Hanking Noteg -- November 12, 1938.

. Yery high desreo of secresy in recent weeld. Literally
the Foreign Nnieber and the Jananese Ambaspadoy Na&vVe veen Llone
in thelr convergations, and no debailied seporl hms veen uade to
the Central lxecutive Committee cr to other v@nbi¢eram&e grounsd
of hidgh porsonages.

Hol Ho: ™ie nust enable the a«mxww Lo m,ml a way d&f ro-
treat that will save face for th&m

Tivhu ﬂﬂﬂﬂnwﬁg npinly ﬁf an economnic nyuuvuﬁ have been made
upolt Sung Cheheyusl by Lhe JEDALEBG JLCne FH1Be “hey have been sent
to important men in relevani xiﬂi@ﬁﬁi@s heye for commenbe Zart
huve been ciseclosed vesuely in the prsss:  levelopnent ol langku as

& port; exﬁ€%ﬂie$ of cotton ﬁrn&uctimn on Jananese lines; reorgan-

izet.ion of the Lungven minee: setruct ion ol the Tientpin=3hihchiachusn

d?l.!.lwn"f« Gthers ara kept in m,;’i,at contidence Lhus fare Hone
them sounds shtertling in iteell, tul the Lobal DEOEFAD ig BO €X-

t&n e gz Ho oul Jancangse tards into most puaris of hopel and soress
the borderc of neighboring proviices. doreover, Lhe “propoesalie”
sye from military men, who mu?ul¥ aay that they will btake the ree-
gpongibility foy securing the money from Jo anane - it ig wneceppary
t£o point ocut whal a Japane *%«"ﬁnumo?gsa porh at Tangiku would do
to Tientsin and Lo the yaﬁhins of the Chinese Customa eyaten lin the
royth: or Lhat a2 Japenese cotion progranm Huu$u ailect locdl ad-
niniﬁt uuiuﬂﬂ m(nagﬁ,y ﬁfdufﬁﬁrh&&&unﬁ eﬂ Clxn:aa mille and dise
tribution: or that the rallway &xwg invoive a
ﬁaiﬁae &w“ milibary lane to tLhs 5ﬂ”“ aQJhﬁ¢a vnMth;ﬁg Honel

f ‘ AL m@iﬁ ol econmnic

29

o
ernd Chaney from the vest o

ﬁ.ﬁ'{}!}r@&ﬁ umﬁms‘ propey cont

13 end Ghang ¥lae

y $ 3400 "ﬁe fanafﬁba‘ﬁw LS wG@i%&lV fRels] u&vwnwan on Linss
£ extensive @aam@mib c@wwa nina, snd are cuoted

an paylng thalb f"r the tine Lamnw a&abu China uDuLd we Vallowed
to become 1like C uaa within the British »ugil% zﬂ*t BLLTE
to be 2 feulty T?L nelizabion of defeatlien \uy of "reslism”, LT
one nraf@ g the ér&). On the other nands Loy Chang is guoted
asgdeaying Lthree deys sge vhat the Government was Luwmn a very

fithﬁﬁ&ﬁd all 1@1* the 1ing.

Sume: HMuch more mild and ceutlous Lhan ususi. Interpreted
by en experienced foreipn correspondent as not knowing whét &o
do nv“t, rpd uneble to maintain the cuslomay bluster. Nevers
theless, ke repeatedly oneercd st the supgestion that the Chinese

i",:‘,z'ltr s i 15'-,[1{4 *

Eung 4is raa&l; pick, aside fron aain& much broubled at hhe
preppure wu Ting=ih'ang =nd Chang Hla~ngau 3ntinu 11y bring upon
hin arnd his adlierenta.

Chiang Xai=ghek is saowiu& genorally firm aﬁtihude, without
fear of the Japanese. e nas given corn hLmb*ﬁlji encovpagoenont

to ¥u Tego=-yl in uuiyuan {(Au saw hinm at Lny@ng) and Lo Sung Cnehw
VURile “he lstler i somewhat buclked up, and 18 in bettexr bouch
with Chilang than ever beiore. But Sung is musch eabsrrassed ovex
the aviahion o waerennent which Clen Chueh-~Eing cucceeded in pecting
hin to sign, and even lied about 1t to inuimﬂa MeBsCnECTSe Chilang
forpgave him, as the basip of o novw glerd in cooperabion: and.agreed
that ghe ahould not come scubh for conlerences Han fu-~chu ia ex
pected to vislt Peining ab the request of the Central authorities,
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ag part of the generally improving cooperatlion.

Gunther Stein, who i ranks very hish indeed in unowledese ol
Japanese scononics and general policy, 18 convinced thst money will
not be fortheoning for significant investment in China; and that
the progran of economic expansion will break into military and
political control of Chinese resources. The phrase “canalization
of Chinege cconowny' L1s freguently used. iHe also fears action
by army groups or navy grouns, particularly the latter. Indica~
tion of naval boldness is provided in Stein's expectation that 1if
Britain is involved ina European war, the Jansnese navy wlll take
the Hetherlands ladles.

Stein believes that the Russien question is fax greater in
Japanepge eyes than the Chinese. (Iinteresting confirmation is
previded in Hsu No's revelatlon thet wmore than once the Japanese
diplomats have said they reguired a pledge of cooneration against
Yinternational commualsm®.) Therefore they will not bog the
army in Chlna. The Jananese were muecn disturbed by the last
big border scrap just a few days vefore the iutiny, in wirlen 3,096
men were engaged. The Hongols were rvunning tanks end all scris
of good 2quipment without any Russiens in evidence; which was din=

turbing to the usual railding programe

{

There ig all the material for Greek tragedy in stein's utter
pessinism regarding any serious revislon ol Japaunese policy. He
considerag that their present position is not only economically 4if-
ficult, but politicallyilumpossible. If China reglly develops her-~
gelf, Janan®s precarious nold on Manchoukuo cannot be maintained,
and even Korea and Formosa would be endaagsred in any conilich.
Moreover, the view of China and Russia as two hostile neignibers
continually inereaging in strengtih as agalnstd Janan'’s llmitatlions,
is full of despalir. The only way out is bc bring a consilderable
part of China's potentlalities, esveclally Lhose Laak wisiin Le
most easily Joined with Russla or most easlly used againgt Hane
choulkuc, within Japan's conbrol and use. Srobailiy also Lo
strike g% Rupsia in the one moment before “too iate™ has becone
hopelessly “oast™; in connectlon with the exoected Gerwan attack.
Phus Japan mush a0 o, though she ig already beyend true styength
and goundness. gtain's oplnion is that the Russian war wiil
come durinzg the year July 1937 %o July 1938, with tining detere
mined in Zurope. . (A1l this is my foma of stabement, which
I hope isfialr %o Stein's viewa).

An Amorican observing officer (naval?) 1a quoted as saylng
that the Chinese Government has aviation fuel supnlies for two
weeks of wartloe consumplione. :

Wald&hiaopu friends insist that Chang Chin sbuck firmly to
“his guns in the ssventh interview, though they have no details

Rt or Clhirsoe = loncbicdirg Mierchoutios.
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