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oecuang for American blan@scmen econcmic opportunity had
also ialled.AB' Only by tying the curre noy 1oan‘to the
..RéOrganization Loan d;d the Unitéd States hope to maintaln
the opén door policy. It was hoped that the creation of
the Six Fower Banking Coneoftium'would Strengtheo'China
through 1oan'a$si3tance.4u

If the fallure of dollar diplomacy is to be noted,
so too must the role of a very weak céntrai‘government in
-__Ch-]"_na'.z‘[5 - The strong opposition by Japan and Russia, who
- had no inténtions of meéintalning an open door, can also be
oited as reaszon for failﬁre'of the United States to put into
~operation an efféotive foreign poiicy.'fThe United States!
position.deteriorabod further due to EUrope’s‘struggle to

keep their balance of power., To keep this balance of power

0

“3Ibid,3 p. 112

#yevier, The U. §. and China, p. 200.

"5PoTitical conditions in China during the declining
years of the MNineteenth and- first decades. of the Twentieth
Centuries were -in a constant state of flux and disorganiza-
tion. Peking remalined the central seat of .government for the
Chineze Empilre and lsater the Republicj; however, offlcials 1in
Peking were never able to consolidate the various provinces
into one political unit. In wmost instances,  the various pro-
vinces were dbionomouo,‘controlling their own taxes, currency
and 1ega1 systems. After the revolution in 1911, Yuan
Shih-k'ail ga’ned control of the traditional seat of China's:
"Government in Peking and lent zome semblance of order to the
country; however, mml¢bury,‘fiongmen in the varlious provinces
controll.d much of'*h"pOWitical power, especially in the

South of China. Attempts to congolidate the various military
factions with Pelking during the years of the Republic falled.
After Yuan Shih-ik! uite downfall in 1916 political authority
in China, in the main, had returned to the hands of the war-
lords. During all the political negotiations of the Second
Consortium, foreign nations dealt with the traditional govern-
ment in Peking, but clearly Peang politically. controlled a
Tlmit(d area of China.



“3
it was often nécgssary to transfer their coalitions to the
‘Far East.

Despite the lack of success for dollar diplomacy,

'the open door policy of John Hay had goné through an en-

lafgéd interpretation during the Taft administration.



CHAPTER II
Woodrow Wilson, American Capital

and Chinaz 91 16

_On‘March~4, 1913 Woodrow wi1son became President of
the United Stateé, and appéinted William Jennings Bryan as
:his Secrctary of State. With the Presldency and Stafe-
Départment in their charée, dellar diplomacy slipped into
history. 'ACCO‘diDF to ¥Wilson thlb policy seemed to touch
upon'the very administrative 1ndependence of China. Accord-
ing to one scholar, however, there

 is_no indicafion'that the administration sought

to chart a new course in Far Eastern Affailirs as

such.. t sought primerily to volce its position

in r”19t10N to requesting the American group to

remain in the Consortium negotiations. "

Woddrbﬁ Wiléon publicly withdrew government support
from the Americaﬁ bankers on Mgrch 19. The next day, the
Ameriéan group:met’in,New‘York'and»announced that they Qere
no longer nbflongef‘party‘to the Chinese banking consortium.2
The bénkers had wighed té wilthdraw previously, but had been

pursuadcd to remaln by thv State Doparum@nt 3 The United

otates‘delegatcu‘its_LOUCOJtLum banking commitments to the

S

3

lCurry;*Woodrow Viilson, .. 22
Ibid.

31bid., p. 21.
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Interhational Bﬂnuin%‘CorpQration in China, a J. P. Mdrgag
firm-which reﬁained‘China's loan 2greements until they were
repaid. After the-oohclu&ion of thé reorganizatibntloan
with the remaining‘Conaortium.naéiops, all American money
advances - vere r@paid;lwith-funds from'the_feOrganization‘
,1oanw4
Inéﬁis statement regarding United States withdrawal
ffom the Congortium, Wilson said that he did not‘want.the
United States to "be party to conditions,"” that would "touch
very.nearly uponvthé administrative independence'of.China
itself;”5 This independence would be'marfed;'the'ETesident
vbelieved, by'piodging specific'taxes for a 1dan, and by
non~Chih¢se nationals administerling thé collection and dis-
persal of bhese-tax&s“ He belileved in continued Amefican
trade andlinvegtmeht ih China, but only'if it aided in
developing Chiha. His statement concernlpg the consortium
closed: "Our interests are those of'the,open.door——a door
of friendship and nitual advantage. This is the only door
we care to enber."G Wilson had charted an independent course
in China. Thls course was aimed at defending tﬁe'Uniﬁed
sﬁateg"traditional friendship with China. Wilson put em-
‘phasis on "political example and moral encouragement,ﬁ rather

than "finance und-commerce,”T

>

“Pield, China Consortiums, p. 117..

Sroreipgn Relatbions, 1913, Vol. I, p. 170,
©1pid., p. 171.

TPaul S. Reinsch, An American Diplomat in China, (New
York: 1022),.p. 63, | *




_ To implement hig policy, Wilson chose tQ recognize
the newly éstablished Republic in China as early as May 2,
.1913,- Recognition would serve to strengthen the existing
centralﬂgovernmenf'in China.and‘hopefullyfexpreés5friend—
‘ship. Sééohdly, Paul S;TReinsch, a2 Profegsor at the University
of'Wiscbnsin,.aochted the position of Minister to China.
A student of Par Fastern affairs, he served the State
Deparﬁment well, but not without controvergy, for six yeérs.
His observations and reports were most éxtensive. He recog-
nized the necesfazy.tie between'East'and West and the in-
evitable rise of Japan to the ¢ status of a world power. These
observations he readily‘relayed to the State Departmeht.B

ReLneoh left on, Novembe? 13, 1913nf§r China. Once

there he ﬂu1ck1v set onn‘to ald the;deyelopmént_of her
lnousf 1@5,'governmenh and people. Baged on hisg early ob-
servatiohs,'R@insoh‘wrotesthe Q*auv'Department-thdt the field
romained wide opan for'r@sumptioh of American interest in

Chinese curvency weform and 1n 2 currency loan, The Chinese

8Jun; how clozcly Relnzsch followed Wilson and Bryan's
instructlions 1z not clear. He obeyed orders, but had a
‘definite mind of his own. He wrobe: "I had entirely made
up ny mind on the primary importance of American part1c1pa—
tion . in the industrial and economizc development of China.'
He stated further that he belleved that political matters
included commprvc, finance and industry. Reinsch, An
American Diplowat, p. G4, -According to Burton F. Beers,
Reinsch'lg actiong drove China into Japan's political. camp.
Burton F. Beers, Vain &ndeavor, Robert Lano¢np's Attempt
to End the American-Japanese Rivalry (Durham: Duke
Univergity FPresg, 1002), pp. 99-100.
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urged American_participation. First Wbuld be the Hual
‘River'valley? a‘fertile valley - -plagued With»sporadic flood-
ing. In 1911 thefRed Cross. provided famine relief'and_hired
an American engineer to sufvey for“flood control. Reinsch
'wanted td keep the prbject‘in»Américan hands;lo “An agree-
ment signed on thuary.27, 191& provided for the Ameriéan'
Red Cross to participate ih the Huai River Valley project.ll
Wilson's_posipion on American capital in China,VWOrld War I,
‘and Chinese unrest kept American financiers from offering to
float bonds even thouéh the Red Cross had'éngaged the J. G.
White Corp. to makéfa‘preliminary survey of thé Huai River
Valley. fTivate sources of money were sought, but to no
avail. The Chinese then extended the option for a year, and
12 '

Fal

~in January 1216 for. four months more.
Another attempt at private investment in China
centered around a small loan by Lee, Higginson and Co. of.

Boston. = Thisg loan was primarlly the work of an American,

. 9Department of State Papers Relating to the Internal
Affairs of China 1910-1529, §93,51/1501-1065., Microfilm
Role 149, Frame 22. Hereafter cited as State Papers Relating
~to China, with a notation of the microfilm’s role number and

the frame wherein the information ig located. Thig method

of footnoting was chosen because the State Departwent Papers
“dealing with the Internal Affairs of China were not always
chronologically filmed Ly the Department {lle number. The
author trusts the location of thesis materials will be facl-
litated by a cibatlion ol a microfilm frame number rather
than a citatlion off the document and the Department (ile

nunber., ’ ' ' ' B

o, | |
10Rcinuch, fn Mumcrican Diplomat, p. 65.

1lForeign Relations, Vol. I, 1914, pp. 95-119.

2curry, Woodrow Wilson, pp. 146-U7.
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Guion Gest, who had been trav@lingAin'China}' In answer to
his.indﬂiry, on Mdro 27, 1915 Bryén wfote Geét.that the
‘United States will
give, subject, of Qourbe,_to‘existing obiigaw
tions -of the Government of China, all proper
‘diplomatic support to any legitimate enterprise
of the character to. WhLCh its citizens are
Uur:fniJ
. Through Gest3 China appolnted Higginson as their fiscal
agent . This éppointment had.as‘its purpose.the‘hope that
Higgins on could acquire the ¢ val r1gh+ 10 place bond
issues for the rehabilitation of the Bank of China on the
American market.l* Mot until April. 3, 1916 did the nego-
tiations go far enough for Lee,_Higginson:and Co. to advahbe
$1,000,000 on a $5,000,000 loan.'>

To further cOmplicéte the gituvation in early 1915,
Japan issued hﬂr Twcntj One Demands upon China, China's
- inevitable urr@nder to thLQ ultlmatum on May 8, meant a
virtualfJapanese-strahglehold‘on thna?'especially'in
Manchurié and Shantung. Using the Twenty-One Demands,
Japan would'claim priority on future attempts at American
Toans .16 | |

DuL pr lmar y to Reinsch's urplnpu, Bethlehem Steei

(D

xpre ed degjrw to finance a Chinesc naval establishment.

In reply to Reins ch's inquiry)‘Bryan‘on Mav 21, 1914 wrote

13gstate Papers Relating to China, 893.51/1501-1665,
"Roll 149, Frame 331, - :

U pig.  Frame 4hE.

151big.  Frame 654,

vy, Voodrow Villson, p. 147,




)
that ir the Japan oﬁe ohjected to Bethlehem Steel's involve-

L7 The Minister ré—

_meﬁt the Jnveﬂtment would be unwise.
plled two days 1aLer that Japanese obJectlons were based on
‘@e sire of speglal rlghtu in Fukien. '. Special rights, he
cont inued, were a violation of the opeh dogr,l8 Réinsch
-reiterated on May 26-that‘Japan's deéire.for'special rights
in Fukien violated the open door, and"édded bhaf Washington
© should resist-the.Japéneée‘attitﬁde. China, he wrote Bryan,
looks ‘to the United States as a "protector of its integrity. "19
; The Higginson loan caused some excitement in the

3Un1ted States; especially among former Congortium members.
HDespite'the’exoitement and Peking's numerous attempts to

secure loans from the United States,2? the Wilson policy con-
tinued to restrain'loaMS'to China. Nothing<wqu1d be done uné
less there was 0fficial~indofsement.21 Wilson's idea of
democraéyvcannot be faulted completely. The continuous

state of'poliﬁical discord-in.China'made'floatimg bends in

;ﬁhe United étates Qirtuélly.imposgible.gz.‘Even factions

within China etvongly objected to.any loans to the then

Peking government of Yuan Shih-k'*ai. Sun-Yat-Sen, a leader

7°cdt9 Papers Relating to China, $93.51/1501-1665,
‘Roll 149, Frame 50. o . ‘

'181bid. Frame 8.

'19Ibid. Frame 112.
20Ipig. Frame 229.
“l1bid. Frame 302,

rr\,-

“LIde Frame 230.
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‘of the Chinese.sbuthern faétion, wrote Wilson asking him not
'fo io%n»mmnav to the corrunt Vortzmﬁh GOV@Thmenf 23 Japqnpse
‘obJebLlong vna hor Tweity ~-One Demands to American loans,
old conaorblum res %rLftion , and the outbreak of_World War I
were‘also‘decisive Qonsiderations at'this time.
State Departmeht»opinioh,‘and with it Wilson's,

'began to change with thefappoihtment of'Robert ILansing as

Secretary of State. The Washington Post, dn August 19, 1915,
noted: |
Altnough no definite announcements were forth-
coming from official circles following con-
.Terences the Minister /Relnscn/ had with the
President and Secretary of State Lansing, there
ls strong reason to believe that the adminis-
tration without placing the United States
' Government in the position of a guarantor
*will seek to encourage American financilal
interests to open their purses to the Chinese
,Governmenb e
AnOthér headlinc rcad' "Amerlcan dollars ‘may be match for
Jap's diplomacy. ”25 By the end of 1915 the State Department
.and W1lson_began actlvely,to sollicit loans‘to prop up the
'Peking‘Government and hopefully to rehabilitate China.
Washington's attlitude change on capital investment
in China and World War I trade éOmbined with continued urg-
ings by'Reihscb for AMerican,investment in China led to the
American International Corporation's interest in the Huail
River. The_Unitéd}States continued its involvement thyough

its Red Cross. Accordingly, on January 31, 1916, the Chinese

23Stace Papers Relating to China, 893. 31/1;01 1665,
Roll 149, Frame 272-73 :

241pid. Frame 399.

251pid.
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extended the Red Cross option for reclamatlon of the Hual
River Valley. 'In examinlng this venture the American
International Corp. sought out the possibllity of renovating
“the Grand Canal where‘it bisected the Huali River. Eventu-
ally, a sﬁbsidiary of the American Internatlonal Corp., the
Siems-Carey Co., assumed control of the Red Cross option.26

The Huai River involvement led to an April 19, 1916
oonclusion of a $6,000,000 loan between China and the
American International Corp. The loan agreement allocated
the MOney for iwprovement of the Grand Canal in Shahtung
“and Chihli.27 Usging the Twenty-One Demands, Japan claimed
priority on the Grand Canal loans. The American International
Corp. agreed Lo Japanese cooperation. China, helpless to do
-otherwise, accepted the joint venture. The Chinese and
Aﬁerican Governments were not Informed in advance of the
International Corporation's decision. to cooperate with Japan.
Naturally the Chinese resented this, because as Relnsch pointed
out, the canal would serve Japanese penetration of Kiangsu
Province. ILansing and Wilscon disliked investmeﬁt cooperation
on the Hual River project, but the State Department allowed
the venture to continue in order Lo keep American International
Corporation 1nterested in Chilnese investmem;.28 The American

International Corporatlon, unlike the State Department, was

primarily concerned with the economic benefits derived from

cooperation with Japan.

26Curry, Woodrow Wilson, p. 147.

271pbid.

28Beers, Vain Endeavor, pp. 81-82.
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‘Washington's attitude fosﬁeféd inberest in;other
projects. By March 17, 1916 the Siems-Carey Co. sought out
‘and recelved an'agreemeﬁt froﬁ the Peking GoVernment‘to
build 1,500 miles of rallroad. TFive linés were -proposed.
Objéctibng wouid be:overcome by giving'rights tovbuiid
eléewhgré. This égreement never gét beyond the early
stages éf.negoﬁiation due to counter claims by other
countries involved in Chinese railroad‘development, es--
pecially.the‘Ehtente'Ppwers inyolvedVin.the first
ConSOrtium;eg

.The'Wilson administratibn supported thh.the'canél
and railﬁdad'negotiationsAof the'Siems~Carey Oompany.
~Failure bf.ﬁhésn projects can be placed with the "general
fate of American indu:ﬁ:iai»develqpmeht.in China throughout
the period."go'

Even though it iz doubtful that Wilson realized

how much government'éupport would be neéded'to geﬁ American
capitéliinto China, he did make an: overt effort in that
.directiOn; Fresident fFrank J. Goodnow of' John Hopkins
Unilversity received a 1et£er from Westel Willoughby; con-
stitutional adViser to the Pekibg Government . .Willoughby,_
i who had succeeded Goodnow in China, inquired abQutgplacing
a one to tWQ_hUndfed millidn‘dollar ioan on the American

market. The loan, if advanced, would. go forlbanking‘andr

29Tien—-y~i Li, Wdodrow Wilson's China Pollcy, (New
York: University of Kansas rress-Iwayne Publishers, 1952),
pp. 190-92. ‘ : « ,

V3OCurry,-WOOdrow Wilson, p. 148.



currency reform and land taxes provided seoufityta Howell
Griswold, a John. Hopkins' graduate took control of the situa-
tion. Griswold wrote'Wilseh Seekihg his end-State Department
'epproyal of'thevventure. In spite of the eventual sanction
of President.wiieOn, thé'négotiations proved ifutile. WilSOn's
approval was constralned by hils bellef that it was contrary
‘to admlnistrntion policy to have the United States Government
become a coileﬂtor of debts. 31
,DeSpite'all the negotiations, by May_SO{_1916, only
two loans had been actually'COmpletedé the Lee, Higginson
‘and:Companyiloan of $5,000,000 with novspecifie security
and'the,American<International Cbrporation's $6,000,000
1oaﬁ ffor the impfovement of the Grand Canai;32 Reinsch
wrote the_Stete Department noting the futility'of small
advances whiehfohly served to irritate opposition without
affording substantial relief. 'What was.needed; he believed,
waeta subst.a.nt:‘njal::m—:*or‘gani_zati'on'ioa’n.“33 'Ihe“Chinese.money
situation remained desPerate, ‘Terms of the 1912 eOnsortium
restrieted:berrowing frem sources outside the‘consOrtium;
Further intensifyihg'Chihese needs was inflatiohtcaused by
‘the profitable heéty-ekport'of silter from the .country
This idflatibn‘would coqtimue‘fpreChiha'untilttrade improved

. . . -~ L
after the conclusion of World War 7.34

311pid. pp. 149-51.

32state. Papelb Relatlng to China, dQJ 51/1501-1665,
Roll 149, Frame boZ.
331Ibid. Frame 638,

_3”Curry,'weodrow Wilson, p. 151.
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Japanese eéonomic'aggression in.China.continued'to.
increase. Paﬁl‘s. Heintzleman, Consul General'ih'Tokyd,'on
June 13, 1916 cab1éd Reinsch that ﬁheBank of chosen had
made a loan to the Fengtien Pfovincial GQVernment, which
in essence‘provided<for.an agreement_making Japanese gold
ﬁoteé legal ﬁender‘ﬂor payment.of taxes and‘éther ievies
byfthe‘provincial goverhment.35 On June 30, HéintZlemgn
agaln wrote Réinséh'noting that the Yokohoma Specié Bank
_ and the Bank of Cbosen_nowrvirtual;yicontrolied finances 1in
Manchuria. He also repofted that ﬁhe Japanese yen was
‘rapidly replaéing Chinafs mixed currency, and the Japanese
géld sténdard'was;ﬂaking the place of China's fluctuating
Silver.36

‘Relnsch relayed his_and‘Heintzleman's‘pleas to
Washington. Lanéing responded by‘calling together a_meeting
6f'1nﬁerested'bénking firms'to be held on June 27,37 Seek-
Ming an American policy to folldw'in view\of China's_deteri—
 orating,financia1 condition, iansing wrote Wilson and fOf—
warded Reihsdhﬁé numerous fepbrts. Lacking time to réad all
the cofrespondence,wWiison asked tor and received Lansing's
isummary‘of‘é§ents and a recommended plan'qf action. “This

sum&ary tientioned that the Japanese were withholding surplus

35State Papers Relating to China, 893.51/1666-1835,
Roll 150, Franes 2-3. '

_ 361bid. Frame‘15. The Japanese yen in 1916 equaled
approximately fifty cents in American currency. .

‘BYIbid; Ffame 652,
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Chinese Salt Gabelle,38‘thus confrplling internal Chinese
finances. Recgﬁmendéd action would be to encourage thé
American_bankeré who seemed to be “disposed to make a loan
to‘China'in assoclation with Euroyéan financiers, ' and
ﬁcarry the'Eufopean shares. until the war is over."39:
'iBritiSh,iFrench and Russian financiers, he noted, were
probably willing,-if notieager, to have the Americans aid
in a group loan to China, If American and European interests
Joined Japan in aﬂconsortium loan it couldlpossibl¥~check
Japéﬁese ehéroachmeﬁt upon China.

vLansing's’Summary included recommendations'for pre-
vent ing pOSSlblp discord among American bankers Since the
pogsibility of CODilLCb ‘between Lce, ngglnson and Company,
fiscal agents in Chlna,‘and the old American Group existed,
Léhéing feltlthat the govefnment'sAadtion should‘éupport
'thexinclusion of Higginson. By including_ﬂigginson, hope-
fully conflict would be averted.40. Wilson approved Lansing's
“plan of actibn.41'iLansing then cabled Reinsch'thaﬁ'American
bankers were seriously conéidering a loan, but cautioned him

nothing could be done in the meantime.lg

38A tax or- custom duty on-salt use d for - centuries
in Cnina.

39SLaLe Papers Relating to Ctha, 893. )1/2(59 3040,
Roll 153, ‘brame 1370.

H01piq.

“l1pid.

 421pid. Roll 149, Frame 662.




25

On'Junem27,'representatives_of tne_Old'American
Group, Guaranty4TrUSt'Company,band Lee, Higginson and
Company met to discuss the urgency of Chinese finance. They
agreed that the United States could not make a loan to China
in‘view'ofvthe'Six Power Loan Agreement and this.agreemenc‘
would not expire for another year.’3 Only Willard Straight,
representing the American International Corporation, the'
National City Bank, and the firm of ‘Lee, Higginson'wanted'
to 1oan withouthtate'Department approval. Members of the
old American Group reiused to make a loan that was not com-
'pletely backed by che American Government Conflict did
arise between.ngglnson and the American Internationall
Corporation. Both firms refused to joln each other in an
organized effort. As a solution Gest pressed a request to
renem the existing American Group The State‘Department
as a‘matter'cf'policy, could not be a medium of renewing
the old group either by transmibtlng telegrams or by playing
favorites.gu

"J, P. Morgan and Company sent a telegram dated the
same day ae_the‘meeting to their associates in London.
chrganfs telegram noted company‘refusal to loan money to
Cbina due to the existing c1d consortinm'agréement, and asked.
if the British would join in an immediate advance not to
‘exceed $2,000,000. Tney'aiSQ wanfed’to seekbout the possi-
b5

bility of renewing active interest in the Six»Pcwef Group.

“3State Papers Relatlng to Chlna, 893.51/2759-3040,
Roll 149, Frame 0062.

CHiypid. 89) 51/1666-1835, R011'15o, Frame 126.
A51bid. )1/1301 -1665, Roll 149, Frames 734-35.




