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Banking Development in China, 1840-1937+
(A Summary)
Yeh-chien Wang

After the Opium War Chinese society underwent a series of unprecedented
changes. Under increasing foreign impact a process of adaption and innovation unfolded
‘banking institutions even-

in the nation’s financial sector. In this process tradition
tually submerged while modern—style banksrose
of banking developn r

to the forefront. A study

ment contribute 1 iihderstandlng £ 'beyond that of the modern transformation of
China’s ﬁnancxa sector-per se. Among other things, it may shed considerable light on
two controversies which have been going on in recent decades among economists and

historians. One centers on the role of banking in economic development—positive,
neutral or even negative? Another is whether economic imperialism destroyed tradi-
tional handicraft industries and prevented the rise of modern industries in China.
There were four major types of banks operating in the Chinese financial market
over the century, i.e., the Shansi bank (p’igo-chuang), the native bank (ch’ien-chuang),
the foreign bank, and the modern Chinese bank. The former two types were indigenous
banking institution which existed far long before the appearance of modern-style banks
in China. In companson with modem banks, they were small ki;kﬁkcapital resouroes,

liability. They differed,
banks were organized

\‘on ‘the' basm of br b kmg system and specialized in domestic
remittance, native banks adopted the system of unit banking in combination with corres-
pondent banks and had as their primary business the extending of short-term credit
to local merchants.

The banking development for the century under discussion can be roughly divided
into three stages with the Sino-Japanese War of 1894-95 and the establishment of the
Nationalist government in Nanking in 1927 as the lines of demarcation. In each phase
three groups of banks were competing with one another and, more often than not, also
played complementary roles. In the first stage the Shansi banks, native banks, and foreign
banks formed a kind of three-cornered relationship. Each controlled a major area of
business—domestic remittance under the first, domestic trade financing under the second,
‘The Shansi banks
public funds by the

and foreign trade financing and foreign remittance under the 1

were nonetheless entrusted with the custody and transmxttan“
central and various provmaal governments, 'in on ¢
businesses. Accordmgly, they enjo >d the greatest development and became in the
meantime the most: prestzgtous financial institution in China.

In the second stage (1895-1927) foreign banks towered over other banks in China’s

andling ordinary banking
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financial market. A g“fbup of banks—modern Chinese banks-—made its appearance;
the once powerfnl Shansi banks faded away while native banks continued to grow. For
more than three decades following the Sino-Japanese War of 1894-95, while China de-
generated into a state of political chaos, foreign banks served as a vehicle for imperialist
powers to penetrate the country politically and economically. These banks expanded
rapidly their ‘activities, advancing massive loans to the Chinese government, gaining
custody of its customs and salt revenues, and making direct investments in railroad
construction, mining, and manufacturing. Moreover, they 1ssued enormous amounts of
banknotes circulating in the treaty ports and thelr respecti 1

advantage over modern Chmese banks, let alone native banks. ' Their disadvantage lay in
the fact that they were unfamiliar with the complicated commercial customs in China and
that they could not set up branch offices outside the treaty ports.

In the final stage (1928-37) modern Chinese banks seized leadership from foreign
banks and emerged on top. Native banks entered the phase of decline. Following the
founding of the Nationalist government in Nanking in 1927 China’s international status
was greatly improved. The government was able to restore tariff autonomy and to recover
the administration over salt revenues, thus reversing the trends in having a huge and grow-
ing flow of deposits from foreign banks to the modern Chinese banking sector. Moreover,
scompetitiveness of

a number of institutional improvements also greatly strengthened 1€
modern Chinese banks. The establishment of the Centra b d capital increase of
this and other government banks.resulted ' the | matwn?:\k powerful central bank-
nof the Joint ‘Reserve Board of the Shanghai Bankers
Association in 1932 | e effect of making liquidable non-readily cashable assets in
the portfolio of banks. By the establishment of the Shanghai Clearing House the next
year as a branch of the Joint Reserve Board modern Chinese banks gained additional
resources at the expense of the other two groups of banks because the former no longer
had to deposit large sums of money with native banks and foreign banks simply for
the purpose of clearing bills and checks.

What proved to be the most significant factor contributing to the rise of modern
Chinese banks was their close relationship with governments, the Nationalist govern-
ment in particular. They served as the depository of public funds and many of them
were granted the right of issuing banknotes. Most profitable of all to them was the

ing group. The org

erest ratés. to the govern-

discount. The bonds in
urthy note issue. While the
m the Iat:ea Manchu to the Nanking periods all resorted to
meet their chronic budget deficit, the Nationalist govern-

management of public debt They made advances at high i

successive government
massive foreign borrowing




ment depended heayvily on domestic borrowing. During the period between 1894 and
1926 the gove‘rrlments at Peking borrowed nearly three billion yuan of which 71%
came from foreign sources whereas 88% of the government bonds (close to three billion
yuan) issued in the Nanking decade was taken up by domestic creditors, mainly modern
banks. Therefore, even at the height of economic depression from which other groups
of banks clearly suffered, modern Chinese banks continued to gain in strength through
financing the government which ran into enormous deficits.

As far as the effect of foreign banks upon the traditional banking institutions is

concerned, there is little reason to believe that the former caused the demise of the latter.

e their business relied too
Hence, most of them could not

survive for long as overturned The relationship between

foreign banks and native banks was more in the nature of cooperation than competition.
Foreign banks irijected large sums of credit into the native banking sector through their
acceptance of native bank orders and granting of chop loans. In their turn native banks
played a key role in the promotion of foreign trade by extending short-term credit in
greater amounts to local merchants in the import or export business. Rather, it was the
rise of modern Chinese banks that contributed significantly to the decline of traditional
banking, For instance, even before the 1911 revolution a large part of public funds
had already been transferred from the Shansi banks to the newly established government
banks. Later on, modern Chinese banks were able to attract deposits by offering higher
rates of interest than did native banks because the former coul

profits by mvestmg the dep051ted funds in gover N bo‘dé nd Treésury notes. Still

111 earn handsome

Chinese banks led
banks.

Finally, one- of the prlmary objectives for the establishment of modern Chinese
banks was the raising of capital for industrial investment. However, for forty years
after the Sino-Japanese War of 1894-95 the modern Chinese banks allocated no more
than 6% of their resources to modern industries. By 1936 their share of contribution
to the capital formation of China’s modern industries was probably no more than
2-3%. Thus modern Chinese banks failed in their historical mission to promote in-
dustrialization.  Still worse is the fact that they served to divert much financial
resources to unproductive government spending. In all probability the role they played
in China’s industrial development prior to World War Il was a negative one.
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