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Niv Horesh

“Bankers Are Stingy?” Re-Examining Stock
Exchanges and Public Debt in Prewar Shanghai
(1920s-1930s)

Abstract This review article surveys new studies of China’s economy in the
early twentieth century that have been published in both China and the West. It
analyses the nuances that we find in these recently published studies and how
those might improve our conventional understanding of the era, with particular
emphasis on the link between fiscal revenue and stock-exchanges. First, a
detailed introduction treats the evolution, beginning in the nineteenth century, of
Shanghai’s segmented stock exchanges in the context of wider global currents.
Section two reprises the still common notion that heavy domestic borrowing by
the Nationalist (Kuomintang, or GMD) government in the 1920s—1930s
forestalled industrialization. Section three discusses at length the degree to which
Chinese banks in that period may be seen as merely a GMD conduit of
borrowing. Chinese banks were probably more conducive to Shanghai’s
industrialization than is usually acknowledged, and they also played a key role in
stabilizing China’s monetary environment well beyond their perceived focus on
managing public debt. But more evidence needs to come to light, and this article
sets out the areas in which future research might advance our knowledge. The
conclusion will underscore how the various findings of scholars might, as a
whole, remould current conceptions.
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Since Shanghai’s “opening” as a British Treaty Port in 1842, fluctuations in the
city’s financial markets were more often than not driven by regional factors, with
global cycles of boom and bust less apparent in local price shares. The main
exceptions followed the bankruptcy of foreign trading firms: the 1857 American
stock crash brought down, for example, Wetmore & Co. and King & Co.; the
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1873 financial crisis in Europe led to short-term credit stringency locally; and the
famous 1890 collapse of the major merchant bank Baring Brothers indirectly led
to the dissolution of Russel & Co.'

Similarly, it was the 1895 Shimonoseki Treaty, ending the first Sino-Japanese
War, which set off Shanghai’s second phase of rapid growth in that it allowed
foreigners for the first time not just to reside in treaty ports but to set up wholly
owned factories on Chinese soil. This was soon translated into more versatile
share offerings on the local stock exchange, although the volume of industrial
stock was still small compared with financials.” But in 1910 Shanghai’s foreign
stock exchange crashed due in large part to fluctuating world rubber prices,
compounded by fraudulently-induced overtrading in rubber plantation stock. The
crash left scores of Chinese-owned money shops insolvent, and foreign banks in
the city were weighed down by worthless IOUs; the total outstanding debt of
Shanghai money shops was estimated at twenty million taels, and their numbers
dropped precipitously from eighty to thirty-six by 1911. Worse still, the stock
exchange crash ramified into a nationwide crisis that crippled nascent railway
ventures, and was partially responsible for the types of provincial discontent that
eventually toppled the Qing dynasty. It thereby ushered in the early-Republican
(i.e., Beiyang, 1912-26) era, which was characterized by weak central
government and regional warlordism.?

During World War I, the foreign-run bourse remained open with few
restrictions although share prices slumped considerably; the war in fact was a
boon to all East Asian manufacturers provisioning Europe’s war-torn
economies with civilian goods. Once the war was over, share prices started
rising across all sectors in Shanghai but particularly in the cotton mill sector,
which had by then expanded manifold.* By 1923 the composite Shanghai share
index had caught up with its pre-WWI peak. It continued to climb with an
interval of few months on account of the bloody anti-British riots in the city
following the 1925 May Thirtieth Incident; nationalist unrest in 1925-26 was
not confined to Shanghai, but rapidly spread south and “nearly brought Hong

' Hao Yen-p’ing, The Commercial Revolution in Nineteenth-century China, 323-24; Liu
Zhiying, Jindai Shanghai Huashang zhengquan shichang yanjiu, 34—41.

2 William T. Rowe, China’s Last Empire: The Great Qing, 234-36; Emily Honig, Sisters and
Strangers: Women in the Shanghai Cotton Mills, 1919-1949, 16-26; W. A. Thomas, Western
Capitalism in China: A History of the Shanghai Stock Exchange, 136.

3 Andrea Lee McElderry, Shanghai Old-Style Banks (Ch’ien-Chuang), 1800—1925: A
Traditional Institution in a Changing Society, 111-15; Du Xuncheng, Shanghai jinrong de
zhidu, gongneng yu biangian, 85-87; Thomas, Western Capitalism in China, 145-69;
Marie-Claire Bergére, Une crise financiere a Shanghai a la fin de [’ancien régime, 1-11.

* lan Brown, ed., The Economies of Africa and Asia During the Inter-War Depression,
“Introduction,” 1-8.
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Kong’s economy to a halt.”

By and large, however, the longer-term upward trend of Shanghai’s
foreign-run bourse, which started after 1912, did not abate until New York’s
Black Tuesday (1929) depressed markets worldwide. In fact, between 1925 and
1929, the Shanghai foreign-run stock exchange diversified further with the
vibrant growth of Malayan rubber-plantation offerings driven by world demand
for automobile tires. Because the previous rubber-share exuberance in Shanghai
had ended in severe crisis in 1910, however, local investors were now more
circumspect—in general shares associated with tire manufacturing appreciated
much less in Shanghai during the 1920s than in other parts of the world.®

In that sense, the performance of China’s financial market can arguably be
considered more aligned with the rest of the world only after 1929. Furthermore,
in the early 1930s, the world price of silver started edging above the nominal
exchange value of China’s silver-based currency, resulting in the flow of silver
from China’s hinterland to Shanghai, where it was often smuggled out of the
country. Concomitantly, the inflow of silver-based funds into the city meant
“easy money” could be borrowed and poured into the local real estate and stock
exchanges.’

Pressured by regional mining interests in the U.S. Congress, President Franklin
Roosevelt’s administration embarked on a Silver Purchase Policy designed to lift
America out of recession in 1934. One of the immediate side effects was that
China—now the only country in the world to cling to the silver standard—saw a
more rapid erosion in her terms of trade, slashing exports and crippling the
industrial base of the treaty port economy. The implication for China’s economy
was double-pronged. First, after years of inflation and debasement, China’s
metallic currency was appreciating artificially on the cross-rates. It made imports
cheaper, thus dampening the relative price of agricultural produce and hurting
living standards in the rural hinterland. But, much more importantly, it made
simple business sense to buy Chinese silver-based dollars in Shanghai with U.S.
dollars or other foreign currencies and then melt them into silver, and sell them
as silver overseas.® These pressures led China to switch from a silver standard to
US$-backed fiat currency (fabi) in 1935 and, by implication, from diffuse

> John M. Carroll, 4 Concise History of Hong Kong, 99—101. Cf. Norman Miners, Hong Kong
Under Imperial Rule, 1912—1941, 16—19; Arthur Waldron, From War to Nationalism: China's
Turning Point, 1924—1925, 244; Carroll, A Concise History of Hong Kong, 99-101; Steve
Tsang, A Modern History of Hong Kong, 92-98.

¢ Thomas, Western Capitalism in China, 191-98.

" Tomoko Shiroyama, China during the Great Depression: Market, State, and the World
Economy, 1929-1937, 14648.

¥ Milton Friedman and Anna Jacobson Schwartz, 4 Monetary History of the United States,
1867-1960, 483-92.
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banknote issuance to a more centralized one under GMD auspices.

Ironically, for three years the silver standard protected the Chinese economy
from the worst effects of the World Depression that clouded the West in 1929. To
be sure, Chinese traditional exports like silk plummeted due to lower global
demand, but the appreciation of gold-based currencies meant that expensive
imports were pushing up the price of agricultural commodities to the benefit of
the rural hinterland.” A downturn began to loom on the horizon in 1931-33
when Britain and then the U.S. came off the gold standard. On June 19, 1934, the
U.S. Congress passed the Silver Purchase Act in a bid to revitalize the silver
mining industry and alleviate conditions in several Midwestern states. The
immediate upshot was a drastic depletion of Chinese silver reserves in favour of
much higher prices in the New York and London commodity exchanges. China
was thus belatedly drawn into the whirlwind of the Depression.'’

A preponderance of government bonds trading in Shanghai’s Chinese-run
bourse became accentuated once the GMD took the reins. Notably, after its
establishment in 1927, the Nanjing government turned away from reliance on
foreign credit. Instead, it flooded the Chinese-run stock exchange in Shanghai
with high-yield bonds whose proceeds were vital for the GMD’s continued
military build-up and campaign against regional warlords. In 1934, the
Chinese-run bourse relocated to a purpose-built eight-storey edifice at 422
Hankou Road, in the International Settlement, but the bulk of its trade continued
to be in GMD bonds."'

Between 1927-35, domestic debt mainly floated as government bonds totaled
more than 1.6 billion silver dollars, compared with a total of only 612 million
dollars in the previous fifteen years of Beiyang government tenure (1912-27).
These bonds, it is often alleged, crowded out what little trade emerged in Chinese
private equities. Only about 2% of Chinese stock exchange capitalization was
attributable to non-government corporate securities during the early 1930s.
However, more recent sources suggest that the onset of the Pacific War in 1937
meant that GMD power in Shanghai was eclipsed, and it could therefore hardly
find buyers for its new debentures there. Thus, Chinese industrialists are said to
have enjoyed more breathing space, and mobilized capital more readily in

° See Wei-Ying Lin, The New Monetary System of China: A Personal Interpretation.

10 Brett Sheehan, Review of Banking in Modern China, 163; some scholars have argued that
U.S. silver policy did not affect China’s economy radically—see the debate between Milton
Friedman (“Franklin D. Roosevelt, Silver, and China”), Loren Brandt and Thomas J. Sargeant
(“Interpreting New Evidence About China and US Silver Purchases”) and Thomas G. Rawski
(“Milton Friedman, Silver, and China”).

"' For a photo of this now defunct building, see http:/www.news365.com.cn/wxpd/bhygb/
shzd/200904/t20090413_2279681.htm.
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Shanghai capital markets thereafter.'?

Accordingly, the common perception of the 1930s is that, in the absence of
attractive home-grown corporate stock offerings, Chinese investors’ capital
fuelled the growth of a foreign bourse that rarely listed Chinese joint-stock
companies in the strict sense of the word. Similarly, Shanghai expatriates would
not invest in a Chinese bourse that was little more than an instrument for floating
domestic public debt—Chinese governments pledged more robust collateral
security against the foreign debt that foreign banks helped them float in the
London capital market.”> These perceptions will be reprised in the following
section in view of newly published studies in Chinese and English.

Public Debt Crowding Out Industrialization?

The conventional view of 1930s Shanghai, as entrenched by Chinese Communist
Party (CCP) two decades later, is that of decadence, corruption and submission to
foreigners amid economic depression and the bankruptcy of many home-grown
industrialists. That attitude is perhaps best epitomized by Mao Dun’s celebrated
novel Ziye (Midnight), where local protagonists express the view that “...our
bankers invest only in [GMD] government bonds and land”; set in a plotline
caricaturing what Mao Dun saw as an obsession with bond speculation, one
Chinese owner of a silk filature similarly complained that Shanghainese
entrepreneurs were:

...attacked from four sides: workers demand higher wages; we’re up against
competition from Japanese silk in foreign markets; taxes at home are
crushing; and the bankers are stingy with their loans."

To be sure, as opposed to Shanghai’s foreign-run stock exchange, the great
bulk of trade in the city’s Chinese-run exchanges was made up of government
bonds in the 1930s. In the early 1920s, however, many new Chinese stock
exchanges had been opening up across the country, and competed with one

12 Andrea Lee McElderry, Shanghai Securities Exchanges: Past and Present, 9-10; D. K. Lieu,
Foreign Investments in China, 158; Hong Jiaguan, Jindai Shanghai jinrong shichang, 147; Liu
Zhiying (Jindai Shanghai Huashang zhengquan shichang yanjiu, 29, 180-90, Table 3.4)
estimated value of all Chinese corporate bond issues between 1914-36 at a mere 41.3 million
silver dollars.

' Douglas S. Paauw, “Chinese Public Finance During the Nanking Government Period;” C. S.
Chen, “Profits of British Bankers from Chinese Loans, 1895-1914.” cf. Stephen C. Thomas,
Foreign Intervention and China s Industrial Development, 1870-1911.

'4 Mao Dun, Ziye, Chap. 2, 43. Italics added by the author of this article. “Bankers are Stingy”
is rendered from the somewhat more sedate original <l % T K XA @ @™ or
“financiers are unwilling to hand out loans.”



608 Niv Horesh

another. Their trade composition was more variable in nature, but few survived
by the end of the decade. That 1920s stock exchange stampede was luridly
depicted in the Chinese press at the time. Much of this sensationalist coverage
disapproved of the speculative nature of the new exchanges; it reserved particular
venom for the participation of women in stock buying. To some extent, this
anti-speculative coverage presaged Mao Dun’s more serious (and less
chauvinistic) castigation a decade later, whereby parasitism, bond speculation
and vice were seen as mutually reinforcing.

It should be noted that Shanghai’s foreign-run bourse was somewhat different
from other bourses across the British empire. British investment in China was
small compared with that in Latin America or Africa, and mostly geared toward
the finance and shipping sectors before the turn of the twentieth century. Banking,
insurance, and docks therefore made up the bulk of stock capitalization, whilst
Chinese mining and agricultural stocks were rather small in volume compared
with other developing regions."®

The entrenched notion that speculation in bonds was the bane of Shanghai
pre-war finance is supported, to some extent, by Liu Zhiying’s important 2004
study. Liu was not able to reconstruct a time series of trade patterns in the city’s
Chinese-run bourse but, based on painstaking research at the Shanghai Municipal
Archives, came to the conclusion that much of the activity there after 1928
revolved around GMD public debt. He estimated the volume of trade in 1931 at $
3.7 billion, a total equivalent to 2.3 times the amount of GMD government debt
floated hitherto."”

In order to control the Chinese-run bourse, the GMD eliminated diffuse trade
and created one venue for floor bidding on Hankou Rd. Prior to 1937, Chinese
investors sceptical of the government’s ability to honor its bonds were drawn to
Shanghai’s foreign-run stock exchange, set up as early as 1891. Like its Chinese
equivalents, this foreign bourse was often buffeted by speculative bubbles—but it
managed to weather fleeting storms and grow fast in the early twentieth century.
In 1905, the foreign bourse in Shanghai was incorporated under Hong Kong law,

15 Bryna Goodman, “Unvirtuous Exchanges: Women and the Corruptions of the Shanghai
Stock Market in the Early Republican Era;” “Shanghai zaoqi gupiao shichang de zhiminzhuyi,
minzuzhuyi he Zhongguo wenhua wenti.”

18 Hao, The Commercial Revolution in Nineteenth-century China, 355. Notably, three decades
later, Lieu (Foreign Investments in China, 115-17, Tables 39, 40) estimated real/ British
investment in China at 1.4 billion silver dollars with manufacturing accounting for as much as
603 million; insurance accounted for 301.5 million, realty 97 million, and banking 72 million.
At the same time, Lieu estimated Japanese investment in China at 1.2 billion silver dollars; it
was mainly concentrated in cotton mills, shipping, and banks. Yet, it may be the case that
Lieu’s figure for British manufacturing investment was exaggerated, as the manufacturing
sector was grossly under-represented on the Shanghai foreign-run bourse.

"7 Liu, Jindai Shanghai Huashang zhengquan shichang yanjiu, 24, 163.
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primarily listing expatriate treaty-port firms and municipal utilities, tobacco and
rubber plantations, coal mines and cotton mills."®

As early as 1872, the British-run Shanghai Municipal Council (SMC), the
governing body of the International Settlement, had issued its first tranche of
bonds in the foreign-run bourse, offering 8% interest per annum. Subsequent
floatations were made every year, and grew increasingly bigger. A few years later,
the French Settlement municipal council followed suit with a floatation of its
own. These two councils’ bonds were enthusiastically taken up by the expatriate
community. For example, when prominent Baghdadi-Jewish Shanghai
businessman Sir Ellis Kadoorie died in 1922, it emerged that he had in his
possession no less than Tls. 106,500 worth of SMC debentures as part of a total
of Tls. 376,175 held in local Shanghai securities (including corporate stock).19
Similarly, Tycho Wing was a prominent British lawyer residing in Shanghai;
upon his death in 1935 his estate showed that he held Tls. 8,252 in
French-council debentures out of a total of Tls. 29,675 in securities (including
corporate shares).”’

By the 1920s, SMC annual bond-offerings had already made up around a third
of new SMC liabilities. The reason why the two foreign-run municipal councils
increasingly took to bonds was simple: right from their establishment over half of
municipal council income relied on Chinese rate payers and license fees paid
largely by Chinese-run businesses. Since these rates and fees were relatively hard
to collect, and required an ever larger enforcement mechanism, bonds proved an
attractive means of gaining cheap credit for capital works like dredging and
utilities, which ensured the foreign settlements’ reputation as the most modern
places in China at the time. That reputation, grounded as it was on superior
infrastructure, meant in turn that Shanghai also became the most desirable place
to live in China. So much so that in 1910 a few expatriates actually accused the
SMC of crowding out investment in local corporate shares by soaking up all the
available capital with its bond issues. In other words, the notion that bonds
crowded out corporate share trading was by no means limited to Chinese
industrialists indignant at the GMD’s heavy hand.*'

On the other hand, one would need to recall that most utility companies
operating in Shanghai’s two foreign settlements were subsidiaries of metropole

'® Hong, Jindai Shanghai jinrong shichang, 136-37; Thomas, Western Capitalism in China,
35-38 , 86-91; Zhu Tongfang, Jiu Zhongguo jiaoyisuo jieshao, 38.

1% Kadoorie’s probate files are held at the UK. National Archives, FO 917/2315. Tls. Stands
for taels, namely, Shanghai’s most popular silver-currency unit at the time.

* U.K. National Archives, FO 917/3459.

*!' Thomas, Western Capitalism in China, 60, 84-85. In 1919, Tls. 1,034,000 worth of
debentures was issued by the SMC. Out of this total, no less than Tls. 313,700 worth were
taken up by Chinese residents.
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consortia that had raised their capital mainly in the West. They were, in that sense,
different from Chinese-run utility companies operating in the city’s other
precincts within the GMD’s direct or indirect reach. Since GMD bonds were
preponderant in the Chinese-run bourse, these Chinese-run companies often
relied on credit from local branches of British and Japanese banks.*

Shanghai further distinguished itself from other treaty ports by a more
extensive tramway system. A British-registered firm, the Shanghai Electric
Construction Co., was for example set up to that end in 1914 with a paid-in
capital of US$ 1.68 million. US utility firms jumped into the local fray only a
decade later, but from then on many local European subsidiaries were concerned
about being taken over by American firms.” By 1937, American & Foreign
Power Co. (A&FP) was the largest global electricity provider, holding assets
valued at US$ 534.6 million. Although not even partly listed on the Shanghai
bourse—and without much business in the French settlement, which was
zealously guarded for French firms—A&FP’s subsidiary became the biggest
power company in China. Because of this, the net capitalization of the
foreign-run bourse in Shanghai actually understated the amount of business
conducted there.**

As portrayed by Mao Dun, one of the most serious allegations voiced by
Chinese economists beginning in the 1920s was that insufficient bank credit to
local entrepreneurs impeded China’s industrialization. What is more, recent
studies have shown that Chinese-owned banks were ready, in turn, to lend to
foreign firms at low interest”® To date, no comprehensive attempt has been
made to juxtapose the ethnic and sectoral makeup of British bank liabilities and
assets in Shanghai. Similarly, we do not know the exact volume of foreign bank
shares subscribed by ethnic Chinese, so as to compare it with Chinese boardroom
representation, or their share of staff remuneration.”® On the other hand,
comprehensive surveys of small and medium-size Chinese industrial ventures in
pre-war Shanghai clearly suggest that very few had initially relied on bank loans,

2 Lieu, Foreign Investments in China, 98-99.

2 As a measure of the relative size of British real investment worldwide, it is worth noting
that while the Shanghai Electric Construction Co. which laid out the city’s tram system, was
capitalized at the equivalent of US$ 1.6 million only, the Bombay Electric Supplies &
Tramways was capitalized at US$ 9.8. See William J. Hausman, Peter Hertner and Mira
Wilkins, Global Electrification: Multinational Enterprise and International Finance in the
History of Light and Power, 1878-2007, 1067, Table 3.1, 156-61, 189.

** Ibid., 218, Table 5.1; 391, Footnote 140.

% See Institute of Modern History, Chinese Academy of Social Sciences, comp., Zhongguo di
yijia yinhang, 142; Kanji Ishii, “British-Japanese Rivalry in Trading and Banking,” 122-24.

2% In that context, Thomas (Western Capitalism in China, 80-81, 88) suggests, for example,
that Chinese employees owned at least 413 shares of the 40,000 shares issued by HSBC upon
its inception.
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let alone foreign bank sources, in the early stages of organization.”’

Indeed, a cursory overview of principal share price listings in the Shanghai
English-language press suggests that Chinese-bourse corporate shares were
hardly ever mentioned, while early-Republican and GMD government bonds
floated in London and locally only occasionally made an entry. By far, much
more coverage was devoted to share and bond prices as quoted on the
foreign-run bourse. Yet, before the turn of the twentieth century, such share
listings rarely featured industrial corporate shares be they Chinese or foreign
sounding—the Shanghai Brick & Saw Mill Co. was perhaps the most notable
exception. Foreign-run utilities like the Shanghai Gas Co. or French-run
Compagnie du Gaz, by comparison, were listed locally as early as 1864—65.%

How Much GMD Debt Was Taken Up by Chinese Banks?

Marie-Claire Bergére famously characterized the characterization of the early
1920s as the golden age of prewar Shanghai. The breakdown of central
government, coupled with a depreciation of China’s silver currency, strengthened
local manufacturers. During and immediately following World War I, local
manufacturing could compete with imported goods and services on improved
terms of trade and free of government exactions. This relative freedom was
conducive to business, as the resources of foreign powers were being mobilized
for the war effort in Europe. However, in the early 1930s—we are told—local
Chinese enterprises were buffeted by GMD extortion, and then adversely
affected by the winds of the Great Depression. Through much of this period, a
resurgent central government—established by the GMD in Nanjing—swamped
money markets with discounted bonds and effectively nationalized large banks.”

Insightful as it was, Bergere’s classic argument was grounded for the most part
in qualitative observations. More recent quantitative research into the city’s
prewar economy yields conclusions that are far less decisive. There is a clear gap,
for example, between Bergere’s and Cheng Linsun’s understanding of the
so-called Shanghai golden age, its duration, or the GMD’s role therein.
According to Cheng’s path-breaking quantitative analysis, privately run banks

2 For proponents of this view, see Zhang Naiqi, Zhongguo huobi jinrong wenti, 315-17. Cf.
Shanghai minzu jiqi gongye; Mark Elvin, “Explaining Success: The Transfer of
Machine-Making Technology to China before 1937.”

2 Thomas, Western Capitalism in China, 48. Notably, the Shanghai Electricity Co. lit up the
Bund as early as 1883. But it had experienced finance difficulties right from the beginning. By
1892, it was bought out by the Shanghai Municipal Council and remained in public hands right
until 1929.

¥ Bergére, L'Age d'or de la bourgeoisie chinoise, 1911-1937; cf. Bergére, Shanghai: China’s
Gateway to Modernity 147-76.
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continued to prosper in Shanghai well into the 1930s. His revisionist claim is that
government-bond acquisition (lending to the GMD government, in other words)
was not the mainstay of Shanghai banks and scarcely affected the overall
business climate at the time. Such a proposition immediately invites greater
attention from business historians in view of a growing body of work that is now
seeking to rehabilitate the Republican era more broadly.”’

Cheng Linsun, in a sense problematized the conventional view, entrenched by
Mao Dun, that Chinese banks did not lend enough to home-grown industrial
ventures because they preferred to lend to the GMD in the 1930s. In his
exhaustive 2007 study, Hong Jiaguan similarly showed that bond holding by
Chinese banks was indeed dominated by GMD securities but, overall, these did
not make up much more than 10%—18% of individual Chinese bank secured loan
portfolios (mostly in the form of credit to the GMD against GMD securities as
collateral).31 However, Hong and—perhaps somewhat more explicitly—Sheehan
do nevertheless suggest that the GMD’s crowding out of credit to industrial
entrepreneurs might have occurred through unsecured bank loans to the
government rather than just by bonds per se.*

In what follows, I argue that the gap between Cheng’s, Hong’s and Sheenan’s
interpretations may be partly reconciled by a closer look at Chinese banknote
issuance. By the early 1930s, most Chinese banks of issue were amenable to the
GMD government. Arguably, it was perceived government backing that helped
them disburse more and more notes in the hinterland. China at the time was on a
silver standard, but the question that needs to be posed in this context is whether
bank reserves held against note issuance were purely metallic.

To be sure, GMD edicts nominally obligated Chinese banks of issue to hold
100% backing against notes in circulation, but only 60% of that reserve was
mandated as metallic by necessity. Theoretically, then, Chinese banks of issue
could secure at least 40% of their banknote issue by holding different forms of

30 Cheng Linsun, Banking in Modern China: Entrepreneurs, Professional Managers and the
Development of Chinese Banks, 1897-1937; for the “rehabilitation” of the Republican era
more broadly, see Frederick Jr. Wakeman and Richard Louis Edmonds, eds., Reappraising
Republican China; Frank Dikotter, The Age of Openness: China before Mao.

3! Cheng, Banking in Modern China; Hong Jiaguan, et al., eds., Shanghai jinrong zhi, 121-25.
32 Sheehan, Review of Banking in Modern China. Hong Jiaguan (Shanghai jinrong zhi, 123)
stresses that the success of Chinese bank note issuance derived in part from the fact that larger
GMD-backed banks enticed smaller banks to disburse the former’s notes to clients over the
counter by agreeing to supply notes to smaller banks in return for non-cash securities of up to
60% of the value of notes supplied. These securities, in turn, often represented indirect loans to
the GMD. When supplied, such notes (lingyong chaopiao #iH#5E) bore the larger-bank
insignia but also contained a secret identifier that helped the larger banks trace notes presented
to them by clients for encashment to the smaller bank implicated. Thus, larger banks could
reduce smaller-bank assets in their ledger whenever notes came a full circle. On this see also
Greater Shanghai Municipality, comp., Jiu Shanghai de jinrongjie, 187-90.
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GMD debt quite apart from acquiring GMD bonds in the open market.”

How thoroughly were the reserve edicts followed? As indicated, the answer to
this question might have much broader implications for our understanding of the
period. Concomitantly, this question invites more extensive research into extant
bank ledgers. Yet, extant balance-sheet data from the larger Chinese banks of
issue are, perhaps intentionally, opaque. In other words, it is exceedingly difficult
to match asset and liability entries, let alone to re-construct the composition of
the reserves held against notes in circulation at the time. For these reasons, data
from smaller banks of issue can be instructive.

Liu Yongxiang’s important study from 2006, for example, examined the
Kincheng Banking Corporation (Jincheng yinhang). Because of its
characteristics, this bank is highly pertinent to the question posed above: set up in
1917, and headquartered in Tianjin, Kincheng accounted for as much as 4% of all
Chinese bank deposits at the time. More importantly, the bank was from the
outset promoted by the Beiyang government, which nominally ruled China
between the fall of the Qing dynasty in 1912, and the GMD’s sweep to power in
1927. Partially in tune with Cheng Linsun and Hong Jiaguan’s findings, Liu
found that in the early Republican era (1912-27), total deposits in Chinese-run
banks accounted for just 10.9% of all deposits in 1921. In other words, the
home-grown banking sector was by far smaller than the overall size of foreign
banks operating in China even when it came to retail activity. Yet, under GMD
auspices, the share of deposits in Chinese-run banks had climbed to no less than
17.3% (i.e. 475 million silver dollars) by 19343

Parsing in-house ledgers, Liu Yongxiang came to the conclusion that, quite
apart from holding Beiyang government bonds, as much as 31.12% of Kincheng
bank’s loans (some 1.7 million silver dollars) were advanced to various
Beiyang-affiliated warlords and officials in 1919. By contrast, in 1937, only
10.7% of total Kincheng loans that year (10.3 million silver dollars) could be
attributed to GMD-affiliated interests. However, GMD-issued bonds made up as
much as 71.85% of all bond holdings by the Kincheng bank that year; 26.71%
was made up of foreign-currency denominated bonds, suggesting perhaps local
municipal-council debentures or British consoles. Only 0.01% of Kincheng
bank’s bond holding that year could be attributed to Chinese corporate issues.*

Are these Kincheng figures indicative of the links between the GMD and
Chinese banks more broadly? This is a critical but extremely difficult question
that future studies will hopefully help clarify. As is the case with other pre-war

* Cheng, Banking in Modern China, 167.

3 Liu Yongxiang, Jincheng yinhang: Zhongguo jindai minying yinhang de ge’an yanjiu,
71-78.

% Ibid., 79-80.
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Chinese bank data, the Kincheng information so far gleaned is typically
incomplete, precisely because the balance-sheet compilers at the time hardly
aspired to full transparency. What is clear, though, is that Kincheng was by no
means spurned by the GMD even if it had been set up by the previous Beiyang
regime. It may have lent less to the GMD government in relative terms, but
GMD bonds did end up taking up the great bulk of its bond portfolio. On the
other hand, that the corporate bond holding was so small is not surprising in view
of Kincheg’s close historic links with officialdom. In that sense, the Kincheng
data probably understate the share of corporate bonds in privately-owned
Chinese banks’ portfolios.

These Kincheng indicators can perhaps be better evaluated when compared
with whatever data are available from the Shanghai headquarters of the Bank of
China (BoC), a nominally privately-owned institution but one that was in time
designated by the GMD as one of China’s principal banks of issue. In 1914, for
example, the Shanghai headquarters accounted for only 17.2% of total BoC notes
in circulation. But by 1928—only a year into the GMD’s rule—Shanghai’s share
had already reached 65%.*°

The BoC’s headquarters advanced two short-term loans to the GMD totaling
1.9 million silver dollars in 1928. By comparison, over the course of 1930 the
headquarters advanced no fewer than twenty-six such short-term loans, totaling
23.3 million silver dollars in all, or nearly 10% of the BoC’s total Shanghai
balance-sheet that year. Extant records are not always revealing, but based on
balance-sheet juxtaposition it would appear that these short-term loans were
largely unsecured. In other words, it is likely that such loans added onto direct
GMD liabilities in the form of bonds rather than having been a part thereof.
However, at best, only a third of BoC’s Shanghai balance-sheet total can be
attributed to GMD government-related business, suggesting that the BoC was
much more than merely a channel for offloading GMD debt, as previous studies
might have led us to believe. In other words, the picture that emerges from both
Kincheng and BoC ledgers is more complex than what conventional wisdom
might entail, laying out a middle-ground between Bergere’s pessimism about the
nature of Chinese banking under GMD auspices, and Cheng Linsun’s emphasis
on the vitality and independence of this sector through the 1930s.”’

Where the foregoing survey might go slightly beyond Bergére’s and Cheng’s
classic work is in calling attention to the fact that banknote issuance remained a
critical function of institutions like the BoC under both Beiyang and GMD rule.
Yet, banknote issuance took up a slightly smaller share of BoC operations in
Shanghai during the Nanjing decade (1927-37) than during the Beiyang period, a

36 Bank of China, comp., Zhongguo yinhang Shanghai fenhang hangshi, 22.
37 T
Ibid., 62.
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fact that might lend additional credence to Cheng’s assessment of the sector. Be
that as it may, BoC ledgers tell us too little about the composition of note
reserves to reach conclusive findings. Though the reserve was meant to be 100%
by law, other ledger entries suggest the volume of specie and bullion in the
Bank’s vaults rarely amounted to more than 10% of the volume of notes in
circulation. Pending further archival evidence, it is not clear precisely what kind
of assets made up the bulk of note reserves, and to what extent the GMD’s
various forms of debt underpinned an expansion of note issuance. Balance sheet
entries from BoC’s Shanghai headquarters, which may shed some more light on
banknote reserve composition, are plotted in Fig. 1:

100

80

60
40 —— Cash as % of Notes
—4&— Notes as % of TBS

20
Bonds as % of Notes

Fig. 1 Percentages of Key Entries in the Bank of China—Shanghai Balance Sheets,
1914-1936
Source: Adapted from Bank of China, comp. Zhongguo yinhang Shanghai fenhang hang shi,
1912 zhi 1949 nian. Beijing: Jingji kexue chubanshe, 1991, 230, Tables 1-2.

As can be seen from Fig. 1, from 1927, when the GMD came to power, to
1936, just before the Pacific War started, cash reserves (broadly defined) rarely
made more than 20% of volume of notes in circulation on the BoC’s Shanghai
ledger. This is an important indicator not least because Shanghai accounted for
only about a tenth of BoC’s total note issuance across the country in the 1910s; it
then made up over a third of BoC’s total note issuance in the 1920s, and over a
half in the 1930s.**

Based on these data, even if one were to allow for a higher-end estimate of
50% as the share which GMD bonds and note reserves took up on the asset-side
in Shanghai, it would still be difficult to explain the remaining 50% in terms of
the exact nature of BoC operations in the 1930s. One might easily be tempted to
assume that the other half represented other forms of GMD collateral provided
against credit transfers—collateral that was obscurely registered on the liability
side.

38 See Thomas G. Rawski, Economic Growth in Prewar China, 371, Table C2.
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But merely weighing up relative shares would block out a good deal of what
transpired at the time: what Fig. 1 cannot show is that, in absolute terms, the
BoC’s Shanghai note circulation figures shot up exponentially from merely 2.8
million silver dollars in 1914 to whopping 294 million silver dollars by 1936. In
other words, the Shanghai headquarters experienced a hundred-fold increase in
notes outstanding between the Beiyang period and the Nanjing decade. Where
were the metallic proceeds of the exponential growth in banknote issuance
forwarded? It would appear that future scholarship on Republican China ought to
address this question as a priority if we were to reach a clearer picture of the
country’s pre-war economy. More extensive archival work in that vein seems
long overdue.

Conclusions

Mao Dun’s narrative now may be more germane than ever. Prior to 1991, the
perceived predatory nature of GMD policy in Shanghai was often compared with
the CCP’s policy of turning Shanghai into Socialism’s fiscal “milch cow.” Both
GMD and CCP policies were seen as inflating government and emaciating civil
society in stark contrast to the minimalist government bureaucracy and gentry
voluntarism that defined Qing governance. On the other hand, the PRC’s
ascendancy on the world stage nowadays is conspicuously devoid of massive
domestic debt floatations, and since 1991 Shanghai has been enjoying
preferential treatment from Beijing. Yet, even today the Shanghai stock exchange
is often seen as “rigged” by the state.’® In that sense, it is important to more
clearly distinguish between GMD and CCP-run Shanghai, and to stimulate
further debate on the city’s pre-war legacy among historians and contemporary
China watchers.

This survey has reprised classic and more recent studies of pre-war Shanghai’s
economy in order to reexamine the widely-held notion that Shanghainese banks
and industrialists were often held to ransom. The notion that the GMD neutered
home-grown capital markets and forestalled industrialization with excessive
issue of bonds taken up by subservient banks of issue may be partly valid, but it
should not remain unqualified in view of more recent studies. For, as discussed
above, expatriates also complained at times about excessive bond issues by the
city’s foreign-run councils. On the other hand, much of Shanghai’s corporate
economy and infrastructure was actually listed elsewhere due to the
semi-colonial nature of the city. Thus, total corporate stock listed in the city’s
bourses at the time understated the significance of joint-stock enterprise vis-a-vis

3 Chen Zhiwu, “Stock Market in China’s Modernization Process—Its Past, Present and
Future Prospects.”
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GMD or municipal securities.

In other words, the issue at hand must not be simplistically boiled down to
GMD malignance. After all, GMD monetary policy did prove enormously
successful in strengthening the home-grown banking sector. Neither was
Shanghai uniquely under-industrialized: in fact it had become one of the most
industrialized localities in East Asia on the eve of the Pacific War. Nevertheless,
circumstantial evidence does suggest that, unlike Shanghai’s foreign-run bourse,
corporate share and debenture floatations were rare on the Chinese-run bourse.
Chinese-language media reports from the time do often reinforce Mao Dun’s
castigation of the speculative nature of the Chinese bourse from the mid-1920s to
the 1930s. Shanghai had already become China’s industrial hub, and industrial
ventures were far from confined to the foreign sector even if Chinese
entrepreneurs mostly raised start-up funds through means other than share
floatations.*

Fluctuations on both the Chinese and foreign-run bourse were affected by
local and regional factors as least as much as by the prevailing mood in Western
bourses. But the fact that China was the only major country to remain on a silver
currency after 1930, as world silver prices were appreciating, meant that it would
now feel the full brunt of the Great Depression, and demand for Chinese
industrial goods would slump. Yet, in the early-1930s, the ultimate outflow of
silver from China meant that large funds had to be brought to Shanghai in the
first instance, thereby creating a realty bubble even as the city’s industrial sector
was in strife.

The complex circumstances of the 1930s call for more detailed studies in the
future. At the very least, it would appear that Marie-Claire Bergére’s thesis of the
early 1920s as the golden age of prewar Shanghai may need slight revision in
view of the fact that some sectors of the city’s economy—not least, banking —
continued to prosper well into the 1930s. To be sure, Bergére’s insight about the
inimical aspects of GMD reliance on bonds and its predatory nature in dealing
with the city’s business elite might remain incontrovertible for the most part. Yet,
more recent archival work suggests that bond speculation took up a much smaller
share of Chinese bank operations in the city than Mao Dun’s Ziye might lead us
to believe. More important was the Chinese banks’ ability to exponentially
increase their monetary emissions in the 1930s over and above the volume
prevalent during the Beiyang era (1912-27). It is hoped that these discursive
themes will be further elucidated by students of the period in the years to come,
particularly as regards the composition of note reserves in Chinese banks during
the 1930s, and putative links between bond holdings and annual profits.

% See Shanghai Bureau of Industrial and Commercial Administration, comp., Shanghai minzu
Jjiqi gongye, vol. 1, 459-66; Shanghai minzu xiangjiao gongye, 85—114.
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