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FREFACE

This thesis is an attempt to analyze the events of

he Second Clln se Banking Consortium, signed in 1920, and

ot

the relationshlp of.bhis event td America's China polilcy,
generally Tefefred'to as the Upen Door Pollcy The Consortium
demonstratco how the Open Door Policy developed as a part of
American foreign'policy{'and how the State Department hoped
to use American capital és the right arm or a tool of
American_diplomacy in China.

The Open Door Policy as conceived by Secretary of
Stéte John Hazy was ah'attemﬂt to preserve eqgual ecohémic
opportunities for Americans in China. As ﬁime progressed
it became evident China's territori al and administrative
integrity needed to be inéufed in order to provide a favor-
able climate. for iorelgn commercial and investment privileges
in China. By 1918 the State_Depaftment believed it would
ibe necessary'to curb Japaneée ihVestments and influence
being exported to China thrdughout World War I and the
‘foliowing years. ‘If Amerlcan monies could be joilned with
French, British, and Japanese dollars, ali four nations
couid expect to share in investment and commercial privilegeS‘
in a vast uhderdevéloped nation.

Once the Aherican'bankers had State Departmeht

agsurances fhat the Am(rioan Government would Tend public

support and provide‘diplomatic backing for their loans, the

bankers bécame willlng allies of the State Department 's
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finance diplomacy; ‘But dll Ameriéan Governmental guarantees
could not bring politicdl stability to the disorganiZed
Cliinese Government, and»without a consolidated and stable:
government in China, no investment could be assured success.
Consequent 1y, the‘Americab bankers refused to lend money
‘ withodt stfingeﬁt'lénding rules, ahd the Chinééeﬂrefused
to borrow money within the terms set down by‘the Ienders.

It is the author's intention to use the Consortium.
'to il1uétrate'hpw Secretary ofiState John Hay's Operni Door
‘Proclamation expanded in concépt from its original inten-
tion to/aCQuire équal'econOmiQ opportunity:to its secoﬁd
stage of a‘respectvfor the territorial_integrity of China.
to the expandeq concept as an attack upon spheres of in-
fluepce, especilally Japan's spheres. ‘The State Department
did not achieve,itslintended goai; but a‘study‘offtne
Consortium's correspondence 1eéves no doﬁbt tnat. the
Deparfmén? intended to 1imit'ir not to eliminate spheres
in‘Cnina, exemplified by Jépan's claims 1in Méncnuria, and
in doing so allow American capital-equal investmépt oppor -
“tunity in Cuina.

| Tiie author is indebted to several persoﬁévand in-
stitutlons for providing the help necessary for the comple-
. tion of this projegt.' I would thérefore like to thank the
foiiowing people and institutions. My interest 1in this area
‘of history'was'stimulated Ly my advisor,lAssociatejProfeséor
JacQueline D. St. John, to whom I:am indebted for the advice
and counsel that éhe was always*willing to glve to Me, A

special thank you‘must also go to FProfessor Harl A, Dalstrom
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of the History Department and Professor Justin D. Stolen,
of the College of Business Administration for reading my
thesis and offering suggestions and comments that providéd .
invaluable assistance in the final draft of this. work. |

Several institutions also gave valuable assistance
in the completion of this project. The HooverrInstitute'
on War and Peace in Stanford, California, allowed access to
all the documents they had available, which included some
of the personal correspondence of Frederick Stevens uséd "
in the final chapter. The Morgan Guaranty Trust Cdmpany‘
of New York provided copies of Thomas Lamont 's public
speecheg and addresses. The inter-library loan divisibﬁ
of the University of Nebraska at Omaha located and acquiréd
several volumes needed for research. A special thank you
must go to the Unlversity of Colorado which, through inter—
library loan, permitted the extended‘use of their microfilm
roils of Records of the Department of State Relating to
Internal Affairs of China from 1910-1929, specifically the
rolls dealing with financial conditions in China. The
British Foreign office permitted the reproduction of many
of their documents relating to the Second Consortium. I
am indebted to Miss Mildred Wretts-Smith for providing the
research expertise necessary to locate the materilals in the
Foreign Office Archives, copying them, and forwarding them’
to me for examination.

I would like to express a personal thank you tb my
Mother, Frances Selénke, who 1in 1ifé gave me the invaluable

examples of perseverence and hard work, and in death
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,Continues~to remind ﬁe how neoeSsary these two attributes
are to any,endeaVor.g My Father, Andrew Seleﬁke, whose
'strong.will and continuous drive to improve whatever he
came in contact with, taught me that without a,strohg willl
andﬁpersonal drive nothing.extra‘or speclal can ever be
accomplished, Continued reminders from my family'never
let me forgebt, over a period ofAsix-yearé, that I had not
completed a Jjob I-ihitiated Tor self~improvemént.' of
coﬁfsé, without my husband TETfy‘SAPGTSOHHl ehpouragement
and firancial assistance there nevef wouid.have)been any 
thesis orAdagree, Qur children,'Thomas«ahd Margaret, spert
many hours with Daddy, Grandmother Pesek, and a babysitter

in order that I might accomplish this goal.



INTRODUCTION

Probably no term in American History is more_analo-”
gous with China than "open door." From 1ts inception while
an emperor still reigned in 1899 until the Communist defeat
of Chiang Kali-shek, the term was used by all classes of
American soclety. Just what the term meant to each user
cannot be known. What is certain is that John Hay's origi-
nal concept was no longer present after the progressive modi-
fications of Theodore Roosevelt and his Secretary of State,
-Elihu Root. The policy itself underwent even more radical-
modifications during William Howard Taft's administratioﬁ
due to the policies of his Secretary of State,‘Philander
Knox. The chief architects of radical change during Taft's
administration were Willard Straight and Francis Huntington
Wilson, who will be dilscussed later.l

Hay!'s original open door objectives were limited.

He had no illusions abogt the United States! inability to
erect new spheres of influence or the possibility of remov-

ing the existing spheres ofginfluenée.g‘ When Hay announced

‘ 1Raymond Esthus, "The Changing Concept of the Open
Door Policy, 1899-1910," MlSSlboippi Valley Hlstorical '
Review, XLVI, (December 1959), p. 455.

2Areas i1n China where a country clalmed to have supe-
rior investment rights and presumably concomittant political
influence.



his open door bolicy‘he believed'thaé equality of capitalis-
tic investment was gone and coﬁld not be retrieved; he did
hope -to preserve the.right of Ameficans‘to:trade freely in
commercial goods, fhaf'is; to sell American manufactured

surplus in China.->

The open door pblicy as appliediby'Hay was based
upon a :ealistic.appreciatiqn'of the limitations of American
policy. He did noé'undértake to aftack the.spheres of in-
fluence that existed, because he'knew_sphéres,coﬁld'never
be removed by_protests'ané‘cavéaté, Military:force provided
an,unthinkable4a1tefnative,’so Hé&;attempted'to save commer -
cial equality.Within‘the framework ofvspecial rights and
interests. ‘On'April 25, 1903, Hay wrote FPresiderit Roosevelt,
"Americans will not fight for ManChufia's commérce or China's
3’.n.tegritjy."'-LL |

John'Hayfs support of China's territorial and admin-
_istrative,integriﬁy was an gxceedingly quélified one. Hay
oppésed'the complete partitioning‘éf China. Even though
‘SPheres were undoubted;y ah‘infringement of China!s integrity,
' he‘névér‘attécked’existiné spheres, Attaqking'these spheres
‘Hay considered.intervéntion in the.affairs of another conti-

Lnent.) Furthermore, Russia's invasion and subsequent control

‘ 3Tyler'Dennett, Americans in Eastern’Asia,(New York:
Macmillan, 1922), p. 292. See also: Esthus, "Open Door,"
p. 436, _

uJerry Isréel, Progressivism and the Open Door:
America and China, 1905-1921. (FPittsburgh: University of
Pittsburgh Fress, 1971), p. 84. ' ,

5Dennett; Eastern Asla, p. 403; Esthus, "Open Door, '
p. 437. o . 3 |
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of Manchuria forced the Secretary of State to tacitly ac-
knowledgé that Manchuria was a prbvihce'of Russia'énd no
longer rémained an integral part of_the‘Chinese Empire. His
‘acceptance of Russian control of_Mahchu:ia sUpports the posi~
tion tbat_tb”all‘intents‘and purposes Hay abandonéd the

6

doctrine of the territorial integriﬁy of China.
In reviewing John Hay's original intent and appli-
- cation of the open door policy one thing is clear; he had
not_éecured anything_approaching_an 1ntérnational guarantee
of.an_open dobr’for United States’ commercial tréde in China
or a guaranﬁee'of the territorial and.administrative entity
of China. .Secrétafy:of‘State Hay had inltiated and popular-
ized a poiicy for_American participation in the affailrs bf

f This policy was uniquely Ameripan and a

‘the Far East.
product of American ﬁhouéht,
 How,‘then, did the open door become the established

’Americéhvpblicy in the Far East for almogt half a century?
Thils dan ohly Ee explained,by'examining the policy after 1ts
. creation and.appiiéation.” When Hay died in 1905, Elihu Root
became Seéretary-of State. During'Root's‘four yéar»tenuré
the open door proclamation underwent a change 1n interpreta-
tion. ‘Root accepted the basic asSumptiob-that‘spheres,of
influence were established faéts and that probably more harm

than good would result from direct attack upon their existence.

6A.‘Whitney Griswold, The Far Eastern Policyfof‘the
United States. (New York: Harcourt Brace and Co., 19337,
p. 84,

T1pid. ». 86.°
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He was less.wiliing than Hay, however, to abandon or wafer
down tie concept of China's political integrity. His policy
attempted to étop further infringeﬁent.of China's integfity;B

After Phildnder Knox took control of-ﬁherState Depart-

“ment in 1909, United States' relations with China changed
Significénﬁly. Francis Huntington Wilson took the:position
of First-Assisﬁaﬁt Secretary of .State. He also held the
rost of Knox's éhiéf advisér on Far Eastern Affairs. Young
and‘aggreSSive,'Willard Straight, with definite convictichs
concerning American investment 1in China, vas appointed to
serve as‘agent of*thelneW1y foﬁmed American banking group
with interests in China.”? With Knoﬁ.and Huntington Wilson
in charge of Fér‘EastePn affairs-theyfdictated a policy that

 demanded equal 1hvestmeht‘as weli as commercial opportunities
in China. KanQ.Huntington Wilson, and Sﬁraight wanted to
end sphetes of influence and give vligorous stport of China's

“integrity. This newly espoused policy was called "dollar
1diplomacy," The policy of Hay, and even Root, was no longer

s . 10
discernible.

Open door historian, Raymond:Esthus, suggests
“that if.the new interpfetation of the open door is confﬁsing‘
to historilans, it was even more confusing to the Japanese who
were criticized for not adhering to America's ohanging inter-

pretation of the open door. 11

8Esthus, "Open Door," p. 453.

QIsféel, FProgressivism, p. 5H9. lérael also notes
that Assistant Secretary of State William Phillips played a
vital role in American policy change in China. p. 64.

)

]'OESthLIS',_ "OP@l’l Door, " D. ME’_

1lrpia.
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It 1s the expanded cOncept‘ofIthe‘open‘door that be-
céme,the basis of future American policy. When the Stéte
‘Department supported Americah banking involvemenp'in‘both
the First and Second Chinese Banking COnsortiums;lz it was
the open door policy vadollar diplomaéy thét_the Department
advanced. ‘JuStlhow.Américan capitalists were to invest in
China with reasdhable assurance that their investments would
be protected is uncertain. American involvement in Chiné
did not extehd to usling miiitary force. 'Bealizing‘the de-
gree of American commitments in China, the possible success
of American éapitai in China, especlially Manchurié, remained
1cbntinuélly'doubtful, Manchuria had been a Russian sphere
before 1905nand after the Russo-Japanese War Japanese domi-
nance there was apparent.

»Though the open door policy éSpoused by the dollar
diplomats proved unrealistic, it did give the semblance of
being moral. The balance of power was the chief oéncern
of the major pbweré and the United States advocated equai
-opportunitieé for all natidns. Just how the State'Department
intended to-acﬁieve equal CommerCial and investment. oppor-
tunitiesfin China when preferential rights already existed
is the diplomacy behind the“Second Chihese Banking Cdnsdrtium.

Washington called it eﬁforcing the open door,.but‘it was a

P rhe First Chilnese Banklng Consortium, an interna-
tional banking agreement signed in 1911, eventually included
‘banking groups from the countries of Great Britailn, France,
United States, Germany, Russla, and Japan. The Consortium
~was formed to provide funds.for the internal development and
administrative reform of China.



policy far removed from the ideology of John Hay and more

closely attuned to "dollar diplomacy."



CHAFPTER I
The Un;teo States Forms the OpenoDoor

Policy, 1900-1912

An analysis of the Spcond Financial Conscrtium of
Chlna dnd itu relatlonshlp to the open door policy must
begin with an examination of bhe broader intereots of foreign
countries ;n China. ?The consortium was not merely an attempt
‘on the part of foreign banks to loan money to China for ad-.
‘ministrative aﬁd industrial purpoceu, 1t was a formulated
effort on the paxt of foreign powers to promote their own
politlcal and economic objectives in the Far ﬂast particu-
.1ar1y China. To unoevﬂ*and what these obJectlves were, a
brief consideration of Oriontal trade expansion; Chinese
‘railroad development, and foreigo‘entrénchment‘in;the Far
East is necessary. ,

The'oonoépt of building colonlal empires heightened
-in-the Nineteenth_Century, _Great'Britain,'Germany; and
Rossié_struggled for'the_control of'foreign markets and
colonies.‘;Political'thought of thls period conﬁeoded-that‘
the balance_of power rested with the‘oountry that cOntrolled\
| the greatest‘number of forelgn cOlonies. Keeping the balance
.xuf power d1d not mean colonizing or controlling the existlng
Chinese government. Commerce and industrial»development

were possible qnd'mof‘e profitable 1f the cost of governlng
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could be aVojdéd' and China's ovlsting political structure
prov1ded these 0ond1tiono.

By the latter part of" the Nincteenth Century, how-
ever, there emerged an awakened interest in the trade poten-
tiél of Ch1na,-especia11y'in her‘abiiity‘to absorb the sur-
plus of'manufactured.goods, Due to the dinternal poiiﬁical
organization of Chlna and the established colonial rivalry,
forelgn natlons galned political territorial and economic'
footholds in. Chlnd by a seriles of unequdl treaties with
China.?l ‘anajry hejghtened dnd by the turn of the Twentieth
Century Japan entered the‘struggle closely followed by the
United States.

Americah dip1omatic,feactioh to the scramble for
-Chihese spheres of influence and the subsequent_quer insur-
rection resul ed in Secretary of 3State John Hay's famous
Open Door Notbu, The first of these notes was sent‘on
September‘6, lBQQIto.Great Britain ahd Germany and later
notes to Japan, Italy and France. - It proposed that, in view
“of the division of China iﬁto Qphefes of influence, these-
"COuntries °hou1d not Jnterfcrp w1th breat" ports and should
.not 1Lvy nioher harbor and rallroad dutleo'on fofeign'goods

than on their own thhln their own gpherces. Agreement Go

lwor. a c}ronological listing ol the unegual treaties.
‘migned with China see: William L. Langer, ed. and compiler,
An Encyclopedia of World History. (Boston: Houghton Mifflin
Company, 1808), pp. 913-514, A detailed study of the unequal
treaties of this period can be found in William L. Tung, China
‘and the Foreign Powers: The Impact and Reaction to Unequal
Treaties, (DObbo Ferry, N. Y.: Oceana Publications, Inc.,

19707, op. 19-43
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this proposal was noncommital with the'excéption of Italy,
~the only nation without gpheres of iniluence in China.
Russia found reservations and never accepted the proposal.
The American Sccretary of State, by March‘lQOO, announced
“that the replies were '"final and definitive." Although
the notes of 1899 had as their aim the preqcrvatxon oi
Chinese soVereignty~inrthe spheres of influence as well as
-equéltcommercial opportunity, thet; obgectives were merely
fmplied.”

Despite American claims, struggles for spheres con-
tinued. Russia marched into Manchuria. In continued efforts
to curb'Russlan advances, a key Far Eagtern issue in 1900,
‘Hay sent a second circular of notes in which he stated that
the United States wanted to find

a solution which may bring about permanent safety

- and peace.to China, preserve Chinese territorlal’
and-administratlve entity, protect all rights
guaranteed to friendly powers by treaty and

‘international law, and safeguard for all the

world the prlnc1ple of equal and impartial

trade with all parts of the meire
As a statement Qf Amtrlcan pollcy no replles were sought.

Theoe‘s "ond notes set- into motion a baslc pian<f9r

'-Amer Lcan diplomacy in the Far East that would remain 1n'

2Thomao A. BaLley, A Diplomatic History of the
American Ptopl (8t ed.; New York: Appleton-Century-Crofts,

3U.-S;'Department of State, Papers Relating to the
Foreign Relatlons of the United States, 1899 (Washington:-
1893), p. 99Y. Hereafter cited as Foreign Relatlons.
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effect until the mid-Twentieth Century.4 The original in-
tentibns of this policy are often misunderstood and over-
looked. '"The notes went beyond a bare attempt to guarantee
freedom of trade." In his letter to John Hay submltting
the Open Door memorandum, William W. Rockhill, State
Department Consultant on Far Eastern Affairs, wrote of '"what
I conceive to be the main points of the negotlating is-a

6

kind of a modus vinendi in China."- Rockhill, though,

"never considered his policy a permanent guiding principle, "'
and neilther did Hay.

John Hay, Alfred Hippisley and William Rockhill, who
worked with and understood the intricacies of the open door:
policy realized that a countryf such as China,could not. be
rescued from the clutches of forelgn intervention and control
by a single diplomatic maneuver. These same diplomats also
knew that the expanding American market could not be pre-
served Dby one foreign policy statement . They did believe
that if a foothold could be gained in the political and
economic structures of China, this foothold could be used
for both trade and strengthening the Peking Government. The

Unlted States wanted to insure the integrity of the Chinese

uFor an understanding of the intricacies and discus-
sions of W. W. Rockhill and Alfred E. Hippisley that went into
the background and origins of the Open Door Policy see: Faul
A. Varg, Open Door Diplomat, (Urbana: University of Illinois
Press, 1952), pp. 26-33; and Esthus, "Open Door," pp. 435-54.

5Varg, Open Door Diplomat, p. 33.

6Ibid. p. 36.
7Ibid.
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Empire‘so she»could and would discharge her international
5bligation5f8 A strong. China would mean that the United
States could hope‘tﬁ enjoy equal trade opportunities'witﬁ‘
 the’rest of the erid. —
. Almost every historical reference of ‘the open déQr
‘"1n¢1udes a mehtion'of American merchants ahXious.for China's
markets, bﬁt'spme}féii to include the_facf that missiohaﬁies
in China had invested years in spréadinnghristianity to
.thévChinese;‘ With their religlous férvor came the Western
.Way of 1llfe. ‘Extratefritoriality protected them in most.
: instances, but wiﬁh the instability of the Peking Government
Boxer,rebellions.WQre a reality. The lifelong work of
these men of God needed protection.?
'It,was obvious tb'the formulators of the United.

Sﬁates' China policy‘that,”thé'struggle in China was only a
leéser afena for the-Western‘nations engaged 1n the.diplo-
matic-s@ruggle in Burope. "0 The United States, a spectator
to this struggle, had 1ittle‘bargaining power save reﬁeated
affirmatién of the open door. In the late summer and‘éarly
fall of_1903, Russia begén'her struggle tb‘securé Manchurian

) . . 1 . , e L ~
port openlngs,*l With the outbreak of the Russo-Japanese

L-)‘ L oo . -
LEsthus, "Open Door,'" p. 437.

Q . L I ) , .

, “pun J. Li, The Ageless Chinese: A History, (New

“York: Charles Scribnor's Sons, 1905), p. 431; Varg; Open
~Door Diplomat, p. 30. : :

10Varag'Oan Door Diplomat; p. 47.

Llprederick V. Field, American Participation in the
Chinese Consortiumg, (Chicago: University of Chicago FPress, .

1931), p. 7.




‘War,”PTesident Theodore Roosevelt approved_sénding a cifcular
noﬁé to_Great Britéin, France, and Germany to request belli-
gerents to‘respeot the neutrality df China, and in all prac-
tical ways'her‘édmihisﬁrativé integrity.12

| In 1901 Japan strengﬁhened;her position by allyiﬁg
herself with Great Britain, the great world naval power.
Then, in 1905, the Treaty of Portomouth gave Japan a . domi-
nant. position on the contlnent of Asia. Exten81ve Ru851an‘
rights- in Manchuria now~held by the Japanese farther-enhanced
Japaﬁ's position in Asia, and the United States' withdrawal
from her Korean legations in September 1905 allowed Japanese
entrance'phereq Allowing the Japanese to expand theif con-
trol in Asla brought compléint. American merchantsiprotested
their declining trade in Manchufia via the port of Dalny.

s
Japanese merchants paid nelther duty nor liken.lJ

Despite
commercial prétest, the State Department did not aqﬁ'to curb
Japanese expangion unt11 May 1907,14 By this time‘Charles
Denbytandeuntington Wiléon,ﬂwho held éecondary positions
withvthe State Department, Were beginning to distrust Japan's
_position in regard to an open door in China. As Japan
'bressed hard fbr more concessions, the strugglihg Peking
Government. in November 1908 sent Tang Shao-yi, a protegé of

Yuan Shih;k'ai, to Washington for financial support to

-IEForeign Relations: 1904, p. 327.

13Liken is an internal tax on tradeu

luVarg, Open Door Diplomat, p. 87.
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counteract aggression in Manchuria. Tang'was‘to press for
~further commitment” of the United States to anlactive role,
especialiy]in support of raiiway investmenf and the'propoééd
Manchurian Bank. Téng's,visit_acqomplished very 1ittle.
The Root~Takahira Agreement was signed the day he arrived
11n‘washington.15
‘Private American interesﬁs were also at work. In
 September 1905 Edward H. Harriman, chairman of the Union
Pacific Railway and Pacific Mail Company, arrived in China
to_prbmdte the purchase of-fhe South‘Manchuriéh'ahd
‘Trans-Siberian Railroads. Negotiations that followed ended
in'ﬁaughﬁ‘because the Japanese currently owned the |
Manchurian Railway from Port Arthur to Hafbin.16 In the
;summer of 1905 another blow was Lssued to private Amerlcan
“Interests. China cancelled the Canton~Hankow Railway con-
tract, the United States' most ilmportant concession at this
time. Thié_contract had been granted to the American China
Development Co,'in.1898, to build approximately‘900‘miles

‘of,track;l7‘

OCharles Vevier, The U, 8. and China 1906-1913: A
Study of Finance and Diplomacy, (New York: Greenwood FPress,
1968), p. 76. The Root-Takahira Agreement states that the
United otates and Japan would malntaln "the existing status
quo' in the Pacific. Both agreed to "respect the territorial
possesuions belonging to each other in said region," and to
‘back all "pacific means at their disposal the independence
and integrity of China and the principle of equal opportunity
for commerce and industry of all natlons in that Emplre.
Foreilgn Re]atLono, 1908, pp. 510-511.

16yevier, The U. S. and China, p. 24.

17Varg, Open Door Diplomat, p. 7.
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When William Howard Taft became President, his admin-
istration inherited an increasingly troublesome open'door
policy. China continued to try to escape her obligations
by political maneuvers with various world powers and these
same powers extracted special commercial and investment‘
rights whenever possible. The Japanese were particulariy
gulilty of this.l8 Taft adopted the often used but never
acknowledged policy of using business as a weapon of the
state to achieve its goals. Previously the government had
shielded business interests, now business became a tool of
diplomacyw This policy was appropriately labeled "dollar
diplomacy.”™ Taft found Willard Straight, Chief of the
Division of Far Eastern Affairs, a willing exponent of his
economlc policy in4China.19 Strailght and his superiors all
"favored a more active role'" for the United States in China

and Manchuria.zo

18Thc IOllOWJng incidents provide an illustration of
China's inablility to control her political destiny. In
December 1905 Japan negotiated the treaty of Peking with
China. It validated the terms of the Portsmouth agreement
and gave the Japanese additional railway rights in Manchuria.
In the spring of 1907 the Japanese forced the Chinese tc make
supplementary agreements that clarified Tokyo's growing
strength in Manchuria. Japan recelved mining advantages
along the Antung-Mukden Railroad that linked Korea with
Manchuria. In June 1907 Tokyo received France's recognition
of Japanfs paramount position in Manchuria. Russia and Japan
signed a convention in July 1907 that recognized Manchuria
as a sphere of influence for Japan and Mongolia for Russla.
Vevier, The U. S. and China, pp. 39 and 42-43.

19For a detailed account of Willard Straight's deal-
ings with Edward H. Harriman for the purchase of the Chinese
Eastern Railway and other financial associations of Straight
with the bankers of Wall Street see: Vevier, The U. S. and
China, pp. 35-84.

2OVevier‘, The U. S. and China, p. 92.
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-Applying dollar diplomacy, the United States began
to prem for parthipatlon in the flnancing and conotruction
of the Hukuang Rallway in central Chlna Stralght and other
Department officials believed it to be the United States!
best éefensevagainst Japaneselaggression;‘_ln June of 1909,
Straight 1eft his_State Department post to become a repre-
sentativelof«the'newly~organized group of American bankers
interested in Chiﬁeéé'developmént} ‘Banking firms represented
were: J. P. Morgan; Kuhn, Loeb and Co.; First Natiohal Bank
of‘New Yofk;_Naﬁional City Bank of New York; and Interests
of Edward H. Harriman. This group had been formed by the
_State Department for the purpose of galning entry into the
‘proposed 1oans tovChina for the Hukuang Rallroad System:.
Before afralght 1pft for Peking he carried instructions to
secure from China thu rights for American bankers to bulld
a north to ;outh raxlroad‘from'Chlnchow tO'Al@UDan
"By October 1909 Seoretary_bf State Philander C. Knox
érfived'at'an official policy of dealing with the railroad
question in China. His pr&pbsaijstated;
t‘in éll é:s:b where thé Imperial Credit of China
1s pledged for railway construction, the powers
which have pledged themselves to the principle
of equal trade opportunatie ~in China and the
pregervation of China's political integrity
have such a direct interest as to entitle them

to participation in the loans and equltable cgg«
sideration for their nationals and waterlals.

a1St;rolght was successful 1In n@gotiat]ng a prelimi-
‘nary agreement with the Chinese Viceroy in Menchurila for the.
Chinchow-Aigun Line. Varg, Open Door Dlplomao, pp. 100-101.
Vevier, The U. S. and China, pp. 113- 126.

22vya v, Open Door Diplomat, p. 101.
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Thelnéw Knox policy;also held that "excluslve right should
not be granted to do business within the territory servéd
by a fa;lroad which had beenycbnstructed upon imperial
credit prvpledgeof provincial reVénues."23'ARai1roads were
now lncluded asfatpart‘of the open door pdlicy. Ciearly,
this policy was expanded-frpm‘its Qriginal text, meaning,
and,application.,

_With nerdiplomatic'guidelines and encouragement
from the“new1y formed American Banking group, State.Department
officials set out to have the railroad interests of,Chiﬁa
purchased by an)intefnational;y.contr011ed syndicate. By
the fall of 1909 Russia agreed to sell the Chinese Eastern
Raillway on the cohdifibn'that the‘Japanese sell the South.
Manchurian Railway, Japan refﬂéedeu Thé‘neutralization
scheme had failed and with it"the Depaftment's attempt to
, prop~§he,op¢n door open, Japanvhad’no fear of violating
the:principle of the open door.25_ Her stake in Manchuria
S was tbb great., |

Failure Qf the neuﬁralization scheme aid not deter
Knox aﬁd thevStabefDeUartment ih their hopeés for a fuller
fealization of.thé'open déor»for China. yBeginning in January
1909, the impoveris”ed Pekihg Goyernment'ﬁegan negotiations

with European bankers for financing of the Hukuang Raillways

) “31pid. Varg had access to the Knox papers‘when pre-
paring Open Door Diplomat and therefore 1s fthe authority cited.

N
\J

247pia. p. 10

t

=}

o5 . . s
“OVevier, The U. S. and China, p. 138.
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with lines from Hankow to Szechuan and Hankow to Canton.
American bankers were not invited. The "dollar diplomats™
could not resist the financial and political possibilities.
Baséd-on 1903-04 Chinese promises to allow the United States
and Britain first offers to finance the Szechuan-Hankow line,
the Americans pressed for a share in financing the Hukuang
Railways.26

Since China chose to ignore the United States! clailms,
they renewed the issue of liken. The Americans claimed that
according to a 1903 agreement, the Chinése had promised
United States investor's rights to increase custom tariffs
and subsequently to abolilsh }1533,27 The Chinese had listed
liken as security for the Hukuang loans. American trade was
being threatened by foreign competition. To provide equal
trade opportunities, the United States entered into inter-
national cooperation for financing Chinese Raillways. A

statement ilssued to the British Foreign Office read:

The Government of the Unlited States regards full
and frank cooperation ag the best calculation

to maintain the open door and the integrity of °
China /and that/ the formation of a powerful
American, British, French and_ German financial
group would further that end.?

Pressures from European bankers and financlal neces-

sity forced the Chinese to conclude an agreement which limited

26

Field, American Consortiums, p. 16.

27This was digging deep for an excuse Lo be inc&udéd
in the Hukuang loans. The United States had not done any-
thing about abolishing liken.

28poreign Relations, 1909, p. 152.
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United States' participation in the Hukuang loans to one-
fourth the total financing of the Hankow~Szechuan line.
This brought-immediate proteot by Fresident Taft. He cabled
-krince Chun, Regent of the Chinese hmplre~
‘I have an intense personal'intereot in making
the use of American capital in the deve elopment
of China an instrument for the promotion of the
welfare of China, and an increage in her material
prosperity without entanglewments or creating em-
barrassments affecting the growth of her indepen-
dent political power and the preservation of her
Cterritorial integrity.<Y ‘
{nox. thereaftcr reiterated the position in a cable
to the Amcr“,an 1@gatlon in PP\lﬂ”‘
e e thLS Government greatly dcplores a situa-
tion in which it seems that individuals in China
i « « are able to defeat the practical operations
of the open door and equal opportunlfy e e e . 0
fter conslderable_delay due to haggling and political un-
rest in China the bankers reached an agreem@nt} The Hukuang
loans were to be wade by bankers from Great Britain, France,
Germany, and the Unibed States. The agrcement would include

. . o)
the Oon truction cof all Chinese railroads.Jl

Final settle-
ment wilith the Chinese was not reached until May 20, 1911.
The bankers'luuuod a loan of 6,000,000 vounds. Revolution
' . ) . , . ) ‘. . . 32
n China, however, hampered further negotiations.-

Entrance into the Hukuang loans éxpanded methods

cof maintaining the open door. An international financial

s

291bid., p. 178.

BQIbid.,-p['179‘

. o i
_JlField,.Amerlcan Congortiums, p. 23.
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consortium‘beéame a wmeans Lo furcher Unw Ced State”' interests
in Chiha,; Currency reform also bpuaaened these methods.

On September 22, 1910 the Chinese Governument
‘approached the United States for a loan of 50,000,000 taels33
for use intcurpenoy refofm. By October 2, China had in-.
Creased‘the‘amouht to $50,000,000.  The additional monies
would be‘qsed for Manéhurian development. American bankers,
ready to ‘abandon Chinese finances 1n the_light of inter-
natiohdi‘ogﬁplicatiqns,‘Were_pursuaded'by Knox to continue
in thé quagmire df dollar diplomacy. The existing American

group would be alléwed to have. asgociates, but the loan
2l

(@8]

would bc signed by Ammvlcanu,
'In‘keeping with the existinglquadruple agréement,

the United States offere 2d equal partici paflon in the currency

loén‘ﬁo the other consoftium'membersfat their meeting on

November 8, 1910, China, desperate for funds, congented.

On Ap:il_lS} 1911 China slgnedua'final'currency reform loan

.With the four power oonsortlum Nroup 35 In addition to

currency reform the currency agfeement was exbended to
 promote industrial development in the three Eastern

_Provinces.36' Only four hundred. thousand pounds was actually

33The tael was a standard silver coin of provincial.
‘issue used in China untll 193M when it wag r@placed by the
yuan dollar. In 1910, a tael in Mhlnphal was valued at 65
percent of a UﬂLLLO States gold dollar. On the Canton market
the same year, a el was valued at 71 percent of a United
States gold doilﬂr The estimated value of a tael In China
in 1910 was 68 peroent of a United States goWd “dollar. '

3“Var ' Open Door Diplomat, pp. 109-10.

2 . s P
D Pleld; American. Congortiums, p. 45.-

B1pid.

-+

L
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. advanced on the Currency Reform Agreement. China soughf
ten ﬁill1on'poundso3 The Reorganization Loan of 1913 in-
cluded‘funds to‘repay'this amount. , 37

‘Revolution broke out in China in Ootobef'l9ll and
temporariiy brOughtaan end to railroéd; currency and 1ln-
dustrial nebOfl tlons.J” When an unstable peace was es-
tablished, tne Qo ca]loﬁ chubllc und 2 fhu Pre idency of
Yuan Shih—kvai, soughb’rupds to reorgdnl e the new Peklné
Government., Yuan'off@rsd to the consortium a ”firm’option
of undertaking the_cdmprehensive loan er“general reorgani-
“zation purpOses..:;',,,"39 The consortium powefs were to .
use this offer to'étOP all lecans to China outside the con-
sortium. A finanéiq11y'desperate CbinaAhad to'forego any:
independent loan negotiations. When Japan and Russia were.
admitted to theﬁinterhational bankling group in,Jube 1912,
Chinese sources of money were virtualiy stfangled‘by bankers
who sought secure investments for their“mOneyw Négotiations,
fwithiﬁ.the.confineS of‘the éonsdftium were painfully slow,
and-an internally chaotic China bairg cinéd away'oontrol over.
the.BCOUOmiC rights ol a soverelgn nation by pitting one
' 10 '

1ender against the other. Without doubt the adminlstrative

and territorlal inbegrity of China was at stake.

J7Ib1d., pp. GU-65.
DURov Watson (,urry_J Woodrow Wilson and Far Eastern
Policy 1913-21, (New York: Bookman Associates, 1957), p. 19.
0
B’Ibid.,

hopie1q, American Consortiums, pp. 98-100,
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In thefname-of the open door,_Americdn dollar dip-
lomacy now ha@ interests in‘ail of China's railroads, in
currency reform, Mongolian industrial development and the
reorganization of .the newly established Chinese Republic.ul
In dolng o Americahlforeign policy practically forced
Russia and Japah to seek protectlon of thelr interests 1n
, ., oL
Manchurla and Mongolila.

The Reyolution of 191i and the gubsequent chaotic
'state in China‘brought;aﬁ end to or efféctively glowed all
railroad, currenéy and in.dub‘strj.'a_l'negwotit-’-itions° it also
ended the diplomdtic hopes of Knox and Straight. Their
efforts_to pressuré-Amefican cépitalists to invest in China
as. a means of fostering the‘oben door'and,maintaining the

political and economic. integrity of‘China had failed,.

le1Am€.1”ica's actions were closely watched by. Japan
‘and Russia. At a secret convention on July 30, 1907, Rusgsia
‘and Japan agreed to divide Manchuria into Russian and
Japanege spheres of influence; in addition, Russia undertook
not to obstruct the further development of Japan's political
relations with Korea, while Japan recognlzed Russia'sg
"special interests”" in Outer Mongolia. Due primarily to
Amerilca's activities. 1n the Far East, Russia and Japan
~signed another alliance in 1916. By this document the two
nations agreed not to participate in any arrangement or com-
~bination with a third power against the other, and support
%ggtother'S'claims of specilal rights and interests in the Far

HEWhen the rinal negotiations for the four power
consortium were conducted, Article XVI provided that if
"China should need Turther loans or funds to complete the
operations contemplated in the agreement, the banks parti-
cipating in the currency loan sghould be the first invited
to provide the funds. ' Japan and Russia had been invited to
these preliminary negotiations, but falled to attend because
~they viewed the international loan for the reform of China's
currency as another version of Knox's neutralization scheme.
Thus Japan and Rusgia were in a position not to be party to
future Chinese loang. Naturally both Tokyo and St. Petersburg
would not permit this. Varg, Open Door Diplomat, pp. 110-111.
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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.
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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.



s
R

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,
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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.
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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.
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Despite the State Debartment memo stating that the
Department could not" be a medium, the Morgan telegram em-
phasized that they had "no desire ZEQ/Irevive interest in
Chihese business, but we are . . . desirous /in/ acquies-
cing" our Government's wishes;u6

| Dévelopments in Washingtoﬁ met with Reinsch's
approvél, bus he begged for'an immeédiate advance to China
with the security of"thelland tax to be offered the Lee,
Higginoon Compan* b He advised Higginson-that since they
had dec¢ded on JOlnt actién they shoﬁld be'careful to
 'seéufe "a yéry capable; respected, honest, and.experienced
man to represent them'j.riChina."“8 Still no funds were
forthcomihg,_ |

Offorlng liberal conce331onb, the Chinese made

another requeqt ol Lce, ‘Higglinson and Company. *9 Higginson
replied that the investingfpublio in Amerilca was now worried

50‘-Trying to.check the

‘about political troubles in China,
éituation, Tﬁird Asslstant Segretary of State Frank L.
'Polk'called"anothéf-meeting of bankers ahd ihvited the old
American Group and Leé, Higginson and Company.’! Polk asked

the bankers for a sum of $4,000,000 or $5,000,000 to be

46Staue fapers Relating to China, 893.51/1501-1665.
Roll. 149, Frames 734-35.

“T1bia. Frame 693.

481pid. 893.51/1666-1835, Roll 150, Frame 57.

49Ipbid. Frame 30.
501bid. Franu: 69.

5l1pid.  Frame 31.
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advanced immediately to the Chinese Government for adminis-
trative necessities. The bankers reminded Polk that Wilson
believed that consortium loans impaired‘the political
sbvereignty of China; and for this reason they.had'with—
drawn from the consortium. The Departmenﬁ, fully adviSéd
of all consortium negotiations, gave its consent. The
American Group remained bound to their withdrawal agreéement
until June 18, 1917.92 When asked what the Department 's
role would be, Polk replied:

The American Government, . . . while 1t would

be glad to see China receive the financial

assistance which it requires, cannot place

itsell in the position of urging its cigi/ens

to engage in any particular enterprise.>

Thp banker's DOSlthD led Relnsch to write Lanulng
that the'American bankcrs’yan601slon wasg’ lnterpreted by

' D . i =
the Chinese asg weakness orAumr:Lendllness.)L

Hé Suggested'
"ﬁhat since Lée,‘Higginson and Company acted as fiscal agent
for China:and nemainéd butside the Six Povwer Consortium, ‘
they could make an‘independent 1oan_with no‘conflict.55
Higgiﬁson repliéd that they’could not issue a loan without

pecial oecurlty” due to the uncetuled polltical situation

in China. 56 The Minilster replied Lhau if HJgglnson would

| 525tate Papers. Relating to China, 893.51/1666-1835,
Roll 150, Frames 20-21. '

2. .- . e
,5J£bld, Fram: 2.
5.lfIb'id._ Frame 33.

55Ibid.  Frame 35.

°®Ipid.  Frdame 110.



| 59
issue a 1oén of fivégmillion, China would plédge an issue
of five year six percenf.bonds‘on ninéty—tﬁo;pefoent of
net proceeds secured on the mining.tax.57 Still Lee,
Higginson‘refﬁsed..'Not‘undérétanding why, Réinsch Eon—_'
tinued to writeAfhe Departmeht‘ﬁequeéting funds and ﬁotihg
thét Japan would SOOUJCOUtPOl'ChineSG finances unless the
.Unitedetates_intervehed. .With pf withbut_international
-cooperétion,AAmerican funds were needed to keep China open
and preserve‘her integrity;58

In spite of Chinals dire needs;:funds‘to prop up
the céntral government‘weré not forthcoming‘in'the fall of
©1916.. The old American Group would only-loaﬁ on an interF
national basis; énd-Japan remained the only nétiOn capablé
of Joining the United States. This;China opposed. War
conditions prevented the Entente'Powefs from consulting
German banks or offering loans. Indeed, the Cpnditioné for
.China securing money from any source appeared dim.

Without doubt Wilson, Reinsch~and_the State bepart*'
ment would have been pleased to secure fundé‘from American
financiers. - The open door policy was in Jjeopardy. ~The only
.metnod of securing future Americans aneqtnent rightu in
China would.be'to stabilize the wobbly Chinese government -
and.limit Japanese encroachmentsf |

The Situation"suddenly_changed, for in early November

the Continental and Commercial Trust of'Chicago announced

S573tate Papers Relating to China, 893.51/1666-1835,
Roll 150 Frames 3 7=u1" ' _

58Ide Frame 133.
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that theilr firm had advanced the Chinese Government
$5,000,000 on a $25,000,000 loan option. Security woﬁld
be wine and tﬁbacco taxes. Iansing lmmediately cabled the
Chicago firm that the United States was grateful that
privale cltizens would lend tinancial assistance to China.
The policy of the Department would be "to give (as in the
past) all proper diplomatic support and protection to
American cltizen's legitimate enterprises abroad. 29

" Based on the Six Power Consortium agreement, French
and Bfitish bankers soon voiced objections to the Chicago
\firm's loan. France voiced special objections because the
Banque de 1'Indo-Chine had a prior lien on tobacco and wine

taxes.6o

Japan's objections carried inferences that the.
Chicago Bank had a strong German bias.61 After the protests,
Wilson asked Lansing for advice since he did not personally
follow the Chinese loan situation.62 ILansing felt that the
conditions did not warrant protest, but Wilson instructed

him to convey to the Chinese Government that any attempt

to exclude our bankers from "fair participation in Chinese

affairs would meet with very decided resistance from this

59state Papers Relating to China, 893.51/1666-1835,
Roll 150, Frame 1431.

601n January, the Manager of the Banque”’de 1'Indo-Chine,
wrote the State Department that "of course we had to object to
the loan, but it 1s a good thing after all," because American
activity in China meant greater security for Europe. Ibid.
Frames 227-28. -

| 6lstate Papers Relating to China, 893.51/1666-1835,
Roll 150, Frame 108. Curry, woodrow Wilson, p. 153.

©21pid. Frame 111.
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governhent}“63 Langing notified Peking'accordinglyu6“
Reinséh noted‘the protéét@ and‘wrote the Departmeht
~that in view‘of consortium bolicy,“the actiVi£iésiof the
Chicago bank ShQuld be criticized because of the inter-
‘natiOnailcéntroversy the f'irm pfovoked. Personally he-had

been pleased and felt that in the ldmg run it Would‘be good’
‘for China and tne‘Uﬁiféd Stétes. The Minlster then
cautioned tﬁat perhaps it would be best for all concerned
1f the Uhiﬁéd‘Sﬁates rejolned the existing cohsortium.65
By the eﬁd of 1916 China.expréssed desire. for full

American coopéraﬁion in a government reorganiéation‘loan,66
and hoped that with British and French consent American
bankers could raise (he heoessary funds'to compiete the
Hankow—Canton Railway{67 Prospects of securing American
financing 1ookedipromising, and i1f the oontinuihg'Japanese
objeotiohs-éould be resolVed'perhaps American capital could
~play an-actiVé role in financiﬁg‘Chinese develépment. Lansing
took thé‘position hel@ by ReinSdh, that:is,'thg'United States

should reenter the consortium with Japan. . Wilson concurred

63state Papers Relating to. China, 893.51/2759-3040,
‘Roll 155, Frame 1391. ‘ ‘

Oh1Big.  893.51/1666-1835, Roll 150, Frame 197.
6529}g, ‘Frames 2&9»ahd-263.

661pid. Frame 211.

ETrpid. FfameJEIQ.
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With-this position, but gualified liis agreemenﬁ by statingv
tnat the American Government could not act as guarantor of
the loan. 08

Throughout his first term Woodrow wilson consistently
advocated the policy of private inyestment:ih Chinese loans
‘and ehterprises; 'The President and‘the'State Depertment |
- did all they could ohort of governmonb 1nter1erence to
obtailn sueh'partlclpatlon.b) ‘Wnat WLlson falled to realize
was that it wouid take extensive government,encouragement,
leadefShip'and diélematic essurences for American capitalists
to{inveet in Cnina due te her c¢ontinually unéettled‘condi—
‘tions. Investment'elsewhere, especilally in Europe end'
Latin America, provedﬁmore pfofitable. Facing the possi-
bility that Japanese‘financial agqression could destroy or
pcrmanentlj 1mpaJr the open door in thna Wilson'finally
accepted tao pOoJLlOH LQRL an international consortium pro-

vided Lne best method of preserving Chlna 8 territorlal

and admlnistrative integrity;v

dqtabe Papers Relatlnp to China, 893.51/1666- 1835,‘
‘Roll lbO Frame 3006.

69Curry, WOodrow.Wilsen, p. 154.



CHAPTER III
The Policy of Using a Chinese

Congsortium is Reconsidered

By November of 1916 and his reelection, Woodrow
Wilson had altered his position in regard to American in-
vestment in China. He had conceded that it was impossible
to get sufficient independent loans and accepted the neces-
slty of a cooperative method of financing American interests
in China. A change in Japan's central governing authority
in October 1916 brought a more conciliatory policy toward
the Unilted States because a newly elected ministry of Selkil
Terauchl considered cooperation with the United States essen-
tial to Japan's developlng econowy.

‘Poliﬁicalrcircles in Japan, believing that the in-
vasion of Shantung and the Twenty-One Demands had aroused
great resentment in China, deposed the existing ministry .
under Shigenobu Okuma. The Terauchi Ministry adopted the
policy of "no coercion in China; " instead Japanese influence
would be extended through trade, investment, and loans to
that country. Removal of Okuma from office, to a degree,
ﬁas a result of Okuma's strained economic relations with the
United States. American trade remained a vital faclor iln
Japan's economy and consequently the new ministry intended

to cooperate with the United States whenever possible.



Al

‘Japan realized that Américan resources of investment .
éapital‘could not be ignored;l

| Notlreally_suretof Japan's new ruling ministry, the
‘State Deparﬁment under Lansing's cautious guidanée procéeded
in attempts to control Japanese aggression .in China. Efforts
to activate'Amerioan‘banksAthat would advance direct loans
to China had met with limited success.® With Japan's re-
peated‘bfférs‘of 1oqns to Pekling, officials feared.that if
‘ the Chinese bacame financially dependént‘upon Japgn,-the
“United Staﬁés4dould no longer obtain investment rights in
China. Some 1in the State-Départment, espécially Lansing,
favored reViv1Ng the old American consortium group and ask-
ing 1t to make a‘loan:to China through thé Six Power
Consorﬁium,‘ Lansing beclieved that the revival of the
Congortium remained the best recourse fbf two reasons.
First, ﬁhe amount . needed by China exceeded the amount that
‘could be loaned by individual banks; and second the govern-
ments of thevfirst congortium had given consortium .bankers
a monopoly-over édmimistration loans.tb China. Slince Japan
,remained a”member‘Of the congortium it‘would-be easier to
"check Japanese efforts tdward'independent loans to China

by Jjoining Japan'in'the oonsortium;3

lporeign Relatidns,‘1917,jppa 119-21; Beers, Vain
‘Endeavor, pp. [9-90. ‘ :

25ee Chapter II, page 39, for.the particulars of the
Chicago Continental and Commerclal loan.

3state Pdpers Reiating to China, 803.51/1666-1835,
Roll 150, Frame 306; Beers, Vain Endeavor, pp. 87w88.
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As egrly'as June.of 1916 Lansing hadvbeen'meeting
 withAmembéréfof-the American_group‘to.urgé reactivation of
American rights granted té Ameriéan‘bankerSnby the consortium.
on June 21; 1916 Wilson wfote Lénsing that due to-the.present:
‘clrcumstances it would be best to bring American béhkeré
‘together'toidiscuss-the”situatidn. lansing replied pﬁat
since the United States had»withdrawn from the consortium
it‘woﬁld probably be best if the United States based its
"reaS§ns forlreentry'On the histori¢a1~claims of the consor -
t:'t.um.LL Aécbrding'tp Wilson's wishes, Lansing calledAthe
bankers together on June 27, 1916. The bankers agreed that
the United States could not make a loan to China because
they.WOuld;begin violation of the Six Power Consortium
‘Agreementg and it wduld‘not.expire untithune of 1917.5 At
the meeting, Natlonal City Bank of New Yofk,'the;leading
inveStor inlthé American Internétional Corporation, and Lee,
Higginson'énd Company of Boston expressed an ihterest in -
loéning money to Chiha’Without Stéﬁe,Déparfmeht backing;
J. P. Morgan's firm, however, refused to parficipafe in
:any venture withoﬁt‘State Department:guarantées of diplo-
matic~supp0rt.6 |

The preli@inary efforts to revive the old -American

group in th“ sumner monLh° of" 1916 ended in frustration.

Ustate Paper:s RO]athb to China, 893 51/1066 1835,
Roll 155, Frame 1370.

SIbid. Roll 149, Frame 664,

6Ipid. Roll 1 0, Frame 126.
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Most of the controversy arose over group membership, acquir-
ing loan securities and China‘s unstable political condi-
tions.7 By the time most of these controversies could be
resolved, National City Bank and the American Internatidnal
Corporation's interest in loans to China had diminished.
After the United States declared war against Germany,
Europe became a very profitable arena for investors. Even
though ﬁhe negotiations collapsed, Lansing stlll continued
to believe thaﬁ the Consortium provided the best instrument
of American foreign policy in China.8

By Januvary 1917, the State Department under the
direction of Robert Lansing stepped up their activities in
the Far East. Japaneseaggression in China, especiélly
Manchuria, became a primary concern. Anti-Japanese suspl-
cions that had taken root in 1914-15 developed into a diplo-
matic crilsis with the completion of the Continental and Com-
mercial Trust of Chicagofs loan to Peking. Japan insisted
the loan had political motilves and therefore must come through

the consortium. She further insisted that no one could exer-
cise German Consortium rights, thereby preventing further

loans to China until the termination of World War 1.9

7L‘ee, Higginson insisted that they were the official
fiscal agents of the Chinese government, and they wanted to
loan money on the security of the salt Gabelle, but they re-
fused to join the American International Corporation. On
August 21, 1916 Lee, Higginson and Company wrote Relnsch that
the investing public was now worried about the political
troubles 1n China and therefore needed specilal securlties.
Ibid. Roll 150, Frames 126 and 69.

8Béers, Vain Endeavor, p. 88.

9state Papers Relating to China, 893.51/1666-1835,
Roll 150, Frame 319. '
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On January 17, 1917, Lansing wrote Wilson: "Japan
evidently-aims to take advantage of the preoccupation 65
her allies to obtain control of China." Fﬁrthermore,
‘Lansing,continued,'it is obvious she wants the‘United States
out. of China and the Chinése central government to remain
weak. In view of ﬁhesé circumstances, the United States
must\be fibm drnid 1nsist on certain rights in China. Wilson
agreed,lo ‘Activities of the Far Lastern Division.of the
State Department how centered around this dilemma. Ulti-
. mately they hoped to further American commercial and invest-
ment privilegeé in China with the purpose of hopefully
limlting Japan's finandial activity.
In the meantime,'the'Terauchi Ministry initiated

attempts at'acquiring_cdoperation‘with American investors
in the Hﬁai‘River and Grand Canal Copservanéy.préjeét.ll
Both Reinsch and Lansihg hoped to keep Japanese money but
of this‘ventﬁré; [Reinséh wrote £he'Department.on January 2,
i917,'éhou1d "the Chinese learn thaﬁ‘it is ﬁroposed-to carry
the-Japanese,intd Kiangsu on'the.béck of Americans their

 nl2 Contrary to

indignation would be without 1imit
‘Vthe American Mihister‘s and the Department's feelings; the
'American Intefnationa1_Corporation refused to finance the

-projecﬁ'withouthapanese'cooperation. A slow and qualified

. ]Obfate Papers Relatlnp to China, 893.51/1666-1835,
Roll 150, hrame jlq : _

Llpor the'details of this project see Chapter II,
p. 31. S - o
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Department ehdorsément féllowed. ”Significantly though, the
whole eplsode must have given ReinSchfthe;idea'that‘if‘the
‘~Jépanese could. force their way into American ihvestﬁent
projects, then why could not the United States do'likewispw

_ - To advance“hi$'new,idea, Reinsch wrote the Department
on ianuary_15; 1917 that the Chinese Finance Minister had
informed him of a Japanese Banker.SyndicateIS“pfopésed loan
of 10,000,000 yen on COndition,that all negotiations with
Conﬁinental=and;Commeroial Trust . of ChiCago be broken off;
‘The Finance Minister also stated that further loans from
the Jabanese_firm would be forthcoming. The Japanese alsoi
indicated thét the Syndicate cornsldered asking the'New York
group‘to join iﬁ'future loans.™3 This disturbed Relnsch who
remained detefmined that Americaninvestmenbs’sbould'be
allowed to proceed ih‘China, espeéially‘in the pro?iﬁcesAof
Manchuria and Shahtung. He wanted any future 1oans frdm_
‘the Chiéago'bank to go for the financing of an Ihdqstrial
'bank in China. Reinsch, with unrealistic idealism, also
hoped to fofce-American capital into South Manchuria. Ac-
cordingly;’he dispatchgd a noté‘to'the Japanese Mihister on
January 3; 1917, stating that if the Japanese intended tox
céoperéte with Americanvfinance, the RailWay from Chinchow
bo Algun should be considered. This linénbisected the
_Tfans—Siberian Railway'at Psitgibar. Relnsch chose this

line' because the American Group claimed certain rights to

131p1d., p. 116.
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constructing the Chinchow;Aigun Lihé under a preliminary
cohtraCt-Qf'October 6, 1909,1u
| Sihée Reinschis actibns were not sanctioned by the
State Department,-Lénsing issued a memofahdum on January 25,
~stating that the‘American,GoVernment would wélcome coopera-
tion between Japan and American financial .firms if 1t re-
mained free of political desiénsAand met with the approval
of the Chinese Government. Lansing also added that the
United‘States‘recoghized‘Japan‘s‘special intergsts in
Manchuria and if the Japanese Bﬁilt railroads'thére it pre-
séhted no prObiems. Altﬁough no official declaration
'éxisted,.ﬁhe United States Government had,tacitly.ackﬁOW—
- ledged these Japénese interests. Iﬁ‘attempting to circum-
_vent Reinsch’s actions, Lansing,cafefully"distinguished b¢4
tween Manchuria,. where the United'States'cohceded‘épeCial
,Japanesé interest,’and_Shantung, where no special interests
.were‘recogniged.15

_A determined Reinsch could not allow Lansing's
ZStatement concerning Japanesé special rights 1in Manchuria
‘to.élbse the‘issue.t On Jahuary‘BO; 1917, he~dispatched a
strongly worded.tglegrém to Lansing'claiming_that there had
been no récognition,df a soeca11ed special posiltion of Japan
in Manchuria. He;added,_if cooperation betwéen the United

~States and Japan waS‘d831red, then why could nét it be in

Mipig., pp. 115-116.

157ansing also noted that the United States had never
recognlzed German claims toc special interests 1n Manchurila.
Ibid., p. 1T, B
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Japanese projects rather than American enterprises.. Reinsch
'conqluded the telegram by saying if the United States main-
tained a strong position in Manchuria, the Jépanese~might
agree tb cQoperate there.16 |
 .Even_though_Reinscth actions were not approved énd

were_latéf déﬁouncéd by the Depaftment,nhe posed an American.
-challenge to Japanese spheres of ‘influence in Manchuria by
suggesting Jjoint construction ofvthe'Chinchow—Aigun Raillway.
The incident also served to arouse Japanese anxiety for im-
proving relations_wiph the .United States; 

‘ Whiie Réinsch attempted to force American capitélA
intc‘ManChuria;’the Chicago Continental éﬁd Commércial’
.attempted to lend the fdli amount of their Novembér 1916‘iban
agreement ‘with the Chinese Government. The Chicago firm's
action brought‘a series of'profests from thévremaining mem-
| bers of. the first COHSOPtiUm.' The United'States; on the
ot her hénd; oppqsengapén’s attempts to provide funds to
the desperate Peking Government. Because of political
designs-df foreign govérnments, China's need for industriali-
._zation and fedrganiééfion éapitalﬁincreased rather than de-
cféased,-.Accofdingly; China appealed to the participants
of the first consbrtiﬁm, but théjEntente PoWers, engaged -in

World War I, had no available capital.

16Ibid;,~p, 171.
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| Increasingly concerned, the Enténte'bankérs sought-
‘.American participation in the consortium as a means of des-
troying ﬁhe nearvmonopoly the Japanese were achieving over
.Chinesevfinances.¥7' With hopes of Amefican cooperation, the
Frénoﬁ, Russian,<Jﬁpanese and British groups met in London
on January:30, l9l7, to'Qonéider proposals for a supplemen4

[ .
19 Resolutions were

tary issue of'the Reorganization Loan.
passed requesting thefAmerican grbup to reconsider its
Withdrawal and to pafticipate in the pfopbsed supplementary
loan, or if the existing‘Americah group did not want to
participate perhaps another grOup.éoulq be‘desiénated. The
group meeting 1in London hoped tbaﬁ a 1o;ooé,ooo‘£o Z0,00Q,OOO
'pound:loan could be equally issued in Japan and the United
States. “Salt revenues and land taxes were to be uéed as
security. This resolution, however, did not reach J. P.
Morgan and the American group until March 2,‘1917;19
‘Whéh'informatioh'bf the London meeting reaéhed the
State Dgpartmént,‘it came throughlﬁhe American Ambassador
in Tokyo, Géorée.Guthrie. yGﬁthrie wrote washington on
-JanUéryz27th tha£ the Japanese Minister of Foreilgn Affairs

had informed him tbat Japan‘wou1d approve American‘reentry

- If1pid., pp. 1L4-45, 154-55; Curry, Woodrow Wilson,
p. 188. o ' -

18The.Reorganization Loan had been part of the first
consortium negotiations. It was to provide revenue for the
‘reorganization of the central government of China. For a
detailed account of the negotiations see Field, Chinese
Consortiums, Chap. VI. o : T

19Féreign‘Helations,.1917, p.'128.
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into the international financial group if the loans made
'were only for administrative purposes.. Hé added -that the
'Jépanese_hoped for cooperétion between American and Japanese
_interests'in'loans for the industrial development of-China.
Further, the Jépahese‘govérnmeht would actively support'
cQoperation in industrial deveiopment only if Japan's
-claims to special rights in7Man¢huria and Eastérn Inner
Mongolia remained unaffectedgeo

Foﬁr‘déysllater Lansing responded to Guthrie, indi-
‘cating that the State Department would be faVorable.to
participat%on'by American financiers in Qonsortiﬁm loans.
Reservations of political loans to China were listed, but
he gave no indication thai the'Department'would offer diplo-
matic sﬁppdrttb American financiers méking the-loahs.gl
Words of encouragement, however, continued to come from,
Paul Reinsch.. To encourage Department support for American
vinvestors in China, he Qrote that the finéncialﬂsitﬁation
in China, considefing the Cirqumstahces, remained good, but
support woﬁld be‘essential to preyent Japanese control. He
added that reports of Chinese trouble and insecurity cir-
culatihg in the United étates‘were'prompted by Japanese
1égencies and unwarranted. He wrote: efforts ”afe continu-
ing unabatéd‘with evident design of securing Ameriéan”

- money after Japanese political. purposes have been

“Orpid.

2lypid., p. 118.
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accomplished,”gg"The‘Department; Reinsoh wrote, should press
Continental and Commercial of Chiéago and Lee, Higginson
and Company for indépendent loans..
A new development ocourred on_Mafch 15 when Chicago's

Continental and Commercial‘Bank Vice Presildent, John-Jay‘

Abbott, sailled for7China aboard the Empress of Asia wilth
full‘powgrs tovlco,nvd_uct'lloan'negotiations.'23 Reinéch‘fdund
this encouraging, and upon hearing of ‘Abbott's departure;
the Chinese Governmeﬂt extended the loan negotliation tihe
'until_June‘15.

wnilé John Jay Abbott worked at completing loans
independenﬁl&;‘meMbers of the first American Group met to
discuss fhei:Ainvitaéion to reenter theyéiX»Power Group.
on March 8, the Wall Street fifms; J. P. Morgan and Company,
Kuhn, Loeb, and Company, First Natibhal Bank of‘Néw York,
and the National City Bank of New York infbrmed Lansing of
‘the possibility of pafticipatiqn in’ the proposedSupplémen;
'tary<Reorganization Loan. The group felt:tbat proper
édministrapion and ccllection of‘the land tax could secure
the loan, but ﬂhey;would not enter inﬂo negotiatioh; without
the expressed.approvai‘of the.Amgrican GoVernmenb,"There
"would have to be no doubf either ‘then or at any future

time of our Government's sympathetic interest in and.

<

gggbid., p. 125; State Papers Relating to China,
9893.51/1666~1535, Roll 150, Frame 330.

231bid., pp. 125, 128.
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support of the‘project."gql_CIearly, the Wilson'administra;
tion how-had a decision to make. |

Lansing's limmediate answer to the Amer&can Group -
informed.them that due to

prcagure of other meovtant.buoiness and cer-

tain developménts, which may have an i1mportant

‘beafing on the. matter, the Department hasg not

been able as yet to arrlge at a definite con-

ClUCLon on bhls subJject.”

Obviously, Lanslng wanped time. The»Eﬁropean War, a pri-
mary concern, held:his attention, and\Wilson had'yet to
agree to an’intérnapional consertium as a diplomatic means
~festraining Jépanese‘activities in China.

By the Qnd of May the-Amefican Group made anoﬁher
‘appeal‘for.bépartment ehdorsament of Amerioan participation
in the‘Reorganizatibn LOan;"The'First'Consortium’Agreement,g
due to terminate on'June i8, 1917, could result ih compli-
cations for‘the group. if participation in the loan‘did_not
occur before terminatioh.26“Lansing's response was to
notify‘the Americaﬁ Group on_June,G?that, due to political
disturbances and conditions in China, it was impossible to
make a ”definite staﬁement outlining a poliéyV in connec-
tion with_thé.Supplementary Rebrgénization'Loéh. Robert

Y

Lansing's reply, fof all_practical purposes, closed the lssue
of Amerlcan bankéfs loaning money to China through the First
27 '

Consortium.

< 2Ugtate Papers Relating to China, 893. 51/1666 1835,
‘Roll 150, Frames 3065-00.

25Forelgn RelatJonu, 1917, p. 129,

201bid., pp. 129-130.

27Sta’ce Papers Relat;ng to China, 893 51/1666 1835,
Roll 150, Frame 456,
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‘ConﬁraryAto Lansing's reply. to the American Group,
his other correspondence.indicated_he desired‘participation‘
by American bankers in an international consortium. He.
wrote Wilson on June 25, that he did not support American
pankers entering the Coﬁsortidm because it opposed the open
door. Apparently, he aid not make known to Wilson his
per onal . v1ewpoinL ‘ A Department»mémorandum written by
Lansing’reads: “ R

My own view is that ﬁhe whole question,'ZBf

American participation in consortium loan§7

being of so much importance to our future

relations_én t?g Far East, ?ught to bg §§n~

sidered with little regard to the past.
‘Thils Memorandum indicated Lansing wanted to alter the exlst-
ing China pOlicj,_and did not know how to change Wilson's
continued inSistence that the-traditional,open'door'policy
and Chinais.territorial and.administrative integritylbe
upheld.

‘Wilson's position and.Lansing's relucténée to press
‘the‘issue'docmed_thé United Stateé{ réentry;;nto the First
Consortium, Meanwhile John Jay. Abbott's last hour attempt
" to independentlyjéomplete the Continental and Commercial!'s
lban agreement also failed. Reinsch's telegram:on June 4
noted that Abbott had seoured¢additional security for the
loan, but the disbrganiéation of the Chinese Government

prevented the negotiations from beling 31gned.2)

. 2bstate Papers Rp]atzng to China, 603 31/1666 1835,
Roll ]50 I‘l"al]’]b _JQJ

3314‘91“019__39 Laijono 1917, p. 130.
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China continued to request-moﬁey,3oland‘Américan
bankers continued to deny China loans. EW the end of June'
11917, indications were that the United States would not be
, ihvolved'ih financing China. The American Government's
relﬁgtance’tq-rejoin the.briginal consértium resulted from
sevefal factors. First, Wilson asstumed a posturé'of non-
_government'suppdft }ér private-banks willing to loan money.
Sécond, private bankers refused to risk fheir capital wiﬁh~
out State bcpartment guarantees. Third, the unstable poll-
tiéal conditions in.China,resulting from failure to cén—
solidate politicéi power in a'central éuthority, discouraged
investment,, Foﬁrth, the War in Euroﬁe not only preempted |
State Department time, but also provlided a lucrative in-
Vestment'arena'for surplus capital.

Amefioan,breparation for war during the spring and"
summer of'l917‘marked a'lull in diplomatic activity in
China. = On Septémber‘T,:Reinsch ihfdrmed the Stéte_Depaftment
that_thé Chinese Ministef of Fihaﬁéefintended to open nego-
tiations with represéntatives'of the Consortium for approﬁi-
mately 200,000,000 Mexican dollars. The loan, if completed)
would'go:for.ourréncy fefbrm. Lansing immediately inquired
of the'Amerioan Ambassador to Eritain, Walter H. Page,
whether or not the British banks would have the support
of theirvgovernmeh£ in the proposed loan. Ambassador Page
‘replied that the Foreigh Office knew noﬁhing of the Mexlcan

dollar loan, and reminded Lansing the British had, through

307pig., pp. 136-37.
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Arthur James Balfour, encouraged American‘participation in
loans to China so the Japanese would not dominate.  The
Fgreign Officé,‘Pége'added, did not encourage loans at
ﬁhis particular time.31

Six days after‘hearing about ﬁhe‘rumored Mexican
dollar 1Qan,jthé'Chinese Minister made' a direct request
to the State Department for an Allied loan of $100,000,000,
and was told it might be possible for a $25,000,000 loan to
be iésued.' Réihéch did not favor a loan outside the con-
sprtium. He felt a war loan would be'wasted if é definite
war purpose were noé listed. Relnsch also believed that
American honey”should result in,Chinesé commitment to
eqqal oppqrtunity for Americans:in economic and commefcial
‘investment,32‘and this Wo@ld‘not happen through an Allied
war loan. |

| In spite of Reinsch's warning, on September 19,

Lansing'sent a féquest-fo the Secretary QfAthe'Tfeasury‘for
a‘$25,000,0QOkloan. The loan; if appfov-ed_J would be issued.
“in the form of credits. Lénsing recommended that a
committee'Of Americans'meet~with_Chinese officials to
deterﬁine,where‘the credits-were_bo'be speht,_and whether

or not a larger amount would-be needed by-China.33,

: 311bid.; pp. 138-40; State Papers Relatlng to China,
893 . 1/166 35, Roll 150, Framcs 619-20.

32Forcign Rclhtions, 1917, pp. 140-41.

33state Papers Relating to Ctha, 893, 51/1666 1835,
Roll 150, bramco 0©29-31.




8 .

When the State Departmené sentftheir inQuiry to the
Treasury Depértmént, it included qguestions coﬁqerning-the
,'possibility'of 1baning money withoﬁt'secﬁrity. Once the
~Inquiry had‘been,made of the Treasury, the State Departmeht

informed'the American‘iegatiOn in Peking that they were now
‘conSiderihg a‘ioan from the American Government iﬂstead of

a Consortium loan. The Department beliévedvthat a Congortium
loan_wbuld be a JéﬁaneSe‘loan'since Japan remained the only
member of the Consdrtiuﬁ‘éapable of alloan'without‘first
borfowing'fr@m the United Stétes; An independent loan
'continued to be Qndegirabie‘ In view of the develbping'
circuﬁstances, Reinsch again urged caution. A war loan to
China could become a Lool of Japan due to their influence
iin China's vaernment334 |

Ogcar T. Crosby of the Treasury Department ques-
tioned the State Debaftmentls request, and he asked Lansing'
to supply the reasons for such a lecan. Lansing's reply
came in theiform of a question. Did the War Department
 consider it poSsible and advisable for China to cooperate
with the Allies against Germany? The War Department's
reply from Newton D. Baker. stated 10ans.to-ChinaIWere
- favored for military purposes,. because Chinese trbdps'could
‘meén_more fighting men could be brought to Europe Viéfthe

Mediterranean Sea. The Mediterranean remained free of

3'state rapers Relating to China, 893.51/1666-1835,
‘Roll 150, Frame 028, and Forelgn Relations, 1917, p. 142,
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submarines,"Bak@r.also_cited valuable raw materials and
‘psyChologiéal bene fits .o

-Meanwhilé, the\Japahese,thfough the Yokohama Specié
Bank, took the‘lead in. Consortium negotiations. On
Octobér.3 the Pritish ! mbd sy formally requested American
participation withviapan'in'tbe Conqortiﬁm; The Britluh
request - noued that Japan had asked ior Amerlcan cooperation
in the Conuortlum, and the United States should accept.
because American cooperation would asSure'bqth the American
_and'BritISh Governmenfs a voice in éurfenoy_refbrm,'and
whatever other facets of thevChinese économy the Japanese
 intended to control. Not until October 9 did Redinsch in-
form the State Department that on August 28_the'Yokbhama

Specie Bank had advanced 10,000,000 yen to the Chinese

-

: . 36 . . - ‘
Governmenc,J' Japan called the lcan the Second

Reorganization Loai.

'British‘and Frebch'offiqials, greatly alarmed aboﬁt
the Japaneése Reorganizatidn Loan,'appcaled”again_for American
'participation in ioane to China. Langing's reply to both
nations noted the United States' concern. The Staté Depart-
meﬁt promptly infofméd Relnsch of 1its intention to ‘base a
claim to‘pérticipation,in'the Jabanese Reorganization updn

the history of the project. The claim to participatidn in

358tate P@per Relating to China, 893, )L/ 1835,
Roll ‘150, Frames ©I7, Oldo and bhTO.o 7

36poreign Relations, 1917, pp. 145-48.
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the 1oan wogid:be controlled by the State Depart@ent and
notuaqbanking'group.37‘

Concernvdéepened when word reached Washington dn
October 26 that the'Chinese'Eank}of Communicaﬁioh.had”
agreed to a'E0,0b0,000 ng loan with three Japanese.banks.38
Americah refusal to join the Japanese had left the dogf‘
open for Japanese,penetration. By Névember.l917 the State
Department-realized that to secure eqqalAiﬁvestment‘oppor-,
tunities for Americans in‘Chinauand maintain‘the'open doof
,immediate‘action was necessary. -Accordingly,ion Nbvember 9,
Lansing cabled Reinsch that the Department favored American
participation in a Consgrtium, aﬁd_wouldvprobably‘undertake
'at once to organlze a new American group.39

Meénﬁhile; the Chinese épplied for an advance of
2,000,000 pounds on the proposed Supplementary Reorganiza—
tion Loan,uQ Japan favored the request, while Britain re-
mained reluctant to make. an advance, L and the French took
the occasion to.urgé~the pyompt>organization of an American

. / .
group. -

S3T1bid., p. 149.

"381bld p. 150. This loan would be the first of
many Nishihara 10dns thdt were made bocween Scptember 1917
and Septembcr 1918.

39Foreign Relations, 1917, p. 153.

'MOSee fOotnote on page 51 for the particulars of this
loan. .

“1Fore1gn Relatilons, 1917, pp. 153-54; State Papers
Relating to China, 895. )i/JDbb 18J5, Roll 150, Frame 06069.

42poreign Relations, 1917, pp. 154-55.
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On November 20, Reilnsch reported from Peking that
since Britain and France were unable to participate in the
Supplementary Reorganization Loan, the advaﬁce‘would be
carried by Japan alone. The Chinese Minister of Foreign
Af'tairs, fearful that the Japanese would take advantage
of the Chinese Government and restrict her financial inde-
pendence, appealed to Re:’.nsch,L‘L“j In Washington, the Wilson
administration now sought to have the French Group parti-
cipate in the advance and have the American Group,.once
organized, carry France's [urther obligatione in the loan.
Similar perticipation was wged by the State Department on
the part of the British.qu

Simultaneous to the loan developments in China be-
tween September 6, 1917, and November 2, 1917,'Lansing was
in negbtiations with Viscount Kikujiro Ishii of Japan.
Through the resulting Lansing-Ishil Agreement, Lansing
wanted to establish a working wartime, diplomatic relation-
‘ehip with Japan. He also wished to secure an agreement with
the Japanese that would bolster the open door in the Far East.
Lansing conceded to Japan a dominant influence in Manchufia,
but in doing so he hoped to secure from Japan a recognition

of the commerclal open door in Mongolia and Manchuria and the

absolute neutralization of the other eighteen Chinese provinces.

431pbid., p. 155.
bi1pia., pp. 156-57.

Y5state Papers Relating to China, 893.51/2193-2493a,
Roll 153, Frame 0O.
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Due»tQ<Qonflictsyof the wér‘and disagreements with PTeSident
!Wilson, Lanéing'did hot achieve‘his.goals.u6 |
on November 9, Lansing'conferred with Wiison about

the currency and reorganization loan. Wilson finally

agreed to the formation of a new American grouwp to‘partif
} .

cipate in the loan. Wilson apparently felt that wmore
American'banks should be-in§olved, and that the Qld‘groupv
,shOuld'not»be allowed to monopolize loans to China.
Prechinridge Long, Assistant Secretary of the State
Department, took charge of notifying the bankers”dfﬂthe
change in:Wiléon's‘policy."Long'notified John .Jay Abbott
‘of the Continental and Commercial Bank of Chicago and
Charles Hami;ton:Sabin of the Guaranty Trust Company va
New York. Abbott arrived in4Washington; D. C. on'November
qlﬁz and for the next two days"he and Long discussed the
formation of a nev American groﬁp'to partiéipate in the
currenéy and yedrganiﬁétion loan.t® 4 new Amerilcan -group
would mean the ﬁermination of the American banking group
that had participated in the First Chinese Banking Consortium.
‘ On-Novembér 21, E. T. Williams, cnief‘offthe‘pivision

of Far Eastern Af{fairs, submitted a memorandum with his

2z

e _ _ : o .
I6For a detailed account of the diplomacy surrounding
Lansing's intcntions, see: Beers, Vain Endeavor, pp. 102~119.

Hyivian Lorraine Munson, "American Merchants of
Capital in China: The Second Chinese PBanking Consortium."
(unpublished Fh. D. dissertation, University of Wisconsin,
1968), p. GO. ' '

408

Ibid., p. 61,
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.recbmmenﬁatiohs concerning the subject of loans to China.
Lansing:forwarded ﬁhe_memorandum to Wilson with a recom-
mendetion‘that it be approved I not approved, Lansing
noted the United States would practlcelly put "China in
Japan'c hands." Wllllamh recommended that the United States
join with the British, French, and Japanesé in a four-power
‘cehsortium;. Even‘if the British’and.Freneh could not share
equally the financial burden, they could provide diplomatic
suppert. 'w1111a@s Beiieved that it was better to "carry"
‘Britain-and ¥rance than to compete against Japdn. He noted
that the State Department’ StLll opposed reentering the o0ld
consortium;‘ Therefore, he proposed the\organlzatlon of a
new erwseeend consortium. Williahs Questibned-whether the
0ld American group should be retained or a new group should
be formed.',49 There was: no need Tor Williams' last question,
'Wlloon had already maee the decision that there would be

a new’ American group.

After due’censideration', on December iO Secretafy
i,of.thejTreaSUPy William McAdoo replied:to'LanSing's iQan4
request.5o McAdoo:said he "left the politicel decision'to
the President andeSecretary of State: The-Treasury‘Department
Terealized the necessity of assisting China, but if-a loan were

to be made; more facts would be needed. McAdoo recommended

M9Stdte Papers Relating to Chlna, 893 51/1836—1999;
Roll l)l I‘ramcu- °'l~jb

5Ooee»page 57 for Lansing's request to the Treasury
‘Department. R
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sending a capable man to China for a study and report. He
cautioned Lansing that 1f the New York bankers were ailowed
to loan money, it should be on their own terms. McAdoo

"green light" should be given to

cautiously added that no
John Jay Abbotf and his Chicago firm.51 Apparently McAdoo
lacked Brechinridge Long's trust in Abbott.

. On December 15, Lansing submitted to McAdoo detalls
of the Chinese loan as they were reported to John V. A.
MacMurray, Filrst Secretary of the American Legatlon in
Peking. MacMurray placed the loan amount needed at

20,000;000 pounds, and noted ample security in surplus

custom revenues, surplus salt ggbelle and smelting profits.

He placed priority of money use on uniiylng the Chinese
monetary system. Lansing added three more statements-to
MacMurray’s memorandum. First, the urgency of the issue
did not allow time to send someone to China to study the
problem. Second, 1if the United States did not act, the
Japanese would. Third, 1f the Treasury Department approved
a loan, the State Department would submit a 1list of banks
: - . 52

recommended {or participation.-

McAdoo answered Lsnsing:

in . view of the fact that this financing 1s to

be permitted on diplomatic rather than financial

grounds, I feel that our Zfreasurzf'Depa; ment.
is 1n a better position to judge, . . . 23

5lgtate Fapers Relating to China, 893.51/1836-1999,
Roll 151, Frames 34-5. -

521Ibid., Frames 48-51.

531Ibid., Frame 85.
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Just how thé matter should bp handled It was"obvious to
McAdoo that the State Departmcnt'u interest in Chlna(re—
mained dlplomatlc rather than constjtutlng a sincere effort
to solve. Chlna's ourrency ‘problems.

Due to. the iLnan01dl ‘burdens of the war, the British
_Government'refused'tO'a;low'British participation in the
Chinese loan. On january 1, 1918, the Uhited States
Ambassador,-Page,‘fbrwardédvto the.State Departmént.the
Eritisﬁ;suégestiontthat'the new Amerilcan group carry 
vBritaiq{s oherthifd>of_theuproposedlloan_in addition to
America's shafe‘of-one%bhird.‘ Féreigh Office officials
wanted thé,group.to abide-bthhe original consortium agree-
~ment éf.June>18, lglé. Since the Japaneée expressed a
'willingnessito'ailow'\ncrlcan partlcnpdtlon, the American
group should not . ehgounte any oppocltlon to reenter the
old.cohsbrtium. fFrench officials took. the same position
as the Eritish;)i- The United States however, had already
deoldod upon the deolrablllty oi a nevl. consortium. |

While the Erltlsh,.the French and tne.American State
D@partmenp were trying to consolidate thelr efforts con-
‘cerning the ConSOrtiumJ'Japan signéd ahother 1dan advance
of 10,000,000 Jeg {OL <urrency reform, 55 The Japanese'
advdnce heigh?ened British and American concern, and con-

' VLNC@d them that Japan 1nuended td gain a'financiéi strangle-

hold. on China.

Shporeign Relations, 1918, pp. 139-40.

58tatc 1pcr chatlng to China, 893.51/1836-1999,
Roll 151, Framesg Z42- Y




66

It was the Treasury Department that decided the
immediate fate of loans to China by either the United
States Treasury or American bankers. Lansing's September‘l9,
1917 request for a United States Government loan: to China
was deniéd, despite the Department’s information and en-
_couragement. McAdoo informed Lansing that legally the
United States Government had no authority to make such a
loan. He also pointed out that it was "inadvisable and pro-
bably in any event impossible, for American banks to parti-
cipate in Chinese loans at the present." lMcAdoo reccomended
postponing the decision on the loan. If, however, an imme-
diate decision was required, the Treasurvaepartment would
oppose thé transaction.56

Not willing to accept McAdoo's position, Lansing
on February 11, wrote Wilson of the need to extend a
$50,000,000 war loan to China in the form of credits to
the United States Government. Lansing centered an unsub-
tantiated argument for a war logn around his belief that if
the Uhited States provided sufficient capital to enable the
British and French contractors working in China to complete
their work, these contractors would persuade thelir res-
pective governments to give up any claims they might have
to superior investment rights in China.

To further his unsubtantiated argument for a war loan,

Lansing added that the possible use of Chinese coolies

561"01‘&3’.gn Relations, 1918, pp. 140-41.
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could provide a;cheép replaéement for American-troops;
He notedifhat perhaps éhe time was bad for a war loan in
view of ‘the fact it coincided with the'floata+ion of a
Liberty Bond . Lanulng oautlouQ1y concluded that iunds, in
addltlon Lo the war ioan, needed If'or Chinese currency re-
form wou1d have to-walt until,the.formation'of an ihterf
‘national banking concerh and'fihancial cooperation with
Japan.57 Ciearly,‘the Secretary df'State'hoped the President
would chahge his position and encourage American capital in
China. | | |

. Wilson apparently,chose to- ignore Lansing'é plea.
At any rate, there ié no correspondence tb'indicaté.
Presidential interest, and for all practical purposes the
prbposed government loan to China wéé dropped. A limited_
ambunt of correspondénce conCerning loans to China exchanged
hands over the next few months.  On April 8, 1918, Reinsch
TSSUmed'correspondence by reminding the State Department'
that the explratlon date on the. currenuy loan option was
April 18. How "far has the formation of an American Group
proceeded?" he asked. Lansing replied that a "final deci-
gsion in the currency_loan mattef has been deferred pending
.developmenfs.ip China and'hefe.” He.agded:that he doubted
a new-gfoup would be organized in the near. future. Lansing
- did ask ReinéCh fo see if the Chinese Government would

grant an extens1on of the optlon The Chinese did extend

58

“the loan option for. six months.-

5Tstate Papers Relating to cmna, 893.51/1836- 1999,
RolL 151, Frames 302, 307-00.

JBIblg,, Frames 286, 2387, 289.
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_Informed On-May 7, 1918 of the Fengtien Loan
'Agreemeht,59 anothér Nishihara Loan, Lansing asked Relnsch
" for details. ﬁReinéch's reply'indiéated'the loan of
30,000,000 yen was er‘thé reorganization of China's tele-
graphic system. Reinséh noted the Japanese were lending to
both the Nbfﬁherh and SOuthern'ﬂactions, dnd many‘loans were
'being'méde:to.the_looal_Chinese provinces.- Peking was only
dnetrecipient. The~Minister'felt.the’loans were prolonging
the ChineSe cdnflicb, and questioned their légality{ Would
the State Department protest the new loans, he aaked?6o
Lansing sent another request for a‘govérnment loan
to McAdoo, but the Treasury DPepartment sti1ll did not favor
‘.a Treasury -loan. _McAdoois‘attitude5 howevér;.had'cﬁahged
somewhat with.the more recent developmeﬁtS'and'increaséd
Japanese‘loans. He wrote Lansing tbat if the issﬁe was
financial, the Treasury Departménf would not consider making
a loan, but if‘thé lssue was oﬁ gréat diplomatic importance
he would "be glad to confer." .Lansing considered it im-
portant enough, and asked the Treasury to confer with

61

. Brechinridge Long.

29This loan agreement was' for the development of
Fengtien's telegraphic system. In Fengtlen province, one
- of the three provinces comprising Manchuria, are located
the important ports of Dairen and Port Arthur.

60state Papers Relating to China, 893.51/1836-1999,
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On June 19, a meeting was held concérning loans to
China. In attendance were Brechinridge Long, State
Department; RuSSeli C. Leffingweil, AssiStant'Secretéry
Qf’ﬂhe Treasufy;»Alberﬁ Sﬁrauss, War Tradé Board; John Jay
Abbott, Continenbdi‘and Comméroial Trust. of Chlcago; and
 severa1.membérs‘offthé Tfeasury'Departmgnt.'.They disbusséd
the feasibiiity of government'andfprivate énterprise loans
and the problem of loan sgacurityﬁ'2 Reiﬁsch:had_warned offi-
cials in Washington that the Japanese cbﬁtrolled'most of the
‘Chinese‘revenue,5bufcesq The only tWObm@jOP,SOUTCeS reméin—
ing wefe"wine and tobabco, and they were COntpolled by the
.British—Ameriéaanobacco_Compahy. Realizing.the_gravity
of the situétion, Lahsing wrote Reilnsch he was progressing
in the organization of an American group.63

Lansing also‘fenewed his_attempt'tQ.changé.Wilson's
position on consortium 1oané*to China. To'pérsuade:Wilson
of_tﬁe need for codperatiVe finance in China, ILansing
slgned and sent ajdetailedumemorandum to Pregident Wllson
on June.20, 1918. ' The situation in.China,.LanSing7ex—
plained, warrautéd American capitél,'whether it was from
thethited Staies quernmemt of'private‘firms; The Treasury
Départmenﬁ_recommended‘private capital, and therefore all
interested bénks should be asked to form an American group.

Tansing notéd_it‘would be necegsary for the American bankers

62Munsoh,,”Merchants of Capital," p. 66-7."
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RS,
to flnancc British and French interests until Lhey were
‘euunomicaily able bU do o;

Chlna, Lansing wroteIWilsbn, expected American
:financial_aSSiStéhoe. If the United States did not act
now, the Japanaoe wOuld make the needed loans indepehdehﬁlyJ
. As a solution to the dilémma, Lansing then proposed the
4formation'§f an American banking group interested in loans
to the Orient,"Onoe formed, the gPOup could work out the
detaiis of the loan. Lansing cautioned 1t "would- be
neéessary to a ssure them of Covernment support on thls
1:)3:0,3'ec‘t»,."61’l He’formally rquested_WIlsQn s approval to
form an American,baﬂking group that would be assurea-of,
government sﬁpport and,diplomatiq backing.

Wilson's approval, with resgervations, came one day

I approvc of the course proposed in this letter.
I take it for granted that everything necessary
would /m;llf'bf done to protect the Chinese
Government: agalnst such Uncon801onable arrange-
ments as were contemplated by the former con-
sortium, because I am afraid it 1s not less but -
rather more 1likely that the Chinese Government
would permit unfair advantage to be taken‘of6%t
at the present time of stress than formerly.

At last, Lansing had his "green 1ight" and he instructed

Brechlinridge Long to so advise the interested bankers and

qu‘tate’Papcru Relating to China, 893. )1/310/ -2758,
Roll 154, Tramcs u,—,l' Foreign Relations, 1918, pp. 169-T1.
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begin negotiétions66 while the Department Informed McAdoo
of Wilson's approval.67

A reluctant Wilson had been persuaded. The continued
flow of Japanese capital into China had convinced Lansing
that il Lhe upen dvor and the economic interests of the
United States and Europe were to be protected, American
capital would have to go to China. In order to persuade
American bankers to assist in this endeavor, the United
States Government would have to provide political support
and diplomatic backing. Investment in countries with un-
stable political conditions required govefnmental guarantees
of protection. Military opposition to Japanese aggression
in China was unthinkable, bﬁt actlon of some nature was
necessary. The course the State Department would follow,
an attempt at International financial cooperation, in
essence returned American forelgn policy in China to the
"dollar diplomacy" of the Taft administration. America's
return, to dollar diplomacy in 1918, unliké 1909, was not
concerned excluslvely about United States investment. It
was also concérned about European investment. The succeés
of the effort would be clesely tied to the economic and
political conditions of post World War I times.

There can be no doubt that the application of the

open door policy during the years 1899 to 1918 had altered

~ . . : :
S65pate Papers Relating to China, 893.51/2454-2758,
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-ﬁhé originai concept and intehtionsiof John Hay. Hay's
policy evolved from one which originally intended to pro-
tect equal commercilal opportunity to a respect for the
territérial and acdministrative integrity.. By'1918‘3téte
Departmént.application of the policy also included equal
inVestment opporfunities for the United States and Europe.
As historian Raymond ksthus points out,'the concept of the

open door policy changed.



CHAPTER IV
The Formation of the

Second Chinese Banking Consortium

Once'the State Department received Wllson's
approval, plans for the establishment of a new banking
group proceeded rapidly. Assistant Seorétary of State
Brechinridge Long, working under Lansing's clo§e supervision,
organized anvAmerioan group with a larger membership than
the old group. The State Départment worked at pooling the
numerous proJject optlons granted American financiers by the
Chinese Government. The Department also wanted to include
industrial and railway loans and as a result broaden the
scope of consortium activities.

‘The State Department and Amerlcan bankers reached
agreement for the Tormation of a new group on June 26, 1918,

lie bankers askéd for and received assurances that the
American public woulc be notified that the loans were being
made 4t the request ol the American Governmentcl Attending
the meeting to form the new group were: J. P. Morgan; J. P.
Morgan and Company; Mortimer L. Schiff, Kuhn, Loeb, and
Company; FPFrank A. Vanderlip, National dity Bank of New Ybrk;
George F. Sabin, Jr., the First National of New York; Ei R.

Tinker, Chase National Bank; John Jay Abbott, Continental

- lstate Fapers Relating to China, 893.51/2193-2493,
"Roll 153, Frames S51-04, :
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and Commerciél Ifust and Savings Eank of Chicdgo; and
Charles H. Sabin;‘Guaranty'Trustlcbmpany.of_NeW'York.z

By July &, the group agreed to form a new inter-
'-nationallconsortium,-a fQur power group, inéluding France,
Great PBritain, Japan and the United States. - At Iansing's
insistence, the Amefiéaﬁ bankerS'agreed_to_relinQuish any
‘Joan options ﬁhéy held with the Chinese:Government.»-Bofh
‘the bankefs‘and_theiDepartment agreed that all loans by
any of the four menbers be consldered four*_powerfbusiness;3
Naturally; Japan would find fault with the iattervstipula—
‘tion.and as a result postpone the completion of an agreement.
_Negotiatiéns, however,. were delajéd—at‘first by Great
Bﬁitain, ﬁot Japan.

On July 10, Lansing notified London, Paris, Tokyo
anG Peking Of the Department's decision to take up the
matter of dn.international consQr"t;ium.J4 vA'July 20 memorandum
from the Britlsh Ambassédor, The Barl of Reading,.to the
Department inguired whether.the'scope éf the new cénsortium!s
financial aoti&ities inciuded industrialvand railway loans
as well'aé‘édministratiye loans., :The’Brifish noted that
induétriallloans'had been‘excluded from the existing'consor—

tium and the Bribtish would not agree to prohibiting independent

2State Papers Relating to China, $93.51/1836-1999,
Roll 151, Frame O1Z2.7 Tansing invited Lee, Higglinson and
Company of Boston to attend the June 26 meeting, but they did
‘not come. The banking firm did, however, sign the agreement
on July 8, that formalized the new Group.

3Foreign Rélations, 1918, p. 173.
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loans for industrial purposes.5 Continued correspondence
from the‘State Department indicated that the United States
did intend to broaden the scope of the consortium to include
industrial loans.6 This position prom?ted the British
Secretary‘of State for Foreign Affairs, Arthur James Balfour,
to issue a pOlicy statement. In a memorandum that Walter H.
Page forwarded to Lansing, Balfour listed the Foreign Office's
objections to the United States' outline of poliéy for the
new consortium.

Balfour's first objection noted that the only ad-
ministrative loan which fell into the scope of the existing
consortium would be the currency reform option. The currency
loan had, with the consent of British and French groups, been
incorporated into the Supplementary Reorgaization Loan. If |
the United States cared to participate in this loan with the
British, French and Japanese groups, they could join and
enjoy the advantages that the option'held. If, however,
fhe American Government intended to invite the British,
French, and Japanese to relinguish their existing industrial
‘and railway option rights to the new consortium, the British
would object and a further study would be needed.

The second major British objection centered around
the Unifed States' position that they would object to any

~terms orvconditions of a loan which sought to impair the

5Foreign Relations, 1918, pp. 179-80.
6

Ibid. pp. 184-86.
"Ibid. 'p. 190.
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7tpolitical oont301 bf China or lessen the sdvereign‘rights‘
ol that Republic.8  Britain could'not-égree to this~if it
meant that no foreign‘controi could be,used'to collect’
‘revenues earmarked for securities of the loan. Thirdly,
Britain.objected to America's position that no fofeign
adviser be used to suﬁefvise thé'implementation of currency
reforms. - If the appointment ol a foreién adviser infringed
_updh China's_sovereignty the British could not join,with
the new.conSOrtium. vA_fina1 issue raised dealt with
whether or not the United States would allow Belgian banks
to-join'bnce’the war had termibated.9

‘The £hree latferlzw1tish objections proved to be no
problem;loa Broadening the donsortium to iInclude industrial
and‘failway loans did. When Lansing and others in the Stafe
-Department concéivéd the 1dea of a new-éonsortidm, they did
so with the intention that 1t should absorb the egsentlally
political loans made recently by Japan dhﬁer the gﬁise of
indusfriallloané;ll Lanéing intehded to force ﬁhe Japanesé
to surrender the‘speciai'JOén-conceﬂg{onﬁ they had aoquired,
from China. The major principle of the new consortium would

be surrendered if industrial and rWLJwaJ lodns were excluded,
and this the United utatc)-reiuqed to do.

8ch Chapter IITI, page /O It 1s to be noted that
hiloon gave hls approval to :the new OonQOttlun with the re-
servation that the nesw group would not- pnrmﬁt Anflir advan-
tage Lo be taken' of the Chinese Government. '

JForoivn ]Llations, 1918, p. 190.
‘101b1 ‘pp._194~96.

L T R R
-~Ibic.  p. 189,
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‘ To defend the Department's position, Laﬁsing wrote
 the Foreign Ofiice that‘the:United States did not object
to the excluéionbof industrial loans from the First
Consortium‘because the American Group had withdrawn from
active parﬁicipatioh_by-Septémber 2b, 1913; and could not
" object. Now, Ldnsing,ihsistéd, a new group was to be
formed, aéd‘therefOrefthe questioh might be reqonsidered.l2
Britain Qaustically_reminded the State.Department.on July 29
that iﬁ would bévdéhgerous to conslder the new.consortiqm
"an established fact“ until the planned meeting'of the
- four PQWerS.13 The British also warned that it would be
premature to dissolve the old consortium until it was cer-
"tain'the Chinese Governﬁent‘would not raise ijection to,
'the'tranSfer of the existing‘rights in ‘the Reorganization
and Currehcy Loan Agréementfto the new internatiéhél‘group.lq_
Clearly internatiOnél.cooperation wouid_not be without dis--
cord. ”Cohsortium-negotiations remained at a Standétill
“when the Armisticé-concluded the war in Novembef‘1918.

'Récords indicaﬁé the State Department preferred a
rapidl& négotiated égreemént @ith the_three'other members,

but. did not press the lssue with Great Pritain. Apparently

l2poreign Relations, 1918, p. 196.
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the Department reasoned that the British attitude was dic-
tated by the need to placate her ally, Japan.15 Lansing
believed that once the war ended, Britain would accept the
American view. DPrevious corregpondence with the Foreign
Office indicated London intended to have the United States
assist them in resisting Japanese aggression. The Forelgn
Office had already invited American capital into Britain's
spheres of Influence, and asked the United States to take
the lead in reviving an international consortium.l6

Even though consortium plans remained at a deadlock
during the summer and fall of 1918, Japanese loans to China
did not. On July 7, the Japanegse issued thelTelegraph Loan.
This loan held as security all property and income of Chinats
telegraph line-s.17 - On July 13, the Japanese Industrial
Development Bank gained railway concessions for a railway
from Kirin to Hueining. John V. A. MacMurray notified
Lansing on July 27, of the completion of the Kirin and
Heilungklang Forestry and Mines Loan. For 30,000,000 yen
the Chinese Government gave securitles to all the forests
and gold mines of the two provinces, without the individﬁal

t 16

provinces! consen The Japanese tried in various ways

to disgulse their loans. The forestry and mines loan came

15Foreign Relations, 1918, p. 188.

16See Chapter III, pp. 56, 57 and 65.

17State Papers Relating to China, 893.51/2000—2192,
Roll 152, Frame Z219.

18poreign Relations, 1918, pp. 162-63. State Papers
Relating to China, Roll 152, Frame 216.




ey
(v

under the guise of.th@ Chung Hua'TradingFCompany mdking_
what the Japanese calied a "commercial venture" in\Gbina.l9
Japan Séemed anxious to lend, and the fihancially
desperate Pékihg Government yieldéd not only valuable
Securities, but also pOlitical‘controlf By September 20,
_MacMurray warnedlﬁh@ Department Qf the Pekihg Government's
unreliabiliﬁy;go and of thé rumored loan'With‘tHE,Industrial
Bank of Japan for the construction and extension of the
Shantung Eailway.” MadMurray bélieved that Japan meant to
obtalin in Subgtaﬁce‘the demands bf-1915, and 1f the United
States waﬁtéd to exert influence over tﬁe'situation, it

21

would be best to pressure Japan. Considering the posi-

tion ‘taken by the

(7p!

tute Departmént, the situation warranted
fattention.‘

bLahsiﬁg wr ote the Amgridan;Legaﬁion in- Peking on
September 20, and‘askeﬁ for a full and prompﬁ report by
mail corcerning the external and internal loans of both the
central‘and'ptOVipcial gOvernmgnts. Time, Lansing wrote,
weas valuable, and_if necessary the Legation'shouldléngage
2xpert assistance in obtaining this @nformation,gg
- MecMurray replied thaf Dr. Charles Gatrell of the Amerlcan

International Corporation wag the best expert avallable and

19s5tate Papers Relating bto China, 0863.51,/2000-2192,
Roll 152, Frame (59, ' ' :
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“he had enpaged hig gervices. DMacMurray also urged that

there. be no delay in Awmerican loans ﬁo China.23

| In résponse'to the-éituatioﬁ, Lansing informed J. P.
Morgan'of the American Group that the British Government
Suggested'an immediate advance of 5, OOO 000 pounds. to the.
Chinese Centrél'Government for relief’of-the'immediate
financial Cr}oipo ‘The ﬁritiéh'aSked if the Awerican Group
would be prepared “to part LCLpaLe fo]lowlng tne terms of
thg'First Consoriium as far ag possible. Morgan believed
it would be<possible'if_hegotiated in New York and féeratﬂe
gecurity coﬁld be éll;locaﬁced‘22‘L Discussion of Britain's
‘suggested S,QQOQOOO pound 1oan wouldAbe discontinued until
chober i919. Repdrﬁs‘éontinued'to come in on the political
disorder in Cbiha and the incréasing Japanese influence
over the Peking Goverﬁméntiand their-Minister‘of Finance,
_Tsao-Ju~lin. \

Uniﬁéd States financial assistance to China did not
materlallae in 1910 and the year closed with4J; P. Morgah's_
announcement_that he'wouid trave1'to Bfitain and France .in
early 1919, to urge his forelgn colleagues to support the
-Ameriéan'COnSortiumf Reinsch's.piea in December for ihme—
'diabe>action to alleviate China’s Tinancidl distress met

with the Department's public position; that ig, the Unlted

ny.
o
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'States remained readj to act, but could nbﬁ_proceed until
the Governments of France, Britain and Japan agreed to
the new cohsdrtiquES

The year 1919 brougntnrenewed hopes.for‘the success:
of tune new consortiumfand tﬁe Unitéd Stétes' Chinafpolicy:
~Japan announced she wbuld witndraw. from Siberié,»ahd if  
Japan would cooperate, Britain would'surély go_alohg ﬁoo.
'France, the Department'be1ieved, would acquiésoe easily.
As Lansing left for the reace Conférence_in'Decehber 1918,
e hopea to use-the,Conférence "to put thé finishing toucﬁes
on his scheme to bring Japan into line with American
Policy.”26 Iénsing, however, achieved much less in Paris
than he antipipéteé. | A |

'While Langing attended'the Paris Peace Conference,
Adting'Secretafy of State Frank L. Polk took control of
much of the Department's Far Lastern correspondence. On
.Janﬁary(3, 1919, the Americap Groub informed Polk thét_they
were granting‘é Department requéSt, and they were preparing
to send John'Jay Abbott_té Japan as a representative of th¢

27

American Group. Once in Japan,'Abbott's_activities produced
favorabple progress, Through MacMurray, on February 16, Abbott
informed Folk that as 2 result of qbnferenoes with the

Japanese Minister of Kinance and the Acting Minister of

N2

"Sporeilgn Relations, 1918, pp. 197-99. -

aOBeers; Vain Endeavor, pp. 147-48.

27Foréign Relations, 1919, Vol. I, p. 421.
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‘Féreign Affairs, hé_could announce Japan's agreement with
the United States! plan for the organization of the consor-
tium. Abbott hoted that the Japanese agreed to both indus-
trial and administrative_loans and the surrendef of:options‘
held by Japan. 28 While this:annpunceméntfwould.cause-mis—
.understanding when'the‘United'States sought - a final settle-
ment'of.fhe cohsbrtium concerning Japan's-spheres, for. the
meantime 1t offeved €ncouragement.
Anothé; American:Group‘representative, J. P.'Morgan,
met;with more conciusiVe results in Great Britain.
Ambassador Davis notified thé Department on Febpuary 25,
the Emﬁtish'would no_longer offefuobjections to the United
States! conditions for the formation of the new consortium.2d
It appeared that a settlement coﬁld be reached and a new
consortium formed.
On March 29, the Department telegramed the
Embassies in Tokyo, Paris and Lﬁndon that,; due to deVeloping
“favorable circumstances, “they recommended a préliminary

. . 3 5 - 2
meeting of the interegted bankers he held byoMayvlb.JO

281148, p. 4e3.
- /

‘?/Tclngvm of John W. Davis to the Earl of Curzon.
T 0 371/6678. With the 1lifting of their objections to the
conditions CCL'JWL shed by bLhe United States, Britain re--
quested that a Relgian group be added to the consortium.
Pritain had made . an agreement with the Belgian Government-
to admit their group in 1917 The United States, however,
informed the British Lmbassy Lhat the admission of a fifth
member would only slow negotiations, and it would be best
to wait until a formal agrecmcmt was 31gncd before admit-

ting bhe L01gians, horA gn Relations, 1919, Vol. I,
pp j_Tr\ (S X - . .
30Foreign Relationsg, 1919, Vol. I, pp. 430-31.
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After oonsidérablg'chrespond@nce,'a meeting was soheduled
in Paris wherec a 1érge number of interested parties were
already:gttending ﬁhe'Peace-Conference, Hugh.b. Marshall
was geﬁt to-repfesénf the State Department sinée,he'had
béen'studying the Consortium for several months. At the
.confefence, held‘May 12,:the bankers agreed to jbint inyést~
ment in China.-t | | |
Encouraged,bY'the success of the bankers' conference,
.Polk notified Reinsch‘that he cbuld-tell-the-Chinese
Government Qraily that any negotiabions,for a large loan
should be conducted. in America or Eurépe rather than with.
représehtativeé in China. Brechinridgé‘Long'added a note
of caution by suggesﬂing‘thét word not be sent to repre-
‘sentatives.ahd.eﬁgihecrs to proceed untll Ehe bankefs re-
celved fﬁli approval from their respective géVernments.32.
-Long'é advice~prove§ most realiétic; Objections from
‘respective goyerhments did arise. “DiSapproval of:the
agreemenb'came first_-ffom_France, and_Second,'and more
seriously, from Japan,.fThe optimigm of May dwindled into
sevenﬁgen'months of'discéuraging debate‘before an agree-.
ment_was finaliy signed.

The Frehch‘objections centered around a member
government 's right to'choose one printe bank and support
it while other banks were excluded. Iflall_banks interested
and doing business in China were not allowed membership,

the French Government would be creating a monopoly. The

3lTbia. pp. 435-36.

321pid. pp. 436-38.
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Bpitish~agreedwwith France andValso-revived the 0ld ques-
t4ion Qf:allpwing industrial loans within the consortium.
Tre Ffench tien offefed;theif'own formula tQ clarify what

role . they thought tﬂé government should plan in supporting

w

. )
private bankers.-”

Attempting to reassure the French, the State
Départment.ihforpwdlfhém ﬁhat it did-not ﬁcontemplate‘

" the entire elimination of industrial activities of private
persong or of filnancial or industrial corporations.” The
United States Government would only support public loans
tO‘China*s Central Governmentgand‘provincés that had
Chinese Provincilal Governm@nt"guaraﬁtees.Eu-

The United States then offered a redefinition of the
scope and nature of the consortiumr The second.definition"
uent beyond‘whéf”thg_bankers’hadvin mind. It read: "The
government of" each of the four paftioipating Grouszﬁnder—
take to‘give'theiﬁ comp;ete sﬁppprt to their respective

R
national group members of the Consortium. . . "2 The
Department'thereby‘advocatéd completeAsupporb of théir
o@n national group, and not the consortium collectively.

Thé FreﬁCh,,British, and Japanese‘agreed to adopt

6

the American definition.”~ .The disagreement with the French

(W]

3Foreign Relations, 1919, Vol. I, pp. 443-U45.
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and British caused conslderable alarm-in the State
Départment beéause'the old consortium expired on June 18,
1919f If‘the old oonsortium expired belfore a new agreemént
could be reached, officials feared all projects of the old
bdnsdrtium would be lost. Peking honored a request'by the
British~Gdernment;.and‘extended-thé 0ld agreement for one
yéér or hntil-the ﬁewvdonsortium began opefation.BY'

Objections from the.Japanese Government to the
i_May 15 Agreement proved_more formidéble! The Japanese in-
sisted thét:Eastern Mongoiia'and Ménchufia'be excluded from
fthe scope of the new Consprtium. ‘The other three members
would not accept this'position, and a lengthy debate. ensued.
On Juhe 13, 1919, a leading Japanese. banker, Masunosuke
Odagiri, who représemted the Japanese‘Gfoup;'wroteAThomas
HLamont; chairman Qf:the American Group. Odagiri insisted
that'prinéipals in Japan were instructed-

| that allvthe rights and optiOns held by Japan in

the regions of Manchuria and Mongolia, where :

Japan has speclal interests, should be excluded

from the arrangementg for pooling provided for

~in the proposed agreement. .
Such instrﬁction} he pointed out, was derived fr¢m Japan's
special relatioﬁs'gquraphically ahd'nistoriéally in these
‘reglons. Thege rélations, he pointed out, had been recognized
'by the German; British, United Sﬁétés; Ffénchvand”Russian

. ‘ o ag
Governments on'many.occas;ons.Jp_

3TIpida. pp. 450-51.

38Letter of Mr. M. Odagiri to Thomas Lamont. June 18,
©1919. China Collection. TS China C 762. Hoover Institute
on VWar, Peace and Revolution.
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Lamdnt denled Japanesge claims 1n a letter to Odagiri
dabed June 2J

Mongol¢a and Wanohurla are'importahﬁ pérts,of

China, and any attempt to exclude them from

the scope of the Consortium must be 1lnadmiss-

ible. The Special Interests you allude to.

have, 1n our opinion, never hdd to do with

economic matters.3Y :
Lamont then informad f'hc: Qtate ~Deparg mnnL that he did not
belleve the prlvaLe Jdpaneue bankers agreedeith their
government , but were obliged to support tbeir government
publicly. Lamont believed if the UHLLCd States Wlth
France and Britain took a firm negatlve stand, the Japahese

i ;
0 Japan, however, con-

might recant their opposing°position,
tinued to interprnt the loosely worded Lanszng Iuhll Agreement
as & récognitiom ol' her exclusive spe C]dl rxghto‘ln Manchurla
and Mongolia. |

The“Amgricah Government then proposed concludiﬁg a
consortium agr@emént without the JdpdDC se, but the
American bankers refused to accept this propogsal because.
_ it meant the American banks would have. to darry:all ﬁhe
;1Qans by themselves." tritish'and French_banks wére eoono?
-mically-uhable_ ;0 carry thelr share, and:héd'agreedAto'ﬁhe.
ACW cons ortlum onlv if the Uhited-States and Japan tem-

‘ : , Y o o o 41
pOParlly-flnanced their portion of the loang.

391bjd:

4Ol"(n_"a]_{/n R(blnf |n‘f3_w 1919, vVol. I, Dpp. iL'S'I—fj_S_.
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Bredhlnridée Long, héw in charge of the Cbnsortium
for. the Qtate Dmpaltment wanted to persvade the bankers
to proceed Wth tn; consortium. While American bankérs'
met on June 26, and coﬁcluded that‘everyAeffort ébduld be
made to brihg Japan into the oonsortium,‘LongjOOntemplated
'”what the Dupartm nt should cdo about Japanese clalms. After
persuasion.from Long'éhd John Jay-AbbotE, recently back
from China, the Amefican Group resolved to proceed with
the»consoftiﬁm and hoped that bthe Japanese would concede
and‘join.after‘all;ag

4Complioating‘the situation further were conflioting
reports on Japan‘S‘consdrtiﬁm posgition. Lamont, having had
conversations wilth Odagirl in Faris, insisted Odagifi would
dQ all in‘his power to persuade the Japanese Government to
abandon its\Claims‘tb'Eastern Mongolia and Manchuria.

' Hugh D Mar lall bhé Departncnt'g répresentative in Paris,

rcporteu a dlifaront pOLnE of view. 1In a JQly 1 commuhica—

tion helexpressed'the fear that.the Japanese were not favor-
able to the Organizatidn'bf ﬁhe consortium and would do all

they could tp\dela& or prevent iﬁs Completion.”BI ‘

Whilé officials in Paris, such as Mapshall; Lansing,
’and'Lamont,'continued‘bo wranglevover Japanlé role 1ln the

: . ' P , ,’. }..': ' N '
peace negotilations and.Snancung,’“ Long prepared a memorandum:

”Elbid. p. 455

‘ 3Stato Papor; Relating to China, 893.51/2419/-2758,
.Roll 154, Frames 123-27. . -

”“Ono of ‘the United States' most difficult problems
~with Japan at the Paris Pcacc Convercnce centered around
Japan's claims to Gormauy sphere, Shantun% To Lansing's
dlsapﬁOlDumont Wilgon IlnaJlj conceded to Japan's claims to

lkee hopes for Lle %uc of Naf Lpn w1rh Jdpan as a
member . ecrw, vain Lnoaa or, pp. . -5,
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for the Japénese Goyernment; Before Longvsend the strongly
wordéd'message,‘hepsabmitted it to President wilson,‘Lansing,
“and Lamont fbf their“approval,‘ In the memorandum, Long
rejected all Japanese resefvations and intimated the British,
.Frehch ahavthe American Groups intended to proceed in organiz-
ing the dOnSOrtiQm wlthout Japan. He added a new -feature
and. suggested the admissidn of Belgium aﬁd.Ruséia to the
consortium} Long‘sent the memQrandum_tb Japan on July 30.“5
After reading Long's memorandum the British and.
French mdde iﬁ clear to the State Department they did hOt
faVor'a'consortium without thé Japanese bankers. Both
governments‘seﬁtlnoteg to Japan; and expressed opposition
to Japan's' reservations, but the British did not indicate
theyfwanted to proceed with the cbnsortium without Japan.
The:Ffench coneideréﬁ,Japan's reservétions a politibal
guegtion that could not bé‘decided'by banking groups.q6
Japan's replies to France and Emi“aiﬁ on September 1 re-
affirmed its claims to special rights and interests in
 Eastern.Mongo1i&'and Manchuria. Bfitain would again'try
to persuade the Japanese in November; and iﬁ apﬁeared the
Jépanesetposition had veakened a\libtle. Japan now indlcated
its resérvatibng aic noﬁ_afféct Manchuria'and‘Mongolia as a

- . g I . Y
whole, but only certain districts of the provinces. !

’,

ng. o . o o .
LiForelgn Relations, 1919, vol. I, pp. 470-73.

u6Memo ol Forelgn Office'to the Japanese Ambassador,
August 11, 1919, F 0 371/667C. Foreign Relabtlons, 1919,
Vol. I, pp. 476-79.

4T1pia. september 1, 1919. F O 371/6678.
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In view of Japan's continued reservations, Long
attempted to organize the consortium without that country.
He sent a memorandum to the Chinese Government on September 1,
requesting that Peking agree to negotiate future loans only
witn the consortium. The Chinese replied that China in-
tended to apply for a loan from the old consortiumm and if
that failed, the Chinese (Government desired to make the
American Group of the new consortium their exélusive agent
for all government loans. If, however, the Chinese warned;
no financiai aid came from America, then China would be
compelled to go to Japan. Reinsch explaihed China's actions
by saying the Chinese could not commit themselves to the
new consortium without arousing the hostility of Japan.
This would be Reinsch's last advice as Minister to China.
He stayed‘on for a while 1n China, but he resigned effective
September 15¢48 The United States!' attempt to "squeeze'
Japan out had little effect on Tokyo. If Japan feared
beiﬁg left out of the new consortium, as the State Departmeht
hoped; they did not let thelr fear be known.

To complicate the sltuatlon further,in August thé
- Chinese made an attempt to revive the Continental and
Commercial Trust ané Savings Bank's option to loan money to
China. The Chinese Prime Minlster and Miﬁister of Finance
sent Hsu En-juan to the Unifed States on a mission to enlist
“ the aid of the consortium. If no offers for loans were:made

there, the desperate Chinese Government would welcouie an

48poreign Relations, 1919, Vol. I, pp. 480-81.
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immediate loan from any source.49 After an unsucceésful
"attempt'to acqulre money from the American Government or
the American Group, Hsﬁ went to the Chicago firm. Under
Abbott's guldance, Hsﬁ_signed a contract on October 11,
for a $5,500,000 loan. They renegotiated an enlarged loan
on October 20, for $30,000,000. Unused portions of the
proceeds from‘the_tobacco and wine taxes were to serve as
'sécurity fOr the loan. If thils security proved‘ihsufficient,
then surplus salt Gabelle would be assigned to secure the
loan. All three security options had priorrliens on them.50

On October 21, Lansing gave his personal assurance
to JOhn Jéy Abbott that the Unlted States Government looked
favorably on theilr proposed loan and that the‘Govefnment
~would take the necessary Stéps to assure equitabie contracts.sl
Then Lansing cabled Peking:

In order to clear up any'questlon of conflict

with the option of the -0ld consortium, it is

hoped that the Chinese Government will without

delay glve notlce that it considers all such

rights and options under the Reorganization

Loan Agreement have lapsed by reason of the

.fallure to exercise that optlon when so re-

‘quested by the American Government.>

Apparently, Iansing wanted to establish a policy of ignoring

the old consortium, and used tHe Chilcago loan'to’do it.

491b1da. pp. 485-86 and 520-21.
50Tbid. pp. 525-27. '

5lgtate Papers Relating to China, 893.51/2494-2758,
Roll 154, Frame 43. ' ‘

52Tphid. Frame 5.
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The Board of Directors of the Continental and
.Commerciai Trﬁst'and Savings met on October'3o,-and chose
to reject the October:20 loan. Their reasons were'twofold.
Pirst, the Chihese Government-refused to Qonfirm'the-
secﬁrity\of the salt Gabelle for the ldan.  Second,:the
" American investment market exhibited signs of decline and
Chinese bonds would be hard to sell. The board gave
approval to the October 11 loan for $5,500,000. The fact
that the larger loan failed to recelve board abproval would
‘hbt be publiéized}53-'Perhaps, the State Departmentbreasoned,
‘if‘the Japanese belleved American banks were:making large
ioans to China, they would reconsider their reservations
on Manchuria and Mongolia.

Due to the frustration resulting from the fallure
to complete consortium negqtiations, and China's new contracts
“with the Continental and Commercial Trust»ahd Savings, the
British on October 29, proposed a 5,000,000 pound loan.
Lansing agreed to the British loan if it did not prejudice
the consortiumjnegotiations.5u By laté 1919 it apﬁeared that
i1ndependent loans to éhina might be revived. Following this
. new trend,‘on~Novembér'26, the Pacific Development Company
signed a contfact with the Chineée’Governmeht for a loan .
of $5,000,000 with a $20,000,000 option. Wine and tobéccp

taxes were to be used as security and an American

53State Papers Relating to China, 893.51/2494-2758,
Roll 154, Frames 320-21. Forelgn Relatlons, 1919, Vol. I,
pp. 530-33. LT ' 4

“5%3939:‘-Frames 48-52., ‘Ibid. pp. 500-01.
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administrator would'supervise collection. The money was - ﬁo
‘be allocated for payment of wages due to Chinese ‘troops.
-:Hopefully, paying and disbanding troops would aid in re-
fstorlng,politioal stability to Chiha-by-reducing her large
military.”> . |

'PfoteSts”from Britain, France, and Japan arrived
soon after the;signing‘of the Pacifio_Development loan.
Since the French already held a llen on wine and tobacco
taxes, they were especially unhappy with the appolntment
dof an Amerioanvto administer those taxes. 'Japan!s protest
centered around the l1lssue of a loan outside‘the consortium.
Bfltain suggested an immedlate -advance by theﬂfour'powers
eof 5,000,000 pounds with a stipulation that toe factions
ih Cﬁina‘settle'their differences and disband'thelr troops.56

The American Government chose to issue a statement
of non-approval of the Pacific Development loan, and on
November'29;-Lansing notified Paris and iondon'accordingly.
He added that the new loan would receilve no diplomatic
support. 57 Both the American Group members and. the American
Government conferred with and attempted to persuade the
‘American Development Company to spop the 1oan. 'Eyen though

_the(American‘GOVerhment did not approve the Pacific

, 55Foreign Relations, 1919, Vol. I, pp. 541-43 and
606-15. — | .

561bid. ‘pp. 546-51.

5Tstate Papers Relating to China, 893. 51/2494-2758,
Roll 154, Frames 365-67-
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Development loan, Lansing wrote;the Japaneee'that the loan
exhibited "evidence of tne growing interest of American
.financiers in the situation in China," and the American
Government would not- restrain private American concerns

58

except in the 1nterests of a consortium The‘Department
continued to try to force Japan to give up their claims to
»special Interests in Mongolia and Manchuria " The Pacific
Development 1oan gave a new leverage, and the Department
would,use-every tool- available to keep the door open 1in
China for Ameriean inveetments and to curb Japanese aggres-
sion.

The interest and willingness of private American
firms to loan money to China without State Department sup-
port apparently nudged eonsortium:members Into cooperating
with Japan in making a 5,0C0,0QO pound’loan on February 3,
1920. The‘Japanese and American bankers agreed to carry
the French and British share until they were financially
able to‘participlat'e.59 Consortium members reached an
' agreement to settle the<jointnloan without resolving their
disagreementsiconcerning Jaban's reservations.
| vTo-complicate the loan situation further, when
future money advances from the Pacific-Development Company
failed to materialize, the Chinese began negotiations with

Okura and Company, a private Japanese banking firm. The

58Foreign Relations, 1919, Vol. I, p. 542.

591bid. 1920, Vol. I, pp. 620-23.
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firm made an édvance of 9,000,000 yen. The oxufa loan
included seéufityiof the wine and tobacco’tax,.andlthis .
ébnflicted with-the Paciflc Development contract;6o

In late February 1920,;anotherzprivate Japanese
ifirm adVanced'Q,OO0,0QO'zgg'whioh; according to the
Japanese, represénted‘only one-half the needs of the Peking
Government. - If the American Group wanfed to advance the
- other one-half heeded, the Japanese .would welcome the
“ American 1oah. The American Ambassador to Japan, Roland S.
Morris, informed the State'Departmeht on February 25, that
the Japanese claimed to haye'made‘the 1oaﬁs only because
of the~desperate financial cohdiﬁions of the Peking
Government;él ‘The reasons for, and the intentions of the
Japanese,'are.debatable. What 1s certain is that the new
ioahs_reSulted.in a temporary deadlock in cOnsortium'negoQ
tiatlons.

‘Japan's refusal to negdtiate a.conSOTtium'agreemeﬁt
without special privileges in;ManChuria and Mongolia com-
bined with the difficulties of private firms making loans
:tO'China led'to'the departupe'of Thomas Lamont.for.the
Orient. gOn.February 7, Lansing wrote Amb?ssador Morris in
Tokyo‘of‘Lamontfé~pending arrival in Japan on about March.3
‘and noted'ﬁhat Lamont traveled as a représentative to the -

 American Group and had no connections whatsoever with the

01p1d. pp: 622-25.

6lrpid. p. 635.
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United States Government. Even though Lamont traveled as
a private citizen, Lansing asked that he be given all the
help he nee.ded.'.62 It now appeared:the Department 1ntended
to use private American bankers to reaéh som¢ formula for
agreement for investment in Manchurid and Mongolla. Efforts:
continued in an attempt to define Japanese'interests in
China and ﬁopefully.to preserve7the openAdoor’pbliqy.

Correéponding to Lamont's arfival ih Tokyo, the
Japanese Gévernmentlréleased'a memorandum.to the four con;”
sortium powers outlining a‘formula for general agreement
_rélatihg to the consortium. Japan'maintained‘that the ex-
clusion of Manchuria and Mongolia-from'thé consortium did
not resuit from a desire of "excluslve political preténsions,"
or a wish to’eStablish a sphere of interest. Instead, Japan
wanted to protect their existing enterprises in the two
<dispu£ed afeas,»and agreed té accept and_sdpport the reso-
lutions of the May 1919 Preliminary Consortium Agreement.
In matters relaﬁing‘tb loans affecting South Manchuria and
Eastern Inner Mongolia, however, the Japanese‘Government‘
reserved the right to take what steps it déeméd necessary
to guarantee the "seéurity of thé‘economic‘life and national
defense of Japéh."63
The Japanese outlined 1n‘deta11 on March 20 the

activities they wanted to exclude‘from and iInclude in the

621p1a. p. 497.

‘631bid. pp. 500-23.
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consortium. Japan wanted to include the South Manchurian
Railwayi.its bﬁanches and subsidiary mines,Athe'Kirine
Changchun, the Shinminfu;Mukden,_and the Ssupingkai-
Chegéhiatun Railways,'which Japan claimed were cdmplete
and-in.operétion. Those failwéys to be 1hclﬁded'iﬁ‘thé
consortium beéausé-they were not‘complete were the Kirin-
Huining, fhe‘Chengqhiatun—Taonanfu,‘thé Changchu-Taonanfu,
“the Kaiyan-Kirin, the TaohanngJehol and a réilway'connect-
ing Téonanfu with a seaport. These railways were consldered
branches or feeding lines of theiSouth Manchurian Railway.64-

After studying the Japanese proposal, Lamont,
Morris, and‘the British’Mihister in China, decided to take
a firm‘posiﬁiOn and hope. the Japanésé wduld retfeat further.
They maintained the railway exclusions'the'Japanese desired
still threatened the independence and territorial integrity
of China. The three, howéver,‘agreed that Japan!s claims
to food and raw materlal sources vital to'their economy»
and bhe ﬁeed,td protect the Korean frontiler werellegitimate.
They concludéd the Taonanfquehol\ﬁailway,remained outside
their vital needs.5?

In hopes of resolving thevconflict, Lamont remained
-in Japan to consult influential Japahese officials and
‘bénkérs_and_Seemed to achieve agreement with them. ‘The

military clique that dominated Japan's central Government,

A ‘ 648tate Papers Relating to China,~893.51/3050¥3328,
‘Roll 156, Frames 20-23.

65Foreign Relations, 1920, Vol. I,.pp. 505-07.
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. however, overruled“the agreement.66 Finding that the
'Japanese'miliﬁary intended to remaiﬁ'firm; Lamont.hoped
'to turn the situation around.by.an exchénge of letters
" between the Japanese and American bankers. Lamohﬁ believed
once the facts were?made available'to.the'Jaﬁanese publig
it would be a matter of tlme before public sentiment forced
the military abminafed Japanese Government to altér its .
~position. In his’letﬁer.Lahont pointed out.the_economic
‘needs of Japan in the ‘areas of-Manchuria and Mongolia, but
noted the disadyantages of Japan's‘political control over
them. 07

Lamont reméined\confident the American Group would
Iapprove the lettér'exchange.-vHis schedule‘wéﬁld take him
on to China to discuss the proposed cqnsortiUm'and if an
agreement couldTbe‘reached first with the Japanese, the
stop in China would bring better results. Before he left
for China, Lamont outlined a proposal ffoﬁ the American
Groupu The proposal, which he gave to the Japaneée Group,
recognized Japén's economic views in refereﬁcelto Manchuria
‘and Mongolia, especilally as ‘a source of food fof the growing
-population.of the Japanese.islands and as a sourCe;of raw |
materials neéessary‘for_mapufacturing. Lamont's proposal
alsoirecdgnized Japan's need for raillroads in Manchuria and

Mongolia, but denied Japan's rights to cdnstruct_new lines

| 66state Papers Relating to China, 893.51/2759-3040;
Roll 155, Frames 127-20. -

671pid. 893.51/2494-2758, Roll 154, Frame 1309.
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without théfapproval_gf the consortium. If the other mem-
bers of the consortium declined to participate in such
activities 1n Manchuriafand Mongolia, them Japan would
be‘free‘to proceed on her own.68

According to the American Group's pfopoéal éll N

vrailroads already complete and in operation could be recog-
nized as outside the scope of the. consortium. By the time
the consortium negotiations concluded, this would include
all'the,railways mentioned in the Japanese proposal of
March 2, except the Taonanfo-Jeholvline.

On March 30, the State Department notified both
LOndon-and Paris of Lamont's_new proposai.' The Department
agreed with Lamont and urged the British and French to con-
cur’with.the proposal. TheoDepartment hoped the British
wbuld‘waive‘their'protest‘of the exclusion of threé lines
‘west of the South Manchurian Railway{695'1n essence, the
State Depaftment.now.recognized Japanfs economic rights in
Manchuria and Mongolia, and asked the French and British
to do 1likewise.

Both the French and British complied within the
month 70 'By'the end of April 1920, 1t appeared that the
four consortium powers. had reached an accord, and Lamont,-

now assured of Japan's entry into the consortium, left for

685tate Papers Relating to China, 893 51/2494-2758,
"Roll 154, Frame 1278.

691b1d. Frame 1328.

. T0Ibid. 893.51/2759-3040, Roll 155, Frames 144 and
147. '
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China. After a series of meetings and speeches in both
North and Souﬁh.China, Lamont concluded that loans to the
Chinese.Government would not yield a return until the
Chinése put gheir political house in order. 'Typiéal of
‘Chinafs-economic and political situation was her default
on the Hukuang Railway 1oan.7l J. P. Morgan informed
Lamont on April 9, that the Chinese must pay all coupons (2
of the Hukﬁang_loan.73 This the Chinese could not do, and
under these circumstances future‘loans to China would be
'jeopardizéd by the fact that thejgonditions of the loans
- would. be toq stfictifor the Chinese Government.

Japan and»thé United States formally reached accord
in their dlfference by the exchange of"'the so-called Lamont«
Ka jiwara notes. In a note dated May 11, 1920, Nakaji
Kajiwara, President of the Yokahoma Specie Bank, on behalf
of the Japanese Grbﬁp agreed to the terms‘the Japanese be-
lieved essential to cOnsorfium activities in Manchuria and
Mongolia. On the same day,”Thomas W, Lamont; represénting
thé‘bthef banking groups, cbncéded that'specific'railway
enterprises in Mongolia and Manchuria should'remain.solely
-in;fhe hands of the Japanese.?” The May 11 exchange of
-notes merely.formaliééd‘the'agreement reached in March,

It should be pointed out that the projected Tadnanfu~Jehol

7LThe Hukuang Rallway Loan was agreed to by the old
Four-Power Consortium in which the United States had parti-
cipated.

72Payment certificates.

_ T3state Papers Relatlng to China, 893.51/2759- 3040,
‘Roll 155, Frame 1.
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100
‘Railway with a'seéport terminus remained within the consor-
tium. Thié‘wQu1d.be Japan's only ﬁoncéssioﬁ, and Lamont
coﬁfesséd that the Japanesé‘would probably construét this
railway on their own énd would not need assistance from the
~other consortium members. 'No.hention of Japan's _sp.ecial'~
‘rights or interests appeared in the notes.’® Even though
Japan had"essentiallylwon the battle concerning their reser-
vations  in Manchuria and Mongolia,>ﬁhe.other three powers
claimed victory»because there had been no mention of speclal
'rights or interests.

On July 22, 1920, ILamont wired the State Department
that the four powers agreed and the Department should
schedulé a New York consortium'meetihg in October.76

From July to Septémber, the‘majér disagreement
centered around‘whethér or not the Chinesé shoUld:be glven
coples of.the Lamont—Kajiwaré_nOtes,_and other consortium
correspoﬁdence. The aisbute arose.on duly 7 when Charles R.
Crane, the"hew Ambagsador to China, gave copies of the notes
~to the Chinese Government. Japan pfbtested the action. Tb
settle the dispute all'poweré concerned sent identical
notices. When the State Department suggested-that:all
correspondence rég;rding the consortium be turned'over to 
the:ChinesejGovérnment, the Japanese, of course;protestéd.

Japan insisted that no mentlon be made concerning Japan's

75Foreign Re1ations, 1920, Vol. I, pp. 555;57.
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relinquishment of special interests in Mongolia and
Manchuria. To settle the‘differenees, the United States
- agreed that all correspondence be mithheld until the‘formal
organizatiOn meeting'in October. !

Unce it became apparent in June l9l9ithat‘the four
banking groups would be able to reach an agreement concern-
ingvthe scope of the new consorﬁium's aCtivities, the next
nrder of business, the bankers agreed, would be to settle
three banking preblems. The three problems needing atten-
tlon were ontlined and J. P. Moréan'sent a copy in mid-June
- to the Acting Secretary of State,‘Norman H., Devis; _Firét,
‘the State‘Department would have to warn the Chinese
Government‘that'no loans would be forthcoming-fme the
consortium until the Chinese settled the matter of default-
ing on‘peyments of‘thé Hukuang Railway loan. Second,
.arrangements ‘would have to be made to extend the Pacific
vDevelopment Loan contract so the Consortium could assume
this loan optlon. Third the Chinese. Government would have
to agree to turn over the management of the Chlnese Eastern
Raillway to the American Group, and agree to expand the
egreement to include all four banking groubs at a»latem
date. S

The_State Department agreed te.work on'the problem
areas and, accordingly, on June 22, the Department referred .

the issue of the Chinese Eastern Rallway to Japan, and the

77Foi“eign Relafions;'l920, Vol. I, pp. 545-70.

78state Papers Relating to China, 893.51/2759- 3040,
'Roll 155, Frame 588




Hukuang default to Britain, France and Japan.'9 Pacific
'Development Cotporation's contract. presented a minimal
probiem because the corpOration agfeed to surrender its
_'loan_opfion, with the Chinese Government's approval, te
the Consortium. :OanquiEO, the Pacific Development
«Cohpany turned over its option, and with iﬁ the wine and
'tobacco'securities, to the American Group. on July'24 the
~State Department recognized and lent official support to
»-the contract, and the Chinese extended their option.80

With the scope of bhe actlivities of the»Coﬁsortium
detérmined, and the eiisting'banking_conflicts temperarily
resolved,.representatives of the banking groups from Japan,
Great Britain, France, and the United States met'in New York
on October 5, 1920 to conclude the Consortium agreement.
The”new venture into.eooperative f1nancing can be considered
an attack upon spheres of influence. Consortium formulators,
‘such as Robert Iansing and Brechinridge Long, Hoped,to limit,
if not ellminate, Japan's existing spheres by placing
Japanese rallway and mining_investments-and other preferen-
‘tial rights in Chiha under the control of the new consortium.
Japan, new to the ppsition of a wofid pbwer, displayed dip-
lomatic talent by essentially forcing the United States to
: agree to. their terms, which permitted Japan to retain control

'of the rallways, mlnesg and: other investments they considered

T95tate Papers Relating to China, 893. 51/2759-3040,
‘Roll 155, Frames 5906-599.

80poreign Relations, 1920, -Vol. I, pp. 649-61.
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essential to their economic development. Ameticanlbankers
and'goVéfnménﬁ officlals eventually accepted Japan's reser-
vations becausg_théyihoped tQ accomplish in the Consortium
what they failed to accomplish outside the‘con$ortium agree-
menl . The'agfeemént tailed to 1imit.ér eliminate spheres,
and if anything, the four signatories of the Second Chinese
‘Banking Consortium assured Japan they would guaréntee her
spheres.

The new consortium, anlattempt to keep the door open
,for.Unitéd States investment 1n China, 1in reality was an
expanded version of dollar diplomacy which inclﬁded_the con-
‘cept of eliminating Japan's spheres of. influence. .America's
~architects of‘the,Second Consortium witnessed Japan's rise
to the stature of a world power, and they respdnded‘to
Japan's aggressive challenge‘in_China'by'thé means they
believed would be the most effective, that is, cooperative
financing_of the economic needs of .China. Clearly, the
~method chosen by the State”Department favored the Japanese,
and the fact that Japan maintained a favored position re-

mained the central problem of the new consortium.



CHAPTER V
The Consortium in Operation 1920-1939

To'understahd the events\that fdllowed the signing
of the October 15, 1920 Consortium Agreement, it is neces-
‘sary to examine certain elements of the Agreeﬁeht. The -
Agreement féllowed thé terms 6f_the 1919 agreement, except
- for Japan's reservations. ’Firsﬁ, even though the activities
to-be pursued in China and the governmental guarantees were
quilte comprehensiye, they were still inadequate. According
~ to the Agreement all existing and future loans to the Chinese
Government,, Chinese-Govern@ental'Departments, and the |
'Chinese Provincés would be_public,'inoluding business com-
"panieslor corporaﬁions_owned by the Chihése Government.
‘Exceptions were industrial undertakings that showed "sub-
stantial progress," and they reserved the right to remain
R.OQtside the‘Consortium.l \

" The activities of the new Consortium were therefore
comprehehsive,.and so,were'the rules'and_regulafions govern-
_ing‘the-membérs of.fhé}banking Consortium.: Members agreed
to participate on equal terms with cooperative action be-
cause the existing political and economic conditions in

'China‘neéessitated~sucn coopebative-action and substantial

joint loans. Each group reserved the right to increase or

lporeign Relations, 1920, Vol. I, pp. 576-78.
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=décrease their numbeerf banks if the member banks received
the approvai of theilr respective governments. It must be
notéd that the new agreement ihcluded the-phrasé’"their
respécﬁive Govéﬁnments have undertaken to giVe'théir.com—
plete support to their respective national groups, " but it
did not provide the previous assurance that each group
would recelve "exc¢lusive dipiomaticvsupport" of the respec-
tive Governments. ‘By_the'énd of November ail;governments
of the respective banking groups had publiciy'announced
their‘approval of ﬁhe new‘banking arrangement.2
The Agreement seemed to defeat its purpose of

cpdpérativé action; instead of reSolvingvthé difficulties
surrounding the issuance of loans to China, it seemed to
create further difficul%ies centering around two points.
First was the unstable political conditions in China. Not
only did there exist two major ﬁolitical factions in China,
‘a Northern faction_headquarteréd in Peking and a Southern
_faction headQuaftered in Canton, buf'waflords were éxerting
‘control over varilous areas of China. Consequently, it was
difficult to secure 1oahs,and if the Consortium loaned any
_monies,it'would most undoubtedly go for military expendi-
ltures. | | -

The second difficulty involving the scope of
activities outlined in the Consortium Agreement needs some

-411lustration. Fof example, on January 9, 1921, the United

°Tpbid. - pp. 575-77. - For a listing of the'31gnatories
‘to each of the’ categories of the Second Consortium Agreement,
'see Foreign Relations, 1920, Vol. I. pp. 576 89.
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States Minister'invChiné; CharleswCraneg telegraphed the

Department andkinquired whether the Consortium barred
private initiative from cohétructing all the
communication transportation including raillways,
roads, canals, telegraphs, telephones, aero- .
blanes, et cetera, also large commercial and
industrial jolnt undertakings.3 ‘

Crane, requesting information for‘privéte businessmen, askéd

where the line-béfWeen‘private‘ahd public flotatibn'should*

be drawn. Crane asked tﬁat private Ameridan initiative

not be'discouraged.u
.Unable-to answer Crane’s;inquiry, the Deparﬁment

‘requesﬁed c1arifiqation from the American bankérs. On

January 17, J. Pr.Mbrgan'replied the "Consortium has no

power, and would in no event wish, to curb private initiative."

Morgan'ékplainedAthat thé American Group preferred thatilarge'

projects, especially those ihVolving transportatidn be re-

served for the Consortium; projects rejecﬁéd by the Consortium

could be‘givén»to p?ivate'institutions, There'Were‘no limi-

taﬁions at'present.on Consortium. actlvities, but Lamont

could "hardly‘imagine any enterprlse involving the expendi-

‘ture of less than'$l;OO0,0bO"'as_being necessary to implement

Consortium activity,sl |

Morgan's explanation of the issue apparehtly raised

some questions regarding the lssue and, on February l, the

3Foreign Relations, 1920, Vol. I, Pp. 596-99.

U1pig. 1921, Vol. I, pp.355-56.

5Fore1gn Relations,'1921; Vol. I, pp. 356;57, and |
State Papers Relating £to China, 893.51/3050-3328, Roll 156,

Frames 651-53. '
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Amerlcan Group amended‘the January 17; reply by the follow-
-ing statement:
Of course, nobody can write a detalled program
and charter for the Consortium. -We shall, I _
hope, adhere to our purpose of developing things
basically in China in the knowledge that private
‘enterprise may. enjoy wider opportunity and greater
stabllity. The policy as to particular questions
and concrete enterprises will have to be detgr—
mined as those questlons present Lhemselves.

The statement still 'did not resolve the issue be-
cause Lamont had apparently stated the position without
consultation of the other members of the group. On ‘March 29,
Crane'sentvanothef inQuipy-ﬁo the.Department as to whether
or not existing raillway loans and projects camélunder the
Consoftium; listing such loan examples as the Yellow River
Bridge and the Peking-Mukden double track loan. He also
noted that unless "such_loans are restricted to conform to
‘the spirit_andvletter:of'the“CthOPtium théy can be made to
extend present control of”railways.indefinitely."7

In hopes oflfesolving the dilemma,'the Bfitish,and
French Groups on May 14 submitted a proposal defining the
~scope of the Consortium. They proposed the'fcrmation.of a
council, consisting of’a delegate‘from each.banking group;
'Such a councilywould functilon as an advisory and consultive
-body and would meet at least three tlmCS a year. The coun-
fcil could then deflne fhe industrial contracts to be In--

cluded in the~Consortium‘and ‘those that were public lssue.8

v

6Foreign_Re1ations, 1921, Vol. I,"pp. 355-60.
TIpid. pp. 361-62.

8Ibid. p. 365.
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‘After somejdebate the proposed‘council.réceived
ﬁ approval on July 27, 1921 with thé:appointment of Thomas W.
Lamont for’tﬁeVAmerioanfGroup, Siﬁ Charles S. Addié, for
the British Group, Rene T. de la Chaume ‘for the French
Group, and T. Okubo Tor ﬁhe Japanesé Group'as delegates.?
This councii'Would continue‘po function as the central part
of tne Consortium for the rext four years.
| The dlspute over the: scope of the Consortium's
activities, centered around whether or not American firms
would haVe'equal opportunity to invost in the various
‘Chinese progects and not be forced to give these opportu-
nities to the cooperative efforts of the Consortium. Yet
on December 13, 1921, the American Group defined 1its rea-.
soné4for Joining the Consortium "as a measure to serve @he
Chinese people.ahd to contribufe to more stable eoonomic
and financial conditioos in the Far East."10 'Momoers of
_the'American‘Group apparently -believed that the_Chinese
peoplélcoold best be served by the Consortium's COoperativé_
action. ~WoodrOW'Wilson'no‘longer held the positionoof
President of the United States, bUt'the'official statement
of the American posltion would surely have pleased him,
~even though it obviously distorted the real intentions of -

“the Amerlcén'Group.

91bid. p. 369.

101p1d. ‘pp. 373-TL.
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After signlng the Consortium Agreement, the groups
dealt with two pending technical issues. First, the ques-
tion{needing attention was the 1ssue of enlarging the

11 and

membership of the Consortium to include Belg;um,
Italy. Belgium's membership had been deferred until after
the signing of the agreement and, with the approval of all
participating groups, Belgium became a member. While
agreeihg to admit any Chinese Group that wished to join, 1
they denied membershilp to an Itallan Group because they were
not able to "render substantial assistance to the Consortium. "3
Membership therefore remained at five with Belgium joining
the original'four groups.

Second, they had to deal with the loan options still
retained by the o0ld Consortium. A decision was needed as
to whether or not these options should become part of the
new Consortium's projects. These optilons included the
Hukuang Railway loan of 1911, involving the British, French
and American Groups; the Reorganization Loan of 1913, in-
volving Britain, France and Japan; and the 1913 Currency
Refdrm and Industrial Loan, involving the British and
French. Options assumed by the new Consortium were Britain's
1913 Pukow-Sinyang Railway Loan Agreement, and the 1914

Nanking-Hunan Railway Loan Agreement. The Japanegse also

llgee Chapter IV, footnote on p. 82 and p. 88,

12poreign Relations, 1920, Vol. I, pp. 582-83.

13state Papers Relating to China, 893.51/3050-3328,
Roll 156, Frames 203-04.
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transferred two minor concessions, the proposed Jehol-Taonan
Railway and the Tsinan-Shunteh and Kaoml-Hsuchan Railways
branches of the South Manchurian Railway, to the Consortium.
According to Japan, the Shantung Railways required a special
arrangement because the Railways, transferred from Germany
to Japan at the Paris Peace Conference, presented special
orrtechnical difficulties. ™

In contrast to the other members, the Americans
made major concesslons. All concessions acquired independently
by Americans during the Wilson Administration were pooled in
the Consortium: the Siems-Carey concessions of 1916, the
Grand Canal Improvement contract of 1917, the Continental
and Commercial Trust and Savings Bank Loan, and the Pacific
Development Development Loan Agreement of 1919.15

In the case of the‘Siems-Carey contracts, little
progress had been made, and the Chinese expressed displeasure
over this fact in October and November 1920. T. C. Sun,
Minister of Communications, warned Ambassador Crane that
failure in this enterprise would "seriously damage Ameriqaﬁ
prestige in China," and complained that "American financiers
were taking a too purely business point of view in the
present instance."16 There were also difficulties with the
Continental and Commercial Trust and Savings Bank Loan

Agreement because of the poesibility of Chinese default on

1L‘For'eig;n Relations, 1920, Vol. I, pp. 575-82.

151pid. pp. 584-89.

161pid. pp. 674-79.
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this firmfsyloan. If China defaulted on the.Chicago flrm's
loan it would be virtually impossible to float Chinese
Government bonds on the Amefican‘Market, Problems also
1surroundedfthe Paqific Dévelopment Corporationls ioanr
_agreement . In June 1921, the State Department attempted to
persuade the‘Américan Group to lend mohey‘to Chiné;,théreby
preventing deféﬁltfof_the PacifiC'DeVelopment Corporation's
loan.*T

Once the Consortium resolved the issue of options,
they focused their attention on China's railway'contracts.
Consortium members resolved in October 1920 to resume as
“soon as_possible railway construction in Chihavéiting as the
first pribrity construction of'Hénkow~Canton_section of the
 Hukuang Railwaysf'_The'Cbnsortiﬁm, however, wanted a loan
agreement'that would be more satisfactory to its ﬁémbers.}8
No railway 15ans’were to:be“issued until the group could
reach an agreement with China concerning-the problem of the
German lssue of Hﬁkuang bonds . 19 Some of the bonds ended
up on the:American markéﬁ; and thé ChinéSe Government
claimed control over the bonds . Consequently thefGroups

- - , o 20
advanced no money for Hykuang Railway construction.

1Tporeipn Relations, 1921, Vol. I, pp. 346-51.

_lgForeign Relations, 1920, Vol. I:(PP»_579”89-

19For an outline of the events surrounding the Hukuang
Railway Loan see pages 16-18. The four countrics, I'rance,
Great Britain, the United States and Germany, particlpating
in the loan sold bonds to acquire the necessary capital, and
in the case of Germany a number of the bonds were purchased
by Americans. After the defeat of Germany, China claimed
control.over all German bondsissued to finance the Hukuang

Railwayo'o . L
- “Foreign Relations, 1920, Vol. I, pp. 670-T1.
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In the case of the Chinese Eastern Railway, in
October 1920, the Consortium Groups passed a resolution,
in an assembiy of the whole, which stated the Groups would'
consider‘a loan application for $10,000,000 with satis-
factory security. The resolution reguired payment of the
debts due the Allied and Associated Powers, no military
interference, and the appointment of representatives of
the Consortium to all administrative bodies. The Japanesé
reserved approval because they considered the "matter as
technlcally 1lying" outside the Consortium.=t Japan's re-
servation blocked effort to loan money for the development
of the Chinese Eastern Railway. Consortium efforts to
prevent Japan from gaining control of the Chinese Eastern
Railway colncided with American foreign policy.until the
January 1920 proposal to withdraw American troops from

‘Siberia.22

2lipbid. pp. 575-89.

22Following the Bolshevik coup late in 1917 the
Allies anxious to rally the Russians against Germany, to
prevent Russlian munitions from reaching Germany, -and to
rescue Czechoslovakian troops stranded in Russia, sent two
allied military expeditions into eastern Siberia. Simul-
taneously, an Inter-Allied Rallway Commission, headed by an
American engineer John F. Stevens, was assigned to study
the railway situation in Siberia and Manchuria. Stevens
and the commission would have preferred that consortium
funds be used for development of the Chinese Eastern to
prevent Japanese control of another Manchurian Railway.
For an examination of both the Allled Expedition and the
Inter-Allied Railway Commission see Betty Miller Unterberger,
America's Siberian Expedition, 1918-1920: A Study of .
National Policy, {(Durham, N. C.: Duke University FPress,

1956) .
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The withdrawal of American troops forced the State
Departmeht to reconsider its opposition to Japan's attémpt
to gain control of the Chinese Eastern Railway, and J. P.
Morgan, speaking for the American Group, declined to"parti—
cipate in a loan to the Chinese Eastern Railway without
better security. Secretary of State Charles Evans Hughes,
however, did not support Morgan's position.23

It i1s interesting to note, in the case of the
Chinese Eastern Railway, that the American bankers!' posi-
tion did not support the open door policy, even though the
State Department stilll maintained vocal support of the
policy. On June 17, 1921, Lamont wrote Charles Evans
Hughes:

The members of the Amcrican Group, have I be-

lieve, without exception entered into the

Consortium because they desired to be of

service in assisting a situation In China

difficult economically and politically.

‘They are endeavoring to carry out in good

faith the principles that the Department has

laid down, and shall always welcome fraﬂk dis-

cussion over any question that arises.®

While the many detalls of the Consortium were being

discussed, a change in the Adminisgtration of the United

23According to different historical analyses there
is more than one viewpoint of why President Wilson dispatched
American troops to Siberia. Betty Miller Unterberger, .in
America's Siberian Expedition, 1918-1920, pp. 87-88 and
204-22, best expresses the viewpolnt that Wilson inaugurated
the Siberian Expedition to prevent the Japanese from mono-
polizing East Asia, and when the troops were withdrawn it
signaled a change in United States' policy concerning the
Chinese Eastern Railway. See also A. Whitney Griswold, The
Far Eastern Policy of the Unilted States, (New York: Harcourt

Brace and Co., 1933), p. 234.

24gtate Papers Relating to China, 893.51/3329-3548,
Roll 157, Frames 270-73.
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States took pléce. The American Group, concerned about
President_Wérfen‘Hardingis position, wrote the State
‘Departmentfdanarch_lo,‘1921.25 Léss than two weeks later,
on March 22, the State-Department‘againfendorsed"the opera-
tions of fhe.Coﬂsortium as outlined by the American Groug,
and'eXpressedfhdpe'that the Conébrtium would

‘be effective in assisting the Chinese people in

their efforts towards a greater unity and

stability, and in affording to industrial enter-

prises of all nationalities equality of commer-

cial and industrial opportunity and a wider field

of activity in the .economic dévelopment of‘China.26
Apparently the Harding Administrétion desired to continue
to be an 1ﬂstrument of théuopen door policy and to utilize
‘the Consortium in the achievement bf‘such,an end.

At the Conference on the Limitation'of Armaments
héld in Washington, D,FC. from Degember3192l, through |
February 1922, the delegates consldered the validity of
the Internatidnal-édnsortium in terms of the open door
policy. Wellington Koo, a Chinese delegate, insisted the
Chinese delegation could not recognize the assurance‘givén
by the American, British, and Frenéh Goyernmehts that the
‘"vital'interests'of Japan in Manchuria shall be safeguafded."‘
Sir Auckland Geddes,‘a British delegate, said that the open
door policy in no way interfered with the operation of the

Consortium, "which in its provisions for cooperative effort

25Foreign Relations, 1921, Vol. I, pp.1358—60.

261bid., p. 361.
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would not in any way infringe the principles adopted by
the conference."@'

On February 22, 1922, Baron Shidehara, a Japanese.
delegate, assured the Conference:

Japan is ready to throw open to the joint acti-

vity of the International Financial Consortium

recently organized, the right of option granted

exclusively in favor of Japanese capital, wlth
regard, first, to loans for the construction of
railways in South Manchuria and Eastern Inner

Mongolia, and, second, to loans to be secured on

taxes in that region. ‘
Questioning Shidehara's statement, Hughes noted that he hoped
the Japanese Government's declaration indicated a willing-
ness to relinquish its claims to special privileges secured
in the 1915 treaties between China and Japan.28

Although the Conference adopted a resolution re-
affirming the open door policy in China, including
Manchuria, Japan's specific position in Manchuria and
Manchuria's relationshlip to the Consortium were not any
more clearly defined than the scope of the Consortium's
activities.

In China, news of the formation of a new Consortium
met with negative reaction. In general, Chinese officials
belleved the Consortium intended to accelerate the pro-
gress of foreign control, especially Japanese, over Chlnese

finances. Chinese newspaper editorials and articles there-

fore attacked the consortium as a tool of Japanese aggression.

2Tconference on the Limitation of Armaments, 6Tth
Congress, 2nd sSession, senate Document No. 120, Vol. 10

(Washington, D. C., 1922.)

281p14.
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Accordlng to ﬁrederick W. Stevens, the American-Gfoup's
irepresentativé in Peking, Chinese_PressL10pinion'express-
ing:aﬁti—cbnSOrtium statements shoﬁld be taken "with a
grain of salt," until more is known in China about the
aims and methods of the Consortium.2Y n

‘Becausélthé Chinese press and public bpinion
seemingly opposed the new Consortium, the financially
_destitute Peking Government sought funds frbm‘tﬁé old
'Consortium,~bﬁt éoon learned that the ‘1911 Agreement no
- longer existed after the signing of the new Consortium.
Chinese offlcials, however, hesitated to deal with the new
‘Consortium due to the "stringent terms" outlined by the
~participating bankers.. ﬁhen Informed that the Chinese
regarded the terms of the nmew Consortium as 'stringent,"
_the‘AmericanvGroup dabled‘Ambassador Crane in China, the
Consortium's three principles of action:

v'(l) its first object shall be the benefit

of the Chinese people, (2) loans shall be

made for constructive purposes and the :

objects of same shall be carefully specilfied,

(3) some reasonable safeguard shall be adopted

to provide that the proceeds of loan funds are

expended for the purposes intended.30
Funds from Europe remained"imposéible to acquire, and the.

American bankers made 1t clear that they could not or would

not loan funds without assurances of some return. Apparently

29Memo of Frederick W, Stevens to the State Department,
January 21, 1921. China Collection. TS China S844, Hoover
Institute on War,.Peace & Revolution.

30Foreign Relations, 1920, Vol. I, p. 665.
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American bankers were less interested in_breserVing the
open door“and'halting aggression if 1t meant theiéacrifice_
of.their invéstment,‘or perhaps the bahkers‘belieVed
JépaneSe aggression-wasAeminent-with or without loans.
’In‘order to provide ﬁroper conditions for ihvestment,
guidelines and methods of ‘convincing China of the positive
attitude of the Consortium were needed. -On May 15, 1922,
‘a full meeting of the Councll of the Consortium convened
in London and a geﬁeral policy'emerged which propdséd.to
set "gulding principles of the Consortium, and to meet some
of thé‘unfounded reports recently current in China." This
policy stated the~Consor£ium-existed as a "substitution of
international cooberation foxr internatibnai'competition in
economic and financial affairs\in China," and as recogni-
‘tion that its position had "now been definitely affirmed
 ¢and endorsed in a larger'sensé by China and the Powers in
the Treaty sighed at WaShington on February 6, 1922."3l
The policy statement emphasized that the‘ConSOftiumA
“would not be permanent, butlit.would continue to rémain the
 chief_barrier‘to spheres of influence. As ailargé under -
aeveloped.field for commercial expansion,’thé Governments
invOlﬁed in the Consortium belie&ed restraint'through coopera-
tion a_necessary.tooi to protect the‘vested-intergsts_of

thelr nationals.’:The‘Cquncil<agreed it was "more in the

‘interests of Ch1na‘for'thefpowers to deal with her Z@hin@]

3lporeign Relations, 1922, Vol. I. Dpp. 773-75.
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‘as a whole rather than separately, in cooperation rather
than competition with one another.”32
There was Council agreement not to interfere in.

‘the internal affairs of China. Although political conditions
in-China prohibited administrative loans, administrative,
loans could be made if China should establish a stable
government. The Consortium could also make railroad and

industrialﬂloans wlth adequate security, but'adopfed a

"policy statément”rejectingvChinals ostensible assumption

that the Consortium intendedfto control her finances and
railways. A program of unifying China!svrailwayslwas en-
dorsed by the group, and they denied that the Consortium
intended to secure a loan on the Chinese Land Tax.>3

In sum, the Council stated its policy to be

one to assist ‘in bullding up the general

credit of China on such secure foundations :

that all outside. intervention may be generally

eliminated and the entire control of loan ser-
" -vice and expenditure may finﬁlly pass into

the hands of China herself.3’ .

" With all the denials issued concerning theé intentions of the

Consortium'regarding coﬂﬁrol over China, this'policy state-

ment admitted that external control overlchina's economic

and financial life would be present for an indefinite

g.period. Paradoxical as it seems, 1t 1s evident the concern

321pid. p. 775.

- 331bid. pp. 776-77. The October 1920 Agreement.

referred to a new source of security for loans, the land tax.

In June 1921 Secretary of State.Hughes asked that the American
Group disassociate themselves from the consideratlon to use

the land tax as security because it had an "intimate relation-
ship" with the domestic affairs of China. The American bank-
ers agreed to refer the lssue to the Consortium Council for

a final decision. Foreign Relations, 1921, Vol. I. pp. 368-69.

'3?Ibia; pp. T78-79.
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for the open door of foreign investment dutweighedicon—
Siderationafor Chipna'!s administrative integrity.

China's political situation prevented Consortium
negotiated loans, and in August 1922, the American Group
.belleved it necesoary to draft a detalled China loan policy
- for use by the State Department when replylng to Chlnese
inguiries concerning American loans. In the draft the
‘bankers reiterated‘their position that the past record of
‘Chinese loans made'it impossible to offer bonds to the
- American investor; further, due to unstable political
conditipns in'China, it appeared the present administration
would fail.

The upshot of all this 1s that if and when there

is a Chinese Government that 1s able to discuss

. . some tanglble consolldation plan which

takes care of Chinese Government obligations,

due and overdue, and which provides for a

reasonable scheme of sound finance for the

future, théen and only then we feel that the

American Group is in a position to render a

very large service to the situation. As we

see 1t, however, it 1s worse than useless to

give any Chinese Government the impression

that we can interest ourselves actively in

half-way measurgs that really fall to meet

the 51tuatlon.33

The Japanese Government concurred‘with'the American
position;.h¢wever, the British concluded the Consortium must
act immediately.if the Chinese‘were to be convinced of its
"beneficient intentions." ' Britain contended that in splte
- of the lack of unificatibn, the present Chinese Governmént'

appeared to be "well-intentioned and deserving of assistance,”

35Ipid. pp. 783-85.



and if the Consortium-femained 1ﬁactive the "policy of
cooperation for which it stands, will in thé.end, be
‘wreCRed."36 | |
After consideration, Secretary of State Hughes
decided to accept Britain's suggestion and make an imme-
diate loan. He therefore notified the Japahese Government
that the American Governmént’woﬁld support the American
Group if it intended to participate in a 1oéh. _Hughes
reasoned that all negotiations had_been‘with Peking,athe
,government:the&powérs held responsible for agreements made,
and to insist-ﬁhat'this'government uphold these-responsi~
bilities while denying it the means it considered essential
to adminiater the loans they deemed'néCeSSary to fulfill
Chinafs‘political and financial leigations wouid be.wrong}37
Japan replied to Hughes ! memorandum and_aéknowledged
that Hughes was cérrect in saying the Peking;Goyernment was
the 801e'governmental agency in China, but they could not
‘agree with Hughes' suggestion that an immediate loan be made
to China.38 Japan insisted that financial assistance should
‘be given tb the Peking.Government if it insurédjthé protec-
'tioh-of the general welfare éf the Chinese people. Neilther
did.Japan share Britainfs'feeling‘of urgency: and expressed

the opinion that any loan would influence the political.

36Ibid.  pp. 793-9k.

3T1bid. pp. T94-96.

381pia.
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situation in China such that it would be equlivalent to
supplying arms. Japan's aversion to the proposed loan to
China may have been based upon the fact the loan made no
provisions for refunding of the Nishihara loans .39

In spite of what it called the "ambiguity'" of the
Japanesefposition,‘the State Department”continuedito pursue
the matter of a loan to China. Eventually the Japanese
Government consented to a conference of Consortium members
for the purpose of discussing a loan to consolldate Chinese
debts, but would not endofse direct negotiations with the
Chinese Government. As always the State Department re-
mained willing to negotiate with the Consortium members of
other nations and to support the American Group if the
Group chose to make a loan. The Department would not, how-
ever, support unsecured loans, such as the Nishihara ILoans,
because of their relationship to political questions.qo

'If the Department called a Special Conference, the
American Group‘expressed a willingness to take part 1n it,
but indicated it thought political conditions too chaotiq'
to warrant a monetary advance. The American Group warned
the Department that in order to protect the investor a |
salable Chinese bond would have to be "so well secured as

to be salable by or for the foreign creditors without much,

if any, loss."tl

3gForeign Relations, 1923, Vol. I, pp. 526-27{>‘
401bid. pp. 527-37.
bltpia. pp. 538-39.
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© On April 27, 1923, in Peking, without official

Cénsortium or‘Council approval, Consortium Group Represen-
tatives met~with_the Chinese Minister of Finance and
agreed to a Cbnsortiuh loan as soon as the Chinese
Government would be willing to recognize and deal with a.
cooperati?e-lqan. Ghbup representatives at the meeting
conslidered a ioan necessary to allow the central government
of Peking to contlnue functionlng, and if reasonable alssur--"~
Vances of control could be made, they agreed a monetary |
advance should be issued. Japan,s Charge d'Affaires in
Peking agreed that the central Chinesé Government should
be helped,_but said he would have to seek advice from his
government on the matter ofta cash.adv’amce.LL2 |

Before.the-state Departmént could respond to the:
sequence of_events:in_Peking, the British and Amefican
Groups objected to monetary advances originating‘in Peking.
- They based their objectioné‘first, on the fact thé
Consortium Council had agreed not to make administrative
'advances, and second, on the lack of stabiiity‘of the Chinese
Central Govelm.mem:.LL3 ‘Again loans were blocked by bankers
interested in their economic investment rather than poli-
tical conslderations.

A special conference desired by the State Department
took place when the Cbnsortium Céuncil_convened in Paris on

May 28, 1923. Although the Council reiterated many of the

421p1a. pp. 539-40.

“31bid. pp. 441-43.
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_ resolutiong adopted in May, 1922, they announced a resolu-
tion considering a Chinese "consolidatlon of indebtedness"
_1oaﬁ, and proposed‘that‘no mohetary advances be-given in
the immediate future.-‘The Council concluded:

It is the settled policy of the Consortium to

refralin from interference in the internal poli-

tical affairs of China. The present political
upheaval in that country precluded the immedlate
hope of giving practical effect to any Consortium
proposals for an administrative loan. Conditions,
however, change so rapidly that the Groups must
always stand prepared for action in anticipation
of ‘the time when China shall have again attained
to such degree of political peace and security

as to afforﬂ'a'reasonable prospect of a stable

government. 4 ‘

Finally in the May, 1923 Conference the Council
settled once and for all the debate as to whether or not
‘there would be cash‘advances.or administrative loans. There
would be none because the Chinese Central Government could
not provide sufficlent political stability necessary to
secure any investment. Of course the State Department
would have preferred loans without assurances of a stable
government to protéCt investment, but the bankers would not
1nvest unless they were assured a return oh\their lnvest -
ment. Cooperative finance in China did not operate as
plahned,'and Japankcdntinued to move troops into Manchurila
until, by 1932, she completely controlled that area of
China. |

Fortunately or unfortunately, according to one's

'point of" view, the Peking Government did not entirely dis-

~integrate, and‘the Consortium did not diSbahd‘until 1939.

44Tpida.  pp. LA3-4T.
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'No loans, however, were negotiated. From 1923 to 1939, the
ConsOrtium cohtinued to exist, but American bankers demon-
‘strated 1little or no interest in Chinese loans and little
interest in continuing the‘Consoftium'arrangement.

The State Deparfment,Thowever, differed with the
American'bankers‘in-regafd to the Consortium and continued
to pursue its existence. On June 26, 1924, Hughes wrote
the American Group he approved the

continued application to the field of Chinese

finance of the Principles which that Agreement

embodlies, namely, that loans made to China should
be based upon sound investments, and that this
result be assured by a mutual undertaking among

the principal national flnancial groups to ab-

stain from reckless competition. While it is

no doubt true that the results of the past few

yecars have been purely negative, and that it 1s

of courge impossible to appraise the value of

such results, I nevertheless venture the opinion

that, but for the existence of the Consortium

during this period, the financial situation of

the Chinese Government would present an ﬁven-

more difficult problem than it now does.“5

‘Despite the:negative attitude of the bankers and the
<unstab1é politicalvcdnditions in China, the Consortium
Council continued to meet; énother Councll Meetlng was held
in London on July 15, 1924,  With the Consortium Agreement
due to lapse in October, 1925, the Council declded to
abrogate the expiratlon date of the agreement. The Council
also’agrééd if any group wanted to withdraw from the agree-
ment they could do so by giving twelve monthsf-notice.
Minutes of the meeting indicate some optimism that the

Chinese Government would eventually invite the Consortium

“poreign Relations, 1924, Vol. I, pp. 548-50..
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to participate in both a debt consolidatibn,scheme and a

’ ‘railway develepment plan.» A resolution was passed by the

Coun01l which attempted to get a Chinese banking group .
to join the‘Consortium.u6 |

‘Ln October 1925, the Consertiuﬁ Council again out-
lined‘ite position cencerning.Cbina’s finances; it further
agreed to meet in apecial conference in Peking on October 26,
11925, to discuss China's political situation. Even though
China's political condition remained ostensibly outside the
Consortium, Council representatives agreed the political
condition could not be separated from China's financial
problems. Under these circumstances the Council agreed to
'partieipate in the'Peking Conference beingvheld primarily
to consider the revision of the British, Japanese, and
American Commercial treaties of 1902-03.47

The Consortlum Counoil further stated that "no scheme

of financial reform can be considered adequate which does
not include provislon for the settlement of China's indebted~-
ness as a whole. 48 To solve. this problem it appointed a
committee to study the entire debt situatiOn in China.

Actions‘ef the Consortium indicated that the reluctance to

Abroreign Relations, 1924, Vol. I, pp. 544-50. All
during negotiations, 1918-20, the Four powers attempted to
get a Chinese Group to accept membership, but no Chinese
bankers were willing to join. Thils resolution was another
attempt to make the Consortium more agreeable to the Chinese;
there never would be a Chinese banking group willlng to

. become a member .

2“7E‘Oreign Relations, 1925, Vol. I, pp. 866-67 and 883.

481pia. p. 884.
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grant loans was. due primarily to China's inability.to secure
‘them, and as a result no loans were forthcoming from the |
Consortium. |

MFor-the next ten years, the Consortium continued to
exist, but in limbo. The Chinese Government did not apply
to the Consortium for loans, and the Consortium members,
due to the continued instability of the Chinese Central
~Government, made no attempt to loan China money.

-Staniey Hornbeck, Chief'of:thevDivision-for Far
‘Eastern Affairs, reVived the 1ssue of‘the Consortium in 1934,
‘As Hornbeck viewed the politioal(situation in China, he con-
cluded that.there‘could be no peace until China'sfeconomic'
situation improved. Although the League of Nations had
initiated a pfogrem proViding China,with technical assist-
vance,‘China again sought finenoiai'assistance from sources
that excluded Japan. Hornbeck believed the anewer to China's
" economic dilemma would'be the adoption of an'"attitude favor-
able in principle toward intefnational action:through-the
agency of the Consortium."49

| » Later in 1934;'the State Department consulted
President:Frdhklin'D. Roosevelt, Secretary;of State Cordell
Hull, and Thomas M. Lamont concerning the edvisability of .
‘uSing the Consortium. Roosevelt and Hull agreed the American
Group should remain in the Consortium, but requested that no

~..loans be 1ssued because they'ultimately would fall into

Japanese control. The administration adopted an attitude of

ngoreign Relations, 1934, Vol. III, pp. 388-90.
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"watchful walting until China invites . . . actlon and
Japan or Greathritain'takes the lead in sugges#ing a
favorable.respOhse by thé'Consortium.”SO |
| .Thomas Lamont told:HornbeCk in August 1934 the

national groups comprising the Consortium, including Japan,
were‘willing to C6ntinue the-arfangement.’ He warned
Horﬁbeck‘that the American Gfpup‘wduld have difficulty'
floating bonds because only three‘or four of the briginal
thirtyﬁsome member banks of’tﬁg:American Group were able to
handle securities due to the Roosevelt Administration's
~Securities Exchange Act. ILamont also reminded Hornbeck
that many baﬁké wanted to dissolve the Consortium because
~the American Group's participatioh had been expensive and
noppfofitablg.5l |

Again in 1939 the American Group discussed the
issue of dissoiutibn; however, both the British Government
and Group disagreed witﬁ.the Amerlcan Bankers because they
- considered continued contact with_Japan as essential. The
State Department; through Hornbeck, announced thg time in-
épportune'for-Consortium'withdrawal;52

In February 1§39, the State Departmeﬁt notified
Great Briﬁain that it”réCommended that the C0nsortium not -

b'be dissolVEd.

50Ipid. pp. 390-91.

'51l1pia. pp. 391-95.

52roreign Relations,'l939, Vol. III, pp. 721-24.
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In the opinion of the American Government
there should be no need for dilscussion at this
moment of a. possible dissolution of the Con-
sortium, and, in the light of the facts as
"understood by the Department, it would seem
~that further considegation of this question
should be deferred.5 :

Even thoUgh‘the State Department hoped to continue the
arrangement, the American Group hdlted the Consortium's
operation by announcing they would withdraw>their banking

_representatilve frdm Peking effective January 1,:1940.54

53Ibid.  pp. 730-31.

541pid. pp. T731-3L.



CONCLUSION

An examinatioh‘pf the events sufrbundingvthe
.‘Second Chinege Banking'Cbnsortiumfreveals é pattern of
American diplomaoy,iwhich State Depart@ent officials pub-
1icly-calléd a defense of the open door policy. There can
be no doubt,'however; that the open door policy the
Department claimed to defend.was.no Jonger the policy
initiated in 1899. Through his first_notes'Secretary of"
State thn ﬁaylasserted the principle of equal commercial
opportunity for 211 nations in China. He never intended
to.eliminate existing.spheres'of ihfluengejin China or
create‘spheres for Americans. Hay's second circular in
July 1900,'infbrmed the world poﬁers.that the<poiicy of
the American Government was to seek a solutidn.that_would
providé‘permanent.peace and Safety to China and preserve‘
China's ﬁerritofial'ahd adminigtrative entity. Hay's notes
publicly and‘officialiy defined the two China policy objec-
tives}which the United States was to puréue; intefmittehtly
and not too effectively, for the next rifty years.l |
America'é open door policy in China between 1902 °

£ -

and 1914 underwent further change in concept and

.1For a study of America's China policy and its rela-
tionship to the open door policy see Chapter I, Tang Tsou, -
America's Failure in China, 1941-1950, (Chicago: University
of Chicago Fress, 19Y03), pp. 1-30. :
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interpretation that included a search for a balance of power
in the Far East during Theodore Roosevelt's administration
and a quest for equal investment opportunity during
Willlam H. Taft's tenure. FPresident Woodrow Wilson re-
Jjected his predecessof's poiicy of using economic pressure
to eject Japan and Russia from their dominant positions in
Manchuria; however, the power changes brought about by
World War I resulted in the United States and Japan assum-
ing tne roles of world powers.. Japan's position as a power
in the Far East and her subsequent actions of aggression
to agsure her pogition as a wor1d power resulted in the
American State Department'is revival of an international
banking consortium to halt Japanese aggression and end
Japanese'spherés of influence in Calna. Even though, as
historian Raymond Esthus points out, the State Department
continued to refer to its foreign policy in China as the
open door, this policy was far removed from the foreign
policy espoused by John Hay.

The fate of the Second Consortium can be traced
to 1ts inception. In hopes of ending or limiting Japanese
influence in China, the State Department, not the bankers;
initiated the consbrtium effort and agreed to assume the
financial responsibility, through the Consortium, for Great
Britain and France. It would be necessary, however, for
American bankers and the American investing public to risk
thelr investment in order to secure any degree of COnéortium
success. This, as the lesson of Taft's "dollar diplomacy™

exemplified, American bankers would not do.



131

Why then did the Wilson administration, with the
prodding of the Staﬁe‘Départment, assume and broadeh the
AunsucceSSful'dipiomaqy of Tdft_in ﬁhe Far East? This dip-
lomatic endeavor -can probably be best explained by Japan's
new position 1ln the Far East after the initial yeérs of
the-First\World War. The issuance of theATwenty?One
Demands, the continued flow of Japanese dollars to China
through the Nishihara 1oans; and China}s continued pleas
for loans convinced the State Department‘to act. If China's
request for loans persisted, loans would.sureiy come from -
'Japan,:and with'ﬁhe'loans.qapanese.COnﬁrol. "To face the
situation, the American.Government called for independent
loans_which‘American'financiefs refused to make without
govérnment éupport. Another alternative wouid be . cooperative
investment and America's entrance into the 0old Consortium,
br the férmatiQn of a new CQDSOFtium} The Sfate Department
thse-ajneWIConsérbium bécause_the Department wanted to
establish theif own terms to 1nclude the whole of China and
industrial as well as administrative loans. Through joint
cooperationlin indugtrial loans the State Department planned
to halt or 1imit‘bh@1cohtinued flow of Japanese monles into
Chiha, andfthe subsequ@nt control of China's political and
econounic inskicuticnz by Japan.

.Af*er négc+iétioms'for Lng new Congsortium began,
Cecertaln factors eﬁefged. 3FirStQ the Uhited Statés and
«Japan,Wefe the leaders Of‘world finance: JapénAin'the Far
East and the Uniteﬁ Statés in the‘rest'of.the‘wprid.‘ Sedqnd,

the course of events at the Parls Peace Conference dictated
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the'United'Stateg would not assume a central position of
authority. Third, the pfoblem of “increased armaments and
the willingnesS to uselthese arm&ménts-greatly influenced
how governments.would éct. Japan'S~and the United States!
positioh as world powers convinced the State Department.
avfinangial cbnsOrbium}would be vital to Amerlca's
) politiCal‘ahd gconomic future in China.

Tthugh the méchinefy of the Consoftium the American
Government hoped to set aside political problems in favor
of economic and'financial barter}ﬂ Reducing'thé'politidal
iSSue.to an econonlc and financial level provéd unworkable.
~American investors refused to invest without assurances of
return, and China coUld'not provide ﬁhése aésuranées. In
‘reality theQConsortium'served'to prévent rather than_pro-
Ivide 1oansth_China, becauSe within the conflnes of ﬁhe
Consortiuﬁ'there_couldibe no independent.loans to China
and Consortium.loén.terms‘were SO stringent‘the Chinese
'\refused'té boTT oW .

There-was‘alsb'a di$crepancy between the long term
diplomatio;goals of the Scate Department and the short term
inVeétment goals of theibanking members. The State Department
Vwanﬁed to stop or 1itwit Japanese aggression ih the Far East,
while the bénkers were interested in.invéstmenﬁ profits;

.It muét‘be pointed but, hbwever, that pUblic explanation

by the_State'Department‘fOr the activities which 1ed'to.the
Second?Chinese,Banking Consortium emphasized trade and
political policy father than ihvéstment. The State

Department‘never‘encouraged American investment on.grounds
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that it was desirable'iﬁ itself for economic reasons. In
the end, the factof of,inveétment‘security probably assured
noiloans wﬁuld’ever_be issued, and hopes fbr American
“influence in China'wére shelved., Thig resulted in strained
dipiomatic relétiéns between the Unlted Spates and”China{
4because the Chinese needed Américan loans 1f they‘eVer
--hoped to stabiiize their central government.
‘Evéﬁts‘Whidh surrounded tne Consortium assured -
- there would e discofd between the United States and China.
fhis discord found its basls in the different interpreta-
tions of the open aoor pdlicy. Public‘pplicy étatements
~of the open door by'the State Départment-appealed to the
Chinese beéause historiCéily‘the open Qoor'policy referred
" to the prdtection of Chinafs‘territorial'and'édministfative
;iﬁtegrity. Instead of the United Sta és acknowledging
their real foreigh policy intentions in China, they called
thelr policy enforcing the open door 2a policy statement,

that had.been_rédically altered over years of abuse.
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