and Belgian currencies. ot all of the pre~wmr debts nro of tho sane
quality, nor should they be treatcd alike. A gencral consolidation and
conversion, though sirple in procedure and econonical in effect, would likely
involve injustice. It would be better to weigh the equitios in each caso
and to negotiate separatcly with tho representatives of the bondholders with
a view to effecting settlement along sono such genoral principles as follows:
first, a gradual resumtion of interest paynents according to a scale varying
with the differcnt rates of intercsts charged on differcnt classes of dobtss
sccondly, anortization to begin after the period of transition on a schedule
vhich w1l take account of the scniority, security, pre~war quotations and
other factors rclevant in each case as well as tho prospects of China's
balance of international paymentse

In addition to her pro-mr indobtedness, China has algo been able
to borrow or obtain large sums fron abroad through financlal aid agreenents,
stabilizntion credits and barter arrangencnts. The financial aids to China,
anounting, respectively, to U.S. $500,000,000 fron the United States,
anmounced on February 7, 1942 and £50,000,000 fron the United Kingdon
concluded on May 2, 1944, aro a dircct transaction entercd fnto by the govern-
nments concerned and, being political in purpose and nature, they estatlish no
obligation of an ordinary financinal character. Insofar as their final
settlenent -ill be doferred until after the end of the war, they will be
subject to mutual negotiations §n the intercst not only of the countries
concerned tut also of lastinz world peace and security. (4)

Tith respect to stabillization credits, there are, first, the
5,000,000 extended by the two senior British Banks in China under the British

(4) Article II of the U,S. Financial &id to China Agreement of March 21, 1942
reads "The final deternination of the terms upon which thig financial
nid 18 given, including the benefits to be rendered the United States
in return, is doferred by the two contracting parties until the progress
of events after the war makes clearer the final terns and benefits which
will be in the nutual interest of the United States and China and will
pronote estatlishment of lasting =orld peace and security. In
deternining the final terms and benefits full cognizance shall bo given
to the desirability of maintniring a healthy and statle econoric and
financial situation in China in the post-war period as 7ell as during
the war and to the desiradility of promoting mutually advantageous
econonic and financial relations betwcen the United States and China
and the betternent of world-wide econonic and financial relations.®
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Treasury guarantec in 1939, which renain outstunding and, then, the U.S.
$20,000,000 end 5,000,000 in 1941 fron the &nerican and British Treasuries,
wkich have been liquidated.

A part froo the Financial Alds and the Stabllizatlon Credlits,
neither of which would seem likely to present serious protlens affecting
China's external credit, there renains to be comsidered a series of barter
arrangerents whereby China has been granted export credits with which to nake
purchase of industrial materials and var supplies agalnst the delivery of
nineral and agricultural products fron China. Altbgother they anount, in
principal, to spproxinately U.S. $402,000,000,0f which U.S. $250,000,000
cane fron the Soviet Russia, U.S. $120,000,000 from the United States and a
11ttle over U.5. $32,000,000 fronm the United Kingdon. (5) The paynents on
account of principal and interest anounted to nbout U.S. $93,000,000, leaving
U.S. $359,000,000 outstanding, The Japancse bdlockads and the loss of Burna
have resultod §n termorary, though involuntary, arrears with respect to the
interest and repayment of those credits, yet for the consideration of China'ls
credlt abroad and the possibilities of further borrowings along thesc lines,
it is inmperative that negotiations with the respective governnents should be
undertaken at the end of the war with a view to a resumption of their servicing
and anortization, prefernbly after the period of the postewnr readjustnent,
vhen the restoration of the internal cost nnd price relationship would
expectedly ennble the producers to increase their production to meet the
deliveries as required by thoe repayment schodules,

There are further questions of financial nmachinery and business
practice which, though less fundamental than those Just considered, are no
less inportant, becauso the facilities they provido or deny will greatly
help or hinder the future of foreign invcstments in China o Methods of
business organization and corporate financing nust be improved and nodernized,
At present, the corporation as a forn of business organization in China is
linited in application and corporate securjtiecs with a few exccptions are
alnost unknown, Unless steps are now taken which"will make for technical
efficioncy in handling nodern cnpital equipnent, will ingure the irpersonal

(5) Tho details of these creodits are ns follows:
Londer Date Arount Tern{vears) Interest Rate

(&) Sovict Russia: March 1928 U¥s$50,000,000 5 a%
July 1928 50,000,000 7 3t
Jume 193%  150,00C,000 .. 13 3

(b) United Staves: Febs 1939 vst25,000,000 5 4%
doril 1940 20,000,000 7 4%
Oct, 1940 25,000,000 5 4%
Feb, 1941 50,000,000 7 - 4%

() United Kingdon:  March 1939 168,000 4 5%
\ug. 1933 2,859,000 14 5%
June 1941 5,000,000 20 31/2%



-l

enforcencnt of busincas lav, and will develop the control of business
opcrations through effective accounting?(6) and unless the donestic investors
are aceustomed to nodera methods of corporate financing and ready to put thelr
gavings in corporate securitics, there is perhaps 1ittle hope for either Joint
investnents or corporate borrowings on national or international capital
narketsg. :

In the natter of financial nmachinery, there is a neod for a genuine

Central Bank and an international investnent company. In recent years, the
centralization of the note-issuc and the holding of reserves against the
“deposits of conmercial banks have, adnittedly, strengthened the positlon of
the Central Bank; yet with respcct %0 1ts resources and 1ts independence as
well a8 the weapons of financial control at its disposal, much remains to be
done and inproved, An independent and po-erful Central Bank will .bo indie-
pensable to the maintennnce of fiscal and monetary stability and refom in

this direction w111 be particularly welcome in view of the invortant part 1t
11 be oxpocted to play in the post~7ar international financial collaborations

On tho other hand, under the leadcership of the governnent banks, the
stronz Chinesc cormmoreinl banks nay bo in a position to organize an
internationnl investnent company or corpanies alongz the line of the China
Devclopnient Finance Corporation(or through an extension of its activities)
vhich would act as an intermediary betwoen industry and private investors.

The proposed organizatlion would assist in naking arrangenents regarding the
flotation of corporato securitics, wuld take part in tho underwtiting and
financing of long-tern capital issucs and in the founding of new corporations
for various lincs of entcrpriscs on tho basls of Sino-foreign joint iavestnont
nnd Joint control, Recont cxanples of jJoint participation of btoth the Chincse
and forolgn banking interests in the flotation of sone of the railway
construction loans seen to offor possibilitics of extending the principle of
partnership investnont between forcign and donestic capital to the wider

fleld of industry, provided the investnent machincry as herein suggested 1s
devised and developed.

Tho problens here presented may nake the prospects of foreign invest~
nents in China secn sonevhat gloony; nevertheless, they rmust be viewed in the
perspective of China's permanent potentialitics of econonic developnent and in
the 1lizht of the now national will to industrialize and to provide the bdagle
conditions for its realization. ™hatever shortconings and handicaps there nay
be, they arise largely fron renodiable causes and, as such, are renovable by
hurian efforts. . Yo may therefore, confidently look forward to a solution o hich
these problens and an early perfection of the institutional franework vritl'jn)

foreign capital and enterpriso will be expected to pursue their business and
prosper,

(6) CF, Romer: Forelm Investrents in China New York, 1931 p. 234,
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¥J. PUBLIC BCRROWINGS AND PRIVATE INVESTYZNTS

To an average Chines2, forzign investment in China has usually meant
the cperation of foreign barking, commercial shinning and manvfacturing firms
or public utilities in the Treaty Ports and. to a mach smailer extant, the
purchas2 by forcigners of Chin2se Government and railiway s2curities pudblicly
issued in London or New York., Indecd, according to Professcr Remar, direct in-
vestments and govermmant obligations formed in 1921, respectively, 78.1 per
cent and 21,9 per cent of the total foreign investmect in China. It is, howaver,
important to note that thoy are not the only forms of forxigan investments,
irportant as thoy may have bacn in the past, and that their relative importance
may change with tha new international etatus of China and the ncw developments
on the world capital markets., ¥2 shall describa the various types of forclgn
investzcents and discuss thefir relative morits in the light of China's requiro-
ments a3 well as of the world's financial tronds,

The typ2s of forcign invostmonts may broadly be divided inte three
main categorics, namaly? (1) direct governmcntal trarsactions und:r which may
be included tha Lond-lease operations and the export credit guarantees; (2)
public issucs by governments and privata corporations; (3) busincss investmonts,
eithor in the form of direct investment or joint participation or undar & con-
ccssion from tha government, We shall deseride and discuss thom in turn,

(1) Direct borrewing by ona pgovernment frum anothar: The loan of
U.S.$500,000,000 from the United States to China announced on February 7, 1942
ard the 150,000,000 from the United Eingdom, concluiled on May 2, 1944, are
excollent examples. This is a very important furm of international investment
and may be expected to continue on an increasing scale, especially in the
immediate post-war period for the purpose of financial rchabilitation, paving
the way for the revival of private investments. But such loams depend entirely
upon the existence of gpod-vill and frieadly relations between tha governments
concerned; as such. they are governed more by poiitical or strategic considera-
tions than by economic or business calculations and consequantly ara less depend-
abla and more eporacic. They must obvisusly depend as much upon tha forzign
policy and domasti: politics of the landing and borroming countrizs, as upon the
broadar considerations of world security and world prosperity. On the other
hand, their amounts ars likely to be larger and, because they are arranged
directly without cither the formlitizs incidental to a pudblic issue or the inter-
mediary of the capital market, the cost of this type of borrowing is usually
lower and the tcrms more reasonable. Based on international good-w¥ill, they
will ba expected to further friendly relations betwaen governmente concernad and
to contribate tovards democratic unity and world peaca. In view of China's
§tupendous pust-war requirements, this type would appear to be most suitadle, if
thers is no puiitical string to these transactions., Tha possibilities along
these lines should ba early and 2nergotically explored,

(2) lend-lease QOperatiorg:s 1In its essence, lend-leasa is an em:rgency
prograx for pooling the resources of the Uzitad Nations in & common war effort
without the elaborate system of fimanclal agrocment s and obligations that
characterized the last var. Though novel and different in form, yet in substanco
as well as in principle, tha Lond-leasa cperations of the Unitod Statae for the
transfer and export of d:feansa articles and for tho rendering of traicing and
repair services to the govirnmant of ary country whose defensa §s docmed vital
to tha Acfersa of the Unitad States, constituta not only a vital ®woagon for
victory,* but slso a new techrique in intoroational lending, espacially if
account 18 takan of tha cromous volumzs cf industrial meterials and equipment
that have baca cxportod to the United Kirgdom and tho U, S. S. B,
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for the buildirg znd expension of the British end Russien wer-time rroduction,
The emounts euthorized from epproprietions to the Presldent or bty trensfers
from other ervroprietions hcve totelled over sixty billion U.S. dollers, of
vhich neerly twenty billion, or one third, hed been supplied up to the end

of December, 1943, About 54 per cent of the emount ectuslly trensferred repre—
gented munitions, including ships; ncerly 21 per cent covered ihdustrial
moterisls and products and the belence of 25 per cent shered almost equelly

by egricultural products end services, such es shipving repering, end training,
Fundamentelly, lend-leese wes invented to solve difficulties inherent in other
nations' shortege of U.S. dollars, Great hopes have been built on the exten-
eion of the principles of lend-leese 4n the fleld of internetionsl lending,

for the basic difficulty of the shortege of dollers is likely to contimie for
a long time efter the wor, For the maintenence of full employment et home,

end for the promotion of world prosperity end world pecce, long-term inter-
netionel investment must not only be mcde, but made in the spirit of lerd-
Leese, For a ghort time, it would be the ecslest cnd probably the cheepest

wey to evold a post-war depression end et the seme time help the reconstruction
of countriecs devesteted by the war,

The contimuance of Lend-leese into the post-wer period will naturally
depend on how ite wer-timo operations vill be settled which, in turn, depends
as much upon the foreign policy es upon the domestic politics of the United
Stetee. Though it may be premeture to especulate on the pert lend-lease will
pley in the post-wer world, it is perhops fitting to note the technical
4ifficulties connected therewith. In the first place, 1f repeyment of Lend~
Leese 18 insisted upon the question boils down to the besic difficulty of ell
loans that the debtor cen only pry in goods which the creditor must eccept,

Is America willing end resdy to do e0? Then, if Lend-lesse 18 to meke &
contribution to the solution of the problem of internationel trede end finance ,
not only cepital goods for spcelel schemes of constructlion but eleo a portion
of the ordinery everydey exports of Americen industry must be lent-leased, Is
the Americen public willing to extend lend-lease to the reguler trensections of
ordinery commerce? Notwithstending the spirit of generosity end prectical
collatoretion thet has charecterized lLend-leese, there is ground for skepticiem
as regerds 1ts long-range epplicebility,

(3) Export Credit Guerantecst These are credits for a period of two
to five yeers end sometimes longer, extended for the purpose of financing
exports from the lending countrics. The credits gueranted by the Britigh Ex-
port Credit Guerantee Depertment end the Export-Import Benk of ¥eshington,
perticulerly in the eerly period of {ts history, ere operations of this tyype,
The Sino-British egreements of August 18,1939 end of June 5, 1941 e8 well 28 the
Export-Import Bank's series of loens to China egainst the delivery of wood oil,
Yunnen tin end wolfram are good illustrations,

.

From the vierpoint of the lending country, the expert credit guar-
&nteea, which help diréctly to encouregs exporte asd, 1m fact, to corrélete
them with credits in the neture of "tied loenss" would minimize the initiel
exchenge difficulties vhich public issues would usuelly entell. Moreover,
the risk involved 1s smeller, beceuse the term 1s shorter, usuelly of two to
five yeers, end under the British scheme, repeyment normally begins before ell
the goods erc exported, end the exporter is eble to withhold deliveries if
defeult occurs or eppeers t0 be imminent, From the borrower's stendpoint, the
reletively ehort term of the eredits rmst, howcver, be unecconomic, A short
tern ercdit, would not be cporopricte for cepital goods which have a long life,
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for tre borrower would heve to repgy his dedbt in full before he hed recelved
eny substanticl return from his equirment. This mey elther lnvolve the torros-
er in trensfer difficulties, 4f not in defeult, or prevent kim from buying
further equiprent. es he mey require it. In view of the enormous increese in
the productive cepecity in the United Stetes, Greet Britein endthe Soviet Unlon
end of the need of expending exports in order to maintaln full employment at
horme, this type of internetional investment will be expected to increase in
relative importance., As we have seen, China has borrowed lerge sums of this
type of credit during the war; it erpeers Incumbent upon her to study end
select the perticuler tyres of projects for xhich export credit guarantees
would bte most suiteble end to errange the schedule of smortization in the light
of her belaence of payments prospccts. '

(4) Public Issues by the Sovernment or priveto Corporetionst The

flotstion end sele of securities publicly issued in London or Kew York through

Iseue Houses end in conformity with legel routine end other frmalities
have been & very inportent type of internationel investment, Vost of the pre~
wer forelgn obligetions of the Chinese Government, such es the Anglo-Germen
Loan of 1898, .the Reorgenization Loan of 1913 end ell the Chinese Government
rellwey loens ere erermles of this type, Though there hes never been & single
isgue by Chinese corporations, some borrozings have teken plece, perticulerly
from Jepen,

The new i{ssue merket has been e predominsting channel through which _
lerge sums of cepital heve moved from the well-developed to the less~developed
countries for the development of rellwey, roerds, public utilities, etc. 1If
the {ssue 18 large, the credit standing of the trrower good ani the risk of
cxchenre instebility negligible, 1t 4s » perticulerly suitsble method, Other-
wvise, it mey be slther uneconomic,for the per unit cost of capitel would
be lerger when the lssue ie small, or unevailsble when the finenciel end
economic prospects of the borrower feil to werrant the risks involved, With
respect to its future possibilities, neither the recent finenciel developrents
nor the credit standing of the Chinese Government or corporations erpeer to
Justify eny extensive ermployment of this form of internctional investment,

For one thing, governments in the lending countries heve plerced, in one form
or enother, restrictions on or supervision of the issue and sele of foreign
securities end, £s we ere inclined to belleve, these rezuletions will be
continued for some time following the wer, not only for protecting the general
investing public but also for the scfeguarding of currency. For enother,
Chine would hcve, first, to rechebilitete her external credit, through the
renewed settlement of past obligctions that heve fzllen in orreers end the

cd Justrent of rellwey loens in & manner end on terms eccepteble to the
bondholderss A4nd then, in view of the relative unirportence in China of
corroretion es & form of business organization end of their emsll size, it

would teke mery yeers before they cean hope to borrow from the new issue
nerket ¢broad,

(6) Direct Investrment: Under direct investment ty B relgn corpor-
€tlons or netioncls in comercirl, finencizl erd iniustrial undertakings
enl putlic utilities, business risiks, end usuzlly the legel ownership erd
mencgement, remeln with the investor, China offers a striking illustretion
of the truth of Hobson's stetement thet “the first foreign investors were
merchents " for the first iavestments. in China were direct businees investrents
rede Yy foreien rercherts, By 13C. they constituted neerly 80 per cent of
the totel foreign investmnts in Chine., Unider. the protection of extre~
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territoriality, it was only natural that his type of forelgn 1lnvestment has
perticulerly developed. .

Direct investment is ususlly en investment in Xind and, In contrast
with fixed interest beering securitles, its ylelds vary with the fortunes
of business end will not become en irtolerable strain on the balance of pey=-
mente in times of depression, Particulaerly in the fields of memufacturing
and vublic utilities, epart from the market it provides for locsl raw
meterials and the employment it gives to local labor, it means, with the
importstion of capitsl equipment, an introduction of foreign mansgement and
foreign technique and by emlation, dissemination end diffusion, a general
economic development 0f the cuntry in which the investment is msde. On the
other hand, 1t is only fair to point out that these direct investments are
primarily mede by trade considerations rather than for eystemstic or sustalned
national economic development, Moreover,they terd to create a network of
foreign interests - mamufacturing, shipoing, insurence, banking and trading -
in such great centers as Shanghei, Tientsin, Hankow and Centon,

: ¥indful of the preponderance of this type of forelgn investment in
China endof the natural desire of many to rehabilitate or rebuild their business
after the war and in view of the fact thet direct investment constitutes no
leces than fifty per cent of total Americen investments abroad end that it has
recelved greater emphasis in British circles, 1t may be expected, given
ressonsble conditions in the metter of taxstion end general security, to :
continue to pley an important part 4n the industrisl develovment of China. The
feers of "imperielistic dominmation," though easlly comprehensible in the 1light
of pest history, are now, with the ebolition of extre-territoriality and the
epeciel rights eesociated with 4t, irretionsl and groundless,

(6) Joint Investment: This provides for joint perticipation end
Joint control in which a partnership may bs formed between either the government
end 8 foreign corporetion, @8 in the cese of China Nationsl Avistion Corpore~
tion,or between forelgn and domestic privete corporation, Eitherto the
Chinese laws, by placing restrictions on such joint enterprises with respect
to the retio of shere-holding, the gajority of directors end the netionality
of the Chelrman of the Board, have mede this form of investment less popular
and less ettractive, :

However, this form of Sino-foreign joint investments seems to offer
certein definite advanteges over other forma in which foreisgn cepitel may be
or hes been employed, It will be governed more by the prospects of business
eaernings then by political interests and it will render unrecessery the essign-
ment of specific revemues or ather securities es wes very common in China's
rast borrowings. And, as & method of corporate finzncing, profit-sharing
cquities, as contrasted with fixed interest~bearing obligations ere more
flexible and, insofar as they secure to a large degree the eutomatic edjustment
to the varying fortunes of good times and bed, less burdensome on the belance
of internetional pryments,

Apart from the legel disebilities which, as we heve seen, it is the
intention of the Chinese government to remove, there are, perheps, one or two
inkerent difficultiea for which we hope some satisfectory solution msy be .
found, TFiret is tho qucstion of cepital structure, Poreign interests are
neturally better supelied with caritel than the Chinese and, on the besis of
equcl contridution, either the size of the joint concern would be smeller then
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if the Chinese were in a position to pay up their full share, or the foreign
partner may have to advance the deficient amount to the Chinese at an interest
to be paid out of future profits. dre the foreign interests prepared to do so,
1f they can finance the business all on their own?

Another difficulty arises from the relatively much higher cost of
capital in China than abroads For well-known foreign firms, they may be able
to borrow between 4 and 5 per cent in their home market, while for the Chinese,
they would be considered very lucky if they succeed to borrow below 10 per
cents 4 yleld of 8 per cent, which would be regarded as sufficiently re—
munerative for the foreign partmer, might not suffice to cover the cost of
Chinese capitals 4 dividend of 5 or 6 per cent would be a good return to the
foreign interest, putting the balance into reserves or ploughing 1t back into
Yusinese; to the Chinese a higher dividend might be very necessary., There may,
therefore, easlly arise difference of opinion with respect to both the
dividend policy and the btusiness policy, whichit may be difficult to compromise.

Finally, bigz forelgn manufacturing concerns usually operate their
business in a vertical integration for reasons of economy. In the matter of
Joint participation, it may be difficult, if not impossidle, to find a Chinese
firm which has a simllar type of vertical control from raw materials down to
the marketing of the finished products. The foreign firm may have to parti-
cipate with one Chinese firm in the production of raw materials, with a second,
in the processing of the product, and with a third, in its marketing and .
distritutive organization. While it 18 certain to reduce the operating economy,
the participation with different Chinese firms means at the same time division
of business control and possible divergence of tusiness policies. Perhaps, to
1imit participation to any one of the productive processes, like the pro-
curement of raw materials, or their fabrication or the marketing of the final
product, would be a way out of the difficulty.

Notwithstanding these difficulties which, given good intentions on the
part of both partics, will not be insurmountable and provided efforts are
nade to remove the hitherto legal restrictions and to ensure legal security and
falr treatment, joint investment holds out one of the best prospects in the
future of foreign investments in China, Neither purely forelgn nor purely
Chinese interest would be in a position to accomplish as ruch as when their
hands wore joined and it 1s not too much to say that in this kind of Joint
participation and joint control, vhich nske possible the pooling of resources
and the sharing of experience, lies the hope and the enduring basis of inter-
national economic collaboration,

(7)_Concessicnss Here, as in direct investments, foreigners are
allowed for technical reasons to cngage in the operation of certain projects or
lines of industry, but they are permitted to engage only in specific lines of
industrics upon the sanction of the Government, with the privilege of monopoly
Or semi-nmonopoly during the life of the concession, with or without a
guaranteed rate of return, btut subject to the repurchase by the Government at
cost or cost plus a reasonalle corpensation., This method was extensively
exployed 4in the economic development of Argentino, Brazil and Ckile and
contenplated in connection with the First Mve Year Plan of Soviet Russla,

with the concession systen, which owes its existence largely to local
technical doficiency and under which corpulsory training of native technical
staff 1s usually nnde one of the conditions, the inflow of capital is invariably
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accozpanied by the importation of technique and nmanagerial experiences More-
over, since concessions are nornally granted on the basis of a well-prepared
schene, they sccure a much better coordination with the plan of national
econonic developnent and consequently aveid the haphazard developnents or
redundant capacities which often characterize private direct investments. On
the other hand, a concession has enly a limited l1ife to run; 4t is here, as
elsevhere, that political and econonic stability is of paramount irportante.

To sum up, in view of China's enornmous post-war needs for foreign
finsncial and technical assistance, any forn in which or channel through which
such agsistances nmay be obteined on reasonatle terrms is to be welconed,
though poesidilities of direct governnental pperstions and the extension of the
Lend-Lease systen would appear to offer to China the best advantages. Cn the
other hand, judging from the trend of world financial developnents, direct
governnental transactlions are destined to play a great role, at all events in
the innediate post~war period and especially in the forn of export credit
guaranteoss The extension of lend~lease though sound in principle and to be
welconed, will be most uncertain for it <111 be greatly influenced by the
foreign policy and the domestic politice of the United States. In the field
of private investments, direct investnments will certainly continue, though
Joint investments and the concession systen nay hold out ruch bigger and
better rrospects, Af China offers a rcasonable and roal assurance of legal
gecurity and economic returns,
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VvII, CONCLUSICK

How and how far foreign capital will actually and continuocusly be
aveilatle to China depends almost entirecly on vhether the prodlens that we
have outlined will bo courageously faced and energetically tackled, Creat as
her potential capacity may appear in the way of hunan and natural regources?
China needs to do without delay everything in her power to enhance and enlarge
her actual capacity to borrow fron atroads . ¢ 7.
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In view of the disnal fallure to utilize effectively foreign capital
in the past and nindful of the disappcinting reception to Pr. Sun Yat-sen's
"International Development of China" followinz the end of the last war, it is
perhaps logical and legitinate to understand and to underline the basic
institutional framework within with forelgn czpital and enterprises are to
operate and prosper. International investnent, like any other international
undertaking, invariably involves rmtual consent and bilateral agreement between
the countries concerneds "hile the prospects of resuned international lend~
ing may be more pronising than cver, to secure any large-scale internatlonal
borrowing, we rmst, nevertheless, do our parts Solemn promouncements and
vague promises wlll renain agpirations unlees they are implenented by action
and demonstrated by factss China vAll find in the liberated European
countries strong rivnls conpeting for vwhatever international investment there
is avallable, It is, therefore, imperative that no time should be lost, nor
efforts sparcd, in providing the ninioum conditions essential to an inflow of
forelgn capital and in promoting the good-will and good relations betwcen
China and the maim lending countries, upon which the policy and prospects of
international collaboration, in the economic ms in the political sphere, rmst
be dependent, Finally, the nagnitude of China'e post-war reconstruction and
the probability of conpetitive demands upon the world capital markets appear
Yo require a planned guidance and purposeful utilization of foreign capital,
if the mlsdirection of efforts and dissipation of resources, which she can

111 afford, are to be avoided. Here, as elsevhere, We nced a new ocutlook and
new nachinery, A
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