@ Just nov I am taking & year of rest and recreation.
My trip 1s for no official purpose, and as you knov I am not
en officisl of our Government. 8o I shall not hesitate to
meke this the opportunity for an informal discussion of some
matters of mtusl interest to bankers.

I am told that you may wish just nov to hear somew
thing of recent developments in American banking and finance.
I am therefore proposing to strain your patience vith some
discussion of happeninge st home vhieh are suggested in fact
by recent developments in Jepan.

But I camuot refrain from s fev words first upon
another subject. i

. There s much about Jepan thet ve in America who
hmmnrﬂmm.ummnrmh
visit your country Tind great Amuuw in understanding.
There is I believe egual difficulty ia your understanding
readily many things that are obscure in such & nev and
cosmopolitan country as ours. This is especially true of our
respective systems of Government and social institutions.
American writers on Japaaese matters are sometinmes,-~too
often I fear,--gither bdlind vorshippers of everything
Japanese and avoid reference t0 much that we should kaow
sbout, or sre inclined to be hostile critice and go out of
thelir vay to overemphasize or condemn matters which require
Judicial and feir mindod discussion bdetvesn us. The seme I
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believe to be Strue hevre. This lack of understanding to
vhich I refer need not and must not become misunderstanding.
The former is ignorance and caa be overcome. The latter
is stupid folly and must be stamped out. I have no doudt
that you suffer from the propagandist in Jepan as we do

in Americs snd that fair end judicisl treatment of these
matters of ignorance 1s as much needed in Japan as in the
U. B. The gquestion is hov to learn more of each other?
May I suggest thet ve leara more of esch other by seeing
nore of each other; by more asssociations in matters of
common interest?! It is a splendid thing to have such
neetings as Nr. Venderlip, Mr. Eingsley snd their associstes
have just concluded. BSuch meetings lay the foundstion for
real associations becouse they develop the better understand-
ing %o vhieh I have referred. I may iacline to over-
emphasize the point, dut it appears to me also that the
association vhich you have Just concluded with Mr. Lamont
u.mmwummwm
developpent in Japenese affairs, possibly simee the ver vith
Russis.

Our business men and yours by such partnerships will
develop common interests and purposes snd mutusl confidence
and friendship will result. Let us hope that more will
follow.

ederal Reserve Bank of St. Louis




o The world is just nov staggering under the wmeny
burdens resultiang from the var. It has entered upon the
difficult and pusszling period of resdjustment, vhen freedom
of commerce and finsnce must be restored, aand the pro-
tection afforded by arbitrary regulation, imposed upon us
by military necessity, must be discontinued. And sccompany-
ing this readjustaent we must encounter some losses and
hardahips vhich will arouse eriticism of past pelicies and
present conditions. It is to some of these policies that
I shall refer.

Economic developuments in the U.8, siance the commence~
ment of the var may be divided iato three periods.

The first from the outbreak of the war to April 1917
vhen we declared war.

Becond the war period,

Third the period since the Armistice.

In the first period we struggled to meet the enormous
demands upon us for goods of sll kinds. Our exports reeched
unprecedented figures, ve imported over #§1,000,000,000. of
gold, paid off our current debts abroad, repurchased the
foreign held American securities, our bankers and investors
loaned over $2,000,000,000 sbroad, ve increased our farm end
industrisl production snd cepecity and vith 1t ell suffered
umumumnmmnmmnmmmn
of labor. The met result, notwithstanding the inereased
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living cost, ves & great additiont our wealth.

In the second period our Goverumeat entered the
markets for var supplies upon & vest scale. The demands
upon our production and transportation facilities far
exceeded capacity, and a great variety of povers wvere shortly
conferred upon the President and his ministers, to enable
some control to be exercised over production, traansportation,
consumption and eredit.

in the third period, at the same time that govern-
mental control wes graduslly being relaxed, ve suffered the
rﬂtmﬁi&mmuhﬂnﬂvtmﬁrhdofm
denial and restraint. Amummmm
country vith 1ts inevitable sccompaniment of wasteful
extravagsace and lwoury. There was & short peried, come
weneing late in 1910 and ending in the Spring of 1919 when
reduced demands for goods from abroad, and the fear of 1%,
coupled with cancellation of war countraects, drought about
some feeling of uncertainty, some liguidation, and priece
reductions. Ve had some unemployment of labor. But the
pause vas short and price sdvances vhere hardly more thaa
arrested vhen again they started upward.

In & very general way it may be stated that living
eopts have until recently reached about double vhat they
vere prior to 191b,
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With this very issdeguats reviev of vhat occurred
you will appreciste that our problem vas much the same as
your ova. In the firet pericd mentioned, no regulation
or control vas possible save vhat little could be exercised
by the Federsl Reserve Bystem, then itself in the period of
organization. 7

Beginning with the second period, April 1917, 1%
mwds&mmumxmm\mu-
mmnmwm«mm-mmm
-tm.uummwupuuymm
mmummmtmm.mmmtm
ceuse impairment of morale.

Bo far as 1% is nov possidble to briefly express &
complete poliey, it may be said that every effort vas
directed Stovards producing ell that vas needed for var use
vithout needlessly bidding up prices,--t0 pey for sll that
vas used for var by direct teaxation without stifling pro-
duction, sad to berrov vhat funds vere required in excess
of tax receipts vithout disorganising snd inflating eredit,

Hany agencies vere created aand employed, none more

important than the Federal Reserve Eystem, to vhich in general

vas entrugted the task of ralsing wer loass and controlling
eredit in cooperastion with the Beecretary of the Treasury. We
nad employed the 2} yeurs of the first period to develop sad
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e perfeect this nev organization with & viev to meeting
ingreased demands upon us, should they arise. The dsngers
of expansion of baank deposits snd curreacy, resultiang from
heavy bark subseriptions to ver loens, aad heavy losus to
subgeribers;, were fully reslized, and every effort wvas
made to sell the loag time bonds to the iavestiag publie.
The great Liberty Loan orgsaizations, vhich wvere sdjuncts
of the F.R. Banks covered every section of the country to
the remotest hamiets. It is cstinmated that about
2,000,000 volunteer workers vere enrolled in this vast
army of bond sellers.--Every kiand of publicity, every
muc:Mhlduotunmw. The
results vere all that could be expmeted when it is recalled
rose to over $50,000,000 & day. The dest example of this
distribution was ia New York City, vhere bonds vere sold
by instalment payments. In esch of the last taree loans
about 500,000 people subscribed for §50 snd $100 boads,
paying one and two dollary & week. But bdaak borrewing ves
inevitable if the loans vere to be vholly successful, and
the Reserve Banks were called upon to extend large lines of
eredit to the banks of the couatry for this purpose.

The same vas true to & greater extent of the Treasury's
short time losns. The heavy Goverament disbursements
necessitated short note issues to anticipate the receipt of
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tazes and of proceeds of loug time douds. The notes vere sold
through the Reserve Banks and first principally subseribed
by the commercial benks and trust companies. It ves in
fixing the rates for such borrovings and corvesponding
wliey vas deternmined. Rates were, in fset, steadily sdveoced
unbil now the Treasury is bervoving st 546 end the bank rates
of the Reserve System stand gemerslly st about 6f. This has
been & progressive development, bud much secelerated in
recent months since Government disburgements and Yorrovings
Mumﬂmﬁn&ymmwwmx
oredit. The imercesing yressure of higher retes has been
suppiemented By other mecasuwres Lnsugureted as sarly as the
Suamer of 1917. Even then 1% wvas sppavent that steps must
be takea to ingure that sdequute credit wes svailsble For
the Btoek Bxchasge Market, but on the other hand that too
mach eredit should wot be oo euployed. The guecessiul
floating of the Governuent's losns ascessitated owr main-
tainiag & relisble warket vhere seourities could be seld,
m.stumtmmiﬂm.mmm
upen Stoek Bxchange umum. The integrity of the
mmnmwwmw::mmmu
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o Por this purpose understandings were entered into
with the New York Stock Exchange, aad with the prinecipal
Hew York banks, by vhich the amounts of borrowings and
lendings vere reported daily. VWith this information ia
hand, the Committee which directed the work, of vhieh I
vas chairman, wvas able to regulate the amount of credit
employed on the Btock Exchange. Every day the amount %o be
loaned vas determined, and the loans apportioned emong
sbout 65 banks. Rorrovers vho seemed to be borroviag toe mueh,
vere dealt with by officers of the Stoek Exchange. A loan
aceount of many hundreds of millions was handled under this
,mmnmmmnuumnmmn.

ummmuxmmmmu

a4 serly ending of the var gave rise to & considersble
speculstion in stocks. Thereafter, and until sbout & yesr ago,
the Committee exercised ite influence to limit the losn
aceount to & reasonsble snd necessary smount. It vas
successful in & large measure, dut finally the pressure
to remove restrictions became so great that our control eof
the borrover vas discontinued about & year ago. Thereafter
ve relied upon two influences. One ves the discrimination
vhich banks generally nov exercise in favor of bills vhich
may be discounted at the Reserve Bask. The result has deen
the very high rates generslly exscted for Stock Exchange loaas.
The other was our direct influence with the member bonks, and
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our sbility to require reduction in their discounts if it
appeared that the proceeds vere used for speculative
purposes. The daily reports mede by our member danks
have ensbled us to determine hov such was so employed, sad
to regulate to some extent the speculation movements. Ve
cannot claia that our policy has been an ideal one or our
progrem vholly successful. But 1t has sccomplished mueh,
due largely to the splendid cooperation of the public and
of our bankers and business men.

But possibly our most important efforts to cheek
expansion since the var ended have deen exercised through
our direet relations with the member banks which own our
stock and maintain their regperve sccounts with us. Here cur work
has been educational, designed to inform the bsnkers generally
«mmumamwmumm
Bystem. MNeetinge are held, usually at the office of the
Reserve Bank, frequently at other coanvenient centers, vhen
groups of baankers are frankly told of conditioms, warned of
dangers, advised as to policies to de pursued, end informed
of the vorkiang of the nev banking system. Ve also have a
staff of men who visit our member banks, taking with them &
record of transactions with those vigited, and dealing more
in detail and at greater length vith these matters.

In genersl there is & strong desire to meet our
vishes and cooperate with our policies. At times, however,

«10-
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[ ) ve moy become suspleious that & certain beank may bde dis-
counting with us in excess of what is prudent, or without
due consideration to gemeral conditions, possibly for the
purpose of financing or promoting some nev venture. This
is wore likely to oceur with smaller banks outside of
Hew York City, than in the cese of the large metropolitan
baaks. We do not hesitate to send for a responsible offiger
of such & bank, inquire into the reasoas for the enlarged
borroving aud require & reduction if found varreated.

You may ask hov the influence of the bank can

be employed in this way without arousing resentment.
Fraskly st times it does cause complaint. Gesersl respect
for the necessitiss of var times hos done wuch to make our
influence effective. mmmwmum
v aveshing Whe Aysesu i clenv. Taa Nesayvy Bans o be .,
sure are subject to strict supervision by & Government body, -«
but they are owned by the member banks, sad their effairs must
be administered impartislly, with due regard to the iatereste
of 811 the members and of the country B8 & whole. We cannot
relex our rules in favor of one benk, o the detriment
of sll the others. To insure that impartial sdministration
mumo.ummmmmmu

mummnmmuuwma,wm
ummmwmrmmm. One of the
thnummummmmm
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of our mesber banks. This power is graduslly being exercised
to a vider extent as our organization grovs and the need
arises. Heving the pover %o examine, we are also able to
mmmmm-wumnn-
ditions, 8nd the condition of specific baaks, by celling
for special reports. U‘Mn«tﬂ“mmn“
the regular reports of examination of member banks made by
the National and State examiners.

It is expected that & further control of unjustified
lev is amended %o permit us %o make higher rates than our
sormal discount rate, for discounts gremted to individusl
banks whieh scek wmore than & normal line of discouat with us.

It is during periods of expansion thet benking
seens & simple and easy road to vealth. Then the seeds of
iater disester are sown. VWith this in mind we have given
much attention to improving credit wethods. BNo bill will
be asccepted at the HReserve Bank unless we have on file &
signed statement of the affeairs of the borrovers; except
the paper is of very small amount.

Cur larger commercial denks heve slvays been
particular in securing such statements. We have nov educated
practically sll of our banks to do 80, have furaished them
with forms and convianced them of the prudence of this course.
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In consequence we h@wve in our possession the most complete
e files of eredit reports in the country; an: iavaluable

asset vhen beanking becomes less casy to conduct.

¥ith our Treagury borrovinge aund disbursements
on sueh & vast scale, there ves dunger that thege transfers
snd payments, the shifting of eredit from oue section of
the country to snother wvould cause finsncial disturbances.
This has all been conducted pursusnt to & progres laid out
in advance 8t frequént conferences of the Governers of the
Reserve Danks vith the officials of the Treasury sad the
rmxamum All of the Reserve Banks aand their
bﬁuhu sre qomcm by thelr own tvm ln( m:
their ovn tehyhom luu, vith esch other snd with the
freasury in Weehington. Colleetlons, payments and transfers
sre largely made by telegraph, and getitlements sre sffected
by changes in the proportioanste ownership in & lerge fund of
gold deposited by the Reserve Danks in trust in the Treasury.
These setilements are made daily by & brief telegram in code.

During sll the period of the war and since, o
great educational movenent, organized uader the direction
of Mr. Vanderlip, has been operatiag to teach the people of
the country to econsmize in the use of materials of all
kinds and in the unnecessary employmeat of labor needed
for the var effort. It is ecalled the Var Sevisgs Organisation
and ves somevhat patterned after the British plsa. It hes
done much to promote economy and has produced about one

wl3w
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billion dollars from the sele of war savings stamps.

In vhat I have seid, some but not by say mesas
8ll of our efforts %o insure the saintenance of sound
economic conditions have been described. Hy statemeat
is principally of the Hew York polut of viev and experie
ence. The progrem ves infinitely varied in different
sections according to local needs, conditions and
feelings. In some things we have not been wholly
successful, some things we have omitted which might
have been done,~~but in general the sound financial
condition of the sountry and of our baaks is the reward
of & sound Treasury poliey, of the existence of the
Reserve System, and of its efforts to promote sound
banking. | '

I have referred to the eriticism nov erising,
nmwuamwmmmum
nummammm-ummm-
wvhich are az fanilisy to you a8 they are %o =me. I can
only express my ova views with whiech you may not agree.

When war srises, & great part of the energy
of the nation must be redirected fyom the pureuits of
pesce to conducting vwer and producing the materiasls
destroyed by war. This may require the services of
thirty percent, or more or less, of the vorking population
and possibly = like percentage of the production of labor
ordinarily coasumed in times of pesce. Our cconomic
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systen has 5ot yet been 66 organised snd perfected that this
mmmmn_«mm. Were 1t so, by
some system of rationing consumption and mobiliring labor,
the whole of the 30f might be saved from consumption, and
the materisls required for war be produced out of the saving
vithout any gross inerease in production. Ve weould simply
change the charscter of vhat we produce. The same would
be true of the credit required to finance the production
and movenent of that percentage of goods. Vhat was saved
would be absorbed by Goverament taxes and loans and no
expansion of credit vould result. Dut this idesl is not
husanly possible. Varring governments eater the markets to
buy goods in competition vith each other and with their
ovn citisens. Prices advenced move rapidly thaa production
ineresses. The bBanking end credit machinery of the world,
vhich plays the part of bookkeeper, simply records the price
sdvence on the bBooks of accounts. OF all materials required
for wvar, eredit is the casiest to manufacture. One stroke
of the pen on the books of & bdask, one revolution of the
printing press, and bank deposit or note currency is produced.
The banking machine responds to the demands of higher prices
aod sometimes of Finance Ministers, almost it seems with &
note of joy. This 1s bDecause ve cannot control consumption
by direct methods of rationing.

But our eritiecs say that it could be controlled by
making nev eredit diffieult snd expensive to obtain. In
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other worde by advancing our retes of discount. My reply
is, hov far should they be advanced? Will 6f be effective
ia reducing consumption, or will {t require 60§? Should

ve risk a catastrophe to security values, goverament credit
end eredit gemerally, by relying solely upon making eredit
dear so that labor and goods may be cheap? The penalty of
high rates must be borae by the Just -ﬁfm alike.
Producers of shells and var ships would feel the pressure
a8 severely as vould producers of sutomobiles snd vhiskey.
Itnﬁ‘mimetﬂthm industry
and commerce and transportation cmlud to var and & high
percentage of mortality among those not enjoying such pro-
tection. Ia the sbsence of means to directly control con-
sunption, particularly of unesseantial materials such as
luxuries, 1t seems to me that a great variety of inpdirect
methods of influencing 8s well s contrelling both production
snd gonsumption must be employed. The interest rate is only
one of many such means, it vill not be effective along, and
relied upon alone would bring disaster. All indirect methods
vork imperfectly, slovly, and vith a degree of injustice to
different classes. The origin of the disease of high liviang
cost lies in the wasteful and useless consumption of goods
by the people. The remedy 1is to induce frugality, simple
1iving, self denlal,~~t0¢ build up the morale of the civilisa
population to & high standsrd of padriotism,--and to visit
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the wrath and condemnation of public opinien upen thege who
viclate the code of war time behaviour.

Beyond this the various agencies of the Government
ean 4o mueh. But they canmot do 1t all, End we mist be
content and possibly gratified to realize, after bitter
experience, that var casuses suffering and economic loss which
nmmmmunmtﬂ-mcrtm“tmh
cu«murau:mmm ideal~-that var can be
prevented.

Gentlemen, it is a great honor and privilege to
neet this distinguished conpany. You men of affairs in
Jepan, and ve in Americs have before us & grest future of
progrees, vith great services to perforn, end great respousi-
bilities to sssume. Ve must undertake thenm with sutual help-
fulness in our minds, as one of the objects of our common
effort. I shall take home with me bhappy memories of my

visit and hold constantly my good vighes for your prosperity
and happiness.
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COPY OF NOTES
IN HANDWRITING OF BENJAMIN STRONG,
GOVERNOR OF THE FEDERAL RESERVE BANK OF NEW YORK,

MADE IN JAPAN IN THE SPRING OF 1920
(Copied August 3, 1962)

Japan makes claim that she has become a modern nation
and submits her claim to the Judgment of the world. This Jjudgment

will at present be based upon what we observe of the behavior of

her official and military service ir their contacts with Europeans abroad

as in China end Siberia. It will also be formed in a large degree
from the impressions of casual travellers in Japan. It must not be
overlooked that those critics who condemn the Japanese and their
methods may have been misled, by having had no opportunity te
observe the mass of the people in their home envifonlont, while
those who lavish praise upon them are too liable to have been mis-
led by the impressive hospitality vhich is showered upon travellers
in Japan of position and influence. The former are perhaps blind
to the b.sf in the country and its people,--the latter blinded,
by deliberate propaganda, to much that is deplorable and saddening.
The following comments claim to be no more than observa-
tions and impressions gathered in a stay of three months. They
are howvever the fruits of trips into many places mrely visited
by travellers, and of rather intimate association with all classes,
from peassants, cooleys and priests to leading statesmen, bankers
and busineses men. They are distinctly impressions rather than well

settled convictions.
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® Japan is an open book to one vho desires simply to
learn vhat Japan has done and is doing. The Japanese, however,
is a perplexing mystery to one wvho tries to fathom the mental
processes and motives actuating him in his affairs. Nor cen
this distinetion be escaped when the history of the nation is
considered. Japan is the only great nation which has preserved
8 highly developed oriental civilization down to modern tinmes,
vholly untouched by the influence of western eivilization -~ and
then in a period of fifty years has adopted wvestern things as one
would put on a suit of clothes. The clothes are western, dut the
man inside is a Japanese and an oriental. For hundreds of years his
blood has been unmixed Japanese,~-he has lived for many generations
withia the influences of a feudal and paternal political and social
system. He has had no true religious instruction and worship and
he has recently conducted, with great courage, the fight for sub-
sistence in an overpopulated land., We can readily understand wvhat
the Japanese have accomplished but none of us can honestly claim
to understand the man vho has done it.

The greatest asset of the nation is its common people,
vhose characteristics will, in due tine, determine the place Japan
is to oeccupy im the world. One cannot meet them intimately without
realizing their many admirable qualities. Long discipline has
made them singularly cbedient, they are respectful slmost without
fail to those whom they regard as their superiors, and even amonst
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@® the poorest, shov & quality of courtesy and good nature in their
relations with each other, not to be found in Burope or America.
One gains the impression that they are gentle and not quarrelsome;
even in fact among the children,--where in three months no children
fights or guarrels were observed. They are certainly superstitious,
noy is that strange in e people who have practiced ancestor worship
back to the remotest times. Possibly their superstitions are no
more uncommon or extreme then those of the Buropean peasant. Much
has been said of a gupposed strain of fatalism in Japanese character.
Probably this is based upon stories heard during the Russo-Japanese
war, and to the large aumber of suicildes. Such occurrances may
better be ascribed to their intense patriotism, their personal
courage, to thelr sensitiveness and pride, and to the discourage-
ments of struggles, agaianst the poverty so long endured by the
working people. The war hes made a great change in the material
velfare of all classes, but allowing for this recent exceptional
period, it may be saild that the great mass of the people are
industrious, patient toilers, The work of the nation has for cene
turies been performed by man power with little aid by animals,
and none from steam or electricity until receatly. Few people
have faced successfully such a contest with the forces of nature
as have the agricultural, which is much the largest, class of the
population., Volecances and earthquakes, tidal waves, floods and
landslides, typhoons and destructive conflagrations are a constant
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@ nenace to lives, crops and buildings. Japan is a series of precipi-
tous mountain ranges of unstable formation, subject to the counstant
action of frosts and heavy rains. Farms occupy all the valleys and
many of the mountain slopes. The work of the population of whole
districts is Ifrequently destroyed by SomE outburst of neture. What
school can be imagined, so well designed to cultivate industry,
patience, fortitude and determination. Here may lie the explanation
of some sides of Japanese character which have been recently disclosed
to the world.

Patriotism and a strong national spirit are the natural

products of feudalism and ancestor wbrlhip in a people of unmixed
blood who have succeeded in execluding foreign influences, and who
have highly déveloped social traditions and customs which have been
practiced for many centuriei by an insular people. The goverament
of Japan, uniil Tifty years ago, vas no more nor less than an
elaborate recognition of the authority exercised by the head of the
family, of the tribe, or the clan,--then of the lord of the district,
and finally of the Emperor. Three hundred years of peace under the
Tokugawa shoguns solidified the national loyalty.

But there are other and less admirable sides to the
Japanese character, One is struck by the almost complete absence
of expressions of human sentiment in thelr poetry, art and social
relations. Japanese poetry principally expresses observations upon

natural phenomena, introspection and obscure references to one's
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feelings, the beauties of nature, etc. Their art largely depicts
® the scenery, flora and fauns of the country; military figures and
events; some allusion to the spirits of the dead; and representa-
tions of Buddha and his satellites. Little evidence appears,
even among the people themselves, of the sentiments of gratitude,
affection or of admiration. True vorship, such as practiced by
those of Christian faith, is not seen. Pareats showv a strong and
tender affection for their children but the higher qualities of
friendship, of self saerifice, generosity, unselfishness and help-
fulness to each other are deplorably absent. Young boys and girls
have little contact with each other until marriage is arranged,
and none of the influences of such relations, both strengthening
and softening, are enjoyed by the young people. As might be
expected, in an old race vhich has occupied an island home for
thousands of years, the inventive qualities which characterize the
ploneer races have disappeared, if they every existed. Their
adoption of western institutions has been & species of mimiery,
wonderfully executed, but without origiunmlity, even in adaptation
to local conditions. It may be said that they have taken their
religion from India: and Chine, their art from mu&m-m and
Korea, their alphabet from China, their architecture r:::/l‘::n,
their agriculture from China, their industry from Europe and America,
their ermy from Germany, their navy from Great Britain, their
education from America, England and Germany.
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» A more obscure but Justified comment applying to the
better educated classes is their inability to employ inductive
reasoning. As an example, they knov that their country is over-
populated and must increase its importation of foodstuffs. They
know that they must increase onort.{ot industrial products in
order to do so. They realize that their surplus population must
be industrialized and assembled in industrial centers. But they
fail to reason out the long series of parallel social and polifical
developments which must accompany this change. In consequence,
they have shamefully nojhcm the creation of the necessary social
institutions to safeguard the welfare of their new industrial popu-
lation. They can reason from cause to effect, but cannot construct
the corresponding collateral circumstances arising from a given
development. It must be admitted that their social life has con-
tained too little wholesome recreation such as is afforded by
athletic and other clubs, it has been too largely prescribed by
convention and in certain respects has had a tendency to develop
immorality and its accompanying evils, both mental and physical.

Since Japan achieved her outstanding position in the
East we have become accustomed to the idea that a problem has arisen
for the world to deal with,--and that the problem lay almost euntirely
in Japan's future pPlitical relations with the Continent of Asia.
This is indeed the problem for us, but for the Japanese probadbly a
less vital one in the long run than to the problem of how the

o
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® 57,000,000 people on an island archipelego are to be governed and
directed. They are a docile and loyal people, but a determined
and courageous people. They have long been accustomed to govern-
ment from the top dowm, and are not yet capable of understanding
or assuming the responsibilities of government from the bottom wup--

that 1s, of democracy. So it remains to be seen wvhat shall be

made of the nation's greatest asset by those who direct the destinies
of the people. Herein lies Japan's greatest danger, as will be
observed by considering some of the results of fifty years of an
adopted civilization drawn from EBurope and America.

Japan's determination to open intercourse with the world
and to introduce western civilization was undertaken with a vigor
and thoroughness never equalled in any similar enterprise. Men
vere sent abroad for education, technical experience wvas drawn
from Europe and America, schools were established in Japan, studies
wvere made of political, economic, military and educational insti-
tutions wherever results abroad indicated that useful knowledge
could be acquired. Literally a miracle was performed by this
determined and intelligent people. An army was created and trained
upon German methods by Germen officers, with compulsory service,

8 navy patterned after the best experience of Great Britain,--soon
railroads and trains, steamship lines and ship yards, banks,
factories and trading houses sprang into existence. Branches of
Japanese banking and trading establishments appeared in Asia, Europe
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and America, and Japan's flag soon became a familiar sight in
many ports of the Seven Seas. Arsenals and navy yards were built,
and the disabilities of lack of technical training were largely
overcome by draving men from abroad as well as by sending men
abroad in all capacities, and by establishing technical schools

at home. Compulsory lower education, supplemented by middle
schools and universities, although not adequate for the demands,
have developed the existence of an insatiable desire for education
among all classes, Efforts were undertaken by the Government to
improve the culture of silk; rice and other of the native products,
and to protect the farmer from pests and from deterioration of
qualities. The results of fifty years of determined pursuit of a

set purpose have been to establish Japan as a powerful factor in
the political and economic affairs of the world. Material develop-
ment has been the reward of intelligent effort, and the Japanese
looks upon his handiwork with Justifiable pride., Should you ask
him to explain the motive actuating him he will reply that a popu-~
lation of 57,000,000 people cannot be supported on the Japanese
archipelego, of which he claims dbut 17% of its area is capable of
cultivation, and that he must produce manufactured goods, for which
much of the raw material must come from abroad, and exchange
industrial products for foodstuffs. He points out that the annual
increase in population is 700,000 and at least this number must
each year be provided with industrial employment if Japan is to be
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adequately fed. His mind has concentrated upon material results,
and he has become blinded or is incapable of realizing that those
results may be bought at too high & price if acquired regardless
of the moral, physical and gocial welfare of the people whose labor
must produce them. One is deeply impressed by the appearance of
neglect of attention to this vital factor in the upbuilding of a
new Japan. Industrial centers are being created, with dense popu-
lation, involving a complete readjustment of the social conditions
surrounding the lives of millions of young men and women workers.
Water /Bﬁ:;ly is frequently inadequate and sometimes unwholesome,
novhere is there an attempt to introduce modern sewage systems.
Even in cities of a million or more inhabitants, lighting for
homes, where study is nowv compulsory, is deficient and expensive.
In a climate vhere rainfall is slmost excessive, transportation is
80 inadequate that a Ixrge number of vorkers, including women and
children, get wet ou the way to fectory or school, and must fre-
quently work or study in wet clothing. Telegraph and telephone
service is slov and expensive, as well as inadequate. BEven now a
premiua of = 2,000 is being paid to obtain a telephone instrument
from an old subscriber. Roads are rough, muddy or dusty, and not
suitable for automobile and heavy traffic nor the heavy loads pulled
by manpower. In a hot, humid climate such as Japan's, hygiene and
sanitation are almost as essentisl as food and drink, if industry
is to thrive without injury to the industrial class. Adequate

Digitized for FRASER
http://fraser.stlouisfed.org/

EedarabRBecre-Rank of St offiat o ¢ sl i L0 A0 FE Y Slenwi s 050 v 8 L 2ol 8 90 TR




attention is not being given to this subject. Japan has no grasing
land save in the northernmost islands, nov rather sporsely popu-
lated. No herds of cattle are seen on the hills, nowv largely
covered with bamboc grass or timber. The Japanese diet consists
principally of rice, beans, dried and fresh fish, and vegetables,
with little meat and no milk and butter. The food is highly scecasoned
and much of it pickled, preserved or dried. This doubtless was ade-
guate for a moderate agricultural population, but a great industrial
class, working in: eouettu shops u@. mills, will possibly become

a prey to tuberculosis, without a larger yroportian' of animal fats.
Fifty years ago tuberculosis was practically unknown in Japan,

and is now prevalent and increasing. Disease or neglect of the
physical welfare of the wpl.e is only matched by equal neglect of
their mental and moral well being. Social relations and intercourse
are still largely those of feudal, paternal Japan,; circumscribed

by convention and tradition, and of little value in discriminating
useful education or in developing sound political and economic ideas.
In the United States we see society organiszed in all directions.
Churches, with congregational worship, Sunday schools and innumerable
welfare and other organizations, fraternal societies, Y.M.C.A,,
YoW.CoA,, the farm dDureau and grange, block parties, labor organi-
zations, economic and debating clubs, Rotary, athletic and social
¢lubs, cover the land with a membership embracing all and influencing
all. We may overlook in our sbundance the benefits flowing from
this highly developed social structure, until we consider such a

10«
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® nation as Japan, vhere little, almost none, of this is found, and
where public opinion must in consequence be sluggish, and the people
eaglly become the victims of corrupt politicians or of a2 misleading
and venal press. ;

The reaction from the exaggeration of material aime has
not, however, been confined to the effect upon the industrial
population. Commercial standards of honor and morality have given
vay, or have been ignored, in the struggle for a place in world
markets., Universally throughout the East, and among people of all
nations, the Japanese merchant is distrusted and heartily abused,
for his methods and for his sharp or dishonest practices. Innumer-
able instances of shameful disregard of the truth, and of deception
and fraud, are recounted by those who have suffered in their deal-
ings with Japanese traders and manufascturers. It seems that the
erowning shame heaped upon the Japanese,--the outgrowth of political
as well as business experiences,--was the boycott of Japanese goods
practiced by the Chirese in recent months,-.a spontaneous and
unorganized outburst of protest by millions of people, who under-
took to exclude Japanese goods from their markets end inflicted
great losses upon Japanese business firms,

Evolution of Government in modern times has grovn out
of the ceaseless struggle between the classes, vhich has centered
around the power to levy and apportion taxes and to determine their
use, In Japan policies of taxation are liable to exercise as pro-
found a political influence as they have in Britain since the days

w1l
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P of King John. At present the revenues of the Federal Gov't. are
principally drava from indirect taxes, and between fifty and sixty
per cent are consumed in military expenditures. Popular franchise
is based upon the amount of direct taxes paid, which was origi-
nally fixed at y 15 and is now y 3. Inevitably the business man
of large means has been drawn into political activities and poli-
ticians have been tempted into business ventures, The association
has so far produced only what could be expected, a venal political
class, closely associated with men of large affairs, and corruption
in elections as well as in the Legislature and officials. How
serious this has become cannot be stated or assumed. It is common
knowledge that the rich escape taxes, large holdings of unimproved
real estate, lying within city limits, frequently in the heart of
Tokyo, Kyoto etc., belonging to business men & to the old nobility,
are taxed still as forest land., The association of bdusiness and
politics so far seems to.hnv. resulted in fortifying the policy of
indirect taxation, -iﬁziigzs to industry and other evils of like
character, both debasing to the government, and dangerous for the
people. Quite certainly the rich are growing richer and the poor
can only become poorer, until a change takes place.

More difficult to describe, because of the deep obscurity
which characterizes Japanese Gov't affairs, is the Government itself.
Japan claims to be a Democracy. In reality it has adopted some of
the forms of democracy, under the cover of which it has developed
& highly organiged bureaucracy, which is to a greater or less extent,
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according to circumstances, subject to the influence, at times
® adomination, of the military and of the old feudal nobility. The
outstanding characteristics of the present system seem to be, -~

1st The upper house is aristocratic, largely non-
partisan and more directly the forum of the nobility and of the rich.
It represents the invisible Government, more than the lower house.

2nd The lower house is too much the product of corrupt
80 called popular elections, and impoteat to effect reforms.

3rd Out of the twvo Houses governments are formed,
ostensibly at the choice of the Emperor, in reality as the result
of a subtle underground alliance of interests, nov largely composed
of 5 a. & small class of the older nobility

ineluding the Court cirele.

b. @ well intrenched buresucracy.

¢. @& military clique of dominating
dispositions.

d., a powerful business and money class.

4th Growing in numbers and influence;, is a group of
men, largely young men, who are working quietly, frequently effec-
tively, to bdring about reform. So far their accomplishments have
not been great, dDut their influence is growving and is recogniszed,
not only in goverament circles, dbut by the press and publie.

To summarize, it may be said that the 57,000,000 people
of Japan are today being governed by a very small number of men,
vho are largely actuated either by materislistic aims or military
ambitions. But it must also be sald that this is & species of
exploitation of the great mass of the Japanese, of which the people

are graduslly becoming congeious, and that 1t camnot last. It
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seems that in matters of foreign poliey, as in China, Siberis and
® Korea, the military group have so far dominated. In domestic

developments;, economic affairs etc. policies have largely been
shaped by & combination of the business interests with the civil
bureaucracy. Behind both stands the influence of a few men,
really a few of the old feudal families, vho with the Emperor
still exercise & more or less limited but not a nominal power of
veto. We see in the Japanese goverament, at present, the western
garnent, but underneath is the Japanese of the feudal days, not
yet greatly changed from the man of sixty years ago.

But in justice to Japan 1t must be said that we can
also discera in the Japanese people the foundation of industry,
courage and charascter upon which can well be createéd a great nation
vhenever they aweken to a coasciocusness of their pover, comprehend
the principles of democracy, and determine that the people shsll
govern the country and not sudbmit to expleoitation by a group of
selfish and ambitious politicians.

The foregoing is preliminary to an expression of impressions
regarding present relations between the United States and Jepan.
In considering vhat follows, it must alvays be borme in mind that
Japanese charadcter is tin'thing to be reckoned with, The mass of the
population still retains many of the characteristics of the serf of
feudal times. The men of the |pv'rnxn; clasp are almost & different
race. They are ambitious, proud, reserved, dominating and frequently

-1h-
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arrogant, and only too often are utterly unreliable and unscrupu-

lous. There are of course many exceptions to this general statement,--

men of high character, honest and straitforward, vho excite admira-
tion and respect when one considers the environment in which they
have developed. But the record only too clearly justifies the
general conclusion mentioned. And behind these men is the driving
force of overpopulation, which can well direct a selfish and
egotistical government into a policy of calamity.

Today Japan, largely as the iesult of the war, has drifted
into an unexpected economic dependence upon the United States. Ve
are not only their principal market for surplus products, but we
furnish them with much of the machinery, supplies of material and
technical knowledge which hag enabled the trade to develop. One
must likewise observe that their exports to us are largely articles
of luxury, such as silks etc. We are the bankers who finance their
trade, and with whom their surplus bankers and Government balances
are principally carried. Our educational ingtitutions are being
called upon to educate their young men in westeran advanced courses,
and our business houses are giving training to a constantly larger
number of their future professional and business men and bankers.
OQue is impressed by the frequently expressed desire of theilr people
to visit the United States, for the sake of experience and learning.
They respect our progressive ideas, our business success, and the

courage and ability with which our part in the war was conducted.

«15-
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@® In the three directions named however our interests clash.

lst Our policy of exclusion of Japanese from
settlement in the U.E5.

2nd Our resistance to their ambitions in China
l.ll‘ eib‘ri‘ .

3rd Our determination to absorb a share of
the trade, shipping and danking of the
Orient.
In the first, we have undoubtedly hurt their pride, & much more
serious matter than may be generally realized.

In the second and third we directly conflict with their

selfish interests.
Even the best disposed Japanese believe that our methods
of dealing with both immigration, and Chinese matters, are need-
lessly brusque and display lack of respect for a sensitive people, ‘
vho regard themselves as our equals, and earnestly desire recogni-
tion of their claims to equality. One must consider the visible
evidence at hand, taking into account Japanese character, and ask
frankly whether the interests of the nation, or the folly of the
nation, might lead them into o armed conflict with the VU.S.
My conclusion is that such & calamity is impossible;, or
at least very remotely possible at the present time, and the basis
of this bellef 1s the following.

1st Their trade with us is vital to thelr
continued prosperity.

~16-
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2nd

3rd

kth

5th

6th

Tth

8tn

They nowv have vith our bankers probably
;000,000 teo $500,000,000 of their
reserves, vhich they consider gold
balances, and the greater part is the
property of the Government and of the
Bank of Japan.

They are conscious of Sheir economic
veakness and of our overmastering
economic strength.

They have come to realise their veak-
nesses and their unpopularity. The
recent financial reaction opened their

eyes.

The credit of their Government has already
been strained to finance their military
expansion.

A large class of their thinking people
have drawn correct conclusions from
the disastrous policy of Germany.

The treaty with Great Britain priocntn at
present a distinet political veakness.

More than any other circumstance, they
have learned wholesome respect for the
military strength of America, and for
our ability to create and equip an army
and navy far exceeding anything within
their capacity.

On the other hand certain dangers do in fact exist,--which

must not be overlooked.

lst

2nd
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Their policy in Chim and Siberia has pro-
gressed to a point vhere recession at
our demand could only be arranged without
humiliation, with great skill.

Their domestic policy of exploitation of
their people,--if continued, --has
certainly a day of reckoning in prospect,
from vhich a foreign war alone might
rescue their leaders.

1T~



-~ 3rd Their pride might lead them to a wvar
of folly and disaster over the immi.
gration dispute, should their leaders
and press succeed in creating vhat I
believe would be an artificial popular
support. That I regard as most unlikely,
and the crisis could oaly be one of
their owvn creating.

To summarize, it seems as though the remote possibility
of actual hostilities could only arise from domestic difficulties,
growing out of their present misgovernment of their own people,
driving a distracted military bureaucracy into the stupid folly
of a hopeless foreign war.
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., ¢ 0 P Y(handwritten)

Nikko(Japan) May 1llth '20

o

Dear Pierre -

We have now had a week in Japan, so far with poor weather, though fine
clear days are promised soon. I shall not send you an account of our doings, save
of one or two matters relative to the bank. Through their courtesy(Bank of Japan)
every arrangement has been made for our stay. One of the Directors, Mr. Fukai, who
called on you last June, met us down the bar on the steamer, and brought a man from
the bank to help our landing. Also Baron Takanashi[?] Minister of Finance, sent
his secy. down, and I found they had planned everything for us. So our arrival here
was marked by every courtesy and hospitality from these wonderful people.

I lunched at  the Bank of Japan with the Directors, and had a fine talk
with Mr. Inouye, the Governor, afterwards calling on Baron Takahaski at his home,
at his request, and spent two hours with him, in a most interesting and instructive
talk. We return to Tokyo today and I am to attend two small dinners one given by
Mr. Inouye and one by Baron Mitsui. That will probably be the limit set to enter-
teainment. Have not seen the Vanderlip party, now travelling, but shall some time
tomorrow. They were travelling and feasting too fast and furiously for me. They
sail for home day after tomorrow.

Now about the Bank of Japan. It is curious how much the same things
are here, as in the rest of this war cursed world. Many people have suffered from
the advancing cost of living, the same classes here as at home, there is consid-
erable growling about the heavy taxes and gov't expenses, and some blame is laid
upon the Bank of Japan for not curbing speculation, promotions and expansion.
Their powers are not quite as broad as ours and so far I fail to see how they
can be blamed, at least for much of the trouble. Prices had advanced here rather
more in proportion than at home, but the whole country is now going through a
period of liquidation, which has brought prices down both on the stock exchange
and in many basic products, sich as rice, sela[?] ete! They are worried lest it
develop a real wholesale panic, have closed most of the exchanges, for nearly a
month now, and I surmise many a swollen war fortune has shrunk to small size again.
The Bank has advanced its minimum rate to over 8% and money is dear. Their policy
is to prevent any banking trouble, or failures, and seem to have been su€cessful.
The banks advances have increased over 60,000,000. Since Apr. 14.Mr. Inouye has a
fine record and reputation, and I believe the bank is excellently run and its
policy is conservative and sound. We are to spend an afternoon discussing their
policy, in the course of my stay. Our understanding with them is not widely
known but is approved and applauded by those who have spoken of it; - such as
Baron Nagata[?], Baron Takahashi[?] etc.

Later I shall write you more fully of my talks with Mr. Inouye + Mr.
Fukai; - but must have some additional visits with them first.

Leffingwell writes me that he has become an apostle of higher rates, and
I hope, with treasury support, we can base our propaganda of contraction, at least
no more expansion, upon a sound rate policy and a harmonious one. With a 6% bank
rate as a minimum for all advances, we can shut down on the banks that ride us, and
do it with success I hope, when a 4 or 4 1/2¢% rate made us look most inconsistant
if not ridiculous. My best to all at home. Am well, and looking as you would have me.

Sincerely

[signed] B,S.
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C 0 PY (of handwritten letter )
" Miyajima[%],Japan, July 4th,1920.

Ear Pierre -

We have just finished a five day cruise, in a sampan, or cargo boat, through
the Inland Sea, from Tadotsu[f] to Miyajima[?], this being one of the three most
beautiful spots in Japan, according to guide books and local opinion. Miyajima is a
sacred island, no ;vehicle allowed on the island, nor any births or deaths. Rather
hard on the very old and very young! It was a most enjoyable trip, good weather,
though warm, + two or three swims every day. We had a 200 ton boat, about sixty feel
long, the crew being the skipper and his wife, Nishi, our guide with the aid of the
skippers wife doing the cooking and housekeeping while we loafed, took pictures and
swam. In a few days we start for Beppu, on the Island of Kyushu, a curious volcanic
watering place, where they have every variety of hot spring, some right on the beach, -
and where the natives cook by using the hot water which flows in their back yards.

I shall never become accustomed to the strange, childlike simplicity and friendli-
ness of the country people of Japan. Their courtesy, good menners, and friendly
ways make a very strong appeal.

As I hear it is very hot in China just now, I may stay on in Japan until
early in August, joining Miles + Ben at Shanghai, and go on to Batavia. The climate
in the Java mountains is now very fine, cool and envigorating, so they say, while
China is close and hot. But I shall pick up mail at Shanghai, which my last cable
will have directed there.

We get little news of affairs at home, - in fact only when we get hold
of a copy of the Japanese Advertiser, a good sound paper published in English,
with a lot of American news. We hear of Hardings nomination, and of the Democratic
Convention so far nothing definite.

About my health, I am certainly much better. My cough has entirely
disappeared, save some barks at night. Food here is not conducive to putting on
weight, which I shall defer 'till my return, but my lungs are certainly healing
in good shape, if all the usual indications can be relied upon.

I hope our friends in the Bank of Japan will be able, through us, to
get such service in New York, as they may need. I have formed a very high opinion
of them, which is shared by many people who have dealt with them.

The enclosed are but a few samples of the many pictures we take, and may
amuse you a bit.

My best to all at the bank. Hope you are not always working under pressure,
and get a good holiday.

Sincerely,
[signed] B.S.
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¢ o p y(handwritten letter)
Kyoto, July 19th 1920

4  Dear Pierre,-

We 'are just packed up for the last leg of our visit to Japan, leaving
for Tokyo where I shall spend a few days, a short trip to the mountains near
there for a few days, then sail on the "Kalyan"(P+0) from Yokohama for
Singapore via Kobe, Shanghai + Hongkong. She leaves Yokohama July 29th +
reaches Singapore about 10th Augt. From there we take another boat, about
two days trip, to Batavia, and proceed to "do" Java. I hope we shall
leave there about Sept.20th-25th - for India, spending about a month up
north, and sail for Europe about Nov. 1. which would land me in London early
in December. Our travelling has been so very leisurely that we have spent
more time than planned in Japan, and I shall not visit China. Things are
very distlrbed there, just now; it is probably impossible to reach Peking,
and the price of silver is at a dollar or lower! I may have one or two :days
in Shanghai to visit with American banks there, which I want to do very much.

Miles wanted to see some friends in Chosen,(at Seoul) and at Peking
and got as far as Seoul but I doubt if he gets as far as Peking and probably
will rejoin us either at Kobe or at Shanghai.

The more I think of it the more I regret that mou or the directors did
not take to my suggestion that you meet me in London in December. There is
so much to be learned there, and I have so many friends that it would be good
business (for you + the Bank both) for you to know, that the time would be
well spent. I shall hope to hear from you at Batavia. Wont you cable me
there fully regarding any Javasche bank business that may be pending or
possible.

The improvement in my health is now constant and satisfactory. My
cough has almost entirely disappeared, and all the indications, with which
I am only too familiar, are favourable. I guess the absent treatment was
what I needed. Of course one cannot put on weight out here, as the diet is
not suitable, but that I can do when I reach the land of meat, butter and
cream. Of one thing you may be sure. I shall return well posted on Japan.
We have seen every side of it, lived with the people, of all stations in life,
even picked up a bit of the language, and I could write a book on the subject.
The opinions I expressed in my letter to Case have not changed. But I would
caution you to take Vanderlips public statements, if they are correctly re-
ported here, with some reserve. He and his party were rushed about, saw only one
limited class of Japanese, and were in official hands from start to finish.
Vanderlip gets very much excited with his experiences, always, and loses his
perspective. But of one thing I am sure. This is a great nation, they have
a population of such industry, patience, and docility, that their future may
be almost anything their leaders wish, - so long as they don't try to go too
fast, - as they have been doing recently in their whole policy of political
+ trade expansion.

I shall not send you details of our travels and experiences, which will
keep till my return, when I shall have pictures to refresh my memory.

Wont you give every good wish to all the officers aml to our directors.
I am homesick to be back at work, but shall this time be prudent enough to

complete the cure.

Best regards to you, old man. Dont work too hard this hot weather.

Pigitized for FRASER
ttp:/fraser.stlouisfed.org/ S:[n[cerely )
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COFPY(of handwritten letter )
Tokyo, July 2lst 1920
Dear Mr. Jay -

. Enclosed are the remarks reported to have been made by Messrs. Vanderlip
and Kingsley in San Fransicso, on their return from Japan, and the editorial of
today in the "Advertiser", commenting on them. The "Advertiser" is an ably
edited paper of considerable influence here. Vanderlip has overrated the progress
of democracy in Japan, though his summary of the conditions (economic) is good.
Mr. Kingsley has undoubtedly been much affected by the deplorable conditions in
China, where Japan has shuwn her worst side, and is today hated and feared. He
has put the worst side forward, undoubtedly, as is his way at times. But I
am greatly impressed by the fact that neither of these men really saw Japan,

I mean the real Japan. They were too much in the hands of officials and had
too many functions to get more than aecond hand impressions of the people,

or really to know anything about them. I have been here now since May 4th,
most of the time in the country,on foot, horse-back, and boat, living in
Japanese hotels and houses, eathing their food and wearing their clothes.
Have talked with workmen, school boys, college boys, teachers, fishermen, sailers,
priests, and shopkeepers. Played games with them, travelled with them, made
pilgrimages with them, lived in their temples with the priests, and when I
return think I can really tell you something of this country and its people.
On the whole recent developments, - that is the Chinese boycott, the domestic
economic collapse, the conclusion of the consortium by Lamont and Inouye, and
world wide criticism of the Chinese-Siberian policy of the military party, -
has tought these people a lot. They still have much to learn - they still
have an "invisible"government, representative government and a responsible
ministry is still something of a sham., - but with all that there is an
undercurrent of popular thought among the middle classes, which is soundly
and progressively liberal and sensible about the Japanese government and the
future of the country.

Get away from officialdom and one gets to admire and love these simple
minded, kindly people.

When we said good bye to the wife of the skipper of the little boat we
chartered, she got on her knees and wept. Said she never would cease to miss
us on the boat, and begged us to come back.

When we left Beppu,(on Kynshu) where we spent a week in a little Japanese
hotel, the proprietor, all the guests, and all the servants came down to the
dock to see us off, gave us endless baskets of fruit, and stood on the dock as
long as we could distinguish them,- many of them calling good bye(Sayonara)
with tears in their eyes. In no part of the world have I met such kindly, simple
minded, industrious, loyal people as these. What they need is right direction
by their government and the resources upon which to apply their labor. So dont
draw conclusions about Japan from either the enclosed articles, or others that
may came from the same source.

I'm here for a few days before sailing from Yokohama(onthe 29th) for Java.
Mr. Inouye, Mr. Fukai and I are going off together for the week end, Monday night
I am giving a little farewell dinner to the officers of the Bank of Japan, and
then I'm saying £arewell to Japan. It has been a wonderful trip and a great
experience. Some day you must do the same.

Give my best to all at the bank, and the same to yourself.

Yours,

[signed]B.S.
igitized for FRASER
tp://fraser.stlouisfed.org/
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C 0 P Y(of hendwritten letter)
.-\" Tokyo, July 29th 1920
Dear Pierre -

I may have been a bit remiss in letters to you, but our travels have
kept us rather well occupied,- and as my mail was some time ago diverted to
Shanghai and Java, none has reached me here for some weeks past. That T
dont mind, as it would mean lots of writing. Our boat was to 'sail' on the
29th but being delayed until the 4th gave us a few extra days to spend in
Tokyo, and at Hakone in the mountains, where we go tomorrow AM. On our way
we stop at Kamakura to call on Marquis Matzukata, one of the two still living
elder statesmen, now 84 years old,- but still a man of great influence.

He was the organizer of the Bank of Japan, put the nation on the gold standard,
and is one of the foremost economists. OQur friends at the Bank of Japan
wanted me to call on him.

I have ordered a years subscription to the YJapan Advertiser",
commencing Dec. lst-, about the best paper we can get for general news and
information. If you are interested in reading it before my return, please
write the Bank here and they will make the subscription for us. It cost 48
yen per annum. I'm just off for a drive. Am keeping well, and getting a
bit homesick for office and work. Best regards to all at the bank + yourself.

Sincerely

[signed] B.S.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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COPY(of handwritten letter)
Tokyo Aug 4th 1920

Dear Pierre -

Steamer delay here seems to be the usual course,- our boat, the "Kalyan",
which was originally scheduled to sail around the 29th of July, was first podL -
poned until the 4th of Aug.(today) and now again, owing to a case of cholera in
the crew, has been delayed until the 9th. We will then, I hope, make our start
for Java, via Shanghai, Singapore, etc. Meantime my mail is ahead of me and I
am sadly deficient in news from home.

The interval here, however, has been occupied most profitably in "visiting"
with Japanese friends. Mr. Inouye and Mr. Fukai, of the Bank, spent a week end
with me at Nekko, where we had opportunity for some fine talks about Japan etec.
Then I have had two long visits with Baron Shibusawa, who treats me like a son and
is really a most wonderful and charming old man. Mr. Fukai was also particularly
anxious that I should visit Marquis Matzukata, who, with Prince Yamagata, are
the two survivors of the famous Geuro, or elder statesmen, the other three, Ito,
Inouye, and Oyame having died within the last decade. We went to Kamakura to
see him, at his seaside villa and spent the morning. Certaihly he is a most
impressive old man, (86 years old) keen, alert, frank, with a great fund of
humor and a knowledge of world affairs that made me ashamed! I spent the morning
with him. Also I have been dining fairly regularly with the men at our Embassy,-
our Ambassador being away, Mr. Bell, a new man here, is Charge d'Affairs, and I
think they have all been rather anxious regarding developments here since Mr.
Morris left, - and glad to let off steam. Today the staff of the Bank of Japan
gave me a farewell luncheon, a delightful affair, with just the officers and
department heads there. After lunch Mr. Inouye asked me to spend the rest of
the afternoon with him (also Mr. Kimura, Depy Govr. + Mr. Fukai) in his
office for a confidential talk. It is about that matter particularly that I
am writing, and in 'confidence, - but I hope you have ofportunity to show my
letter to Gov. Harding, explaining that what I have written was given me quite in
confidence by Mr. Fukai, for our own information.

It seems that for nearly twenty years the Bank of Japan(particularly since
the Russian war) has carried a "reserve" abroad, which has always been regarded
as a gold reserve, its purpose being to protect the Japanese exchange banks,
(like the Yokohama Specie Bank,) which always have considerable bills under
discount in the market. The funds I gather, have formerly been carried in the
Bank of England, Bank of France, formerly some in Germany and a small amount in
New York. The gold (metal) reserve in vaults here in Japan was usually, before
the war, about 200[20007] hundred million yen. In addition the Japanese Govt
has alwo a "chest" which is in fact earmarked gold held by the Bank + not shown
in its reserve, When the influence of the war upon Japanese export trade was
first felt, rates of exchange began ¢ decline, and the Japanese Govt + the Bank
entered into arrangements for protecting the exchange banks against losses on
exchange, and for facilitating their exports of supplies to Russia, Europe and
America. In brief the Gov't and the Bank of Japan bought the export bills, -

a total between the two accounts of about ¥ 1,800,000,000. This caused a large
accunulation of balances abroad, roughly one half belonging to the Bk of Japan
and one half to the Gov't. About ¥800,000,000 has been used by the Govt to buy
up its bonds in the London and New York markets, leaving now about ¥1,000,000,000
abroad, plus old pre-war balances of say y¥200,000,000 or a present Total of
¥1,200,000,000. In addition the Bank + Gov't have increased their gold coin and
bullion reserve in Japan to ¥ 600,000,000 (prewer was y 200,000,000) this

¥ 400,000,000 gold coming in part from Russia when the Russian Gov't contributed
gold to be shipped to U.S. by Gt. Britain, in part from the U.S. and in part
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having been taken over in liquidation of some old Russian loans which were partly
secured by gold deposited in China or Siberia. The net of it is that against a
. present note issue fluctuating between y¥1,100,000,000 + ¥1,200,000,000, and
deposit liabilities of say ¥ 120,000,000, the Bank of Japan holds y 600,000,000
gold in its vaults, and about an equal amount abroad in balances, the remainder
held abroad (¥ 600,000,000)belonging to the Gov't. The Japanese Gov't has
financed these purchases of exchange bills by an issue of about y 500,000,000
of its bonds in Japan. The purpose of the Japanese Gov't is to continue to
hold the balances abroad, invested in prime bills and short Gov't okligations
(ours and British) until in 1924 their 4 1/2% bonds issued during the Russian war,
fall due, when they will be repaid out of the fund, - which meantime will be
earning enough to meet the interest on the 4 1/2% bonds. The total now outstanding
in London and New York is roughly ¥400,000,000., The policy of the Bank of Japan
is also to continue to carry these balances abroad, as a fund to protect Japanese
bills discounted in foreign markets,- and to meet emergencies of Japanese imports
largely exceeding exports for aperiod, when it might be used to steady rates of
exchange, in other words be sold to Japanese importers through the exchange banks.
This matter seems to have some bearing upon the political situation just now,
when the relations between the two countries are certainly becoming a bit
strained. They are very sensitive here, - much more than we realize at home, -
and many honest, well meaning Japanese think that their country is being nagged
and worried on every hadd by our Gov't,- 4t is such a situation where the rabid
newspapers do no end of harm,- and where thoughtless people often give offense
without meaning to do so. Our commercial attache here, I am told, recently made
some inquiry regarding gold shipments from San Francisco to Japan. Govr Inouye
tells me that the exchange banks now and then, as at present, find it necessary
to import gold as exchange wover,- the trade reaction here has halted imports,
while goods are still going to the U.S. on old contracts, and for the moment
some imports of gold were necessary,- something like $10,000,000 a month for
two or three months. Their own policy is not to take their balances in gold
as they do not need it here and fear further expansion as a result.

All things considered I believe (and they agree with me) that it would be
a good plan if all exports of gold to Japan could be handled through the F.R.
Banks, which would enable us to know exactly what is transpiring, and when ship-
ments were announced, we could state what the object was to the newspaper men and
head off a lot of newspaper guesses and implications that do harm. There are
undoubtedly some foolish people at home who think that Japan is making careful,
sinister plans to pounce on us some day when we are asleep, and there are undoubtedly
lots of people here who believe that we are building up a huge navy and merchant
marine to hold as a menace over Japan and its trade expansion in the Pacific.
This, in my opinion, is all rank nonsense, but if every withdrawal of gold from
the U. S. by Japan results in an inquiry of what it means, these people will soon
be convinced that we mistrust everything they do, say or think!

I shall not burden you with comments on the political situation here. It
si rather complicated and puzzling. But we must deal generously and open mindedly
with these people, overlook many things, and display some sympathy for their own
difficulties, which are far more serious than any which confront us.

If you are able to work out a plan for handling gold exports, I think it
would be appreciated here. It might be taken up with the New York Agent of the
Bank of Japan. I shall not discuss the matter further with Mr. Inouye, having
only made the suggestion to him for consideration, without detail.

T hope you all keep well at the bank. The work should be letting up a bit
and good vacations this summer should be obligatory. Best regards to all.
Sincerely
[signed[ Benj. Strong
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THE
FUJ1YA HOTEL
iiyanoshita,
Japan. My 29, 1920.

Dear ir. Case:

Y I8 wili handly be pessible for us $o send Juu i extented sesemnt of all
of our doings and oxporhuou. They would require & volume and & good seoretary,
Baron Takahaski, sunum- of Finance, sent his secretary down the bay at Yokohama,
to meet us., ir. mnowun.o there with a ir. Sasaki, of thobcnk.'hoh-dhea
asslgned to me for general use as & secretary amd gemeral useful man, also Nishi
our guide was there. OJince our arrival the officers of the bank have not overlooke-
ed anything that could be done for our comfort and ooumlonoe. They gave us one
big banquet attended by ton of tha Cabinet and leading men, and by most of the
important dbankers. Also & "select” little dinner attended by the bank officers,
ir. Iﬁlcl. Ben and ayself, at & famous Japemese restaurant, wholly Japanese in
style, food, eto., including Geishas. Itws charaing and we managed the chop sticks
sugcessfully (having practiced beforehand), 1 have aleo lunched at the bank with
the Directors four or five times, and the night before leaving Tokyo they gave me
a little dimner &t the Bemk of Japan Club, - only five of the bank officers being
there.to.talk business. We arrived too late to have any meeting with the Vanderlip
party, but I would have avoidcd it anyway, as they were rushed from one entertainment
to another until they were ready to drop. -1 only attended the farewell dlmr, But
1 had some fine visits with ir. Lamont, who has done o gplendid piece of work here
in conecluding the Consortium,

. It has been amlendid opportunity for me to learn sonething of affairs
here as they bear upon our relations with the Bank of Japan, and general business
and financial conditions. Have talked with our Anbassador and sone of his staff,

a nunber of Americans, and wmany influential Japanese; inoluding Baron Takshagii,
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‘Juomt dakino, and others equally well kmown, 7o sua up the financial situation
: they have had a widespread speculation in stocks and commodities, They are some-
“mt overstoocked with goods, were too slow and not firm emough in trying to check
| expansion by advancing rates and other measures, and both the Treasury and the Benk
of Japan, as well as bankers generally are mow being oriticised on the one hand for
not taking measures earlier, and by those who are now suffering, for taking thean now.
The story is the sane as ours, only somewhat further developed. They depend very
greatly on their trade with us and upon the Wew York markst to finance it. We duy.
practically their entire silk production and as they were holding stocks of silk here
and in U. S, with the rising market, ‘(as usual) they oversteyed thelr time and now
the market is gone. S5ilk at one time sold as high as Yen 4500 per Koku. It sold
this week below Yen 1700, The sane has happened less severely with rice, cotton
yarn, cotton drills and many other staples so that finally one medium sized and &
few small banks suspended last week. ZThe former was & typloal John R. Walsh situa-
tion and not an evidence of gemerally unsound banking condition or methods, The
owner ie & large merchant and borrowed from his own bank to carry & silk speculation
and it busted him., They say the bank can be reopemed and no loss fall on gesneral
dnpopitou. but the two businesses are much interwoven and confused, The stock,
| silk, cotton and other exchanges had been closed for some weeks when we arrived,
were lately reopened, but have had & hard time meeting the liquidation mow going on
by those who owe money, and even more by those who are timid, as that is character-
istic of the Japanese merchant of speculative tendencies. _%_
1 am assured that all the big banks are in gpod shape; have done a con-
servetive business and are entitled to confidence. Should suppose that this would
particularly be true of the Yokohama Specie Bank, which is almost & Government in-
stitution and closely allied to the Bank of .fapan. as of the Bank of Chosen, and
Bank of Teiwan, both Governmument colonial banks, and the big Industrial Bank and
Hypothic Bank.0f course, {itsui and Sunitomo are both very rich and very able, as
is Mitsabishe., 7This 18 the general view and the pisitive statement of Inonye of

the Bank of Japan. I see no reason for hesitating in buying the paper freely, s
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‘n have in the past, with our member and other good banking indorsement. The aen
who run these banks, all of whom stand very high, I have met at one house or party
3P or another, or have exchanged calls with them. They are all rather bdlue and pessi-
mistic about the situation, say there will probably be further liguidation and some
mercantile failures, possibly some of the smaller banks will go under or suspend,
but in the end they will come ont on & sound basis. They look for a period of stag-
nant business and unemployment.

Now &s to the Bank of Japam. It is not in my opinion responsible for the
present situation. Their relstions with the Treasury are maoh the same as ours, and
unless I an mistaken they have ensountered much the same difficulty that .'o have,
with possibly less actual independence of positiom than we enjoy. They have a less
close relationship with the banks, no power, such as we enjoy, .0 exaaine, etc., and
rather less influence over banking policies gemerally. | I have formed the highest
opinion of the officers of the bank, partiocularly ir. Inonye, the Governor, and iUr,
Fukai, one of the aotive directors, - the deputy governor speaks no Inglish and was
laid up part of the time of my visit, Lamont and our Asbassador share my views,
1t was Inonye who put through the Comsortiua, despite the military party and I have
more than once heard hin nfcmd to as the coming man of Japasn. He is & little over
60, rather quist, dignified, polite and hospitable to a degree. ir, Fuksi is quiek, |
alert, and & gentlemen all through. They have both had experience abroad and wide- ‘
.ly informed and I regard them as men of excoptional ability. They have been frank-
ness itself in discussing their own affairs, financial and political. iy opinion is
that the bank is splendidly managed, that it stands for sound progressive ideas,
vithout jingoism, and that our relations with them should be developed as experience
Justifies. /Our chief concern should bes to maintain stable exchange rates between
the two countries. /may are proud of our relationship and friendship and wamt it to
be closer.

// At the moment 1 suggest that we 100k into the situation respecting making
purchages of silver for thelr account. 7They will want about 10 million oumces and
would like to have us buy it for them for San Francisco delivery (or Seattle) to
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‘ svold oost of shipping aoross the Continent. 1 &a not sure what the Ircasury poliey
is just mow, but presune you kmow, sad will try and accommodate the bank should you
- bhear from them, Yhoy will also eontimue ~aking purchases of Treasury certificates
and would 1like asdvice regerding other short time investaents of the highest grade
in cage the Treasury disoomtimuss issues of certificates of indebtedness. It is the
poliey of the bank to carry large balances in New York becsuse of the large wolume
of Jupanese billls thore and the Governmament will probably carry balances for the next
four years until the bonds spld in the U.5.4. during the Russien War mature in 1924,
when they will be paid. /

/Mwmuduummudtnmmntvnh-ndlnm
be lsd to see 1t dome, 1f the directors agree,(but it 1s not necessary at .n)nn.
I would mot hegitate, should the exchengs eitustion wake it expedient, to build wp
& balsnoe here, and purchase bills under the agreement to do so freely, using care %o
sse that they understand what is eligibles and that there is mo lack of understanding
as to whether the sccount should bo operated from New York or from Jepan. Crane
will understand the point,

’/Sm of the Japanese bankers have sald that they are much handicapped by
the restrictions upon thelr agencies 1lmposed by Bow York Lews. I have explained the
situation a8 to Pedersl and State Law and my own position, whioh Wr. Jay shares as
to making New York & free banking market. A4Also I have told ir. Enjiwara, hesd of
the Yokohans Specie lnl. Baron Susitomo of Sumitomo Bank and Baron Uitsal, that
var officers would slways be glad Lo see their New York agemts and telk mmtters
om'uhmn.m”pdt‘hutomtlulrluuu-duuumoot\holra-
effairs, The desire on every hand is to uw_lop closer relations and better under-
standiags between their bankers and ours, W%e oan do much toward promoting it. A

)ﬁ?lkutmtummmmnuln that everything ian Jupan is
serene and lovely. There is the present business snd financisl upset whish is
severe and not by any mesns ended, but mot in my opimion likely to reach any of the
big banks with business abroad.
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‘ Then there is the question of relations U,3, politically, The military

influence is atill very strong im Japan, it has some of the old fevdal ldoas rosem. .

qnung a bit those of irussia, but 1 am sure they realize that war with the U, 3,
would be sulecide, The only trouble is the constant recurrence of irritative
action by the State of California and by Californians, - coupled with the effect of
the hostile press, such as Fearst at home and some of like color here, (ne can
lmé;tno s situation where the Governuent, influenced by the military, could oaly
"gave face” by some rash action in this matter, in the last extrenity, should some
domestic vpheaval ccour. It seems very unlikely however and the best men with whom
1 bave talked, say it is lupossible., Dut ome cannot overlook the existence of the
irritation and the self restraint they are sometimes called upon to exereise im the
face of what seems to them, at lemst, creat provocation, 7The men I ueet, mostly
business men, are most keem to have close and friendly relations in Ameries, and
generally the influence of American trade, institutions, edueatiom, and thought is
stronger in Japan to-day than tiant of any other natioa,

The real cloud on Japan's horison, soall as yot, very hard for us to
understand and more dangerous than any other, is the vast domestic, social, politieal
and edonomic revolution mow taking place, and the effeet upon the common people of
a change possibly more rapid than they are able to adjust to, I shall try and give
you & hagy idea of the situstion, sy own ideas being hagy emough I aduit,

The civilization of Japan during thovsands of years of insu isolation
developed a social and political syste: based upon the family, the tbt, the clan,
and 80 on vp to Emperor who is in a measure a dedty. Every act and thought,
almost, of the individual was subject to the control of family council, or by the
decision of a higher avthority by seaiority., The conventions and formalities
surroumnding their daily life were without mumber and had to be religiously observed,
Everything led up to the Rrperor, whose divine will, once known, was supreme.
1t eovered business, marriage, education, travel, how to meke or return a call or

serve tea, Behind it all was a strong military fevdalisu,
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All production was by hand labor and by craftsuen, For the first forty years since

#Mthe Shogun downfall, the influence of the old order contimued almost unchanged,

the military being the binding foree in fromt, the old social system comtrolling
underneath, Industry is disturbing t!is system, Sons and daughters are leaving
houes in the country to work inm mills, the latter oftem being "sold" or bound out
for the ypurpose through agents who cover the land, TPoreign or western ideas are
creeping in, The old aystem is growing weaker, and demecratic institutions are
supposed to be taking the place of the old feudal institutions, It may be sald
that in the old days the people were comparable to o mass of irom fllings sticking
to o mass of iren through which o mgnetie current yassed. Jtop the curient ami
the mass would fall ayart, Jomething must Sake the place of the curremt, The
military and the old aristocragy has dome much to hold the mation together,

it defeated the ;-Mmoluelou in '78, But can real democratic institutions
tak: the ph«/:;a few decondes, of.s system thoussnds of years old, hold their
loyslty in time of adversity, and stand the test of exploitation such as is more
or less inevitable, The dunger is in the inadequacy of the new system, 1he
franchise is given to three million voters who qualify to vote when they pay

8§ yen or more direct taxes, The mem of great wealth are getting increasing in.
fivence in political matters, it preseants an ideal set-up to expand %&qmc
Japanese induatrial and comsercial development of the rich and influemtial, at the
expense of the poor, There are peopie who say that some sort ofon upbeaval in
Japan i8 certain in time, and that it is only & question of time, One cannot es-
cape feeling that. mich will depend pon the honesty and self-denial practiced by
the leaders, political, military and business, in vanaging the development of the
nation, avoiding burdensome indireet taxes to the poor and paying more direot taxes
thenselves, going slower in domestic and foreign developuent, with all the financial
burdens imposed by their asbitioms if gratified. Oriefly, Japan cammot finance

the plans of her most ambitious politiclans, and to atteupt to do so would be too
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heavy a burden upon rer people, The riak 1ies in such an attempt with the old
ties locesoned, If the people lost confidence in the new regime, tried to take

matters in their own hands, and really broke loose, all would depend upon how

7

-

loyal an arny they bad at hand,
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{!umum ramrw. some views held by students of events here,
“m have det I have honmd, vary frankly, to somo of my Japanese friends,
Thaey have a lkeen realisation of .these mattors, but say that the growth of liberal

o :
§deas among the abler snd better edusated Japanese, will be egual to thw situation,

Hy own view 1s that the present upset of business is a good thing, it will make them
Mmt it will be a long time before the poor pewple gain sufficient indepone
)';Mumhrﬁwﬁ“lhn.tmwmdulnsow.mmtow
' govarnnent amd our people can do mush to strengthen the hand of the sound and liberal

4 minded men of Japan, by dealing with them as they should bde dealt withy~ loss amspicion
/! umt nove confidense, Hore than snything else Hiles and I have both boen impressed by
/ ‘,Mrm&e and ospesially finansial dependemoe upon us, Thay need our markets, our
Lowe matestiln snd SiNLN0, only Galifornis and the questions arlsing Shers, sane of
them sound enough, maybe, provent the best of relations in bdusiness and in political
affalrs, wmnless wo oross wires in isis which seens unlikely,
is a subjoot that can de sovered in dissussion mugh better than on
peper, Y\l/ have devoted a lot of time to getting soquainted with the bankers particue
larly w Ih the Bark of Japany have formed a high opinion of themg and think all partios
will be bemefited by extending our relations with tham, I sugpest that you send for
the sgent of the Bank of Jupan and tell him that we will be glad 0 give some ideas
and muterial for his regular cable t0 the Bank if he can arrange to get similor ade
wices for us, to be troated confidentially,

Separately I am sending you some datay for your information and ouwr files
and there ure some documents regurding Japan in a box & am sending Nr, Boyer also for
the Bank,

S0 much for = observations, and I hope my sugrestious asppeal to you and
Hr, day.
% Just now we are stopping at ouo of the most beautiful plases u)mm in
the rountains, loufing, and shortly start & croass-gountyy trip, walking, by motor,

horsebaek, rlokishaw, palsnguing sedan chair, boat, and overy other kind of mog
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The Oriental Hotel
The Bund, Kobe
Aug. 11th 1920

Dear Mr. Case, -

We sail for Shanghai, Hongkong, Singapore and Batavia today, after many
delays. Just as we were leaving Tokyo the officers of the Bank of Japan presented
me with a beautiful set of books on the art of Japan, - they have loaded us with
attentions and hospitality, and in every way shown themselves friends. I would
like to give them some evidence of our appreciation and two things occur to me.
They have a research department where foreign methods, literature etc are studied
very thoroughly. I know they would appreciate it if we sent them a set of books
on Banking, Currency etc such as we sent to the Nat. Bk. of Belgium. My idea
would be to make it as complete as possible, have all the books nicely bound, and
the name "Bank of Japan" printed on the cover. Will you arrange this for me?

Also they are sending a young man,Mr. Okomoto, to New York, to work in
their office, learn our language, and American banking. He will arrive in about
six weeks. If one of our men, say Mr. Jefferson, could give him some help, they
would be very grateful here and we would be doing them a real favor. Possibly
some of the men from the various departments could take him in hand in turn.

All of this will go a long way toward establishing cordial feelings, and as I
have already written, I have a very high regard for the officers of the Bank.

Please give my best regards to all of the officers of the bank. I miss
you all very much, and am eager to get back on the job.

Sincerely

[signed] Benj. Strong






