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CIAPTER ONE: HISTORICAL DEVELOPMENTS

A, BARLY BRITISH MONOPOLY

The hisbery of the developments of the foreign banks in
China 15 obvicugly & case of sbnormality, After the opening
of gsouthern ports to froe forelen ’mmuwm in 1842, as a
result of the infsmous Opium ‘&’a’z’%’ merchants of the so-called
Hestern maritime powers lost no chance to launch thelr commer-
cial campaligns into the Chinese £ield, and the volume of
"China trade” incressed steadily, Defore that time Chinese
native banks seldom financed foreign trade directly or engaged
in foreign exchange business along modern lines, larpely
because of the sericus need for credit institutions on the part
of forzign nmerchants, therfore, foreim banks began to make
thelr appearance in the Chinese territory.

The firgt foreipgn bank to do business in China was a
British~chartered Orientsl Banking Cerperation, which opened
its premises in Shenghad in 1848, *Tithout any wholeasonse
competition, it exercised a volition in ita exchanpe methods
which rapidly breught preat wealth to the institiution, : Howr
ever, 1t was subseguantly closed in 1892 on account of Lusi-

ness losses,

1. Vinacke, H, U,, A History of the Far East in Uodern {imes,
Hew York, 1936, pp, 30~42. Wve southern ports are Cantom,
0 m Foouhesr s ond Shanghad,
.

gtn, T, ﬁ. China's Bugimess lletheds and FPoli d
foea, p.'SBS. ) L c¢ies, London,




In 1854 a branch of the British-~chartered Mercantile
Bank of India, lLenden, and China came inte the market. Bubt
1t was not until after the Chartered Bank of Indla, Ausiralia,
and Chins ostablished a Shanghal branch in 1757 that forsign
baniking really began to¢ expand, The opsratdons of these banks
conslsted larpgely in discounting snd redisseunting bills on
eotton and epium in wh%ah the British merchsnts in partiouwlar
profitted consldexrably.

The barks then in China were only branches of corpord-
tions, whose headquarters were in England oy India and which
had been founded chiefly with the view of carrying en . exchange
operations between thege couniries and (hina, Theéy wsre scarcely
in a pogition to deal satisfacterily with the local trade which
had become so much more extensive and varled than in former
yearas, In 1964 & group of merchants and shipping men of Hong-
kong, therefore, decided to establish a new loeal institutdien,
chartered under the Ordinances of ngkong;é with the name of
Hengkong and Shanghal Banking Corxporatien.

At the time of its establistesemt, British interests,
chiefly represented by Jardine, latheson, wnd Company, were
combined with a Germen flym by the name of Siemssen and Company,

1. "Poreign Danks in China," Chinese Fconomic Journal,Jamary
1935, pp. 945,
2, ¥rom the text of the Revelution of the merchents interested
in the establishment o the Bank, "I istory of the Hongkoug

and Shenchal Banking Cer-poration®, ineyclopaedia Sinica
London, gsm, PPe 2357, ’ ’




an American concern by the name of Russel and Company and
a group of Persian merchants, The capital of the new Institu-
dion was fixed at HkER,.5 million, distributed in 20,000
shares, doubled and fully puld by 1872,

Tue te disagreements between the promoters, the Hong-
kong and Shanghal Banking Cogrporation was reorganized into a
British firm, Detwesn 1870 and 1830, it increased its capital
to Hky7,5 million in 1885 and Hk(10 million in 18903 its deposits
rose from K k3,7 millijon to Ek635.9 million,

During the years bebween 1860 and 1570 a musber of forelgm
banks gpened branches in Shanghal, among which were t!e Compltoir
Hational d'igcompte de Pardis, the Central Banl: of Jest Indla
and some Oerman banking hauaag';}'/ Host of these banks, however,
withdres from the markeit later on. 1This early development
suffered a metback during following years, and although existing
institutions were carrying on an expanding business afteyr 1873,
no new forelgn bvanking houses entered the martet wbil 1081,
This was a perioed of cosplete British wonopoly in foreign trade

and foreign exchanges,

B. BXPANSION OF INTERNATICHAL BANKIUG
After 1891 & period of extensive expansion in foreim
banking was begun, The Deutsch~Asiatische Bank was established

1, & rortuguese firm, the Banco ilacional Ultranmarino, with its
headquarters ln Lisbon, established a hwranch in “acao in 17304,



in that year, and two British banking houses were opened and closed,
In the following year the first Japanese ingbtitution, the Yokohamsa
3pecie Bank, went into the Shanghal martet., Soon after the Sino-
Jopamese Jar in 1894-5, an apgreenent was siegned between China and
Tussia for the establishment of a Ruzso~-Chinese Bank with the lm-
nellate purposs of handling the financing the Chincese Dasbtern
Rallway in northem Maxm}tnwia%f In 1992 the Bangue de 1!'Indochine
opened a branch in Shanghal, followed in 1902 by the Cathay Trust
Sompany {uwnder the domination of the Guaranty Trust of New York),
the Tnternstional Banking Corporation (at first gontrolled and
later entirely owned by the National City Dank of Hew Yorlc')’,"% and
the Banque De lge pour 1'Ztranger, The Nederlandsche landelw
Yagtechappl) Wd & branch thers in 1803, and the Crédit Foncler
pour 1'Extréme Orient in 1907. Several other minor institutions
were bern, grew, and died in that perio .5

In 1807 the eapital of the Hongkong and Shanghail Banking
Corporation was inereased further to Mkili.c milliony in the same
year 1ts deposits rose to HkyR24.1 million and its loans and
rediscounts to ik, 219,6 million,

2. Faelps, C, ., The Yoreigm Ixpansion of fmorican Banks, ilew York,
1927, pp, 1:7-07 Thelps, C. 4., Wmerloan Sanks Abroad," Dankers!
Magasine, January 1930, pp.26-8, —

3. Tha-Lhineze Jear Book, ‘remier Issue, China, 193%3', pp,13475-
1451,




Between 1820 and 1898 foreiyn banks enbered inte the
1
Tientsin market,” which took a leading position a3 a finencial
canter in nerthern China and a place sscond only to Shanghal

among the treaty porta,

Ce THTRUSION OF JAPANTS™ BAMKS

The outbreak of the Wrst World Jar brousht about impor-
tant changes among forelign banks in (hina, The Devtsch-dsiatische
Bank closed its deors in 1814, and = part of its shares was trans-
ferred to the Hongkeng and Shanghal Banking Gnrporaticn.a Follovie
ing the Russian Hevelution in 1917, the Itueaso—!&s:liatic Bank was
recrpanized in Parls, undar French law,

Japanese banks initiated an extensive development in China
c;’mring the Jar, A joint Sino-Japsnese enterprise, the Ixchange
Bank of China, was organized in 1817, with capital of Y10 million,
Half of this capital was mubseribed by a Japaness sroup contrelled
by the Banlt of Chosen anf the Bank of Taiwan, the other half. by a
Chinese pgroup contrelled by the Bemk of China and the Bank of
Communications,

The Bank of Talwan, which was expanding its activitles in

southern China (Puklen, Klangsi, and Hwangtung provinces), and

1, "Poreirm Banks in Tientsin," Chinese cononle Journal, Cclober
1934, pp, 390=-4085,
2, '-'%'rizfl*q Se Fup The Collection and Disposal of Maritime and

%zgg%va Customs WeVeriie since Lhe Nevoliuion of LJil, -hanphail,
vl g

f21]



the Bank of Chosen, which had principal sphere in llanchuris,
went into the Shanghal merket durdng the Var. The (Htsui,
ittaubishi, and Sumitomo Banks opened branches in Shanghai
in 1915 and 1917, In the same year a local insbitution, the
Shanghal Bank, was organised by a group of Japanese merchanis,
followaed in 1020 by similar ingtitutions in Tlankow, Teinan,
Tlentsin,

At the end of the War, thers were about twenty local
institutions in Manchuria either Japanese or Sino-Japanese
enterprises, wost of which were establisiied between 1910 and 1913,

1
with a capiial of more than Y7 million,

D, ENTRY OF AV ICAN BANKS

After the Pirst Jorld Jar, there was muech activity in
American banking housies, Detween 1517 and 1918 the Anericon-
Oriental Banking Corporation wds incorporated under the laws
of the 3tate of Comnecticul by the Haven [rust Companmy, an
Amorican firm 4n Shanghai, In 1721 the bank opened a branch
in Tientsin and founded two affiliated coimpanies; namely, the
imerican~Griental Danking Corporation of Smechuan, with an
office in Chungking, and the American~Orlental Banking Corp-

1. lee, ¥. E., Currency, Banking, and Finance in China,
dnshington, T530, p.t%?:‘; Baak of Chosen, Leonomlic History
of ¥snchuria, Secul, 1921, pp. 62«70 and 2.1-04,




oration of Fukien, with offices in Foochow and Anoy. In 1922
& gubsidiary, the Asia Realty Compeny, was eslablishod, and in
1928 the eontrelling interest of the proup was transferred tal
a new institution, the American-Oriental Iinence Corporation,

In 1518 the Axls Banicing Corporation wes incorporated
under the laws of the 3tate of New York as a joint entexrprise
of a group of kn}}am banks headed by the Guaranty Trust Com-
pany of New Yoyld, with its head office in Shanghal and branches
in Canten, Peklng, Tientsin, Hankow, and Changsha, This bank
took over the interests and esssts of the Cathay Trust Compaiy.
In 1919 the Fark Unlen Forelgn Banking Corporation, a joint
American-Uan adlan enterprise, opened a Shanghai branch, but
withdrew three years later, selling its interestz to the Asia
Banking Corporation.

The Philippine HNatlonal Bank opened a branch in Shanghai
in 1919 and clesed 1t two years laber, owing to heavy losges in
exchange speculation, In 1921 the Eguitable Truet Cempany of
New York opened offives of its subsidiapy, the Iouitsble Eastern
Banking Covporation, 2t Shanghai and Honckong, while various
Anerican interests were prosdnent in lamchine s HnowAmerican

1, "The Americsn-Oriental Croup," Finance and Commerce, bDecember
1, 18323 Lee, P, Lyy 0pe clt., ppe Jomd,

2, Qukranty Trush Co, of New York, Trading with China, New York,

1819, p. 8¢, Vide also Remer, C, F,, Foreipn Investments in

China, New York, 1933,




Joint enterprise, the Dank of Jomuerce, Thina, later tolbe
tranaferred to complebe Chinese control and nanagement.,
In 1912 the American ‘xpress lompany, Inc., enterea the
banking business in China,

This unusual and short-lived develcpment of American
bankin; really endsd in 1824, when the Asle Ilanicddng Corpora-
tion was placed in liguidation and its activities were baken

over by the Intermatioaal Banking Corporation,

E., PFURTH=R ZLFANSION OF INTERNATIOMAL BANEING

Interest in the Chinese market also spread amons other
foreilgn institviions, Shortly aftesr the Mrst World dsr,
the Credito Italiano launched the establishment of a joint
enterprise, the Banca Jine-Ttalianz, with eoffices in Tientsin,
Peking, Shanghai, and Hankow. In 1924 the Chinese interests
withdrew and the bank bocame a purely Itslian enterprise, the
Banca Italiana per la Jina, the capi’ta:}; stock of which was
entirely held by the Credito Imlﬂ.anc’.'::

In 1920, the P. and O, Donking Corporation was fomded

by Far Lastern shipping interests, and the ‘letherlandsch

1. Text of the Charter in Iee, ¥, U,, op. ¢it., pr. 1533,
Appendix A, ————

2, Tamagna, ¥, ¥,, Ttaly's Interests and Policy in the Fer
Bast, New York, T94Y, 3.TE;




[1s )

Idische Handclsbank opened branches in varlous cities of southern
Chins, ad a Sine-Sezodinevian benk and 2 Sino-Belgiar ingtitution
were formed,

Tn 1923, following the signing of a comercisl trealy between
(hina gnd Germany, the Dentsch-Aziatische Tark resused operations
in Pelring, Tlentein, and Bhanchad.

A ner Ruseisn bank, the Ter Festern Zank, was oryanised in
northern Manchuria, on the btasis of an agreement between the U,S5,5.31.
and the Pekling Government, with the purpose of taking over the
administration of the funds of the Chinese Dastern Rallway from
the Pusso-Asigtic Bank, This bank went into volumtary llgquidation
in 1928 mnd its deposits from customs and mall revenues were trans-
ferred to the Hongkong and Shanghal Danking Corperstion, the Banque
pour 1tIndoching and the Yokohumn Specie Bank|

In 1918 joint French and Chinese interests founded the
Soelété d'pargne Franeo-Chinoibe, slong the lines of the Interw
nationsl Savings Society (established under Crench management in
1912), The new institution was turned over entirely to the Chinese
partners in 1926,

In 1921 the Henghong and Shanghai Banking Corporation raised
its capital to BEk$50 million, of which Hk$20 million was pald wp,

m———

1. "Report to the Minlotry of Pinance on the Liguidation of the
fusso-iglatic Bank," Chinese leonemic Twlleliln, Januvcx, 7, 19263
a’l‘igh{‘o, 3. 5‘., op. ﬂi‘bal PPe j .
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In the same year its deposits roge to kfi/l rmillion and its
loans and rediscounts to Hce408 millien,

Forcign banks sulfered some loss of prestige with the
bankcruptey of the Bangue Industriell de la Chine, which was
cansed by 1lliquid asseis, spesilative livestunents and poli~
tical zaneuvers, 4 Socidid Frangaise de Gdrance de la Sanque
Industrielle de Chine, with an independent capital of 13
willion French francs, was formed and entrusted with the tasic
of collecting the assets of tue Danque Industrielle, The
ligquidation of the liabilities was made accordliy to an arranye~
ment between the French and Chineses Jovernments, by which the
ocutestanding French share of the Bomer indesnity was uged to
pay Far Zastern crediters of the Bank, The liquidation was
completed La 1525, and a new lostitution was sol up, the Dangue
Franco~Chinoise peur le Commerce et 1'Industrie, with branches
in Shanghad, Homghkong, Feking, and Timw:i.n.l

- scar

1, A withdrawal of deposits from the Bangue Industrielle of
about a half~billion francs occurred between June and Ddecom—
ber 1920, A french banking syndicabc, headed Ly Lhe Banque
de Paris et des Paye Das, came temporarily to the rescue,
advancing <50 million Prench francs which rnelted away rapidly.
Cormections with a Socidtd nwritime du aelfigue seems to have
been chiefly presponsible for the lessea, Jyrinst the resdssion
of the Boxer Indemnity, the Chinese Govermment issuéd bonds to
the amount of CUA%.9 million, [or the purpose of paying off
Far Fastern creditors. -emer, O, 7,, on, cit,, pp. O0°=73
T Lbiua, agr ook, 1925, pp. 200°=017 1924, Fp. *1°-03 1o,
PP. 1296-1300,
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Since 1020 the Chase YMational Bant (\ueriean, 19207 and
the Union lobilldre Soclétéd Frangalse de Banque et de Placement
(French, 1021) have bheen astablished. Afver 1927, the Thriftecor
Bank (American, 1930), the Underwriters Savings Bank for the Far
Zast (fmerican, 13%0), the E, D, Sasscon Benking Corporation
(British, 19%0), the Pinto's Haniing Corporation (Midilish, 1932),
the Tientsin Comsercilal and Oredit Jorperation (american, 1Y3R2),
the Hoseew “arodny Bank (British, 1934) were es'tabliss}‘mu.l Banks
whose date of establishment is unimowm were the Zank of China
and Japan and the Societa Joloniale Italian,

Durding the elgidry~five years between 1648 and 1835, an
average of onc fer oiym bhank established in China every year
and the influence of foreien banks sprsad all over the bip
eities, Uy 1830 there were altorpther in China thirty—-three
foreign barks and banks in which forelon eapital perticlpated,
Seme 1.1 branches waore scattered over practieally all the former
trade ports sach as Shanchal, Tientsin, Hankow, Canton, Bwatow,Chefoo,
Amoy, Toochew, Tsingtao, Tsinan, lelping (veking), itkden, Dairen,
Harbin, and Yinlew, in addition to other cities such as Lunming,
Kowleon and Mengtex, -

ifter the ontbreak of the Sino-dnpanese conilict in 1937,

foreim banks other than Japanese benke were forced to o stand-

e

1. The Chinese Year Book, 1737, p. 575, )
2. 8p, 6XE IO85, pp I4A w0y 186, p, VOly 1007, pp. Ddd=G.



st4ll or sl jected to sovere restrichic:s wnder thae Japanese
occupation, ilongkong costlaned to bs tlo ritis. cenbeor of
banking sebivitles dn the ‘mr Tzst Tor s while lefore it wos
taken over by the agpressors., tlowever, vamy lorel 1 banks
showesd thelr codperation with the Thinome Mablomal Covernment
Ly walntaining services in vee China anl some even eopensd new
Yranches in the interder; for insbones, the Hoaskong and
Shanghai Danking and the “abionel Cliy of “lew Yorl established
branch offMices in Chugkin~, China'n var cepltal,

Ty 1032, no less than sinly-two Toroilm bhanks helonging
0 nine nationalities, namel;s, flve Lrilish, i'lve Awerlcan,
four French, 30 Japanese, two Dubeh, two Italian, one Russian,
ene Belglan, one Jerman, one trench~ielylan, and twe ollhers,
wore estoblished in Chinaf Hnee the conclusion of the Sino-
Japanese dayr, uany of the former foreisn banks heve resumed

thelr operations in China ewcept those belorin~ bo the Jefeated

-~
[,

counbries, naely, Japan, Cersany, o Italy,

g ® ieh o imnnn

1. T Chivene Year ook, 105, ws, =i,
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Jate of

G Vb CBLAD LIt
went,
Name of istitution llationality Ussd office Iin China Offices in China
dercantile Dank of  Dritlsh Tondon 3% Shanghal,lon kong
India
Chartered Dank of xivish Tondon 137 Janton,dankow, Jedping,
India,ustralis, Shanghai,Tientsin,
and China Tsingt.aa Jdongkong
Hengkong and Shanghal Dritish Hongkeng 1764 Imoy Ganton Chefoo,
Banking Corperation ~bc>cfww,l 'ml’mw, weaping,
Shanghal, Swatow,
"iem.sin, ksingtao,
Hongrion:, Lowloon
Bance lisclonal Porturmese  Iisbon 1664 ‘iacao
Ultramarino
Jeutsab-Aigiatische German Jhanghad 1008 Janton Jmﬂww,Shan fal,
Bank Liuntzsm, ai.n,, 80
Yokehana Specie Japanose Yolkohama 1802 Canton,Hanliow, . ciging,
Bank Shanghad,, P enbsin Iy
Tsingtoo,llonskong
Bangue de rench raris 1099 Canton,!laniow, Tmweing,
1tTndochina “lengtaz, Poiping
S}maghai,&‘ients;n,
Hengkong
Nationol City Anerdcan Tlew ford: Sity 1002 Canton,ianiow,i'eiping,
Bank of llew Xork Shan, had "’iem%ain,
Lon; ‘Long
Banque Delye pour Delplan Lrussels 1002 Hanlcow, Shanphal ,
1% ranger, xtréme Tientgin,llongkong
Crient
Nederlandsche Heandel~ Dutch Ansterdan 1503 Shanghai, Hongkony
castgchappl]
Seiryu Bank 3o~ Jalren 1008 Tientsin,Isin rtao
Japanese
Srédit Foncler pour  Franco- lrugsels 1007 Hankow, Shanghal,
1t xtréme Orient Delgian "‘mﬂtsm,umg;mng
Dank of Taiwan Japanese Taihoku 101 Anoy, Canton, lonchow,
Hanl:ow, shanghal,
Swatow ,lioapgkong
Janque ranco-Chil- Sino- Varis 1o ~elpin ;,dhanhai,
noise pour le Com- Jreneh, “entain
merce et 1'Industrie
Suritome Bank Japanege Umaka 1014 Shanghal
titsul Bank Japanese Tokyo 17 Shanphai
“itsubishi Bank Japanese Tokyo 1517 Shaaghai
Shanshai Dank Japanese Shanghal 1017 Shanyhad
Bank of Chosgen Japanese Seoul 151G Shan 418.5.,"ientsm,
Tsinitoo
American Ixpress Anerican lew York Tity 1019 I'aipinf_ sShan hal,
Company, Inc, Sientsin, longkony
B;ncaigzalima per ITtallan Shangyhal 1719 Shanphai, tientein
a ‘u
Hankow Jank Japanese ankow 1720 Jankow, Snanchal
Bank of “lentsin Japanese Tirntsin 120 .eipln -y Jientsin
Dank of Ysinan Japancae Tsinan 1533 Tsinan, tain; oo



(Contirue from the
foreguing page)

Jate of

AT
ment
Name of institution Natlonality lead office 1if Ulina

Qffices in China

Hederlandsch Indische outch Anaterdan 1920 Angy, Shanghal,
Handelsbank Hongkong
Chage Nationsl Bank American Hew York City 1520 S}mnghai piientein,
Honglong
Péq and Oiiﬂwﬂdng British lomdon 1820 Shanghal , Hongkong
rporation
Union Mobilidre French Shanghal 1921 Shanghad , Tientain
Socidtd Frangaise
de qu\m el de
E.D.sassom Banking  Rritish Hongkong 1980  Shanghad,longkeng
Undewwriters Savings American  Shanghai 1930  Shanghal,longkeng
Bankw for the Far
Finance Danking British Shenghal 1.0%9 Shenghal
Corporation
Tientsin Commercial Ameyican Tientgin 1982 Tientsin
and Credit Corpw
oration
HoB::;}w Haredny British Tondon 1934 Fhanghsd,

Soureer Ammual reports of the banks
The Chinese Year Boc;k
oAy BOox,

:mm{ Ju=lin Foo, *Banking",
Biwnglmi. 987, pe 5363 The Ghinesoa
ghat, 195, ——




5

CUAPTLR TS0y BANKING GROUPING AND OTHER FINANCIAL
INSTITUTIONS

A, BANKTHG GROUPING

7ith fer exceptions, practically all foreipn institu-
tions in China transacted general yather thsn specialised
banking business. M elementary classification of the
institutions in existence as of June 1937 ( prior to the
outbresk of the 3ino-Japanese Wnr) can be made on the Losis
of nationality,

The Britlsh banks led the market, with the old ez
cantile Bank of Indla and the Chartered Dank of India,
Ausiralia, and China and the powerful Hongkeng and Shanghai
Banking Corporation. During the thirtles some Dritish
buginess firms in the Tar Dast started banking activities;
for instance, the E, D, Sassoon Banking Cempany, Ltd . in
1930 and the Finance Banking Corporation in 1852, 4And
other forelgm banks opened branches in Shanghai, including
the P, and 0, Banking Corporation, connected with shipping
interests, and the Joscow Narodny Bank, an institution
egbtablished in 1919 in London by mssian merchants and later
on as the finsncial link for the Soviet banks and foreigm
trade organisations,

The eondition of the Honrkong and Shanghal Bonking


file:///Tith
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Carperation -ay bve consldered sufficiently represeniatlive
of other Dritish banks in China, At all time the British
banks are in & position to reap substantial profits from
exchange operations on both officizl and private sccounis.
Before the British Jovernment declared war with Japan in
Jegember 1941, the following British banks had continmually
expanded thelr business in Chinas Yongkong and Shanghal
Banking Coporation, Chartered Dank of India, Australia, and
China, Mercantile Barnk of India, ltd,, E. D, 3assoon Danking
Company, Hoscow Narodny Bank, and Themas Cook and Sen
(Bankera), Itd, On February 1, 1939, the Chartered Bank of
India, Ausiralia, and China took over the assets and 1iabilie
ties of its subaldiary, the P, and O. Banking Corporation,
The Mmerican group suffered a serious less with the
bankruptey of the American-Oriental Banking Corporation in
l%ﬁ?y In 1827 the Hablonal City Bank of Wew Tork reorganized
the affilisted International Banking Corperstion into direct
branches, In 1941 the Equitable Lagtern Banking Corporation
meprged with the Chase Bank, a subgidiary of the Chase MNational
Bank of the City of New lork, A few losal benks were incorp-
orated under American laws, such as the +hrift and Investment

1, The Amerisan-Oriental Banking Corporation closed its doors

at the end of Yay 1935, together with the other institutlons
of the Raven group (Raven lrust Co,, American-Oricntal Fine
ance Corperation, Asia lealty Co.)., Thls group was heavily
involved in real estates deposit liabilities of the ‘nerican-
Oriental Banking Corporation at the end of 1334 amounted to
CH.B4 million, PMinanee and Commerce, &y 20, 1970, June 1,
20, 1938, July 3,721, I975; tovember 11, 1038,




Finance and Trust Corporstion (founded in 1987, closed in
1955), the Underwriters Savings Dank for the Far Sast
(founded in Shanghal inm 1930), the Tientsin Commercial
and Credit Corporstion (foundsd in Shanghai in 1932) and
the Pacific Bankin- Corporation (feunded in Shanghai in
195¢ and recrgenized in 1955), "hite Tussians were pro-
minent in all these banka,

As the oldest American banking institution in China,
the Hational City Bank of New York may ba regarded repre-
sentative of this grouwp. The merilcan xpress Compnay,
Inc., which was founded in 1919, also transacted banking
business in its branches.

Rugsian banking sebivities in China had been aclbive
for some time under the Tearist régime., Followlng the
sale of the Chinese Eastern dailway to the Puppet setup
in dsnchwria, the Pay Eastern Benk, the financiel agenoy
of the U, 3, 5, R., withdrew from the Chinese morkel in
1985, Desldes this there is now no pure Tussisn banking
institution in existence,

In the Japmnese group, the Yokchama Spscie Bank stood

out as the oldest and the largest. Debween 1016 and 1220
private Japanese banking firms beyan to appear in China
1ike mushrooms, After the c¢losing of the Sxchange 3ank
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of China in 1"\3{’;']'“‘/@1@@11 institutions contin.ed to operale
in Chinaj namely, three officlal banke--the Yokohamua Specle
Bank, the Bank of Chosen, and the Dapk of Talwanj throe "big"
private banks-the i‘itaui, liisubishi, and Sumltomo Sanks;
four losal banks of Shanghal, ilankow, Islnan, and Jieaisin,
and the be:l.ryu Bank (a Sinp~Jdapanese mubsidisry of the
Yasuda iaterests),

In the perdod of military occupation, the Yoxohama
Specie Lank, the Chosen, and the Industrial Dank of Japan
played an fmportant role in expanding Japerese financial
interests in occupled China and formed a gmdicate of ex—
clusive nature to advance loane to the various Puppet
regimes, while branches of private exchange banks made no
progress since they were handicapped in compebing with
official institutiens,

The Irench group consisted of the Danque de 1'Indo-
chine, the Unlon lebilidre (a local instltution wilh ine
terests in Shanghal and Tientsin), and the Danque France—
Chinoise (a joint Jino-french enterprise, heir of the
Banque Industrielle de Chine). A special savings insti-

1, This bank fully pald the Shanghal deposits, bubt left
unpaid the Peipln: and Tientsin note lssues, The
Japanese Goverment refused to help the hank, anl the
Bank of China underteok its ligquidation,



tution, tls Iniernsiloned Yoelugs Goclety, «as also wder
French law and managoment, inother gpeclal savings Lasti-
tution, the Jocidtd 1'Iparse franco~Chinoise, was trang-
ferred to Chinese cvnerghly and control in 1L2Z,

Prench and Belgian interests were corbined in the
Crddit Toncier pour 1'7xtr@me Orient, In 1057 tle Danque
Belge pour 1'Itrangcerreoryanized its branches in the Far
Tast Inte a subsidiary instloution, the Dangue Belge pouwr
1'Stranger, Dxtréme Crient, In businese the lelrian bank
wag more prafitable than the Joint rench and llel fdon
enterprise.

Pranchez in chiua were nainloinaes by ihe Jutch Neder-
landsche HHaniel-laatschappij and Nederlandsel. hilisdhe
Handslsbanlk, Oermeny was ropresented by the Deutscle-figla-
tische Dank., Italy was represenied by the Danco Italiaona
per 1a Cina, The Banco Wational Ultramarine of Lisbon
naintained a branch in the rorbwmese oolony of iacoo,
Since the Chinese Jovermment declired war on Jermuny and
Italy in Oecember 1341, the functions of thelir banizs in
China were obliged to be suspended,

Foreion banks were estoblishe. either as branches
and subgldiaries of larpe foréim institubtions, or they

ware forned by Lusiness Interests residim n China,

19
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Direct branches were maintained by (1) institutions which
had their chief interests outside China (e, g., the National
City Bank of New York, the Yokohama Specie Bank, the iditsud,
Mitsublshi, Sumitome Banks, and the Nederlandsche Handel-
¥aatschappil)s by (2) those institutions having special
spheres of interests (e, g., Chartered Bank of India, Aus-
tralla, and China, the Mercantile Bank of India, the Bangue
de 1'Indochine, the Bank o¢f Chosen, the Bank of Taiwan, and
the Nederlandsche Indische Handelsgbank); and by (3) insti-
tutions with special comnections and interests (e. g., the
P, and O, Banking Corporation in shipping and the Moscow
Maredny Bank, serving as the Bussisn merchants! bank f
Subsidiaries or affiliates were set up by those for-
elgn institutions unwilling to take more than a limited
interest in the Chinese market, However, some were just
a matter of system conveniently adopted by various banks,
the agfices of the Chase Bank were branches of an affiliate
of the Chase National Bank of the City of New York, and
the offices of the American Expréss Company, Inc, were
branches of an affiliate of the American Express Company,
which was in turn controlled by the Chase National Bank
of the City of New York, After 1027 the P, and O,

o

1, This classification of the sphores of connections and
interests should not be considered as rigld,
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Banking Corporsabion wus brought under the control of thw
Chartered Bank of India, Australis, snd China, The Deutscle
islatische Bank, the Banca Italiana per la Cina, the Jangue
Belge pour Lltranger, ixtrfme Opient, the Seiryu Bank, and
the Banque Mranco-Thinolse wore subsidlaries of banks or
groups of benkes situated in foreign countries,

Forelgn banks estallished by loaal intarests rosiding
in Chine originated either from gormercial, shipping, in-
dividual and political interests for the pupesc of acting
as their finanelal agents, or from individusls as Iinsneial
speculative ventures, The latter type of banking was quite
common: during the land boum of Shanghal in the early 'bthirtles
and the American~Orientel Banking Corporatiorwas the cutslande
inp case, 4 special development awong certaln commmities
tonk place around 1080, with the establishment of Auwsricas-
regleterad banks controlled by .Jhite Jusslans (Lhe Underw
writers Savings Bank and the Tientzin Commerelal and Yredit
Corporation) and of Japanese ciiy banks (the Banks of OChanpg=
hal, Hankew, Tsinan, and Tientsin). The L, 0, Sasscon Banke
ing Company was set up as the agency of a wost powerful
financial femily of Shunghal,

Raulddng sbove all, however, was the lionlong and Shang=

hai Banking Corporation, This bank was fornnd hy the larjest
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shipping, trading, and enyrincering interests of llongkong,
and in its seventy years of 1life it deweloped a pollcy of
alose tles with the Chinese market, which could be accom~
plished only throuch 2 board of -iirectors on the scons and
the backinr of British diplemacy, '¥ith its branchss a1l
over the Far Tast end in the most {wportant wmarkets of the
world, the Hongkong end Shanghal Banking forporatien ho-
came the most powerful banking oreanization of forelmn
intersts in Ching—s rather exceptional situation, oincc
no other loeally established bank ever developed more than
a limited business within the Chinese market, The shori-
lived bomn of the Japanese banks ceuld ot compete with
this Corporation, althoush they had made a gomevwhat 11900~
polistic advance in occupied China :uring the recent war,
It is also donbbful whether the expandine tendency of
imerican Yanks 1n Chine after the war can surpsss this

Corporation,

B, OTHER FINANCTAL TISTTTHNTIONS
Other forclrn fnaneial inshtitutiong Aid net develop
i» China so extensively - WUd hanks, Tielr hiztory was,

howover, not less fascinating,



The internatioaal Saviaes Joclety, o Jreach lustitu-
tion with head oifice in Ghanghal, had a lar; e nusber of
branches and offices in the irtepior and a capital of 1 nil-
1ion taels auwl o million frases, 4u usec Lo aboract a lorpe
menoer of savings depositors by offering lotiery priszes,

Some American finance cospanies nad thelr nead offices
in Shanrhal; nemely, the China ‘inasnce Jorporation, Inc.,
witi: 8 paldmup eapital of « mlilion taelsy the Uhina Londs
and Shares Cpe, Inc,, with & paideup capital of 1 million
tasls; ane the Shanghal Loang and Investments Jo., witn a
paid~up capital of 1,25 million taels,

Jtaer forelmn finance companies were incorperaled
under the Urdinsnces of llonpkong; tiese included bLhe inbare
national Trust Co, of China, Ilde, ~iun a paldeup capital
of Hk.& miliien, aid the Cormercisi investaont Jo,

4L larce meier of real estate finance coumpanies | row
during the land boom; the wost laportant or these was the
Gentral :roperiies, lid,, incorporaled in Hougkong with
a capital of ik.1.,8 million, and the Shanrshal Land Invest
went, a real estate flrm c¢losely connected with the donghong
et Shanyhal 3anking Corporetion with a capital of 7 il
lion taalse

The greatest crushes in this field occurred in 1935



mony, oerican companies and involved ithe Cilna .eall, Cone
pary cad the daven group which coasisted of the laven Irust
Corpany, the American~{riental ‘rust Company, and the asia
~2altly Conpary,.
cest ingurs oo business in Ohina was 1x bhe haads of

British firms, Anone the fow local forcign ingmronce cova-
panies; tho two oldest were tre Union Insurance Sncielr of
Santoz, with several subeldiaries and #ith total as le of
vell over Lo milidon, and {le Janbos Ing vance Office, Thd,,
comtrolled by “essrs, Jardine, ‘athesen, and So, (Mhe ‘wet
irmportant sidppings and eomerelal firm of Uonpkong writn
Leresis in the wonghon: and Shanphal Doltin- Coyporulion,,
having assebs of swore than Tl 17 willlen, e lar o3 local
foreim firm In Ghina, howover, wos the Inboennbionsl Tne
surance Go., Lbd,, in Shanchai, with 2 poldeus eepllol of

5 miilion,

Yorel:m stockhrokers were rerhers of Lhe Shanvhedl Jbock
Txehange, which werped dn W80 with the 3hen hal Shayeholders
agsoclation, incorporatod 4n Umnckon:, A few of the lor-ost
hrokera,c firas of Sanctatl acted Tor forei; w brokers.

4nadly, mention way Lo made of Lhe Torel ;v Twehan o
Danizers' .saovintico: of Jhanshal, “rich was 1 only, foreim

banikers! Lasoclation or orsanizatlon in J.Dwn.  Iis chiled
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CHAPTER THREE: MANAGEMENT AND RESOURCES

A, ORGANIZATION
Practically all foreign institutions and erganisa-

tions handling monetary and finaneial business in China
were under thelr own condrol and enjoyed unlimited liberty,
Prior to the recent Sino-Japanese conflict, foreign institu-
tions were legally restricted to the Treaty ports (i. e,
those cltles opened to internatienal itrade by China on the
basis of treaties or by voluntary action) were prohibited
from malntaining branches in the interior of the Country.
Owing to the special rights of extraterriteriality, however,
most forelgn banks such as British, Amevican, Japanese, French,
Belgian, Dutch, and Itallan, were virtuslly subjeet to thedr
own laws, BEven the few banks belonging te Germany and the
U.8.3.R., which had abandoned their extraterritorisl rights,
and some Sino-fereign banks were permitted to operate contin-
wally in the foreign-contrelled areas by agreements between
China and the Treaty powsrs and te enjoy certain ameunt of
privileges,

Shanghal was by far the outstanding finaneial center of

China, Minor centers were represented by Tientsin in northern
end Hankow in central China, Hongkong was the leading market



of southern C-ina, altlough it was territorially alienated
from Chiana by virtue of the Sino-British ‘l‘raaty}/ and the .
small island of Shameen, the Anglo~French concession at
Canton, was an appendage to Hongkong, Ioreirm institu-
tions operated in a few other citless namely, in Peiping,
as relics of the city's past political importance; in Cho—
foo and Tsingtao, two military and cormercial ports of Shan-
tung; in Foochow and Amoy(Fukien) and in Swatow (iwen,tunz),
owing to the large flow of the overreas-Chinzse reulitancss;
and in Jengtss and Kwming (Yunnan), on the higlway and
railway routes “etwsen French Indo=~China and China, Japan
had speclal interest in Tainan(Shantung), Attempts made by
foreign banks to extend their activities to Chuaghing (Sse-
chuan), China's war capital, were only temporarily successiul,
The development of foreign banking system in China
seamed quile colorful, "he nost characteristic element of
the internal organiszation of a foreign bank was the "Compra-
dore,” The was the responsible representative and interme~
diary of the bank in tranasactions with the Chinese customors
and correspondents, who derived his original railson dlcire
from the restrictions imposed upon foreign banks outside
Treaty ports, He was upually a wealthy Chinese, with rouod

1, The Sino-British Treaty of 1842 concluded after the Opium
ar,



social standing and large business ammmiona%j who was
willing to tske on his own responsibility the handling of

a forelgn bank's gperations with Chinese ¢lients under cerw
tain termm ag fixed in a written agreement with the bank,

The funetions of a Compradore wore various: introm
duging new elients to the bankj collecting depositsj
negetiating loansy buying drafts and orders from native
banks and in the marketj buying and selling coins and bank
notes; countersigning loans, contracts, or pramissory notes
with and of Chinese firmsj issuing checks in hls owm name
anr Chinese banks for account of foreign banks, For all
thege operations he received brokerage fees ranging from
3 of 1 per cent to 1 1/8 per centj on specisl transactions
the comnission was fixed before thewof~year settlement.

The Compradore was required to guarantee all the
transastions wmade through his office, and also, until lovem-
ber 1985, the silver stock held by the bank., A cash deposit
with the bank was required; until 1832, however, land deeds,
bends, and other securities were accepted. The amount of
this deposit was CNJ100,000 or more in average, on which
interest of 5 or 6 per cent (a rate slightly above that paid

1. A8 time went by,such qualities degenerated,



on fixed deposits) was allowed by the bank, This deposit
was not withdrawable except after the final seitlement of
all claims arising from the agreement,

It iz evident that the size of the transactlons guaran-
teed by the Compradere often ren many times larger than his
deposit, Although the smount ¢f defsults was not exactly
commensurate with the amount of the transactions, the for-
eign manager nevertheless was required to take special prew
cautions in dealing with Chinsse customers, in additlon to
the guarantes of the Coaupradore,

In order to perform his funotions, the Cappradore
maintained a semlmautonomous bank department for whieh he
recelved a small allowance of around CN3500 or more a month,
out of which he pald hie staff, The Compradore's department
was formed: (2) by a group of internal employeea, such a8
an Agsistant Compradere, a cashier, who kept the keys of
the bank's vaults Jeintly with the foreign cashier, some
bookkeepers and until 1935, a silver expert, and (b) Ly asome
external employees, auch as the market reporters, to ylve
references on customers and transactions, and sone money
collectors, in charge of collection and delivery of money
and doouments outside the bank, Some minor employees, calle
ed siwoffs, engaged in exmuining and changing coinsj they

ke
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also performed other small functions, Bmployees could not
be hired or discharped without the comsent of the foreign
manager, ut they were responsible enly to the Cempradore,
who in turn was responsible te the bank for losses suffer-
ed throvgh sy of thelr acts, The autonomy of the Compra-
dore’s department was more marked in northern China, where
he used to run a banking business ef his owm, often not
exictly distinguishable from the buginess made for the
account and in the nswe of the foreigm bank,

‘he importance of the Compradere declined during the
*thirties, since many of the reasons for his existence were
pradually dissppearing, The go-hetween nature of the Come
pradore status arcused complaints from the Chinese
commmities in general, The growth of Chinese modern enter-
prises made poasible direct contscts betwesn foreign banks
and Chinese clients, while the prosressive unification of
the sountry and the nationalisstion of silver ( the curren-
¢y standard) restrieted the amownt of legal and financial
risk involved in banking and exchange transactions., The
obstacle of the language was lessened by the development of

the imowledpe of !andarin Chinese amony foreign employees,

1. ‘Popular veice against the foreign banlking practices in
this respect was egpseially strong during the northern
campagin of the Uationalist forces, 1027-'23.
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and by use of Snglish lan;uage in modern Chinese enterprises,
Congequently, specified limitations were introduced on the
11ability of the Compradore to a cerbtaln percentage of the amount
of each transaction, while the foreign still feound no way to do
away with the time-old system. In southeyn China hig role in
forelgn trading firus was progressively transferred teo inde-
pendent brokers, althouph no such developmemt appeared common
among all banks,

#ith the instability of gome ngtive banks, while perform-
ed in part the role of money brokers, the foreign banks were
obliged to depend upon themselves for the investment of sur~
plus funds, and this faod conbritmted eonsideradbly toward placing
the Compradore in a position of credit adviser rather than in
that of a responsible representative of the bank, lNorecver,
during the *thirties, a trend was apparent toward centralizing
the autinority wnder the control of the forel:n manager, and
toward limlting the duties of the Compradore to the super
vigion of the counter transaction performed through the Chinese
staff,

B, A530Us05S
The secrecy and mysteriousaess with which forcei;m banks
treated thelr cperations make 1t impossible Lo analywe stabtls-



tically thelr resources snd transactions. Foreign banks with
their head office and main interests in China could rive a
failr indication of the resources and had their importance not
been limited—-with the exception, howsver, of the Hongkong
and Shanghal Banking Corporation. Banks with their head office
outside China vefrained from issuing separate statements for
their Chinese branches. Lhe stabements published by subsidiari-
es of forelpn institutions could easily be misleading, since
ithese hanks were bhasgked by resources and comnected with a range
of operations far larger than that indicated.

A descriptien of the resources and operations of the for-
eign banks can be attempted only in an indirect way, i. e.,
by exmmining the changes occurring in the scurces of banking
funds and by following the externzl operations of the banks,
‘he main items of the statemant of foreimm hanks with principal
intepsts 1n the Chinese market have been tabulsted with special
regard to the period immediately preceedin; the opening of
SinowJapanese hostilities in 1957'.1

1. Only then condition was saltable for malting snch an analrsis,



RESOMRAES OF FOREIGN BANKS IN CIINA (AT TIL) 3D OF 100 )

Officlal
[ Paigggg
Name of institution account cap Reserves Deposlts Total asseis
‘fergantile Bank of British .o .o .o .o
India _Pound
Chmmof Mtim s LN e e
Indda, Australla, Pound
and Gﬁina .
Hon and Shang-  Homgkong 20,000, 114,078, 157,048, 1,150,367,559
Corp. Dollar 000 Q50 352
Bango Natienal Portupuese ., ‘e ‘e o
Ultramarine fgoudo
Jgutech-Asiatische liabional 5,705, 5004, 39,956, 43,058,058
Bank Tuan 000 000 8%l
Tokohana Specie Yen .o ‘e .. .e
Bank
Sangue de French .o .o . .o
1'Indachine Franc
Natianal Gi'try Bmk -‘)le e e L] L
of New York
Banque Belge pour Belgian 30,000, .o S, 10, 175,182,526
1tCtranger, oxtr Franc Q00 i
Orient
Jederlandsche Handel~ (uilder .e oo “r peo
‘aatschappl)
Seirya Bank Yen o0 .o . ve
Orédit Toneiler pour Belglan 70,000, 12,008, 15,909, 107,008,728
1'ixtréne Orient Franc 200 389 )
Bangque Franco-Chi-~ french 50,000 G500y UG, LS, 41,035,522
noise pour le Com- Franc 000 o0G AL
merce et 1l!'Industrie
Bank of Talwan fen . .o or ‘e
Sumitomo Bank len - . .o .o
ﬁitsui Banle Yen 'Y P ' .
¥itguhighi Dank Yen .e .e . .
Shanghai Bemk National 170, 25, 1,081, 1,255,223
L{yan G0L 050 S
Bank of Chosgsen Len »a . e «
American -ypress Jollar .e .o e .e
Company, “ne.
B%ncailtaliana per Dellar 1,000, 199, 1,007, 5,027,593
a Cina Q% 435 0
Hankew Bank Yen 250, 133, 1,70%, 2,128,894
300 350 w17
Bank of Tientsin fen TN 180, 1,740, 4,404,270
Qo 300 1065
Bank of Tginan Yen 250, .o .o .e
OO

Nederlandsch {ndische
tgnde) sbank

ilder .e

. e

.0



—=Jontimed from the forcgolny papgee——

0fflelial
um b oF  Falcen
Naue of institution @ccount cap’ Hegerves Deposits ‘otal assets
Chase Bgnk ‘)Dllar e e .e ou
PQ md [ ] B&nkin{; Bri’t«iﬁh 'yl (X / . N [ )
Corporation Pound
Union Yobllidre tational 2,700, 209, 1,74, 4,577,181
Sociétd “rangalise 200 . 442 215
de Banque et de
rlacement
T. D, Sassoon British 500, 175, 4,790, 7,851,510
Banking Co. Found 000 000 163
Underwriters Savings  Sablonal 530, 125, 2,07C, 8,604,004
Bank for the Far Yuan o0G onC 269
Last
Finance Sanking Corp, Yalkwan 200, .o o .
Tael Q00
rientsin Commercial  llational 50, 1,162 W, TR 556
and Credit Corp. Luan 000 750
soscow Navddny - British - e ‘e .
Bank lound

Source! Anmnual reports of the banks, 1935; Ju-lin Feo, "Danking",

The Chinese ‘ear Bock, Shanghal, 1937, p. 303 The Chinese
Benkers lcar L,oo’IE;‘IT?%(g. ’ ’ 3 B RltEE




1y CAPTTAl~ewIt appears that there was & creat variely in
the proportion between capital and reserves, snd betsreen
tobal eapital funds and earning assets in wmany cascs, The
Hongkeng and Shanghal Banking Cerporation accwmilated acssebs
tobaling about !k}1,000 million over a pald-up capital of
only Hk320 million and a reserve of 1%kJ.00 million (of which
sbhout eSO million was mainbained in sterling)., A similer
praportion between gapltal funds and assets of approximately
1 ¢ 10 may be observed in the =, D, Sassoon Danking Company,
and was probably falrly general in the case of other Mritish
and Amerdcan banks, Durepean institutions had capital funds
ranging from one seventh (Deutseh-Aglatische Sank) to four
fifths (Crédit Foncier 4' Extréme Orient) of their total assets,
Japanese bankas showed an averape ratio of 1 ¢ 7. Dranches of
banks with their main activities outside of China worked chic -
ly en the basis of thelr own local resources, with no specisl
apprepriation of funda from the head office,

2. DEPOSITI=—-As & general rule, foreimm banks in China
accepted current, or demand, accounts and fiwed, or itina,
depogits in the common form used abroad., Japunese banks aiso
the so-called "speclal current accounts® which differed from
the usual current account in Lhat they were withdrawsble only

Ly passbook entries and were, therefore, less frequently



dravn upon than the cheoking sccounts. Deposits were made
and accounted in varicus currencles, mainly in the official
currency of each bank, but also in other foreign currencies,
in the Chinese national and / or local currencies and, wntil
1983, in taels, As 2 consequence, chanves in the.fi&mreﬁ of
deposits, as they appeared In bank ptatements, partially
reflected the chanres whioh oecurred in the exchange rates
between the officlal crrencies uged by the hanks and any
other currency in which deposits were accounted, Firurea of
inerease or decrease in deposits tended, therefore, to be
misleading, especlally during periods of monetary disturbance,
Fith these basic limltations, it i3 spparent that deposits
in foreign banks expanded steadily until 1930; in the follow-
ing years they nmaintained a rather stable level with minor
oseillationa and a certain tendency to contract, In 1930
the Hongkong mnd Shanghal Banking Cerporation showed current
aceounts ampunting to Hk5629.4 million and fixed accounts
amounting to HeL295,9 milliony at the end of 1936 its deposits
amounted to Hke649,3 million and k198,68 million rempectively,
Fith resard to deposits of hranches of forelrn institu-
tions, no informalion lz available, Mt the account undoubte
edly was very larpe, particularly in the case of British and

American banks, which were almost the traditional depositarics



for the Chinese capitaliste., 4ihe deposiis were largely
in the fernm of current accounis, although brust funds
amounted to considerable sms 1a a few Instances,

According their source, deposits may be elassified
inte: (a) official and (b) private,

(a) Officisl Depositsw were the funds kept for the
aceount oi publie avthorities, either forelgn or Chinese,
dnst of the forelm banks acted as Treasury agents for
their reapective Joveymmenis and, by reasons of political
relations and by right of extraterriteriality and autom
nomous administration, they adminigtered the funds of
thelr national diplomatic, wmilitary, and judiciary authori~
tier located in China,

thege funds usually ran into substantial fligures.
The expenditures of foreign Govermments in China were
eztinated at around CNJL00 milliml {or 480 millien) during
a normal pre-l937 year, Mmnds of the foreign mmicipalibi-
es and agencies of forel m concessions were likewise
administered by forelgn banks, In the year preceeding
the Singo-Japanese conflict, the total income of the Intey-
national Settlement and of the Irench Concession in Shang-
hal amounted to aboubt CN40 million, and that of the other
forelgn conceesions (in Tientsmin® Hritish, French, Italian,

1. “his estimate was made by ., Lann,
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and Jepsnese; in Hankow: French and Japanese; in Cartans
British and French; mnd in Amoy: the Internationsl Set-
tlemendt) amounted to about CN1S5 millimﬁ%/the revenue of
the British colony of Hongkong was slichtly less than
Hc%80 willion, and thad of the Por tuguese celony of Ha~
cao was sbout ONI5 millien,

The paymentz of the Boxer indemniﬁ£§§4wera origin-
ally included smony the official deposits with foreign
banks, The Oerman, Austrisn,fussian, and Thalian indemni~
ties ceased to exist to all intents and purposes by 1934,
The first two were canceled by the war and the other two
were meonditionally remitted in 1924 and 1937 respectively;
all four were used wntil Jamuary 1936 as secwrity for China's
internal loans, The Trench and Helgian indemnitlies were
fully econverted into two separate foreign loans in 1025
and 1928, and a foreign loan was lssued on & share of the
British indemity in 1954, <‘he Japanese indemnity continued
to be paid in sterling to the Yokohame Specie Dank in london,
the annual paymemt amounting to £393,857, All other por-
tions were remitted to China under various a recments (with

1., A1l the settlements and concossions were taken over by
the Chinese GCovernment after concludinw consecutively
new treaties with varicus countries for the purpose of
abalizhing extraterritoriality and ether privilepes since
the inauguration of the Mational Jovernment,

<« "he Boxer indemnities were orl-inateld from the seking
Protocol of 1701,



the Unitad States in 1908 and 1925, with Creat Britain

in 19%0, and with the Netherlands in 193%) and were placed
under the administration of Sino~foreipm boards of trustees,
The funds were thereaflter deposited with the Cantral Bank
of China and other Chinese modern hanks, =nd the only
balance which contirmed to pass throuph the forelm banks
wag that uged for serveles of foreirm loanm or for other
purposes abroad,

Tuping the ‘twenties, the Hongkeng and Shanghal Nanke
ing Cerporation held cumboms and salt receipts (with miner
portions allotted to the Dangue de 1'Indochine and to the
Yokohama Specle Bank), which. served as security for the
payments of the principal and intersst on for~im lomne,
At the end of 1928 the National Covernmemt carried on &
reorganization of ths Salt Inspectorate and of the Customs
General Inspectorste, snd placed them under the immedlabe
sontyol of the niebry of Finance, Ab the some time thse
ougtody of the revenue, which was emtrusted te the Insw
pectorates, was trangferred to the Mnistry of Finance,
which in twn deposited the main portion of the funds,
the ordinar+ balanco of which averaged more than 5100
million, with the Central Bank of China, In 1972 the
transfer ~f the balance to the Contral Uank of ifiina wns



was completed and only pension funds of the foreim
personnel continued to remain on deposlt with foredgn
banks,

Other official funds of a similar kind were the
sums deposited on account for forelin loons, Various
loan agreements required that deposlt of installments
for peyments of inbtereast or principsl be made at leust
fourtesn days and sometimes twenty days or more before
the date due, and the edministraticns of various rail-
ways were further required to deposit with the serving
banke 811 murpluses of the net revenus up to an mommb
sufficient to cover the following year's installments
of interest and principel, In some cases all the recelpis
had to be deposited with the servinc bank.

The loans secured by the revenmue of the laritime
Customs were constantly bonored, J{hree fareiprn loans
issued with the security of the renitted portions of ihe
Boxer indemmity (on the french, let~ian, snd Sritish
shares), In 1937 total installmentc and inbterest on o1l
loans with charpes on the customs amounted to S2.5 million
and to 4.4 millieon, payable into he ‘on don~ and Shan-
hal Banking Corporation, the Benque Belge pow 1'itranrer,

1
the Tanque de 1 Indochine, the Yekohaws Specie Tank, the



Dangue Franco-hinoise,and threc Jovernment banks (the
Sentral Pank of Chine, the Dank of China, and the Jank
of Commnications), °f th- loans scoured on Lhe salt
reverus, only the Jidna Igperial Joverntert & .op Cent
S (or Cent Jold Toan of 177V waz re 1larly serviced to
the Hengkong and Shanphnl Jankion Jorpovation and ibe
Bangue @ l!'Indechine. The risp Zoan of 1014 raalaed
in arrears with capital installwents, but 1t was entire-
1y covereld In 1080 and 1037, payments bein, .wade Lo the
Chartered Banik of Tidia, suslralia, aud Jhina and Lo the
Hongkong and vhanghal Bankin Corporabion,

All the rallwas Laansﬁﬁldcfauu betwecn 1...J and
1333, on beth principal and interesl, 7it: oaly lLires
axceptiong, Tsporiant readjusicent: of leans la Jefaulb
took place in 1005 and 1737 by awreeients bebtaven Lhe
“iadsiries of Loallways and Uinance and the crelitors
represented Sy forelgn banks (the longkong and Guenghal
Benking Corporatlon, the Jeufsel ~\siatlscl.e Dank, the
Chartered Dank of Indla, Australia, and China, aad Lhe
Ranque belge pooxr l!'kbtranger), Overdue interssi waa

1. loans on whioh full pay owe wers maiutained were the
China Imperial adlway 5 rer Cent _0ld Toan of 19R
(s€l Ly~ wicden allwoy)y Lue Juperial Minesc wovernment
5 Ier Cent Shanghal-l hew-dngpo .ailway Loan, and
the ¢ vex Camt ireasury Lotes of the Tsingtac .ailway.



either canceled or reduced, In the latter case, two
different metheds ware applied. Flrst, & new interest-
beardn: bond was issued emual to one fifth of the accu-
rdated overdue interest., Jeeond, a no~interest~teering
bond was izsved for the overdue interest, calculated at

a rate lower thaa that originally owed on the principal.
Repayment of the capital was spread over a lony perlod
from twelve to fifty yekrs, besinaing 1830, 1037, and
1510, low interest rates were fixed at 1% to 2 } per cent,
later Lo be lncreased te 4 and 5 per cﬂnt:'y

It is lmpossible to estinate the net balance which
wag lkapt by the forei:m banks in official accounts during
the yemrs prior to 10Z7, It was cortalrly very large amd
played an important part in their operatiens, since it
provided the banxs with fixed funds of charees, which
could be invested on especlally rood terms.

(v) Private Jeposits——woriginated chiefly from fore
elon natlonals and from Chinese capitalists, local Auner-
icem banks particularly atlracted small savines from the
#hite ‘usslen ﬂomnunity.z The laryest ammart, however,
wag ropresented Ly the current accounts of forelsn fims

end by the funds of foreimn ieligiomg, cducational, and

1. A1l the loan transictions deserve a more detailed dis-
cusslon, DBrief mention will suffice for our present
analysis, ‘aterials are drawn lar-ely frou offlecial
docunents, '

%e The fmerican-Oriental Danking Corporation, for instance,
had some 57)3.5 nillion af -nssian dennsits, out of
CN$8.3 million of total deposits.
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charitable institutions. Dusinecss investments and non-
profit property omed by forecigners wore estimated by
Remer in 1931 at slighil’ less than 2,000 million,
Hongkong includel, bu. [ anchuria excluded, and appro-
ximately 410 million or |15 million was anmally remii-
ted to China from abroad for religlous and charitable
purposes, Forel:m activities in China therefore supplied
2 substantial amownt of current iopogits te foreimn banks,
Deposits from the Chivese may be grouped under three
items, Mrst, deposits of Zhinese firms declined after
1530, when modern banks began to offer the suzme facilitl-
e8 on falr security and on better terms thon foreim banks
were able or willing teo provide, '‘oreover, since the pay=
ment of customs duties was made through tie Central Bank
of Chinz af'ter 1928, and Customs Gold Units be, lmning 16%0,
Shinese as well as forelgn flrms becane sccustomed to maine
tain a current account in Customs Jold T»its with this bank,
iastead of an account in taels witi: the lengkang and Shang-
hal Banlking Oorporaizion, as they did pravimmly.l Second,
savings of officisals, politicians, warlords, and of the

l. The Customs Cold Units w:s an accounting currency with a
gold content of 60,1866 centi-rans, which was substituted
in 1930 for the lailmsn Tael, ;-eviously used as the cus-
Loma accounting currency, T)’m exchange of the C.0,U, with

ths other currencies was fixed dall; Ly the Central Bank
of China,



bourgeols elements of China in gonersl continued to
ropresant the bulk of the fixed deposits, especlally
in the oase of tho Hongkony and Shanphal Bankding Corpe
tlon and of the National City Dank of New York.

Third, thes ao-salled ‘bad money," or wandering funds
gearcalng temporary safety, hald accustomed in foreign
banks to a censiderable extent throughont the political
crises of Jhina,

In gsneral, it may be sald that the swpply of
funds to the forsign banks was always abundant, although
there was no definite increase mad a decreawe wag some-
what noticesble during the years immediately preceding
1087. A surprising increase of deposits in the foreign
baaks durdng the recent war dvue to the flight of capital
should be regavded as only & temporary phencmemcn.

5o SILVER 870CL3~-Befors tne mmetary reform of 1985,
foreign banks uaod to leep thelr reserves in silver bars
and codngs they were the money bags of the sountry,
thireugh which all letgrnmmzm uovomerts -of white metal
were passing. In 1921 nearly 70 per cent of the silver
sbocks of dhanghal was held by the foreign banks, but in
the following years thely lmportance as money-lueepers

was somewhat lessened, and in 10081 they held only U7 per



cent of the Jhanghal silver stock, During the two years
following, as & result of the spectacular inflow of silver
into the vaulte of Shanghail, holdings of the forelgn banks
rose 4o 50 per cent of the totsl, A reverscl in the trend
mllwadjvm rapidly in 1954, however, when silver was exe
ported at unprecedented speed, Stocks in Shanghaiwers de-
pleted until April 1955, vwhen a "gentlemen's agroeument®
betweon forelgn banks and Chinese authoritios wes reached
in order to restrain the hanks from making Parther shipments
of silver abroed, It is irpossible to state how effestive
the agreement was, since despite the fact that 1ittle sllver
was left in Shanghal, the decline in the stock of the foreipn
banks continued, Tt fell fyom ONJ55 mdllion &bt the end of

April to CHOBG.7 milllen in September 1030, This decline,
however, may have been caused by buying operations of the
Goverrment banks, in order to gover their empanding note
‘1ssue and for shipments to the interior, E?m the stocks
had been depleted by wxports and hoarding,

4, ISSUL OF DANK NOTESw-«The silver stocks were kept by for-
elgn banks both as general banking reserves snd as specicsl
regoyves agalnst the note issusa, The clreulastdon of hank
notes issued by the forelgn banks wasm bobth gemersl and lo-

1, Vide Chapter Five for more discusslon.



gally wnrestricted, Foreizn bank notes may be divided
into two groups: bank notes lssued in territery under
foreign soverelgnty, and bank notes lssued in Chinege
territory. To the first type belonged the notes issued
in Hongkong, Dalren, and sbroadj the second type con—
gisted of the notes iasued by the offices of foreign
banks situated in China,

Bank netes were issued in Dongkeng by three banks,
the Hongkong and Zhanghal Banldng Corporation, the Char-
tered Dank of Indis, Australia, and (hina, and the ‘lorcag
tile Dank of India, Thelr total note issue in June 10857
amounted to 1k183,5 million, of which about I%k,30 mililen
to Hkj40 milllon was estimated to be in sireulation in
pouthern Ching, A swall anouwnt of notes issued by the Inter
netional Banidng Cowporaticm were in elreulation in Canton,
Vioter issued Ly the Bangue de 1'Indochine in French Indo-
China sand through its agencles in Thina cirenlated in
Tuanan and Ywangad,

The Yokchssa 3pecie Bank used to maintain a2 silver
note lssue in yen from its office of Dairen, and Lhess
notos circulated among Jupanese in northern China along
with those of the Dank of Chosen., lNotes issued by the Bank
of Tajwan circulated smemg Japane se residents in southern



and nortern mﬂ.zmT];/ Yen bank notes of the Bank of
Japan appeared in circulation in Shanghai at the end

of 1935, with little supcess, During the Jupansse
nmilitary eccupation of China, heowever, Japanese military
notes issued by the Yokohama Spegie Bank and the Bank of
Japan spread all over the areas under their control,

At the widdle of 1935 gome CNGE million in foreisn
bank notes was in cireulstion in Shanghal and about
CNEl.S5 million in Tientsin, These had been issued by
the Hongkeng snd Shanghai Banking Corporation, the
Chartered Derk of India, Australia, and China, the ler-
cantile Bank of Indla, the Internationzl Banking Corp~
oration, the Banque Belge pour 1'siranger and, for very
small smounts, by the Americhn-Oriental Danking Corp-
oration and the Deutach-Aslatische Bank, Foreipn Henk
notes were also In cirowlatien in Hankow (Hupeh), in
Chengsha (Thman) and in a few other cities wilth foreign
benk offices. llowever, the cirgulation of foreisn bank
notes was noticeable only in seuthern China, where the
Hongkone dollar remained the general medium of cxchanpe

1. Japanese notes were withdrawn from !lanchurla bepglnning
1937 as part of the plan te introduce a wnified cur—
rency issued by the sowcalled Central Bank of “anchou
under bthe puppet régime.

47
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for the forelgn comsuniiy and for all interepori rons-
actions, and to a lesser extent in Tlentsin,where lorelmm
traders and ferelim resldents wore still domdasmb,

In general, in 1985«1G37 the groblem of forei n currency
seemed to have lost its traditional importance, though net
being entirely out of existence., The yesrs following wite
nessed a Lamporary distwrbance caused by the Intrusiom of
dapanege nilitary notes as well as bank notes,



CUALTTR WOMRe O RATTOHS 11D ACTIVIZINS

There was hardly sy legal restrlotion isposed upon
the operations and ackivities of the forelgn bads, To sy
the least, most forelgn banks could function lle & wild
horse, For ilnstance, the Honghkong and Shanpghed Dankdng Corpe
oration was authorizedy, by the chartering Hongkong Crdinance,
to carry on "the business of banking, and as mwlllary thereto
the other business,® sontained in twentp-tipwe long paragroe
phs of Article 5 of the bank's regulatlons, o limitation
vhatever was set on opeystions, lovestnents, securities,
transactions, promoticne or on "all such other acts end thinge
in all parts of the world as ghall seen to the bank incidemtal
or conduclve to the attalrment of the sbuve objocts or any
of them,

Ihelr operations and activities may be classiiied as
Zollows s
A, VORCICGN LOANS AND T'7vLSUENLS

After tha Talping lebellion and the teoubles with
forelgn powers between 1040 and 1800, the Chinese Inmperial
Uovernment of the lanclm Jynasty fowmd it no longer possible
to maintaln the oustamary pollcy of meebing public openii-

=
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tures on a cash basis and thus bagan to eradually rely
upen internal loans and forelgn } The first foreign
loan was made in 1865, In 1874 loans to the Chinese
Tmperial Government were by the Dritish-chartered Oriental
Bank Corporaticn, Between 1975 and 1837, about ten loans
advenced by the Bongkong and Shanghal Banking Corporaticm.
These losns consisted of limited sums ot silver and pold,
for military purposes and payment of indemnities, They
carried anmual interest rates from 8 per cent %o 9 per cent
and were remularly repaid, So far no political loans of
grext importance were floatsd; and no pressure was exer-
cised by the financlal institutions over the Chinese Gcvern~
mant .

Henoeforth the dependence of China upon foreign loans
and foreign financing increased rapidly, After the Sino-
Japanase ar in 1895, loans to the Chinese Inperial (overn—
ment by the foreign banking firmes encrmously expanded. Two
war leans were issued by the Hongkong and Shanghal Banking
Corporation, In 1895 the Cansel Loan was floated by the
Chartered Pank of India, Australia, and China, In the
sane year the Hongkong and Shanghal Banking Corporation
entered inte an agrcemant with the Deutsch-Asistieche Bank

l" Vinlﬂko, H. MQ’ 220 c.’.t", pp. 42“620



for joining financing of the “hinesoe Uoverriwon!, Three
loans were issved under this arrangement; in 1705 ond
16898 for paymente of the indemnity to Jopan, and in 1805,
the only loan then conmested with the Boxer Indemilty,
Tha eonditions of the 1890 loan were particu’arly onereus,
as for the mm%’ﬁf#z.gm Liritationa were plaged weomn
Chinate tariffs and use of customs rovenes,

Foreign benks were very active in the finanging of
rallway construction and in the "scramble for concesslons
connected with it, In 1898 the longkong and Shanghat Damle-
ing Corporation formed the affiliated ritish ani Chinese
Corporation, 1td,, for the financing and manspment of reil-
ways and industrial enbterprises, Theso intereste remained

in centrol of the iuvestuent market Suciug the following
ten years end took over four issuez for a total anount of

£71.7 million ab en interest rate of 5 per cent and at prices
varying frem 9C to 93 for each 100 nowmingl value,

4 somewhgt similer relatiomship existed hotwsen the
Danque Belge pour 1'Etranger and the Cospagrde ‘Wnédrale de
Cheming de Ter et de Tramways en Chine (russels). Issues
made In 1803 and 1307 through this cowbination wers subge
cribed by Banque de Paris et les Pays “as. The Thartered

n i P

1. Stelesr, G, W., A fistory of s [ ’ corle. 1944
PP a10lo0n, Ty of the ‘ur "ast,  ew lork, iy
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Bank of Indla, Auetralia, and China served an Par Lastern
repregentalve for the sowcalled "Peking group," a finan-
cial and Industrisl corbiartion eontralled by Iloyds Bank,
The Russo~Chiness Bark, in addition te financing rallway
lines in “lanehrdia, hacked a Malrlan group with French
capital in 1897 aund beek ovsr 2 losn for rallways in
Shansi in 19200,

After 1908 the emelusive Britizh predominence gave
way to forms of assoslnted control, In 1605 the Yon kong
and Shanghail Barking Corporatlon and tts Rmague de 11T ido-
chine formed a smbaidiary comprnys, the Chinese Central
Radlommys Corpany, Ltd,, and in 1903 the two banks wrier-
wrote Jointly a £5 million loan, In the savwe year the
Anplo-French group wad joined by the Mevisch-Asiaticche
Dank, and between 1900 and 1912 the new combination
underwrote rallway Lssues amouwnting to obont £11 million,
In 1910 American intevests, represented ir the market by
the Internatiensl Janking Corporation, joined the com-
hination for underwriting the mlwang callway Loan of
1911, smounting bo £10 million, which, however, never
naterialized, Tn 1912 the Russo-Asiatic Dank (succesor
of the Musse~Chiness Bank, liquidated in 1905) and the
Yokohama Upecie Bank were aduitded into the proup as
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representatives of flooneial and politleal intorects of
thelr respective conatries, In 1813 this first “Jonsor-
tiun® subiseribed the Recr onizciion loan of the Chinese
Republigan “overmment, amountin; to £35 nillion; on the
eve of the conclusien of the negetlations the ‘mexdlcan
group withdrew for political reoasong, leaving the cother
five banks (Hongkeng and Shanghal Banking Sorporabion,
Neutsch-igiatische Bank, Danque de 1'Indochine, Yolohama
Spegie Bank, and Tnsso-lsiatic Dank) as signatories of
the convention,

Deapile the exisbence of this consartium, inde-
pendent instliutlons eoitloued Lo participabe actively
in investnments in China, The Chartered Bank of Iadla,
Iastralia, and China played o praminen. parl in the
£5 million Crisp losn i=zsued in 1912, The Yokohans
Specie Bank wndermrote an dssue in 1911 for an o wowt
of Y10 milliion, The Henque Selge pour 1Mbranger
arranged a loan to the lJompa;nic dndrale de Cheains
Je Ter et de ramwayw en hine in 101b for a sbipule~
ted amount of .10 mililon, of which only L4 mlllion
was actunlly isemed, The Bangue Industriciic Jde Chine,
formally a Franco-Chinese joint smterprise, began iie

1, Tield, F, V., frerican Participatlon in Olidna Consor-
tiumg, “hicago, 1931, pp. J=il7,




activities in 1013, and in 1914 it suegoritod tn a loan
of 150 million French fraongs, of which only twro-thdrds
were placced on the mariet,

Dupiny the Mrst Jorld er, Jopmneszs bonls starbed
an extensive Jevelopment In China, TIn 1917 +he Bark of
Taiwan, the Bamke of Chosen, ind the Tndustrial Bank of
Japan established & Jolnt syniicate, which, throush the

Exchenge Bank of China, became respemsille for t'a s

called ".dghihars loans,® These lomns were granted to

1/
departments of the Jemtral Joverrment ot FekinT, to pro-

2
vineisal yoverrmmentz, and to other authorities and enter-

prises,

Cf ehief lmporbtance amoug ‘hese were the loans ve-
cured by stock of 'bl'm Bank of China and ine Yank of Come
mmications, amegunting to about ¥ 50 million. Cfficially
21l lomms were made for econg r%c ourpoges, actusl’l; rith
a view to political Interests, Although the tern M-
ghihara loans® ls limited, mirictly spoaling o the loms
gonbracted by a Mr, (Ashihara, of ile Sank of Chosen and

personal representaiive in China of Tremier Count Terauchl

1, dnistry of Communications, dnlstry of Finance, olhers
ungpecified

2, Kwangtung, Mukien, Hunan, Shantung, Chili, Fengtien, and

Kirin,
8. Tt was the time when Japan presented the "Twenty-one
Demands" to the Chinese Government,

a
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of Japan, it covers, Lrondly spealdng, all e wmsecured
or inadeguately secured loznm wmade by thla syndicate during
the Tirst Torld War, The anount of Yhese lowns Lo not
definttely mem,l and Jdevorts ogtivwbe f -~ oroxioately
Y1.0 million, based upon thret of the Chimese Tinanci
Readjustment Sommirsion of 1927, i= pre'ahly belon the real
sum atdvzmcech/ The policy of th= gnileate ~lss involved
rastrictions apon the sctiviblies of tre Tn'nhewm "pocle
Bank in China &nd the ~rambing o new vihts to U Dank
of “hosen, The Yokohama Specie Dank Joined olher banks
of the uonaorti.rn in »rotectine coertein activitics of ',
d
Hshihara,
Merican withdrowal , Torld "or, and -anewrors of

the Japanese banking srlcate congllercly decreoie? the
importance of the Consortium of 1912, Toward the end of
the Yar it seened thal conditlons were favorable for 1is
reor anization, which wes achicved in 1220, The fneri-
can group was admitted sraln, 'ind the myter of axebors
wag enlarged pernaps boyond Lhta needls, JIbthem © ~ome

1mportant 1 «lepondent vmddcztas o Lmel L~ revaln al-
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side (Orisp and Belrlan Ymdicates, for instavee), Japan
participated with the explicitly sticulated condition of
a free sphere of influence in Mgrehurda, Thina, howover,
never recopnized the new Consortium, ond when in Mr}&mci&l
need she tried to obtain loans from obther smrcea’}']y

In 192% a Japaness banking syndicate oivanced nhout
740 million 4o the Chineso Jovermment. throush the Yokohoma
Spesie Bank for refundin: purnoses, Thiz hank played s
important part in the financisl readjustnonts arising from
the return of the Shantune province to Thina, zm?l in this
conncctlon it ifsgved two loans in 1720 and l.f?f’.fﬁ,ﬂtnm”i ing
7Y wiididon,

The Dangue Lel-e powr L!'otranger arronoed o lean from
the Socidtd dltinterprise en Chine Tor supp™y» of rallwey
natexrial up te an amount of £3 willion, of which only
W was veed durdng 1922 and 1928, In 10201777, the
Banque 3elge pour 1'Etranser and the llederlendsche Uendele~
tiaatsohappl) izsued Chinese Treasury notes teotaling 158
million Delglan franes and *L =illien florin- for the
aceount of the Compagnic (dndrsle de Cheming de Ver et
de Trawways en Chine and of ithe llederlandsche Syndicnat

- . ———

1. ‘emer, C. F., op. cit,, pp. 32525 Meld, Iy L4, 2.
eite, pp. 1154 *J; “Tarnerie mnownmnt For Internctidral
mace, The Consartium: The OfMelal Text for the Four
mre‘x's’ "Agrwmont for a Toan to Uhina ond delevent

TBCUNGNLHy WABNINpLon, LUSLly DPe Ge
2. The Tetirn of the Shambhmg province bo China wes the
rosult of the Jaghington lashinpton Conference,




Veor Guine, The “lekory loan of £17 .dllian vwi8 cone
traoted through the Chartered 3ank of India, ivstrella,
and China and the Londos lLloyds Sunk in 1915, 1 the
sane yosr the Continental 211 Jomerciel Jruwbt o1 lav-
ings Benk of Thieago (one of the painerc of the Ssilu
Banking Jorporation) ilssic” Qriicar Tressucy notes
amounting to Ny 5 million, In 19.2 ani 1625, the Danca
Italiana per la Cina .avjotiabed o2 behalf of hic credie
tors a settlenent ol the fm.:.1r Australian loans (the
so-called 3koda Leanj, invol.iny &.,7 wlllion, foreign
lending cene to & stanilsllll &fte - 10 1: v eny Jue
defaults, the divided authoriily of tiic Consortium and
the chaotic politlcal ci’wui illon, Chlizs. credl. sxi. to
itc lowest level, while U usuully ..ulv. .oovign Lanks
were in a state of hecitancy before "l advancesent of
the Natienalist campeigns launched from tue sout!

Uader the Vationsl Uovermmmt, v'.ich was esteblis-
shed in Nenidng in 1927, only ihroe now lssues of foreign
vonda were made ‘hrough foreign benksy nancly, the Chine

se Republiec O ver Cent Loan cof 1728, the Jhinese overn-
neat 25rd Year G Per Cent lound Sterliny .demnily loen
of 1954, and the Chinese National _overnuen. G .cr Cent

i

» 3noe 1t wuz the smmounced policy of the new Governsent

not %o yile forel. b1
. up g o ‘igltiens, contacts with foreign
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Shanghad~Ningpo~lathow ..ailviay Comgpletlon loan Of 1536

During the cmergoncy peried of the ‘ccond Jorld Jar, loans
were contracted direclly with cic Jllied Jovernueats instead
of with private banka.

Foreigm'banks wore the naturzl credit agenci.s of
fareign comminities ia the Far Zasi. the types of credit
and the precedure of granting it lacked the sirict require-
mants dwd.&v banks in veatern contxries. In jmoral,
while same banks (such as the Brisish) lent assistance te
promaters of cammercial ad indu;atrial cntorprises, qther
banks, sspeclally tho braaches of imerican banks, limited
thsuagslves to vhezfinanqim; of existing snterprises oca a
short~term basls,

1, The Chiness jepublic i Jer Jemnt Loan of 1yi} was lasued
sbmagicecf fo&a%talmwtdmemilum,
ou, thequwe"’ Je pour 1V3 red: analle by
amortizsation between 1928 and 1941, m’%imse Govern~
mant 23rd foar 4 Per Cent Pound Jterling Indewdiy loan
of 1934 was issued at a price of 90, for a total amommnt
of 1.3 redeenable in tw éy-rive yoars bLegline~
ning in 1935, gh the Hongkong and Shanghal Banking
Ceryoration, the Jeniral Dank of China, andt.hn&mkof
Counmicatinna. The Chinese National Government O Per
Hanghow. Tallway lebion Loan of
msem ssued a price of 9%, for a amount, of
21,1 milliong ascured on the revenue of the line, redeem-
able in tmt’:.y‘-ﬂv. years beginning in 1941, through the
British and Chinese {Con.enz cnd Shanghal
Banking Corpoxration) the China Jevelgpment Finance
Corporation (Bamk of China, the Central Bank of China,
and the Bank of Commmnications),

2, lee, 7, ., Currency, Bankdiny, and Timance in China, Jash-
ingten, 194¢, pp. ~G3 Imerican —cononic iisslon, Ameri-~
c;n u%‘rade in’the Orient, New York, 1935, p. 85, for criti-
c ™
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Loans on real esta.e and investucats, ciblor made
directly or thyough finange and real csinte coypaalcs,
were common practice Lo various oxlonts bvefore 1702, bub
Whis type of oradit nesarly cemsed and new
advances were then limited to 30 or 40 per cemt of lond
valies, The exteat to whlch forci.n banks were conected
with this type of credit iz wnimown, It is brlieved that
only 10 per cent of the fands of the ongkonr and Shan -
hal Banking Corporation wers invested in real estate, with
special praferende ror biie Hongkong ;nmille slililios, Lare
ticularly vharves, JIn some casey mach inve-tments assumed
speculative proportions; e, g, the Anerican~Oriental Danke
ing Corporatiom, and brought about bankrwptcy to the Insti-
tution, Savings banks, such as the Srddit Pemcier d'ixtréme
Orient, carried 50 to 70 per cent of their total as:;et.a in
worgage deeds and real properties throughout the dspression,
the Irench lastitution, the Intornational Savings Soclety,
utilized 4its fnds in vorious ways: loans to wmembers amounted
to 3 per cent of he totalj loans to and investnents in
forei,mn enterprises in Jhina account .l for b1 por cent;
investments in and loans on Chinese Zovormment bonde and
Treasury notes made up 17 per cemt, and loans and invest-
mants in real estate comprised 17 per cemt,
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Tnvestments n bonds md shares usually were impert
anh in a foreign bank's portfello, At the end of 1930 the
Fongong and Shanzhad Bamdng Corporsbion had more than Hk
$300 »3)1lon, or one third its assets, investe!l in British,
Inttan, c¢olonfal and other gecuritiss, Advances weore made
to Individualy ad brokers on Coverrment or private secur-
ities, with mpealal preference.for those with a worldride
wavket and which were officlally qouted on national stock
_exchanges, Cortain locsl foreign securitles were 2lso usual-
1y mcceptable as collmteral for Joans, These 4included publis
utflities such ag Sha nghal Power, Shanchal Taterworks, Shang=
hal Telephone, 1!Energle Elecirique de Tientsln, and a faw
land hdebuntures, in addition to rubbar shares in Shanghal
and Phillppines, old mines ghaves in o long,

B, FPINANCING 07 MOREIMT T7ADD

The larpgest part of credit oporations of forelgn banks
was connected with the financin; of ferelgn trade, Uniform
rules &id not exist, but some custons were penerally followed,
While the statistical flpures of the forci n hanks along this
line of business are various from year to ycar, the methads
they adepted can be dealt with in cetalls in ordar to show



T .xport finaiels, forel n banks reonted sowcalled
"paciLny eredibs® to the (xporter in the form of cverdrafts,
The amount of thege credi. s vas cup, osel Yo cover only the
expenmos of prold o anl shippins the osod:y Lus in o' fect 16
also covered Ll purcahse of tho goodsy sinoe 14 was pranted
wy %2 zboul 90 por cent of lie valuc of lhe mnorchandige and
wag cencrally ronewed or ortendel or extonded al maburdity,
Thage ovordrafts wore sceursl cithor by sopeified poods or
by all the exporter's cools kopt in his own powdosn (Ware-
hoame ) anl in e go-downs of the boal anc others. The loe
terect charred varied frorc & Lo 7 per cont a yoar. La the
case of packing credids yrantcd by overdralt oo unspeciiied
goods, unserupulous erporter could obtaln saltiple ad-
vances on the seoull, of the spie poods from varlous banks
and leave the creditors with the low priced goods afety
se11liny oub the nost ..nrle lable nerchandisc,

fhen the -nods were ready for shipment, geveral forms
of fiazacing werce open to Lhe exporlor. le could obtain
a letler of credlt from ..v Inporier and selile e pashing
ero 1t by dolivering to the hanl: & V1!l ol wxolange Jrawn
ont the importer, togethor with the shipplog Jocwsents. The
lettar of crelit was seldon used, howcver, mad shea eford

eredit was obbtained thromgh the forsien imperter, it was



normelly in the frrm of the sowcallsd Mdoowron® 1y credli .""2./
Thie Instrument hns heen defined rg mn 2t ord-~t3 o by the
importer (hrnad) 40 Ws Yerker (10 Chin~ or chwroad) to nake
certain advances to the exporter (Ir “rina) - . 400 regponsie
tility of the tmporter, Tt was in offest ¢ speelsl * e of
irrevocable sonf?rmed oredit o cnel Ly a Tk ¢ 7w instance
of an {mporter in fhvor of an exporter, "he hank a_r.cl to
makd advanses on the M1lx "o exporter »1 Wt rav o, on the
Lrrorter, onl *hn trpovter o rec’ he acconl and $o poy smch
Bills ot ltby, wp B0 2 certain ot rnd aalae’ T -1very
of the ¥hipping document= famiad on the '~ rrie? a0, duly
hrpothecatad In favor of the hank m?Y hept ag seonrity for the
payment of thre bills, The pacting erved*s conlld "ercfore be
settled throurh the 411x drasn Ly the ~ porter upon the forw
elm Dmpérter and pald by the bark opaditin Yo aporier in
the name of the DLiporter, SBince Lhy o7 orter, on the other
hand, was 1ot rolleved fron the Laa’ 1ty attached Lo the
drower of a W1l of exchange, the bodk wrs cotercl by &
gecurdty of o Jolnt vos. ui%114ty,

Yfore nmel, however, was the Yamue of the "tr-', rocelpt,®

The hank which opered the packine credit pemnd'ted the shipment

1¢ Speldin~, ¥, ¥,, nmm “xhanpe, «hmrmcv,ami ~inence,
1918 TET=Ty Spald.r;,, de Tep rOreign LXChEDZE
and Poreim buds, Londen, 1952, pp. nTilas
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of the goods in question apainet deliverv of the ghipping
docunents and acceptance of a trust receipt by the exportier,
by which the exporter agreed that the goods shipped would
continue to remain ag security for the lean, If delivery
of docunments {rom th® bank to the foreim ivporter took
place agalnkst cash payment, thisz risk assumed b the hank
wag lizited, DBut usually the bank delivered the documemts
to the imporier acsinst his endersement of the trust reeeipt
issued Ly the exporter, and authoriszed the importer to movo
the goods still unpald to a warehouse for his om accomt,
However, if all poods deposited in the importer's warehouse
were previcualy hypothecated for overdarfts cr loaas erant-
ed to him by other banks, the bank which financed the ex-
port en the trust receipt lost the privilsred security of
the goods, which became part of the security for the over-
drafts or leoans pranted by the other bank to the imperter,
This system of trust receipt was in existence from the
beginning of foreim business intercoursge in ths Orient,
end contributed greably toward the development of forei-m
trade in China, but it had no foundation in lew and wes
never recognigsed by the Hritish cmzrt.’é?%“/

Trust receipls, as well as paclking credits, were

1. 3ritish couris denied any legality to the trust receipts,
Vide comment by £, Mlschor, Tlaace aal Co morcs, Legten-
ber 2 and VUctober 35, 1032,




both based on personal cenfidence, whish characterized
the sepelinl way of dedling in the Orient among both the
foreign and native communitles., They alse evidenced the
manner in which the forelgn banks indwlged in fishing for
profit from Chloa'siorelgn trade,

Tmport financing was slso done in different ways,
If the importer was a locsl foreign firm, credit @a
usuglly granted directly by a losgl foreign bank, If the
wmporter was & Chinese firm, aredit was custonarily (rant-
ted by 2 native bank and trangferred to a foreign bank
through the issue of a native bank order, This method
of financing losh lmportanse, however, when ciroulastion
of the native bank order became restricted and modern
banks began taking over the direet financing of imporis,

fmerican firns ususlly reguired 2 comfirmed bank
eredit and payment against delivery of the shipping docu-
ments, In most cases the flnancing of iwports was hand-
led by the forelygn exporter, who secured a documentary
bank credit, on a joint responsibility of the exporter
and the importer. Terms ran Irom 90 to 1R0 days for
congumption goods, to tko years or wore for capital goods,
These and other facilitles, such as lnstallment payments
and combined barter trasactions, were coumon especially

among British, Belglan, French, German, and Japanese



bankes which were connetrted with englneering works and
commericial and shipping enterprises,

An Dmportent development in the British system
of comercidl oredit to China took place in 1936, The
British official Export Oredit Ousrantee Department
agreed to agssume the risk on & piven percentage and for
a given total ameunt of experts to Chima, i1 order to
relieve the Dritish mamfacturer from unbearsble losses.
The precise terms of the gursntse remained secret. 4
special office was esteblished In Shanpghal wntil 1941
for the examinatlion of the apllications made by Briti-
sh firma, This method may be considered zs 2 conbina-
tion of insurance and Govermment subsidy. The purposs
is ebviously for expmnding exports inte China,

As a matter of fact, the facilities offered to
forelign trade in China were slwaye larger than in any
ether country, The danger usually consisted of over
trading positions, rather than eredit difficulties,
During 1982, for instance, when prices were sglackening
rapidly, importers were acouwmlating large stocks of
goods finanged through decurmentary credlis, the ulti-
mate risk thus being placed upon the foreign exporter,
Preposal were made to the banke at the time to require



a speclal margin from the luporter~-a cash deposii, 2
native bank guarantee, or & cash payment of £5 per cent
of the ecredit. lowsver, the foreign banks were unable
to reach any agreement, owlng to the inbense competlition
existing among them, During the fellewing years facili-
ties for forelgn trade were partislly taken over by the
Chinese woderm banks which were sngaged in the foreign
field.

Ce TRANGFER OF FORZION AND CHINLS! RUNIVTANCDS
The transfer of forelgn remittances Ly loreimers
end Chinese to Chine was angther important aperation of

the foreign banks. Acsording to Remer, remittances from.

ovaerseas Chinese ingreased from an annual average of CU
+9 million during the perled 187134 to G¥)200 millien
Mg the perled 1014~30., Other remittances and ex-
penditures, to and from China, such as mizsionary and
beneficial remittances, diplematic, towrists! students!
and trevelers' expenditures, amountoed to sbout CNJRSZ0
nillion in 1928, In the years Immediately preceding the

Sino~Japanese hostllities, remittances from Chinese abroad

wera sstimated at CHy250 million to JHOB00 million (or
epproximately 3585 million), large parts of these ro-



mittances came fr'om the South Seas and southern Asla, and
these were made through the Hongkong sad Shanghal Banking
forporation, the Nederlandsch Indische Handlesbank, and
the Banque de 1'Tndochine; frem Formesa and Japan through
the Bank of Talwan, and frem the United Stabtes through the
tational City Bak of New Iork and the Chasc jletional Bank
of New York. The sums remitied through modern banks, such
an the Bank of Cawton, the Chinese Overseas Bank, the Bank
of East Asia, a few native banks and the overseas branches
of the Bank of China were not of great importance before
1988,

Remittances were almost exelusively eollected In &
‘few portej hemely, Henghomg, Swatow, and Anoy, since most
of the overscas Chinese were from the Ewengbung mnd Fukden
provinces, They were traditionally acceunted in longheng
dollars and transferred Lo the interier throvgh Chinese
bank®, In handling remittances, the fereipn banks wore in
2 more favorable position them the medern hanks, ewing to
a larper nct of branches outside of China, snd to the fact
that overassas Chinese were accustomed to send thelr savings
through Tlongkeng, The introductien of the national curren-
ey in southern China and the establishment of foreiym bran-
ches by the Bank of China and of foreign correspondents by



the [wangtung Previncial Tank resulted in a division to
modern banks of & portion of the remittances after 1085,

Dy UABAGLIINT OF IZXCTANGHE RATES

The lssue and paymend of ;irafts in foreign currencies
requires & previous operationy namely, the fixing of the
exchange rate at sight and forwerd, In the 'twenties the
Chinege market waz entirely dependent for 1% upon the
foredgn banks, ‘he spening rates of the Hongkony and Shan;-—
hat Banking Corporation were published at 9:80 am, in
Shanghal and at 10 a.m. In the other branches, and these
were accepted as the officlal quotations in the market,
They were expressed in sterling on the basis of T/T rate
or Ienden, while for other currencies the Lenden cross-
rate was used, In 1930 the National Coverrment intreduced
the Cugtems Uold Unlt, an accounting currency baged on a
hypothetical pure gold content of 60,1866 centigrams (equi~
valent to the gold welight of the "3un," the monetary wnit
proposed by the Lemmerer Commission), and the Cemtral Bank
of China began gquoting its exchange rate in tacls and yuan
on the basis of the T/T rate of Shanghai on Jew Yﬁrk."‘v

.M’l‘.er the Unlted States went off gold and the exchenge

1. The Chinese Yerr Book, 195531, pp. 12702,



rate between Shanghal and New Yorl: ocould no longer be used,
two important changes took plage, Deginning in larch 1934
the exchange of the Cusboms Gold Unid in silver yuin was
galoulated according bo the Lendon rabe of gold ingots on
the previous day and the 7/7 spot rate on london, After
Septenber 10584, the dally rate of the Sustona Gold Unit
thue established was used for fipordng the standard price
of gold in the Shanghal market, on the basis of which met~
tlement could be legally effected for incomplste forward
gold transactians and "no o{pﬂﬁi‘tton could be bhrousht to
the fore by elther party.'” Ihe steps baken by the Central
Bank of China tendsd t¢ briang the exchange of the silvex
under its conbrel and to vestrict the epportunity for arbi-
trage operations, as these weve effected through {ictiticus
buyring and selling of gold bars in the Thanghal, market, -
The positlen of the foreign banks wasz, however, only
slightly impalred hy these measurss, because as long as
silver was bthe monetary unil of the gountry, foreign ax
chanpe rates frequently diverped from the price of silver
expressed in gold, and these variabtious pamitted prafit-
gble mandpulations, Durlng the perlod frum 1931 to 1935,

1. Articles 5557 of the levised Business Dy-lewas for the
Shanghel Gold Stock imehange, Itd,
2, Such situation remains te be true till the present days.

Wt



at first owing te the ropid Jdecline In Lhe price of silver
and later ewing to lts repld rise, forelgn banks often had
A rficulty in obtaining abt current rates forward exchange
o cover their dally transactlons, As & resull, they ine
creased the margins between buying and sellis: rates, by
lowering purclhmsing yates or ralsing selling rates er both,
thereby often obtaining considerable grofit., Cross-rate
operations were in fact made not only for gemulne reguire-
ments, but almo for gpeculative purposes, espoclally during
the rapid changes in international exchanze rates, Shanghal
was a typlcal speculative market on bullion and exchanges,
and forelgn banks developed into the wost important medium
through which such operabtions wers carrled oub,

The role played by the foreign banks in the fixing of
the forelgn exchange rates between 1955 and 1037 became one
of co-cperation rather than lesdership, .Jith the exeseption
o the Japanesc Lanks, whose branches in China adopted a
policy of watchful walting wntil ‘arch 1937, all foveigm
bvanls followed the exxgple of the llonghong and 3hanghal
Danking ’Jcrp@ratio”%f/wlmam shanghal manggerkepl in close
touch with the Chluese financisl autlwrities, and like the

other lsading foreign banks, co-operated with them as mnd

1. Hongkeng and Shanghail Banking Corporation, Annual Survey
for 1535, Honpkong, 1036,
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when possible,”

This policy was fully acceplted by the suthorities
of Hongkong, Fellowlng the natlonadization of silver en
Degember 5, 1955, the lecsl nobe issue was secured up to
a fixed amount by sterling credits, These credits included
the certificates of indebtedness delivered by the colonial
Covernment in exchanpge for silver, and the sterling securd=
ties deposited with the Crown Apent of the Colony. Above
this limlt, a 100 per cent reserve consisting of sterling notes
was required for any dollar note 1ssued,

The centrol of the exchangn rates was entrusted to o
committee consizbing of the Colonial Treasurer and the
general managers of the banks of issue (Lhe Hongkong and
Shanghal Banlcing Corporation, the Chartered Bank of India,
Augtralia, and China, and the lercantile Bank of India),

The new Hongkeng currency was defined as a "sterling managed
currenay,” lewever, the policy followed after Novembey 1835
was dirscted toward bringing the local oxchange rates inte
harmony with Shenghal, /hile the official rate of Shanghal
on London remained unchanged from November 1935 to August
1936 at ls, R,375d,, the rate of liongkong on London (fixed
at ls, 4,43754, in December 1955) was frequently altered
and then gtabilized in August 1930 at ls, 2,0700d, As a



result, the premiws of the Yengken- dollar on ihe nalional
yuan wag leowersd from 11,15 Lo 2,00 por cent,

It was always renerally wecopniged thab "Uonrdong ls
scononically o part of China,® and had, therefore, Lo keep in
touch with the mosetary chanpoes of tl.e courlry, But ia the
past, during the fall and rise 4in the prices of silver, a
premivum of as high ag 30 per cent was usual on .onghong notes
over the silver and Shanghai currencies, lxuhhough proposale
were advenced for readjustments, liitle was ever dome., In
1035 for the first time, the longkong autherities manifested
defindite intercst in readjustl. v the colony's nonetary Syoe
ters into harmony with the national currency of China, just
when the ferelipgn banks in Shanphal wore losing thelr btradi-
tional oonbrel over the exchanps market. “Thim atiitude of
co-gperation Ly the ferelgn bLexks, and particularly the Brim
tisch, was regarded 25 & wost Important contribution teward

Py
L&)

“he policy of etabilisation pursued Ly the Hational Jovernmemb.

Thin new attituds, howsver, was a leparituwre from thelr tradi~

tional leadershilp and independence 11 the ficld,

D, Croryse Tysper
FPoreirn banks malrtained n sbrictl, Ladivideslistic
attitude, aid ceeaperation or comuon policy beyoemd syndicates



for the lasne of loans was almost unknown aron,; them, Loocal
Forel n ixchonge Bankers fsscciation were established under
the presidency of the Charbered Denk of India, A stralla, and
China, in Shanghai in 1017 and in Tlentsin in 1024, with the
aim of co-ordinatin-~ thelr buainess methodr and for social
purposes, A plan to introduc: a clesrli: house, simllar to
and possibly comnected with the Clearin; House of the Shanghal
Bankers Assoclation, was storted by Americen and other forolpn
banks in 1932, but it failed, apparently owing to the reluce-
tance of two large Dritish banks, jlowever, a clearing group
wag formed in Shanghei by the so-ealled Mund banks, o term
applied to membors of the foreirm DIxchanpe larkevs Assoclation
and a few ~odern banks,
This group conslsted of the following banks?
Charterd Bank of Indla, Australia, and China, Hongkong
and mmg}wi Banking Comeration, jercantile Sank of -Lndia
r. and O, Danking Corpar@tion Bank of Chosen, Bank of wi—-
an, ‘itsul Bank, "itsubishi Ilank, Sumiteme Bank, Yokohama Specie
Ba.nk, American rxpross Cowpany, Chose Jank I»atimml Clty Bank,
danque de 1'Indochine, Nederlandsch Indische Handlesbanl, fieder
landsche Hondel-lisatechappil, Dangue Tel e pour Y'Tiranger,
Ranquefranco~-Chinoise, Central Bank of China, Bank of Chlna,
Tank of Communications, Commerclsl Dank of Cfu.:m, 1.ianssu Bank,
Joint Savings SJoclely, Joint "eserve Ioard of the ! Hative Lanks

Clearing f*asociaticn, Banca Ttallana per la Cina, Jeutser—
Asiatlische Bank,

1, The chief purpoae o the Forei m daxchanze Dankers Associa-
tion was {o facilitate the operation of foreiym exchange
business, Iis regulatiana conslsted of thirteen articles,

Vide The Chineme fear Book, 1037, p, 535,
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Strictly coedidng, there vas no clearing s sben asons
these bankg, and each oae cleaved iniependently throuh
the 3ank of China, wiich rendered the service of checking

1
and erediting anl deblving odd aceounts of the balaaces,

Before  he closs of busineas, each bank sent a nessenger
to bhe othor banks to collect the iltems due Jduring the day.
Jhen all items werc recelved, each debtor anlk issued a
cleaxing allp on the Banlc of Thina Lo the account of tho
ereditor bank for the balance due {the so-called class I,
slips). The clearing banks were nob required to keep any
deposlt with thic 3ank of Chinay they were allowed to Jraw
the ¢learing slip because, {lorercrding odl cmounts, e
difference Lelwesn Joblbs and credit. would Le settled by
cagh paymmts or by eall leans, Defore the nationallzztlon
of milver in loveuber 105U, khe debtor banks used to issue
w0 the creditor banks a "safe custody recoipb,? Lhat !
a vecelpt for so much silver eamxmsrked Ly the deblor bank
for the account of the creditor bank,

The collectlon of forelgn bank crodii on a viodern
wank not belonging to the Bund group could be oifected in
two wgys. The foreigm bank could keep o depogil with a

1. Before the asbolitlon of the tael in 1938, this scrvice
was rendered jointly by the Jank of China and the Honpg-
kong and Shanghal Danldng Corporation.,
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Mund bank, through which a special clesrins silp {the so-
called olass 11,2 slip) was lssued in favor of the forelgn
bank, TFor payments to modern banks, outside of *hr Thmd
eroup, foreim banks always nsed clearing =lips of this
sccond type, deposited with one of the modern Tund banks,

The credit items of native Lanks on foreirn beanks
were sent to each forelrm hant through the Joint Reserve
Boaxrd of the lative Banks Clearinp Assoclation, which, itgelf
beinr & member of the Bund group, aleared the balances through
the Bank of China., Forelin banks sent thelr credit items on
netive banks to cash onc Individually; rative banks returned
clearing slips (N.2) Arom on & modern Mund bank (use.dly the
Joint Teverve Board); thess slips were cleared through the
Bank of China, In practice only the Dank of China and the
Central Bank of China acted as nsembts for the inter-group
collection, This method of mettlin- Lalances wesz wdovbiedly
rether combersome, but it was jnsd another cose of tho strenpe
th of tradition in the Orient, even among forelmn communities,
In Shanrhai it wog often gald thet Yon-kon~ veople did not
make use of the telephone, all "ransactions beins made through
memoranda transmitted by messongers, BDe that as it may, it
does not seen that Shanrhail people went very far in the use

1/
of new methodsof banking, especimlly in the case of clearing,

1, Chay fercy, "The Various 'lethods of Bank Cleeriny in Shanp-
hal, " Finance and Comerce, fMupgust <1, 1935,
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CHAPTUR FIVD: INFLULLCT OVR CHILA

A, POSITION OF POREBION DALED

Tt was only the sxeeptional conditlons in which
China found herself during the debacle of 'he llanchu
Jynasty and the early period of the Hepublic which per-
mitted the forelpn banks Yo step into various catepories
of eperations, If one were to sesrch for lerality, he
would be obliped at & lome ond only to admit meny thinps
beyand the senae of normaley,

In destern eountries, the domaln of forelgn banks
is generally confined to foreign commnities, foreimm
trade, foreiym investmenis, and forelgn exchange-s domain
subordinete L¢ the contrel of the money market Ly ceniyral
and national institutionm, In China, however, foreign
banke hed previcusly condusted eperations peprbalning
gtriotly to central institutlons or domestic banks., They
had been able to evercise a dominating influence, inter-
nally and externally, on the meney market through thelr
cuatedy of public funds, customs and salt revermes, and
railway recelpts, Lhe issue of bank notes, and the monow
poly over foreiyn financial transactions, <hile foreipn
banks rdght, Lo some extent, have served renuine econauic



needs, they had, however, prospered merely on the nisfor-
tunes, rather than the fortunes, of the country.

At the conclusien of the Oplum Jar in 1942, forelm
institutions had originally been restricted to the Treaty
porte and had been prohibited from maintaining branches in
the interier of the country under treaty commitments., These
restrictions and prohibitions were never strictly observed,
Yvery subsequent trouble between China and forelgn powers
furnished the latter a fresh opportunity to bargain fer new
favors, Unfortunately, such troubles were too mumerous.

Woreover, laws and regulations of the Chinese author-
ities were not applicable in many cases, such as British,
Mmericsn, Japanese, French, Itallian, Delglan, Dulchy Port-
umese, Cerman, and Zusalan banks, These banks were working
in a aystem of extraterritoriality, which exempted them from
control or interference from Chinese authorities, while their
ewn national laws and banking regulations were not rigldly
applied, In consequence, they enjoyed a most usual inde~
pendence,

Altheush at a later stage seversl powers, such as
Germany sad the U, 3, 3, R.y forfeited their extraterri-
torisl righ’ks,lthe enforcement of Chinese laws and repuls-
tione with regard to the few banks belonging to them and

1, Germany after the Versallles Treaty in 1920 and the 7,3,3,2

sede iy

gfber her ucveluticm in 1821,
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sone Sino-foreim banks were entrusted to ihe Chinese
Special District Courts opersting in the foreimm con-
trolled areass by agroement bebtween China and the con-
cerned powers, In these cases, certelv privileges were
usmally sranted 1o the foreism ingtitutions or they
¢ruld easily g;aﬁt around Chinese contrsl Jue to sctual

clroumstances,

B. ECOIMIC AUD POLITICAL Of)l!:“:}i“j«,_.{} WSS

The succeainl empansion of forelgn bankz in China
wag chiefly due, aglde from the afore-mentloned poli-
cal factors, to thelr belng the only Internstional ing-
titutions in the field., This situation prevailed before
the ap.earance of Chinose modern banks in luternabional
warket in 1083, Tven afterwards, the influence of some
older forelpn banks has sbtill Leen potent, thoulv Jeeline
ing.

“widently, the oulstandin: atatus of Yoreiyn Lanks
may be ascribed Lo two major premisesy nomely, capital
strength and maltiple activities, Tor example, the total
pald-up capital and reserve funds of the banks of a few
nationalities at the end ol 1235 are: Mritish banks, over

1, Ispecially because the U,3,3,7, offored to forfeit her
extraterritorial rights, she asked for more favorable
treatument {rom the weakening rekin: lovernment.



28,000,070 Japanese banks, over Y51s,000,000; and Amer-
ican banks, over 139,000,000, The ampunts of their total
deposits are: Dritish banks, over [140,000,000; Japanese
banks, over 1%,300,000,7003 and Anerican banks, over ,1,100,
003,000, Althou~h the statements issued by thesze banks ine
clude the figures of their head offices and Lrangh offices
in other parts of the world, the fact remalns that they are
far betier placed than the Chinese banks financially,

A% to their activities, the Hongkong and Shenphad
Banicing Corporation, for instance, with its head office at
Hongkong, is represented in thirteen ports in Chinaz namely,
Aoy, Canton, Chefoo, Dalren, Foochow, tankow, Harbin, low-
loon, lmkden, relping, Shanghal, Tientsin, and Tsingbaoj
and & large portion of its business is locsted in China,

The pald-up capital of this bank is Hk.<0,000,0005 but its
reserve funds amommt to more than five times itas capital,
and its dsposits, to over Hk 180,000,000, Janks of other
countries undoubtedly are under szimilar circumgtances.All
these corxiitions are indicatlive of the strong standing of
the foreim banks as well as the enormsous profits thet they
have made.

Trom their position as international institutions,
foreign banks indeed have derived many advantages which “:ave
nontributed thelr phenomcnal growth, ILooking back to their
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past records, we can anglyze ss followss

1., Control of Foreign Ixchange--The foreimm banks
in China were belleved to have oripginally been established
for the purpose of alfecting lacllities to thelr own nationals
engaged in trade with the Chinese, As the early forelyn trade
wag almost excluslively handled by forelin iwport and export
firms located at Treaty pm%%/the foreign Lanks, in turn,
assumed a practieally monopelistic control of China's foreipn
exchan;e, Iven at later stapes, Chinsse banks were not
able to compete with forvign banks in the matter of foreim
exchange, because the foreign banks were generally eguipped
with better facilities to perform this function,

The foreign moncy marketl may be defined as the market
formed by those institutions and erpanizations handling
nonetary and financial business in Chins under foreigm con-
trol, Thua, foreign banks in China were able to manipulate
the rate of exchange at will, in order to profit ai the
expense of the Chinese. A large quantity of fictitlous
exchange was btransacted with any normal operation of the
banks, as inpayments and oubtpmyments were made in the cur-
rent standard, while banking accounts were kept in a nominagl

monetary standard, such ss the tael, or in forelpn currencies.

1, for instance, foreign trade expanded from Cii;205,500 in
1871, to ON.3 milliem in 18:9,



S0 large was the taavover in exchange bransastions thab
in some casws 1% formed the only imporbent item of proﬁt.l

The sources of deuand for fovelsn exchange necessari-
1y Ineluded (1) financing of foreign trade, (R) lransfer of
forelgn remitiances, (3 nmndiing ol customs and oiher
Luvernient funds under loan coulracts, and (4) ulseellan-
eous arbitragliug processes, To meet the need for expand-
ing business, the foreign banks in Shanghal and Tientain
sven formed a Jorelgm lxchange Dankers Asmociabtion in each
city,

Fartherrore, the internations) poslilon puve foreign
banks a particular sdvantage in dealing with gpecie, Soue
large cltles, like Shanghal and Tientsin, rapidly Lwoame
the outstanding markel: for cpeculabiv operations in bul-
1ion as well as exchanges,

Q. Ousbody of Chinese Customs and S8li Revermigeee
During the last years of the Uanchw répime, the Chinesc
customs anl sall revenues were pleced wunder the custody
of the Juperintendant of Custons &t Shanghal for the speci-
fic purpose of reimbursing forelgn debtg of the Chinese
Imperigl L}wermwnt.a 3ince the time of levolulion in 1511,

1. For lInstance, the rate of exchanpe as deelared Ly the
Hongkong and Shanghal Banking Corporation was invariably
higher than usual at times when paments were nade by
the Chineme Covermment to settle its foreign loans, Vide
The Chinese Year Dook, 1935, pp. 1342-9.

2, VINABK®, M. Gies ap, eit., PR.05, G0,
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the revenues In question were, st the reguest of the
foreign interests concerned, deposits with three for-
elgn bhanks, nmmely, the Jongkong and Fhpnghal Boanking
Corporation, the Jeubaet Asiebische FHank, and the Russo
Aslatie Bank, for safe-keepinpy, .'ith these funds, the
forel:m banks were able to develop vhelr own buglness.
Thias practice waz only discontinued in 1909, when China
regained her bariff mtanmny.l

%, loans to Chinese Covermmente—Followlng the
Opivm Var in 1842, China witnessed years crowded with
troubles within and without, There were, for lnstance,
the war with Jreat Fritain and France (1358), the border
troubles ab Annam (1361) and T34 {1334), the war with
Japan (1805), and the Dexer Uprising (100)), The Chinase
Imperial Covernment yras compelled not »aly to incur large
expenges bubt alse bo pay heavy indewmilties. Thim led to
naking losns from forelpn sources, and the foroiyn banks
in China ag agencles for handling such loans, which acuin
brought conaiderable profits to them.z

Loang corttracted atv later stages 4lso involved obher
purpeges,notably the eontruction of rallwhys and the culhi-

1. Chinesse tarlf! aubtonomy was resulted from bthe Tashingbon
Conference,

2. Cwovernment forel-n obliratlens and Llnveplmente in China
remqmired current aamual outpaymente amouting to (.8
milliion din 100813 and CH K10 willion in 1014-U7,
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vation of mines. Althowh some leoant were ab {iwes in
default, .he benelfius reaped Ly the crodibor banks were
usuually e comous,

4. TJepogits Ly Thinese Nandaring, “ilitarists, Poli-
{iclans, etce~—In addition te the alvantagses wentioned
above, the forelin banks in Ching have Leen ihe custodians
of huge sums deposited by Chinese mandarins, milltarists,
politlciuns, and other rich people, who consldered the
foreign banks, protected Ly extroterritorial reaties, to
bo the sancluary of thelr money and treasures, OCivil wars,
political disturbances, as well ss socisl wrest usually
a rovated the nation's financdal plicht owing teo the flipght
of capital. ‘hile the exact Dipures of such Jdeposits are
not avalloble, it is obvlous that they ano . b Lo stag-ering
totals, gl foreipn banks even turncl t'ds eamy flow of
funds into speculative chammels, and fishwd for extra profils
from the Chinese commniby.

5, Ciroulation of Torelign Zank llolegw--Finally, asny

foreisn banks have also entered the fleld of note lssue,
Of these the Nongkong and Shanghal Nanking Corporation, the
Banque de 1'Tndochiné, and the Dank of Chosen e the most
notable, 48 an ingbance of thelr inflasnce 1t nay be said
that notes of the first named bank in Hwe ~tunp, those of

the second named in Ywwman, and those of the last named in



“anchuris, had in each case at one time or snother exceeded
the total volume of Chinese bank notes in cireulation,

It is only during recent wears that outside these pro-
vinces there has been 8 mmaller cireulation of notes of
foreim banks in proportion as the note-~issuln-~ pasi:nien
of Chinese banks has been gonsolidated and w@rwwdﬁ' Cru
mast recall that forelpn banks are not replstered under the
Chinese laws wibth the Chineme Covernment, Therefore , the
Chinese authorities are not in a position to investigate
the exact ratio of the notes issued to the ressrve funds
of each forelgm bhank.

From what have been stated, it may be sumerized that
the fersim banks, with mighty financial power and privile-
ged positlion, exercise an important influemse over the
Chinese conditions, both egonomic apd palitieal, A1l the
adverse consequences sre wadoubtedly rooted ram the unegqual
treaties which the forelrn powsrs impesed upon the Chinese
Covermment, As lonp as the rights of extratervritoriality
continued to occupy a prominent position in the buglircss
world, foreign banks necesssrily played a decisive part
in the foreign exchange market, and thelr co-opsration was
compulsorily needsd by the finaneisl and wonctary author-
iiies of Calna,

1, The Chinesc lear Dook, 100G, p. 791
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G VLATION JITH CULIA'S LOWTCARY AN DANITNG R7FORMS

Or, Sun Yat~sen, tie founder of the Thinese “epublie,
called the atteation of new Chlna to the neces:zliy of devew
loping & anatiomal rnolern hankin: gystes, Jorelgn bonks were
decrled as “another exauplo of ferel, n ecououle imvasion®
e called partleular attention to tleres wobivibies of forsign
banks: (1) the issvance of bank notes, (2) the operation on
exchanges, and (3) the accwmilation of depogitm, le observed:

" The credit of the Chinese bank notes and ww of the
Chinesc silver is inferior to that of the forelen boank
nobes, ...dhen we buy a8 draft to be drawn on apother city
on & foreipn Lank, besides the coumission of ; per cent
echarged, the bank usually gets a profit of 2 or ¥ per
gent by disgounting the money ab hoth places, {(In the cose
of deposits) foralin banks make a profit of tene of ulle
llons by usin: the Chinese copliml throush ondy a little
buginess routine,..,Two billions of lsposite with foreign
banks bear a verr low ratc of interest, it most ¢ or 3
por cenh, In turn the banks lend the roaney Lo the Chinese
merchants ab a much higher rate of interesty, from a mindi-
mux rete of 7 to B per cent to over 0O per cent....Freinds,
wnat a loss to usl..... oreign banks sqosese out of Lhis
country ab least OG0 willion every yasy Tor he bthree
items mentioned, ...« ® have Lo suffer a (real loss becaase
we have been poisoned by the fovroimmer'!s ecovomic intri-

paes," 1/
fhen, in 19235, Jr, 3un and Lis revolublonary pacty
suoceeded in attaining power ln south Jhina, they were not
slow Lo recopnise that their cxlistence and prorross were both

intimately counected with adequate financial securiby. Thelr

1s Sun Yatessn, "The Folitical and Fagnomic Fopoes,” in llsu,
Lo Syy Sun Yatesen: Hiz Political and Social Ideas, 'ni-
versity ot SOuUthorn CALIIOrnld ;rass, .08 jmpelod, L7 .,
pp. 10092,




first endsavors were directed towsrd establishing a Jovernment
benk on modern 1dnes, On August 15, 1924 the first Cmtral
Bank of China was inmugurated, The charter provided for a
Goversmsntomned institution, "o develpp industry, to stam
bilise somwrce, to rendsr financial help te the public,and
to encourags international trads® (irt, 1), Desides astiug
as fiscal agent for the Govermeat (Arts, 7-8), tha bank was
allowed to transact genersl banking aad emhange business
mummm}mﬁmﬁmmmamw
(Art, 5)s lomns on investments in real estate ar real estats

mieamqncﬂhﬂlypmhibiud, uwﬂlumw

or acovptmo of uerchandise as security for loans (Art, 9)5
Aftar the establishment of the Naticnal Government in
Nanking in 19%¥, the trend in China sppeared to be decidedly
faveraile to the’ further dsvalepment of the madern type of
banking and monetary systems, The National Toongmie and the
Hational Flpanaisl Confersnges were called in June-July 1928
to deal with the organisation of & Chinese modern banking
systen and the installation of a curremcy reform with a view
to furthering the wnification snd independénee of the sowntry.
Othaw problems diseussed include thomavu'yofwr'nﬁo-

- i
1, This fiwet Centyal Bank of China 4is not to be confused

~ with the Cemtrel Bank ¢f China whdigh was in
w' m m,:‘x.’ "The %m Bank .‘ '.
Chinese Esonamic Jowrnal, 1929, pp. 1017-86,
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omiyy, revival of foreign comserce, unlfication of financial
administration, reform of tamation, readjustment of internal
loans and externcl debtc, abolition of the tael, ete, aay
important weasuves wers slopbed to Lo carried sut in the
foll - years from 19729 to 1997. he whole propram marked
the determination of the llational Uovermment o support Lhe
policy of “Unification by Heconstruction, -

In the years Imediatel; preceedins the inowJapanese
conflict, forel m banks ware adapting ihemselves to new poli-
tical situalion crosted by the 'lational Covernment, Detween
1935 and 1137, foreirm banlks wers obliced to withdrew partially
from prelo Len position to t° - lo_1rimate positions, In
addition to the losz of some o” their grivileces, they net
with gtiffer co.petition from the nodern banliz. The time of

easy oinv, easy spoculation, anl epsy :roPits came to an end
s ]

-
v

with the monetary reform of 1520,

Jespitc al’ this, thelr importancs eonbinied to be ;reat,
and theldr privilepes survived the bankrupitele= of sone reckless
activities, Inless the rizhts of extraterviborlalll, ceased

to exist, there would be ne hope to e"lect 2 thorol h Laprove-

1. Chiang sai-shek, “Ihe Jeononlc leconslructle of hilua,®
North China Dally News, Octobar 10, 1010,

2, o0 this Juncture, ~he forel-n loan policy; .o co %o oa
standgblll and Loe reckless aclivibtle. o' come hanks had
raisad some mueplclon as to war ~ooinean,




ment. Unless the Chineme bhanks were able to consolldate
themselves, it would be practically impossible for them
t0 withstand the pressure of forelrm bhanks,

The position of the foreim banks in 1937 was one
of "nevessary co-operation” with, rather than Yeontrol® of,
the Chinese official financial policy. This gituation
evidently represented a position of transition toward an
ultinate logieal “"subordinate dependemce™ to the natiomal
institutions, lJermany and the U, 3, 8, %, comsceutively
lost thelr extraterritorial richts in 1920 and 1921 and con~
eluded new apreements with the Chinese Coverrment to govern
their economic relations with Chinma, During the reeent
HWorld War The United States and the United Einpdom concluded
new treaties for the purpose of abolishing thelr extraterri-
toriel rights in Chine and their future economic relations
with China ave %o be stipulated by new cormercial 'breati@s.l
Thase precedents were followed by many other nebions, All this
certainly cant,rimteé%he final poal of Chinats settled policy.

Indeed, many improvements and readjustments have been
made concerning both banking and monetary matters in Chinaj
bat they were not achieved without econfronting havardous
hindrances. During the years after the price-slackening
period of 1982, facllities for forelmm trade were enlaryed

1. Sino-imerican and Sino-British Treaties for abolishing
extraterritoriality werc both sipned in January 1033
their new cowmercial treaties with the of modifying the
old relations are now under consultation.



by the expansion of Chinese modern banks in the foreipn

fiald, These banks took over some of the business previous-
iy transacted through forelpn institutions. Ibreover, the
National Govermment liself entered inte the buslness of for—
eign trade, either on barter agreoments, as with German firms,
or as a direct buyer and seller, by purchasing railway snd
other materials through the remitted funds of the Boxer indem-
nities, and by selling sesamum oil, groundnuts, and other
products through speclal agencies, Wnancing of trade was
made through the Bank of China, which handled all offieisl
foreign exchange transsetions. These actions were mobivated
by nationsl needs and by increasingpepulsr interest in inter-
national trade, During 1956 and 19%7 Chinsg bepan to have a
period of great expansion in forelpn trade under her own mang-
gement. ,

The introduction of a now natieonal eurrency in all
parts of China and the establishment of foreign branches and
foreien eorrespondents by several Joverrments alao resulied
in a diversion of a considerable protion of lhe foreimm renit-
tances after 1935, The revision, consolidation, and liquida~
tien of the domestic and forelpn debts were effected from 1031
to 1985,

The monetary reform of lovenber 10% provided for

80
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nationalisation of silver and for a manged currency, After
wmach sugpicions and bickarﬂugﬁ%/iareign banks eventually
liquidated most of their silver and turned the regl to the
Chiness Cuirency Leserve Doard, The ﬁbwmﬁuent banks, in
burn, sold the silver in the open markets of Jombay and
lendon, but most of it was transferred by special arrange-
nents to the Treasury of the United States. Similtaneouse
1y a considerable amount of forelgn trade was taken over by
the Jatiomal Qovermment directly, and the paper arising from
guch transaetione were transferred entirely to the Dank of
‘China, Thus, wmodern banks began to compete successfully
with foreign banks in the financing of foreign trade, the
transfer of foreign remittances, the handling of customs and
other govermeent funds, and other banking matters, JAccor-
ding to forelgn unofficial estimates, about 80 per cent of
the total exchange operations of the Shanghal market had
been shifted inbe the hands of modern benks in 1957, It nay
be assumed that the importance of the forelpn banks in detep-
mining the foreigm exchange rates had decidedly declined,
Such a conditon will continue o be beneficial to Chine if
she can persistently win the cowoperation and understanding
of the foreim banks,

1. The Japanese at first adopted a posilion of watchful waiting
a certain pressurc on foreipn banks was brouyht by the oriti-
gh Jovernment which proved to be very co-operative, Vide
Mnance and Uommerce, “arch 10, 1037; sriednan, I, 5., iriti-
sih celatlons with ar 1551-1059, Yew fork, 1540, pp.l7=70,
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