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The following Notification is, by direction of the Chief Secretary to Government,

Published for general information.
C. W. H, COCHRANE,
Acting Under Seécretary, F.M.S.

No. S T B to Gazette Notification No. 5327 of the 26th August, 1922, the Government
Publisheg zc?rgoee.uell‘l lit:fot.zﬁ?t?gﬁetwo further despatches, with enclosures, from the Right Honourable the Secretary
of State for the Colonies da;ed the 10th August, 1922, and the 14th October, 1922, upon the subject of the financial

Position of the Federated Malay States.

FMS, DowNING STREET,

No. 307 10th August, 1922,
SIR,—T have the honour to transmit to you the paper noted below on the subject of thg financial position of

the Federated Malay States.

I have, ete.,

Tz Hion Qommsstones (Sd.) WINSTON S. CHURCHILL,

FOR THE MALAY STATES.

Description.

o Trom the Association of British Malaya

31st July, 1922

Tug AssoCIATION oF BririsH MALAva,
359, Mansion House CHAMBERS,
11, QueeN VICTORIA STREET,
Loxpon, E. C. 4,
31st July, 1922,
: . & o express to Mr. Secretary Churchill the
thanSIR"I am directed to acknowledge }v()\:lx;il(;eltte:)fof I;?iiilﬁthl\g:ll‘i‘y:mfl'otr p]zlxcing At hein ’“SI)O‘Z‘EII a copy of

k 3 =Y Thiol
Sir LS of the Committee of the Associ ith the Association’s letter of 28th January, 1922.

Your ref, 24267/1922.

- N. Guillemard’s despatch of 21st April last dealing w1
b while criticising in detail n;ﬂuy udmini;ltm]ti\éc acts during
the g PR Taedes : “Qtates. had no thought of suggesting that the present High Commissioner

2 r‘::golllll:itl())ls ft))xf' gilcrulfﬁgfltﬁtf?i%ﬁ{i}: ."I)x's()tl‘:;ibt’ a}lli)lélllt by a p{(,)licy with which hg was qu (‘01_1\1?('(:1_(3(1. The Committee
are greatly indebted t(; Sir‘ L. N Guillenmrd for going o thoroughly into the questions I‘ﬂ.‘lbt'd in their letter; the:y
€l that wmuch of their critici.s[n'is disarmed by His Excellency’s candour and the manner in which he has met.theu'
al Iisms, ang they desire to express their cordial acknowledgment of the full nu'd valuable mfox'matlop furnished
Y the High Coxsm' : mer .'1l‘he. Committee note that Mr. Secretary Churchill has given permission for the
p‘.lblicationbin the Feldsé::ttéd' Malay States of Sir L. N. Guillemard’s despatch and they have no doubt that this course

i ¢ :
81ve general satisfaction. ' . |
3. N : . oo coon the representations which the Committee of this Association felt
Tog o 2 ) ] r has seen the rep ! . :
Lompelleq t: at({]:ll t t,h('t Htl}g }3 é xo\maltl:).l:?lg? eState and has expressed his sympathy with so much that was stated in the
SStter of 28th Jm:\iss (; :b tltxué umfnitter\ feei that their object has been largely achieved and that these lmportant
Mgy ions can now Er"\l"lfltS t Ilt‘ ltﬂt with by the High Commissioner, who has expressed his concurrence with the
Iajy consideratio sl \5) {L'L (;he Committee. I am however to invite attention to the speech made by
My, 0o Kij; i) -( e f ti Federal Council on the 20th June last when he stated that the commitments
of the eder;t dm‘;-‘: s 11:ect111g0 t '“13\ tlwinf own borders, amounted to something like one hundred millions of
Whic}, and heL adtl{?lh:}l;¢ biatrt;& 10 lilisf;(c'tmt words: * We have never had any (1cﬁult(ll 111f01}‘"1at10n as to the reasons
. ok Commigioners | o1 S 'mous ¢ itments, when the country was ”
\ : 5 - Ee e » enormous commitments, S rag nat T
P°8iti0u(d past High Commissioners to sanction these eno s

to face them.” &

In that letter the Committee of the Association,

"
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4. The Committee invite Mr. Secretary Churchill's special attention to paragraphs 12 and 14 of the High
Commissioner’s despatch.  In paragraph 43 Sir L. N. Guillemard signitied Ins agreement with the Committee ‘Of
this Association in holding the High Commissioner, advised by the Chief Secretary, responsible for the financial
administration of the Federated Malay States. In 1912 these small States made a gift of the battleship of Malaya
to the British Government, and the cost of the ship was 824,000,000 or £2,300,000 —that was a generous and very
useful gift. It appears, however, that in the years 1917-19 a total of 16} millions of dollars was given by these
States to the Imperial Government for other purposes connected with the War, and that sum does not include the
cost of a large number of battleplanes given by the generosity of private persons. With the battleship, the gifts of
the Malay States Government to the Imperial Government amounted to nearly £4,700,000, and the finances of. t'he
Federation are now in what is described as an unfortunate state. Having regard to the position in which the British
advisers stand towards these countries and their people, it seems to the Committee very desirable that the giving an
the acceptance of these costly presents should be avoided.

5. With reference to paragraph 48 () of the High Commissioner’s despatch I am to explain that the
Committee recognize that the Federated Malay States are well served by ably conducted newspapers but, while the
Press of the Straits Settlements represents the interests of British subjects in a British Colony, the English jour}liﬂs
in the Federated Malay States can hardly be expected to represent, in the same degree, the thoughts and aspirations
of the Malays.

6. * The financial situation is admittedly serious and the Committee hold a strong opinion that what is Wal}ted
is not more taxation to increase revenue but drastic retrenchment, not only in works but in many other directions
where it can undoubtedly be made without damage to the reasonable progress of the country. They do not question
the advisability of the rice purchases, though they think the manner in which those transactions were carried out
cost both the Colony and the Federated Malay States more than was necessary. They have heard nothing to chang®
the views already expressed by them in regard to purchases of tin, which seem likely to involve the Government 10
heavy loss.

7. Finally the Committee have noted with unfeigned satisfaction the views expressed by Sir L. N. Guillemard .
in paragraphs 42, 43, 44, 45 and 46 of his despatch and they feel confident that in carrying out those views the bes
interests of the Malay States will be secured.

I have, ete.,

(Sd.) F. K. MURRAY-JOHNSON,

THE SECRETARY OF STATE FOR THE COLONIES, Secretary-
CoroN1aL OFFICE,
Down~ing StreeTr, S.W.1.
F.MLS. g : DowNING STREET,
No. 404. 14th October, 1922

E . - . . u

Sir,—With reference to your despatch No. 153 of the 21st April, 1922, I have the honour to transmit tod{:g
the accompanying copies of letters from Sir A. Young, ¢.c.m.6., k.B.E.,, and Sir E. L. Brockman, k.c.y.q., regar
the financial position of the Federated Malay States.

you will

2. Copies of these letters will be sent to the Association of British Malaya, and I shall be glad if
arrange for them to be published locally.

I have, ete.,

Hian CoMMISSIONER, (Sd.) WINSTON 8. CHURCHILE:
Sik L. N. GUILLEMARD, K.C.B., |
&C., &C.. &c. Ij).i
SPRING (ROVE, ]
it

SUNNINGDALE, BERES &

21st September, 1922 ¥

Str,—I have the honour to state that I have received a copy of Circular No. 3 of August, 1922, issued by *
Association of British Malaya. ol

2. In that Circular is published Sir L. Guillemard’s despatch of 21st April, 1922, which criticises adve the
the financial policy of the Government of the Federated Malay States for the years 1912-1919, the period
honour to be the High Commissioner of those States.

ha

3. Sir L. Guillemard refers to my financial policy in the following terms : ,""

(i) In his paragraph 3 he attributes * the unfortunate state of the Federated Malay States finances .to.s 2

** (a) primarily to the fact that finances in the years 1912-1919 were not conducted on sound 11ne*
¥e : » . o e o . t E
(ii) In his paragraph 5 he states “ The primary cause of the present position is in my opinion tha
Government has in the Y;lst overloaded the revenue with heavy expenditure on capital accounts
of it on works done under contracts continuing over a period of years.”

i
&
=

(i) In his paragraph 10 he enumerates six * special burdens " and adds in his paragraph 11 that ther®
left by the end of 1919 * 42} millions to be provided in 1920 and subsequent years.”

(iv) In his paragraph 13 referring to the $15 million loan raised in 1916 and to be repaid in 1921 h]?erefoﬂ
v v .« . . . . . . . : 1
* No proper provision for sinking fund was made in connection with this loan which n'numu‘d',
as a charge against revenue and balances.”

(v) In his paragraph 43 he speaks of * the unfortunate position ™ which he inherited.

4. The following are facts : t e |
Towards the end of the year 1913 my advisers and I were of the opinion that it was desirable tr};:)ﬁof

Government of the Federated Malay States should raise a loan of six million sterling mainly for the f“ corl'“'

accelerating railway construction. The question was laid before the Secrctary of State early in 1¥ f‘{“rcout‘ ‘
. pondence took place and when I came Home on leave in July of that vear I saw the late Mr. Secretary ts woll

on the subject ; T was informed that it was not a favourable time to raise a loan but the Crown Agﬂ;w Gﬂ’"

no doubt be able to advance what was necessary until a loan could be raised. 1 then interviewe

Agents who agreed to advance 22,000,000, g

About a fortnight later War was declared and there was no loan.
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) 5 When I addressed the Federal Council in November, 1914, I warned the members that we were not in a good
position to meet the financial strain of the War as the greater part of our assets were either not realizable or were
only realizable at a heavy loss.

The War however treated British Malaya very kindly ; revenue increased whilst expenditure was confined, as

ar as possible, to maintenance of roads and works and to the completion of works which had been commenced. In

consequence the Government was able to lend the money so saved to the Home Government for the prosecution of

the War. In addition a comparatively large sum was raised by special taxation and given to the Home Government
as a contribution towards the expeuseé of the War.

Highb'colll;}:](;if;’i{ﬁgi11',,;. Is a 1‘e)turf1 of the 'ro'vcnnu) fl}]d expenditure for the eight years 1912-1919, the period I was

$ of the Federated Malay States:

Year. ; Revenue. Expenditure.

1912 842,647,687 . $30,990,488

1913 44,332,711 47,287,581

37,309,942 55,010,037

1914 Wi
1915 40,774,984 42,838,631
1916 51,121,856 31,966,581
1017 65,553,186 40,878,746
1918 68,448,362 45,286,910

T0Tg, e G g e /180,070 S S S 0676, 561
s The Treasurer’s statement as given in his report for the year 1919 shows that the assets and liabilities on
e 31st December, 1919, were as follows:

Assets on the 31st December, 1919— , -
Cash pGapnesid v PR R S e Ve S e, Ja L) b
Investments—

v Approximate
Cost. value.

$61,431,610.78 68,522,425.79
132,097.75

868,522,425.79

Investments a/c War Saving Certificates

Sundry Advances... 6,938,311.00
Loans ; POk ot 35,752,506.79
Drafts and Remittances ... - 127,182.11
Suspense, Miscellaneous... 5,567,005.42
Suspense, Crown Agents (Deposits at Call)i s 1,799,999.99

Total ... $127,586,391.36

————

Liabilities on thé 31st December, 1919— :
Deposits ... . 8 2,426,022.60
BBl Dbt o G A P L e e MR e 15,?00,090.00
War Saving Certificates a/c ... -33,2.}2;32
Penung Agency alc ¥ s e 029,
Surplus b 109,926,017.48

Total ... $127,586,391.36

The above st shows that, excluding all items on the asset side except cash and investments and
statement - 31st December, 1919, a sum of over $70 millions

taking j : : he
g Investments : p ximate value there was on the olsi ’ B7(
s e 1 the other liabilities amounting to less than $3 millions, also

a 1 g O . 3
Vailable to meet the loan of $15 millions anc : t Pt s
€ commitments (see paragraph 11 of Sir L. Guillemard’s despateh) amounting to $425 millions.
g .
.9 In his paragraph 29 Sir L. Guillemard refers to the large programme of normal railway development; there
& of course a railway construction programme, it is carried out departmentally and can be slowed down or stopped if
:Uds are not available; there is no commitment of future revenues as regards railway development except

I respect of e SO Soorte i and Johore Straits; the cost of these two works is included in the
8424 E ReAuCtha Contrach Workil st 2o agraph. As indicated in my speech to the Federal Council on the

2 Willions referred to in the preceding par ] 2L 2 !
th April, 1919, 1 contemplated tllw neces%itv of a loan at some future time if it was intended to proceed with the
g ] v . v' . X g r P > a1
rdlway programme as fast as it was desired, and it should have been ohvious that there could not be any very large
Mcerease iy expenditure until the position had been made safer by the raising of a loan for capital works.
. & 1 y arrivi P n o 16 arnw 7 a1 9
o IQ. Oue of the items on the assets side which T onutte:]j \(\‘hez‘x arriving fxt tlJL figuiebﬁ_ 'c:\ er bti) millions
%nen in paragraph 8 is * Sundry Advances’’ amounting to $6,938,311; this represents, ieve, mainly advances
© Heads of Departments and District Officers to meet their average monthly expenses.
815 million loan and no sinking fund was therefore

ar-marked to meet the ]
Buillen tch on this point); he states in that paragraph that “all the

ue%slsi- ?ertuiu investments were e d
y Sary (see paragraph 13 of Sir L. Guillemard's despa :
Securitias w-epm}imh in 1921 to ;'0\'01' the commitments of the Federated Malay States Government in London.”
o i) this is meant commitments for which my predecessor, Sir John A‘uderson, and I sl responsible it is
£ " bolly incorrect statement for I have shown in paragraph 8 that on the 31st December, 1919, there were ample

unds V
S to meet all commitments authorized by us. '
than sufficient to meet all commitments and the small

12, 1 lef : i surplus mor

s eft my successor with an available surplus more i 1 : : )

fel;’bllc. debt of Sl:')) nb)lllltl:;;im i‘l\llilddiﬁon there were loans on the asset fido anonn BrE R et B ATAT D
t with railway built at i capital cost of $160 millions outkof sa\_nngi. der that $110 milli il 1

t was an excellent inheritance but it was a very mistaken view 5o CoBsi o e i v e T PA
g?)s;ts over liubi.litt(io; m\\"lxl:h::'luilv L(';'ush and available to meet in addition to great increases in staff, a loss of

=< millions on rice and a farther $21 millions on account of the unhappy purchase of tin.
13, 1 request that a copy of this letter may be sent for publication to s e
A I have, ete.,
Tae Unpgr SRds R iy on. AL TH (Sd.) ARTHUR YOUNG.
FOR THE COLONIES.
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88 CANNON STREET,
Loxpon, E. C. 4.
August 29th, 1922.

Str,—1I have the honour to acknowledge the receipt of your letter No. 40,893/1922, dated 25th August, 1922,
forwarding a copy of a despatch from the High Commissioner for the Malay States dated 21st April, 1922, regarding
the financial position of the Federated Malay States. I understand that this despatch has been communicated to
the Association of British Malaya and that it will be published in due course in the Federated Malay States. It
contains serious reflections on me and I must ask, therefore, that my observations upon it may be communicated to -
the Association of British Malaya and may also be published in the Federated Malay States.

2. Tn paragraph 16 of his despatch Sir L. N. Guillemard states ** Early in February, 1920, on the second day after
my arrival in this country, I noticed that the Federated Malay States Estimates for 1920 budgetted for a deficit 0
834 millions, and I asked whether this was satisfactory. I gathered that the position was considered quite safe owing
to the fact that we possessed adequate balances, which were stated as being over $100 millions.”

If Sir L. N. Guillemard intends to suggest that T stated, or led him to believe, that there were available balances
of over $100 millions T must very respectfully but emphatically deny that I did so.

3. In paragraph 19 of his despatch he states:

¢ Tt was then discovered that the financial position on my arrival in February, 1920, was really as follows: * The
surplus assets on 31st December, 1919, were shown in the official accounts (see Federated Malay States Governmen
Gazette of 17th May, 1920) as amounting to $110 millions. But this figure did not represent the cash surplus on the
credit side of the account; as is customary in Government accounts, investments were shown at their cost price wit
no allowance for depreciation, and loans and advances, being governed by definite schemes of repayment, cou
not be regarded as cash. I was advised that, after adjusting the account in the light of these consideration$
the 110 million dollars represented a realizable cash value of about $54 millions.”

i
i
i
§

4. The statement published in the Gazette was strictly in accordance with the Colonial Financial Regulations:

In a similar statement in the Treasurer’s annual report the investments are shown, not only at their cost price, bu
also at their market value at the close of the year. There was a similar statement in the Chief Secretary’s annt
report and it was possible for anyone of ordinary intelligence to ascertain from those statements the approxima

“ amount available in cash and realizable investments. Assuming the amount to have been $54% millions (more t
£61 millions) that was a very respectable cash surplus for a country having no debt, and it was enough to meet
known obligations of the Federated Malay States. Moreover, the intention was to make the position more safe
the raising of a loan of moderate amount for the completion of certain capital works, and the necessity for a
was made known to Sir L. N. Guillemard immediately on his arrival in Singapore.

5. On the day after his arrival I had an interview with Sir L. N. Guillemard, Mr. F. S. James who
“had actel as Governor and High Commissioner, being present. Mr. James had evidently spoken alred
«“to Sir L. N. Guillemard on the subject of finance and the question of a loan was discussed. It was definit y

recognized then, February, 1920, that a loan was necessary. The question of when it should be raised was 2
mentioned hut had I been asked at that time for my opinion I think I should have said that I hoped we could man
to get through 1920 without the loan and it was obviously advantageous to wait as long as possible before trying
raise money.

6. Sir L. N. Guillemard visited Kuvala Lumpur in April, 1920, and he then discussed again the questio.nh"fh:
c

loan. He was evidently satisfied that a loan was necessary. I mentioned to him the unfortunate position in whic? te
Federated Malay States were placed in that their stock would not be a trustee security. He was not aware of thld :
and at once expressed his intention of writing to London to get this remedied and he was confident that he would
be successful.  There the matter of the loan rested for a time. I should mention that Sir L. N. Guijllema A
already intimated to me that he did not favour our policy of paying for capital works out of income as we ha b::; )
doing. Shortly before my departure from Kuala Lumpur (13th June, 1920) he sent me the reply he had recell, 238
and it was unfavourable. He sent me soon afterwards a minute regarding the loan proposal and I replied 0% 150
13th June, 1920. Regarding my minute, which was written on the day of my departure on which day bf’ #
I informed Sir L. N. Guillemard that T was going to retire and take my pension, he observes in paragraph 17 0% 58
despatch ““ He sent me a minute in which he stated that he was entirely in favour of the Federated Malay
raising a general purposes loan when a favourable opportunity offers. He gave no hint that there was any U
in the matter or that he had any doubt as to the availability ‘of sufficient balances on which we could rely up
*favourable opportunity * occurred.” ;

til

-

7. That is hardly. a fair comment on my minute and it does not give a correct impression of what 1Y
concerning the financial position. In my minute I discussed at considerable length the question of the proP”
loan and I veferred to the previous proposals for borrowing money in 1914, I mentioned the matter of our ®
balances which I pointed out only existed because we had been unable to spend money. They wou

all disappeared and we should have had a loan had it not been for the War. (These surplusc.s were not savil
only unexpended balances all wanted for works to which the Federated Malay States were committed.) I."
that I felt sure there would soon be a cry for economy in the Federated Malay States and I advised that addit!
taxation \\'ux_lld be necessary and that the sooner it was imposed the better. "It is true that I did not use the 10.! ‘
“urgency " in counection with the loan proposal but it is clear from my minute that I contemplated that ‘199
would be raised before our balances were depleted and that in any case it would be raised before the 1st MS{'VW .
1 i‘lls(). recommended that there should be a local loan as well as a loan raised through the Crown Agents. 'o#

left Kuala Lumpur I believed, and surely, after what had taken place, had good reason to believe, that steps bl
be taken without delay to prepare for a foan. It would then be for the Crown Agents to advise as to the f“"o:!’cé

opportunity for floating it. At the time I wrote there was no indication of a trade depression. The ¥y
Malay States were apparently in for a time of extraordinary prosperity and there were suflicient balances 88 Jaté
el could then judge to enable the Government to proceed with the works already in hand and others conte
There was not in my opinion sufficient to justify a very considerable increase in expenditure until a loan was

L 8T N Gl : s . ar B
8. Sir L. N. Guillemard states in paragraph 21 of his despatch that, ** it ought to have been clear “sEﬁﬁm’ B

z‘;: Nl-i-l‘»;ugxr_\l‘.‘ l..‘.'il). to any one knowing the facts that the deficit of 34 million dollars on the 1920 3
as definitely risky, that the time was more than ripe for a loan, and that till a loan was tloated Nl"'"dlw
be rigidly kept down."” sl
I can only reply to that, that it was [ l i oty e
that Sir 1 Guili at, that it was recognized that a loan must be obtained in order to make our'l sit)'f he
Pt ; “"‘.] . ll'(! emard was so informed immediately on his arrival and that he concurred in the neceiate U
r \‘iui‘l ¢ of “".l"f contemplated a very large additional expenditure which would, if carried out, necos
asing ot a very much larger loan than 1 was contemplating,
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9. He made a statement of his policy at the meeting of the Federal Council on the 13th April, 1920. He
stated, “T think that as this is the first meeting at which I have had the pleasure of being present, it is only natural
that I should make a few general remarks to indicate the position of affairs here as I see it, so far as I understand it
after my short sojourn here and as faras I can see the line I should wish Government to take in the future. The.
central fact is qni'tc obvious. This is at the present minute a country of arrears, of things which have to be done.
I wish to take the earliest opportunity of stating, in the most emphatic way I possibly can, that in any remarks I
am going to make it is not my intention to attribute any blame to my predecessor or his advisers. It would be
unjust if I did so. It would be singularly ungenerous if I came out here, having found: they had borne the burden
and heat of the day, and blamed them for something which was beyond their power to make otherwise. 'The country
has been for some vears under the influence of what is knownas * force majeure”” that is to say the war has prevented
my predecessor and his advisers from doing many things which would otherwise have been done. T think the position
18 perfectly clear.”

_“With regard to myself, I merely hold myself and regard myself as extremely fortunate. I have come out at
a time when it may be my good fortune to do some of the things they would have been anxious to do had
Clrcumstances permifted. I have been asked by many people by letters and the Press to make a comprehensive
statement on policy. I am not very fond of the word * Policy.” It suggests ambitious, visionary ideas, a good
deal of talk, a good deal of promises, and consequently a considerable amount of risk.

I propose to deal with the matter in what I might call a modest spirit and simply to try and see what is the
position out here as a whole, but if I stray outside the boundaries of the Federated Malay States and wander for a

moment into the Colony, I must be forgiven for T am trying to take a wide view. . .

Then T come to the Hill Stations. To deal with Penang first, I am very grateful to the Council for facilitating
the first steps in making Penang into a suitable Hill Station. I am not in the least afraid it will be a monopoly of
the Colony, and my own belief s that Federated Malay States money will have been very well laid out in constructing
the line. "I feel very strongly with regard to the railway management that we have got an excellent and efficient
system and whether extensions are made in the Colony or in the Unfederated Malay States they should be built and
managed by the Federated Malay States who should take the profits. When they are built by other bodies who
subsequently hand them over it leads to nothing but confusion. I think the policy followed with regard to Penang
ought to be followed evervwhere in this country. 1f I may say so I think Mr. Kenion’s attitude to the Penang railway

18 perhaps a little grudging. -
With regard to money, it is quite obvious that a very large expenditure is ahead of the country. You cannot
0 things like pl‘ovidinw.power for lighting, drainage, irrigation, roads without very heavy expenditure,
Iy own view is that the condition of the country is such that there is no need to put a stop to any of these works for
lack of money. We must be prepared to find it in one way or another.” ; :

lopment had been drawn up showing what it was proposed to expend.
this programme could not be carried out in its entirety without
The estimates for 1920, as pointed out by Sir L. N. Guillemard,
large but there was little lprospect of t_he money vofced being all
Spent owine ' difficulty in getting materials and staff. As it turned out there were savings amm’m‘tmg _to‘nearly
20 millions tl:)uitl]ﬁlilfloﬁ:t('&lll,?téilv %hzt,-e were supplementary votes to the amount of over $25 millions ($121 millions on
account of rice). Over $20 millions were voted in the last seven months of 1920.

Sir T. N. Guillemard states, “I wrote to him (the Chief Secretary)
n rice as affecting our balz;nces.” S(llrtL.lN- lGLl'ltllllel']:ard Usubseqluently,
I April, 1920, discuss 3 tion with me. He indicated how he proposed to deal with 1t.  Up to the time
of m.I; de})lal‘t(l)l,l'(thlscllllasaeﬂoﬂill?ffai-clﬁat}(lifztas to what would be the Llltjlll?,te loss. This depended on th'(,x future policy of
1€ Government, It had been publicly stated by the High Commissioner, Sir Arthur YO}UI;—", tl{ﬂt 1t‘ was hoped that
It would be possible to get out of the Tice business without loss.  The price was raxseq' mn Mq), 1920, gnd 1§ it had
€N maintained as was“’oriniuallv suggested the loss would have been small in comparison Wi!th' what it ultimately
was.  MThe policy of the Gobvex-milent which resulted in an enormous loss, was decided u‘pon al'tel I left the country.
1ave no respon'sibilitv in the matter and could not possibly have foreseen that the altered policy of the Government

Was going to lead to such a serious loss.

. 10. " A complete programme of railway deve
3 t}.le next six or seven years and it was obvious that
aving recourse to a loan of a considerable amount.
showed a deficit of $34 millions. ~This may appear

1 1L In paragraph 16 of his despatch
irecting his attention to the continuing loss o

a meeting of the Federal Couneil on the 28th July, 1920, when the
; X : F 85 millions on account of the loss on rice.  Nothi
‘Actmg Chief Secretary moved a resolution approving of a vote b 111.0 hat by that time the Gover ad
Was said as to this probable total loss, although 1t 1s reasonable to assume that by that time the Government had
ormed some plan £ to‘the futura poiicy. T have gone into the question at some length because it is apparently
Suggested that I, havine some vague information that there would be a loss, ought to have done something and
P i ) y . . ra QT ¥ T
hink it is relcvant to enquire what the Government actually did when it was realized tha'§ there would be an
enormous loss such as tl(lle information given to me, I could never have imagined was possible. ~At the same
WNeeting of lCOLKm(il ‘\I:h(t):: the five millionsb were voted for the loss on rice there was also moved a resolution
. ) x ) 9 s T : 'ad Q1 r 9 ] -
authorizing ] — i *1.040,000 on additional works at Prai. Nothing was said as to how these works were
P t lle exIperlldltili-e of‘-*;_ U ti A ‘L Federal Council meeting on the 13th April, 1920, a vote had been
anced. ] iention that at ¢ ; ¢ S ern ; il 1 ey SIS T
approved for cuush‘?ul'?ill‘n(r :)lut of Federated Mulay States funds a l'alll)‘\.h.‘ lllP F:;l‘ut?r lﬂll] 11 2 dt h? C?llon.\d ld' s
wh s o 1 et Qottlements money but which the Colony had abandoned because
2 HICh ought to have been constructed with Straits Settlemer )

1 A o 5 ~ 1
Was advised that it would be unprofitabie.

12, Sir L. N. Guillemard was present at

: et sad Sir L. N. Guillemard to suppose that
13. P g o Sl T ny that I said anything to lead Sir L. N. Gui . g, ALEN S
had a\'ililalbll(lgug:rlﬁd?,d-“,(fl d‘bé)l\i]t(})l(‘)ttnil(}foua But whatever he may have thought at the ‘tune oYf his arrival in the
olony it j cle'u'ltl:l':tbsh:} \\?l\' w:*ll informed on the subject of the financial position on the 30th November, 1920, for
1® made the following statement in the Federal Council on that day : :

: ds of our estimated annual revenue of sixty and a half

“At th : irst half-year more than two-thir : . -ty 2 IXt
Willioy dollfr f)llu‘1 10t1 t}\xe t-“.l\lt ¥1t:d ;\'thilc less than half of the estimated expenditure of ninety-five millions had been
“Xpendeq (Rb\ -l:l( e e .?.1 d the expenditure by 13 millions and the surplus of our assets over liabilities had
Wereageq ety vl Bxoeedc o “at over 1111 million dollars.
€ased by this ainount, standing on the 30th June a i
These figure wre. however, now out of date The financial situation at the close of the year will present a
= '~ i 'LA. ) 'Q‘ ) ', ) 18 .

iffereyg aspect. We ha sont a cood deal of money in making up arrears, and ni‘ spite of the fact that the
e O A L. ¢ have Sspe b Ahae o ¥ - > = r 1: 1 e ey e
EStimateq revenue is iucl’c‘\\‘odlﬂ' 744 I-;nillinns, it is now estimated that the expenditure for the year will exceed the

he surplus on lst January, 1921, will be reduced to some 81 wmillions.
ine a somewhat wide-spread idea that the surplus is in the nature
o) This is far from being the case. = Of this surplus

Teye b S
e by nearly 29 millions and that t

Shoulq Jjke to take this opportunity of correct e
& hoarq of ready money which can be drawn upon at any i



2276 SUPPLEMENT 1o tue F.M.S. GAZETTE, [1 DEC, 1922

of 81 millions no less a sum than 38 millions is represented by loans and, though an asset, and a valuable asset is
incapable of immediate conversion into cash. A further amount of fifteen millions is car-marked for the redemption
of the Federated Malay States War Loan which, as you are aware, falls due on May Ist, 1921, This leaves us with
an available balance of 28 millions wherewith to meet any excess of expendidire over revenue in the coming year.

Now what is our financial position in the coming year. I want to put it before you as plainly as I can. The
War has bequeathed to us a heavy legacy of things that ought to be done and cannot be done cheaply.

I think that this Council will probably take the same line as the Colony in dealing with the estimates of expenditure for
next year. I know that they will scrutinize the estimates closely. T expect that they will pass them in essentials.
Large as the estimates are they have been heavily pruned, the Government having come to the conclusion that
they must put off some things which they would wish to do and postpone to some extent the full programme 0
wiping off arrears which we have in view. I use the expression * postpone’ deliberately, for it is my opinion that the
programme should not be curtailed but carried out in full. I have been looking into our financial methods, and have *
come to the conclusion that we have been paying out of revenue for many works which ought quite pru)l»erly to b
paid for out of loans. We cannot expect this to go on for ever, and I feel that the time has come when the Councl
should consider the advisability of a change of policy. The Government are considering the question of raising
_ a loan for general purposes. It is not, as we know,a favourable time for borrowing money, but we feel that it1s
better to raise a loan, even if it is not possible to do so on the most advantageous terms, than to postpone indefinitely
works which are felt to be urgently required.”

14. The Acting Chief Secretary was anxious that there should be no doubt as to the financial position and in
introducing the budget for 1921 an the same day he said:

“His Excellency has given you the figures in his address but the matter is of such importance that I propos€
to state them again.” The public has an idea that we have an inexhaustible cash balance but that is not so. On the
1st January, 1920, our balances amounted to 110,000,000 dollars.  Of this huge sum 38,000,000 dollars are on loan,
chiefly to Siam, and repayment is not due until 1924 and then only by instalments extending over a p(‘l"lo(.i o
26 years. That sum therefore is not available to meet expenditure and our balance is thereby reduced to 72 uul!lon,"
In addition we have a debt of 15 millions which is required to be paid off on 1st May, 1921, so that our total liqu!
balance amounts to 57 millions. . . It is now estimated that our expenditure for 1920 will amount o
103 millions and our revenue to 74 millions—an excess of 29 millions. Now I do not wish you to think that X
Federated Malay States are poor because, of course, that is not so. Our eredit is very high. We have built railways
public works, and roads worth many hundreds of millions. Not only has this been done out of revenue but we L
still 28 millions in cash and 38 millions out on loan on good security, but I do want to dissipate the idea that we b
fabulous balances only waiting to be Spent. Sir Edward Brockman prophesied that we should soon come to the en
of our balances and that a loan for general purposes would be necessary. That time will arrive in the cours® e

next year as soon as the economic position is more favourable.” 4
15. 1 invite particular attention to the Acting Chief Secretary’s reference to me.  When I prophesied that W¢
should soon come to an end of our balances and be wanting a loan there was actually a boom in trade. There
no indication of the depression that was so soon to come over the world. The tin industry was in a most satis.chtog
condition ; the price of rubber was not high but the demand for rubber was increasing ; there was great activity !
rubber shares and a great demand for land ; revenue was bounding up but so was expenditure and that was w
said we should soon come to an end of our balances and be wanting & loan.  Now I am accused of having wisl i
High Commissioner, of having concealed from him the true state of affairs, of having led him to believe that tl:;f:
was a cash surplus of 110 million dollars, Tt is alleged that I gave no hint that there was any urgency about l\rl‘b]o 4
or that I had any doubts as to the availability of sufficient balances on which we could rely until a favol rige
opportunity occurred for floating a loan. In consequence the High Commissioner was induced to auﬂmtw:
expenditure and incur obligations which he would otherwise have refused to authorize. 1 wmust observe that at of '
meeting of Council at which the High Commissioner made the above quoted statement as to the financial position
the Federated Malay States, estimates for 1921 to the amount of more than 101 million dollars were passed.
original estimates as drafted amounted to 139 millions but they were cut down to 101 millions in view of the t!
depression which had set in.  The revenue, the estimates for which had been prepaved before the depression arrl
was stated at 73} millions.

16. It is even suggested that misrepresentations as to the financial condition led the High Commissione®
assent to the purchase of tin by Government towards the end of 1920. In paragraph 38 of his des
Sir L. N. Guillemard states: “The purchase of tin stands in a different category. I sanctioned it reluc
after much consideration as a choice of evils, and on the merits of the case I consider that [ was justlﬁ !
I freely confess that, if I had known the facts as to the financial position, the scale would have turned the ol‘
way, and I should have been forced to decide against the purchase.” The High Commissioner’s statemel® o
the financial condition which he made in the Federal Council on the 30th November, 1920, differs very littie
material points from that set out in his despatch. The Government commenced to purchase tin some time
the month of December, 1920, .

« Ma

17. Sir L. N. Guillemard has mentioned the subject of patriotic gifts including the gift of H.M.S. ¥
;\g the 16 million dollars given to the Imperial Government during the War were provided for by ,lmciul tax
this expenditure had no effect on the financial position and there is no need to say anything about 1t~
to HEMLS. “Malaya™ 1 think I am justifiel in mentioning the fact that the original intention was to g?,
H.M.S. “Malaya™ on an annuity system and the scales of payment were worked out on a 15 year and & =0y
basis. For very good reasons which it is unnecessary to go into here it was decided to provide for P,
if possible in five years, l

18, The total contributions to the Imperial Government amounting to 40 million dollars including the
of *“ Malaya are insignificant enough having regard to the intolerable burdens undertaken by the Britis
Umeru.m-unnu of the War. It would have been very disgraceful if the Federated Malay States had sto
made no contribution at all. . '

deprt

{ . = 113 . . . . . . .
‘ 19, 1 am willing to admit now in the light of the experience which has been gained since the great \
';‘Lt!xllln tl-l" set 1n that We were trying to do too much at a time.  Let me quote what Sir Robert Horne, the Ch
of the Exchequer, said to the House of Commons on the 6th May, 1922

. “The trade booin which followed the War had given place to a steep and sudden slump. Many P
‘lu}‘xht mll'",‘l'-t“."l,. It is true that those who had reflected on the problem anticipated that the War would be
h'i‘m';l:“l:‘:lu‘:ilix:_"-ttn'.lty lm;.l then by a period of depression, but I think no one anticipated that we should 3
sl < ;) :1'1 that paralysis would supervene so quickly.  Most men caleulated that the l"mm.ndw
developi ’: 1 or them to make l|'r.*»hx.~ to Justify them in embarking on new enterprises or exte t“l""
weloping the old, but the far-reaching effects of the great convulsion to which the world had been subje
caleulations based on previous experience of mankind.”
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20.  TLet us consider what was the position in Malaya. I admit that I believed that nothing could interfere with
the demand for tin and rubber. Malava was the largest rubber producing country in the world. The output of tin
was decreasing but we were looking forward to a very large increase in the output of rubber. The exports from the
Federated Malav States alone of rubber in 1920 amounted to over 106,000 tons valued at £22,050,000. There was
an immense area of land already planted which was coming rapidly to the producing stage, and after the cessation of
hostilities there was a very oreat demand for more land throughout Malaya for planting rubber and other products
but chiefly rubber. A serious shortage in the supply of rubber was acutally prophesied by some who seemed to be
well informed. Our communications were far from perfect and the fear was that we should be quite unable to deal
efficiently with the increase in traffic which was expected. Work had been slowed down during the War but in
anticipation of the expected increase we had been steadily taking such steps as we could to prepare for this increase.

at is why we committed the Government to the two contract works at Prai to which Sir L. N. Guillemard now
takes exception. These were the only contract works. Their estimated cost is given by Sir L. N. Guillemard as
$30,402,000, not a very large sum to commit the country to in times of abounding revenue. Other works were being
carried out depm'tlm‘n'tullv'mld these could be accelerated or they could be slowed down or they could be stopped as
Circumstances demanded. = In view of the anticipated increase in traffic the works at Praiand Johore were undoubtedly,
as far as Malaya was concerned, the most urgent of all the works contemplated. The great complaint against the
Federated Malay States Railway administration was that it was never able to deal promptly with the rapidly
Imcreasing traffic. The landing and shipping facilities at Prai, which was the port for the northern part of the
peninsula, were in a dop].n-nlﬂn condition. There was no prospect of the Straits Settlements authorities doing
anything to improve them in a reasonable time. The linking up of the Federated Malay States Railway system on

e west with the Siamese Railways meant that Prai would be the terminus for the line to Bangkok now that Siam had
abandoned the proposal to construct a deepwater port in Siamese territory to the north of Penang, and it was therefore
hould be done without delay to improve the port of Prai. The War was not
ended and it was useless to think of calling publicly for tenders but there was on t.he spot a firm of contractors who
had just completed a big contract in Sing_;'-.ipore and had large qllﬂ'lltity of plant {L\';L]lﬂble for other works.  They were
I a oood position to undertake the works at Prai. The opportunity was too cood to be lost and the contract was given

0 them for the works at Prai.

all the more imperative that something s

21.  As regards the Johore Causeway the conditions were somewhat similar. There is at present only a wagon
ferry for the trrfnspmt of woods. It was being worked to its full capacity. It was the cause of much delay a,l'ld the
e was rapidly {Lppl'o:\,ch?unr, so it was believed, when it wquld be quite unable to deal with the traflic. In this case
Again the same firm of contractors was asked to submit a tender and their offer being considered in the
Clrcumstances ‘a favourable one it was accepted. These works at .Prm and Johore will complete the essential
COmmunications of Malaya and for many years to come railway extensions can, if necessary, be suspended.

been constructed at the cost of the Colony of the
Straits Se i 08 f the Colony getting to work on them, and as they were
ttleme e was very little prospect ol the y g g ; v
‘onsidered to liftﬁifelilltlgytllﬁiﬁi:zﬁsit :vz':s decide}()l topcommence thel‘n. Both these contract works are for the benefit
of Ma]uya generally and the Colony will derive the greatest benefit from them. It is not too much to expect that
low that t}?e Fedeﬁa{ed Malay States have exhausted their surpluses for the common good—the Colony should bear

1ts fair share in the cost of developing the resources of the peninsula.

22, The harbour works at Prai might well have

Wble, to criticise our policy of the Rast few years. Only a
Malaya was a “ Country of arrears ™ ; we were unngcessamly
oht to have had a big debt; the demand was for increased
¥ » <aid one member of the Federal Council.

o 23. Tt is very easy now, though somewhat unprofits

(8} . v v E n . -

pi i;t time ago the cry was that we were doing not}ung.
8 up huge surpluses ; instead of surpluses we ou

®Xpenditure, « 1 : - did not borrow money

e. The mistake made was that they did not be uant; etz i : ey

“ Hear, hear,” said the bHi"h Commissioner, “This country now, instead of having a petty debt of fifteen millions,
t=}

should haye had one of five hundred millions,” continued the member. If they had bolrr?wed l’flhlat. and pu(ti z:}slide
1€ surplus revenue over expenditure to a sinking fund, then the position they were in to-day w,‘;,‘ll _éave c?ulse‘ ‘l_,em '
10 trouble whatever and ’éhey could have looked forward to the future with equanimity. 1e idea of a sinking

und to be drawn upon in times of distress is rather original.

24, The Administrators of Malaya did ull they could out of income and if it had been a question of borrowing

Money g oo : have been built. It has been the policy of the Government to
a good de - ; svstem would not have : i 4 : : oyl -
Secure fm.g the 00:1113{, t:efalii_ﬂs‘mi.e i'usthe profits derived from tin mining and rubber planting. The revenue from

"1 which js a working asset should not be regarded as income and should be put back _lfliltglcaénttn;t ‘yorllc)s as it ]l,as
eell in the past Thri’s‘ )oliC\' is a perfectly sound policy. A moderate lq:m may be ]u?t'l at e u'. "l]S' O'tw(i)us that
2&00untrv such as the ngera.ted Malay States in which the taxable capacity of the inhabitants is very limited cannot
a ¥, ()

ud a big debt such as has been apparently contemplated.

N (;‘:11ille1nm'd's despatch may look rather formidable but the material point
the ve revenue of the Federated Malay States had been mortgaged by
had not been mortgaged at all, as when he arrived there were
ient to meet the obligations to which the country had been at
Lat 4 iti ¢ as human intelligence could discern, eminently

v time irrevocably itted. The position was, as far as wman nte R0 T m, en 3
Satleactory' '["191?1)1}" (“m"mll“{:t .for wlthlon"h there was a loan of 15 million dollars certain securities had been
efinite]y ear-xnm;l'e» 1“t:h‘ 1;1) \‘ ?) -tvﬁw{xt of the loan. It was thought, however, that a moderate loan would be
required jp the x‘le'\\f'(fm(i:rg 'lttutibtll);-{t was why Sir L. N Guillemard was at once told about the need for a loan when

(L] arrive < 3 ¢ g AR B

d.

in th%&n_e',rhe figures set out in Sir L e
hig Pl‘eh sent ?outro\:el"sy 15.]10“' far the pr 0>pe<,11‘
actug]] ecessor’s administration. T assert t.h.aﬁ they

2oy C“S.ll balances and realizable securities suffic

26, . ; Sl B v beeinning of 1920. At the end of June more than two-
thirqg of tl‘l;eetsltlilﬁ)l-l&l(ﬂ F:)\‘étnlﬁ? ]lll-ll](%“;))‘:‘g(ll c‘(};ﬁlj(el(?l\)\l;nll:} {t]\lses than huliz the estimated oxllieltlldmltl:e ha«} b'eeéx e:pe(:ldgd.
Was not of coux’scL money saved but it indicated that if ﬂlllll)lgé “?lf \2110{“1;%1“11(2 allil(llee\'(;ltu;ﬁymft “:s

ated loan could be put‘oﬂ'. Tt was certain that there would be d}l 'l(‘ft,{ 58 et I
12 millions more than the estimate. The Federated 1\1;11.1}'1 S,’t;‘ltebt lg.tlb?x:e Itt\yvag no‘tpretfardéd seriously
Waiting before floating a loan. The trade depression T 'Sl tive Council of the Colony g
“and 2 as the 25th October, 1920, Sir L. N. Guillemard stated in the Legislative i0d of SRR pae
T for Some t~ime )'l;l (:\' > ;1.'1\':x-lu:¢xn disturbed, and perhaps a little over alarmed by a }Etil lot('llo CEﬂlll-n‘ilul‘lcm f(e'presslxou.
v 1f)Pe and beljeye ilt‘ » onLiv e rd ripple, perhaps only a check 1n th'e fa\ ourab e 1;@(:\;:( llmals1 .1(1{1 S? ong
ashe( our shores,” Accordingly the estimates for the Federated )Iala) States ‘lllloilflt Rk o )11 iqons' were
gﬁij@d, Wwith cstin‘l';‘nod‘x':':':‘xll(ule of only 73} millions (greatly m'cr-estnnat'ed)) ttf)tp)e:‘t‘lt‘ 1;10 fl\u}))etlllnrluilc‘r;:ﬂ 0;:;\ 1t is
th ged that the optimism which led to this policy was induced by misrepresental 1‘onx «ls s 1()_«)0 B )p sition in
toe Cginning of llQ-)o 5 I] ‘-1,“‘ - blamed for having budgetted for an excess of expenditure 91 92( when it ought
tillh‘rw0 b“‘e“h(‘lozu' lt; \111;‘11-:;Lti::: \\':;s « dofinitely risky ” and *¢ t']mf the time was more than ripe for a loan, and that
oM was floated expenditure should be rigidly kept down.

“AN
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27. In my minute of the 13th June, 1920, I*had advocated immediate additional taxation. Assumiig: that
there was to be a loss on rice my view was that this was not a fair charge on general revenue and that it ought*to be
provided for by special taxation.  There had already been corvespondence about the introduction of an income tax
in the Federated Malay States and I had explained to the High Commissioner my objections to such a tax.
The Colony was, in spite of a protest from me, securing for itself a larger share in the opium revenue and had®its
income tax to fall back ou. In the Federated Malay States there was nothing for it but to devise some means 0
raising more money and I advised that the sooner it was done the better.

28, In paragraph 13 of his despatch Sir L. N. Guillemard states ** Lastly, in the year 1916, the Federated
Malay States raised a 6 per cent. loan of $15 millions, which was not lent to the Imperial Government
but absolutely placed at its disposal. This is made clear in the official report of the speech of the Chief Secretary
to which reference is made in paragraph 6 of the Association’s letter. No proper provision for sinking fund was
made in connection with this loan which remained therefore as a charge against revenue and balances.”” It migh
appear from the above that the S$15 millions was a free gift to His Majesty’s Government. There were
special reasons why the money was actually placed at the disposal of the Imperial Government but the wholé
amount was used to- liquidate the temporary advances which it had been necessary to obtain through th@\
“Crown Agents. It was not given to the Imperial Government. i '

29. T am more particularly anxious to defend myself against the accusation of having misrepresented the
financial position of the Federated Malay States to the High Commissioner with the result that he was induce
sanction expenditure which would otherwise not have been sanctioned. So far from having misrepresen
the position, I submit that my minute of the 13th June contained as strong a warning as I could have been justift
in giving at that time. :

There was discussion of the proposed loan, a prophesy that there would be soon a cry for economy, a suggestios
that additional taxation should be immediately imposed. My minute was written at a time of unprecedenté®
prosperity, and I might well have been accused of pessimism. As to the policy of pushing on with works whif:h 1
believed to be essential for the development of the country there may be differences of opinion and I do not V!leh X
any way to relieve myself of the responsibility as far as I'am concerned. T certainly took a broad-minded view, %
the policy to be adopted im order to develop the communications throughout Malaya so that we might be pl'ePared
for the rapid expansion of trade which I, in common with everyone else expected. In the words of Sir Robert HOCH
the far-reaching effects of the great convulsion to which the world had been subjected upset all our calculations.

I have, etc.,
Tue UNDER SECRETARY OF STATE FOR THE COLONIES, (8d) E. L. BROCKMAN.
- Coro~N1AL OFFICE,
DowNING STREET.

Federated Malay States Government Pross,
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